Defense AT&L Magazine
August 2012

Approved for Public Release: 12-2908.
Copyright has been transferred to a third party. Reuse is restricted. Contact the Contracts department for guidance.

GOING THE DISTANCE:

LEVERAGING THE BENEFITS OF COMPETITION THROUGHOUT THE LIFE
OF A PROGRAM

Authors:
Mike Janiga, The MITRE Corporation
Su Chang, The MITRE Corporation

Major Rodney Stevens, United States Air Force

1 ©2012 Defense Acquisition University Press. All rights reserved.



Defense AT&L Magazine
August 2012

©2012 Defense Acquisition University Press. All rights reserved.



Defense AT&L Magazine
August 2012

Authors

Mike Janiga is the Technical Director at the MITRE Corporation, Center for Acquisition and
Systems Analysis (CASA) within the Department of Defense-sponsored Command, Control,
Communications, and Intelligence Federally Funded Research and Development Center (DoD
C31 FFRDC). He has over 20 years of experience in the defense acquisition field.

Su Chang is a Principal Economic Business Analyst at the MITRE Corporation. She has over 10
years of experience in acquisition and is DAWIA Level Il certified in Contracting.

Major Rodney Stevens is currently serving as the Military Legislative Fellow to Senator Rob

Portman (R-OH). He received his commission in 1999 as a Distinguished Graduate of the
Reserve Officer Training Corps and has a Masters Degree in Business Administration.

3 ©2012 Defense Acquisition University Press. All rights reserved.



Defense AT&L Magazine
August 2012

GOING THE DISTANCE:

LEVERAGING THE BENEFITS OF COMPETITION THROUGHOUT THE LIFE OF A PROGRAM

The Joint Direct Attack Munition (JDAM), often referred to as the “Warfighter’'s Weapon of
Choice,” is a low-cost guidance kit that converts existing unguided free-fall bombs into
accurately guided, near-precision “smart” weapons. Today the JDAM acquisition is considered
highly successful, but in its early years the program ran into trouble. The per-unit cost of each
JDAM kit was projected to be as high as $68,000—a 70% increase over the $40,000 per-unit
cost originally budgeted for the program. The JDAM program reversed this trend by
implementing an acquisition strategy that emphasized competition throughout its lifecycle.
The program used a competitive dual source strategy to award two contracts for the
development of guided munitions. According to Dominique Meyers in a 2002 Acquisition
Review Quarterly article, the results included a 33% reduction in development time, a 42%
reduction in development cost, and a greater than 50% reduction in the per-unit cost.

The JDAM experience clearly demonstrates the critical role of an enduring competitive
environment in motivating outstanding contractor performance over the life of a program. So
why has the Government not carried forward this important lesson from the JDAM example
and applied it throughout today’s acquisition environment?

Continuous Lifecycle Competition Is Not Common Practice in the DoD

The Department of Defense (DoD) strives to foster competition; however, like many
Government agencies, the DoD tends to view competition as an activity that occurs only during
the contracting process, rather than as a dynamic tool for achieving success over the life of a
program. Most DoD programs today award development and production contracts to a single
prime contractor or contractor team. Using this single-provider approach, the DoD fails to
maintain “continuous lifecycle competition” —the use of competition to motivate contractor
performance throughout the life of a program.

Several factors drive the DoD toward a single-provider model and reduces continuous lifecycle
competition. First is a mistaken belief that ongoing competition will increase costs. Thus, fiscal
constraints (or budgetary pressure) force programs into a single-development/production
environment in order—it is believed—to get the most “bang for their buck.” Second, there is a
concern that awarding contracts to more than one source will consume significant contracting
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and program management resources, and that this would outweigh any benefits gained from
competition.

Third, once a prime contractor is selected for initial award, Government program offices have
strong disincentives to switch contractors, even for poor performance. They have a well-
founded concern that oversight bodies may cancel a program if there is a need to change prime
contractors, since this often indicates poor program performance. Additionally, Program
Managers fear that reporting negative contractor performance will reflect badly on their ability
to manage the program. This situation creates a mutually dependent environment where the
success of the program office is closely tied to the success of the prime contractor, ultimately
reducing the Government’s ability to objectively evaluate and report contractor performance.
Moreover, the costs of switching to a new contractor during program execution have become
prohibitive. In addition to the funds and time required to solicit and award a new contract, the
effective technical and programmatic transition to another contractor is a high risk, resource-
intensive activity.

Lastly, federal contracting processes have become so drawn-out and cumbersome that
programs try to minimize the number of competitions and contract actions. Today’s processes
make it extremely difficult to recompete contracts. The lead-time needed to solicit proposals
and award a contract is frequently as long as 12—-18 months. As a result, contracts are pushed
to their maximum periods of performance, further reducing opportunities to hold competitions
over long program periods. Even when a contractor performs poorly, Government programs
often push forward with the current contractor instead of initiating difficult and expensive
termination proceedings and starting the contracting process anew.

After initial award, the barriers to entry for a program are so high that subsequent competitions
provide an unfair competitive advantage to the incumbent. The single-provider model gives
the incumbent contractor monopolistic-like powers that negatively impact DoD programs
through all acquisition phases. It is in the prime contractor’s best interest to follow a long-term
strategy of becoming entrenched in all aspects of a program’s operations. To do so, contractors
build proprietary solutions, or posture themselves to maintain much of the day-to-day program
knowledge, and in this way essentially become indispensable to the program. In addition, most
contractors seek to integrate the products or services they develop within the broader system
of systems, or enterprise, to better align their efforts and position themselves for future work.
Once a prime has established a long-term dominant position on a program, the prime
contractor has little incentive to innovate, lower costs, or increase productivity. As a result,
many DoD acquisition programs encounter schedule delays and cost overruns, and fail to meet
performance objectives.
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How Do We Fix This Problem?

Given that the Government has entered a period of fiscal austerity due to the heavy federal
debt, it is more important than ever that an alternative to the current single-provider model be
found — one that incentivizes cost efficiency, innovation, and transformative solutions. The key
is to employ an acquisition strategy based on continuous lifecycle competition through the use
of a dual- or multi-provider approach. Under this strategy more than one contractor is selected
to develop, produce, and sustain a program throughout its lifecycle. In addition to the benefits
of competition, having more than one contractor provides the program with an “insurance
policy” in the event that the primary contractor fails to perform adequately. Thus, it reduces
single points of failure—a critical advantage in today’s increasingly complex and
interdependent acquisition environment. Additionally, the risks inherent in contract transition
are minimized if a viable second source is already knowledgeable about the day-to-day
operations of the program and can quickly ramp up to fill the primary contractor’s obligations.

Several contracting approaches can be used as building blocks for dual/multi-provider
strategies. Listed below are a few examples:

a. Commercial Model: This open market strategy encourages all contractors to develop
products at their own cost. The Government has the option to buy these products at a
per-unit cost once the items are fully developed and ready for production. Firms will be
willing to fund the development if they believe the Government will choose to buy their
products at a price and quantity that enables them to recoup costs and earn a
reasonable profit in the production phase. This approach is best suited to IT systems
that allow contractors to develop applications on an existing infrastructure. However, it
can also be used in developing components on top of open hardware platforms. For
instance, airframes, ships, and vehicle classes present a standard platform, but
competitions could occur for the various subsystems (e.g., avionics, navigation, fire
control systems).

b. Competitive Orders (Indefinite Delivery/Indefinite Quantity): The Government awards
contracts to multiple qualified vendors to meet a broad set of requirements. The
Government pre-negotiates pricing as well as terms and conditions with each vendor.
The multiple awardees vie for task/delivery orders in a post-award competitive
environment, keeping competitive pressures in play throughout the life of a contract.
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This strategy works best when requirements can be broken into several manageable
tasks that different contractors can perform over a period of time.

c. Competitive Dual Sources: The Government fully funds two contractors to execute
their designs or solutions to meet a capability need. The vendors fully develop and
produce their designs, thus providing the Government with two viable solutions to a
requirement. The two sources continuously drive down prices while also improving the
performance and reliability of their products over time. Of the continuous competition
strategies, this approach requires the greatest upfront investment by the Government,
but also creates the greatest amount of competition and the greatest probability of
meeting program mission needs on schedule.

d. Competitive Multi-Sourcing with Distributed Awards: The Government awards
contracts to two (or more) sources, with a primary contractor receiving the majority of
funding. A second contractor is also selected to create a continuous competitive
environment and to provide a viable back-up should the primary contractor fail to meet
program objectives. The second source receives significantly less funding than the
primary contractor, but enough to gain program expertise and to develop plans and
concepts to meet program requirements (e.g., a 90/10 split).

Competitive Multi-Sourcing with Distributed Awards in Detail

Each of the above options can form the basis for a continuous competition strategy extending

over the full lifecycle of a program. Competitive multi-sourcing with distributed awards merits
particular consideration, because this innovative strategy carries significant potential, but has

not been widely used across the DoD.

Under this model, the Government awards the majority of funding to a prime contractor, with
smaller funding levels provided to a secondary source. Keeping a second source under
contract at even a low level (e.g., 5-10% of prime contract costs) maintains significant
competitive pressure on the prime by greatly reducing the barriers of entry into the
marketplace (i.e., lowering the switching costs). It also allows the second source to refine and
mature its technical approach and gain familiarity with the program’s operations. The cost of
implementing this competitive multi-sourcing approach can be relatively small when compared
to the benefits of competition that it provides.

The DoD can use this approach in several ways to maintain continuous competition in all stages
of the acquisition lifecycle.
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a. Percentage-based Distributions — A set percentage of funding is allocated to each
source. For example, Vendor A submits the best offer and receives the majority of
funding (e.g., 90%) as the primary source. Vendor B submits the second-best offer and
receives a smaller percentage of funding (e.g., 10%) to partially develop its design or to
work on a particular subset of the contract requirements. This strategy keeps a second
viable source in play during the prototyping, development, production, and sustainment
phases, which will provide competitive pressure to motivate the primary contractor.

b. Full Development with Scaled Production — Under this strategy, the two or more
contractors are completely funded to develop prototype products. After the two
prototypes have been completed, the Government selects one contractor for full-scale
production and a second source for limited production. This strategy works best for
complex systems that carry significant risk during the design phase of the program.

c. Next Increment Prototype Model — The DoD uses a primary source to maintain
engineering capability for the current production unit. A smaller amount of funding is
provided to a secondary source to build a prototype for the next program increment. In
addition to getting a head start on the next spiral of development, the DoD has
introduced a second capable source and positioned it to compete with the prime for the
next program increment.

d. Partial Contractor Funded Development Model — The DoD caps the amount of
development funding to a second contractor for a limited amount (e.g. 30% of proposed
costs). The contractor has the option to invest their own funding to fully develop their
proposed design. The contractor has the potential to recapture these development
costs during the production phase if the Government decides to pursue production of
the second contractor’s design.

Benefits Outweigh the Cost of Competition

In this period of fiscal austerity, funding a second source may appear to be a luxury. However,
the benefits of competition greatly outweigh the additional costs. To maximize the benefits of
continuous lifecycle competition, the DoD needs to adopt a dual- or multi-provider strategy
from the outset of the program planning process. While these approaches may require greater
upfront funding, they have the potential to save far more over the long term and to provide
non-monetary program benefits.

As an example, according to a 2001 study “Assessing Competitive Strategies for the Joint Strike
Fighter” by the RAND Corporation, the introduction of a second source during the production of
the Tomahawk missile led to estimated savings of $630 million, while improving the missile’s
reliability from approximately 80% to 97%. The same study also revealed that the ten DoD
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aircraft programs that involved no competition during the production phase experienced an
average 46% increase in cost over the original budget.

Before adopting continuous lifecycle competition, programs should conduct a formal cost-
benefit analysis. This will help to ensure that a continuous competition strategy will pass the
“Washington Post Test” (i.e., avoid public perception that funding a second source will waste
taxpayer dollars). Aside from the monetary cost of introducing a second source, such an
analysis should consider additional factors such as impacts on schedule, innovation, technical
integration, and interoperability. Programs should adopt a continuous competition strategy
only if the analysis concludes that the advantages of competition will exceed the costs of
identifying, sustaining, and managing a second source to develop products.

A continuous competition strategy may create additional workload for a program management
office, at least at the start of a contract. However, this burden should be more than offset by
shorter development and production schedules driven by competitive pressures. Competition
is an extremely strong motivator: the forces of competition act as an “invisible hand” to self-
regulate contractor performance. Contractors tend to keep each other in check, and the
Government greatly benefits from, and is protected by, the nature of competition.

Extensive historic data on DoD programs has shown that costs consistently decline in a
competitive environment, while performance and reliability increase. By contrast, a single-
provider environment produces smaller performance improvements, longer schedules, and
higher costs. Schedule delays and cost overruns consume significant resources; for example,
according to 2010 Center for Strategic and International Studies (CSIS) report entitled “Cost and
Time Overruns for Major Defense Acquisition Programs ” found that 32% of the single-award
contracts let after full and open competition with multiple offerors experienced overruns, at a
net cost to the Government of $19 billion. Since programs experience fewer overruns and
delays in a continuous competition environment, the DoD can invest less time and money
overall in managing its programs.

Conclusion

The value of competition has been incorporated into every major piece of legislation on
acquisition reform and is continually touted in political speeches and public engagements.
However, the vast majority of DoD programs continue to rely on a single-provider acquisition
approach and spend most of their lifecycles without real and enduring competition. As a result,
too many DoD acquisition programs fail to achieve their cost, schedule, and performance
objectives.
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Continuous lifecycle competition offers the DoD a valuable tool to achieve success over the life
of a program. The benefits gained from competition often vastly outweigh the initial costs. The
DoD needs to redefine competition so that it is no longer viewed merely as an upfront activity
limited to the contracting process. The new definition should focus on ongoing competition,
and competition should be the rule, not the exception. Instituting continuous competition
throughout DoD acquisition programs could replicate the success of the JDAM model at a far
grander scale, yielding significant benefits to our nation’s warfighters as well as to the program
offices that deliver capabilities to them.
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