Summary of Changes

April 1, 2023

Permanent Note: On May 1, 2006, the Interim Internal Purchasing
Guidelines were replaced by the Postal Service’s Supplying Principles and
Practices (SPs and Ps).

Effective April 1, 2023 the following parts and sections of the SPs and Ps
have been revised:

2 — Evaluate Sources

2-18.6.5, Clauses, has been revised to include the re-titled Clause B-
12: Termination for Convenience or Default — Cost-Reimbursement
Contracts. This list of clauses was re-formatted. Additionally, all
instances of “must” has been revised to “should” because not all of the
clauses listed are regulatory but are necessary, as applicable, for
ensuring the Postal Service’s best interests are protected.

2-18.13, Clauses and Provisions, has been revised to include the re-
titled of Clause B-12: Termination for Convenience or Default — Cost-
Reimbursement Contracts and the list of clauses was re-formatted.
Additionally, all instances of “must” has been revised to “should”
because not all of the clauses listed are regulatory but are necessary,
as applicable, for ensuring the Postal Service’s best interests are
protected.

2-26.4.1, Past Performance, has been revised to include in paragraph
b., the requirement for documenting the contract file with evidence of
supplier eligibility for award within the review of past performance.

3 — Select Suppliers

3-5, Appoint Contracting Officer’'s Representatives, changed
“delegated” to “appointed.”

3-5.2, Evaluate Background and Training, includes a requirement for
CORs to retake the COR training at least once every five-years or more
frequently if required by the CO (example due to a substantive revision
or new version of the course being released). A waiver example is
included when a CO may waive the training requirement when the
situation warrants.

3-5.3, Formally Designate COR, revised the first bullet point into two
separate points. Included a disclosure that the contracting officer may,
in his or her sole discretion, revoke the appointment of the COR at any
time.

5 — Measure and Manage Supply

5-13.1, Termination for Convenience, has been revised to include the
re-titled of Clause B-12: Termination for Convenience or Default —
Cost-Reimbursement Contracts, and more detailed information from
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the revised clause about the convenience termination process, such as
the provision of a 180-day time limit for a supplier to submit a
termination for convenience settlement proposal was included.
Additionally, all instances of “must” has been revised to “should”
because not all the clauses listed are regulatory but are necessary, as
applicable, for ensuring the Postal Service’s best interests are
protected.

5-18.2, Termination for Default, has been revised to include the re-
titled Clause B-12: Termination for Convenience or Default — Cost-
Reimbursement Contracts. Additionally, all instances of “must” has
been revised to “should” because not all the clauses listed are
regulatory but are necessary, as applicable, for ensuring the Postal
Service’s best interests are protected.

5-13.2.5, Contracts Other Than Fixed-Price, title has been revised to
5-13.2.5, Cost-Reimbursement Contracts Terminations, and the
topic’s discussion updated to clarify the applicability of Clause B-12:
Termination for Convenience or Default — Cost-Reimbursement
Contracts. Additionally, all instances of “must” has been revised to
“should” because not all the clauses listed are regulatory but are
necessary, as applicable, for ensuring the Postal Service’s best
interests are protected.

5-13.7, Clauses and Provisions:, the title to Clause B-12: Termination
for Convenience or Default has been revised to the new title of Clause
B-12: Termination for Convenience or Default — Cost-Reimbursement
Contracts and the list of clauses was re-formatted.

7 — General Practices

7-3.1.7.b, Contracts Exceeding $100,000, has been slightly revised to
clarify payment bonds.

7-3.1.7.c, Contracts Valued at $100,000 and Less, has been revised to
remove the use of alternative payment protections for construction
contracts.

7-3.1.8, Deposit of Assets Instead of Surety Bonds, has been revised
to include performance bonds, a textual change from information
service center to appropriate accounting service center for depositing
currency, checks, and drafts, and clarifies that an inventory of the
items deposited be maintained by the contracting officer placed within
the contract file. Also, the text has been corrected for capitalization and
spelling errors.

7-13, Supply Chain Security, has been revised to update reference of
the Postal Service Information Security Requirements for Suppliers
guide to new Handbook AS-805-1, USPS Information Security
Requirements for Suppliers. The Handbook is available to suppliers at
about.USPS.com link.

7-14, Privacy Considerations, has been revised to update reference of
the Postal Service Information Security Requirements for Suppliers
guide to new Handbook AS-805-I, USPS Information Security
Requirements for Suppliers.
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8 - Commodity Specific

8-4.5, Security Considerations, has been revised to correct formatting
for Handbook AS-805-A, Information Resources Certification and
Accreditation Process, and update reference of the Postal Service
Information Security Requirements for Suppliers guide to new
Handbook AS-805-1, USPS Information Security Requirements for
Suppliers.

9 — Solicitation Provisions

10 —

April 1, 2023

Provision 4-10: Application of Information Security Requirements, has
been revised to correct formatting for Handbook AS-805-A,
Information Resources Certification and Accreditation Process, and
update reference of the Postal Service Information Security
Requirements for Suppliers guide to new Handbook AS-805-1, USPS
Information Security Requirements for Suppliers.

Provision 7-4: Deposit of Assets Requirements, has been modified to
include performance bonds in alignment with the edits made to 7-
3.1.8, Deposit of Assets Instead of Surety Bonds.

Provision 7-5: Alternative Payment Protections, has been removed and
retitled to Provision 7-5: Reserved.

Contract Clauses

Clause B-12: Termination for Convenience or Default, has been revised
to the re-titled Clause B-12: Termination for Convenience or Default —

Cost-Reimbursement Contracts to clarify the types of contracts in
which it is intended to be used.

Paragraph (a), the current text providing for a supplier to take curative
action within 10 days or a longer period specified by the contracting
officer has been deleted. Also, text from Clause 4-1(m) was copied and
inserted into paragraph (a).

Paragraph (d), the term “settlement claim” or “claim” has been
replaced by the terms “settlement proposal” and “proposal.” The text
has been revised to specify that, with a termination for convenience,
the supplier may submit a “termination settlement proposal” and to
allow the contracting officer to require that a proposal valued at
$100,000 or more be certified. In addition, current language allowing a
termination claim to be filed any time after 180 days, subject to
contracting officer approval, has been eliminated. In such cases, the
contracting officer will have the authority to determine the amount due
the supplier and pay that amount.

Paragraph (f), has been revised to add language making the terms of
paragraph (f), subject to the provision of paragraph (d).

Paragraph (h), has been revised to state that if a termination settlement
is not reached, the supplier may submit a claim and request a final
decision. Also, if a supplier fails to submit a termination proposal within
the 180-day time frame, then the supplier’s right to pursue a claim has
been waived. Additionally, the term “review” has been replaced by the
term “appeal.”
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Clause B-20: Invoices, has been revised to match the proper
information an invoice should contain within Clause 4-1.g. Invoices,
subparagraph (2).

Clause B-69: Events of Default, has been retitled to Clause B-69:
Events of Default (Surface Transportation), and revised to remove the
explicit cross-reference to Clause B-12: Termination for Convenience
or Default since most surface transportation contracts are fixed-price,
the termination clause that should be used is Clause 4-20: General
Terms and Conditions (Surface Transportation). Additionally, the clause
has been revised to clarify that when a supplier with multiple contracts
incurs a “default event” with respect to one of them, the Postal Service
has the right to terminate all of the supplier’s contracts with the Postal
Service, and not only the contract on which the event occurred.
Whether to exercise such a right remains within the discretion of the
Postal Service. Also, removed the use of PS Form 7465, Transportation
Services Subcontract, under paragraph h. regarding any breach by the
supplier or subcontractor of any warranty.

Clause B-74: Payment (Surface Transportation), has been revised to
include language on overpayments and interest.

Clause 2-10: Liguidated Damages, clause B-12 references have been
revised to the re-titled Clause B-12: Termination for Convenience or
Default — Cost-Reimbursement Contracts.

Clause 4-1: General Terms and Conditions, has been revised as
follows:

Paragraph (a), The new language makes it clear we can seek an
equitable adjustment if the Postal Service decides to accept
nonconforming goods or services.

Paragraph (b), the “(4)” contained in the penultimate sentence has
been deleted because it was a typo.

Paragraph (c)(3), Changes, the term “affects” (“If any such change
affects . . . “), has been replaced by “increases or decreases” to
clarify that an equitable adjustment may be used for increased or
decreased work.

In paragraph, (c)(4), Changes, the term “claim” has been replaced
with “request,” for accuracy, as a request for equitable adjustment
is not yet a “claim” under the Contract Disputes Act. Also, the
second sentence has been eliminated and included the “final
payment” portion of Clause 4-1: General Terms and Conditions.

Paragraph (d), titled “Reserved” has been retitled “Time is of the
Essence”, and language has been added to make it clear that
delivery times and performance are material contract terms, the
breach of which justify a termination for default.

Paragraph (g), Invoices, language has been added to indicate that
by submitting a final invoice and receiving final payment, all
contract obligations have been satisfied.
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Paragraph (h), Patent Indemnity, language has been added to
include indemnification for infringement of trade dress and
misappropriation of trade secrets or confidential information.

Paragraph (i), Payment, language has been added to allow for the
Postal Service to collect interest on amounts due by the supplier to
the Postal Service. Also, electronic payment is noted as the
preferred method, and overpayment language has been added.

Paragraph (l), Termination for Convenience, have been made to
mirror similar processes in revised Clause B-12: Termination for
Convenience or Default — Cost-Reimbursement Contracts.

Paragraph (m), Termination for Default, language has been added
stating that if a termination for default is found to have been
improper, the termination will be deemed a termination pursuant to
paragraph (l). In addition, text from Clause B-12(a) was copied and
inserted into paragraph (m). Also, some additional language was
added which explicitly sets forth additional bases for default.

Paragraph (p), Limitation of Liability, has been deleted because it
was intended to apply to contracts for commercial items and is
contrary to use in other contracts

Paragraph (r), Order of Precedence (OOP), has been revised to (1)
The Schedule of Goods/Services section of PS Form 8203; (2) The
Statement of Work (SOW) or Statement of Objectives (SOO) (if
there are both, the SOO takes precedence over the SOW) and any
accompanying Postal Service appendices, attachments, or
addenda, to the SOW or SOO; (3) The Postal Service provisions
and clauses in the Terms and Conditions; (4) Other Postal Service-
provided attachments to this solicitation or contract; (5) Supplier-
provided attachments to this contract, such as computer software
license agreements, end user licensing agreements, or technical
proposals; and (6) The remainder of PS Form 8203.

Paragraph (u), Unauthorized Obligations, is a new paragraph that
protects the Postal Service against supplier instruments of terms;
such as, End User License Agreements, Terms of Service or other
terms of service that suppliers request be attached to contracts
with the Postal Service.

Clause 4-2: Contract Terms and Conditions Required to Implement
Policies, Statutes or Executive Orders has been revised to correct a
reference in paragraph b.(5), Availability, describing the requirement for
the supplier to maintain the information identified within paragraph
b(1)-(4), versus a. through d., of this clause for the period stated.

Clause 4-19: Information Security Requirements, has been revised to
correct formatting for Handbook AS-805-A, Information Resources
Certification and Accreditation Process, and update reference of the
Postal Service Information Security Requirements for Suppliers guide
to new Handbook AS-805-1, USPS Information Security Requirements
for Suppliers.
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Clause 4-20: General Terms and Conditions (Surface Transportation),
has been revised to match Clause 4-1: General Terms and Conditions
for paragraphs a., b., c., d., and i.

Clause 7-3: Deposit of Assets Instead of Surety Bonds, has been
revised to clarify that the Postal Service versus the contracting officer
will hold the assets in an account for the supplier’s benefit.
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In order to institutionalize supply chain management (SCM) throughout the
Postal Service™, these SPs and Ps were developed to replace the interim
Internal Purchasing Guidelines. These guidelines are intended for internal use
only to assist the Postal Service in obtaining best value and to efficiently
conduct its SCM functions. They are advisory and illustrative of approaches
that may generally be used by Postal Service employees to conduct SCM
activities, but are intended to provide for flexibility and discretion in their
application to specific business situations. They are designed to supplement
the Postal Service’s purchasing regulations contained in 39 CFR Part 601.

The Supplying Principles are the overarching business principles which the
Postal Service will follow in its SCM efforts. The Supplying Practices are the
business practices the Postal Service will follow to fulfill the intent of the
Supplying Principles. The Supplying Practices are organized according to six
process steps and those process steps are further organized according to
tasks and topics. While the process steps and tasks are organized
sequentially, some Supplying Practices are sometimes carried out
simultaneously, and others may not be applicable to a specific business
situation. The purchase/SCM team is responsible for selecting the Supplying
Practices that are applicable or relevant to a specific business situation.

In addition to the specific Supplying Practices organized by process steps,
tasks and topics, there are General Supplying Practices which inform the
entire supply chain process, and Commaodity-Specific Practices. The General
Practices address overarching topics and include subjects such as laws and
material and property accountability. The Commodity-Specific Practices
discuss business practices relevant to a specific commodity such as mail
transportation or design and construction.

The VP, SM, is responsible for ensuring that Postal Service supplying
activities further the business and competitive interests of the Postal Service
and for approving and issuing the SPs and Ps, and supplemental guidance.
Proposed changes to enhance the SPs and Ps are welcome from all supply
chain stakeholders, including suppliers and the general public.
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Background

The United States Postal Service® was established by the Postal
Reorganization Act (PRA), Public Law (P.L.) 91-375 (codified at Title 39 of the
United States Code [U.S.C.]) as an independent establishment within the
executive branch whose purpose it is to bind the nation through the
personal, educational, literary, and business correspondence of the
American people. The Postal Service™ operates from its own revenues in
providing its public service. Since it was established, it has faced rapidly
increasing competition from both technology and businesses targeting
market niches within the postal product line. Consequently, The Postal
Service’s ability to provide efficient, economical service is driven by market
forces.

The Postal Service acquires property and services in accordance with the
PRA and all other applicable laws enacted by Congress. The Postal Service
has promulgated regulations governing the acquisition of goods and services
at 39 CFR Part 601. The public should reference both the PRA and the
regulations for guidance regarding the Postal Service’s purchasing
regulations. These Supplying Principles and the accompanying Supplying
Practices are not binding regulations of the Postal Service. The public should
be guided by and may rely upon the Postal Service regulations referenced
above and the terms of specific solicitations/requests for proposals (RFPs)
rather than the SPs and Ps, which are intended for internal use only to assist
the Postal Service in obtaining best value and efficiently conducting its
supply chain functions. These SPs and Ps are advisory and illustrative of
approaches that may generally be used by Postal Service employees, but are
intended to provide for flexibility and discretion in their application to specific
business situations. Consistent with that intent, these SPs and Ps create no
rights, substantive or procedural, enforceable against the Postal Service.
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Purpose of Principles

The eight Supplying Principles contained herein represent the strategic
elements that guide Postal Service buying and material management
activities. Each of these Supplying Principles is central to obtaining the
financial, operational, and public policy goals outlined in the Postal Service’s
Transformation Plan.

Responsible Parties

The VP, SM, is responsible for ensuring that Postal Service supplying
activities further the business and competitive interests of the Postal Service
and for approving and issuing these Supplying Principles and supplemental
guidance.

To assist the VP, SM, in carrying out these responsibilities, two cross-
functional bodies provide advice and insight to ensure that Postal Service
goals are met and that these Supplying Principles promote an efficient and
effective supply chain. The Supply Chain Advisory Council (SCAC),
comprised of Postal Service officers from across the supply chain, meets
periodically to advise the VP, SM, on general supply chain issues, including
these Supplying Principles. The Supply Chain Management Committee
(SCMC), comprised of Postal Service executives, meets on a more frequent
basis and makes recommendations with regard to the development,
implementation, review, and enhancement of these Supplying Principles and
supplemental guidance.

The SM Infrastructure organization supports both bodies in their efforts.

Change Management

These Supplying Principles will be continually evaluated and improved in
order to ensure continuing effectiveness and consistency with the current
Postal Service strategic direction and supply chain innovation. Proposed
changes to enhance these Supplying Principles are welcome from all supply
chain, including suppliers.

Postal Service Supplying Principles

Authority and Responsibility

The VP, SM, is authorized to ensure that all Postal Service supplying
activities further the business and competitive interests of the Postal Service.
In doing so, the VP, SM, has both a fiduciary and a business responsibility to
(1) maximize the financial position of the Postal Service and (2) to facilitate
the business goals of internal clients. The VP, SM, defines the overall
business strategies of the Postal Service’s various supply chains, and, in
concert with the Postal Service management involved in the supply chains,
manages them to promote the Postal Service’s overall business success.
The VP, SM, is also responsible for the effectiveness of supply chain
collaboration and planning — internally, and with the supplier community.
Because supplier relationships are central to supply chain success, the VP,
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SM, is responsible for source selection, defining supplier relationship
strategies, ensuring that supplier relations are conducted in a fair, objective,
and business-like manner, and addressing and resolving supplier
relationship issues.

The PRA provides purchasing authority to the postmaster general (PMG),
who has delegated all purchasing and related policy development authority
to the VP, SM. In turn, the VP, SM, has delegated to individuals the authority
to negotiate, award, modify, and terminate contracts, and, in some cases,
the authority to redelegate these authorities. Individuals delegated any or all
of these authorities must ensure that all of the contractual actions, including
negotiations, contract awards, modifications, and terminations, are within the
scope of their delegated authority before taking those actions.

The VP, SM, is also responsible for the effective management of Postal
Service material throughout its life cycle and the flow of materials through
supply chains, ensuring that the best business practices are employed in
fulfilling this responsibility.

When required by these Supplying Principles or supplemental guidance,
contracting officers must ensure that all required and appropriate reviews
and approvals are obtained before taking a particular contractual action.

Best Value

The Postal Service bases sourcing and material management decisions on
best value. Best value is defined as the outcome that provides the optimal
combination of elements such as lowest total cost of ownership (TCO),
technology, innovation and efficiency, assurance of supply, and quality
relative to the Postal Service’s needs. In the sourcing area, best value is
generally achieved through competition, which brings market forces to bear
and allows the direct comparison of proposals and life-cycle costs, although
market conditions may dictate that a single- or sole-source strategy will be
the best business approach. Purchase/SCM teams are empowered to
pursue strategies and tactics that enable the Postal Service to achieve best
value, and have broad flexibility in (1) deciding which elements of value will
be sought by the Postal Service and expressed in solicitation evaluation
factors and their weightings and, (2) determining the most effective SCM
business practices (early supplier involvement [ESI], consolidating
requirements, scope and method or market research, etc.) to employ.

Ethics and Social Responsibility

The Postal Service is committed to maintaining its standing as a responsible
service organization, and understands that socially responsible behavior is
good for business. This principle solidifies this element of corporate culture
and enhances the trust factor in key business relationships.

Business Ethics

Postal Service supplying professionals will act with the highest standards of
conduct, ethics and integrity. All Postal Service employees must adhere to

the “Standards of Ethical Conduct for Employees of the Executive Branch”,
5 CFR 2635 and the “Supplemental Standards of Ethical Conduct for Postal
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Employees” at 5 CFR Part 7001. In addition, Postal Service supplying
activities are guided by the Institute of SM’s “Principles of Social
Responsibility” available at http://www.ism.ws/sr. The Postal Service will be
fair, objective, and business-like in its dealings with the supplier community,
ensuring that business decisions are driven by business considerations.

Conflicts of Interest

Purchase/SCM teams, contracting officers, and Postal Service management
must fully consider and address any ethical concerns on the part of any
employee involved in the contracting process as well as any organizational
conflicts of interest on the part of its suppliers.

Financial Conflicts of Interest, Impartiality in Performing
Official Duties, and Misuse of Position

There are several restrictions imposed by law and federal regulation on
Executive-branch employees that require Postal Service employees, under
certain circumstances, to seek ethics counseling prior to participating in a
contracting activity. In general, if an employee (1) has a direct or imputed
financial interest in the matter; (2) if the employees participation in the matter
would lead a reasonable person with the relevant facts to question his/her
ability to remain impartial in the matter; or (3) if the employee’s participation
in the matter would give rise to an appearance that the employee was using
his public office for the private gain of another person, the Postal employee
must disclose the real or apparent ethical issue to the contracting officer and
seek ethics counseling before participating in any phase of the contracting
process.

Organizational Conflicts of Interest

The Postal Service has an interest in the early identification and remediation
of organizational conflicts of interest on the part of its suppliers. The Postal
Service will attempt to avoid situations in which a supplier has an unfair
competitive advantage or other interests that may impair the supplier’s
objectivity in dealing with the Postal Service or in its ability to perform
satisfactorily on Postal Service contracts.

Post-Employment

The Postal Service does not contract with former officers or Postal Career
Executive Service (PCES) executives or entities with which such individuals
have a substantial interest for 1 year after the date of their separation from
the Postal Service (whether by retirement or otherwise) if the contract calls
for substantially the same duties as they performed during their career with
the Postal Service, as determined by the Chief Human Resources Officer &
Exec. VP (CHRO & EVP). The CHRO & EVP, may grant exceptions to this
policy when he or she determines that doing so is in the best interest of the
Postal Service. Lastly, contracts with former employees (those who are not
former officers or executives), or with suppliers proposing the use of former
officers, executive or employees, are subject to the review and approval of
the CHRO & EVP.

SPs and Ps
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Sustainability

The Postal Service recognizes that improved environmental performance
and responsibility are important to the long-term health and competitiveness
of our business and that sustainable purchasing has the potential to reduce
both environmental and financial costs in our operations and network.
Therefore, the Postal Service embraces sustainable practices and improved
environmental responsibility in our own operations and encourages suppliers
to improve their environmental and sustainability practices in the
performance of their contracts with us by providing environmentally
preferable products when practicable and cost effective. When appropriate,
the Postal Service will collaborate with suppliers to identify opportunities that
may improve the environmental and sustainability aspects of the goods
those suppliers provide to us.

People and Culture

Professionalism

To stay competitive in an increasingly complex and changing world, the
Postal Service requires supplying personnel who are world-class
professionals. A well-educated workforce with higher competencies to
perform the business practices essential to successful SCM, including such
things as strategic sourcing, demand management, and supplier relationship
management, is a prerequisite to achieving the cost and operational
efficiencies in the supply chain. Consistent with this need, only individuals
possessing baccalaureate degrees from accredited colleges or universities
will be considered for appointment as a Postal Service contracting officer.
Additionally, SM will hire and promote individuals into management positions
only if they have a baccalaureate or post-graduate degree from an
accredited college or university. All SM specialists must maintain proficiency
and remain qualified for their positions.

Empowerment and Risk-taking

Postal Service supplying professionals are empowered to use their
professional judgment and creativity to arrive at innovative methods of
managing supply to create value for the Postal Service. Establishing what is
prudent risk requires the effective analysis of a business situation and
consideration of different business solutions followed by the adoption of
actions that, while posing some risk of failure, offer the chance of
significantly enhancing operational or financial performance. Postal Service
supplying professionals are encouraged to take prudent risks to achieve
these goals; when desired outcomes are not achieved, focus will be on
lessons learned. Examples of prudent risk-taking include:

n Trying a new supplier to get an advantage on a critical program even
though other qualified and experienced suppliers already exist.

m Awarding a noncompetitive contract to gain an exceptional advantage
that is unattainable through competition.

] Forming a shared-savings or other innovative arrangement with a
supplier.
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[ Taking a calculated risk on new technology that has good prospects of
providing advantage to the enterprise in terms of capability, cost, time
to market, etc.

Performance Based Culture

The Postal Service’s Transformation Plan stresses the importance of
improving both individual and team performance through breakthrough
productivity initiatives and aligning recognition for individuals and teams to
their performance. SM professionals will work with clients on an annual basis
to agree upon the goals they are committed to achieving. These goals will be
aligned with SM’s, the client’s and the Postal Service’s goals; goals will also
be the basis for metrics used to assess and reward the performance of SM
professionals and will be results-oriented, specific, measurable, and
achievable.

Planning and Strategies

Best Practices

Postal Service supplying professionals will strive to meet the Postal Service’s
financial goals. The Postal Service has adopted continuous improvement as
a strategic business imperative, and is committed to continually analyzing
and improving its Supplying Practices to enhance its competitiveness,
efficiency and effectiveness. Postal Service supplying professionals will use
a variety of means, including benchmarking and other market research,
participation in professional organizations, etc., to ensure that the best
business practices are being used in the Postal Service’s supplying
operations.

Strategic Planning

Early, detailed, cross-functional strategic planning is an essential component
in meeting supply chain goals. Obtaining cross-functional involvement
ensures a more holistic view of the purchase and enables SM to better meet
Postal Service and client goals. Strategic sourcing is an important element in
increasing the potential for achieving best value and reducing transactional
costs. Therefore, each Category Management Center (CMC) is required to
develop and maintain a written supply strategy (including advice from
applicable clients) for each major spend category for which they are
responsible. The strategy will focus on planned objectives, as well as the
tactics and resources necessary to achieve client satisfaction and business
success in the supply category in the coming year. At a minimum, category
strategies will be reviewed annually by appropriate management levels within
SM.

Market Research

The Postal Service relies on market research as a best practice supplying
tool in order to enhance strategic thinking, research, analysis, and decision-
making and to sharpen its competitive advantages. All SM portfolios must
perform and regularly update their market research in a cross-functional and
collaborative manner. Research will focus on areas including, but not limited

SPs and Ps



United States Postal Service Supplying Principles

April 1, 2023

to, current and projected availability of products or services; the extent of
competition in the market; the range of product or service performance
characteristics; future industry, technology, and macro-economic trends;
price trends and current market prices; supply base assessment; and types
of available distribution and management systems.

Forecasting

Early forecasting is a key component of SCM; it can be a valuable
mechanism for bringing the supply and demand for goods into convergence,
and for reducing inventory levels and associated costs.

Effective communication throughout the supply chain is essential to
successful forecasting. Therefore, SM and clients will work together to
forecast future demand to the best of the organizations’ ability and to
communicate this information throughout the supply chain to optimize
performance. Forecasts for core goods and services, those critical to the
Postal Service’s business success, will receive priority focus. Similarly,
forecasts and changes to forecasts should be shared with suppliers, who are
also encouraged to share Postal Service demand forecasts with their
suppliers. Sharing relevant business information ensures that the Postal
Service and its suppliers can work together more effectively and efficiently.

Leveraging Spend

The Postal Service recognizes the power of leveraging spend across the
enterprise through centralized procurement in facilitation of the achievement
of best value. Therefore; unless there are compelling business reasons to do
otherwise, all spend categories are centralized in order to maximize financial
benefits by reducing total cost, including transaction costs, and improving
quality and performance.

Demand Management and Product Standardization

CMCs must continually work with their clients to reduce both the types and
quantities of goods and services that they purchase in order to reduce costs
on existing and future contracts. The Postal Service recognizes that product
standardization is a powerful means to achieve best value when dealing with
suppliers. By driving product standardization, the Postal Service will be able
to negotiate better pricing, reduce overhead costs, and focus on developing
relationships with strategic suppliers. Each CMC is responsible for identifying
candidates for product standardization within its commodity category.

Statutory and Regulatory Requirements

In conducting its SM activities, the Postal Service complies with its statutory
obligations and its obligations under the purchasing regulations contained in
the CFR.

Supplier Relations

Suppliers are essential and valued business partners of the Postal Service,
and the Postal Service is committed to treating its suppliers in a fair,

objective, and business-like manner. Relations between the Postal Service
and its suppliers will be strong, mutually beneficial, and based upon sound
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business practices, respect and trust, with both parties working toward a
common goal.

Within the relationship, both parties — Postal Service supplying
professionals and suppliers — are expected to act ethically, keep
commitments, ensure the delivery of high-quality goods and services, and
focus on continuous improvement of products, processes, and costs and
prices. The Postal Service will manage supplier relationships based on the
potential impact the supplier’s performance will have on the Postal Service’s
operational and financial position.

Supplier Base

The Postal Service is committed to having a world-class supply base.
Therefore, the Postal Service will continuously measure, analyze, and
enhance supplier performance relative to contractual requirements and the
best practices of world-class supply organizations.

Postal Service supplying professionals will seek out methods to optimize its
supplier base in line with the specific characteristics of the market, the good
or service being supplied, and the goals of the Postal Service. In many cases,
optimizing the supply base will include efforts to consolidate purchases
among a smaller group of more capable and strategic suppliers to reduce
costs (including transaction costs) and to improve quality and performance.

The Postal Service also understands that a diverse supplier base is important
from both a performance and business standpoint. Therefore, through
promotion, outreach efforts, and other means, the Postal Service will strive,
as a strategic business initiative, to establish and maintain a strong,
competitive supplier base that reflects the diversity of the supplier
community. Additionally, Postal Service suppliers are expected to use small-,
minority-, and woman-owned businesses (SMWOBSs) as subcontractors to
the maximum extent consistent with effective contract performance.

The Postal Service is an establishment of the United States (U.S.)
government whose customer base is comprised mainly of American citizens
and businesses. The Postal Service understands its interest in promoting
American industry and a free market economy in countries with which the
U.S. has entered into trade agreements. Therefore, as a matter of both
business relations and effectiveness, and subject to the limitations set-out in
the implementing practice, proposals considered for selection and (1)
offering domestic end products or (2) proposals offering end products
produced in designated World Trade Organization Government Procurement
Agreement (WTO GPA) and Free Trade Agreement (FTA) countries are given
preference by the Postal Service when they compete with proposals of
relatively equal value containing end products from non-designated WTO
GPA and FTA countries.

Teaming and Communications

Members of the Postal Service’s unified supply chain, from the supplier’s
supplier to the end customer, will work in an integrated and collaborative
manner to maximize the efficiency and effectiveness of the flow of goods,
services, and information. This collaboration will include communication and
feedback, knowledge-sharing, supply and demand planning and
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management, product and service design, make vs. buy decisions,
production and scheduling, order fulfillment, warehousing, inventory control
and distribution, and disposal.

The Postal Service will explore innovative teaming, supplier-managed
inventory, strategic alliance, value-engineering, shared-savings, and other
non-traditional contracting arrangements with suppliers.

The Postal Service will provide offerors notification of and rationale for
contract awards; debriefings will be available if requested. In order to attract
and retain quality suppliers, develop true strategic relationships, and spur
communication of innovative solutions without the fear of suppliers’
capabilities and ideas becoming known to competitors, the Postal Service
will protect proprietary business information to the extent required by law
and good business practice. In turn, when requested by the Postal Service,
suppliers are expected to provide current, complete, and accurate cost or
pricing data or any other information to ensure reasonable pricing.

Lastly, in order to maintain effective performance and Postal Service-supplier
communication, contractual disagreements will be addressed by both
parties at the contracting officer or appropriate management level; if
disagreements are not resolved at this level, they may be pursued with the
Postal Service’s Supplier SDR Official.

Technology

Electronic commerce with suppliers is a major enabler of transactional cost
reductions and of moving the Postal Service toward SCM excellence. It is the
goal of the Postal Service to have an integrated electronic business solution
for all supply processes. This extends to the entire supply chain, including
communications and document exchanges between clients, SM, suppliers,
and other Postal Service supplying stakeholders. The Postal Service will
attempt to automate the supply chain process — particularly from order
placement to disposal — as much as possible.

Inherent in this principle is an expectation that Postal Service suppliers will
become capable of conducting business electronically. New suppliers will be
enabled by electronic requirements, purchase order, and invoice and
payment processes, when an electronic business solution is available.
Additionally, commitments with existing suppliers using requirements,
purchase order, and invoice and payment processes will be transacted using
an electronic communications method whenever possible.

April 1, 2023 11
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1 usps Supplying Practices Process
Step 1: Identify Needs

1-1 Define and Understand Client Needs, Goals, and

Strategies

April 1, 2023

1-1.1

The Conceptualize Need task of USPS Supplying Practices Process Step 1:
Identify Needs begins by assessing clients’ needs, goals, and strategies.
Clients’ needs are unique and are tailored to their business strategies, and it
may be necessary for the entire range of talents of the purchase/SCM team
to be employed in helping them make the most effective business decisions.
Defining clients’ needs requires the determination of what they want to
achieve and whether the solution they require can be achieved through the
application of SCM business practices and related actions.

Interviews, discussions, and surveys are effective means of gaining further
understanding of clients’ needs, goals, and strategies. In addition to these
methods, performing research on the client and its organization can help
identify strategic plans, tactical and operational goals, programs and
projects, capital budget projections, existing suppliers, and performance
against financial plans.

Client Focusing

A good client relationship is based on understanding what the client values,
what is important to its organization, and how SM can help the client meet its
objectives.

Client focusing should be used to identify the products and services, quality
characteristics, and performance measures that are most important to the
client’s business. The main questions to be addressed and activities involved
in developing client focusing exercises are depicted in Figure 1.1.

13



Figure 1.1
Client Focusing

Who are the Clients
and stakeholders?

l

What do the Clients
need/want?

!

What services must
be delivers, and how?

l

What resources does the
Client have access to?

1-1.2
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v

What changes should

be made in service quality |—3»
and delivery?

Monitoring, review,
measurement, feedback

When client needs, goals, and strategies have been identified, SM must
continue to work with the client to define requirements. Requirements are
categorized into groups, so that clients with similar needs can be targeted
simultaneously. There may be occasions when it is not possible to reconcile
all requirements and client expectations; in this case, as appropriate, SM
must work with the clients to resolve any outstanding issues.

Quadrant Approach

A quadrant approach classifies all Postal Service purchases into four
categories, depending on their impact on the Postal Service core
competencies (noncore versus core) and complexities (standard versus
custom). The level and depth of understanding of client needs, goals, and
strategies will vary depending on the complexity and criticality of the
purchase. Approaches to defining and understanding client needs, goals,
and strategies will have to be aligned to the applicable quadrant, illustrated in

Figure 1.2.
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1-1.21

1-1.2.2

1-1.2.3

1-1.2.4

Figure 1.2
Four Quadrants
5
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Noncore Core

Quadrant I: Noncore/Customized Purchases

Products and services in this quadrant do not provide direct value to the end
client, but contribute significantly to the supporting capability function.
Clients’ goals and strategies must be understood because they are
customized to the business function.

Quadrant IlI: Core/Customized Purchases

Products and services in this quadrant create direct value for the end client;
there should be continuous work with these clients to understand their
needs, goals, and strategies.

Quadrant Ill: Noncore/Standard Purchases

Products and services in this quadrant are essential to support the business
infrastructure, but do not relate or provide value to the end client. These
clients’ objectives should be understood, but it is not necessary to spend
inordinate amounts of time conducting research or interviewing clients in this
quadrant.

Quadrant IV: Core/Standard Purchases

Products and services in this quadrant create value for the end client and
may require leading-edge market solutions that do not need to be
customized exclusively to the business. Understanding clients’ expectations
and needs in this quadrant is important; therefore, a continuous
communication plan should be implemented.

1-2 Form Purchase/SCM Team

April 1, 2023

Purchase/SCM teams play a critical role in the SCM process throughout the
SCM life cycle. A purchase/SCM team is formed when the client organization
determines that a need exists, and the need is communicated to the
contracting officer. The mission of the purchase/SCM team is to provide
overall guidance, direction, and oversight for a given purchase or series of
purchases. Assigning roles and responsibilities (and, for complex purchases,
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1-2.1

1-2.2

1-2.3
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establishing team charters) and conducting project plan kickoff meetings are
critical activities during the formation of a purchase/SCM team.

Assigning Roles and Responsibilities

Because teams have different requirements, roles and responsibilities should
be agreed upon when the team is formed. Functional roles need not
necessarily correspond to a single individual, job title, or organization in the
team. While a task may be assigned to a specific individual (e.g., contracting
officer, client, or item manager), responsibility for a task may also be given to
a group of individuals capable of performing the work within the team.

Team Charters

Depending on the complexity of the purchase, a team charter can be very
helpful for defining roles and responsibilities. The team charter sets the
ground rules for the operation of the purchase/SCM team, and joining the
team implies its acceptance. The charter is developed and agreed to by the
team at the beginning of the project, sometimes during what is informally
called the “kickoff meeting,” or when a person joins the team. It contains the
following information:

n Project objectives.

[ Expectations of team behavior.
[ Key roles and responsibilities.
] Authority.

u Team structure.

[ Decision making methodology.
] Risks.

Project Kickoff Meetings

The project kickoff meeting serves as a vehicle to discuss the project scope
and objectives. It is used to educate the purchase/SCM team about the
client and to reveal the client’s strategy and goals. The project kickoff
meeting transfers information on how the project will be conducted from a
process and procedural standpoint. Generally, the client and the contracting
officer collaborate on scheduling the kickoff meeting. The objectives of the
project kickoff meeting are to:

] Provide an overview of the client’s environment, problems, and goals.
[ Achieve consensus on the project scope.

m Describe the roles and responsibilities of purchase/SCM team
members.

m Review the high-level project timeline.

[ Review project deliverables.

[ Review key work products for the different phases.
] Review tracking processes and deadlines.

SPs and Ps
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124 Members and Types of Purchase/SCM Teams

SCM is a team effort. At a minimum, the team comprises the contracting
officer and a representative from the client organization. Where assistance
from Assigned counsel and/or finance is required, these members serve as
business advisers. The makeup of a purchase/SCM team may change as it
moves through the six SCM process steps; and the roles, responsibilities,
and business skills necessary to success may change accordingly.

Generally, purchase/SCM team functional roles include:
= Client.

n Contracting officer.

[ Market analyst.

] Pricing analyst.

[ ltem manager.

In complex purchase situations, multifunctional teams should be created.
Multifunctional teams are made up of representatives from all appropriate
functional disciplines working together to provide the best service to the
client. Teams may include selected suppliers or consultants.

1-3 Identify Key Stakeholders

April 1, 2023

1-3.1

Stakeholders are individuals or groups that are affected by, or able to
influence, the SCM business practices employed.

It is imperative that the key stakeholders are identified during the preliminary
stages of the purchase process. Stakeholder opinions and attitudes are
formulated in the Conceptualize Need task of USPS Supplying Practices
Process Step 1: Identify Needs. It is important to collect and assess the
interests of all stakeholders, who may represent different client groups, and
to resolve conflicting needs. Failure to identify key stakeholders early in the
supply process can create additional risks to the success of the project.

The first step in identifying key stakeholders is to brainstorm. Consider
everyone affected by the supply decision, those who have influence or power
over it, and those who have an interest in its outcome. One of the best ways
to identify stakeholders is to plot them on an Influence/impact Matrix. The
next step is to prioritize stakeholders by influence and impact and to plot this
on an Influence/impact Matrix (illustrated below). The final step is to
understand what motivates the stakeholders and how to gain their
confidence with the eventual results.

Prioritize and Understand Stakeholders

After identifying the key stakeholders, perform a stakeholder mapping
exercise, using the Influence/impact Matrix illustrated in Figure 1.3.
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Figure 1.3
Influence/impact Matrix for Stakeholder Prioritization
High
Keep Satisfied Manage Closely
Influence
Monitor Keep Informed
Low
Low Interest/Impact High

Classify key stakeholders by the extent to which they can influence the

project and the degree to which it will/may affect them. A stakeholder’s

position on the grid illustrates particular actions that may be taken when
interacting with him or her:

m High-influence, high-impact individuals — Significant efforts should be
made to satisfy this group.

[ High-influence, low-impact individuals — Effort should be made to
keep this group satisfied, but on a more limited basis than the high-
impact group.

[ Low-influence, high-impact individuals — This group is adequately
informed, and close communication is stressed to ensure that major
issues are addressed.

[ Low-influence, low-impact individuals — Monitor members of this
group for consideration and consultation.

Stakeholder analysis will be critical in communicating with key stakeholders
throughout the project life cycle. It will also be the foundation for developing
the communication plan, which is discussed in the Prepare Project task of
Postal Service Supplying Practices Process Step 2: Evaluate Sources.

1-4 Prepare Preliminary Business Justification for the

18

A preliminary business justification is created to assess the likely costs and
potential benefits associated with an identified need. Preparing a preliminary
business justification at the beginning of the supply process is essential to
project success.

The purpose of a business justification is to:

[ Provide a framework for informed decision making, from planning
through managing the supply decision to recognition of subsequent
benefits.

[ Obtain management commitment and approval.
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1-4.1

1-4.2

1-4.3

1-4.4

The decision for the need is justified against the following factors:
m Strategic fit.

] Achievability.

[ Affordability.

[ Business options.

n Commercial availability.

Strategic Fit

This aspect of the business justification explains how the scope of the
proposed project fits within the existing business strategies of the client
organization, as well as those of the Postal Service as a whole. The need
must support Postal Service objectives and current priorities. The strategic fit
discussion includes:

n Description of the business need (including the need|s]) that will be met
by the project and why it is needed now).

[ Key benefits to be realized.
n Key risks associated with the project/decision.

] Critical success factors (how success will be constituted and
measured).

[ Key stakeholder analysis (stakeholders and their contribution to the
project).
A detailed discussion of risks can be found in Section 1-15, Manage Risks.

Achievability

The client must determine that the project can be achieved within the current
capability and capacity of the organization and the Postal Service. Clients
and SM (when applicable) should demonstrate that they fully understand the
implications of such supply activity and can support the activity with
appropriate risk management and quality plans. It is also important to ensure
that sufficient resources and funding exist to achieve the need, which is
discussed in detail in Section 1-5, Assess Resources.

Affordability

Sufficient funding must be available to fulfill the identified requirement. Cost
estimates must consider not only all relevant costs at the preliminary stage,
but should also consider possible cost changes over the life of the project.
The Develop Preliminary TCO Estimates task of USPS Supplying Practices
Process Step 1: Identify Needs will provide the methodology for calculating
these estimates. There should also be continuing confirmation from within
the organization that funds are available, which is discussed in detail in
Section 1-5, Assess Resources.

Business Options

This component of the business justification identifies a wide range of
potential options for meeting the need with the highest ratio of benefits to
cost.
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Commercial Availability

Clients and SM (when applicable) must begin the process of analyzing
whether a certain product or service can be obtained from current suppliers
or whether new suppliers need to be identified.

Other Topics Considered

Section 1-5, Assess Resources.

Section 1-7, Develop Preliminary TCO Estimates.

Section 1-15, Manage Risks.

1-5 Assess Resources

20

1-5.1

Resource assessment is used to determine whether sufficient resources,
including funding, have been assessed and budgeted for a project. A
resource assessment should be performed at the beginning of the SCM
process to determine whether sufficient resources or funding have been
assessed and budgeted for the project.

Resources

There are five categories of resources that need to be assessed:

| Funding — Assess the current funding availability and compare it with
the funding required to accomplish the project.

] People — Ensure that there is sufficient human capital to develop,
manage, and operate the project.

[ Facilities — Ensure that existing facilities can accommodate the
project.

[ Technology — Analyze the organization’s current state of technology,
and determine what will be required to enable effective operation of the
proposed project.

[ Other resources — Analyze other resources that the organization has,
and determine which additional resources may be needed to carry out
the project.

During this stage, the purchase/SCM team will evaluate the need and
determine the relative impact on available resources. The following should be
reviewed at this stage in the process:

[ Ensure that TCO is documented and that the likelihood of significant
cost changes over the life of the project is explored.

[ Ensure that resources are available to carry out the project.

| Ascertain whether the effort will/can be fully or incrementally funded
(i.e., the budget for a given fiscal year is exhausted; must allocate
funds from the following year’s budget).

The resources available are organized to deliver objectives in the most

economical, efficient, and effective way possible.
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1-5.2

In the early stages of a project, costs are generally estimated. The three most
common methods of cost estimation are:

[ Expert opinion — An estimate based on the personal experience of a
subject matter expert (SME).

[ Analogy — A more formal approach to expert opinion, using direct
comparison with one or more past projects.
| Rough order of magnitude (ROM) — An approximation of the project
cost when high-level requirements are available, but not detailed data.
The nearest calculation of real costs will be determined when calculating the
TCO,; the total cost incurred over the life cycle of a product or service.
Requirements for funding must be revisited at this stage, to ensure that
adequate funds will be available and realistically estimated. The
organization’s ability to fund a purchase is derived from the annual budget.

Other Topics Considered

Section 1-7, Develop Preliminary TCO Estimates.

1-6 Involve Suppliers Early

April 1, 2023

1-6.1

Involving suppliers early (ISE) is the process of assessing the reaction of
potential suppliers to an identified need. ISE can reveal the prevailing
attitudes and solutions in the market as a whole and contribute to a more
effective requirement that is well aligned with the market, improving the
likelihood that the desired outcome will be achieved, and can also elicit
alternative approaches and innovative solutions.

ISE provides supplier perspectives at the earliest stage of the purchasing
process. While it ordinarily is directed at groups of suppliers to get a variety
of inputs, individual suppliers can also be targeted for input. This process is
for information gathering exclusively; it is not used for supplier selection or
proposal evaluation, and there are no commitments made on either side.

Recommended Procedures
There is no set process for ISE; the nature of the purchase will affect the
process in each case. The following are some suggested basic steps.

First, the purchase/SCM team should attain knowledge of the market as a
whole. The team should have a thorough and accurate picture of the market
when preparing to talk to suppliers. When deciding on which suppliers to
initiate communications with, the purchase/SCM team should seek to
identify industry leaders in the relevant marketplace, as well as incumbent
Postal Service suppliers if available. The key areas of focus are:

[ Feasibility — Whether what is sought is feasible or has ever been done.
m Capability — The ability of the market to provide what is required.

[ Maturity — Whether there is an established market and whether there
are enough suppliers in existence to provide competition.
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[ Capacity — Whether the market can provide what is required on a
large enough scale and in a timely manner.

After identifying key focus areas of the market, communications focus on
important factors such as the likely level of market interest, the technical or
business feasibility of what is proposed, best value, supply cycle time, and
whether unexamined business options exist. Additionally, the following
should be examined:

] What capabilities exist in the marketplace to fulfill this need?

[ Are there other, better approaches or solutions that have not been
considered?

[ What other technologies are available?
] What are the main concerns? Are there issues that have been missed?
[ To what extent will subcontracting be necessary?

Communication

Effective, two-way communication is essential to ISE. Postal Service needs
must be defined in enough detail that suppliers can respond effectively, but
needs should also be general enough to allow suppliers to propose
alternative solutions. The following will help foster the necessary business
relationship:

[ Work with suppliers as equals and stakeholders.
n Avoid an “us vs. them” mentality.
[ When necessary, provide a guarantee of confidentiality.

[ Speak in terms of what the Postal Service and the supplier can achieve
together, rather than what the supplier can do for the Postal Service.

n Maintain flexibility and openness about new approaches.

Postal Service Benefits

ISE can provide numerous benefits, and as a result the purchase/SCM team
can:

[ Establish that there is a market for the requirement.

m Confirm that the scope and objectives of the purchase are sound and
achievable.

| Discover new, innovative, or alternative solutions.
[ Underscore potential issues or problems with the project.

| Gain real world, first-hand knowledge of what suppliers can and cannot
do.

m Package the need in a way so that the market is encouraged to
respond and that real competition is stimulated.

[ Create a requirement that is well framed, focused, feasible, and likely
to interest the market.

[ Identify potential market areas.
[ Manage supplier expectations.
n Manage Postal Service expectations.
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[ Lay useful foundations for contract and relationship management by
considering how the arrangement may work, including whether multi-
supplier groups may respond to the requirement.

Supplier Benefits

Suppliers may also derive benefits from ISE. Suppliers can:

] Assess whether the opportunity will be suitable when it is solicited.
[ Reduce overhead in researching new business avenues.

m Contribute to market focused specifications.

[ Raise issues and questions about the opportunity and the purchasing
process options at an early stage.

| Gain a valuable insight into Postal Service working practices,
requirements, and priorities.

1-7 Develop Preliminary TCO Estimates

April 1, 2023

Once the Postal Service has assessed resources, the next step is to gain an
understanding of the total life cycle cost of a product or service. TCO refers
to the total cost incurred over the useful life of an item, encompassing
development, purchase, use, maintenance, support, and disposal. A TCO
analysis will assist the identification of costs and risks associated with each
life-cycle stage, their relationships, possible cost reduction levers, and
alternative products or services. A TCO analysis is especially helpful for more
complex purchases; it does not need to be performed for every purchase.

Cross-functional collaboration is especially important to ensure that the TCO
accurately reflects all costs at each life cycle stage. The pricing analyst will
work closely with the item manager, and with representatives from
responsible Postal Service organizations, as appropriate, to complete the
initial TCO analysis. Collaboration should continue for subsequent updates
to the TCO, as more information becomes available. The representatives will
share specific knowledge of the subject under analysis and provide input to
the cost modeling process.

A TCO analysis exposes the hidden costs that may be overlooked during
budget planning or when making purchase decisions. As a result, it becomes
possible to yield higher savings by optimizing relevant cost elements
throughout the entire project life cycle. A preliminary estimate of TCO will
emerge during USPS Supplying Practices Process Step 1: Identify Needs; a
more robust TCO estimate will be conducted in Section 2-3, Update/Refine
Total Cost of Ownership Analysis.

When using TCO analysis for budget planning purposes, it is important to
keep in mind that the cost values are based on historical costs, planned
operating factors, and cost projections adjusted for future conditions (using
mail volume projections, inflation factors, and other adjustment tools).
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When using TCO analysis to make purchase decisions, it should be noted
that the analysis focuses on cost exclusively. There are three major
implications:

Qualitative factors, such as organizational need and product
performance, must be examined closely. Planned organizational
growth, reductions, and skill changes should be identified and factored
into the cost models, as should product performance, which is a direct
driver of many other factors such as labor, materials, output, and
liability.

TCO excludes business benefits other than cost savings. However,
identification of client goals and strategies will clarify these benefits
and their relative value. Concerns like environmental cleanliness can
drive costs up, but recognition and incorporation of that cost can be
reasonably quantified and included in the TCO model. This inclusion
has the benefit of ensuring that decision relationships are understood
and supplier actions are identified.

The cost model(s) should contain considerations for performance,
speed, and reliability associated with each of the life cycle cost
elements illustrated in Figure 1.4. For example:

— Purchase costs should reflect a short requisition lead time and
conformance with client requirements.

— Operating costs should account for the swift and dependable
execution of the product or service.

— Training costs should reflect timely and relevant training, given the
customer service level under the contract.

— Maintenance costs should anticipate quick responses to problems
and minimization of return rates, damage rates, rework rates, etc.

— Warehousing and distribution costs should reflect fast and
accurate transportation to destinations and a high order fulfillment
rate.

— Environmental costs should account for prompt and responsible
treatment of environmental standards.

— Salvage value should account for timely asset disposal and
realistic recapture of value.

While the TCO analysis is a valuable tool for decision support on a wide
range of purchases, it is most applicable to strategic purchases (with a focus
on continuous improvement) and to critical projects (with an emphasis on life
cycle cost). The TCO analysis can be used to compare costs incurred under
various scenarios and to assist the selection of the most cost effective
approach to obtain the desired product or service.

The basic process for developing a preliminary TCO estimate includes:

1.

Identify major TCO cost elements that are applicable to the life cycle of
the product or service.

Design cost models that estimate each cost element.
Calculate the preliminary TCO, using results from the cost model(s).
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Figure 1.4
Life-Cycle Cost Elements

Life Cycle Cost Elements: Scenario 1

Scenario 2

Scenario 3

Purchase costs

Operating costs

Training costs

Maintenance costs

Warehousing and distribution costs

Environmental costs

Salvage value

These cost elements are defined as:

[ Purchase costs — Purchase price of a product or service.

n Operating costs — Costs of operating the product or service.

[ Training costs — Costs of training users on the use of the product or

service.

[ Maintenance costs — Costs of maintaining the product or supporting

the service.

[ Warehousing and distribution costs — Costs of storing and distributing

the product.

n Environmental costs — Costs of maintaining the product or service to

environmentally friendly standards.

n Salvage value (or the net salvage value) — The market value of an
asset less the costs associated with its disposal.

1-71 Design Cost Model(s)

Cost models exist to estimate each of the cost elements in the TCO
equation. The DCAT Model, for example, is a cost estimation tool that can be
used to evaluate post-purchase warehousing and distribution costs. The
pricing analyst will work with the cross-functional representatives to
determine the appropriate cost model(s) to use and perform the analysis.

1-72 Calculate the Preliminary TCO

Estimates of each of the cost elements in the product or service life cycle will
feed into an equation that calculates the preliminary TCO. Not all of the cost
elements in the standard TCO equation will necessarily be relevant to a given
product or service. For example, most services do not incur any warehousing
and distribution cost, which means “W” will be equal to zero (0) in the

resulting TCO calculation.

The following formula is a simplified approach to calculating TCO:
TCO =P + PresentValueof O+ T+ M+W+E — §)

where:
P = Purchase costs.
O = Operating costs.
T = Training costs.
M = Maintenance costs.

April 1, 2023
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W = Warehousing and distribution costs.

E = Environmental costs.

S = Salvage value.
When evaluating competing alternatives, the scenario with the lowest TCO
will be the best choice from a cost standpoint, subject to further strategic
and client evaluations.

Other Topics Considered
Section 1-18, Develop Logistics Support Strategy.

Section 2-3, Update/Refine Total Cost of Ownership Analysis.

Section 6-3, Evaluate and Analyze Actual TCO.

|dentify Cost Reduction Levers

1-8.1

Cost reduction levers lower the total cost of a purchase. It is imperative to
identify them during the Conceptualize Need task to ensure that cost
reduction levers are implemented. These levers will aid in the creation of a
more effective, efficient, and innovative SCM process.

Cost reductions can be attained through supplier consolidation (e.g.,
leveraging volume and choosing “best suppliers”), continual improvement
(e.g., improving operational efficiencies, changing usage patterns, and
eliminating inventories), and innovations. Analyzing the preliminary TCO and
then performing in-depth analysis of the relevant cost component area(s) will
lead to identification of the appropriate cost reduction levers. Additional
information on cost avoidance and SCM impact can be found in Section 2-4,
Formulate Project Budget and Request Funding.

The factors involved in identifying cost reduction levers include:
] Determine possible levers.

u Develop preliminary TCO.

m Perform relevant cost component area(s) analysis.

Determine Possible Levers

The lever(s) selected should be the most effective and nondisruptive in
reducing costs for the particular need. Examples of levers include:

[ Address learning curves.

n Consortium buying.

[ Demand management.

u Distribution alternatives.

| eCommerce and technology possibilities.
] Equipment availability.

u Innovations.

m Inventory reduction.

] Lead-time and cycle-time reduction.
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1-8.2

1-8.3

[ Partnering, forming alliances with suppliers.
[ Reliability and maintainability.

[ Supplier consolidation.

u Substitutes.

m Sourcing methods.

] Standardization.

Develop Preliminary TCO

Once the preliminary cost of the need is defined, opportunities for
improvement can be identified.

TCO=P + PresentValueof O+T+M+W+E — §)
where:

P = Purchase costs.

O = Operating costs.

T = Training costs.

M = Maintenance costs.

W = Warehousing and distribution costs.

E = Environmental costs.

S = Salvage value.
TCO is broken down by its component costs, which provide a basis for
prioritizing improvement areas. For example; if a major portion of the TCO is
the purchase of the need, sourcing or substitution may be the lever
implemented to reduce costs. If warehousing is a major cost driver, reducing
cycle time may be the most effective lever to implement cost reductions.
Additional discussions of TCO can be found in the Sections 1-7, Develop
Preliminary TCO Estimates, 2-3, Update/Refine Total Cost of Ownership
Analysis, and 6-3, Evaluate and Analyze Actual TCO.

Example of Relevant Cost Component Areas
Analysis

Lowering the purchase cost can be achieved by performing a market
analysis. The analysis helps to illustrate:

] Trends.

[ Competitive frameworks.

n Substitutes.

[ Possible suppliers.

[ Strategies for success.

A relevant cost component areas analysis can include:

n Market cycle studies and/or business cycles studies.

n ESI.

| Products or services examination from multiple perspectives.
n Porter’s 5 Forces.

n Strengths, weaknesses, opportunities, and threats (SWOT) analysis.
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Additional information on conducting ESI can be found in Section 1-6,
Involve Suppliers Early.

Quadrant Approach

A quadrant approach classifies all Postal Service purchases into four
categories, depending on their impact on the Postal Service core
competencies (noncore versus core) and complexities (standard versus
custom). Some levers are not quadrant specific, such as reduction of lead
time and cycle time. Other cost reduction options may be dependent on the
quadrant into which the need falls, as illustrated in Figure 1.5:

Figure 1.5
Quadrant Approach
5
§ QUADRANT | QUADRANT I
(@)
e
©
e QUADRANT 1l QUADRANT IV
©
n

Noncore Core

Quadrant I: Custom/Noncore Purchase

Possible levers will focus on examining other marketplace alternatives and
securing the lowest total cost. A lever may include outsourcing or using the
organization’s own resources.

Quadrant ll: Custom/Core Purchase

Possible levers will focus on continual improvements and innovations.
Partnering with suppliers may be a lever.

Quadrant Ill: Standard/Noncore Purchase

Possible levers will focus on attaining the lowest total cost and the simplest
access and usage process. Vendor-managed inventory, which reduces
inventory and the chance an item will run out of stock, may be a lever.

Quadrant IV: Standard/Core Purchase

Possible levers will focus on achieving innovations and cost reductions. A
lever may be optimizing order quantity.

Other Topics Considered

Section 1-6, Involve Suppliers Early.

Section 1-7, Develop Preliminary TCO Estimates.

Section 1-9, Develop Demand Management Strategy.

Section 2-3, Update/Refine Total Cost of Ownership Analysis.
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Section 2-4, Formulate Project Budget and Request Funding.

Section 6-3, Evaluate and Analyze Actual TCO.

1-9 Develop Demand Management Strategy

April 1, 2023

1-9.1

1-9.2

Demand management is the function of recognizing and managing all
organizational demand for products or services. Developing a demand
management strategy optimizes the organization’s ability to make the SCM
process more effective and efficient and is intended to bring demand and
supply into convergence. The level of strategy and its complexity will vary
depending on the purchase, but should reflect the determination of whether
existing assets within the Postal Service will meet the identified need. CMCs
must continually work with their clients to reduce both the types and
quantities of goods and services that they purchase to reduce costs on
existing and future contracts. Excess is the first source of supply.

When developing a demand management strategy, the preliminary focus
must be on cost reduction, revenue enhancement, and streamlining
operations. Once these issues are addressed, a demand management
strategy can be developed by examining the following topics:

n Independent and dependent demand analysis.
] Internal and external factor analysis.

[ Usage and product trends.

] Inventory management.

] Forecasting.

Independent and Dependent Demand

Demand is independent if it is unrelated to demand for any other product or
service. Demand is dependent if it is derived from the demand for another
product or service. Independent demand needs to be forecast; however,
requirements for dependent demand are calculated from the independent
items. A given inventory item may have both dependent and independent
demand at any given time. For example, a part may simultaneously be the
component of an assembly and sold as a service part.

Internal and External Factors

It is not possible to recognize all the demand drivers or their effect on
demand; below are some of the major factors:

] External factors:

— Market and economic conditions (e.g., strikes, recessions, new
advances in technology, or present and future expectations of land
value and interest rates).

— Competitor actions (e.g., new products or services).
— Regulations (e.g., EPA).

— Seasonality (e.g., weather and holidays).

— Trends (e.g., market and consumer).
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u Internal factors:
— Maintenance concepts.
— Pricing strategies.
— Product change or innovation.
— Changes in usage factors.
— Promotions and advertising for products or services.

Usage and Product Trends

The demand management strategy should be based on the continual
examination of usage and product trends. Market demand will determine the
price, quantity, and quality of the need. A better price can be negotiated with
suppliers through economies of scale (the increase in efficiency when the
number of goods or services being produced increases), if demand for the
need is comparatively high. The purchase price of the need will have to be
lower than the value it creates. The level of quality of the need will dictate the
specifications and requirements passed on to the supplier. The
specifications and requirements will affect the need’s price and delivery time.
Lastly, projected product usage factors, reallocation of products between
facilities, and any changes in the maintenance concept(s) will impact the
demand patterns.

Inventory Management

A particular inventory type will be selected based on the particular need.
Examples of inventory types include:

[ Insurance items — inventory stockpiled in anticipation of future
demand, such as internal and external factors like seasonality or
economic conditions; also covers end-of-life requirements when a
manufacturer or industry will no longer be producing the product.

[ Safety stock — fluctuation inventory that covers unpredictable
fluctuations in demand or lead time.

[ Economic order quantities — lot-size inventory created when
purchases are greater than needed; takes advantage of quantity
discounts, reduced shipping costs, and opportunities to make
purchases at the same rate as usage.

[ Other examples — transportation; hedging; and maintenance, repair,
and overhaul inventories.

Operational availability requirements, maintenance concepts, demand
patterns (location, quantity, and frequency), and distribution options will
determine how inventory is positioned. Secondary considerations for
positioning include type of good stored, any special handling requirements,
and the cost of the product.
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Forecasting

Forecasting is used to estimate the conditions that will exist over a future
period. There are long-, medium-, and short-term forecasts:

[ The long-term, strategic business forecast focuses on the overall
market. The level of detail is not in-depth, and it provides for long-
range planning, with an outlook that spans years.

n The medium-term, tactical forecast accounts for budgets, market
planning, long lead time, purchase items, and inventory levels. The
midrange outlook is for 12-26 months.

[ The operational forecast is for the short term. The perspective is of
individual products and services, and the outlook is on a monthly or
quarterly basis.

Historical data are widely used to forecast, based on the assumption that
what has happened in the past will happen again in the future. Similarly,
demand from January can be used to forecast demand in February; if it is
assumed that demand varies little from month to month. This assumption is
realistic if demand is seasonal and trends vary nominally; however, such
forecasts do not take into account random fluctuation. Common forecasting
techniques that average historical demand, including moving averages,
exponential smoothing, and seasonal forecasts, diminish some effects of
random variation and, in combination with other techniques, are used to
establish replenishment and repair plans.

1-10 Conduct Market Research and Benchmarking
Analysis

April 1, 2023

1-10.1

Market Research

Market research is the continuous process of gathering data on product and
service characteristics, suppliers’ capabilities, and the business practices
that surround the purchase and use of products and services. Market
research is an essential component in the determination of whether to
acquire or manufacture a product or service and can be used to:

] Determine elements of requirements.
[ Evaluate price realism and cost realism.
[ Shape the commodity strategy.

m Develop the support strategy, the terms and conditions included in the
contract, and the proposal evaluation factors used for source selection.

| Evaluate innovations/trends in the market that will offer savings or
impact TCO.

Market research and benchmarking analysis differ from issuing and analyzing
responses to a Request for Information (RFI), which is covered in Section 1-14,
Develop, Issue, and Analyze Responses from RFI. There are two types of
market research — primary and secondary. Primary research attempts to
collect original information, usually through focus groups, surveys, field tests,
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interviews, or observation, and provides a direct understanding of the target
market. Secondary research leverages previously collected information,
often in the form of demographic information, prior surveys completed by
others, industry trade information, reports and studies, publications, and
other preexisting media. Primary research allows the organization to
customize the study, but is also more complex, time consuming, and
expensive than secondary research. Secondary research requires fewer
resources than primary research; however, it tends to produce generalized
results. An accurate analysis of the target market often requires use of both
methods. Figure 1.6 provides sample market research activities and their
intended purpose.

Figure 1.6

Sample Market Research Activities
Activity Purpose
Hold industry briefings or Discuss needs and obtain
presolicitation conferences (primary recommendations for RFP.
research)
Attend conferences, and research Assess whether commercial products
commercially available products, and services meet (or are adaptable to)
industry trends, product availability, Postal Service needs.

reliability, and prices (primary and
secondary research)

Test and evaluate commercially Determine whether modifications are
available products in a Postal Service necessary, and develop operational
operating environment, and collect cost information.

reliable performance data (primary

research)

Analyze the purchase history of an item | Determine the level of competition,
or service (secondary research) prices, and performance results.

Benchmarking Analysis

Benchmarking analysis is a specific type of market research that allows
organizations to compare their existing performance against others and
adopt improvements that fit their overall approach to continuous
improvement and culture.

Many types of benchmarking exist; the most commonly recognized are:

u Process — evaluates specific business processes (e.g., purchase
planning, e-procurement, service delivery). Process maps are used to
facilitate benchmarking.

[ Performance — compares product and service as a way to assess the
organization’s competitive position against same-sector peers.
Focuses on costs, technical quality, ancillary service features, and
performance characteristics (also called competitive benchmarking).

[ Strategic — seeks to evaluate the organization’s strategic maturity
against others across various sectors. Focuses on general approach to
the development and management of core competencies, innovations,
and change strategies.
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1-10.2.2

1-10.2.3

1-10.2.4

1-10.3

Benchmarking analyses often rely on both quantitative and qualitative
measures to generate meaningful results. Quantitative analysis can provide
metric-based outcomes, while qualitative comparisons often reveal best
practices. The benchmarking process usually encompasses four steps:

1. Planning.
2. Analysis.
3.  Action.

4 Review.

Step 1: Planning

[ Determine the broad business process and tasks to benchmark.
[ Identify the resources required for the study.

[ Confirm the key activity performance measures or indicators.

[ Document the existing process for conducting the activity.

] Identify appropriate reference models as a starting point for your
assessment.
Step 2: Analysis

[ Collect information to identify the scope for improvement.

[ Compare the existing process with that of appropriate reference
models to identify differences and innovations.

n Agree on expected targets for improvement.

Step 3: Action
[ Communicate the results of the study to key stakeholders.
[ Develop an improvement plan to implement changes.

| Implement the improvement plan, monitoring progress and reviewing
as necessary.

Step 4: Review

[ Review performance when the changes have been implemented;
identify and rectify bottlenecks.

[ Communicate the results of the implemented changes.

| Schedule future benchmarking activities to continue the improvement
process.

Benchmarking Benefits

Organizations that successfully utilize benchmarking report that the
associated costs are repaid at least tenfold. Benchmarking can be used to
help identify not only which processes to improve but also the gaps between
existing processes and the best practices of other organizations. It also
supplements a number of performance improvement techniques, such as
business analysis and the redesign of business processes.
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1-11 Define Requirements
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1-11.1

Requirements form the basis for the entire supply chain process. They
provide the necessary detail to understand what is required and to develop a
solution to meet the need. If there is a buy decision, the requirements
contribute to the specification, statement of objectives (SOO), or statement
of work (SOW), as well as to the evaluation of suppliers.

The complexity of a need will determine the extent to which requirements
must be defined. For example, buying a single stapler does not require a
formal requirement definition, but the purchase of new automation
equipment for a facility will require detailed requirement definition.

Methodologies

Figure 1.7 illustrates the methodologies that transform a need into a
requirement. The requirement begins to be defined by drawing on the
outputs from these methodologies.

Figure 1.7
Requirement Inputs Diagram
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Determine Requirements
There are several types of requirements:
[ Quality requirements.

] Delivery requirements.

[ Process requirements.

[ Pricing requirements.

] Volume requirements.

] Technical requirements.

[ Location requirements.

] Marketing requirements.

] Frequency requirements.

[ Lead-time requirements.

Requirement Specifications

The requirement comprises specifications that are used as its description,
including:

] Performance specification (what the product/service is required to do).

[ Functional specification (what is to be achieved, rather than how it will
be done).

n Brand or trade names.

u Samples.

[ Market grades.

n Qualified products.

n Commercial standards.

[ Design specifications.

m Engineering drawings.

] Material and method of manufacture.
| Resources.

] Warranty support.

Specifications should be clear and nonrestrictive. Lack of clarity can be
misleading and result in poor proposals or a more expensive solution than is
necessary. To enhance competition and invite innovation, specifications
should be nonrestrictive, mirror what is in the market, and, whenever
possible, recommend purchasing commercially.

1-12 Analyze State of Technology

April 1, 2023

Analyzing the state of technology is the examination of the condition of
existing technology in the Postal Service and externally in the market. It
determines whether the technology can be leveraged from within or needs to
be purchased externally. IT is most relevant to this discussion, but the IT
needs of other functional areas are also addressed.
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Technology is complex, and a specialized knowledge of technology in the
applicable area is required. Selecting the correct technology requires an in-
depth understanding of the Postal Service’s business objectives, products,
and the probable evolution of technology. The product or solution must be
evaluated on its ability to integrate with other internally developed or third-
party tools. Whether the technology can be integrated with the current
environment, including legacy software, hardware, and operating systems,
must be determined before selection.

Analysis of technology is conducted on both the market and the specific
need. Once a technology need is identified, the following ordered preference
for fulfillment is considered:

[ Leverage existing assets/capabilities.
] Buy or purchase a commercial solution.
] Make or build a custom solution.

Analysis of Technology

The purchase/SCM team performs two types of analysis — a general
analysis of technology and a specific analysis of available products. The
general analysis examines general market and technology trends. The
analysis of the specific need helps select the appropriate method for
purchasing and, if a buy decision is made, the appropriate suppliers.

Sources for the analysis include:

] Books (regarding networks, operating systems, enterprise, and
certifications).

[ SMEs from the Postal Service, other public agencies, and private
industry.

] The Internet (search engines and Web sites).
] Journals.

[ Trade magazines.

[ Marketplace.

u Demonstrations.

Examples of the different types of information available from suppliers
include:

m Webcasts — industry experts demonstrate, discuss, and answer
questions about their latest software and solutions.

[ Seminars and conferences — provide insight to businesses and show
how technology enhances enterprises.

n Technical chat rooms.

[ Company-specific training classes or technical education — events
that cover the technology behind business solutions, packaged
composite applications, and integration and other applications, offered
as hands-on or self-paced online training.

[ Forums — show attendees how their businesses can adapt to, and
profit from, changes in their industry.
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[ Other events — designed to educate company members, facilitate
networking among colleagues and company representatives, and
influence future company product releases and direction.

Market analysis can also include visits to sites, interviews with potential
suppliers, and attendance at trade shows. All of these sources provide
guidance in the selection of technology by providing the information useful in
determining how, and with what, the Postal Service will satisfy its need.

The information that is gained through research and analysis should be
collected, organized, and communicated throughout the Postal Service.
Time and resources spent on analyzing technology will be reduced when
completed or ongoing analysis is shared. The Postal Service uses various
research services and other means to track and communicate key
technology changes with the appropriate Postal Service personnel.

Leverage Existing Assets/Capabilities

Before purchasing new supplies or services, the purchase/SCM team must
consider existing assets. These are supplies, equipment, software, or
services owned by the Postal Service. Information on existing assets is
provided in:

] Capacity documents.

] Planning documents.

[ Master software inventory lists.

n Client hardware asset inventory system.
] eBuy.

Analyzing the state of technology will determine whether existing assets are
feasible for the fulfillment of the need. Existing assets include:

[ Reutilization of surplus materials, when economically practical.
] Supplies within existing inventories.
[ Orders against existing contracts.

Buy or Purchase a Commercial Solution

The Postal Service prefers to buy commercial-off-the-shelf (COTS)
technology rather than make or develop its own unique, custom-designed
solutions. Occasionally, however, the Postal Service needs to accommodate
a unique process or nonstandard need. Whenever possible, the purchase/
SCM team should reevaluate client requirements to ensure conformity with
existing technology and to minimize customization of COTS products and
the time and expense of programming and maintenance associated with this
customization.

Make or Build a Custom Solution

The least preferred solution for the Postal Service is to make or build a
technology solution. If the Postal Service does not have internal resources to
develop the solution, contractors with the skills necessary to build the
technology are identified. Development can cost the Postal Service extra
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time, money, and resources. Below are possible costs associated with the

“make” option:

[ Initial investigation (technical aspects, the marketplace, and future
expectations of technology must be addressed).

[ Technical development (including specification, hardware, firmware,
and software design).

m Testing and certification (legal requirements and market demands).

] Maintaining the product (including product updates, maintenance
costs, and the costs of keeping the product up-to-date with evolving
technology).

1-125 Make vs. Buy

A multitude of factors encompass the decision to make vs. buy in the
technological arena. The TCO is a primary factor, as are supplier capability
and past performance, quality, and risk. Considerations that favor buying
technology are suppliers’ research and specialized know-how or supplier
after-sale service and support, maintenance, and upgrades. Considerations
that favor a decision to make a technological solution to meet a client or IT
need are protection of Postal Service intellectual property, or special needs
for software, hardware, parts, or other components.

1-13 Revisit/Update Resource Assessment

Resource assessment is used to determine whether sufficient resources,
including funding, have been assessed and budgeted for a project.
Previously, resources were preliminarily assessed in the context of the
Conceptualize Need task of USPS Supplying Practices Process Step 1:
Identify Needs. In the context of the Conduct Make vs. Buy Decision Analysis
task, revisiting or updating the resource assessment confirms cost estimates
in the relevant sections of the business justification document. Comparing
validated costs with the original estimates is a crucial activity of this task.

During this stage, the client must continue to evaluate the need and
determine its relative impact on available resources. When planning the
delivery of a new project, the client organization needs to consider the
resources required, whether they are from its own organization, a different
organization in the Postal Service, SM, partners, or suppliers. purchase/SCM
teams should also be aware of the impact that these decisions and actions
will have on the client’s budget. See Handbook F-66, General Investment
Policies and Procedures, (http://blue.usps.gov/cpim/ftp/hand/f66.pdf), for
more information.
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1-13.3

Resource Planning

Figure 1.8
Resource Planning Diagram
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All five resource categories should be carefully analyzed during the resource
planning stage because they are primary resources that help facilitate project
success. Figure 1.8 summarizes the required resources, the factors to be
considered when planning, and the information that will be needed for the
resource in question.

Funding

Funding is a particularly important consideration of resource planning.
Factors for analysis will include budget/budget cycle, cost benefits, and
return on investment (ROI). Information that will be needed include source,
timing, and how the funds will be applied.

In addition to examining the budget, a cost/benefit analysis should be
conducted to assess whether the initiative will have an ROI. It will then be
necessary to identify all sources of funding, the timing of the funds (how
much, and when, funding is required), and how these funds are to be
applied. Funding arrangements provide the basis for financial management
and control throughout the project life cycle.

Other Topics Considered

Section 1-5, Assess Resources.
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1-14 Develop, Issue, and Analyze Responses from RFI
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1-14.1

An RFl is an invitation for potential suppliers to register interest in providing a
product or service. Potential suppliers submit responses that provide
information about their companies and the proposed products or services to
be provided to meet the requirement. This process identifies what is in the
marketplace and provides an opportunity to prequalify suppliers. Unlike an
RFP, an RFI does not imply a commitment to acquire the product or service
identified in the RFI from any responding supplier.

An RFI provides the Postal Service with useful information to further assess
whether a make decision is feasible and may lead to innovative solutions and
a better understanding of how the requirement(s) can be met, fueling the
make vs. buy decision. If a buy decision is later chosen, the most suitable
potential suppliers identified at this stage are logical sources to fill the
requirement.

RFls can be used to:
| Identify candidates with whom there are no past contracts.
[ Identify opportunities for supplier teaming.

m Obtain goods or services with which the Postal Service has had limited
experience.

] Obtain general information about products, services, or suppliers.

n Obtain market information when other, more efficient means are not
possible.

The components that make up the RFI process are its development and
issuance and analysis of responses to it.

Develop RFI

Development of the RFl is contingent on the factors surrounding the
requirement. It comprises Postal Service information and questions for
suppliers to answer. The following areas are addressed:

] Postal Service Information:
— Postal Service background.
— Scope and objectives of RFI.
n RFI process synopsis (e.g., how questions will be answered).

[ Instructions to suppliers for filling out RFI (format and templates for
certain information).

[ Schedule of RFI.
] How to submit responses.
] Contact information for questions.

[ Other relevant information (e.g., confidentiality matters, and any
necessary disclaimers or limitations of liability).
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1-14.3

1-14.4

1-14.5

Issue RFI

Because an RFl is issued when the need is for information or planning
purposes, it must include Provision A-2: Solicitation for Information or
Planning Purposes. RFls may be publicized via the Government-wide Point
of Entry (GPE), the single point where most government purchasing
opportunities and contract awards can be accessed electronically by the
public on the Internet at https://sam.gov Publicizing is discussed in detail in
Section 2-27, Issue RFPs and Publicize Requirements.

Analyze Responses to RFI

In addition to the specific requirement, supplier responses to an RFI should
address topics such as the following:

L] Company overview.

[ Subsidiaries or associated companies.

[ Affiliations/accreditations/certifications.

] Market intelligence.

[ Competitive positioning.

m Supplier capabilities.

] Summary of services or products pertaining to RFI requirement.

u Total Cost of Ownership (TCO).

[ Cost summary.

| Organizational chart, annual report, or financial information.

[ References and qualifications.

The purchase/SCM team will analyze submitted responses to the RFI.
Following the review of the responses, the purchase/SCM team may
consider holding a question and answer (Q&A) session with the individual
suppliers. Questions for the suppliers should be sent in advance of the Q&A
session. The instructions will ensure a consistent format for all RFI

responses. The purchase/SCM team should carefully evaluate RFI responses
to determine the best solutions to fulfill the need.

Other Issues

As noted above, an RFl is used when no firm intent to purchase has been
established. Once a decision has been made to purchase a particular
requirement, an RFP is required. An RFP documents and fully informs
potential suppliers of the Postal Service’s requirements for the particular
purchase, including proposal expectations and identification of best value
criteria. The finalized RFP is used to generate competitive proposals from
potential suppliers. Additional information on RFPs can be found in
Section 2-2, Start Request for Proposal (RFP) Development.

Other Topics Considered
Section 2-2, Start Request for Proposal (RFP) Development.

Section 2-22, Prequalify Suppliers.

Section 2-27, Issue RFPs and Publicize Requirements.
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1-146 Clauses and Provisions

Provision A-2: Solicitation for Information or Planning Purposes

1-15 Manage Risks

1-15.1

42

The purpose of risk management is to examine and control relevant risks, to
ensure successful delivery of the project. It is essential that risk management
begin early in the SCM process. High-level purchases and complex projects
of lesser value require the preparation of a specific risk management plan
and ongoing risk assessment throughout the project’s entire life cycle;
however, in less complex and lesser value projects, a plan to deal with risk
should be an element of the Individual Purchase Plan. During USPS
Supplying Practices Process Step 1: Identify Needs, due attention must be
paid to identifying risks, their impact, and possible Postal Service response
to the risks. This stage is part of the larger risk management process, which
evolves throughout the supply chain, and ensures that risks are understood
and mitigated to the greatest extent possible.

Arisk is a potential event or future situation that may adversely affect the
project. Identifiable risk factors contribute to a potential risk. If a risk occurs,
there will be consequences that may significantly impact the project. For
example:

| Risk factor — a new technology is being used for the first time.
[ Risk — adoption of the technology is more difficult than anticipated.
m Consequence — the delivery of a project is late.

A risk may be caused by more than one risk factor, and, conversely, a risk
factor may result in more than one risk.

Risk Management Process

Risk management comprises five steps:

1. Identification — search for and locate risks.

2. Analysis — transform risk data into decision-making information.

3. Response planning — translate risk information into executable plans
and actions.

4. Tracking and control — monitor risk indicators and take corrective
actions.

5. Reaction — implement risk actions in response to actual risk
occurrence.

Analysis, response planning, and tracking are performed iteratively
throughout the execution of the project, as illustrated in Figure 1.9.
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Figure 1.9
Risk Management Process
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Benefits of Risk Taking

A certain amount of risk taking is inevitable to achieve objectives.
Continuous risk management provides a disciplined environment for
proactive decision making to:

n Continuously assess what can go wrong (risks).
] Determine which risks are important to deal with.
[ Define and implement strategies and plans to deal with those risks.

Continuous risk management requires that risks be identified throughout the
project, not as a one-time only activity during project planning. Risks must be
analyzed on an ongoing basis to address changing project conditions and
priorities. As new risks are identified, strategies and plans to deal with them
must be developed. The client and SM may make the decision to stop the
project, based on an unacceptable level of risk.

Risk Identification

Risk identification is a systematic attempt to specify threats to the project
(estimates, schedule, resource loading, etc.). By identifying known and
predictable risks, the client and contracting officer take the first step toward
avoiding them when possible and controlling them when necessary.

While it would be impossible to anticipate the complete universe of risks, the
aim is to clearly identify the 20 percent of risks that would have 80 percent of
the potential impact (Pareto Principle [80/20 Rule]). The following activities
are useful for clarifying and identifying risks:

[ At the initial stage of risk identification, convene a brainstorming
session of the purchase/SCM team, during which each member has an
opportunity to identify a few project risks.

[ Interview stakeholders responsible for ongoing programs and projects,
and consider the opportunities/impact of the current activity.

[ Check with suppliers regarding their plans for delivering the desired
outcome.

] Discuss with all parties involved their understanding of the mission,
aims and objectives, and plans for delivery of project results.

m For repeating projects, create a risk checklist that focuses on a subset
of known and predictable risks.
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Ask “so what?” after each potential risk is identified, until a clear cost
or consequence of the potential effects of a risk, or an issue that needs
resolution, is identified. For example:

— Statement — “Project duration will be greater than 36 months.”
- Question — “So what?”

— Answer — “Project staff may be unwilling to work on the project for
all 36 months.”

— Question — “So what?”

— Answer — “The risk is that the project will take 10 percent more
time than currently budgeted, to allow for the learning curve as new
personnel join the project. There is also an issue that staff changes
in mid-project are not acceptable to the client.”

1-15.4 Risk Analysis
Risk analysis involves the following major activities:

1.

Evaluate the properties of a risk to determine the expected impact and
probability of the risk’s occurrence. Each risk is categorized as high,
medium, or low, based on the impact of the risk on the various project
elements (e.g., cost, schedule, and quality).

] High risk — a major problem exists with definite, serious financial
exposure and/or customer dissatisfaction. Failure to manage the
risk would result in project failure. Aggressive management
action is required to bring the project under control.

[ Medium risk — a significant problem currently exists that
requires corrective planning. A probability exists for exceeding
estimates or budgets, customer dissatisfaction, and/or limited
financial exposure. Failure to manage the risk would result in
degradation of the project performance. Management action is
required to bring the project under control.

| Low risk — the project is currently under control. However,
existing or potential problems have been identified that will
require positive management attention to maintain stability.

Determine the likely time frame during which the risk can be expected
to occur.

Determine the probability of risk occurrence. Probability is categorized
as high, medium, or low, based on the likelihood that the risk will occur.

Based on risk impact, probability, and time frame, determine critical
risks and those of the highest priority. It is important to note that
priorities change throughout project execution, and it is critical to
continually review risks and prioritization.

Analysis of risk factors continues throughout the execution of the project as
conditions change. Issues, changes, schedule delays, defects, and staffing
anomalies are a few examples of the conditions that may arise that could
affect risk.
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Risk Response Planning

Once arisk is identified and analyzed, risk response planning is the function
of deciding what, if anything, should be done with a risk. The purchase/SCM
team should consider the following approaches when responding to the risk:

] Acceptance — accepting the consequences of a risk occurrence
without further action, but continuing to observe for increased
likelihood of occurrence.

| Risk transfer — transferring some or all of the responsibility for dealing
with a risk to the supplier.

[ Risk reserve — deciding to use monies set aside as a risk management
reserve or risk contingency reserve. As a whole, a risk reserve should
be comparable to the probability of costs related to accepted risks and
contingency plans that would be implemented, should the risk occur.

| Risk containment — two types of risk containment:

— Risk mitigation — taking steps to affect risk factors to lessen risk
by lowering the probability of a risk occurrence or reducing its
effect should it occur.

— Risk contingency planning — the development of a risk
contingency plan for a particular risk or for multiple risks.

It is important to emphasize that the Postal Service will not be able to control
or transfer every risk. On a high level, a risk will fall into one of these three
categories, which will affect the Postal Service’s ability to respond:

[ Business risk — whatever affects the Postal Service’s ability to meet
business objectives. These risks are managed by the Postal Service
and cannot be transferred.

m Service/operational risk — includes design/build/finance/operate
project risk. These risks are managed by the party best placed to do
so. Suppliers and clients share detailed plans for managing risks.

[ External risk — beyond your control, such as legislation, changes in
marketplace, etc. Suppliers and clients produce and maintain plans for
mitigating these risks.

Liquidated Damages

Liguidated damages are a contractual remedy the Postal Service may use
when there are delays in delivery or performance. Liquidated damages are
based on an estimate of daily losses that would result directly from a delay in
delivery or performance. Generally, liquidated damages are included in all
construction contracts.

It is important to remember that providing for liquidated damages usually
increases the contract price as suppliers typically factor them into their
pricing; therefore, their use should be carefully considered. Liquidated
damages may not be used as a penalty for failure to deliver or perform on
time. The use of liquidated damages should be included in contracts only
when:

| Delivery or performance is so critical, and the failure to deliver on time
or perform will result in such extensive damage in the form of additional

45



Supplying Principles and Practices

costs or loss of potential savings, that the probable increase in
contract price is warranted; and

[ The amount of actual damages would be difficult or impossible to
prove.

The rate of liquidated damages must represent the best estimate of the
actual daily damages that will result from delay in delivery or performance. A
rate lower than the actual estimated rate may be used to avoid excessive
price contingencies in proposals. The contracting officer must determine and
document in each case that the rate is reasonable and not punitive. The rate
should, at a minimum, cover the estimated cost of inspection and
supervision for each day of delay. Whenever the Postal Service will suffer
other specific damages due to a supplier’s delay, the rate should also include
an amount for these damages. Examples of specific damages are:

] The cost of substitute facilities.

n The cost of lost workhours/productivity.
[ Rental of buildings or equipment.

[ The cost of additional inspection.

If appropriate to reflect the probable damages, considering that the Postal
Service may terminate for default or take other action, the assessment of
liquidated damages may be in two or more increments with a declining rate
as the delay continues. To prevent an unreasonable assessment of liquidated
damages, the contract may also include an overall maximum dollar amount,
a period of time during which liquidated damages may be assessed, or both.

Whenever liquidated damages will be assessed for a supplier’s delay, the
contract must include Clause 2-10: Liquidated Damages, modified as
necessary.

1-157 Risk Tracking and Control

Risks are reassessed every month to confirm their status. As a consequence,
new risks may be identified, the impact of the existing risk may be changed,
or the risk may no longer have any impact and is removed.

1-15.8 Risk Reaction

In this step, a risk has occurred, action is taken to correct the risk, and the
contingency plan is launched (if necessary). Risks are considered closed
when they are no longer considered threats to the project.

When the number of risks is small on a project, the Risk Management Plan
may be limited to one section of the overall project plan, without details of
evaluation and prioritization.

1-16 Conduct Make vs. Buy Decision Analysis

Once the Postal Service has produced an internal cost estimate and
suppliers have shared their cost estimates in response to the RFI, the Postal
Service is able to determine whether to make or buy the given requirement.
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Figure 1.10

1-16.1

This decision is reached by conducting a Make vs. Buy Decision Analysis. In
some cases, specifically those involving contracting out services currently
performed by Postal Service bargaining unit employees, the make vs. buy
decision is made following the receipt and review of proposals. Such make
vs. buy decisions require coordination between the client, Assigned counsel,
Labor Relations, SM, and potentially the Strategic Initiatives Action Group
(SIAG).

A make vs. buy decision analysis should cover both strategic and operating
considerations. The strategic aspect is centered on protecting the Postal
Service’s competitive advantage, while the operating aspect is concerned
with tactical and cost-related issues. If the strategic decision conflicts with
the tactical decision, the former takes precedence over the latter.

Strategic Considerations

A product or service meeting the following conditions is considered
strategic:

[ ] It is critical to customer satisfaction.

| It requires specialized design and manufacturing skills or equipment,
and the number of capable and reliable suppliers is extremely limited.

[ It falls under existing Postal Service core competencies or within those
that must be developed to fulfill future plans.

Products/services that do not meet these conditions are considered
nonstrategic and should always be outsourced unless compelling tactical
reasons indicate that outsourcing would compromise best value to the
Postal Service.

A strategic product/service requires further analysis before one can decide
whether to make or buy from a strategic standpoint. Specifically, if the
strategic product/service can be broken down into families of components
and parts that are also strategic, it should be made in-house. On the
contrary; if it is not divisible or its components or parts are not strategic, it
should be outsourced.

Analyzing Strategic Make vs. Buy Decisions

Is it
strategic?

o ——]

Outsource

Make in-house*

Strategic subsystem
be broken down into
amilies of component
and parts?

No Outsource

families of

components and
parts

strategic?

Yes Make in-house*

* Note: In some cases, it is not possible to make an item in-house in the short term. This may be the result of budget
constraints, capability problems, capacity limitations, etc. In these cases, the item must be outsourced.

April 1, 2023
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Operating Considerations

The following considerations can help the purchase/SCM team consider
relevant tactical factors affecting the make vs. buy decision:

Considerations that favor a “make decision” include:

m Cost considerations (less expensive to make).

] Desire to integrate plant operations.

[ Productive use of excess plant capacity to help absorb fixed overhead.

[ Need to exert direct control over production and ensure supply
continuity.

m Need to exert direct control over quality.

[ Design secrecy required.

[ Unreliable suppliers.

[ Desire to maintain a stable workforce (in periods of declining sales).
Considerations that favor a “buy decision” include:

[ Limited production facilities.

[ Limited internal labor/resources.

] Cost concerns (less expensive to buy).

[ Small volume requirements.

m Suppliers’ research and specialized know how.

] Desire to maintain a stable workforce (in periods of rising sales).
[ Desire to maintain a multiple-source policy.

| Indirect managerial control considerations.

] Purchasing and inventory considerations.

Cost Considerations

Cost is a crucial tactical consideration. An estimate of the cost for the
requirement must be developed based on a detailed analysis of the costs
expected to be generated by performing the work in-house or through a
supplier. The following costs should be major elements in a make vs. buy
cost estimate.

To make:

n Delivered purchased material costs.

[ Direct labor costs.

[ Any follow-on costs stemming from quality and related problems.

] Incremental inventory carrying costs.
] Incremental factory overhead costs.
[ Incremental managerial costs.

n Incremental purchasing costs.

[ Incremental costs of capital.

n Environmental costs.
] Disposal costs.
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To buy:

[ Purchase price of the part.

[ Transportation costs.

[ Receiving and inspection costs.

[ Incremental purchasing costs.

] Any follow-on costs related to quality or service.

Justify Postal Service Investment

Whether the decision is to make or buy, all investment projects must be
justified either as an economic opportunity or as a means of sustaining
existing Postal Service operations into the future by correcting or eliminating
a problem. The Decision Analysis Report (DAR) is a document prepared by
the requiring organization to recommend an investment for approval, and it is
used for decisions regarding high dollar-value projects. For sample DARs
and specific DAR requirements, including dollar-value thresholds for
investments requiring Headquarters approvals and DARs, refer to Handbook
F-66, General Investment Policies and Procedures.

The Justification of Expenditure (JOE) is a one-page document used to
request approval for small field projects that do not require a more formal
DAR. Although not required, Headquarters organizational units may use
JOEs to justify small investment expenditures within their approval authority.
For a more detailed discussion of JOEs, including samples in the
recommended format, refer to Handbook F-66C, Field Investment Policies
and Procedures, (http://blue.usps.gov/cpim/ftp/hand/f66.pdf).

All investment projects that require Headquarters review and approval must
follow the instructions detailed in Handbook F-66, including validation,
before being forwarded to the appropriate official for final approval. Capital
items that are centrally purchased by Headquarters, but are locally funded
(such as administrative or non-mail-hauling vehicles), must be justified by the
responsible Headquarters organization. This also applies to other nationally
mandated programs.

Quadrant Approach

A quadrant approach classifies all Postal Service purchases into four
categories, depending on their impact on the Postal Service’s core
competencies (noncore versus core) and complexities (standard versus
custom). Attributes of certain quadrants may cause a propensity for
outsourcing over making in-house or vice versa.
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Figure 1.11
Four Quadrants
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Quadrant I: Noncore/Customized Purchases

Products and services in this quadrant require customized attention, but do
not provide direct value to the end client. A potential opportunity exists to
take advantage of suppliers’ specialized knowledge and research.

Quadrant II: Core/Customized Purchases

Products and services in this quadrant are highly unique and specialized.
External suppliers may face challenges in meeting quality specifications on a
consistent basis; making the item in-house would seem to assure quality and
lower risk. However, strategic concerns and resource limitations may justify
buying from established and innovative suppliers. Further cost/benefit
analysis is recommended to finalize the make vs. buy decision for products
and services of Quadrant Il.

Quadrant Ill: Noncore/Standard Purchases

Products and services in Quadrant Il are fairly standardized and available
from a wide pool of suppliers. Suppliers may have a more effective and
reliable process for producing the requirement than the Postal Service.

Quadrant IV: Core/Standard Purchases

Products and services in this quadrant are central to Postal Service
operations and fairly uniform in their makeup. They often have significant
impact on reducing cycle time, a key strategy for gaining competitive
advantage. The impact on cycle time and business continuity is an important
consideration of the make vs. buy decision. Further cost/benefit analysis is
recommended to finalize the make vs. buy decision for products and
services of Quadrant IV.

1-17 Analyze Unsolicited Proposals

50

An unsolicited proposal is the offer to sell to the Postal Service the rights to
ideas, concepts, products, processes, or technology. It is considered
unsolicited because it is not submitted in response to a solicitation, RFP, or
any other Postal Service-initiated solicitation or program.
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Unsolicited proposals must include enough technical and cost information to
allow an effective initial evaluation of what is being proposed and its potential
benefits to the Postal Service. Unsolicited proposals are only accepted for
initial evaluation when they do not contain confidential or proprietary
information not protected by copyright or patent. Therefore, a signed copy of
the Confidential Disclosure Disclaimer must be included when submitting the
proposal to certify that it does not contain any confidential or proprietary
information not protected by copyright or patent. Unsolicited proposals that
do not contain a signed copy of the disclaimer will be returned to the
submitter unreviewed.

Receipt of Unsolicited Proposals

Each SM portfolio has a designated unsolicited proposal coordinator. After
the unsolicited proposal undergoes an initial consideration, this individual will
respond to the submitter, generally within 7 business days of receipt of the
proposal, advising that its unsolicited proposal(s) was received and the date
of such receipt. When appropriate, the letter will include the specific person
and/or organization that the proposal was forwarded to for review. The letter
should state that the submitter will be notified of the results of the review as
soon as it is completed.

SM serves as the primary clearinghouse or facilitator until a decision is made
whether to pursue an unsolicited proposal. The unsolicited proposal
coordinator will follow up if proposal reviews are not completed in a
reasonable time, generally 30 calendar days. A follow-up letter to the
submitter will be issued providing an update on the status of the proposal.

Electronic records will be maintained by the unsolicited proposal coordinator
for each unsolicited proposal received and will include:

[ Date received.
m Name of the submitter and the basic idea of the proposal.

[ Whether the associated correspondence was PMG- / VP-controlled
(assigned control #).

[ Reviewing organization sent to for review and when.

m Review due date (generally 30 calendar days).

n Any subsequent follow-up correspondence.

[ Disposition and date of notification to the submitter of the disposition.

The Unsolicited Proposal Program Process

The Unsolicited Proposal Program (UPP) ensures that the business interests
of both parties are fully protected and acknowledged. The UPP process has
been developed based on three steps:

] Initial consideration.
n Discussion and evaluation.
[ Acceptance or denial.
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Initial Consideration

A preliminary review of each unsolicited proposal is performed to determine
whether:

[ It meets the definition of an unsolicited proposal and is not a marketing
initiative.
[ It offers potential benefit to the business and competitive objectives of

the Postal Service and is not already under consideration by the
organization.

[ It does not contain confidential or proprietary information not protected
by a copyright or patent.

Unsolicited proposals must offer innovative ideas and concepts related to a
Postal Service line of business. Submittals that meet this standard are
forwarded to the organization within the Postal Service that is responsible for
the operation potentially affected by the proposal.

If the unsolicited proposal is determined to be incomplete, the responsible
unsolicited proposal coordinator will send a letter to the submitter. The letter
will advise that the proposal is incomplete, specify what is missing, and
request the necessary information.

Discussion and Evaluation

After the organization conducts its initial review, and, if the unsolicited
proposal is deemed innovative and potentially beneficial to business
objectives, the submitter will be asked to provide either a more complete
written proposal and/or an oral presentation to a purchase/SCM team within
the Postal Service. Confidential or proprietary information should not be
presented at this stage of review.

If a more thorough evaluation of the proposal can be gained only by the
review of confidential or proprietary information, the Postal Service will
consider entering into a Nondisclosure Agreement (NDA) with the submitter
which ensures privacy and confidentiality and the Postal Service’s protection
of information. NDAs are available from Assigned counsel and may not be
entered into before consultation with assigned counsel.

The submitter will be notified if the Postal Service determines that the
unsolicited proposal is not potentially beneficial.

Acceptance

Following the discussion and evaluation stage, if the Postal Service accepts
an unsolicited proposal, the contracting officer will start to negotiate a
contract with the submitter. Terms of the contract will control rights to use
the idea or concept. However, entering into discussions and negotiations
does not guarantee that a contract will be entered into.

Denial

The Postal Service may determine at any point in the process that further
pursuit of the unsolicited proposal is not in its business interests and that
both parties should discontinue further discussions. Contents of discussions,
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evaluations, and negotiations will not constitute any binding obligation on the
part of either party until a contract is executed.

1-18 Develop Logistics Support Strategy
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1-18.1

Logistics is defined as that part of the supply chain process that plans,
implements, and controls the efficient, effective forward and reverse flow and
storage of goods, services, and related information between the point of
origin and the point of consumption to meet client needs. Some supply
chains include return processes, or the reverse flow of goods, in addition to
outbound delivery (e.g., the return and replacement of repairables, packing
materials, or damaged goods). Logistics planning will address these
considerations.

The Postal Service encourages the practice of results-based logistics to
optimize the flow of materials through the supply stream. Results-based
logistics stresses speed and reliability over quantity. Because of the expense
associated with managing large quantities of material, SM focuses on the
swift and reliable supply and maintenance of material essential to proper
operation of a product or service, as opposed to managing large quantities
of inventory on its own.

The item manager is responsible for developing, implementing, and
monitoring the performance of a logistics strategy for the product(s) required
by the client. The client and the purchase/SCM team will support the
development of the strategy, with the client having approval authority. While
a number of Postal Service organizations, systems, and processes exist for
logistics support, the common factors are:

[ Operating concept, including operational availability requirements.
n Product description.

[ Development and deployment schedules.

[ Maintenance concepts.

| Current and projected demand patterns.

[ Supply concepts.

[ Data requirements.

[ End-of-life management.

[ Risk analysis.

Operating Concept

Logistics is required to ensure continuous support of a client’s operational
needs, which are defined in Section 1-1, Define and Understand Client
Needs, Goals, and Strategies. This information should include how reliable
the client expects the product to be and how quickly it needs to be available
from the time the need is identified. This information drives what types of
support must be acquired, in what quantities, and where it must be
positioned to meet the needs.
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Product Description

What the product is will also drive what type of support is required.
Commodities will have unique characteristics that will influence the logistics
required. For example, mail processing equipment will require major
transportation to get to installation sites, trained technicians to install and
maintain, tools and test equipment for diagnostics and repair, and spare
components and supplies to keep the equipment operational.

Development and Deployment Schedules

This factor comprises two elements — time and location. Time determines
how quickly logistics solutions have to be in place and can be broken down
into further elements such as research and development (R&D), production,
testing, and deployment. Sufficient allocation of time for the item manager to
perform reliability and maintainability analysis, comparative analysis with
existing products or systems, and coordination of the distribution and
information networks will create opportunities for major TCO savings
throughout the rest of the operational life cycle. Additional information on
TCO can be found in Section 1-7, Develop Preliminary TCO Estimates.

Location can be broken down into production and operational locations. If a
supplier has multiple potential production locations, there are opportunities
for reducing distribution costs by analyzing routing costs between the
production locations and operational sites. For example; if a supplier has
production capabilities in New Jersey, lllinois, and California and the major
operational sites are on the West Coast, production in California would be
encouraged to reduce transportation costs. Matching this knowledge with
the expected demand patterns for replacement or sustaining products (parts
or consumables) enables a distribution plan to be developed — direct from
supplier or to one or more distribution facilities.

Maintenance Concepts

Maintenance concepts are based on the product, its complexity, and how it
will be used. The goal of the maintenance concept or strategy is to assure
the operational availability specified by the client. A wide variety of support
options are available to the maintenance planners, ranging from 100 percent
supplier support to 100 percent Postal Service support. Product reliability,
availability, and maintainability factors will drive determinations of levels of
maintenance, skill sets, staffing, diagnostic equipment, tools, parts,
consumables, and quantities.

A key factor often overlooked when developing a maintenance concept is
that many products also use related consumables or supplies, such as
cleaning supplies and computers. Demand analysis to establish sourcing,
quantities, and storage location decisions must also be performed for these
products. The maintenance concept will be formalized into a maintenance
plan and documented in a joint integrated logistics support plan (ILSP), in
accordance with Management Instruction AS-520-2004-10, Integrated
Logistics Support for Capital Equipment.
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Current and Projected Demand Patterns

To determine current and projected demand patterns, two elements must be
considered — the use of standardized products already in use by the Postal
Service and the use of current or similar demand information as the basis for
projecting future needs. The use of standardized products, already in use by
the Postal Service, will allow for optimizing strategic sourcing, consolidation
and synergy of demand, and simplification of ordering. The item manager will
assure that suppliers have access to the listings of standard products for use
in the development phase of any new products or equipment. Publication
112, Spares, Parts, and Equipment Catalog (SPEC), lists all stocked parts
and is available to suppliers by subscription from Material Management
Technical Data. If it is determined that a purchase should be made, the
contract should call out the use of these items and ask for explanations if the
items are not used.

The second element is using current or similar demand information as the
basis for projecting future needs. Existing items may or may not be used on
the new product or equipment. If they are being used, then the item manager
will analyze whether the new product or equipment will influence the demand
utilization patterns. User or maintenance data should be reviewed to
understand what the demand drivers are for this item and what opportunities
exist to change the drivers to reduce overall demand and TCO. For example,
moving to a better quality item may cost slightly more, but significantly
reduce demand over the life of the product. Once this is done, the item
manager must fold in the projected usage for the new product or equipment
into the existing item forecasts and adjust the replenishment schedules
accordingly. If the product or equipment is not in the existing catalogs, then
a provisioning analysis needs to be done (see below).

A slight variation of these techniques can be used when the Postal Service
does not currently supply the exact item being proposed, but has similar
items being used in similar situations. In these instances, the item manager
can use comparative analysis to extrapolate the existing demand into future
projections. This can be carried one step further and consideration given to
simply adding the new item and its demand to an existing strategic sourcing
contract.

Supply Concepts

From the operating and maintenance concepts, an approach can be
developed on how the product or equipment can be sustained over its life
cycle with parts and supplies (a.k.a. a supply concept). This concept
addresses what needs to be supplied, where, when, by whom, and how.
Some of the common elements are:

] Provisioning analysis.
u Consumables.

m Test equipment.

[ Quality.

[ Distribution plan.

n Customer service.
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[ Process improvement.
[ Data requirements.
n End-of-life management.

[ Risk analysis (the Postal Service logistics philosophy is to manage risk
through speed and reliability, not quantity).

Provisioning Analysis

Provisioning is the process of deciding what parts and supplies will need to
be replenished, at what organizational level, and in what quantities. Some of
the tools used are work breakdown structure (WBS), mean-time-between-
failure (MTBF) rates, reliability analysis, and allocated supply cycle times.
MTBF calculates the average amount of time a component or part takes to
fail.

Consumables

Consumables are often required in daily operations and to sustain the
product or equipment. They may comprise such things as cleaning solutions
and swabs or the paper and labels required by printers associated with the
end items. Frequently, different consumables are managed by different
CMCs other than the one acquiring the item. The client and item manager
must assure that these other offices are brought into the process early in the
development cycle and are kept fully involved throughout the life cycle. The
CMC with the primary purchasing responsibility should lead the coordination
effort.

Test Equipment

Test equipment is equipment classified as required to diagnose product or
equipment deficiencies or to test that adjustments or repairs have been
successful. Test equipment can be as simple as templates or jigs or as
complex as extensive computer equipment. Test equipment must also be
analyzed for support requirements such as operating concepts, maintenance
concepts, and individual supply concepts.

Quality

Quality should be considered at the beginning of the design process. Use of
suppliers with demonstrated high-quality standards and programs can
greatly enhance on-time deployment and reduce the risk of early failures.
Reliability and maintainability are part of the ILSP developed by
Maintenance, but must be sustained by the item manager throughout the life
cycle.

Distribution Plan

When making distribution decisions for a single item, there must be a
systematic approach to determining the most cost-effective and efficient
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means of distribution. Three common options of warehousing and
distribution are:

[ Supplier provides storage and distribution, or direct vendor delivery
(DVD) and manufacturer delivery — after the item is purchased, the
supplier is responsible for storing the item and distributing it to the
Postal Service client destination. The costs associated with storage
and distribution are built into the purchase price for the item.

[ Postal Service-provided storage and distribution, through the Material
Distribution Centers (MDCs) or other Postal Service facilities — the
Postal Service assumes responsibility for the item once it is purchased,
provides storage and distribution of the item, and incurs the associated
costs directly.

] Logistics service providers — third-party logistics (3PL) providers,
Critical Parts Centers (CPCs), fourth-party logistics (4PL) providers,
and virtual service providers. 3PLs provide logistics services under
contract. 4PLs manage other logistics providers under contract. A
virtual service provider assembles a number of physical logistics
providers into strategic alliances that encourage sharing of their
facilities to achieve the pooling of warehousing and transportation over
a wide geographical area. It is possible to have a virtual purchase, a
virtual transportation provider, and an integrated extended logistics
enterprise hub. The Postal Service may contract with commercial
logistics providers to store and/or distribute the item after purchase
and then pay the providers for their services.

The storage and distribution costs associated with each of these options
may differ from each other and may vary depending on the specific item. In
addition, some items could potentially use a combination of these options.
As a result, when purchasing an item, it is critical to evaluate the different
viable storage and distribution alternatives and select the one that is most
cost-effective and efficient. Cost-modeling tools are effective in this
evaluation and selection. The Postal Service uses the Order Fulfillment Cost
Analysis Tool (OFCAT) for making storage and distribution decisions in
cooperation with Postal Service and 3PL transportation providers. The
OFCAT is a cost estimation tool that can be used to evaluate postpurchase
warehousing and distribution costs. Transportation allocations are
addressed by the Transportation Solution Determination Process.

Customer Service

Customer service is an integral part of customer satisfaction that provides
the customer with the ability to know where to go with questions and to
resolve problems. Customer service can be internal to the Postal Service or
provided by a supplier or through a third-party provider. The purchase/SCM
team, in coordination with the client, needs to assess what types of
questions the customers may have, what data they may need, how to
capture and resolve problem calls, and what reports need to be provided to
the item manager and contracting officer. Reports should provide insight into
the types and frequency of calls, as well as the supplier’s performance.
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National Materials Customer Service provides help-desk support for parts,
supplies, and equipment.

Process Improvement

Process improvement is a formal process for the Postal Service and its
suppliers to understand support processes, monitor execution, and identify
opportunities to reduce the TCO. While this may appear to be counter to a
supplier’s maximization of profit, performance improvement goals and
incentives should be considered to provide opportunities for shared benefits.
Some examples of where improvements can be found are:

[ Failure analysis — examining why failures occur and under what
circumstances. Reduction or elimination of failure will increase the
availability of product, reduce usage, and reduce the maintenance and
replenishment costs.

] Cycle-time analysis — documenting the time processes in the supply
chain and the wait time between processes. Reduction in cycle times
can reduce the time in production, time to the customer, and the
amount of inventory required.

] Cost analysis — understanding what drives the costs or the use of the
products. Cost drivers can arise at any point in the supply chain, from
raw materials through manufacture to use by the ultimate customer.

Data Requirements

Certain types of information are required from the supplier and should be
defined up front during this phase. Data requirements are the information
needs of the client, the supplier, the purchase/SCM team, and the
supporting Postal Service infrastructures. Requirements should be defined
for information flows that are necessary (input and output) and the data
systems that will be used to manage the product. This is especially critical for
any IT needs.

Investment Recovery

Opportunities for investment recovery need to be identified for the existing
product that is being replaced and, during preplanning, for when the new
products are to be replaced. In the former, the issues include, but are not
limited to, what to do with the displaced product, how to write off any
remaining depreciation value, and how to phase out the supporting assets
(parts, test equipment, supplies, etc.) while the old product is being phased
out. For investment recovery of new equipment, potential disposal issues
and opportunities for recouping any of the Postal Service costs need to be
identified. Additional information on investment recovery can be found in
Section 2-12, Develop Preliminary Investment Recovery Plan.

Risk Analysis

Risk analysis should be performed in conjunction with the development of
the logistics support strategy. Additional information can be found in Section
1-15, Manage Risks.
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Other Topics Considered

Section 1-7, Develop Preliminary TCO Estimates.

Section 1-9, Develop Demand Management Strategy.

Section 1-15, Manage Risks.

Section 2-12, Develop Preliminary Investment Recovery Plan.

1-19 Update Business Justification

April 1, 2023

1-19.1

A preliminary business justification was developed in Section 1-4, Prepare
Preliminary Business Justification for the Need. It is updated during the
Conduct Make vs. Buy Decision Analysis task. This phase focuses on
assessing whether the preliminary business justification was realistic. The
updated business justification should be accurate and complete and must
provide all the information required for senior management to make an
informed investment decision.

The aims of updating a business justification are to:

[ Establish that the preferred option (make vs. buy) meets the business
need.

[ Justify the need for investment.

] Produce an effective supplying strategy.

] Demonstrate that the preferred solution represents value.
m Confirm that the planned investment is affordable.

When updating a business justification, it is necessary to build on the factors
of strategic fit, achievability, affordability, business options, and commercial
availability.

Strategic Fit

Strategic fit explains not only how the scope of the proposed project fits
within the existing business strategies of the client organization but also the
compelling case for change in terms of the existing and future operational
needs of the organization. Contents within the strategic fit category help
answer the questions of “Why must this be done?” and “What are the
objectives that this project will support?” The following should be analyzed
during this stage:

[ Business need — reexamine the business need that will be met by the

project and further explain why the project is needed at the present
time.

[ Key benefits to be realized — should be realistic and align to the client
organization’s strategic objectives.

[ Key risks — outline the main business risks such as continuing need
for the project and changes in the business direction; service risks
such as the lack of internal skills to implement the required projects;
and external risks such as changes in the supplier market.
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n Critical success factors — determine what will constitute success for
the project.

[ Key stakeholders — reexamine the key stakeholders and their
contribution to the project. Identify any potential conflicts between
different stakeholders and their concerns.

Detailed assessments should include reviews to ensure that objectives are
specific, measurable, achievable, and realistic.

Refer to Section 1-15, Manage Risks, for a detailed discussion on managing
risks.

Achievability

Achievability is concerned with the capability of both the client and other
Postal Service organizations to manage a successful business project. This
section presents the actions that will be taken to support the achievement of
intended outcomes mentioned in the preliminary business justification
document. Detailed assessment within this aspect should include project
planning, risk management, benefit realization, purchase strategy, and
training strategy.

Affordability

Affordability confirms whether the planned investment is affordable. Revision
of estimates is based on information provided during the Conduct Make vs.
Buy Decision Analysis task, taking into account any changes in requirements
for internal costs in light of different solutions.

Estimates of the projected TCO should be considered when analyzing the
topic of affordability, including:

] What are the expected costs?

] When costs will be incurred?

] How costs will be monitored?

] Who will be responsible for each cost?

Business Option Appraisal

This component of the business case investigates business options for
meeting the need with the highest ratio of benefits to cost, combined with
appraisal of risk. Key selection criteria for a particular option include:

[ Meeting the investment objectives.
| Aligning with the business strategy.
] Achieving a ROl in terms of economy, efficiency, and effectiveness.

[ Making best use of both client and Postal Service organizational
capabilities and capacities.

[ Matching resource and funding capabilities.
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1-195 Commercial Availability

Commercial availability carefully reexamines options for sources to meet the
business need (i.e., partnerships, existing supplier arrangement, or recruiting
new suppliers).

1-196 Other Topics Considered
Section 1-4, Prepare Preliminary Business Justification for the Need.

Section 1-15, Manage Risks.
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2 Postal Service Supplying Practices
Process Step 2: Evaluate Sources

2-1 Develop Purchase Plan

April 1, 2023

2-11

General

A purchase plan provides the overall strategy to accomplish and manage a
purchase and is usually prepared under the general direction of the
Commodity Sourcing Strategy Plan (CSSP), which is discussed in

Section 7-2, Develop Commodity Strategy. The complexity of the purchase
plan depends on the nature of the purchase and its effect on the Postal
Service’s business and competitive objectives. A purchase plan should set
forth the Postal Service’s objectives and tactics to obtain the best value in a
specific purchase and should help the purchase/SCM team focus on the
aspects of best value sought by the Postal Service.

Written purchase plans are required for all competitive and nhoncompetitive
purchases valued at $1 million or more, including any modification that
significantly changes the scope or nature of the goods or services from that
which was fairly and reasonably contemplated by the original contract. See
Section 5-8.9, Change Orders, that a modification for which the contracting
officer determines the action not be within the scope of the contract should
be treated as a new purchase or as a noncompetitive purchase, and is
subject to the requirements of Section 2-10, Determine Extent of
Competition, and Section 2-41, Obtain Selected Reviews and Approvals.
Based on the particular circumstances of a purchase (contract award or
modification action), waiver of the requirement for a written purchase plan
may be approved by the VP SM. However, a modification for a one-time
period of performance extension of no greater than 5 months which exceeds
$1 million does not require a purchase plan or a waiver.

For lesser-dollar values, purchase/SCM teams should consider the
complexity of the purchase, and decide whether a written plan is necessary.
Regardless of the dollar amount of the purchase, plans should always
contain a concise, clear statement of the facts, the best value the Postal
Service is seeking, the rationale supporting the proposed purchase, and the
business processes that will be employed so that the Postal Service obtains
best value. Plans should also allow some project flexibility and provide
stakeholders and review and approval authorities enough information to
make informed decisions.
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Purchase Method Recommendation Planning

To allow sufficient time for purchase planning and as early as possible after
the determination of a purchase requirement, the requesting organization
should contact the relevant SM purchasing organization to discuss
upcoming requirement and jointly develop the purchasing strategy for how
best value can be obtained. One of the most important elements of effective
planning is the purchase method recommendation, which is the
recommendation as to whether the purchase should be made competitively
or noncompetitively. This recommendation must occur and be approved
before the publication of any requirement, prequalification of potential
suppliers, or release of any solicitation or request for proposal (see Section
2-41.3.3, Reviews and Approvals of Purchase Plans). The approach to the
purchasing strategy should occur prior to the completion of the Justification
of Expenditure or the Decision Analysis Report. The relevant purchasing
organization will assist in conducting market research and provide any other
needed expertise for purchase method finalization. Depending on the nature
of the purchase, the proper data and analysis to make a recommendation
may be obtained through the following:

n Spend analysis.

] Market research.

[ Extent of competition in the market place.

n Switching cost analysis.

See Section 2-10, Determine Extent of Competition, for more information.

Components of a Purchase Plan

Competitive Purchases

As discussed in Section 2-1.1, General, a purchase plan should be concise
and informative, providing a clear understanding of the best value sought
and the business processes that will be used to attain that value. The
following list shows the components the plan should address:

1. General Information.

2 Purpose of the Purchase.
3. Purchase History.
4

Statement of Objectives (SOO) | Statement of Work (SOW) |
Specifications.

5. Conflicts of Interest.

u Organizational.

[ Use of Consultants or Professional Services.
u Other.

Sustainability.

Mandatory Sources.

Union Notification | Article 32.

Price Estimate and Funding Availability.

= © ® N o

0. Delivery Schedule | Period of Performance (Including Options and/or
Renewals).
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11.

12.

13.

14.

15.

16.
17.
18.
19.
20.
21.

22.
23.
24.

25.

Market Research.

[ Request for Information Use.

[ Supplier Diversity.

[ Competitive Designation.

n Publicized Competition.

] Limited Competition.

[ Formal Prequalification.

n Supplier Participation List.

Sourcing Strategy.

n Single or Multiple Awards.

n Sourcing Tools.

Contract Type.

n Contract Type Selection.

[ Incentive Components.

Ordering.

u Ordering Process.

[ Multiple Awards — Further Competition Plans.
Proposal Evaluation Members and Approach.
[ Components of the Proposal Evaluation Strategy.
Best Value.

Proposal Evaluation Factors.

Proposal Evaluation Scoring.

Price/Cost Analysis.

Total Cost of Ownership (TCO).

Special Considerations.

[ Interdependencies with other Projects, Contracts and/or
Purchases.

] Technology Compatibility or Integration Requirements.

[ ] Bonds, Insurance, Taxes, and/or Performance Guarantees
Requirements.

u Other Considerations.

Subcontracting Plan.

Supplier Reporting.

Contract Administration.

n Contracting Officer's Representative (COR) Appointment.
[ Quality Assurance | Warranty | First Article Testing.

[ Payment Discounts or Unique Terms.

Privacy Protection and Security Considerations (including Information

Technology).

| Security Clearances.

[ Access to Postal Service Systems or Information.
[ Access to Postal Service Facilities.
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26. Data Rights and Intellectual Property.

27. Required Property or Facilities.

28. End of Contract and Knowledge Transition Services.
29. Supply Chain Management Impact.

30. Risk Assessment and Risk Management.

31. Key Milestones | Schedule.

32. Required Reviews and Approvals.

33. Signatures (Preparer, Review, and Approvals).

Noncompetitive Purchases

A purchase plan for a noncompetitive purchase should be concise and
informative, providing a clear understanding of the best value sought and
business processes that will be used to obtain that value. The
Noncompetitive Purchase Request (NPR, see Section 2-10, Determine
Extent of Competition) should be approved prior to the completion and
submission of the purchase plan for review and approval. In addition to the
information required by the NPR, the following elements should be
addressed in a noncompetitive purchase plan. Purchase/SCM teams should
focus on these elements and any others that will help to obtain the best value
for the Postal Service:

1. General Information.

2 Purpose of the Purchase.
3. Purchase History.
4

Statement of Objective (SOO) | Statement of Work (SOW) |
Specifications.

5. Conflicts of Interest.

[ Organizational.

] Use of Consultants or Professional Services.
] Other.

Sustainability.

Mandatory Sources.

Union Notification | Article 32.

Price Estimate and Funding Availability.

= © © N o

0. Delivery Schedule | Period of Performance (Including Options and/or
Renewals).

11. Market Research.
[ Request for Information Use.
[ Supplier Diversity.
] Competitive Designation.
n Publicized Competition.
n Limited Competition.
] Formal Prequalification.
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12. Sourcing Strategy and Future Purchases.
n Single or Multiple Awards.
13. Contract Type.
n Contract Type Selection.
[ Incentive Components.
14. Ordering.
u Ordering Process.
[ Multiple Awards — Further Competition Plans.
15. Proposal Evaluation Members and Approach.
[ Components of the Proposal Evaluation Strategy.
16. Negotiation Plan.
17. Proposal Evaluation Factors.
18. Proposal Evaluation Process.
19. Price/Cost Analysis.
20. Total Cost of Ownership (TCO).
21. Special Considerations.

[ Interdependencies with other Projects, Contracts and/or
Purchases.

] Technology Compatibility or Integration Requirements.

[ ] Bonds, Insurance, Taxes, and/or Performance Guarantees
Requirements.

u Other Considerations.
22. Subcontracting Plan.
23. Supplier Reporting.
24. Contract Administration.
n Contracting Officer's Representative (COR) Appointment.
n Quality Assurance | Warranty | First Article Testing.
[ Payment Discounts or Unique Terms.

25. Privacy Protection and Security Considerations (Including Information
Technology).

] Security Clearances.
[ Access to Postal Service Systems or Information.
[ Access to Postal Service Facilities.
26. Data Rights and Intellectual Property.
27. Required Property or Facilities.
28. End of Contract and Knowledge Transition Services.
29. Supply Chain Management Impact.
30. Risk Assessment and Risk Management.
31. Key Milestones | Schedule.
32. Requirement Reviews and Approvals.
33. Signatures (Preparer, Review, and Approvals).
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Purchase Plan Review and Approval

All purchase plans valued at $1 million or more must be reviewed and
approved by the appropriate approval authority. The approved purchase
plan must be included in the contract file. Should a purchase plan provide for
a period of performance, including options if applicable, which exceeds eight
years in the aggregate, such period of performance must be reviewed and
approved prior to solicitation by a portfolio manager. See Section 2-41,
Obtain Selected Reviews and Approvals, for more information.

Other Topics Considered

Section 1-7, Develop Preliminary TCO Estimates.

Section 1-13, Revisit/Update Resource Assessment.

Section 1-15, Manage Risks.

Section 2-2, Start Request for Proposal (RFP) Development.

Section 2-8, Conduct Spend Analysis.

Section 2-10, Determine Extent of Competition.

Section 2-11, Develop Life Cycle Support Plan.

Section 2-14, Clarify Data Rights and Intellectual Property Issues.

Section 2-18, Select Contract Type and Period of Performance.

Section 2-20, Develop and Finalize Sourcing Strategy.

Section 2-22, Prequalify Suppliers.

Section 2-41, Obtain Selected Reviews and Approvals.

Section 5-8, Contract Modifications.

Section 7-2, Develop Commodity Strategy.

2-2 Start Request for Proposal (RFP) Development

68

Once a decision has been made to purchase the requirement, an RFP is
required. A Statement of Objectives (SOO0), Statement of Work (SOW),
specification, or product description must be developed before issuance,
because these solicitation documents guide the content for the RFP. Well-
written requirements documentation details postal objectives, supplier
performance metrics, clarifies expectations, establishes ground rules, and is
a prerequisite to successful purchasing and contract performance.

Adequate preparation time must be allowed to ensure that the RFP’s SOO,
SOW, specification, or product description properly describes the
requirement and conditions, without being so prescriptive that opportunities
to achieve innovation for best value evaluation are lost. A preliminary RFP will
be developed at this stage; review and finalize RFP activities will be
conducted during the Perform Solicitation-Related Activities task of USPS
Supplying Practices Process Step 2: Evaluate Sources.

The purchase/SCM Team is responsible for developing the RFP. See 1-10.2.2.
Approval requirements are further outlined in Section 2-24, Review and
Finalize Request for Proposals (RFP). The contracting officer, in consultation
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2-2.1

2-2.2

with the internal business partner, will determine whether to solicit prequalified
suppliers, using a broad or limited group of suppliers, and/or other suppliers
within the commodity market. The latter is preferred when:

[ A list of prequalified suppliers does not exist, and no suitable sources of
supply can be identified (Section 2-22, Prequalify Suppliers).

m Sources of supply have been identified as insufficient (Section 1-14,
Develop, Issue, and Analyze Responses from RFI).

When doing so will further the competitive interest of the Postal Service, the
contracting officer may decide that overall demand for a type (or types) of
goods or services makes it more effective to issue an RFP for an expanded
list of requirements, rather than for a specific internal business partner need.
In these situations, the contracting officer and the purchase/SCM team
should consider Sections 2-8, Conduct Spend Analysis and 2-20, Develop
and Finalize Sourcing Strategy topics.

Requests for Proposals

The RFP package falls broadly into two parts — the formal and procedural
requirements, which should be standardized as much as possible, and the
less-formal SO0, SOW, specifications, or product descriptions that is unique
to each purchase.

When drafting RFP documentation, it is important to keep cost and technical
requirements separate, because these may be evaluated separately by
different individuals within the purchase/SCM Team. The formal and
procedural part of the RFP may also require suppliers to provide necessary
cost or pricing data to support a determination of price reasonableness or
cost realism.

The RFP outlines qualitative and quantitative project expectations, as well as
project assumptions. These will dictate the amount of oversight and
administrative management required of the purchase/SCM team over the life
of the contract. It is therefore critical that developers of the RFP discuss its
content with stakeholders during preparation to ensure that foreseeable
factors affecting contract performance are addressed.

Statement of Objectives

The SOOQ is a brief document incorporated into the RFP that describes the
basic, high-level objectives of the purchase that potential suppliers are
required to support. It is used in lieu of a formal SOW to provide potential
suppliers the flexibility to develop cost-effective solutions and the
opportunity to propose innovative alternatives to meet Postal Service
objectives. Because of its nature, the SOO is often used in performance-
based contracting, which emphasizes what will be performed as opposed to
how it will be performed.

The SOO establishes the basic needs of the Postal Service, including
performance, price, and quality. The language of the SOO must be
streamlined to avoid “how to” direction while clearly stating all essential
operational requirements. It may be broad and flexible with respect to

69



70

2-2.3

2-2.4

2-2.5

Supplying Principles and Practices

deliverable material and certain procedures and specifications, to the extent
that it protects client interests.

The SOO is the common basis for detailed responses submitted as a part of
a proposal. The use of an SOO over an SOW should be strongly considered
when appropriate, because the SOO provides the opportunity for the
potential supplier to leverage its expertise in the determination of the best
solution for meeting the client’s needs.

Statement of Work

The SOW should be provided in the RFP when purchasing a service, rather
than an end product, because an SOW typically illustrates the characteristics
of how a deliverable-oriented project will be conducted. SOWs may include
specifications or product descriptions; whenever standard or modified
commercial products will meet Postal Service requirements, product
descriptions must be used instead of specifications. SOWs must describe
the work as precisely as possible and in enough detail to allow a best value
decision and effective contract performance.

An SOW typically comprises:

] Project scope.

[ Key assumptions.

[ Postal Service responsibilities.

[ Supplier responsibilities.

u Deliverable materials.

m Completion criteria.

[ Estimated schedule.

[ Additional requirements (specific to a particular offering or transaction).
[ Deliverable materials guidelines.

] Project procedures (such as the change control procedure, deliverable
materials acceptance procedure, and escalation procedure).

After determination of award, SOWSs are the standard for measuring
performance and are used by both parties to determine rights and
obligations under the contract.

Performance Work Statement

The performance-based SOW, often referred to as the performance work
statement (PWS), is the foundation of a performance-based contract. It is
more broad and less precise than an SOW, and describes the effort in terms
of measurable performance standards. These standards should include such
elements as “what, when, where, how many, and how well” the work is to be
performed.

Specifications

Specifications are generally used when purchasing an end item rather than a
service. Specifications must state the identified needs completely,
considering the nature of the commodities being purchased. Whenever
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standard or modified commercial products will meet these requirements,
product descriptions should be used instead of specifications.

Specifications may be stated in terms of:
| Function — so a variety of commodities may be considered.

] Performance — including the range of acceptable characteristics or
the minimum acceptable standards.

[ Design requirements — provide exact dimensions, materials, or
characteristics.

2-26 Product Descriptions

Whenever standard or modified commercial products will meet the client’s
needs, product descriptions should be used instead of specifications.
Product descriptions should include:

] A common generic identification of the item.

] Known acceptable brand-name products, identified by model or
catalog number, and the commercial catalogs in which they appear.

n The name and address of the manufacturer or distributor of each
brand-name product referenced.

[ The application or use of the product.
] A description of any required modification.

2-27 Other Topics Considered
Section 1-14, Develop, Issue, and Analyze Responses from RFI.

Section 2-8, Conduct Spend Analysis.

Section 2-20, Develop and Finalize Sourcing Strategy.

Section 2-22, Prequalify Suppliers.

Section 2-24, Review and Finalize Request for Proposals (RFP).

2-3 Update/Refine Total Cost of Ownership Analysis

2-31  TCO Analysis

TCO refers to the total cost incurred over the life cycle of an item,
encompassing purchase, use, maintenance, support, and disposal. A TCO
analysis exposes the hidden costs easily overlooked during budget planning
or when making purchase decisions. As a result, it becomes possible to yield
higher savings by optimizing relevant cost elements.

2.32 TCO Estimate

Estimating the TCO is not a one-time event; accuracy and inclusion must be
maintained throughout the life cycle. Preliminary estimates are required when
determining whether a project is feasible in terms of a make vs. buy decision
analysis. However, preliminary estimates are the most difficult to obtain and
the least accurate because very little detail is known in the early stages of the
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life cycle. A preliminary estimate of TCO took place during USPS Supplying
Practices Process Step 1: Identify Needs. A more complete TCO estimate
must be calculated in Postal Service Supplying Practices Process Step 2:
Evaluate Sources.

The TCO estimate should be at or below the funding objective established
during Assess Resources activities of the Conceptualize Need task of USPS
Supplying Practices Process Step 1: Identify Needs for the project to be
sustainable. Otherwise, the purchase/SCM team should revisit the
requirement and the RFP documentation to make appropriate adjustments.

When adjusting cost estimates, prior activities provide valuable input for cost
estimation. Prior activities may exhibit cost needs across business areas and
functions and may also identify external costs that may have a bearing on the
TCO. The quality and detail of the input have a significant bearing on the
resultant quality of the TCO estimate.

TCO Formula
The TCO formula laid out in USPS Supplying Practices Process Step 1:

Identify Needs still applies:
TCO =P + PresentValueof O+T+M+W+E — §)

Where:
P = Purchase costs; purchase price of a product or service.
O = Operating costs; costs to run a product or service.
T = Training costs; costs to train users.

M = Maintenance costs; costs to maintain the product or support
the service.

W = Warehousing and distribution costs.

E = Environmental costs; costs to upgrade to environmentally
friendly standards.

S = Salvage value; costs to scrap the product or service at the
end of its useful life.

During the Prepare Project task of Postal Service Supplying Practices
Process Step 2: Evaluate Sources, it is essential to analyze and adjust the
cost element against newly acquired information since the development of
the preliminary TCO estimate. Figure 2.1 summarizes the possible cost
elements and potential sources.
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Figure 2.1

Cost Elements and Potential Sources

Source of Reference

RFP, SOO,
SOw,
Item Specifications, Logistics
Unsolicited | Purchase | and Product Project | Resource Support Business

Cost RFI | Proposal History Description Plan Assessment | Plan Justification
Purchase v v v v v
Operating v v v v v
Training v v v v
Maintenance v v v v v
Warehousing v v v v
and
Distribution
Environmental | v v
Salvage v v

2-3.4

If the updated TCO exceeds funding objectives, the purchase/SCM team
should adjust the requirement or obtain additional funding from the client to
ensure that objectives become financially feasible. Such analysis and
adjustment should take place before proceeding to the Formulate Project
Budget and Request Funding topic of the Prepare Project task of Postal
Service Supplying Practices Process Step 2: Evaluate Sources.

Other Topics Considered

Section 1-7, Develop Preliminary TCO Estimates.

Section 1-5, Assess Resources.

Section 1-13, Revisit/Update Resource Assessment.

Section 2-4, Formulate Project Budget and Request Funding.

2-4 Formulate Project Budget and Request Funding

April 1, 2023

A project’s budget evolves from the Prepare Preliminary Business
Justification for the Need and the Assess Resources topics of the
Conceptualize Need task of USPS Supplying Practices Process Step 1:
Identify Needs. For project management purposes, the project manager
appointed by the client organization must analyze the budget in further detail
and with greater structure to support subsequent control and reporting.
Once the budget has been determined, appropriate funding is requested.

All projects follow the procedures outlined in Handbook F-66, General
Investment Policies and Procedures. For projects specifically related to SCM,
additional procedures must be followed (as outlined in the SCM impact
section below).
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Budget

A project budget is the estimated financial plan for a project for which
funding is required. The budget document includes the expenses that the
client organization anticipates to incur for a specified period of time, as well
as earned income that will be generated during the course of the project.
Every project, no matter how simple, needs to have a budget that sets limits
on how much money is spent on each activity. A budget is a pivotal tool that
is used by many project teams within the Postal Service as a baseline to
determine whether the project is on track. For the client, the budget
correlates directly to the success of the effort.

Budgets are usually set and managed for the duration of the project. In some
cases, the client might prefer to work with a separate budget at each stage
or phase of the project.

Request Funding

A preliminary funding assessment was conducted during the Assess
Resources activities of the Conceptualize Needs task and was updated
during the Revisit/Update Resource Assessment topic of the Decide on
Make vs. Buy task of USPS Supplying Practices Process Step 1: Identify
Needs.

A business justification, which contains a discussion of the Postal Service’s
business needs and an assessment of the likely costs and potential benefits
of such needs, must be completed and submitted to begin the request for
funding process. The business justification is developed during the Prepare
Preliminary Business Justification for the Need topic of the Conceptualize
Need task and revisited in the Update Business Justification topic of the
Decide on Make vs. Buy task of USPS Supplying Practices Process Step 1:

Identify Needs.

Supply Chain Management Impact

For some SMSM projects, additional steps must be taken to formulate the
appropriate budget.

When the client begins to assemble the budget, it is helpful to prepare a
budget worksheet that includes the following:

] Categories of cost.

n Specific types of cost.

] The costs incurred each month.

n Total costs per category and type.
[ Total spend per month.

m Overall project cost.

A typical SCM project budget will show the various types of expenditure and
when they will be incurred, which subsequently allows the client to track
costs against the plan.
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Most commonly, the client will prepare an SCM project budget in a
spreadsheet format; an example is illustrated in Figure 2.2 below.

A budget worksheet typically includes a list of all personnel and
nonpersonnel expenses related to the operation of the project. The client
should anticipate costs that may be incurred once the project begins, as well
as any ongoing expenses for items that will be allocated to the project.
Nonpersonnel costs are considered indirect costs, which include items such
as travel, equipment, office supplies, and postage.

The list of budget items and applicable calculations should be summarized
on a worksheet. These worksheets can be essential to track whether the
project is on budget.

In addition, a tactical opportunity form must be completed to request
funding.

Other Topics Considered

Section 1-4, Prepare Preliminary Business Justification for the Need.

Section 1-5, Assess Resources.

Section 1-13, Revisit/Update Resource Assessment.
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Budget Worksheet

Figure 2.2
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2-5 Perform Value Chain Mapping and Analysis

Figure 2.3

Recognizing value in an organization or industry is a core competency for
successful management. “Value chain” is a term that denotes a process
comprising a number of related steps, with each step adding value to the
total outcome. Value chain analysis combines activity-based costing (ABC),
key performance indicators (KPIs), and maturity profiles to evaluate
performance and identify areas for improvement and priority setting. Value
chain analysis helps set the strategic direction for implementation of those
elements of SCM that are most important. For example:

] Which product categories should the Postal Service produce, improve,
and/or focus on?

u Which distribution network should the Postal Service consider?

[ Which improvement concepts should the Postal Service consider or
set as the priority?

Four primary tasks are involved in any value chain analysis:

] Interview key individuals in each product category to identify and
acknowledge future plans.

[ Baseline current costs, using ABC to provide a standard format.

[ Collect KPIs from interviews or from historical data in existing reports.

[ Prepare maturity scorecards for each product category/improvement
concept.

The analysis results drive the estimation of costs and potential savings that
can be achieved if investments are made in particular processes.

When analyzing the specific activities through which organizations can
create a competitive advantage, it is beneficial to view a model of the
organization as a chain of value-creating activities. It is important to note that
the perspective will differ based on the viewer’s position in the value chain.
Figure 2.3 illustrates a typical value chain.

Example of a Business Value Chain

Raw
Materials

>

Technology

_y-(Manufacturing| |  Logistics |_,,[ Marketing |_,, Sales _»| Customer

April 1, 2023

The value chain of a business process often begins with raw materials, to
which a business adds its particular technology. This could be process
technology, formula or packaging, ease of use, or some way of transforming
the raw materials into useful resources of benefit to the Postal Service.
Manufacturing follows technology; it adds value to technology, to generate
units for sale. The units for sale proceed through a logistics step, which
makes them available to the customer, either directly or indirectly through
distribution networks. Marketing is the next step; it adds the value of
positioning, advertising, image, and all that is necessary to enhance the
features and product benefits. The sales channel is leveraged for making the
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units available to the customer. Finally, the customer’s needs are met when
they purchase the product and/or service.

The business value chain illustrates how each step adds discrete value to the
business process output. Having maximum process effectiveness, then, is
defined as having every task and function in the process as productive as
possible. Tasks or functions are productive only if they directly add value to
the outcome. For example, securing the right raw material with the right
qualities and delivering it to the point of use clearly adds value to the
business process. However, actually filling out a purchase order, securing
approvals, transmitting requisitions, etc., creates no value to the outcome.
Thus, value chain mapping is an analysis that identifies the underlying
activity structure and enables better understanding of the value added (or
not) by each activity. Value chain mapping enables the organization to map
its value chain and recognize value sources or lack of value sources. It allows
the key player in the organization to identify areas of opportunity for value
optimization, as well as areas of potential risk.

Importance of Value Chain Mapping and Analysis

Value chain mapping and analysis are the keys to unlocking process gridlock
and achieving maximum process effectiveness. To begin, the item manager
and the selected suppliers map the complete steps of providing a material or
service, proceeding from the supplier to the end user, including the delivery
and use of the material or service. What emerges is a picture of the intricate
interlocking steps that span the supplier/purchaser relationship. The
opportunities for change emerge from seeking three goals:

| Achieving the best/lowest total costs, including all process,
transactional, and handling costs for the entire supply chain.

[ Pursuing the fastest cycle time performance.

| Identifying and implementing “best-in-class” practices for each core
activity, subprocess, or process.

The main purpose of value chain mapping and analysis is to create value that
exceeds the cost of providing the product or service and generates a profit
margin. The benefits of implementing various SCM improvements are
quantified; bottlenecks and high- / low-cost value processes are isolated.
Value chain mapping and analysis also provide an assessment of
competency in core areas. KPIs for each category are used to identify
efficiency and effectiveness.

Constructing a Value Chain Map

The Postal Service can create a value chain map by interviewing key
individuals within each product category to construct a detailed
representation of all steps involved in the process or flow of a product or
service, from raw material/creation to end-user consumption/use. Current
costs are then baselined, using ABC to identify the cost pools, or activity
centers, in an organization. Costs are assigned to products and services
based on the number of events or transactions involved in the process of
providing a product or service. ABC helps managers determine which steps
of a particular process are creating or eliminating value. This is similar to
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process flowcharts; the only difference is that each step is then categorized
into three types of work.

Figure 2.4 shows ten steps in a typical purchase process. Of these ten steps,

two are value-adding, four are essential, and four are non-value-adding.

[ Value-adding — tasks or work steps directly required to create the
product or service.

| Essential — tasks or work steps necessary to support a function, but in
and of themselves adding no direct value to the finished product or
service.

] Non-value-adding — tasks or work steps neither necessary nor
required to meet cost or quality standards for a given product or
service.

Figure 2.4
Example of a Value Chain Map

Value-Adding Essential Non-Value-Adding

Fill Out
Purchase Order

Purchase Order Approve
to Supplier Purchase Order
Supplier
- Schedules Production
Supplier
Manufactures Ay
: Receiving Accepts
Product/Service Supplier Delivers Products/Service
Product/Service - and
Calls User
User Uses User Receives User Arranaes
Product/Service Product/Service ang
For Delivery

2-53 Activity Based Costing

Once the value chain map of the process is finalized, the following tasks
should be performed to conclude the ABC analysis:

] Identify relevant costs and highlight cost drivers — ABC goes beyond
identifying and allocating supplier’s indirect costs to products and
services by identifying the drivers of such costs. Examples of cost
drivers are the number of orders, length of setups, specifications,
engineering changes, and liaison trips required. This identification
allows management to identify and implement cost-saving
opportunities.

m Analyze and produce activity costs (as-is) — ABC allocates as-is costs
to specific activities rather than departments or functions. These costs
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may include as-is labor costs, material costs, overhead, etc. Therefore,
it is the activity that drives the cost, and not the reverse.

m Analyze and produce activity costs (to-be) — ABC allocates to-be
costs to specific activities. To-be costs are costs that are associated
with the proposed project or purchase that the Postal Service would
like to invest in.

[ Assess the implications of potential changes — review all costs, and
determine whether the changes will have any effect on the
organization.

All steps in the process must be carefully reexamined to determine whether
each step is value-adding, essential, or non-value-adding. Detailed attention
should be given to value-adding and essential, rather than non-value-adding
activities. Non-value-adding activities should be considered for removal if it
is determined that performing the activities would increase cost and time to
adhere to the client’s need.

Key Performance Indicators

Value chain mapping and analysis help identify KPIs for each category in the
process. KPIs are directly measurable, process-oriented assessments of
performance that drive financial results. KPIs provide continuous feedback
on current performance and are measures of the effectiveness and efficiency
of the primary processes being performed to serve clients and end
customers.

Involve Suppliers in Planning

Supplier involvement can be a key element to successful SCM. During the
Conceptualize Need task in USPS Supplying Practices Process Step 1:
Identify Needs, the purchase/SCM team assessed the supplier community’s
perspectives on whether and how an outcome can be achieved. Maintaining
supplier involvement furthers Postal Service by reducing costs and time to
market, increasing quality, and creating stronger ties with suppliers. The
difference between ESI and involving suppliers in planning is in focus. In the
earlier practice the Postal Service sought the marketplace’s insight and
opinions on whether a requirement was feasible; during this task, the Postal
Service seeks the marketplace’s insight in obtaining best value.

Supplier involvement during planning aids the determination of the type and
content of the product or service sought and how the need can best be
communicated to the supplier community (SO0, SOW), specifications,
product descriptions). The elements necessary to successfully involving
suppliers during planning are:

[ Identification of the right suppliers.

] Communication.

] Purchase/SCM team project-level expertise.
[ Well-documented and understood guidelines.
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Identification of the Right Suppliers

The first step in supplier involvement is identifying suppliers that can
contribute to planning. Numerous methods are available for identifying the
pool of possible suppliers, most of which are chosen based on the Postal
Service’s history with existing suppliers. Information generated from
participation in ESI, RFls, past performance, and market research can be
particularly useful to the identification.

The suppliers involved should have the most up-to-date expertise /
capabilities with regard to the purchase. The depth of the suppliers’
knowledge of products or services will vary, so proper identification is
crucial.

Communication

Care must be taken to ensure that these conversations are not perceived to
be the promise of a future contract. Effective communication is required
among the purchase/SCM team, suppliers, and any other members of the
Postal Service involved. Communication is imperative for the suppliers to
effectively contribute; it enables the purchase/SCM team to:

[ Understand, collate, and analyze what is heard from suppliers.

n Engage with suppliers as equals and partners, taking their thoughts
and advice into consideration while retaining authority over the process
as a whole.

m Impart the results of supplier involvement to others clearly and
effectively.

| Share information among the project’s participants.

Well-Documented and Understood Guidelines

It is essential that the purchase/SCM team understands its roles and
responsibilities when suppliers are involved in planning. The purchase/SCM
team should prepare for the involvement by discussing and documenting the
guidelines it will follow throughout its interaction with the supplier
community, and the team must be aware of the Postal Service’s strategies
and objectives when deciding what information suppliers will be provided
with, and the information that will be sought from them. In addition,
procedures for the interaction should be documented and well understood
among the team members. The following should be considered:

[ The desired outcome and its strategic importance.

n Techniques for handling any initial and follow-up queries.

[ Awareness of precisely what suppliers can provide.

[ Understanding of what changes mean to project and/or program.

Information from suppliers will be generated during this task, so it is also
essential that all team members realize that, as a good business practice and
as required by law, it is imperative to ensure that suppliers’ business-
sensitive or proprietary data is not divulged to a third party or to Postal
Service employees outside of the purchase/SCM team. Additional
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information can be found in Sections 2-14, Clarify Data Rights and
Intellectual Property Issues, and 7-14, Privacy Considerations.

Purchase/SCM Team Project-Level Expertise

Once capable suppliers are chosen to participate in planning activities, the
goal is for them to validate the feasibility of the purchase and to generate
quality, cost, and cycle time improvements. To achieve success, the
purchase/SCM team must:

[ Welcome and listen to suppliers’ ideas.

| Compare and contrast the information received from the suppliers to
form an accurate overall impression.

| Translate outcomes into requirements in a way that is meaningful.

[ Maintain good working relationships with other departments.

m Demonstrate strong interpersonal and leadership skills.

] Cultivate a working knowledge of technology and processes.

[ Understand existing and potential suppliers.

m Understand which aspects of the requirement are variable and which
are fixed.

The purchase/SCM team’s knowledge of the requirement drives supplier
influence. It is crucial to understand the implications of supplier feedback,
and the purchase/SCM team must develop an adequate level of expertise to
enable an effective working relationship with suppliers and internal cross-
functional team members. Members must have enough expertise to ensure
that suppliers’ proprietary solutions do not become central to the success of
the purchase if doing so will harm the Postal Service’s business and
competitive interests.

As a result of involving suppliers in planning, a supplier‘s ideas may be
incorporated into the designing, testing, engineering, manufacturing, and
implementation of the purchase, and may result in inviting suppliers’
engineers into the Postal Service’s own engineering departments.
Successful supplier involvement may lead to:

| Developing new custom items with benefits of cost, quality,
functionality, and cycle times.

| Developing partnerships and long-term agreements with suppliers.

[ Designing out any waste and unnecessary features and functions
(value engineering).

u Substitutions based on what the Postal Service is currently using.

n Substitutions of standard items for parts/material/services with unique
specifications.

Other Topics Considered

Section 1-6, Involve Suppliers Early.

Section 1-10, Conduct Market Research and Benchmarking Analysis.

Section 1-14, Develop, Issue, and Analyze Responses from RFI.

Section 2-2, Start Request for Proposal (RFP) Development.
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Section 2-14, Clarify Data Rights and Intellectual Property Issues.

Section 7-14, Privacy Considerations.

2-7 Conduct Should-Cost Analysis

April 1, 2023
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Should-cost analysis reveals the cost at which a supplier should furnish an
item or service to the Postal Service, given reasonable economy and
efficiency of operations. It should not be confused with the cost analysis of a
proposal. Should-cost analysis focuses on continuously improving processes
and practices to meet or exceed supply chain requirements. The should-cost
analysis breaks down the component costs of a purchase, which give insight
into the ideal cost target. The analysis also helps define purchase costs, leads
to further refinement of the TCO, and helps ensure that the purchase will be
conducted with sufficient information.

The following areas are applicable to conducting a should-cost analysis:
] When to conduct.

n Sources for analysis.

] Possible results.

When to Conduct

A should-cost analysis can be complex and time consuming. It can be
conducted for large programs or individual projects and can result in
substantial savings to the Postal Service. The following circumstances are
conducive to conducting a should-cost analysis:

m Client or purchase/SCM team has little or no previous knowledge of

costs.

m Inadequate competition in the marketplace.

| Price analysis cannot determine whether a supplier’s price is fair and
reasonable.

[ ltem acquired has a history of increasing costs.

[ The purchase is at the point in the supply chain process when it is
defined and major changes are unlikely.

| Sufficient time and personnel are available to conduct the analysis.

[ Objective of driving cost reductions in the early stages of new product
development by challenging requirements, specifications, and
services.

] Current contracts with suppliers where any of the above criteria is met.

Sources for Analysis

Individuals involved in a should-cost analysis should include analysts from
the purchase/SCM team, as well as representatives from Finance,
Engineering, and other relevant technical specialists. They will draw from
public sources that include:

[ Industry benchmarks.
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[ Commodity market movements (show historical costs of commodities
so cost elements can be correctly calculated by taking into account
price fluctuations).

n U.S. Census data (e.g., statistics on manufacturers; ratios such as
material to labor, or labor costs based on percentage of sales).

[ Dun and Bradstreet reports (list cost data such as net income based on
sales percentage and supplier’s SIC).

m United Nations Standard Products and Services Code (UNSPSC)
(allows analysts to work backward to determine costs, based on
industry data).

[ Current business and financial ratios (e.g., materials to sales ratio).
] Annual reports.

n Other financial information (e.g., Securities and Exchange Commission
(SEC) filings for publicly traded companies, market trends, Institute for
Supply Management (ISM) reports and forecasts).

These sources are combined with client or purchase/SCM team estimates
and any supplier-provided information. purchase/SCM team estimates
incorporate commodity expertise and previous experience. Supplier
information can consist of cost breakdowns from previous proposals, bills of
materials (BOMs), and any other insights into supplier depreciation, labor,
materials, and overhead. The analysts use these combined sources to
determine which cost elements are out of line in comparison with industry
benchmarks, as well as the total price.

Possible Results

The should-cost analysis determines the major cost drivers (e.g., unit volume
can be a cost driver when increasing the unit volume produces lower costs
because fewer setups are needed). The results of the analysis may lead to:

n Exploring alternative ways of making products.

[ Engineers choosing the most cost-effective processes and considering
how individual part features might be modified to optimize
manufacturing costs.

n Reducing products’ costs and cycle times.

[ Suppliers unbundling cost elements of the purchase so cost reductions
can be worked on together.

m A benchmark for whether a supplier quotation/offer is reasonable.

The should-cost analysis does not guarantee that costs will be reduced.
Once completed, the analysis allows the Postal Service to work with
suppliers to lower costs, when possible. Should-cost analysis is relevant
when like cost components are compared (e.g., comparing apples to
apples). The final Postal Service specifications or terms and conditions may
not allow for exact comparisons from the should-cost analysis. There may
also be fluctuations in prices for components resulting from external or
internal factors that will have to be accounted for when comparing costs.
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Components of a Should-Cost Analysis

As shown in Figure 2.5, the following cost components are included in a
should-cost analysis:

[ Sales order processing.

m Inventories (e.g., raw materials, work in process, finished goods).
] Packing/assembly.

[ Loading.

[ Transportation.

[ Delivery to customer.

n Other costs (e.g., general and administrative [G&A], customer service
charges, training costs).

Figure 2.5
Summary of Should-Cost Model

Companies
Cost Elements ABC XYz DEF
Sales order processing $80 $50 $50
Holding inventory $312 $210 $216
Packaging/assembly $325 $301 $294
Loading $34 $32 $35
Transportation $185 $175 $184
Delivery at customer $300 $274 $445
Total other costs $566 $545 $637
Total costs $1,802 $1,587 $1,861

Other Topics Considered

Section 1-7, Develop Preliminary TCO Estimates.

Section 1-10, Conduct Market Research and Benchmarking Analysis.

Section 2-3, Update/Refine Total Cost of Ownership Analysis.

2-8 Conduct Spend Analysis

April 1, 2023

Spend analysis is the process of collecting, refining, and analyzing spend
data. The purpose of a spend analysis is to identify:

n How much the Postal Service/client is spending?
u Category of spend.
m Potential savings.

Spend analyses are used to support a wide range of activities, from strategic
sourcing to budgeting and planning. Sufficient visibility and analysis of
spending information broaden the Postal Service’s ability to:

n Understand spending patterns.
[ Maximize buying leverage.
n Execute informed sourcing and SM decisions.
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= Optimize budgeting and planning.
[ Measure the impact of changes in cost, inflation, economic conditions, etc.

An initial estimate of how much the client organization is spending and how
much spending is planned to take place must be made before the spend
analysis process can begin. This can help in the development of opportunity
assessments for future projects or investments.

When spend analysis is overlooked or executed on an ad hoc basis, it can
result not only in highly fragmented buying strategies that fail to fully leverage
the Postal Service’s purchasing power, but also in misguided purchase
decisions and missed opportunities for cost savings.

2-81 Spend Analysis Process

The historical spend analysis provides an effective tool for consolidating
enterprise-wide data, establishing baselines, and anchoring strategic
sourcing decisions. The six processes required for effective spend analysis
are represented in Figure 2.6.

Figure 2.6
Spend Analysis Process

Review Item \ -
Purchase Validation > Analyze Data
History ‘

Define and

Extract Data

2-82 Define and Extract Data

Spend information from the internal business partner organization needs to
be defined and gathered to begin the spend analysis process. Data
collection can be a large effort, depending on the level of sophistication,
usage, and degree of integration of the back-office systems.

Typical data elements required to understand the spend analysis include:
[ Purchasing organization.

| Supplier name and Tax Identification Number (TIN).
= Category name and code.

m Commodity name and code.

u Spend amount.

n Quantity.

[ Number of purchase orders, deliveries, and invoices.
n Contract number(s).

[ Purchase and invoice transaction types.

Typical sources of spend data include:

| Relevant information systems (e.g., Finance, including accounts
payable such as Enterprise Data Warehouse (EDW); and Asset
Management, such as Material Distribution Inventory Management
System (MDIMS)).

n Purchase card management reports.
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n Manual systems (e.g., spreadsheets).

[ Invoices, purchase orders, and contracts.
] Stakeholder interviews.

n Supplier interviews.

Review Iltem Purchase History

Reviewing an item’s purchase history is another sound source of previous
spending data. Purchase histories contribute to the development of a clear
understanding of the existing purchasing process while providing an
opportunity to determine whether any steps require modification or
elimination. Some benefits of reviewing purchase histories include:

[ Tracking orders from point of sale to delivery.
] Controlling inventory discrepancies and late orders.
[ Determining the extent to which suppliers can lower prices.

[ Improving the quality and timeliness of the delivered product or
service.

When reviewing item purchase histories, it is also important to consider:
] Market research.

[ Product description.

[ Order tracking.

The primary objectives of reviewing the item’s purchase history are:

[ Determine whether to renew contract(s) with an existing supplier or
switch to a new supplier.

[ Evaluate whether products or services that were purchased met
specific Postal Service needs.

Use of purchase history data is as simple as obtaining them, because the
information can be found anywhere from contract files to reports of contract
awards. The purchase/SCM team can look back at products and services
purchased in the past from a given supplier, review the terms and conditions
of previous contracts awarded, and compare pricing information to determine
whether any changes or modifications need to be made in the future.

Validation

The purchase/SCM team must ensure that data files are accurate and
complete before classifying or analyzing spend information. Validation is
performed by checking results with relevant stakeholders and suppliers.
Comparing historical spend by purchasing organization to current year
spend budgets provides an excellent check of analysis integrity. As
necessary, purchase/SCM teams can adjust data, fill in gaps, and agree on
priorities for further investigation. The ability to reconcile the spend analysis
with the current budget is critical to building credibility with customers and
measuring results.

87



88

2-8.5

2-8.6

Supplying Principles and Practices

Refine and Classify

Because data are typically collected from multiple sources, they must be
reviewed to eliminate duplicates. To this end, the Postal Service rationalizes
and classifies spending data elements and attributes.

Typical cleansing needs that should be noted include:

m Supplier names are spelled differently and thus treated as different
suppliers (e.g., GE, G.E., Gen. Elec., and General Electric).

[ Parent-subsidiary relationships are not captured, and the company is
treated as different companies (e.g., Time Warner vs. America Online,
Inc. vs. Netscape).

[ Recent mergers or acquisitions among suppliers or company name
changes are not captured and thus treated separately (e.g., Southern
Bell Company vs. GTE).

Tasks that are evident in this process include compiling data into database
tools, categorizing purchased items, identifying gaps and inconsistencies,
and producing high-level spend baseline and priority listings.

Each system containing purchasing data likely uses different data structures
and nomenclature by item, commodity, category, and supplier. As a result,
after the data are refined, they should then be classified to remove errors and
inconsistencies and to create a standard language for useful analysis.

Examples of classification schemes include:
[ Aligning the dates of spend data.
] Converting to common currency.

[ Assigning and/or correcting common category classifications and
associated commodity names.

[ Accounting for divested or discontinued businesses.
] Accounting for future capital expenditures and other investments.

This analysis requires consolidation of data from multiple sources and varied
formats into structured and manageable database(s).

Analyze Data

Data must be analyzed across each dimension (e.g., product, supplier,
location). Spend data is analyzed to help understand:

[ ] What is the baseline for the entire Postal Service or CMC?

[ What proportion of spend is within the scope of the particular purchase
being considered?

[ Are there components of spend that can be targeted for price
reduction or savings?

[ What portions of spend are for direct, indirect, and capital purposes?

To make effective use of spend information, various employees within the

Postal Service, from commodity managers to financial managers, must be

able to access and analyze the information, using advanced reporting and

analytical tools.
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2-8.7

2-8.8

Identify Opportunities

Based on validated spend analysis, the purchase/SCM team should
compare findings against initial estimates and refine the opportunity
assessment. Doing so may reveal opportunities to:

] Rationalize suppliers and items.
[ Consolidate spending across business units and geography.

] Identify purchase price variances (PPVs).
] Improve contract compliance.
[ Increase diversity expenditure.

Other Topics Considered

Section 1-10, Conduct Market Research and Benchmarking Analysis.

2-9 Perform Switching-Cost Analysis

April 1, 2023

2-91

General

Switching costs are incurred when the purchasing organization changes
suppliers. These costs affect the Postal Service decision of whether to
consolidate suppliers as part of its sourcing strategy and will also influence
supplier development activities.

The exercise of evaluating the extent of competition in the market, combined
with internal research, can lead to new findings on market dynamics, such as:

| There are new suppliers who are worth investigating for relationship
development.

| Another supplier is expanding its expertise or product offering to
include those offered by other suppliers, and the Postal Service can
exploit its volume more effectively through fewer suppliers.

] The Postal Service is sourcing similar products or services from
relatively generic suppliers.

[ The Postal Service is losing bargaining power with certain suppliers
because of the reduced degree of competition in those markets and
must consider exploring backup suppliers as contingencies should the
relationship with the current supplier prove no longer fruitful.

] Another supplier is offering a new product or service that can meet
Postal Service demand more efficiently than the current supplier.

While those observations need confirmation under a host of other operational
and organizational factors, they warrant consideration to switch suppliers or
consolidate them to reap better terms for the Postal Service. From a
purchasing perspective, the purchase/SCM team needs to recognize how
switching costs arise and how to minimize them in the purchasing process,
specifically in its decision to consolidate suppliers or develop new ones.
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2-92 Types of Switching Costs

There are three common types of switching costs:

[ Procedural — the loss of time and effort resulting from training, service
interruptions, troubleshooting, transportation, etc.

[ Financial — the loss of money, such as replacement.

] Relational — discomfort experienced by customers of a new supplier
when adapting to the change (this is an unquantifiable cost that
requires the estimator’s best judgment). While this is an important
factor, it must not be overemphasized.

These costs exist to various degrees when an organization switches suppliers.
For example, when the organization switches from using an existing computer
equipment provider to a new one, the change can introduce many time-
consuming and costly activities, as well as personal stress.

[ Procedural — the new system requires users to learn new routines, to
reconfigure hardware and software to be compatible, and to
reestablish communication networks with other users.

[ Financial — there is the cost of moving parts or changing tooling from
the incumbent supplier to the new supplier.

m Relational — because people tend to resist change, there will also be
reluctance against adapting to the new routine.

Switching costs are significant in a highly competitive market with a high
level of consolidation; however, they are relatively low in a fragmented
market with no dominant players. A market that consists of suppliers with
specialized products and few substitutes would incur higher switching costs
than a market with undifferentiated products and many substitutes.

Because switching costs are inevitable and can figure substantially, the rule
of thumb is to resist switching or consolidating suppliers unless the cost
savings from the alternative supplier are greater than the cost of switching. A
TCO analysis can be leveraged when making this comparison.

The Postal Service can reduce or eliminate future switching costs early in the
purchasing process through sourcing and supplier selection decisions. The
Postal Service should not only invest in acquiring skilled suppliers, but also
focus on retaining them through partnerships and alliances when
appropriate. Standardization and compatibility of inputs and selection of
flexible technologies that are easy to adapt, given that they best meet Postal
Service needs, are also encouraged. Anticipating the potential exit strategy
with each supplier and preparing for a possible termination in relationship far
in advance will also reap considerable savings for the Postal Service.

2-10 Determine Extent of Competition

90

The goal of Postal Service supplying activities is the timely achievement of
best value solutions for the Postal Service, and sourcing and material
management decisions are made on this basis. Best value is defined in the
Best Value Supplying Principle as “the outcome that provides the optimal
combination of elements such as lowest TCO, technology, innovation and
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2-10.1

2-10.2

2-10.3

2-10.3.1

2-10.3.2

efficiency, assurance of supply, and quality relative to the Postal Service’s
needs. In the sourcing area, best value is generally achieved through
competition because competition brings market forces to bear and helps
purchase/SCM teams compare the relative value of proposals and prices.

Market Surveillance

Market surveillance is the continuous process of updating market research
and is used to obtain a sense of the products and services available in the
marketplace and their various characteristics and capabilities. It includes
activities designed to keep the purchase/SCM team abreast of current
technology, product development, and innovative services. Market
surveillance should focus on industry trends, technological change, and
economic conditions. The full awareness of market conditions and potential
suppliers obtainable through market surveillance gives the purchase/SCM
team the information necessary to maximize the opportunity for competition,
or informed judgement as to the decision to use noncompetitive process.
Robust market surveillance increases the likelihood of achieving best value
outcomes.

Competitive Purchases

Competitive purchases must be made utilizing adequate competition.
Adequate competition means the solicitation of a sufficient number of the
best qualified suppliers to ensure that the required quality and quantity of
goods and services are obtained when needed and that the price is fair and
reasonable. Soliciting numerous potential suppliers is recommended
whenever feasible. The number of identified firms to be solicited under a
competitive purchase will vary by commodity, market conditions, and the
resulting needs of the Postal Service.

Noncompetitive Purchases

General

Noncompetitive purchases valued at $10,000 or more are subject to the
following procedures.

Business Scenarios

In some circumstances, Postal Service business and competitive objectives
may be met most effectively through a noncompetitive purchase. The
following four scenarios discuss the instances when it is appropriate to use
the noncompetitive method:

[ Sole source — Only one supplier exists, capable of satisfying a
requirement.

[ Industry structure or practice — The industry producing or supplying
the required goods or services is structured in a manner that renders
competition ineffective (e.g., when purchasing goods or services that
are regulated, such as some utilities, or when purchasing from
nonprofit or educational institutions that do not compete in the
marketplace).
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[ Compelling business interests — There is a business interest that is
so compelling that purchasing noncompetitively outweighs the benefits
of competition. These situations can include, but are not limited to, the
urgency of the requirement, a supplier innovation that furthers Postal
Service business objectives, or when undue cost or delay would result
from a contract award to a new supplier.

| Superior performance — A supplier’s superior performance and its
contributions to the Postal Service’s business and competitive
objectives merit award of a particular purchase. For example,
extending the term or expanding the scope of a contract for
substantially the same goods or services when a supplier has
performed at such a high level that the extension or expansion is
warranted and beneficial to the Postal Service or when a supplier’s
superior performance has made such a contribution to postal
operations that additional cost or performance benefits cannot be
obtained through competition.

Noncompetitive Purchase Request

If it has been preliminarily recommended that the purchase should be made
noncompetitively, then the requesting organization must submit a
Noncompetitive Purchase Request (NPR) to the contracting officer. The NPR
must include the business scenario and rationale for the noncompetitive
purchase. While the extent and detail of the request will depend on the
particular purchase, the purchase complexity, and the purchase’s potential
dollar value, all elements of the NPR must be addressed fully and completely.
If the requesting organization is unable to provide information for an element
or a section cannot be addressed fully and completely, a statement
explaining the circumstances must be provided. In addition, the NPR must
be signed and dated by the originator/preparer and his/her management
chain. If the estimated cost of the request exceeds $250,000, then it must
also be signed and dated by the responsible Vice President. For
organizations that do not report to a vice president, the head of the
requesting organization (e.g., executive director or equivalent) may sign. The
signers of the request must also certify to the conflicts of interest and
nondisclosure statements which are included in the NPR. To view the NPR
format, see Ml SP-S2-2015-1, Noncompetitive Purchases.

The NPR is sent by the requesting organization to the contracting officer for
evaluation and recommendation. If the purchase is valued at $1 million or
more, the contracting officer must forward a copy to the Competition
Advocate (CA) at competitionadvocate@usps.gov and provide the CA with a
timeline for the planned award as well as any other pertinent information if
practical. When forwarding the NPR to the CA, the email should indicate
whether the contracting officer intends to issue a new contract or modify an
existing contract. For organizations that do not report to a vice president, the
head of the requesting organization (e.g., executive director or equivalent)
may sign. For new awards, the contracting officer must include the name and
address of the prospective supplier, the contract type, the period of
performance, and of the total estimated dollar value of the contract (including
base and each option period if applicable). For contract modifications, the
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contracting officer must include the supplier name, contract number,
contract type, current spend, previous and new total estimated dollar value,
and period of performance. See the below sections for more information
about the CA role.

Competition Advocate

General

The CA is appointed by the VP, SM, and is generally responsible for
promoting competition throughout the purchasing process, challenging
barriers to the competition of Postal Service requirements, and assisting
purchase/SCM teams in the development of effective supply chain
management (SCM) strategies for obtaining best value. More specifically, the
CA completes an independent review of all NPRs for purchases valued at $1
million or more, provides independent advice to contracting officers
regarding proposed noncompetitive purchases, and produces an annual
report on noncompetitive purchase activity. The CA’s report is submitted to
the VP, SM, and posted on-line for both internal Postal Service and public
audiences.

Review

During the review, the CA should consider the following questions:

] Is the NPR based on sound business reasons that serve to promote the
business and competitive interests of the Postal Service?

] Is the NPR justified under one of the four “Business Scenarios” (see
Section 2-10.3.1, Business Scenarios, for more detail)?

[ Are the specifications and statements of work included in the NPR
restrictive in any way? For example, are geographic preferences
justified, or are brand name products or unnecessary experience or
bonding required?

] Is the NPR complete and accurate? If any elements of the NPR are not
addressed, is the rationale for the lack of completion convincing?

[ Does the NPR reflect commercial best practices?

[ Does the NPR contradict or negatively impact the Postal Service’s
commitment to and efforts towards supplier diversity?

n What plans are there for future competition of the requirement? Are
future plans both realistic and achievable?

After the review of the NPR is complete, the CA must prepare his/her
recommendations to the contracting officer. This recommendation should
provide advice to the contracting officer during his/her evaluation and
recommendation on the NPR.

Contracting Officer Evaluation and Recommendation

The contracting officer reviews the NPR and performs a written evaluation of
the proposed supplier’s past performance and supplier capability and any
other matter he or she believes will lead to a more informed and effective
purchase decision. The contracting officer must also address each of the
CA’s recommendations in the written evaluation, and, if the CA had no
recommendations, add a statement to that effect in the written evaluation.
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The contracting officer must document his or her approval or disapproval if
within his or her delegated authority, or forward his or her evaluation with a
recommendation through the management chain to the appropriate approval
authority. The approval authority returns the evaluation and recommendation
with his or her approval or nonapproval to the contracting officer, who
forwards a copy to the CA. Approval of the NPR does not constitute approval
of contract award, and, in all cases, the contracting officer is required to
negotiate reasonable pricing and terms and conditions prior to contract
award, including review of relevant market pricing, when applicable and a
determination that the contract price is fair and reasonable.

Collaboration

If the contracting officer and requiring organization should disagree as to
purchase method, they should collaborate and weigh the interests of the
Postal Service in order for the final purchase method determination or
recommendation to be made. This collaboration will provide the requesting
organization with the opportunity to bring forth any new or changed
information which may affect the opinions of the contracting officer and
approval authority. The CA may assist in these deliberations.

Purchase Method Approval Authorities

Subject and pursuant to VP SM delegation, SM Senior Directors (Facilities
Portfolio, Mail and Operational Equipment Portfolio, Technology
Infrastructure Portfolio, and Commercial Products and Services Portfolio)
may approve purchase method recommendations for noncompetitive
purchases valued up to $10 million, except for noncompetitive purchases of
professional, technical, and consultant services valued at $1 million or more.
Requests for noncompetitive professional, technical, and consultant services
purchases valued at $1 million or more, and all other noncompetitive
purchases valued at $10 million or more, must be reviewed and approved by
the VP, SM. Senior Directors may re-delegate up to $250,000 of this
purchase method approval authority to Level IV and Level Il contracting
officers within their organization who have appropriate delegated contracting
authority. The VP Transportation Strategy (TS) has purchase method
approval authority of up to $150 million related to Surface Transportation, Air
Transportation, and Transportation Continuous Improvement requirements,
and re-delegation authority of up to $250,000 to contracting officers within
the TS organization. The appropriate authority’s approval of the
noncompetitive purchase method request does not constitute approval of
contract award.

Publicizing

Upon award, all noncompetitive contract awards valued at $1 million or more
must be publicized in the Government-wide Point of Entry (GPE), also known
as SAM (https://sam.gov). This requirement is also stated within Section 3-
2.2, Publicizing Contract Awards.

Note: This requirement for publicizing postaward noncompetitive
contracts is separate and distinct from the actions required to publicize
preaward purchase, subcontracting, and prequalification opportunities in
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accordance with Section 2-27.1, Publicizing Requirements; provide
advance notification to key internal stakeholders in accordance with
Section 3-2.1, Advance Notification of Contract Awards; or publicize
awards to promote competition in subcontracting in accordance with
Section 3-2.2, Publicizing Contract Awards.

Documentation

See Section 2-40.3.2, Contract Files for Noncompetitive Contracts, for
information on required documentation.

Other Topics Considered

Section 2-9, Perform Switching-Cost Analysis.

Section 2-20, Develop and Finalize Sourcing Strategy.

Section 2-27, Issue RFPs and Publicize Requirements.

Section 2-41, Obtain Selected Reviews and Approvals.

Section 3-2, Announce Award.

2-11 Develop Life Cycle Support Plan

April 1, 2023

Typically, life cycle support plans are used when the Postal Service
purchases products, not services, with the life cycle spanning the time from
product conception to product retirement, with more than 80 percent of the
TCO being in the postpurchase phases. The life cycle support plan is a
component of the purchase plan, and is a dynamic document that guides the
project throughout its entire duration and is revised as more detailed
information becomes available. The purchase/SCM team determines which
products call for the development of a life cycle support plan. It is essential
to note that a life cycle support plan is not appropriate to all purchases, but
should be developed for products of considerable nature, scope, and
complexity (e.g., for high value and high complex products). Whether such a
product is purchased from a supplier or made by the Postal Service, during
its life cycle development, quality, cost, schedule, and user requirements
must be considered at all phases. What follows is a comprehensive view of a
life cycle support plan, but the plan developed by the purchase/SCM team
should reflect the complexity of the particular purchase being considered.

A life cycle support plan clarifies the project lifespan of the product. An
effective life cycle support plan enables the Postal Service to reduce
complexity and decrease life cycle costs and allows for the focusing of all
efforts toward providing best value to the client. The plan is instrumental in
the development of the SOO, SOW, specification, or product description,
and, if applicable, the DAR. The life cycle support plan serves as a guide to
the future and a record of the past.

At this stage in the Develop Sourcing Strategy task of Postal Service
Supplying Practices Process Step 2: Evaluate Sources, the client’s strategy,
and how best to meet this strategy, are nearly defined. The elements to
support the product are defined; the organizations that participate in the life

95



2-11.1

2-11.2

2-11.3

Supplying Principles and Practices

cycle process is identified; and the life cycle phases of the specific product
or service are known and in the process of being defined.

The three critical components needed to develop the life cycle support plan
are:

[ Component categories and supporting elements.
n Life cycle management team.
[ Life cycle phases.

The life cycle support plan developed by the purchase/SCM team will be
implemented in Section 5-3, Implement Life Cycle Support Plan.

Component Categories and Supporting Elements

The component categories and their supporting elements make up a

product’s life cycle, and they must be defined to develop a support plan. This

includes identifying:

] The component services and information that the user needs to
maintain the product, beyond the hardware and software itself.

[ Operator skills required to use and service the product.

[ The combination of skills, tools, documentation, test equipment, and
repair parts to maintain the product.

Life Cycle Management Team

The life cycle management team is a cross-functional team (comprising
members of the purchase/SCM team and members of the areas appropriate
to the product) that supports the development of the life cycle support plan.
The life cycle management team must be identified in all phases to support
the effort and development of the support plan. The team consists of the
client and about 5-10 members and typically includes:

[ Market analysts.
] Pricing analysts.
[ ltem managers.

] Individuals from Quality Assurance (QA), Finance, Sales, SM, and
Engineering (whose functions include hardware/software design,
configuration management, maintenance, acceptance and
performance, and process development).

Degrees of management and responsibility for the plan will transfer to these
different members, depending upon the phase of the process.

Life-Cycle Phases

The life-cycle plan is revised throughout the product life cycle, as more
detailed information becomes available. When developing a life-cycle
support plan, the following phased structure and composition is used:

| Concept development (the life-cycle is initiated during this phase).
[ Planning and specifications.

[ Logistics support.

Purchase.
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[ Production and Deployment.
[ Operations use and support.
[ Relocation and Disposal.

2-11.4 Concept Development Phase
During the Concept Development phase:
[ An idea is analyzed for economic and technical feasibility.
[ Planning is initiated if the idea is determined to be feasible.

[ Management structure is established to provide program controls and
direction.

| Existing products and technology are explored to determine whether
any meet the framework of the idea and could be implemented in the
Postal Service environment.

n A plan of actions and milestones is developed.

The life cycle support plan at this phase should contain the following
information:

[ Statement of need.

m System description.

] Milestones.

[ Roles and responsibilities of activities and organizations.

[ Strategy to achieve objectives and implement training requirements
(including risk mitigation and purchase alternatives).

m Planning and budgeting.

[ Program interdependencies.

[ Opportunities for standardization.
] Logistics support.

] Investment recovery.

2-11.5 Planning and Specification Phase

During the Planning and Specification phase, evaluations are made to see
whether the product is available for purchase. The evaluations compare the
products against the requirement to determine whether they meet the
required performance parameters. The results are used to refine the
requirements, and (if applicable) develop a DAR.

All technical information obtained during the planning and specification
phase should be evaluated in terms of the life cycle support plan. Updates
include adjustments to the schedules, historical information, and status of
the plan. During the planning phase, the life cycle support plan will be
updated to reflect the purchase plan and DAR.

At this point in the development of the life cycle support plan, the information
included in the following sections of the plan should be updated:

n Statement of need.
m System description.
[ ] Milestones.
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[ Roles and responsibilities of activities and organizations.

[ Strategy to achieve objectives and implement training requirements.
] Planning and budgeting.

[ Program interdependencies.

[ Opportunities for standardization.

[ Logistics support.

[ Purchase plan (new information that is added during this phase).

] Investment recovery.

] DAR (new information that is added during this phase).

Purchase Phase

During the Purchase phase:

[ Requirements for the product are determined.

[ The final RFP is prepared and issued to the potential suppliers.
[ The proposal evaluation team is assembled.

[ Proposals are received, processed, evaluated, and ranked.

[ Final negotiations are completed.

[ Contract is awarded.

Following contract award, the life cycle support plan is updated to reflect the
finalized project information. All members of the team developing the life
cycle support plan participate in this effort to update their various parts of the
plan.

Production and Deployment Phase

Activities in this phase are directed toward achieving an integrated, well-
planned deployment of the product that can be economically and efficiently
supported throughouit its life cycle. During this phase, the plan is revised to
reflect actual operational experience.

Detailed maintenance support plans are prepared during the production and
deployment phase. As information becomes available from the testing and
operation of the product, the life cycle support plan is validated and revised
to reflect the most effective operation and support. All members of the team
developing the life cycle support plan participate in this effort to ensure an
integrated approach to issue resolution.

Operations (Use) and Support Phase

The Operations (Use) and Support Phase consists of the collection of data on
the asset’s performance; improvements are suggested, made, and managed;
and new operational data are collected. This phase continues until a decision
is made to redeploy or dispose of the product. If the product is modified or
overhauled, life cycle support planning reenters the planning cycle in the
Concept and Development phase, and the plan is updated to include overhaul
or modification schedules. If there are plans to retire or relocate the asset, the
asset’s life cycle enters the Relocation and Disposal Planning phase.
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Information gained during the deployment of an asset or from a modification
is analyzed, and required changes are made to the existing plan, specifically
information relating to maintenance, reliability, parts provisioning, and
training. Actual performance data are used to assist in the process and
planning of future purchases. These data are compiled and included to
modify the appropriate sections of the life cycle support plan.

2-11.9 Relocation and Disposal Phase

2-11.9.1 Relocation

As technology changes, a decision is made regarding the disposition of
products at the end of the life cycle. This decision is made based on
economic and operational considerations.

When an asset is replaced by a more cost-effective asset, it may be
determined that it still has operational value and continues to provide a benefit
for service use. In this case, the asset may be relocated to other sites or be
used as a backup; the original support plan will also have to be considered.

If the decision is made to relocate or continue operation of the asset, the plan
will be revised to reflect any variances in support strategies. Repositioning or
the purchase of spare parts must be considered, as well as additional
training to support operation and maintenance of the relocated product.

2-11.9.2 Disposal

Disposal is the final phase of the life cycle and can pose significant economic
and social risk to the Postal Service. Assets, especially physical assets, can
still offer value from resale, selling back to the supplier, or even donation to

social organizations or international postal partners.

The risk arises from several sources, among which are:

[ Many assets contain materials that are considered hazardous and
require special steps for approved disposal. The Postal Service, as the
original asset owner, can be sued for improper disposal of these
assets.

] Computer-based assets can contain either information that is of
proprietary value to the Postal Service or privacy information on Postal
Service employees, clients, and customers. These assets require
special processing to preclude incidental release of this information.

m Assets seen by the public have the Postal Service name or logo on
them. These symbols must be removed to prevent misuse or
misrepresentation of the Postal Service brand.

m A number of assets now contain devices designed to provide integrity
or security of the mail, Postal Service employees, and customers.
These devices must be removed before disposal.

| Mail processing and other equipment have licensed software systems
that must be removed at the time of disposal.

The life cycle management team will meet to develop a disposal plan that will

be added to the overarching life cycle plan. There are a number of ways for
the Postal Service to dispose of assets, which are summarized in Section
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2-12, Develop Preliminary Investment Recovery Plan. When the purchase/
SCM team determines when the supplier will manage the investment
recovery, solicitations must include Provision 2-8: Investment Recovery,
under which the supplier must provide, within its response to the RFP, an
investment recovery plan to reuse the equipment or to eliminate or reduce
final disposal costs. Final disposition must be environmentally responsible;
eliminate or reduce landfill; and comply with all Federal, state, and local laws
and regulations. Proposals must address the complete life cycle, including
the final disposition of the items being purchased. Disposition alternatives
include take-back, repair, refurbishment, and disposal. The supplier is
required to design and describe additional innovative, value-added, end-of-
life disposition opportunities for the items being purchased.

The Postal Service environmental policy, as stated in Handbook AS-550,
Recycling Guide, and Handbook AS-552, Pollution Prevention Guide, must
be incorporated into the life cycle support plan and any other procedures
governing material redistribution, recycling, and disposal.

Other Topics Considered
Section 2-2, Start Request for Proposal (RFP) Development.

Section 2-12, Develop Preliminary Investment Recovery Plan.

Clauses and Provisions
Provision 2-8: Investment Recovery.

2-12 Develop Preliminary Investment Recovery Plan

100

Investment recovery is the identification, reuse, sale, or disposal of surplus or
idle assets. Investment recovery can generate significant revenue and create
cost savings, allowing the Postal Service to reduce waste and increase
revenue. It can also protect the Postal Service from social and economic
impacts associated with improper direct or secondary disposal of Postal
Service property. The preliminary investment recovery plan proactively outlines
future actions, preidentifies potential surplus and idle assets, and (based on
the product) decides what will be done with those assets. It is a dynamic
document that is revised and updated throughout the project life cycle.

The client is responsible for developing the preliminary investment recovery
plan, which must illustrate how the surplus or idle assets will be addressed.
While investment recovery activities are not carried out until the Perform and
Manage Investment Recovery Activities task of USPS Supplying Practices
Process Step 6: End of Life, it is important to develop a preliminary
investment recovery plan during Postal Service Supplying Practices Process
Step 2: Evaluate Sources, because recovery must be addressed in
conjunction with Develop Life Cycle Support Plan and must be addressed in
the RFP, when it will play a significant role in the overall success of the
purchase or have a large impact on the costs associated with the project.
Investment recovery should be addressed by potential suppliers in proposals
submitted in response to RFPs.
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The client, working with the purchase/SCM team develops the preliminary
investment recovery plan following specific steps:

m Identify surplus.
m Assess potential environmental impacts.
] Make preliminary decision.

Identify Surplus

Surplus is any supply that will be:
] Discontinued.

[ No longer used.

n No longer operating.

] Excess inventory.

Surplus results in or creates the following:
] Poor space utilization.

] Tracking expenses.

] Maintenance costs.

] Insurance costs.

] Inventory costs (in excess of regular extra inventory necessary to have
on hand to meet demand).

When a project enters into the final phase of its life cycle, these economic
and operational considerations are used to identify when the equipment no
longer effectively supports the original project or need. Because the
identification process requires an estimate, the client must rely on
professional expertise and experience, as well as the professional expertise,
experiences, and advice of the entire purchase/SCM team.

Supplier Responsibilities

When solicitations include Provision 2-8: Investment Recovery, proposals
must include an investment recovery plan to reuse the equipment or to
eliminate or reduce final disposal costs. Final disposition must be
environmentally responsible, eliminate or reduce landfill, and comply with all
Federal, state, and local laws and regulations. Proposals must address the
complete life cycle, including final disposition of the items being purchased.

Make Preliminary Decision

The preliminary decision in the development of an investment recovery plan
is the determination of how to eliminate identified surplus materials at the
conclusion of the asset’s useful life:

[ Recycle (scrap).

n Reallocate (relocate and redeploy).
] Resell.

n Remarket (reselling to the supplier).
| Return.
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n Remanufacture.
] Remove.

Recycle (Scrap)

Recycling surplus reduces the impact of Postal Service operations on the
environment. The client and purchase/SCM team will decide to recycle
(scrap) an asset when it can no longer perform its intended function, cannot
or should not be repaired, and cannot be sold as surplus. The value of the
scrap material collected is determined by the material itself, its volume, and
the geographical location of the scrap (relative to the proximity of dealers
and the ease and efficiency of the collection process). The following five
factors will determine the degree of success of a recycling (scrap)
management program:

[ Current market for the particular material being scrapped and recycled.
m Type of scrap material (e.g., ferrous or nonferrous).

| Condition of the materials (e.g., whether it is mixed, sorted, or clean).

n Quantity of the material.

[ Involvement of a knowledgeable process manager.

The Postal Service will benefit from the expertise of the supplier in the
decision of whether to recycle an asset; however, the plan to recycle does
not need to be incorporated into the RFP.

Reallocate (Relocate and Redeploy)

Reallocating identified surplus is the actual relocation and redeployment of a
material. Reallocating puts the material to work as part of its lifespan and
avoids the cost of purchasing. For example, Postal Service trucks that sit idle
in a warehouse in Arizona would be transferred to a California facility that can
use them immediately. Although a material may no longer fulfill the purpose
for which it was purchased, it still may fulfill other purposes pertinent to the
Postal Service. The purchase/SCM team will determine when and where
specific materials are fruitful to more than one project or use and convey this
information to the client. For reallocation to become a successful reality, the
purchase/SCM team must communicate closely with any potentially
concerned parties. However, the plan to reallocate does not need to be
incorporated into the RFP.

Resell

Reselling surplus materials is the financial transaction of selling a material on
the open market. Reselling generates revenue that improves short-term cash
flow. Potential revenue will be determined through market research.
Reselling is also appropriate for a forward auction, the traditional auction
used when organizations want to sell off excess inventory, machinery, or
equipment that is no longer in use to maximize revenue, which is discussed
in the Conduct Reverse Auctions Where Appropriate topic of the Develop
Sourcing Strategy task of Postal Service Supplying Practices Process

Step 2: Evaluate Sources. The plan to resell does not involve the supplier and
does not need to be included in the RFP. Data rights and intellectual property
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issues may need to be considered in the resale of property such as computer
software. Additional information on data rights can be found in Section 2-14,
Clarify Data Rights and Intellectual Property Issues.

Remarket (Resell to the Supplier)

Remarketing is the selling of surplus material back to the supplier. Suppliers
frequently buy back used equipment to protect proprietary technology and
prevent competition from being able to sell identical material. Potential
revenue realized by remarketing will be compared with potential revenue
realized by reselling. After a Price Analysis has been conducted, the results
will be communicated to the client, and a plan will be selected. When
remarketing is part of the preliminary plan, purchase/SCM teams must
ensure that Provision 2-8: Investment Recovery is included in the solicitation.

Return

Returning identified surplus is a nonfinancial transaction of providing surplus
material (e.g., delivery and industrial equipment) to the supplier for a credit.
Provision 2-8: Investment Recovery requires suppliers to provide an
investment recovery plan in their proposals, therefore purchase/SCM teams
should include Provision 2-8 when an investment recovery plan is required.

Remanufacture

Remanufacturing identified surplus is the use of components of a material
alone or combined with others to create a new material or product (e.g., mail
transportation equipment and spare parts). Except for locks, manufacturing
is not a core competency of the Postal Service, so remanufacture may be a
rare solution for the disposal of surplus and idle assets. Remanufacture
would be appropriate when an internal Postal Service project that has
decided to make a product has been identified by the purchase/SCM team,
and these surplus or idle assets can be leveraged to reduce the costs
associated with the new product or service. Because the decision to
remanufacture will lead to the utilization of surplus to strategically make in-
house another product at the Postal Service, as outlined in Conduct Make
vs. Buy Decision Analysis, it does not require supplier involvement and
should not be in the RFP.

Remove

Removal is the process of disposing of surplus material (e.g., old office
furniture). Disposal is often costly, but by giving the item away (to free space,
save on depreciation and tracking expenses, and cut maintenance and
insurance costs), the costs of disposal in the long run can be reduced or
negated. The purchase/SCM team should research whether such actions
would indeed negate disposal costs. Because removal by the Postal Service
is potentially costly and may require supplier involvement, solicitations for
contracts that contemplate removal must contain Provision 2-8: Investment

Recovery.
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Quadrant Approach

A quadrant approach classifies all Postal Service purchases into four
categories, depending on their impact on the Postal Service core
competencies (noncore versus core) and complexities (standard versus
custom). Because a preliminary investment recovery plan outlines what to do
at the end of the project lifespan and is developed before the completion of a
purchase, the quadrant approach should be leveraged by the client to guide
the decision to recycle, reallocate, resell, remarket, return, remanufacture, or
remove, as shown in Figure 2.7.

Figure 2.7
Four Quadrants

‘g QUADRANT | QUADRANT II
(&)
S
g QUADRANT Il QUADRANT IV
&

Noncore Core

Quadrant I: Noncore/Customized Purchases

Surplus and idle items in this quadrant will be recycled or reallocated and do
not need to be addressed by proposals because both are in-house activities.
The strategic approach regarding Quadrant | calls for supply continuity, and
these items should be used multiple times.

Quadrant IlI: Core/Customized Purchases

Surplus and idle items from Quadrant Il will be recycled, reallocated, resold,
remarketed, or returned. Remarketing and return require supplier
collaboration and should be addressed by proposals. These items are vital to
the Postal Service’s operations and therefore may necessitate recycling or
reallocation. They are also vital in the market, are of high value, and therefore
can warrant reselling, remarketing, or return. Note: These items are specific
to the client’s goals and strategies, but have been customized to the client’s
business function, so reselling or remarketing may be compromised.

Quadrant Ill: Noncore/Standard Purchases

Surplus and idle items in Quadrant Ill will be recycled, reallocated, resold, or
removed. Removal requires supplier collaboration and therefore should be
addressed by proposals. These items have many sources and many options
and provide low value to the end client. Most of these items (e.g., office
supplies) should be recycled, reallocated, or removed. However, certain
items are desired by external organizations, have a resale value, and should
be resold (e.g., IT).
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2-13 Purchase

2-12.11.4 Quadrant IV: Core/Standard Purchases

2-12.12

2-12.13

Surplus and idle items in Quadrant IV have many alternatives and many
sources and are readily available in the marketplace. Items of this standard
nature can have various functions and therefore can be useful both internally
and externally. These items will be recycled, reallocated, resold, remarketed,
returned, remanufactured, or removed and should be addressed by
proposals because these disposal options require supplier collaboration.

Other Topics Considered

Section 1-10, Conduct Market Research and Benchmarking Analysis.

Section 2-14, Clarify Data Rights and Intellectual Property Issues.

Section 3-7, Finalize Investment Recovery Plan.

Section 5-5, Implement Investment Recovery Plan.

Clauses and Provisions
Provision 2-8: Investment Recovery.

From Mandatory Sources

April 1, 2023

2-13.1

The Postal Service is required to comply with laws that outline mandatory
sources for particular purchases. These include:

m Javits-Wagner-O’Day Act (41 U.S.C. 8501-8506).
[ Randolph-Sheppard Act (20 U.S.C. 107 et seq.).

In addition, under the terms of an interagency agreement with the Defense
Energy Support Center (DESC), purchases of certain fuel requirements must
follow mandatory procedures.

Javits-Wagner-O’Day Act (41 U.S.C. 8501-8506)

The Javits-Wagner-O’Day Act (41 U.S.C. 8501-8506) requires that the Postal
Service and other Federal agencies purchase certain supplies and services
from qualified workshops that employ people who are blind or severely
disabled. The Committee for Purchase from People Who Are Blind or
Severely Disabled determines which supplies and services must be
purchased and their price. Supplies and services provided by people who
are blind or severely disabled are listed in the Committee’s Procurement List,
available at the Committee’s Web site (www.jwod.com). Additions and
deletions are published in the Federal Register as they occur.

Supplies and services must be ordered from the central nonprofit agency
designated on the Procurement List or from the workshops concerned and
may not be purchased from commercial sources unless authorized by the
agency or the Committee for Purchase from People Who Are Blind or
Severely Disabled, which is authorized to grant an exception based on time
and volume requirements.
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Randolph-Sheppard Act (20 U.S.C. 107 et seq.)

Under the provisions of the Randolph-Sheppard Act (20 U.S.C. 107 et seq.),
people who are blind and licensed by a state licensing agency must be given
priority for the operation of food vending services in Postal Service facilities.
See Handbook EL-602, Food Service Operations, http://about.usps.com/
handbooks/el602.pdf.

Defense Energy Support Center

Under an interagency agreement with the DESC, Postal Service facilities
whose fuel requirement is 20,000 gallons or more per product (gasoline,
gasohol, diesel fuel, heating fuel or kerosene) at any given location must
purchase fuel from DESC suppliers. See Administrative Support Manual,
sections 543 and 544.

See also the discussion of additional laws and regulations in Section 7-7,
Laws.

Other Topics Considered

Section 7-7, Laws.

2-14 Clarify Data Rights and Intellectual Property Issues

106

2-14.1

Data rights are the rights the Postal Service obtains for technical data or
computer software that suppliers deliver after completion of a project. Data
are recorded information, regardless of form or the medium on which they
are recorded. Data in this regard include technical data and computer
software, but do not include information incidental to contract management,
such as financial, administrative, cost, pricing, or management information.

Intellectual property is the ownership of ideas and control over the tangible
or virtual representation of those ideas. It is a product of the intellect that has
commercial value, including copyrighted property (such as computer
software) and ideational property (such as patents, business methods, and
industrial processes). Data rights are intellectual property.

The Postal Service’s Motivation on Data Rights and
Intellectual Property

The following are reasons for the Postal Service’s purchase of intellectual
property:

] Enhance the competitive purchasing process.

] Ensure the ability to use, maintain, repair, and modify equipment or
products procured under Postal Service contracts.

[ Recoup development costs of, and fund improvements in, Postal
Service products and equipment.

[ Develop or enhance products and equipment for Postal Service use.
m Protect its position in the competitive marketplace.
] Ensure competition for spare parts.
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The main motivation of the purchase/SCM team when dealing with data
rights and intellectual property is to yield a net benefit to the Postal Service.
The purchase/SCM team must give full consideration to the costs and benefits
of the chosen approach. For example, decisions to acquire Postal Service title
to patents or unlimited rights to technical data developed by the supplier at
private expense must take into account the potential impact on the cost of the
contract and the extent to which prospective providers may not wish to part
with such rights. Conversely, the purchase/SCM team’s determinations to take
lesser rights must consider the effect on the Postal Service of the exploitation
of those rights by the supplier or others. As stated in Provision 8-1: Alternate
Intellectual Property Rights Proposals, the contracting officer will consider
alternate intellectual property rights proposals when determining which
supplier’s proposal is most favorable to the Postal Service, in accordance with
the solicitation’s evaluation and award section.

Pursuant to Provision 8-1: Alternate Intellectual Property Rights Proposals,
the supplier may propose alternate intellectual property rights arrangements
(including licensing arrangements for commercial exploitation of intellectual
property developed under the contract), provided that it follows guidelines
addressed in the provision.

The Postal Service acquires patent rights, rights in data, and rights in software
to the degree necessary to protect its interests. Those rights can include:

[ Title.
] Nonexclusive licenses.
[ Unlimited rights or title to technical data and software.

[ Limited rights to technical data and restricted rights in software (may
be exclusive or nonexclusive).

Clarifying data rights and intellectual property informs the Postal Service of
which suppliers can and will comply with their policies. It also allows the
purchase/SCM team to start a dialogue with possible suppliers to negotiate
acceptable terms in regard to proprietary information. This will allow the
contract to be negotiated in a timely manner.

2-142 Defining Data Rights and Intellectual Property
Data rights can be:

m Unlimited — possess right to use, disclose, reproduce, prepare
derivative works, distribute copies to the public, and perform and
display publicly, in any manner and for any purpose, and to have or
permit others to do so.

[ Limited — technical data developed at private expense; license rights
restrict use or disclosure by the Postal Service.

n Restricted — computer or licensed software developed at private
expense if the Postal Service chooses not to pay for title. License rights
restrict disclosure by the Postal Service; however, may be copied to
transfer computer; copied or transferred for archiving backup; may be
modified, adapted, or combined with other computer software (new
software then subject to restricted right limitations), disclosed to
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support services suppliers to prepare modifications (must agree not to
disclose to others), and may be transferred to a replacement computer.

Other intellectual property includes:

m Copyright — an entity has exclusive rights to reproduce, publish, or sell
its original work or authorship (e.g., scripts are protected by
copyrights).

[ Patent — available for the invention or discovery of any new and useful
process, machine, manufacture, composition of matter, or any new
and useful improvement of them (e.g., a product is protected by a
patent).

[ Trademark — a name, symbol, or other device identifying a product,
officially registered, and legally restricted to the use of the owner or
manufacturer (e.g., protects the name of a company).

[ Trade secret — any formula, pattern, device, or compilation of
information that is used in a business and that gives it an opportunity to
obtain an advantage over competitors who do not know or use it (e.g.,
protects the Coca-Cola syrup formula).

Technical Data Rights

Clause 8-6: Rights in Technical Data addresses the Postal Service’s rights
regarding any data other than computer data. The allocation of rights in any
computer programs, databases, and documentation will be determined by
Clause 8-9: Rights in Computer Software, except that limited rights data,
formatted as computer databases for delivery to the Postal Service, are to be
treated as limited rights data under Clause 8-6.

Computer Software Rights

Clause 8-9: Rights in Computer Software addresses the Postal Service’s
rights regarding computer programs, computer databases, and their
documentation. Clause 8-7: Withholding Payment (Technical Data and
Computer Software) discusses payment to the supplier by the Postal Service
and is used in contracts for both technical data and computer software
rights. If the data requirements are not adequately fixed and specified at the
time of contracting, Clause 8-8: Additional Data Requirements must also be
included in the contract.

Special Works

Special works are literary works, including technical reports, studies, and
similar documents; music and dramatic works; and recorded information,
regardless of the form or medium on which it may be recorded. Special
works can include:

m The production of audiovisual works (including motion pictures and
television recordings or the preparation of motion picture scripts,
musical compositions, sound tracks, translations, adaptations, etc.).

[ Histories of the Postal Service.
[ Works pertaining to recruiting, morale, training, or career guidance.

SPs and Ps



Postal Service Supplying Practices Process Step 2: Evaluate Sources

April 1, 2023

2-14.6

2-14.7

2-14.8

n Surveys of facilities.

[ Works pertaining to the instruction or guidance of Postal Service
employees in the discharge of their official duties.

m Production of technical reports, studies, or similar documents not
otherwise covered.

A contract for special works must enable the Postal Service to obtain
ownership of the copyright for certain works. This is accomplished by
contract provisions requiring the supplier to assign copyrights to the Postal
Service in those works in which the Postal Service would not otherwise be
considered the author. These rights and other related issues are addressed
in Clause 8-10: Rights in Data — Special Works.

Existing Works

Contracts for the purchase of existing works (other than computer programs
and audiovisual works), such as books and periodicals, generally require no
specific contract coverage for data rights. When reproduction rights are
required in such works, specific contract coverage is needed. These issues
are addressed in Clause 8-11: Rights in Data — Existing Works.

Patent Rights

With respect to subject inventions (any invention or discovery, whether or not
patentable, conceived or first actually reduced to practice in the course of or
under a contract), the supplier, in accordance with Clause 8-1: Patent Rights,
must furnish the contracting officer certain items. Other patent issues
(including payment) are also addressed in Clause 8-1.

In accordance with Clause 8-2: Authorization and Consent, the liability of the
Postal Service for patent infringement or for the unauthorized use of any
patent will be determined by the provisions of any patent indemnity clause
included in the contract or in any subcontract under the contract (at any tier)
and by any indemnification or warranty (express or implied) otherwise
provided by the supplier or subcontractor for similar products or services
when supplied to commercial buyers. Clause 8-2: Authorization and Consent
also deals with R&D work, supplies and construction, and subcontracts
expected to exceed $50,000.

Patent infringements are addressed in Clause 8-3: Notice and Assistance
Regarding Patent and Copyright Infringement. Other patent rights are stated
in Clause 8-15: Patent Rights — Supplier Retention.

Indemnity

In accordance with Clause 4-1: General Terms and Conditions, paragraph h.,
Patent Indemnity, the supplier will indemnify (protect against damage, loss,
or injury; insure) the Postal Service and its officers, employees, and agents
against liability, including costs for actual or alleged direct or contributory
infringement of, or inducement to infringe, any U.S. or foreign patent,
trademark, or copyright, arising out of the performance of a contract,
provided the supplier is reasonably notified of such claims and proceedings.
In addition, Clause 8-4: Patent Indemnity, which may be used in place of
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paragraph h, requires the supplier to indemnify the Postal Service, its
employees, and its agents against liability, including costs and fees, for
patent infringement (or unauthorized use) arising from the manufacture, use,
or delivery of supplies, the performance of service, the construction or
alteration of real property, or the disposal of property by or for the Postal
Service, if the supplies, service, or property (with or without relatively minor
modifications) have been or are being offered for sale or use in the
commercial marketplace by the supplier, except in certain situations. These
situations and patent indemnity is further addressed in Clause 8-4: Patent
Indemnity.

Indemnification by the supplier solely with respect to certain patents can be
waived when these patents are listed in Clause 8-5: Waiver of Indemnity.

Limited and Restricted Rights

The use of private funds for development affects the classification of data
rights. If private funds were used, technical data may have to be acquired
with limited rights, and computer software may have to be acquired with
restricted rights.

In accordance with Provision 8-2: Representation of Rights in Data, the
supplier must identify in its proposal the data (including subcontractor-
furnished data) that it intends to identify as “limited rights data” or “restricted
computer software,” or that it does not intend to provide as required. When
the data are delivered to the Postal Service, the supplier places on the data
the limited rights legend required by Provision 8-2: Representation of Rights
in Data. The Postal Service has strict policies on keeping the limited and
restricted classification, which include:

] Proof that private funds were used.

] Only certain portions of a product once modified or enhanced are
deemed still made from private expense.

] Submitting correct markings (addressed in Clause 8-16: Postal Service
Title in Technical Data and Computer Software).

If these policies are not followed, it is possible for the Postal Service to
change the classification to “unlimited.” Clause 8-14: Acquisition of
Additional Rights in Data addresses unlimited rights, direct license rights,
and other rights.

Royalties and License Fees

Any RFP that may result in a contract other than a firm-fixed-price contract
must include Provision 8-4: Royalty Report with regard to any royalties or
license fees that would be paid in connection with the performance of any
resulting contract. The contracting officer must consult assigned counsel
regarding any royalties or license fees that are excessive or that the Postal
Service may not be obligated to pay. When the price of a contract is based in
part on a contingency for patent royalties or license fees to be paid by the
supplier that the supplier may not actually have to pay, Clause 8-12: Refund
of Royalties must be included in the contract.
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Repair Parts

As stated in Provision 8-3: Use of Limited Rights Data for Purchase of Repair
Parts and Clause 8-18: Manufacture of Repair Parts, the Postal Service has
the unilateral right to use competitive procedures to procure repair parts or
assemblies for the equipment or supply items being developed under a
contract. If the repair parts or assemblies have been identified as being
subject to protection under Provision 8-3: Use of Limited Rights Data for
Purchase of Repair Parts or Clause 8-17: Delivery of Limited Rights and
Restricted Computer Software, the Postal Service will obtain a NDA from
interested suppliers before releasing any drawings, specifications, or other
descriptive documentation suitable for manufacturing or reproducing such
repair parts of assemblies.

Professional Services

Contracts for professional consulting, research, technical development, or
other specialized support services may require access to Postal Service
information. The products of such contracts may not otherwise be covered
by other policies and generally have unknown long-term implications;
therefore, they require that broad rights in intellectual property flow to the
Postal Service. Clause 8-13: Intellectual Property Rights must be included in
such contracts; this clause addresses what the supplier agrees to.

Purchase/SCM Team

The contracting officer is the lead on clarifying data rights and intellectual
property issues. The market analyst and pricing analyst aid in determining
best value, which dictates certain decisions with data rights and intellectual
property. The Law Department’s Procurement and Intellectual Property Law
organization, which is responsible for intellectual property matters, must
concur (or at least be notified) in most situations when the contracting officer
chooses alternatives to the Postal Service’s standard policies. In addition,
the contracting officer needs concurrence from the Intellectual Property
Counsel when:

| Choosing an alternative arrangement to acquire a title to an invention.
| Soliciting alternate agreements for the purchase of patent rights.

[ Waiving or modifying the right to patent indemnification
(indemnification is used to protect against damage or loss).

The Postal Service will protect proprietary business information to the extent
required by law and good business practice. The purchase/SCM team must
understand what data rights and intellectual property are, as well as the
Postal Service’s authority, responsibility, and policies regarding them. Issues
in question must be identified and communicated to the supplier, who will
then know which policies, provisions, or clauses will affect them. One issue
that must be identified for the suppliers is their responsibility to protect the
Postal Service against claims resulting from suppliers’ use of data not
supplied by the Postal Service.

Before the Postal Service and individual supplier can openly discuss
proprietary information, a NDA, which protects both parties from the loss of
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intellectual properties and rights, may be necessary. Purchase/SCM teams
must work with the assigned counsel to draft the NDA. The NDA will require
that certain information not be disclosed, except under the terms as described
in the NDA, and spells out exactly the information that is deemed proprietary.

Pursuant to Provision 8-2: Representation of Rights in Data, technical data
that are limited rights data and restricted computer software that has been
identified must be brought to the attention of the Postal Service in the
supplier’s proposal. Any subsequent supplier claim that further data or
software have been identified or developed at private expense must be
supported by clear and convincing evidence. Limited rights data and
restricted computer software that are properly identified are recognized by
the Postal Service, and related language is incorporated into the contract,
using Clause 8-17: Delivery of Limited Rights and Restricted Computer
Software. Once the contract is signed, limited rights data and restricted
computer software can be delivered to the Postal Service and will be
designated and recognized by a specific legend placed on them.

Clauses and Provisions

Clause 4-1: General Terms and Conditions.
Clause 8-1: Patent Rights.

Clause 8-2: Authorization and Consent.

Clause 8-3: Notice and Assistance Regarding Patent and Copyright
Infringement.
Clause 8-4: Patent Indemnity.

Clause 8-5: Waiver of Indemnity.

Clause 8-6: Rights in Technical Data.

Clause 8-7: Withholding Payment (Technical Data and Computer Software).

Clause 8-8: Additional Data Requirements.

Clause 8-9: Rights in Computer Software.

Clause 8-10: Rights in Data — Special Works.
Clause 8-11: Rights in Data — Existing Works.
Clause 8-12: Refund of Royalties.

Clause 8-13: Intellectual Property Rights.
Clause 8-14: Acquisition of Additional Rights in Data.
Clause 8-15: Patent Rights — Supplier Retention.

Clause 8-16: Postal Service Title in Technical Data and Computer Software.

Clause 8-17: Delivery of Limited Rights and Restricted Computer Software.

Clause 8-18: Manufacture of Repair Parts.

Provision 8-1: Alternate Intellectual Property Rights Proposals.

Provision 8-2: Representation of Rights in Data.

Provision 8-3: Use of Limited Rights Data for Purchase of Repair Parts.

Provision 8-4: Royalty Report.
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2-15 Consider Auctions
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2-15.1

2-15.2

2-15.3

During the Develop Sourcing Strategy task of Postal Service Supplying
Practices Process Step 2: Evaluate Sources, there is an opportunity for the
Postal Service to examine whether an auction would be an appropriate
method for purchasing a good or service. Auctions are not stand-alone
events; they are an integral part of the overall purchasing process, so it is
critical that any electronic auction process fit within an overall purchasing
strategy. Successful auctions require careful planning. The Postal Service
must ensure that spend, market, and business analyses have been
completed to have a successful auction experience.

Forward Auction

The most traditional auction to consider is the forward auction. A forward
auction is usually referred to simply as an “auction.” During a forward
auction, the supplier (auctioneer) is the host in the transactions, and buyers
(bidders) are invited to bid for the purchase of a product or products from the
seller. The auction usually starts with a low price that the buyers will bid up
until a set time has expired or no other buyer wishes to place a higher bid.
Forward auctions are most typically used when organizations would like to
sell off excess inventory, machinery, or equipment that is no longer in use to
maximize revenue.

Reverse Auctions

From a purchasing perspective, the most common type of auction is the
reverse auction. In a reverse auction, the buyer (auctioneer) is the host of the
auction and is the party soliciting bids for goods or services that it wishes to
purchase from a supplier (bidder). The auction process is an important factor
in the determination of best value. Some auctions, such as those hosted by
reverse auction service providers, can support very complex auctions that
enable businesses to better align auctions with their business practices.

Postal Service Benefits

Reverse auctions benefit the Postal Service in three ways:
] Price benefits.

] Process benefits.

u Precision benefits.

The most obvious benefit is the price savings that can be achieved by using
the online reverse auction process. This ensures that the price paid is the
best available in the market and that there are savings in comparison with
current contracts. Price savings achieved through reverse auctions often
exceed the estimated savings predicted before the commencement of the
reverse auction.

Process savings come by way of the streamlined purchase process
employed during the auction process. By reducing the cycle time and effort
involved, the time-efficiency savings alone can be dramatic. The Postal
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Service has been using reverse auctions for several years and turns to it as a
dynamic means of receiving prices for performing best value purchases.

Precision benefits involve the capabilities to electronically track information
involved with the purchasing cycle. By having the electronic record of who
bid, what the bid was, when the bid was placed, and where the bid was
placed from, the Postal Service has a greater assurance of consistency and
validity of the process. In addition, the auction framework provides an
assurance that the playing field is level and that everyone has the same
access to the same information throughout the process, which reduces the
potential for challenges of the award.

State of the Marketplace

An examination of the marketplace should be conducted, which will
determine whether conditions favor the use of a reverse auction. Factors for
consideration include:

[ Number of qualified suppliers.

[ Commodity vs. specialized product.
[ Buyer’s importance to suppliers.

n Excess capacity in industry.

n Price.
] Award.
] Flexibility.

Number of Qualified Suppliers

Reverse auctions identify materials, equipment, or services required and
request carefully prequalified suppliers to submit bids. More qualified
suppliers participating are better than fewer, but, the fewer the number of
qualified suppliers the less chance the Postal Service has of selecting the
best supplier. However, the total number of suppliers should be manageable.

Commodity Product

These are purchases of commercial commodities that have well-defined
specifications and universally accepted standards. For example, a specialty
chemical company used an electronic reverse auction to buy packaging
material. The product was considered a commodity, and the need was not
urgent. The supply base included many suppliers; some were prequalified
and some were not. Two suppliers won the reverse auction, one of which
was prequalified and the other was not. The prequalified supplier was
awarded 100 percent of the business, while the other was offered the
opportunity to become qualified. A purchase price decrease of 20 percent
was achieved, plus one new supplier was later qualified.

Specialized products have requirements that may not be accurately specified
and do not have universally accepted standards. A reverse auction would not
be the best sourcing strategy for the purchase of a specialized good because
the market is not competitive. A proprietary good or service would not be

SPs and Ps



Postal Service Supplying Practices Process Step 2: Evaluate Sources

April 1, 2023

2-15.7

2-15.8

2-15.9

2-15.10

2-15.11

2-15.12

appropriate for reverse auction, because there may be only one potential
supplier that holds a trademark/copyright/patent.

Buyer’s Importance to Potential Suppliers

A buyer being important to the supplier implies that the potential supplier
values the relationship with the buyer and thus will participate in reverse
auctions. The Center for Advanced Purchasing Studies research has shown
that there is a 2 to 1 ratio of buyers who feel that reverse auctions have
improved their supplier relationships. Relationships have improved based on
an increase in trust, greater access to supplier data, and greater amount of
business for suppliers.

Suppliers generally prefer to maintain a close relationship with large
companies well known in the market, rather than with smaller companies. As
a result, suppliers tend to value the relationship with a smaller company less
and may not participate in reverse auctions hosted by smaller companies.

Excess Capacity in Industry

Excess capacity in industry implies that there is a large supply, which is
inverse to demand, and will result in potentially lower price options.

Price

If price is the key selection criteria for the buyer, then conducting a reverse
auction may be the right strategy to implement. In a reverse auction, multiple
sellers of products or services are competing for the business of a single
buyer, driving the price down. The supplier with the lowest bid in a reverse
auction typically wins the auction.

Conversely, if the buyer is focused on the total life cycle cost and not just on
the cost of a particular good or service itself, a reverse auction would not be
the appropriate sourcing method, because price is not the driving factor.

Flexibility

In a flexible environment, innovation is preferred over the predetermined or
standardized product/service. Therefore, a reverse auction would not be a
good fit for this situation because a reverse auction caters to predetermined
products/services.

Award

Additional information on conducting reverse auctions can be found in Section
2-28, Conduct Reverse Auctions Where Appropriate. Additional information on
awarding contracts can be found in Sections 2-40, Produce Contract Award
Recommendation, and 3-1, Award Contract and Notify Suppliers.

Supplier Perspective

One of the strongest ways to obtain supplier support of the process is to
ensure that price is not the only driver for the contract award. Because the
model is built upon competition, a lack thereof could lead to even higher
prices or to alienating or harming relationships with current suppliers. It is
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important to remember that for a new process or technology to be
successful, all parties must benefit from their participation.

2-15.13 Auction Services and Technology

COTS auction software packages are readily available for purchase. There
are three levels of auction technology available, and the level of investment is
up to the Postal Service:

Auction Technology

Auction-
Yolume:-

(3

116

A

Full-Service — a full-service provider hosts the auction process from
start to finish.

Hosted — the technology is hosted by a third party, but the auction is
organized and run internally by the user.

Self-Service — the user oversees all aspects of the auction, including
implementing the auction technology internally.

Self-Service

Full-Service
>
Phase-1 I Phase-2 l Phase-3
Initial experience with Adoption of hosting ~Maturity in hosting and use
Full-Service eAuction eAuction of Self-Service eAuctions

As Figure 2.8 illustrates, the level of investment and value obtained from an
auction solution is generally related to the amount of purchasing forecast
through the reverse auction process over time. The following analogies
illustrate the differences between the three models:

Full-Service model — when a person needs to drive infrequently or is
unsure of how to get to a certain location, he or she can hire a taxicab.
The customer needs to know only the origin and destination. The taxi
company provides the driver, the car, and even the directions on how
to get from the origin to the destination. The customer needs only to
make the initial phone call. This works well for infrequent purchases, or
while a person is learning his or her way around town.

Hosted model — although less costly early on, the more the customer
relies on the taxi, the more that the customer realizes that he or she
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knows his or her way around town and that it is cost-prohibitive to
continue traveling by taxi. The person realizes that he or she can drive
himself or herself to work, the grocery store, etc. However, the person
is not prepared to purchase a car, because the total cost includes
having to pay full insurance premiums, car payments, maintenance,
and generally ensuring that the car is in working order. Because the
person really needs the car only on weekends, it makes better sense to
rent the car; now the person is paying only to use the service and can
drive the car where and when he or she wants.

[ Self-Service model — once the person realizes that he or she is driving
the car every day and that it is becoming expensive to consistently rent
a car to drive around town (yet less expensive and with more control
than using a taxicab service), the person decides to purchase the car.
This involves a larger initial outlay of cash to pay for the car and its
maintenance, but because the person now owns the car, he or she has
the ability to drive it when and where he or she wants and no longer
has to pay for added services and overhead for others to take care of
the car for him or her. Because the person is using the car frequently
and driving many miles, over the long term, the costs of ownership are
much lower than the alternatives.

Key Considerations
Full-Service:
[ This model provides a low cost in the short run.

] There are few barriers to entry because the technology is hosted offsite
and the service provider assists with all aspects of running the actual
auction — from setting up the auction rules and timeline, training
bidders (suppliers), monitoring the event, etc.

m With more time on hand, the Postal Service is able to focus its attention
on other aspects of the SCM process and award the contract.

Hosted Service:
[ Auction logistics are left to the third party.

[ The model works for those looking to handle additional logistics, but
not wanting the technology within their environment.

Self-Service:
] This model works best if the Postal Service purchases frequently and

has the IT infrastructure available to implement and support the
application.

| The model provides the lowest TCO over the long term, although the
initial investment is much higher than that of the other options.

Quadrant Approach

A quadrant approach classifies all Postal Service purchases into four
categories, depending on their impact on Postal Service core competencies
(noncore versus core) and complexities (standard versus custom). Reverse
auctions rely on competition driving prices down, so the less complex or
specialized the good or service to be purchased, the greater the chance for a
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successful auction. Simple commodity items or services that can be clearly
defined and have a wide range of potential suppliers will be best suited to the
auction process. Reverse auction suitability may be dependent on the
quadrant the need falls into, illustrated in Figure 2.9.

Figure 2.9
Quadrant Approach
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Noncore Core

Quadrant I: Custom/Noncore Purchase

Reverse auctions would be less suitable for these purchases because the
supply market is very restricted. To have an effective reverse auction, a large
supplier base is preferred.

Quadrant Il: Custom/Core Purchase

Reverse auctions would be less suitable for these purchases because the
products and services are complex and specialized. Reverse auctions rely on
competition driving prices down, so the less complex or specialized the good
or service to be purchased, the greater the chance for a successful reverse
auction.

Quadrant Ill: Standard/Noncore Purchase

Reverse auctions would be less suitable for these purchases because the
focus is on reducing purchase effort and associated costs.

Quadrant IV: Standard/Core Purchase

Reverse auctions are suitable for purchases in Quadrant IV because there
are many supply market options.

Other Topics Considered

Section 1-7, Develop Preliminary TCO Estimates.

Section 2-28, Conduct Reverse Auctions Where Appropriate.

Section 2-40, Produce Contract Award Recommendation.

Section 3-1, Award Contract and Notify Suppliers.
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2-16.1

In a performance-based contract, the supplier provides the Postal Service
with specific benefits, such as cost reductions or revenue generation, and in
return, the supplier shares in the value created. A portion of the price of the
contract is linked to a series of KPIs that the supplier is responsible for
meeting and to business benefits achieved by the Postal Service through the
fulfillment of the contract. The Postal Service shares risks with suppliers in a
performance-based contract and allows them to define the methods of
performance, thus differing from traditional contracts.

Performance-based contracting agreements create an incentive for the
supplier to control its costs. In some contract types, the Postal Service and
supplier have conflicting motivations (e.g., the Postal Service wants to
minimize costs, but the supplier is motivated to increase its revenue);
however, performance-based contracts align the interests of both parties.
Performance-based contracts tend to encourage closer relationships with
suppliers. The purchase/SCM team specifies the outcome or result it desires
and leaves it up to the supplier to decide how to best achieve the desired
outcome. This can include what to do, when to do it, how to do it, where to
do it, or whether to subcontract out (if restrictions do not exist).

Appropriate Circumstances for Use of
Performance-Based Contracts

Performance-based contracts should be implemented for projects with
outcomes that can be measured objectively (e.g., grounds maintenance,
security, computer maintenance, network operations). Performance-based
contracts can be used for any contract, including small-dollar-value
contracts, but are generally most appropriate when:

] Projects are large, have new technology, or have high risks.

[ Existing contracts can be converted to define as much of the
requirements in performance-based terms as possible.

[ Large umbrella contracts are experiencing cost overruns or
performance problems.

[ Contract is awarded competitively for task order contracts.

] Benefits contributed by suppliers can be quantified.

[ Project implementation and production time need to be reduced.

Postal Service suppliers that are strategic or key should be considered for

performance-based contracting. Performance-based contracting allows for

the resolution of payment or other issues more quickly and efficiently

because of the nature of the shared-risk relationship. In a performance-

based contract, the Postal Service must be committed to supplier support

because it may have to address issues outside the contract that limit supplier
success on the current project.
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Different Types of Performance-Based Contracts

The contract type selected should motivate suppliers to perform as well as
possible. To do this, the client must specify what it wants and know what the
project will do for it. The two most frequently used are fixed-price incentive
contracts and cost plus incentive-fee contracts.

The two constants are that a portion of supplier payment is based on
performance and that the supplier shares some degree of risk on the contract.
Possibilities for the structure of a performance-based contract include:

] The supplier receives a share of any increased revenue generation in
return for risking a share of its profits to pay for overruns.

] The supplier’s profits are contingent on meeting explicit performance
measures of the indicators.

[ The supplier is required to make a substantial up-front investment and
assume most of the project risk.

Additional information on contract types can be found in Section 2-18, Select
Contract Type and Period of Performance.

Key Elements of Performance-Based Contracts

Client objectives and goals must be clear to ensure the success of the
contract. Indicators are specified to monitor performance of the
requirements. Requirements should be clearly defined and stated in terms of
results required, rather than the method of performing the work. A WBS can
be utilized to assign requirements to tasks.

Target performance measures are assigned for each indicator and are the
basis to financially reward or sanction suppliers. Incentives should be put in
place to motivate the supplier’s performance. The PWS or SOO describes
the effort in terms of measurable performance standards (outputs).
Additional information on PWS and SOO can be found in the Start Request
for Proposal (RFP) Development topic of the Prepare Project task of Postal
Service Supplying Practices Process Step 2: Evaluate Sources. A QAP
determines whether supplier services meet the applicable statements’
contract requirements.

Indicators and Performance Measures

Performance standards establish the performance level required by the
Postal Service. Correspondingly, the target measure establishes a maximum
allowable error rate or variation from the standard. These measures tie
supplier payment to performance. Failure to perform within this target results
in a contract price reduction. Examples of standards include quality of work,
productivity, and cost-efficiency. The purchase/SCM team should ensure
that each standard is necessary, carefully chosen, and not unduly
burdensome. For example, in a requirement for airline services, the
performance standard might be “arrival within 15 minutes of an agreed-upon
time.” The target performance measure might be 10 percent; the airline can
be more than 15 minutes late no more than 10 percent of the time. Indicators
and performance measures will be customized based on the nature of the
purchase.
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2165 Incentives

Incentives are employed to induce better performance and may be positive,
negative, or a combination of both. They are applied selectively to motivate
suppliers and to discourage inefficiency. Incentives apply to the most
important aspects of the work, rather than each individual task.

Incentives will vary from contract to contract and are subject to discussion
during source selection and negotiations. The incentive structure should
reflect both value to the Postal Service for the various performance levels
and a meaningful incentive to the supplier. Effective performance incentives
reward suppliers for outstanding work, but do not penalize them for fully
satisfactory (but less-than-outstanding) work.

2-16.6 Quality Assurance Plan and Examination

A QAP is a component of the purchase plan and describes the strategy and
methods deployed to ensure that the purchase and its deliverables are on
track to meet client expectations. In the case of performance-based
contracts, it directly corresponds to the performance standards, and it
measures supplier performance. The QAP ensures that the client receives
the quality called for in the contract and pays for only what is received. The
QAP should include a surveillance schedule and clearly stated surveillance
method(s). Surveillance can range from a one-time inspection of a product or
service to periodic in-process inspections of ongoing product or service
delivery. Additional discussion can be found in the Execute Quality
Assurance Plan topic of the Manage Delivery and Contract Performance task
of USPS Supplying Practices Process Step 5: Measure and Manage Supply.

2-16.7 Considerations for Using a Performance-Based
Contract

Performance-based contracts require more interaction with suppliers than
traditional contracts do. The contracting officer works with the supplier to
determine the monitoring methods, appropriate incentives, risk sharing,
payment options, and methods for reporting performance against metrics.
Other considerations that may need to be addressed when using this type of
contract:

[ Increased initial up-front costs (e.g., more time and resources to be
allocated by Postal Service and suppliers to set up a contract,
possibility of a delay to the start of the project, or converting from a
traditional SOW to a PWS or SOOQ).

[ Payments need to be tied to concrete milestones and deliverables and
not necessarily set dates.

[ Data rights and intellectual property issues should be clearly identified.

m Method to resolve failures is defined; acceptance criterion and a
method to inspect are needed.
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Quadrant Approach

A quadrant approach classifies Postal Service purchases into four
categories, depending on their impact on the Postal Service core
competencies (noncore versus core) and complexities (standard versus
custom). Depending on the quadrant, performance-based contracts will be
structured differently; examples of this are illustrated in Figure 2.10.

Figure 2.10
Quadrant Approach
5
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Noncore Core

Quadrant I: Custom/Noncore Purchase

Custodial — Performance-based contracts are appropriate. The standards
identified are desired quality levels. The supplier’s technical proposals
identify only the frequency and methods to be employed to meet the quality
standard. The result is maximum flexibility for the suppliers.

Quadrant II: Custom/Core Purchase

Mail Transport Equipment (MTE) — Performance-based contracts are
appropriate. The supplier is held to a standard of performance and is
empowered to use best commercial practices and management innovation
in performance. The contract does not specify how many supervisors,
mechanics, or other members are required to be in a crew or on the job for
servicing and maintenance of MTE.

Quadrant Ill: Standard/Noncore Purchase

Information Technology — Performance-based contracts have limited
appropriateness. When developing a new system, the contract is for delivery
of a working solution. Acceptance occurs only when the solution is
successful, and payments are provided only when (and if) the solution
delivers sufficient benefits to cover costs.

Quadrant IV: Standard/Core Purchase

Transportation — Performance-based contracts are appropriate. For
example, a supplier may be held to performance standards of on-time
delivery, accuracy, and quality.
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Other Topics Considered
Section 2-2, Start Request for Proposal (RFP) Development.

Section 2-18, Select Contract Type and Period of Performance.

Section 5-6, Execute Quality Assurance Plan.

2-17 Determine Need for Progress or Advance Payment

April 1, 2023

2-17.1

2-17.2

2-17.3

Usually, the Postal Service pays for supplies and services after delivery or
performance. However, for some purchases, sources may be unavailable or
competition too limited without the availability of advance payments or
progress payments.

Advance Payments

Approval to make advance payments must be obtained as required by
Management Instruction FM-610-2003-1, Advance Payments.

Progress Payments

If the dollar value of a prospective contract is within the contracting officer’s
delegated contracting authority, he or she may approve the use of progress
payments for the particular contract. For contracts over $1,000,000
(excluding construction, architect/engineer (A/E) and construction
management contracts), progress payments must also be approved by the
VP, Finance.

Before approving progress payments, the contracting officer must make a
written determination establishing that:

[ Progress payments are in the Postal Service’s best interests.

] The supplier’s accounting system and controls are adequate for proper
administration of progress payments, or their adequacy will be
ascertained before contract award.

] Monthly progress reports will be obtained from the supplier, showing
progress of the work as related to progress payments made.

Any contract providing for advance payments must include Clause 1-2:
Advance Payments. Any contract, other than a construction contract,
providing for progress payments must include Clause 1-3: Progress
Payments. (For construction contracts, see Clause B-48: Payment

(Construction).)

Other Topics Considered
Section 2-7, Conduct Should-Cost Analysis.
Section 5-1, Develop, Finalize, and Implement Cost Management Plan.
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2174 Clauses and Provisions

Clause B-48: Payment (Construction)

Clause 1-2: Advance Payments

Clause 1-3: Progress Payments

Clause 2-30: Allowable Cost and Payment

2-18 Select Contract Type and Period of Performance

124

Selecting the most effective contract type for a purchase is an important
element of purchase planning and must be considered along with price, risk,
uncertainty, and responsibility for costs. The nature of a purchase will
determine the appropriate contract type. The type of contract selected
should reflect the appropriate risk and responsibility that will be assumed by
the supplier. For example, full cost responsibility is assumed under a firm
fixed-price contract, while there is minimal cost responsibility under a cost-
reimbursement contract. The selected contract type determines how the
supplier will be paid; it drives the supplier’s fee or profit amount. Purchase/
SCM teams may decide to use a type of contract not described in this
process step subject to the approval of a portfolio manager. Cost plus a
percentage of cost contracts may not be used.

The contract is also a driver of supplier performance. An inappropriate
contract type (e.g., supplier’s risk is too high) can lead to the supplier
delivering sub par work, renegotiations, or a unsuccessful relationship with a
supplier. A wide selection of contract types is hecessary to provide the
flexibility needed for the purchase of a large variety of products and services.

Selecting the optimum contract length for any given requirement is also an
important element of purchase planning and must be considered along with
price, risk, market conditions, and industry norms in finalizing a period of
performance for solicitation. The length of a contract and whether to
consider the inclusion of option periods and their individual term will depend
on several factors.

For a non-recurring requirement for supplies or services, the contract length
should generally conform to the specific delivery date or performance period
associated with the requirement.

For a recurring requirement for supplies or services, optimum contract length
will depend on consideration of the following:

[ Competition: If there are many suppliers capable of providing the
supplies or services, then the total contract length should allow for
reasonable re-competition opportunities.

[ Evolution in methods for performing the requirement: Some
commodities and industries undergo relatively rapid advances in
methods for manufacturing supplies or performing services. In such
cases, solicited contract lengths and incorporated option periods
should consider the frequency of allowing for re-competition in order to
take advantage of improvements in these methods.
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n Maintain infrastructure stability: In certain commodities and industries,
long term contracts may provide the opportunity for additional value
when the Postal Service’s corporate direction is to maintain stability
within its infrastructure to minimize risk and transition costs, maintain
service levels, and have the ability to leverage supplier relations to
include technology advances and supplier innovation.

| Best value: Contract length will often impact pricing, delivery, and
performance perimeters. The optimum contract length in terms of
obtaining best value may also require conforming to standard or
preferred practices within a given commodity or industry.

Portfolio manager approval is required where the contract’s period of
performance, including options, will exceed or be extended beyond a total of
eight years. (See Section 2-41.3.2, Reviews and Approvals of Contract
Awards, Modifications, and Ordering Agreements.)

2-18.1 Contract Selection Factors

Numerous factors guide the selection of the best contract type for a given
purchase. Factors to be considered when determining the contract type
include:

[ Realism of cost estimate (either through price or cost analysis).
] Extent of competition (results in realistic pricing).

] Risks and uncertainties.

] Type and complexity of the requirement(s).

] Adequacy and firmness of specifications.

[ Likelihood of changes.

| Past experience with industry, suppliers, and requirements.

n Extent of subcontracting.

[ Adequacy of the supplier’s estimating and accounting system.
] Urgency of the requirement.

[ Volatility of cost factors (e.g., unstable labor or market conditions).
[ Period of performance or length of production run.

n Business practices in industries, trades, or professions.

] Concurrent contracts (if performance under the proposed contract
involves concurrent operations under other contracts, the impact of
those contracts should be considered).

2-182 Contract Types

The contract types below are frequently used for purchasing by the Postal
Service. Provision 4-1: Standard Solicitation Provisions (paragraph f., type of
contract) and Clause B-3: Contract Type state which type of contract is
issued. The contracting officer, working with the purchase/SCM team, may
decide to use other types of contracts, or hybrids/variations of the existing
contract types. Traditional types of contracts include:

n Firm fixed-price (FFP).
n Fixed-price incentive (FPI).
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[ Fixed-price with economic price adjustment.
m Cost plus incentive fee.

[ Cost plus fixed-fee.

n Cost plus award fee.

m Time and materials (T&M).

[ Indefinite delivery.

[ Requirements.

The purchase/SCM team chooses the contract type in accordance with
Provision 4-1: Standard Solicitation Provisions. Once determined, potential
suppliers must be informed of the contract type, and proposals must be
submitted on this basis. The Postal Service must inform potential suppliers if
alternate proposals based on other contract types will or will not be
considered.

Firm Fixed Price Contract

A FFP contract obligates the supplier to deliver the product or service
specified by the contract for a fixed price; the amount of profit the supplier
receives will depend on the actual cost (AC) outcome. Clause 2-26:
Payment — Fixed Price stipulates payment terms for suppliers when this
contract type is used and is to be included in all FFP contracts.

An FFP contract places full responsibility on the supplier for all costs and the
resulting profit or loss. It maximizes suppliers’ incentive to control costs and
perform effectively. The FFP is the least burdensome type of contract for the
Postal Service to administer if the requirements are stable; if frequent
changes are made, administration becomes difficult.

FFP contracts are appropriate when specifications are definite, there is little
cost or no scheduled risk, and competition has established best value. There
are also mechanisms built into an FFP contract to anticipate instances when
the supplier can request additional funds. For example, if the Postal Service
does not deliver a specification to a supplier by the agreed-upon date, this
may cause the supplier’s schedule to slip, which may result in higher costs.

Fixed-Price Incentive Contract

A FPI contract provides for adjusting profit and establishing the final price by
applying a formula based on the relationship between the total final
negotiated cost and total target cost. An FPI contract specifies:

[ ] Target cost.
[ Target profit.
[ Target price.
[ Price ceiling.
n Share ratio.

The price ceiling is the maximum that may be paid to the supplier, excluding
adjustments specifically provided for under contract clauses. When
performance is completed, the final cost is redetermined by applying the final
negotiated rates to the incurred costs. When the final cost is less than the
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target cost, applying the formula results in a profit greater than the target
profit; when the final cost is more than the target cost, applying the formula
results in a profit less than the target profit. If the final redetermined cost
exceeds the ceiling, the supplier absorbs the difference. The profit varies
inversely with the cost, so this type of contract provides a positive, calculable
profit incentive for the supplier to control costs.

FPI contracts should be used when:
] The Postal Service wishes to incentivize performance.
[ ] A FFP contract is not suitable.

| The parties can establish an initial target cost, target profit, and profit-
adjustment formula that will provide a fair and reasonable incentive, as
well as a ceiling that provides for the supplier to assume an appropriate
share of the risk.

[ The supplier’s accounting system is adequate for providing data to
support negotiation of final cost and incentive price revision.

All FPI contracts must include Clause 2-27: Incentive Price Revision.

2-185 Fixed-Price Contract with Economic Price
Adjustment

A fixed-price contract with economic price adjustment provides for upward
and downward revision of the stated contract price upon the occurrence of
specified contingencies. This type of contract establishes a basis for
measuring fluctuations so that price adjustments are limited to contingencies
beyond the supplier’s control and reflect actual market fluctuations. Upward
adjustments are limited by establishing a reasonable ceiling, and provisions
are included for downward adjustments when prices or rates fall below base
levels established in the contract.

There are two types of economic price adjustments:

[ Adjustments based on ACs of labor or materials — price adjustments
based on actual increases or decreases in the costs of specified labor
or materials during performance.

[ Adjustments based on cost indexes of labor or materials — price
adjustments based on increases or decreases in labor or material cost
standards or indexes specifically identified in the contract.

Fixed-price contracts with economic price adjustment are appropriate when
there is serious doubt about the stability of market or labor conditions during
an extended period of performance and when contingencies that would
otherwise be included in a FFP contract are identifiable and can be covered
separately in the contract. Their usefulness is limited by the difficulties of
administering them.

Fixed-price contracts providing for an economic price adjustment based on
ACs of labor or materials must include Clause 2-28: Economic Price
Adjustment — Labor and Materials, and fixed-price contracts providing for
an economic price adjustment based on cost indexes of labor or materials
must include Clause 2-29: Economic Price Adjustment (Index Method).

April 1, 2023 127



128

Supplying Principles and Practices

2-186 Cost-Reimbursement Contracts

2-18.6.1

Cost-reimbursement contracts provide for paying allowable, incurred costs.
They establish an estimate of total cost so that funds may be committed, and
they establish a ceiling that the supplier may not exceed (except at its own
risk) without the approval of the contracting officer. Cost-reimbursement
contracts are suitable when uncertainties about contract performance do not
permit costs to be estimated with sufficient accuracy to use a fixed-price
contract.

Limitations — A cost-reimbursement contract may be used only when:

m The supplier’s accounting system can determine the costs that apply
to the contract, and

| Postal Service monitoring during performance will assure that efficient
methods and effective cost controls are used.

Cost Contract — A cost contract is a cost-reimbursement contract under
which the supplier receives no fee. A cost contract may be appropriate for
R&D, particularly with nonprofit educational institutions or other nonprofit
organizations.

Cost-Sharing Contract — A cost-sharing contract is a cost-reimbursement
contract under which the supplier receives no fee and is reimbursed only a
portion of its allowable costs, as stated in the contract. It is suitable when
there is a high probability that the supplier will receive substantial
commercial benefits as a result of performance.

Cost Plus Incentive Fee Contract

A cost plus incentive fee contract is a cost-reimbursement contract that
provides for the fee initially negotiated to be adjusted later by a formula
based on the relationship of total allowable costs to target cost. This type of
contract specifies a target cost, a target fee, minimum and maximum fees,
and a fee-adjustment formula. After performance, the fee is determined by
the formula. The formula provides, within limits, for increases in the fee
above the target when total allowable costs are less than target cost and for
decreases in the fee below the target when total allowable costs exceed the
target cost. This increase or decrease provides an incentive for the supplier
to manage the contract effectively. When total allowable costs are greater
than or less than the range of costs in the fee-adjustment formula, the
supplier is paid total allowable costs, plus the minimum or maximum fee.

A cost plus incentive fee contract is suitable when a cost-reimbursement
contract is appropriate and a target cost and fee-adjustment formula can be
negotiated that will motivate the supplier to manage the contract effectively.
The fee-adjustment formula should provide an incentive that covers the full
range of reasonably foreseeable variations from the target cost. The
supplier’s share of the difference between target cost and AC will usually be
in the range of 15-30 percent. If a high maximum fee is negotiated, the
contract must provide for a low minimum fee — or even a zero or negative
fee. The maximum fee will usually not exceed 10 percent of the contract’s
target cost (or 15 percent for R&D).
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2-18.6.2

2-18.6.3

Cost Plus fixed-fee Contract

A cost plus fixed-fee contract is a cost-reimbursement contract that provides
for paying the supplier a negotiated, fixed-fee. The fixed-fee does not vary
with ACs, but may be adjusted as a result of changes to the contract. This
type of contract gives the supplier only a minimal incentive to control costs.

A cost plus fixed-fee contract is suitable when a cost-reimbursement
contract is necessary, but the uncertainties and risks for the supplier are too
great to permit negotiating a reasonable cost plus incentive fee arrangement.

There are two forms of cost plus fixed fee contracts:

Completion form — A completion form describes the scope of work by
stating a definite goal or target and specifying an end product. This form
generally requires the supplier to complete and deliver the end product
within the estimated cost, if possible, as a condition for paying the entire
fixed-fee. If the work cannot be completed within the estimated cost, the
Postal Service may require more effort without increasing the fee, but the
estimated cost must be increased.

Level-of-effort form — A level-of-effort form describes the scope of work in
general terms and requires the supplier to devote a specified level of effort
for a stated period. Under this form, if performance is satisfactory, the fixed-
fee is payable when the period ends and the supplier certifies that the level of
effort specified in the contract has been expended. Renewal for further
periods of performance requires new cost and fee arrangements and is
treated as a new purchase.

Because of the greater obligation assumed by the supplier, the completion
form is preferred over the level-of-effort form whenever the work can be
defined well enough to permit a reasonable cost estimate within which the
supplier can complete the work.

Cost Plus Award Fee Contract

A cost plus award fee contract is a cost-reimbursement contract that
provides for a fee consisting of a base amount fixed at the beginning of the
contract and an award amount that the supplier may earn in whole or in part
during performance. The award amount must be sufficient to motivate
excellence in areas such as quality, timeliness, technical ingenuity, and cost-
effective management. The amount of the award fee is determined by the
Postal Service’s evaluation of the supplier’s performance according to
criteria stated in the contract. This determination is made unilaterally by the
Postal Service and is not subject to Clause B-9: Claims and Disputes.

The cost plus award fee contract is particularly suitable for buying services.
The likelihood of meeting purchasing objectives and achieving exceptional
performance is enhanced under this type of contract. It provides the
flexibility to evaluate subjectively, at defined intervals, both actual
performance and the conditions under which performance was achieved.
The additional administrative effort, contract amount, performance period,
and cost required to monitor and evaluate performance must be justified by
the expected benefits to warrant using this type of contract.

Cost plus award fee contracts provide for evaluation at stated intervals during
performance, so that the supplier is periodically informed of the quality of
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performance and areas for improvement. Evaluation criteria and a rating plan
should be prepared for each purchase to motivate the supplier to improve in
areas important enough to be rated, but not to the detriment of overall
performance. Requirements will vary widely among contracts, so contracting
officers must customize evaluation criteria, rating plan, and even Clause 2-37:
Award Fee, seeking advice from the purchase/SCM team and assigned
counsel, as needed. The partial payment of the award fee will usually
correspond to the evaluation periods to provide incentive. If a high award fee is
negotiated, the contract may provide for a low base fee (or even a zero base).
The maximum fee, comprising the base fee plus the highest potential award
fee, will usually not exceed 10 percent (or 15 percent for R&D).

Provision

All solicitations for cost-reimbursement contracts — the estimated value of
which is $100,000 or more — must contain Provision 2-9: Accounting
System Guidelines — Cost Type Contracts. This provision requires preaward
review and approval of the potential supplier’s cost accounting system by
the Inspector General or a representative and delineates the elements
required in such accounting systems.

Clauses

All cost-reimbursement contracts should include the following clauses, as
applicable:

Clause B-12: Termination for Convenience or Default — Cost-Reimbursement
Contracts.

Clause 2-30: Allowable Cost and Payment.

Clause 2-31: Limitation of Cost (Include this clause only if the contract is fully
funded.)

Clause 2-32: Limitation of Funds (Include this clause only if the contract is
incrementally funded.)

Clause 2-33: Cost Contract — No Fee (Include in cost contracts.)

Clause 2-34: Cost-Sharing Contract — No Fee (Include in cost sharing
contracts.)

Clause 2-35: Incentive Fee (Include in cost plus incentive fee contracts.)

Clause 2-36: Fixed Fee (Include in cost plus fixed fee contracts.)

Clause 2-37: Award Fee (Include in cost plus award fee contracts.)

Time-and-Materials Contracts

General

In a time-and-materials (T&M) contract, or order placed against an indefinite-
delivery contract, the Postal Service and supplier agree on a fixed hourly rate
for each labor category required. Each required labor rate is inclusive of the
supplier’s applicable cost elements such as direct labor, labor overhead,
general and administrative expenses, and profit. All material and the
associated material handling expense are supplied at cost (see Section 2-
18.7.2 for definitions of material and material handling). A T&M contract is
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most commonly used when the quantity of labor required for the work to be
accomplished cannot be adequately estimated in advance. Because a T&M
contract does not encourage effective cost control or labor efficiency by the
supplier, this contract type and order pricing structure should only be used
when provision is made for adequate monitoring by the Postal Service to
ensure that inefficient or wasteful work methods are not used. Examples of
situations where a T&M contract type or order pricing structure may be
appropriate include:

[ Repair, maintenance, and overhaul work.
m Work required in an emergency.

[ Engineering and design services in connection with the production of
supplies.

[ Long-term projects with dynamic requirements.

[ Projects where the work requirements may be revised based on
supplier progress or approach.

n Flexibility is needed to redirect supplier efforts within a broad scope of
work.

A T&M contract type or order should only be used when it is not possible to
accurately estimate the extent or duration of the work, or anticipate project
cost with a reasonable degree of certainty.

A T&M contract or order must establish a ceiling price in the schedule. The
ceiling price is the maximum aggregate amount that the Postal Service is
obligated to pay the supplier for efforts expended under the contract or
order. The supplier is not obligated to continue performance once the ceiling
price is reached. Should the supplier exceed the ceiling price, it does so at its
own risk, and the Postal Service is not obligated to reimburse the supplier for
such costs incurred.

A T&M contract amount and the ceiling price may differ, and are not
synonymous. For example, where a purchase is incrementally funded, the
ceiling price may exceed the contract or order total award amount.

During performance, the supplier must notify the contracting officer if it has
reason to believe that the ceiling price may be exceeded. This obligation
accrues to the supplier when either the supplier estimates that the required
labor and material costs necessary for completion will exceed the ceiling
price within 60 days, or the total amount for the scope of contract
performance will be greater than the ceiling price. Conversely, if the supplier
believes the total price for the contract will be substantially less than the
ceiling price, then it must notify the contracting officer as well. As part of any
supplier notification regarding the ceiling price, the supplier must give a
revised estimate of the total price for performing the contract.

If the contracting officer determines that a change to the ceiling price is in the
best interest of the Postal Service, he or she must modify the contract or
order to revise the ceiling price in the schedule. To support the modification,
the contracting officer must document the basis for any change and provide
for the associated review and approval of the action. Such approvals must
be maintained in the contract file.
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A labor-hour contract is a variant of the T&M contract, differing only in that
materials are not supplied by the supplier.

All T&M, labor-hour contracts, and indefinite-delivery contracts under which
a T&M or labor-hour order is placed must include Clause 2-38: Payment
(Time-and-Materials and Labor-Hour Contracts).

Material and Material Handling Costs in Time-and-Materials
Contracts

Material costs are the following:

[ Costs for direct materials, such as raw materials, parts, subassemblies,
components, and manufacturing supplies, that enter directly into the
end product, or that are used or consumed directly in connection with
the furnishing of the end product or service, whether purchased or
manufactured by the contractor, and may include such collateral items
as inbound transportation and in-transit insurance.

] Costs of subcontracts for supplies and incidental services for which
there is not a labor category specified in the contract.

[ Other direct costs (e.g., incidental services for which there is not a
labor category specified in the contract, travel, computer usage
charges, etc.).

Material handling costs are all appropriate indirect costs allocated to direct
materials in accordance with the supplier’s usual accounting procedures, but
only to the extent they are clearly excluded from the hourly rate.

If the supplier furnishes its own materials that are considered a commercially
available item, the price to be paid for such materials shall not exceed the
supplier's established catalog or market price, adjusted to reflect the
following:

[ Quantities being acquired.

[ Actual cost of any modifications necessary because of contract
requirements; or the negotiated price.

As stated in Clause 2-38: Payment (Time-and-Materials and Labor-Hour

Contracts), profit or fees will not be paid on the cost of material or material
handling.

Retainage under Time-and-Materials Contracts

As specified in Clause 2-38: Payment (Time-and-Materials and Labor-Hour
Contracts), the contracting officer may issue a unilateral contract
modification that requires the supplier to provide for a withholding from
invoices until a reserve is set aside to protect Postal Service interests. The
contracting officer may require a withholding of 5% applied to the amounts
billed at the labor-hour rates, up to a total of $50,000. Applying the 5%
retainage is discretionary. Contracting officer considerations for retainage
include the following:

[ Whether the contract contains performance obligations that must be
fulfilled by the supplier prior to the completion of performance, such as
submission of a summary final deliverable, report or study.
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[ Other deliverable requiring special review and acceptance by the
Postal Service.

[ The return of Postal-owned property or equipment.
m The assignment of intellectual property rights.
] Other circumstances justifying retainage.

Contracting officer considerations for not applying retainage are the
following:

[ Where no tangible deliverable is required.

] The supplier has demonstrated a history of quality and past
performance.

[ ] When the deliverables described within the contract are standard or
repetitive reports.

n Other circumstances in which Postal Service risk is limited.

During the contract closeout process, the retainage should only be paid to
the supplier after the contracting officer has determined that all deliverables
were provided and accepted, that the supplier has met all its contractual
obligations, and the supplier has executed a release of claims. At that time,
the supplier may identify specific disputed matters to exclude from the
release if it requires the right to pursue a matter further.

2-188 Indefinite-Delivery Contracts

2-18.8.1 General

Indefinite-delivery contracts are used when the desired period of
performance is known, but the delivery or performance schedule or exact
quantity (stated as number of units or as dollar values) of goods or services
that will be required during the term of the contract is unknown at the time of
award. These contracts establish the following:

[ The period of performance, including extensions as applicable.
[ The goods or services that can be ordered.

] Terms and conditions.

[ The minimum and maximum obligations of the parties.

[ Whether the award is a single indefinite-delivery contract or one of
multiple indefinite-delivery contracts awarded.

m The defined procedures that will be used in the ordering, billing, and
payment methods; and, as applicable, any designated ordering
officials. If multiple awards may be made resulting from a competitive
Request for Proposal (RFP), whether some or all of the orders will be
further competed and the procedures and criteria that will be used for
evaluation and determination for the placement of orders.

[ Order types (pricing structures such as firm-fixed price, time and
material, labor-hour, cost reimbursement, etc.).

n Prices.

Indefinite-delivery contracts may provide for delivery of a definite quantity, an
indefinite quantity within a minimum and maximum, or all of the Postal
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Service’s requirements. During the contract term, delivery orders for goods
or task orders for services are issued by contracting officers; or, orders may
be placed through alternative methods, such as, designated ordering
officials, online catalogs, and automated processes. Indefinite-delivery
contracts should have well-defined procedures for ordering, billing, and
payment stated in the contract.

Generally with contracting officer-initiated delivery or task orders, funds will
be committed with the order and standard billing and payment processes will
apply. However, a variety of other funding, ordering, billing, and payment
processes may be used, such as, funding the indefinite-delivery contract,
automatic replenishment, scanned-based billing and payment, and third-
party provider ordering and payment processes, especially, when orders are
placed by alternate methods. Any alternate method must ensure
performance occurs and billing and payment processes have effective
controls and procedures to ensure proper inspection and acceptance to
safeguard the interests of the Postal Service and suppliers. As appropriate,
additional coordination with the Controller, Accounting, the SOX Program
Office, SCM Strategies, or others, may be required to implement alternative
methods. (See Section 5-12, Make Payment.) Reviews and approvals for an
indefinite-delivery contract are based upon the total estimated dollar value of
all potential orders including any extensions. (See Sections 2-41, Obtain
Selected Reviews and Approvals and 2-41.2, Estimated Total Dollar Value.)

Types of Indefinite-Delivery Contracts

Definite-quantity contract — An indefinite-delivery—definite-quantity (IDDQ)
contract provides for a definite quantity of specific goods or services during
the contract period, with deliveries or performance to be scheduled at
designated locations when ordered. All definite-quantity contracts must
include Clause 2-41: Definite Quantity.

Indefinite-quantity contract — An indefinite-delivery—indefinite-quantity (IDIQ)
contract provides for an indefinite quantity of specific goods or services,
within a stated minimum (more than a nominal quantity but should not
exceed known requirements) and maximum (must be realistic) quantity, to be
delivered during the contract period to designated locations when ordered.
Use an IDIQ contract when a recurring need is anticipated and precise
requirements for goods or services ordered over the term of the contract,
above known minimums, cannot be determined. The minimum and
maximum are provided to limit the pricing risk to the supplier by obligating
the Postal Service to order the stated minimum and establishing a maximum
requirement to be furnished by the supplier, if ordered. The contract
minimum in combination with Clause 2-40: Delivery-Order Limitations is
designed to protect the supplier from being required to perform at
uneconomical levels or beyond its capacity and for the Postal Service to
achieve fair and reasonable prices.

For sourcing efficiencies and in limited circumstances, such as satisfying a
final order quantity or completing an issued task order, contract maximums
may be exceeded upon the mutual agreement of the Postal Service and the
supplier. In increasing the contract maximum, the contracting officer must
first determine if the action increasing the quantity or value is within the
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scope of the contract compared to the contracted amount or whether
noncompetitive procedures apply. (See Section 5-8.9, Change Orders about
contracting officer determination of the scope of the contract.)

In the case where the contracting officer determines the action to be within
scope, any quantity or value added above the contract maximum must be
limited in nature and represent a small percentage when compared to the
existing maximum value. A bilateral contract modification increasing the
contract maximum must be executed prior to the Postal Service ordering
goods or services in excess of the established maximum. When modifying a
contract to increase the contract maximum, review and approval of the
action is required. (See Section 2-41.3.2 Reviews and Approvals of Contract
Awards, Modifications, and Ordering Agreements.) All indefinite-quantity
contracts must include Clause 2-42: Indefinite Quantity.

Requirements contract — A requirements contract provides for filling all (or
specified portions) of actual purchase requirements of the Postal Service as
a whole or a designated Postal Service organization for specific goods and
services to be delivered or performed as ordered over the term of the
contract. Use a requirements contract for the following:

| For recurring requirements anticipated during the contract period,
where precise quantities cannot be determined.

] To obtain goods and services in excess of quantities that the Postal
Service as a whole, or a designated Postal Service organization itself,
can furnish within its own capabilities.

A requirements contract creates an obligation on the Postal Service not to
purchase the same goods or services from other sources during the term of
the contract. A requirements contract might be selected when the purchase/
SCM team decides to award a contract to only one source but cannot obtain
or otherwise predict quantity information as to establish a contract minimum,
or where the goods or services required are so differentiated that alternatives
do not meet the needs of the Postal Service. The solicitation and contract
must state an estimated total quantity and, if feasible, the maximum limit of
the supplier’s obligation to deliver and the Postal Service’s obligation to
order. The total-quantity estimate does not represent an obligation to the
supplier, but must be as realistic as possible, based on records of previous
requirements and current market information. The contract may also specify
minimum or maximum quantities for individual orders and a maximum that
may be ordered during a specified time using Clause 2-40: Delivery-Order
Limitations.

When a requirements contract is for repair, modification, or overhaul of
Postal Service property, the solicitation must state that failure of the Postal
Service to furnish such items in the amounts described as “estimated” or
“maximum” will not entitle the supplier to any price adjustment under the
Postal Service Property clause used within the contract. (See property
clauses, 2-11: Postal Service Property-Fixed-Price, 2-12: Postal Service
Property — Short Form, 2-13: Postal Service Property—Non-Fixed-Price, and
2-14: Postal Service Property Furnished “As Is”). All requirements contracts
must include Clause 2-43: Requirements.
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All definite-quantity, indefinite-quantity, and requirements contracts must
include Clause 2-39: Ordering and Clause 2-40: Delivery-Order Limitations.
Reviews and approvals for Indefinite-Delivery contracts and subsequent
orders are discussed in Sections 2-41, Obtain Selected Reviews and

Approvals and 4-1, Ordering.

Pricing

Indefinite-delivery contracts can employ a variety of pricing structures for the
orders. Firm-fixed price orders are preferred unless the orders cannot be
accurately priced before issuance. When the contract allows for such
flexibility, time and materials, labor-hour, or cost-type orders may be used at
the discretion of the contracting officer. The contracting officer must ensure
that the contract includes the relevant payment clauses that address the
various pricing structures that will be used to place orders under the
indefinite-delivery contract (i.e., Clause 2-26: Payment—Fixed Price,

Clause 2-38: Payment Time-and-Materials and Labor-Hour Contracts,
Clause 2-33: Cost Contract—No Fee). (See Sections 2-18, Select Contract
Type and Period of Performance and 4-1.4, Orders Against Indefinite-
Delivery Contracts.) Contracting officers should ensure that payment clauses
clearly state the processes that will be used for payment and, when
applicable, consult with Legal Counsel when modifying payment clauses.
(See Section 7-6, Deviations, when modifying clauses.)

Although the total contract price of goods and services may not be
determined until orders are issued, the contracting officer is required to
analyze the cost or price for the goods to be provided or the services to be
performed under the contract at time of contract award. To determine fair
and reasonable pricing for the indefinite-delivery contract, the contracting
officer must develop a basis upon which the evaluation of cost or price can
be performed. For goods, the contracting officer may request offerors to
submit fixed unit prices for the term of the contract and then apply those
prices to Postal Service-estimated quantities to arrive at a total evaluated
price. For services, the contracting officer may use various approaches to
provide the most comprehensive way to accomplish the evaluation. For
orders with pricing structures using labor-hour rates, contracting officers
may request a breakout of wages, indirect costs, general and administrative
expenses, and profit that would be used for evaluation purposes, which
when applied to Postal Service estimates, can produce a total evaluated
price. Alternatively or in addition to labor-hour rates, offerors may be directed
to provide a detailed cost proposal for a sample or hypothetical task order
for one or more of the services to be performed under the contract. The
contracting officer may use historical information that addresses similar past
projects to estimate the labor mix, labor hours, or materials. The offeror’s
responses to the sample task order can provide insight into their technical
and staffing approach and may, therefore, provide a reasonable basis to
assess the relative costs of the competing proposals. (See Section 2-34,
Conduct Price/Cost Analysis, for additional information.)
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2-18.8.4 Award of a Single Indefinite-Delivery Contract or Multiple
Indefinite-Delivery Contracts

During purchase planning, the purchase/SCM team should consider whether
a single award or multiple awards are necessary to meet the needs of the
Postal Service. Market research will assist in determining whether a single
supplier will be capable of meeting Postal Service needs or whether multiple
suppliers are the best approach.

Some factors to consider when determining the number of indefinite-delivery
contracts required to satisfy the Postal Service’s needs are the following:

] The complexity, lead times, and commercial availability of the goods or
services required.

] The quantity or extent of the Postal Service’s needs for the goods or
services.

[ The quantity and mix of resources and length of time the supplier will
need to deliver the goods or perform the services.

[ Whether the potential requirements and associated value of the contract
allows opportunity to provide efficiencies, effective performance, and
potential to innovate among all or some of the awardees.

The award of a single indefinite-delivery contract may provide the best
business solution under the following circumstances:

[ The goods or services are unique or so highly specialized that the
purchase/SCM team determines that only one supplier can reasonably
perform the work at the required level of quality and at a fair and
reasonable price.

[ The award of a single indefinite-delivery contract will result in more
favorable terms and conditions, including pricing.

[ The cost or complexity of administering multiple contracts outweighs
the benefits.

m The projected orders are so integrally related that only a single supplier
can reasonably perform the work at the required level of quality and at
a fair and reasonable price.

[ The award of multiple contracts would not be in the Postal Service’s
best interests.

The award of multiple indefinite-delivery contracts may provide the best
business solution under the following circumstances:

[ The magnitude of the Postal Service’s needs will stretch or exceed the
capabilities of a single supplier.

[ There is a recurring need and the goods or services are not
commercially available in the marketplace in sufficient number and
quality to ensure prompt delivery or performance.

[ Competing orders would be advantageous to the Postal Service and
there is an ability to achieve and maintain a continuing competitive
environment among the awardees throughout the period of
performance.

] The purchase/SCM team determines that retaining a pool of multiple
indefinite-delivery contract holders for the goods or services will
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provide substantial benefit to the Postal Service without sacrificing
quality.
The decision and rationale to award single or multiple contracts and to what
extent, if any, orders may be further competed should be addressed in the
contract file or the purchase plan, when a purchase plan is required. (See
Sections 2-1, Develop Purchase Plan and 4-1.4.4, Orders Against Multiple-
Award Indefinite-Delivery Contracts.)

Determining Whether to Compete Orders — Multiple Awards

If multiple awards of indefinite-delivery contracts are made, further
competition of orders should be considered by the purchase/SCM team. In
many circumstances, further competition may represent the best business
decision. However, competition is not always required; and, the initial
determination to compete or not further compete orders does not limit the
contracting officer’s ability to compete or not compete any single order
under a multiple-award indefinite-delivery contract to satisfy the delivery
needs of the Postal Service.

Examples that support a decision to further compete among all or some
multiple awardees include, but are not limited to, the following:

[ The goods or services are readily available and are of acceptable
quality.

] Two or more of the contract holders can provide the required goods or
services and may offer different technical approaches, expertise, or
innovative solutions to the task.

m Competing orders may result in more favorable pricing, such as
advantageous changes in market pricing or delivery terms.

Certain market conditions may dictate that under multiple indefinite-delivery
contracts the placement of orders without further competition is in the best
interest of the Postal Service. Examples of when competition of orders
among multiple contract holders may not provide the best business solution
include, but are not limited to, the following:

[ The Postal Service anticipates the need to have a primary supplier for
the majority of requirements and a secondary supplier that may be
used when the primary supplier’s capacity is insufficient to meet Postal
Service requirements.

[ If awards were initially made to suppliers on the basis of geographical
locations, the contracting officer would not have a need to contact
awardees who were selected to provide the required goods or perform
the required services in other locations.

[ If awards were initially made to suppliers on the basis of their expertise
in particular functional areas, and the contracting officer would not
need to contact those awardees who do not possess the functional
area expertise required for performance of the order.

] A specific supplier is ideally positioned or has directly relevant or
superior past performance to provide the required goods or perform
the required services.
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2-18.8.6  When Order Issuance Will Be Determined Through Further

2-18.8.7

2-18.9

Competition — Multiple Awards

If competition of orders will be considered, contracting officers must ensure
that the contract states that some or all orders may be competed.

Clause 2-39: Ordering, paragraph e., is used to inform suppliers that the
Postal Service reserves the right to compete orders among some or all
suppliers holding contracts for the same or similar goods or services and that
the decision to compete orders lies solely with the Postal Service and is not
guaranteed.

When competing orders, contracting officers must specify any evaluation
factors that will discriminate among proposals and establish the relationship
of price to other factors (more significant, as significant, less significant) to
determine which supplier will best satisfy the delivery needs of the Postal
Service. The evaluation method used should be simple and practical, and a
description of the method, the evaluation factors, and selection
determination must all be documented and included in the contract file.
Generally a review of a supplier’s performance on orders under the contract
or similar contracts and the supplier’s capability to meet the requirements of
the proposed work should suffice as evaluation factors. Other factors such
as technical approach to the requirements, delivery schedule, or
management approach may be appropriate depending on the order. The
evaluation method should not impose a significant proposal preparation and
cost burden to the supplier.

Under multiple-award indefinite-delivery contracts, contracting officers may
decide to exclude one or more of the awardees from further competition for a
particular order, or select a single awardee for a particular order if
advantageous to the Postal Service. The rationale supporting that decision
must be documented in the file. (See 4-1.4.4.2 Decision for Order Placement
— Multiple Awards.)

Ordering

See Section 4-1.4, Orders Against Indefinite-Delivery Contracts, for
information about orders against a single-award, indefinite-delivery contract
and multiple-award, indefinite-delivery contracts.

Performance-Based Contracts

Performance-based contracting arrangements and partnerships should also
be considered when selecting a contract type. Performance-based
contracting is focused on the results instead of the process. The supplier
provides the Postal Service with specific benefits, such as cost reductions or
revenue generation, and in return the supplier shares in the value created.
Performance-based contracting creates an incentive for the supplier to
control its costs. Partnering allows the Postal Service and supplier to control
costs, resolve differences through negotiations, and transform into a
professional relationship built on trust and cooperation. The partnership will
develop throughout the process of the contract. This will lead to payment or
other issues being resolved economically and efficiently. Additional
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information can be found in Section 2-16, Consider Performance-Based
Contracting Arrangements.

Letter Contracts

A letter contract is a written preliminary contractual instrument that
authorizes the supplier to begin work immediately, before a definitive
contract is negotiated. Each letter contract must be as complete and
definitive as possible under the circumstances. The maximum liability of the
Postal Service must be stated (this is the amount estimated to be needed to
cover performance before definitization).

A letter contract is used when:

[ The requirement demands that the supplier be given a binding
commitment so that work can begin immediately.

| Negotiating a definitive contract in time to satisfy the requirement is
impossible.

n No other type of contract is suitable.

The use of a letter contract must be approved by a portfolio manager.

Each letter contract must contain a negotiated definitization schedule,

including a:

n Date for submission of the supplier’s price proposal.

] Date for the start of negotiation.

[ Target date for definitization, which must be the earliest practical date.

The definitization schedule must provide for definitizaing the contract. Because

an undefinitized letter contract is, in effect, a cost-reimbursement contract, it is

not in the Postal Service’s interest to allow it to continue longer than

necessary. Therefore, if after exhausting all reasonable efforts, the contracting

officer and the supplier fail to reach an agreement on price or fee, Clause 2-44:

Contract Definitization requires the supplier to proceed with the work and

provides that the contracting officer may determine a reasonable price or fee,
subject to appeal as provided in Clause B-9: Claims and Disputes.

A letter contract must not:

n Commit the Postal Service to a definitive contract in excess of the
funds available at the time the letter contract is executed.

[ Be modified to add work unless the added work is inseparable from the
work being performed under the letter contract.

A letter contract must include clauses required for the type of definitive
contract contemplated, as well as any additional clauses known to be
appropriate. All letter contracts must include the following clauses:

[ ] Clause 2-44: Contract Definitization.

[ Clause 2-45: Execution and Commencement of Work.

n Clause 2-46: Limitation of Postal Service Liability (the maximum
liability, the amount necessary to cover the supplier’s performance
before definitization).

n Clause 2-47: Payment of Allowable Costs Before Definitization (used if
a cost-reimbursement definitive contract is contemplated).
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2-18.11  Ordering Agreements

2-18.11.1 General

An ordering agreement is not itself a contract. It is a written agreement
lacking consideration, negotiated between a purchasing organization and a
supplier that contains terms and conditions applying to future contracts
between the parties. These agreements require reviews and approvals in
accordance with Section 2-41, Obtain Selected Reviews and Approvals. The
contracts are established when orders are issued and accepted by the
performing party. Ordering agreements also include Basic Pricing
Agreements (BPAs), see Section 2-18.11.6, Basic Pricing Agreements.
Although there may be a price ceiling for individual orders, there is no limit on
the aggregate value of orders and no commitment to purchase. This
distinguishes ordering agreements from indefinite-delivery contracts.

An ordering agreement is useful for expediting contracting for uncertain
requirements of goods or services when specific quantities and prices are
not known at the time the agreement is signed, but substantial quantities of
the goods or services are expected to be purchased. The placement of
ordering agreements can reduce purchasing lead time and inventory
investment.

2-18.11.2 Limitations

1. An ordering agreement may not state or imply any obligation or
agreement by the Postal Service to place future contracts (orders) with
the supplier.

2. An ordering agreement may only be changed by modifying the
agreement itself and not by individual orders issued against it.
Modifying an ordering agreement does not retroactively affect orders
previously issued against it.

3. Ordering agreements should be periodically reviewed to determine
whether they should be continued.

2-18.11.3 Content of the Agreement
An ordering agreement must:
1. Describe the supplies and services to be provided.
2. Describe the method for determining prices.

3. Include delivery terms and conditions or specify how they will be
determined.

4. List the purchasing organizations or ordering officials authorized to
issue orders (see Section 2-18.11.4, Ordering).

5. Specify the point at which an order becomes a binding contract (for
example, issuance of the order, acceptance of the order in a specified
manner, or failure to reject the order within a specified number of days).

6. Provide that failure to reach agreement on the price of any one order
issued before a price is established (see Section 2-18.11.5, Pricing) is a
dispute under Clause B-9: Claims and Disputes (March 2006).
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7. Contain the clauses prescribed for the type of contract represented by
the orders to be placed (for clauses prescribed according to contract
dollar amount, the aggregate value of orders expected to be placed
must be estimated).

8.  Specify the term under which orders can be issued.

Ordering

A contracting officer representing a purchasing organization listed in an
ordering agreement may issue orders for supplies or services covered by
that agreement; in addition, contracting officers may designate ordering
officials who may issue orders valued at less than $10,000. Competition
must be obtained before placing any order valued at $10,000 or more.

Orders valued at less than $10,000 may be placed by the ordering officials
listed in the agreement. Competition may be obtained by oral or written
solicitation among firms holding ordering agreements for the same supplies
or services, or on the open market. If an order valued at $10,000 or more is
placed without obtaining competition, it is subject to the requirements of
Sections 2-10, Determine Extent of Competition, and 2-41, Obtain Selected
Reviews and Approvals.

Pricing

The contracting officer may not authorize the supplier to begin work on an
order until prices have been established, unless urgency precludes advance
pricing and the order establishes a ceiling price limiting the Postal Service’s
obligation. Pricing must be accomplished as soon as possible after issuance
of an unpriced order.

Basic Pricing Agreements

General

A basic pricing agreement (BPA) is an ordering agreement which permits
individuals designated by name or title to place orders by telephone, in
person, electronically, or in writing. BPAs permit consolidated invoicing
(usually monthly) for all purchases made. Establishing BPAs with suppliers
from which frequent, repetitive purchases are made can significantly reduce
paperwork and administrative costs. Although there may be a ceiling for
individual orders, there is no aggregate value of orders under a BPA. When
the BPA is limited to specific items on a price list, only those items may be
ordered. Suppliers may revise their prices at any time.

Use
BPAs are used when:

1. A wide variety of items in a broad class of supplies (hardware, electrical
supplies, etc.) may be available from suppliers but quantities and
delivery requirements are not known and may vary considerably. BPAs
may also be used for services.

2. The preparation of numerous written orders and processing of invoices
can be avoided.
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3. There is a need to provide supply sources for offices that do not have
purchasing authority.

4. A purchase or series of purchases from a particular supplier may not
be made using local buying procedures.

2-18.11.6.3 Sources

BPAs should be established with suppliers from which numerous individual
purchases will likely be made in a given period. For example, if experience
shows that a supplier is dependable and consistently lower in price than
other suppliers, and if numerous small purchases are made from it, it would
be advantageous to establish a BPA with the supplier.

2-18.11.6.4 Restrictions
The following restrictions apply to BPAs:

1. BPAs may not be made for goods or services which must be
purchased from mandatory sources (see Section 2-13, Purchase From
Mandatory Sources).

2. BPAs may not be made for construction on Postal Service premises.
3. The term of a BPA may not exceed 5 years.
4. Individual orders must be less than $10,000 (except for fuel, where the
ordering limit is tank capacity).
2-18.11.6.5 Ordering

When orders are placed under a BPA established for specific items on a
price list, only the items on the list may be ordered.

2-18.12  Other Topics Considered
Section 2-16, Consider Performance-Based Contracting Arrangements.

2-18.13 Clauses and Provisions
Clause B-3: Contract Type.

Clause B-9: Claims and Disputes.

Clause B-12: Termination for Convenience or Default — Cost-
Reimbursement Contracts.

Clause 2-26: Payment — Fixed Price (Paragraph i. of Clause 4-1: General

Terms and Conditions, discusses standard Postal Service payment terms.
When necessary, purchase teams may replace paragraph i. with Clause 2-
26: Payment — Fixed Price).

Clause 2-27: Incentive Price Revision (All fixed-price incentive contracts
should also include Clause 2-27: Incentive Price Revision, filled in).

Clause 2-28: Economic Price Adjustment — Labor and Materials (Fixed-price
contracts providing for economic price adjustments based on actual costs of
labor or materials should include Clause 2-28: Economic Price Adjustment —
Labor and Materials).

Clause 2-29: Economic Price Adjustment (Index Method) (Fixed-price
contracts providing for economic price adjustments based on cost indexes
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of labor or materials should include Clause 2-29: Economic Price Adjustment
(Index Method), and an adjustment formula).

The following clauses should be contained in all cost-reimbursement
contracts:

Clause 2-30: Allowable Cost and Payment

Clause 2-31: Limitation of Cost (if the contract is fully funded) or

Clause 2-32: Limitation of Funds (if the contract is funded in increments).

Clause 2-33: Cost Contract — No Fee (Include in cost contracts.)

Clause 2-34: Cost-Sharing Contract — No Fee (Include in cost sharing
contracts).

Clause 2-35: Incentive Fee (Include in cost plus incentive fee contracts.)

Clause 2-36: Fixed Fee (Include in cost plus fixed fee contracts.)

Clause 2-37: Award Fee (Include in cost plus award fee contracts.)

The following clause should be contained in all time-and-materials and labor-
hour contracts:

Clause 2-38: Payment (Time-and-Materials and Labor-Hour Contracts).

The following clauses should be contained in all delivery-order, task-order,
and definite-order contracts:

Clause 2-39: Ordering.
Clause 2-40: Delivery-Order Limitations.

The following clause should be contained in all definite-quantity contracts:
Clause 2-41: Definite Quantity.

The following clause should be contained in all indefinite-quantity contracts:
Clause 2-42: Indefinite Quantity.

The following clause should be contained in all requirements contracts:

Clause 2-43: Requirements.

The following clauses and provisions should be contained in all letter
contracts:

Clause 2-44: Contract Definitization.

Clause 2-45: Execution and Commencement of Work.

Clause 2-46: Limitation of Postal Service Liability.

Clause 2-47: Payment of Allowable Costs Before Definitization.

Provision 2-9: Accounting System Guidelines — Cost Type Contracts.

Provision 4-1: Standard Solicitation Provisions (paragraph f., type of
contract).

144 SPs and Ps



Postal Service Supplying Practices Process Step 2: Evaluate Sources

2-19 Consider Use of Options

April 1, 2023

2-19.1

The purchase/SCM team should consider the inclusion of option periods for
additional performance for the following reasons:

] Preservation of operational continuity.

[ Supplier will have already developed knowledge of the product or
service.

m Realization of time efficiency from the Postal Service's perspective,
because the activities associated with the Perform Solicitation-Related
Activities and Evaluate Proposals tasks of USPS Supplying Practices
Process Step 2: Evaluate Sources will be avoided.

[ Realization of time efficiency for the supplier because learning curve
inefficiencies will be reduced or may be avoided.

[ Switching costs and performance risks may be avoided.
] Successful contract performance will be more stable.

[ To incentivize the supplier’s delivery of successful, high-quality
performance levels.

[ Technical support capabilities will have already been established.

Selecting the optimum contract length and the need for option periods for
any given requirement are important elements of purchase planning and
must be considered along with price, risk, market conditions, and industry
norms in finalizing a period of performance for solicitation. (See Section 2-18,
Select Contract Type and Period of Performance). Contracting officers
should consider the inclusion of options within solicitations and resulting
contracts as a means of continuing to fulfill the needs of the Postal Service.
The exercise of options to extend a contract’s period of performance beyond
what was initially contemplated should be assessed to determine whether it
is more advantageous to obtain best value through option exercise or
through re-competition. (See Section 5-8.7, Exercising Options.)

Portfolio manager approval is required where a contract’s period of
performance, including options, will exceed or be extended beyond a total of
eight years. (See Section 2-41.3.2, Reviews and Approvals of Contract
Awards, Modifications, and Ordering Agreements.)

Options

An option period or quantity in a contract authorizes the Postal Service to
unilaterally elect to purchase the additional quantities of goods or services
called for by the contract option. Upon option exercise, suppliers are
required to continue performance for the extended option term or deliver the
quantity of goods specified by the option, as applicable. Options are
exercised via unilateral modification, and do not require supplier concurrence
or bilateral signature. They are contrasted with supplemental agreements
which do require supplier agreement and bilateral signature.

Options can be a useful procurement planning mechanism where the Postal
Service may determine it wishes to only commit to purchase a portion of a
potentially larger requirement at the time of award. The use of options may
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be in the best interest of the Postal Service due to uncertainty about the
future availability of funding, or the continuing need for the goods and
services furnished under a contract. The Postal Service has the right not to
exercise an established option under a contract and, instead, conduct a
competitive procurement or to have the supplier’s performance simply end if
there is not a continuing need for the good or service.

Use

Option clauses may be included in contracts when increased requirements
are foreseeable during the contract period or when continuing performance
past the original period is in the best interest of the Postal Service. Option
clauses may require that additional quantities be priced the same as the
basic quantities or at a different price. Since options require suppliers to
commit to prices for definite periods of time with no guarantee that the
option will be exercised, their improper use or inclusion of numerous option
periods may result in prices that are no longer reasonable at the time of
contemplated exercise. Options are effectively used when the need for
additional requirements or continued performance are foreseeable and
immediate re-competition may be impracticable or not be expected to
provide for significant benefits to the Postal Service. Where production lead
times or delivery requirements require the continuous availability of goods or
services, the inclusion of options may be a preferable solution to negotiating
and establishing a new contract.

Service contracts that include options must include Clause 9-12: Fair Labor

Standards Act and Service Contract Act — Price Adjustment. See section 7-
7.1.1.3, Price Adjustments for additional information.

For fixed-price contracts containing priced options where the sum of the
base and option periods is expected to exceed 5 years, the inclusion of an
economic price adjustment clause (such as Clause 2-28: Economic Price
Adjustment - Labor and Materials or Clause 2-29: Economic Price
Adjustment (Index Method)) should be considered.

Option clauses should not be included in contracts or exercised, when the
following exists:

| The supplier would be required to incur undue risks (as when the price
or availability of necessary materials or labor is not reasonably
foreseeable) which endanger performance and may lead to
unreasonably high prices.

[ An indefinite-quantity or requirements contract is appropriate, except
that options for continuing performance may be used.

n Market prices for the goods or services involved are highly volatile and
cannot be reasonably estimated for option periods.

] The option quantities represent known firm requirements for which
funds have already been budgeted and approved.

Evaluating Options

The evaluation of options at time of award does not obligate the Postal
Service to exercise those options. Unless it is determined that the evaluation
of options is not in the best interest of the Postal Service, where option
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2-19.1.3

2-19.1.4

2-19.1.5

pricing has been solicited, proposals must be evaluated as to offered price(s)
of the base requirement, option requirements, and in the aggregate. If the
Postal Service elects to exercise an option with the initial contract award,
proposals are evaluated by adding the price of the base contract to the price
of the option(s) exercised with the initial award.

Any proposal containing options that is materially unbalanced as to prices for
base and option quantities may be disregarded as unacceptable. An
unbalanced proposal is one that is based on prices significantly less than
cost for some work and prices that are significantly overstated for other
work.

When options will not be evaluated, the contract file must contain the
rationale for the decision. In all other cases, the purchase/ SCM team must
follow the instructions in paragraph b.. of Provision 4-2: Evaluation, or
include Provision 2-3: Evaluation of Options, in the RFP.

Setting Limits for Options

The contract must limit the additional quantities of goods or services that
may be purchased; or the duration of the period for which performance of
the contract may be extended under the option, and it must fix the period
within which the option may be exercised. The period within which the option
may be exercised should be kept to a minimum, but this period should give
the supplier adequate notice for performance under the option. In fixing the
period within which the option may be exercised, consider the lead time
needed to ensure continuous production and the time required for additional
funding and other approvals. The option clauses require the contracting
officer to provide 60 days’ written notice to the supplier unless a different
number is inserted within the clauses or stated within the schedule.

When a solicitation contains an option for additional quantities of goods at
prices no higher than those for the initial quantities, care should be taken to
ensure that the option quantities are reasonable. The quantities or the period
under option and the period during which the option may be exercised must
be justified and documented in the contract file by the contracting officer.

Prices

The solicitation may allow varying prices to be offered for the option
quantities, depending on the quantities actually ordered and the dates when
ordered. If so, the solicitation must specify the price at which the options will
be evaluated (e.g., highest option price offered or option price for specified
quantities or dates).

Expressing Options in a Contract

When exercising the option would result in extending the duration of the
contract, the option may be expressed in terms of an extended completion
date or an additional time period. An option for increased quantities may be
expressed as a percentage of specific line items, a number of additional units
of specific line items, or additional numbered line items (identified as the option
quantity) with the same name as the items initially included in the contract. An
option for increased services (including construction) may similarly be
expressed in terms of percentages, increases in specific line items, or
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additional numbered line items expressed in the units of work initially used in
the contract (e.g., labor hours, square feet, or pounds or tons handled).

2-19.1.6 Exercising Options
The exercise of options is addressed in Section 5-8.7, Exercising Options.

2-192 Other Topics Considered
Section 2-9, Perform Switching-Cost Analysis.

Section 5-7, Evaluate Contract Effectiveness.

21903 Clauses and Provisions

When options will be used, the purchase/SCM team must follow the
instructions in paragraph b.. of Provision 4-2: Evaluation, or the solicitation
must include Provision 2-3: Evaluation of Options. In addition, the contract
must include one of the following clauses:

] Clause 2-17: Option for Increased Quantity - is used when the Postal
Service may increase the quantity of goods called for under the
contract within the contract term by the amounts and at the unit prices
specified in the schedule and the option quantity is expressed as
something other than a separately priced line item (e.g., a finite
quantity, a percentage, etc.).

] Clause 2-18: Option Item (CLIN) - is used when the Postal Service may
increase the quantity of goods called for under the contract by the
amounts and at the unit prices specified in the schedule and the option
quantity is expressed as a separately priced contract line item (CLIN).

| Clause 2-19: Option to Extend (Short Term) - is used when the Postal
Service anticipates it may need to extend contract performance for a
period up to but not longer than six months. The option clause may be
used in contracts for either goods or services. The option is expressed
as a short-term extension of the contract term and requires suppliers to
continue in performance at the same delivery/performance rate and at
the unit prices specified in the schedule.

m Clause 2-20: Option Period - is used when the option is expressed as
the right to extend the term for an agreed upon additional period of
performance, as set forth in the schedule.

Care must be exercised to ensure that the schedule in any contract contains
the options and any other information called for in the related option clause.

Renewal actions of contracts are applicable only to mail transportation
highway contract route instruments. Renewals of mail transportation

highway contracts are discussed in the Mail Transportation Purchasing
commodity specific practice (See Section 8-2.3.6, Contract Renewals).

2-20 Develop and Finalize Sourcing Strategy

Sourcing is the process of identifying suppliers capable of meeting particular
requirements. The sourcing strategy establishes the objectives and priorities
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of the purchase and assesses its risk. It serves as the crucial link between
category strategy and sourcing activities.

Sourcing Strategy

General

Sourcing strategies are developed by the purchase/SCM team and, if
applicable, are provided general direction by the category strategy. One
important factor for purchase/SCM teams to consider is whether a single
source or multiple sources will best meet the business needs of the Postal
Service.

Sourcing Types

The type of sourcing is an essential element of the sourcing strategy, and
must be decided upon by the purchase/SCM team. There are two types of
sourcing:

n Use of multiple suppliers.
] Use of a single supplier.

Use of Multiple Suppliers

Multiple sourcing is the decision to utilize two or more suppliers to satisfy a
requirement. Generally, multiple sourcing may be appropriate to:

n Ensure supply continuity.
[ Ensure and potentially enhance competition.
[ Meet Client volume requirements.

[ Select the best suppliers in those markets with rapid technology
advancement and changing market leaders.

] Support supplier diversity initiatives.

Use of Single Suppliers

Single sourcing is the decision to use only one supplier to fulfill a requirement,
given time and other constraints (e.g., joint research and development [R&D] or
an investment that effectively makes that supplier the only practicable source
for the future). The purchase/SCM team must ensure that those making the
requirement are aware of the future risks of single sourcing, which can include
greater vulnerability to rising prices and greater exposure to interrupted supply
continuity. Generally, single sourcing may be appropriate when:

] A single supplier offers goods and services that are superior to those
offered by its competitors, or

[ Establishing a strategic relationship with a single supplier furthers the
business and competitive interests of the Postal Service.

Other Topics Considered

Section 1-4, Prepare Preliminary Business Justification for the Need.

Section 1-16, Conduct Make vs. Buy Decision Analysis.

Section 2-10, Determine Extent of Competition.
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Section 2-15, Consider Auctions.

Section 2-22, Prequalify Suppliers.

Section 2-41, Obtain Selected Reviews and Approvals.

Section 7-2, Develop Commodity Strategy.

Other Considerations

In addition to the type of sourcing that will be used, the purchase/SCM Team
should also consider at this point whether to solicit the requirement among
prequalified suppliers, and whether an auction will be used during the
purchasing process (see Sections 2-22, Prequalify Suppliers and 2-15,
Consider Auctions).

2-21 Define Supplier Diversity Objectives
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2-21.1

The Postal Service’s Supplier Relations Principle aims to establish and
maintain a strong, competitive supplier base that reflects the diversity of the
supplier community and provides suppliers with access to purchasing
opportunities. The Postal Service understands that a diverse supplier base is
important from both a performance and public policy standpoint. Supplier
diversity translates into conducting business with SMWOBSs, as well as other
suppliers. The Postal Service strives to be a world-class leader in supplier
diversity.

Supplier diversity enables the Postal Service to take full advantage of the
entrepreneurial spirit, capabilities, competitive pricing, new processes,
goods, services, and innovations offered by diverse suppliers. Diverse
suppliers are essential to the Postal Service’s continuing objective of being a
market-driven organization. Postal Service suppliers are also Postal Service
customers, so the value of cultivating a diverse supplier base is good
business practice. The Postal Service has established programs and teams
to ensure its full commitment to supplier diversity.

Definitions

1.  Small business — A business, including an affiliate (see #2. below), that
is independently owned and operated, is not dominant in producing or
performing the goods or services being purchased, and has no more
than 500 employees, unless a different size standard has been
established by the Small Business Administration (see 13 CFR 121,
particularly for different size standards for airline, railroad, and
construction companies). For subcontracts of $50,000 or less, a
subcontractor having no more than 500 employees qualifies as a small
business without regard to other factors.

2.  Affiliates — Businesses connected by the fact that one controls or has
the power to control the other, or a third party controls or has the
power to control both. Factors such as common ownership, common
management, and contractual relationships must be considered.
Franchise agreements are not considered evidence of affiliation if the
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franchisee has a right to profit in proportion to its ownership and bears
the risk of loss or failure.

3. Dominant — Being a controlling or major influence in a market in which
a number of businesses are primarily engaged. Factors such as
business volume; number of employees; financial resources;
competitiveness; ownership or control of materials, processes,
patents, and license agreements; facilities; sales territory; and nature of
the business must be considered.

4.  Minority business — A minority business is a concern that is at least
51 percent owned by, and whose management and daily business
operations are controlled by, one or more members of a socially and
economically disadvantaged minority group, namely U.S. citizens who
are Black Americans, Hispanic Americans, Native Americans, or Asian
Americans. (Native Americans are American Indians, Eskimos, Aleuts,
and Native Hawaiians. Asian Americans are U.S. citizens whose origins
are Japanese, Chinese, Filipino, Viethamese, Korean, Samoan,
Laotian, Kampuchea (Cambodian), Taiwanese, in the U.S. Trust
Territories of the pacific Islands or in the Indian subcontinent.)

5. Woman-owned business — A concern at least 51 percent of which is
owned by a woman (or women) who is a U.S. citizen, controls the firm
by exercising the power to make policy decisions, and operates the
business by being actively involved in day-to-day management.

6. Number of employees — Average employment (including domestic and
foreign affiliates), based on the number of people employed (whether
full-time, part-time, or temporary), during each pay period of the
preceding 12 months, or, if the business has been in existence less
than 12 months, during each pay period of its existence.

2-212 Supplier Diversity Objectives

Supplier diversity is the proactive business process that seeks to provide
suppliers with access to purchasing and business opportunities. Supplier
diversity is defined by:

[ Enterprise and SM policies and objectives.
[ The purchasing process.

[ Continuous improvement and monitoring.
Supplier diversity objectives include:

| Continuous improvement of supplier diversity and in relationships with
SMWOBs.

[ Continued broad market research analysis of the supplier community
to identify and select the best suppliers.

[ Process improvements that promote opportunities for all suppliers to
provide value-added products and services.

[ Awareness and information — making all Postal Service personnel
responsible for supplier diversity.

The supplier diversity objectives are aligned with Postal Service and SM
objectives, which is a top-down approach. Laws, regulations, clauses, and
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provisions also contribute to shaping supplier diversity objectives. The PMG
and VP, SM, convey the importance of supplier diversity. The Postal
Service’s Web site, www.usps.com, includes a supplier diversity section,
which contains information on supplier diversity, goals, processes, frequently
asked questions (FAQs), and a stated commitment to supplier diversity by
the PMG and VP, SM.

Supplier diversity objectives are universal to all Postal Service purchases;
however, certain objectives may be more pertinent to specific types of
purchases. The purchase’s progression through the Process Steps defines the
diversity objectives for each purchase. For example, the Postal Service
diversity objective of continuing to perform broad market analysis to identify
other possible suppliers is more pertinent to the purchase if a noncompetitive
sourcing method is to be used. The business case for a noncompetitive
purchase must address the extent and result of the market research.

The Postal Service continually monitors supplier diversity objectives and
results, and by doing so, further refines the determination and definition of
those objectives, which is in line with the supplier diversity objective of
continuous improvement. This refinement is conducted through meetings,
reviews, data gathering, and other methods of examination.

Supporting Supplier Diversity

The following sections of the supplier diversity corporate plan contribute to
defining the supplier diversity objectives. Each area directly or indirectly
influences at least one of the activities that define supplier diversity
objectives, the activities of the purchasing process, continuous improvement
and monitoring, and defining supplier diversity for the enterprise and
suppliers. The areas are:

[ Management involvement.
] Communication/outreach.
[ Sourcing.

n Subcontracting.

] Innovative initiatives.

] Training and development.
[ Tracking progress.

[ Performance indicators.

[ Recognition.

Management Involvement

The VP, SM, and SM management, annually review supply chain strategies,
through SM’s Commodity Sourcing Strategy Planning (CSSP) process to
ensure that the Postal Service is taking full advantage of the capabilities,
competitive pricing, new processes, goods and services, and innovations
offered by all suppliers in the commodity category, including SMWOBSs.

The supplier diversity team in SM benchmarks with both public and private
sector organizations to identify opportunities to improve business processes.

SPs and Ps


http://www.usps.com

Postal Service Supplying Practices Process Step 2: Evaluate Sources

Through its outreach efforts, SM’s supplier diversity team identifies best
practices and serves as an information source to the SMWOB community.

2215 Communication/Outreach

The Postal Service works closely with trade and industry associations,
government agencies, and business development and purchasing
organizations to exchange information on methods, initiatives, and
processes to identify sources of supply. This enables contracting
professionals, as well as credit cardholders and other Postal Service
personnel to more effectively identify potential suppliers to meet Postal
Service needs.

The Postal Service will:

m Conduct supplier forums to share information on Postal Service
corporate business goals and objectives.

[ Conduct and participate in surveys and benchmarking studies for
continuous improvement of supplier diversity processes.

] Maintain intranet and Internet sites with supplier diversity policy,
procedures, points of contact, and other resource information for
various purchase/SCM teams, clients, and suppliers.

| Attend and participate in business opportunities and trade fairs
promoting SMWOBs.

[ Continue to foster the development of mutually beneficial business
relationships between internal clients and the supplier community.

] Publicize purchasing and business opportunities in print or electronic
media as appropriate to enhance competition.

[ Provide internal and external stakeholders with timely updates on the
positive contributions of supplier diversity processes.

[ Continue to make available a formal registration process for potential
suppliers.

2-21.6 Sourcing Considerations

Purchase/SCM teams should ensure that individual purchase plans and
plans for prequalification demonstrate active sourcing efforts for diverse
suppliers. Prequalification is further addressed in Section 2-22, Prequalify
Suppliers. Specific methodologies should be included for including
SMWOBs in the purchasing process. Also, it must be ensured that each
purchase/SCM team’s market research includes specific efforts to identify
SMWOBs capable of prequalification criteria and that these firms are
encouraged to compete.

Market research is performed by continuously assessing the marketplace for
drivers of market segments, industry trends, impact of new technology,
competitive dynamics, supplier characteristics, and number of suppliers
(national or regional) in a market. Market research is further addressed in
Section 1-10, Conduct Market Research and Benchmarking Analysis.
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Subcontracting

The Postal Service encourages subcontracting with SMWOBs.
Subcontracting with SMWOBS is further discussed in Section 2-39,
Subcontracting with SMWOBs.

Training and Development

All employees in SM buying functions should participate in training related to
supplier diversity offered by SM’s supplier diversity team.

The Postal Service, in collaboration with suppliers, will:

] Conduct roundtable discussions to share information on Postal Service
corporate business goals and objectives.

[ Work together to develop better proposals.
[ Conduct sessions aimed at innovation and improvement.
| Work to leverage benchmarking and best practices in the supply chain.

Tracking Progress

The Postal Service strives for continuous improvement by performing annual
goal setting for prime contracts with SMWOB and semi-annual monitoring of
all effort-based indicators and yearend results. The Postal Service will
periodically reposition supply strategies to adopt leading practices identified
in the purchasing process.

All suppliers are classified to identify prime and subcontracting (second-tier)
spend within each socioeconomic category. The Postal Service will continue
to collect and report results through the tracking of:

| Total number of transactions (contract award and modifications).
[ Total dollar amount of obligated transactions.

] Number of transactions with SMWOBs.

] Prime supplier SMWOBSs spend.

n Subcontracting (second-tier) spend with SMWOBSs.

] Total credit card expenditures.

] Number and value of credit card expenditures with SMWOBs.

Performance Indicators

The Postal Service strives for continuous improvement by establishing effort-
based indicators in such areas as:

m Purchase Plans — ensuring that SMWOBSs are considered in the
sourcing process, including consideration for prequalification and
subcontracting opportunities.

| Attending and participating in business opportunity and trade fairs
promoting SMWOBs.

] Holding advisory and debriefing sessions with SMWOBs.

[ Participating in and sponsoring forums that provide suppliers an
opportunity to obtain additional guidance on processes within a
commodity area.
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[ Tracking types and numbers of source files and related resources used
to identify qualified suppliers.

m Tracking the number of opportunities offered within an industry
category.

[ Developing, implementing, and maintaining purchasing and sourcing
strategies that include SMWOBs.

m Understanding the current diversity of each category supplier base and
taking specific steps to ensure the continued effectiveness of that
base.

| Benchmarking results with other public and private sector
organizations.

22111 Recognition

Recognition of supplier diversity efforts of both Postal Service personnel and
suppliers will further promote the defined supplier diversity objectives. The
Postal Service will celebrate successes by:

u Publishing results on an annual basis.
[ Publishing successes on a periodic basis.

] Recognizing and publicizing outstanding SCM performance and best-
practice successes.

| Recognizing extraordinary individual performance.

[ Recognizing substantive team or category performance, using current
Postal Service recognition processes each year.

2-21.12  Other Topics Considered
Section 1-10, Conduct Market Research and Benchmarking Analysis.

Section 1-17, Analyze Unsolicited Proposals.

Section 2-20, Develop and Finalize Sourcing Strategy.

Section 2-22, Prequalify Suppliers.

Section 2-27, Issue RFPs and Publicize Requirements.
Section 2-39, Subcontracting with SMWOBs.
Section 3-2, Announce Award.

221,13 Clauses and Provisions

Clause 3-1: Small-, Minority-, and Woman-Owned Business Subcontracting
Requirements.

Clause 3-2: Participation of Small-, Minority-, and Woman-Owned
Businesses.

Clause 9-7: Equal Opportunity.

Clause 9-8: Affirmative Action Compliance Requirements for Construction.

Clause 9-9: Equal Opportunity Preaward Compliance of Subcontracts.

Provision 3-1: Notice of Small-, Minority-, and Woman-Owned Business
Subcontracting Requirements.

Provision 9-1: Equal Opportunity Affirmative Action Program.
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Provision 9-2: Preaward Equal Opportunity Compliance Review.

Provision 9-3: Notice of Requirements for Equal Opportunity Affirmative
Action.

2-22 Prequalify Suppliers
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2-22.1

2-22.2

Prequalification is the process of up-front identification of top-quality
suppliers able to compete for specific types of contract opportunities.
Prequalified suppliers are those whose record of performance in the
marketplace, whether commercial or governmental, demonstrates their
ability to perform to consistently high standards of quality and reliability.

Selection of the right suppliers is critical to the Postal Service’s success.
Having the right suppliers augments the Postal Service’s ability to deliver
high-quality and innovative services to its customers and reduces
operational risks. Prequalifying suppliers enhances competition, ensures
quality performance, and can also shorten cycle time and strengthen
relationships between the Postal Service and its suppliers.

Suppliers benefit from having a more comprehensive opportunity to
familiarize themselves with the Postal Service’s requirements before an RFP
is issued, which in turns yields lower proposal preparation costs.

Prequalification may be used:

[ On an ongoing basis for commercially available goods or services
purchased routinely.

[ For an individual purchase or for a series of purchases.

Evaluation Factors

The supplier evaluation process is a key means of achieving competitive
advantage and maximum value for money. Supplier-specific performance
evaluation factors such as past performance and supplier capability are
carefully evaluated to determine which suppliers to include on the
prequalified list. See 2-26.2, Proposal Evaluation Strategy and Factors for a
discussion of past performance and supplier capability.

Preliminary Prequalification Survey

If the required information and discussions do not provide an adequate basis
for determining capability, the purchase/SCM team may conduct a
preliminary prequalification survey. The extent of the survey must be
consistent with the dollar value, complexity, or sensitivity of the purchase
and may include any of the following:

| Data on hand or from other government or commercial sources.
[ Examination of financial statements and records.

n On-site assessment of plant, facilities, workforce, subcontractors, and
other resources to be used in contract performance.

Results of the preliminary prequalification survey must be in writing and
included with the capability determination and attached to the contract file.
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2-22.3

2-22.4

2-22.5

Selecting Suppliers

After the evaluation team has reviewed and analyzed the supplier-specific
information, the best qualified suppliers are placed on the prequalified list.
Some suppliers are considerably more qualified than others, so the
purchase/SCM team should prequalify the best suppliers available.

During this phase of the prequalification process, the contracting officer
must ensure that:

] The inclusion or exclusion of a particular supplier is based strictly on
business reasons.

[ Enough suppliers are placed on the list to ensure adequate
competition for subsequent purchases.

[ Any sensitive business information provided by a supplier is sufficiently
protected from disclosure.

Notification

All suppliers who responded to the prequalification announcement must be
notified of whether they were included or excluded from the prequalification
list. Debriefings will be available upon request to suppliers who have not
been selected for the list, so they may better prepare for future
prequalification opportunities.

Reassessment

The purchase/SCM team should reassess the suppliers included on the
prequalified list periodically to ensure that they remain qualified and reliable.
The purchase/SCM team may remove a supplier from the prequalified list
only if the decision is based on good business reasons. The supplier must be
informed of the removal and provided an explanation for the decision.

The purchase/SCM team should also consider whether new suppliers should
be included on the list.

2-23 Define Contract Management Metrics

April 1, 2023

2-23.1

Contract management is the process of ensuring that the intent,
requirements, and terms and conditions of a contract are met from inception
to end of life. Successful contract management requires the establishment of
meaningful and effective metrics.

In instances when metrics have not been established in the RFP, the
contracting officer will work with the client to define contract management
metrics.

Measurable Performance Elements

Measuring performance requires the creation and use of performance
metrics that allow the quality of a service to be measured. Elements of
contract performance that can be assessed include:

u Completeness.
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u Cost.
[ Availability.

] Capacity.
[ Reliability.
[ Flexibility.

] Timeliness.

[ Responsiveness.
[ Security.

] Standards.

[ Usability.
[ ] Accuracy.
[ Risk.

[ Safety.

[ Auditability/clear documentation.
u Satisfaction.

There may be a need to modify, add, or remove performance metrics during
the lifetime of the contract. It may be too expensive or time-consuming to
measure a given element; time and resource implications must be
considered. If a metric requires specialized client knowledge, it is imperative
to devote the time of an individual or team to the task.

2232 Aspects of Performance Metrics

The performance metrics selected must offer clear and demonstrable
evidence of the success of each of the following aspects, even in areas
where a metric is hard to quantify:

[ Quality — conformance to contract requirements and standards of
good workmanship.

[ Timeliness of performance — adherence to contract schedules,
including the administrative aspects of performance.

[ Client-supplier relationship — being reasonable and cooperative;
commitment to customer satisfaction; integrity and ethics.

m Cost control — forecasting and containing costs on changes and cost-
reimbursement contracts.

There should be at least one metric in each category above. The intention is
to form the most comprehensive view possible of the performance of the
supplier, the Postal Service, and any subcontractors involved. All purchase/
SCM team members with contract management responsibilities are required
to ensure that a formal feedback process is in place with suppliers that
covers these key criteria.

2233 Risk Management

Managing risk is an important aspect of managing service delivery and must
be reflected in the design of performance metrics. The fulfillment of the
contract may be endangered by several kinds of risk, some within the
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supplier’s control and some beyond it. Identifying and controlling (by
avoiding or minimizing) risks is a vital part of managing a contract. Business
continuity plans and contingency plans provide backup strategies and
actions to recreate/restore/relocate a business or project and are used to
help prepare the client for possible situations where the supplier is unable to
deliver contractual requirements. Guidance on risk management activities at
the project level are discussed in Section 1-15, Manage Risks. Performance
metrics should reflect risk management objectives.

2234 Sources for Metrics

Client requirements are the primary focus of contract management and must
underpin the selected performance metrics. Performance metrics must also
align with:

n Client strategies.

n Postal Service strategies.

[ Most recent business justification.
] Demand management strategy.

[ Logistics support plan.

[ Project plan.

n Value chain map and analysis (performance metrics should support a
focus on value-added activities away from non-value-added activities).

] Life-cycle support plan.

[ Investment recovery plan.

[ Performance-based contracting agreement.
] Industry benchmarks.

2235 Metrics Design
Metrics should be S.M.A.R.T.:

] Specific — clear and focused to avoid misinterpretation. Should
include metric assumptions and definitions and be easily interpreted.

] Measurable — can be quantified and compared with other data. It
should allow for meaningful statistical analysis. Avoid “yes/no”
measures except in limited cases, such as start-up or systems-in-place
situations.

[ Attainable — achievable, reasonable, and credible under conditions
expected.

] Realistic — fits into the organization’s constraints and is cost-effective.

[ Time Bound — states the time period in which each metric will be
accomplished.

2-236 Defining the Baseline

Before the defined metrics can be applied to a supplier’s performance, the
client must identify a baseline or level against which to measure service and
improvements for each of the metrics. This activity must be completed
before the contract commences. A benchmark analysis or a performance
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comparison across different suppliers, in the case of multi-source contracts
is another useful way to gauge improvements. Some industry benchmarks
can also give rise to useful performance metrics.

Other Topics Considered

Section 1-1, Define and Understand Client Needs, Goals, and Strategies.

Section 1-4, Prepare Preliminary Business Justification for the Need.

Section 1-9, Develop Demand Management Strategy.

Section 1-10, Conduct Market Research and Benchmarking Analysis.

Section 1-15, Manage Risks.

Section 1-18, Develop Logistics Support Strategy.

Section 1-19, Update Business Justification.

Section 2-1, Develop Purchase Plan.

Section 2-5, Perform Value Chain Mapping and Analysis.

Section 2-11, Develop Life Cycle Support Plan.

Section 2-12, Develop Preliminary Investment Recovery Plan.

Section 2-16, Consider Performance-Based Contracting Arrangements.

Section 3-6, Define and Initiate Contract Management Activities.

Section 5-7, Evaluate Contract Effectiveness.

Section 7-2, Develop Commodity Strategy.

2-24 Review and Finalize Request for Proposals (RFP)
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2-241

General

The preliminary request for proposals (RFP), which was developed during
2-2, Start Request for Proposal (RFP) Development, outlines client
requirements and contract expectations. After the purchase/SCM team has
conducted activities relating to the Collect Ideas and Build Fact Base and
Develop Sourcing Strategy tasks of Process Step 2: Evaluate Sources, the
RFP must be revisited (including statement of objectives (SO0), statement of
work (SOW), specifications, and product descriptions) to ensure that the
document is clear of loopholes and addresses all the necessary
requirements and conditions of the purchase. RFPs must be amended when
changes to the quantity, specifications, delivery schedule, date of receipt of
proposals, or clarifications or corrections to solicitation ambiguities or
defects must be made. Such amendments are made by the contracting
officer and are discussed in Section 2-29, Issue Amendments. The
contracting officer is responsible for finalizing the RFP and must review it to
ensure the following:

[ RFP and supporting documents are consistent with applicable statutes
and regulations.

[ RFP has been reviewed by the Law Department (if applicable, see
Section 2-41, Obtain Selected Reviews and Approvals).
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[ RFP is free of non-value-added process steps, in accordance with the
value chain analysis.

[ Assumptions supporting the RFP are still valid (if not, revise
assumptions and adjust the RFP accordingly).

[ RFP promotes Postal Service best value.

[ RFP describes how proposals will be evaluated.

[ RFP is compatible with schedule or performance constraints.
[ RFP incorporates appropriate risk mitigation criteria.

] RFP states the Postal Service’s expectations regarding data rights and
intellectual property.

] RFP correctly and clearly describes Postal Service expectations
regarding contract performance, especially in performance-based
contracting.

[ RFP requires suppliers to provide necessary cost or pricing data to
support a determination of price reasonableness or cost realism.

[ RFP requires proposals to include both free on board (f.0.b.) origin and
destination prices for transportation analysis, when appropriate
(additional information on f.o.b. origin and destination prices can be
found in Section 4-2, Shipping).

[ RFP describes any applicable security considerations.
[ RFP defines the type of proposal.

2-242 Types of Proposals
Proposals may be made in writing or orally as follows:

[ Written proposals — These provide a clearer understanding of the
requirement and should be used whenever practicable.

[ Oral proposals — These are used when the written proposal is
impracticable (e.g., processing a written solicitation would cause a delay
detrimental to the Postal Service or a standing price quotation is being
verified). Oral presentations may speed up the evaluation process and
provide a better picture of both the supplier’s understanding of the
proposal’s requirements and its proposed approach to meeting the
Postal Service’s needs.

| Standing price quotations — If the practice is for suppliers to furnish
standing price quotations on supplies or services required on a
recurring basis, then this information may be used instead of issuing a
written proposal for each purchase. The contracting officer must
ensure that the price information is current and that the Postal Service
obtains the benefit of the suppliers’ trade discounts.

2243 Presolicitation Workshops

Presolicitation workshops are held to inform interested suppliers about an
upcoming purchase opportunity and to generate industry input for the RFP.
These workshops help establish early and open dialogue with prospective
suppliers to ensure their understanding of the Postal Service’s needs and
obtain recommendations for solutions.
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The contracting officer prepares the agenda and assigns responsibilities for
the presolicitation workshop; all pertinent information related to the activity
associated with the proposed need or project should be addressed. During a
workshop, suppliers have the opportunity to provide comments on the
proposed RFP, and should also be provided the opportunity to make written
comments before or after the workshop.

To attract and retain quality suppliers, develop true strategic relationships, and
spur communication of innovative solutions without the fear of suppliers’
capabilities and ideas becoming known to competitors, the Postal Service will
protect proprietary business information to the extent required by law and
good business practice. The contracting officer analyzes suppliers’ verbal and
written inputs for incorporation into the relevant portions of the RFP.

Verify Available Resources

Total cost of ownership (TCO) estimates should be reviewed to confirm that
they remain at or below the funding objective established in Section 1-5,
Assess Resources. Otherwise, the purchase/SCM team should revisit the
requirement and RFP documentation to make appropriate adjustments. If the
TCO estimate exceeds the funding objective, the RFP must be adjusted to
reflect accurate project scope, schedule, prices, and other criteria
accordingly, so the expected cost falls within requested funding levels.

Draft RFPs Review

RFP drafts should be circulated to, and coordinated with, any organization
involved in the project.

Contract Types

The RFP should specify a particular type of contract to provide a basis for
comparing proposals, in accordance with Provision 4-1: Standard
Solicitation Provisions. Potential suppliers should submit proposals in
response to the contract type specified. The RFP should state whether
alternate proposals containing a different contract type will be accepted.
Clause B-3: Contract Type, must be included in all contracts awarded
without issuing a written solicitation.

Other Topics Considered
Section 2-2, Start Request for Proposal (RFP) Development.

Section 2-20, Develop and Finalize Sourcing Strategy.

Section 2-29, Issue Amendments.

Section 4-2, Shipping.

Clauses and Provisions
Clause B-3: Contract Type.

Provision 4-1: Standard Solicitation Provisions.
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2-25 Form Proposal Evaluation Team

April 1, 2023

2-25.1

The proposal evaluation team is responsible for evaluating and comparing
the responses to the proposal in accordance with the proposal evaluation
strategy developed for the purchase. Other responsibilities of the proposal
evaluation team include:

] Participating in applicable oral presentations, interviews, and site
surveys.

] Scoring and ranking proposals based on established proposal
evaluation factors.

Forming the proposal evaluation team, performing the evaluation, and
awarding the contract are the links between a successful RFP effort and a
successful project. Effective planning during Postal Service Supplying
Practices Process Step 2: Evaluate Sources will lead to the selection of the
optimal supplier and achievement of best value. Supplier selection is a
strategic process that directly affects the Postal Service’s competitive
advantage; forming the proposal evaluation team is part of this process and
includes:

[ Identifying the required team member skills.
[ Identifying and selecting members.
] Identifying and selecting functions.

Some of these decisions are dictated by the proposal’s complexity and
scope, and others are standard considerations that are made for each
evaluation, disregarding the type of purchase.

Identification of Proposal Evaluation Team
Members

The proposal evaluation team should include experienced professionals with
an appropriate level of market knowledge to assist in the evaluation.
Depending on the purchase/SCM team’s assessment of the business
situation, a proposal evaluation team chairperson may be appointed. Ideally,
those involved will have previous experience working on purchases of a
similar nature, scale, and complexity. Specifically, those involved (or the
proposal evaluation team as a whole) will require skills that include:

[ Market knowledge — understand suppliers’ responses in context (e.g.,
market-specific terms and conventions, commercial pressures on
suppliers).

[ Business knowledge — relate the responses received to the wider
organizational picture (e.g., relation between this requirement and
strategic aims or other relevant contracts, projects, or requirements).

[ Purchasing skills — knowledge of procedures to be followed and
deliverables required; understanding of the scope and aims of the
proposal evaluation strategy and its context in the wider purchase
process.
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[ Understanding of the requirements — assess the responses to the
requirements (e.g., in terms of business processes involved, likely
transaction volumes/service levels required, relevant technical aspects).

Identifying and Selecting Members

Members can be from the purchase/SCM team, other Postal Service
specialists (e.g., Finance or Assigned counsel) or external experts (care must
be taken to ensure that there are no organizational conflicts of interest if an
outside representative is selected). Individuals selected for the proposal
evaluation team must have the proper skills and the ability to support the
evaluation. Each member will bring something unique to the team; his or her
individuality helps make the team process powerful. The most important
characteristics for consideration in member selection include:

m Availability, interest, and willingness to participate on the proposal
evaluation team.

| Chemistry with other team members.

[ Familiarity with all parts of the proposal evaluation process.

[ Skills.

] Relevant organizational representation.

Other important proposal evaluation team formation issues are:

[ Level and type of authority to grant the team.

] Use of full-time versus part-time members.

[ Decisions about collocating team personnel.

[ Team effectiveness.

n Team size (larger teams can be more difficult to manage and
coordinate and can create role confusion among members).

The contracting officer is responsible for forming the proposal evaluation
team and will work with the purchase/SCM team to identify internal and
external candidates. Depending upon the complexity and importance of the
RFP, the proposal evaluation team may be comprised of writers of the RFP,
subject matter specialists, and outside consultants; the team should include
only those members and functions that directly support the evaluation.

All members of the Proposal Evaluation Team are required to complete a
Conflict of Interest Certification and Non Disclosure Agreement. Additionally,
as discussed above, when non USPS employees are members of the
Proposal Evaluation Team, the contracting officer should take steps to
safeguard against or mitigate any conflicts of interest.

Identifying and Selecting Functions

A proposal evaluation team should include only those functions that are critical
to the support of the evaluation. Selected members from the purchase/SCM
team (including the contracting officer and others, if warranted) make up the
proposal evaluation team. Non-Postal Service members may be included on
the proposal evaluation team or as advisors if Postal Service members are not
available to fill the functions needed on the team.
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2-25.4

Other members of the proposal evaluation team from the Postal Service may
include:

[ Purchasing specialists, pricing analysts, and other specialists to
evaluate a proposal’s price and cost aspects.

[ Engineers, architects, and technical specialists to make technical
judgments on the submitted proposals.

Other Topics Considered
Section 2-2, Start Request for Proposal (RFP) Development.

2-26 Develop Proposal Evaluation Strategy

April 1, 2023

2-26.1

The proposal evaluation strategy defines the overall approach for evaluating
proposals. The proposal evaluation strategy:

n Forms the general framework to establish the value sought in the
purchase.

] Sets the direction for the overall evaluation process.
[ Specifies the priorities for the project and

[ Defines the processes and proposal evaluation factors used to assess
supplier proposals.

The proposal evaluation strategy shapes the purchase by setting the
direction of supplier evaluation and selection. A detailed evaluation strategy,
based on evaluation factors, is needed to understand a supplier's proposal
and assess the potential impact on the Postal Service if the supplier is
awarded a contract. The evaluation factors in the proposal evaluation
strategy should be tailored to the purchase: if simplified purchasing
procedures will be used, a streamlined proposal evaluation process should
be used (see Section 2-43, Simplified Purchasing for more information). The
purchase/SCM team develops the proposal evaluation strategy, which
should address the following:

[ The definition of best value for the particular purchase.
] Evaluation factors.
[ Proposal evaluation process.

Best value and evaluation factors are discussed in this section. For
information about the proposal evaluation process, see Section 2-31,
Implement Proposal Evaluation Strategy.

Best Value

As discussed in the Best Value Principle, best value is the basis of all Postal
Service sourcing decisions. What constitutes best value will vary depending
on the particular purchase and the aspects of value (quality, prices, delivery
terms, etc.) sought by the Postal Service. These aspects of value are
expressed in the solicitation’s evaluation factors, which should be tailored to
the particular purchase and consistent with the requirements, purchase
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planning, market research, and any other business considerations deemed
important to the success of the purchase.

Proposal Evaluation Strategy and Factors

The proposal evaluation strategy must be consistent with the best value
approach discussed above. The factors and their weights will vary
depending on the particular purchase. Past performance and supplier
capability must always be included as evaluation factors, and risk of
successful performance should almost always be considered. Risk may be
included as a separate proposal evaluation factor or as an element of other
factors.

Note: Best value and the proposal evaluation strategy and evaluation
factors should be determined during purchase planning and addressed
in the purchase plan.

Cost/Price Factors

Relationship of Cost or Price Factors to Other Evaluation
Factors

The relationship of cost/price factors to other evaluation factors should be
stated in general terms (for example, that cost/price will be considered to be
more important, less important, or as important as the performance
evaluation factors, or that cost/price will be the determining factor in
choosing among all offers which meet the minimum acceptable performance
evaluation factors), and no solicitation should establish a strict mechanical
relationship between the cost/price factors and any other factors.

Past Performance and Supplier Capability

Past performance and supplier capability must be evaluated during the
purchasing process.

Past Performance

a. A company or individual that has performed well on previous contracts
and has shown proven results in using SCM business practices is likely
to do the same on similar contracts in the future. Including past
performance as an evaluation factor helps to ensure quality suppliers.

b.  In order to fully evaluate past performance, contracting officers are
required to confirm and document a potential supplier’s eligibility for
award through:

(1) Review and check of the GSA consolidated list of suppliers
debarred, suspended, or declared ineligible to ensure that the
potential supplier is not listed, and that the Postal Service only
contracts with eligible suppliers at https://sam.gov (see additional
instructions in 39 CFR 601.113); and,

(2) Review and check of the Postal Service list of suppliers, firms
and individuals from which the Postal Service has declined to
accept or consider proposals at http://blue.usps.gov/
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supplymanagement/smi-decline-list.htm (see additional
instructions at 39 CFR 601.105).

After confirming the potential supplier’s eligibility, contracting officers must
document this eligibility by including either a specific written statement of
confirmation and award eligibility, or screenshot evidence of the webpage
search from the GSA’s System for Award Management (SAM.gov) and the
USPS Decline to Accept or Consider Proposals list (https://blue.usps.gov/
supplymanagement/smi-decline-list.htm) within the contract file for all
awards.

C. All past performance evaluations should consider the following factors:

(1)  Quality (a record of conformance to contract requirements and
standards of good workmanship).

(@) Timeliness of performance (adherence to contract schedules,
including the administrative aspects of performance).

(3) Business relations (a history of being reasonable and cooperative
with customers; commitment to customer satisfaction; integrity
and ethics).

(4) Cost control (a record of forecasting and containing costs on
changes and cost- reimbursement contracts).

d. In evaluating past performance, emphasis should be placed on similar
contracts with the Postal Service. Overall performance for private and
public sector customers should also be reviewed. If a newly
established supplier cannot provide past performance information, the
past performance of the supplier’s key personnel on similar projects
may be evaluated.

e.  Thereview of past performance should generally be limited to
contracts completed by the potential supplier within the last three
years. However, a longer period performance may be reviewed when
the purchase/SCM team deems appropriate.

2-26.4.2 Supplier Capability

2-26.42.1 General
When evaluating supplier capability, purchase/SCM teams should consider
several matters; thoroughness of the consideration will depend on the nature
and complexity of the purchase. Among these are:

| Does the supplier have, or have the ability to obtain, as needed,
adequate resources to perform the work (e.g., technical, financial)?

] Will the supplier be able to meet the required or proposed delivery
schedule, considering all existing commitments, including awards
pending?

] Does the supplier have a sound record on integrity and business
ethics?

[ Does the supplier have a good quality control program that complies
with RFP requirements?
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Does the supplier have the necessary organization, experience,
accounting and operational controls, technical skills, and production
and property controls?

Does the supplier have, or have the ability to obtain, the necessary
production, construction, and technical equipment and facilities?

Will the supplier be otherwise qualified and eligible to receive an award
under applicable laws and regulations?

2-26.4.2.2 Technical Capabilities

Depending on the nature and complexity of the particular purchase, technical
analysis may be performed on the following relevant areas:

Business process changes.

Application development.

Software and systems engineering.
Development and maintenance.

IT service management.

Infrastructure design and planning.
Infrastructure and technology deployment.
Infrastructure management.

Operations management.

Technical support.

2-26.4.2.3 Financial Capabilities

Depending on the nature and complexity of the particular purchase, analysis
may be performed on the following information and items, so that an
estimate of present supplier capacity can be known:

A review of financial statements and credit ratings.
Copies of balance sheets and income statements.
Levels of turnover.

Liquidity measures, ratios.

Profitability measures, ratios.

Measures of long-term financial strength.
Leverage ratio.

2-26.4.2.4 Other Business Information

Certain business information may be obtained to determine that a potential
supplier is capable. Sources of such information include:

168

Records and experience data, including the knowledge of other
contracting officers, purchasing specialists, and audit personnel.

The supplier’s proposal information, business profile, financial data,
information on production equipment, production data, questionnaire
replies, and personnel information.

Subcontractors, customers, financial institutions, and government
agencies that have done business with the supplier.

Business and trade associations.
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2265 Site Visits

For projects that are complex, high in dollar value, critical, or have high
switching costs, site visits may be conducted to validate and supplement
information provided by potential suppliers in proposals in response to RFPs.
These visits enable face-to-face interaction and:

] Validate information already acquired.

[ Offer a firsthand view of the supplier’s facilities, operations, and
personnel.

[ Clarify points in supplier’s offers or proposals.

| Provide a better insight into the supplier’s proposals and its capacity
and capability to deliver (can include an in-depth demonstration of the
supplier’s proposed solution and presentations by the supplier’s
project team).

[ Advance negotiations with a supplier.

] Ensure that both sides of the supply relationship have the same
understanding and definition of various performance metrics, such as
“on-time delivery” and “quality.”

] Provide a forum to discuss product specifications in depth.

[ Allow the Postal Service to assess supplier’s dependability and total
health.

Individuals involved in site visits may not divulge any supplier’s proprietary
business or trade secrets.

2-266 Preaward Survey

A preaward survey provides sufficient knowledge of the supplier to make a
decision to include or exclude the supplier from further consideration. If the
required information and discussions do not provide an adequate basis for
determining capability, the proposal evaluation team may conduct a
preaward survey with the suppliers. The extent of the survey must be
consistent with the dollar value, complexity, or sensitivity of the purchase
and may include any of the following:

[ Data on hand or from other government or commercial sources.
[ Examination of financial statements and records.

| On-site assessment of plant, facilities, workforce, subcontractors, and
other resources to be used in contract performance.

The scoring of the survey can range from adjective ratings to numerical
systems and will depend on the situation. Results of the preaward survey
must be in writing and included with the capability determination.

206.7 Subcontractors

Generally, suppliers are responsible for determining the capability of their
subcontractors and may be required to provide evidence of a
subcontractor’s capability. In some cases, however, the purchase/SCM team
may decide to assess subcontractors for acceptability. In such cases, the
subcontractor capability may be determined using the same criteria used to
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determine prime supplier capability. Subcontractor capability considerations
may affect whether or not the prime supplier is deemed capable.

Other Evaluation Factors

General

In addition to past performance and supplier capability, other evaluation
factors may include:

[ Supplier’s understanding of the requirement.
[ Supplier’s superiority of technical approach.

| Supplier’'s managerial and organizational descriptions (including, where
appropriate, its subcontractor plans).

] Supplier’s personnel and resources available for the project.
[ Supplier’s delivery and scheduling.

[ Other supplier information, such as information attained in a supplier
survey that contains referral list of customers, number of employees,
credit references, and compliance violation history (if any).

Use

Unless simplified purchasing is used (see Section 2-43, Simplified
Purchasing) RFPs must include a description of the evaluation factors, the
relative importance of the evaluation factors to each other, not the specific
weights, how they will be evaluated, and the relative importance of price to
the factors (see Section 2-26.3.1, Relationship of Cost or Price Factors to
Other Evaluation Factors). Suppliers must also be made aware that best
value to the Postal Service will be the basis for selection. Evaluation factors
can play two roles: (1) They help clarify the Postal Service’s objectives for a
particular purchase; and (2) they help suppliers develop their proposals. The
proper weighting of the evaluation factors is essential to effective evaluation;
evaluation factors should represent the elements that are critical to the
purchase’s success. Using too many evaluation factors should be avoided,
because it can unintentionally level evaluation scores (as when high scores
for less significant evaluation factors offset low scores for more important
evaluation factors).

Scoring Systems

Many forms of scoring systems (adjectival, numerical, etc.) are suitable for
proposal evaluation; however, and depending on the particular purchase,
some are more suitable than others. The selected scoring system should be
simple and practical. When developing the proposal evaluation strategy, the
following activities must be completed:

m Identify the stakeholders (purchase/SCM team, proposal evaluation
team members).

] Define roles (who determines proposal evaluation factors, who
performs evaluation).

n Define guidance for evaluators evaluating the proposal (weighting
factors, scoring system).
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[ Define process for communications with potential suppliers, including
debriefing.

Quadrant Approach

A quadrant approach classifies Postal Service purchases into four
categories, depending on their impact on the Postal Service core
competencies (noncore versus core) and complexities (standard versus
custom). Depending on the quadrant, the proposal evaluation strategy will be
structured differently (examples of this are illustrated in Figure 2.11).

Figure 2.11
Quadrant Approach
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Quadrant I: Custom/Noncore Purchase

The strategic approach regarding Quadrant | requires supply continuity,
which can be achieved through managing the supply base and
standardization. Proposal evaluation factors and weighting factors should
emphasize selecting standard products and low-cost providers.

Quadrant ll: Custom/Core Purchase

The strategic approach for Quadrant Il is striving for high-value-added
relationships with suppliers, which can be achieved by increasing the role of
selected suppliers in supply chain activities. Proposal evaluation factors and
their relative importance should emphasize the suppliers’ commitment to
innovation (processes, features, and/or attributes) and market leaders with
established positions and demonstrated competitive advantages in their
products and services, because these are differentiating aspects.

Quadrant Ill: Standard/Noncore Purchase

The strategic approach regarding Quadrant Ill requires simplifying the
purchase process, achieved by reducing effort and associated costs.
Proposal evaluation factors and weighting factors should emphasize lowest-
cost solutions, because the Postal Service will have little brand preference
for the products and services in this quadrant and can choose from many
options and many sources.

Quadrant IV: Standard/Core Purchase

The strategic approach regarding Quadrant IV calls for maximizing
commercial advantage. This can be achieved by concentrating and
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centralizing business by aggregating organizational spend. The emphasis of
the proposal evaluation factors and weighting factors should be on products
or services at the leading edge of capabilities and innovation.

Other Topics Considered

Section 2-25, Form Proposal Evaluation Team.

Section 2-31, Implement Proposal Evaluation Strategy.

Section 2-43, Simplified Purchasing.

2-27 Issue RFPs and Publicize Requirements
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2-27.1

Once the proposal evaluation strategy has been developed and purchase
planning completed, the RFP is issued. Publicizing purchasing opportunities
(including RFPs and prequalification opportunities) includes the process of
publicly announcing an RFP. Purchasing opportunities are publicized to
create, promote and ensure adequate competition. Publication enhances the
potential for innovative proposals and product offerings. In addition,
publicizing purchase opportunities supports Postal Service objectives of
promoting SMWOB participation in Postal Service requirements.

Publicizing Requirements

The purchase/SCM team should use market knowledge to determine
whether purchase, subcontracting or prequalification opportunities should
be publicized and, if so, by what means and to what extent. If there is any
doubt that the identified listing of potential sources for any RFP does not
represent the most capable suppliers in the marketplace or will not result in
adequate competition, the purchase/SCM team should publicize. Although
publicizing requirements is a matter of judgment, purchase opportunities
should be publicized if:

[ Best value could be realized from market providers not previously
identified as potential suppliers.

[ Competitive or noncompetitive awards offer significant subcontracting
opportunities.

| Publicizing will further the Postal Service’s supplier diversity objectives.
| The announcement of the award may enhance future competition.

[ Publicizing will further the business and competitive interests of the
Postal Service.

The contracting officer is responsible for publicizing requirements. Methods
for publicizing include:

[ Announcement in the GPE, also known as SAM (https://sam.gov).
[ Announcement in other media.
n Presolicitation notices.

See Section 2-10.3.8, Publicizing, for information regarding the post award
requirement to publicize all noncompetitive awards valued at $1 million or
more; Section 3-2.1, Advance Notification of Contract Awards, for
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2-27.3

2-27.4

information regarding the preaward requirement to provide advance
notification to key internal stakeholders for certain contract awards; and
Section 3-2.2, Publicizing Contract Awards, for guidance on publicizing
contract awards to promote competition in subcontracting and the
requirement to publicize noncompetitive awards value at $1 million or more
upon award.

Availability of the RFPs

When the competitive purchase method will be used, enough suppliers
should be solicited to ensure adequate competition. In addition, the
contracting officer should make a reasonable effort to provide the RFP to any
qualified supplier (considering past performance and supplier capability)
requesting one. If the requirement is being competed among prequalified
suppliers, suppliers not on the prequalification list may be provided the RFP
as information, but they should be told that the Postal Service plans to award
the resulting contract to a supplier on the prequalification list, and that any
proposal received from a non-prequalified supplier may not be evaluated or
considered for award. Requests for the RFP may be denied once a
reasonable number of RFPs have been distributed to the solicited suppliers
and others who have requested them. The contracting officer should fully
explain to suppliers the unavailability of RFPs.

Alternatively, the contracting officer may publicize the RFP, including
specifications and other pertinent information determined necessary by the
contracting officer, through the System for Award Management (SAM)
(https://sam.gov), (the GPE, ) for any of the reasons indicated within Section
2-27.1, Publicizing Requirements. When practicable and cost-effective, the
contracting officer may make additional solicitation-related information
accessible through the GPE.

Government-wide Point of Entry

The government-wide point of entry (GPE), also known as SAM (https://
sam.gov), is the single point where most government purchasing
opportunities and contract awards can be accessed electronically through
the internet by the public. The GPE should be used at least as one location
when publicizing requirements because it is recognized by the supplier
community as a primary source for information regarding business
opportunities and executive agency contracting requirements. The GPE can
also be accessed electronically by the general public for business tracking
purposes. When using the GPE to promote competition, publication
requirements should occur in a time frame which allows participants to plan
and respond to the issued RFP.

Other Media

In situations where the GPE does not provide the most effective
communications channel, requirements may also be publicized via other
media in addition to the GPE, including newspapers, trade journals, and
electronic media in addition to the GPE. The contracting officer, in
conjunction with the purchase/SCM team, must consider:
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[ Conditions of the current marketplace.

] Postal Service business needs.

] Postal Service competitive needs.

[ Subcontracting opportunities that would follow contract award.

Announcements of RFPs made available to newspapers, other news media,
and trade journals may be made when there is no cost to the Postal Service.
However, paid commercial announcements or advertisements may also be
used when doing so is determined to be appropriate to stimulate supplier
competition. In addition, purchase/SCM teams should consider the use of
media to further the Postal Service’s supplier diversity objectives in relation
to prime or subcontracting opportunities. The contracting officer should
choose the most cost-effective method and which newspapers, trade
journals, or other news media will promote the Postal Service’s interests.

Presolicitation Notices

If the purchase/SCM team wishes to identify suppliers, it may do so by
issuing a presolicitation notice (also called a “sources sought” notice) before
issuing the RFP. The notice should:

] Describe the upcoming Postal Service requirement and any applicable
qualification requirements.

] Announce any planned presolicitation conferences.

[ Specify a date by which the supplier must respond to the notice to
ensure inclusion on the RFP mailing list.

Preproposal Conference

Whenever circumstances suggest that it would add to success of the
purchase, such as when a solicitation contains complicated specifications or
SOW, a preproposal conference may be held to brief suppliers and explain
RFP documents. Notice of the preproposal conference should be contained
in the solicitation. If time allows, participating suppliers should be allowed to
submit written questions in advance, so that prepared answers may be
distributed at the conference.

The entire purchase/SCM team should attend the conference. The
contracting officer or a designated representative must conduct the
conference, with the assistance of the purchase/SCM team and assigned
counsel, as appropriate.

A record of the conference must be furnished to all of the potential suppliers
who received the solicitation, irrespective of whether they chose or were able
to attend. Because the role of that record is to ensure that all prospective
suppliers fully understand the Postal Service’s intent with respect to the
purchase, and not necessarily to provide a verbatim reconstruction of the
meeting, the record may be provided in summary by topic, edited for clarity
and brevity where necessary.

Other Topics Considered

Section 2-10, Determine Extent of Competition.
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Section 2-21, Define Supplier Diversity Objectives.

Section 2-24, Review and Finalize Request for Proposals (RFP).

Section 3-2, Announce Award.

2-28 Conduct Reverse Auctions Where Appropriate

Figure 2.12
Reverse Auction Process

Plan and Define

Auction Requirements

Whether to conduct a reverse auction for the purchase of goods or services
was determined during the Consider Auctions topic of the Perform
Solicitation-Related Activities task of Postal Service Supplying Practices
Process Step 2: Evaluate Sources. If determined appropriate, a reverse
auction is conducted between a buying organization and a group of suppliers
who compete against each other to supply goods or services. Such goods
and services must have clearly defined specifications for design, quantity,
quality, delivery, and related terms and conditions.

Reverse auctions rely on competition driving prices down, which means a
greater likelihood of success when purchasing less complex or specialized
goods or services. Simple commodity items or services, which can be clearly
defined and often have a wide range of potential suppliers, will be best suited
to the auction process. Although, in some circumstances, there may be only
a few eligible suppliers, their market share tends to be great enough to make
an auction a viable purchasing option.

In a reverse auction, participating suppliers bid against each other, via
specialized Internet software, by submitting successively lower prices during
a scheduled time period. Typically, the lowest bid wins in a reverse auction;
however, some full-service auction providers can support very complex
auctions to better align the auction with an organization’s business practices.
Bidders are able to introduce new or improved values to their bids in a visible
and competitive environment. The procedure and duration of the event will
be defined before the reverse auction commences, and a starting value that
suppliers will bid against until the competition closes will be determined in
advance. When used, the auction will be a key stage of the purchasing
process.

The five steps involved in conducting a reverse auction are illustrated in
Figure 2.12.

Service Provider/ Communication

Software Platform  and Training Run Auction

2-28.1
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Plan and Define Auction Requirements

Having a clear purchase specification is critical, and should be evident in all
sourcing decisions. The better the purchasing description (e.g., consisting of
clear specifications for products or SOW for services), the better the sourcing
results. A well-planned buy will always provide better sourcing results.

175



176

2-28.2

2-28.3

Supplying Principles and Practices

Generally, in a reverse auction, the buying organization should set a dollar
amount higher than the desired final cost for the initial bid. A high dollar
amount usually leads to a more favorable outcome for the buying organization
in a reverse auction because suppliers bid against each other and drive the
price of the product or service down. If the item manager(s) decide to source
enough of the organization’s requirements to attract suppliers, the
requirements must be robust enough so that the volume can be managed and
leveraged by the supply base to drive savings and efficiencies. However, the
dollar amount should not be so high as to create potential risks for the
organization. The key deciding principle for the appropriate level of a starting
bid is the ROI, and it is easier to gain a larger ROI on a larger purchase. In
some cases, the suppliers may provide something innovative; therefore, they
may have some input into setting the preliminary price.

Determine Software Platform/Service Provider

The second step in the reverse auction process is to determine the software
platform or reverse auction service provider to run the auction. As mentioned
earlier in Section 2-15, Consider Auctions, the three levels of auction
technology available are:

| Full-Service — a full-service provider hosts the auction process from
start to finish.

] Hosted — the technology is hosted by a third party, but the auctions
are organized and run by the buying organization.

] Self-Service — buying organization oversees all aspects of the auction,
including implementing the auction technology internally.

Many companies specialize in reverse auctions. It is critical to choose a
Reverse Auction Service Provider with a good reputation and experience in
the business. Item managers should examine each firm’s functionality by
mandating demonstrations of past auctions run for other companies over a
wide range of goods and services.

Once selected, the Reverse Auction Service Provider should also aid the
client and purchase/SCM team in the establishment of auction parameters.
For example, the item manager decides the duration of the auction, the level
of visibility given to suppliers, and establishes bid increments. Reverse
Auction Service Providers can support the item manager in these decisions,
even if the purchase is only for reverse auction software.

Communication and Training

The preauction communication and training process between the Postal
Service and its suppliers is the key success factor to launching an effective
reverse auction. A clear strategy for communicating the purpose, rules, and
award criteria to suppliers is imperative. To clarify any misconceptions,
suppliers must have the opportunity to ask questions regarding the reverse
auction process before the actual auction takes place. Daily communication
must be maintained with the suppliers to ensure their continued participation
in the auction.
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Training is a key enabler for the successful implementation of reverse
auctions. This includes training for both Postal Service employees and
suppliers participating in the auction. Participating suppliers should be
adequately trained in both the use of the software and the rules in place to
run the auction. Training can be conducted either by the purchase/SCM
team within the Postal Service or by contracting it to a Reverse Auction
Service Provider. During training, employees learn how to use the software
and the rules associated with running a reverse auction. Hands-on training
for Postal Service employees, including conducting mock auctions under
various scenarios, is necessary to generate familiarity with the reverse
auction process.

Conduct Auction

Reverse auctions are conducted online with a starting value that suppliers
bid against until the competition closes. A reverse auction is open for bidding
for a fixed duration of time that should reflect the value of the purchase (i.e.,
the greater the value of the purchase, the greater the duration of the auction).
Each successive quote must differ from the previous quote by an amount
known as the “minimum quotation increment,” which is predetermined by
the item manager and will be different for each auction, depending on what is
being auctioned.

Primary reverse auction activities of the purchase/SCM team include:
| Participate in the reverse auction system at the scheduled time.
] Verify that the product specifications meet expectations.

[ Discuss appropriate adjustments with the suppliers.

m Evaluate new bids versus the project costs, and rerun costs with new
supplier data, if available.

[ Capture the screens through the operating system to document the
pricing.

[ Conclude auction when a bid posted by a competitor falls below the
lowest price the item manager determined to be fair before the auction.

During this stage, the contracting officer would assess any issues that might
arise and define next steps in completing the reverse auction. When the
contracting officer is satisfied with the most advantageous bid to the Postal
Service and when all business conditions are met, he or she then considers
awarding the contract to the supplier who placed the winning bid.
Discussions or negotiations may be entered into following the acceptance of
a winning bid to ensure that the Postal Service receives best value.
Additional information on conducting discussions and negotiations can be
found in Section 2-37, Hold Discussions.

Award

For further information on awarding contracts, see Sections 2-40, Produce
Contract Award Recommendation, and 3-1, Award Contract and Notify

Suppliers.
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2-286 Other Topics Considered

Section 2-15, Consider Auctions.

Section 2-37, Hold Discussions.

Section 2-38, Negotiate with Suppliers.

Section 2-40, Produce Contract Award Recommendation.

Section 3-1, Award Contract and Notify Suppliers.

2-29 Issue Amendments
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2-29.1

Once the RFP has been issued, changes to it are reflected in amendments to
the RFP. Amendments to a solicitation incorporate agreed-upon changes
that occur as the purchase proceeds. RFPs are amended when changes
such as quantity, specifications, delivery schedule, wage determination, date
of receipt of proposals, or changes to clarify or correct ambiguities or defects
must be made. Based on the complexity of the proposed amendment, the
purchase/SCM team will determine whether to proceed with amending the
RFP, cancel the RFP and resolicit the requirement, or take other appropriate
actions. When RFPs are amended, suppliers must be provided sufficient time
to consider the amendment and revise their proposals. If notification of a
change must be conveyed by telephone or by some other oral (verbal)
means, confirmation by written amendment must follow.

RFPs may also be amended if, during the purchasing process, the contracting
officer determines that dissemination of information is necessary to enhance
competition or otherwise improve the effectiveness of the purchase.
Depending on the nature of the information, it may be released as an
amendment to the RFP or as general information provided for the purpose of
clarification. The contracting officer must consider the stage of the purchase
and the potential for compromising the integrity of the purchasing process
before deciding to disclose additional information after the release of the RFP.

When deciding which suppliers are affected by a change, contracting officers
should consider the stage of the purchase:

| If proposals are not yet due, the amendment must be sent to all
suppliers who received the solicitation; if the solicitation had previously
been posted, the amendment must similarly be posted.

m If the time for receipt of proposals has passed but proposals have not
yet been evaluated, the amendment must be sent to the suppliers who
provided proposals.

Amendment Content

The following are suggestions for the typical content of an amendment:
[ Solicitation number.

n Name of project/purchase.

] Name of contracting officer.

Amendment identifier (e.g., serial number, index number).
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[ Effective date of amendment.
[ Description of amendment.

Failure to Acknowledge Amendments

Generally, it is in the Postal Service’s best interests that suppliers be as
informed as possible. Therefore, if a supplier fails to acknowledge an
amendment, the contracting officer should question the supplier as to the
matter. Suppliers should be granted the opportunity to address amendments
if doing so will enhance competition.

Other Topics Considered

Section 2-24, Review and Finalize Request for Proposals (RFP).

2-30 Receive and Record Proposals
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2-30.1

2-30.2

2-30.3

The purpose of receiving and recording proposals is to provide safekeeping
for those proposals that are received in response to RFP. The contracting
officer is responsible for receiving and recording proposals.

Modification and Withdrawal

Proposals may be modified or withdrawn by written or electronic notice
before the specific contract is awarded.

Late Proposals and Modifications

Proposals and modifications of proposals are late if received after the date and
time established in the solicitation for receipt of proposals. This does not
include the normal revisions of proposals made by a supplier during
discussions and negotiations. Late proposals and modifications may be
considered in accordance with paragraph e of Provision 4-1: Standard
Solicitation Provisions. It is normally in the interest of the Postal Service to
consider a late proposal when doing so would not cause a delay in the
evaluation process, or the proposal was late because of mishandling after
receipt, or the proposal offers a significant cost, quality, or technical benefit. It
is not in the interest of the Postal Service to consider any proposal received so
late that its consideration would jeopardize, or give the appearance of
jeopardizing, the integrity of the purchasing process. When a late proposal or
modification is not considered, the Supplier must be given written notification
that its proposal or modification was received late and was not considered.
Each late proposal must be retained in the solicitation file with a statement as
to whether it was considered, and the rationale as to why or why not.

Other Topics Considered

Section 2-24, Review and Finalize Request for Proposals (RFP).
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2-31 Implement Proposal Evaluation Strategy
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2-31.1

2-31.2

This topic implements the proposal evaluation strategy developed in the
Develop Proposal Evaluation Strategy topic of the Perform Solicitation-
Related Activities task of Postal Service Supplying Practices Process Step 2:
Evaluate Sources. See Section 2-43, Simplified Purchasing for information
regarding simplified purchases.

Proposal Evaluation
The evaluation of proposals is a two-step process:

[ Individual proposal evaluation in relation to the proposal evaluation
factors.

[ Comparative proposal evaluation in relation to the other proposals, so
the relative value of the proposals can be judged.

Individual Evaluation

The Proposal Evaluation Team analyzes the individual proposal’s strengths,
weaknesses, and risks and documents conclusions reached regarding the
proposal. This narrative is prepared simultaneously with the scoring of the
proposal. The Proposal Evaluation Team must provide its rationale for a
particular supplier’s score and must arrive at a consensus decision for each
proposal as soon as possible after review and evaluation. The Proposal
Evaluation Team evaluates the proposals using the proposal evaluation
factors as the basis for the evaluation.

The following methods and tools are used to perform proposal evaluations;
they are used throughout the topics of the Evaluate Proposals task of Postal
Service Supplying Practices Process Step 2: Evaluate Sources:

[ Product life cycle.

m Total cost of ownership (TCO) analysis.
[ Pareto Principle (80/20 Rule).

] Risk definition template.

[ Weighted decision matrix.

n Cost-realism analysis.

n Should-cost analysis.

u Site visits.

n Supplier financial capability analysis.
] Review of item purchase history.

[ Supplier survey.

[ Market research (Conduct Market Research and Benchmarking
Analysis topic of the Decide on Make vs. Buy task of USPS Supplying
Practices Process Step 1: Identify Needs).
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2-31.4.2

Comparative Evaluation

The Proposal Evaluation Team compares the relative value offered by each
proposal to the competition. This comparison of proposals is extremely
important. It must describe the differences between proposals and assess
the value of the differences or the impact the differences will have on the
Postal Service.

The Proposal Evaluation Team scores and ranks the proposals by the value
they offer the Postal Service, using the scoring system selected. The score is
derived from the established proposal evaluation factors and weights. The
selected scoring system should be simple and practical.

The Proposal Evaluation Team presents its findings to the purchase/SCM
team in a written report with narrative statements identifying the major
strengths and weaknesses of the various proposals. The report will be used
to help the purchase/SCM team conduct discussions and potential
negotiations so that the supplier(s) offering the best value to the Postal
Service are selected.

Disclosure and Use of Information

Policy

The contracting officer is granted broad discretion regarding the release of
information during the purchasing process. Generally, it makes good
business sense for potential suppliers to be as informed as possible during
the process. However, contracting officers must take care that such
information is disseminated fairly, and that the integrity of the process is not
compromised.

After Receipt of Proposals

Information concerning the content of proposals or the number or identity of
suppliers may not be disclosed outside the Postal Service, except when
necessary for proposal evaluation, or to anyone in the Postal Service not
having a legitimate interest.

During the preaward period, only the contracting officer or the contracting
officer’s supervisor having contracting authority may transmit technical or
other information and conduct discussions with suppliers. Technical or other
information, such as general information that will not harm the integrity of the
purchasing process, may be furnished upon request. However, information
may not be furnished to any supplier if, alone or together with other
information, it may afford that supplier an advantage over other suppliers. The
contracting officer establishes what may be transmitted and/or discussed with
suppliers, and must ensure that no leveling or technical transfusion occurs.
For additional information on discussions, see Section 2-37, Hold Discussions.

Depending on the nature of the purchase, suppliers may place restrictions on
the disclosure and use of data contained in their proposals. When it is
anticipated that suppliers will wish to use such restrictions, purchase teams
should include Provision A-1: Restriction on Disclosure and Use of Data, in
the solicitation. The portions of the proposal that are so restricted (except for
information obtainable from another source without restriction) must be used
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only for evaluation and may not be disclosed outside the Postal Service,
except when necessary for proposal evaluation, without the permission of
the offeror.

Other Topics Considered

Section 1-10, Conduct Market Research and Benchmarking Analysis.

Section 2-8, Conduct Spend Analysis.

Section 2-25, Form Proposal Evaluation Team.

Section 2-32, Assess Technology Implications.

Section 2-33, Perform Risk Analysis on Supplier Proposals.

Section 2-34, Conduct Price/Cost Analysis.
Section 2-26.4.2, Supplier Capability.
Section 2-37, Hold Discussions.

Section 2-43, Simplified Purchasing.

Clauses and Provisions
Provision 4-1: Standard Solicitation Provisions

2-32 Assess Technology Implications

182

2-32.1

Technology implications of proposals are inspected before award to
ascertain how the solutions proposed by potential suppliers may affect
Postal Service projects or programs.

The technology implications of a solution can have immediate and long-term
effects on the Postal Service. The solution can lead the Postal Service to start
using different applications, servers, or particular companies for supplies.
Purchases for the remainder of a program may be affected by the solution.

The complexity and size of the purchase will dictate the time and effort spent
checking the technology implications. To perform this check, the following
areas must be considered:

[ The Postal Service personnel checking technical implications.
m Personnel’s knowledge of the Postal Service.

n Feasibility of the supplier solution.

u Effect of the solution on the Postal Service.

[ Viability of the solution and emerging technology.

Personnel Checking the Technology Implications

The purchase/SCM team is responsible for the overall direction of the
purchase. If appropriate, Postal Service technological resources (e.g., IT
personnel, engineers) should be included on this team, because the
evaluation involves a highly technical product or service. The selected
personnel should have the expertise to make technical judgments on the
adequacy and relative value of the submitted proposals.
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2-32.3

Knowledge of the Postal Service

The success of the project should be defined in business terms, not in
technical terms. When the purchase/SCM team checks the technology
implications of the proposal, they must possess a thorough knowledge of the
products or services the Postal Service plans to purchase. Such knowledge
includes product features, especially those characteristics that are critical to
the product’s success or failure. Performing these checks will clearly identify
technical implications in proposals.

The Postal Service staff should also know about the relevant projects,
programs, and infrastructure that pertain to the solution.

Feasibility of the Supplier Solution

The proposal should be subject to rigorous checks to confirm that the

solution complies with the Postal Service’s technological standards and

guidance. The potential supplier’s proposal must demonstrate an

understanding of the requirements and outline an approach to performing

the work, as reflected in its:

[ Knowledge of the Postal Service mission and purchase objectives.

| Awareness of the environment in which the product will operate or the
work will be done.

[ Stated comprehension of work tasks.

[ Proposed innovative solutions.

n Use of current technology and methodologies.

] Awareness of potential problem areas.

m Overall feasibility of the approach.

Numerous questions will need to be asked. The proposal evaluation team’s
knowledge of the solution is paramount to the success of the evaluation. It is
important that the solution matches the needs of the Postal Service.
Questions must be applicable to the purchase and can include:

[ Does the vision of the potential supplier’s solution match the vision of
the Postal Service?

] What skills and resources does the potential supplier intend to
employ?

| Does the potential supplier rely heavily upon a labor-intensive process
or operate at a level of automation that does not truly benefit the Postal
Service?

| Are the supplier’s configuration management processes underpinned
by a suitable configuration management tool?

] Does the proposed infrastructure adhere to defined standards,
including those for interoperability?

As necessary, the contracting officer is responsible for conducting any
necessary discussions between the Postal Service and potential suppliers
during the evaluation.
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Effect of the Solution on the Postal Service

The technological implications of the purchase can be numerous. Each area
of the technology solution contains ramifications to the Postal Service.

Questions that should be asked and answered to gauge the implications of
the solutions include:

[ Does the Postal Service have, or have access to, the necessary skills
and competencies to support the intended technology-based
solutions?

m Will the following be affected — software/system interfaces, software
configuration, engineering process, training, reviews, maintainability,
coding standards, compliance with the requisite software engineering
standards, new technologies, and new process support systems and
tools?

] What kind of technical support is needed to back up proposed
services?

[ What is the functional depth and flexibility for complex customer
relationships and segmentation?

[ What are the levels of skills and resources that have to be provided by
the Postal Service to work with the supplier’s development process?

[ What is the timetable for the development stage? How does this
impact on the availability of the Postal Service’s resources?

| What is the suitability and extent of implementation work that will be
required to deploy the software?

] Will spare parts and peripheral components like batteries and
replacement drives need to be kept?

] What is the impact to the TCO analysis?

Viability of the Solution and Emerging Technology

When checking technical implications, the viability of the technology and
emerging technologies should be considered (e.g., technical viability — a
software product’s architecture must be inherently flexible and able to keep
pace with evolving technical standards). Suppliers that have stayed with
proprietary and legacy technology are still in business today, but viability is
questionable at best.

Emerging technology should also be a factor when selecting a solution. One
common way to identify emerging technology trends is to follow the trails of
strategic partnerships between companies. Analyzing the state of technology
allows the Postal Service to be aware of implications of choosing a certain
solution. Additional information appears in Section 1-12, Analyze State of

Technology.

Other Topics Considered

Section 1-10, Conduct Market Research and Benchmarking Analysis.

Section 1-12, Analyze State of Technology.

Section 2-37, Hold Discussions.
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2-33.1

2-33.2

The purpose of risk management is to examine and control relevant risks to
ensure successful delivery of the project. During the Evaluate Proposals task
of Postal Service Supplying Practices Process Step 2: Evaluate Sources, due
attention must be paid to the risk impact of supplier proposals. This task is
part of the larger risk management process and ensures that risks are
understood and mitigated to the greatest extent possible.

Arisk is a potential event or future situation that may adversely affect the
project. Identifiable risk factors contribute to a potential risk. If a risk occurs,
there will be consequences that may significantly impact the project. For
example:

[ Risk factor — a new technology is being used for the first time.
[ Risk — adoption of the technology is more difficult than anticipated.
[ Consequence — project delivery is delayed.

A risk may be caused by more than one risk factor, and, conversely, a risk
factor may result in more than one risk.

Risk Analysis Objective

The objective of the risk analysis on the supplier’s proposal is to assist the
proposal evaluation team in ensuring that the proposal meets client
requirements while identifying and mitigating risk to the Postal Service. The
proposal evaluation team considers the outcome of the risk assessment in
the context of the overall evaluation.

Proposal Risks Identification

“Proposal risk” refers to the risk associated with the potential supplier’s
proposed approach to meeting the client’s requirements. The evaluation of
proposal risk includes an assessment of proposed time, resources, and
recommended adjustments. This assessment should be performed
according to the definitions and evaluation standards developed in Section
2-26, Develop Proposal Evaluation Strategy.

Risk analysis will identify the following to assess the overall risks if the
potential supplier is awarded the contract:

[ Critical risk elements inherent in the proposal.

n New risks resulting from inconsistencies and discrepancies between
various suppliers’ proposals.

| Risks signaled by any unsubstantiated representations made in any
supplier’s proposal.

Not all risks are equally important to the Postal Service; however, a given risk

factor may pose such a threat to successful contract performance as to

render the entire proposal as “high” risk.
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Proposal Risk Assessment

The proposal evaluation team will assess each of the identified risks,
together with the supplier’s proposal, to determine whether the supplier’s
mitigation approach is viable. The risk assessment will consider:

The supplier’s proposed risk management plan, which should be
developed by the supplier. For example, does the proposed plan
include documentation at a level that is adequate to identify risks,
develop associated management activities that will be used throughout
the contract, and integrate resources, technical performance
measures, and schedule in the proposed risk management plan.

Any potential for disruption of schedule, increased cost, degradation of
performance, or the need for increased Postal Service oversight, as
well as the likelihood of unsuccessful performance.

Potential impact on overall contract performance, cost, and schedule
resulting from those known and predictable risks initially identified
during the Decide on Make vs Buy task of USPS Supplying Practices
Process Step 1: Identify Needs.

The following is a list of sample questions to facilitate the assessment of

risks:

What is the supplier’s policy with respect to product quality and quality
control?

How does the supplier intend to comply with the quality requirements
of the purchase? How will quality standards be met consistently?

Are there areas of overemphasis in the proposal that could result in
excessive costs? (Results from the Conduct Price/Cost Analysis topic
of the Evaluate Proposals task of Postal Service Supplying Practices
Process Step 2: Evaluate Sources may be consulted for additional
information.)

If the proposal involves subcontracting, does subcontracting pose a
risk?

Does the proposal reflect clarity and completeness of what is being
proposed (e.g., scope, roles, and responsibilities, including those of
the Postal Service, suppliers, and subcontractors)?

Is there a shared understanding of specific contract risk between the
Postal Service and the supplier? What is the supplier’s view of how
those risks are to be allocated and managed?

Does the proposal include all relevant costs, including the likelihood of
significant cost changes over the life of the contract, and any proposed
changes in pricing structure over the life of the contract?

Does the proposal address every component of the requirement?

Risk Analysis Output

The assessment will produce the following output for consideration by the
contracting officer in making the award decision:

An overall rating (high, medium, or low) of the degree of risk associated
with award of a contract to each supplier.
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n A narrative evaluation reflecting the strengths, weaknesses, and
deficiencies of the supplier’s response to each proposal evaluation
factor.

Risk assessment ratings measure the likelihood of whether the potential
supplier will provide quality services that meet the client’s cost, schedule,
and performance requirements over the life of the contract, as shown in

Figure 2.13.

Figure 2.13
Risk Assessment Ratings on Supplier Proposals

Rating Definition

High Proposal exhibits less-than-solid fit to Postal Service quality
control standards and risk management plan; likely to cause
significant disruption of schedule, increased cost, or degradation
of performance. Risk may be unacceptable, even with special
supplier effort and close Postal Service monitoring.

Medium Proposal exhibits solid fit to Postal Service quality control
standards and risk management plan; can potentially cause some
disruption of schedule, increased costs, or degradation of
performance. Special supplier effort and close Postal Service
monitoring will probably be able to overcome difficulties.

Low Proposal exhibits excellent fit to Postal Service quality control
standards and risk management plan; has little potential to cause
disruption of schedule, increased costs, or degradation of
performance. Normal supplier effort and normal Postal Service
monitoring will probably be able to overcome difficulties.

A risk assessment rating of “medium” or “high” may signal an overall lack of
fit with client requirements and can negatively impact the technical
evaluation. Certain risk factors may lead to risks that may result in
consequences that will affect the technical rating. For example, an
unrealistically low staffing level for the project can mean work overload per
resource assigned and consequently result in inferior quality of the end
product(s).

Other Topics Considered
Section 1-15, Manage Risks.

Section 2-26, Develop Proposal Evaluation Strategy.

Section 2-33, Perform Risk Analysis on Supplier Proposals.

Section 2-34, Conduct Price/Cost Analysis
Section 2-26.4.2, Supplier Capability.

2-34 Conduct Price/Cost Analysis

April 1, 2023

Price analysis is the process of examining and evaluating a proposed price
against reasonable price benchmarks, without evaluating its separate cost
elements and profit that make up the price. Some form of price analysis is
required for every purchase; the dollar amount and characteristics of the
purchase determine the method and scope of analysis. Cost analysis is the
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process of examining the separate elements of cost and profit in a potential
supplier’s cost or pricing data. Additional information on the should-cost
analysis can be found in Section 2-7, Conduct Should-Cost Analysis. The
pricing analyst is responsible for determining the most appropriate technique
for a given purchase.

One or more of the following techniques may be used when conducting a
price analysis:

] Comparison of competitive offers.

[ Comparison with regulated, catalog, or market prices.
m Comparison with historical prices.

] Use of independent cost estimates (ICEs).

Comparison of Competitive Offers

Comparing competitive offers involves comparing proposed prices received
in response to the RFP. The pricing analyst may compare the current price
with those proposed in competing offers or offers for the purchase if
adequate price competition exists. To determine whether adequate price
competition exists, the pricing analyst may examine the following:

[ Proposed prices.
[ Range of prices offered by competing suppliers.
] Production or performance experience of the suppliers.

[ Exceptions taken by any supplier to the specifications or delivery
schedule.

Generally, price competition exists if two or more independent and capable
suppliers submit priced proposals meeting the RFP requirements. If price
competition exists, it is presumed adequate, unless:

[ The potential supplier offering the lowest price has such a decided
market advantage that it is practically immune from competition.

[ The purchase/SCM team determines that the lowest price is not
reasonable.

Once adequate price competition is determined to exist, price comparison
between proposals should be relatively easy.

When evaluating potential suppliers’ proposals, the pricing analyst should
compare not only the price, but also the terms and conditions of the
proposal. Often, these terms and conditions will differ with regard to delivery
schedule and upgraded technology to the point that a direct comparison
between proposals cannot be made. Therefore, the pricing analyst must
“level” the proposals to meet the basic requirements of the RFP to ensure
that the price evaluation is performed on proposals with comparable terms
and conditions. This may be accomplished by removing additional or
upgraded services or components from the overall proposal and proposed
price so that the price evaluation can be made only with regard to the terms
and conditions explicitly stated in the RFP.
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2-342 Comparison with Regulated, Catalog, or Market
Prices

This technique allows the Postal Service to comply with the price as set by
law or regulation and compares proposed prices with prices available in
supplier’s catalogs, market prices, indexes, and discount or rebate
arrangements.
Regulated or legal prices are set when applicable laws or regulations specify
the price and no potential supplier may charge anything other than this price.
Catalog prices are prices included in a catalog, price list, schedule, or other
document that is regularly maintained by the manufacturer or supplier and is
either published or otherwise available for inspection by customers. Before
using catalog prices as a basis for comparison, the pricing analyst should
ensure that:
[ Significant quantities are sold to a significant number of customers at
the indicated prices.

[ The complexity of the product is relatively low.

Market prices are established by the interaction of market supply and
demand and are usually published in trade publications or other news media.

2-343 Comparison with Historical Prices

This price analysis technique involves comparing previously proposed and
contract prices with current proposed prices for the same/similar items in
comparable quantities. The pricing analyst should ensure that historical
prices are still reasonable in the marketplace and serve as a valid basis for
comparison. Just because a historical price exists does not mean that it is
valid for comparison purposes. The following considerations apply to
comparison with historical prices:

[ How has the state of the market and competition changed?

| What are the fixed costs of the original prices that may no longer apply
to the current purchase?

n How has inflation and/or deflation affected the price?

[ Have the supplier’s sources, quantities, production, start-up costs, or
terms of purchase changed?

] What was the market demand/supply for the item/service at the time of
previous purchase?

[ Is the commercial item used for comparison similar?

n Was the historic purchase conducted as honcompetitive or
competitive?

] Did the price include additional services?

The pricing analyst must adjust the historical price accordingly so that a
direct comparison can be made with the proposed price.

2-34.4 Pricing Noncompetitive Offers

Any of the pricing techniques above (with the exception of the comparison of
competitive offers) can be used when pricing noncompetitive proposals. If
the price analysis methods do not ensure that prices are fair and reasonable,
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then a cost analysis, or some other technique appropriate for the goods or
services being purchased, should be performed. See 2-34.14, Certification of
Cost or Pricing Data, for instances when supplier certification of such data is
required.

Use of Independent Cost Estimates

Performing an independent cost estimate (ICE) allows the purchase/SCM
team to compare proposed prices with independent Postal Service cost
estimates to establish a reasonable price. An ICE is an assessment of the
total cost of ownership (TCO) to be incurred by the supplier if the contract is
to be awarded. TCO refers to the total cost incurred over the life cycle of an
item, encompassing purchase, use, maintenance, support, and disposal.
Here, TCO has been further refined through the Conduct Should-Cost
Analysis activity of the Collect Ideas and Build Fact Base task of Process
Step 2, Evaluate Sources. The most recent TCO is consulted to determine
the reasonableness and completeness of the proposals and to detect buy-
ins, unbalanced pricing, or other gaming techniques. Whenever adequate
price competition has been obtained, comparing proposed prices with
Postal Service ICEs may suffice to meet price-analysis requirements. These
estimates can be a valid standard for comparison if they are based on a
realistic analysis that accounts for past purchase prices, quantities, physical
inspection of the product, and analysis of similar work. To determine whether
the basis of the ICE is reliable and can be used as a standard for
comparison, the pricing analyst must account for the following factors:

(] What was the source of the information?
[ What information and techniques were used?
] How reliable were earlier estimates?

] Is the ICE based upon the same technical approach as the current
product or service?

The pricing analyst must consider whether the requirements or the
assumptions of the RFP have changed since the ICE was performed. Often,
an ICE is prepared early in the purchase process; by the time the RFP is
issued and offers are received, specifications and requirements have
changed. This may cause the price or the nature of the product or service to
change significantly, rendering a direct comparison with the ICE invalid. A
new ICE will have to be developed based on the new information.

Cost Analysis

Cost analysis is appropriate when factors affecting the purchase will not
ensure a reasonable price because price analysis or another technique
deemed appropriate to the goods or services being purchased do not
suffice, and/or the Postal Service needs an understanding of the cost buildup
of the proposal to verify cost realism and reasonableness. Cost or pricing
data must be obtained before awarding a noncompetitive contract or
modification whenever price analysis or another technique deemed
appropriate to the goods or services being purchased is insufficient to
determine reasonableness of price, and in certain circumstances suppliers
are required to certify that the cost or pricing data they submit is accurate,
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complete, and current (see 2-34.14, Certification of Cost or Pricing Data).
Cost analysis should be limited to cost elements that need detailed analysis
to protect the Postal Service’s interest. When a limited number of cost
elements will provide a reasonable analysis, the contracting officer should
obtain only the data needed to support such an analysis. Cost analysis is
generally most useful when purchasing nonstandard items and services.

Cost analysis involves, as appropriate:
| Verifying cost or pricing data and evaluating cost elements, including:

— The necessity for, and reasonableness of, proposed costs,
including allowances for contingencies.

— Projecting the potential supplier’s cost trends on the basis of
current and historical cost or pricing data.

— Performing a technical analysis of the estimated labor, material,
tooling, and facilities required and the reasonableness of scrap and
spoilage factors.

- Applying audited or negotiated indirect-cost rates and labor rates.

] Evaluating the effect of the supplier’s current practices on future costs.
The purchase/SCM team must ensure that the effects of inefficient or
uneconomical past practices are not projected into the future. In
pricing production of recently developed, complex equipment, the
purchase/SCM team should make a trend analysis of basic labor and
materials, even in periods of relative price stability.

[ Comparing costs proposed by the supplier for individual cost elements
with the following:

— Actual costs previously incurred by the same supplier.

—  Previous cost estimates from the supplier or from other suppliers
for the same or similar items.

— Independent Postal Service cost estimates.

[ Analyzing supplier’s make-or-buy decisions in evaluating subcontract
costs.

m Verifying that the supplier’s cost submissions are in accordance with
the cost principles below.

] Reviewing submissions to ensure that data needed to make the
supplier’s proposal accurate, complete, and current have been
submitted or identified in writing. The contracting officer must attempt
to obtain such data if they are available. If data cannot be obtained
satisfactorily, allowance for the incomplete data must be negotiated.

m Utilizing audit services through the Office of the Inspector General
(OIG) to validate cost or pricing data. More information on obtaining
audit services through the OIG can be found at http.//blue.usps.gov/
purchaselinfrastructure/smi_audit_home.htm.

2-347 Allowable Costs
To be allowed, costs must be:
] Reasonable.
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[ Allocable to the contract.
[ Consistent with generally accepted accounting principles.
[ Appropriate to the specific purchase.

[ Consistent with the requirements and terms and conditions of the
contract.

] Not unallowable.

Reasonableness

A cost is reasonabile if it is a type of cost and amount that does not exceed
what a prudent person would incur conducting competitive business. In
determining the reasonableness of a specific cost, consider:

] Whether it is a type of cost generally recognized as ordinary and
necessary for conducting business or performing the contract.

[ Restraints imposed by generally accepted business practices, arm’s-
length bargaining, and Federal and state laws and regulations.

[ What a prudent business person, considering his or her responsibilities
to owners, employees, customers, the Postal Service, and the public at
large, would do under the circumstances.

[ Any deviations from the supplier’s established business practices that
may unjustifiably increase costs.

Allocable to the Contract

A cost is allocable to a contract if it:

[ Is incurred specifically for the contract.

] Benefits both the contract and other work and can be distributed
among them in reasonable proportion to the benefits received.

m Is necessary to the overall operation of the business, although a direct
relationship to the contract cannot be shown.

Unallowable Costs

Costs that are expressly or mutually agreed to be unallowable, including
directly associated costs, must be excluded from any contract billing, claim,
or proposal. A directly associated cost is a cost generated solely as a result
of another cost, which would not have been incurred if the other cost had not
been incurred. When an unallowable cost is incurred, its directly associated
costs are also unallowable. The following categories of costs are
unallowable:

1. Public relations and advertising costs, except for costs of:
a. Responding to inquiries concerning company policies and
activities;
b. Essential communication with the public, press, stockholders,

creditors, and customers, including communications on matters
of public concern;
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(of Participating in community-service activities, such as blood-bank
drives, charity drives, and disaster assistance (but not
contributions to civil defense funds and projects);

d. Recruiting personnel needed to work under the contract;
Acquiring scarce items for contract performance; and

f. Disposing of scrap or surplus materials acquired for contract
performance.

Bad debts, including actual or estimated losses arising from
uncollectible accounts receivable from customers and other claims,
and any costs directly associated with bad debts such as collection
and legal costs.

Contributions or donations, including cash, property, and services,
except as provided in 1.(c.).

Dividends or payments and distribution of profits.

Entertainment costs, including amusement, diversion, social activities,
and costs directly associated with entertainment, such as tickets to
shows or sporting events, meals, lodging, rentals, transportation, and
gratuities. Entertainment costs include membership in social, dining, or
country clubs or other organizations having the same purpose,
regardless of whether the cost is reported as taxable income to the
employees.

Fines and penalties resulting from violations of Federal, state, local, or
foreign laws and regulations, except when incurred as a result of
complying with specific terms and conditions of the contract or written
instructions from the contracting officer.

Life insurance on the lives of officers, partners, or proprietors, unless
the insurance represents additional compensation.

Interest on loans (however represented), bond discounts, costs of
financing and refinancing capital, and the costs of preparing and
issuing prospectuses and stock rights.

Lobbying cost:
a. Including:

(1)  Attempts to influence the outcome of any Federal, state, or
local election, referendum, initiative, or similar procedure
through contributions, endorsements, publicity, or similar
activities.

(2) Establishing, administering, contributing to, or paying the
expenses of a political party, campaign, political action
committee, or other organization established for the
purpose of influencing the outcomes of elections.

(3)  Any attempt to influence the introduction of Federal or state
legislation, or the enactment or modification of any pending
Federal or state legislation through communication with
any member or employee of Congress or a state legislature
(including efforts to influence state or local officials to
engage in similar lobbying activity), or with any government
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official or employee in connection with a decision to sign or
veto legislation.

Any attempt to influence the introduction of Federal or state
legislation, or the enactment or modification of pending
Federal or state legislation by preparing, distributing, or
using publicity or propaganda, or by urging members of the
general public to contribute to, or participate in, any mass
demonstration, march, rally, fund-raising drive, lobbying
campaign, or letter-writing or telephone campaign.

Legislation-liaison activities, including attendance at
legislative sessions or committee hearings, gathering
information regarding legislation, and analyzing the effect
of legislation, when the activities are in support of, or in
knowing preparation for, an effort to engage in unallowable
activities.

b. But not including:

(1)

)

Providing a technical and factual presentation of
information on a topic directly related to performing the
contract in a hearing testimony, statement, or letter to
Congress or a state legislature, or subdivision, member, or
staff member of either, in response to a documented
request (including a Congressional Record notice
requesting testimony or statements for the record at a
regularly scheduled hearing) made by the recipient
member, legislative body or subdivision, or a cognizant
staff member. Costs for transportation, lodging, or meals
associated with this exception are not allowed unless
incurred for the purpose of offering testimony at a regularly
scheduled Congressional hearing in response to a written
request made by the chair or ranking minority member of
the committee or subcommittee conducting the hearing.

Any lobbying to influence state or Federal legislation to
directly reduce contract cost, or to impair the supplier’s
obligation to perform the contract.

Any activity specifically authorized by statute to be
undertaken with funds from the contract.

Losses on other contracts (including the supplier’s contribution under
cost-sharing contracts).

Taxes:

a. Federal income and excess-profits taxes.

b.  Taxes in connection with financing, refinancing, refunding
operations, or reorganizations.

c.  Taxes from which exemptions are available to the supplier
directly, or available to the supplier based on a Postal Service
exemption, except when the purchase/SCM team determines
that the administrative burden of obtaining the exemption
outweighs the benefits to the Postal Service. The term
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“exemption” means freedom from taxation in whole or in part,
and includes a tax abatement or reduction resulting from the
method of assessment, calculation, or other reason.

d. Special assessments on land that represent capital
improvements.

e. Taxes (including excise taxes) on real or personal property, or on
the value, use, possession, or sale of property, used solely in
connection with work on contracts that are not with the Postal
Service or the government.

f. Taxes on accumulated funding deficiencies of, or prohibited
transactions involving, employee deferred compensation plans
under section 4971 or 4975 of the Internal Revenue Code of
1954, as amended.

g. Income tax accruals designed to account for the tax effect of
differences between taxable income and pretax income as
reflected by the supplier’s accounting and financial statements.

12. Costs incurred in defending against any combination of the actions
below when brought by the government against a supplier, its agents,
or employees, when the charges involve fraud or similar criminal
offenses (including filing of a false certification) on the part of the
supplier, its agents, or employees, and result in conviction (including
conviction entered on a plea of nolo contendere), judgment against the
supplier, its agents, or employees, or a decision to debar or suspend,
or are resolved by consent or compromise (when charges of fraud are
resolved by consent or compromise, the parties may agree on the
extent of allowability of defense costs as a part of the resolution). The
actions include:

a. Criminal or civil investigation, grand jury proceedings, or
prosecution;

b. Civil litigation; or
C. Administrative proceedings such as suspension or debarment.

13. Costs incurred against Postal Service claims or appeals or the
prosecution of claims or appeals against the Postal Service.

2-3411  Cost Realism
Cost realism means that the costs in a supplier’s proposal:
[ Are realistic for the work to be performed.
n Reflect a clear understanding of the requirements.

] Are consistent with the various elements of the supplier’s technical
proposal.

The emphasis of a cost-realism analysis is to determine whether costs may

be overstated or understated. Cost realism helps to ascertain the potential

risk to the Postal Service as a result of the supplier being unable to meet

contract requirements.

Cost-realism analysis is an objective process of identifying the specific

elements of a cost estimate or a proposed price and comparing those
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elements against reliable and independent means of cost measurement, and
is particularly useful in the evaluation of cost reimbursement contracts. This
analysis determines whether the estimates under analysis are verifiable,
complete, and accurate. It also shows whether the supplier’s estimating
methodology is logical, appropriate, and adequately explained. As a result,
the analysis helps ensure that the cost or prices proposed fairly represent the
costs likely to be incurred for the proposed services, given the supplier’s
technical and management approach.

Allowances and Charges

Allowances and charges are the actual financial numbers present in a
supplier proposal and are labeled as such. All components of a price model,
which result in a reduction or addition to a basic price, can be united to a
model of allowances and charges. By way of explanation, it is sufficient to
specify the type or reason for the allowance and/or charge. All such
allowances and charges will be included in proposals and therefore do not
have to be generated or researched. The pricing analyst must incorporate
allowances and charges into the price model. However, it is recommended
that the pricing analyst obtain clear and definite explanations from the
supplier regarding allowances and charges to ensure accuracy of the price
model.

Cost or Pricing Data

Cost or pricing data include all the facts affecting cost estimates and costs
incurred that can be expected to significantly affect price negotiations. Cost
or pricing data may also include:

] Supplier quotations.
] Nonrecurring costs.

[ Information on changes in production methods and in production or
purchasing volume.

[ Data supporting business projections, objectives, and related
operating costs.

| Unit-cost trends, such as those associated with labor efficiency.
[ Make vs. buy decisions.
[ Resource estimates to meet business goals.

| Information on management decisions that could have a significant
bearing on costs.

[ Historical costs for the same or similar items.

Whenever price analysis or some other technique appropriate for the goods
or services being purchased is insufficient to determine reasonableness of
price, cost or pricing data must be obtained, and under certain
circumstances the cost or pricing data that is obtained must be certified (see
2-34.14, Certification of Cost or Pricing Data), before awarding a
noncompetitive contract or modification. Only the data needed to make the
determination should be obtained. Before agreeing on price, the contracting
officer must have the supplier update the data to the latest dates for which
data are reasonably available.
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The contracting officer must have suppliers obtain cost or pricing data for
proposed subcontracts or subcontract modifications when needed to
determine the reasonableness of a proposed contract or subcontract price
(including negotiated final pricing actions such as termination settlements
and total final price agreements for fixed-price incentive contracts). The
supplier is responsible for conducting the price or cost analysis for
subcontracts and including the results as part of its cost or pricing data. In
unusual circumstances, to ensure that analysis is adequate, the contracting
officer may require the supplier to submit the subcontract data along with its
own data. This does not reduce the supplier’s responsibility to do the
subcontract cost or price analysis and negotiate fair and reasonable
subcontract prices.

If cost or pricing data are needed and the supplier refuses to provide the
necessary data despite repeated requests, the contracting officer must
withhold award or modification and refer the matter to the relevant portfolio
manager. The ultimate disposition must be documented.

Under: Allowable Cost and Payment, suppliers must submit a final indirect-
cost rate proposal to the contracting officer or contracting officer’s
representative (COR) reflecting actual costs during the period, together with
cost or pricing data.

Whenever cost or pricing data may be required when negotiating a contract
or the subsequent modification of a contract, the contract must include:

] Clause 5-1: Price Reduction for Defective Cost or Pricing Data — lists
the conditions under which the negotiated price that was increased
significantly can be reduced.

| Clause 5-2: Subcontractor Cost or Pricing Data — requires that before
awarding any subcontract or pricing any subcontract modification, the
supplier must require the subcontractor to submit cost or pricing data
whenever cost or pricing data are required.

2-34.14 Certification of Cost or Pricing Data

Under the following circumstances, cost or pricing data, as described in
section 2-34.13, must be certified:

u When the contract action (including modifications) is valued at $1
million or more and is made noncompetitively;

n When the goods and services are not commercially available; and

[ When fair and reasonable pricing cannot be determined by other
means, such as price analysis.

The certification of cost or pricing data requires that, to the best of the
supplier’s knowledge and belief, the submitted cost or pricing data are
accurate, complete, and current as of the date of agreement on price or, if
applicable, an earlier date agreed upon between the parties that is as close
as practicable to the date of agreement on price. The requirement for
submission of cost or pricing data that must be certified is met when all cost
or pricing data reasonably available to the supplier have been submitted,
either actually or by specific identification, to the contracting officer or his or
her representative and the Certificate of Current Cost or Pricing Data, as
contained in section 2-34.15, has also been submitted to the contracting
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officer or his or her representative. As later data come into a supplier’s
possession, it must be submitted promptly to the contracting officer or his or
her representative in a manner that clearly shows how the data relate to the
supplier’s price proposal. The requirement for submission of cost or pricing
data that is certified continues up to the time of agreement on price, or an
earlier date agreed upon by the parties. Additionally, a supplier must submit
any information that is reasonably required to explain its estimating process.

In circumstances where the cost or pricing data submitted is required to be
certified, the contracting officer must specify in the solicitation that cost or
pricing data is required to be submitted and certified and include a copy of the
Certificate of Current Cost or Pricing Data contained in section 2-34.15. The
contracting officer must include Clause 5-4: Certification of Cost or Pricing
Data in the contract when the cost or pricing data submitted is required to be
certified. Lastly, the contracting officer must document the extent to which he
or she relied upon the cost or pricing data that is certified in negotiating the
final price. This documentation must be included in the contract file.

Certificate of Current Cost or Pricing Data

Where a certification of cost or pricing data is required in accordance with 2-
34.14, Certification of Cost or Pricing Data, a certificate in the form set forth
below must be included in the contract file with the documents supporting
the negotiation. The supplier is required to submit only one certificate, which
must be submitted as of the date of agreement on price or, if applicable, an
earlier date agreed upon between the parties that is as close as practicable
to the date of agreement on price.

Certificate of Current Cost or Pricing Data

This is to certify that, to the best of my knowledge and belief, the cost or
pricing data, as defined in the Postal Service’s Supplying Principles and
Practices section 2-34.14, Certification of Cost or Pricing Data, submitted in
writing, or specifically identified in writing if actual submission is
impracticable, to the Contracting Officer or his or her representative in
support of 1, are accurate, complete, and current as of

(Date)2

Firm

Name

Title

(Date of execution)3

1. Describe the proposal, quotation, request for price adjustments or other submission involved,
giving appropriate identifying number (e.g., RFP No. ___).

2. This date is the date when the price negotiations were concluded and the contract price was
agreed to. The responsibility of the supplier is not limited by the personal knowledge of the
supplier’s negotiator if the supplier had information reasonably available at the time of
agreement, showing that the negotiated price is not based on accurate, complete, and current
data.

3. This date should be as close as practicable to the date when the price negotiations were
concluded and the price agreed upon.
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2-34.16

2-34.17

Other Topics Considered

Section 1-10, Conduct Market Research and Benchmarking Analysis.

Section 2-2, Start Request for Proposal (RFP) Development
Section 2-7, Conduct Should-Cost Analysis.
Section 2-38, Negotiate with Suppliers.

Clauses and Provisions

When determining indirect cost rates, use the following: Clause 2-30:
Allowable Cost and Payment.

Whenever cost or pricing data may be required in negotiating a contract or
the subsequent modification of a contract, the contract must include the
following:

| Clause 5-1: Price Reduction for Defective Cost or Pricing Data.

n Clause 5-2: Subcontractor Cost or Pricing Data.

When cost or pricing data submitted is required to be certified, the contract
must include the following:

m Clause 5-4, Certification of Cost or Pricing Data.

2-35 (Reserved)

2-36 Evaluate Foreign and Domestic Proposals

April 1, 2023

Proposals offering other than domestic end products will be evaluated in one
of two ways against proposals of relatively equal value offering domestic end
products or eligible designated country end products (domestic end products
are defined within Section 2-36.1, Domestic End Products, the designated
countries are listed in 2-36.2, Designated Countries, designated country end
products are defined within Section 2-36.3, End Products from Designated
Countries, and the designated country eligibility thresholds are listed in
Section 2-36.4, Designated Country Eligibility Thresholds, Figure 2.14). This
evaluation will depend on the relative importance of price to the evaluation
factors other than price in making a best value determination as follows:

[ When the relative importance of price is more important than the
evaluation factors, six percent is added to the proposed price of the
non-qualifying end product and this adjusted price is used for
evaluation.

] When the relative importance of the evaluation factors are more
important than, or as important as, price, domestic end products, and
designated country end products, will receive a preference in the case
of closely ranked proposals, but no price adjustment will be added.

The VP, SM may determine that only soliciting domestic (made in the U.S.A.)

end products is in the best interest of the Postal Service for certain
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requirements. In these instances, any proposal offering end products not
made in the U.S. will not be evaluated.

Domestic End Products
A domestic end product is as follows:
] An unmanufactured end product mined or produced in the U.S. or

[ An end product manufactured in the U.S., if the cost of its components
mined, produced, or manufactured in the U.S. exceeds fifty percent of
the cost of all its components. Components (i.e., articles, materials,
supplies incorporated directly into an end product or construction
material) of foreign origin of the same class or kind as those that the
Postal Service determines are not mined, produced, or manufactured
in sufficient and reasonably available commercial quantities of a
satisfactory quality are treated as domestic. This component test is
waived for the purchase of commercial-off-the-shelf (COTS) items.
Scrap generated, collected, and prepared for processing in the U.S. is
considered domestic. Cost of components refers to:

— For components purchased by the supplier, the purchase cost,
including transportation costs to the place of incorporation into the
end product or construction material (whether or not such costs
are paid to a domestic firm), and any applicable duty (whether or
not a duty-free entry certificate is issued) or

— For components manufactured by the supplier, all costs
associated with the manufacture of the component, including
transportation costs as described above, plus allocable overhead
costs, but excluding profit. Cost of components does not include
any costs associated with the manufacture of the end product.

When an RFP specifies that an award will be made on a group of line items, a
domestic proposal means a proposal where the proposed price of the
domestic end products exceeds fifty percent of the total proposed price of
the group.

Provision 1-2: Domestic Source Certificate —Supplies must be included in all
solicitations when the RFP calls for the purchase of supplies; and, Clause 1-
9: Preference for Domestic Supplies must be included or incorporated by
reference in Clause 4-2: Contract Terms and Conditions Required to
Implement Policies, Statutes or Executive Orders when the contract calls for
the purchase of supplies.

Designated Countries

“Designated counties” are those countries that have entered into World
Trade Organization Government Procurement Agreements (WTO GPA), and
Fair Trade Agreements with the U.S. The following are WTO GPA and FTA
countries:

] WTO GPA countries — Armenia, Aruba, Austria, Belgium, Bulgaria,
Canada, Croatia, Cyprus, Czech Republic, Denmark, Estonia, Finland,
France, Germany, Greece, Hong Kong, Hungary, Iceland, Ireland,
Israel, Italy, Japan, Korea (Republic of), Latvia, Liechtenstein, Lithuania,
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2-36.3

2-36.4

Luxembourg, Malta, Moldova, Montenegro, Netherlands, New Zealand,
Norway, Poland, Portugal, Romania, Singapore, Slovak Republic,
Slovenia, Spain, Sweden, Switzerland, Taiwan (known in the WTO as
“the Separate Customs Territory of Taiwan, Penghu, Kinmen and
Matsu (Chinese Taipei)”), Ukraine, and United Kingdom; construction
materials and end products granted duty-free entry - Antigua and
Barbuda, Bahamas, Barbados, Belize, Bonaire, British Virgin Islands,
Curacao, Dominica, Grenada, Guyana, Haiti, Jamaica, Montserrat,
Netherlands Antilles, Saba, St. Kitts and Nevis, Saint Lucia, Saint
Vincent and the Grenadines, Saint Eustatius, Saint Maarten, and
Trinidad and Tobago.

FTA countries - Australia, Bahrain, Canada, Chile, Columbia, Costa
Rica, Dominican Republic, El Salvador, Guatemala, Honduras, Israel,
Korea (Republic of), Mexico, Morocco, Nicaragua, Oman, Panama,
Peru and Singapore.

End Products from Designated Countries

End products from a designated WTO GPA or FTA country are those articles,
materials, and supplies that are as follows:

Are wholly the growth, product, or manufacture of producers in
designated countries that have entered into agreements with the U.S.
covering government purchasing; or

In the case of articles that consist in whole or in part of materials from
another country, have been substantially transformed in a designated
country into new and different articles of commerce with names,
characters, or uses distinct from that of the article or articles from
which they were transformed.

An end product refers to a product offered for purchase under a contract for
supplies, but for purposes of calculating the value of the end product,
includes services (except transportation services) incidental to the article,
provided that the value of those incidental services does not exceed that of
the article itself.

Designated Country Eligibility Thresholds

The value of the purchase and the type of commodity being purchased are
determining factors as to whether the designated country end products may
be considered domestic-source end products. The thresholds are
summarized in the table below. Estimated contract value includes the value
of any contemplated options.

When proposals contain eligible end products produced in designated
countries, and the value of the purchase exceeds the amount shown below
in Figure 2.14, Eligibility Thresholds, the end products qualify as domestic-

sourced.
Figure 2.14
Eligibility Thresholds
Trade Agreement Supply Contract Service Contract Construction Contract
WTO GPA $180,000 $180,000 $6,932,000
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Trade Agreement Supply Contract Service Contract Construction Contract
Australia FTA $ 80,317 $80,317 $6,932,000
Bahrain FTA $180,000 $180,000 $10,441,216
CAFTA-DR FTA (Costa $ 80,317 $ 80,317 $6,932,000
Rica, Dominican Republic,

El Salvador, Guatemala,

Honduras, and Nicaragua)

Chile FTA $80,317 $80,317 $6,932,000
Colombia FTA $80,317 $80,317 $6,932,000
Israeli Trade Act $50,000 - -
Korea FTA $100,000 $100,000 $6,932,000
Morocco FTA $180,000 $180,000 $7,358,000
NAFTA — Canada $25,000 $80,317 $10,441,216
NAFTA — Mexico $80,317 $80,317 $10,441,216
Oman FTA $180,000 $180,000 $10,441,216
Panama FTA $180,000 $180,000 $6,932,000
Peru FTA $180,000 $180,000 $6,932,000
Singapore FTA $80,317 $80,317 $6,932,000
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For purposes of this section, the eligibility thresholds above in Figure 2.14
shall apply unless revised by the Postal Service after review of a change in
thresholds by the Office of the United States Trade Representative (USTR).
The USTR revises the thresholds every two years.

2-365 Lease, Rental, and Lease-Purchase Contracts

To determine whether the purchase of products by lease, rental, or lease-
purchase contract (including lease-to-ownership, or lease-with-option-to

purchase) is covered by the WTO GPA or an FTA, calculate the estimated
purchase value as follows:

n If a fixed-term contract of 12 months or less is contemplated, use the
total estimated value of the purchase.

[ If a fixed-term contract of more than 12 months is contemplated, use
the total estimated value of the purchase plus the estimated residual
value of the leased equipment at the conclusion of the contemplated
term of the contract.

[ If an indefinite-delivery contract is contemplated, use the estimated
monthly payment multiplied by the total number of months that
ordering would be possible under the proposed contract (i.e., the initial
ordering period plus any optional ordering periods).

[ If there is any doubt as to the contemplated term of the contract, use
the estimated monthly payment multiplied by 48.

2-36.6 Designated Country Service Exceptions

Purchases of the following services are excluded from coverage as indicated
in the table below.
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Figure 2.15
Excluded Purchases
Bahrain FTA,
CAFTA-DR,
Chile FTA,
Columbia
FTA, NAFTA,
Oman FTA,
WTO GPA Panama FTA, | Singapore | Australiaand
Service Korea FTA and Peru FTA | FTA Morocco FTA

(1) All services purchased in support of Excluded Excluded Excluded Excluded
military services overseas.

(2i) Automatic Data Processing (ADP) Excluded Excluded Excluded Excluded
telecommunications and transmission
services, except advanced (i.e., value-
added) telecommunications services.

(2ii) | ADP teleprocessing and timesharing Excluded Excluded
services, telecommunications network
management services, automated news
services, data services or other
information services, and other ADP
and telecommunications services.

(2iii)y | Basic telecommunications network Excluded Excluded Excluded Excluded
services (i.e., voice telephone services, (subset of (subset of
packet-switched data transmission services services listed
services, circuit-switched data listed under under (2i)
transmission services, telex services, (2i)
telegraph services, facsimile services,
and private leased circuit services, but
not information services as defined in
47 U.S.C. 153(24)).

(3) Dredging Excluded Excluded Excluded Excluded

(4i) Operation and management contracts Excluded Excluded
of certain Government facilities and
privately-owned facilities for
Government purposes, including
Federally Funded Research and
Development Centers.

(4ii) | Operation of Government-owned Excluded Excluded Excluded Excluded
research and development facilities or (subset of (subset of
Government-owned environmental services services
laboratories. listed under listed

(4i) under (4i)

(5) Research and development. Excluded Excluded Excluded Excluded

(6) Transportation services (including Excluded Excluded Excluded Excluded
launching services, but not including
travel agent services).

(7) Utility services. Excluded Excluded Excluded Excluded

(8) Maintenance, repair, modification, Excluded
rebuilding, and installation of equipment
related to ships.

9) Nonnuclear ship repair. Excluded Excluded
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2.36.7 Construction Materials

The procedures in this part apply to all construction contracts. For the
purposes of this practice, the following definitions apply:

[ Construction material components are articles, materials, and supplies
incorporated directly into construction materials.

[ Construction materials are articles, materials, and supplies brought to
the construction site by the supplier or a subcontractor for
incorporation into the building or work.

[ Domestic construction material is (1) an unmanufactured construction
material mined or produced in the U.S., or (2) a construction material
manufactured in the U.S., if the cost of its components mined,
produced, or manufactured in the U.S. exceeds 50 percent of the cost
of all its components. The cost of each component includes
transportation costs to the place of incorporation into the construction
material and any applicable duty (whether or not a duty-free entry
certificate is issued). Components of foreign origin of the same class or
kind as those listed in Section 2-36.9, Non-Available Products, are
treated as domestic.

[ Foreign construction material is a construction material other than a
domestic construction material.

Only domestic construction materials may be used in construction, except:

| When the contracting officer determines that use of a particular
domestic construction material would be impracticable, or that its cost
would be unreasonable, under guidelines established by the VP, SM, in
the relevant handbook.

] When the VP, SM, determines that a construction material is not
mined, produced, or manufactured in the U.S. in sufficient and
reasonably available commercial quantities of satisfactory quality (see
Non-Available Products).

Provision 1-3: Domestic Source Certificate — Construction Materials must
be included within solicitations when an RFP includes the purchase of
construction materials; and, Clause 1-10: Preference for Domestic
Construction Materials must be included or incorporated by reference in
Clause 4-2: Contract Terms and Conditions Required to Implement Policies,
Statutes or Executive Orders when the contract calls for the purchase of
construction materials. Any deviations or exceptions must be authorized
in accordance with 7-6, Deviations.

236.8 Limitations

This practice does not apply to products set out in the list of Non-Available
Products below or to purchases as to which the VP, SM, has determined that
the application of a domestic preference would be inconsistent with the
public interest.

April 1, 2023 205



206

2-36.9

Supplying Principles and Practices

Non-Available Products
Acetylene, black.

Agar, bulk.

Anise.

Antimony, as metal or oxide.
Asbestos, amosite, chrysotile, and crocidolite.
Bamboo shoots.

Bananas.

Bauxite.

Beef, corned, canned.

Beef extract.

Bephenium hydroxynapthoate.
Bismuth.

Books, trade, text, technical, or scientific; newspapers; pamphlets;
magazines; periodicals; printed briefs and films; not printed in the U.S. and
for which domestic editions are not available.

Brazil nuts, unroasted.
Cadmium, ores and flue dust.
Calcium cyanamide.

Capers.

Cashew nuts.

Castor beans and castor oil.
Chalk, English.

Chestnuts.

Chicle.

Chrome ore or chromite.
Cinchona bark.

Cobalt, in cathodes, rondelles, or other primary ore and metal forms.
Cocoa beans.

Coconut and coconut meat, unsweetened, in shredded, desiccated, or
similarly prepared form.

Coffee, raw or green bean.

Colchicine alkaloid, raw.

Copra.

Cork, wood or bark and waste.

Cover glass, microscope slide.

Crane rail (85-pound per foot).

Cryolite, natural.

Dammar gum.

Diamonds, industrial, stones and abrasives.
Emetine, bulk.
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Ergot, crude.
Erythrityl tetranitrate.
Fair linen, altar.

Fibers of the following types — abaca, abace, agave, coir, flax, jute, jute
burlaps, palmyra, and sisal.

Goat and kidskins.

Goat hair canvas.

Grapefruit sections, canned.
Graphite, natural, crystalline, crucible grade.
Hand file sets (Swiss pattern).
Handsewing needles.

Hemp yarn.

Hog bristles for brushes.
Hyoscine, bulk.

Ipecac, root.

lodine, crude.

Kaurigum.

Lac.

Leather, sheepskin, hair type.
Lavender oil.

Manganese.

Menthol, natural bulk.

Mica.

Microprocessor chips (brought onto a government construction site as
separate units for incorporation into building systems during construction or
repair and alteration of real property).

Modacrylic fiber.

Nickel, primary, in ingots, pigs, shots, cathodes, or similar forms; nickel
oxide and nickel salts.

Nitroguanidine (also known as picrite).

Nux vomica, crude.

Oiticica oil.

Olive oil.

Olives (green), pitted or unpitted, or stuffed, in bulk.
Opium, crude.

Oranges, mandarin, canned.

Petroleum, crude oil, unfinished oils, and finished products.
Pineapple, canned.

Pine needle oil.

Platinum and related group metals, refined, as sponge, powder, ingots, or
cast bars.
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Pyrethrum flowers.

Quartz crystals.

Quebracho.

Quinidine.

Quinine.

Rabbit fur felt.

Radium salts, source and special nuclear materials.
Rosettes.

Rubber, crude and latex.
Rutile.

Santonin, crude.

Secretin.

Shellac.

Silk, raw and unmanufactured.

Spare and replacement parts for equipment of foreign manufacture, and for
which domestic parts are not available.

Spices and herbs, in bulk.
Sugars, raw.

Swords and scabbards.
Talc, block, steatite.
Tantalum.

Tapioca flour and cassava.
Tartar, crude; tartaric acid and cream of tartar in bulk.
Tea in bulk.

Thread, metallic (gold).
Thyme oil.

Tin in bars, blocks, and pigs.
Triprolidine hydrochloride.
Tungsten.

Vanilla beans.

Venom, cobra.

Water chestnuts.

Wax, carnauba.

Wire glass.

Woods; logs, veneer, and lumber of the following species — Alaskan yellow
cedar, angelique, balsa, ekki, greenheart, lignum vitae, mahogany, and teak.

Yarn, 50 Denier rayon.
Yeast, active dry and instant active dry.

This list is published in the Federal Register for public comment no less
frequently than once every five years.
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2-36.10 Other Topics Considered

2-36.11

Section 1-10, Conduct Market Research and Benchmarking Analysis.

Section 2-24, Review and Finalize Request for Proposals (RFP).

Clauses and Provisions
Clause 1-9: Preference for Domestic Supplies.

Clause 1-10: Preference for Domestic Construction Materials.

Clause 4-2: Contract Terms and Conditions Required to Implement Policies,
Statutes or Executive Orders.

Provision 1-2: Domestic Source Certificate — Supplies.

Provision 1-3: Domestic Source Certificate — Construction Materials.

Provision 4-3: Representations and Certifications.

2-37 Hold Discussions

April 1, 2023

2-37.1

Discussions are communications between the purchase/SCM team and
suppliers. Negotiations are held with a supplier or multiple suppliers after the
purchase/SCM team has determined that their offers have the best chance
of providing the Postal Service the best value. Additional information on
negotiations can be found in Section 2-38, Negotiate with Suppliers.

Discussions

Discussions are held when the purchase/SCM team needs to generate
further information and facts regarding proposed terms and conditions, and
clarify any possible misunderstandings with a supplier. The contracting
officer is responsible for leading discussions. Discussions during the
implementation of the proposal evaluation strategy are held to:

m Allow for the clarification of matters contained in a proposal that raise
questions regarding acceptability or proposal evaluation score.

m Address suspected mistakes or questionable assumptions.

During the evaluation process, including during oral presentations,
discussions may be held with any supplier to clear up misunderstandings or
uncertainties or to gain a better understanding of the supplier’s proposal
(including price) in order to obtain a more informed comparison of the relative
value of individual proposals.

After proposal comparisons have been made, further discussions may be
held to address any outstanding matters. Suppliers whose offers are the

subject of discussion at any stage must be given sufficient time to revise

their proposals in light of those discussions.

By this point in the Evaluate Proposals task of Postal Service Supplying
Practices Process Step 2: Evaluate Sources, the proposal evaluation team
has determined and eliminated from consideration those suppliers that have
submitted proposals with risks that cannot be mitigated and/or do not have
the necessary technical and financial capabilities.
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Before entering into discussions, the purchase/SCM team must:

[ Have comprehensive knowledge of the supplier.

] Have thorough knowledge of the goods or services to be supplied.
[ Understand the client’s need and requirements.

[ Understand the supplier’s capabilities.

n Analyze involved costs and prices.

2372 Process

After proposal evaluation, the proposal evaluation team informs the
contracting officer and purchase/SCM team of the ranking of the proposals,
potential points of conflict, and suggests with which suppliers discussions
should be held. The contracting officer then leads the purchase/SCM team in
conducting discussions.

2.37.3 Potential Points of Conflict

Potential points of conflict are areas where the Postal Service would benefit
from different contract terms and conditions than those proposed by the
supplier, or matters requiring clarification. Points of conflict can impede the
Postal Service from receiving best value, and usually are centered around
past performance, on-time delivery, product enhancements, product
engineering, product quality, and, especially, price. The cost and price data
and past performance considerations generated by consulting the results of
the Implement Proposal Evaluation Strategy topic of the Perform Solicitation-
Related Activities task of Postal Service Supplying Practices Process Step 2:
Evaluate Sources are useful for generating the relevant information.

If there are no points of conflict, no areas that require further information, and
discussions with other potential suppliers do not reveal that a different
proposal may offer best value, and the purchase/SCM team determines that
negotiations will not add value, the purchase/SCM team carriers out the
activities associated with the Perform Preaward Activities task of Postal
Service Supplying Practices Process Step 2: Evaluate Sources.

2-37.4 Other Topics Considered
Section 1-10, Conduct Market Research and Benchmarking Analysis.

Section 2-31, Implement Proposal Evaluation Strategy.

Section 2-33, Perform Risk Analysis on Supplier Proposals.

Section 2-34, Conduct Price/Cost Analysis.
Section 2-26.4.2, Supplier Capability.
Section 2-38, Negotiate with Suppliers.

2-38 Negotiate with Suppliers

Discussions and negotiations are not the same. Discussions are
communications between the purchase/SCM team and offerors. Generally,
negotiations are held with one or more suppliers after the purchase/SCM
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team has determined through either discussions or the proposal evaluation
team’s recommendations, that the supplier’s (or suppliers’) proposal has the
best chance of providing the Postal Service the best value. The goal of
negotiations is to come to final agreement on contract terms and conditions,
including contract type and price.

When negotiating, the purchase/SCM team must remember that the client’s
needs, the purchase plan, and best value are the forces that drive all actions.
The negotiation process will also be impacted by the establishment of

detailed objectives regarding the aspects of contract performance, including:

] Technical implications.

u Materials.

[ Logistics network.

] Inventory management.

] Warranties.

[ ] Payment terms.

] Data and intellectual property rights.
] Investment recovery and disposal.

] Price.

Negotiation Considerations

The contracting officer leads negotiation planning and is responsible for the
conduct of the negotiations, and will begin by attempting to resolve any
points of conflict that remain after discussions. However, depending on the
issues to be negotiated and the experience of the purchase/SCM team
members, different team members may take the lead on negotiating specific
issues in accordance with the negotiation plan. Before opening negotiations,
the contracting officer and the purchase/SCM team must clearly categorize
negotiation objectives that are either must points (terms and conditions
essential to desired contract performance that the Postal Service must
obtain), or give points (terms and conditions that are not central to the Postal
Service obtaining best value). Must points and give points are determined by
client requirements, but the contracting officer will leverage past experiences
and knowledge when negotiating these points. In order to avoid deadlock,
the contracting officer will have to properly balance what is given and what is
taken, especially as final agreement becomes more imminent, while focusing
on obtaining the must points.

For example, negotiations are held with a supplier that has a proven record
of on-time delivery (a shared interest and a must point for the Postal Service),
but is also proposing a price higher than the target price generated by the
pricing analyst (a point of conflict but also a give point). In a compromise, the
Postal Service would give the supplier a higher price than the one
recommended by the pricing analyst, but one lower than that offered in the
original proposal, thereby obtaining the on-time delivery level determined
essential to contract performance and improved price terms.

In the rare instance when a proposal has no points of conflict, pricing is at or
below market price, and the proposal obviously offers the best value, neither
discussions nor negotiations are necessary. However, purchase/SCM teams
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should always remember (1) that holding discussions for reasons of
clarification is always prudent and (2) that negotiations normally should be
held in order to improve the value received by the Postal Service. In cases
where neither discussions nor negotiations are necessary, the purchase/SCM
team begins the activities associated with the Perform Preaward Activities
task of Postal Service Supplying Practices Process Step 2: Evaluate Sources.

It is important to note that negotiations are a complex process based on
preparation, leveraging power, personal dynamics and compromises that vary
from contract to contract. Negotiations are seldom predictable and are never
a guaranteed success. Therefore, negotiations must always be rooted in facts
generated during discussions, as well as market research and price analysis,
and Postal Service objectives in order to maintain and avoid damaging
historical working relationships with suppliers. Ultimately, the level of mutual
dependency (the Postal Service need for a supply and the supplier’s need for
clientele) is the greatest source of motivation for the two parties.

Prepare for Negotiations

Almost all successful negotiations are the result of preparation. Before
entering a negotiation, the contracting officer and purchase/SCM team
should:

] Have comprehensive knowledge of the marketplace (generated by
market research).

[ Have comprehensive knowledge of the supplier.

[ Have thorough knowledge of the goods or services to be supplied.

] Have thorough knowledge of the price of goods or services to be
supplied (generated through price analysis).

[ Understand the Postal Service’s leveraging power.

[ Understand the supplier’s leveraging power.

[ Analyze involved costs (generated in Section 2-7, Conduct Should-

Cost Analysis).

m Understand the supplier’s capabilities (generated in Section 2-26.4.2,
Supplier Capability).

] Understand the TCO.

The next step is to establish the Postal Service’s negotiation strategy
incorporating this information. A negotiation strategy is formally planned and
requires the generation of all Postal Service objectives, any remaining points
of conflict, their importance in determining best value, and the strategies that
will be used to address them.

Best Alternative to a Negotiated Agreement

In developing its negotiation strategy, the Postal Service should identify what
is the Best Alternative to a Negotiated Agreement (BATNA). The BATNA is
the next best alternative, or “walk away” alternative, should negotiations fail
with the selected supplier. It is a key component of any negotiation strategy.
Identifying the BATNA (e.g., an alternate supplier, manufacturing in-house,
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canceling the solicitation) will help determine the Postal Service’s leveraging
power depending on the desirability of its BATNA.

Conducting Negotiations

During negotiations, the contracting officer must leverage the negotiation
strategy, which defines the importance of each issue and ensures that
interactions with the supplier are confined to these issues. Each issue should
be treated individually, usually in order of ease of resolution.

Depending on the complexity of the product or service to be purchased the
contracting officer will involve the client, assigned counsel and other
members of the purchase/SCM team in the negotiations with the supplier.
The negotiations strategy will identify which team members will take the lead
role in negotiating different aspects of the proposal. Outside expertise can be
used during negotiations, but contracting officers must take steps to ensure
that the potentiality for organizational conflicts of interest is minimized.

Documenting Results

Once negotiations have concluded, the contracting officer is responsible for
documenting their substance and the extent to which they were successful.
The degree of success will depend on whether the negotiations fulfilled the
intent of the negotiation strategy. Documentation must be in writing and
included in the contract file.

Quadrant Approach

A quadrant approach classifies all Postal Service purchases into four
categories, depending on their impact on the Postal Service core
competencies (noncore versus core) and complexities (standard versus
custom). Negotiations can be prioritized based on the type of purchase, as
well as its overall impact on the Postal Service.

Figure 2.16
Four Quadrants

‘g QUADRANT | QUADRANT II
(&)
S
g QUADRANT Il QUADRANT IV
&

Noncore Core

Quadrant I: Noncore/Customized Purchases

Goods and services in Quadrant | do not provide direct value, and are
therefore considered to be a lower priority for negotiations. Because these
goods are more customized, and there may be a limited supplier base,
negotiations can be beneficial in the achievement of best value, especially in
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a monopoly situation. When a contract to supply these goods or services is
negotiated, the contracting officer may conduct them with some support
from the purchase/SCM team and Assigned counsel.

Quadrant IlI: Core/Customized Purchases

These products and services create direct value, and are therefore of high
importance in negotiations. Negotiations pertaining to these products and
services require a team comprised of the contracting officer, supported by
the purchase/SCM team and Assigned counsel.

Quadrant Ill: Noncore/Standard Purchases

Products and services that fall into Quadrant Il do not provide direct value,
and are therefore a lower priority for negotiations. When a contract to supply
these goods or services is negotiated, the contracting officer may conduct
them with some support from the purchase/SCM team and Assigned
counsel.

Quadrant IV: Core/Standard Purchases

These products and services create direct value, and are therefore of high
importance. Negotiations pertaining to these products and services require a
team comprised of the contracting officer, supported by the purchase/SCM
team, and Assigned counsel.

Other Topics Considered

Section 1-10, Conduct Market Research and Benchmarking Analysis.
Section 2-7, Conduct Should-Cost Analysis.

Section 2-31, Implement Proposal Evaluation Strategy.

Section 2-26.4.2, Supplier Capability.

Section 2-37, Hold Discussions.

2-39 Subcontracting with SMWOBs

214

All suppliers, including small businesses, are encouraged to use SMWOBs
as subcontractors to the maximum extent consistent with effective contract
performance. Each supplier awarded a contract estimated or valued at
$500,000 or more, or when a contract reaches or exceeds the $500,000
threshold during contract performance, must submit semi-annual reports
(purchase/SCM teams may require more frequent submittals) on its
subcontracting activity for that contract. Three types of reporting methods
may be used: (1) reports showing the dollar amount of payments made to
subcontractors during the reporting period; (2) reports showing
subcontracting activity that is allocable to the contract using generally
accepted accounting principles; or (3) reports that are a combination of the
methods listed above. At the time of award, the purchase/SCM team and the
supplier must agree to which type of report will be used. Reporting for
indefinite-delivery contracts and ordering agreements are based upon the
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estimated dollar value of the contract and are inclusive of the dollars spent
on all orders issued within the reporting period.

Subcontracting Plans

Plans which specifically address subcontracting with SMWOBs are required
for all contracts, except with small businesses, that are either estimated or
valued at $1 million or more, or when a contract reaches or exceeds the $1
million threshold during contract performance. Unless formally waived by the
contracting officer for urgent and compelling business reasons, or for the
reasons discussed in Section 2-21, Define Supplier Diversity Objectives,
suppliers must submit the plans with their proposals, and plans must be
agreed to before award of the contract (small businesses are exempt from
this requirement). For indefinite-delivery contracts, the supplier must address
these amounts as a total dollar range based upon the minimum and
maximum as stated in the contract.

Provision 3-1: Notice of Small-, Minority-, and Woman-Owned Business
Subcontracting Requirements, discusses the reporting requirements for all
suppliers at the $500,000 threshold, and the plan requirement at the $1
million threshold and exempts small businesses from the plan requirement.
The provision is incorporated by reference in Provision 4-1: Standard
Solicitation Provisions, and must be checked-off by contracting officers for
all solicitations for contracts. Contracting officers must include Clauses 3-1:
Small-, Minority-, and Woman-Owned Business Subcontracting
Requirements and Clause 3-2: Participation of Small-, Minority-, and
Woman-Owned Businesses in all solicitations and contracts.

Suppliers Use of Subcontractors

In accordance with Clause 3-2: Participation of Small-, Minority-, and
Woman-Owned Businesses, the policy of the Postal Service is to encourage
the participation of SMWOBS in its purchases of goods and services to the
maximum extent practicable, consistent with efficient contract performance.
The supplier agrees to follow the same policy in performing this contract and
also agrees that any eventual subcontractors will also follow the same policy.

Clause 9-9: Equal Opportunity Pre-award Compliance of Subcontracts
states that a Prime supplier may not enter into a first-tier subcontract for an
estimated or actual amount of $10 million or more without obtaining in
writing from the contracting officer a clearance that the proposed
subcontractor is in compliance with equal opportunity requirements and
therefore eligible for award.

Other Topics Considered

Section 1-6, Involve Suppliers Early.

Section 1-10, Conduct Market Research and Benchmarking Analysis.
Section 1-14, Develop, Issue, and Analyze Responses from RFI.
Section 2-1, Develop Purchase Plan.

Section 2-6, Involve Suppliers in Planning.

Section 2-20, Develop and Finalize Sourcing Strategy.
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Section 2-21, Define Supplier Diversity Objectives.
Section 2-22, Prequalify Suppliers.

Section 2-27, Issue RFPs and Publicize Requirements.

Clauses and Provisions

Include the following clauses and provision within all solicitations and
contracts:

Clause 3-1: Small-, Minority-, and Woman-Owned Business Subcontracting
Requirements.

Clause 3-2: Participation of Small-, Minority-, and Woman-Owned
Businesses.

Provision 3-1: Notice of Small-, Minority-, and Woman-Owned Business
Subcontracting Requirements.

2-40 Produce Contract Award Recommendation
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Contract Awards

The contract award recommendation is the identification of the supplier that
offers the Postal Service the best value, and therefore should be awarded the
contract. The contracting officer is responsible for making the award
recommendation after discussions and/or negotiations (if conducted),
determining the price is fair and reasonable, consulting with the purchase/
SCM team, as necessary, and obtaining any required reviews and approvals
(see Section 2-41, Obtain Selected Reviews and Approvals). When
consensus as to which supplier should be awarded the contract cannot be
reached, the contracting officer will make the best value decision.

Best Value Determination and Award
Recommendation

Competitive

After proposal evaluation, comparative analysis, and ranking of the proposals
(including price proposals), and, after any final discussions and negotiations
with selected suppliers, it must be determined which supplier (or suppliers)
offers the best value to the Postal Service. The contracting officer must then
make a recommendation to the purchase/SCM team after consideration of
the information provided by the proposal evaluation team. Information to be
considered in the decision includes the following:

[ The trade-off judgment between price and the value offered in a
supplier’s proposal.

[ The relative value offered by a supplier or suppliers in relation to the
competition.

[ Whether a lower cost is worth the lesser technical value (and potentially
higher risk), or whether a higher price is worth the increased technical/
managerial capabilities (and potentially lower risk).
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These judgments must be consistent with the relative significance of the
identified performance evaluation factors and the relationship of those
factors to cost/price factors as established in the proposal evaluation
strategy and described in the request for proposals (RFP).

Noncompetitive

After evaluation of the supplier’s proposal and discussions/negotiations with
the supplier, the contracting officer must make a determination that the
noncompetitive purchase will provide the best value to the Postal Service
and further the Postal Service’s business and competitive interests. If the
value of the proposed contract exceeds the contracting officer’s
noncompetitive approval authority, the contracting officer must make a
recommendation regarding the proposed contract to the appropriate
approval authority.

Contract File

All procedures, evaluation techniques, proposal evaluation team reports,
record of negotiations, and the best value determination must be formally
documented and maintained in the contract file. For more information about
contract files for competitive contracts, see Section 2-40.3.1, Contract Files
for Competitive Contracts. For more information about contract files for non
competitive contracts, see Section 2-40.3.2, Contract Files for
Noncompetitive Contracts. For more information about contract files for
simplified purchases, see Section 2-43, Simplified Purchasing.

Contract Files for Competitive Contracts

Contract files for competitive contracts should include the following:
[ Requirements document and approved requisition.

[ Purchase plan, if applicable.

] Solicitation.

[ Proposals received in response to the solicitation.

n Evaluation documentation.

[ Any audits conducted in support of the purchase.

n Best value determination and award recommendation, including a
record of any discussions/negotiations and a determination that the
price is fair and reasonable.

u Contract award and notification to unsuccessful offerors.

n Offerors documentation.

[ Any required reviews and approvals.

[ Any other documentation required by these practices.

Award documentation must be completed before notification of award.

Contract Files for Noncompetitive Contracts
Contract files for noncompetitive contracts should include the following:
[ Requirements document and approved requisition.
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[ Noncompetitive purchase request, including required signatures and
certifications.

[ Competition’s Advocate’s review and advice to the contracting officer,
if applicable

[ Contracting officer’s evaluation and recommendation on the purchase
method.

[ Purchase plan, if applicable.

] Noncompetitive contract award recommendation including a record of
any discussions, negotiations, and a determination that the price is fair
and reasonable.

] If cost and pricing data were certified by the supplier, the contracting
officer’s documentation of the extent to which he or she relied upon the
certified cost or pricing data in negotiating the final price.

n Contract award.

[ Any required reviews and approvals.

] Any other documentation required by these practices.

Award documentation must be completed before notification of award.

Required Preaward Activities

See Sections 2-41, Obtain Selected Reviews and Approvals, 2-42, Postal
Accountability and Enhancement Act Related Reports and Certifications, and
3-2, Announce Award, for information regarding activities that, depending on
the estimated dollar value of the contract, may be required before contract
award.

Other Topics Considered

Section 1-10, Conduct Market Research and Benchmarking Analysis.

Section 2-3, Update/Refine Total Cost of Ownership Analysis.

Section 2-32, Assess Technology Implications.

Section 2-33, Perform Risk Analysis on Supplier Proposals.

Section 2-41, Obtain Selected Reviews and Approvals.

Section 2-42, Postal Accountability and Enhancement Act Related Reports
and Certifications.

Section 2-43, Simplified Purchasing.

Section 3-2, Announce Award.

2-41 Obtain Selected Reviews and Approvals
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2-411

General

Reviews and approvals of contractual actions provide oversight and an
objective view of important business decisions. Pooling business insights
enhances the process of obtaining best value. Therefore, the Postal Service
has established various levels of review and approval for contractual and
related actions throughout the purchase process. In addition, some
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contractual actions and proposed actions must be reported or announced to
internal organizations both before and when an action is taken. Generally, the
need for review and approval, report, or announcement depends on the
estimated dollar value of the proposed action or some other important factor,
such as the sensitivity of the purchase or the purchase method (competitive
or noncompetitive). This topic delineates selected reviews and approvals,
and mentions certain reports, which are discussed in more length in

Section 2-42, Postal Accountability and Enhancement Act Related Reports
and Certifications. Required announcements are discussed in Section 3-2,
Announce Award. Lastly, this topic addresses required actions a contracting
officer must take when a proposed contractual action exceeds his or her
delegated authority.

Estimated Total Dollar Value

The appropriate review and approval authority for any particular contractual
action depends on the estimated total dollar value of the action. For contract
awards, the estimated total dollar value is the award amount plus any
defined and priced values included in the contract at time of award (example,
options). The estimated total dollar value for a modification is the dollar value
of the modification. For indefinite-delivery contracts and ordering
agreements, the estimated total dollar value is the dollar amount the
purchase/SCM team determines best represents the total dollar value of all
of the orders that will be placed against the indefinite-delivery contract or
ordering agreement during its initial term and any contemplated extensions,
such as options or renewals.

Reviews and Approvals

Review and Approval Authorities

A review and approval authority must be a contracting officer within the
purchasing organization’s management chain in the purchasing organization
who has been delegated a sufficient amount of contracting authority to
perform the action being reviewed. If no contracting officer in the purchasing
organization has a sufficient amount of delegated contracting authority to
perform the review and approval, the review and approval must be
performed by the Category Management Center manager; the relevant
Portfolio manager; or the VP, SM, depending on the estimated total dollar
value of the proposed action. The appropriate approval authority for any
action subsequent to award will depend on the dollar value of the individual
action (e.g., modification, delivery, or task order against an indefinite-delivery
contract). In no case may the individual seeking the review and approval of
the action be the same individual performing the review and approval. This
measure is to ensure a separate and independent evaluation as to the review
and approval.

Reviews and Approvals of Contract Awards, Modifications,
and Ordering Agreements

Contract awards, modifications, or ordering agreements, including exercise
of options and contract renewals, valued at less than $250,000 require no
further reviews and approvals beyond that of the contracting officer who has
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$250,000 delegated contracting authority. Contract awards, modifications,
or ordering agreements, including exercise of options and contract renewals
valued at $250,000 or more, require review and approval by a contracting
officer who has delegated contracting authority equal to or above the amount
of the contract action. Such review and approval must be provided prior to
execution. Contract awards, modifications, or ordering agreements,
including exercise of options and contract renewals valued at $20 million or
more, must be reviewed and approved by the VP, SM prior to execution.
Refer to Section 2-41.4, Review and Approval Process for Competitive
Actions and Section 2-41.5, Review and Approval Process for
Noncompetitive Actions for further guidance on conducting reviews and
approvals. Required reviews and approvals on delivery and task orders
against indefinite-delivery contracts is described in Section 2-41.3.4,
Reviews and Approvals of Delivery and Task Orders Against Indefinite-
Delivery Contracts. For orders (if valued at $10,000 or more) against Ordering
Agreements see Section 4-1.5, Orders Against Ordering Agreements.

Portfolio Manager review and approval of the period of performance is
required for new contracts or contract extensions, at any dollar value, which
in the aggregate exceeds a contract term of eight years. For example, a
planned solicitation with a base period of performance of three years and
two-three-year options for a total of nine years must be justified by the
contracting officer and approved as to the planned period of performance by
the relevant Portfolio Manager irrespective of the estimated dollar value of
the action. For requirements where lower level contracting officer review and
approval authorities are sufficient for approval of the action and the period of
performance in the aggregate does not exceed eight years, Portfolio
Manager approval is not required.

For contracts in which the term in the aggregate exceeds eight years
inclusive of options, when exercising any existing option, contracting officers
should document that prior approval of the period of performance was
received from the Portfolio Manager for the solicitation resulting in award.
When extending a contract beyond an eight-year total period of performance
by a supplemental agreement, a justification by the contracting officer and
review and approval by the relevant Portfolio Manager for the period of
performance extension are required. Portfolio Managers will determine if
approving a contract term beyond eight years is necessary or beneficial to
the Postal Service, or if shorter and more frequent re-competition
opportunities best serve the business interests of the Postal Service.

Reviews and Approvals of Purchase Plans

All purchase plans for competitive and noncompetitive contracts, including
modifications that significantly change the scope or nature of the goods or
services from that which was fairly and reasonably contemplated by the
original contract (see Sections 2-1, Develop Purchase Plan and 5-8.9, Change
Orders) where the total estimated contract or modification is valued at $1
million or more must be reviewed and approved by the appropriate authority,
and plans valued at $20 million or more must be reviewed and approved by the
VP, SM. When a purchase plan is required and the planned period of
performance in the aggregate, inclusive of all options, exceeds eight years,
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contracting officers must document the relevant portfolio manager approval of
such planned performance term no matter the dollar value. For requirements
where lower level contracting officer review and approval authorities are
sufficient for approval of the action and the planned period of performance in
the aggregate, inclusive of all options, exceeds eight years, the portfolio
manager approval is limited only to the period of performance. Approved
purchase plans must be included in the contract file. Unless other
arrangements have been made and approved by the appropriate authority, the
purchase plan review and approval must be done before the publication of any
requirement, prequalification of potential suppliers, or release of any
solicitation or request for proposal. In the case of a noncompetitive action, the
submitted Request for Noncompetitive Purchase should be approved prior to
the completion and submission of the purchase plan for review and approval.
The Noncompetitive Purchase Request must be approved and included with
the purchase plan. (See Section 2-41.5, Review and Approval Process for
Noncompetitive Actions.) If, during the supplying process and subsequent to
the approval of the purchase plan, market conditions, Postal Service
requirements, or other factors change to an extent that the plan must be
substantially revised, the revised plan must also be reviewed and approved by
the appropriate authority.

Note: When a purchase plan valued between $1 million and $10 million
includes a life-cycle support plan (see Section 2-11, Develop Life Cycle
Support Plan), that plan must be reviewed and approved by the
manager, Asset Management Planning. When a purchase plan valued at
more than $10 million includes a life-cycle support plan, that plan must
be reviewed and approved by the manager, Asset Management.

Reviews and Approvals of Delivery and Task Orders Against
Indefinite-Delivery Contracts

Reviews and Approvals of Orders - Single Awards

Under a single-award indefinite-delivery contract, any fixed-price order for
goods or services issued by a contracting officer that is based upon
quantities applied to fixed unit prices specified in the contract, does not
require further reviews and approvals. The review and approval, up to the
maximum amount, of the indefinite-delivery contract serves as the delegated
authority. (See 2-41.6, Actions Exceeding a Contracting Officer’s Delegated
Authority, and 7-1.1, Contracting Officer Levels.) However, the contracting
officer will provide advanced notification to the VP, SM, for all such orders
valued at $20 million or more and include the advanced natification within the
contract file. See Section 4-1.4.3.2, Ordering Procedures and Documentation
— Single Awards, for information on advanced notifications.

When the contracting officer is establishing the price of any order for goods
or services that is based upon a pricing method other than quantities applied
to fixed unit prices and the order is valued at $1 million or more, higher level
reviews and approvals are required by a contracting officer with appropriate
delegated authority. If the order is under $1 million, higher level reviews and
approvals are not required. The review and approval, up to the maximum

amount, of the indefinite-delivery contract serves as the delegated authority.
(See 2-41.6, Actions Exceeding a Contracting Officer’s Delegated Authority,
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and 7-1.1, Contracting Officer Levels.) Review and approval authority is
described in Section 2-41.3.2, Reviews and Approvals of Contract Awards,
Modifications, and Ordering Agreements, including VP, SM approval for
orders valued at $20 million or more.

The review and approval for orders to be issued as documented in the Order
Placement Memorandum (OPM) should concentrate on the following:

n Whether the order conforms to the terms and conditions contained in
the contract, including any order limitations.

[ Whether the established order price is reasonable if fixed price or a
reasonable estimate if time and material, labor-hour, or cost type.

[ Any other aspect of the process that may affect whether the Postal
Service’s delivery needs will be met.

Reviews and Approvals of Orders — Multiple Awards

Where multiple indefinite-delivery contract awards for goods or services have
been made to support Postal Service requirements and the order to be issued
by the contracting officer is valued at $1 million or more, higher level reviews
and approvals are required by a contracting officer with appropriate delegated
authority. If the order is under $1 million, higher level reviews and approvals are
not required beyond that of the contracting officer with appropriate delegated
authority. (See 2-41.6, Actions Exceeding a Contracting Officer’s Delegated
Authority, and 7-1.1, Contracting Officer Levels.) Review and approval
authority is described in Section 2-41.3.2, Reviews and Approvals of Contract
Awards, Modifications, and Ordering Agreements, including VP, SM approval
for orders valued at $20 million or more.

The review and approval for orders as documented in the OPM should
concentrate on the following:

] Whether the order conforms to the terms and conditions contained in
the contract, including any order limitations.

[ Whether the established order price is reasonable if fixed price or a
reasonable estimate if time and material, labor-hour, or cost type.

m If the order is to be issued without further competition whether the
contracting officer determined that such approach was in the best
business interest of the Postal Service.

n Any other aspect of the process that may affect whether the Postal
Service’s delivery needs will be met.

Reviews and Approvals for the Determination for Placement of an
Order to a Single Supplier — Multiple Awards

The client and contracting officer should consult to adequately plan for order
placement when requirements are being developed. If the contract provides
the opportunity for further competition of orders; and, an order for goods or
services, valued at $1 million or more, is planned to be issued without further
competition, the client must prepare a request with rationale detailing the
compelling business justification (CBJ) that supports order placement with a
single supplier. A PCES manager from the requesting organization must
provide written concurrence with the rationale. The contracting officer makes
a written contracting officer determination (COD) as to whether placing the
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order with a single supplier is in the best business interest of the Postal
Service. Prior to requesting a proposal from the supplier, review and
approval of the COD is required.

The requesting organization is not required to provide a CBJ for orders less
than $1 million; however, a COD is required for all orders issued to a single
supplier from among multiple contract holders. The SM CMC manager
provides review and approval of the COD for orders of $1 million up to $5
million. The SM Portfolio manager provides review and approval of the COD
for orders of $5 million up to $10 million. The VP, SM provides review and
approval of the COD for all orders of $10 million or more. The decision to
compete among only a limited number of awardees under multiple-award
indefinite-delivery contracts must also be documented by the contracting
officer in the COD, but does not require a separate review and approval.

Terminations

No contract priced at or with a potential termination liability exceeding $1
million may be terminated without the prior approval of the VP, SM. Contract
termination actions of less than $100,000 do not require higher level review
and approval. In addition, no contract regardless of price that is considered
sensitive or highly visible may be terminated without the VP, SM’s approval.
Contracts with a potential termination liability of $100,000 or more, but not
exceeding $1 million, must be reviewed and approved by the Portfolio
manager before termination. Contracting officers should also consult with
the general counsel. For more information, see Section 5-13, Terminate
Contract.

Exemptions

Reviews and approvals are not required for administrative modifications (see
Section 5-8, Contract Modifications) such as, change of finance number,
change of contracting officer or contracting officer representative, or
incremental funding actions. Contracting officers may execute incremental
funding actions (e.g., adding funds during the performance term) regardless
of their delegated contracting authority if the amount to be funded is a
component of, or was already reviewed and approved as part of the
estimated total dollar contract value (see Section 1-5, Assess Resources).
For Cost-Reimbursement contracts, see Section 2-18, Select Contract Type
and Period of Performance. However, administrative modifications involving
a termination action are subject to review and approval. See Section 2-
41.3.4, Reviews and Approvals of Delivery and Task Orders Against
Indefinite-Delivery Contracts for the discussion on exemptions specific to
orders under indefinite-delivery contracts.

Review and Approval Process for Competitive
Actions
The review of a competitive contractual action must focus on the following:

[ Whether the proposed action complies with the Postal Service’s
purchasing regulations contained in 39 CFR Part 601 and applicable
guidance contained in the SPs and Ps, management instructions, or
other corporate directives.
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Supplying Principles and Practices

Whether exceptions or deviations to the supplying principles,
practices, provisions, or clauses have been documented and
previously approved.

Whether sound business judgment has been demonstrated and
documented and is consistent with the purchase plan and the request
for proposals throughout the process leading to the proposed action.

Ethics considerations, including potential conflicts of interest and post-
employment matters.

Whether the contract file contains sufficient documentation to permit a
third party not directly involved in the transaction to review and
understand the process and the business decision(s) that led to the
proposed action.

Whether the contract file adequately documents the suppliers solicited,
the submitted proposals, evaluation of proposals, price or cost analysis,
negotiations and the results, and the trade-off analysis documenting
which supplier(s) offered the best value to the Postal Service.

Whether the contract file contains a determination that the contract
price is fair and reasonable and a description of how the contracting
officer made that determination.

Any other applicable considerations the reviewer deems important to
the purchase action.

The approving authority must signify his or her review and approval for the
record. The contract file must maintain and include the approving authority’s
review and approval documentation. Such documentation also includes any
review and approval authority’s questions and recommendations as well as
the disposition of such questions during the approval process.

Review and Approval Process for Noncompetitive
Actions

The review of a noncompetitive contractual action must focus on the
following:

Whether the proposed action complies with the Postal Service’s
purchasing regulations contained in 39 CFR Part 601 and applicable
guidance contained in the SPs and Ps, management instructions, or
other corporate directives.

Whether exceptions or deviations to the supplying principles,
practices, provisions, or clauses have been documented and
previously approved.

The Noncompetitive Purchase Request, and whether all elements have
been addressed fully and completely, and all necessary signatures and
certifications have been made in accordance with the Management
Instruction on Noncompetitive Purchases.

The advice provided by the Competition Advocate for purchases of $1
million or more and the contracting officer’s response to any
recommendations from the Competition Advocate.

The contracting officer’s evaluation of the NPR and recommendation.
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[ Whether the contract file adequately documents the supplier’s
proposal, evaluation of submitted proposal information, price or cost
analysis, negotiations and the results, and the best value decision.

n Whether the contract file contains a determination that the contract
price is fair and reasonable and a description of how the contracting
officer made that determination.

[ Ethics considerations, including potential conflicts of interest and post-
employment matters.

[ If cost and pricing data were certified by the supplier, the contracting
officer’s documentation of the extent to which he or she relied upon the
certified cost or pricing data in negotiating the final price.

[ Whether the contract file contains sufficient documentation to permit a
third party not directly involved in the transaction to review and
understand the process and the business decision(s) that have led to
the proposed action.

[ Any other applicable considerations the reviewer deems important to
the purchase action.

The approving authority must signify his or her review and approval for the
record. The contract file must maintain and include the approving authority’s
review and approval documentation. Such documentation also includes any
review and approval authority’s questions and recommendations as well as
the disposition of such questions during the approval process.

Actions Exceeding a Contracting Officer’s
Delegated Authority

A contracting officer may execute a contractual action (contract award,
modification, or termination) exceeding his or her delegated authority
provided the appropriate reviews and approvals have been obtained. Written
approval of the proposed contract action from the appropriate authority
serves as the delegation of authority required to execute a contractual action
if the proposed contract award or modification exceeds the contracting
officer’s delegated authority. See Sections 2-41.3.4.1, Reviews and
Approvals of Orders — Single Awards; 2-41.3.4.2, Reviews and Approvals of
Orders — Multiple Awards; 4-1.4.3.2, Ordering Procedures and
Documentation — Single Awards; and 4-1.4.4.3, Ordering Procedures and
Documentation — Multiple Awards.

PAEA Reporting and Certifying of Contractual
Actions

Due to Postal Accountability and Enhancement Act (PAEA) considerations,
contractual actions (i.e., awards, modifications, indefinite-delivery contracts
and their individual orders, and orders against Ordering Agreements valued at
$50 million or more; terminations and final decisions on contract claims valued
at $25 million or more) require reporting to the Disclosure Committee when the
action is forwarded for review and approval and when the same action is
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Supplying Principles and Practices

awarded. A quarterly review and certification is performed by CMC Managers
to ensure actions are being reported timely. See Section 2-42, Postal
Accountability and Enhancement Act Related Reports and Certifications).

Consultation with Assigned Counsel and the
General Counsel/Law Department

General

Frequently, a representative of the Law Department is a member of the
purchase/SCM team, providing legal assistance and guidance throughout
the supplying process. The role of assigned counsel is an important one.
Depending on the nature of the purchase, and without regard to whether the
Law Department is represented on the purchase/SCM team, the contracting
officer or the purchase/SCM team should consult assigned counsel as to the
following:

[ Purchase plans, solicitations, best value decisions, and contract award
recommendations for purchases valued at $5 million or more. (Law
Department review may be requested at lower values.).

[ Purchase plans, solicitations, best value decisions, and contract award
recommendations for any purchase of a sensitive or highly visible
nature (for example, if a solicitation or contract may result in an
organizational conflict of interest).

n Modifications to standard clauses.

[ Ethics considerations, including potential conflicts of interest and post-
employment matters.

m Nondisclosure agreements (the agreement should be obtained from
the Law Department and may not be changed without assigned legal
counsel’s review and approval).

[ Debriefings (if a supplier is attending a debriefing with an attorney,
assigned counsel should also be asked to attend, see Section 3-3,
Provide Feedback).

m Business disagreements and decision letters to suppliers (see
Section 7-4, Supplier Disagreement Resolution and 39 CFR
Parts 601.107-109).

[ Contract claims, disputes, and final decisions (see Section 2-41.8.2,
Final Decisions on Contract Claims).

n Inquiries from a supplier’s counsel.

[ Matters that may be of interest to the Board of Governors or the
Executive

n Leadership Team (ELT).

m Inquiries from Congress or the media or requests (including Freedom

of Information Act requests) for contracts from these entities.
m Contract terminations (see Section 5-13, Terminate Contract).

[ Questions arising over taxes or the application of law (see Section 7-3,
Bonds, Insurance, and Taxes).
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[ Any other instances when legal matters or matters of a sensitive nature
arise.

2-41.8.2 Final Decisions on Contract Claims

Before communicating and issuing a final decision on a claim, the
contracting officer should consult assigned counsel (see Section 7-7.1.17,
Contract Disputes Act (41 U.S.C. 7101-7109) and 39 CFR Part 601.109
Contract Claims and Disputes).

2-41.9 Other Topics Considered

Section 2-42, Postal Accountability and Enhancement Act Related Reports
and Certifications

Section 3-2, Announce Award

Section 5-13, Terminate Contract

Section 4-1.4, Orders Against Indefinite-Delivery Contracts

Section 4-1.5, Orders Against Ordering Agreements

2-42 Postal Accountability and Enhancement Act Related
Reports and Certifications

2-42.1  Reporting of Contractual Actions Under the PAEA

The Postal Accountability and Enhancement Act (PAEA) of 2006, requires the
Postal Service to file certain financial reports with the Postal Regulatory
Commission (PRC), and these include time-specific reports regarding certain
contractual actions. The reports concern the following:

u Contract awards and modifications valued at $50 million or more.

[ Indefinite delivery contract awards with an estimated total dollar value
(see Section 2-41.2, Estimated Total Dollar Value) of $50 million or
more must be reported and any order valued at $50 million or more
made against an indefinite delivery contract must also be reported.

n Because it is not a contract, the establishment of an Ordering
Agreement valued at $50 million or more does not need to be reported,
but any order valued at $50 million or more made against an ordering
agreement must be reported.

[ Contract terminations with a potential termination liability of $25 million
or more.

n Contracting Officer Final Decisions (COFDs) on contract claims valued
at $25 million or more.

When a purchase/SCM team foresees any of the above actions occurring,
the contracting officer is responsible for reporting the matter to the Postal
Service Disclosure Committee. Reporting is a two-step process, requiring a
report before the action occurs (when the contracting officer forwards the
matter for review and approval) and when the contracting officer takes the
action. Figure 2.17, PAEA Required Reporting Actions, describes the actions,
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the nature of the report, and the timeframes when the reports must be filed.
All reports are sent to the Disclosure Committee email address. The first
report must be filed using the Contract Material Development format. The
second report should attach the first report to show that both were
submitted on the matter.

Figure 2.17
PAEA Required Reporting Actions
POTENTIAL WHEN
CONTRACT VALUE CONTRACTING OFFICER
ACTION TYPE ($ Millions) REQUIREMENT/REPORTING ACTION* TAKES ACTION
1A Contract $50 Complete the Contract Material Development Format Send at the same time the
Award and forward to the Disclosure Committee. Send a copy | proposed contract award
to the client and the client’s VP. DO NOT include the recommendation is
name of the prospective supplier. For PAEA reporting forwarded to the next
purposes, an order under an Ordering Agreement is higher level for review and
considered a contract award. approval.
1B Contract $50 A second email must be sent to the Disclosure Send on the day the
Award Committee alerting them when the contract is contract is awarded.
awarded. The email must provide the name of the
awardee, the dollar value of the contract, and the date
of contract award. Send a copy to the client and the
client’s VP.
2A Modification | $50 Complete the Contract Material Development Format Send at the same time the
and forward to the Disclosure Committee. Send a copy | proposed modification is
to the client and the client’s VP. DO NOT include the forwarded to the next
name of the supplier. For PAEA reporting purposes higher level for review and
only, an order under an Indefinite-Delivery contract is approval.
considered a modification.
2B Modification $50 A second email must be sent to the Disclosure Send on the day the
Committee alerting them when the contract is contract is modified.
modified. The email must provide the name of supplier,
the amount of the modification, and the date the
contract was modified. Send a copy to the client and
the client’s VP.
3A Termination $25 Complete the Contract Material Development Format Send at the same time the
and forward to the Disclosure Committee. Send a copy | proposed termination is
to the client and the client’s VP. DO NOT include the forwarded to the next
name of the supplier involved in the termination. higher level for review and
approval.
3B Termination $25 A second email must be sent to the Disclosure Send on the day that the
Committee alerting them when the contract is contract is terminated.
terminated. The email must provide the name of the
supplier, the amount of termination liability, and the
date of the termination. Send a copy to the client and
the client’s VP.
4A Contract $25 Complete the Contract Material Development Format Send at the same time the
Claim and forward to the Disclosure Committee. Send a copy | contracting officer’s final
to the client and the client’s VP. DO NOT include the decision is forwarded to the
name of the supplier involved in the claim. next higher level for reviews
and approvals.
4B Contract $25 A second email must be sent to the Disclosure Send on the same day that
Claim Committee alerting them that the contracting officer’s the contracting officer’s
final decision has been issued. The email must provide | final decision is issued.
the name of the supplier, the amount awarded the
supplier in the contracting officer’s final decision, and
the date the final decision was issued. Send a copy to
the client and the client’s VP.
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Quarterly Certifications

CMC managers of purchasing organizations must certify every quarter that
all necessary reports have been filed with the Disclosure Committee within
the specified timeframes as defined in Figure 2.17. Portfolio and CMC
managers must establish and maintain an internal process to ensure the
reporting of such information was performed and the quarterly certification is
completed in a timely manner. Supply Management Infrastructure notifies the
managers when the certifications are required, manages receipt of the CMC
manager certifications, and the review and certification by the VP, SM.

2-43 Simplified Purchasing

April 1, 2023
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General

Simplified purchasing is a streamlined competitive business practice that
purchase/SCM teams may use to expedite the purchase of commercially-
available goods and services.

Purpose

Simplified purchasing can reduce administrative costs, foster efficiency and
economy in contracting, promote and improve opportunities for SMWOB’s,
and lessen proposal preparation and evaluation costs for both the Postal
Service and its suppliers.

Use

Simplified purchasing may be used to purchase commercially available
goods and services valued at less than $1 million. Simplified purchasing may
not be used for purchases valued at $1 million or more.

Purchase/SCM teams should use their business judgment in deciding
whether or not simplified purchasing is the most effective competitive
business practice based on (1) the nature and complexity of the requirement,
(2) market conditions, and (3) whether simplified purchasing will result in the
Postal Service obtaining best value. If the requirement is highly complex in
scope, requires significant customization to meet Postal needs or requires
extensive assessment from various stakeholders to determine best value,
simplified purchasing may not be the best method to use for the purchase.
Purchase/SCM teams should conduct market research to determine that the
good or service sought is available in the commercial marketplace before
making the decision to use simplified purchasing procedures. The decision
to use simplified purchasing is made during purchase planning and is
ultimately based on an assessment as to whether the approach will result in
obtaining the best value for the Postal Service, and not solely on whether the
estimated dollar value of the purchase falls within the simplified purchasing
threshold.
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Supplying Principles and Practices

Soliciting Proposals

General

Simplified purchasing allows for the use of both oral and written solicitations.
However, the nature and complexity of the requirement should be the
deciding factor in determining the solicitation method. Because there should
be a number of potential suppliers in the marketplace for commercially
available goods and services, oral solicitations typically should suffice and
prove the most efficient solicitation method.

Solicitation Requirements

Regardless of whether an oral or written solicitation is used, certain elements
must be communicated to potential offerors when soliciting offers for
simplified purchases. The solicitations must state all factors to be considered
in the evaluation as well as the relative importance of price to those other
factors (i.e., price is more important, less important, or as important as the
evaluation factors). Evaluation factors should be concise and consistent with
the expedited approach for acquisition of commercial goods or services. At
least one evaluation factor must be used (see examples below). Evaluation
factors help clarify the Postal Service’s objectives for a particular purchase,
may result in important differentiations between proposals, and guide
offerors in the development of their proposals. (See Section 2-26, Develop
Proposal Evaluation Strategy, for more information on evaluation factors.)
Due to the commercial nature of the goods or services to be procured, past
performance and supplier capability need only be reviewed for the selected
supplier. The following are examples of evaluation factors, which, depending
on the purchase, may prove effective in evaluating proposals for simplified
purchases:

[ Product/service features.

[ Quality.

[ Delivery schedule.

[ Maintainability.

| Size, weight, and other characteristics.
[ ] Warranty.

Relative Importance of the Evaluation Factors

Simplified purchasing solicitations do not need to disclose the relative
importance assigned to the individual evaluation factors.

Oral Solicitations

Oral solicitations provide for the verbal communication of Postal Service
requirements to potential suppliers without the need to prepare formal
solicitation documents. Oral solicitations may be supplemented with written
specifications, delivery schedules, information concerning any specialized
aspect of the purchase, or any other information necessary for the offeror to
provide a complete response or written proposal. Oral solicitations must
inform the potential supplier of the requirements of the purchase, establish a
date and time for receipt of oral or written proposals, and provide that any
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resulting contract will include all required clauses and provisions (see
Section 2-43.11, Clauses and Provisions).

a. The following information must be communicated to suppliers when
conducting an oral solicitation:
1) A description of the supplies or services to be purchased.

2)  The quantities needed.

w

The contract type.
4
5
6

The complete delivery address.

(

@)

3)

(4)  The required delivery date.

()

(6)  Any other information pertinent to the purchase, including the
basis for selection of award, the relative importance of price in

the purchase, and the evaluation factors that will be used to
evaluate the proposal.

b.  The following information must be obtained from the supplier:
1)  Full name, address, and telephone number of the firm.

2 Name of contact person.

w

(

@

(3) Type of business.

(4) Tax Identification Number (TIN).
(5)  Price and technical proposals.
(6)
)
@)
©)

Discount terms.

Delivery date.

Free on board (f.0.b.) point.

Any other information pertinent to the purchase such as product

literature, product samples, technical features, and warranty
provisions.

C. Solicitation and supplier obtained information must be documented
and included in the contract file (see Section 2-43.9, Contract Files for
Simplified Purchases for more information about contract file
requirements).

Written Solicitations

Written solicitations provide for the communication of Postal requirements to
offerors and should contain the same elements as oral solicitations.
However, because the written solicitation is most likely being used for more
complex requirements, additional elements, such as a detailed statement of
work, specifications, and salient characteristics of the commercial good or
service, may be required for inclusion. Written solicitations should be
considered for use where solicited suppliers have not previously done
business with the Postal Service, the requirement has not previously been
purchased, or where participating suppliers are not familiar with Postal
solicitation provisions and contract terms and conditions. For information
about requirements for written solicitations, see Sections 2-2, Start Request
for Proposal (RFP) Development, 2-24, Review and Finalize Request for
Proposals (RFP), and 2-27, Issue RFPs and Publicize Requirements.
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Evaluation

Formal evaluation plans and the scoring and ranking of proposals are not
required, but contracting officers must evaluate and compare proposals in
accordance with the solicitation evaluation factors, and make an informed
business decision as to which proposal offers the best value to the Postal
Service. During this process, the contracting officer may consult with the
client and any other member of the purchase/SCM team as necessary.

The evaluation of the proposal(s) (i.e., strengths, weaknesses, risks,
comparisons) must be documented in the award recommendation using the
Simplified Purchasing Template. For simplified purchases, due to the
commercial nature of the goods or services to be procured, past
performance and supplier capability need only be reviewed and documented
for the selected offeror and not for all offerors. The selected offeror’s past
performance and supplier capability must be confirmed by the contracting
officer prior to the completion of evaluation.

Discussions and Negotiations

See Sections 2-37, Hold Discussions, and 2-38, Negotiate with Suppliers, for
information about discussions and negotiations with potential suppliers.

Contract Award

The contracting officer must evaluate all offers in accordance with the
evaluation factors. Contract award must be made in accordance with the
basis established in the solicitation that defines best value for the purchase.
The contracting officer must review and confirm the selected offeror’s
eligibility for award on SAM.gov and on the Postal Service’s Decline to
Accept or Consider Proposals List and determine that the price is fair and
reasonable. The best value rationale must be documented using the
Simplified Purchasing Template and included in the contract file. All awards
must be reviewed and approved as discussed in Section 2-41, Obtain
Selected Reviews and Approvals.

When written solicitations are used, the contract award is made by execution
of a contract by both parties. When oral solicitations are used, the contract
award is made by written acceptance of, or performance against the
contract, by the supplier. To ensure that both parties are fully aware of their
contractual responsibilities, contracting officers should request that the
successful offeror sign and return the contract.

Awardees can be notified using the notification of award letter, revised as
necessary, contained in Section 3-1, Award Contract and Notify Suppliers.

Notification to Unsuccessful Offerors

Under simplified purchasing, offerors who competed but were not awarded
contract(s) (“unsuccessful offerors”) must be sent written notification within
three days of contract award. The notification must state that the offeror was
not awarded the contract and must provide the name and mailing address of
the successful offeror as well as the total contract price. Note: Unit prices
within contracts are considered information of a commercial nature which,
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pursuant to Postal Service Freedom of Information (FOIA) decisions, should
not be released. See Section 3-1, Award Contract and Notify Suppliers, for
more information.

Contract Files for Simplified Purchases
Contract files for simplified purchases must include the following:
] Approved requisition for the purchase.

n Documentation of the date of oral solicitation or written solicitation, if
used, including the basis for selection of award, the relative importance
of price, and the evaluation factors used in determining best value.

u Confirmation of the selected offeror’s eligibility for award (e.g.,
documented as a screen shot of the webpages for SAM.gov and the
Postal Service’s Decline to Accept or Consider Proposals List
displaying the search results).

] The offerors proposals or documentation of oral proposals.
m Completed Simplified Purchasing Template.
] Award and unsuccessful offeror notifications.

] Required reviews and approvals (see Section 2-41, Obtain Selected
Reviews and Approvals, for more information).

Other Topics Considered
Section 2-2, Start Request for Proposal (RFP) Development.

Section 2-24, Review and Finalize Request for Proposals (RFP).

Section 2-26, Develop Proposal Evaluation Strategy.

Section 2-27, llssue RFPs and Publicize Requirements.

Section 2-37, Hold Discussions.

Section 2-38, Negotiate with Suppliers.

Section 2-41, Obtain Selected Reviews and Approvals.

Section 3-1, Award Contract and Notify Suppliers.

Clauses and Provisions

All solicitations and contracts using simplified purchasing procedures must
include the following:

Provision 4-1