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Overview
	
	

	Terminal learning objective
	Given a procurement situation, apply appropriate techniques and communication skills to perform telephone negotiations.

	
	

	
	

	Introduction


	A Program Management Review (PMR) team conducted a review of the DSCC contracting operations during the period March 17-28, 2003.  The purpose of the review was to assist the commander of DSCC with improving the operational efficiency and effectiveness of the contracting operations.  A portion of the review was accomplished by reviewing contracts and procurement files.  As a result of this review, the team found that managers and contracting personnel needed to focus on improving the  pricing of purchases below the Simplified Acquisition Threshold (SAT) and to motivate contracting personnel to negotiate better prices and delivery. 

	
	

	
	


Communication Skills

	
	

	Vocals
	Vocals are how one’s voice is used in telephone communications. When negotiating, the buyer represents every federal government employee and presentation will determine how the vendor perceives the person at the other end.  The following is a list of tips to keep in mind when using the phone:

· Relax and take your time.

· Watch your tone and pronunciation.

· Stick to negotiations-know what you want to say.

· Pay close attention to the following:

· Loudness: be heard, but not disruptive or harsh

· Pitch: monotone voice is perceived as apathetic; high pitch voice is perceived as excitement; moderate changes in pitch works best.

· Rate: slow rate may frustrate a listener; fast rate may be perceived as nervousness.

· Articulation: speak each word clearly; practice pronouncing difficult words ahead of time; mispronouncing a word can be perceived as ignorance.

	
	

	
	

	Listening
	Listen carefully to what the other party has to say; the more the other party talks, the more you will learn.  The contractor may be able to legitimately justify his/her position (“OEM has to source the item out to a dealer for assembly and sales”).  The following are a few simple rules when it comes to listening:

· Don’t interrupt the other party.

· Don’t spend time trying to figure out ways to counter the contractor’s statements. (The better you listen, the more you learn, the better your ability to achieve your ultimate goal).

· Remember you don’t have to answer questions immediately; you may need time to research and formulate an appropriate response.

· Rephrase his/her position the way you understand it, and ask for affirmation that your understanding is correct. (Communicates what you perceive the answer to be; gives contractor opportunity to clarify).

· Document your findings.

	
	


Note Taker
Preparation
	
	

	Introduction
	Thorough preparation is the key to successful negotiations. This section will offer tips on how to prepare to get the best value for the government. Just as when preparing for face to face negotiations, parties must develop a plan, address and prioritize key issues, develop alternatives, and understand as much as possible about the opposing party.



	
	

	Review file
	The contracting officer/buyer should be familiar with the particulars of the purchase request and other information pertinent to the acquisition.  This includes information such as product/technical requirements, delivery requirements, previous buys, the availability of sources, vendor performance history, and estimated pricing.  A thorough review and analysis is crucial in determining how to proceed once offers (or proposals) have been received. In some instances, there will be enough data to immediately make the award.  In other cases, however, you will have to negotiate to get the best value for the government.

	
	

	Rules to remember
	Before calling a vendor, there are certain rules that should be remembered:

· Do not share information about another vendor’s offered price or delivery, i.e. “price is higher/lower than/delivery is shorter/longer,” etc.

· Do not discuss an issue to conclusion unless you understand it and have a prepared position (may need to discuss with CO or other expert).



	
	

	Initial contact
	Normally, the initial contact will be with a single point of contact (POC), a company sales representative.  Introduce yourself, who you represent, and the purpose of your call.  You may engage in small talk to develop rapport, but keep it short and innocuous (“Weather has been really cold, hasn’t it?”). Verify that the individual has authority to negotiate on behalf of the company. 

Remember to set the tone- be friendly and courteous, but serious.



	Practice
	If you are uncomfortable about calling a vendor, practice a dry run of the conversation with another buyer.  Also listen to a more experienced buyer conduct a negotiation over a speaker phone. The more you practice, the more comfortable you become with the process.




Note Taker
Negotiations

	
	

	Introduction


	Most negotiators will agree that face-to-face meetings are ideal for conducting negotiations.  Such meetings allow negotiators to use their senses (e.g. sight, hearing, touch) to assess the actions and reactions of their counterparts throughout a particular negotiation.
The ability to receive both verbal and nonverbal signals provides valuable information that enables negotiators to formulate positions and tactics.  In telephone negotiations, the parties are deprived of several of these factors. Thus, telephone negotiations require the negotiator to consider a unique set of considerations.

	
	

	
	

	Telephone negotiations checklist
	It may be a good idea to prepare or have available a checklist or summary sheet to help monitor progress of the negotiations.  This checklist can also be used to write out questions prior to calling the vendor.  
See “Telephone Negotiations Checklist”.

	
	

	
	

	Price analysis tools
	Prepare the government’s pricing position through price or cost analysis.  The following tools are available to buyers to help prepare the pricing objective:

· Electronic Contract File (ECF): Collects data of past buys for all of DoD.
· Pricing Tool Box: A one stop tool box for all contract price analysis needs. The following tools are available:
· Haystack: Provides procurement histories for all DoD activities for a given NSN; finds prices of similar items.
· Price Analysis: This program is designed to provide a historical price analysis with a minimum of effort. Required input data includes the last award quantity, current award quantity, last PPI or DRI, current PPI or DRI, and learning curve.

· Navy Price Fighters: Performs “should cost analysis”.

	
	

	
	Continued on next page


Negotiations, Continued
	
	

	Price analysis tools, cont.
	· Historical data: used to determine reasonableness of price on basis of past buys.  Review to ensure previous prices paid were determined to be fair and reasonable.

· PCA Review and Analysis: Price analyst performs a cost/price analysis 
· Cost/pricing data

· Informal cost breakdown

	
	

	Informal cost breakdown
	An informal cost breakdown identifies all of the elements of a vendor’s price; however this does not mean an offered price is reasonable just because the contractor provided it.  The information provided by the contractor must be forwarded to the experts for further analysis.  


	
	

	
	
	Costs
	Basis of Contractor’s Estimate
	Government’s Evaluation

	
	
	Material 
	Vendor’s quotation
	Technical

	
	
	Labor
	Historical hours for same/similar efforts
	Technical-learning curve analysis
	

	
	
	Overhead
	Unallowable costs in pool drive up rate
	DCMA/ACO at cognizant CAO assess overhead rate
	

	
	
	Profit
	Company’s standard
	Industry standards/weighted guide lines
	

	
	

	
	

	Counteroffer
	Be ready to counter the contractor’s offer with the government’s position. If the government’s position has a range (low to high), start at the low range. Be able to explain why your position is reasonable based on any analysis performed (“We feel $XX is fair and reasonable based on…”). 

	
	

	
	Continued on next page


 Negotiations, Continued

	
	

	Concessions
	Concessions are a normal part of the negotiation process.  Keep the following in mind when it comes to concessions:
· Do not give up something without trying to get something in return.

· Concessions are normally given in small amounts.

· If a company is firm on it’s price (especially if it appears unreasonable) consider other factors for concession..

· Do not concede an issue unless there is a valid reason to do so.

· If unsure/uncertain, break off the conversation until further analysis.

	
	


Note Taker
Documentation
	
	

	Introduction
	Documenting the results of the negotiation is vital to the efficient conclusion of such activity and, more importantly, critical in formulating the resulting contract document.  Also it is important that both parties agree that the information gained through the documentation process is accurate. The information that is documented during the negotiations should be shared, whether over the phone or by written correspondence. In any event, these records of the negotiation will eventually be incorporated into the formal contract file.  Accordingly, the information documented during negotiation should reflect the agreements made by the two parties.

	
	

	
	

	Telephone conversation memo
	Use the “Telephone Conversation Memo” or any document to record what transpired during telephone negotiations. Record the events immediately do not put it off.  Record the following information:

· Name, phone and fax number of person talked to 

· Provide closing date if contractor needs time to respond

· Quantity and unit price (obtain written confirmation and acceptance period; ensure price includes extended total for all line items; quantity break prices)

· FOB point

· Delivery terms

· Drawings/Specs: identify any deviations

· Prompt payment discounts

· Cage codes/part numbers (if commercial, catalog #/price, date of publication, page #)

· New/unused surplus (request certification per DLAD 52.211-9000)

· Hazardous

· Business size/type (LB, SB. Mfg. OEM, dealer)

· Barcoding

	
	

	
	

	Email
	Email can be used to confirm main points covered in the negotiations.  It can also be used to give the contractor a heads up on various issues to be discussed later.  In addition, email establishes an audit trail of documentation and an agenda for the telephone negotiations.

	
	

	
	Continued on next page


Documentation, Continued
	
	

	Price reasonableness
determination (PRD)
	All regulations, federal, agency, and local requires contracting personnel to make a PRD and document the analysis that lead to that determination in the contract file. It is not enough to check a block on the Simplified Pricing Memorandum that the buy was fair and reasonable. YOU MUST DOCUMENT THE BASIS FOR THAT DETERMINATION!  Below are example of invalid PRDs:

· Price competition when prices are $210/ea VS $140/ea.
· First time buy so no information available.
· Unusual and compelling urgency so cost/price analysis was waived.

· Price in line with past buys.
· Price consist of materials, overhead, G&A, and profit .

	
	

	
	

	Unreasonable price determination
	There may be times when a price cannot be determined fair and reasonable.

The reason for paying an unreasonable price must be documented in the contract file.  Below are examples of acceptable documentation:

· Sole source would not budge from their position despite several attempts to negotiate a lower price. Customer had an urgent and compelling need for the item. Based on potential future orders, the item is recommended for sole source breakout.
· The buy is a low dollar value for a quantity of only three with no anticipated future buys. The cost of further analysis and administrative time would offset any benefits to the government.

	
	

	
	

	Documenting contractor

issues
	If there are any issues or concerns related to the contractor, thoroughly document all particulars, e.g. if you have called a contractor several times resulting in no answer or a busy signal, you may want to document this.


	
	


Note Taker
Summary
	
	

	Summary
	This discussion has highlighted some of the key elements of telephone communication as a method of conducting negotiations. Among the factors that are key to successful telephone negotiations are effective communication and adequate preparation on the part of the negotiator.  In addition, there are many tools or techniques that can be used to ensure the buyer gets the best value for the government.

	
	


Telephone Negotiation Checklist

Company:  ______________________________________________

Purchase Request or Call Number: ___________________________

NSN/Part Number and noun: __________________________________________/________________________QTY___________

Name: _____________________________________Phone No. ______________________________ Date/Time________________

Email: _____________________________________ FAX No.: ______________________________ ABVS Score _____________

	Item
	YES
	NO
	N/A
	Subject    
	Notes

	
	
	
	
	CONTRACTING
	

	1
	
	
	
	Do you make this item or buy it from another source? 

· Who do you buy it from? & What price do you pay?
	First time buy question

	2
	
	
	
	Do you regularly manufacture or supply this kind of item or similar items/NSN and at what price(s) and differences?
	First time buy question

	3
	
	
	
	Are you the authorized dealer for the part? 

· Can you fax a part of the agreement with the OEM showing that you are?
	

	4


	
	
	
	Is your quote based upon an internal price listing or is it available for public viewing by your customer?
	

	5
	
	
	
	What is the catalog number, date of publication, page number the item is found on and the listed unit price?
	

	6
	
	
	
	Ask the OEM rather than the dealer to provide the item.
	Alternative action

	7
	
	
	
	Is there an alternate source available other than sole source OEM?
	Alternate action

Check with Tech

	8
	
	
	
	Is there a commercial version(s) of this item available and could you provide us with a price list?
	First time buy question

	9
	
	
	
	Have you sold this item to anyone else and what price(s) do you charge?

· Are the price or terms offered equivalent to your most favored customer?
	First time buy question

	10
	
	
	
	Reschedule delivery tradeoffs considered? 

· What is the Production Lead Time?

· Can the items be delivered sooner?

Item Manager

· Partial delivery  _____________________
· Urgency of Need  ____________________

	If not and backorders exist, ask for immediate partial deliveries

	11
	
	
	
	Can other items be added for leverage?

· Can work be shared to lower costs?

· Can material or equipment be furnished? GFM or GFP?
	

	12
	
	
	
	Payment discount terms?
	

	13
	
	
	
	Are options available at no cost?
	

	14
	
	
	
	Can spares be priced now for future delivery?
	

	
	
	
	
	TECHNICAL SPECIFICATIONS
	

	15
	
	
	
	What is the item used on and what purpose does it serve?
	First time buy question

	16
	
	
	
	Would you provide us with a detailed cost element “informal cost breakdown”? Also, could you send us a detailed drawing/picture with a full description of this item? Extra drawings, manuals or samples?
	First time buy question

	17
	
	
	
	Quality Control: Spec upgrade/downgrade tradeoffs for equal  or better item


	Check with Tech

	18
	
	
	
	Packaging specifications considered? Maybe modification for Cost Reduction


	Check with Packaging

	19

	
	
	
	Kinds of tooling or art work; who owns it?
	

	20

	
	
	
	Is testing involved? What type of testing? How much?


	Contact application engineer for advise

	21
	
	
	
	Is the item offered new/used government surplus?
	If yes, then need to fax/e-mail the needed certification of DLAD provision 52.211-9000

	22
	
	
	
	Is there hazardous material?  MSDS?
	

	
	
	
	
	PRICE REASONABLENESS
	

	23
	
	
	
	Check adequate competition:  2 or more companies competing independently?
	

	24

	
	
	
	Has previous price history been considered?

· When was the last buy(s)? _________________

· Quantity difference considered? ______________

· Inflation factor (PPI) considered? _______________

· Quantity sensitive pricing (buy more pay less)? ____________
	When looking at the historical data look at more than  just the last price but analyze historical trends, quantities and contract type.[  Even when competition is present, a price analysis should be performed]

	25
	
	
	
	Is more information and analysis needed? 

· Are price/cost breakdowns available for price reasonableness?

· Other than Cost or Pricing Data?

· Informal cost breakdown?

· Should Cost Analysis (Value Engineering)

· Cost or Pricing Data?
	

	26
	
	
	
	What are some of the major factors that contribute to your price or cost drivers?   (i.e. special tooling, testing, quantity breaks, minimum charges or standard charge, material costs, labor costs)
	First time buy question

	27
	
	
	
	What are your quantity breaks, minimum order quantity, incremental pricing?
	If cost savings are involved coordinate with Supply to determine if more items can be delivered

	28
	
	
	
	Transportation (FOB) cost considered? Origin? Destination?
	

	29
	
	
	
	Any hidden costs?  What features are included in the price? (i.e. Maintenance warranty alternatives included, inspection services, accessories standard equipment or not?
	The price could include requirements (warranties, excessive packaging, cost cover stocking and direct delivery to user but the item is for Government inventory) that the Government does not need

	30
	
	
	
	Final Price $ __________  QTY _______   Delivery ______ days


	


Telephone Negotiation Checklist Continuation

	Item
	Additional Notes /Other items    

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	MATERIEL COST REDUCTION FOCUS PROGRAM
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TELEPHONE NEGOTIATIONS CONVERSATION RECORD

	Name of person(s) contacted


	Company (Office, dept. etc.)
	Telephone No.



	Purchase Request No.
	NSN/Part Number and noun
	

	Qty/DLVY days & Date
	Unit Price/Total Price


	

	Date/ Time
	Conversation Summary

MAKING A BETTER DEAL THROUGH NEGOTIATIONS—EVERYTHING’S NEGOTIABLE

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	Remarks


	Signature
	Date
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PRACTICAL EXERCISES
For each scenario, answer the following questions:

1. Can telephone negotiations benefit this situation?

2. If so, what issues would you address with the contractor?

      3. What techniques would you use to develop objectives for a better price/delivery?
Scenario 1
Sarah Savvy, a buyer at DSCC received the following quote for 340/Ea of NSN 2910-00-073-0165, Pump, fuel, electrical:

· Kr A: $104.50

· Kr B: $105.54

· Kr C: $106.59

· Kr D: $107.63

Historical data reveals the following information: From 1996-1998 there was a 2.4% price increase for quantities ranging from 199/Ea at $35.40 in April 1996 to 347/Ea @ $36.26 in May 1998; 426/Ea in March 2000 which reflects a 32% increase in a two year period; the most recent purchase was for 200/Ea @ $88.88 in August 2002 reflecting a 40% increase over the past two years. Could a better price be negotiated?

Scenario 2

A buyer in the Aerospace application group received a requirement for 25/Ea 4730-01-080-4723, Coupling Assembly, quick disconnect, a critical application item. The sole source OEM submitted a u/p of $3,233.00, however a price history search revealed that one month earlier, the OEM received a contract for 81/Ea @ a u/p of $2,453.88. 

Scenario 3

The contracting office is attempting to purchase 200/Ea high tech widgets for the 125th Air Base wing at Wright Patterson AFB. This is the first time these items have been purchased so there is no acquisition history on the PR trailer sheet. An independent government estimate of $650.00 based on market information had been furnished to the buyer by the customer; however the sole offer received was from Grumman Aeronautical Inc. at $1,450.00 each.

Scenario 4
Jamey received six offers on the fuel-efficient oil filters for an engine.  Three were in the competitive range.  Prices ranged from the lowest, $18.82 to the highest, $19.97.  Jamey determined the price to be fair and reasonable.

The Contracting Officer reviewed the file and noted the following:

Offeror A’s price of $18.82, delivery 180 days

Offeror B’s price of $19.00, delivery 260 days

Offeror C’s price of $19.97, delivery 210 days

 The requirement RDD is 150 and stock is depleting daily.  Market research has determined that Offeror A is also a supplier to commercial buyers.  The commercial packaging does not meet the Government’s unique packaging requirements.

Scenario 5

The Army has a current requirement for a code and part number.  In less than 45 days the same requirement was awarded.  The current low offeror quoted 320 days instead of the requested 120 day delivery.  There is no urgency for the requirement. The current low price for the same quantity previously awarded was an increase of 8%.  The IGE was $750,000.00.  There were 44 solicitations; seven responses and five were in the competitive range.  

The buyer provided justification for a fair and reasonable price based on competitive offers received, prices were in line with previous buys and the low offeror stated that prices included manufacturing, packaging, transportation, profit and G & A.

Scenario 6
Janet, a buyer in the Commodities Directorate, received a PR for the purchase of 1127 each widgets.  In researching the item, she found that the Center had regularly purchased these widgets, dating back to 1991.  The last buy was made 5 months ago (qty. 1400 each) at a unit price of $7.68, and six months prior to that, 1325 units were acquired at $7.78 each.  Six offers were received in response to the solicitation.  The low offer of $8.87 was submitted by Contractor Y.  The next low offer was $8.96, which is only 1% higher than Y’s offer.  Janet immediately award to Contractor Y based on adequate competition involving parts of various manufacturers.  Was this the most appropriate course of action?  Why or why not?

Scenario 7
Robert, a contracting officer at DSCC, issued a solicitation for the purchase of 30 each widgets.  The item was last purchased 14 months ago at unit price of $78 for a qty. of 31.  He received eight offers, the lowest of which was for $110 from Contractor A.  The next low offer was $130.  Should Robert award to Contractor A without any further action?  

Scenario 8
Sarah has been a warranted contracting officer for 10 years at her agency.  She was selected as the agency’s “Contracting Officer of the Year” in 2002.  For the last 8 years she’s specialized in buying high tech, state-of-the-art radios.  She was recently reassigned to a new branch to primarily purchase electronic gizmos, a totally unfamiliar line to her.  She’s currently working a buy for 1500 EZ2 gizmos, the follow-on to the EZ1 gizmo.  The EZ2 is functionally the same as the EZ1 and is manufactured by at least five different companies.  Three contractors submitted offers on the item at unit prices of $79, $79.95, and $80.25 respectively, and Sarah is now analyzing those offers.  Sarah vaguely remembers reading a trade journal about new technological breakthroughs which would speed up the manufacturing process and improve the quality of EZ2 gizmos.   However, the three offers she’s received are at least 50% higher than the prices paid 12 months ago for the EZ1 model.  Sarah is anxious to impress Pamela, her new boss.  Pamela, a non-contracting supervisor, has stopped by daily to get status on the gizmos, mentioning each time how important it is to get the items on contract.  Should Sarah award now to the lowest offer since the proposed prices are so close and she has adequate competition?  

Scenario 9
Your much anticipated vacation starts tomorrow!  You only have one more award to make to empty your in-basket…and it seems to be an easy one!  You’ve buying 180 widgets and you have an offer of $57.30/unit in hand from Contractor X.  The last time we bought this item from Contractor X we paid $60.77/unit.  You’re the fastest buyer in the Division and you aim to keep it that way.  Uh-oh, the history you just ran shows that two months earlier, we bought 132 of these same widgets from Contractor Y at a price of $40.25 each.  

Scenario 10
Our deployed forces urgently need 285 combo widgets.  We’ve bought these items competitively in the past, but the last award is still on backorder – which explains why there’s such a push now to get the new requirement on contract.  The problem is there’s only one small dealer quoting on the item and his price is TRIPLE ($150 vs. $50) what we paid the last time when there were two competing offers.  The Item Manager is willing to give you whatever justification you need.  Just get it awarded!  What should you do?  Explain.

Scenario 11

Relate a personal experience in your group on how telephone negotiations benefited you. 
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