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Abstract
Process innovation pertains to making dramatic improvements in performance of
enterprise processes. Stemming from total quality management, business process
reengineering and other widely-accepted approaches to performance improvement in the
business enterprise, process innovation has largely been practiced without a systematic
method and required expertise only possessed by a few, highly-talented people. Now, as
the result of research in this area, the process of process innovation now has a systematic
method that helps ensure consistent and thorough analysis, and through measurement-
driven reasoning, an automated tool now exists to enable the relative amateur to innovate
enterprise processes as well as the professional. Moreover, process innovation is no
longer the exclusive domain of business enterprises, as military, governmental and other
organizational processes can be innovated with equivalent efficacy using the method and
tool described in this book. In particular, the contracting process lends itself to process

innovation and is addressed explicitly in this book.




Foreword

Acquisition is increasingly important in the Government and private industry
alike. Past and present Defense Secretaries have challenged the acquisition workforce to
effect a 50% reduction in the cycle time required to develop and field major weapons
systems and acknowledged that acquisition (especially procurement and logistics) now
limits battlefield information, mobility and speed. As we enter the new millennium, the
"tooth vs. tail" argument no longer holds; that is, even military "tail" processes such as
procurement and contracting have become critical success factors for the "teeth" (e.g.,
warfighting units). However, contracting and other acquisition processes are in dire need
of innovation. This book addresses radical change for acquisition through process
innovation, with particular emphasis on the contracting process, and it examines in detail
one high-leverage approach to innovating the contracting process: alpha contracting.

The "traditional" contracting process is very common and quite flawed. It
generally begins with preparation of a statement of work and proceeds through contract
negotiation to award. A key point pertaining to this "traditional" or baseline process is,
nearly all activities are performed either by the Government or contractor, but not both. In
contrast, the alpha contracting process involves many activities performed jointly by the
Government and contractor teams. This process innovation offers a number of advantages
and performance enhancements, such as improving communications, decreasing the
number of formal RFP iterations, revisions and rework required to correct
misunderstandings, errors and mistakes, reducing the cycle time (procurement
administrative lead time or PALT) required for contracting and others. But performance
improvement does not have to stop with alpha contracting. The central premise of this
book is that an already-innovative process such as alpha contracting can be further
innovated through systematic process redesign, which involves reengineering and
managing radical change. _

Nearly all large U.S. corporations have engaged in major reengineering projects,
and the Government, including many military commands, is also deeply involved in
reengineering today. Business process reengineering (BPR) builds on good principles set
forth through Total Quality Management (TQM), but it differs fundamentally. For
instance, whereas TQM stresses continuous, incremental process improvements, the
emphasis of BPR is on dramatic, order-of-magnitude leaps in process performance,
achieved through radical process redesign. The primary reason most firms reengineer is
either to keep up with performance improvements effected at rival firms to attain
competitive advantages of their own. But the military and government also have a great
need for BPR-level performance and efficiency gains to offset the effects of downsizing.

Using a systematic, measurement-driven approach to process redesign, this book
explains in considerable detail how process innovation can be effected for a variety of
processes, and it specifically targets the contracting process for such innovation. The
discussion draws from experience with very successful alpha contracting processes (e.g.,
as practiced on the Joint Standoff Weapon (JSOW) system) to demonstrate both
application of measurement-driven process redesign and illustrate how further innovation
is possible. After providing the necessary background information in the first three
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chapters—discussing acquisition criticality, alpha contracting and process innovation—
the JSOW alpha contracting process is modeled for redesign analysis, measured to
diagnose pathologies and redesigned to further improve performance. Measurements
reveal a number of serious pathologies with the alpha contracting process, which have
adverse implications in terms of both cost and cycle time. Based on these diagnosed
pathologies, several classes of redesigns are examined. Both individually and in
combination, these process redesigns offer good potential for dramatic performance
improvement, in terms of reduced cost and cycle time. We also examine the use of
advanced information technology to construct a vision of the future of procurement. Such
a vision is important to guide research and represents a goal toward which contract

managers should strive.

" This book is written for a relatively broad audience of acquisition executives, policy
makers, practitioners, educators and researchers. Although it draws heavily from current
research—for example describing state-of-the-art tools, techniques and technologies—ft
does not require a Ph.D. to read, understand and learn to act oh the material. Any
acquisition manager with a vision, or who does not feel the current acquisition system
(even as reformed) is as efficient and effective as it can be, should be able to appreciate

this book and apply its concepts and methods in the workplace. This is the central

objective of the book.

M.E.N. October 1999, Monterey, California.
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Learning objectives

The book also addresses five learning objectives. Through this book, the reader should be able to:

- Understand and appreciate the importance of acquisition as a strategic activity.

- Understand the fundamental differences between traditional and alpha contracting, and understand
alpha contracting’s strengths and limitations.

- Differentiate radical process change from incremental improvement. Reengineering techniques build
upon those of TQM, yet they differ in many respects.

- Redesign contracting processes for dramatic performance gains. Methods and technologies discussed in
this book are applied directly to contracting processes to ensure grounded, practical understanding.

- Follow the references to pursue deeper research and understanding in the above topics. A rich set of
references can guide the reader's exploration into the background, subtleties and complementary
applications of the lessons presented in this book.
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Chapter 1 - Acquisition Criticality

Material presented in this introductory chapter draws from an Acquisition Review Quarterly Special Issue
on Managing Radical Change (Nissen, Snider and Lamm 1998). Acquisition represents a critical process to
the Department of Defense (DoD). In its current usage, the term acquisition pertains to the strategy,
planning, procurement, contracting, financing, program management and logistics required to develop,
produce and support weapon systems and other materiel required to accomplish the defense mission. The
breadth of this term indicates the acquisition process does not apply solely to the DoD; rather, most
enterprises in the public and private sectors engage in acquisition. One can argue that the acquisition
process is critical for the survival of commercial and defense enterprises alike.

We say that acquisition represents a critical process because it satisfies requirements that are essential
to survival; that is, without effective acquisition, neither military, commercial, government nor any other
major enterprise can function effectively. Indeed, in the article above, Nissen et al. draw an analogy with the
human body, comparing acquisition to such vital bodily functions as eating, drinking and breathing. Such
functions are clearly critical for survival, and every athlete understands effective food, drink and air
“acquisition” is paramount for athletic performance (e.g., running, cycling, strength).

Despite this critical role, however, the acquisition process suffers from neglect. In the DoD as well as
industry, acquisition has long been relegated to the "end of the line" with respect to executive attention,
funding, innovation, training, career development and other key enterprise attributes. In the DoD for
example, we have long heard funding and prioritization arguments based on the "tooth vs. tail" metaphor;
that is, if an organization is financially constrained and unable to procure sufficient assets to support all of
its needs and desires, then priority should be given to weapons and battle assets (i.e., the teeth) over
administration, support and even logistics. This appears to be very rational, for it has undoubtedly been said
that one cannot fight wars with contract administrators and word processors.

Until recently, Corporate America long relied on this same argument. Although not charged with
fighting wars, few corporations would hesitate to shift discretionary spending from Quality Assurance to
Manufacturing, from Customer Service to Marketing, from Purchasing to Research and Development
(R&D) and like prioritizations. However, in the Eightiés industry discovered that quality represents a
critical performance factor, that customers are increasingly demanding quality products, and even more
importantly, that emphasizing quality could actually save cost and reduce cycle time. This represents one of
the key messages from Total Quality Management.

Likewise, firms discovered that people—both outside the organization and within—increasingly
demand courteous and responsive customer service, and that the most brilliant marketing campaign in the

world is ineffective at winning-back a customer lost to poor service. And whereas R&D represents the
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fundamental mechanism for new product and service development for the Hierarchy (cf. Williamson 1985
for comparison of markets and hierarchies), the time from basic research to new product introduction can be
very long. This limits a firm's agility, flexibility and responsiveness to unforeseen changes in the
environment and competitive arena (Porter 1985); so many progressive firms are forming strategic networks
with other organizations.

Widespread supply-chain integration, just-in-time inventory practices, virtual organizations, mass
customization and other contemporary business approaches have required a radical change in the
acquisition process of leading firms. For example, the procurement focus has shifted away from arms-length
transactions and more toward trust-based relationships. Although price is still vitally important (as always),
itis no longer necessarily more so than capability, quality, reliability and trustworthiness. In many cases, the
relationship established with a particular vendor, customer, distribution channel or even a competitor makes
the difference between being first to market with an innovation and missing the product cycle completely—
perhaps while haggling over five percent of the current transaction's purchase price. In today's era of
downsizing, global operations and exploding information, progressive companies have realized the
environment has shifted abruptly and effected radical change where appropriate.

Recently, we find that acquisition has been achieving an increasing level of importance in the DoD as
well. A new emphasis on commercial off-the-shelf (COTS) equipment and software, for example, and a
renewed commercial emphasis, higher simplified acquisition threshold and preference for commercial
specifications and standards exemplify this importance. The DoD acquisjtion guidelines even establish as a
goal to conduct "business more like business" (DoD Instruction 5000 1996). We also note increasing
defense partnerships with industry, less reliance on a shrinking defense-unique industrial base, process
reengineering, electronic commerce and other advanced initiatives occurring in the DoD, with much the
same intensity that we observed in industry a few years ago. Indeed, realizing the impoftance of acquisition,
the former Secretary of Defense challenged the Acquisition Workforce to effect a 50% reduction in the
cycle time required to develop and field major weapons systems (Perry 1994). This represents a call for
radical change of reengineering proportions.

In 1997, the Secretary of Defense acknowledged that the acquisition process limited battlefield
information, mobility and speed, and he promulgated numerous initiatives (e.g., the Defense Reform
Initiative, Cohen 1997) to improve acquisition processes. Referring back to our metaphor from above, the
"tooth vs. tail" argument no longer holds. Notwithstanding our breathtaking military performance in the
Gulf War, for example, armored units were restrained by the logistical chain. Our ability to strike with
overwhelming force required patience and persistence as we amassed troops, supplies and battlefield assets
in nearby countries. Even our theater information systems were critically dependent on relationships with
commercial vendors for equipment, software and bandwidth in the region.

Metaphorically, regardless of the number and size of one's teeth, you can only run as fast as your tail

can follow. And with slow, bureaucratic, cumbersome, inflexible and unresponsive procurement and
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logistics processes, battlefield speed is severely constrained after the first few days of intensive conflict.
Indeed, with the Defense Reform Initiative, we find that the acquisition process is now on verge of
becoming strategic to the military. Acquisition? Strategic? This represents a radical concept for the DoD. A
concept that calls for concomitant radical change.

In this book, we address radical change for the DoD through process innovation, with particular
emphasis on the contracting process, and examine in detail one high-leverage approach to innovating the
contracting process: alpha contracting. Specifically, in the following chapter, we discuss alpha contracting
with direct comparisons and contrasts to what we call the "traditional” contracting process. We outline a
number of important advantages and disadvantages associated with alpha contracting, and through example,
we introduce an alpha contracting decision model that can be used by contract managers to assess the
potential risks and benefits of alpha contracting. In the subsequent chapter, we provide an overview of
reengineering and process innovation, making specific note of similarities and differences between process
innovation and improvement. We then explain useful analytical frameworks, tools and techniques employed
for process innovation and show, again through examples, how such approaches can be used to innovate the
contracting process. The final chapter integrates the preceding discussion to show how even the alpha
contracting process can be further enhanced through process innovation. Each chapter includes a summary
and some questions and answers to ensure comprehension of key points. The book concludes with a set of

references to support the reader's continued learning along these lines.

CHAPTER 1 SUMMARY

In its current usage, the term acquisition pertains to the strategy, planning, procurement, contracting,
financing, program management and logistics required to develop, produce and support weapon systems
and other materiel required to accomplish the defense mission. The breadth of this term indicates the
acquisition process does not apply solely to the DoD. Rather, most enterprises in the public and private
sectors engage in acquisition, and one can argue that the acquisition process is critical for the survival of
commercial and defense enterprises alike.

Widespread supply-chain integration, just-in-time inventory practices, virtual organizations, mass
customization and other contemporary business approaches have required a radical change in the
acquisition processes of leading firms. Recently we find that acquisition has been achieving an increasing
level of importance in the DoD as well. Past and present Defense Secretaries have challenged the
Acquisition Workforce to effect a 50% reduction in the cycle time required to develop and field major
weapons systems and acknowledged that acquisition (especially procurement and logistics) now limit
battlefield information, mobility and speed. Referring back to our metaphor from above, the "tooth vs. tail"

argument no longer holds. This book addresses radical change for the DoD through process innovation,
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with particular emphasis on the contracting process, and examines in detail one high-leverage approach to

innovating the contracting process: alpha contracting.

CHAPTER 1 QUESTIONS

1. What functional activities are generally included under the term acquisition?
2. What contemporary business approaches have required a radical change in the acquisition process of
leading firms?

3.  What kinds of battlefield and fleet activities can be constrained by a poorly performing acquisition

process?




CHAPTER 1 ANSWERS

1. Strategy, planning, procurement, contracting, financing, program management and logistics.
2. Widespread supply-chain integration, just-in-time inventory practices, virtual organizations, mass
customization and others.

3. Battlefield information, mobility and speed.




Chapter 2 - Alpha Contracting

This chapter is written to describe alpha contracting as an innovative acquisition reform technique that has
now been successfully employed for procurement of numerous products and services. We first provide a
general description of the baseline (i.e., "traditional") contracting process that is still practiced in many
acquisitions. This is followed by a high-level overview of the alpha contracting process. To support
comparative analysis, we summarize alpha contracting experience on a pioneering weapon system program:
the Joint Standoff Weapon (JSOW) system. The chapter then builds upon these process descriptions and

JSOW experience to formulate a decision model to be used for assessing the likelihood of alpha contracting

SUCCess.

BASELINE CONTRACTING PROCESS

As noted above, the baseline (i.e., "traditional”) contracting process is described here to enhance both
comparison and contrast with alpha contracting. This approach is consistent with the specification of an “as
is” (i.e., baseline) process model in most business process reengineering (BPR) projects or other
engagements involving radical change. And as we shall see, the transition to alpha contracting represents a
radical change indeed. Alpha contracting is now broadly employed to procure both products and services,
but its application is focused primarily on relatively small, straightforward acquisitions (see Schutter 1998).
However, the techniques are in no way limited to such acquisitions, as the JSOW example (an ACAT ID
program) shows.

Further, the focus of this section is initially on contracting by negotiation (e.g., as described in
FAR Part 15), as applicable to procurement of most major systems. The scale, scope and complexity of
such major system acquisitions present a number of challenges in terms of management and integration that
can leverage the payoff from effective alpha contracting on ACAT I programs. Thus, their examination
reveals many insights into alpha contracting strengths and limitations that do not manifest themselves
through smaller, simpler procurements.

The principal elements comprising the baseline contracting process flow' are delineated in Figure
1. The activities performed by the buyer (e.g., Government Program Office) are listed as linked activities
under the “Government” column heading and those performed by the seller (e.g., commercial contractor)
are listed in like fashion under the “Contractor” heading. Those activities performed jointly are listed in the
center column to indicate their cooperative/collaborative nature. This process notation combines aspects of
the DoD standard Integrated Definition (IDEF) with the “swimlanes” (marked by dotted vertical lines) that

have emerged as a common modeling practice in process redesi n%. Our general process baseline represents
P g
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a composite view synthesized from several sources” and years of experience.

Government Joint , Contractor
Prep SOW : :

-» Draft RFP
r- Approve RFP

'§ —~t i Synopsize »Express interest
i

s&i

l% 9o Mail RFP »Evaluate RFP/SOW
= Submit qtestions

C; --Answer questions »Develop proposal <

~C - -Evaluate proposals < Mail Pfoaisa]

Factfinding
(Sole Source)

Business clearance/ >Negotiation targets

.................................

Negatiation

. Award Budgeting

Figure 1 Baseline Contracting Process Flow

Because this baseline contracting process is very common, we outline its key steps only briefly
here. For purpose of comparison and contrast between this baseline process and its alpha counterpart, we
choose to begin the process description with the preparation of a statement of work (SOW) for prospective
solicitation and contract (labeled “Prep SOW” in the figure). Clearly, many important activities take place
prior to SOW development (e.g., the Government often solicits industry input through its request-for-
information (RFI) instrument). But most of such activities do not accentuate differences between traditional
and alpha contracting, so we omit them from the diagram®. In the next step (labeled “Draft RFP” in the
figure), the other major RFP sections are composed, generally by the technical team and one or more
contract specialists. With an approved RFP, a synopsis is followed by a series of iterative steps leading to
proposal submittal, fact-finding and eventually contract negotiation.

Notice the multiple feedback loops depicted at various points along the process flow. Experience
indicates that few SOWs, RFPs, proposals or contracts are successfully developed without undergoing
several iterations and revisions. This is particularly true for major weapon systems in today's dynamic and
uncertain budgetary environment. Clearly each "trip" back through such a feedback loop consumes precious
acquisition time and money. Notice also—in the baseline process flow—that the fact-finding step represents

the first activity in which the Government and contractor personnel work jointly toward the end product: a




definitized contract for award. Although many contracting activities continue well beyond this point, for our
purpose of comparison and contrast with the alpha contracting process, this process model and description

provide the necessary grist for understanding and communicating the key process activities and sequencing.

ALPHA CONTRACTING PROCESS

Using the same process notation, the principal alpha contracting process elements are delineated in Figure
2. Notice, at first glance, how the overall pattern of the process flow differs considerably from that
pertaining to the baseline contracting process presented above (esp. in terms of process length, simplicity
and collaboration). Also take note that this latter, alpha version of the process accomplishes all of the same
results required by its baseline counterpart above. Like the baseline, this general alpha process model

represents a composite view synthesized from several sources’ and experience.

~Government Joint Contractor
. Prep +sow :
r Approve RFP Approve RFP-»{
Synopsize »Express interest:

(Feedback
loops)

Business clearanc Negotiation targets

Negatiation

Award Budgeting

Figure 2 Alpha Contracting Process Flow

Briefly, as with the baseline contracting process, we choose to also begin the alpha contracting
process with SOW preparation, which precedes the composition of a draft RFP. In many instances of alpha
contracting, the SOW step is replaced by a statement of objectives (SOO), which prescribes only high-level
goals for a system, as opposed to the work to be done. However, a SOW must still be developed by

someone (e.g., either the Government or contractor). And the underlying steps are essentially the same
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regardless of whether performed by the buyer or seller. Hence this SOO approach effectively transfers the
SOW-development task from the Government to the contractor or defers its creation until some point after
contract award.

The alpha contracting process delineated in Figure 2 strikes a balance between Government-only
and contractor-only SOW development. Notice the placement of these activities in the center column of
Figure 2 to indicate the activities are performed jointly by the government and contractor teams. Once an
acquisition strategy and plan (often including a preliminary RFP) have been developed by the Government’,
technical personnel from both the government PMO and contractor organization work together to develop
the draft SOW, as do contracts and pricing/estimating personnel to develop the draft RFP. Instead of
iteratively trying to accomplish these tasks "at arms length"—and mailing formal documents back and
forth—as above in the process baseline, the integrated product team (IPT) approach is employed to jomntly
develop these key documents.

This approach can be described in terms of an investment. Both teams invest the time and attention

of key personnel up-front to jointly develop these contracting documents. The investment has objectives

. that include: 1) improving communications; 2) decreasing the number of formal RFP iterations, revisions

and rework required to correct misunderstandings, errors and mistakes; 3) reducing the cycle time
(procurement administrative lead time or PALT) required for contracting; 4) increasing the level of trust,
openness and mutual respect between the government and contractor teams; and 5) decreasing the overall
cost—both for the Government and contractor—associated with the procurement.

Continuing the IPT theme, notice that the “develop proposal(s)” activity is also accomplished
jointly; that is, the same people—both government and contractor—who collaborate to develop the SOW
and RFP together will continue their collaboration to transform this SOW/RFP document—through a
contractor proposal—and make it the contract. Feedback to both the government and contractor activities
accompanies this key process step. As above, the process proceeds through the business
clearance/negotiation targets steps, but notice the separate fact-finding activity is absent from the alpha
contracting process model. The point s, the collaborative nature of the preceding process activities (esp.
SOW/RFP preparation and proposal development) obviates the need to conduct formal fact-finding as a
separate, sequential activity. In the alpha contracting process, this “step” takes place concurrently with the
development of the RFP and proposal. This concurrency contributes considerably to the shorter process
length that is observable by comparing the two figures.

After the negotiation clearances are obtained, the formal negotiation would proceed as before—in
theory—with the two sides achieving a meeting of the minds on the contractual scope, price and language
for the acquisition. The key difference is that, at some point, the “collaborative” nature of the activities
represented above has the potential to breakdown. Negotiation represents a stressful activity that often
reduces to a zero-sum game. Hence collaboration may give way to confrontation, even before the formal
negotiation step has been reached. We will return to this point. But we note here that such confrontation has
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the potential to negate many of the key, trust-based advantages of the alpha contracting process, particularly

as the same individuals are expected to jointly collaborate again on the next fiscal year’s procurement.

ALPHA CONTRACTING ADVANTAGES AND DISADVANTAGES

Nearly any process change is expected to offer both advantages and di