PAGE  
15

The Level of Confidence Assessment Rating Technique:

A tool for Source selection

by

Vernon J. Edwards

In Colmek Systems Engineering, B-291931.2, July 9, 2003, the U.S. General Accounting Office (GAO) described how the Department of the Navy used a technique called Level of Confidence Assessment Rating (LOCAR) to evaluate offers in an acquisition for the initial production, delivery and support of underwater imaging systems. The systems are used to search for, detect, locate, and classify mines and other underwater explosives. Only two firms submitted proposals for what was to be a ten-year, fixed-price and cost-reimbursement, indefinite-delivery-indefinite-quantity contract. The protestor had proposed a price/cost of $6,743,935; the firm that was selected had proposed a price/cost of $8,613,493. The agency selected the higher-price firm. The GAO denied the protest.

Here is how the GAO described the Navy’s source selection process:


Source selection was to be determined using a specified methodology. The first step was to determine the “promised value” which, in this procurement, was the total point score awarded under the technical approach factor.  RFP S: M.II.(1). The second step was to assign a level of confidence assessment rating (LOCAR) to each offeror's capability (including relevant experience and past performance) using a scale indicating the degree of confidence the Navy had in the firm's ability to succeed. RFP S: M.II.(2). The third step was to determine the Navy's level of confidence and expected value associated with each offeror.  The level of confidence was a subjective rating that would reflect the degree to which the Navy believed an offeror was likely to keep the promises it made in its offer.  The expected value was to be ascertained by multiplying the promised value by the LOCAR and was to be expressed in terms of a percentage.  RFP S: M.II.(3). To determine which offeror represented the best value to the government, the Navy was to make a series of paired comparisons among the offerors, trading off the differences in the non-price factors against the difference in most probable price between the offerors. If the offeror with the higher expected value had the higher price, the Navy had to decide whether the margin of higher expected value (that is, the greater prospects for success) was worth the higher price. RFP S: M.II.


The solicitation stated that the Navy planned to award the contract on the basis of initial proposals, without conducting discussions. RFP S: M.I. As a result, offerors were told that their proposals should contain their best terms from a technical, cost/price, relevant experience and past performance standpoint. If considered necessary by the contracting officer, however, discussions would be conducted only with those offerors determined to have a reasonable chance for award. Id. 

Footnote omitted.

The GAO first mentioned the LOCAR technique in its decision in the matter of Moore Medical Corporation, B-261758, October 26, 1995 (protest denied), which was about an acquisition of surgical supplies by the Department of Veterans Affairs. The technique has been used by a number of agencies in addition to the Navy and the Department of Veterans Affairs, including the Social Security Administration (facility management services), the Department of Energy (nuclear fuel facility design, construction, operation, and maintenance), the Department of the Treasury (mobile x-ray services), the Department of the Army (demilitarization of ammunition), and the Environmental Protection Agency (technical services). (Appendix B includes a complete—to the best of my knowledge—list of all GAO decisions that mention the LOCAR technique.)

I developed the LOCAR technique in 1994 and described it in a monograph that I wrote in that year for The George Washington University Law School’s Government Contracts Program: How to Evaluate Past Performance: A Best-Value Approach. In that same year I began teaching the technique to students in my Fast Track Source Selection course for the Government Contracts Program, and they began using it when they returned to their offices. A number of agencies have used the technique in the years since then. I have recently received a number of inquiries about the LOCAR technique, but since the monograph is out of print there is no readily available, detailed description of the technique, so I will describe it in this article and explain how to use it.
The LOCAR technique is a form of risk assessment that is coupled with a scoring mechanism. When using the technique an agency first determines the value of the promises that each offeror has made; it then determines how much confidence it has that each offeror will keep its promises; it then adjusts its assessments of each offeror’s promised value on the basis of its level of confidence in the offeror, converting promised value to expected value; finally, the agency considers its assessment of each offeror’s expected value when making nonprice/price tradeoffs in order to determine which offeror represents the best value. The underlying assumption of the LOCAR technique is that the selection of any contractor entails some risk, that one can never be certain what result an offeror will produce if selected for contract award, and that agencies must therefore try to determine how much value they think they would actually receive from each offeror before comparing the offerors to determine which represents the best value.

As I will describe it, the LOCAR technique employs numerical scoring. I recognize that many persons dislike the use of numerical scoring in source selection and so I would like to make some comments in that regard. The LOCAR technique is a framework for thinking, not a decisional formula. It uses numerals as shorthand for substantive verbal descriptions of an offeror’s strengths, weaknesses, and deficiencies. When employing the LOCAR technique in a source selection, the source selection authority uses the scores to order his or her thinking initially, but makes the source selection decision based on the documented advantages and disadvantages of the competing offerors. The LOCAR technique is a device for thinking about a problem of choice. A LOCAR is a product of subjective judgment; it is not a precise measurement of an objective reality. Used properly, it is a helpful tool for reaching a consensus among a group of evaluators, giving them an orderly way to think as a group about risk. Everyone who uses or plans to use the LOCAR technique must understand that it is just a device, and that tradeoffs and source selection decisions must be made, explained, and justified on the basis of documented offeror strengths, weaknesses, and deficiencies, and not the LOCAR scores. Those who work for organizations that forbid the use of numerical scores, or who cannot overcome their aversion to the use of numerals, can still use the LOCAR technique, but must use words or other symbolic devices (e.g., color ratings) instead of numerals. See Appendix A for the LOCAR numerical scale and possible adjectival substitutes.
An Overview of the LOCAR Technique

In overview, the LOCAR technique includes the following steps:

1. First, the evaluators assess the promises in each of the competing offers based on the stated evaluation factors for award, and give each offer a numerical score on a scale of 0 to 100 points (or an adjectival rating) to summarize their assessment of the offer’s value. This score is called the promised value score.

2. Second, the evaluators assess each offeror’s capability based on the factors stated in the RFP, including experience and past performance and any other factors that bear on the offeror’s ability to perform. The evaluators write descriptions of their assessments, but do not give numerical scores.

3. Third, the evaluators meet and talk to reach a consensus about how much confidence they have that each offeror will keep its promises, based on their assessments of the offerors’ capabilities, and give each offeror a LOCAR, which is a numerical score on a decimal scale of between 0 and 1. (See Appendix A.) The higher the evaluators’ confidence in the offeror, the higher the rating. Thus, a LOCAR of .1 would indicate that the evaluators have very little confidence in an offeror; a LOCAR of .9 would indicate a very high level of confidence; and a LOCAR of .5 would indicate that the evaluators think the likelihood that the offeror will keep its promises is 50-50. 
4. Fourth, the evaluators multiply the promised value score by the LOCAR to produce the expected value score. For example, if an offeror has a promised value score of 90 points and a LOCAR of .8, its expected value score would be 72 (90 x .8 = 72); if an offeror has a promised value score of 100 and a LOCAR of .5, its expected value score would be 50. 
5. In the final step, the source selection authority compares the offerors to each other based on their expected values and prices in order to initially rank them from best to worst. He or she then compares the offerors in a series of pairs based on the detailed evaluation documentation, making tradeoffs as necessary in order to identify the offeror that represents the best value.
Essential Background: Offers and Information
When evaluating proposals in a source selection, agencies evaluate two things: the offerors and the offers they make. There are two general categories of evaluation factors: offer factors and offeror capability factors. The offer factors pertain to what the offeror promises to do or deliver; the offeror capability factors pertain to the offeror’s ability, as a firm, to keep its promises.

Every proposal submitted in response to a government request for proposals consists of two main parts: (1) an offer, and (2) information about the offeror. The offer is a set of promises that become binding upon acceptance by the government. It consists of nonprice promises about the product or service that the offeror will deliver or render, and a promise either to do the work for a stated price or to try to do the work within a stated estimated cost and for a fee. The information about the offeror includes its certifications and representations, and information about its experience, past performance, management policies and procedures, key personnel, and prospective subcontractors, etc.
When preparing an RFP an agency must decide what kind of offers (promises) it wants from offerors. The simplest offer is a promise to do what the specification or statement of work and the clauses require. A more complex offer might include offeror-specific promises about service performance levels and product attributes. So-called “technical” and “management” proposals—in which offerors describe their “approach” to doing this or that—may or may not be promises from a legal standpoint; they may be nothing more than estimates, opinions, predictions, statements of business policy, or statements of contingent intention. As such, they might tell an agency something about an offeror’s knowledge and ability, but not promise to do any specific thing or to do anything in a specific way.  It is therefore important for the contracting officer to determine whether such technical and management proposals, if at all required, are to be offers (promises) or merely information bearing on the offerors’ capability. The proposal preparation instructions and the descriptions of the evaluation factors for award must be written accordingly, and all members of the evaluation team must be properly informed, so that they know whether they are reading descriptions of promises or just information that might shed some light on offerors’ abilities.

The Proposal Evaluation Process in General

In order to evaluate an offer (promises), an agency must do two things: first, it must determine how good the offer is in terms of the specified evaluation factors; second, it must determine how well the offer compares to the competing offers. In order to perform the first step the agency should consciously decide how credible the offer is. It must ask itself: If we accept this offer, will we get what we are being promised at the proposed price or the estimated cost and proposed fee? This is a matter of subjective probability assessment.

The credibility of an offer depends in part on what we know about the person or organization that made it. An offer that would be credible if it came from one firm might be incredible if it came from another. For example, an offer to do complicated and difficult work might be credible if made by a firm that has successfully performed that kind of work on many occasions, but it might be incredible if made by a firm that has never done that work before. Thus, when performing the first step in an evaluation—determining the value of an offer in terms of the specified evaluation factors for award—an agency must ponder the possible difference between promised value and expected value. On its own merits an offer might promise great value, but its expected value might be less, perhaps much less, when considered in light of its source. The LOCAR technique is designed to help agencies develop a subjective assessment of the difference between an offer’s promised value and its expected value.
An Illustration of the LOCAR  Technique

Suppose that an agency issued a request for proposals (RFP) for services. The RFP described the services to be rendered in terms of results and included a complete set of contract clauses. The services were complex in nature and would have to be performed under moderately difficult conditions. The RFP instructed offerors to promise that they would perform in accordance with the Government‘s terms and to propose a firm-fixed-price. It also instructed them to submit specified information about their experience doing the kind of work described by the RFP, to furnish the names of references that would provide information about their past performance, and to provide information about certain of their key personnel. The RFP stated that the agency would award the contract without discussions, but that it reserved the right to conduct discussions if in the Government’s interests to do so.

The RFP said that the agency would select the contractor on the basis of: (a) the acceptability of the offer; (b) the offeror’s experience and past performance, (c) the qualifications of its key personnel; and (d) the reasonableness of its proposed price. The RFP said that the nonprice factors, when combined, would be significantly more important than price. It said that offer acceptability was the most important factor and that it would be evaluated on a pass or fail basis. Experience was the second most important factor. Past performance and key personnel were equally important and together constituted the third most important factors. The RFP said that the agency would compare the offerors and make nonprice/price tradeoffs on the basis of the expected value of their offers, and that in order to determine expected value the agency would develop a Level of Confidence Assessment Rating (LOCAR) for each offeror, based on what it learned about the offeror’s experience, past performance, and key personnel.


The RFP said that an offer would be acceptable on a pass or fail basis if it manifested the offeror’s assent to the terms of the model contract without exception or condition. It said that acceptable offers would be given a score of 100 points and that unacceptable offers would be given a score of 0 points, and that this score would be considered the “promised value” of the offer.

The RFP said that the agency would assess each offeror’s experience on the basis of the number of jobs it had performed in which it had done similar work under similar conditions. It said that when evaluating past performance the agency would assess the quality of the work that the offeror had done based on the statements of its references and on other information that the agency could obtain from other sources. It said that key personnel would be evaluated on the basis of experience, reputation, and formal education, in that order.
The RFP also said that the agency would assign to each offeror a LOCAR decimal rating on a scale of between 0 and 1. The LOCAR was to be based on the agency’s subjective assessment of the offeror’s experience, past performance, and key personnel. A LOCAR of 0 would indicate that the agency had no confidence in the offeror and believed that it would probably fail to keep one or more of its promises and thus would perform unsatisfactorily. A LOCAR of 1 would indicate that the agency had complete confidence in the offeror and believed that if given the contract the offeror would keep all of its promises and perform satisfactorily. A LOCAR of .5 would indicate that the agency thought that the chances were 50-50 that the offeror would either keep its promises or not. The RFP said that the agency would not assign either a 0 or a 1, since such scores would indicate certainty, but would assign a LOCAR of between .1 and .9.
Finally, the RFP said that the agency would determine the expected value of each offer by multiplying its promised value by the assigned LOCAR. Thus, if an offeror submitted an acceptable proposal and received a LOCAR of .7, its expected value score would be 70 points (100 x .7 = 70). The RFP said that the agency would initially compare the offers to each other and rank them on the basis of expected value and price; however, it said that the source selection authority would use the LOCAR and the expected value score only as aids to decisionmaking analysis, and would base the selection decision on the documented strengths, weaknesses, and deficiencies of the offerors.

The agency received four proposals in response to its RFP. The contracting officer immediately checked the offerors’ certifications and representations, and checked their offers for completeness, compliance with the proposal preparation instructions, and for any exceptions or conditions with respect to the model contract. He found that one offeror had taken exception to the warranty of services clause and that its offer was, therefore, unacceptable. He wrote a memorandum for record describing his findings.

The contracting officer convened the agency evaluation board and instructed them to evaluate the offerors’ experience, past performance, and key personnel. The evaluation board contacted the references provided by the offerors and did some independent investigating by contacting state licensing officials and boards, and by searching the Federal Procurement Data Center, the Internet, and LexisNexis®. The board wrote one memorandum for record for each offeror describing its findings. Once this work had been done the summary results were as follows:
	Offeror
	Offer
	Experience
	Past Performance
	Key Personnel
	Price

	A
	100
	1 similar contract
	Excellent
	Good
	$15,430,000

	B
	0*
	10 similar contracts
	Very good
	Excellent
	$15,700,000

	C
	100
	7 similar contracts
	Excellent
	Very Good
	$15,590,000

	D
	100
	None
	No record
	Excellent
	$15,420,000

	* Offeror B took exception to the warranty of services clause.


In order to develop LOCARs the contracting officer assembled the evaluation board and proceeded on an offeror-by-offeror basis, asking each of them to review the findings about each offeror’s experience, past performance, and key personnel. He then asked them: Based on the information you have reviewed, would you say that the offeror is (a) more likely to succeed than to fail, (b) more likely to fail than to succeed, or that (c) it is a toss up between success and failure? He explained that “to succeed” did not mean to perform perfectly or superlatively, but to perform acceptably, so that the agency would be willing to do business with the firm again.  He also explained that “to fail” did not mean complete failure or default, but that performance is less than fully satisfactory and that the agency would be unwilling to do business with the firm again. For Offeror A there was a categorical consensus that it was more likely to succeed, so the contracting officer then asked: Do you think that the offeror is closer to certain success or to a toss up? Closer to certain success would mean a LOCAR of .8 or .9; closer to a toss up would mean a LOCAR of .6 or .7. The vote was split on this question, but most evaluators favored closer to a toss up. The contracting officer encouraged discussion and exchanges of views in order to reach a consensus.
Proceeding in this way, conducting votes and encouraging discussion, the contracting officer led the evaluators to a consensus about a LOCAR for each offeror. In one or two cases the group decided that they needed more information, and the contracting officer sought clarification from an offeror in accordance with FAR 15.306(a) or obtained additional information from other sources. The contracting officer made sure that everyone understood that LOCAR development was subjective, that a LOCAR was merely shorthand for a set of opinions, and that a LOCAR did not represent any objective reality.
Based on its assessments of the offerors’ experience, past performance, and key personnel, the agency assigned the following LOCARS and expected value scores:

	Offeror
	Promised Value
	LOCAR
	Expected Value

	A
	100
	.65
	65

	B
	0
	N/A
	N/A

	C
	100
	.9
	90

	D
	100
	.5
	50


In assigning a LOCAR of .65 to Offeror A, the evaluators decided that the offeror’s one similar contract was very limited experience with the complex and moderately difficult work that the offeror would have to perform. They thought that Offeror A was more likely to succeed than to fail, but did not feel confident that it was highly likely to succeed.
After consulting with the source selection authority, the contracting officer instructed the evaluators not to assign a LOCAR to Offeror B, because its offer was unacceptable and the only way it could be made acceptable would be through discussions. The contracting officer and the source selection authority agreed that Offeror B did not have any advantages over the other offerors that would warrant the conduct of discussions to improve its proposal.
The evaluators assigned a LOCAR of .9 to Offeror C based on its extensive experience, its very good past performance, and the qualities of its key personnel, which had been with the firm for many years.

Finally, the evaluators assigned a LOCAR of .5 to Offeror D. Although it proposed excellent key personnel, those persons were new to the firm, and the evaluators decided that in light of the firm’s lack of any experience its chances of success were, at best, 50-50.

The evaluation board wrote a memorandum for record about each offeror in order to document the basis for the assigned LOCAR. It also wrote a memorandum for record that summarized its evaluation findings, and presented it to the source selection authority along with the other documentation. The summary findings were as follows:

	Offeror
	Promised Value
	LOCAR
	Expected Value
	Proposed Price

	A
	100
	.65
	65
	$15,430,000

	C
	100
	.9
	90
	$15,590,000

	D
	100
	.5
	50
	$15,420,000


The source selection authority compared the offerors on the basis of the evaluation panel’s findings, made tradeoffs, and selected Offeror C.  Comparing Offeror A to Offeror C, the source selection authority decided that Offeror C was the better value. Offeror C’s more extensive experience and better staff made C a better risk and worth the $60,000 price premium, since marginal performance could cost the agency much more than $60,000. Comparing Offeror C to Offeror D, the source selection authority decided that Offeror C’s much more extensive experience outweighed Offeror D’s slightly better staff and that it was worth the $80,000 difference to get the benefit of that experience. The source selection authority prepared a memorandum for record that described the tradeoffs she made and the reasons for her selection decision and instructed the contracting officer to make the award.


In this illustration the LOCAR helped the agency to understand the relationship between the offers it received and the capabilities of the offerors. The LOCAR was not essential to the decisionmaking process and did not determine the outcome of the source selection, but it helped to structure the process by providing a mechanism for integrating the various findings about the offers and the offerors’ capabilities.
Another Illustration

In the last illustration all offerors made identical offers of services, except for their proposed prices, and the agency evaluated the offers only for acceptability, on a pass or fail basis. What if an agency asks offerors to propose unique products that might have varying degrees of value depending on the product attributes?


Suppose that an agency issued an RFP that requested offers for a commercial product that would perform a certain function. The RFP specified certain product performance attributes, such as reliability measured in mean time between failures and maintainability measured in mean time to repair, and minimum levels of performance for each such attribute. The RFP said that the agency would determine best value on the basis of the extent to which the product met or exceeded the minimum performance level for each of the specified performance attributes, and on the agency’s subjective level of confidence that the offeror would keep its promises about quality and delivery. 

The RFP said that the agency would evaluate offers and offerors on the basis of (a) offer acceptability, (b) proposed product performance in excess of minimum requirements, (c) production experience (based on total units produced to date and average production rate), (d) past performance in terms of product quality, timeliness of delivery, and responsiveness of warranty service, and (e) proposed price. The RFP said that nonprice factors, when combined, were significantly more important than price. It said that offer acceptability was the most important factor and that performance in excess of minimums, production experience, and past performance were equal to each other and second in importance.

The RFP said that the agency would evaluate offer acceptability on a pass or fail basis. It said that the evaluation of acceptability would be based on the offeror’s assent to the specifications and contract clauses without exception or condition, and on its express promise to meet all minimum product requirements. It said that the agency would further evaluate acceptable offers to the extent that they promised to exceed specified minimum product requirements. The RFP said that the agency would compare the offerors and make nonprice/price tradeoffs on the basis of the expected value of their offers, and that in order to determine expected value the agency would develop a Level of Confidence Assessment Rating (LOCAR) for each offeror, based on what it learned about the offeror’s production experience and past performance. It said that the agency intended to make an award without discussions, but reserved the right to conduct discussions if it would be in the government’s best interests. 

The RFP said that an unacceptable offer would receive 0 points and would not be evaluated further, unless the source selection authority decided that it would be the government’s best interests to conduct discussions. Acceptable offers would receive 50 points. The RFP said that acceptable offers could receive up to 50 additional points based on the extent to which they credibly promised to exceed the minimum levels of performance. It said that an offer’s total score for offer acceptability and exceeding the minimum levels of performance would be considered the offer’s promised value. The RFP also said that the evaluators would assign to each offeror a LOCAR on a scale of between 0 and 1, based on their assessment of the offeror’s production experience and past performance, and that the evaluators would determine the expected value of each offer by multiplying its promised value by the assigned LOCAR. Finally, the RFP said that the source selection authority would use the expected value score as an aid to decisionmaking analysis, but that he would select the contractor on the basis of the evaluators’ substantively documented findings about product quality and offeror capability.


The agency received five offers and the contracting officer examined each to determine whether or not it was acceptable. Four offers were acceptable and she assigned 50 points to each of them. One offer was unacceptable, because it took exception to a minimum requirement, so the contracting officer assigned it 0 points and set it aside. Three of the acceptable offers promised performance in excess of the minimum requirements, so she sent them to the evaluation board’s technical panel for assessment. The evaluators considered each offer based on the promised levels of performance and the technical credibility of the promises and scored them accordingly. Meanwhile, an offeror capability evaluation panel assessed each offeror’s production experience and past performance. The results of this initial phase of the evaluation were as follows:

	Offeror
	Offer
Acceptability
	Performance in Excess of Minimums
	Total Promised Value
	Production Experience
	Past

Performance
	Unit Price

	A
	50
	45
	95
	Slight
	Good
	$185,000

	B
	50
	0
	50
	Extensive
	Excellent
	$145,000

	C
	0
	Not evaluated
	0
	Not evaluated
	Not evaluated
	$180,000

	D
	50
	25
	75
	Good
	Fair-Poor
	$170,000

	E
	50
	20
	70
	Very Good
	Very Good
	$175,000


The contracting officer convened a joint meeting of the technical panel and the offeror capability evaluation panel in order to develop a LOCAR. They considered one offeror at a time.

The panel assigned a LOCAR of .6 to Offeror A. While its past performance was good, it had produced and sold only a few units and had not yet achieved the production rate that would be necessary in order to meet the contract delivery requirements, which raised a question in the evaluators’ minds about its ability to maintain product quality at a higher production rate. The few customers for the product liked it, and said delivery had been timely, but also said that they had not been using it very long. They said that the product did malfunction occasionally, but that warranty service was good.

The panel assigned Offeror B a LOCAR of .9. Its product had been in production for more than three years and at a rate that was more than enough to meet the contract delivery requirements while maintaining quality. Its customers liked the product, said that delivery had been timely, and said that warranty service was excellent.

The panel assigned Offeror D a LOCAR of .4. The offeror had produced a significant number of units and at a rate high enough to meet the contract delivery requirements, but its customers said that while the product was good when it worked, it malfunctioned in troublesome ways too often, despite the offeror’s test data, and that while product delivery had been timely, warranty service was slow and not always effective on the first visit. Most of its customers said that they would not buy the product again, despite its advertised performance.


The panel assigned Offeror E a LOCAR of .8. It had produced a large number of units at a production rate adequate to meet contract delivery requirements. Its customers liked the product very much, said delivery had been timely, and said that malfunctions were infrequent. They said that when they did call for warranty service it was occasionally slow, but always effective on the first try, and that the company was working hard to respond more quickly.


After developing the LOCARs and determining each offeror’s expected value, the results were as follows:

	Offeror
	Total Promised Value
	LOCAR
	Expected Value
	Unit Price

	A
	95
	.6
	57
	$185,000

	B
	50
	.9
	45
	$145,000

	C
	0
	N/A
	N/A
	$180,000

	D
	75
	.4
	30
	$170,000

	E
	70
	.8
	56
	$175,000


The contracting officer wrote a memorandum for record for each offeror, which explained the basis for the offeror’s LOCAR. He then collected the documentation prepared by the technical evaluation panel and the offeror capability evaluation panel and submitted the package to the source selection authority for consideration. The source selection authority compared the offerors to each other in a series of pairs to rank them from best to worst. First, he ranked them on the basis of their expected value scores and prices. His initial impression was that Offeror E was the best value. He then considered the detailed information contained in the evaluation documentation.


Comparing Offeror A to Offeror B, the source selection authority decided that Offeror A was the better value, mainly because of its product performance. He decided that the additional technical performance would be worth the $40,000 difference in unit price, since it would mean that the product would have a longer service life for his agency. He was willing to take the risk posed by Offeror A’s slight production experience, thinking that its evident desire to make its product a success would motivate it to maintain product quality at higher production rates. 


Comparing Offeror A to Offeror D, he decided that Offeror A was the better value, since its product had more technical promise and its past performance was better. Although Offeror A did not have as much production experience as Offeror D and had a higher price, he felt that Offeror D’s poor quality and warranty service made it a greater risk, and he was willing to pay $15,000 to avoid that risk.


However, after comparing Offeror A to Offeror E, he decided that Offeror E was the better value. Although Offeror E’s product did not have as much technical promise as Offeror A’s, it was good enough to meet the agency’s needs for the foreseeable future, and the product’s very good reputation, the offeror’s good and improving warranty service, and its lower price made it the better value.


The source selection authority also compared Offeror E to Offerors B and D. The choice boiled down to a tradeoff between the expectation of better product capability from Offeror E against Offeror B’s slightly better past performance and its lower price, since Offeror D’s fair-poor past performance put it out of the running. The source selection authority was still inclined toward Offeror E, but decided to consult with the contracting officer and evaluation board before making a decision. After the consultation, the source selection authority selected Offeror E, and notified the contracting officer accordingly.


The contracting officer and the evaluation board suggested to the source selection authority that the agency hold discussions to see if Offeror A could be persuaded to lower its price. The source selection authority assented, and the contracting officer established a competitive range that included only Offerors A and E. The contracting officer, the source selection authority, and the evaluation board agreed that Offeror B was at too much of a technical disadvantage to have any real chance of selection, Offeror C’s product would have to be modified extensively to enable it to meet all of the minimum performance requirements and there would be no test data to confirm the performance of its new design before contract award, and Offeror D’s past performance was not good enough.


During discussions with Offeror A the contracting officer asked for a price reduction of “at least” five percent. She also asked for a description of what the offeror could and would do to maintain product quality at higher production rates, and for specific reliability and warranty service targets coupled with stipulated price reductions for failing to meet the targets. During discussions with Offeror E the contracting officer asked for the offeror’s best possible price, and also asked for reliability and warranty service targets coupled with stipulated price reductions for failing to meet the targets. The contracting officer then asked both offerors for final proposal revisions, telling them that the source selection authority would consider their reliability targets and target price reduction packages along with the other evaluation factors in making his decision. She said that the source selection authority would consider performance in excess of minimums, production experience, past performance, the reliability packages, and price to be equal in importance.


Offeror A’s revised price was $179,000, and it offered a package of reliability and warranty service targets with price reductions for failing to meet targets. Offeror E’s revised price was $173,000, and also came with a package of reliability and warranty service targets and target failure price reductions. The evaluators reconsidered the promised value scores based on the reliability targets and decided not to change the scores or the LOCARs. The source selection authority considered the offerors’ unchanged expected values and their reliability and warranty service target packages and, after consultation with the contracting officer and the evaluation board, decided that Offeror E was still the better value based mainly on its better production experience and lower price. The contracting officer awarded the contract to Offeror E at the source selection authority’s direction.


In both of the above illustrations the LOCAR technique helped the evaluation boards to integrate their assessments of the offerors’ promises and capabilities, and it provided the source selection authority with both a framework and a focus for tradeoff analysis and decisionmaking. However, in neither case did the LOCAR determine the outcome of the competition. It served only as an analytical device.

The Nature and Function of the LOCAR

A LOCAR is not a score for an offeror’s capability; it is not an expression of the value of an offeror’s experience, past performance, or key personnel, etc. A LOCAR is an expression of an agency’s confidence in an offeror, based on the agency’s assessment of certain qualities of the offeror as an organization—the nature, depth and breadth of its experience; the quality of its past performance; the qualifications of its key employees, etc. A LOCAR of .6 to .9 indicates that an agency is confident that an offeror will do well in terms of its promises if given the contract. A LOCAR of .1 to .4 indicates that an agency is not confident that the offeror will do well. A LOCAR of .5 indicates that the agency thinks the offeror is equally likely to do well or poorly—it is a 50-50 toss up.

The function of the LOCAR technique is to help an agency to think how an offeror’s capability affects the value of its promises. The LOCAR technique requires the evaluators to contemplate the significance of their assessments of an offeror’s capability, and to ponder what those assessments might mean in terms of the promises the offeror has made. In order to develop a LOCAR the evaluators must consider the offeror’s capabilities and ask themselves: What might this mean for the future? Based on what we know about this firm, what are the chances that we’ll actually get what it has promised?

Since past performance is a capability factor that contributes to LOCAR development, what if an offeror has no record of past performance? How should this affect a LOCAR? FAR 15.305(a)(2)(iv) says:
In the case of an offeror without a record of past performance or for whom information on past performance is not available, the offeror may not be evaluated favorably or unfavorably on past performance.

A LOCAR is not a score for past performance, per se. It is an expression of an agency’s confidence in an offeror, based in part on its past performance, and on other capability factors. If past performance is the only capability factor, and if an offeror has no record of past performance, then the only LOCAR that an agency could reasonably give to an offeror would be .5, which would signify that the agency thinks performance might be either satisfactory or unsatisfactory. However, some persons will undoubtedly argue that a LOCAR of .5 is favorable or unfavorable, since it is better than .1 to .4 and worse than .6 to .9.


When evaluating an offeror’s capability, it is best not to limit the assessment to past performance. At a minimum, a capability assessment should be based upon both experience and past performance, with experience being an assessment of what and how much work the offeror has done and past performance being an assessment of how well the offeror did its work. If an offeror has had no experience with the kind of work that it would have to perform under a contract, then an agency should take that into consideration when developing a LOCAR; however, with no record of past performance the agency cannot assess performance quality. Thus, the lack of a record of past performance should not affect the development of the LOCAR; but a lack of experience should affect the LOCAR.
The LOCAR Development Process


The best way to develop a LOCAR is through discussion among the evaluators leading to a consensus. After the evaluators have assessed the offerors’ capabilities based on the factors identified in the solicitation, someone, perhaps the contracting officer, should lead the evaluators in a series of meetings, one for each offeror, in order to develop a LOCAR for each offeror.


The leader should begin by asking the evaluators to individually review the findings about the offeror’s capabilities. This can be done either before the meeting or at its start, depending on the volume of the evaluation documentation. After the evaluators have familiarized themselves with the findings, the leader should ask them to individually place the offeror into one of three categories: (a) more likely to succeed than to fail, (b) more likely to fail than to succeed, or (c) equally likely to succeed or to fail. The leader should instruct the participants that “success” means satisfactory performance, not flawless or superlative performance, and that “failure” means unsatisfactory performance, but not necessarily default. The leader should instruct the participants not to assign any LOCAR number at this point, because once a person has settled on a number in his or her own mind it becomes harder to keep an open mind, and the discussion focuses prematurely on which number to assign, which makes achievement of a consensus more difficult.


Once all of the evaluators have placed the offeror into one of the three LOCAR categories, the leader should tally the results and determine whether or not there is a categorical consensus. If there is no consensus the leader should encourage the participants to discuss the evaluation findings and exchange views. After a reasonable amount of discussion the leader should ask the evaluators to again individually place the offeror into a category. If there is still a wide disparity of views after the second categorization, then there is a serious problem that must be resolved before any progress can be made. The contracting officer and the leader of the evaluation team should meet to discuss what to do next.

Assuming that the evaluators agree, more or less, on the category in which the offeror belongs—for instance, the majority believe that the offeror is more likely to succeed than to fail and one or two evaluators think that the chances are 50-50—the leader should ask those who placed the offeror in the more likely to succeed category to decide whether they think that the offeror is closer to certain success or to 50-50. (If the majority believes that the offeror is more likely to fail than to succeed, the leader should ask whether the offeror is closer to 50-50 or to certain failure.) Again, the leader should instruct the participants not to choose a number, but to select a category. Those who think that the offeror is closer to 50-50 presumably would assign a LOCAR of either .6 or a .7. Those who think that the offeror is closer to certain success presumably would assign a LOCAR of .8 or .9. When each participant has placed the offeror in a category the leader should again tally the results and encourage discussion to arrive at a consensus. Only when a categorical consensus has been achieved should the leader permit the group to try to settle on a specific LOCAR number. As a matter of convention, do not assign a LOCAR of 0 or 1, since those numbers signify certainty; assign a number in the range of .1 to .9. Compromises can be reached by settling on midpoints, such a .65 or .85. The leader should encourage group discussion until there is a general consensus (though perhaps not a perfect agreement).
A good leader should be able to lead a small group to a consensus in the first case within two hours. Each succeeding case will require less time as the group becomes more familiar and comfortable with the process. The leader should be on the lookout for participant fatigue or participant alienation, which might lead to a hasty or false consensus. Take a break at the first sign of group fatigue; take a break and try to solve problems of participant alienation at the first sign of it.

The LOCAR technique is an approach to thinking about the value of an offer. Various agencies have used it successfully in various ways for almost ten years. Its usefulness lies in the process of LOCAR development, during which the evaluators think about their confidence in an offeror’s promises from the standpoint of their knowledge about and assessment of the offeror’s capabilities and exchange views. The result is that the source selection authority bases his or her decision on expected value, rather than mere promised value. Commitment to the process is the key to using the LOCAR technique effectively.
Appendix A


Those forbidden or unwilling to use numerals can use an adjectival scale.  While awkward to use, such a scale can be made to work. Examples include:


Appendix B

General Accounting Office Protest Decisions

The protest decisions listed below describe or mention a use of the LOCAR process.

	Title
	File Number
	Date
	Agency
	Result

	Moore Medical Corp.
	B-261758
	Oct. 26, 1995
	Veterans Affairs 
	Denied

	Resource Applications
	B-274943.3
	Mar. 5, 1997
	EPA
	Denied

	Advanced Designs Corp.
	B-275928
	Apr. 21, 1997
	Navy
	Denied

	UNICCO Government Services
	B-277658
	Nov. 7, 1997
	Social Security
	Denied

	WECO Cleaning Specialists
	B-279305
	Jun. 3, 1998
	Social Security
	Denied

	Buck Environmental Technologies
	B-280520
	Oct. 14, 1998
	Army
	Denied

	Duke Engineering & Services
	B-284605
	May 17, 2000
	Energy
	Denied

	Oregon Iron Works
	B-284088.2
	Jun. 15, 2000
	Navy
	Denied

	North American Aerodynamics
	B-285651
	Sep. 15, 2000
	Navy
	Denied

	Digital Imaging Acquisition Networking Assocs.
	B-285396.3
	Nov. 8, 2000
	Treasury
	Denied

	Colmek Systems Engineering
	B-291931.2
	Jul. 9, 2003
	Navy
	Denied


The LOCAR Scale


Success is certain (complete confidence)


0.9


0.8


0.7


0.6


0.5 Success and failure are equally likely


0.4


0.3


0.2


0.1


0.0 Failure is certain (no confidence)





“Success” means that the contractor performs satisfactorily, but not flawlessly or in a superlative manner.





“Failure” means that the customer was not satisfied with the contractor’s performance, not that the contractor failed completely or defaulted.





Highly confident


Very confident


More confident


Confident


Somewhat confident


50-50


Somewhat unconfident


Unconfident


More unconfident


Very unconfident


Highly unconfident





Confident++++


Confident+++


Confident++


Confident+


Confident


50-50


Unconfident


Unconfident(


Unconfident( (


Unconfident( ( ( 


Unconfident( ( ( (
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