


Pre-negotiation Plan (PNP)   
[Submit copy of PNP with RON to Procurement Specialist; copy everything to contract administration file.]
	Prepared by:      
	Date:      

	*Approved by:      
	Date:      

	1. Project Name:      

	2. Contractor Name:      

	3. RFP# (if applicable):      
	4. Contract or PA/WOC#:                   ; Amendment#:      

	5. Project Description and Summary of Services: 
The project description, services and purpose of the procurement are stated in the associated solicitation or in the Background section of the associated WOC, Contract, or amendment.


6. Prior to preparing the Pre-negotiation Plan
· Obtain input on statement of work (SOW) by appropriate technical staff and stakeholders.

· Conduct SOW/contract review and discussion meeting(s) with Contractor.
· Document SOW meeting summary in (or attached to) Record of Negotiations (RON). 
· Request Breakdown of Costs (BOC) from Contractor after SOW discussion meeting(s).

· Prior to receipt of Contractor estimate, complete detailed internal (and confidential) estimate.
· Conduct Cost Analysis (and price analysis, if applicable); see instructions on Appendix 2. 
7. Document Results of Cost Analysis and Prepare Pre-negotiation Position 
Use Appendix 1 to record Agency’s pre-negotiation position. This includes a summary of Agency and Contractor's initial estimates, entries in Table 1 to list discrepancies between Agency and Contractor positions on specific tasks or cost items, and entries in Table 2 to document any other potential issues or negotiation and concession items for discussion. 
8. Method of Compensation and Payment Option 
See ODOT Negotiation Guide, Exhibit C for guidance regarding selection of compensation method. Though the method of compensation can be a matter of negotiation, the method or combination or methods to use is at Agency’s discretion and must be appropriate for the project. Document the final agreed-to method in the RON.
· Agency’s proposed method of compensation is:  FORMCHECKBOX 
 Fixed-Price,  FORMCHECKBOX 
 Cost Plus Fixed Fee,  FORMCHECKBOX 
 T&M
· Agency’s proposed payment method is: _________________(see Exhibit B of Contract).
9. Profit Objective

Agency’s initial profit objective for the current pricing action is      . Attach internally completed Profit Worksheet. (Enter the final agreed-to profit in the Record of Negotiations.)
10. Agency’s Negotiation Participants (add rows as necessary):
	Name
	Title

	
	

	
	

	
	


11. Date for completion of negotiations:      . At (or prior to) initial negotiation meeting, inform Contractor of timeline for negotiations and turnaround time allowed for any requested items. At Agency’s discretion, the timeline may be extended if positions are close as the deadline approaches and agreement can reasonably be expected. If not close, ask Contractor for best and final offer (see ODOT Negotiation Guide for more information). 
Appendix 1 – Summary of Cost Analysis and Negotiation Issues
	Initial Estimate Amounts 


	Contractor 
Base Amount: $      
Contingency Amount: $      
	Agency:

Base Amount: $      
Contingency Amount: $        
	Difference:

Base Amount: $       
Contingency: $      

	
	Net Difference: $      


Note in the following table any discrepancies between Agency and Contractor estimates (and per reviews of BOC completed by technical and procurement staff) for hours, classifications and billing rates per task or costs for expenses. These areas should be discussed and, when appropriate, a reduction requested.  Also note for discussion any tasks or expenses that appear to be unrealistically low on hours/cost. In notes section, outline Agency's position for negotiation of items, when applicable.  
Table 1:  Summary of Cost and Price Analysis 



Go to Appendix 3 to see completed sample.
	Task or Expense Item
	Contractor’s Hours/ Cost
	Agency’s Estimate
	Difference
	Notes



	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	(Add rows as necessary)


Table 2:  Other potential issues and negotiation/concession items (consider tasks or task elements that Agency may complete in-house)
	Discussion/Negotiation Item
	Notes

	
	

	
	

	
	

	
	(Add rows as necessary)


Appendix 2 – Cost Analysis Instructions & Definitions
The Agency must conduct Cost Analysis and establish pre-negotiation objectives before the negotiation of any pricing action. The scope and depth of the analysis supporting the objectives should be directly related to the dollar value, importance, and complexity of the pricing action.  
How to Conduct Cost Analysis 

· Prepare internal estimate as described in ODOT Negotiations Guide, prior to receipt of Contractor’s estimate. Obtain reviews/input for internal estimate from technical staff as needed and consider historical pricing if available (provided previous prices were reasonable and projects were substantially similar). Agency’s estimate shall not be shared with Contractor.
· Compare Contractor’s Breakdown of Costs (BOC) to Agency’s internal estimate breakdown. Assess reasonableness of hours for each task/deliverable in the Statement of Work (SOW), including breakdown for any subcontractors.
· Obtain reviews/input as needed from technical staff regarding Contractor’s estimated hours and expenses for the various tasks/disciplines. Also send BOC to Procurement Specialist for review.
· Request any additional cost detail necessary from Contractor to determine reasonableness for tasks, unexplained or miscellaneous costs/expenses, and subcontractors. 
· Assess appropriateness of classifications proposed for each task. Appropriate classifications should have been discussed and agreed to at the SOW review meeting; any changes should be discussed (and challenged if warranted).

· Review labor rates to ensure they are within the rates approved for the contract/Price Agreement. Consult with Procurement Specialist to confirm correct labor and overhead rates. 
· Review expenses to assess reasonableness of travel, lodging, per diems and other expenses needed for the project. Ensure rates are correct and expenses are allowable (Consult with Procurement Specialist as needed).
· Documentation of Cost Analysis. Attach supporting documentation to the Record of Negotiation (RON) including the internal estimate (and how it was developed), Contractor’s initial estimate, and input requested/received (including copies of correspondence) regarding internal estimate development and subsequent Cost Analysis. 

· List cost discrepancies (from Cost Analysis) and other issues in Appendix 1.

Definitions. For this Pre-negotiation Plan, the following definitions apply:
· Contractor means individual, corporation, Consultant as defined in OAR 137-048-0110, or any other legal or commercial entity that has entered (or proposer that potentially could enter) a Contract with the Agency.
· Cost Analysis is the analysis of the separate cost elements of a service or good and the application of judgment to determine what it should cost to complete or produce, assuming reasonable economy and efficiency (rather than just comparing prices, i.e., Price Analysis). Cost Analysis is used in developing Agency’s estimate, and in the review of costs and profit in a Contractor’s proposal to determine reasonableness. A detailed internal estimate for comparison purposes is required. Price Analysis (comparisons with previous prices) may be included, provided Cost Analysis was performed on the previous prices, reasonableness was determined and the previous contracted work is substantially the same. Profit analysis is an element of Cost Analysis that must also be completed.
· Price Analysis is the process of examining and evaluating a proposed price without evaluating its separate cost elements and proposed profit. Price Analysis is used in low bid solicitations to confirm reasonableness of price, especially if only one bid is received or if there is wide disparity in bid pricing. The validity of the comparison and the reasonableness of the previous price(s) used for comparison must be established. Generally, adequate price competition establishes reasonable pricing.

Appendix 3:   Completed Sample - Summary of Cost Analysis and Negotiation Issues

	Initial Estimate Amounts 


	Contractor
Base Amount:  $131,500
Contingency Amount: $33,000
	Agency:
Base Amount: $100,000
Contingency Amount: $ 36,000
	Difference:
Base Amount: $31,500
Contingency: ($3,000)

	
	Net Difference: $28,500


Note in the following table any discrepancies between Agency and Contractor estimates (and per reviews of BOC completed by technical and procurement staff) for hours, classifications and billing rates per task or costs for expenses. These areas should be discussed and, when appropriate, a reduction requested.  Also note for discussion any tasks or expenses that appear to be unrealistically low on hours/cost. In notes section, outline Agency's position for negotiation of items, when applicable.
Table 1:  Summary of Cost and Price Analysis

	Task or Expense Item
	Contractor’s Hours/ Cost
	Agency’s Estimate
	Difference
	Notes

	Travel Expenses
	$15,500
	$8,500
	$7,000
	BOC listed 100,000 miles at 47.5 cents/mile. Reasonable estimate is likely closer to 40,000 miles. Lodging rates were higher than allowed by contract. Need to question costs for rental car (may charge for mileage or rental, not both).

	Task 1 Project Management
	$30,000
	$18,000
	$12,000
	PM task is 10% of overall estimate from firm. This should be closer to 6% for the complexity and coordination requirements of this project. Historical ranges for PM tasks range from 4% to 10%. Hours for project meetings are 30-50% high. Hours for status report preparation are 50% high.

	Task 2 Survey
	100hrs Tech 1

200 hrs Tech 3

$28,000
	160 hrs Tech 1

80 hrs Tech 2

$22,000
	$6,000
	Classifications in BOC were not the same as agreed to during SOW discussions; Survey Tech 1 is sufficient for much of the work. Hours listed are more than comparable survey projects in the past, per review by Agency Tech Center review.

	Task 3Noise Studies
	$18,500
	$14,000
	$4,500
	Cost is high compared to similar past projects. 

	Task 5. Public Inv
	$21,000 (2 mtgs)
	$9,000 (1 mtg)

$9,000 (contingent)


	$3,000
	Costs appear high compared to work effort required. SOW indicates 2 public involvement meetings. Change SOW to 1 mtg and make second mtg a $9,000 contingency item as it may not be needed.

	
	
	
	
	

	
	
	
	
	(Add rows as necessary)


Table 2:  Other potential issues and negotiation/concession items (consider tasks or task elements that Agency may complete in-house)
	Discussion/Negotiation Item
	Notes

	Task 2. Survey
	Agency’s survey staff may have capacity to perform in-house if Contractor costs too high

	Schedule
	May consider relaxing schedule as concession if will reduce costs without impacting bid let

	Subcontractor
	Discuss capacity of sub proposed to do environmental assessment. They are currently behind schedule on Rosco River project.


*PNP must be approved by the APM’s responsible manager for pricing actions exceeding $100,000.

ODOT PNP ver. 4/2/2008.


