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Best Value Price Factors Guide
	Price Factor
	Importance
	Objective
	Rationale & Recommendations
	

	Dollar Value Size of  Immediate Order
	+++
	Execute the largest order that makes sense from requirements and TCO perspectives, with maximum immediate revenue to the Vendor/Publisher.
	Software vendors are attracted to size, specifically the amount of revenue they can immediately book.   The larger the transaction, the greater discount the Vendor/Publisher will offer.

However, do not buy more than needed, and evaluate all alternatives using Total Cost of Ownership (TCO)/Life-Cycle Cost Estimate methodologies.

One way to achieve greater size than initially expected is to consolidate with another entity planning a similar acquisition.

Periodic, aggregate purchasing provides significantly better discounts than one-off buying.
	

	Budget
	++
	Establish an aggressive yet realistic budget for the acquisition.
	Assume that the Vendor/Publisher will find out the budget and structure (within reason) their offer to fit the available budget.  It is almost as if you need to establish “Best Value” Pricing prior to publishing the budget.

If the budget is unrealistically low, the Vendor/Publisher will attempt to structure some type of offer that makes use of available budget, but provides for financing, license restrictions, future liabilities, etc. – anything that will generate future fees.

If the budget is unrealistically high, you establish a very difficult negotiating position – the Vendor/Publisher knows that you have the money.   You will be negotiating from a weaker position than if you have a realistic, yet aggressive budget.

This sounds like a very difficult task since budget is set so much earlier than the actual acquisition period.  However, this is exactly why we need to get ahead of the acquisition and work from proactive mode rather than reactive mode.  We should perform upfront benchmarking and analysis as part of establishing budget, since once the budget is set and discovered by the Vendor/Publisher, our negotiation strength is partially established.
	

	Dollar Value Size of the Contract, including Options
	++
	Execute the largest Contract (including Options) that makes sense. 
Use the Initial Order Size as leverage to secure favorable current and forward product and services Option Prices.
	While the size of the initial order (recognizable as immediate revenue) is most important to the Vendor/Publisher, the overall Contract size is fairly important, and it provides the opportunity to the Government to lock in favorable pricing and terms for potential future product and service orders. 

The point in time when we execute the initial Contract is our time of maximum negotiation leverage, and we should take full, businesslike advantage of this opportunity.
	

	Timing of the Immediate Order and the Contract
	++
	Time the Contract signing and placement of the binding initial order when the Vendor/Publisher is most incentivized to offer the best pricing.
	Every Vendor/Publisher is measured on annual sales and quarterly sales.  Take advantage of this fact by seeking to execute the Contract/Order when the Vendor/Publisher is hungriest – typically the end of their fiscal year or next best - the end of their fiscal quarters.  Note – this is most applicable to any situation where the vendor can recognize revenue immediately – such as perpetual license sales.
	

	Vendor/Publisher’s Financial Performance
	+
	Understand, to the best of our ability, the Vendor/Publisher’s financial position and leverage that in your negotiations.
	The Vendor/Publisher is measured on their financial performance all the way from the Corporate level (by Wall Street and by investors) down the management and sales chain to the individual sales representative.
The Sales chain generally works under a highly leveraged compensation.  It is not unusual for a sales representative to have a very low base salary, with sales rewards tiered on an increasing rate based on actual sales generated.  For example, a Sales person may have a $75,000 base salary (with drastically lower benefits than public sector employees), but is eligible to earn multiples (0X-5X or higher) of that base salary contingent on sales generated.  Successful sales personnel are often on “accelerators”, a method that pays even higher percentage rewards after they achieve their target earnings – having the effect of making a sale more important at the end of a financial period than at the beginning of the next.
By researching the company via publicly available data (assuming it is publicly traded) and listening to and participating in meetings with the Vendor/Publisher’s sales and management team, you can glean an indication of how important the acquisition is to the personnel and the company.
	

	License Metric Flexibility
	+
	Software is licensed for use using some quantity of measure (Named User, Employee, Per Processor, Concurrent Device, etc.).

Any flexibility you can gain in making these metrics seamless across your planned usage base may be very beneficial in the future.
	Every acquisition is done at a specific point in time, and each Vendor/Publisher will have a metric that quantifies the quantity of software that you are acquiring.
Over time, the usage requirements of your organization may change, and the vendor’s standard metrics may change.  By negotiating some method of quantifying the size of the total order, and providing for revising the metric used to measure quantity of licenses, you retain flexibility for future operationally driven changes.  For example, if you execute a Named User license, and establish that 100 Named Users equals 1 Processor License with the ability to recast your licensing on that ratio in the future, you establish the ability to change as needed in the future.
Another method sought is to establish the “List Value” of the software procured at time of the order, and retain the right to utilize the same amount of the same software (under a different licensing metric) in the future.  This is a concession that may be very difficult to obtain from the Vendor/Publisher, and may be meaningless in some situations, but may be extremely important in others.
	

	License Type
	++
	Ensure that you are obtaining the type of software license that best benefits your requirements.
	Software is generally sold under one of three models; Perpetual Licenses, Term (Annual) Licenses, or Software as a Service (SaaS).
Perpetual licenses provide for perpetual use, and often are entitled to updates and upgrades provided annual maintenance/support continues to be paid.  This model is best for situations where long- term requirements exist, current budget is available to procure the perpetual licenses, and there appears to be little or no chance of replacement software or systems required in the future.
Term licenses (often annual term) are best when an organization is first implementing a system, with sufficient possibility that they may change systems in the future, or when budgetary constraints make is wise to pay (often more on a TCO basis) over time instead of up-front.
SaaS licensing is best when an organization wants to procure an all encompassing solution, and does not want to manage the individual issues or components of the solution.  A perfect example of this in the commercial world is payroll outsourcing.  Like term licensing, it is a periodic purchase, with annual fees paid for as long as the service is required.
	

	License Usage Restrictions
	+++
	Ensure you know any license restrictions and they do not compromise current or future requirements.
	The Vendor/Published may grant significant discounts on a sale if the license can be restricted for a defined use.  Two of the more common restrictions are restrictions on who can use the license (organizational restrictions) and/or for what requirements the license can be used.
Often the Vendor/Publisher will try to restrict the use to the smallest organization possible (i.e. – F/A 18 Business/Financial Program Office at Pax River).  It is incumbent on us to identify current and potential requirements of the organization, and ensure our usage rights are expanded to support the mission.  For example, using the above scenario, we might need to expand usage to the entire F/A-18 Program Office (not just Business Financial Office, beyond Pax River, to all NAVAIR elements that support the F/A-18 Program, etc.).
It will be difficult and potentially extremely expensive to expand usage beyond the mission, to where it appears as if the licenses have extensive transferability (i.e. – to the United States Navy or the Department of Defense), but we must make sure that people and processes supporting our mission can utilize the licenses.
The second common restriction (often granted when we demand lower pricing than the vendor is willing to negotiate for unrestricted licenses) is limitations of requirements that the license can support.  For example, if we are building a logistics system, and we do not plan on using the licenses for anything other than the logistics system, we can likely negotiate a very good price on “Application Specific” licenses limited to the logistics system.   Understand that the license agreement/contract will specifically identify the only requirements that can use this license.
However, if you later need these licenses to support other requirements, for example a personnel tracking system, you will either need to buy additional licenses (perhaps again “Application Specific”) or upgrade your existing logistics system licenses to enable use on the personnel tracking system.
It is highly advisable to avoid application specific licenses unless they make very good financial sense, and in those cases pre-negotiate (in the initial contract) the right to add a second application or convert to full use licenses at specified dollar amounts.  This way, you will know your costs in advance while not being backed into a position in the future when you have little negotiation leverage and immediate need for license use.
	

	Use of Existing Contract Vehicles
	+
	Use existing contracts as your starting point on all Enterprise Software Acquisitions.
	It is safe to assume that your pending purchase is not the first acquisition of this software by the Federal Government, DoD, or Agency.  For most commonly used software, there are existing contracts (GSA Schedule, ESI, SmartBUY, etc) with the software items on contract.
These contracts serve as invaluable resources when planning and executing enterprise software acquisition.  Among the most valuable features are 1) Pre-Negotiated pricing which reflects at least  some basic level of discount , 2) Existing Terms and Conditions which can at least serve as a starting point for your acquisition, and 3) some record of prior transactions which can potentially be used for benchmarking.
	

	Perform Benchmarking of Similar Acquisitions
	+++
	Review executed transactions of a similar nature to establish a competitive range, best value range, and negotiations targets for pricing and Ts & Cs.
	While all enterprise software acquisitions have unique elements, reviewing concluded negotiations and executed contracts/orders will yield extremely valuable benchmark information.
It is unlikely that an exact match exists, but establishing benchmarks for pricing, terms, conditions, and licensing information will enable you to establish positions on those items and be much better prepared to enter negotiations.
Much like in your personal life when you use online buying guides (for automobiles for example), an educated buyer is best prepared to achieve best value.
	

	Understanding Vendor/Publisher’s

Viewpoint
	++
	Know the issues where the Vendor/Publisher has flexibility to negotiate and the issues where there is limited or no flexibility.

Use this knowledge to structure your negotiation strategy/plan.
	There are several Terms and Conditions in which the Vendor/Publisher will offer little or no flexibility, as the value of the transaction drops dramatically if they accept these Ts & Cs.
Additionally, there are a few Ts & Cs that the Vendor/Publisher will never accept (unlimited intellectual property rights, unlimited liability, etc.).
Structure your negotiation strategy to achieve your requirements while conceding the items you will never achieve.  Understand the cost trade-off on those items that you may achieve, but at significantly higher price.
	

	Contingencies and Performance Guarantees
	+++
	Understand the Contingencies and Performance guarantees that make a Vendor/Publisher unwilling to extend significant discounts.

Ensure you really must have these items before planning negotiations and budgeting for a higher- priced acquisition.

When acquiring licenses and services from the same Vendor/Publisher, avoid tying performance of specific services or system elements to  return or refund  rights on the software.
	Although part of Understanding the Vendor/Publisher’s Viewpoint, Understanding the Contingencies and Performance guarantees that make a Vendor/Publisher unwilling to extend significant discounts is worthy of specific discussion as it is a frequently occurring issue.
Vendors/Publishers typically guarantee that the software performs to the standards set forth in their documentation.   Requiring specific product guarantees may make the transaction meaningless (or at least much less important) to the Vendor/Publisher.  Ensure any product performance guarantees are absolutely needed and plan your acquisition and budget accordingly.
If a Vendor/Publisher is performing services as part of the contract, and the license sale is tied to the performance of the services (return rights, performance guarantees, payment tied to system acceptance, etc.), the Vendor/Publisher can’t recognize the revenue of the sale until all service guarantees are met and documented as accepted.
This makes the sale much less attractive to the Vendor/Publisher, and thus they are not willing to extend significant discounts in this situation.
If systems acceptance or performance guarantees are required of the license Vendor/Publisher, prepare for a significantly higher-priced acquisition.
	

	Annual Support/Software Maintenance
	++
	As much as possible, identify current and future annual maintenance /support fees.

Identify future escalation, and identify (as part of TCO) the cost of supporting and/or maintaining acquired licenses not yet deployed (shelf-ware).
	Recurring Software Maintenance /Annual Support is likely the most expensive item when viewing an enterprise software acquisition along Total Cost of Ownership (TCO) or Life Cycle Cost Estimate (LCCE) parameters.
Typically, annual support/maintenance is somewhere between 15% and 25% of license fees (more commonly 18% - 23%).  With escalation, and a ten or fifteen year life cycle, it is easy to see how annual support/maintenance can dwarf the initial acquisition cost.
When acquiring enterprise software, attempt to get firm contractual commitments on as many out-years of support/maintenance as possible.  The point in time when we execute the initial Contract is our time of maximum negotiation leverage, and we should take full, businesslike advantage of this opportunity.
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