
Bidding on a Contract 
The concept of bidding on a govern-
ment contract is deceptively simple. A 
contractor is looking for work. The 
government has a job that needs to be 
done, and issues a request for proposal 
(RFP) describing what they want. The 
contractor estimates what it will cost 
to perform the work, and submits a 
proposal, which includes a bid. If the 
government accepts the proposal and 
the price tag, the contractor wins the 
contract.  

Increasing Your Chances 
Bidding on a contract is serious busi-
ness, with costs anywhere between $1 
million and $5 million to bid on a $50 
million or $100 million contract. A 
contractor needs to know everything 
possible about the program, and have 
high confidence that its bid will win. 

Because government contracting is 
competitive, each contractor looks for 
ways to make its bid stand out from 
others as more attractive—to increase 
its likelihood of winning. One ap-
proach is to underbid the contract—
that is, bid less than the amount the 
contract will actually cost to perform. 
To do this, the contractor must find out 
how much money the government has 

planned to spend on the work. This is 
sometimes accomplished through per-
sonal networking. In our example 
case, one PMO staffer said, “The re-
tired acquisition program manager, 
who is now with the contractor, can 
call his buddy at the acquisition pro-
gram, and find out the program dura-
tion and available funding.”  

Also, contractors have access to de-
scriptive summaries and can get a feel 
for the overall program; and they 
may  know the value of  related con-
tracts. Budget information, including 
funding requirements and profiles, is 
also often included in the RFP. 

Often the contractor collects enough 
information about the program that 
they can decide in advance whether to 
bid for it.  

Making an Underbid Pay Off 
When a program is underbid and won, 
regardless of the intent, the program 
now has inadequate funding to com-
plete the planned work. Naturally, this 
leads to shortened schedules or under-
staffing, which may cause schedule 
slips or pressure, and quality short-
falls. To pay for these, the contractor 
will want to find a way to “recover” 
the money that was “lost” from the 
underbid. This can be accomplished in 
various ways.  

Acquisition Archetypes
Underbidding the Contract 

With cost-plus contracts, a  contractor 
may be able to make the money up on 
the award fees and incentive fees. In a 
cost-plus contract environment, a 
schedule slip is tantamount to receiv-
ing additional funding. Alternatively, 
the use of engineering change propos-
als (ECPs) (work not included in the 
original contract) that feed off re-
quirements scope creep can direct 
extra incremental revenue to the con-
tractor.  

Another approach may be to make 
back the money lost on the develop-
ment contract in the production con-
tract—where a large portion of the 
funding resides. The government may 
be unhappy with these actions, but 
unless it is willing to expend great 
effort it is largely locked into continu-
ing to work with the contractor to 
complete the contract. 

Changing Counterproductive  
Behaviors in Real Acquisitions 

“Bad programs are 
good business–  

at least for those  
willing to work  

that way.” (Continued on page 2) 

The contractor will 
want to find a way to 
“recover” the money 
that was “lost” from 

the underbid. 



• Provide comprehensive technical detail in the RFP and 
conduct a thorough technical evaluation of the propos-
als to ensure that the contractor has a detailed under-
standing of the effort involved.  

• Double check the given estimate against the work pro-
posed.  

• Be suspicious of a low bid during source selection 
based on the bid price compared to the independent 
government estimate (although it may be difficult to 
confirm until development).  

If the PMO determines a substantial underbid has likely 
been made, the PMO needs to act to establish a new, more 
accurate baseline cost estimate, communicate this new real-
ity to executive management, and choose a way to proceed. 
The options here can range from restructuring the contract 
(from the incentives to the production contracts) to termi-
nating it altogether, and may depend in part on the degree 
of culpability that the PMO assigns to the contractor.  

Breaking The Pattern 

Underbidding the Contract is an archetype whose 
behavior may occur across multiple programs. The 
use of this strategy evolves over time, and a rein-
forcing behavior sets in that increases the likeli-
hood of underbidding. Contractors who underbid 
find that they can both win contracts and make the 
underbids actually work: when cost, schedule, and 
quality problems emerge later, the contractor re-
ceives additional funding and schedule relief to 
allow it to complete the job. This encourages other 
contractors to underbid the next program they  
compete for. This pattern can result in negative out-
comes, such as confrontation, between the govern-
ment program office and the contractor. However, 
the money that the contractor generates may be 
enough to compensate. In short, this may be a vi-
able (if fundamentally flawed) business model—
“bad programs are good business,” at least for 
firms willing to work that way. If underbidding is 
allowed to flourish, some competitors lose incen-
tive to produce accurate bids, because by doing so 
they will not win contracts, and may ultimately go 
out of business. 

It is difficult to attack underbidding by tightening  
ECPs. ECPs are commonplace due to changing 
environmental and technological factors, and aren’t 
likely to be viewed with suspicion, since the tech-
nology will advance and offer new potential capa-
bilities that were previously unimagined. Stake-
holders  learn more about what the system as speci-
fied will do, versus what it could do—and invaria-
bly want it to do more.  

The motivation underlying this archetype is varied. From an 
innocent perspective, if the program’s complexity is underes-
timated, then the cost and schedule will likely be underesti-
mated, as there will be unforeseen technical problems. How-
ever, this doesn’t explain why underbidding and its attendant 
issues occur so frequently in acquisition programs—an obser-
vation which points to underbidding as an intentional re-
sponse to the acquisition contracting process. 

 

Breaking this pattern completely is not the responsibility of a 
single PMO, nor could it be solved by a single PMO. How-
ever, the PMO still needs to take action to try to prevent it 
from occurring, because the downstream effects of underbid-
ding on their program will still be highly damaging. 

To minimize the likelihood of an underbid, the PMO needs to 
do the following:  

• Make bid price a lower priority consideration compared 
to the total value offered by the contractor’s proposal.  

 

.  

The Bigger Picture 

Acquisition Archetypes is an exploration of patterns of failure in software 
acquisition using systems thinking concepts. It is published by the Acqui-
sition Support Program of the Software Engineering Institute.  
 
For more information, visit http://www.sei.cmu.edu/programs/acquisition-
support/  
 
Copyright 2008 Carnegie Mellon University. 

A Causal Loop Diagram of the Underbidding Effect  

(Continued from page 1) 

System variables (nodes) affect one another (shown by arrows): Same means 
variables move in the same direction; opposite means the variables move in 
opposite directions.   Balancing loops converge on a stable value; Reinforcing 
loops are always increasing or always decreasing. Delay denotes actual time 
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