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A.
TYPES OF CONTRACTS

Selecting the contract type may be a matter for communication and requires the exercise of sound judgment. Communication regarding the contract type and price are closely related and should be considered together. The objective is to choose a contract type and price (or estimated cost and fee) that will result in reasonable contractor risk and provide the contractor with the greatest incentive for efficient and economical performance. The members of the integrated product team/product team IPT

/PT shall, to the extent possible, strive to assess and discuss risks and to make clear the requirements, terms, and conditions between the parties of the contract.  Contract terms and conditions shall be reasonable to both the FAA and the contractor. Performance requirements shall be realistic, manageable, and within the control of the parties to the contract.

1.
Fixed- Price

Fixed-price types of contracts provide for a firm price or, in appropriate cases, an adjustable price.  Fixed-price contracts providing for an adjustable price may include a ceiling price, a target price (including target cost), or both.  Unless otherwise specified in the contract, the ceiling price or target price is subject to adjustment only by operation of contract clauses providing for equitable adjustment or other revision of the contract price under stated 
circumstances.

	
	FIRM FIXED PRICE
	FIXED PRICE WITH ECONOMIC PRICE ADJUSTMENT
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	1. Provides for a price that is not subject to change regardless of the actual costs incurred by the contractor after award.

2. Places maximum risk upon the contractor and full responsibility for all costs and resulting profit or loss with maximum incentive to control costs and perform effectively.

3. Imposes minimum administrative burden upon the contracting parties.


	1. Same as fixed price, except provides for an upward or downward revision of the stated contract price based on the occurrence of specific conditions specified in the contract.  Adjustments are of three general types:

 a.  Established prices.  Increases or decreases from an agreed upon level in published or otherwise established prices of specific items or the contract end items.  Normally restricted to industry-wide contingencies. 

 b.  Actual costs of labor or material.  Increases or decreases in specified costs of labor or material that the contractor actually experiences during contract performance. Should be limited to contingencies beyond the contractor’s control.

 c.  Cost indexes of labor or material.  Increases or decreases in specified costs of labor or material cost standards or indexes that are specifically identified in the contract.
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	1.  performance risk can be reasonably predicted or where risk is minimal 

2.  for commercial items or commercial-type products or other supplies or services on the basis of reasonably definite functional or detailed specifications.

3.  available cost or pricing information permits realistic evaluation of probable costs of performance or the CO can establish fair and reasonable prices at the outset.

4.  the contractor is willing to accept a firm fixed price representing assumption of the risks involved.


	There is considerable doubt concerning the stability of the market or labor conditions that will exist during an extended contract period (i.e., during periods of high or significant fluctuations in inflation), and where the performance period is greater than one year.
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	1. contractor is responsible for cost control and

associated risks.

2. careful evaluation of project requirements and the offeror's price proposal shall be made to ensure a meeting of the minds and ensure price does not include excessive allowance for risk.


	1.  Risk for contractor reduced.

2.  Important to ensure that the contingency (typically an index published by the Bureau Of Labor Statistics) is a reliable indicator of the contractor's probable changes in cost.  For example, the Employment Cost Index (ECI) is generally preferable to the Consumer Price Index (CPI‑U) if labor costs are the primary component of the contractor's price.

3.  Should not be used unless it is necessary either to protect the contractor and the FAA against significant fluctuations in labor or material costs.

4.  In contracts that do not require submission of cost or pricing data, the CO should obtain adequate information to establish the base level from which an adjustment may be made and may require verification of data submitted. 


2.
Fixed-Price Incentive
Incentive contracts are designed to obtain specific acquisition objectives by establishing reasonable and attainable targets that are clearly communicated to the contractor.  Most incentive contracts include only cost incentives, which take the form of a profit or fee adjustment formula and are intended to motivate the contractor to effectively manage costs.  No incentive contract should provide for other incentives without also providing a cost incentive (or constraint).

	
	FIXED-PRICE INCENTIVE
	FIXED PRICE INCENTIVE

(FIRM TARGET)
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	1. Provides for adjusting profit and establishing the final contract price by application of a formula based on the relationship of total final negotiated cost to total target cost. 

2.  The final price is subject to a price ceiling, negotiated at the outset.  the two forms of fixed-price incentive contracts are firm target and successive targets.


	1.  Specifies a target cost, a target profit, a price ceiling (but not a profit ceiling or floor), and a profit adjustment formula.  These elements are negotiated at the outset.

2.  Price ceiling is the maximum that may be paid to the contractor, except for any adjustment under other contract clauses. 

3.  When performance is completed, the parties negotiate the final cost, and the final price is established by applying the formula.
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	1. a firm-fixed price is not suitable; 

2. the nature of the supplies or services being acquired and other circumstances of the acquisition are such that the contractor’s assumption of a degree of cost responsibility will provide a positive profit incentive for effective cost control and performance;

3. the performance requirements provide a reasonable opportunity for the incentives to have a meaningful impact on the contractor’s management of the work, if the contract also includes incentives on technical performance and/or delivery.

4.  billing prices are established as an interim basis for payment.  These billing prices may be adjusted, within the ceiling limits, upon request of either party to the contract, when it becomes apparent that the final negotiated cost will be substantially different from the target cost.


	1.  the contractor’s accounting system is adequate for providing data to support negotiation of final cost and incentive price revision.

2.  adequate cost or pricing information for establishing reasonable firm targets is available at the time of initial contract negotiation.  
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	1.  Places maximum risk upon the contractor and full responsibility for all costs and resulting profit or loss with maximum incentive to control costs and perform effectively.

2. The final price is subject to a price ceiling, negotiated at the outset. See guidance on Firm Target and Successive Target contracts for additional considerations.


	1. Profit varies inversely with the cost, therefore this contract type provides a positive, calculable profit incentive for the contractor to control costs.

2. If the final negotiated cost exceeds the price ceiling, the contractor absorbs the difference as a loss.

3.  The CO should specify in the contract schedule the target cost, target profit, and target price for each item subject to incentive price revision.




	
	FIXED-PRICE INCENTIVE (SUCCESSIVE TARGETS)
	FIXED PRICE AWARD FEE



	D 

E 

S

C

R

I

P

T

I

O

N
	1.  Specifies the following elements, all of which are negotiated at the outset.

   -initial target cost.

   -initial target profit.

 -initial profit adjustment formula

   -the production point 

   -a ceiling price 

2.  The profit adjustment formula to be used for establishing the firm target profit, includes a ceiling and floor for the firm target profit.


	1.  provides for a price not subject to any adjustment on the basis of the contractor’s actual costs in performing the contract and for a fee consisting of an award amount that the contractor may earn in whole, in part, or not at all during performance.

2.  award fee is sufficient to provide motivation for excellence in such areas as quality, timeliness, etc.

3.  the amount of the award fee to be paid is determined by the FAA’s judgmental evaluation of the contractor’s performance in terms of the discriminators stated in the contract.  This determination is made unilaterally by the FAA and is not subject to the “Disputes” clause. 
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	1. available cost or pricing information is not sufficient to permit the negotiation of a realistic firm target cost and profit before award.

2. sufficient information is available to permit negotiation of initial targets

3. there is reasonable assurance that additional reliable information will be available at an early point in the contract performance so as to permit negotiation of either a firm-fixed price or firm targets and a formula for establishing final profit and price that will provide a fair and reasonable incentive.

4.  the contractor’s accounting system is adequate for providing data for negotiating firm targets and a realistic profit adjustment formula, and negotiation of final costs.

5.  Cost or pricing information adequate for establishing a reasonable firm target cost is reasonably expected to be available at an early point in contract performance.


	1.  the work can be sufficiently defined to permit the use of a fixed-price contract and the CO believes the FAA can benefit by providing added incentives to encourage the contractor to perform beyond the minimum contract requirements.

2.  the additional administrative effort and cost required to monitor and evaluate performance are justified by the expected benefits.

3.  multiple offices or functions may be support by the contract. 
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	1.  initial profit adjustment formula normally provides for a lesser degree of contractor cost responsibility than would a formula for establishing final profit and price.  

2. a ceiling price is the maximum that may be paid to the contractor, except for any adjustment under other contract clauses.

3.  When the specified production point is reached, the parties negotiate the firm target cost giving consideration to cost experience under the contract and other pertinent factors.  The firm target profit is established by the stated formula.  The parties may then negotiate a firm-fixed price, using the firm target cost plus the firm target profit as a guide; OR negotiate a formula for establishing the final price using the firm target cost and firm target profit.  The final cost is then negotiated at completion, and the final profit is established by the formula, as under the fixed-price (firm target) contract.


	1. probable profit included in the fixed price when establishing the award fee.

2. contract contains an award fee determination plan which discusses the method the FAA will use to determine how much of the award fee may be paid to the contractor.  The following topics are recommended:

  a.  performance discriminators (describes the specific areas of performance to be evaluated, and the weighting given to each area).

     b.  frequency of evaluations, total award fee, and amount of fee allocated per performance evaluation period.

    c.  process for making changes to the plan.

   d.  termination (describes how the final period of evaluation will be treated should the contract be terminated.




	
	FIRM-FIXED PRICE, LEVEL-OF-EFFORT TERM 
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	1.  requires contractor to provide a specified level of effort, over a stated period of time, on work than can be stated only in general terms and the FAA to pay the contractor fixed dollar amount.

2.  Suitable for investigation or study in a specific research and development area.  The product of the contract is usually a report showing the results achieved through application of the required level of effort. 
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	1. the work required cannot otherwise be clearly defined.

2. the required level of effort is identified and agreed upon in advance.
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	1. there is reasonable assurance that the intended result cannot be achieved by expending less than the stipulated effort.

2.  payment is based on the effort expended rather than the results achieved.


	


3.
Cost-reimbursement 

Cost-reimbursement  type contracts provide for payment of allowable incurred costs, to the extent prescribed in the contract.  These contracts establish an estimate of total cost for the purpose of obligating funds and establishing a ceiling that the contractor may not exceed (except at it own risk) without the approval of the contracting officer.  Cost-reimbursement contracts are suitable for use when uncertainties involved in contract performance do not permit costs to be estimated with sufficient accuracy to use any type of fixed-price contract.

	
	

	



	
	COST


	COST-SHARING
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	1. a cost-reimbursement contract in which the contractor receives no fee.
	1.  a cost-reimbursement contract in which the contractor receives no fee and is reimbursed only for an agreed-upon share of its allowable costs.
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	1. research and development work, particularly with nonprofit educational institutions or other nonprofit organizations, and for facilities contracts.

2.  the contractor’s accounting system is adequate for determining costs applicable to the contract

3.  the uncertainties involved in contract performance do not permit costs to be estimated with sufficient accuracy to use a fixed price contract

4.  the total value of the contract is high enough to justify the higher administrative costs when compared to other contract types.


	1.  the contractor agrees to absorb a portion of the costs, in the expectation of compensating benefits.

2.  the contractor’s accounting system is adequate for determining costs applicable to the contract          

3.  the uncertainties involved in contract performance do not permit costs to be estimated with sufficient accuracy to use a fixed price contract

4.  the total value of the contract is high enough to justify the higher administrative costs when compared to other contract types.      
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	1.  appropriate FAA surveillance during performance will provide reasonable assurance that efficient methods and effective cost controls are used.

2.  verifiable cost information is available

3.  a ceiling price which the contractor may not exceed without the CO’s approval
	1.  appropriate FAA surveillance during performance will provide reasonable assurance that efficient methods and effective cost controls are used.

2.  verifiable cost information is available

3.  a ceiling price which the contractor may not exceed without the CO’s approval




	
	COST-PLUS-INCENTIVE-FEE
	COST-PLUS-AWARD FEE
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	1.  provides for the initially negotiated fee to be adjusted later by a formula based on the relationship of total allowable costs to total target costs.

2.  specifies a target cost, target fee, minimum and maximum fees, and a fee adjustment formula.

3.  after contract performance, the fee payable to the contractor is determined in accordance with the formula.
	1.  provides for a fee consisting of a base amount fixed at inception of the contract and an award amount that the contractor may earn in whole or in part during performance and that is sufficient to provide motivation for excellence.

2.  the amount of the award fee to be paid is based on the FAA’s judgmental evaluation of the contractor’s performance.  This determination is made unilaterally by the FAA and is not subject to the “Disputes” clause.
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	1.  a cost-reimbursement contract is necessary and a target cost and fee adjustment formula can be negotiated that are likely to motivate the contractor to manage effectively.

2.  development and test programs are required

3.  technical performance incentives may be included and it is highly probable that the required development of a major system is feasible and the FAA has established its performance objectives, at least in general terms.
	1.  the uncertainties involved in contract performance do not permit costs to be estimated with sufficient accuracy to use a fixed-price contract.

2.  the total value of the contract is high enough to justify the higher administrative costs when compared to another contract type.

3.  the contractor’s accounting system is adequate for determining costs.

4.  the work to be performed is such that it is neither feasible nor effective to devise predetermined objective incentive targets applicable to cost, technical performance, or schedule.

5.  the likelihood of meeting acquisition objectives will be enhanced by using a contract that effectively motivates the contractor toward exceptional performance and provides the FAA with the flexibility to evaluate both actual performance and the condition under which it was achieved.
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	1.  the fee adjustment formula provides, within limits, for increases in fee above target fee when total allowable costs are less than target costs and decreases in fee below target fee when total allowable costs exceed target costs.

2.  the increase or decrease is intended to provide an incentive for the contractor to manage the contract effectively.

3.  when total allowable cost is greater than or less than the range of costs within which the fee-adjustment formula operates, the contractor is paid total allowable costs, plus the minimum or maximum fee.

4.  the fee adjustment formula should provide an incentive that will be effective over the full range of reasonably foreseeable variations from target cost.  

5.  if a high maximum fee is negotiated, the contract shall also provide for a low minimum fee that may be a zero fee or, in rare cases, a negative fee.


	1.  a ceiling price which the contractor may not exceed without the CO’s approval is included.

2.  costs are determined in accordance with the FAA Cost Principles

3.  contractor’s accounting system is adequate for determining costs applicable to the contract.

4.  contract contains an award fee determination plan which discusses the method the FAA will use to determine how much the award fee will be paid.

5.  General topics of an award fee plan:

  -performance discriminators

  -frequency of evaluations, total award fee, and amount of fee allocated per performance evaluation period

  -process for making changes to the plan

   -termination (describes how the final period of evaluation will be treated should the contract be terminated).

6.  number of evaluation criteria and the requirements they represent may differ widely among contracts.  The criteria and rating plan should motivate the contractor to improve performance in the areas rated, but not at the expense of a least minimum acceptable performance in all other areas.

7.  provide for evaluation at stated intervals during performance, so that the contractor is periodically informed of the quality of its performance.  

8.  Partial payment of fee should generally correspond to the evaluation periods.




	
	
	


	
	COST-PLUS-FIXED FEE
	COST-PLUS-PERCENTAGE-OF-COST
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	1.  provides for payment to the contractor of a negotiated fee that is fixed at the inception of the contract.

2.  the fixed fee does not vary with actual cost, but may be adjusted as a result of changes in the scope of work to be performed under the contract. 

3.  typically written in either completion form or term form.

4.  permits contracting for efforts that might otherwise present too great a risk to contractors, but it provides the contractor only a minimum incentive to control costs.
	THIS CONTRACT TYPE IS NOT ALLOWED IN THE FAA.
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	1.  the uncertainties involved in contract performance do not permit costs to be estimated with sufficient accuracy to use a fixed-price contract.

2.  the total value of the contract is high enough to justify the higher administrative costs when compared to another contract type.

3.  the contractor’s accounting system is adequate for determining costs.

4.  the level of effort required is unknown such as for the performance of research or preliminary exploration or study.

5.  the extra incentive of a cost plus award fee is not necessary, but payment of profit is still appropriate.
	DO NOT USE.
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	1.  a ceiling price which the contractor may not exceed without the CO’s approval is included.

2.  costs are determined in accordance with the FAA Cost Principles

3.  contractor’s accounting system is adequate for determining costs applicable to the contract.

4.  the CPFF does not provide fee incentives for superior performance.

5.  generally less costly to administer from an administrative standpoint than CPAF.

6.  may be completion or term.  Completion form is preferred because of the differences in obligation assumed by the contractor.  This forms states a definite goal or target and specifies an end product. If the work cannot be completed within the estimated cost, the FAA may require more effort, increase the estimated cost, but without increase in fee.

7.  if term is used the contract should provide a specific level of effort within a definite time period. If FAA considers performance satisfactory the fixed fee is payable at the expiration of the agreed upon period. 
	



4.
Indefinite Delivery
a.
There are three types of indefinite delivery contracts: (1) definite quantity; (2) requirements, and (3) indefinite-quantity.  The appropriate type of indefinite-delivery contract may be used to acquire supplies and/or services when the exact times and/or exact quantities of future deliveries are not known at the time of contract award.  

b.
Task orders may also be placed for services under the terms and conditions of an indefinite delivery contract or agreement.  Task orders are typically used where the scope of work can be generally defined in the indefinite delivery contract or agreement, but there is some uncertainty regarding the individual orders to be placed or tasks to be performed.  Delivery orders or task orders may be issued throughout the year up to the limit of the obligated amount.  For items or task for small dollar amounts, the negotiations are typically brief with items delivered or the task completed within a few days or weeks.  The requisitioner is encouraged to submit a funded purchase request at the beginning of each contract year with the funds being obligated by the contracting officer on the  agreement.  For higher dollar and more complex orders, the negotiations are typically more extensive.  Because of the low volume and individually high dollar value of this activity, the requisitioner is encouraged to submit a funded purchase request for each order.

	
	INDEFINITE DELIVERY

(General)
	DEFINITE QUANTITY 
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	1.  establishes a firm commitment to accept and deliver any order for specific supplies and/or services ordered within the term of the contract.

2.  permits flexibility in both quantity and delivery time, and ordering of products or services after requirements materialize.


	1.  provides for delivery of a definite quantity of specific supplies or services for a fixed period, with deliveries or performance to be scheduled at designated locations upon order.
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	1.  the exact times and/or exact quantities of future deliveries are not known at the time of contract award.

2.  the FAA wants a firm commitment from the contractor to accept all orders placed in accordance with the contract terms.

3.  Market conditions indicate it would be in the FAA’s best interest to have fixed contract prices.


	1.  it can be determined in advance that a definite quantity of supplies or services will be required during the contract period and the supplies or services are regularly available or will be available after a short lead time.

2.  the FAA’s total requirements are known but the delivery schedule or locations are not known in advance.
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	1.  may provide for any appropriate cost or pricing arrangement.  Cost or pricing arrangements that provide for an estimated quantity of supplies or services (e.g., estimated number of labor hours) must comply with the appropriate cost and pricing procedures.

2.  Prices remain fixed for the duration of the contract unless specific provisions are included for price adjustments.

3.  a separate public announcement is not required for orders placed under a requirements or indefinite quantity contract.

4.  contract schedule should include the names of the activities authorized to issue orders.

5.  the contract may include provisions for placing oral, electronic, and/or facsimile orders.  Funds should be properly  obligated and oral orders confirmed in writing.


	1.  limits the FAA’s and the contractor’s obligation to the quantity specified in the contract.

2.  may also contain provisions to order option quantities.




	
	INDEFINITE QUANTITY


	REQUIREMENTS
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	1.  limits the FAA’s obligation to the minimum quantity specified in the contract.

2.  provides for the delivery of an indefinite quantity within stated limits, of specific products or services during a fixed period; with deliveries to be scheduled by placing orders with the contractor.

3.  also known as a delivery order contract.
	1.  provides for filling all actual product or service requirements of designated government activities during a specified period with delivery or performance scheduled by placing orders with the contractor.

2.  funds are obligated by each delivery order, not by the contract itself.

3.  also known as a delivery order contract.
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	1.  the FAA cannot predetermine, above a specified minimum, the precise quantities of supplies or services that will be required during the contract period.

2.  it is inadvisable for the FAA to commit itself for more than a minim quantity.

3. a recurring need is anticipated.

4  funds for other than the stated minimum quantity are obligated by each delivery order, not by the contract itself.


	1.  the FAA anticipates recurring requirements but cannot predetermine the precise quantities of products or services that designated FAA activities will need during a definite period.

2.  the SIR and resulting contract states a realistic estimated total quantity.

3.  the estimate is based on the most current information available such as previous requirements or consumption. 
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	1. the schedule of items should include a realistic estimate of total orders to be placed during the contract term.

2.  contract may include a maximum or minimum quantities that the FAA may order under delivery order and the maximum that it may order during a specific period of time.

3.  the contract should contain a minimum quantity of supplies or services the contractor may be required to deliver, if ordered. The minimum quantity should be more than nominal but should not exceed the amount the FAA is fairly certain to order. 

4.  making multiple awards may be beneficial.  In making this determination the CO should exercise sound business judgment as part of acquisition planning. 

The administrative cost of multiple contracts may outweigh any potential benefits.

5.  if multiple awards are anticipated, include notice to offerors.
	1.  estimated requirements are not a representation to an offeror or contractor that the estimated quantity will be ordered, or that conditions affecting requirements will be stable or normal.

2.  contract may include a maximum limit of the contractor’s obligation to deliver and the FAA’s obligation to order.

3.  contract may specify minimum/maximum quantities that the FAA may order under each individual order and the maximum it may order during a specified period of time.

4.  if contract is to acquire work on exiting FAA property (e.g., repair, modification or overhaul), the schedule should specify that the failure of the FAA to furnish such items in the amounts or quantities described in the schedule as ‘estimated’ or ‘maximum’ will not entitle the contractor to any equitable adjustment in price under the FAA property clause of the contract.




5.
Time-and-materials, Labor-hour
A time-and-materials (T&M) or labor-hour contract provides for acquiring supplies or services on the basis of direct labor hours at specified fixed hourly rates.  Material costs and material handling costs and travel expenses may also be included for the materials portion of the T&M contract
	
	

	


	
	TIME-AND-MATERIALS


	LABOR-HOUR
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	1.  provides for acquiring supplies or services on the basis of direct labor hours at specified fixed hourly rates that include wages, overhead, general and administrative expenses, and profit; and materials at cost, including, if appropriate, material handling costs as part of material costs.

2. T&M contracts include a contract ceiling limitation which the contractor may not exceed without approval of the FAA.

3.  provides no positive profit incentive to the contractor for cost control or labor efficiency.  


	1.  a variation of the time-and-materials contract,

2.  materials are not supplied by the contract.
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	1.  it is not possible at the time of placing the contract to estimate accurately the extent or duration of the work or to anticipate costs with any reasonable degree of confidence.

2.  material handling costs includes only costs clearly excluded from the labor-hour rate.  Material handling costs may include all appropriate indirect costs allocated to direct materials in accordance with the contractor’s usual accounting procedures.

 
	1.  See Time-and-Materials
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	1.  include a ceiling price which the contractor may not exceed without the CO's approval.

2.  costs for materials, travel, and subcontracts are compensable only if the contract specifically provides for such costs.  Such costs are reimbursable at cost (excluding profit), except that a material handling fee is allowed if 

materials are being purchased.

3.  when the nature of the work to be performed requires the contractor to furnish material that it regularly sells to the general public in the normal course of its business, the contract may provide for charging material on a basis other than at cost if:

  -the estimated material does not exceed 20% of the estimated contract price;

  -the material is so identified in the contract;

  -no element of profit or material so charged is included as profit in the fixed hourly labor rates; and

  -the contract provides that the price to be paid for such material shall be based on an established catalog or list price (in effect when material is furnished , less all applicable discounts to the FAA); and

  -in no event should the price exceed the contractor’s sales price to its most-favored customer for the same item in like quantity, or the current market price, whichever is lower.

4.  appropriate FAA surveillance of contractor performance is required to give reasonable assurance that efficient methods and effective cost controls are being used.
	1. include a ceiling price which the contractor may not exceed without the CO's approval.

2.  costs for travel and subcontracts are compensable only if the contract specifically provides for such costs.  Such costs are reimbursable at cost (excluding profit).

3. appropriate FAA surveillance of contractor performance is required to give reasonable assurance that efficient methods and effective cost controls are being used.





6.
Letter and Ceiling Priced Contracts
A letter contract is a preliminary contractual instrument that authorizes the contractor to begin immediately manufacturing supplies or performing services subject to negotiating a definitive contract.  A letter contract should not be used for contract modifications.   A ceiling priced contract is intended to authorize the contractor to begin immediately manufacturing supplies or performing services and to establish the process for final agreement on the 

contract price (or estimated cost plus fixed fee).

a.
Reporting.  The Undefinitized Letter Contract Report (ULCR) and Not-to-Exceed (NTE) Report are designed to report status information to the Office of Acquisitions.  For reporting purposes, “NTE” is considered synonymous with the terms “maximum equitable adjustment” and “ceiling price”, and refers to Change Orders which require subsequent definitization..


(1)
Report Features.  In the initial software version, the report will display milestones, original and revised projected completion dates, and actual completion dates, as applicable.  In addition, “alert” information will be automatically displayed for those letter contracts which have not been definitized within 180 days of their issuance, those modifications which have not been definitized by the predicted date, and for any modification or letter contract milestone (original or revised schedule, as appropriate) which is past its planned completion 
date  To view any report , at the main menu press the 3 key and follow the prompts.


(2)
Specific Reporting Procedures. Upon issuance of a letter contract, the Contract Specialist must enter the “ULCR” program from the main menu on the computer monitor using the Local Area Network (LAN).  When the ULCR/NTE logo appears, press the Enter Key.  Then select from the menu entries either “Undefinitized Letter Contract Report” or “Undefinitized Mods Report”, and press the Enter key.  Usually, the flashing Overdue alert screen will be displayed; if so, follow the prompts to view or print the overdue report or press the 3 key to exit the overdue menu and access the ULCR or NTE main menu.  At that Menu, follow the prompts for entering, editing or reporting.  Supply the information called for, including filling in all “planned dates and a “comment” entry.  [Note:  once the planned dates are entered, they may not be changed; but they may be updated in the “Revised” column.]  When finished entering data, press the Esc[escape] key to return to the main ULCR or NTE menu.  Then press 5 to exit the ULCR/NTE logo, press the Enter key to access the main reporting menu, then press 3 to exit DOS.

b.
The Contract Specialist should review the status weekly, and enter any appropriate information; do not merely enter a series of “no changes” (N/Cs).  To update the status of an undefinitized modification or letter contract, repeat the above steps through display of the main menu; then, press the 2 key to access the edit mode.  Next, enter appropriate updated information, including a comment.  You will then have an opportunity to save the update, exit without updating, or re-enter the information.

c.
Printing. To print any report, at the main menu press the 4 key (for “PRINT REPORTS”) to enter the print menu.  Four different reports are available as listed below:



(1)
Summary Report


(2)
Test Record Report


(3)
Historical Development Report


(4)
Overdue Undefinitized Report.    
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	1.  provides a preliminary authorization for the contractor to immediately begin work.

2.  includes identification of the requirement and a brief description of the work, a total amount for which the contractor shall be limited to expend and the FAA shall be required to pay; and the period of performance by the contractor.

3.  contractor agrees to be bound by the termination, changes and disputes provisions of the FAA Procurement System.

(sample attached)


	1.  a written contractual instrument that contains all the required provisions of the FAA procurement system, except for final agreement on the contract price (or estimated cost plus fee).  

2.  contains all requirements for performance and/or delivery.
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	1.  the FAA’s interests demand that the contractor be given a binding commitment so that work can start immediately and negotiating a definitive contract is not possible in sufficient time to meet the requirement.

2.  emergency or other special situations for limited amounts.

 
	1.  the FAA’s interests demand that the contractor be given a binding commitment so that work can start immediately and negotiating a definitive contract price (or estimated cost plus fixed fee) is not possible in sufficient time to meet the requirement.  

2.  the ceiling priced contract contains the maximum price (or estimated cost plus fee) to be negotiated; the contract type for the definitized contract; the maximum liability of the FAA pending definitization; a definitization schedule; and a provision which permits the CO to determine a reasonable price (or estimated cost plus fee), subject to appeal as provided in the disputes provisions of this document.
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	1.  should not be used to commit the FAA to a definitive contract in excess of the funds available at the time the letter contract is executed.

2.  should not be amended to satisfy a new requirement unless that requirement is inseparable from the existing letter contract.  Any such amendment is subject to the same requirements and limitations as a new letter contract.


	1.  use of a ceiling-priced contract  for a cost-reimbursement contract should not be construed to alter the obligation of the parties to complete performance of the cost type contract.

2.  the definitization schedule should include dates for submission of the contractor’s price proposal, required cost or pricing data, and, if required make-or-buy and subcontracting plans; a date for the start of negotiations; and a target date for definitization.

3.  the definitization should be completed within 180 days after the date of the ceiling-priced contract or before completion of 40% of the work to be performed, whichever occurs first.  


7.
Special Contracting Methods
The following highlights special contracting methodologies associated with the differing contract types.  These are not contract types within themselves, but may be applied as appropriate to any other contract types stated herein

a.
Multi-year Contracting.  A contract may be awarded on a multi-year basis for the acquisition of services or supplies. The multi-year provision is a  special contract provision to acquire known requirements in quantities and total cost for planned requirements up to five years even though the total funds ultimately to be obligated are not available at the time of contract award. 


(1)
Fixed-price and fixed-price incentive contracts for  the following services and items of supply related to those services may be procured using  multi-year provisions in the contract:



(a)
Operation, maintenance, and support of facilities and installations;



(b)
Operation, maintenance, and modification of aircraft, vehicles, and other highly complex equipment;



(c)
Specialized training requiring high quality instructor skills, including training of pilots and aircrew members and foreign language training; and



(d)
Base services, including ground maintenance, aircraft refueling, bus transportation, and refuse collection and disposal.


(2)
Multi-year provisions should not be used pro procure construction or real property.


(3)
Contract requirements are budgeted and financed for the program year for which they are authorized.  Funds are obligated only for the first year’s requirement, with succeeding years’ requirements funded annually.


(4)
If funds do not become available to support the succeeding years’ requirements, the agency must cancel the contract. Contracts awarded using multi-year provisions may contain a contract term allowing reimbursement of unrecovered non-recurring costs included in price for canceled items to protect the contractor against loss resulting from cancellation


(5)
Prices may be solicited both for the current one-year program requirement alone and for the total multi-year requirements.  Award may be made on whichever alternative offers the lowest unit price to the FAA.  


(6)
With respect to competitive contracting, award may be based only on price or price and other factors considered.   


(7)
Use of multi-year provisions is encouraged to take advantage of one or more of the following:



(a)
Lower costs;



(b)
Enhancement of standardization;



(c)
Reduction of administrative burden;



(d)
Substantial continuity of production or performance, thus avoiding annual startup costs, pre-production testing costs, make ready expenses, and phase out costs;



(e)
Stabilization of contractor workforces;



(f)
Avoidance of the need for establishing and ‘proving out’ quality control techniques and procedures for a new contractor each year;



(g)
Broadening the competitive base with opportunity for participation by contractors not otherwise willing or able to compete for lesser quantities, particularly in cases involving high startup costs; and



(h)
Provide incentives to contractors to improve productivity through investment in capital facilities, equipment, and advanced technology.


(8)
In determining to use multi-year provisions, the contracting officer should consider the following:



(a)
Will there be a continuing requirement consistent with current plans for the proposed contract period?  The minimum need for the item to be purchased is expected to remain substantially unchanged during the proposed contract period in terms of production rate, acquisition rate, and total quantities;



(b)
Providing the requirement will require a substantial initial investment in plant or equipment, or will incur a substantial contingent liability for assembling, training or transporting a specialized workforce; 



(c)
The contract will promote the best interests of the FAA by encouraging effective competition and promoting economies in operation.



(d)
The contract will promote the safety or efficiency of the national airspace system and will result in reduced total costs;



(e)
There is reasonable expectation that throughout the contemplated contract period the FAA will request funding for he contract at the level required to avoid contract cancellation;   



(f)
There is a stable design for the item to be acquired and the technical risks associated with such items are not excessive; and



(g)
The estimates of both the cost of the contract and the anticipated cost avoidance through the use of multi-year provisions are realistic.


(9)
Given the longer performance period associated with multi-year acquisition, consideration in pricing contracts should be given to the use of profit objectives comparable with risk and financing arrangements which reflect contractor cash flow requirements.


(10)
Multi-year contracts provide for the amortization  of certain costs over the entire contract quantity resulting in identical (level) unit prices for all items or services under the multi-year contract.  Whether, or to what extent, cancellation provisions are used in multi-year acquisitions will depend on the unique circumstances of each acquisition.  The CO may authorize the use of modified cancellation provisions or the exclusion of cancellation provisions from the contract.


(11)
All program years except the first are subject to cancellation.  For each program year subject to cancellation, the CO shall establish a cancellation ceiling.  Ceilings should exclude amounts for items included in prior program years.  The cancellation ceiling for each program year is reduced in direct proportion to the remaining requirements subject to cancellation.


(12)
In determining cancellation ceilings, the CO should estimate reasonable pre-production or startup, labor learning, and other non-recurring costs to be incurred by an ‘average’ prime contractor or subcontractor, which would be applicable to, and which normally would be amortized over, the items or services to be furnished under the multi-year requirements.  Non-recurring costs include such costs, where applicable, as plant or equipment relocation or rearrangement, special tooling and special test equipment, pre-production engineering, initial rework, initial spoilage, pilot runs, allocable portions of the costs of facilities to be acquired  or established for the conduct of the work, costs incurred for the assembly training and transportation of a specialized workforce to and from the job site, and unrealized labor learning.  They should not include any costs of labor or materials, or other expenses (except as indicated above), which might be incurred for performance of subsequent program year requirements.  The total estimate of the above costs must then be compared with the best estimate of the contract cost to arrive at a reasonable percentage or dollar figure.  To perform this calculation, the CO should obtain in-house engineering cost estimates identifying the detailed recurring and non-recurring costs, and indicating labor learning implications.


(13)
The CO should establish cancellation dates for each program year’s requirements regarding production lead time and the date by which funding for these requirements can reasonably be established.  The CO should include these dates in the schedule, as appropriate.


(14)
Cancellation charges need not be funded before cancellation.  If cancellation occurs, the contractor is entitled to payment in accordance with contract provisions.


(15)
When level unit pricing is not in the FAA’s interest, the CO may use variable unit pricing, provided that for competitive proposals there is a valid method of evaluation.


(16)
The CO may use a screening information request (SIR) requesting only multi-year prices, provided it is found that such a SIR is in the FAA’s interest.  


(17)
The CO should limit the FAA’s payment obligation to an amount available for contract performance.  The CO shall insert the amount for the first program year in the contract upon award and modify it for successive program years upon availability of funds.  If the contract is terminated for the convenience of the FAA in whole, including items subject to cancellation, the FAA’s obligation shall not exceed the amount specified in the schedule as available for contract performance, plus the cancellation ceiling.

b.
Options.  The use of options in contracts can be an effective method of managing risk, reducing the administrative costs of re-soliciting for recurring requirements, and encouraging high quality/long term performance.  Options are generally of two types as expressed below.  Contractors are not guaranteed that the FAA will contract for more than the basic contractual amount, term or quantity.


(1)
Optional Periods of Performance.   Service contracts are generally written for, but not limited to, a five year period for recurring services.  Contracts that are subject to the Service Contract Act are limited to a five year period, including options.  Contracts with options may be written where the basic period of performance, generally one year, is award on the basic contractual instrument.  The contract then contains a schedule for the out-years.


(2)
Optional Quantities.  Contracts may be written for optional additional quantities and expressed in terms of a percentage of the basic quantity or in terms of specific optional quantities.  Under this method, the contractor and the contracting officer agree to optional quantities in terms of production lots.  This permits the contractor to price the options based on production runs whereas in the IDQ method the volume of production run is not known at the time prices are established implying that perhaps the FAA is not getting the best possible price due to economies of scale.


(3)
Options may be pre-priced or un-priced.



(a)
Pre-priced options contain specific option pricing and/or an appropriate economic price adjustment index.  In this instance both contract prices as well as terms and conditions are agreed upon at the time of award.  Pre-price options give the FAA the unilateral right to purchase additional products/services or extend the term of the contract at pre-agreed prices and/or terms.  Pre-priced options may be appropriate where the market is relatively stable, price inflation is fairly predictable, the nature of the contract is not likely to change significantly between award and the time the option is exercised, or where it may be difficult to test the market at a future date.



(b)
Un-priced options are used when the terms and conditions are agreed to but the option contract prices are not agreed upon until the options are exercised.  


(4)
Priced options may be unilaterally exercised by the FAA prior to the start date of the optional period of performance.  Un-priced options may be bi-laterally exercised upon agreement of prices.  Effective contract management throughout the current period of performance should enable the contracting officer to make a prudent business decision concerning the exercise of the option.  The CO should consider contract price and contract performance (timeliness and quality) in arriving at this decision.  The team should provide input for this decision.  The contracting officer should notify the contractor of the intent to exercise the option with sufficient time for the contractor to make decisions regarding resources.  Usually 30 days is sufficient for the contractor.  The contracting officer makes this notice in good faith, however, the FAA is not bound to exercise the options, should circumstances warrant, even after the notification has been given.

8.
Basic Agreements  

A basic agreement is a written instrument of understanding, negotiated between the FAA and a contractor, that contains contract clauses applying to future contracts between the parties during its term and contemplates separate future contracts that will incorporate by reference or attachment the required and applicable clauses agreed upon in the basic agreement.  A basic agreement is not a contract.

a.
Application.  A basic agreement should be used when a substantial number of separate contracts may be awarded to a contractor during a particular period and significant recurring negotiating problems have been experienced with the contractor.  Basic agreements may be used with negotiated fixed-price or cost-reimbursement contracts.

b.
Contents.  Basic agreements should contain the clauses required by statute, executive order, and the AMS; and other appropriate clauses that the parties agree to include in each contract.

c.
Termination.  Each basic agreement will provide for discontinuing its future applicability upon 30 days written notice by either party.  Each basic agreement should be reviewed annually before the anniversary of its effective date and revised as necessary.  Basic agreements may need to be revised before the annual review due to mandatory statutory requirements.  A basic agreement may be changed only by modifying the agreement itself and not by a contract incorporating the agreement.  Discontinuing or modifying a basic agreement shall not affect any prior contract incorporating the basic agreement.  FAA contracting officer’s should obtain and use existing basic agreements of another agency to the maximum practical extent.

d.
Exclusions.  A basic agreement should not cite appropriations or obligate funds; or state or imply any agreement by the FAA to place future contracts or orders with the contractor.

e.
Incorporating contract.  Each contract incorporating a basic agreement should include scope of work and price, delivery, and other appropriate terms that apply to the particular contract.  The basic agreement should be incorporated into the contract by specific reference (including reference to each amendment) or by attachment.  Clauses pertaining to subjects not covered by the basic agreement, but applicable to the contract being negotiated, should be included in the same manner as if there were no basic agreement.

9.
Basic Ordering Agreement  


A basic ordering agreement is a written instrument of understanding, negotiated between the FAA and a contractor.  The basic ordering agreement contains terms and clauses applying to future contracts (orders) between the parties during its term, a description, as specific as practicable, of supplies or services to be provided, and methods for pricing, issuing and delivering future orders under the basic ordering agreement.  A basic ordering agreement is not a contract.

a.
Application.  A basic ordering agreement may be used to expedite contracting for uncertain requirements for supplies or services when a substantial number of requirements for the type of supplies or services covered by the agreement are anticipated to be purchased from the contractor but specific items, quantities, and prices are not known at the time the agreement is executed. Under proper circumstances, the use of these procedures can result in economies in ordering parts for equipment support by reducing administrative lead-time, inventory investment and inventory obsolescence due to design changes.

b.
Contents.   Each basic ordering agreement should describe the method for determining prices to be paid to the contractor for the supplies or services.  It should also include delivery terms and conditions or specify how they will be determined, dispute provisions, and any special payment provisions. The agreement should contain a list of the FAA activities authorized to issue orders under the agreement.  Each basic ordering agreement should specify the point at which the order becomes a binding contract (e.g., issuance of the order, acceptance of the order in a specified manner, or failure to reject the order within a specified number of days).  The agreement should also contain a statement that failure to reach agreement on price for any order issued before its price is established will be processed as a dispute under the dispute provisions included in the basic ordering agreement.  

c.
Administration.  Each basic ordering agreement should be reviewed annually before the anniversary of its effective date and revised as necessary.  Basic ordering agreements may need to be revised before the annual review due to mandatory statutory requirements.  A basic ordering agreement should be changed only by modifying the agreement itself and not by individual orders issued under it.  Modifying a basic ordering agreement does not retroactively affect orders previously issued under it.

d.
Issuing Orders.  A contracting officer representing any Government activity listed in a basic ordering agreement may issue orders for required supplies or services covered by that agreement.  A contracting officer may issue orders under basic ordering agreements on any appropriate contractual instrument that incorporates by reference the provisions of the basic ordering agreement.  The contracting officer should neither make any final commitment nor authorize the contractor to begin work on an order under a basic ordering agreement until prices have been established, unless the order establishes a ceiling price limiting the FAA’s obligation and either:


(1)
The basic ordering agreement provides adequate procedures for timely pricing of the order early in its performance period; or


(2)
The need for the supplies or services is compelling and unusually urgent.  For example, the FAA would be seriously injured, financially or otherwise, if the requirement is not met sooner than would be possible if prices were established before the work began.  The contracting officer should proceed with pricing as soon as practical.  In no event should an entire order be priced retroactively.  

B.








































CLAUSES Click here to access applicable clauses.
C.
FORMS  Click here to access applicable forms.
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APPENDIXk
APPENDIX 1

SAMPLE LETTER CONTRACT

April 1, 1996

Mr. John Smith

Smith Services Company

1234 Easy Street

Oklahoma City, Oklahoma  73123

Dear Mr. Smith:

This letter constitutes an authorization for you to commence work on proposed contract 

DTFA-02-96-C-00001, Hazardous Waste Cleanup, subject to the following:


(a)  A maximum of __________ (insert 50% of proposal/NTE) of costs may be incurred.


(b)  Expenditures above that amount are not authorized, and are at your own risk.


(c)  Work is authorized to begin __________ (insert date not earlier than date of letter).


(d)  This authorization is subject to the FAA cost principles described in Part 3.3.2  of the FAA Acquisition Management System.


(e)  When the contract for this project is definitized, it will be a _________ (insert appropriate type of contract).


(f)  In the event of contract termination, calculation of payments due under this authorization will be accomplished under the provisions of clauses  (enter appropriate termination clauses).


(g)  The work authorized by this letter is described in your proposal of ____________________ (date or other appropriate reference to the SOW).  (COs should ensure that a copy of the SOW is attached to the COTR copy of the letter contract.) 


(h)  The Contracting Officer's Technical Representative is ___________, telephone number is ___________.


(i)  You are obligated to furnish cost or pricing information if such information is requested by the Contracting Officer.


(j)  (The CO may enter any other terms and conditions deemed necessary for the proper execution of the project)


(k)  A definitized contract is expected to be completed no later than ___ (insert date 30 workdays from date of letter)


(l)  Accounting data: 0010/6000/312/2644.

Sincerely,

Contracting Officer

