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1.0 introduction 

Current market research and analysis refers to any method used to survey industry and helps to determine the level of competition, capabilities (including range of possible alternatives), and estimated costs.  This effort will help develop an appropriate procurement strategy and is applicable for all contracts/programs with or without an Exhibit 300 submission requirement.  Market research and analysis should be conducted prior to selecting the contract type or combination of contract types.  (For more information, see AMS Procurement Guidance T3.2.1.2., Market Research and Analysis and T3.2.2.4, Market Analysis Supporting Single Source).  

A rational basis for the selected contract type or combination of contract types should be included in all CFO packages submitted for approval.  The selected contract type or combination of contract types must give the Contractor the greatest motivation for efficient and cost-effective performance.  Contracts/CLINs may be any type except for cost plus a percentage of cost.  The type of contract selected should allocate risk of performance between FAA and a contractor, based on factors such as nature of the work and degree to which work can be adequately described in advance.  Use of fixed priced contracts and/or CLINs provides the contractor the maximum incentive to control costs and provide an acceptable deliverable.  Use of time and materials (T&M) or labor hour contracts and/or CLINs do not give the contractor any incentive to control costs.
In all follow on contracts, particularly for services, where the work was performed on a cost-reimbursement or time-and-materials basis, a fixed price contract should be considered.   

Following is a summary of contract types and suggestions for when a particular type is most applicable.  (For more information on types of contracts, see AMS Procurement Guidance T3.2.4.)

2.0 Fixed Price Contract/CLIN

A fixed price contract/CLIN is a fixed amount, including profit, which is not to be changed based on actual costs incurred.  This type provides the maximum incentive for the contractor to contain costs and perform efficiently.

A fixed price contract/CLIN should be used when procuring commercial items and other supplies and services that can be clearly defined in advance and priced on the basis of adequate price competition or detailed cost and pricing data.  The statement of work must have well-defined deliverables, milestone dates, and acceptance criteria for the deliverables.  

For example:  Commercial items and production contracts.
Following are types of fixed price contracts/CLINs:
· Firm-fixed price (FFP) (a fixed amount, including profit).

· Fixed-price with economic price adjustment (FFP w/EPA) (a specific portion of the price, labor or indexes, limited to industry-wide contingencies outside of the contractor’s control, may be subject to change and must be clearly defined).
· Firm-fixed price plus incentive fee (FPIF) (additional fee based on performance and/or delivery incentives).
· Firm-fixed price plus award fee (FPAF) (additional fee based on a judgmental evaluation by an FAA Evaluation Board).

· Firm-fixed price/level of effort (FFP/LOE)   (requires a contractor to provide a specified level of effort, over a stated period of time, for work that can be stated only in general terms, and the FAA pays the contractor a fixed dollar amount.  Suitable for investigation or study in a specific research and development area. The output of the contract is usually a report showing the results achieved through application of the required level of effort.  The required level of effort must be defined and in writing). 
3.0 Cost-Reimbursement Contract/CLIN

A cost-reimbursement contract/CLIN is a negotiated total estimated cost, with or without an applicable negotiated fee.  Cost-reimbursement contracts/CLINs should be used only when appropriate surveillance of performance can be accomplished throughout the life of the contract.  In addition, the Contractor must have a cost accounting system that allows adequate tracking of costs to the particular contract/CLIN.  The statement of work must have well-defined deliverables, milestone dates, and acceptance criteria for the deliverables.

For example: development, production and on-going services contracts/CLINs when uncertainties in contract performance do not allow costs to be estimated with enough accuracy to use any type of fixed price contract.  

Following are types of cost-reimbursement contracts/CLINs:

· Cost contracts (no fee).
· Cost sharing contracts (fee only on pre-negotiated portion of costs – any additional costs are non-fee bearing).
· Cost plus fixed fee (CPFF) (fee may not be changed unless the scope of work changes).

· Cost plus incentive fee (CPIF) (adjusted fee based on relationship between total allowable costs and total targeted costs and/or performance/delivery incentives).
· Cost plus award fee (CPAF) (a fixed base fee plus award fees made based on judgmental evaluation by a Government evaluation board).
4.0 Indefinite-Delivery Contract/CLIN
An Indefinite-delivery contract/CLIN is used to procure supplies and/or services when the precise quantities and/or delivery dates can not be established at the time of contract award.  Indefinite-delivery contracts/CLINs allows for orders to be placed as requirements become evident.  The statement of work for each order must have well-defined deliverables, milestone dates, and acceptance criteria for the deliverables.

Following are the three types of indefinite-delivery contracts/CLINs:

· Definite-quantity contracts (provides for ordering the delivery of a definite quantity of specific supplies and/or services for a fixed period at designated locations).

· Requirements contracts (provides for ordering recurring supplies and/or services for a specified period of time). 

· Indefinite-quantity contracts (must contain minimum and maximum quantities and provides for ordering the delivery of specific supplies and/or services as requirements materialize).

5.0 Time and Material and Labor Hour Contracts/CLINs
Use of a T&M or Labor Hour contract/CLIN requires written justification by the contracting officer and the statement of work must have well-defined deliverables, milestone dates, and acceptance criteria for the deliverables.  T&M contracts/CLINs should only be used for work that cannot be anticipated. 

Time and Material (T&M) contracts provide for procuring supplies and/or services on the basis of:  (1)  direct labor hours at predetermined fixed hourly loaded rates including wages, overhead, G&A and profit; and, (2) materials at cost including material handling overhead costs.  All other direct costs, including but not limited to materials, consultants and travel shall be reimbursed at cost plus applicable G&A, with no fee added.  Labor-hour contracts differ from T&M contracts only in that materials are not supplied by the contractor.

6.0 Letter and Ceiling Contracts/CLINs
Letter and ceiling priced contracts are only appropriate when the FAA’s interests demand an immediate binding contractual agreement that authorizes the contractor to begin performance immediately.  To avoid a cost plus percentage of cost contract, it is advisable to negotiate the profit or fee amount at the time of award.  To the greatest extent possible, these contracts must contain well-defined deliverables, milestone dates, and acceptance criteria for the deliverables.  In all cases these contracts must include a clause requiring definitization within 180 days after contract award or before completion of 40% of the work, whichever occurs first.

A letter contract is a written contractual agreement that contains, at a minimum:  (1) a brief description of the work; (2) a total amount for which the contractor shall be limited to expend and the FAA shall be required to pay; (3) a period of performance; and, (4) termination and disputes clauses.

A ceiling priced contract is a written contractual instrument that contains all the required provisions of the FAA procurement system, except for the final agreement on the contract price or cost.
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