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COMPARISON OF MAJOR TYPES OF “COMMERCIAL” CONTRACTS

	
	FIRM FIXED PRICE (FFP)
	FIXED PRICE ECONOMIC PRICE ADJUSTMENT (FPEPA)
	FIXED PRICE AWARD FEE (FPAF)
	FIXED PRICE PROSPECTIVE RE-DETERMINATION (FPRP)
	INDEFINITE DELIVERY (ID)
	COST REIMBURSEMENT OR COST SHARING
	TIME AND MATERIALS (T & M)

	Principal risk to be mitigated:
	Costs of performance can be estimated with a high degree of confidence.  Thus, the contractor assumes the risk
	Market prices for required labour and/or materials are likely to be highly unstable over the life of the contract
	Acceptance criteria are inherently judgemental with the corresponding risk that the end user will not be fully satisfied
	Cost of performance can be estimated with confidence only for the first year of performance
	At the time of award, delivery requirements are not certain
	Labour hours, labour mix, and/or material requirements (among other things) necessary to perform are highly uncertain and speculative.  Hence, the Headquarters assumes the risk inherent in the contract; benefiting if the actual cost is lower than the expected cost; and losing if the work cannot be completed within the expected cost of performance
	

	Use when:
	- The requirement is well defined
- Commercial item
- Contractors are experienced in meeting requirements
- Market conditions are stable
- Financial risks are otherwise insignificant
	- Commercial item
- The market prices are at risk (inflation)
- The risk stems from industry-wide contingencies beyond the contractors control
-The money at risk outweighs the administrative burdens on an FPEPA
	Judgemental standards can be fairly applied.  The potential fee is large enough to both:
- Provide a meaningful incentive
- Justify the administrative burdens of an FPAF
	The Headquarters needs a firm commitment from the contractor to deliver the supplies or services during the subsequent years.  The contract amount at risk outweighs the administrative burdens of an FPRP
	- Definite Quantity (DQ): The required quantity is known and funded at the time of the award.
- Indefinite Quantity (IQ): The minimum quantity required is known and funded at award.
Requirements Contract: No commitment on quantity is possible at award.
	Either the contractor expects substantial compensating benefits for absorbing part of the costs and/or foregoing fee or the vendor is a non-profit entity

	Hourly labour rates can be firmly defined at contract award but hours required to complete the required task cannot

	Elements:
	Firm Fixed Price for each line item or one or more groupings of line items
	A fixed price ceiling on upward adjustment and a formula for adjusting the price up or down based on:
- Established prices
- Actual costs of the labour or materials
- Labour or material indices
	- A firm fixed Price
- Fee pool
- Standard for evaluating performance
- Criteria for determining a “fee” based on performance against the standards

	- Fixed price for the first period
- Proposed subsequent periods (at least 12 months apart)
- Timetable for pricing the next period(s)
	- Performance period
- Ordering activities and delivery points
- Maximum or minimum limit (if any) on each order
- Extent of each party’s obligation on quantity

	- Estimated cost
- If cost sharing, agreement on the Headquarters share of the cost
- No fee
	- Ceiling price
- Per hour labour rate that also covers overhead and profit
- Provisions for reimbursing direct material costs plus material handling costs

	Contractor is obliged to:
	Provide an acceptable deliverable at the time, place and price specified in the contract
	Provide an acceptable deliverable at the time and place specified in the contract at the adjusted price
	Perform at the time, place, and the price fixed in the contract
	Provide acceptable deliverable at the time and place specified in the contract at the price established for each period
	Provide acceptable deliverables at the time and place specified in each order at the per-unit price, within any ordering limits established by the contract
	Make a good-faith effort to meet the Headquarters needs within the estimated cost in the schedule
	Make a good-faith effort to meet the Headquarters needs within the ceiling price (Not To Exceed)

	Contractor incentive (other than maximising goodwill):
	Generally realises an additional unit of profit for every unit of reduced cost
	Generally realises an additional unit of profit for every unit of reduced cost
	Generally realises an additional unit of profit for every unit of reduced cost
Also, earns an additional fee for satisfying the performance standards
	For the period of performance, realises an additional unit of profit for every unit of reduced cost
	Incentive will depend on the contract pricing arrangement
	Cost sharing contract shares the cost of providing a deliverable of mutual benefit
	Fixed rate and flexible hours to perform a task with unknown elements

	A typical application:
	Commercial supplies and services
	Long-term contracts for commercial supplies during a period of high inflation
	
	
	Long term contracts for commercial supplies or support services
	Joint research with educational institutions
	Emergency repairs to heating plants and aircraft engines

	Principal limitations:
	Generally not appropriate for R & D.
Firm Fixed Price combined with level of effort contract may be used for R & D. 
	Must be justified
	Must be negotiated
	Must be negotiated.
Contractor must have an adequate accounting system that supports the pricing periods.  Prompt re-determinations
	May use any appropriate cost or pricing arrangement that complies with regulations.  
Multiple awards preferred for most indefinite quantity contract items.  
Single award required for requirements contract items
	- The contractor must have an adequate accounting system
- The Headquarters must exercise surveillance during the performance to ensure use of efficient methods and cost controls  
- Must be negotiated  
- Must be justified
- Must include a limitation of cost clause
	Contracting Officer must determine in writing that no other contract type is suitable.  Labour rate must be negotiated and justified.  The Headquarters must exercise appropriate surveillance to ensure efficient performance.  Contract must include a ceiling price.

	Variants:
	Firm Fixed Price level of effort
	
	
	Retroactive re-determination
	Definite quantity, indefinite quantity requirements
	Cost plus fixed fee
Cost plus incentive fee
Cost plus award fee
	Labour hour
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