SAMPLE
PRICE NEGOTIATION MEMORANDUM

1.	SUBJECT: Termination for Convenience, F3XXXX-03-CXXXX

Contract Title:  Vehicle Lease

A. Contractor’s Name and Address:	ABC Rental Company
		Attn: Bill Smith
		P.O. Box 1234
		Country Z

B. Date Prepared:  28 June 2003

C. Buying Activity:  XXX Expeditionary Contracting Squadron 

2. INTRODUCTORY SUMMARY:

A. This acquisition provides vehicle leasing and vehicle maintenance service for XXX ELRS.  This contract was established on 1 Oct 02 with the base period of one year and four option years.  Termination for convenience was considered, as services is not required due to base draw down and closure.  This document summarizes the government’s and Contractor’s negotiations for termination costs and final payment issues. 

B. Type of Funding:  Funding will be charged to a local area form 9 currently obligated to the contract with remaining, available funds.  A deobligation of remaining funds will also be executed in this modification, if needed.

3. PARTICULARS:

A. Purchase Request Number used for termination costs:  FS12345678
	       Date PR Received:  1 Oct 02

B. Date Termination Letter was issued:  11 May 03
	       Date Proposal was received:  No final proposal received.

C. The following individuals evaluated this acquisition.  
		Capt John Doe, Contracting Officer
		1Lt Adam Smith, Contracting Officer
		TSgt Jane Doe, Contracting Officer
	       
4. 	NEGOTIATION:

A. Governments target range: $XXX,XXX.000 – $XXX,XXX.000 OMR plus actual miscellaneous expenses (e.g. repairs, replacement parts, low fuel, etc) and compulsory insurance excess (e.g. insurance deductible).
Government target price: $XXX,XXX.000 OMR (9 months of leasing service plus actual miscellaneous expenses and compulsory insurance excess)
B. Negotiations started on 11 May 03 and continued through 28 Jun 03 between Mr. Bill Smith of ABC Rental Company and TSgt Jane Doe for the Government.  Initial verbal proposal by the contractor was full payment for the base and first two option years, $XXX,XXX.000 OMR plus actual miscellaneous expenses and compulsory insurance excess.  This would cover their initial investment of 125 new vehicles purchased, $XXX,XXX.000 OMR, exclusively for this contract.  The contractor was under the assumption that the contract was for five years.  This was corrected by explaining that the contract was for the base period of  1 Oct 02 to 30 Sep 03 at $XXX,XXX.000 OMR with the exclusive right of the government to exercise the options.  The current value of the contract was agreed to be $XXX,XXX.000 OMR plus actual miscellaneous expenses and compulsory insurance excess.  The following proposal was offered:

ITEM	KTR (OMR)	GOV’T	NEGOTIATED(OMR)     

Vehicle Lease	$XXX,XXX OMR	$XXX,XXX OMR	$XXX,XXX OMR
Miscellaneous Expenses	Actual	No Counter Offer	Actual
Compulsory Insurance	Actual	No Counter Offer	Actual

Total                                 $XXX,XXX OMR	$XXX,XXX OMR	$XXX,XXX OMR

a) Vehicle Lease:  Contractor’s initial proposal to terminate the contract included the base period of performance and the first two option years, $XXX,XXX OMR plus actual miscellaneous expenses and compulsory insurance excess.   This was developed based on their estimated cost of purchasing the vehicles for this contract and calculating the expense over an average of four years.  ABC Rental Company’s breakeven point is three years when they sell the vehicles at market value.  Since the period of performance was only one year in this case, they will not be able to recoup the depreciated value of the vehicle due to a higher rate of depreciation in the market for the first year.  The contract was awarded and subsequently modified for a period of performance of one year at $XXX,XXX OMR with the government reserving the right to exercise each option period.  Once the contractor understood the actual obligated amount on the contract, they modified their proposal to the full amount of the contract, $XXX,XXX OMR plus actual miscellaneous expenses and compulsory insurance excess.  Negotiations to reduce the cost to a pro rated amount were denied as the contractor is claiming that he will incur a loss of $XXX,XXX to $XXX,XXX OMR.  This is due to the resale value of the vehicles after one year.  Additionally, the 124 vehicles plus one replacement vehicle (for maintenance exchange) are over and above his normal fleet requirements.  The contractor requested that we turn in the vehicles as soon as possible to allow him to off-load them and reduce his 12% interest loan as quickly as possible.  The government would provide the vehicles at an earlier date if a decrease in cost were offered.  The contactor stated that he could not provide any additional discount, as this is a net loss for his company.  Final agreement on the vehicles is to pay the remaining base period when all vehicles are return on or before 30 Sep 03 at the government’s discretion.
b) Miscellaneous Expenses:  This expense is to pay for repairs and miscellaneous expenses (e.g. missing vehicle parts, low fuel, etc) at the actual cost of the repairs or miscellaneous expense.  Charges must have actual paid receipt for the expense to be allowable.
c) Compulsory Insurance:  This expense is to pay the insurance deductible on accidents and/or damage to vehicles that have a Country Z Police Report and repair costs over XX.000 OMR.    As this insurance is mandatory in Country Z and saves the government money this expenses is allowed in accordance with the contract.

5. SUMMARY OF NEGOTIATIONS:

A. The contractor’s proposal provides no incentive to the government to terminate this contract or return the vehicles prior to the complete closing of Tent City, Country Z.  
B. Advance payment would benefit the government by closing this contract at the time of the last vehicle turn in date.
C. The performance of ABC Rental Company has been excellent up to this point.  In rating this contractor for this acquisition, though past performance is not a factor, it does demonstrate that the government’s termination is solely for convenience, and therefore they would be rated with an exceptional.

6.         OTHER FACTORS:

A. CENTAF has directed the closing of this base before the end of this contract.  

 7.          CONCLUSION:

	Based on the information in this report, it is hereby determined that advance payment for the full term of the contract, base period, is in the best interest of the Government.  

Prepared By:					Approved By:




JANE E. DOE					 JOHN M. DOE
Contracting Officer				Contracting Officer
Date:  30 June 2003				Date:  30 June 03
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