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PGI 216—TYPES OF CONTRACTS

* * * * *

PGI 216.4—INCENTIVE CONTRACTS


PGI 216.4—INCENTIVE CONTRACTS

PGI 216.401  General.

	(c)  * * *

	(e)  Award-fee contracts.

		 (i)  * * * 

		 (ii)  * * *

		(iii)  FAR 16.401(d) requires a determination and findings (D&F) to be completed for all incentive- and award-fee contracts, justifying that the use of this type of contract is in the best interest of the Government.  The D&F for award-fee contracts shall be signed by the head of the contracting activity or designee no lower than one level below the head of the contracting activity.  The D&F required by FAR 16.401(d) for all other incentive contracts may be signed at one level above the contracting officer.  This authority may not be further delegated. 

[bookmark: OLE_LINK1]		(iv [iii])  The head of the contracting activity for each defense agency shall retain the D&F for (a) all acquisition category (ACAT) I or II) programs, and (b) all non-ACAT I or II contracts with an estimated value of $50 million or more. The head of the contracting activity shall forward the D&Fs for ACAT I programs to Defense Procurement and Acquisition Policy/ Contract Policy and International Policy [Defense Pricing and Contracting/Contract Policy] directorate (DPAP/CPIC [DPC/CP]) within 1 month of the end of the quarter.  Copies of D&Fs on all contracts shall also be included in the contract file. 

* * * * *

PGI 216.403 Fixed-price incentive contracts.

PGI 216.403-1 Fixed-price incentive (firm target) contracts.

	(1)	 Use of FPIF contract

* * * * *
		(ii)  Considerations.  Volume 4, chapter 1, of the Contract Pricing Reference Guide provides a detailed discussion of the considerations involved in selecting the proper contract type.  For example:
   
 	 (A)  * * *

			(B)  It is also not in the Government’s best interest to use firm-fixed-price (FFP) contracts on production programs until costs have become stable.  Therefore, FPIF contracts should be considered in production and sole source follow-on programs where actual costs on prior FFP contracts have varied by more than 3-4 percent from the costs considered negotiated.  Contracting officers are reminded that actual costs on prior contracts for the same item or essentially the same item, regardless of contract type or data reporting requirements of the prior contract, are cost and pricing data on the pending contract, and must be obtained from the contractor on production programs when certified cost or pricing data are required. 

			(C)  For sole source major systems procurements, contracting officers should utilize FPIF contracts instead of FFP contracts unless the reasons for significant variation are well understood and actions have been taken to ensure that significant variation will not recur.  In addition, when options are included as described in PGI 217.202(2), the use of FPIF contracts is both highly recommended and encouraged, because both parties will be assuming more risk in pricing multiple years of requirements.

* * * * *
PGI 217—SPECIAL CONTRACTING METHODS
 
[bookmark: BM217_2]* * * * *
PGI 217.2—OPTIONS

* * * * *

[bookmark: 217.202]PGI 217.202 Use of options.
 
(1)  Options may be used for foreign military sales (FMS) requirements.       

  	(2)  For sole source major systems for U.S. and U.S./FMS combined procurements, contracting officers, in coordination with program managers, are encouraged to—

		(i)  Establish priced options for two years beyond the base year, so that negotiations of major systems will be conducted approximately every three years; and

		(ii)  In those cases where exact quantities are subject to variation, or FMS customers are not yet identified, establish range option pricing for both U.S. and FMS quantities.   

   	(3) Consider use of surge options to support industrial capability.  A surge option allows the Government, prior to final delivery, to—
 
              (i)  Accelerate the contractor's production rate in accordance with a surge production plan or a delivery schedule provided by the contractor under the terms of the contract; and 
 
              (ii)  Purchase additional quantities of supplies or services.
 
     	  (4)  See DFARS subpart 217.74 for limitations on the use of undefinitized options.
 
* * * * *

[bookmark: 225_7301]PGI 225.7301 General.
 
 * * * * *
	(c)(i)  Separately identify known FMS requirements and the FMS customer in solicitations. 

		(ii)  For economies of scale and efficiency, combine U.S. and FMS requirements under the same contract whenever possible.  It is not in the taxpayer’s interest to concurrently use mixed contract types for the same or similar items.

		(iii)  Clearly identify contracts for known FMS requirements by the case identifier code in section B of the Schedule.
 
		(iv)  Ensure that the FMS LOA terms and conditions are incorporated into the signed contract.
 
		(v)  Ensure that the shipping terms for any contract for FMS materiel are stated as free on board (f.o.b.) origin.
 
		(vi) For Pseudo LOAs, ensure that the period of performance in the contract is consistent with the period of availability of appropriated funds, as provided by the financial resource manager.
 
		(vii)  Consistent with the Defense Transportation Regulations (DTR) 4500.9-R-Part II, Cargo Movement, http://www.transcom.mil/dtr/part-ii/, Appendix E, contracting officers shall ensure that contracts involving the acquisition and delivery of FMS materiel comply with the policies, procedures, packaging, labeling, and documentation requirements specified by the DTR.
 
		(viii)  The Government representative responsible for acceptance shall ensure that the contractor prepares material inspection and receiving reports in compliance with—

* * * * *
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