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Definition:  Award-term contracting is a method of rewarding contractor performance based upon a pre-determined plan.  It is “another tool in the toolkit” for contracting officers and program managers, to incentivize high levels of performance, and follows onto performance-based contracting as a logical offshoot.  It is analogous to award-fee contracts, but instead of rewarding the contractor monetarily, he is rewarded by a contract term extension—or reduction.  Typically, there is a core contract term (e.g., 5 years), and a minimum period (e.g., 3.5 years).  Barring statutory limits, contracts can then extend 10 to 15 years as the stated maximum, if the contractor continues to perform well.

This contracting “innovation” was pioneered by the Air Force in 1995, and has been used with success.  During the past year, NASA has initiated award-term contracting, and is also finding appropriate vehicles and successful applications of the concept.

The thinking behind award-term contracting is that vendors want to establish long-term business relationships with their customers.  This tool is most effective when single-award, performance-based contracts are utilized; it gives the Government a different approach to encourage continued excellence.  That being said, GSA awarded 30 contracts under its “Millennia Lite” program, and they are award-term contracts.  It requires careful planning, implementation, management, and measurement, and it certainly won’t work for every program and for every contractor.  To some companies, the award or incentive fee may be more attractive – it’s a more immediate reward system.  

Where this approach has been used, there was close communication with industry during the solicitation preparation phase.  While being careful not to disclose information provided, the Government (Air Logistics Center, in this case) asked how long it would take to amortize start-up costs in order to determine the appropriate contract term.  This type of communication is essential in setting up a contract where the goal is to have a successful, long-term partnership, where risk is minimized to the extent practicable for both parties.

To show how this concept can be applied, the Air Force awarded a contract with a maximum value of $10 billion and a maximum contract term of 15 years. The initial ordering period was 7 years.  If contractor performance is excellent, then the term could be extended through the entire 15 years.  If performance is marginal or poor, then the term could be reduced to 5 years.

From this example we can see that the contract must include the initial contract term, the minimum and maximum performance period, and the total price for the maximum performance period.  NOTE:  Use of an award term plan does not exempt the contract from the requirements set forth at FAR 17.207 in terms of performing due diligence prior to extending a contract term.

Benefits:
1. The Government is able to maintain a mutually beneficial long-term relationship with a quality contractor;

2. The contract term can be extended or reduced based upon performance;

3. The value of this contracting method exceeds the administrative and management effort required and does not require additional funds to be made available by the program office for award or incentive fees;

4. Process improvements and capital investments are facilitated and may yield lower future prices, because the contractor potentially has a longer period over which to amortize his costs; and

5. The concept can be used when acquiring commercial items/services (see FAR Part 12).

Drawbacks:
1. As mentioned above, some contractors may prefer award fees when cash-on-hand is more important than the potential of building a long-term relationship;

2. This technique will be more difficult in a multiple award situation.  If one contract is extended and another is not, the Government must have adequate documentation to back up its actions.  Also, if competition is required in order to award task/delivery orders, the goal of achieving a long-term relationship becomes more difficult to attain;

3. Service contracts that have statutory term limits cannot exceed 5 years.

4. The required “Termination for Convenience” clause could undermine anticipated benefits;  This should be considered early in the process, as it affects the minimum contract term, contingent liability, and contract type; and

5. It may be difficult to develop meaningful, realistic cost estimates for contracts in excess of 10 years.  Some flexibility may have to be built into the contract to allow for uncertainties, changes in market conditions, etc.  Use of standard indices, such as those promulgated by the Departments of Commerce and Labor, as well as firms that can provide industry average wage rates for various IT labor categories like Watson-Wyatt Data Services (Bethesda, MD) (http://www.watsonwyatt.com) and Foote Research Group (Connecticut) (http://www.footepartners.com), may provide adequate price comparison data for award of long-term fixed-price contracts.

6. On March 6, 2002, the Air Force issued a memo stating that their award-term contracts must be ID-IQ, and that (a) all potential award term periods must be synopsized, (b) the contract must state the maximum term, and (c) if the award term plan (see below) allows for a reduction in the contract term, that must also be stated in the synopsis (See http://www.safaq.hq.af.mil/contracting/newevents/March2002.html)

Award Term Plan
Use of this contract type requires development of an award term plan (like an award fee plan) that fully describes how performance will be evaluated, what the rating scheme will be, what weights are assigned to each criterion, and who will be evaluating and making the extension/ reduction decision.  This plan must be a part of the solicitation and the resulting contract, but  does not figure into proposal evaluation.

All decisions regarding award term points, the number of rating factors, the methodology used to calculate the points, actual calculations, the contractor’s entitlement to points, and the nature and success of the contractor’s performance are NOT subject to the Disputes clause, nor may they be reviewed by any board of contract appeals or other court.  The extension or reduction of the contract term is done via a unilateral contract modification.

Elements of the Award Term Plan:

1. Introduction (Brief description of requirement and purpose of plan)

2. Organization (who is on the review board or panel)

Suggested review board members: Contracting Officer, program manager and/or performance monitor, non-voting recorder, and other stakeholders (field representatives, users, information systems staff, etc.).

3. Responsibilities of each official

4. Award Term Process

a. Available Award Term Points.  State the number of points needed for a term extension (e.g. 70 points yields a 9-month extension; or 100 points yields a one-year extension).  Also state the number of negative points that will result in a term reduction.  Note that points are cumulative—if 50 points are earned in year 1 (or other suitable evaluation period) and 60 points in year 2, then the contractor gets the term extension and 10 points carry over and are “banked” for later use.

b. Unless otherwise noted, the evaluation criteria for the next term remain the same as they were for the preceding term.  Changes must be negotiated or developed through alternate dispute resolution (ADR) procedures.

c. Note when Government evaluations are due (e.g., 2 weeks after the evaluation period ends).  If the contractor is to provide a self-evaluation, state when that is due.  He must also be given an opportunity to comment on the Government’s performance evaluation.  The final decision on award term points should be made within 45 calendar days after the end of the evaluation period.  When enough points are earned (positive or negative), the contract administrator issues a unilateral contract modification to extend/reduce the term.

5. Award-Term Plan Changes Procedure: Must be negotiated with the contractor.  If the Government wants a change and agreement with the contractor cannot be reached within 60 days, then ADR procedures are recommended.

Sample Rating Plan
In order to determine whether the contractor has earned the right to a term extension (or reduction), measurements are made, rated, weighted, and scored for a total point score.  Attainment of a term extension will be based on the contractor having earned XX points.  Once he achieves that point total, the term is extended; any leftover points are carried over for the next possible extension.


Rating Scheme:
Unsatisfactory


-150 to –101





Marginal


-100 to -51





Satisfactory


0 to +50





Very Good


+51 to +100





Excellent


+101 to150

(Each plan must spell out what constitutes unsatisfactory performance, marginal performance, etc., for each of the areas being evaluated.)


Weighting Criteria:
Schedule


30%





Product/Svc Quality

30%





Sm. Bus. Participation
10%





Efficiency (cost vs. outcome)
30%

Performance Criteria
Rating (Points)
Weighting (%)
Score

Schedule
50
30
15.0

Product/Svc Quality
52
30
15.6

Sm. Bus. Participation
25
10
2.5

Efficiency
55
30
16.5

For each area we've decided to measure, we multiply the rating times the weighting, then add up the points to get the earned award points.   In the example above, a total point score of 49.6 was earned during the evaluation period.  This is generally done on an annual basis, and requires good back-up documentation.  The award term plan will have stated the number of points needed to obtain an extension.  If the plan states that 100 points are needed to get a term extension, then these points will carry over until 100 points are earned.  There may be a specific "Award Term Determining Official" and/or a review board to approve the final determination of term extension/reduction.

Implementation Challenges:

· Appropriate industry market and acquisition conditions must be in place (i.e., it must be possible to estimate life cycle costs out beyond the traditional 5 to 8 years);  

· Communications with industry must occur so that all are clear on the goals sought, the award term plan, and the performance evaluation processes;

· Length of contract: If the Government says it may reduce the contract term based upon poor performance, then the acquisition team must be ready to implement a new procurement for that period reduced or not extended;

· Determination of fair and reasonable pricing over periods in excess of 10 years; and

· Training of the Government contract management team, which includes program personnel.

Conclusion:

Award term contracts will not suit every acquisition, but for certain programs they may provide just the right incentive to yield a mutually beneficial partnership for long-term projects.   While all performance-based contracts (i.e., where the contractor’s output or service level is compared to a metric and documented) require good monitoring procedures and systems, the potential reward outweighs the administrative burden.  Establishment of a good partnership, built on real-time communications and feedback, should benefit the Government, the contractor, and the taxpayers.










ATTACHMENT 1

SAMPLE AWARD TERM CLAUSE

(a) The initial X-year contract term or ordering period may be extended or reduced on the basis of contractor performance, resulting in a contract term or an ordering period lasting at least X years from the date of contract award, to a maximum of X years after the date of contract award.

(b) The Contractor’s performance will be measured against stated standards by the performance monitors, who will report their findings to the Award Term Determining Official (or Board).  This person (Board) makes the final decision on award term points based upon the Contractor’s performance during the evaluation period.

(c) The evaluation criteria and associated weighting factors are specified in the Award Term Plan, as are the award term extensions/reductions.

(d) Bilateral changes may be made to the award term plan at any time.  If agreement cannot be made within 60 days, the Government reserves the right to make unilateral changes prior to the start of an award term period.

(e) The Contractor will submit a brief written self-evaluation of its performance within X days after the end of the evaluation period.  The self-evaluation report shall not exceed 7 pages, and may/will be considered in the Award Term Review Board’s (ATRB’s) (or Term Determining Official’s) evaluation of the Contractor’s performance during this period.

(f) The contract term or ordering period may be unilaterally modified to reflect the ATRB’s decision.  If the contract term or ordering period has X or fewer years remaining, the operation of the contract award term feature will cease and the contract term or ordering period will not extend beyond the maximum term stated in the contract.

(g) Contracts should include a provision that will allow award terms that have not begun to be cancelled (rather than terminated), should the need for the items or services no longer exists.  No equitable adjustments to the contract price would be applicable, as this is not the same procedure as a termination for convenience.

(h) The decisions made by the ATRB or Term Determining Official may be made unilaterally. Alternate Dispute Resolution procedures shall be utilized when appropriate.
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