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(d) Adjustments based on cost indexes of 
labor or material. The contracting offi-
cer should consider using an economic 
price adjustment clause based on cost 
indexes of labor or material under the 
circumstances and subject to approval 
as described in subparagraphs (1) and 
(2) below. 

(1) A clause providing adjustment 
based on cost indexes of labor or mate-
rials may be appropriate when— 

(i) The contract involves an extended 
period of performance with significant 
costs to be incurred beyond 1 year after 
performance begins; 

(ii) The contract amount subject to 
adjustment is substantial; and 

(iii) The economic variables for labor 
and materials are too unstable to per-
mit a reasonable division of risk be-
tween the Government and the con-
tractor, without this type of clause. 

(2) Any clause using this method 
shall be prepared and approved under 
agency procedures. Because of the vari-
ations in circumstances and clause 
wording that may arise, no standard 
clause is prescribed. 

[48 FR 42219, Sept. 19, 1983, as amended at 52 
FR 19803, May 27, 1987; 60 FR 48217, Sept. 18, 
1995; 62 FR 259, Jan. 2, 1997] 

16.204 Fixed-price incentive contracts. 
A fixed-price incentive contract is a 

fixed-price contract that provides for 
adjusting profit and establishing the 
final contract price by a formula based 
on the relationship of final negotiated 
total cost to total target cost. Fixed- 
price incentive contracts are covered 
in subpart 16.4, Incentive Contracts. 
See 16.403 for more complete descrip-
tions, application, and limitations for 
these contracts. Prescribed clauses are 
found at 16.406. 

[48 FR 42219, Sept. 19, 1983, as amended at 59 
FR 11387, Mar. 10, 1994; 62 FR 12695, Mar. 17, 
1997] 

16.205 Fixed-price contracts with pro-
spective price redetermination. 

16.205–1 Description. 
A fixed-price contract with prospec-

tive price redetermination provides for 
(a) a firm fixed price for an initial pe-
riod of contract deliveries or perform-
ance and (b) prospective redetermina-
tion, at a stated time or times during 

performance, of the price for subse-
quent periods of performance. 

16.205–2 Application. 

A fixed-price contract with prospec-
tive price redetermination may be used 
in acquisitions of quantity production 
or services for which it is possible to 
negotiate a fair and reasonable firm 
fixed price for an initial period, but not 
for subsequent periods of contract per-
formance. 

(a) The initial period should be the 
longest period for which it is possible 
to negotiate a fair and reasonable firm 
fixed price. Each subsequent pricing 
period should be at least 12 months. 

(b) The contract may provide for a 
ceiling price based on evaluation of the 
uncertainties involved in performance 
and their possible cost impact. This 
ceiling price should provide for as-
sumption of a reasonable proportion of 
the risk by the contractor and, once es-
tablished, may be adjusted only by op-
eration of contract clauses providing 
for equitable adjustment or other revi-
sion of the contract price under stated 
circumstances. 

16.205–3 Limitations. 

This contract type shall not be used 
unless— 

(a) Negotiations have established 
that (1) the conditions for use of a 
firm-fixed-price contract are not 
present (see 16.202–2), and (2) a fixed- 
price incentive contract would not be 
more appropriate; 

(b) The contractor’s accounting sys-
tem is adequate for price redetermina-
tion; 

(c) The prospective pricing periods 
can be made to conform with operation 
of the contractor’s accounting system; 
and 

(d) There is reasonable assurance 
that price redetermination actions will 
take place promptly at the specified 
times. 

16.205–4 Contract clause. 

The contracting officer shall, when 
contracting by negotiation, insert the 
clause at 52.216–5, Price Redetermina-
tion—Prospective, in solicitations and 
contracts when a fixed-price contract 
is contemplated and the conditions 
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specified in 16.205–2 and 16.205–3(a) 
through (d) apply. 

16.206 Fixed-ceiling-price contracts 
with retroactive price redetermina-
tion. 

16.206–1 Description. 

A fixed-ceiling-price contract with 
retroactive price redetermination pro-
vides for (a) a fixed ceiling price and (b) 
retroactive price redetermination 
within the ceiling after completion of 
the contract. 

16.206–2 Application. 

A fixed-ceiling-price contract with 
retroactive price redetermination is 
appropriate for research and develop-
ment contracts estimated at $150,000 or 
less when it is established at the outset 
that a fair and reasonable firm fixed 
price cannot be negotiated and that the 
amount involved and short perform-
ance period make the use of any other 
fixed-price contract type impracti-
cable. 

(a) A ceiling price shall be negotiated 
for the contract at a level that reflects 
a reasonable sharing of risk by the con-
tractor. The established ceiling price 
may be adjusted only if required by the 
operation of contract clauses providing 
for equitable adjustment or other revi-
sion of the contract price under stated 
circumstances. 

(b) The contract should be awarded 
only after negotiation of a billing price 
that is as fair and reasonable as the 
circumstances permit. 

(c) Since this contract type provides 
the contractor no cost control incen-
tive except the ceiling price, the con-
tracting officer should make clear to 
the contractor during discussion before 
award that the contractor’s manage-
ment effectiveness and ingenuity will 
be considered in retroactively redeter-
mining the price. 

[48 FR 42219, Sept. 19, 1983, as amended at 75 
FR 53133, Aug. 30, 2010] 

16.206–3 Limitations. 

This contract type shall not be used 
unless— 

(a) The contract is for research and 
development and the estimated cost is 
$150,000 or less; 

(b) The contractor’s accounting sys-
tem is adequate for price redetermina-
tion; 

(c) There is reasonable assurance 
that the price redetermination will 
take place promptly at the specified 
time; and 

(d) The head of the contracting activ-
ity (or a higher-level official, if re-
quired by agency procedures) approves 
its use in writing. 

[48 FR 42219, Sept. 19, 1983, as amended at 75 
FR 53133, Aug. 30, 2010] 

16.206–4 Contract clause. 
The contracting officer shall, when 

contracting by negotiation, insert the 
clause at 52.216–6, Price Redetermina-
tion—Retroactive, in solicitations and 
contracts when a fixed-price contract 
is contemplated and the conditions in 
16.206–2 and 16.206–3(a) through (d) 
apply. 

16.207 Firm-fixed-price, level-of-effort 
term contracts. 

16.207–1 Description. 
A firm-fixed-price, level-of-effort 

term contract requires (a) the con-
tractor to provide a specified level of 
effort, over a stated period of time, on 
work that can be stated only in general 
terms and (b) the Government to pay 
the contractor a fixed dollar amount. 

16.207–2 Application. 
A firm-fixed-price, level-of-effort 

term contract is suitable for investiga-
tion or study in a specific research and 
development area. The product of the 
contract is usually a report showing 
the results achieved through applica-
tion of the required level of effort. 
However, payment is based on the ef-
fort expended rather than on the re-
sults achieved. 

16.207–3 Limitations. 
This contract type may be used only 

when— 
(a) The work required cannot other-

wise be clearly defined; 
(b) The required level of effort is 

identified and agreed upon in advance; 
(c) There is reasonable assurance 

that the intended result cannot be 
achieved by expending less than the 
stipulated effort; and 
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