17.104

the succeeding program year require-
ment.

Cancellation ceiling means the max-
imum cancellation charge that the
contractor can receive in the event of
cancellation.

Cancellation charge means the
amount of unrecovered costs which
would have been recouped through am-
ortization over the full term of the
contract, including the term canceled.

Multiyear contract means a contract
for the purchase of supplies or services
for more than 1, but not more than 5,
program years. A multiyear contract
may provide that performance under
the contract during the second and
subsequent years of the contract is
contingent upon the appropriation of
funds, and (if it does so provide) may
provide for a cancellation payment to
be made to the contractor if appropria-
tions are not made. The key distin-
guishing difference between multiyear
contracts and multiple year contracts
is that multiyear contracts, defined in
the statutes cited at 17.101, buy more
than 1 year’s requirement (of a product
or service) without establishing and
having to exercise an option for each
program year after the first.

Nonrecurring costs means those costs
which are generally incurred on a one-
time basis and include such costs as
plant or equipment relocation, plant
rearrangement, special tooling and spe-
cial test equipment, preproduction en-
gineering, initial spoilage and rework,
and specialized work force training.

Recurring costs means costs that vary
with the quantity being produced, such
as labor and materials.

[48 FR 42231, Sept. 19, 1983, as amended at 66
FR 2129, Jan. 10, 2001; 67 FR 43514, June 27,
2002]

17.104 General.

(a) Multiyear contracting is a special
contracting method to acquire known
requirements in quantities and total
cost not over planned requirements for
up to 5 years unless otherwise author-
ized by statute, even though the total
funds ultimately to be obligated may
not be available at the time f contract
award. This method may be used in
sealed bidding or contracting by nego-
tiation.

48 CFR Ch. 1 (10-1-02 Edition)

(b) Multiyear contracting is a flexi-
ble contract method applicable to a
wide range of acquisitions. The extent
to which cancellation terms are used in
multiyear contracts will depend on the
unique circumstances of each contract.
Accordingly, for multiyear contracts,
the agency head may authorize modi-
fication of the requirements of this
subpart and the clause at 52.217-2, Can-
cellation Under Multiyear Contracts.

(c) Agency funding of multiyear con-
tracts shall conform to the policies in
OMB Circulars A-11 (Preparation and
Submission of Budget Estimates) and
A-34 (Instructions on Budget Execu-
tion) and other applicable guidance re-
garding the funding of multiyear con-
tracts. As provided by that guidance,
the funds obligated for multiyear con-
tracts must be sufficient to cover any
potential cancellation and/or termi-
nation costs; and multiyear contracts
for the acquisition of fixed assets
should be fully funded or funded in
stages that are economically or pro-
grammatically viable.

(d) The termination for convenience
procedure may apply to any Govern-
ment contract, including multiyear
contracts. As contrasted with cancella-
tion, termination can be effected at
any time during the life of the contract
(cancellation is effected between fiscal
years) and can be for the total quantity
or partial quantity (where as cancella-
tion must be for all subsequent fiscal
years’ quantities).

[61 FR 39204, July 26, 1996, as amended at 67
FR 13054, Mar. 20, 2002; 67 FR 43514, June 27,
2002]

17.105 Policy.

17.105-1 Uses.

(a) Except for DoD, NASA, and the
Coast Guard, the contracting officer
may enter into a multiyear contract if
the head of the contracting activity de-
termines that—

(1) The need for the supplies or serv-
ices is reasonably firm and continuing
over the period of the contract; and

(2) A multiyear contract will serve
the best interests of the United States
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by encouraging full and open competi-
tion or promoting economy in adminis-
tration, performance, and operation of
the agency’s programs.

(b) For DoD, NASA, and the Coast
Guard, the head of the agency may
enter into a multiyear contract for
supplies if—

(1) The use of such a contract will re-
sult in substantial savings of the total
estimated costs of carrying out the
program through annual contracts;

(2) The minimum need to be pur-
chased is expected to remain substan-
tially unchanged during the con-
templated contract period in terms of
production rate, procurement rate, and
total quantities;

(3) There is a stable design for the
supplies to be acquired, and the tech-
nical risks associated with such sup-
plies are not excessive;

(4) There is a reasonable expectation
that, throughout the contemplated
contract period, the head of the agency
will request funding for the contract at
a level to avoid contract cancellation;
and

(6) The estimates of both the cost of
the contract and the cost avoidance
through the use of a multiyear con-
tract are realistic.

(c) The multiyear contracting meth-
od may be used for the acquisition of
supplies or services.

(d) If funds are not appropriated to
support the succeeding years’ require-
ments, the agency must cancel the con-
tract.

17.105-2 Objectives.

Use of multiyear contracting is en-
couraged to take advantage of one or
more of the following:

(a) Lower costs.

(b) Enhancement of standardization.

(¢) Reduction of administrative bur-
den in the placement and administra-
tion of contracts.

(d) Substantial continuity of produc-
tion or performance, thus avoiding an-
nual startup costs, preproduction test-
ing costs, make-ready expenses, and
phaseout costs.

(e) Stabilization of contractor work
forces.

(f) Avoidance of the need for estab-
lishing quality control techniques and

17.106-1

procedures for a new contractor each
year.

(g) Broadening the competitive base
with opportunity for participation by
firms not otherwise willing or able to
compete for lesser quantities, particu-
larly in cases involving high startup
costs.

(h) Providing incentives to contrac-
tors to improve productivity through
investment in capital facilities, equip-
ment, and advanced technology.

17.106 Procedures.

17.106-1 General.

(a) Method of contracting. The nature
of the requirement should govern the
selection of the method of contracting,
since the multiyear procedure is com-
patible with sealed bidding, including
two-step sealed bidding, and negotia-
tion.

(b) Type of contract. Given the longer
performance period associated with
multiyear acquisition, consideration in
pricing fixed-priced contracts should be
given to the use of economic price ad-
justment terms and profit objectives
commensurate with contractor risk
and financing arrangements.

(c) Cancellation procedures. (1) All pro-
gram years except the first are subject
to cancellation. For each program year
subject to cancellation, the con-
tracting officer shall establish a can-
cellation ceiling. Ceilings must exclude
amounts for requirements included in
prior program years. The contracting
officer shall reduce the cancellation
ceiling for each program year in direct
proportion to the remaining require-
ments subject to cancellation. For ex-
ample, consider that the total non-
recurring costs (see 15.408, Table 15-2,
Formats for Submission of Line Items
Summaries C(8)) are estimated at 10
percent of the total multiyear price,
and the percentages for each of the pro-
gram year requirements for 5 years are
(i) 30 in the first year, (ii) 30 in the sec-
ond, (iii) 20 in the third, (iv) 10 in the
fourth, and (v) 10 in the fifth. The can-
cellation percentages, after deducting 3
percent for the first program year,
would be 7, 4, 2, and 1 percent of the
total price applicable to the second,
third, fourth, and fifth program years,
respectively.
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