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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 

(d) The contract price is $100,000 or 
less, unless approved by the chief of the 
contracting office.

Subpart 16.3—Cost-
Reimbursement Contracts

16.301 General.

16.301–1 Description. 
Cost-reimbursement types of con-

tracts provide for payment of allowable 
incurred costs, to the extent prescribed 
in the contract. These contracts estab-
lish an estimate of total cost for the 
purpose of obligating funds and estab-
lishing a ceiling that the contractor 
may not exceed (except at its own risk) 
without the approval of the con-
tracting officer.

16.301–2 Application. 
Cost-reimbursement contracts are 

suitable for use only when uncertain-
ties involved in contract performance 
do not permit costs to be estimated 
with sufficient accuracy to use any 
type of fixed-price contract.

16.301–3 Limitations. 
(a) A cost-reimbursement contract 

may be used only when— 
(1) The contractor’s accounting sys-

tem is adequate for determining costs 
applicable to the contract; and 

(2) Appropriate Government surveil-
lance during performance will provide 
reasonable assurance that efficient 
methods and effective cost controls are 
used. 

(b) The use of cost-reimbursement 
contracts is prohibited for the acquisi-
tion of commercial items (see parts 2 
and 12). 

[48 FR 42219, Sept. 19, 1983, as amended at 50 
FR 1742, Jan. 11, 1985; 50 FR 52429, Dec. 23, 
1985; 59 FR 64785, Dec. 15, 1994; 60 FR 48248, 
Sept. 18, 1995; 63 FR 34073, June 22, 1998]

16.302 Cost contracts. 

(a) Description. A cost contract is a 
cost-reimbursement contract in which 
the contractor receives no fee. 

(b) Application. A cost contract may 
be appropriate for research and devel-
opment work, particularly with non-
profit educational institutions or other 
nonprofit organizations, and for facili-
ties contracts. 

(c) Limitations. See 16.301–3.

16.303 Cost-sharing contracts. 

(a) Description. A cost-sharing con-
tract is a cost-reimbursement contract 
in which the contractor receives no fee 
and is reimbursed only for an agreed-
upon portion of its allowable costs. 

(b) Application. A cost-sharing con-
tract may be used when the contractor 
agrees to absorb a portion of the costs, 
in the expectation of substantial com-
pensating benefits. 

(c) Limitations. See 16.301–3.

16.304 Cost-plus-incentive-fee con-
tracts. 

A cost-plus-incentive-fee contract is 
a cost-reimbursement contract that 
provides for an initially negotiated fee 
to be adjusted later by a formula based 
on the relationship of total allowable 
costs to total target costs. Cost-plus-
incentive-fee contracts are covered in 
subpart 16.4, Incentive Contracts. See 
16.405–1 for a more complete descrip-
tion and discussion of application of 
these contracts. See 16.301–3 for limita-
tions. 

[48 FR 42219, Sept. 19, 1983, as amended at 62 
FR 12695, Mar. 17, 1997]
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