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Use of Fixed-Price Contracts

Fixed-price contracts are generally appropriate for services that can be defined objectively and for which the risk of performance is manageable.  If the costs and risk cannot be determined with a reasonable degree of certainty then a cost-reimbursement contract should be used in place of a fixed-price contract.  The following information is provided as a guide for program staff in determining adequate price/cost analysis when drafting fixed-price contracts.  Documentation of the analysis must be submitted with the draft contract for review by Division of Administration staff.  See page 6 of this document for information on requesting prior approval in grant applications.
Fixed price justification is based on either:

· a price analysis, or

· a cost analysis.

NOTE:  Price or cost analysis is not required to be submitted with cost-reimbursement contracts; however the underlying methodology for determining amount awarded via cost-reimbursement contracts must be maintained by program staff in the event of questions from federal or state auditors.

1. Price Analysis

Definition of Price Analysis.  Price analysis is the process of examining and evaluating a proposed price to determine if it is fair and reasonable, without evaluating its separate cost elements and proposed profit.

When to Use Price Analysis.  When a contractor is not required to provide costing data, a price analysis is required to ensure that the overall price is fair and reasonable.

Basis for Price Analysis.  Price analysis always involves some form of comparison with other prices.  The program is responsible for selecting the basis for comparison to use in determining if a price is fair and reasonable, such as: 

· Commercial prices including competitive published price lists, published commodity market prices, similar indexes, and discount or rebate arrangements; 

· Previously-proposed prices and contract prices for the same or similar items or services, if you can establish both the validity of the comparison and the reasonableness of the proposed price; or

· If the contractor is sole source, information should be provided by the contractor of cost breakdown, i.e. personal services (number of hours and rates), fringe benefits, indirect cost, and other categories.

The above list is given as a starting point and is not intended to be all-inclusive.  Program staff should use all bases for which recent, reliable, and valid data is available.  For example, consider the last price paid in addition to current competitive prices—especially if the prior contract was awarded at a reasonable price. 

Buyer Evaluation and Documentation.  Price analysis is a subjective evaluation.  For any given contract, a different basis for price analysis may give you a different view of price reasonableness.  Even given the same information, different reviewers might make different decisions about price reasonableness.  Documentation of the rationale used in making the pricing decision must be kept in the contract.  Otherwise, the individuals who may review the file later may not know or understand the factors that affected the pricing decision.

Price Analysis Examples

Price Analysis Example 1:  Small purchase

The program is to purchase 150 widgets for an educational workshop.  The widgets are not on state contract.  Program staff call the local widget supply store and they quote a price of $10 per widget.  Program staff conduct an Internet search for widget suppliers.  Internet widget supplier A has the widgets for $9.00/widget and Internet widget supplier B has the widgets for $8.50/widget.  Shipping and handling fees for the Internet widget suppliers bring their costs to $11.25 and $9.75, respectively.  The program opts to purchase the widgets locally, as they are a known vendor and shipping time from the lower cost Internet source does not meet needs.  A summary documenting the phone call to the local supplier and attaching printed pages from the Internet showing pricing, shipping and handling charges, and shipping time tables would be sufficient to support the decision.  The documentation would need to be kept in the contract file.

Price Analysis Example 2:  Purchases $3,000-$25,000—DHSS procurement

A Request for Quotation (RFQ) was announced for providing training to LPHA’s for a new federal program.  Three quotations were received in response to the announcement.  Quotations from the responders for the 2-day all-inclusive training event were as follows: Company A—$18,500; Company B—$30,000; and Company C—$25,000.

The program did an RFQ for similar training the prior year for an established program and the purchase price for that 2-day training was $22,000.  Similar on-site training on related topics published in trade journals typically cost between $20,000 and $30,000.  From this analysis the prices quoted for the training can be supported as reasonable and fair.

Price Analysis Example 3

DHSS is to procure a custom-made automobile identical to a Pontiac Trans Am.  At request, a Jefferson City mechanic agrees to build such a car.  In building the car, the mechanic gets competitive quotes on all the necessary parts and tooling, pays laborers only the minimum wage, and asks only a very small profit. 

How will the final price compare to a car off an assembly line?  Probably at least ten times more expensive.  Parts alone may be five times more expensive.  The entire cost of tooling will be charged to one car.  Labor, although cheaper, will likely not be as efficient as assembly-line labor.  Is the price reasonable?  That decision can only be made through price analysis.

2. Cost Analysis

Definition of Cost Analysis.  Cost analysis is the review and evaluation of the separate cost elements and proposed profit/fee of: 

· A contractor's cost or pricing data or information other than cost or pricing data; and 

· The judgmental factors applied in projecting from the data to the estimated costs. 

The purpose of the evaluation is to form an opinion on the degree to which the proposed costs represent what the cost of the contract should be, assuming reasonable economy and efficiency. 

When to Use Cost Analysis.  Cost analysis is performed when determining the reasonableness of the contractor’s proposed costs and profit/fee. 

Definition of Contract Cost.  Contract cost is the sum of the allowable direct and indirect costs allocable to a particular contract, incurred or to be incurred, less any allocable credits, plus any allocable cost of money. 

Direct cost is any cost that can be identified specifically with a final cost objective, such as a contract. 

Indirect cost is any cost that CANNOT be directly identified with a single, final cost objective, but is identified with two or more final cost objectives or an intermediate cost objective. 

Definition of Profit/Fee.  Profit/fee is the dollar amount over and above allowable direct and indirect costs paid to the contractor to motivate contractor performance.  Profit/fees are generally included in commodity-type contracts.  Federal regulations do not allow profit or fees be paid on financial assistance (pass-through) dollars.

Cost Analysis Examples

Cost Analysis Example 1

Child care facilities are required to have sanitation inspections each year.  Local health agencies perform the inspections through contract at a rate of $80 per inspection and $45 per re-inspection.  A cost analysis of the reasonableness and fairness of the contract price may look something like this:

Through research of past contracts, state guidelines, wage and salary data, and policy and procedures we derive the following information:

Average inspection time:



2.5 hours

Average re-inspection time:



1.5 hours

Average inspector salary:



$36,000 per year

Average billable work hours:



1,760 per year

State mileage rate:




$0.345 per mile

Average mileage per inspection:


40 miles

Average supplies cost:



$5.00 per inspection

Department approved indirect cost rate:

8%

Cost per inspection




$75.53

Salary Costs





$51.13

$36,000 ∕1760 hrs. = $20.45 per hr.

$20.45 per hr. x 2.5 hrs = $51.125
Travel Costs





 $13.80

$0.345 per mile x 40 miles = $13.80

Supplies costs





  $5.00

Indirect Costs





  $5.60

($51.125 + $13.80 + $5.00) x 8% = $5.60

Cost per re-inspection




$53.44

Salary Costs





$30.68

$36,000 ∕1760 hrs. = $20.45 per hr.

$20.45 per hr. x 1.5 hrs = $30.68

Travel Costs





 $13.80

$0.345 per mile x 40 miles = $13.80

Supplies costs





  $5.00

Indirect Costs:





  $3.96

($30.68 + $13.80 + $5.00) x 8% = $3.958

The above cost analysis supports the contract rate of $80 per inspection and $45 per re-inspection as fair and reasonable.

Cost Analysis Example 2

A response was received from City Clinic in response to an RFQ to perform medical services to eligible recipients.  City Clinic provided the following budget sheet as their quotation:

Personal Services and Fringe Benefits:

$200,000

Supplies:





   20,000

Indirect Costs:





   50,000
Total Direct and Indirect Costs:


$270,000

Through research of previous contracts for similar services, physician salary and staff salary determinations, and department policy and procedure we may conduct the following cost analysis:

Average number of eligible patients served:

5,000 per year

Average billable work hours per physician:

1,200 hours per year

Average billable work hours per nursing staff:
1,760 hours per year

Average physician service time:


10 minutes/patient

Average nursing staff service time:


20 minutes/patient

Average annual clinic physician salary 

and fringe benefits:



$200,000

Average annual nursing staff salary

and fringe benefits:



60,000

Average supply cost per service

 
7.50

Indirect Cost rate


l

8%

Cost per service delivery:



$50.37


Personal Service and Fringe Benefits:

$39.14



$200,000 / 1200 hours = $166.67 per hour



$166.67 per hour x 0.167 minute = $27.78 



$60,000 / 1760 hours = $34.091 per hour



$34.09 per hour x 0.333 minute = $11.36

Supplies Costs




$7.50

Indirect Costs





$3.73


($39.14 + $7.50) x 8% = $3.73

Total cost per year:




$277,035

$50.37 per eligible patient x 5,000 patients = $251,850

10 % profit motive = $25,185

This cost analysis supports the proposed budget of $270,000 as fair and reasonable.

SOLE SOURCE CONTRACTS

When there is no competition, program staff must still ensure the contract amount is fair and reasonable using the techniques described above.

Sole Source Example

A nonprofit organization submitted a quotation in response to an RFQ to do survey work.  The survey work requires two types of reports be submitted per facility.  The nonprofit organization submits the following quotation for the survey work:

Survey Report Type A:


$750

Survey Report Type B:


$750

This quotation was the only quotation received from the published request.  The nonprofit organization serves the community of specialized physicians.

Currently the same survey work is being done in other parts of the state with the exception that the survey work in the new RFQ is with physicians in a specialized field while the survey work on current contracts are with physicians in clinics and general practitioner’s offices.  The current survey work is being done on a cost-reimbursement basis.  An average cost per report is as follows:

Survey Report Type A:


$300

Survey Report Type B:


$375

The survey work is conducted with specialized physicians; however, the output for reports and content of the work is the same as the survey work conducted with the non-specialized physicians.  From this analysis, we cannot support that the price quoted by the nonprofit organization is fair and reasonable.  The nonprofit organization may have an “in” with the specialists that could translate into a higher value to the department because more survey work may be a result.  However, such a large discrepancy between costs to survey specialized vs. non-specialized physicians is not reasonable.

End Note:  The current contract and the proposed contracts should be awarded on a similar basis, either as a fixed-price per unit, or a cost-reimbursement if a fair and reasonable fixed-price per unit cannot be established.

Template for Fixed Price Contracts Requiring Prior Approval

Fixed Price Contracts require prior approval per section 200.201(b), Uniform Administrative Requirements, Cost Principles, and Audit Requirements for Federal Awards.  Prior approval will consist of specific mention in the budget narrative and approval via notice of grant award, or specific request letter or e-mail submitted and approved in writing by the Grants Management Officer or their designee after notice of grant award has been issued. 

A  fixed price contract provides for a price which normally is not subject to any adjustment unless certain provisions are included in the agreement.  These contracts are negotiated where reasonably definite specifications are available, and costs can be estimated with reasonable accuracy.  

When requesting a fixed price contract, the following information must be considered:
1. Is budget amount of contract to exceed the Simplified Acquisition Threshold currently in effect? (currently $150,000)(If so, cannot establish a fixed-price contract)

2. Is mandatory cost sharing or match required? (If so, cannot establish a fixed-price contract)

3. Is the project scope specific and is adequate cost, historical, or unit pricing data available to establish a fixed amount award? 

a. Will the project be paid in several payments, agreed to in advance, such as completion of a “milestone”, or other triggering event?

b. Will the project be paid based on a unit price basis?

c. Will the project be paid in one payment at completion?

For projects that meet the above criteria, the following should be used as a template for language in the grant application:

Prior approval is being requested on a project for (insert description of project).  This project meets the criteria for fixed price due to (insert information from answer to question 3 above).  The project will be paid in firm, fixed pricing (insert information from answer to question 3a, b, or c above). 
· Contractor Name-To Be Determined (do not include contractor name in grant application unless governmental entity)

· Method of Selection

· Period of Performance

· Scope of Work

· Budget amounts

· Details on how fixed cost amounts determined (what basis is cost determined to be reasonable, what resources were used to make determination) 

In addition, the contractor must submit written certification at the end of the contract period that the project, activity, or level of effort was expended.  Prior approval must be requested for changes in principal investigator, project leader, project partner, or scope of effort.  This documentation must be maintained in program files for audit purposes.
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