PCO STUDY GUIDE

TOPIC:  Cost-Reimbursement Type Contracts



DATE: 14 Nov 01

REFERENCES:  FAR Subpart 16.3 and 32.705-2; FAR clauses 52.216-7, 52-232-20 and 52-232-22

DEFINITION:  COST-REIMBURSEMENT CONTRACT is a contract that provides for payment of allowable incurred costs, to the extent prescribed in the contract.  These contracts establish an estimate of total cost for the purpose of obligating funds and establishing a ceiling that the contractor may not exceed (except at its own risk) without the approval of the contracting officer.  FAR 16.301-1.

KEY INFORMATION: Cost-reimbursement contracts are suitable for use only when uncertainties involved in contract performance do not permit costs to be estimated with sufficient accuracy to use any type of fixed-price contract.  FAR 16.301-2.  The contracting officer shall insert the clause 52-216-7, Allowable Cost and Payment, in solicitations and contracts when a cost-reimbursement contract is contemplated. FAR 16.307. 

Limitations:

(a) A cost-reimbursement contract may be used only when:

(1) the contractor’s accounting system is adequate for determining applicable costs; and

(2) Government surveillance during performance will provide reasonable assurance that efficient methods and effective cost controls are used, and  

(b) The use of cost-reimbursement contracts is prohibited for the acquisition of commercial items. FAR 16-301-3. 

ADDITIONAL INFORMATION: In order to avoid violation of the ANTI-DEFICIENCY ACT, all cost-reimbursement contracts must contain the LIMITATION OF COST (LOC) 52-232-20 Clause (fully-funded) or LIMITATION OF FUNDS (LOF) 52-232-22 Clause (incrementally funded).  These clauses limit the Government’s obligation by stipulating that it will pay only the contract’s Estimated Cost or Target Cost (plus any prescribed Fee).  Cost-reimbursement pricing arrangements include Cost Contracts, Cost--Sharing, Cost-Plus-Incentive Fee (CPIF), Cost-Plus-Award Fee (CPAF) and Cost-Plus-Fixed Fee (CPFF) Contracts. 

THRESHOLDS:  None
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