Color of Money

Definition

 A fund, as used in connection with appropriations, is a sum of money or other resources, usually segregated, to be expended or used for specified purposes.  
Types of funds 

In general, R&D programs are incrementally funded with 3600 and 0400 RDT&E funds, 2-year money.  Production programs are fully funded, using 3010, 3020 or 3080 Procurement funds, 3-year money.  Operations and maintenance (O&M) programs are funded with 3400 O&M funds, 1-year money, and can be incrementally funded within the FY of the appropriation.  

Normal Life Cycle of Appropriations:





      EXPIRATION
CANCELATION

        TYPE

    

DATE

            DATE              

3600 & 0400 (R & D)


2 Years

5 Years after expiration

3400 (O & M)



1 Year

5 Years after expiration 

3010 - Aircraft
Procurement

3 Years

5 Years after expiration 

3020 - Missiles & Spacecraft Proc.
3 Years

5 Years after expiration 

3080 - Other Procurement 

3 Years

5 Years after expiration

Severable vs. non-severable tasks:  A contract that is funded by annual appropriations (such as 3400 funds) may not cross fiscal years.  However, there are exceptions (FAR 32.703-(b).  

Nonseverable tasks:  Tasks involving work that cannot be separated into components, but instead must be performed as a single task to meet a need of the government.  When the contract calls for a non-severable task, the effort may cross fiscal years since it represents a single bona fide need and the appropriation current at the time the work order

Severable tasks:  A contract that, if terminated, still provides a benefit from the amounts paid/obligated is considered to be severable.  When the contract calls for severable services, the contract may begin in one fiscal year and end in the next fiscal year if the period of performance does not exceed one year.  This is a statutory exception to the bona fide need rule (10 U.S.C. 2410a and 41 U.S.C. 2531).   

Full Funding Vs. Incremental Funding

Full Funding:  The practice of funding the total cost of major procurement and construction projects in the fiscal year in which they will be initiated - at the time of contract award. 

DoD 7000.14-R explains full funding policy:  “It is the policy of the Department of Defense to fully fund procurements that are covered within the procurement title of the annual DoD Appropriations Act. There are 2 basic policies concerning full funding.

The first is to provide funds at the outset for the total estimated cost of a given program so that the Congress and the public can be fully aware of the dimensions and cost when the program is first presented in the budget.

The second is to provide funding each fiscal year to procure a complete, usable end item. In other words, an end item budgeted in a fiscal year cannot depend upon a future year’s funding to complete the procurement.”

Procurement funds for support services not directly related to production and delivery of an end item should be budgeted for the year services will be performed and may be funded in increments.  Example: Contractor launch support services budgeted in Procurement appropriations are incrementally funded if they are not related to the delivery of an end item. (See AFI 65-601 v.1 part 4.17.4 and SAF/AQX/FMB letter, 29 Sep 97.)

From a contracting perspective, full funding means that the funds obligated by the basic contract equal the firm fixed price (FFP), target price (FPIF), CPIF/CPFF total, or the estimated cost (CPAF).  No amount is obligated by the basic contract for award fee contracts, however, award fee is budgeted for within the same fiscal year.  Any modifications that increase or decrease the value of the contract require corresponding obligation or deobligation of funds. 

Incremental Funding:  Funding a contract in increments to cover the liability of the Government under the contract for a specified period of time.  Despite the fact that incremental funding is common for R&D, it is the exception rather than the rule for Government procurement in general.  It is almost always restricted to contracts employing 3600 funds.   

DoD 7000.14-R defines incremental funding as “the phasing of total funding of programs or projects over two or more fiscal years based upon levels and timing of obligational requirements for the funds. Differs from full funding concept where total funds for an end item, program or project are provided in the fiscal year of program or project initiation, regardless of the obligational requirement for the funds.” 

Obligating Funds:  When an incrementally funded contract is awarded, funds are obligated in accordance with the Contractor’s proposed expenditure plan. 

Contract Clauses:

Limitation of Government’s Obligation (LOGO) clause:  For incrementally-funded fixed-price contracts, the amount is set forth in the “Limitation of Government’s Obligation” (LOGO) clause (DFARS 252.232-7007).

Implementation of Limitation of Funds:  For incrementally-funded cost-reimbursement contracts, the amount is set forth in a Section B paragraph entitled “Implementation of Limitation of Funds” as required by the “Limitation of Funds Clause (FAR 52.232-22).

In older contracts, this information was placed in a Section H Special Contract Requirement entitled “Total Sum Allotted”.

Limitation of Cost clause:  For fully-funded cost-reimbursement contracts, no specific amount is set forth.  The assumption is that entire estimated cost (or “contract value”) has been obligated.  The Limitation of Cost clause (FARS 52.232-20), like the Limitation of Funds and the LOGO clauses, requires the contractor to provide 60 dates notice before exhausting 75 % of the obligated funding.  

Bona Fide Need Rule  (31 U.S.C. § 1502(a))

A fiscal year appropriation may be obligated only to meet a legitimate, or bona fide, need arising in, or in some cases arising prior to but continuing to exist in, the fiscal year for which the appropriation was made.
RECENT CHANGES

N/A

CASE LAW

N/A
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Web Links & Further Study Resources:

http://farsite.hill.af.mil/
http://losangeles.af.mil/SMC/PK/PKHome/PKC/guide_to_contract_funding.doc
