DEPARTMENT OF THE ARMY

U.S. ARMY SPACE AND MISSILE DEFENSE COMMAND

POST OFFICE BOX 1500

HUNTSVILLE, ALABAMA 35807-3801


REPLY TO


ATTENTION OF


December 19, 2003

Contracting and Acquisition

   Management Office

SUBJECT:  Fee Philosophy for Guardian Installation Protection Program (IPP) Acquisition and Resultant Contract

ATTENTION:  Potential Offerors on subject acquisition.

While it is understood that the LSI contractor on the Guardian IPP effort expects to experience a fair return on investment, the Government has structured a multi-tiered approach to the performance incentive:  CPFF/LOE contract type; the possibility of additional “terms” without necessity for competition; and inclusion of a cost-share incentive CLIN.  (Note that there will be no profit/fee allowed on Materials or Travel.)  

The CPFF/LOE structure is extremely low risk for the contractor because he is paid a fixed amount of fee for every direct productive person hour (DPPH) worked under a given technical directive (TD).  As contractor risk is the most significant driver in fee determination, it is anticipated that the fixed fee dollars will be relatively small.  It is expected that the other two “tiers” are the more lucrative ones and, therefore, the true incentives for exceptional performance under this contract. 

The possibility of additional “terms” without competition and/or expenditure of associated B&P costs is a considerable incentive for outstanding contractor performance during both the basic period and the award terms, if awarded.  The three potential award terms are of significantly greater dollar value than the total of the basic since the bulk of the 200 CONUS/OCONUS sites will be completed during these three years.

This outyear increase in number of sites also ties into the cost-savings incentive CLIN.  Since the Government anticipates marked improvement in LSI performance (from site design to fielding and installation and planning for sustainment), the contractor has an ever-increasing opportunity to share in the Government savings experienced at the majority of 200 sites for IPP activities.  This “tier” is risk free since it can only add to the dollars the contractor earns and has no possibility of the Government taking away dollars guaranteed in other parts of the contract.  

Thank you for your continued interest in the Guardian IPP acquisition.








Sincerely,

[image: image3.wmf]







Lynne Washburn
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