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SUBJECT:
Examples of Contracting for Services
Attached is Appendix B to the June 7, 2004, memorandum titled Guidance and

Information Concerning Interagency Transactions and Proper Management of Reimbursable Agreements in Revolving Funds. The purpose of these examples is to illustrate the principles outlined in Section 5, Paragraphs A and B of the June 7 memorandum. Specifically, these examples demonstrate the application of the bona fide needs rule (31 USC 1502(a)), and severable/nonseverable service type contracts (41 USC 253,41 USC 254,41 USC 2410(a) and FAR 37.106).
While the client has primary responsibility for determining the bona fide need and providing information in making the determination as to whether a contract for services should be severable or nonseverable, it is ultimately the contracting officer’s responsibility to ensure that the services have been contracted for property. The acquisition process is a joint effort that should lead to the proper structure for executing and contracting for the requirement. The contract structure and the funding sources(appropriations) must be properly aligned to ensure a properly executed requirement, considering both the client's requirement and budget constraints.

If you have any questions, please contact the office of the FTS Chief Financial Officer

on (703) 306-6100,

Attachment
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APPENDIX B CONTRACTING FOR SERVICES

	Type of Service
	Severable
	Severable
	Non Severable
	Non Severable
	Mixed(Contains both Severable and Non Severable services)

	Type of Funds
	Annual Appropriation
	Annual Appropriation
	Annual Appropriation
	Annual Appropriation
	Annual Appropriation

	Amount of Funding
	Fully Funded
	Incrementally Funded
	Fully Funded
	Incrementally Funded
	Fully Funded

	Type of Contract
	Cost Reimbursable or T&M
	Cost Reimbursable or T&M
	FFP, Cost Reimbursable or T&M
	Cost Reimbursable or T&M
	FFP, Cost Reimbursable or T&M

	Contract Structure
	Base year plus options
	Base year plus options
	Multiyear contract (services for more than 1 but not more than 5 years).(Contract as awarded does not contain any options).
	Multiyear contract (services for more than 1 but not more than 5 years).(Contract as awarded does not contain any options).
	Multiyear contract for the nonseverable services. Base year with options for the severable portion.

	Notes/Comments

(For Illustrative

Purposes . FY XX represents the base year and FY X1 and following represent

subsequent periods.)
	This situation reflects the majority of the requirements for services that are contracted for by FTS.The contract period for severable services funded with annual appropriations may cross fiscal years but cannot exceed 12 months.Excess funds must be returned to the client at the end of the 12 month period. Option periods must be funded with appropriations current at the time the option is exercised and each option period may not exceed 12 months
	The contract period for severable services funded with annual appropriations may cross fiscal years but cannot exceed 12 months.Excess funds must be returned to the client at the end of the 12 month period. Option periods must be funded with appropriations current at the time the option is exercised and each option period may not exceed 12 months. Any 12 month period may be incrementally funded in accordance with funding restrictions based on contract type and budget constraints.When incrementally funded, all required clauses must be included in the contract.
	Funds currently available are obligated for the entire amount of the requirement and can be expended in subsequent fiscal years until project completion.Excess funds must be returned to the client when the project is completed.( note:FFP cannot be incrementally funded.)
	Funds currently avaialable must be obligated in an amount sufficient to fund atleast the initial 12 months of performance plus termination liability.Funds can continue to expended in subsequent fiscal years until project completion, but subsequent increments must be funded with appropriations currently available(ie., an incremental amount added in FY XX must be made with funds available for obligation in FY XX).When incrementally funded, all required clauses must be included in the contract.Excess funds must be returned to the client when the project is completed
	A CLIN must be established for the nonseverable and a CLIN must be established for the severable.Funds currently available may be obligated for the entire amount of the nonseverable requirement and can be expended in subsequent fiscal years until project completion.Excess funds must be returned to the client when the project is completed. The contract period for severable services funded with annual appropriations may cross fiscal years but cannot exceed 12 months. Each 12 month period must be funded with currently available funds.Excess funds must be returned to the client at the conclusion of each 12 month period.( Note:FFP cannot be incrementally funded.)


	Type of Service
	Severable
	Severable
	Non Severable

	Non Severable
	Mixed(Contains both Severable and Non Severable services)

	Case Facts
	Agency XYZ sends Reimbursable Agreement (RA) for 5

years of operation and
maintenance  of a LAN.

Estimated cost is $6m per year.
	Agency XYZ sends Reimbursable Agreement (RA) for 5 years of operation and

maintenance  of a LAN.

Estimated cost is $6m per year.
	Agency XYZ sends Reimbursable Agreement (RA) for  the design, testing and implementation of an ERP system.
Estimated cost is $10m and completed within 36 months after receipt of the Reimbursable Agreement
	Agency XYZ sends Reimbursable Agreement (RA) for  the design, testing and implementation of an ERP system.
Estimated cost is $12m and completed within 36 months after receipt of the Reimbursable Agreement
	Agency XYZ sends Reimbursable Agreement (RA) for  the design, testing and implementation of an ERP system.
Estimated cost is $8m and completed within 36 months after receipt of the Reimbursable Agreement

	Type of Funds
	Annual Appropriation
	Annual Appropriation
	Annual Appropriation 

FY XX
	Annual Appropriation 

FY XX
	Annual Appropriation 

FY XX

	Amount of
Funding
	$6m – FY XX
	                                            $3m- FY XX
	$10m- Fully funded
	Incrementally Funding
($4m per annum)
	FY XX Funds

	Type of Contract
	Cost Reimbursable or

T&M
	Cost Reimbursable or T&M
	Either FFP, Cost

Reimbursable or T&M
	Cost Reimbursable or
T&M
	Either FFP, Cost

Reimbursable or T&M

	Contract_
Structure
	12 month base period

with four, one-year

options
	12 month base period

with four, one-year

options
	Multi-year contract

(performance period - 36

months)
	Multiyear contract
	Multiyear for the non severable design,

testing and

implementation services.

Must have base and

option period for

severable operation

services,

	Notes/Comments

(For Illustrative

Purposes . FY XX represents the base year and FY X1 and following represent

subsequent periods.)
	The contract period for
severable services

funded with annual

appropriations cannot exceed 12 months.
The $6m of FY XX

funds is obligated for

the base period. Any

fund balances

remaining at tie and

of the base period

may not be carried

forward and must be returned to the client. Any subsequent Option periods must be funded with appropriations current at the time the option is exercised.
	The contract period for

severable services funded

with annual appropriations

cannot exceed 12 months,

Any 12-month period may

be Incrementally funded in

accordance with funding

restriction:; based on

Contract type. When

Incrementally funded, all

Required clauses must be

included in the contract. In

this example, the $3m of FY XX funds is obligated for the base period; however, it is only expected to cover performance for the initial 6-months. If the next increment is due in the next fiscal year(FY X1), then FY X1 funds must be used. If the next increment is due in the same fiscal year ( FY XX), then FY XX funds will be used.
	$10m of the FY XX funds can be used to fund performance in FY X1, X2 and X3(i.e., project completion).
	$4m of FY XX funds-
received must be

sufficient to fund the initial

12months of performance plus termination liability. It is also noted that the initial funding can cross fiscal years. Any subsequent increments must be funded with appropriations currently available at the time of funding(i.e, an increment made in FY X1 must be made with X1 funds). When incrementally funded all required clauses must be included in the contract.

	CLIN 0001 - $4m is 
obligated for the

Non severable design,

testing and

implementation services.

CLIN 0002 - $2m is

obligated for the first 12

months of severable

operation services. FY

XX funds provided for the

Non severable piece of the

project (i.e., design,

testing and implementation) can be expended in subsequent fiscal years until project completion(i.e., the full 36 months).The contract period for severable services funded with annual appropriations cannot exceed 12 months. $2m held for potential termination liability.


NOTE: The above guidance applies to reimbursable agreements funded from annual appropriations. If an agency issues a reimbursable agreement to FTS that cites no-year funding, multiyear contracts for either  severable or non severable services may be used. The unexpected balance will be returned at the end of the contract period. If an agency issues a reimbursable agreement to FTS that cites a multiyear appropriation, then this multiyear funding may be used to enter into a multiyear contract for either severable or non severable services consistent with the period of funding availability of the multiyear appropriation. In other words, if agency cites a procurement  account appropriation that is available for obligation for three years, a multiyear contract for three years for either severable or non severable may be awarded. Any remaining funds are to be returned at the end of the contract period.
