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USE OF OPTIONS

Introduction

In accordance with FAR 17.202, the contracting officer may include options in contracts when it is in the Government’s interest.    “Option” is defined as a unilateral right in a contract by which, for a specified time and at a specified price, the Government may elect to purchase additional supplies or services called for by the contract, or may elect to extend the term of the contract.  Options should not be included in contracts if:

(1) The contractor will incur undue risks; e.g., the price or availability of necessary materials or labor is not reasonably foreseeable;

(2) Market prices for the supplies or services involved are likely to change substantially; or

(3) The option represents known firm requirements for which funds are available unless—

(i) The basic quantity is a learning or testing quantity; and

(ii) Competition for the option is impracticable once the initial contract is awarded.

(4) The requirement involves a minimum economic quantity (i.e., quantities large                                     enough to permit the recovery of startup costs and the production of the required supplies at a reasonable price) and delivery requirements are far enough into the future to permit competitive acquisition, production, and delivery.

Conditions for Use

In accordance with FAR 17.205, the contracting officer shall include written documentation in the contract file to justify the quantities or the term under the option, the notification period for exercising the option, and any limitation on option price under 17.203(g).  Sample memorandums for the file are included as Exhibits A, B and C.

If an option is to be included in an acquisition, any justifications and approvals (J&As), determination and findings (D&Fs) required by FAR Part 6 or synopsis required by FAR Part 5 must specify both the basic requirement and the increase permitted by the option.  J&As based on urgency must include justification of the applicability of urgency to the option(s).

The contracting officer shall evaluate offers for any option quantities or periods contained in the solicitation when it has been determined prior to solicitation that the Government is likely to exercise the option(s), see FAR 17.206 and 17.208.  If an option is included and will not be evaluated, a  determination must be made that evaluation would not be in the best interests of the Government.  This determination must be approved at a level above the contracting officer pursuant to FAR 17.206(b).

In accordance with FAR 17.207(f), to satisfy requirements of FAR Part 6 regarding full and open competition, the option must have been evaluated as part of the initial competition and be exercisable at an amount specified in or reasonably determinable from the terms of the basic contract.

In accordance with FAR 17.204, the contract:

(1) Shall specify limits on additional supplies/services or overall duration of the contract.

(2) Shall state period within which option will be exercised.

(3) Period shall be set so as to provide the contractor adequate lead time to ensure continuous production.

(4) Period may extend beyond the contract completion date for service contracts.  This is necessary for situations when exercise of the option would result in the obligation of funds that are not available in the fiscal year in which the contract would otherwise be completed.

(5) Shall not exceed 5 years in the case of services or the total quantity cannot exceed the requirement for 5 years in the case of supplies, unless approved by the Chief of the Contracting Office (CCO) in accordance with NAPS 5217.204.  These limitations do not apply to information technology (IT) contracts.  However, statutes applicable to various classes of contracts, for example, the Service Contract Act (See FAR 22.2001-1), may place additional restrictions on the length of contracts.  

(6) May express options for increased quantities of supplies or services in terms of -- (a) a percentage of specific line items, 

(b) increase in specific line items, or 

(c) additional numbered line items identified as the option.  Note:  Additional or separate line items identified as the option(s) allows contractor to price the option items at a different price from the basic requirement.  See FAR 17.203 if solicitation requires that options be offered at prices no higher than those for the initial requirement.
(7) May express extensions of the term of the contract as an amended completion date or as additional time for performance; e.g., days, weeks, or months.

Solicitation Provisions and Contract Clauses

The solicitation/contract must include appropriate option provisions, clauses, limits on additional supplies or overall duration, and notification period for exercising the option when the resulting contract will provide for the exercise of options.  Attached as Exhibit D is the text of the option provisions and clauses.  The following is a quick reference list of provisions and clauses that may be used when options(s) are included:

Section B:
None as clauses in Section I have fill-ins for time notices.

Section I:  (choose one)

                  52.217-6   Option for Increased Quantity


Use:  Supply contract when option is expressed as a percentage of the  basic contract quantity or as an additional quantity of a specific line item.  MUST COMPLETE FILL-IN.

52.217-7 Option for Increased Quantity—Separately Priced Line Item                Use:  Supply contract when option quantity is identified as a separately priced line item.  MUST COMPLETE FILL-IN.

52.217-8 *Option to Extend Services                                                                    Use:  Service contract in accordance with FAR 37.111 for recurring and continuing requirements often delayed due to circumstances beyond the control of the contracting officer; e.g., protests.  This option may be exercised more than once, but total extension cannot exceed 6 months.

52.217-9 *Option to Extend the Term of the Contract                                          Use:  Service contract or IDTC supply or service contract when it is intended to extend the period of performance or ordering period of the contract and it is necessary to give the contractor a preliminary notice.  MUST COMPLETE FILL-INS.

*May use Clauses 52.217-8 and 52.217-9 together and one or more of the following:

52.232-18   Availability of Funds                                                                             Use:  When option must be exercised before new fiscal year funds are available.

52.232-19   Availability of Funds for the Next Fiscal Year                                    Use:  When contract is IDIQ type contract funded by annual appropriations and contract to extend beyond the initial fiscal year.

Section M:  (choose one)
52.217-3   Evaluation Exclusive of Options                                                             Use:  When solicitation includes option clause and option will not be evaluated for award purposes.

52.217-4   Evaluation of Options Exercised at Time of Contract Award              Use:  When solicitation includes option clause, option will be evaluated for award purposes and option will be exercised at time of award.

52.217-5   Evaluation of Options                                                                             Use:  When solicitation includes option clause, option will be evaluated for award purposes and option will be exercised after award.
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