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SPAWAR Award Fee/Incentive Fee   

  Reporting Process
1. Purpose 

The purpose of this document is to establish a common process within the Department of the Navy (DoN) to collect, evaluate, and report (relevant) award fee and incentive fee data semiannually to Director, Defense Procurement and Acquisition Policy (DPAP), and to ensure that award and performance incentive fees paid are commensurate with the contractors' performance on their contracts. For current guidance on award fee contracts, see FAR 16.4, DFARS 216.4 and its companion resource, PGI 216.4.

See also: NMCARS Annex 9-Award Fee And Incentive Fee Reporting
2. Applicability/Scope

The procedures set forth in this document implement statutory requirements and apply to all contracts that include award and/or incentive fee provisions. The reporting requirements outlined in this document are applicable to those contracts that include award and/or incentive fee provisions that: 
a. Have an estimated contract value (including options) greater than $50 million; and 
b. Have an award fee determination or payment of a performance or delivery incentive(s), as described in Federal Acquisition Regulation (FAR) Subpart 16.4 that was made during a semiannual reporting period. Incentive contracts that contain cost incentives only shall not be reported.
3. Background

 Audit activity in recent years within and outside the Department of Defense (DoD) raised concerns that defense contractors were receiving fees that were not consistent with their contract performance. Section 814 of the National Defense Authorization Act (Public Law 109-364) requires DoD to collect relevant data on award and incentive fees paid to contractors and to have a mechanism in place to evaluate such data on a regular basis. This mechanism will help determine the effectiveness of award and incentive fees as a tool for improving contractor performance and achieving desired program outcomes. In response to this congressional mandate, DPAP issued a policy memorandum on April 24, 2007 requiring that DoD Components report and evaluate award fee and incentive data on a semiannual basis.

4. References/Resources

 Table I lists and describes the documents that serve as a reference or resource tools in support of the procedures outlined herein.

5. Definitions 
Table II lists and defines terms used in the procedures outlined in this document.

6. Roles and Responsibilities 
Table III lists key stakeholders of this process and their roles/responsibilities as they relate to these requirements.

7. Procedures 
Any Incentive Fee arrangement must be approved by executing a Determination and Findings (D&F) for Incentive Contracting. The D&F required at FAR 16.401(d) to justify that the use of award-fee contracting is in the best interest of the Government shall be signed by the HCA or designee no lower than one level below the HCA. D&Fs for all other types of award-fee contracting may be signed at one level above the contracting officer. (see Policy Alert 10-78 -- Class Deviation – Delegation of Approval for Use of Incentive-Fee Contracts).
Incentive arrangements should be structured to motivate contractor efforts that

might not otherwise be emphasized and to discourage contractor inefficiency and waste. The process described in this document will facilitate the evaluation of award and incentive fee data on a regular basis and enable the DoN to determine the effectiveness of award and incentive fees as a tool for improving contractor performance and achieving desired program outcomes. The information derived from the report should also be considered as part of the acquisition planning process to determine the appropriate type of contract to be utilized for future acquisitions.

8. Requirements

a. Reporting Requirements
(1) Policy. FAR 16.4, DFARS 216.4 and its companion resource, PGI 216.4.

See also: NMCARS Annex 9-Award Fee and Incentive Fee Reporting.
DPAP established the semi-annual periods for collecting award and incentive data as: 1 January-30 June and 1 July - 31 December. Further, this data is to be provided to DASN (A&LM) IP ABT in accordance with the following schedule:

Reporting Period


Submit Data to DASN (A&LM) PABT
1 January - 30 June


1 September

1 July - 31 December


1 March

(2) Reporting Guidelines
(a) Report Content: The report consists of three parts:

(i) A Component-level summary of award/incentive fee activity, which includes identification of any anomalies found during the reporting period;

(ii) The completed report template; and

(iii) A written narrative detailing anomalies and corrective actions taken or planned (if required). If not required, explain why.

(b) Report template - DPAP established the reporting template at enclosure (1). The template itself includes specific instructions for format and content. All fields in the template are mandatory reporting elements. If a reporting element is not applicable to a specific contract/order, indicate this in the template as "Not Applicable." The following general guidelines supplement the specific instructions contained within the reporting template:

(i) Indefinite Delivery Indefinite Quantity (IDIQ) contracts with an incentive structure at the contract level are considered reportable at the contract level (e.g. Base Operating Support Services, Environmental Remediation Action contracts, etc.); IDIQ contracts with incentives structured at the order level with an estimated order value >$50M are reportable at the order level (e.g. SEAPORT-e orders, etc.).

(ii) Contracts containing multiple incentives (i.e. both award and incentive fees) shall be recorded as separate entries in the template.

(iii)Award fee determinations or payments of a performance or delivery incentive occurring on the same contract during the same period must all be reported. 
(c) Report submission. Submit report to DASN (A&LM) PABT via email to: RDAPolicy@navy.mil following established HCA guidelines.
b. Evaluation Process of Fee Earned Data 
DPAP requires that both award fee and incentive fee data be evaluated on a regular basis to ensure that fees paid are commensurate with contractor performance. The DoN process outlined below will ensure that the required evaluation occurs early in the fee determination cycle rather than as an after-the-fact evaluation (i.e. after the Fee Determining Official determines the fee earned). The goal is to ensure that DoN takes a proactive approach, thereby addressing potential inconsistencies between fee earned and contractor performance prior to a fee decision. Head of Contracting Activities (HCAs) and Program Executive Offices (PEOs) shall follow the process below, as applicable, to ensure fees paid are commensurate with contractor performance.

(1) Award Fee 

(a) FDO ensures recommended award fee supporting data is analyzed against the defined "tripwires" to identify inconsistencies between the recommended fee and contractor performance.

(b) FDO ensures inconsistencies are investigated to determine if an anomaly exists and is relevant to contract performance.

(c) FDO ensures that the results of this investigation are properly documented, in writing. At a minimum, the documentation will state:

(i) Whether the inconsistency is irrelevant to contractor performance and why it does not affect the fee determination; or

(ii) Whether the inconsistency is relevant to contractor performance and what corrective action has been taken or is to be taken, as appropriate.

(d) FDO submits the above written results along with the fee determination supporting data to the Procuring Contracting Officer (PCO).

(e) Contracts Office extracts the data from the FDO submission and determines completeness with assistance from the Program Office, as required.

(f) Contracts Office consolidates the fee data and summarizes fee activity for the reporting period.

(g) Contracts Office submits semiannual report (i.e. template and narrative summary on anomalies noted for the reporting period) to DASN (A&LM) in accordance with HCA established procedures.

(2) Incentive Fee

(a) FDO verifies contractor performance against objective criteria in the contract.

(b) FDO analyzes fee earned against the defined "tripwires" to identify inconsistencies between the fee and contractor performance.

(c) FDO investigates inconsistencies to determine if an anomaly exists and is relevant to contract performance.

(d) FDO documents, in writing, the results of this investigation by indicating if the inconsistency is relevant to contractor performance and whether corrective action can be taken, and if not, why.

(e) FDO provides written results to the PCO.

(f) Contracts Office extracts the data from the FDO submission and determines completeness with assistance from the Program Office, as required.

(g) Contracts Office consolidates the fee data and summarizes fee activity for the reporting period.

(h) Contracts Office submits semiannual report (i.e. template and narrative summary on anomalies noted for the reporting period) to DASN (A&LM) in accordance with HCA established procedures.

c. Tripwires. 
The following sources of information are available to the FDO to help identify inconsistencies between the final fee earned and contractor performance. The FDO shall consider these sources, as appropriate, to identify potential anomalies.

(1) Earned Value Management Data (Use cumulative values at the time of FDO decision)

(a) Low cumulative Cost Performance Index (CPI) or cumulative Schedule Performance Index (SPI) (i.e., .90 or lower) with high percent fee earned (>75%); or

(2) Contractor Performance Assessment Reporting System (CPARS) and other similar systems (e.g. ACASS, CCAS, IPARS). Use CPARS (or ACASS, CCAS, IPARS) up to the time of fee determination.
(a) Inconsistencies between any CPARS (or ACASS, CCAS, IPARS) rating category and the fee earned based on that attribute [or a relevant sub attribute]. For example, an inconsistency could reflect underpayment or overpayment of fee. (I.e. high percent fee earned with yellow/red ratings, or low percent fee earned with purple/blue ratings).

(3) Other investigative reports/audits/studies/media coverage (e.g., General Accountability Office (GAO), DoD Inspector General, Naval Audit Services, DCMA, DCAA, Washington Post, etc.) resulting in unfavorable findings relevant to contractor performance.
(4) Nunn-McCurdy Breach resulting from contractor performance issues.

(5) Performance problems, such as projected (actual) schedule slip or cost overrun from the baseline established in the Contract. Other sources of relevant contractor performance information, such as the Defense Acquisition Executive Summary report.

d. Additional tripwires
The following requirements apply to all solicitations containing award fee provisions issued after 31 July 2007. Note that the third column contains indicators that identify anomalies in fees earned because they reflect a deviation from DPAP established policy.
	Award-Fee Adjectival Rating
	Award-Fee Pool Available To Be Earned
	Description

	Excellent
	91%--100%
	Contractor has exceeded almost all of the significant award-fee criteria and has met overall cost, schedule, and technical performance requirements of the contract in the aggregate as defined and measured against the criteria in the award-fee plan for the award-fee evaluation period.

	Very Good
	76%--90% 
	Contractor has exceeded many of the significant award-fee criteria and has met overall cost, schedule, and technical performance requirements of the contract in the aggregate as defined and measured against the criteria in the award-fee plan for the award-fee evaluation period.

	Good
	51%--75%
	Contractor has exceeded some of the significant award-fee criteria and has met overall cost, schedule, and technical performance requirements of the contract in the aggregate as defined and measured against the criteria in the award-fee plan for the award-fee evaluation period.

	Satisfactory
	No Greater Than 50%. 
	Contractor has met overall cost, schedule, and technical performance requirements of the contract in the aggregate as defined and measured against the criteria in the award-fee plan for the award-fee evaluation period.


e. Management/oversight of the process

a. The overarching responsibility of implementing and overseeing this process resides with DASN (A&LM). However, execution of this process is the responsibility of the HCAs and PEOs, each one serves a vital role in executing this process.
b. To ensure compliance with prescribed policies and procedures, each HCA will review, as part of its internal procurement management reviews/procurement performance management assessment program (PPMAP), award/incentive fee documentation relative to this reporting requirement. DASN (A&LM) PPMAP will assess and validate compliance with this process during its PPMAP of HCAs.

c. HCAs should submit recommendations for process improvements, including any best practices, to DASN (A&LM) via email RDAPolicy@navy.mil.
9. Miscellaneous
	Award Fee/Incentive Fee Reporting Process Toolbox
1) Memo dated 03/01/2010 DoN Process for Collecting, Evaluating, and Reporting Award and Incentive Fees Earned
2) Table I   Reference/Resources
3) Table II Terms and Definitions
4) Table III Process Roles and Responsibilities of Key Stakeholders
5) TAB A Award and Incentive Fee Reporting Template
6) Award Fee Policy Summary
7) Policy Alert 10-78 -- Class Deviation – Delegation of Approval for Use of Incentive-Fee Contracts
8) **Rescinded** DPAP memorandum of April 24, 2007 – Proper Use of Award Fee Contracts and Award Fee Provisions 
9) **Rescinded**  DASN (A&LM) memorandum dated May 8, 2007 – Award and Incentive Fees – Data Collection


