
Incentive Fee Plan

Initial Outfitting and Transition (IO&T)

Acquisition for National Capital Region (NCR)

North (WRNMMC) and South (FBCH) Projects

1.  Purpose

The Government has awarded a cost plus fixed fee contract with incentive provisions to the Contractor whose proposal was determined to offer the best value to the Government.  The purpose of this Incentive Fee Plan is to document the incentive provisions of the contract, as well as the procedures, metrics, roles, and responsibilities to administer an incentive fee for Initial Outfitting and Transition (IO&T) Acquisition for National Capital Region (NCR) North (WRNMMC) and South (FBCH) Projects.  The desired behavior of the Contractor is to deliver high quality services, which will be measured in accordance with surveillance methods as detailed in this plan.
2.  Reason for Incentive Fee

The Government will incentivize the Contractor using predetermined benchmarks for the following critical performance objectives:
· Meeting Outfitting and Transition Schedule Milestones
· Exceeding Cost Performance Goals for Equipment
By employing incentives, the Government expects to motivate the Contractor to aggressively manage resources as required to provide timely delivery of a high-quality effort.  A fixed fee will be earned by the Contractor for meeting the terms and conditions of the contract.  The fixed fee proposed for Contract Line Item Numbers (CLIN)  0001, 0002, 1001, 1002, 2001 and 2002 shall not exceed 3%.  Fee is unallowable on the remaining CLINs.

An incentive fee shall be applicable to the Project Management and Equipment provisioning contract line items as identified in Section B of the solicitation/contract.  The incentive fee for on-schedule outfitting and transition of the North and South Projects shall be pooled into a separate line item (CLINs 0014, 1014, and 2014).  The Contractor may earn incentive fee if the benchmarks identified below are achieved.
3.  Incentive Tasks
The two performance objectives identified in paragraph 2, above, will be incentivized as reflected in the Performance and Incentive Matrices discussed below.  Eligibility and the amount of the incentive fee shall depend on the Contractor’s performance. There are measurable performance parameters, objectives, and outcomes which will be reported, validated, and rewarded if appropriate.  The incentives are designed to encourage on-time performance and cost effective performance consistent with approved plans.
The Contractor must deliver equipment on-time and in appropriate condition to be eligible for any incentive fee associated with that particular piece of equipment.  Failure to meet any of the established “Start of Healthcare Delivery Dates” set forth in the solicitation/contract will result in the automatic forfeiture of any incentive fee for the specific time period.  The Acceptable Quality Levels are outlined in the Quality Assurance Surveillance Plan and within the Performance Work Statement. Failure to meet those Acceptable Quality Levels will result in the remediation procedures outlined in the Quality Assurance Surveillance Plan.
4.  Performance and Incentive Matrices
Table 1, Standards, describes the performance standard for each performance objective and the methods that will be used for monitoring.  Table 2, Quality Levels and Incentives, describes the Minimum, Target, and Maximum Quality Levels for each performance area.  The Contractor’s failure to meet the Minimum Quality Level will result in the Contractor forfeiting the incentive fee.
Table 1.  Standards
	Performance Area
	Indicator
	Standard
	Method of Surveillance

	On-schedule outfitting and transition of the North and South projects
	Section C, Paragraph C.3.9, Integrated Master Schedule (IMS) (Deliverable 8) and Section C, Paragraph C.3.10. Monthly Progress Report (Deliverable 9) 
	Major milestones identified in the IMS are met for all buildings at both Campuses.
	100% review of Integrated Master Schedule and Verification of milestone achievement through Monthly Progress Reports, Contractor Tracking Tool, and Stakeholder feedback.

	Exceeding Cost performance goals for all equipment  
	Section C, Paragraph C.3.10 Monthly Progress Report (Deliverable 9)
	Delivery of Contract Requirements (equipment, installation, and training) on time, and at a savings to the Government when compared to the Contract Unit Cost.
	100% review of cost reports, negotiated unit costs, and program plans.


Table 2.  Quality Levels and Incentives
	Performance Objective
	Minimum Quality Level (Minimum Incentive Fee)
	Target Quality Level

(Target Incentive Fee)
	Maximum Quality Level
(Maximum Incentive Fee)
	Incentive Fee Pool

	Meet all the outfitting and transition schedule milestones for both the North and South projects
	Ready-for-Equip milestones are achieved for all buildings within 7 calendar days of the dates identified in the IMS.
Contractor will earn 30% of the Incentive Fee Pool.
	Ready-to-Equip milestones are achieved for all buildings within 4 calendar days of the dates identified in the IMS. 
Contractor will earn 60% of the Incentive Fee Pool.
	Ready-to-Equip milestones are achieved for all buildings on the dates identified in the IMS. 
Contractor will earn 100% of the Incentive Fee Pool.
	As determined by the Contracting Officer.

	Exceed Cost performance goals for equipment, as documented in Section B of the Contract

Equipment must be delivered consistent with the Minimum Quality Level, in appropriate condition, and deemed acceptable by the Government to be eligible for incentive fee application
	Total Cost to the Government is reduced by a percentage equal to 10% and up to a maximum of 20%. Savings shall be calculated based on the difference between the Contractor’s purchase price and the negotiated price documented in Section B of the contract.
The Contractor’s incentive fee equals 7% of the calculated savings.
	Total Cost to the Government is reduced by a percentage greater than 20% and up to a maximum of 40% Savings shall be calculated based on the difference between the Contractor’s purchase price and the negotiated price documented in Section B of the contract.

The Contractor’s incentive fee equals 18% of the calculated savings.
	Total Cost to the Government is reduced by a percentage greater than 40%. Savings shall be calculated based on the difference between the Contractor’s purchase price and the negotiated price documented in Section B of the contract.

The Contractor’s incentive fee equals 30% of the calculated savings.
	Total Estimated Cost of the accepted equipment (without G&A or Material Handling charges), as documented in Section B of the Contract, delivered in contract period, independent of quantity changes.


Acceptable performance is required. The purpose of these incentives is to motivate higher performance levels.  Failure to meet schedule milestones, as well as failure to deliver the equipment on-time and in appropriate condition, will disqualify the Contractor from receiving an incentive.  For the Schedule Task, total fee shall not exceed the amount specified by the Contracting Officer for any given period of performance.
5. Method for Determining Incentive Fee 
At the beginning of each 12-month performance period, to the extent that funding is available and options are exercised, funding will be applied to the Incentive Fee CLIN.  At the end of each 12-month performance period, the Contractor shall submit an Incentive Fee Request to the Contracting Officer’s Representative (COR).  This Incentive Fee Request shall state the Contractor’s calculated incentive fee for the completed period based on the parameters outlined in Table 2 above.  The request shall include supporting documentation for the reported performance and requested incentive fee.  The COR will review the Incentive Fee Request.  If additional information is required from the Contractor, the COR will request said information within ten (10) days of receiving the Incentive Fee Request.  The COR will prepare a Preliminary Incentive Fee Recommendation based on two objective measurements:
· Schedule Milestones
· Cost of equipment delivered in accordance with the approved plans.

The COR will submit the Preliminary Incentive Fee Recommendation to the Contracting Officer (KO) who will review the recommendation and determine the amount of incentive fee the Contractor earned during the period.  The KO will notify the Contractor of the incentive fee determination amount earned and instruct the Contractor to submit an invoice/voucher for a provisional payment equal to 75% of that amount.  After receiving KO notification, the Contractor shall have five (5) calendar days to challenge the incentive fee determination or thirty (30) calendar days to submit an invoice for the amount indicated by the KO.  If necessary, the KO will issue a corresponding modification to the contract enabling the Contractor to invoice for the appropriate amount of Incentive Fee.  Incentive Fee determinations and amounts rendered by the KO are final and not subject to the Disputes Clause.
The Contractor shall receive no Incentive Fee if schedule is not met, or, for the second performance area, if the unit cost of equipment exceeds the unit cost in Section B.  The aforementioned Request-Recommendation-Determination process will occur following each period during the total contract period of performance to the extent that options are exercised.
The incentive fee structure is effective for the entire period of performance (base year and option years) for this contract.  The Government recognizes that delaying the award of all incentive fees earned until the end of the entire period of performance may present a financial hardship to the Contractor.  As a result, the KO may permit the Contractor to invoice 75% of any earned incentive fee, as a provisional fee payment, at the end of each performance period.  The balance of the final incentive fee payment will be computed based on the final determination of Incentive Fee at the end of the entire period of performance of the contract and the Contractor will be allowed to invoice the Government for this incentive fee balance at that time.  Additionally, if the Contractor fails to satisfy all schedule performance requirements during subsequent performance periods this may result in forfeiture of all or a portion of the incentive fee.  The Government may recoup any previously provisionally paid incentive fee as determined by the KO.  The amount of fee to be recouped will be based on the KO’s assessment of extenuating circumstances determined to be beyond the Contractor’s control.  If at any time during the performance periods the Contractor fails to satisfy the schedule requirements the efforts could be re-baselined based on a negotiated agreement between the Government and Contractor, in order to determine future fee earning potential resulting in maintaining an incentive opportunity.
6. Incentive Fee Plan Administrative Changes and Fee Application Examples
The method for changing this Incentive Fee Plan is described below:

a. The COR, Contractor, responsible Government Personnel, or KO may propose changes to the Incentive Fee Plan.  All proposed changes must be coordinated with the KO for final disposition.
b. If changes are proposed by Government personnel, the KO will coordinate proposed changes with the COR and Contractor.

c. The Government may elect to make changes to the Incentive Fee Plan, provided the KO has sent written notice to the Contractor of any changes to be applied and the Contractor has agreed to the changes.  On agreement between the parties, changes will become effective for all fee incentivized deliverables that are outstanding (undelivered) as of the date of the applicable contract modification.

d. In the case of Government-caused delays or other delays beyond the control, and without fault or negligence, of the Contractor, the Contractor shall notify the COR and KO in writing of the applicable circumstances and request a corresponding adjustment to the contract delivery schedule and this Incentive Fee Plan.  The COR will coordinate with the KO for final determination which may result in a contract modification.
Illustrative examples of the Incentive Fee application are attached as Examples 1 (Incentive Fee Earned for Meeting O&T Schedule Milestones) and 2 (Incentive Fee for Exceeding Equipment Cost Performance Goals).


[image: image1.emf]Example 1: Incentive Fee Earned for 

Meeting O&T Schedule Milestones

Incentive Base will be provided in CLINs 0014, 1014, and 2014

• Illustrative Base Period Incentive (based on CLIN 0014)          = $7,000,000

• Illustrative Option Period 1 Incentive (based on CLIN 1014)    = $3,000,000

• Illustrative Option Period 2 Incentive (based on CLIN 2014)    = $1,000,000

1

Fee

Factor

Base Period (CLIN 0014) Option Period 1 (CLIN 1014) Option Period 2 (CLIN 2014) Total

Fee Earned Fee Earned Fee Earned Fee Earned

Minimum (30%) $2,100,000  $900,000 $300,000 $3,300,000

Target (60%) $4,200,000 $1,800,000 $600,000 $6,600,000

Maximum (100%) $7,000,000 $3,000,000 $1,000,000 $11,000,000

All figures are for illustration purposes only



[image: image2.emf]Example 2: Incentive Fee for Exceeding 

Equipment Cost Performance Goals

2

Incentive Fee earned is based on Equipment Costs:

• Illustrative Total Equipment Costs (Base Period )       =  $100,000,000

• Illustrative Total Equipment Costs (Option Period 1)   =  $  50,000,000

• Illustrative Total Equipment Costs (Option Period 2)   =  $                  0

Incentive Fee Saving Base Period  Option Period 1 Estimated Net Totals

% %

Gross Savings to 

Government

Fee Earned by 

Contractor

Net Savings to 

Government

Gross Savings to 

Government

Fee Earned by 

Contractor

Net Savings to 

Government

Gross Savings to 

Government

Fee Earned by 

Contractor

Net Savings to 

Government

7%

10.0%

$10,000,000 $700,000 $9,300,000

$5,000,000  $350,000  $4,650,000  $15,000,000  $1,050,000  $13,950,000 

20.0%

$20,000,000 $1,400,000. $18,600,000

$10,000,000  $700,000  $9,300,000  $30,000,000  $2,100,000  $27,900,000 

18%

20.1%

$20,100,000 $3,618,000 $16,482,000

$10,050,000  $1,809,000  $8,241,000  $30,150,000  $5,427,000  $24,723,000 

40.0%

$40,000,000 $7,200,000 $32,800,000

$20,000,000  $3,600,000  $16,400,000  $60,000,000  $10,800,000  $49,200,000 

30%

40.1%

$40,100,000 $12,030,000 $28,070,000

$20,050,000  $6,015,000  $14,035,000  $60,150,000  $18,045,000  $42,105,000 

80.0%

$80,000,000 $24,000,000 $56,000,000

$40,000,000  $12,000,000  $28,000,000  $120,000,000  $36,000,000  $84,000,000 

All figures are for  illustration purposes only. 

Option Period 2 is excluded because all equipment is assumed to be provisioned in the Base Period and Option Period 1.
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Example 1: Incentive Fee Earned for Meeting O&T Schedule Milestones

Incentive Base will be provided in CLINs 0014, 1014, and 2014

Illustrative Base Period Incentive (based on CLIN 0014)          = $7,000,000

Illustrative Option Period 1 Incentive (based on CLIN 1014)    = $3,000,000

Illustrative Option Period 2 Incentive (based on CLIN 2014)    = $1,000,000

1

		Fee
Factor		Base Period (CLIN 0014)		Option Period 1 (CLIN 1014)		Option Period 2 (CLIN 2014)		Total

				Fee Earned		Fee Earned		Fee Earned		Fee Earned

		Minimum (30%)		$2,100,000 		$900,000		$300,000		$3,300,000

		Target (60%)		$4,200,000		$1,800,000		$600,000		$6,600,000

		Maximum (100%)		$7,000,000		$3,000,000		$1,000,000		$11,000,000

		All figures are for illustration purposes only								







Example 2: Incentive Fee for Exceeding Equipment Cost Performance Goals

2

Incentive Fee earned is based on Equipment Costs:

Illustrative Total Equipment Costs (Base Period )       =  $100,000,000

Illustrative Total Equipment Costs (Option Period 1)   =  $  50,000,000

Illustrative Total Equipment Costs (Option Period 2)   =  $                  0

		Incentive Fee		Saving		Base Period 						Option Period 1						Estimated Net Totals				

		%		%		Gross Savings to Government		Fee Earned by Contractor		Net Savings to Government		Gross Savings		Fee Earned		Net Savings		Gross Savings		 Fee Earned		Net Savings

		7%		10.0%		$10,000,000		$700,000		$9,300,000		$5,000,000 		$350,000 		$4,650,000 		$15,000,000 		$1,050,000 		$13,950,000 

				20.0%		$20,000,000		$1,400,000.		$18,600,000		$10,000,000 		$700,000 		$9,300,000 		$30,000,000 		$2,100,000 		$27,900,000 

		18%		20.1%		$20,100,000		$3,618,000		$16,482,000		$10,050,000 		$1,809,000 		$8,241,000 		$30,150,000 		$5,427,000 		$24,723,000 

				40.0%		$40,000,000		$7,200,000		$32,800,000		$20,000,000 		$3,600,000 		$16,400,000 		$60,000,000 		$10,800,000 		$49,200,000 

		30%		40.1%		$40,100,000		$12,030,000		$28,070,000		$20,050,000 		$6,015,000 		$14,035,000 		$60,150,000 		$18,045,000 		$42,105,000 

				80.0%		$80,000,000		$24,000,000		$56,000,000		$40,000,000 		$12,000,000 		$28,000,000 		$120,000,000 		$36,000,000 		$84,000,000 

		All figures are for  illustration purposes only. 
Option Period 2 is excluded because all equipment is assumed to be provisioned in the Base Period and Option Period 1.
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Example 2: Incentive Fee for Exceeding Equipment Cost Performance Goals

2

Incentive Fee earned is based on Equipment Costs:

Illustrative Total Equipment Costs (Base Period )       =  $100,000,000

Illustrative Total Equipment Costs (Option Period 1)   =  $  50,000,000

Illustrative Total Equipment Costs (Option Period 2)   =  $                  0

		Incentive Fee		Saving		Base Period 						Option Period 1						Estimated Net Totals				

		%		%		Gross Savings to Government		Fee Earned by Contractor		Net Savings to Government		Gross Savings to Government		Fee Earned by Contractor		Net Savings to Government		Gross Savings to Government		 Fee Earned by Contractor		Net Savings to Government

		7%		10.0%		$10,000,000		$700,000		$9,300,000		$5,000,000 		$350,000 		$4,650,000 		$15,000,000 		$1,050,000 		$13,950,000 

				20.0%		$20,000,000		$1,400,000.		$18,600,000		$10,000,000 		$700,000 		$9,300,000 		$30,000,000 		$2,100,000 		$27,900,000 

		18%		20.1%		$20,100,000		$3,618,000		$16,482,000		$10,050,000 		$1,809,000 		$8,241,000 		$30,150,000 		$5,427,000 		$24,723,000 

				40.0%		$40,000,000		$7,200,000		$32,800,000		$20,000,000 		$3,600,000 		$16,400,000 		$60,000,000 		$10,800,000 		$49,200,000 

		30%		40.1%		$40,100,000		$12,030,000		$28,070,000		$20,050,000 		$6,015,000 		$14,035,000 		$60,150,000 		$18,045,000 		$42,105,000 

				80.0%		$80,000,000		$24,000,000		$56,000,000		$40,000,000 		$12,000,000 		$28,000,000 		$120,000,000 		$36,000,000 		$84,000,000 

		All figures are for  illustration purposes only. 
Option Period 2 is excluded because all equipment is assumed to be provisioned in the Base Period and Option Period 1.
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