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with economic price adjustment con-
tracts when acquiring commercial 
items. 

[48 FR 42219, Sept. 19, 1983, as amended at 60 
FR 48248, Sept. 18, 1995]

16.202 Firm-fixed-price contracts.

16.202–1 Description. 
A firm-fixed-price contract provides 

for a price that is not subject to any 
adjustment on the basis of the contrac-
tor’s cost experience in performing the 
contract. This contract type places 
upon the contractor maximum risk and 
full responsibility for all costs and re-
sulting profit or loss. It provides max-
imum incentive for the contractor to 
control costs and perform effectively 
and imposes a minimum administra-
tive burden upon the contracting par-
ties.

16.202–2 Application. 
A firm-fixed-price contract is suit-

able for acquiring commercial items 
(see parts 2 and 12) or for acquiring 
other supplies or services on the basis 
of reasonably definite functional or de-
tailed specifications (see part 11) when 
the contracting officer can establish 
fair and reasonable prices at the out-
set, such as when— 

(a) There is adequate price competi-
tion; 

(b) There are reasonable price com-
parisons with prior purchases of the 
same or similar supplies or services 
made on a competitive basis or sup-
ported by valid cost or pricing data; 

(c) Available cost or pricing informa-
tion permits realistic estimates of the 
probable costs of performance; or 

(d) Performance uncertainties can be 
identified and reasonable estimates of 
their cost impact can be made, and the 
contractor is willing to accept a firm 
fixed price representing assumption of 
the risks involved. 

[48 FR 42219, Sept. 19, 1983, as amended at 60 
FR 48248, Sept. 18, 1995]

16.203 Fixed-price contracts with eco-
nomic price adjustment.

16.203–1 Description. 
A fixed-price contract with economic 

price adjustment provides for upward 
and downward revision of the stated 

contract price upon the occurrence of 
specified contingencies. Economic 
price adjustments are of three general 
types: 

(a) Adjustments based on established 
prices. These price adjustments are 
based on increases or decreases from an 
agreed-upon level in published or oth-
erwise established prices of specific 
items or the contract end items. 

(b) Adjustments based on actual costs of 
labor or material. These price adjust-
ments are based on increases or de-
creases in specified costs of labor or 
material that the contractor actually 
experiences during contract perform-
ance. 

(c) Adjustments based on cost indexes of 
labor or material. These price adjust-
ments are based on increases or de-
creases in labor or material cost stand-
ards or indexes that are specifically 
identified in the contract.

16.203–2 Application. 

A fixed-price contract with economic 
price adjustment may be used when (i) 
there is serious doubt concerning the 
stability of market or labor conditions 
that will exist during an extended pe-
riod of contract performance, and (ii) 
contingencies that would otherwise be 
included in the contract price can be 
identified and covered separately in 
the contract. Price adjustments based 
on established prices should normally 
be restricted to industry-wide contin-
gencies. Price adjustments based on 
labor and material costs should be lim-
ited to contingencies beyond the con-
tractor’s control. For use of economic 
price adjustment in sealed bid con-
tracts, see 14.408–4. 

(a) In establishing the base level 
from which adjustment will be made, 
the contracting officer shall ensure 
that contingency allowances are not 
duplicated by inclusion in both the 
base price and the adjustment re-
quested by the contractor under eco-
nomic price adjustment clause. 

(b) In contracts that do not require 
submission of cost or pricing data, the 
contracting officer shall obtain ade-
quate information to establish the base 
level from which adjustment will be 
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