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SUBJECT: Performance-Based Paynents

Last year, the department af Defense nmade over $3 billion in

per f or mance- based paynents (PBPs). PBPs have proven to be an
effective neans of providing contract financing, with reduced

burden to both the governnment and contractors. However, this
experience has also indicated a need for some clarification of

policies that pertain to their use.

When considering PBPs, contracting officers nmust renenber that
they are a formof contract financing, and are subject not only to
FAR 32.10 requirenments regarding PBPs, but also to the requirenents
of FAR 32.1 concerning all forms of non-commercial purchase
financi ng. In particular, negotiated ternms and conditions for PBPs
should conply with FAR 32.104(a), which requires that "CGovernnent
financing shall be provided only to the extent actually needed for
pronpt and efficient performance, considering the availability of
private financing." Paynment anmounts shoul d represent what the
contractor coul dreasonably be expected to incur to achieve the
payment event, rather than resenble advance payments or an
I nducenent for the contractor to achieve performance |evels that

exceed contract requirenents.

PBPs that exceed the contractor's actual financing needs
increase the interest cost to the Treasury. To ensure an
appropriate level of financing, contracting officers should.
consi der obtaining expenditure forecasts from the contractor as
part, of a conplete evaluation of proposed PBPs. Qur goal is to
prevent paynent anmounts in excess of a contractor's forecasted

financi ng needs.



FAR 32.104(a) also requires the contracting officer to avoid
any undue risk of nonetary loss to the Government through the
financing As with progress paynents based on costs, the financing
provi ded t hrough PBPs is secured by the vesting of title to the
Government of proporty acquired or produced under the contract. To
avoi d undue risk of loss, contracting officers should negotiate
PBPs that establish paynent amounts not expected to exceed the
projected tangible value of that property,

Consi derabl e information regarding the use and adm nistration
of PBPs is now available at the Defense Contract Managenent Comrand

(DCMC)  website (www. dent. hg. dl a.m'IJ. Contracting professionals
involved with the negotiation or administration of PBPs will find

this information hel pful. ;
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