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CHAPTER I

INTRODUCTION

Background

The Defense Acquisition Regulation (DAR) defines

Award Fee as:

. . . a means of applying incentives in contracts
which are not susceptible to the finite measurements
of performance necessary for structuring incentive
contracts. Award Fee may be earned by the contractor
in whole or in part. The amount of the Award Fee to
be paid is based upon a subjective evaluation by the
Government of the quality of the contractor's perform-
ance, judged in the light of criteria set forth in
the contract. . . . The decision that Award Fee has
been earned is based on the reports of performance
made by the Government personnel knowledgeable with
respect to the contract requirements. This decision
is a unilateral determination made by the Government,
not subject to the Disputes Clause of the Contract
{3:p.3:40].

T In A Guide to Award Fee issued 26 January 1978 by

Air Force Systems Command (AFSC), Major General James

!~ Stansberry, DCS for Contracting and Manufacturing, defined

Award Fee as:

. . . a management technique which provides a means
of applying incentives in contracts or to certain areas
of performance within contracts which are not gen-
erally susceptible to a finite measurement of perform-
: ance. The purpose of the Award Fee contract incentive
. is to motivate superior performance by the contractor,

and to reward the contractor for performance which
exceeds basic contract requirements [15:2].

‘ ‘_JThe concept of the Award Fee contract has existed

within the federal government since the 1950s. The Navy —— .. :7




Rttt TR L ¥ k) g o " Y B N . G =
R Pt il o o e R I R . % - e g .
iy oA ARG o -

|

|

1 S—)
’ : " and the National Aercnautical and Space Administration

? —{(NASA) used Award Fee contracts on a limited basis in the

: early 1960s. The Air Force still considered their use

‘ experimental as late as 1978. 1In FY 79 Award Fee accounted
for 2.9 percent of all contracts over $10,000, and totaled

over $1.5 billion (8). An estimate of the government's

P

Fysiiihail

administrative costs for a moderate-sized Award Fee pro-

Pty

gram was $115,000 annually'17:1531,J The burden of the

2,
PR SRS

Sk

administrative costs is considered to be justified when

v
Lot

the government realizes greater benefits as a result of

v

the Award Fee provision.
~

-

Statement of the Problem

- There is a general lack of definitive gquidance for
evaluating the suitability of any contract to the Award
Fee concept. With no formalized guidelines for the selec-
tion of a contract, there is no objective way to judge the

possible, or probable, cost to benefit ratio of a given

contract. .




CHAPTER I1I1

LITERATURE REVIEW

Ooverview

This chapter presents a brief description of the
Major Weapon System Acquisition Process as identified in
government regulations, followed by expert opinion on the
use of the Award Fee in the process. Expert opinion is
presented due to the lack of an empirical body of knowledge
on the subject. Because the Award Fee concept is expressly
designed to motivate contractors, a discussion of con-
tractor motivations follows a summary of Department of

Defense (DOD) experience with Award Fee.

DOD Acquisition Process

DOD uses two primary directives (DOD Directive
5000.1 and 5000.2) in the execution of the general guide-
lines outlined by the Office of Management and Budget (OMB)
Circular A-109. TFour key decision points are identified
with separate phases of the program, structured as fol-
lows:

1., Milestone 0 Program Initiation. OMB Circular

No. A-109 requires the Secretary of Defense and DOD Com-
ponent Heads to continually analyze current and fore-

casted mission capabilities, technological opportunities,
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overall priorities, and resources. When the analysis iden-
tifies a deficiency in the existing agency capabilities or
an opportunity to establish new capabilities in response

to a technologically feasible opportunity, this will be set
forth in a Mission Element Need Statement (MENS). This
statement includes the mission purpose, capability, agency
components involved, time constraints, value or worth of
meeting the need, relative priority, and operating con-
straints. It is not to be expressed in terms of equipment
or other means which might satisfy the need. Mission needs
may be determined by agency analyses or through studies
directed by appropriate executive or legislative authority
(11:6-7). Once the mission need is determined to be valid,
the Secretary of Defense may approve that a DOD-component
systematically and progressively explore and develop
alternative system concepts.

2. Milestone 1 Demonstration and Validation. When

competitive exploration of alternative system concepts
merit system demonstration, approval to proceed must be
secured. Recommendations are documented in a Decision
Coordinating Paper (DCP), and reviewed by the Defense Sys-
tem Acquisition Review Council (DSARC) and the (Service)
System Acquisition Review Council prior to a Secretary of
Defense decision.

3. Milestone 2 Full-Scale Engineering Develop-

ment. When the demonstration and validation phase has been

4




completed and the system merits full-scale engineering
development, recommendations are documented by the DSARC
in a DCP prior to the Secretary of Defense decision. 1If
the system is approved for full-scale engineering develop-
ment, long lead-time production items and limited produc-
tion of prototypes for test and evaluation may be auth-
orized.

4, Milestone 3 Production and Deployment. Upon

completion of the full-scale engineering development

phase, which includes successful completion of Operation,
Test, and Evaluation (OT&E), production of a system may be
approved by the Secretary of Defense. The DCP is a key
document in the DSARC process as it encompasses the MENS,

a description of alternatives, and a summary of the program
acquisition strategy (5). This -acquisition strategy should
contain a contingency plan identifying the myriad of pro-
gram considerations to achieve goals in an economical,
effective, and efficient manner (11:10). As stated in the
Office of Federal Procurement Policy (OFPP) Pamphlet No. 1
on the application of OMB Circular No. A-109:

In developing a system acquisition strategy con-
siderable thought should be given to specific program
goals and objectives. The approach should not be
reduced to fill-in-blank formats or cookbooks. The
strategy should form the basis for the program manager's
system acquisition plan. He should then use his plan
to communicate with higher authority, his management
team, interfacing government organizations, and indus-

try. The plan should also provide the means to measure
accomplishments and consider contingencies as the

wm—"w aaten Lo e T Y




program progresses. At program initiation, it is
neither possible nor desirable to address all considera-
tions in detail. It is possible and desirable, how-
ever, to examine and schedule when decisions on each
consideration can and must be made throughout the
acquisition process and to refine the strategy and
planning as the program proceeds.

The plan should encompass the entire system
acquisition process with emphasis on the near term time
phased actions. As the program proceeds and periodic
reviews are made, the next increment of near term con-
siderations should be emphasized. Such an approach
minimizes the planning burden and provides a basis
for program direction and for measurement of success
against program goals and objectives [5:4].

The Department of Defense defines major programs
as those with an estimated research, development, test and
evaluation (RDT&E) cost exceeding $75 million, or an esti-

mated production cost exceeding $300 million.

Expert Opinion on the Use of Award Fee

The purpose of including the Award Fee in a con-
tract is to motivate the contractor to provide better per-

formance. Major General Stansberry states that the purpose

of Award Fee:

« « . is to motivate superior performance which
exceeds basic contracts requirements. Properly applied,
an Award Fee incentive provides a unique combination of
flexibility and potential for contractor motivation
not generally present in other types of contractual
arrangements [l:2].

Award Fee seeks to improve contractor performance
by providing management incentives, Stansberry addresses
this point when he states:

. + « Although the Award Fee incentive is princi-

pally designed to stimulate superior contractor per-
formance, it also serves as a vehicle for management

6
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communication between the Government and the contrac-
tor. If properly used, it enables the Government to
place management emphasis in particular areas and to
transmit this emphasis to the contractor [15:2].

Award Fee is most suitable for use on or in con-
junction with contracts in which it is difficult to mea-
sure performance, and where the Government wants to play
an active role in the management of the contract. Dr. Hunt
states that the Award Fee concept aids the Government in
dealing with performance uncertainty and provides for
active participation in ten ways, which he refers to as the
"hallmarks of Award Fee acquisition strategy." Award Fee:

1. encourages government-contractor cooperation,

2. assures an active role for government managers,
3. recognizes limitations on top management ability
to control operations,

stimulates formal and informal communication,
recognizes variability of motivations,

leaves to contractors the task of motivating their
own personnel, )

views the acquisition process as dynamic,

is flexible and provides room for human judgment,
simplifies contractual provisions, and

helps assure that profits are earned (7:27].

OWod A U

Award Fee contracts differ from traditional incen-
tive contracts by establishing a framework in which the
government and contractor personnel have an active role in
exercising managerial judgment. Dr. Hunt calls this
". . . a managerialist rather than a contractualist
approach to acquisition [6:ii]."

Award Fee, when applied to the correct programs,
is considered by contractor and government personnel to

be a "potent motivator . . . a strong motivator, simply

9
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because it concentrates on management [7:186]." Award Fee
cannot be validly applied to all contracts; it is not a
concept which will correct and prevent all problems which
occur in the government-contractor relationship. If
improperly used, it may increase the administrative burden
on both the government and the contractor and may actually
be detrimental to successful contract performance (15:2).
Observations along such lines were made by Mr. John N.
Malloy, Deputy Assistant Secretary of Defense, in his
1968 paper "Contracting for Major Weapon Systems." He
inferred that if the DOD had learned any lessons from the
past, it was that the procurement approach must be tailored
to the specific acquisition objectives, considering the
nature of the program; that in the past the tendency had
been to fit the procurement of each new system to the
approach popular at the time. He further states:
Of all the types of contracts authorized for use
by the Armed Services Procurement Regulation (ASPR)
none are considered "bad" in themselves. It is the

selection of an appropriate type for a particular pro-
gram that is often wrong [10:28].

DOD Experience with Award Fee

Subjective, "after the fact" evaluations of con-
tractor performance have been used within the government
since the 1950s. Actual use of the Award Fee concept !
began in the 1960s following discussions of the concept

by the Secretary of Defense at the National Security




Industrial Association (NSIA) on 15 June 1961 (13:27).
Professor Fredric M. Scherer discussed the concept in the
Harvard Weapons System Acquisition Research Project (12:
327). In the early 1960s NASA and the Navy developed the
Award Fee contracting procedures which remain relatively
unchanged today (13:28). The early Award Fee contracts
were used mainly in support services such as operations
and maintenance, technical services, management and engi-
neering, instrumentation, data acquisition and reduction,
and hardware integration (13:28).

Cost Plus Award Fee (CPAF) contracts are the most
common use of the Award Fee concept. In addition to CPAF
contracts, the Award Fee feature may be used as an adjunct
to Cost Plus Incentive Fee (CPIF) or Fixed Price Incentive
Fee (FPIF) contracts. In this way, the Award Fee incentive
will be in addition to the other incentives in such con-
tract types (15:3). By using Award Fee in conjunction
with these contracts, the government seeks to motivate con-
tractors in special emphasis areas which cannot be mea-
sured by criteria applicable to the traditional incentive

contracts.

contractor Motivation

From a study conducted by the Logistics Management

Institute, it was found that:




There is virtually unanimous agreement among mana-
gers and analysts who have studied overall contractor
motivation that, in the short run, contractor manage-
ment does sacrifice short run profit on defense busi-
ness in favor of achieving:

1. company growth,

. increased share of the industry market,

. better public image,

. organizational prestige,

. carry-over benefits to commercial business
(commercial spinoffs),

greater opportunity for follow-on business, or
greater shareholder expectations for future
growth and profit [9:8].

g O [S - R VER N

Obviously, industrial firms cannot sacrifice short run
profit on a continuous basis. However, the study goes on
to give reasons why a company wili accept a loss (or low
profit or fee); if doing s¢ prevides an opportunity to:

1. gain competitive advantage by engaging in devel-
opmental effort in areas of potential future

business,

2. acquire or retain competent personnel in scarce
disciplines,

3. spread fixed costs over ‘a substantially broader
base, or

4. prevent a potential competitor from gaining entry
to the market [9:9].

They also point out that the renumeration of mana-
gers as well as their prestige and professional stature, is
more dependent on company sales than on profit rate. They
summarize by stating:

Whether management is operating in the company's
interest or for its own personal gain, it does not
attempt to maximize profit or fee on individual con-
tracts. It attempts to optimize among many objectives,
placing particular stress on those which contribute
most to maintaining the future strength of the firm.
The drive for profit is not absent, but is constrained
by aims which ultimately are more consequential
[9:8-9].
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Summary of the Literature

Award Fee 1is an incentive method which attempts

to improve contractor management performance by use of sub-
jective evaluations and a monetary pool for potential award.
The provision is structured to place a fee potential on
those areas of performance, and at those times, which will
be most beneficial to the government. The decision to
include Award Fee as a provision of a contract is made
early in the contracting process. The studies reviewed
for this research do not address the decisions which must
be made when approving Award Fee for a program.

Experts in the field agree that if improperly used,
Award Fee will yield negative returns on the government
dollars spent administering the program. There is no indi-
cation of what characteristics must be present to assure
the government and contractor will benefit from partici-
pating in an Award Fee contract. Can information which is
known prior to award of the contract be used to determine
how the contractor will perform with an Award Fee contract?
What those characteristics, or information, are and to
what extent they help predict the contractor's performance,

can be a starting point for establishing more clearly

defined guidelines for use in contract approval.
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CHAPTER III

RESEARCH OBJECTIVES AND HYPOTHESES

Overview
This chapter presents a statement of the research
objective, identifies the research variables, and poses

research hypotheses and a research question.

Statement of the Research Objective

This research attempts to identify a series of
quantifiable characteristics which, when present in a con-
tract, will identify that contract as suitable or not suit-
able as an Award Fee contract. Once identified, the charac-
teristics are used to develop a-model of contract
suitability.

For purposes of this research, a contract shall
be considered suitable to the Award Fee concept when
aspects of the contract indicate a high probability that a
majority of the Award Fee pool would be earned by the con-
tractor. While Award Fee is defined as subjective grading
of aspects of contracts "not susceptible to finite mea-
sures," this research attempts to determine suitability

based on the quantifiable aspects of the contracts and con-

tractors involved.
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{ It is beyond the scope of this research effort to
attempt to estimate the costs and benefits of contracts.
This research assumes that if the goals of the Award Fee
F 1 portion of a contract are met, and so, that the majority

of the available Award Fee pool is paid to the contractor,

1 then the Award Fee concept was in fact well suited to the
contract and served to motivate the contractor as the

government desired.

Identification of Research Variables

The following independent variables are identified

o as having possible impact on contract suitability:

! 1. Kind of Contract. This variable identifies
| the type of effort contracted for, to include Research and i
Development, Services, Productiqn, etc.

2. Criticality Designator. This variable is a pri-
ority designator assigned to each contract by the pur-
chasing office according to the following criteria:

A high priority projects (DX rated) or programs desig-

. | nated by the President; DOD or service-directed
1 critical programs; contracts negotiated under pub-

lic exigency or unusual urgency; or small pur-
chases otherwise meeting the requirements of pub-

\
!
\ lic exigency.
|
‘1 B if not designator A, contracts for those items
f required to maintain a Government or contractor
production or repair line.
Cc all contracts other than A or B [3:p.25:103].
X 3. Contract Price. The final price of the awarded

'; contract. 9

13




4. Size of the Award Fee Pool. Total dollar value
of the Award Fee Pool available to the contract.

5. Contract Duration. The time interval in days
from contract effective date to the end of the period of
performance.

6. Level of Effort. The Level of Effort contract
describes the scope of work in general terms and obligates
the contractor to devote a specified level of effort over
a stated period of time. Payment is based on effort
expended rather than on results achieved.

7. DOD Sales. A contractor's total volume of
sales to DOD in the year of contract award.

8. Total Sales Volume. A contractor's total sales
revenue from all sources for the year of contract award.

9. Number of Employees. Total number of personnel
employed by the contractor in the year of contract award.

The dependent variable identified for this research
is:

Suitability. The percentage of available Award Fee
paid to the contractor for performance under the contract.
As contractor performance is "not susceptible to finite
measures” on Award Fee contracts, this objective indicator
of performance has been adopted to define the concept of

suitability.

14
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Research Hypotheses

This research attempts to test the following

hypotheses:

Null Hypothesis Hl1l. The kind of contract is not cor-
related to the percent of Award Fee paid.

Alternative Hypothesis H1l. The kind of contract is cor-
related to the percent of Award Fee paid.

Null Hypothesis H2. The criticality designator is not
correlated to the percent of Award Fee paid.

Alternative Hypothesis H2. The criticality designator has
a positive correlation to the percent of Award Fee paid.

Null Hypothesis H3. The contract price is not correlated
to the percent of Award Fee paid.

Alternative Hypothesis H3. The contract price has a posi-
tive correlation to the percent of Award Fee paid.

Null Hypothesis H4. The size of the Award Fee Pool is
not correlated to the percent of Award Fee paid.

Alternative Hypothesis H4. The size of the Award Fee Pool

has a positive correlation to the percent of Award Fee
paid.

Null Hypothesis H5. The duration of the contract is not
correlated to the percent of Award Fee paid.

Alternative Hypothesis H5. The duration of the contract

has a positive correlation to the percent of Award Fee
paid.

Null Hypothesis H6. The designation of a contract as level

of effort is not correlated to the percent of Award Fee
paid.

Alternative Hypothesis H6. The designation of a contract
as level of effort has a positive correlation to the per-
cent of Award Fee paid.

Null Hypothesis H7. The volume of the contractor's DOD
sales is not correlated to the percent of Award Fee paid.

15
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Alternative Hypothesis H7. The volume of the contractor's
DOD sales has a positive correlation to the percent of
Award Fee paid.

Null Hypothesis H8. The contractor's total sales volume
is not correlated to the percent of Award Fee paid.

Alternative Hypothesis H8. The contractor's total sales
volume has a positive correlation to the percent of Award
Fee paid.

Null Hypothesis H9. The number of personnel a contractor
employs is not correlated to the percent of Award fee paid.

Alternative Hypothesis H9. The number of personnel a con-
tractor employs has a positive correlation to the percent
of Award Fee paid.

For purposes of this research, statistically significant

is defined as less than or equal to the 0.10 level.

Research Question

This research attempts to answer the following
research question:

Can a statistical model or profile of a contract
be constructed, which will accurately predict the suita-

bility of a contract to the Award Fee concept?

16
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CHAPTER 1V

METHODOLOGY

Overview
This chapter describes and defines the data base,
identifies the sources of the data, and discusses the
analytic procedures used to test the research hypotheses

and to answer the research gquestion.

Data Definition and Sources

The data base for this research consists of 26
Award Fee contracts completed between 1973 and 1980. The
contracts were selected from the Air Force Systems Command
Acquisition Management Information System (AMIS). The
contracts were awarded by the Army, Navy, or Air Force,
with administrative responsibility delegated to Air Force
Contract Management Division. The contracts represented
awards to seven different contractors.

To test the research hypotheses the following
variables are selected:

1. Kind of Contract. The data base includes 14
"Research and Development” contracts, 10 "Service" contracts
and 2 classified as "Other" contracts. The classifications

were extracted from AMIS.

17
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2. Criticality Designator. The data base includes

3 contracts designated "A", 4 contracts designated "B",
and 19 contracts designated "C". The designations were
extracted from AMIS.

3. Contract Price. The data base includes final
contract prices ranging from $451,134 to $65,203,796. The
prices were extracted from AMIS or through the contract
administration office.

4. Size of the Award Fee Pool. The data base
includes contracts with Award Fee Pools ranging from
$36,701 to $3,738,324. The pool is divided by the con-
tract price to convert the figure to a percentage of the
contract price. This information is only available from
the contract buying or administration office.

5. Contract Duration. 'The data base includes
contracts ranging from 366 to 1463 days. The data were
extracted from AMIS.

6. Level of Effort. The data base includes four
contracts ‘identified as level of effort. This information
is only available from the contract buying or administra-
tion office.

7. DOD Sales. The data base includes contractors
with gross sales to DOD ranging from $102,000 to
$2,385,459,000. The sales fo DOD are divided by the con-

tractor's total sales volume to convert the figure to DOD

18




sales as a percentage of total sales. These data were
gathered from Federal Contracts Reports (6) or the contract
administration office.

8. Total Sales Volume. The data base includes
contractors with total sales volume ranging from
$1,580,000,000 to $8,130,000,000. These data were gathered
from Standard and Poor's Register of Corporations, Directors
and Executives for the year of the contract or through the
contract administration office (14).

9. Number of Employees. The data base includes
contractors employing between 7,000 and 114,000 personnel.
This information was extracted from Standard and Poor's
Register of Corporations, Directors, and Executives for
the year of the contract (14).

10. Amount of Award Fee Paid. The data base
includes contracts with cumulative final Award Fee pay-
ments ranging from $31,120 to $3,447,724. The Award Fee
paYments are divided by the Award Fee Pool. The resulting
percentages, ranging from 15 to 92 percent, are used as the
indicator of the contract suitability to the Award Fee con-
cept. These data are only available from the contract

buying or administration office.

Data Limitations

The data base for this research has the following

limitations:

19
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1. The number of Award Fee contracts awarded by
g the federal government is unknown. As this contract type

accounted for 2.9 percent in FY 79, it must be presumed

that the sample size of 26 cases is small and subject to

[

bias.

2. The sample is not random. Only contracts

7k bl
—eend e

listed in AMIS as having completed the period of perform-
ance are considered. Thirty-nine such cases are listed in

AMIS. Of the 39 cases, 13 are not available because the

b 4%

a b ad T3

data were considered proprietary by the Army and would not

be released.

4

3. Certain data elements are rounded and/or are
abbreviated for storage purposes and are not subject to
verification.

4. Year by yvear financial data are not available
for all contractors and are estimated or replaced by data
from the closest obtainable annual information.

5. The distribution of contract characteristics
is not even. The data base is heavily weighted by the
i dominance of one contractor, a disproportionately small
' share of "Other" contracts, and the extremely limited
number of "A" and "B" criticality designated contracts.
It is not known whether or not the proportion of these
variables in the sample is representative of Award Fee

p ! contracts in general.

20
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6. No allowance is made for the contractor imple-
mentation of the contract Award Fee plan. The measure of
the variable "implementation" is beyond the scope of this
research,

7. In order to evaluate a potential contract
prior to its award, the original estimated cost should be
used in lieu of contract price. These data are not avail-
able to this research.

8. An assumption is made that contractors will
perform to standards to receive Award Fee monetary compen-
sation. It is further assumed that when less than all
money from the pool is paid to the contractor, that the con-

tract was not ideally suited to the Award Fee concept.

Analysis Procedures

To test the hypotheses and build a multivariate
regression model to predict the suitability of a contract
to the Award Fee concept, this research uses SPSS to apply
the following statistical techniques:

1. Pearson Product Moment Correlation Analysis.
The bivariate correlation of each independent variable with
the percent of Award Fee paid is obtained.

2. Transformation. The correlations are analyzed
for indications of linearity or possible linearity through

transformation.
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{ 3. Factor Analysis. To control the multicollinear-
ity of the variables, factor scores are computed and used
: 4
in lieu of the variables.

4, Stepwise Multiple Regression. A forward step-
wise multiple regression is accomplished on the factor i

scores to produce a multivariate regression model.
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CHAPTER V

RESULTS AND CONCLUSIONS

Overview
This chapter presents the results and conclusions
of the research effort, followed by recommendations for

further study.

Research Results

Tests of the Hypotheses

The bivariate correlations obtained from the
Pearson Product Moment Correlation Analysis between the
selected variables and the percent of Award Fee paid are
presented in Table 1. 1In general, all of the correlations
are weak and of extremely low statistical significance.
Only the Level of Effort variable was shown to have a sta-
tistically significant correlation with suitability.

Hypothesis 6, that the designation of a contract
as level of effort is not correlated to the percent of
Award Fee paid, was rejected. The other null hypotheses

could not be rejected at the 0.10 significance level.

Construction of the Model

In the process of building the regression model,

the following results were obtained:
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Scatter diagrams of each independent variable on
the dependent variable lack linearity. The data does not
indicate that transformation could produce linearity.

The correlation matrix of individual variables
(Table 2) indicates strong correlation between sets of
variables, such as total sales volume and number of
employees ( .960 ) and between Research and Development
contracts and Service contracts ( .854 ).

Factor analysis reduces the collinear variables to
orthogonal factors. A principal components analysis is
performed on the factors and the results subjected to
Varimax rotation with Kaiser normalization. The final
iteration is shown in Table 3. The factor loadings are
clear and strong. See Table 4 for factor identifications.
Factor scores are computed for & nine-factor solution,
which accounts for 99.7 percent of the total variation
(see Table 5). These factor scores are used in a stepwise
multiple linear regression on the dependent variable. The
percentages of variance explained by the model was very
small and the model is not statistically significant at the

0.10 level, as is shown in Table 6.

Final Statistical Model

The final and best predictive model that can be
constructed from the data is a univariate model based on

the variable Level of Effort.

25
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Percent of Award Fee to be paid = 60.294114
+ 17.553776 LOE

LOE=1, if level of effort contract;

LOE=0, if not level of effort contract.
The significance of this model is .166, and it only
explains 7.85 percent of the total variance in the percent

of Award Fee paid.

Conclusions and Implications

1. The individual independent variables selected
by this research do not, by themselves, accurately predict
contract suitability.

2. The independent variable, "Level of Effort,"
while being statistically significant at the .10 level, is
not managerially significant, in that it only explains 7.8S
percent of the variance in the suitability. To make a mana-
gerial decision on a variable that explains so little vari-
ance is not within the guidelines of sound managerial
judgment.

3. A stepwise multiple regression model, based on
the selected variables and the small sample size, does not
adequately predict contract suitability to the Award Fee
contract.

4. Variables which were considered to have an
explanatory relationship to contract suitability did not

prove to do so in this study. Until further research is
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conducted, the selected variables should not be totally

relied upon or singularly discounted.

Recommendations for Further Research

Recommendations for further research are:

1. It is the opinion of the researchers that addi-
tional study using a larger sample size and the variables
selected for this research is warranted.

2. In addition to the variables selected for
this research, other variables which can be identified
prior to contract award should be studied as potential pre-
dictors of contract suitability. These variables might
include, but not be limited to:

a. the amount of Government Furnished Equip-
ment (GFE) and Government Furnished Property (GFP) pro-
vided in the contract,

b. the number of other contractors the prime
contractor is required to interact with in the performance
of the Award Fee contract,

c. at which phase points in the contracting
process Award Fee is used, and

d. if it is a Research and Development con-
tract, whether or not there is to be a follow-on contract.

3. It was indicated by various buying activities
during the course of this research that Award Fee is fre-

quently used in conjunction with other incentive
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arrangements. Further study is recommended to determine
if the benefits received from implementation of an Award
Fee contract are higher with contracts which couple Award
Fee and other incentive arrangements or on contracts which
use Award Fee alone.

4. A more precise measurement of the contractor's
performance should be developed. Because the percent of
Award Fee paid is not based on objective standards, it is
not possible to state that the govermment received the
same cost to benefit ratio on all contracts on which the

same percentage of the Award Fee pool is paid.

Concluding Remarks

The variables selected for this research were con-
sidered by the researchers as possible indicators of con-
tract suitability to the Award Fee concept. While the
results obtained from the research did not prove this to
be true, the results did not conclusively prove that the
variables are not suitability indicators. It is the opinion
of the researchers that given a larger sample size more of
the variance could be explained, and a model suitable for
managerial decision making could be developed. The prob-
lems encountered in gathering data, particularly that con-
sidered proprietary, could be overcome given higher head-

quarters support of the project.
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This research notwithstanding, it is the opinion
of the researchers that a multivariate model of contract

suitability to the Award Fee concept can be developed.
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