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When are Fixed-Price Contracts seen as Appropriate?

Firm Requirements: The government must have a clear understanding of what it is asking vendors to build, 
confidence that the necessary conditions exist, and a commitment to acquiring said project. 

Availability of Qualified Suppliers: The firms bidding on the contract have a demonstrated history in 
performing the proposed type of work, allowing them to make rational bids and ensure successful 
program execution. 

Low Technical Risk: The major research and development has already occurred within the program or other 
programs. At the date of contract signing, there are no unresolved design issues, risks associated with 
integration, external interfaces are well designed, and no major known risk appears in the testing phase. 

Ability of the Vendor to Absorb Overruns: If overruns occur, the winning vendor must have a demonstrated 
ability to deliver the product despite any overruns.

Adequate Business Case If Overruns Occur: There must be a demonstrated business case for vendors to 
continue performing work in the event that overruns occur. 
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Source: Frank Kendall, “Use of Fixed-Price Incentive Firm (FPIF) Contracts in Development and Production,” Defense AT&L: March–April 2013, 

http://www.acq.osd.mil/fo/docs/Kendall%20Use%20of%20Fixed-Price%20Incentive%20Firm%20(FPIF).pdf.

http://www.acq.osd.mil/fo/docs/Kendall Use of Fixed-Price Incentive Firm (FPIF).pdf


Dependent Variable: Terminations 3

Observations:

• Contracts with larger 

ceilings are more likely 

to be terminated.

• Those larger contracts 

also account for the 

vast majority of 

obligations to 

terminated contracts, 

$10s of billions in the 

study period.



Dependent Variable: Number of Change Orders and Ceiling Breaches 4

Observations:

• Contracts with larger ceilings 

are more likely to experience 

change orders.

• A significant portion of 

changed contracts do not 

experience a ceiling breach, 

or lower their ceiling. 

𝐸𝑥𝑡𝑒𝑛𝑡 𝑜𝑓 𝐶𝑒𝑖𝑙𝑖𝑛𝑔 𝐵𝑟𝑒𝑎𝑐ℎ

=
𝐵𝑎𝑠𝑒 & 𝐴𝑙𝑙 𝑂𝑝𝑡𝑖𝑜𝑛𝑠 𝑉𝑎𝑙𝑢𝑒 𝐼𝑛𝑐𝑟𝑒𝑎𝑠𝑒𝑠 𝑓𝑟𝑜𝑚 𝐶ℎ𝑎𝑛𝑔𝑒 𝑂𝑟𝑑𝑒𝑟 𝑀𝑜𝑑𝑖𝑓𝑖𝑐𝑎𝑡𝑖𝑜𝑛𝑠

𝐵𝑎𝑠𝑒 & 𝐴𝑙𝑙 𝑂𝑝𝑡𝑖𝑜𝑛𝑠 𝑉𝑎𝑙𝑢𝑒 𝐴𝑚𝑜𝑢𝑛𝑡 𝑓𝑜𝑟 𝑂𝑟𝑖𝑔𝑖𝑛𝑎𝑙, 𝑈𝑛𝑚𝑜𝑑𝑖𝑓𝑖𝑒𝑑 𝑇𝑟𝑎𝑛𝑠𝑎𝑐𝑡𝑖𝑜𝑛



Findings about the Overall Sample 5

Dependent Variable Performance of Fixed-Price vs. Cost-Based Contracts

Number of Offers Fixed-price contracts in all but the highest original ceiling category ($75 million+) receive 

more offers from vendors than their cost-based counterparts. 

Change Orders and 

Ceiling Breaches

Fixed-price contracts, as expected, receive more change orders than cost-based 

contracts, although this relationship is mediated by contract size and the differences are 

minimal for smaller contracts (under $1 million). 

In percentage terms, for all but the largest category of contracts, cost-based contracts 

have larger ceiling breaches on average. 

Terminations Fixed-price contracts have a termination rate that is 100 percent higher than that of cost-

based contracts. While terminations are less frequent for contracts with lower ceilings 

(under $10 million) overall, the fixed-to-cost ratio grows with fixed-price contracts 

experiencing a termination rate that routinely matches or exceeds a 250 percent increase 

versus the cost-based rate. 



Hypothesis Testing 6

Hypothesis Number of Offers Ceiling Breaches Terminations

Large R&D contracts 

(favors cost-based)

Fixed-Price R&D contracts 

receive more offers than 

those in overall population

Cost-based performed 

better for contracts 

between $1 mil & $75 mil

10% of Fixed-Price $75 

mil+ R&D contracts are

terminated. Below $10 mil 

fixed-price R&D performs 

better than overall pop.

MDAPs (favors cost-

based)

Contracts below $75 mil 

received fewer offers

Long Duration (favors 

cost-based)

Cost-to-Fixed Ratio favors 

Fixed-Price

Cost-based performed 

better for contracts 

between $1 mil & $75 mil

Cost-based performed 

better for contracts 

between $1 mil & $75 mil

Competition (favors 

fixed-price)

Competed fixed-Price 

contracts performed worse 

than the overall population

Software  (favors fixed-

price)

Cost-to-Fixed Ratio favors 

Cost-Based

Cost-to-Fixed Ratio favors 

Cost-Based


