M-705  PRESENT VALUE DISCOUNTING (JAN 1994)

The offered prices for the basic requirement and the offered prices for the optional periods will be adjusted by the applicable discount factors shown in Table 1 of this provision.

Table 1

Present Value Monthly Adjustment Factors

Month    Factor     Month      Factor       Month      Factor      Month     Factor

=====  ======   =====   =======    =====   =======  =====    ======

   1        0.99438      31        0.83964         61        0.70898      91          0.59865

   2        0.98879      32        0.83492         62        0.70499      92          0.59528

   3        0.98323      33        0.83022         63        0.70103      93          0.59194

   4        0.97770      34        0.82555         64        0.69709      94          0.58861

   5        0.97220      35        0.82091         65        0.69317      95          0.58530

   6        0.96674      36        0.81630         66        0.68927      96          0.58201

   7        0.96130      37        0.81171         67        0.68539      97          0.57874

   8        0.95590      38        0.80714         68        0.68154      98          0.57548

   9        0.95052      39        0.80261         69        0.67771      99          0.57225

  10       0.94518      40        0.79809         70        0.67390    100          0.56903

  11       0.93986      41        0.79361         71        0.67011    101          0.56583

  12       0.93458      42        0.78914         72        0.66634    102          0.56265

  13       0.92932      43        0.78471         73        0.66260    103          0.55949

  14       0.92410      44        0.78030         74        0.65887    104          0.55634

  15       0.91890      45        0.77591         75        0.65517    105          0.55321

  16       0.91374      46        0.77155         76        0.65140    106          0.55010

  17       0.90860      47        0.76721         77        0.64782    107          0.54701

  18       0.90349      48        0.76290         78        0.64418    108          0.54393

  19       0.89841      49        0.75861         79        0.64056    109          0.54088

  20       0.89336      50        0.75434         80        0.63695    110          0.53783

  21       0.88834      51        0.75010         81        0.63337    111          0.53481

  22       0.88334      52        0.74588         82        0.62981    112          0.53180

  23       0.87838      53        0.74169         83        0.62627    113          0.52881

  24       0.87344      54        0.73752         84        0.62275    114          0.52584

  25       0.86853      55        0.73337         85        0.61925    115          0.52288

  26       0.86364      56        0.72925         86        0.61577    116          0.51994

  27       0.85879      57        0.72515         87        0.61230    117          0.51702

  28       0.85396      58        0.72107         88        0.60886    118          0.51411

  29       0.84916      59        0.71702         89        0.60544    119          0.51122

  30       0.84439      60        0.71299         90        0.60203    120          0.50835

(End of provision)

PRESCRIPTION:  (a) This provision is for use in a solicitation for commercial information technology hardware and/or software.  For the purpose of these instructions, the word “commercial” has the same meaning as the term “commercial item” as that term is defined in FAR 2.101, and the term “information technology” has the same meaning as that term is defined in FAR 2.101.  OMB Circular A-94 “Guidelines and Discount Rates for Benefit-Cost Analysis of Federal Programs” contains guidance for the use of present-value discounts when making investment decisions.  These monthly present-value discount factors are based on a 7% discount rate.

(b) Present-value discounting need not be conducted for the solicitation of contracts anticipated to be three years or less.  It may be used for the award of contracts anticipated to be more than three years, but less than five years.  It should be used for the award of contracts anticipated to be five years or more.  This provision shall be used in conjunction with paragraph (a) of Provision M-708 “Total Contract Life Cost Evaluation (Systems)” and the adjustment factor(s) in Exhibit M “Contract Life Summary Table.”

(c) From a business perspective the use of present-value discounting is advantageous because it can motivate offerors to propose reduced prices during the early part of the contract.  The discount factors are higher in the early period of the proposed contract than during the later periods.  Consequently, lower unit prices during the early part of the contract will reduce the evaluated total price, which will be advantageous to an offeror because of its potential impact on the Government’s source selection decision.  Because needs and circumstances can change during the life of the contract, experience has shown that the likelihood is greater that items will be ordered during the early part of the contract than during the later part of the contract.

(d) If the FAR 52.217-9 “Option to Extend the Term of the Contract” clause is not included in the solicitation, then the phrase “for the basic requirement and the offered prices for the optional periods” in the provision shall be deleted in its entirety.  If the FAR 52.217-9 “Option to Extend the Term of the Contract” clause is not included, then paragraph (b) “Options” in the FAR 52.212-2 “Evaluation-Commercial Items” provision must also be used in conjunction with the FAR 52.217-9 “Option to Extend the Term of the Contract clause.”  The FAR 52.217-9 “Option to Extend the Term of the Contract” clause is typically inserted into a information technology or an information technology support services “requirements” contract because (1) funds may not be available for the total duration of the contract, or (2) the most advantageous method of fulfilling the Governments need may not be the exercise of an option to extend.  An acquisition strategy may be used which gives the Government to right to end the contract, on a no-cost basis, if the contractor’s performance during the contract is not satisfactory, but is not so poor as to warrant a termination for default or cause.  The contracting officer may decide that these or similar considerations are not sufficient reasons to include the “Option to Extend the Term of the Contract” clause in the solicitation or contract.  These considerations may have even less immediacy in an information technology or an information technology support services “indefinite quantity” contract because (1) the Government will obligate the “minimum” guarantee at contract award, and (2) the Government is not obligated to place orders under the contract once the “minimum” guarantee has been spent.
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