
FAR 17.106-3(g) Authorizes The Head Of The
Contracting Activity (HCA) To Approve The
Use Of Variable
FAR 17.106-3(g) Authorizes The Head Of The Contracting Activity (HCA) To Approve The
Use Of Variable is a critical provision within the Federal Acquisition Regulation (FAR) that grants
the HCA the authority to approve the use of variable pricing arrangements in federal contracts. This
authority is designed to provide flexibility in contracting strategies, allowing agencies to adapt to
dynamic market conditions, mitigate risks, and achieve more efficient procurement outcomes.
Understanding the scope, application, and implications of this authority is essential for contracting
officers, acquisition professionals, and contractors involved in federal procurement processes.

---

Overview of FAR 17.106-3(g)

Background and Purpose
FAR 17.106-3(g) was established to streamline the approval process for certain contracts that
involve variable pricing features. The regulation recognizes that in some cases, fixed-price contracts
may not be suitable due to uncertainties or fluctuations in costs, resources, or market conditions.
Allowing the HCA to approve variable arrangements ensures that agencies can respond swiftly to
these circumstances while maintaining oversight and compliance.

Scope of the Provision
This FAR clause applies specifically to contracts where the use of variable pricing is justified and
aligns with the agency's procurement needs. It authorizes the HCA to approve the use of
arrangements such as:

- Cost-plus-fixed-fee (CPFF) contracts
- Cost-sharing contracts
- Other contractual arrangements with variable components

The regulation emphasizes that such approvals should be based on sound justification and consistent
with the principles of fair and open competition.

---



Roles and Responsibilities of the Head of the
Contracting Activity (HCA)

Authority and Limitations
The HCA possesses the authority to approve the use of variable pricing arrangements per FAR
17.106-3(g). However, this authority is subject to certain limitations:

- The approval must be justified by the nature of the procurement and associated risks.
- The HCA must ensure compliance with applicable laws and regulations.
- The approval process should maintain transparency and fairness.

Decision-Making Criteria
When exercising this authority, the HCA considers:

- The complexity and uncertainty of the contract requirements.
- The potential for cost savings or risk mitigation.
- The contractor’s capability to manage variable terms.
- The availability of oversight mechanisms to monitor performance and costs.

Documentation and Oversight
The HCA must document the rationale for approving variable arrangements and establish
appropriate oversight procedures. This includes:

- Clearly defining the scope and terms of the variable components.
- Establishing performance measurement and reporting requirements.
- Ensuring proper audit trails and compliance checks.

---

Types of Variable Pricing Arrangements Approved
Under FAR 17.106-3(g)

Cost-Plus-Fixed-Fee (CPFF) Contracts
CPFF contracts provide reimbursement of allowable costs plus a fixed fee. The fixed fee provides
profit to the contractor regardless of actual costs, but the arrangement involves variable cost
components that require approval.



Cost-Sharing Contracts
These contracts involve the government and contractor sharing costs and risks, often used in
research and development projects. The approval process ensures that sharing arrangements are
fair and aligned with project objectives.

Other Variable Arrangements
Additional arrangements include:

- Time-and-materials (T&M) contracts with specific limitations.
- Indefinite Delivery/Indefinite Quantity (IDIQ) contracts with variable scope and pricing elements.
- Any contractual arrangement where price variability is integral to project success.

---

Process for Approving Variable Pricing Under FAR
17.106-3(g)

Step 1: Justification and Documentation
The contracting officer must prepare a comprehensive justification that addresses:

- The necessity of variable pricing.
- The risks involved and how they will be managed.
- The expected benefits, such as cost savings or schedule flexibility.
- Market research supporting the pricing arrangement.

Step 2: Submission to the HCA
The justification, along with relevant supporting documents, is submitted to the HCA for review. The
submission should include:

- Contract scope and objectives.
- Detailed description of the variable components.
- Oversight and monitoring plans.

Step 3: HCA Review and Approval
The HCA evaluates the submission based on established criteria. If satisfied, the HCA grants
approval, documenting the decision and any conditions imposed.



Step 4: Contract Implementation and Oversight
Post-approval, the contracting team implements the contract with appropriate controls, including:

- Regular performance and cost reporting.
- Auditing and compliance checks.
- Periodic reviews to ensure adherence to approved terms.

---

Implications of the HCA’s Authority on Contract
Management

Enhanced Flexibility and Responsiveness
The ability of the HCA to approve variable pricing arrangements allows agencies to adapt quickly to
changing project requirements and market conditions, potentially reducing procurement delays and
costs.

Risk Management
While offering flexibility, this authority necessitates robust oversight to mitigate risks associated
with cost overruns, contractor performance issues, or non-compliance with contractual terms.

Compliance and Oversight Challenges
Contracting officers must ensure that approval processes are transparent and that contractual
arrangements are thoroughly documented to withstand audits and oversight reviews.

---

Best Practices for Utilizing FAR 17.106-3(g)

Develop Clear Justifications: Always provide a detailed rationale emphasizing the necessity
of variable pricing and associated benefits.

Maintain Detailed Documentation: Record all decisions, approvals, and oversight
procedures to ensure accountability.

Implement Effective Oversight Mechanisms: Establish performance metrics, reporting
requirements, and audit trails.



Train Procurement Personnel: Ensure all involved staff understand the authority,
processes, and compliance requirements related to FAR 17.106-3(g).

Engage Legal and Financial Experts: Consult with legal counsel and financial analysts to
assess risks and ensure contractual soundness.

---

Conclusion
FAR 17.106-3(g) provides a vital tool for federal agencies, empowering the Head of the Contracting
Activity to approve the use of variable pricing arrangements when justified. This authority enhances
procurement flexibility, allowing agencies to better manage uncertainties and align contractual
strategies with project and market realities. However, exercising this authority requires careful
justification, diligent oversight, and adherence to regulatory standards to ensure transparency,
fairness, and fiscal responsibility. Contracting professionals must understand the scope, process,
and best practices associated with FAR 17.106-3(g) to effectively leverage this provision and achieve
optimal procurement outcomes for their agencies.

Frequently Asked Questions

What does FAR 17.106-3(g) authorize the Head of the
Contracting Activity (HCA) to do regarding variable pricing?
FAR 17.106-3(g) authorizes the HCA to approve the use of variable pricing arrangements in
contracts when deemed appropriate to meet the agency's needs and ensure fair and reasonable
pricing.

Under FAR 17.106-3(g), what criteria must be met for the HCA
to approve variable pricing arrangements?
The HCA must determine that the variable pricing arrangement is necessary, justified, and in the
best interest of the government, ensuring that the pricing is fair and reasonable under the
circumstances.

How does FAR 17.106-3(g) impact the flexibility of contracting
officers when negotiating contracts?
It provides contracting officers with the delegated authority of the HCA to approve variable pricing,
allowing for greater flexibility in structuring contracts to accommodate dynamic or uncertain project
costs.



Are there any limitations or conditions under FAR 17.106-3(g)
for approving variable pricing?
Yes, the approval must be based on a thorough analysis demonstrating that the variable pricing
arrangement is justified, appropriate, and that adequate controls are in place to monitor and
manage the variability.

What are the benefits of having the HCA approve variable
pricing under FAR 17.106-3(g)?
This delegation streamlines the approval process, enabling quicker contract negotiations, and
ensures that pricing arrangements are tailored to complex or evolving project requirements while
maintaining oversight and compliance.

Additional Resources
FAR 17.106-3(g): Navigating the Authority of the Head of the Contracting Activity to Approve the
Use of Variable Pricing Arrangements

In the complex world of government contracting, understanding the nuances of regulations that
govern pricing strategies is crucial for both contracting officers and vendors. Among these, FAR
17.106-3(g) stands out as a vital provision that grants significant authority to the Head of the
Contracting Activity (HCA) concerning variable pricing arrangements. This article offers an in-depth
exploration of FAR 17.106-3(g), examining its scope, implications, and practical application within
federal procurement processes.

---

Understanding FAR 17.106-3(g): An Overview

FAR 17.106-3(g) is a specific subsection within the Federal Acquisition Regulation (FAR) that
pertains to the approval process for certain types of contractual arrangements, particularly those
involving variable pricing. To grasp its significance, it is essential first to understand the broader
context of FAR part 17, which deals with multiyear contracting and contract modifications, and the
specific focus of 17.106-3—special procedures for certain types of contracts.

FAR 17.106-3(g) specifically authorizes the Head of the Contracting Activity (HCA)—the senior
official responsible for overseeing contracting within a particular agency—to approve the use of
variable pricing arrangements that might otherwise require higher-level approval or additional
scrutiny. These arrangements typically involve contracts where the price fluctuates based on factors
such as costs, performance, or other criteria.

---



The Role of the Head of the Contracting Activity (HCA)

Who Is the HCA?

The Head of the Contracting Activity is a designated official within a federal agency tasked with
overseeing contracting operations. This role carries significant authority, including:

- Approving acquisition strategies
- Managing procurement planning
- Granting exceptions or approvals for specific contract types

In essence, the HCA acts as the primary decision-maker for contracting matters within their
organization, ensuring compliance with regulations while facilitating efficient procurement
processes.

Authority Under FAR 17.106-3(g)

FAR 17.106-3(g) empowers the HCA to approve the use of certain variable pricing arrangements
without requiring higher-level approval, provided that specific conditions are met. This delegation
streamlines the procurement process, allowing for flexibility in contracting approaches while
maintaining oversight.

The primary purpose of this authority is to balance the need for administrative efficiency with the
requirement for accountability and compliance. By allowing the HCA to authorize variable pricing
arrangements at their level, agencies can respond more swiftly to changing project needs or market
conditions.

---

Scope and Types of Variable Pricing Arrangements
Covered

FAR 17.106-3(g) applies to a range of contractual arrangements where the price is not fixed upfront
but varies based on predetermined factors. Understanding what constitutes a variable pricing
arrangement is critical.

Common Types Include:

- Cost-Reimbursement Contracts: Agreements where the government reimburses allowable costs,
often with a fee or profit.
- Incentive Contracts: Contracts that include target cost, target profit, and an incentive or share
ratio to motivate performance.
- Price Adjustment Contracts: Contracts with provisions for adjustments based on cost or
performance factors, such as economic price adjustments.
- Flexible Pricing Arrangements: Contracts with provisions allowing price modifications based on
changes in scope, labor rates, or other variables.



Conditions for Applicability

The approval authority generally applies when:

- The arrangement involves variable pricing that is within the scope of the contract's terms.
- The pricing adjustments are based on pre-established criteria, ensuring transparency.
- The arrangement aligns with agency policies and regulatory requirements.

---

Practical Implications of FAR 17.106-3(g)

Streamlined Approval Process

One of the most significant benefits of FAR 17.106-3(g) is the streamlining of approval procedures.
Instead of seeking approval from higher levels—such as the agency head or the Office of Federal
Procurement Policy—the HCA can authorize the arrangement directly. This leads to:

- Reduced administrative delays
- Greater flexibility in contract negotiations
- Quicker response to project needs

Enhancing Contracting Flexibility

Agencies engaged in complex projects—such as research and development, infrastructure, or
defense—often require flexible pricing arrangements to accommodate uncertainties and evolving
requirements. FAR 17.106-3(g) facilitates this by allowing the HCA to approve such arrangements
quickly.

Ensuring Oversight and Compliance

While the authority grants flexibility, it is not unchecked. The HCA's approval must be consistent
with:

- Federal Acquisition Regulations and agency policies
- Justification and documentation requirements
- Ensuring that the arrangement provides value to the government and aligns with mission
objectives

---

Guidelines for Implementing FAR 17.106-3(g) Approval

Documentation and Justification

To exercise the authority effectively, the HCA must ensure thorough documentation, including:



- The rationale for adopting a variable pricing arrangement
- The specific criteria and mechanisms for price adjustments
- Risk assessments and mitigation strategies
- Compliance with applicable laws and regulations

Limitations and Considerations

- The authority does not apply to fixed-price contracts or arrangements where price certainty is
essential.
- The approval must be consistent with agency-specific policies and executive orders.
- The HCA should periodically review the arrangements to ensure continued appropriateness.

When to Seek Higher-Level Approval

In cases where the arrangement involves significant risk, complex pricing structures, or exceeds
certain thresholds, the HCA may still need to seek approval from higher authorities, such as:

- The agency head
- The Office of Federal Procurement Policy (OFPP)
- Congress, in specific legislative contexts

---

Case Studies and Practical Examples

Example 1: Research and Development Contract

A Department of Defense (DoD) agency enters into an R&D contract with a contractor where costs
are uncertain, and progress payments are linked to milestones. The HCA approves a cost-plus-
incentive-fee arrangement under FAR 17.106-3(g), enabling the agency to adjust prices based on
actual costs incurred and performance metrics.

Example 2: Infrastructure Project with Price Escalation

An agency managing a large infrastructure project incorporates an economic price adjustment
clause, allowing for adjustments based on labor and material costs. The HCA's approval under FAR
17.106-3(g) ensures that the arrangement remains flexible while adhering to regulatory standards.

---

Conclusion: The Significance of FAR 17.106-3(g)

FAR 17.106-3(g) represents a critical authority that empowers the Head of the Contracting Activity
to facilitate flexible, efficient, and compliant use of variable pricing arrangements. Its strategic use
can significantly enhance an agency’s ability to manage complex contracts, adapt to changing
conditions, and deliver value to the government.



However, with this authority comes the responsibility of diligent oversight, thorough documentation,
and adherence to regulatory standards. When exercised judiciously, FAR 17.106-3(g) serves as an
effective tool for balancing flexibility with accountability—ensuring that government contracts
remain fair, transparent, and aligned with mission objectives.

For contracting officers and agency officials, understanding the nuances of FAR 17.106-3(g) is
essential for optimizing procurement strategies and ensuring compliance with federal procurement
policies. As the landscape of government contracting continues to evolve, such regulatory provisions
will remain vital components of an effective procurement framework.

---

In summary, FAR 17.106-3(g) provides a streamlined yet controlled pathway for approving variable
pricing arrangements, anchored in the authority of the HCA. Its proper application fosters agility in
procurement while safeguarding the interests of the government and taxpayers.
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