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* * * * *

SUBPART 215.4—CONTRACT PRICING

* * * * *

215.404-71  Weighted guidelines method.

215.404-71-1  General.


(a)  The weighted guidelines method focuses on three [four] profit factors—


(1)  Performance risk;



(2)  Contract type risk; and
(3)  Facilities capital employed.[; and



(4)  Cost efficiency.] 


(b)  The contracting officer assigns values to each profit factor; the value multiplied by the base results in the profit objective for that factor.  [Except for the cost efficiency special factor, e]Each profit factor has a normal value and a designated range of values.  The normal value is representative of average conditions on the prospective contract when compared to all goods and services acquired by DoD.  The designated range provides values based on above normal or below normal conditions.  In the price negotiation documentation, the contracting officer need not explain assignment of the normal value, but should address conditions that justify assignment of other than the normal value.  [The cost efficiency special factor has no normal value.  The contracting officer shall exercise sound business judgment in selecting a value when this special factor is used (see 215.404-71-5).]

215.404-71-2  Performance risk.

* * * * *


(b)  Determination.  The following extract from the DD Form 1547 is annotated to describe the process.

	
	
	Assigned
	Assigned
	Base
	Profit

	Item
	Contractor Risk Factors
	Weighting
	Value
	(Item 18[20])
	Objective

	21.
	Technical
	(1)
	(2)
	N/A
	N/A

	22.
	Management/

Cost Control
	(1)
	(2)
	N/A
	N/A

	23.
	Reserved
	
	
	
	

	24.
	Performance Risk

(Composite)
	N/A
	(3)
	(4)
	(5)

	
	
	
	
	
	



* * * * *



(4)  Insert the amount from Block 18[20] of the DD Form 1547.  Block 18[20] is total contract costs, excluding general and administrative expenses, contractor independent research and development and bid and proposal expenses, and facilities capital cost of money.

* * * * *


(c)  Values:  Normal and designated ranges.

	
	Normal Value
	Designated Range

	Standard
	4[5]%
	2[3]% to 6[7]%

	Alternate
	6%
	4% to 8%

	Technology Incentive
	8[9]%
	6[7]% to 10[1]%




(1)  Standard.  The standard designated range should apply to most contracts.



(2)  Alternate.  Contracting officers may use the alternate designated range for research and development and service contractors when these contractors require relatively low capital investment in buildings and equipment when compared to the defense industry overall.  If the alternate designated range is used, do not give any profit for facilities capital employed (see 215.404-71-4(c)(3)).



(3)  Technology incentive.  For the technical factor only, contracting officers may use the technology incentive range for acquisitions that include development, production, or application of innovative new technologies.  The technology incentive range does not apply to efforts restricted to studies, analyses, or demonstrations that have a technical report as their primary deliverable.


(d)  Evaluation criteria for technical.

* * * * *



(3)  Below normal conditions.




(i)  The contracting officer may assign a lower than normal value in those cases where the technical risk is low.  Indicators are—





(A)  Acquisition is for off-the-shelf items;




(B)  Requirements are relatively simple;





(C[B])  Technology is not complex;





(D[C])  Efforts do not require highly skilled personnel;





(E[D])  Efforts are routine;





(F[E])  Programs are mature; or





(G[F])  Acquisition is a follow-on effort or a repetitive type acquisition.

* * * * *


(e)  Evaluation criteria for management/cost control.



(1)  The contracting officer should evaluate—

* * * * *




(vi)  The contractor's cost reduction initiatives (e.g., competition advocacy programs, technical insertion programs, obsolete parts control programs, dual sourcing, spare parts pricing reform, value engineering);




(vii)  The adequacy of the contractor's management approach to controlling cost and schedule; and




(viii)  Any other factors that affect the contractor's ability to meet the cost targets (e.g., foreign currency exchange rates and inflation rates).



(2)  Above normal conditions.




(i)  The contracting officer may assign a higher than normal value when the[re is a high degree of] management effort is intense.  Indicators of this are—

* * * * * 

(C)   [The contractor has a good record of past

performance; 





(D)] The contractor has a substantial record of active participation in Federal socioeconomic programs;





(D[E])  The contractor provides fully documented and reliable cost estimates;





(E)  The contractor has an aggressive cost reduction program that has demonstrable benefits;





(F)  The contractor [makes appropriate make-or-buy decisions] uses a high degree of subcontract competition (e.g., aggressive dual sourcing); [or]





(G)  The contractor has a proven record of cost tracking and control[.]; or





(H)  The contractor aggressively seeks process improvements to reduce costs.
* * * * *



(3)  Below normal conditions.




(i)  The contracting officer may assign a lower than normal value when the management effort is minimal.  Indicators of this are—

* * * * *





(I)  The contractor's cost proposal is inadequate; or




(J)  The contractor has a record of cost overruns or another indication of unreliable cost estimates and lack of cost control.[; or


  (K)  The contractor has a poor record of past performance.]

* * * * *

215.404-71-3  Contract type risk and working capital adjustment.

* * * * *


(b)  Determination.  The following extract from the DD 1547 is annotated to explain the process.

	
	Contractor
	
	Assigned
	Base
	Profit

	Item
	Risk Factors
	
	Value
	(Item 18[20])
	Objective

	25.
	Contract Type Risk
	
	(1)
	(2)
	(3)


* * * * *



(2)  Insert the amount from Block 18[20], i.e., the total allowable costs excluding general and administrative expenses, independent research and development and bid and proposal expenses, and facilities capital cost of money.

* * * * *


(e)  Costs financed.



(1)  Costs financed equal total costs multiplied by the portion (percent) of costs financed by the contractor.



(2)  Total costs equal Block 20 (i.e., all allowable costs, including general and administrative and independent research and development/bid and proposal, but excluding facilities capital cost of money), reduced as appropriate when—

* * * * *

215.404-71-4  Facilities capital employed.


(a)  Description.  This factor focuses on encouraging and rewarding aggressive capital investment in facilities that benefit DoD.  It recognizes both the facilities capital that the contractor will employ in contract performance and the contractor's commitment to improving productivity.


(b)  Determination.  * * *



(1)  * * *



(2)  Use the allocated facilities capital attributable to land, buildings, and equipment, as derived in DD Form 1861, Contract Facilities Capital Cost of Money (see 230.7001).

* * * * *




(ii)  If the value of intracompany transfers has been included in Block 18[20] at cost (i.e., excluding general and administrative (G&A) expenses and profit), add to the contractor's allocated facilities capital, the allocated facilities capital attributable to the buildings and equipment of those corporate divisions supplying the intracompany transfers.  Do not make this addition if the value of intracompany transfers has been included in Block 18[20] at price (i.e., including G&A expenses and profit).



(3)  Multiply (1) by (2).


(c)  Values:  Normal and designated ranges.  [These are the normal values and ranges.  They apply to all situations.]

	Notes
	Asset Type
	Normal Value
	Designated Range

	(1)
	Land
	0%
	N/A

	(1)
	Buildings
	15[0]%
	10% to 20%[N/A]

	(1)
	Equipment
	35[17.5]%
	2[1]0% to [2]50%

	
	
	
	

	(2)
	Land
	0%
	N/A

	(2)
	Buildings
	5%
	0% to 10%

	(2)
	Equipment
	20%
	15% to 25%

	
	
	
	

	(3)
	Land
	0%
	N/A

	(3)
	Buildings
	0%
	0%

	(3)
	Equipment
	0%
	0%




(1)  These are the normal values and ranges. They apply to all situations except those noted in (2) and (3).



(2)  These alternate values and ranges apply to situations where a highly facilitized manufacturing firm will be performing a research and development or services contract.  They balance the method used to allocate facilities capital cost of money, which may produce disproportionate allocation of assets to these types of efforts.



(3)  When using a value from the alternate designated range for the performance risk factor (see 215.404-71-2(c)(2)), do not allow profit on facilities capital employed.


(d)  Evaluation criteria.



(1)  In evaluating facilities capital employed, the contracting officer—




(i)  * * * 




(ii)  Should analyze the productivity improvements and other anticipated industrial base enhancing benefits resulting from the facilities capital investment, including—





(A)  * * * 





(B)  The contractor's level of investment in defense related facilities as compared with the portion of the contractor's total business that is derived from DoD; [and]




(iii)  Should consider any contractual provisions that reduce the contractor's risk of investment recovery, such as termination protection clauses and capital investment indemnification[.]; and




(iv)  Shall ensure that increases in facilities capital investments are not merely asset revaluations attributable to mergers, stock transfers, take-overs, sales of corporate entities, or similar actions.



(2)  Above normal conditions.




(i)  The contracting officer may assign a higher than normal value if the facilities capital investment has direct, identifiable, and exceptional benefits.  Indicators are—





(A)  New investments in state-of-the-art technology that reduce acquisition cost or yield other tangible benefits such as improved product quality or accelerated deliveries; [or]





(B)  Investments in new equipment for research and development applications[.]; or




(C)  Contractor demonstration that the investments are over and above the normal capital investments necessary to support anticipated requirements of DoD programs.

* * * * *

[215.404-71-5  Cost efficiency factor.


(a)  This special factor provides an incentive for contractors to reduce costs.  To the extent that the contractor can demonstrate cost reduction efforts that benefit the pending contract, the contracting officer may increase the prenegotiation profit objective by an amount not to exceed 4 percent of total objective cost (Block 20 of the DD Form 1547) to recognize these efforts.


(b)  To determine if using this factor is appropriate, the contracting officer shall consider criteria, such as the following, to evaluate the benefit the contractor's cost reduction efforts will have on the pending contract:



(1)  The contractor's participation in Single Process Initiative improvements;



(2)  Actual cost reductions achieved on prior contracts;



(3)  Reduction or elimination of excess or idle facilities;



(4)  The contractor's cost reduction initiatives (e.g., competition advocacy programs, technical insertion programs, obsolete parts control programs, spare parts pricing reform, value engineering, outsourcing of functions such as information technology).  Metrics developed by the contractor such as fully loaded labor hours (i.e., cost per labor hour, including all direct and indirect costs) or other productivity measures may provide the basis for assessing the effectiveness of the contractor’s cost reduction initiatives over time;



(5)  The contractor's adoption of process improvements to reduce costs;



(6)  Subcontractor cost reduction efforts; 



(7)  The contractor's effective incorporation of commercial items and processes; or


(8)  The contractor’s investment in new facilities when such investments contribute to better asset utilization or improved productivity.


(c)  When selecting the percentage to use for this special factor, the contracting officer has maximum flexibility in determining the best way to evaluate the benefit the contractor's cost reduction efforts will have on the pending contract.  However, the contracting officer shall consider the impact that quantity differences, learning, changes in scope, and economic factors such as inflation and deflation will have on cost reduction.]

215.404-72  Modified weighted guidelines method for nonprofit organizations other than FFRDCs.

* * * * *


(b)  For nonprofit organizations that are entities that have been identified by the Secretary of Defense or a Secretary of a Department as receiving sustaining support on a cost-plus-fixed-fee basis from a particular DoD department or agency, compute a fee objective for covered actions using the weighted guidelines method in 215.404-71, with the following modifications:



(1)  Modifications to performance risk (Blocks 21-24 of the DD Form 1547).




(i)  If the contracting officer assigns a value from the standard designated range (see 215.404-71-2(c)), reduce the fee objective by an amount equal to 1 percent of the costs in Block 18[20] of the DD Form 1547.  Show the net (reduced) amount on the DD Form 1547.




(ii)  If the contracting officer assigns a value from the alternate designated range, reduce the fee objective by an amount equal to 2 percent of the costs in Block 18 of the DD Form 1547.  Show the net (reduced) amount on the DD Form 1547.




(iii)  Do not assign a value from the technology incentive designated range.

* * * * *

215.404-73  Alternate structured approaches.


(a)  * * *


(b)  The contracting officer may design the structure of the alternate, but it shall include—



(1)  * * *



(2)  Offset for facilities capital cost of money.




(i)  The contracting officer shall reduce the overall prenegotiation profit objective by the lesser of 1 percent of total cost or the amount of facilities capital cost of money.  The profit amount in the negotiation summary of the DD Form 1547 must be net of the offset.




(ii)  * * *

215.404-74  Fee requirements for cost-plus-award-fee contracts.

In developing a fee objective for cost-plus-award-fee contracts, the contracting officer shall—


(a)  * * *


(b)  * * *


(c)  Apply the offset policy in 215.404-73(b)(2) for facilities capital cost of money, i.e., reduce the base fee by the lesser of 1 percent of total costs or the amount of facilities capital cost of money; and

* * * * *
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