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SUBJECT: Use of the Technol ogy I ncentive in Wi ghted Quidel i nes
Profit Objectives

In the National Defense authorization Act for Fiscal Year
2000 Congress mandated that the Departnent of Defense (DoD)
reviewits wei ghted guidelines profit policy and consi der
modi fyi ng the policy, to provide ar increased incentive for
contractors to devel op and produce conpl ex and i nnovative new
technologies for weapons systens. As a consequence, DoD’s
weighted gui delines profit policy was revised in Decenber 2000
to incorporate a technology incentive as part of the technical
component of performance ri sk.

In a report issued July 26, 2001 {(ga0-01-201), the General
Accounting O fice (GAO) recomended that a better definition be
provi ded regardi ng the kind of inncvation to be rewarded with
the technol ogy incentive factor. Out of a eonccrn that the
application of the factor was too open-ended, the GAO al so
i ndicated that the profit policy could better indicate the
lenglh of Lime Lhial counlracltors might be rewarded with the
t echnol ogy i nnovation factor for irmovations introduced during a
program s research and devel opnent phase. Finally, the GAO was
concerned that the technol ogy incertive policy might be in
conflict with DoD 5000 series policies regarding the relative
i mportance of technol ogy innovatior. at different points in the
acqui sition cycle. GAOreport GAO-01-801is available on Iine
at www. gao. gov.

In ny reply to the GAO | indicated that, because the

technology incentive factor had been available for |ess than a
year, it was too soon to reach any definitive concl usions
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regarding the factor’s use, or the need for any clarifications
to the Decenber 2000 policy. | nade a commitnent that, after
the policy had been in place for at |east a year, I would
exam ne how t he technol ogy incentive factor was enpl oyed, and
whet her there is any need to clarify its use or otherw se
address the concerns raised by the GAaO.

Accordingly, | request you survey contracting professionals
who have applied the technical incentive factor as part of their
wei ghted guidelines profit analyses. Please solicil Lhelr input
regarding the attached questions, and any other comments they
may have regardi ng the need for additional guidance regarding
the use of the technol ogy incentive factor.

Pl ease provide the results of your survey within 120 days
to ny staff POC for this action, Mr. Richard G. Browmn. H's
email address is Richard.G.Brown@ocsd.mil and he may al so be
reached by phone at 703-695-7197.

Derdeecs, Dekense Procurenent
Dlrectox, Defense Procuremen

Att achnent :
As st at ed




USE OF THE TECHNOLOGY | NCENTI VE FACTOR | N WElI GHTED GUI DELI NES

1)

3)

4)

5)

PROFI T ANALYSI S

Is the definition of innovation contained in the protit
policy too broad, such that =t could result in
contractors being paid nore profit for their current

| evel of innovation, instead of for new technol ogi ca

i nnovations that significant’y enhance performance,

I nprove reliability, or reduce costs?

Shoul d the technol ogy incentive factor only be applied to
new y devel oped technol ogy, or should it also apply to
recently demonstrated techno’ogy that may have been used
on ot her products, but not on the product in question?

Should a tine limit be applied to application of the
technol ogy incentive factor? For exanple, should it be
applied only to contracts during research and
development, or should it continue to be applied

t hr oughout sone portion of followon production
contracts?

The wei ghted gui delines profit policy indicates the
technology incentive factor should be used to reward
contractors for undertaking technical risk in devel oping
or applying new technol ogy during the acquisition cycle.
However, DoD 5000 series pol-cy guidance nakes it clear
that technology shoul d be matured and denonstrated during
t he technol ogy devel opnent phase before a programis
initiated and conponent technology is integrated into a
system More specifically, DoD Regul ation 5000.2R
identifies technclegy maturity as a "principal element of
programri sk, " and DOD Instruction 5000.2 provides
managers Wi th specific guidance for managing this element
of programrisk. Do you perceive any conflict between
the goal of the profit policy and the policy guidance set
forth in DoD 5000 series regulations and instructions?

Please provide any additicna- conments and suggesti ons
regardi ng the use of the technol ogy incentive factor.




