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1 Copies may be obtained, at cost, from the 
National Technical Information Service, 5285 
Port Royal Road, Springfield, VA 22161. 

2 Copies will be obtained, at cost, from the 
National Technical Information Service, 5285 
Port Royal Road, Springfield, VA 22161. 

3 See footnote 1 to § 162.1(a). 

SUBCHAPTER G—DEFENSE CONTRACTING 

PART 162—PRODUCTIVITY EN-
HANCING CAPITAL INVESTMENT 
(PECI) 

Sec. 
162.1 Purpose. 
162.2 Applicability and scope. 
162.3 Definitions. 
162.4 Policy. 
162.5 Responsibilities. 
162.6 Procedures. 
162.7 Information requirements. 
APPENDIX A TO PART 162—REPORTING PROCE-

DURES 

AUTHORITY: 10 U.S.C. 136: E.O. 12367, 3 CFR, 
1988 Comp., p. 566. 

SOURCE: 56 FR 50271, Oct. 4, 1991, unless 
otherwise noted. 

§ 162.1 Purpose. 
This part: 
(a) Updates policy, responsibilities, 

procedures, and guidance for the PECI 
process under DoD Directive 5010.31. 1 

(b) Authorizes the publication of DoD 
5010.36 36–H– 2 ‘‘Productivity Enhancing 
Capital Investment (PECI) Handbook,’’ 
consistent with DoD 5025.1–M. 3 

§ 162.2 Applicability and scope. 
This part. 
(a) Applies to the Office of the Sec-

retary of Defense (OSD); the Military 
Departments; Chairman, Joint Chiefs 
of Staff and the Joint Staff; the De-
fense Agencies; and the DoD Field Ac-
tivities (hereafter referred to collec-
tively as the ‘‘DoD Components’’). 

(b) Encompasses the acquisition of 
equipment and facilities to improve 
the following: 

(1) Productivity, quality, and proc-
esses of DoD Components including 
major facilities, equipment, or process 
modernization. 

(2) Performance of individual jobs, 
tasks, procedures, operations, and 
processes. 

(c) Encompasses PIF investments at 
appropriated and industrially funded 
activities, if they are not participating 
in the Defense Business Operations 
Fund. For industrially funded activi-
ties, projects may be submitted for PIF 
on an exception basis; primarily, this 
includes facilities, multi-function 
projects, prototypes, demonstrations, 
and cross-service initiatives. Invest-
ments at Government-owned, con-
tractor-operated (GOCO) facilities are 
limited to those for which the Depart-
ment of Defense has responsibility to 
provide equipment or facilities and 
from which productivity benefits can 
be recovered within existing contrac-
tual provisions. 

§ 162.3 Definition. 
(a) Capital Investment. The acquisi-

tion, installation, transportation, and 
other costs needed to place equipment 
or facilities in operation meeting DoD 
capitalization requirements. 

(b) Economic Life. The time period 
over which the benefits to be gained 
from a project may reasonably be ex-
pected to accrue to the Department of 
Defense. 

(c) Internal Rate of Return (IRR). The 
discount rate that equates the present 
value of the future cash inflows, e.g. 
savings and cost avoidances, with the 
present value costs of an investment. 

(d) Life-Cycle Savings. The estimated 
cumulative budgetary savings expected 
over the life of the project. 

(e) Net Present Value of Investment. 
The difference between the present 
value benefit and the present value 
cost at a given discount rate. 

(f) Off-the-Shelf. Equipment that is 
readily available through Government 
or commercial sources or that can be 
fabricated through combination or 
modification of existing equipment. 

(g) Pay-Back Period. The number of 
years required for the cumulative sav-
ings to have the same value as the in-
vestment cost. 

(h) PECI Benefits. Benefits resulting 
from PECIs are classified as savings or 
as cost avoidance: 

(1) Savings. Benefits that can be pre-
cisely measured, quantified, and placed 
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4 See footnote 1 to § 162.1(a). 
5 See footnote 1 to § 162.1(a). 
6 See footnote 1 to § 162.1(a). 

under management control at time of 
realization. Savings can be reflected as 
specific reductions in the approved pro-
gram or budget, after they have been 
achieved. Examples include costs for 
manpower authorizations and or fund-
ed work-year reductions, reduced or 
eliminated operating costs (utilities, 
travel, and repair), and reduced or 
eliminated parts and contracts. 

(2) Cost-Avoidance. Benefits from ac-
tions that obviate the requirements for 
an increase in future levels of man-
power or costs that would be necessary, 
if present management practices were 
continued. The effect of cost-avoidance 
savings is the achievement of a higher 
level of readiness or increased value 
(quantity, quality or timeliness) of 
output at level staffing cost or the ab-
sorption of a growing work load at the 
same level of staffing or cost. 

(i) Post-Investment Assessment (PIA). A 
PIA is conducted by DoD Components 
to establish accountability and provide 
information to improve future invest-
ment strategies. 

(j) Productivity. The efficiency with 
which resources are used to provide a 
government service or product at speci-
fied levels of quality and timeliness. 

(k) Productivity Enhancement (or Pro-
ductivity Improvement). A decrease in 
the unit cost of products and services 
delivered with equal or better levels of 
quality and timeliness. 

(l) Productivity Enhancing Capital In-
vestment (PECI). Equipment or facility 
funding that shall improve Govern-
ment service, products, quality, or 
timeliness. PECI projects are funded 
using PIF, PEIF, and CSI programs. 
These programs are defined as follows: 

(1) Productivity Investment Fund (PIF). 
PIF projects cost over $100,000 and 
must amortize within 4 years from the 
date they become operational. In FY 
1994 the threshold changes to $150,000. 

(2) Productivity Enhancing Incentive 
Fund (PEIF). PEIF projects cost under 
$100,000 and are expected to amortize 
within 2 years of the date they become 
operational. In FY 1994 the limit 
changes to $150,000. 

(3) Component-Sponsored Investment 
(CSI). CSI projects are fast pay-back or 
high interest investments that may 
have different DoD Component selec-

tion criteria than those specified for 
PIF or PEIF projects. 

(m) Quality. The extent to which a 
product or service meets customer re-
quirements and customer expectations. 

§ 162.4 Policy. 

It is DoD Policy that: 
(a) The PECI program shall be an in-

tegral part of DoD Component invest-
ment planning and of the Defense Plan-
ning, Programming, and Budgeting 
System (PPBS) DoD Instruction 
7045.7. 4 PECI planning shall include the 
productivity investment fund (PIF), 
the productivity enhancing incentive 
fund (PEIF), and component-sponsored 
investments (CSIs). The PECI program 
is a major DoD strategy to achieve pro-
ductivity goals under E.O. 12637. 5 

(b) PECI projects shall be selected to 
improve quality and productivity, or to 
reduce unit cost of outputs in defense 
operations. PECI projects shall be eval-
uated and approved for funding based 
on recognized principles of economic 
analysis. Each PECI project shall be 
subject to all restrictions established 
by public law, DoD policy, and other 
regulatory constraints. 

(c) DoD personnel at all levels shall 
be encouraged to seek out and identify 
opportunities for quality and produc-
tivity improvement. Those efforts shall 
be supported by using the PECI as a 
means of financing the improvements. 
The PECI Program shall provide incen-
tives for participation, supported by 
the financial management system and 
policies. 

(d) Individuals or groups who success-
fully identify PECI opportunities that 
result in significant savings or im-
provements in quality or productivity 
or who aggressively promote PECI in-
centives within their organizations 
should be recognized through the DoD 
Incentive Awards Program, DoD In-
struction 5120.16, 6 the Secretary of De-
fense Productivity Excellence Awards 
Program, performance appraisal, or 
other appropriate means. All these sav-
ings derived through PECI will remain 
with the originating DoD Component. 
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7 See footnote 1 to § 162.1(a). 
8 See footnote 1 to § 162.1(a). 9 See footnote 1 to § 162.1(a). 

As an incentive a portion of these sav-
ings, when possible, should remain at 
the submitting activity. 

(e) Funds provided through FY 1993 
from the centrally managed OSD PIF 
may not be reprogrammed for non-PIF 
purposes without prior approval of the 
Assistant Secretary of Defense (Force 
Management and Personnel) 
(ASD(FM&P)). The Heads of DoD Com-
ponents shall monitor obligation rates 
to ensure PIF projects are executed 
quickly. If project funding cannot be 
obligated within the specified fiscal 
year(s) for the type of funding, the 
Head of the DoD Component must re-
program PIF funds to alternate ap-
proved PIF projects. The PIF projects 
shall be monitored to ensure timely 
implementation and to validate sav-
ings through the amortization period. 
The PECIs are subject to audit as es-
tablished by DoD Instruction 7600.2 7 
(reference (g)) policy. 

§ 162.5 Responsibilities. 
(a) The Assistant Secretary of De-

fense (Force Management and Per-
sonnel (ASD (FM&P)) shall: 

(1) Develop policies and guidance for 
the overall DoD PECI program. 

(2) Maintain oversight of the PECI 
program to ensure implementation of 
this instruction. Through FY 1993 that 
oversight includes total process control 
and coordination of PIF actions to 
identify, select and approve, repro-
gram, and disapprove projects. Start-
ing FY 1994 and ASD (FM&P) shall re-
tain central oversight of the PECI pro-
gram which is decentralized to the 
Components. 

(3) Evaluate program results and 
training requirements and provide ad-
ditional guidance, as necessary. 

(4) Develop, maintain, and publish a 
DoD 5010.36–H consistent with DoD 
5025.1–M 8 

(5) Coordinate PECI efforts with the 
Heads of the DoD Components on mat-
ters that affect their particular areas 
of responsibility. 

(6) Use the Defense Productivity Pro-
gram Office (DPPO) to: 

(i) Provide technical guidance and 
support for PECI efforts. 

(ii) Monitor and evaluate DoD Com-
ponent PECI efforts. 

(iii) Ensure compliance with DoD Di-
rective 7750.5 9 

(b) The Inspector General of the De-
partment of Defense (IG, DoD) shall 
provide policy and guidance for the 
audit of the PECI and incorporate the 
requirement for audit into audit plan-
ning and program documents. 

(c) The Heads of the DoD Components 
shall: 

(1) Develop and sustain a formal 
PECI program that: 

(i) Emphasizes and encourages the 
improvement of day-to-day operations 
through PECI funding. 

(ii) Provides motivation and opportu-
nities for personnel, at all levels, to 
participate in the identification, docu-
mentation, and implementation of 
PECI proposals. 

(iii) Includes PIF, PEIF, and CSI ef-
forts, as appropriate. 

(iv) Reviews and approves submitted 
projects, broadens project applicability 
when reasonable, applies off-the-shelf 
technology, and integrates capital in-
vestment planning into the PPBS. 

(2) Designate an official to be the 
central point of contact (POC) who 
shall oversee and monitor the PECI 
program. 

(3) Establish procedures ensuring 
that the policies contained in § 162.4, 
above, are adhered to. 

§ 162.6 Procedures. 
The following procedures shall be fol-

lowed by the DoD Components in the 
identification, documentation, selec-
tion, and financing of PECI projects: 

(a) Document each PECI project to 
ensure that it is: 

(1) A desirable action in accordance 
with the DoD Component’s long-range 
planning and programing objectives, 
quality objectives, and customer and/or 
user satisfaction. 

(2) Needed to perform and improve 
valid operations, functions, or services 
(as established by assigned missions 
and taskings) that cannot be performed 
as effectively or economically by other 
means, such as the use of existing fa-
cilities, methods, processes, or proce-
dures. 
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(3) Justified on the basis of a valid 
economic analysis done in accordance 
with DoD Instruction 7041.3. 

(4) Validated as to reasonableness, 
completeness, and correct appropria-
tion. 

(5) Classified properly as having sav-
ings or cost avoidance benefits 

(b) Include resources for PECI in pro-
gramming documents and budget sub-
missions. The level of funding shall be 
established under quality and produc-
tivity plans and goals established by 
the Component. 

(c) Use guidelines for project docu-
mentation, pre-investment analysis, fi-
nancing, and post-investment account-
ability of PECI projects, when DoD 
5010.36–H is published. 

(d) Classify PECI projects for financ-
ing and aggregated reporting as fol-
lows: 

(1) PIF projects. PIF projects are com-
petitively selected from candidate pro-
posals and financed through traditional 
budget appropriation processes from 
funds set aside for this purpose. PIF 
projects must cost over $100,000 and 
must amortize within 4 years from the 
date that they become operational. 
Both equipment and facilities invest-
ments that conform to public law, or 
DoD policies governing their qualifica-
tion, may be included. Projects may in-
clude a function at several activities or 
locations and be Service-wide or Agen-
cy-wide. In FY 1994 the threshold will 
change to $150,000. 

(2) PEIF projects. PEIF projects are fi-
nanced from the DoD Component ac-
counts established in annual appropria-
tions and are expected to amortize 
within 2 years of the date they become 
operational. Funding for PEIF projects 
shall be included in the DoD Compo-
nent annual appropriations as a single 
amount to cover projects, as they are 
proposed throughout the budget year. 
PEIF projects cannot exceed $100,000 or 
cost limitations established by the 
OSD (whichever is greater) and are lim-
ited to facility modification and acqui-
sition of ‘‘off-the shelf’’ equipment re-
quiring little or no modification before 
use. In FY 1994 the limit changes to 
$150,000. Justification for those projects 
shall be based on the potential to im-
prove quality and productivity that is 
realized through improvements in oper-

ating methods, quality, processes, or 
procedures. 

(3) CSI. CSI projects are investments 
financed from the DoD Component ac-
counts that may have longer amortiza-
tion periods than the PEIF and may 
have different DoD Component cost or 
benefit criteria than those specified for 
PIF projects. The CSI projects shall be 
identified and included in the DoD 
Component’s annual budget. 

§ 162.7 Information requirements. 
(a) DoD Components shall submit to 

the ASD (FM&P), by December 15th of 
each year, an annual status report on 
all PECI programs as outlined in ap-
pendix A to this part. The DoD Compo-
nents shall maintain the data at a cen-
tral point to support reporting require-
ments. 

(b) The Summary Report, ‘‘PECI Pro-
gram Status,’’ is assigned Report Con-
trol Symbol FM&P (A) 1561, in accord-
ance with DoD Directive 7750.5. 

APPENDIX TO PART 162—REPORTING 
PROCEDURES 

A. General 

The PECI reporting requirements provide 
the OSD with summary information required 
to provide program accountability, and sat-
isfy the congressional concerns on program 
management. Information may be submitted 
in memorandum, letter, or other acceptable 
form. 

B. Information Requirements 

1. PIF. Each DoD Component that has a 
funded PIF project must annually report 
summary PIF information. The information 
required for each project follows: 

a. Project Identification. Provide the 11-digit 
code for each project that has been approved 
for desired funding, such as follows: 

(1) A92BAxxxxxx 
(a) ‘‘A’’ is for an Army project. 
(b) ‘‘92’’ is for a FY92 project. 
(c) ‘‘BA’’ is an Approved PIF project. 
(d) ‘‘xxxxxx’’ is a DoD Component identi-

fier. 
(2) DoD Component PECI points of contact 

should establish identifiers to ensure each 
project is unique. 

b. Total Funds Provided. For each project 
provide the cumulative amount of PEIC 
funds invested in the project 

c. Total Amount Obligated. For each project 
provide the cumulative amount of funds obli-
gated against the project. 

d. Actual Savings. For each project provide 
the cumulative actual savings generated. 
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e. Projected Life-Cycle Savings. For each PIF 
project provide the estimated amount of sav-
ings the project is projected to earn over the 
project’s economic life. 

f. Projected Life-Cycle Cost Avoidance. For 
each PIF project provide the estimated 
amount of cost avoidance the project is pro-
jected to achieve. 

2. PEIF. Each DoD Component that has 
funded PEIF projects must annually report 
summary information that includes: 

a. Total Number of Projects. 
b. Total Funds Provided. 
c. Total Amount Obligated. 
d. Total Projected Life-Cycle Savings. 
e. Total Projected Life-Cycle Cost Avoidance. 
3. CSI. Each DoD Component that has fund-

ed CSI projects must annually report sum-
mary information that includes: 

a. Total Number of Projects. 
b. Total Funds Provided. 
c. Total Amount Obligated. 
d. Total Projected Life-Cycle Savings. 
e. Total Projected Life-Cycle Cost Avoidance. 
4. PIA Post-Investment assessments, arti-

cles, pictures, and brief description of 
projects and their results are encouraged and 
may be attached to the annual report or sub-
mitted throughout the year. 

PART 165—RECOUPMENT OF NON-
RECURRING COSTS ON SALES OF 
U.S. ITEMS 

Sec. 
165.1 Purpose. 
165.2 Applicability and scope. 
165.3 Definitions. 
165.4 Policy. 
165.5 Responsibilities. 
165.6 Procedures. 
165.7 Waivers (including reductions). 

AUTHORITY: 31 U.S.C. 9701. 

SOURCE: 58 FR 16497, Mar. 29, 1993, unless 
otherwise noted. 

§ 165.1 Purpose. 
This part updates policy to conform 

with Public Law 90–629, ‘‘Arms Export 
Control Act,’’ October 22, 1968, as 
amended for calculating and assessing 
nonrecurring cost recoupment charges 
on sales of items developed for or by 
the Department of Defense to non-U.S. 
Government customers. 

§ 165.2 Applicability and scope. 
(a) This part applies to the Office of 

the Secretary of Defense, the Military 
Departments, the Chairman of the 
Joint Chiefs of Staff and the Joint 
Staff, the Unified and Specified Com-

mands, the Defense Agencies, and the 
DoD Field Activities (hereafter re-
ferred to collectively as ‘‘the DoD 
Components’’). 

(b) The provisions of this part do not 
apply to sales of excess property when 
accountability has been transferred to 
property disposal activities and the 
property is sold in open competition to 
the highest bidder. 

(c) The policies and procedures pro-
vided for in this part shall apply to all 
sales on or after January 13, 1993, and 
supersede application thresholds and 
charges previously established. Pre-
vious versions continue to govern sales 
made during applicable effective dates. 
Such previously established non-
recurring cost recoupment thresholds 
and charges shall be eliminated or re-
vised in accordance with this part. 

§ 165.3 Definitions. 

(a) Cost pool. Represents the total 
cost to be distributed across the spe-
cific number of units. The nonrecurring 
research, development, test, and eval-
uation cost pool comprises the costs 
described in paragraph (f), of this sec-
tion. The nonrecurring production cost 
pool comprises costs described in para-
graph (e), of this section. 

(b) Foreign military sale. A sale by the 
U.S. Government of defense items or 
defense services to a foreign govern-
ment or international organization 
under authority of the ‘‘Arms Export 
Control Act,’’ Public Law No. 90–629 
(1968) as amended. Except as waived by 
the Under Secretary of Defense for Pol-
icy, Foreign Military Sales are the 
only sales subject to nonrecurring cost 
recoupment charges. 

(c) Major defense equipment. Any item 
of significant military equipment on 
the United States Munitions List hav-
ing a nonrecurring research, develop-
ment, test, and evaluation cost of more 
than 50 million dollars or a total pro-
duction cost of more than 200 million 
dollars. The determination of whether 
an item meets the major defense equip-
ment dollar threshold for research, de-
velopment, test, and evaluation shall 
be based on DoD obligations recorded 
to the date the equipment is offered for 
sale. Production costs shall include 
costs incurred by the Department of 

VerDate Nov<24>2008 10:11 Aug 11, 2009 Jkt 217124 PO 00000 Frm 00679 Fmt 8010 Sfmt 8010 Y:\SGML\217124.XXX 217124er
ow

e 
on

 D
S

K
5C

LS
3C

1P
R

O
D

 w
ith

 C
F

R


		Superintendent of Documents
	2014-09-22T15:58:25-0400
	US GPO, Washington, DC 20401
	Superintendent of Documents
	GPO attests that this document has not been altered since it was disseminated by GPO




