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(H) The contractor has made minimal 
effort to initiate cost reduction pro-
grams; 

(I) The contractor’s cost proposal is 
inadequate; 

(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. 

(ii) The following may justify a value 
significantly below normal— 

(A) Reviews performed by the field 
contract administration offices dis-
close unsatisfactory management and 
internal control systems (e.g., quality 
assurance, property control, safety, se-
curity); or 

(B) The effort requires an unusually 
low degree of management involve-
ment. 

[67 FR 20689, Apr. 26, 2002, as amended at 67 
FR 49254, July 30, 2002] 

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

(a) Description. The contract type 
risk factor focuses on the degree of 
cost risk accepted by the contractor 
under varying contract types. The 
working capital adjustment is an ad-
justment added to the profit objective 
for contract type risk. It only applies 
to fixed-price contracts that provide 
for progress payments. Though it uses 
a formula approach, it is not intended 
to be an exact calculation of the cost of 
working capital. Its purpose is to give 
general recognition to the contractor’s 
cost of working capital under varying 
contract circumstances, financing poli-
cies, and the economic environment. 

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

Item Contractor risk factors Assigned value Base (item 20) Profit objective 

24. .................. CONTRACT type risk ........ (1) (2) (3) 
Cost financed Length factor Interest rate 

25. .................. WORKING capital (4) ........ (5) (6) (7) (8) 

(1) Select a value from the list of 
contract types in paragraph (c) of this 
subsection using the evaluation cri-
teria in paragraph (d) of this sub-
section. 

(2) Insert the amount from Block 20, 
i.e., the total allowable costs excluding 
facilities capital cost of money. 

(3) Multiply (1) by (2). 
(4) Only complete this block when 

the prospective contract is a fixed- 
price contract containing provisions 
for progress payments. 

(5) Insert the amount computed per 
paragraph (e) of this subsection. 

(6) Insert the appropriate figure from 
paragraph (f) of this subsection. 

(7) Use the interest rate established 
by the Secretary of the Treasury (see 
http://www.treasurydirect.gov/govt/rates/ 
tcir/tcirlopdirsemi.htm). Do not use any 
other interest rate. 

(8) Multiply (5) by (6) by (7). This is 
the working capital adjustment. It 
shall not exceed 4 percent of the con-
tract costs in Block 20. 

(c) Values: Normal and designated 
ranges. 

Contract type Notes 
Normal 
value 

(percent) 

Designated 
range 

(percent) 

Firm-fixed-price, no financing .................................................................................... (1) 5.0 4 to 6. 
Firm-fixed-price, with performance-based payments ................................................ (6) 4.0 2.5 to 5.5 
Firm-fixed-price, with progress payments ................................................................. (2) 3.0 2 to 4. 
Fixed-price incentive, no financing ............................................................................ (1) 3.0 2 to 4. 
Fixed-price incentive, with performance-based payments ........................................ (6) 2.0 0.5 to 3.5. 
Fixed-price with redetermination provision ............................................................... (3) .................... ........................
Fixed-price incentive, with progress payments ......................................................... (2) 1.0 0 to 2. 
Cost-plus-incentive-free ............................................................................................. (4) 1.0 0 to 2. 
Cost-plus-fixed-fee .................................................................................................... (4) 0.5 0 to 1. 
Time-and-materials (including overhaul contracts priced on time-and-materials 

basis) ..................................................................................................................... (5) 0.5 0 to 1. 
Labor-hour ................................................................................................................. (5) 0.5 0 to 1. 
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Contract type Notes 
Normal 
value 

(percent) 

Designated 
range 

(percent) 

Firm-fixed-price, level-of-effort .................................................................................. (5) 0.5 0 to 1. 

(1) ‘‘No financing’’ means either that 
the contract does not provide progress 
payments or performance-based pay-
ments, or that the contract provides 
them only on a limited basis, such as 
financing of first articles. Do not com-
pute a working capital adjustment. 

(2) When the contract contains provi-
sions for progress payments, compute a 
working capital adjustment (Block 25). 

(3) For the purposes of assigning prof-
it values, treat a fixed-price contract 
with redetermination provisions as if it 
were a fixed-price incentive contract 
with below normal conditions. 

(4) Cost-plus contracts shall not re-
ceive the working capital adjustment. 

(5) These types of contracts are con-
sidered cost-plus-fixed-fee contracts for 
the purposes of assigning profit values. 
They shall not receive the working 
capital adjustment in Block 25. How-
ever, they may receive higher than 
normal values within the designated 
range to the extent that portions of 
cost are fixed. 

(6) When the contract contains provi-
sions for performance-based payments, 
do not compute a working capital ad-
justment. 

(d) Evaluation criteria—(1) General. 
The contracting officer should consider 
elements that affect contract type risk 
such as— 

(i) Length of contract; 
(ii) Adequacy of cost data for projec-

tions; 
(iii) Economic environment; 
(iv) Nature and extent of subcon-

tracted activity; 
(v) Protection provided to the con-

tractor under contract provisions (e.g., 
economic price adjustment clauses); 

(vi) The ceilings and share lines con-
tained in incentive provisions; 

(vii) Risks associated with contracts 
for foreign military sales (FMS) that 
are not funded by U.S. appropriations; 
and 

(viii) When the contract contains 
provisions for performance-based pay-
ments— 

(A) The frequency of payments; 

(B) The total amount of payments 
compared to the maximum allowable 
amount specified at FAR 32.1004(b)(2); 
and 

(C) The risk of the payment schedule 
to the contractor. 

(2) Mandatory. The contracting offi-
cer shall assess the extent to which 
costs have been incurred prior to the 
definitization of the contract action 
(also see 217.7404–6(a) and 243.204–70–6). 
The assessment shall include any re-
duced contractor risk on both the con-
tract before definitization and the re-
maining portion of the contract. When 
costs have been incurred prior to 
definitization, generally regard the 
contract type risk to be in the low end 
of the designated range. If a substan-
tial portion of the costs have been in-
curred prior to definitization, the con-
tracting officer may assign a value as 
low as 0 percent, regardless of contract 
type. 

(3) Above normal conditions. The con-
tracting officer may assign a higher 
than normal value when there is sub-
stantial contract type risk. Indicators 
of this are— 

(i) Efforts where there is minimal 
cost history; 

(ii) Long-term contracts without pro-
visions protecting the contractor, par-
ticularly when there is considerable 
economic uncertainty; 

(iii) Incentive provisions (e.g., cost 
and performance incentives) that place 
a high degree of risk on the contractor; 

(iv) FMS sales (other than those 
under DoD cooperative logistics sup-
port arrangements or those made from 
U.S. Government inventories or stocks) 
where the contractor can demonstrate 
that there are substantial risks above 
those normally present in DoD con-
tracts for similar items; or 

(v) An aggressive performance-based 
payment schedule that increases risk. 

(4) Below normal conditions. The con-
tracting officer may assign a lower 
than normal value when the contract 
type risk is low. Indicators of this 
are— 
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(i) Very mature product line with ex-
tensive cost history; 

(ii) Relative short-term contracts; 
(iii) Contractual provisions that sub-

stantially reduce the contractor’s risk; 
(iv) Incentive provisions that place a 

low degree of risk on the contractor; 
(v) Performance-based payments to-

taling the maximum allowable 
amount(s) specified at FAR 
32.1004(b)(2); or 

(vi) A performance-based payment 
schedule that is routine with minimal 
risk. 

(e) Costs financed. (1) Costs financed 
equal total costs multiplied by the por-
tion (percent) of costs financed by the 
contractor. 

(2) Total costs equal Block 20 (i.e., all 
allowable costs excluding facilities 
capital cost of money), reduced as ap-
propriate when— 

(i) The contractor has little cash in-
vestment (e.g., subcontractor progress 
payments liquidated late in period of 
performance); 

(ii) Some costs are covered by special 
financing provisions, such as advance 
payments; or 

(iii) The contract is multiyear and 
there are special funding arrange-
ments. 

(3) The portion that the contractor 
finances is generally the portion not 
covered by progress payments, i.e., 100 
percent minus the customary progress 
payment rate (see FAR 32.501). For ex-
ample, if a contractor receives progress 
payments at 80 percent, the portion 
that the contractor finances is 20 per-
cent. On contracts that provide 
progress payments to small businesses, 
use the customary progress payment 
rate for large businesses. 

(f) Contract length factor. (1) This is 
the period of time that the contractor 
has a working capital investment in 
the contract. It— 

(i) Is based on the time necessary for 
the contractor to complete the sub-
stantive portion of the work; 

(ii) Is not necessarily the period of 
time between contract award and final 
delivery (or final payment), as periods 
of minimal effort should be excluded; 

(iii) Should not include periods of 
performance contained in option provi-
sions; and 

(iv) Should not, for multiyear con-
tracts, include periods of performance 
beyond that required to complete the 
initial program year’s requirements. 

(2) The contracting officer— 
(i) Should use the following table to 

select the contract length factor; 
(ii) Should develop a weighted aver-

age contract length when the contract 
has multiple deliveries; and 

(iii) May use sampling techniques 
provided they produce a representative 
result. 

TABLE 

Period to perform substantive portion (in 
months) 

Contract length 
factor 

21 or less ..................................................... .40 
22 to 27 ....................................................... .65 
28 to 33 ....................................................... .90 
34 to 39 ....................................................... 1 .15 
40 to 45 ....................................................... 1 .40 
46 to 51 ....................................................... 1 .65 
52 to 57 ....................................................... 1 .90 
58 to 63 ....................................................... 2 .15 
64 to 69 ....................................................... 2 .40 
70 to 75 ....................................................... 2 .65 
76 or more ................................................... 2 .90 

(3) Example: A prospective contract 
has a performance period of 40 months 
with end items being delivered in the 
34th, 36th, 38th, and 40th months of the 
contract. The average period is 37 
months and the contract length factor 
is 1.15. 

[63 FR 55040, Oct. 14, 1998, as amended at 64 
FR 61032, Nov. 9, 1999; 66 FR 63335, Dec. 6, 
2001; 67 FR 20691, Apr. 26, 2002; 67 FR 49255, 
July 30, 2002; 72 FR 14239, Mar. 27, 2007; 75 FR 
48277, Aug. 10, 2010] 

215.404–71–4 Facilities capital em-
ployed. 

(a) Description. This factor focuses on 
encouraging and rewarding capital in-
vestment in facilities that benefit DoD. 
It recognizes both the facilities capital 
that the contractor will employ in con-
tract performance and the contractor’s 
commitment to improving produc-
tivity. 

(b) Contract facilities capital estimates. 
The contracting officer shall estimate 
the facilities capital cost of money and 
capital employed using— 

(1) An analysis of the appropriate 
Forms CASB–CMF and cost of money 
factors (48 CFR 9904.414 and FAR 31.205– 
10); and 
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