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(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 

(2) DD Form 1861, Contract Facilities 
Capital Cost of Money. 

(c) Use of DD Form 1861. See PGI 
215.404–71–4(c) for obtaining field pric-
ing support for preparing DD Form 
1861. 

(1) Purpose. The DD Form 1861 pro-
vides a means of linking the Form 
CASB–CMF and DD Form 1547, Record 
of Weighted Guidelines Application. 
It— 
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(i) Enables the contracting officer to 
differentiate profit objectives for var-
ious types of assets (land, buildings, 
equipment). The procedure is similar 
to applying overhead rates to appro-
priate overhead allocation bases to de-
termine contract overhead costs. 

(ii) Is designed to record and compute 
the contract facilities capital cost of 
money and capital employed which is 
carried forward to DD Form 1547. 

(2) Completion instructions. Complete a 
DD Form 1861 only after evaluating the 
contractor’s cost proposal, establishing 
cost of money factors, and establishing 
a prenegotiation objective on cost. 
Complete the form as follows: 

(i) List overhead pools and direct- 
charging service centers (if used) in the 
same structure as they appear on the 
contractor’s cost proposal and Form 
CASB–CMF. The structure and alloca-
tion base units-of-measure must be 
compatible on all three displays. 

(ii) Extract appropriate contract 
overhead allocation base data, by year, 
from the evaluated cost breakdown or 
prenegotiation cost objective and list 
against each overhead pool and direct- 
charging service center. 

(iii) Multiply each allocation base by 
its corresponding cost of money factor 
to get the facilities capital cost of 
money estimated to be incurred each 
year. The sum of these products rep-
resents the estimated contract facili-
ties capital cost of money for the 
year’s effort. 

(iv) Total contract facilities cost of 
money is the sum of the yearly 
amounts. 

(v) Since the facilities capital cost of 
money factors reflect the applicable 
cost of money rate in Column 1 of 
Form CASB–CMF, divide the contract 
cost of money by that same rate to de-
termine the contract facilities capital 
employed. 

(d) Preaward facilities capital applica-
tions. To establish cost and price objec-
tives, apply the facilities capital cost 
of money and capital employed as fol-
lows: 

(1) Cost of Money. (i) Cost Objective. 
Use the imputed facilities capital cost 
of money, with normal, booked costs, 
to establish a cost objective or the tar-
get cost when structuring an incentive 
type contract. Do not adjust target 
costs established at the outset even 
though actual cost of money rates be-
come available during the period of 
contract performance. 

(ii) Profit Objective. When measuring 
the contractor’s effort for the purpose 
of establishing a prenegotiation profit 
objective, restrict the cost base to nor-
mal, booked costs. Do not include cost 
of money as part of the cost base. 

(2) Facilities Capital Employed. Assess 
and weight the profit objective for risk 
associated with facilities capital em-
ployed in accordance with the profit 
guidelines at 215.404–71–4. 

(e) Determination. The following ex-
tract from the DD Form 1547 has been 
annotated to explain the process. 

Item Contractor facilities capital employed Assigned 
value 

Amount em-
ployed Profit objective 

26 ................. Land ........................................................................................ N/A (2) N/A 
27 ................. Buildings .................................................................................. N/A (2) N/A 
28 ................. Equipment ............................................................................... (1) (2) (3) 

(1) Select a value from the list in 
paragraph (f) of this subsection using 
the evaluation criteria in paragraph (g) 
of this subsection. 

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

(i) In addition to the net book value 
of facilities capital employed, consider 
facilities capital that is part of a for-

mal investment plan if the contractor 
submits reasonable evidence that— 

(A) Achievable benefits to DoD will 
result from the investment; and 

(B) The benefits of the investment 
are included in the forward pricing 
structure. 

(ii) If the value of intracompany 
transfers has been included in Block 20 
at cost (i.e., excluding general and ad-
ministrative (G&A) expenses and prof-
it), add to the contractor’s allocated 
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facilities capital, the allocated facili-
ties capital attributable to the build-
ings 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 20 at price 
(i.e., including G&A expenses and prof-
it). 

(3) Multiply (1) by (2). 
(f) Values: Normal and designated 

ranges. These are the normal values 
and ranges. They apply to all situa-
tions. 

Asset type 
Normal 
value 

(percent) 

Designated 
range 

Land ....................................... 0 N/A 
Buildings ................................ 0 N/A 
Equipment ............................. 17.5 10 to 25 

(g) Evaluation criteria. (1) In evalu-
ating facilities capital employed, the 
contracting officer— 

(i) Should relate the usefulness of the 
facilities capital to the goods or serv-
ices being acquired under the prospec-
tive contract; 

(ii) Should analyze the productivity 
improvements and other anticipated 
industrial base enhancing benefits re-
sulting from the facilities capital in-
vestment, including— 

(A) The economic value of the facili-
ties capital, such as physical age, 
undepreciated value, idleness, and ex-
pected contribution to future defense 
needs; and 

(B) The contractor’s level of invest-
ment in defense related facilities as 
compared with the portion of the con-
tractor’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. 

(2) Above normal conditions. (i) The 
contracting officer may assign a higher 
than normal value if the facilities cap-
ital 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. 

(ii) The contracting officer may as-
sign a value significantly above normal 
when there are direct and measurable 
benefits in efficiency and significantly 
reduced acquisition costs on the effort 
being priced. Maximum values apply 
only to those cases where the benefits 
of the facilities capital investment are 
substantially above normal. 

(3) Below normal conditions. (i) The 
contracting officer may assign a lower 
than normal value if the facilities cap-
ital investment has little benefit to 
DoD. Indicators are— 

(A) Allocations of capital apply pre-
dominantly to commercial item lines; 

(B) Investments are for such things 
as furniture and fixtures, home or 
group level administrative offices, cor-
porate aircraft and hangars, gym-
nasiums; or 

(C) Facilities are old or extensively 
idle. 

(ii) The contracting officer may as-
sign a value significantly below normal 
when a significant portion of defense 
manufacturing is done in an environ-
ment characterized by outdated, ineffi-
cient, and labor-intensive capital 
equipment. 

[63 FR 55040, Oct. 14, 1998, as amended at 67 
FR 20691, Apr. 26, 2002; 67 FR 49255, July 30, 
2002; 71 FR 69494, Dec. 1, 2006; 72 FR 14239, 
Mar. 27, 2007; 73 FR 70906, Nov. 24, 2008] 

215.404–71–5 Cost efficiency factor. 

(a) This special factor provides an in-
centive for contractors to reduce costs. 
To the extent that the contractor can 
demonstrate cost reduction efforts that 
benefit the pending contract, the con-
tracting 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 
(Block 29). 

(b) To determine if using this factor 
is appropriate, the contracting officer 
shall consider criteria, such as the fol-
lowing, to evaluate the benefit the con-
tractor’s cost reduction efforts will 
have on the pending contract: 

(1) The contractor’s participation in 
Single Process Initiative improve-
ments; 
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