L-314  PHASED PRICING (PP) NOTIFICATION

(a) It is anticipated that the Engineering and Manufacturing Development (EMD) contract resulting from this solicitation will include an option for initial production that will be priced using the Phased Pricing (PP) technique.  The PP technique is a modified form of the fixed-price incentive (successive target) contract.  In general, PP provides for establishing an initial production option, without a ceiling price, in an EMD contract.   Offerors are requested to include with their proposal for EMD, an initial target cost for the initial production option.  The initial target profit for the production option is established in advance by the Contracting Officer as a percentage of the initial target cost.  Firm pricing is delayed until after the production baseline is better defined.

(b) At a specified event during EMD, a firm proposal for the initial production option is submitted by the Contractor.  After agreement is reached on a total firm target cost, the initial target profit is adjusted by applying an adjustment formula to the difference between the initial target cost and the total firm target cost.  There is no maximum or minimum limitation (ceiling or floor) on this profit adjustment.  In addition, a ceiling price is derived from the total firm target cost, total firm target profit, the Government’s share of the final profit adjustment formula, and a previously specified Point of Total Assumption (PTA) percentage.  The contract clause for PP is included in Section H.

(End of provision)

PRESCRIPTION:  Use in requests for proposals when considering an alternate approach for pricing an initial production option in an Engineering and Manufacturing Development (EMD) contract.  This provision shall be used with Clause H-319 “Incentive Price Revision--Successive Targets (Apr 1984).”

REFERENCE:
ASN (RDA) memo 23 Jun 92 (Subj: Phased Pricing (PP) Implementation Guidelines)
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