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EVALUATION OF A COST PROPOSAL: 
ESTIMATING METHODS & KEY COST ELEMENTS 

· Did the contractor use a summary-level analysis or a detailed analysis?
· If summary level…
· Is the summary cost estimate appropriate for the situation?
· What summary estimating techniques are used?
· Does the item’s cost warrant the expense of a detailed estimate?
· Are there sufficient information and historical data available for use of a more rigorous estimating method?
· If detailed analysis…
· Is a parametric technique (cost estimating relationships) used?
· Is the estimate based on an analogy?
· Is the estimate based on expert judgment?
· Does the estimate extrapolate from actuals?
· Does the estimate involve catalog pricing, vendor quotes, etc.?

· Is the estimating methodology consistent with estimating assumptions?
· Does the estimate consider economic forecast factors such as exchange rates and inflation?  Are those adjustments made properly? (Reference for inflation, currency conversions, etc.)
· Have there been significant changes in technology or methods that would distort the estimate on the new effort?
· Any proposed costs that merit special attention because of high-value or other reasons?
· If the historical costs have been adjusted in any way, are the adjustments reasonable?
· Does the estimate include an adequate description of the process and assumptions used to develop the estimate?
· Are contingencies included?  If so, are they acceptable?
 
If parametric methods are used...
· Are cost estimating relationships (CERS) properly developed and applied?
· How current is the CER?
· Does the CER make logical sense?
· Does the proposed relationship (look at the dataset) really exist?  Is the dataset comprised of actual costs or estimated costs?  Have any data been eliminated from the calculation?  Are the actual values (for the independent variables) in the same range as the attribute for which you’re attempting to predict cost?
· Would another independent variable be better for developing and applying a CER?
· Does the proposed relationship seem to be accurate? Run the data analysis toolkit in Excel, checking r-squared values, standard error, coefficient of variation (ratio of the standard deviation to the mean), etc. to determine accuracy.
· Is there any trend in the relationship?
· Is each CER used consistently?
· Has the CER been reasonably accurate in the past?
· Is a CER used to estimate direct material cost or direct labor cost also proposed as an ODC?
If analogy (direct comparison, involving adjustment factors) is used…
· Is the basic nature of the new contract effort similar enough to the historical effort to make a valid comparison?
· Were there significant cost problems or inefficiencies in the historical effort that would distort the estimate on the new effort?
· Are direct comparisons properly developed and applied?
· Are there any significant differences in the material mix between the two efforts?
· Does the contractor use estimating by analogy in similar efforts?  How accurately?
· Are the data complete and accurate?
If expert opinion is used…
· Does the contractor commonly use expert opinion-based estimates in similar situations?
· Does the cost involved warrant a more detailed estimate?
· Is the contractor’s experience appropriate for this type of estimate?  Has the contractor prepared reliable estimates for other contracts?
If catalog pricing is used…
· If pricing is based on catalog prices, are the prices adjusted to reflect any discounts associated with the quantities being acquired?
ELEMENT BY ELEMENT: DIRECT MATERIALS
· Document preliminary concerns about material cost estimates.
· Is the contractor proposing the appropriate kind and quantities of material for this item?
· Does any proposed direct material appear not necessary to the contract effort?
· Check for suitable material on residual inventory lists, Government Furnished Material (GFM) and Government Furnished Equipment (GFE).
· Is any material uniquely critical to contract performance?
· Did the offeror assume any improvements from historical effort to the current effort?  If not, why not?  If so, does the estimate properly consider improvement curve theory?
· Improvement or learning does not stop when standards are met.
· Are other adjustments to past estimates of direct material quantities appropriate?
· Should the item be purchased, not made (or vice versa)?
· Should any proposed direct material be classified as an indirect cost?  This may indicate a “double charge” for materials as both direct and indirect costs.
· Despite what was proposed as an “actual” scrap rate, can a lower scrap rate can be supported through the data?  Are improvements to the contractor’s approach possible?
· Be sure to consider the lost labor that is invested in a discarded item. Be aware that recommendations to adjust the spoilage rates may also affect the amount of manufacturing labor required.
· If a scrap factor is used to estimate adjustments, did the contractor consider the issues and concerns associated with CER development?
· Do you know what types of material parts are covered by the CER?
· Is the method used to apply the CER in the estimate consistent with the method used in rate calculations?
· Are the materials, tolerances, and processes similar to those used to calculate the CER?
· Are the data used to calculate the CER changing over time?
· Is the adjustment for material overruns, scrap, spoilage and defective parts reasonable from a should-cost viewpoint?
· Does the proposal consider the residual value of the material overruns, scrap, spoilage and defective parts?
· Develop and document your pre-negotiation position with respect to direct material quantities required to complete the contract.
ELEMENT BY ELEMENT: DIRECT LABOR

· Does the estimate adequately describe the task involved?
· Does the estimate reflect a required effort more complex than it really is?
· Does the estimate describe the process and assumptions used to develop the estimate?
· If the estimate assumes a fixed level of effort over a period of time, is that assumption reasonable?
· If the labor-hour estimate includes a subjective adjustment factor, is the factor reasonable?
· Have appropriate quantitative techniques been used to adjust historical data to estimate proposed contract costs?
· Did the contractor apply any non-recurring factors?  Do historical hours include the impact of changes or nonrecurring costs ECPs?
Learning Curve (a type of CER)
· Where appropriate, did the contractor perform learning curve analysis?
· What are the bases / sources for the proposed learning curve?
· What types of learning curves were applied?
· Did the contractor use calculations that are applicable to the situation?
· Is the curve based on actual experience with supporting documentation?
· What is the ratio of assembly hours versus machine hours? (This will influence the steepness of the learning curve.)
· Did the contractor include personal time, fatigue, and delay (PF&D), realization or efficiency factors in the actual/historical data?
· The theoretical cost of the first unit (T1) and the slope is based on past production of identical end items.  (Unless the contractor can prove that its plant completely lacks experience in making a particular product, do not accept pricing that uses T1 values.)
· If the contractor lacks the data, it may have developed its first unit cost from reasonable standard time and its slope maybe based on published industrial data.
· The analyst should choose other sources for cross-checking if possible.
· If the contractor quotes a steep slope, this means that the contractor will show improvement more rapidly than if it had used a less steep slope (An 80% curve decreases unit cost faster than a 90% curve).
· A steep curve can be offset by a high T1 value. (A steeper slope does not necessarily mean a more efficient producer.)
· Production breaks may cause some loss of experience, but once a company has significant experience producing a product, they will not lose all improvement curve efficiencies.
· What was the learning loss with the duration of the production?
· Any proposal involving return to T1 as the starting point for a follow-on contract is unreasonable because a company never loses all of its learning.
· In cases where follow-on occurs with no break in production, the first unit of the new buy is actually the next unit (last unit from the previously ordered lot plus one); the Government should not pay for start-up inefficiencies twice.
· Learning does not stop when standards are met.
Analogy Method
· Do historical costs include the cost of change?
· Has the make-or-buy plan changed?
· Is there any labor activity included in the historical costs that is also estimated separately?
· Is there a detailed analysis of work requirements that could be used for estimate development?
· Are the methods to be employed on the proposed contract identical to those used in the historical effort?  Look for any significant differences, such as:
· Specifications [especially those simplified since the last contract]
· Process steps
· Equipment and tooling
· Plant layout
· Inspection procedures
· Labor mix
· Employee skill levels
· Type of shop [i.e., model versus production]
· Delivery schedules
· Production rates and quantities
· Plant capability [full versus idle]
· Number of shifts
· Overtime hours
Historical and engineered labor standards:
· Does the cost involved warrant use of an engineered labor standard?
· How old are the labor standards?  How often and what method are the labor standards updated?
· What are the qualifications of the person who developed the labor standards?
· Does the contractor have a written policy on establishing and maintaining its labor standards?
· Were the correct labor categories used?
· Does the contractor commonly use labor standards in similar estimating situations?
· Is the contractor using non-engineering labor standards, or would the projected costs warrant engineered labor standards?
· Did the estimator consider the issues and concerns related to labor standard development and application?
· Were there delays in production or problems which would extend or increase the historical hours per unit and which should not applied without analysis?
· Are some of the direct labor functions that were included in the historical data now being estimated as indirect labor function?
· Is the labor mix proposed the same as that labor mix included in the historical data?
· Is the proposed labor skill mix reasonable for the required work effort?

Overtime, uncompensated overtime, and shift premiums:
· How does the contractor’s approach to performing work outside of traditional hours affect labor rates, worker safety, and product quality?
· Does the proposal include paid overtime or shift premiums?  If so, are they reasonable?
· Does the proposal include uncompensated overtime?  If so, is it reasonable?
· If uncompensated overtime is proposed, are the hourly rates properly adjusted?  For example, 5 of uncompensated overtime per week (i.e., working 45 hours per week) at $20 per hour would produce an hourly rate of $17.78 per hour [($20*40)/45 = $17.78].
· Is there historical experience available on the use of uncompensated overtime, overtime and shift premiums?
ELEMENT BY ELEMENT:  OTHER DIRECT COSTS
· Does the contractor customarily treat similar costs as indirect costs?  Can the accounting system segregate proposed ODCs from similar indirect costs?
· Is the proposed ODC consistent with the contractor’s estimating assumptions?
· Should any proposed ODC be classified as an indirect cost? (Will the proposed cost benefit both the proposed contract and other work?)
· Does any proposed ODC appear to duplicate another proposed direct cost?
· Are the proposed ODCs reasonable?
· Has the contractor identified all the ODCs reasonably required to complete the contract?
· Is any ODC critical to contract performance?

Special tooling and test equipment (ST&TE) costs:
· Does the proposal include appropriate quantities of special tooling and test equipment?
· Is the proposed special tooling or test equipment appropriate for the required period of use? 
· Is it only usable on the proposed contract or is it general purpose (usable for other products/contracts)?
· Can the task be performed at a lower total cost (equipment plus labor) with general-purpose tooling or test equipment?
· Is any Government-owned tooling or test equipment available that can be used on a rent-free, non-interference basis?
· Is the proposed cost reasonable for the required special tooling?
Computer services costs:
· Is the amount of the proposed computer effort reasonable for the contract?
· Are the proposed costs based on the computer resources that will actually be used to complete the required tasks?
· Does the selected source offer the best value to the contractor and the Government?
Professional and consultant service costs:
· Does the task defined for completion by consultants duplicate a task defined for in-house completion?
· Does a factor or CER used to estimate direct labor cost duplicate consultant task costs?
· Is the proposed cost reasonable in relation to the service required?
· Is the proposed cost necessary and reasonable considering the contractor’s capability in a particular area?
· How were similar services procured in the past, and what was the cost?
· Is the service of a type identified as unallowable under Government contracts (e.g., services to improperly obtain, distribute, or use protected information; services to improperly influence the content of solicitations, proposal evaluations, or source selections; services resulting in violation of any law or regulation)?
· Are proposed services consistent with the purpose and scope of the contract?
Travel: 
· What’s the purpose of the travel?   Can multiple tasks be accomplished on the same trip?
· Will the traveler(s) charge to a direct or indirect labor account during travel?
· Are the number and type of personnel traveling appropriate and reasonable for the proposed trip?  Is the proposed travel really necessary?
· Is the duration proposed reasonable?  Can consolidated longer trips replace multiple short trips on the proposed travel schedule?
· Is the current estimate reasonable when compared to prior trips of a similar nature?
· Are the proposed air fare rates in excess of lowest customary standard, coach, or equivalent fare offered during normal business hours?
· Is the proposed mode of transportation the most likely mode of transportation, with appropriate starting and end points?
· Are the mileage allowances projected in excess of actual needs?  Are other ground transportation costs (at destination) reasonable?  
· Is proposed travel in accordance with the company policy?
· Do the proposed transportation, lodging, and meal rates comply with FAR travel cost restrictions?



