Contract Formation

Activity 21: Cost Analysis

The review and evaluation of the separate cost elements and profit or fee in an offeror’s or contractor’s
proposal to determine a fair and reasonable price or to determine cost realism.

Related Flow Charts: Flow Chart 21

Related Courses: CLC 056: Analyzing Contract Costs; CLC 058: Introduction to Contract Pricing
Related Tools: Acquisition Gateway Hallways, GSA Contract-Awarded Labor Category (CALC), GSA Dashboards and Prices

Paid Tools, GSA eLibray, Contract Pricing Reference Guides

Tasks FAR Reference(s)
1. Based on the solicitation FAR 15.404-1(c) Cost analysis
requirements and type of contract, [proposal analysis techniques].
CEEIIS I I 12 FAR Table 15-2—Instructions for

SIEplEE. submitting cost/price proposals when

certified cost or pricing data are
required.

Additional Information

Cost analysis is:

The review and evaluation of any of the separate cost
elements and profit or fee in an offeror’s or contractor’s
proposal as needed to determine a fair and reasonable
price or to determine cost realism; and

The application of judgment to determine how well the
proposed costs represent what the cost of the contract
should be, assuming reasonable economy and efficiency.
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http://www.fai.gov/drupal/sites/default/files/CPSG_Activity21_Flowchart.pdf
https://hallways.cap.gsa.gov/
https://calc.gsa.gov/
http://www.gsa.gov/portal/content/194595
http://www.gsa.gov/portal/content/194595
http://www.gsaelibrary.gsa.gov/
https://acc.dau.mil/CommunityBrowser.aspx?id=406579

2. Collect and review government cost  FAR 15.404-1(c)(2)(iii) Cost analysis Identify and collect all relevant data relating to each major cost
estimates, reports, analyses, and [proposal analysis techniques element, such as but not limited to:
other data related to the cost

. e Historical data and actual costs;
analysis.

o Data from previous estimates from the offeror or other
offerors for the same or similar items;

e Technical evaluation reports;
e Any applicable forward pricing rate agreements;
e Any applicable forward pricing rate recommendations;

e Audit reports, including any audit of contractor indirect
cost rates within the last 12 months (if any; and

e Any reports from Government monitoring of actual
contract costs for similar work.
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4. Evaluate each cost element. FAR 15.404 Proposal analysis [contract  Price each contract separately and independently, and do not:

pricing]. e Use proposed price reductions under other contracts as
an evaluation factor; or

e Consider losses or profits realized or anticipated under
other contracts.

Do not include in a contract price any amount for a specified
contingency to the extent that the contract provides for a price
adjustment based upon the occurrence of that contingency.

4b. Evaluate labor hours. FAR 15.408 Solicitation provisions and Determine whether the estimating method is appropriate for the
contract clauses [contract pricing]. estimating situation.

Determine whether the estimating method was properly applied.
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Tasks FAR Reference(s) Additional Information

4d. Analyze the indirect costs in each FAR 15.408 Solicitation provisions and Indirect costs are costs that cannot be specifically identified with

proposal. contract clauses [contract pricing]. the production or sale of a particular product or completion of a
single contract. Indirect costs normally fall into two categories:
overhead and general and administrative costs

Overhead costs are indirect costs related to support of specific
operations.

General and administrative (G&A) expenses costs are
management, financial, and other expenses related to the
general management and administration of the business unit as
a whole. To be considered a G&A expense of a business unit, the
expenditure must be incurred by, or allocated to, the general
business unit.

In analyzing indirect costs consider how the costs were computed
and applied, including cost breakdowns. Verify the trends and
budgetary data provided as a basis for their reasonableness
rates. Ensure that an appropriate explanation for each rate was
provided. Use the following questions to assist in the evaluation
of the indirect rates.

e Is the type of cost generally recognized as necessary in
conducting the contractor's business?

e Isthe cost consistent with sound business practice, law,
regulation, and the principles of "arm's-length"
bargaining?

e Does the contractor's action reflect a responsible
attitude toward the Government, other customers, the
owners of the business, the employees, and the public
at-large?

e Are the contractor's actions consistent with the
contractor's established practices?
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5. Develop a prenegotiation position.

FAR 15.406-1 Prenegotiation objectives

The prenegotiation objectives establish the Government’s initial
negotiation position. They assist in the contracting officer’s
determination of fair and reasonable price. They should be based
on the results of the contracting officer’s analysis of the offeror’s
proposal, taking into consideration all pertinent information
including field pricing assistance, audit reports and technical
analysis, fact-finding results, independent Government cost
estimates and price histories.

The contracting officer must establish prenegotiation objectives
before the negotiation of any pricing action. The scope and depth
of the analysis supporting the objectives should be directly
related to the dollar value, importance, and complexity of the
pricing action. When cost analysis is required, the contracting
officer must document the pertinent issues to be negotiated, the
cost objectives, and a profit or fee objective.
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7. Document the contract file. FAR 15.406 Documentation [contract When cost analysis is required, document the pertinent issues to
pricing]. be negotiated, the cost objectives, and a profit or fee objective.
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