Principles of Contract Pricing

(CON 104)

Capstone Exercises

Price and Cost Integrated Exercise Scenarios

How to Use this Document

This document contains the scenarios, which are the reading material for the Price Integrated Exercise and the Cost Integrated Exercise. Carefully read each scenario prior to attending the Capstone Exercises. It is recommended that you take notes on this material to encourage constructive discussion and an efficient learning experience. 

The information contained in these scenarios will form the basis for group discussion and completion of the worksheets that will be provided in the classroom. The Price and Cost quizzes will be given after completion of the worksheets to assess your understanding of this material.

Please bring this document with you when you attend the resident portion of CON104 for the Capstone Exercises.   Please also bring a basic four-function (add, subtract, multiple and divide) calculator as no computers or calculators will be provided in class.
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Section 1:

Price Integrated Exercise Scenario

BACKGROUND:

Today is February 16, 2001, and you just received a purchase request for 200 new pre-fabricated buildings with HVAC systems and water treatment units.  These buildings and systems are required to support the mobility mission of units your contracting office services.  Based upon market research (see attachment #1), this will be a Firm-Fixed Price contract with three (3) Contract Line Items (CLINs).  The quantity for CLINs 0001, 0002, and 0003 is 200.  The minimum requirements for each CLIN are as follows:

CLIN 0001:   Pre-fabricated building in accordance with Government specs

CLIN 0002:  HVAC systems for the buildings (Provides heating and cooling for the buildings)

CLIN 0003:  Water treatment units (Treats non-potable water, makes it drinkable)

Because you met all the factors in FAR Part 6.401 (time permits; award made on basis of price and other price related factors; not necessary to conduct negotiations; and reasonable expectation in receiving more than one bid), you decide to issue your solicitation as an Invitation for Bids (IFB) with two price-related factors – Transportation Costs and Multiple Awards for Different Line Items.  The solicitation will specify that offerors must submit offers either F.O.B. origin or F.O.B. destination for each CLIN and that this factor will be evaluated before multiple award combinations are calculated.  F.O.B. origin offers will be evaluated on the basis of unit price bids plus transportation cost to destination based on the most economical rates available to the Government, in accordance with FAR 47.306-2.  The assumed administrative cost factor is $500 for issuing and administering each contract and individual awards will be for the items or combinations of items that result in the lowest aggregate cost to the Government. 

This solicitation will be a small business set-aside.

The Government Estimate is incomplete (see attachment # 1).  The requiring activity Technical Representative (Tech Rep) priced only CLIN 0003.  The Tech Rep can’t be reached and the estimate must be finished today.  So, you must estimate CLINs 0001 and 0002.  You pull the files of the five most recent purchases in your office and discover the following:

· CLIN 0001 – 200 Pre-fabricated buildings:

Date of Purchase
Unit Price        Total Price
Index

12/03/99

 $7,800
$1,755,000
100.00

03/07/00

 $9,800
$1,470,000      103.56

08/10/00

 $9,950           
$1,243,750      109.77

11/12/00

 $8,500            $1,487,500      113.67

12/03/00

 $8,749
$1,312,350      115.00

02/16/01





117.71

· CLIN 0002 – 200 HVAC Systems:
Date of Purchase
Quantity

Total Price

12/03/99

225


$ 495,000

03/07/00

  75


$ 255,000

08/10/00

100


$ 295,000

11/12/00

125


$ 335,000

12/03/00

150


$ 375,000

02/16/01

200

Bid Evaluation:  Three bids were received and are as follows:

Bidder #1:



Quantity
Unit Price
F.O.B origin/destination


CLIN 0001
200

$10,400

destination


CLIN 0002
200

$  3,175

origin - $ 5,000

 

CLIN 0003
200

$  2,250

destination

Bidder #2:



Quantity
Unit Price
F.O.B origin/destination


CLIN 0001
200

$10,800

origin - $ 2,500


CLIN 0002
200

$  3,100

destination
 

CLIN 0003
200

$  2,300

destination

Bidder #3:



Quantity
Unit Price
F.O.B origin/destination


CLIN 0001
200

$12,000

destination


CLIN 0002
200

$  4,650

origin - $ 7,500

 

CLIN 0003
200

$  3,375

origin - $ 9,000

In your evaluation of the proposed transportation costs, use the information provided in the transportation report (see attachment #2).

Market Research Report and IGE










09 February 2001

From:      Requiring Activity Technical Representative

To:          Headquarters Contracting Office

Subject:  Computer Systems Contract Requirement

1. Enclosed herein are my market research report and a partial Independent Government Estimate (IGE).  The market research report was prepared using my personal experience and the Internet.  The IGE is only partially complete because I have been swamped with my other job duties.  Since we are on an Integrated Product Team (IPT), I figured that you can use the wonderful techniques you learned in CON 104 to complete my estimate for me.  

2. Based on my research, I believe that there will be adequate competition.  I have found at least four vendors capable of meeting our requirements.  We have always had competition in the past and I am confident we will for this requirement.  My research has also shown that all three items do not need to be purchased from the same contractor.  In other words, there isn’t a compatibility issue. Since there are no items that are subject to a volatile market, I believe that a Firm Fixed Price contract should be used.  

3. As I mentioned before, I was only able to complete a partial IGE. We require the quantity of 200 for CLINs 0001, 0002, and 0003. You will need to come up with an estimate for CLINs 0001 – the pre-fabricated building and CLIN 0002 – the HVAC system.  I estimated CLIN 0003, the water treatment unit, to be $1,700 per item. This estimate was based on my personal experience.

4. If you have any questions, please feel free to contact me at (805) 555-1212.

Attachment (1)

Transportation Report











09 April 2001

From:      Transportation Officer

To:          Headquarters Contracting Office

Subject:  Computer Systems Contract Requirement

We have evaluated the bidder’s proposed transportation costs and have determined the following costs to be fair and reasonable in accordance with FAR Part 47.

Bidder #1 

Bidder #1 bid F.O.B. Origin for CLIN 0002 at the cost of $5,000.  We have contacted several shipping companies and have determined $4,000 to be a fair and reasonable cost.

Bidder #2 

Bidder #2 bid F.O.B. Origin for CLIN 0001 at the cost of $2,500.  We have contacted several shipping companies and have determined $2,000 to be a fair and reasonable cost.

Bidder #3 

Bidder #3 bid F.O.B. Origin for CLIN 0002 at the cost of $7,500.  We have contacted several shipping companies and have determined $5,000 to be a fair and reasonable cost.  Bidder #3 bid F.O.B. Origin for CLIN 0003 at the cost of $9,000.  We have contacted several shipping companies and have determined $7,500 to be a fair and reasonable cost.

If you have any questions, please feel free to contact me at (805) 555-1213.

Attachment (2)

Section 2: 

Cost Integrated Exercise Scenario
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WESLEY ELECTRONICS

333 Broad Street

Alpha MS 39999

RT/ARC 2000 Program Contracting Office

Nighton OH 45999

We are pleased to submit herewith our $4,745,818 firm-fixed-price proposal for the sixth production lot of the RT/ARC 2000 Radio Transceiver (Quantity of 50 each).  This proposal is valid through August 31, 2000.  Any delay beyond that date will require a new proposal and an extension of the delivery schedule.

We are proud of our strong relationship with your program office and our outstanding record on this program, described in Enclosure 1.  Production of this small, very reliable, lightweight 85dbm radio transceiver is a model of successful acquisition partnership.  We expect to continue that record of success.

A detailed review of your Technical Specifications dated 14 Mar 2000 confirms that they are acceptable as written.  The terms and conditions set forth in your solicitation are also acceptable.  Required certifications are included in Volume I – Certifications and Representations.

The following additional information is provided:

· Period of performance:


One year, 1 Aug 2000 – 31 Jul 2001

· Place of performance:



Alpha MS

· Local contract administrative office:

Defense Logistics Agency (DLA)

Alpha MS 39999

· Cognizant audit office is:


DCAA – Bayou Region

Bayou LA 59999

· Requested financing:



Will be provided in class
Any questions concerning this proposal should reference our Proposal Number X-101 and should be directed to the undersigned or Ms. I. C. DeFuture, Chief of Estimating.














Sincerely,




















I. M. DeBoss

I.M. DeBoss

Encl:
1.  Program History

2. Cost Proposal

PROGRAM HISTORY

In July 1997, the Government established a requirement for a very small, lightweight, radio transceiver for use in both ground and air operations.  Wesley Electronics was selected as the sole source capable of producing a quality  transceiver and at a reasonable price.

The RT/ARC 2000 has been produced five times to meet the needs of the Government.  The unit has proven to be extremely effective and reliable.  Through four incentive contracts, we have never exceeded target cost by more than 3.4 percent.  Even that overrun is considered positive in light of the tight delivery schedule and production problems of Lot 1.  This record is made even more impressive by our record of on time-deliveries.  Through four lots, we have never failed to deliver on schedule, even under the extremely tight Lot 1 schedule.  For the last year, we have been delivering seven units each month.

Pricing History

	
	Lot
	
	Contract Type
	
	Target Price
	
	Actual Price

	
	1
	
	CPIF
	
	$1,450,000
	
	$1,500,000

	
	2
	
	CPIF
	
	$3,000,000
	
	$2,660,000

	
	3
	
	FPIF
	
	$3,250,000
	
	$3,270,000

	
	4
	
	FPIF
	
	$4,700,000
	
	$4,720,000

	
	5
	
	FPIF
	
	$3,900,000
	
	Unknown

	(Proposed)
	6
	
	FFP
	
	
—
	
	—


Encl. (1)

Delivery History


Lot

	
	
	
	
	
	
	
	

	Year
	Month
	1
	2
	3
	4
	5
	6

	1999
	
JAN
	–
	
	
	
	
	

	
	
FEB
	2
	
	
	
	
	

	
	
MAR
	2
	
	
	
	
	

	
	
APR
	1
	3
	
	
	
	

	
	
MAY
	
	6
	
	
	
	

	
	
JUN
	
	6
	
	
	
	

	
	
JUL
	
	5
	2
	
	
	

	
	
AUG
	
	
	7
	
	
	

	
	
SEP
	
	
	7
	
	
	

	
	
OCT
	
	
	7
	
	
	

	
	
NOV
	
	
	7
	
	
	

	
	
DEC
	
	
	
	7
	
	

	2000
	
JAN
	
	
	
	7
	
	

	
	
FEB
	
	
	
	7
	
	

	
	
MAR
	
	
	
	7
	
	

	
	
APR
	
	
	
	7
	
	

	
	
MAY
	
	
	
	7
	
	

	
	
JUN
	
	
	
	4
	3
	

	
	
JUL
	
	
	
	
	7*
	

	
	
AUG
	
	
	
	
	7*
	

	
	
SEP
	
	
	
	
	7*
	

	
	
OCT
	
	
	
	
	7*
	

	
	
NOV
	
	
	
	
	7*
	

	
	
DEC
	
	
	
	
	1*
	6*

	2001
	
JAN
	
	
	
	
	
	7*

	
	
FEB
	
	
	
	
	
	7*

	
	
MAR
	
	
	
	
	
	7*

	
	
APR
	
	
	
	
	
	7*

	
	
MAY
	
	
	
	
	
	7*

	
	
JUN
	
	
	
	
	
	7*

	
	
JUL
	
	
	
	
	
	2*

	
	
AUG
	
	
	
	
	
	–

	
	
SEP
	
	
	
	
	
	–

	
	
OCT
	
	
	
	
	
	–

	
	
NOV
	
	
	
	
	
	–

	
	
DEC
	
	
	
	
	
	–

	Totals by Lot
	5
	20
	30
	46
	39
	50


*Indicates projected future deliver

Encl. (2)

WESLEY ELECTRONICS

333 Broad Street

Alpha, Mississippi 39999
PROPOSAL X-101

LOT 6

RT/ARC 2000 RADIO TRANSCEIVER PRODUCTION
IN RESPONSE TO

REQUEST FOR PROPOSAL

NAS 1234

VOLUME II, COST

JULY 1, 2000

Encl. (3)

	COST PROPOSAL

	Cost Element
	Rate
	Dollars
	Reference

	Manufacturing Labor HRS
	50,000
	
	

	Manufacturing Labor $
	$10.00
	500,000
	A

	Manufacturing Overhead
	200.00%
	1,000,000
	E

	
	
	
	

	Engineering Labor HRS
	5,750
	
	

	Engineering Labor $
	$19.76
	113,620
	B

	Engineering Overhead
	84.00%
	95,441
	E

	
	
	
	

	Purchase Parts
	
	1,133,000
	C

	Commercial Items
	
	858,000
	C

	Material Overhead
	2.10%
	41,811
	E

	
	
	
	

	Other Direct Costs
	
	13,400
	D

	
	
	
	

	Subtotal
	
	3,755,272
	

	
	
	
	

	G&A Expense
	5.10%
	191,519
	E

	
	
	
	

	Total Costs
	
	3,946,791
	

	
	
	
	

	Profit
	17.00%
	638,396
	F

	
	
	
	

	Cost of Money
	
	
	E

	
Manufacturing
	0.21000
	105,000
	

	
Engineering
	0.04000
	4,545
	

	
Material
	0.02000
	39,820
	

	
G&A
	0.00300
	11,266
	

	Total Price
	
	4,745,818


	


A. Direct Manufacturing Labor

This proposal calls for the manufacturing, assembling, and inspection of complex, high quality radio transceivers.  A minimum of 50,000 labor-hours are required to produced these systems based on past experience.


Proposed Hours


50,000


Proposed Labor Rate


$10.00 per hour


Proposed Manufacturing Labor Cost
$500,000

These estimates were arrived at through use of production labor hour history and labor rate projections.

	LOT
	NUMBER OF UNITS
	TOTAL MFG HOURS

	1
	5
	13,800

	2
	20
	32,900

	3
	30
	40,950

	4
	46
	55,784

	5
	39
	NOT AVAILABLE


Proposed Labor Loading Schedule:

	MONTH
	HOURS
	MONTH
	HOURS

	SEP 2000
	4,500
	FEB 2001
	6,000

	OCT 2000
	6,000
	MAR 2001
	4,500

	NOV 2000
	7,000
	APR 2001
	4,500

	DEC 2000
	7,000
	MAR 2001
	2,000

	JAN 2001
	7,000
	JUN 2001
	1,000

	
	
	JUL 2001
	500


Manufacturing labor rate is based on historical projections.  It is assumed that approximately 49% of the work will be performed in 2000 and 51% in 2001:

	YEAR
	RATE
	YEAR
	RATE

	1998
	8.20
	1999
	9.00

	2000
	9.80*
	2001
	10.20*

	($9.80 ( 49%) + ($10.20 ( 51%) = $10.00


*indicates that the rate is a projected rate

B.  Engineering Labor

This proposal calls for engineering of a recurring nature only for this follow-on production run.  We have estimated the total engineering effort required to encompass 5,750 hours.  Direct Engineering Labor is proposed as a factor applied to Direct Manufacturing Labor hours:


Proposed Hours (50,000 Mfg Hrs times 11.5%)
5,750


Proposed Labor Rate



$19.76


Proposed Total Dollars


$113,620

Shop Liaison Labor-Hour Loading Schedule:

	MONTH
	HOURS
	MONTH
	HOURS

	 SEP 2000
	517.5
	MAR 2001
	517.5

	OCT 2000
	690.0
	APR 2001
	517.5

	NOV 2000
	805.0
	MAY 2001
	230.0

	DEC 2000
	805.0
	JUN 2001
	115.0

	JAN 2001
	805.0
	JUL 2001
	  57.5

	FEB 2001
	690.0
	
	


Engineering Labor rate is based on historical projections.  It is assumed that approximately 49% of the work will be performed in 2000 and 51% in 2001.

	YEAR
	RATE
	YEAR
	RATE

	1998
	16.60
	1999
	17.60

	2000
	18.68*
	2001
	20.80*

	($18.68 ( 49%) +($20.80 ( 51%) = $19.76


*indicates that the rate is a projected rate

C.
Material Costs

1.
Purchased Parts


$1,100,000

Purchased parts includes 987 individual line items in support of this procurement with quantities of some line items as high as 500 units.  Because of the great volume of items and sources 915) involved, we have prepared a computerized bill of materials listing and supporting data, we have not furnished a copy with this proposal.  However, these documents are on file and will be made available to reviewing agencies upon request.

2.  Commercial Items


$825,000

The antenna used in the RT/ARC 2000 is a standard  commercial antenna produced by Sooper Antenna.  Currently, Sooper is the only firm producing an antenna meeting our specifications and delivery requirements.  Their proposed unit price of $16,5000 is the same as their commercial catalog price.

3.
Scrap & Usage Factor

A scrap and Usage factor is applied at 3% of total purchase parts and Will be provided in class % for the antenna Commercial item.  The factor is based on historical scrap and losses in our production processes.

Total proposed material costs are as follows:

	MATERIAL

CATEGORY
	PROPOSED BASE

MATERIAL COST
	SCRAP & USAGE

FACTOR
	PROPOSED CATEGORY TOTAL

COSTS

	Purchased Parts
	$1,100,000
	$33,000
	$1,133,000

	Commercial Items
	$825,000
	$33,000
	$858,000

	Total Proposed Material Costs $1,991,000


D.
Other Direct Costs

In accordance with the Request For Proposal, we will be performing field quality inspections on major critical vendors.  To meet this specific requirement, we propose to contract for quality assurance representatives on a contract labor basis.  The following is a summary of the contract labor costs.

	COST ITEM
	DOLLARS

	Labor Days: 30 days @ $200 per day
	6,000

	Per Diem: 30 days @130 per day
	3,900

	Estimated Air Fares
	3,500

	Total ODC Costs
	13,400


E.   Rates & Factors

The 2000 and forward proposed rate is based on a linear trend analysis of overhead rates proposed over the past three years.  We consider this method of overhead estimation to be extremely accurate.  Between 1997 and 1999, the average absolute difference between proposed and actual overhead rates has been just over 2% which is insignificant.

1.  Overhead Rate and Factors

· History of Proposed Overhead and Projections (calendar year)

	
	1997
	1998
	1999
	2000 & forward

	Material
	
2.1%
	
2.1%
	
2.1%
	
2.1%

	Engineering
	
75%
	
78%
	
81%
	
84%

	Manufacturing
	
144%
	
163%
	
179%
	
200%

	G&A
	
5.2%
	
5.1%
	
5.1%
	
5.1%


· Actual Overhead Rates Experienced
	
	1996
	1997
	1998
	1999

	Material
	
2.1%
	
2.0%
	
2.1%
	
2.4%

	Engineering
	
66.7%
	
70.3%
	
81%
	
84%

	Manufacturing
	
155%
	
150%
	
179%
	
200%

	G&A
	
5.7%
	
5.0%
	
5.1%
	
5.1%


· Projected Overhead Bases for 2000 and Beyond

Estimates of overhead bases for 2000 and 2001 are based on firm estimates of commercial and Government sales volume.  This includes $5.4 million production of RT/ARC 2001, research and production of the U.S.  Navy Flying Dutchman system, and commercial production for Radio World stores.   If we are successful in our current proposal for production of a line of commercial ratios for Static Stores, these bases may be expected to increase by ten percent.  However, we estimate only a twenty-five percent probability of obtaining this new business.  Current overhead base projections are:

Material Overhead
$7,000,000

Manufacturing Overhead

$9,000,000

Engineering Overhead
$5,600,000

G&A Expense
$47,000,000

· Overhead Account Actuals (in thousands of dollars)

	
	1996
	1997
	1998
	1999

	
	Pool

$
	Base

$
	Pool

$
	Base

$
	Pool

$
	Base
	Pool

$
	Base

$

	Material
	
157
	
7500
	
160
	 8000
	 150
	 7000
	 145
	6000

	Engineering
	
4400
	
6600
	
5200
	 7400
	4400
	 6000
	4000
	5300

	Manufacturing
	15500
	
100000
	18000
	12000
	17500
	11000
	15000
	8400

	G&A Expense
	
2600
	
46000
	
2700
	54000
	 2600
	50000
	 2300
	41000

	Total Cost of Money $160,441


· Overhead Account Bases

Material Overhead - Direct Material Dollars

Engineering Overhead - Direct Engineering Labor Dollars

Manufacturing Overhead - Direct Manufacturing Labor Dollars

G&A - Total Manufacturing Costs including: manufacturing labor, manufacturing overhead, engineering labor, engineering overhead, direct material costs, material overhead, other direct costs, and other costs excluding CAS 414 cost of money.

2.   Direct Labor Rates

Labor rate projections are based on historical trends adjusted for future economic and market factors.  The following is a summary of our historical and projected rates:

	
	1998
	1999
	2000*
	2001*

	Engineering
	$16.70
	$17.60
	$18.68
	$20.80

	Manufacturing
	$8.20
	$9.00
	$9.80
	$10.20


*Proposed

The major factors influencing labor rates are: strong competition for engineering resources, a general wage increase per our labor agreements, and cost of living allowances.

3.   Facilities Capital Cost of Money

A CASB-CMF Form was used to develop the Facilities Capital Cost of Money factors.

	POOL
	ALLOCATION BASE
	COST OF MONEY FACTOR
	COST OF MONEY DOLLARS

	 Manufacturing
	
$   500,000
	.21000
	
$ 105,000

	 Engineering
	
$   113,620
	.04000
	
$     4,545

	 Material
	
$1,991,000
	.02000
	
$   39,820

	 G&A
	
$3,746,849
	.00300
	
$   11,241


F.
Profit Rate

The profit rate of 17% is fair and reasonable given our outstanding performance and high expertise in producing high quality, complex radio systems for the Government.

ACO REPORT

WESLEY ELECTRONICS

22 August 2000

To:
Anthony Uca, Buyer

From:
P.  Changeorder.  ACO

Subj: 
REQUEST FOR PROPOSAL ANALYSIS ON WESLEY ELECTRONICS

1.  In compliance with your request, reviews of the Wesley Electronics Corporation (WEC) proposal have been conducted.  Price analysis was conducted using an improvement curve applied to the historical price data.  The estimated price for lot 6 using this technique is $4,469,000.

2.
It is notable that subsequent to preparation of the audit report, a Forward Pricing Rate Agreement (FPRA) was negotiated between this office and WEC.  The FPRA covers overhead and cost of money rates, and should be used by Government Offices in pricing and negotiating with WEC.  A table of FPRA rates is attached to this report.  Though the FPRA rates take precedent over the recommended rates contained in the audit report,  you should read the audit report carefully for background information.

3.
The technical report has been reviewed and is recommended for your use except as noted below.

4.
Because of personnel shortages in the price analysis area, we were unable to determine a complete Government objective.  You should pay particular attention to the notes, data and recommendations on the next two pages.

NOTES:

1.
Due to a partial sequestration of funds for 2000, all contractor costs for lot 6 will be incurred in 2001.  The middle of the third quarter of calendar year 2001 is considered to be representative of the entire effort; COM factors, labor rates, and overhead rates in effect at that time should be used in your analysis.  The partial sequestration also resulted in extending the time period of the work performed on lot 5; hence there would be no break in production and rates of learning will not be affected.

2.
Wesley Electronics failed to respond satisfactorily to our query about the $1,000 unsupported quote noted in the audit report; hence, it should not be included in your determination of the government objective.

3.
The estimate for the unit cost of the Sooper antenna contained in the Technical Report is based on a simple average.  This is a rather crude technique; recommend that you use regression analysis to determine the government objective for this cost element.

4.
Weighted Guidelines Profit Analysis
a.
Recommend that you use the following weights for contractor risk factors:

Will be provided in class
	Contractor

Risk Factor
	Assigned

Weighting
	Assigned

Value



	TECHNICAL


	
	

	MANAGEMENT/COST CONTROL


	
	


            b.   The current progress payment rate is Will be provided in class%
            c.   Recommended Assigned Value for the listed factors:

Will be provided in class
	PROFIT FACTORS
	Assigned Value

	Contractor Facilities Capital Employed

EQUIPMENT


	

	COST EFFICIENCY FACTOR


	


5. WEC has agreed to a reduction for the full amount of Other Direct Costs contained in their proposal.

6.
Because of the short lead-time we were unable to estimate engineering and manufacturing hourly wage rates.   Recommend that you use regression analysis on the historical quarterly wage data (listed below) in order to estimate wage rates for manufacturing and engineering.   NOTE:  All wage rates are as of the middle of the quarter indicated.

	Historical Wage Rate Data - MANUFACTURING

	Quarter
	Calendar Year
	Wage Rate

	II
	1999
	$8.88

	III
	1999
	$9.11

	IV
	1999
	$9.29

	I
	2000
	$9.35

	II
	2000
	$9.46

	III
	2000
	$9.64


	Historical Wage Rate Data - ENGINEERING

	Quarter
	Calendar Year
	Wage Rate

	II
	1999
	$16.75

	III
	1999
	$17.00

	IV
	1999
	$17.45

	I
	2000
	$17.90

	II
	2000
	$18.05

	III
	2000
	$18.41


Patricia Changeorder

Patricia Changeorder

Administrative Contracting Officer

Attachments:

1. Technical Report

2. Audit Report

3. FPRA Summary

TECHNICAL REPORT

WESLEY ELECTRONICS

TECHNICAL REPORT

16 August 2000

From:
I. M.  Wright

To:
P.  Changeorder


Subj.:
TACP PROPOSAL NAS12345

1.
In compliance with your request of 25 July 2000, we have conducted a complete technical review of the subject proposal.  The findings of this review are discussed in the following paragraphs.
2.
General: The RT/ARC 2000 units being produced on the contract are identical to those currently being produced under contract NAS 12344.  Therefore, that contract and previous production runs for this item were used as a baseline for this review.  While the contractor failed to breakout material acquisition between the years 2000 and 2001, we believe a 60/40 split is reasonable.  The contractor has made significant progress toward a just-in-time inventory method.  As a result, a greater portion of materials is projected to be acquired during production rather than acquiring materials well in advance of production needs.  The 60/40 split for 2000/2001 reflects documented progress and internal company management goals.

3.
Purchased Parts: Review of the proposed material revealed no areas of significant exception.  The scrap & usage rate of 3% is consistent with a gradually improving trend on this product line.

Commercial Items: During the past six months, the Government has purchased several similarly modified antennae directly from Sooper Antenna for delivery during October-December 2000.  These units are very similar in design and construction to the units being purchased for the RT/ARC 2000.  While none of these are exactly the same as the 85 dbm unit to be used in this contract and the use of Government Furnished Property (GFP) is not approved for this contract, the price history may be used as a comparison base. The scrap and usage rate of  Will be provided in class% is consistent with a gradually improving trend on the product line.

	Dbm*
	Lots of 50 Cost 

per Unit

	130
	$13,000

	100
	$14,800

	 90
	$15,400

	 70
	$16,600


* dbm (thousands of decibels) is a measure of antenna sensitivity, with the lowest dbm being the most sensitive.

The average of these prices is $14,950 ($59,800/4).  Using this figure, our recommended cost is $747,500 ($14,950 * 50).

5.
Engineering Hours: In spite of the contractor's insistence on proposing manufacturing liaison as a factor of manufacturing labor, the contractor has historically maintained a dedicated staff to support RT/ARC 2000 production.  During production of lots 1 and 2, four people were dedicated to the program while during lots 3, 4, and 5 the contractor has maintained 3 dedicated people.  While it is our opinion that there is insufficient work to keep three people busy all the time, we accept a staffing level of 3 due to the potential extra effort required by recommended changes in the fabrication process (see paragraph 6).


a.
The following recommended work-hours are based on 1,880 work-hours per year per employee.


3 people ( 1,880 hrs
=
5,640 hrs per year


5640
=
470 hrs per month

[image: image3.wmf]REGRESSION OF HISTORICAL DATA
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BASE $ (in millions)
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12 months


7 months  ( 470 hrs
=
3,290 hrs for 2001


+ 1 month    (     0 hrs 
=

0 hrs for 2000

Total Recommended hrs
=   3,290

This contract should not pay for engineering in 2000.  During our review, we examined lot 5 history and found that the contractor proposed a staffing level of 3, and the Government, based on the Price Negotiation Memorandum, recognized the cost in the lot 5 price.  Since the 2000 effort for lot 6 overlaps the end of lot 5, no additional charges to the Government should be recognized.

6.
Manufacturing Hours: In reviewing the proposed manufacturing hours, the entire history of the RT/ARC 2000 production was used.  We attempted to establish an improvement curve for the project and found lot I to be totally out of line with the balance of the data.  In an attempt to further define the cost history, we used the contractor's cost accounting data to split the manufacturing history into fabrication hours and assembly hours.  By splitting the hours, we found that the extraordinarily high hours for lot 1 were associated with fabrication.

a.
Fabrication: At the beginning of the project, the contractor attempted to implement a highly automated new technology for fabricating several of the radio's major components.  The technology, at that time, was new and unproven.  The contractor was unable to perfect the process and reverted to their manual methods.  Since 1996, significant improvements in the automated process have been made.  In discussions with the contractor, it was conceded that the automated process is feasible and could be put in place in time for use on lot 6.  Therefore, we recommend a should-cost value of 500 hours per unit.  Please note that due to the highly automated nature of the recommended process, future reductions through the use of improvement curves are unlikely.

b.
Assembly: After removing the fabrication history, the assembly history clearly shows an improvement curve of approximately 92%.  The proposed hours associated with assembly are in line with the improvement curve and are acceptable.

	
	FABRICATION
	ASSEMBLY
	TOTAL MFG HRS

	LOT 1
	10,175
	3,625
	13,800

	LOT 2
	21,100
	11,800
	32,900

	LOT 3
	25,200
	15,750
	40,950

	LOT 4
	33,704
	22,080
	55,784


c.
Summary of Manufacturing Recommended Hours:

	
	

RECOMMENDED

	MANUFACTURING

CATEGORY
	HOURS PER

UNIT
	2000 HOURS
	2001 HOURS
	TOTAL

HOURS

	Fabrication
	500
	16,500
	8,500
	25,000

	Assembly
	440
	6,530
	15,470
	22,000

	Total
	940
	23,030
	23,970
	47,000


I. M. Wright

I. M.  Wright 

Chief, Technical Division

AUDIT REPORT

WESLEY ELECTRONICS

AUDIT REPORT
15 August 2000

From:
I. M. Wright

To:
P. Changeorder


Subj:
ADVISORY AUDIT REPORT ON EVALUATION OF FIRM FIXED-PRICE PROPOSAL FOR RT/ARC 2000

1.  Purpose and Scope Audit:  In response to your request of 25 July 2000, we reviewed the subject proposal to determine the reasonableness of the proposed costs.  The contractor proposes to furnish RT/ARC 2,000 transceiver on a firm fixed-price basis for a total amount of $4,745,818. 

Our review was performed in accordance with generally accepted auditing standards and included such tests of the contractor’s data and records and such other auditing procedures as were considered necessary under the circumstances.  The cost principles contained in FAR Part 31 were used as criteria in the determination of acceptable costs.

This report may not be released to any Federal agency without prior approval of Headquarters, DCAA, except where an agency requests the report in connection with the negotiation of administration of a contract by that agency.

2.
Special Circumstances Affecting the Examination.  The results of our review are qualified as described below.

a.  As stated in the request for audit, we will not be provided with the results of a technical evaluation.  Although we reviewed the proposal to the extent possible under the circumstances, we were unable to reach a definitive conclusion on certain of the quantitative and qualitative aspects of the proposal by available audit means.  The results of our review are, therefore, qualified accordingly.

b.  At the time of this report, the contractor has recently submitted a forward pricing rate proposal.  While our audit report has not been released, this audit includes labor and overhead rate recommendations based on our preliminary audit findings.  It is suggested that you check with the cognizant contracting officer or this office prior to negotiation to determine any rate changes as a result of forward pricing rate agreement negotiations.

c.  The proposed period of performance spans two accounting periods.  Since the contractor did not breakout the effort by year, the audit summary does not breakout cost by year.  The purpose of presenting our findings as a composite is to facilitate comparison of our results to the original proposed costs.

3.
Conclusions: We consider the offeror's proposal to be acceptable as a basis for negotiation of a price.  This statement should not be interpreted to mean that the data are necessarily accurate, complete and current in all respects in accordance with Public Law 87-653, since a postaward review may disclose evidence not now discernible; nor should this statement be interpreted to mean that the offeror is necessarily in compliance with Public Law 91-379, since a final recommendation cannot be made in a preaward evaluation.  Instances of noncompliance with Public Law 91-379 may be reported during contract performance.

The results of our review are detailed in Exhibit A and Appendices of this report.

The results of our review were discussed with the contractor's designated representative,

I. M.  DeBoss, President, to the extent necessary to determine the basis for the proposed costs and to establish the validity of our audit results.

Caution is urged in using the information contained in this report for any purpose other than that immediately intended without prior consultation with this office regarding its applicability.

Please furnish our office with a copy of the memorandum of negotiations.


I. M. Careful


I. M. Careful


Branch Manager, Defense Contract Audit Agency
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EXHIBIT A

	Element of Proposal
	Contractor Proposed
	Costs Questioned
	Costs

Unsupported
	Notes*

	

Mfg Labor
	$500,000
	
	
	1

	
Mfg Overhead
	$1,000,000
	$161,916
	
	2

	
Eng Labor
	$113,620
	$2,926
	
	3

	
Eng Overhead
	$95,441
	$15,068
	
	4

	
Purchased Parts
	$1,133,000
	
	$1,030
	5

	
Commercial Items
	$858,000
	
	
	6

	
Material Overhead
	$41,811
	$1,189
	$22
	7

	
Other Direct Costs
	$13,400
	$13,400
	
	8

	
Total Mfg Cost
	$3,755,272
	
	
	

	
G&A Expenses
	$191,519
	
	
	9

	
Total Contractor Effort
	$3,946,791
	
	
	

	
CAS 414 Cost of Money
	$160,631
	$19,879
	$19
	10

	
Total Cost
	$4,107,422
	$214,378
	$1,071
	


*See page Macro Exercise-25
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EXPLANATORY NOTES

1. In the absence of technical evaluation, manufacturing hours were not reviewed.  No exception is taken to the 50,000 hours proposed, 24,500 hours in 2000 and 25,500 hours in 2001.  Rather than using a single wage rate for the two contract years, projected rates were applied to the hours for each year.

	Mfg Labor Cost
	Proposed
	Recommended

2000
	Recommended

2001

	Mfg Lab Hours
	50,000
	24,500
	25,500

	Mfg Labor Rate
	$10.00
	$9.80
	$10.20

	Mfg Labor Dollars
	$500,000
	$240,100
	$259,900


Because of rounding differences, the audit method resulted in total manufacturing labor costs of $500,200.  The proposed costs were accepted and the $200 difference subtracted from the Recommended 2001 costs, reducing the 2001 cost from $260,100 to $259,900.

2.
Questioned costs result from reductions in the proposed overhead rate.  For further information on overhead rate analysis, see Appendix 4.

	Cost
	Proposed
	Recommended

2000
	Recommended

2001
	Questioned

	Mfg Labor Cost Base
	$500,000
	$240,100
	$259,900
	-0-

	Mfg Overhead Rate
	200.0%
	169.8%
	165.6%
	As Shown

	Mfg Overhead Dollars
	$1,000,000
	$407,690
	$430,394
	$161,916


3.
In the absence of a technical evaluation, engineering hours were not reviewed.  The questioned cost is the result of reductions in the proposed hourly wage rate.  The proposed wage rate is higher than recent history would indicate is necessary to attract qualified workers.  The contractor contends that the increase is necessitated by the growing national shortage of engineers and correspondingly higher wages.  Our audits of other local contractors have not revealed the need for the level of increases proposed by the contractor.  Accordingly, we have questioned the proposed wage rate as shown below.

	Eng Labor

CostCost
	Proposed
	Recommended

2000
	Recommended

2001
	Questioned

	Eng Labor

Hours
	5,750
	2,818
	2,932
	-0-

	Eng Labor

Rate
	$19.76
	$18.68
	$19.80
	As Shown

	Eng Lab Dollars

Dollars
	$113,620
	$52,640
	$58,054
	$2,926
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4.
Questioned costs are the result of recommended reductions in labor rates reductions in the engineering overhead rate.

	Eng Overhead

Cost
	Proposed
	Recommended

2000
	Recommended

2001
	Questioned

	Eng Labor Cost Base
	$113,620
	$52,640
	$58,054
	$2,926

	Eng Overhead Rate
	84.0%
	73.5%
	71.8%
	As Shown

	Eng Overhead

Dollars
	$95,441
	$38,690
	$41,683
	$15,068


5.
This office reviewed the purchased parts records referenced in the proposal.  AU quotes over $50 were reviewed individually for accuracy and support This constituted a review of 93 percent of all purchased parts dollars.  Except for one verbal $1,000 quote from Herty Gerty Industries for a variety of components all prices were supported by written quotations.  Three or more suppliers quoted some 70 percent of the items.  The scrap and usage factor, of 3 percent was reviewed, and found to be acceptable.   No costs are questioned.  Costs found unsupported is the $1,000 in purchased parts and the related scrap and usage. 

	Purchased

Parts Cost
	Proposed
	Recommended

2000
	Recommended

2001
	Unsupported

	Purchased Parts
	$1,100,000
	$439,017
	$659,983
	$1,000

	Scrap & Usage

Rate at 3%
	33,000
	13,171
	19,799
	30

	Total Purchased

Parts Cost
	1,133,000
	452,188
	679,782
	1,030


6.
No exception is taken to the proposed commercial item costs. The scrap and usage factor, of Will be provided in class% was reviewed, and found to be acceptable.  While a formal report has not been received, a Government audit validates the supporting sales data.

7.
Questioned costs are the result of recommended reductions in the material overhead rate for 2001, from 2.1 percent to 2.0 percent.  Unsupported costs result from applying the 2000 overhead rate to the unsupported material costs.

	Material Ovhd Cost
	Proposed
	Recommended

2000
	Recommended

2001
	Questioned
	Unsupported

	Material Cost Base
	$1,991,000
	$800,338
	$1,189,632
	-0-
	$1,030

	Material Ovhd Rate
	2.1%
	2.1%
	2.0%
	As shown
	

	Material Ovhd Dollars
	$41,811
	$16,807
	$23,793
	$1,189
	$22
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8.
The entire amount of Other Direct Cost for contracted quality assurance support is questioned During our review, it was discovered that the contractor had disconnected plans for an aggressive field quality assurance inspection program.  In the unlikely event that field quality assurance inspections are needed, they will be performed by in-house quality assurance personnel, charging to manufacturing overhead.  The contractor contends that the inclusion of this proposed cost was an error in the part of the estimator who neglected to correct the proposal to reflect the management decision to not contract for services as originally intended.

9.
During our review of this proposal, the contractor increased its proposed rates for G&A Expense.  The recommended rates, 5.5 percent for 2000 and 5.3 percent for 2001, are based on our evaluation of the most recent data.  While proposed costs burdened by G&A have been reduced, corrections to the proposed G&A rates actually result in $288 more G&A Expense than currently proposed.  Therefore, we are not questioning proposed G&A Expense dollars.

	G&A Expense
	Proposed
	Recommended

2000
	Recommended

2001
	Unsupported

&

Unquestioned

	Total Mfg

Base
	$3,755,272
	$1,547,842
	$2,011,879
	$195,551

	G&A Rate
	5.1%
	5.5%
	5.3%
	As Shown

	G&A Dollars
	$191,519
	$85,131
	$106,630
	(242)


10.
Wesley Electronics used a CASB/CMF Form to develop their cost of money factors.  While the factors are currently undergoing update and review, we recommend use of recommended rates contained in Appendix 4, Attachment 6.  The proposed net book values (NBVs) appear reasonable, The contractor's projected capital acquisitions and retirements along with current capital assets should result in no significant change in NBV’s in 2000 and 2001.  Differences in the factors are the result of changes in the allocation base values.

Costs questioned and unsupported are summarized in the table below.  Cost questioned result from bases questioned and cost of money factors questioned.  Costs unsupported are based on material dollars unsupported and the recommended cost of money factors.
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	Cost of Money
	Proposed
	Recommended

2000
	Recommended

2001
	Questioned
	Unsupported

	Mfg COM

Labor Cost Base COM Rate

COM Dollars
	$500,000

.21000

$105,000
	$240,100

.19600

$47,060
	$259,900

.18568

$48,258
	See Note 1

As shown

$9,682
	-0-

	Eng COM

Labor Cost Base

COM Rate

COM Dollars
	$113,620

.04000

$4,545
	$52,640

 .03475

$1,993
	$58,054

.03475

$2,017
	See Note 3

As shown

$535
	-0-

	Mat COM

Material Cost

Base

COM Rate

COM Dollars
	$1,991,000

.02000

$39,820
	$800,338

.01667

$13,342
	$1,189,632

.01558

$18,534
	See Notes 5&6

As shown

$7,900
	See Notes 5&6

As shown 

$44

	G&A COM

Tot Cost Base

COM Rate

COM Dollars
	$3,755,272

.00300

$11,266
	$1,547,842

.00277

$4,288
	$2,011,879

.00259

$5,211
	See Note 9

As shown

$1,762
	See Note 9

As shown

$5

	Total COM
	$160,631
	$66,683
	$74,020
	$19,879
	$49
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APPENDIX 1

WESLEY ELECTRONICS

Contractor's Organization and Operation

Wesley Electronics is an independent corporation, which has been operating since 24 July 1965.

Government contracts account for the major portion of Wesley's sales.  Of the total sales in 1999, cost type contracts represented about 40% and fixed-price and commercial work about 60%.

Wesley is engaged in engineering research, development and production of electronic systems and components.  The firm has active programs in three major product areas - Electronic Warfare Systems, Communications Systems and Equipment, and Production Electronics.

Corporate facilities are above average for a business of this type.  The corporate plant is seven years old and production equipment is sophisticated.  Some 20% of this equipment are only a few months old, and Wesley management has committed to a capital improvement plan that will continue to upgrade capital equipment and facilities over the next several years.

Historically, contracts have been performed on time and to specification.  Research contracts have produced noticeable advances in the state of the art.

Wesley has small business and labor surplus area programs.  Results of these programs are typical for this area.

Wesley has a total capacity of $60 million.  Since 1996, they have operated at varying levels of production, 1996 - 81%, 1997 - 88%, 1999 - 72%.  Volume projections for 2000 and 2001 appear firm at 82% and 85%, respectively, of capacity unless currently unanticipated business is received.
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APPENDIX 2

WESLEY ELECTRONICS

Contractor's Accounting System

Wesley Electronics uses a job order cost accounting system.  This system is employed to maintain cost control on each task as well as identifiable portions of each task.  We consider this system adequate for accumulation of costs under fixed priced and flexibly priced Government contracts.  The system complies with Cost Accounting Standards Board, Cost Accounting Standards.
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APPENDIX 3

WESLEY ELECTRONICS

Comments on Profit

The contractor has proposed a profit of $638,396, which represents approximately 17% of contract effort.  This 17% figure is the rate Wesley Electronics traditionally proposes for production efforts.  In our opinion, the elements of cost are sufficiently delineated to permit determination of profit using a structured profit approach.

In the event you are using the DOD Weighted Guidelines Method, the DCAA and the Administrative Contracting Officer concurs on Wesley's estimated distribution of Facilities Capital by asset type:   

Will be provided in class
	Land


	

	Buildings


	

	Equipment
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APPENDIX 4

WESLEY ELECTRONICS

Labor and Overhead Rate Recommendations

Subsequent to the issuing of the subject proposal, Wesley Electronics submitted a labor and overhead rate proposal for negotiation of forward pricing rates.  While the formal audit report has not been issued to the Administrative Contracting Officer, this office, based on our preliminary review, has developed preliminary recommended rates for your use.

The following recommended rates are based on regression analysis of contractor provided historical and projected data.  We feel that these recommended rates, using contractor provided data, present a more accurate projection of contractor estimated costs.

	TABLE OF OVERHEAD AND LABOR RATES

	Account
	Year
	Proposed
	Recommended

	Material
	2000
	2.1%
	2.1%

	
	2001
	2.1%
	2.0%

	Engineering
	2000
	84.0%
	73.5%

	
	2001
	84.0%
	71.8%

	Manufacturing
	2000
	200.0%
	169.8%

	
	2001
	200.0%
	165.6%

	G&A Expense
	2000
	5.1%
	5.5%

	
	2001
	5.1%
	5.3%

	LABOR RATE RECOMMENDATIONS

	Engineering
	2000
	$18.68
	$18.68

	
	2001
	$20.80
	$19.80

	Manufacturing
	2000
	$9.80
	$9.80

	
	2001
	$10.20
	$10.20


The following attachments illustrate how the overhead rates were developed using a personal computer spreadsheet program.
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Appendix 4

MANUFACTURING OVERHEAD RATE ANALYSIS

	OVERHEAD DATA

	Pool
	Base
	Estimate

Pool

	15,500
	10,000
	16,183.17

	18,000
	12,000
	17,993.64

	17,500
	11,000
	17,088.40





	15,000
	 8,400
	14,734.79


MANUFACTURING OVERHEAD ESTIMATES

	Projection Year
	2000
	2001

	Pool
	15,277.93
	15,730.55

	Base
	9,000
	9,500

	Rate
	169.8%
	165.6%
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Appendix 4

ENGINEERING OVERHEAD RATE ANALYSIS

	OVERHEAD DATA

	Pool
	Base
	Estimate

Pool

	4,400
	6,600
	4,646.283

	5,200
	7,400
	5,071.832



[image: image1.wmf]REGRESSION OF HISTORICAL DATA

(Coefficient of Determination: 0.888895)
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	4,400
	6,000
	4,327.120

	4,000
	5,300
	3,954.764


ENGINEERING OVERHEAD ESTIMATES

	Projection Year
	2000
	2001

	Pool
	4,114,4
	4,380.3

	Base
	5,600
	6,100

	Rate
	73.%
	71.8%
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Appendix 4

MATERIAL OVERHEAD RATE ANALYSIS

	OVERHEAD DATA

	Pool
	Base
	Estimate

Pool

	157
	7,500
	155.91

	160
	8,000
	159.80

	150
	7,000
	152.02





	145
	6,000
	144.25


MATERIAL OVERHEAD ESTIMATES

	Projection Year
	2000
	2001

	Pool
	153.5829
	157.4686

	Base
	7,200
	7,700

	Rate
	2.1%
	2.0%
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GENERAL & ADMINISTRATION EXPENSE RATE ANALYSIS

OVERHEAD DATA

	Pool
	Base
	Estimate

Pool

	2,600
	46,000
	2,500

	2,700
	54,000
	2,728.571

	2,600
	50,000
	2,614.286

	[image: image4.wmf]REGRESSION OF HISTORICAL DATA

(Coefficient of Determination: 0.84127)
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BASE $ (in millions)

POOL $ (in millions)

2,300
	41,000
	2,357.143


MATERIAL OVERHEAD ESTIMATES

	Projection Year
	2000
	2001

	Pool
	2,452.714
	2,544.829

	Base
	44,345
	47,569

	Rate
	5.5%
	5.3%
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OVERHEAD RATE HISTORY AND RECOMMENDATIONS SUMMARY

(Base and Pool estimates are in thousands of dollars)

	
	1996
	1997
	1998
	1999
	2000*
	2001*

	ACCOUNT
	Pool

$
	Base

$
	Pool

$
	Base

$
	Pool

$
	Base
	Pool

$
	Base

$
	Pool

$
	Base

$
	Pool

$
	Base

$

	Material
	157
	7500
	160
	8000
	150
	7000
	145
	6000
	153
	7200
	157
	7700

	Engineering
	4400
	6600
	5200
	7400
	4400
	6000
	4000
	5300
	4814
	6488
	5059
	6978

	Manufacturing
	15500
	100000
	18000
	12000
	17500
	11000
	15000
	8400
	15278
	9000
	15651
	9405

	ODC
	
	1843
	
	3240
	
	3950
	
	2155
	
	3000
	
	4000

	G&A
	2600
	46000
	2700
	54000
	2600
	50000
	2300
	41000
	2452
	44192
	2544
	47227

	RATES
	1996
	1997
	1998
	1999
	2000*
	2001*

	Material
	2.1%
	2.0%
	2.1%
	2.4%
	2.1%
	2.0%

	Engineering
	66.7%
	70.3%
	73.3%
	75.5%
	74.2%
	72.5%

	Manufacturing
	155.0%
	150.0%
	159.1%
	178.6%
	169.8%
	166.4%

	G&A
	5.7%
	5.0%
	5.2%
	5.6%
	5.6%
	5.4%


*FPRA rates, all other rates in this table are actuals
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	RECOMMENDED CAS 414 COST OF MONEY FACTORS SUMMARY

	
	Pool
	NBV
	Cost of

Money*
	Base
	COM

Factors

	
	Material
	$1,500.000
	$120,000
	$7,200,000
	0.01667

	2000
	Engineering
	$2,650,000
	$212,000
	$5,600,000
	0.03786

	
	Manufacturing
	$22,050,000
	$1,764,000
	$9,000,000
	0.19600

	
	G&A
	$1,537,500
	$123,000
	$44,345,000
	0.00277

	
	Pool
	NBV
	Cost of

Money*
	Base
	COM

Factors

	
	Material
	$1,500,000
	$120,000
	$7,700,000
	0.01558

	2001
	Engineering
	$2,650,000
	$212,000
	$6,1000,000
	0.03475

	
	Manufacturing
	$22,050,000
	$1,764,000
	$9,500,000
	0.18568

	
	G&A
	$1,537,500
	$123,000
	$47,569,000
	0.00259


*Cost of Money at 
Will be provided in class% percent

FPRA SUMMARY

WESLEY ELECTRONICS

FPRA SUMMARY

TABLE OF OVERHEAD RATES

	Account
	Year
	Proposed
	FPRA

	
	2000
	2.1%
	2.1%

	Material
	2001
	2.1%
	2.0%

	
	2000
	84.0%
	74.2%

	Engineering
	2001
	84.0%
	72.5%

	
	2000
	200.0%
	169.8%

	Manufacturing
	2001
	200.0%
	166.4%

	
	2000
	5.1%
	5.6%

	G&A
	2001
	5.1%
	5.4%


FPRA Summary (continued)

OVERHEAD RATE HISTORY AND PROJECTIONS

(Base and Pool estimates are in thousands of dollars)

	
	1996
	1997
	1998
	1999
	2000*
	2001*

	ACCOUNT
	Pool

$
	Base

$
	Pool

$
	Base

$
	Pool

$
	Base
	Pool

$
	Base

$
	Pool

$
	Base

$
	Pool

$
	Base

$

	Material
	157
	7500
	160
	8000
	150
	7000
	145
	6000
	153
	7200
	157
	7700

	Engineering
	4400
	6600
	5200
	7400
	4400
	6000
	4000
	5300
	4073
	6488
	4336
	6978

	Manufacturing
	15500
	100000
	18000
	12000
	17500
	11000
	15000
	8400
	15278
	9000
	15651
	9405

	ODC
	
	1843
	
	3240
	
	3950
	
	2155
	
	3000
	
	4000

	G&A
	2600
	46000
	2700
	54000
	2600
	50000
	2300
	41000
	2452
	44192
	2544
	47227

	RATES
	1996
	1997
	1998
	1999
	2000*
	2001*

	Material
	2.1%
	2.0%
	2.1%
	2.4%
	2.1%
	2.0%

	Engineering
	66.7%
	70.3%
	73.3%
	75.5%
	74.2%
	72.5%

	Manufacturing
	155.0%
	150.0%
	159.1%
	178.6%
	169.8%
	166.4%

	G&A
	5.7%
	5.0%
	5.2%
	5.6%
	5.6%
	5.4%


*FPRA rates, all other rates in this table are actuals

FPRA Summary (continued)

	CAS 414 COST OF MONEY FACTORS

	
	Pool
	NBV
	Cost of

Money*
	Base
	COM

Factors

	2000
	Material
	$1,500,000
	$120,000
	$7,200,000
	0.01667

	
	Engineering
	$2,650,000
	$212,000
	$5,488,000
	0.03863

	
	Manufacturing
	$22,050,000
	$1,764,000
	$9,000,000
	0.19600

	
	G&A
	$1,537,500
	$123,000
	$44,345,000
	0.00277

	
	Pool
	NBV
	Cost of

Money*
	Base
	COM

Factors

	2001
	Material
	$1,500,000
	$120,000
	$7,700,000
	0.01558

	
	Engineering
	$2,650,000
	$212,000
	$5,978,000
	0.03546

	
	Manufacturing
	$22,050,000
	$1,764,000
	$9,405,000
	0.18756

	
	G&A
	$1,537,500
	$123,000
	$47,569,000
	0.00259


WORKSHEETS

FOR

WESLEY 

ELECTRONICS

ANALYSIS

WESLEY ELECTRONICS CORPORATION
 SPREADHEET
	
COST ELEMENT
	
BASIS
	PROPOSED
	
BASIS
	OBJECTIVE

	Manufacturing Labor
	50,000 HRS ($10/HR)
	$  500,000
	
	

	Manufacturing OH
	$500,000 (200%)
	 1,000,000
	
	

	Engineering Labor
	5,750 HRS ($19.76)
	    113,620
	
	

	Engineering OH
	$113,620 (84%)
	      95,441
	
	

	Purchased Parts
	
	 1,133,000
	
	

	Commercial items
	52 UNITS ($16,500)
	    858,000
	
	

	Material Overhead
	$1,991,000 (2.1%)
	      41,811
	
	

	Other Direct Costs
	
	      13,400
	
	

	
Total Mfg Cost
	
	$3,755,272
	
	

	G & A
	$3,755,272 (5.1%)
	     191,519
	
	

	
Total Cost
	
	$3,946,791
	
	

	Cost of Money
	
	     160,631
	
	

	Profit
	
	     638,396
	
	

	
TOTAL PRICE
	
	$4,745,818
	
	


WORKSHEET FOR ENGINEERING LABOR

	QTR
	
QTR
	 Wage Rate
	
	
	

	ACO Note
	
(X)
	
(Y)
	
XY
	
X2
	
Y2

	2nd 99
	
1 
	
16.75
	
16.75
	
1
	
180.56

	3rd 99
	
2
	
17
	
34
	
4
	
189

	4th 99
	
3
	
17.45
	
52.35
	
9
	
304.5

	1st 00
	
4
	
17.9
	
71.6
	
16
	
320.41

	2nd 00
	
5
	
18.05
	
90.25
	
25
	
325.8

	3rd 00
	
6
	
18.41
	
110.46
	
36
	
338.93

	
	
21
	
105.56
	
375.41
	
91
	
1859.21

	
	
	
B = .34
	
A = 16.40
	
	
R2 = .99

	4th 00
	          7
	
	
	
	

	1st 01
	          8
	
	
	
	

	2nd 01
	          9 
	
	
	
	

	3rd 01
	        10
	
	
	
	


Reference: ACO Report Note 1

HOURLY RATE COMPUTATION

Yc  = A + BX

WORKSHEET FOR MANUFACTURING LABOR

	QTR
	
QTR
	 Wage Rate
	
	
	

	ACO Note
	
(X)
	
(Y)
	
XY
	
X2
	
Y2

	2nd 99
	
1
	
8.88
	
8.88
	
1
	
78.85

	3rd 99
	
2
	
9.11
	
18.22
	
4
	
82.99

	4th 99
	
3
	
9.29
	
27.87
	
9
	
86.30

	1st 00
	
4
	
9.35
	
37.40
	
16
	
87.42

	2nd 00
	
5
	
9.46
	
47.30
	
25
	
89.49

	3rd 00
	
6
	
9.64
	
57.84
	
36
	
92.93

	
	
21
	
55.73
	
197.51
	
91
	
517.99

	
	
	
B = .14
	
A = 8.80
	
	
R2 = .97

	4th 00
	           7
	
	
	
	

	1st 01
	           8
	
	
	
	

	2nd 01
	           9
	
	
	
	

	3rd 01
	          10
	
	
	
	


Reference: ACO Report Note 1

HOURLY RATE COMPUTATION

Yc = A + BX

WORKSHEET FOR COMMERCIAL ITEMS

	
dbm
	 Unit Cost
	
	
	

	
(X)
	
(Y)
	
XY
	
X2
	
Y2

	
130
	
13,000
	
1,690,000
	
16,900
	160,000,000

	
100
	
14,800
	
1,480,000
	
10,000
	219,040,000

	
90
	
15,400
	
1,386,000
	
  8,100
	237,160,000

	
70
	
16,600
	
1,162,000
	
  4,900
	275,560,000

	
390
	
59,800
	
5,718,000
	
39,900
	900,760,000

	
	
	
	
	

	
	
B = - 60
	A = 20,800
	
	
R2 = 1


UNIT COST COMPUTATION

Yc = A + BX

	
CONTRACT FACILITIES CAPITAL COST OF MONEY
	Form Approved

OMB No. 0704-02567

Expires Oct 31, 1989

	1.  CONTRACTOR NAME
	2.  CONTRACTOR ADDRESS



	3.  BUSINESS UNIT
	

	4.  RFP/CONTRACT PIN NUMBER
	5.  PERFORMANCE PERIOD



	6.  DISTRIBUTION OF FACILITIES CAPITAL COST OF MONEY

	
	
	
FACILITIES CAPITAL COST OF MONEY

	
POOL
	
ALLOCATION BASE
	
	

	
	
	
FACTOR
	
AMOUNT

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	TOTAL
	

	TREASURY RATE
	
%

	FACILITIES CAPITAL EMPLOYED (TOTAL DIVIDED BY TREASURY RATE)
	

	7.  DISTRIBUTION OF FACILITIES CAPITAL EMPLOYED

	
	
PERCENTAGE
	
AMOUNT

	
LAND
	
%
	

	
BUILDINGS
	
%
	

	
EQUIPMENT
	
%
	

	
FACILITIES CAPITAL EMPLOYED
	
%
	


DD FORM 1861, AUG 87
Supersedes all previous editions of DD Forms 1861-1 and 1861-2 which are obsolete
[image: image2.jpg]REPORT CONTROL.

RECORD OF WEIGHTED GUIDELINES APPLICATION SYMBOL,
DD-AT&L({Q)1751
1. REPORT NO. |2. BASIC PROCUREMENT INSTRUMENT IDENTIFICATION NO. 3. SPIN 4. DATE OF ACTION
a. PURCHASING OFFICE b.FY  [c. TYPE PROC INST CODE d. PRISN a. YEAR b. MONTH
5. CONTRACTING OFFICE CODE
ITEM COST CATEGORY OBJECTIVE
6. NAME OF CONTRACTOR 13. [ MATERIAL
14. [ SUBCONTRACTS
7. DUNS NUMBER 8. FEDERAL SUPPLY CODE 15. [ DIRECT LABOR
16. | INDIRECT EXPENSES
9. DOD CLAIMANT PROGRAM 10. CONTRACT TYPE CODE 17. [ OTHER DIRECT CHARGES
18. | SUBTOTAL COSTS (73 thru 17) 0
11. TYPE EFFORT 12. USE CODE 19. | GENERAL AND ADMINISTRATIVE
20. | TOTAL COSTS (78 + 19) 0

WEIGHTED GUIDELINES PROFIT FACTORS |

ITEM | CONTRACTOR RISK FACTORS

ASSIGNED WEIGHTING

ASSIGNED VALUE BASE ftem 20)

PROFIT OBJECTIVE

21. | TECHNICAL

%

22. | MANAGEMENT/COST CONTROL

%

23. | PERFORMANCE RISK (COMPOSITE)

24. | CONTRACT TYPE RISK

COSTS FINANCED

LENGTH FACTOR INTEREST RATE

25. | WORKING CAPITAL

%

CONTRACTOR FACILITIES CAPITAL EMPLOYED

ASSIGNED VALUE AMOUNT EMPLOYED

26. |LAND

27. | BUILDINGS

28. | EQUIPMENT

29. | COST EFFICIENCY FACTOR

ASSIGNED VALUE BASE ftem 20)

%

30. TOTAL PROFIT OBJECTIVE 0.00
NEGOTIATED SUMMARY |
PROPOSED OBJECTIVE NEGOTIATED
31. | TOTAL COSTS
32. | FACILITIES CAPITAL COST OF MONEY (DD Form 1861)
33. |PROFIT
34. | TOTAL PRICE (Line 37 + 32 + 33) 0 0.00 0
35. | MARKUP RATE (Line 32 + 33 divided by 31) % % %

CONTRACTING OFFICER APPROVAL |

36. TYPED/PRINTED NAME OF CONTRACT-
ING OFFICER (Last, First, Middle Initiai)

37. SIGNATURE OF CONTRACTING OFFICER

38. TELEPHONE NO.

39. DATE SUBMITTED
(YYYYMMDD)

OPTIONAL USE

96. 97.

98. 99.

DD FORM 1547, JUL 2002

PREVIOUS EDITION IS OBSOLETE

Reset
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