Evaluating Labor Standards Tip #1

Evaluating Direct Manufacturing Labor Costs


Evaluating Historical and Engineered Labor Standards
If the contractor used labor standards to prepare its estimate, the technical analyst should ask the following questions as an aid in the evaluation:

· How were the labor standards developed?

· How old are the labor standards?

· How often and what method did the contractor use to update the labor standards?

· 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?

· Was the correct labor category used?

If labor standards are based on work sampling, ask:

· How often was the sampling performed?

· What percent of in-house total labor hours is covered under work sampling?

· How long was the cycle time? 

· What was the date that the study was made?

· Has the equipment been enhanced since the sampling?

When evaluating labor standards, whether developed using historical data or engineering analyses, the technical analyst should look for several possible inconsistencies in the contractor's estimate:

· A contractor may allow for such effort as work station clean-up and minor machine maintenance in either the PF&D allowance, special allowance, or realization factor. Make sure the contractor does not duplicate the time allowed for any such effort. 

· If the analyst finds a contractor using a special allowance to compensate for unusual working conditions, examine the supporting data to ensure that no extra time is included in the leveled time or in a different allowance to account for the special working conditions.  The analyst should not allow adjustments unless the contractor can satisfactorily explain why it operates under less favorable conditions. 

· A contractor may have relied on an engineering estimate to determine an allowance.  If so, The analyst should ask the contractor to explain its estimating procedure. 

(Continued)

If the contractor cannot provide convincing evidence that the method has produced an acceptable allowance, the analyst should develop a government estimate if the allowance is justified.

· Select a sample of some of the contractor's production documentation (e.g. operation process sheets).

· Obtain reference material and develop Government labor standards for the sampled operations.

· Compare the Government standards with the contractor proposed standards and extrapolate the differential to the remaining operations.

· Are the resulting differences reasonable?  If not, ask the contractor to explain the differences.  
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