Understanding Historically Based Labor Estimates Tip #1
Evaluating Direct Manufacturing Labor Costs


Evaluating The Reasonableness of Historical Data 

Ask the following additional questions about estimates based on historical data.

· Are the historical hours taken from only high cost first items?  If so, apply an adjustment based on improvement curve theory.

· Were there delays or production problems which would extend or increase the historical hours per unit and which should not be applied without analysis?

· Will the production line be operated the same as in the past? For example, has the contractor acquired numerically controlled machinery that will reduce the hours of historical labor or labor standards?  Did the contractor make appropriate adjustments for these changes?

· Do historical hours include the impact of changes or nonrecurring costs (ECPs)?  If so, either eliminate them or remember that proposed hours include the cost of changes.  Look closely at any allowance or contingency the contractor might propose.

· Has the make/buy plan changed? ? If the contractor is now buying items previously made, insure the contractor has deleted these manufacturing hours from the current estimate for the effort.

· Are some of direct labor functions that were included in the historical data now being estimated as indirect labor functions? If so, the analyst should make an adjustment in the contractor's estimate, and note the shift in the Technical Analysis Report so that the DCAA analyst can review the indirect costs.

Is the method used for estimating direct manufacturing labor for the proposal consistent with the contractor's normal practices for all other contracts?

· Is the labor mix proposed the same as that labor mix included in the historical data? This is very important .  For instance, the contractor may propose higher skilled/priced personnel when historical data shows lower skilled/priced personnel.














































Page 1

