Evaluating Proposed Time Tip #2

Evaluating Direct Manufacturing Labor Costs


Techniques for Evaluating Proposed Time

Using Actual Time for the Same Item

One of the least demanding methods of evaluating a contractor's proposal is available if the same item is already in production. The technical analyst will be able to make a direct comparison of proposed hours with actuals already incurred.   Projections made from items the contractor has made or is making may be acceptable if procedures have not changed and are not expected to change. 

However, if conditions have changed, the analyst should consider adjusting actual hours to be more applicable to the current effort.  Some of these considerations are as follows:

First Time Builds:

· Historical data based on first time builds may contain inefficiencies that would require the estimate for follow-on projects to be reduced by some factor .

Engineering Change Proposals (ECPs)

· There may also have been several Engineering Change Proposals (ECPs) on the previous order that could affect the new effort by making it more efficient, or more complex depending on the nature of the change.  The analyst must apply judgement in making these adjustments.

Learning:

· A change in quantity or retention of experience related tools such as, refined process sheets, improved tooling or experienced workers can certainly change the conditions from those experienced under the previous order.  These changes will lead to improved performance, and must be accounted for in evaluating the new estimate. 

The technical analyst cannot accept historical actuals at "face value". The data must be analyzed and, where necessary, adjusted to be more applicable to the current effort.

Using Actual Time for Similar Items

For end items the contractor has not made previously, the estimate should be based on the cost of producing similar items.   Some considerations in using this method are presented below:

· The contractor should apply a reasonable factor to account for complexity or a difference between the similar item and the proposed item. 

· The contractor must be able to substantiate any such factor with historical data. The analyst must show how the contractor developed the factor. 

· The analyst must determine how similar the two projects are and should convert historical hours for a similar or different product to recommended hours for the proposed product.

· The analyst should also consider applying factors for improvement curve, inefficiency, or poor management to the proposed historical labor hours based on the similarity of the projects. 

· There are not too many cases where a direct comparison can be made.  Normally an evaluation requires a considerable amount of analysis and ingenuity. 

Some contractors are reluctant to admit that they have made similar products to those in the proposal, to avoid having to produce historical support data.  According to the Truth in Negotiations Act (TINA), the contractor is required to provide all data requested even if it was not used in the proposal. 

Using The Subassembly Technique

A preferred technique for evaluation of Proposed Time is the subassembly technique. 

From manufacturing and assembly drawings, the technical analyst makes a list of the various tasks necessary to perform each step of manufacture and assembly by applying the contractor's procedures, manufacturing methods and knowledge of available machinery. 

Using industry standards which are available in numerous reference books, the analyst applies a time to perform each task in the sequence of manufacture and assembly.  To properly apply this technique, the analyst:

· Must know how the industry standards were developed. 

· Must ensure that the industry standards are current and applicable to the contractor's operation. 

The total time of each machine setup (if applicable), operation, assembly and test sequence will provide a cost in hours to fulfill the requirements of the proposal.  

The analyst compares the resulting hours to the contractor's proposed hours to determine its reasonableness.   Be sure nothing has been omitted, and that both analyses use the same methods and procedures.

If there is a significant difference between the analysts method and the contractor's, ask the contractor to explain in detail what he proposes to do.
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