Understanding Improvement Curves Tip #2

Evaluating Direct Manufacturing Labor Costs


Evaluating the Improvement Curve

In evaluating the contractor's use of an improvement curve the analyst should consider several factors: 

· Check the contractor's mathematics

· The first unit actual cost (T1) and the slope should be based on the past production of identical or similar end items. 

· The contractor should identify the sources for their curve.

· If the contractor lacks the data, it may have developed its first unit cost from reasonable standard time and its slopes may be based on published industrial data. 

· The analyst should choose other sources for cross-checking if possible.

· If the contractor quotes a steep slope, this means that the contractor will show improvement more rapidly than if it had used a less steep slope. 

· An 80% curve decreases unit cost faster than a 90% curve

· A steep curve can be offset by a high first unit value. Therefore, a steeper slope does not necessarily mean a more efficient producer.

· Unless a contractor can prove that its plant is totally inexperienced in making a particular product, do not accept estimates starting with first unit costs for a follow-on contract. 

· Production breaks may cause some loss of experience, but once a company has significant experience producing a product, they are unlikely to lose all of the learning. 

· In cases where a follow-on occurs with no break in production, the first unit of the new buy is actually the next unit in the previously ordered lot with continuous movement down the curve. This will insure that the government does not pay for start-up inefficiencies twice. 

· Improvement or learning does not stop when standards are met. 
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