Understanding Sources of Direct Materials Tip #1

Evaluating Direct Materials Costs




Direct Material Considerations

Subcontractor Items

By law, high dollar subcontracted items require special treatment. 

· When purchases of specific items exceed certain dollar thresholds, prime contractors are required to perform price analyses or audits of the subcontracted items. 

· The technical analyst may be requested to provide assistance at a subcontractor's location. 

Caution:  When dealing with the subcontractor, the contractor has "privity of contract." Subcontractors can only be questioned with the concurrence of the prime contractor. However, the prime contractor is liable to the Government for the quality of the subcontracted items. 

Standard Commercial Items

· If requested, the technical analyst must verify that Standard Commercial Items meet the "commercial item" definition in the Federal Acquisition Regulation (FAR Part 15.403). 

· This determination is made from the identifying information furnished in the contractor's "Claim for Exemption for Submission of Certified Cost or Pricing Data."
Non Standard Items

· The Government discourages widespread use of nonstandard parts. 

· If feasible the analyst should recommend that cheaper standard parts be substituted for expensive nonstandard parts. 

Purchased Parts

· When analyzing purchased parts, technical analyst should review the types, quantities, and allocability of the purchased parts.  While technical analyst doesn’t evaluate the price of these items, if price seems unreasonable, it should be brought to the attention of the analyst doing the material price review (i.e., DCAA or the DCMC Cost/Price Analyst).

Inter-divisional Transfers

The originating division must not charge the Government profit or a fee for supplying the item which would be a double-charge on the part of the corporation. In other words, a firm should not be able to subcontract with itself and thereby obtain a fee both as a prime and as a subcontractor.
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