Understanding Sources of Direct Materials Tip #1

Analyzing Direct Material Costs




Evaluating Purchased or Subcontracted Items

A contractor should not propose a shrinkage factor for purchased parts or subcontracted items. 

· These items almost always are valuable enough to be guaranteed by the supplier who will replace items found to have manufacturing defects at no charge to the prime contractor.

·  If the technical analyst discovers that the contractor applied a shrinkage factor to purchased parts and subcontracted items, the analyst should recommend that the negotiator not apply a shrinkage (scrap and/or spoilage) factor to the items. 

· When ordering purchased parts and subcontracted items, prime contractors should order the number actually required for use on the prime contract. 

Note:

If a casting is involved, defects may not show up until the machining process. The analyst should find out how the contractor and subcontractor will resolve a defect that shows up during the machining process.











































Page 1

