Understanding Sources of Direct Materials Tip #2

Analyzing Direct Material Costs




Evaluating Scrap

· Reasonable factors for scrap can be derived by comparing drawings of the machined part and the size of the blank used to create it.

· Ask the contractor to provide the scrap reports or other documentation to verify that the scrap was actually produced and not used elsewhere. 

· The analyst should also consider consulting with the Quality Assurance Representative (QAR) about analyzing historical scrap rates by product line or other categories that would highlight where inefficiencies might be occurring.  If the contractor is applying high scrap rates from one product across the project, the analyst should recommend a more appropriate rate.

· Look for unnecessary spoilage from inexperienced or less capable personnel resulting in a very high waste factor.  Large scrap or spoilage factors may indicate manufacturing inefficiency.

· You don't always have to accept the contractors quoted "actual" scrap rates.  If the conclusion can be substantiated by a cogent argument supported with data, you should identify potential improvements in the contractor's approach.  The Government shouldn't pay for high inefficiencies!

· The technical analysis report should include the contractor's history of scrap and rework on similar items, a recommendation whether or not the factor used by the contractor should be allowed, if a more appropriate rate can be justified, and, if appropriate, how higher efficiencies could be realized.  

Note:  

Items that have been submitted to the Material Review Board (MRB) can either be reworked or turned into "scrap" material. The term "scrap" as used in a MRB action is different than when the term is used in a technical analysis.  The technical analyst would classify that material as “spoilage.”
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