Obtain Support for Estimating Cost to Complete the Contract
The contracting officer is ultimately responsible for monitoring contractor performance and estimating the cost to complete the contract. How often you perform this analysis depends on your risk assessment and length of contract performance – but it should be done at least annually when performance is for more than a year.

Assistance from Government technical personnel is essential in analyzing contract progress to date and estimating the amount of effort required to complete the contract. 

The auditor is the Government expert on contract cost. Audit assistance can be invaluable in verifying the actual contract cost incurred and validating data offered by the contractor to support projections of the cost to complete the contract.

The ACO must make sure there is someone responsible to put it all together, normally the ACO or CA when a price/cost analyst is unavailable.

Procedure for Estimating the Cost to Complete the Contract 

When developing an estimate of the cost to complete a contract:

1. Determine the progress toward contract completion to date. 

2. Determine the cost of the contract work completed to date. 

3. Determine the reasons for variances from initial estimates. 

4. Estimate the amount of work remaining to be completed. 

5. Estimate the cost of the work remaining to be completed. 

6. Put it all together.

1. Progress Toward Contract Completion
Normally, the most difficult element of developing an estimate to complete the contract is determining the amount of work completed to date. It is relatively easy to determine the costs, e.g., number of hours worked, wages paid, and material purchased, but those are measures of input --not measures of progress toward contract completion. It is not always easy to determine how these inputs have contributed to completing the work required by the contract. 

To determine the work completed to date, you must rely on the following sources and types of information:

Contractually required cost/schedule analysis and reporting; 

Contractually required cost information; 

Contractor production management reports and analyses; 

Progress review meetings; or 

Observation by Government personnel, including tracking progress to the baseline developed at the start of the contract.

Normally, the more detailed the information provided by the data source, the more valuable it is as a basis of estimating the cost to complete the contract. For example, detailed contractor Cost Performance Report (CPR) data would normally be more valuable than general contract production management reports, because the Budgeted Cost of Work Scheduled, Budgeted Cost of Work Performed, and Actual Cost of Work Performed data presented in the CPR provide detailed information on the contractor’s cost/schedule performance. Contract progress reports typically provide a general overview of contract performance and specific detail only on a limited number of special interest items.

As you analyze available information, you should request support from the using activity and Government technical personnel. They should have current information on the Government’s requirements and most likely will have information on the contractor’s progress. When you request analysis support, establish an "as of" date for the analysis. That date can then be used for the collection of data on both contract work completed and the cost for completing that work.

2. Cost of Work Completed to Date 

In determining the cost of work completed, rely on contractor submissions and input from involved members of the Government Team. Normally, the DCAA auditor plays a key role in evaluating cost information submitted by the contractor. However, others can play key roles, particularly when the contractor has implemented a management system that complies with EVMS Guidelines.

If DCAA has identified deficiencies in the contractor’s accounting system, consult with the auditor to determine how those deficiencies may affect the contractor’s recording of contract costs.

3. Determine Reasons for Variances From Initial Estimates
At the beginning of the contract, there is an initial estimate of contract cost at completion. This estimate will change as the contractor performs. Before you can estimate the cost to complete the contract, you must determine the reasons there are variances from the original estimate for completed work. For progress payments purposes, you normally will not be concerned about favorable variances because the contract effort is usually firm-fixed-price. However for flexibly priced contracts, you need to develop your estimate in order to find potential underrun condition (where money may be returned to customer, or provisional billing prices should be adjusted downward for FPI contracts), or overrun position where the customer needs to be promptly advised with our estimate and rationale.

- Gather Information 

Solicit opinions from the contractor and Government Team experts concerning the reasons for the variances. Ask questions such as: 

Why do actual costs differ from the original estimates? 

Have circumstances outside the contract affected costs? For example, has a major reduction in business volume increased indirect cost rates and inflated contract costs? 

Does the Government have any responsibility for the increased costs? 

What can the contractor and/or the Government do to bring costs back into line? 

- Identify The Reason 

The variance from initial estimate could result from many possible reasons, including: 

Conflicting interpretations of contract requirements; 

One or more specific contract performance problems; or 

Generally poor contractor management of contract operations. 

- Evaluate Current Status 

Evaluate available information to establish whether the situation that caused the variances has been resolved. 

4. Estimate Amount of Work Remaining
Once you have determined the amount of contract effort completed to date, you will estimate the tasks that remain to be completed. Again, you should request support from other members of the Government Team as you perform your analysis. They can provide invaluable support in developing and evaluating both cost and schedule estimates for contract completion.

    

5. Cost of Work Remaining to be Completed
Once you have determined the amount of work remaining and the causes for variances from original estimates, you can estimate the cost to complete the contract. Estimating the cost to complete the contract is much like estimating the cost of a new contract.

Select estimating methods and quantitative techniques based on the information available. You can develop estimates using any appropriate method -- round-table, comparison to prior jobs, detailed, etc. However, as the contractor progresses toward contract completion – and more information becomes available -- you should rely more on comparison and detailed estimates, and less on round table estimates.

Consider contract cost history along with other available data in estimate development. For example, where there has been a history of schedule delays and cost overruns, it probably is not reasonable to assume that future contract effort will be completed as projected. 

If there are cost or schedule constraints, develop several cost estimates based on different completion scenarios, such as: 

Complete the contract to original contract specification and schedule requirements; 

Complete the contract to original specification requirements but allow additional time; 

Complete the contract to original schedule requirements but reduce contract specification; 

Adjust both the contract specification and schedule requirements. 

Put It All Together

Record your analysis of work completed and the costs incurred, and then add to it your estimated additional cost to complete the contract effort. Do a cost element-by-cost element comparison to the contractor’s estimate. Make sure you can explain your differences. Many times, the differences are cause by differing assumptions, such as inflationary factors. You should always discuss your findings with the contractor before your final decision, as “previously missing” data may be discovered. 

As work continues, you should periodically compare the new costs to your prior projections and identify variances. If the variances are significant (e.g., + - 10%), then determine the cause of the variances. Estimating Contract Costs is an ongoing process. Not only will the instant contract benefit, but you will continually improve your estimating skills. 
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