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Se2GIMTaInINg

iGNEComE! familiar with Price and Cost
ARINSESHLE rlglelgo determine If the
PIOPBSEANIIICES/CostS are fair and
[easonaipierand tere able to use as
leverage in negotiations for better

pricing or 'o savings

-



MIBWIECGE IS Power

RESEANCHING and concentiiating on facts and avoiding
[ENENCENRRYUESSWOrK N the negotiation process is
tEMOstsSuUiEsire vv?lybo achieve objectives

DeinEReRelysis upiirent and asking guestions will help
rlewrmme rea“gn-ﬂi\ne:: of price and potentially cut
OSES On thEfprocurement

me a Data Sleuth!
1%
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gf NEW | ducts Or services using

. Justify a purchaser-initiated request
" for a pricel decrease

Purchasing|v antfﬂo add value to the organization on
products or services not looked at before

Purchasing high-dollar and/or high-volume items
Purchasing a single- or sole-source product or service




Defm]rJrr»

ICEVARINSISE me or CES examining and

veJLeumg cl 0)[e)0Je d rice to determine if it Is
felifane r@ﬂ;‘onrlol thout: evaluating Its
SEPIEErCOST EIEMET s and proposed profit

05t Analysis: The process of analyzing each

‘ indMWﬁelement of a price
material, |a omours and rates, overhead, general

and administrative costs, and profit that together
add up to the final price, to determine if the costs
are allowable, fair and reasonable



IS Used

O Price AnalysissiGenerally used on commodity and
JENENEIRSEIVICES precurements which are easily

COIPEIEE LONGHIEN SImilar procurements

~ Cost Analysis: Generally used whenever you do not

haveWR: COMpE [ition on procurements that are

unigue ana'hard to. compare to other procurements.
Useful when purchaser can act upon the data (i.e., negotiate

a better price, use an alternate source, sole source
procurements or produce the item internally)
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IEIV/SISE rJJ\ Performed

AcigyAGIFtIefellowing technigues as
cjofs JJ ablerand apPropPaLe

Compe re COIPED ”%ﬁ S%CGIVEd In response
LI LNESEIICIuZON L0 ONE ano

s 115 :fggl/mru‘}ﬂ/ ecele a large enough number of
COMIPELLIVENAD) ceo’ ofiers from the current

- Halkeplaee;

Compare orr pesSed prices with prices under
existing c racts and with prices proposed In
the past for the same or similar items/services
Be sure to ractor In any market changes (e.g.,

comimodity price chianges) or other influences (e.q.,
/nflation)




PricesAnalysis- rJJ\f Performed

i

s Aggly fetielnl Velfels e
dRlIENS| per poundi peisguare foot, per hour, etc. to
COIMIENENIIICES and highlight s ant inconsistencies that
el a.cld]t]omal PHCING| INQUIF
O ComperErconpetiveprice lists, commodity
SXCIiaNOES, puidlishedicatalog or market prices of
commodiuestand' products, telephone or fax inquiries,
compet '\e PIdo ng price indices, industry
magazines, Int t research, similar indices and
discount or reb arrangements

Compare proposed prices with your independent
(i.e., In-house) cost estimates

B



puyer a good feel for the
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ICEVAREIYSISE Exercise

N GUIRUSIRONCEpErtMEnt Submits a
PUKCHESENEGUISItION to Buy a Toro
GlioupEsmaster®r4500-D/4700-D

-~ Vowersion 515,448, Describe how you
- would perform a price analysis.



OSLIGRVErS
orice JfJ(JllfJ’:‘S‘ |

~any cost that can be identified
J I ith a finall cost of jective, such as a

INOIECIICESES — any:cost that cannot be directly

jdentriiedmwith ai single, final cost objective, but is

dentified with two or more final cost objectives or
\ aninte r jediate cost objective

Profit- the o@' amount over and above allowable
costs pald to the supplier to motivate supplier
performance




Piect Costs

BelpiE=AllNEpoat IS, physically traceable to
UTESITISHED g0 OIFSEN ce in an
sconemicallyAieasinle manner. Includes:

~rt

1

s/ (Usually 30-33%)

aterials that may be traced
ood or service.

Subcontr hich are directly billable to

the project.
Travel which is directly billable to the project.



InairectCosts

[iat poertion of a firm’s not
customer projects such as:
SACCOURUIRES grdver ng, depreciation, indirect
al9EIMEccounting) clerical, custodial, customer
SEIVICES; IManage nen;, purchasing, sales and
vv:nrer PUSING), Insurance, interest, legal fees, rent,
- eocu- pfffice supplies, taxes, telephone, travel,
utilities and o@r non-project-specific expenses.

Identified with multiple contracts



Inadirect Costs

hESE Indirect costs include what is
Ssometimes r@r@rr@'ﬁro as the overhead

Rate indicates how a supplier’s
stS compare to others in the

Industry. '

Does not include direct labor, direct
materials, subcontractors and travel which
are directly billable to the project.




P Lo)fIE

OUla refiect:
pihe werk to be performed
y. the company through the

| |

SUppPlErsi investment
anor, oversignt, etc.

Subcontracting

Quality of the supplier’'s performance

Industry profit rates




Profit

Profit

Profit
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didndicators

lietal Indirect Costs divided by
0,000/$50,000=2.2)

nead Multiplier = Total Indirect
osts divided by Direct Costs

N Ovi e head Rate ofi 2.2 (or an Overhead
, then its Break-Even Overhead
Z ($110 000+%$50,000/$50,000=3.2)

What doees that 3.2 mean? if a firm has $2.20 in overhead
and G&A expenses for $1.00 in direct labor and material
costs ($1.00+%$2.20), for a total of $3.20, then they need a
3.2 multiplier on every dollar of direct labor and material
costs in order to cover all their expenses and break even

Anything over a 3.2 multiplier will result in a profit and
anything under 3.2 will result in a loss
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Yelhead Tndicators

N Industry, but typical
gf Slare 'oe"rvveen .35 and 2.90

rlm be ne cegotiatec
er Ove head Rate indicates

110,000/$50,000 = 2.2

$200,000/$50, OO 4.0 (higher overhead expenses, same
direct labor. rat purchasing could negotiate the Overhead
Rate down if the rest of the Industry was in a lower range)
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HOVWESTHPRIIEISTRrICE Services

iRarstpPlIEasiafOveEriead Percentage of 220%
WhichamEeansithat ferreverny $1.00 of direct labor
IIIECRONIE orgenization, the supplier must collect an
AUEIteNaIRSZEZ07($1.00 X 220%) from you just to
COVER IESRCOSINOIT COING| BDUSINESS
IUSTINEN 019 regiired a direct labor wage of $8.50
per man=hpurs overhead' of $18.70 ($8.50 x 220%)
“must be added, thus totaling a labor cost of $27.20
~ per man-nour
($8.50 x 2.2) + $§.50 = $27.20
Profit on services'must be then added to the labor
cost. A 15% gross margin would be figured as
follows:

$27.20/1-.15= $32.00 per man-hour
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HOVVESUPPIEISTPIIce Products
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_ nd direct labor costs must
price calculations
for ene widget I1s 10 minutes and
$0.84 In materials:
nutes = $0.75/minute
minute x 10 minutes/widget =

57.50 direct labor cost per widget

$0.84 wectﬂaterial costs per widget

$8.34 cost to produce one widget
For a 15% gross margin on selling price:
$8.34/1-.15 = $9.82 selling price per widget
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) ASK roa.,l cost breakdown
NCOST preakdown In the

'cor’r'n validity and accuracy

I supplier Isi unwilling or unable to
share this ingrmation, costs must be
estimated




<o owns from

IGMIELErmIne  diiect material Costs ask
SUjeplIEIseNeIeVIde a partsilist that specifies
[NE COSIHON Jg;,n material component that
OESHILE thEe, product or service

J0
o determine direct labor costs, ask supplier

* to provide the staff working on the project,
the number of hours, and their labor cost per
hour

Work with your using department to determine Iif
number of hours Is reasonable




<o owns from

epUEtErmine sulbcontractor costs, ask
SUPRIEIRLONIIGVICE a COL fproposal from
SUDCONIIELC] or: (@) Sulestantiate pricing
- To determine rrﬂ'el gosts, find out number of
rips; PEGPIE andﬂys
Ok r-—ég:nr" alr fare and apply per diem rates
To determine 5verhead Rates, research

Internet, other suppliers, professional
organizations, peers in industry, etc.

\




rJJ /SIS
and pricing information
avaluate:
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IihENEasenalbIENESS Off the proposed costs, including
lGYWEICESHION CONbINgEncies. To be considered
[ECSONEIIEY oroposééﬁyc S must meet three critical
Lests. Jine c os"r; MUSE19€

L ANowapIer = CoST Principles that the entity uses may state
WhEthEiRerty/perol cost IS allowable or not

Allocapler = Costs are logically related to, or required in the
PEormance of the contract

Many’ costs may: e allowable but not related to the work required
under the contr
Reasonaple - What a prudent business would pay in a
competitive marketplace

A cost can be allowable and allocable, and still not be what a prudent
businessperson would pay




alysis

"'he cESt and prlcmg iInformation

,anad evaluate:
I
1

S|Ly/er priepesed ¢ Ist items

[CAINPESORNEIN(Era:, engineer, architect, information
Y/ STEMISTSY elu 21c.) should %ew the proposed direct
J determine their necessity to perform the
casenableness (e.g., in comparison to market

cosz Miey/A9e allowalle under the cost principles and even

allec lf Lo the type of work to be performed, but still not
e necessany. for the specific contract

Appllcatlo of aqﬂﬁed or pre-negotiated indirect cost

(e.qg., overhead) rates, labor and fringe benefit rates,

or other factors



CJS HH /SIS
ECY/ Ol @5t and prlcmg iInformation
; rnmrl eVvaluate:

PRIIEFS cUrrent practices on

 the JllooJJer have a track record of
el nliple) © CStS (com pleting contracts at or

“under cost™)? Doe s pplier overrun costs?
o Thepre ‘ect]or of the supplier’s cost trends

IS there ar Ication that supplier’'s costs are
likely to Increase or decrease over the life of the
contract?



Cost Analysis

COMPENENCOSISIOPOSEM DY the supplier with:

ACTlEIfcestsSIpreviously: incurred by the same
SUREINION LHE se,be or similar work

RSRaNEPEUtive type of work or service, how
MUGCIRgAsHt costinithe past? Apply any
apprepiatennflation factors for past work

Actiiall costs of previous the same or similar
work performed by other suppliers

Previous cost estimates from the supplier or
other suppliers for the same or similar items



eosti Analysis

SHIEPOESE By the supplier with:

by the supplier with

ﬂutatlon
gl tec cal approach

: Jjork required?
n" _cyz estimate
IN-heuse stafif or

@ 1K your organlzatlon by an independent
tect, engineer, appraiser, etc.

Verlfy that the supplier's cost submissions
comply with the appropriate set of your
organization’s cost principles, If applicable
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eSSt Analysis: Exercise

r\ sESUIENEPIBPESES a labor cost of

A GREIRIEUI rﬁx C roject. You
mow iidifuie going rate for that type
of actiial lalhor cost is $40 per hour.
You alserknow! that the industry
~ average Overhead Rate is 2.0 and Profit
Margin is 10%.

What leverage would you use and what

labor cost per hour would you try to
negotiate?




WAEIVSISTTEXErcise Solution

IREIECEXPERSES) FaDIrect Expenses + Profit = Price
AcLiiZINDIECE Laweitx Overnead Rate + Actual Direct
EzloJof = Profft ozsnFF harged Labor Cost

X = OVEEa N Rate

~ ($40x #540)14010 = $176

\/, — D

a5

‘ Indu aVerage = 2

Negotiate a loewer Overhead Rate using the Industry
average of 2

(40 (2) + 40) 1.10 = $132
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