Principles of Price/Cost Analysis; Why, What & How 
November 2013 – ML Taylor, C.P.M.
mlt@mltweb.com  -   presentation posted online at  www.mltweb.com/handouts/  

This is a general outline that will be adjusted based on the interests of the workshop participants
[bookmark: _GoBack]Agenda
1. Welcome and Introductions
a. Workshop structure, breaks, lunch, questions, handouts, web site
b. Takeaways – how to capture ideas & what to do with them
c. Collaborative process of exploration and sharing
d. Introductions:  company, career , expertise, interests
e. Discussion; Collected Expertise – what can we share today?
2. Path forward – major topics
a. Fair & Reasonable
b. Price Analysis
c. Direct Costs 
d. Learning Curve
e. Indirect Costs
f. Profit & Fee
g. Negotiation Strategies
h. Summary, Questions and Discussion
3. Goals and Objective
a. Understand when and why to use price and/or cost analysis to analyze proposals
b. Learn the basic techniques of price analysis and cost analysis.
c. Understand the difference between direct & indirect costs and how they affect the selling price
d. Understand how cost & price information can be used to negotiate better contracts.
Fair & Reasonable Pricing
4. Determining Fair & Reasonable Proposed pricing
a. Purpose and objectives of analyzing proposals
b. What is a Fair price
c. What is a reasonable price
5. Price Analysis
a. What is it?  
b. When would we use it? 
c. What conclusions can we draw based on a price analysis?


6. Difference between Cost and Price 
a. Price is set by supplier to perform one of many functions
i. Obtain new customers, meet competition, move inventory, make a profit after covering costs
b. Costs are the material, labor and business operation expenses invested by the supplier in producing and selling the product or service 
c. Impact from a buyer’s perspective
i. Price can be negotiated 
ii. Costs must be mitigated
7. Discussion: Why do we care about supplier’s costs?
a. Cost Counts 
http://www.mltweb.com/tools/Costcounts.htm 
b. Direct impact to the selling price
c. Long term impact to supply chain
d. Cost Analysis; What is it & when would we use it?
e. What value does cost analysis have in the procurement process
8. Buyer’s costs
a. How are buyer’s costs different from sellers costs and why do we care?
9. Cost Principle:  manufacturer & seller’s costs and how they affect the selling price.
a. What are direct costs?
b. What are indirect costs?
c. What are cost pools and how do they work?
d. How do fee & profit get included in a selling price?
Direct Costs
10. Cost which can be directly attributed to the end objective 
a. And nothing else? Why do I care?
11. Direct Materials
a. Cost Issue: Materials as a large % of the product cost vs a small % of total
b. Other cost concerns: Material substitution, subcontracted materials, strategic materials, 
12. Direct Labor
a. Cost Issue: Labor intensive product vs very little labor
i. Specialized workers with 20 years experience vs unskilled labor
b. Other cost factors: learning curve, setup time, labor category,  skill mix, union agreements, labor overhead, 
13. Manipulating direct costs 
a. Can the product be more valuable to the buyer than it is to the seller?
b. How can the seller manipulate the direct costs of a product or service?
c. Under what circumstances might the seller sell below his material costs?
d. How can the buyer manipulate the direct costs
Learning Curve Presentation (Separate Outline & PowerPoint)
14. Learning curve principles can apply to a product or service, they can affect the whole process or specific pieces of the process (at different rates) and LC principles can be observed when looking at an organization or company performance.
Indirect costs	
15. Discussion: All Cost Are Not Created Equal 
http://www.mltweb.com/tools/indirect_cost.htm 
a. Discussion: Who charges time directly to project cost and who charges to overhead?
i. Concerns regarding correctly accumulating, reporting and allocating costs
ii. Concern for duplicate and overlapping charges
16. Indirect Cost pools
b. What types of expenses can be included in indirect cost pools?
c. Discussion: Moving costs from direct-charge to a cost pool to change the competitiveness of a quotation.  Example:  Boeing Aircraft with a large expenses material acquisition cost – trying to sell engineering services.
Profit & Fee
Cost-related Concepts
17. Discussion:  Why Cost Analysis (handout)
www.mltweb.com/tools/why_cost.htm 
a. I’m not a government contractor, why would I care about cost analysis?
b. Changes which can increase a supplier’s cost while at the same time decreasing a buyer’s TCA/TCO
c. The hidden dangers of price escalation clauses which don’t correctly identify specific cost elements
18. Variables that can affect bottom-line costs
a. Discussion: 100 or Not? 
www.mltweb.com/tools/100_or_not.htm 
b. Scrap and rework
c. Residual Value  - beneficial reuse
d. Quantity & Trade discounts
e. Consolidated purchasing agreements 
19. Accounting System Issues
a. Accounting System accuracy and why a buyer should care about it.
i. Financial controls audit
ii. SOX  & Management Controls
b. Accounting system consistency, disclosure statements [e.g. automobile dealer invoices]
c. Accounting system risks and tradeoffs 
d. GAAP and CAS
20. Break even Analysis
a. Fixed costs / (selling prince – variable cost)
21. Pricing Models – It’s not always about cost
a. Market Based - Profit as a business strategy 
b. Market Share - Selling at a loss until production volume reduces cost to profitability
c. Competition – the going rate
d. Loss Leader - Selling equipment at a loss to gain support business
22. Grouping Costs: 
e. Ordering a glass of milk as a separate item or getting the milk as extra raw materials.
f. Paint as a left over or paint as a separate purchase
g. Ordering spare parts & operating supplies (gaskets & filters) 
23. The Fed
a. CAS
b. Certified Cost & Pricing Data 
c. TINA
d. Accounting system disclosure statement
e. DCAA – incurred cost audit
f. GAO & IG
g. ASPM
h. Buyer determinations
iii. Allocable, Allowable and Reasonable 
iv. Responsible supplier
v. Financial system adequacy
i. FAR part  30 (CAS)  & 31 (Financing)
24. Vocabulary review
a. Accounting Period
b. Allocable costs
c. Allowable costs
d. Average costs & Standard costs
e. Break Even Point
f. Capital costs
g. Carrying costs
h. Cost Accounting Standards
i. Cost of Money
j. Cost Pools
k. Direct costs
l. Direct costs vs indirect costs
m. Direct labor
n. Fixed costs
o. Fixed costs vs variable costs
p. Fringe benefits
q. Fully Burdened Labor Rate
r. G&A
s. GAAP
t. Hard costs  vs soft costs- 1 per unit produced
u. Incremental costs
v. Indirect costs
w. Indirect labor
x. Inventory carrying costs & value (LIFO/FIFO/Weighted Av)
y. Job costing analysis
z. Learning curve
aa. Life cycle & economic life cycle
ab. Not-to-exceed costs
ac. ODCs 
ad. Overhead
ae. Parametric pricing Using Cost Estimating Relationships (CERs) to price an object.
af. Profit/Fee
ag. Recurring and non recurring
ah. ROM
ai. Standard Costs
aj. Total Cost of Acquisition / Ownership  TCA & TCO
ak. Variable costs

25. References
al. HUD cost/price Q&A www.hud.gov/offices/cpo/grantees/cstprice.cfm 
am. DCAA audit manual  www.dcaa.mil/ 
an. Federal Acquisition Regulation www.arnet.gov/far/index.html 
ao. Parametric Cost Estimating Handbook www1.jsc.nasa.gov/bu2/PCEHHTML/pceh.htm 
ap. Defense Acquisition University     www.dau.mil/ 
aq. Society of Cost Estimating and Analysis   www.sceaonline.org/ 
ar. Microeconomics vs. Macro economics
www.tutor2u.net/economics/presentations.html

Discussion Topics
1. Extrapolation: What are direct and indirect costs?
a. Procuring an object
i. Centrifugal Pump
ii. Valve
iii. Fabricated Steel Box
b. Procuring a service
i. Electrical distributor 
ii. HVAC Cleaning
iii. Construction
c. Solicit a quotation for a custom machine -  Zamboni for roads 
i. What information do we want in the proposal?
ii. What do we want to know about subcontractors?
iii. What administrative controls do we want in the contract?
iv. What invoicing and closeout controls?

2. What does it cost to do business with me?

3. Post award changes and impact on price? 
a. GFE - forging molds

4. Discussion – Buyer provided services (GFE / GFS) What do I have the expertise or capability of furnishing/performing more cost effectively than the seller does?
a. How could a customer get a better price on raw materials than a manufacturer?
i. The green stuff – MolyD grease or food grade grease - which is a special order and way more than the contractor needs for my job.
b. Assist a supplier in obtaining products or services where I have more leverage  
i. Steel for which I have an allocation but the fabricator does not
ii. Special tools which the supplier’s work team can use to do the job in my facility.
c. Self-perform part of the service that I can do less expensively
i. Backhaul from Mill & bulk chemical
ii. NDE inspector which I have on staff 

5. Fact Finding Questions:
a. Do I have to buy materials in standard quantities? So I end up with more material than I need to make the current order. 
b. Scrap value. Does the left-over or waste material have a residual value?  
c. Labor mix – is it more cost effective to have more skilled labor at a higher price?
d. How detailed of an item are you talking about?
e. Is it a critical or non critical cost element?
f. Make or buy item?
g. Commodity pricing and hedging
h. Machining cost vs subcontracting?
i. Example: French shaft forging 
i. Cost of special tooling vs near and long term savings
j. Storage constraints, volume discounts and/or variance?

Optional additional discussions
Negotiation Strategies Related to Cost & Price (Separate Outline & PowerPoint)
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