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Foreword

The Independent Government Cost Estimate (IGCE) is the Government's estimate of the resources and projected cost of the resources a contractor will incur in the performance of a contract.  These costs include direct costs; such as labor, supplies, equipment, or transportation and indirect costs; such as labor overhead, material overhead, as well as general and administrative (G&A) expenses, profit or fee.

The data contained herein is not intended to cover every possible acquisition, but rather explains elements of cost within the general context of their use.  There are dozens of cost elements included in large, complicated acquisitions costing millions of dollars and few in acquisitions for a single item of relatively low dollar value.  Many cost elements are distorted by circumstance and application in different situations.  While the following explanations and description of cost elements are sound, the IGCE should include only those applicable to and developed from the statement of work or description of the product, the services, or the construction project to be acquired.  

An IGCE is required for every procurement action in excess of the simplified acquisition threshold (currently $100,000 for non-commercial items, and up to $5M for commercial items).  A commercial item may be  briefly defined as an item or service sold to the general public that has no major modification to meet the Governments specific requirements.  

The IGCE is developed by the requiring activity and used to establish a realistic price/cost for budget purposes.  In addition, the Contracting Officer uses the IGCE for technical and management information.  The IGCE is the baseline for evaluation of a realistic contract price/cost.  Format and contents of the IGCE will vary in accordance with the complexity and value of the requirement.  

Acquisition statutes require analysis of price/cost to determine either a reasonable price in the event of a fixed priced contract or a realistic cost will result from award of all contract requirements.  The results of any contract action in terms of quality and reasonableness of price/cost relies heavily on the accuracy and reliability of the IGCE.  Any significant variation between the contractor's proposal and the IGCE requires analysis.  Where variations exist, the Government can identify and correct inaccuracies in the IGCE or use the IGCE to negotiate a more realistic vendor price.

The following guidelines may be used for all IGCEs.  A simplified (straight-line) sample IGCE has been provided in Appendix A for less complicated requirements.  Appendix B provides a format for requirements that require a more complete breakdown of cost elements.  Activities with requirements to be awarded to foreign firms should refer to host nation labor laws and the appropriate supporting ACA contracting office for labor rates and any special considerations to supplement this guide.

The IGCE is a procurement sensitive document and should be handled accordingly.  Access to the IGCE shall be on a need to know basis.

Independent Government Cost Estimate Guide

I.  Background:

A.  The first step in developing the IGCE is establishing a mind set as if the developers would be working in a commercial environment.  Standards, practices, and procedures that are normally used by industry should be used as the basis for developing the IGCE.

B.  All requirements submitted to your supporting contracting office require a price estimate.  A simple estimate of current market prices or historical prices may be adequate on requirements up to the simplified acquisition threshold ($100,000 or $5M for commercial items).  Over that level, a more complete price or cost estimate is required.  An explanation of the differences between a price and a cost estimate follows:  

II.  The Price Estimate - is generally used for supplies, equipment, and simple services that are routinely available on the open market at competitive prices.  The price estimate is required on all contract requirements over the simplified acquisition threshold and must be "independently" developed based on a comparison and analysis of factors such as published catalogs prices, historical prices paid, market survey information, vendor price quotes, etc.  The price estimate is not broken down into the various cost elements and depends more upon bottom line prices paid or available in the market place. This estimate is a more in-depth estimate than provided under the simplified acquisition threshold as it is based on an analysis of numerous pricing factors.  Typically, the Contracting Officer or specialist can help you research for "pricing" information.  Price estimates are required for “Commercial” items as addressed later in this guide.  When developing the price estimate, focus should be placed on:


- Prices and quotes, such as published or current catalog prices;


- Previous prices and quantity purchased;


- Quantity of items to be purchased; and


- Market Surveys and other miscellaneous source of pricing data.

III.  The Cost Estimate is a more detailed estimate than the price estimate and requires a breakdown of costs anticipated in performance of the contract.   A detailed estimate is required for services, construction, and non-commercial supplies estimated to exceed the simplified purchase threshold.  Costs are generally divided into the primary cost elements of labor, payroll additives (burden or fringe), other direct costs, indirect costs (overhead), general and administrative costs (G&A), and profit/fee.  

Provided below is a short discussion of the breakdown for cost elements in each area to be addressed in your IGCE.

A.  Labor Costs:

1.  Labor costs are often the most significant part of the IGCE in terms of dollars for either "service" or "construction" contracts.  Direct labor is the labor directly applied to the performance of the contract requirements.  Indirect labor includes costs of personnel in a support capacity that support the direct performance of the service contracted (e.g. supervisory, inspection, maintenance, custodial, clerical, etc).  Most direct labor and much of the indirect labor effort is covered by the Department of Labor wage determinations provided 

under the provisions of the Service Contract Act (SCA) for services or the Davis Bacon Act (DBA) for construction and considered non-exempt.  All non-exempt wages MUST be paid at a rate no less than that identified on the applicable wage determination.  Exempt personnel are not covered by the wage determinations but will receive comparable benefits and wages to like employees in both industry and the Government.  See the following for more details.

2.  A non-exempt employee must be paid no less than the rate of pay listed in the wage determination.  A review of the most recent wage determination, if available, may assist you in determining applicable skill classes.   New rates are determined every year and must be incorporated upon contract extension or exercise of option.  

3.  Exempt employees, usually management, are essentially "salaried" employees.  They are exempt from coverage under the wage determinations.  Special attention should be given to the skill and number of managers required.  Salaries can be estimated based on comparable positions, performing the same or similar duties covered by government Position Description (PD) for GS or WG employees.  Escalation must be computed for future year efforts for "exempt" labor.

4.  When developing an IGCE it is important to identify the labor categories and the effort required.  For instance, the effort of a carpenter for renovation of one set of kitchen cabinets might be limited to 100 hours labor with proportional benefits, whereas a contract, which envisions a full time carpenter working under the terms of a contract year, would project for a full year cost with all benefits. 

5.  The IGCE must consider realities of the work environment.  As benefits to include leave and holidays are part of the contract, they must be included into the cost of any Government contract.  To develop costs for a typical service contract year, use the average work year of 2080 hours (40 hours/week, 52 wks/yr).   These are available hours - that is what will be estimated and paid to the employee under the contract.  However, recognize your work effort needs to also consider productive hours to determine number of contract employees required.  Productive hours are the number of hours an employee actually performs his/her duties.  When full time employees are anticipated, a good rule of thumb is to use 1880 hours (2080 hrs less 80 hrs holiday, 80 hrs vacation, and 40 hrs sick leave) as productive hours.  When part-time employees are anticipated, productive hours using a basis of 1920 hours (2080 hrs less 80 hrs holiday, 80 hrs vacation, and 0 hrs sick leave) may be used.  Actual available/productive hour patterns may vary by service/industry or contract requirement.

6.  Recommend working closely with the contracting office to obtain the most recent wage rates for your estimate.  Wage determinations for the Davis Bacon Act (DBA) covering the construction and repair/maintenance trades and the Service Contract Act (SCA) skills for service contracts can be accessed at the following web site: http://www.ceals.usace.army.mil/.

B.  Payroll Additives/Labor Burden (Fringe Benefits)
1.  Once the basic skills and hours have been assessed, payroll additives or labor burdens must be calculated.  Typical additives in your IGCE are:

a.  Health & Welfare (H&W) - H&W includes life, accident and health insurance plans, pension plans, civic and personal leave (vacation and holidays), severance pay, savings and thrift plans etc.  The application of this figure is dependent upon the wage determination issued by DOL and can be estimated using the most recent wage determination.  Currently, the 

figure of $2.15 is approved for all wage categories covered by the SCA (services).  Reference individual DBA wage determinations for specific fringe benefits for H&W.  All figures are subject to change, therefore verify benefits prior to development of the IGCE.  The rate should then be multiplied by available hours.  Similar fringe benefits should also be projected for exempt labor hours. 

b.  Federal Insurance Contributions Act (FICA) - FICA tax rate is 7.65% (6.2% for Social Security and 1.45% for Medicare).  This rate has been constant for a number of years and rarely changes.  Multiply 7.65% by total wages up to the FICA maximum rate of $84,900 (for calendar year 2003).

c.  Federal Unemployment Taxes (FUTA) - FUTA is set by the federal government.  FUTA is paid on the first $7,000 of total wages and is multiplied by a factor of 0.8%.  This rate changes periodically therefore, check the IRS web page at http://www.irs.gov/formspubs/ for current rates.  If an employee makes less than $7,000, the factor of 0.8% is only applied to the total wages paid, not the entire $7,000 amount.  Based on current rates, FUTA it will not exceed $56 for any single employee.

d.  State Unemployment Taxes (SUTA) - SUTA is set by individual state governments and is paid on the first $9,000 of total wages.  SUTA varies based on the type of business involved.  Rates may be available from the state Workers' Compensation web site.  However, if individual state SUTA rates are not available, recommend use of an average rate of 3.0%.  This percentage is then multiplied on the first $9,000 in wages per employee.  

e.  Workers' Compensation (WC) - is insurance designed to cover injuries and associated benefits that arise from work related injuries.  The rate for computation of costs varies from state to state and, for the most part, is dependent upon a contractor's years of business in the state and claims-related experience.  Workmen's compensation is applied to total wages and will vary between 2-5% of the total payroll.  Check your state tax code for details.

2.  A straight-line approach using an average overall burden rate of 30-35% can be used to compute fringe benefits.  It may be used in place of the separate computation of benefits as outlined above.  This may not be adequate for some high cost areas of the country or for all DBA categories.  Whichever method is used, document your rationale on the IGCE.  See Appendix A for an example of a straight-line or simplified approach.

C.  Other Direct Costs

1.  The Other Direct Costs category provides an estimate of the types and quantity of material, equipment, bonding, and travel necessary for the contractor to perform the work you expect to accomplish.  These costs can be charged directly against the specific requirement.  Normal office supplies are generally included in overhead or G&A, but any materials used in direct support of the contract, such as vehicles, computers, office furniture, as well as subcontractor costs, travel, lease of equipment, per diem, etc should be included in your other direct costs.  Item descriptions, quantities and related cost estimates can be obtained using catalogs, price quotes, market surveys, historical data, etc.  The emphasis in estimating other direct costs should be on accuracy of type and quantity.  



2.  As an example, if bonds or other securities will be required - the direct costs of these securities must be identified and incorporated into the IGCE.  Although a basic bid bond generally has no direct cost, it is contingent upon payment of a percentage of bid or proposal cost upon award and issue of performance and payment bonds.  Performance and payment bonds will generally cost the vendor anywhere from 1% to 3% of the total bid or proposal price.  This cost will be included in the vendors “price”.  A review of past bonding requirements may provide a reasonable range for your IGCE.  In the absence of other data, recommend a cost of 2% be used for estimating purposes.

D.  Other Indirect (Overhead) Costs
1.  Includes all overhead and other indirect costs that cannot be applied to a specific cost category but is in support of your specific requirement.  Overhead includes expenses such as utilities, rent, janitorial supplies, office supplies, transportation, and depreciation.  

2.  Overhead is expressed as a percentage of the sum of labor costs, labor burden and other direct costs.  Although overhead will vary based on type of contract, ownership of facilities, location of work site, etc - recommend using 15% unless more specific information is available.

E.   General & Administrative (G&A) Costs  
1.  General & Administrative (G&A) costs are any management, financial or other expenses incurred for the overall operation of a business.  These costs are distributed equally across all contracts, government and private sector.  It includes costs such as utilities, compensation packages, employee training, jury duty, business taxes, liability and other business insurances, legal costs, as well as non-contract specific leases, equipment and supplies.

2.  These costs can and do vary significantly.  G&A is expressed as a percentage of the sum of all other expenses (labor, burden, direct costs, and overhead).  Typical G&A rates range between 12-15%.  Use of 12-15 % G&A factor may be used for estimating purposes if no historical rate is available.  

F.  Profit/Fee

1.  Profit or fee is the dollar amount over and above any allowable costs paid to a contractor for performance.  Profit/fee can and does vary.  Recommend a review of local profit/fee percentages for consideration.  In the absence of other data, a reasonable percentage for profit on fixed price contracts can be expected to run approximately 5% for large business and 12% for small business.  In addition, fees on cost contracts generally run 5% for all firm sizes.  This percentage is applied to the bottom line, excluding G&A and any directly reimbursable items, for a total overall cost to the government.  

2.  Fee structure may also be broken down in different types of fee such as award, incentive, or fixed fee.  For purposes of the estimate, however, a straight percentage may be used.  It is noted that other percentages may be more realistic for your requirement and should be based on risk, market factors and the area of the country. 

3.  Review of current or previous contract documents to include the previous IGCE is usually an excellent place to start your research.  These documents may be obtained from your activity files or the supporting contracting office files.  Document your profit/fee projection strategy on the IGCE.

  IV.  Escalation Considerations for the IGCE 


A.  The impact of inflation should be considered when developing your IGCE.  The following information should provide basic information on how to use escalation techniques in your IGCE for base (or first) year as well as option years.

1.  Develop the base year estimated costs as described above, inflating as necessary to provide a realistic price/cost.

2.  To forecast the option year(s) cost, appropriate escalation factors are applied to the previous cost elements to bring it them up to a realistic value.  If the contract performance involves more than one year, different escalation factors may be applied dependent on the labor/material mix as appropriate.  The following methodologies may be used as appropriate.


(a) The Department of Labor Consumer Price Index (CPI) provides data and percentage of change in inflation/escalation factors.  CPI information is available at http://www.bls.gov/cpi/.  Percentage of change for all items from 1995 through 2002 ranged from a low of 1.6% to a high of 3.4 in 2000.  When projecting inflation, a review of major cost factors for the specific requirement should be considered.  Inflation rates for specific commodities may be much higher or much lower than the average and must be factored into the equation dependent on your circumstances.  In addition, geographic locations for work performance should be considered.  However, an average factor between 2% and 4% would generally be considered "reasonable."  As an example, assume that - 



Base Year (2001)

Escalation Factor for 2002
  Projected Escalation Factor for



Labor rate $30.00

is 2.4% (.024)


  2003 is 3.0% (.03)




2001



2002




2003



         $30.00


$30.00 x 1.024 =  $30.72
  $30.72 x 3.0 = $31.64


(b)  Market trends should be considered when projecting option year(s) escalation rates and should be justified in a short narrative. A market survey will provide information on current market prices and potential volatility of prices in the market place.   In addition, when computing a projected escalation rate a review of previous Treasury interest rates will provide an overall view of market prices.

V.
A Commercial Supply "Independent Government Estimate (IGE)" is much less complicated than the IGCE for a service contract and is considered a "Price Estimate".  It is a matter of determining the market value of an item and using that figure as the IGE, documenting your research, then furnishing this information along with your funded requisition to the ACA contracting office.  This IGE can be developed using numerous methods including:


A.  General Services Administration (GSA) schedules.  The schedules are prepriced and awarded to multiple firms for specific products or services.  GSA schedules may be found at http://www.gsaadvantage.gov/.


B.  Published price lists.  This is a listing from an individual company that is published for use by the general public.


C.  Catalog pricing.  This is a pricing arrangement such as a J.C. Penney's catalog.


D.  Market survey.  A market survey is comparison of the prices offered within the local area for an item.  This action is normally developed in conjunction with the Contracting Officer. (See details for Market Survey under a separate subject at this website).


E.  Previous buys.  This is simply a comparison of previous purchases of the same item assuming comparability in quantities, conditions, terms, and performance times.  Adjustments should be considered for inflation, etc., when appropriate.


F.  Disclosure of information.  Do not obtain pricing from vendors.  Caution is advised when contacting vendors, as advance procurement information is perceived as sensitive.  In addition, contact might be considered a commitment by the vendor.  Only a credit card holder acting within his/her their spending limits and a contracting officer or their representatives may commit the government.  Any other person may be held personally liable and disciplinary action can be taken.  Before a vendor is contacted for information concerning a potential purchase, recommend contacting the supporting ACA contracting office.  Contracting personnel are trained in information gathering techniques and can provide valuable insight to ensure no unauthorized information is released and inadvertent commitments are avoided. 

VI.  Summary.  An IGCE is required for every new acquisition that exceeds the simplified acquisition

 threshold. 

A.  Although IGCE documentation is a part of the government procurement cycle, there is no detailed guidance on how to prepare an IGCE in statutes or regulations.  Some practical advice, however, includes the following:  an IGCE should bear a close relationship to the program being managed, it should be independently prepared by a subject matter expert.  Do not base the IGCE on a contractors cost/price estimate.  

B.  When buying a commercial item with stable specifications, the estimator should research past price history and make adjustments for any changes in specifications, quantities or inflation factors.  For items that do not have a detailed pricing history it is necessary to do a detailed analysis of individual cost elements.

C.  With a little diligence, you can provide an accurate estimate of these costs.  By reviewing the statement of work, you can determine the labor categories and effort required plus equipment, materials, and other direct costs plus overhead to perform the operation.  Multiple year requirements require consideration of inflation costs.  Additional costs such as corporate costs (G&A) and profit are then applied to the bottom line. 

D.  A brief narrative of how the costs were developed and what reference material was used should be provided with the completed IGCE along with name, title, and signature of the estimator and an approving official.

Simplified IGCE (Straight-Line Approach)

1.  General.  The material provided in sections III, IV and V provide a broad outline of cost elements commonly found within the framework of service contracts.  The basic data needed to develop the IGCE are an estimate of the number of personnel in each job title/classification, the number of labor hours for each, an estimate of the material and travel costs, overhead, G&A, and profit for the particular acquisition.

2.  Components.  To eliminate the large number of cost element details in a typical acquisition, the estimator may utilize the "straight-line" approach in developing the government estimate.  While these figures are not exact, they do provide a fairly accurate estimate that can be used for comparison purposes.  Those requirements that provide for priced option years should have inflation factors included for labor and any significant materials.

a.  Direct labor.  In general, pricing direct labor at total available man-hours per year (2080) includes costs for vacation, holidays, and sick leave.

b.  Labor burden.  Labor burden includes FICA, FUTA, SUTA, workmen's compensation, and health and welfare.  Labor burden factors are fairly consistent with the acquisition policies and regulations for service contracting; therefore, they may be consolidated to form one line item expressed as a percentage of total cost.  For general estimating purposes, this can be expressed as 35 percent of the direct labor costs.

c.  Other direct costs.  This is a total compilation of the costs you have computed for the type and quantity of material, equipment, and travel necessary for the contractor to perform the work you expect to accomplish.

d.  Overhead.  Overhead is normally expressed as a percentage of direct labor, labor burden, and other direct costs.  For estimating purposes, a figure of 15 percent is appropriate.

e.  Profit.  Again, this is a percentage estimate considering the complexity and subsequent risk the contractor will incur.  Apply against all costs except G&A.  (Profit is generally not approved against G&A.)

f.  G&A.  This is also normally expressed as a percentage.  A figure of 15 percent is an appropriate figure to use in a Government estimate.  While this figure is valid for general estimating purposes, actual G&A that contractors incur can be significantly more.  The contracting officers will closely review the G&A proposed by the contractor before it is accepted.  Page A-2 provides an example of a completed IGCE for a DPW functional requirement.  Back up paperwork depicting labor hours by category, types of materials, etc., must be provided as attachments when furnishing the IGCE to the contracting office.

Note:  The percentages listed above are for general estimating purposes and will not necessarily agree with actual figures submitted by the contractors.  Your contracting officer will determine the validity of contractor figures, when appropriate, before an award is made.

Sample Straight-Line (Simplified) Independent Government Cost Estimate

DPW Services

Total direct labor
$506,515

Labor burden @ 30%
  151,954

Total direct labor and burden
  658,469

Other direct costs
    63,000


Subtotal
$  721,469

Overhead @ 15%

  108,220


Subtotal
$  829,689

Profit @ 15%

    82,969


Subtotal
$  912,658
G&A @ 15% of total direct labor and

burden, other direct costs & overhead only)
   124,453

Total estimated contract price

$1,037,111

Applicable Period:  From:___________To:__________  (Submit IGCE for each option period.)

Prepared by:  John Doe/SFIM-NE-PW

Signature:   ______________________

Date prepared: ___________________

Validated by:  Jane Smith/ SFIM-NE-PW

Signature:  ______________________

Sample Straight -Line (Simplified) Independent Government Cost Estimate

Assumptions when Preparing your IGCE - Provide with the IGCE

See the following page for sample IGCE format.  Use the following assumptions when preparing and provide these assumptions to the contracting office along with your IGCE:

  Preparation Instructions:

Assumptions Used:  Identify any and all assumptions and methodologies used in cost computations.

Basis for Cost Estimates:  Specify the item, the basis for the factor used and the source of the data used in preparing the IGE.



Item



Basis


Sources

1. ____________________________________________________________________________

2.  ____________________________________________________________________________

Other Project Information:  Identify any other information which may be necessary or helpful in the proper evaluation of the cost estimates; i.e., Statements of Objectives (SOO), etc.

Note:  The following format is provided for IGCE's that are more complex and provide a more complete breakout than provided by previous page.

For Official Use Only

Procurement Sensitive -- Source Selection Information

Independent Government Cost Estimate (IGCE)

____________________________________


______________________________________

Preparing Installation





Requiring Department

____________________________________


______________________________________

Description of Items or Services




Quantity or Period of Performance

I.  Labor

  
Direct Labor  (Specify Type)

Description



Category
Hours

Rate Amount


a.  ________________________________________________________________________________


b.  ________________________________________________________________________________


c.  ________________________________________________________________________________

Total Direct Labor










$_______________

Indirect Labor  (Specify Type)


a.  ________________________________________________________________________________


b.  ________________________________________________________________________________

Total Indirect Labor

$______________

II.  Labor Burden (fringe)






Description


Base

Rate

Amount


a.  ________________________________________________________________________________


b.  ________________________________________________________________________________


c.  ________________________________________________________________________________

Total Labor Burden

$_________________

III.  Other Direct Costs - Provide items, rationale, and total.

Description



Qty

U/I
Amount


a.  Purchased parts________________________________________________________________________


b.  Other________________________________________________________________________________


_______________________________________________________________________________________


_______________________________________________________________________________________


_______________________________________________________________________________________

          ________________________________________________________________________________________

Total Other Direct Costs

$_______________

IV. Other Indirect Costs (Overhead)  - Provide Percentage _____% times total of (1)+(2)+(3) above.

Total Overhead (Labor)

$_______________

Add all Costs (Direct & Indirect)




$______________

    V.  General & Administrative (G&A)

$______________

              Add G&A & total costs





$______________

    VI. Profit or Fee (Percentage Factor & Dollars)   _____%
$_______________


TOTAL IGCE  (Add total costs, G&A, & Profit)



$_______________

13.  Applicable Period:  From: ____________________ To:____________________(Submit IGCE for each option period)

14.  Reliability (Discuss basis of data)_________________________________________________________________

_______________________________________________________________________________________________

_______________________________________________________________________________________________
_________________________________________



______________________

Typed Name & Signature (Initiator/Preparer)




Date

_________________________________________



______________________

Reviewing Official







Date

_________________________________________



______________________

Approving Official







Date

For Official Use Only

Procurement Sensitive -- Source Selection Information
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