General Instruction page 5

INSTRUCTIONS FOR DEVELOPING YOUR

PRICING PROPOSAL FOR

CONTRACT DEFINITIZATION

Introduction:  

This paper provides instructions to help you prepare for negotiations with a Federal Contracting Officer to definitize the letter contract(s) under which you are currently providing Screening Services.  You are currently operating under a letter contract, which by definition is a temporary instrument for use under conditions of urgency.  The process of completing negotiations and turning a letter contract into a contract is called definitization.  As the first step in definitizing a letter contract, the contractor submits a cost proposal to the government Contracting Officer.

What is a cost proposal?  (FAA Acquisition Management System – Toolbox T.3.3.2 found on the Internet at www.fast.faa.gov-look under Procurement Toolbox at Procurement Guidance).  The FAA definition is:
1. A cost proposal is the contractors proposed composition of Total Cost. 

a. The total cost of a contract is the sum of the direct and indirect costs allocable to the contract, incurred or to be incurred, less any allocable credits, plus any allocable cost of money pursuant to A.1.e. (7). In ascertaining what constitutes a cost, any generally accepted method of determining or estimating costs that is equitable and is consistently applied may be used, including standard costs properly adjusted for applicable variances. 

b. While the total cost of a contract includes all costs properly allocable to the contract, the allowable costs to the Government are limited to those allocable costs, which are allowable pursuant to this section 3.3.2.

The Federal Contracting Officer is required to obtain enough information from you to support an independent determination that the price you have quoted for screening services is fair and reasonable, that it is realistic given the services you are performing and the local economy in which you are performing them.

Just as in commercial procurements, Government contracting regulations prefer that price be established by obtaining adequate competition among equally qualified contractors.  Due to the exigencies of the post-September 11, 2001 environment and the deadlines imposed by the Transportation Security Act, the Government has awarded you a contract using restricted source non-competitive procedures- that is, a contract without competition.  For this reason, the Contracting Officer must establish price reasonableness by means other than market competition.

You will be asked to submit to the Contracting Officer a complete cost proposal for the entire expected performance period of your contract.  This proposal will contain a breakdown on each of the airport location(s), by month, at which you provide screening services under the TSA Contract.  This breakdown is necessary because there is no schedule from the Aviation and Transportation Safety Administration (TSA) as to when each airport will be federalized (when screeners become Federal employees and the TSA takes over the screening responsibilities at that location.  All are to be federalized no later than November 19, 2002 by law.)  When Federalization is completed at an airport the Contracting Officer will issue a No-Cost-Settlement Agreement for your signature thereby effectively absolving you of further responsibility and liability for screening services at that location.  You will provide your cost proposal by site by month, the reduction of cost associated with the Federalization of each site so that upon completion of negotiations you and the government will have agreed in advance as to the cost for that specific site.  

When building your cost proposal you will need to develop certain supporting cost or pricing data derived from the records of your business operations.  If you currently don’t have your operation computerized, you will probably want to do so now, as it may save you many times over the cost of the computer and operator in hours in preparation time.  If you computerize, you will have access to computerized spreadsheets provided by the FAA that will make this process somewhat easier.  You can acquire your computer factory-loaded with a copy of Microsoft Excel 2000; this will make your computer compatible with the documents the FAA can provide.  You may want to obtain the services of someone who has experience with Excel spreadsheets and has a background in business applications software and the Federal Cost Accounting Standards to assist you in preparation of your cost proposal.  

The Contracting Officer will need to see the basis for the information you provide, and data derived from the records of your business operations.  The Government’s right to such data is established in the clauses of the Letter Contract you signed under Enclosure 3, Clause 3.2.2.3-8, titled “Audit and Records.”  After review and evaluation of the cost or pricing data, and perhaps following second or subsequent requests for additional data or clarification of data submitted, the Contracting Officer will arrange a mutually agreeable time to begin negotiations.  Negotiations, which may continue over a period of several days or even weeks, may progress by one or more of the following means: telephone conversations; correspondence; or travel to your location for face-to-face discussions with the contracting officer. 

The cost proposal you submit will start the negotiation process.  Again, you will be asked to submit a contract pricing proposal for the entire maximum performance period of the contract, from February 17, 2002 through November 19, 2002, along with information described below that supports or corroborates the principal elements of your proposed cost. 

First a couple of notes:  

1.
There is a clear distinction between submitting the requested cost or pricing data and merely making available books, records, and other documents without identification.  The requirement for submission of cost or pricing data is met when all accurate cost or pricing data reasonably available to you have been submitted to the Contracting Officer.  As later information comes into your possession, it should be submitted promptly to the Contracting Officer in a manner that clearly details how the information relates to your price proposal.  The requirement for submission of cost or pricing data continues up to the time of agreement on price.

2.
By submitting your proposal, you have granted the Contracting Officer or an authorized representative the right to examine your business records that formed the basis for the pricing proposal.  That examination can take place at any time before or after award; in fact it will probably be both, as the TSA Screening Contracts have generated considerable interest from Congress and other interested parties.  Government personnel may wish to examine your books, records, documents, and other types of factual information, (regardless of form or whether the information is specifically referenced or included in the proposal as the basis for pricing) required to permit the Government to make an adequate evaluation of the proposed price.  RETAIN COPIES OF ALL RECORDS PERTAINING TO PERFORMANCE ON THIS CONTRACT!!!  Your ability to recoup cost and payments depends upon your records.  Also as a general statement, just like the Internal Revenue Service, in Government Contracts some costs are allowable and other costs are not.  For additional information on cost principles and procedures, go to the Internet under the www.fast.faa.gov, (to Procurement Toolbox, then to Procurement Guidance, tab down to Section 3.3.2, the cost and pricing information contained in 3.2.2, “Contract Cost Principles and Procedures.”)  This is where the requirements for proposal pricing are addressed.  

3.
Composition of the Total Contract Cost-Three factors that must be considered:  Allowability, Reasonableness, and Allocability.   (See AMS Toolbox T3.3.2)

The total cost of a contract is the sum of the direct and indirect costs allocable to the contract, incurred or to be incurred, less any allocable credits, plus any allocable cost of money.  The factors to be considered in determining whether a cost is allowable include the following:  



(1) Reasonableness of the cost 



(2) Allocability of the cost to the contract



(3) General accepted accounting principles and practices appropriate to the 



     particular circumstances 



(4) Terms of the contract  



(5) Any to limitations previously agreed to by the parties 



(6) Determination that it is not a cost expressly set forth in law or regulation as unallowable. 

Business units that are not otherwise subject to the Cost Accounting Standards under a CAS Clause are subject to the selected standards only for the purpose of determining allowability of costs on Government Contracts.  A contractor is responsible for accounting for costs appropriately and for maintaining records, including supporting documentation, adequate to demonstrate that costs claimed have been incurred, are allocable to the specific contract, and comply with applicable cost principles in the Cost Accounting Standards.  

A cost is reasonable if, in its nature and amount, it does not exceed that cost which would be incurred by a prudent person in the conduct of competitive business.  Reasonableness of specific cost must be examined with particular care in connection with firms or their separate divisions that may not be subject to effective competitive restraints.  If an initial review of the facts results in a challenge of a specific cost by the Contracting Officer or the contracting officer’s representative, the burden of proof shall be upon the contractor to establish that such cost is reasonable.  As a rule, a cost is reasonable if the cost is generally recognized as ordinary and necessary for the conduct of the contractor’s business or the contract performance, or generally accepted sound business practices, arm’s length bargaining, and Federal and State laws and regulations, and the cost does not represent a significant deviation from the contractor’s established practices.  

A cost is allocable if it is assignable or chargeable to one or more cost objectives on the basis of relative benefits received or other equitable relationship.  Subject to the foregoing, a cost is allocable to a Government contract if: 



(1) It is incurred specifically for that contract, 



(2) It benefits both the contract and other work, and can be distributed to them in 


reasonable proportions to the benefits received or


(3) It is necessary to the overall operation of the business, although a direct 


relationship to any particular cost objective cannot be shown.  

4.
Collective Bargaining Agreements (CBA) Union agreements.  If you have a CBA with any of your employees at any or all sites, you must provide a copy of that agreement with your proposal.  

5.  TAXES  (See www.fast.faa.gov-Procurement Toolbox-Procurement Guidance T3.3.2 paragraph 38.)
The U.S. Government is exempt from paying most forms of tax.  The following types of costs are not allowable: 


Federal income and excess profits taxes. 


Taxes in connection with financing, refinancing, refunding operations, or reorganizations. 


Taxes from which exemptions are available to the contractor directly, or available to the 
contractor based on an exemption afforded the Government, except when the contracting 
officer determines that the administrative burden incident to obtaining the exemption 
outweighs the corresponding benefits accruing to the Government.  When partial 
exemption from a tax is attributable to Government contract activity, taxes charged to 
such work in excess of that amount resulting from application of the preferential treatment 
are unallowable.  These provisions intend that tax preference attributable to Government 
contract activity be realized by the Government. The term "exemption" means freedom 
from taxation in whole or in part and includes a tax abatement or reduction 

The contractor is to take all action directed by the contracting officer arising out of subparagraph (2)(i) of T3.3.2 (38) or an independent decision of the Government as to the existence of a claim of illegality or erroneous assessment, to-- 


Determine the legality of the assessment or 


Secure a refund of such taxes.

What this means is that the contractor is required to contact the appropriate state and/or local taxing authority, requesting in writing the exemptions stated above.  Some contractors have already done this and have found they are exempt from paying those state and local taxes.  State and Local taxes will be determined unallowable unless you provide written record of your request to the appropriate taxing authorities and the taxing authorities denial of exemption.  In all cases where taxes have been paid and are later found to be exempt, the contractor is required to request the refund.  The contracting officer will determine an offset.

6.
U.S. Department of Labor (DOL), Wage Determinations: To find the U.S. DOL Wage Determination that is applicable to each specific site you are providing Screening service go to 

“www.servicecontract.fedworld.gov” from here click on “Subscribers Enter Here”; the next page will have a line about ¼ or the way down the page on the left side “Browse List of Modified or Added SCA Wage Determinations.”  Click on the highlighted “Modified or Added” section of the sentence.  The next page is an alphabetical listing by city, area, of actual Wage Determinations, you can download, a copy of the Wage determination that is applicable to your site(s) to be used in preparation of your cost proposal.

ADDITIONAL INFORMATION

As part your proposal you will be required to submit cost or pricing data that is verifiable and factual.

You must clearly identify on your proposal cover sheet that cost or pricing data are included as part of the proposal.  In addition, you must submit with your proposal any information reasonably required to explain your estimating process, including --


(1) The judgmental factors applied and the mathematical or other methods used in the estimate, including those used in projecting from known data; and


(2) The nature and amount of any contingencies included in the proposed price.

You must show the relationship between contract line item prices and the total contract price.  You must attach cost-element breakdowns for each proposed line item, using the appropriate format prescribed in the “Formats for Submission of Line Item Summaries” section below.  You must furnish supporting breakdowns for each cost element, consistent with your cost accounting system.  In this case you will be required to build up your cost by airport, and relate it to your monthly billing period for each airport.  You are required to develop your cost proposal based on each site and cost per 30-day period or your billing cycle.  If you service only a single site your supporting monthly data will roll up into a single “top-page.”  This “top page” will be page 2 of the contract, Schedule B, “B.1.1  SCHEDULE OF CONTRACT LINE ITEMs SUMMARY:  TOTAL ROLL-UP OF ALL SITES.  If you have multiple sites, you will develop a top page for each site, and roll up top-page(s) for all sites into a “Total Summary Page” containing information that includes all sites at which you provide screening services.

If you incurred costs for work performed before submission of this proposal, such costs will be referred to as Actuals in your cost/price proposal.  The estimates you will incorporate in this proposal, such as for services from the date of this proposal through the end of the contract, must be estimated by reference to actual costs you have incurred to date, and not to any prior estimates.  

The starting point in developing your cost proposal is the direct labor for the screening service you are providing.  A sample Excel spreadsheet is provided that will help you determine what costs need to be included in the composite/loaded direct labor-billing rate.  

Direct Labor.  (See Attachment B, B1, B2, B3, B4, B5, E-1 and E-2)  Provide a time-phased (e.g., monthly) breakdown of labor hours, labor rates paid to employees per labor category, and cost by appropriate category, and furnish bases for your estimates.  Direct labor should be taken from payroll records.  The direct labor rate is the wage rate paid your employees.  Your payroll records, which may be audited as part of the contract definitization process, must show the detail down to the individual employee and contain the job category, rate of pay and record of hours worked.  These direct labor cost are used as the basis to compute the various overhead rates that will be included later.  As stated in your letter contract, YOU WILL BILL AND BE REIMBURSED BASED ONLY ON HOURS WORKED.  

The composite/loaded billing rate includes wage rate paid, + non-productive hours such as paid vacation, paid sick leave, or paid holiday hours + any Pay in Lieu of Benefits (PILB) + FICA (Federal Insurance Contributions Act) + FUTA (Federal Unemployment Tax Act) + Workers Compensation + General and Administrative expense (G & A) + profit.)  See Attachment A, and Schedule A1. 

NOTE- [Non-Productive hours are cost address by the Service Contract Act (SCA), and the U.S. Department of Labor (DOL), Wage Determinations.  For this example a productive work-year has been identified as 1,872 hours, with 208 hours of paid vacation and holidays as non-productive hours for a total of 2080 hours (52 week X 40 hours per week = 2080 hours per year.  The vacation and holidays is from the DOL wage determinations list of fringe benefits.]  See Attachment E1 and E2 for further information on Non-productive hours.
If you propose anything different you must provide complete documentation supporting your proposed additional non-productive hours (such as payroll records showing days of vacation provided each employee.)  Failure to provide such backup data will cause the proposed additional hours to be determined unallowable as being unsupported.  

Indirect Costs.  Indicate how you have computed and applied your indirect costs, including cost breakdowns.  Show trends and budgetary data to provide a basis for evaluating the reasonableness of proposed rates.  Indicate the rates used and provide an appropriate explanation.

Other Costs.  List all other costs not otherwise included in the categories described above (e.g., computer and consultant services, preservation, packaging and packing, and Federal excise tax on finished articles) and provide bases for pricing.

Rest/Breaks and Meal periods:  Rest periods of short duration, usually 20 minutes or less, are common in industry and promote the efficiency of the employee and are customarily paid for as working time, (productive time.)  These short periods must be counted as hours worked.  Unauthorized extensions of authorized work breaks need not be counted as hours worked when the employer has expressly and unambiguously communicated to the employee that the authorized break may only last for a specific length of time, that any extension of the break is contrary to the employer’s rules, and any extension of the break will be punished.  Bona fide meal periods (typically 30 minutes or more) shall not be compensated as work time.  The employee must be completely relieved from duty for the purpose of eating regular meals.  The employee is not relieved if he/she is required to perform any duties, whether active or inactive, while eating.  As such, lunch periods are not compensated; they are not included as neither productive nor non-productive time.  Lunch is considered to be time “off-the-clock.”

Formats for Submission of Line Item Summaries

	
Contract Line Item Number
(Make the name of the functions match your TO’s-These are for illustration and can be changed)
(1)
	Proposed contract
estimate – total cost
per site
(2)
	Number of site(s) services are provided

(3)
	
Reference

(4)

	
	
	
	

	0001A-Pre-Boarding Screener (PBS)
	
	
	

	0001B-Checkpoint Security Supervisor
	
	
	

	0001C-Explosives Detection System Operator
	
	
	

	0001D-Guard
	
	
	

	0001E-Site Supervisor/Manager
	
	
	

	
	
	
	

	0002A-Pre-Boarding Screener (PBS)
	
	
	

	0002B-Checkpoint Security Supervisor
	
	
	

	0002C-Explosives Detection System Operator
	
	
	

	0002D-Guard
	
	
	

	0002E-Site Supervisor/Manager
	
	
	

	
	
	
	

	0003A-Pre-Boarding Screener (PBS)
	
	
	

	0003B-Checkpoint Security Supervisor
	
	
	

	0003C-Explosives Detection System Operator
	
	
	

	0003D-Guard
	
	
	

	0003E-Site Supervisor/Manager
	
	
	

	
	
	
	

	0004-Required Records and Reports
	Not-separately priced
	
	

	0005-Training Plan


	not-separately priced
	
	

	0006-Other Direct Cost (ODC)
	
	
	

	0007-Travel
	
	
	


NOTE--

(1)  Enter appropriate cost elements.

(2)  Enter those necessary and reasonable costs that, in your judgment, will be incurred in    

      efficient contract performance.  When any of the costs in this column have already been 

      incurred (e.g., under a letter contract), describe them on an attached supporting page.  When 

      pre-production or startup costs are significant, or when specifically requested to do so by the 

      Contracting Officer, provide a full identification and explanation of them.

(3) Optional, unless required by the Contracting Officer.

(4) Identify the attachment in which the information supporting the specific cost element may be  

     found.  (Attach separate pages as necessary.)

Examples of Data That The Contracting Officer May Request

a.  The basis of the proposed labor rates and classifications including any proposed escalation factors.

(1) The Contracting Officer will want to understand how proposed labor rates were estimated and will want to audit any data that support these estimates.

(2) The Contracting Officer will want to understand and evaluate the basis of labor categories (labor grades) proposed and the hours assigned to each labor category.

b.  The basis of the proposed labor hours, including staff-loading charts and comparisons to past performance history for similar services.  These historical records on similar contracts must demonstrate how the hours proposed for this effort are similar to those you have worked in the past.  Address any differences between past contracts and the current that are causing additional hours to be estimated.  You must be able to justify the differences.

c.  The basis of proposed subcontracts and material costs.  This support should include a detailed bill of materials (a listing of all materials proposed on a contract with per unit and extended prices), current material purchase pricing records (such as vendor quotations, catalogs and purchase orders), and competitive bids for major subcontract purchases.  The contractor is also required to provide cost analyses for all major noncompetitive subcontract and material purchases, to show how you determined that the price you paid is fair and reasonable.

d.  The basis of the proposed indirect expense rates including overhead, general and administrative, material handling, and fringe benefits.  Required support for all companies is a current year operating budget and a forecast covering the periods and departments/segments of anticipated contract performance.  The budget should detail indirect expenses and show the relationship of direct labor (or other indirect expense allocation bases) to sales projections.  Support also includes comparisons of this years’ projected overhead expenses by account to prior 3-years’ incurred actual amounts.  You must fully explain increases that are greater than the normal seen over the last three years.

e.  Financial statements showing the stability of the company.  If actual data are not yet available, projected financial statements should be prepared as part of the company budget.

f.  The contractor is responsible for justifying and fully supporting all items in the proposal so that the audit will not be prolonged or negotiations delayed.  All significant problems related to factual aspects of the proposal will be fully discussed with the company’s representative.  The Contracting Officer will note any unsupported costs and explain what is needed from you to support the costs.  Unsupported costs are those items for which the contractor does not furnish sufficient documentation to enable the auditor to reach a definitive conclusion.  The contracting officer generally will request the contractor to develop appropriate support for any estimates upon which the Contracting Officer cannot develop an adequate audit opinion.

In determining whether the price is reasonable, the contracting officer may request the following kinds of information:


•  Source documents supporting sales history, quantities, and prices;
 
•  Documents identifying special terms and conditions;
  
•  Documents identifying customarily offered discounts for an item;

•  Sources of financial data such as surveys, financial studies, etc.;

•  Catalogs and price lists.


•  Invoices for materials used for performance under this requirement

Sample Proposal – The Big Company (TBC)

(a)  Background information similar to the following should be provided:

(1) TBC was incorporated in the State of Maryland in 1985.  TBC is a concern specializing in airport screening services.  TBC is a services company, and has no manufacturing capability.  TBC has borrowed funds from a local lending institution in a revolving line of credit to cover payrolls, etc.  TBC provides services primarily to airlines and airport authorities on a firm-fixed price (FFP) basis.

(2) This procurement, solicited by the TSA as DTFA01-02-C-0XXX, calls for the contractor to provide concourse and gate screening services at XYZ airport.  TBC has previously provided similar services under a contract with American Airlines.  The contract you have been awarded is a Labor-Hour- Contact with cost-reimbursable provisions.  


(3) The period of performance is February 17, 2002 to November 19, 2002.


This is your summary document-where all cost on supporting document roll-up.  Your schedules must support the cost shown here.  

See Attachment titled SUMMARY PAGE

In the process of negotiating the contract terms and price, the Contracting Officer will meet with the contractor.  Depending upon the significance and complexity of the procurement, this “meeting” may be face-to-face, by telephone, by e-mail or mail.  

SEE ATTACHED SAMPLE SPREADSHEETS and INSTRUCTIONS 

