TRICARE PROCUREMENT SUPPORT OFFICE GUIDANCE ON

INDEPENDENT GOVERNMENT COST ESTIMATES

1.0 
Introduction:  FAR 15, 404-1(a) requires contracting officers to ensure that the final contract price is fair and reasonable for all acquisitions through cost analysis.  This necessitates some type of cost estimate for all acquisitions.  In this guide, Independent Government Cost Estimate (IGCE) refers to all cost estimates, regardless of the acquisition complexity or expected cost.  Within TMA, an IGCE is required as part of the acquisition plan package submitted for procurement.  Properly developed IGCEs provide program and task managers with a tool to defend, make tradeoff decisions, and manage their acquisitions throughout the life cycle of the requirement.

1.1 
Definition: The IGCE is a cost estimate developed by the government technical activity, based on the requirements [Statement of Work (SOW), Performance Work Statement (PWS), Statement of Objectives (SOO), or other specifications], and historical experience, without the influence of potential contractor sources.  The IGCE is a “should cost” assessment, which is used to support the Contracting Officer’s price reasonableness determination. 

1.2
Background:  Cost estimation is a field of expertise with practices ranging from very simple to very complex, depending on the requirement.  Cost estimates for commercial item often come directly from published price lists obtained through market research.  Cost estimation methods in larger acquisitions (systems, facilities, programs) become much more complex.  Cost estimation in these cases requires well-defined requirements, extensive pricing data from similar programs, and expert assistance from experienced cost analysts.  This Guide is not intended to be a tutorial on the "science" of cost estimation nor does it address specific practices or tools. There are many government and private sector publications, models, and tools available to provide this specialized information.

1.3
Purpose:  This guide provides TRICARE Management Activity (TMA) program and task managers with a standard template for Independent Government Cost Estimates (IGCEs) required in the acquisition process.

1.4
 Application: This guide applies to all non-purchased care TMA acquisitions.

2.0
 Best Practices: The following are a set of IGCE "best practices" that apply to all TMA acquisitions:

2.1
Form a Team Early: For complex acquisitions, assemble a team of stakeholders and experts, (users, contracting personnel, resource managers, technical experts, analysts, etc.) as soon as practical.  Get a cost analyst involved to assist in development of your IGCE.  Besides providing functional expertise, team members such as users and technical experts are an excellent source of historical data and projections needed in building your IGCE.

2.2
Use a Structured Approach: Define and document a structured approach to size your acquisition [Work Breakdown Structure (WBS), Cost Element Structure (CES), models, analogies with other acquisitions, market survey plans, etc., or combinations of these].  This structure provides the baseline for many acquisition decisions.  Documents such as  the SOW/PBWS, IGCE, tradeoff decisions, fund reallocations, contract negotiations, engineering change proposals (ECPs), and spend plans should all tie to this same structure and related cost elements.

2.3
Fully Document Assumptions And Basis of Estimates:  Undocumented assumptions are often the cause of poor cost estimates or misunderstandings between the estimator and other members of the acquisition team.  Always fully document underlying assumptions.  The Basis of Estimate (BOE) and its supporting documentation captures how the estimate was built and can be an important tool to be used by the Contracting Officer for negotiation.  The BOE should address the following:

· How the estimate was calculated

· What methodology was used, several approaches are listed below:

· Historical cost

· Software development models

· Published price quotes

· Average costs

· Standard cost calculations based on planned approach

· Industry experience/engineering estimates

· What information, equations, rates, factors, tools, and models were used

· Where information was obtained

· If the current estimate is a follow-on to a previous project, how it compares with actual expenditures and past performance

2.4
Understand and Apply the IGCE Results:  Disparity between the offeror's price and the IGCE may be a "Red Flag": Significant differences between the offered price and the IGCE may 

indicate a serious misunderstanding or disconnect between what is being offered and the requirement.  In these cases the IGCE is one more indicator that may prompt Contracting officers to initiate and shape formal discussions or explore remedial options with Program/Task Managers that may include reassessing the SOW, resource reprogramming, cost estimation, amendment of the solicitation, modification of the contract, or cancellation of the requirement.  Unjustified revision of the IGCE only masks the problem.

3.0
TMA IGCE Template:  Develop realistic IGCEs by tailoring the standard spreadsheet example at Appendix A.  Use this as your starting point.  It should be adequate for most moderately complex non-purchased care acquisitions.  Bear in mind that ease in capturing, understanding and sharing information is the most important reason to use an IGCE.  Most TMA acquisitions call for unique combinations of: skills, materials, equipment, utilities, hardware/software, technological capacities, intellectual properties, privileges, and services.  To adequately display costs for any specific situation, you may need to tailor the template.  For example, you may need to use more labor categories than are provided for, or you may need extensive ODC delineation..  If so, simply add rows to accommodate this additional information.  

3.1
Coordination Information:  Include standard program and coordination information:

Program Name

Action Officer (Program/Task Manager) / Phone

Budget Reference

Description of Purchase (short)

Proposed Source (Competitive, or list one or more sources)

3.2
Structure of the Template:   The IGCE should use a modularized approach to provide a bottoms-up analysis of labor and other costs.  List each task individually allows managers to assess and track cost by task.  
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3.3
Standardized Approach:  Use standard labor categories throughout the IGCE.  Determine all necessary labor categories and associated rates in advance and replicate for all tasks.  Show the specific hours for each task.  This approach allows the estimator to provide totals by task and by individual labor category.  The following are standard cost elements.

3.3.1
Assumptions:  The IGCE process always begins with certain assumptions, such as: 

Period of Performance 

Where work will be performed

Hours in the Work week/month/year

Local Travel Rate

Local Telephone Cost

Reproduction Cost 

Source of Labor Categories and Rates

The assumptions section is one of the most important parts of the IGCE.  All assumptions should be clearly listed on an assumptions section of every IGCE with supporting documentation attached (See APPENDIX B – IGCE Example – Assumptions TAB).  

3.3.2
Range of Estimates:  The IGCE should incorporate both a high and low range of labor rates/ ODC unit costs and corresponding amounts. 

3.3.3
Labor:  

Direct Labor Cost (DLC) is the cost of labor directly applied to producing the requirement. There are two types of DLC: unburdened which includes only salary; and burdened (fully loaded), which includes salary plus an allocation of costs for overhead (OVHD), general and administrative (G&A), profit (fee), and any escalation for option years.

Labor estimates: The Program/Task manager (or team) must estimate labor hours in each labor category.  Use data from similar acquisitions, validated estimation models, expert advice, or team estimates.  Separately identify labor estimated for work done at the contractor's site and at government facilities.   Be sure to document the source data for all estimates.  Multi-year acquisitions will require a more detailed IGCE that distributes the labor hours to each task in each of the contract years.

Use "burdened" labor rates if possible: Burdened labor rates already include: direct labor salaries, overhead, general and administrative costs.  These rates typically represent recently competed and negotiated rates for a large range of skills supporting information technologies.  Using these burdened rates greatly simplifies the cost estimation process and format.  The accuracy of this method depends on the availability of recent, competitively negotiated burdened rates that have similar skill requirements as your acquisition. 

3.3.4
Other Costs:

Other Direct Cost (ODC) includes all costs (other than labor) used to satisfy the requirement: Equipment, Materials/Supplies, Travel, Information Technologies (IT), and any other direct cost.  

Document the source or basis of your ODC estimates.  There must be enough backup information to support the validity of the estimate.  Backup should include: detailed equipment lists, average costs of comparable equipment (from your market research), number and destination of travel requirements, airline cost, per diem, etc.  Cost estimates made by analogy to similar programs should identify the other programs and the basis for, or logic behind, the estimate.

Some contracting agencies may charge a fee (surcharge) for acquisition support. This surcharge is a business cost that is included in: business planning, budgeting, Acquisition Plan documentation, and any applicable Military Interdepartmental Purchase Request (MIPR).  These costs are not directly attributable to the contractor.  However, if a specific contracting agency will be supporting the acquisition, and that agency charges a surcharge, the amount of the surcharge can be displayed as a memo entry on the IGCE. 

3.3.5 General Guidelines:  

Include all optional tasks specified in the SOW/PBWS.  For these optional tasks, include all Other Direct Costs (ODC): Materials & Supplies, Equipment, Travel, IT, and Other (specify).

Avoid the use of "Lump sum" estimates. These estimates do not demonstrate IGCE validity and are useless in making program tradeoffs or evaluating proposed alternates.

Ensure "independence" through market research: Using cost/price data from a single contractor, without scrutiny, invalidates the "independence" that makes your IGCE useful in contract negotiations. This is a serious problem if competition is limited to one or only a few suppliers. From a practical point of view, a single contractor's price lists, labor estimates, and other cost information are going to be used but they are not supportable without a comparison to cost estimates of similar requirements identified through market research.  Even unique requirements and sole source acquisitions require research into previous contracts, similar requirements, and the use of technical judgment to ensure that the data in the IGCE is unbiased.

APPENDIX A – IGCE Spreadsheet Template

APPENDIX B – IGCE Example






