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APPENDI X E
COST COVMPARI SON PROCEDURES

E-1. Ceneral. The revised Cost Conparison Handbook (CCH)
contained in Part 1V of the Supplenent to OVB Circul ar A-76,
provi des the basic guidance for conducting CA cost conparisons.
Thi s appendi x provides detailed instructions for Corps of

Engi neers activities to supplenment the OVB gui dance. These
instructions al so i ncorporate guidance issued by DOD and

DA. Standard cost factors will be used for all CA studies.

E-2. Cost Conparison Form (CCF). Al costs of in-house and
contractor performance will be recorded on either ENG Form 4843A-
R, Cost Conparison of In-house and Contract Performance (RCS
CSCOA-116) or ENG Form 4843B-R, Cost Conparison of Expansions,
New Requi renents and Conversions to |In-house Performance (RCS
CSCQOA- 116) .

a. Line entries in this Appendix refer to ENG Form 4843A-R
The instructions for conpleting ENG Form 4843B-R are contained in
chapter 5 of the CCH, except that directions for lines 16 through
19 of the CCF (ENRC) in that chapter shall be used for conpleting
[ines 17 through 20 of ENG Form 4843B- R

b. A separate cost conparison form (CCF) wll be required
for each type of contract option used (i.e., Governnent-owned,
contractor-operated (GOCO w th Governnent-furni shed equi pnent
(GFE), GOCO wi t hout GFE, Contractor-owned, contractor-operated
(COCO with GFE, COCO without GFE). Thus, up to four CCFs could
be required since each kind of contract nethod affects sone CCF
lines differently.

E-3. Commpn (Wash) Costs. Cost conparisons will include al
significant costs of both Governnent and contract performance.
The only exceptions are comon costs that continue to exist
whet her an activity is perfornmed under in-house or contract
operation. These common costs will be omtted fromthe cost
conparison cal cul ations. These costs include Governnent -

furni shed supplies, equipnent, facilities, and certain services
such as utilities, maintenance support, and security clearances
that will be provided under both I n-house or contract nodes of
operation. Neverthel ess, although cormmon costs need not be
conputed, they nust be identified in the cost conparison
docunent at i on.
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E-4. Docunentation. As a mninum docunmentation for each CCF
l[ine will include the foll ow ng:

a. Methodol ogy for conputing the estimted cost,
b. Data sources,
c. Rationale for any om ssions,

d. ldentification of individual conponents included in the
total cost el enent val ue.

E-5. Devel opnent of Governnment (I n-House) Perfornance Costs
(lines 1-6).

a. The guidance given below for lines 1, 2 and 3 applies to
costs that are 100 percent attributable to the activities under
study. Costs that are not 100 percent attributable to the
studied activities are overhead costs and are discussed in
par agr aph E-5f.

b. Inflation.

(1) I'n-house cost elenments will be escalated to the first
period of performance, using factors published by the Conptroller
of the Army (COA). Usually the beginning of the first period of
per formance coincides with the beginning of the first FY for
which a contract would be let. If it does not, the costs nust be
prorated for the nunber of nonths renmaining in that FY. Qutyear
periods will be inflated using factors al so published by the CQOA
These factors are published periodically and becone mandatory
based on instructions in the transmttal docunents.

(2) If approved pay raises that differ fromthe projected
rates are announced before bid opening (or before closing date
for receipt of best and final offers), the CCF will be revised to
i ncorporate the approved rates.

(3) Personnel strength and workl oad during the outyear
periods wll be assuned at the first year's |evel unless
ot herwi se docunented in the performance work statenent (PW5) and
managenent study. Any outyear changes will be supported with the
projected requirenents for revised staffing | evels, workload, and
ot her resources.
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(1) Al personnel costs nust be recorded in an organi zed
manner such as on the Personnel Cost Wrksheet, Illustration 2-1
in the CCH so that cal culations can be followed easily by the
i ndependent reviewers.

(2) Personnel costs will be based on current general
schedule (GS) and wage board (WB) rates in effect at the tinme of
bid opening (for formal advertising) or closing date for receipt
of best and final offer (for negotiated procurenent). Estimtes
based on historical costs will generally be estinmated using the
last full FY's accounting reports or nore recent cost data.
Exceptions to this policy may be made if current cost information
is not available or does not reflect a nornal operating |evel for
projection of CA cost estimates. Al cost data will be inflated
to match the performance periods shown on either ENG Form 4843A-R
or ENG Form 4843B-R using current inflation factors.

(3) Base pay will be calculated using the | atest approved
pay rates with adjustnents for budgeted or known pay increases.
Base pay for wage board (WB) enployees, civilian firefighters,
and | aw enforcenent officials wll be adjusted to include
ni ght work and environnental differentials. Personnel
costs wll be based on the positions established in the nost
efficient organization (MEO). The in-step rate wll be
cal cul at ed using the Governnent-w de representative rate for al
pay grades (step 5 for Ceneral Schedule (GS) and step 4 for WB).
Locally determ ned average steps may be used when the Governnent -
W de average steps will substantially understate or overstate
base pay.

(4) The only exception to this policy is the costing of
tenporary enpl oyees at step 1 who will remain in tenporary
appointnents in the MEO  Step 1, however, can only be used for
GS enpl oyees (WB enpl oyees are entitled to step increases
regardl ess of the nature of their appointnents?, and only
when the FOA can denonstrate to the satisfaction of the
i ndependent reviewers that |ong-termuse of GS tenporaries in the
MEO Is practical and feasible. One reason such usage m ght not
be feasible is that permanent enployees, in the transition to the
MEO, have nore rights than tenporary enpl oyees for retention, and
i f permanent enployees fill tenporary positions as a result of a
reduction-in-force (RIF) or priority placenent, they are paid at
their permanent rates. Because of this and the other
restrictions, step 5 will be used in al nost
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all cases for calculating GS enpl oyee costs, and step 4 wll
al ways be used for WB enpl oyees.

(5) When conputing the annual cost of a Federal Wage System
(FW5) enpl oyee, such as a WB enpl oyee, the hourly rate will be
multiplied by 2087 hours to obtain the annual rate. Wen the
conputation of an hourly rate is necessary for GS or general
manager (GV) enpl oyees, the schedul ed annual wage will be divided
by 2087 to determ ne the hourly rate.

(6) Fringe benefits will be cal cul ated using standard
percentage rates applied to civilian base pay and additional
entitlenents. The |atest rates are |listed bel ow as an exanpl e,
al t hough they are subject to change.

(a) Applicable to permanent positions (full-time and part-

tinme)

Cost as %
Fri nge Benefit Factor of Payrol |l

*Retirement (regardl ess of fund) 21.70

Health and |ife insurance 4.70

O her benefits (work disability, 1.80

unenpl oynment prograns, bonuses,
awar ds)
FI CA Medi care 1.45
29. 65

*Thrift plan contributions for permanent enployees will not be

i ncl uded on either ENG Form 4843A-R or ENG Form 4843B-R The
sane factor nust be used regardl ess of which retirenent fund the
enpl oyee is enrolled in.

(b) Applicable to intermttent and tenporary positions: the
only portion of the standard fringe benefit factor to be applied
here 1s the Medicare portion of QASDl (1.45%.

(7) O her pay and entitlenents under line 1 consist of the
fol |l ow ng:

(a) Additional entitlenments--off-site pay, |ocation
al | ownances, hardshi p pay, uniform all owances, incentive pay,
cost-of-living differential, and hazardous duty pay and ni ghtwork
differential (for GS enpl oyees).
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(b) Overtine and ot her prem um pay--expected annual costs to
be incurred for overtine, holiday pay, Sunday pay, and ot her
prem um pay.

(8) Inflation of personnel costs subject to economc
adj ust nent cl auses could increase in-house costs vis-a-vis
contractor costs in an unfair manner. This would occur if
portions of contractor-submtted prepriced options were not
subject to inflation because of adjustnent clauses, such as
those in provisions of the Service Contract Act (SCA) or the
Davi s- Bacon Act. For exanple, contracts subject to the SCA
i nclude a clause that provides for adjustnents to acconmobdate
| abor cost increases necessitated by future m ni nrum wage
determ nations. When this situation exists, |abor costs for
Gover nnent enpl oyee in occupational categories conpatible with

those subject to the SCAw Il be omtted fromthe 1 nflation
cal cul ations. Determ nations of what in-house positions are
subject to the Fair Labor Standards Act will be made in

consultation with personnel and procurenent offices.
d. Material and supply costs (line 2).

(1) Include only materials and supplies that woul d not be
provi ded as Governnent-furni shed material (GFM under contract
operations since these costs represent comon (wash) itenms. As
previously stated, only include costs on this line that are 100
percent attributable to the activities under study. Costs that
are not 100 percent attributable to the studied activities are
overhead costs and are discussed in paragraph E-5f.

(2) Material and supply costs should be recorded in a fornat
simlar to the CCHillustration for estimating material and
supply costs.

(3) The cost of materials and supplies wll be devel oped
using the | atest standard prices or |atest |ocal purchase prices,
pl us mar kups for centralized Governnent sources of supply. CA
mar kups nust be applied using standard percentage factors. The
| atest factors are listed bel ow as an exanpl e, even though they
are subject to change.
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Sour ces of Supply Mar kup (%

General Services Adm nistration 11.0
(GSA): Wol esal e and stores
direct delivery

Ret ai | 23.0
Nonstores direct delivery 5.0
and schedul es

DOD (all services): Wol esale 24.0
st ock fund

Direct delivery 13. 4
Local procurenent None

e. Oher specifically attributable costs (line 3). As
previously stated, the guidance bel ow applies to costs that are
100 percent attributable to the activities under study. Costs
that are not 100 percent attributable to the studied activities
are overhead costs and are di scussed in paragraph E-5f.

(1) Depreciation.

(a) General depreciation is the nmethod used to spread the
cost of tangi ble capital assets (such as plant, machinery, and
equi pnent with unit prices exceeding $1,000) over an asset's
useful life. Land is not a depreciable asset because it has an
unlimted life. Its costs should not be included with asset
costs that are subject to depreciation. Land inprovenents,
however, such as surfaced areas and fencing, are depreciable, as
are utility lines, sewers, etc. Facilities listed on the
Nati onal Register of Historic Places are not depreciated.

I ncl ude only depreciation costs for assets used solely for in-
house operations since Governnent-furni shed property will be
consi dered as wash cost. The Corps of Engi neers Managenent

| nfformati on System (COEM S) cost records cannot be used to
devel op costs of project-owned assets because they are expensed
to projects entirely in the year of acquisition. Also, anr
anmount for "provision for plant replacenent” should be excl uded
fromcost conputations. This surcharge to ensure fund
availability tor capital assets for use in future operations
shoul d not be applied to current operations.

(b) I'n conputing depreciation assune that residual value is
equal to the disposal values listed in Appendix C of the CCH
except when engi neering apﬁraisals, such as those in ER 37-2-10,
woul d be nore accurate. The latter may be used--w th docunent ed
justification--in place of
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depreciation will be the original cost plus the cost of capital
i nprovenents (if any) less the residual value. The basis for
depreciation will then be divided by the useful life (as

projected for the CA study) to determ ne the annual depreciation.
The annual depreciation nust then be multiplied by the years in
service, to include the contract out-years, in order to account
for accunul ated depreciation during the Iife of the contract.

(c) Costs for depreciation are not inflated for the _
outyears. These costs nust be excl uded before applying inflation
factors to outyear periods.

(2) Rent. Rent is the annual cost of renting or |easing
comerclal facilities and equi pnent, or of using facilities and
equi pnent of other mlitary departnents and Federal agencies.
When the actual charges are not avail able fromthe agency
providing the assets, and a GSA-billed Standard Level User Charge
(SLUC) is available, SLUC should be used as the rental cost.

(3) Maintenance and Repair. These are the costs incurred to
mai ntain facilities and equi pnment in operating condition.
I ncl ude only costs which would be discontinued if the CA work
center were to be converted to contract performance. The costs
of mai ntenance and repair of real property will be distributed to
organi zati onal el enents based on square feet occupied, possibly
nmodi fied for differences in types or conditions of such property,
whi | e annual costs of maintaining equipnment in operating
condition will be prorated based on usage. Capital inprovenents
that add value to an asset are excluded from mai ntenance and
repair costs; they are accounted for under depreciation.

(4) Uilities. This category includes charges for fuel,
electricity, telephone, water, etc. that would be discontinued if
the in-house activity were converted to contract. |In cases where
t he Governnent woul d sugply utilities to a contractor, determ ne
if there woul d be any change (such as renoval of automatic voice
network (AUTOVON) or Federal Tel econmunications System (FTS)
lines) in the quantity or type of service, and account for
di fferences in Governnent costs. The costs of utilities will be
distributed on a unit of neasure basis (e.g., square feet, nunber
of tel ephone lines or instrunents) that varies directly with
consunpti on.
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(5) Insurance. Since the Governnent is self-insured, fire,
casualty, and liability | osses are conputed as foll ows:

(a) Casualty | osses--supplies and materials. Miltiply the
average inventory value of supplies that would not be provided to
a contractor as GFM by .0005. The average inventory val ue may be
determ ned, assum ng a 30-day stockage | evel, by dividing the
annual val ue of supplies and materials by 12 (360 days per
year/ 30-day stockage level = 12). |If the 30-day stock | evel
I's inappropriate, a simlar conputation should be used to conpute
the appropriate average inventory val ue.

(b) Casualty losses--facilities and equipnment. Miltiply the
net book val ue of tangible capital assets that would not be
provided to a contractor as GFE by .0005. |If GFE is provided, no
conputation is necessary as it is a wash cost. Neither the USACE
nor the Arny has devel oped factors for Governnent self-insurance
reserves as described in the CCH, Part 1V, paragraph 6c.

(c) Liability losses. Miltiply total personnel costs (CCH
line 1 and the personnel cost portion of line 4) by .0007.

(6) Travel. Include only the expected annual cost of travel
and transportation that would be elimnated if the activities
were to beconverted to contract operation.

(7) Other costs.

(a) The cost of mnor itens (i.e., durable itens, such as
audi ovi sual and office equipnent, with current replacenent cost
per unit of less than $1,000) will be estinmated at ten percent of
the total replacenent cost (including source of supply markups)
of all such mnor itenms on hand that would not be provided to a
contractor. These costs will not be inflated for the outyears.
Adjustnents to CCF |ines nust be made to exclude such costs
before applying inflation factors to outyear peri ods.

_ (b) The cost of augnmentation contracts that are included
in the PW5 require special attention. These purchased
services may contain | abor costs subjectto economc price

adj ustnent clauses. |[|f so, the applicable |abor portion
wi |l not be escalated by outyear inflation factors.
I n addition, purchased services will be offset for

potential Federal incone tax revenue by applying the
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appropriate rate in Appendix D of the CCHto the total cost of
pur chased servi ces.

(c) As provided in paragraph 3-7d, the work included in
augnent ati on contracts may be included in the PWs witten for the
CA study. |If so, the cost of these contracts and the
Governnental contract adm nistration costs for these contracts
shoul d be included as "Qther Costs" on |line 3.

(d) If it is intended that the work in these contracts be
brought in-house if the Governnent's bid were |less than a
contractor's bid, an estinmate of the workyears necessary to
performthe work currently contracted for nust be included in the
MEO and costed appropriately.

(e) The costs of other purchased services will be entered on
Line 3 also. O her purchased services include costs such as
printing, reproduction, packing, crating, consultant fees, and
ot her services that would be elimnated if CA work were to be
converted to contract.

f. Overhead costs (line 4). Costs incurred in support of
the CA activities, not 100 percent allocable to the activities

being studied, will be classified as overhead. Overhead will not
be calculated for studies of ten or fewer full-tinme equivalents
(FTE). Overhead costs will be based on whol e positions that can

be elimnated or reall ocated to support other functions in the
event of contract performance. The two nmjor categories of
overhead are as foll ows:

(1) Operations overhead. This category enconpasses costs
incurred in the first supervisory work center one | evel above and
in support of the activities under study. The operations
over head work center will vary based on the activities under
study and nmay not be placed precisely in the one | evel above
posi tion.

(2) General and admi nistrative overhead. This category
i ncludes all other work centers that provide support to the
activities under study, and for which contracting would have a
"whol e position inpact." Exanples are personnel offices,
contracting offices, and conptroller offices.

g. Additional costs (line 5). This category covers any
Governnment costs that would not continue to exist under contract
performance and that would not be classified
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properly under CCF lines 1-4. These are costs that result from
unusual or special circunstances. Entries in line 5 nust be
supported by detail ed expl anati ons of the costs and the
conput ati on net hods used.

h. Total in-house costs (line 6). Enter the sum of CCF
lines 1 through 5.

E-6. Devel opnent of Contract Perfornmance Costs (lines 7-14).

a. Contract price (line 7). Any entry on this line wll be
support ed bK a firmbid or offer. The CCH provides gui dance for
recording the contract price for each type of contract.
Inflation that bidders include in the contract price will depend
on whether the contract proposals are subject to econom c price
adj ust nrent cl auses.

b. Contract adm nistration (line 8).

(1) The CCH specifies the nmethodol ogy for conputing the
nunmber of FTEs and costs required for contract adm nistration.
The cost of contract adm nistration includes personnel costs and
fringe benefits of the positions identified in the study.

(2) Table 3-2 shows representative staffing requirenents as
established by the CCH Lower contract adm nistration factors
may be used if justified by terns of the quality assurance pl an.
Contract admnistration staffing that exceeds the established FTE
[imts requires an ASA-|level waiver.

(3) Contract admi nistration and other recurring Governnent
costs resulting fromcontract performance will be inflated by the
sanme factors used in the Governnment's in-house cost estinmate.

(4) When augnentation contracts wll be cancelled should it
be decided that a function will be performed by contract, but
wi |l not be cancelled should an in-house decision result, the
entry on line 8 for contract adm ni stration should be cal cul at ed
as follows:

(a) Determ ne the workyears being devoted to acconpli shing

the augnentation contract work; add these workyears to those in
the nost efficient organization

E- 10
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(e.g., 8 in-house workyears in the current MEO + 5 augnentati on
wor kyears = 13 total workyears for the CA being studied).

(bg Conpare the total workyears (e.g., 13 in the above
exanple) to the in-house staffing ranges given in Table 3-2 to
determ ne the contract adm nistration workyears allowed for
costing purposes. Calculate the cost of the allowable contract
adm ni stration workyears and record these costs on |ine 8,
Contract Adm nistration. Do not record any additional personnel
costs associated with augnentation contracts on any other |ine.

c. Additional costs (line 9). This line will be used only
i n unusual and infrequent circunstances. Wen it is used there
must be supporting docunentation describing the nature of and
need for the additional costs, as well as details on how the
costs were conput ed.

d. One-tine conversion costs (line 10).

_ (1) Inflation. One-tine conversion costs will not be
inflated. Although these costs will be prorated over the five
performance periods on the CCF, they generally will be incurred

during the first period of performance and are not subject to
out-year inflation.

(2) Material related costs. The cost factors bel ow may be
used, if nore precise costs are not known, to estimate the costs
associ ated with disposal or transfer of excess Governnent
material that result froma conversion to contract perfornance.

% of Current

Cost Factors Repl acenment Costs
Packi ng, crafting, and handling 3.50
Transportation 3.75

When material is disposed of or transferred to anot her Governnent
facility, the estimated recovery, or original material cost in
the case of an intergovernnental transfer, |ess the cost of

di sposal or transfer, wll be treated as a one-tine gain or |oss.

(3? Labor-rel ated separation costs. The CCH contains the
rational e for conputing severance pay and other separation costs
such as permanent change of station (PCS) relocation, retraining,
and early retirenent. A factor of

E-11
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two percent of total personnel base pay costs of pernmanent and
tenporary enpl oyees in direct and overhead activities is
specified in the CCH  The base pay figure nust be adjusted for
antici pated pay changes that woul d occur before separation.
Intermttent positions are not eligible for severance pay and
wi |l be excluded fromthe cal cul ati on.

(4) Oher transition costs. Contractors are expected to
provide full performance fromthe first day of actual contract

operation. Governnent personnel will not be retained to help the
contractor phase in to full performance after this conversion
date. Therefore there will not normally be costs of this type to

be entered.

e. Gin or loss on disposal/transfer of assets (line 11).
| f nore precise costs are not known, the sanme factors given In
E-6d(2) above (i.e., 3.50 percent for disposal or transfer of
materials for packing, crating, and handling costs, and 3.75
percent for transportation costs) nmay be used. The estinmated
di sposal value mnus the disposal or transfer costs wll result
in a net disposal value to be entered as a gain or loss to the
cost of contracting.

f. Federal inconme tax (Deduct) (line 12). Refer to the CCH

g. Social Security (OASDI) and thrift plan costs (Deduct)
line 13. To provide for consistency of conparison between
Government and contractor retirenent systemcosts, the
contractor's contributions for Social Security (except the
Medi care portion of 1.45% and any thrift/profit sharing plan
shoul d be excluded fromthe contractor's price for cost
conparison purposes only. If the apparent |ow bidder clains
thrift plan or OASDI contributions on line 13, he will be given 5
wor ki ng days in which to produce docunentation substantiating the
amount clalnmed for thrift/profit sharing and OASDI. These

identified contributions wmll be entered on line 13 as a
deduction fromcontract costs. If the contractor wins the
conpetition, the contract price on line 7 will be used for

contract payment purposes.

h. Total: Contract costs (line 14). Use instructions in OVB
Transm ttal Menorandum #4 dated Cctober 29, 1986, subject:
Revi sed Procedure forConparing Retirenent Costs.

E-7. Remmining Cost Elenents (lines 15-18). Refer to the CCH for
all instructions for these |ines.

E-12



