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COST OR PRICE ANALYSIS
 

In addition to the requirements for competitive procurement and maintenance of a written code of standards of conduct, those who procure consultant services must be prepared to:  (1) conduct a cost or price analysis; and (2) ensure that the contract price and profit are reasonable.
 
A.  Contract cost and price
 
    1.   Cost or price analysis
 
Federal Regulation 24 CFR 85.36(f)(1) provides that "grantees and subgrantees must perform a cost or price analysis in connection with every procurement action including contract modifications.  The method and degree of analysis is dependent on the facts surrounding the particular procurement situation, but as a starting point, grantees must make independent estimates before receiving bids or proposals.  A cost analysis must be performed when the bidder is required to submit the elements of estimated cost, e.g., under professional, consulting, and architectural engineering services contracts.  A cost analysis will be necessary when adequate price competition is lacking, and for sole source procurements, including contract modifications or change orders, unless price reasonableness can be established on the basis of a catalog or market price of a commercial product sold in substantial quantities to the general public or based on prices set by law or regulation.  A price analysis will be used in all other instances to determine the reasonableness of the proposed contract price."
                        
Federal Regulation 24 CFR 84.45 states that "some form of cost or price analysis shall be made and documented in the procurement files in connection with every procurement action. A price analysis may be accomplished in various ways, including the comparison of price quotations submitted, market prices and     similar indicia, together with discounts.  Cost analysis is the review and evaluation of each element of cost to determine reasonableness, allocability and allowability.
 
Guidance for implementation:
 
As provided in the regulations identified above, recipients and subrecipients must perform their own cost or price analysis for every procurement action for consulting services, including contract modifications or change orders.  The method and degree of analysis depends on the facts related to each procurement, but as a starting point, the recipient/subrecipient must make independent estimates before receiving bids or proposals.
 
a.   Price analysis is the process of examining and evaluating a proposed price without examining its separate cost elements and proposed profit.  As price analysis is associated with the sealed bid method of procurement, which is not the preferred approach to procuring professional services, the need to conduct a price analysis for such services will be limited.  However, where the need arises to conduct a price analysis for consulting services, approaches that can be used to determine if a proposed price is fair and reasonable include:
 
i.	A comparison of the proposed prices received in response to the             solicitation;

ii.	A review of historical/previous prices proposed against current prices proposed for the same or similar items;

                iii.	A comparison with published prices or market prices;

          iv.	A comparison with internal, independent estimates;

                 v.	A comparison of detailed price information to assess the overall price (which may involve use of cost principles as general guidance in determining price reasonableness).


b.   Cost analysis differs from price analysis in that it is the review and evaluation of the separate elements of cost and proposed profit, and the reasonableness of those estimated costs of performance.  Cost analysis is necessary when cost or pricing data are required, as well as when adequate price competition is lacking (e.g., use of non-competitive procedures), for sole source procurements, or when price analysis alone is insufficient to ensure the proposed price is reasonable.  Cost analysis is also required for               contract modifications or change orders, unless price reasonableness can be established on the basis of a catalog or market price of a commercial product sold in substantial quantities to the general public or based on prices set by law or regulation.  Approaches to cost analysis and ensuring that proposed costs represent accurate projections include:
                                  
	i.  Verification that costs submitted by the bidder comply with applicable cost                                  principles, including that direct and indirect costs are allowable and allocable,  as well as reasonable;
 
                 ii.  A comparison of the bidder's proposed costs with internal, independent                         estimates;
 
            iii.  A comparison of historical/previous actual costs from the bidder, or     previous cost estimates from the bidder or from other bidders, with the current/proposed costs for the same or similar items;
 
            iv.  A comparison of proposed cost items with published catalogue prices,   market costs, etc.
 
       In addition to evaluating such factual data on costs, cost analysis should also consider the judgmental factors used by the offeror to arrive at the estimated               costs that were submitted, i.e., what judgmental factors and methods (mathematical or other) were used in projecting the data submitted in the proposal.  This part of the cost analysis should ensure that the factual data presented reasonably reflects the need(s) identified in the solicitation.
 
       In carrying out their responsibilities in the performance of price and cost analysis, recipients and subrecipients are to follow the provisions of OMB               Circulars A-87 and A-122, as applicable.
 
2.  Contract price and profit 
 
In accordance with 24 CFR Section 85.36(f)(2), recipients and subrecipients will negotiate profit as a separate element of the price for each contract in which there is no price competition and in all cases where cost analysis is performed.  To establish a fair and reasonable profit, consideration will be given to the complexity of the work to be performed, the risk borne by the contractor, the contractor's investment, the amount of subcontracting, the quality of its record of past performance, and industry profit rates in the surrounding geographical area for similar work.  Costs or prices based on estimated costs for contracts under grants will be allowable only to the extent that costs incurred or cost estimates included in negotiated prices are consistent with Federal cost principles (see 24 CFR 85.22). Grantees may reference their own cost principles that comply with the applicable Federal cost principles.  The cost plus a percentage of cost and percentage of construction cost methods of contracting shall not be used.
 
 24 CFR 84.44 states that the type of procuring instruments used (e.g., fixed price contracts, cost reimbursable contracts, purchase orders, and incentive contracts) shall be determined by the recipient but shall be appropriate for the particular procurement and for promoting the best interest of the program or project involved.  Similar to Part 85, Part 84 provides, the "cost-plus-a-percentage-of-cost" or "percentage of construction cost" methods of contracting shall not be used.
              
Guidance for implementation:
 
In accordance with the above requirements, recipients and subrecipients will negotiate profit as a separate element of the price for each consultant contract in which there is no price competition and in all cases where a cost analysis is performed.  To establish a fair and reasonable profit, it may be useful to establish a general range of profit for the work being done, with consideration given to the complexity of the work to be performed, the risk borne by the consultant, the consultant's investment, the amount of subcontracting, the quality of its record of past performance, and industry profit rates in the surrounding geographical area for similar work.  If profit is shown as a percentage of cost relative to the work to be done, the recipient should review such amount and make adjustments, as needed, based on the factors identified above in this paragraph.
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