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Section D: The Streamlined Competition
D.4. Private Sector Cost Estimate

NIH refers to the estimated contract price for performing an activity with a private sector source as the Private Sector Cost Estimate or Market Research.  Not all agencies use this term.  The Private Sector Cost Estimate (Market Research) documents the cost for all elements that contribute to the final estimate of the contract price.  In streamlined studies, the Private Sector Cost Estimate represents the expected private sector cost in the cost comparison. 

The Streamlined Competition process uses the Private Sector Cost Estimate to evaluate the likelihood that a private sector offeror would be able to perform the work for less than the in-house organization’s cost to do the work in-house.  If it the total cost of private sector performance is less than the total cost of Government performance (using A-76 costing rules), then the Government converts the work from in-house personnel and resources to the private sector.

D.4.1 Policy

D.4.1.1 OMB Circular No.A-76

The following are specific sections of Office of Management and Budget (OMB) Circular A-76 (revised) associated with developing Private Sector Cost Estimates.  These sections are mandatory, and the COMPARE Analyst must follow them when developing the Agency Cost Estimate for a Streamlined Competition.  If you are unfamiliar with the terms used in this Section, please refer to Section A, Competitive Sourcing Overview, and to the rest of this chapter, which covers the requirements in more detail.
ATTACHMENT B, SECTION C.1.B: COST OF PRIVATE SECTOR/PUBLIC REIMBURSABLE PERFORMANCE.  An agency shall determine an estimated contract price for performing the activity with a private sector source, using documented market research or soliciting cost proposals in accordance with the FAR.  An agency may also determine an estimated cost for performing the activity with a public reimbursable source by calculating (or requesting that a public reimbursable source calculate) SLCF Lines 1a, 2a, 3a (limited to awarded contracts), 4a, and 6a.  An agency shall enter and certify an estimated contract price or public reimbursable cost on SLCF Line 7 in accordance with Attachment C for a minimum of three performance periods.

ATTACHMENT B, SECTION C.1.D: COST ESTIMATE FIREWALLS.  An agency shall ensure that the individual(s) preparing the agency cost estimate and the individual(s) preparing the private sector/public reimbursable cost estimate shall be different, and shall not share information concerning their respective estimates.

D.4.1.2 NIH Policy

NIH uses documented market research to develop the estimated contract price.

· Who certifies the private cost – CART or CO (CART does now but will that change moving forward)?

· Any additional firewalls such as between PSCE and PWS or prelim planning?

· Small business sources required or suggested?

D.4.2 Roles and Responsibilities

· Certifying Official: The Certifying Official will make the certification of the Estimated Cost of Private Sector or Public Reimbursable Performance on Line 7 of the Streamlined Competition Form.  This individual will be different from the Agency Tender Official (ATO), who certifies the Agency Cost Estimate.  The Certifying Official should be 1) be independent of the Agency Cost Estimate, 2) approve the methodology to be used for development of the private sector cost, 3) develop or review the Private Sector Cost Estimate, 4) certify the Private Sector Cost Estimate and retain control until the cost comparison, and 5) be present at the cost comparison to sign the cost comparison form.  Currently, NIH assigns this role to a CART representative who does not have knowledge of the MEO or Agency Cost Estimate. 
· Contracting Officer:  The Contracting Officer is the agent of the Government with the authority to enter into, administer, and terminate contracts and make related determinations and findings.  The Contracting Officer is the only individual authorized to bind the Government to a contract.  The Contracting Officer is the individual responsible for monitoring the contractual side of the competition, which includes developing and issuing the formal solicitation.
· Private Sector Cost Estimate Team:  The group, including the Contracting Officer, Subject Matter Expert (SME), developers, and Certifying Official, who is responsible for preparing and certifying the Private Sector Cost Estimate.
· Subject Matter Expert: A Subject Matter Expert (SME) reviews the Market Research and compares it to the RD to ensure that it is correct and meets the requirements in the RD.  The SME will work with the Certifying Official and the Contracting Officer to resolve any issues or concerns.

· Developers:  The developers are technical, contracting, or cost estimating experts who support the development of a Private Sector Cost Estimate.  They may be consultants or government employees.
D.4.3 Procedures
The Private Sector Cost Estimate documents the cost for all elements that contribute to the final contract price.  The Streamlined Competition process uses the Private Sector Cost Estimate to evaluate the likelihood that a private sector offeror would be able to perform the work for less than the in-house organization’s cost to do the work.  If it the total cost of private sector performance is less than the total cost of Government performance (using A-76 costing rules), then the Government converts the work from in-house personnel and resources to the private sector.

We will first clarify some common misconceptions about the Private Sector Cost Estimate:
· The Private Sector Cost Estimate does not represent a specific organization.

· The Private Sector Cost Estimate does not use COMPARE.
· It does not produce an organizational structure.
NIH uses documented market research to develop the Private Sector Cost Estimate, as is required in the Circular.  Beyond this specification, however, the Circular does not require a specific methodology or format for the Private Sector Cost Estimate.  However, all Private Sector Cost Estimates should follow certain basic principles:

· Work included in the RD, no more and no less, should support the estimate.

· The estimate should be a reasonable valuation of the work, not purposely high or low.

· Developers should develop the estimate from an offeror’s point of view, rather than the Government’s point of view.

· The estimate should anticipate contractor flexibility and allowing the service provider to manage the work for greater efficiency and economy.

Two major factors determine the amount of Private Sector Cost Estimate for a personnel-only competition: 

· Level of effort (The number of labor hours required to perform the work)    

· Labor rates (The hourly rates, including salary, benefits, overhead, and profit, that a private sector firm would charge the government) 
D.4.3.1 Level of Effort Determination

The level of effort (in labor hours) can be determined in two ways.  The labor hours can be determined using historical data and calculations from the in-house organization, or estimated based upon the requirements.  Other estimating methodologies, such as parametric cost estimates, appear rarely in A-76 studies, but the developers may choose to use such methods if necessary.  Each of the two common methodologies has advantages and disadvantages, and both can produce accurate and objective Private Sector Cost Estimates.

Historical Data Method

Historical hours required to perform the work are a relatively straightforward method to determine the level of effort needed for a Private Sector Cost Estimate.  In this method, developers determine the labor hours required for the work by multiplying the existing government and contractor FTE by the number of annual productive hours for each employee type.  The number of annual productive hours varies:  A government FTE, in accordance with OMB Circular A-76, works 1,776 productive hours in a single year.  A contractor FTE typically has productive hours between 1,880 and 1,960 hours per year.  
Example 1: The study includes 10 Federal employees and 2 contract employees.  The contractor says that his employees work 1,900 productive hours per year.  The calculations would be as follows:

10 (Govt. FTE) * 1,776 (hrs per year) + 2 (contract FTE) * 1,900 (hrs per year = 21,560 productive hours per year

This example assumes that the 12 employees included all perform the same function, such as accounting technicians.  However, a more complex calculation would be required if there were varied levels of function required or different functions required, as shown below. 

Example 2: The study includes administrative support and accounting.  In this case, the developers would divide the historical hours between the two functions.  Assume that two Federal employees are administrative assistants and eight Federals are accounting related support. 


2 * 1,776 = 3,552 administrative support hours


8 * 1,776 = 14,208 accounting support hours

The calculation for any specific study will differ from the above, and the complexity of the calculation will vary depending on the number of functions and variation of Federal or contract employees included.
In its simplest and most commonly used form, the historical data method does not consider savings or possible efficiencies.  It also does not have a direct tie to the Requirements Document (RD) or workload.  Because of this, it is less likely to reflect the proposals expected from private sector offerors accurately, since they would only have the RD requirements to use to prepare their offers.
Developers commonly use this method when detailed workload information is unavailable or unlikely to provide an accurate cost estimate for the requirements.  The use of this method is also dependent on the presentation of information.  The historical work effort data would need to be in the RD or another document provided to both the MEO Team and the Private Sector Cost Estimate team.  If contract work is in the study, then the developers must also include levels of effort within the contract in order to use this method.
Estimating Method

The estimating method begins with work requirements described in the RD.  Developers evaluate each task in the RD and determine an average time to perform the individual task (including any travel or work coordination necessary).  The developers base these estimates on industry standard practices wherever possible.  For example, the developers would use the GSA maintenance guide or R.S. Means for equipment repairs and building preventive maintenance.  For functions where industry standards are not available, estimates should be based on past study information (if available) or technical estimates based on experience and analytical thought.  When necessary, developers may perform a sample time study to assist with estimated times for particular tasks.
This process is more directly tied to the actual requirements and documented workload stated in the RD than the historical level of effort method, since the estimate includes only the work in the RD.  The objective, in developing these average task times, is to determine a reasonable level of effort that a contractor would propose, based upon the statements included in the RD.  In contracting terms, this estimate should fall in the middle of the competitive range of offerors, and not to the high or low end.

Because the estimates are based solely on RD descriptions of work and associated workload, if the requirements or workload information are inaccurate, the level of effort estimated will also be inaccurate. 

Developers commonly employ this method when the RD is detailed and task-based, includes accurate and complete workload counts, and when they are able to estimate work levels of effort accurately.  It is particularly appropriate when industry standards are available.
When developers use the estimating method, they should cross-reference the estimates back to the RD and any other sources that they used for development. 

Example:
	Requirement 
(include # and description)
	Workload Indictor
	Estimated Time per Task
	Source

	5.1.1 Develop web pages
	# of web pages
	8 hours each
	Technical Estimate

	5.3.2 Maintain Cathodic Protection Systems
	# of systems
	1.460 hrs each
	RS Means G4095-110


After developing level of effort estimates for each work requirement in the RD, developers add up the total of hours required for each task type.  This method is not designed to produce a Full Time Equivalent (FTE) count, but is instead designed to produce labor hours that, when multiplied by appropriate labor rates, produce an overall cost for the work.  However, developers may calculate an FTE count as a crosscheck to ensure that their estimates are reasonable.  For instance, if the study included the work of 10 employees and the estimating method indicates a requirement for 50 employees, the developers must re-evaluate the estimating process for errors. 

The developers should also identify duplicated or combined work.  For example, if travel is required for the work in the RD, the travel may be in the estimate of the time required for each task or the RD Team may have included a separate requirement indicating the estimated number of trips that will be required.  The developers should evaluate the RD with such possible work overlaps in mind, and should request clarification (from the Contracting Officer, who will likely ask the RD Team to answer the question) to ensure that no work requirements are duplicated or overlooked.  The developers should document any assumptions that they make in the estimate itself.  In some cases, task times may be difficult to estimate for individual tasks, but developers may be able to develop estimates for combined tasks.  In this case, the estimate should state that it encompasses task a, task b, and task f.  
Another item to include in the estimate is management or supervision required to accomplish the work under study.  The supervisory level of effort should arise from the size of the overall requirement, the diversity of the work, the level of quality required, the degree of hazard, mission criticality, and the number of geographic locations.  Most single-location settings will require a ratio of one supervisor to 12 to 15 employees.  Management can be full or partial FTEs.  
D.4.3.2 Determining Labor Rates using Market Research

Market research determines the availability of commercial entities that can perform the work in the RD.  The research includes the type of business (e.g., a woman-owned business), the size of the business, and its proximity to the work described in the RD. 
Several existing contract sources may provide useful information.  These include contracts that already support the in-house staff, other organizations within or outside of NIH (preferably within the same geographic location), General Services Administration (GSA) Federal Supply Schedules (www.gsaadvantage.gov), and other Government-wide sources, such as FedSource (www.fedsource.gov/ ).  If these sources do not yield results, then the developers should conduct local market surveys.  Another source of labor rate information is Department of Labor Wage (DOL) Determinations for work subject to the Service Contract Act, which are available at www.wdol.gov.

The Contracting Officer should assist the developers in obtaining contract information; typically, agencies will not release information to anyone other than a Contracting Officer.  
In the online GSA Library, which is accessible via GSA Advantage web site, Federal Supply Schedule listings describe various categories of goods and services.  Most of the rates useful for Private Sector Cost Estimates appear in the “services” category.  By clicking on a supply schedule number, developers can download a list of all companies that provide services under that particular category.  GSA Advantage lists each contractor’s catalog.  Not all companies list their prices online, however.  Every GSA catalog is different, since the individual companies develop them.  

Developers should look for companies that provide services in the same geographic area as the work under study, and that provide personnel who would be qualified to perform the work.  Developers will find sources that include labor category descriptions easier to use, because then it is easier to match a category to the tasks required.  The descriptions will also allow developers to ensure that the type and level of personnel truly matches the work; the criteria for any given position often vary between companies.  

The goal of the market research is to find suitable sources for all of the requirements in the RD.  A single skill set may be able to complete the requirements of one, while another may require many skill sets.  The market research complexity will vary depending on the number of skills required and how common contracts for the function are.  A study that requires five skill sets -- such as graphic artist, photographer, audiovisual equipment operator, technical writer, and conference scheduler -- will require more research than a study that only requires two types -- such as a graphic artist and a photographer.  Studies that include unrelated job functions also increase the complexity of the research.  In these cases, developers may need to use a combination of sources and then assume that any contract would require either prime and subcontractors, or a contractor team to meet the requirements.  This leads to increased complexity in determining the appropriate contract rates.
A contract source is useful only if developers can determine labor rates from it.  For example, if the contract is a fixed-price lump sum for a large body of work, it will be almost impossible to use the fixed-price amount for the estimate.  The price is for a specified amount of work that is probably not equal to the amount of work included in the study that the developers must estimate.  The key is to obtain the common denominator of the fully burdened labor rate to apply to the level of effort in hours.
Once developers identify contract sources that provide hourly rates and which can perform the work defined by the RD, they will select the most appropriate sources.  The developers will determine appropriateness based upon the contractors’ available labor categories, qualifications, labor rates, and places of service.  

When choosing sources, there are advantages and disadvantages to each.  Existing contract sources may provide the most accurate rates, but the necessary labor rate information may be difficult or time-consuming to obtain.  Market surveys are also time-consuming and the information may not be as reliable as existing contracts, because they are not a binding statement of costs.  GSA’s rates are a fairly accurate prediction of cost and a relatively easy method to obtain information.  There are so many contracts under the GSA schedules, though, that it may be difficult for developers to narrow down the available information to that which is comparable to the work under study.  Department of Labor (DOL) Wage Determinations, as published under the Service Contract Act (SCA), are a reasonable source, but they cover only non-professional job functions and the rates require additional calculations (discussed in more detail below).  In addition, Service Contract Act rates are typically well below average commercial rates in high-cost metropolitan areas such as Washington, D.C.  Developers should, therefore, use Service Contract Act rates with caution and use them as a minimum, rather than a midpoint labor rate.

From the appropriate sources that they select, the developers then choose the best sources, basing their decisions on the similarity of the position description (where available) and skill sets to the RD tasks .  In other words, developers base their selections on the requirements described in the RD, rather than from any independent knowledge that they may have of the functions under study.  

When documenting the market research, the developers should provide, at a minimum, a list of the contracts that were available, which contract they used, the source of the information, information on the company, the period of the contract that provided the information, and the categories and labor rates used.
There is no formal requirement for the number of sources developers must obtain through market research; however, more sources will normally present a more accurate market picture.  Use of only one source is acceptable when a company already performs the work under study for a reasonable price, or when suitable sources are difficult to find.  Wherever possible, however, developers should use at least five separate sources for each labor category.  If developers are unable to locate five sources, they should document the sources they used and why potential contracts were unsuitable for the Private Sector Cost Estimate.  

Once the developers have completed their research, they calculate average labor rates from the sources that best fit the requirements in the RD.  They then apply these rates to the level of effort (labor hours) that they have previously determined.  In some cases (see below), the developers must further modify the rates before applying them.

D.4.3.3 Calculating Labor Costs

Burdened Labor Rates

Once developers obtain contract labor rates via their market research, they must determine if the rates are fully burdened (or loaded) rates or not.  “Burdened” means the hourly rate includes the total cost charged by the contractor for the hours worked.  Typically, these rates include base pay to the employee, fringe benefits (such as leave, holiday pay, and insurance), Federal Insurance Contributions Act (FICA) contributions, worker’s compensation, overhead, and profit.
Rates obtained from GSA schedules are normally fully burdened rates and need no further modification.  Rates obtained from existing contract sources may or may not already be loaded.  If the rates are not loaded, then the developers must determine how much to add to the basic pay rates to take fringe benefits, taxes, overhead, and profit into account.  These factors are typically available in the contract information.  If developers use Wage Determinations as a rate source, then they must also adjust the rates, first with a cost factor provided in the Wage Determination itself.  This factor is the “health and welfare hourly cost factor.”  The Wage Determination will also specify the number of required holiday/leave paid hours, but the developers must estimate and add other factors, such as overhead and profit.  

Locality adjustments

If labor rates are for a different geographic location than the work location required, the developers must adjust the rates with a locality factor.  These can be determined multiple ways depending on the localities.  Two possible options are the Office of Personnel Management wage adjustments (available from http://www.opm.gov/oca/).  By comparing the Federal wage adjustments for two areas, the developers can determine an approximately accurate adjustment for private sector rates.  For example, a company in Cleveland, Ohio provides a skill set (accounting, for example) that applies to a function under study in Washington, DC.  The company charges $25 per hour (loaded rate) for the work in Cleveland.  In order to determine an equivalent rate in Washington, DC, the developers look up the locality adjustments for the two cities, provided below:

	City
	Locality Adjustment

	Cleveland OH
	15.41%

	Washington DC
	17.50%


From this, they determine that an appropriate adjustment is to increase the Cleveland pay rate by 1.81% to $25.45 per hour.  The developers may correctly suspect that this adjustment is too low to reflect the true private sector differences in costs between the two areas.  

A second method of determining appropriate adjustments is to use a cost of living comparison.  Numerous cost of living calculators are available on the Internet, and developers should take care to check several before settling on an accurate assessment.  One of the better options is www.salary.com.  Information there comes from extensive salary surveys provided by people using the services of the site.  (However, be aware that self-reported income may be artificially inflated.)

From Salary.com, an entry level accounting position has the following pay in the two areas: 

	City
	Locality Adjustment

	Cleveland OH
	$41,339

	Washington DC
	$43,348


This gives a 4.86% adjustment factor, so the developers determine that a more appropriate increase is to $26.21.  

Clearly, it is much more beneficial and accurate to use rates that apply to the area where the studied functions are, rather than attempting to make a locality adjustment.  However, in some cases it may become necessary to adjust rates.

Labor Costs

After the developers complete any needed adjustments to the labor rates, they multiply the labor hours by the loaded labor rate for each level and type of position included in the estimate.  The total personnel cost in the Private Sector Cost Estimate is the sum of all such costs.  

Other Costs

If the Government will not provide materials or supplies, then the Private Sector Cost Estimate needs to include an estimate for these costs.  Typically, however, NIH furnishes materials for its studies and this calculation is not necessary.
Inflation

The Private Sector Estimate should provide a cost figure for each period of performance.  In order to determine the appropriate inflation, the periods of performance are needed.  These should be the same as what the Agency Cost Estimate uses and decided by the Contracting Officer.  All costs are inflated through the first period of performance unless labor rates were used that were based upon the first period of performance.  For example, if the first period of performance was in 2010, and rates taken from contract sources were current in 2010, then inflation is not necessary.  However, if the rates from the contract sources were for 2009, the developers will inflate them one year to reflect costs in 2010 accurately.
The developers inflate costs for the subsequent periods of performance according to Service Contract Act (SCA) rules.  Developers cannot inflate costs for tasks subject to the Service Contract Act in the option years because the minimum wage rates will be set by the Service Contract Act Wage Determination instead of a standard inflation factor.  The Service Contract Act may apply to all, some, or none of the work in a study.  The easiest way to determine if the work is subject to the Service Contract Act is to determine whether the work is professional or non-professional in the private sector.  “Professional” corresponds to personnel exempt from the Service Contract Act and “non-professional” corresponds to personnel who are non-exempt.  The Service Contract Act rules are more complex than this in some cases; if there are any questions, ask for the advice of the Contracting Officer.  
OMB bases the factors for inflation calculations upon the Federal Pay Raise Assumptions and publishes them for Circular No.A-76 cost comparisons regularly.  These factors also appear in the Agency Cost Estimate.  This ensures an equitable comparison of costs.  OMB updates the inflation factors on an annual basis and publishes them in the Federal register and on its web site.  

Contract Administration

COMPARE automatically computes contract administration costs and adds them to the Private Sector Cost Estimate at the time of the cost comparison.  The developers should not add contract administration costs to the Private Sector Cost Estimate.  For more information about contract administration costs, please see the Agency Cost Estimate Section of the guidebook. 

Approval

Once the Certifying Official reviews and approves the Private Sector cost Estimate, the Private Sector Cost Estimate Team seals it and submits it to the Contracting Officer, where it will remain sealed until the cost comparison.  
D.4.4 Reviewing the Cost Estimate

The Private Sector Cost Estimate Team will review the complete Private Sector Cost Estimate.  Below is a list of things that the Private Sector Cost Estimate Team should review before finalizing the Estimate.

· Performance Period Dates:  Ensure that the performance period dates match the dates provided by the Contracting Officer exactly.
· Level of Effort:  Evaluate the accuracy of the level of effort assigned to the work.  Whether the developers use the historical method or estimating method (described above), the labor hours should reflect a level of effort, including efficiencies and savings, that a reasonable private sector offeror could propose.  Verify that the level of effort tracks to the RD wherever possible, and that projections from historical levels reflect available efficiencies and savings.
· Labor Rates: Asses the accuracy of labor rates used in the Private Sector Cost Estimate.  Verify that Contractors identified in the Market Research can actually perform the work in the RD.  Also verify that the labor rates are not too high; contractors often use personnel with less experience (and hence lower pay) than Federal employees with comparable skill sets may have.  Verify that the rates accurately account for locality and other factors.
· Materials and Supplies:  Review the supporting documentation to ensure that all materials and supplies that will be necessary are included.  Also, ensure that no Government-furnished materials and supplies are included in the Private Sector Cost Estimate.
· Arithmetic: Check to ensure that the calculations are correct and complete.
D.4.5  Potential Pitfalls

· Do not break the firewall required between the private sector and the agency cost estimates.  If the firewall is broken, the integrity of the competition is at risk.  

· Do not produce an estimate that is unreasonable for the requirements included in the study.  Compare against known benchmarks whenever possible.
D.4.6 Lessons Learned/Best Practices

· The Certifying Official should be involved from the start of the development process, and should understand the estimate in detail in order to avoid any last-minute problems. 
· To ensure that the estimate is reasonable, the Private Sector Cost Estimate Team should include individuals who are not under study.

· Individuals reviewing the costs should use the work identified in the RD as the baseline for work requirements and not their individual perceptions of the work.

· Maintain tight control of cost estimate documents.  Only the certifying Agency Official and other developers of the estimate should have access.  Maintain access controls via password protection of electronic files. 

