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GUIDANCE


CONSTRUCTION EQUIPMENT COSTS


IN MODIFICATIONS

2.6A.1.  References:



a.  FAR, Part 31.105, Contract Cost Principles and Procedures for Construction and Architect - Engineer Contracts.



b.  FAR, Part 31.205-36, Rental Costs.



c.  EFARS, Part 31.105,.



d.  EP 1110-1-8, Volume 3, Construction Equipment Ownership and Operating Expense Schedules, Region III (September 1997).

2.6A.2.  This guidance is a summary of the major policies prescribed in the above references to aid field office personnel in properly costing owned or rented marine and construction equipment in modifications.  Stateside contracts must contain a Special Clause, entitled:  EQUIPMENT OWNERSHIP AND OPERATING EXPENSE SCHEDULE, for use when actual ownership or operating expenses cannot be determined.

2.6A.3.  Contracts in Central and South America don't ordinarily contain the special clause.  Contractors there often include equipment depreciation and repair costs in their indirect (G&A) overhead rates. Central America field offices should be alert to this in the event contractors include equipment ownership and operating costs in the direct cost portion of proposals.  Avoid duplication by examining the overhead cost pool before accepting proposed overhead rate or equipment rates.

2.6A.4.  Contractors commonly account for such items as equipment depreciation, interest payments on loans, home office repair shops, major overhauls and repairs, small tools for mechanics, etc., in their overhead cost pools.  This is perfectly legal and proper for normal business purposes.  FAR part 31 also recognizes this practice

(although not all costs are allowable, e.g. interest) unless a predetermined schedule of construction equipment use rates is used.  Contractors usually include such costs in their proposed overhead for Corps contracts, just like they do for private work and on work for the Air Force and Navy.

2.6A.5.  FAR 31.105 states, "Actual cost data shall be used when such data can be determined for both ownership and operating cost for each piece of equipment, or groups of similar serial or series equipment from the contractor's accounting records." 

2.6A.6.  FAR states that when actual costs cannot be determined, predetermined rates may be specified.  EFARS Part 31.105 prescribes the use of the Corps Schedule when the contracting officer can't determine actual cost data for both ownership and operating costs from the contractor's accounting records.  The Corps schedule is applicable for all stateside construction contracts.  Contractors can seldom account accurately for actual equipment costs.  Consequently, the schedule is most often required for costing owned construction equipment in modifications.   

2.6A.7.  When the schedule is used, FAR requires that all costs included in the cost rate schedule must be identified and eliminated from the contractor's other direct and indirect proposed costs.  All costs removed from the indirect (G&A) pool should be added to the "total cost of sales base"; (see below), when computing the adjusted overhead rate for Corps construction contracts.  Field office personnel should always require the contractor to submit a cost breakdown and basis for computing overhead, since many equipment costs are usually included in the numerator and not in the denominator, as proposed by the contractor.  Below is the formula most often used to calculate G&A.

G&A rate= X% of home office cost pool+Branch or Div office pool x 100%

                total cost of sales of Branch or Div

         Where X = share of home office costs allocated to the             branch or division

If the G&A rate is not adjusted, costs will be duplicated between direct hourly rates and overhead.  Below is the adjusted formula:

Adjusted G&A rate = same as above less equipment costs x 100%
                    same as above plus equipment costs

2.6A.8.  This is the most common cost duplication proposed by contractors.  In fact, even if they cite a recent DCAA audit as the justification for their proposed G&A rate, likely it has not been adjusted to remove equipment costs from the overhead pool.  This is due to several reasons.  DCAA auditors primarily audit Defense contractors on non-Corps contracts.  For contracts other than COE, stateside construction, there most likely will not be an equipment cost guide used as the basis for equipment pricing.  Unless specifically alerted in the request for audit or technical analysis that the cost guide may be applicable, DCAA auditors often fail to eliminate equipment costs from the home office overhead pool.  We recommend field offices inform the auditor that the COE cost schedule is in the contract.  When asking DCAA auditors for recent or current audited G&A rates, confirm whether the auditor removed all equipment costs from the overhead pool.  Also, ask for a copy of the G&A work papers whenever you use another audit as a source.

2-6A-9.  The ownership costs developed in the schedule consist of allowances for depreciation and cost of facilities capital (CFC).  The rates consider purchase price (less tires), freight, sales or import tax, and salvage values.  See page 2-2 of the schedule for a full explanation.  Most marine equipment is custom built.  Appendix H of the Schedule provides methodology to compute ownership and operating cost rates for marine equipment.

2.6A.10.  The following allowable, indirect costs have not been included in the rates and may be considered in the G&A cost pool or as job overhead costs (but not in both):

· License fees,

· Property taxes,

· Storage,

· Insurance costs.

2.6A.11.  The following allowable costs have not been included in the rates.  An allowance may be considered in overhead or directly to a piece of equipment (but not in both):

· Job-site security,

· Inspection fees,

· Record-keeping,

· Mechanics training,

· Highway permits.

2.6A.12.  Unless a new piece of equipment must be mobilized or a compensable time extension results from the change, most of the costs in paragraphs 10 and 11 will not be increased or decreased by the change and should not be considered, except, perhaps in the G&A pool.

2.6A.13.  Contract administration personnel are reminded to subtract original equipment tire costs from the equipment acquisition cost, when calculating an ownership rate.

2.6A.14.  The schedule operating cost rates include allowance for the following (see EP 1110-1-8, pages 2-4 to 2-7):

· Fuel (including fuel storage tanks and pumps),

· Filters, oil, grease (FOG)*,

· Repairs and maintenance (including major overhauls)**,

· Tire wear and repairs (including original equipment tires).

*  FOG includes cost of wages, fringes, service trucks and other equipment cost, for fueling, greasing, and servicing, taxes for materials, except that an oiler may be separately proposed for certain cranes, draglines, hydraulic excavators and shovels.

** These cost include:

· Mechanics labor and supervision,

· Repair parts and supplies,

· Service trucks and other equipment used during M&R

 operations, plus tools,

· Supporting facilities, such as field and main office

 repair shops, shop overhead, parts, supplies

             inventory, and outside specialties services, such as                  machine shops.

2.6A.15.  Contract Administration personnel should eliminate any of the above costs, if duplicated in the proposals.  Adjustments to the schedule rates may be necessary due to equipment age, number of hours per week used, or actual purchase price in accordance with instructions in the schedule.  The schedule also includes standby costs.

2.6A.16.  Equipment ownership or standby costs are only allowable for equipment in sound, working condition (FAR 31.105).  This also applies to rental equipment.  For instance, if rental equipment is charged by the month, adjustments must be made for pieces of equipment out of service for longer than routine service.

2.6A.17.  Reasonable costs of renting construction equipment are allowable, with certain restrictions (FAR 31.105).  Servicing costs, FOG, fuel, etc., if not included in the rental agreement, are allowable.  Costs for major repairs and overhaul of rental equipment are unallowable.  They should be included in the rental cost.  Equipment sold and leased back cannot exceed the ownership rates from the schedule (FAR 31.205-36).  Charges in the nature of rent for equipment between any divisions, subsidiaries, or organization under common control are allowable, to the extent that they don't exceed the normal costs of ownership, provided that no part of the costs shall be duplicated.  For instance, overhead and profit for the subcontractor or contractor renting from their affiliate are already included in the "rental" rate and should not be duplicated at the same level (FAR 31.205-36).

2.6A.18.  Cost for equipment rented from an affiliate at rates normally charged to non-affiliates are allowable provided that the affiliate normally leases to the public and also provided that the rates are reasonable, e.g., when compared to other rental sources, compared to owned equipment rates with markup applied, etc.  Do not duplicate costs such as markup already included in the rental rate (FAR 31.205-36).
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