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OCE WEIGHTED GUIDELINES METHOD FOR DETERMINING PROFIT

  2.6D.1.  Use of Weighted Guidelines in Connection with Determining
  Fair and Reasonable Profit for Fixed‑Price Construction Contracts 

  and Modifications.  In preparing Government estimates and/or where

  profit is negotiated as an element of price, either prime or

  subcontractor, a reasonable profit shall be negotiated or determined

  for each procurement action by using the following procedure as a

  guide:

     Factor                     Rate          Weight          Value
  Degree of Risk                 20

  Relative Difficulty of Work    15

  Size of Job                    15

  Period of Performance          15

  Contractor's Investment         5

  Assistance by Government        5

  Subcontracting                 25                                 
                                100                                %

  2.6D.2.  Based on the circumstances of each procurement action, each

  of the above factors shall be weighed from .03 to .12 as indicated

  below.  The value shall be obtained by multiplying the rate by the

  weight.  The value column when totaled indicates the fair and

  reasonable profit percentage under the circumstances of the

  particular procurement.

      a.  Degree of Risk.  Where the work involves no risk or the

  degree of risk is very small the weighting should be .03; as the

  degree of risk increases the weighing should be increased up to a

  maximum of .12.  Lump sum items will have, generally, a higher

  weighed value than unit price items for which quantities are 

  provided.  Other things to consider:  the portion of the work to

  be performed; reasonableness of negotiated costs; amount of labor

  included in costs; whether the negotiation is before or after

  performance of work; etc.

      b.  Relative Difficulty of Work.  If the work is most difficult

and complex the weighting should be .12 and should be proportionately reduced to .03 on the simplest of jobs.  This factor is related, to some extent, with the degree of risk.  Some things to consider:  the nature of the work; by whom it is to be done; where; what is the time schedule; etc.

      c.  Size of Job.  All work not in excess of $100,000 shall be

  weighted at .12.  Work estimated between $100,000 and $5,000,000

  shall be proportionately weighted from .12 to .05.  Work from

$5,000,000 to $10,000,000 shall be weighted at .04 and work in excess of $10,000,000 at .03.

      d.  Period of Performance. Jobs in excess of 24 months are to be

  weighted at .12. Jobs of lesser duration are to be proportionately

  weighted to a minimum of .03 for jobs not to exceed 30 days.

  Although EFARS provides that no weight is to be allowed where

  additional time is not required, an Engineers Board of Contract

  Appeals has ruled that a weight can be assigned for this element if

  the changed work requires more time than the originally specified

  work, even if interim or final completion dates are not extended.

      e.  Contractor's Investment.  To be weighted from .03 to .12 on

  the basis of below average, average or above average.  Things to

  consider: amount of subcontracting; mobilization payment item;

  Government‑furnished property; method of making progress payments;

  etc.

      f.  Assistance by Government.  To be weighted from .12 to .03 on

  the basis of average to above average.  Things to consider:  use of

  Government‑owned property; equipment and facilities expending

  assistance; etc.  For average Government assistance, use .12.

      g.  Subcontracting.  To be weighted inversely proportional to the amount of subcontracting.  Where 80% or more of the work is to be subcontracted, the weighting is to be .03 and such weighting

  proportionately increased to .12 where all the work is performed by

  the contractor's own forces.

  2.6D.3.  When considered necessary because of unusual circumstances

  or local conditions, the range of weight may be increased to an

  upper limit of .15 if supported by adequate justification and

  approval of the Division Engineer.

  2.6D.4
Facilities Capital Cost of Money (FCCM).  If the contractor proposes FCCM in a change proposal, it may be allowable as an element of cost.  However, the profit objective and profit allowed must be reduced by the lesser of one percent of total cost or the allocation of the contractor’s cost for having its assets committed to the performance of a specific contract.  See Exhibit 2-6D, pages 6-8, for details.  FCCM must normally have been verified through a recent audit before allowing it.  DO NOT ALLOW FCCM AS A COST ELEMENT WITHOUT THE OFFSET IN PROFIT.

  2.6D.5.  SAM Form 828, Reasonable Profit on Fixed‑Price Construction

  Contracts, and charts for Weighted Guideline Profit Determination

  for size of job, period of performance, and subcontracting, are

  included in this exhibit.

REASONABLE PROFIT ON FIXED-PRICE CONSTRUCTION CONTRACTS

	PROJECT:   
	
	
	
	

	LOCATION: 
	
	
	DATE
	

	Fair and Reasonable profit on fixed price construction contracts and modifications
	
	
	
	

	FACTOR                                                             
	WEIGHTED
	RATE
	WEIGHT
	VALUE

	
	
	
	
	

	Degree of Risk
	.03 to .12
	20.00%
	
	

	  (Where the risk is very small weighting should be .03)
	
	
	
	

	
	
	
	
	

	Relative Difficulty of Work 
	.12 to .03
	15.00%
	
	

	(If work is most difficult and complex the weighting should be .12)
	
	
	
	

	
	
	
	
	

	Size of Job
	
	
	
	

	100,000 to 5,000,000
	.12 to .05
	15.00%
	
	

	5,000,000 to 10,000,000 
	.04
	4.00%
	
	

	(Work not in excess of $100,000 shall be weighted at .12)
	
	
	
	

	(Between $100,000 and 5,000,000 from .12 to .05)
	
	
	
	

	($5,000,000 to 10,000,000 at .04 and in excess of $10,000,000 at .03)
	
	
	
	

	
	
	
	
	

	Period of Performance
	.12 to .03
	15.00%
	
	

	(Jobs in excess of 24 mos. are to be weighted at .12)
	
	
	
	

	
	
	
	
	

	Contractor's Investment
	.12 to .03
	5.00%
	
	

	(.03 to .12 on the basis of below average, average and above average)
	
	
	
	

	
	
	
	
	

	Assistance by Government
	.12 to .03
	5.00%
	
	

	(.12 to .03 on the basis of average to above average)
	
	
	
	

	
	
	
	
	

	Sub Contracting
	.03 to .12
	25.00%
	
	

	   (80% or More .03)
	
	
	
	

	(To be weighted inversely proportional to the amount of subcontracting)
	
	
	
	

	
	
	100.00%
	
	


SAM FORM 828

Previous Editions are Obsolete

JUL 82 (REV) 

                WEIGHTED GUIDE LINE PROFIT DETERMINATION
  SIZE OF JOB:

                            FACTOR                             FACTOR
  $     0      $  100,000   0.120    $3,000,000   $  100,000   0.077

     100,000      200,000   0.119       100,000      200,000   0.076

     200,000      300,000   0.117       200,000      300,000   0.074

     300,000      400,000   0.116       300,000      400,000   0.073

     400,000      500,000   0.114       400,000      500,000   0.071

     500,000      600,000   0.113       500,000      600,000   0.070

     600,000      700,000   0.111       600,000      700,000   0.069

     700,000      800,000   0.110       700,000      800,000   0.067

     800,000      900,000   0.109       800,000      900,000   0.066

     900,000    1,000,000   0.107       900,000    4,000,000   0.064

   1,000,000      100,000   0.106     4,000,000      100,000   0.063

     100,000      200,000   0.104       100,000      200,000   0.061

     200,000      300,000   0.103       200,000      300,000   0.060

     300,000      400,000   0.101       300,000      400,000   0.059

     400,000      500,000   0.100       400,000      500,000   0.057

     500,000      600,000   0.099       500,000      600,000   0.056

     600,000      700,000   0.097       600,000      700,000   0.054

     700,000      800,000   0.096       700,000      800,000   0.053

     800,000      900,000   0.094       800,000      900,000   0.051

     900,000    2,000,000   0.093       900,000    5,000,000   0.050

   2,000,000      100,000   0.091     5,000,000   10,000,000   0.040

     100,000      200,000   0.090       OVER      10,000,000   0.030

     200,000      300,000   0.089

     300,000      400,000   0.087

     400,000      500,000   0.086

     500,000      600,000   0.084

     600,000      700,000   0.083

     700,000      800,000   0.081

     800,000      900,000   0.080

     900,000    3,000,000   0.079

          PERIOD OF PERFORMANCE
                                                        FACTOR
          OVER  24  MONTHS   ‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑   0.120

          23 TO 24  MONTHS   ‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑   0.116

          22 TO 23  MONTHS   ‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑   0.112

          21 TO 22  MONTHS   ‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑   0.109

          20 TO 21  MONTHS   ‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑   0.105

          19 TO 20  MONTHS   ‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑   0.101

          18 TO 19  MONTHS   ‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑   0.098

          17 TO 18  MONTHS   ‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑   0.094

          16 TO 17  MONTHS   ‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑   0.090

          15 TO 16  MONTHS   ‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑   0.086

          14 TO 15  MONTHS   ‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑   0.082

PERIOD OF PERFORMANCE continued
          13 TO 14  MONTHS   ‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑   0.079

          12 TO 13  MONTHS   ‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑   0.075

          11 TO 12  MONTHS   ‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑   0.071

          10 TO 11  MONTHS   ‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑   0.068

           9 TO 10  MONTHS   ‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑   0.064

           8 TO  9  MONTHS   ‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑   0.060

           7 TO  8  MONTHS   ‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑   0.056

           6 TO  7  MONTHS   ‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑   0.052

           5 TO  6  MONTHS   ‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑   0.049

           4 TO  5  MONTHS   ‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑   0.045

           3 TO  4  MONTHS   ‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑   0.041

           2 TO  3  MONTHS   ‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑   0.038

           1 TO  2  MONTHS   ‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑   0.034

          UNDER 30 DAYS      ‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑   0.030

          SUBCONTRACTING
                                                        FACTOR
          80%  OR  MORE   ‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑   0.030

          70%  TO  80%    ‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑   0.042

          60%  TO  70%    ‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑   0.055

          50%  TO  60%    ‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑   0.068

          40%  TO  50%    ‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑   0.080

          30%  TO  40%    ‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑   0.092

          20%  TO  30%    ‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑   0.105

          10%  TO  20%    ‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑   0.118

           0%  TO  10%    ‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑   0.120


REDUCTION OF PROFIT OBJECTIVE


FOR


FACILITIES CAPITAL COST OF MONEY


(FCCM)
1.  References:

*     FAR 15.404-4, 31.205-10

*     DFARS 215.404-71-3

*     EFARS 15.973

2.  General.

    Facilities Capital Cost of Money is an important cost 

determined by applying a cost-of-money rate to the net book

value of tangible and intangible capital assets which are

employed in contract performance.  This cost is an imputed 

cost attributable to all contractors without regard as to

whether the contractors' assets were acquired through equity

or borrowed capital.  "Cost of Money" is not a form of 

interest on borrowing, but rather an element which

represents an allocation of the contractor's cost for having 

his assets committed to the performance of a specific contract.

3.  Department of Defense Profit Off-Set Policy.

    a.  DFARS 215.404-71-3 requires an offset to the pre-negotiation

profit objective based on 1% of the total job cost or the cost of facilities capital dollar amount whichever is less.

    b.  This adjustment is needed for the following reason:

The values for the profit factors used in the weighted guidelines method were adjusted to recognize the shift in facilities capital cost of money from an element of profit to an element of contract cost (FAR 31.205-10) and reductions were made directly to the profit factors for performance risk.  In order to ensure that this policy is applied to all DOD contracts which allow facilities capital cost of money, similar adjustments shall be made to contracts which use alternate structured approaches.  (i.e. COE Weighted Guidelines Method).

4.  Allowability as a Cost. 

    Whether or not the contract is otherwise subject to CAS (Cost Accounting Standards) the cost of money is allowable if:

    a.  It is calculated and allocated to contracts and vested in accordance with FAR 31.205-10 and 30.417.  Normally, require a recent audit verifying the calculation.

    b.  The contractor maintains adequate records to demonstrate compliance with this standard.

    c.  Included in the capitalized cost that provides the basis for allowable depreciation and/or amortization of assets.

    d.  And it is not simply the contractor's actual interest cost.

5.  Example:  Calculation of Factors
                                Project Pool     G&A Pool
Gross Assets         (A) $14,500,000    $78,900,000

Accumulated Deprec.  (B) - 8,400,000    -45,700,000 (Includes owned equip)

Net Book Value       (C) $ 6,100,000    $33,200,000 (Excludes owned equip)

Sec'y of Treasury    (D)      x 9.0%         x 9.0%

Interest Rate   

Cost of Money to     (E)     549,000      2,988,000

Be Allocated

Allocation Base:     (F)  28,000,000      1,188,563 (Excludes owned equip)

Total Cost of Sales

Cost of Money Factor* (E/F)  0.01961        0.00251 

        (A), (B), (C) average values for the year

        (D) FAR 30.414-40 (b).  Published every 6 months.

        *Appendix A to FAR 30.414 requires 5 decimal places.

6.  Application of Factors
Total Project cost (or cost of modification)

Direct equipment                        $300,000 (Owned)

                                          30,000 (Rented)

Direct labor                             200,000

Direct materials                          50,000

Subcontract Costs                        110,000

Field Overhead                            39,500

G&A                                       12,368

Bond                                       6,822
           Total Job Cost                748,690

Less Owned Equipment                     300,000*
                                        $448,690

*Note:  If the cost of the work being priced includes equipment and that equipment is priced based on the Equipment Ownership and Operating Expense Schedule, cost of facilities capital will already be included in the equipment rates.  Do not calculate FCCM on equipment when the rates from the Schedule are used.  If actual cost for equipment is used, no adjustment is needed.

G&A Allocation:

    Total Cost                           448,690

    CFC factor                           x.00251
                                                      $1,126

Project Allocation:

     Total Cost                          448,690

     CFC factor                          x.01961         

                                                      $8,799 

1.  Total CFC applicable to action                    $9,925*

2.  1% off-set x $748,690                             $7,487**

*  Add to cost after profit is applied.

** Reduce  Profit by lesser of 1. or 2.

Profit:  Say 8% x $748,895= $59,895

         Reduction            7,487
             POM Profit     $52,408

Summary for POM:

     Total Job Cost         $748,690

     CFC (1.)                  9,925

      Profit               52,408
           Subtotal Before                                              POM Bond         $811,023

Note:  The allocation base, direct job or project costs, must be consistent with the method used to allocate the cost.  Thus, in this example, the allocation base was total job or project costs. The factor was then applied to the amount negotiated that represents the amount the total job or project costs would increase as a result of this negotiation.

(Field Overhead Example Continued)

Analysis               Four Months Costs Segregated by Type Behavior
                       Fixed   Variable  One-Time     Semi

                                                      Variable
Mobilization                              $120,000

Salaries               $52,000

Payroll Tax/Insurance   15,000

Rent                     8,000

Misc & Supplies                 $ 4,400                            

                       $75,000  $ 4,400   $120,000     $   0

· Direct Cost to Date: $410,000   

· Salaries are running on-schedule and consistent with as-bid conditions.  Miscellaneous and supplies are fairly consistent with budget.

Conclusion:

  1)  Field overhead with no time extension:

      $  4,400 x 100% = 1.07%          Say 1.1% of direct costs.

      $410,000

  2)  Field overhead with compensable time extension:

· Allow 1.1% of direct costs.  Also allow extended field overhead for the compensable portion of the time extension.

· Extended field Overhead = $18,750 x 1 month = $625/day

                                   1 month   30 days

· Allow 1.1% of direct costs plus $625/day time extension

 for field overhead.

NOTE:  "Compensable" means that the Government is exclusively responsible for the time extension, after deducting concurrent delays or contractor delays.  When both parties are responsible for a percentage of a delay period (e.g. 100 days delay; Government caused 45% of the delay; Contractor caused 55%, etc.), prorate the number of days to obtain number of compensable days. 
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