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CHAPTER 2 ‑ CONTRACT MODIFICATIONS

SECTION 6 ‑ GOVERNMENT ESTIMATES

2.6.1  Introduction.  FAR 36.203 requires an independent Government Estimate be used to help establish reasonableness of price.  A formal Government Estimate is required for all proposed modifications involving $100,000 or more, including increases, decreases, or a combination of both.  TM 5-800-4 for military construction and ER 1110‑2‑1302 for civil construction contain detailed instructions for preparation of Government Estimates.  Cost Engineering Policy and General Requirements (ER 1110-1-1300), provide policy and guidance for cost estimating for all projects.  

2.6.2  Responsibility.  Government Estimates for all Engineering Division changes are the primary responsibility of Engineering Division.  Upon request of Engineering Division, Construction Division will provide any information, such as field conditions, which may affect the estimate. Unless the field Office provides input to Cost Engineering Branch personnel for estimation of impact costs and other indirect costs, such as, extended field overhead, EN will not normally include those factors in the Government Estimate.  Special circumstances may arise where estimates should be prepared by the Area/Resident Office.  In such circumstances, the Chief of Engineering Division shall coordinate and establish procedures with the Chief of Construction Division for preparation of the Government Estimate.  Government estimates for changes, modifications, and claims exceeding $100,000 may be prepared by the field office using a suitable format.  In this case, the Cost Engineer will be consulted or involved in the review process and the final approval of the estimate will be made by the Chief, Engineering Division or the Chief, Construction Division (as appropriate).  The Government estimate will be included  in the contract modification documentation and is subject to the approval of the Contracting Officer.  Depending on workload and availability of personnel the EN/cost engineer may participate in these negotiations.  Area/Resident Office personnel will prepare Government Estimates for field changes within the ACO's delegated authority.  If circumstances arise where it appears Engineering Division could best prepare the estimate, forward a request including complete information concerning the change through the Chief of Construction Division and Chief, Engineering Division, to Cost Engineering Branch, EN-E.

2.6.3   Revision.  The Area/Resident Engineer may revise the original cost estimate prepared by Engineering Division, if facts are revealed during negotiations that justify the revisions.  In these instances, explain the revisions in detail by revising sheets, adding sheets to the estimate, or by attaching explanatory notes.  It is not required to revise the complete estimate; however, the revisions must be logical and easily defined so personnel reviewing the estimate can follow the revisions.  The Government estimate is no longer required to equal or exceed the negotiated amount (for additive amounts, opposite for deletion).  It is imperative that the contract file demonstrates the Government has used good business judgment in reaching any negotiated amount.  (EFAR 36.203) The scope of the Government Estimate and the contractor's proposal concerning the items of work involved must be in agreement.

2.6.4  Modifications Under $100,000.  The preparation of Government Estimates in connection with modifications involving less that $100,000 is optional with the Contracting Officer.  The District's current policy is not to require a Government Estimate for modifications involving less than $100,000.  If a Government Estimate isn't necessary, the ACO must perform a cost analysis of the contractor's proposal breakdown to verify that it is equitable.  Signing and dating the contractor’s proposal shall signify the completion of a detailed review of the contractor's proposal.  If the contractor's breakdown is not sufficient to perform a cost analysis, either an appropriate breakdown must be obtained or a detailed Government estimate is necessary to determine acceptability of the proposal.  A Government Estimate is necessary to support issuance of a notice to proceed prior to agreement on price and time.  A Government Estimate is also necessary to support a unilateral modification regardless of the amount of the modification.

2.6.5  Modifications $100,000 or Over.  Modifications expected to involve $100,000 or over after negotiation, require the preparation of a Government Estimate, prior to initiation of negotiations. Comparing the contractor's proposal with the Government Estimate will help establish the reasonableness of price.  As a minimum, a preliminary Government Estimate must be prepared prior to NTP.  If it is impossible to prepare the Government Estimate prior to receipt of the contractor's proposal, document the contract file to indicate the circumstances preventing prior preparation of the Government Estimate.  The Government Estimate must be completely detailed in accordance with the following procedure:

            a.  Use the description and scope of work from the authorizing document and the revised or new specification and/or drawings outlining the change.

            b.  As necessary, the estimator should visit the job site to gain a thorough understanding of the work involved, including difficulties inherent in related in‑place work.

      c.  The estimator must determine the full extent of work involved in the change through coordination with Engineering Division, if applicable, and in‑place construction.  The estimate will address facilities to be removed, replaced, abandoned in place, and altered or deleted.  Include an evaluation of the effect of these changes on the estimate.  Also, determine the status of related procurement and shop fabrication of material and equipment that will be affected by the change.  This includes proposed disposition of the items of material and equipment made excess by the change, whether scrapped, salvaged and revised, retained by the contractor, or turned over to the Government.  Reflect the best interests of the Government concerning price, disposition, and possibility of future use of excess materials and equipment in the estimate.  In accordance with Engineering Regulation 700-1-1, report excess or surplus materials resulting from contract changes promptly.  These items must be screened, inventoried, and disposed of as applicable in accordance with existing regulations.  Do not make agreements to provide such materials to construction contractors prior to coordinating with the Supply Management Section, Logistics Management Office.

           d.  To aid in the preparation of the Government Estimate and the contractor’s proposal, discussions may be held with the contractor to develop the scope of work involved in the change.

            e.  Obtain an accurate quantity take‑off of material and equipment required for the change.

            f.  Consider the following other contributing factors in preparation of the estimate:  time of year; anticipated weather conditions; inside vs. outside work, including heating and lighting requirements; working hours per day or week, including premium pay; equipment required; obstructions; delays; occupied premises; availability of materials; special manufacture and shipping time; lost effort; acceleration; and deleted work.

            g.  After the above considerations have been established, listing and pricing of all the cost elements should follow.  Include as cost elements such items as:  expendable materials such as form lumber, oxygen, acetylene; supplies, such as pipe dope, welding rod, nails, paint thinner, special clothes, goggles, and tools allowance; freight, storage and handling; job site handling of material and equipment after delivery, such as unloading, warehousing, stockpiling, and issuing; and contractor's plant and equipment usage exclusive of original construction and cleanup.

            h.  Compute labor rates to include a basic rate as established by local organizations, overtime, supervision, travel and insurance, and welfare and other fringe benefits where applicable.  Identify labor by man-hours, if practical.  Exercise care in applying a markup to direct labor.  Such labor additives as social security,

unemployment benefits and workmen's compensation are limited in their application.  Factual information as to these items including applicability of state laws, should be developed, utilized and applied only to basic labor rates excluding travel, subsistence, welfare, health, union and other benefits.

            i.  Base allowance for performance and payment bonds upon the actual cost of the bonds and the total contract to date including the proposed change.

            j.  Show prime contractor costs and subcontractor's cost individually and summarize on the recap sheet.

            k.  Periodically review estimates and percentages for contractor overhead and other markup features as necessary to assure that they reflect existing conditions.

            l.  Consider state and local tax regulations where applicable.

            m.  The totals appearing in "Labor" and "Material" columns may be rounded to the nearest dollar with sums over $.50 being raised to the next dollar.

            n.  (1)   Periodically review equipment rental rates and ownership rates to insure that estimated hourly rates reflect the average number of hours the equipment is actually being worked regularly each week.  When the contractor's plant and equipment become a factor in any determination of a contract price adjustment, compute the ownership and operating expense in accordance with either (1) EP 1110-1-1-8, the applicable "Construction Equipment Ownership and Operating Expense Schedule”, or (2) the audited hourly ownership and operating rates.  

             (2) The special clause, AN EQUIPMENT OWNERSHIP AND OPERATING EXPENSE SCHEDULE, is now required in all stateside construction contracts.  Exhibit 2‑6A to this section provides general guidance to aid contract administration personnel in indirect and direct costing of marine and construction equipment in modifications on contracts.  Contracts in Central and South America do not use the Corps cost guide.  

            o.  Allowance for contingencies must be carefully evaluated and, if included in the estimate, must be explained in detail.

            p.  All estimates for modifications will contain a determination as to whether a time extension is justified and the extent of any time extension will be determined by analyzing the currently approved construction schedule.  If the time extension is the basis for additional costs, show the relationship and amount of cost.  Do not include extended overhead costs for changes to be performed concurrent with the contractor’s own delays or for delays under the Default clause.

2.6.6  Cost Records.  Field offices should establish and maintain a record of material costs, construction equipment rates, labor rates and work units on a current basis as a ready reference for estimating.  Explore all possible sources for beneficial data.

Stored material invoices are an excellent source.

2.6.7  Acceleration vs. Expediting.  Acceleration is extra effort to meet the original contract completion date, i.e., to eliminate an extension of time otherwise due for changes or excusable delays encountered.  In changes where acceleration is attributable to the extra effort expended by the contractor to comply with an acceleration order, it shall be clearly identified in the Government Estimate.  See Exhibit 2‑6B, Acceleration.  Do not confuse "Acceleration" with "Expediting".  Expediting is requiring a completion date prior to the contract completion date and is not permitted without approval of the Head of the Agency, except that the Contracting Officer may expedite a completion date if no additional costs are incurred (DFARS 236.270).

2.6.8  Impact Costs.  Perform an analysis of impact of the change on the contractor's operation.  The basic rule is to compare cost and time requirements before the change to those after the change.  Refer to paragraph 14.7 of EI 01D010 for further discussion of impact consideration.  Avoid inclusion of questionable impact costs in the initial Government Estimate unless each impact cost been justified.  If the analysis reveals that the change results in negative impact costs, i.e., an increase in productivity; discounts for originally required materials, etc., the negotiator should take this into consideration during proposal review and negotiations.   See further cautions about including impact costs in Chapter 2,Section 4, paragraphs 2.4.12, d and e.  Also note Exhibit 2‑6C,  "Impact on the Unchanged Work" and "Dealing with Impact".

2.6.9   Determination of Allowable Profit.  A reasonable profit for a given contract and contractor depends on a number of items.  Evaluate all factors against job conditions and weigh accordingly.  In preparing Government Estimates where profit is negotiated as an element of price, with either a prime or subcontractor, negotiate or determine reasonable profit for each procurement action by using the   weighted guidelines method of profit determination (EFARS 15.404-73-100), as noted in Exhibit 2‑6D.  No profit is allowed on suspension of work or delays prior to issuance of NTP (treated as a suspension of   work).

2.6.10   Allowable Overhead.  The Government Estimate must consider equitable overhead costs or credits, if affected by the change.  Two types of overheads are normally considered in pricing modifications.  These are increases or decreases in General and Administrative (G&A) overhead and increases or decreases in job overhead expenses.

            a.  Field or job overhead expenses are those costs incurred on the job site for the contract or charged directly to the contract but not readily chargeable to individual work items.  Some home office expenses might be charged directly to a contract.  When a contractor charges out certain home office expenses to an individual contract, it's important to insure that those categories of costs are eliminated from the G&A expense pool to avoid duplication.  For example, if the Network Analysis System (NAS) costs are charged directly to the contract, all NAS home office costs will then be eliminated from the G&A cost pool.  The estimator should be careful to consider only those job overhead expenses affected by the change.  Certain supervisory personnel expenses are already included in the contract price.  Unless the contractor's actual expenses are increased, the Government has already paid for those expenses.  The Chief of Engineers has explicitly instructed that the use of unchanging, flat field overhead percentages is prohibited.  Before allowing extended job overhead costs, the estimator must consider and eliminate those extra expenses the contractor would have incurred due to his own concurrent delays or other non‑Government caused, concurrent delays (excusable delays under the Default clause, etc.).  See Exhibit 2-6E for example of analyzing field overhead.

            b.  G&A expenses generally cover the indirect costs of maintaining home and branch offices.  Per FAR 31.203, overhead costs must be consistently applied throughout the contractor's accounting system.  This also means G&A must be consistently applied throughout the contract.  The G&A overhead is normally charged to each contract as a percentage of job costs in the contractor's accounting system. Therefore, deductive changes must be treated like increase changes.  If G&A percentage is consistently charged for each increase, a like credit must be provided for deductive changes, which reduce the job cost base.  The G&A overhead rate is normally expressed as a percentage of job costs (direct and indirect).  It's normally based on a ratio of allowable (see FAR 31.2 for allowable costs) home and branch office costs divided by total costs for all contracts (often referred to as "cost of sales").  The theoretical G&A rate is based on the contractor's current fiscal year.  However, in practice, the latest whole fiscal year cost data is often used to develop the G&A rate, unless that data is not a reasonable representative of the current fiscal year situation.  Alternatively, the contractor may propose to charge direct home office costs to a change order.  This may be appropriate if this is how the entire job, including each change, is charged in the contractor's accounting system.  If the contractor's accounting system normally charges a G&A percentage to each contract, the contractor may be duplicating costs by charging directly to changes or certain changes.  Again, the key to application of G&A is consistent application per FAR 31.203.  

            c.  Daily G&A costs.  Another type of overhead increasingly proposed by contractors is "unabsorbed home office overhead," sometimes incorrectly titled  "extended home office overhead" costs.  This will usually appear as a daily home/branch office overhead rate, computed by the "Eichleay Method" or other similar formula.  As a general rule, unabsorbed overhead doesn't apply to construction contract changes.  It may apply to extended periods of suspension, in unusual circumstances.  Do not allow this type of overhead without first consulting CD for applicability.  The estimator should normally apply G&A percentage rates in the Government Estimate.  Exhibit 2‑6F provides a detailed discussion on unabsorbed overhead.

2.6.11  Preparation.  Prepare the detailed estimate on CESAM Form 69.  Show cost of all labor, material, equipment, subcontract work, impact on changed and unchanged work, if any, overhead, profit, bond, and, where applicable, gross receipt tax.  Summarize the estimate by CLIN on CESAM Form 68.  This form is commonly referred to as the "Cover Sheet" for the Government Estimate; but it is the full extent of the Government Estimate furnished to SAD in support of most modifications.  It must be complete and correct.  The estimator shall sign the estimate above his or her name as provided at the top of SAM Form 68.  The checker will initial above his or her name.  Attach the detailed estimate behind CESAM Form 68.

2.6.12 Adjustment.  Should it become necessary to adjust or revise a Government Estimate because of additional facts disclosed during negotiations, do not completely redo the estimate.  It will suffice to line out the incorrect figures, insert the correct figures, and footnote the correction with explanatory remarks.  The estimator shall initial and date the corrections.

2.6.13 Approval.  In connection with the ACO authorities, Area/Resident Engineers are delegated authority to approve Government Estimates within and up to their designated monetary limit as indicated in each contract.  The Area/Resident Engineer is also delegated authority to approve a Government Estimate exceeding his authority when the change is settled within the authority limit.  If the change involves more than the ACO designated amount, or involves clauses other than those delegated to the ACO, the Office Engineer/Resident Engineer shall sign the "Submitted By" signature block on CESAM Form 68, the Area/Resident Engineer shall sign the "Recommended By" and leave the "Approved By" block blank.  CD‑M will insert the “Approved By” signature line based upon availability of appropriate personnel.  See Exhibit 2-6G for sample Government Estimate coversheet and detail sheet.

2.6.14  Interest Calculations in Government Estimates.  When Contract Disputes Act interest is applicable, add a separate computation to the Government's estimate after settlement of the total price.  Include a separate CLIN on CESAM Form 68 and Standard Form 30 for interest.  

2.6.15  Safeguarding Government Estimates.  Government Estimates of cost are of a confidential nature and shall be safeguarded and appropriately protected by "FOR OFFICIAL USE ONLY" (FOUO) cover sheets, DA Label 87, prior to acceptance of the contractor's proposal.  Stamp or mark all sheets comprising the estimate "FOR

OFFICIAL USE ONLY" in bold letters at least 3/16 inches in height near the bottom of the page.  Store and handle the estimate in accordance with AR 340‑17.  Government Estimates are required on changes involving $100,000 or more.  Cancel the FOUO designation upon acceptance of the contractor's proposal.  Normally, cancellation occurs when the modification is given to the ACO or Contracting Officer for signature.  Cancellation is accomplished by a GS‑8 or above affixing his or her signature, date and office symbol appropriately under the following statement placed on the cover sheet of the Government Estimate (SAM Form 68):  "Protective marking cancelled upon agreement between Government and Contractor as to price."  Line out all FOUO markings.  Destroy non-record copies of FOUO documents.
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