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One of the most common concerns
expressed during proposal preparation
is, “What is the right price?” This is a
difficult question to answer in the
abstract because the final pricing is
the culmination of every single factor
that goes into proficient contract
performance—every variable, every
error, every stroke of luck (good or bad),
and every efficiency or lack thereof.
It assumes the final outcome of every
risk and assumes a positive
			
customer relationship 		
			
throughout performance.
			
Easy, right?
A useful tool to document the elements of
pricing decisions is the “basis of estimate”
(BOE). Through the use of checklists, standards, reliable data, rationale, and other
techniques, it provides the means to calculate a high-confidence number that provides
the answer to two critical questions: first,
can you perform the work at that number,
and second, can you win the work in a
competitive environment with that number?
Certainly you want it to withstand an audit,
if one is conducted, but more importantly
to the small business owner, you want to
know whether you will lose your shirt by
winning the contract!
Many small businesses that have grown
up under commercial pricing practices and
under the Uniform Commercial Code as
the governing body of law are fearful of
engaging in government business because
of the many unknowns. Pricing is just one
of them. Using proven tools and techniques
with a scaled version of a BOE, however,
a company can submit a bid or proposal
with confidence that yes, you can perform
effectively at that number; yes, you can win
at that number; yes, you can pass an audit;
and yes, you can make a reasonable profit at
that number.
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What is a BOE?
The BOE provides the elements and the
rationale of every component of the final
price. It provides credibility in the numbers
through a detailed justification and analysis
based on the best data available. It is often
a required component of a cost proposal
and provides the government with enough
information to determine if your price is, in
fact, reasonable for the effort, and reasonable when reflected against your method
for accomplishing the work. Even though
the BOE is not typically submitted with a
response to an invitation for bids, it should
still be prepared and documented in a formal
fashion. Too many contractors have gotten
into trouble with a “back of the envelope”
approach to pricing; or worse, relying on
tried and true commercial pricing practices
that do not consider all of the costs that
might be incurred in a government arena.
The detail of the BOE should be scaled to
the size of the project. For small projects,
there is a temptation to skip it altogether,
but that would be foolish. Use templates
and checklists. Use a compliance matrix.
Make sure that all of the OSIF (“Oh, shucks,
I forgot”) items have been captured. It must
be detailed enough to give confidence to
the proposal manager or business owner,
be able to withstand the possibility of a
government audit, and be useful to you during fact-finding and negotiations. It should
also be subject to proper internal management reviews and provide support for the
estimated cost. And if the proposal is over
$650,000 (currently) it must also facilitate
compliance with the Truth in Negotiations
Act (Public Law 87-653).
Whether you are running an entire company
or just a department, the strength of the BOE
input will affect the final negotiated settlement, the resulting budget, and the ultimate
stability or sustainability of the company or
department. Thus a company’s future viability depends on the quality of its BOE.

What goes into a BOE?
Every element of cost—and that is a critical
success factor; every element of cost—must
be considered in the BOE. The compilation

of that data will typically follow a company
format, but must ultimately comply with
the request for proposals requirements
for presentation. It should provide enough
detail and rationale to give any reviewer
confidence that you understand the work to
be done and can perform at the proposed
price. All BOEs should meet the following
three criteria:


Does the BOE directly relate the
estimated cost to the elements of the
statement of work (SOW)?



Does the BOE pass the “reasonableness
test”?



Has the BOE included everything
required by the contract apart from
the SOW?

There is no fixed format for a BOE and most
companies develop their own templates. A
BOE for a services project will look quite
different from a BOE for a manufacturing
effort. The templates for each should reflect
those differences. The cost elements are
simply different. BOEs also typically track
the manner and method used by the company in accumulating costs in its accounting
system, and that can vary widely among
companies, even in the same industry. The
government will be faced with the task of
assessing each offeror’s proposed cost in a
manner that tells whether this company can
perform the work as proposed. Your job is
to make the government’s task of analysis
as easy as possible while instilling high
confidence that you know what you are
talking about.

Essential Elements of
the BOE

5      | Rationale (justification), and
6      | Cost estimate distribution.

Proposal and Company/
Department Information
The proposal and company/department
information section is designed to identify
the specific proposal and specific proposal
element that the BOE addresses. When multiple proposals are in work at the same time,
confusion is very possible. These data elements are important so that the pricing lead
can verify that they have inputs from every
department that will perform every piece of
the SOW, and also verify that costs are not
being duplicated because of an internal lack
of clarity as to who is doing what. The larger
the company, the greater this problem
can be. Safeguards, checks, and balances
need to be in place to prevent such errors.
Typically, this section would include the
name of project; date; CLIN number; WBS/
task number and title; a cross reference to
the applicable SOW paragraph; the class of
cost being addressed (direct labor, materials,
subcontract, etc.); the department name;
the name and contact information of the
person who prepared it; and any applicable
manager sign-off and approval.

Task Description
The task description section should include
a brief, but comprehensive statement of
the specific part of the contract being addressed. It should explain the key program
phases and the various activities that will be
done during each phase, and should make
specific reference to any deliverables that
will become outputs from conducting these
tasks such as test data, hardware, drawing
packages, study reports, or services.

There are six essential elements to any BOE:
1      | Proposal and company/department

information,
2      | Task description,
3      | Assumptions and considerations,
4      | Estimating methodology,

Assumptions and
Considerations
The assumptions and considerations
section is often a source of problems in
developing a BOE. Some estimators want
to caveat the entire BOE with assumptions,
even improbable or implausible ones. The
goal here is not to bound every possible
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the SOW and have assessed the level of effort
or magnitude of the effort to accomplish the
work successfully. You should explain what
learning curve, for example, is being applied
and why. You should then be able to provide
a concluding paragraph that summarizes
the resources and requirements that will
be necessary to complete the scope of work
described in this BOE.

Rationale (Justification)

risk. The goal is to state with particularity the key things that are the starting
assumptions, the failure of which would
modify the proposed cost. For example,
the BOE preparer might list as an assumption that they will get the go-ahead from
the customer in sufficient time to schedule
the final test at a facility with limited availability. Failure to gain access to this test
facility will delay the program and increase
the costs. An unreasonable assumption
might be that the company will be exempt
from paying prevailing wage rates. That
is an aspect of federal law for which no
exception can be granted.
It is reasonable, however, to make assumptions about schedules, the intent
of a particular segment of the SOW, the
type of contract that will be awarded, the
inclusion or exclusion of specific terms
and conditions (again staying mindful that
some clauses are mandatory), that certain
manpower will be available, and even what
type of estimate is being put forward. Is
the estimate only a rough order of
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magnitude (ROM), a not-to-exceed (NTE),
or a firm fixed price?

Estimating Methodology
The next major element of the BOE is the
method used to calculate the pricing for
each BOE element. While discrete elements
of the BOE should be done in a consistent
manner, there is no requirement that the
entire BOE should use the same methodology. It wouldn’t make sense to use the
same methodology in calculating labor as
it would for material, but all labor should
be done in a consistent manner, as should
all material.
In this section you will quantify the scope
of work using the maximum level of quantitative descriptions. State with precision
what the customer will receive and provide
a narrative description of any equations or
relationships that are being used. Sample
calculations are often useful to convey to the
customer as full an understanding as possible
that you have considered all relevant parts of

This is the section where you provide the
convincing argument that ensures the
reviewer that you fully understand what is
required and that you can perform as you
have proposed. Data here has its own hierarchy of reliability. If you have performed
this task dozens of times and therefore have
high confidence in your numbers, then you
can rely on the most accurate of data sets—
“historical data.” You will need to explain
precisely why the historical data is directly
applicable and accurate, and you will want
to explain how the current work effort
relates to the work previously done. If there
are differences, explain them and provide
appropriate adjustments. Show the similarities and the dissimilarities while maximizing
the use of cost histories. The technique you
want to avoid if at all possible is the use
of “expert judgment.” There are occasions
when that is all you have. If you have never
done the work before, you sometimes have
to rely on the professionals on your team to
tell you their best estimate based on their
experience and knowledge. Clearly this is
the least reliable and provable estimating
method, but it is still a legitimate method
to use when the circumstances require it.
Let your common sense guide you.
Generally, the following hierarchy of reliability is used. Whenever possible, select a
rationale higher on the list and try your best
to avoid using those lower on the list.


Actual program cost history,



Comparable cost history for
similar tasks,



Parametric or cost estimating
relationships,

the basis of estimate

Frequent Mi$take$
and Problem$
with BOE Inputs
• Missing information on data
collection form;
• BOE form filled out incorrectly
or illegibly;
• Misunderstanding of statement of work
and request for proposal requirements;
•	Lack of appropriate backup and
supporting documentation;
• Math errors;
•	Inputs are not reviewed and signed-off
by the responsible manager;
•	Inputs are not submitted on time;
•	Using non-standard or wrong forms;
• BOEs are inconsistent with pricing
guidelines and standards provided;
• BOEs do not include all effort described
in the statement of work;
•	Travel and other direct costs are
not justified in amount or need;
• BOEs are inconsistent with quantities
or schedule;
•	Percentages used in calculations
are not explained or justified;
•	Inputs are not time-phased or the
phasing is inconsistent with work
schedule;



Percentage relationships, and



Expert judgment.

Cost Estimate Distribution
Once you have estimated the total effort,
you should then create a spread of those
costs across a timeline. This is the cost
estimate distribution. Typically, you would
spread by month and year, paying particular
attention to “accounting months,” which
are designed to have a set number of weeks
within them, some four and some five, to
prevent splitting work-weeks. The phasing
of this distribution should match the overall
project plan and be consistent with the
request for proposal instructions. It is this
part of the BOE that may highlight resource
constraints that will require going back and
reworking some aspect of the BOE.
Incorrectly spreading the costs as derived
from the BOE can result in the application
of erroneous rates (labor rates tend to go
up over time), understatement or overstatement of costs due to time phasing, and
significant variances in manpower between
“planned” and “actual” due to a failure to
consider resource constraints.

Preparing the BOE
For smaller operations or proposals under
the TINA threshold, the formality can be
reduced. You will still want to ensure that
you are following the disciplines you have
established so that you do not impinge on
the integrity of the process that BOEs are
designed to ensure. You might have a group
kickoff meeting; you might conduct BOE
training; you might use a mentor–protégé
concept with your internal resources; or you
might call in an outside expert. Regardless
of the internal technique, below are a few
checklist items you should consider:


Read and understand the request for
proposals and the specific direction it
provides,



Read and understand any pricing guidelines provided by pricing or finance,

•	Current/updated quotes are not provided
to estimating in a timely manner; and
•	Subcontractor data is not verified,
provided, or justified.
22
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Read and understand the SOW
and scope,



Prepare for and attend the kickoff
meeting,



Understand and analyze your role for
all aspects of the SOW,



Ask questions for clarification
wherever required,



Read and understand all ground rules
and assumptions supplied,



Discuss the proposal requirements
within your department to obtain
information and help from those with
experience and expertise, and

 Complete the correct BOE template for
the type of cost.



Have we identified all the OSIFs?



Are we using the correct rates and
factors?



Has every BOE followed the pricing
guidelines provided?

This takes a level of expertise beyond this
article, but it is important to recognize that
review and compilation of the BOEs is the
critical final step in the process.
Effective, well-formulated BOEs with all the
proper documentation and rationale will
produce many benefits to both management and the customer. These include:

Once all of the BOE inputs are received in
pricing (or wherever your company houses
this function) a detailed review for consistency, accuracy, and completeness must
be conducted. Ask yourself:



Increased win probability;

 Are all aspects of the SOW addressed?



Better negotiation results;

 Have we used historical data
wherever possible and limited
“expert judgment”?



Minimized audits, fact-finding,
and negotiations;



Less proposal “rework”;
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Common
Mi$conception$
During BOE Preparation
Each of the following is an actual
comment that has been made and they
are ALL wrong!

•	We’ll supply the backup during
fact-finding.
•	It’s finance’s responsibility.
•	It’s a small proposal and doesn’t
require detailed justification.

Increased credibility with the
customer; and



A more accurate budget after
contract award.

The discipline of a properly documented and
followed BOE process yields many rewards,
not the least of which is answering those
two key questions with which we started;
namely, “Can I win at this number?” and
“Can I perform at this number?” CM
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•	We’ll get the numbers first,
then the basis.

Send comments about this article to
cm@ncmahq.org.

•	We don’t have the time to get the
proper backup.

To discuss this article with your peers online,
go to www.ncmahq.org/cm0110/Reid and
click on “Join Discussion.”

•	There is not enough space on the BOE
form to write a detailed estimate.
•	No one looks at the BOEs anyway;
it’s the numbers that are important.
• My manager approved the numbers,
so we don’t need to supply detailed
justification.
•	Why waste time justifying the estimate—
the proposal manager is going to cut
it anyway.
•	We can always adjust the BOE during
the audits and fact finding.
•	Once the proposal is submitted to the
customer, it’s out of our hands.
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