Energy Performance Contracting - Cost Reasonableness

Federal Regulations at 24 CFR 85.36(f) require that a PHA perform a cost or price analysis for every procurement action.  In an energy performance contract it is extremely critical that this task be performed in extensive detail to maximize the cost benefit to a PHA.

24 CFR 85.26 (f) states: Grantee and sub grantees must perform a cost or price analysis in connection with every procurement action including contract modifications. The method and degree of analysis is dependent on the facts surrounding the particular procurement situation, but as a starting point, grantees must make independent estimates before receiving bids or proposals. A cost analysis must be performed when the offerer is required to submit the elements of his estimated cost, e.g., under professional consulting, and architectural engineering services contracts. A cost analysis will be necessary when adequate price competition is lacking, and the sole source procurements, including contract modifications or change orders, unless price reasonableness can be established on the basis of a catalog or market price on a commercial product sold in substantial quantities to the general public or based on prices set by law or regulation. A price analysis will be used in all other instances to determine the reasonableness of the proposed contract price. 

Cost Analysis:  The following guide will assist a PHA in performing a cost analysis.

Definition - A cost analysis is a review and evaluation of the separate elements of cost that make up the contractor's proposal.

Step #1 - Obtain a detailed cost breakdown of the contractor's proposal similar to the attached forms that define:

· Direct Costs - a direct cost is any cost that can be identified specifically with an element of the contract.

· Indirect Costs - An indirect cost (overhead) is any cost not identified with a single, final cost objective, but is identified with two or more final cost objectives.

· Profit

Step #2 - Determining Allowability - The factors to be considered in determining whether a cost is allowable include the following:
· Reasonableness - A cost is reasonable if, in its nature and amount, it does not exceed that which would be incurred by a prudent person in the conduct of competitive business.  What is reasonable depends upon a variety of considerations and circumstances, including:

(1) Whether it is the type of cost generally recognized as ordinary and necessary for the work to be performed.

(2) The contractor's responsibilities to the PHA

· Allocability - A cost is allocable if it:

(1) Is incurred specifically for the contract.

(2) Benefits the contract

(3) Is necessary for the overall performance of the contract.

	Review all the direct costs, reimbursable costs and indirect costs (overhead) against the above standards.  Reference 48 CFR Subpart 31.2 for additional information on allowable costs.


Step #3 - Negotiate Profit - A cost analysis also requires that you negotiate profit as a separate element of the price.  In negotiating profit, you should consider the following:

(1) The complexity of the work to be performed.

(2) The risk borne by the contractor.

(3) The contractor's investment

(4) The industry profit rates in the surrounding geographical areas for similar work

Certification:
I certify that a cost analysis has been performed as noted above for:

)

	Contract:
	

	
	

	Signature:
	

	
	PHA Contracting Officer


Note:  A cost analysis for an energy performance contract should address all costs including:
1. The direct construction costs for each energy conservation measure.

2.  The design /engineering costs by task.

3. Construction management costs by task.

4. Yearly measurement and verification costs.

5. All yearly service fees such as resident education, preventive maintenance, etc.

6. Overhead

7. Profit

It is the ESCo’s responsibility to provide cost breakdowns of sufficient detail to support this requirement.

Contractor Proposal  -  Form A

Troy Housing Authority

	Contractor Name:

	Address:

	

	Section A:  Contractor Work

	1.  Total Contractor Labor  (from  Form C )
	

	2.  Total Contractor Material  (from Form C )
	

	3.  Total Contractor Equipment (from Form D )
	

	4.  Subtotal  (total of lines 1,2 & 3)
	

	5.  Bond  (____________ %)
	

	6.  Public Liability and Fire Insurance Program
	

	7.  Total Contractor's Costs (total of lines 4,5 &6)
	

	8.  Contractor's Overhead (______% of line 7)
	

	1. Contractor's Sub-Total (total of lines 7 & 8)
	

	2. Contractor's Profit  (_____% of line 9)
	

	3. Contractor Total Cost  (total of lines 9 & 10)
	

	Section B - Subcontractor Work  (from Form B - use a separate form for each subcontractor)

	4. Names of Subcontractor

   A.
	

	   B.
	

	   C.
	

	13.  Total Subcontractor's Proposal (total of lines A thru D)
	

	14.  Contractor's Profit on Subcontractor's Proposals (10% of line 13)
	

	Section C:  Contractor's Request
	

	15.  Amount Requested:  (total of lines 11, 13 & 14)
	

	Contractor's Signature
	Date


Subcontractor Proposal
  -  Form B

Troy Housing Authority

	Contractor Name:

	Address:

	

	Labor

	Trade
	Hours
	Total Rate

(from Form E Line D)
	Total Labor Cost

	
	
	
	

	
	
	
	

	
	
	
	

	Subtotal from Form C (if required)
	
	
	

	A.  Total Subcontractor Labor
	

	Material

	Description
	Quantity
	Unit
	Unit Cost
	Material Cost

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	Subtotal from Form C (if required)
	
	
	
	

	B.  Total Subcontractor Material
	

	Equipment

	C.  Total Subcontractor Equipment  (from Form D)
	

	Summary

	1.  Total Labor, material and equipment  ( A + B + C )
	

	2.  Subcontractor's Overhead  (______% of line 1 )
	

	3.  Subcontractor's Sub-Total  (total of lines 1 & 2)
	

	4.  Subcontractor's Profit  (_____% of line 3)
	

	5. Subcontractor Total Cost  (total of lines 3 & 4)
	


Labor and Material Worksheet  - Form C

Troy Housing Authority

	Contractor Name:

	Address:

	

	Labor

	Trade / Discipline
	Hours
	Total Rate

(from Form E Line D)
	Total Labor Cost

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	A.  Total Subcontractor Labor
	

	Material

	Description
	Quantity
	Unit
	Unit Cost
	Material Cost

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	Subtotal from Form C (if required)
	
	
	
	

	B.  Total Subcontractor Material
	


Equipment Expense Proposal -  Form D

Troy Housing Authority

	Contractor Name:

	Address:

	

	Contractor Owner Equipment Rate Worksheet

	Blue Book Page
	Equipment

(Year, Make, Model, Size, H.P., Capacity, etc.)
	Monthly Rate 

From book.
	Factored Daily Rate
	Factored Hourly Rate
	Hourly Operating Cost
	Total Hourly Rate

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	Equipment Expense Proposal  (Invoices or quotation is required for all rented equipment)

	Equipment

(Detailed description of)
	Time Used
	Rate

(see note below)
	Equipment Cost

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	Total Contractor Equipment Cost
	

	* Equipment Rate Note:  For contractor owned equipment use total hourly rate from worksheet at top of this page.  For rented equipment use rate from attached invoice.


Labor Rate Worksheet -  Form E

Troy Housing Authority

	Contract Name:
	
	Date:
	

	Contractor Name: 
	
	

	Address:
	
	

	
	
	

	Labor Rate Breakdown For Job Classification:
	


	
	Regular Time
	Premium Time

	A.
	Wage Rate Per Hour
	
	


	Benefits
	% Per Hour
	$ Per Hour
	
	

	
	Vacation
	
	
	
	

	
	Health
	
	
	
	

	
	Pension
	
	
	
	

	
	Holidays
	
	
	
	

	
	DBL. Ins.
	
	
	
	

	
	
	
	
	
	

	B.
	Total Benefits Per Hour
	$_________
	$_________
	$_________


	Payroll Taxes and Insurance
	% 
	

	
	F.I.C.A.
	
	

	
	Federal Unemployment
	
	

	
	State Unemployment
	
	

	
	Workers Compensation
	
	

	
	Employer’s Liability
	
	

	
	Disability
	
	

	
	
	
	

	C.
	Total Taxes and Insurance Per Hour
	$_________
	$_________


	D.
	Total Labor Rate
	( A+B+C )
	$_________
	$_________


Price  Analysis:  The following guide will assist a PHA in performing a cost analysis.

Definition - a price analysis is a review and evaluation of a proposed ('bottom-line") price for reasonableness without evaluating separate cost elements.

In an energy performance contract a price analysis can be performed to support the cost reasonableness of the costs if competitive quotes are obtained.  An example would include:
1. Direct Construction Costs - The ESCo can demonstrate competitive cost competition of each ECM.  Recommend that three costs be obtained for each ECM and that the ESCO document their selection based upon the lowest cost or reasonable cost with supportive documentation.
2. Soft Costs – The ESCo can demonstrate competitive cost competition for individual services such as design, measurement and verification, resident training, etc. Recommend that three costs be obtained for each service and that the ESCO document their selection based upon the lowest cost or reasonable cost with supportive documentation. 
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