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(ii) The contracting officer deter-
mines that technical or cost risks jus-
tify Government review and approval
of changes or additions to the make-or-
buy program.

[62 FR 51230, Sept. 30, 1997, as amended at 66
FR 2129, Jan. 10, 2001; 70 FR 14954, Mar. 23,
2005; 71 FR 57367, Sept. 28, 2005]

15.407-3 Forward pricing rate agree-
ments.

(a) When cost or pricing data are re-
quired, offerors are required to describe
any forward pricing rate agreements
(FPRA’s) in each specific pricing pro-
posal to which the rates apply and to
identify the latest cost or pricing data
already submitted in accordance with
the agreement. All data submitted in
connection with the agreement, up-
dated as necessary, form a part of the
total data that the offeror certifies to
be accurate, complete, and current at
the time of agreement on price for an
initial contract or for a contract modi-
fication.

(b) Contracting officers will use
FPRA rates as bases for pricing all
contracts, modifications, and other
contractual actions to be performed
during the period covered by the agree-
ment. Conditions that may affect the
agreement’s validity shall be reported
promptly to the ACO. If the ACO deter-
mines that a changed condition invali-
dates the agreement, the ACO shall no-
tify all interested parties of the extent
of its effect and status of efforts to es-
tablish a revised FPRA.

(c) Contracting officers shall not re-
quire certification at the time of agree-
ment for data supplied in support of
FPRA’s or other advance agreements.
When a forward pricing rate agreement
or other advance agreement is used to
price a contract action that requires a
certificate, the certificate supporting
that contract action shall cover the
data supplied to support the FPRA or
other advance agreement, and all other
data supporting the action.

15.407-4 Should-cost review.

(a) General. (1) Should-cost reviews
are a specialized form of cost analysis.
Should-cost reviews differ from tradi-
tional evaluation methods because
they do not assume that a contractor’s
historical costs reflect efficient and ec-
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onomical operation. Instead, these re-
views evaluate the economy and effi-
ciency of the contractor’s existing
work force, methods, materials, facili-
ties, operating systems, and manage-
ment. These reviews are accomplished
by a multi-functional team of Govern-
ment contracting, contract administra-
tion, pricing, audit, and engineering
representatives. The objective of
should-cost reviews is to promote both
short and long-range improvements in
the contractor’s economy and effi-
ciency in order to reduce the cost of
performance of Government contracts.
In addition, by providing rationale for
any recommendations and quantifying
their impact on cost, the Government
will be better able to develop realistic
objectives for negotiation.

(2) There are two types of should-cost
reviews—program should-cost review
(see paragraph (b) of this subsection)
and overhead should-cost review (see
paragraph (c) of this subsection). These
should-cost reviews may be performed
together or independently. The scope of
a should-cost review can range from a
large-scale review examining the con-
tractor’s entire operation (including
plant-wide overhead and selected major
subcontractors) to a small-scale tai-
lored review examining specific por-
tions of a contractor’s operation.

(b) Program should-cost review. (1) A
program should-cost review is used to
evaluate significant elements of direct
costs, such as material and labor, and
associated indirect costs, usually asso-
ciated with the production of major
systems. When a program should-cost
review is conducted relative to a con-
tractor proposal, a separate audit re-
port on the proposal is required.

(2) A program should-cost review
should be considered, particularly in
the case of a major system acquisition
(see part 34), when—

(i) Some initial production has al-
ready taken place;

(ii) The contract will be awarded on a
sole source basis;

(iii) There are future year production
requirements for substantial quantities
of like items;

(iv) The items being acquired have a
history of increasing costs;
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