TOTAL CONTRACT COSTING
Excerpt from materials for the AGC of America course Collective Bargaining for Construction Contractors:  Understanding the Process and Mastering the Skills, held in March 2000.
Robert M. Gasperow, Executive Director

Construction Labor Research Council

Labor contracts create the obligation to pay wages, make contributions to fringe benefit funds and, perhaps more importantly, commit a contractor to cost-generating terms and conditions.  It is these terms and conditions that may be the prime determinants of a contractor’s competitiveness.  The ability to place a dollar value on these costs will provide management with the opportunity to better identify labor costs, especially excessively expensive clauses.


In addition to costs directly and indirectly related to the labor agreement, there are taxes and insurance payments which are related to wages.  These include social security, unemployment insurance tax and workers’ compensation insurance as well as other legislated costs, which may be found in some areas.  They are paid as a percentage of the payrolls.  


Contract terms and conditions found in typical agreements increase the hourly cost to a contractor, over and above wages and fringes, by 7 percent.  For a 1,600-hour work year, which is assumed in the illustrative calculations which follow, this is equal to about $3,500 per worker.  Costs associated with some agreements may significantly exceed the average level.  Taxes and insurance average another 15 percent of wages and fringes or $7,500 per worker per year.  As a result, the wage rate accounts for only 60 percent of the hourly costs which can be directly attributed to labor.


Therefore, to examine only wage and fringe costs in evaluating labor costs is to ignore a significant portion of labor and labor related costs.  This paper describes procedures by which management can determine the cost of labor contract clauses as cents per hour additions to the wage plus fringe rate.  Placing a value on each clause will not only identify expensive conditions, but can also be used to cost proposed contract changes.  While focusing upon costs to the bargaining unit, the steps are also applicable for use by an individual contractor in calculating the impact of each item upon his business or in estimating the cost of upcoming jobs.  The cost calculations are not difficult to perform; however, identification of the values to assign to some of the numbers may require some effort.

Quantifying Contract Terms and Conditions

Average Annual Hours

Knowledge of the average annual hours worked is required prior to costing terms and conditions on an hourly basis.  This can be extracted from the records of fringe benefit funds, which include the total hours worked during a year and the number of workers for whom contributions have been made.  The average annual number of hours worked is calculated by dividing the total number of hours by the total number of workers.  If fringe benefit fund records are not available, this information can be obtained from the Form 5500, the annual financial report which must be filed by each fund with the Department of Labor.  Copies of these reports are available from the Labor-Management Services Administration.  Alternatively, a group of individuals familiar with the contract may be able to agree upon a good estimate to use for average annual hours.  Experience has shown that reasonable estimates of annual hours are sufficient – costly language is costly regardless of the average annual work year.

Applicability of an Item
The most difficult aspect of costing a collective bargaining agreement is the determination of the frequency of occurrence of the provisions of a contract.  Most are selective, resulting in added costs only in certain circumstances.  These include overtime, travel pay or show-up pay.  The costing of these items is based upon either their average frequency of occurrence during the year or the percentage of workers affected by the clause at any time.  Recent historical records are the best sources to indicated frequency of occurrence; however, if they are not available, the estimates of a group of knowledgeable individuals should be suitable.  The determination of frequency may be the most important factor in the calculation of the cost of a contract provision.

Base Rate vs. Total Package

Use of either the base wage rate or the wage plus fringe benefit amounts in the calculations of work rule costs will vary from clause to clause.  The contract wording referring to fringe benefit contributions usually identifies whether payment to the funds will be determined by the number of hours a person works or by the number of hours paid.  For example, a person working eight hours at straight time and two hours at double time works 10 hours but is actually paid for 12 hours.  Whether the employer pays fringe contributions on 10 or 12 hours is dependent upon the contract language.

Also to be Considered 

Another significant factor to consider in costing a contract, not addressed here, is the impact that some contract clauses have upon the allocation of overhead.  This is particularly true for contract clauses that impact the number of hours available within which to perform work.  These include length of workday and workweek, flexibility of work hours, holidays, and the option of Saturday make-up.

Most contact clauses can not only be objectively valued, but may also affect productivity.  Productivity improvements may result from a contract permitting better manpower and equipment utilization.  Provisions of a clause in one craft’s contract may interrelate with those of another and have a positive or negative impact upon the productivity of both crafts and the whole job site.

A major purpose in costing individual clauses is to be able to identify the value of the buy-out of an undesirable clause or of a clause modification.  In this context, management needs to consider not only the value of a clause but also its ability to successfully implement a change at the job site.

Quantifying Taxes and Insurance

Social Security, worker’s compensation, and unemployment insurance are all paid as a percentage of payroll.  Therefore -- subject to reaching payment maximums -- as wages increase, the costs of these items also increase.  Furthermore, they apply only to wages.

Social Security 

Social security is a jointly financed program with the employer and employee paying equal shares.  For 2000, the employer’s share of the tax is 7.65 percent of payroll for the first $76,200 of income.  (In 1981, the tax amounted to 6.65 percent of the first $29,700 of income.) The wage base for social security taxes escalates with increases in wages in the economy.

The maximum payroll for social security payments exceeds the annual income of most construction workers.  The hourly base rate to reach the current maximum taxable amount of $72,000 is $38.10.  This is the pay rate when working 2,000 hours.

If all workers in a company or bargaining unit have earnings below the maximum taxable level, calculation of the hourly cost of social security can be determined by multiplying the hourly wage rate by the tax rate.  If there is a situation in which income of some workers is greater than the maximum taxable amount, the maximum taxable amount should be multiplied by the tax rate and then divided by the average annual hours of these workers.  This will result in the hourly social security tax expense.

Unemployment Insurance
An unemployment insurance tax is paid by employers to provide funds to compensate workers without jobs.  The unemployment compensation tax includes two employer payments --one to the federal government and one to the state government.  Currently, because all states meet federal financing and administration guidelines, the federal tax is 0.8 percent on the first $7,000 of income.

Each state determines its own tax rate and the maximum taxable income, as well as the amounts and criteria for benefit payments.  The tax rate is a range of rates, which varies according to each employer’s past experience related to workers collecting from the system.  The most common maximum taxable income for payment of rate unemployment insurance is currently between $7,000 and $10,000.  There are maximums of $20,000 or more in five states.  The tax generally is in the range of 2 to 6 percent.

With a federal maximum taxable income of $7,000, it is reasonable to assume that almost all workers in the bargaining unit earn the maximum amount, especially since workers with more than one employer will have the tax paid by each employer.  For an individual employer, the state tax is calculated in the same manner as the federal.  Calculating the cost for the bargaining unit may be more difficult, since each employer may be paying at a different rate.  A consensus of average cost may the have to be reached by a group of knowledgeable individuals.

Workers’ Compensation

The workers’ compensation system is designed to provide funds to satisfy claims arising from occupationally related injuries.  Generalizations about the costs of workers’ compensation insurance are difficult to make because benefits and the premiums needed to finance them vary from state to state and because there are a large number of premium categories that apply to the construction industry.  This is further complicated because the rates are determined by accident experience in each state with the premium amounts then modified for the contractor’s own past experience.

For all these reasons, the amount a contractor pays for workers’ compensation insurance in one state may be twice or half that which is paid in another state.  As a result, an average or typical cost to a contractor for workers’ compensation may be 6 to 10 percent of wages or even more in some states and for some specialized types of work.

A contractor’s workers’ compensation costs are a composite of the rates which apply to his project.  Workers’ compensation premium categories are defined partially by craft and partially by type of work.  For instance, there are categories for sheet metal work, steel erection, and road construction.  The contractor’s experience rating may then modify his calculated cost.

Determining workers’ compensation costs related to a collective bargaining agreement will probably be easier because only one or a few categories of premium will apply to a craft.  Since the premium rates are based upon the experience of contractors within the state, use of the rate without modification should give a good approximate cost.

Actual calculation of workers’ compensation cost is determined by multiplying the wage rate by the premium rate.  If more than one rate applies, the procedure must be performed for each rate and each calculations weighted by the amount of work performed in each category.

Illustrative Calculations:

Contract Terms and Conditions

Situation:
Wage Rate $22.00



Wage plus Fringe Rate $29.00



Average Annual Hours Worked 1,600



Daily Hours 8

A. Overtime
Clause:  Daily overtime 1.5 times base; other overtime 2 times base.

Assumed frequency:  Average person works 40 hours of daily overtime and 40 hours of other overtime per year.


Hours x Rate x Premium ( Annual Hours = Hourly Cost

40 x 22.00 x 0.5 ( 1,600  = 0.275

40 x 22.00 x 1.0 ( 1,600  = 0.55

B.  Show-up Pay

Clause:  2 hours show-up, weather permitting.

Assumed frequency:  Average person receives show-up 6 times per year.


Hours x Rate ( Annual Hours = Hourly Cost



12 x 22.00 ( 1,600 = 0.15

C.  Reporting Pay
Clause:  2 hours reporting pay.
Assumed frequency:  Average person receives reporting pay 2 times per year.


Hours x Rate ( Annual Hours = Hourly Cost



4 x 22.00 ( 1,600 = 0.055

D. Paid Holiday
Clause:  6 paid holidays per year.


Hours x Rate ( Annual Hours = Hourly Cost



48 x 22.00 ( 1,600 = 0.66

E. Foreman Premium
Clause:  $1.00 per hour foreman premium.

Assumed frequency:  Each job has a foreman supervising 5 people.


Premium ( Workers Supervised = Hourly Cost

1.00 ( 5 = 0.20

F. Travel Pay
Clause:  $0.25 per mile will be paid, measured from the county line when a job is out of the county.

Assumed frequency: 10% of workers receive travel pay with job 10 miles beyond the county line.

Mileage:

Amount x Miles x % Workers Receiving ( Daily Hours = Hourly cost



0.25 x 20 x 0.10 ( 8 = 0.06

Clause:  $0.30 per hour will be paid on jobs beyond the county line.

Assumed frequency:  10% of workers receive travel pay.

Zones: 

Premium x % Workers Receiving = Hourly Cost



0.30 x 0.10 = 0.03

G. Subsistence
Clause:  $25.00 per day will be paid when worker is required to stay overnight.

Assumed frequency:  10% of workers receive subsistence pay.


Amount of Workers x % Workers Receiving ( Daily Hours = Hourly Cost



25.00 x 0.10 ( 8 = 0.31

H. Parking
Clause:  $3.00 per day will be paid when worker pays for parking.

Assumed frequency: 20% of workers receive parking pay.


Amount x % Workers Receiving ( Daily Hours = Hourly Cost



3.00 x 0.20 ( 8 = 0.075

I. Fringe Calculation
Assumed frequency:  Hours paid exceed hours worked by 100.

(Hours Paid – Hours Worked) x Fringe Contribution ( Annual Hours = Hourly Cost



(1,700 – 1,600) x 7.00 ( 1,600 = 0.44

J. Shift Premium
Clause:  Second shift works 7.5 hours and is paid for 7.5 hours plus a 15% premium.  Third shift works 7 hours and is paid for 7.5 hours plus a 15% premium.

Assumed frequency:  Average worker works a second shift two weeks per year and a third shift one week per year.

Percent Premium:  

a)  If hours worked equal hours paid, then:

Hours x Rate x Premium ( Annual Hours = Hourly Costs 

75 x 22.00 x 0.15 ( 1,600 = 0.155

b)  If hours worked are less than hours paid, then:

Step 1 = Hours Paid x Premium ( Annual Hours 

PLUS 

Step 2 = (Hours Paid - Hours Worked) x Rate ( Annual Hours

37.5 x 22.00 x 0.15 ( 1,600 = 0.08

(37.5 - 35) x 22.00 ( 1,600 = 0.035

0.08 + 0.035 = 0.115 Total

Clause:  Second shift works 7.5 hours and is paid for 7.5 hours plus a $0.25 premium. Third shift works 7 hours and is paid for 7.5 hours plus $0.25 premium.

Assumed frequency:  Average worker works a second shift two weeks per year and a third shift one week per year.

Dollar Premium: 

a)  If hours worked equal hours paid, then:

Hours x Premium ( Annual Hours = Hourly Cost

75 x 0.25 ( 1,600 = 0.01

 b)  If hours worked less than hours paid, then:

Step 1 = Hours Paid x Premium ( Annual Hours 

PLUS

Step 2 = (Hours Paid - Hours Worked) x Rate ( Annual Hours

37.5 x 0.25 ( 1,600 = 0.006

(37.5 - 35) x 22.00 ( 1,600 = 0.03

0.006 + 0.03 = 0.036 Total

Clause:  Second shift works 7.5 hours and is paid for 8.  Third shift works 7 hours and is paid for 8.

Assumed frequency:  Average worker works second shift two weeks per year and third shift one week per year.

Hour Difference:  

(Hours Paid - Hours Worked) x Rate ( Annual Hours



(80 – 75) x 22.00 ( 1,600 = 0.07



(40 – 35) x 22.00 ( 1,600 = 0.07

K. Premium Pay (Height, Materials, Equipment, etc.)

Clause:  $0.30 per hour for work 30 ft. above ground.

Assumed frequency:  10% of workers receive height pay.

Premium x % Workers Receiving = Hourly Cost



0.30 x 0.10 = 0.03

L. Time Paid, Not Worked (Coffee Breaks, Clean-up, etc.)

Clause:  15-minute coffee break.

Rate x Hours/Day Not Worked ( Daily Hours = Hourly Cost



22.00 x 0.25 ( 8 = 0.69

M. Manning Requiring
Clause:  6 people required for a crew.

Assumed frequency:  Contractor would use a crew of 5, if possible.  Situation occurs 20% of the time.

(Required Crew – Desired Crew) x Hours x Rate ( Annual Hours = Crew Hourly Cost

Crew Hourly Cost ( Desired Crew = Hourly Cost



(6 - 5) x 320 x 29.00 ( 1,600 = 5.80



5.80 ( 5 = 1.16

Illustrative Calculations:

Taxes and Insurance
A. Social Security
Situation:  All workers earning less than the maximum.


Wage Rate x Tax Rate = Hourly Cost



22.00 x 0.0765 = 1.53

B. Unemployment Insurance
Situation:  All employees earn more than $7,000 per year.  Federal tax is 0.8 percent with $7,000 maximum.  State tax is 5 percent with $8,000 maximum.

Step 1)  Federal Maximum Amount Taxable x Federal Tax Rate ( Annual Hours


PLUS


Step 2)  State Maximum Amount Taxable x State Tax Rate ( Annual Hours


= Hourly Cost

1) 7,000 x 0.008 ( 1,600 = 0.035

2) 8,000 x 0.05 ( 1,600 = 0.25


0.035 + 0.25 = 0.285 Total

C. Workers’ Compensation
Situation:  Employers pay a rate of 10% on total payroll.


Wage Rate x Premium Rate = Hourly Cost



22.00 x 0.10 = 2.20

Contract Costing Worksheet

A. Overtime

Hours x Rate x Premium ( Annual Hours =
Hourly Cost


_____ x _____ x _____ ( _____ = _____


_____ x _____ x _____ ( _____ = _____

B. Show-up Pay
Hours x Rate ( Annual Hours = Hourly Cost

_____ x _____ ( _____ = _____

C. Reporting Pay

Hours x Rate ( Annual Hours = Hourly Cost

_____ x _____ ( _____ = _____

D. Paid Holiday

Hours x Rate ( Annual Hours = Hourly Cost

_____ x _____ ( _____ = _____

E. Foreman Premium

Premium ( Workers Supervised = Hourly Cost

_____ ( _____ = _____

F. Travel Pay

Mileage:  Amount x Miles x % Workers Receiving ( Daily Hours = Hourly Cost

_____ x _____ x _____ ( _____ = _____

Zones:  Premium x % Workers Receiving = Hourly Cost


_____ x _____ = _____

G.
Subsistence

Amount x % Workers Receiving ( Daily Hours = Hourly Cost


_____ x _____ ( _____ = _____

H.
Parking

Amount x % Workers Receiving ( Daily Hours = Hourly Cost


_____ x _____ ( _____ = _____

I.
Fringe Calculation

Hours Paid - Hours Worked x Fringe Contribution ( Annual Hours = Hourly Cost

_____ - _____ x _____ ( _____ = _____

J. Shift Premium

Percent Premium: 

a)  If hours worked equal hours paid:  

Hours x Rate x Premium ( Annual Hours = Hourly Cost



_____ x _____ x _____  ( _____ = _____

b)  If hours worked are less than hours paid: 

Step 1 = Hours paid x Rate x Premium ( Annual Hours 

PLUS 

Step 2 = (Hours Paid – Hours Worked) x Rate ( Annual Hours.



_____ x _____ x _____  ( _____ =
_____








   +



(_____ - _____) x _____  ( _____ =
_____


  Total
_____

Dollar Premium:

a)  If hours worked equal hours paid:

Hours x Premium ( Annual Hours = Hourly Cost




_____ x _____  ( _____ = _____

b)  If hours worked less than hours paid:

Step 1 = Hours Paid x Premium ( Annual Hours

PLUS

Step 2 = Hours Paid - Hours Worked x Rate ( Annual Hours

_____ x _____  ( _____       = 
_____






   +

(_____ - _____) x _____  ( _____ = 
_____


  Total
_____

J. Shift Premium (continued)

Hour Difference:  (Hours Paid - Hours Worked) x Rate ( Annual Hours



(_____ - _____) x _____ ( _____ = _____



(_____ - _____) x _____ ( _____ = _____

K.
Premium Pay
(Height, Materials, Equipment, etc.)


Premium x % Workers Receiving = Hourly Cost



_____ x _____ = _____

L.        Time Paid, Not Worked  (Coffee Breaks, Clean-up, etc.)

Rate x Hours/Day not worked ( Daily Hours = Hourly Cost



_____ x _____ ( _____ = _____

M.       Manning Requirements

(Required Crew - Desired Crew) x Hours x Rate ( Annual Hours = Crew Hourly Cost

Crew Hourly Cost ( Desired Crew = Hourly Cost

(_____ - _____) x _____ x _____ ( _____ = _____

_____ ( _____ = _____
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