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• Western Oil Company is currently purchasing line pipe for an upcoming pipeline 
expansion project

• Each section of pipe required is 12 meters and requires 2.8 tonnes of cold rolled coil 
steel per section

• The supply manager has received a quotation of $8,500 per section from a large 
supplier located in the US and has been tasked by the director of procurement to 
validate the proposed price.

Scenario: Line Pipe Example 

Basic Should Cost Models & Industry Cost Profiles 
. 
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1Identify industry code based on the supplier’s business and product. (e.g. 
Business: Iron & Steel Pipe and Tube Manufacturing)

2Identify data sources for financial and manufacturing information related 
to industry code

3Use financial data to calculate ratios for: Cost of Goods Sold, Profit Before 
Tax and  GSA & Other Expenses

4Use manufacturing data to calculate ratios for: Direct Material, Direct Labor 
and Manufacturing Overhead

Build an Industry Cost Profile

Basic Should Cost Models & Industry Cost Profiles 
. 
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 Types of Industry Code Systems
• NAICS (North America), NACE (Europe), SIC, ISIC (United Nations), SSIC (Singapore), NIC 

(India), etc.

1. Identify industry code based on the supplier’s business and product
(e.g. Business: Iron & Steel Pipe and Tube Manufacturing, Product: Steel Pipe)

Basic Should Cost Models & Industry Cost Profiles 
. 

Build an Industry Cost Profile

NAICS Code: 331210, Iron and Steel Pipe and Tube Manufacturing from Purchased Steel

https://www.naics.com/code-search/

https://www.naics.com/code-search/
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 Financial information consolidators 
• Risk Management Association (RMA), Dun & Bradstreet (D&B), Hoovers, Orbis (Bureau 

Van Dijk), Yahoo Finance, Reuters et al
 Company financial statements 

• Annual Reports, 10-K’s, 20-F’s, financials on website
 Government sites

• Germany statistics site – Genesis database
• US Annual Survey of Manufacturers

2. Identify data sources for financial and manufacturing information related to 
industry code           

Note:  To access a variety of data sources go to Anklesaria Learning Academy

Direct Material

Direct Labor

Manufacturing Overhead

Cost of Goods Sold 

GSA & Other Expenses

Profit Before Tax

PRICE 100%

Basic Should Cost Models & Industry Cost Profiles 
. 

Build an Industry Cost Profile

http://estatementstudies.org/
http://www.census.gov/manufacturing/asm/
http://www.anklesaria.talentlms.com/
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Basic Should Cost Models & Industry Cost Profiles 
. 

Build an Industry Cost Profile
Tenaris S.A. - Income Statement (Profit and Loss account)
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3. Calculate ratios for:
- Cost of Goods Sold
- Profit
- GSA & Other Expenses

Basic Should Cost Models & Industry Cost Profiles 
. 

Build an Industry Cost Profile

Data from Income Statement (P/L Account) for 3 Companies from the last 3 Financial Years 
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Element %

Direct Material

Direct Labor

Manufacturing Overhead

Cost of Goods Sold 82.3%

GSA & Other Expenses 14.5%

Profit Before Tax 3.2%

PRICE 100%

Industry Cost Profile: 
Iron and Steel Pipe and Tube Manufacturing from Purchased Steel

Basic Should Cost Models & Industry Cost Profiles 
. 

Build an Industry Cost Profile
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EXTRACT FROM ANNUAL SURVEY OF MANUFACTURERS

“The Economic Census is indispensable to understanding America's economy. It ensures the accuracy of the statistics we rely on for sound economic policy and for 
successful business planning." --Alan Greenspan, Former Chairman of the Federal Reserve Board of Governors

Production Workers Wages:
1,006,209

Basic Should Cost Models & Industry Cost Profiles 
. 

Build an Industry Cost Profile

Total Cost of Materials:
7,132,487

Cost of 
Purchased Fuels: 

46,312
Purchased Electricity: 

156,194

Total value
of Shipments: 

11,610,268
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4. Calculate ratios for:
- Direct Labor
- Direct Materials
- Manufacturing Overhead

Calculate Direct Labor (DL) as a % of sales
(Prod worker wages / Total value of shipments)

= 1,006,209 / 11,610,268
= 8.7%

Calculate Direct Material 
Source: Annual Survey of Manufactures:
(Total cost of materials – Purchased fuels & elec)

= 7,132,487- (46,312 + 156,194)
= 6,929,981

Calculate Direct Material (DM) as a % of Sales
(Direct material from above / Total value of shipments from 
ASM)

= 6,929,981 / 11,610,268
= 59.7%

Calculate Manufacturing Overhead (MOH) %
{COGS – (Direct Material + Direct Labor)}

= 82.3% - (59.7% + 8.7%)
= 13.9%

Basic Should Cost Models & Industry Cost Profiles 
. 

Build an Industry Cost Profile
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Element %

Direct Material 59.7%

Direct Labor 8.7%

Manufacturing Overhead 13.9%

Cost of Goods Sold 82.3%

GSA & Other Expenses 14.5%

Profit Before Tax 3.2%

PRICE 100%

Basic Should Cost Models & Industry Cost Profiles 
. 

Build an Industry Cost Profile

Industry Cost Profile: 
Iron and Steel Pipe and Tube Manufacturing from Purchased Steel
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Break down the Bill of Materials (BOM) ? tonnes of steel per section (type of steel)

Obtain quotes on BOM elements ?$ per tonne

Calculate Direct Material costs
= $/tonne * # tonnes/section
= $/section

Element %

Direct Material 59.7%

Direct Labor 8.7%

Manufacturing Overhead 13.9%

Cost of Goods Sold 82.3%

GSA & Other Expenses 14.5%

Profit Before Tax 3.2%

PRICE 100%

$

= ?$/tonne * ? tonnes/section

Calculation

Basic Should Cost Models & Industry Cost Profiles 
. 

Monetize one cost element (e.g. Direct Material)
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Break down the Bill of Materials (BOM) 2.8 tonnes of steel per section (cold rolled coil)

Obtain quotes on BOM elements
(Source: www.meps.co.uk)

$1,584.5 / tonne

Calculate Direct Material costs
= $1,584.5 per tonne * 2.8 tonnes per section
= $4,437 per section

Source: http://www.meps.co.uk 

11-month average Cold 
Rolled Coil:

$1584.5/ tonne

Basic Should Cost Models & Industry Cost Profiles 
. 

Monetize one cost element (e.g. Direct Material)
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Basic Should Cost Models & Industry Cost Profiles 
. 

Monetize one cost element and Estimate Should Cost

Element % $ Calculations

Direct Material 59.7% $4,437 = $1,584.5.5 / tonne * 2.8 tonnes / section

Direct Labor 8.7%

Manufacturing Overhead 13.9%

Cost of Goods Sold 82.3%

GSA & Other Expenses 14.5%

Profit Before Tax 3.2%

PRICE 100% $7,432 = $4,437 / 0.597

Break down the Bill of Materials (BOM) 2.8 tonnes of steel per section (cold rolled coil)

Obtain quotes on BOM elements $1,584.5/ tonne

Calculate Direct Material costs
= $1,584.5 per tonne * 2.8 tonnes per section
= $4,437 per section

Calculate Should Cost
(Direct Material Cost ($) / Direct Material %)

=$4,437 / 0.597
= $7,432
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Basic Should Cost Models & Industry Cost Profiles 
. 

Use Industry Cost Profile to estimate the other cost elements

Element % $ Calculations

Direct Material 59.7% $4,437 = $1,584.5.5 / tonne * 2.8 tonnes / section

Direct Labor 8.7% $647 = $7,432 * 0.087

Manufacturing Overhead 13.9% $1,033 = $7,432 * 0.139

Cost of Goods Sold 82.3% $6,117 = $7,432 * 0.823

GSA & Other Expenses 14.5% $1,078 = $7,432 * 0.145

Profit Before Tax 3.2% $238 = $7,432 * 0.032

PRICE 100% $7,432 = $ 4,437 / 0.597
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NAICS CODE 331210: 
Iron and Steel Pipe and Tube Manufacturing from Purchased Steel

Element % $ Source

Direct Material 59.7% $4,437 Economic Census-ASM, BOM & 
MEPS Int’l

Direct Labor 8.7% $647 Economic Census-ASM

Manufacturing Overhead 13.9% $1,033 COGS – (DM + DL)

Cost of Goods Sold 82.3% $6,117 Suppliers Financial Statements

GSA & Other Expenses 14.5% $1,078 Suppliers Financial Statements

Profit Before Taxes 3.2% $238 Suppliers Financial Statements

SHOULD COST 100% $7,432 Direct Material $ / DM %

Supplier Proposal = $8,500 Potential savings ~14.4%

Basic Should Cost Models & Industry Cost Profiles 
. 

Should cost model: Line Pipe
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