Best Practices Developed From Manassas Contract Closeout Initiative

A DCMA Manassas and DCAA Mid-Atlantic Region Proposal


As a result of experience developed during the first 3 months of the Manassas contract closeout initiative, DCMA Manassas and the DCAA Mid-Atlantic Region have developed a series of “Best Practices”.  DCMA and DCAA will use these practices for the expansion of this initiative, beginning with Baltimore area contractors.  Best practices were identified for the following areas: (1) selection of contractors for potential participation; (2) performance of risk assessments of potential participants; (3) getting contractors to participate; (4) getting contractors to submit final vouchers in a timely manner; (5) spot checks of final vouchers; (6) closing contracts when subcontractors have not submitted final vouchers.  These “Best Practices” will be applied for contractors selected to participate in the initiative until MOCAS “Brownout” takes place.


Getting started


As a way of showing joint support and the importance of the initiative, the DCAA Regional Director will meet with the DCMA CMO Commander to kick off the initiative.  They will discuss the general goals of the initiative; the process to be used in getting started; the level of participation (e.g. DCAA FAO Manager or supervisor); the contract dollar threshold for the initiative, e.g., contracts of $ 1 million or less; and any other key matters of importance identified by either organization.  DCMA and DCAA may agree on milestones for accomplishing the following: (1) selection of contractors for potential participation; (2) performance of the DCAA risk assessments; (3) arranging for the contractor kickoff meeting; and (4) submission of final vouchers.

Selection of contractors for potential participation


Since T&M contracts offer the best “bang for the buck” in closing out contracts, the DCMA CMO should identify those contractors that have the most open but completed T&M contracts coded “Y” or “Z” in MOCAS, i.e., T&M and Labor Hour contracts.  Starting with the top 10 contractors with the most T&M contracts provides an excellent opportunity for receiving final vouchers for many contracts in a short period of time, without taking on too large a task up-front.  Once the initiative is up and running, the CMO and supporting FAOs can jointly identify additional contractors for potential participation, incrementally adding groups of contractors based on the number of open but completed T&M contracts.


Performance of risk assessments of potential participants


Once the DCMA CMO has identified the potential contractor participants, the auditor will use the risk assessment checklist (Enclosure 1) to determine if the contractor falls into a high or low risk category.  The checklist considers not only contractor systems, but other factors such as whether previously submitted final vouchers have had significant errors, and if prior incurred cost audits have detected significant questioned G&A costs.  Auditors will begin with a presumption of high risk, and will move a contractor into the low risk category only after completion of the risk assessment.  In most cases, the auditor can readily determine whether a contractor is high or low risk.  However, the auditor may experience some borderline cases.  In order to increase the likelihood of both accurate and consistent risk assessment judgments, the FAO Manager and Regional Audit Manager should review the assessments prior to presenting it to the ACO.  


The initial risk assessments are made for all completed contractor fiscal years on a year-by-year basis, based on CFYs applicable to open but completed contracts.  Auditors may face situations where the contractor is low risk up to and including a particular CFY (e.g. 1998) and high risk thereafter.  The opposite situation may also occur, i.e., the contractor is high up to a certain CFY, but low risk thereafter.  In the latter situation, the contractor could be on direct billing but still be considered high risk for the initiative, depending on the years involved.  


If DCAA makes a determination of low risk, the FAO will send a memorandum with the risk assessment enclosed to the ACO, recommending the contractor for participation in the initiative (see Enclosure 2).  If DCAA makes a determination of high risk, the FAO will forward only the risk assessment to the ACO.  In either case, the auditor should verbally discuss the results of the risk assessment with the ACO prior to submission and document this discussion at the bottom of the risk assessment checklist.  Prior to discussing the high risk contractors with the ACO, the auditor should consider other alternative approaches for expediting the closeout of completed contracts.  Enclosure 4 contains various alternative approaches developed in consonance with the Manassas T&M initiative.  However, the ACO and auditor may consider any other approach that expedites the closing of contracts prior to MOCAS “Brownout”, while still protecting the interests of the United States Government.


FAOs with contractors participating in the initiative will update risk assessments periodically, but no less frequently than semi-annually.

Getting contractors to participate


DCMA will invite contractors that have a low risk assessment to a T&M contract closeout initiative kickoff meeting using the letter shown at Enclosure 3.  A DCAA representative for each contractor will attend.  Once the purpose and process of the initiative has been explained to them, contractors should generally embrace the initiative.  Although contractors still must put together complete closeout packages as required by the contract, the reduced requirement of submitting an abbreviated final voucher (limited to SF 1034 only) and the lack of an individual audit on each contract gives them an incentive to participate.  Since multiple priorities can cause confusion with the contractor community (e.g., the OSD list, canceling funds, etc.), DCMA and DCAA together should clearly communicate where this T&M closeout initiative fits in the overall scheme of priorities.  


As DCMA and DCAA expand the initiative throughout the CMO, additional contractor group meetings may be held.  As an alternative, the ACO and auditor may meet with contractors on an individual basis.  As the initiative expands to smaller contractors, the ACO and auditor may consider using a joint phone call to persuade contractors to participate.  

Getting contractors to submit final vouchers in the specified time


Contractors will submit vouchers using an abbreviated final voucher format (SF 1034 only).  Based on the milestones established at the original CMO Commander and DCAA Regional Director meeting, DCMA will inform the original group of contractors of the expected time frame for submission of the first batch of final vouchers, i.e., all contracts completed as of a certain date.  This time frame should be no shorter than 30 days.  If the contractor cannot meet the specified timeframe, but wants to participate, the contractor and ACO will jointly establish an acceptable schedule for submission of the vouchers.  When a contractor significantly lags behind the specified time frame or established alternate schedule, and resources appear to be the problem, the ACO and DCAA should encourage the contractor to employ additional resources in order to remain part of the initiative.  If the delays continue for a considerable period of time, the ACO should consider dropping the contractor from the initiative.

Process for sample selection of final vouchers for spot check

Since the contractors participating in the initiative are low risk and the value of the applicable contracts is less than a specified threshold, DCAA will perform spot checks of submitted final vouchers on a quarterly basis.  The DCAA Regional Director should appoint an individual to be the DCAA contract closeout specialist for the CMO.  The specialist will select a number of final vouchers from a current batch for sample spot checks by the applicable FAO.  This will normally be done in the last month of each quarter so that the FAO can plan their workload to include these spot check audits.  Since the purpose of the spot check is to determine whether the contractor is submitting accurate vouchers and may continue participating in the initiative, rather than individual contract closeout effort, the FAO will set up Code 179 assignments to perform the spot checks.  For the same reason, the ACO should not hold up the processing of the final vouchers selected for the spot check pending DCAA audits.  If errors are found during the spot checks, the ACO will suspend the contractor from the initiative until the contractor takes proper corrective action to eliminate the errors.

Closing contracts when subcontractors have not submitted final vouchers


These procedures for this area primarily apply to high risk contractors and other contractors not participating in the T&M initiative.  They therefore have been included in the alternative procedures section of this paper.  However, ACOs and auditors should consider their use for contracts included in the T&M initiative that have more than a minimal amount of subcontract dollars.  Refer to Enclosure 4 for these alternative procedures.


Using the procedures described above and those in Enclosure 4 in a joint DCMA Manassas/DCAA Mid-Atlantic Region pilot at 18 contractors determined to be low risk and 4 contractors determined to be high risk, 3556 contracts (including 1688 overage contracts) were identified for closure.  During the first 3 months, which included the entire start-up process of establishing ground rules, conducting risk assessments, holding kick-off meeting, determining procedures, etc., 1100 final vouchers. or 31% of the total, were submitted.











Enclosure 1

Contract Closeout Initiative Risk Assessment Checklist


This appears as an attachment to the electronic version of this paper.  











Enclosure 2

MEMORANDUM TO ACO RECOMMENDING

CLOSURE OF TIME & MATERIAL AND LABOR HOUR CONTRACTS

WITHOUT AN INCURRED COST OR FINAL AUDIT












(DATE)

MEMORANDUM FOR COMMANDER, _______________________________________

ATTENTION:  __(insert ACO)_______________

SUBJECT:
Recommendation for Contract Closure Without an Incurred Cost or Final Audit

for Time & Material and Labor Hour Contracts Less than $1 Million for   __(insert Company Name, City, and State)

As part of our efforts to assist in the expedited closeout of low-risk contracts we have identified (insert Company Name) as having met specified criteria and is therefore a candidate for closing time & material and labor hour contracts/delivery orders less than $1 million as soon as physically complete without the performance of an incurred cost or final voucher audit.  The following specified criteria were used as the basis for our recommendation: 

1. The contractor has an adequate accounting system.

2. The contractor has an adequate billing system.

3. The contractor has an adequate labor accounting system.

4. Labor floorchecks have been performed with no significant exceptions.

5. Purchased material existence has been performed with no significant exceptions.

6. There have been no significant exceptions with final vouchers.

7. The impact on T&M contracts of questioned costs in prior audits of G&A is not significant.


If you have any questions, please contact Mr./Ms.              

, Supervisory Auditor, or Mr./Ms.         
    , Auditor, at (xxx) xxx-xxxx , by FAX at (xxx) xxx-xxxx, or by email at ___________.



(NAME)       










   Enclosure 3

Defense CONTRACT MANAGEMENT AGENCY

DEFENSE CONTRACT MANAGEMENT AGENCY MANASSAS
10500 BATTLEVIEW PARKWAY, SUITE 200

[image: image1.jpg]


MANASSAS, VA  20109

IN REPLY

REFER TO:   DCMAE-XXX








Date

Contractor Name 

ATTN:  

Contractor Address

Dear 


You are requested to attend a meeting on (Insert Date and Time, at Location), to discuss submission of final vouchers.   DCMA is implementing an initiative to expedite closure of T&M contracts immediately after performance has been completed.  The targeted area is contracts where the final delivery date has passed regardless of final indirect cost rate status.


Should you have any questions, contact the undersigned at 703-330-3202 x250

 or e-mail address sleisenring@dcmde.dcma.mil.








STEPHEN B. LEISENRING







            LTC, USA 








COMMANDER

cc:

DCAA

ACO
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Alternative Procedures for Expediting Contract Closeouts

High risk contractor with a significant number of T&M contracts

T&M Contracts:

1. The contractor will identify the universe of all T&M contracts that are complete and eligible for closure.

2. The contractor will identify those T&M contracts that are high risk (require contract modifications to realign labor hours).

3. The contractor will prepare and DCAA will audit the closing packages on these high risk contracts.

4. DCAA will select a sample of the remaining T&M contracts and request that contractor provide complete contract closing packages on these contracts.

5. DCAA will audit the sampled packages and provide CACS to the ACO on these sampled contracts.

6. Provided that the sampled contracts indicate low risk, DCAA will recommend that the ACO request “abbreviated” closing statements on the remaining universe of contracts, using the “Best Practices” methodology

7. DCMA will request that contractor submit “abbreviated” closing statements directly to the ACO.  No DCAA audit required.

CPFF Contracts:

1. The contractor will identify the universe of all CPFF contracts completed and eligible for closure through the end of the last year that DCAA has audited rates.      The universe includes those CPFF contracts where the unobligated amount is $0, or within a risk range that the contractor will determine (e.g., +/- $5000)

2. DCAA will create a risk assessment procedure to apply to the universe of contracts.  This risk assessment will include determining whether the contractor has applied the audited rates and whether any direct costs were questioned in prior audits.

3. DCAA will sample the universe of contracts and apply the risk procedures.
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4. If the sample indicates low risk, DCAA will recommend to the ACO that “abbreviated” closing statements be requested of the contractor on all contracts in the universe.  The contractor will submit the “abbreviated” closing statements directly to the ACO.

The contractor cannot provide labor hour schedules for past years, but agrees to do so for future years

1. The contractor will identify those T&M contracts eligible for closure.  (The universe has already been identified by DCMA.)  These contracts mostly represent the old legacy system contracts that were notated to the contractor as a result of an acquisition.

2. DCAA will select a sample of these contracts and request that the contractor prepare complete closing packages on these contracts.

3. DCAA will audit the selected contract closing packages and issue CACS on these contracts.

4. Provided that the sampled contracts indicate low risk, DCAA will recommend that the ACO request “abbreviated” closing statements on the remaining universe of contracts.

5. DCMA will request that the contractor submit “abbreviated” closing statements directly to the ACO.  No DCAA audit required.

6. The contractor will agree to submit the required T&M Labor Hour Schedules with future Incurred Cost Submissions beginning with CFY 2000.

The contractor is unable to identify individual contract costs from its legacy accounting system records

The government and the contractor will reach an agreement on an alternate method for closing 122 contracting actions with a final delivery date prior to a specified date.  This method involves identifying an inventory of prior years incurred cost submissions, indirect rate agreements, and audit reports that were available for the various years of contract performance.  


DCAA will select a sample of contracts and provide the sample to the contractor.  The contractor will determine whether any of the originally selected contracting actions were already closed or were time and material (T&M) contracts.  
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During this same time period, the contractor will reconstruct the cost data using incurred cost submissions, indirect rate agreements, and audit reports for the various years of contract performance.  The contractor will compare the reconstructed costs to the billed costs to date for each contracting action and determine the amount that it was over/under billed.  The contractor will compute an overall adjustment factor for the entire sample based on the various over/under billed differences.  This overall factor will be applied to the various contracting actions to adjust the billed costs to date to the reconstructed costs.  

The contractor has been unable to obtain subcontract final vouchers

Contractors have cited subcontractors’ failure to submit final vouchers as a major stumbling block for submitting final vouchers for the prime contract.  They do not want to take on the risk of additional contractor billings after the prime contract has been closed.  DCAA can taken certain actions to try to mitigate the risk of both the government and the contractor in closing contracts without subcontractor final vouchers.  However, since prime contractors have primary responsibility for administration of its subcontracts, the contractor should take certain minimum steps before asking for DCAA assistance.

The contractor should identify all subcontractors and subcontracts under each of their prime contracts.  They should determine whether a final voucher has been submitted for each subcontract.  Where no final vouchers have been submitted, the contractor should contact the subcontractor and give a due date for submission of the final voucher.  

If the subcontractor does not agree to the specified due date, the contractor should notify the ACO and provide the information listed below.  The ACO will then contact the DCAA office responsible for auditing the prime contract and provide the subcontract data information to the FAO for the purpose of performing a risk assessment for closing the contract without receipt of a subcontract final voucher.  As long as the contractor has acceptable accounts payable and subcontractor payment systems, DCAA can accept, as of the time of the risk assessment, the amount billed by and paid to the subcontractor as the actual subcontract cost under the prime contract.  The risk assessment will be based on a determination of the potential additional adjustment to the subcontractor’s billed costs.  The contractor should provide the following information to the ACO:


Subcontractor's name

Subcontractor's address, including zip code

Subcontract period of performance

Subcontract type 

Subcontract value

Subcontractor's last bill 

The subcontract dollar amount paid by the prime (this amount needs to broken out between cost and fee)
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The ACO will request the applicable FAO to attempt to verify the subcontract costs.  The FAO will attempt to identify the DCAA office responsible for auditing the subcontract.  To facilitate the identification of FAOs responsible for subcontract incurred cost audits in the future, MAR will recommend that DCAA HQs establish a master listing on the agency web site.  The FAO will input pertinent subcontractor identification information onto the site.  FAOs agency-wide will assign an individual to monitor the site to identify subcontractors under their audit cognizance.

If an incurred cost audit has been performed, the prime contract FAO will ask the subcontract FAO to provide the audited cumulative allowable costs and the last fiscal year audited.  The prime contractor FAO will compare either the cumulative allowable cost plus fee (if all subcontractor fiscal years were audited) or the total amount paid (if the subcontract fiscal years were not audited) by the prime contractor to the total subcontract value to determine the total potential subcontract adjustment amount that could occur after the contract is closed.  The results of this risk assessment will be furnished by the FAO to the ACO in a written memorandum.  If the amount of the potential subcontract cost is not significant, the ACO should try to get the contractor to jointly share the risk of the potential future adjustment and submit a final voucher based on the amount paid to date.  If the contractor does not agree to this approach, the ACO should consider administratively (unilaterally) closing the contract.

