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[bookmark: Introduction]1.  Introduction:  The premises upon which this guide is based are stated as follows:
· The Department of Defense follows (FAR 46.407(d)) regarding supplies that do not conform to all contractual requirements (minor nonconformance)
· Accepting nonconforming material is permissible only when the Government determines that acceptance of such material and supplies is in the Government’s best interests
· Acceptance of nonconforming material is the sole prerogative of the Government
· The act of offering nonconforming material to the Government should be an exception and the consistent offering of nonconformances is indicative of degradation in the contractor’s control over quality
· Requires the contractor to establish and maintain an effective and positive system for controlling nonconforming material. 
Note:  The term “Government” in this document refers to DCMA, Contracting Office (CO or PCO), and/or Customer Technical Personnel.
[bookmark: Scope]2.  Scope:
    2.1 Purpose: This guide sets forth requirements for DCMA’s surveillance of a cost-effective system for control and disposition of nonconforming material (NCM) and NCM’s relationship to correction action.  It defines requirements relative to the interface between the contractor and the contract administration office on NCM.  This guide also sets forth the requirements for a properly constituted Material Review Board (MRB).
    2.2 Application: This guide applies to the surveillance planning and NCM acceptance procedures performed by DCMA Quality Assurance Representatives (QARs) and QA Engineers.  Requests for specification changes, engineering changes, and major and critical waivers and deviations are not covered in the guide as they usually are not within the authority delegated to DCMA. 
[bookmark: Definitions]3.  Definitions and Acronyms:
· Ammunition Critical Characteristic Clause:  Ammunition contracts commonly include a clause for the control of Critical characteristics.  The basic requirements of the Critical Characteristic Clause requires when a Critical characteristic is deficient to; 1) The nonconformance is positively identified and segregated so that there is no possibility of the item inadvertently re-entering the production process; (2) The operation that produced the defective component or assembly and any other operations incorporating that component or assembly is immediately stopped; (3) The government is immediately notified of the critical nonconformance; (4) Any suspect material is identified, segregated and suspended from any further processing; (5) An investigation is conducted to determine the cause of the deficiency and required corrective actions; (6) A request to restart manufacturing or to use any suspect material associated with the critical nonconformance is submitted to the government.  
· The standardization and use of the Critical Characteristic Clause by the Military Services has significantly increased the requirement for contractors to design robust processes with the objective of preventing the creation or occurrence of non-conformance of a critical characteristic.  The contractor shall establish, document and maintain a product specific, critical characteristics control (CCC) plan that shall be submitted to and approved by the PCO.  The CCC plan shall include or reference all procedures, work and handling instructions and process controls relating to any critical characteristics.  Mistake Proofing techniques of the material handling and inspection systems shall be a part of the CCC Plan.  
· If the critical manufacturing process is not robust and produces non-conformances the contractor may develop alternative plans and provisions, collectively referred to as a Critical Plan of Action (CPOA).  The CPOA is not a waiver to the requirements of the clause but gives a supplier that knows that they will not be able to prevent the manufacture of critical non-conformances a means to gain control of their operational continuity while avoiding delays due to government mandated shutdown and restart coordination.  The CPOA recognizes that the supplier has adequate knowledge of the causes and remedies associated with critical non-conformances and is able to show that their processes are under control.   
· Identification of Critical characteristic requirements during Contract Technical Review is an essential step in identifying risks and associated surveillance requirements.  Additional guidance can be found in the DCMA Ground Sector Ammunition Portal. 
· CAB - Corrective Action Board:  A contractor board consisting of management representatives of appropriate contractor organizations with the level of responsibility and authority necessary to ensure the prevention of nonconformances, to manage quality improvement efforts as appropriate, to assess and manage nonconformance cost elimination, to ensure causes of nonconformances are identified and that corrective actions are effected throughout the contractor's organization
· CAO - Contract Administration Office. CAO and CMO (Contract Management Office) tend to be used synomously) 
· CI - Configuration Item:  A Configuration Item is any hardware, software, or combination of both that satisfies an end use function and is designated for separate configuration management. Configuration items are typically referred to by an alphanumeric identifier which also serves as the unchanging base for the assignment of serial numbers to uniquely identify individual units of the CI. 
· Contracting officer: A person with the authority to enter into, administer, and/or terminate contracts and make related determinations and findings. The term includes certain authorized representatives of the contracting officer acting within the limits of their authority as delegated by the contracting officer
· ACO: Administrative Contracting Officer: A contracting officer who is administering contracts 
· Correction:  Action taken to eliminate or reduce the effects of a nonconformance.  A correction can be made in conjunction with a corrective action. 
· Corrective Action:  Action taken to eliminate the cause of a detected nonconformance or an undesirable situation to prevent recurrence. There can be more than one cause for a nonconformance. This could include; changes to processes, work instructions, workmanship practices, training, inspections, tests, procedures, specifications, drawings, tools, equipment, facilities, resources, or material that result in preventing, minimizing, or eliminating a nonconformance.  There is a distinction between correction and corrective action. 
· Critical characteristic - a characteristic that analysis indicate must be met to avoid hazardous or unsafe conditions for individuals using, maintaining, or depending upon the product; or that analysis indicate must be met to assure performance of the tactical function of a major item such as a ship, aircraft, tank, missile, or space vehicle.  Characteristics identified as Critical I, Critical II and Special, are synonymous in this operational definition. 
· Critical Defect Escape – a critical defect that is not detected at its designated inspection point. 
· Deviation:  A specific written authorization to depart from a particular requirement(s) of an item’s current approved configuration documentation for a specific number of units or a specified period of time and to accept an item which is found to depart from specified requirements, but nevertheless is considered suitable for use "as is" or after repair by an approved method. (A deviation differs from an engineering change in that an approved engineering change requires corresponding revision of the item’s current approved configuration documentation, whereas a deviation does not.).  Classifications of deviations align with the classification/level of nonconformance.  
	Critical 
	· The deviation consists of a departure involving safety or
· When the configuration documentation defining the requirements for the item classifies defects in requirements and the deviations consist of a departure from a requirement classified as critical.

	Major 
	· The deviation consists of a departure involving
· Performance
· Interchangeability, reliability, survivability, maintainability, or durability of the item or its repair parts
· Health
· Effective use or operation
· Weight or size; or
· Appearance (when a factor) or
· When the configuration documentation defining the requirements for the item classifies defects in requirements and the deviations consist of a departure from a requirement classified as major. 

	Minor 
	· The deviation consists of a departure which does not involve any of the factors list as critical or major
· When the configuration documentation defining the requirements for the item classifies defects in requirements and the deviations consist of a departure from a requirement classified as minor. 


· DOD - Department of Defense
· FAR - Federal Acquisition Regulation
· Major characteristic - a characteristic, other than critical, that must be met to avoid failure or material reduction of usability of the unit of product for intended purpose.
· Minor characteristic - a characteristic other than critical or major, whose departure from its specification requirement is not likely to reduce materially the usability of the unit of product for its intended purpose or whose departure from established standards has little bearing on the effective use or operation of the unit. 
· MRB - Material Review Board:  Contractor’s board consisting of representative of contractor’s departments necessary to review, evaluate, and determine or recommend disposition of NCM referred to the MRB.  An MRB is normally composed of the following principal members: a representative of the contractor's quality organization as chairperson, and a representative of the contractor's engineering organization that is responsible for product design and/or has technical knowledge of product application.
· MRB Action: A documented method for the disposition of use-as-is or repair of a single nonconforming characteristic on a specific part, assembly or process.  Therefore a single disposition affecting multiple nonconforming characteristics is counted as multiple MRB Actions 
· Nonconformance: The non-fulfillment of a requirement. This includes a failure of a characteristic to conform to the requirements specified in the contract, drawings, specifications, or other approved product description.
· Critical Nonconformance: A nonconformance involving safety or requirements classified as critical.
· Major Nonconformance: A nonconformance consisting of a departure involving:
· Performance
· Health
· Interchangeability, reliability, survivability, maintainability, or durability of items or repaired parts
· Effective use or operation
· Weight or appearance (when a factor)
· Departure of a requirement classified as major
· Minor Nonconformance: A nonconformance which does not adversely affect or involve any factors listed as critical or major nonconformance.  Multiple minor nonconformances, when considered collectively, may raise the category to a critical or major nonconformance 
· Nonconforming Material (NCM): Any item, part, supplies, or product containing one or more nonconformance(s). 
· Occurrence: The first time a nonconformance is detected on a specific characteristic of a part or process. All nonconformances attributed to the same cause and identified before the date, item, unit, lot number, or other commitment for effective corrective action are also considered occurrences. 
· PR - Preliminary Review:  An evaluation by contractor-appointed Quality personnel, assisted by other personnel as required, for the purpose to determine the disposition of nonconforming material after its initial discovery and prior to referral to the MRB.  Only specific dispositions may be applied in PR.  See paragraph 5.3.1.  PR may result in an authorized disposition.  It is recognized that some nonconformances do not warrant referral to the MRB and can be handled more economically at the location of initial detection.
· Recurrence: A repeat of a nonconformance other than provided above under “Occurrence”. 
· Repair: An action on a nonconforming item/product to make it acceptable for intended use.  The repair is a procedure which reduces but not completely eliminates a nonconformance and which has been reviewed and concurred in by the MRB and approved for use by the Government. The purpose of repair is to reduce the effect of the nonconformance. Repair is distinguished from rework in that the characteristic after repair still does not completely conform to the applicable drawings, specifications, or contract requirements. Except for SRPs, proposed repairs approved by the Government are authorized for use on a one-time basis only. 
· Repetitive MRB Action: One or more additional MRB Actions on a single nonconforming characteristic on a specific part, assembly or process that has been previously dispositioned as an MRB Action (regardless of when the initial MRB Action was dispositioned). 
· Rework:  Action applied to a nonconformance that will completely eliminate the nonconformance and result in a characteristic that conforms completely to the drawings, specifications, or contract requirements. 
· Scrap: Nonconforming material that is not usable for its intended purpose and which cannot be economically reworked or cannot be repaired in a manner acceptable to the Government. 
· SRP - Standard Repair Procedure:  A documented technique for repair of a type of nonconformance which has been demonstrated to be an adequate and cost-effective method for repair when properly applied.  SRPs are developed by the contractor, reviewed and concurred in by the MRB, and approved by the Government for recurrent use under defined conditions. Defined conditions should include an expiration date or a finite limit on the number of applications, or both.  SRPs should not be used in lieu of corrective action to prevent recurrence. 
· Supplier: The terms subcontractor, supplier, vendor, seller, or any other term used to identify the source from which the prime contractor obtains support are considered to be synonymous for the purpose of this guide.
· Use-As-Is: A disposition of material with one or more minor nonconformances determined to be usable for its intended purpose in its existing condition.  
[bookmark: General_Requirements]4.  General Requirements:  This section of the tools and guide describes generally accepted practices and procedures for contractors regarding addressing contractor NCM and DCMA personnel’s surveillance of the contractor’s control of NCM.  Where contracts do not specifically address the handling and processing of NCM, DCMA personnel should verify that the contractor’s procedures meet as a minimum the general requirements to guide their actions regarding NCM.
    4.1  NCM Control and Disposition System: DCMA personnel should verify that the contractor has established and is maintaining a system which will identify, label, segregate (or control if segregation is not practical), and properly dispose of nonconforming material.
    4.2  Contractor’s Written Procedures: DCMA personnel should review all contractor procedures developed to implement the control of NCM, PR, and MRB for acceptability in meeting requirements. Verify that the contractor’s procedures also indicate the manner in which documentation is maintained.
    4.3  DCMA should:
· Disapprove procedures if those procedures do not accomplish their goals or meet requirements
· Perform the acceptance or rejection of nonconforming material because that activity is the sole prerogative of the Government (Contracting Office and Contract Administration Office)
· Require consideration for NCM. Acceptance of nonconforming material by the Government may involve monetary adjustment or other consideration
· Disapprove contractor identified personnel appointed PR authority and those to act on the MRB when there is evidence of improper or unsound dispositions and decisions regarding presentation of nonconforming material to the government or decisions are made beyond the scope or extent of their authority
        4.3.1  The right of DCMA disapproval specifically applies but is not limited to the following:
· Procedures, activities, organization, and reports of PR, the MRB, and the CAB
· Contractor-proposed repair procedures including SRP expiration dates, 1imits, and extensions
· Records and analyses of NCM and corrective actions related to NCM
· The right to withdraw approval of previously approved SRPs
· MRB members and personnel appointed PR authority at the time of selection or anytime thereafter
    4.4  Material Review Board (MRB): DCMA personnel should verify MRB member composition and approve/disapprove MRB members and procedures governing an MRB.  DCMA personnel should approve an MRB only if it is properly constituted. The MRB should be chaired by a representative of the contractor’s Quality organization and should include, as required, personnel representing other contractor organizations necessary to determine appropriate disposition of nonconforming material.  As a minimum, the MRB should include the chairman and a representative of the contractor’s engineering organization responsible for product design.  MRB members should be selected on the basis of their technical competence.  MRB members may call upon other contractor personnel for technical advice.  If warranted by the volume of nonconforming material or the diversity of work operations, more than one MRB may be established.
        4.4.1  MRB Authority and Responsibilities: DCMA personnel should verify the following:
· The MRB members investigate, in a timely manner, all nonconforming material (except material previously disposed of in PR)
· The MRB members review and concur in all proposed use-as-is and repair dispositions prior to submission to the Government for Government approval
· The MRB members review and concur in all proposed SRPs prior to submission to the Government for approval for recurrent use under defined conditions
· The MRB engineer prepares a written engineering analysis to accompany proposed use-as-is and repair (excluding SRP) dispositions when requested by the Government. Verifies the MRB informs the Government of the MRB’s investigation and deliberations on these potential dispositions so that the Government may act upon the MRB recommendations in a timely manner
· The MRB members dispose of nonconforming material properly
    4.5  Corrective Action: DCMA personnel should verify that the MRB’s dispositions correct the nonconformance and, if repetitive MRB actions occur, the nonconformance enters into the Corrective Action Process.  DCMA personnel should verify the contractor’s actions will ensure cost-effective, positive corrective action is taken to prevent, minimize, or eliminate NCM.  The Corrective Action Process should work toward continual improvement of quality and productivity.  The purpose of the Corrective Action Process is to correct causes of nonconformances, prevent the recurrence of wasteful nonconforming material, to reduce the cost of manufacturing inefficiency, and foster quality and productivity improvement.  
[bookmark: Detailed_Requirements]5.  Detailed Requirements:
    5.1  Identification, Documentation, and Segregation of NCM:  DCMA personnel should verify the contractor’s control of NCM including identification, documentation, and segregation of NCM. When material is found to be nonconforming, nonconforming items should be conspicuously marked or tagged (or otherwise identified if marking or tagging is not practical) and positively controlled to preclude its unauthorized use in production by the contractor.  Nonconforming product must be segregated to prevent inadvertent use, installation or shipment and, by definition, as soon as nonconforming product is removed from the normal production flow, it is classified as segregated, as is the situation with PR. The level of segregation is commensurate with the risk associated with the nature of product and process. Nonconforming material to be submitted to the MRB must be moved to a controlled area designated for storage of MRB nonconforming material unless not practical due to size, configuration, environmental requirements, or other conditions authorized by the Government.
    5.2  Review of NCM:  DCMA personnel should verify that the contractor’s procedures and processes for the review of NCM are sufficient for PR and MRB and that only designated personnel reviews NCM.
    5.3  Disposition:  DCMA personnel should verify the contractor’s procedures and processes for the disposition of NCM are sufficient for PR and MRB and only designated personnel make the determination for disposition.
[bookmark: PR]        5.3.1  PR Disposition: DCMA personnel should approve the PR procedures and personnel conducting PR.  DCMA personnel should verify that when material is initially found to be nonconforming, it should be examined by contractor-appointed Quality personnel, assisted by other contractor personnel if necessary, to determine if the nonconformance:
· Requires scrapping of the material because it is obviously unfit for use and cannot be economically reworked or repaired
· Can be eliminated by rework
· Requires return of the material to the supplier
· Can be repaired using SRPs which have been concurred in by the MRB and approved by the Government; or 
· Meets none of the above criteria and should be referred to the MRB
Note:  PR action does not negate the requirement for identification, documentation, and corrective action associated with nonconformances.  It does recognize that some nonconformances do not warrant referral to the MRB and can be handled more economically at the location of initial detection.
        5.3.2  MRB Disposition: DCMA personnel should verify that all nonconforming material not disposed of in PR should be disposed of by an MRB decision to:
· Scrap
· Rework
· Return to supplier
· Repair by an approved SRP
· Recommend to the Government for repair by other than an SRP
· Recommend to the Government for use-as-is or
· Request a waiver from the contracting officer.
    5.4  Use-As-Is Dispositions: DCMA personnel should verify that the contractor meets MRB procedure(s) that include requirements pertaining to use-as-is dispositions. Those requirements should include that:
· All use-as-is dispositions must be approved by the Government
· Until the use as-is disposition has been approved , the nonconforming material should not be further processed nor used without prior Government authorization, or unless controlled by methods approved by the Government; and
· All use-as-is dispositions should include a determination of the appropriateness of a documentation change and the method for accomplishing any recommended change (i.e., design change, changes to technical documentation including drawings, specifications, and Technical Orders, or recommended changes to Government specifications).   
    5.5  DCMA personnel should verify and ensure that the contractor meets MRB procedure(s) and requirements stated previously in this procedure/guide.
        5.5.1  Requirements pertaining to repair dispositions are as follows:
· Proposed repair methods (other than previously approved SRPs) should be submitted to the Government for approval prior to accomplishing the repair action
· The Government’s act of approving the repair technique does not compromise the Government’s right to reject the material after completion of the repair. Use of all repair procedures is at the contractor’s risk
· Prior to any repair disposition decision a judgment should be made by the contractor that the repair will be cost-effective relative to other disposition alternatives
· Repaired material should not be further processed nor used without prior Government authorization or unless controlled by methods approved by the Government
· Instructions for reprocessing of material after completion of repair and before its release should be included in repair procedures. These instructions should include the requirement for contractor inspection and test.
        5.5.2 Standard Repair Procedures:  SRPs are an adjunct to the MRB procedure, primarily to save time for the contractor and the Government.  DCMA should exercise care before approving a SRP to determine if proper classification of the nonconformance has occurred because DCMA only has authority concerning a minor nonconformance.  Therefore, any SRP with a deviation consisting of departure involving a critical or major nonconformance should be forwarded to the Contracting Officer.  DCMA should verify:
· SRPs should be agreed on by the MRB
· SRPs should include defined conditions and should include an expiration date or a finite limit on the number of applications, or both
· SRPs should be submitted to the Government for approval prior to implementing the SRP
· Instructions for reprocessing of material after completion of repair and before its release should be included in SRPs. These instructions should include the requirement for contractor inspection and test
· Each separate SRP may include a section for restrictions and limitations.  DCMA personnel should verify if a restriction prohibits use of a repair under certain conditions or limitation as to the extent of damage that a repair may be considered (Verify TDP and Specifications requirements)
· The contractor should maintain records detailing the dates of use and number of applications of SRPs (Rationale is that SRPs are an adjunct of MRB yet historically contractors do not include the number of applications into MRB data)
· The contractor should review SRPs periodically to ensure that they are complete, up-to-date relative to current process capability and state-of-the-art, and are being properly applied under the conditions defined for their use
· Nonconforming material to which an SRP has been satisfactorily applied is subject to DCMA inspection when specified in the SRP or as otherwise directed by the DCMA.
            5.5.2.1.  DCMA personnel should verify the intent of SRPs.  Minor nonconformances that recur over time and in a random manner can be expected to recur regardless of the amount of corrective action or training directed at the cause. The cause maybe workmanship or a process that is not capable and there is a low production rates and the necessary capital expenditures cannot be justified.  In a case as above, DCMA should forward the SRP to the Contracting Officer for approval and compensation/consideration must be considered.
            5.5.2.2.  DCMA personnel should review and validate SRPs annually.  SRPs are a documented repair technique for a specific type of nonconformance normally within a specific part number but are not meant for continual use and have defined conditions and expiration dates.  After those “sundown” conditions have been met, either the contractor should have fixed the specific process to meet requirements or an ECP should have been presented to the Contracting Officer.
            5.5.2.3.  DCMA personnel should verify that SRP details are not modified and that limits for use, as listed within restrictions and limitations are not exceeded.   A restriction is a prohibition against use under certain conditions, whereas a limitation concerns the extent of damage for which the repair may be considered.  Accompanying these definitions should be one of the most important (and often misused) caveats in the standard repair procedure:  “MRB required where the limitations described in the procedure are exceeded.”  Any repair that exceeds the repair instructions in the SR manual requires full MRB approval.
    5.6  Scrapped Material: DCMA should verify MRB procedures include that scrapped material should be conspicuously identified, controlled and when required, destroyed to preclude its inadvertent use in a contract item unless approved by the Government.
    5.7  Nonconforming Material Documentation: DCMA personnel should review and verify that the contractor maintains records of all nonconforming material, dispositions, and Corrective Action Process documents, including assignable causes, corrective actions, and effectiveness of corrective actions.  These records should be organized to permit efficient retrieval for summarization. DCMA personnel should verify that the contractor ensures that documentation of nonconformances includes the following:
· Name of supplier
· Contract number
· Initiator of the document
· Date of the initiation
· Identification of the document for traceability purposes
· Specific identification (e.g., part number, name, National Stock Number) of the NCM
· Quantity of items involved
· Number of occurrences
· The place in the manufacturing process where the nonconformance was detected
· A detailed description of the nonconformance
· Identification of the affected specification, drawing, or other document
· A description of the cause(s)
· Disposition of the nonconforming item (e.g, return to supplier, rework, use of an SRP, scrap, or refer to MRB); and an identification of personnel responsible for making the disposition decision
· Decision regarding corrective action to prevent recurrence
        5.7.1  Additional Documentation for MRB Items: If nonconforming material is referred to the MRB for disposition, DCMA personnel should verify that the MRB adds the following information to the documentation:
· Reference to or attachment of the written engineering analysis when performed
· Final disposition of the nonconforming items
· Signature (or personal identification stamp) of disposition authorities
        5.7.2  Recurring Nonconformances: The submittal of recurring nonconformances is discouraged and should be minimized. DCMA personnel should collect and verify data concerning nonconformances to determine if they are repetitive/recurring and what actions were taken to preclude recurrence.  If a proposed waiver is recurring (a repetition or extension of a previously approved waiver), it is probable that either the requirements of the documentation are too stringent or the corrective action of the manufacturer was ineffective. If it is necessary for a contractor to request a waiver for the same situation with the same item more than two times (or for the remainder of the contracted quantity of deliverable units), then the need for an engineering change, rather than a waiver, should be addressed between the Government and the contractor.  If corrective action is not warranted on an individual nonconformance, but collective or trend analyses of recurrences of the nonconformance indicate that the process producing the nonconformance is not within acceptable limits, the NCM documentation should be entered into the Corrective Action Process and the contractor should document the corrective action information.
    5.8  Minimum Data Summarization Requirements: DCMA personnel should verify, evaluate, and validate that the contractor’s nonconformance data is recorded to enable summarization of the quantity of nonconforming item, number of recurrences, dispositions, nonconformance costs, and the cause determinations, corrective actions taken.  The nonconformance data should be used by the contractor’s Corrective Action Board (CAB) and DCMA personnel to determine the need for and effectiveness of correction and corrective action. The format of the data and the frequency of preparation should be at the discretion of the contractor but in no case should the preparation be less frequent than quarterly. As a minimum, the following data should be included:
· Quantity of nonconforming items
· Number and type of nonconformances
· Number and type of dispositions
· Cause determinations
· Type of corrective actions and status
· Delinquent corrective actions
· Nonconformance costs
· Trend information and analysis thereof
        5.8.1  Data Collection and Analysis:  DCMA personnel should collect and analyze data on NCM and MRB to determine the total impact of the contractor’s control on NCM.  In many cases contractors only offer MRB data; however, by reviewing and analyzing all NCM data DCMA can determine the contractor’s control on NCM and any “hidden factory” impacts to quality.
    5.9  Nonconformance Costs: DCMA personnel should verify that the contractor has determined and recorded the costs associated with nonconformances. The objective of generating this cost data is to provide current and trend data to be used by the contractor in determining the need for and effectiveness of corrective action. The resultant cost data should serve as a basis for the focus of necessary CAB actions. The costs data collected should consist of scrap, rework, repair, use-as -is, and return to supplier costs. Nonconformance cost summaries should, upon request, be furnished to the Government. DCMA personnel should use the cost data to determine effectiveness of the contractor’s control on quality and to determine the associated costs to delivered product.
    5.10  System Audits: When contract requirements include a Higher-Level Quality Requirement, DCMA personnel should perform system audits of the Quality Management System that include the NCM control and disposition processes as well as the supplier's corrective/preventive action processes.  DCMA personnel should establish an audit schedule and should verify if the contractor conducts internal audits of their NCM control and disposition processes as well as their corrective/preventive action processes (both in-house and at suppliers where appropriate). 
    5.11  Control and Disposition Systems at Suppliers: When work is subcontracted there are three options concerning the control of NCM at the supplier and DCMA personnel should review procedures and verify which method is incorporated.  The three approaches are:
· No nonconformances are allowed to be incorporated into products and accepted (No MRB)
· The Prime controls the subcontractor/supplier and all NCM disposition decision are handled within the Prime’s MRB
· The Prime and the Government establishes a properly constituted MRB at the supplier
        5.11.1.  The prime contractor has the option to include material review and disposition of nonconforming material authority in subcontracts.  This is usually only done if the subcontractor’s operation is large enough and maintains design/drawing control.  Also, the supplier may apply to the prime contractor for permission to set up a subcontractor MRB.  If the prime contractor elects to delegate such authority, the supplier should use the prime’s procedures and meet the requirements of this document.  The decision to delegate Government review of MRB actions at the subcontract level is the sole decision of the cognizant DCMA office.  Even if the prime supplier includes MRB authority in the subcontract the prime CMO may elect to have those MRBs referred back to the prime CMO for review. 
        5.11.2.  Since MRB is a Government approved board but the Government does not have privity at the subcontractor/supplier, the prime contractor must include access rights for the Government to verify the MRB is properly constituted.  Furthermore, the authority to present nonconforming material to the Government for approval of recommended dispositions is limited to the prime contractor’s MRB unless specific authority has been delegated to the Government agency having contract administration responsibility for the subcontract by the Government agency having contract administration responsibility for the prime contract. The prime contractor should review and approve material review and disposition systems of suppliers; however, the final authority is the Government because the Government approves/disapproves procedures for inspection systems, NCM, and MRBs.
        5.11.3  Records of NCM Received from Suppliers: DCMA personnel should verify that the contractor maintains records of any nonconforming material received from each supplier. This information shal1 be used in the contractor’s vendor or supplier rating system.
        5.11.4  Corrective Action at Supplier Facilities: DCMA personnel should review and verify that the supplier organization has been notified of material nonconformances and the requirement, when necessary, for corrective actions. The prime contractor should perform follow-up review of the corrective action taken by suppliers.
    5.12  Reduction of NCM:  This section of the Tools and Guidance establishes policy and requirements to address improving quality through reduction in the cost and incidence of nonconforming products.  This section applies to contracts at prime contractor facilities, material from vendor locations, inter-organizational transfers, and subcontracted or supplier items, on which material review is performed by the prime contractor. DCMA personnel should evaluate a contractor’s product nonconformance history as described in Section 5.8.1, “Data Collection and Analysis”, Section 5.9, “Nonconformance Cost”, and Section 5.10, “System Evaluations” and determine the contractor’s performance as:
· Evidence of the effectiveness of a contractor’s engineering, manufacturing, quality assurance or inspection systems to accomplish their objectives
· Evidence of costs associated to nonconforming material
· Evidence of the amount of NCM processed and quality levels; and
· As a measure of the effectiveness of corrective action efforts 
        5.12.1  FAR Parts 46 and 52 describe conditions under which a contract will be modified to provide an equitable price reduction or other consideration when supplies or services involving minor nonconformance are accepted.  CAO determines:
· The cost to the Government
· Opportunities for improvement no longer merit CAO attention; and
· Continuation is otherwise no longer in the Government’s interest
        5.12.2  DCMA personnel (QAR, QA Engineer, through the ACO) should establish a reduction program with the contractor on a case-by-case basis (Non-negotiated) determined by:
· DCMA personnel should determine what nonconformance level (quantity or monetary threshold) is reasonable for a specific contractor given the nature of the business, products, and facilities as a basis for seeking consideration on nonconforming material. The intent is not to condone some level of contractor deficiency, but to determine where limited Government and contractor resources can be used most effectively. (Where the level of nonconforming material is high, reduction cannot be accomplished all at once but will take continuous improvement over a planned/agreed upon time period.)
· DCMA personnel, including personnel such as price analysts or engineers, should jointly establish monetary, quantity or other thresholds for contractor’s products
· A threshold must be discussed with the contractor, but the ACO has ultimate authority on an appropriate level and when to seek consideration
· A monetary threshold may be based upon the cost to replace the product with a fully conforming item or other basis as determined by the ACO. Replacement cost includes labor, material and overhead costs expended in producing the item prior to submittal for material review
· When DCMA personnel determine action is warranted for a nonconformance minor deviation (repair, standard repair, or use-as-is material review disposition) accepted by the Government, the ACO will review the following as factors in determining an equitable price reduction or other consideration due to the Government:
· Government expense for, re-inspection, retest and the administrative cost of processing a contract modification
· Savings to the contractor in fabricating material with the nonconformance
· Expense avoided if the contractor is not required to:
· Replace the product with one fully conforming
· Reprocess the product (These costs avoided include material, labor, and overhead related to repair)
· Re-inspect & retest (Include costs avoided for disassembly and repair)
· The ACO will determine an appropriate approach in accordance with the contract for obtaining consideration such as:
· A price reduction implemented through a separate contract modification to the appropriate contract
· Accumulating a number of actions before executing a contract modification
· Including consideration for nonconformance when a contract is being modified for other reasons, rather than preparing a separate modification
        5.12.3  Joint Contractor and CAO NCM Reduction Agreement: When the size of the contractor facility, complexity of the contractor organization, or the number of products and nonconformances warrant an approach to minimize the administrative work load on the contractor and Government, a joint contractor and CAO agreement on quality improvement for nonconformance reduction is mutually beneficial and is negotiated between parties.  The agreement will be tailored to a specific contractor facility or process and designed to focus on elimination of significant causes of nonconformance.
    5.13  NCM Acceptance Responsibility: The cognizant DCMA CMO leadership is responsible for the assignment of DCMA personnel to make the determination to accept or reject nonconformances and to conduct surveillance over NCM and MRB processes. DCMA personnel can functionally be Engineers or QASs but in all cases qualifications to perform the activities must be documented.  In more complex/critical programs and products, MRB surveillance and determinations are typically the responsibility of Quality Engineers with qualified QASs assisting.
    5.14  Corrective Action Process:  DCMA personnel should verify that all MRB actions have a proposed corrective action but more important, if a nonconformances is a repetitive/recurring nonconformance, critical in nature, or trends indicate an adverse situation should be entered into the Corrective Action Process.  DCMA personnel should verify that the contractor has established a Corrective Action Process and that the CA Process is effective in taking actions on the root causes to eliminate the root causes of nonconformities in order to prevent recurrence.
        5.14.1  Additional Documentation for Corrective Action: If corrective action is required on an individual nonconformance, the following information shal1 be recorded:
· An analysis of the recorded cause(s) and identification of the true (or root) cause
· The actions taken (or planned) to correct the cause(s) of the nonconformance and thereby preclude recurrence
· Identification of the individual(s) and contractor functional area(s) responsible for taking the corrective action
· Date, serial number, or lot number when corrective action will be completed or is estimated to be completed.      
