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Read-Ahead for February 11, 2003 IDS Meeting

CLIN quantity described as “lot”
Issue:

· DFAS offices refusing to pay on contracts in which CLIN quantities are defined as “lots”

· DFAS perceived as requiring each element with a separate rate be assigned a separate CLIN

· DFAS office position that any “lot” will only receive a single payment at the completion of entire lot delivery

· Problems arise only in “Vendor Payment” process, not in “Contract Payment” process for contracts administered by DCMA using MOCAS.

Genesis:

· DoDIG audit of Vendor Pay system

· Analysts were “changing the contract”  (“flipping” quantity and dollar values) to work around CAPS limitation to make multiple payments against single lot quantities
· Fragmented shipments of computer suites made reconciliation of received goods with contract quantities difficult 

· June 11, 2002 memorandum issued requesting CLIN structure  match shipment practices 

· Triggering event for current problems: 

· DFAS changing systems

· Demise of replacement payment system (DPPS)

· Misinterpretation of June policy memorandum June 2002 policy memorandum to prohibit use of “lot”
Problem examples:

· DFAS offices indicating inability to pay contracts with units of “lots” effective 2003

· Potential requirement to modify thousands of contracts

· Other unit quantity descriptions do not necessarily fit

· Precluding payments in accordance with commercial practice for fixed price services not defined in terms of actual effort, e.g. IT maintenance support contracts to provide maintenance for a specified period 
· similar to a warranty paid ahead of time, with deliverables ranging from nothing to unknown quantities of labor and material 

· Significant pricing differences if subscription is by month v. by year

· Subscription payments (maintenance, security, etc.) required up front

· Appears to preclude use of established payment procedures (FAR 52.216-7 Allowable Cost and Payment)

· Structuring Time and Material (T&M) or Labor Hour (LH) Task Ordering contract with separate CLIN for each rate for each labor category, quantity expressed in hours.

· Not consistent with ordering of a task effort, for which contractor has flexibility to use appropriate labor mix

· Government acceptance should be at task level, not individual labor hours

· Several year broad scope task order contract has different rates for each year for each labor category

· Complicates invoicing, review and payment

· Travel costs covered by a separate CLIN on fixed price service contracts

· Precise quantities or separate CLINs for each trip is not practical 

· Payment should not be delayed until the end of the contract

Clarifications (discussions with DFAS Vendor Pay staff)

· Vendor Pay can accept “lot’ quantities

· With “lot” quantities, Vendor Pay needs specific payment instructions if other than single payment upon completion of all deliveries

· Vendor Pay can accommodate split payments for lot, provided

· Payment instructions are provided in the contract

· Splits are expressed in whole dollars or whole percentages (no decimals)

· Vendor Pay can pay T&M or LH contracts set up with CLINs at the task level, provided

· Invoices summarize labor category charges to the task level

· Receiving documents similarly summarize labor category charges to the task level

· Separate CLINs (SLINs?) are used for labor and material

DFAS frustrations:
· use of “1 lot” quantities for service contracts requiring frequent payments

· perceived abuse of “lot” as a quantity

· Not receiving payment instructions

· Overly aggressive payment schedules

· Unrealistic payment requirements (10 days)
· Result in paying interest charged to buying activity

Discussion:
· DFARS 204.7104-1 provides for Use of SLINs

· Informational SLINs – not priced separately for payment purposes

· Separately identified SLINs – 

· can be used  to facilitate payment

· have their own unit prices (or are not separately priced)
· In some problem examples, the PRICE is based upon a larger unit (e.g. a year’s service) while payment is desired more frequently (e.g. monthly), and the equivalent price would not apply if procured on a monthly basis. 

· Does DFARS need to recognize use of SLINs for apportioning payment of a total price, that does not indicate a separate price? 
Recommended Actions:
1. Persuade DFAS to internally advise offices of misinterpretation

· Not reject contracts using quantity designator of “lot”

· Work with contracting officers to develop appropriate payment instructions.  [What is the optimal level to work this?]
· Direct responses to those offices that have raised the issue
2. Identify this issue to contracting offices (IDS) [This meeting]
· Trickle down information to avoid further misinterpretations

· Check automated systems to ensure payment instructions are generated as appropriate

3. If necessary, issue clarifying policy memorandum
· Avoid multiple memoranda to match various specific situations

4. If necessary, start DFARS change case
· Is a change to regulations necessary?
· Contrary to direction to minimize regulations

· Counterproductive to current major effort to streamline DFARS 

5. Is action necessary to ensure future computerized payment systems can handle contracting needs?  
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