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EXECUTIVE SUMMARY

Background.  The Panel on Contracting Integrity tasked Subcommittee 4 (SC4) to develop guidance for ACOs on handling contractor submitted updates to their forward pricing rate proposal.  This action arose from the Subcommittee’s work in 2011 of developing a forward pricing rate proposal checklist.  The motivation for this tasking as well as the proposal checklist is to reduce the time it takes to get to either a rate agreement or recommended rates.  The Subcommittee members from DCMA, DCAA, and SUPSHIPS performed a Lean Six Sigma (LSS) assessment of the DCMA forward pricing rate agreement (FPRA) process with the assistance of a Lean Six Sigma Black Belt.  The LSS Black Belt surveyed DCMA’s Corporate and Divisional ACO community.  In this report, we will discuss the results of the LSS study of the DCMA process and DCAA’s complimentary efforts to improve audit timelines.  We also will discuss recommendations and actions implemented to improve policy governing the process.  
Results.  The survey determined that the extended process time was the root cause.  ACOs were using a rigid sequential process outlined in the DCMA policy where the average time to get to a FPRA (if at all) was 277 days and the average time to a forward pricing rate recommendation (FPRR) was 69.4 days.  The delay in process time precipitated the contractor’s need to update proposals to remain current, accurate, and complete.  SC4 accepted the survey conclusions and identified four conditions that impact process time:
· Reliance on DCAA audit report
· Immature cost monitoring/base forecasting support
· Excessive local procedures governing process products
· Pre-negotiation objectives memorandum/price negotiation memorandum (PNOM/PNM) Board of Review
Recommendations.  This subcommittee recommends DCMA amend its policy to encourage completion of recommended rates within 30 days of receipt of an adequate proposal and to start FPRA negotiations within 60 days, where capability exists.  
In order to meet the 60-day challenge, DCMA will provide templates for required documents and incorporate improvements to cost monitoring policy as the process matures and lessons are learned.  DCMA ACOs could be more proactive in encouraging timely and adequately prepared submittals of rate proposals.  DCMA will establish in policy that there is no requirement for time consuming exhaustive local procedures and review of negotiation memorandums because a dedicated cadre of experts has been established in the DCMA Cost and Pricing Center to provide guidance and act as the permanent, single board of review for all rate recommendations and agreements.  The single rate board of review responds quickly to review requirements (within 2 days) and the individuals provide guidance throughout the process so that the board of review process is not a cause of delay.  
During the period of the subcommittee’s work, DCAA took significant steps to reduce its FPRP audit time.  On September 27, 2012, DCAA released an updated audit program that encourages the use regression analysis to form an audit opinion on contractor proposed rates.  It also encourages auditors to evaluate proposal updates in terms of magnitude of the changes from the original proposal and possibly limit the scope of the audit to the changed information rather than considering the update as a new proposal.  In addition, DCAA is using a FPRP adequacy checklist to help communicate and address proposal inadequacies as well as to complete audits faster.  
Assistance from the contracting community in communicating expectations for timely and adequate contractor rate proposals could significantly reduce audit and rate agreement timelines.  DCAA now receives a predominant number of initial rate proposals from contractors significantly later in the year than have happened historically, making it harder to provide useful information needed to hold effective rate negotiations.  In addition, the adequacy of contractor rate proposals directly affects timelines and leads to frequent updates to rate proposals.  When updates are significant and are without a roadmap or bridge to a prior proposal, timeliness is adversely impacted.  



DCMA LSS OF FPRA PROCESS 
In the pursuit of a rate agreement, time is of the essence.  ACOs and auditors have been caught in a do-loop of review and re-review.  As a result, the subcommittee focused on a LSS analysis goal of “Decrease FPRP process time to no greater than 30 days.”  With the assistance of an ACO focus group, we mapped the most common sequence of the FPRA negotiation process as shown in Appendix A. 
Based on the process flow, we identified the key steps as shown in Table 1. 
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	    TABLE 1

We issued a questionnaire focusing on the time it took respondents to complete the key steps and asked ACOs to answer the questions based on their most recent experience.  We received 108 responses.  The questionnaire disclosed that only 49% of the respondents got to the process step of writing a pre-negotiation objective memorandum and only 10% achieved FPRA.  Most respondents circled back into the review loop before they could form a negotiation opinion. 


The steps achieved by the respondents and the times from receipt of adequate proposal to complete the critical stages are graphically displayed in Table 2.
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TABLE 2
We found that a significant driver in the time delay or failure to issue a FPRR or prepare a pre-negotiation memorandum for a FPRA using the data from the original FPRP was the average time to issue a DCAA report.  Table 3 details DCAA Management Information System (DMIS) performance data for adequate proposals received in FY 2011.  
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TABLE 3
This data and our analysis of it confirmed we needed to change the existing process to reduce the time it takes to form an opinion on the contractor’s proposal.  We empanelled a focus group from the questionnaire respondents to get to the heart of the DCMA internal impediments at the ground level.  While the focus group and data identified the delay in receipt of a DCAA audit report as a significant time impediment, we asked respondents to consider what was delaying the DCMA process absent DCAA input.  The fishbone cause and effect diagram resulted in a determination that the following conditions listed in order of importance were necessary to consider in reducing the process time.
· Reliance on the DCAA audit report
· Immature cost monitoring process/base forecasting support
· Excessive local procedures governing process products
· PNOM/PNM Board of Review

Each of these conditions is addressed in detail below:
Reliance on the DCAA audit report.  The DCAA product is important in forming a position on the contractor’s forecasted rates.  DCAA provides risk analysis of the accounting practices, accounting system, estimating system, internal controls, and a historical perspective on the predictability and behavior of dependent and independent costs.  Most respondents stated that they were reluctant to proceed to recommended rates because they lacked the resources to complete an analysis and delayed in the hope of getting an audit report.  However, our data indicates that 19% of respondents were issuing FPRRs after 69 days without the DCAA input and without much analysis.  While not an ideal situation, because of customer demand, ACOs issued recommended rates based on decremented billing rates or applied a historical DCAA recommended decrement to the contractor’s proposal.  After 120 days, the current year proposed rates accuracy appears to erode to the point where the contractor submits an update that needs revised analysis.  Thus, the negotiation position developed to date and latest FPRR need rework.  
Immature cost monitoring/base forecasting support.  Over 2 years ago, DCMA realized that the rate process was in failure mode because it was reactive to contractor proposals and not a continuous process of understanding contractor costs.  DCMA concluded that all ACOs issuing rates need a dedicated team review the contractor’s costs on an on-going basis.  As illustrated above, DCAA plays an important role in the rate review process but time and customer demands cannot allow the audit report to remain the default position.  DCMA has just begun its second year of formal cost monitoring requirements and respondents stated the process was still immature due to new hiring and lack of training.  In addition, cost monitors lacked a structured mechanism to confirm proposed base forecasts with customers.    
Excessive local procedures governing process products.  DCMA policy requires that the Contracts Director in the contract management office (CMO) or Corporate ACO/Divisional ACO Division Director (delegable) review and sign FPRR memorandums, pre-negotiation memorandums and negotiation memorandums.  Respondents reported that there is significant delay because CMOs have added mandatory steps to the process, e.g. legal review.  In some cases, the mandatory steps have checklists requiring an audit report.  Therefore, no progress can be made without an audit report. 
PNOM/PNM Board of Review.  DCMA designated the experts in the CACO/DACO Division of the Cost and Pricing Center to be the Agency review board for all FPRAs.  The respondents reported that many of the internal reviews and local procedures delaying the process arose because of preparations for this centralized review process. 

[bookmark: _GoBack]RECOMMENDATIONS/ACTIONS TAKEN FOR PROCESS IMPROVEMENTS
Reliance on the DCAA audit report.  DCAA has already taken significant steps to reduce its FPRP audit time.  On September 27, 2012, DCAA announced the release of an updated audit program that encourages consideration of the use of regression analysis to form an audit opinion on the contractor proposed rates.  It also encourages auditors to evaluate proposal updates in terms of the magnitude of the changes from the original proposal and possibly limit the scope of the audit to the changed information rather than considering the update as a new proposal.  In addition, DCAA is using a FPRP adequacy checklist to help communicate and address proposal inadequacies as well as to complete audits faster.  Again, more assistance from the PCO and ACO community in receiving timely and adequate contractor rate proposals can help reduce timelines further.     
Through cost monitoring, DCMA is developing a capability to make sound and timely assessments of the contractor’s proposed rates while DCAA performs its audit work.  Because DCMA believes that the rate proposal should confirm information acquired during the cost monitoring process, DCMA will update FPRA policy to encourage completion of rate recommendations within 30 days of receipt of an adequate proposal and to start FPRA negotiations within 60 days.  The policy will also emphasize that the input of all technical specialists is not required to complete the process unless it is determined to be necessary to close a critical gap of information to achieve a valid rate agreement.  
This concept was proven in FY 2012 at DCMA Sikorsky, where the cost monitor and DACO achieved a negotiated FPRA in 60 days, which allowed for the negotiation of the latest H-60 helicopter multi-year contract.  The DACO and cost monitor communicated frequently and were able to exchange real-time information with DCAA auditors regarding ongoing rate audits on a continuous basis during negotiations.  The policy update will reinforce these best practices as well as current procedures to expeditiously disposition DCAA audit reports.  Ultimately, to improve effectiveness, progress needs to be made in concurrent steps rather than sequential.  A graphic of the desired process can be seen at Table 4.
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                                                                      TABLE 4
Immature cost monitoring/base forecasting support.  DCMA realized that hiring cost monitors and strategically aligning them to support ACOs was not going to automatically create a robust process for reviewing rates.  Although, DCMA saw it as the critical first step.  In the fall of 2012, DCMA began a workshop-style training course for all cost monitors, and an extensive cost-monitoring manual was released for use in December 2012.  DCMA policy is being updated to reflect lessons learned since the reinstatement of the cost monitoring process.  With the Director, Defense Pricing, support and issuance of memorandum “Improved Business Base Forecasting and Evaluation” dated September 14, 2012, to the services, DCMA began collecting business base information from the services on a semi-annual basis starting in July 2013.  This information will be shared with DCAA.           
PNOM/PNM Board of Review.  DCMA and SUPSHIPS have determined that the centralized review mechanism adds value to the rate development process because the reviewers are able to identify and share cost trend information and make consistent determinations on common areas of concern.  In order to eliminate local review and procedures that add time but no value, DCMA has identified a standing group of experts  in its Cost and Pricing Center, CACO/DACO Division, that reviews all pre-negotiation and negotiation positions for the Agency.  Since this group was formed, it has averaged a one to two day turn around for review and discussion of negotiation documents.  DCMA policy will direct all components that negotiate rates to rely on the expertise in the center for consultation, review and concurrence with the negotiation position. The local review processes that have delayed the FPRA process and challenged its completion will be discouraged in policy.  To eliminate the local procedures, DCMA is developing templates and checklists for preparing negotiation positions.  DCMA will update its FPRA etool to track the time it takes to complete the various steps to see if the actual/planned process improvements improve the process time. 
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