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MEMORANDUM FOR DEPUTY DIRECTOR, DEFENSE MANAGEMENT
CONTRACT AGENCY, DCMA

SUBJECT: Senior Executive Council (SEC) Endorsement of DoD Professional Services
Council IPT Recommendations

In your July 18,2003, memorandum, you requested coordination on a draft
memorandum under the joint signaturesof AT&L and the Comptroller. That draft
memorandum providesa number of recommendations, and an action plan for
implementing those recommendations.

| am concerned that the draft memorandum will impose a number of actionson the
Military Departments and Defense Agencies before they have afull opportunity to
comment. Inaddition, | am conccrned that the proposed actionshave not been
adequately distributed to the genera public for comment.

| also have the following concerns regarding the specific recommendations and
actions plansin the draft memorandum:

1. Thedraft memorandum providesfor joint responsibility between DCMA, DFAS,
and industry toidentify solicitationsthat contain non-compliant line item
structure. While | support including industry in the process, | bclicveitis
imperativethat all of industry have the opportunity to participate. | therefore
recommend that DCMA and DFAS develop a Website that will enable industry to
notify DCMA and DFAS of contracts that contain non-compliant line item
structures

2. Thedraft memorandum requiresDCMA and DFAS to issue a Notice of Contract
Deficiency Report for new contracts that do not meet the criteriain DFARS
204.7104. | agreethat thisis an excellent process for tracking compliance and for
assuring that significant deficienciesare brought to the attention of the buying
command. | also agree that the buying command should correct the deficiency as
soon as possible. However, | do not agree with the requirement that payments
may not be authorized until the discrepancy is corrected by a contract
modification. By precluding payment, this recommendation resultsin delaying
paymentsto contractors. | believe this is an inappropriate remedy for an internal
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Government discrepancy. These discrepanciesare not thefault of the contractor;
the contractor should not be delayed payments due to such discrepancies. In
addition, this policy may have a significant cost to the Department, sinceit will
require the payment of interest costs on the delayed payments.

3. Thedraft memorandum recommends considering afixed indirect rate or material
handling charge to be applied to reimbursable lineitemsfor Time and Material
contracts. Thisrecommendationshould be deleted because using such afixed rate
would represent cost plus percentageof cost contracting, whichis not alegal
method of contracting.

4. Thedraft memorandum al so recommends providing specific payment instructions
in the contract. The memorandum further recommends that the instructions be
prohibited from stating "' Pay oldest fundsfirst™. This recommendation should be
deleted. Aspart of the current DFARS transformation case, the DAR Council is
currently processinga DFARS revision entitled " Payment Instructions”. This
DFARS revision will requirethat the contract include specific payment
Instructions whenever there are multiple appropriationsor cost-reimbursableline
items. It also will provide the Contracting Officer with twelve payment options
from which to choose. The Contracting Officer is required to select the option that
best reflects actual work performance. One of these optionsincludes payment
based on " oldest fundsfirgt™, whichin some cases will best reflect actual work
performance.

My specific recommendedrevisionsto the memorandum to address each of my
concernsare included in the attached line-idline-out version of the draft memorandum.
If you have any questionsregarding this memorandum, my point of contactis Mr. David
J. Capitano, at 703-847-7486 or at david.capitano @osd.mil.

DedreA. Lee
Director, Defense Procurement
and Acquisition Policy
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MEMORANDUM FOK SECRETARIES OF 'HE MILITARY DEPARIMENTS
DIRECTORS OF THE DEFENSE AGENCIES

SUBJECT: Contract Structure, Payment and Closeout

In May 2002, DoD and Industry established an Integrated Process Team (IPT) to
identify post-award contact issues and recommend solutions. The IPT focused on
improving the timelinessand accuracy of contract payments. This wasidentified as the
primary areaof concern sinceit drives canceling funds, interest paid to contractors, and
contract closeout timeframes.

TheIPT has provided recommendationsin the following areas:

Enforce One Contract Lineltem — One Appropriation Relationship
Implement a Front-End Edit Function to Validate Lines of Accounting
Use 3 Contract Checklist to Highlight Key Attributes

Provide Mandatory Publication of all Contractual Documentson EDA

On March 20, 2003, representativesaof the IPT briefed the Senior Executive Council
(SEC) on the specificissues and recommended solutions. The SEC adopted the IPT’s
recommendations, and requested a detailed implementation plan. The prouosed detailed
implementation plan for each of the recommendationsis in the attachment to this|etter.
Within 60 days, DCMA and DFAS will organize ameeting with the Military

any questions you may have. We seek your support in thisimportant initiative by
sending high-level representativesto this meeting. Based on the input obtained at this
meeting, afinal implementation plan will be developed and distributed for action.

The point of contact for the USD(AT&L) is Mr. Robert Schmitt, Executive
Director, Contract Management Operations, DCMA at 703-428-1143 and the point of
contract for theUSD(C) is Ms. Sally Smith, Director, Commercia Pay BusinessLine,
DFAS at 614-693-6600.

Dov S. Zakheim ~—__Michael Wynne

Under Secretary of Defense Acting Under Secretary of Defense
(Comptroller) (Acquisition, Technology, and Logistics)
Attachment:
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Enforce One Contract Lineltem — One Appropriation Relationship

Unsupported use of multiple accounting classification reference numbers (ACRNs) for
one contract lineitem number (CLIN) unnecessarily complicates post-award contract
management, payment and closeout processes and may result in erroneous payments
when payment instructions are missing or ambiguous, increase, prompt payment interest

DFARS204.7103-1(a)(4) requires a single accounting classification citation for each
contract line item except in the situations authorized below:

o For asingle, non-severable deliverable to be paid for with R&D or other funds
properly incrementally obligated over several fiscal yearsin accordance with DoD

olicy.

° R si%le, non-severabledeliverable to be paid for with different authorizations or
appropriations, such asin the acquisition of a satellite or the modification of
production tooling used to produce items being acquired by several activities, and

e A modification to an existing contract line item for a nun-severable deliverable
that resultsin the delivery of amodified item where the item and modification are
to be paid for with different accounting classification citations.

When the use of multiple accounting classification citations is authorized for asingle
contract line item, DFARS 204.7104-1(a) requires an informational subline item for each
accounting classification citation

Although the DFARS identifies those circumstances when it is appropriate to include
multiple accounting classification citations on one contract line item, many organizations
improperly extend the use of the multiple ACRNSto one CLIN for line itemsthat do not
meet the exception criteria. Thisone CLIN, multiple ACRN relationship shall be
discontinued unless the exception isin accordance with DFARS.

Process:

To ensure compliance, the following plan will be implemented within the
Department of Defense:

1. DFASand DCMA will issue ajoint letter to each of the Services/Defense
Agencies providing a baseline listing of contracts awarded in Fiscal Y ear 2001 and
Fiscal Y ear 2002 that may not comply with the DFARS 204.7103-1(a)(4). The
listing will then be provided quarterly for all new contracts beginningin 4%
Quarter of Fiscal Year 2003. All contracts awarded after October 1,2003 shall be
in compliance with DFARS. Contracts awarded prior to FY04 may be exempt
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from compliance, with contracts awarded in FY 03 being adjusted for compliance
il practical.

USD(AT&L) and USD(C) will develop training to ensure understanding of the
DFARS requirements.

to solicitations, DCMA and, DFAS, will identify all solicitations containing non-

compliant line item structure and request correction prior to award._In addition
DCMA and DEAS will develop a Website (hat will enable industry to identify
contracts that contain non-compliant line item sfructures.

For new contracts awarded after October 1.2003. DCMA and DFAS will issue an
advisory notice to buying commands notifying them when, a contract line item
structure does not comply with DFARS 204.7104. Notification will advise that
contractsreceived by them after January 1, 2004 will require correction and the
payment may be delayed pending correction.

. Effective January 1, 2004, DCMA and/or DFAS will issue a Notice of Contract

Deficiency Report (DD Form 1716 or similar document) to buying commands for
new contracts containing multiple ACRNsfor one CLIN that do not meet the
critcria in DFARS 204.7104; DD Form 1716s will request correction and cite the

DFARS reference,

. DFAS will monitor improvement by reviewing metncs for multiple ACRNs per

CLIN.

Metrics:

DFAS will provide baselinedata for Fiscal Year 2001 and 2002, by component, for

DFAS will monitor the number of contracts and number of CLINs containing multiple
ACRNSs per CLIN and compare with the baseline to measure progress and:

On a monthly basis, track and report to each military department and defense
agency, the number of Contract Deficiency Reports (DD Form 1716s) issued by

DFAS and/or DCMA to buying commands requesting correction to multiple
ACRNSsper CLIN;

Report the number of DD Form 1716 corrections made; and
On aquarterly basis, report to the Senior Executive Council on progress made.
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Implement a Front-End Edit Functivn to Validate the Line of Accounting

It isalong term goal to standardize the line of accounting (LOA) and adopt a standard
record layout format for all Departmental linesof accounting in contracts, other
procurement documents, and other related systems. The goal is consistent with the
Department's Financial Management Enterprise Architectureplan. Until thiseffort is
accomplished, up-front system validation of the line of accounting by the Military
Servicesand Defense Agencieswill ensure that the line of accounting (LOA) is accurate
prior to contract distribution.

Process:
Consistent with the Department's goals, each Military Service and Defense Agency shall:

e Within 60 daysof this memo, the Military Services/Defense Agenciesshall submit
aplanfor creation of a validation mechanism;

e Within 180 days of this memo, have mechanisms in place for validation of theline
of accounting data element within the existing contract writing systems.

o Services/Defense Agencieswill report to USD(AT&L) and USD(C) at the 60 day
and 180 day milestone.

Metrics:
DRAS will report quarterly to USD(AT&L) and USD(C) on quantity and percentage of
errorsoccurring withinthe LOA.
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Use of a Contract Checklist

The Joint | PT identified specific examples of contract attributesthat contributeto timely
payment and contract closeout. During the contract planning and formation phase,
addressing each o these attributeswill better ensurethat the contract is properly
constructed and will facilitate proper contract administration, payment and closeout.

The attributes that directly affect payment follow:

Contract Payment Basics
Top 10 Messages/Do’s and Don'ts

1. Make payment instructionsa consciousdecision.

2. Discuss payment options with DFAS during acquisition planning. Multiplelines
o accountingincrease payment complexity.

3. Citeall payment related information in Section G of the contract. For commercial
contracts, knsure payment instructionsare provided with the schedule.

4. Limit funding to One ACRN/One CLIN or SLIN unlessauthorized by DFARS
204.7103-1(a)(4).

3._Minimize uniqueinstructions. If they apply, make sure the contract distinguishes
between billing and payment and that directionsare consi stent:

a. Billinginstructionsshould tell the contractor what to include on invoices
and vouchersand to whom they should be submitted;

b. Payment instructions should tell DEAS how to make the payment.

¢. Instructionsfor billing and payment are consistent.

6. Recap funding changes on modifications that increase or decreasethe contract.
Includethelineitem number, ACRN, Accounting Classification,the basic
contract amount, cumulative modification amount, modification amount o the
current action (if any), and cumulativebalance.

7._If necessary, modify payment instructionswhenever accounting information or
dollar amounts change.

8. Do not 1ssue adelivery order against a"C" type contract. Task and delivery
ordersare" G," D, or “F” documentsand are authorized only under ordering
agreements, IDIQs and "'schedule” contracts.

9. Include a POC name, telephonenumber and email addressin the " issued by"
block on the SFs 26, 30, 33, and 1449 and DD 1155.

Process:

DCAA and DCMA will:

«
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Introduce the concept of a " pocket reference guidefor payment issues” to the acquisition
commurity through written nutificatious and discussion at conferences and DAU

sponsored classes.

Develop a contract payment " pocket reference” guidefor use by Government and
Industry to be distributed by Dec 31, 2003.

Explorethe possibility of an OSD-wide managed initiative of the pocket reference
guidanceeffort to include:

Distribution of the pocket guidein written format to the acquisition community.
Identification of funding requirementsand sources of funding necessary to implement the
pocket guide as a mouse pad, paper weight, screen saver, or web-based training. This
type of format is" user friendly" and readily accessible by acquisition professionalsas
they are generating their acquisition plans and written contractual documents.

Metrics:

Data will be extracted from the database of the Contract Deficiency Reports (DD Form
1716s) issued by DFAS and DCMA that request payment instructions, correction of aone
CLIN - multiple ACRN relationship (not authorized by DFARS), and inconsistencies
between payment and billing instructions. DFAS will measure the number/percentage of
contractsissued requiring modificationfor the circumstanceslisted above.

A baselinewill be established by DFAS and DCMA to measurenumbers/percentages of
contract deficienciesissued during Fiscal Y ear 03 for the reason codes identified above; a
breakout will be provided to each of the Military and Service Components.

After October 1,2003, these metricswill be reported quarterly to the SEC by DFAS and
DCMA.



Coordination with DFAS and DCMA duringthe Acquisition Planning Phase

FAR Part 7, Acquisition Planning prescribespoliciesand proceduresfor performance of
acquisition planning and the development of acquisition plans. The purpose of the
planning isto ensure that the Government meets its needs in the most effective,
economical, and timely manner. The plan (whether written or not) must addressall the
technical, business, management, and other significant considerationsthat will control the
acquisition. In the past, most aspects of payment or contract closeout have not been
considered during the planning phase. Y et, it isduring this phasethat basic decisions
regarding contract structure, contract type, or unusual contracting terms are made and
these very decisions guide the payment and closeout process.

Toensure that contractsare structured to facilitate the most effective and efficient
administrationand payment, DFAS and DCMA participationin the planning phase for
certain contracrs (applicable to awards to be delegated to DCMA and DFAYS) shall be
obtained when considered appropriate. Complexity of the contract termsand conditions
should dictate coordination. DFAS and DCMA haveidentified specific examples of
contract attributes wherc carly coordination with the contact management community
could enhancecontract structure and facilitate timely payment. Examplesinclude
contracts with:

Multiplefunding sources.

Multiple ordering offices.

Non-severable lineitems with multiple ACRNSs.

ACAT | Programs

Innovative payment instructions and/or contract structures; and
Commercial and performance-based payments.

Thisup-front sharing of knowledgewill ultimately result in reduced rework by the
Services, DCMA, DFAS, and the contractor and reduce interest (funded by the Services)
paid to contractorsfor late payment.

Process.

Within 60 days of this memo, DFASand DCMA will each designate pointsof contact to
serve asthefocal point for the coordination effort by the Military Departmentsand other
Defense Activities.

Within 180 days of this memo, each of the Military Departments and other Defense
Agencies will develop and implement a pracess to ensure DFAS and DCMA
participationin the planning stages, as early as practical for proposed contracts
containing provisionsthat can lead to payment and contract closeout problems. The



specificdetails of the processand criteriawill be determined by each of the
Services/Defense components. This action will benefit the Servicesand Defense
Agenciesby facilitating timely payment during the contract generation phase by properly
identifyingissues at the front-end of the acquisition process.
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DFAS maintainsmetrics on the number of Contract Deficiency Reports (DD Form
1716s), issued to the buying commands. Early coordination with DFAS and DCMA
should identify potential problems prior to award and reduce the number of deficiency
reportsgenerated. DFAS will establish a baseline to measurenumbers/percentages of
contract deficienciesissued during Fiscal Year 2003 for the reason codes identified above
and report that baseline to each ot the Mulitary Services and Defense components.

DFAS and DCMA will establish a metric to measure the number of coordination efforts
prior to the award.

After Octaober 1,2003, on aquarterly basis, DFAS will monitor and report to the SEC on
Contract Deficiency Reports generated by each Military Service or Defense Component.

After October 1, 2003, DFAS and DCMA will report quarterly to the SEC on the number
o coordinated efforts.



Mandatory Publication of All Contractual Documentson EDA

The DoD Memorandum regarding DoD Electronic Document Access (EDA) Business
Rules wasissued November 5,2001. These businessrules provided guidance and
established roles and responsibilitics for participationin the EDA program. Thebusiness
rules state that participationis mandatory for all the Military Services and for specified
DoD agencies.

Currently, the Defense Finance and Accounting Services (DFAS) receives 20% of all
contractual documentsin hard copy format. The mgjority of the documentsare generated
by the Military Services already covered by thisDoD Memorandum. A renewed
emphasisis necessary to encourage those offices not currently compliant to take the
necessary actionsto enable thiscapability. This mandateis primarily targeted at those
sites not currently pursuing certification of their EDA distributions systems.

Process:

To reinforcetheinitiative to modernize the way that acquisition, financial and other
documentsare handled, all Departmentsand Agencieswill take the necessary actionsto
publish al contractual documentsto EDA using existing technology (electronicor
manual scanning).

Each activity shall submit al contractual documentsto DISA for publicationto the EDA
website. Thismay be accomplished viaelectronic submissionfor thosecontract writing
systemsalready capable. For those activitiesthat lack the electronic capability, a copy of
the contractual documents shall be scanned into PDF format and submitted to DISA or
other provisionscan be made viacoordination with the DISA EDA Program Manager.
Submissionfrom any source shall be in accordance with the requirementsidentifiedin
section 2.6 of the EDA businessrules.

Cuordination with the DI SA EDA Program Managet may be required to identify
solutionsto obstacles currently hampering the posting of contractual documents to EDA.
A copy of thebusinessrules and DISA pointsof contact can be found at
http://www.defenselink. mil/acg/ebusiness/documents/EDA rules.pdf

Metrics:

Utilizing the established Client Executiverelationship, DFAS will identify those
organizationsstill providinghard copy documentsand will ensure discussion of theissue
during periodic Client Executive meetings.



A baselineof numbersof documents and organizationsstill submitting hard copies will

be established as of Sep 30,2003; quarterly metrics will be compared against this
baseline to measure progress.

DFAS will track the number vf hard cvyy contractual documents reccived and report to
USD(AT&L) and USD(C) on aquarterly basis.



