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CHAPTER 4

4-000 General Audit Requirements

4-001 Scope of Chapter

This chapter presents general guidance
and basic auditing concepts and techniques

to assist the auditor in accomplishing the
objective of contract auditing. Amplifica-
tion of this guidance will be found in later
chapters and appendixes.

4-100 Section 1 --- FAO Coordination with Contract Administration Personnel

4-101 Introduction

This section presents guidance on general
coordination with procurement and con-
tract administration personnel.

4-102 Coordination with Contractor and
Government Contract Administration
Personnel

a. The maintenance of effective com-
munications and interface with the people
with whom DCAA is involved in day-to-
day operations is an important aspect of the
audit function and is referenced in various
sections of CAM dealing with operational
auditing matters.

b. Periodic visits are made to various
field audit offices by DCAA regional per-
sonnel (RD, DRD, RAM) in conjunction
with reviews of the adequacy and status of
audits performed by such FAOs. Occa-
sional visits are also made to FAOs by
members of the DCAA Headquarters staff
in connection with their assigned duties. In
view of the importance of effective com-
munication, regional and Headquarters
personnel should, during visits to FAOs,
make a reasonable attempt to arrange for
meeting with appropriate contractor and
Government contract administration offi-
cials. The primary purpose of such meet-
ings is to provide contractor and Govern-
ment representatives with an opportunity to
express their views on relationships with
DCAA and any significant developments
or problems where DCAA may be involved
or be able to provide assistance. In addi-
tion, it is expected that significant audit
matters and problems requiring the coop-
eration or assistance of contractor or Gov-
ernment contract administration personnel
would be discussed at these meetings. Dis-

cussions should be informal and conducted
with an objective of mutual benefit.

c. In the case of visits to branch offices,
it is contemplated that contacts would ordi-
narily be limited to contractor representa-
tives at suboffices visited and Government
contract administration offices in the same
locality as the branch offices or suboffices
visited.

4-103 Acknowledgment/Notification
Letter

a. Correspondence with our audit cus-
tomers is critical to coordinate and com-
municate our services effectively. Corre-
spondence at the beginning of an audit
should reflect our understanding of the
customer’s specific needs and summarize
the audit services we intend to perform.
The FAO should electronically transmit an
acknowledgment letter in a timely manner
in response to requests for audit services
received from a customer. An example
acknowledgment letter is included in Fig-
ure 4-1-1. Requirements for acknowledge-
ments of agreed-upon procedures engage-
ments are discussed in paragraph 4-103d.,
below. The FAO should also electronically
transmit notification letters to the planned
recipient(s) of our audit reports for audits
which have not been requested (e.g., in-
curred cost audits, postaward audits, and
internal control system audits). An example
notification letter is included in Figure 4-1-
2.

b. The suggested contents for ac-
knowledgment/notification letters are as
follows:

e Assignment Identification. Identify
DCAA’s assignment number for the
audit and information to identify the
customer’s request for audit, in the case
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of a requested audit, or the contractor’s

submission, when the audit is not based

on a customer request.

e Audit Scope. Briefly describe the scope
of audit and list the audit objectives
and/or key audit procedures in bullet
format.

e Opportunity for Interaction. Invite the
customer to contact DCAA if the audit
scope will not fully meet his/her objec-
tives.

e Technical Assistance. If technical assis-
tance is needed to perform a complete
audit, incorporate the request into the
letter (following the guidance in Ap-
pendix D) - See Figure 4-1-1 for an ex-
ample.

e In-process Communications and Report
Date. Provide the planned completion
date for the audit and inform the cus-
tomer that we will keep him/her in-
formed of significant issues that may
arise during the audit.
¢. The acknowledgment/notification

letter will usually be issued after the risk

assessment/preliminary review section of
the audit is completed. In the case of cus-
tomer requested audits, this should be
performed as quickly as possible after
receipt of the audit request (a rule of
thumb is five days). Should the auditor be
unable to prepare the acknowledgment
letter within a short time after receipt of

the audit request, DCAA should issue a

brief acknowledgment of the request and

follow this up with an expanded letter,
containing the elements in 4-103b, as
quickly as possible.

d. Agreed-upon procedures: DCAA is
authorized to accept agreed-upon proce-
dures engagement requests for any finan-
cial-related assignment if (1) meaningful
measurement criteria such as FAR,
DFARS, CAS, GAAP, or other relevant

July 2004

standards exist, and (2) the requestor and

DCAA agree as to the procedures to be

applied. Auditing standards require that

the auditor establish a clear understanding
regarding the terms of the engagement.

DCAA auditors should accomplish this

through an acknowledgement letter tai-

lored to the specific procedures agreed
upon for the assignment. If the initial re-
quest is unclear, the acknowledgement
letter should not be issued until after

DCAA and the requestor have discussed

the requirements further and have reached

an understanding of the procedures to be
applied.

The following information should be
included in the acknowledgement:

e Nature of engagement (i.e., an
application of agreed-upon
procedures).

e ldentification of the contractor docu-
mentation to be evaluated and the fact
the contractor is responsible for the
contents.

e ldentification of the specified users of
the report.

e Confirmation of requestor’s responsi-
bility for the sufficiency of proce-
dures.

e Responsibility of DCAA to perform in
accordance with applicable profes-
sional standards.

e Listing of agreed-upon procedures and
assessment criteria.

e (If applicable) Assistance to be pro-
vided to DCAA by requestor.

e (If applicable) Involvement of any
specialists from outside of DCAA.

o Disclaimers expected to be included in
the report.

e Restrictions on use of report.

Figure 4-1-3 is an example of an ac-
knowledgment letter for agreed-upon pro-
cedures.

DCAA Contract Audit Manual
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Figure 4-1-1

Figure 4-1-1
Example Acknowledgment Letter
October 26, 20XX

MEMORANDUM FOR CONTRACTING OFFICER, DEPARTMENT OF THE AIR FORCE
AIR LOGISTICS CENTER, 123 ROAD
CITY, STATE 12345-6789

SUBJECT: Request for Audit of ABC Company
Prime Contract Proposal for Systems Support
REFERENCE: RFP No. WAFB12-XX-R-0097

We have received your request for audit services dated October 21, 20XX, for an audit of
ABC Company’s proposal, dated September 27, 20XX, submitted in response to RFP No.
WAFB12-XX-R-0097. This is a firm-fixed-price proposal in the amount of $11,443,450. We
have established assignment number 1234-20XXB21000001 to audit this proposal.

The scope of our services will be based on auditor judgment, risk assessment and your
specific needs, as we discussed on October 22, 20XX. During this examination we will per-
form the following procedures:

e Compare proposed labor hours to current plant-wide labor standards and evaluate the
reasonableness of the proposed improvement curve applications.

e  Evaluate the proposed labor rates.

o Verify that the proposed direct labor and indirect expense rates compare favorably
with our recent audit of the forward pricing rates.

e Evaluate the contractor’s cost analysis of the major subcontractor’s proposal and re-
quest any needed assist audit.

As discussed with Ms. Molly Wilson, Industrial Engineer on October 22, 20XX, we need
technical assistance to help us evaluate proposed manufacturing hours. In estimating this cost
element, the contractor used plant-wide labor standards adjusted by a productivity factor re-
sulting from experience on the XYZ contract. The contractor then judgmentally applied a 20
percent complexity factor to reflect the impact of this newly proposed product. We request
that an engineer review the reasonableness of the 20 percent complexity adjustment factor.

The contractor also proposed 3 new labor standards, as follows:

e Jtem1--Setup 1.097; Run 453.301

e Item 2 -- Set up 212.5; Run 63.511

e Item 3 -- Set up 312.4; Run 75.551

We also request the engineer review the reasonableness of these standards.

We would appreciate receiving the engineer’s review results by November 15, 20XX.

We will notify your office of any significant issues as they arise during our audit. Our
field work is scheduled for completion by November 15, 20X X, with a final report to be is-
sued no later than November 20, 20XX. If you require additional audit services than those
cited, please contact Dain Williams, Senior Auditor, or Danica Wells, Supervisory Auditor,
at (703) 111-1111 or fax (703) 111-2222. Our e-mail address is dcaa-faoxxxx@dcaa.mil.

LINDA BELL
Branch Manager
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Figure 4-1-2
Example Notification Letter

October 26, 20XX

MEMORANDUM FOR ADMINISTRATIVE CONTRACTING OFFICER
ADDRESS
CITY, STATE 12345-6789

SUBJECT: Audit of ABC, Inc.
Fiscal Year 20XX Incurred Cost Proposal

We are planning to begin the subject audit on November 12, 20XX. The scope of our
audit will be based on a detailed risk assessment and auditor judgment. As we discussed
last week, your office is concerned about the reasonableness of material requirements
charged to Government contracts. We will address your concern during the audit. If you
have any other input on this audit or concerns which you believe should be addressed by
this audit, please discuss them with us at the number listed below.

During the audit, we plan on evaluating the following:

e labor and material cost transfers (the allowability of recorded labor costs were
evaluated during the concurrent floor checks performed during FY 20XX)

e  material requirements

o indirect expenses with focus on executive compensation, depreciation, public rela-
tions and advertising, and employee morale

o interdivisional cost transfers

At this time, we do not foresee a need for technical assistance from your office. How-
ever, should a need arise during the audit, we will notify your office and request specific
assistance.

We will notify your office of any significant issues that arise during the audit. Our field
work is scheduled for completion by December 15, 20XX. We will provide you with a
copy of our audit report on or before January 15, 20XX. If you have any questions, please
contact Dain Williams, Senior Auditor, Danica Wells, Supervisory Auditor, or myself at
(703) 555-1233 or fax at (703) 555-1234. Our e-mail address is dcaa-faoxxxx@dcaa.mil.

LINDA BELL
Branch Manager

DCAA Contract Audit Manual
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Figure 4-1-3
Figure 4-1-3
Example Acknowledgement Letter
Application of Agreed-Upon Procedures
In reply refer to:
2441-20XXA17900027 March 15, 20XX

MEMORANDUM FOR COMMANDER, DCMA SPRINGFIELD
ATTENTION: Administrative Contracting Officer (T.P. Hunt)

SUBJECT: Acknowledgement of Agreed-Upon Procedures
New Corporation, Alexandria, VA

REFERENCE: DCMA Springfield Case No. XXX-XX-XXX

We have received your request for DCAA services dated March 12, 20XX to apply
agreed-upon procedures to the New Corporation (NC) data submittal titled “Inventory of
Government Owned Property, CY 20XX.” NC is responsible for the contents of the sub-
mitted documentation.

Your office will use our report on application of agreed-upon procedures to update
records of accountable Government property in the custody of NC and to determine if con-
tractor records are maintained in accordance with the requirements of FAR 45.405, Re-
cords and Reports of Government Property. Based on your written request and subsequent
discussion with Ms. Jordan of this office, DCMA Springfield retains sole responsibility for
the sufficiency of the procedures agreed upon to accomplish this engagement. DCAA is
responsible for completing this engagement in accordance with applicable government
auditing standards for agreed-upon procedures.

The agreed-upon procedures we will apply in accomplishing this assignment are as
follows:

e Select for analysis all line items valued at greater than $5,000 and a ran-
dom sample of 40 items less than $5,000.

e Perform a physical observation at the last recorded location of each se-
lected asset to verify existence. Examine identification markings for con-
formance with FAR 45.506.

e Select 20 items from the listing of contractual additions placed into ser-
vice during CY 20XX and verify cost values to the contractor work in
process and property ledgers (FAR 45.505-2).

Our report will pertain only to the application of the agreed-upon procedures to the
“Inventory of Government Owned Property, CY 20XX”. We were not engaged to, and
will not, perform an audit, the objective of which would be the expression of an opinion
on the subject matter of the report. Accordingly, we will not express such an opinion. Ad-
ditional procedures, if applied, could bring other matters to our attention that would be
reported to you. The report will be prepared using the procedures identified above and any
other procedures which may later be agreed upon with you. The information included in
our report is intended solely for your use, and should not be used by you or by others for
any purpose other than that for which the procedures are established.
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We will notify your office of any significant issues as they arise during our evaluation.
Our fieldwork is scheduled for completion by April 2, 20XX, with a final report to be is-
sued no later than April 12, 20XX. If you require additional services beyond those cited,
please contact Sam Sharp, Senior Auditor, or Isobel Jordan, Supervisory Auditor, at (703)
123-4567 or fax (703) 123-4568. Our e-mail address is dcaa-faoxxxx@dcaa.mil.

James Mack
Branch Manager
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4-104 Negotiation Memorandum and
Findings on Appeals

a. FAR provides that the contracting
officer shall forward to the cognizant
DCAA auditor one copy of the Price Ne-
gotiation Memorandum (FAR 15.406-
3(b)), Memorandum of Disposition of
Post-award Audits (FAR 15.407-1(d)),
and Final Determinations on Contractor
Appeals to DCAA Forms 1. These docu-
ments concerning the disposition of audit
findings are needed for determining
whether revisions in audit techniques and
related reporting may be in order, to en-
able the auditor to be as responsive as
possible to the needs of the contracting
officer. In addition to serving as a key
element in the auditor's continuing self
appraisal process, the data are needed for
reporting to top management levels in the
departments and to the Office of the Sec-
retary of Defense. In order to be timely
and fully responsive to the needs of DoD
management in providing information on
audits, negotiations, etc., all field audit
offices will establish formal follow-up
procedures to ensure that copies of these
contracting officer advices are timely
received and promptly reported in the
status reports required by Headquarters.

b. If the memorandum provided for by
FAR 15.406-3(b) is not received by the
auditor within 90 days following issuance
of the audit report, and negotiations are
known or expected to be completed (for
price proposals, questioned costs should
exceed $500,000 to warrant follow-up
unless the pricing action has been selected
for a defective pricing audit), the field
audit office will take follow-up action
requesting a copy of the document di-
rectly from the cognizant procurement or
administration activity with a copy of the
request to the full-time onsite FLA or

407
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assigned part-time FLA. If necessary, the
field audit office should issue a second
follow-up request, identified as such,
within 90 days of the first follow-up re-
quest for the PNM. Upon receipt of the
second follow-up request, the full-time or
assigned part-time FLA will become re-
sponsible for all further follow-up until
the contracting officer distributes the
PNM. Where the FLA encounters a con-
tinuing problem with timely distribution
of PNMs, and corrective action is not
effected, the FLA should elevate the mat-
ter for resolution by the region with its
counterparts in the acquisition or admini-
stration activity.

c. Those activities with full time FLAS
are listed in 15-3S1. To determine if a
part-time FLA has been assigned, contact
the regional office responsible for the
geographical area where the activity is
located.

d. Auditors at subcontractor locations
also require similar information relating to
prime contractor or higher tier subcontrac-
tor negotiations with subcontractors. This
information is needed for postaward audit-
ing, assessing performance, and reporting
purposes. The auditor at the prime contrac-
tor or higher tier subcontractor location
should ensure that maximum support is
given to subcontract auditor requests. In the
event a contractor refuses to release the
information for use outside its organiza-
tion, it will be necessary for the auditor at
the prime contractor or higher tier subcon-
tractor sites to review the subcontract file
and report pertinent information to the sub-
contract auditor.

e. Follow-up is required for copies of
Final Determination on Contractor Re-
sponses to DCAA Forms 1. 6-908c states
that the auditor must have received a copy
before a resubmission voucher can be
processed.
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4-200 Section 2 --- Coordination with Contractor Internal and External Auditors

4-201 Introduction

_Thi_s _section dis_cusses requirer_nents f_or
maintaining effective relationships with
contractor internal and external auditors.

4-202 Relationships with Contractor
Internal and External Auditors

4-202.1 Coordinated Audit Planning

a. The auditor's evaluation of a contrac-
tor's internal controls, pursuant to 5-100,
may disclose, particularly at a major de-
fense contractor location, that a contractor
maintains a highly professional internal
audit staff. In addition, the majority of lar-
ger contractors also engage an external
public accounting firm to conduct an audit
of their financial statements. While these
internal and external auditors' final audit
objectives are not the same as DCAA's, the
means of achieving these differing objec-
tives often overlap. This frequently results
in duplicative audit procedures. Whenever
there are multiple audit organizations in-
volved, consideration should be given to
coordinated audit planning. Such a pro-
gram must, of course, be predicated upon
the contractor's agreement to make avail-
able to DCAA relevant internal and/or ex-
ternal audit working papers and reports
(see 4-1000). Since the external auditor's
working papers do not belong to the con-
tractor, there must be agreement between
the contractor and the external auditor to
provide access to DCAA. This may be
accomplished in the engagement letter.
Also, before communicating directly with
an external auditor regarding contractor
information, a letter should be obtained
from the contractor indicating that there are
no objections to such communication.

b. Coordinated audit planning is a vol-
untary process wherein DCAA and the
contractor's internal and external auditors
consider each other's work in determining
the nature, timing, and extent of auditing
procedures. Coordinated audit planning
considers the extent to which reliance can
be placed upon work performed by the
other auditor to minimize duplication of
audit effort. In addition, this process

strengthens the evaluation of internal con-
trol systems.

c. The primary benefit of coordinated
audit planning is that it promotes contractor
self-governance, enabling organizations to
better develop and maintain strong systems
of internal controls. Coordinated audit
planning also helps identify and eliminate
duplicative audit effort, thus saving re-
sources for all parties. It is an efficient and
effective means for conducting oversight
and it provides contractors with better visi-
bility into and understanding of Govern-
ment oversight criteria. This promotes
communication, cooperation, and respect
among the various auditors.

d. The specifics of a contractor’s par-
ticipation in coordinated audit planning
should be discussed at the annual planning
meeting between FAO management and
contractor executives. SEC registered pub-
lic companies are subject to additional cer-
tification and reporting requirements as a
result of the Sarbanes-Oxley Act of 2002.
These companies are required to certify to
the financial and other information con-
tained in the quarterly and annual reports
filed with the SEC, and are also to include
with their annual filing, a report of man-
agement on the company’s internal control
over financial reporting. They are also re-
quired to include with the annual report the
independent auditor’s attestation report on
management’s assessment of the com-
pany’s internal control over financial re-
porting. As a result, public companies and
their independent auditors may now per-
form additional audit effort to support the
certification and reporting requirements.
Auditors should be aware of the potential
for increased opportunities in planning and
performing audits in coordination with the
external and internal auditors to avoid du-
plication and reduce overall costs of audits
to the company and the Government. As a
means towards reducing our planned audit
effort on internal controls, auditors should
discuss with corporate management the
relevance and availability of documented
audit work used in support of the SEC re-
quired certifications and in developing
management’s report on internal control
over financial reporting
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e. If the contractor elects to participate
in coordinated audit planning, or if the
auditor intends to rely upon any work per-
formed by internal auditors, the FAO
should update permanent files annually to
document the continued organizational
independence of the internal audit depart-
ment and their objectivity in conducting
audits.

f. The coordinated effort may be ac-
complished either through the adoption of
complementary audit programs for separate
performance by the respective audit staffs
or through joint audits. The sharing of
overall annual audit plans or participation
in such programs as the Contractor Risk
Assessment Guide does not constitute a
joint audit. A joint audit is one in which the
Government and the contractor have mutu-
ally assessed risk, developed an audit pro-
gram, and conducted field work in the audit
of a particular area. When audit steps are
performed jointly, each audit organization
will maintain supervisory responsibility
over its respective audit staff.

g. In some instances, for reasons such
as limitations imposed on the scope of the
contractor's internal audit activities or the
sensitivity of the audit area, it may not be
feasible or desirable to adopt a joint audit
approach. However, even in such instances,
the work of the contractor's internal and
external auditors should be considered in
assessing risk and in establishing audit
scope. Areas particularly appropriate for
consideration include tests of the overall
accuracy of computations, accounting re-
cords, compliance with established internal
controls and procedures, material and in-
ventory pricing, payroll preparation, labor
distribution, and accounts payable. To re-
duce the extent of audit work that would
otherwise be performed by the DCAA
auditor, reliance should be placed on the
contractor's internal and external audit ac-
tivities commensurate with the nature,
scope, and effectiveness of work per-
formed. See 4-1000 for documentation
requirements when relying upon the work
of others.

h. At contractors where internal and/or
external working papers and reports are
made available to DCAA, the FAO should
make arrangement to receive reports im-
pacting DCAA audit work when the au-
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dits are completed. The FAO should re-
view the report shortly after receipt to
determine if there are any reported items
that need follow-up or affect in-process,
planned audits, or the annual audit plan.
The FAO should also request annually a
listing of reports issued and perform a
reconciliation to ensure all reports have
been received. When a report indicates
significant audit deficiencies or major
problems with billings to the Government,
the auditor should conduct a timely fact
finding of all issues and communicate the
findings to the proper Government per-
sonnel. All oral communications should
be confirmed in writing on a timely basis
(see 1-403.3).

4-202.2 Access to DCAA Working Pa-
pers

a. Under a coordinated audit planning
program the contractor's internal or exter-
nal auditors are authorized access to most
relevant DCAA working papers. How-
ever, contractors' internal and external
auditors are not authorized access to the
following:

(1) DCAA Form 2000 and associated
working papers.

(2) Audit reports and associated work-
ing papers when reports have a contingent
release statement (see 10-212.2). These
may be released with permission of the
contracting officer.

(3) Government technical reports and
post-negotiation memorandums. These may
be released with permission of the origina-
tor.

(4) Reports or information on subcon-
tractors. This information may be released
if authorized by the subcontractor.

(5) Administrative forms or appraisal
evaluations.

(6) Classified working papers.

(7) Working papers discussing unsatis-
factory conditions on the part of Govern-
ment personnel (see 4-803.2b).

(8) Sensitive materials related to DoD
Hotline issues.

b. DCAA working papers are consid-
ered Government property and, as such,
DCAA must maintain physical custody.
To the extent practical, the other auditors
should satisfy the evidence requirement
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by reference to, or notes and extractions
from, DCAA working papers. Copies
should generally be made only when ref-
erencing notes or extraction would not be
practical. If copies are required, the other
auditor should provide a list to the DCAA
auditor who in turn will arrange for re-
production. A list of the documents pro-
vided will be retained in the DCAA work-
ing papers.

4-202.3 Coordinated Audit Matrix

At those contractors participating in
coordinated audit planning, a coordinated
audit matrix should be prepared at the
beginning of the year. This matrix should
identify the areas of audit coverage for
the coming year, the parties responsible
for performing the specific audit work,
and milestone dates. There should be on-
going status and program evaluation
meetings to assess progress on the coordi-
nated audit plan and to discuss audit re-
sults.

4-203 DCAA Response to Accounts
Receivable Confirmation Requests from
CPA Firms

a. Auditors occasionally receive re-
quests from CPA firms to confirm the
amounts represented by their clients as
receivables due from the Government.
These requests normally apply to contracts
where provisional approval for interim
payment of costs incurred to date is
DCAA's responsibility. Confirmation of
receivables is a generally accepted auditing
procedure whereby the CPA seeks to verify
the existence and accuracy of the dollar
amounts reported as accounts receivable on
the contractor's financial statement. Under
Government contracting, it may be ex-
pected that the CPA will request positive
rather than negative confirmation; in either
case, it is DCAA policy to acknowledge
each request.

b. Contractors usually establish a re-
ceivable under cost-reimbursement type
contracts, in the amount of a public
voucher, at the time it is submitted to the
auditor. However, we cannot reasonably
determine the exact timing of contractor
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payment by the disbursing office or the
total amounts unpaid at any prior point in
time. Furthermore, public vouchers repre-
sent claims for interim payments which are
provisional in nature and subject to retroac-
tive adjustments at any time prior to ap-
proval and payment by the Government of
the contractor's completion voucher. There-
fore, the auditor is not in a position to issue
an unqualified confirmation of accounts
receivable amounts, and could not issue a
qualified confirmation of outstanding bill-
ings without the disbursing office coordina-
tion.

c. A confirmation request may also
include contract billings which are not sub-
ject to audit approval, such as for progress
payments, economic price adjustments, or
deliveries under fixed-price type contracts.
It is not appropriate for DCAA to expend
any effort attempting to confirm such bill-
ings.

d. Because of the above considerations,
auditors will not attempt to confirm
amounts claimed by contractors as due
from the Government. Tactfully and
promptly acknowledge a CPA's confirma-
tion request by letter, with a brief statement
as to why we are not in a position to con-
firm a contractor's accounts receivable.
Also provide, if available, the name and
address of the Government disbursing of-
fice where additional information may be
pursued if the firm so desires. For example,
the acknowledgment might read:

"We acknowledge receipt of your con-
firmation request dated August 15, 20XX,
concerning amounts represented by the
XYZ Company as due from the Depart-
ment of the Army as of July 31, 20XX."

"Until  completion of a cost-
reimbursement type contract and later final
settlement of the costs, we are not in a po-
sition to confirm that amounts claimed by a
contractor are payable under the contract.
Also, under any type of Government con-
tract, we cannot determine the unpaid
billed amount at any prior point in time
because we do not maintain records of
payments made. If you wish to pursue con-
firmation of the outstanding billed
amounts, we suggest that you address your
inquiry to the Army Finance Office, (ad-
dress)."
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4-300 Section 3 --- Conferences With the Contractor (Entrance, Interim, and Exit) on
Audit Plans and Results

4-301 Introduction

a. This section provides guidance on
audit conferences with the contractor. It
states the basic requirements for and the
extent and nature of discussions during
entrance, interim, and exit conferences in
general and under each type of audit as-
signment.

b. Additional guidance on program plan
and risk assessment conferences with the
contractor is contained in the DCAA Man-
agement Information System (DMIS).

¢. Regarding contractor conferences in
the mobile audit environment, see supple-
mentary guidance as follows: (1) supervi-
sory auditor participation (see 2-302.2), (2)
branch manager participation (see 2-302.2).

d. Special guidance on preliminary con-
ferences after a contract termination (be-
fore the contractor submits a settlement
proposal) is in 12-205.

e. Special guidance on preliminary con-
ferences when performing concurrent in-
curred cost audits is contained in 6-404.

f. Conduct all discussions with contrac-
tors with objectivity and tact in a forthright,
professional manner.

4-302 Contractor Conferences -
Entrance

4-302.1 General Procedures for En-
trance Conferences

a. Except as provided in 4-302.4, hold
an entrance conference with the contrac-
tor's designated representative(s) at the
start of each separate audit assignment (or
each group of assignments to be covered in
a single field visit). Document the date,
participants' names and titles, and primary
discussion points, including specific identi-
fication of requested data to control what
was requested and provided during the
audit. The significance or sensitivity of the
assignment will dictate the level and num-
ber of audit personnel who should attend
the conference.

b. As a minimum, explain the purpose
of the audit, the overall plan for its per-

formance including the estimated duration,
and generally the types of books, records,
and operations data with which the auditor
will be concerned. If applicable, the fol-
lowing matters should be handled during or
shortly after the entrance conference:

(1) Make arrangements for any neces-
sary work space and administrative sup-
port. Primarily, this applies to mobile as-
signments; however, auditors in a resident
office or suboffice may also need tempo-
rary space in a particular operating location
to expedite an audit with budgeted hours of
a month or more, such as a system audit.

(2) Ask the contractor to designate pri-
mary and alternate officials with whom
audit matters are to be discussed during the
course of the assignment. However, make it
clear that such an arrangement does not
preclude access to other knowledgeable
contractor personnel as needed during the
audit. Also make it clear that these ar-
rangements should not cause delays or
extra audit work (hence the advisability of
having named alternate officials to expedite
the audit should the primary official be
unavailable). Complex, detailed, and time
consuming procedures, such as requiring
all data requests be written and/or funneled
through a single individual only, are an
obstruction to efficient audit operations.
Contractor representatives' actions which
unreasonably restrain, restrict, or delay the
audit should be processed using the denial
of access to records procedures set forth in
1-504.3.

(3) Discuss, or obtain a briefing on, the
contractor's proposal(s) or other cost repre-
sentation(s) to clarify any preliminary
questions, understand the basis of each
submitted cost element, and learn the na-
ture and location of supporting data.

(4) Visit all office and/or plant operat-
ing areas used in performing current and
proposed contract(s).

(5) Arrange to review the planning
documents, working papers, and audit
reports of the contractor's internal and
external auditors for any audits or reviews
performed or planned that may curtail the
planned scope of work. See 4-202 for
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guidance on coordinated efforts with the
contractor's auditors.

(6) Arrange for any needed IT audit
assistance (see 4-500).

(7) When the assignment involves a
subcontractor's cost representation(s), re-
solve any restrictions on release of audit
findings and report information to higher-
tier contractor(s) per 9-106.4.

(8) Do not enter into written agreements
with contractors, or affix concurrence sig-
natures to contractor letters, which contain
procedural arrangements that inhibit and/or
delay the audit performance or restrict the
reproduction of necessary supporting evi-
dential matter.

4-302.2 Special Considerations for En-
trance Conferences on Major Opera-
tions Audits

a. Hold a planning meeting with the
contract administration office technical
specialist(s) in advance of the joint en-
trance conference with the contractor,
whenever technical assistance is being pro-
vided or a joint review/audit is being con-
ducted. The technical specialist(s) should
help develop the entrance conference
agenda, such as identifying necessary data
to be requested from the contractor. Also
invite the specialist(s) to participate ac-
tively in the conference itself.

b. Notify the contractor's management
several weeks before starting an operations
audit or other system audit. This notice
may be oral or in writing depending on
resident working arrangements (4-302.4).

c. As applicable, mention the following
matters during the initial contact before the
entrance conference, and follow up during
the entrance conference on each major
system in addition to those matters com-
mon to all assignments (4-302.1).

(1) Request the cooperation of the con-
tractor's top management and operating
area management to expedite the audit.

(2) Give the contractor's management
personnel an opportunity to explain how
they have discharged their responsibilities
to establish and maintain adequate internal
accounting and administrative controls in
the area being audited.

(3) Request the contractor to identify all
reports and analyses used by any manage-
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ment level to evaluate and control the ef-
fectiveness, economy, and efficiency of the
audit area.

(4) Request the contractor to provide an
informational briefing on the organization
and operations involved in the area to re-
duce the audit time. Such briefings may
cover: organizational assignments affecting
the area; system descriptions and/or flow-
charts of transaction flows and system con-
trols; and any identified problems and
planned corrective actions or other planned
changes in the area.

(5) Invite the contractor to participate
actively in the evaluation.

(6) Explain in advance the DCAA pro-
cedures for submitting draft statements of
conditions and recommendations, and es-
tablish time frames for the contractor's
written responses (see 4-304.5b).

4-302.3 Confirming Letter on Certain
Major Assignments

Issue a letter to the contractor on major
system audits confirming the arrangements
made and significant matters discussed at
the entrance conference. Keep the letter's
tone courteous and express appreciation for
the arrangements made. At the FAQO's dis-
cretion, use a similar letter for other major
audit assignments to help maintain good
working relations with the contractor.
However, make it clear that the arrange-
ments should not in any way restrict access
to records or personnel necessary to the
audit performance. Predeterminations of all
records, facilities, contractor personnel, etc.
that may be needed before starting an audit
are not possible.

4-302.4 Resident Working Arrange-
ments for Entrance Conferences

a. Where auditors are assigned full time
at the contractor site, it is usually desirable
to establish local working arrangements for
entrance conferences with the contractor.
For example, some contractors may require
that the auditor contact certain key person-
nel before starting specific types of audits
(see 4-302.1b.(2)). The contractor may
designate a permanent Government liaison
representative for audits of a general na-
ture, or the contractor's controller as the
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contact point for any financial system or
compliance type audit and the chief of es-
timating as the principal contact for price
proposal audits. A contractor might also
desire a formal entrance conference only
on major or nonrecurring audits while price
proposal audits or other recurring audits are
handled in a prearranged manner.

b. Working arrangements should be
established only upon full mutual concur-
rence of the contractor and the FAO man-
ager. They should not be permitted to re-
strict access to records or otherwise limit
the audit scope. They should expedite the
audit and not become so cumbersome as to
cause delays or extra work.

c. Do not sign agreements for local
working arrangements. If documentation is
necessary, a confirming letter may be is-
sued by the contractor, subject to cancella-
tion or revision at any time upon the audi-
tor's request. Make it clear that the auditor
will bypass the arrangements anytime that
they impede the audit. Additionally, do not
enter into written agreements or affix con-
currence signatures to contractor letters
containing any access to records provi-
sions. Understandings with contractors on
reasonable conditions and procedures for
the conduct of an audit shall not prejudice
DCAA's access rights to perform audits
and shall not be formalized in written
agreements signed by DCAA representa-
tives.

d. As a minimum, the resident auditor
or resident AIC will hold periodic confer-
ences, usually more than one a year, with
the contractor's designated representative at
the controller or higher level position. At
such conferences, discuss any audit matters
that need special management attention and
advise the contractor of any changes in
audit plans by major audit segment. Docu-
ment such discussions.

4-303 Contractor Conferences - Interim

4-303.1 General Procedures for Interim
Conferences

a. Throughout each audit assignment,
discuss matters with the contractor as nec-
essary to obtain a full understanding of the
basis for each item in the contractor's pric-
ing data or other cost representation, or
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each aspect of the area being audited. Dis-
close to the contractor any factual duplica-
tions, omissions, or other mistakes noted in
the contractor's submission, records, or
supporting data. As the audit progresses,
conduct further discussions as needed to
gain assurance that audit conclusions will
be based on a complete understanding of
all pertinent facts. Document all discus-
sions in the working papers, including date,
participants' names and titles, and primary
discussion points. If warranted, the discus-
sions should be confirmed in writing to the
contractor, and if necessary, a copy should
be sent to the ACO.

b. In the interest of equitable dealings
with the contractor and in the proper dis-
charge of official duties, apprise the con-
tractor of any significant understatements
noted in price proposals, reimbursement
vouchers, or other cost representations
when such understatements are clearly
the result of obvious and unintentional
oversight, bookkeeping or arithmetic
errors, etc. Such cases may include
mathematical errors in using improve-
ment curve and other computational
analysis techniques.

c. If apparent understatements of esti-
mated costs in price proposals or related
submissions do not meet the criteria stated
above, do not discuss the auditor's conclu-
sions with the contractor unless the negoti-
ating contracting officer so requests. (See
4-304.2.)

d. Handle errors on reimbursement
vouchers as set forth in 6-1008e.

e. Communicate major audit problems
encountered to contractor officials author-
ized to make a decision. The notification
should be made at the earliest possible
time, with written confirmation to the con-
tractor of any oral discussions, and if nec-
essary a copy to the ACO. Do not wait
until the final exit conference or the issu-
ance of the audit report. Document any oral
discussions with appropriate memorandums
or notations in the working papers. Major
audit problems include:

(1) Denial of access to records, includ-
ing but not limited to:

(@ Unavailability  of
personnel,

contractor
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(b) Failure of contractor personnel to
complete audit schedules on a timely ba-
sis,

(c) Unreasonable delays by manage-
ment in permitting the commencement of
the audit or in providing needed informa-
tion.

Follow procedures in 1-504.3 when
denial of access is encountered.

(2) Items that impact the reliability of
the contractor's books and records, includ-
ing major internal control weaknesses,

(3) Significant differences concerning
the application of generally accepted ac-
counting principles,

(4) Conclusions regarding the reason-
ableness of estimates used in developing
forward pricing/bidding rates,

(5) Any other items that may affect
audit performance.

4-303.2 Incurred Cost Submissions

Promptly discuss significant system
deficiencies found during performance of
incurred cost audits with the contractor.
Equally important is the timely written
notification to the ACO of these deficien-
cies. Significant deficiencies are those with
significant dollar impact on existing or
future contracts or which require that the
contractor take corrective action(s). Nor-
mally discuss the deficiencies during each
system (material, labor, indirect expenses,
etc.) audit. Oral discussions with the con-
tractor should be followed up in writing to
prevent any misunderstanding of the defi-
ciencies found, and to solicit the contrac-
tor's plan of corrective action.

4-303.3 Operations Audits — Interim Con-
ferences

a. During the audit, keep the contrac-
tor's designated representative informed of
any problems encountered and interim re-
sults of completed phases. If necessary for
the efficiency of the audit, a written follow
up of the discussions should be sent to the
contractor as soon as possible.

b. If contract administration personnel
are assisting or participating in the audit,
fully coordinate interim findings and rec-
ommendations with them before discussing
deficiencies with the contractor. DFARS
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Subpart 242.70 joint reviews especially
require close coordination to assure team
members' consensus and complete under-
standing of the findings by the contract
administration office. Also coordinate with
contract administration technical personnel
when the findings involve their area of
expertise, but their assistance could not be
provided during the audit. Discussions with
the technical personnel in such cases can
help clarify and/or support the findings
when presented to the contractor.

4-304 Contractor Conferences -- Exit

4-304.1 General Procedures for Exit Con-
ferences

a. Upon completion of the field work
on each separate assignment or field visit,
hold an exit conference with the contrac-
tor's designated representative and sum-
marize the audit results as provided in
succeeding paragraphs. Even when there
are no questioned or unsupported costs,
noncompliances, system deficiencies, or
cost avoidance to be reported, the exit
conference is a minimum courtesy to the
contractor and is an important part of
sound contractor relations. Exceptions
may arise when the audit is performed in
support of litigation (4-304.7), investiga-
tions (4-702.5), or voluntary disclosure
verifications (4-707.3).

b. Confirm or follow up on requests
for the contractor's reaction to any audit
exceptions on incurred costs (4-304.4),
operations audits (4-304.5), and CAS
adequacy and compliance audits (4-304.6)
for inclusion in the audit report.

c. If applicable (especially on mobile
audits), inform the contractor that the
audit findings, conclusions, and recom-
mendations are subject to normal DCAA
review by the auditor's office before the
audit report is issued, and that the con-
tractor will be advised if any significant
changes are made.

d. Document the exit conference in the
working papers, including date, partici-
pants’ names and titles, and specifically
discussed items and associated contrac-
tor's reaction, if any. This provides the
information to be included in the audit
report, required by 10-210.5e.(1).

DCAA Contract Audit Manual



July 2004

4-304.2 Price Proposals

a. This category includes contractor
proposals to establish:

(1) initial prices under all types of nego-
tiated contracts;

(2) successive target prices and interim
prospective prices under FPR- and FPI-
type contracts;

(3) price changes for contract change
orders;

(4) other contract price adjustments and
Contract Disputes Act (CDA) claims in-
cluding those for alleged delay and disrup-
tion and requests for extraordinary contrac-
tual relief;

(5) forward pricing rate agreements;
and

(6) special or flexible progress payment

rates.
Treat the incurred cost portion of final
FPR/FPI price redetermination proposals,
equitable adjustment proposals and CDA
claims as an incurred cost submission (4-
304.4) and the projected portion under this
paragraph.

b. Discuss any factual differences found
during the audit with the contractor and
obtain a reaction for further analysis or
inclusion in the audit report. However,
pursuant to FAR 15.404-2(c)(1)(i), do not
disclose to the contractor the audit conclu-
sions and recommendations on projected
costs or rates that are subject to contracting
officer negotiation, except as specifically
requested by the negotiating contracting
officer. (Discussion of actual cost submis-
sions, even if subject 