
 
 
 

 
 

PPD 730.5.35.1 April 24, 2012 
 12-PPD-011(R) 
 
MEMORANDUM FOR REGIONAL DIRECTORS, DCAA 

DIRECTOR, FIELD DETACHMENT, DCAA 
HEADS OF PRINCIPAL STAFF ELEMENTS, HQ, DCAA 

 
SUBJECT: Audit Guidance on Sampling Low-Risk Incurred Cost Proposals – Risk Determinations 
 
 The Agency is in the process of revising its policies and procedures for reviewing and 
reporting on low-risk final indirect rate proposals.  As part of the new process, we are proposing to 
expand the initiative to contractors with more than $15 million in auditable dollar value (ADV).  The 
revised policy and its implementation are currently being coordinated with Defense Procurement 
Acquisition Policy (DPAP) and Defense Contract Management Agency (DCMA).  In support of the 
upcoming change, FAOs should make every effort to evaluate the adequacy of all in-house final 
indirect rate proposals using the new “Guide for Determining Adequacy of Incurred Cost Proposal” 
and update DMIS, accordingly. 
 
 In preparation for implementing our new low risk sampling procedures, FAOs should initially 
perform risk determinations on all adequate final indirect rate proposals with less than $15 million in 
ADV.  Auditors should use the attached working paper to make these risk determinations.  It should 
be noted that we have revised the risk assessment criteria for classifying proposals as high or low risk.  
To facilitate the effective and efficient implementation of the revised process, it is important to 
complete the adequacy and risk determinations for the under $15 million proposals as soon as possible 
but no later than June 1, 2012. 
 
 Once coordination is complete, we will be asking FAOs to perform further risk determinations 
based on certain criteria for those incurred cost proposals greater than $15 million.  FAOs with 
questions regarding this memorandum should contact their regional offices.  Regions with questions 
should contact Policy Programs Division at (703) 767-2270 or via e-mail at DCAA-PPD@dcaa.mil. 
 
         /Signed/ 
 Kenneth J. Saccoccia 
 Assistant Director 
 Policy and Plans 
Enclosure: 

Risk Determination Working Paper 
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DEFENSE CONTRACT AUDIT AGENCY 

RISK DETERMINATION FOR CONTRACTOR YEARS WITH LESS THAN $15M IN ADV  
Version No. 1.2 April 2012 
 

CONTRACTOR   CFY  
 

LAST CFY AUDITED   AUDIT REPORT NO.  
 

DATE CONTRACTOR’S PROPOSAL RECEIVED  
 

IF THIS IS A REIMBURSABLE CONTRACTOR, DO WE HAVE AN AUDIT REQUEST? YES  NO  
     (If not, obtain request before further processing) 
 

 
 
 

AMOUNT OF ADV  (000)  
(per incurred cost submission)   

 
 CRITERIA  YES  NO 
1. Are there audit leads or other significant risk identified (e.g. any known 

business system deficiencies that would have a significant impact on the 
final indirect rate proposal for this FY, significant risk identified by the 
contracting officer, etc.)? 

    

      
2. Is this a new “incurred costs” contractor? (i.e., a contractor where we have 

no incurred cost audit experience). 
    

      
3. Were there significant questioned costs in the prior year’s audit? 

(*See guidelines below for determining significance of questioned costs.) 
    

 Amount of Questioned Costs:  $_________________________     
      
 With a “yes” response to ANY of these questions, place proposal in the high-risk pool.  
   

 
 

Low-Risk Adequate Proposals by 
Auditable Dollar Value (ADV) 

Amount of Previous Total Questioned Costs 
(Gov’t Impact) Classified as Significant 

$1M or less $15,000 or greater 
Greater than $1M to $15 Million $25,000 or greater 

 
 

Classify As (circle one): LOW-RISK   HIGH-RISK  
 
 

SUPERVISORY REVIEW:  
 (Supervisor’s Signature and Date) 

DISTRIBUTION:  E 


