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1-000 - Introduction To Contract Audit **
1-001 Scope of Chapter **

This chapter introduces the chapters and appendixes which follow. It provides
information on the contract audit mission; responsibilities of DCAA and the contract
auditor; and the relationships of DCAA to other Department of Defense components,
other Government agencies, and contractors.

1-100 Section 1 - Establishment and Responsibilities of DCAA **
1-101 Introduction **

This section describes the establishment, responsibilities, and inter-organizational
relationship of DCAA.

1-102 Establishment and Responsibilities **

a. The Defense Contract Audit Agency was established by a directive of the
Department of Defense for the purpose of performing all contract auditing for the
Department of Defense (DoD) and providing accounting and financial advisory services,
in connection with the negotiation, administration and settlement of contracts and
subcontracts, to all DoD procurement and contract administration activities. DCAA also
furnishes contract audit service to other Government agencies (see 1-302b.).

b. The role of the auditor is advisory, except that on cost-type contracts the auditor is
required to comply with specific contract provisions. Procedures for such compliance
are discussed in Chapter 6.

c. Although the detection of fraud or similar unlawful activity is not the primary
function of contract audit, the auditor has a responsibility to design the engagement to
detect instances of fraud that may have a material effect on the subject matter or the
assertion. When fraud or similar unlawful activity is suspected, the auditor shall be
guided by 4-700

1-103 Relationship - DCAA and the Office of the Secretary of Defense **

DCAA is a separate agency of the Department of Defense under the direction,
authority, and control of the Under Secretary of Defense (Comptroller). Supplement 1-
1S1 contains the Agency charter, DoD Directive 5105.36.

1-104 Nature of Contract Auditing **

1-104.1 Introduction **

The following paragraphs state the objective of contract auditing and in broad
terms how the objective is accomplished.



1-104.2 Contract Audit Objective **

a. The purpose of contract auditing is to assist in achieving prudent contracting
by providing those responsible for Government procurement with financial information
and advice relating to contractual matters and the effectiveness, efficiency, and
economy of contractors' operations. Contract audit activities include providing
professional advice on accounting and financial matters to assist in the negotiation,
award, administration, repricing and settlement of contracts. Audit interest
encompasses the totality of the contractor's operations. Audits are performed to assure
the existence of adequate controls which will prevent or avoid wasteful, careless, and
inefficient practices by contractors. These audits include the evaluation of a contractor's
policies, procedures, controls and actual performance, identifying and evaluating all
activities which contribute to, or have an impact on, proposed or incurred costs of
Government contracts. Areas of concern to the auditor include the adequacy of
contractor's policies, procedures, practices, and internal controls relating to accounting,
estimating, and procurement; the evaluation of contractors' management policies and
decisions affecting costs; the accuracy and reasonableness of contractors' cost
representations; the adequacy and reliability of contractors' records for Government-
owned property; the financial capabilities of the contractor; and the appropriateness of
contractual provisions having accounting or financial significance. Contract auditors
perform evaluations of contractors' statements of costs to be incurred (cost estimates)
or statements of cost actually incurred to the extent deemed appropriate by the auditors
in the light of their experience with the contractors and relying upon their appraisals of
the effectiveness of the contractors' policies, procedures, controls, and practices. Such
evaluations may consist of test checks of a limited number of transactions or in-depth
examinations at the discretion of the auditor.

b. To accomplish the objective of contract auditing, the auditor must examine or
develop sufficient evidence to support a valid opinion of the extent to which costs or
estimates contained in a contractor's claim or proposal are:

(1) reasonable as to nature and amount,

(2) allocable, and measurable by the application of duly promulgated cost
accounting standards,

(3) generally accepted accounting principles and practices appropriate to the
particular circumstances; and

(4) in accordance with applicable cost limitations or exclusions as stated in
the contract or in FAR.

The auditor will find it extremely useful at the onset of the examination, in
planning the audit program and approach to review the contractor's accounting
nomenclature, chart of accounts, accounting manuals and financial statements. It
should, however, be recognized that professional opinions and conclusions on the
acceptability of contract costs must be based on the auditor's knowledge of the
contractor's classification practices and the actual nature of the expenditures charged to



the various accounts and classifications. This knowledge is best gained by selective
testing of transactions recorded in the various accounts.

c. The auditor should at all times be alert to any matters that may affect the
Government's prudent and efficient management of its procurement program. When
the auditor becomes aware of the need for improved Government practices, the
appropriate office should be advised and, to the maximum extent feasible, the corrective
measures should be recommended in the audit report.

d. In performing normal auditing procedures in connection with an examination,
auditors should be alert for indications of excessive contract prices or profits and for
evidence of overcharges or inadequate compensation to the Government. If the auditor
finds an indication of such a condition, he or she should discuss it with the supervisor to
decide whether further evaluation is warranted and whether the condition is properly
reportable as one involving:

(1) suspected fraud or other similar irregularities (4-700);
(2) defective pricing (14-100); or
(3) solicitation of a voluntary refund (4-800).

Guidance for determining which of the above reporting procedures should be
used is contained in the referenced paragraphs. If the condition is not reportable under
the foregoing guidance, a report stating the pertinent facts should nevertheless be
submitted to Headquarters, DCAA, Attention: Deputy Assistant Director, Operations.

e. FAR 15.408(b) prescribes the insertion of a "defective pricing” clause (FAR
52.215-10) which accords the Government a contractual basis for reducing the contract
price under certain conditions. When, after contract execution, it is learned that the
contract price was negotiated on the basis of certified cost or pricing data furnished by
the contractor that was incomplete, inaccurate or not current, the contracting officer may
reduce the contract price. Guidance concerning the auditor's role in this area is stated
in Chapter 14.

f. FAR 52.230-2 prescribes the insertion into contracts and subcontracts of a
"cost accounting standards” clause which requires certain contractors or subcontractors
to disclose in writing their cost accounting practices, to follow the disclosed practices
consistently, to comply with duly promulgated cost accounting standards, and to agree
to contract price adjustment for any increased cost to the Government as a result of the
contractor's failure to comply with applicable cost accounting standards. Guidance
concerning the auditor's role with respect to cost accounting standards is stated in
Chapter 8.

0. FAR 16.102(c) provides that the cost-plus-a-percentage-of-cost system of
contracting shall not be used by the Government for any prime contract; or allowed to
be used in any chain of cost or redeterminable subcontracts, unbroken by a firm-fixed-
price subcontract. If such a contract or subcontract is encountered, the entire cost,
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including the amount representing the percentage added, will be disapproved under
cost-type contracts and recommended for nonacceptance under fixed-price
redeterminable contracts.

1-1S1 Supplement - DoD Directive 5105.36 - Defense Contract Audit Agency
Charter **

See DoD Directive 5105.36 for the DCAA Chatrter.

1-200 Section 2 - Relationships with the Government Accountability
Office **

1-201 Introduction **

This section contains procedures and guidance on: (1) relationships between DCAA
and the Government Accountability Office (GAO), (2) granting the GAO access to
DCAA audit records and files, (3) submitting information and comments to Headquarters
for replies to GAO reports, and (4) coordinating DCAA and GAO activities to ensure
effective working relationships. Relationships with members of Congress and
Congressional committees are discussed at 1-410.

1-202 Relationship - DCAA and GAO **

a. The GAO has broad authority for conducting audits and investigations to enable
the Comptroller General of the United States (Comptroller General), as an agent of
Congress, to determine whether executive departments and Government agencies
properly discharge their financial responsibilities. In connection with the audit of the
procurement function, the GAO is granted access to contractors' records by law and by
contract provisions. DoD personnel at all levels will cooperate fully with representatives
of the GAO.

b. The Assistant Director, Integrity & Quality Assurance (Quality) monitors and
coordinates all GAO matters in accordance with DoD Instruction (DoDI) 7650.01,
Government Accountability Office (GAO) and Comptroller General Requests for Access
to Records; DoD Instruction 7650.02, Government Accountability Office Reviews and
Reports, and DoD Directive 7650.3, Follow-up on GAO, DoD Inspector General
(DoDIG), and Internal Audit Reports.

1-203 GAO Access to Records and Files **

a. When requested by GAO, furnish audit reports and associated working papers in
accordance with DoDI 7650.01; DoDM 5200.01, Vol. 1 - DOD Information Security
Program: Overview, Classification, and Declassification; and the procedures below.
Advance approval of regional offices or Headquarters is not required, provided that the
GAO has notified the Secretary of Defense and DCAA of the review and has conducted
an entrance conference with DoD officials.



b. Do not furnish non-DoD agency reports, military department reports, nhon-DoD
Inspector General reports, or criminal investigation organization reports (including the
FBI) unless approved by DCAA Headquarters. This restriction also applies to
summaries of such reports.

c. Promptly submit pertinent information to the Regional Director Corporate Audit
Director (CAD) or the Director, Field Detachment and Headquarters, ATTN: Quality.
Identify the information furnished to GAO.

1-203.1 Access to Audit Records and Files on Completed Audits **

a. When requested, grant GAO representatives unlimited access to audit records
and files applicable to completed audits. This includes access to files on all types of
system surveys, audit programs, working papers, correspondence on cost allowances,
notices of cost suspended or disapproved, contracts, and audit reports.

b. Cooperate with GAO representatives by providing copies of existing reports
and other documents. When furnishing contractor proprietary information to the GAO
(e.g., documents marked For Official Use Only (FOUO) or documents that are believed
to contain contractor proprietary data), include the following statement in the
transmittal memorandum:

Please be advised that the contractor financial and accounting
system information contained in this [letter / report / enclosure] is
considered proprietary by the company and should not be released
to the public. The information made available to you in this [letter /
report / enclosure] contains financial data furnished to the
Government in confidence. Such information must be protected from
unauthorized disclosure under 18 U.S.C. 1905. For this reason, the
[letter / report / enclosure] has been marked FOR OFFICIAL USE
ONLY.

c. FAOs should also cooperate with GAO representatives in the completion of
guestionnaires dealing with DCAA’s audit responsibilities and performance. Refer GAO
guestionnaires that require the preparation of extensive analyses or schedules or would
require significant audit resources to Headquarters, ATTN: Quality. (Also see b above
and 1-203.4 below.)

d. Encourage the GAO representatives to perform their analytical effort onsite,
both to minimize the use of DCAA resources and to enable the auditor to explain or
clarify data if required.

1-203.2 Access to Audit Working Papers Relating to Incomplete/ln-process
Assignments **

FAOs may grant the GAO access to any factual data contained in the records or
files. However, FAOs should dissuade the GAO representative from examining audit
working papers relating to incomplete/in-process audits, because any audit conclusions
included therein are tentative and do not represent the official DCAA position until the



audit is completed. If the GAO insists on examining working papers related to
incomplete/in-process audits, elevate the matter to the Regional Director/CAD or the
Director, Field Detachment to attempt to dissuade until such time as the audit is
complete and reviewed by management. If the Regional Director/CAD or Director, Field
Detachment cannot dissuade the GAO from examining working papers related to
incomplete/in-process audits, the issue should be elevated to Headquarters, ATTN:

Quality.

1-203.3 Access to Audit Records on Replies to GAO Reports **

Refer GAO requests for access to copies of correspondence or memorandums
prepared to assist DCAA Headquarters and military departments or agencies in the
formulation of an official reply to a GAO draft report or final report to Headquarters,
ATTN: Quality. This information requires special consideration because it does not
represent the final position of DCAA or the military department or agency concerned
with the report.

1-203.4. GAO Requests for Audit-Related Information and Non-Audit-
Related Information **

a. The GAO may request an FAO to use its access rights to obtain and/or
validate contractor information that is not otherwise required by the FAO in carrying out
DCAA'’s audit mission. The information could be either (1) audit-related (e.g., the GAO
asks that a postaward audit be done on a contract not selected by the FAO) or (2) non-
audit-related (e.g., the GAO asks the FAO to complete a survey instrument or gather
information for the purpose of statistical aggregation, and the information requested is
not necessary for performing DCAA’s audit functions). Written confirmation of the
request for assistance will be furnished to the GAO within seven working days of
receipt. The GAO request should be provided to the Regional Director/CAD or the
Director, Field Detachment, and Headquarters, ATTN: Quality with the agreed to
course of action to be taken.

b. FAOs should generally accept and respond to requests for audit-related
information taking into consideration the following: (1) Government’s overall policy to
have one contract audit face to the contractor and to avoid duplication of Government
audit effort when possible, (2) DCAA resources required to fulfill the request, and (3)
impact that acting on the request would have on meeting current audit requirements.

c. Except as noted below, FAOs should generally not accept and respond to
requests to obtain non-audit-related information from contractors. Instead, the FAO
should ask the GAO to have the contractor directly respond to such requests. An
exception to this policy is when the non-audit information requested by GAO can be
readily retrieved from the FAO'’s files, and the contractor has no objection to the release
of the information. In these cases, FAO’s should provide the GAO with requested
information. If the GAO obtains non-audit information directly from contractors, the FAO
will, upon request of the GAO, assist the GAO in the evaluation or validation of that
information. When in doubt as to how best to handle a given GAO request for non-audit
information, FAOs should contact the Regional Special Programs Division for guidance.



d. Promptly forward copies of all correspondence, memorandums of
conversations, and reports prepared in response to such requests to Headquarters,
ATTN: Quality, with copies to the cognizant regional office/corporate audit directorate.

1-204 Replies to GAO Reports **

a. GAO reporting on defense contracting is primarily accomplished through: (1)
reports (draft and final) issued by its headquarters office and addressed to the Secretary
of Defense, the Secretaries of the Military Departments, or heads of Defense agencies;
(2) letter reports issued by GAO regional offices directly to officials of field activities of
the Military Departments or DoD agencies, and (3) congressional testimony.

b. DCAA is routinely requested to submit comments and participate in formulating
the official DoD position on the cost aspects and related recommendations in GAO
reports issued on defense contractors and on contract audit matters. In cases where
DCAA Headquarters or other DCAA organizational element is providing comments, that
element will often require (and therefore solicit) input from regional and FAO activities.
(Also see 1-203.3 and 1-203.4 above.)

1-204.1 Replies to GAO Headquarters Reports **

a. These reports generally pertain to defense contracting. They are initially
submitted in draft form with a request for an official response and comments. The
response is usually incorporated in the final GAO report.

b. The DoDIG refers all proposed responses to GAO Headquarters reports
related to procurement or contract audit matters to DCAA Headquarters for concurrence
or comment. DCAA Headquarters will provide a response to the DoDIG.

c. In advance, Headquarters reviews GAO reports that may require comment.
The cognizant Headquarters element will immediately transmit the report to the regional
office(s) and FAO(s) involved if field action or input is required. The cognizant regional
office or FAO will prepare the field office response in accordance with paragraph d.
below and any special requests stated in the Headquarters transmittal.

d. Regional offices or FAOs will review and evaluate the factual information, the
surrounding circumstances, and the conclusions presented in the report. Comments
should be made on any corrective action taken or proposed. In addition, note any GAO
report statements that are not fully compatible with audit findings or on which
information is not available. To minimize elapsed time, conferences with the GAO
review team may be necessary. In this case, make an appropriate request to the local
GAO office or to the cognizant Headquarters element, depending on the origin of the
GAQO report.

e. In some cases, the primary action office requests Headquarters to perform
audits or examine specific contractor records to aid in formulating the DoD position on a
GAO report. In these instances, Headquarters will establish a firm due date for the
response and forward the request directly to the field audit office, with copies to the



regional office. Submit the field audit office's reply to the cognizant Headquarters
element with a copy to the regional office.

f. Field audit offices may receive direct requests from procurement or contract
administration field components for audit service on specific GAO reports. Promptly
forward copies of all correspondence, memorandums of conversations, and reports
prepared in response to such requests to Headquarters, ATTN: Quality, with copies to
the cognizant regional office/corporate audit directorate.

g. Procedures for responding to GAO reviews are set forth in DCAAI 7050.2,
Responding to Oversight Reviews. Procedures for monitoring compliance with GAO
recommendations are set forth in DCAAI 7640.12, Follow-up on Audit Reports
Concerning Defense Contract Audit Agency Operations.

1-204.2 Replies to GAO Letter Reports **

a. GAO may issue letter reports on defense contracting directly to officials of field
activities of DoD agencies or the military departments. Letter reports include any written
communication from GAO requiring written response. These reports generally relate to
matters of less significance than GAO Headquarters reports. They are addressed to the
particular field activity responsible for the matters reported upon or for the
implementation of any recommendations contained in the report. Thus, letter reports
may be addressed to field procurement or contract administration offices or to DCAA
field offices.

b. Prepare responses to GAO letter reports for the signature of the Regional
Director/CAD or Director, Field Detachment. To assure uniformity in responses and
conformity with DCAA policy, submit drafts of the proposed responses to Headquarters,
ATTN: Quality for concurrence prior to issuance. When necessary to meet a deadline,
concurrence of Headquarters Quality may be obtained by telephone.

c. FAOs may receive requests directly from a field procurement or contract
administration office for audit information in connection with their responses to letter
reports that were addressed to them. Honor such requests pertaining to contract audit
responsibility. Prepare the response for the Regional Director/CAD or Director, Field
Detachment’s signature and reply directly to the requesting activity. Forward copies of
all correspondence and reports prepared in response to such requests to Headquarters,
ATTN: Quality.

1-204.3 Congressional Testimony **

a. GAO reports on defense contracting through testimony presented before
Congress. Occasionally DCAA Headquarters is requested to analyze the testimony in
advance for factual accuracy and concurrence. These requests often have a short
response time, and regional or field office input is usually not feasible.

b. Procedures to be followed in providing testimony to Congress are set forth in
DCAAR 5030.16, Supporting Congressional Requests for Information.
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1-204.4 Explanations of Delays in Submission of Responses to GAO
Reports **

Promptly submit an interim reply to the cognizant Headquarters element, with a
copy to the regional office, when a complete response cannot be submitted by the
established due date. State the specific reasons the due date cannot be met and the
estimated time needed to complete the evaluation. Address as many of the report
findings, conclusions, and recommendations as possible.

1-205 Liaison Between DCAA and Government Accountability Office Activities

**

DCAA will maintain liaison with GAO at the headquarters and/or regional levels to
establish an effective working relationship. This is not intended to diminish or detract
from the statutory and executive responsibilities, functions, or independence of either
GAO or DCAA. Headquarters, Quality will act as the primary liaison between DCAA
and GAO to (1) resolve field operating problems requiring Headquarters attention, (2)
coordinate GAO studies affecting the contract audit area, and (3) exchange ideas and
training material in connection with improving performance of the two agencies.

1-205.1 GAO Reviews Affecting DCAA **

a. Except for congressional requests, GAO regional directors are expected to
inform DCAA of the scope of GAO planned and in-process reviews concerning
contractors under DCAA audit cognizance. GAO generally contacts DCAA at the start
of every review, conducts an exit conference at the end of such reviews, and furnishes
a copy of the draft and/or final report. Before providing access to the GAO reviewer,
determine that the review has been properly coordinated in accordance with DCAAI
7050.2, which also contains detailed procedures for supporting oversight reviews
affecting DCAA.

b. When the GAO is involved in reviews of DCAA or in audits at contractor plants
under DCAA cognizance, work closely with the GAO to assure that there is proper
understanding of DCAA objectives and methods to avoid GAO duplication of our work.

c. Provide written notification to the Regional Director/CAD or the Director, Field
Detachment and Headquarters, ATTN: Quality, of all GAO visits to FAOs or contractor
sites.

d. As required by DCAAI 7050.2, a GAO reviewed FAO will provide a written
memorandum of significant issues to the Regional Director/CAD or the Director, Field
Detachment within ten working days of an oversight visit. The region/corporate audit
directorate/field detachment will forward the FAO’s memorandum to Headquarters,
Quiality, within five additional working days.

1-300 Section 3 - Audit Services for Non-DoD Agencies **


https://sharepoint.dcaaintra.mil/headquarters/resources/CM/CMC/Publications/Publications/DCAAI%207050.2.pdf
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1-301 Introduction **

This section provides guidance for performing audit services for non-DoD agencies.
The underlying audit policies, procedures, and support requirements pertaining to such
services are presented in 15-100.

1-302 General Rules for Establishing Cognizance and Accepting or Rejecting
Non-DoD Requests **

a. Federal agencies are required to establish audit cross-servicing arrangements
when doing so is in the best interest of the Federal Government and the organization
being audited. Normally, the agency with the predominant financial interest should
arrange for all audits at an organization. Department of Defense implementing
guidance is provided by DoDI 7600.02, "Audit Policies." Thereunder, contract audit
services may be provided to other Federal agencies upon request, with reimbursement
at cost, as prescribed by the Under Secretary of Defense (Comptroller).

b. Cross-servicing arrangements have been made through memorandums of
understanding (MOU) with various non-DoD agencies under the OMB criteria and DoD
implementing guidance.

c. There are many Federal agencies with which DCAA has not established MOUs or
had any contact concerning audit cognizance. Should DCAA auditors become aware of
contract audit effort being performed by or on behalf of other Federal entities at
contractor locations where DCAA is the cognizant contract audit agency, they should
advise DCAA Headquarters, Attention: OWD, through their regional offices.

d. Any non-DoD agency request concerning a change in audit cognizance or related
matters should be addressed to DCAA Headquarters, Attention: OWD.

e. DCAA is responsible for determining the scope of audit, including the manner and
level of effort necessary to provide complete contract audit coverage at a contractor
location. The Contract Audit Manual will be the determining guide for the conduct of
audits. Complete contract audit coverage may include examinations of internal controls
and of contractor accounting and financial management systems considered necessary
to satisfy government auditing standards, as incorporated in Comptroller General of the
United States “Government Auditing Standards,” (Yellow Book). When possible,
auditors should be responsive to any additional coverage suggested by the requesting
agency.

f. Audit working papers prepared during the course of audits for Federal agencies
are the property of DCAA and will generally remain in the possession of the auditor.
However, working papers can be discussed and may be made available for review by
properly authorized procurement and other representatives of the Federal agencies for
which the audit services were performed. If audit cognizance is transferred from DoD to
another Federal agency, and audit files are requested to be released, the FAO should
coordinate with Headquarters PAS through their Regional/CAD office to ensure the



instructions contained in DCAAM 5015.1 Chapter 4, paragraph B.3, are followed.

g. Audit reports will be addressed in the manner prescribed in 10-210.7.

h. The auditor's responsibility for attending negotiation conferences requested by
non-Defense procurement officials is essentially the same as that outlined in 15-400 for
Defense procurement officials. The auditor will also be responsive to inquiries and
personal visits from representatives of non-Defense agencies concerning the status and
performance of requested audits. The objectives of such personal visits should be to
seek information and to discuss mutual problems. They are not to be used to supervise
and/or evaluate the performance of the audit.

I. Responsibility for follow-up of DCAA audit recommendations and reviews of
program results remain with the non-DoD agencies for which audit services are
performed.

J. Field activities will prepare reimbursable billings in accordance with the
requirements of the DMIS User Guide.

1-303 Processing Non-DoD Agency Requests for Audit Information or Services
**

a. DCAA will be responsive to requests received from Government agencies outside
the Department of Defense for information available in the audit files when the
circumstances clearly show that the inquirer is entitled to the requested information.
There is a presumption of entitlement if the requesting agency has a contract or is
proposing to contract with the contractor and the information desired is related to the
negotiation or administration of that contract. Requests for specific cost information
which are readily available without audit effort will be accommodated without
reimbursement. If the auditor has any doubt as to whether the requesting agency is
entitled to the information, the auditor must obtain clearance from the contractor before
releasing any specific cost or financial data, such as overhead rates. A request for cost
or financial data, written material, or access to working papers or audit files by a non-
Defense agency, except for the Internal Revenue Service, which pertains to a matter
(except an investigation or litigation) unrelated to the negotiation or administration of a
contract by the requesting agency, will be referred to Headquarters, Attention: PAS, for
consideration. The referral will include all pertinent details, such as the names of the
representatives involved, a summary of the information requested, purpose of the
request, a summary of any discussions held with respect to the information desired, and
any other pertinent observations. See 1-405 for guidance when requests by a non-
Defense agency pertain to a matter involving an investigation or litigation; see 1-408 for
all requests by the Internal Revenue Service.

b. Cross-servicing agreements with non-DoD agencies provide for audit requests to
be forwarded directly to the cognizant field office. Audit requests will be honored at
locations where DCAA maintains a continuing audit interest under DoD contracts.


https://sharepoint.dcaaintra.mil/headquarters/resources/CM/CMC/Publications/Publications/DCAAM%205015.1.pdf

c. A request for audit services to be performed at a contractor location where DCAA
does not have a continuing audit interest is considered a "casual audit request’. A
continuing DCAA audit interest exists at any location where DCAA has performed audit
effort on a continuing basis over the past several years, whether the contracting agency
is affiliated with DoD/NASA or not.

d. Except for those agencies identified in DMIS User Guide, requests for audit
services at locations where DCAA does not maintain a continuing audit interest will be
referred to the Regional Audit Manager. Seasoned professional judgment and common
sense must be applied to each casual audit request in making a decision as to whether
or not to accept the audit engagement. The following criteria will be used to determine
whether to accommodate or decline a request:

(1) Is the requested service compatible with normal DCAA responsibilities?

(2) Would acceptance or refusal to perform the work result in establishment of
duplicative audit activity?

(3) Is another Government agency performing audit work at the contractor
location that could perform the requested audit?

(4) The extent and cost of DCAA TDY travel that would be required to honor a
casual audit request should be a key factor. If honoring the request would require the
incurrence of TDY travel time and costs, it may be just as efficient for the requesting
agency to make other audit arrangements. In addition, if the requesting agency
maintains a local audit organization, rejection may well be the appropriate response.

(5) It is important to consider the type of audit being requested and the contract
audit capabilities of the requesting agency. For example, if a price proposal
examination is requested, we should consider the nature of the proposed services or
products, the urgency of the procurement, and the ability of the requesting agency to
arrange for adequate timely contract audit service.

A regional determination that a casual audit request should be accepted will be
coordinated with Headquarters, Attention: OAL.

e. When requested to provide audit services that include auditing indirect cost rates,
auditors should remember that 10 U.S.C. 2313(d), 41 U.S.C. 4706(e) and FAR 15.404-
2(c)(2) and 42.703-1(a) provide that contracting officers are required to determine
whether a previously conducted audit of indirect costs meets the current audit objectives
for indirect costs on executed contracts, subcontracts, or modifications and on a
preaward basis. Federal Agencies are not to conduct duplicative audits for the same
objectives. This means that, where DCAA has audit cognizance, other agencies should
not perform audits of indirect costs which duplicate the DCAA audits and that DCAA
should not perform audits of indirect costs which duplicate the audits of other Federal
Agencies. In situations where auditors find potential duplicative requests for audits of
indirect costs, auditors should exercise professional judgment in analyzing the requests,
identifying pertinent facts, and communicating the facts to the requestor. Requests
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which cannot be satisfactorily resolved should be reported to regional offices. Requests
which regions cannot resolve should be reported to Headquarters, Attention: OAL.

f. When an auditor observes the presence of non-DoD contracts subject to audit
coverage for which audit requests have not been received, they will be brought to the
attention of appropriate non-DoD agency officials, to facilitate issuance of requests for
audit.

g. Regional offices will notify Headquarters, Attention: OAL, of audit requests from
non-DoD agencies not identified in the DMIS User Guide. Such requests must be
processed promptly, since the requesting agency will need to make other arrangements
if DCAA does not agree to accept the engagement. Typically, such work will be
accepted if the audit effort falls within the normal scope of DCAA work and the
requesting agency agrees to pay for the audit effort.

h. All audit requests should be promptly responded to in writing (see 4-104 for the
content and format of the Acknowledgment letter). The response should state whether
DCAA will accommodate or decline the request. If the request is declined, the reasons
should be stated. If the request is accepted, the response should include the anticipated
audit report date.

i. Based on prior agreements, DCAA will perform all contract audit work requested
by NASA. DCAA has also agreed to perform contract audit work at all DOE prime
contractor locations other than those designated as Management and Operating Prime
Contractors.

1-400 Section 4 - Relationships with Other Government Organizations

**

1-401 Introduction **

This section provides guidance and procedures governing relationships with other
Government organizations.

1-402 General **

Other Government personnel may communicate with DCAA personnel on official
business. In all cases, the identity of the individual and his or her need to know should
be established prior to furnishing any information either written or oral. Appropriate
security precautions should be observed with respect to both classified military
information and contractor information.



1-403 Relationships with DoD Procurement and Contract Administration
Organizations **

1-403.1 DCAA Responsibilities to Procurement and Contract Administration
Organization **

a. As the audit and financial advisor to procurement and contract administration
activities, auditors must understand and support the service needs of these
organizations. DCAA is committed to providing timely and responsive services and will
maintain communications and liaison services sufficient to continuously assess if
customer needs are being met.

b. Organizationally, DCAA is separate and independent from acquisition
components of the DoD. Auditors are expected to exercise independent judgment in
planning the type and extent of audit testing sufficient to render unqualified audit
opinions, but will consider and address special areas of concern or informational needs
of requestors. The auditor will also exercise independence in the formulation of audit
opinions, recommendations, and conclusions contained in audit reports.

c. Government interests can best be served by maximum cooperation and
exchange of useful information between audit and procurement personnel. DoD
Instruction 7600.02 requires that DCAA coordinate annual contract audit plans with
procurement and contract administration organizations. Effective liaison between the
DCAA auditor and the contracting officer's representatives, and a clear understanding of
the respective responsibilities of each in the overall procurement function, are essential.
To ensure continuous close cooperation, DCAA should give procurement personnel
timely notification of any significant changes in audit plans.

d. Regulations of the military departments and DLA require the contracting
officers' representatives to use advisory audit services to the fullest extent practicable
and to aid audit performance by furnishing the auditor with appropriate administrative
and technical assistance. Appendix B of this manual refers to the procedures whereby
the auditor obtains technical assistance and guidance which may be required in the
evaluation of a contractor's proposal. For those contractor locations where there is a
significant and continuing volume of audit workload, e.g., audit residency or suboffice,
the auditor should establish an effective working relationship with the major field
contract administrators to keep each other informed on procurement and audit matters
including forthcoming contractor proposals which will require audit services.

1-403.2 Procurement and Contract Administration Responsibilities to DCAA

*%

Procurement and contract administration personnel have responsibility for the
following:

a. Requesting contract audit service.

b. Providing sufficient time for the performance of the audit.



c. Furnishing to the auditor, in connection with a request for audit, copies of any
contracts (including change orders, supplements, amendments, and termination
notices), cost statements, proposals, and other financial data submitted by contractors
or, as appropriate, requested by the auditor.

d. Establishing access to contractor records required by auditors.

e. Furnishing such other information, data, or service as may be required (such
as technical evaluation of the need for the quantity and type of labor and material
proposed in contract pricing actions) or otherwise may be useful in performing the audit.

1-403.3 Resolving Contract Audit Recommendations **

a. DCAA audit report recommendations may lead to disagreements between the
auditor and the contracting officer. When disagreements occur, the auditor should
maintain communications with the contracting officer to improve the potential for a
satisfactory resolution of the issue prior to contract negotiations.

b. On December 4, 2009, the Director of the Defense Procurement and
Acquisition Policy (DPAP) issued a policy memorandum outlining a process for
resolving significant contract audit recommendations. DoD Components have
established corresponding policies and procedures implementing the policy. DCMA has
established the Contract Management Board of Review process that essentially
implements the DPAP policy (see 1-403.4).

(1) The DPAP Policy places the responsibility upon the contracting officer to
discuss significant disagreements with the auditor prior to negotiations. For any
significant disagreements that exist after these discussions, the contracting officer is
required to document the discussion and the basis for the disagreement in the pre-
negotiation objective and in a written communication to the auditor (e.g., an email
confirming the discussion or a copy of the applicable portion of the pre-negotiation
objective). DCAA’s management may request that the DoD Component’s management
review the decision. The request should occur within three business days of receiving
the contracting officer’s written communication. Therefore, it is imperative that upon
receipt of the contracting officer's communication, the auditor immediately discuss the
basis of disagreement with the Supervisory Auditor and FAO Manager to ascertain the
need to elevate the issue to a higher level of management.

(2) While the DPAP Policy defines significant disagreements in the context of
audits of forward pricing proposals (i.e., when the contracting officer plans to sustain
less than 75 percent of the DCAA questioned costs from a proposal valued at $10
million or more) the policy also provides that the DCAA Director may elevate any
disagreement which he believes requires further attention. Examples of circumstances
below the threshold that the DCAA Director may choose to elevate include those of high
interest to the department or those w