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COMMERCIAL ACTIVITY STUDY

INDEPENDENT REVIEW PROCESS
INTRODUCTION

The purpose of this paper is to provide information and general procedures for the planning and execution of Commercial Activity (CA) independent reviews.  The goal is to achieve a consistent and thorough review that results in timely certification of the Management Plan and In House Cost Estimate (IHCE).

BACKGROUND

The Naval Audit Service is responsible for serving as the Independent Review Officer (IRO) for all Navy CA studies with 41 or more announced civilian billets and for Marine Corps CA studies with 51 or more announced civilian billets.  OPNAV Instruction 4860.7C and MCO 4860.3D (with updates) and the DOD A-76 Costing Manual apply. 

The Department of the Navy has elected to have independent reviews performed under contract with the Naval Audit Service providing contractor oversight and ultimately signing the IRO certification for those studies that meet or exceed the minimum announced civilian billets shown above.  Independent reviews are primarily performed by Dynamic Systems working with Grant Thornton for Navy studies and with Management Analysis Incorporated for Marine Corps studies.  

1. For each review, the Naval Audit Service’s stated objective is to ensure:

(1) data contained in the Management Plan reasonably establishes the Government’s ability to perform work requirements of the PWS within the resources provided by the Most Efficient Organization; and, 

(2)

all costs entered on the Cost Comparison Form, prior to bid opening, are fully justified and calculated in accordance with procedures described in part II of the OMB A-76 Revised Supplemental Handbook, DOD A-76 Costing Manual, OPNAVINST 4860.7C or MCO 4860.3D, and other applicable Federal regulations. 

During the course of the independent review, the contractor team must review the complete Solicitation (Sections B-M) and all amendments, all management plan materials and supporting documentation, develop and document areas of question or concern, achieve resolution of all issues or elevate unresolved issues to the Naval Audit Service and Navy or Marine Corps program managers for action, complete the “Guide for Reviewing Cost Estimates Prepared Under the Commercial Activity Program (May 17, 2001),” develop and maintain documentation of their review, and issue a signed certification statement to the IRO.

The procedure contractors have generally been using is to review management plan materials in advance of their on-site visit, work on-site at the activity for approximately 1-week (length of visit varies) and complete the review from their offices, or Naval Audit Service offices, using mail, fax, e-mail, etc.

A summary of the overall process follows:

· When the Activity under study completes all their study documents, the Activity ships a copy of the documents to the Review Contractor and Naval Audit Service for receipt 7 working days prior to the scheduled site visit.

· The Review Contractor reviews the documents at their offices, putting their initial questions on the Action Item Tracking Form.

· The Review Contractor and the Naval Audit Service representatives travel to the site to meet and work with the CA Team.

· Action Items are provided to the Activity during the on-site visit, outlining the support documentation needed for the In-house Costs and changes required to the Management Plan.

· The Activity makes the necessary changes to the Solicitation, Management Plan, IHCE and supplies requested supporting documentation.

· The Activity ships the final corrected documents to the Review Support Contractor.

· The Review Support Contractor verifies all corrections and completes the Review Guide with appropriate references to supporting documents.

· The Review Contractor provides a certification letter to the Naval Audit Service.

· The Naval Audit Service, upon completion of review, signs the Cost Comparison Form certification. 

APPROACH
The following separately addresses requirements for the Activity under study, the Review Contractor and the Naval Audit Service.

ACTIVITY UNDER STUDY

· Forward a formal request to N465/3SO/Naval Audit Service (Navy Activities) or to HQMC (LR)/Naval Audit Service (USMC Installations) at least 30 days in advance of the requirement for IRO support.  (Navy activities can do this on-line through the 3SO web page, IRO Calendar.  Marine Corps activities should use the example request format provided on the LR web page).

· Allow sufficient time for the review, oversight and resolution of any issues prior to the scheduled bid submission date. The average time for Activities to complete the IR Process in 2000 was 87 days. 

· Forward final hard copies of key documents (Solicitation, MEO, QASP, TPP, IHCE & TP) to the IR support contractor and the Naval Audit Service to arrive at least 7 working days prior to the scheduled review start date.  (If documents are unavailable or incomplete, the review start date will be deferred until the necessary documents are provided.)  USMC reviews may be preceded by a one-day orientation visit in place of the kick-off meeting discussed below.  As this orientation meeting occurs several weeks prior to the start of on-site work, key documents need not be provided at that time. 

· Have sufficient, competent and relevant supporting documentation for all estimates, projections and costs well organized and readily available for on-site review.  (Please see the attached list of standard CA study documentation.)

· The supporting documentation should be developed so that diverse audiences that include potential appellants, the AAP Authority, lawyers, judges, auditors or individuals certifying the study can understand it.  To understand the rationale and calculations of the IHCE and the Management Plan, these individuals rely solely upon these written records (i.e., supporting documentation) and they must stand alone without further oral explanation.

· Provide a kick-off meeting on the first day of on-site review that includes; an overview of the function(s) under study, a site tour; and a discussion on the management plan and cost estimate development process including any unique conditions or requirements.  (Information will be requested on any legal opinions that have resulted during the development of the study and the position of any Unions that would effect implementation of the MEO.)  

· Provide on-site support to Review Contractor and Naval Audit Service representatives including: a conference room for meetings; lockable storage; confidential, uninterrupted work space (possibly the conference room); two analog phone lines capable of e-mail access; and access to a fax, high speed printer and high speed copier. 

· Provide timely formal written responses to Action Item Tracking Forms developed by the Review Contractor (Very important in expediting the review process).

· Provide to the Review Contractor a CD containing complete Solicitation and all amendments, as well as all final Management Plan and IHCE documents. 

REVIEW CONTRACTOR

The responsible contracting officer and contracting officer representative (COR) provide specific contract requirements.   The Naval Audit Service is not in the contracting chain of authority but is responsible for providing technical oversight of the contractors work prior to signing as the IRO.  To fulfill this oversight responsibility the IRO will need the Review Contractor to:

· Adequately safeguard all CA related data as “Procurement Sensitive Proprietary Information.”

· Provide a copy of the contract tasking (hours and dollars not required) and the qualifications and background of assigned personnel.  (This can be a one-time requirement and would not be needed for each review unless the tasking or personnel change.)

· Thoroughly review the Management Plan and In-House Cost Estimate prior to on-site visit and have Action Item Tracking Form prepared and ready for delivery to the Activity.

· Conduct the IR using the “Guide for Reviewing Cost Estimates Prepared Under the

Commercial Activity Program (May 17, 2001 revision).”  Responses to guide steps 

should be in sufficient detail to allow for an understanding of what review was performed 

and how the conclusions were reached.  When there is insufficient space for these 

responses in the review guide, the individual step should be referenced to a supporting 

work paper.  (The guide should be cross-referenced to the specific page/paragraph in the 

management materials or documentation that it pertains to.)

· Document significant management plan and cost estimate questions or concerns on Action Item Tracking Transmittal Forms.  Obtain CA Team comments on each form, verify action taken and record comments as to agreement or disagreement with the responses and actions.

· Make all review documentation available to IRO and respond to IRO questions.

· Provide a scope and methodology statement identifying the review process and any significant events or problems and their outcome.  Also include listings of significant milestones and reference documents used.

· Provide a compliance certification statement, signed by a senior official, to the IRO.  Example certification is shown as an attachment to the “Guide for Reviewing Cost Estimates Prepared Under the Commercial Activity Program (May 17, 2001 revision).”

· Provide a CD containing the complete Solicitation (sections B-M), and all amendments, the final Management Plan and cost estimate as prepared by the Activity or it’s CA consultant and, as appropriate, copies of significant Review Contractor support documents.

· Seal the IHCE in an envelope separate from the Government Management Plan (per DOD A-76 Cost Manual C18.1) and deliver to the Contracting Officer.

· Protect and retain Management Plan and cost estimate materials as well as review documentation for use in future inquiries and/or appeals.

· Provide input on IRO lessons learned to the Navy and/or Marine Corps CA web page.

· Coordinate the review schedule with the Naval Audit Service and the Activity after the initial reviews of all documents are complete.
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· Adequately safeguard all CA related data as “Procurement Sensitive Proprietary Information.”

· Maintain and understand current OMB, DOD, Navy and Marine Corps CA guidance.

· Review available management plan and cost estimate data prior to kick-off meeting.

· Attend kick-off meeting to meet responsible personnel, obtain overview of function, discuss review approach and methodology, and participate in discussion of issues or concerns developed to date, if any.  

· Maintain ongoing communication (off-site) with the Review Contractor as the review progresses and participate in resolution of issues as necessary.

· Conduct oversight/review of Review Contractor’s work.  At a minimum this should include: reviewing and recording comments on all Action Item Tracking Forms; reviewing and recording comments on all steps in Sections B, C and D of the review guide, some review steps will be selected for judgmental testing of documentation and conclusions while others will be accepted based on the comments provided; reviewing the approach and methodology statement; and obtaining resolution to all unresolved or incomplete issues.  Additional visits to the activity under study are not anticipated but depending on the significance of the issues may be necessary.  In some cases, televideo conferences may be used vice on-site visits.  

· Coordinate policy issues with N465/3S0 and/or HQMC (LR).

· Review the contractor certification statement, obtain required deliverables, and if satisfied with all work and the resolution of all issues, sign the cost estimate certification statement and Naval Audit Service transmittal letter.

· Properly organize and retain working papers for potential future use.

· Periodically update the “Guide for Reviewing Cost Estimates Prepared Under the Commercial Activity Program.”

· Provide input on IRO lessons learned to the Navy and/or Marine Corps CA web page. 

STANDARD CA STUDY DOCUMENTATION REQUIREMENTS

The following documents are generally required in the independent review of all CA studies.  This list is not all-inclusive as specific documentation requirements may vary depending upon the function(s) under study.  The underlying requirement for all studies is that if official supporting documentation is not available for a specific cost item, there should be written justification stating why supporting documentation is not available and the rationale used to develop the estimated cost.  This rationale must pass the “reasonable person” test. 

· CNO/CMC announcement to Congress of Functions and positions (annotated message.)

· N465/CMC approval to exclude functions from the study.

· Activity Commander’s approval to make small changes in the number of positions studied (if applicable).

· Complete Solicitation as posted for bidders (sections B-M), and all amendments.

· Certified Management Plan providing MEO, Transition Plan, Technical Performance Plan and Quality Assurance Surveillance Plan, Quality Control Plan (if required by the PWS), and a In-House Cost Estimate

· Complete print out of win.COMPARE2 , including cost records, worksheets, study tables and master tables.

· Cost Comparison Form certified by the Activity Commander or Regional Military Commander (if studies cross geographical or claimant boundaries) on Line 19 (per OPNAVINST 4860.7C) as reflecting the Government’s MEO and conforming to CA Program guidance (name/title should be printed legibly under the signature).

· Current Certified Position Descriptions to support all MEO positions

· Historical workload/staffing data - Three years data desired, but if not available most current fiscal year (12 months), with statements addressing any expected fluctuations from the documentation provided.  “Technical estimates” are considered testimonial evidence and will require additional written support/logic.  

· Wage determination list for determination of those MEO positions that are comparable to those covered by the SCA or DBA.
· Current wage rate schedules and/or pay tables for APF and NAF positions, and current general schedule.

· Documentation from the contracting or human resource offices mapping the MEO positions not subject to EPA to the DOL wage determination list.

· Evidence that the current standard cost factors/inflation rates where used.

· Current fiscal year historical pay records detailing types of premium pays paid to employees.
-Overtime
-Hazardous Differential Pay
-Environmental Differential Pay
-Sunday Pay
-Holiday Pay
-Bonuses
-Shift or Night Differentials

· Basis for staffing estimate including labor categories, wage rates, and hours estimated to perform the requirements of the solicitation as documentation in the event of an appeal.  This also includes calculations for contract administration support of MEO subcontracts.

· Historical material usage and cost data (Where applicable include subcontract and/or lease costs.  Identify any exceptional or one-time events that would skew the data.)  Material and supply information for all items that will not be Government-furnished.   This includes the nomenclature, unit price, total annual quantities, sources and category (GSA, local purchase, DOD Stock Fund, other).

· Past funding authorization/documents for function under study and Comptroller certification that there are no known significant future programmatic changes that would impact MEO implementation..

· Capital asset depreciation information for all capital assets that will not be Government-furnished.  This includes:

-Facility source category (permanent, semi-permanent, temporary)

-Acquisition cost

-Replacement cost (i.e., Cost to attain a new one at time of cost comparison)

-Acquisition date

-Replacement cost

-Disposal/Residual value

(Percent of shared usage with an activity not under this cost comparison)

· Rental or lease costs that are not continuing in the event of contract performance; this includes facility and equipment rental costs.  Common examples are vehicle and office equipment leases.

· Maintenance and repair costs for facilities and equipment used solely by the commercial activity that is undergoing a cost comparison and that will not be Government-furnished; this also includes maintenance and repair costs for facilities and equipment that will be furnished, but where the contractor/ISSA provider will be responsible for these costs.  Maintenance sub-contracts for shop and office equipment are the most common examples.

· Utility costs (i.e., fuel, electricity, telephone, water and sewerage services) for the utility services that will not be provided or reimbursed in the event of contract performance.  Utility costs for facilities that are shared with an activity not within the scope of this cost comparison may be prorated based upon the estimated percentage of usage by the activity that is undergoing a cost comparison.

· Travel costs that are not continuing or that are not reimbursed in the event of contract performance for MEO positions only; do not include travel costs for inherently Governmental positions or the residual organization.

· Tuition and training costs projected for the MEO that are not continuing in the event of contract performance.

· Other costs that are not continuing in the event of contract performance; examples may include certain purchased services and MEO subcontracts.

· Capital improvement costs (e.g., costs of major overhauls and modifications that add value or prolong the life of a capital asset) for equipment and facilities that will not be Government-furnished.

· Costs for minor items that will not be Government-furnished.  A minor item is a durable item with a current replacement cost of less than $5000; common examples include overhead projectors, shop tools, and computers and peripherals.  10% of the estimated annual cost for minor items should be included in the IHCE as an estimated replacement cost for these items on an annual basis.

· Contract administration costs to be incurred by the Government in assuring that a contract is faithfully executed.  DOD A-76 Costing Manual Figure C8.F1. specifies the allowable contract administration factor to be cost on Line 8 based upon the size of the MEO.

· Collective bargaining agreements including a CO certification that there is no conflict with MEO implementation. (We already have the USMC Military Labor Agreement dated 14 Aug 98.)

· Any legal opinions or advisories resulting from the CA study   

