Development through Deployment: (5) Establish Property Audit Objectives
[bookmark: 9.]Task 5 of 10 for the Development through Deployment stage; other tasks:  (1) Review the Contract, (2) Establish Property Admin Records, (3) Report Contract Deficiencies, (4) Construct a Risk Analysis (6) Plan a PMSA; (7) Conduct PMSA, (8) Respond to Reports of Property Loss, (9) Monitor unscheduled processes, (10) Dispose of property that is no longer required for performance –Refer to Section 3: Task (7) Administer FAR 45.6.  
DEFINITION: The CO may request administrative support from the Industrial Property Management Specialist (IPMS) according to FAR 42.302 (a) (3) Post-award orientation, (27) Property Administration (FAR Part 45) and (28) …disposal of contractor inventory (45.6); as well as to support (30) Requests for Government property and (65) Close-out [Ref. 4.804-5 (a)(5) Plant clearance report/(6) Property clearance,] and only when authorized 42.302 (b)(11) Support the preparation of evaluations of contractor performance (FAR 42.15). The IPMS must display the specialized knowledge, skill and ability described in this section for the administration of the contractor’s property management system.
	Purpose and Outcomes (Terminal Learning Objectives)

	 

	1. Recognize the risks of achieving contract objectives, specific to the provision of property
2. Identify the processes that must be controlled to mitigate the risks
3. Analyze the level of risk and the appropriate plan/methods to mitigate the risk



GENERAL INFORMATION/NARRATIVE:

Risks of property loss are introduced to some extent whenever property is provided under a contract. The IPMS is tasked to identify and mitigate risk through the administration of contractual terms and conditions, which include the Government’s right to conduct reviews of the contractor’s stewardship. A quote from Aristotle addresses the need for oversight to avoid the loss of property that is not personally owned, “All men have greater regard for what is their own, than for what they possess in common with others.” 
Let’s reflect a moment on earlier topics. If the pre-award review established a clear list of property and a plan, then risks can be recognized and contractual guidance can steer the effort to mitigate them. No assumptions can be made that the contractor will take actions that are not addressed in writing.  
Clear terms and auditable processes enforce the performance of actions that reduce the risk of property loss or misuse. The CO or his delegate will assess the contractor’s plan prior to receipt of GFP/CAP. After contract award, the CO or his delegate schedules an analysis of the contractor’s property system within the first few months of performance. 
Managerial personnel are required to attend the in-brief and out-brief; property system reviews are important events of the contract life-cycle. Other specialists that will participate in the review of relevant processes, such Safety Specialist to review the storage of hazardous items, should also attend.
Property risk management is organized by process outcomes. The processes that apply in most cases are: Management, Receiving, Records, Use and Close-out. All processs are defined in this topic; the contractor’s written plan only needs to address what is applicable. Descriptions of property processes follow:

(1) Management: The risks associated with management include excessive administrative costs and a failure to train custodial personnel. Those who signed the contract or who direct operations at a site are responsible for implementation of property control procedures. FAR def of Mngr per.

An up-to-date organization chart that identifies the responsible personnel for all property processes belongs in the plan. Efficient management requires research of existing Voluntary Consensus Standards or Industry Leading Practices (VCS or ILP) that apply to the types of property involved. 

To mitigate these risks, the CO can coordinate focused discussions with management and specialists who keep apprised of developing standards and practices.

(2) Acquisition: Contractual coverage must exist for all GFP/CAP. When the contract property account doesn’t match the contractor’s stewardship records, modifications may be needed. For new acquisitions, consider warranties. Guidance for the acquisition of hazardous items is found in FAR 23.3. Agencies can prescribe additional procedures in the SOW, especially for arms and explosives. There’s a risk that unauthorized acquisitions can be added through the requisition process.
This risk is reduced by front-loading the system to show items authorized by the contract and the status of those acquisitions. For property that the Government has title to, the Contracting Officer (KO) or Administrative Contracting Officer (ACO) relies on the IPMS for operational audits to mitigate risks associated with property management, and on DCAA to determine what internal and external audits are needed to ensure sound financial accountability. If operational audits bring evidence of overcharges for material, the IPMS will notify the KO/ACO to coordinate a review by DCAA to determine whether the unreasonable amount will be disallowed. 
Note: Acquisition of some materials, like parts of weapon systems, may be authorized through Government sources, such as the MILitary Standard Requisitioning and Issuing Procedures (MILSTRIP) and the related MIL Standard Transaction Reporting and Accounting Procedures (MILSTRAP.) More information about MILSTRIP/MILSTRAP is found in 4000.25-2-M http://www.dla.mil/j-6/dlmso/elibrary/manuals/milstrap/default.asp . Also, the Government may acquire material directly from a manufacturer at a reduced cost due to economical buys for several contracts at once. Excess property may be available for the cost of shipping to any agency with access the “Plant Clearance Automated Reutilization and Screening System (PCARSS)
(3) Receiving: An inspector must verify, sign and date an incoming document that notes any discrepancies, such as shortages or damage. A copy of the receiving document must support the input to the property record. Obvious damage to packaging should be acknowledged by the delivery person, or it may be prudent to refuse the delivery. When feasible, special commercial packaging for delicate items can be retained to return property at the end of the contract. The Government may provide GFP that requires the contractor to make it usable; ownership is not affected by the contractor’s payment for repairs. The contractor has a right to inspect the property before it’s added to the contract to be provided “As Is.” There’s a risk that discrepancies will go unnoticed.
If the procedures provide an inspection stamp or other format to complete, sign and date a receiving report, this risk is reduced.
(4) Identification: Depending on specific requirements and existing markings on the GFP/CAP, the contractor is responsible to ensure that identification will track the property through the life cycle, using a tag, etched marking, or any prescribed method to establish and maintain visibility for tracking, accountability, and improved efficiency for each item over its lifecycle. Additional serialized tags may support a contractor’s record-keeping. In addition to  “US Property”, contract specifications may include Unique Identifiers (UID) to be applied to the deliverable items (See DFARS 252.211-7003) for inspection by the Quality Assurance Specialist. Guidance for Serialized Item Management is provided in DFARS 211.274 and 252.211-7003 and by the DPAP UID Office.  Contractor compliance to UID registry requirements must be addressed in the property system plan. There’s a risk that Contract Property will be misdirected or overlooked due to poor markings.

· DFARS 211.274-2. Policy
· All delivered items for which the Government’s unit acquisition cost is $5,000 or more
· Items less than $5,000 when identified by the requiring activity 
· Serially managed , mission essential, controlled inventory
· Exceptions
· To support a contingency operation
· To facilitate defense against or recovery from NBC or radiological attack; or
· A D&F concludes that it is more cost effective for Govt to mark
· DFARS 252.211-7003 (the clause)
· The contractor shall deliver all items under a contract line, subline, or exhibit line item
 	DFARS 204.71 Uniform Contract Line Item Numbering (PGI)
Since the birth of the “barcode” in 1971 for use in the food industry, technology enables marks that identify each item to a registry to provide a description, ownership and other data to recognize any characteristics that support proper use. 

Dissemination of clear directions from the SOW to responsible personnel reduces risk.

(5) Records: In all cases, the contractor is responsible to maintain an auditable stewardship account for all GFP/CAP, including at subcontractor locations. At a minimum, records must have a description that is adequate for all property control processes, including the FSC if the property will have screening for disposal, and other auditable transactions, such as maintenance. In the event of misdirected shipments, a separate list of discrepant property is kept pending a resolution; not to be confused with the contract property account. The contractor’s Material Management Accounting System (MMAS) may be included in the review of records (DFARS 252.242-7004). There’s a risk that an inadequate account can delay production. 

Internal audits can verify that recorded data is an accurate reflection of stock levels, as well as an adequate means to locate all assets without delay.
(6) Movement: If property could be lost or damaged in transit, handling methods must provide adequate care. It is possible that a contractor may relocate Government property to a subcontractor site that increases risks and reduces accessibility, unless there are terms to restrict the relocation of property. There’s a risk property will be lost or damaged during inadequate transfer processes.
This risk is reduced by a review by an Industrial Specialist to see if processes invite incidents of loss or damage due to the transfer of assets. Proper handling techniques, such as carts vs. hand-carrying and tracking methods, such as transit documents, should be described in the procedures. Most property losses involved movement.
(7) Storage: Except in cases where property will be in continuous use until disposal, proper storage must make dormant items accessible for use or disposal in a manner that preserves their value. Security and environmental control must be addressed. 
All storage areas should be examined by a site visit to determine if factors such as leaks or unrestricted access present an undue risk of deterioration or theft.
(8) Utilization: There’s a risk that Contract Property will be used without permission, or held without a future requirement. Unauthorized use, including cannibalization, can result in fines, imprisonment, or both, under 18 U.S.C. 641. A contractor may ask the CO to authorize use of GFP/CAP for a rental fee or other terms, on a non-interference basis under an active contract. The Government may terminate the right to use GFP/CAP at any time. (FAR 52.245-9 and, for IR&D, 45.303.) The application of the “Use and Charges” clause, FAR52.245-9 usually requires support from a Property Specialist. The Head of the Activity must approve commercial use that exceeds 25% of the total use. Rental benefits must outweigh risks. DFARS 245.302 provides guidance to authorize rental with foreign entities.
This risk is reduced by recognition of the potential to use Contract Property on other work, as well as to determine the stage when property should be reported as excess.
(9) Physical Inventories: Unless there’s a zero probability of variances between records and actual GFP/CAP on-hand, verification must be planned. Reconciliation of any discrepancies found in the inventory must be noted as Inventory Adjustments or “IA” on the records before a shortage impacts performance. Efficient methods can minimize administrative costs or disruption. Overages and shortages need to be reported for acceptance of the adjustments.
Clear descriptions on records that match identifiers on the property enable personnel with less technical skill to conduct an inventory. Alternative methods should be analyzed to justify the cost of the method used, such as scanning barcodes.
(10) Reports: Risks relevant to reports include misinformation or a lack of data to support property control initiatives, and cost-creep for unnecessary administrative efforts. Reports may be interactive, as in the Contract Asset Visibility (CAV) system, or prepared on a schedule to monitor specific actions. Further, the method of communication, such as web-based “e-tools,” should be clarified. Distribution must be efficient to avoid costs. Scheduled reports, such as internal audits or inventory results, belong in the plan; unscheduled reports such as notifications of loss, and reports of excess GFP/CAP, should have a clear model to follow if needed. NOTE: Recent guidance defines that “Loss of Government property” occurs when there is a reduced value of the property account. Loss includes items not found after a reasonable search, theft, and incidents of damage that can or cannot be economically repaired.   This excludes inventory adjustments, unreasonable consumption, defects, destructive testing, obsolescence, wear or defects. A report of loss accounts for the item’s acquisition value on the account and must be submitted using the e-tool “LTDD of Government Property” accessed from the DCMA home page. 

Only those reports that provide meaningful data should be required to avoid cost creep.

(11) Consumption: Unless the terms of the contract remove any risk of overcharges for material, the rate of consumption is subject to review. If the rate of issuing material appears unreasonable, the PA will notify the CO to determine if costs should be disallowed. The “Notice of Intent to Disallow Costs” is found at FAR 42.801. Whenever possible, fixed price terms minimize the risk of overcharges for material consumption.

The quantity required plus a reasonable spoilage amount should be segregated to plan for a zero balance of material in stock at the end of contract performance.
(12) Maintenance: Unless the property is maintenance-free, the contractor must plan to both sustain property value and minimize down-time. The contractor shall document compliance with recommendations or practices without direct reimbursement. Also, inspections must inform the CO when unscheduled maintenance can extend the service life. Funds must be approved by the CO prior to “capital type” repair. The risk exists that performance will be delayed and value lost. Unless property was provided “as is” the resolution of down-time and repairs may involve an equitable adjustment. 
This risk is minimized when personnel with technical knowledge of the asset plan the maintenance. The best “Industrial Leading Practices” should be researched.
(13) Subcontractor Control: Unless all GFP/CAP remains in the custody of the prime contractor, risks may increase with custodians who are not directly responsible to the Government. The prime must notify each subcontractor of property control responsibilities and may advise that the prime contractor will protect the Government’s interests in a claim. The Government has the right to view property during reasonable hours; however, the Prime must coordinate in cases where the Government has no “privy of contract.”
A clear statement to be incorporated in subcontracts must communicate stewardship accountability, responsibility and liability. Wordage belongs in written procedures.
(14) Disposal: The responsibility for disposal directions may be delegated to the PLCO on the prime ACO team, who will request support for alternate locations. Disposal risks include missed opportunities for reutilization and unexpected costs to comply with regulations and laws. Disposal of leased property depends on who signed the lease agreement. Government-leased property is covered by FAR 52.245-1; however, a lease agreement initiated by the contractor is not. The contractor must account for the cost of a lease, but the terms of agreement are between leaser and lessee. Under 52.245-2 installation property shall be removed from the installation at the contractor expense.

Disposal plans ensure the most efficient actions will bring the account to a zero balance.
(15) Close-out: A final zero balance must be certified with a statement that all equitable adjustments, rental agreements, liability issues with the prime or sub, and any other matter related to the account are closed.  Supporting documents are to be retained for a set time after official contract closure. Delays may result in expired funds and other missed objectives. 
Skill and experience must be applied to predict how property may have an adverse impact on the cost, performance, or schedule of an acquisition. Many problems can be avoided by focused discussions during pre-award review. Subsequently, detailed procedures must guide the implementation of adequate control in an auditable manner.

Government and contractors have a part in an effective property system; both serve all stakeholders. When property is not available, the objective that justified its provision cannot be met, and alternatives can be costly. Collaborative efforts can avoid excessive oversight, repair, replacement, or fines for unauthorized use. 

When the responsibility to minimize the risk of property loss or misuse is not delegated, the CO must perform all the functions of the PA. These functions may not be delegated to associates who do not have the training to recognize the risks associated with property control. Training in the analysis of risks and how to differentiate between a “risk” and an “issue” is provided in continuous learning module CLM017: Risk Management http://icatalog.dau.mil/onlinecatalog/courses.aspx?crs_id=235 

The Government is usually self-insured to avoid the expense of policies that would cover the property owned on all accounts. Only when there is evidence that the contractor’s failed to make an acceptable effort to avoid loss, the CO may revoke the Government’s assumption of risk by a notice in the manner prescribed by the FAR.  Then, the contractor can be held liable, and must consider insurance costs. All the efforts made relevant to property control impact the success of final close-out for both the Government and the contractor. 
DEFENSE ACQUISITION GUIDEBOOK, POLICIES, DIRECTIVES, REGULATIONS, LAWS:
Post-award: FAR Subpart 52.245-1 Government Property (b) Property management. 
[bookmark: wp1156897](1) The Contractor shall have a system to manage (control, use, preserve, protect, repair and maintain) Government property in its possession. The system shall be adequate to satisfy the requirements of this clause. In doing so, the Contractor shall initiate and maintain the processes, systems, procedures, records, and methodologies necessary for effective control of Government property, consistent with voluntary consensus standards and/or industry-leading practices and standards (l) Communication. All communications under this clause shall be in writing. 
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BEST PRACTICES, LESSONS LEARNED, STORIES, GUIDES, HANDBOOKS, TEMPLATES, EXAMPLES, TOOL:

Suggestions and contributions are requested

COMMUNITIES OF PRACTICE:
Government Property

TRAINING RESOURCES: 
TBD
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