Defense Working Capital Fund 

Issue:  Direct Fund Competed Workload

Issue Description:  Organic depot activities performing workloads won in a public-private competition should separately account for or direct fund the workloads; depot business activities should be held accountable to accomplish competed workload won through competition at bid costs (as a separately identified operating result).

Background:  Managing and accounting for competed workloads won by public depots is a new and increasingly common development.  As more and more competitions take place, workload won through competition can become increasingly larger parts of the depot business base and erode WCF flexibility to respond to execution-driven cost and schedule changes.  New procedures are required to cope with managing and accounting for such workload.

Problem Statement: If publicly-performed work is merged with competitively won workload in overall organic operations, cost and schedule visibility is less precise and there is less incentive to produce work at bid costs since losses could be absorbed in general WCF operations.  Unless such work is separately identified, it may not be possible to determine if projected competition savings were realized, or if work was performed within competed cost and schedule requirement. Private competitors would have legitimate grounds to protest awards. 

Problems could occur if the performance of competitively won workload couldn’t be clearly identified within the total operating results of the depot activity.  All Government-generated changes in work requirements, delays in end item inductions or parts deliveries, and changes to costs (such as pay raises or material price changes) could provide opportunities for requests for cost and schedule changes.  Accurate cost allocation would be extremely difficult if the operating results from competed and non-competed workload are not separately identified. The ability of the WCF to manage costs and liquidity declines as the volume of the competed workload grows.

In some competed cases, work assignment documents are used instead of a formal contract, yet a government-to-contractor type of relationship exists.  Some important questions need to addressed as a result of public bidders winning competed workload, such as:  whether or not a formal  “contract” exists after the award; how disputes are to be resolved (unless spelled out in other documents); how contract provisions would be enforced; and whether or not default is an option and, if so, what actions would be required. Procedures may be required to address funding work-in-process (WIP) if a different basis than a funded customer order is used to initiate work.  

Customer work orders are non-severable in the WCF.  If direct-funded orders were to be treated differently, new financial procedures would have to be established.  Budget review procedures may need to be modified to identify any special circumstances where budget adjustments may not apply to competitively won workload performed by a depot.

Current procedures require recoupment of losses or return of gains in the next budget year build or through surcharges (for unexpected losses) and may not be appropriate for competed workload won by a depot.  Depot performance on workload won through competition changes the normal process:  losses or gains on that workload should be managed within the competed workload to meet bid and award conditions—even though the period of performance resulting from the competition may exceed several years.  This means total actual costs (final operating results on the competed workload) and the operating results compared to the costs allowed in the contract won’t be known for several years. 

Rate adjustments driven by the operating results of competed workload performance should be confined to the customer of the competed workload, not passed on to the total organic depot customer base.  Costs associated with the workload must be managed within the limits of the competitive award.  On the other hand, should the operating results vary significantly from the projections in the award, total depot resources may be required to meet operating and liquidity requirements.  Depending on the scope of the work and the variances in performance, and in order to preserve WCF liquidity and competitive performance, it may be more appropriate to make necessary customer rate adjustments on other than an annual basis—perhaps once or twice during the contract period of performance. 

Recommendations:  

· Air Force develop and test procedures and submit proposed policy changes to the DWCF Policy Board for review and approval.

Implementation Concerns/Impediments and Benefits:  Relationship between competitively won workload and remaining organic activity may be difficult to establish; status of competed workload “contract” and flexibility to respond to changes may be difficult to quantify over the period of performance specified for the workload; an extended test period likely to assess results of separately managing competed workload operating results; direct funding competed workload could require realignment of funding in customer accounts inside budget lead time; appropriation responsibility for competitively won workload operating results is unclear and may affect the competition (acquisition) process; excluding competed workload performing activities from budget review adjustments may put other workload/appropriations unfairly at risk; requires additional accounting discipline (separately track certain costs) but may provide better workload cost management information.  Managing or funding such workload separately, especially as the proportion of competitively won workload increases, may preserve WCF flexibility to manage remaining organic work within fund budgetary resource and operating cash limits.  

Resource Implications:  Impact should be minimal assuming current accounting systems have the capability to track competed workload successfully through existing coding structures; may require additional work (direct and indirect) to separately identify costs at the transaction level.

Policy and Legislative Implications:  FMR changes would be required to permit separate management of competed workload operating results; unclear whether direct funding competed workload would affect public-private competition acquisition procedures.
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