
 
 
 
 

   
  
 

  
  

 
 

  
 

 
      

    

  
   

   
   

 
 

 
  

 
  

 
 

 
 

  
 
    

    
        

   
    

 
    

   
 

 
 

 

 
 

 
  

 

  
 

DEFENSE CONTRACT AUDIT AGENCY
 
DEPARTMENT OF DEFENSE
 

8725 JOHN J. KINGMAN ROAD, SUITE 2135 
FORT BELVOIR, VA 22060-6219 

I N  R E P L Y  R E F E R  T O  

PAC 730.3.B.01/2012-01 	  March 22, 2012 
12-PAC-008(R) 

MEMORANDUM FOR REGIONAL DIRECTORS, DCAA 
DIRECTOR, FIELD DETACHMENT, DCAA 
HEADS OF PRINCIPAL STAFF ELEMENTS, HQ, DCAA 

SUBJECT:	 Audit Alert on Direct and Indirect Charging of Proposal Preparation and Negotiation 
Support Costs 

This MRD transmits a memorandum from the Director of Defense Pricing to the 
Government contracting community regarding direct and indirect charging of proposal 
preparation and negotiation support costs.  The enclosed memorandum issued on November 10, 
2011, provides that proposal preparation costs not funded by a grant or required by contract are 
by definition indirect and “proposal and negotiation costs should only be charged directly to a 
contract when there is a specific contractual requirement for the contractor to submit a proposal.” 
The policy is consistent with the CAS requirements in 48 CFR 9904.402-61(c) that state: 

(c) Under 9904.402, costs incurred in preparing, submitting, and supporting 
proposals pursuant to a specific requirement of an existing contract are considered 
to have been incurred in different circumstances from the circumstances under 
which costs are incurred in preparing proposals which do not result from such 
specific requirement. The circumstances are different because the costs of 
preparing proposals specifically required by the provisions of an existing contract 
relate only to that contract while other proposal costs relate to all work of the 
contractor. 

In addition, the cost of proposals not required by a contract should be allocated in accordance 
with the CAS 420. 

Auditors should examine disclosed practices and report a noncompliance with CAS 402 
and CAS 420 if disclosed practices allow the contractor to charge proposal costs directly, absent 
a specific contractual provision for the effort. Auditors should be alert for vague and misleading 
wording in the disclosure statement that could lead to direct charging proposal costs that are not 
specifically required by an existing contract. If the examination is not within the scope of a 
current assignment, a focused audit of the specific cost accounting practice should be initiated 
under the 19100 activity code. Identified noncompliances should be reported immediately under 
the 19200 activity code. In addition, auditors should test proposal preparation costs identified in 
forward pricing and incurred cost audits for compliance with CAS 402 and 420. 



  
  

  
 

 
 

 

   
  

     
 
 
 
          
       
  
  
 

 
 

 
 

March 22, 2012 
PAC 730.3.B.01/2012-01 12-PAC-008(R) 
SUBJECT: Audit Alert on Direct and Indirect Charging of Proposal Preparation and Negotiation 

Support Costs 

FAO personnel should direct questions regarding this memorandum to their regional 
offices, and regional personnel should direct any questions to Accounting and Cost Principles 
Division at 703 767-3250 or e-mail: DCAA-PAC@dcaa.mil. 

/s/ John C. Shire 
/for/ Kenneth J. Saccoccia 

Assistant Director 
Policy and Plans 

DISTRIBUTION:  C 

Enclosure: 
DDP Memo Dated 11-10-2011 
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