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1. PURPOSE. This manual supersedes DCAA Pamphlet 7641.90, Information for Contractors,
dated January 2005. The manual is designed to assist contractors in understanding applicable
requirements and to help ease the contract audit process. It describes what contractors should
expect when doing business with the U.S. Government and interacting with DCAA auditors.
The examples in this manual are presented to illustrate some of the more frequent requirements
that contractors encounter when working with DCAA auditors, and in responding to the
Government procurement and administrative process. These examples are intended solely to
provide better nsight into the procurement process and should not be construed as uniform
guides. Nor should this manual be considered a substitute for the applicable rules and
regulations, as not all requirements are contained herein. Each contractor must tailor its
responses to its individual situation.

2. APPLICABILITY. This manual applies to all contractors interacting with DCAA auditors, as
aresult of doing business with the U.S. Government.

3. PROCEDURES. See Enclosures 1 through 6.

4. RELEASABILITY. Unlimited. This manual is approved for public release and is available
on the Internet from the DCAA’s web site at www.DCAA . .mil

5. EFFECTIVE DATE. This manual is effective immediately.

/s/

Patrick J. Fitzgerald
Director, Defense Contract Audit Agency
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ENCLOSURE 1

INTRODUCTION TO THE DEFENSE CONTRACT AUDIT AGENCY (DCAA)

1. DCAA History. In December 1964, then Secretary of Defense Robert S. McNamara decided
that DoD contract audits would be more effective and efficient if performed by a single
organization. Accordingly, the Defense Contract Audit Agency (DCAA) was established as a
separate Agency of the Department of Defense, effective July 1965.

2. DCAA Organization.

a. DCAA Organizational Overview.

(1) The Agency operates under the direction, authority, and control of the Under
Secretary of Defense (Comptroller) (USD(C))/Chief Financial Officer (CFO). The DCAA
Director is a civilian selected by the Secretary of Defense. Organizationally, DCAA includes a
Headquarters, Field Detachment, and five regions: Central, Eastern, Mid-Atlantic, Northeastern,
and Western (refer to Figure 1 for Regional Boundaries). Within eachregion are resident and
branch offices (refer to Figure 2 for DCAA organization chart). Resident offices are established
at large defense contractor locations, and branches are established n major metropolitan areas to
audit all other contractors on a mobile basis. Suboffices may be established at a geographic
location distant from the main resident or branch office if a concentrated workload of audits
exists.

(2) The DCAA Contract Audit Manual (DCAAM 7640.1), referredto as the "CAM,”
prescribes auditing policies and procedures for personnel engaged in the performance of the
DCAA mission. The electronic version of the CAM is updated on a continual basis and
represents the most current version. Printed editions of the CAM are published once a year.
Copies of the printed edition of the CAM are available for purchase from the Superintendent of
Documents, U.S. Government Printing Office (GPO), P.O. Box 979050, St. Louis, MO 63197-
9000. Refer to Order Processing Code *3509, Stock Number 708-077-00000-3, ISBN 0-16-
010384-3. The electronic version of the CAM and other DCAA documents are located under
Publications at www.DCAA .mil.

(3) Current audit guidance (not incorporated into CAM) are available on DCAA’s web
site at www.DCAA .mil.

(4) Other acquisition reference materials canbe found on the Defense Acquisition
University’s (DAU’s) Acquisition, Technology and Logistics’ Knowledge Sharing System
(AKSS) web site at https://dap.dau.mil/Pages/Default.aspx.

b. Field Audit Office Organization.

(1) Whether the Field Audit Office (FAO) is a resident or branch, with or without
suboffices, the office is led by a manager and the office is organized into teams. Each team is
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led by a supervisory auditor who supervises a number of auditors. Field audit offices may also
have one or several assigned technical specialists. Technical specialists are subject matter
experts available to assist the audit teams as the need arises. A contractor will most likely have
direct contact primarily with the audit team. Should questions arise during the audit, the
contractor may elevate its concerns to the FAO manager, Regional Audit Manager (RAM), or
Deputy Regional Director (DRD).

(2) A supervisor’s responsibilities may be assigned on the basis of: (1) contractor, (2)
location, or (3) audit function (i.e., one supervisor may be responsible for evaluating all
proposals for several contractors). This means that a contractor may see one or several auditors,
depending upon the timing and/or type of audit(s) being conducted.

3. DCAA Responsibilities and Duties.

a. While serving the public interest as its primary customer, DCAA performs all necessary
contract audits for the Department of Defense and provides accounting and financial advisory
services regarding contracts and subcontracts to all DoD Components responsible for
procurement and contract administration. DCAA provides these services in connection with
negotiation, administration, and settlement of contracts and subcontracts to ensure taxpayer
dollars are spent on fair and reasonable contract prices. DCAA also provides contract audit
services to other Federal agencies as appropriate

b. DCAA furnishes professional accounting and financial advice to Government
procurement personnel atall points of the procurement process including: (1) pre-negotiation,
(2) negotiation, (3) administration, and (4) settlement (contract closing).

c. By Reference, DoD Instruction 7600.2, Audit Policies, incorporates the Generally
Accepted Government Auditing Standards (GAGAS). These standards, commonly referred to as
the “Yellow Book™ are developed and published by the Comptroller General and incorporate
certain standards from the American Institute of Certified Public Accountants (AICPA). For the
attestation engagements DCAA performs, GAGAS mcorporates the general standards on criteria,
fieldwork and reporting standards and the related Statement on Standards for Attestation
Engagements. These standards and guidance are applicable to DCAA for all audits of funds
received by contractors, nonprofit organizations, and other external organizations.

d. The Federal Acquisition Regulation (FAR) is the primary regulation for use by most
Federal agencies in their acquisition of supplies and services with appropriated funds. The FAR,
together with agency supplemental regulations (e.g., the Department of Defense Federal
Acquisition Regulation Supplement [DFARS], which applies to all Defense components), Cost
Accounting Standards (CAS), as well as specific contractual provisions, should be the primary
guidelines for contractors’ conduct in administering contracts. The FAR, DFARS and other
agency supplements, and CAS can be found in Title 48 of the Code of Federal Regulations
(CFR) which is normally available in the reference section of most major public libraries. FAR
and DFARS can also be found on the DAU’s AKSS at https://dap.dau.mil/Pages/Default.aspx.

4. DCAA General Audit Interests.
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a. DCAA is concerned with identifying and evaluating all activities that either contribute to,
or have an impact on, proposed or incurred costs of Government contracts.

b. DCAA evaluates contractors' financial policies, procedures, and internal controls.

c. DCAA also performs audits that identify opportunities for contractors to reduce or avoid
costs (operations audits).

5. DCAA Major Areas of Emphasis.

a. DCAA's major areas of emphasis include: (1) business systems, (2) management policies
and procedures, (3) accuracy and reasonableness of contractors’ forward pricing and incurred
cost representations, (4) adequacy and reliability of records and accounting systems, and (5)
contractor compliance with contractual provisions having accounting or financial significance
such as the Cost Principles (FAR Part 31), the Cost Accounting Standards (CAS) Clause (FAR
52.230-2), and the clauses pertaining to the Truth in Negotiations Act (TINA) (FAR 52.215-10, -
11, -12, and -13).

b. DCAA’s audits are generally limited to pricing actions and contracts that fall under FAR
Part 15, Contracting by Negotiation. The extent of DCAA's involvement is determined by the
type of contract that will be awarded. Generally, most DCAA efforts on firm-fixed price type
contracts take place during the proposal stage rather than in the incurred cost stage. The reverse
is true for cost reimbursable contracts. The allowable costs properly included in the final pricing
of flexibly priced contracts are generally determined after they are incurred and audited. For
additional details on the types of Government contracts reference FAR Part 16.

6. Contractor Records Retention.

a. DCAA performs all needed contract audits through evaluation of contractor records. FAR
Subpart 4.7 generally describes records retention requirements. Specific retention periods for the
differing types of records are addressed as well as how to calculate the retention periods. The
full text of the Federal Acquisition Regulation (FAR) and Defense Federal Acquisition
Regulation Supplement (DFARS) is available on the Defense Acquisition University’s
Acquisition Knowledge Sharing System at https:/dap.dau.mil/Pages/Default.aspx

b. Subpart 4.7 requires contractors to make available records, which includes books,
documents, accounting procedures and practices, and other data, regardless of type and
regardless of whether such items are in written form, in the form of computer data, or in any
other form, and other supporting evidence to satisfy contract negotiation, administration, and
audit requirements of the contracting agencies and the Comptroller General.

c. This subpart applies to records generated under contracts that contain one of the following
clauses:
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(1) Audit and Records-Sealed Bidding (52.214-26).
(2) Audit and Records-Negotiation (52.215-2).

7. Other Information.

a. The Department of Defense has mandated that defense agencies move towards a paperless
environment (Management Reform Memorandum #2, dated May 21, 1997). Accordingly,
DCAA auditors are required to obtain and develop their audit documentation electronically in
order to capture the efficiencies that Information Technology (IT) offers us. This necessitates
obtaining source information in an electronic format. Therefore, contractors are encouraged to
submit information electronically. Submitting information electronically will aid in reducing
disruption to your staff during the audit, allow you to transmit information instantaneously,
increase the accuracy of submissions and updates, automatically record events for later retrieval,
and increase the overall productivity of all involved in the procurement cycle.

b. All inquiries for additional information should be directed to the local DCAA field audit
office, the address and telephone number of which can be found using the Audit Office Locator
on the DCAA public web site at http://www.DCAA.mil. The contractor’s business location
where the accounting records are maintained should be used for determining the appropriate
DCAA office. If assistance is needed in determining the cognizant DCAA office, contractors
may call DCAA Headquarters at (703) 767-3274.

c. Individuals having concerns or suggestions about the contract audit process should first
bring these to local DCAA management's attention. Concerns not resolved at the local level
should be elevated to the DCAA regional office. Each Deputy Regional Director (DRD) serves
as the DCAA Director's primary regional point of contact to work with a company in resolving
issues that cannot be settled at the local level. The DRDs may be contacted at the following
numbers:

Table 1. Regional Telephone Numbers.

Region Telephone Number
Central Region (Irving, TX) (972) 753-2513
Eastern Region (Smyrna, GA) (770) 319-4400
Mid-Atlantic Region (Philadelphia, PA) (215) 597-7453
Northeastern Region (Lowell, MA) (978) 551-9710
Western Region (La Mirada, CA) (714) 228-7003
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d. DCAA encourages the use of this manual by all individuals interested in increasing their
knowledge of audits by the Defense Contract Audit Agency. User comments and suggestions
are welcome. All such correspondence should be addressed to:

Defense Contract Audit Agency
ATTN: Publications and Systems Division (PPS)
8725 John J. Kingman Rd., Suite 2135
Fort Belvoir, VA 22060-6219
(703) 767-3234 (FAX)
e-mail: DCAA-PPS@DCAA . mil

Figure 1. Regional Boundaries.

DCAA Regional Boundaries

NORTHEASTERN

MID-ATLANTIC

Western Region includes Alaska, Hawaii, the Pacific and the Far East

Eastern Region includes the Caribbean, Central and South America
Northeast Regionincludes Africa, Europe, the Middle Fast, and A fghanistan
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ENCLOSURE 2

PREAWARD SURVEYS OF PROSPECTIVE CONTRACTOR ACCOUNTING SYSTEMS

1. Preaward Survey Overview. A preaward survey is an evaluation, usually made by the
cognizant contract administration office, of a prospective contractor's ability to perform a
proposed contract. Such surveys may cover technical, production, quality assurance, financial
capability, accounting system, and other considerations. Normally, DCAA may be requested to
furnish information regarding the adequacy of the contractor’s accounting system to accumulate
the type of cost information required by the contract.

2. Fmancial Condition Risk Assessments. Financial condition risk assessments or financial
capability audits are performed to determine if the contractor is financially capable of performing
on Government contracts. These risk assessments/analysis are generally conducted by the
Defense Contract Management Agency (DCMA). DCAA may perform these services at the
request of DCMA when there are unique circumstances requiring DCAA audit assistance.
However, DCAA will, in all audit situations, be alert to conditions which may indicate
unfavorable or adverse financial conditions or other circumstances which could impede a
contractor’s ability to perform on Government contracts. If indicators of financial distress are
identified, the auditor will inform the Contracting Officer (CO) immediately.

3. Accounting System.

a. Accounting System Surveys — General.

(1) Prior to the contracting officer requesting a DCAA audit of your accounting system,
the contracting officer will ask you to complete the “Preaward Survey of Prospective Accounting
System Checklist”

(http// www.DCAA.mil/Preaward Survey of Prospective Contractor Accounting System Che
cklist.pdf). The checklist provides documentation to the auditor on how your accounting system
meets the criteria in the SF 1408, Preaward Survey of Prospective Contractor Accounting
System. The contracting officer will provide the checklist to DCAA when they request an audit
of your accounting system.

(2) The preaward accounting system survey is an examination before contract award to
determine the acceptability of a contractor's accounting system for accumulating costs under a
prospective Government contract. The audit scope should be limited to obtaining an
understanding of the design of the prospective accounting system so as to appropriately complete
the SF 1408, “Preaward Survey of Prospective Contractor Accounting System” (see Figure 3 and
refer to paragraph b below for additional discussion), and those procedures essential to reach an
informed opinion as to whether or not the design of the prospective accounting system is
acceptable for accumulating costs under a Government contract and has the ability to generate
the specific cost information required under the anticipated contract.
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(3) Contractors should recognize that an operable accounting system that is under
general ledger control is of paramount importance when performing Government contracts.
However, prospective contractors may have no work that requires the same type of accounting
system required for Government work. A prospective contractor may not want to install a new,
more detailed accounting system unless awarded a contract. In this case, if the potential
Government contractor anticipates a contract award, it must have developed a system that is
operable, though not necessarily in use. It must be in a position to demonstrate this new system
to the auditor and be ready to implement the system prior to incurring any costs on the
Government contract.

(4) If the auditor determines the accounting system is not acceptable for accumulating
costs under a prospective Government contract, the auditor will promptly notify both the
contractor and the procurement official of the deficiencies, and will usually identify
recommendations for correcting the deficiencies. DCAA will not develop the new system, since
this 1s the contractor's responsibility. Once the required corrective actions have been taken by
the contractor to correct the deficiencies, DCAA, if requested by the CO, will perform a follow-
up audit of the revised system and/or corrected deficiencies.

(5) Anaccounting system audit may be performed after contract award. The major
objective is to determine if the contractor’s accounting system is adequate for accumulating and
billing costs on Government contracts. Itis usually performed atthe request of the CO when (1)
a follow-up to a preaward survey is recommended, or (2) a preaward survey was not conducted
prior to contract award, and the CO determines that an audit is now required to support contract
requirements. Auditors may self-initiate a post contract award accounting system audit based on
audit risk at a contractor location.

b. Detailed Provisions of SF 1408 (Reference Figure 3, Page 2 of 2).

(1) Proper segregation of direct costs from indirect costs. DCAA will review the
accounting system to determine if direct costs are segregated from indirect costs. Direct costs
are defined in FAR 31.202 as any cost that can be identified specifically with a particular final
cost objective (e.g., a contract). An example would be labor specifically identified to the
contract or materials purchased specifically for the contract. At times, contractors may find it
impractical to identify costs specifically to a contract. FAR 31.202 states that a direct cost can
be treated as an indirect cost if the dollar amount is minor, it is treated the same way for all
contracts in a contractor's accounting system, and that treatment produces substantially the same
results as treating the cost as a direct cost. Indirect costs are defined in FAR 31.203 as any cost
not directly identified with a single, final cost objective, but identified with two or more final
cost objectives or an intermediate cost objective. An example of an indirect cost would be the
lighting in a manufacturing area that houses the work of several contracts. The lighting benefits
all contracts, but cannot practically be identified to a specific contract. These types of costs are
normally placed in an overhead or General and Administrative (G&A) expense pool and
allocated to contracts on some equitable basis. The cost accounting system must identify what
costs are considered direct and what costs are considered indirect. Once these criteria are
defined, they must be consistently applied.
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(2) Identification and accumulation of direct costs by contract. DCAA will determine if
the accounting system can accumulate costs by contract (commonly referredto as a job order
cost accounting system).

(3) A logical and consistent method for the allocation of indirect costs to intermediate
and final cost objectives. DCAA will determine if indirect costs are allocated to cost objectives
based upon relative benefits received or other equitable relationship, as required by FAR 31-201-
4, "Determining allocability," and FAR 31-203, "Indirect costs." Fundamentally, this means that
a cost may not be allocated as an indirect cost to a final cost objective if other costs incurred for
the same purpose have been included as direct costs of that or any other cost objective. For
example, if a contractor wishes to perform a contract that requires three firemen on 24-hour duty
at a fixed-post to provide protection against damage to highly flammable materials used on the
contract, but the contractor already has a firefighting force for general protection of the plant,
which is treated as an indirect cost and allocated to all contracts, the contractor may charge the
cost of three of the post firemen directly to the particular contract requiring them. In this
example, the contractor may also allocate a portion of the remaining cost of the general
firefighting force to the same contract only if the separate classes of firemen can be shown to
serve different purposes consistently (that is: (a) costs charged directly to the contract are only
costs of three contract-required firemen at a fixed post who are protecting contract materials, and
(b) no costs of these firemen are ever included in the indirect cost pool).

(4) Accumulation of costs under general ledger control. DCAA will determine if the job
cost ledger and other books of account can be reconciled with the general ledger, and that the
company accounting system is controlled by the general ledger.

(5) A timekeeping system that identifies employees' labor by intermediate or final cost
objectives. DCAA will determine whether a contractor's timekeeping system has the ability to
track employees' time spent on each work activity. (See Section 2-302 for further imformation on
timekeeping procedures and controls.)

(6) A labor distribution system that charges direct and indirect labor to the appropriate
cost objectives. This is interconnected with the discussion of timekeeping. Once an employee's
time is segregated as described in paragraph 2-301.2e, the costs must be allocated to the
appropriate cost objective(s).

(7) Interim (atleast monthly) determination of costs charged to a contract through
routine posting to books of account. DCAA will determine if the accounting system produces
appropriate reports that show the results of charges to contracts. These reports should be
produced at least monthly.

(8) Exclusion from costs charged to Government contracts of amounts that are not
allowable pursuant to FAR Part 31, Contract Cost Principles and Procedures, or other contract
provisions. The FAR identifies some costs as expressly unallowable: e.g., bad debts (FAR
31.205-3); contingencies (FAR 31.205-7); contributions or donations (FAR 31-205-8); and
entertainment (FAR 31.205-14), and requires that they be excluded from proposals and billings.
Costs mutually agreed to be unallowable between the contractor and the CO also may not be
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proposed or billed. DCAA will determine if the accounting system identifies these unallowable
costs and segregates them in the books and records (or on some alternate acceptable informal
basis that readily reconciles with the books and records). While these costs may be legitimate
business expenses, they will not be accepted by the U.S. Government as allowable contract costs.
FAR 42.709 authorizes CO to assess a penalty if a contractor claims an expressly unallowable
cost in (1) the final indirect cost rate proposal or (2) the final statement of costs incurred or
estimated to be incurred under a fixed-price incentive contract.

(9) Identification of costs by contract line item and units (as if each unit or line item was
a separate contract) if required by the proposed contract. Some contracts require that the cost of
certain items be readily identifiable. In such cases, DCAA will review a contractor's accounting
system to determine if a contractor can comply with such requirements.

(10) Segregation of preproduction costs from production costs. DCAA will review a
contractor's accounting system to determine that the costs can be identified in this manner.

4. Labor Charging System.

a. Timekeeping Procedures. Timekeeping procedures and controls on labor charges are areas
of utmost concern. Unlike other costs, labor is not supported by external documentation or
physical evidence to provide an independent check or balance. The key link n any sound labor
time charging system is the individual employee. Itis critical to labor charging internal control
systems that management indoctrinates employees on their independent responsibility for
accurately recording time charges. This is the single most important feature management can
emphasize in recognizing its responsibility to owners, creditors, and customers to guard against
fraud and waste in the labor charging function. To be effective, the internal controls over labor
charging should meet the following criteria:

(1) There should be a segregation of responsibilities for labor-related activities; for
example, the responsibility for timekeeping and payroll accounting should be separated. In
addition, supervisors who are accountable for meeting contract budgets should not have the
opportunity to initiate employee time charges. It is recognized that, for a very small company,
this type of segregation may not be possible, whereas for a larger company, this type of
segregation would be required in order to have good internal controls over labor costs.

(a) Procedures must be evident, clear-cut, and reasonable so there is no confusion
concerning the reason for controls or misunderstanding as to what is and what is not permissible.

(b) Maintenance of controls must be continually verified and violations must be
remedied through prompt and effective action, which serves as a deterrent to prospective
violations.

(2) Individual employees must be constantly, although unobtrusively, made aware of

controls that act as an effective deterrent against violations. Many businesses accomplish this by
emphasizing the importance of timesheet preparation in staff meetings, employee orientation,
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and through the posting of signs throughout the workplace that remind employees of the
importance of accurate and current timesheets.

b. Timesheet Preparation. Detailed instructions for timesheet preparation should be
established through a timekeeping manual and/or company procedure. Those Instructions should
indicate that the employee is personally responsible for:

(1) Recording his/her time on a daily basis.
(2) Recording time on the timesheet

(3) The correct distribution of time by project numbers, contract number or name, or
other identifiers for a particular assignment. To ensure accuracy, a listing of project numbers
and their descriptions should be provided to the employee and maintained in the work
authorization system electronically or in a hard copy for the employee to refer to it as needed.

(4) Changes to the timesheet. Procedures should be in place that identify the original
time charge, the corrected time charge, and documentation from the employee indicating his/her
concurrence with the change.

(5) Recording all hours worked whether they are paid or not. This is necessary because
labor costs and associated overheads are affected by total hours worked, not just paid hours
worked. Therefore, labor rate computations and labor overhead costs should reflect all hours
worked. Unpaid hours worked are termed "uncompensated overtime." Solicitations over the
simplified acquisition threshold contain the provision at FAR 52.237-10, Identification of
Uncompensated Overtime, which details disclosure requirements for uncompensated overtime.

(6) Certifying the hours on the timesheet reflect the hours worked and the appropriate
cost objective atthe end of each work period.

¢. Recommended Timekeeping Policy.

(1) The supervisor should approve and cosign, all timesheets.

(2) The supervisor is prohibited from completing an employee's timesheet unless the
employee is absent for a prolonged period of time on some form of authorized leave. If the
employee is on travel status, the supervisor for the employee may prepare a timesheet. Upon his
or her return, the employee should turn in his/her timesheet and attach it to the one prepared by
the supervisor.

(3) The guidance should state that the nature of the work determines the proper
distribution of time, not availability of funding, type of contract, or other factors.

(4) The company policy should state that the accurate and complete preparation of

timesheet the employee's responsibility. Careless or improper preparation may lead to
disciplinary actions under company policies, as well as applicable Federal statutes.
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d. Labor Floor Checks or Interviews. DCAA auditors periodically perform physical
observations of work areas and interviews of employees to determine if: (1) employees are
actually at work, (2) employees are performing in their assigned job classification, and (3)
employee time is charged to the appropriate job or indirect account. These types of audits are
referred to as labor floor checks or interviews. DCAA will perform unannounced floor checks to
determine the adequacy and accuracy of the timekeeping system for reimbursement of labor
costs under cost reimbursable, time and material (T&M), and labor hour contracts.

e. Penalties for Labor Mischarging.

(1) The manipulation of charges to a contract may be subject to criminal charges under
18 United States Code (U.S.C.) 1001.

(2) Subject to the facts surrounding participation, the following individuals can be held
liable for the violation:

(a) Employees who fill in and sign the timesheets with the false information.

(b) Supervisors who approve the timesheets with the knowledge that they contain the
false information.

(c) Managers and officers who know those facts and make the claim anyway by
submitting the invoice based upon the false timesheet.

(d) The company, in a case where the falsification is known by individuals who
submit or who have authority to submit or disapprove the submission of invoices, or who are of a
sufficiently high enough level in the company that the court will impute their knowledge to the
corporation.

(3) There does not have to be a direct contractual relationship between the Government
and the employee who submitted the false timesheet for the employee to be Lable. A person may
be liable even though he or she did not submit the fraudulent claim presented to the U.S.
Government.
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Figure 3. Preaward Survey of Prospective Contractor Accounting System (SF 1408).
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Figure 3. Preaward Survey of Prospective Contractor Accounting System (SF 1408), continued.

SECTION Il - EVALUATION CHECKLIST
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ENCLOSURE 3

PRICE PROPOSALS

1. Requirements for Submission.

a. Prior to submitting your proposal to the contracting officer, you should perform a self
assessment of the adequacy of your proposal using the Adequacy of a Contractor’s Pricing
Proposal Checklist (http//www.DCAA.mil/Adequacy.pdf).

b. Cost or Pricing Data Required: The Truth in Negotiations Act (TINA) requires contractors
to submit cost or pricing data if the procurement is above the TINA threshold ($700,000) and
none of the exceptions to cost or pricing data requirements applies. Under TINA, the CO obtains
accurate, complete and current data from the contractor to establish a fair and reasonable price
(FAR 15.403).

¢. C O may require: (1) proposal submission of cost or pricing data in the format prescribed
in FAR 15.408, Table 15-2, (2) specify an alternative format, or (3) permit submission in the
contractor’s own format. FAR 15.408, Table 15-2, provides instructions on preparing a
proposal, the supporting documentation required, and other information when cost or pricing
data are required. An example of a completed proposal cover sheet (the first page of the
proposal) as required by FAR 15.408, Table 15-2, and the associated proposal support, are found
in the price proposal model (paragraph 3-501 and at Figure 4). Itis extremely important to
prepare proposals in accordance with these mstructions unless the CO specified an alternate
format or approved the contractor’s own format. FAR 15.408, Table 15-2, I. General
Instructions, requires that specific information appear on the first page of the proposal.

d. Information Other Than Cost or Pricing Data Required: Even when an exception to cost
or pricing data applies (FAR 15.403-1), the CO is still required to establish a fair and reasonable
price. In order to make this determination the CO may require information other than cost or
pricing data, including information related to prices and cost information that would otherwise be
defined as cost or pricing data if certified. Obtaining sufficient data or information from the
contractor is particularly critical in situations where an item is determined to be a commercial
item in accordance with FAR 2.101 and the contract is being awarded on a sole source basis.
Information other than cost or pricing data may be submitted in the offeror’s own format, unless
the CO decides that use of a specific format is essential and the format has been described in the
solicitation (FAR 15.403-5(b)(2). When DCAA is asked to audit information other than cost or
pricing data, the scope of the engagement will vary. DCAA participation and the amount of
support provided will be at the discretion of the CO. Since the audit process will vary, it is not
practical to describe the possible scenarios. Therefore, a discussion of the audit of cost or pricing
data will be used to provide an understanding of the full audit process.

2. DCAA Forward Pricing Services. DCAA provides a number of forward pricing services to
meet the needs of COs from requests for specific rate and cost data, to a full proposal audit.
When DCAA comes in to audit, the auditor will let the contractor know the scope of their audit.
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3. DCAA Audit.

a. The auditor initiates an audit when the Procuring Contracting Officer (PCO) or the
Administrative Contracting Officer (ACO) submits a request to the cognizant DCAA office. The
auditor will identify the type of data required of the contractor and review the proposal package
for adequacy. DCAA will then contact a company representative and coordinate with the
contractor to obtain a walk-through of the proposal to gain an understanding of the basis of the
proposal and related supporting documentation.

b. The actual audit time ata contractor location will vary depending on the size and
complexity of the audit and availability of data. The auditor will first review the contractor's
proposal assertions to determine if it has been adequately prepared (in accordance with the
instructions in FAR 15.408, Table 15-2 or the format specified by the CO). If the proposal has
not been adequately prepared, the auditor will recommend to the PCO/ACO that the proposal be
returned to the contractor without audit until such time as an adequate proposal is received. If
the proposal is adequate, the auditor will proceed with the audit.

c. The responsibility for providing adequate supporting data lies solely with the contractor.
The contractor bears the burden of proof in establishing reasonableness of proposed costs;
therefore, it is in the contractor’s best interest to submit a fully supportable and well-prepared
cost proposal. The basis and rationale for all proposed costs should be provided as part of the
proposal so that the government can place reliance on the information as current, complete, and
accurate.

d. When an auditor requests supporting documentation from a contractor (either verbally or
in writing), the request will clearly state what support is needed and when it should be provided.
The contractor will be provided a reasonable time period to provide the data given the specific
circumstances. Generally, documentation supporting the contractor’s assertion (e.g., the
contractor’s proposal) should be readily available. Unless the request requires analysis by the
contractor or there are extenuating circumstances (e.g., the request is for a voluminous amount of
data or for data stored at an offsite location), the contractor should provide the documentation
upon request. Support includes access to personnel, in addition to the documentation/data
supporting the contractor’s assertion (e.g., cost records, policies and procedures, management
reports). Auditors will generally need to obtain supporting documentation directly from the
person responsible for the information.

e. If the contractor does not provide the requested information by the requested due date, and
the contractor has not provided an appropriate explanation for the delay, the auditor will prepare
a formal written request to the appropriate high-level contractor management official stating that
the information must be provided by a specific date (not to exceed one week) with a copy to the
CO. This written request is normally initiated as soon as the due date is missed. If the
information, or anappropriate explanation for the delay, is not provided within one week, the
auditor will notify the contractor that a formal denial of access torecords exists and is being
reported to appropriate Government personnel.
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f. Also, whenever possible, the proposal and supporting data should be provided n an
electronic format unless there are extenuating circumstances, in which case the contractor should
explain the reasons that the data cannot be furnished digitally.

g. When the price of a contract or contract modification exceeds $700,000 and is to be
negotiated on the basis of cost or pricing data (e.g., historical accounting data, purchase orders,
etc.), the contractor is required to certify that the data in support of its proposal are accurate,
complete, and current (refer to FAR 15.403-4). In addition, FAR 15.404-1(¢c)(2)(iv) states that
cost analysis also shall include appropriate verification that the offeror's cost submissions are in
accordance with contract cost principles and, when applicable, the CAS. FAR 31.201-2 states
that the factors to be considered in determining whether a cost is allowable include the
following: (i) reasonableness, (i) allocability, (iil) standards promulgated by the Cost
Accounting Standards Board (CASB), if applicable, otherwise, generally accepted accounting
principles and practices appropriate to the particular circumstances, (iv) terms of the contract,
and (v) any limitations set forth in this subpart of FAR.

h. Upon completion of the audit, the auditor will hold an exit conference with a designated
company representative. The exit conference will address all factual aspects of the proposal
audit. If exceptions are taken to the judgmental aspects of the proposal, the auditor will not
disclose detailed conclusions relative to the reasons or amounts that may be questioned. These
judgmental differences are subject to negotiation by the CO.

4. Examples of Data That DCAA May Request.

a. In order for DCAA to perform an evaluation, and to provide a timely, adequate, and fair
evaluation of the contractor's proposal, the contractor should have available detailed schedules of
the labor and overhead rates used in the proposal. The schedules should show computations and
tie into the existing accounting system. The schedules should also present the historical data, the
rationale used in deriving future projections, and exclude all unallowable costs (refer to
paragraph 2-301.2h and FAR 31.201 6). Further, the accounting method used in estimating
proposed costs should be the same as the method used to accumulate costs.

b. Examples of the type of data DCAA may request to support the contractor’s assertions in
its proposal may include:

(1) The basis of proposed labor rates and classifications including any proposed
escalation factors.

(a) DCAA will want to understand how proposed labor rates were estimated and will
need to audit any data that support these estimates.

(b) DCAA will want to understand and evaluate the basis of labor categories (labor
grades) proposed and the hours assigned to each labor category.
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(2) The basis of proposed labor hours, including staft-loading charts, comparisons of
proposed hours to experienced hours for the production of similar items; and any learning curve
applications.

(3) The basis of proposed material costs. This support should include a consolidated
priced summary of individual material quantities included in the various tasks, orders, or contract
line items being proposed and the basis for pricing (vendor quotes, invoice prices, competitive
bids, etc.). Include raw materials, parts, components, assemblies, and services to be produced or
performed by others. For all items proposed, identify the item and show the source, quantity,
and price.

(4) The basis of proposed subcontract costs. Include documented support of the prime
contractor’s price analyses of all subcontractor proposals. In addition, if cost or pricing data is
required per FAR 15.403-4 and not otherwise exempt, in accordance with FAR 15.403-1(b),
submit the subcontractor’s cost or pricing data as part of your own cost or pricing data, as well as
your analyses of the subcontractor’s cost or pricing data.

(5) Data showing the degree of competition and the basis for establishing the source and
reasonableness of price for acquisitions (such as subcontracts, purchase orders, material order,
etc.) exceeding, or expected to exceed, the appropriate threshold set forth at FAR 15.403-4
priced on the basis of adequate price competition.

(6) Explanation of the pricing method for interorganizational transfers priced at other
than the cost of comparable competitive commercial work of the division, subsidiary, or affiliate
of the contractor.

(7) The basis of the proposed indirect expense rates including overhead, general and
admmistrative, material handling, and fringe benefits. Cost associated with direct and/or indirect
rates are generally a very significant portion of the proposal. Required support for all companies
is at least the current year detailed operating budget and a long range forecast/strategic plan
covering all the periods of performance. The operating budget should be at the departments/pool
level with expense item detail supporting anticipated contract performance. The budget should
detail indirect expenses and show the relationship of direct labor (or other indirect expense
allocation bases) to sales projections. Support also includes comparisons by year of projected
overhead expenses by account to prior years’ incurred amounts. Out-year projections should be
supported by the contractor’s analysis of the impact on its rates based on its long range
forecast/strategic plan.

(8) The contractor is responsible for justifying and fully supporting all items in the
proposal so that the audit will not be prolonged or negotiations delayed. All significant problems
related to factual aspects of the proposal will be fully discussed with the company's
representative. The auditor is required to notify the CO of unsupported costs and to explain what
is needed from the contractor to support the costs. Unsupported costs are those items for which
the contractor does not furnish sufficient documentation to enable the auditor to reach a
definitive conclusion. The CO generally will request the contractor to develop appropriate
support for any estimates upon which DCAA cannot develop an adequate audit opinion.
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(9) Data requested by DCAA to evaluate information other than cost or pricing data will
be based on the DCAA assistance requested by the CO and the type of information (other than
cost or pricing data) the contractor has submitted. When the CO requests that the auditor
perform an examination of a proposal supported by cost information (other than cost or pricing
data), then the auditor will request the type of data described in paragraphs a. through e. If the
CO has requested that the auditor perform specific procedures on submitted cost information,
paragraphs a. through e. above give an idea of the types of data that could be requested on a
limited basis depending on the circumstances of the procurement and the cost information
submitted by the contractor.

(10) Sometimes, the auditor may be asked to assist the CO in making his/her
determination asto whether an item meets the commercial item definition in FAR 2.101 and/or
as to whether the price is reasonable. Examples of data that may be requested when assisting a
CO m evaluating offered commercial items include:

(a) Source documents supporting sales history, quantities, and prices;
(b) Documents identifying special terms and conditions;

(c) Documents identifying customarily offered discounts for an item;
(d) Sources of financial data such as surveys, financial studies, etc.;

(e) Catalogs and price lists;

(f) Historical data for an item previously not determmed commercial that the offeror
is now trying to qualify as a commercial item; or

(g) Information other than costor pricing data as discussed in f. above.

5. Model Proposal - Advanced Tank Technologies (ATT). Background information, similar to
the following, should be provided:

a. ATT was incorporated in the State of Maryland in 1985. ATT is a research and
development concern specializing in engneering feasibility studies and surface vehicle design.
In 1995, ATT developed a small manufacturing capability that enables it to manufacture
prototypes of its basic designs. ATT had to borrow funds from a local lending institution to
establish this capability. ATT provides services primarily to major DoD contractors on a firm-
fixed price (FFP) basis.

b. This procurement, solicited by Request for Proposal (RFP) number DAAHO01-09-R-0001,
calls for the production of 50 prototypes of a new heavy-duty shock absorber. ATT designed

this part under another Army contract for the Armored Personnel Carrier Program.

c. The period of performance is February 28, 2010 to September 30, 2012.
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Ficure 4. Model Proposal.

PROPOSAL COVER SHEET
{Cost or Pricing Data Required)

1. Solbicitation/ContractNodification No.: DAAHO-00-F-0001

[

Advanced Tank Technologies
500 East Highway
Washington, DC 20001

3. Pointof Contact
JanzDos
Contracts Manzger
(202)3535-1212

4. Contract Administration Office Audit Office
DCMA Baltimore ABC Branch Office
200 Townzontown Blvd., West 2181 hiam Strest
Towson, MD 21204-3200 Landover, WD 20785-2218
(301) 3304800 (301)436-2000
3. Tvpeof Contract Action: New Contract
6.
Proposed + Profitor = Total:
Cost Fes
§638241 + §63.824 = S§1.032.065

7. Government Property

We will not requirs the use of any Govemment property m the performance of this
work.

3. Cost Accounting Standards (CAS) and Estimating & Accounting Compliance

&, Dy organization i3 WOT subject to the CASE Fegulations (Public Law (PL) 91-
37%) as zmended and FAR Part 30, We have 2 Smzll Business Exsmption.

b....This contract action iz NOT subject to CAS. We have 2z Smazll Business
Exsmption.

£..090), we have not submitted 2 CASE Dizclosure Statement (CASE D5-1 ot 2).

4. We have NOT been notified that we are or may be m noncompliance with our
Disclosurs Stetement or CAS.
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Ficure 4. Model Proposal, continued.

£, W0 zspect of this propesal 13 mconsistent with owr disclesed practices or
applicable CAS.

f. YES, this proposal is consistent with our established estimating and accounting
practices and procedures and FAR Part 51, Cost Principles.

0. This propesal reflects our estimates and/or actual costs as of this date and conforms
1;r:tﬂ:1ﬂ:1e mstructions i FAR 15.403- :u{'b}{i} ;md FAR 15. -11}3 Table i:u-l m

Jammary 21, 2010
m‘q&l,);.ur.{
Jﬂ}m Smith, Presidsnt

25 ENCLOSURE 3



Ficure 4. Model Proposal, continued.

Advanced Tank Technologies
Washington, DC
Propoesal Submitted m Response To BFP DAAHO-00-B-0001

Elsment of Cost

Engineering Labor

Manufacturmg Labor

DirectLabor Overhead @ 56.7%%
hiaterizl

Materizl Handling Overhead @ 5.0%%
Subtotzl

GEA@I0%

Estimated Cost

Profit@ 10.0%

Totzl Prics

Amount

5452151
26412

271,345

65 460
938241
93.824
$1032 061

Reference
Schedule 1
Schedule 1

Schedules 1.& 3
Schedule 2
Schedule 5

Schedule 4

* Contractors can negotizte profit with the CO. Typically, COs use criteria in
FAF 15 404-4 for estzblishing 2 profit ebjective. DoD) COs may usathe

weighted guidelines policy described in DFARS 215 4044,
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Ficure 4. Model Proposal, continued.

Advanced Tank Technologies
Washington, DC
Proposal Submitted In Response to RFP DAAH01-09-R-0001

2010 2011 2012
Engineering Labor Cost Engineering Labor Cost Engineering Labor Cost
Labor Category RateHr Hours  Total Rate/Hr Hours  Total RateHr Hours  Total
Program Manager $3393 683 § 23,174 $3563 760§ 27,079 §3741 507§ 18967
Senior Engineer 2639 1200 § 31,668 71 900 § 24939 2910 700 § 20370
Junior Engineer 212 1800 § 39816 223 1500 § 34,845 2439 900 § 21951
Engineering Aide 1450 1,800 § 26,100 1523 550§ 8377 159 508 800
Technical Writer 1600 - § - 16.80 0§ - 1764 900 § 15876
Metallurgist 1885 1900 § 35815 1979 1200 § 23,748 2078 700 § 14,546
Draftsman 1895 2200 § 41,600 1990 1500 § 293850 2090 600 § 12,540
Total Direct Labor - Engineering ﬁ $ 198,263 ﬂ § 148,838 ﬁ $ 105,050
2010 2011 2012
Manufacturing Labor Cost Manufacturing Labor Cost Manufacturing Labor Cost
Labor Category Rate/Hr Hours  Total Rate/Hr Hours  Total Rate/Hr Hours  Total
Fabrication $1085 400 § 4340 $1139 600§ 6834 $1196 600§ 7,176
Assembly 9.25 0§ - 971 200§ 1942 1020 600 § 6,120
Total Direct Labor - Manufacturing _400 § 4340 _80 § 8776 1200 § 1329
Total Direct Labor $ 202,603 $ 157,614 $ 118,346
Direct Labor Ovethead @ 56.7% (Sched. 3) § 114876 § 89367 $ 67,102

All'hours proposed are based on historical costs, reference contract DAAH01-08-C-0001, account 9271

The supporting data showing the historical hours and the development of the proposed hours are in file
"DAAH01-09-R-0001, Hours" and is available immediately upon request.

The direct labor rates are based on actual average rates as of 31 October 2009 and escalated 5 percent each year.
The supporting data and rate calculations are located in file "DAAH01-09-R-0001, Direct Labor Rates" and is

available immediately upon request.
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Figure 3-5-1
SCHEDULE

Total
Engineering Labor

Hours  Total

1950 § 69.220

2800 76,977
4200 96,612
2400 35277

900 15876
3800 74109

4300 84,080
20350 § 45,151

Total
Manufacturing Labor

Hours  Total

1,600 § 18350
_ e

2400 § 26412
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Ficure 4. Model Proposal, continued.
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Ficure 4. Model Proposal, continued.

SCHEDULE3
Advanced Tank Technologies
Washington, DC
Budget for Fiscal Year 2010 Labor Overhead
Actusl Overhead Expanses for Fiscal Yaars 2007 through 2009

Budgst Actual Expensas ot 1)
Ohverhead Expenses (Mote 1) 2010 2009 2008 2007
| IndirzctFayroll 260,000
Pavroll Taxas 228,000
WVacation TZ0.000
Holidaw 110,000
sick Leave 0,000
Penzions T71.000
Emploves homla 3,000
Entartainmnant 0,000
Oifica Equipmant 7,000
Dlzpraciation 3,000
Subseriptions 1,300
Trava] 22,000
Lliscellansous 2,000
Stationmarv 6,000
Feproduction 17,000
IMaintanance 3,000
Flant 20X 000
Telsphons 11,000
Insurancs 102000
TotalFool 2374500
L2ss Unallowrabls Costs
Entertainment 5 50.000
Hat Allowabla Expanses 21124500
Allocation Base
Diract Labor TRETVEEF Laber 52336 000 Mot 3)
Lats 26,50 (Hoted)
Explanziony Motss

{1y Providethe prior dwee veas” actm] ovarbead expanse and allocation base in thesame format a5 the bodsst for 2010. For
the year 2009, zomals to dete a1 provided and anmelized (All values ar= not shown in this exampls for brevity of
presantation)

{27 The projecied overhead expanses are hesed an dhe o v's operating budest for 2010 The aperatins buds=t supporting

" datais et infil DAAHI-DSF-0001, Ot‘ﬂaﬁpﬁzﬁg Budzet” znd is dmmadizely zvailzble upon request

{3} Includ=s IRETYBEP Labar of 35,000 IR.&D and BEP lshor is included in the overh=ad base in osder to allocte a
propagtionate share of overhead to the 1zbor, a5 required by FAR 31 205-18

{47 The same= rate i estimaed for fiscal yees 2011 and 2012 We anficipete minima] inflsion and 25@hlebusiness base as
illustraed n o lane-tam stetemic plan. The dataand anshsds supportine this zssantim is locaied in fil= "DAAHD--
B-A0001, Overhead Forecast” and i immediztdy availale monreqoest. The toe] overhead ra= &5 588 The propasad
averhezd rate of 58.7% is based on the removal of unallowabls averhead expenses
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Ficure 4. Model Proposal, continued.

SCHEDULEA4
Advancad Tank Tachnologias
Washington, DC
Budgst for Fizcal Year 2010 GEA
Acteal GEA Expenea: for Fizcal Yaars 2007 through 200

Mat Allowabla | Actusl Expeness (MNota 1)
2010 Projactad G A Expansas Lazz Unallowshlas i 2000 2008 2007
{Hota )
Payroll Taxes ] 3

Officars’ Salarias

Inditect Salaries

Intarast ¥ 14,000

“Wacation

Holiday

Sick Lamve

Contributions 2. 000

Panzions:

{fi ca Equipmeant

Dhpgeciation

Traval

Mlizcallanapus 2,000

Lagsl Fass 7. 00

Acoounting Faas 7,000

Computer 1]

Foant )

Advertising 0 1500 0

Talaphona 1] 3,000

Inseramca 0 T 000
Total Ponl 5 34 1] ¥ 30,500 3 311,000

IF&EDVE &P Labor 35,000 35,000

IR EDVE &P Overhead 2,540 3105 32,835 | (Mota3)

58.8%

IF.&EDVE &P Traval &5 &5
Total [R&DVES&P 38,605 3105 38,500

Grand Total

Allocation
Baze

1]

Dract Labor 331,000

i |

Crarhaad A74, 500

Las: REDE&D Z590) | Mot=d)
Ovarhesd @
58.8%

Orther Direct Costs 20 00D
(0D

Nlaterislz

NIaterial Onarhead

Taotal Baza
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Ficure 4. Model Proposal, continued.

Faat= | L5 |{h’maij | | |

{1} Provida the prios thres years" actusl G&A expenses and the allecation base in the sams format a= the 2010
bwdgat. For tha year 2000, acteals are providad to date and apnualized (A1l valuss a2 not shown in this
exzmpls for brevity of presentation).

{2) The=projectad GfcA cxpaness are bazad on the company's operating budest for 2010, The operating budeat
suppodting data iz locatsd in fl= "DAAHDI0S-F-000], G&A Opsrating Budzat” and iz availabla
immeadiataly upon raguast.

{3) Tha$105 adjustmant r=flacts the differenca batwaan the totsl overhead rata of 58. 8% and the proposad rate
of 56.7%.

{4) Orverhoad on IR&DVE &P labor at the total overhead rate of 58, 8% is addad tothe GEA pool and daductad
from the GiA basa,

{5) Thezamarataiz estimatad for fizcal years 2011 and 2012, We anticipate minimal inflation and a stshls
bzinoss basaas illustrated in owr lone-tomm strateric plan. The data and analysiz supporting this ass=ttion
iz includad in fila "DIAAHD] -J0-F-000], GEA" and iz availabls immadiataly upon reguast. The total cost
input base comsizts of comtract direct costs plus total overhead costs (induding unallowabla cost) less
ovarhead on IR&TVE &P transfomad to tha G A popl  Tha baza doas pot includa IRETDVE &P diract labos
of other IREDVE&TD dirsct costs, which are usually ecoversd through the GEA pool.
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Ficure 4. Model Proposal, continued.

Advanced Tank Technologies
Washimgton, DC

Budget for Fiseal Tear 2010 Material Hzndling
Actual Overhead Expenses for Fiscal Years 2009 T]:III}HE]:I. 2007

SCHEDULES

DCAAM 7641.90

Budgst

Acmzl Expenses (Note 1}

Katerial Handling Expenses (Note2)

2010

2009

2005

2007

Purchasmg Department

5 10,000

Fecerving Department

2300

Total Expenses

5

Less Unallowable Costs

1 |

Net Allowshble Expenses

3
5

|"Allocation Base

Lirect hviaterial

Taterial Overhead Fate (Note 3)

Explanatory Notes

(1} Provide the prior three vears” zctal materizl overhead expenses and allecation base in
the same format as the budget for 2010F or the vear 2008, zctuzls are provided to date
znd annualized (All values are not shown in this example for brevity of presentation).

2} The projectad material overhead expenses are based on the company’s operatmg budget
for 2010. The operating budget supporting data is located i file "D AAH(1-00-R- 0001,
Mizterial Handling- Dp&rmmgBudgﬂt and iz immediately available upon raquest.

(3) Thesamerate is estimated for fiscal years 2011 and 2012, We anticipate minimal
mflation znd a stable busmess base as dlustrated m our long-term strategic plan. The
datz znd amalysis supperting this assertion is located m file "DAAHO1-02-E-0001,

Mizterial Handling-F orecast” and is available mmediztely upon request.

6. Negotiations. In the process of negotiating the contract terms and price, the PCO or ACO
will meet with the contractor. Depending upon the significance and complexity of the
procurement, this meeting may be face to face or by telephone. The PCO or ACO is assisted in
the negotiations by the auditor’s report. The auditor may also attend negotiation meetings to

provide support to the PCO or ACO.

7. Truth in Negotiations Act (TINA).

a. Procurements by DoD, National Aeronautics and Space Administration (NASA) and the
U.S. Coast Guard are subject to the Truth in Negotiations provisions of the Armed Services
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Procurement Act, as modified by the Federal Acquisition Streamlining Act (FASA) of 1994 and
the Clinger-Cohen Actof 1996 [also known as the Federal Acquisition Reform Act of 1996
(FARA)], and as codified at 10 USC 2306a. Under FASA, procurements by civilian agencies are
subject to parallel requirements effective December 5, 1994. These requirements appear at 41
USC 254b. The purpose of these statutes is to put the Government on equal footing with
contractors when negotiating non-competitive or sole source contracts. FAR Parts 15 and 52
contain uniform implementing regulations and contract clauses.

b. The statutes require the submission and certification of cost or pricing data in conjunction
with the pricing of negotiated prime contracts and subcontracts exceeding $700,000. This
threshold is subject to adjustment every five years. However, if a fair and reasonable price
cannot be determined, the head of the contracting activity may require cost or pricing data for
procurements below the cost or pricing data threshold, but not for those at or below the
simplified acquisition threshold [FAR 15.403-4(a)(2)]. Cost or pricing data is not obtained for
acquisitions at or below the simplified acquisition threshold of $100,000. There are, however,
exceptions to cost or pricing data requirements, specifically, when prices are based on adequate
price competition, setby law or regulations, or when a commercial item is being acquired. The
head of the contracting activity may also grant waivers for submission of costor pricing data in
exceptional cases. FAR 15.403-1 discusses these exceptions. The statutory requirements also
apply to modifications of negotiated or advertised contracts or subcontracts, contract termination
actions, and final pricing actions under price redeterminable contracts that exceed $700,000.
Contract and subcontract changes or modifications are subject to the requirements if the total
amount of both the related increases and decreases exceeds $700,000, even though the net
change in price is less than $700,000 [FAR 15.403-4(a)(1)].

c. If none of the exceptions are applicable, the CO is required to obtain cost or pricing data
before the award of negotiated contracts exceeding the $700,000 threshold (FAR 15.403-4(a)).
The contractor must submit, either actually or by specific identification in writing, the cost or
pricing data with its proposal submission. Merely making available books, records, and other
documents without identification does not constitute submission of cost or pricing data. To meet
the statutory requirement for meaningful disclosure of current, accurate, and complete data, the
contractor must provide any new or revised data obtained after the date of the original cost
proposal, but before negotiations are complete. The data should be promptly submitted in a
manner that clearly shows how the information relates to the offeror’s price proposal.

d. DCAA selects negotiated pricing actions (prime contracts, subcontracts, modifications,
final price redeterminations, equitable adjustments, and terminations) for audit on a systematic
basis to determine compliance with the statutes. Selection considers such factors as contract type
and dollar value of the contract, adequacy of accounting and estimating systems, and the number
of instances and amount of defective pricing found in prior audits. Selection of a contract for
this type of audit (commonly referredto as a postaward audit) is not an indicator of any
impropriety on the part of the contractor.
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ENCLOSURE 4

COST ACCOUNTING STANDARDS

1. Cost Accounting Standards (PL 100-679).

a. The CASB was established as an agency of Congress in accordance with a provision of
Public Law 91-379. It was authorized to promulgate CAS designed to achieve uniformity and
consistency in the cost accounting principles to be followed by defense contractors and
subcontractors under Federal contracts as a condition of contracting. Contractors subject to full
CAS coverage are required to disclose, in writing, their cost accounting practices, to follow the
disclosed practices consistently, and to comply with duly promulgated CAS. The CASB went
out of existence on September 30, 1980 as a result of Congress’ decision not to provide
additional funding.

b. In December 1988, Congress passed legislation to re-establish the CASB. That legislation
(PL 100-679) expressly continued in effect all then-existing standards, waivers, exemptions,
mterpretations, modifications, rules and regulations issued by the origmal CASB. The
legislation expanded the applicability of CAS to all executive agencies and their contractors and
subcontractors. The CASB is located in the Office of Federal Procurement Policy (OFPP),
which is under the Office of Management and Budget (OMB). The CASB consists of five
members: the Administrator of OFPP, who is the Chairman, and one member each from DoD,
General Services Administration (GSA), industry, and the private sector (generally expected to
be from the accounting profession). On April 17, 1992 the CASB’s rules and regulations,
previously found at both FAR Part 30 and 4 CFR Parts 331 through 420, were re-codified at 48
CFR Chapter 99.

c. Regulations implementing CAS appear in 48 CFR Part 9903 and in FAR Part 30.

d. The official rules, regulations, and standards issued by the CASB are binding on all
executive agencies, their contractors, and subcontractors. Therefore, in pricing, administering,
and settling contracts covered by this legislation, CASB standards, and associated CASB rules
and regulations, must be used to estimate, accumulate, and report the associated costs.

2. Cost Accounting Standards (CAS) Applicability. A flowchart for determining CAS
applicability and Disclosure Statement submission (see 4-105) is shown in Figure 5.
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Ficure 5. CAS Coverage and Disclosure Statement Determination.

@ CAS Exemptions — 48 CFR 9903.201-1(b)
Negotisted Government

CONTISCY SUbconiract for B0 Contractsuboontract with foreign

oI55 governments, their agents, or
Dioes contract subcontmct mest one of R nstrumentstes. Exemphondoss
the isted UAS exemphons? - niot extend to contmct/suboontact

d 3 -, N N -

Seslzd bid contract with foreign concem which is

Yes I subject to CAS 4017402
1 Firm-fed-price
No contract’subcontract awarded on

Contract or the basis of adequate price — — -

subcontract is COMPEUHONWINCL SUDIMSSIN of b'ﬁ:ﬂgﬁ; E:;;Errjn:_:;gﬂd
5 icing data e o
exempt from CAS cost or pricing data periormed autside of the United

States a foreign concern

1 T No : : : : ales b}' a A
Firm-fixed price con-
Is current award 37.5 Millionor maore, or is the tractfsubcontract for the
business unit cumrently performing a CAS- SCOWIS o o COmMEercisl nems Uontract/subcontract less than
covered contect or subtontract valued at 57.5 57.5 million, provided the
million or more¥ oy —— vira is n IITEn
Contractsiboonta price & 5a0 contractor is not curmently

performing any CAS-coversed
COontracts/ subcontracts of 5.9
Yes million or more
¥ Contractsubcontract with 3 small
Award is CAS Covered DUSINEss

by lsw of raguiston

L 3

—| Is the cumrent award 350 milion or more?
Yes
J, No

Yan Diid the business wnit receive 550 million or more in
. net CAS-covered awards in the preceding cost
Sccounting penod

an

Yes | Has the business unitreceived a singleCAScoverd | Mg Cﬂnnacnhbgﬂtﬁ:sﬁgiﬁnmgjﬁed
+ contractsubcontract of $50 million or more during the . =0 ""E"""E'ED[ i . rth s ) or
CAITENt GO5t 3CCOURtNG penod? ConmacrElDeonract wi reign

concerns subject to CAS 401 and 402

» Contracteubcontract te subjact to Tull CA S coverage

{all 19 Standarda) L
Did the company together with its segments
i receive 350 million in net CAS-covered awards [~

- — - dunng the preceting Cost SCCoURtng pened?
Business Unit Disclosure 5Statement required.

Yes

I - ¥
Home office allocating costs to one or more No Are the segment CAS-covered swards during the No
disclosing segments must also submit Part V111 prior cost socounting periced less than F10 million
and less than #rk of total segment salesy

F Y

Yes

L

| Disclosure Statementis not reguired |'1—

a. The CASB has issued 19 CAS that have the full effect of law. CASB rules, regulations,
and standards apply to negotiated contracts that are not exempt in accordance with 48 CFR
9903.201-1. Full CAS coverage applies to a contractor business unit that:

(1) Receives a single CAS-covered contract award of $50 million or more; or
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(2) Receives $50 million or more in net CAS-covered awards during its preceding cost
accounting period.

b. Modified CAS coverage requires only that the contractor comply with CAS 401, 402, 405
and 406 (Disclosure and Consistency of Cost Accounting Practices clause, FAR 52.2303).
Modified CAS applies to a covered contract of less than $50 million, but more than $700,000
awarded to a business unit that received less than $50 million in net CAS-covered awards during
its preceding cost accounting period.

3. CAS Exemptions. The following categories of contracts and subcontracts are exempt from all
CAS requirements (48 CFR 9903.201-1(b)).

a. Sealed bid contracts.

b. Negotiated contracts and subcontracts not in excess of $700,000. For purposes of this
exemption, an order issued by one segment to another segment shall be treated as a subcontract.

c. Contracts and subcontracts with small businesses. FAR Subpart 19.3 addresses
determination of status as a small business. A small business (offeror) is one that represents,
through a written self certification, that it is a small business concern in connection with a
specific solicitation and has not been determined by the Small Business Administration (SBA) to
be other than a small business. The CO accepts an offeror’s representation unless that
representation is challenged or questioned. Ifthe status is challenged, the SBA will evaluate the
status of the concern and make a determination. (Specific standards appear in Part 121 of Title
13 of the Code of Federal Regulations.)

d. Contracts and subcontracts with foreign governments or their agents or instrumentalities
or, insofar as the requirements of CAS other than CAS 9904.401 and 9904.402 are concerned,
any contract or subcontract awarded to a foreign concern.

e. Contracts and subcontracts in which the price is set by law or regulation.

f. Firm fixed-price and fixed-price with economic price adjustment (provided that price
adjustment is not based on actual costs incurred), T&M, and labor hour contracts and
subcontracts for the acquisition of commercial items.

g. Contracts or subcontracts of less than $7.5 million, provided that, at the time of the award,
the business unit of the contractor or subcontractor is not currently performing any CAS-covered

contracts or subcontracts valued at $7.5 million or greater.

h. Subcontracts under the NATO PHM Ship program to be performed outside the United
States by a foreign concern.

1. Firm-fixed-price contracts or subcontracts awarded on the basis of adequate price
competition without submission of cost or pricing data.
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4. Flowdown of CAS Clauses (FAR 52.230-2 3 and 4). The prime contract CAS clauses at FAR
52.230-2, FAR 52.230-3 and FAR 52.230-4 require that contractors flow the CAS requirements
down to subcontractors and require subcontractors to flow them down to lower tier
subcontractors. Subcontractors must comply with any applicable standards in effect at the time
the subcontract is awarded plus any new standards that become applicable to the subcontractor.

5. Submission of Disclosure Statement Form No. CASB DS-1 (48 CFR 9903.202). Contractors
must use a disclosure statement format prescribed by the CASB when describing their cost
accounting practices. Completed disclosure statements are required in the following
circumstances:

a. Any business unit that is selected to receive a CAS-covered contract or subcontract of $50
million or more shall submit a disclosure statement before award.

b. Any company which, together with its segments, received net awards of negotiated prime
contracts and subcontracts subject to CAS totaling $50 million or more in its most recent cost
accounting period must submit a disclosure statement before award of its first CAS-covered
contract in the immediately following cost accounting period.

c. When a disclosure statement is required, a separate disclosure statement must be
submitted for each segment whose costs are included in the total price of any CAS-covered
contract or subcontract exceeding $700,000, unless: (1) the contract or subcontract is of the type
or value exempted by 9903.201-1, or (2) in the most recently completed cost accounting period
the segment’s CAS-covered awards are less than 30 percent of total segment sales for the period
and less than $10 million.

d. Eachsegment or business unit required to disclose its cost accounting practices should
complete the Cover Sheet, the Certification and Parts I through VII.

e. Each corporate or other home office that allocates costs to one or more disclosing
segments performing CAS-covered contracts shall complete the Cover Sheet, the Certification,
Parts I and VIII of the disclosure statement. The home office that allocated applicable costs to
segments may complete Parts V, VI and VII to be included in the Disclosure Statement
submitted by its segments.

6. Adjustment of Contracts. CASB regulations provide for equitable adjustment of the price of
existing contracts if a new standard, modification to an existing standard or an interpretation
requires a change in a contractor’s cost accounting practices. Equitable adjustment is also
provided for changes that the cognizant Federal agency official (CFAQO) finds to be desirable and
not detrimental to the Government. Contract price adjustments also may be required to protect
the Government from any increased costs caused by contractor-initiated unilateral accounting
changes, contractor noncompliance with existing standards, or contractor failure to follow any
cost accounting practice consistently.
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7. DCAA Audit Responsibility. FAR 30.202-6, 30.202-7, and 30.601 outline the basic functions
of the contract auditor in the implementation and administration of the CASB rules, regulations
and standards. DCAA is responsible for recommendations to the CFAO regarding whether:

a. A contractor’s disclosure statement adequately describes the actual or proposed cost
accounting practices;

b. A contractor’s described and actual practices comply with the applicable requirements of
FAR and the CAS.

c. A contractor’s changed cost accounting practice is adequately described and compliant
with the applicable requirements of FAR and CAS;

d. A contractor’s cost impact proposal is adequate and reflects the proper amount of contract
price adjustments.
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ENCLOSURE 5

CONTRACT FINANCING AND INTERIM AND FINAL VOUCHERS

1. Introduction.

a. Contract fimancing involves certain FAR specified arrangements for infusing money to a
contractor as work progresses and in advance of payment for delivered end products or services.
In most business settings, it is customary for the work to be performed and completed in a
satisfactory manner prior to invoicing the customer. However, in Government contracting, the
work may take several months or even years of effort before the service has been rendered or
items delivered. Therefore, the Government often uses contract financing methods to help offset
costs incurred by the contractor in its performance of the contract.

b. The Government's approach to satisfying contractor cash needs varies with the type of
contract. Cost-type contracts provide for interim payments for costs vouchered on a Standard
Form (SF) 1034 public voucher. Fixed-price contracts are subject to FAR Part 32 financing
methods, the most common of which has been cost-based progress payments. Cost-based
progress payments are requested on a SF 1443 progress payment request form. The contract will
designate an address to which these forms are submitted (the billing address) and the
distribution, number of copies, etc. Electronic submission of cost vouchers and progress
payments, can be made through Wide Area Workflow (WAWF). Refer to 5-302, Electronic
Submission of Interim Vouchers, for the requirements for submitting electronic payment
requests.

c. When the contract financing is cost-based, such as interim cost reimbursement (interim
vouchers) or cost based progress payments, the billing system and the contract costs are subject
to periodic audits by DCAA. When the costs are audited, DCAA will, ata minimum, verify that
the costs billed have been incurred in performance of the contract, that they are in agreement
with the accounting records, and that they are in accordance with the contract terms. Billed
direct costs generally represent costs recorded at the time of the request for reimbursement paid
by cash, check, or other form of payment for items or services purchased directly for the
contract. Additionally, when the contractor is not delinquent in paying its bills, it may bill costs
incurred, but not necessarily paid for supplies and services purchased directly for the contract
and associated financing payments to subcontractors, provided payments will be made in
accordance with the terms and conditions of a subcontract or invoice; and ordinarily within 30
days of the submission of the Contractor’s payment request to the Government. Accrued costs
for contributions under employee pension plans shall be excluded until actually paid unless the
contractor’s practice is to make contributions to the retirement fund quarterly or more frequently;
and the contribution does not remain unpaid 30 days after the end of the applicable quarter or
shorter payment period. Billed indirect expenses are based on the application of estimated
allowable expense rates for the fiscal year and adjusted at the end of the fiscal year to represent
the actual allowable year end rates. The estimated allowable rates should be based on the current
operating budgets for the fiscal year. Refer to 5-301, Provisional Billing Rates. The contractor
may be required to submit schedules of estimated and actual indirect expenses to the local
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DCAA office as soon as this information is known. These schedules should be similar to the
Schedules 3, 4, and 5 shown in the model contractor proposal included in Chapter 3-501.

2. Public Vouchers Under Cost-Type Contracts - Responsibility for Preparation.

a. The contractor is responsible for preparing and submitting claims for reimbursement
according to the terms of the contract, including any special billing or payment instructions, such
as a requirement to bill by contract line item (CLIN) or accounting classification reference
number (ACRN). For contract payments, FAR and DFARS require electronic processing of
payment requests. The WAWF Receipts and Acceptance System was initiated to eliminate paper
transactions from contract processing. DFARS requires the use of WAWF as the only
acceptable system for submission and processing of payment requests. All vouchers should be
submitted through WAWF unless contract terms require hard copy vouchers to be submitted.
These submissions should not contain any classified information and should not be made more
than once every two weeks, unless other arrangements are made with the CO.

b. Public voucher claims for reimbursement must be prepared on the prescribed Government
forms (refer to paragraph 5-302). The first voucher on a contract is effectively an interim
voucher, as are all subsequent vouchers prior to the final or completion voucher. A final
"completion" voucher will not be submitted until all contract work is completed. The auditor
may provide advice concerning the format for preparing public vouchers and financial
representations.

3. Provisional Billng Rates.

a. FAR 42.704 provides the CO (or cognizant Federal agency official) or auditor responsible
for establishing the final indirect costrates also shall be responsible for determining the billing
rates. The Government allows interim payments, if authorized by the contract, during contract
performance by progress payments for fixed-price contracts, or by public voucher for cost-type
contracts. Reimbursement of indirect costs for these payments is generally made through billing
rates that are established to approximately equal the expected final indirect cost rates for the
contractor’s fiscal period, as adjusted for any unallowable costs. These billing rates are used for
interim reimbursement purposes until settlement is reached on final rates after the end of the
contractor’s fiscal year. Billing rates may be prospectively or retroactively revised by mutual
agreement, at either the Government’s or contractor’s request, to prevent substantial
overpayment or underpayment. Once the final rates are established, an adjustment is made for
any variance between the billing and final rates.

b. Upon receipt of the certified final indirect cost rate proposal, FAR 42.704(e) provides that
the Government and the contractor may mutually agree to revise billing rates to reflect the
certified proposed indirect cost rates. The proposed indirect rates will be adjusted to reflect
historically disallowed amounts from prior audits until the proposal has been audited and settled.
The historical decrement will be determined by either the CO or the auditor responsible for
determining final indirect cost rates. Ifbilled costs exceed claimed costs, the contractor must
appropriately adjust the next voucher or remit or otherwise credit the Government for the
difference.
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4. FElectronic Submission of Interim Vouchers.

a. DFARS Clause 252.232-7003, Electronic Submission of Payment Requests, require
contractors to submit payment requests electronically unless certain exceptions apply. DFARS
requires the use of WAWF as the only acceptable system for submission and processing of
payment requests. All vouchers should be submitted through WAWF unless contract terms
require hard copy vouchers to be submitted.

b. For further information regarding electronic submission of payment requests contact the
cognizant CO or DFAS, Headquarters, Electronic Commerce Program Office, or visit the DFAS
electronic commerce home page at http://www.dfas.mil/dfas/contractorsvendors.html.

c. Cost reimmbursement type contracts provide that the contractor may submit periodic claims
for reimbursement of costs and fee on Government public voucher forms SF 1034 and SF 1035
or their equivalent. For contractors utilizing WAWF for the submission of interim payment
requests on cost-type, T&M and labor hour contracts, the “Cost Voucher” is the equivalent of the
SF 1034. Data equivalent to the SF 1035 must be included in a separate electronic file and
attached to the cost voucher in WAWEF, unless the contractor has been authorized to submit
mterim vouchers directly to the payment office under the direct bill program. Guidance and
training for completing a cost voucher invoice can be obtained from the WAWF website at
https://wawf.eb.mil. As discussed in 5-201a., contractors should also ensure vouchers are
prepared and submitted in accordance with the terms of the contract, including any special
billing or payment instructions, such as a requirement to bill by contract line item (CLIN) or
accounting classification reference number (ACRN). SF 1034 and 1035 information will be
periodically reviewed by COs and auditors as part of their continued oversight of contractors’
billings including audits of billing systems, contractor preparation of interim vouchers, and status
of Government contract funding.

5. Guidance for Preparing Interim Public Vouchers (SF 1034).

a. All vouchers should be submitted through WAWF unless contract terms require hard copy
vouchers. The information required on interim public vouchers is provided in the various fields
contained n WAWF when creating a voucher for electronic submission. If contract terms require
hard copy vouchers, the contractor must use SF 1034 (original) and 1034A (copies), "Public
Voucher for Purchases and Services Other Than Personal” to show the amount claimed for
reimbursement. Contractor submittal of a public voucher through WAWF provides data
equivalent to the SF 1034. The information required on interim public vouchers is explained
below. The lettered items correspond to entries on Figure 6.
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Table 2. Information Required on Interim Vouchers.

Figure SF 1034 Caption Description of Data To Be Inserted

Reference

(a) U.S. DEPARTMENT, BUREAU, | The name and address of the military
OR ESTABLISHMENT AND department or agency that negotiated
LOCATION the contract.

(b) DATE VOUCHER PREPARED | The date that the public voucher is

submitted.

() CONTRACT NUMBER AND The number and date of the contract
DATE and task order (when applicable).

(d) REQUISITION NUMBER AND | Requisition number if available;
DATE otherwise leave blank.

(e) VOUCHER NO. Serial number of the voucher. Use a

separate series of consecutive
numbers beginning with 1 for each
new contract or task order (when
applicable) for which separate public
vouchers are required.

) SCHEDULE NO.; PAID BY; Leave blank. The payer will
DATE INVOICE RECEIVED; complete these fields.
DISCOUNT TERMS
(2) PAYEE’S ACCOUNT NUMBER | Enter the number (if known) or leave
blank.
(h) PAYEE’S NAME AND Firm’s name as it appears in the
ADDRESS contract and its address, except when

another party (e.g., a bank) has been
given the right to receive payment

(called an assignment) or the right to
receive payment has been restricted,
as in the case of an advance account

(1) SHIPPED FROM; TO; Leave blank
WEIGHT; GOVERNMENT B/L
NUMBER
)] NUMBER AND DATE OF Leave blank
ORDER
(k) DATE OF DELIVERY OR The month and year or beginning and
SERVICE ending dates of incurred costs
claimed for reimbursement (e.g.,
4/1/2012 - 4/30/2012).
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Figure SF 1034 Caption Description of Data To Be Inserted
Reference
(D ARTICLES OR SERVICES Insert the following: “For detail, see

SF 1035 -- total amount of claim
transferred from page xx of xx SF
1035.” [The xx represents the
appropriate page number(s).] One
space below this line, msert “COST

REIMBURSABLE --
PROVISIONAL PAYMENT”

(m) QUANTITY; UNIT PRICE Leave blank.

(n) AMOUNT The total amount claimed for the time

period indicated under “Date of
Delivery or Services.” This should be
the amount transferred from the SF
1035 -- Continuation Sheet.

b. Although the instructions on the form read “(Payee must NOT use the space below),”
DCAA requests that contractors follow the mstructions below when completing the SF 1034:
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Table 2. Information Required on Interim Vouchers, continued

Figure SF 1034 Caption Description of Data To Be Inserted

Reference

(0) PAYMENT Leave blank.

(p) APPROVED FOR Insert “Provisional payment subject to
later audit.”

(@ EXCHANGE RATE; =$1.00 Mark out with X’s the words

“Exchange Rate” and the equal and
dollar sign in this block.

(r) BY Insert the name, mailing address, and
telephone number of the auditor who
will sign the public voucher in blocks
(r) and (s), if required. The contractor
can get this information by contacting
its cognizant DCAA office.

(s) TITLE See reference (r) above.
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Standard Form 1034 Voucher No.
Revised October 1987 PUBLIC VOUCHER FOR PURCHASES AND (e) 10
Department of the Treasury
TFM 4-2000 SERVICES OTHER THAN PERSONAL
1034-122
11.S. DEPARTMENT, BUREAU, OR ESTABLISHMENT AND LOCATION DATE VOUCHER PREPARED SCHEDULE NO.
(a) (b) 5/15/2007 ()
USA Rocky Mountain Arsenal CONTRACT NUMBER AND DATE PAID BY:
Denver, CO 80240 (c) DAAA05-07-C-0001 1212007
(69]
(d)
(h) _|
[___
ABC Corporation
PAYEE'S 100 Main Street
NAME New York, NY DATE INVOICE RECEIVED
AND "OR (if applicable)" (f)
ADDRESS The National Bank, New York, NY DISCOUNT TERMS
Assigned for ABC Corporation @
New York, NY I PAYEES ACCOUNT NUMBER
®
SHIPPED FROM TO WEIGHT GOVERNMENT B/L NUMBER
® (0)
NUMBER DATE OF ARTICLES OR SERVICES
AND DATE DELIVERY }r description, item number of contract of Federal sy  QUAN- UNIT PRICE AMOUNT
OF ORDER OR SERVICE [schedule, and other information deemed necessary)l — TITY COST PER
() (k) (1) For detail, see SF 1035 - (m) (m) (m) (n)
Period: total amount of claim transferred $5,372
4/1/2007 from page 1 of 1 SF 1035
through
4/30/2007
COST REIMBURSABLE - PROVISIONAL
PAYMENT
(Use continuation sheet(s) if necessary) (Payee must NOT use the space below) TOTAL
PAYME (0)| Approved for Provisional Payment EXCHANGE RATE DIFFERENCES
» PROVISIONAL  |Subject to later a audit (p)
» COMPLETE BY
» PARTIAL (r)  JoelJ. Hunt, Auditor
> FINAL Defense Contract Audit Agency Amount verified correct for
> PROGRESS TITLE 123 Anyplace (703) 555-1111 (Signature or initials)
> ADVANCE Any City, Any State 00000
Pursuant to the authority vested in me, I certify that this voucher is correct and proper for payment.
(Date) (Authorized Certifying Officer) (Title)
ACCOUNTING CLASSIFICATION
P CHECK NUMBER ON ACCOUNT OF U.S. TREASURY CHECK NUMBER  ON (Name of bank)
AB
1y CASH PAYEE
D S DATE
1. When stated inforeign currency, insert name of currency. [PER

2. If the ability to certify and authority to approve are comined in one person one signature only is necessary; otherwise the
approving officer will sign in the space provided over his official title.
3. When a voucher is receipted in the name of a company or corporation, the name of the person writing the comp{TITLE

name. as well as the capacity in which he signgs, must appear. For exampe, "John Doe Company, per John Smith, Secretary”, or

Treasurer as the case may be

Previous edition usable

PRIVACY ACT STATEMENT
The information requested on this form is required under the provisions of 31 U.S.C. 82b and 82c, for the purpose of
dispursing Federal money. the information requested is to identify the particular creditor and the amounts to be paid. Failure
to furnish this information will hinder discharge of the payment obligation.

U.S. Government Printing Office 1980-201.769/00014
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6. Guidance for Preparing SF 1035. The SFs 1035 and 1035A, "Public Voucher for Purchases
and Services Other Than Personal Continuation Sheet,” will be used for additional information
required by the CO and/or the auditor. The SFs 1035 and 1035A should be assembled separately
in original and copy sets and submitted with the SF 1034 and 1034A. Suitable self-designed
forms may be submitted instead of the SF 1035 and 1035A, as long as they contain the
information required by the CO and/or auditor. Contractors submitting public vouchers via
WAWF must attach an electronic file containing SF 1035 equivalent data to their electronic
voucher submission in WAWFEF. Depending on the type of cost contract (cost plus fixed fee, cost-
sharing no fee, etc.) the information required on the SF 1035 may differ in format and content.
Figures 7 and 8 represent examples of a SF 1035 for a cost plus fixed fee and a cost-sharing no
fee contracts, respectively.

a. Interim Public Voucher — Cost Plus Fixed Fee Contract.

(1) The lettered items correspond to entries on Figure 7.

Table 3. Information Required on SF 1035 for Cost Plus Fixed Fee Contract.

Figure SF 1035 Caption Description of Data To Be Inserted

Reference

(a) U.S. DEPARTMENT, The name and address of the military

BUREAU, OR department or agency that negotiated the
ESTABLISHMENT contract.

(b) VOUCHER NO. The appropriate serial number of the
voucher, as shown on the SF 1034.

(c) SCHEDULE NO. Leave blank.

(d) SHEET NO. The sheet number, in numerical sequence
if more than one sheet is used. Use as
many sheets as necessary to show the
information required by the CO or the
auditor.

(2) The following items are generally entered below the line with Number and Date of
Order; Date of Delivery or Service; Articles or Services; Quantity; Unit Price; and Amount, but
do not necessarily tie to these captions. The items entered are what most auditors and COs
require on the SF 1035. Discuss any SF 1035 requirements with the local DCAA office to be
sure that there are no unique local requirements that could impact preparation of the SF 1035.
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Information Required on SF 1035 for Cost Plus Fixed Fee Contract, continued.

Figure
Reference

Description of Data To Be Inserted

(e)

Payee's name and address, as shown on SF 1034.

()

The contract number and the task order number, when applicable.

(2)

Target or estimated costs, target or fixed-fee, total contract value, and amount of fee
payable. FAR 52.216-8(b) states that "...after payment of 85 percent of the fixed fee, the
CO may withhold further payment of fee until a reserve is set aside in an amount that the
CO considers necessary to protect the Government's interest. This reserve shall not
exceed 15 percent of the total fixed fee or $100,000, whichever is less."

(h)

Insert: "Analysis of Claimed Current and Cumulative Costs and Fee Farned."

@

The major cost elements. Use additional SF 1035s, if necessary, to show the detail of
direct transportation charges and the computations of overhead adjustments from
provisional rates to final audited rates (allowable actual rates). The provisional indirect

rates used (overhead and general and administrative) to calculate the indirect expenses
should be reflected on the SF 1035s.

0

The amount billed by the major cost elements, contract reserves and adjustments, and
adjusted amounts claimed for the current period.

(k)

The cumulative amounts billed by the major cost elements, contract reserves, and
adjusted amounts claimed to date of this billing.

Q)

The total costs for current and cumulative periods.

(m)

The target or fixed-fee earned and due for the current and cumulative periods, and the
formula for the computation (percentage of costs, percentage of completion, etc.).

(n)

The total costs claimed and the target or fixed-fee due for the current and cumulative
periods.

(0)

The details of the contract reserves withheld in the current period and for the cumulative
period. The contractor is responsible for reducing its claims for contract reserves. There
may be several contract clauses that address the CO's authority to establish contract
reserves and under what circumstances these reserves can be established. The CO will
notify the contractor of any applicable reserves. This is not to be confused with the
clause at FAR 52.216-8 that gives the CO authority to withhold 15 percent of the fee
payable (refer to (g) above).

(p)

Show the status of all outstanding DCAA Forms 1, "Notice of Contract Costs Suspended
and/or Disapproved.” NOTE: This instruction will not be applicable to the majority of
contractors. When not applicable, this item should be omitted. The DCAA Form 1 is the
form used to effect suspension and disapproval of costs or fees claimed for payment on a
contractor's reimbursement vouchers. In general, an item of cost, either direct or indirect,
that lacks adequate explanation or documentary support for definitive audit approval or
disapproval will be suspended until the required data are received and a determination
can be made as to the allowability of the item. Costs for which audit action has been
completed and are not considered allowable will be disapproved. When amounts on an
outstanding DCAA Form 1 are resubmitted, they will be shown in the current period
column, and the corresponding cumulative total of outstanding suspensions or
disapprovals will be reduced to cover the resubmission so that the cumulative amounts
will be "net."

C))

Net reserves and adjustments.

()

Show the costs and fee subject to reimbursement for the current and cumulative periods.

(s)

Amount to be carried forward to the SF 1034.
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Figure 7. Sample of SF1035 Interim Voucher.

Sample of SF 1035

VOUCHER NO.
Standard Form 1035 PUBLIC VOUCHER FOR PURCHASES AND ®)
September 1973 SERVICES OTHER THAN PERSONAL SCHEDULE NO.
4 Treasury FRM 2000 (c)
o CONTINUATION SHEET SR N
U.S. DEPARTMENT, BUREAU, OR ESTABLISHMENT
(a) USA Rocky Mountain Arsenal, Denver, CO_.80240
NUMBER DATE OF ARTICLES OR SERVICES UNIT PRICE AMOUNT
AND DATE DELIVERY (Enter description, item number of contract or Federal Supply
OF ORDER OR SERVICE schedule, and other information deemed necessary) QUANTITY | COST PER
(e) ABC|Corporatibn (f) Contract No. DAAAO5-07-C- (g) Tatget/Eftimatdd Costs
100{Main Stregt 0001 $250,000
New) York, NY (g) Taxget/Fixed Fge
15,000
(8) Tofal $265.000
(g) 85%4 of Fixed
Fee ==12,730
(h) Analysis of Claimed Current
and Cumulative Costs and Fee (i) Amqunt fdr (k) Cumulativd
Earned Curgent Pgriod JAmount from
illed Inception to
Date of This
Billing
(1) Majér Cost Elpments:
Direct Materihpls $ 1700 $ 25,000
Subgontracts |(Cost & Redeterminable 14500 8,140
Intérplant Chprges 200 1,250
Spe¢ial Toolipg 200 3,750
Direct Transpprtation Costs 175 520
Dir¢ct Labor . . 650 60,000
- (Manufacturing, Engineering, etcd)
Ovethead 925 90,000
Gengral & Admfinistrative Expemses _ 1435 18,860
(@9) Total Cobts 4 1785 $207,520
(m) Fixed Fee Earhed (Total Costs x 67) _ |287 12,451
(n) Total Ampunts Claimed $53072 $219,971
Contract Resefves and Adjustments:
(o) Contract Resefves Withheld $ {500) $(15,000)
~ (Identify)
(o) Contract Resefves Cleared 700 11,000
(p) DCAA Form 1 -|Resubmittal (Voucher No.) 100 -
(p) DCAA Form 1 -|Conceded by Contractor (1,600)
(p) DCA¢ Form 1 -|Outstanding Suspensions (1,700)
(p) DCAA Form 1 -|Disapprovals Subject to Appeal __J____ __(2,000)
(q) Nét - Reserres and Adjustments $_1300 $_(9,300)
(r) Adjdsted Amoupts Claimed:
Cyrrent and|Cumulative Costs $5,{085 $198,220
Fixed Fee 1287 12,451
Total (s) §5,372 $210,671

b. Interim Public Voucher — Cost-Sharing No Fee Contract.
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(1) The following is an example of a SF 1035 for a cost-sharing no fee contract. This
example (Figure 8) is separate and distinct from the preceding SF 1034 (Figure 6) and SF 1035

(Figure 7).

Table 4. Information Required on SF 1035 for Cost Sharing No-Fee Contracts.

Figure SF 1035 Caption Description of Data To Be Inserted

Reference

(a) U.S. DEPARTMENT, The name and address of the military
BUREAU, OR department or agency that negotiated the
ESTABLISHMENT contract.

(b) VOUCHER NO. The appropriate serial number of the

voucher as shown on the SF 1034.
(©) SCHEDULE NO. Leave blank.
(d) SHEET NO. The sheet number, in numerical sequence

if more than one sheet is used. Use as
many sheets as necessary to show the
information required by the CO or the
auditor.

(2) The following items are generally entered below the line under Number and Date of
Order; Date of Delivery or Service; Articles or Services; Quantity; Unit Price; and Amount, but
do not necessarily tie to these captions. The items entered are what most auditors and COs
require on the SF 1035. Discuss any SF 1035 requirements with the local DCAA office to be
sure that there are no unique local requirements that could impact preparation of the SF 1035.
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Table 4. Information Required on SF 1035 for Cost Sharing No-Fee Contracts, continued.

Figure
Reference Description of Data To Be Inserted

(e) Payee's name and address, as shown on SF 1034.

) The contract number and the task order number, when applicable.

(2) Total estimated costs, contractor’s share of costs, Government’s
share of costs and one percent of Government share of costs. FAR
52.216-12(b) states that "After paying 80 percent of the
Government’s share of the total estimated cost of performance shown
on the schedule, the CO may withhold further payment of allowable
cost until a reserve is set aside in an amount that the CO considers
necessary to protect the Government's interest. This reserve shall not
exceed one percent of the total estimated cost shown in the schedule
or $100,000 whichever is less." Therefore, a contract reserve of one
percent of incurred costs is normally withheld after 80 percent of the
Government share of total estimated costs is paid.

(h) Insert: "Analysis of Claimed Current and Cumulative Costs and Fee
Earned."

(1) The major cost elements. Use additional SF 1035s, if necessary, to
show the detail of direct travel charges and the computations of
overhead adjustments from provisional rates to final audited rates
(allowable actual rates). The provisional indirect rates used (overhead
and general and administrative) to calculate the indirect expenses
should be reflected on the SF 1035s.

() The amount billed for the current period and cumulative amount from
contract inception to date of this billing.

(k) The Government’s share of the amount billed for the current period
and the Government’s share of the cumulative amount billed from
contract inception to the date of this billing.

q)) The contractor’s share of the amount billed for the current period and
the contractor’s share of the cumulative amount billed from contract
inception to the date of this billing.

(m) The total costs incurred, summarized by contract, by Government
share, and by contractor share.

(n) The one percent contract withholding required by FAR 52.216-12(b).

(0) The total amount claimed by the contractor for the current period and
the cumulative amount claimed from contract inception to the date of
this billing. The current period amount is to be carried forward to the
SF 1034.
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Figure 8. Sample of SF 1035 Interim Voucher.
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VQUCHER NO.
PUBLIC YOUCHER FOR PURCHASES AND (b 10
o SERVICES OTHER THAN PERSONAL SCHEDULE MO
4 Tieasury FRM 2000 (C)
1035-110
CONTINUATION SHEET SHEET NO @
U.S. DEPARTMENT, BUREAU, OR ESTABLISHMENT
(a) US Army Material Command, Atlanta, GA 30080
NUMBER DATE OF ARTICLES OR SERVICES aunme. UNIT PRICE AMOUNT
AND DATE DELIVERY (Enter description, ifem nymber of comtract or Federal supply TITY
OF ORDER OR SERVICE , and other ion deemed y COST PER

{fy Contract No. DAAA09-96-C-0002
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7. Completion Voucher.

a. The completion voucher is the last voucher submitted on a contract or task order. A
separate completion voucher will be submitted for each individual project or task order for which
a separate series of public vouchers has been submitted.

b. FAR 52.216-7(d)(5) requires the contractor to submit the completion voucher within 120
days after settlement of the final indirect cost rates covering the year in which the contract is
physically complete, or longer if approved in writing by the CO. The completion voucher must
include settled subcontract amounts and rates. The prime contractor is responsible for settling
subcontractor amounts and rates included in the completion voucher and providing status of
subcontractor audits to the CO upon request. However, prior to submitting the completion
voucher, DCAA may be required to complete an audit of the contractor's incurred costs relating
to the contract. Within six months after the end of the contractor’s fiscal year, the contractor
shall submit to the CO and to the cognizant DCAA office a proposed final incurred cost proposal
for the period (reference FAR 52.216-7). It should be based on the actual cost experienced
during that period and submitted with supporting cost data specifying the contracts and
subcontracts to which the rates apply. A sample format of this incurred cost proposal is
contained in Chapter 6 of this manual.

c. After the incurred cost proposal is submitted, the contractor's costs will be audited.
Normally, a contract cannot be closed out unless the applicable costs have been audited.
Therefore, the contractor should not prepare or submit the completion invoice until the DCAA
audit of the contractor's fiscal years during which costs have been incurred under the contract has
been completed.

d. The SF 1034 that is submitted on the final voucher is identical to that for the nterim
voucher except for the following items (refer to Figure 9):
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Table 5. Information Required on Final Voucher (SF1034).

Figure SF 1034 Caption Description of Data To Be Inserted
Reference
(e) VOUCHER NO. Serial number of the voucher with the letter

“Z” afterit. Use a separate series of
consecutive numbers begmnning with 1 for
each new contract or task order (when
applicable) for which separate public
vouchers are required.

q)) ARTICLES OR Insert the following: “For detail, see SF
SERVICES 1035 -- total amount of claim transferred
from page xx of xx SF 1035”. [The “xx”
represents the appropriate page numbers. |
One space below this line insert “COST
REIMBURSABLE -- COMPLETION

VOUCHER”

(0) PAYMENT The box identified “FINAL” should be
marked.

(p) APPROVED FOR Insert “Final Payment.”

(r) BY Leave this box blank. (Auditor name should
NOT be inserted.)

(s) TITLE “Auditor, Defense Contract Audit Agency”

should NOT be inserted since DCAA does
not sign the final voucher. This is done by
theCO, based on DCAA’s final report.

e. Completion Voucher.

(1) The following is a sample SF 1035 for a completion invoice. Delays in processing
completion invoices can be avoided if these instructions are followed. Note: The example of the
SF 1035 (Figure 9) for the completion voucher is separate and distinct from the preceding SF
1034 (Figure 6) and SFs 1035 (Figure 7 and Figure 8) examples.
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Table 6. Information Required on Final Voucher (SF1035).

Figure
Reference SF 1034 Caption Description of Data To Be Inserted
(a) U.S. DEPARTMENT, The name and address of the military
BUREAU, OR department or agency that negotiated the
ESTABLISHMENT contract.

(b) VOUCHER NO. The appropriate serial number of the
voucher, as shown on SF 1034 (with the
letter “Z” after it).

(c) SCHEDULE NO. Leave blank.

(d) SHEET NO. The sheet number, in numerical sequence, if
more than one sheetis used. Use as many
sheets as necessary to show the information
required by the CO or the auditor.

(2) The following items are generally entered below the line under Number and Date of
Order; Date of Delivery or Service; Articles or Services; Quantity; Unit Price; and Amount, but
do not necessarily tie to these captions.

54 ENCLOSURE 5



DCAAM 7641.90

Table 6. Information Required on Final Vouchers (SF1035), continued.

Figure

Reference | Description of Data To Be Inserted

(e) Payee's name and address, as shown on the SF 1034.

® The contract number and the task order number, when applicable.

(2) The latest target or estimated costs, target or fixed-fee, and total contract
value.

(h) Type: "Contractor's Cumulative Claim and Reconciliation Statement.”

(1) The major cost elements. Use additional SF 1035s, if necessary, to show

the detail of certain charges or computations. A separate column should
be prepared for each of the contractor's fiscal years. The amounts shown
for direct costs should always tie in to the costs shown on the submission
prepared for audit, as explained in paragraph 5-304.1. Any direct costs
questioned during our audit of costs should be excluded from the
applicable contractor's fiscal year. Fringe, overhead, and G&A should be
computed using the rates as explained in reference (j). The total costs
being billed cannot exceed the estimated cost of the contract. Unless the
contract has been modified, costoverruns cannot be claimed. Any
amount in excess of the contract value should be subtracted from the total.

() The final audit determined or negotiated fringe, overhead, and G&A rates
should be listed by contractor's fiscal year as shown. However, if the
contract specifies ceiling rates, the rates shown cannot exceed the
ceiling(s) in the contract.

(k) The cumulative amounts billed, by the major cost elements, less previous
payments.

(0 The total costs claimed. This should not exceed the estimated contract
costs.

(m) Bill for any portion of the fee not previously billed. If the contract

provides for an incentive fee, show the computations of the total fee
claimed. Use separate sheets if necessary.

(n) The total costs claimed and the target or fixed-fee due. This should not
exceed the total contract amount.

(0) The amount of total previous payments received on interim vouchers.

(p) The amount due should be the amount that appears on the SF 1034.

55 ENCLOSURE 5



DCAAM 7641.90

Ficure 9. Sample of SF 1035 Completion Voucher.

VoUW NO
B L PUBLIC VOUCHER FOR PURCHASES AND oS l——
ST SERVICES OTHER THAN PERSONAL ()
. 0 MO
CONTINUATION SHEET . (d}
'(aT.'N;:jr&E:g?J;a dical Center, San Diego, CA
HUmbES DaTI OF ’ ARTICLES OR SERWCES UNET PRCE At
AND DaTE OfLIVIRY (Baswe dverigime. siem vamber of contvars o Fodeval vapply | QUAN-
OF OIDLE | Of JeawiCE wiedale. asd uber mformatron deessed vusuory) wy cost L 1]
(e) XYZ Cprporatipn (f) Contract No.N66818-91-C-
200 Epelid St 0091
Tampa}, Floridp 20005
T (g) Thrget,
Cos
(k)| Contractor's Cumulative Claim (g) Flixed )
Reconciljation Statement (g) Tptal
() Final Rat FY 87 FY 83 FY 89
efit Rafe 10.93% 12.15% 13.33K
Overhead Rate 112,99 92.30 92.12
G&A Rate 2.91 14,97 12.33
(i) Major Cost Elemenks
alaries $115,572.17 § 16,068,11 £3,033.44 $134,673.72
Fringe Bepefits 12,632,04 1,952.28 404.B6 14,988.68
otal Direct Labor $128,204.21 $ 18,020.39 ] ,437.E0 $1h9,6_62.&0
Overhead $144,857.94 § 16,632.82  $3,165.90 §164,657.65
Material 2,242,186 2,242.15
Subcontract 62,351.00 62,351.00
Travel 4,193,94 297.76 4,491,70
Consultants - 1,071.76 1,071.,76
Other Direct Costis 770.10 8.34 9.100 7187.44
Subtotal $343,691.11  § 34,959.31 $6,613.[70 $385,264.12
GEA 10,001.41 5,233.41 815,47 16,050.29
Total Codts Incunred$353,692.52 $ 40,192.72 §1,42917 $401,314.41
Amount ir] Excess jof Contract Amount {1,314.41)
(1) [Total Codt Claimdd $400,000.00
(m) |Fixed Feg 36,000.00
{n} {Total $436,000.00
(o) |Less Preyious Payments (433,871.23)
Amount Dye (p){$ 2,1258.77)

8. Submission Requirements.

a. General.
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(1) Unless otherwise notified or specified differently in the contract (refer to 5-302 for
electronic invoicing requirements), public vouchers must be submitted according to the
following requirements.

(2) In WAWEF, selected vouchers will be routed to DCAA for review and approval and
once approved by DCAA are forwarded to DFAS for provisional payment. For hard copy
vouchers:

(a) Original SF 1034, SF 1035, or equivalent contractor's attachment.
(b) For those contractors submitting interim vouchers to any of the following four

addresses, there is no need to submit any copies of the voucher. The original SF 1034 and SF
1035 is sufficient.

DFAS — Columbus DFAS — Columbus

PO Box 369016 PO Box 369020

Attn: Columbus CP Attn: Limestone VP
Columbus, Ohio 43213-1152 Columbus, Ohio 43213-1152
DFAS — Columbus DFAS — Columbus

PO Box 369023 PO Box 369024

Attn: Indianapolis VP Attn: Dayton VP

Columbus, Ohio 43213-1152 Columbus, Ohio 43123-1152

(c) For contractors submitting interim vouchers to other than the four addresses listed

(d) above, six copies of SF 1034A, SF 1035A, or equivalent contractor's attachment
are required.

b. Completion Voucher.

(1) Upon completion of the contract, the contractor is required to submit a voucher
designated as "completion voucher" together with such other documents as are prescribed by the
contract. Approval and payment by the Government of the contractor's completion vouchers
constitutes complete and final payment to the contractor, except for any items reserved by
qualification of the contractor's Release of Claims. When a voucher is identified as the
"Completion Voucher,” the voucher should be submitted to DCAA. DFARS 242.803(b)(i)(D)
authorizes the contract auditor to review completion vouchers and send them to the CO. An
additional copy should be submitted to the ACO. In WAWF, when a contractor submits a
completion voucher, it is routed directly to the ACO for action and a copy is placed in the DCAA
“History” folder within WAWF. Refer to 5-302 for electronic invoicing requirements.

(2) In addition to the SF 1034s and 1035s, the contractor is required to submit the
following documents to DCAA:
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(a) Contractor's release of claims, and, if applicable, an Assignee's release of claims
in a form acceptable to the CO. The amount listed on this release should be the total allowable
cost plus allowable fee. Itshould tie in to the total amount claimed on the SF 1035.

(b) Contractor's assignment of refunds, rebates, credits, and other amounts and, if
applicable, an Assignee's assignment of refunds, rebates, credits, and other amounts in a form
acceptable to the CO.

c. Separate Public Voucher Submission Requirements. A separate public voucher (or if
appropriate, a separate series of public vouchers) should be submitted for:

(1) Each line item, sub line item, project, or portion of a multiple funded contract for
which separate funding is provided under the contract. A contractor who believes that this would
create additional work and expense by requiring maintenance of records over and above that
which the accounting system provides should refer the matter to the CO for resolution.

(2) Each portion of a contract which is payable by a different disbursing office.

(3) Costs claimed under a qualification in the final release on a completed contract or in
the settlement agreement under a terminated contract.

(4) On contracts administered by the DCMA, separate public vouchers are required
where the claim is for:

(a) Settlement expenses on a partially or completely terminated contract.

(b) Subcontractor settlement on a partially or completely terminated contract. In this
case, the proposed subcontract termination settlement must be submitted to the Termination
Contracting Officer (TCO) for approval, except for those settlements concluded under FAR
49.108-4. Evidence of the approval must accompany the voucher when it is submitted to the
auditor for processing.

(¢) In cases where the settlement of a subcontract is the basis of a claim, the
contractor must submit the voucher for the subcontract settlement amount directly to the ACO
who will forward the voucher to the appropriate office. The voucher, together with a letter
indicating the amount of the settlement approved for payment, will be returned to the contractor.
The contractor will then submit the voucher, with a copy of the approval letter, to the auditor for
processing.

9. Requirements for Supporting Fee Claims. Each SF 1035 (or contractor equivalent form)
should include the basis of the claim for earned fee.

10. Resubmission of Costs Previously Suspended or Disapproved. Resubmissions of any
previously claimed amounts that were suspended or disapproved by a DCAA Form 1 should be
shown as a separate line item on public vouchers. Cite the number of the public voucher on
which the deduction was made and the number of the DCAA Form 1. Suspensions and
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disapprovals that have been successfully appealed should be identified by citing the final
decision of the ACO, the Board of Contract Appeals, or the Court of Federal Claims.

11. Maintenance of Reimbursement Claim Data. Maintain adequate records to show, by major
cost element and fee, the amounts claimed for reimbursement for each applicable contract or task
order covered by a separate series of public vouchers. The records should contain, by fiscal year,
areconciliation of any differences between the costs incurred under the contract or task order
and the amounts claimed for reimbursement.

12. Withholding and Release of Contract Reserves. Contractual provisions covering fees,
patents, royalties, etc., usually provide for the accumulation of a withholding reserve until certain
contract requirements are met to the CO's satisfaction (e.g., Patent Rights - Retention by the
Contractor (Long Form), FAR 52.227-13). Include appropriate adjustments in reimbursement
claims to cover the required accumulation and release of contract withholding reserves. Resolve
any questions about these reserves with the ACO.

13. Progress Payments Based on Costs - General (FAR 32.5). Progress payments are a form of
Government furnished interest-free financing applicable to undelivered and uninvoiced items.
Progress payments shall be made to the contractor when requested as work progresses, but not
more frequently than monthly. The amount of each progress payment is computed by (i)
applying the rate stipulated in the progress payment clause of the contract (DFARS 252.232-
7004) to the cumulative total allowable booked costs under the contract; (i) plus financing
payments to subcontractors or other company divisions of the contractor’s corporate office; (iii)
less the sum of all previous progress payments. The CO is responsible for approving progress
payment requests.

14. Processing Progress Payments.

a. If the auditor has determined that the accounting and billing systems are reliable, progress
payment preparation, submission, and review is normally a straightforward process. Contractors
may include the following costs in progress payment requests, under the conditions noted:

(1) Total costs incurred under the contract whether or not actually paid, plus financing
payments to subcontractors.

(2) Financing and other payments for the costs of supplies and services purchased
directly for the contract if the costs are (i) paid in accordance with the terms of the subcontract or

invoice and (i) ordinarily paid within 30 days of the contractor's payment request to the
Government.

(3) Properly allocable and allowable indirect costs.

(4) Cost of Money that would be allowable under FAR 31.205-10 as an incurred cost for
progress payment purposes (FAR 52.232-16(a)(1).
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b. Estimated additional costs to complete the contract (item 12.b. of SF 1443, Request for
Progress Payment) require the contractor to make technical and financial estimates to complete
(ETC) every six months. The contractor must support this estimate with an analysis that shows
how the amount was derived. It must be a realistic estimate and not simply a mathematical
computation between contract value and the cost incurred. The ETC must be supported with
current, accurate, and complete information. The estimate may be the last estimate made,
adjusted for costs incurred since the last estimate; however, estimates shall be updated at least
every six months.

c. The request for progress payments (SF 1443) is submitted to the office designated in the
contract (usually the ACO) for approval. The instructions for preparing the SF 1443 are found
on the back of the form (Figure 11). Referto Figure 11 for an example of a completed form.
Progress payment requests may be submitted electronically using WAWF.

15. Treatment of Contract Overruns on Progress Payments.

a. If the sum of the ETC and the incurred cost exceed the contract price, the contract is in a
loss position. In this case, costs eligible for progress payments may be discounted by a loss ratio
factor, resulting in a smaller progress payment. The progress payment request submitted by the
contractor should not be adjusted for the loss ratio. A supplementary analysis should be prepared
by the contractor (reference FAR 32.503-6) and attached to the progress payment request. (Refer
to Figure 12 for an example of this analysis. This example is separate and distinct from example

Figure 11).
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Figure 10. Sample Standard Form 1443.

CONTRACTOR’'S REQUEST FOR PROGRESS PAYMENT

IMPORTANT: Thia form is to be completad in d

nce with ingtructions on reverse.

SECTION | - IDENTI

ICATION INFORMATION

1. TO: MName and Address of Coniracting Office

DCMAD, Ballimore
200 Towsontown Blvd., West
Towson, Maryland 21204-5299

2. FROM: Mame and Address of Contractor (including Zip Code )
Advance Tank Technology

500 East highway

Washington, DG 20001

Paying Cilice 3. Business Type 4, Contract Mo, 5. Contract Price
E ELPHIA
D Straat vES NO DAAHO1-07-C-0001 $5,000,000

Philadelphia, PA 19101-4178

5. Rales 7. Date of Initial Award 8a. Progress Payment Request No. 8b. Date of Thizs Request
A, Prog Pymis B. Liguidaticn A Year B. Month
B 5 | % B 5 % 2007 1 3 May 15, 2007
SECTION Il - STATEMENT OF COSTS UNDER THIS CONTRACT THRQUGH April 30, 2007
g, Paid costs eligible under progress payment clause 3
10, Incurrad costs eligible under progress payment clause 2,293,500
11, Total costs eligible for progress payments (Itam 9 pius 10) 2,293 500
12, a Total costs incurred to date 5 | 2,263,500 A i3
b. Estimated additional cost o complete | 2,080.730 IR iy e
13, Bem 11 multiplied by item Ba.
14. & Progress payments paid to subcontractors 3 e
b Lauidated progress payments to subcontractors Zl
c. Unliquidated progress payments to subcontractors (ftam 14a less 14b) 2
d. Subcontract progress billings approved for current payment
& _Eligible subcontractor progress payments (lfem 14c plus T4d)
15, Total dollar amount (ltem 13 plus 14e) 1,049 475
16__ lem 5 multiplied by item 6b § [ 4,250,000 o e i
_17. Lesserof item 15 or item 16 1,849,475
18, Total amount of previous progress payments requested 1,702,300
19, Maximum balance eligible for progress payments (ltem 17 lass 18) 247 175
SECTION Il - COMPUTATION OF LIMITS FOR OUTSTANDING PROGRESS PAYMENT "see special instructions on back for use under the FAR
20, Computalion of progress payment clause (a(2)(i) or a4 )i} Limitation® $ | 1,732,060 T e e
a. Costs moleded in tem 11, applicable to items deliverad, invoiced, and accepted to the
data in heading of Section I,
b. Costs igible for progress payments, applicable to undelivered items and to delivered 581,440
iems not involced and accepted (e 11 less 208) e
. ltem 20b multiplied by item Ba 5 477,224
d. Eligible subcontractor progress payments (ltem 14a)
e Limitation a{3)(i) or ai4){i) (Nem 20c plus 20d)* 477,224
2. Campl..ta.lmn of pmg-rcss- payment clause (ar&‘}fu) clra(tt)rn)} L1m|Lat|Dn 2,053,580 = o
a. Ci live 2 o g i b of Section IF
b. Contract price or |tems ot oelluered acceptea ann |nw:-|c:ed rnem 5 less 20a) 2,945,420
o ltem 210 mutiplied by ltem &b 2,504 457
d. Unliquidated advance payments plus accrued interest
. Limitation jaf3ii} or a(4)ii)} (tem 21c plus 21dfF 2 504 457
22 Mawmum unliquidated progress payments (Lesser of ltem 20e or 218)* 477 224
23, Total amount applied and to be applied to reduce progress payment $ | 1,662,180 =R
24 Unliguidated progress paymants (ltem 18 less 230 40,120
T25  Maximum permissibie progress payments (/fem 2 less 24)° 437,104
26, Amaount of currant invoice for progress payment (Lesser of ltern 25 or 18)° 247,175
27, Amount approved by contracting officer

CERTIFICATION

| cenify that the above siatement (with attachments) has been prepared from the books and records of the above-names confraclor in accordance with the
contract and the instructions nereon, and Lo e best of my knowledge and belied, ihat it i1s correct, 1hat all the costs of contract performance (excepl as herewith
reported in writing) have been paid to the extent shown herein, of whera not shown as paid have been paid or will be paid currently, by the contractor, when due,
in the ordinary course of business, that the work refiecled above has been performed, that the quantities and amounts involved are consistent with the
requiraments of the contract. That there are no encumbrances (except s reported in witing herewith, or on previous progress payment reguest Mo, }

exceed the maximum unliguidated prograss payments permitted by the contract.

agans! Ihe property acquired or produced for, and allocated or property chargeable 1o the contract which would affect or impair the Government's tille, thal there
has been no materially adverse changs in the financial condition of the contractor since the submission of the most recant written information dated
contractor 1o the Govemmant in connection with the contract, that to the extent of any contract provisions limiting progress payments pending first aricle
approval, such provision has been complied with, and that after the making of the requested progress payment the wnliquidated progress payments will not

by the

Mame and Title of Contractor Representative signing this form

Signature

Mame and Title of contracting officer

Signature
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Figure 10. Sample Standard Form 1443, continued.

INSTRUCTIONS

GENERAL - All entries on this form must be typewritten - al}
daoltar amounts must ke shown in whole dollars, roundedup to
the next whole dollar. Al Jine item numbers not includedin
the instructions below are self-explanatory.

SECTION | - IDENTIFICATION INFORMATION. Complete
Itams 1 through Bc in accordance with the following
instructions:

Iltem 3. TO - Entar the name and addrass of the cognizant
Contract Administrator Office. PAYING OFFICE- Enter the
designationof the paying office, as indicatadin the contract.

itam 2 FROM- CONTRACTOR'SNAME AND ADDRESS/ZIP
CODE- Enter the name and mailing addressof the contractor.
If applicable, the division of the company performing the
centract should be entered immediately following the
contracter'sname,

Item 3. Enter an "X" in the appropriate block to indicate
whether or not the contractoris a small business concern.

Item §, Enter the total contract price, as amended. |f the
contractprovidesfor escalationor price redeterminationgnier
the initial price until changad and not the ceiling price; if the
contract is of the incentive typa. enter the target or billing
price, as amended until final pricing. For letter contracts,
enter the maximum axpenditureauthorizedby the contract,as
amended.

ltem 6A. PROGRESS PAYMENT RATES - Enter the 2-digit
progress payment parcentage rate shown in paragraph [a}(1)
of the progresspayment clause.

Item BB. LIQUIDATION RATE - Entar the progress payment
liguidation rate shown in paragraph {b) of the progress
payment clausa, using three digits - Example: show B0% as
800- show 72.3%ar 723

ftern 7. DATE OF INITIAL AWARD- Enter the last two digits
of the calendarvear. Use two digits to indicatetha manth.
Example: show January 19820+ 82/01.

Item BA. PROGRESS PAYMENT REQUEST NO. - Enter the
number assigned to this request. All requests under a single
contract must be numberad consecutively, baginning with 1,
Each subsequent request under the same contract must
continue in seguence, using tha ssme series of numbers
without omission,

Item 8B. Enter the date of the request.

SECTION il - GENERAL INSTRUCTIONS. DATE. In the space
provided in the heading enter the dste through which costs
have been accumulated from inception for inclusion in this
request. This date is applicableto item entries in Sections||
andlll,

Caost Basls. For all contracts with Small Business concerns,
the base for progress payments is total costs incurred. For
contracts with concerns other than Small Business, the
progress payment base will be the total recordedpaid costs,
together with the incurred costs per the Computation of
Amounts paragraph ol the progress payment clause in FPR
1-30.510-1(alor FAR52.232-16,as appropriate. Total costs
include all expenses paid and incurred, including applicable
manufacturing and production expense, general and
administrativeexpanse for performanceo! contract, which are
reasanable, allocable to the contract, consistent with sound
and generally accepted accounting principles and practices,
and which are not otherwise excludedby the cantract.

Manufacturing and  Production Expense, General and
AdministrativeExpensa. In connectionwith the first progress
payment request cn a contract, attach an explanation of the
method, bases and period used in determing the amount of
each of these two types of expenses. If the method, bases or
periods used for computing these expenses differ in
subsequent requests for progress payments under this
contract, atiach an explanation of such charges to the
progresspayment request invoived.

Incurred Costs |nvolving Subcontractorsfor Contracts with
Small Business Concerns. If the incurred costs eligible for
progress peyments under the contractinclude costs shown in
invoices of subcontractors,suppliers and others, that portion
of tha costs computedan such invoicescan only include casts
for: {1) completed work ta which the prime contractorhas
acquired title; {2) marterials delivered to which the prime
contractor has acquired title: t3) services rendered: and 14)
costs billed under cost reimbursement or time and material
subcgntraces for work to which tha prime contractor has
acquiredtitle.

SECTIONII - SPECIFIC INSTRUCTIQNS
Item 9. PAID COSTS ELIGIBLE UNDER PROGRESS

PAYMENT CLAUSE- Line 9 will not be used lor Smai
Business Contracts.
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Item 9 shall include only those recordedcosts which have
resulted at time of request in payment made by cash, check, or
other farm of actual payment for items or services purchased
directly for the contract. This includes items delivered,
accepted and paid for, rasulting in liquidation of subcantractor
progress payments.

Costs 1o be shown in iem 2 are noi 1o include advance
payments, downpayments, or deposits, all of which are npt
aligible for reimbursement; or progress payments made to
subcontractors,suppliers or others, which are to be includedin
Item 14, See "CostBasis" above.

Item 10. INCURRED COSTS ELIGIBLE UNDER PROGRESS
PAYMENT CLAUSE- For all Small Business Contracts,ltem 10
will shaw total costs incurredfor the contract.

Costs to be shown in item 10 are not 1o include advance
payments, downpayments, deposilts, 0f progress payments
made to subcontractors suppliers or others.

For large busingss contracts,costs tu be shown in {tem 10 shall
include all costs incurred (see "Cost Basis” above) for:
materials which have beanissued from the storesinvantaryand
placedinto productionprocessfor use on the caontract; for direct
labor; for other direct in-house costs; and for properly allocated
agd allowable indirect costs as set forth under "Cosi Basis®
above.

Item 12a. Enter the total contractcosts incurredto data; if the
actual amount is not known, enter the best possible estimate.
If an gstimateis used, enter {E) after the amount.

Item 12b. Enter the estimated cost to completatha contract.
The estimate may be the |ast estimate made, adjusisgior Costs
incurred since the last estimate: however, estimates shall be
made not less frequently than gvary six manths.

Items 14a through 14e. Include only progress payments on
subcontractswhich conformto progress payment provisions of
the prime contract.

Item 14a. Enter only progresspayments actually paid.

Item 14b. Enter total progress payments recouped from
subcentractors,

Item 14d. For Small Business prime contracts, include the
amaunt of unpaid subcontractprograss payment billings which
have been approved by the cantractorfor the current payment
in the ordinary course of business, For other contracts, enter
0" amount.

SECTION Il - SPECIFIC INSTRUCTIONS. This Sectianmust be
completed only if the c¢ontrector has received advance
payments against this contractor, or if items nave been
delivered,invoicedand acceptedas of the daze indicatedin the
heading ot Sectian Il above. EXCEPTION: item 27 musl be
filled in by the ContractingOfiicer.

Item 20a. Of the costs reportedin ftam 11, compute and entar
only costs which are propetly allocable to itams delivered,
invoiced and acceptod to the applicable date. in order of
preference.these costs are to be computed on the basis of ane
of the following: (a) The actual unit cost of items delivered,
giving proper considerationto the defermentof the starting load
costs or, (b} projectedunit costs {based on experiencedcosts
plus the estimated cost to complete the contract), whare the
contractormaintains cost data which will clearly establish tha
reliabilityof such estimates.

Item 20d, Enter amount from 14e.

Itam 21a. Enter the total billing price, as adjusted, of itams
dediverad.acceptedand invoicedto the applicabledate.

Item 23, Enter total progress payments liguidatedand those to
be liquidatedfrom billings submitted but not yet paid.

ftem 25. Seff-explanatory. INOTE: If the entry in this item is &
negative amount, there has been an overpayment which
requires adjustment.)

Item 26. Self-explanatery,but if a lesser amount is requested,
enter the lesser amogunt,

SPECIAL INSTRUCTIONS FOR USE
ACQUISITION REGULATION {FAR]

UNDER FEDERAL

Item 20 and 20e. Delsta the references to a{3)(i) of the
progress payment clause,

Items 21 and 2%e. Delete the references to a(3}(ii) of the
progress payment clause.

STANDARD FORM 1443 (1082 BACK
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Figure 11. Loss Ratio Factor Analysis.

XY Z Company
Loss Ratio Factor Anzlysis
Section I:
Contract price 52,850,000
Not-to-Exeeed Amounts on Unpriced Modificztions

150,000
Fevized Contract Price 53,000 000
Section IT:
Total costs mcurred to date 52,700 000
Estimated additionzl costs to complets G00,000
Totzl costs to complets 53,600 000

53000000 83.3%
Loss ratio factor- = 53,600 000
Total costs eligible for propress payments 52,700,000
Loss ratio factor x83.3%
Fecognized costs for progress payments 52240 100
Progress payment rate x30.0%
Alternate amount to be used S1,785. 280
Section 1T
Factored costs of tems delivered * 5 730,000
Becomnized costs applicable to undelivered ems
(52,249,100 - 5750,000) §1.400.100
*  This zmount shall be the szme 23 the contract price of the items delivered.

b. The SF 1443 should net be adjusted for the loss ratie. Adjusments for the loss ratie
zre shown i the Loss Ratio Factor Anzlysis, which should be submitted with the SF
1443, In the Loss Ratic Factor Analysis the SF 1443 amounts are changed 2z follows:

(1) Line 5 changes from 52,850,000 to §3,000,000
(2) Line 11 changes from 52,700,000 to §2,249,100
(3) Line 13 will be §1,700.280
(4) Line 202 will be $730,000

(3) Line 20b will ba §1 490 100

16. Performance-Based Payments — General. Performance-based payments are a form of
Government financing for fixed-price contracts when the CO finds them practical and the
contractor agrees to their use. They are not payments for accepted items. Since performance-
based payments are contract financing payments, they are not subject to the interest-penalty
provisions for prompt payment. Payments are to be submitted in a form and manner acceptable
to the CO. The contractor may not submit requests for payment more frequently than monthly
(FAR 52.232-32(b)). Performance-based payments may be made on the basis of:

a. performance measured by objective, quantifiable methods;
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b. accomplishment of defined events; or

c. other quantifiable measures of results.

17. Processing Performance-Based Payments.

a. The CO responsible for administering the contract is responsible for the review and
approval of performance-based payments. Generally, the ACO is responsible for receiving,
approving, and transmitting the performance-based payment request to the appropriate payment
office. Each approval will specify the amount to be paid, the necessary contractual information,
and the appropriate account. The CO cannot approve a payment until the specified event or
performance criterion has been successfully accomplished.

b. The CO is responsible for determining what reviews are needed to protect the
Government’s interests. In determining the need for reviews, the CO will consider the
contractor’s experience, performance record, reliability, financial strength, and the adequacy of
contractor controls over performance-based payments. The CO can request both pre-payment
and post-payment reviews. The CO may reduce payment when the contractor fails to comply
with a material requirement of the contract, fails to progress on the contract, is in an
unsatisfactory financial condition, or is delinquent in payment of any subcontractor.

c. The contractor must maintain records and controls to adequately administer performance-
based payments. This includes furnishing reports, certificates, financial statements, and other
pertinent information requested by the CO to either administer the payment or to determine that
an event or other criterion has been successfully accomplished.

d. Auditors will provide assistance to COs as requested. Prepayment assistance may be
sought in negotiating and structuring the contract financing template, which addresses topics
such as a description of the event, the contract line items to which the event applies, a statement
as to whether the event is severable or cumulative, funding information, the event’s value, and
the estimated dates when the events are expected to occur. Post-payment reviews may include
verification of the accomplishment or incurred cost associated with the completion of a
performance-based event or criterion. For a detailed discussion of performance-based payments,
contractors should go to FAR 32.10 — Performance-Based Payments,and FAR 52.232-32 —

Performance-Based Payments.
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ENCLOSURE 6

INCURRED COST PROPOSALS

1. Introduction.

a. This chapter covers the submission of incurred cost proposals. These would include the
direct and various indirect fringe, overhead, and G&A rates incurred by the contractor during its
fiscal year. The incurred cost proposal includes the indirect cost pool and base costs used to
calculate indirect cost rates,a summary of costs incurred by contract by contract type, supporting
schedules, supplemental information and the Certificate of Final Indirect Costs.

b. Because of their size and the nature of their operations, some non-profit organizations are
treated similarly to commercial concerns. Consequently, these non-profit organizations operate
under the FAR cost principles applicable to commercial concerns rather than 2 CFR, Part 230
(Formerly OMB Circular A-122), Cost Principles for Non-Profit Organizations. While these
non-profit organizations use the FAR as their primary regulation for administration of contracts,
they also use applicable OMB Circulars as guidelines for administering federal financial
assistance (grants and agreements). A listing of non-profit organizations subject to the FAR Cost
Principles is contained in Attachment Cto 2 CFR, Part 230 (Formerly OMB Circular A-122).
The nonprofit organizations listed in Attachment C should follow the examples in this manual, as
well as satisfying the audit and reporting requirements of OMB Circular A-133, Audits of States,
Local Governments, and Non-Profit Organizations.

2. Contractor Proposal.

a. Contractors may have both DoD and non-DoD contracts. Audits of incurred costs
applicable to non-DoD Federal agencies are performed by DCAA on a reimbursable basis and
only upon request of the cognizant agency. Some agencies do not request audits from DCAA for
various reasons, including funding considerations and the materiality of small dollar contracts. It
is the contracting agency’s responsibility to audit contract costs or otherwise close the contracts.
DCAA is available to assist the contractor in coordinating with other agencies.

b. The Allowable Cost and Payment clause (FAR 52.216-7) requires that the contractor
submit an adequate final incurred cost proposal together with supporting data, within six months
after the end of its fiscal year. An illustration of a Model Incurred Cost Proposal is included in
section 6-801 of this manual. The receipt of an adequate proposal by the audit office starts the
audit process. This proposal should include a signed "Certificate of Indirect Costs" in
accordance with FAR 42.703-2. A copy of this certificate may be found at FAR 52.242-4. (See
Schedule N of the model incurred cost proposal under section 6-801.) An adequate proposal
should reduce the time required to perform the audit because numerous preliminary steps canbe
performed before the auditor arrives at the contractor location. Prior to submitting your incurred
cost proposal to DCAA, you should perform a self assessment of the adequacy of your proposal
using the Guide for Determining Adequacy of Contractor Incurred Cost Proposal
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(http// www.DCAA.mil/Guide for Determining Adequacy of Contractor Incurred Cost Prop
osal.pdf).

c. Failure to comply with FAR 52.216-7 the Allowable Cost and Payment clause
requirement to provide an adequate proposal will result n a DCAA recommendation for the CO
to make a unilateral determination on the contractor’s final indirect costrates or contract costs.
The DCAA auditor will send several reminder letters to the contractor, but when the submission
becomes six months overdue (one year after the end of the fiscal year) and no extension has been
granted by the ACO, the auditor will provide the CO with unilateral rate recommendations. The
unilateral recommendation will be based on either a decrement factor applied to indirect rates
using relevant contractor historical data or a company-wide decrement factor based on
questioned costs at high risk contractors applied to total contract costs, if no relevant historical
data exists. Relevant historical data exists when all of the following criteria are met:

(1) The prior fiscal year has been audited.
(2) All contractor proposals received have been audited and settled.

(3) The indirect cost pool and base data for the overdue fiscal year is readily available in
the contractor’s books and records.

(4) There have been no significant changes in the contractor’s business base between the
last audited fiscal year and the overdue fiscal year.

(5) There has been no significant reorganization of the contractor between the last
audited fiscal year and the overdue fiscal year.

(6) There have been no changes in the indirect cost rate structure between the last
audited fiscal year and the overdue fiscal year.

d. The recommendation will apply to active contracts, as well as physically complete
contracts for the overdue fiscal year. FAR 42.703-2(c)(1) and FAR 42.705(c)(1) provide the CO

with the authority to unilaterally establish indirect cost rates or total contract costs.

3. Penalties for Mischarging.

a. The manipulation of charges to a contract may be subject to criminal penalties under
18U.S.C. 1001, which reads as follows:

“Whoever, in any matter within the jurisdiction of the executive,
legislative, or judicial branch of the Government of the United
States knowingly and willfully (1) falsifies, conceals or covers up
by any trick, scheme, or device a material fact; (2) makes any
materially false, fictitious or fraudulent statement or
representation; or (3) makes or uses any false writing or document
knowing the same to contain any materially false, fictitious or
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fraudulent statement or entry; shall be fined under this title or
imprisoned not more than five years, or both.”

b. Penalties may be assessed against contractors who include expressly unallowable costs or
costs previously determined to be unallowable for that contractor in a final indirect cost rate
proposal pursuant to 10 U.S.C. 2324 (a) through (d) and 41 U.S.C. 256 (a) through (d).
Implementing guidance for these statutes is provided in FAR 42.709 and was effective for all
contracts on October 1, 1995.

4. Audit Evaluation.

a. After receipt of an adequate proposal, the auditor will contact the contractor’s
representative and set up an entrance conference. If the proposal is inadequate (e.g., missing the
information listed in 6-801), the auditor will notify the contractor and CO in writing of the
deficiency as required by FAR 42.705-1(b)(iii))(A). Absent a mutually agreeable arrangement,
the audit will likely be delayed pending receipt of the necessary documents.

b. The audit will include anevaluation of both direct and indirect costs. The audit objective
is to examine contractor cost representations identified in the incurred cost proposal to determine
whether such costs are: reasonable, allowable and allocable to the contract(s), in accordance
with Generally Accepted Accounting Principles (GAAP) and CAS, and not prohibited by the
contract, Government statute, or regulation (FAR part 31). The auditor may have performed
certain analyses and tests of the books and records and internal controls during the fiscal year the
costs were actually being incurred. Real-time testing supplements the audit work performed
after receipt of the proposal. During the course of the audit of the incurred cost proposal, the
auditor will discuss audit findings with the contractor as they arise. The contractor is expected to
provide feedback on these findings on a timely basis. Continued coordination between the
contractor and the auditor will ensure the timely resolution of audit findings and facilitate an
efficient and effective audit process.

c. The criteria for the allowability of costs on government contracts is discussed n FAR
31.201-2. In accordance with FAR 31.201-2 (d) “A contractor is responsible for accounting for
... maintaining records, including supporting documentation, adequate to demonstrate that costs
claimed have been incurred, are allocable to the contract, and comply with applicable cost
principles in this subpart and agency supplements.

d. After completing the audit, the auditor will provide the contractor with the results of the
audit in writing and seek the contractor’s agreement. Since significant audit findings have been
discussed during the audit process, this exit conference should merely be a summary of issues
and resolutions. The contractor will be given the opportunity to respond to the audit findings and
any contractor comments will be included in the final report.

e. FAR 42.705 discusses the conditions that determine whether the final indirect cost rates
will be negotiated or audit determined. If the rates are auditor determined, once agreement is

reached on the indirect rates, the contractor will be asked to sign an audit-furnished indirect rate
agreement. A Cumulative Allowable Cost Worksheet (CACWS) will be included as an
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attachment to the rate agreement letter. Signing the rate agreement letter also indicates
concurrence with cumulative costs and other information (e.g., contract limitations) shown on
the attachment and that the data on the CACWS will be used to close out contracts (see Section
6-802). If agreement with the contractor is not reached, DCAA will forward its audit report to
the cognizant CO who will then resolve the disagreement. The auditor will also issue a DCAA
Form 1 to recover any reimbursement of unallowable costs that has occurred. The contractor
may appeal the Form 1 disallowance to the CO or file a claim under the contract “Disputes”
clause (FAR 52.233-1). If rates are to be negotiated by theCO, the audit report and contractor
comments will be forwarded to the CO for action.

5. Contract Costs.

a. Costs must be accumulated by contract in the same level used for billing costs (e.g. by
delivery order, etc.) in order to determine their allowability per Government regulations. All
costs (both direct and indirect) of producing goods or providing services should be identified to a
final cost objective. FAR 31.001 defines a final cost objective as a cost objective that has
allocated to it both direct and indirect costs and, in the contractor’s accumulation system, is one
of the final accumulation points. Generally, a final cost objective is a contract. Accordingly,
costs of a contract are comprised of direct costs and the contract’s allocable share of indirect
costs.

b. A major part of accounting for costs by contract is the classification of costs as either
direct costs or indirect costs.

6. Direct Costs.
a. FAR 2.101 defines direct costs as “any cost that can be identified specifically with a
particular final cost objective” (i.e., cost incurred for a specific contract). FAR 31.202 also

supplements this broad definition with the following:

(1) Costs identified specifically with a contract are direct costs of the contract and are to
be charged directly to the contract.

(2) All costs specifically identified with other final cost objectives of the contractor are
direct costs of those cost objectives.

(3) No final cost objectives shall have allocated to it as a direct cost any cost, if other
costs incurred for the same purpose in like circumstances have been included in any indirect cost

pool to be allocated to that or any other final cost objective.

b. Contractors should make every effort to identify all costs that are direct, and by default,
what remains is indirect.

7. Responsibility of Prime Contractors Over Subcontracts.
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a. Prime contractor should obtain consent to subcontract from the CO and notify the CO
reasonably in advance of placing any subcontract or modification thereof for which consent is
required in accordance with FAR 44.201.

b. The responsibility of the prime contractor for managing its subcontracts is stated in FAR
42.202(e)(2). The prime contractor is primarily responsible for subcontract award, technical and
financial performance monitoring, ensuring that indirect rate proposals and annual rate
adjustments are submitted on a timely basis, and payment to the subcontractor for the work
accomplished under subcontract terms. To accomplish this responsibility, the prime contractor
should have adequate internal controls to identify and notify the Government of auditable type
subcontracts and intracompany orders under auditable type Government contracts to assure that
subcontract/mtracompany costs are allowable, allocable, and reasonable.

c. The prime contractor's internal control system over subcontracts and intracompany orders
should also provide for including appropriate flow down clauses into the
subcontract/imtracompany order, such as clauses that:

(1) provide either the Government or the contractor access to the
subcontractor's/intracompany books and records for the purposes of performing the annual
mcurred cost audit,

(2) require that billings include only allowable costs pursuant to FAR 52.216-7, and

(3) require the subcontractor/intracompany entity to submit annual incurred cost
proposals pursuant to FAR 42.7.

8. Indirect Costs.

a. FAR 2.101 defines an indirect cost as “any cost not directly identified with a single, final
cost objective, but identified with two or more final cost objectives or an intermediate cost
objective. It is not subject to treatment as a direct cost.” Further, an indirect cost shall not be
allocated to a final cost objective if other costs incurred for the same purpose in like
circumstances have been included as a direct cost of that or any other final cost objective.

b. Because of their nature, indirect costs cannot be charged to final cost objectives on an
individual basis. Therefore, indirect costs must be classified and grouped together into indirect
cost pools, typically either an overhead cost pool or the G&A cost pool. The pools in turn are
allocated to final cost objectives in reasonable proportion to the beneficial or causal relationship
of the pooled costs to the cost objectives.

c. FAR 31.203 (e) states: “The method of allocating indirect costs may require revision
when there is a significant change in the nature of the business, the extent of subcontracting,
fixed-asset improvement programs, inventories, the volume of sales and production,
manufacturing processes, the contractor’s products or other relevant circumstances.” Contractors
must continually evaluate their allocation pools and bases to determine if change is required.
Contractors must notify the CO and the cognizant DCAA auditor of planned changes prior to
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implementation. Contractors should consider pursuing an advance agreement with the CO when
changing allocation methods.

9. Overhead Costs.

a. Costs incurred for, or that only benefit, an identifiable unit or activity of the contractor
internal organization, such as anengineering or manufacturing department, are considered
overhead costs. It is common to have separate overhead pools for engineering, manufacturing,
material handling, and for certain off-site activities. A very small contractor could have only one
overhead pool.

b. Examples of overhead pool costs are:
(1) Department supervision
(2) Depreciation of department buildings and equipment
(3) Training of department employees
(4) Fringe benefits of department employees

c. Overhead rates are developed by dividing the overhead pool costs by the selected
allocation base (e.g., direct labor dollars or direct labor hours).

d. To “allocate” means to distribute overhead pool costs to contracts. In order to distribute
overhead pool costs, the contractor must select an allocation base. There must be a beneficial or
causal relationship between the selected allocation base and the pool of costs to be allocated to
contracts. For example, an engineering overhead pool would logically be allocated over total
engineering direct labor dollars or engineering direct labor hours. Additional information
regarding the allocation of indirect costs to contracts can be found at FAR 31.203, Indirect costs.

10. G&A Expenses.

a. G&A expenses represent the cost of activities that are necessary to the overall operation of
the business as a whole, but for which a direct relationship to any particular cost objective cannot
be shown. G&A includes the top management functions for executive control and direction over
all personnel, departments, facilities, and activities of the contractor. Typically, it includes
human resources, accounting, finance, public relations, contract administration, legal, and an
expense allocation from the corporate home office.

b. The G&A rate is developed by dividing total general and administrative expenses by the
selected allocation base, e.g., total cost input (i.e., total direct and indirect costs, except G&A),
value added cost mput (i.e., total cost input except G&A, material and subcontract costs), or
single element cost input (e.g., direct labor dollars, direct labor hours, direct materials costs).

11. Facilities Capital Cost of Money (FAR 31.205-10).

70 ENCLOSURE 6



DCAAM 7641.90

a. Facilities Capital Cost of Money (cost of capital committed to facilities) is an imputed
cost determined by applying a cost of money rate to facilities capital employed in contract

performance. It is allowable whether or not the contract is otherwise subject to CAS (reference
48 CFR Chapter 99) if:

(1) the contractor’s capital investment is measured, assigned, and allocated to contracts
in accordance with CAS 414 or measured and added to the cost of capital assets under
construction in accordance with CAS 417. If the contract is not subject to CAS, FAR 31.205-10
requires COM to be calculated in accordance with CAS 414 and 417.

(2) the contractor maintains adequate records to demonstrate compliance with this
standard;

(3) the estimated facilities capital cost of money was specifically identified or proposed
in cost proposals relating to the contract under which this cost is to be claimed; and

(4) the requirements of FAR 31.205-52, which limit the allowability of facilities capital
cost of money, are observed.

b. The facilities capital cost of money need not be entered on the contractor’s books of
account. However, the contractor shall make a memorandum entry of the cost and maintain, in a
manner that permits audit and verification, all relevant schedules, cost data, and other data
necessary to fully support the memorandum entry. An example of a facilities capital cost of
money submission canbe found in Section 6-801 (Schedule F).

c. There is no requirement for a contractor to propose facilities capital cost of money in
pricing and performing a contract. If it chooses not to propose this cost during contract pricing,
then the contractor waives any right to claim it during contract performance. (See FAR 15.408(I)
and FAR 52.215-17 for more information.)

12. Model Incurred Cost Proposal.

a. This section of the manual presents DCAA’s Model Incurred Cost Proposal (Figure 12) to
assist a contractor in meeting its requirement for submitting an adequate final indirect cost rate
proposals as required by FAR 52.216-7(d). The model includes example schedules on the
following pages. These example schedules present the minimum information needed to begin an
audit. If a contractor generates internal formal reports that identify the needed information, these
nternal reports can be submitted in lieu of the example schedules. However, the basic data
contained in the schedules is required to complete the audit in a timely manner. The use of
internal reports as a substitute for the example schedule formats shown should first be discussed
with the contractor’s cognizant DCAA field audit office.

b. An adequate indirect cost rate proposal shall include all data required by FAR 52.216-7(d)

unless otherwise specified by the cognizant Federal agency official. The required content of the
proposal and the supporting data will vary depending upon the size of the firm, complexity of the
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accounting system, and type of business. Specific requirements should be coordinated with the
cognizant DCAA field audit office and ACO.

c. This model incurred cost proposal illustrates an occupancy rate, a single final overhead
rate, and a G&A rate. Some operations may have additional rates, such as: fringe benefits rate,
engineering overhead rate, manufacturing overhead rate, off-site rate, etc. A separate schedule
should be prepared for each final or intermediate indirect expense pool. If expenses are available
by department (e.g., President’s Office, Marketing Department for G& A ; Fabrication,
Assembly/Test for overhead), a breakout by expense for each department should also be
provided.

d. DCAA prefers that contractors include an index, similar to that used in the model incurred
cost proposal, for each year submitted. Ifcertain schedules are not applicable, the contractor
should make a note on the index. Atthe time of submission of incurred cost proposal the
contractor should provide their General Ledger detail and copies of quarterly 941°s to facilitate
review of submission and audit.

e. In addition to the data presented in the schedules, there is additional information that the
auditor typically needs to facilitate timely completion of the audit in accordance with generally
accepted government auditing standards. A list of this information is presented on the page
entitled "Supplemental Model Incurred Cost Proposal Information." Having this information
available ator prior to the entrance conference will make the audit process as efficient as
possible.

f. The company name and fiscal period should be included on all schedules submitted.

g. Contractors are encouraged to submit their proposals in electronic format. The Incurred
Cost Electronically (ICE) Model, available from the DCAA web site (http:/DCAA-
stg.dtic.mil/ice_modeLhtml), provides contractors with a standard electronic user-friendly
incurred cost submission package that will assist them in preparing adequate incurred cost
proposals in accordance with FAR 52.216-7(d). Downloading and execution instructions are
provided on the web site. The ICE Model is updated periodically, so contractors electing to use
it should check the web site periodically for changes. While the ICE model is intended to aid the
contractor in providing an adequate submission, its use does not guarantee that the submission
will be judged adequate. Contractors should discuss the ICE model and its requirements with
their local DCAA Office before preparing the proposal.

13. Cumulative Allowable Cost Worksheet (CACWYS).

a. In accordance with FAR 52.216-7(d)(2)(v), the contractor shall update the billings on all
contracts to reflect the final settled rates (see 5-301), and update the schedule of cumulative
direct and indirect costs claimed and billed, asrequired in paragraph (d)(2)(iii)(I), within sixty
days after settlement of final indirect cost rates. This schedule will be used by the contractor as a
basis for updating the CACWS.
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b. The Cumulative Allowable Cost Worksheet (CACWS) is a summary schedule of
cumulative allowable contractor costs for each open flexibly priced contract through the last
contractor fiscal year for which indirect cost rates have been settled. The CACWS also notes
which contracts are physically complete and other key information needed for closing contracts.
The worksheet should contain sufficient detail so that the ACO can use it to close contracts in
lieu of individual evaluation of the final voucher. An electronic CACWS or comparable
summary report should be prepared by the contractor. The contractor is encouraged to submit a
CACWS with its indirect cost rate proposal using claimed rates, which will be updated after
settlement of rates, or agree to providle a CACWS within 60 days of rate agreement, because of
the benefits and efficiencies gained in closing contracts timely. The ACO, in coordination with
DCAA, may determine that an evaluation is not required on a final voucher because the
allowable costs were already audited and included on the CACWS.
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Figure 12. Model Incurred Cost Proposal.

MODEL INCURRED COST PROPOSAL FISCAL YEAR ENDED 3/31/2009

Schedule A Summary of all Claimed Indirect Expense Rates

Schedule B General and Administrative (G&A) Expenses (Final Indirect Cost Pool)

Schedule C Overhead Expenses (Final Indirect Cost Pool)

Schedule D Occupancy Expenses (Intermediate Indirect Cost Pool)

Schedule E Claimed Allocation Bases by element of cost used to distribute indirect
costs.

Schedule F Facilities Capital Cost of Money Factors Computation

Schedule G Reconciliation of Books of Account and Claimed Direct Costs by major
cost element

Schedule H Schedule of Direct Costs by Contract/Subcontract and Indirect Expense
Applied At Claimed Rates, as well as a subsidiary schedule of
Government participation percentage in each of the allocation base
amounts

Schedule 1 Schedule of Cumulative Direct and Indirect Costs Claimed and Billed by
Contract and Subcontract

Schedule J Subcontract Information

Schedule K Summary of each time-and-materials and labor-hours contract, including
labor categories, labor rates, hours, costs and indirect expenses applied at
claimed rates.

Schedule L Reconciliation of Total Payroll per IRS Form 941 to Total Labor costs
Distribution

Schedule M Listing of Decisions/Agreements/Approvals and Description of
Accounting/Organizational Changes

Schedule N Certificate of Final Indirect Costs

Schedule O Contract Closing Information for Contracts Completed in this Fiscal Year

(include contract number, period of performance, contract ceiling
amounts, contract fee computations, level of effort, and indicate if the
contract is ready to close).
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Figure 12. Model Incurred Cost Proposal, continued.

SUPPLEMENTAL INCURRED COST PROPOSAL INFORMATION

Comparative analysis of indirect expense pools detailed by account with prior fiscal year
and budgetary data

General organization and executive compensation information (see attached form)

Identification of prime contracts under which the contractor performs as a subcontractor.

Description of accounting system

Procedures for identifying and excluding unallowable costs from the costs claimed and
billed.

Certified financial statements and other financial data.

Management letter from outside Certified Public Accountants (CPA)s concerning any
internal control weaknesses.

Actions that have been and/or will be implemented to correct the weaknesses described in
the management letter

List of all internal audit reports issued since the last disclosure of internal audit reports to
the Government.

Annual internal audit plan of scheduled audits to be performed in the fiscal year when the
final indirect cost rate submission is made.

Federal and State income tax returns.

Securities and Exchange Commission 10-K annual report.

Minutes from board of directors meetings.

Listing of delay claims and termination claims submitted which contain costs relating to
the subject fiscal year.

Contract briefings, which generally include a synopsis of all pertinent contract provisions,
such as: Contract type, contract amount, product or service(s) to be provided, contract
performance period, rate ceilings, advance approval requirements, pre-contract cost
allowability limitations, and billing limitations.
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Figure 12. Model Incurred Cost Proposal, continued.

HTZCORPORATION
AMNYWHERE, TS A

SCHETAILE A

SURDAARY OF ALL CLAIWVED INDIRECT EXFEMSE EATES
FISCAIL YEAR ENDED 3/31/2009

Dezcnption

Getveral and Administrative:
Pool
Baze
Claimed (G& A Rate

Orerhead:
Pool
Baze
Claimed OVEH Fate

Occupane wEx pense (Intemediate):
Pool
Baze (Sguare Footags)
Claimed Fate (per 5g. Ft.)

Cost of Money Creerhead:
COLAFer period
Allocation Base

CO'H COMN Factor

Cost of MMoney GReA
COMAFer period
Allocation Bas=e
G OO Factor

76

Amount Eeafarence
5271022 Schadul= B
53151320 Schedule E
3.60%:
5310610 Schadule C
5636824 Schedule E

T4

5178083 Schedule D
18492 Schedule D
2863

510235 Schednle F
= ek
001558
52,101 Schedule F
33151 320
00067
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Figure 12. Model Incurred Cost Proposal, continued.
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{1} Executive Compensation clzimad {5 l2ss than lirpitations sstabliched por FAR 31 2058 and DFARS 231 2056
(2)Expanza of Pragidany, Vica Pragidant, and wives on 3 parsonal trip not clzimed

{3) Unallowabls cost per FAR 51 205-14.

{4) Unallowable costper FAR 31 2051

{53 Unallowable cost per FAR 31 .205-3

(6 Unallowable cost per FAR 31 205-20

(7} Emploves contributions to pension plan in excess of that approved and considersd allowable by the ACO

(B} Adjustments raflact the differancs batwesn the &L overheaad rare of B2 75% and the claimed rate af 77 T4%

NOTE:

Although IR&D and B&P are technically not G&A expenses, they are normally allocated
wsing the same coszt input base as used for G&A. The term G&A used in thizs model
inclodes IRE&D and B&P. In the event that the base nsed to allocate IR&D and B&P is

different than the base used to allocate G&A, a separate schedule for IR&D and B&P
would be reqguired.
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Figure 12. Model Incurred Cost Proposal, continued.

KYZ CORPORATION
ANTWHEERE, UUSA
SCHEDULE C
OVERHEAD EXPEMSES
FISCAIL YEAR ENDED 3/31/2009
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TOD131 Talacopdar 1,022 o74 438
TOE132 Eguwipmant 11,403 10, B0 4 BET
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HCEE] Facroitment 120 114 31 2R3 2185
TOD134 Drzaz Blambarzh BT 545 EE 2,112 {5000 1,612 {2
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T35 Tmzuramce 310 183 133 T3E T3E
TOED13E Dhepgeciation 1,186 1,130 508 2,824 2, B24
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{4) Emplovyer contributions to pension plan in excass of that appaoved and considerad allowabla by the ACO.
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EYZ COPPOFATION SCHEDULED
ANYWHERE, USA
OCCUPANCY EXPEINEES
{I90TE 1)
FISCAL YEAF ENDED 3/31.200%

ACCT CLAINED
0. ACCT DESCEIPTION EXPEINEES PEF. &L | ADJUARTMBIENTS COSTS
B0D101 | Salsriss & Wagss 23280 % - 23280
20:013% | F.zal Eztate Fant 122,858 122,858
200135 | Insuranca 21048 2048
200140 | Property Taxes 1,761 1,761
200141 | Permit & Licens=z EL EL
200134 | Depseciation’ Amortization 23417 25417
200137 | Papairs & Maintsnanca 1.681 . 1.681

GFAND TOTAL L7808 — XL E]
ALTOCATION OF EXPENSES BARED O SQUAFRE FEET UTILIFED {3M0TE 1)
Expamza
5g. Footazs % of Total Allpcation
G A Departmants:
hlartksting 528 186 55,083
Controller 51 3.52 fi, 265
Prazident's Offics 1,325 6. 62 11 7TBE
Manufachering Diepartmonts:
Fabrication 2,343 43.2 20565
Azzembly Tast 4,821 26.07 46428
hlapufachering Enginssring 2,802 135,48 27.841
TOTAL JRIEL A00.00% adllll
Explanatory Notes:

{1} Thiz example would be zpplicable to any mtermediate pool that is allocated to other fmal
pools. : : : : .
(2) Itmay benecessary to modify the square feet allocation base if the resulting zllocation i3
notequitable. Forexample, the cost per square foot for executive offices or clean rooms
may be greater than for warehouse space.
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YT SCHEDULEE
CORPOEA
TION
ANYWHEERE, USA
CLAIMED ATLTLOCATION BASES BY ELEMENT OF COST
FISCAL YEAR EMDED 3/31/2009
GCENERAL CLATZWED
DESCRIPTION LEDCER ADJUSTAMENTS COS5TS NOTES
Orverhead Basa: Gehed. H
Contract Labor 56131012 5 - 56313 012
IE&ED Labor 14287 14287 (1)
B&F Labor Q5213 _ 8323 11
Total Labor 2606,804 2= 2606,504

Urverhaad Bass: atraight timadiract labor do
IRETVB&P projects. ®

s of all contracts and projects including labor costs of

NOTE 1: Deseribe in detail the cost elements in the allocation bases that are used to distribute

indirect costs.

G&cA Base:
Contract direct costs Sched. H
Labor 5633 0132
Traval A4 363
haterial 842 DEI
ODCs 172,105
subcontracts SEEREN
Total Direct Costs $2.627 502
Orverhead 5243 3271 Schad. C, (2
Lass: IK&LVE&P
transferrmdto G&A:
IF&D Orverhead i (11,820 | Schaed. B, [
&L Rate of B2.75%
B&F Crverhead (T {J.EE2 ached. B, (3]
/L Rats of 82.75%
Total Cost Input I 13132 4

ir&cA Dasa: lotal cost input {excludss IE&]) B&F, and Cost of Monasv). ®

*WNOTE: Describe in detail the cost elements in the allocation baszes that are used to distribute
indirect costs.

Explanatory Notes:

(13 The IE.&D and B&P labor is meluded in the overhead base in order to allocate a
proportionate share of overhead to the labor as required by FAF. 31 203-18.

(2} The claimed G&A base must include both the Schedule C claimed owerhead
(5310610} plus overthead costs incwrred but not claimed (532912,

(3) Overhead onthe IR&D/B&TPlabor at the General Ledger rate of 82.73% iz added to
the G&A pool (Schedule B) and deducted from the G&A base.

(4) In sunumary, the total cost input base consists of contract direct costs plus overhead

(claimed and undaimed)less overhead on IR&D/B&P transfared to the G&A pool. The

base doesnotinclude IE&D/B&FP direct labor or other IE&D/BE&P direct costs which are

usually recovered through the G&A pool.
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Figure 12. Model Incurred Cost Proposal, continued.
XYZ CORPORATION FACILITIES CAPITAL SCHEDULE F
ANYWHERE, USA COST OF MONEY FACTORS COMPUTATION
FISCAL YEAR ENDED 3/31/09
Period Rate  Months COM
Apr - June 08 4.75 3/12 1.188
Jul - Dec 08 5.125 612 ¥ 2.563
Jan - Mar 09 5.625 3/12 1.406
5.156
CONTRACTOR: XYZ CORPORATION ADDRESS: ANYWHERE, USA
BUSINESS UNIT:
1. Applicable Cost o 2. Accumulation 3. Allocation of 4. Total Net |5. COM for Cost | 6. Allocation 7. Facilities
COST ACCOUNTING PERIOD: Money Rate 5.156% & Distribution of Undistributed Book Value Accounting Base For Capital COM
NBV Period Period Factors
Recorded 69,761 | (Basis Of Allocation| (Column 2+3) |(Column 1*4) In units (Column 5/6)
Business Leased Property 162,290 of measure
Unit Corporate/Group
Facilities Total 232,051
Capital Undistributed 193,290
Distributed 38,761
v A 4
Overhead 30,345 168,162 198,507 10,235 656,824 0.01558
LESS: COM on IR&D/B&P Labor: - (371 23,812 0.01558
Overhead Pools = = =
G&A 8,416 25,128 33,544 1,730 -
58A Expense Pool ADD: COM on IR&D/B&P Labor - 371
Subtotal: - 2,101 3,151,320 0.00067
TOTAL 38,761 193,290 232,051 11,964] N [

Note 1 Allocation Bases

(Refer to Schedule E for details)

Overhead COM: Straight time direct labor dollars of all contracts and projects including labor costs of IR&D/B&P projects.
G&A COM: Total cost input (excluding G&A, B&P, and Cost of Money

NOTE: The interest rates to be used are those determined by the Secretary of the Treasury under Public Law 92-41, 85 Statute 97.
This rate is published semiannually in the Federal Register. Your Proposal should use the applicable actual Treasury Rates in effect during your fiscal year.
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Figure 12. Model Incurred Cost Proposal, continued.

EYZ COEPORATION SCHEDULE G
ANYWHEERE USA
FECONCILIATION OF BOOEKS OF ACCOUNT
AND CLAIMED DIEECT COSTS BY MMAJOE COST ELEMENT
FISCAL YEAFR 3/31/2009
AMOUNTS AMOUNT

DESCRIPTION PER. G/L ADJUSTMENTS CLAIMED NOTES
*Direct Costs:

Direct Labor $636.824 $- $636.824

Trawvel 35,173 (1687 33486 (1)

Material 343,192 343,192

ODCs 187,493 (3.183) 184310 (2

Subcontracts 044 841 - 044 841
Total Direct Costs 266752 (4,870 2662 65

{Sched. H)

*Includes IR&D/B&P direct costs.

Notes Explaining Adjustments:

(1) Travel — Costs of first class airfare m excess of coach on contract NO0039-05-C-0873 that are
unallowable per FAR 31 205-46.
(2) ODCs — Overtime premium not allowable by tenms of contract NO0039-05-C-0873.
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Figure 12. Model Incurred Cost Proposal, continued.

DCAAM 7641.90

EVZCORPORATION
ANYWHERE, U2A
SCHEDULE OF DIRECT ODETS BY CONTRACT SUBCONTRACT SCHEDULEH
AND INDIRECT EXPENSE APFLIED AT CLATMED RATES
FIZCAL VEAR ENDED 3312009
COST OF MONEY
(HOTE
0B TOTAL DIRECT 4) A
CEDER SUBCCNTRACT CIRECT SUBCCHTRACTS CIRECT (WOTEOHE COETE a8 TCTAL CHE GEA R TOTAL GRAND
il CONTRACT KO No LARCE TEAVEL  MATERIAL CDCs INTERCCMPANY COST3 TTT4% FLUSOH L6 DOETS 001338 000087 oM TOTAL
(e 5}
Cost Twpe (Wose 3)
1301 NO00E-05-C-0873 -
Chimed S113.068 24931 40514 $302. 109 51201 2304 3113 31044
Nt Cladmed (mote 1) o 43570 419 3159 L} 3 3 3192
133 NOM040-05-C-0874 13341 13,738 46,817 4027 30,834 133 3l 57 L1
14 SoboomiractClhark Inc. T.EE8 26 6576 MM 1543 (Ho= 1) (Hete 7) 37,187
Toml Comt Trpe: 8111141 40,179 S114.546 S334.51% 7,713 8349 £1.%03 £603,04.3
Crber Flexibly Priced (Mote 3)
1103 NOO006-03-C-0913 110312 2531 35643 JE.603 BT HT152 163,457 IS 43,083 f12.511 35T 613,468
Time & Materiak
1301 T00012-06-0-0111
Tazk Crder Na 1 330 38T 1,000 4110 i) 11,731 13 T ] 11,511
b 411 300 40 3 6,363 43 4 49 6,611
1305
LA 171 T30 1163 6,095 4 6619 43 + 49 6,662
Vasiors Fanm Froed Price 22519 16,714 12914 147318 152,113 TT359 318,71 30935 390,642 1354 141 1,793 392443
Varioos Commescial Work 11478 660,257 30511 354,630 1,611,359 138,580 9 Q 9 1,745,980
TOTAL OONTRACT COSTS 234,563 842981  £171.105 4,541 1,627,301 401104  £3,119,606  SIAEIE6 87,138 2581 55,143 23,396,037
E&D 2356 2126 89151 24,011 211,107
B&P X 55 6,136 16010 TS
TCTALIREDE &P 25512 2610 2n1 f13388 0 240,021 218511
GRAND TCTAL SH56,52: 335,173 $343,197 5187483 344,841 32667323 310,615
(Eched H- (Bcked A
1) somnding)

Explasaiory Hodes
I}y Dénec comes oot cladmed as explined in Schedale G

2} Comt of momay & oot applicabls o this sohoontnact by tenms of the swhbcontact
(3} Comt and Bexitly priced comtracts shoold be scried and mebiotads by Frdezal Agency if vou parfoen work foebod
Dol and ofher noe-Doly (cfvilian) agenciss. Provide deadls o che same Javed mped for billing coms (e.g. by defvery
onder, et ). Inadditon, amy Jevel of i bomrs reguired chonld be ponided 30 2 footnote or sobaidiary schedols
(4} Chaimed indirect sxpeose rates are applicable to comt-type and Bexibhe-pricad efor, a5 well as IREDBEP
projects. Imdinect recovesy on fved peced and commesial wodk & not peceznadhy Bmited o the claimed rases

() Soheomtracy, imescomm

HOTE: Axy indirect costs =

o Eira ooy comt sncreed shonld be inchaded in dhic colmn
ich axceed contract callings shoudd be identified separmely as "ot chaimed "
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Figure 12. Model Incurred Cost Proposal, continued.

HYZ COEPOEATION SCHEDULE H
ANYWHEERE, USA continuation
GOVEENMENT PARTICIPATION PERCEMNTAGES
FISCAT YEAF EMDED 3/31/2009
OVERHEAD G&A
ATTOCATION ATTOCATION
CONTEACT TYPE BASE %% BASE %
AMOUNT OF BASE AMOUNT OF BASE

Cost Type £147.473 223 $354 823 17.8
Flexibly Priced 210,312 320 370,729 183
Time and Material 11,093 1.7 27041 0.7
Finm Fixed Price 00 g19 152 330712 11.3
Comumercial 164313 230 161135399 317
[F&D/B&P 23817 36 - _

TOTAL 3636814 1000 33,119 606 1000

(Schedule H) (Schedule H)
NOTE: The purpose of this schedule is to show the extent that cost-tvpe and flexibly
priced contracts participate in the allocation bases.

Forusers of this model incurred cost proposal, the schedule should reflect the
circumstances at vour own operation. For example, if vou use more than one overhead
pool, there should be a separate calculation of Government participation for each
overhead pool
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Figure 12. Model Incurred Cost Proposal, continued.

EYZCO0FPORATION SCHEDULE OF CUMULATIVE DIRECT AND INDIRECT COSTS SCHEDULEI
ANYWHERE, J5A CLAIMED AND BILLED COSTEY CONTRACT AND SUBCONTRACT
FIECAL YEARENDED(FYE)3/31/2009

Unsettled Claimed Dhirect and

Indirect Casts Comnlative Costs billad
Priog Lass:
Subject Years Totzl Contract Het
ta Sattled Cnmolative  Limitations Cnmulative Over Physically
Penalty Tatzl Sattled or Bebates, Zattled of {Undes’ complats
Contract Na. Sobcontract Mo, OrderMa.  Clauss Costs FYE3/31/08 FYE33144 Clzimed Cradits Claimad W HNa. Thm Amonnt billinz Mata Ty

Nate(2) Hote(3) Wate (4} Wate (4} Wate (3} Wata {§)
Zost Tvpe & Flexibly Priced: (Mot 13
NOD039-05-C0873 1201 Tes 30 31246,821 3511424 3638245 3638245 18 272872008 3640,110 (31.843)
WO0040-05-C0874 1203 Tes 382,595 2867500 51,141 3301234 3301236 30 3312008 3295110 6,126
WOD041-06-C0777 45083 1204 350626 555511 37187 952,124 952,124 24 173172008 960,100 1.976 Tes
WOD0060-05-C-0913 1205 Yes 581362 243016 §23.468 1658744 14658746 33 33172008 1640426 -18.320 Yes

{Sched H)
Snbtotal - Cast Type 36550351 36550351 655546 (514605}
Time & Mlaterial
NO0022-06-D-0111  SC4875 1 310,600 310,509 $10.600 § 373172009 310848 3247 Tes
NOD022-06-D-0111  SC4875 2 5950 5050 5850 4§ 33172009 5,000 4350
F66777407-D40112 1 6,000 6,004 6,000 2 33172009 5,750 =250
{Sched E)

Snbtotzl-Time & Material 322,550 322,550 321,598 (3953}
TOTAL 56.572.901 346572901 $6.55734 (315558}
Explanatory Motes:

{1} Cost and flexibly priced contracts should be sonted and subtotzled by Faderal Ag=ncy., if you perform work for both Dol and other non-Thall {civilian) as=nciss. Provids
detzils in the same level used for billing costs {22 by delivery order etc)

{2} Indicate those contracts coversd by the penalty clanse required by FAR 42709,

(3} Thesa totals, by contrzct, should be computed nsins the negotiztion of rate asresment document for the respective year

{4} Thasa totals, by contrzct, should be the sames 25 shown in the overhead submissions wsing the clzimed indirect rates. Clzimed amounnts for Cost Tvpe contraots should come from
Schedule H and claimed amonnts for TEM contracts shonld come from Schedule K

{3} Contract limitations includs costs that a2 included in the column enttled * Totzl Cumuolative Bettled or Claimed” andars sither () in excess of contract ceiling rates,
{ii) unzllowabls per contract temms, (iii) outside the period of performancs, or (iv) in excess of contract ceiling amonnts.

{6} The cumulative amounts in this colwmn should not excesd the conmact ceiline. If smounts excesding the ceilingae in dispute, or if you have requested that the contracting
azency incrsase the contract cailing, pleass includs the amounts in the "Conwact Limistions” column and provide an explanation in 2 footmote.

{7} Indicats those contracts for which work effont was phvsically completed during the fiscal year claimed. {Complete Schaduls O for these contracts )

Ehontly after the finzl agresment on rates, you will nesd to submit finzl vowchers on thess completad conracts.
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Figure 12. Model Incurred Cost Proposal, continued.

DCAAM 7641.90

X¥Z Corporation Subcontract Information SCHEDULE J
ANYWHERE, USA FISCAL YEAR ENDED 3/31/2009
Cost tvpe subcontracts issued under flexibly priced prime contracts: Yes X No
SUBCONTEACT FRIME SUBCONTEACTORS | POINT OF CONTACT | SUBCONTRACT Parformance Pariod INCUERED AWARD
N0, CONTERACT NO. NAME & ADDEESS AND PHOME MNO. VALUE From To IN FY 2009 TYFPE
Subcontracts Issuad:
PO £XY¥Z0995R MN00039-05-C-0873 Small Company Ms. DonnaCharlsston $110,500 3/16/2006 | 6/30/2009 §87.912 CFEF
1445 Southpark Blvd MMarkating Managar
Buffalo, WY 14206 {716) BEI-BT00 X317
PO S YZ0TTER NO0040-05-C-0874 Tanzs Enterprises WIr. WMike Tanza 5895000 4/ 2002006 12/2//2010 515,341 CPFF
E7B Executive Park Prasident
Fairfax, VA 22033 {703 983-5640
PO #X¥Z01032E | Subcontractto ClarkIne. | Arsonautics, Inc. M. Ted Kessal $152,500 7/25/2008 | 10/16/2011 57,888 CFEF
Prirne M0003905-C-0875 | 555 Ocean Parlkwray MMarkating Managar
Anshsim, CA 92803 {714 9982000 X12
PO #XYZIZ13R NO0060-05-C-0913 DSE Corporation Ws. Jane hatthews $236.135 10/12/2008 | 3152009 549 732 CPFF
35339 Vaultine Eoad hlarketing
York, PA 17403 (T17)992-7800
PO #XYIORIR NO0060-05-C-0913 Aristeo Associates Wr. Vines Aristeo 100,000 5142007 5/14/2008 540,000 CPFF
546 Accovo Drive Presidant
Carlsbad, NMET11Z {304 535-1600
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Figure 12. Model Incurred Cost Proposal, continued.

DCAAM 7641.90

T&MLH subcontracts issued under flexibly priced prime contracts: Yes No X
SUBCONTRACT PRIME SUBCONTRACTORS | POINT OF CONTACT | SUBCONTRACT Parformanes Pariod INCURRED | AWARD
HO. CONTEACT HO. NAME & ADDEESS AND FHONE NO. VALUE From To IN FY 2009 TYPE
Incentive subcontracts under flexibly priced prime contracts: Yes No X
SUBCONTERACT FRIME SUBCONTEACTORS | POINT OF CONTACT | SUBCONTRACT Parformancs Period INCUEEED | AWARD
NO. CONTRACT NO. NAME & ADDRESS | AND PHOMNE NO. VALUE From To INFY 2008 | TYPE
Subcontract orders based on costissued under IDIQ prime contracts: Yes No X
SUBCONTEACT FEIME SUBCONTEACTORS | POINT OF CONTACT | SUBCONTERACT Parformancs Pariod INCUEEED | AWARD
HO. CONTEACT HO. MNAME & ADDEESS AND FHONE NO. VALUE From To IN FY 2009 TYPE
Inter-divisional/intercompany and FFP effortissued under flexibly priced prime contracts: Yes No_ X
SUBCONTERACT FRIME SUBCONTEACTORS | POINT OF CONTACT | SUBCONTRACT Parformancs Period INCUEEED | AWARD
NO. CONTRACT NO. NAME & ADDRESS | AND PHONE NO. VALUE From To INFY 2009 | TYPE

Note: Subject schedule is to provide identification of subcontracts vou have awarded to companies for which vou are the prime or
upper-tier contractor, including inter-divisional effort. This information is required at the pricing action level (e.g. delivery order,
CLIN) for all subcontract awards (e.g. cost-tyvpe, incentive contracts, T&MTLH, FFP etc.) issued under flexibly-priced and IDIQ prime

contracts.
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Figure 12. Model Incurred Cost Proposal, continued.
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X1 Z CORPORATION
ANYWHERE, USA

SULMDIARTY OF HOURS AND AMOUNTS ON TIME AND MATERIAL/LABOR HOUR CONTRACTS

FISCAL YEAR ENDED 3/31,2009

SCHEDULEEK

CONTRACT =H00022-06-D-0111 CONTERACT =F66777-07-D0112
COMNTERACT
LABOR
CATEGOEY TASKE 01 TASE 02 TASE 01
MOTE 1)
RATE HOURS AMIOUNT RATE HOURS | AMOUNT RATE HOURS | AMOUNT
{2 23 23

Program $25.00 100 52,300 [ 533.00 50 51,250 $22.50 100 2,250

Managar
Senior Enginear 20.00 100 2,000 17.50 100 1,750 17.50 100 1,750
Enginaar 15.00 200 3,000 12.50 100 1,250 16.00 30 800
Amnalwst 12.50 1400 1.250 2.50 10.00 20 200
Technical Tvpist 7.00 0 350 7.00 100 700 _ _
g EE a0 g E:_I: 2-?_-', 270 E'T. 000

IOTrAL
Matzrial Costs 51,000 5500 £750

Motz 3)
Travel (MNote 3) 382 421 171
GéA @ E.6% 118 19 19

Mot=4)
S10.600 S 56,000

Toral

CEILING

Explanatory Notes:

(1) Bepresents effort perfonmedby the company. Any subcontract effort should be identified separately.
(2) Bepresents rates specified n the contract, which may be higher orlower than actualrates incurred.
(3) Bepresents actual costsrecorded in the costrecords.

(4) G&A applied atthe claimed rate to Matenal and Travel Costs.
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Figure 12. Model Incurred Cost Proposal, continued.
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RYE COFPORATION
ANTWHERE, USA

FECOMNCILIATION OF TOTAL PAYFOLL PEF.IRS FORM 241TO TOTAL LABOFE. DISTRIEUTION

FIZCAL YEAF ENDED 3/31/20{%

SCHEDULE L

DESCFEIPTION EXPENRES PEF. &L
Dir=ct Labog $656, 824 Schadula H
Genorsl and Administrativa:
Wazas 00, 0T Bchadulz B
Holiday Wagas 2321 Schadulz B
“acation Wazes 5,812 Schadula B
Sick Leave QET Schedulz B
Porzomal Abssncs 1,082 Scheduls B
Orearhaad:
Wazzs 33,040 Scheduls C
Heliday Wazas 20,181 Schadula C
“acation 23,440 Schedula ©
Sick Leave 14,518 Schaduls C
Severance Pay (in full) 31.41% Scheduls C
Ooozpancy Wagas 23280 Schadulz D
Onpartimea Pramism 270
{included in CDCs)
TOTAL LABOF. SLE 0
DISTRIEBUTION
PEF. [F.5 FORMI 841
1™ Cruarter F12R 470
272 Cruartsr 2128 236
3% Quartsr 137,206
4= Qruarter 00, 167
Plus: Current Year Acoreal 15,128 Joumsl Entry =62
Lasz: Prior Yaar's Accresl 33,2143 Jowmal Entry =52
Othar Adjustments Q000 *
TOTAL PAYROLL RN

*Pafaranca the source for any

* items weadin thisz raconciliation.
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Figure 12. Model Incurred Cost Proposal, continued.

XYZ SCHEDULE M
CORPORATION
ANYWHERE, USA

LISTING OF DECISIONS, AGREEMENTS OR APPROVALS AFFECTING
DIRECTINDIFECT COST AND DESCRIPTION OF ACCOUNTING OR
ORGANIZATIONAL CHANGES
FISCAL YEAR ENDED 3/31/2009

A Decizons Agmeements or Approvals
1. Penzion Flan (Schedules B&C) reference ACO memomndum  of
negotiations (2008 Overhead) of August 10, 2008 which setz
forth pension plan rates, vacabon approvals, and certan

other matters.

2. Billing Rates. ACO letter of March 3, 2008 seting forth approved hilling
rates for FY 2000

3. Salary Approval. Ses ACO letter of June 19, 2008 approving salanes to top
management.

4. Ceiling Rates. Contract N0003905-C-0873 provides for a ceiling on

overhead and G&A rates of 30% and 10%, mspectvely. Our
claimed rates for FY 2009 are less than the ceiling mtes.

E. Accounting or Omganization Changes.
1. During the peried of January 2008, a mdirection of contract ND00G0-03-C-0013
occurred  The PCO dimcted us to siretch this program mfo the fulwre. This achon
necessitated a significant redoction in our staff. From a total of 25 full-tme empd ovees

on January 1, 2008, the staff was reduced to a total of 13 full-tme employees by May
30,2008,

2. Effective April 1, 2008, we deleted our secondary overhead pool for fringe benefit
expenses. We elected to charge the finge benefits sxpenses directly to the benefiting
owvethead pool. This change was made so that we could be more frecise m our finge
costs related to the wages and salanes of each pool. All fnnge costs of direct personnel
are charged to the overhead expense — Schedule C. We have made a study for the vear
under audit which mflects that there is no adverse cost impact on Government
contracts. That study iz available for your review.

3. Other than 1 and 2 above, we have no other major accounting or orgamzational
changes during the penod. However, we are currently considering adding a matenal
handling pool effective April 1, 2009. Our material and subcontmct effort has
increased significantty during the last vear and we feel that a pool of this mature is
appropriate. DCAA will be kept advised of our status and we will discuss this matter
with you during the andit of this claim.
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Figure 12. Model Incurred Cost Proposal, continued.

AYZCORPORATION SCHEDULE N
ANYWHEEE, U5A

CERTIFICATE OF FINAL INDIRECT COST35
FISCAL YEAR ENDED 3/31/2009

This iz to certifythat ] have mviewed this proposal to establish final indirect cost rates and to
the best of myknowledge and belie £

1. All costs included in this proposal, (1dentify proposal and date), to establish
final indirect cost mtes for (identify period covered by rate) are allowable in
accordance wath the cost principles of the FAR. and itz suprlements applicable
to the contracts to which the final indirect cost mtes wall apply; and

[

Thiz proposal dees not mclude any costs which are expressly unallowable
under apgicable cost principles of the FAR. orits supplements.

Firm:

Sigmahure:

MName of Certifiane Official:
Title:

Daatz of Exscufion:

MOTE: The Certificate of Final Indirect Costs 1= contained i FAR 522424

Az prescribed mn 42.703-2(f), insert the following clanse:

Certification of Final Indirect Coztz (Jan 1997)

@) The Contractor zhall —

(1) Certifvany proposal to establish or modify final indirect cost rates;

(2) Use the format in paragraph (c) of this clause to certify; and

(3) Hawve the cerfificate signed by an individual of the Contractor's ofgati zation
at a level no lower than a vice president or chief financial officer of the business
sepment of the Contractor that submits the proposzal.

(b} Failure by the Conftractor to submit a signed certificate, as described in this
clanse, may result in final indirect costs at rates unilatemally established by the
CO

() The certificate of final indirect costs shall mad a= follows: (z2e abowve)
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Figure 12. Model Incurred Cost Proposal, continued.

XYZ SCHEDULE O
CORPORATION
ANYWHERE,
USA
SCHEDULE OF CONTRACT CLOSDNG INFORMATION FOR THOSE CONTRACTS
FOR. WHICH WORK EFFORT WAS COMPLETED
DURDNG FISCAL YEAR ENDED 3/31/2008

Z0OM- Order Feady Contract Level of Effort Mates
TRACT Ha Performance Period Ta Ceiling Contract | Cumulative Hougs
NO Clase | Amonnt {2 Fz=
From Ta (1 3 Fequirsd | Acmal

Cast Type:
Snbcontraa 2716705 | 20728/09 Yes 31000000 | 560000 150040 | 14558
~Zlagk Inc
MOD060-40- 10014648 | 12/28/08 Yes 3750000 | 3112000 27,5040 | 28950
240813
Tims &
Alzterizl:
HO0022406 | 0001 TIL06 | 12731708 Tas 325,000
0111

Explanatory MNotes:

{13 Indicats wheathar the contract is ready to closs basad om dll information availshble. I the comtract is not
r=ady to closa {a.g. a contract modification iz bsing purswad, waiting for subcontract final billing), tha
r=aspns why should be statad in a footnota

{2) Provvida the ovarall contract ceiling amoumt, befors f2a, for the trpe of comtract.

3) Provide fee amount as provided by the contract. Include detzils of the fee computation for
2ll flexibly priced meentive fee and level of effort type contracts, zlong with the contract
modification used. m a foomote.
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Figure 12. Model Incurred Cost Proposal, continued.

CONTRACTOR DATA FORM

DCAAM 7641.90

[Fao: JcONTRACTOR:
|[FAO ASSIGNMENT #: |CEYE (Month and Year) :
|rupiTOR: |DATE RESULTS NEEDED BY:
CONTRACTOR DATA: #
SIC/NAICS CODE: CODE _ |DESCRIPTION YEAR  [SALES GOVT ADV _ |EMPLYS,
PRIMARY 20
[sEcoNDARY 20
EXECUTIVE DATA
CFY EXEC SALES | % TIME | BASE | BONUS |PENSION|HEALTH/| AUTO [DEFERREDY LTV VOL.  |CLAIMED
POSITION SCOPE | DIRECT | SALARY LIFE INS. COMP. | OTHER® | DELS. | COMP.

20 1

2

3

4

5

6

7

8

9
20 1

2

3

1

5

b

7

8

9

*Detail of "Other" compensation :

Mandmory data fields are shaded, Mandatory data includes assignment number, CFYE including both month and vear, primary SIC™AICS code, sales and material

compensation elements claimed. Mandatory data not provided may result in return of this form.

93

ENCLOSURE 6



Supplemental Schedula O

Figure 12. Model Incurred Cost Proposal, continued.

Contract Brief

(]

(]

in

. Contractor Mamea:

. Contract Mumbar

Contractor Tob Mo,

. Brisfad through
Mod Mo,
. Coontract CPFF ©C
Typa
TEM O
. Estimatad
Coat 3
Poried of
Parformancs

A, General Information

CPIF C CPAF
FPI O FFF
Eztimatad Faa

. Iz thiz a Subcontract?

. Primea

Contractor

Prima Contract Mo,

Adddrass

Point of Contact

Cooemizamt
DCAA Offics

You {Go to Ttem &) T

DCAAM 7641.90

Pagelofd

Dhata of Avwand:

FY Fumds:

Diatad

O C3 O CE O

O IDIg C Orthear O
(Spacifi)

Total Prica 5

Contract Typa

Mo {Go to Item ) T

Phon=
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Figure 12. Model Incurred Cost Proposal, continued.

9. Acguisition
Agancy

Page 2 ofd
Contract Brigf agedof

Addrazs:

Point of
Contact:

Phona

10. Administrativa
Contract Offica

Addrazz

Point of Contact:

Phona

DCAAM 7641.90

11. Procuremant Fagulations:
FarR [0 ©DFars O
12. Cost Accounting 5 tandards
{CAS)

13. Truth In Nemotiation Act
(TIHA)

MasA O Ot (Spedify)

Check All that Apply.

Idantifi the CAS clansss contsined in the contract.

FAR52230-1 B FAR 522302 H FAF. 52.230-3
FAF 522304 @0 FaAR352.230-5 O FAR 52.230-6

Identify the TINA clanse: contsined in the comtract.

FAR S

E
Ln

B2 b b b

FAR 3
FAF. 3

AR 51.215-12, =ffactive 101047 E
AR 52.215-13, effective 110097 £

Ba b b b

15-2
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Figure 12. Model Incurred Cost Proposal, continued.

Pag=3ofd
Contract Brief

14. Eamad Valua Manassment Idantify tha EVM and other reporting requirements contsinad in tha
(E¥hI)and Other Program  comtract.

hlmmazsment Svstem Eamad Valus hmmarsment (DFAFRS 252.234-T001, DFAFS
Faporting Fequiremeants 252242702, affective March 23, 20035) (|

Contract Performance Feeport {CPE) (DD Form 2734) of
aqivalant O

Cost/ Schadule States Faport (C/S5E) (DD Fom 2735) o
aqurivalant O

Contract Fund Status Raport {CFEE) (DD Fomm 1586) of
aquivalant |

Contractor Cost Data Fapert {CCDE) (DD Fomms 1821,
1921-1 amd 1921-2) of aguivalent |

15. Brisf Statement of Boops of
Wodk:

B. Contract Clanses and Special Provisions

16, Idemtify the contract clauses incorporatad by reforenca.

17. Ifthiz iz a Tims and Material {T&M) or fixad unit price contract,
gttaph the schaduls of nemotiated rates.

1B,  Ifthis is a cost sharing comtract, identify the terms of the cost

zhafing srangsmeant.
Y Ko

12, Dz the contract contain a level of effort clamss?

Ifvaz, idantify tha limitations spacifiad in the contract. | |
20. Dwes the contract contsin czilings on the indirsct rates?

Ifyas, identify the ceiling ratas {attach r=l=vant portions of the comtract). O O
21.  IzFacilities Capital Cost of Monsy (FCCM) allowabla on this contract? O O

(FAF. 52.215-30) (FAF. 52.215-16 =ffactive 1W1070T)
22, Dipes the contract contsin the FAR Panalty Clapsa {52.242-377 O |
23, Dz the contract contsin pracontract of cost allowsbility rastrictions?

Ifyas, idantify the relavant portions of the contract. | |
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Figure 12. Model Incurred Cost Proposal, continued.

DCAAM 7641.90

aged ofd
Contract Brigf’
Yos Ko
24, Dipes the contract contsin restrictions on overtima (FAR 52.222-277 | |
15 Dipeaz the contract contsin restrictions or spacial aguirements for
subcontracts? If vas, identify therelevant portions of the contract. | O
26 Idemtify any costs madae specifically unallowsble by the terms of the contract.
T Idantify any profit or faa provizions in the contract.
28 Idantify othar spacifl provizions limitations spacifiad in the contract.
C. Summary of Contract Modifications
hpdifcation Change m Total
Number Diate Fundmg Funding Cost ProfitFea| Total
Drigmal
Contract
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GLOSSARY

ABRREVATIONS AND ACRONYMS

ACO — Administrative Contracting Officer

AICPA — American Institute of Certified Public Accountants
B&P — Bid & Proposal

CAM — Contract Audit Manual (DCAA)

CAS — Cost Accounting Standard(s)

CO — Contracting Officer

CPA — Certified Public Accountant(s)

CPAF — Cost-Plus-Award-Fee (Contract)

CPFF — Cost-Plus-Fixed-Fee (Contract)

CPIF — Cost-Plus-Incentive-Fee (Contract)

DCAAM — Defense Contract Audit Agency Manual
DCMA — Defense Contract Management Agency
DFARS — Defense Federal Acquisition Regulation Supplement
DRD — Deputy Regional Director

ETC — Estimate to Complete (Cost)

FAR — Federal Acquisition Regulation

FFP — Firm-Fixed Price (Contract)

FPI — Fixed-Price Incentive (Contract)

FPR — Fixed-Price Redeterminable (Contract)
FPRA — Forward Pricing Rate Agreement(s)

FPRR — Forward Pricing Rate Recommendations

FY — Fiscal Year

G&A — General & Administrative (Expense)

GAAP — Generally Accepted Accounting Principles
GPO — Government Printing Office

GSA — General Services Administration

IR&D — Independent Research & Development (Cost)
IT — Information Technology

NASA — National Aeronautics and Space Administration
ODC — Other Direct Cost

OFPP — Office of Federal Procurement Policy (OMB)
OMB — Office of Management and Budget
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PCO
PL

RFP

SF

T&M
TCO

U.S.C.

WAWF

— Procuring Contracting Officer

— Public Law

— Request(s) for Proposal(s)

— Standard Form

— Time and Material (Contract)
— Termination Contracting Officer

— United States Code

— Wide Area Workflow
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[bookmark: _Toc1][bookmark: _TocPURPOSE]1.  PURPOSE.  This manual supersedes DCAA Pamphlet 7641.90, Information for Contractors, dated January 2005.  The manual is designed to assist contractors in understanding applicable requirements and to help ease the contract audit process.  It describes what contractors should expect when doing business with the U.S. Government and interacting with DCAA auditors.  The examples in this manual are presented to illustrate some of the more frequent requirements that contractors encounter when working with DCAA auditors, and in responding to the Government procurement and administrative process.  These examples are intended solely to provide better insight into the procurement process and should not be construed as uniform guides.  Nor should this manual be considered a substitute for the applicable rules and regulations, as not all requirements are contained herein.  Each contractor must tailor its responses to its individual situation.
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[bookmark: _TocENCLOSURE1_TITLE]INTRODUCTION TO THE DEFENSE CONTRACT AUDIT AGENCY (DCAA)





[bookmark: _TocENCLOSURE1_1]1.  DCAA History.  In December 1964, then Secretary of Defense Robert S. McNamara decided that DoD contract audits would be more effective and efficient if performed by a single organization.  Accordingly, the Defense Contract Audit Agency (DCAA) was established as a separate Agency of the Department of Defense, effective July 1965.



[bookmark: _TocENCLOSURE1_2]2.  DCAA Organization.



	a.  DCAA Organizational Overview.



	(1)  The Agency operates under the direction, authority, and control of the Under Secretary of Defense (Comptroller) (USD(C))/Chief Financial Officer (CFO).  The DCAA Director is a civilian selected by the Secretary of Defense.  Organizationally, DCAA includes a Headquarters, Field Detachment, and five regions: Central, Eastern, Mid-Atlantic, Northeastern, and Western (refer to Figure 1 for Regional Boundaries).  Within each region are resident and branch offices (refer to Figure 2 for DCAA organization chart).  Resident offices are established at large defense contractor locations, and branches are established in major metropolitan areas to audit all other contractors on a mobile basis.  Suboffices may be established at a geographic location distant from the main resident or branch office if a concentrated workload of audits exists.



	(2)  The DCAA Contract Audit Manual (DCAAM 7640.1), referred to as the "CAM,” prescribes auditing policies and procedures for personnel engaged in the performance of the DCAA mission.  The electronic version of the CAM is updated on a continual basis and represents the most current version.  Printed editions of the CAM are published once a year.  Copies of the printed edition of the CAM are available for purchase from the Superintendent of Documents, U.S. Government Printing Office (GPO), P.O. Box 979050, St. Louis, MO 63197-9000.  Refer to Order Processing Code *3509, Stock Number 708-077-00000-3, ISBN 0-16-010384-3.  The electronic version of the CAM and other DCAA documents are located under Publications at www.DCAA.mil.



	(3)  Current audit guidance (not incorporated into CAM) are available on DCAA’s web site at www.DCAA.mil.



	(4)  Other acquisition reference materials can be found on the Defense Acquisition University’s (DAU’s) Acquisition, Technology and Logistics’ Knowledge Sharing System (AKSS) web site at https://dap.dau.mil/Pages/Default.aspx.



	b.  Field Audit Office Organization.



	(1)  Whether the Field Audit Office (FAO) is a resident or branch, with or without suboffices, the office is led by a manager and the office is organized into teams.  Each team is led by a supervisory auditor who supervises a number of auditors.  Field audit offices may also have one or several assigned technical specialists.  Technical specialists are subject matter experts available to assist the audit teams as the need arises.  A contractor will most likely have direct contact primarily with the audit team.  Should questions arise during the audit, the contractor may elevate its concerns to the FAO manager, Regional Audit Manager (RAM), or Deputy Regional Director (DRD).



	(2)  A supervisor’s responsibilities may be assigned on the basis of:  (1) contractor, (2) location, or (3) audit function (i.e., one supervisor may be responsible for evaluating all proposals for several contractors).  This means that a contractor may see one or several auditors, depending upon the timing and/or type of audit(s) being conducted.



[bookmark: _TocENCLOSURE1_3]3.  DCAA Responsibilities and Duties.



	a.  While serving the public interest as its primary customer, DCAA performs all necessary contract audits for the Department of Defense and provides accounting and financial advisory services regarding contracts and subcontracts to all DoD Components responsible for procurement and contract administration.  DCAA provides these services in connection with negotiation, administration, and settlement of contracts and subcontracts to ensure taxpayer dollars are spent on fair and reasonable contract prices. DCAA also provides contract audit services to other Federal agencies as appropriate



	b.  DCAA furnishes professional accounting and financial advice to Government procurement personnel at all points of the procurement process including: (1) pre-negotiation, (2) negotiation, (3) administration, and (4) settlement (contract closing).



	c.  By Reference, DoD Instruction 7600.2, Audit Policies, incorporates the Generally Accepted Government Auditing Standards (GAGAS). These standards, commonly referred to as the “Yellow Book” are developed and published by the Comptroller General and incorporate certain standards from the American Institute of Certified Public Accountants (AICPA).  For the attestation engagements DCAA performs, GAGAS incorporates the general standards on criteria, fieldwork and reporting standards and the related Statement on Standards for Attestation Engagements.  These standards and guidance are applicable to DCAA for all audits of funds received by contractors, nonprofit organizations, and other external organizations.



	d.  The Federal Acquisition Regulation (FAR) is the primary regulation for use by most Federal agencies in their acquisition of supplies and services with appropriated funds.  The FAR, together with agency supplemental regulations (e.g., the Department of Defense Federal Acquisition Regulation Supplement [DFARS], which applies to all Defense components), Cost Accounting Standards (CAS), as well as specific contractual provisions, should be the primary guidelines for contractors’ conduct in administering contracts.  The FAR, DFARS and other agency supplements, and CAS can be found in Title 48 of the Code of Federal Regulations (CFR) which is normally available in the reference section of most major public libraries.  FAR and DFARS can also be found on the DAU’s AKSS at https://dap.dau.mil/Pages/Default.aspx.



[bookmark: _TocENCLOSURE1_4]4.  DCAA General Audit Interests.



	a.  DCAA is concerned with identifying and evaluating all activities that either contribute to, or have an impact on, proposed or incurred costs of Government contracts.



	b.  DCAA evaluates contractors' financial policies, procedures, and internal controls.



	c.  DCAA also performs audits that identify opportunities for contractors to reduce or avoid costs (operations audits).





[bookmark: _TocENCLOSURE1_5]5.  DCAA Major Areas of Emphasis.



	a.  DCAA's major areas of emphasis include:  (1) business systems, (2) management policies and procedures, (3) accuracy and reasonableness of contractors’ forward pricing and incurred cost representations, (4) adequacy and reliability of records and accounting systems, and (5) contractor compliance with contractual provisions having accounting or financial significance such as the Cost Principles (FAR Part 31), the Cost Accounting Standards (CAS) Clause (FAR 52.230-2), and the clauses pertaining to the Truth in Negotiations Act (TINA) (FAR 52.215-10, -11, -12, and -13).



	b.  DCAA’s audits are generally limited to pricing actions and contracts that fall under FAR Part 15, Contracting by Negotiation.  The extent of DCAA's involvement is determined by the type of contract that will be awarded.  Generally, most DCAA efforts on firm-fixed price type contracts take place during the proposal stage rather than in the incurred cost stage.  The reverse is true for cost reimbursable contracts.  The allowable costs properly included in the final pricing of flexibly priced contracts are generally determined after they are incurred and audited.  For additional details on the types of Government contracts reference FAR Part 16.



[bookmark: _TocENCLOSURE1_6]6.  Contractor Records Retention.



	a.  DCAA performs all needed contract audits through evaluation of contractor records.  FAR Subpart 4.7 generally describes records retention requirements.  Specific retention periods for the differing types of records are addressed as well as how to calculate the retention periods.  The full text of the Federal Acquisition Regulation (FAR) and Defense Federal Acquisition Regulation Supplement (DFARS) is available on the Defense Acquisition University’s Acquisition Knowledge Sharing System at https://dap.dau.mil/Pages/Default.aspx



	b.  Subpart 4.7 requires contractors to make available records, which includes books, documents, accounting procedures and practices, and other data, regardless of type and regardless of whether such items are in written form, in the form of computer data, or in any other form, and other supporting evidence to satisfy contract negotiation, administration, and audit requirements of the contracting agencies and the Comptroller General.



	c.  This subpart applies to records generated under contracts that contain one of the following clauses:



	(1)  Audit and Records-Sealed Bidding (52.214-26).



	(2)  Audit and Records-Negotiation (52.215-2).



[bookmark: _TocENCLOSURE1_7]7.  Other Information.



	a. The Department of Defense has mandated that defense agencies move towards a paperless environment (Management Reform Memorandum #2, dated May 21, 1997).  Accordingly, DCAA auditors are required to obtain and develop their audit documentation electronically in order to capture the efficiencies that Information Technology (IT) offers us.  This necessitates obtaining source information in an electronic format.  Therefore, contractors are encouraged to submit information electronically.  Submitting information electronically will aid in reducing disruption to your staff during the audit, allow you to transmit information instantaneously, increase the accuracy of submissions and updates, automatically record events for later retrieval, and increase the overall productivity of all involved in the procurement cycle.



	b. All inquiries for additional information should be directed to the local DCAA field audit office, the address and telephone number of which can be found using the Audit Office Locator on the DCAA public web site at http://www.DCAA.mil.  The contractor’s business location where the accounting records are maintained should be used for determining the appropriate DCAA office.  If assistance is needed in determining the cognizant DCAA office, contractors may call DCAA Headquarters at (703) 767-3274.



	c. Individuals having concerns or suggestions about the contract audit process should first bring these to local DCAA management's attention.  Concerns not resolved at the local level should be elevated to the DCAA regional office.  Each Deputy Regional Director (DRD) serves as the DCAA Director's primary regional point of contact to work with a company in resolving issues that cannot be settled at the local level.  The DRDs may be contacted at the following numbers:



[bookmark: _TocTABLE1]Table 1.  Regional Telephone Numbers.



		Region

		Telephone Number



		Central Region (Irving, TX)

		(972) 753-2513



		Eastern Region (Smyrna, GA)

		(770) 319-4400



		Mid-Atlantic Region (Philadelphia, PA)

		(215) 597-7453



		Northeastern Region (Lowell, MA)

		(978) 551-9710



		Western Region (La Mirada, CA)

		(714) 228-7003








	d. DCAA encourages the use of this manual by all individuals interested in increasing their knowledge of audits by the Defense Contract Audit Agency.  User comments and suggestions are welcome.  All such correspondence should be addressed to:



Defense Contract Audit Agency

ATTN:  Publications and Systems Division (PPS)

8725 John J. Kingman Rd., Suite 2135

Fort Belvoir, VA  22060-6219

(703)  767-3234 (FAX)

e-mail:  DCAA-PPS@DCAA.mil





[bookmark: _TocFIGURE1]Figure 1.  Regional Boundaries.
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Western Region includes Alaska, Hawaii, the Pacific and the Far East

Eastern Region includes the Caribbean, Central and South America

Northeast Region includes Africa, Europe, the Middle East, and Afghanistan
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Figure 2.  Defense Contract Audit Agency Organizational Chart.
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[bookmark: _TocENCLOSURE2_TITLE]PREAWARD SURVEYS OF PROSPECTIVE CONTRACTOR ACCOUNTING SYSTEMS





[bookmark: _TocENCLOSURE2_1]1.  Preaward Survey Overview.  A preaward survey is an evaluation, usually made by the cognizant contract administration office, of a prospective contractor's ability to perform a proposed contract.  Such surveys may cover technical, production, quality assurance, financial capability, accounting system, and other considerations.  Normally, DCAA may be requested to furnish information regarding the adequacy of the contractor’s accounting system to accumulate the type of cost information required by the contract.



[bookmark: _TocENCLOSURE2_2]2.  Financial Condition Risk Assessments.  Financial condition risk assessments or financial capability audits are performed to determine if the contractor is financially capable of performing on Government contracts.  These risk assessments/analysis are generally conducted by the Defense Contract Management Agency (DCMA).  DCAA may perform these services at the request of DCMA when there are unique circumstances requiring DCAA audit assistance.  However, DCAA will, in all audit situations, be alert to conditions which may indicate unfavorable or adverse financial conditions or other circumstances which could impede a contractor’s ability to perform on Government contracts.  If indicators of financial distress are identified, the auditor will inform the Contracting Officer (CO) immediately.



[bookmark: _TocENCLOSURE2_3]3.  Accounting System.



	a. Accounting System Surveys – General.



	(1)  Prior to the contracting officer requesting a DCAA audit of your accounting system, the contracting officer will ask you to complete the “Preaward Survey of Prospective Accounting System Checklist” (http://www.DCAA.mil/Preaward_Survey_of_Prospective_Contractor_Accounting_System_Checklist.pdf).  The checklist provides documentation to the auditor on how your accounting system meets the criteria in the SF 1408, Preaward Survey of Prospective Contractor Accounting System.  The contracting officer will provide the checklist to DCAA when they request an audit of your accounting system.



	(2)  The preaward accounting system survey is an examination before contract award to determine the acceptability of a contractor's accounting system for accumulating costs under a prospective Government contract.  The audit scope should be limited to obtaining an understanding of the design of the prospective accounting system so as to appropriately complete the SF 1408, “Preaward Survey of Prospective Contractor Accounting System” (see Figure 3 and refer to paragraph b below for additional discussion), and those procedures essential to reach an informed opinion as to whether or not the design of the prospective accounting system is acceptable for accumulating costs under a Government contract and has the ability to generate the specific cost information required under the anticipated contract.



	(3)  Contractors should recognize that an operable accounting system that is under general ledger control is of paramount importance when performing Government contracts.  However, prospective contractors may have no work that requires the same type of accounting system required for Government work.  A prospective contractor may not want to install a new, more detailed accounting system unless awarded a contract.  In this case, if the potential Government contractor anticipates a contract award, it must have developed a system that is operable, though not necessarily in use.  It must be in a position to demonstrate this new system to the auditor and be ready to implement the system prior to incurring any costs on the Government contract.



	(4)  If the auditor determines the accounting system is not acceptable for accumulating costs under a prospective Government contract, the auditor will promptly notify both the contractor and the procurement official of the deficiencies, and will usually identify recommendations for correcting the deficiencies.  DCAA will not develop the new system, since this is the contractor's responsibility.  Once the required corrective actions have been taken by the contractor to correct the deficiencies, DCAA, if requested by the CO, will perform a follow-up audit of the revised system and/or corrected deficiencies.



	(5)  An accounting system audit may be performed after contract award.  The major objective is to determine if the contractor’s accounting system is adequate for accumulating and billing costs on Government contracts.  It is usually performed at the request of the CO when (1) a follow-up to a preaward survey is recommended, or (2) a preaward survey was not conducted prior to contract award, and the CO determines that an audit is now required to support contract requirements.  Auditors may self-initiate a post contract award accounting system audit based on audit risk at a contractor location.



	b. Detailed Provisions of SF 1408 (Reference Figure 3, Page 2 of 2).



	(1)  Proper segregation of direct costs from indirect costs.  DCAA will review the accounting system to determine if direct costs are segregated from indirect costs.  Direct costs are defined in FAR 31.202 as any cost that can be identified specifically with a particular final cost objective (e.g., a contract).  An example would be labor specifically identified to the contract or materials purchased specifically for the contract.  At times, contractors may find it impractical to identify costs specifically to a contract.  FAR 31.202 states that a direct cost can be treated as an indirect cost if the dollar amount is minor, it is treated the same way for all contracts in a contractor's accounting system, and that treatment produces substantially the same results as treating the cost as a direct cost.  Indirect costs are defined in FAR 31.203 as any cost not directly identified with a single, final cost objective, but identified with two or more final cost objectives or an intermediate cost objective.  An example of an indirect cost would be the lighting in a manufacturing area that houses the work of several contracts.  The lighting benefits all contracts, but cannot practically be identified to a specific contract.  These types of costs are normally placed in an overhead or General and Administrative (G&A) expense pool and allocated to contracts on some equitable basis.  The cost accounting system must identify what costs are considered direct and what costs are considered indirect.  Once these criteria are defined, they must be consistently applied.



	(2)  Identification and accumulation of direct costs by contract.  DCAA will determine if the accounting system can accumulate costs by contract (commonly referred to as a job order cost accounting system).



	(3)  A logical and consistent method for the allocation of indirect costs to intermediate and final cost objectives.  DCAA will determine if indirect costs are allocated to cost objectives based upon relative benefits received or other equitable relationship, as required by FAR 31-201-4, "Determining allocability," and FAR 31-203, "Indirect costs."  Fundamentally, this means that a cost may not be allocated as an indirect cost to a final cost objective if other costs incurred for the same purpose have been included as direct costs of that or any other cost objective.  For example, if a contractor wishes to perform a contract that requires three firemen on 24-hour duty at a fixed-post to provide protection against damage to highly flammable materials used on the contract, but the contractor already has a firefighting force for general protection of the plant, which is treated as an indirect cost and allocated to all contracts, the contractor may charge the cost of three of the post firemen directly to the particular contract requiring them.  In this example, the contractor may also allocate a portion of the remaining cost of the general firefighting force to the same contract only if the separate classes of firemen can be shown to serve different purposes consistently (that is: (a) costs charged directly to the contract are only costs of three contract-required firemen at a fixed post who are protecting contract materials, and (b) no costs of these firemen are ever included in the indirect cost pool).



	(4)  Accumulation of costs under general ledger control.  DCAA will determine if the job cost ledger and other books of account can be reconciled with the general ledger, and that the company accounting system is controlled by the general ledger.



	(5)  A timekeeping system that identifies employees' labor by intermediate or final cost objectives.  DCAA will determine whether a contractor's timekeeping system has the ability to track employees' time spent on each work activity.  (See Section 2-302 for further information on timekeeping procedures and controls.)



	(6)  A labor distribution system that charges direct and indirect labor to the appropriate cost objectives.  This is interconnected with the discussion of timekeeping.  Once an employee's time is segregated as described in paragraph 2-301.2e, the costs must be allocated to the appropriate cost objective(s).



	(7)  Interim (at least monthly) determination of costs charged to a contract through routine posting to books of account.  DCAA will determine if the accounting system produces appropriate reports that show the results of charges to contracts.  These reports should be produced at least monthly.



	(8)  Exclusion from costs charged to Government contracts of amounts that are not allowable pursuant to FAR Part 31, Contract Cost Principles and Procedures, or other contract provisions.  The FAR identifies some costs as expressly unallowable: e.g., bad debts (FAR 31.205-3); contingencies (FAR 31.205-7); contributions or donations (FAR 31-205-8); and entertainment (FAR 31.205-14), and requires that they be excluded from proposals and billings.  Costs mutually agreed to be unallowable between the contractor and the CO also may not be proposed or billed.  DCAA will determine if the accounting system identifies these unallowable costs and segregates them in the books and records (or on some alternate acceptable informal basis that readily reconciles with the books and records).  While these costs may be legitimate business expenses, they will not be accepted by the U.S. Government as allowable contract costs.  FAR 42.709 authorizes CO to assess a penalty if a contractor claims an expressly unallowable cost in (1) the final indirect cost rate proposal or (2) the final statement of costs incurred or estimated to be incurred under a fixed-price incentive contract.



	(9)  Identification of costs by contract line item and units (as if each unit or line item was a separate contract) if required by the proposed contract.  Some contracts require that the cost of certain items be readily identifiable.  In such cases, DCAA will review a contractor's accounting system to determine if a contractor can comply with such requirements.



	(10)  Segregation of preproduction costs from production costs.  DCAA will review a contractor's accounting system to determine that the costs can be identified in this manner.
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	a. Timekeeping Procedures.  Timekeeping procedures and controls on labor charges are areas of utmost concern.  Unlike other costs, labor is not supported by external documentation or physical evidence to provide an independent check or balance.  The key link in any sound labor time charging system is the individual employee.  It is critical to labor charging internal control systems that management indoctrinates employees on their independent responsibility for accurately recording time charges.  This is the single most important feature management can emphasize in recognizing its responsibility to owners, creditors, and customers to guard against fraud and waste in the labor charging function.  To be effective, the internal controls over labor charging should meet the following criteria:



	(1)  There should be a segregation of responsibilities for labor-related activities; for example, the responsibility for timekeeping and payroll accounting should be separated.  In addition, supervisors who are accountable for meeting contract budgets should not have the opportunity to initiate employee time charges.  It is recognized that, for a very small company, this type of segregation may not be possible, whereas for a larger company, this type of segregation would be required in order to have good internal controls over labor costs.



	(a)  Procedures must be evident, clear-cut, and reasonable so there is no confusion concerning the reason for controls or misunderstanding as to what is and what is not permissible.



	(b)  Maintenance of controls must be continually verified and violations must be remedied through prompt and effective action, which serves as a deterrent to prospective violations.



	(2)  Individual employees must be constantly, although unobtrusively, made aware of controls that act as an effective deterrent against violations.  Many businesses accomplish this by emphasizing the importance of timesheet preparation in staff meetings, employee orientation, and through the posting of signs throughout the workplace that remind employees of the importance of accurate and current timesheets.



	b. Timesheet Preparation.  Detailed instructions for timesheet preparation should be established through a timekeeping manual and/or company procedure.  Those Instructions should indicate that the employee is personally responsible for:



	(1)  Recording his/her time on a daily basis.



	(2)  Recording time on the timesheet



	(3)  The correct distribution of time by project numbers, contract number or name, or other identifiers for a particular assignment.  To ensure accuracy, a listing of project numbers and their descriptions should be provided to the employee and maintained in the work authorization system electronically or in a hard copy for the employee to refer to it as needed.



	(4)  Changes to the timesheet.  Procedures should be in place that identify the original time charge, the corrected time charge, and documentation from the employee indicating his/her concurrence with the change.



	(5)  Recording all hours worked whether they are paid or not.  This is necessary because labor costs and associated overheads are affected by total hours worked, not just paid hours worked.  Therefore, labor rate computations and labor overhead costs should reflect all hours worked.  Unpaid hours worked are termed "uncompensated overtime."  Solicitations over the simplified acquisition threshold contain the provision at FAR 52.237-10, Identification of Uncompensated Overtime, which details disclosure requirements for uncompensated overtime.



	(6)  Certifying the hours on the timesheet reflect the hours worked and the appropriate cost objective at the end of each work period.



	c. Recommended Timekeeping Policy.



	(1)  The supervisor should approve and cosign, all timesheets.



	(2)  The supervisor is prohibited from completing an employee's timesheet unless the employee is absent for a prolonged period of time on some form of authorized leave.  If the employee is on travel status, the supervisor for the employee may prepare a timesheet.  Upon his or her return, the employee should turn in his/her timesheet and attach it to the one prepared by the supervisor.



	(3)  The guidance should state that the nature of the work determines the proper distribution of time, not availability of funding, type of contract, or other factors.



	(4)  The company policy should state that the accurate and complete preparation of timesheet the employee's responsibility.  Careless or improper preparation may lead to disciplinary actions under company policies, as well as applicable Federal statutes.



	d. Labor Floor Checks or Interviews. DCAA auditors periodically perform physical observations of work areas and interviews of employees to determine if:  (1) employees are actually at work, (2) employees are performing in their assigned job classification, and (3) employee time is charged to the appropriate job or indirect account.  These types of audits are referred to as labor floor checks or interviews.  DCAA will perform unannounced floor checks to determine the adequacy and accuracy of the timekeeping system for reimbursement of labor costs under cost reimbursable, time and material (T&M), and labor hour contracts.



	e. Penalties for Labor Mischarging.



	(1)  The manipulation of charges to a contract may be subject to criminal charges under 18 United States Code (U.S.C.) 1001.



	(2)  Subject to the facts surrounding participation, the following individuals can be held liable for the violation:



	(a)  Employees who fill in and sign the timesheets with the false information.



	(b)  Supervisors who approve the timesheets with the knowledge that they contain the false information.



	(c)  Managers and officers who know those facts and make the claim anyway by submitting the invoice based upon the false timesheet.



	(d)  The company, in a case where the falsification is known by individuals who submit or who have authority to submit or disapprove the submission of invoices, or who are of a sufficiently high enough level in the company that the court will impute their knowledge to the corporation.



	(3)  There does not have to be a direct contractual relationship between the Government and the employee who submitted the false timesheet for the employee to be liable.  A person may be liable even though he or she did not submit the fraudulent claim presented to the U.S. Government.




















Figure 3.  Preaward Survey of Prospective Contractor Accounting System (SF 1408).
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Figure 3.  Preaward Survey of Prospective Contractor Accounting System (SF 1408), continued.
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[bookmark: _TocENCLOSURE3_1]1.  Requirements for Submission.



	a.  Prior to submitting your proposal to the contracting officer, you should perform a self assessment of the adequacy of your proposal using the Adequacy of a Contractor’s Pricing Proposal Checklist (http://www.DCAA.mil/Adequacy.pdf).



	b.  Cost or Pricing Data Required: The Truth in Negotiations Act (TINA) requires contractors to submit cost or pricing data if the procurement is above the TINA threshold ($700,000) and none of the exceptions to cost or pricing data requirements applies.  Under TINA, the CO obtains accurate, complete and current data from the contractor to establish a fair and reasonable price (FAR 15.403).



	c.  C O may require: (1) proposal submission of cost or pricing data in the format prescribed in FAR 15.408, Table 15-2, (2) specify an alternative format, or (3) permit submission in the contractor’s own format.  FAR 15.408, Table 15-2, provides instructions on preparing a proposal, the supporting documentation required, and other information when cost or pricing data are required.  An example of a completed proposal cover sheet (the first page of the proposal) as required by FAR 15.408, Table 15-2, and the associated proposal support, are found in the price proposal model (paragraph 3-501 and at Figure 4).  It is extremely important to prepare proposals in accordance with these instructions unless the CO specified an alternate format or approved the contractor’s own format.  FAR 15.408, Table 15-2, I.  General Instructions, requires that specific information appear on the first page of the proposal.



	d.  Information Other Than Cost or Pricing Data Required:  Even when an exception to cost or pricing data applies (FAR 15.403-1), the CO is still required to establish a fair and reasonable price.  In order to make this determination the CO may require information other than cost or pricing data, including information related to prices and cost information that would otherwise be defined as cost or pricing data if certified.  Obtaining sufficient data or information from the contractor is particularly critical in situations where an item is determined to be a commercial item in accordance with FAR 2.101 and the contract is being awarded on a sole source basis.  Information other than cost or pricing data may be submitted in the offeror’s own format, unless the CO decides that use of a specific format is essential and the format has been described in the solicitation (FAR 15.403-5(b)(2).  When DCAA is asked to audit information other than cost or pricing data, the scope of the engagement will vary.  DCAA participation and the amount of support provided will be at the discretion of the CO.  Since the audit process will vary, it is not practical to describe the possible scenarios.  Therefore, a discussion of the audit of cost or pricing data will be used to provide an understanding of the full audit process.



[bookmark: _TocENCLOSURE3_2]2.  DCAA Forward Pricing Services.  DCAA provides a number of forward pricing services to meet the needs of COs from requests for specific rate and cost data, to a full proposal audit.  When DCAA comes in to audit, the auditor will let the contractor know the scope of their audit.

[bookmark: _TocENCLOSURE3_3]3.  DCAA Audit.



	a.  The auditor initiates an audit when the Procuring Contracting Officer (PCO) or the Administrative Contracting Officer (ACO) submits a request to the cognizant DCAA office.  The auditor will identify the type of data required of the contractor and review the proposal package for adequacy.  DCAA will then contact a company representative and coordinate with the contractor to obtain a walk-through of the proposal to gain an understanding of the basis of the proposal and related supporting documentation.



	b.  The actual audit time at a contractor location will vary depending on the size and complexity of the audit and availability of data.  The auditor will first review the contractor's proposal assertions to determine if it has been adequately prepared (in accordance with the instructions in FAR 15.408, Table 15-2 or the format specified by the CO).  If the proposal has not been adequately prepared, the auditor will recommend to the PCO/ACO that the proposal be returned to the contractor without audit until such time as an adequate proposal is received.  If the proposal is adequate, the auditor will proceed with the audit.



	c.  The responsibility for providing adequate supporting data lies solely with the contractor.  The contractor bears the burden of proof in establishing reasonableness of proposed costs; therefore, it is in the contractor’s best interest to submit a fully supportable and well-prepared cost proposal.  The basis and rationale for all proposed costs should be provided as part of the proposal so that the government can place reliance on the information as current, complete, and accurate.



	d.  When an auditor requests supporting documentation from a contractor (either verbally or in writing), the request will clearly state what support is needed and when it should be provided.  The contractor will be provided a reasonable time period to provide the data given the specific circumstances.  Generally, documentation supporting the contractor’s assertion (e.g., the contractor’s proposal) should be readily available.  Unless the request requires analysis by the contractor or there are extenuating circumstances (e.g., the request is for a voluminous amount of data or for data stored at an offsite location), the contractor should provide the documentation upon request.  Support includes access to personnel, in addition to the documentation/data supporting the contractor’s assertion (e.g., cost records, policies and procedures, management reports).  Auditors will generally need to obtain supporting documentation directly from the person responsible for the information.



[bookmark: OLE_LINK1][bookmark: OLE_LINK2]	e.  If the contractor does not provide the requested information by the requested due date, and the contractor has not provided an appropriate explanation for the delay, the auditor will prepare a formal written request to the appropriate high-level contractor management official stating that the information must be provided by a specific date (not to exceed one week) with a copy to the CO.  This written request is normally initiated as soon as the due date is missed.  If the information, or an appropriate explanation for the delay, is not provided within one week, the auditor will notify the contractor that a formal denial of access to records exists and is being reported to appropriate Government personnel.



	f.  Also, whenever possible, the proposal and supporting data should be provided in an electronic format unless there are extenuating circumstances, in which case the contractor should explain the reasons that the data cannot be furnished digitally.



	g.  When the price of a contract or contract modification exceeds $700,000 and is to be negotiated on the basis of cost or pricing data (e.g., historical accounting data, purchase orders, etc.), the contractor is required to certify that the data in support of its proposal are accurate, complete, and current (refer to FAR 15.403-4).  In addition, FAR 15.404-1(c)(2)(iv) states that cost analysis also shall include appropriate verification that the offeror's cost submissions are in accordance with contract cost principles and, when applicable, the CAS.  FAR 31.201-2 states that the factors to be considered in determining whether a cost is allowable include the following:  (i) reasonableness, (ii) allocability, (iii) standards promulgated by the Cost Accounting Standards Board (CASB), if applicable, otherwise, generally accepted accounting principles and practices appropriate to the particular circumstances, (iv) terms of the contract, and (v) any limitations set forth in this subpart of FAR.



	h.  Upon completion of the audit, the auditor will hold an exit conference with a designated company representative.  The exit conference will address all factual aspects of the proposal audit.  If exceptions are taken to the judgmental aspects of the proposal, the auditor will not disclose detailed conclusions relative to the reasons or amounts that may be questioned.  These judgmental differences are subject to negotiation by the CO.



[bookmark: _TocENCLOSURE3_4]4.  Examples of Data That DCAA May Request.



	a.  In order for DCAA to perform an evaluation, and to provide a timely, adequate, and fair evaluation of the contractor's proposal, the contractor should have available detailed schedules of the labor and overhead rates used in the proposal.  The schedules should show computations and tie into the existing accounting system.  The schedules should also present the historical data, the rationale used in deriving future projections, and exclude all unallowable costs (refer to paragraph 2-301.2h and FAR 31.201 6).  Further, the accounting method used in estimating proposed costs should be the same as the method used to accumulate costs.



	b.  Examples of the type of data DCAA may request to support the contractor’s assertions in its proposal may include:



	(1)  The basis of proposed labor rates and classifications including any proposed escalation factors.



	(a)  DCAA will want to understand how proposed labor rates were estimated and will need to audit any data that support these estimates.



	(b)  DCAA will want to understand and evaluate the basis of labor categories (labor grades) proposed and the hours assigned to each labor category.



	(2)  The basis of proposed labor hours, including staff-loading charts, comparisons of proposed hours to experienced hours for the production of similar items; and any learning curve applications.



	(3)  The basis of proposed material costs.  This support should include a consolidated priced summary of individual material quantities included in the various tasks, orders, or contract line items being proposed and the basis for pricing (vendor quotes, invoice prices, competitive bids, etc.).  Include raw materials, parts, components, assemblies, and services to be produced or performed by others.  For all items proposed, identify the item and show the source, quantity, and price.



	(4)  The basis of proposed subcontract costs.  Include documented support of the prime contractor’s price analyses of all subcontractor proposals.  In addition, if cost or pricing data is required per FAR 15.403-4 and not otherwise exempt, in accordance with FAR 15.403-1(b), submit the subcontractor’s cost or pricing data as part of your own cost or pricing data, as well as your analyses of the subcontractor’s cost or pricing data.



	(5)  Data showing the degree of competition and the basis for establishing the source and reasonableness of price for acquisitions (such as subcontracts, purchase orders, material order, etc.) exceeding, or expected to exceed, the appropriate threshold set forth at FAR 15.403-4 priced on the basis of adequate price competition.



	(6)  Explanation of the pricing method for interorganizational transfers priced at other than the cost of comparable competitive commercial work of the division, subsidiary, or affiliate of the contractor.



	(7)  The basis of the proposed indirect expense rates including overhead, general and administrative, material handling, and fringe benefits.  Cost associated with direct and/or indirect rates are generally a very significant portion of the proposal.  Required support for all companies is at least the current year detailed operating budget and a long range forecast/strategic plan covering all the periods of performance.  The operating budget should be at the departments/pool level with expense item detail supporting anticipated contract performance.  The budget should detail indirect expenses and show the relationship of direct labor (or other indirect expense allocation bases) to sales projections.  Support also includes comparisons by year of projected overhead expenses by account to prior years’ incurred amounts.  Out-year projections should be supported by the contractor’s analysis of the impact on its rates based on its long range forecast/strategic plan.



	(8)  The contractor is responsible for justifying and fully supporting all items in the proposal so that the audit will not be prolonged or negotiations delayed.  All significant problems related to factual aspects of the proposal will be fully discussed with the company's representative.  The auditor is required to notify the CO of unsupported costs and to explain what is needed from the contractor to support the costs.  Unsupported costs are those items for which the contractor does not furnish sufficient documentation to enable the auditor to reach a definitive conclusion.  The CO generally will request the contractor to develop appropriate support for any estimates upon which DCAA cannot develop an adequate audit opinion.



	(9)  Data requested by DCAA to evaluate information other than cost or pricing data will be based on the DCAA assistance requested by the CO and the type of information (other than cost or pricing data) the contractor has submitted.  When the CO requests that the auditor perform an examination of a proposal supported by cost information (other than cost or pricing data), then the auditor will request the type of data described in paragraphs a. through e.  If the CO has requested that the auditor perform specific procedures on submitted cost information, paragraphs a. through e. above give an idea of the types of data that could be requested on a limited basis depending on the circumstances of the procurement and the cost information submitted by the contractor.



	(10)  Sometimes, the auditor may be asked to assist the CO in making his/her determination as to whether an item meets the commercial item definition in FAR 2.101 and/or as to whether the price is reasonable.  Examples of data that may be requested when assisting a CO in evaluating offered commercial items include:



	(a)  Source documents supporting sales history, quantities, and prices;



	(b)  Documents identifying special terms and conditions;



	(c)  Documents identifying customarily offered discounts for an item;



	(d)  Sources of financial data such as surveys, financial studies, etc.;



	(e)  Catalogs and price lists;



	(f)  Historical data for an item previously not determined commercial that the offeror is now trying to qualify as a commercial item; or



	(g)  Information other than cost or pricing data as discussed in f. above.



[bookmark: _TocENCLOSURE3_5]5.  Model Proposal - Advanced Tank Technologies (ATT).  Background information, similar to the following, should be provided:



	a.  ATT was incorporated in the State of Maryland in 1985.  ATT is a research and development concern specializing in engineering feasibility studies and surface vehicle design.  In 1995, ATT developed a small manufacturing capability that enables it to manufacture prototypes of its basic designs.  ATT had to borrow funds from a local lending institution to establish this capability.  ATT provides services primarily to major DoD contractors on a firm-fixed price (FFP) basis.



	b.  This procurement, solicited by Request for Proposal (RFP) number DAAH01-09-R-0001, calls for the production of 50 prototypes of a new heavy-duty shock absorber.  ATT designed this part under another Army contract for the Armored Personnel Carrier Program.



[bookmark: _Toc419870706][bookmark: _Toc498840883][bookmark: _Toc535309565]	c.  The period of performance is February 28, 2010 to September 30, 2012.

Figure 4.  Model Proposal.
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Figure 4.  Model Proposal, continued.
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Figure 4.  Model Proposal, continued.
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Figure 4.  Model Proposal, continued.
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Figure 4.  Model Proposal, continued.
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Figure 4.  Model Proposal, continued.
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Figure 4.  Model Proposal, continued.
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Figure 4.  Model Proposal, continued.
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Figure 4.  Model Proposal, continued.
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[bookmark: _TocENCLOSURE3_6]6.  Negotiations.  In the process of negotiating the contract terms and price, the PCO or ACO will meet with the contractor.  Depending upon the significance and complexity of the procurement, this meeting may be face to face or by telephone.  The PCO or ACO is assisted in the negotiations by the auditor’s report.  The auditor may also attend negotiation meetings to provide support to the PCO or ACO.



[bookmark: _TocENCLOSURE3_7]7.  Truth in Negotiations Act (TINA).



	a.  Procurements by DoD, National Aeronautics and Space Administration (NASA) and the U.S. Coast Guard are subject to the Truth in Negotiations provisions of the Armed Services Procurement Act, as modified by the Federal Acquisition Streamlining Act (FASA) of 1994 and the Clinger-Cohen Act of 1996 [also known as the Federal Acquisition Reform Act of 1996 (FARA)], and as codified at 10 USC 2306a.  Under FASA, procurements by civilian agencies are subject to parallel requirements effective December 5, 1994.  These requirements appear at 41 USC 254b.  The purpose of these statutes is to put the Government on equal footing with contractors when negotiating non-competitive or sole source contracts.  FAR Parts 15 and 52 contain uniform implementing regulations and contract clauses.



	b.  The statutes require the submission and certification of cost or pricing data in conjunction with the pricing of negotiated prime contracts and subcontracts exceeding $700,000.  This threshold is subject to adjustment every five years.  However, if a fair and reasonable price cannot be determined, the head of the contracting activity may require cost or pricing data for procurements below the cost or pricing data threshold, but not for those at or below the simplified acquisition threshold [FAR 15.403-4(a)(2)].  Cost or pricing data is not obtained for acquisitions at or below the simplified acquisition threshold of $100,000.  There are, however, exceptions to cost or pricing data requirements, specifically, when prices are based on adequate price competition, set by law or regulations, or when a commercial item is being acquired.  The head of the contracting activity may also grant waivers for submission of cost or pricing data in exceptional cases.  FAR 15.403-1 discusses these exceptions.  The statutory requirements also apply to modifications of negotiated or advertised contracts or subcontracts, contract termination actions, and final pricing actions under price redeterminable contracts that exceed $700,000.  Contract and subcontract changes or modifications are subject to the requirements if the total amount of both the related increases and decreases exceeds $700,000, even though the net change in price is less than $700,000 [FAR 15.403-4(a)(1)].



	c.  If none of the exceptions are applicable, the CO is required to obtain cost or pricing data before the award of negotiated contracts exceeding the $700,000 threshold (FAR 15.403-4(a)).  The contractor must submit, either actually or by specific identification in writing, the cost or pricing data with its proposal submission.  Merely making available books, records, and other documents without identification does not constitute submission of cost or pricing data.  To meet the statutory requirement for meaningful disclosure of current, accurate, and complete data, the contractor must provide any new or revised data obtained after the date of the original cost proposal, but before negotiations are complete.  The data should be promptly submitted in a manner that clearly shows how the information relates to the offeror’s price proposal.



	d.  DCAA selects negotiated pricing actions (prime contracts, subcontracts, modifications, final price redeterminations, equitable adjustments, and terminations) for audit on a systematic basis to determine compliance with the statutes.  Selection considers such factors as contract type and dollar value of the contract, adequacy of accounting and estimating systems, and the number of instances and amount of defective pricing found in prior audits.  Selection of a contract for this type of audit (commonly referred to as a postaward audit) is not an indicator of any impropriety on the part of the contractor.
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[bookmark: _TocENCLOSURE4_1]1.  Cost Accounting Standards (PL 100-679).



	a.  The CASB was established as an agency of Congress in accordance with a provision of Public Law 91-379.  It was authorized to promulgate CAS designed to achieve uniformity and consistency in the cost accounting principles to be followed by defense contractors and subcontractors under Federal contracts as a condition of contracting.  Contractors subject to full CAS coverage are required to disclose, in writing, their cost accounting practices, to follow the disclosed practices consistently, and to comply with duly promulgated CAS.  The CASB went out of existence on September 30, 1980 as a result of Congress’ decision not to provide additional funding.



	b.  In December 1988, Congress passed legislation to re-establish the CASB.  That legislation (PL 100-679) expressly continued in effect all then-existing standards, waivers, exemptions, interpretations, modifications, rules and regulations issued by the original CASB.  The legislation expanded the applicability of CAS to all executive agencies and their contractors and subcontractors.  The CASB is located in the Office of Federal Procurement Policy (OFPP), which is under the Office of Management and Budget (OMB).  The CASB consists of five members:  the Administrator of OFPP, who is the Chairman, and one member each from DoD, General Services Administration (GSA), industry, and the private sector (generally expected to be from the accounting profession).  On April 17, 1992 the CASB’s rules and regulations, previously found at both FAR Part 30 and 4 CFR Parts 331 through 420, were re-codified at 48 CFR Chapter 99.



	c.  Regulations implementing CAS appear in 48 CFR Part 9903 and in FAR Part 30.



	d.  The official rules, regulations, and standards issued by the CASB are binding on all executive agencies, their contractors, and subcontractors.  Therefore, in pricing, administering, and settling contracts covered by this legislation, CASB standards, and associated CASB rules and regulations, must be used to estimate, accumulate, and report the associated costs.



[bookmark: _TocENCLOSURE4_2]2.  Cost Accounting Standards (CAS) Applicability.  A flowchart for determining CAS applicability and Disclosure Statement submission (see 4-105) is shown in Figure 5.
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Figure 5.  CAS Coverage and Disclosure Statement Determination.





[image: Figure5]



	a.  The CASB has issued 19 CAS that have the full effect of law.  CASB rules, regulations, and standards apply to negotiated contracts that are not exempt in accordance with 48 CFR 9903.201-1.  Full CAS coverage applies to a contractor business unit that:



	(1)  Receives a single CAS-covered contract award of $50 million or more; or



	(2)  Receives $50 million or more in net CAS-covered awards during its preceding cost accounting period.



	b.  Modified CAS coverage requires only that the contractor comply with CAS 401, 402, 405 and 406 (Disclosure and Consistency of Cost Accounting Practices clause, FAR 52.2303).  Modified CAS applies to a covered contract of less than $50 million, but more than $700,000 awarded to a business unit that received less than $50 million in net CAS-covered awards during its preceding cost accounting period.



[bookmark: _TocENCLOSURE4_3]3.  CAS Exemptions.  The following categories of contracts and subcontracts are exempt from all CAS requirements (48 CFR 9903.201-1(b)).



	a.  Sealed bid contracts.



	b.  Negotiated contracts and subcontracts not in excess of $700,000.  For purposes of this exemption, an order issued by one segment to another segment shall be treated as a subcontract.



	c.  Contracts and subcontracts with small businesses.  FAR Subpart 19.3 addresses determination of status as a small business.  A small business (offeror) is one that represents, through a written self certification, that it is a small business concern in connection with a specific solicitation and has not been determined by the Small Business Administration (SBA) to be other than a small business.  The CO accepts an offeror’s representation unless that representation is challenged or questioned.  If the status is challenged, the SBA will evaluate the status of the concern and make a determination.  (Specific standards appear in Part 121 of Title 13 of the Code of Federal Regulations.)



	d.  Contracts and subcontracts with foreign governments or their agents or instrumentalities or, insofar as the requirements of CAS other than CAS 9904.401 and 9904.402 are concerned, any contract or subcontract awarded to a foreign concern.



	e.  Contracts and subcontracts in which the price is set by law or regulation.



	f.  Firm fixed-price and fixed-price with economic price adjustment (provided that price adjustment is not based on actual costs incurred), T&M, and labor hour contracts and subcontracts for the acquisition of commercial items.



	g.  Contracts or subcontracts of less than $7.5 million, provided that, at the time of the award, the business unit of the contractor or subcontractor is not currently performing any CAS-covered contracts or subcontracts valued at $7.5 million or greater.



	h.  Subcontracts under the NATO PHM Ship program to be performed outside the United States by a foreign concern.



	i.  Firm-fixed-price contracts or subcontracts awarded on the basis of adequate price competition without submission of cost or pricing data.



[bookmark: _TocENCLOSURE4_4]4.  Flowdown of CAS Clauses (FAR 52.230-2 3 and 4).  The prime contract CAS clauses at FAR 52.230-2, FAR 52.230-3 and FAR 52.230-4 require that contractors flow the CAS requirements down to subcontractors and require subcontractors to flow them down to lower tier subcontractors.  Subcontractors must comply with any applicable standards in effect at the time the subcontract is awarded plus any new standards that become applicable to the subcontractor.



[bookmark: _TocENCLOSURE4_5]5.  Submission of Disclosure Statement Form No. CASB DS-1 (48 CFR 9903.202).  Contractors must use a disclosure statement format prescribed by the CASB when describing their cost accounting practices.  Completed disclosure statements are required in the following circumstances:



	a.  Any business unit that is selected to receive a CAS-covered contract or subcontract of $50 million or more shall submit a disclosure statement before award.



	b.  Any company which, together with its segments, received net awards of negotiated prime contracts and subcontracts subject to CAS totaling $50 million or more in its most recent cost accounting period must submit a disclosure statement before award of its first CAS-covered contract in the immediately following cost accounting period.



	c.  When a disclosure statement is required, a separate disclosure statement must be submitted for each segment whose costs are included in the total price of any CAS-covered contract or subcontract exceeding $700,000, unless:  (1) the contract or subcontract is of the type or value exempted by 9903.201-1, or (2) in the most recently completed cost accounting period the segment’s CAS-covered awards are less than 30 percent of total segment sales for the period and less than $10 million.



	d.  Each segment or business unit required to disclose its cost accounting practices should complete the Cover Sheet, the Certification and Parts I through VII.



	e.  Each corporate or other home office that allocates costs to one or more disclosing segments performing CAS-covered contracts shall complete the Cover Sheet, the Certification,  Parts I and VIII of the disclosure statement.  The home office that allocated applicable costs to segments may complete Parts V, VI and VII to be included in the Disclosure Statement submitted by its segments.



[bookmark: _TocENCLOSURE4_6]6.  Adjustment of Contracts.  CASB regulations provide for equitable adjustment of the price of existing contracts if a new standard, modification to an existing standard or an interpretation requires a change in a contractor’s cost accounting practices.  Equitable adjustment is also provided for changes that the cognizant Federal agency official (CFAO) finds to be desirable and not detrimental to the Government.  Contract price adjustments also may be required to protect the Government from any increased costs caused by contractor-initiated unilateral accounting changes, contractor noncompliance with existing standards, or contractor failure to follow any cost accounting practice consistently.



[bookmark: _TocENCLOSURE4_7]7.  DCAA Audit Responsibility.  FAR 30.202-6, 30.202-7, and 30.601 outline the basic functions of the contract auditor in the implementation and administration of the CASB rules, regulations and standards.  DCAA is responsible for recommendations to the CFAO regarding whether:



	a.  A contractor’s disclosure statement adequately describes the actual or proposed cost accounting practices;



	b.  A contractor’s described and actual practices comply with the applicable requirements of FAR and the CAS.



	c.  A contractor’s changed cost accounting practice is adequately described and compliant with the applicable requirements of FAR and CAS;



	d.  A contractor’s cost impact proposal is adequate and reflects the proper amount of contract price adjustments.
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	a.  Contract financing involves certain FAR specified arrangements for infusing money to a contractor as work progresses and in advance of payment for delivered end products or services.  In most business settings, it is customary for the work to be performed and completed in a satisfactory manner prior to invoicing the customer.  However, in Government contracting, the work may take several months or even years of effort before the service has been rendered or items delivered.  Therefore, the Government often uses contract financing methods to help offset costs incurred by the contractor in its performance of the contract.



	b.  The Government's approach to satisfying contractor cash needs varies with the type of contract.  Cost-type contracts provide for interim payments for costs vouchered on a Standard Form (SF) 1034 public voucher.  Fixed-price contracts are subject to FAR Part 32 financing methods, the most common of which has been cost-based progress payments.  Cost-based progress payments are requested on a SF 1443 progress payment request form.  The contract will designate an address to which these forms are submitted (the billing address) and the distribution, number of copies, etc.  Electronic submission of cost vouchers and progress payments, can be made through Wide Area Workflow (WAWF).  Refer to 5-302, Electronic Submission of Interim Vouchers, for the requirements for submitting electronic payment requests.



	c.  When the contract financing is cost-based, such as interim cost reimbursement (interim vouchers) or cost based progress payments, the billing system and the contract costs are subject to periodic audits by DCAA.  When the costs are audited, DCAA will, at a minimum, verify that the costs billed have been incurred in performance of the contract, that they are in agreement with the accounting records, and that they are in accordance with the contract terms.  Billed direct costs generally represent costs recorded at the time of the request for reimbursement paid by cash, check, or other form of payment for items or services purchased directly for the contract.  Additionally, when the contractor is not delinquent in paying its bills, it may bill costs incurred, but not necessarily paid for supplies and services purchased directly for the contract and associated financing payments to subcontractors, provided payments will be made in accordance with the terms and conditions of a subcontract or invoice; and ordinarily within 30 days of the submission of the Contractor’s payment request to the Government. Accrued costs for contributions under employee pension plans shall be excluded until actually paid unless the contractor’s practice is to make contributions to the retirement fund quarterly or more frequently; and the contribution does not remain unpaid 30 days after the end of the applicable quarter or shorter payment period.  Billed indirect expenses are based on the application of estimated allowable expense rates for the fiscal year and adjusted at the end of the fiscal year to represent the actual allowable year end rates.  The estimated allowable rates should be based on the current operating budgets for the fiscal year.  Refer to 5-301, Provisional Billing Rates. The contractor may be required to submit schedules of estimated and actual indirect expenses to the local DCAA office as soon as this information is known.  These schedules should be similar to the Schedules 3, 4, and 5 shown in the model contractor proposal included in Chapter 3-501.
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	a.  The contractor is responsible for preparing and submitting claims for reimbursement according to the terms of the contract, including any special billing or payment instructions, such as a requirement to bill by contract line item (CLIN) or accounting classification reference number (ACRN).  For contract payments, FAR and DFARS require electronic processing of payment requests.  The WAWF Receipts and Acceptance System was initiated to eliminate paper transactions from contract processing.  DFARS requires the use of WAWF as the only acceptable system for submission and processing of payment requests. All vouchers should be submitted through WAWF unless contract terms require hard copy vouchers to be submitted.  These submissions should not contain any classified information and should not be made more than once every two weeks, unless other arrangements are made with the CO.



	b.  Public voucher claims for reimbursement must be prepared on the prescribed Government forms (refer to paragraph 5-302).  The first voucher on a contract is effectively an interim voucher, as are all subsequent vouchers prior to the final or completion voucher.  A final "completion" voucher will not be submitted until all contract work is completed.  The auditor may provide advice concerning the format for preparing public vouchers and financial representations.
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	a.  FAR 42.704 provides the CO (or cognizant Federal agency official) or auditor responsible for establishing the final indirect cost rates also shall be responsible for determining the billing rates.  The Government allows interim payments, if authorized by the contract, during contract performance by progress payments for fixed-price contracts, or by public voucher for cost-type contracts.  Reimbursement of indirect costs for these payments is generally made through billing rates that are established to approximately equal the expected final indirect cost rates for the contractor’s fiscal period, as adjusted for any unallowable costs. These billing rates are used for interim reimbursement purposes until settlement is reached on final rates after the end of the contractor’s fiscal year.  Billing rates may be prospectively or retroactively revised by mutual agreement, at either the Government’s or contractor’s request, to prevent substantial overpayment or underpayment.  Once the final rates are established, an adjustment is made for any variance between the billing and final rates.



	b.  Upon receipt of the certified final indirect cost rate proposal, FAR 42.704(e) provides that the Government and the contractor may mutually agree to revise billing rates to reflect the certified proposed indirect cost rates. The proposed indirect rates will be adjusted to reflect historically disallowed amounts from prior audits until the proposal has been audited and settled. The historical decrement will be determined by either the CO or the auditor responsible for determining final indirect cost rates. If billed costs exceed claimed costs, the contractor must appropriately adjust the next voucher or remit or otherwise credit the Government for the difference.
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	a.  DFARS Clause 252.232-7003, Electronic Submission of Payment Requests, require contractors to submit payment requests electronically unless certain exceptions apply.  DFARS requires the use of WAWF as the only acceptable system for submission and processing of payment requests.  All vouchers should be submitted through WAWF unless contract terms require hard copy vouchers to be submitted.



	b.  For further information regarding electronic submission of payment requests contact the cognizant CO or DFAS, Headquarters, Electronic Commerce Program Office, or visit the DFAS electronic commerce home page at http://www.dfas.mil/dfas/contractorsvendors.html.



	c.  Cost reimbursement type contracts provide that the contractor may submit periodic claims for reimbursement of costs and fee on Government public voucher forms SF 1034 and SF 1035 or their equivalent.  For contractors utilizing WAWF for the submission of interim payment requests on cost-type, T&M and labor hour contracts, the “Cost Voucher” is the equivalent of the SF 1034.  Data equivalent to the SF 1035 must be included in a separate electronic file and attached to the cost voucher in WAWF, unless the contractor has been authorized to submit interim vouchers directly to the payment office under the direct bill program.  Guidance and training for completing a cost voucher invoice can be obtained from the WAWF website at https://wawf.eb.mil.  As discussed in 5-201a., contractors should also ensure vouchers are prepared and submitted in accordance with the terms of the contract, including any special billing or payment instructions, such as a requirement to bill by contract line item (CLIN) or accounting classification reference number (ACRN).  SF 1034 and 1035 information will be periodically reviewed by COs and auditors as part of their continued oversight of contractors’ billings including audits of billing systems, contractor preparation of interim vouchers, and status of Government contract funding.
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	a.  All vouchers should be submitted through WAWF unless contract terms require hard copy vouchers. The information required on interim public vouchers is provided in the various fields contained in WAWF when creating a voucher for electronic submission. If contract terms require hard copy vouchers, the contractor must use SF 1034 (original) and 1034A (copies), "Public Voucher for Purchases and Services Other Than Personal,” to show the amount claimed for reimbursement.  Contractor submittal of a public voucher through WAWF provides data equivalent to the SF 1034.  The information required on interim public vouchers is explained below.  The lettered items correspond to entries on Figure 6.


Table 2.  Information Required on Interim Vouchers.



		Figure Reference

		SF 1034 Caption

		Description of Data To Be Inserted



		(a)

		U.S. DEPARTMENT, BUREAU, OR ESTABLISHMENT AND LOCATION

		The name and address of the military department or agency that negotiated the contract.



		(b)

		DATE VOUCHER PREPARED

		The date that the public voucher is submitted.



		(c)

		CONTRACT NUMBER AND DATE

		The number and date of the contract and task order (when applicable).



		(d)

		REQUISITION NUMBER AND DATE

		Requisition number if available; otherwise leave blank.



		(e)

		VOUCHER NO.

		Serial number of the voucher.  Use a separate series of consecutive numbers beginning with 1 for each new contract or task order (when applicable) for which separate public vouchers are required.



		(f)

		SCHEDULE NO.; PAID BY; DATE INVOICE RECEIVED; DISCOUNT TERMS

		Leave blank.  The payer will complete these fields.



		(g)

		PAYEE’S ACCOUNT NUMBER

		Enter the number (if known) or leave blank.



		(h)

		PAYEE’S NAME AND ADDRESS

		Firm’s name as it appears in the contract and its address, except when another party (e.g., a bank) has been given the right to receive payment (called an assignment) or the right to receive payment has been restricted, as in the case of an advance account



		(i)

		SHIPPED FROM; TO; WEIGHT; GOVERNMENT B/L NUMBER

		Leave blank



		(j)

		NUMBER AND DATE OF ORDER

		Leave blank



		(k)

		DATE OF DELIVERY OR SERVICE

		The month and year or beginning and ending dates of incurred costs claimed for reimbursement (e.g., 4/1/2012 - 4/30/2012).



		(l)

		ARTICLES OR SERVICES

		Insert the following:  “For detail, see SF 1035 -- total amount of claim transferred from page xx of xx SF 1035.”  [The xx represents the appropriate page number(s).]  One space below this line, insert “COST REIMBURSABLE -- PROVISIONAL PAYMENT” 



		(m)

		QUANTITY; UNIT PRICE

		Leave blank.



		(n)

		AMOUNT

		The total amount claimed for the time period indicated under “Date of Delivery or Services.”  This should be the amount transferred from the SF 1035 -- Continuation Sheet.







	b.  Although the instructions on the form read “(Payee must NOT use the space below),” DCAA requests that contractors follow the instructions below when completing the SF 1034:



[bookmark: _TocTABLE2]
Table 2.  Information Required on Interim Vouchers, continued



		Figure Reference

		SF 1034 Caption

		Description of Data To Be Inserted



		(o)

		PAYMENT

		Leave blank.



		(p)

		APPROVED FOR

		Insert “Provisional payment subject to later audit.”



		(q)

		EXCHANGE RATE; =$1.00

		Mark out with X’s the words “Exchange Rate” and the equal and dollar sign in this block.



		(r)

		BY

		Insert the name, mailing address, and telephone number of the auditor who will sign the public voucher in blocks (r) and (s), if required.  The contractor can get this information by contacting its cognizant DCAA office.



		(s)

		TITLE

		See reference (r) above.
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Figure 6.  Sample of SF 1034 Interim Voucher.
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[bookmark: _TocENCLOSURE5_6]6.  Guidance for Preparing SF 1035.  The SFs 1035 and 1035A, "Public Voucher for Purchases and Services Other Than Personal Continuation Sheet,” will be used for additional information required by the CO and/or the auditor.  The SFs 1035 and 1035A should be assembled separately in original and copy sets and submitted with the SF 1034 and 1034A.  Suitable self-designed forms may be submitted instead of the SF 1035 and 1035A, as long as they contain the information required by the CO and/or auditor.  Contractors submitting public vouchers via WAWF must attach an electronic file containing SF 1035 equivalent data to their electronic voucher submission in WAWF. Depending on the type of cost contract (cost plus fixed fee, cost-sharing no fee, etc.) the information required on the SF 1035 may differ in format and content.  Figures 7 and 8 represent examples of a SF 1035 for a cost plus fixed fee and a cost-sharing no fee contracts, respectively.



	a.  Interim Public Voucher – Cost Plus Fixed Fee Contract.



	(1)  The lettered items correspond to entries on Figure 7.





Table 3.  Information Required on SF 1035 for Cost Plus Fixed Fee Contract.



		Figure Reference

		SF 1035 Caption

		Description of Data To Be Inserted



		(a)

		U.S. DEPARTMENT, BUREAU, OR ESTABLISHMENT

		The name and address of the military department or agency that negotiated the contract.



		(b)

		VOUCHER NO.

		The appropriate serial number of the voucher, as shown on the SF 1034.



		(c)

		SCHEDULE NO.

		Leave blank.



		(d)

		SHEET NO.

		The sheet number, in numerical sequence if more than one sheet is used.  Use as many sheets as necessary to show the information required by the CO or the auditor.







	(2)  The following items are generally entered below the line with Number and Date of Order; Date of Delivery or Service; Articles or Services; Quantity; Unit Price; and Amount, but do not necessarily tie to these captions.  The items entered are what most auditors and COs require on the SF 1035.  Discuss any SF 1035 requirements with the local DCAA office to be sure that there are no unique local requirements that could impact preparation of the SF 1035.
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Table 3.  Information Required on SF 1035 for Cost Plus Fixed Fee Contract, continued.

		Figure Reference

		Description of Data To Be Inserted



		(e)

		Payee's name and address, as shown on SF 1034.



		(f)

		The contract number and the task order number, when applicable.



		(g)

		Target or estimated costs, target or fixed-fee, total contract value, and amount of fee payable.  FAR 52.216-8(b) states that "...after payment of 85 percent of the fixed fee, the CO may withhold further payment of fee until a reserve is set aside in an amount that the CO considers necessary to protect the Government's interest.  This reserve shall not exceed 15 percent of the total fixed fee or $100,000, whichever is less."  



		(h)

		Insert: "Analysis of Claimed Current and Cumulative Costs and Fee Earned."



		(i)

		The major cost elements.  Use additional SF 1035s, if necessary, to show the detail of direct transportation charges and the computations of overhead adjustments from provisional rates to final audited rates (allowable actual rates).  The provisional indirect rates used (overhead and general and administrative) to calculate the indirect expenses should be reflected on the SF 1035s.



		(j)

		The amount billed by the major cost elements, contract reserves and adjustments, and adjusted amounts claimed for the current period.



		(k)

		The cumulative amounts billed by the major cost elements, contract reserves, and adjusted amounts claimed to date of this billing.



		(l)

		The total costs for current and cumulative periods.



		(m)

		The target or fixed-fee earned and due for the current and cumulative periods, and the formula for the computation (percentage of costs, percentage of completion, etc.).



		(n)

		The total costs claimed and the target or fixed-fee due for the current and cumulative periods.



		(o)

		The details of the contract reserves withheld in the current period and for the cumulative period.  The contractor is responsible for reducing its claims for contract reserves.  There may be several contract clauses that address the CO's authority to establish contract reserves and under what circumstances these reserves can be established.  The CO will notify the contractor of any applicable reserves.  This is not to be confused with the clause at FAR 52.216-8 that gives the CO authority to withhold 15 percent of the fee payable (refer to (g) above).



		(p)

		Show the status of all outstanding DCAA Forms 1, "Notice of Contract Costs Suspended and/or Disapproved.”  NOTE:  This instruction will not be applicable to the majority of contractors.  When not applicable, this item should be omitted.  The DCAA Form 1 is the form used to effect suspension and disapproval of costs or fees claimed for payment on a contractor's reimbursement vouchers.  In general, an item of cost, either direct or indirect, that lacks adequate explanation or documentary support for definitive audit approval or disapproval will be suspended until the required data are received and a determination can be made as to the allowability of the item.  Costs for which audit action has been completed and are not considered allowable will be disapproved.  When amounts on an outstanding DCAA Form 1 are resubmitted, they will be shown in the current period column, and the corresponding cumulative total of outstanding suspensions or disapprovals will be reduced to cover the resubmission so that the cumulative amounts will be "net."



		(q)

		Net reserves and adjustments.



		(r)

		Show the costs and fee subject to reimbursement for the current and cumulative periods.



		(s)

		Amount to be carried forward to the SF 1034.
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Figure 7.  Sample of SF1035 Interim Voucher.
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	b.  Interim Public Voucher – Cost-Sharing No Fee Contract.



	(1)  The following is an example of a SF 1035 for a cost-sharing no fee contract.  This example (Figure 8) is separate and distinct from the preceding SF 1034 (Figure 6) and SF 1035 (Figure 7).





Table 4.  Information Required on SF 1035 for Cost Sharing No-Fee Contracts.



		Figure Reference

		SF 1035 Caption

		Description of Data To Be Inserted



		(a)

		U.S. DEPARTMENT, BUREAU, OR ESTABLISHMENT

		The name and address of the military department or agency that negotiated the contract.





		(b)

		VOUCHER NO.

		The appropriate serial number of the voucher as shown on the SF 1034.





		(c)

		SCHEDULE NO.

		Leave blank.





		(d)

		SHEET NO.

		The sheet number, in numerical sequence if more than one sheet is used.  Use as many sheets as necessary to show the information required by the CO or the auditor.







	(2)  The following items are generally entered below the line under Number and Date of Order; Date of Delivery or Service; Articles or Services; Quantity; Unit Price; and Amount, but do not necessarily tie to these captions.  The items entered are what most auditors and COs require on the SF 1035.  Discuss any SF 1035 requirements with the local DCAA office to be sure that there are no unique local requirements that could impact preparation of the SF 1035.
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Table 4.  Information Required on SF 1035 for Cost Sharing No-Fee Contracts, continued.



		Figure Reference

		Description of Data To Be Inserted



		(e)

		Payee's name and address, as shown on SF 1034.



		(f)

		The contract number and the task order number, when applicable.



		(g)

		Total estimated costs, contractor’s share of costs, Government’s share of costs and one percent of Government share of costs.  FAR 52.216-12(b) states that "After paying 80 percent of the Government’s share of the total estimated cost of performance shown on the schedule, the CO may withhold further payment of allowable cost until a reserve is set aside in an amount that the CO considers necessary to protect the Government's interest.  This reserve shall not exceed one percent of the total estimated cost shown in the schedule or $100,000 whichever is less."  Therefore, a contract reserve of one percent of incurred costs is normally withheld after 80 percent of the Government share of total estimated costs is paid.



		(h)

		Insert: "Analysis of Claimed Current and Cumulative Costs and Fee Earned."



		(i)

		The major cost elements.  Use additional SF 1035s, if necessary, to show the detail of direct travel charges and the computations of overhead adjustments from provisional rates to final audited rates (allowable actual rates). The provisional indirect rates used (overhead and general and administrative) to calculate the indirect expenses should be reflected on the SF 1035s.



		(j)

		The amount billed for the current period and cumulative amount from contract inception to date of this billing.



		(k)

		The Government’s share of the amount billed for the current period and the Government’s share of the cumulative amount billed from contract inception to the date of this billing.



		(l)

		The contractor’s share of the amount billed for the current period and the contractor’s share of the cumulative amount billed from contract inception to the date of this billing.



		(m)

		The total costs incurred, summarized by contract, by Government share, and by contractor share.



		(n)

		The one percent contract withholding required by FAR 52.216-12(b).



		(o)

		The total amount claimed by the contractor for the current period and the cumulative amount claimed from contract inception to the date of this billing.  The current period amount is to be carried forward to the SF 1034.
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Figure 8.  Sample of SF 1035 Interim Voucher.
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	a.  The completion voucher is the last voucher submitted on a contract or task order.  A separate completion voucher will be submitted for each individual project or task order for which a separate series of public vouchers has been submitted.



	b.  FAR 52.216-7(d)(5) requires the contractor to submit the completion voucher within 120 days after settlement of the final indirect cost rates covering the year in which the contract is physically complete, or longer if approved in writing by the CO.  The completion voucher must include settled subcontract amounts and rates.  The prime contractor is responsible for settling subcontractor amounts and rates included in the completion voucher and providing status of subcontractor audits to the CO upon request.  However, prior to submitting the completion voucher, DCAA may be required to complete an audit of the contractor's incurred costs relating to the contract.  Within six months after the end of the contractor’s fiscal year, the contractor shall submit to the CO and to the cognizant DCAA office a proposed final incurred cost proposal for the period (reference FAR 52.216-7).  It should be based on the actual cost experienced during that period and submitted with supporting cost data specifying the contracts and subcontracts to which the rates apply.  A sample format of this incurred cost proposal is contained in Chapter 6 of this manual.



	c.  After the incurred cost proposal is submitted, the contractor's costs will be audited.  Normally, a contract cannot be closed out unless the applicable costs have been audited.  Therefore, the contractor should not prepare or submit the completion invoice until the DCAA audit of the contractor's fiscal years during which costs have been incurred under the contract has been completed.



	d.  The SF 1034 that is submitted on the final voucher is identical to that for the interim voucher except for the following items (refer to Figure 9):
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Table 5.  Information Required on Final Voucher (SF1034).



		Figure Reference

		SF 1034 Caption

		Description of Data To Be Inserted



		(e)

		VOUCHER NO.

		Serial number of the voucher with the letter “Z” after it.  Use a separate series of consecutive numbers beginning with 1 for each new contract or task order (when applicable) for which separate public vouchers are required.



		(l)

		ARTICLES OR SERVICES

		Insert the following:  “For detail, see SF 1035 -- total amount of claim transferred from page xx of xx SF 1035”.  [The “xx” represents the appropriate page numbers.] One space below this line insert “COST REIMBURSABLE -- COMPLETION VOUCHER”





		(o)

		PAYMENT

		The box identified “FINAL” should be marked.



		(p)

		APPROVED FOR

		Insert “Final Payment.”



		(r)

		BY

		Leave this box blank. (Auditor name should NOT be inserted.)



		(s)

		TITLE

		“Auditor, Defense Contract Audit Agency” should NOT be inserted since DCAA does not sign the final voucher.  This is done by theCO, based on DCAA’s final report.







	e.  Completion Voucher.



	(1)  The following is a sample SF 1035 for a completion invoice.  Delays in processing completion invoices can be avoided if these instructions are followed.  Note:  The example of the SF 1035 (Figure 9) for the completion voucher is separate and distinct from the preceding SF 1034 (Figure 6) and SFs 1035 (Figure 7 and Figure 8) examples.






Table 6.  Information Required on Final Voucher (SF1035).





		Figure Reference

		

SF 1034 Caption

		

Description of Data To Be Inserted



		(a)

		U.S. DEPARTMENT, BUREAU, OR ESTABLISHMENT

		The name and address of the military department or agency that negotiated the contract.





		(b)

		VOUCHER NO.

		The appropriate serial number of the voucher, as shown on SF 1034 (with the letter “Z” after it).





		(c)

		SCHEDULE NO.

		Leave blank.





		(d)

		SHEET NO.

		The sheet number, in numerical sequence, if more than one sheet is used.  Use as many sheets as necessary to show the information required by the CO or the auditor.









	(2)  The following items are generally entered below the line under Number and Date of Order; Date of Delivery or Service; Articles or Services; Quantity; Unit Price; and Amount, but do not necessarily tie to these captions.
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Table 6.  Information Required on Final Vouchers (SF1035), continued.



		Figure Reference

		

Description of Data To Be Inserted



		(e)

		Payee's name and address, as shown on the SF 1034.



		(f)

		The contract number and the task order number, when applicable.



		(g)

		The latest target or estimated costs, target or fixed-fee, and total contract value.



		(h)

		Type: "Contractor's Cumulative Claim and Reconciliation Statement.”



		(i)

		The major cost elements.  Use additional SF 1035s, if necessary, to show the detail of certain charges or computations.  A separate column should be prepared for each of the contractor's fiscal years.  The amounts shown for direct costs should always tie in to the costs shown on the submission prepared for audit, as explained in paragraph 5-304.1.  Any direct costs questioned during our audit of costs should be excluded from the applicable contractor's fiscal year.  Fringe, overhead, and G&A should be computed using the rates as explained in reference (j).  The total costs being billed cannot exceed the estimated cost of the contract.  Unless the contract has been modified, cost overruns cannot be claimed.  Any amount in excess of the contract value should be subtracted from the total.



		(j)

		The final audit determined or negotiated fringe, overhead, and G&A rates should be listed by contractor's fiscal year as shown.  However, if the contract specifies ceiling rates, the rates shown cannot exceed the ceiling(s) in the contract.



		(k)

		The cumulative amounts billed, by the major cost elements, less previous payments.



		(l)

		The total costs claimed.  This should not exceed the estimated contract costs.



		(m)

		Bill for any portion of the fee not previously billed.  If the contract provides for an incentive fee, show the computations of the total fee claimed.  Use separate sheets if necessary.



		(n)

		The total costs claimed and the target or fixed-fee due.  This should not exceed the total contract amount.



		(o)

		The amount of total previous payments received on interim vouchers.



		(p)

		The amount due should be the amount that appears on the SF 1034.
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Figure 9.  Sample of SF 1035 Completion Voucher.
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	a.  General.



	(1)  Unless otherwise notified or specified differently in the contract (refer to 5-302 for electronic invoicing requirements), public vouchers must be submitted according to the following requirements.



	(2)  In WAWF, selected vouchers will be routed to DCAA for review and approval and once approved by DCAA are forwarded to DFAS for provisional payment.  For hard copy vouchers:



	(a)  Original SF 1034, SF 1035, or equivalent contractor's attachment.



	(b)  For those contractors submitting interim vouchers to any of the following four addresses, there is no need to submit any copies of the voucher.  The original SF 1034 and SF 1035 is sufficient.



DFAS – Columbus					DFAS – Columbus

PO Box 369016					PO Box 369020

Attn: Columbus CP					Attn: Limestone VP

Columbus, Ohio 43213-1152				Columbus, Ohio 43213-1152



DFAS – Columbus					DFAS – Columbus

PO Box 369023					PO Box 369024

Attn: Indianapolis VP					Attn: Dayton VP

Columbus, Ohio 43213-1152				Columbus, Ohio 43123-1152



	(c)  For contractors submitting interim vouchers to other than the four addresses listed in.



	(d)  above, six copies of SF 1034A, SF 1035A, or equivalent contractor's attachment are required.



	b.  Completion Voucher.



	(1)  Upon completion of the contract, the contractor is required to submit a voucher designated as "completion voucher" together with such other documents as are prescribed by the contract. Approval and payment by the Government of the contractor's completion vouchers constitutes complete and final payment to the contractor, except for any items reserved by qualification of the contractor's Release of Claims. When a voucher is identified as the "Completion Voucher,” the voucher should be submitted to DCAA.  DFARS 242.803(b)(i)(D) authorizes the contract auditor to review completion vouchers and send them to the CO.  An additional copy should be submitted to the ACO.  In WAWF, when a contractor submits a completion voucher, it is routed directly to the ACO for action and a copy is placed in the DCAA “History” folder within WAWF.  Refer to 5-302 for electronic invoicing requirements.



	(2)  In addition to the SF 1034s and 1035s, the contractor is required to submit the following documents to DCAA:



	(a)  Contractor's release of claims, and, if applicable, an Assignee's release of claims in a form acceptable to the CO.  The amount listed on this release should be the total allowable cost plus allowable fee.  It should tie in to the total amount claimed on the SF 1035.



	(b)  Contractor's assignment of refunds, rebates, credits, and other amounts and, if applicable, an Assignee's assignment of refunds, rebates, credits, and other amounts in a form acceptable to the CO.



	c.  Separate Public Voucher Submission Requirements.  A separate public voucher (or if appropriate, a separate series of public vouchers) should be submitted for:



	(1)  Each line item, sub line item, project, or portion of a multiple funded contract for which separate funding is provided under the contract.  A contractor who believes that this would create additional work and expense by requiring maintenance of records over and above that which the accounting system provides should refer the matter to the CO for resolution.



	(2)  Each portion of a contract which is payable by a different disbursing office.



	(3)  Costs claimed under a qualification in the final release on a completed contract or in the settlement agreement under a terminated contract.



	(4)  On contracts administered by the DCMA, separate public vouchers are required where the claim is for:



	(a)  Settlement expenses on a partially or completely terminated contract.



	(b)  Subcontractor settlement on a partially or completely terminated contract.  In this case, the proposed subcontract termination settlement must be submitted to the Termination Contracting Officer (TCO) for approval, except for those settlements concluded under FAR 49.108-4.  Evidence of the approval must accompany the voucher when it is submitted to the auditor for processing.



	(c)  In cases where the settlement of a subcontract is the basis of a claim, the contractor must submit the voucher for the subcontract settlement amount directly to the ACO who will forward the voucher to the appropriate office.  The voucher, together with a letter indicating the amount of the settlement approved for payment, will be returned to the contractor.  The contractor will then submit the voucher, with a copy of the approval letter, to the auditor for processing.



[bookmark: _TocENCLOSURE5_9]9.  Requirements for Supporting Fee Claims.  Each SF 1035 (or contractor equivalent form) should include the basis of the claim for earned fee.



[bookmark: _TocENCLOSURE5_10]10.  Resubmission of Costs Previously Suspended or Disapproved.  Resubmissions of any previously claimed amounts that were suspended or disapproved by a DCAA Form 1 should be shown as a separate line item on public vouchers.  Cite the number of the public voucher on which the deduction was made and the number of the DCAA Form 1.  Suspensions and disapprovals that have been successfully appealed should be identified by citing the final decision of the ACO, the Board of Contract Appeals, or the Court of Federal Claims.



[bookmark: _TocENCLOSURE5_11]11.  Maintenance of Reimbursement Claim Data.  Maintain adequate records to show, by major cost element and fee, the amounts claimed for reimbursement for each applicable contract or task order covered by a separate series of public vouchers.  The records should contain, by fiscal year, a reconciliation of any differences between the costs incurred under the contract or task order and the amounts claimed for reimbursement.



[bookmark: _TocENCLOSURE5_12]12.  Withholding and Release of Contract Reserves.  Contractual provisions covering fees, patents, royalties, etc., usually provide for the accumulation of a withholding reserve until certain contract requirements are met to the CO's satisfaction (e.g., Patent Rights - Retention by the Contractor (Long Form), FAR 52.227-13).  Include appropriate adjustments in reimbursement claims to cover the required accumulation and release of contract withholding reserves.  Resolve any questions about these reserves with the ACO.



[bookmark: _TocENCLOSURE5_13]13.  Progress Payments Based on Costs - General (FAR 32.5).  Progress payments are a form of Government furnished interest-free financing applicable to undelivered and uninvoiced items.  Progress payments shall be made to the contractor when requested as work progresses, but not more frequently than monthly.  The amount of each progress payment is computed by (i) applying the rate stipulated in the progress payment clause of the contract (DFARS 252.232-7004) to the cumulative total allowable booked costs under the contract; (ii) plus financing payments to subcontractors or other company divisions of the contractor’s corporate office; (iii) less the sum of all previous progress payments.  The CO is responsible for approving progress payment requests.
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	a.  If the auditor has determined that the accounting and billing systems are reliable, progress payment preparation, submission, and review is normally a straightforward process. Contractors may include the following costs in progress payment requests, under the conditions noted:



	(1)  Total costs incurred under the contract whether or not actually paid, plus financing payments to subcontractors.



	(2)  Financing and other payments for the costs of supplies and services purchased directly for the contract if the costs are (i) paid in accordance with the terms of the subcontract or invoice and (ii) ordinarily paid within 30 days of the contractor's payment request to the Government.



	(3)  Properly allocable and allowable indirect costs.



	(4)  Cost of Money that would be allowable under FAR 31.205-10 as an incurred cost for progress payment purposes (FAR 52.232-16(a)(1).



	b.  Estimated additional costs to complete the contract (item 12.b. of SF 1443, Request for Progress Payment) require the contractor to make technical and financial estimates to complete (ETC) every six months.  The contractor must support this estimate with an analysis that shows how the amount was derived.  It must be a realistic estimate and not simply a mathematical computation between contract value and the cost incurred.  The ETC must be supported with current, accurate, and complete information.  The estimate may be the last estimate made, adjusted for costs incurred since the last estimate; however, estimates shall be updated at least every six months.



	c.  The request for progress payments (SF 1443) is submitted to the office designated in the contract (usually the ACO) for approval.  The instructions for preparing the SF 1443 are found on the back of the form (Figure 11).  Refer to Figure 11 for an example of a completed form.  Progress payment requests may be submitted electronically using WAWF.
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	a.  If the sum of the ETC and the incurred cost exceed the contract price, the contract is in a loss position.  In this case, costs eligible for progress payments may be discounted by a loss ratio factor, resulting in a smaller progress payment.  The progress payment request submitted by the contractor should not be adjusted for the loss ratio.  A supplementary analysis should be prepared by the contractor (reference FAR 32.503-6) and attached to the progress payment request.  (Refer to Figure 12 for an example of this analysis.  This example is separate and distinct from example Figure 11).


Figure 10.  Sample Standard Form 1443.
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Figure 10.  Sample Standard Form 1443, continued.
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[bookmark: _TocENCLOSURE5_16]16.  Performance-Based Payments – General.  Performance-based payments are a form of Government financing for fixed-price contracts when the CO finds them practical and the contractor agrees to their use.  They are not payments for accepted items.  Since performance-based payments are contract financing payments, they are not subject to the interest-penalty provisions for prompt payment.  Payments are to be submitted in a form and manner acceptable to the CO.  The contractor may not submit requests for payment more frequently than monthly (FAR 52.232-32(b)).  Performance-based payments may be made on the basis of:



	a.  performance measured by objective, quantifiable methods;



	b.  accomplishment of defined events; or



	c.  other quantifiable measures of results.
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	a.  The CO responsible for administering the contract is responsible for the review and approval of performance-based payments.  Generally, the ACO is responsible for receiving, approving, and transmitting the performance-based payment request to the appropriate payment office.  Each approval will specify the amount to be paid, the necessary contractual information, and the appropriate account.  The CO cannot approve a payment until the specified event or performance criterion has been successfully accomplished.



	b.  The CO is responsible for determining what reviews are needed to protect the Government’s interests.  In determining the need for reviews, the CO will consider the contractor’s experience, performance record, reliability, financial strength, and the adequacy of contractor controls over performance-based payments.  The CO can request both pre-payment and post-payment reviews.  The CO may reduce payment when the contractor fails to comply with a material requirement of the contract, fails to progress on the contract, is in an unsatisfactory financial condition, or is delinquent in payment of any subcontractor.



	c.  The contractor must maintain records and controls to adequately administer performance-based payments.  This includes furnishing reports, certificates, financial statements, and other pertinent information requested by the CO to either administer the payment or to determine that an event or other criterion has been successfully accomplished.



	d.  Auditors will provide assistance to COs as requested.  Prepayment assistance may be sought in negotiating and structuring the contract financing template, which addresses topics such as a description of the event, the contract line items to which the event applies, a statement as to whether the event is severable or cumulative, funding information, the event’s value, and the estimated dates when the events are expected to occur.  Post-payment reviews may include verification of the accomplishment or incurred cost associated with the completion of a performance-based event or criterion.  For a detailed discussion of performance-based payments, contractors should go to FAR 32.10 – Performance-Based Payments, and FAR 52.232-32 – Performance-Based Payments.
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	a.  This chapter covers the submission of incurred cost proposals.  These would include the direct and various indirect fringe, overhead, and  G&A rates incurred by the contractor during its fiscal year.  The incurred cost proposal includes the indirect cost pool and base costs used to calculate indirect cost rates, a summary of costs incurred by contract by contract type, supporting schedules, supplemental information and the Certificate of Final Indirect Costs.



	b.  Because of their size and the nature of their operations, some non-profit organizations are treated similarly to commercial concerns.  Consequently, these non-profit organizations operate under the FAR cost principles applicable to commercial concerns rather than 2 CFR, Part 230 (Formerly OMB Circular A-122), Cost Principles for Non-Profit Organizations.  While these non-profit organizations use the FAR as their primary regulation for administration of contracts, they also use applicable OMB Circulars as guidelines for administering federal financial assistance (grants and agreements).  A listing of non-profit organizations subject to the FAR Cost Principles is contained in Attachment C to 2 CFR, Part 230 (Formerly OMB Circular A-122).  The nonprofit organizations listed in Attachment C should follow the examples in this manual, as well as satisfying the audit and reporting requirements of OMB Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations.



[bookmark: _TocENCLOSURE6_2]2.  Contractor Proposal.



	a.  Contractors may have both DoD and non-DoD contracts.  Audits of incurred costs applicable to non-DoD Federal agencies are performed by DCAA on a reimbursable basis and only upon request of the cognizant agency.  Some agencies do not request audits from DCAA for various reasons, including funding considerations and the materiality of small dollar contracts.  It is the contracting agency’s responsibility to audit contract costs or otherwise close the contracts.  DCAA is available to assist the contractor in coordinating with other agencies.



	b.  The Allowable Cost and Payment clause (FAR 52.216-7) requires that the contractor submit an adequate final incurred cost proposal together with supporting data, within six months after the end of its fiscal year.  An illustration of a Model Incurred Cost Proposal is included in section 6-801 of this manual.  The receipt of an adequate proposal by the audit office starts the audit process.  This proposal should include a signed "Certificate of Indirect Costs" in accordance with FAR 42.703-2.  A copy of this certificate may be found at FAR 52.242-4.  (See Schedule N of the model incurred cost proposal under section 6-801.)  An adequate proposal should reduce the time required to perform the audit because numerous preliminary steps can be performed before the auditor arrives at the contractor location.  Prior to submitting your incurred cost proposal to DCAA, you should perform a self assessment of the adequacy of your proposal using the Guide for Determining Adequacy of Contractor Incurred Cost Proposal (http://www.DCAA.mil/Guide_for_Determining_Adequacy_of_Contractor_Incurred_Cost_Proposal.pdf).



	c.  Failure to comply with FAR 52.216-7 the Allowable Cost and Payment clause requirement to provide an adequate proposal will result in a DCAA recommendation for the CO to make a unilateral determination on the contractor’s final indirect cost rates or contract costs.  The DCAA auditor will send several reminder letters to the contractor, but when the submission becomes six months overdue (one year after the end of the fiscal year) and no extension has been granted by the ACO, the auditor will provide the CO with unilateral rate recommendations.  The unilateral recommendation will be based on either a decrement factor applied to indirect rates using relevant contractor historical data or a company-wide decrement factor based on questioned costs at high risk contractors applied to total contract costs, if no relevant historical data exists.  Relevant historical data exists when all of the following criteria are met:



	(1)  The prior fiscal year has been audited.



	(2)  All contractor proposals received have been audited and settled.



	(3)  The indirect cost pool and base data for the overdue fiscal year is readily available in the contractor’s books and records.



	(4)  There have been no significant changes in the contractor’s business base between the last audited fiscal year and the overdue fiscal year.



	(5)  There has been no significant reorganization of the contractor between the last audited fiscal year and the overdue fiscal year.



	(6)  There have been no changes in the indirect cost rate structure between the last audited fiscal year and the overdue fiscal year.



	d.  The recommendation will apply to active contracts, as well as physically complete contracts for the overdue fiscal year.  FAR 42.703-2(c)(1) and FAR 42.705(c)(1) provide the CO with the authority to unilaterally establish indirect cost rates or total contract costs.
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	a.  The manipulation of charges to a contract may be subject to criminal penalties under 18U.S.C. 1001, which reads as follows:



“Whoever, in any matter within the jurisdiction of the executive, legislative, or judicial branch of the Government of the United States knowingly and willfully (1) falsifies, conceals or covers up by any trick, scheme, or device a material fact; (2) makes any materially false, fictitious or fraudulent statement or representation; or (3) makes or uses any false writing or document knowing the same to contain any materially false, fictitious or fraudulent statement or entry; shall be fined under this title or imprisoned not more than five years, or both.”



	b.  Penalties may be assessed against contractors who include expressly unallowable costs or costs previously determined to be unallowable for that contractor in a final indirect cost rate proposal pursuant to 10 U.S.C. 2324 (a) through (d) and 41 U.S.C. 256 (a) through (d).  Implementing guidance for these statutes is provided in FAR 42.709 and was effective for all contracts on October 1, 1995.
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	a.  After receipt of an adequate proposal, the auditor will contact the contractor’s representative and set up an entrance conference.  If the proposal is inadequate (e.g., missing the information listed in 6-801), the auditor will notify the contractor and CO in writing of the deficiency as required by FAR 42.705-1(b)(iii)(A).  Absent a mutually agreeable arrangement, the audit will likely be delayed pending receipt of the necessary documents.



	b.  The audit will include an evaluation of both direct and indirect costs.  The audit objective is to examine contractor cost representations identified in the incurred cost proposal to determine whether such costs are:  reasonable, allowable and allocable to the contract(s), in accordance with Generally Accepted Accounting Principles (GAAP) and CAS, and not prohibited by the contract, Government statute, or regulation (FAR part 31).  The auditor may have performed certain analyses and tests of the books and records and internal controls during the fiscal year the costs were actually being incurred.  Real-time testing supplements the audit work performed after receipt of the proposal. During the course of the audit of the incurred cost proposal, the auditor will discuss audit findings with the contractor as they arise.  The contractor is expected to provide feedback on these findings on a timely basis.  Continued coordination between the contractor and the auditor will ensure the timely resolution of audit findings and facilitate an efficient and effective audit process.



	c.  The criteria for the allowability of costs on government contracts is discussed in FAR 31.201-2.  In accordance with FAR 31.201-2 (d) “A contractor is responsible for accounting for … maintaining records, including supporting documentation, adequate to demonstrate that costs claimed have been incurred, are allocable to the contract, and comply with applicable cost principles in this subpart and agency supplements.



	d.  After completing the audit, the auditor will provide the contractor with the results of the audit in writing and seek the contractor’s agreement.  Since significant audit findings have been discussed during the audit process, this exit conference should merely be a summary of issues and resolutions. The contractor will be given the opportunity to respond to the audit findings and any contractor comments will be included in the final report.



	e.  FAR 42.705 discusses the conditions that determine whether the final indirect cost rates will be negotiated or audit determined.  If the rates are auditor determined, once agreement is reached on the indirect rates, the contractor will be asked to sign an audit-furnished indirect rate agreement.  A Cumulative Allowable Cost Worksheet (CACWS) will be included as an attachment to the rate agreement letter.  Signing the rate agreement letter also indicates concurrence with cumulative costs and other information (e.g., contract limitations) shown on the attachment and that the data on the CACWS will be used to close out contracts (see Section 6-802).  If agreement with the contractor is not reached, DCAA will forward its audit report to the cognizant CO who will then resolve the disagreement.  The auditor will also issue a DCAA Form 1 to recover any reimbursement of unallowable costs that has occurred.  The contractor may appeal the Form 1 disallowance to the CO or file a claim under the contract “Disputes” clause (FAR 52.233-1).  If rates are to be negotiated by theCO, the audit report and contractor comments will be forwarded to the CO for action.
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	a.  Costs must be accumulated by contract in the same level used for billing costs (e.g. by delivery order, etc.) in order to determine their allowability per Government regulations.  All costs (both direct and indirect) of producing goods or providing services should be identified to a final cost objective.  FAR 31.001 defines a final cost objective as a cost objective that has allocated to it both direct and indirect costs and, in the contractor’s accumulation system, is one of the final accumulation points.  Generally, a final cost objective is a contract.  Accordingly, costs of a contract are comprised of direct costs and the contract’s allocable share of indirect costs.



	b.  A major part of accounting for costs by contract is the classification of costs as either direct costs or indirect costs.
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	a.  FAR 2.101 defines direct costs as “any cost that can be identified specifically with a particular final cost objective” (i.e., cost incurred for a specific contract).  FAR 31.202 also supplements this broad definition with the following:



	(1)  Costs identified specifically with a contract are direct costs of the contract and are to be charged directly to the contract.



	(2)  All costs specifically identified with other final cost objectives of the contractor are direct costs of those cost objectives.



	(3)  No final cost objectives shall have allocated to it as a direct cost any cost, if other costs incurred for the same purpose in like circumstances have been included in any indirect cost pool to be allocated to that or any other final cost objective.



	b.  Contractors should make every effort to identify all costs that are direct, and by default, what remains is indirect.
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	a.  Prime contractor should obtain consent to subcontract from the CO and notify the CO reasonably in advance of placing any subcontract or modification thereof for which consent is required in accordance with FAR 44.201.



	b.  The responsibility of the prime contractor for managing its subcontracts is stated in FAR 42.202(e)(2). The prime contractor is primarily responsible for subcontract award, technical and financial performance monitoring, ensuring that indirect rate proposals and annual rate adjustments are submitted on a timely basis, and payment to the subcontractor for the work accomplished under subcontract terms. To accomplish this responsibility, the prime contractor should have adequate internal controls to identify and notify the Government of auditable type subcontracts and intracompany orders under auditable type Government contracts to assure that subcontract/intracompany costs are allowable, allocable, and reasonable.



	c.  The prime contractor's internal control system over subcontracts and intracompany orders should also provide for including appropriate flow down clauses into the subcontract/intracompany order, such as clauses that:



	(1)  provide either the Government or the contractor access to the subcontractor's/intracompany books and records for the purposes of performing the annual incurred cost audit,



	(2)  require that billings include only allowable costs pursuant to FAR 52.216-7, and



	(3)  require the subcontractor/intracompany entity to submit annual incurred cost proposals pursuant to FAR 42.7.
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	a.  FAR 2.101 defines an indirect cost as “any cost not directly identified with a single, final cost objective, but identified with two or more final cost objectives or an intermediate cost objective. It is not subject to treatment as a direct cost.”  Further, an indirect cost shall not be allocated to a final cost objective if other costs incurred for the same purpose in like circumstances have been included as a direct cost of that or any other final cost objective.



	b.  Because of their nature, indirect costs cannot be charged to final cost objectives on an individual basis. Therefore, indirect costs must be classified and grouped together into indirect cost pools, typically either an overhead cost pool or the G&A cost pool. The pools in turn are allocated to final cost objectives in reasonable proportion to the beneficial or causal relationship of the pooled costs to the cost objectives.



	c.  FAR 31.203 (e) states: “The method of allocating indirect costs may require revision when there is a significant change in the nature of the business, the extent of subcontracting, fixed-asset improvement programs, inventories, the volume of sales and production, manufacturing processes, the contractor’s products or other relevant circumstances.”  Contractors must continually evaluate their allocation pools and bases to determine if change is required.  Contractors must notify the CO and the cognizant DCAA auditor of planned changes prior to implementation.  Contractors should consider pursuing an advance agreement with the CO when changing allocation methods.
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	a.  Costs incurred for, or that only benefit, an identifiable unit or activity of the contractor internal organization, such as an engineering or manufacturing department, are considered overhead costs.  It is common to have separate overhead pools for engineering, manufacturing, material handling, and for certain off-site activities.  A very small contractor could have only one overhead pool.



	b.  Examples of overhead pool costs are:



	(1)  Department supervision



	(2)  Depreciation of department buildings and equipment



	(3)  Training of department employees



	(4)  Fringe benefits of department employees



	c.  Overhead rates are developed by dividing the overhead pool costs by the selected allocation base (e.g., direct labor dollars or direct labor hours).



	d.  To “allocate” means to distribute overhead pool costs to contracts.  In order to distribute overhead pool costs, the contractor must select an allocation base.  There must be a beneficial or causal relationship between the selected allocation base and the pool of costs to be allocated to contracts.  For example, an engineering overhead pool would logically be allocated over total engineering direct labor dollars or engineering direct labor hours.  Additional information regarding the allocation of indirect costs to contracts can be found at FAR 31.203, Indirect costs.



[bookmark: _TocENCLOSURE6_10]10.  G&A Expenses.



	a.  G&A expenses represent the cost of activities that are necessary to the overall operation of the business as a whole, but for which a direct relationship to any particular cost objective cannot be shown.  G&A includes the top management functions for executive control and direction over all personnel, departments, facilities, and activities of the contractor.  Typically, it includes human resources, accounting, finance, public relations, contract administration, legal, and an expense allocation from the corporate home office.



	b.  The G&A rate is developed by dividing total general and administrative expenses by the selected allocation base, e.g., total cost input (i.e., total direct and indirect costs, except G&A), value added cost input (i.e., total cost input except G&A, material and subcontract costs), or single element cost input (e.g., direct labor dollars, direct labor hours, direct materials costs).
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	a.  Facilities Capital Cost of Money (cost of capital committed to facilities) is an imputed cost determined by applying a cost of money rate to facilities capital employed in contract performance.  It is allowable whether or not the contract is otherwise subject to CAS (reference 48 CFR Chapter 99) if:



	(1)  the contractor’s capital investment is measured, assigned, and allocated to contracts in accordance with CAS 414 or measured and added to the cost of capital assets under construction in accordance with CAS 417. If the contract is not subject to CAS, FAR 31.205-10 requires COM to be calculated in accordance with CAS 414 and 417.



	(2)  the contractor maintains adequate records to demonstrate compliance with this standard;



	(3)  the estimated facilities capital cost of money was specifically identified or proposed in cost proposals relating to the contract under which this cost is to be claimed; and



	(4)  the requirements of FAR 31.205-52, which limit the allowability of facilities capital cost of money, are observed.



	b.  The facilities capital cost of money need not be entered on the contractor’s books of account.  However, the contractor shall make a memorandum entry of the cost and maintain, in a manner that permits audit and verification, all relevant schedules, cost data, and other data necessary to fully support the memorandum entry.  An example of a facilities capital cost of money submission can be found in Section 6-801 (Schedule F).



	c.  There is no requirement for a contractor to propose facilities capital cost of money in pricing and performing a contract.  If it chooses not to propose this cost during contract pricing, then the contractor waives any right to claim it during contract performance. (See FAR 15.408(I) and FAR 52.215-17 for more information.)
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	a.  This section of the manual presents DCAA’s Model Incurred Cost Proposal (Figure 12) to assist a contractor in meeting its requirement for submitting an adequate final indirect cost rate proposals as required by FAR 52.216-7(d).  The model includes example schedules on the following pages.  These example schedules present the minimum information needed to begin an audit.  If a contractor generates internal formal reports that identify the needed information, these internal reports can be submitted in lieu of the example schedules.  However, the basic data contained in the schedules is required to complete the audit in a timely manner.  The use of internal reports as a substitute for the example schedule formats shown should first be discussed with the contractor’s cognizant DCAA field audit office.



	b.  An adequate indirect cost rate proposal shall include all data required by FAR 52.216-7(d) unless otherwise specified by the cognizant Federal agency official.  The required content of the proposal and the supporting data will vary depending upon the size of the firm, complexity of the accounting system, and type of business.  Specific requirements should be coordinated with the cognizant DCAA field audit office and ACO.



	c.  This model incurred cost proposal illustrates an occupancy rate, a single final overhead rate, and a G&A rate.  Some operations may have additional rates, such as: fringe benefits rate, engineering overhead rate, manufacturing overhead rate, off-site rate, etc.  A separate schedule should be prepared for each final or intermediate indirect expense pool.  If expenses are available by department (e.g., President’s Office, Marketing Department for G&A; Fabrication, Assembly/Test for overhead), a breakout by expense for each department should also be provided.



	d.  DCAA prefers that contractors include an index, similar to that used in the model incurred cost proposal, for each year submitted.  If certain schedules are not applicable, the contractor should make a note on the index. At the time of submission of incurred cost proposal the contractor should provide their General Ledger detail and copies of quarterly 941’s to facilitate review of submission and audit.



	e.  In addition to the data presented in the schedules, there is additional information that the auditor typically needs to facilitate timely completion of the audit in accordance with generally accepted government auditing standards.  A list of this information is presented on the page entitled "Supplemental Model Incurred Cost Proposal Information."  Having this information available at or prior to the entrance conference will make the audit process as efficient as possible.



	f.  The company name and fiscal period should be included on all schedules submitted.



	g.  Contractors are encouraged to submit their proposals in electronic format.  The Incurred Cost Electronically (ICE) Model, available from the DCAA web site (http://DCAA-stg.dtic.mil/ice_model.html), provides contractors with a standard electronic user-friendly incurred cost submission package that will assist them in preparing adequate incurred cost proposals in accordance with FAR 52.216-7(d).  Downloading and execution instructions are provided on the web site.  The ICE Model is updated periodically, so contractors electing to use it should check the web site periodically for changes.  While the ICE model is intended to aid the contractor in providing an adequate submission, its use does not guarantee that the submission will be judged adequate.  Contractors should discuss the ICE model and its requirements with their local DCAA Office before preparing the proposal.
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	a.  In accordance with FAR 52.216-7(d)(2)(v), the contractor shall update the billings on all contracts to reflect the final settled rates (see 5-301), and update the schedule of cumulative direct and indirect costs claimed and billed, as required in paragraph (d)(2)(iii)(I), within sixty days after settlement of final indirect cost rates.  This schedule will be used by the contractor as a basis for updating the CACWS.



	b.  The Cumulative Allowable Cost Worksheet (CACWS) is a summary schedule of cumulative allowable contractor costs for each open flexibly priced contract through the last contractor fiscal year for which indirect cost rates have been settled. The CACWS also notes which contracts are physically complete and other key information needed for closing contracts. The worksheet should contain sufficient detail so that the ACO can use it to close contracts in lieu of individual evaluation of the final voucher. An electronic CACWS or comparable summary report should be prepared by the contractor. The contractor is encouraged to submit a CACWS with its indirect cost rate proposal using claimed rates, which will be updated after settlement of rates, or agree to provide a CACWS within 60 days of rate agreement, because of the benefits and efficiencies gained in closing contracts timely. The ACO, in coordination with DCAA, may determine that an evaluation is not required on a final voucher because the allowable costs were already audited and included on the CACWS.
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Figure 12.  Model Incurred Cost Proposal.



		MODEL INCURRED COST PROPOSAL FISCAL YEAR ENDED 3/31/2009

		



		Schedule A

		Summary of all Claimed Indirect Expense Rates



		Schedule B

		General and Administrative (G&A) Expenses (Final Indirect Cost Pool)



		Schedule C

		Overhead Expenses (Final Indirect Cost Pool)



		Schedule D

		Occupancy Expenses (Intermediate Indirect Cost Pool)



		Schedule E

		Claimed Allocation Bases by element of cost used to distribute indirect costs.



		Schedule F

		Facilities Capital Cost of Money Factors Computation



		Schedule G

		Reconciliation of Books of Account and Claimed Direct Costs by major cost element



		Schedule H

		Schedule of Direct Costs by Contract/Subcontract and Indirect Expense Applied At Claimed Rates, as well as a subsidiary schedule of Government participation percentage in each of the allocation base amounts



		Schedule I

		Schedule of Cumulative Direct and Indirect Costs Claimed and Billed by Contract and Subcontract



		Schedule J

		Subcontract Information



		Schedule K

		Summary of each time-and-materials and labor-hours contract, including labor categories, labor rates, hours, costs and indirect expenses applied at claimed rates.



		Schedule L

		Reconciliation of Total Payroll per IRS Form 941 to Total Labor costs Distribution



		Schedule M

		Listing of Decisions/Agreements/Approvals and Description of Accounting/Organizational Changes



		Schedule N

		Certificate of Final Indirect Costs 



		Schedule O

		Contract Closing Information for Contracts Completed in this Fiscal Year (include contract number, period of performance, contract ceiling amounts, contract fee computations, level of effort, and indicate if the contract is ready to close).







Figure 12.  Model Incurred Cost Proposal, continued.



		SUPPLEMENTAL INCURRED COST PROPOSAL INFORMATION

		



		A.

		Comparative analysis of indirect expense pools detailed by account with prior fiscal year and budgetary data



		B.

		General organization and executive compensation information (see attached form)



		C.

		Identification of prime contracts under which the contractor performs as a subcontractor.





		D.

		Description of accounting system



		E.

		Procedures for identifying and excluding unallowable costs from the costs claimed and billed.





		F.

		Certified financial statements and other financial data.



		G.

		Management letter from outside Certified Public Accountants (CPA)s concerning any internal control weaknesses.





		H.

		Actions that have been and/or will be implemented to correct the weaknesses described in the management letter



		I.

		List of all internal audit reports issued since the last disclosure of internal audit reports to the Government.



		J.

		Annual internal audit plan of scheduled audits to be performed in the fiscal year when the final indirect cost rate submission is made.



		K.

		Federal and State income tax returns.



		L.

		Securities and Exchange Commission 10–K annual report.



		M.

		Minutes from board of directors meetings.



		N.

		Listing of delay claims and termination claims submitted which contain costs relating to the subject fiscal year.



		O.

		Contract briefings, which generally include a synopsis of all pertinent contract provisions, such as: Contract type, contract amount, product or service(s) to be provided, contract performance period, rate ceilings, advance approval requirements, pre-contract cost allowability limitations, and billing limitations.









Figure 12.  Model Incurred Cost Proposal, continued.
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Figure 12.  Model Incurred Cost Proposal, continued.
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Figure 12.  Model Incurred Cost Proposal, continued.
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Figure 12.  Model Incurred Cost Proposal, continued.



[image: Capture-11]




Figure 12.  Model Incurred Cost Proposal, continued.
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Figure 12.  Model Incurred Cost Proposal, continued.
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Figure 12.  Model Incurred Cost Proposal, continued.
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Figure 12.  Model Incurred Cost Proposal, continued.
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Figure 12.  Model Incurred Cost Proposal, continued.
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Figure 12.  Model Incurred Cost Proposal, continued.
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Figure 12.  Model Incurred Cost Proposal, continued.



[image: Capture-17]




Figure 12.  Model Incurred Cost Proposal, continued.
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Figure 12.  Model Incurred Cost Proposal, continued.
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Figure 12.  Model Incurred Cost Proposal, continued.
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Figure 12.  Model Incurred Cost Proposal, continued.
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Figure 12.  Model Incurred Cost Proposal, continued.
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Figure 12.  Model Incurred Cost Proposal, continued.



[image: Capture-20]





Figure 12.  Model Incurred Cost Proposal, continued.
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Figure 12.  Model Incurred Cost Proposal, continued.
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Figure 12.  Model Incurred Cost Proposal, continued.
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Figure 12.  Model Incurred Cost Proposal, continued.
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Figure 12.  Model Incurred Cost Proposal, continued.
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[bookmark: _TocABRREVATIONSANDACRONYMS]ABRREVATIONS AND ACRONYMS



ACO	− Administrative Contracting Officer

AICPA	− American Institute of Certified Public Accountants



B&P	− Bid & Proposal



CAM	− Contract Audit Manual (DCAA)

CAS	− Cost Accounting Standard(s)

CO	− Contracting Officer

CPA	− Certified Public Accountant(s)

CPAF	− Cost-Plus-Award-Fee (Contract)

CPFF	− Cost-Plus-Fixed-Fee (Contract)

CPIF	− Cost-Plus-Incentive-Fee (Contract)



DCAAM	− Defense Contract Audit Agency Manual

DCMA	− Defense Contract Management Agency

DFARS	− Defense Federal Acquisition Regulation Supplement

DRD	− Deputy Regional Director



ETC	− Estimate to Complete (Cost)



FAR	− Federal Acquisition Regulation

FFP	− Firm-Fixed Price (Contract)

FPI	− Fixed-Price Incentive (Contract)

FPR	− Fixed-Price Redeterminable (Contract)

FPRA	− Forward Pricing Rate Agreement(s)

FPRR	− Forward Pricing Rate Recommendations

FY	− Fiscal Year



G&A	− General & Administrative (Expense)

GAAP	− Generally Accepted Accounting Principles

GPO	− Government Printing Office

GSA	− General Services Administration



IR&D	− Independent Research & Development (Cost)

IT	− Information Technology



NASA	− National Aeronautics and Space Administration



ODC	− Other Direct Cost

OFPP	− Office of Federal Procurement Policy (OMB)

OMB	− Office of Management and Budget



PCO	− Procuring Contracting Officer

PL	− Public Law



RFP	− Request(s) for Proposal(s)



SF	− Standard Form



T&M	− Time and Material (Contract)

TCO	− Termination Contracting Officer



U.S.C.	− United States Code



WAWF	− Wide Area Workflow
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PROPOSAL COVER SHEET
(Cost or Pricing Data Required)
1. Solictation/ContractModification No.: DAAH01-09-R-0001

Advanced Tank Technologies
S00Esst Highway
Washington, DC 20001

3. Pointof Contact

4. Contract Administration Office AuditOffice
DCMA Baltimore 'ABCBranch Office
200 Towasontosn Blvd., West 181 Maim Street
Towson, D 21204-5269 Landover, MD 20785-2218
(3013394300 (3014362090

5. Typeof Contract Action: New Contract

6.
Poposed  + Profitor = Totd:
Cost Fee

038241 + SO = $1032065

7. Government Property

‘We will not requite the use of any Goverment property i the performance of this
work.

8. Cost Accounting Standards (CAS) and Estimating & Accounting Compliance

2, Qs organizaton is NOT subject o the CASB Regulations (Publc Lave (PL) 91-
379)2 amended and FAR Part30. We kave 2 Small Business Exemption

b, This contract action i NOT subject fo CAS. We have 2 Small Business
Exempion.

. NO, we hive not submitted a CASB Disclosure Statement (CASB DS-1 or2)

4, W have NOT been nofiied that we are or may be in noncompliance with our
Disdlosure Statement or CAS.
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2. NQ aspect of this proposal is inconsistent with our disclosed practices o
applicible CAS.

£, YES, this proposal i consistent with our established estmating and sccounting
practices and procedures nd FAR Part 31, Cost Principles.

9. This proposal reflecs our estimates andor actual costs s of this date and conforms
wilithe mstuctons nFAR 13405-56)) md FAR 15405, Tble 15-2. By submiting.

Jaary21, 2010
ik
Jokn Smith, President
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Advanced Tk Techuologies
Washington, DC
Proposal Submited io Response To REP DAAHOL-09R-0001

Elementof Cost
Amount Reference

‘EngineeringLabor 8452151 Schedule 1
Manufacturing Labor 26412 Schedule 1
DitectLabor Overtesd @ 56.7% 1345 Scheduls1&3
Materia JEEREY Schedule
Material Handling Overhesd @ 5.0% 5659 Schedles
‘Subtotal 868,742

GaA@S O 1% Scheduled
‘Estimated Cost. 938241

Pooft@100% 238240

TotalPrice $109206%

* Contractors can egotise profit with he CO. Typically, COs userieria
FAR 15.404-4 for ssablishing aprofitobjecive. DaD COs may usethe
‘weighted guidelnes policy described i DFARS 215.404-4.
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2010 2011 2012


Labor Category Rate/Hr Hours Total Rate/Hr Hours Total Rate/Hr Hours Total Hours Total


Program Manager 33.93 $    683       23,174 $      35.63 $    760 27,079 $      37.41 $    507 18,967 $      1,950       69,220 $     


Senior Engineer 26.39 1,200    31,668 $      27.71 900 24,939 $      29.10 700 20,370 $      2,800       76,977        


Junior Engineer 22.12 1,800    39,816 $      23.23 1500 34,845 $      24.39 900 21,951 $      4,200       96,612        


Engineering Aide 14.50 1,800    26,100 $      15.23 550 8,377 $        15.99 50 800 $           2,400       35,277        


Technical Writer 16.00 -        - $            16.80 0 - $            17.64 900 15,876 $      900          15,876        


Metallurgist 18.85 1,900    35,815 $      19.79 1200 23,748 $      20.78 700 14,546 $      3,800       74,109        


Draftsman 18.95 2,200    41,690 $      19.90 1500 29,850 $      20.90 600 12,540 $      4,300       84,080        


Total Direct Labor - Engineering 9,583    198,263 $    6,410    148,838 $    4,357    105,050 $    20,350     452,151 $   


2010 2011 2012


Labor Category Rate/Hr Hours Total Rate/Hr Hours Total Rate/Hr Hours Total Hours Total


Fabrication 10.85 $    400 4,340 $        11.39 $    600 6,834 $        11.96 $    600 7,176 $        1,600       18,350 $     


Assembly 9.25 0 - $            9.71 200 1,942 $        10.20 600 6,120 $        800          8,062          


Total Direct Labor - Manufacturing 400       4,340 $        800       8,776 $        1,200    13,296 $      2,400       26,412 $     


Total Direct Labor 202,603 $    157,614 $    118,346 $    478,563 $   


Direct Labor Overhead @ 56.7% (Sched. 3) 114,876 $    89,367 $      67,102 $      271,345 $   


All hours proposed are based on historical costs, reference contract DAAH01-08-C-0001, account 9271


The supporting data showing the historical hours and the development of the proposed hours are in file 


"DAAH01-09-R-0001, Hours" and is available immediately upon request.


The direct labor rates are based on actual average rates as of 31 October 2009 and escalated 5 percent each year.


The supporting data and rate calculations are located in file "DAAH01-09-R-0001, Direct Labor Rates" and is 


available immediately upon request.


Total


Manufacturing Labor Cost Manufacturing Labor Cost Manufacturing Labor Cost Manufacturing Labor


Advanced Tank Technologies


Washington, DC


Proposal Submitted In Response to RFP  DAAH01-09-R-0001


Figure 3-5-1


SCHEDULE 1


Engineering Labor Cost Engineering Labor Cost Engineering Labor Cost


Total


Engineering Labor
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SCHEDULE2

Advanced Tank Techmologies
Washagton, DC
Proposal Submited in Response to RFP DAAHO1.09R-0001
Shock Absorber
Bill of Material.
oy
Suppont o) UsitPie  Tow  Nows
SheetMetd 160sqyd  SB00 S 40000 (D)
Casings T50pes. 850 FE R
Plastc 7500 pes. 575 s @
Springs 1.700pss. 400 650 @
Balss 7500 pes. 225 1573 @
Totl Materidl SUsIS
Material Overbead at 5.0% s O

Esplanstory Notes

(1) These prces ae supported by mulple vendor quotes. The proposed prices are fhose
‘provided by the low bidder who was the ACME Corporation i thet quotaion dted
December 21, 2009 The quotations are mcuded i fle "DAAHO1-09-R-0001,
Vendor Quotions” hat ae avaible mmediaely upon request

@) These prices are supported by the Halloween editon of the Springs R Us Catalog.
“This catalog i avallable for audit i the pricing offce.

(3) See Schedule 5.
@ The poposed qune e fom e ngnetg cavings fr e shock shotoer

This drawing s locsted in fle "DAAHO1-09-R-0001, Engicering Draswing’ and 5
immediatly avasble upon taquest.
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SCHEDULE3
Advanced Tesk Tachnologies
‘Washington, DC
Budgat for Fiscal Year 2010 Labor Ovarhead
Actusl Overhsad Expenses fo Fiscal Voars 2007 theoush 2009
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SCHEDULE4

Advncad Tk Tatmslogis
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SCHEDULES

Advanced Tank Techmologies
‘Washington, DC
Budget for Fiscal Year 2010 Material Handling
Actual Overhead Expenses for Fiscal Years 2009 trough 2007

Budger | Acl Expenses (o T
[ NfateralHandlng Expenses (Nare?) | 2010 | 2008 [ 208 | 2007
Purchasg Deparmma om0
Feceiving Depirment T
ToulEspemsss pomi}
Tes Umllowable Cort ()
NerAllowable Expases pomi)
Klocation Base
izl T
W Overed Fa (N3] pui
Explantory Notes

(1) Provide the priorthree years” achual material overbead expenses and allocaton base
he same format a the budget for 2010F or the year 2003, acuals re provided to date
‘and anmualized Al values ae ot shown i this example fo breviy of resentaton).

@) Theprojected mateial overhead expenses arebased on the company's operating budget
£or 2010, The operating budgetsupporting data i located i fle 'DAAHO1-00.R-0001,
Material Handling-Operating Budget” and s mmediately avaisble upon sequest

(3) Thesamerate s esimated for fiscal years 2011 and 2012. Weanficpate minimal
‘mfation and 2 stable business base as Mustated n ourlong-tem stategic plan. The
data and analysissupporting this assertonis located i e "DAAH01-09-R.0001,
Material Handling-Forecast” and s avalable mmediately upon request.
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CAS Exemptions - 48 CFR 9903.201-1(b)
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VOUCHER NO|

PUBLIC VOUCHER FOR PURCHASES AND (b 10
S nrember 1973 SERVICES OTHER THAN PERSONAL SCHEDULE NO
4 Treasury FRM 2000 (C)
1035-110
CONTINUATION SHEET SHEETNO @
U.S. DEPARTMENT, BUREAU, OR ESTABLISHMENT
(a) US Army Material Command, Atlanta, GA 30080
NUMBER DATE OF ARTICLES OR SERVICES auAN- UNIT PRICE AMOUNT
AND DATE DELIVERY {Enter description, item number of contract or Federal supply TITY
OF ORDER OR SERVICE schedufe, and other information deemed necessary) COST PER

(f) Contract No. DAAA(09-96-C-0002

PerFORM (DLA}
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January 2003

5-21
Figure 5-34

Figure 5-3-4 Sample of SF 1035 Completion Voucher

VOUCHES NO
St 1 PUBLIC VOUCHER FOR PURCHASES AND o
T SERVICES OTHER THAN PERSONAL <)
N S N0
CONTINUATION SHEET d)
"('a’"ﬁ;:&‘igggo'r‘\a dical Center, San Diego, CA
WUMOES oame OF AZVICLES OR SERVICES ] o
AND DaTt DELIVRY (Baw dvrgion. wem vomber of contvect o0 Fedeoal sapply | QUAN-
Oromit | ohssvice wiedole. asd wber roformairen dremed viouery) mr o ocost | me
e) XYZ Cprporatipn (f) Contract No.N66818-91-C-
200 Epclid St 0091
Tampal, Floridp 20005
(g) ThrgetfEstimated
Cogts  [8400,000
(h)| Contractor's Cumulative Claim  |(g) Flixed Jee | 36,000
Reconciliation Statement (g) Tptal 5436,000
(3) Final Rat FY 87 FY 88 FY 89 (k) [fotal
efit Rafe 10.93% 12,152 13.33k
Overhead Rate 112.99% 92.30 92.12
A Rate 2.91 14.97 12.33
(i) Major Cost Elemenks
Salaries $115,572.17 § 16,068.11 ¢3,033.p4 $134,673.72
Fringe Behefits 12,632.04 1,952.2%8 404.B6 14,988.68
[Total Direct Laboy $128,204.21 § 18,020.39 £3,437.B0 $149,662.40
jOverhead $144,857.94 § 16,632.82 $3,165.p0 $164,657.65
PMaterial 2,242.16 2,242,156
Subcontract 62,351.00 62,351.00
[Travel 4,193.94 297.76 4,491,70
Consultants T 1,071.76 1,071.76
Other Direct Costjs 770.10 8.34 9./00 787.44
Subtotal $343,691.11  $ 34,959.31 $6,613.[70 $385,264.12
G&A 10,001.41 5,233.41 815.147 16,059.29
Total Codts Incunred$353,692.52 § 40,192.72 §7,429.17 $401,314.41
Amount in Excess jof Contract Amount (1,314.41)
(1) [Total Codqt Claimdd $400,000.00
(m) |Fixed Fed 36,000.00
(n) {Total $436,000.00
(o) |Less Pregious Payments (433,871.23)
Amount Dyge (p) (% 2,128.TDH
e

Information for Contractors
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INSTRUCTIONS

GENERAL - All entries on this form must be typewritten - all
doltar amounts must be shown in whele dollars, roundedup to
the next whole dollar. All line item numbers not includedin
the instructions below are self-explanatory.

SECTION | - IDENTIFICATION INFORMATION. Complete
Items 1 through Bc in accordance with the following
instructions:

Item 1. TO - Entar the name and address of the cognizant
Contract Administrator Office. PAYING OFFICE- Enter the
designationof the paying office, as indicatadin the contract.

ftem 2 FROM- CONTRACTOR'SNAME AND ADDRESS/ZIP
CODE - Enter the name and mailing addressof the contractor.
It applicable, the division of the company performing the
cantract should be entered immediately following the
contractor'sname.

ttem 3. Enter an "X" in the appropriate block to indicate
whether or not the contractoris a small business concern.

Iltem 5. Enter the total contract price, as amended. If the
contractprovidesfor escalationor price redeterminationgnter
the initial price until changed and not the ceiling price; if the
contract is of the incentive type. enter the target or billing
price, as amended until final pricing. For letter contracts,
enter the maximum axpenditureauthorizedby the contract,as
amended.

Item 6A. PROGRESS PAYMENT RATES- Enter the 2-digit
progress payment parcentage rate shown in paragraph [a}{1)
of the progress payment clause.

Item 6B. LIQUIDATION RATE - Enter the progress payment
liquidation rate shown in paragraph {b) of the progress
payment clausa, using thres digits - Example: show 80% as
800- show 72.3%or 723.

ftem 7. DATE OF INITIAL AWARD- Enter the last two digits
of the calendaryear. Use two digits to indicatethe menth.
Example: show January 198201 82/01.

ltem BA. PROGRESS PAYMENT REQUEST NO. - Enter the
number assigned to this request, All raquests under a single
contract must be numbered consecutively, baginning with 7,
Each subsequent request under the same contract must
continue in sequence, using the ssme series of numbers
without omission,

Item 8B. Enter the date of the request.

SECTION 1l - GENERAL INSTRUCTIONS. DATE. In the space
provided in the heading enter the date through which costs
have been accumulated from inception for inclusion in this
request. This date is applicableto item entries in Sections |l
and 1],

Cost Basis. For all contracts with Small Business concerns,
the base for progress payments is total costs incurred. For
contracts with concerns other than Small Business, the
progress payment base will be the total recordedpaid costs,
together with the incurred costs per the Computation of
Amounts paragraph of the progress paymaent clause in FPR
1-30.510-1(alr FAR 52.232-16,as appropriate. Total costs
include all expenses paid and incurred, including applicable
manufacturing and production expense, general and
administrativeexpanse for performanceo coatract, which are
reasonable, allocableto the cantract, consistent with sound
and generally accepted accounting principles and practices.
and which are not otherwise excludedby the contract.

Manufacturing and  Production Expense, General and
AdministrativeExpensa. In connectionwith the first progress
payment request on a contract, attach an explanation of the
method, bases and period used in determing the amount of
each of these two types of expenses. |f the method, bases or
periods used for computing these expenses differ in
subsequent requests for progress payments under this
contract, attach an explanation of such charges to the
progresspayment request invoived.

Incurred Costs Involving Subcontractorsfor Contracts with
Small Business Concerns. If the incurred costs eligible for
progress psyments under the contractinclude costs shown in
invoices of subcontractors,suppliers and others, that portion
of the casts computedan such invoicescan only include casts
for: {1) completed work to which the prime contractorhas
acquired title; (2) materials delivered to which the prime
contractor has acquired title; (3) services rendered: and {4)
costs billad under cost reimbursement or time and material
subcontracts for work to which tha prime contractor has
acquiredtitle.

SECTIONII - SPECIFIC INSTRUCTIONS
Item 9. PAID COSTS ELIGIBLE UNDER PROGRESS

PAYMENT CLAUSE- Line 9 will not be used for Small
Business Contracts.

Form ApprovedOMB
No, 8000-0010

Item 9 shall include only those recorded costs which have
resulted at time of request in payment made by cash, check, or
other farm of actual payment for items or services purchased
directly for the contract. This includes items delivered,
accepted and paid for, rasulting in liquidation of subcentractor
progresspayments.

Costs to be shown in item 2 are not 1o include advance
payments, downpayments, or deposits, all of which are not
eligible for reimbursement; or progress payments made to
subcontractors,suppliers or others, which are to be includedin
Item 14, See "Cost Basis" above.

Item 10. INCURRED COSTS ELIGIBLE UNDER PROGRESS
PAYMENT CLAUSE- For all Small Business Contracts,ltem 10
will show total costs incurredfor the contract.

Costs to be shown in item 10 are not to include advance
payments, downpayments. deposits, of progress payments
made to subcontractors suppliers or others.

For large business contracts,costs tu be shown in item 10 shall
include all costs incurred (see "Cost Basis® above) for:
materials which have been issued from the storesinvantoryand
placedinto productionprocessfor use on the contract; for direct
labor; for other directin-house costs; and for properly allocated
agd allowable indirect costs as set forth under "Cost Basis”
above.

Item 12a. Enter the total contractcosts incurredto date; if the
actual amount is not known, enter the best possible estimate.
It an estimateis used, enter (E) after the amount.

Item 12b. Enter the estimated cost to complete tha contract.
The estimatemay be the last estimate made, adjusisdfor costs
incurred since the last estimate; hawever, estimates shall be
made not less frequently than every six manths.

Items 14a through 14e. Include only progress payments on
subcontractswhich conformto progress payment provisions of
the prime contract.

Item 14a. Enter only progress payments actually paid.

Item 14b. Enter total progress payments recouped from
subcontractors,

Item 14d. For Small Business prime contracts, include the
amount of unpaid subcontract prograss payment billings which
have been approved by the contractorfor the current payment
in the ordinary course of business. For other contracts, enter
0" amaunt.

SECTION 1) - SPECIFIC INSTRUCTIONS. This Sectianmust be
completed only if the contrector has received advance
payments against this contractor, or if items nave been
delivered,invoicedand acceptedas of the date indicatedin the
heading of Section Il above. EXCEPTION: item 27 must be
filled in by the ContractingOfiicer.

Item 20a. Of the costs reportedin ftam 11, compute and entar
only costs which are properly allocable to itams delivered,
invoiced and acceptod to the applicable date. in order of
preference,these costs ara to be computed on the basis of one
of the following: (a) The actual unit cost uf items delivered,
giving proper consideratiorto the defermentof the starting load
costs or, (b} projected unit costs (based on experiencedcosts
plus the estimated cost to complete the contract), where the
contractormaintains cost data which will clearly establish the
reliabilityof such estimates.

Item 20d. Enter amount trom 14e.

Item 21a. Enter the total billing price, as adjusted, of items
deliverad.acceptedand invoicedta the applicabledate.

Item 23. Enter total progress payments liguidated and those to
be liquidatedfrom billings submitted but not yst paid.

item 25. Setf-explanatory, (NOTE: If the entry in this item is a
negative amount, there has been an overpayment which
requiresadjustment.)

ltem 26. Self-explanatory,but if a lesser amount is requested,

enterthe lesser amount,

SPECIAL INSTRUCTIONS FOR USE
ACQUISITION REGULATION {FAR})

UNDER FEDERAL

Item 20 and 20e. Deleta the references to a{3){i) of the
progress payment clause,

items 271 and 2%e. Delete the referencesto a(3)lii) of the
progress payment clause.

STANDARD FORM 1443 (1082, BACK
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Loss Ratio Factor Aulysis
Section &
Conmactprice S2ES0000
“Notto-Excesd Amounts oa Uspriced Modiications

150000
Fevised Contract P 5,000,000
S I
ol costs Bumed Gl
Estmaed sddional costs o COmPIEE
“Total cost o complete
Loss rtio facor- =
“Tol costs Shgible Tor progress payments 200000
Toss raio facor 385.3%
Fecoguizad costs for progess payments $2000,100
Propress payment rae- X80.0%
Allrnate amownt o bewsed L5938
Sscion I
Factored costs of fiems dlivered © S T50000
Fecognized costs spplcable o undeliverad ems
(52,249,100 5750.000) 51,499,100

= This amount shall be e same 3 e contadt price of e ftems delivered

b. The SF 1443 should not be adjusted fortheloss raio. Adjustments for the loss ratio
are shownin the Loss Ratio Factor Analyss, which should be submitted wih the SF
1443. In the Loss Ratio Factor Aualysis the SF 1443 amounts are changed as follows:

(1) Line 5 changes from $2.850,00 0 $3,000,000

@) Line 11 changes fom 2,700,000 1 52249,100

(3) Line 13 will b+ $1,799.280
@) Line 20a wil be $750,000
(5) Line 206 will be $1.499,100
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XYZ CORPORATION
ANYWEERE, USA

SUMVERY OF ALL CLAIVED INDRECTEXPENSE RATES
FISCAL YEARENDED 3312009

Deserigion Amowmt. Reference
General and Admiristative:
Pod smn Schedule B
Base $.151320 Schedule E
Claimed G&A Rate 860%
Orethead:

Pod ss10610 Schedle C
Base 656824 Schedule E
Claimed OHRate 774%

OccuganeyExpense (niemediate):
Pod 178,083 Schedue D
Base (Squre Footage) Les) Schedue D
Claimed Rate (per Sq. Ft) so6

Cost of Mansy Overhead:

COMFor period S0  SchedleF

Allocaton Base s

OHCOMFacter 001538

Costof Maney G

COMFor period $2001 ScheduleF

Allocaton Base $3151320

GRA COM Factor 000067
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ANYWEERE, UsA

scEEDULEC
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(1) This example would be applicable to any intermedise pool tht is llocaed to oher final
s

pool

@) Itmay benecessary to modiy the square feetallocaton bse ifthe resultng allocation is
‘notequiteble. For example, the cost pe square foot for executive offce of clean rooms
‘may be greaterthan for warehouse space
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Xz SCREDULEE
CORPORA
TION
ANYWHERE, USA
‘CLAIMED ALLOCATION BASES BY ELEMENT OF COST
FISCAL YEAR ENDED 3312009

CENERAL TLARED
DESCRIPTION | LFDGER | apsusmvents | costs NOTES
Ovacbedbecs Sehad B
Contrast Labar EEER0S - EEER0S
TRED Lahor iy T o)
BEPLabor S SSTm
TotaTLabor 3E EETT

varheed B Staighties et Thor Jallrs oF ll Somtracs s progacts meloding Thor Sosts oF
IR&DB&P projects *

NOTE T+ Deseribe in detail the cost sloments T the allocation bases hat ars waed fo dtrbute
indirect costs.

CEAfes
Contast disetcaste SeEE
Tabor eI
e LX)
ateral ST
oDC: T
oo LIy
“Total Direct Costs: SIET
Okl ST SR T
T REDEEP
s fermdto GEA:
TRED Ovecbesd @ IR [ S B O
GLRatofs275%
EEPOvaeai @ T SR )
GLRstof5275%
“Total Cost Tapat EOO @

CEA Bass Toulcost pu (sxcladss TRED, BEP, sd Costor Momsy)

NOTE: Describe n detal the cost slements i fhe allocation bases hat are waed fo ditrbute
indirect costs.

Explanatory Not

(1) The IR&D and B&P labor is included in the overhead base in order to allocate a
‘proportionate share of overhead to the labor as required by FAR 31205-18

(2) The claimed G&A base must include both the Schedule C claimed overhead
(5510,610) phus overhead costs incurred but not claimed (532.912).

(3) Overhead onthe IR&D/B&Plaboratthe General Ledgerrate of 82.75% s added to
the G&A pool (Schedule B) and deducted from the G&A base.

(T summary, the total cost input base consists of contract direct costs plus overhead

(claimed and undaimed)less overhead on IR&D B&P transfared o the GécA pool. The

base does notinclude IR&D/B&P directlabor or other IR&D/B&P direct costs which are:

usually recovered through the G&A pool.
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XYZ CORPORATION FACILITIES CAPITAL SCHEDULE F


ANYWHERE, USA       COST OF MONEY FACTORS COMPUTATION


Period Rate Months COM


Apr - June 08 4.75 3/12 1.188                             


Jul - Dec 08 5.125 6/12 2.563                           


Jan - Mar 09 5.625 3/12 1.406                            


5.156                            


CONTRACTOR: XYZ CORPORATION ADDRESS: ANYWHERE, USA


BUSINESS UNIT:


1. Applicable Cost of 2. Accumulation 3. Allocation of 4. Total Net 5. COM for Cost6. Allocation 7. Facilities


COST ACCOUNTING PERIOD: Money Rate 5.156%& Distribution of Undistributed  Book Value Accounting Base For Capital COM


NBV Period Period Factors


69,761                         (Basis Of Allocation)(Column 2+3) (Column 1*4) In units (Column 5/6)


Business 162,290                        of measure


Unit


Facilities 232,051                      


Capital 193,290                      


38,761                        


30,345                        168,162                        198,507                10,235                    656,824           0.01558


-                              (371)                         23,812               0.01558


-                              -                               -                         


-                              -                               -                         


-                              -                               -                         


-                              -                               -                         


8,416                            25,128                          33,544                  1,730                       -                         


-                              371                         


-                              2,101                        3,151,320          0.00067


38,761                         193,290                       232,051                11,964                    


Note 1  Allocation Bases     (Refer to Schedule E for details)


   Overhead COM:  Straight time direct labor dollars of all contracts and projects including labor costs of IR&D/B&P projects.


   G&A COM:  Total cost input (excluding G&A, B&P, and Cost of Money


NOTE:  The interest rates to be used are those determined by the Secretary of the Treasury under Public Law 92-41, 85 Statute 97.


        This rate is published semiannually in the Federal Register.  Your Proposal should use the applicable actual Treasury Rates in effect during your fiscal year.


TOTAL


G&A Expense Pools


G & A


ADD: COM on IR&D/B&P Labor





Subtotal:


Distributed 


Overhead Pools


Overhead


LESS: COM on IR&D/B&P Labor:





Total


FISCAL YEAR ENDED 3/31/09


Recorded


Leased Property


Corporate/Group


Undistributed 
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XYZ CORPORATION SCHEDULE G
ANYWHERE USA
RECONCILIATION OF BOOKS OF ACCOUNT
AND CLAIMED DIRECT COSTS BY MAIOR COST ELEMENT
FISCAL YEAR 3/3112009

AMOUNTS AMOUNT
DESCRIPTION PERG/L | ADJUSTMENTS |  CLAIMED NOTES
Dizect Costs.
Direct Labor 5656524 5 5656524
Travel 35473 Wesn) 33456 0]
Material 3102 3102
ODCs. 187493 G183 83310 5]
Subcontracts [N — SaagaT
Total Direct Costs 2667573 LI 2667653
Sched H)
*Tncludes IR&D/B&P direct costs.

"Notes Explaining Adjustments.

(1) Travel — Costs of first class airfare in excess of coach on contract N00039-05-C-0873 that are
unallowable per FAR 3120546,
(2) ODCs — Overtime premium not allowable by temns of contract N00039-05-C-0873.
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XYZ CORPORATION SCHEDULE B
ANYWHERE, USA continuation
GOVERNMENT PARTICIPATION PERCENTAGES
FISCAL YEAR ENDED 3/31/2000
GVERHEAD GEA
“ALLOCATION “ALLOCATION
CONTRACT TYPE BASE % BASE %
AMOUNT OFBASE AMOUNT OFBASE
CostType S147473 25 $554825 178
“Flexibly Pced 210312 320 570729 183
Time andMaterial 11,083 17 22931 07
Firm Fixed Price S5510 152 359712 5
Commercial 163315 250 1611399 517
TREDB&P FEXSH) 35
TOTAL 656521 1000 119,606 1000
Schedue ) Schedue )

NOTE: The purpose of this schedule is to show the extent that cost-type and flexibly

‘priced contracts participate in the allocation bases

Forusers of this model incurred cost proposal, the schedule should reflect the
circumstances at your own operation. For example, if you use more than one overhead
pool, there should be a separate calculation of Govemment participation for cach

overhead pool
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XYZ Corporation
ANYWHERE, USA

Costtype subcontracts issued under flexibly priced prime contracts: Yes X No

Subcontract Information

FISCAL YEAR ENDED 3/31/2009

SCHEDULE 1

SUBCONTRACT PRDE 'SUBCONTRACTORS | POINT OF CONTACT | SUBCONTRACT | _ Performance Pariod | INCURRED | AWaRD
o. CONTRACTNO. | NAME & ADDRESS | AND PHONE NO. VALUE From T INFY2009 | TYPE
SuboontratTssusd:
P.O.SXYZOSSSR | N00039-05-C-0875 ‘Small Company Ms DomaChacleston | $110,500 | 3162008 | 6302009 | $§7912 | CPFE
1445 SoutiparkBlvd. | MarkstngManager
Buffalo, NY 14206 | (716) 883870317
PO.SXYZOTIR | NOOO40-05-C-0874 TamzaBaterprises | Me Miks Tanza $895000 | 4202006 | 1222000 | s15341 | CPFF
S7BExscutvePark | President
Facfax, VA0S | (7039835640
P.O.SXYZOIONR | Subcontractto Clacklnc. | Acgonauti Toc Me Tedessel s152500 | 7252008 | 10762011 | 7,888 corF
Prims NOOO39-05-C-0875 | 555 OcsenParkway | MarkstingMansger
Ansheim, CAS2SI3 | (714)998 2000 X12
PO.SXYZIIR | N000GO-05-C0913 DSK Comporation | Ms. Jans Mathers $236135 | 10122008 | 3152009 | 49732 | coFE
3559 VaultmgRoad | Masksting
York, PA17405 1 Is0
P.OSXYZOSZR | N000S0.05.C-0913 Avistso Assosistes | Me.Vines Ariteo $100000 | 5142007 | snano0s | 40000 | coRF
546 ActoyoDrive | Prasident
Carlshad, NMSTID | (504) 5351600
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T&MLH subcontracts issued under flexibly priced prime contracts: Yes, No X

PRIME SUBCONTRACTORS | POINT OF CONTACT | SUBCONTRACT | Performancs Pasiod | INCURFED | AWARD
CONTRACT NO. | NAME & ADDRESS | AND PHONE No. VALUE Fom To—] mNFvaos | TvE
Tncentive subcontracts under flexibly priced prime conracts: Yes No X
PRME SUBCONTRACTORS | POINT OF CONTACT | SUBCONTRACT | Performancs Pariod | INCURRED | AWARD
CONTRACTNO. | NAME & ADDRESS | AND PHONE No. VALUE Foom To | mevaos | Tvee
‘Subcontract orders based on costissued under IDIQ prime confracts: Yes, No_ X
SUBCONTRACT PRME SUBCONTRACTORS | POINT OF CONTACT | SUBCONTRACT | Performancs Pariod | INCURRED | AWARD
Xo. CONTRACT NO. | NAME & ADDRESS | AND PHONE No. VALUE Foom To | mrvaos | Tvee
‘Tnter-divisional/intercompany and FFP effortissued under flexibly priced prime contracts: Yes No_X
SUBCONTRACT PRME SUBCONTRACTORS | POINT OF CONTACT | SUBCONTRACT | Performancs Pariod | INCURRED | AWARD
Xo. CONTRACTNO. | NAME & ADDRESS | AND PHONE No. VALUE Foom To | mevaos | Tvee

Note: Subject schedule is to provide identfication of subconracts you have awarded to companies for which you are the prime or
upper-tier contractor, including inter-divisional effort. This information is required at the pricing action level (c.g. delivery order,
CLIN) forall subcontract awards (c.g. cost-type, incentive contracts, T&M/LH, FFP etc.) issued under flexibly-priced and IDIQ prime
contracts
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“XYZCORPORATION
ANYWEERE,USA

SCREDULER

SUMMARY OF HOURS AND AMOUNTS ON TIME AND MATERIALLABOR HOUR CONTRACTS
FISCAL YEARENDED 3312009

CONTRACT SNG0022-06-D0TIT

CONTRACTSFG677707D 1T

CONTRACT
LABOR.
CATEGORY TASKOL TASK 02 TASKOL
(voTE 1)
FATE | HOURS | ANOUST | RATE | HOURS | ASI0UNT | RATE | HOURS | AIOUST
@ @ o
g B B L B ) B B I R R0
Managr
B L B R ) B ) B NELY B v R ) R e
== I L ) ) ) L) ) )
ey LX) R ) s e LR )
e Ty | 700 W Im = =
o7 oy W =@
ToTAL
el Cote ST 0 B
Qo)
Teavel (o83 ™ T 19
EAGEET = il i
Clod)
ST 3 S0
ToTAL
sk 5000 ST s
crLnG

‘Explanatory Not

(1) Represents effort performedby the company. Any subcontract effort shouldbe identified separately.
(2) Represents rates specified in the contract, which may be higher orlower than actualzatesincurred.
(3) Represents actual costsrecorded in the costrecords.

(4) G&A applied at the claimed rate to Material and Travel Costs.
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TTZCORPORATION
ANYVHERE,UsA

SCEEDULEL

 RECONCILIATION OF TOTAL PAYROLL PERIRS FORM S4170 TOTAL LABOR DISTRIEUTION

FISCAL YEAR ENDED 3512008
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XYz SCHEDULEM
CORPORATION
ANYWHERE, US4

LISTING OF DECKIONS, AGREEMENTS OR APPROVALS AFFECTING
'DRECTINDIRECT COST AND DESCRIPTION OF ACCOUNTING OR.
‘ORGANIZATIONAL CHANGES
FISCAL YEAR ENDED 3312000

A Decisions Agreements or Aprosals

1. Pension Plan (Schedsles B&C) reference ACO  memomndum of
negofations (3008 Overead) of Avgust 10, 2008 which st
forth pension plan rates, vacation approvals and certin

ofher maters.

2. Biling Rates. ACO teter of March 3, 2008 setig forth apgroved tilling
cates for FY 2009,

3.Salary Approval. See ACO letir of June 19, 2008 approving slaties to op
‘mamgement.

4. Ceilng Rates. Contract NOOD39.05-C-0873_provides or 3 celling on

overhead and G A ratesof 0% and 10%,especiely. Our
Climed ates for Y 2009 s les than th celing tes.

B. Accouning or Organizaton Changes.
1. Dusing the period of January 2008, 3 e imction of contact NOOOGD-0-C-0913
occuedThe PCO diected s to susch tis pogram into the foe. Ths acion
Decesstated 3 signiican edueion i oue saff. From 3 total of 2 Fllme emplopees
on Jamary 1, 2008, the affwas redoed b  tol of 13 ull ime employes by \y
30,2008

2. Effetive April 1, 2008, we deleted our secondary overhead ool r Singe berefit
Sxpenses. We electad o churge the Finge berefits expenses directly o the benefiting
ovedhead pool. This clange was made o that we could be more preci in our finge.
costs elated tothe wages and slaries of each pool. Allfinge cost of direct personel
are charged o the overtead expense — Schedul C. We have mads a study for the year
under audit which reflects that there is no adverse cost impact on Government
contracts. That study s avalable r your reiers.

3. Other than 1 and 2 above, we have 1o ofher major accounting or organizational
changes during the period. Howerer, we are currently corsidering adding a matesal
handiing poof effecive April 1, 2009. Obr material and sbcontmct effort has
increased signiScanty during the last year and we feel that a pool of this mmture is

'DCAA will be kept advised of our satus and we wil discuss this matter
with you during the audit of this claim.
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XYZCORPORATION SCHEDULEN
ANYWEHERE, US4

CERTIFICATE OF FINAL INDIRECT COSTS
FISCAL YEAR ENDED 3312009

Thisis to certfy that ] have rviewed this proposal to estabish fnal indiret costatesand to
the bestof myknowiedge andbelief

1. Al costs inchuded n tis proposal, (identiy proposal and dat) to eiaiish
Biml indiect cost mes for (Gentfy perod covered by i) are allowable in
accordance with the cos principles of e FA and it shpplements applcable
Tothe canractsto which e final ndirectcostaes ill apply; aod

2. This propossl does not include any cosi which are expresdly vnallowatie
‘mder appficable cos principles of the FAR or fs sspplements.

Fim:

Signatue:
‘Name of Certifing Official-
Tite:

Date of Executin:

NOTE: Th Certficate of Firal Indirect Costsis confined in FAR 52242.4.

s prescribed n £2.703-2(), insert the following clavse:
‘Certfication o FinalIndrect Costs (an 1997)

@ The Contractor shall -

() Certifyany proposl o estabish or modiy fnal ndirect cost rates

@) Use the format in paragragh (¢) f this clause o cetiy, and

G) Have the certfcae signed by anindividual o the Contractor's organiation
ata level 1o lower than a vice prsident or cief inancial offcer of the business
epment ofthe Contactorthatsubmi the proposal.

©) Failure by the Contractorto sbmit a sigred certifcae, as descibed n this
clause, may result n inal indiret cossat rates nilaterllyestablished by the
co.

©) The certificateof finalindirect costs shall ead as follows: (ee above)
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‘modificaion used. i 2 foomote.
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