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Overview

4

e Physical completion of a contract triggers contract BAKER TILLY
closeout activities
e Timely and efficient contract closeout can:
— Save money
= Receive final payment and minimize strain on cash flow
e Reduce administrative costs associated with maintaining
books and records
— Save time
e Reduce time looking for documents needed

— Save resources

= Utilize people who have worked on the contract (e.g.,
program managers, contract administrators and other
accounting staff) to perform closeout actions shortly after
completion



Current Environment

e Defense Contract Audit Agency (DCAA) backlog of L AKER TILLY
iIncurred cost audits

— DCAA under pressure to improve audit quality and
conduct audits faster

e Statute of Limitations: Contracting Officer (CO) shall
Issue a written decision on any Government claim
against a Contractor within six years after the accrual
of the claim. (FAR 33.206)

— Applies to contracts awarded after October 1, 1995

e Canceling funds: funds that are no longer available for
anything, including paying the bills



Government Recovery Actions (DCAA) &NCEMA

e DCAA continued a risk-based incurred cost audit ’iwcm TILLY
initiative based on a set of revised criteria

— DCAA closed out 6,786 incurred cost years in FY2017
— Year-end balance of 2,860 in incurred cost submissions
- 1,817 less than prior year-end balance
= Dollar threshold that triggers an automatic audit (i.e.,
high-risk) raised from $15 million to $250 million
e Audits below $250 million will be assessed for risk

= Low-risk proposals are selected for audit using sampling
techniques
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High-Risk ICP
Criteria

Low-Risk ICP Criteria

ICPs greater than $250
million auditable dollar
value (ADV)

<$1M ADV: Questioned cost is =< 10% of the last completed
incurred cost audit's ADV

$1M-$5M ADV: Questioned cost is =< 5% of the last
completed incurred cost audit’s ADV or $100K, whichever is
greater

$5M-$250M ADV: Question cost is <$250k in the last
completed incurred cost audit

New Contractors with no
incurred cost audit
experience

DCAA has performed at least one incurred cost audit on the
Contractor

Significant risk or audit
leads identified

No major fraud considerations or other specific relevant risks
identified

Unacceptable pre-award or
system deficiency

Completed pre-award accounting system and lack of
significant deficiencies for other system reviews

Significant questioned
costs in prior year audit

DCAA did not question a “significant total exception” amount




Government Recovery Actions (DCMA) &NCMA

- Defense Contract Management Agency (DCMA) issuec.’iFSAKER TILLY
Quick Closeout Class Deviation authorizing Administrative
Contracting Officers (ACO) to close contracts prior to the
establishment of indirect cost rates (regardless of dollar value
or the percent of unsettled direct costs and indirect costs
allocable to the contract)

e Contractor must have submitted final certified indirect rate
cost proposal or ACO received Low-Risk Adequacy
Memorandum from DCAA

= Applies to Cost-Reimbursement, Fixed-Price Incentive or
Redeterminable and Time-and-Materials (T&M) contracts

= Deviation effective through September 30, 2017 (extension
not yet published)



Government Recovery Actions (DCMA) &NCMA

e Quick Closeout Class Deviation is subject to the BAKER TILLY
following restrictions:

— ACOs must use DCAA recommended rates or other rates
mutually agreed to by the ACO and Contractor

— ACO may waive the audit requirement when compelling
reasons exist (decision is made by cognizant ACO and
DCAA)

— ACOs must ensure closeout does not impact the
Government’s negotiation flexibility on remaining
unsettled contracts

— Indirect cost rates under this deviation cannot be
considered when establishing the final indirect cost rates
for other contracts



Contractor Requirements
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« The “Allowable Cost and Payment” clause, FAR 52.216-
7(d) requirements include:

Prepare and submit ICP within six months following end of
each fiscal year

True up all interim vouchers within 60 days after rates are
settled

Close subcontracts before closing the prime contract (i.e.,
subcontractors submit ICP for final rates, parties negotiate,
and prime pays subcontractor’s final voucher)

Prepare final voucher within 120 days after rates are
settled, including subcontractor rates



Closeout Process Overview
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e Contract closeout is the process to finish or resolve all
contractual requirements on a physically complete
contract

— Performance completion
— Financial completion

— Administrative completion

e Objective: Establish final price and make final
payment



Roles and Responsibilities

p

¢ Submit indirect cost
proposals
¢ Settle subcontracts

e Submit final
invoice/voucher

p

¢ Coordinate closeout
¢ Manage funds

e Process plant and
property clearance

¢ Negotiate final rates
(C Approve final invoice

-
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)

¢ Perform indirect cost
audits

¢ Audit subcontractors
¢ Review final invoice

~

¢ Reconcile payments
e Pay final invoice




Physically Complete Contracts
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e FAR 4.804-4 defines a physically complete contract as
when:

— The Contractor has completed the required deliveries and
the Government has inspected and accepted the
supplies

— The Contractor has performed all services and the
Government has accepted these services

— All option provisions, if any, have expired, or the
Government has given the Contractor notice of contract
termination



Standard Timing for Closeout
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- FAR 4.804-1(a) states after receipt evidence of

physical completion, the following time standards
are in place for the Government to close out

contract files:

Contract Type Government Standard for

Closing Out Contract Files

All other firm-fixed-price contracts 6 months

Flexibly priced contracts (e.g. Cost
Reimbursement, T&M, and Labor 36 months

Hour contracts)

All other contracts types
(i.e., fixed price redetermination,
flxed_ price with economic price 20 months
adjustment, basic ordering
agreement/blanket purchase
agreement) ﬂ




Schedule O
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= Contract Closing Information BAKER TILLY

— |dentifies cost type, T&M, flexibly priced, and level of
effort type contracts that will be closed after this
current incurred cost submission is audited and the
final indirect rates are agreed upon

— Includes the following information, broken out by
contract type:

e Contract Number

e Period of Performance
e Overall ceiling amount
e Contract fee

e Fee computation (if level of effort or flexibly
priced)
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XYZ SCHEDULEO

C N
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A

SCHEDULE OF CONTRACT CLOSING INFORMATION FOR THOSE CONTRACTS
FOR WHICH WORK EFFORT WAS COMPLETED
DURING FISCAL YEAR ENDED 3/31/2009

CON- | Ozder Ready | Contract LevelofEffort | Notes
TRACT No. | Performance Period To Ceiling | Contract | Cumulative Houss
NO. o = Close | Amount () Feo |
From To ) G) Required | Actual
Cost Type:
Subcontraa 2/16/05| 2/28/09 | Yes | $1.000.000 | $60.000 15000 | 14558
Clark Inc.
N00060-06- 10/1606 | 12/28/08 | Yes | $1.750.000 | $112.000 27500 | 28950
C-0813
Time &
Mazerial:
N0002206- | 0001 7106 | 12/31/08 | Yes $25.000
D0111

Explanatory Notes:

(1) Indicate whather the contract is ready to close basad on all information gvailsble. If the contract is not
raady to closa (2.g. a contract modification is baing pursuad, waiting for subcontract final billing), the
r2asons why should b2 statad in a footnota.

(2) Provida tha overall contract cailing amount, bafore fae, for the typs of contract.

(3) Provide fee amount as provided by the contract. Include details of the fee computation for
all flexibly priced mcentive fee and level of effort type contracts, along with the contract
modification used. m a foomote. ﬂ




Schedule |
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= Schedule of cumulative direct and indirect costs BAKER TILLY
claimed and billed from inception to date.

e All cost reimbursement and T&M contracts are broken
out by line item

e Current year claimed costs are pulled from Schedule H
(direct costs by contract) and Schedule K (summary of
amounts on T&M contracts) and added to prior year
claimed/settled costs

e Billed costs are determined from the final invoice of the
Contractor’s fiscal year

e Goal is to calculate the total over or (under) billing on
each contract



Schedule | @NCMA

NATIONAL CONTRACT MANAGEMENT ASSOCIATION

XYEZCORPORATION SCHEDULE OF CUMULATIVE DIRECT AND INDIRECT COSTS SCHEDULEI
ANYWHERE, U3A CLAIMWED AND EILLED COST BY CONTRACT AND SUBCONTRACT
FISCAL YEARENDED {(FYE)3/31/2002

Unsettled 'Claimed Direct and
Indirect Costs Comulative Costs billsd
Priag Lzss:
Snbjsct Yezrs Totzl Contract Nat
ta Sattlad Comulative  Limitations Comalative Over Physically
Penzlty Totzl Zattled or Eehates Sattled or {Undery complets
Contract Ma. Snboontract Mo,  OnderWo.  Clauss Costs FYE331708 FYE331/@ Clzimad Credits Clzimad PV HNa. Thm Amounnt billin= Mate Ty
Wate(2) MNote(3) HMats (4} Hatz(4) Wate(3) HWata{f)
Cost Type & Flemibly Priced: (Mote 13
NO0938-05-C0873 1201 Yes 30 5126821 3511424 3638243 3638243 18 272872002 3640,110 (31.8635)
N00040-05-C0874 1203 Yes 382,595 2,867 300 51,141 3301234 3301234 30 33102008 3295110 4,124
NOQ941-06-C0777 43085 1204 550,626 555511 37,187 952,124 952,124 24 173172009 240,100 1876 Tas
NOD0060-05-C40913 1205 Yas 591362 4439146 46234468 1658744 1,658,744 33 3312008 1440426 -18320 Tes
{3chad H)
Sabtotal - Cost Typs 546,550,351 36,550,351 §6,5335746 (314405
Tims & Materizl
N00922-06-D-0111  SC4875 1 F10.600 5106040 510,804 § 33102008 310,828 3247 Tes
NOQ922-06-D40111  SC4875 2 5850 5950 5950 & 331200 5,000 230
F66777407-D0112 1 6000 6004 6004 2 33l 5,750 =230
{3ched E)
Sabtotal-Tims & Materizl §22,550 §22,550 321,598 (3953}
TOTAL 34572901 34572001 §6.55734 (315558



Cumulative Allowable Costs

Worksheet (CACWS)
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= CACWS is a summary schedule of cumulative BAKER TILLY
allowable costs for each open flexibly priced contract
through the last Contractor fiscal years where the
iIndirect costs rates have been settled

« CACWS may contain sufficient detail for ACOs to close
contracts without individual contract audit closing
statements

e Can be prepared as part of the incurred cost
submission (e.g., Schedule | of ICP)

e Once DCAA has verified, Contractors no longer have
to provide the level of cost/rate detail on the SF1035
when submitting final vouchers for closeout

e Could reduce resources necessary to close out a
contract
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Costs Worksheet (CACWS)

-

BAKER TILLY

Total
Direct
Direct &
& Indirect Indirect Assist
Subject Costs Using Costs Audit Actual
To Prior Settled Rates Less: Using Amounts | Ready | LOE

Penalty | Settled FYE Contract Settled Incl. in To Cum

Contract Number Order | Clause Years 12/31/2009 Subtotal | Limitations Rates Total Close | Hours | Fee | Note
(1 2) (2) 3) ) (5)
Results Per
of Assist
Audit or Audit Sch
Sch I/Sch O Schl | Schl Schl SchH Requests | SchO | Sch©O 0

Cost Type
N00039-99-C-0069 Yes $298,389 $8,250 | $306,639 $306,639 $140,000 | No
N00040-99-C-0075 Yes 128,878 12295 | 141,173 $1,915 139,258 Yes 9574
DASWO01-99-D-0075 017 Yes 1,035,278 615,725 | 1,651,003 1,651,003 Yes | 112,000
F0609-98-C-0001 Yes 509,235 1,245,860 | 1,755,095 1,755,095 No
T&M Sch K
N00024-99-D-0986 002 No 137,329 386,715 | 524044 524 044 Yes
Subcontract ABC-001 No 69,900 69,900 (6)




Cumulative Allowable
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Costs Worksheet (CACWS)

January 19 2005 and before s:ng?mbnr 28, 2006; in n:can of $650,

October 1 00 nwmmnm issued on or r October 1, 2010.]

|2] Thm costs, hr cnmr.t, nre computed usmn the ne n?oliuuon or rate ngrument’ document. so-me mw

e Defense Procureme quisition Policy Class Deviatio o Procedure for

Slrnph Lw-ﬂhk h:umd cm Proposals (No. 2012-00013) ﬂl‘l:ld July 24, 2012, and as a rul.l m nnt aud Dhct costs are
ubject to adjustment until final payment.

I3] Contract limitations include costs incurred that are r'ﬂ“n excess of contract ceiling rates, (i) unallowable per contract terms, (iii)

Dﬂhld:bm; period of performance, or (iv) in excess of co ct ceiling amounts that are not already excluded, for contracts identified as

rea close.

(4) e cumulative allowable amounts in this column are not-to-exceed contract celling amounts and are subject to the resolution of

subcontract assist audits identified in Note 5.

{5) Costs in this column are considersd unresolved andin.n subcontract can'mauun and receipt of final cumulative allowable

subcontract costs. See Section Il for details of subco included in this amount.

E Subcontract under Prime Contract No. DASWO01-84-D-0038 awarded to XYZ Comp

10; and in excess of
ars [Inmrt Fiscal Years]

Costs in these columns represent the subcontract costs claimed as shown in th’;duh J [or equivalent) of the prime contractor's
curred cost submissions for each fiscal year.
m Costs in this column
s column and the Total ¢
billin
comp!

resent the cumulative costs from the subcontract assist audits through the date shown. The amounts in
imed costs column are expected to be different due to timing differences in the prime versus subcontractor
cles or submissions of rate adjustment vouchers, subcontract fee or withholds, or different fiscal year end dates. At the
n of the subcontract closing actions, these two amounts should be the same.

Allowable
Subcontract
Assist Audit
Amts Thru SubK
Claimed Subcontract Costs (Mote 7) FY 2003 | Compl? |
Contract No Subcontract Mo Name Address FY 2002 | FY 2003 | FY 2004 | FY 2005 Total (Note 8)
NO0039-99-C-0069 | 0069-SUBKA Subcontractor 1234 Any Street
A
Town, USA $25,000 | $25,000| $§25000 $75,000 $60,000 Ne
0069-SUBKE Subcontractor 567 Road
B
City, USA 25,000 | 25,000 25,000 75,000 80,000 No
NOD039-95-C-0069
Total 150,000 140,000
42 708 implements 10 U.5.C. 2324(a) - ( l)and 41 U.5.C. 4303, which requires that penalties be assessed if a contractor claims
an expressly unallowable cost in an indirect cos propaua'l on covered contracts. Covered contracts include all cost type
and ﬂxed-p -incentive contracts in excess of [Insert rulw.nt threshold information based on contract award dates in the contractor's
proposal as follows: 0,000 issued on or after October 1, 1995 and before Jlnuarg:g 2("]5 |n EXCESS uf $550,000 issued on or after
for co cts issued after Suphn'be! 28, 2006 and before




Cumulative Payment History

-

e Accurate cumulative biling information is =~ BAKER TILLY

essential to determine over/under billing for
CACWS and Final Invoices

e Contractor records of cumulative payments
received should be compared to
government payment office disbursement
histories



Quick Closeout
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= Quick closeout offers an alternative to holding contracts
open until indirect cost rates are settled

e Quick closeout is a powerful tool to close the last FY of a
multi-year contract

e ACOs should utilize quick closeout when there will be a
delay in the settlement of final indirect rates and when it is
applicable

= Frequently current billing rates are used as the quick
closeout rates

e DCMA Quick Closeout Class Deviation authorizes ACOs to
close contracts prior to the establishment of indirect cost
rates



Quick Closeout (cont’d)
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e FAR 42.708 states quick closeout procedures may be used if:
— The contract is physically complete

— The amount of unsettled indirect cost to be allocated to the contract is
relatively insignificant

= The total unsettled indirect cost to be allocated to any one
contract does not exceed $1,000,000.

< The cumulative unsettled indirect cost to be allocated to one or
more contracts in a single fiscal year do not exceed 15% of the
estimated total unsettled indirect costs allocable to cost-type
contracts for that fiscal year.

= The contracting officer may waive the 15% restriction based upon
risk assessment that considers Contractor’s accounting, estimating
and purchasing systems; other concerns of the cognizant contract
auditors, and any other pertinent information.

— Agreement can be reached on a reasonable estimate of allocable
dollars



Contract Closeout Process

-
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e Once all contract terms and conditions are met,
actual closeout can begin

e Action items to complete during the administrative
closeout process are outlined within:
1. FAR 4.804-5 — Procedures for closing out contract files
2. DD Form 1597 — Contract Closeout Check-List

a. DD Form 1597 is not required on firm fixed price
contracts and firm fixed price contracts with special
closeout requirements



Contract Closeout Process EGNCMA
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(cont’d)

CONTRACT CLOSEQOUT CHECK-LIST o con m "

flin= & separaie page Jo sitach soy comments. ) 3. COMTRACT SADDIFICATION NUMBERS [ apoicabie]
3. WAME OF CONTRACTOR

3 DATE OF PHVSICAL COMPLETION [¥ VY VA0D] . 7 B BAK_ER— I [ I I Y
DIATE ACTION
MILESTOMES/CALENDAR MONTHS FORECAST IATE ACTION

AFTER PHYSICAL COMPLETION COMPLETION DATE
AR 4 B04-1) (¥ FYRMADDY
5. ACTION ITEMS (PFFYRMOO)
pe T ca = | ca 2 (A I nor apelieaie)

a. DESFOSITION OF CLASSIFIEED MATERIAL COMFLETED

b FEMAL PATENT REPORT SUEMITTED
(hmeentions ésciosanes) DD 282

£. FEMAL ROYALTY REPORT SUBMITTED

4 FIMAL PATENT REPORT CLEARED (imanrions Disoincuns)

2. FINAL ROVALTY REPORT CLEARED

F. ISSUANCE OF REFORT OF CONTRACT

COMPLETION
o NO OUTSTANDING VALUE ENGINEERING CHANGE

FROPOSAL
h. PLANT CLEARANCE REPORT RECENVED DD 1593
I. PROPERTY CLEARANCE RECETVED DD 1593

J- SETTLEMENT OF ALL INTERSM OR DNSALLOWED COSTS
(DCAA Fonm T

k. PRICE REWISION COMFPLETED

I. SETTLEMENT OF SUBCONTRACTS BY THE PRIME
CONTRACTOR

m. PRIOR YEAR OVERHEAD RATES COMFLETED

n CONTRACTOR'S CLOSING STATEMENT RECEIVED

o. FIMAL SUBCONTRACTING PLAN REFORT SUEMITTED

p- TERMINATION DOCKET COMPLETED: DD 1593

g- CONTRACT AUDIT COMPLETED:

r. CONTRACTOR'S CLOSING STATEMENT COMPLETEDN

£ FINAL VOWMCHER SUBMITTED SF 1034

£ FINAL FAID WOUCHER RECEIVED SF 1034

u. FINAL REMOWVAL OF EXCESS FUNDS RECOMMENDED

w. ISSUANCE OF CONTRACT COMPLETION STATEMENT 6 e 20
(O MALSCAP Fonmad identifer PEF)
w. OTHER RECUIREMEMTS. COMFLETED [Snocirg)

3. RESPONSIBLE OFFICIAL
2. TYRED MAME (Lacr, Firsr, Ak inttis) b TITLE

. SIGNATURE (Sk only Lpon comeerion of al achions) d. DATE SIGNED {FTY ¥ladno)

DD FORM 1597, APR 2000 PREVIOUS EDNTION MAY BE USED. Reset T



Contract Closeout Process

(cont’d)
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v’ Disposition of classified material completed BAKER TILLY

— All classified documents must be dispositioned in
accordance with Government security regulations and
accounted for by the Contractor

— DD Form 254, DoD Contact Security Classification
Specification (also for subcontractors)

v Final patent report submitted and cleared

— If contract contains patents right clause FAR 52.227-11 or
13, a final patent report must be submitted within 3
months after physical completion

— DD Form 882, Report of Inventions and Subcontracts



Contract Closeout Process

(cont’d)

-

v Final royalty report submitted and cleared BAKER TILLY

— If the contract contains a refund of royalties clause, FAR
52.227-9, a final royalty report must be submitted by the
Contractor stating the royalties paid or required to be
paid. Must be submitted before final contract payment

v"No outstanding value engineering change proposal
(VECP)
— If the contract contains the value engineering clause,

FAR 52.248-1, then verify no outstanding VECPs require
payment or disposition



Contract Closeout Process

(cont’d)

-

v’ Plant clearance report received BAKER TILLY
— DD 1593, Contract Administration Completion Record, or other

v Property clearance received

— Government property provided to the Contractor and not
consumed must be dispositioned at the end of the contract

— DD 1593, Contract Administration Completion Record, or other

v Settlement of all interim or disallowed costs

— DCAA Form 1, Notice of Contract Costs Suspended and/or
Disapproved

v’ Price revision completed



Contract Closeout Process

(cont’d)

BAKER TILLY

v’ Settlement of subcontracts by the prime Contractor

— All of the prime’s subcontracts must be paid and closed
prior to prime contract closeout completion

v'Prior year overhead rates completed

— FAR 52.216-7 requires the contract to submit a final
indirect cost proposal within 180 days of the close of its
fiscal year. All applicable indirect costs and overhead
rates must be negotiated or established prior to
submitting a final voucher



Contract Closeout Process

(cont’d)

-

v Termination docket completed BAKER TILLY

— All open actions and liabilities must be resolved. The
government may terminate a contract for default or
convenience at any time

— DD 1593, Contract Administration Completion Record, or
other

v Contract audit is completed

— DCAA performs an audit to determine if Contractor cost
are reasonable, allocable to the contracts in

accordance with GAAP, CAS, Government statute or
FAR Part 31

— Based on the DCAA audit report, the ACO negotiates
the final overhead rates for the Contractors



Contract Closeout Process

(cont’d)
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v Contractor’s closing statement completed BAKER TILLY

v’ Final voucher submitted

Contractor submit a completion invoice or voucher (SF
1034) for final payment within 120 days.

Final voucher reflects the settled amounts and rates.

FAR 42.705 states the right of the CO to unilaterally
determine the final contract payment when the
contract does not submit within the time specified in the
contract.

“Contract completion package” also includes the
release of clams, which is a signed record from the
Contractor stating the Government is released from all
liabilities, demands, obligations, and claims on the
contract.



Contract Closeout Process

(cont’d)
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v Final paid voucher received
— DCAA audits final voucher (if Contractor does not submit CACWYS)

— ACO approves final voucher

— DFAS issues final payment

v Final removal of excess funds recommended

— Any excess funds will be removed from the contract by a
PCO/ACO issued contract modification

— ACO reconciles contract obligation and payment records



Best Practices
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= Maintain complete and accurate payment history BAKER TILLY

— Compare to government payment office records for final invoice preparation

e Timely submission of all Contractor requirements:
— Submit ICP six months after fiscal year end

— True up all interim vouchers 60 days after rates are settled
— Close all subcontracts early

— Once overhead rates are settled, prepare final voucher within 120 days
= |dentify any contracts that may be qualified for Quick Closeout

= Utilize available Government guidance:
— DCMA Contract Closeout Checklist

- DCAA CACWS
— DCMA Contract Closeout Guidebook
— DFAS Payment History Data



Contact Information
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Russell Forbes
Manager
russell.forbes@bakertilly.com

Drew Lewis
Manager
drew.lewis@bakertilly.com
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