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Overview

• Physical completion of a contract triggers contract 
closeout activities

• Timely and efficient contract closeout can:
– Save money

• Receive final payment and minimize strain on cash flow
• Reduce administrative costs associated with maintaining 

books and records

– Save time
• 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
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Current Environment

• Defense Contract Audit Agency (DCAA) backlog of 
incurred cost audits
– DCAA under pressure to improve audit quality and 

conduct audits faster

• 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

• Canceling funds: funds that are no longer available for 
anything, including paying the bills
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Government Recovery Actions (DCAA)

• DCAA  continued a risk-based incurred cost audit 
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

• Audits below $250 million will be assessed for risk
• Low-risk proposals are selected for audit using sampling 

techniques
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Government Recovery Actions (DCAA)
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Government Recovery Actions (DCMA)

• Defense Contract Management Agency (DCMA) issued 
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)

• 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)
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Government Recovery Actions (DCMA)

• Quick Closeout Class Deviation is subject to the 
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
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Contractor Requirements

• 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
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Closeout Process Overview

• Contract closeout is the process to finish or resolve all 
contractual requirements on a physically complete 
contract
– Performance completion

– Financial completion

– Administrative completion

• Objective:  Establish final price and make final 
payment
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Roles and Responsibilities
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Physically Complete Contracts

• 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
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Standard Timing for Closeout

• 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:
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Schedule O

• Contract Closing Information
– Identifies 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:
• Contract Number
• Period of Performance
• Overall ceiling amount
• Contract fee
• Fee computation (if level of effort or flexibly 

priced)

14



Schedule O
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Schedule I

• Schedule of cumulative direct and indirect costs 
claimed and billed from inception to date.

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

• 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

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

• Goal is to calculate the total over or (under) billing on 
each contract
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Schedule I
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Cumulative Allowable Costs 
Worksheet (CACWS)

• CACWS is a summary schedule of cumulative 
allowable costs for each open flexibly priced contract 
through the last Contractor fiscal years where the 
indirect costs rates have been settled

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

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

• 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

• Could reduce resources necessary to close out a 
contract
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Cumulative Allowable 
Costs Worksheet (CACWS)
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Cumulative Allowable 
Costs Worksheet (CACWS)
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Cumulative Payment History

• Accurate cumulative billing information is 
essential to determine over/under billing for 
CACWS and Final Invoices

• Contractor records of cumulative payments 
received should be compared to 
government payment office disbursement 
histories
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Quick Closeout

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

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

• 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

• DCMA Quick Closeout Class Deviation authorizes ACOs to 
close contracts prior to the establishment of indirect cost 
rates
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Quick Closeout (cont’d)

• 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
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Contract Closeout Process

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

• 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
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Contract Closeout Process
(cont’d)



Disposition of classified material completed
– 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)

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
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Contract Closeout Process
(cont’d)



Final royalty report submitted and cleared
– 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

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
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Contract Closeout Process
(cont’d)

Plant clearance report received 
– DD 1593, Contract Administration Completion Record, or other

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

 Settlement of all interim or disallowed costs
– DCAA Form 1, Notice of Contract Costs Suspended and/or 

Disapproved

Price revision completed 
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Contract Closeout Process
(cont’d)

Settlement of subcontracts by the prime Contractor
– All of the prime’s subcontracts must be paid and closed 

prior to prime contract closeout completion

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
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Contract Closeout Process
(cont’d)

Termination docket completed 
– 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

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
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Contract Closeout Process
(cont’d)

Contractor’s closing statement completed 

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.
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Final paid voucher received
– DCAA audits final voucher (if Contractor does not submit CACWS)

– ACO approves final voucher

– DFAS issues final payment 

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

32

Contract Closeout Process
(cont’d)



Best Practices

• Maintain complete and accurate payment history
– Compare to government payment office records for final invoice preparation

• 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

• Identify 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
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Contact Information

Russell Forbes
Manager
russell.forbes@bakertilly.com

Drew Lewis
Manager
drew.lewis@bakertilly.com
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