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FROCRALY PO AUDIT OF COSTS
COST TYPT CONTBRACTS

CONTRACT BGMBIR

TASK OWIR{8)

The steps onumerated in this stapdard endit program ave not cansidered nandatory.
The suditor is axpected to utiliue judgnent in expending ox comtracting tha seope of
audit. Tn the ovent significant devistione ere mace to thie program the chanca should
be noted and explainsd in sn atteahsd eddenitm.

AT HEADGUARTZRS

1. Reviev contract brief ani branch controls an open task orders, noting coments
and speciel approvals since last endit.

2. BRevieuv prisr andit working papors,

3. Reviey coupleted Survey of Intemal Controls and Accoumting Practices or
Cost Accounting Standards Disclosure Statement, and Contractor's subwritted
Govermnent Property Procedure.

4. Prepare and/or post to Summary of Contractor's Claims Schedule, the
cumulative mmomts of esch expense element, the total cost, fee and total
88 shoun on the contrestor's latest submitted invoice. (In the svemt the
cantrectar’s involcas do not ghonr cunlative amounts, the involces shoausld
be listed individnaliy snd the oontractor informed at time of visit, to
eamply vith standard billdag procedwre).

3. Mecancile total clais to CC8/CLLD/OF contrcl card. Review audit adjustments
ad recancile to eomtrol esxd. Fost totel payments showm on camtrol card to
Sumnry of Comtractor's Clsims Schednle,

I yINID
L Zotal Claime

8. Recamcils the omtrettir’s claim by expense elenent with the contractor’s
cost ledger. L4st seperatsly for each fiscal year in order to expedite
Mwﬁa“nmmtmuuncsumutaahmm
asgotiated.

b. Swetatiste over/unier yayment vith cantrector's accounts receivedlo.
2. Direot Jebor Aottt
6. Ruamine labor entriss in project ledger and select transsctions for andit.
V. If traseaction selected is for regular pmyroll distritutiomn, reviev and
exiwect feom lador distribution register the identity of employees, hours

aal dollars charged to the project duriag the period selected for sudit.
Using the extrect from lsbor distributdon register, exsmine snd reconcile

¢. If trensection selected is not n normal payroll distribution but represents
¢ tramafor or adjustaent, trece the trumsactian to its inceptiom to ascertain
properisty end follov as maxy of the steps coumarated in 2b above to ensure
eguitadility.
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PACE 2

AUDIT PROGRA'; FOR AUDIT OF COSTS - COST TYPE CONTRACTS

3. DMirect laterials Audit

&

b.

Ca

IDxamine direct materials emtries im project ledper and seleet transacticms
for ewdit,

If transaction selected 16 for charges frar voncher register, purchase
Joroal, ete., revier and extract from appliceble resister the reference
maber (voucher or purchase oxder wmmber), the identity of the vendor and
tmomt charged to the projeat during the period sclected for audit. Using
the extract fram the applicable ragister, sxemine end tast vouchers in
detail, placing particulsr emphwais on the contractor's system of internal
ognirals uvith respect to tho issulng, &pproving, pricing, verifying, extenting.
discamting end/or raymeni ae it applies to requisitions, purchase orders,
receiving reparts, inspection reports, vendor's invoices and payment cheeks,
Bvaluate purchases to determine vhether the itams were required for contract
performance and bought in reasonable quantities at prudent prices. Be alert
to the possibility that certain vondors msy be related or subsidiary companies
ad therefore eligible for special pricing allowances.

If transaction selocted i3 not a normal purchase fram the voucher registor
or purchase journal bui represents a transfer or adjusiment, trace the
transaction to its incoption to sacertein proprietary and follow as many of
the stops enumsrated in 3b edbove as deemed nocessary to emsure equitability.,

b, Apdit of raterial Fithdrmm fram Stock

&

b,

Exanins stock wvithdrawals entries in project ledger for transfer of costs
from stores and select transactions for audit.

Beviev and extract from the stores withirmvals rogister, the requisition
mmmtmatomwntwtupmnmwta
aadit, Using the extract fram the stores 1Athirswals register, examine

and reocnails requisitions, listing the quantities, deseription snd wmit
prices of the items withiremn. Test requisiticn unit prices to stock record
card. Test stosk record card prices to vendors' invoices.

5. it of Other Direst Costs

L N

B.

6.
[ 8

| 3

Besmine other direct cost aatries is project ledger snd select trenssctions
for aaiit,

Trace selsoted trmsactions to basic documentation to determine allovebility
is oamplimoe with oontrect ternms, epecial suthorizations, ete, Test for

ssourecy and paynents.

Prepare @ schedule swmmarizing tiw coltrastor's claims by elements of coat
@i by overieed period ia wiich insuyred. If dspartments baving different
overieed retes are iavolved, & breabliown by department 1s required.

On the stme sehedule, Shov the approved elaim by elements of cost and
oampute the iadirect expenses at the cwrrently spproved retes. (If current
book Tutes very suffistantly to indieste substantial overclaim and nev
omourremtly vith this audit, the resammended
those avw obsolote).

Et

7. Bigeelimecns

mm&om—ummdwnmntwm
hmmnmumwwmmmwsmwn,
ASPR. Test praperty recurd comtrol oards for specific items developed by
or stares vithirawals. Verify that Govermaent
wmiomwumprwnemdcmtmlmm. Ascertain
Wat Agaicy property has Doen merkod im sccordance with contracting officer's
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AUDIT PROCRAN FOR AUDIN OF COSYS - COST TYUL CONTRACTS

b. /Azmend Survey of Intexrmal Controls and Accounting Practices for
changes mede in the Camtrector's systen since the last sudlt, i

8. Exit Comferencc - leet \Ath eontracior's representative for the purpose
of advising of the results of sudit and cantractor's
resction to specific items questimed. Discuss status
of indirect oxpense allication rates, final vouchers,
and commlative claim and reconeiliatiom statewents,
%un ltztmn‘b financiel statements snd/or ammual report fram
traator.

AT HEADQUARTERS

1. Prepave repart/s) on sulit including & statement on meintenance of prope
mmmmmmwmwwn,mm e

2, Index varking pepers end croes reference.
3. Post sudit repoarts to Branch Comtrol for each task order.
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CASE NOCS.

PROGRAM FOR AUDIT OF COSTS
TIME AND MATERIAL CONTRACES

CONTRACT HUMBER

TASBK ORD=R(S)

The stepa emmerated in this standard apdit progran are not comgidered mandatory.
The auditor is cxpected to utilize Judgment in expending or contracting the scope of

andit,

In the event significant deviations are made to this program the change should

be noted and expleined in an attached addendum.

AT HEADQUARTERS |

lﬂ

2.
3.

L,

5.

6.

IN FIELD

1.

2,

Review contract brief and brench eontrols an open tesk orders, noting comments
and special epprovals since last andit. .

Review pricr sudit working papers.

Review campleted Survey on Internal Controls and Accomting Practices or
Cost Accounting Standards Disclosure Statement, and Contractor's submitted
Government Property Procedure,

Propare and/or post to Sumwary of Contractor's Claims Schedule, the cumulstive
aounts end hours of each lmbor categary, the smount of esch expense element,
and total as shomn on the contractor's lstest submitted involce, (In the event
the contractor's involces do not show cumulative amounts, the invoices should
be listed individually amd thecoubmtwinfaneduttimafviﬁt, to camply
wvith standard billing procedure, )

Recancile total claim to COS/C:ID/OF contyol card. Review audit adjustments
end recomcile to control card. Post total payments shown om control card to
Bumrary of Contractor's Claims Scheduls.

Verily contractor's computetions by multiplying the total hours billed in
each labar category times the guthorized rates.

Total Claiwms

8. Recamclle the contractar’s hours claimed by lsbor category and mmetary
value of materials and other direct oosts with the contractor's cost ledger.

b. Substantiate over/under peyment vith comtractor's accomts receivable.

Divect Labor Audit

@, [Ixanine labor entries in project ledger and select transactions for audit.

b, If trenssction selected is for regnlar payroll distribution, review and
extract from labar distribution rogister the identity of employees and
hours charged to the project during the period gelected for audit. Using

the extract fram lebor distribution register, exsamine snd recomcile time
cards. :

c. If transaction selected is not & normal payroll distributiom but represents
& transfer or adjustment, trace the transaction to ita inception to ascertain
rropriety and follow as meny of the steps emtmerated in 2b sbove to ensure
equitability.

d. Reconstruct several %3 rates on besis of current information, 1,e., actual
labor rates, current indirect expense alloeatiom rates, ete, (While in all
probebility edjustments cennot be made oan the current contract, this informa-
tion can have retrospective gpplication to Puture contracts.
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FROGRA} FOR AUDIT OF COSTS - TIME AWD FATERTAL CONTRACTS
3. Direct Materials Audit

e. &m :uect materials antrics ip project ledger and select tramsactions

b. If transagtion selected is for charges from voucher rezister, purchase
Joymal, eto., réviev and extract fram 1icable register the reference
m?mdmwemm s the identity of the vendor
and smoxnt charged to the projsct during the period selected for sudit.

Using the extract from the applicadle register, cxumine avd test vouchers

in detail, plecing particular erphasis on the contractor's system of
internal santrols with respect to the issuing, approving, prieing, verifying.
extending, discomting and/or peyment as it spplics to requisitioms, purchase
orders, receiving reports, inspection reports, vendor's invoices and peyment
oheeks. Evaluate purchases to detemmine whether the items were required for
comtract performance and bought in ressonable quantities st prudemt prices.
Be alert to the posasibility that certain vendors may be related or subsidiery
ocapanies and therefore elipdble fior special pricing allowances.

a. If trensscticon selected is not & normal purchase fram the voucher register
or purchase Journal but represents a transfer or adjustment, trace the
transaction to its inception to ascertain proprietary and follov as many
of the steps enumerated in 3b above as deemed necessary to ensure equitability.

b, t of lat Withdreum from Stock

&, Dxamine stock vithirsimls emtries in project ledger fdsr transfer of coats
from stores and select tramsactions for sudit.

b. Reviev and extract from the stores withirawals register, the requisition
nanber apd smount charged to the project during the period selected for
aiit, Using the extract fyram the stores vithirwmals register, examine
ol reooils requisitions, listing the quantities, desoription end unit
prices of tho ftems withirsmm. Test requisition unit prices to stook
record curd. Test stock record card prices to vendors' invoices.

5. Mgiit of Ox Diyect Cowts

8. Nowmise other divect cost entries in project ledger apd select transactions
o ast,

. Trmge selocted transactions %o besic documentation to determime sllowability
i3 oosplisge with emtrect temms, special suthorizations, ete. Test for
clogical peynts

o - If the contract provides e

&, Detarmine that the comtrector maintains records of Government property in
4% possessin in accordanoe with the spproved procedure or Appendix B, ASPR.
Tent property record oomtwol cards for specific items developed by audit of

egdreent {9 inclnded in property wecord comtrol system. Ascertain that
Agancy property has hemn sarked in accordsnce uvith comtracting Officer's
@ roved method,
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Case "0,

OVERHZAD AUDIT PROGRAM

lerdquorters:

1. Review completed survey of controls and sccounting procedures.
2. Review the contraet, noting texrms relevant to overhesd Aeterminntions such -1
Eﬂg Guide to bas used in determining ~llow~ble oost, vhether ASPR Sestion IV ur other.
b) Overherd maximum limitetions.
(c) Speeial approvels of costs or facilities that relnte to overhend »pplicnticn,
(2) Method for determining fincl overheed vhether by negotintion, mudit dsteruwins-
tion o other,

3. Obtain from the conty~ctowr, its signed overhesd pmroposals covering the perici{ )
to ba andited.
L, Review the staotements in (1) =bove and:

(n) Compere current coste with costs of pravious periods, noting changas in pro-
ceduras, disparity of costs betwean fircal periods or unusually larges sxpend-
itures in eny perticulsr expense category.

(b) Determine whether costs specifically dissllowed under ASPR Section XV or other
criteris for determining ~llowable costs have bsen excluded from contractor's
claims.

{(c) .ote any deviations, exceptions or questions to be discussed with the contractor’s
reprasentative prior to staxrting field sudit.

Field:
1. Discussion with coantrzetor's mceounting represantative:
() Ascertnin that statements presented sre valid and represent the contrratax’s
total overhead eleine,
(v) Discuss any questions that arose in prefisld review.
(¢} “leview contractor's current accounting procedures, ccrprre present procedurse
with procedures ot most current audit and determine if changes result in inecuities
Discues any apperent inequities with contractoar.
2. Verificaotion of overhsad sxmense:

(n) Verify the expensas proposed to the contynctor's genarsl ladger end finsneini
ctatements. Reconcile differences. .

(b} Select a representetive parind far deteil verificetion.

(¢) Famine all transactionc in erch account, for pariod selected faor revisw hy:

(1) Trace entries in general ledger for the period sslected to the smurce
m of the antry, i.e., cash disbursements, a2ccounts paysble register or otiar.
(2) 1Itemize each transaction, and tie-in to general ledger.
(3) Evpond scope to cover broader period if test check reveals deficiencies.
(4) TFollow mrocedures for auditing costs as described in Chapter IV Saction 3
of the DOD contract audit msnuel.

(4) Eliminate all costs found to be unallowshle in accordance with ASPR Smstion *V
or other cost criterias not current period cost, in excess of contract limitation-
rnd in excess of amount considered reasonsble.

(e) Compute overhsad rates taking into consideration coste questioned.

3. Discuse with contractor’s responsible representatives all costs questionad nad get bis
coneurrence or reason for nonconcurxence.
4, Obtain latest billing ~nd bidding rate infarmetion slong with supporting sehadules.

lendquerters:

1. Prepare ndvisory raport for the controcting officer. Itemize and explain all costs
suestioned, compute overhead rates, snd state contrector’s concurrence ar nonconcuyFonecs
tith audit findings,

2. Lodex warking prpere and cross reference.
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A ——————— -

EVALUATION OF COST PROPOBAILS
AUDIT_PROGRAM

Review the normael methods and procedures used by the contractor in the prepare
ation of proposals and determine if such methods were followed in the
preparation of the proposal under review. If contractor is required to file
& dlsclosure statement as stipulated by Cost Accounting Standards Boaxd, re~
view the proposal to enswre that it was prepared in accoxrdance with the
discloged practices.

LABOR:

&. Hours: Review the coniractor's basie work papers used in compiling
its lebor hour estimste. Relate these work papers to blueprints,
achematics or the technical proposal if possible. If these work pspers
do not exist or are not availsble, get a definite stetement from the
contractor as to how the lebor hours were determined snd the amount of
effort expended in its determination. This being the most eritical
phase of most cost analyses, exheust all possibilities, within the
avallsble time, to enable CSAD to help the negotiating team in deter-
nining the roassonebleness of the lebor hour estimate.

b. Rates: If the labor rates used sre those of specific individuals,

- compeve the rates with simllarly classed employses. Any contingencies
ineluded for proposed wage/salary increases should be verified to
union agreements, definitized conmpany policy or anmuel or semi-anmial
salaxy reviews, etc. : :

Beview the method used in pricing materials. Verify historical costs if such
costs were used in the proposals. Determine if the contractor has obtained -
quotations from more then one source for purchaseg and subcontracts. Agcertain
the extent of subcontract cost analysis performed by the contractor,

' Review methods used in ‘pz'icing other dirget costs included in the proposal, suél;

a8 travel consultants. computer time, ete., and verify historicel costs used
as a basiz for such pricing. Determine if proposed travel rates are in
agcordance with contractor's established policy. ’

Verdfy overhesd allocation rates used end review projected rates for reasoun-
gbleness. Give attention to the effeet of new business on the contractor's
total projected expense, which will heve a direct bearing on the projected
overhead rate. If not stated separately, ascertein extent of independent
research and development which msy be included in the dverhesd rates.

Determine if the fee requested is in line with the fee percentage of estimated
costs customsrily accepted by other Goverument agencies under contracts with
same contractors.

Consult with the cognizant DCAA auditor, where time permits, regarding audit
and cost analysis experience with the contractor and, whether the cognizant
audit office hes evaluated the contractor's proposal procedures.

Be able, on the basis of the analysis, to meke some specific recamendations
regaxding the acceptanceé of certein elements of the proposal and to comment
on the reasonableness of the proposel as a whole.

Meet with the negotiator and the technical representative, as required, and
rander aceounting counsel.

Submit a report on our findings snd recommendations.
If requested, participate in the sctual negotiations in an edvisory capaciiy.
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