Contract Formation

Activity 24: Accounting and Estimating Systems

Procedures for examining the suitability of a contractor’s accounting and estimating systems.

Related Flow Charts: Flow Chart 24

Part A: Accounting Systems

2. Request the contractor to complete FAR 9.106-4 Reports [preaward surveys]. Request a preaward survey when the information on hand or
the Standard Form (SF) 1408. readily available is not sufficient to make a determination on
contractor responsibility. A preaward survey should not be
requested for a:

e Commercial item acquisition, or

e Fixed-price contract action at or below the simplified
acquisition threshold (SAT).
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http://www.fai.gov/drupal/sites/default/files/CPSG_Activity24_Flowchart.pdf

4. Review the auditor’s report to FAR 31.201-6 Accounting for
determine if the accounting system unallowable costs [contracts with
is in accordance with GAAP. commercial organizations].

The contractor accounting system must be consistent with the
GAAP is responsible for the accounting principles, standards
and procedures that companies use to compile their financial
statements. GAAP is a combination of authoritative standards
(set by policy boards) and the commonly accepted ways of
recording and reporting accounting information.
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6. Discuss the accounting system
review with the firm.

FAR 15.303(c) Responsibilities [source If the accounting system review uncovers weaknesses or
selection]. deficiencies, consider discussing them with the contractor prior

FAR 15.404-2(a)(5) Field pricing to making a decision on adequacy.
assistance [data to support proposal
analysis].

FAR 15.404-2(c)(1) Audit assistance for
prime contracts or subcontracts [data to
support proposal analysis].
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8. Notify the contractor of deficiencies FAR 15.404-2(c)(1)(i) Audit assistance The auditor will promptly notify both the contractor and the
and the accounting system review for rime contracts or subcontracts [data procurement official of the deficiencies, and will usually identify
recommendations. to support proposal analysis]. recommendations for correcting the deficiencies. The auditor
FAR 15.404-2(d) Deficient proposals will not develop the new system because this is the

[data to support proposal analysis]. contractor's responsibility.

FEDERAL ACQUISITION INSTITUTE | Contracting Professionals Smart Guide | Contract Formation | Accounting and Estimating Systems




Tasks

10. Discuss and initiate the
recommended corrective action
plan.

11. Request a follow-up audit of the
accounting system.

FAR Reference(s)

FAR 15.404-2(c)(1) Audit assistance for
prime contracts or subcontracts [data to
support proposal analysis.

FAR 15.404-2(d) Deficient proposals
[data to support proposal analysis].

FAR 15.404-2(d) Deficient proposals
[data to support proposal analysis].

Additional Information

When a preaward survey discloses previous unsatisfactory
performance, the surveying activity must specify the extent to
which the prospective contractor plans to take, or has taken,
corrective action. Communications may be either oral or
written. Request the cognizant auditor and/or administrative
contracting officer (ACO) to participate in the communication.
During these communications:

e Review each identified deficiency.
o Describe the position on each deficiency;

o Provide relevant facts relating to any
disagreement; and

o Describe any plans for correcting deficiencies.

e Reach agreement with the firm on resolving
deficiencies (if possible).

e Summarize differences relating to the deficiencies.

Once the required corrective actions have been taken by the
contractor to correct the deficiencies, if requested by the
contracting officer, auditors will perform a follow-up audit of
the revised system and/or corrected deficiencies.
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Part B: Estimating Systems
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2. Determine if an estimating system FAR 15.407-5 Estimating systems Request that an auditor perform an estimating system review if

review should be requested. [special cost or pricing areas]. data submitted in a proposal is not well-documented,
unverifiable and unsupported, and inconsistent with quality

estimates of an adequate estimating system.

4. Review the results of the estimating  FAR 15.407-5 Estimating systems When reviewing the auditor’s survey report, address the

[special cost or pricing areas]. acceptability of the contractor's estimating system and any

system survey report.
factors that affect estimate development.
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6. If the initial determination deems the 48 CFR 252.215-7002 - Cost estimating  As a result of the review, the contractor’s estimating system is
estimating system adequate, issue a  system requirements. acceptable. An acceptable estimating system:

final determination. e Is maintained, reliable, and consistently applied;

e Produces verifiable, supportable, documented, and
timely cost estimates that are an acceptable basis for
negotiation of fair and reasonable prices;

e [s consistent with and integrated with the contractor's
related management systems; and

e s subject to applicable financial control systems.

8. Evaluate the contractor’s response. 48 CFR 252.215-7002 - Cost estimating  Evaluate the contractor’s response and notify the contractor, in
system requirements writing, of the final determination concerning:

e Remaining significant deficiencies;
e The adequacy of any proposed or completed corrective
action; and

e System disapproval, if the contracting officer
determines that one or more significant deficiencies
remain.
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10. When deficiencies are found, 48 CFR 252.215-7002 - Cost estimating  The contractor has 45 days from receipt of the final
request a corrective action plan. system requirements. determination to submit an acceptable corrective action plan
showing milestones and actions to eliminate the significant
deficiencies.

12. Monitor the contractor’s 48 CFR 252.215-7002 - Cost estimating  The cognizant auditor and ACO are primarily responsible for
implementation of the corrective system requirements. monitoring a firm’s progress in correcting deficiencies. Should
action plan. the contractor fail to make adequate progress in correcting

deficiencies, several options are available:

e Highlighting the deficiencies in audit and pricing
reports;

e Elevating the matter to higher-level contracting
management;

e Reducing or suspending progress payments until
identified deficiencies are corrected; or

e Recommending that contracting officers not award
contracts until identified deficiencies are corrected.
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