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Maybe it's just ourimagina-
tion but it seems that travel
costs aftract more attention
than any other cost element
in price proposals and in-
curred cost reviews. Maybe
it's concern over the signifi-
cantly increasing cost of
travel. Maybe it's the
awareness that alternative
ways of meeting and com-
municating are becoming
commonplace (e.g. tele-
conferencing, web-based
meetings, on-line training).
Or, maybe it's because con-
tractors have a difficult fime
complying with all the intri-
cacies of the cost principle,
making it easy for the Gov-
ernment to successfully
challenge those costs. In this
arficle, we examine the
essential requirements of the
travel cost principle (FAR
31.205-46(a) and then take
a look at some of the ques-
fions that might come up
during a contract negotia-
tion or an audit of incurred
fravel costs.

Allowability criteria: Costs for
fransportation (not including
air fare), lodging, meals,
and incidental expenses are
allowable subject to certain
limitations. In all cases, the
methods used to estimate or
calculate travel costs must
result in reasonable charges
but the costs for lodging,
meals and incidental ex-
penses are considered fo
be reasonable and allowao-
ble provided they do not
exceed on a daily basis the
maximum per diem rates set
forth in Government pub-
lished tfravel regulations, the
Federal Travel Regulations

for continental U.S, the Joint
Travel Regulations for Alaska
and Hawaii, and the State
Department Standardized
Regulations for foreign fra-
vel.

Special Situations: In special
or unusual situations, actual
costs (up to 300% of the
maximum allowance) are
allowable. These circums-
tances include situations
where employees must stay
at a prearranged hotel or
areas where subsistence
costs have escalated for
short periods. In these spe-
cial situations, written justifi-
cation approved by an of-
ficeris required. A receipt is
also required for each ex-
penditure greater than $75.

Partial Travel Days: The max-
imum per diem rates gener-
ally would not constitute a
reasonable daily charge
when there are no lodging
costs or there is partial fravel
days (e.g. day of departure
and return).

Documentation: Travel costs
are allowable only if the
following information is do-
cumented: date and place
of the expenses, purpose of
the trip and name of person
on trip and that person'’s title
or relationship to the con-
tractor. In all cases, auditors
will request this information.
In our experience, many
small confractors have poor
documentation practices.

Airfare: Airfare costs in
excess of the lowest custo-
mary standard, coach of-
fered during normal business
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hours are unallowable (except
if that airfare requires circuit-
ous routing or travel during
unreasonable hours).

Policies and Procedures: Con-
fractors should establish com-
prehensive written travel poli-
cies and procedures. At a
minimum, these procedures
should provide for docu-
mented justification and ap-
proval of the official necessity
of each trip, its duration, and
the number of travelers in-
volved. The procedures should
provide for advance planning
to assure that whenever feasi-
ble and economically prac-
tical, required visits to locations
in the same geographical
area are combined, and max-
imum use is made of the low-
est air fare accommodations.

Consistency in charging: It is
absolutely critical to ensure
that travel costs are charged
to the same charge number or
cost objective that the fravel-
er's fime is charged to. It's
amazing to us how often travel
costs are charged to a differ-
ent charge number than the
traveler’s time. Usually there's
no good reason and the dis-
covery leads to skepticism
about a contractor’s integrity
and the adequacy of their
accounting and internal con-
frol systems.

Other Questions to be pre-
pared for: Is the proposed
fravel really necessary2 Can
few longer frips replace the
proposed travel schedule?
Can multiple tasks be accom-
plished on the same trip? Is the
proposed number of travelers
reasonable?




CAS 412 requires
actuarial assump-
tions related to
returns on in-
vested funds, fu-
ture compensa-
tion, inflation,
mortality, and

more.

With this newsletter, we
complete our brief syn-
opses on the nineteen CAS
standards. If you've missed
the earlier coverage, pre-
vious newsletters are avail-
able on-line at
www.pacificnwc.com. The
final two standards, CAS
412 (Composition and
Measurement of Pension
Costs) and CAS 413 (Ad-
justment and Allocation of
Pension Costs) apply to
defined benefit pension

CAS 412 establishes the
composition of pension
costs, the basis of mea-
surement, and the criteria
for assigning pension costs
fo cost accounting periods
(CAS 413 addresses the
accounting freatment of
actuarial gains and losses
and the allocation of
pension costs to segments
of an organization.

In a defined benefit plan,
the conftributions to be
made by the confractor
are calculated actuarially
fo provide pre-established

CAS 413 establishes criteria
for assigning actuarial gains
and losses to cost account-
ing periods, valuing pension
fund assets and allocating
pension costs to segments.

Actuarial gains and losses
represent differences be-
tween actuarial assump-
fions and actual expe-
rience. CAS 413 requires
that actuarial gains and
losses be calculated an-
nually and assigned to cur-

plans, and defined confri-
bution plans as (401(k),
profit sharing, SEP, SIMPLE,
SEP-IRA, Keogh, etc), Most
of the Standard’s coverage
however, deals with de-
fined benefit plans.

If your contracts are sub-
ject to modified CAS cov-
erage or are exempt from
CAS (e.g. small business
exemption), you may still
have to comply with these
two standards. The com-

benefits. Pension costs for a
period consists of four ele-
ments, normal costs, amortiza-
fion of any unfunded actuarial
liability, interest equivalent on
the unfunded actuarial liability
and actuarial gains and losses
being amortized, and adjust-
ment for actuarial gains and
losses.

Under the defined contribution
plan, the pension cost of a
cost accounting period is the
net contribution required to be
made, after adjustment for
dividends and other credits.

Normal costs are the present
value of future benefits earned

rent and subsequent cost
accounting periods. Typical-
ly, these gains and losses are
amortized over 15 years in-
cluding the current period.

Possibly the most contentious
aspect to CAS 413 is how to
assign pension costs equitably
fo segments. Contractors can
use a composite method if
there are no significant dis-
parities in actuarial factors
between segments and allo-
cate costs fo segments on a

pensation cost principle,
FAR 31.205-6(j) states that
“The contractor shall
measure, assign, and allo-
cate the costs of all de-
fined-benefit pension plans
and the costs of all de-
fined-contribution pension
plans in compliance with
...(CAS 412 and 413)..."

by employees during the
year using the projected
benefit cost method.

Actuarial assumptions are
related fo the interest or
return on funds invested and
other projected factors such
as future compensation
levels, inflation, mortality,
refirement age, turnover,
and projected social securi-
ty benefits.

Pension contributions must
be funded in order to be
allowable. Increased costs
due to late funding are unal-
lowable.

base which represents the
factors used in computing
pension costs.

Confractors may also
compute pension costs on
a segment basis. Under this
basis, costs shall be based
on the assetfs and liabilities
of the individual segment.

The standard also includes
criteria for adjustments
when there are segment
closings, plan terminations,
and plan curtailments.



Regulation Holiday - On May 9th, OMB issued a memo ad-
vising all executive agencies and departments to curtail
new regulations as the current administration winds down.
From now on, “...heads of executive departments and
agencies should ...avoid issuing regulations that are unne-
cessary”. And here we naively thought that all regulations
were necessary to achieve important public benefits. No
more new regulation proposals after June 1st (unless abso-
lutely necessary). Wonder who gets to define “absolutely
necessarye

The IRS increases the Standard Mileage Rate - The IRS an-
nounced an increase in the standard mileage rate for the
final six months of 2008. Effective July 1¢t, the rate increases
from 50.5 cents to 58.5 cents per mile.

Lobbying Costs - DCAA is instructing its auditors to perform
procedures to ensure contractors have properly identified
and accounted for contractor effort and related costs
associated with supporting legislative earmarks. DCAA

About a year ago, FAR Part
12 was revised to provide
for COMMERCIAL Time and
Material (T&M) and Labor
Hour (LH) confracts. This
was part of a broad effort
to create and expand
pathways for participation
by nontraditional contrac-
tors. It was also designed to
streamline some of the
Government’s procure-
ment processes.

The idea of selling “com-
mercial items” to the Gov-
ernment has always ap-
pealed to companies.
There is no requirement to
submit cost or pricing data
or other kinds of supporting
data in connection with
the proposal and confract
award. Additionally, there is
usually no post-award audit
requirement for the costs
billed to the Government.

But commercial T&M and
LH confracts are a bit dif-

believes that costs to pursue earmarks plus directly associated
costs are unallowable legislative lobbying activity per FAR
31.205-22 — a position that has merit. However, some auditors
get alittle carried away on compiling the “directly asso-
ciated” costs. "“Directly Associated Costs” must meet the defi-
nition in FAR 31.001. If they don't, the costs are allowable.

Acquisition Workforce — The Office of Management and
Budget published its acquisition workforce statistics for 2007.
There are 28 thousand people in positions related to contract-
ing. 19 thousand in DoD. The average age is 46, 60 percent
are women and 75 percent are college graduates. More than
half are eligible to retire within 10 years.

Fed Bonuses — The median amount of money received by
federal employees who got bonuses was $560. And, only 106
thousand of 1.2 million federal workers got merit increases. This
adds up fo a system that doesn’t have much incentives. More

like an “attaboy”.

N

ferent, as companies have
belatedly discovered. For
commercial T&M/LH con-
tracts, there is a post-award
audit requirement and
there is an access to
records clause (FAR 52.212-
4, Alt1(i)(4).

By way of background,
commercial T&M/LH con-
tracts provide for hourly
labor rates paid at the rate
specified in the contract
and only for labor per-
formed on the contract
that meets the labor quali-
fications specified in the
confract. How does the
Government determine
whether the labor was per-
formed on the contract
and met the requisite quali-
ficationse The Government
conducts an audit.

The access clause allows
the Government access to
(i) records that verify that

employees, met the quali-
fications for the labor cat-
egories specified, original
fimecards (paper-based or
electronic), timekeeping
procedures, records that
show the distribution of
labor between jobs, and
the employees themselves
(for purposes of a floor-
check). For material costs,
the Government has the
right to invoices or subcon-
fracts substantiating ma-
terial costs and documen-
tation supporting payment
of those invoices.

DCAA has issued guidance
fo its auditors on how to
review these confracts.
When reviewing interim
vouchers, DCAA is not veri-
fying that employees meet
the qualifications for the
labor categories specified
in the contract. When re-
viewing incurred cost, that
step is included.



The CAS Board amended
CAS 415, Accounting for
the Cost of Deferred Com-
pensation, to direct that
costs of all Employee Stock
Ownership Plans, regardless
of type, be accounted for
in accordance with CAS
415, and provides criteria
for measuring ESOP costs
and assigning those costs

In our Oct — Dec 2007 new-
sletter (Vol. 2, Issue 4) we
reported on the new re-
quirement for contractor
code of business ethics and
conduct. About the same
time as the final rule was
published, a related pro-
posed rule was published at
the request of the Depart-
ment of Justice. This pro-
posed rule would require
confractors to have a code
of ethics and business con-
duct, and to establish and
maintain specific infernal

In our April - June 2007
issue (Vol. 2, Issue 2) we
noted that DoD had is-
sued an inferim rule to
ensure that pass-through
charges on confracts or
subconfracts are not ex-
cessive in relation to the
cost of work performed by
the relevant contractor or
subconfractor.

Essentially excessive pass-

through fees are charges

for indirect costs or added
profits that don't benefit

to cost accounting periods.

Prior to this revision, the
issue of which costs were
reimbursable was both
controversial and ambi-
guous. One of those issues
was whether dividends
paid to an ESOP and
amounts contributed to an
ESOP for the repayment of

controls to detect and pre-
vent improper conduct in
connection with the award
or performance of Govern-
ment contracts or subcon-
fracts.

Comments to the original
proposal expressed concern
about the exemptions for
contracts performed outside
the US (the Halliburton ef-
fect) and the exemption for
the acquisition of commer-
cial items. The revised pro-
posed rule removes those

the government. The initial
interim rule has been
widely criticized and this
revision will be as well. The
70 percent reporting re-
quirement now applies
both before and after
award. It's only a report-
ing requirement, not a
threshold for coverage
requirement. Where the
confractor demonstrates
added value and the
contracting officer deter-
mines they are a benefit
to the Government, the

interest were reimbursable
costs. Now it's clear that
the actual amount contri-
buted to an ESOP will be a
reimbursable cost whether
the ESOP is leveraged or
not.

The revision also clarifies
that reimbursable cost for
the applicable cost ac-

exemptions.

The initial proposed rule
also required contractors to
noftify contfracting officers
without delay whenever
confractors become aware
of violations of federal crim-
inal law. The revised pro-
posed rule adds a provision
that knowingly failing to
report such violations in a
timely manner will be an
additional cause for de-
barment or suspension.

rules do not apply.

“Added Value” is now
defined as subcontract
management functions
that include processing
orders of parts or services,
maintaining inventory,
reducing delivery lead
fimes, managing multiple
sources for confract re-
quirements, coordinating
deliveries, and performing
qualify assurance func-
fions.

counting period will only
apply to stock, cash, or
combinations thereof
that are awarded and
allocated to employee
accounts within that ac-
counting period. If not
allocated to employee
accounts, the amounts
are unallowable but may
be carried over.



On June 30™, the President
signed into law, PL 110-252,
the Supplemental Appropria-
tions Act of 2008. There are a
couple of itemsincluded in
this bill that will impact many
Government confractors.

Financial Disclosure Require-
ments for Certain Recipients
of Federal Awards: This law
requires government con-
tractors who, in their preced-
ing fiscal year received 80
percent or more of its annual
gross revenues in Federal
awards and $25 million in
annual gross revenues from
Federal awards to disclose
the names and fotal com-
pensation of the five most
highly compensated officer
of the entity. This information
will be publically available
on-line through a Govern-

A proposed change to
Travel cost principle, FAR
31.205-46(b) will affect the
allowability of certain airline
fares.

The current regulation limits
allowable contractor air-
fare costs to the lowest
customary standard,
coach, or equivalent air-
fare offered during normal
business hours. The FAR
Councils became aware
that this limitation is being
interpreted inconsistently,
sometimes as lowest coach
fare available to the con-
fractor and other times as
the lowest coach fare
available to the general
public. These inconsistent
inferpretations lead fo con-

ment website. This law was a
direct result of an executive
of a confractor with large
Iragi contracts refusal to
disclose his salary during
Congressional testimony and
at the time, congress was
powerless to force him to do
SO.

In reality, existing Govern-
ment regulations (FAR
31.205-6) already limit ex-
ecutive compensation to
$612 thousand and even
that amount is subject to
other “reasonableness” cri-
teria.

Close the Contractor Fraud

Loophole Act. This section of
the new Law requires timely
nofification by Federal con-

fractors of violations of Fed-

eral criminal law or over-

fusion regarding what costs
are allowable.

The FAR Councils believe
that the reasonable stan-
dard to apply in determin-
ing the allowability of air-
fares is the lowest coach
fare available to the con-
fractor. It would not be
prudent to allow the costs
of the lowest coach fares
available to the general
public when contractors
have obtained lower fares
as a result of direct negofi-
ation.

The real story here is the
perception that many con-
tractors are abusing the
system by maintaining the
lowest standard coach fare
is the same as the same-

payments in connection with
the award or performance of

covered confracts or subcon-

fracts, including those per-
formed outside the US and
those for commercial items.
This law also came about
because of the perception
that contractors with large
Iraqi contracts (e.g. Hallibur-
ton) were not subject to re-
cent regulations requiring
contractors to tighten up
their ethical practices.

day walk-up fare. The
same-day walk up fare is
sometimes more than busi-
ness or first class tickets
purchased in advance.
Using this interpretation,
some contractors have
been using and claiming
reimbursement for the cost
of business and/or first class
fravel.

The period for public com-
ment has expired. There
were relatively few public
comments but predictably,
those from companies and
industry associations were
against the proposed rule
while those with Govern-
ment connections favored
it.

Many lawmakers
believe this law is
unnecessary. It's
going to affect
hundreds, if not
thousands of
Government
contractors

Another loophole
to be closed.
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A great place to begin

your search for new ac-

counting software

Accounting Software World

www.accountingsoftwareworld.
com.

Accounting Software World
from K2 Enterprisesis a
great place to begin your
accounting software
search and selection
project. The site contains
independent reviews of
many of the leading soft-
ware products, links to the
manufactures websites,
and much more. It breaks

GRC (Governance, Risk
Management, and Com-
pliance) is an increasingly
recognized term that re-
flects a new way in which
organizations can adopt an
integrated approach to
these three areas. Gover-
nance is the responsibility of
senior executive manage-
ment set the tone at the
top. Risk management le-
verages internal controls to
manage and mitigate risk
throughout an enterprise.

PNWC provides specialized
fraining in a variety of gov-
ernment contfracting areas.
Our standard training mod-
ules generally take three to
four hours while our ex-
fended fraining modules
are designed for one and
two days. PNWC training
qualifies for CPE in most
states.

PNWC training modules are
continuously updated to

down the different prod-
ucts between entry-level,
small to medium size, mid-
range, enterprise, and ERP
solutfions. It also breaks
down the solutions by tar-
geted industry. The con-
struction category currently
has 24 different products
listed.

The site has many useful
tools such as the white pa-
per on best practices to
software selection and

Compliance is the process
that records and monitors
the policies, procedures
and controls needed to
enable compliance with
Government regulations as
well as internal policies.

There has been a definite
focus shift by the govern-

ment (quality confrol, audit,

etc) from a transaction
based approach to a sys-
femic approach to assuring
that contractors have ef-
fective GRC programs.

reflect the most current
regulations and trends in
the Government including
current high risk areas iden-
fified by DCAA.

Current fraining modules
include:

e Truthin Negotiations
(TINA)

e  FAR Cost Principles
(Allowable and Unal-

other reference material..

K2 is a national provider of
continuing professional
education for accounting
and financial personnel.
One of their most popular
seminars is the Accounting
Software Symposium (“the
most you can learn about
accounting software in one
day”). The next seminar
here in the Pacific North-
west is scheduled for Belle-
vue in August.

The number of vendors
offering GRC software is
astounding and frying to
determine the best product
for a given business prob-
lem can be challenging.
Prices tend to be high and
so is the cost of implemen-
tation and maintenance.

If you know of any GRC
software suitable for small
Government confractors,
drop us a note atin-
fo@pacificnwc.com.

lowable costs)

. Internal Conftrols over
Labor and Timekeep-
ing

. Infernal Controls over
Estimating Systems

. Ethics for Government
Contractors

e Terminations and
Claims.



A recent decision by the
Armed Services Board of
Conftract Appeals (ASBCA)
clarified the standard for
determining allowability of
legal costs and settlement
costs in defending against
a sexual harassment suit
brought by a former em-
ployee (ASBCA No. 53884,
54461, 07-2 BCA Par 33674).
The employee’s lawsuit was
subsequently settled out of
court. The contractor, Te-
com, paid the employee
some money but did not
admit to any wrongdoing.

Tecom charged the legal
fees for defending the suit
to the G&A (general and
administrative) cost pool
and charged settlement
costs directly to the con-
fract for which this em-
ployee was hired and
worked. In claiming reim-
bursement for the costs, the
confractor asserted that
while the accusation was
false, it had simply made a

In a previous newsletter
(see Vol. 2, Issue 2 — April -
June 2007) and we dis-
cussed the differences be-
tween significant deficien-
cies and material weak-
nesses. If significant defi-
ciencies or material weak-
nesses are disclosed during
an audit, the Government
will render one of two opi-
nions; either the system will
be inadequate or it will be
inadequate in part.

Whether the system is in-
adequate orinadequate in
part is a matter of auditor
judgment. Generally, if
deficiencies affect only
certain control objectives
or parts of the system, the

prudent business decision to
settle the case out of court.
The Government refused to
reimburse the contactor for
either legal or settflement
costs so the contractor ap-
pealed.

In the appeal, the Govern-
ment relied on a decision by
the Court of Appeals for the
Federal Circuit in Boeing
North America v. Roche. In
the Boeing case, the court
established a "likelihood of
success” test fo determine
the allowability of legal fees
and seftlement costs. That is,
the allowability of the costs
depended on Boeing's like-
lihood of success if their case
had it gone to frial.

Applying that standard to this
case, the Government ar-
gued that the Tecom’s costs
were unallowable unless it
could show that it likely would
have prevailed if the sexual
harassment lawsuit had gone
fo trial. Additionally, the Gov-

audit opinion will state that
the system is inadequate in
part and identify the in-
adequate portions of the
system. However, if the
nature of the deficiencies is
such that the reliability of
the entire system is af-
fected, the audit opinion
will state that the systemis
inadequate, even if the
deficiencies only relate to
certain control objectives
or parts of the system.

For example, if the confrac-
for's controls related to
labor authorization and
approvals are so deficient
that they result in or could
result in labor costs being

ernment argued that the costs
should not be allowable be-
cause they were similar to
penalties for wrongdoing un-
der FAR 31.205-15.

Tecom argued that the “like-
lihood of success” test applies
only to lawsuits involving fraud
or false claim allegations un-
der FAR 31.205-47, Costs re-
lated to Legal and other Pro-
ceedings. In this case, there
was no allegation of fraud so
the argument had no bearing.
The ASBCA agreed and ruled
that the recovery of legal
costs in defending the allego-
fion of sexual harassment was
not barred by FAR 31.205-47.

The ASBCA also disregarded
the Government’s other ar-
gument that the costs were
essentially unallowable fines
and penalties. The seftlement
of a civil case for a private
harm was not related to a fine
or penalty assessed by a
Government agency.

charged to the wrong final
cost objective, the opinion
on the labor system should
be inadequate. If there is
inadequate conftrol over
work authorizations, the
integrity of the entire system
isimpacted, even though
the deficiencies relate fo
only one confrol objective.

Of course, neither opinion is
good for business. If faced
with potential deficiencies,
be sure the auditor consid-
ers mitigating circumstances
and compensating controls.
For example, work authori-
zations may be deficient but
since there’s only one con-
fract, the risk of mischarging
isnot-afactor.

Legal fees and settlement
costs related to a civil
case for private harm are

allowable.
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mie, and Terry Nuzzo.
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We're on the Web!
See us at:
www.pacificnwc.com

PNWC is dedicated to pro-
viding Government confract
consulting, litigation support,
and fraining services. We
provide affordable consulting
and fraining services to help
Government contractors
grow their business, increase
profits, and comply with
Government contracting

Pacific Northwest Consul-
tants, LLC was formed in
January 2006 by four indi-
viduals who decided to
combine their various ex-
pertise and interests info a
full-service Government
consulting group. Com-

rules and regulations.

PNWC'’s consulting and train-
ing services include forward
pricing, incurred cost, termi-
nations and equitable ad-
justments, cost accounting
standards and defective
pricing allegations. We assist
in developing adequate
internal conftrol systems and

bined, PNWC'’s consultants
and trainers have over 120
years of Government con-
fracting experience with
the Defense Contract Audit
Agency. Two of the four
are licensed CPAs and hold
a variety of other ad-

PACIFIC NORTHWEST CONSULTANTS, LLC

700 NW GILMAN BLVD., #383

ISSAQUAH, WA 98027-5335

company-wide ethics pro-
grams.

PNWC staff has extensive
teaching experience. They
have developed and pre-
sented training classes cover-
ing all aspects of Govern-
ment confracting.

vanced degrees and certi-
fications. All have had
teaching experience at the
collegiate level.




