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SUBJECT: FAR Part 30 revision

BACKGROUND: CAS Committee changes to the proposed rule reflect—

Public comments received on the first proposed rule,

Public comments obtained during public meetings sponsored by the Director of
Defense Procurement, and

CAS Board's final rule on “Changes in Cost Accounting Practices.”

DISCUSSION: Major changes to the proposed rule include the following—
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Addition of definitions included in the CAS Board's final rule (required, voluntary, and
desirable) and other key terms.

Clarification that the CFAO may make a determination of materiality at any time, i.e.
before requesting a GDM or at any point in the cost impact process.

Addition of a new solicitation clause requiring contractors to indicate if the contract
award will result in a cost accounting practice change and, if so, to prepare price
proposals using the changed practice.

Guidance on items that may be considered by the CFAO in determining if a change
is desirable.

Addition of CAS Board language excluding cost accounting practice changes related
to external restructuring from contract price and cost adjustments.
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Revision of GDM requirements to specify that broad based data may be used as the
basis for the GDM.

S(éevision of DCI requirements to provide flexibility for the CFAQ to not require

A

individual data on all contracts, but to project the cost impact on larger contracts to
the remaining contract universe.

Elimination of the term “offsets” while including the effect of offsets in the cost impact
calculation process by separating the calculation of the cost impact from the
resolution of the cost impact.

Provision for the CFAQO to execute contract mods.

RECOMMENDATION: Publish the revised rule as a proposed rule.




Haberlin, Sandra, Ms, OSD-ATL

N F Y . ]
From: Covey, Carol, Ms, OSD-ATL

Sent: Friday, May 25, 2001 10:46 AM

To: Haberlin, Sandra, Ms, OSD-ATL

Cc: Capitano, David, Mr, OSD-ATL

Subject: FW: CAS Committee Report on FAR Case 99-025, Cost Accounting

Standard s (CAS) Administration

farpart3Ocpfchanges.d
ccC
Sandy--Here are our recommended changes -- they are not extensive. Carol
>———=- Original Message-----
>From: Capitano, David, Mr, OSD-ATL
>Sent: Thursday, May 24, 2001 9:00 aMm
>To: Covey, Carol, Ms, OSD-ATIL
>Subject: RE: CAS Committee Report on FAR Case 99-025, Cost Accounting
>Standard s (CAS) Administration
>
>
>Carol:
>
> I have some recommended changes. While it is only a
>single issue, it effects the wording in several areas of the
>proposed rule. The revised language is on the attached document.

Dave
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>>>————— Original Message-----

>>>From: Haberlin, Sandra, Ms, OSD-ATL

>>>Sent: Friday, May 04, 2001 1:52 PM

>>>To: Covey, Carol, Ms, OSD-ATL; Sumpter, Leantha, SES, OSD-ATL

>>>Cc: Capitano, David, Mr, OSD-ATL

>>>Subject: FW: CAS Committee Report on FAR Case 99-025, Cost Accounting
>>>Standard s (CAS) Administration

>>>

>>>

>>>As indicated below, attached is a copy of the CAS Committee
>>>report re: FAR Case 1999-025. The DARC anticipates discussing
>>>the rule on May 31, 2001, and would appreciate any comments

>>>that you have by May 30, so we can include them in our
>>>discussion. Thanks, Sandy

>>>

>>> Original Message-----

>>>From: janes, peg [mailto:mjanes@hg.dcma.mil]

>>>Sent: Friday, May 04, 2001 10:38 AM

>>>To: 'Layser, Richard, Mr, OSD-ATL'; burleigh, anne; Barry Col OSD-ATL
>>>Wilson (E-mail); Bill Kley (E-mail); Corlyss' 'Drinkard

>>{(E-mail); Dave'

>>>'Beck (E-mail); David J. SAF/AQCP Powell (E-mail); gulden,

>glen; Ivana

>>>8ustersic (E-mail); faris, jeanmarie; drost, kate; russell, marolyn;
>>>Michael Maglio (E-mail); janes, peg; RDA Belton (E-mail); RDA Wright
>>>(E-mail); Roger D COL OTJAG Washington (E-mail); Tom' 'O'Toole
>>>(E-mail) ;

>>>shelkin, ynette; Sandra Haberlin (E-mail)

>>>Cc: kobus, tricia




N

>>>Subkject: CAS Committee Reporc on FAR Case 99-025, Cost Accounting
>>>Standard s (CAS) Administration

>>> v »

>>>

>>>

>>>Attached is the CAS Committee's May 3, 2001 report that
>>>addresses the public

>>>comments and comments that arose in public meetings on the
>>>proposed rule

>>>published April 18, 2000. Also attached is a CMR for the report's
>>>gubmission. As a matter of information, there was no written
>>>record kept of

>>>the public meetings and there were no written comments
>>>submitted as a result

>>>0f any of the public meetings. We are currently scheduled to
>>>discuss this

>>>case on May 31, 2001. Ms. Tricia Kobus is available to attend
>>>a 10:30 AM

>>>time-certain. Sandy just needs to check on Mr. Dave Capitano's
>>>availability, when he returns from TDY on Monday, to
>>establish the time ;

>>>certain for certain. Mr. Glenn Gulden will provide you with
>>>the signed copy

>>>0f the Committee report at the meeting on May 16, if you meet
>>>then. If not,

>>>1 will bring it to the meeting on May 31.

>>>

>>>Peg

>>>P.8. Sandy,

>>> Please discard the advance copy I sent you

>>>yesterday. Tricia has

>>>made some editorial changes to that version to avoid confusion
>>>and to black

>>>ink the changes in Tab E so that they print as dark as the
>>>rest of the text.

>>>

>>>Peg

>>>

>>>

>>>

>>

>




(B) Flexibly-priced contracts.

(iii) Any other method that provides a
reasonable approximation of the total increase/decrease in
cost accumulations—;

(3) Be in a format acceptable to the CFAO but, as a
minimum, include the following data grouped by fixed-price
and flexibly-priced contracts:

(1) The total increase/decrease in cost
accumulations by executive agency (see FAR 2.101),
including any impact the change may have on contract
incentives, fee, and profit.

(ii) For unilateral changes, the
increased/decreased costs paid by the United States—; and

(4) When requested by the CFAQ, shadtd—identify all
§££E§§%§>contracts containing the clauses at FAR 52.230-2,

230-3, or FAR 52.230-5.

(d) For any change in cost accounting practice subject
to paragraph (a) (1), (a)(2), or (a)(3) of this clause, the
DCI proposal shall--

(1) Calculate the cost impact in accordance with
paragraph (e) of this clause;

(2) Show the increase/decrease in cost accumulations
for each affected CAS-covered contract unless the CFAO and
Contractor agree to--

(1) Include only those affected CAS-covered
contracts having an estimate to complete exceeding a
specified amount; and

(ii) Estimate the total increase/decrease in cost
accumulations for all affected CAS-covered contracts, using
the results in paragraph (d) (2) (i) of this clause;—and

(3) Be in a format acceptable to the CFAO but, as a
minimum, include the information in paragraph (c) (3) of
this clause~; and

=44.) Shatdt—When requested by the CFAO, identify all
affected prontracts containing the clauses at FAR 52.230-2,
AR 230-3, or FAR 52.230-5.



30.604 Processing changes to disclosed or established cost
accounting practices.

(e) General dollar magnitude proposal content. The GDM
proposal—
(1) Must calculate the cost impact in accordance AAC)
with paragraph (h) of this section.
(2) May use one or more of the following methods AJY:/
to determine the increase/decrease in cost accumulations:
(1) A sample of contracts representative of
the contract universe.
(1i) The change in indirect rates multiplied
by the total estimated base computed for each of the
following groups:
(A) Fixed-price contracts.
(B) Flexibly-priced contracts. AWC;
(1ii) Any other method that provides a
reasonable approximation of the total increase/decrease 1in
cost accumulations.
(3) May be in any format acceptable to the CFAO
but, as a minimum, must include the following data grouped A/(l/
by fixed-price and flexibly-priced contracts:
(1) The total increase/decrease in cost
accumulations by executive agency (see 2.101), including
any impact the change may have on contract incentives, fee,
and profit.
(ii) For unilateral changes, the
increased/decreased costs paid by the United States.

P . (4) When requested by the CFAO, must identify all
' affected ¢ontracts containing the clauses at FAR 52.230-2, AJ(lz

30-3, or FAR 52.230-5.

(g) Detailed cost Iimpact proposal. The DCI proposal--

(1) Must calculate the cost impact in accordance
with paragraph (h) of this section.

(2) Must show theTi case/decrease in cost
accumulations for each @ﬁfe%E?E:CAS—covered contract unless C/
the CFAO and contractor agree to-- FJ

(1) Include only those affected CAS-covered
contracts exceeding a specified amount; and

(1ii) Estimate the total increase/decrease in
cost accumulations for all affected CAS-covered contracts,
using the results in paragraph (g) (2) (i) of this section;

(3) May be in any format acceptable to the CFAO *JQ/
but, as a minimum, must include the requirements at
paragraph (e) (3) of this section.




When requested by the CF Mmust identify all
ffectad S containing the clauses at FAR 52.230-2,
FAR 5 -

, or FAR 52.230-5.

30.605 Processing noncompliances.

(d) General dollar magnitude proposal content. The GDM
proposal—-

(1) Must calculate the cost impact in accordance
with paragraph (h) of this section.

(2) May use one or more of the following methods
to determine the increase/decrease in contract price or
cost accumulations: /\)6

(i) A sample of contracts that is
representative of the contract universe.

{ii) When the noncompliance involves cost
accumulating, the change in indirect rates multiplied by
the total estimated base for only flexibly-priced
contracts.

(iii) Any other method that provides a
reasonable approximation of the total increase/decrease.

(3) May be in any format acceptable to the CFAO
but, as a minimum, must include the following data grouped
by fixed-price and flexibly-priced contracts:

(1) The total increase/decrease in contract
price and/or cost accumulations by executive agency (see
2.101), including any impact the noncompliance may have on

contract incentives, fee, and profit.

(1i1) The increased/decreased costs paid by the
United States.

(iii1) The total overpayments made by the
Government during the period of noncompliance. The total
overpayments must be broken down by quarter unless each of
the quarterly amounts billed during the period of /L«i/
noncompliance were approximately equal.
. TTTT=~{4) When requested by the CFAQ, must identify all
affected cdontracts containing the clauses at FAR 52.230-2,
-3, or FAR 52.230-5.

(f) Detailed cost impact proposal. The DCI proposal-
(1) Must calculate the cost impact in accordance
with paragraph (h) of this section.
(2) Must show the increase/decrease in contract
price and/or cost accumulations for each affected




CAS-covered contract unless the CFAQ0 and contractor agree
to--

(i) Include only those affected CAS-covered
contracts having--

(A) Contract values exceeding a specified
amount when the noncompliance involves estimating costs;
and
(B) Incurred costs exceeding a specified

amount when the noncompliance involves accumulating costs;
and

(ii) Estimate the total increase/decrease in
contract price and/or cost accumulations for all affected
CAS-covered contracts using the results in paragraph res
(f) (2) (1) of this section;

(3) May be in any format acceptable to the CFAO

but, as a minimum, must include the information in
paragraph (d) (3) of this section. -
(49 When requested by the ust identify all
dontra aining the clauses at FAR 52.230-2,
AR 52-230-3, or FAR 52.230-5.

Y
)]

PART 52—SOLICITATION PROVISIONS AND CONTRACT CLAUSES

52.230-6 Administration of Cost Accounting Standards.
As prescribed in 30.201-4(d) (1), insert the following
clause:

ADMINISTRATION OF COST ACCOUNTING STANDARDS

(DATE)
(¢) For any change in cost accounting practice subject to
paragraph (a) (1), (a)(2), or (a)(3) of this clause, the GDM

proposal shall—- :

(1) Calculate the cost impact in accordance with
paragraph (e) of this clause~;

(2) Use one or more of the following methods to
determine the increase/decrease in cost accumulations:

(i) A sample of contracts representative of
the contract universe.

(1i) The change in indirect rates multiplied by
the total estimated base computed for each of the following
groups:

(A) Fixed-price contracts.




FOUR PAGES ORIGINATING WITH THE

NATIONAL AERONAUTICS AND SPACE
ADMINISTRATION (NASA)

REFERRED TO NASA FOR REVIEW AND DIRECT
RESPONSE
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To: Bob Deppe , Bob Morales , Catherine Malstrom , David Capitano, Frank Knapp , Gary Neil , Gordon Johns , Joe Lt
Subject: FAR 30 Revision

At the last public meeting on FAR Part 30, | stated that | expected the CAS
Committee to complete the Part 30 revision by the end of the year. Since

that time, the CAS Committee has been working non-stop on the CAS Board's
Advance Notice of Proposed Rulemaking on Post-retirement Benefits (PRBs)
which is due to the CAS Board by December 19th. Due to the complexity and
length of the PRB case, | expect this case to continue requiring 100 percent
of the CAS Committee's time until the CAS Board's due date. Therefore, | do
not expect the CAS Committee to have the Part 30 revision completed until
some time next year.

Tricia Kobus







Increased Costs Computation - Scenario 1

FFP = Lower, Flexibly Priced = Higher

ETC ETC Traditional Approach w/o Ad,.

Contract Current New Cost Increased Windfall USG

Type Acctg. Acctg. Shift Payments _ Profit Pays
FFP 500 490 -10 10 500
Flex-Priced 500 510 10 10 510
Subtotal 1,000 1,000 -- 20 1,010
Future CAS 600 580 -20 580
Total CAS K’s 1,600 1,580 -20 1,590
Commercial 250 260 10
Other USG 150 160 10
Total 2,000 2,000 -~
Impact

® Future CAS K’s Included
® Future CAS K’s Ignored

= $10 Increased Costs ($1,590 - $1,580)
= $10 Increased Costs ($1,010 - $1,000)



Increased Costs Computation - Scenario 2

FFP = Higher, Flexibly Priced = Lower

ETC ETC Traditional Approach w/o Ad,.

Contract Current New Cost Increased Windfall USG

Type Acctg. Acctg. Shift Payments _ Profit Pays
FFP 500 510 10 -10 500
Flex-Priced 500 490 _-10 10 490
Subtotal 1,000 1,000 -- -- 990
Future CAS 600 580 -20 580
Total CASK’s 1,600 1,580 -20 1,570
Commercial 250 260 10
Other USG 150 160 _10
Total 2,000 2,000 --
Impact

*Future CAS K’s Included = $10 Decreased Costs ($1,570 - $1,580)

*Future CAS K’s Ignored

= $10 Decreased Costs ($990 - $1,000)



Increased Costs Computation - Scenario 3

FFP = Lower, Flexibly Priced = Lower

ETC ETC Traditional Approach w/o Ad,.

Contract Current New Cost Increased Windfall USG

Type Acctg. Acctg. Shift Payments _ Profit Pays
FFP 500 490 -10 10 500
Flex-Priced 500 490 -10 -10 490
Subtotal 1,000 980 -20 -- 990
Future CAS 600 630 30 630
Total CAS K's 1,600 1,610 10 1,620
Commercial 250 240 -10
Other USG 150 150 --
Total 2,000 2,000 --
Impact

*Future CAS K’s Included

*Future CAS K’s Ignored

= $20 Increased Costs ($1,620 - $1,600)
= $10 Increased Costs ($990 - $980)



Increased Costs Computation - Scenario 4

FFP = Higher, Flexibly Priced = Higher

ETC ETC Traditional Approach w/o Adj.

Contract Current New Cost Increased Windfall USG

Type Acctg. Acctg. Shift Payments _ Profit Pays
FFP 500 510 10 10 500
Flex-Priced 500 510 10 -10 510
Subtotal 1,000 1,020 20 -- 1,010
Future CAS 600 570 -30 570
Total CASK’s 1,600 1,590 -10 1,580
Commercial 250 260 10
Other USG 150 150 -
Total 2,000 2,000 --

Impact.
*Future CAS K’s Included = $10 Decreased Costs ($1,580 - $1,590)

*Future CAS K’s Ignhored = $10 Increased Costs ($1,010 - $1,000)



Accounting Changes

Increased Costs Calculation

October 17, 2000



Agenda

¢ Background
°® |lllustrations of Alternative Conditions
® Discussion

® Recommended Cost Impact Measurement Method



Background

¢ Accounting Changes Shift Costs Among Contracts
— From One Contract to Another
— Fixed vs. Flexibly Priced
— From One Customer’s Contracts to Another
— Government vs. Commercial
— Air Force vs. Navy
— Etc.
— Between Current & Future Contracts
— Negotiated vs. Un-Negotiated

¢ Current Regulations Are Confusing Re Measurement of
Increased Costs



Background

® Current Cost Impact Measurement Process Limits Impact
Measurement to Existing Contracts Only

— Recognizes Shifts Between Contract Types
— Recognizes Shifts Between Customers

— However, Effect of Cost Shifts Between Current and
Future Government Contracts Only Partially Recognized

¢ Total Forecasted Costs Are Used to Measure Impacts

®* Presence of Future Work In Cost Data Affects Impact of
Accounting Changes on Current Contracts

¢ Without Full Recognition of the Effect of Future Work In Cost
Impact Calculations, Significant Inequities Result
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lllustrations

¢ Simplifying Assumptions
— Contractor is 100% Government Business
— All Contracts Are Negotiated on Cost Basis

— All Work Has Been Negotiated (Existing K’s Only)



Increased Costs Computation - Scenario 1
FFP = Lower, Flexibly Priced = Higher

ETC ETC Traditional Approach
Contract Current New Cost Increased Windfall
Type Acctg. Acctg. Shift Payments _ Profit
FFP 500 490 -10 10
Flex-Priced 500 510 _10 10
Total 1,000 1,000 -- 20

Increased Costs = $20



Increased Costs Computation - Scenario 1
FFP = Lower, Flexibly Priced = Higher

ETC ETC Traditional Approach w/o Adj.
Contract Current New Cost Increased Windfall USG
Type Acctg. Acctg. Shift Payments _ Profit Pays
FFP 500 490 -10 10 500
Flex-Priced 500 510 _10 10 510
Total 1,000 1,000 -- 20 1,010

Real Impact to USG = $10 Increase (1,010-1,000)



Increased Costs Computation - Scenario 2
FFP = Higher, Flexibly Priced = Lower

ETC ETC Traditional Approach
Contract Current New Cost Increased Windfall
Type Acctg. Acctg. Shift Payments _ Profit
FFP 500 510 10 -10
Flex-Priced 500 490 _-10 -10
Total 1,000 1,000 -- -20

Decreased Costs = $20



Increased Costs Computation - Scenario 2
FFP = Higher, Flexibly Priced = Lower

ETC ETC Traditional Approach w/o Ad,.
Contract Current New Cost Increased Windfall USG
Type Acctg. Acctg. Shift Payments _ Profit Pays
FFP 500 510 10 -10 500
Flex-Priced 500 490 _-10 -10 490
Total 1,000 1,000 -- -20 990

Real Impact to USG = $10 Windfall (990-1,000)



lllustrations

¢ Simplifying Assumptions
— Contractor is 100% Government Business
— All Contracts Are Negotiated On Cost Basis

— Future Work Has Not Been Negotiated



Increased Costs Computation - Scenario 3

Existing Contracts Lower, Future Contracts Higher

ETC ETC Traditional

Approach
Contract Current New Cost Increased Windfall

Type Acctg. Acctg. Shift Payments _ Profit
FFP 500 490 -10 10
Flex-Priced 500 490 -10 -10
Subtotal 1,000 980 -20 -=
Future USG 600 620 20
Total 1,600 1,600 --

Increased Costs =0

Reduction In Costs Allocated to Current Contracts Resulted Solely
From Presence of Future Work In Forecast Data



Increased Costs Computation - Scenario 3

Existing Contracts Lower, Future Contracts Higher

ETC ETC Traditional Approach w/o Ad,.

Contract Current New Cost Increased Windfall USG

Type Acctg. Acctg. Shift Payments _ Profit Pays
FFP 500 490 -10 10 500
Flex-Priced 500 490 _-10 -10 490
Subtotal 1,000 980 -20 -- 990
Future USG 600 620 20 620
Total 1,600 1,600 -- 1,610

® Real Impact to USG = $10 Increase ($1,610-1,600)

® Historically, Astute ACO’s Have Required Equitable Adjustment
(i.e., Desirable Treatment)



Increased Costs Computation - Scenario 4

Existing Contracts Higher, Future Contracts Lower

ETC ETC Traditional Approach

Contract Current New Cost Increased Windfall

Type Acctg. Acctg. Shift Payments _ Profit
FFP 500 510 10 -10
Flex-Priced 500 510 10 10
Subtotal 1,000 1,020 20 --
Future USG 600 580 -20
Total 1,600 1,600 --

®* |ncreased Costs =0

® Increase In Costs Allocated to Current Contracts Resulted Solely
From Presence of Future Work In Forecast Data



Increased Costs Computation - Scenario 4

Existing Contracts = Higher, Future Contracts = Higher

ETC ETC Traditional Approach w/o Adj.

Contract Current New Cost Increased Windfall USG

Type Acctg. Acctg. Shift Payments _ Profit Pays
FFP 500 510 10 -10 500
Flex-Priced 500 510 10 10 510
Subtotal 1,000 1,020 20 -- 1,010
Future USG 600 580 -20 580
Total 1,600 1,600 -- 1,590

* Impact to USG - Existing K’s Only = $10 Increase (1,010-1,000)
* Real Impact to USG = $10 Windfall (1,590-1,600)

* If Future K’s not included in impact, USG Gets $20 Windfall
— $10 Overall Windfall
— $10 Cost Impact Adjustment



Agenda

® Background

°* |llustrations of Alternative Conditions

® Discussion

¢* Recommended Cost Impact Measurement Method



Discussion

* Presence of Future Work In Forecast Data Is a Major
Factor Affecting Cost Impact Calculations

* Limiting Cost Impact Calculation to Current Contracts
Only Is Inequitable

— Govt. Protected When Decreased Costs On Current
Contracts Are Offset By Increases on Future Contracts

— However, No Similar Protection to Contractor When
Increased Costs on Current Work Offset By Reductions
on Future Contracts - Unearned Windfall to Govt.

® Govt. Not at Risk If Future Contracts Included in Cost
Impact Calulation

— Contractor Must Price Using New Accounting Practices

— Any Subsequent Accounting Changes Will Require
Further Adjustment



Agenda

® Background
°® |lllustrations of Alternative Conditions

® Discussion

® Recommended Cost Impact Measurement Method




Recommended Measurement Method

Increased Costs equals the difference between what the
USG will pay under the new accounting on its CAS-covered
contracts (both current and future), if no impact
adjustments are made, and what would be paid if the new
practices had been used to establish prices for those
contracts, or what would be paid using the current practices
if lower in the aggregate.



Increased Costs Computation - Scenario 1

FFP = Lower, Flexibly Priced = Higher

ETC ETC Traditional Approach w/o Ad,.
Contract Current New Cost Increased Windfall USG
Type Acctg. Acctg. Shift Payments _ Profit Pays
FFP 500 490 -10 10 500
Flex-Priced 500 510 _10 10 510
Total 1,000 1,000 -- 20 1,010

*Proposed Adjustment Calculation

Increased Costs equals the difference between what the USG will pay

under the new accounting, if no impact adjustments are made, and what
would be paid if the new practices had been used to establish prices, or
what would be paid using the current practices if lower in the aggregate.

°In This Example = $10 Increased Costs ($1,010 - $1,000)



Increased Costs Computation - Scenario 2

FFP = Higher, Flexibly Priced = Lower

ETC ETC Traditional Approach w/o Adj.
Contract Current New Cost Increased Windfall USG
Type Acctg. Acctqg. Shift Payments _ Profit Pays
FFP 500 510 10 -10 500
Flex-Priced 500 490 _-10 -10 490
Total 1,000 1,000 -- -20 990

*Proposed Adjustment Calculation

Increased Costs equals the difference between what the USG will pay

under the new accounting, if no impact adjustments are made, and what
would be paid if the new practices had been used to establish prices, or
what would be paid using the current practices if lower in the aggregate.

*In This Example = $10 Windfall to USG ($990 - $1,000)



Increased Costs Computation - Scenario 3

Existing Contracts Lower, Future Contracts Higher

ETC ETC Traditional Approach w/o Adj.

Contract Current New Cost Increased Windfall USG

Type Acctg. Acctg. Shift Payments _ Profit Pays
FFP 500 490 -10 10 500
Flex-Priced 500 490 _-10 -10 490
Subtotal 1,000 980 -20 -- 990
Future USG 600 620 20 620
Total 1,600 1,600 -~ 1,610

*Proposed Adjustment Calculation

Increased Costs equals the difference between what the USG will pay under the
new accounting, if no impact adjustments are made, and what would be paid if
the new practices had been used to establish prices, or what would be paid using
the current practices if lower in the aggregate.

*In This Example = $10 Increased Costs ($1,610 - $1,600)



Increased Costs Computation - Scenario 4

FFP = Higher, Flexibly Priced = Higher

ETC ETC Traditional Approach w/o Ad,.

Contract Current New Cost Increased Windfall USG

Type Acctg. Acctg. Shift Payments _ Profit Pays
FFP 500 510 10 -10 500
Flex-Priced 500 510 _10 10 510
Subtotal 1,000 1,020 20 -- 1,010
Future USG 600 580 -20 580
Total 1,600 1,600 -- 1,590

* Proposed Adjustment Calculation

Increased Costs equals the difference between what the USG will pay under the
new accounting, if no impact adjustments are made, and what would be paid if
the new practices had been used to establish prices, or what would be paid
using the current practices if lower in the aggregate.

* In This Example = $10 Windfall to USG($1,590 - $1,600)



|D - Accounting Change - Cost Impact Calculation 2.ppt

‘D - Cost Impact Calculation - Commercial.ppt




Recommended Measurement Method

Increased costs equals the difference between what the USG
will pay under the new accounting on its CAS-covered
contracts, if no impact adjustments are made, and what
would be paid if the new practices had been used to establish
prices for those contracts, or what would be paid using the
current practices if lower in the aggregate.
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Out.ine of Key Issues '8 ;L/oJ v TYO
Proposed Rule - FAR Part 30, CAS Administration (fw JJ‘»¢i fo;)

® phen materiality determinations are made and what documentation
is needed to make those determinations.

* Whether discreet materiality criteria is feasible.
» Whether to describe what constitutes obviously immaterial.
* Extent of emphasis on use of business judgement.

Ll Need for guidelines on making materiality decisions before a
General Dollar Magnitude (GDM) Proposal is submitted.

. Extent of reliance upon guidance on cost impact process
contained in CAS Working Group Papers.

® The amount of effort required to generate a GDM and/or DCI

Proposal.
= Whether more of the current process in Part 52 can be
retained.
= Whether a GDM Proposal should include specific contract data

or only generic data.
= Whether cost impacts can be resolved using generic data.

L] Whether GDM/DCI Proposals can be generated under the format
in the proposed rule without determining the cost impact for
all contracts.

s Whether the contractor should be required to maintain a
CAS-covered contract universe to generate a GDM and/or DCI
Proposal.

® The distinction between a General Dollar Magnitude Proposal and a
Detailed Cost Impact Proposal.

] Whether the GDM Proposal and DCI Proposal described in the
current rule can be combined into a single proposal.

= Whether there is a need to certify GDM and/or DCI Proposals.

. The need for rationale to accompany a CFAQ's request for
submission of a DCI Proposal.

® The amount of flexibility provided for in the format of cost




Out.ine of Key Issues
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impact proposals.

. Format requirements versus guidelines.

= The feasibility of establishing minimum threshold
requirements for GDM and/or DCI Proposals.

= The number of contract types needed.

. Whether and to what extent the rule should emphasize CFAO
advance consultation with the auditor and the contractor.

= Whether the GDM and/or DCI proposal should include the
contract number and/or agency.

® The method of computing cost impacts for accounting changes and
noncompliances.

* Whether the computation is based on estimates to complete
or original contract prices for noncompliances and/or
accounting changes, and whether the basis of this
computation differs between contract types.

» The feasibility of requiring use of current forward
pricing rates.

* The extent of inclusion of cost impacts on future
contracts.

* Whether the method of computation should differ based on

whether the change occurs at the home office or the
segment.

® '"Cost estimating" versus "cost accumulation" noncompliances.

. Whether there is a need to distinguish between a cost
estimating and cost accumulation noncompliance.

. The difference between a cost estimating and cost
accumulation noncompliance.

= If and when a particular contract can be subject to both a
cost estimating and cost accumulation noncompliance.

® The requirement to notify the Government 60 days prior to
implementing an accounting change.
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. The feasibility of requiring advance notification of
changes.
= The feasibility of the reguirement to notify the government

within 60 days after award of a contract that triggers a
mandatory change.

n The purpose of retroactive changes.

. Whether there is a need to prohibit retroactive changes
beyond the contractor's current fiscal year.

® Definition of offsets.

. What constitutes an offset.

® Criteria for using the offset process.

u Whether offsetting is a discretionary or mandatory
regquirement (whether CFAQO’s must offset to the maximum
extent practical).

= Whether the offset process must give approximately the same
result, in the aggregate, as if individual contracts were
adjusted.

= The proper way to implement the concepts of increased and

decreased costs.

. The extent the working group guidance papers can be utilized
in developing offset criteria.

® (Offsetting cost increases on one type of contract (e.g., fixed

price) with cost decreases on another type of contract (e.g.,
cost reimbursable).

® Offsetting cost impacts of multiple changes that occur within the
same year.

. To what extent are offsets permitted for multiple changes
that occur in the same year.

= To what extent are offsets permitted between segments for
changes made at the direction of an intermediate or home
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office.

. To what extent are offsets permitted between noncompliances

that occur in the same year, or between a noncompliance and
an accounting change that occur in the same year.

® The treatment of undisclosed cost accounting practice changes.

. Whether there is a need to define "undisclosed".

. If and when undisclosed changes are treated as
noncompliances.

. If and when undisclosed changes are treated as voluntary
changes.

. The relationship between undisclosed changes and the

reguirement to remit interest for noncompliances where
increased costs have been paid.

® Adjustments to firm fixed price contracts for cost impacts
resulting from voluntary accounting changes.

. If and when to adjust negotiated contract targets/ceilings
for incentive (e.g., FPI and/or CPIF) contracts.

® Treatment of immaterial cost impacts as noncompliances.

. Circumstances under which an immaterial cost impact is and
is not treated as a cost estimating and/or cost accumulation
noncompliance.

® Submission of a cost impact proposal when a contractor does not
agree there is a noncompliance or an accounting change.

= Whether to exclude from the regquirement for submission of a
cost impact proposal instances where the contractor does not
agree a noncompliance or accounting change has occurred.

Ll Whether to require and/or emphasize the need for the CFAO to
make a decision regarding compliance/noncompliance, or

accounting change/no accounting change, before requesting a

cost impact proposal.
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® Adjustment of future indirect cost pools to reflect cost impacts.

. If and when future indirect cost pools (forward pricing
and/or incurred cost) are adjusted.

= Whether the decision to adjust indirect cost pools requires
mutual agreement.

® Criteria for what constitute a desirable change.

. The criteria for CFAO’s to follow in determining if a change
is desirable.

m The distinction between an exemption and a desirable change.
] The criteria and process for exemptions.
] The applicability date of an exemption (date of change, date

of restructuring approval, date cost impact proposal is
submitted, or some other date).

® Adjustment of profit/fee.

] The circumstances under which adjustments of profit/fee are
made for different types of contracts (cost reimbursable
contracts, firm fixed price contracts, and other contract

types.
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Administration published in the Federal Register at 65 FR 20854
on April 18, 2000, which is included on this Webpage in the Word
document entitled ''Proposed FAR Part 30''. The Director of
Defense Procurement would like to hear the views of interested
parties on what they believe to be the key issues pertaining to the
proposed rule. An initial meeting was held on August 2, 2000. In
preparation for that meeting, this office prepared a listing of
possible issues, which is included on this Webpage in the Word
document entitled "FAR Part 30 Issues''. This listing has been
updated to include the public input obtained during the August 2,
2000 meeting. The updated listing is available on this Webpage in
the Word document entitled "FAR Part 30 Issues Identified on

August 2''.

Detailed public input on each of the issues contained in the
updated listing will be solicited at the subsequent public meetings.
The issues will be addressed at the meetings in the same order as
they appear on the updated listing. The next public meeting is
scheduled for August 24, 2000, from 9:00 A.M. to 4:00 P.M. at
NCMA. The dates and times of subsequent meetings will be posted
on this Webpage as they are finalized.

As an issue is addressed at a public meeting, we will annotate that
on this Webpage. However, this does not preclude additional
discussion of the issue at a subsequent meeting if such discussion is
requested by any interested party. Current updates regarding the
status of discussions on a particular issue or issues can also be
obtained by calling Dave Capitano at 703-695-9764.

Streamlining the Cost Accounting Standards:
The Director of Defense Procurement, in conjunction with the

National Contract Management Association (NCMA), is
sponsoring a series of public meetings to discuss potential areas of

20f6 8/4/2000 2:42 PM
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streamlining for the Cost Accounting Standards (CAS). The
Director of Defense Procurement would like to hear the views of
interested parties regarding any areas of the CAS that present
streamlining opportunities (elimination, revision, and/or
amendment), particularly in light of the evolution of Generally
Accepted Accounting Principles, the advent of Acquisition
Reform, and experience gained from implementation.

An initial meeting was held on August 3, 2000. In preparation for
this meeting, this office prepared a listing of some possible
streamlining areas, which is included on this Webpage in the
Word document entitled '"CAS Streamlining''. This listing has
been updated to include the public input obtained during the
August 3, 2000 meeting. The updated listing is available on this
Webpage in the Word document entitled ""CAS Streamlining
Issues Identified on August 3"'.

Detailed public input on each of the issues contained in the
updated listing will be solicited at the subsequent public meetings.
The next public meeting is scheduled for August 23, 2000, from
9:00 A.M. to 4:00 P.M. at NCMA. The order of topics to be

addressed at the subsequent meetings is as follows:

An evaluation of those standards that have been identified for
potential elimination (CAS 404, 405, 406, 407, 408, 409, 411, 417,
and 420).

Whether the CAS threshold of $500,000 should be raised to
$550,000 to match the raise in the TINA threshold.

Whether the CAS exemption for accounting practice changes
should be revised.

Whether the CAS applicability requirements should be revised to

3of6 8/4/2000 2:42 PM
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exclude firm fixed price contracts that are not subject to TINA.

Whether the requirement to file a Disclosure Statement should
apply only to business units that are subject to full CAS coverage.

Whether the CAS requirements should include an exemption for
commercial contractors.

An evaluation of those standards where potential revision, but not
complete elimination, has been identified (CAS 401, 402, 403, 410,
412, 413, 414, 415, 416, and 418).

Whether the Disclosure Statement should be revised in a manner
that ties it more directly to accounting practices.

As an issue is addressed at a public meeting, we will annotate that
on this Webpage. However, this does not preclude additional
discussion of the issue at a subsequent meeting if such discussion is
requested by any interested party. Current updates regarding the
status of discussions on a particular issue or issues can also be
obtained by calling Dave Capitano at 703-695-9764.

Directions:

Public meetings will be held at the NCMA, 1912 Woodford Drive,
Vienna, VA 22182. Directions may be found in the attached
document entitled ''Directions''.

If you have any questions concerning the above information,
please call David Capitano at 703-695-9764.

P R

View a copy of the June 18, 1996 Report on Payment of

40f6 8/4/2000 2:42 PM
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Special Report ¢

COST ACCOUNTING STANDARDS

The Defense Departmént held two days of public meetings Aug. 2 and 3 on
its controversial proposed rule on Cost Accounting Standards administration
as well as on areas for possible CAS streamlining. Following are highlights of
those meetings, which were hosted by the National Contract Management As-
sociation at its headquarters in Vienna, Va.

Industry Urges That CAS Administration Rule Focus
On Equity, Materiality of Cost Impact to Government

input on the proposed Federal Acquisition

Regulation rule on the treatment of a fed-
eral contractor’s failure to comply with or
changes to the cost accounting practices it has
disclosed for use on CAS-covered contracts.

Contractor representatives at the public
meeting urged that:

® Any rule should allow administrative con-
tracting officers the discretion to use good busi-
ness judgment to achieve an equitable result
for both the contractor and the government in
a particular situation.

m Cost impacts should be resolved using
“generic data” reflecting a contractor’s busi-
ness mix, rather than individual contracts,
whenever possible.

B Language and concepts that can simplify
CAS administration and reduce burdens on
both the government and contractors already
exist—for example, in the FAR clause on CAS
administration, and in working group papers
developed by DOD during the period when the
CAS Board was not funded.

DOD drafted the proposed FAR rule issued
in April in light of government and contractor
concerns that the CAS Board’s proposals were
overly complex and cumbersome (73 FCR 459).
The CAS Board omitted coverage of process
and administrative issues in its final rule on
cost accounting practice changes, issued in
June (73 FCR 705). It left such coverage to the
FAR Council, of which DOD is a member.

DOD’s effort to forge a consensus began in
1999 when government and industry represen-
tatives met to discuss alternatives to the CAS
Board’s proposed rule on cost accounting prac-
tice changes (73 FCR 11).

Continuing concerns on the part of contrac-
tors, industry and bar associations, and federal

The Defense Department Aug. 2 received

officials regarding the FAR proposal (74 FCR
10) prompted DOD to attempt to resolve these
concerns through public meetings.

- The cost impact process is intended to en-
sure that the government does not pay in-
creased costs when a contractor makes certain
types of changes to the cost accounting prac-
tices it has disclosed for use under CAS-
covered contracts. By law, the government is
precluded from paying increased costs in the
aggregate resulting from such changes.

Initial Suggestions. Among the suggestions
made at the meeting were that the CAS admin-
istration rule:

B Provide criteria to help administrative
contracting officers to determine the material-
ity of the cost impact to the government result-
ing from the cost accounting practice change.

» Efblish that if a cost impact is “obvi-
ously immaterial,” nothing more is required of
the contractor,

® Make clear that ACOs should use good
business judgment based on specific situations.

® Include some of the 1979 DOD working
group guidance on the cost impact process.

® Allow use of generic data based on a con-
tractor’'s mix of commercial and federal
contracts—but not individual contracts—for
purposes of showing the general dollar magni-
tude (GDM) of the impact on government con-
tracts resulting from the change.

® Provide guidance for resolving cost im-
pacts using generic data.

a If information beyond the GDM is needed,
allow the ACO and the contractor to agree on a
threshold for analyzing cost impacts on indi-
vidual contracts.

® Do not distinguish between cost estimat-
ing and cost accumulating noncompliances, but
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«>diisider the effects of a particular noncompliance. .

s Recognize that accounting practice changes may
be dictated from the highest corporate levels, and that
contractor accounting personnel may be required to
implement them immediately, without giving the ‘gov-
ernment 60 days’ notice.

® Require that decisions on whether there has been
a CAS noncompliance or accounting practice change be
made before cost impact issues are considered.

Offsets Controversial. Offsets—that is, when increased
costs to the government on one contract may be offset
against decreased costs to the government on another
contract—were a topic of controversy at the meeting,
with some participants calling for the rule to define off-
sets.

Carol Covey, DOD deputy director of defense pro-
curement (DDP) for cost, pricing, and finance, cited two
primary issues:

(1) how to use offsets to determine whether the gov-
ernment will pay increased costs in the aggregate; and

(2) even if there are no increased costs in the aggre-
gate to the government, there may be inequities among
government agencies, as when a cost accounting prac-
tice change increases costs to NASA by $5 million and
decreases costs to DOD by $5 million.

Contractor representatives maintained that in the
second situation, the resolution should be treated as an
internal government matter.

DDP’s David Capitano stressed that the drafters of
the proposed rule did not intend to allow the govern-
ment to reap the benefits of decreased costs on cost-
type contracts while requiring the contractor to absorb
increased costs on fixed price contracts.

The next public meeting is scheduled for Aug. 24.
Other meetings will be scheduled as necessary and an-
nounced on the Internet. There will be a final public
meeting to review changes and remaining issues. DDP
will then submit the draft rule to the Federal Acquisi-
tion Regulatory Council, which will then decide
whether to issue a final rule or a revised proposed rule.

By MARTHA A. MATTHEWS

Industry, DOD Agree on Initial Priorities
For Considering CAS Streamlining

the Aug. 3 public meeting on streamlining the Cost

Accounting Standards agreed on initial priorities for
recommendations to present to the CAS Board.

Participants agreed that the early focus should be on
the noncontroversial issues, including CAS standards
that duplicate other standards—for example, generally
accepted accounting principles, the Financial Account-
ing Standards that govern publicly traded companies,
or the cost allocation standards in CAS 403, 420, or
418—and those which DOD and contractors agree can

I ndustry and Defense Department representatives at

CAS Administration Issues

The April 18 proposed FAR rule on Cost Accounting Standards administration outlines a three-step se-
quence of submissions by contractors, and encourages settlement at the lowest step possible:

(1) an initial evaluation to determine the materiality—that is, the impact on government contract costs—of
the cost accounting practice change;

(2) if the cost impact is material, a general dollar magnitude (GDM) proposal reflecting the minimum data
needed to resolve the cost impact; and

(3) if the GDM proposal is insufficient or inadequately supported, a detailed cost impact (DCI) proposal.

Discussion Topics. Based on the comments received on the rule, DOD identified the following issues for
discussion in the public meetings:

® when materiality determinations are made and what documentation is needed to make those determi-
nations;

® the amount of effort required to generate a GDM proposal;

® the distinction between a GDM proposal and a DCI proposal;

® the amount of flexibility provided in the format of cost impact proposals;

® the method of computing cost impacts—use of estimates to complete, original contract prices, or for-
ward pricing rates;

® ‘‘cost estimating” versus ‘“‘cost accumulation” noncompliances;

® the requirement to notify the government 60 days before implementing a cost accounting practice
change;

m the definition of offsets;

m criteria for using the offset process, which eliminates the need for adjusting individual contracts;

m offsetting cost increases on one type of contract—for example, fixed-price—with cost decreases on an-
other type of contract—for exampie, cost reimbursable;

m offsetting cost impacts of multiple changes that occur within the same year;

® the treatment of undisclosed cost accounting practice changes;

® adjustments to firm fixed-price contracts for cost impacts resulting from voluntary accounting changes;

B treatment of immaterial cost impacts as noncompliances;

® submission of a cost impact proposal when a contractor does not agree there is a noncompliance or an
accounting practice change;

® adjustment of future indirect cost pools to reflect cost 1mpacts

m criteria for what constitutes a desirable change; and

® adjustment of profit/fee.
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- be revised or eliminated without impairing the interests

of either. These include:

m CAS 404, Capitalization of Tangible Assets;

@ CAS 405, Accounting for Unallowable Costs;

m CAS 408, Accounting for Costs of Compensated
Personnel Absence;

m CAS 409, Depreciation of Tangible Capital Assets;

m CAS 411, Accounting for Acqu1smon Costs of Ma-
terial;

m CAS 417, Cost of Money as an Element of the Cost
of Capital Assets Under Construction; and

m CAS 420, Accounting for Independent Research
and Development and Bid and Proposal (IR&D/B&P)
Costs.

Other initial priorities include:

m Expanding the exemption in the recent CAS rule
on cost accounting practice changes as recommended
in the DOD alternative submitted to the CAS Board by
Under Secretary of Defense for Acquisition, Technol-
ogy, and Logistics Jacques S. Gansler in February (73
FCR 272); and

m Revising the CAS coverage threshold to make it
consistent with the Truth in Negotiations Act threshold.

Other, more controversial possibilities will be ad-
dressed in subsequent meetings.

Director of Defense Procurement Deidre Lee—who
headed the Office of Federal Procurement Policy and
chaired the CAS Board when it agreed to put streamlin-
ing on its agenda (73 FCR 244)—said that DOD will “do
the staff work” to supplement the small staff available
to the board, but the ultimate decisions on the recom-
mendations will be up to the board.

Streamlining the CAS was one of the recommenda-
“‘ons made in the April 1999 report of the panel con-

1ed by the General Accounting Office to consider the

- and mission of the CAS Board in light of recent ac-
gu:sition reforms.

Industry Urges Fresh Approach. Industry participants
urged a ‘“‘start from scratch” approach to CAS stream-
lining, in which industry and government representa-
tives begin with a blank slate and consider what is
needed to protect the government’s interests—and

" implement the CAS Board’s statutory mandate—while

facilitating entry of new firms into the federal market-
place.

Robert Deppe of Lockheed Martin Corp. called for
reducing the coverage and scope of CAS requirements,
with more focus on simplifying administration than on
individual standards. He said industry recommends:

® revising CAS disclosure requirements to apply to
full CAS coverage to home offices only where neces-
sary;

® greatly simplifying the CAS disclosure statement
form;

® linking the CAS coverage threshold to the TINA
threshold and increasing CAS thresholds related to
home office allocations and capitalization;

® eliminating CAS coverage for firm fixed price con-
tracts and getting rid of CAS flowdown to subcontrac-
tors on such contracts;

® expanding the CAS exemption related to cost ac-
counting practice changes and creating a CAS exemp-
tion for commercial contractors—those with less than
10 percent government business; and

® eliminating cost allocation principles from the
FAR.

Industry participants complained that the current
CAS disclosure statement—which can run to 100 pages
with attachments—is a tremendous barrier to entry into
the government marketplace.

The current statement requires information that,
while useful to the government, is available from the
contractor through other means and does not bear on
accounting practices, they said. An example is the cur-
rent requirement to disclose all pension plans. :

One government participant suggested revising the
CAS disclosure statement to present the compliance al-
ternatives available to contractors in various areas-—in
other words, to provide “‘an exposition of how to com-
ply” with the various CAS standards.

While there was general agreement in favor of sim-
plifying the disclosure form, there was also some con-
cern that this might be beyond the scope of the current
effort.

DOD: Issues With Individual Standards. David Capitano,
of the DOD office of cost, pricing, and finance, enumer-
ated possible areas for streamlining that have been
identified by DDP. A copy of this listing is available on
DDP’s Web site. DDP will update this listing based on
input from the public meeting as well as input to be ob-
tained by the Defense Contract Audit Agency.

Some meeting participants suggested that the CAS
streamlining effort focus on reducing barriers to entry
into the federal marketplace by commercial firms, while
others said it should include clarifications to current
standards in order to reduce disputes.

Participants from both industry and the government
suggested that two of the most controversial CAS
standards—CAS 412, Composition and Measurement of
Pension Costs, and CAS 413, Adjustment and Alloca-
tion of Pension Costs—be excluded from the streamlin-
ing consideration. There is a fundamental division be-
tween industry and government on substantive issues
regarding these standards, and both are currently the
subject of litigation.

However, others argued that there are substantive is-
sues not being litigated that might be considered, and
process issues that could also be examined.

The group generally agreed to the following criteria
for considering revision/elimination of particular stan-
dards:

® Is there already sufficient guidance from other
sources—for example, GAAP, FAS, or CAS allocation
standards?

® Does the standard address policy issues rather
than accounting practices?

® Does the standard pose a barrier to new entrants to
the federal marketplace, and could that barrier be re-
duced by CAS revisions?

-m Is the benefit to be achieved from a revision signifi-
cant?

The next meeting in the series is scheduled for Aug.
24. Streamlining meetings will continue to be held
back-to-back with meetings on CAS administration in
order to facilitate participation by government and con-

- tractor personnel outside the Washington, D.C. area.

By MARTHA A. MA’ITHEWS

Informatlon on developments related to the proposed
rule on CAS administration and the CAS streamlining
effort is available at: http://www.acq.osd.mil/dp/cpf.
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of the meetings.

There is no panel for Tricia to be on. This will be me
chairing a very informal :

meeting with just discussion back and forth. "

Tricia, | anticipate that in your report you will have to
address the public

comments that you received in writing, and also address
changes in the proposed

rule resulting from the public meeting. The Council will
establish a new due

date for the report after we have a better understanding of
the timing of all

the meetings. Sandy




Michael Sipple 06/30/2000 04:45 PM

To: Sandy Haberlin, Richard Layser
Subject: Public Meeting

Never heard back from Carol. | guess we'll have to see how this plays out. | don't expect either of you to
fall on your sword over this; however, if Dee ask, I'd express our concerns.

Mike

From: Michael Sipple on 06/29/2000 04:07 PM

To: Carol Covey/DefProc/PrinDep/OUSD_AT @ OUSD_AT
cc:
Subject: Public Meeting

Missed your call. | have no problem with you co-chairing a FAR CAS public meeting as DoD's rep. Since
this is a FAR rule, | recommend that you invite Ed Loeb to be the co-chair. | also recommend that you
invite NASA (Tom O'Toole) and the chair of our CAS Committee (Trisha Kobis) to participate on the panel.
Others?

In my opinion, NCMA is welcome to "host" the event at its HQ and participate fully in the audience, but |
don't think a non-Gov't entity should be allowed to co-chair a FAR public meeting. (I guessing that the
"NCMA" rep also submitted public comments.) Whether or not this is a FACA issue is for the attorneys to
decide. | just don't like the idea.

Secondary issue--I'm not sure what to tell the Cmte regarding the public comments. | doubt that they will
be excited about resolving public comments if they are cut out of the public meeting process.

I'm also trying to think of clever ways to let you and NCMA have at it. Maybe close this case and let you
do your further research.

Mlke




Carol Covey 07/18/2000 02:06 PM

7 '
Sent by: Carol Covey

To: Sandy Haberlin cc: David Capitano
Subject: Re: Various .

Sandy--On CAS administration case, Tricia Kobus who chairs the CAS Committee has told all the
committee members they must attend the public meetings in order to hear and understand what the public
has to say. Dave, Tricia, and | envision the committee will go back with new found understanding as a
result of the give-and-take at the meetings and incorporate into its recommendations to the DAR Council
fixes to the proposed rule. So yes, the committee report will reflect the results of the meetings. There is
no panel for Tricia to be on. This will be me chairing a very informal meeting with just discussion back and
forth. (Since Ed Loeb was less than enthusiastic about co-chairing it with me, and promised he'd get back
to me the next day and it's been 10 days already, | assume he does not want to co-chair.)

On 99-027, let me answer your question on Friday.

Carol

From: Sandy Haberlin on 07/19/2000 11:54 AM

To: Carol Covey/DefProc/PrinDep/OUSD_AT@OUSD_AT
ce:
Subject: Various

Carol, Just checking on a few things:

99-027 Compensation based on Changes in the Prices of Corporate Securities: Please provide me a
new due date for your input.

CAS Administration: How do you envision the CAS Cmite fitting in to the public meeting process? Will the
Chair be on the panel? Right now they are tasked with providing a cmte report - obviously it must be put
on hold until the process is over. Do you envision that the results of the meetings will be reflected in the
cmte report (along with analysis of public comments)?

Sandy
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Case Memorandum

Date: June 29, 2000

Case Title: CAS Administration

Discussion: Mike Sipple, the Acting Director of the DAR Council and the
undersigned spoke with Carol Covey, the deputy Director (Cost, Pricing, and Finance)
regarding the public comments. Ms. Covey indicated that she had spoken with Dee Lee,
Director, Defense Procurement, today and they had agreed to conduct a public meeting,
and that Ms. Covey would co-chair the meeting, along with NCMA.

The meeting is planned for mid-end of July.

Name/Title/Signature Sandra Haberlin, Case Manager:




Case Management Record

Discussion Handout

FAR Case 1999-025

J Date May 4, 2001

Title Cost Accounting Standards Administration

Priority

Submitted By

Originator Code

Janes ' DCMA

Case Manager
Haberlin

Case References

FAR Cites

DFARS Cites

Cognizant Committees

Cost Accounting Standards Committee

Coordination

Recommendation

Discuss:  5/31/01

Attached is the Cost Accounting Standards Committee’s report addressing the public
comments received on the proposed rule, as well as additional comments obtained by the

Committee as a result of a series of public meetings held in September and October, 2000 for

the purpose of discussing the proposed rule. The Committee also made changes to the
proposed rule to incorporate changes made by the CAS Board’s final rule on “Changes in

Cost Accounting Practices” published June 14, 2000. Substantial changes have been made to

the rule as originally proposed necessitating that the revised proposed rule be published as a
proposed rule. All Committee members concur in the report.




DCMC-OCB May 3, 2001
MEMORANDUM FOR DIRECTOR, DEFENSE ACQUISITION REGULATIONS COUNCIL

SUBIJECT: Federal Acquisition Regulation (FAR) Case 99-025, Cost Accounting Standards
Administration

I. CASE SUMMARY:

This report responds to your June 30, 2000 memorandum tasking the Cost Accounting
Standards (CAS) Committee to review and analyze public comments and the CAS Board’s final rule
published June 14, 2000.

II. RECOMMENDATION:
Publish the revised rule at TAB D as a proposed rule.

III. DISCUSSION:

A. Background

In addition to public comments received on the proposed rule, additional comments
obtained by the CAS Committee through public meetings sponsored by the Director of Defense
Procurement were considered. The Committee’s review of the public comments and public
meeting discussions resulted in additional recommendations that are included at TAB C. The
CAS Committee also made changes to the proposed rule to incorporate the content of the CAS
Board’s final rule on “Changes in Cost Accounting Practices” that was published in the Federal
Register on June 14, 2000.

B. Committee Comments

Due to the extent of the revisions made to the previously published rule, the CAS
Committee recommends the revised rule at TAB D be published as a proposed rule. The
Committee has revised the CAS Administration clause at 52.230-6 and has proposed a new
solicitation clause at 52.230-7. Nine public comments were received in response to the proposed
rule. Substantial input was obtained at the series of public meetings held during the period of
September 26 through October 17, 2000. The input addressed thirteen key elements of the
proposed rule. A summary of the input and the CAS Committee response for each of these key



elements is included at TAB A. A summary of additional Committee recommendations is
included at TAB B and a matrix summarizing the public input is included at TAB C.

CONCLUSION:

The members of the CAS Committee listed below participated in discussions of the case and
concur with the report.

Tricia Kobus
Chairman, Cost Accounting
Standards Committee

CAS Committee Members—Concurrence

David Capitano, OSD Lou Becker, NASA
Michael Gallagher, Army  Linda Huff, EPA
Joyce Runyan, Navy Susan Barajas, DCAA

Paul A. Schill, Air Force Lawrence Rabyne, DCMA Legal

TAB A—Responses to Public Comments

TAB B—Additional Committee Recommendations
TAB C—Matrix Summary of Public Comments
TAB D—Revised Proposed Rule (Clean Copy)
TAB E—Revised Proposed Rule (Line In/Line Out)




TAB A

RESPONSES TO PUBLIC COMMENTS

FAR Case 99-025

Nine public comments were received in response to the proposed rule. In addition,
substantial input was obtained at the series of public meetings held during the period of
September 26 through October 17, 2000. The public input addressed thirteen key elements of
the proposed rule. The following is a summary of the public input and the CAS Committee
response for each of these key elements:

A. Offsets

1. Changes made at direction of the corporate office.

Three commenters recommended that the rule require the CFAO to offset cost increases at
one segment of a company with cost decreases at another segment if the accounting change is
made at the direction of a higher organization level such as the home office, even though the
change may not result in costs flowing between the segments.

Committee Response

The Committee disagrees. The Committee believes there are three key issues:

a. First, there are accounting changes that result in costs flowing between segments.
When a change in cost accounting practice causes costs to flow between segments, the revised
language at 30.604(h)(2) requires the CFAO to combine the cost impact for all affected
segments. This is necessary to determine the aggregate increased cost paid resulting from that
change.

b. Second, there are changes that affect the costs of only one particular segment. In these
cases, the cost impact of the change in one particular segment does not affect the contract costs
of any other segment (e.g., the implementation of a common cost accounting practice for two or
more segments). For purposes of computing aggregate costs paid, the CFAO may, but is not
required to, combine the cost impact of a change at one segment with the cost impact of a change
at another segment (see 30.606(a)(3)(ii)).

c. Third, there is the case where a particular segment implements multiple changes at the
same time. For purposes of computing aggregate increased costs paid, the CFAO may, but is not
required to, combine the cost impact of the changes. The Committee recognizes that it may be
administratively expedient to compute and resolve a single cost impact rather than separately
computing a cost impact for each of the changes. Thus, the revised language at 30.606(a)(3)(1)
permits, but does not require, the CFAO to combine the impact of multiple cost accounting



changes within the same segment or intermediate/home office provided the changes are
implemented in the same fiscal year.

2. Requirement for offset process to give approximately same results as individual

contract adjustments.

One commenter objected to the proposed language at 30.606(a)(2) that requires the CFAO
to "choose a method to resolve the cost impact that approximates the amount, in the aggregate,
that would have resulted if individual contracts had been adjusted.” The commenter believes this
provision would unnecessarily and improperly limit the contracting parties’ flexibility.

Committee Response

The Committee agrees that the proposed language is potentially confusing and has deleted
it from the revised rule.

3. CFAQ "may" offset.

Two commenters objected to the proposed language at 30.606(d) that permits but does not
require the CFAO to offset increased cost to the Government against decreased cost to the
Government. The commenters noted that the implementing statute requires that any contract
price adjustment protect the United States from payment "in the aggregate” of increased cost and
in no case shall the Government recover costs greater than the increased cost. They believe if the
CFAOQ denies the contractor a right to offset increased costs with decreased costs, the CFAO
would be in violation of the statute.

Committee Response

The Commiittee agrees that the proposed language is potentially confusing. The
Committee intended for the proposed language to address offsets between executive agencies,
but recognizes that it can be interpreted as permitting the CFAO to recover contract cost
increases while not recognizing any contract cost decreases. The term "offsets" has been
removed from the proposed language. To avoid potential confusion, the revised language
separates the concept of computing aggregate increased cost and resolving the cost impact.

4. “Offsets" not defined.

Two commenters noted that the term "offsets" is not defined. They questioned whether
the term applied to offsetting within the same type of contracts, between different types of
contracts (e.g., fixed price and cost reimbursable), or both.

Committee Response

The Committee agrees that the term "offsets" is not defined. As discussed in Comment 3
above, the Commiittee believes it is preferable to eliminate this term rather than define it.




5. Multiple changes that occur in the same accounting period.

Two commenters recommended the proposed rule permit the contractor to combine the
impact of multiple accounting changes that occur in the same accounting period. They believe
this would significantly reduce the administrative burden associated with changes in cost
accounting practices.

Committee Response

The Committee agrees it would be advisable to permit, but not require, the CFAO to
combine the impact of multiple cost accounting practice changes that occur within the same
segment or intermediate/home office provided the changes are implemented in the same cost
accounting period.

B. Materiality

Five commenters expressed concern that the proposed rule did not provide the CFAO the
flexibility to make a materiality determination before requiring submittal of a GDM proposal.
Numerous attendees at the public meetings also expressed this concern. They believe, in many
cases, the CFAO can determine that the cost impact is immaterial without the need to expend the
administrative resources necessary to prepare and review a GDM proposal.

Committee Response

The Committee agrees. The proposed language at 30.602(b) has been revised to state that a
determination of immateriality may be made before or after a GDM proposal has been submitted,
depending on the particular facts and circumstances.

C. Desirable Changes

Three commenters recommended the proposed rule provide additional guidance to facilitate
the CFAQ's determination of whether a unilateral change is desirable. These commenters were
concerned that the phrase "desirable and not detrimental to the Government" would be based
only on whether the Government pays more. One suggestion was to add the examples provided
in the February 29, 2000 letter from OUSD(AT&L) to the CAS Board.

Committee Response

The Committee agrees it would be helpful to provide additional guidance regarding what
constitutes a desirable change. The proposed language at 30.603-2(b)(3) has been revised to
include some factors for the CFAQO to consider in determining whether or not a change is
desirable. However, even if one or more of the factors is present, the CFAO may still deny the
request for a desirable change.



D. Form and Content of the General Dollar Magnitude (GDM) and Detailed Cost Impact
(DCI) Proposals .

1. Requirements for GDM and DCI reduce flexibility.

Five commenters stated that the requirements for the GDM and DCI proposals would
significantly reduce existing flexibility. These commenters, as well as several commenters at the
public meetings, expressed concern that the proposed rule did not provide the CFAO and
contractor the flexibility to apply practical solutions to the cost impact process.

Committee Response

The Committee agrees. The rule has been revised to state that the CFAO may:

a. Make a materiality determination prior to receiving a GDM proposal,

b. Permit the GDM proposal to be in any format acceptable to the CFAO, and

c. Permit the DCI proposal to include only those contracts above a threshold agreed to by
the contracting parties.

2. Effort required to generate a GDM versus a DCI.

Four commenters stated that there was no significant difference in the effort required to
generate a GDM versus a DCI proposal. These commenters, as well as numerous commenters at
the public meetings, noted that the proposed rule required the GDM and DCI proposals to
include the cost impact for "all other contracts." To determine the cost impact for "all other
contracts,” the contractor would need to compute the cost impact for all contracts. This negates
the benefits of the GDM, which is intended to reduce the administrative effort while providing
sufficient data to resolve the cost impact.

Committee Response

The Committee agrees that the proposed language may negate the benefits of the GDM.
The proposed language was intended to reduce administrative effort while providing sufficient
data to resolve the cost impact. However, the Committee recognizes that including a category
for "all other contracts” in the proposed language could be interpreted as requiring the contractor
to expend significant effort in computing the cost impact for those contracts. The proposed rule
has been revised to permit the GDM proposal to be based on any method that reasonably
approximates the cost impact, including sampling a representative universe of contracts or
applying the difference in indirect rates to affected CAS-covered contracts.

3. Computation of cost impact for priced vs. unpriced work.

One commenter took exception to the proposed method for computing cost impacts when
there is a change in cost accounting practice. The proposed rule requires the CFAO to specify a
threshold based on the contract estimates to complete. The commenter stated that, for cost type




contracts, many such estimates include both priced and unpriced contract work, and that the cost
impact should be based only on priced contract work.

Committee Response

The Committee believes this issue is more appropriate for agency guidance than
regulation. In addition, provided the contractor is consistent in its application, the inclusion of
unpriced contract work should not affect the cost impact calculation. The estimate to complete
for the unpriced work should be the same before and after the change, since both estimates
should be computed using the changed cost accounting practice.

4. Computation of cost impact for fixed-price contracts.

Two commenters stated that using estimates to complete for fixed-price contracts may
produce inappropriate results if the contract is in an over/under-funded status. They
recommended using the negotiated contract price rather than estimates to complete. This
concern/recommendation was also expressed by some commenters at the public meetings.

Committee Response

The Committee disagrees with the recommendation. While there is a certain theoretical
purity to using the negotiated contract price for adjusting fixed-price contracts for cost
accounting practice changes, there are several serious impediments to that approach. Although
the parties to a fixed-price contract have agreed to a total price, there is often no agreement as to
how much of the price represents cost and how much represents profit, and seldom an agreement
on the amount of any individual cost element. Further, many fixed-price contracts will have
undergone numerous price changes due to engineering modifications and other changes. In such
cases, tracking an individual cost element may prove virtually impossible. There is also the
danger that the confusion resulting from the attempt to reconstruct the original data will provide
an opportunity to re-price loss portions of cost performance that have elapsed prior to the point
of the change. For these reasons, the use of estimates to complete is approprlate rather than the
negotlated contract price. ~

5. Threshold for submitting GDM and DCI proposals.

One commenter recommended the GDM/DCI proposal include only those contracts with a
cost impact in excess of $100,000. The commenter believes that a $100,000 threshold would
capture all material cost impacts while minimizing the number of contracts/subcontracts
requiring price adjustments.

Committee Response

The Committee disagrees. Setting a threshold based on the amount of the cost impact
would require the contractor to compute the impact for every contract so the CFAO could
determine which contracts had impacts in excess of the threshold. This negates the benefits of
the GDM proposal. After the cost impact has been determined, the CFAO has the flexibility to



adjust any or all of the contracts or use an alternative method. The proposed rule already
provides flexibility so the CFAO does not have to adjust every contract.

6. Number of contract types.

Three commenters recommended the number of contract types be reduced or eliminated.
These commenters believe the listing of contract types, if included, should be expressed in terms
of the minimum level of detail necessary. This belief was also expressed by several attendees at
the public meetings.

Committee Response

The Committee agrees. The rule has been revised to include only two contract categories,
fixed-price and flexibly-priced. The revision also references the FAR provisions that define the
contract types in each category.

E. Responsibilities and Roles of the CFAQO

1. Determining cognizant Federal agency.

One commenter recommended the proposed rule include specific requirements for
determining the cognizant Federal agency. Currently, the cognizant Federal agency is the
agency that has the predominant amount of work. The commenter believes this is ambiguous
and that the FAR Council should make the designation very specific.

Committee Response

The Committee disagrees that FAR Part 30 should address this issue. FAR 42.003 is the
provision in question. This provision defines the cognizant Federal agency as the agency with
the largest dollar amount of negotiated contracts, including options. The Committee believes
Part 42 is the appropriate section to place this provision. Since this section is outside the scope
of this Committee's tasking, the Committee recommends this comment be forwarded to the DAR
Council for review and/or disposition.

2. Signing contract modifications.

One commenter questioned why the proposed rule requires the CFAO to distribute
contract modifications to awarding agencies for signature. If the CFAO can unilaterally adjust
contracts at FAR 30.606(c)(4), then the CFAO should also be able to sign bilateral contract
modifications.

Committee Response

The Committee agrees. The proposed language at 30.606(c)(4) has been revised to require
the CFAO to execute the modifications. This is consistent with the CFAO responsibilities in
FAR 42.302(a)(11)(iv).



3. CFAQ request for DCI proposal.

Two commenters recommended the CFAO be required to justify the need for a DCI
proposal. In addition, several attendees at the public meetings recommended the CFAO be
required to provide the contractor with rationale as to why the GDM proposal could not be used
to resolve the cost impact.

Committee Response

The Committee disagrees that additional language is needed. The proposed language at
30.604(f)(2) and 30.605(e)(2) require the CFAO to request a DCI proposal when the GDM
proposal is not sufficient to resolve the cost impact. The Committee believes this is sufficient
supporting rationale for any CFAO request for a DCI proposal. The Committee believes
requiring specific CFAO rationale could delay the cost impact process and/or result in disputes.

F. Noncompliances

1. Immaterial noncompliances.

Two commenters recommended the concept of immaterial noncompliances at
30.605(c)(2) be deleted. These commenters, along with several others at the public meetings,
believe a CFAO should only make a finding of noncompliance when the amounts involved are
material. They note that CAS 402, 404, and 418 contain specific language that requires a
material impact before a noncompliance can exist. These commenters were concerned that
Table 2 in FAR Part 15 requires contractors to notify Procuring Contracting Officers (PCOs) if
they have been notified that they are or may be in noncompliance. Even when there is an
immaterial cost impact, this notification extends the award process and requires expenditure of
unnecessary effort by both the Government and the contractor.

Committee Response

a. The Committee believes it is important for the Government to document any
noncompliance, even when it is immaterial. Such documentation protects the Government's
rights should the cost impact of the noncompliance become material in the future. When a
particular CAS provision specifically stipulates that a practice is compliant if the impact is
immaterial, the Committee agrees a noncompliance would not exist. However, most of the
provisions in CAS do not contain such a stipulation.

b. While the Committee believes the Government must document any noncompliance, we
agree that the PCO does not need to be notified when the noncompliance has an immaterial
impact. Therefore, the Committee recommends the DAR Council consider amending the
provisions in Table 2 of FAR Part 15 to eliminate the need to notify the PCO when there is an
immaterial cost impact.




2. Inadvertent noncompliances.

Two commenters recommended the proposed rule include language to address inadvertent
contractor actions. They note that the Preamble to CAS 405 states "where a good faith effort has
been made by a contractor in the development and implementation of his cost accounting rules,
procedures, and practices, to provide for identification of expressly unallowable costs, it is
intended that inadvertent failure to properly classify a particular item of cost will not be regarded
as noncompliance."

Committee Response

The Committee disagrees with the recommendation. The Committee believes that, in
most cases, it would be extremely difficult for a CFAO to determine whether a noncompliance
was inadvertent or deliberate. This could result in significant additional administrative burden
and/or disagreement. The Committee also does not believe a Preamble comment related to a
single standard should be applied to any other standard or CAS regulation. In fact, the general
concept of inadvertent versus deliberate noncompliances existed in the CAS regulations during
the 1970's but was removed in 1978.

3. Undisclosed cost accounting practice changes.

Two commenters objected to the requirement at 30.603-2(e) that the CFAO must consider
any change a noncompliance if the notification requirements are not met. The commenters
believe the proposed regulation would act as a penalty provision for late paperwork. They state
that a cost accounting practice change should be evaluated on the merits of the case, not on the
timing of the submission of paperwork.

Committee Response

The Committee partially agrees. The rule has been revised at 30.603-2(c)(2) to permit, but
not require, the CFAO to determine that a change made without notification is noncompliant..
The Committee realizes there may be situations when a contractor submits "late paperwork," and
the CFAO does not believe the circumstances warrant determining the change to be
noncompliant. Conversely, there may also be instances where a contractor implements the
change without notice and the CFAO believes the circumstances warrant determining the change
to be noncompliant. It is imperative the Government be protected from instances where a
contractor implements a change without notification. If the Government does not have the right
to determine such changes to be noncompliant, a contractor could argue that whenever there is a
failure to consistently follow disclosed practices, it is merely a failure to notify rather than a
noncompliance. Thus, the Committee believes the CFAO should retain the ability to determine
the change to be noncompliant.

4. "Estimating'' and "'accumulating'' noncompliances.

Two commenters recommended the proposed rule specifically state that a failure to
properly estimate costs only affects fixed-price contracts and a failure to properly accumulate



costs only affects flexibly priced contracts. Another commenter stated that a single contract
should be subject to only one cost impact adjustment, i.e., either for cost estimating or cost
accumulation (but not for both). In addition, several commenters at the public meetings
questioned the need to add two new terms, "estimating noncompliance" and "accumulating
noncompliance.” These commenters noted a situation where Government personnel were citing
a contractor for having an estimating noncompliance rather than stating what CAS provision the
contractor was in noncompliance with (e.g., noncompliance with CAS 401). '

Committee Response

The Committee believes that specific statements regarding the effects of different
noncompliances on different types of contracts is more appropriate in agency guidance rather
than the FAR. In addition, the Committee does not believe a contract is always limited to one
type of cost adjustment. There are certain types of contracts (e.g., time and materials) that
include both a fixed and a cost type portion. However, the Committee agrees the terms
"estimating noncompliance" and "accumulating noncompliance" could cause confusion. The
Committee has eliminated these terms and defined the term "noncompliance" at 30.001.

G. Notifications and Determinations

1. Earlier notification of changes by contractor.

One commenter stated that sixty days is insufficient for the CFAO to process a cost
accounting practice change. This commenter recommended requiring the contractor to submit
the change at least 120 days in advance. This issue was also raised by several attendees at the
public meetings. The input at the public meetings included recommendations to reduce the
number of days, increase the number of days, and completely eliminate any requirement that
referenced a specific number of days.

Committee Response

The Committee disagrees. The Committee has seen no evidence to show that 60 days is
insufficient to determine whether the description of the change is adequate and compliant.

2. Lack of notification should not preclude contractor implementation of a cost

accounting practice change.

One commenter stated that the requirement to notify the CFAO at least sixty days in
advance of implementing a cost accounting practice change would unduly restrict the
implementation of new accounting practices. The commenter stated that contractors should not
be forced to delay making necessary and beneficial changes to their cost accounting practices
while awaiting Government review. The commenter also states that sixty days may not be
practicable in a dynamic business environment.



Committee Response

The Committee has seen no evidence to indicate that sixty days notice is insufficient. In
addition, the proposed language provides the flexibility to establish an alternative mutually
agreeable date. In regard to precluding implementation of contractor cost accounting practice
changes, the Committee believes the commenter has misinterpreted the proposed language. It is
intended to address the proper treatment of cost accounting practice changes (unilateral changes
versus noncompliances), as opposed to whether the change can be implemented. The Committee
believes the notification requirement is needed to provide expediency and fairness to the cost
impact process. It is not intended to preclude a contractor from implementing new cost
accounting practices. A contractor may implement a change in cost accounting practice without
providing the required notice to the Government. However, when that occurs, the revised
language at 30.603-2(c)(2) permits the CFAO to determine the change a failure to follow a cost
accounting practice consistently and process it as a noncompliance.

3. Imitial finding of compliance/noncompliance.

One commenter stated that 15 days after receiving an audit report of alleged
noncompliance is insufficient time to make an initial finding of compliance/noncompliance. The
commenter recommended the provision be changed to permit the CFAQO a longer period.

Committee Response

The Committee disagrees. The Committee believes the 15 days is sufficient time to issue
a "notice of potential noncompliance” (this term has replaced the term "initial finding" in the
previously proposed rule). One of the reasons for documenting the process in the FAR is to
reduce the time needed to administer cost impacts. The Committee has seen no evidence that
15 days is insufficient time to issue the notice.

4. CFAQ evaluation of the GDM proposal.

Two commenters recommended the rule require the CFAO to evaluate the GDM Proposal
within 60 days of receipt.

Committee Response

The Committee disagrees. The Committee believes the potential cost of such a change
outweighs any potential benefits. A 60 day requirement could cause disputes concerning the
adequacy of the GDM proposal since the 60 days cannot reasonably start until an adequate GDM
proposal is received. The commenters also did not provide a remedy for failure to comply with
the recommended 60 day requirement.
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5. CFAOQO notification of compliance or noncompliance.

Two commenters recommended the rule require the CFAO to notify the contractor and
auditor of the compliance/noncompliance determination within 60 days after receipt of the
contractor's rationale as to why the practice is compliant.

Committee Response

The Committee disagrees. The Committee has seen no evidence that, after receipt of the
necessary information, CFAQOs are failing to render timely compliance/noncompliance
determinations.

6. CFAO withdrawal of initial finding.

Two commenters recommended the rule require the CFAO to immediately withdraw the
initial finding of noncompliance if the CFAO agrees with the contractor that a noncompliance
does not exist.

Committee Response

The Committee disagrees. The language at 30.605(b)(3)(iii) requires the CFAO to notify
the contractor of the determination of compliance or noncompliance in accordance with
FAR 1.704. The Committee does not believe the CFAO should also be required to issue a
separate document withdrawing any prior preliminary "findings." However, the Committee does
recognize that the term "initial finding" may cause confusion and has replaced the requirement
for the CFAO to make an "initial finding" with a requirement to issue a "notice of potential
noncompliance."

7. Final determination.

v

Two commenters recommended the rule require the CFAO to issue a "final determination’
when the CFAO determines a cost accounting practice is noncompliant.

Committee Response

The Committee does not believe the term "final determination” should be added.
However, the language at 30.601(a) and 30.605(b)(3)(iii) has been revised to reference the
definition of "Determinations and Findings" at FAR 1.704. In addition, the revised rule requires
the CFAO to issue a final decision in accordance with FAR 33.211 before making a unilateral
contract adjustment.
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8. Corrective action and cost impact proposals when disagreements exist.

Two commenters recommended that when the contractor disagrees with the final
determination for either unilateral changes or noncompliances, the rule be revised to state that
corrective action and a cost impact proposal are not required until after resolution of the issue.

Committee Response

The Committee disagrees. The Committee believes the process would be substantially
lengthened if the FAR provided for a complete stoppage when a disagreement occurs.

H. Computing Cost Impact

1. Computation of cost impact for unilateral changes.

Under the proposed rule, the DCI proposal for unilateral (formerly called voluntary)
changes must include all contracts with an estimate to complete in excess of a threshold
established by the CFAO. One commenter recommended this threshold include only estimates
to complete for priced work. Two other commenters recommended that the threshold be based
on something other than an estimate to complete since compliance with the threshold would
require a contractor to determine the estimate to complete for all contracts (not just those over
the threshold).

Committee Response

The Committee agrees that using estimates to complete as a threshold for a DCI proposal
is not always feasible since the contractor may have to determine the estimate to complete for all
contracts. The rule has been revised to require submittal of a DCI proposal for all contracts in
excess of a "specified amount.”

2. Interest computation.

One commenter stated that, under the proposed rule, the interest computation for
noncompliances must be included with the GDM and DCI proposals. This commenter
recommended that the rule permit submission of the interest computation at a later date, separate
from the GDM or DCI proposal.

Committee Response

The Committee agrees that interest does not need to be computed at the time the GDM or
DCI proposal is submitted. The rule has been revised to eliminate this requirement. However, to
assure that the necessary information for computing interest is included, the revised rule requires
the GDM and DCI proposals to include the total overpayments made by the Government during
the period of noncompliance. Total overpayments must be broken down by quarter unless each
of the quarterly amounts billed during the period of noncompliance were approximately equal.
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3. Level of profit.

One commenter recommended clarifying the term "level of profit." This commenter was
not sure if this term meant the profit percentage or dollar amount.

Committee Response

The Committee agrees that clarification of the profit provision is needed. The revised rule
requires the cost impact to include any profit, fee, or contract incentives associated with the
increased/decreased costs. It states that the associated profit, fee, and contract incentives are
based on the difference between the negotiated incentives, fee, and profit and the amounts that
would have been negotiated had the cost impact been known at the time the contract was
negotiated.

4. Use of forward pricing rates in computing cost impacts.

One commenter recommended the revised rule delete the requirement to use forward
pricing rates to calculate cost impacts. The commenter stated that some contractors have
agreements in place that permit use of actual cost data or some other technique for cost impact
calculations.

Committee Response

The Committee agrees that, in some cases, forward pricing rates may not be the only way
to calculate the cost impact. The revised rule deletes this requirement.

5. Requirement to adjust profit or fee.

Two commenters recommended the proposed rule be revised to state that a CFAO "may"
make any "other" necessary adjustment to assure that the Government pays no more profit or fee
than would have been paid had the cost accounting practice change or noncompliance not
occurred. The proposed rule states that the CFAO "should" make any necessary adjustment.

Committee Response

The Committee recognizes that adjustment for profit or fee needs clarification. The
revised rule specifically requires the cost impact to include any profit, fee, or contract incentives
associated with the increased/decreased costs. It states that the associated profit, fee, and
contract incentives are based on the difference between the negotiated incentives, fee, and profit
and the amounts that would have been negotiated had the cost impact been known at the time the
contract was negotiated.
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6. Use of alternate methods.

The proposed rule does not permit use of an alternate method for resolving cost impacts if
that method will result in an inappropriate increase in profit on contracts beyond the level
negotiated. Two commenters stated that profit on a fixed-price contract is not an identifiable
amount and should not be included in the discussion of when use of an alternate method would
be unacceptable.

Committee Response

The Committee agrees that use of an alternate method does not require a separate
consideration of profit because, in the revised rule, profit is included in the computation of the
cost impact. This separate requirement has been deleted.

1. Submission of GDM and DCI Proposals

1. Subcontractor refusal to submit a GDM proposal.

One commenter recommended the proposed rule be revised to specify the process for
handling instances when a subcontractor refuses to submit a GDM proposal. The commenter
notes that the proposed rule states the CFAO is responsible for resolving the changes, but does
not state if or how the CFAO withholds payments on the subcontracts.

Committee Response

The Committee agrees. The language at 30.607 has been revised to state that when a
subcontractor refuses to submit a GDM or DCI proposal, remedies are made at the prime
contractor level.

2. Contractor refusal to submit a GDM proposal.

One commenter stated that the proposed rule removes the remedy for contractor failure to
submit a GDM proposal. This commenter recommended that this remedy be reinstated.

Committee Response

The Committee disagrees. The Committee does not believe the remedy has been
removed. The proposed language at 30.605(i) states that if the contractor does not correct the
noncompliance or submit the required cost impact proposals, the CFAO must either withhold
monies and/or adjust contracts.
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J. Miscellaneous

1. Mandatory changes.

One commenter recommended clarifying the proposed language at 30.603-1(a) that states
"offerors must state whether or not the award of the contemplated contract would require a
change to established cost accounting practices affecting existing contracts and subcontracts."
The commenter questioned whether this proposed language applied to award of a new contract, a
change in company status from modified to full coverage, or both.

Committee Response

The Committee agrees the language should be clarified. The revised rule defines a
"required change" at 30.001.

2. System or list for identifying CAS-covered contracts.

One commenter addressed this issue. The commenter recommended the proposed subpart
30.604 on processing changes include a requirement for the contractor to maintain a cost
accounting system that identifies CAS-covered contracts.

Committee Response

The Committee does not believe it is necessary to include a requirement for contractors to
maintain a system that identifies all CAS-covered contracts. The current CAS Administration
clause (FAR 52.230-6) already requires contractors to identify all contracts containing the CAS
clauses when submitting cost impact proposals. The Committee has retained this language for
DCI proposals in the revised rule. However, such identification may or may not be necessary for
GDM proposals. For example, the CFAO may request identification of CAS-covered contracts
if the GDM is based on a sample of contracts, in order for the CFAO to determine if the sample
is representative of the universe. Therefore, the Committee recommends this requirement apply
to GDM proposals only on a case-by-case basis at the discretion of the CFAO.

3. DoD Working Group Paper 76-7.

Two commenters recommended the proposed language regarding required changes be
amended to address situations where the cost impact of the change cannot be computed at the
time of proposal preparation or contract negotiations. The commenters recommended adding
language from DoD Working Group Paper 76-7, which requires procurement officials to make
use of contract provisions to protect the Government's interest when the cost impact cannot be
computed.
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Committee Response

The Committee agrees that a revision is needed. However, the Committee does not agree
with the recommended wording. The rule has been revised to state that when the impact of a
required change can be reasonably predicted at the time of contract negotiations, the contractor
must prepare all contract pricing proposals based on the changed cost accounting practice for the
period of performance for which the practice will be used unless otherwise agreed to by the
Contracting Officer. The Committee does not believe it is advisable or appropriate to require the
procurement official to include an additional CAS-type protection clause in the contract.
Additional language is not needed to address CFAQ actions when the impact cannot be
reasonably predicted because the CAS provisions already provide the necessary price
adjustments to address such situations.

4. Contractor right to appeal.

Two commenters recommended the proposed rule reinstate the language that currently
exists in 30.602-3(d). This language states that the ACO may make a unilateral adjustment
"subject to contractor appeal, as provided in the clause at 52.233-1, Disputes.” These
commenters believe it is important to retain language in the rule that specifically addresses the
contractor's right to appeal.

Committee Response

The Committee does not agree that the current language should be reinstated. The
process for contractor appeal is included in FAR Part 33. When contracts are to be unilaterally
adjusted, the revised rule requires the CFAQ to issue a final decision in accordance with FAR
33.211. Since FAR Part 33 addresses the contractor appeal process, the Committee believes this
reference is more appropriate than repeating the Part 33 language in Part 30.

K. Definitions

1. Definitions of key terms.

Three commenters recommended the proposed rule define the terms "required,”
"voluntary," "desirable," and "noncompliant.”

Committee Response

The Committee agrees. Additional definitions are needed to reflect the language in the
final rule issued by the CAS Board in June 2000. The Committee has added definitions of the
terms "required” (which replaces "mandatory"), "unilateral” (which replaces "voluntary"),
"desirable," and “noncompliance.”
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2. Types of noncompliances.

Two commenters recommended revising the definition of types of noncompliances in
30.605 and moving it from 30.605 to 30.001.

Committee Response

The Committee partially agrees. Based on input obtained from the public meetings, the
Committee believes defining types of noncompliances will cause more confusion than benefit.
The proposed language at 30.605(a) has been revised to eliminate the types of noncompliances
and to add a definition of the term "noncompliance” at 30.001.

L. Settlement

1. Use of methods other than contract adjustments.

One commenter stated that, while it was clear in certain parts of the proposed rule that
contract adjustments are not the only method for resolving cost impacts, there were also a
number of instances where contract adjustments are indicated as the only resolution.

Committee Response

The Committee disagrees. The rule clearly permits use of a method other than contract
adjustments. In addition, the commenter did not provide any references as to where the rule
indicated contract adjustments were the only method of resolution, nor did any attendees at the
public meetings express such a concern. '

2. Adjustment of fixed price contracts for unilateral changes.

One commenter stated that the FAR Council may be exceeding its statutory authority by
including a requirement to adjust fixed-price contracts for unilateral changes. The commenter
cites the Senate Governmental Affairs Committee Report attending Pub. L. 100-679, the statute
authorizing the new CAS Board. The report stated that it “fully anticipates the new Board will
analyze the circumstances under which [reduced cost allocations to fixed-price contracts occur
due to a contractor accounting change] may or may not give rise to possible fiscal damage to the
government and make any changes in existing rules or interpretations deemed appropriate as a
result of the analysis” [Sen. Rpt. No. 100-424 Office of Federal Procurement Policy Act
Amendments of 1988, US Code Cong. & Admin. News, 100" Cong — Second Sess., Vol. 7, at pp
5687, 5703]. The commenter alleges that since the CAS Board has not performed such an
analysis, there can be no rule adjusting fixed-price contracts for unilateral changes.

Committee Response

The Committee disagrees. Section 26(j) of Pub. L. 100-679 specifically provides that all
cost accounting standards, waivers, exemptions, interpretations, modifications, rules and

17




regulations promulgated by the original board shall remain in effect unless and until amended,
superseded, or rescinded by the new Board. Thus, the original Board’s regulations providing for
price adjustments for fixed-price contracts for unilateral changes remain in force today. The
language in the report stated that the Senate committee “anticipated” that at some point the new
Board would review the circumstances in which the regulation is applied to see if any “changes”
are appropriate. This committee’s “anticipation” is hardly substantive legislation defeating the
validity of the regulation that the statute itself carries forward in full force and effect “unless and
until amended.” In addition, the authority to require price adjustments for unilateral changes has
existed since 1970, first in Pub. L. 91-379 §§719(h)(1) and subsequently in Pub. L. 100-679.

The CAS Board has always had statutory authority to require price adjustments for unilateral
changes. The CAS Board has always required such price adjustments. This CAS requirement
was expressly carried forward by Congress in Pub. L. 100-679. Thus, authority is not an issue.
One could debate whether the FAR Council would have authority to originate such a requirement
if the CAS Board had not done so. However, the CAS Board did so and the FAR rule simply
implements this requirement in FAR Part 30.

3. Materiality and withholds.

Two commenters recommended the proposed language at 30.602 be revised to delete the
reference to withholding amounts payable. The commenters stated that the concept is "if
material, adjust contracts," not "if material, withhold monies."

Committee Response

The Committee agrees. The proposed language has been deleted.

4. Contracting officer attendance at negotiations.

Two commenters recommended the proposed rule eliminate the requirement for the
CFAO to invite contracting officers to negotiations. Alternatively, these commenters
recommend the contract impact threshold for inviting contracting officers be raised from
$100,000 to $500,000. These commenters questioned the need to involve contracting officers in
negotiations when the CFAO has been given "final" authority to administer CAS.

Committee Response

The Committee agrees that it is not necessary for the CFAO to invite affected contracting
officers to negotiations. However, the Committee believes it is important for the CFAO to
coordinate with affected contracting officers prior to making contract adjustments or
implementing alternative methods. This gives affected contracting officers an opportunity to
provide input to the CFAO. The Committee also believes $100,000 is an appropriate threshold
for requiring such coordination.
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5. Alternate method precluded for all contracts if only one contract fails criteria.

Two commenters stated that the proposed language at 30.606(d)(2) inappropriately
precludes the use of an alternate resolution method for all contracts even if only one contract did
not meet the criteria.

Committee Response

The commenters are addressing the criteria for "offsetting" between contract types. The
Committee recognizes that the concept of "offsetting” was confusing in the previously proposed
rule and has eliminated this section.

6. Application of alternate method to past and future vears.

Two commenters recommended the proposéd language at 30.606(c)(3)(1) be revised to
permit the application of indirect cost pool adjustments to future years when the Government
participation rate can be reasonably predicted.

Committee Response

The Committee agrees that application of indirect cost pool adjustments should be
permitted in future years provided the application is made to final indirect cost rates and is at the
discretion of the CFAO. The proposed rule has been revised.

M. Retroactive Changes

Two commenters recommended the proposed language at 30.603-2(d) be clarified to state
that the applicability date is only for computing the cost impact of the change. The commenters
noted that the contractor establishes the effective date of the change. If the Government does not
agree with the retroactivity, it may determine the change noncompliant during the period of
retroactivity. However, the effective date established by the contractor should be used for
calculating the cost impact.

Committee Response

The Committee believes that the implementation date of the change is the proper date to
use for computing the cost impact. The proposed rule has been revised to state that any change
implemented without proper notice may be determined to be noncompliant. However, the rule
does not prohibit the contractor from implementing the change.
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N. Editorial

1. "Proposal'' versus '"'Analysis"'.

Two commenters recommended changing the word "proposal” to "analysis" for the terms
"GDM Proposal," "DCI Proposal," and "Cost Impact Proposal.”

Committee Response

The Committee disagrees. The Committee believes the term "proposal” is appropriate
since the GDM and DCI represent submissions that will be analyzed and used as the basis for
negotiations.

2. Repetition between 30.604(e) and 30.604(f).

Two commenters recommended deleting the proposed language that specifies the format
for a DCI Proposal at 30.604(f) because the degree of specificity is already included in
30.604(e).

Committee Response

The Committee agrees that the formats for the GDM and DCI proposals were very similar
under the previously proposed rule. The revised rule establishes a clear difference between the
two types of proposals.

3. FAR clauses duplicate Part 30.

Two commenters recommended deleting proposed language from the FAR clauses that
duplicate the proposed language in FAR Part 30. They state that the risk of stating a regulatory
requirement twice is that it may not be stated exactly the same and, therefore, will be interpreted
differently.

Committee Response

The Committee disagrees. The Committee recognizes that traditionally the contractor
responsibilities are in the contract clause and the language in FAR Part 30 contains guidance to
Government personnel. The major reasons for revising the current FAR language is to establish a
process that will be consistently followed by Government personnel. The Committee believes it
is important that the entire cost impact process be delineated in FAR Part 30. However, the
Committee does not believe it is prudent to eliminate contractor obligations and responsibilities
from the contract clauses. It is important that these obligations and responsibilities be included
in the contract clause to prevent misunderstandings and ensure the rights and obligations of the
parties to the contract(s). Further, to preclude any misunderstanding or dispute, identical
wording is used for any overlapping requirements between FAR Part 30 and the contract clauses.
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4. Timing of offsets and contract adjustments.

Two commenters recommended that the proposed rule be clarified to state that offsets
occur before contract adjustments.

Committee Response

The Committee agrees that the application of "offsets" versus "contract adjustments”
should be clarified. The revised rule requires the computation of the cost impact (including the
action previously referred to as “offsets”) prior to the resolution of that impact.

5. Adequacy and compliance reviews.

One commenter recommended the proposed language at 30.202-7 be revised. The
commenter recommended the process permit combining the two steps (an adequacy
determination followed by a compliance determination) into a single step (adequacy and
compliance determination done concurrently).

Committee Response

The Committee disagrees. The initial disclosure statement submission will normally
include a description of numerous cost accounting practices. It is usually more efficient to
determine if the descriptions of these numerous cost accounting practices are adequate before
attempting to determine their compliance with CAS. The Committee has seen no evidence to
indicate the current process is not the most efficient method for evaluating initial disclosure
statement submissions.
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TAB B

ADDITIONAL COMMITTEE RECOMMENDATIONS

FAR Case 99-025

1. Offsetting between noncompliances and cost accounting practice changes and offsetting
between noncompliances.

The proposed language at 30.606(a)(3)(iii) has been revised to specifically prohibit the
CFAO from offsetting the cost impact of a noncompliance with the cost impact of an accounting
change. In addition, the proposed language at 30.606(a)(3)(iv) has been revised to prohibit the
CFAO from offsetting the cost impact of one noncompliance with the cost impact of another
noncompliance. The Committee believes permitting such offsets would be contrary to the CAS
statute because it may result in incorrect recoveries of interest.

2. Inclusion of closed contracts and fiscal vears.

The proposed language at 30.605(h)(1) has been revised to require the contractor to include
affected closed contracts and fiscal years in the cost impact calculation.

3. Contract number and agency.

Several attendees at the public meetings noted that including the contract number and agency
in the GDM proposal may lengthen the process since additional time is necessary to match
internal contractor numbers with actual contract numbers. However, other attendees
recommended the proposed rule include a requirement to include the contract number and
agency for individual contracts when a DCI proposal is required. The Committee believes there
is merit to both recommendations. The revised language at 30.604 and 30.605 requires
identification of CAS-covered contracts for DCI proposals, but only requires it for GDM
proposals when requested by the CFAO. However, the revised language does require the cost
impact in both the GDM and DCI to be grouped by executive agency.

4. Submittal of revised disclosure statement pages:

The contract clause at 52.230-6(a) has been revised to state that, when submitting a
description of a cost accounting practice change, revised Disclosure Statement pages should be
included, if applicable.

5. Period of retroactive changes

The proposed language at 30.603-2(d) has been revised to limit the date of a retroactive
change to no earlier than the beginning of the current contractor fiscal year in which the request
was made.



6. New Solicitation Clause

The revised rule includes a new solicitation clause (52.230-7), Proposal Disclosure—Cost
Accounting Practice Changes. This clause will be used to indicate if the contract award will
result in a required or unilateral cost accounting practice change. The new clause requires
contractors to submit a description of the proposed change to the Contracting Officer and the
CFAO. The new clause also requires contractors to prepare price proposals using the changed
practice for the period of performance for which the practice will be used.

The current solicitation clause at 52.230-1 requires contractors to submit a description of a
change in cost accounting practice when a contract award will result in a required change in cost
accounting practice, but there is no similar provision for unilateral or desirable changes. In
addition, there is no current requirement for the price proposal to be based on the changed
practice.

The current clause requires an offeror to certify that the practices used in estimating costs in a
proposal are consistent with its disclosed practices. Sometimes, however, a contractor may be
required to change its cost accounting practice upon receipt of a specific award — either a new
standard becomes applicable upon award or the contractor will need to change a practice to
remain in compliance with CAS. However, the contractor will not change its practice if the
award is unsuccessful.

The Committee believes that when a contract award will trigger a cost accounting
practice change, the proposal should incorporate the new practice and disclosure of the practice
should be made during the proposal process. The Committee believes this requirement should
also apply to unilateral and desirable changes that will be made only upon contract award.
Proposals that are not prepared in accordance with the cost accounting practices to be used
during contract performance significantly inhibit the proposal evaluation process. Further, the
negotiated contract price must be adjusted after contract award to comply with CAS rules and
regulations. The Committee believes it is more efficient to base contract award on a proposal
priced consistent with the cost accounting practices to be used during contract performance.



i

o

171

Summary of Public Comments TAB C
FAR Case 99-025
_‘ 1123456 7[8]8
i _Iotifications/Determinations \
| |
4/r€arlier notification of changes by contractor X f
||
1_ack of notification should not preclude contractor implementation of
Zaccounting change X
l_
= | Initial finding of compliance/noncompliance X | | |
| | 1
CFAO evaluation of the GDM proposal X | X
% CFAO notification of compliance or noncompliance X | X1
T R
|
CFAO withdrawal of initial finding XX
] - |
ﬂ Final determination | I X [X |
— — 1
a Corrective action and cost impact proposals when disagreements exist \ X | X
] ,
] —
Computations | |
S T ]
ﬂ Computation of cost impact for voluntary changes X | X | X|
ﬂ Interest computation X |
1
| |
3 |Level of profit X |
|
4 ' Use of forward pricing rates in computing cost impacts X
_ Requirement to adjust profit or fee L] XX
[ |
6 |Use of alternate methods | XX
] ‘L
T Submission of GDM/DCI | R
' \
=n Subcontractor refusal to submit a GDM proposal | X , R
T ' 1
| 2|Contractor refusal to submit a GDM proposal \ ] X
A
I R
71 |Miscellaneous 1] R
R | | o
1|Mandatory changes X | |

i

‘1' 2|System or list for identifying CAS-covered contracts | X }
‘ | T N
/LMWorking Group Paper 76-7 | } X | X
| | N N
| 2|Contractor right to appeal | I x]Ix!




Summary of Public Comments

FAR Case 99-025

(&)

£
ien
1

I~1

oo

o

| IO
=
1N

| K

Definitions

—_

Definitions of key terms

2

Types of noncompliances

Settlement

-

—_

Use of methods other than contract adjustments

>

2

Adjustment of fixed price contracts for unilateral changes

.

L1

Materiality and withholds

4

Contracting officer attendance at negotiations

5

Alternate method precluded for all contracts if only one contract fails criteria|

|

J ]

6 ﬁkpplication of alternate method to past and future years

|

>
XX X)X

|

+

l
| Retroactive Changes

=

Editorial

"Proposal” versus "Analysis”

Repetition between 30.604(e) and 30.604(f)

FAR clauses duplicate Part 30

Timing of offsets and contract adjustments

Adequacy and compliance reviews

|

Reference Key:

1. Paul J. Madden

2. DoD/Navy

3. Michael W. Paulini

4. Boeing Company

5. AIA

6. NDIA

7. DOD/IG

8. Lockheed Martin

[9. ABA

I

-




TAB D

COST ACCOUNTING STANDARDS ADMINISTRATION
DRAFT PROPOSED RULE
FAR CASE 99-025

The proposed Federal Acquisition Regulation rule published
at 65 FR 20854, April 18, 2000, serves as the baseline.

PART 30—COST ACCOUNTING STANDARDS ADMINISTRATION

Sec.
30.000 Scope of part.
30.001 Definitions.

Subpart 30.6--CAS Administration

30.601 Responsibility.

30.602 Materiality.

30.603 Changes to disclosed or established cost accounting
practices.

30.603-1 Reqguired changes.
30.603-2 Unilateral and desirable changes.

30.604 Processing changes to disclosed or established cost
accounting practices.

30.605 Processing noncompliances.

30.606 Resolving cost impacts.

30.607 Subcontract administration.

30.001 Definitions. As used in this part--

"Cognizant Federal agency official (CFAQ)" means the
contracting officer assigned by the cognizant Federal agency to
administer the Cost Accounting Standards. - '

//(‘Jf>,\ulﬁAﬂk e S LV SN N

"Desirab;é change" means a compliant change to a
contractor's established or disclosed cost accounting practices
that the CFAO finds is desirable and not detrimental to the .
Government and is therefore not subject to the no increased cost y
prohibition provisions of CAS-covered contracts affected by the

change.

"Fixed-price contracts” means fixed-price contracts defined
at 16.202, 16.203, 16.205 and 16.207, and the fixed-price
portion of time-and-materials contracts (Subpart 16.6).

1




"Flexibly-priced contracts" means fixed-price contracts
defined at 16.204 and 16.206, contracts other than fixed-price
{Subparts 16.3 through 16.5), and the cost-reimbursement portion
of time-and-materials contracts (Subpart 16.6).

"Noncompliance" means a failure in estimating and/or .
accumulating costs to-- 5
(1) Comply with applicable CAS; or
(2) Consistently follow disclosed or established cost
accounting practices.

"Required change" means a change in cost accounting
practice that a contractor is required to make in order to
comply with applicable Standards, modifications, or
interpretations thereto, that subsequently become applicable to
existing CAS-covered contracts due to the receipt of another
CAS-covered contract. It also includes a prospective change to
a disclosed or established cost accounting practice when the
CFAO determines that the former practice was in compliance with
applicable CAS and the change is necessary for the contractor to
remain in compliance.

"Unilateral change" means a change in cost accounting O
practice from one compliant practice to another compliant \
practice that a contractor with a CAS-covered contract(s) elects
to make that has not been deemed desirable by the CFAO and for
which the Government will pay no aggregate increased costs.

Subpart 30.2—CAS Program Requirements

30.201-3 Solicitation Provisions

(a) * * *

(b) * * *

(c) The contracting officer must insert the provision at
FAR 52.230-7, Proposal Disclosure - Cost Accounting Practice
Changes, in solicitations for proposed contracts subject to CAS
as specified in 48 CFR 9903.201 (FAR Appendix).

* k%

30.202-6 Responsibilities.
(a) * * *




(b) The contracting officer must not award a CAS-covered
contract until the CFAO(see 30.601) has made a written
determination that a required Disclosure Statement is adequate
unless, in order to protect the Government's interest, the
contracting officer waives the requirement for an adeguacy
determination before award. In this event, the CFAO must make a
determination of adequacy as soon as possible after the award.

(c) The cognizant auditor is responsible for conducting
reviews of Disclosure Statements for adequacy and compliance.

(d) The CFAO is responsible for issuing determinations of
adequacy and compliance of the Disclosure Statement.

30.202-7 Determinations.
(a) Adeqgquacy determination. (1) As prescribed by 48 CFR
9903.202-6 (FAR Appendix), the auditor must—

(i) Conduct a review of the Disclosure Statement
to ascertain whether it is current, accurate, and complete; and

(ii) Report the results to the CFAO.

(2) The CFAO must determine if the Disclosure
Statement adequately describes the contractor’s cost accounting
practices. The CFAO also must--

(i) If the Disclosure Statement is adequate,
notify the contractor in writing, with copies to the contracting
officer (for a proposal that triggers submission of a Disclosure
Statement) and the auditor. The notice of adequacy must state
that--

(A) The disclosed practices are adequately
described and the CFAO is currently not aware of any additional
practices that should be disclosed;

(B) The notice is not a determination that
all cost accounting practices were disclosed; and

(C) The contractor must not consider a
disclosed practice, by virtue of such disclosure, an approved
practice for estimating proposals or accumulating and reporting
contract cost data.

(ii) If the Disclosure Statement is inadequate,
notify the contractor of the inadequacies and request a revised
Disclosure Statement.

(3) Generally, the CFAO should furnish the contractor
notification of adegquacy or inadequacy within 30 days after the
CFAQ receives the Disclosure Statement.

(b) Compliance determination. (1) After the notification
of adequacy, the auditor must—

(i) Conduct a detailed compliance review to
ascertain whether or not the disclosed practices comply with
Part 31 and the CAS; and

(ii)Advise the CFAO of the results.
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(2) The CFAO must make a determination of compliance
or take action regarding a report of alleged noncompliance in
accordance with 30.605(b).

30.202-8 Subcontractor Disclosure Statements.

(a) When the Government regquires determinations of
adeqguacy of subcontractor disclosure statements, the CFAO of the
subcontractor must provide this determination to the CFAO of the
contractor or next higher-tier subcontractor. The higher-tier
CFAO must not change the determination of the lower-tier CFAO.

FAR 30.6—CAS Administration

30.601 Responsibility.

(a) The cognizant Federal agency must perform CAS
administration for all contracts in a business unit even when
the contracting officer retains other administration functions.
The CFAO must make all Determinations and Findings (see 1.7) for
all CAS-covered contracts, including—-

(1) Whether a change in cost accounting practice or
noncompliance has occurred; and

(2) If a change in cost accounting practice or
noncompliance has occurred, how any resulting cost impacts are
resolved.

(b) Within 30 days after the award of any new contract
subject to CAS, the contracting officer making the award must
request the CFAO to perform administration for CAS matters (see
Subpart 42.2). For subcontract awards, the contractor awarding
the subcontract must follow the procedures at 52.230-6 (k).

30.602 Materiality.

(a) In determining materiality, the CFAO must use the
criteria in 48 CFR 9903.305 (FAR Appendix) .

(b) A CFAO determination of immateriality--

(1) May be made before or after a general dollar
magnitude proposal has been submitted, depending on the
particular facts and circumstances; and

(2) Must be based on adegquate documentation.

(c) When the amount involved is immaterial, the CFAO must--

(1) Make no contract adjustments and conclude the cost
impact process; and

(2) In the case of noncompliance issues, inform the
contractor that--

(i) The noncompliance should be corrected; and
(ii) If the noncompliance is not corrected, the
Government reserves the right to make appropriate contract
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adjustments should the cost impact become material in the
future.

(d) When the amount involved is material, CFAOs must adjust
contracts or use another suitable method (see 30.606) for
required, unilateral, and desirable changes, and CAS
noncompliances.

30.603 Changes to disclosed or established cost accounting
practices.

30.603-1 Required changes.

(a) General. Offerors must state whether the award of a
contract would require a change to an established cost
accounting practice affecting existing contracts (see 52.230-1).
The contracting officer must notify the CFAO if the offeror
states that a change in cost accounting practice would be
required. (b) CFAO Responsibilities. Prior to making an
equitable adjustment under the required change provision of
52.230-2, 52.230-3, or 52.230-5, the CFAO must determine that--

(1) The cost accounting practice change is required to
comply with a CAS, or a modification or interpretation thereof,
that subsequently became applicable to one or more contracts; or

(2) The former cost accounting practice was in
compliance with applicable CAS and the change is necessary to
remain in compliance.

(c) Notice and proposal preparation. (1) When the award of
a contract would require a change to an established cost
accounting practice, the clause at 52.230-7 requires the
contractor to--

(i) Submit a description of the changed cost
accounting practice to the contracting officer and the CFAO as
pricing support for the proposal; and

(ii) Prepare the contract pricing proposal based on
the changed cost accounting practice for the period of
performance for which the practice will be used.

(2) When a change is required to remain in compliance
(for reasons other than a contract award) or to comply with a
new or modified standard, the clause at 52.230-6 requires the
contractor to--

(1) Submit a description of the change to the
CFAO not less than 60 days (or such other date as may be
mutually agreed to) before implementation of the change;

(ii) Submit rationale to support any contractor
assertion that the cost impact of the change is immaterial; and

(iii) Prepare all contract pricing proposals based
on the changed cost accounting practice for the period of
performance for which the practice will be used unless otherwise
agreed to by the Contracting Officer.
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(d) Equitable adjustments for new or modified standards.

(1) Required changes made to comply with new or
modified standards may require equitable adjustments, but only
to those contracts awarded before the effective date of the new
or modified standard (see 52.230-2, 52.230-3, or 52.230-5).

(2) When a contractor elects to implement a required
change to comply with a new or modified standard prior to the
applicability date of the standard, the CFAO must administer the
change as a unilateral change (see 30.603-2). Contractors must
not receive an equitable adjustment for increased costs paid by
the United States prior to the applicability date unless the
CFAO determines that the unilateral change is desirable.

30.603-2 Unilateral and desirable changes.

(a) Unilateral changes. (1) The contractor may unilaterally
change its disclosed or established cost accounting practices,
but the Government must not pay any increased cost, in the
aggregate, as a result of the unilateral change.

(2) Prior to making any contract price or cost
adjustments under the unilateral change provision of 52.230-2,
52.230-3, or 52.230-5, the CFAO must determine that--

(1) The contract price or cost adjustments will
protect the United States from the payment of increased costs,
in the aggregate; and

(ii) The net affect of the adjustments will not
result in the recovery of more than the increased costs paid by
the United States, in the aggregate.

(b) Desirable changes. (1) Prior to taking action under the
desirable change provision of 52.230-2, 52.230-3, or 52.230-5,
the CFAO must determine the change is desirable and not
detrimental to the interests of the Government.

(2) Until the CFAO has determined a change to a cost
accounting practice is a desirable change, the change is a
unilateral change.

(3) Some factors to consider in determining if a change
is desirable include, but are not limited to, whether--

(i) The contractor must change the cost accounting
practices it uses for Government contract costing purposes to
remain in compliance with the provisions of Part 31;

(ii) The change in cost accounting practice is
directly associated with the application of commercial business
practices to affected CAS-covered contracts that will result in
significant benefits to the Government;

(iii) The contractor is initilating management
actions directly associated with the change that will result in
cost savings for segments with CAS-covered contracts over a
period for which forward pricing rates are developed or five



vears, whichever is shorter, and the cost savings are reflected
in the forward pricing rates; and

(iv) Funds are available if the determination would
necessitate an upward adjustment of contract cost or price.

(c) Notice and proposal preparation. (1) When a contractor
makes a unilateral change, the contractor must follow the
procedures listed at 30.603-1(c) (2).

(2) If a contractor implements the change in cost
accounting practice without submitting the notice as required in
paragraph (c) (1) of this subsection, the CFAO may determine the
change a failure to follow a cost accounting practice
consistently and process it as a noncompliance in accordance
with 30.605.

(d) Retroactive changes. (1) If a contractor requests that
a unilateral change be retroactive, the contractor must submit
supporting rationale.

(2) The CFAO must promptly evaluate the contractor's
request and must, as soon as practical, notify the contractor in
writing whether the request is or is not approved.

(3) The CFAO must not approve a date that is before the
beginning of the contractor's fiscal year in which the request
is made. (e) Contractor accounting changes due to external
restructuring activities. The requirements for contract price
and cost adjustments do not apply to compliant cost accounting
practice changes that are directly associated with external
restructuring activities that are subject to and meet the
requirements of 10 U.S.C. 2325. However, the disclosure
requirements in 30.603-2 must be followed.

30.604 Processing changes to disclosed or established cost
accounting practices.

(a) Scope. This section applies to required, unilateral,
and desirable changes in cost accounting practices.

(b) Procedures. Upon receipt of the contractor's
notification and description of the change in cost accounting
practice, the CFAO, with the assistance of the auditor, should
review the proposed change concurrently for adequacy and
compliance. The CFAO must—

(1) If the description of the change is both adequate
and compliant, notify the contractor in writing and--

(i) For reguired or unilateral changes (except
those requested to be determined desirable), request the
contractor submit a general dollar magnitude (GDM) proposal by a
specified date, unless the CFAO determines the cost impact is
immaterial; or

{(ii) For unilateral changes that the contractor
requests to be determined desirable, inform the contractor that
the request must include supporting rationale and--

7

........................




(A) For any request based on the criteria in
paragraph 30.603-2(b) (3) (iii), the data necessary to demonstrate
the required cost savings; or

(B) For any request other than those based on
the criteria in paragraph 30.603-2(b) (3) (iii), a GDM proposal
and any other data necessary for the CFAO to determine if the
change is desirable.

(2) If the description of the change is inadequate,
request a revised description of the new cost accounting
practice.

(3) If the disclosed practice is noncompliant,
notify the contractor in writing that, if implemented, the CFAO
will determine the cost accounting practice to be noncompliant
and process it accordingly.

(c) Evaluating requests for desirable changes. (1) When a
contractor requests a unilateral change be determined desirable,
the CFAQO must promptly evaluate the contractor's request and, as
soon as practical, notify the contractor in writing whether the
change is desirable or the request is denied.

(2) If the CFAO determines the change is desirable, the
CFAO must negotiate any cost or price adjustments that may be
needed to resolve the cost impact (see 30.606).

(3) If the request is denied, the change is a unilateral
change and must be processed accordingly.

(d) General dollar magnitude proposal. The GDM proposal-—

(1) Provides information to the CFAO on the estimated
overall impact of a change in cost accounting practice on
affected CAS-covered contracts that were awarded based on the
previous cost accounting practice; and

(2) Assists the CFAQO in determining whether individual
contract price or cost adjustments are required.

(e) General dollar magnitude proposal content. The GDM
proposal—-

(1) Must calculate the cost impact in accordance with
paragraph (h) of this section.

(2) May use one or more of the following methods to
determine the increase/decrease in cost accumulations:

(1) A sample of contracts representative of the
contract universe.

(ii) The change in indirect rates multiplied by
the total estimated base computed for each of the following
groups:

(A) Fixed-price contracts.
(B) Flexibly-priced contracts.

(iii) Any other method that provides a reasonable
approximation of the total increase/decrease in cost
accumulations.




(3) May be in any format acceptable to the CFAO but, as
a minimum, must include the following data grouped by
fixed-price and flexibly-priced contracts:

(1) The total increase/decrease in cost
accumulations by executive agency (see 2.101), including any
impact the change may have on contract incentives, fee, and
profit.

(ii) For unilateral changes, the
increased/decreased costs paid by the United States.

(4) When requested by the CFAO, must identify all
contracts containing the clauses at FAR 52.230-2, FAR 52.230-3,
or FAR 52.230-5.

(f) General dollar magnitude proposal evaluation. The
CFAO, with the assistance of the auditor, must promptly evaluate
the GDM proposal. If the cost impact is immaterial, the CFAO
must notify the contractor in writing and conclude the cost
impact process with no contract adjustments. Otherwise, the CFAO
must—

(1) Negotiate and resolve the cost impact (see 30.606). If
necessary, the CFAO may request that the contractor submit a
revised GDM proposal by a specified date with specific
additional data needed to resolve the cost impact (e.g., an
expanded sample of contracts or a revised method of computing
the increase/decrease in cost accumulations); or

(2) Request that the contractor submit a detailed cost
impact (DCI) proposal by a specified date if the CFAO determines
that the GDM proposal is not sufficient to resolve the cost
impact.

(g) Detailed cost impact proposal. The DCI proposal--

(1) Must calculate the cost impaét in accordance with
paragraph (h) of this section.

(2) Must show the increase/decrease in cost
accumulations for each affected CAS-covered contract unless the
CFAO and contractor agree to--

(i) Include only those affected CAS-covered
contracts exceeding a specified amount; and

(ii) Estimate the total increase/decrease in cost
accumulations for all affected CAS-covered contracts, using the
results in paragraph (g) (2) (i) of this section;

(3) May be in any format acceptable to the CFAO but, as
a minimum, must include the requirements at paragraph (e) (3) of
this section.

(4) Must identify all contracts containing the clauses
at FAR 52.230-2, FAR 52.230-3, or FAR 52.230-5.

(h) Calculating cost impacts. The cost impact calculation
must--




(1) Include all affected CAS-covered contracts
regardless of their status (i.e., open or closed) or the fiscal
yvear in which the costs were incurred (i.e., open or closed).

(2) Combine the cost impact for all segments if the
effect of a change results in costs flowing between those
segments.

(3) Compute the increase/decrease in cost accumulations
for affected CAS-covered contracts based on the difference
between--

(1) The estimated cost to complete using the
current practice; and

(ii) The estimated cost to complete using the
changed practice.

(4) For unilateral changes--

(i) Determine the increased/decreased cost paid by
the United States for fixed-price contracts as follows:

(A) When the amount in (h) (3) (i) exceeds the
amount in (h) (3) (ii) of this section, the difference is
increased cost paid.

(B) When the amount in (h) (3) (i) is less than
the amount in (h) (3)(ii) of this section, the difference is
decreased cost paid.

(ii) Determine the increased/decreased cost paid by
the United States for flexibly-priced contracts as follows:

(A) When the amount in (h) (3) (i) exceeds the
amount in (h) (3)(il1) of this section, the difference is
decreased cost paid.

(B) When the amount in (h) (3) (i) is less than
the amount in (h) (3) (ii) of this section, the difference is
increased cost paid.

(iii) Calculate the increased/decreased cost paid
by the United States in the aggregate by adding--

(A) The increased/decreased costs paid for
fixed-price contracts;

‘ {B) The increased/decreased costs paid for
flexibly-priced contracts; and

(C) The total increase/decrease in contract
incentives, fee, and profit associated with the increased/decreased
costs pald. The associated increase/decrease is based on the
difference between the negotiated incentives, fee, and profit and
the amounts that would have been negotiated had the cost impact been
known at the time the contract was negotiated.
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(5) For equitable adjustments for required changes--
(i) Increased cost accumulations are the basis
for increasing contract cost or price; and
(ii) Decreased cost accumulations are the basis
for decreasing contract cost or price.

(i) Remedies. If the contractor does not submit the
accounting change description or the proposal (s) required in
paragraph (d) or (g) of this section within the specified time,
or any extension granted by the CFAO, the CFAO must—

(1) wWith the assistance of the auditor, estimate the
general dollar magnitude of the cost impact on CAS-covered
contracts; and

(2) Take the following action(s)--

(i) Withhold an amount not to exceed 10 percent of
each subsequent payment related to the contractor's CAS-covered
contracts (up to the estimated general dollar magnitude of the
cost impact), until the contractor furnishes the required
information; and/or

(ii)Issue a final decision in accordance with 33.211
and unilaterally adjust the contract(s) by the estimated amount
of the cost impact.

30.605 Processing noncompliances.

(a) General. Prior to making any contract price or cost
adjustments under the noncompliance provision of 52.230-2,
52.230-3, or 52.230-5, the CFAO must determine that--

(1) The contract price or cost adjustments will protect
the United States from the payment of increased costs, in the
aggregate; and

(2) The net affect of the adjustments will not result in
the recovery of more than the increased costs paid by the United
States, in the aggregate.

(b) Notice and determination. (1) Within 15 days after
receiving a report of alleged noncompliance from the auditor,
the CFAO must--

(i) Notify the auditor that the CFAO disagrees
with the alleged noncompliance; or
(ii) Issue a notice of potential noncompliance to
the contractor and provide a copy to the auditor.
(2) The notice of potential noncompliance must—
(i) Notify the contractor in writing of the exact
nature of the noncompliance; and
(ii) Allow the contractor 60 days (or other
mutually agreeable date) to--
(A) Agree or submit reasons why the contractor
considers the existing practices to be in compliance; and
(B) Submit rationale to support any assertion
that the cost impact of the noncompliance is immaterial.
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(3) The CFAO must—

(1) If applicable, review the reasons why the
contractor considers the existing practices to be compliant
and/or the cost impact to be immaterial;

(11i) Make a determination of compliance or
noncompliance; and

(1iii) Notify the contractor and the auditor in
writing of the determination of compliance or noncompliance,
consistent with 1.704.

(4) If the CFAO makes a determination of
noncompliance, the CFAO must follow the procedures in paragraphs
(c) through (h) of this section, as appropriate, unless the CFAO
also determines the cost impact is immaterial. If immaterial,
the CFAO must--

(1) Inform the contractor in writing that--

(A) The noncompliance should be corrected; and

(B) If the noncompliance is not corrected, the
Government reserves the right to make appropriate contract
adjustments should the noncompliance become material in the
future; and

(ii) Conclude the cost impact process with no
contract adjustments.

(c) Correcting Noncompliances. (1) The clause at 52.230-6
requires the contractor to submit a description of any cost
accounting practice change needed to correct a noncompliance
within 60 days after the earlier of--

(i) Agreement with the CFAO that there is a
noncompliance; or

(ii) Notification by the CFAO of a determination
of noncompliance.

(2) The CFAO, with the assistance of the auditor, should
review the proposed change concurrently for adequacy and
compliance (see 30.202-7). The CFAO must—-

(i) If the description of the change is both
adequate and compliant—-

(A) Notify the contractor in writing;
(B)Request that the contractor submit by a
specified date a general dollar magnitude (GDM) proposal, unless
the CFAQO determines the cost impact is immaterial; and
(C) Follow the procedures at paragraph
(b) (4) of this section if the CFAO determines the cost impact is
immaterial.

(ii) If the description of the change is
inadequate, request a revised description of the new cost
accounting practice.

(1ii) If the disclosed practice is noncompliant,
notify the contractor in writing that, if implemented, the CFAO
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will determine the cost accounting practice to be noncompliant
and process it accordingly.

(d) General dollar magnitude proposal content. The GDM
proposal—

(1) Must calculate the cost impact in accordance with
paragraph (h) of this section.

(2) May use one or more of the following methods to
determine the increase/decrease in contract price or cost
accumulations:

(1) A sample of contracts that is representative
of the contract universe.

(ii) When the noncompliance involves cost
accumulating, the change in indirect rates multiplied by the
total estimated base for only flexibly-priced contracts.

(iii) Any other method that provides a reasonable
approximation of the total increase/decrease.

(3) May be in any format acceptable to the CFAO but, as
a minimum, must include the following data grouped by
fixed-price and flexibly-priced contracts:

(1) The total increase/decrease in contract price
and/or cost accumulations by executive agency (see 2.101),
including any impact the noncompliance may have on contract
incentives, fee, and profit.

{(ii) The increased/decreased costs paid by the
United States.

(1ii) The total overpayments made by the Government
during the period of noncompliance. The total overpayments must
be broken down by quarter unless each of the quarterly amounts
billed during the period of noncompliance were approximately
equal.

(4) When requested by the CFAO, must identify all
contracts containing the clauses at FAR 52.230-2, FAR 52.230-3,
or FAR 52.230-5.

(e) General dollar magnitude proposal evaluation. The CFAO
must promptly evaluate the GDM proposal. If the cost impact is
immaterial, the CFAO must follow the requirements in paragraph
(b) (4) of this section. Otherwise,the CFAO must—-

(1) Negotiate and resolve the cost impact (see
30.606). If necessary, the CFAO may request the contractor
submit a revised GDM proposal, by a specified date, with
specific additional data needed to resolve the cost impact
(e.g., an expanded sample of contracts or a revised method of
computing the increase/decrease in contract price and/or cost
accumulations); or

(2) Reqguest that the contractor submit a DCI proposal
by a specified date if the CFAO determines that the GDM proposal
is not sufficient to resolve the cost impact.
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(f) Detailed cost impact proposal. The DCI proposal-

(1) Must calculate the cost impact in accordance with
paragraph (h) of this section.

(2) Must show the increase/decrease in contract price
and/or cost accumulations for each affected CAS-covered contract
unless the CFAO and contractor agree to--

(1) Include only those affected CAS-covered
contracts having--
(A) Contract values exceeding a specified
amount when the noncompliance involves estimating costs; and
(B) Incurred costs exceeding a specified amount
when the noncompliance involves accumulating costs; and
(ii) Estimate the total increase/decrease in
contract price and/or cost accumulations for all affected CAS-
covered contracts using the results in paragraph (f) (2) (i) of
this section; ,

(3) May be in any format acceptable to the CFAO but, as
a minimum, must include the information in paragraph (d) (3) of
this section.

(4) Must identify all contracts containing the clauses
at FAR 52.230-2, FAR 52.230-3, or FAR 52.230-5.

(g) Interest. In accordance with the clauses at
52.230-2, 52.230-3, or 52.230-5, the CFAO must--

(1) Separately identify interest on any increased cost
paid by the United States as a result of the noncompliance;

(2) Compute simple interest from the date of
overpayment to the time the adjustment is effected in accordance
with 26 U.S.C. 6621 (a)(2), as follows:

(1) If the quarterly amounts billed during the
period of noncompliance were approximately the same, use the
average interest rate andmidpoint for the period of the
noncompliance as the baseline for the computation of interest.

(ii) If the quarterly amounts billed during the
period of noncompliance were not approximately the same, use an
alternate method.

(h) Calculating cost impacts. The cost impact calculation
must--

(1) Include all affected CAS-covered contracts
regardless of their status (i.e., open or closed) or the fiscal
yvear in which the costs were incurred (i.e., open or closed);
and

(2) Combine the cost impact for all segments if the
effect of a noncompliance results in costs flowing between those
segments.

~ (3) For noncompliances that involve estimating costs,
compute the impact on contract price only for fixed-price
contracts, based on the difference between--
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(i) The negotiated contract price; and
(ii) What the negotiated price would have been had
the contractor used a compliant practice.

(4) For noncompliances that involve accumulating costs,
compute the impact on cost accumulations only for
flexibly-priced contracts, based on the difference between--

(i) The costs that were accumulated under the
noncompliant practice; and

(ii) The costs that would have been accumulated
using a compliant practice (from the time the noncompliant
practice was first implemented until the date the noncompliant
practice was replaced with a compliant practice).

(5) Determine the increased/decreased cost paid by the
United States for fixed-price contracts as follows:

(1) When the amount in (h) (3) (i) exceeds the amount

in (h) (3) (ii), the difference is increased cost paid.
(ii) When the amount in (h) (3) (i) is less than the
amount in (h) (3) (ii), the difference is decreased cost paid.

(6) Determine the increased/decreased cost paid by the
United States for flexibly-priced contracts as follows:
(i) When the amount in (h) (4) (i) exceeds the amount

in (h) (4) (ii), the difference is decreased cost paid.
(ii) When the amount in (h) (4) (1) is less than the
amount in (h) (4) (ii), the difference is increased cost paid.

(7) Calculate the increased/decreased cost paid by the

United States in the aggregate by adding--

(1) The increased/decreased cost paid for
fixed-price contracts;

(ii) The increased/decreased costs paid for
flexibly-priced contracts; and

(iii) The total increase/decrease in contract
incentives, fee, and profit associated with the
increased/decreased costs paid. The associated
increase/decrease is based on the difference between the
negotiated incentives, fee, and profit and the amounts that
would have been negotiated had the cost impact been known at the
time the contract was negotiated.

(i) Remedies. If the contractor does not correct the
noncompliance or submit the proposals required in paragraphs (d)
or (f) of this section within the specified time, or any
extension granted by the CFAO, the CFAO must follow the
procedures at 30.604(1i).

30.606 Resolving cost impacts.

(a) General. (1) The CFAO must coordinate with affected
contracting officers before negotiating and resolving the cost
impact when the cost or price of any of their contracts may be
increased or decreased by at least $100,000. However, the CFAO
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has the sole authority for negotiating and resolving the cost
impact.

(2) The CFAO may resolve a cost impact attributed to a
change in cost accounting practice or a noncompliance by
adjusting a single contract, several but not all contracts, all
contracts, or any other suitable method.

(3) In resolving the cost impact, the CFAO--

(1) May combine the cost impacts of several
changes in cost accounting practices within a segment or
intermediate/home office only if the changes are implemented in
the same fiscal vyear;

(i1} May combine the cost impacts of two or more
segments when the changes do not result in costs flowing between
those segments (e.g., the implementation of a common cost
accounting practice for two or more segments);

(1ii) Must not combine the cost impact of a change
in cost accounting practice with the cost impact of a
noncompliant practice; and

(iv) Must not combine the cost impact of one noncompliant
practice with the cost impact of another noncompliant
practice. (b) Negotiations. The CFAO must—

(1) Negotiate and resolve the cost impact on behalf of
all Government agencies; and

(2) At the conclusion of negotiations, prepare a
negotiation memorandum and send copies to the cognizant auditor
and affected contracting officers.

(c) Contract adjustments. (1) The CFAO may adjust some or
all contracts with a material cost impact, subject to the
provisgions in paragraph (c) (3) of this section.

(2) In selecting the contract or contracts to be
adjusted, the CFAO should assure, to the maximum extent
practical and subject to the provisions in paragraph (c) (3) of
this section, that the adjustments reflect a pro-rata share of
the cost impact based on the ratio of the cost impact of each
executive agency to the total cost impact.

(3) For unilateral changes and noncompliances, the CFAO
must--

(1) Not adjust the price upward for fixed-price
contracts; and

(1i1) If contract adjustments are made, preclude
payment of aggregate increased costs by--

(A) Reducing the contract price on
fixed-price contracts; and/or

(B) Disallowing costs on flexibly-priced
contracts.
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(4) When contract adjustments are made, the CFAO must--

(1) Execute the modifications if the CFAO and
contractor agree on the amount of the cost impact and the
adjustments (see 42.302(a) (11l) (iv)}; or

(ii) When the CFAQ and contractor do not agree on
the amount of the cost impact or the contract adjustments, issue
a final decision in accordance with 33.211 and unilaterally
adjust the contract(s).

(d) Alternate Methods. (1) The CFAO may use an alternate
method instead of adjusting contracts to resolve the cost
impact, provided the Government will not pay more, in the
aggregate, than would be paid if the CFAO did not use the
alternate method;

, (2) The CFAO may not use an alternate method for a
contract(s) when application of the alternate method to that
contract(s) would result in—

(1) An underrecovery of monies by the Government
(e.g., due to cost overruns); or

(1i1i) Distortions of incentive provisions and
relationships between target costs, ceiling costs, and actual
costs for incentive type contracts.

(3) When using an alternate method that excludes the

costs from an indirect cost pool, the CFAO must—

(i) Apply such exclusion only to the
determination of final indirect cost rates (42.705); and

{(11) Adjust the exclusion to reflect the
Government participation rate for flexibly-priced contracts.
For example, if there are increased costs to the Government of
$100,000, and the indirect cost pool where the adjustment is to
be affected has a Government participation rate of 50 percent
for flexibly-priced contracts, the contractor must exclude
$200,000 from the indirect cost pool ($100,000/50% = $200,000).

30.607 Subcontract administration.

When a negotiated CAS price adjustment or a determination
of noncompliance is required at the subcontract level, the CFAO
of the subcontractor must make the determination and furnish a
copy of the negotiation memorandum to the affected CFAO of the
next higher-tier contractor. The higher-tier CFAO must not
change the determination of the lower-tier CFAO. If the
subcontractor refuses to submit a GDM or DCI proposal, remedies
are made at the prime contractor level.
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PART 52—SOLICITATION PROVISIONS AND CONTRACT CLAUSES

52.230-6 Administration of Cost Accounting Standards.
As prescribed in 30.201-4(d) (1), insert the following
clause:

ADMINISTRATION OF COST ACCOUNTING STANDARDS
(DATE)

The definitions at FAR 30.001 are incorporated by reference
into this clause.

For the purpose of administering the Cost Accounting Standards
(CAS) requirements under this contract, the Contractor shall
take the steps outlined in paragraphs (a) through (h) and (3)
through (m) of this clause:

(a) Submit to the Cognizant Federal Agency Official (CFAQ) a
description of any cost accounting practice change (including
revisions to the Disclosure Statement, if applicable) and any
assertion that the cost impact of the change is immaterial as
outlined in paragraphs (a) (1) through (3). If a change in cost
accounting practice is implemented without submitting the notice
required by this paragraph, the CFAO may determine the change to
be a failure to follow paragraph (a) (2) of the clause at FAR
52.230-2, Cost Accounting Standards; paragraph (a) (4) of the
clause at FAR 52.230-3, Disclosure and Consistency of Cost
Accounting Practices; or paragraph (a) (2) of the clause at FAR
52.230-5, Cost Accounting Standards--Educational Institution.

(1) When a description has been submitted for a change in
cost accounting practice that is dependent on a contract award
and that contract is subsequently awarded, notify the CFAO
within 15 days after such award.

(2) For any change in cost accounting practice not
covered by (a) (1) of this paragraph that is required in
accordance with paragraphs (a) (3) and (a) (4) (i) of the clause at
FAR 52.230-2, or paragraphs (a) (3), (a)(4) (i), or (a) (4) (iv) of

the clause at FAR 52.230-5; submit a description of the change
to the CFAO not less than 60 days (or such other date as may be
mutually agreed to by the CFAO and the Contractor) before
implementation of the change.

(3) For any change in cost accounting practice proposed
in accordance with paragraphs (a) (4) (ii) or (iii) of the clauses
at FAR 52.230-2 and FAR 52.230-5; or with paragraph (a) (3) of
the clause at FAR 52.230-3; submit a description of the change
not less than 60 days (or such other date as may be mutually
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agreed to by the CFAO and the Contractor) before implementation
of the change. If the change includes a proposed retroactive
date, submit supporting rationale.

(4) Submit a description of the change necessary to
correct a failure to comply with an applicable CAS or to follow
a disclosed practice (as contemplated by paragraph (a) (5) at FAR
52.230-2 and FAR 52.230-5; or by paragraph (a) (4) at FAR
52.230-3—-

(i) Within 60 days (or such other date as may be
mutually agreed to by the CFAO and the Contractor) after the
date of agreement with the CFAO that there is a noncompliance;
or

(1i) In the event of Contractor disagreement, within
60 days after the CFAO notifies the Contractor of the
determination of noncompliance.

{b) When requested by the CFAO, submit on or before a date
specified by the CFAO--

(1) A general dollar magnitude (GDM) proposal in
accordance with paragraph (c) or (f) of this clause;

(2) A detailed cost impact (DCI) proposal in accordance
with paragraph (d) or (g) of this clause;

(3) For any request for a desirable change that is based
on the criteria in FAR 30.603-2(b)(3)(iii), the data necessary
to demonstrate the required cost savings; and

(4) For any request for a desirable change that is based on
criteria other than that in FAR 30.603-2(b) (3) (iii), a GDM
proposal and any other data necessary for the CFAO to determine
if the change is desirable. (c) For any change in cost accounting
practice subject to paragraph (a) (1), (a)(2), or (a)(3) of this
clause, the GDM proposal shall—-

(1) Calculate the cost impact in accordance with
paragraph (e) of this clause.

(2) Use one or more of the following methods to determine
the increase/decrease in cost accumulations:

(1) A sample of contracts representative of the
contract universe.

(ii) The change in indirect rates multiplied by the
total estimated base computed for each of the following groups:

(A) Fixed-price contracts.
(B) Flexibly-priced contracts.

(1iii) Any other method that provides a reasonable
approximation of the total increase/decrease in cost
accumulations.

(3) Be in a format acceptable to the CFAO but, as a
minimum, include the following data grouped by fixed-price and
flexibly-priced contracts:

(1) The total increase/decrease in cost
accumulations by executive agency (see FAR 2.101), including any

19




impact the change may have on contract incentives, fee, and
profit.
(ii) For unilateral changes, the increased/decreased
costs paid by the United States.
(4) When requested by the CFAO, shall
identify all contracts containing the clauses at FAR 52.230-2,
FAR 52.230-3, or FAR 52.230-5.

(d) For any change in cost accounting practice subject to
paragraph (a) (1), (a)(2), or (a)(3) of this clause, the DCI
proposal shall--

(1) Calculate the cost impact in accordance with paragraph
(e) of this clause;

(2) Show the increase/decrease in cost accumulations for
each affected CAS-covered contract unless the CFAQ and
Contractor agree to--

(1) Include only those affected CAS-covered contracts
having an estimate to complete exceeding a specified amount; and

(ii) Estimate the total increase/decrease in cost
accunmulations for all affected CAS-covered contracts, using the
results in paragraph (d) (2) (i) of this clause; and

" (3) Be in a format acceptable to the CFAO but, as a
minimum, include the information in paragraph (c) (3) of this
clause.

(4) Shall identify all contracts containing the clauses at
FAR 52.230-2, FAR 52.230-3, or FAR 52.230-5.

(e) For GDM and DCI proposals that are subject to the
requirements of paragraphs (c) or (d) of this clause, calculate
the cost impact as follows:

(1) The cost impact calculation shall--

(1) Include all affected CAS-covered contracts
regardless of their status (i.e., open or closed) or the fiscal
year in which the costs were incurred (i.e., open or closed);
and

(ii) Combine the cost impact for all segments if the
effect of a change results in costs flowing between those
segments.

{2) Compute the increase/decrease in cost accumulations for
affected CAS-covered contracts based on the difference between--

(i) The estimated cost to complete using the current
practice; and

(ii) The estimated cost to complete using the changed
practice.

(3) For unilateral changes--

(1) Determine the increased/decreased cost paid by
the United States for fixed-price contracts as follows:

(A) When the amount in (e) (2) (i) exceeds the
amount in (e) (2) (ii) of this clause, the difference is increased
cost paid.
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(B) When the amount in (e)(2) (i) is less than the
amount in (e) (2) (ii) of this clause, the difference is decreased
cost paid.

(ii) Determine the increased/decreased cost paid by
the United States for flexibly-priced contracts as follows:

(A) When the amount in (e) (2) (i) exceeds the
amount in (e) (2)(ii) of this clause, the difference is decreased
cost paid.

(B) When the amount in (e) (2) (i) is less than the
amount in (e) (2) (ii1) of this clause, the difference is increased
cost paid.

(1iii) Calculate the increased/decreased cost paid by
the United States in the aggregate by adding--

(2) The increased/decreased cost paid for fixed-
price contracts;

(B) The increased/decreased cost paid for
flexibly-priced contracts; and

(C) The total increase/decrease in contract
incentives, fee, and profit associated with the
increased/decreased cost paid. The associated increase/decrease
is based on the difference between the negotiated incentives,
fee, and profit and the amounts that would have been negotiated
had the cost impact been known at the time the contract was
negotiated.

(4) For equitable adjustments for required changes--

(i) Increased cost accumulations are the basis for
increasing contract cost or price; and

(i1) Decreased cost accumulations are the basis for
decreasing contract cost or price.

(f) For any noncompliant cost accounting practice subject to
paragraph (a) (4) of this clause, prepare the GDM proposal as
follows—

(1) Calculate the cost impact in accordance with paragraph
(h) of this clause.

(2) Use one or more of the following methods to determine
the increase/decrease in contract price or cost accumulations:

(1) A sample of contracts that 1s representative of
the contract universe.

(1ii) When the noncompliance involves cost
accumulating, the change in indirect rates multiplied by the
total estimated base for only flexibly-priced contracts.

(iii) Any other method that provides a reasonable
approximation of the total increase/decrease.

(3) Be in a format acceptable to the CFAO but, as a
minimum, include the following data grouped by fixed-price and
flexibly-priced contracts:

(1) The total increase/decrease in contract price
and/or cost accumulations by executive agency (see FAR 2.101),
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including any impact the noncompliance may have on contract
incentives, fee, and profit.

(ii) The increased/decreased cost paid by the United
States.

(iii) The total overpayments made by the Government
during the period of noncompliance. The total overpayments must
be broken down by quarter unless each of the quarterly amounts
billed during the period of noncompliance were approximately
equal.

(4) When requested by the CFAO, shall identify all
contracts containing the clauses at FAR 52.230-2, FAR 52.230-3,
or FAR 52.230-5.

(g) For any noncompliant practice subject to paragraph (a) (4)
of this clause, prepare the DCI proposal as follows-—

(1) Calculate the cost impact in accordance with paragraph
(h) of this clause.

(2) Show the increase/decrease in contract price and/or
cost accumulations for each affected CAS-covered contract unless
the CFAO and Contractor agree to--

(i) Include only those affected CAS-covered contracts
having--

(A) Contract values exceeding a specified amount
when the noncompliance involves estimating costs; and

(B) Incurred costs exceeding a specified amount
when the noncompliance involves accumulating costs; and

(ii) Estimate the total increase/decrease in contract
price and/or cost accumulations for all affected CAS-covered
contracts using the results in paragraph (g) (2) (i) of this
clause;

(3) Be in a format acceptable to the CFAO but, as a
minimum, include the information in paragraph (f) (3) of this
clause.

(4) Shall identify all contracts containing the clauses at
FAR 52.230-2, FAR 52.230-3, or FAR 52.230-5.

(h) For GDM and DCI proposals that are subject to the
requirements of paragraphs (f) or (g) of this clause, calculate
the cost impact as follows:

(1) The cost impact calculation shall--

(i) Include all affected CAS-covered contracts
regardless of their status (i.e., open or closed) or the fiscal
yvear in which the costs were incurred (i.e., open or closed);
and

(ii) Combine the cost impact for all segments if the
effect of a change results in costs flowing between those
segments.

(2) For noncompliances that involve estimating costs,
compute the change in contract price only for fixed-price
contracts, based on the difference between--
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(i) The negotiated contract price; and

(11) What the negotiated price would have been had the
contractor used a compliant practice.

(3) For noncompliances that involve accumulating costs,
compute the change in cost accumulations only for
flexibly-priced contracts, based on the difference between--

(1) The costs that were accumulated under the
noncompliant practice; and

(ii) The costs that would have been accumulated using a
compliant practice (from the time the noncompliant practice was
first implemented until the date the noncompliant practice was
replaced with a compliant practice).

(4) Determine the increased/decreased cost paid by the
United States for fixed-price contracts as follows:

(1) When the amount in (h) (2) (1) exceeds the amount in
(h) (2) (11i) of this clause, the difference is increased cost
paid.

(11) When the amount in (h) (2) (1) is less than the
amount in (h) (2) (1i) of this clause, the difference is decreased
cost paid.

(5) Determine the increased/decreased cost paid by the
United States for flexibly-priced contracts as follows:

(1) When the amount in (h) (3) (1) exceeds the amount in
(h) (3) (i1) of this clause, the difference is decreased cost
paid.

(1i) When the amount in (h) (3) (i) is less than the
amount in (h) (3) (ii) of this clause, the difference is increased
cost paid. '

(6) Calculate the increased/decreased cost paid by the
United States in the aggregate by adding--

(1) The increased/decreased cost paid for fixed-price
contracts;

(ii) The increased/decreased cost paid for
flexibly-priced contracts; and

(1iii) The total increase/decrease in contract
incentives, fee, and profit associated with the
increased/decreased cost paid. The associated increase/decrease
is based on the difference between the negotiated incentives,
fee, and profit and the amounts that would have been negotiated
had the cost impact been known at the time the contract was
negotiated.

(1) If the Contractor does not submit the information reguired
by paragraph (a) or (b) of this clause within the specified
time, or any extension granted by the CFAQO, the CFAO may-—

(1) Withhold an amount not to exceed 10 percent of each
subsequent payment to the Contractor's CAS-covered contracts (up
to the estimated general dollar magnitude of the cost impact),
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until such time as the Contractor provides the required
information to the CFAQ; and/or

(2) Issue a final decision in accordance with FAR 33.211
and unilaterally adjust the contract(s) by the estimated amount
of the cost impact.

(j) Agree to—

(1) Contract modifications to reflect adjustments
required in accordance with paragraph (a) (4) or (a) (5) of the
clauses at FAR 52.230-2 and 52.230-5; or with paragraph (a) (3)
or (a) (4) of the clause at FAR 52.230-3; and

(2) Repay the United States for any aggregate increased
cost paid to the contractor.

(k) For all subcontracts subject to the clauses at FAR
52.230-2, 52.230-3, or 52.230-5—

(1) So state in the body of the subcontract, in the
letter of award, or in both (do not use self-deleting clauses);

(2) Include the substance of this clause in all
negotiated subcontracts; and

(3) Within 30 days after award of the subcontract,
submit the following information to the Contractor's CFAO:

(i) Subcontractor's name and subcontract number.
(1ii) Dollar amount and date of award.
(iii) Name of Contractor making the award.

(1) Notify the CFAO in writing of any adjustments required to
subcontracts under this contract and agree to an adjustment to
this contract price or estimated cost and fee. The Contractor
shall—

(1) Provide this notice within 30 days after the
Contractor receives the proposed subcontract adjustments; and

(2) Include a proposal for adjusting the higher-tier
contract.

(m) For subcontracts containing the clause at FAR 52.230-2 or
FAR 52.230-5, require the subcontractor to comply with all
standards in effect on the date of award or of final agreement
on price, as shown on the subcontractor's signed Certificate of
Current Cost or Pricing Data, whichever is earlier.

(End of clause)
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52.230-7 Proposal Disclosure - Cost Accounting Practice
Changes.

As prescribed in 30.201-3, insert the following clause:

PROPOSAL DISCLOSURE - COST ACCOUNTING PRACTICE CHANGES
(DATE)

The offeror shall indicate below whether the contract award
will result in a regquired or unilateral change in cost
accounting practice, including unilateral changes requested to
be desirable:

[ ] Yes [ ] No

If the offeror checked "Yes" above, the offeror shall--
(1) Prepare the price proposal using the changed
practice for the period of performance for which the practice
will be used; and
(2) Submit a description of the change in cost
accounting practice to the contracting officer and the CFAO as
pricing support for the proposal.
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TAB E

COST ACCOUNTING STANDARDS ADMINISTRATION
DRAFT PROPOSED RULE
FAR CASE 99-025

The proposed Federal Acquisition Regulation rule published

at 65 FR 20854, April 18, 2000, FederalAeguisitieon Regulation
threoughFAC 8735 serves as the baseline. Changes to the

baseline are represented by underline for new language and

sErikethreugh for deleted language.

PART 30—COST ACCOUNTING STANDARDS ADMINISTRATION

Sec. ‘
30.000 Scope of part.
30.001 Definitions.

Subpart 30.6--CAS Administration

30.601 Responsibility.

30.602 Materiality.

30.603 Changes to disclosed or established cost accounting
practices.

30.603-1 RequiredMandatexry changesreguired—to—complty—with—hnew

ermodifiedctandards.

30.603-2 Unilateral and desirableVedumtary changes.

30.604 Processing changes to disclosed or established cost
accounting practices.

30.605 Processing Nnoncompliances—with—CAS—reguirements.

30.606 Resolving cost impacts.

30.607 Subcontract administration. -y

o IR
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30.001 Definitions. As used in this part--
"Cognizant Federal agency official (CFAO)+" asusedimthis

part—means the contracting officer assigned by the cognizant

Federal agency to administer the Cost Accounting Standards.

"Desirable change" means a compliant change to a
contractor's established or disclosed cost accounting practices
that the CFAQO finds is desirable and not detrimental to the
Government and is therefore not subject to the no increased cost
prohibition provisions of CAS-covered contracts;affected by the

change. \
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"Fixed-price contracts” means fiﬁéd-price contracts defined
at 16.202, 16.203, 16.205 and 16,%67, and the fixed-price
portion of time-and-materials_contracts (Subpart 16.6). (Qy ,
"Flexibly-priced ggﬁéracts" means fixed-price contracts
defined at 16.204 and”16.206, contracts other than fixed-price
(Subparts 16.3 thrdugh 16.5), and the cost-reimbursement portion
of time-and-materials contracts (Subpart 16.6) .

"Noncompliance" means a failure in estlmatlng andror
accumulating eests-to--; o Qe ¥
- (1) Comply with appllcable ng or
(2) Consistently follow disclosed or established cost.
accounting practices.

"Required change" means a change in cost accounting
practice that a contractor is reguired to make in orxrder to
comply with applicable Standards, modifications, or
interpretations thereto, that subsequently become applicable to

~existing CAS-covered contracts due to the receipt of another

CAS-covered contract. It also includes a prospective change to
a disclosed or established cost accounting practice when the
CFAO determines that the former practice was in compliance with
applicable CAS and the change is necessary for the contractor to
remain in compliance.

"Unilateral change" means a change in cost accounting
practice from one compliant practice to another compliant
practice that a contractor with a CAS-covered contract(s) elects
to make that has not been deemed desirable by the CFAO and for
which the Government will pay no aggregate increased costs.

Subpart 30.2—-CAS Program Requirements

30.201-3 Solicitation Provisions

(a) * * =*

(b) * * =*

(c) The contracting officer must insert the provision at
FAR 52.230-7, Proposal Disclosure - Cost Accounting Practice

Changes, in solicitations for proposed contracts subject to CAS

as specified in 48 CFR 9903.201 (FAR Appendix).
‘ 2




30.202-6 Responsibilities.

(a) * * *

(b) The contracting officer must not award a CAS-covered
contract until the cogrizaent Federal aogencyoffiecial {CFAOS
(see 30.601) has made a written determination that a required
Disclosure Statement is adequate unless, in order to protect the
Government's interest, the contracting officer waives the
requirement for an adequacy determination before award. In this
event, the CFAO must make a determination of adequacy as soon as
possible after the award.

(c) The cognizant auditor is responsible for conducting
reviews of Disclosure Statements for adequacy and compliance.

(d) The CFAQ is responsible for issuing determinations of
adequacy and compliance of the Disclosure Statement.

30.202-7 Determinations.
(a) Adequacy determination. (1) As prescribed by 48 CFR

9903.202-6 (FAR Appendix), the auditor must—

(i} Conduct a review of the Disclosure Statement
to ascertain whether it is current, accurate, and complete; and

(ii) Report the results to the CFAO.

(2) The CFAO must determine if the Disclosure

Statement adeguately describes the contractor’s cost accounting

. .
ractices. The CFAO also must-—and—take—one—of-the—following
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(i)44+)> If the Disclosure Statement is adequate,
notify the contractor in writing, with copies to the contracting
officer (ﬁeI A 5ioposal that triggers submission of a Disclosure
Statement) and the auditor.—and-—ecentractingefficer- The notice
of adequacy must state that;;

(A) The disclosed practices are adequately
described and the CFAQO is currently not aware of any additional Y

practices that should be disclosed; 5
(B) The notice is not a determination that 1
all cost accounting practices were disclosed; and ~

(C) €The contractor must not consider a
disclosed practice, by virtue of such disclosure, an approved
practice for estimatingpsieing proposals or accumulating and
reporting contract perfermance—cost data.

(ii) If the Disclosure Statement is inadequate,
notify the contractor of the inadeguacies and request a revised
Disclosure Statement.
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(3) Generally, the CFAO should furnish the contractor
notification of adeguacy or inadequacy within 30 days after the
CFAO receives the Disclosure Statement.

(b) Compliance determination. (1) After the notification
of adequacy, the auditor must-—

(i) Conduct a detailed compliance review to
ascertain whether or not the disclosed practices comply with
Part 31 and the CAS; and

(ii)Advise the CFAC of the results.

(2) The CFAO must make a determination of compliance
or take action regarding a report of alleged noncompliance in
accordance with 30.605(Db).
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30.202-8 Subcontractor Disclosure Statements.

(a) When the Government requires determinations of
adequacy—er—inadeguaecy of subcontractor disclosure statements, [
the CFAO of Eﬁé subcontractor must provide this determination to
the CFAO of the contractor or next higher-tier subcontractor.

The higher-tier CFAC{s)}—eof—the—higher—tiecr subcontracteorox
eortraeter must not changereversgse the determination of the
lower-tier CFAC—ef—the subcontracter.

FAR 30.6—CAS Administration

30.601 Responsibility.

(a) The cognizant Federal agency must perform CAS
administration for all contracts in a business unit even when
the contracting officer retains other administration functiomns.
The CFAOC must make all xreguired-dDeterminaticns and Findings
{(see 1.7) for all CAS-covered contracts—and—subeontxacts,
including—-

(1) Whether a change in cost accounting practice or
noncompliance has occurred; and

(2) If a change in cost accounting practice or
noncompliance has occurred, how any resulting cost impacts are
resolved. '

{b) Within 30 days after the award of any new contract-ex
subeertract subject to CAS, the contracting officer—eontracter
er—subecontracter making the award must request the CFRO to
perform administration for CAS matters (see Subpart 42.2). For
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subcontract awards, the contractor awarding the subcontract must
follow the procedures at 52.230-6(k).

30.602 Materiality.
(a) In determining materiality, the CFAO must use the

criteria in 48 CFR 9903.305 (FAR AppendiXx) .Ageneies—muast—adiust
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(b) A CFAO determination of immateriality--

(1) May be made before or after a general dollar
magnitude proposal has been submitted, depending on the
particular facts and circumstances; and

(2) Must be based on adequate documentation.

(c) When the amount involved is immaterial, the CFAO must--

(1) Make no contract adjustments and conclude the cost
impact process; and

{(2) In the case of noncompliance issues, inform the
contractor that--

(i) The noncompliance should be corrected; and

(ii) If the noncompliance is not corrected, the
Government reserves the right to make appropriate contract
adjustments should the cost impact become material in the
future.

(d) When the amount involved is material, CFAOs must adjust
contracts or use another suitable method (see 30.606) for
required, unilateral, and desirable changes, and CAS
noncompliances. '

30.603 Changes to disclosed or established cost accounting
practices.

30.603-1 Reguired Mamdatery-changes—reguired—teo—comply—withnew
i fiod orondord

{a) General. +33—0fferors must state whether er—met—the

award of athe-—ecentemplated contract would require a change to an
established cost accounting practices affecting existing
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contrachg—ardsubeontraets (see 52.230-1). The contracting

officeT must notify the CFAO if the offeror states that a change
.l _cost accounting practlce would be required. The controecting
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(b) CFAO Responsibilities. Prior to making an equitable
adjustment under the regquired change provision of 52.230-2,
52.230-3, or 52.230-5, the CFAOC must determine that--

' (1) The cost accounting practice change is reguired to
comply with a CAS, or a modification or interpretation thereof,
that subsequently became applicable to one or more contracts; or

(2) The former cost accounting practice was in
compliance with applicable CAS and the change is necessary to

remain in compliance. .

(c) Notice and proposal preparation. (1) When the award of
a contract would require a change to an established cost
accounting practice, the clause at 52.230-7 requires the
centractor to--
ijk&*yfﬁf/ (i) Submit a description of the changed cost
accounting practice to the contracting officer and the CFAO as
pricing support for the proposal; and

(ii) Prepare the contract pricing proposal based on
the changed cost accounting practice for the period of
performance for which the practice will be used.

(2) When a change is required to remain in compliance
(for reasons other than a contract award) or to comply with a
new or modified standard, the clause at 52.230-6 requires the
contractor to--

(1) Submit a description of the change to the

CFAO not less than 60 days (or such other date as may be
mutually agreed to) before implementation of the change;

(ii) Submit rationale to support any contractor
assertion that the cost impact of the change is immaterial; and

(iii) Prepare all contraet pricing proposals based
on the changed cost accounging practice for the period of
performance for which théyiracticg/ﬁill be used\pnless otherwise

agreed to by the Contratting Officer. e 3"

(d) Equitable adﬁustments for new or modified standards.

(1) %> Required changes made to comply with new or
modified standards mMay require eguitable adjustments, but only
to those contracts—exr—subeontraects awarded before the effective
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date of the new or modified standard (see 52.230-2, 52.230-3, or
52.230-5).

(2) When a contractor elects to implement a reguired
change to comply with a new or modified standard prior to the
applicability date of the standard, the CFAO must administer the
change as a unilateral change (see 30.603-2). Contractors must
not receive an eguitable adjustment for increased costs paid by
the United States prior to the applicability date unless the

CFAO determines that the unilateral change is desirable.

30.603-2 Unilateral and desirable¥eluntery changes.

(a) Unilateral changesGemerai. (1) The contractor may
unilaterallvveluntaridy change its disclosed or established cost
accounting practices, but the Government must not pay any
increased cost, in the aggregate, as a result of the unilateral
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(2) Prior to making any contract price or cost
. adjustments under the unilateral change provision of 52.230-2,
52.230-3, or 52.230-5, the CFAO must determine that--

(i) The contract price or cost adjustments will
protect the United States from the payment of —Hewewvexr —th
Cevernment—must—hRet—attow-increased costs, in the aggregate;+
and

(ii) The net affect of the adjustments will not
result in the recovery of more than the increased costs paid by

the United States, in the aggregate.resultirg from o—volunkary
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b)+4e} Desirable changes. (1) Prior to taking action under
the desirable change provision of 52.230-2, 52.230-3, or
52.230-5, the CFAO must determine the change is desirable and not

detrimental to the interests of the Government.When s econtractox
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(2) Until the CFAC has determined a change to a cost

accounting practice is a desirable change, the change is a
unilateral change. '

(3) Some factors to consider in determining if a change
is desirable include, but are not limited to, whether--

(1) The contractor must change the cost accounting
practices it uses [for Government contract costing purposes] to
remain in compliance with the provisions of Part 31;

(ii) The change in cost accounting practice is
directly associated with the application of commercial business
practices to affected CAS-covered contracts that will result in
significant benefits to the Government;

(iii) The contractor is initiating management
actions directly associated with the change that will result in
cost savings for segments with CAS-covered contracts over a
period for which forward pricing rates are developed or five
years, whichever is shorter, and the cost savings are reflected
in the forward pricing rates; and

(iv) Funds are available if the determination would
necessitate an upward adjustment of contract cost or price.

(c) Notice and proposal preparation. (1) When a contractor
makes a unilateral change, the contractor must follow the
procedures listed at 30.603-1(c) (2).

(2) If a contractor implements the change in cost
accounting practice without submitting the notice as required in
paragraph (c) (1) of this subsection, the CFAO may determine the
change a failure to follow a cost accounting practice
consistently and process it as a noncompliance in accordance
with 30.605. T ~

(d) Retrocactive changes. | (1) If a contractor requests that

a unilateralwvelurntary change be retroactlve, HEneluding-these

contractor must submit £kesupporting rationale—ferthe—action.
(2) The CFAO must promptly evaluate the contractor's
request and must, as soon as practical, notify the contractor in
writing whether the requestehamge is or is not approved 1
retrooctive. (ﬂ4v§i‘ A LA e
(3) The CFAO must not approve a dat@lthat is before the
beginning of the contractor's fiscal year in which the request is

made .

(e) Contractor accounting changes due to external
restructuring activities. The requirements for contract price

8
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and cost adjustments do not apply to compliant cost accounting
practice changes that are directly associated with external
restructuring activities that are subject to and meet the
requirements of 10 U.S.C. 2325. However, the disclosure

reguirements in 30.603-2 must be followed.

30.604 Processing changes to disclosed or established cost
accounting practices.

(a) Scope. This sectlon applies to required, unilateral,
and des1rablemaﬂéaEefyﬂaa%4ﬁ%HﬂHﬁ&y—%&ae%&é&&g—des&%ab&e%
changes in cost accounting practices.

(b) Procedures. Upon receipt of the contractor's
notification and description of the change in cost accounting
practice, the CFAO, with the assistance of the auditor, shcould
review the proposed change concurrently for adeguacy and
compliance. The I¥f—the-CFAO must—

(1) If the description of the change is both adeguate
and compliant, notify the contractor in writing and--

(1) For required or unilateral changes (except
those requested to be determined desirable), reguest the
contractor submit a general dollar magnitude (GDM) proposal by a
specified date, unless the CFAQ determines the cost impact is
immaterial; or

(ii) For unilateral changes that the contractor
requests to be determined desirable, inform the contractor that
the regquest must include supporting rationale and--

(A) For any reguest based on the criteria in
paragraph 30.603-2(b) (3) (iii), the data necessary to demonstrate
the required cost savings; or

(B) For any request other than those based on
the criteria in paragraph 30.603-2(b) (3) (iii), a GDM proposal
and any other data necessary for the CFAO to determine if the
change is desirable.

(2%) If the description of the change is inadequate,
%ée&%fé&es—aﬁy—&fe&—e%—&ﬁaéeq&aey—4ﬁﬁ%€¥A9—m&s%—request a
revised description of the new cost accounting practice.+

(32) betermines—that—If the disclosed practice is
noncompl iant , —thke CFAC—must notlfy the contractor in writing
that, if implemented, theEEAO—will—hendle—the CFAQ will
determine the cost accounting practice to be noncompliant and

process it accordinglyehaenge—as—a noncompiianee;—o¥.




(c) Evaluating requests for desirable changes. (1) When a

contractor requests a unilateral change be determined desirable,
the CFAO must promptly evaluate the contractor's reguest and, as
soon as practical, notify the contractor in writing whether the
change is desirable or the request is denied.
(2) If the CFAO determines the change is desirable, the
CFAO must negotiate any cost or price adjustments that may be
needed to resolve the cost impact (see 30.606).
(3) If the reguest is denied, the change is a unilateral
change and must be processed accordingly.
(de) General dollar magnitude proposal. The GDM proposal—
(1) Provides information to the CFAO on the estimated
overall impact of a change in cost accounting practice on
affected CAS-covered contracts amd—subeentraets—that were
awarded based on the previous cost accounting practice; and
(2) Assists the CFAO in determining whether individual
contract er—subeceomtractprice or cost adjustments are required.
(egd) General dollar magnitude proposal content. The GDM
proposal—- 4
(1) Must calculate the cost impact in accordance with
paragraph (h) of this section.
(2) May use one or more of the following methods to
determine the increase/decrease in cost accumulations: \
(1) A sample of contracts representative of the
contract universe.
(1i) The change in indirect rates multiplied by
the total estimated base computed for each of the following

groups:

(A) Fixed-price contracts.
(B) Flexibly-priced contracts.

(1ii) Any other method that provides a reasonable
approximation of the total increase/decrease in cost
accumulations.

(3) May be in any format acceptable to the CFAO but, as
a minimum, must include the following data grouped by
fixed-price and flexibly-priced contracts:

A" H’T %Jr.,b@ 10




(i) The total increase/decrease in cost
accumulations by executive agency (see 2.101), including any
impact the change may have on contract incentives, fee, and
profit.

(ii) For unilateral changes, the
increased/decreased costs paid by the United States. J

(4) When reguested by the CFAQO, must identify all @}¥ch
contracts containing the clauses at FAR 52.230-2, FAR 52.230-3,
or FAR 52.230-5.

< —The—cbMpropesal—musStE—

: . £ . . : .
(fe) cPAGC—evaluationGeneral dollar magnitude proposal
evaluation. The CFAO, with the assistance of the auditor, must

promptly evaluate the GDM proposal. If the cost impact is—
immaterial, the CFAO must notify the contractor in writing and
conclude the cost impact process with no contract adjustments.

»

Otherwise, H—Makerdiat,—the CFAO must-—

11




(1#) Negotiate and resolve the cost impact (see

30.606) +. If necessary, the CFAO may
t+i—Rrequest that the contractor submit—ky—a

speeified-dater a revised GDM proposal by a specified date with
specific additional indisdiduai-—ceontract—data needed to resolve
the cost impact (e.g., an expanded sample of contracts or a
revised method of computlng the increase/decrease in cost
accumul aticnseentracts—witha—dellor—impact—execceding—a speecifie
detlar—amount); Or

(244%) Request that the contractor submit a detailed
cost— impact (DCI) proposal by a specified date if the CFAO

determines that the GDM proposal is not cannot—be adeguateldy
Supported er—deesneoteontain—sufficient—data to resolve the

cost impact. Fre-CFACmust—indicate inthe written—reguest—teo

(g£) Detailed cost— impact proposal. The DCI proposalmust- -

(1) Must calculate the cost impact in accordance with
paragraph (h) of this section.

(2) Must show the increase/decrease in cost
accumulations for each affected CAS-covered contract unless the
CFAO and contractor agree to--

(i) Include only those affected CAS-covered
contracts exceeding a specified amount; and

(ii) Estimate the total increase/decrease in cost
accumulations for all affected CAS-covered contracts, using the
results in paragraph (g) (2) (i) of this section;

(3) May be in any format acceptable to the CFAO but, as
a minimum, must include the requirements at paragraph (e) (3) of
this section. ~le o I\

(4) Must identify allacontracts containing the clauses
at FAR 52.230-2, FAR 52.230-3, or FAR 52.230-5., vt~ veos> W Do 3
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(h) Calculating cost

must - -

Include all affected CAS-covered contracts

(1)
regardless of their status

or the fiscal

open or closed).

(i.e., open or closed)

I

d (i.e.
t for all segments if the

ts flowing between thoecse

lnicurre

year in which the costs were

impac

the cost

Combine

(2)

effect of a change results

segments.

111 COs

/decrease in cost accumulations

for affected CAS-covered contracts based on the difference

between--

ilncrease

Compute the

(3)

The estimated cost to complete using the

and

(1)

current practice

I

The estimated cost to complete using the

(ii)

changed practice.

For unilateral changes--

(4)

the increased/decreased cost paid by

the United States for fixed-price contracts as follows:

Determine

(1)

i3




(A) When the amount in (h) (3) (i) exceeds the
amount in (h) (3) (1i1) of this section, the difference is
increased cost paid.

(B) When the amount in (h) (3) (i) is less than
the amount in (h) (3) (ii) of this section, the difference is
decreased cost paid.

(ii) Determine the increased/decreased cost paid by
the United States for flexibly-priced contracts as follows:

' (A) When the amount in (h) (3) (i) exceeds the
amount in (h) (3) (ii) of this section, the difference is
decreased cost paid.

(B) When the amount in (h) (3) (1) is less than
the amcunt in (h) (3) (i1i) of this section, the difference is
increased cost paid.

(iii) Calculate the increased/decreased cost paid
by the United States in the aggregate by adding--

(A) The increased/decreased costs paid for
fixed-price contracts;

(B) The increased/decreased costs paid for
flexibly-priced contracts; and

(C) The total increase/decrease in contract
incentives, fee, and profit associated with the increased/decrease

costs paid. The associated increase/decrease is based on the
difference between the negotiated incentives, fee, and profit and

the amounts that would have been negotiated had the cost impact bee

known at the time the contract was negotiated.
(5) For equitable adjustments for required changes- -
(i) Increased cost accumulations are the basis
for increasing contract cost or price; and
(ii) Decreased cost accumulations are the basis
for decreasing contract cost or price.

(ik) Remedies. If the contractor does not submit the
accounting change description or the reguired-ecost—impaet
proposal (s) regquired in paragraph (d) or (g) of this section
within the specified time, or any extension granted by the CFAQO,
the CFAO must—-

(1) With the assistance of the auditor,—sheuld estimate
the general dollar magnitude of the cost impact on CAS-covered
contracts—and—gubeeontraets; and .

(2) Mes—wTake the following action(s) --

(i) Withhold an amount not to exceed 10 percent of
each subsequent payment related to the contractor's CAS-covered
contracts (up to the estimated general dollar magnitude of the
cost impact), until the contractor furnishes the reguired
information; and/or

14




(ii)433+—Issue a final decision in accordance with
33.211 and May—unilaterally adjust the contract(s) by the

estimated amount of the cost impact.

30.605 Processing Nnoncompliances—with-CAS—reguirements.

(a) General. Prior to making any contract price or cost
adjustments under the noncompliance provision of 52.230-2,

52.230-3, or 52.230-5, the CFAO must determine that--

(1) The contract price or cost adjustments will protect
the United States from the payment of increased costs, in the
aggregate; and

(2) The net affect of the adjustments will not result in
the recovery of more than the increased costs paid by the United

States, in the aggregate.

a&é—ﬁ@%&éy—%he—a&é%%ef—ww1thln 15 days after receiving a report

cf alleged noncompliance from the auditor,~ the CFAO must--

(1) Notify the auditor that the CFAO disagrees
with the alleged noncompliance; or
(ii) Issue a notice of potential noncompliance to
the contractor and provide a copy to the auditor.
{2) The notice of potential noncompliance £ —theEFAO

ez aninitiet-—finding of noncompliznee ,—theCREAOmMuUst—
(1) FmmediatelyaNotify the contractor in writing

of the exact nature of the noncompliance; and
(ii) Allow the contractor 60 days (or other
mutually agreeable date) to--
(A) Aagree or te—submit reasons why the
contractor considers the existing practlces to be in compliance;
and

(B) Submit rationale to support any assertion
that the cost impact of the noncompliance is immaterial.
(3) The CFAO must-—
(1) If applicable, Rreview the reasons why the
contracter considers the existing practices to be —im
comptianeecompliant and/or the cost impact to be immaterial;

15




(ii) Make a determination of compliance or
noncompliancep and
(iii) Notify the contractor and the auditor in

writing 6f the,de%ermrﬂaglon of compllance or noncompllance,
_consi @At with 1.704,

r
(#%4) If the CFAO makes a determination of
noncompliance, the CFAO must follow the procedures in paragraphs
(¢) through (h) of this section, as appropriate—, unless the
CFAO also determines the cost impact is immaterial. If
immaterial, the CFAO must--
(i) Inform the contractor in writing that--
(A) The noncompliance should be corrected; and
(B) If the noncompliance is not corrected, the
Government reserves the right to make appropriate contract
adjustments should the noncompliance become material in the
future; and v

(ii) Conclude the cost impact process with no
contract adjustments.

(c¢) Correcting Noncompliances. (1) The clause at 52.230-6
requires Fthe contractor tomust submit a description of any cost
accounting practice change needed to correct a noncompliance
within 60 days after the earlier of--

(i) Agreement with the CFAO that there is a
noncompliance; or
(ii) Notification by the CFAO of a determination
of noncompliance—{see52-236+5).
(2) The CFRO, —

+4)>—%with the assistance of the auditor, should review the
proposed change concurrently for adequacy and compliance (see
30.202-7) .4+—and The CFAO must—-

{34 (1) When—thedeseriptien—eof If the description
of the change is both adequate and compliant+—must—aetifyEthe
eorntracter R writingand—whenthe cost—impact—3s—-

A Material—che CRAOmasE—
(A) Notify the contractor in writing;
43— (B)Request that the contractor submit+ by
a specified dates a general dellar magnitude (GDM) proposal,
unless the CFAO determines the cost impact is immaterial; and

(C) Follow the procedures at paragraph (b) (4)
of this section if the CFAQ determines the cost impact is
immaterial.

(ii) If the description of the change is
inadequate, reguest a revised description of the new cost
accounting practice.

16




(iii) Tf the disclosed practice is noncompliant,
notify the contractor in writing that, if implemented, the CFAO
will determine the cost accounting practice to be noncompliant
and process it accordingly.
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(d) General dollar magnitude proposal content. The GDM
proposal—-
(1) Must calculate the cost impact in accordance with
paragraph (h) of this section.
(2) May use one or more of the following methods to

determine the increase/decrease in contract price or cost
accumulations:

(1) A sample of contracts that is representative
of the contract universe.

(i1) When the noncompliance involves cost
accumulating, the change in indirect rates multiplied by the
total estimated base for only flexibly-priced contracts.

(1ii) Any other method that provides a reasonable
approximation of the total increase/decrease.

(3) May be in any format acceptable to the CFAO but,
a minimum, must include the following data grouped by
fixed-price and flexibly-priced contracts:

(1) The total increase/decrease in contract price
and/or cost accumulations by executive agency (see 2.101),
including any impact the noncompliance may have on contract

as

incentives, fee, and profit.

(11) The increased/decreased costs paid by the
United States.

(iii) The total overpayments made by the Government

during the period of noncompliance. The total overpayments must
be broken down by quarter unless each of the quarterly amounts
billed during the period of noncompliance were approximately
equal .

(4) When requested by the CFAO, must identify allc\b&c'“‘*J

contracts

containing the clauses at FAR 52.230-2,

FAR 52.230-3,
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(e) €FA6-General dollar magnitude proposal evaluation. The

CFAQO must promptly evaluate the GDM proposal. If the cost
impact is— immaterial, the CFAO must follow the reguirements in
paragraph (b) (4) of this section. Otherwise,

~(I—Material;—the CFAO must—-

_lL——%&% Negotiate and resolve the cost impact (see
30.606). necessary, the CFAO may+

—i)—Rrequest the contractor submit—by—a

speeified dates- a revised GDM proposal, by a specified date,
with specific additicnal indiwviduval—eertract—data needed to

resolve the cost impact (e.g., an expanded sample of contracts
18




or a revised method of computing the increase/decrease in
contract price and/or cost accumulationseeatracts witha-doltiar
impaet—execeeding o speeifie—detiar amount); or

(2) 44445 Reqguest that the contractor submit a DCI
proposal by a specified date egquest o detailed—ceost—impact{DEE-

pfepesa%—lf the CFAO determlnes that the GDM proposal is not

(f) Detailed cost— impact proposal. The DCI proposal-—muast

(1) Must calculate the cost impact in accordance with
paragraph (h) of this section.

(2) Must show the increase/decrease in contract price
and/or cost accumulations for each affected CAS-covered contract
unless the CFAO and contractor agree to--

(1) Include only those affected CAS-covered
contracts having--
(A) Contract values exceeding a specified
amount when the noncompliance involves estimating costs; and
(B) Incurred costs exceeding a specified amount
when the noncompliance involves accumulating costs; and
(ii) Estimate the total increase/decrease in
contract price and/or cost accumulations for all affected CAS-
covered contracts using the results in paragraph (f) (2) (i) of
this section;

(3) May be in any format acceptable to the CFAO but, as
a minimum, must include the lan;matgp@§&n,ggragggph (d) (3) of
this section. Luv{ﬁ~r1\ﬂf?“mw’\ﬂ>xcuiov

(4) Must identify all scontracts containing the clauses
at FAR 52.230-2, FAR 52.230-3, or FAR 52.230-5.

19




.(g) Inte;est. €eﬁE5aeE—aéf&s&m&ﬁ%&—%%ﬁ&éﬁ@&%%&ﬁ%—

+2+—In accordance with the clauses at 52.230-2, 52.230-

3-—Ceost—PRecounting-Standards, Or 52.230-5,—Cost—Aceounting
Seardards—Edueationat—ragtitwtion the CFAQO must- -

(1%) Eﬁe}ﬁée—aﬂé—sSeparately 1dent1fy——as—paxe-s§—%he

interest on any 1ncreased cost pald _X%e the United
Stateseortracter as a result of the noncompliance;

(24%) Compute simple interest from the date of
overpayment to the time the adjustment is effected in accordance
with 26 U.8.C. 621 (a) (2), as follows:

' (iA) If the guarterly amounts billed during the

period of noncompliance were approximately the same,eests—were

.  oed ooia : e fiooo T bk &)

roRcompTIance—seeurred use the average interest rate and
midpeint ef-midpoint for the periocd of im—whiek—the

noncompliance begar—as the baseline for the computation of
interest.

(iiB) If the guarterly amounts billed during the
period of noncompliance were not approximately the same,eests

. 3 3 3 ] ; = : L
which-the noncompltiance—oeewrred+ use an alternate method.

(h) Calculating cost impacts. The cost impact calculation
must--

(1) Include all affected CAS-covered contracts
regardless of their status (i.e., open or closed) or the fiscal
year in_which the costs were incurred (i.e., open or closed) ;
and

" {2) Combine the cost impact for all segments if the
effect of a noncompliance results in costs flowing between those

segments.




(3) For noncompliances that involve estimating costs,
compute the impact on contract price only for fixed-price
contracts, based on the difference between--

(1) The negotiated contract price; and
(ii) What the negotiated price would have been had
the contractor used a compliant practice.

(4) For noncompliances that involve accumulatlngﬂcosts,
compute the impact on cost accumulations only for
flexibly-priced contracts, based on the difference between--

(1) The costs that were accumulated under the
noncompliant practice; and

(ii) The costs that would have been accumulated
using a compliant practice (from the time the noncompliant
practice was first implemented until the date the noncompliant
practice was replaced with a compliant practice).

(5) Determine the increased/decreased cost paid by the
United States for fixed-price contracts as follows:

(i) When the amount in (h) (3) (i) exceeds the amount

in (h) (3) (ii), the difference is increased cost paid.
(1i) When the amount in (h) (3) (i) 1is less than the
amount in (h) (3) (ii), the difference is decreased cost paid.
(6) Determine the increased/decreased cost paid by the
United States for flexibly-priced contracts as follows:
(i) When the amount in (h) (4) (i) exceeds the amount

in (h) (4) (ii), the difference is decreased cost paid.
(ii) When the amount in (h) (4) (i) is less than the
amount in (h) (4) (ii), the difference is increased cost paid.
(7) Calculate the increased/decreased cost paid by the
United States in the aggregate by adding--

(1) The increased/decreased cost paid for
fixed-price contracts;
(ii1) The increased/decreased costs paid for

flexibly-priced contracts; and

(11i) The total increase/decrease in contract
incentives, fee, and profit associated with the
increased/decreased costs paid. The associated
increase/decrease is based on the difference between the
negotiated incentives, fee, and profit and the amounts that
would have been negotiated had the cost impact been known at the
time the contract was negotiated.

(ik) Remedies. If the contractor does not correct the
noncompliance or submit the reguiredecest—impaet—proposals
required in paragraphs (d) or (f) of this section within the
specified time, or any extension granted by the CFAO, the CFARO
must follow the procedures at 30.604 (ih).

21
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30.606 Resolving cost impacts.

(a) General. (1) The CFAO must coordinate with affected
contracting officers before negotiating and resolving the cost
impact when the cost or price of any of their contracts may be
increased or decreased by at least $100,000. However, the CFAO
has the sole authority for negotiating and resolving the cost

imEact.

(2%) The CFAO may resolve a cost impact attributed to a
change in cost accounting practice or a noncompliance by
adjusting a single contract, several but not all contracts, all
contracts, or any other suitable method.

(3) In resolving the cost impact, the CFAO--

(1) May combine the cost impacts of several
changes in cost accounting practices within a segment or
intermediate/home office only if the changes are implemented in
the same fiscal year;

(i1) May combine the cost impacts of two or more
segments when the changes do not result in costs flowing between
those segments (e.g., the implementation of a common cost
accounting practice for two or more segments) ;

(iii) Must not combine the cost impact of a change
in cost accounting practice with the cost impact of a
noncompliant practice; and

{iv) Must not combine the cost impact of one
noncompliant practice with the cost impact of another
noncompliant practice.

(b) Negotiations. The CFAO must—
‘ (1) Negotiate and resolve the cost impact on behalf of
all Government agencies; and
(2) At the conclusion of negotiations, prepare a
negotiation memorandum and send copies to the cognizant auditor
- and affected contracting officers.
(c) Contract adjustments. (1) 4b—RAdfustimg Cemtracts——The
CFAO may adjust some or all contracts with a material cost
impact, subject to the provisions in paragraph (c) (3) of this
section.

(2) In selecting the contract or contracts to be
adjusted, the CFAO should assure, to the maximum extent
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practical and subject to the provisions in paragraph (c) (3) of
this section, that the adjustments reflect a pro-rata share of
the cost impact based on the ratio of the cost impact of each
executive agency to the total cost impact.

(3) For unilateral changes and noncompliances, the CFAO

must--
(1) Not adjust the price upward for fixed-price
contracts; and
(11) If contract adjustments are made, preclude
payment of aggregate increased costs by--
(A) Reducing the contract price on
fixed-price contracts; and/or o
(B) Disallowing costs on flexibly-priced

contracts.

(4) When contract adjustments are made, the CFAO must--
(i) Execute the modifications if the CFAO and ‘
contractor agree on the amount of the cost impact and the
adjustments (see 42.302(a) (11) (iv)); or
(ii) When the CFAO and contractor do not agree on
the amount of the cost impact or the contract adjustments, issue
a final decision in accordance with 33.211 and unilaterally
adjust the contract(s).
w0 ] - . £ . 3
must—prevent payment—of the inereased costs—through a—<cost
digaltiewanpee~
(de) Alternate Methods. (1) The CFAO may use an alternate
method instead of adjusting contracts to resolve the cost
impact, provided the Government will not pay more, in the
aggregate, than would be paid if the CFAO did not use the
alternate method;

(2) The CFAO may not use an alternate method for a
contract (s) when application of the alternate method to that
contract (s) weculd result in—

(1) An underrecovery of mcnies by the Government
(e.g., due to cost overruns); or

L) 3 . . . c -
ecntracts—beyond—the tevel negetiagkted;—ox

(11) 443> Distortions of incentive provisions and
relationships between target costs, ceiling costs, and actual
costs for incentive type contracts.

(3) When using an alternate method that excludes the
costs from an indirect cost pool, the CFAO must—

(1) Apply Make—such exclusion only—fe¥ to the
determination of final indirect cost rates (42.705)econkEracter
£i-geat—years—that—have—ended; and

(ii) Adjust the exclusion to reflect the
Government participation rate for flexibly-pricedeest—
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reimbursemernt contracts. For example, if there are increased
costs to the Government of $100,000, and the indirect cost pcol
where the adjustment is to be affected has a Government

participation rate of 50 percent for flexibly-pricedeest—
reimbursement contracts,

the contractor must exclude $200,000
from the indirect cost pool ($100,000/50% = $200,000).
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30.607 Subcontract administration.

When a negotiated CAS price adjustment or a determination
of noncompliance is reguired at the subcontract level, the CFAO |
of the subcontractor must make the determination and furnish a
copy of the negotiation memorandum to the affected CFAO+{sy- of
the eemtracter—er—next higher-tier contractor—subeontracter —as
appreopriate. The CRFASts)—ef-higher-tier CFAOsubeentractors—eox
eertracters must not changexewverse the determination of the -
lower-tier CFAQ—of-thesubeeontraetox. If the subcontractor
refuses to submit a GDM or DCI proposal, remedies are made at
the prime contractor level.

;

G TJ& ‘\
s
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PART 52—-SOLICITATION PROVISICNS AND CONTRACT CLAUSES

52.230-6 Administration of Cost Accounting Standards.
As prescribed in 30.201-4(d) (1), insert the following
clause:

2.)
ADMINISTRATION OF COST ACCOUNTING STANDARDS (‘?MW) /j

(DATE) \! f¥,

A
The definitions at FAR 30.001 are incorporated by reference;§>
into this clause. ,

For the purpose of administering the Cost Accounting Standards
(CAS) requirements under this contract, the Contractor shall
take the steps outlined in paragraphs (a) through (he) and (je)
through (mk) of this clause:

(a) Submit to the Cognizant Federal Agency Official (CFAQ) a
description of any cost accounting practice change (including
revisions to the Disclosure Statement, if applicable) and any
assertion that the cost impact of the change i1s immaterial as
outlined in paragraphs (a) (1) through (3). If a eeontraeter
implements—any—change in cost accounting practice is implemented
without submitting the notice required by this paragraph, the
CFAO may determine the change to be witl-Pe—a failure to follow
paragraph (a) (2) of the clause at FAR 52.230-2, Cost Accounting
Standards—; paragraph (a) (4) of the clause at FAR 52.230-3,
Disclosure and Consistency of Cost Accounting Practices; or
paragraph (a) (2) of the clause at FAR 52.230-5, Cost Accounting
Standards--Educational Institution.

(1) When a description has been submitted for a change in
cost accounting practice that is dependent on a contract award
and that contract is subsequently awarded, notify the CFAO
within 15 days after such award.

(2) For any change in cost accounting practices not
covered by (a) (1) of this paragraph that is required in
accordance with paragraphs (a) (3) and (&) (4) (i) of the clause at
FAR 52.230-2,CestAcecunting Standardss or paragraphs (a) (3),

(a) (4) (1), or (a) (4) (iv) of the clause at FAR 52.230-5—Cest
Aeecounting Stoandards—BEducatieonal Irstitutien; submit a
description of the change to the CFAO not less thanwithim 60
days (or such other date as may be mutually agreed to by the
CFAO and the Contractor) before implementation of the
changeafteraward—of-—a——contractreguiring—this—change.

(32) For any change in cost accounting practices proposed
in accordance with paragraphs (a) (4) (ii) or (iii) of the clauses
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at FAR 52.230-2+——Cest—Aececcunting Standards+ and FAR 52.230-5+
CogtPecounting—Standards— Fdueational —notitutien; or with
subparagraph (a) (3) of the clause at FAR 52.230-3;—Dbiselesure
and—Ceonsisteney——of Cost—AecceuntingPraetices, submit a
description of the change not less than 60 days (or such other
date as may be mutually agreed to by the CFAO and the.
Contractor) before implementation the—ef tiwre—date—0f the
prepeosed—change. If the change includes proposed retroactive
appticabiltity—date, —{erg-——+ke—the bbg 7 &

Lomem ] sz 2o rv'lﬂ' += 1
o C oy o WL s TTT

2
T

(i%) Submit a description of the change necessary to
correct a failure to comply with an applicable CAS or to follow
a disclosed practice (as contemplated by paragraph (a) (5) at FAR

52.230-2+—FCegt—Acecounting Standards+ and FAR 52.230-5—Cest
Aogounting-Standards—Rducatiormst—TInstitutien; Or by
sabparagraph (a)(4) at FAR 52.230-3+—Pbiseleosureond Consisteney

£ O~ eab Do j= = Dy—o ~F = )
LD T rey ULJ.LL\._&LLg I-I.L»L\’La_L \.a)J/

(1) Within 60 days (or such other date as may be
mutually agreed to by the CFAO and the Contractor) after the
date of agreement with the CFAO that there is a
noncompliancewith—the—ritial finding-ofnoncompitiance;

(ii) In the event of Contractor dlsagreement—WiEh—%he
ar—finding of nerncompltianee, within 60 days after ef—t&he
ate—that—the CFAO notifies the Contractor of the determination

of noncompliance.
(b) When requested by the CFAO, submit on or before a date
specified by the CFAQO--
(1) aA general dollar magnitude (GDM) proposal em—ex

EEP NN _h “ - r{—.%— =LV 1 £ AA 'lr\vr +—'|ﬂn alnk.Va' PRI ad
o T—CC—oorT uth_.\,.Ls._.\. L= T ul.u.\_u.u.l.¢_z =3 ES =

te—datein accordance with paragraph (c) or of this clause;-

(2) A detailed cost impact (DCI) proposal in accordance
with paragraph (d) or (g) of thisg clause;

(3) For any reguest for a desirable change that is based
on the criteria in FAR 30.603-2(b)(3) (iii), the data necessary
to demonstrate the required cost savings; and

(4) For any reguest for a desirable change that is based
on criteria other than that in FAR 30.603-2(b) (3) (iii), a GDM
proposal and any other data necessary for the CFAQ to determine
if the change is desirable.

(c*) For any changes in cost accounting practice subject to
paragraph (a) (1), —ex—(a) (2), or (a) (3) of this clause, the GDM
proposal shall—-

(1) calculate the cost impact in accordance with
paragraph (e) of this clause.

(2) Use one or more of the following methods to determine
the increase/decrease in cost accumulations:
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(d) For any change in cost accounting practice subject to
paragraph (a) (1), (a)(2), or (a)(3) of this clause, the DCI
proposal shall--

(1) Calculate the cost impact in accordance with paragraph
(e) of this clause;

(2} Show the increase/decrease in cost accumulations for
each affected CAS-covered contract unless the CFAC and
Contractor agree to--

(i) Include only those affected CAS-covered contracts
having an estimate to complete exceeding a specified amount; and

(1i) Estimate the total increase/decrease in cost
accumulations for all affected CAS-covered contracts, using the
results in paragraph (d) (2) (i) of this clause; and

(3) Be in a format acceptable to the CFAO but, as a
minimum, include the information in paragraph (c) (3) of this
clause. \Adb\i\hrrtﬂ\gtgx

(4) Shall identify all contracts containing the clauses at
FAR 52.230-2, FAR 52.230-3, or FAR 52.230-5.

(e) For GDM and DCI proposals that are subject to the
requirements of paragraphs (c) or (d) of this clause, calculate
the cost impact as follows:

(1) The cost impact calculation shall--

(i) Include all affected CAS-covered contracts _
regardless of their status (i.e., open or closed) or the fiscal
year in which the costs were incurred (i.e., open or closed) ;
and

(ii) Combine the cost impact for all segments if the
effect of a change results in costs flowing between those
segments.

(2) Compute the increase/decrease in cost accumulations for
affected CAS-covered contracts based on the difference between--

(i) The estimated cost to complete using the current
practice; and

(ii) The estimated cost to complete using the changed
practice.

(3) For unilateral changes--

(1) Determine the increased/decreased cost paid by
the United States for fixed-price contracts as follows:

(A) When the amount in (e) (2) (1) exceeds the
amount in (e) (2) (ii) of this clause, the difference is increased
cost paid.
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(B) When the amount in (e) (2) (1) is less than the
amount in (e) (2) (i1) of this clause, the difference is decreased
cost paid.

(ii) Determine the increased/decreased cost paid by
the United States for flexibly-priced contracts as follows:

(A) When the amount in (e) (2) (1) exceeds the
amount in (e) (2) (ii) of this clause, the difference is decreased
cost paid.

(B) When the amount in (e) (2) (i) is less than the
amount in (e) (2) (ii) of this clause, the difference is increased
cost paid.

(iii) Calculate the increased/decreased cost paid by
the United States in the aggregate by adding--

(A) The increased/decreased cost paid for fixed-
price contracts;

(B) The increased/decreased cost paid for
flexibly-priced contracts; and

(C) The total increase/decrease in contract
incentives, fee, and profit associated with the
increased/decreased cost paid. The associated increase/decrease
is based on the difference between the negotiated incentives,
fee, and profit and the amounts that would have been negotiated
had the cost impact been known at the time the contract was
negotiated. '

(4) For equitable adjustments for required changes--
(i) Increased cost accumulations are the basis for
increasing contract cost or price; and
(ii) Decreased cost accumulations are the basis for
decreasing contract cost or price.

(£)42+ For any ncncomplianteharges cost accounting practice
subject submittedpursuant—to paragraph (a) (42) of this clause,
prepare the GDM proposal shaitlias follows—

(1) Calculate the cost impact in accordance with paragraph
(h) of this clause.

(2) Use one or more of the following methods to determine
the increase/decrease in contract price or cost accumulations:

(1) A sample of contracts that is representative of
the contract universe.
(ii) When the noncompliance involves cost

accumulating, the change in indirect rates multiplied by the
total estimated base for only flexibly-priced contracts.

(iii) Any other method that provides a reasonable
approximation of the total increase/decrease.

(3) Be in a format acceptable to the CFAO but, as a
minimum, include the following data grouped by fixed-price and
flexibly-priced contracts:

(i) The total increase/decreagse in contract price
and/or cost accumulations by executive agency (see FAR 2.101),
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including any impact the noncompliance may have on contract
incentives, fee, and profit.
(i11) The increased/decreased cost paid by the United

States.
(iii) The total overpayments made by the Government
during the period of noncompliance. The total overpayments must
be broken down by quarter unless each of the quarterly amounts
billed during the period of noncompliance were approximately
equal.

(4) When requested by the CFAO, ghall identify all
contracts containing the clauses at FAR 52.230-2, FAR 52.230-3,
or FAR 52.230-5.

(g) For any noncompliant practice subject to paragraph (a) (4)
of this clause, prepare the DCI proposal as follows—

(1) Calculate the cost impact in accordance with paragraph
(h) of this clause.

(2) Show the increase/decrease in contract price and/or
cost accumulations for each affected CAS-covered contract unless
the CFAO and Contractor agree to--

(1) Include only those affected CAS-covered contracts

having--

(A) Contract values exceeding a specified amount
when the noncompliance involves estimating costs; and

(B) Incurred costs exceeding a specified amount
when the noncompliance involves accumulating costs; and

(ii) Estimate the total increase/decrease in contract
price and/or cost accumulations for all affected CAS-covered
contracts using the results in paragraph (g) (2) (i) of this
clause;

(3) Be in a format acceptable to the CFAQO but, as a
minimum, include the information in paragraph (£f) (3) of this
clause.

(4) Shall identify all contracts containing the clauses at
FAR 52.230-2, FAR 52.230-3, or FAR 52.230-5.

(h) For GDM and DCI proposals that are subject to the
requirements of paragraphs (f) or (g) of this clause, calculate
the cost impact as follows:

(1) The cost impact calculation shall--

(i) Include all affected CAS-covered contracts
regardless of their status (i.e., open or closed) or the fiscal
year in which the costs were incurred (i.e., open or closed);
and

(ii) Combine the cost impact for all segments if the
effect of a change results in costs flowing between those
segments.

(2) For noncompliances that involve estimating costs,
compute the change in contract price only for fixed-price
contracts, based on the difference between--
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(1) The negotiated contract price; and
(ii) What the negotiated price wcoculd have been had the
contractor used a compliant practice.

(3) For noncompliances that involve accumulating costs,
compute the change in cost accumulations only for
flexibly-priced contracts, based on the difference between--

(i) The costs that were accumulated under the
noncompliant practice; and

(11) The costs that would have been accumulated using a
compliant practice (from the time the noncompliant practice was
first implemented until the date the noncompliant practice was
replaced with a compliant practice).

(4) Determine the increased/decreased cost paid by the
United States for fixed-price contracts as follows:

(1) When the amount in (h) (2) (1) exceeds the amount in
(h) (2) (11) of this clause, the difference is increased cost

paid.

(1ii) When the amount in (h) (2) (1) 1s less than the
amount in (h) (2) (ii) of this clause, the difference is decreased
cost paid.

(5) Determine the increased/decreased cost paid by the
United States for flexibly-priced contracts as follows:

(i) When the amount in (h) (3) (i) exceeds the amount in
(h) (3) (1ii) of this clause, the difference is decreased cost
paid.

(1ii) When the amount in (h) (3) (i) is less than the
amount in (h) (3) (ii) of this clause, the difference is increased
cost paid.

(6) Calculate the increased/decreased cost paid by the
United States in the aggregate by adding--

(i) The increased/decreased cost paid for fixed-price
contracts;

(1ii) The increased/decreased cost paid for
flexibly-priced contracts; and

(1ii) The total increase/decrease in contract
incentives, fee, and profit associated with the
increased/decreased cost paid. The associated increase/decrease
is based on the difference between the negotiated incentives,
fee, and profit and the amounts that would have been negotiated
had the cost impact been known at the time the contract was
negotiated.
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(1id) If the Contractor does not submit the information
required by paragraphs (a) ors (b)+—exr—e} of this clause within
the specified time, or any extension granted by the CFAO, the
CFAO may-—

(1) Withhold an amount not to exceed 10 percent of each
subsequent—eameurnt payment to the Contractor's CAS-covered
contracts +—(up to the estimated general dollar magnitude of the
cost impact), until such time as the Contractor provides the
required information to the CFAO; and/or

(2) Issue a final decision in accordance with FAR 33.211
and Bunilaterally adjust the contract(s)_by the estimated amount
of the cost impact.

(je) Agree to—

(1) apprepriate Ceontract and-subeontraesmodifications
amendmernts to reflect adjustments required—established in
accordance with paragraphs (a) (4) oramd (a) (5) of the clauses at
FAR 52.230-2 and 52.230-5; or with paragraphs (a) (3) or
paragraph—(a) (4) of the Disclesure ard-Cernsisteneyof Cost
AeceountingPractieces—clause at FAR 52.230-3; and

(2) Repay the United States for any aggregate increased
cost paid to the contractor.

(k£) For all subcontracts subject to the clauses at FAR
52.230-2, 52.230-3, or 52.230-5-—

(1) So state in the beody of the subcontract, in the
letter of award, or in both (do not use self-deleting clauses);

(2) Include the substance of this clause in all
negotiated subcontracts; and

(3) Within 30 days after award cf the subcontract,
submit the following information to the Contractor's

CFAQeoar B P PoC ST E SIS PO IS PR IO T P o EfEatme ey tammm g b T
\,\Jv T Lo AT LI N 1t A W iy o & ) CA\.AI.LL..LL&.LO'\.—.LUL—.LULL LS u e iy s P — e AL O T L O oA e
[ P Vo T SR NPTR U £ =B T i Wk e I P EEf1 e e oo =1
Lo ANV N R B WP Ea e L™ 69 S 1 ) o G R S A Sy ey GRS L P N WIS S w2 0 L S S ny vy \.4\./‘:, [ S ST W RS A N Wy A L= N L
] e 1
2 !
(1) Subcontractor's name and subcontract number.

(1i) Dollar amount and date of award.
(iii) Name cf Contractor making the award.

(lg) Notify the CFACCentraetingoffiecer in writing of any
adjustments required to subcontracts under this contract and
agree to an adjustment—based—er—thems toc this contract price or
estimated cost and fee. The Contractor shall-—

34




(1) Provide this notice within 30 days after the
Contractor receives the proposed subcontract adjustments; and \
(2) 1Include a proposal for adjusting the higher-tier ?Q\ o

subeont¥ract—or—Ehe—contract—appropriately. Y
(mk) For subcontracts containing the clauses at FAR 52. 230—(;

or FAR 52.230-5, require the subcontractor to comply with all - 5
standards in effect on the date of award or of final agreement ~
cn price, as shown on the subcontractor's signed Certificate of
Current Cost or Pricing Data, whichever is earlier.

(End of clause)
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52.230-7 Proposal Disclosure - Cost Accounting Practice

\‘\ 4 ;
Changes. -

As prescribed in 30.201-3, insert the following clause:

PROPCSAL DISCLOSURE - COST ACCOUNTING PRACTICE CHANGES
(DATE)

N = e
< \/> oy
\ The offeror shall indicate below whether the contract award
will\result in a required or unilateral change in cost
accounting practice, including unilateral changes requested to
be desirable:

[ 1 Yes [ 1 No

If the offeror checked "Yes" above, the offeror shall--

1 (1) Prepare the price proposal using the changed
pracﬁice for the period of performance for which the practice
will\be used; and

\\4» (2) Submit a description of the change in cost
accounting practice to the contracting officer and the CFAO as
pricing support for the proposal.
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Official Case Record

Date: May 31, 2001 FAR Case: 1999-025

Case Title: Cost Accounting Standards (CAS) Administration

Originator: O Sponsor: D Committee: CAS
Committee
Case Manager: Haberlin FAR:
30 and 52.230-6/7
Executive Order : Statutory Date:

Outside Interest (Circle): IG OFPP OMB DCAA GAO Industry Other

Coordination/Comments (Circle): DDP MPI CPA CPF DSPS FC GC AR

Action Scheduled Today:

Discuss a draft second proposed rule .
Attachments:
1. CMR dated May 4, 2001
2. E-mail memorandum dated May 25, 2001 (CPF)
3. E-mail memorandum dated May 25, 2001 (NASA)

OSD Position:
CPF- see attachment 2.
AR —no response.

Discussions/Actions Taken:

CAM Update:




Haberlin, Sandra, Ms, OSD-ATL

From: Covey, Carol, Ms, OSD-ATL

Sent: Friday, May 25, 2001 10:46 AM

To: Haberlin, Sandra, Ms, OSD-ATL

Cc: Capitano, David, Mr, OSD-ATL

Subject: FW: CAS Committee Report on FAR Case 99-025, Cost Accounting

Standard s (CAS) Administration

farpart3ocpfchanges.d

oc

Sandy--Here are our recommended changes -- they are not extensive. Carol
> Original Message-----

>From: Capitano, David, Mr, OSD-ATL

>Sent: Thursday, May 24, 2001 9:00 aM

>To: Covey, Carol, Ms, OSD-ATL

>Subject: RE: CAS Committee Report on FAR Case 99-025, Cost Accounting
>Standard s (CAS) Administration

>

>

>Carol:

>

> I have some recommended changes. While it is only a

>single issue, it effects the wording in several areas of the
>proposed rule. The revised language is on the attached document.

Dave

V V.V VYV

>>>————— Original Message-----

>>>From: Haberlin, Sandra, Ms, OSD-ATL

>>>Sent: Friday, May 04, 2001 1:52 PM

>>>To: Covey, Carol, Ms, OSD-ATL; Sumpter, Leantha, SES, OSD-ATL

>>>Cc: Capitano, David, Mr, OSD-ATL

>>>Subject: FW: CAS Committee Report on FAR Case 99-025, Cost Accounting
>>>G8tandard s (CAS) Administration

>>>

>>>

>>>As indicated below, attached is a copy of the CAS Committee
>>>report re: FAR Case 1999-025. The DARC anticipates discussing
>>>the rule on May 31, 2001, and would appreciate any comments

>>>that you have by May 30, so we can include them in our
>>>discussion. Thanks, Sandy

>>>

S>> Original Message-----

>>>From: janes, peg [mailto:mjanes@hg.dcma.mil]

>>>Sent: Friday, May 04, 2001 10:38 aM

>>>To: 'Layser, Richard, Mr, OSD-ATL'; burleigh, anne; Barry Col OSD-ATL
>>>Wilson (E-mail); Bill Kley (E-mail); Corlyss' 'Drinkard

>>(E-mail}; Dave'

>>>'Beck (E-mail}); David J. SAF/AQCP Powell (E-mail); gulden,

>glen; Ivana

>>>Sustersic (E-mail); faris, jeanmarie; drost, kate; russell, marolyn;
>>>Michael Maglio (E-mail); janes, peg; RDA Belton (E-mail); RDA Wright
>>>(E-mail); Roger D COL OTJAG Washington (E-mail); Tom' 'O'Toole
>>>(E-mail};

>>>shelkin, ynette; Sandra Haberlin (E-mail)

>>>Cc: kobus, tricia

AT




>>>Subject: CAS Committee Report on FAR Case 99-025, Cost accounting
>>>Standard s (CAS) Administration

>>>

>>>

>>>

>>>Attached is the CAS Committee's May 3, 2001 report that
>>>addresses the public

>>>comments and comments that arose in public meetings on the
>>>proposed rule

>>>published April 18, 2000. Also attached is a CMR for the report's
>>>submission. As a matter of information, there was no written
>>>record kept of

>>>the public meetings and there were no written comments
>>>gsubmitted as a result

>>>0f any of the public meetings. We are currently scheduled to
>>>discuss this

>>>case on May 31, 2001. Ms. Tricia Kobus is available to attend
>>>a 10:30 AM

>>>time-certain. Sandy just needs to check on Mr. Dave Capilitano's
>>>availability, when he returns from TDY on Monday, to
>>egtablish the time

>>>certain for certain. Mr. Glenn Gulden will provide you with
>>>the signed copy

>>>0f the Committee report at the meeting on May 16, if you meet
>>>then. If not,

>>>T will bring it to the meeting on May 31.

>>>

>>>Peg

>>>P.S. Sandy,

>>> Please discard the advance copy I sent you

>>>yesterday. Tricia has

>>>made some editorial changes to that version to avoid confusion
>>>and to black

>>>ink the changes in Tab E so that they print as dark as the
>>>rest of the text.

>>>

>>>Peg

>>>

>2>>

>>>

>>

>
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30.604 Processing changes to disclosed or established cost
accounting practices.

(e) General dollar magnitude proposal content. The GDM
proposal—-
: (1) Must calculate the cost impact in accordance
with paragraph (h) of this section.
(2) May use one or more of the following methods
to determine the increase/decrease in cost accumulations:

(1) A sample of contracts representative of
the contract universe.

(ii) The change in indirect rates multiplied
by the total estimated base computed for each of the
following groups:

(A) Fixed-price contracts.

M.
Ny

(B) Flexibly-priced contracts. AfC;

(iii) Any other method that provides a
reasonable approximation of the total increase/decrease in
cost accumulations.

(3) May be in any format acceptable to the CFAO
but, as a minimum, must include the following data grouped
by fixed-price and flexibly-priced contracts:

(1) The total increase/decrease 1n cost
accumulations by executive agency (see 2.101), including
any impact the change may have on contract incentives, fee,
and profit.

(ii) For unilateral changes, the
increased/decreased costs paid by the United States.

T (4) When requested by the CFAO, must identify all

~

affected gontracts containing the clauses at FAR 52.230-2,

"~ FAR-527730-3, or FAR 52.230-5.

(g) Detailed cost impact proposal. The DCI proposal--

(1) Must calculate the cost impact in accordance
with paragraph (h) of this section.

(2) Must show the-inexease/decrease in cost
accumulations for each affected CAS-covered contract unless
the CFAO and contractor agree to--

(1) Include only those affected CAS-covered
contracts exceeding a specified amount; and

(1ii) Estimate the total increase/decrease in
cost accumulations for all affected CAS-covered contracts,
using the results in paragraph (g) (2) (i) of this section;

(3) May be in any format acceptable to the CFAQO
but, as a minimum, must include the requirements at
paragraph (e) (3) of this section.

e

NC

U

NC




3, or FAR 52.230-5.

—{4( When requested by the CFAO, Mmust identify all
ffeéfégggon § containing. the clauses at FAR 52.230-2,
FAR 52 0-

30.605 Processing noncompliances.

(d) General dollar magnitude proposal content. The GDM
proposal—-
(1) Must calculate the cost impact in accordance
with paragraph (h) of this section.
(2) May use one or more of the following methods
to determine the increase/decrease in contract price or

cost accumulations: AURE)
(1) A sample of contracts that is
representative of the contract universe.
(ii) When the noncompliance involves cost

accumulating, the change in indirect rates multiplied by
the total estimated base for only flexibly-priced
contracts.

(1iii) Any other method that provides a
reasonable approximation of the total increase/decrease.

(3) May be in any format acceptable to the CFAO
but, as a minimum, must include the following data grouped
by fixed-price and flexibly-priced contracts:

(1) The total increase/decrease in contract
price and/or cost accumulations by executive agency (see
2.101), including any impact the noncompliance may have on
contract incentives, fee, and profit.

{ii) The increased/decreased costs paid by the
United States.

(1ii1) The total overpayments made by the
Government during the period of noncompliance. The total
overpayments must be broken down by quarter unless each of
the quarterly amounts billed during the period of /L{i/
noncompliance were approximately equal.

- T==\(4) When requested by the CFAO, must identify all
affected contracts containing the clauses at FAR 52.230-2,

-3, or FAR 52.230-5.

(f£) Detailed cost impact proposal. The DCI proposal-
(1) Must calculate the cost impact in accordance
with paragraph (h) of this section.
(2) Must show the increase/decrease in contract
price and/or cost accumulations for each affected




CAS-covered contract unless the CFAQO and contractor agree
to--

(1) Include only those affected CAS-covered
contracts having--

(A) Contract values exceeding a specified
amount when the noncompliance involves estimating costs;
and

(B) Incurred costs exceeding a specified
amount when the noncompliance involves accumulating costs;
and

(1i) Estimate the total increase/decrease in
contract price and/or cost accumulations for all affected
CAS-covered contracts using the results in paragraph A
(£) (2) (1) of this section;

(3) May be in any format acceptable to the CFAO
but, as a minimum, must include the information in
paragraph (d) (3) of this section. -7 ™

—

_———— (44 When requested by the ; ust identify all
gffeéggajaontra aining the clauses at FAR 52.230-2,

~230-3, or FAR 52.230-5.

PART 52—SOLICITATION PROVISIONS AND CONTRACT CLAUSES

52.230-6 Administration of Cost Accounting Standards.
As prescribed in 30.201-4(d) (1), insert the following
clause:

ADMINISTRATION OF COST ACCOUNTING STANDARDS

(DATE)
(¢) For any change in cost accounting practice subject to
paragraph (a) (1), (a)(2), or (a)(3) of this clause, the GDM

proposal shall—-

(1) Calculate the cost impact in accordance with
paragraph (e) of this clause—;

{(2) Use one or more of the following methods to
determine the increase/decrease in cost accumulations:

(i) A sample of contracts representative of
the contract universe.

(ii) The change in indirect rates multiplied by
the total estimated base computed for each of the following
groups:

(A) Fixed-price contracts.




(B) Flexibly-priced contracts.

(11ii) Any other method that provides a
reasonable approximation of the total increase/decrease in
cost accumulations—;

(3) Be in a format acceptable to the CFAO but, as a
minimum, include the following data grouped by fixed-price
and flexibly-priced contracts:

(1) The total increase/decrease in cost
accumulations by executive agency (see FAR 2.101),
including any impact the change may have on contract
incentives, fee, and profit.

(ii) For unilateral changes, the
increased/decreased costs paid by the United States—; and

—J(4) When requested by the CFAQO, shall-identify all

-230-3, or FAR 52.230-5.

(d) For any change in cost accounting practice subject
to paragraph (a) (1), (a)(2), or (a)(3) of this clause, the
DCI proposal shall--

(1) Calculate the cost impact in accordance with
paragraph (e) of this clause;

(2) Show the increase/decrease in cost accumulations
for each affected CAS-covered contract unless the CFAQ and
Contractor agree to--

(1) Include only those affected CAS-covered
contracts having an estimate to complete exceeding a
specified amount; and

(ii) Estimate the total increase/decrease in cost
accumulations for all affected CAS-covered contracts, using
the results in paragraph (d) (2) (1) of this clause;—and

(3) Be in a format acceptable to the CFAO but, as a
minimum, include the information in paragraph (c) (3) of
this clause~; and
Shall-—When requested by the CFAQ, identify all
ontracts containing the clauses at FAR 52.230-2,
230-3, or FAR 52.230-5.




FOUR PAGES ORIGINATING WITH THE

NATIONAL AERONAUTICS AND SPACE
ADMINISTRATION (NASA)

REFERRED TO NASA FOR REVIEW AND DIRECT
RESPONSE

(DUPLICATE FOUR PAGES THAT START ON PAGE 10).



Case Management Record

Discussion Handout

FAR Case 1999-025 Date May 4, 2001

Title Cost Accounting Standards Administration

Priority Submitted By Originator Code
Janes | DCMA
Case Manager Case References
Haberlin
FAR Cites DFARS Cites

Cognizant Committees
Cost Accounting Standards Committee

| Coordination

Recommendation
Discuss: 5/31/01

Attached is the Cost Accounting Standards Commuittee’s report addressing the public
comments received on the proposed rule, as well as additional comments obtained by the
Committee as a result of a series of public meetings held in September and October, 2000 for
the purpose of discussing the proposed rule. The Committee also made changes to the
proposed rule to incorporate changes made by the CAS Board’s final rule on “Changes in
Cost Accounting Practices” published June 14, 2000. Substantial changes have been made to
the rule as originally proposed necessitating that the revised proposed rule be published as a
proposed rule. All Committee members concur in the report.




OFFICE OF THE UNDER SECRETARY OF DEFENSE
3000 DEFENSE PENTAGON
WASHINGTON, DC 20301-3000

SEP 5 200]

ACQUISITION AND
TECHNOLOGY

DP (DAR) In reply refer to
FAR Case: 1999-025

MEMORANDUM FOR MR. ALBERT MATERA, CHAIRMAN, CIVILIAN AGENCY
ACQUISITION COUNCIL (CARAC)

SUBJECT: Cost Accounting Standards Administration

We have agreed to a draft second proposed rule (Atch 1) amending
the FAR to delineate the process for determining and resolving the
cost impact on contracts and subcontracts when a contractor makes a
compliant change to a cost accounting practice or follows a
noncompliant practice.

We had published a proposed rule in the Federal Register on
April 18, 2000 (65 FR 20854). After considering the written comments
received in response to the rule, and the comments provided during
public meetings, we are recommending publication of a second proposed
rule because of the significant changes made. Differences between
the two proposed rules are indicated by underlining.

If the CAAC agrees with the draft proposed rule, please forward
it to the FAR Secretariat for processing up to the point of
publication. We have attached a draft Federal Register notice (Atch
2). Our case manager is Sandra Haberlin, (703) 602-0289.

13

BARRY S. #WfLSON, Col, USAF
Director, Defense Acquisition
Regulations Council

Attachments:
As stated



COST ACCOUNTING STANDARDS ADMINISTRATION
DRAFT PROPOSED RULE
FAR CASE 1999-025

The Federal Acquisition Regulation through FAC 97-26 serves
as the baseline. Changes to the baseline are represented by
[bold print in brackets] for new language and stexrikethreough for
deleted language. Changes made by the second proposed rule are
indicated by underlining.

PART 30—COST ACCOUNTING STANDARDS ADMINISTRATION

Sec.
30.000 Scope of part.
[30.001 Definitions.]

Subpart 30.6—CAS Administration
30.601 Responsibility.
[30.602 Materiality.]
30.602[3] Changes to disclosed or established cost accounting
practices.
30.602[3]-1 EBeuitableadiustments—for [Required Mandatery
changes fequ&feé—Ee—eemply—w&%h] new or modified

standards.
306622 Noncompliance—withCAS—reaguirements
30.602[31-31[2] Ve%ﬁﬁ%afy [Unilateral and desirable] changes.

[30.604 Processing changes to disclosed or established cost
accounting practices.

30.605 Processing] N[n]loncompliancels] Wi%h—GAS—Eeq&&femeﬂ%S

[30.606 Resolving cost impacts.]
30.602[7] Subcontract administration.

[30.001 Definition[s]. [As used in this part—

“Affected CAS-covered contract or subcontract” means a
contract or subcontract subject to Cost Accounting Standards
(CAS) rules and regulations for which a contractor or
subcontractor—

(1) Used one cost accounting practice to estimate costs
and a changed cost accounting practice to accumulate and report
costs under the contract or subcontract; or

(2) Used a noncompliant practice for purposes of
estimating or accumulating and reporting costs under the
contract or subcontract.
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"Cognizant Federal agency official (CFAQ);" as—used—inthis
part, means the contracting officer assigned by the cognizant
Federal agency to administer CAS.

"Desirable change" means a compllant change to a
contractor's established or disclosed cost accountlng practices
that the CFAO finds is desirable and not detrimental to the
Government and is therefore not subject to the no increased cost
prohibition provisions of CAS-covered contracts and subcontracts
affected by the change.

"Fixed-price contracts and subcontracts” means—

(1) Fixed-price contracts and subcontracts described at
16.202, 16.203, 16.205 and 16.207;

(2) Fixed-price incentive contracts and subcontracts where
the price is not adjusted based on actual costs incurred
(Subpart 16.4);

'(3) oOrders issued under indefinite-delivery contracts and
subcontracts where final payment is not based on actual costs
incurred (Subpart 16.5); and

(4) The fixed-hourly rate portion of time-and-materials
and labor-hours contracts and subcontracts (Subpart 16.6).

"Flexibly-priced contracts and subcontracts" means—

(1) Fixed-price contracts and subcontracts described at
16.204 and 16.206;

(2) Cost-reimbursement contracts and subcontracts (Subpart
16.3);

(3) Incentive contracts and subcontracts where the price
may be adjusted based on actual costs incurred (Subpart 16.4);

(4) Orders issued under indefinite-delivery contracts and
subcontracts where final payment is based on actual costs
incurred (Subpart 16.5); and

(5) The materials portion of time-and-materials contracts
and subcontracts (Subpart 16.6).

"Noncompliance” means a failure in estimating,
accumulating, or reporting costs to—

(1) Comply with applicable CAS; or

(2) Consistently follow disclosed or established cost
accounting practices.

"Required change" means—

(1) A change in cost accounting practice that a contractor
is required to make in order to comply with a CAS, or a
modification or interpretation thereof, that subsequently
becomes applicable to an existing CAS-covered contract due to
the receipt of another CAS-covered contract or subcontract; or

(2) A prospective change to a disclosed or established
cost accounting practice when the CFAO determines that the
former practice was in compliance with applicable CAS and the
change is necessary for the contractor to remain in compliance.
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"Unilateral change" means a change in cost accounting
practice from one compliant practice to another compliant
practice that a contractor with a CAS-covered contract(s) or
subcontracts(s) elects to make that has not been deemed a
desirable change by the CFAQO and for which the Government will
pay no aggregate increased costs.]

* * * * *

Subpart 30.1—-General
30.101 Cost Accounting Standards.
(a) * * *x CostReecounting—Standards {CASy x * *

Subpart 30.2—CAS Program Requirements

30.201-3 Solicitation provisions.
* * * * *

[(c) Insert the provision at FAR 52.230-7, Proposal
Disclosure-Cost Accounting Practice Changes, in solicitations
for contracts subject to CAS as specified in 48 CFR 9903.201
(FAR Appendix).]

%* * %* * *

30.202-6 Responsibilities.

(a) * * *

(b) The contracting officer [must] shall not award a CAS-
covered contract until the AE6 [cognizant Federal agency
official (CFa0) {see—30+601)] has made a written determination
that a required Disclosure Statement is adequate unless, in
order to protect the Government's interest, the eentroseting

>y ] 1 . e 3 3 - n
before—award [agency head, on a nondelegable basis, authorizes
award without obtaining submission of the Disclosure Statement
(see 48 CFR 9903.202-2)]. In this event, [the CFAO must make] a
determination of adequacy shatl be—reeguired as soon as possible
after the award.

(c) The cogrmizant auditor is responsible for * * *

(d) The eceognizent—ACS6 [CFAO] is responsible for [issuing]
determinations of adeqguacy and compliance of the Disclosure
Statement.

30.202-7 Determinations.
(a) Adequacy determination. [(1l)] As prescribed by 48
CFR 9903.202-6 (FAR Appendix), the eceogaizant auditor [must—
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(i)] skaltl [Cleonduct a review of the Disclosure
Statement to ascertain whether it is current, accurate, and
completel[;] and

[(i11)] sheltd [R]lxreport the results to the
cognizant—ALO [CFAO.]—whe shatt

[(2) The CFAO must] determine whether oxr-mot it [if

the Disclosure Statement] adequately describes the
[contractor’s] effexoxr's cost accounting practlces [Also, the
CFAQ must—T—ané—%ake—ene—ef—%he—ée%%ew&ng—ae%&ens*

{i)—T£ the DiselosureStatement—is]l— —f the 2C0

revised-biselosure—Statement—|I~

L(£i)] If the Disclosure Statement is adequate,
the-ALO—shall notify the [contractor] efferer in writing, [and
provide a copyl] with—eopies to the eegrnizarnt auditor [with a
copy to the contracting officer if the proposal trlggers
submission of a Disclosure Statement] aﬁé—eeﬁ%fae%iﬁg—eééieef
The notice of adequacy shad: [must] state that[-—

(A) The disclosed practices are adequately
described and the CFAO currently is not aware of any additional
practices that should be disclosed;

(B) The notice is not a determination that
all cost accounting practices were disclosed; and

(C) Tthe contractor must not consider] a
disclosed practice sh&}}—ﬁe% by virtue of such disclosure, be
considered an approved practice for [estimating]l prieing
proposals or accumulating and reporting contract [and
subcontract] pexformanee cost data=[; or

(ii) If the Disclosure Statement is inadequate,
notify the contractor of the inadequacies and regquest a revised
Disclosure Statement.]

[(3)] Generally, theAES6—shatl [the CFAO should]
furnish the contractor notification of adequacy or inadequacy
within 30 days after the [CFAO receives the] Disclosure
Statement bkas—been-received-—by—the ALO.

(b) Compliance determination. [1] After the notification
of adecquacy, the eegnizant auditor skaiil [must—

(i) Cleonduct a detailed compliance review to
ascertain whether or not the disclosed practices comply with
Part 31 and the CAS[:;] and

[(ii)] skaedd: [Aledvise the [CFA0O] 220 of the

results. ;
[(2)] The Aco—shait+ [CFAO— must make a determination
of compliance or take action regarding a report of alleged
noncompliance in accordance with 30.605(b).]
E ] } !! I ] J . i 1 3 .
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30.202-8 Subcontractor Disclosure Statements.

(a) When the Government requires determinations of
adequacy er—inadeguacy [of subcontractor Disclosure Statements],
the A6 [CFAO for] eogrigant ©f the subcontractor sheltd: [must]
provide sweh [this] determination to the A€6 [CFAO for]
cogrizant of the prime contractor or next higher[-ltier
subcontractor. The Ac6—[higher-tier CFAO{s)}] cognizant of—fthel
higherf~Jtier—subcontractors or prime contractors sheit [must]
not [change] =xeverse the determination of the A6 [lower-tier
CFAO] eegnizant of the subecontracter. :

* * * * *

FAR 30.6—CAS Administration

30.601 Responsibility.

(a) The cegrnizant [Federal—ageney CFAO] ACO shalt [must]
perform CAS administration for all contracts [and subcontracts]
in a business unit netwithstanding retentiern—of [, even when the
contracting officer retains] other administration functions b¥
Ehe—eorntractingofficer. [The CFAO must make all CAS-related
reguired determinations and findings (see Subpart 1.7) for all
- CAS-covered contracts and subcontracts, including-—

(1) Whether a change in cost accounting practice or
noncompliance has occurred; and

(2) If a change in cost accounting practice or
noncompliance has occurred, how any resulting cost impacts are
resolved.] '

(b) Within 30 days after the award of any new contract ex
subeontract subject to CAS, the contracting officer—econtractor
or—scubeentractor making the award shkatt [must] request the
[CFAQ] eogmizantACS to perform administration for CAS matters
(see Subpart 42.2). [For subcontract awards, the contractor
awarding the subcontract must follow the procedures at
52.230-6(1).1 :

30.602 [Materiality] changes—to—diseclosed or—established -cost
[(a) In determining materiality, the CFAO must use the

criteria in 48 CFR 9903.305 (FAR Appendlx) fAgenecies—must

aéa&s%}-Aéﬁas%meﬁ%s—ée contracts [{er—use another-suitable
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[(b) A CFAO determination of materiality-—

(1) May be made before or after a general dollar
magnitude proposal has been submitted, depending on the
particular facts and circumstances; and

(2) Must be based on adequate documentation.

(¢) When the amount involved is immaterial, the CFAO must—

(1) Make no contract adjustments and conclude the
cost impact process; and

(2) In the case of noncompliance issues, inform the
contractor that-—

(i) The noncompliance should be corrected; and

(ii) If the noncompliance is not corrected, the
Government reserves the right to make appropriate contract
adjustments should the cost impact become material in the
future.

(d) When the amount involved is material, the CFAO must
adjust the contract or use another suitable method (see 30.606)
for required, unilateral, and desirable changes, and CAS
noncompliances.]

[30.603 Changes to disclosed or established cost accounting
practices.] '

30.602[3]-1 Eguitable adjustments—for [Required Mandatory
changes.] fequ&reé—%e—eemp4y—w&%h+—new—er—meé&é&eé~s%aaéafésT
(a) New or modified ctandards [General]. 1> @he
.. 52 230 1 ¢ . oed
Certification—reguires—-eo[0]lfferors o [must] state whether or
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not the award of [a] the—eontemplated contract would reguire a
change to [an] established cost accounting practices affecting
existing contracts and gsubcontracts [see 52.230~1]1. The

contracting officer shait [must notify the CFAO if the offeror

states that a change in cost accounting practice would be

medirfied -standard—f{r—and

[(b) CFAO Responsibilities. Prior to making an_eqguitable
adjustment under the applicable paragraph(s) that address a
required change at 52.230-2, Cost Accounting Standards, 52.230-
3, Disclosure and Consistency of Cost Accounting Practices, or
52.230-5, Cost Accounting Standards—Educational Institution, the
CFAO must determine that—

(1) The cost accounting practice change is required
to comply with a CAS, or a modification or interpretation
thereof, that subsequently became gpplicable to one or more
contracts or subcontracts; or

(2) The former cost accounting practice was in
compliance with applicable CAS and the change is necessary to
remain in compliance.

(c¢) Notice and proposal preparation. (1) When the award
of a contract would require a change to an established cost
accounting practice, the provision at 52.230-7, Proposal
Disclosure-Cost Accounting Practice Changes, requires the
offeror to—

(i) Prepare the contract pricing proposal in
response to the solicitation using the changed cost accounting
practice for the period of performance for which the practice
will be used; and

(ii) Submit a description of the changed cost
accounting practice to the contracting officer and the CFAO as
pricing support for the proposal.

(2) When a change is required to remain in compliance
(for reasons other than a contract award) or to comply with a

8/30/01 7



new or modified standard, the clause at 52.230-6, Administration
of Cost Accounting Standards, requires the contractor to-—

(i) Submit a description of the change to the
CFAO not less than 60 days (or other mutuallygggreeable date)
before implementation of the change; and

(ii) Submit rationale to support any contractor
assertion that the cost impact of the change is immaterial.

(d) Eguitable adjustments for new or modified standards.

(1) +i3) Required changes made to comply with new or
modified standards mMay require equitable adjustments, but only
to those contracts er subecontracts awarded before the effective
date of the new or modified standard (see 52.230-2, 52.230-3, or
52.230-5).

(2) When a contractor elects to implement a reguired
change to comply with a new or modified standard prior to the
applicability date of the standard, the CFAO must administer the
change as a unilateral change (see 30.603-2). Contractors must
not receive an equitable adjustment that will result in
increased costs in the aggregate paid by the Government prior to

the applicability date unless the CFAO determines that the
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[30.603-2 Unilateral and desirable Veluntary changes.

(a) Unilateral changes Gemeral. (1) The contractor may
unilaterally woluntarily change its disclosed or established
cost accounting practices, but the Governmment must not pay any
increased cost, in the aggregate, as a result of the unilateral
change. The Government—may adjust—the contraet-price for
voluntaryechanges—
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(2) Prior to making any contract price or cost
adjustments under the applicable paragraph(s) of the clause
addressigg a unilateral change at 52.230-2, 52.230-3, or 52.230-
5, the CFAO must determine that-—

(i) The contract price or cost adjustments will
protect the Government from the payment of] Howewer—&he

Covernment—must-—not—attew increased costs, in the aggregate; and
(ii) The net affect of the adjustments will not

result in the recovery of more than the increased costs paid by
the Government, in the aggregate. resulting frem a—veoluntary

4:,(99) Desirable changes. (1) Prior to taking action under
the applicable paragraph(s) addressing a desirable change at
52.230-2, 52.230-3, or 52.230-5, the CFAO must determine the
change is a desirable change and not detrimental to the

interests of the Government. When—a—contractor reguests—that a

(2) Until the CFAO has determined a change to a cost
accounting practice is a desirable change, the change is a
unilateral change.

(3) Some factors to consider in determining if a
change is a desirable change include, but are not limited to,
whether—

(i) The contractor must change the cost
accounting practices it uses for Government contract and
subcontract costing purposes to remain in compliance with the
provisions of Part 31;

(ii) The change in cost accounting practice is
directly associated with the application of commercial business
practices to affected CAS-~covered contracts and subcontracts
that will result in significant benefits to the Government;

(iii) The contractor is initiatigg management
actions directly associated with the change that will result in
cost savings for segments with CAS-covered contracts and
subcontracts over a period for which forward pricing rates are
developed or five years, whichever is shorter, and the cost
savings are reflected in the forward pricing rates; and
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(iv) Funds are available if the determination
would necessitate an upward adjustment of contract cost or
price.

(c¢) Notice and proposal preparation. (1) when a
contractor makes a unilateral change, the clause at 52.230-6,
Administration of Cost Accounting Standards, requires the
contractor to—

(i) Submit a description of the change to the CFAO
not less than 60 days (or other mutuallg agreeable date) before
implementation of the change; and

(ii) Submit rationale to support any contractor
assertion that the cost impact of the change is immaterial.

(2) If a contractor implements the change in cost
accounting practice without submitting the notice as required in
paragraph (c)(l) of this subsection, the CFAO may determine the
change a failure to follow a cost accounting practice
consistently and process it as a noncompliance in accordance
with 30.605.

(d) Retroactive changes. (1) If a contractor requests
that a unilateral weiluntary change be retroactive, {ineluding

contractor must submit £he supporting rationale feorthe—aectien.

(2) The CFAO must promptly evaluate the contractor's
request and must, as soon as practical, notify the contractor in
writing whether the request ehange is or is not retreaetiwve
approved.

(3) The CFAO must not approve a date for the
retroactive change that is before the beginning of the
contractor's fiscal vear in which the request is made.

(e) Contractor accounting changes due to external
restructuring activities. The requirements for contract price
and cost adjustments do not apply to compliant cost accounting
practice changes that are directly associated with external
restructuring activities that are subject to and meet the
requirements of 10 U.S.C. 2325. However, the disclosure
requirements in 30.603-2 must be followed.

P— ;  hout_C i £i .

30.604 Processing changes to disclosed or established cost
accounting practices.
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(a) Scope. This section applies to required, unilateral,
and desirable mandatory—and veoluntary {ineluding -desirable)
changes in cost accounting practices.

(b) Procedures. Upon receipt of the contractor's
notification and description of the change in cost accounting
practice, the CFAO, with the assistance of the auditor, should
review the proposed change concurrently for adequacy and
compliance. The If-the CFAO must-—

(1) If the description of the change is both adequate
and compliant, notify the contractor in writing and—

(i) For required or unilateral changes (except
those requested to be determined desirable changes), regquest the
contractor submit a general dollar magnitude (GDM) proposal by a
specified date, unless the CFAO determines the cost impact is
immaterial; or

(ii) For unilateral changes that the contractor
requests to be determined desirable changes, inform the
contractor that the request must include supporting rationale
and—

(A) For any request based on the criteria
in 30.603-2(b)(3)(iii), the data necessary to demonstrate the
required cost savings; or

({B) For any request other than those based
on the criteria in 30.603-2(b)(3)(iii), a GDM proposal and any
other data necessary for the CFAO to determine if the change is
a desirable change;

(22) If the description of the change is inadequate,
Identifies—any arca—of—inadeguacy,—the-CFAO-must request a
revised description of the new cost accounting practice; and

(32) Determines—that If the disclosed practice is
noncompliant, theCFAO-must notify the contractor in writing
that, if implemented, the CFAO will handle determine the cost
accounting practice to be noncompliant and process it

accordingly. change—as—a—noncompliances—oxr
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(c) Evaluatigg;requests for desirable changes. (1) When a
contractor requests a unilateral change be determined a
desirable change, the CFAO must promptly evaluate the
contractor's request and, as soon as practical, notify the
contractor in writing whether the change is a desirable change
or the request is denied.

(2) If the CFAO determines the change is a desirable
change, the CFAO must negotiate any cost or price adjustments
that may be needed to resolve the cost impact (see 30.606).

(3) If the regquest is denied, the change is a unilateral
change and must be processed accordingly.

(gg) General dollar magnitude proposal. The GDM proposal-—

(1) Provides information to the CFAO on the estimated
overall impact of a change in cost accounting practice on
affected CAS-covered contracts and subcontracts that were
awarded based on the previous cost accounting practice; and

(2) Assists the CFAO in determining whether
individual contract oxr subeentracet price or cost adjustments are
required.

(ed) General dollar magnitude proposal content. The GDM
proposal must—

(1) Must calculate the cost impact in accordance with
paragraph (h) of this section. However, if the CFAO determines
that a cost impact calculated in accordance with paragraph (h)
of this section would result in an incorrect computation of the
increased cost paid by the Government, the calculation must be
modified to address the particular circumstances;

(2) May use one or more of the following methods to
determine the increase or decrease in cost accumulations:

(i) A representative sample of affected CAS-
covered contracts and subcontracts.

(ii) The change in indirect rates multiplied by
the total estimated base computed for each of the following
groups:

(A) Fixed-price contracts and subcontracts.
(B) Flexibly-priced contracts and

subcontracts.

(iii) Any other method that provides a reasonable
approximation of the total increase or decrease in cost
accumulations;

(3) May be in any format acceptable to the CFAO but,
as a minimum, must include the following data:

(1) The total increase or decrease in cost
accumulations by executive agency, including any impact the
change may have on contract and subcontract incentives, fees,
and profits, for each of the following groups:

(A) Fixed-price contracts and subcontracts.

8/30/01 13




(B) Flexibly-priced contracts and

subcontracts.

(ii) For unilateral changes, the increased or
decreased costs paid by the Government for each of the following
groups:

(A) Fixed-price contracts and subcontracts.
(B) Flexibly-priced contracts and

subcontracts; and
(4) When requested by the CFA0O, must identify all
affected CAS-covered contracts and subcontracts.

(£) CFAC evaluation. General dollar magnitude proposal

evaluation. The CFAO, with the assistance of the auditor, must
promptly evaluate the GDM proposal. If the cost impact is
immaterial, the CFAO must notify the contractor in writing and
conclude the cost impact process with no contract adjustments.

Otherwise, — (1) Material; the CFAO must—
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(1) Negotiate and resolve the cost impact (see
30.606)+. If necessary, the CFAQ may {ii)—Rrequest that the
contractor subm1t——by—a—sgee&é&eé—éaEeT a revised GDM proposal
by a specified date with specific additional indisridual-—eentraect
data needed to resolve the cost 1@Pact (e.g., an expanded sample
of affected CAS~covered contracts and subcontracts or a revised
method of computing the increase or decrease in cost

accumulations) een%rae%s—w*%h—a—ée%&ar—&mpae%—exeeeé&ng~a
spee&é&e—ée}lar—ameun%+ or

(21&%) Request that the contractor submit a detailed
cost:impact (DCI) prgposal by a specified date if the CFAO
determines that the GDM proposal is not ecannot—be-adeguately

supperted—or does—net—ceontain sufficient data to resolve the
cost impact. The CFAO must indicate—in the written reguest—teo

(gf£) Detailed cost-—impact proposal. The DCI proposal

(1) Must calculate the cost impact in accordance with
paragraph (h) of this section. However, if the CFAO determines
that a cost impact calculated in accordance with paragraph (h)
of this section would result in an incorrect computation of the
increased cost paid by the Government, the calculation must be
modified to address the particular circumstances;

(2) Must show the increase or decrease in cost
accumulations for each affected CAS-covered contract and
subcontract unless the CFAO and contractor agree to—

(i) Include only those affected CAS-covered
contracts and subcontracts exceeding a specified amount; and

(ii) Estimate the total increase or decrease in
cost accumulations for all affected CAS-covered contracts and
subcontracts, using the results in paragraph (g)(2) (i) of this
section; B

(3) May be in any format acceptable to the CFAO but,
as a minimum, must include the requirements at paragraphs
(e)(3)(i) and (ii) of this section; and

(4) When requested by the CFAO, must identify all
affected CAS-covered contracts and subcontracts.
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(h) Calculating cost impacts. The cost impact calculation

must—

(1) Include all affected CAS-covered contracts and
subcontracts regardless of their status (i.e., open or closed)
or the fiscal year in which. the costs were incurred (i.e.,
whether or not the final indirect cost rates have been
established);

(2) Combine the cost impact for all affected CAS-
covered contracts and subcontracts for all segments if the
effect of a change results in costs flowing between those
segments;
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(3) Compute the increase or decrease in cost
accumulations for affected CAS-covered contracts and
subcontracts based on the difference between—

(i) The estimated cost to complete using the
current practice; and

(ii) The estimated cost to complete using the
changed practice;

(4) For unilateral changes—

(i) Determine the increased or decreased cost
paid by the Government for fixed-price contracts and
subcontracts as follows:

(A) When the amount in (h) (3) (i) exceeds
the amount in (h) (3)(ii) of this section, the difference is
increased cost paid.

(B) When the amount in (h)(3)(i) is less
than .the amount in (h) (3) (ii) of this section, the difference is
decreased cost paid;

(ii) Determine the increased or decreased cost
paid by the Government for flexibly-priced contracts and
subcontracts as follows:

(A) When the amount in (h) (3) (i) exceeds the
amount in (h) (3)(ii) of this section, the difference is
decreased cost paid.

(B) When the amount in (h)(3)(i) is less than
the amount in (h)(3)(ii) of this section, the difference is
increased cost paid; and

(iii) Calculate the increased or decreased cost
paid by the Government in the aggregate by adding—

(A) The increased or decreased costs paid for
fixed-price contracts and subcontracts;

(B) The increased or decreased costs paid for
flexibly-priced contracts and subcontracts; and

(C) The total increase or decrease in contract
and subcontract incentives, fees, and profits associated with the
increased or decreased costs paid. The associated increase or
decrease is based on the difference between the negotiated
incentives, fees, and profits and the amounts that would have been
negotiated had the cost impact been known at the time the contracts
and subcontracts were negotiated; and

(5) For equitable adjustments for regquired changes—
(i) Increased cost accumulations are the basis
for increasing contract cost or price; and
-(ii) Decreased cost accumulations are the basis
for decreasing contract cost or price.
(ik) Remedies. If the contractor does not submit the

accounting change description or the reguired-ecost-impaet

proposals required in paragraph (d) or (g) of this section
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within the specified time, or any extension granted by the CFAQ,
the CFAO must—

(1) With the assistance of the auditor, sheuld
estimate the general dollar magnitude of the cost impact on
affected CAS-covered contracts and subcontracts; and

(2) Take one or both of the following actions—

(i) Mey Wwithhold an amount not to exceed 10
percent of each subsequent payment related to the contractor's
affected CAS-covered contracts (up to the estimated general
dollar magnitude of the cost impact), until the contractor
furnishes the required information.

h (ii3) 1Issue a final decision in accordance with
33.211 and May unilaterally adjust the contract(s) by the
estimated amount of the cost impact.]

30.60[5]2-2 Processing nNoncomplianceE with CAS reguirements.

[(a) General. Prior to making any contract price or cost
adjustments under the applicable paragraph(s) addressing
noncompliance at 52.230-2, 52.230-3, or 52.230-5, the CFAO must
determine that-—

(1) The contract price or cost adjustments will protect
the Government from the payment of increased costs, in the
aggregate; and

(2) The net affect of the adjustments will not result in
the recovery of more than the increased costs paid by the
Government, in the aggregate.]

= 3 2 (1) 2 | . .

([bl) [Notice and dlPetermination ef noncompliance. (1)
Within 15 days of the receilvinglpt of a report of alleged
noncompliance from the eegrizant auditor, {P}the ACO shall [CFAO

) o o 5 o o o o
- i & & . o - cl <

(i) Notify the auditor that the CFAO disagrees
with the alleged noncompliance; or

(ii) Issue a notice of potential noncompliance to
the contractor and provide a copy to the auditor.
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(2) [The notice of potential noncompliance] the-CFAQ

makes] Tf on initisl-finding of roncomplianece is made—the—{CFAO

[must—

(i)] 2AEH shett {Flimmediateldy [Nlmotify the
contractor in writing of the exact nature of the
noncompliancel[;] and

[(ii) Alallow the contractor 60 days [or other
mutually agreeable date) within—whieh tol-—

(p) Alagree or £ submit reasons why the
[contractor considers the] existing practices are eensidered to
be in compliance=[; and

(B) Submit rationale to support any
assertion that the cost impact of the noncompliance is
immaterial.]

noncompltiance—finding, [Tlthe ACO shalt [CFAO must—

(i) If applicable, Rlreview the reasons why the
contractor considers the existing practices to be im
eomptiance[compliant or the cost impact to be immaterial;
(ii)] and [Mlmake a determination of compliance
or noncompliance~[consistent with 1.704; and
(1ii)] FE—+tbe AEO [Notify the contractor and the
auditor in writing of the determination of compliance or]
determines—that the-corntracter's—practices—are—in
noncompliance, [and the basis for the determination. ineluding]
a—-written—explanation sholl be—provided as—to—why—the [CFAO
agrees—or]l ALH disagrees—witbhthe controcterls rationate— The
K £ ; T = . — .
I (4iw)] fE—EEE-[CFAO] &S0 makes a determination of
"noncompliance, [the CFAO must follow] the procedures in
[paragraphs] ([cl®k) through ([hl4) [of this section], as
appropriate+ shatd—be feolleowed= [, unless the CFAQ also
determines the cost impact is immaterial. If immaterial, the
CFAO must—

(i) Inform the contractor in writing that—
(a) The noncompliance should be corrected;

and

(B) If the noncompliance is not corrected,
the Government reserves the right to make appropriate contract
adjustments should the noncompliance become material in the

future; and

(ii) Conclude the cost impact process with no
contract adjustments.]
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([clk) [Correcting Noncompliances] AecceountingChanges.

(1) The clause at EAR 52.230-6—Administration—of
Cost—Aecounting Standards, requires tfFthe contractor [must] to
submit a description of any cost accounting practice change
needed to correct a noncompliance~ [see—52-230-6 within 60 days
after the earlier of—

(i) Agreement with the CFAO that there is a
noncompliance; or

(ii) Notification by the CFAO of a determination
of noncompliance.]

(2) The [CFAO-]

H)3 ASS [, wwith the assistance of the
auditor,] skaldt [should] review the proposed change concurrently
for adequacy and compliance (see 30.202-7). [+—and The CFAQ
must—

(1&) When] £ the description of the change [is
both adequate and compllant——] meets both—tests, the ACO—shall
imustd

[A) Nlsotify the contractor [in writing;]

{A)—Material, the-CFAC-—must—

(BX) Request that the contractor submity by a
specified dater a general dollar magnitude (GDM) proposal,
unless the CFAO determines the cost impact is immaterial; and

(C) Follow the procedures at paragraph (b) (4)
of this section if the CFAO determines the cost impact is
immaterial.

(ii) If the description of the change is
inadequate, request a revised description of the new cost
accounting practice.

(iii) If the disclosed practice is noncompliant,
notify the contractor in writing that, if igglemented, the CFAO
will determine the cost accounting practice to be noncompliant

and process it accordingly.

(d) General dollar magnitude proposal content. The GDM
proposal must—
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(1) Must calculate the cost impact in accordance with
paragraph (h) of this section. However, if the CFAO determines
that a cost impact calculated in accordance with paragraph (h)
of this section would result in an incorrect computatlon of the
increased cost;ggld by the Government, the calculatlon must be
modified to address the particular circumstances;

(2) May use one or more of the following methods to
determine the increase or decrease in contract and subcontract
price or cost accumulations:

(1) A representative sample of affected CAS-
covered contracts and subcontracts affected by the
noncompliance.

(ii) When the noncompliance involves cost
accumulating, the change in indirect rates multiplied by the
total estimated base for only flexibly-priced contracts and
subcontracts.

(iii) Any other method that provides a reasonable
approximation of the total increase or decrease;

(3) May be in any format acceptable to the CFAO but,
as a minimum, must include the following data:

(i) The total increase or decrease in contract and
subcontract price and cost accumulations by executive agency
{see—2+101), including any impact the noncompliance may have on
contract and subcontract incentives, fees, and profits, for each
of the following groups:

(A) Fixed-price contracts and subcontracts;
(B) Flexibly-priced contracts and

subcontracts.

(ii) The increased or decreased costs paid by the
Government for each of the following groups:

(A) Fixed-price contracts and subcontracts;
(B) Flexibly-priced contracts and

subcontracts.

(iii) The total overpayments made by the Government
during the period of noncompliance. The total overpayments must
be broken down by quarter unless each of the gquarterly amounts
billed during the period of noncompliance were approximately
egual; and

(4) When requested by the CFAO, must identify all

affected CAS-covered contracts and subcontracts.
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(e) €FAO General dollar magnitude proposal evaluation.

The CFAO must promptly evaluate the GDM proposal. If the cost
impact is [immaterial, the CFAO must follow the requirements in
paragraph (b) (4) of this section. Otherwise, +1)—Material,
the CFAO must-—

(1) Negotiate and resolve the cost impact (see
30.606). If necessary, the CFAO mayr—{ii) —Rrequest the
contractor submit—by-a—speecified date; a revised GDM proposal
by a specified date, with specific additional indiwidual
eontraet data needed to resolve the cost impact (e.g., an
expanded sample of affected CAS-covered contracts and
subcontracts or a revised method of computing the increase or
decrease in contract and subcontract prlce and cost
accumulations eenErae%s—w&%h—arée%}ar—&mpae%—exeeeé&ag—a
speeifie-dollar ameunt); or
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(24i3) Request that the contractor submit a
detailed cost-impact (DCI) proposal by a specified date if the
CFAO determines that the GDM proposal is not eannot—be
adegquately-supportedor—doesmnotcontain sufficient data to
resolve the cost impact. The CFAO must—indicate—in—the written

(f) Detailed cost—impact proposal. The DCI proposal must—
(1) Must calculate the cost impact in accordance with

paragraph (h) of this section. However, if the CFAO determines
that a cost impact calculated in accordance with paragraph (h)
of this section would result in an incorrect computation of the
increased cost paid by the Government, the calculation must be
modified to address the Particular circumstances;

(2) Must show the increase or decrease in price and
cost accumulations for each affected CAS-covered contract and
subcontract unless the CFAO and contractor agree to—

(i) Include only those affected CAS-covered
contracts and subcontracts having-—
(A) Contract and subcontract wvalues exceeding
a specified amount when the noncompliance involves estimating
costs; and

(B) Incurred costs exceeding a specified
amount when the noncompliance involves accumulating costs; and
(ii) Estimate the total increase or decrease in

price and cost accumulations for all affected CAS-covered
contracts and subcontracts using the results in paragraph
(£) (2) (i) of this section;"

(3) May be in any format acceptable to the CFAO but, as
a minimum, must include the information in paragraphs (d) (3) (i)
and (ii) of this section; and

(4) When regquested by the CFAO, must identify all
affected CAS-covered contracts and subcontracts.]
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accordance with the clause at 52.230- 2——@@5%—Aeeeaﬁ%&ﬁg
Standards, [52.230-3,]1 or 52.230-5, Cest—Peecounting Standards—
Edueatieonal-Ingtitution- [the CFAO must—

(1i] +heAco—shal®: {FHneluvde—and [Slseparately
1dent1fy——as—paf%r£%;4%K%{fﬁ@ﬁ%a%%eﬁ—eé—ehe—eeﬁ%fae%—pf&ee

adFustment{s)—apptieakbte interest on any increased cost paid
[by the Government] +eo—thecertracter as a result of the

noncompliance~[;

(24i) Compute simple i]Interest shall-be
computed from the date of overpayment to the time the adjustment
is effected~ [in accordance with 26 U.S.C. 6621(a)(2), as
follows:

(ia)] TIf the [guarterly amounts billed
durlng the period of noncompllance were approximately the same, ]

€6S%S—Wefe—%ﬁeHffeé—aHé—?a%é—e¥eH%yﬂyﬁE?4%&%4&%6&%—?6&%6—@&%&&@
which the-—noncompiiance—occurred; then—[use] the [average
interest rate and] midpoint [for] e£f the period [of] im—whkiehk
the noncompliance begapmaybe——considered [as] the baseline for
the computation of interest.

[(iiB) TIf the guarterly amounts billed
during the period of noncompliance were not approximately the

alternate eguitable methodl.] sheuld pe used i+f the-costs—were
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the nonecompliiance—oeceurred. Interest—undexr 5232362 should be
computedpursuant teo—Publie Law—1+60—670
[(h) Calculating cost impacts. The cost impact

calculation must—

(1) Include all affected CAS-covered contracts and
subcontracts regardless of their status (i.e., open or closed)
or the fiscal year in which the costs were incurred (i.e.,
whether or not the final indirect cost rates have been
established);

(2) Combine the cost impact for all affected CAS-
covered contracts and subcontracts for all segments if the
effect of a change results in costs flowing_between those
segments;

(3) For noncompliances that involve estimating costs,
compute the impact on contract and subcontract price only for
fixed-price contracts and subcontracts, based on the difference
between—

(i) The negotiated contract or subcontract price;

and
T (ii) what the negotiated price would have been had
the contractor used a compliant practice;

(4) For noncompliances that involve accumulating costs,
compute the impact on cost accumulations only for flexibly-
priced contracts and subcontracts, based on the difference

between—

(1) The costs that were accumulated under the
noncgg@liant practice; and

(ii) The costs that would have been accumulated
using a compliant practice (from the time the noncompliant
practice was first implemented until the date the noncompliant
practice was replaced with a compliant practice);

(5) Determine the increased or decreased cost paid by

the Governmment for fixed-price contracts and subcontracts as
follows:

(i) when the amount in (h) (3) (i) exceeds the
amount in (h)(3)(ii), the difference is increased cost paid.
(ii) When the amount in (h)(3)(i) is less than the
amount in (h) (3)(ii), the difference is decreased cost paid;
(6) Determine the increased or decreased cost paid by
the Govermment for flexibly-priced contracts and subcontracts as
follows:

(i) When the amount in (h) (4) (1) exceeds the
amount in (h) (4)(ii), the difference is decreased cost paid.
(ii) When the amount in (h)(4) (i) is less than the
amount in (h)(4)(ii), the difference is increased cost paid; and
(7) Calculate the increased or decreased cost paid by
the Government in the aggregate bg adding:
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[30.606 Resolving cost impacts.

(a) General. (1) The CFAO must coordinate with the
affected contracting officers before negotiating and resolving
the cost impact when the cost or price of any of their contracts
may be increased or decreased by at least $100,000. However,
the CFAO has the sole authority for negotiatingﬁand resolving
the cost impact. B

(¥2) The CFAO may resolve a cost impact attributed to
a change in cost accounting practice or a noncompliance by
adjusting a single contract, several but not all contracts, all
contracts, or any other suitable method.

(3) In resolving the cost i@Pact, the CFAQO—

(i) May combine the cost impacts of several changes
in cost accounting practices within a segment, intermediate
office, or home office only if the changes are implemented in
the same fiscal year;

(ii) May combine the cost impacts of two or more
segments when the changes do not result in costs flowing between
those segments (e. ..y the 1mp1ementat10n of a common cost
accounting practice for two or more segments);

(iii) Must not combine the cost impact of a
change in cost accounting practice with the cost impact of a
noncompliant practice; and T

(iv) Must not combine the cost impact of one
noncompliant practice with the cost impact of another
noncompliant practice.

(4) For desirable changes, the CFAO should consider
the impact of associated management actions on contract costs in
resolving the cost impact.

(b) Negotiations. The CFAO must-—

(1) Negotiate and resolve the cost imgggt on behalf of
all Government agencies; and

(2) At the conclusion of negotiations, prepare a
negotiation memorandum and send copies to the auditor and
affected contracting officers.
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(ck) Contract adjustments Adjusting—Centraects. (1) The
CFAO may adjust some or all contracts with a material cost
impact, subject to the provisions in paragraph (c)(3) of this
section.

(2) In selecting the contract or contracts to be
adjusted, the CFAO should assure, to the maximum extent
practical and subject to the provisions in paragraph (c)(3) of
this section, that the adjustments reflect a prorata share of
the cost impact based on the ratio of the cost impact of each
executive agency to the total cost impact.

(3) For unilateral changes and noncompliances, the
CFAQO must—

(i) Not adjust the price upward for fixed-price
contracts; and
(ii) If contract adjustments are made, preclude
payment of aggregate increased costs by taking one or both of
the following actions—
(A) Reduce the contract price on fixed-

price contracts.

(B) Disallow costs on flexibly-priced

contracts.
(4) When contract adjustments are made, the CFAQO must—

(i) Execute the bilateral modifications if the
CFAO and contractor agree on the amount of the cost impact and
the adjustments (see 42.302(a) (11) (iv)); or

(ii) When the CFAO and contractor do not agree on
the amount of the cost impact or the contract adjustments, issue
a final decision in accordance with 33.211 and unilaterally
adjust the contract(s).

(de) Alternate Methods. (1) The CFAO may use an
alternate method instead of adjusting contracts to resolve the
cost impact, provided the Government will not pay more, in the
aggregate, than would be paid if the CFRO did not use the '
alternate method;

(2) The CFAO may not use an alternate method for
contracts when application of the alternate method to contracts
would result in— : -
(i) An underrecovery of monies by the Government
(e.g., due to cost overruns); or

(iiy 7 . ot . . £44
contracts beyond thelevel negotiated; oxr
' (iif) Distortions of incentive provisions and
relationships between target costs, ceiling costs, and actual
costs for incentive type contracts.
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(3) When using an alternate method that excludes the
costs from an indirect cost pool, the CFAO must—

(1) Apply Make-such exclusion only to the
determination of final indirect cost rates (42.705) fer
contractorfiscal-years—that have—ended; and

(ii) Adjust the exclusion to reflect the
Government participation rate for flexibly-priced eest-
reimbursement contracts and subcontracts. For example, if there
are increased costs to the Government of $100,000, and the
indirect cost pool where the adjustment is to be effected has a
Government participation rate of 50 percent for erxibly-priced
cost-reimbursement contracts and subcontracts, the contractor

must exclude $200,000 from the indirect cost pool ($100,000/50%
= $200,000).
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30.60[7]13 Subcontract administration.

When a negotiated CAS price adjustment or a determination
of noncompliance is required at the subcontract level, the [CFAO
for] ACO cegnizant of the subcontractor shall [must] make—the
determination and [furnlsh a copy of the negotiation memorandum
or the determination] adwise [to] the [CFAO for the contactor
affected CFAG{s)] ACO cogrisant ©f the prime eemntracter—or [the]
next higher[~]tier subcontractorf,—as appropriatel] of-the
degisiern. The [CFAO of the contractor or the next] CFaA6{s)I}
ACos—cognizant—of higher[-]Jtier subcontractors er prime
contractors skall [must] not [change] reverse the determination
of the [CFAO for the lower-tier] AEO cognizant of—the
subcontractor. [ITf the subcontractor refuses to submit a GDM or
DCI proposal, remedies are made at the prime contractor level.]

* * * * *

PART 52—SOLICITATION PROVISIONS AND CONTRACT CLAUSES

52.230-6 Administration of Cost Accounting Standards.
As prescribed in 30.201-4(d) (1), insert the following
clause:

ADMINISTRATION OF COST ACCOUNTING STANDARDS
(Nov—31555 [DATE] )

For the purpose of administering the Cost Accounting Standards
(CAS) requirements under this contract, the Contractor shall
take the steps outlined in paragraphs (&[b]) through (gleil)
[and (ek) through (EE)] of this clause:

[(a) Definitions. As used in this clause-

“Affected CAS-covered contract or subcontract” means a
contract or subcontract subject to CAS rules and regulations for
which a contractor or subcontractor—

(1) Used one cost accounting practice to estimate costs
and a changed cost accountigg_practice to accumulate and report
costs under the contract or subcontract; or
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(2) Used a noncomgliant practice for purposes of
estimating or accumulating and rgporting costs under the
contract or subcontract.

"Cognizant Federal agency official (CFAO)" means the
contracting officer assigned by the cognizant Federal agency to
administer the CAS.

"Desirable change" means a compliant ch§3ge to a
contractor's established or disclosed cost accounting practices
that the CFAO finds is desirable and not detrimental to the
Government and is therefore not subject to the no increased cost
prohibition provisions of CAS-covered contracts and subcontracts
affected by the change.

"Fixed-price contracts and subcontracts” means—

(1) Fixed-price contracts and subcontracts described
at FAR 16.202, 16.203, 16.205 and 16.207;

(2) Fixed-price incentive contracts and subcontracts
where the price is not adjusted based on actual costs incurred
(FAR Subpart 16.4);

(3) Orders issued under indefinite-delivery contracts
and subcontracts where final payment is not based on actual
costs incurred (FAR Subpart 16.5); and

(4) The fixed-hourly rate portion of time-and-
materials and labor-hours contracts and subcontracts (FAR
Subpart 16.6).

"Flexibly-priced contracts and subcontracts" means—

(1) Fixed-price contracts and subcontracts described
at FAR 16.204 and 16.206;

(2) Cost-reimbursement contracts and subcontracts
(FAR Subpart 16.3); v

(3) Incentive contracts and subcontracts where the
price may be adjusted based on actual costs incurred (FAR
Subpart 16.4);

(4) Orders issued under indefinite-delivery contracts
and subcontracts where final payment is based on actual costs
incurred (FAR Subpart 16.5); and

(5) The materials portion of time-and-materials
contracts and subcontracts (FAR Subpart 16.6).

"Noncompliance" means a failure in estimating,
accumulating, or reportiggﬁcosts to— Bl

(1) Comply with applicable CAS; or

(2) Consistently follow disclosed or established cost
accounting practices.

"Required change" means— :

(1) A chaqgg_in cost accounting_gractice that a
contractor is required to make in order to comply with a CAS, or
a modification or interpretation thereof, that subsegquently
becomes applicable to existing CAS-covered contracts or
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subcontracts due to the receipt of another CAS-covered contract
or subcontract; or

(2) A prospective change to a disclosed or
established cost accounting practice when the CFAO determines
that the former practice was in compliance with applicable CAS
and the change is necessary for the contractor to remain in
compliance.

"Unilateral change” means a change in cost accounting
practice from one compliant practice to another compliant
practice that a contractor with a CAS-covered contract(s) or
subcontract(s) elects to make that has not been deemed a
.desirable change by the CFAO and for which the Government will
pay no Egg;egate increased costs.]

(2[b]) Submit to the Centrseting-Offiecer [(CFAO)] a
description of any cost accounting practice change—the—total

poteptiatl impact—ofthechange oncontracts—containing—aCAS

[ (including revisions to the Disclosure Statement, if
applicable,) and any assertion that the cost impact of the
change is immaterial as outlined in paragraphs (b) (1) through
(3) of this clause. If a een%rae%er—imp%emen&s—ggz change in
cost accounting practice is implemented without submitting the
notice required by this paragraph, the CFAO may determine the
change to wiltlt be a failure to follow paragraph (a)(2) of the
clause at FAR 52.230-2, Cost Accountiggggtandards; paragraph
(a) (4) of the clause at FAR 52.230-3, Disclosure and Consistency
of Cost Accounting Practices; or paragraph (a) (2) of the clause
at FAR 52.230-5, Cost Accounting Standards—Educational
Institution.]

[(1) When a description has been submitted for a
change in cost accounting practice that is dependent on a
contact award and that contract is subsequently awarded, notify
the CFAO within 15 days after such award.]

(£[2]) For any change in cost accounting practices
[not covered by (b) (1) of this clause that is] required in -
accordance with subparagraphls] (a) (3) and subdiwisien (a) (4) (1)
of the clause at FAR 52.230-2—CestAecounting Standards; or
subparagraphls] (a)(3)[,] aré-subdivisiens (a) (4) (1)I[,] or

(a) (4) (iv) of the clause at FAR 52.230-5—Ceost—Accounting
Standards —Bducatiopat—InsEitution; [submit a description of the
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change to the CFAO not less than] within—60 days (or such other
date as may be mutually agreed to [by the CFAO and the ’
Contractor]) [before implementation of the change] after—award
efa—econtraet reguiringthis change.

(2[3]) For any change in cost accounting practices
proposed in “accordance with [paragraphs] subdissien (a) (4) (1i1)
or (iii) of the clauses at FAR 52.230-2—CestAeccounting
Stemdards and FAR 52.230-5—FCest-Aeccounting Standards—
EéﬁG&%&@H&%—%ﬁﬁ%&%&%éeﬁ; or with swbparagraph (a) (3) of the
clause at FAR 52.230-3+—Piselosure—andLConsistency—of Cost
Acecounting Practiees, [submit a description of the change] not
less than 60 days (or such other date as may be mutually agreed
to [by the CFAO and the Contractor]) before [implementation] &ke
effeetive—date of the prepesed change. [If the change includes
a proposed retroactive applieability date +ergrr%§rf§g
begiﬁﬁing—e£~ehe—earren%—een%rae%er—éisea}—yeaf—in—whiehr%he
notification-is-made), submit supporting rationale supporting
the proposed-retroactiveapplicability date.]

(2[4]) EFer—ewny [Submit a description of the change
necessary to correct al] failure to comply with an applicable CAS
or to follow a disclosed practice (as contemplated by
subparagraph (a) (5) [of the clause] at FAR 52.230- 2—C€est
Aecounting-Standards, and FAR 52.230-5—CestAecounting
Standards—Educationat—Iustitution; or by subparagraph (a) (4)
[of the clause] at FAR 52.230-3[)]+ biselesure and-Consisteney
of-CostDhecounting Practicesi—+[—]

(i) Within 60 days (or such other date as may be
mutually agreed to [by the CFAO and the Contractor]) after the
date of agreement [with the CFAO that there is a noncompliance]
with—the—initiatfindingof nencompiiances[;] or

(ii) In the event of Contractor disagreement

with—the—initial findingof noneomplianee, within 60 days
[after] of—thke date [£hat the CFAO notifies] the Contractor is

notified-by—the Cortractingo0ffieer of the determination of
noncompliance.

(Blcl) AfteranACO—or—cognizantFederal ageneyofficial
ée%efm%&&EH%%%ﬁ?aEﬁ%&%f&&%?— [When requested by the CFAO,]
submit [on or before a date specified by the CFAO-—]

[(1) & eest—impaect [A general dollar magnitude (GDM)
proposal in accordance with paragraph (d) or (g) of this

)
EENU SR =Y £ orrm-—and - moannox

clause;] proposal—inthe formane menner
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or—other-mutually agreed to—date~

(2) A detailed cost impact (DCI) proposal in
accordance with paragraph (e) or (h) of this clause;

(3) For any request for a desirable change that is
based on the criteria in FAR 30.603-2(b) (3)(iii), the data
necessary to demonstrate the required cost savings; and

(4) For any request for a desirable change that is
based on criteria other than that in FAR 30.603-2(b)(3) (iii), a
GDM proposal and any other data necessary for the CFAQO to
determine if the change is a desirable change.

(3d) For any changes in cost accounting practice subject
to paragraph (ab) (1), ex (ab)(2), or (ab)(3) of this clause, the
GDM proposal shall—

(1) Show the calculation of the cost impact in
accordance with paragraph (f) of this clause. However, if the
CFAO determines that a cost impact calculated in accordance with
paragraph (f) of this clause would result in an incorrect
coqggtation of the increased cost paid by the Government, the
calculation shall be modified to address the particular
circumstances;

(2) Use one or more of the following methods to
determine the increase or decrease in cost accumulations:

(i) A representative sample of affected CAS-
covered contracts and subcontracts.

(ii) The change in indirect rates multiplied by
the total estimated base computed for each of the following
groups:

(A) Fixed-price contracts and subcontracts.
(B) Flexibly-priced contracts and

subcontracts .

(iii) Any other method that provides a
reasonable approximation of the total increase or decrease in
cost accumulations;

(3) Use a format acceptable to the CFAQ but, as a
minimum, include the following data:

(i) The total increase or decrease in cost
accumulations by executive agency 4{see—FAR 2.101), including any
impact the change may have on contract and subcontract
incentives, fees, and profits, for each of the following groups:

(A) Fixed-price contracts and subcontracts.
(B) Flexibly-priced contracts and

subcontracts.

(ii) For unilateral changes, the increased or
decreased costs paid by the Government for each of the following
groups:

(A) Fixed-price contracts and subcontracts.
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(B) Flexibly-priced contracts and

subcontracts; and
(4) Wwhen requested by the CFAQ, identify all affected
CAS-covered contracts and subcontracts.

(e) For any change in cost accounting!i}actice subject to
paragraph (b) (1), (b)(2), or (b)(3) of this clause, the DCI
proposal shall-

(1) Show the calculation of the cost impact in
accordance with paragraph (f) of this clause. However, if the
CFAO determines that a cost impact calculated in accordance with
paragraph (f) of this clause would result in an incorrect
computation of the increased cost paid by the Government, the
calculation shall be modified to address the particular
circumstances;
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(2) Show the increase or decrease in cost
accumulations for each affected CAS-covered contract and
subcontract unless the CFAO and Contractor agree to include—

(i) Only those affected CAS-covered contracts
and subcontracts having an estimate to complete exceeding a
specified amount; and
, (ii) An estimate of the total increase or
decrease in cost accumulations for all affected CAS-covered
contracts and subcontracts, using the results in paragraph
(£) (2) of this clause; and

(3) Use a format acceptable to the CFAO but, as a
minimum, include the information in paragraph (d)(3) of this
clause.

{4) When requested by the CFAO, identify all affected
CAS-covered contracts and subcontracts.

(£) For GDM and DCI proposals that are subject to the
requirements of paragraphs (d) or (e) of this clause, calculate
the cost impact as follows:

(1) The cost impact calculation shall-—

(i) Include all affected CAS-covered contracts
and subcontracts regardless of their status (i.e., open or
closed) or the fiscal year in which the costs were incurred
(i.e., whether or not the final indirect cost rates have been
established); and

(ii) Combine the cost impact for all segments if
the effect of a change results in costs flowing between those
segments.

(2) Compute the increase or decrease in cost
accumulations for affected CAS-covered contracts and
subcontracts based on the difference between—

(i) The estimated cost to complete using the
current practice; and

(ii) The estimated cost to complete using the
changed practice.

(3) For unilateral changes—

(i) Determine the increased or decreased cost
paid by the Government for fixed-price contracts and
subcontracts as follows:

(A) When the amount in paragraph (£f) (2) (i)
exceeds the amount in paragraph (£f) (2) (ii) of this clause, the
difference is increased cost paid.

(B) When the amount in paragraph (£) (2) (i)
is less than the amount in paragraph (f) (2) (ii) of this clause,
the difference is decreased cost paid.

(ii) Determine the increased or decreased cost paid by
the Government for flexibly-priced contracts and subcontracts as
follows:
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(a) When the amount in paragraph (£f) (2) (i)
exceeds the amount in paragraph (£f)(2)(ii) of this clause, the
difference is decreased cost paid.

(B) When the amount in paragraph (f) (2) (i) is
less than the amount in paragraph (f)(2) (ii) of this clause, the
difference is increased cost paid.

(iii) calculate the increased or decreased cost paid
by the Government in the aggregate by adding-—

(A) The increased or decreased cost paid for
fixed-price contracts and subcontracts;

(B) The increased or decreased cost paid for
flexibly-priced contracts and subcontracts; and o

(C) The total increase or decrease in contract
and subcontract incentives, fees, and profits associated with
the increased or decreased cost paid. The associated increase
or decrease is based on the difference between the negotiated
incentives, fees, and profits and the amounts that wgaid have
been negotiated had the cost impact been known at the time the
contract or subcontract was nggotiated. .

(4) For egquitable adjustments for required changes—
(1) Increased cost accumulations are the basis for
increasing contract cost or price; and
(ii) Decreased cost accumulations are the basis for
decreasing contract cost or price.
(g) For any noncompliant cost accounting practice subject
to paragraph (b)(4) of this clause, prepare the GDM proposal as
follows—

(1) Calculate the cost impact in accordance with
paragraph (i) of this clause. However, if the CFAO determines
that a cost im@act calculated in accordance with paragraph (i)
of this clause would result in an incorrect computation of the
increased cost paid by the Government, the calculation shall be
modified to address the particular circumstances.

(2) Use one or more of the following methods to
determine the increase or decrease in contract and subcontract
price or cost accumulations:

(i) A representataive sample of affected CAS-
covered contracts and subcontracts.

(ii) When the noncompliance involves cost
accumulating, the change in indirect rates multiplied by the
total estimated base for only flexibly-priced contracts and
subcontracts.

(iii) Any other method that provides a
reasonable approximation of the total increase or decrease.
(3) Use a format acceptable to the CFAQ but, as a
minimum, include the following data:
(i) The total increase or decrease in contract
and subcontract price and cost accumulations by executive agency
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{see—FAR-2.101), including any impact the noncompliance may
have on contract and subcontract incentives, fees, and | profits,
for each of the following groups:
(A) Fixed-price contracts and subcontracts.
(B) Flexibly-priced contracts and

subcontracts.

(ii) The increased or decreased cos;jgaid by the
Government for each of the followiqg groups:
(A) Fixed-price contracts and subcontracts.
(B) Flexibly-priced contracts and

subcontracts.

(iii) The total overpayments made by the
Government during the period of noncompliance. The total
overpayments must be broken down by gquarter unless each of the
quarterly amounts billed during the period of noncompllance were
approx1mately equal.

(4) when requested by the CFAO, identify all affected
CAS-covered contracts and subcontracts.

(h) For any noncompliant practice subject to paragraph
(b) (4) of this clause, prepare the DCI pbroposal as follows:

(1) calculate the cost impact in accordance with
paragraph (i) of this clause. However, if the CFAO determines
that a cost impact calculated in accordance with paragraph (i)
of this clause would result in an incorrect computation of the
increased cost paid by the Government, the calculation shall be
modified to address the particular circumstances;

(2) Show the increase or decrease in price and cost
accumulations for each affected CAS-covered contract and
subcontract unless the CFAO and Contractor agree to—

(1) Include only those affected CAS-covered
contracts and subcontracts havigg:

(A) Contract and subcontract values
exceeding a specified amount when the noncompliance involves
estimating costs; and

(B) Incurred costs exceeding a specified
amount when the noncompliance involves accumulating costs; and

(ii) Estimate the total increase or decrease in
price and cost accumulations for all affected CAS-covered
contracts and subcontracts using the results in paragraph
(h) (2) (i) of this clause.

(3) Use a format acceptable to the CFAQO that, as a
minimum, includes the information in paragraph (g)(3) of this
clause.

(4) When requested by the CFAO, identify all affected
CAS~covered contracts and subcontracts.
(i) For GDM and DCI proposals that are subject to the
requirements of paragraph (g) or (h) of this clause, calculate
the cost impact as follows:
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(1) The cost impact calculation shall-

(1) Include all affected CAS-covered contracts and
subcontracts regardless of their status (i.e., open or closed)
or the fiscal year in which the costs were incurred (i.e.,
whether or not the final indirect cost rates have been
established).

(ii) Combine the cost impact for all segments if
the effect of a change results in costs flowing between those
segments.

(2) For noncompliances that involve estimating costs,
compute the change in contract and subcontract price only for
fixed-price contracts and subcontracts, based on the difference
between—

(i) The negotiated contract or subcontract

price; and
: (ii) what the negotiated price would have been had
the contractor used a compliant practice.

(3) For noncomgl;ances that involve accumulating
costs, compute the change in cost accumulations only for
flexibly-priced contracts and subcontracts, based on the
difference between—

7 (i) The costs that were accumulated under the
noncompliant practice; and
(ii) The costs that would have been accumulated
using a compliant practice (from the time the noncompliant
practice was first implemented until the date the noncompliant
practice was replaced with a compliant practice).

(4) Determine the increased or decreased cost paid by
the Government for fixed-price contracts and subcontracts as
follows:

(i) when the amount in paragraph (i) (2) (i)
exceeds the amount in paragraph (i) (2) (ii) of this clause, the
difference is increased cost paid.

(ii) When the amount in paragraph (i) (2) (i) is
less than the amount in paragraph (i) (2)( ii) of this clause,
the difference is decreased cost paid.

(5) Determine the increased or decreased cost paid by
the Govermment for flexibly-priced contracts and subcontracts as
follows:

(i) When the amount in paragraph (i) (3) (1)
exceeds the amount in paragraph (i) (3)(ii) of this clause, the
difference is decreased cost paid.

(ii) Wwhen the amount in paragraph (i) (3) (i) is
less than the amount in paragraph (i) (3)(ii) of this clause,
the difference is increased cost paid.

(6) Calculate the increased or decreased cost paid by
the Government in the aggregate by adding—

8/30/01 40




(i) The increased or decreased cost paid for
fixed-price contracts and subcontracts;

(ii) The increased or decreased cost paid for
flexibly-priced contracts and subcontracts; and

(iii) The total increase or decrease in contract
and subcontracts incentives, fees, and profits associated with
the increased or decreased cost paid. The associated increase
or decrease is based on the difference between the negotiated
incentives, fees, and profits and the amounts that would have
been negotiated had the cost impact been known at the time the
contracts and subcontracts were negotiated.]
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fee)~

(e[dj]) If the [Contractor does not submit the
informatISn] submissiens required by paragraphs (a[bl )1 ane
+>-[7 or (c)] of this clause are-wmot—submitted within the
spec1f1ed time, or any extension granted by the Centxrascting
offieexr [CFAO, the CFAO may take one or both of the following
actions:]

(1) [Withhold]l an amount not to exceed 10 percent of
each subsequent ameount [payment] determined payable related to
the Contractor's CAS-covered prime contracts+ [(Jup to the
estimated general dollar magnitude of the cost impactl)]l-+—may—be
withheld until such time as the [Contractor provides the]
required [information] submission has—been provided—in—the form
and-rmanner specified by the Contracting-6ffiecer— [to the CFAO.

(2) 1Issue a final decision in accordance with FAR
33.211 and uUnilaterally adjust the contract(s) by the estimated
amount of the cost impact.]
(élek]) Agree tof-—-

(1)] epprepriate [Cleontract and—subeontract amendments
[modifications] to reflect adjustments [required] established
in accordance with swbparagraphs (a) (4) for] and (a) (5) of the
clauses at FAR 52.230-2 and 52.230-5; or “with subparagraphs
(a) (3) or (a) (4) of the biselesureand Censisteney—of Cost
Aeceounting—Praektiees—clause at FAR 52.230-3+[; and

(2) Repay the Government for any aggregate increased
cost paid to the Contractor.]
(e[£1]1) For all subcontracts subject to the clauses at FAR
52.230-2, 52.230-3, or 52.230-5-—
(1) So state in the body of the subcontract, in the
letter of award, or in both ([do not use] self-deleting clauses

P =N B PN S 2N taevenA .
T o Tt —tisea)

(2) Include the substance of this clause in all
negotiated subcontracts; and

(3) Within 30 days after award of the subcontract,
submit the following information to the Contractor's [CFAQO]

. i . g e . ] 1
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(i) Subcontractor’'s name and subcontract number.
{1ii) Dollar amount and date of award.
(iii) Name of Contractor making the award.
(£[gm]) Notify the [CFAO] centraetingOffieer in writing
of any adjustments required to subcontracts under this contract
and agree to an adjustment—pased—en—+them~ to this contract
price or estimated cost and fee. [The Contractor shall-—
(1) Provide t]This notice i#s—dwe within 30 days after
[the Contractor receives thel] proposed subcontract adjustments
are—reeeived[;] and skeid
(2) Ilinclude a proposal for adjusting the
higher[-]ltier subcontract or the prime contract appropriately.
(g[gg]) For subcontracts containing the [clause or
substance of the] clauses at FAR 52.230-2[, FAR 52.230-3,] or
[FAR] 52.230-5, require the subcontractor to comply with all
Ststtandards in effect on the date of award or of final
agreement on price, as shown on the subcontractor's signed
Certificate of Current Cost or Pricing Data, whichever is
earlier.

(End of clause)

[52.230-7 Proposal Disclosure-Cost Accounting Practice Changes.

As prescribed in 30.201-3(c¢), insert the following
provision:

PROPOSAL DISCLOSURE—COST ACCOUNTING PRACTICE CHANGES
(DATE)

The offeror shall check “Yes” below if the contract award
will result in a required or unilateral change in cost
accounting practice, including unilateral changes requested to
be desirable changes:

[ 1 Yes [ ] No

If the offeror checks "Yes" above, the offeror shall—

(1) Prepare the pricing proposal in response to the
solicitation using the changed practice for the period of
performance for which the practice will be used; and

(2) _Submit a description of the changed cost
accounting practice to the contracting officer and the Cognizant
Federal Agency Official as pricing support for the proposal.

(End of provision)]
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PROPOSED FEDERAL REGISTER NOTICE

DEPARTMENT OF DEFENSE
GENERAL SERVICES ADMINISTRATION
NATIONAL AERONAUTICS AND SPACE ADMINISTRATION

48 CFR Parts 30 and 52
[FAR Case 1999-025]

Federal Acquisition Regulation;
Cost Accounting Standards Administration

AGENCIES: Department of Defense (DoD), General Services
Administration (GSA), and National Aeronautics and Space
Administration (NASA).

ACTION: Proposed rule with reguest for comments.

SUMMARY: The Civilian Agency Acquisition Council and the Defense
Acquisition Regulations Council (the Councils) are proposing to
amend the Federal Acquisition Regulation (FAR) to delineate the
process for determining and resolving the cost impact on
contracts and subcontracts when a contractor makes a compliant
change to a cost accounting practice or follows a noncompliant
practice.

DATES: Interested parties should submit comments on the proposed
rule in writing to the FAR Secretariat at the address shown below
on or before (60 days after publication) to be considered in the
formulation of a final rule.

ADDRESSES: Interested parties should submit written comments to:

General Services Administration
FAR Secretariat (MVR)

1800 F Street, NW, Room 4035
ATTN: Laurie Duarte

Washington, DC 20405

Address e-mail comments submitted via the Internet to:
farcase.1999-025@gsa.gov.

Please cite FAR Case 1999-025 in all correspondence related
to this issue.
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FOR FURTHER INFORMATION CONTACT: The FAR Secretariat, Room 4035,
GS Building, Washington, DC 20405, at (202) 501-4755 for
information pertaining to status or publication schedules. For
clarification of content, contact Mr. Jeremy Olson, at

(202) 501-3221.

SUPPLEMENTARY INFORMATION:

A. Background

FAR Part 30, Cost Accounting Standards Administration,
describes policies and procedures for applying the Cost
Accounting Standards Board (CASB) rules and regulations to
negotiated contracts and subcontracts. The CASB’s rules,
regulations, and Cost Accounting Standards (CAS) are codified at
48 CFR Chapter 99 (FAR Appendix). Negotiated contracts not
exempt in accordance with 48 CFR 9903.201-1(b) are subject to
CAS.

A proposed FAR rule was published in the Federal Register on
April 18, 2000 (65 FR 20854). The rule delineated the entire
cost-impact process the Government and the contractor must follow
when a contractor makes a compliant change to a cost accounting
practice or follows a noncompliant practice. Nine responders
submitted public comments. Additional comments were provided by
the public at a series of public meetings that were held on
August 2, 2000, September 26, 2000, and
October 17, 2000.

The Councils considered the written comments received in
response to the proposed rule and the comments provided during
the public meetings. As a result, the Councils are currently
proposing a rule that differs significantly from the proposed
rule that was published on April 18, 2000. The main differences
between the two proposed FAR rules are listed below.

1. C€ASB final rule. This second proposed rule incorporates
changes based on a CASB final rule, Changes in Cost Accounting
Practices, that was published in the Federal Register on
June 14, 2000 (65 FR 37469). These FAR changes include the
addition of—-

a. Definitions for required, unilateral, and desirable
changes; and

b. CASB language excluding cost accounting practice
changes related to external restructuring from contract price and
cost adjustments;

2. Offsets. This second proposed rule eliminates the term
*offset” to avoid potential confusion regarding the term but
includes the effect of offsets in the cost impact calculation
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process by separating the calculation of the cost impact from the
resolution of the cost impact;

3. Materiality. This second proposed rule clarifies that
the cognizant Federal agency official (CFAO) may make a
materiality determination at any point in the cost impact
process, including before requesting a general dollar magnitude
(GDM) proposal.

4. Desirable change. This second proposed rule provides
addition guidance regarding what constitutes a desirable change.

5. Form and content of the GDM and detailed cost impact
(DCI) proposals. This second proposed rule revises the
requirements regarding the form and content of both the GDM and
DCI proposals to provide greater flexibility to apply practical
solutions to the cost impact process and to reduce the
administrative effort. This includes revising the regquirements
of the—

a. GDM proposal so that broad based data may be used
as the basis for the GDM proposal; and

b. DCI proposal to provide flexibility for the CFAO to
not require individual data on all contracts, but to project the
cost impact on larger contracts to the remaining contract
universe.

6. Responsibilities and roles of the CFAO. This second
proposed rule reguires the CFAO to execute contract modifications
in lieu of the contracting officers at the agencies that awarded
the contracts; and

7. New solicitation provision. This second proposed rule
adds a provision that requires a contractor to indicate if the
contract award will result in a cost accounting practice change
and, if so, to prepare a pricing proposal using the changed
practice.

This is not a significant regulatory action and, therefore,
was not subject to review under Section 6(b) of Executive Order
12866, Regulatory Planning and Review, dated September 30, 1993.
This rule is not a major rule under 5 U.S.C. 804.

B. Regulatory Flexibility Act

The proposed rule is not expected to have a significant
economic impact on a substantial number of small entities within
the meaning of the Regulatory Flexibility Act, 5 U.S.C. 601, et
seqg., because contracts and subcontracts with small businesses
are exempt from all CAS requirements in accordance with 48 CFR

9903.201-1(b) (3). Therefore, an Initial Regulatory Flexibility
Analysis has not been performed. The Councils invite comments
from small businesses and other interested parties. The Councils

will also consider comments from small entities concerning the
affected FAR subpart in accordance with 5 U.S.C. 610. Interested
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parties must submit such comments separately and should cite FAR
Case 1999-025 in correspondence.

C. Paperwork Reduction Act
The Paperwork Reduction Act (Pub. L. 104-13) does not apply
because the proposed changes to the FAR do not impose information

collection requirements that require Office of Management and
Budget approval under 44 U.S.C. 3501, et seq.
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Increase

Costs Costs (Decrease) in

After Before Cost
Contracts: Change Change Accumulations
A - Flexibly Priced $75.00 $105.00 ($30.00)
B - Fixed Price $100.00 $70.00 $30.00
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Contracts: 1 I | | | | Increase (Decrease) in

B Costs After Change Costs Before Change Cost Accumulations
Flexibly-Priced: /< Year1 | Year2 | Year3 Total Year 1 Year2 | Year3 Total Year 1 Year 2 Year 3 Total

A $75 $60 $20 $155 $100 $70 $30 $200 ($25) ($10) ($10) (%45)
B . - $70 $80 $80 |  $230 | $50 $60 $80 $190 $20 $20 $0 $40
C $55 $75 $40 $170 $75 $80 $30 $185 ($20) ($5) $10 (315)
D $70 $45 $0 $115 $60 $30 $0 $90 $10 $15 30 $25
E $50 $70 $90 $210 $40 $50 $70 $160 $10 $20 $20 $50
F $105 $115 $130 $350 $90 $100 $110 $300 $15 $15 $20 $50
Total - Flexibly Priced $425 $445 $360 | $1,230 $415 $390 $320 $1,125 $10 $55 $40 $105
Fixed Price: CAc

~od $130 $60 $80 $270 $140 ~ $80 $95 $315 ($10)]  ($20) ($15) ($45)
1. $110 $110 $75 $295 $130 $120 $80 $330 (520) (310) ($5) ($35)
I $175 $100 $0 $275 $160 $90 $0 $250 $15 $10 $0 $25
J $70 $50 $75 $195 $80 $70 $90 $240 (310) (320) ($15) (%45)
K $60 $0 $0 |  $60 $45 $0 $0 $45 $15 $0 $0 $15
L $70 $105 $75 $250 $60 $100 $70 $230 $10 $5 $5 $20
M $65 $60 $35 $160 $80 $75 $40 $195 ($15) ($15) ($5) (§35)
Total - Fixed Price $680 $485 $340 | $1,505 $695 $535 $375| $1,605 ($15) ($50) ($35)| ($100)
Non-CAS Covered:

N $80 $65 $45 $190 $95 $70 $60 $225 (315) ($5) ($15) ($35)
0 $95 $110 $95 $300 $90 $100 $80 $270 $5 $10 $15 $30
P $35 $80 $95 $210 $25 $100 $85 $210 $10 ($20) $10 $0
Q $25 $40 $0 $65 $35 $50 $0 $85 ($10) (510) $0 (320)
R $130 $140 $85 $355 $140 $150 $75 $365 (310) ($10) $10 ($10)
°o $165 $155 $100 $420 $175 $150 $100 $425 ($10) $5 $0 ($5)
% i -Non-CAS Covered $530 $590 $420 | $1,540 $560 $620 $400 | $1,580 ($30) ($30) $20 ($40)
Zﬁticipated Future Contracts:

T $50 $85 $110 $245 $60 $75 $125 $260 ($10) $10 ($15) ($15)
u $85 $130 $85 $300 $40 $125 $95 $260 $45 $5 ($10) $40
\% $o $105 $90 $195 $0 $80 $80 $160 $0 $25 $10 $35
w $0 $65 $0 $65 $0 $75 $0 $75 $0 ($10); %0 ($10)
X $0 $30 $15 $45 $0 $35 $25 $60 $0 (35) ($10) ($15)
Total - Future Contracts $135 $415 $300 $850 $100 $390 $325 $815 $35 $25 ($25) $35
Grand Total $0 $0 $0 $0

VW




1.

f‘ﬁ"")" %@L/c MHeerr 06 o o
4 —_— . _ ;,/'[{\3 T .y Y/
e ’f", AR ;/»,[’ iy o
33
FAR Part 30
FAR Part 30

Ground Rules

Purpose is to facilitate the public
comment process by providing the public
with insight into the content and rationale
of the proposed rule.

Meeting is not being held to achieve
consensus, to debate the content of the
rule, or to write the rule.

30.001, Definitions

30.201-3, Solicitation Provisions

30.202-6, Disclosure Statements: Responsibilities
30.202-7, Disclosure Statements: Determinations
30.202-8, Subcontract Disclosure Statements
30.601, CAS Administration: Responsibilities
30.602, Materiality

30.603, Changes to Disclosed or Established Cost Acct. Practices
30.604, Processing Changes

30.605, Processing Noncompliances

30.606, Resolving Cost Impacts

30.607, Subcontract Administration

52.230-6, Administration of CAS

52.230-7, Proposal Disclosure — Changes

30.001, Definitions

Affected CAS-Covered Contract

Cognizant Federal Agency Official
Desirable Change

Fixed-Price Contracts and Subcontracts
Flexibly-Priced Contracts and Subcontracts
Noncompliance

Required Change

Unilateral Change

30.201-3(c), Solicitation Provisions

* Requires inclusion of 52.230-7 in
solicitations for contracts subject to CAS.




FAR 52.230-7
Proposal Disclosure

» Offeror must indicate whether the contract award will
result in a required or unilateral change in cost
accounting practice, including unilateral changes
requested to be desirable, and if it will;

(1) Submit a description of the change in cost accounting
practice to the contracting officer and the CGFAO as
pricing support for the proposal; and

(2) Prepare the price proposal using the changed practice
{)or the period of performance for which the practice will
e used.

30.202-6(b), Disclosure Statement
Responsibilities

» Impracticality of DS submission:

— Agency head (not Contracting Officer or
CFAQ) has authority to authorize contract
award without DS

—Nondelegable

— Per CAS 9903.202-2

30.202-7, Disclosure Statements
Adequacy Determinations

« |f DS is adequate:

— CFAO notifies contractor and auditor, and PCO (if
proposal triggered DS submission).

— Notification states that disclosed practices are
adequately described.

— The notice is not a determination that all cost
accounting practices were disclosed.

— Contractor shall not consider a disclosed practice to
be an approved practice.

30.202-7, Disclosure Statements
Adequacy Determinations

 |If DS is not adequate:

- Notify the contractor of the inadequacies; and

— Request a revised Disclosure Statement.




30.202-7, Disclosure Statements
Compliance

» After notification of adequacy, auditor
conducts compliance review and advises
CFAO of results.

* Action regarding a report of alleged
noncompliance are processed in
accordance with 30.605(b).

30.202-8, Subcontractor Disclosure
Statements

* Proposed changes failed to make Federal
Register Notice due to editorial error.

* ACO should be CFAO, for consistency
with revised FAR 30.

30.601, CAS Administration
Responsibilities

» CFAOQO performs CAS administration for all
contracts (and subcontracts) in a business
unit.

* CFAO makes all CAS-related required
determinations and findings for all CAS-
covered contracts and subcontracts.

* For subcontract awards, the contractor
awarding the subcontract follows
procedures at 52.230-6(1).

30.602, Materiality

* In determining materiality, CFAO uses
criteria in 48 CFR 9903.305.

* A determination of materiality may be
made before or after a general dollar
magnitude proposal has been submitted.

A determination of materiality must be
based on adequate documentation.




30.602, Materiality

e When the amount involved»is immaterial:
— There are no contract adjustments;
— Cost impact process is concluded.

* For noncompliance issues, contractor is
informed that:
— The noncompliance should be corrected; and

— If the noncompliance is not corrected, the
Government reserves the right to make
appropriate contract adjustments should the cost
impact become material in the future.

30.603, Changes to Disclosed or
Established Cost Acct Practices

* There should be no words between
“30.603, Changes to disclosed or
established cost accounting practices”
and “30.603-1, Required changes™.

¢ This is an editorial error.

30.603, Changes to Disclosed or
Established Cost Acct Practices

-1: Required Changes

-2: Unilateral and Desirable Changes

30.603-1(a), Required Changes

*» Offerors must state whether or not the
award of a contemplated contract would
require a change to an established cost
accounting practice affecting existing
contracts and subcontracts.




30.603-1(b), Required Changes

* Prior to making an equitable adjustment
CFAO must determine that:

(1) The cost accounting practice change is required
to comply with a CAS, or a modification or
interpretation thereof, that subsequently became
applicable to one or more contracts or
subcontracts; or

(2) The former cost accounting practice was in
compliance with applicable CAS and the change is
necessary to remain in compliance.

17

30.603-1(c), Required Changes

* When the award of a contract would
require a change to an established cost
accounting practice the offeror must:

(i) Prepare the contract pricing proposal using
the changed cost accounting practice for the
period of performance for which the practice
will be used; and

(ii) Submit a description of the changed cost
accounting practice to the contracting officer

and the CFAQ as pricing support for the
proposal.

30.603-1(c), Required Changes

* When a change is required to remain in
compliance (for reasons other than a
contract award) or to comply with a new or
modified standard, the contractor must:

(i) Submit a description of the change to the CFAO;
and

(i} Submit rationale to support any contractor
assertion that the cost impact of the change is
immaterial.

30.603-1(d), Required Changes

* Required changes made to comply with
new or modified standards may require
equitable adjustments, but only to those
contracts awarded before the effective
date of the new or modified standard.

* Early implementation of a required change
is administered as a unilateral change.

20




30.603-2(a), Unilateral Changes

* The contractor may unilaterally change
its disclosed or established cost
accounting practices.

* The Government shall not pay any
increased cost, in the aggregate, as a
result of the unilateral change.

21

30.603-2(a), Unilateral Changes

* Prior to making any contract price or cost
adjustments the CFAO shall determine that—

(i) The contemplated contract price or cost
adjustments will protect the Government
from the payment of estimated increased
costs, in the aggregate; and

(ii) The net effect of the contemplated
adjustments will not result in the recovery of
more than the increased costs paid by the
Government, in the aggregate.

22

30.603-2(b), Desirable Changes

* Until the CFAO has determined a
change to a cost accounting practice is
a desirable change, the change is a
unilateral change.

23

30.603-2(b), Desirable Changes

Some factors to consider in determining if a change is
desirable include, but are not limited to, whether—

(i) The contractor must change the cost accounting
practice to remain in compliance with FAR Part
(ii) The contractor is initiating management actions
directly associated with the change that will result
in cost savings for segments with CAS-covered
contracts and subcontracts over a period for
which forward pricing rates are developed or five
years, whichever is shorter, and the cost savings
are reflected in the forward pricing rates; and

(iii) Funds are available if the determination would
necessitate an upward adjustment of contract
cost or price.

24




30.603-2(c)
Notice and Proposal Preparation

* When a contractor makes a unilateral change, the
contractor must:

(i) Submit a description of the change to the CFAO not
less than 60 days (or other mutually agreeable date)
before implementation of the change; and

(i) Submit rationale to support any contractor
assertion that the cost impact of the change is
immaterial.

* If a contractor implements the change in cost
accounting practice without submitting the notice,
the CFAO may determine the change a failure to
follow a cost accounting practice consistently and
process it as a noncompiiance.

25

30.603-2(d)
Retroactive Changes

» |f a contractor requests that a unilateral change
be retroactive, the contractor shall submit
supporting rationale.

¢ The CFAO shall promptly evaluate the
contractor’s request and notify the contractor in
writing whether the request is or is not approved.

* The CFAOQ shall not approve a date for the
retroactive change that is before the beginning
of the contractor's fiscal year in which the
request is made.

26

30.603-2(e)
Contractor Accounting Changes Due to
External Restructuring Activities
» For compliant cost accounting practice
changes that are directly associated with
external restructuring activities that are
subject to and meet the requirements of
10 U.S.C. 2325:
(i) The requirements for contract price and cost
adjustments do not apply; and
(i) The disclosure requirements must be
followed.

27

30.604, Processing Changes

* Scope

Procedures

Desirable Changes
GDM Proposal

DCI Proposal
 Calculating Cost Impacts
* Remedies

28




30.604(a), Processing Changes
Scope

* Applies to:
— Required changes
— Unilateral changes

— Desirable changes

29

30.604(b), Processing Changes
Procedures

* The CFAQ, with the assistance of the
auditor, reviews the proposed change
concurrently for adequacy and
compliance.

30

30.604(b), Processing Changes
Procedures

» If the description is both adequate and compliant—

(i) For required or unilateral changes (except those
requested to be determined desirable changes),
request a GDM proposal

(ii) For unilateral changes that the contractor requests
to be determined desirable, the contractor must:

— For any request based on the criteria in paragraph 30.603-
2(b)(3)(ii), submit the data necessary to demonstrate the
required cost savings;

— For any other request, submit a GDM proposal and any
other data necessary for the CFAQO to determine if the
change is desirable.

31

30.604(b), Processing Changes
Procedures

* |f the description is inadequate, request a
revised description of the new cost
accounting practice.

» If the disclosed practice is noncompliant,
notify the contractor in writing that, if
implemented, the CFAO will determine the
cost accounting practice to be
noncompliant and process it accordingly.

32




30.604(c), Evaluating Requests For
Desirable Changes

* CFAO promptly evaluates the request and
notifies the contractor in writing whether the
change is a desirable change or the request is
denied.

* If the CFAQ determines the change is a
desirable change, the CFAO negotiates any cost
or price adjustments that may be needed to
resolve the cost impact.

* If the request is denied, the change is a
unilateral change and is processed accordingly.

33

30.604(d), GDM Proposal

 Provides information to the CFAO on the
estimated overall impact of a change in
cost accounting practice on affected CAS-
covered contracts and subcontracts.

¢ Assists the CFAO in determining whether
individual contract price or cost
adjustments are required.

34

30.604(e), GDM Proposal Content

e The GDM Proposal must calculate the
cost impact in accordance with 30.604(h).

35

30.604(e), GDM Proposal Content

GDM Proposal uses one or more of these methods:

(1) A representative sample of affected CAS-covered
contracts and subcontracts;

(2) The change in indirect rates multiplied by the total
estimated base computed for each of the following
groups:

(A) Fixed-price contracts and subcontracts.
(B) Flexibly priced contracts and subcontracts.

(3) Any other method that provides a reasonable
approximation of the total increase or decrease in cost
accumulations for all affected fixed-price and flexibly
priced contracts and subcontracts.

36




30.604(e), GDM Proposal Content

* May be in any format acceptable to the CFAO but must
include the following data:

(i) The total increase or decrease in cost accumulations by
executive agency, including any impact on incentives,
fees, and profits, for each of the following groups:

{(A) Fixed-price contracts and subcontracts.
(B) Flexibly priced contracts and subcontracts.

(i) For unilateral changes, the increased or decreased
costs paid by the Government for each of the following
groups:

(A) Fixed-price contracts and subcontracts.
(B) Flexibly priced contracts and subcontracts.

37

30.604(e), GDM Proposal Content

* When requested by the CFAQO, the GDM
must identify all affected CAS-covered
contracts and subcontracts.

36

30.604(f), GDM Proposal
Evaluation

» The CFAQ, with the assistance of the auditor,
shall promptly evaluate the GDM proposal.

 |f the cost impact is immateriat, CFAO notifies
contractor in writing and concludes the cost
impact process with no contract adjustments.

¢ Otherwise, the CFAO—
(1) Negotiates and resolves the cost impact; or

(2) If the GDM as submitted is not sufficient to
negotiate and resolve the cost impact:

— Requests a revised GDM proposal; or
— Requests a DC! proposal.

39

30.604(g), DCI Proposal

» Calculates cost impact in accordance with
30.604(h).

e Shows estimated increase/decrease in cost
accumulations for each affected CAS-covered
contract and subcontract unless CFAO and
contractor agree to:

(i) Include only affected CAS-covered contracts
and subcontracts exceeding a specified
amount; and

(i) Estimate the total increase/decrease in cost
accumulations for all affected CAS-covered
contracts and subcontracts using results in (i).

40

10



30.604(g), DCI Proposal

¢ May be in any format acceptable to the
CFAOQ but, as a minimum, must include
the requirements at 30.604(¢e)(3).

* When requested by the CFAQ, identify all
affected contracts and subcontracts.

41

30.604(h)
Calculating Cost Impacts

¢ Include all affected CAS-covered contracts

and subcontracts regardless of their status
(i.e., open or closed) or the fiscal years in
which the costs were incurred (i.e.,
whether or not the final indirect cost rates
have been established).

Combine the cost impact for all affected
CAS-covered contracts and subcontracts
for all segments if the effect of a change
results in costs flowing between those
segments.

42

30.604(h)
Calculating Cost Impacts

* Compute the increase or decrease in cost
accumulations for affected CAS-covered
contracts and subcontracts based on the
difference between—

(i) The estimated cost to complete using the
current practice (ETC current practice); and

(i) The estimated cost to complete using the
changed practice (ETC changed practice).

43

30.604(h)(4)
Calculating Cost Impacts
Cost impact for fixed price contracts for
unilateral changes:

Increased costs =
ETC current practice > ETC changed practice

Decreased costs =
ETC current practice < ETC changed practice

44

11



30.604(h)(4)
Calculating Cost Impacts

* Cost impact for flexibly priced contracts
for unilateral changes:

* Decreased costs =
ETC current practice > ETC changed practice

¢ Increased costs =
ETC current practice < ETC changed practice

45

30.604(h)(4)
Calculating Cost Impacts
* |Incentives, Fees, and Profits:

— Calculate the total increase or decrease in
accordance with CFR 9903.306(c).

— Based on the difference between the
negotiated incentives, fees, and profits and
the amounts that would have been negotiated
had the cost impact been known at the time
the contracts and subcontracts were
negotiated.

46

30.604(h)(4)
Calculating Cost Impacts

* Compute increased/decreased costs in
the aggregate by adding:

(1) Increased or decreased costs for fixed-
price contracts and subcontracts;

(2) Increased or decreased costs for flexibly-
priced contracts and subcontracts; and

(3) Increase or decrease in contract and
subcontract incentives, fees, and profits.

47

30.604(h)(5)
Calculating Cost Impacts

* Equitable adjustments for required
changes:

— The estimated increase or decrease in
cost accumulations are the basis for
increasing contract prices, including
target prices and cost ceilings.

48

12



30.604(i), Remedies

Remedies. If the contractor does not submit the
required accounting change description, or GDM or DCI
proposal, the CFAO—

(1) Estimates the cost impact; and

(2) Takes one or both of the following actions:

— Withholds an amount not to exceed 10 percent of
each subsequent payment related to the contractor's
CAS-covered contracts up to the estimated general
dollar magnitude of the cost impact;

— Issues a final decision in accordance with FAR

33.211 and unilaterally adjusts the contract(s) by the
estimated amount of the cost impact.

49

30.605
Processing Noncompliances

e General

* Notice and Determinations
e Correcting Noncompliances
* GDM Proposal

* DCI Proposal

¢ [nterest

e Calculating Cost Impacts

e Remedies

50

30.605(a)
Processing Noncompliances

Prior to making any contract price or cost adjustments,
the CFAO shall determine that—

(1) The contract price or cost adjustments will protect the
Government from the payment of increased costs, in the
aggregate and will not result in the recovery of more
than the increased costs to the Government, in the
aggregate.

(2) The net effect of any invoice adjustments made to
correct an estimating noncompliance or any interim and
final voucher billing adjustments made to correct a cost
accumulation noncompliance will not result in the
recovery of more than the increased cost pay by the
Government, in the aggregate.

51

30.605(b)
Notice and Determination

« After receiving a CAS noncompliance report,
CFAO must either

(1) Notify the auditor that the CFAO disagrees with
the noncompliance; or

(2) Issue a notice of potential noncompliance to
the contractor.

52

13



30.605(b)
Notice and Determination

* The notice of potential noncompliance to the
contractor must:

(1) Notify the contractor in writing of the exact
nature of the noncompliance.

(2) Allow the contractor 60 days (or other mutualily
agreeable date) within which to:

— Agree or submit reasons why the contractor
considers the existing practices to be in
compliance; and

— Submit rationale to support any assertion that
the cost impact of the noncompliance is
immaterial.

53

30.605(b)
Notice and Determination

= After receiving the contractor’s response to the
notice of noncompliance, CFAO must:

— If applicable, review the reasons why the
contractor considers the existing practices to
be in comFIiance or the cost impact to be
immaterial;

— Make a determination of compliance or
noncompliance.

- If the CFAO determines that the contractor's
practices are in noncompliance, a written
explanation shall be provided as to why the
CFAO disagrees with the contractor's

rationale. 5“

30.605(b)
Notice and Determination

« |f the CFAQO makes a determination of noncompliance
but determines that the cost impact is immaterial, the
CFAO:

* Informs the contractor in writing that:
— The noncompliance should be corrected; and

— If the noncompliance is not corrected, the
Government reserves the right to make appropriate
contract adjustments shouid the noncompliance
become material in the future; and

¢ Concludes the cost impact process with no contract
adjustments.

55

30.605(b)
Notice and Determination

* |f the CFAO makes a determination of
noncompliance and does not determine that the
cost impact is immaterial, the CFAQ follows the
procedures at 30.605(c) through (h).

56

14



30.605(c)
Correcting Noncompliances

« The contractor is required to submit a
description of any cost accounting practice
change needed to correct a noncompliance
within 60 days after the earlier of—

(i) Agreement with the CFAOQ that there is a
noncompliance; or

(i) Notification by the CFAO of a determination
of noncomptiance.

57

30.605(c)
Correcting Noncompliances

* When the contractor submits a description
of a cost accounting practice change
needed to correct a noncompliance, the
CFAO, with the assistance of the auditor,
reviews the proposed change concurrently
for adequacy and compliance.

58

30.605(c)
Correcting Noncompliances

» When the description of the change is both
adequate and compliant, the CFAO:

(1) Notifies the contractor in writing.

(2) Requests that the contractor submit a GDM
proposal, unless the CFAO determines the cost
impact is immaterial.

(3) If the CFAO determines the cost impact is
immaterial, the CFAQ follows the procedures at
paragraph 30.605(b)(4).

59

30.605(c)
Correcting Noncompliances

* When the description of the change is not

adequate, the CFAO requests a revised
description of the new cost accounting practice.

« |f the disclosed practice is noncompliant, the

CFAO notifies the contractor in writing that, if
implemented, the CFAQ will determine the cost
accounting practice to be noncompliant and
process it accordingly.

60

15



30.605(d)
GDM Proposal Content

* Calculates the cost impact in accordance
with 30.605(h).

61

30.605(d)
GDM Proposal Content

* Uses one or more of the following methods to determine
the increase or decrease in cost accumulations:

(i) A representative sample of affected CAS-covered
contracts and subcontracts.

(i) When the noncompliance involves cost accumulation:

(A) For purposes of computing increased costs in the
aggregate, the change in indirect rates multiplied by
the applicable base for flexibly-priced contracts and
subcontracts.

(B) For purposes of determining interest, the change in
indirect rates multiplied by the applicable base for
flexibly priced and fixed-price contracts and
subcontracts.

(iii) Any other method that provides a reasonable
approximation of the total increase or decrease in )
contract and subcontract prices and cost accumulationg’

30.605(d)
GDM Proposal Content

» Format acceptable to the CFAO but must include:

(1) Total increase or decrease in prices and cost
accumulations, by executive agency, including any
impact on incentives, fees, and profits, for:

(A) Fixed-price contracts and subcontracts;
(B) Flexibly priced contracts and subcontracts.

(2) Increased or decreased costs to the Govt. for:
(A) Fixed-price contracts and subcontracts;
(B) Flexibly priced contracts and subcontracts.

(3) Total overpayments and underpayments made by the
Govt. during the period of noncompliance.

(4) When requested by the CFAQ, identify all alfected
CAS-covered contracts and subcontracts.

30.605(e)
GDM Proposal Evaluation
» The CFAQ promptly evaluates the GDM
proposal.

« |f the cost impact is immaterial, CFAQ follows
procedures at 30.605(b)(4).

e Otherwise, the CFAO—
(1) Negotiates and resolves the cost impact; or

(2) If the GDM as submitted is not sufficient to
negotiate and resolve the cost impact:

— Requests a revised GDM proposal; or
— Requests a DCI proposal.

64
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30.605(f)
DCI Proposal

Calculates cost impact in accordance with
30.605(h).

Shows estimated increase/decrease in cost
accumulations for each affected CAS-covered
contract and subcontract unless CFAO and
contractor agree to:

(i) Include only affected CAS-covered contracts
and subcontracts exceeding a specified
amount; and

(i) Estimate the total increase/decrease in cost
accumulations for all affected CAS-covered
contracts and subcontracts using results in

().

65

30.605(f)
DCI Proposal

* May be in any format acceptable to the

CFAOQ but, as a minimum, must include
the requirements at 30.605(f)(2)(i).

When requested by the CFAOQ, identify all
affected contracts and subcontracts.

66

30.605(Qg), Interest

The CFAQ must separately identify interest.

Simple interest from date of overpayment to the
time the adjustment is effected in accordance
with 26 U.5.C. 6621(a)(2).

if quarterly amounts billed during the period of
noncompliance were approximately the same,
use the average interest rate and midpoint for of
the period as the baseline for the interest
computation.

if quarterly amounts billed during the period of
noncompliance were not approximately the
same, use an alternate method. 67

30.605(h)
Calculating Cost Impacts

Include all affected CAS-covered
contracts and subcontracts regardless of
their status (i.e., open or closed) or the
fiscal years in which the costs were
incurred (i.e., whether or not the final
indirect cost rates have been established).

Combine the cost impact for all affected
CAS-covered contracts and subcontracts
for all segments if the effect of a change
results in costs flowing between those
segments.

68
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30.605(h), Noncompliances
Cost Estimating

* Compute the increase or decrease for
affected CAS-covered contracts and
subcontracts based on the difference
between—

(i) The negotiated contract or subcontract
price (negotiated price); and

(i) What the negotiated price would have
been had the contractor used a compliant
practice (compliant price).

69

30.605(h), Noncompliances
Cost Estimating

Increased and decreased costs to the
Government includes only fixed-price
contracts and is computed as follows:

Increased costs =
Negotiated price > Compliant price

Decreased costs =
Negotiated price < Compliant price

70

30.605(h), Noncompliances
Cost Accumulating

* Compute the increase or decrease for
affected CAS-covered contracts and
subcontracts based on the difference
between—

(i) Costs that were accumulated under the
noncompliant practice (Noncompliant);
and

(i) The costs that would have been
accumulated using a compliant practice
(Compliant).
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30.605(h), Noncompliances
Cost Accumulating

Increased and decreased costs to the
Government include only flexibly priced
contracts and is computed as follows:

Increased costs =
Noncompliant > Compliant

Decreased costs =
Noncompliant < Compliant

72
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30.605(h), Noncompliances

* Incentives, Fees, and Profits:

—Calculate the total increase or decrease
in accordance with CFR 9903.306(c).

—Based on the difference between the
negotiated incentives, fees, and profits
and the amounts that would have been
negotiated had the contractor used a
compliant practice.

73

30.605(h), Noncompliances
Cost Estimating

e Compute increased/decreased costs
in the aggregate by adding:

(12_ Increased or decreased costs for
ixed-price contracts and
subcontracts;

(2) Increase or decrease in contract
and subcontract incentives, fees, and
profits.
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30.605(h), Noncompliances
Cost Accumulating

e Compute increased/decreased costs
in the aggregate by adding:

(1) Increased or decreased costs for
flexibly priced contracts and
subcontracts;

(2) Increase or decrease in contract

and subcontract incentives, fees, and
profits.
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30.605(i), Remedies

« Remedies. If the contractor does not correct the
noncompliance or submit the cFroposal submit the
required accounting change description, or GDM or DCI
proposal, the CFAO—

(1) Estimates the cost impact; and

(2) Takes one or both of the following actions:

— Withholds an amount not to exceed 10 percent of
each subsequent payment related to the contractor's
CAS-covered contracts up to the estimated general
dollar magnitude of the cost impact;

~— Issues a final decision in accordance with 33.211 and
unilaterally adjust the contract(s) by the estimated
amount of the cost impact.
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30.606, Resolving Cost Impacts

¢ The CFAO shall coordinate with the
affected contracting officers before
negotiating and resolving the cost impact
when the estimated cost impact on any of
their contracts is at least $100,000.

* The CFAO has the sole authority for
negotiating and resolving the cost impact.

77

30.606, Resolving Cost Impacts

¢ The CFAO may resolve a cost impact
attributed to a change in cost accounting
practice or a noncompliance by adjusting a
single contract, several but not ali
contracts, all contracts, or any other
suitable method.

78

30.606, Resolving Cost Impacts

e May combine the cost impacts of:

—Several changes within a segment,
intermediate office, or home office only if
the changes are implemented in the
same fiscal year.

—Two or more segments.

79

30.606, Resolving Cost Impacts

* Shall not combine the cost impact:

— Of a change with the cost impact of a
noncompliant practice.

— Of one noncompliant practice with the cost
impact of another noncompliant practice.

— Attributable to different categories of
compliant changes.

80
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30.606, Resolving Cost Impacts

* For desirable changes, the CFAO
should consider the impact of
associated management actions on
contract costs in resolving the cost
impact.

81

30.606, Resolving Cost Impacts

* Negotiations. The CFAO:

(1) Negotiates and resolves the cost impact on
behalf of all Government agencies; and

(2) Atthe conclusion of negotiations, prepares a
negotiation memorandum and send copies to
the auditor and affected contracting officers.

82

30.606, Resolving Cost Impacts

» Contract adjustments.

(1) The CFAO may adjust some or all contracts
with a material cost impact, subject to the
provisions at 30.606(c)(2) through (c)(6).

(2) To the maximum extent practical and subject to
the provisions in 30.606(c)(3) through (c)(6), the
adjustments should reflect a pro rata share of
the cost impact based on the ratio of the cost
impact of each executive agency to the total cost
impact.
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30.606, Resolving Cost Impacts

 For unilateral changes and noncompliances:

(i) To the maximum extent practical, do not adjust
the price upward for fixed-price contracts.

(i) Preclude payment of aggregate increased
costs by doing one or both of the following:

(A) Reduce the contract price on fixed-price
contracts.

(B) Disallow costs on flexibly-priced contracts.
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30.606, Resolving Cost Impacts

* For noncompliances that involve estimating:

(i) To the extent practical, do not adjust the
price upward for fixed-price contracts.

(ii) Preclude payment of aggregate increased
costs by reducing the contract price on
fixed-price contracts.

(iii) Correct the noncompliance.

(iv) Adjust any invoices that were paid based
on noncompliant contract prices to reflect
the adjusted contract prices, after any
contract lerice adjustments are made to o
resolve the noncompliance.

30.606, Resolving Cost Impacts

* For noncompliances that involve cost accumulating :

(1) Correct noncompliant contract cost accumulations in the
cost accounting records to reflect compliant contract cost
accumulations and adjust interim payment requests; or

(2) Adjust contract prices. In adjusting contract prices:

(A) Preclude payment of aggregate increased costs by
disallowing costs on flexibly priced contracts;

(B) Correct contract cost accumulations to reflect the
contract price adjustments; and

(C) Adjust interim payment requests to reflect the
contract price adjustments.
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30.606, Resolving Cost Impacts

¢ When contract adjustments are made:

(i) When the CFAO and contractor agree on the
amount of the cost impact and the adjustments,
the CFAO executes the bilateral modifications.

(i) When the CFAO and contractor do not agree
on the amount of the cost impact or the
adjustments, the CFAO issues a final decision
in accordance with FAR 33.211 and unilaterally
adjusts the contraci(s).
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30.606, Resolving Cost Impacts
Alternative Methods

¢ The CFAQ may use an alternate method instead of
adjusting contracts provided:

— The Government will not pay more, in the aggregate,
than would be paid if the CFAO did not use the
alternate method; and

— The contracting parties agree on the use of that
alternate method;

* Alternate method is not used if result would be:
— An underrecovery of monies by the Government; or

— Distortions of incentive provisions and relationships
between target costs, ceiling costs, and actual costs
for incentive type contracts.
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30.606, Resolving Cost Impacts
Use of An Alternative Method

* When using an alternate method that excludes the costs
from an indirect cost pool, the CFAO must—

(i) Apply such exclusion only to the determination of final
indirect cost rates; and

(i) Adjust the exclusion to reflect the Government
participation rate for flexibly priced contracts and
subcontracts.

— If there are aggregate increased costs to the
Government of $100,000, and the indirect cost pool
has a Government participation rate of 50 percent for
flexibly priced contracts and subcontracts, the
contractor shall exclude $200,000 from the indirect
cost pool ($100,000/50% = $200,000).
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30.607, Subcontract Administration

= When a negotiated CAS price adjustment or a
determination of noncompliance is required at the
subcontract level, the CFAO cognizant of the
subcontractor:

— Makes the determination.

— Informs the CFAQ cognizant of the prime contractor
or the next higher tier subcontractor of the decision.

* The CFAQ of the prime contractor or the next higher-tier
subcontractor cannot change the determination.

» |f the subcontractor refuses to submit a GDM or DCI
Froposal, remedies are made at the prime contractor
evel.
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52.230-6, Administration of Cost
Accounting Standards

» Definitions
* Proposal Submission

* Changes (GDM Proposal, DCI Proposal,
Calculating Cost Impacts)

* Noncompliances (GDM Proposal, DCI Proposal,
Calculating Cost Impacts)

» Faijlure to Submit

* Contract Adjustments

* Subcontracts

91

52.230-6(a), Definitions

¢ Affected CAS-Covered Contract

¢ Cognizant Federal Agency Official

* Desirable Change

* Fixed-Price Contracts and Subcontracts

¢ Flexibly Priced Contracts and Subcontracts
¢ Noncompliance

* Required Change

* Unilateral Change
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52.230-6(b), Proposal Submission

* When the change is dependent on a contract award and
that contract is subsequently awarded, notify the CFAQ
within 15 days after such award.

* For any other required or unilateral changes, submit a
description of the change not less than 60 days before
implementation.

» For noncompliances, submit a description of the change
necessary to correct the noncompliance:

— Within 60 days of the date of agreement if the
contractor agrees with the noncompliance; or

— Within 60 days of the determination of
noncompliance, if the contractor disagrees with the
noncompliance.
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52.230-6(c), Proposal Submission

*  When requested by the CFAQO, submit a GDM proposal
in accordance with paragraph (d) or (g) of the clause.

* When requested by the CFAO, submit a DCI proposal in
accordance with paragraph (e} or (h) of the clause.

» For any request for a desirable change that is based on
the criteria in FAR 30.603-2(b)(3)(ii), submit the data
necessary to demonstrate the required cost savings.

* For any request for a desirable change that is based on
criteria other than that in FAR 30.603-2(b)(3)(ii), submit
a GDM proposal and any other data necessary for the
CFAO to determine if the change is a desirable change.
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52.230-6(d), GDM Proposal
Changes

* The GDM Proposal must calculate the
cost impact in accordance with paragraph
(f) of the clause.
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52.230-6(d), GDM Proposal
Changes

* Use one or more of these methods:

(1) A representative sample of affected CAS-covered
contracts and subcontracts;

(2) The change in indirect rates multiplied by the total
estimated base computed for each of the following
groups:

(A) Fixed-price contracts and subcontracts.
(B) Flexibly priced contracts and subcontracts.

(3) Any other method that provides a reasonable
approximation of the total increase or decrease in cost
accumulations for all affected fixed-price and flexibly
priced contracts and subcontracts.
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52.230-6(d), GDM Proposal
Changes

+ May be in any format acceptable to the CFAQ but must
include the following data:

(i) The total increase or decrease in cost accumulations by
executive agency, including any impact on incentives,
fees, and profits, for each of the following groups:

(A) Fixed-price contracts and subcontracts.
(B) Flexibly priced contracts and subcontracts.

(i) For unilateral changes, the increased or decreased
costs paid by the Government for each of the following
groups:

(A) Fixed-price contracts and subcontracts.
(B) Flexibly priced contracts and subcontracts.
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52.230-6(d), GDM Proposal
Changes

» When requested by the CFAO, the GDM
must identify all affected CAS-covered
contracts and subcontracts.
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52.230-6(e), DCI Proposal
Changes

» Calculate cost impact in accordance with paragraph (f) of
the clause.

* Show estimated increase/decrease in cost
accumulations for each affected CAS-covered contract
and subcontract unless CFAQ and contractor agree to:

— (i) Include only affected CAS-covered contracts and
subcontracts exceeding a specified amount; and

— (i) Estimate the total increase/decrease in cost
accumulations for all affected CAS-covered contracts
and subcontracts using resuits in (i).
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52.230-6(e), DCI Proposal
~ Changes
* May be in any format acceptable to the
CFAO but, as a minimum, must include

the requirements at paragraph (d)(3) of the
clause.

* When requested by the CFAQ, identify all
affected contracts and subcontracts.
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52.230-6(f)
Calculating Cost Impact - Changes

e Include all affected CAS-covered
contracts and subcontracts regardless of
their status (i.e., open or closed) or the
fiscal years in which the costs were
incurred (i.e., whether or not the final
indirect cost rates have been
established).
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52.230-6(f)
Calculating Cost Impact - Changes

¢ Compute the increase or decrease in cost
accumulations for affected CAS-covered
contracts and subcontracts based on the
difference between—

(i) The estimated cost to complete using the
current practice (ETC Current); and

(i) The estimated cost to complete using the
changed practice (ETC Changed).
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52.230-6(f)
Calculating Cost Impact - Changes

e Cost impact for fixed price contracts for
unilateral changes:

* Increased costs =
ETC current practice > ETC changed practice

* Decreased costs =
ETC current practice < ETC changed practice
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52.230-6(f)
Calculating Cost Impact - Changes

* Incentives, Fees, and Profits:

— Calculate the total increase or decrease in
accordance with CFR 9903.306(c).

—~ Based on the difference between the negotiated
incentives, fees, and profits and the amounts
that would have been negotiated had the cost
impact been known at the time the contracts
and subcontracts were negotiated.
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52.230-6(f)
Calculating Cost Impact - Changes

» Compute increased/decreased costs in the
aggregate by adding:

(1) Increased or decreased costs for fixed-price
contracts and subcontracts;

(2) Increased or decreased costs for flexibly priced
contracts and subcontracts; and

(3) Increase or decrease in contract and
subcontract incentives, fees, and profits.

105

52.230-6(f)
Calculating Cost Impact - Changes

* Equitable adjustments for required
changes:

— The estimated increase or decrease in
cost accumulations are the basis for
increasing contract prices, including
target prices and cost ceilings.

52.230-6(g), GDM Proposal
Noncompliances

» Calculate the cost impact in
accordance with paragraph (i) of
the clause.

107

52.230-6(g), GDM Proposal
Noncompliances

= Use one or more of the following methods to determine
the increase or decrease in cost accumulations:

(i) A representative sample of affected CAS-covered
contracts and subcontracts.

(i) When the noncompliance involves cost accumulation:

(A) For purposes of computing increased costs in the
aggregate, the change in indirect rates multiplied by
the applicable base for flexibly-priced contracts and
subcontracts.

(B) For purposes of determining interest, the change in
indirect rates multiplied by the appllcable base for
flexibly priced and fixed-price contracts and
subcontracts.

(i) Any other method that provides a reasonable

approximation of the total increase or decrease in .
contract and subcontract prices and cost accumulation§®
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52.230-6(g), GDM Proposal
Noncompliances

* Format acceptable to the CFAO but must include:

(1) Total increase or decrease in prices and cost accumulations, b
executive agency, including any impact on incentives, fees, an
profits, for:

(A) Fixed-price contracts and subcontracts;
(B) Flexibly priced contracts and subcontracts.

(2) Increased or decreased costs to the Gowt. for:
(A) Fixed-price contracts and subcontracts;
(B) Flexibly priced contracts and subcontracts.

(3) Total overpayments and underpayments made by the Govt. during
the period of noncompliance.

(4) When requested by the CFAQ, all affected CAS-covered contracts
and subcontracts.
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52.230-6(h), DCI Proposal
Noncompliances

» Calculate cost impact in accordance with paragraph (i) of
the clause.
= Show estimated increase/decrease in cost
accumulations for each affected CAS-covered contract
and subcontract unless CFAQC and contractor agree to:
— (i} Include only affected CAS-covered contracts and
subcontracts exceeding a specified amount; and
— (i) Estimate the total increase/decrease in cost
accumulations for all affected CAS-covered contracts
and subcontracts using results in (i).

52.230-6(h), DCI Proposal
Noncompliances

* May be in any format acceptable to the
CFAO but, as a minimum, must include
the requirements at 30.605(f)(2)(i).

* When requested by the CFAOQ, identify all
affected contracts and subcontracts.

"

52.230-6(i)
Calculating Cost Impact -Noncompliances

¢ Include all affected CAS-covered contracts
and subcontracts regardless of their status
(i.e., open or closed) or the fiscal years in
which the costs were incurred (i.e.,
whether or not the final indirect cost rates
have been established).
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52.230-6(i), Calculating Cost Impact
Noncompliances - Cost Estimating

* Compute the increase or decrease for affected
CAS-covered contracts and subcontracts based
on the difference between—

(i) The negotiated contract or subcontract price
(negotiated price); and

(il) What the negotiated price would have been had
the contractor used a compliant practice
(compliant price).
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52.230-6(i), Calculating Cost Impact
Noncompliances - Cost Estimating

Increased and decreased costs to the
Government includes only fixed-price contracts
and is computed as follows:

Increased costs =
Negotiated price > Compliant price

Decreased costs =
Negotiated price < Compliant price
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52.230-6(i), Calculating Cost Impact
Noncompliances - Cost Accumulating

« Compute the increase or decrease for affected
CAS-covered contracts and subcontracts based
on the difference between—

(i) Costs that were accumulated under the
noncompliant practice (Noncompliant); and

(i) The costs that would have been accumulated
using a compliant practice (Compliant).
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52.230-6(i), Calculating Cost Impact
Noncompliances - Cost Accumulating

Increased and decreased costs to the
Government include only flexibly priced
contracts and is computed as follows:

Increased costs =
Noncompliant > Compliant

Decreased costs =
Noncompliant < Compliant
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52.230-6(i), Calculating Cost Impact
Noncompliances
» Incentives, Fees, and Profits:

— Calculate the total increase or decrease in
accordance with CFR 9903.306(c).

- Based on the difference between the
negotiated incentives, fees, and profits and
the amounts that would have been negotiated
had the contractor used a compliant practice.
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52.230-6(i), Calculating Cost Impact
Noncompliances - Cost Estimating

» Compute increased/decreased costs in the
aggregate by adding:

(1) Increased or decreased costs for fixed-
price contracts and subcontracts;

(2) Increase or decrease in contract and
subcontract incentives, fees, and profits.
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52.230-6(i), Calculating Cost Impact
Noncompliances - Cost Accumulating

* Compute increased/decreased costs in the
aggregate by adding:

(1) Increased or decreased costs for flexibly
priced contracts and subcontracts;

(2) Increase or decrease in contract and
subcontract incentives, fees, and profits.
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52.230-6(j), Failure to Submit

= If the contractor does not submit the required proposal
or correct the noncompliance the CFAO—

(1) Estimates the cost impact; and

(2) Takes one or both of the following actions:

— Withholds an amount not to exceed 10 percent of
each subsequent payment related to the contractor's
CAS-covered contracts up to the estimated general
dollar magnitude of the cost impact;

— Issues a final decision in accordance with 33.211 and
unilaterally adjust the contract(s) by the estimated
amount of the cost impact.
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52.230-6(k), Contract Adjustments

¢ Agree to make appropriate contract and
subcontract modifications to reflect
required adjustments; and

* Repay the Government for any aggregate
increased cost paid to the contractor.

121

52.230-6(l), Subcontracts

* For all subcontracts subject to the clauses at FAR
52.230-2, 52.230-3, or 52.230-5—

(1) Include the substance of this clause in all negotiated
subcontracts;

(2) Within 30 days after award of the subcontract, submit
the following information to the CFAQ:
(i) Subcontractor's name and subcontract number.
(i) Dollar amount and date of award.
(iii) Name of Contractor making the award.

122

52.230-6(m), Subcontracts

* The prime contractor or higher-tier contractor must notify
the CFAQ in writing of any adjustments required to
subcontracts under this contract and agree to an
adjustment to this contract price or estimated cost and
fee.

* For subcontracts containing FAR 52.230-2, 52.230-3, or
52.230-5, require the subcontractor to comply with all
standards in effect on the date of award or of final
agreement on price, as shown on the subcontractor's
signed Certificate of Current Cost or Pricing Data,
whichever is earlier.
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This is a case to revise FAR Part 30, Cost Accounting Standards Administration, to add
a process for determining and resolving the cost impact on contracts and subcontracts when a
contractor makes a compliant change to a cost accounting practice or follows a noncompliant
practice.

This second proposed rule (Attachment 1) includes changes resulting from discussions
between DARC/CAAC staffs and OFPP. The main differences between the first proposed
rule that was published on April 18, 2000 and this second proposed rule are summarized in
paragraph A, Supplementary Information - Background portion of the proposed Federal
Register Notice (Attachment 2).

The Administrator, OFPP (Angela Styles) and DCAA staff agree with the changes. The
chairman of the FAR 31 Ad Hoc Committee will provide background regarding the proposed
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COST ACCOUNTING STANDARDS ADMINISTRATION
DRAFT PROPOSED RULE
FAR CASE 1999-025

The second proposed rule, as approved by the DARC and CAAC,
serves as the baseline. OFPP changes to the baseline are
represented by [bold print in brackets] for new language and

Strikethrough for deleted language.

PART 30—COST ACCOUNTING STANDARDS ADMINISTRATION

Sec.
30.000 Scope of part.
30.001 Definitions.

Subpart 30.6—CAS Administration

30.601 Responsibility.

30.602 Materiality.

30.603 Changes to disclosed or established cost accounting
practices.

30.603-1 Required changes

30.603-2 Unilateral and desirable changes.

30.604 Processing changes to disclosed or established cost
accounting practices.

30.605 Processing noncompliances.

30.606 Resolving cost impacts.

30.607 Subcontract administration.

%* * * * *

30.001 Definitions. As used in this part—

*Affected CAS-covered contract or subcontract” means a
contract or subcontract subject to Cost Accounting Standards
(CAS) rules and regulations for which a contractor or
subcontractor—

(1) Used one cost accounting practice to estimate costs
and a changed cost accounting practice to accumulate and report
costs under the contract or subcontract; or

(2) TUsed a noncompliant practice for purposes of
estimating or accumulating and reporting costs under the
contract or subcontract.

"Cognizant Federal agency official (CFAO)" means the
contracting officer assigned by the cognizant Federal agency to
administer CAS.



"Desirable change" means a [unilateral] eempliant change to
a contractor's established or disclosed cost accounting
practices that the CFAO finds is desirable and not detrimental
to the Government and is therefore not subject to the no
increased cost prohibition provisions of CAS-covered contracts
and subcontracts affected by the change.

"Fixed-price contracts and subcontracts” means—

(1) Fixed-price contracts and subcontracts described at
16.202, 16.203+—36265 and 16.207;
(2) Fixed-price incentive contracts and subcontracts where

the price is not adjusted based on actual costs incurred
(Subpart 16.4);

(3) Orders issued under indefinite-delivery contracts and
subcontracts where final payment is not based on actual costs
incurred (Subpart 16.5); and

(4) The fixed-hourly rate portion of time-and-materials
and labor-hours contracts and subcontracts (Subpart 16.6).

"Flexibly-priced contracts and subcontracts" means—

(1) Fixed-price contracts and subcontracts described at
16.204[, 16.205] and 16.206;
(2) Cost-reimbursement contracts and subcontracts (Subpart

16.3);

(3) Incentive contracts and subcontracts where the price
may be adjusted based on actual costs incurred (Subpart 16.4);

(4) Orders issued under indefinite-delivery contracts and
subcontracts where final payment is based on actual costs
incurred (Subpart 16.5); and

(5) The materials portion of time-and-materials contracts
and subcontracts (Subpart 16.6).

"Noncompliance" means a failure in estimating,
accumulating, or reporting costs to—

(1) Comply with applicable CAS; or

(2) Consistently follow disclosed or established cost
accounting practices.

"Required change" means—

(1) A change in cost accounting practice that a contractor
is required to make in order to comply with a CAS, or a
modification or interpretation thereof, that subsequently
becomes applicable to an existing CAS-covered contract due to
the receipt of another CAS-covered contract or subcontract; or

{(2) A prospective change to a disclosed or established
cost accounting practice when the CFAO determines that the
former practice was in compliance with applicable CAS and the
change is necessary for the contractor to remain in compliance.

"Unilateral change" means a change in cost accounting
practice from one compliant practice to another compliant
practice that a contractor with a CAS-covered contract(s) or
subcontracts(s) elects to make that has not been deemed a
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desirable change by the CFAO0 and for which the Government will
pay no aggregate increased costs.

* * * * *

Subpart 30.l1-General
30.101 Cost Accounting Standards.
(a) * * * CAS * * *

Subpart 30.2-CAS Program Requirements

30.201-3 Solicitation provisions.
* * * * *

(c) Insert the provision at FAR 52.230-7, Proposal
Disclosure-Cost Accounting Practice Changes, in solicitations
for contracts subject to CAS as specified in 48 CFR 9503.201
(FAR Appendix).

* * * * *

30.202-6 Responsibilities.

(a) * * *

(b) The contracting officer [shall] must not award a CAS-
covered contract until the cognizant Federal agency official
(CFAQ) has made a written determination that a regquired
Disclosure Statement is adequate unless, in order to protect the
Government's interest, the agency head, on a nondelegable basis,
authorizes award without obtaining submission of the {regquired]
Disclosure Statement (see 48 CFR 9903.202-2). 1In this event,
the CFAO [shall] must make a determination of adequacy as soon
as possible after the award.

{c) The auditor is responsible for * * *

{(d) The CFAQO is responsible for issuing determinations of
adequacy and compliance of the Disclosure Statement.

30.202-7 Determinations.

(a) Adequacy determination. (1) As prescribed by 48 CFR
9903.202-6 (FAR Appendix), the [cognizant] auditor [shall] must—
(i) Conduct a review of the Disclosure Statement

to ascertain whether it is current, accurate, and complete; and
{(ii) Report the results to the CFAO.
(2) The CFAO [shall] must determine if the Disclosure
Statement adequately describes the contractor’s cost accounting
practices. Also, the CFAO [shall] muast-
(1) If the Disclosure Statement is adequate,
notify the contractor in writing, and provide a copy to the
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auditor with a copy to the contracting officer if the proposal
triggers submission of a Disclosure Statement. The notice of
adequacy [shall] must state that—

(A) The disclosed practices are adequately
described and the CFAO currently is not aware of any additional
practices that should be disclosed;

(B) The notice is not a determination that
all cost accounting practices were disclosed; and

(C) The contractor [shall] must not
consider a disclosed practice, by virtue of such disclosure, an
approved practice for estimating proposals or accumulating and
reporting contract and subcontract cost data; or

(ii) TIf the Disclosure Statement is inadequate,

notify the contractor of the inadequacies and request a revised
Disclosure Statement.

(3) Generally, the CFAO should furnish the contractor
notification of adeguacy or inadequacy within 30 days after the
CFAO receives the Disclosure Statement.

{(b) Compliance determination. (1) After the notification
of adequacy, the auditor [shall] muse—

(i) Conduct a detailed compliance review to
ascertain whether or not the disclosed practices comply with
[CcCAS and] Part 31[, as applicable] ard—the-CAS; and

(ii) Advise the CFAO of the results.

(2) The CFAO [shall] must make a determination of
compliance or take action regarding a report of alleged
noncompliance in accordance with 30.605(b).

30.202-8 Subcontractor Disclosure Statements.

(a) When the Government requires determinations of
adequacy of subcontractor Disclosure Statements, the CFAO for
the subcontractor [shall] must provide this determination to the
CFAO for the contractor or next higher-tier subcontractor. The
higher-tier CFAO [shall] mwst not change the determination of
the lower-tier CFAO.

FAR 30.6—CAS Administration

30.601 Responsibility.

(a) The CFAO {shall] must perform CAS administration for
all contracts and subcontracts in a business unit, even when the
contracting officer retains other administration functions. The
CFAO [shall] must make all CAS-related determinations and
findings (see Subpart 1.7) for all CAS-covered contracts and
subcontracts, including—
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(1) Whether a change in cost accounting practice or
noncompliance has occurred; and

(2) If a change in cost accounting practice or
noncompliance has occurred, how any resulting cost impacts are
resolved.

(b)Y Within 30 days after the award of any new contract
subject to CAS, the contracting officer making the award [shalll]
must request the CFAO to perform administration for CAS matters
(see Subpart 42.2). For subcontract awards, the contractor
awarding the subcontract [shall] must follow the procedures at
52.230-6(1).

30.602 Materiality.

(a) In determining materiality, the CFAO [shall] must use
the criteria in 48 CFR 9903.305 (FAR Appendix).

(b) A CFAQC determination of materiality-—

(1) May be made before or after a general dollar
magnitude proposal has been submitted, depending on the
particular facts and circumstances; and

(2) [Shall] must be based on adequate documentation.

(c) When the amount involved is immaterial, the CF2A0
[shall] must —

(1) Make no contract adjustments and conclude the

cost impact process; and

(2) In the case of noncompliance issues, inform the
contractor that-—
(i) The noncompliance should be corrected; and
(ii) If the noncompliance is not corrected, the

Government reserves the right to make appropriate contract
adjustments should the cost impact become material in the
future.

(d) [For required, unilateral, and desirable changes, and
CAS noncompliances,] W[wlhen the amount involved is material+
the CFAO [shall] must adjust the contract or use another

suitable method (see 30.606) fer-reguired—unmitateral,—and
desirable—changes—ond-CAS noncomplionces.

30.603 Changes to disclosed or established cost accounting
practices.

30.603-1 Required changes.

(a) General. Offerors [shall] must state whether or not
the award cf a contract would require a change to an established
cost accounting practice affecting existing contracts and
subcontracts (see 52.230-1). The contracting officer I[shall]
maxsE notify the CFAO if the offeror states that a change in cost
accounting practice would be required.
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(b) CFAO Responsibilities. Prior to making an eguitable
adjustment under the applicable paragraph(s) that address a
required change at 52.230-2, Cost Accounting Standards,
52.230-3, Disclosure and Consistency of Cost Accounting
Practices, or 52.230-5, Cost Accounting Standards—Educational
Institution, the CFAO [shall] must determine that-—

(1) The cost accounting practice change is required
to comply with a CAS, or a modification or interpretation
thereof, that subsequently became applicable to one or more
contracts or subcontracts; or

(2) The former cost accounting practice was in
compliance with applicable CAS and the [planned] change is
necessary [for the contractor] to remain in compliance.

(c) Notice and proposal preparation. (1) When the award
of a contract would require a change to an established cost
accounting practice, the provision at 52.230-7, Proposal
Disclosure-Cost Accounting Practice Changes, requires the
offeror to—

(i) Prepare the contract pricing proposal in
response to the solicitation using the changed cost accounting
practice for the period of performance for which the practice
will be used; and

(ii) Submit a description of the changed cost
accounting practice to the contracting officer and the CFAO as
pricing support for the proposal.

(2) When a change is required to remain in compliance
(for reasons other than a contract award) or to comply with a
new or modified standard, the clause at 52.230-6, Administration
of Cost Accounting Standards, requires the contractor to—

(1) Submit a description of the change to the
CFAO not less than 60 days (or other mutually agreeable date)
before implementation of the change; and

(ii) Submit rationale to support any contractor
assertion that the cost impact of the change is immaterial.

(d) Eguitable adjustments for new or modified standards.

(1) Required changes made to comply with new or
modified standards may require egquitable adjustments, but only
to those contracts awarded before the effective date of the new
or modified standard (see 52.230-2, 52.230-3, or 52.230-5).

(2) When a contractor elects to implement a required
change to comply with a new or modified standard prior to the
applicability date of the standard, the CFAO [shalll] must
administer the change as a unilateral change (see 30.603-2).
Contractors [shall] must not receive an equitable adjustment
that will result in increased costs in the aggregate paid by the
Government prior to the applicability date unless the CFAO
determines that the unilateral change is a desirable change.
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30.603-2 Unilateral and desirable changes.

(a) Unilateral changes. (1) The contractor may
unilaterally change its disclosed or established cost accounting
practices, but the Government [shall] must not pay any increased
cost, in the aggregate, as a result of the unilateral change.

(2) Prior to making any contract price or cost
adjustments under the applicable paragraph(s) of the clause
addressing a unilateral change at 52.230-2, 52.230-3, or
52.230-5, the CFAO [shall] must determine that—

{i) The [contemplated] contract price or cost
adjustments will protect the Government from the payment of [the
estimated] increased costs, in the aggregate; and

(ii) The net affect of the [contemplated]
adjustments will not result in the recovery of more than the
increased costs paid [to] by the Government, in the aggregate.

(b) Desirable changes. (1) Prior to taking action under
the applicable paragraph({s) addressing a desirable change at
52.230-2, 52.230-3, or 52.230-5, the CFAO [shall] must determine
the change is a desirable change and not detrimental to the
interests of the Government.

(2) Until the CFA0 has determined a change to a cost
accounting practice is a desirable change, the change is a
unilateral change.

(3) Some factors to consider in determining if a
change is a desirable change include, but are not limited to,
whether—

(i) The contractor must change the cost
accounting practices it uses for Government contract and
subcontract costing purposes to remain in compliance with the
provisions of Part 31;

[(ii)] &3+ The contractor is initiating
management actions directly associated with the change that will
result in cost savings for segments with CAS-covered contracts
and subcontracts over a period for which forward pricing rates
are developed or five years, whichever is shorter, and the cost
savings are reflected in the forward pricing rates; and

[(1ii)] - Funds are available if the
determination would necessitate an upward adjustment of contract
cost or price.

(c) Notice and proposal preparation. {1) When a
contractor makes a unilateral change, the clause at 52.230-6,
Administration of Cost Accounting Standards, requires the
contractor to—
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(i) Submit a description of the change to the CFAO
not less than 60 days (or other mutually agreeable date) before
implementation of the change; and

(ii) Submit rationale to support any contractor
assertion that the cost impact of the change is immaterial.

(2) If a contractor implements the change in cost
accounting practice without submitting the notice as required in
paragraph {(c) (1) of this subsection, the CFAQO may determine the
change a failure to follow a cost accounting practice
consistently and process it as a noncompliance in accordance
with 30.605.

(d) Retroactive changes. (1) If a contractor requests
that a unilateral change be retroactive, the contractor [shall]
mast submit supporting rationale.

(2) The CFAO [shall] must promptly evaluate the
contractor's request and [shall] must, as soon as practical,
notify the contractor in writing whether the regquest is or is
not approved.

(3) The CFAQO [shall] must not approve a date for the
retroactive change that is before the beginning of the
contractor's fiscal year in which the request is made.

(e) Contractor accounting changes due to external
restructuring activities. The requirements for contract price
and cost adjustments do not apply to compliant cost accounting
practice changes that are directly associated with external
restructuring activities that are subject to and meet the
requirements of 10 U.S.C. 2325. However, the disclosure
requirements in 30.603-2 [shall] must be followed.

30.604 Processing changes to disclosed or established cost
accounting practices.

(a) Scope. This section applies to required, unilateral,
and desirable changes in cost accounting practices.
(b) Procedures. Upon receipt of the contractor's

notification and description of the change in cost accounting
practice, the CFAQ, with the assistance of the auditor, should
review the proposed change concurrently for adegquacy and
compliance. The CFAO [shall] must —

{1) If the description of the change is both adequate
and compliant, notify the contractor in writing and-—

(i) For required or unilateral changes (except
those requested to be determined desirable changes), request the
contractor submit a general dollar magnitude (GDM) proposal by a
specified date, unless the CFAO determines the cost impact is
immaterial; or

(ii) For unilateral changes that the contractor
requests to be determined desirable changes, inform the
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contractor that the request must include supporting rationale
and—

(A) For any request based on the criteria
in 30.603-2(b) (3) (1ii+), the data necessary to demonstrate the
required cost savings; or

(B} For any request other than those based
on the criteria in 30.603-2(b) (3) (ii4), a GDM proposal and any
other data necessary for the CFAO to determine if the change is
a desirable change;

(2) If the description of the change is inadequate,
request a revised description of the new cost accounting
practice; and

(3) If the disclosed practice is noncompliant, notify
the contractor in writing that, if implemented, the CFAO will
determine the cost accounting practice to be noncompliant and
process it accordingly.

(c) Evaluating requests for desirable changes. (1) When a
contractor requests a unilateral change be determined a
desirable change, the CFAO [shall] muast promptly evaluate the
contractor's request and, as soon as practical, notify the
contractor in writing whether the change is a desirable change
or the request is denied.

(2) If the CFAO determines the change is a desirable
change, the CFAO [shall] must negotiate any cost or price
adjustments that may be needed to resolve the cost impact (see
30.606) .

(3) If the request is denied, the change is a unilateral
change and [shall] must be processed accordingly.

(d) General dollar magnitude proposal. The GDM proposal—

(1) Provides information to the CFAO on the estimated
overall impact of a change in cost accounting practice on
affected CAS-covered contracts and subcontracts that were
awarded based on the previous cost accounting practice; and

(2) Assists the CFAO in determining whether
individual contract price or cost adjustments are regquired.

(e) General dollar magnitude proposal content. The GDM
proposal—

(1) [Shall] must calculate the cost impact in
accordance with paragraph (h) of this section.

(2) May use one or more of the following methods to
determine the increase or decrease in cost accumulations:

(i) A representative sample of affected
CAS-covered contracts and subcontracts.

(1ii) The change in indirect rates multiplied by
the total estimated base computed for each of the following
groups:

(A) Fixed-price contracts and subcontracts.
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{(B) Flexibly-priced contracts and
subcontracts.

(iii) Any other method that provides a reasonable
approximation of the total increase or decrease in cost
accumulations [for all affected fixed-price and flexibly-priced
contracts and subcontracts];

(3) May be in any format acceptable to the CFAO but,
as a minimum, [shall] must include the following data:

(1) The [estimated] £e+tal}t increase or decrease in
cost accumulations by executive agency, including any impact the
change may have on contract and subcontract incentives, fees,
and profits, for each of the following groups:

(A) Fixed-price contracts and subcontracts.
(B) Flexibly-priced contracts and
subcontracts.

(ii) For unilateral changes, the [estimated]
increased or decreased costs [to] paidby the Government for
each of the following groups:

(A) Fixed-price contracts and subcontracts.
(B) Flexibly-priced contracts and
subcontracts; and
(4) When regquested by the CFAO, [shall] must identify
all affected CAS-covered contracts and subcontracts.

(f) General dollar magnitude proposal evaluation. The
CFAO, with the assistance of the auditor, [shall] must promptly
evaluate the GDM proposal. If the cost impact is immaterial,

the CFAO [shall] must notify the contractor in writing and
conclude the cost impact process with no contract adjustments.
Otherwise, the CFAO [shalll] must—

{1l) Negotiate and resolve the cost impact (see
30.606). 1If necessary, the CFAO may request that the contractor
submit a revised GDM proposal by a specified date with specific
additional data needed to resolve the cost impact (e.g., an
expanded sample of affected CAS-covered contracts and
subcontracts or a revised method of computing the increase or
decrease in cost accumulations); or

(2} Reqguest that the contractor submit a detailed
cost-impact (DCI) proposal by a specified date if the CFAO
determines that the GDM proposal is not sufficient to resolve
the cost impact.

(g) Detailed cost—impact proposal. The DCI proposal—

(1) [Shalll must calculate the cost impact in
accordance with paragraph (h) of this section;

(2) [Shall]l must show the [estimated] increase or
decrease in cost accumulations for each affected CAS-covered
contract and subcontract unless the CFAQO and contractor agree
to—
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(i) Include only those affected CAS-covered
contracts and subcontracts exceeding a specified amount; and

(ii) Estimate the total increase or decrease in
cost accumulations for all affected CAS-covered contracts and
subcontracts, using the results in paragraph (g) (2) (i) of this
section;

(3) May be in any format acceptable to the CFAO but,
as a minimum, [shall] must include the regquirements at
paragraphs (e) (3) (i) and (ii) of this section; and

(4) When requested by the CFAO, [shall] must identify
all affected CAS-covered contracts and subcontracts.

(h) Calculating cost impacts. The cost impact
calculation [shall] must—

(1) Include all affected CAS-covered contracts and
subcontracts regardless of their status (i.e., open or closed)
or the fiscal year[(s)] in which the costs were incurred (i.e.,
whether or not the final indirect cost rates have been
established) ;

(2) Combine the cost impact for all affected
CAS-covered contracts and subcontracts for all segments if the
effect of a change results in costs flowing between those
segments;

(3) Compute the increase or decrease in cost
accumulations for affected CAS-covered contracts and
subcontracts based on the difference between—

(1) The estimated cost to complete using the
current practice; and

(ii) The estimated cost to complete using the
changed practice;

(4) For unilateral changes—

(i) Determine the increased or decreased cost
[to] paid—by¥ the Government for fixed-price contracts and
subcontracts as follows:

(A) When the amount in (h) (3) (i) exceeds
the amount in (h) (3) (1i) of this section, the difference is
increased cost [to the Government] paid.

(BY When the amount in (h)(3)(i) is less
than the amount in (h) (3) (ii) of this section, the difference is
decreased cost [to the Government] paid;

(ii) Determine the increased or decreased cost
praid by the Government for flexibly-priced contracts and
subcontracts as follows:

(A) When the amount in (h) (3) (i) exceeds the
amount in (h) (3) (ii) of this section, the difference is
decreased cost [to the Government] paids

(B) When the amount in (h) (3)(i) is less than
the amount in (h) (3) (ii) of this section, the difference is
increased cost [to the Government] paid; and
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[(iii) Calculate the total increase or decrease in
contract and subcontract incentives, fees, and profits
associated with the increased or decreased cost to the
Government in accordance with 48 CFR 9903.306(c). The
associated increase or decrease is based on the difference
between the negotiated incentives, fees, and profits and the
amounts that would have been negotiated had the cost impact been
known at the time the contracts and subcontracts were
negotiated.]
[(iv)] 43333 Calculate the increased or decreased
cost [to]l paid-by the Government in the aggregate by adding—
(A) The increased or decreased costs [to the
Government] paid for fixed-price contracts and subcontracts;
(B) The increased or decreased costs [to the
Government] paid for flexibly-priced contracts and subcontracts;
and
{C) The total increase or decrease in contract
and subcontract incentives, fees, and profits [computed in
(h)(4) (iii) of this section;] asseciated-with the inereased—or

L | L ™y = o 3 o ) o = S e o P o

(5) For equitable adjustments for required changes-—

(1) [Estimated] I[ilncreased cost accumulations
are the basis for increasing contract eest—e¥ pricels, including
target prices and cost ceilings]; and

(ii) [Estimated] Pl[d]ecreased cost accumulations
are the basis for decreasing contract eest—er pricels, including
target prices and cost ceilings].

(1) Remedies. If the contractor does not submit the
accounting change description or the proposals required in
paragraph (d) or (g) of this section within the specified time,
or any extension granted by the CFA0, the CFAO [shall] must—

(1) With the assistance of the auditor, estimate the
general dollar magnitude of the cost impact on affected
CAS-covered contracts and subcontracts; and

(2) Take one or both of the following actions—

(1) Withhold an amount not to exceed 10 percent
of each subseguent payment related to the contractor's affected
CAS-covered contracts (up to the estimated general dollar

magnitude of the cost impact), until the contractor furmishes
the required information.
(i1) Issue a final decision 1n accordance with

33.211 and unilaterally adjust the contract(s) by the estimated
amount of the cost impact.
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30.605 Processing noncompliances.

(a) General. Prior to making any contract price or cost
adjustments under the applicable paragraph(s) addressing
noncompliance at 52.230-2, 52.230-3, or 52.230-5, the CFAO
[shall] must determine that—

(1) The [contemplated] contract price or cost
adjustments will protect the Government from the payment of
increased costs, in the aggregate; and

(2) The net affect of the [contemplated contract price
or cost] adjustments will not result in the recovery of more
than the increased costs [to] paid-by the Government, in the
aggregate.

[(3) The net effect of any invoice adjustments made to
correct an estimating noncompliance will not result in the
recovery of more than the increased cost paid by the Government,
in the aggregate.

(4) The net effect of any interim and final voucher
billing adjustments made to correct a cost accumulation
noncompliance will not result in the recovery of more than the
increased cost paid by the Government, in the aggregate.]

{(b) Notice and determination. {1) Within 15 days of
receiving a report of alleged noncompliance from the auditor,
the CFAO [shall] mwust—

(i) Notify the auditor that the CFAO disagrees
with the alleged noncompliance; or

(ii) Issue a notice of potential noncompliance to
the contractor and provide a copy to the auditor.

(2) The notice of potential noncompliance [shall]
mEstE—

(1)1 Notify the contractor in writing of the
exact nature of the noncompliance; and

[(11) Allow the contractor 60 days or other
mutually agreeable date) to—

(A) Agree or submit reasons why the
contractor considers the existing practices to be in compliance;
and

{B) Submit rationale to support any
assertion that the cost impact of the noncompliance is
immaterial.

(3) The CFAO [shall] must—

(1) If applicable, review the reasons why the
contractor considers the existing practices to be compliant or
the cost impact to be immaterial; :

{1i) Make a determination of compliance or
noncompliance consistent with 1.704; and

{1i1)] Notify the contractor and the auditor in
writing of the determination of compliance or noncompliance, and
the basis for the determination.

11/19/02 13




(4) If the CFAO makes a determination of
noncompliance, the CFAO [shall] must follow the procedures in
paragraphs (c) through (h) of this section, as appropriate,
unless the CFAO also determines the cost impact is immaterial.
If immaterial, the CFAO [shall] must—

(1) Inform the contractor in writing that—
(A) The noncompliance should be corrected;
and
(B) If the noncompliance is not corrected,
the Government reserves the right to make appropriate contract
adjustments should the noncompliance become material in the
future; and

(ii) Conclude the cost impact process with no
contract adjustments.
(c) Correcting Noncompliances.

(1) The clause at 52.230-6 requires the contractor to
submit a description of any cost accounting practice change
needed to correct a noncompliance within 60 days after the
earlier of—

(1) Agreement with the CFAO that there is a
noncompliance; or

(1i) Notification by the CFAO of a determination
of noncompliance.

(2) The CFAO, with the assistance of the
auditor, should review the proposed change [to correct the
noncompliance] concurrently for adequacy and compliance (see
30.202-7). The CFAO [shall] must-

(i) When the description of the change is both
adequate and compliant-

[A) Notify the contractor in writing;

(B) Reguest that the contractor submit by a
specified date a general dollar magnitude (GDM) proposal, unless
the CFAQO determines the cost impact is immaterial; and

(C) Follow the procedures at paragraph (b) (4)
of this section if the CFAO determines the cost impact is
immaterial.

(1ii) If the description of the change is
inadequate, request a revised description of the new cost
accounting practice.

(iii) If the disclosed practice i1is noncompliant,
notify the contractor in writing that, if implemented, the CFAO
will determine the cost accounting practice to be noncompliant
and process it accordingly.

(d) General dollar magnitude proposal content. The GDM
proposal— '
(1) [Shall] must calculate the cost impact in
accordance with paragraph (h) of this section.
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(2) May use one or more of the following methods to
determine the increase or decrease in contract and subcontract
pricels] or cost accumulations[, as applicable]:

(1) A representative sample of affected
CAS-covered contracts and subcontracts affected by the
noncompliance.

(ii) When the noncompliance involves cost
[accumulation:] aeeumuiating

[(A) For purposes of computing increased cost
in the aggregate,] the change in indirect rates multiplied by
the [applicable] +£etal-estimated base for emdty flexibly-priced
contracts and subcontracts.

[ (B) For purposes of determining interest, the
change in indirect costs multiplied by the applicable base for
flexibly-priced and fixed-price contracts and subcontracts.]

(iii) Any other method that provides a reasonable
approximation of the total increase or decrease [in contract and
subcontract prices and cost accumulations];

(3) May be in any format acceptable to the CFAO but,
as a minimum, [shall] must include the following data:

(1) The total increase or decrease in contract and
subcontract pricels] and cost accumulations[, as applicable,] by
executive agency, including any impact the noncompliance may
have on contract and subcontract incentives, fees, and profits,
for each of the following groups:

(A) Fixed-price contracts and subcontracts;
(B) Flexibly-priced contracts and
subcontracts.

(ii) The increased or decreased costs [to] paid-b¥
the Government for each of the following groups:

(A) Fixed-price contracts and subcontracts;
(B) Flexibly-priced contracts and
subcontracts.

(iii) The total overpayments [and underpayments]
made by the Government during the period of noncompliance. The
total overpayments [and underpayments shall] must be broken down
by quarter unless each of the guarterly amounts billed during
the period of noncompliance were approximately equal; and

(4) When requested by the CFAO, [shall] smust identify
all affected CAS-covered contracts and subcontracts.

(e} General dollar magnitude proposal evaluation. The
CFA0O [shall] mwast promptly evaluate the GDM proposal. If the
cost impact is immaterial, the CFAO [shalll must follow the
requirements in paragraph (b) (4) of this section. Othexwise,
the CFAO (shall] must—

(1) Negotiate and resolve the cost impact (see
30.606). 1If necessary, the CFAO'may request the contractoxr
submit a revised GDM proposal by a specified date, with specific
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additional data needed to resolve the cost impact (e.g., an
expanded sample of affected CAS-covered contracts and
subcontracts or a revised method of computing the increase or
decrease in contract and subcontract price and cost
accumulations); or

(2) Redquest that the contractor submit a
detailed cost-impact {(DCI) proposal by a specified date if the
CFAQO determines that the GDM proposal is not sufficient to
resolve the cost impact.

(f) Detailed cost-impact proposal. The DCI proposal-

(1) [Shall] Must calculate the cost impact in
accordance with paragraph (h) of this section.

(2) [Shall] Must show the increase or decrease in price
and cost accumulations[, as applicable] for each affected
CAS-covered contract and subcontract unless the CFAO and
contractor agree to—

(1) Include only those affected CAS-covered
contracts and subcontracts having—
(A) Contract and subcontract values exceeding
a specified amount when the noncompliance involves estimating
costs; and
(B) Incurred costs exceeding a specified
amount when the noncompliance involves accumulating costs; and
(11) Estimate the total increase or decrease in
price and cost accumulations for all affected CAS-covered
contracts and subcontracts using the results in paragraph
(£){2) (1) of this section;

(3) May be in any format acceptable to the CFAO but, as
a minimum, [shall] must include the information in paragraphs
(d) (3)4++3+—and—43+3i3 of this section; and

(4) When requested by the CFAQO, [shall] mwmst identify
all affected CAS-covered contracts and subcontracts.

(g) Interest. Ixnaccordance-—with-the—elouse ot
5223025223803 —er52-230-5—+[Tlhe CFAO [shall]l must—

(1) Separately identify interest on any
increased cost paidl, in the aggregate,] by the-Governmernt as a
result of the noncompliance;

(2) Compute simple interest from the date of
overpayment to the time the adjustment is effected in accordance
with 26 U.S.C. 6621 (a)(2), as follows:

(i) If the quarterly amounts billed during
the period of noncompliance were approximately the same, use the
average interest rate and midpoint for the period of the
noncompliance as the baseline for the computation of interest.

{ii) If the quarterly amounts billed during
the period of noncompliance were not approximately the same, use
an alternate method [that computes simple interest from the date
of overpayment to the time the adjustment is effected].
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(h) Calculating cost impacts. The cost impact calculation
[shall] must—

(1) Include all affected CAS-covered contracts and
subcontracts regardless of their status (i.e., open or closed)
or the fiscal year in which the costs were incurred (i.e.,
whether or not the final indirect cost rates have been
established) ;

(2) Combine the cost impact for all affected
CAS-covered contracts and subcontracts for all segments if the
effect of a change results in costs flowing between those
segments;

{(3) For noncompliances that involve estimating costs,
compute the impact on contract and subcontract price emwtsy for
[flexibly-priced and] fixed-price contracts and subcontracts
[(the computation for the flexibly-priced contracts is used only
for purposes of determining any necessary adjustments to fee and
incentives)], based on the difference between—

(i) The negotiated contract or subcontract price;
and

(ii) What the negotiated price would have been had
the contractor used a compliant practice;

(4) For noncompliances that involve accumulating costs,
compute the impact on cost accumulations enty for
flexibly-priced [and fixed-price] contracts and subcontracts
[(the computation for the fixed-price contracts is used only for
purposes of determining interest on costs paid)], based on the
difference between—

(i) The costs that were accumulated under the
noncompliant practice; and
(1i1i) The costs that would have been accumulated

using a compliant practice (from the time the noncompliant
practice was first implemented until the date the noncompliant
practice was replaced with a compliant practice);

(5) [For purposes of determining increased costs in the
aggregate, for noncompliances that involve estimating costs,]
B[d] etermine the increased or decreased cost [to] paid-b¥ the
Government for fixed-price contracts and subcontracts as
follows:

(1) When the amount in (h) (3) (i) exceeds the
amount in (h) (3) (ii), the difference is increased cost [to the
Government] paid.

(ii) When the amount in (h) (3) (i) is less than the

amount in (h) (3) (ii), the difference is decreased cost [to the
Government] paid;
(6) [For purposes of determining increased costs in the

aggregate, for noncompliances that involve cost accumulation,]
B[d] etermine the increased or decreased cost [to]l paid-by the
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Government for flexibly-priced contracts and subcontracts as
follows:
(i) When the amount in (h) (4) (1) exceeds the

amount in (h) (4) (ii), the difference is de[in]creased cost [to
the Government] padid.

(ii) When the amount in (h) (4) (i) is less than the
amount in (h) (4) (ii), the difference is in[delcreased cost [to

the Government] paid; and

(7) [Calculate the total increase or decrease in
contract and subcontract incentives, fees, and profits
associated with the increased or decreased cost to the
Government in accordance with 48 CFR 9903.306(c). The
associated increase or decrease is based on the difference
between the negotiated incentives, fees, and profits and the
amounts that would have been negotiated had the contractor used
a compliant practice;

(8) For noncompliances that involve estimating costs,]
€[clalculate the increased or decreased cost [to] patd—b¥ the
Government, in the aggregate, by adding—

(i) The increased or decreased cost[s to the
Government] paid for fixed-price contracts and subcontracts;

+Hi-i—TFheinereasedoeor—deereased——ecosts—patd—Ffer
Hlexibly priced—econtracts—and subeontraetss+ and

(ii+) The total increase or decrease in contract
and subcontract 1ncentives, fees, and profits [computed in
(h)(7) of this section; and] asseeciated—with the inerecaseder
deereased costs paid— The-assoctated—inerease or-deerease—is

[(9) For noncompliances that involve accumulating costs,
calculate the increased or decreased cost to the Government, in
the aggregate, by adding-

(i) The increased or decreased costs to the
Government for flexibly-priced contracts and subcontracts, and

(ii) The total increase or decrease in contract and
subcontract incentives, fees, and profits computed in (h){7) of
this section.]

(i) Remedies. If the contractor does not correct the
noncompliance or submit the proposal required in paragraph (d)
or (f) of this section within the specified time, or any
extension granted by the CFAO, the CFA0O [shall] sust follow the
procedures at 30.604(1i).

30.606 Resolving cost impacts.
(a) General. (1) The CFAO [shall] must coordinate with
the affected contracting officers before negotiating and
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resolving the cost impact when the [estimated cost impact on]
eost—or—priee—of any of their contracts [is] mey be-inereasedoxr
deerecased—by at least $100,000. However, the CFAO has the sole
authority for negotiating and resolving the cost impact.

(2) The CFAO may resolve a cost impact attributed to
a change 1in cost accounting practice or a noncompliance by
adjusting a single contract, several but not all contracts, all
contracts, or any other suitable method.

(3) In resolving the cost impact, the CFAO—

(i) May combine the cost impacts of several
changes in cost accounting practices within a segment,
intermediate office, or home office only if the changes are
implemented in the same fiscal year;

(1i) May combine the cost impacts of two or more
segments [(e.g., a change that effects the flow of costs] whke=n
+he-ehanges—de—rnet—result In—ecosts—Howing between these
segments {or] +e—g-—+ the implementation of a common cost
accounting practice for two or more segments) ;

(iii) [Shall] must not combine the cost impact
of a change in cost accounting practice with the cost impact of
a noncompliant practice; ard

(iwv) {Shall] must not combine the cost impact of
one noncompliant practice with the cost impact of another
noncompliant practicel;]+ [and]

[(v) Shall not combine the cost impacts
attributable to different categories of compliant changes, i.e.,
required, unilateral, or desirable changes.]

(4) For desirable changes, the CFAO should consider
the [estimated cost] impact of associated management actions on
contract costs in resolving the cost impact.

(b) Negotiations. The CFAO [shall] must—

(1) Negotiate and resolve the cost impact on behalf of
all Government agencies; and

(2) At the conclusion of negotiations, prepare a
negotiation memorandum and send copies to the auditor and
affected contracting officers.

(c) Contract adjustments. (1) The CFAO may adjust some
or all contracts with a material cost impact, subject to the
provisions in paragraphl[s] (c) ([2]2) [through (c¢)(6)] of this
section.

(2) In selecting the contract or contracts to be
adjusted, the CFAO should assure, to the maximum extent
practical and subject to the provisions in paragraphls] (c) (3)
[through (c)(6)] of this section, that the adjustments reflect a
prorata share of the cost impact based on the ratio of the cost
impact of each executive agency to the total cost impact.

(3) For unilateral changes—and—raerncomptiances, the
CFAO [shalll must—
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(1) [To the maximum extent practical, N[n]ot
adjust the price upward for fixed-price contracts; and

(ii} If contract adjustments are made, preclude
payment of aggregate increased costs by taking one or both of
the following actions—

(A) Reduce the contract price on fixed-
price contracts.

{B) Disallow costs on flexibly-priced
contracts—[; and]

[(iii) The CFAO may, in consultation with the
affected Contracting Officers, increase or decrease individual
contract prices, including cost ceilings or target costs on
flexibly-priced contracts. In such cases, the CFAO shall limit
any upward contract price adjustments on affected contracts to
the amount of downward price adjustments to other affected
contracts, i.e., the aggregate value of all contracts affected
by a unilateral change shall not be increased (9903.201-6(b)).

(4) For noncompliances that involve estimating costs,
the CFAO -

(i) Shall, to the maximum extent practical, not
adjust the price upward for fixed-price contracts;

(ii) Shall, if contract adjustments are made,
preclude payment of aggregate increased costs by reducing the
contract price on fixed-price contracts.

(iii) The CFAO may, in consultation with the
affected Contracting Officers, increase or decrease individual
contract prices, including cost celilings or target costs on
flexibly-priced contracts. In such cases, the CFAO shall limit
any upward contract price adjustments to affected contracts to
the amount of dowvnward price adjustments to other affected
contracts, i.e., the aggregate wvalue of all contracts affected
by a noncompliance that involves estimating costs shall not be
increased (9903.201-6(4)).

(iv) Shall require the contractor to correct the
noncompliance, i.e., ensure that compliant cost accounting
practices will now be utilized to estimate proposed contract
costs.

(v) Shall require the contractor to adjust any
invoices that were paid based on noncompliant contract prices to
reflect the adjusted contract prices, after any contract price
adjustments are made to resolve the noncompliance.

(5) For noncompliances that involve cost accumulation,
the CFAO-

(i) sShall require the contractor to:

(A) Correct noncompliant contract cost
accumulations in the contractor’s cost accounting records for
affected contracts to reflect compliant contract cost
accumulations; and
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(B) Adjust interim payment requests (public
vouchers and/or progress payments) and final vouchers to reflect
the difference between the costs paid using the noncompliant
practice and the costs that should have been paid using the
compliant practice; or

(ii) Shall adjust contract prices. In adjusting
contract prices, the CFAO shall preclude payment of aggregate
increased costs by disallowing costs on flexibly-priced
contracts.

(A) The CFAO may, in consultation with the
affected Contracting Officers, increase or decrease individual
contract prices, including cost ceilings or target costs on
flexibly-priced contracts. In such cases, the CFAO shall limit
any upward contract price adjustments to affected contracts to
the amount of downward price adjustments to other affected
contracts, i.e., the aggregate value of all contracts affected
by a noncompliance that involves cost accumulation shall not be
increased (9503.201-6(d4)).

{B) Shall require the contractor to:

(1) Correct contract cost accumulations in
the contractor’s cost accounting records to reflect the contract
price adjustments; and

(2) Adjust interim payment requests (public
vouchers and/or progress payments) and final wvouchers to reflect
the contract price adjustments.]

([6]14) When contract adjustments are made, the
CFAO [shall] must—

(1) Execute the bilateral modifications if the
CFAO and contractor agree on the amount of the cost impact and
the adjustments (see 42.302(a) (11)(iv)); orxr

{(1i) When the CFAO and contractor do not agree on

the amount of the cost impact or the contract adjustments, issue
a final decision in accordance with 33.211 and unilaterally
adjust the contract(s).

(d) Alternate Methods. (1) The CFAO may use an
alternate method instead of adjusting contracts to resolve the
cost impact, provided the Government will not pay more, in the
aggregate, than would be paid if the CFAO did not use the
alternate method [and the contracting parties agree on the use
of that alternate method];

(2) The CFAO may not use an alternate method for
contracts when application of the alternate method to contracts
would result in—

(1) An underrecovery of monies by the Government
(e.g., due to cost overruns); or
(1i) Distortions of incentive provisions and

relationships between target costs, ceiling costs, and actual
costs for incentive type contracts.
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{3) When using an alternate method that excludes the

costs from an indirect cost pool, the CFAO [shall] must—

(1) Apply such exclusion only to the
determination of final indirect cost rates (42.705); and

(ii) Adjust the exclusion to reflect the
Government participation rate for flexibly-priced contracts and
subcontracts. For example, if there are [aggregate] increased
costs to the Government of $100,000, and the indirect cost pool
where the adjustment is to be effected has a Government
participation rate of 50 percent for flexibly-priced contracts
and subcontracts, the contractor [shall]l must exclude $200,000
from the indirect cost pool ({$100,000/50% = $200,000).

30.607 BSubcontract administration.

When a negotiated CAS price adjustment or a determination
of noncompliance is reguired at the subcontract level, the CFAO
for the subcontractor [shall] mwust furnish a copy of the
negotiation memorandum or the determination to the CFAC for the
contractor of the next higher-tier subcontractor. The CFAO of
the contractor or the next higher-tier subcontractor [shall]
must not change the determination of the CFAO for the lower-tier
subcontractor. If the subcontractor refuses to submit a GDM or
DCI proposal, remedies are made at the prime contractor level.

* * * * *

PART 52—-SOLICITATION PROVISIONS AND CONTRACT CLAUSES

52.230-6 Administration of Cost Accounting Standards.
Ag prescribed in 30.201-4(d) (1), insexrt the following
clause:

ADMINISTRATION OF COST ACCOUNTING STANDARDS
(DATE)

For the purpose of administering the Cost Accounting Standards
(CAS) requirements under this contract, the Contractor shall
take the steps outlined in paragraphs (b) through (i} and (k)
through (n) of this clause:

(a) Definitions. As used in this clause—

*Affected CAS-covered contract or subcontract” means a
contract or subcontract subject to CAS rules and regulations for
which a contractor or subcontractor—

(1) Used one cost accounting practice to estimate costs
and a changed cost accounting practice to accumulate and report
costs under the contract or subcontract; or
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(2) Used a noncompliant practice for purposes of
estimating or accumulating and reporting costs under the
contract or subcontract.

"Cognizant Federal agency official (CFAO)" means the
contracting officer assigned by the cognizant Federal agency to
administer the CAS.

"Desirable change" means a compliant change to a
contractor's established or disclosed cost accounting practices
that the CFAO finds is desirable and not detrimental to the
Government and is therefore not subject to the no increased cost
prohibition provisions of CAS-covered contracts and subcontracts
affected by the change.

"Fixed-price contracts and subcontracts” means—

{l1) Fixed-price contracts and subcontracts described
at FAR 16.202, 16.203+—36=285 and 16.207;

(2) Fixed-price incentive contracts and subcontracts
where the price is not adjusted based on actual costs incurred
(FAR Subpart 16.4); )

(3) Orders issued under indefinite-delivery contracts
and subcontracts where final payment is not based on actual
costs incurred (FAR Subpart 16.5); and

(4) The fixed-hourly rate portion of time-and-
materials and labor-hours contracts and subcontracts (FAR
Subpart 16.6).

"Flexibly-priced contracts and subcontracts" means—

(1) Fixed-price contracts and subcontracts described
at FAR 16.204[, 16.205] and 16.206;

(2) Cost-reimbursement contracts and subcontracts
(FAR Subpart 16.3);

(3) Incentive contracts and subcontracts where the
price may be adjusted based on actual costs incurred (FAR
Subpart 16.4);

(4) Orders issued under indefinite-delivery contracts
and subcontracts where final payment is based on actual costs
incurred (FAR Subpart 16.5); and

(5) The materials portion of time-and-materials
contracts and subcontracts (FAR Subpart 16.6).

"Noncompliance" means a failure in estimating,
accumulating, or reporting costs to—

(1) Comply with applicable CAS; or

(2) Consistently follow disclosed or established cost
accounting practices.

"Required change" means—

(1) A change in cost accounting practice that a
contractor is required to make in order to comply with a CAS, or
a modification or interpretation thereof, that subseguently
becomes applicable to existing CAS-covered contracts or
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subcontracts due to the receipt of another CAS-covered contract
or subcontract; or

(2) A prospective change to a disclosed or
established cost accounting practice when the CFAQO determines
that the former practice was in compliance with applicable CAS
and the change is necessary for the contractor to remain in
compliance.

"Unilateral change" means a change in cost accounting
practice from one compliant practice to another compliant
practice that a contractor with a CAS-covered contract(s) or
subcontract(s) elects to make that has not been deemed a
desirable change by the CFAO and for which the Government will
pay no aggregate increased costs.

(b) Submit to the CFAO a description of any cost
accounting practice change (including revisions to the
Disclosure Statement, if applicable) and any assertion that the
cost impact of the change is immaterial as outlined in
paragraphs (b) (1) through (3) of this clause. If a change in
cost accounting practice is implemented without submitting the
notice required by this paragraph, the CFA0 may determine the
change to be a failure to follow paragraph (a) (2) of the clause
at FAR 52.230-2, Cost Accounting Standards; paragraph (a) (4) of
the clause at FAR 52.230-3, Disclosure and Consistency of Cost
Accounting Practices; or paragraph (a) (2) of the clause at FAR
52.230-5, Cost Accounting Standards—Educational Institution.

(1) When a description has been submitted for a
change in cost accounting practice that is dependent on a
contact award and that contract is subsequently awarded, notify
the CFAO within 15 days after such award.

(2) For any change in cost accounting practice not
covered by (b) (1) of this clause that is required in accordance
with paragraphs (a) (3) and (a) (4) (i) of the clause at FAR
52.230-2; or paragraphs (a)(3), (a)(4) (i), or (a) (4) (iv) of the
clause at FAR 52.230-5, submit a description of the change to
the CFAO not less than 60 days (or such other date as may be
mutually agreed to by the CFAO and the Contractor) before
implementation of the change.

(3) For any change in cost accounting practices
proposed in accordance with paragraphs (a) (4){ii) or (iii) of
the clauses at FAR 52.230-2 and FAR 52.230-5; or with paragraph
(a) (3) of the clause at FAR 52.230-3, submit a description of
the change not less than 60 days (or such other date as may be
mutually agreed to by the CFAO and the Contractor) before
implementation of the change. If the change includes a proposed
retroactive date, submit supporting rationale.

(4) Submit a description of the change necessary to
correct a failure to comply with an applicable CAS or to follow
a disclosed practice (as contemplated by paragraph (a) (5) of the
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clause at FAR 52.230-2 and FAR 52.230-5; or by paragraph (a) (4)
of the clause at FAR 52.230-3)—

(i) Within 60 days (or such other date as may be
mutually agreed to by the CFAO and the Contractor) after the
date of agreement with the CFAO that there is a noncompliance;
or

(ii) In the event of Contractor disagreement,
within 60 days after the CFAOQO notifies the Contractor of the
determination of noncompliance.

(c) When requested by the CFAQ, submit on or before a date
specified by the CFAO-

(1) A general dollar magnitude (GDM) proposal in
accordance with paragraph (d) or (g) of this clause;

(2) A detailed cost impact (DCI) proposal in
accordance with paragraph (e) or (h) of this clause;

(3) For any request for a desirable change that is
based on the criteria in FAR 30.603-2(b) (3) (ii%), the data
necessary to demonstrate the required cost savings; and

(4) For any reguest for a desirable change that is
based on criteria other than that in FAR 30.603-2(b) {3) (iif), a
GDM proposal and any other data necessary for the CFAQO to
determine if the change is a desirable change.

(d) For any change in cost accounting practice subject to
paragraph (b){1l), (b)(2), or (b)(3) of this clause, the GDM
proposal shall-

(1) Show the calculation of the cost impact in
accordance with paragraph (f) of this clause;

(2) Use one or more of the following methods to
determine the increase or decrease in cost accumulations:

(1) A representative sample of affected
CAS-covered contracts and subcontracts.
(ii) The change in indirect rates multiplied by

the total estimated base computed for each of the following
groups:
(A) Fixed-price contracts and subcontracts.
(B) Flexibly-priced contracts and
subcontracts. _

(iii) Any other method that provides a
reasonable approximation of the total increase or decrease in
cost accumulations [for all affected fixed-price and flexibly-
priced contracts and subcontracts];

(3) Use a format acceptable to the CFAQO but, as a
minimum, include the following data:

(i) The [estimated] +e+tad increase or decrease
in cost accumulations by executive agency, including any impact
the change may have on contract and subcontract incentives,
fees, and profits, for each of the following groups:

(A) Fixed-price contracts and subcontracts.
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(B) Flexibly-priced contracts and
subcontracts.

(ii) For unilateral changes, the increased or
decreased costs [to] paidPby the Government for each of the
following groups:

(A) Fixed-price contracts and subcontracts.
(B) Flexibly-priced contracts and
subcontracts; and
{4) When requested by the CFAO, identify all affected
CAS-covered contracts and subcontracts.

(e) For any change in cost accounting practice subject to
paragraph (b) (1), (b)(2), or (b)(3) of this clause, the DCI
proposal shall—

(1) Show the calculation of the cost impact in
accordance with paragraph (f) of this clause;
(2) Show the [estimated] increase or decrease in cost

accumulations for each affected CAS-covered contract and
subcontract unless the CFAC and Contractor agree to include—

(i) Only those affected CAS-covered contracts
and subcontracts having an estimate to complete exceeding a
specified amount; and

(ii) An estimate of the total increase or
decrease in cost accumulations for all affected CAS-covered
contracts and subcontracts, using the results in paragraph
(e)(2) (i) of this clause; and

{3) Use a format acceptable to the CFAO but, as a
minimum, include the information in paragraph (d) (3) of this
clause.

(4) When requested by the CFAO, identify all affected
CAS-covered contracts and subcontracts.

(f) For GDM and DCI proposals that are subject to the
requirements of paragraphs (d) or (e) of this clause, calculate
the cost impact as follows:

(1) The cost impact calculation shall-—

43 3—ZF[ilnclude all affected CAS-covered contracts
and subcontracts regardless of their status (i.e., open or
closed) or the fiscal year in which the costs were incurred
(i.e., whether or not the final indirect cost rates have been
established)+—and

g b 1 , c 1 £
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segments.

(2) Compute the increase or decrease in cost
accumulations for affected CAS-covered contracts and
subcontracts based on the difference between—

(1) The estimated cost to complete using the
current practice; and
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(ii) The estimated cost to complete using the
changed practice.

(3) For unilateral changes—

(i) Determine the increased or decreased cost
[to] paid—by¥ the Government for fixed-price contracts and
subcontracts as follows:

(A) When the amount in paragraph (f) (2) (1)
exceeds the amount in paragraph (f) (2)(ii) of this clause, the
difference is increased cost [to the Government] paid.

(B) When the amount in paragraph (f) (2) (i)
is less than the amount in paragraph (f) (2) (ii) of this clause,
the difference is decreased cost [to the Government] p=id.

(ii) Determine the increased or decreased cost [to]
paid—by the Government for flexibly-priced contracts and
subcontracts as follows:

(A) When the amount in paragraph (f) (2) (i)
exceeds the amount in paragraph (f) (2)(ii) of this clause, the
difference is decreased cost [to the Government] paid.

(B) When the amount in paragraph (f) (2) (i) is
less than the amount in paragraph (f) (2)(ii) of this clause, the
difference is increased cost [to the Government] paid.

(iii) [Calculate the total increase or decrease in
contract and subcontract incentives, fees, and profits
associated with the increased or decreased cost to the
Government in accordance with 48 CFR 9903.306{(c). The
associated increase or decrease is based on the difference
between the negotiated incentives, fees, and profits and the
amounts that would have been negotiated had the cost impact been
known at the time the contracts and subcontracts were
negotiated; and

{iv)] Calculate the increased or decreased cost [to]
paid-by the Government in the aggregate by adding—

(A) The increased or decreased cost [to the
Government] paid for fixed-price contracts and subcontracts;

(B) The increased or decreased cost [to the
Government] paid for flexibly-priced contracts and subcontracts;
and

(C) The total increase or decrease in contract
and subcontract incentives, fees, and profits [computed in
{£)(3)(iii) of thls clause] assee&a%eé—w&%h—ehe—&ﬁefeaseé—ef

(4) For eguitable adjustments for required changes—
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(1) [Estimated] Z[ilncreased cost accumulations
are the basis for increasing contract eest—ex pricels, including
target prices and cost ceilings]; and

(i) [Estimated] B[d]ecreased cost accumulations
are the basis for decreasing contract eest—e¥* price[s, including
target prices and cost ceilings].

(g) For any noncompliant cost accounting practice subject
to paragraph (b) (4) of this clause, prepare the GDM proposal as
follows—

{1) Calculate the cost impact in accordance with
paragraph (i) of this clause.
(2) Use one or more of the following methods to

determine the increase or decrease in contract and subcontract
pricels] or cost accumulations|[, as applicable]:

(i) A representative sample of affected
CAS-covered contracts and subcontracts.

(ii) When the noncompliance involves cost
[accumulation] aeewvmulating

[(A) For purposes of computing increased
costs in the aggregate,] the change in indirect rates multiplied
by the {applicable] tetal—estimated base for emdy flexibly-
priced contracts and subcontracts.

[(B) For purposes of determining interest,
the change in indirect costs multiplied by the applicable base
for flexibly-priced and fixed-price contracts and subcontracts.]

(iii) Any other method that provides a
reasonable approximation of the total increase or decrease.

{3) Use a format acceptable to the CFAO but, as a
minimum, include the following data:

{i) The total increase or decrease in contract
and subcontract price and cost accumulations[, as applicable,]
by executive agency, including any impact the noncompliance may
have on contract and subcontract incentives, fees, and profits,
for each of the following groups:

(A) Fixed-price contracts and subcontracts.

{B) Flexibly-priced contracts and
subcontracts.

{(ii} The increased or decreased cost [to] paid
by the Government for each of the following groups:

(A) Fixed-price contracts and subcontracts.

(B) Flexibly-priced contracts and
subcontracts.

{(iii) The total overpayments [and underpayments]
made by the Government during the period of noncompliance. The
total overpayments [and underpayments shall] must be broken down
by quarter unless each of the quarterly amounts billed during
the period of noncompliance were approximately equal.
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(4) When requested by the CFAO, identify all affected
CAS-covered contracts and subcontracts.

(h) For any noncompliant practice subject to paragraph
(b) (4) of this clause, prepare the DCI proposal as follows:

(1) Calculate the cost impact in accordance with
paragraph (i) of this clause.

(2) Show the increase or decrease in price and cost
accumulations for each affected CAS-covered contract and
subcontract unless the CFAO and Contractor agree to—

(i) Include only those affected CAS-covered
contracts and subcontracts having—

(A} Contract and subcontract wvalues
exceeding a specified amount when the noncompliance involves
estimating costs; and

(B) Incurred costs exceeding a specified
amount when the noncompliance involves accumulating costs; and

(ii) Estimate the total increase or decrease in
price and cost accumulations for all affected CAS-covered
contracts and subcontracts using the results in paragraph
(h) (2) (1) of this clause.

(3) Use a format acceptable to the CFAO that, as a
minimum, includes the information in paragraph (g) (3) of this
clause.

(4) When requested by the CFAO, identify all affected
CAS-covered contracts and subcontracts.

(i) For GDM and DCI proposals that are subject to the
requirements of paragraph (g) or (h) of this clause, calculate
the cost impact as follows:

(1) The cost impact calculation shall-

+H3—F[ilnclude all affected CAS-covered contracts
and subcontracts regardless of their status (i.e., open or
closed) or the fiscal year in which the costs were incurred
(i.e., whether or not the final indirect cost rates have been
established).

L3} Combi 1 . e 11 e
: cs . 3 ] . ] . 1 :
Segmenrts—

(2) For noncompliances that involve estimating costs,
compute the change in contract and subcontract price eaty for
[flexibly-priced and] fixed-price contracts and subcontracts
[(the computation for the flexibly-priced contracts is used in
determining any necessary adjustments to fee and incentives)],
based on the difference between—

(i) The negotiated contract or subcontract
price; and

(1ii) wWhat the negotiated price would have been had
the contractor used a compliant practice.
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(3) For noncompliances that involve accumulating
costs, compute the change in cost accumulations saly—for
flexibly-priced [and fixed-price] contracts and subcontracts
[the computation for the fixed-price contracts is used only for
purposes of determining interest on costs paid], based on the
difference between—

(1) The costs that were accumulated under the
noncompliant practice; and
(1i) The costs that would have been accumulated

using a compliant practice (from the time the noncompliant
practice was first implemented until the date the noncompliant
practice was replaced with a compliant practice).

(4) [For purposes of determining increased costs in
the aggregate for noncompliances that involve estimating costs,]
Bld]letermine the increased or decreased cost [to] paid-b¥ the
Government for fixed-price contracts and subcontracts as
follows:

(i) When the amount in paragraph {i) (2) (i)
exceeds the amount in paragraph (i) (2) (ii) of this clause, the
difference is increased cost [to the Government] gaid.

(ii) When the amount in paragraph (i) (2) (i) is
less than the amount in paragraph (i) (2)( ii) of this clause,
the difference is decreased cost [to the Government] paid.

(5) [For purposes of determining increased costs in

the aggregate for noncompliances that involve cost
accumulation,] determine the increased or decreased cost [to]
pate—by the Government for flexibly-priced contracts and
subcontracts as follows:

(i) When the amount in paragraph {i)(3) (i)
exceeds the amount in paragraph (i) (3) (ii) of this clause, the
difference is del[in]creased cost [to the Governmment] paid.

(1ii) When the amount in paragraph (i) (3) (i) is
less than the amount in paragraph (i) (3) (ii) of this clause,
the difference is iwm[delcreased cost [to the Government] paid.

(6) [Calculate the total increase or decrease in
contract and subcontract incentives, fees, and profits
associated with the increased or decreased cost to the
Government in accordance with 48 CFR 9903.306(c). The
associated increase or decrease is based on the difference
between the negotiated incentives, fees, and profits and the
amounts that would have been negotiated had the contractor used
a compliant practice.

(7) For noncompliances that involve estimating
costs,] €[clalculate the increased or decreased cost [to] paid
by the Government in the aggregate by adding—

(1) The increased or decreased cost [to the
Government] paid for fixed-price contracts and subcontracts;
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(ii+) The total increase or decrease in contract
and subcontracts incentives, fees, and profits [computed in
(1) (6) of this clause] assee&a%eé—w&%h—%he—&ﬁefeaseé—ef

[(8) For noncompliances that involve accumulating
costs, calculate the increased or decreased cost to the
Government in the aggregate by adding-—

(i) The increased or decreased cost to the
Government for flexibly-priced contracts and subcontracts; and
(ii) The total increase or decrease in contract
and subcontracts incentives, fees, and profits computed in
(1) (6) of this clause.]

(7)) If the Contractor does not submit the information
required by paragraph (b) or (c) of this clause within the
specified time, or any extension granted by the CFAO, the CFAO
may take one or both of the following actions:

(1) Withhold an amount not to exceed 10 percent of
each subsequent payment to the Contractor's [affected]
CAS-covered contracts (up to the estimated general dollar
magnitude of the cost impact) until such time as the Contractor
provides the required information to the CFAO.

(2) Issue a final decision in accordance with FAR
33.211 and unilaterally adjust the contract(s) by the estimated
amount of the cost impact.

(k) Agree to—

(1) Contract modifications to reflect adjustments
required in accordance with paragraph (a) (4) or (a) {(5) of the
clauses at FAR 52.230-2 and 52.230-5; or with paragraph (a) (3)
or {(a)(4) of the clause at FAR 52.230-3; and

(2) Repay the Government for any aggregate increased
cost paid to the Contractor.
(11} For all subcontracts subject to the clauses at FAR

52.230-2, 52.230-3, or 52.230-5—
(1) So state in the body of the subcontract, in the
letter of award, or in both (do not use self-deleting clauses);
(2) Include the substance of this clause in all
negotiated subcontracts; and
(3) Within 30 days after award of the subcontract,
submit the following information to the Contractor's CFAO:
(i) Subcontractor's name and subcontract number.
(ii) Dollar amount and date of award.
(1iii) Name of Contractor making the award.
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(m) Notify the CFAO in writing of any adjustments required
to subcontracts under this contract and agree to an adjustment
to this contract price or estimated cost and fee. The
Contractor shall—

(1) Provide this notice within 30 days after the
Contractor receives the proposed subcontract adjustments; and

(2) Include a proposal for adjusting the higher-tier
subcontract or the contract appropriately.

(n) For subcontracts containing the clause or substance of
the clause at FAR 52.230-2, FAR 52.230-3, or FAR 52.230-5,
require the subcontractor to comply with all Standards in effect
on the date of award or of final agreement on price, as shown on
the subcontractor's signed Certificate of Current Cost or
Pricing Data, whichever is earlier.

(End of clause)

52.230-7 Proposal Disclosure-Cost Accounting Practice Changes.

As prescribed in 30.201-3(c), insert the following
provision:

PROPOSAL DISCLOSURE—COST ACCOUNTING PRACTICE CHANGES
(DATE)

The offeror shall check “Yes” below if the contract award
will result in a required or unilateral change in cost
accounting practice, including unilateral changes requested to
be desirable changes:

[ 1 Yes [ 1 No

If the offeror checks "Yes" above, the offeror shall-

(1) Prepare the pricing proposal in response to the
solicitation using the changed practice for the period of
performance for which the practice will be used; and

(2) Submit a description of the changed cost
accounting practice to the contracting officer and the Cognizant
Federal Agency Official -as pricing support for the proposal.

(End of provision)]
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PROPOSED FEDERAL REGISTER NOTICE

DEPARTMENT OF DEFENSE
GENERAL SERVICES ADMINISTRATION
NATIONAL AERONAUTICS AND SPACE ADMINISTRATION

48 CFR Parts 30 and 52
[FAR Case 1999-025]

Federal Acquisition Regulation; _
Cost Accounting Standards Administration

AGENCIES: Department of Defense (DoD), General Services
Administration (GSA), and National Aeronautics and Space
Administration (NASA).

ACTION: Proposed rule with request for comments 'and notice of a
public meeting.

SUMMARY: The Civilian Agency Acquisition Council and the Defense
Acquisition Regulations Council (the Councils) are proposing to
amend the Federal Acquisition Regulation (FAR) to delineate the
process for determining and resolving the cost impact on
contracts and subcontracts when a contractor makes a compliant
change to a cost accounting practice or follows a noncompliant
practice.

DATES: Interested parties should submit comments on the proposed
rule in writing to the FAR Secretariat at the address shown below
on or before (60 days after publication) to be considered in the
formulation of a final rule.

ADDRESSES: Interested parties should submit written comments to:

General Services Administration
FAR Secretariat (MVR)

1800 F Street, NW, Room 4035
ATTN: Laurie Duarte

Washington, DC 20405

hddress e-mail comments submitted wvia the Internet to:
farcase.19995-025@gsa.gov.

! 11/05 Underlined words have been added to provide notice of a public meeting.

1 Atch 2




Please cite FAR Case 1999-025 in all correspondence related
to this issue.

FOR FURTHER INFORMATION CONTACT: The FAR Secretariat, Room 4035,
GS Building, Washington, DC 20405, at (202) 501-4755 for
information pertaining to status or publication schedules. For
clarification of content, contact Mr. Jeremy Olson, at

{202) 501-3221.

SUPPLEMENTARY INFORMATION:

A. Background

The proposed rule delineates the process for determining and
resolving the cost impact on contracts and subcontracts when a
contractor makes a compliant change to a cost accounting practice
or uses a noncompliant practice. In conjunction with the
proposed rule being published today, a public meeting will be
held approximately three weeks from the date of this publication.
The public meeting is intended to provide the purpose and
rationale for each paragraph of the proposed rule. The public
meeting will also offer participants an opportunity to ask
gquestions regarding the content of the proposed rule. The
specific date, time, and location of the meeting will be posted
at www.acg.osd.mil/dp/cpf within three days of the date of this
publication.

FAR Part 30, Cost Accounting Standards Administration,
describes policies and procedures for applying the Cost
Accounting Standards Board {(CASB) rules and regulations to
negotiated contracts and subcontracts. The CASB’'s rules,
regulations, and Cost Accounting Standards (CAS) are codified at
48 CFR Chapter 99 (FAR Appendix). Negotiated contracts not
exempt in accordance with 48 CFR 9903.201-1(b) are subject to
CAS.

A proposed FAR rule was published in the Federal Register on
April 18, 2000 (65 FR 20854). The rule delineated the entire
cost-impact process the Government and the contractor must follow
when a contractor makes a compliant change to a cost accounting
practice or follows a noncompliant practice. Nine responders
submitted public comments. Additional comments were provided by
the public at a series of public meetings that were held on
August 2, 2000, September 26, 2000, and
October 17, 2000.

The Councils considered the written comments received in
response to the proposed rule and the comments provided during
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the public meetings. As a result, the Councils are currently
proposing a rule that differs significantly from the proposed
rule that was published on April 18, 2000. The main differences
between the two proposed FAR rules are listed below.

1. CASB final rule. This second proposed rule incorporates
changes based on a CASB final rule, Changes in Cost Accounting
Practices, that was published in the Federal Register on
June 14, 2000 (65 FR 37469). These FAR changes include the
addition of—

a. Definitions for required, unilateral, and desirable
changes; and

b. CASB language excluding cost accounting practice
changes related to external restructuring from contract price and
cost adjustments;

2. Offsets. This second proposed rule eliminates the term
“offset” to avoid potential confusion regarding the term but
includes the effect of offsets in the cost impact calculation
process by separating the calculation of the cost impact from the
resolution of the cost 1mpact;

3. Materiality. This second proposed rule clarifies that
the cognizant Federal agency official (CFAQ) may make a
materiality determination at any point in the cost impact
process, including before requesting a general dollar magnitude
{GDM) proposal.

4. Desirable change. This second proposed rule provides
addition guidance regarding what constitutes a desirable change.

5. Form and content of the GDM and detailed cost impact
(DCI) proposals. This second proposed rule revises the
requirements regarding the form and content of both the GDM and
DCI proposals to provide greater flexibility to .apply practical
solutions to the cost impact process and to reduce the
administrative effort. This includes revising the requirements
of the-—

a. GDM proposal so that broad based data may be used
as the basis for the GDM proposal; and

b. DCI proposal to provide flexibility for the CFAO to
not require individual data on all contracts, but to project the
cost impact on larger contracts to the remaining contract
universe.

[6. Contract Price Adjustments. The proposed rule provides
for the CFAO to resolve a cost impact attributed to a change in
cost accounting practice or a noncompliance by adjusting a single
contract, several but not all contracts, all contracts, or any
other suitable method. In an ideal world, the CFAO would adjust
all contracts so that each and every dollar of the cost impact is
perfectly re-allocated to each and every affected contract.
However, the Councils recognize that, in many instances,
adjusting all contracts is not practical or feasible. The
proposed rule therefore provides the CFAO the flexibility to
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resolve the cost impact using methods other than adjusting every
contract, provided the Government will not pay more, in the
aggregate, than would be paid if the CFAO had adjusted all the
contracts.]

[7]16. Responsibilities and roles of the CFAOQO. This second
proposed rule requires the CFAO to execute contract modifications
in lieu of the contracting officers at the agencies that awarded
the contracts; and

[8]7. New solicitation provision. This second proposed
rule adds a provision that requires a contractor to indicate if
the contract award will result in a cost accounting practice
change and, if so, to prepare a pricing proposal using the
changed practice.

This is not a significant regulatory action and, therefore,
was not subject to review under Section 6(b) of Executive Order
12866, Regulatory Planning and Review, dated September 30, 1993.
This rule is not a major rule under 5 U.S.C. 804,

B. Regulatory Flexibility Act

The proposed rule is not expected to have a significant
economic impact on a substantial number of small entities within
the meaning of the Regulatory Flexibility Act, 5 U.S.C. 601, et
seqg., because contracts and subcontracts with small businesses
are exempt from all CAS requirements in accordance with 48 CFR
8903.201-1(b) (3). Therefore, an Initial Regulatory Flexibility
Analysis has not been performed. The Councils invite comments
from small businesses and other interested parties. The Councils
will also consider comments from small entities concerning the
affected FAR subpart in accordance with 5 U.S.C. 610. Interested
parties must submit such comments separately and should cite FAR
Case 1999-025 in correspondence.

C. Paperwork Reduction Act
The Paperwork Reduction Act (Pub. L. 104-13) does not apply
because the proposed changes to the FAR do not impose information

collection requirements that require Office of Management and
Budget approval under 44 U.S.C. 3501, et segqg.
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Councils’ response: Nonconcur, With
the removal of the calculation of
increased cost in the aggregate from the
final rule (see comment 26), the
Councils do not believe there are any
issues that warrant holding another
public meeting.

Complex and Prescriptive

2. Comment: Five respondents
asserted that the proposed rule is overly
prescriptive. One respondent stated that
the proposed rule is unnecessarily
complicated and does not address the
major reasons that the current process
does not work. Two respondents
asserted the proposed rule is so detailed
and prescriptive that CFAOs will be
unable to exercise good business
judgment and consider the unique
aspects of each contractor's business
environment in settling issues. Another
respondent stated that the highly
prescriptive nature of this regulation
will impede the expeditious and fair
resolution of CAS issues. The
respondent stated that CFAOs will
interpret the proposed rule as
significantly decreasing the flexibility
regularly exercised under the current
regulation. Yet another respondent
asserted that the detailed requirements
for a GDM are too prescriptive. This
respondent stated that, in many cases,
very high-level GDM’s are all that is
needed to determine if an impact is
going to be immaterial, while in other
cases, a GDM with more detail may be
necessary. They stated that the GDM’s
require more flexibility than is provided
for in the proposed amendment.

Councils' response: Nonconcur. The
Councils do not believe that the general
content of the rule is overly
prescriptive. The Councils believe that
the CFAO and the contractor have
significant flexibility in the proposed
process, including the ability to
determine materiality at any time during
the process, the ability to submit a GDM
in whatever format that is acceptable to
the CFAO, and the ability to negotiate
the cost-impact by adjusting a single
contract, multiple contracts, or some
other suitable method. However, the
Councils concur with some of the
specific recommendations made in the
public comments regarding revisions to
the proposed language. To the extent the
respondents have provided specific
comments regarding the prescriptive
nature of the rule, the Councils have
addressed those comments and made
recommended revisions as deemed
appropriate.

Define “Cost Accumulation”

3. Comment: One respondent
recommended defining the term *“‘cost

accumulation” in FAR Part 31.001,
Definitions, and clarifying the
expression “noncompliances that
involve accumulating costs.”

Councils’ response: Nonconcur. The
Councils do not agree that there is
confusion as to the intent of the term.
The Councils believe the term “‘cost
accumulation” is self-evident and
clearly understood. In addition, since
the CAS Board defines “accumulating
costs™ in 48 CFR 9904.401-30(a)(1),
there is no need to add clarifying
language regarding the expression
“noncompliances that involve
accumulating costs.”

Adequacy Determination—Cost-Impact
System

4. Comment: One respondent
recommended that the proposed rule be
revised to “require the CFAO to make a
determination, in conjunction with
DCAA, regarding a contractor’s cost-
impact system and their ability to
submit cost-impact proposals. If a
contractor has the ability to identify
increased or decreased cost
accumulations for each affected CAS-
covered contract and subcontract and
can properly summarize the increased
or decreased cost by contract type and
Government agency, the CFAO should
be required to utilize that contractors
system.”

Councils’ response: Nonconcur. The
Councils are unaware of any criteria that
have been established as the basis for a
CFAQ’s determination of adequacy of a
contractor’s cost-impact system, unlike
other systems upon which the
Government makes determinations of
adequacy, such as accounting or billing
systems. The Councils also believe that
such criteria are unnecessary. The effort
necessary to establish and continuously
review cost-impact systems would not
be cost beneficial to the Government or
the contractor. The proposed rule
provides the contractor with the
flexibility to submit a GDM and/or DCI
proposal in any format that is acceptable
to the CFAO. To the extent a contractor
has a process that produces GDM and/
or DCI proposals that are acceptable to
the CFAOQ, the contractor will continue
to be able to use that process under the
proposed rule.

CFAQ Acting for Non-DoD Agencies

5. Comment: One respondent stated
that the CFAO responsibilities set forth
in the proposed rule will not work at
contractors who have CAS-covered
contracts and subcontracts with many
Government agencies. The respondent
further stated that agencies outside of
DoD have refused to accept final
incurred expense rates that have been

audited by DCAA and approved by its
ACO and, therefore, it is inconceivable
that agencies such as DOE or USAID
will allow a CFAQ to execute a bilateral
modification to one of its contracts.

Councils’ response: Nonconcur. The
Councils have not changed the
requirements under FAR 30.601,
Responsibilities. CAS administration for
all contracts and subcontracts in a
business unit must be performed by a
single agency. The proposed rule merely
uses the term *“‘Cognizant Federal
Agency Official (CFAQ)"” instead of
“cognizant ACO.” This does not change
the responsibilities of the cognizant
Federal agency.

Under FAR 42.202(d), delegation of
functions pertaining to cost accounting
standards cannot be rescinded by any
contracting agency. Furthermore, FAR
42.703 sets forth that a single agency
shall be responsible for establishing
final indirect cost rates for each
business unit. These rates shall be
binding on all agencies and their
contracting offices, unless otherwise
specifically prohibited by statute. An
agency shall not perform an audit of
indirect cost rates when the contracting
officer determines that the objectives of
the audit can reasonably be met by
accepting the results of an audit that
was conducted by any other department
or agency of the Federal Government.

Materiality Determination—Guidelines

6. Comment: One respondent
recommended that the FAR Council
provide guidelines for what constitutes
adequate documentation in making a
determination of materiality.

Councils’ response: Nonconcur. The
Councils believe that any attempt to add
guidelines for what constitutes adequate
documentation would be overly
prescriptive, could result in submittal of
unnecessary documentation, would
reduce the flexibility needed to resolve
cost-impacts in a timely manner, and
could potentially lead to disputes. The
Councils’ position is consistent with the
requirements at FAR 1.704,
Determination and Findings (D&F). As
noted at 30.601, Responsibilities, the
CFAO is required to make all CAS-
related required D&Fs for all CAS-
covered contracts and subcontracts.
FAR 1.704 requires that each D&F
include necessary supporting
documentation to clearly and
convincingly justify the specific
determination made. However, since
each case must be evaluated based on its
particular facts and circumstances, FAR
1.704 does not provide guidelines for
what constitutes necessary supporting
documentation. Similarly, since each
cost-impact must be evaluated based on
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the particular facts and circumstances,
the Councils do not believe it is
necessary to provide guidelines for what
constitutes adequate documentation.

Immateriality Determination—Prior to
GDM

7. Comment: One respondent
expressed concern with the wording of
the proposed rule which allows for a
determination of materiality before
submittal of the GDM. The respondent
asked how the CFAQ can make such a
determination and what data would
have to be provided to the CFAQ for this
determination.

Councils’ response: The Councils
believe there will be instances in which
a determination of materiality can be
made (based on the criteria at 48 CFR
9903.305) without submittal of a GDM.
The data required to make such a
determination would be identified by
the CFAO on a case-by-case basis,
depending on the particular facts and
circumstances involved. The Councils
note that language at 30.602(b)(1)
provides the CFAO with such
flexibility, something that other
respondents have emphasized is needed
in the cost-impact process. The Councils
also note that this language was
endorsed by another respondent who
stated that they “* * * support the
Council’s efforts to clarify the process
for determining and resolving cost-
impacts and believes there are favorable
aspects of the proposed amendment. For
example, the proposed cost-impact
process begins without having to
prepare a general dollar magnitude
(GDM) proposal. In addition, the
Cognizant Federal Agency Official
(CFAO) has the ability to make
materiality determinations at any time
during the process.”

Immateriality Determination—
Documentation

8. Comment: One respondent
recommended that whenever the CFAO
determines the cost-impact is
immaterial, the CFAQ should be
required to document the criteria used
in making that determination.

Councils’ response: Concur. The
Councils believe a requirement for the
CFAO to document the immateriality
determination is appropriate and has
included the requirement at FAR
30.602(c)(2).

Clarify “Assertion”

9. Comment: One respondent
recommended modifying or removing
the term “‘assertion” in the statement at
contract clause FAR 52.230-6(b) that
reads ““a description of any cost
accounting practice change to the

Disclosure Statement and any assertion
that the cost-impact of the change is
immaterial.” In addition, the respondent
recommended that any statement by the
contractor regarding whether the cost-
impact of the change is immaterial
should be in writing,

Councils’ response: Concur. To avoid
potential confusion, the Councils agree
that paragraph (b) of the contract clause
at FAR 52.230-6 be revised to require
submission of a written statement that
the cost-impact is immaterial. In
addition, the term “‘written statement”
replaces the term “assertion” at FAR
30.603-1(c)(2)(ii), 30.603~2(c)(1)(ii), and
30.605(b)(2)(ii)(B).

Time Restrictions for Contractor

10. Comment: One respondent
recommended that the Council reinstate
existing specific time limits for the
contractor to provide information
regarding accounting changes and
noncompliances in all paragraphs where
the phrase “by a specified date” is used.

Councils’ response: Nonconcur. The
respondent’s references to the CFAO
affixing *“‘a specified time limit" for
contractors to submit a GDM (FAR
30.604(b)(1)(i)), revised GDM [FAR
30.604(f)(1)), or DCI (FAR 30.604(f)(2))
does not provide flexibility to the CFAQ
to specify a date that is commensurate
with the complexity of the issue(s).
Ultimately, the total time allotted a
contractor is addressed by FAR
30.604(i), Remedies, which may be
disputed by the contractor.

Time Restrictions for Government

11. Comment: Two respondents stated
that the proposed rule does not address
one of the major problems associated
with the resolution of cost-impact
proposals related to noncompliances
and accounting changes. One
respondent stated that the problem is
the fact that the Government has no
time restrictions for performing its
responsibilities, The respondent
recommended that the proposed rule
require all actions related to these issues
be performed within specific time
frames. In addition, the respondent
recommended that reasonable response
times be established for Government
personnel.

Councils’ response: Nonconcur. The
Councils believe a specific time
requirement for CFAQ action could
increase disputes concerning the
adequacy of contractor submissions
since the time periods cannot
reasonably start until an adequate
submission is received. The Councils
are not aware of, and the respondents
did not provide, a remedy for

Government failure to comply with a
recommended time requirement.

DCI in Lieu of GDM

12. Comment: Two respondents stated
that the submittal of a GDM requires
extra analysis and is less precise than a
detailed cost proposal. The respondents
asserted that the databases and cost-
impact calculation systems used by
CAS-covered contractors can provide a
DCI that is much more precise than the
calculations required by a GDM,

Councils’ response: Partially concur.
The GDM proposal does not require
extra analysis. Proposed FAR 30.604(d)
and 30.605(d) allow the CFAO and
contractor flexibility in the submittal of
a GDM. For some contractors, the
databases and cost-impact calculation
systems they use allow for the
computation of DCIs with relative ease.
In such cases, it is anticipated that a
contractor would submit the cost-impact
calculation generated by its system as
the GDM. However, the final rule has
been revised at FAR 30.604(d)(3) and
30.605(d)(3) to clarify that the contractor
may submit a DCI in lieu of a GDM
proposal. The Councils believe that
allowing, but not requiring, the
submittal of a GDM gives contractors
flexibility to submit proposals as
complex and precise as they choose, up
to and including the submittal of a full
DCIL

Cost-Impact Approximations

13. Comment: Two respondents stated
that the use of approximations of prices
and cost accumulations are not
necessary. Both respondents stated that
it is easy and more cost effective to
calculate DCI proposals. One

" respondent also stated that it does not

see why a contractor should be required
to calculate the increased cost in the
aggregate one way for a GDM proposal
and another way for the cost-impact
calculation.

Councils’ response: Nonconcur. For
some contractors, the databases and
cost-impact calculation systems they
use allow for the computation of
detailed cost-impacts with relative ease.
For other contractors, this is not
necessarily the case. The Councils
believe that allowing the submittal of a
GDM that provides a reasonable
approximation of the total increase in
cost accumulations, gives contractors
flexibility to submit proposals as
complex and precise as they choose, up
to and including the submittal of a full
DCI. However, since some contractors
may choose to go directly to the DCI, the
final rule has been revised to
specifically state that the contractor may
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submit a DCI in lieu of a GDM proposal
(see comment 12).

Representative Sample and Projections

14. Comment: Two respondents stated
that the use of a representative sample
and the projection of that sample to
determine the total increase or decrease
in cost accumulations are problematic.
Both respondents stated that they have
had difficulties over the years in
reaching agreement with the
Government on what constitutes a
representative sample.

Councils’ response: Nonconcur. The
Councils believe that for some
contractors, the projection of
representative samples is a feasible
method for computing increases and
decreases in cost accumulations for the
purposes of the submittal of a GDM (see
FAR 30.604(e)(2)[i) and 30.605(d)(2)[i)).
For contractors that find it problematic
to come to an agreement with the
Government on what constitutes a
representative sample, there are
alternative methods for computing
increases and decreases in cost
accumulations in preparing for the
submittal of a GDM. In addition, the
final rule has been revised to permit
contractors to submit a DCI in lieu of a
GDM proposal (see comment 12).

Firm-Fixed-Price Contracts

15. Comment: Six respondents
commented that firm-fixed-price (FFP)
contracts should not be included in
cost-impacts for changes in cost
accounting practices. One respondent
asserted that “‘increased costs to the
Government only result from a change
in contractor’s cost accounting practices
when the actual costs paid by the
Government are more than they would
have been had the contractor’s practices
not changed.” The respondent further
asserted that FFP contracts are not
included in the cost-impact because the
amount of costs a contractor assigns to
FFP contracts due to a change in cost
accounting practices has no effect on the
amount ultimately paid by the
Government.

Councils’ response: Nonconcur. FFP
contracts are properly included in cost-
impacts for changes in cost accounting
practice in the subject rule. 48 CFR
9903.306(a) does not differentiate
among contract types in its definition of
increased costs to the Government.
Further, 48 CFR 9903.306(b) measures
increased costs for FFP contracts by
“the difference between the contract
price agreed to and the contract price
that would have been agreed to had the
contractor proposed in accordance with
the cost accounting practices used
during contract performance.” The final

rule at FAR 30.604 is consistent with
the requirements at 48 CFR 9903.306(a)
and (b).

Required Information

16. Comment: One respondent
questioned whether the benefits to be
derived from the requirement at FAR
30.604(e)(3) to provide certain
information when a unilateral change is
involved are worth the costs to comply.
The respondent’s concern was based on
its belief that FAR 30.606(c)(3) neither
justifies why the information is needed
nor discusses how the information will
be used.

Councils’ response: Nonconcur. The
information required by FAR
30.604(e)(3) (the increased or decreased
costs by agency, and the increased or
decreased costs for fixed-price contracts
and subcontracts and flexibly-priced
contracts and subcontracts) is required
to determine how any adjustments will
be handled. Specifically, the increase or
decrease by agency is needed to assure
that the contracts to be adjusted and the
amounts of those adjustments are fairly
allocated among the executive agencies.
The breakout by firm-fixed price and
flexibly-priced contracts is needed since
the terms “‘increased costs™ and
““decreased costs’ mean different things
when applied to fixed-price versus
flexibly-priced contracts.

GDM Versus DCI

17. Comment: One respondent
commented that over the last decade,
“‘technology has advanced to the stage
where a very accurate cost-impact
proposal covering all affected pricing
actions, (by contract, task, agency,
contract type, etc.) is now practical. The
speed and power of personal computers,
combined with advances in database
technology, now make it much easier to
calculate precise cost-impacts in a very
short time.” Thus, ““the debate over
GDM versus DCI cost-impacts may well
become moot.”

Councils’ response: Nonconcur. The
Councils believe that retention of the
GDM as an option available to the CFAQ
promotes the streamlining of the cost-
impact process in many cases, such as
those where the contractor does not
have a sophisticated cost-impact system
as envisioned by the respondent. The
final rule at FAR 30.604(f)(1) provides
that the CFAO may use the GDM to
resolve cost-impacts without requiring
the preparation of a DCI. The Councils
believe that this option will result in a
significant savings of resources for both
the contractor and the Government.

Contradictory Rules

18. Comment: One respondent stated
that proposed FAR 30.604[h) seems to
apply only to Detailed Cost-impact
proposals (DCIs), but the proposed
language in the FAR clause at FAR
52.230-6(f) applies the principle to both
General Dollar Magnitude Proposals
(GDMs) and DCIs. The respondent’s
conclusion is that these two paragraphs
of the proposed rule are contradictory.

Councils’ response: Nonconcur. FAR
30.604(e)(1), General dollar magnitude
proposal content, and FAR 30.604(g)(1),
Detailed cost-impact proposal, both
require computation of the cost-impact
in accordance with 30.604(h),
Calculating cost-impacts. Thus, the
proposed rule is not contradictory.

Cost-Impact Computations

19. Comment: One respondent stated
that the required cost-impact
computations set forth in FAR 30.604(h)
and 30.605(h) cause additional
administrative burden. These
requirements preclude the respondent
from utilizing its Government approved
cost-impact system.

Councils’ response: Nonconcur. The
proposed rule does not preclude the
respondent from using its cost-impact
system, provided that the system
computes the cost-impact in accordance
with FAR 30.604(h) and 30.605(h). It is
noted that the Government does not
“approve” cost-impact systems.

Closed Contracts and Closed Years

20. Comment: Four respondents
commented that the cost-impact
calculation should not include closed
contracts or years with final negotiated
overhead rates.

Councils’ response: Nonconcur. The
Councils believe that it is appropriate to
include closed contracts and closed
fiscal years in the cost-impact
calculation. Under the CAS clause at 48
CFR 9903.201-4(a)(5), the contractor in
connection with this contract shall
“‘agree to an adjustment of the contract
price or cost allowance, as appropriate,
if the contractor or a subcontractor fails
to comply with an applicable cost
accounting standard, or to follow any
cost accounting practice consistently
and such failure results in any increased
costs paid by the United States. Such
adjustment shall provide for recovery of
the increased costs to the United States,
together with interest thereon computed
at the annual rate established under
Section 6621(a)(2) of the Internal
Revenue Code of 1986 (26 U.S.C.
6621(a)(2)) for such period, from the
time the payment by the United States
was made to the time the adjustment is
effected.”
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The provision at 48 CFR 9903.201-
4(a)(5) does not provide for the
exclusion of closed contracts or closed
fiscal years from the cost-impact
calculation. Since the CAS Board has
not excluded such contracts, the
Councils believe they must be included
in the cost-impact calculation. The
Councils further note that this position
is consistent with the treatment of
closed contracts and final negotiated
overhead rates for price adjustments
under the Truth in Negotiations Act.
Defective pricing claims are often
brought after the contract is closed and
closure is no barrier to Government
relief. The Councils also believe this is
consistent with the position historically
taken by the Government on CAS.

Cost-Impacts in Prior Years

21. Comment: One respondent stated
that the proposed language at FAR
30.604(h)(1) infers that all cost-impacts
occur in prior periods. The cost-impact
calculation for all affected contracts
generally involves the “‘estimated cost to
complete” that will be incurred in
future periods, after the change is
implemented. To clarify that the cost-
impact can involve existing contracts
that will be performed in the future,
insert the words “‘or will be” between
“were” and “incurred.”

Councils’ response: Concur. The
Gouncils agree that the respondent’s
recommendation will clarify the intent
of the language at FAR 30.604(h)(1).
However, the Councils believe the
language at FAR 30.604(h)(1), as well as
30.605(h)(1), would be better clarified
by inserting the word “‘are” in place of
the word “‘were.”

Change in Cost Accumulation

22. Comment: Two respondents
expressed concern that the proposed
rule requires that a GDM and/or DCI is
required for a change in cost
accumulation without regard to whether
costs were billed. The respondents
stated that the Government cannot be
harmed until an actual billing has been
submitted and paid. One respondent
questioned how there can be any
increased or decreased costs paid by the
Government related to a unilateral
change if contractors are complying
with the current regulations.

Councils’ response: Nonconcur, The
rule assumes that the contractor’s
system used to accumulate costs is also
used to bill those costs. While the
Government cannot be harmed until the
costs are actually billed, the CFAO is
required to take action to preclude the
Government from paying increased
costs. Thus, if action is not taken to
correct the noncompliance in cost

accumulation, the increased costs could
ultimately be billed to the Government,
Note that one of the actions that can be
taken is the correction of the
accumulated costs to correct the
noncompliance.

Estimated Cost To Complete—Same
Level of Work

23. Comment: One respondent
recommended that the language
regarding the two estimates to complete
at FAR 30.604(h)(3) be revised to state
that they should be based on contractor
performance at the same level of
contract work. The respondent
recommended adding the words “in
cost accumulation” and the phrase
“required to perform the same level of
contract work.”

Councils’ response: Nonconcur. The
language at issue concerns the items to
be included in a GDM and DCI proposal.
Based on past experience, the Councils
believe adding the recommended
language is more likely to cause
confusion and disputes rather than add
clarity. In the CAS Board Announced
Notice of Proposed Rulemaking on
changes in cost accounting practice and
in the first proposed rule on FAR Part
30, the language required that the
estimates be based on a “consistent
baseline.” In both instances, public
comments were submitted that clearly
showed confusion as to the intent of the
proposed language and requested
clarification as to what was meant by a
“‘consistent baseline.” The Councils
believe the revised final language at
FAR 30.604(h)(3) is sufficient for the
parties to understand that the purpose
of using an estimate to complete is to
determine the difference in cost
accumulations solely as a result of the
changed practice, i.e., the two estimates
to complete cannot use different work
scopes, different anticipated wage
increases, different anticipated material
price increases, or any other differences
that do not result from the use of a
different accounting practice.

Estimated Cost To Complete

24. Comment: Four respondents
stated that the proposed rule requires
the contractors to use current estimates-
to-complete to calculate the cost-impact
of changes to cost accounting practices.
Two of the respondents asserted that
such estimates may be so impacted by
other events occurring subsequent to the
award of a contract that they do not
provide a reasonable basis for measuring
increased costs to the Government.

Councils’ response: Nonconcur.
Although not specifically stated, it
appears that the respondents are

- addressing the use of current estimates

to complete for determining the cost-
impact on fixed-price contracts (see
FAR 30.604(h)(3)). For flexibly-priced
contracts, since the current estimates to
complete represent the actual amount
that will be reimbursed, there should be
no issue regarding the use of such
estimates.

The Councils do not believe it is
practical to use the original cost
estimates for determining the cost-
impact on fixed-price contracts. The
Councils believe using current estimates
to complete is the only feasible method
for computing the cost-impact of
changes in cost accounting practice. As
noted in CAS Working Group Paper 76—
9, there are several serious impediments
to using original cost estimates for
adjusting fixed-price contracts. While
the parties to a fixed-price contract have
agreed to a total price, there is often no
agreement as to how much of the price
represents cost and how much of the
price represents profit, and seldom a
meeting of the minds on the amount of
any individual element of cost. Further,
many fixed-price contracts will have
undergone numerous price changes due
to engineering modifications and other
changes. In such cases, tracking an
individual cost element may prove
virtually impossible. There is also the
danger that the confusion resulting from
the attempt to reconstruct the original
data will provide an opportunity to re-
price loss portions of contract
performance that have elapsed prior to
the point of the change.

Define “In the Aggregate”

25. Comment: One respondent
commented that the CAS Board should
define “in the aggregate.”

Councils’ response: The Councils
recommend the respondent address its
suggestion to the CAS Board, which can
then decide if any action is necessary.

Increased Costs in the Aggregate

26. Comment: Eight respondents
stated that the proposed rule on
increased costs in the aggregate was a
violation of CAS and the statutory
provision,

Councils’ response: The comment is
no longer applicable—the final rule
does not include the calculation of
increased cost in the aggregate. The
calculations at the following proposed
coverage were removed from the final
rule: 30.604(h)(3), and (4)(iv)(A) through
(C); and 30.605(h)(5), (6), (8)(i) and (ii),
and (9).

In addition, revisions were made at
the following proposed coverage as a
result of the removal of the calculations:
30.604(h)(4)[i), (ii), and (iv)—now
30.604(h)(3)(1), (ii), and (iv); and
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30.605(h)(3), (4), and (8)—now
30.605(h)(3), (4), and (6).

Offsets Between Contract Types

27. Comment: Two respondents stated
that the proposed rule incorrectly
disallows offsets between contract
types. In addition, one respondent
asserted that the Government could be
provided with a “windfall profit” if
offsets are not allowed between contract
types in the case of any noncompliance
or unilateral change that causes costs to
shift between fixed-price contracts and
subcontracts and flexibly-priced
contracts and subcontracts.

Councils’ response: The comment is
no longer applicable—the final rule
does not include the calculation of
increased cost in the aggregate. The
calculations were removed from the
final rule (see comment 26).

Interest Computation—Calculation

28. Comment: One respondent stated
that it does not understand how interest
can be calculated by multiplying the
difference in indirect costs by an
applicable base, and that the
methodology used to compute interest
at FAR 30.605(d)(2)(ii)(B) makes no
sense.

Councils’ response: Concur. The
Councils recognize that potential
confusion could result from the
language, and that the language may be
overly prescriptive. The Councils have
therefore revised the final rule to
eliminate the discussion of interest by
deleting proposed FAR
30.605(d)(2)(ii)(B) to reduce the
prescriptive nature of the language.

Interest Computation—Over and
Underpayments

29. Comment: One respondent stated
that the proposed requirements for
calculating quarterly interest payments
associated with overpayments or
underpayments for noncompliances are
overly prescriptive.

Councils’ response: Concur. The
Councils believe it is imperative for the
contractor to provide information on
when any increased costs were paid, so
that the CFAO can compute interest in
accordance with the statutory
requirements. However, the Councils
recognize that more flexibility can be
inserted in the process. Therefore, the
Councils revised the requirements for a
GDM and DCI proposal at proposed FAR
30.605(d)(3)(ii1) (now 30.605(d)(4)(iii))
by adding “for fixed-price and flexibly-
priced contracts” after the word
“underpayments” in the first sentence,
and deleting the second sentence that
required total over and underpayments
be broken down by quarter.

Quarterly Data

30. Comment: One respondent
asserted that the ““proposed rule
mandates a schedule of increased or
decreased costs paid by quarter (or an
analysis to demonstrate why such a
schedule is necessary) by Executive
agency as a required part of a general
dollar magnitude cost-impact for an
alleged noncompliance.” The
respondent stated that this
administrative burden should be
evaluated.

Councils’ response: Nonconcur. The
proposed rule at FAR 30.605(d)(3) does
not require a schedule of increased or
decreased costs paid by quarter by
Executive agency as part of a general
dollar magnitude cost-impact. The
proposed rule requires that the GDM
include the total overpayments and
underpayments broken down by
quarter, unless each of the quarterly
amounts billed during the period of
noncompliance were approximately
equal. It does not require that such
amounts also be broken down by
Executive agency. It is noted that the
Councils removed the requirement at
proposed FAR 30.605(d)(3)(iii) that the
overpayments and underpayments be
broken down by quarter in the GDM
proposal (see comment 29), as well as
the requirement at proposed FAR
30.605(g)(2)(i) and (ii) concerning the
computation of interest on the quarterly
amounts billed.

Task Order Contracts

31. Comment: One respondent stated
that one of the many situations that
greatly affect the cost accumulation
calculation that is not addressed in the
proposal is the trend toward task order
contracts that may have both fixed fee
and incentive fee tasks, as well as CAS
covered and non-CAS covered tasks.

Councils’ response: Nonconcur, The
Councils believe that this situation is
adequately covered by the language at
FAR 30.605(h)(5), and the definition of
“Affected CAS-covered contracts’ at
FAR 30.001.

FAR 30.605(h)(5) requires that the
computation of the cost-impact include
a calculation of the total increase or
decrease in contract and subcontract
incentives, fees, and profits associated
with the increased or decreased costs to
the Government in accordance with 48
CFR 9903.306(c). Thus, if the task
involves a fixed fee, the contractor
would need to compute the increase or
decrease in that fixed fee as a result of
the change or noncompliance.
Conversely, if the task involved an
incentive fee, the contractor would need
to compute the increase or decrease in

the incentive fee as a result of the
change or noncompliance.

As for the issue of CAS-covered
versus non-CAS-covered tasks, a
contract cannot contain both CAS-
covered and non-CAS-covered tasks. In
order for CAS-coverage to differ
between tasks, each task would have to
be a separate contract. In such cases, the
definition of affected CAS-covered
contracts would exclude the non-CAS
covered tasks from the computation of
the cost-impact.

Cost-Impact on Incentives, Fee, and
Profit

32. Comment: One respondent stated
that FAR 30.605(h)(5) excludes flexibly-
priced contract cost ceilings or target
costs for determining increased costs in
the aggregate for noncompliances
involving estimating costs. The
respondent stated that the proposed
requirement is only applied to fixed
price contracts, and asserted that “‘the
proposed coverage ignores the cost-
impact on negotiated flexibly priced
contract cost ceilings or target costs that
were understated or overstated due to a
contractor’s proposal that contained
estimated costs which were based on
the use of a noncompliant practice.”
The respondent recommended that FAR
30.605(h)(5) be revised to include
flexibly-priced contracts in the
computation of increased costs in the
aggregate for estimating
noncompliances. The respondent also
stated that under FAR 30.606(c)(4)(ii}, as
proposed, fixed price contracts would
only be subject to downward price
adjustment if there are *‘net’ increased
cost to the Government and opined that
flexibly-priced contracts should not be
excluded from the adjustment process.
The respondent believes that the
proposed approach to only recover the
aggregate increased cost to the
Government for fixed price contracts
can result in inequities.

Councils’ response: Nonconcur. The
Councils believe that flexibly-priced
contracts are properly included in the
computation of increased costs in the
aggregate. For a noncompliance in
estimating costs, the Councils do not
believe the impact on negotiated
flexibly-priced contract cost ceilings or
target costs should be included in the
computation of increased costs in the
aggregate. Under a flexibly-priced
contract, the Government reimburses
the actual costs incurred. As a result, a
noncompliance in estimating the costs
does not affect the total costs the
Government will ultimately reimburse
on flexibly-priced contracts. However,
an estimating noncompliance may have
a significant impact on the amount of
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incentives, fees or profits for flexibly-
priced contracts. Thus, the final rule
requires inclusion of the impact on
incentives, fees, and profits in
computing the increased costs in the
aggregate for estimating
noncompliances.

Records Retention

33. Comment; One respondent stated
that problems with the current process
for handling cost-impacts could be
addressed by adding a requirement for
contractors to retain cost proposals that
were the basis for negotiating the value
of the CAS-covered pricing actions.

Councils’ response: Nonconcur. The
Councils disagree that adding a specific
requirement to FAR Part 30 is
appropriate. FAR 4.703, Policy-
Contractor Records Retention, already
describes the record retention
requirements for contract negotiations,
administration, and audit requirements
of the contracting agencies. The
Councils believe these record retention
requirements are adequate for purposes
of CAS administration,

Adjust Each Individual Contract

34. Comment: One respondent
recommended that FAR 30.606(a)(2)
include an analysis of the total
payments that would be made if all
affected contracts were individually
adjusted so that the CFAO can
determine whether one or more
contracts are to be adjusted, or if an
alternative method can be used to
resolve the impact. The respondent
asked how, without such data, the
CFAO can determine that the
Government will not pay more, in the
aggregate, than would be paid if the
CFAO had adjusted all affected
contracts?

Councils’ response: Nonconcur. In an
ideal world, the contractor would
provide a detailed analysis of the total
payments for each and every affected
contract. However, the Councils
recognize that this is often not feasible
and, in fact, would impose a significant
administrative burden on contractors,
extending the cost-impact process by
years. The Councils do not believe that
individual contract data is necessary in
every circumstance in order for the
CFAO to determine increased costs in
the aggregate. The final rule, therefore,
provides the CFAO the flexibility to
obtain data at a more macro level, if
appropriate.

Combining Certain Types of Impacts

35. Comment: Two respondents stated
that they believe the proposed language

at FAR 30.606(a][3) is counter
productive as it contains language that

will further limit the Government and
the contractor from resolving some of
the more complex cost-impacts. The
section precludes the Government from
combining cost-impacts that include: (a)
Changes implemented in different fiscal
years, (b) changes and noncompliances,
(c) two or more noncompliances, and [d)
different categories of changes.

Councils’ response: Partially concur.
The Councils believe that some
language at FAR 30.606(a)(3) is
necessary to protect the interests of the
Government. However, the Councils
also recognize that the proposed
language should be revised to provide
some additional flexibility to the CFAO
in resolving cost-impacts. The Councils,
therefore, revised the language at FAR
30.606(a)(3) to reflect the following:

(a) Changes implemented in diﬁ%rent
fiscal years. The Councils agree with the
respondent that implementing changes
in different fiscal years should not be
the basis for precluding the combination
of such changes. The Councils have,
therefore, deleted proposed
30.606(a)(3)(i) from the final rule.

(b) Required/desirable changes
combined with unilateral changes/
noncompliances. The actions taken to
resolve a required or desirable change
(negotiate an equitable adjustment) are
different from the actions taken to
resolve a unilateral change or a
noncompliance (recover increased costs
to the Government). Therefore, the
Councils believe that combining cost-
impacts of required/desirable changes
with the cost-impacts of unilateral
changes/noncompliances should be
prohibited, as indicated at FAR
30.606(a)(3)().

(c) Combining unilateral changes and/
or noncompliances. When the
individual cost-impact of each
unilateral change and each
noncompliance is increased costs in the
aggregate, the Councils agree that the
change and noncompliance may be
combined for administrative ease in
resolving cost-impacts, as indicated at
FAR 30.606(a)[3](ii). Such combinations
can only be made by mutual agreement
of both parties.

The Councils further believe that
combining the cost-impacts of unilateral
changes and/or noncompliances must
be precluded if any of the individual
changes or noncompliances involved
results in decreased costs in the
aggregate. When there are two or more
unilateral changes/noncompliances,
some with increased costs and others
with decreased costs, combining the
cost-impact of those changes does not
comply with the statutory requirement
that the Government recover the
increased costs in the aggregate for each

e

unilateral change/noncompliance. There
is no statutory provision that permits
offsetting the cost-impact of one
unilateral change/noncompliance with
the cost-impact of any other unilateral
change/noncompliance.

[d) Cost-impacts of a unilateral
change affecting two or more segments.
The Councils recognize that, in some
circumstances, a unilateral change may
affect more than one segment. When
such a change affects the flow of costs
between segments or implements a
common cost accounting practice for
two or more segments, the CFAO may
treat this as a single change for cost-
impact purposes, as indicated at FAR
30.606(a)(3)(iii).

Mandatory Adjustments and
Disallowance of Costs

36. Comment: Regarding FAR 30.606,
one respondent stated that “The
proposed mandatory provisions in
(c)(3)(i) and (ii) appear incompatible
with the CASB provision at 48 CFR
9903.201-6(b) and the proposed
permissive provision at (c)(3)(iii).” The
respondent further stated that “The
proposed provision at (c)(3)(iii) provides
the CFAO ‘may’ adjust contract prices,
including cost ceilings or target costs,
provided contract prices are not
increased in the aggregate.” The
respondent also stated that “This
appears predicated on the CASB
regulatory provision at 48 CFR
9903.201-6(b), but the FAR proposal
makes it subservient to the mandatory
provisions at (c)(3)(i} and (ii) which do
not sanction such adjustments.” The
respondent then stated that “the
proposed rule appears to conflict with
the CAS rules, as amended on June 14,
2000,” and cited similar inconsistencies
with FAR 30.606(c)(4). The respondent
recommended that FAR 30.606(c)(3)(i)
and (ii), and FAR 30.606(c)(4)(i) and (ii)
be deleted and make the proposed
provisions at [c)[3](iii) and [c)(4)(iii)
mandatory, for consistency with CAS
rules. The respondent further
recommended that the parenthetical at
FAR 30.605(h)(3) be deleted because it
does not require the adjustment of
contract cost ceilings and target prices.
Finally, the respondent recommended
that, after adjusting the contract ceilings
and target prices, FAR 30.606(c)(3) and
(c)(4) include a ““mandatory provision
requiring the CFAO to disallow
accumulated costs under flexibly-priced
contracts, but only for the portion of
estimated increased cost accumulations
that remains in a cost overrun condition
after contract cost ceiling adjustments, if
any, are made.”

Councils’ response: Nonconcur. In an
ideal world, the CFAO would adjust all
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contracts so each and every dollar of the
cost-impact is perfectly re-allocated to
each and every affected contract. This
would include all contract ceilings and
target prices. However, the Councils
recognize that this is often not feasible
and, in fact, would impose a significant
administrative burden on contractors,
extending the cost-impact process by
years. The CAS rules recognize the need
for flexibility at 48 CFR 9903.306(1),
which states:

“Whether cost-impact is recognized by
modifying a single contract, several but not
all contracts, or any other suitable technique,
is a contract administration matter. The Cost
Accounting Standards do not in any way
restrict the capacity of the parties to select
the method by which the cost-impact
attributable to a change in cost accounting
practice is recognized.”

The Councils believe the final rule
provides the CFAQO the flexibility to
adjust the contract cost ceilings and
target prices when the CFAO deems
appropriate, as provided for by the CAS
rules.

Cost Accumulation Noncompliances

37. Comment: One respondent
commented that the FAR Council
should rethink its requirement for cost
accumulation noncompliances. The
respondent asserted that the only harm
to the Government in such
noncompliances is the application of
interest to the difference between a
compliant and noncompliant billing.

Councils’ response: Nonconcur. The
Councils do not agree with the
respondent’s assessment of the harm to
the Government in the case of a
noncompliance in accumulating costs.
The respondent assumes that the
contractor agrees to correct the
noncompliance and immediately
reflects the correction in subsequent
billings to the Government. This may
not always be the case since the
Government and contractor may not

agree on the nature and extent of the
noncompliance and the contractor may
decline to make appropriate
adjustments to billed costs. In addition,
the noncompliance may affect closed
contracts for which there can be no
corrections to billings. The calculation
of the cost-impact of the accumulation
noncompliance is necessary to ensure
that the Government recovers the full
extent of any increased costs as well as
any statutorily required interest (see
FAR 30.606(c)(5)).

Adjustment of Final Indirect Rates

38. Comment: Two respondents stated
that the adjustment of final indirect
rates by the CFAO is inappropriate.
They stated that since “final incurred
cost rates are applicable to all
Government contracts, not just CAS-
covered Government contracts.
Therefore, CAS issues are being forced
on non CAS-covered contracts through
the application of adjusted final
incurred cost rates.” One respondent
also argued that the proposed rule does
not reflect the position taken by the CAS
Board in its second supplemental notice
of proposed rulemaking, 64 FR 45700,
August 20, 1999, in response to a
respondent suggesting the use of the
final indirect expense rate settlement
process rather than contract price
adjustments as a method to resolve a
cost-impact. In response to that
comment, the CAS Board stated
‘“Adjustments of indirect expense rates
to settle a cost-impact action can result
in the adjustment of the wrong contracts
for the impact of the change in
accounting practice. This method also
results in the establishment of final
indirect expense rates that are not
consistent with a contractor’s
established and disclosed accounting
practices for allocating indirect costs to
final cost objectives.”

Councils' response: Nonconcur. CAS
issues are not being forced on non CAS-

covered contracts because the contractor
must agree to any adjustment of final
indirect rates. FAR 30.606(d)(1) states
that the CFAO may use an alternate
method to resolve the cost-impact
provided the contracting parties agree
on the use of that alternate method.
Thus, the impact of the change or
noncompliance will not affect non CAS-
covered contracts unless the contractor
agrees. The CAS Board recognizes the
use of an alternate method such as
adjusting indirect rates at 48 CFR
9903.306(f), which states *“Whether cost-
impact is recognized by modifying a
single contract, several but not all
contracts, or any other suitable
technique, is a contract administration
matter. The Cost Accounting Standards
rules do not in any way restrict the
method by which the cost-impact
attributable to a change in cost
accounting practice is recognized.”

Other Changes

The Councils revised the clause
language at FAR 52.230-6,
Administration of Cost Accounting
Standards, to be in accord with the
changes made to the final rule as
described in the Councils’ responses to
the public comments, above. In
addition, the Councils made several
editorial-type changes to the proposed
language to enhance clarity and
structure of the final rule.

The Councils also made a clarifying
change at FAR 30.001 to the definition
of ‘“Fixed-price contracts and
subcontracts” to exclude fixed-price
contracts with economic price
adjustments (EPA) based on actual costs
of labor or material [described at
16.,203-1(a)(2)), and included these EPA
contracts in the definition of “Flexibly-
priced contracts and subcontracts.”

C. Summary of Changes

Issue Current FAR rule Final FAR rule
Definitions
1. ........ | No definitions for “Affected CAS-covered contract,” “Fixed-price | Added new definitions for “Affected CAS-covered contract,”
contracts,” and “Flexibly-priced contracts.”. “Fixed-price  contracts,” and “Flexibly-priced contracts”
(30.001).
20 e Included old CAS definitions and terminology of “Mandatory | Updated definitions to match CAS definitions ‘and terminology for
change,” “Voluntary change,” and “Desirable change.”. “Required change,” “Unilateral change,” and “Desirable
change” (30.001).
Responsibilities
3 e ACO is used throughout FAR SECON ........coecriieenircrenniiiccnene Changed Administrative Contracting Officer (ACO) to Cognizant
Federal Agency Official (CFAQ) to be consistent with current
CAS.
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Issue Current FAR rule Final FAR rule
Determinations
[ T Did not contain actions for what to do if Disclosure Statement is | Provides actions to be taken when the Disclosure Statement is
adequate, inadequate, compliant, or noncompliant. adequate (30.202-7(a)(2)(i)), inadequate (30.202-7(a)(2)(ii)),
compliant (30.202-7(b)(2)), or noncompliant (30.605(b)).
Materiality

T No discussion of materiality .........c.cocoireniiviieeniiiii e, Added new section on materiality (30.602). Permits determination
of immateriality at any time in the process; references CAS sec-
tion on materiality in determining whether a change/noncompli-
ance is immaterial; and requires CFAO to document rationale
for any determination that the cost impact is immaterial.

Required Changes

6. Did not address early implementation of a required change ........... Requires CFAO to process early implementation of a required
change as a unilateral change, unless determined to be desir-
able (30.603-1(d)(2)).

Unilateral and Desirable Changes

[T Did not address how a unilateral change is treated if a decision | States that until a change is determined to be desirable, it shall

on desirability has not been made. be treated as a unilateral change (30.603-2(b)(2)).

8 .. Did not provide information on how to determine whether a | Provides specific factors to consider in determining whether a

change is desirable. change is desirable (30.603-2(b)(3)).

9. .. Did not address retroactive Changes ..........cceveeerivvisnseeenmessrerenans Provides specific section on retroactive changes (30.603-2(d)).
CFAQ can make a change retroactive to the beginning of the
fiscal year in which the change was made.

10. ... Did not include exemption from contract price adjustments for | Includes current CAS exemption from contract price adjustments

changes related to external restructuring activities. for changes related to external restructuring activities (30.603—
2(e)).
Processing Changes to Disclosed or Established Cost Accounting Practices, And Processing Noncompliances

1. ... No process for evaluating changes or noncompliances .................. Includes process for evaluating changes (30.604(c)) and non-
compliances (30.605).

12. ... No separation of cost impact computation and cost impact resolu- | Separate cost impact computation (30.604(h) and 30.605(h}) from

tion. cost impact resolution (30.606).
13. ... Required submittal of a GDM in format specified by ACO for use | Requires submittal of GDM in format specified by CFAO, provided
in determining whether cost impact is material. certain basic information is included (30.604(e)(3)). GDM can
be used as basis to negotiate cost impact (30.604(f)(1) and
30.605(e)(1)). Permits contractor to submit DCI proposal in lieu
of GDM proposal (30.604(d)(3) and 30.605(d)(3)).

14. ... Required DCI showing cost impact for each contract. DCI required | Requires DCI in format specified by CFAQ, provided certain basic

anytime cost impact is material. information is included. DCl does not need to include every
contract if CFAO and contractor can agree on sample and to
project results to universe (30.604(e)(2)(i) and 30.605(d)(2)(i)).
DCI only required when GDM is not adequate for resolving cost
impact (30.604(f)(2) and 30.605(e)(2)).

15. ... Provided no information on what constituted increased or de- | Provides specific information on what constitutes increased and

creased cost. decreased cost. Does not include how to compute increased
cost in the aggregate (30.604(h)(3)(iv) and 30.605(h)(6)). Also
see Comment 26.
16. ... Did not discuss equitable adjustments for required or desirable | States that cost impact computation is used as basis for deter-
changes. mining amount of equitable adjustments resulting from required
or desirable changes (30.604(h){4)).
Interest
17, e Does not address use of simple versus compound interest in d:| Does not address use of simple versus compound interest in de-
termining amounts due resulting from increased cost paid on a termining amounts due resulting from increased cost paid on a
noncompliance. noncompliance (30.605(g)).
Resolving Cost Impacts
18. ... Requires ACO to coordinate with all PCO’s whose contracts will | Requires CFAO to coordinate with all PCQO's whose contracts will

be affected by $100,000 or more (30.606(a)).
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Issue Current FAR rule Final FAR rule
19. ... Did not discuss which cost impacts could and could not be com- | Specifies which cost impacts cannot be combined. Never combine

bined. a required change and a unilateral change; a required change
and a noncompliance; a desirable change and a unilateral
change; a desirable change and a noncompliance
(30.606(a)(3)(i)). Never combine, unless all have increased
costs, one or more unilateral changes; one or more noncompli-
ances; unilateral changes and noncompliances
(30.606(a)(3)(ii)). May treat as a single change any change af-
fecting costs flowing between multiple segments and implemen-
tation of a common accounting practice among segments
(30.606(a)(3)(iii)).

20. ...... ACO notifies PCQO's of settlement, PCO’s issue modifications ad- | CFAQ settles cost impact by modifying single contract, more than
justing contracts. No option other than adjusting contracts. one contract, all contracts, or some alternate method (e.g., ad-
justing indirect rates) (30.606(a)(2)). In adjusting indirect rates,
CFAQ must provide for appropriate gross-up to reflect Govern-
ment participation (30.606(d)(3)(ii)) and can only make adjust-
ments to final indirect cost rates (30.606(d)(3)(i)).
Subcontract Administration
21, ... Does not provide for remedies if a subcontractor refuses to submﬂ Specifies that remedies are at the prime contract level if a sub-
a required GDM or DCI proposal. contractor refuses to submit a required GDM or DCI proposal
(30.607).
Contract Clause—Administration of CAS
22. ...... | Confract clause did not reflect process ...........ccovvnvvvnniiiinnrenenns Contract clause incorporates process (52.230-6).
Contract Clause—Proposal Disclosure—Cost Accounting Practice Changes
23. ... No provision to address how to price propoéal when contract | Added a new provision to address how to price proposal when

award will result in a change in accounting practice. contract award will result in a change in accounting practice

(52.230-7).

This is not a significant regulatory
action and, therefore, was not subject to
review under Section 6(b) of Executive
Order 12866, Regulatory Planning and
Review, dated September 30, 1993. This
rule is not a major rule under 5 U.S.C.
804.

D. Regulatory Flexibility Act

The Department of Defense, the
General Services Administration, and
the National Aeronautics and Space
Administration certify that this final
rule will not have a significant
economic impact on a substantial
number of small entities within the
meaning of the Regulatory Flexibility
Act, 5 U.S.C. 601, et seq., because
contracts and subcontracts with small
businesses are exempt from all cost
accounting standard requirements in
accordance with 48 CFR 9903.201—
1(b)(3).

E. Paperwork Reduction Act

The Paperwork Reduction Act does
apply; however, these changes to the
FAR do not impose additional
information collection requirements to
the paperwork burden previously
approved under OMB Control Number
9000-0129.

List of Subjects in 48 CFR Parts 30 and
52

Government procurement.

Dated: February 24, 2005.
Rodney P. Lantier,
Director, Contract Policy Division.

m Therefore, DoD, GSA, and NASA
amend 48 CFR parts 30 and 52 as set
forth below:

m 1. The authority citation for 48 CFR
parts 30 and 52 is revised to read as
follows:-

Authority: 40 U.S.C. 121(c); 10 U.S.C.
chapter 137; and 42 U.S.C. 2473(c).

PART 30—COST ACCOUNTING
STANDARDS ADMINISTRATION

m 2. Add section 30.001 to read as
follows:

30.001 Definitions.

As used in this part—

Affected CAS-covered contract or
subcontract means a contract or
subcontract subject to Cost Accounting
Standards (CAS) rules and regulations
for which a contractor or
subcontractor—

(1) Used one cost accounting practice
to estimate costs and a changed cost
accounting practice to accumulate and
report costs under the contract or
subcontract; or

(2) Used a noncompliant practice for
purposes of estimating or accumulating
and reporting costs under the contract
or subcontract.

Cognizant Federal agency official
{(CFAQ) means the contracting officer
assigned by the cognizant Federal
agency to administer CAS.

Desirable change means a unilateral
change to a contractor’s established or
disclosed cost accounting practices that
the CFAQ finds is desirable and not
detrimental to the Government and is,
therefore, not subject to the no increased
cost prohibition provisions of CAS-
covered contracts and subcontracts
affected by the change.

Fixed-price contracts and
subcontracts means—

(1) Fixed-price contracts and
subcontracts described at 16.202, 16.203
(except when price adjustments are
based on actual costs of labor or
material, described at 16.203-1(a)(2)),
and 16.207;

(2) Fixed-price incentive contracts
and subcontracts where the price is not
adjusted based on actual costs incurred
(Subpart 16.4);

(3) Orders issued under indefinite-
delivery contracts and subcontracts
where final payment is not based on
actual costs incurred (Subpart 16.5); and

(4) The fixed-hourly rate portion of
time-and-materials and labor-hours
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contracts and subcontracts (Subpart
16.6).

Flexibly-priced contracts and
subcontracts means—

(1) Fixed-price contracts and
subcontracts described at 16.203~
1(a)(2), 16.204, 16.205, and 16.206;

[2) Cost-reimbursement contracts and
subcontracts (Subpart 16.3);

(3) Incentive contracts and
subcontracts where the price may be
adjusted based on actual costs incurred
(Subpart 16.4);

(4) Orders issued under indefinite-
delivery contracts and subcontracts
where final payment is based on actual
costs incurred (Subpart 16.5); and

(5) The materials portion of time-and-
materials contracts and subcontracts
(Subpart 16.6).

Noncompliance means a failure in
estimating, accumulating, or reporting
costs to—

(1) Comply with applicable CAS; or

(2) Consistently follow disclosed or
established cost accounting practices.

Required change means—

(1) A change in cost accounting
practice that a contractor is required to
make in order to comply with a CAS, or
a modification or interpretation thereof,
that subsequently becomes applicable to
an existing CAS-covered contract due to
the receipt of another CAS-covered
contract or subcontract; or

(2) A prospective change to a
disclosed or established cost accounting
practice when the CFAO determines
that the former practice was in
compliance with applicable CAS and
the change is necessary for the
contractor to remain in compliance.

Unilateral change means a change in
cost accounting practice from one
compliant practice to another compliant
practice that a contractor with a CAS-
covered contract(s) or subcontract(s)
elects to make that has not been deemed
a desirable change by the CFAO and for
which the Government will pay no
aggregate increased costs.
® 3. Amend section 30.201-3 by adding
paragraph (c] to read as follows:

30.201-3 Solicitation provisions.

* * * * *

(c) Insert the provision at FAR
52.230-7, Proposal Disclosure—Cost
Accounting Practice Changes, in
solicitations for contracts subject to CAS
as specified in 48 CFR 9903.201 (FAR
Appendix).
® 4. Amend section 30.202--6 by revising

paragraphs (b) and (d) to read as follows:

30.202-6 Responsibilities.

* * * * *

(b) The contracting officer shall not
award a CAS-covered contract until the

cognizant Federal agency official
(CFAO) has made a written
determination that a required Disclosure
Statement is adequate unless, in order to
protect the Government’s interest, the
agency head, on a nondelegable basis,
authorizes award without obtaining
submission of the required Disclosure
Statement (see 48 CFR 9903.202-2]. In
this event, the contractor shall submit
the required Disclosure Statement and
the CFAO shall make a determination of
adequacy as soon as possible after the
award.

* * * * *

(d) The CFAO is responsible for
issuing determinations of adequacy and
compliance of the Disclosure Statement.

m 5. Revise section 30.202-7 toread as
follows:

30.202-7 Determinations.

(a) Adequacy determination. (1) As
prescribed by 48 CFR 9903.202-6 (FAR
Appendix), the auditor shall—

(i) Conduct a review of the Disclosure
Statement to ascertain whether it is
current, accurate, and complete; and

(ii) Report the results to the CFAO.

(2) The CFAO shall determine if the
Disclosure Statement adequately
describes the contractor’s cost
accounting practices. Also, the CFAO
shall—

(i) If the Disclosure Statement is
adequate, notify the contractor in
writing, and provide a copy to the
auditor with a copy to the contracting
officer if the proposal triggers
submission of a Disclosure Statement.
The notice of adequacy shall state that—

(A) The disclosed practices are
adequately described and the CFAO
currently is not aware of any additional
practices that should be disclosed;

(B) The notice is not a determination
that all cost accounting practices were
disclosed; and

(C) The contractor shall not consider
a disclosed practice, by virtue of such
disclosure, an approved practice for
estimating proposals or accumulating
and reporting contract and subcontract
cost data; or

(ii) If the Disclosure Statement is
inadequate, notify the contractor of the
inadequacies and request a revised
Disclosure Statement.

(3] Generally, the CFAQ should
furnish the contractor notification of
adequacy or inadequacy within 30 days
after the CFAO receives the Disclosure
Statement.

(b) Compliance determination. (1)
After the notification of adequacy, the
auditor shall—

(i) Conduct a detailed compliance
review to ascertain whether or not the

disclosed practices comply with CAS
and Part 31, as applicable; and

(ii) Advise the CFAO of the results.

(2) The CFAOQ shall make a
determination of compliance or take
action regarding a report of alleged
noncompliance in accordance with
30.605(b). Such action should include
requesting a revised Disclosure
Statement that corrects the CAS
noncompliance. Noncompliances with
Part 31 shall be processed separately.
m 6. Amend section 30.202-8 by revising
paragraph (a) to read as follows:

30.202-8 Subcontractor disclosure
statements.

(a) When the Government requires
determinations of adequacy of
subcontractor disclosure statements, the
CFAO for the subcontractor shall
provide this determination to the CFAO
for the contractor or next higher-tier
subcontractor. The higher-tier CFAO
shall not change the determination of
the lower-tier CFAO.

* * * * *

m 7. Revise Subpart 30.6 to read as
follows:

Subpart 30.6—CAS Administration

Sec.

30.601 Responsibility.

30.602 Materiality.

30.603 Changes to disclosed or established
cost accounting practices.

30.603-1 Required changes.

30.603—2 Unilateral and desirable changes.

30.604 Processing changes to disclosed or
established cost accounting practices.

30,605 Processing noncompliances.

30,606 Resolving cost impacts.

30.607 Subcontract administration.

30.601 Responsibility.

(a) The GFAOQ shall perform CAS
administration for all contracts and
subcontracts in a business unit, even
when the contracting officer retains
other administration functions. The
CFAO shall make all CAS-related
required determinations and findings
(see Subpart 1.7) for all CAS-covered
contracts and subcontracts, including—

(1) Whether a change in cost
accounting practice or noncompliance
has occurred; and

(2) If a change in cost accounting
practice or noncompliance has
occurred, how any resulting cost
impacts are resolved.

(ﬁ] Within 30 days after the award of
any new contract subject to CAS, the
contracting officer making the award
shall request the CFAO to perform
administration for CAS matters (see
Subpart 42.2). For subcontract awards,
the contractor awarding the snbcontract
must follow the procedures at 52.230—
6(b).




11754

Federal Register/Vol. 70, No. 45/Wednesday, March 9, 2005 /Rules and Regulations

30.602 Materiality.

(a) In determining materiality, the
CFAO shall use the criteria in 48 CFR
9903.305 (FAR Appendix).

(b) A CFAO determination of
materiality—

(1) May be made before or after a
general dollar magnitude proposal has
been submitted, depending on the
particular facts and circumstances; and

(2) Shall be based on adequate
documentation.

(c) When the CFAO determines the
cost impact is immaterial, the CFAO
shall—

(1) Make no contract adjustments and
conclude the cost impact process;

(2) Document the rationale for the
determination; and

(3) In the case of noncompliance
issues, inform the contractor that—

(i) The noncompliance should be
corrected; and

(ii) If the noncompliance is not
corrected, the Government reserves the
right to make appropriate contract
adjustments should the cost impact
become material in the future.

(d) For required, unilateral, and
desirable changes, and CAS
noncompliances, when the amount
involved is material, the CFAO shall
adjust the contract or use another
suitable method (see 30.606).

30.603 Changes to disclosed or
established cost accounting practices.

30.603-1 Required changes.

(a) General. Offerors shall state
whether or not the award of a contract
would require a change to an
established cost accounting practice
affecting existing contracts and
subcontracts (see 52.230-1). The
contracting officer shall notify the
CFAOQ if the offeror states that a change
in cost accounting practice would be
required.

(b) CFAO responsibilities. Prior to
making an equitable adjustment under
the applicable paragraph(s) that address
a required change at 52.230-2, Cost
Accounting Standards; 52.230-3,
Disclosure and Consistency of Cost
Accounting Practices; or 52.230-5, Cost
Accounting Standards—yEducational
Institution, the CFAQ shall determine
that—

(1) The cost accounting practice
change is required to comply with a
CAS, or a modification or interpretation
thereof, that subsequently became
applicable to one or more contracts or
subcontracts; or

(2) The former cost accounting
practice was in compliance with
applicable CAS and the change is
necessary to remain in compliance.

(c) Notice and proposal preparation.
(1) When the award of a contract would
require a change to an established cost
accounting practice, the provision at
52.230-7, Proposal Disclosure—Cost
Accounting Practice Changes, requires
the offeror to—

(i) Prepare the contract pricing
proposal in response to the solicitation
using the changed cost accounting
practice for the period of performance
for which the practice will be used; and

(ii) Submit a description of the
changed cost accounting practice to the
contracting officer and the CFAO as
pricing support for the proposal.

(2) When a change is required to
remain in compliance (for reasons other
than a contract award) or to comply
with a new or modified standard, the
clause at 52,230-6, Administration of
Cost Accounting Standards, requires the
contractor to—

(i) Submit a description of the change
to the CFAQ not less than 60 days (or
other mutually agreeable date) before
implementation of the change; and

(ii) Submit rationale to support any
contractor written statement that the
cost impact of the change is immaterial.

(d) Equitable adjustments for new or
modified standards. (1) Required
changes made to comply with new or
modified standards may require
equitable adjustments, but only to those
contracts awarded before the effective
date of the new or modified standard
(see 52.230-2, 52.230~3, or 52.230-5).

(2) When a contractor elects to
implement a required change to comply
with a new or modified standard prior
to the applicability date of the standard,
the CFAQO shall administer the change
as a unilateral change (see 30.603-2).
Contractors shall not receive an
equitable adjustment that will result in
increased costs in the aggregate to the
Government prior to the applicability
date unless the CFAO determines that
the unilateral change is a desirable
change.

30.603-2 Unilateral and desirable
changes.

(a) Unilateral changes. (1) The
contractor may unilaterally change its
disclosed or established cost accounting
practices, but the Government shall not
pay any increased cost, in the aggregate,
as a result of the unilateral change.

(2) Prior to making any contract price
or cost adjustments under the applicable
paragraph(s) addressing a unilateral
change at 52.230-2, 52.230-3, or
52.230-5, the CFAO shall determine
that—

(i) The contemplated contract price or
cost adjustments will protect the
Government from the payment of the

estimated increased costs, in the
aggregate; and

(ii) The net effect of the contemplated
adjustments will not result in the
recovery of more than the increased
costs to the Government, in the
aggregate,

(b) Desirable changes. (1) Prior to
taking action under the applicable
paragraph(s) addressing a desirable
change at 52.230-2, 52.230-3, or
52.230-5, the CFAQ shall determine the
change is a desirable change and not
detrimental to the interests of the
Government.

(2) Until the CFAO has determined a
change to a cost accounting practice is
a desirable change, the change is a
unilateral change.

(3) Some factors to consider in
determining if a change is desirable
include, but are not limited to,
whether—

(i) The contractor must change the
cost accounting practices it uses for
Government contract and subcontract
costing purposes to remain in
compliance with the provisions of Part
31;

(ii) The contractor is initiating
management actions directly associated
with the change that will result in cost
savings for segments with CAS-covered
contracts and subcontracts over a period
for which forward pricing rates are
developed or 5 years, whichever is
shorter, and the cost savings are
reflected in the forward pricing rates;
and

(iii) Funds are available if the
determination would necessitate an
upward adjustment of contract cost or
price.

(c) Notice and proposal preparation.
(1) When a contractor makes a unilateral
change, the clause at 52.230-6,
Administration of Cost Accounting
Standards, requires the contractor to—

(i) Submit a description of the change
to the CFAO not less than 60 days (or
other mutually agreeable date) before
implementation of the change; and

(ii) Submit rationale to support any
contractor written statement that the
cost impact of the change is immaterial.

(2) If a contractor implements the
change in cost accounting practice
without submitting the notice as
required in paragraph (c)(1) of this
subsection, the CFAO may determine
the change a failure to follow a cost
accounting practice consistently and
process it as a noncompliance in
accordance with 30.605.

(d) Retroactive changes. (1) If a
contractor requests that a unilateral
change be retroactive, the contractor
shall submit supporting rationale.
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(2) The CFAO shall promptly evaluate
the contractor’s request and shall, as
soon as practical, notify the contractor
in writing whether the request is or is
not approved.

(3) The CFAO shall not approve a date
for the retroactive change that is before
the beginning of the contractor’s fiscal
year in which the request is made.

(e) Contractor accounting changes
due to external restructuring activities.
The requirements for contract price and
cost adjustments do not apply to
compliant cost accounting practice
changes that are directly associated with
external restructuring activities that are
subject to and meet the requirements of
10 U.S.C. 2325. However, the disclosure
requirements in 52.230-6(b) shall be
followed.

30.604 Processing changes to disclosed
or established cost accounting practices.

[a) Scope. This section applies to
required, unilateral, and desirable
changes in cost accounting practices.

[b) Procedures. Upon receipt of the
contractor’s notification and description
of the change in cost accounting
practice, the CFAO, with the assistance
of the auditor, should review the
proposed change concurrently for
adequacy and compliance. The CFAO
shall—

(1) If the description of the change is
both adequate and compliant, notify the
contractor in writing and—

(i) For required or unilateral changes
(except those requested to be
determined desirable changes}, request
the contractor submit a general dollar
magnitude (GDM) proposal by a
specified date, unless the CFAO
determines the cost impact is
immaterial; or

(ii) For unilateral changes that the
contractor requests to be determined
desirable changes, inform the contractor
that the request shall include supporting
rationale and—

(A) For any request based on the
criteria in 30.603-2(b)(3](ii), the data
necessary to demonstrate the required
cost savings; or

(B) For any request other than those
based on the criteria in 30.603—
2(b)(3)[ii), a GDM proposal and any
other data necessary for the CFAO to
determine if the change is a desirable
change;

(2) If the description of the change is
inadequate, request a revised
description of the new cost accounting
practice; and

(3) If the disclosed practice is
noncompliant, notify the contractor in
writing that, if implemented, the CFAQO
will determine the cost accounting

practice to be noncompliant and process
it accordingly.

(c) Evaluating requests for desirable
changes. [1) When a contractor requests
a unilateral change be determined a
desirable change, the CFAQ shall
promptly evaluate the contractor’s
request and, as soon as practical, notify
the contractor in writing whether the
change is a desirable change or the
request is denied.

(2) If the CFAO determines the change
is a desirable change, the CFAQ shall
negotiate any cost or price adjustments
that may be needed to resolve the cost
impact (see 30.606).

(3) If the request is denied, the change
is a unilateral change and shall be
processed accordingly.

(d) General dollar magnitude
proposal. The GDM proposal—

(1] Provides information to the CFAQO
on the estimated overall impact of a
change in cost accounting practice on
affected CAS-covered contracts and
subcontracts that were awarded based
on the previous cost accounting
practice;

(2) Assists the CFAQ in determining
whether individual contract price or
cost adjustments are required; and

(3) The contractor may submit a
detailed cost-impact (DCI) proposal in
lieu of a GDM proposal provided the
DCI proposal is in accordance with
paragraph (g) of this section.

(e) General dollar magnitude proposal
content. The GDM proposal—

(1) Shall calculate the cost impact in
accordance with paragraph (h) of this
section;

(2) May use one or more of the
following methods to determine the
increase or decrease in cost
accumulations:

(i) A representative sample of affected
CAS-covered contracts and
subcontracts.

(ii) The change in indirect rates
multiplied by the total estimated base
computed for each of the following
groups:

(A) Fixed-price contracts and
subcontracts.

(B) Flexibly-priced contracts and
subcontracts.

(iii) Any other method that provides
a reasonable approximation of the total
increase or decrease in cost
accumulations for all affected fixed-
price and flexibly-priced contracts and
subcontracts.

(3) May be in any format acceptable
to the CFAQ but, as a minimum, shall
include the following data:

(i) A general dollar magnitude
estimate of the total increase or decrease
in cost accumulations by Executive
agency, including any impact the

change may have on contract and
subcontract incentives, fees, and profits,
for each of the following groups:

(A) Fixed-price contracts and
subcontracts.

(B) Flexibly-priced contracts and
subcontracts.

(ii) For unilateral changes, the
increased or decreased costs to the
Government for each of the following
groups:

(A?Fixed-price contracts and
subcontracts.

(B) Flexibly-priced contracts and
subcontracts; and

(4) When requested by the CFAQ,
shall identify all affected CAS-covered
contracts and subcontracts.

(f) General dollar magnitude proposal
evaluation. The CFAQ, with the
assistance of the auditor, shall promptly
evaluate the GDM proposal. If the cost
impact is immaterial, the CFAO shall
notify the contractor in writing and
conclude the cost-impact process with
no contract adjustments. Otherwise, the
CFAQO shall—

(1) Negotiate and resolve the cost
impact (see 30.606). If necessary, the
CFAOQ may request that the contractor
submit a revised GDM proposal by a
specified date with specific additional
data needed to resolve the cost impact
(e.g., an expanded sample of affected
CAS-covered contracts and subcontracts
or a revised method of computing the
increase or decrease in cost
accumulations); or

(2) Request that the contractor submit
a DCI proposal by a specified date if the
CFAQ determines that the GDM
proposal is not sufficient to resolve the
cost impact. -

(g) Detailed cost-impact proposal. The
DCI proposal—

(1FShall calculate the cost impact in
accordance with paragraph (h) of this
section;

(2) Shall show the estimated increase
or decrease in cost accumulations for
each affected CAS-covered contract and
subcontract unless the CFAQO and
contractor agree to—

(i) Include only those affected CAS-
covered contracts and subcontracts
exceeding a specified amount; and

(ii) Estimate the total increase or
decrease in cost accumulations for all
affected CAS-covered contracts and
subcontracts, using the results in
paragraph (g)(2)(i) of this section;

(3) May be in any format acceptable
to the CFAO but, as a minimum, shall
include the requirements at paragraphs
(e)(3)(i) and (ii) of this section; and

(4) When requested by the CFAO,
shall identify all affected contracts and
subcontracts.

(h) Calculating cost impacts. The cost
impact calculation shall—
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(1) Include all affected CAS-covered
contracts and subcontracts regardless of
their status (i.e., open or closed) or the
fiscal year(s) in which the costs are
incurred (i.e., whether or not the final
indirect rates have been established);

(2) Combine the cost impact for all
affected CAS-covered contracts and
subcontracts for all segments if the
effect of a change results in costs
flowing between those segments;

(3) For unilateral changes—

(i) Determine the increased or
decreased cost to the Government for
flexibly-priced contracts and
subcontracts as follows:

(A) When the estimated cost to
complete using the changed practice
exceeds the estimated cost to complete
using the current practice, the difference
is increased cost to the Government.

(B) When the estimated costs to
complete using the changed practice is
less than the estimated cost to complete
using the current practice, the difference
is decreased cost to the Government.

(ii) Determine the increased or
decreased cost to the Government for
fixed-price contracts and subcontracts
as follows;

(A) When the estimated cost to
complete using the changed practice is
less than the estimated cost to complete
using the current practice, the difference
is increased cost to the Government.

(B) When the estimated cost to
complete using the changed practice
exceeds the estimated cost to complete
using the current practice, the difference
is decreased cost to the Government.

(iii) Calculate the total increase or
decrease in contract and subcontract
incentives, fees, and profits associated
with the increased or decreased cost to
the Government in accordance with 48
CFR 9903.306(c). The associated
increase or decrease is based on the
difference between the negotiated
incentives, fees and profits and the
amounts that would have been
negotiated had the cost impact been
known at the time the contracts and
subcontracts were negotiated.

(iv) Calculate the increased cost to the
Government in the aggregate.

(4) For equitable adjustments for
required or desirable changes—

i) Estimated increased cost
accumulations are the basis for
increasing contract prices, target prices
and cost ceilings; and

(ii) Estimated decreased cost
accumulations are the basis for
decreasing contract prices, target prices
and cost ceilings.

(i) Remedies. If the contractor does
not submit the accounting change
description or the proposals required in
paragraph (d) or [g) of this section

within the specified time, or any
extension granted by the CFAOQ, the
CFAO shall—

(1) With the assistance of the auditor,
estimate the general dollar magnitude of
the cost impact on affected CAS-covered
contracts and subcontracts; and

(2) Take one or both of the following
actions:

(i) Withhold an amount not to exceed
10 percent of each subsequent payment
related to the contractor’s CAS-covered
contracts (up to the estimated general
dollar magnitude of the cost impact),
until the contractor furnishes the
required information.

ii) Issue a final decision in
accordance with 33.211 and unilaterally
adjust the contract(s) by the estimated
amount of the cost impact.

30.605 Processing noncompliances.

(a) General. Prior to making any
contract price or cost adjustments under
the applicable paragraph(s) addressing
noncompliance at 52.230-2, 52.230-3,
or 52.230-5, the CFAQ shall determine
that—

(1) The contemplated contract price or
cost adjustments will protect the
Government from the payment of
increased costs, in the aggregate;

(2) The net effect of the contemplated
contract price or cost adjustments will
not result in the recovery of more than
the increased costs to the Government,
in the aggregate;

(3) The net effect of any invoice
adjustments made to correct an
estimating noncompliance will not
result in the recovery of more than the
increased costs paid by the Government,
in the aggregate; and

(4) The net effect of any interim and
final voucher billing adjustments made
to correct a cost accumulation
noncompliance will not result in the
recovery of more than the increased cost
paid by the Government, in the
aggregate.

%b) Notice and determination. (1)
Within 15 days of receiving a report of
alleged noncompliance from the
auditor, the CFAQO shall—

(i) Notify the auditor that the CFAO
disagrees with the alleged
noncompliance; or

(ii) Issue a notice of potential
noncompliance to the contractor and
provide a copy to the auditor.

(2) The notice of potential
noncompliance shall—

(i) Notify the contractor in writing of
the exact nature of the noncompliance;
and

(ii) Allow the contractor 60 days or
other mutually agreeable date to—

(A) Agree or submit reasons why the
contractor considers the existing
practices to be in compliance; and

(B) Submit rationale to support any
written statement that the cost impact of
the noncompliance is immaterial.

(3) The CFAQ shall—

(i) If applicable, review the reasons
why the contractor considers the
existing practices to be compliant or the
cost impact to be immaterial;

(ii) Make a determination of
compliance or noncompliance
consistent with 1.704; and

(iii) Notify the contractor and the
auditor in writing of the determination
of compliance or noncompliance and
the basis for the determination.

(4) If the CFAO makes a
determination of noncompliance, the
CFAOQ shall follow the procedures in
paragraphs (c) through (h) of this
section, as appropriate, unless the
CFAQ also determines the cost impact
is immaterial. If immaterial, the CFAO
shall—

(i) Inform the contractor in writing
that—

(A) The noncompliance should be
corrected; and

(B) If the noncompliance is not
corrected, the Government reserves the
right to make appropriate contract
adjustments should the noncompliance
become material in the future; and

(ii) Conclude the cost-impact process
with no contract adjustments.

(c) Correcting noncompliances. (1)
The clause at 52.230-6 requires the
contractor to submit a description of any
cost accounting practice change needed
to correct a noncompliance within 60
days after the earlier of—

(i) Agreement with the CFAO that
there is a noncompliance; or

(ii) Notification by the CFAO of a
determination of noncompliance.

(2) The CFAQ, with the assistance of
the auditor, should review the proposed
change to correct the noncompliance
concurrently for adequacy and
compliance (see 30.202-7). The CFAO
shall—

(i) When the description of the change
is both adequate and compliant—

(A) Notify the contractor in writing;

(B) Request that the contractor submit
by a specified date a general dollar
magnitude (GDM) proposal, unless the
CFAO determines the cost impact is
immaterial; and

(C) Follow the procedures at
paragraph (b](4) of this section if the
CFAOQ determines the cost impact is
immaterial.

(ii) If the description of the change is
inadequate, request a revised
description of the new cost accounting
practice; or

(iii) If the disclosed practice is
noncompliant, notify the contractor in
writing that, if implemented, the CFAO
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will determine the cost accounting
practice to be noncompliant and process
it accordingly.

(d) General dollar magnitude proposal
content. The GDM proposal—

(1) Shall calculate the cost impact in
accordance with paragraph (h) of this
section;

(2) May use one or more of the
following methods to determine the
increase or decrease in contract and
subcontract price or cost accumulations,
as applicable:

(i) A representative sample of affected
CAS-covered contracts and subcontracts
affected by the noncompliance.

(ii) When the noncompliance involves
cost accumulation, the change in
indirect rates multiplied by the
applicable base for flexibly-priced
contracts and subcontracts.

(iii) Any other method that provides
a reasonable approximation of the total
increase or decrease in contract and
subcontract prices and cost
accumulations;

(3) The contractor may submit a DCI
proposal in lieu of a GDM proposal
provided the DCI proposal is in
accordance with paragraph (f) of this
section.

(4) May be in any format acceptable
to the CFAO but, as a minimum, shall
include the following data:

(i) The total increase or decrease in
contract and subcontract prices and cost
accumulations, as applicable, by
Executive agency, including any impact
the noncompliance may have on
contract and subcontract incentives,
fees, and profits, for each of the
following groups:

(A) Fixed-price contracts and
subcontracts.

(B) Flexibly-priced contracts and
subcontracts.

(ii) The increased or decreased costs
to the Government for each of the
following groups:

(A) Fixed-price contracts and
subcontracts.

(B) Flexibly-priced contracts and
subcontracts.

(iii) The total overpayments and
underpayments for fixed-price and
flexibly-priced contracts made by the
Government during the period of
noncompliance; and

(5) When requested by the CFAQ,
shall identify all affected CAS-covered
contracts and subcontracts.

(e) General dollar magnitude proposal
evaluation. The CFAOQ shall promptly
evaluate the GDM proposal. If the cost
impact is immaterial, the CFAO shall
follow the requirements in paragraph
(b)[4] of this section. Otherwise, the
CFAQ shall—

(1) Negotiate and resolve the cost
impact (see 30.606). If necessary, the

CFAQ may request the contractor
submit a revised GDM proposal by a
specified date, with specific additional
data needed to resolve the cost impact
(e.g., an expanded sample of affected
CAS-covered contracts and subcontracts
or a revised method of computing the
increase or decrease in contract and
subcontract price and cost
accumulations); or

(2) Request that the contractor submit
a DCI proposal by a specified date if the
CFAQ determines that the GDM
proposal is not sufficient to resolve the
cost impact.

(f) Detailed cost-impact proposal. The
DCI proposal—

(1) Shall calculate the cost impact in
accordance with paragraph (h) of this
section.

(2) Shall show the increase or
decrease in price and cost
accumulations, as applicable for each
affected CAS-covered contract and
subcontract unless the CFAQ and
contractor agree to—

(i) Include only those affected CAS-
covered contracts and subcontracts
having—

(A) Contract and subcontract values
exceeding a specified amount when the
noncompliance involves estimating
costs; and

(B) Incurred costs exceeding a
specified amount when the
noncompliance involves accumulating
costs; and

(ii) Estimate the total increase or
decrease in price and cost
accumulations for all affected CAS-
covered contracts and subcontracts
using the results in paragraph (f)(2)(i) of
this section;

(3) May be in any format acceptable
to the CFAOQ but, as a minimum, shall
include the information in paragraph
(d)(4) of this section; and

(4) When requested by the CFAO,
shall identify all affected CAS-covered
contracts and subcontracts.

(g) Interest. The CFAQ shall—

(1) Separately identify interest on any
increased cost paid, in the aggregate, as
a result of the noncompliance;

(2) Compute interest from the date of
overpayment to the date of repayment
using the rate specified in 26 U.S.C.
6621(a)(2).

(h) Calculating cost impacts. The cost
impact calculation shall—

(};] Include all affected CAS-covered
contracts and subcontracts regardless of
their status (i.e., open or closed) or the
fiscal year in which the costs are
incurred (i.e., whether or not the final
indirect cost rates have been
established);

(2) Combine the cost impact for all
affected CAS-covered contracts and

subcontracts for all segments if the
effect of a change results in costs
flowing between those segments;

(3) For noncompliances that involve
estimating costs, determine the
increased or decreased cost to the
Government for fixed-price contracts
and subcontracts as follows:

(i) When the negotiated contract or
subcontract price exceeds what the
negotiated price would have been had
the contractor used a compliant
practice, the difference is increased cost
to the Government.

(ii) When the negotiated contract or
subcontract price is less than what the
negotiated price would have been had
the contractor used a compliant
practice, the difference is decreased cost
to the Government;

(4) For noncompliances that involve
accumulating costs, determine the
increased or decreased cost to the
Government for flexibly-priced
contracts and subcontracts as follows:

(i) When the costs that were
accumulated under the noncompliant
practice exceed the costs that would
have been accumulated using a
compliant practice (from the time the
noncompliant practice was first
implemented until the date the
noncompliant practice was replaced
with a compliant practice), the
difference is increased cost to the
Government.

(ii) When the costs that were
accumulated under the noncompliant
practice are less than the costs that
would have been accumulated using a
compliant practice (from the time the
noncompliant practice was first
implemented until the date the
noncompliant practice was replaced
with a compliant practice) the
difference is decreased cost to the
Government;

(5) Calculate the total increase or
decrease in contract and subcontract
incentives, fees, and profits associated
with the increased or decreased costs to
the Government in accordance with 48
CFR 9903.306(c]. The associated
increase or decrease is based on the
difference between the negotiated
incentives, fees, and profits and the
amounts that would have been
negotiated had the contractor used a
compliant practice; and

(6) Calculate the increased cost to the
Government in the aggregate.

() Remedies. If the contractor does
not correct the noncompliance or
submit the proposal required in
paragraph (d) or (f) of this section
within the specified time, or any
extension granted by the CFAQ, the
CFAQ shall follow the procedures at
30.604(i).
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30.606 Resolving cost impacts.

(a) General. (1) The CFAO shall
coordinate with the affected contracting
officers before negotiating and resolving
the cost impact when the estimated cost
impact on any of their contracts is at
least $100,000. However, the CFAO has
the sole authority for negotiating and
resolving the cost impact.

(2) The CFAO may resolve a cost
impact attributed to a change in cost
accounting practice or a noncompliance
by adjusting a single contract, several
but not all contracts, all contracts, or
any other suitable method.

(3) In resolving the cost impact, the
CFAO—

(i) Shall not combine the cost impacts
of any of the following:

(A) A required change and a unilateral
change.

(B) A required change and a
noncompliance.

(C) A desirable change and a
unilateral change.

(D) A desirable change and a
noncompliance.

(ii) Shall not combine the cost
impacts of any of the following unless
all of the cost impacts are increased
costs to Government:

(A] One or more unilateral changes.

(B) One or more noncompliances.

(C) Unilateral changes and
noncompliances; and

(iii) May consider the cost impacts of
a unilateral change affecting two or
more segments to be a single change if—

(A) The change affects the flow of
costs between segments; or

(B) Implements a common cost
accounting practice for two or more
segments.

(4) For desirable changes, the CFAO
should consider the estimated cost
impact of associated management
actions on contract costs in resolving
the cost impact.

(b) Negotiations. The CFAO shall—

(1) Negotiate and resolve the cost
impact on behalf of all Government
agencies; and

(2) At the conclusion of negotiations,
prepare a negotiation memorandum and
send copies to the auditor and affected
contracting officers.

(c) Contract adjustments. (1) The
CFAO may adjust some or all contracts
with a material cost impact, subject to
the provisions in paragraphs (c){2)
through (c)(6) of this section.

(2) In selecting the contract or
contracts to be adjusted, the CFAO
should assure, to the maximum extent
practical and subject to the provisions
in paragraphs (c)(3) through (c)(6) of this
section, that the adjustments reflect a
pro rata share of the cost impact based
on the ratio of the cost impact of each

Executive agency to the total cost

impact.

8\')3) For unilateral changes and
noncompliances, the CFAO shall—

(i) To the maximum extent practical,
not adjust the price upward for fixed-
price contracts;

(ii) If contract adjustments are made,
preclude payment of aggregate increased
costs by taking one or both of the
following actions:

(A) Reduce the contract price on
fixed-price contracts.

[B) Disallow costs on flexibly-priced
contracts; and

(iii) The CFAO may, in consultation
with the affected contracting officers,
increase or decrease individual contract
prices, including contract cost ceilings
or target costs on flexibly-priced
contracts. In such cases, the CFAO shall
limit any upward contract price
adjustments on affected contracts to the
amount of downward price adjustments
to other affected contracts, i.e., the
aggregate price of all contracts affected
by a unilateral change shall not be
increased (48 CFR 9903.201-6(b]).

(4) For noncompliances that involve
estimating costs, the CFAO—

(1) Shall, to the extent practical, not
adjust the price upward for fixed-price
contracts;

(ii) Shall, if contract adjustments are
made, preclude payment of aggregate
increased costs by reducing the contract
price on fixed-price contracts;

(iii) May, in consultation with the
affected contracting officers, increase or
decrease individual contract prices,
including costs ceilings or target costs
on flexibly-priced contracts. In such
cases, the CFAO shall limit any upward
contract price adjustments to affected
contracts to the amount of downward
price adjustments to other affected
contracts, i.e., the aggregate price of all
contracts affected by a noncompliance
that involves estimating costs shall not
be increased (48 CFR 9903.201-6(d));

(iv) Shall require the contractor to
correct the noncompliance, i.e., ensure
that compliant cost accounting practices
will now be utilized to estimate
proposed contract costs; and

(v) Shall require the contractor to
adjust any invoices that were paid based
on noncompliant contract prices to
reflect the adjusted contract prices, after
any contract price adjustments are made
to resolve the noncompliance.

(5) For noncompliances that involve
cost accumulation, the CFAO—

(i) Shall require the contractor to—

(A) Correct noncompliant contract
cost accumulations in the contractor’s
cost accounting records for affected
contracts to reflect compliant contract
cost accumulations; and

(B) Adjust interim payment requests
(public vouchers and/or progress
payments] and final vouchers to reflect
the difference between the costs paid
using the noncompliant practice and the
costs that should have been paid using
the compliant practice; or

(ii) Shall adjust contract prices. In
adjusting contract prices, the CFAO
shall preclude payment of aggregate
increased costs by disallowing costs on
flexibly-priced contracts.

(A) The CFAO may, in consultation
with the affected contracting officers,
increase or decrease individual contract
prices, including costs ceilings or target
costs on flexibly-priced contracts. In
such cases, the CFAO shall limit any
upward contract price adjustments to
affected contracts to the amount of
downward price adjustments to other
affected contracts, i.e., the aggregate
price of all contracts affected by a
noncompliance that involves cost
accumulation shall not be increased (48
CFR 9903.201-6(d]).

(B) Shall require the contractor to—

(1) Correct contract cost
accumnulations in the contractor’s cost
accounting records to reflect the
contract price adjustments; and

(2) Adjust interim payment requests
(public vouchers and/or progress
payments) and final vouchers to reflect
the contract price adjustments.

(6) When contract adjustments are
made, the CFAO shall—

(i) Execute the bilateral modifications
if the CFAOQ and contractor agree on the
amount of the cost impact and the
adjustments (see 42.302(a)(11)(iv)); or

(ii) When the CFAO and contractor do
not agree on the amount of the cost
impact or the contract adjustments,
issue a final decision in accordance
with 33.211 and unilaterally adjust the
contract(s).

(d) Alternate methods. (1) The CFAO
may use an alternate method instead of
adjusting contracts to resolve the cost
impact, provided the Government will
not pay more, in the aggregate, than
would be paid if the CFAO did not use
the alternate method and the contracting
parties agree on the use of that alternate
method.

(2) The CFAO may not use an
alternate method for contracts when
application of the alternate method to
contracts would result in—

(i) An under recovery of monies by
the Government (e.g., due to cost
overruns); or

(ii) Distortions of incentive provisions
and relationships between target costs,
ceiling costs, and actual costs for
incentive type contracts.
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(3) When using an alternate method
that excludes the costs from an indirect
cost pool, the CFAQ shall—

(i) Apply such exclusion only to the
determination of final indirect cost rates
[see 42.705); and

(ii) Adjust the exclusion to reflect the
Government participation rate for
flexibly-priced contracts and
subcontracts. For example, if there are
aggregate increased costs to the
Government of $100,000, and the
indirect cost pool where the adjustment
is to be effected has a Government
participation rate of 50 percent for
flexibly-priced contracts and
subcontracts, the contractor shall
exclude $200,000 from the indirect cost
pOOl ($100,000/50% = $200,000).

30.607 Subcontract administration.

When a negotiated CAS price
adjustment or a determination of
noncompliance is required at the
subcontract level, the CFAO for the
subcontractor shall furnish a copy of the
negotiation memorandum or the
determination to the CFAQ for the
contractor of the next higher-tier
subcontractor. The CFAOQ of the
contractor or the next higher-tier
subcontractor shall not change the
determination of the CFAQ for the
lower-tier subcontractor. If the
subcontractor refuses to submit a GDM
or DCI proposal, remedies are made at
the prime contractor level.

PART 52—SOLICITATION PROVISIONS
AND CONTRACT CLAUSES

m 8. Revise section 52.230-6 to read as
follows:

52.230-6 Administration of Cost
Accounting Standards.

As prescribed in 30.201-4(d)(1), insert
the following clause:

Administration of Cost Accounting
Standards (April 2005)

For the purpose of administering the Cost
Accounting Standards (CAS) requirements
under this contract, the Contractor shall take
the steps outlined in paragraphs (b) through
(i) and (k) through (n) of this clause:

(a) Definitions. As used in this clause—

Affected CAS-covered contract or
subcontract means a contract or subcontract
subject to CAS rules and regulations for
which a Contractor or subcontractor—

(1) Used one cost accounting practice to
estimate costs and a changed cost accounting
practice to accumulate and report costs under
the contract or subcontract; or

(2) Used a noncompliant practice for
purposes of estimating or accumulating and
reporting costs under the contract or
subcontract.

Cognizant Federal agency official (CFAQ)
means the Contracting Officer assigned by

the cognizant Federal agency to administer
the CAS.

Desirable change means a compliant
change to a Contractor’s established or
disclosed cost accounting practices that the
CFAO finds is desirable and not detrimental
to the Government and is, therefore, not
subject to the no increased cost prohibition
provisions of CAS-covered contracts and
subcontracts affected by the change.

Fixed-price contracts and subcontracts
means—

(1) Fixed-price contracts and subcontracts
described at FAR 16.202, 16.203, (except
when price adjustments are based on actual
costs of labor or material, described at
16.203-1(a)(2)), and 16.207;

(2) Fixed-price incentive contracts and
subcontracts where the price is not adjusted
based on actual costs incurred (FAR Subpart
16.4);

(3) Orders issued under indefinite-delivery
contracts and subcontracts where final
payment is not based on actual costs incurred
(FAR Subpart 16.5); and

(4) The fixed-hourly rate portion of time-
and-materials and labor-hours contracts and
subcontracts [FAR Subpart 16.6).

Flexibly-priced contracts and subcontracts
means—

(1) Fixed-price contracts and subcontracts
described 16.203—1[a](2] at FAR 16.204,
16.205, and 16.206;

(2) Cost-reimbursement contracts and
subcontracts (FAR Subpart 16.3);

(3) Incentive contracts and subcontracts
where the price may be adjusted based on
actual costs incurred (FAR Subpart 16.4);

(4) Orders issued under indefinite-delivery
contracts and subcontracts where final
payment is based on actual costs incurred
(FAR Subpart 16.5); and

(5) The materials portion of time-and-
materials contracts and subcontracts [FAR
Subpart 16.6).

Noncompliance means a failure in
estimating, accumulating, or reporting costs
to—

(1) Comply with applicable CAS; or

(2) Consistently follow disclosed or
established cost accounting practices.

Required change means—

(1) A change in cost accounting practice
that a Contractor is required to make in order
to comply with a CAS, or a modification or
interpretation thereof, that subsequently
becomes applicable to existing CAS-covered
contracts or subcontracts due to the receipt
of another CAS-covered contract or
subcontract; or

(2) A prospective change to a disclosed or
established cost accounting practice when
the CFAO determines that the former practice
was in compliance with applicable CAS and
the change is necessary for the Contractor to
remain in compliance.

Unilateral change means a change in cost
accounting practice from one compliant
practice to another compliant practice that a
Contractor with a CAS-covered contract(s) or
subcontract(s) elects to make that has not
been deemed a desirable change by the CFAO
and for which the Government will pay no
aggregate increased costs.

(b) Submit to the CFAO a description of
any cost accounting practice change as

outlined in paragraphs (b)(1) through (3) of
this clause (including revisions to the
Disclosure Statement, if applicable), and any
written statement that the cost impact of the
change is immaterial. If a change in cost
accounting practice is implemented without
submitting the notice required by this
paragraph, the CFAO may determine the
change to be a failure to follow paragraph
{a)(2) of the clause at FAR 52.230-2, Cost
Accounting Standards; paragraph (a](4) of the
clause at FAR 52.230-3, Disclosure and
Consistency of Cost Accounting Practices; or
paragraph (a)(2) of the clause at FAR 52.230-
5, Cost Accounting Standards—Educational
Institution.

(1) When a description has been submitted
for a change in cost accounting practice that
is dependent on a contact award and that
contract is subsequently awarded, notify the
CFAQ within 15 days after such award.

(2) For any change in cost accounting
practice not covered by (b)(1) of this clause
that is required in accordance with
paragraphs (a)(3) and (a){4)(i) of the clause at
FAR 52.230-2; or paragraphs (a)(3), (a)(4)(i),
or (a)(4)(iv) of the clause at FAR 52.230~5;
submit a description of the change to the
CFAO not less than 60 days (or such other
date as may be mutually agreed to by the
CFAOQ and the Contractor) before
implementation of the change.

(3) For any change in cost accounting
practices proposed in accordance with
paragraph (a)(4)(ii) or (iii] of the clauses at
FAR 52.230-2 and FAR 52.230-5; or with
paragraph (a)(3) of the clause at FAR 52.230—
3, submit a description of the change not less
than 60 days [or such other date as may be
mutually agreed to by the CFAO and the
Contractor) before implementation of the
change. If the change includes a proposed
retroactive date submit supporting rationale.

(4) Submit a description of the change
necessary to correct a failure to comply with
an applicable CAS or to follow a disclosed
practice (as contemplated by paragraph (a)(5)
of the clause at FAR 52.230-2 and FAR
52.230-5; or by paragraph (a)(4) of the clause
at FAR 52,230-3)—

(i) Within 60 days (or such other date as
may be mutually agreed to by the CFAO and
the Contractor) after the date of agreement
with the CFAO that there is a
noncompliance; or

(ii) In the event of Contractor disagreement,
within 60 days after the CFAOQ notifies the
Contractor of the determination of
noncompliance.

(c) When requested by the CFAQ, submit
on or before a date specified by the CFAO—

(1) A general dollar magnitude [GDM)
proposal in accordance with paragraph (d) or
(g) of this clause. The Contractor may submit
a detailed cost-impact [DCI) proposal in lieu
of the requested GDM proposal provided the
DCI proposal is in accordance with paragraph
(e) or (h) of this clause;

(2) A detailed cost-impact (DCI) proposal
in accordance with paragraph (e) or (h) of
this clause;

(3) For any request for a desirable change
that is based on the criteria in FAR 30.603~
2(b)(3)(ii), the data necessary to demonstrate
the required cost savings; and

(4) For any request for a desirable change
that is based on criteria other than that in
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FAR 30.603-2(b)(3)(ii), a GDM proposal and
any other data necessary for the CFAO to
determine if the change is a desirable change.

(d) For any change in cost accounting
practice subject to paragraph (b)[1}, (b)(2), or
(b)(3] of this clause, the GDM proposal
shall—

(1) Calculate the cost impact in accordance
with paragraph [f) of this clause;

(2) Use one or more of the following
methods to determine the increase or
decrease in cost accumulations:

(i) A representative sample of affected
CAS-covered contracts and subcontracts.

(ii) The change in indirect rates multiplied
by the total estimated base computed for each
of the following groups:

(A) Fixed-price contracts and subcontracts.

(B] Flexibly-priced contracts and
subcontracts.

(iii) Any other method that provides a
reasonable approximation of the total
increase or decrease in cost accumulations
for all affected fixed-price and flexibly-priced
contracts and subcontracts;

(3) Use a format acceptable to the CFAO
but, as a minimum, include the following
data:

(i) The estimated increase or decrease in
cost accumulations by Executive agency,
including any impact the change may have
on contract and subcontract incentives, fees,
and profits, for each of the following groups:

(A) Fixed-price contracts and subcontracts.

(B) Flexibly-priced contracts and
subcontracts.

(i1) For unilateral changes, the increased or
decreased costs to the Government for each
of the following groups:

(A) Fixed-price contracts and subcontracts.

(B) Flexibly-priced contracts and
subcontracts; and

(4) When requested by the CFAO, identify
all affected CAS-covered contracts and
subcontracts.

(e) For any change in cost accounting
practice subject to paragraph (b)(1), (b}(2), or
(b)(3) of this clause, the DCI proposal shall—

(1) Show the calculation of the cost impact
in accordance with paragraph (f) of this
clause;

(2) Show the estimated increase or
decrease in cost accumulations for each
affected CAS-covered contract and
subcontract unless the CFAQO and Contractor
agree to include—

(i) Only those affected CAS-covered
contracts and subcontracts having an
estimate to complete exceeding a specified
amount; and

(ii) An estimate of the total increase or
decrease in cost accumulations for all
affected CAS-covered contracts and
subcontracts, using the results in paragraph
(e)(2)(i) of this clause;

(3) Use a format acceptable to the CFAO
but, as a minimum, include the information
in paragraph (d)(3) of this clause; and

(4) When requested by the CFAQO, identify
all affected CAS-covered contracts and
subcontracts.

(f) For GDM and DCI proposals that are
subject to the requirements of paragraph (d)
or (e) of this clause, calculate the cost impact
as follows:

(1) The cost impact calculation shall
include all affected CAS-covered contracts

and subcontracts regardless of their status
(i.e., open or closed) or the fiscal year in
which the costs were incurred (i.e., whether
or not the final indirect rates have been
established].

(2) For unilateral changes—

(i) Determine the increased or decreased
cost to the Government for flexibly-priced
contracts and subcontracts as follows:

(A) When the estimated cost to complete
using the changed practice exceeds the
estimated cost to complete using the current
practice, the difference is increased cost to
the Government.

(B) When the estimated cost to complete
using the changed practice is less than the
estimated cost to complete using the current
practice, the difference is decreased cost to
the Government;

(ii) Determine the increased or decreased
cost to the Government for fixed-priced
contracts and subcontracts as follows:

(A) When the estimated cost to complete
using the changed practice is less than the
estimated cost to complete using the current
practice, the difference is increased cost to
the Government.

(B) When the estimated cost to complete
using the changed practice exceeds the
estimated cost to complete using the current
practice, the difference is decreased cost to
the Government;

(iii) Calculate the total increase or decrease
in contract and subcontract incentives, fees,
and profits associated with the increased or
decreased costs to the Government in
accordance with 48 CFR 9903.306(c). The
associated increase or decrease is based on
the difference between the negotiated
incentives, fees, and profits and the amounts
that would have been negotiated had the cost
impact been known at the time the contracts
and subcontracts were negotiated; and

(iv] Calculate the increased cost to the
Government in the aggregate.

(3) For equitable adjustments for required
or desirable changes—

(i) Estimated increased cost accumulations
are the basis for increasing contract prices,
target prices and cost ceilings; and

(ii) Estimated decreased cost
accumulations are the basis for decreasing
contract prices, target prices and cost
ceilings.

(g) For any noncompliant cost accounting
practice subject to paragraph (b)(4) of this
clause, prepare the GDM proposal as follows:

(1) Calculate the cost impact in accordance
with paragraph (i) of this clause.

(2) Use one or more of the following
methods to determine the increase or
decrease in contract and subcontract prices
or cost accumulations, as applicable:

(i) A representative sample of affected
CAS-covered contracts and subcontracts.

(ii) When the noncompliance involves cost
accumulation the change in indirect rates
multiplied by the applicable base for only
flexibly-priced contracts and subcontracts.

(iii) Any other method that provides a
reasonable approximation of the total
increase or decrease.

(3) Use a format acceptable to the CFAO
but, as a minimum, include the following
data:

(i) The total increase or decrease in
contract and subcontract price and cost

accumulations, as applicable, by Executive
agency, including any impact the
noncompliance may have on contract and
subcontract incentives, fees, and profits, for
each of the following groups:

(A] Fixed-price contracts and subcontracts,

(B) Flexibly-priced contracts and
subcontracts.

(ii) The increased or decreased cost to the
Government for each of the following groups:

(A) Fixed-price contracts and subcontracts.

(B) Flexibly-priced contracts and
subcontracts.

(iii) The total overpayments and
underpayments made by the Government
during the period of noncompliance.

(4) When requested by the CFAQ, identify
all CAS-covered contracts and subcontracts.

(h) For any noncompliant practice subject
to paragraph (b)(4) of this clause, prepare the
DCI proposal as follows:

(1) Calculate the cost impact in accordance
with paragraph (i) of this clause.

{2) Show the increase or decrease in price
and cost accumulations for each affected
CAS-covered contract and subcontract unless
the CFAO and Contractor agree to—

(i) Include only those affected CAS-covered
contracts and subcontracts having—

(A) Contract and subcontract values
exceeding a specified amount when the
noncompliance involves estimating costs;
and

(B) Incurred costs exceeding a specified
amount when the noncompliance involves
accumulating costs; and

(ii) Estimate the total increase or decrease
in price and cost accumulations for all
affected CAS-covered contracts and
subcontracts using the results in paragraph
[h)(2)(1) of this clause.

(3) Use a format acceptable to the CFAO
that, as a minimum, include the information
in paragraph (g)(3) of this clause.

(4) When requested by the CFAOQ, identify
all CAS-covered contracts and subcontracts.

(i) For GDM and DCI proposals that are
subject to the requirements of paragraph (g]
or (h) of this clause, calculate the cost impact
as follows:

(1) The cost impact calculation shall
include all affected CAS-covered contracts
and subcontracts regardless of their status
(i.e., open or closed) or the fiscal year in
which the costs are incurred (i.e., whether or
not the final indirect rates have been
established).

(2) For noncompliances that involve
estimating costs, determine the increased or
decreased cost to the Government for fixed-
price contracts and subcontracts as follows:

(i) When the negotiated contract or
subcontract price exceeds what the
negotiated price would have been had the
Contractor used a compliant practice, the
difference is increased cost to the
Government.

(if) When the negotiated contract or
subcontract price is less than what the
negotiated price would have been had the
Contractor used a compliant practice, the
difference is decreased cost to the
Government.

(3) For noncompliances that involve
accumulating costs, determine the increased
or decreased cost to the Government for
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flexibly-priced contracts and subcontracts as
follows:

(i) When the costs that were accumulated
under the noncompliant practice exceed the
costs that would have been accumulated
using a compliant practice (from the time the
noncompliant practice was first implemented
until the date the noncompliant practice was
replaced with a compliant practice), the
difference is increased cost to the
Government.

(ii) When the costs that were accumulated
under the noncompliant practice are less
than the costs that would have been
accumulated using a compliant practice
(from the time the noncompliant practice was
first implemented until the date the
noncompliant practice was replaced with a
compliant practice), the difference is
decreased cost to the Government.

(4) Calculate the total increase or decrease
in contract and subcontracts incentives, fees,
and profits associated with the increased or
decreased cost to the Government in
accordance with 48 CFR 9903.306(c). The
associated increase or decrease is based on
the difference between the negotiated
incentives, fees, and profits and the amounts
that would have been negotiated had the
Contractor used a compliant practice.

(5) Calculate the increased cost to the
Government in the aggregate.

(j) If the Contractor does not submit the
information required by paragraph [b) or (c)
of this clause within the specified time, or
any extension granted by the CFAQ, the
CFAQ may take one or both of the following
actions:

(1) Withhold an amount not to exceed 10
percent of each subsequent amount payment
to the Contractor’s affected CAS-covered
contracts, (up to the estimated general dollar
magnitude of the cost impact), until such
time as the Contractor provides the required
information to the CFAQ.

(2) Issue a final decision in accordance
with FAR 33.211 and unilaterally adjust the
contract(s) by the estimated amount of the
cost impact.

(k) Agree to—

(1) Contract modifications to reflect
adjustments required in accordance with
paragraph (a)(4)(ii) or (a)(5) of the clauses at
FAR 52.230-2 and 52.230-5; or with
paragraph (a)(3)(i) or {a)(4) of the clause at
FAR 52.230-3; and

(2) Repay the Government for any aggregate
increased cost paid to the Contractor.

(1) For dll subcontracts subject to the
clauses at FAR 52.230-2, 52.230-3, or
52.230-5—

(1) So state in the body of the subcontract,
in the letter of award, or in both (do not use
self-deleting clauses);

(2) Include the substance of this clause in
all negotiated subcontracts; and

(3) Within 30 days after award of the
subcontract, submit the following
information to the Contractor’s CFAQ:

(i) Subcontractor’s name and subcontract
number.

(ii) Dollar amount and date of award.

(iii) Name of Contractor making the award.

(m) Notify the CFAO in writing of any
adjustments required to subcontracts under
this contract and agree to an adjustment to

this contract price or estimated cost and fee.
The Contractor shall—

(1) Provide this notice within 30 days after
the Contractor receives the proposed
subcontract adjustments; and

(2) Include a proposal for adjusting the
higher-tier subcontract or the contract
appropriately.

(n) For subcontracts containing the clause
or substance of the clause at FAR 52.230-2,
FAR 52.230-3, or FAR 52.230-5, require the
subcontractor to comply with all Standards
in effect on the date of award or of final
agreement on price, as shown on the
subcontractor’s signed Certificate of Current
Cost or Pricing Data, whichever is earlier.

(End of clause)

®m 9. Add section 52.230-7 toread as
follows:

52.230-7 Proposal Disciosure—Cost
Accounting Practice Changes.

As prescribed in 30.201-3(c), insert
the following provision:

Proposal Disclosure—Cost Accounting
Practice Changes (Apr 2005)

The offeror shall check ''yes” below if the
contract award will result in a required or °
unilateral change in cost accounting practice,
including unilateral changes requested to be
desirable changes.

[ Yes O No

If the offeror checked *“Yes” above, the
offeror shall—

(1) Prepare the price proposal in response
to the solicitation using the changed practice
for the period of performance for which the
practice will be used; and

(2) Submit a description of the changed
cost accounting practice to the Contracting
Officer and the Cognizant Federal Agency
Official as pricing support for the proposal.
[End of provision)

[FR Doc. 054093 Filed 3-8-05; 8:45 am]
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DEPARTMENT OF DEFENSE

GENERAL SERVICES
ADMINISTRATION

NATIONAL AERONAUTICS AND
SPACE ADMINISTRATION
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Federal Acquisition Regulation;
Elimination of Certain Subcontract
Notification Requirements

AGENCIES: Department of Defense (DoD),
General Services Administration (GSA),
and National Aeronautics and Space
Administration (NASA).

ACTION: Interim rule with request for
comments.

SUMMARY: The Civilian Agency
Acquisition Council and the Defense
Acquisition Regulations Council (the
Councils) have agreed to amend the
Federal Acquisition Regulation language
regarding advance notification
requirements. This change is required to
implement Section 842 of the National
Defense Authorization Act for Fiscal
Year 2004, Public Law 108-136, which
resulted in revisions to 10 U.S.C.
2306(e).

DATES: Effective Date: March 9, 2005.

Comment Date: Interested parties
should submit comments to the FAR
Secretariat at the address shown below
on or before May 9, 2005 to be
considered in the formulation of a final
rule.

ADDRESSES: Submit comments
identified by FAC 2005-01, FAR case
2003-024 by any of the following
methods:

» Federal eRulemaking Portal: http://
www.regulations.gov. Follow the
instructions for submitting comments.

¢ Agency Web Site: http.//
www.acqnet.gov/far/ProposedRules/
proposed.htm. Click on the FAR case
number to submit comments.

¢ E-mail: farcase.2003-024@gsa.gov.
Include FAC 2005-01, FAR case 2003—
024 in the subject line of the message.

e Fax: 202-501-4067.

¢ Mail: General Services
Administration, Regulatory Secretariat
(VIR), 1800 F Street, NW,, Room 4035,
ATTN: Laurieann Duarte, Washington,
DC 20405.

Instructions: Please submit comments
only and cite FAC 2005-01, FAR case
2003-024, in all correspondence related
to this case. All comments received will
be posted without change to http://
www.acgqnet.gov/far/ProposedRules/
proposed.htm, including any personal
information provided.

FOR FURTHER INFORMATION CONTACT The
FAR Secretariat at (202) 501-4755, for
information pertaining to status or
publication schedules. For clarification
of content, contact Ms. Rhonda Cundiff,
at (202) 501-0044. Please cite FAC
2005-01, FAR case 2003-024.

SUPPLEMENTARY INFORMATION:

A. Background

This rule revises FAR 44.201-2,
Advance notification requirements, and
amends Alternate I of FAR clause
52.244-2, Subcontracts. This change is
required in order to implement Section
842 of the National Defense
Authorization Act for Fiscal Year 2004,
Public Law 108-136. Section 842





