GUIDE TO

INDIRECT RATES
VSINGH CPA – Your go-to expert for establishing,
managing and reporting indirect rates.
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INTRODUCTION AND
OVERVIEW OF THE DCAA

INTRODUCTION TO DCAA

The DCAA (Defense Contract Audit Agency) operates
under the authority, direction, and control of the
Under Secretary of Defense (Comptroller)/Chief
Financial Officer. Their primary function is to audit
government cost plus contracts and find unallowable
spending of American taxpayers’ money.
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AVAILABLE GUIDANCE ON DCAA’S WEBSITE INCLUDES:
Contract Briefs

Accounting System Requirements

Contract briefs provide a synopsis of essential contract
provisions. Briefing contracts can improve cash flow by
ensuring that all billings get processed in a timely
manner. Understanding the contract can also allow the
contractor to avoid issues in the future.

The DCAA evaluates a contractor’s accounting system
as part of their pre-award survey, The DCAA also
outlines the requirements of an acceptable
accounting system.

Provisional Billing Rates

Public Vouchers

Provisional billing rates are utilized for interim purposes
to aid in the reimbursement of indirect costs. The DCAA
provides the process for establishing provisional billing
rates. It can review proposed pool and bases and
perform other relevant functions.

The DCAA can receive and approve public vouchers
selected via sampling methodologies. They can also
reject vouchers and suspend payment for questionable
costs.
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AVAILABLE GUIDANCE ON DCAA’S WEBSITE INCLUDES:
Real-time Labor Evaluations

Incurred Cost Submissions

The DCAA performs these evaluations to ensure
compliance with timekeeping controls. It also analyzes
current cost allocation practices and labor charging.
These evaluations are also conducted as part of
incurred cost audits.

Contractors are required to submit Incurred Cost
Submissions to the DCAA. The DCAA also takes action
in the case of late submissions, imposes penalties,
and conducts audits.

Monitoring Subcontracts

Proposal Adequacy

The DCAA directs prime contractors to be responsible
for their subcontractors and requires them to provide
written evidence of the same. It also outlines related
clauses for subcontracts and monitors their execution.

The DCAA provides the requirements of an adequate
proposal and describes the elements that must be
included into a proposal to ensure adequacy.
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AVAILABLE GUIDANCE ON DCAA’S WEBSITE INCLUDES:
Introduction to Contracts with
Commercial Organizations
The DCAA provides an overview of federal acquisition
regulations and cost controls for DoD contracts.

Our focus in this presentation will be around indirect
rates including provisional billing rates, incurred cost
submission and audit of the incurred cost submission.

Audit Process

Upon request, information on other above topics can

The DCAA carries out audits focusing on adequacy
reviews of forward pricing proposals, final indirect rate
proposals, and pre-award accounting system design
assertions. Auditors can also submit requests for
information and contractors must meet the DCAA’s
general expectations for audits.

be provided. You can also visit DCAA’s website:
www.dcaa.mil
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PROVISIONAL
BILLING RATES

WHAT ARE PROVISIONAL
BILLING RATES?
§ PBRs refer to indirect cost rates as per FAR 42.704. They are
established on a temporary basis. You can use these rates for interim
reimbursement of incurred indirect costs. These rates can be adjusted
after the final indirect cost rates are established.
§ Cost-type contracts allow interim payments as described in the
contract terms. Contractors can reimburse indirect costs incurred in
these interim payments with the help of provisional billing rates (PBRs).
§ Contractors are required to submit PBRs at the beginning of each new
fiscal year and subsequently where required.
§ PBRs are established by the DCAA.
§ FAR 42.704 provides the necessary guidance and procedures for
establishing PBRs.
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§ The auditor or contracting officer establishes the provisional billing rates.
They use information from previous rate audits and recent reviews along
with other fileable data of contracting activities to assign these rates.
§ A contracting officer or auditor will also determine if a contactor does not
require submitting a billing rate proposal. This depends on the contract’s
value.
§ In such cases, the contracting officer or auditor establishes the provisional
billing rates by making suitable adjustments to the previous year’s indirect
cost experience and removing nonrecurring and nonallowable costs.
§ Contractors can also submit a billing rate proposal that can assist with

HOW ARE
PROVISIONAL
BILLING RATES
ESTABLISHED?

establishing provisional billing rates. This is done on a voluntary basis.
§ Contractors that opt to do this should discuss the requirements of this
procedure with the concerned auditor or contracting officer.
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MANAGING
INDIRECT RATES

WHAT ARE INDIRECT
RATES?
Indirect rates, also known as actual rates, allocate indirect cost
“pools” to more than a single project. It refers to the ratio of
total indirect costs incurred to the total base. You can determine
indirect rates by dividing the pool of indirect cost by the
allocation base. Calculating indirect rates is a complex process. It
is also one of the most contentious parts of a contract. Indirect
cost pools typically include:
General and Administrative Cost Pools
Fringe Cost Pools
Overhead Cost Pools

Calculating indirect rates in a DCAAcompliant manner can allow contractors
to secure valuable contracts. They can
also scale their business operations and
achieve financial security.
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HOW TO MANAGE
INDIRECT RATES?
Contractors are required to monitor provisional billing rates:

This is where VSINGH CPA comes in. We can help you
manage provisional billing rates on a monthly basis. Our team
can perform rate analysis and help you monitor your
provisional billing rates throughout the year. We do this by
comparing your initial budget with the actual costs and adjust
rates accordingly to ensure accuracy. This can help you avoid
potential issues relating to overpayment or underpayment.

During the entire year
Immediately after the end of the fiscal year
Upon submitting their final indirect rate proposal.
These rates can be adjusted at any point during the year to
avoid significant underpayment or overpayment.
If you plan to adjust provisional billing rates, you must submit
adjustment vouchers.
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INCURRED COST
SUBMISSION

WHAT IS INCURRED
COST SUBMISSION?

“An Incurred Cost Submission (ICS) determines the
direct and indirect costs of the work performed by a
contractor during a fiscal period. It is a mechanism that
is used to ensure the actual costs match the billed
costs.”

Incurred cost submission is an essential part of
managing indirect rates.
You can find the requirements and specifications of
an Incurred Cost Submission in the FAR 52.2167(d)(2) – Per Allowable Cost and Payment Clause
and FAR 16.307 - Allowable Cost and Payment
Clause. The latter applies to cost-reimbursement
type and T&M (Time & Materials) contracts.
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WHAT ARE INCURRED COST SUBMISSIONS?
The Incurred Cost Submission comprises 15 separate schedules. These cover the following areas:

SCHEDULE

DESCRIPTION

Schedule A, B, C, D, and E

Listing indirect costs under consideration and base components

Schedule H/H-1

Listing direct costs incurred under the contract at the billing or funding level

Schedule I

Listing the collective costs incurred, the total billing amount, and a calculation of the
overbilled or underbilled costs.

Schedule K

Listing times and materials costs

Schedule N

Certification of the final indirect costs incurred

Schedule F, J, L, and O

Listing other supplementary details, such as information about the subcontractor,
closing date of contract, executive compensation, etc.
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WHY DO YOU NEED AN INCURRED COST SUBMISSION?
An incurred cost submission enables contractors to ensure their actual direct, and indirect costs reconcile with the billed amount.
This can be easy with respect to direct costs, such as labor and materials. Tracking these costs is significantly easier since
contractors can rely on invoices.
Calculating indirect costs is not as straightforward. These costs cannot be verified in real-time with the help of invoices. Instead,
contractors must wait until the end of the fiscal year to finalize actual indirect costs and their allocation bases.
The Incurred Cost Submission allows the contractor an opportunity to disallow costs that may be determined as unallowed during
an audit.
An ICS also allows contractors to adjust any interim or provisional billing rates and establish the final rate of indirect costs after
the fiscal year comes to an end.
Contractors are required to update the billing on their contracts to showcase the final indirect and direct cost rates that have been
claimed and billing within 60 days of settling the final rate. An ICS is critical for this process.
The adjusted rates are also referred to as claimed rates. As mentioned earlier, contractors can utilize these rates to demonstrate
the final direct and indirect cost rates that have been calculated at the end of the fiscal year.
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WHO NEEDS TO SUBMIT
AN INCURRED COST
SUBMISSION?
The FAR clause FAR 52.216-7(d)(2) – Per Allowable Cost and
Payment requires the submission of a final indirect cost rate
proposal for all T&M contracts and cost-reimbursement
contracts. This does not include contracts for commercial
items.
Therefore, if a cost-reimbursement or Times & Materials
prime contract and any other subcontract in the same
category include the FAR 52.216-7(d)(2) clause, then the
contractor is bound to submit an Incurred Cost Submission on
an annual basis.
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WHEN DO YOU NEED TO
SUBMIT AN INCURRED
COST SUBMISSION?
An incurred cost claim is due 6 months after the
contractor’s fiscal year comes to an end. So, for instance,
if a contractor’s fiscal year ends on June 30th, then the
submission must be made by December 31st.
If a contractor fails to submit the Incurred Cost Submission
within 6 months after the fiscal year-end, they may
receive letters of reminder from the DCAA.
Contractors can be granted an extension, but this is
reserved for exceptional cases.
All extension requests must be made in writing to the
Contracting Officer. If the Contracting Officer grants an
exception, then this must be in writing, as well.
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SUBMISSION FOR LARGER
CONTRACTORS
An Admissions Contracting Officer and a cognizant

WHERE DO YOU NEED TO
SUBMIT AN INCURRED
COST SUBMISSION?

audit agency are assigned to DoD contractors and
other larger contractors.
If a contractor does not have an Admissions
Contracting Officer assigned to them, they can submit
their Incurred Cost Submission to the Contracting

You must submit the Incurred Cost Submissions to the
Contracting Officer or the relevant Federal agency
official and the cognizant auditor.

Officer assigned to their biggest contract.
Contractors can also use a general submission box for
the branch they have been assigned to. This
information is available on the DCAA website.
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SUBMISSION FOR
SUBCONTRACTORS
Subcontractors can submit an Incurred Cost Submission

WHERE DO YOU NEED TO
SUBMIT AN INCURRED
COST SUBMISSION?

to their prime contractor if they do not have an issue
disclosing their actual direct and indirect cost rates.
Submissions can also be made to the subcontractor’s
Administrative Contracting Officer and cognizant audit
agency if they have prime contracts with such

You must submit the Incurred Cost Submissions to the
Contracting Officer or the relevant Federal agency
official and the cognizant auditor.

requirements.
In the case of subcontractors that do not have prime
contracts requiring an ICS, submissions can be made to
the prime contractor’s Administrative Contracting Office
and cognizant audit agency
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WHAT IS AN
ADEQUATE ICS?
01

An adequate Incurred Cost Submission is simply a
submission that meets the DCAA’s “Incurred Cost
Submission Adequacy Checklist”.

02

Once you submit an ICS, the DCAA will compare it to the
checklist to consider adequacy. Inadequate ICSs are
rejected and returned to the contractor for corrections.

03

The DCAA recommends a self-assessment of your ICS to
avoid this.

04

You can use the Incurred Cost Electronically (ICE) to
prepare an adequate ICS. This is an Excel spreadsheet
available on dcaa.mil that provides you with a
standardized, easy-to-understand electronic package
designed to assist you in preparing an ICS.
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WHAT HAPPENS IN THE CASE OF LATE OR
FAILED SUBMISSIONS?
SUBMITTING AN ICS LATE
As per FAR 42.703-2(c)(2), the Administrative Contracting
Officer may consider reducing rates by up to 16.2% if the
submissions are not made on time.

FAILING TO SUBMIT AN ICS
If you fail to provide an ICS, it can compromise your
accounting system status. This subsequently affects
your ability to win new contracts and/or continue
working on existing contracts.

For delinquent ICS, the auditor may provide the CO
with unilateral rate recommendations which may
not be in your favor.
The rates established here will be based on the
audit of historical data, or other reliable data that
excludes unallowable costs.
The rates will be set at a level that ensures
unallowable costs are not reimbursed.
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INCURRED COST
SUBMISSION AUDIT

WHAT IS AN INCURRED COST AUDIT?
Once you have made your submission and it has been declared
adequate, the cognizant DCAA Field Audit Office will conduct an
incurred cost audit. This audit takes place within six months after the
receipt of an adequate submission.
The audit is carried out as per the guidelines in the DCAA Post Year-End
Incurred Cost Audit Program.
The DCAA auditor will discuss key findings with the contractor during
the audit.
The contractor is required to provide timely feedback so as to ensure
an effective audit process.
The DCAA auditor will also conduct an exit conference to review the
issues discussed, and the resolutions reached during the audit process.
The contractor will get a chance to respond to the findings, and their
comments will be included in the audit report.
The DCAA office will prepare a final report to the contracting officer.
This will be used to finalize the indirect cost and billing rates.
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WHAT IS AN INCURRED COST AUDIT?
The contracting officer may be willing to carry out “negotiations” with
the contractor to address the final results of the audit report.
The contractor can present supporting documents and negotiate their
position before the contracting officer makes a final decision regarding
the costs under scrutiny and the final indirect cost rates.
The DCAA will look for an adequate ICS that uses the ICE model or a
similar format having all the required schedules.
They will also look for a signed Schedule N and identify unallowable
costs, any expressly unallowable costs, notes for adjustments, and any
awards that contain FAR 52.242-3.
Finally, they will look for allocable, reasonable, and allowable costs that
align with FAR, GAAP, CAS, and other contract provisions.
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RISK RATING
If the DCAA considers a submission to be high-risk, it
will be audited. This will be based on the following:
What were the results of the previous audits?
Has the contracting officer or auditor identified any
risks?
Are there any fraud referrals?

WHAT TRIGGERS AN
INCURRED COST AUDIT?
Prior to 2012, all incurred cost submissions were subject to
audits. However, due to a growing backlog, DCAA now carries
out incurred cost audits based on risk-rating and auditable
dollar value.

Is the contractor using a non-conforming
accounting system or business systems?
Is the contractor often late in their submissions, or
do they submit inadequate submissions?
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WHAT TRIGGERS AN INCURRED COST AUDIT?
AUDITABLE DOLLAR VALUE
Incurred cost submissions can be audited based on their dollar value. There are three levels of risk here: Low, medium, high. The
dollar value of the incurred cost proposal determines the risk level assigned. Qualitative factors for each stratum determine if the
proposal is eligible for sampling. The stratum’s criteria also determines the likelihood and frequency of an audit.
Risk Category

Low

Medium

High

Incurred Cost Submissions Distributed
as per Auditable Dollar Value

Sampling Percentages

Notes

Less than $5 million

0.5%

$5 Million to less than $50 Million

5%

$50 Million to less than $100 Million

10%

$100 Million to less than $250 Million

20%

Mandatory audit every 5th year

More than $250 Million and less than $500 Million

25%

Mandatory audit every 4th year

More than $500 million and less than $1 billion

25%

Mandatory audit every other year

$1 billion or more

NA

Mandatory audit every year
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THE RAMIFICATIONS AND PENALTIES
OF AN INADEQUATE ICS & AUDITS
An incurred cost audit with no ramifications is usually unlikely. If any questionable costs are found, these will be removed, and the
contractor will re-calculate the indirect rates. Based on whether the contracting officer and auditor agree, the contractor has to
refund any overbilled amounts in 60 days after the settlement.

PENALTIES
As per FAR 42.709.1, the DCAA can impose penalties if a
contractor claims an expressly unallowable indirect cost in the
final indirect rate proposals.
If the indirect cost is considered unallowed during an audit,
the penalty will be:
Equivalent to the amount of the disallowed costs
allocated to a contract.
Contractors may also be required to pay interest, if
applicable.

If an indirect cost is considered unallowable before the ICS,
then according to per FAR 42.709.1, the penalty will be
equivalent to:
Twice the amount of the disallowed costs included in
the contract, plus any interest.
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BEST PRACTICES TO ADOPT FOR
AN INCURRED COST AUDIT
Contractors should aim to maintain a low-risk rating by ensuring on-time
submissions, claiming only allowable and allocable costs, having an
adequate accounting system, and minimizing the chance of an invoice or
cost-oriented dispute with their contracting officer.
Contractors must treat an ICS or audit as a high-priority project and assign
responsibility to the CFO or other individuals with the relevant skills,
experience, time, and resources required to prepare an ICS that complies
with DCAA requirements.
Contractors must have established polices and procedures for all direct and
indirect cost collection.
It helps to outline the preparation and submission process in the
accounting policies and procedures. A suitable checklist and model can
also help here.
Contractors should have clear policies and procedures for unallowable
costs and understand how the statute of limitations works.
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STATUTE OF LIMITATIONS
The Federal Acquisition Streamlining Act imposed a statute of
limitations lasting 6 years for making claims.
As per FAR 33.206 (b), the contracting officer can issue a decision for
a claim initiated by the government against a contractor. The
timeframe for this is 6 years after the accrual of a claim.
The contracting parties can agree to a shorter period here.
This 6-year period is not applicable for contracts that were awarded
before October 1, 1995. It also does not apply to a government
claim that involves a contractor claim based on fraud.
The accrual of a claim means that the date on which the events
fixing the alleged liability of the contractor or the government took
place should have been known or were known. A fixed liability
means that some kind of injury should have occurred. However, this
injury may not necessarily be in the form of monetary damages.
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THE AFTERMATH OF AN
ICS AUDIT
Once an incurred cost audit is settled, contractors can finalize the direct
and indirect cost rates and make arrangements for any overpayment and
underpayment.
The contractor is required to submit a completed voucher or invoice that
reflects the agreed-upon rates and the settlement amount. This
submission must be made within 120 days or more if the contractor gets
approval from the contracting officer.
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HOW CAN VSINGH
CPA HELP?

We will work directly with your senior leadership to
produce provisional billing rates and submit to DCAA
on your behalf.
We will monitor your indirect rates on monthly basis
and make recommendation to manage the actual
rates.
We will prepare and submit incurred cost submission
on your behalf.
We will deal directly with the DCAA for any questions

HOW CAN
VSINGH CPA HELP?

or concerns they may have.
We will support you with the DCAA audits.

VSINGH offers a comprehensive, one stop solution
that can help you manage your incurred cost
submissions responsibly.

We will be your one stop shop for anything related to
DCAA/DCMA Compliance.
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PARTNER UP
WITH VSINGH CPA

Ensuring Compliance Was Never So Easy.

Book a free consultation today
and find out how can we help you with
your incurred cost submissions and
audits.

Call/Text us at 703-622-1163
or email at vik@vsinghcpa.com
and let us create a tailored plan that matches
your requirements.
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