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I. GLOSSARY

ACTUAL COST: A cost sustained in fact, on the basis of
costs incurred, as distinguished from forecasted or
estimated costs,

ALLOCABLE COST: A cost is allocable if it is assignable
or chargeable to one or more cost objectives in accordance
with the relative benefits received or other equitable
relationships defined or agreed to between contractual
parties.

BILLING RATES: Indirect cost rates used for interim
reimbursement on contracts.

CONTRACT PRICING: A series of actions used to obtain,
evaluate, assess, verify, and judge cost or pricing
information, and to record the steps taken to ascertain
that prices agreed to have been determined (found) fair
and reasonable.

CONTRACT PRICING PROPOSAL: The instrument required of

an offeror for the submission or identification of cost
or pricing data. The basic SF 1411 (Contract Pricing
Proposal) is the general purpose form, providing a
standard format by which an offeror submits to the
Government a summary of estimated (or in some instances
incurred) costs suitable for detailed review and analysis.

COST ACCOUNTING: A system of accounting analysis and
reporting on costs of production of goods or services,
or of operation of programs, activities, functions or
organizational units. The system may also embrace cost
estimating, determiration of cost standards based on
engineering data, and comparison of actual and standard
costs for. the purpose of aiding cost control.

COST ANALYSIS: The review and evaluation of a contractor's
cost or pricing data and of the judgmental factors applied
in projecting from the data to the estimated costs in
order to form an opinion leading to a position on the
degree to which the contractor's proposed costs represent
what contract per formance should cost, assuming reasonable
economy and efficiency. It includes appropriate veri-
fication of cost data, evaluation of specific elements of
costs and projection of these data to determine the effect
on price factors like cost necessity, allowances for
contirgencies, ard the basis used for allocation of
overbhead costs.
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COST ESTIMATING: The process of forecasting a future result j
in terms of cost, based upon information available at the

time,

COST INCURRED: A cost identified through the use of the
accrued method of accounting and reporting or otherwise
actually paid. Cost of direct labor, direct materials,
and direct services identified with and necessary for the
performance of a contract, and all properly allocated

and allowable indirect costs as shown by the books of the
contractor,

COST OBJECTIVE: A function, organizational subdivision,
contract, or other work unit for which cost data are de-
sired and for which provision is made to accumulate and
measure the cost of processes, products, jobs, capitalized
projects, and so forth.

COST OR PRICING DATA: Data consisting of all facts ex-

isting up to the time of agreement on price, which prudent

buyers and sellers would reasonably expect to have a

significant effect on price negotiations. Being factual,

these data are types of information that can be verified.

They do not reflect on the accuracy of the contractor's

judgment about estimated future costs or projections;

they do, however, reflect on the data upon which the .
contractor based his judgment. .)

COST OVERRUN (or UNDERRUN): A net change in contractual
amount over (under) that contemplated by a contract

target price (FPI contract), estimated cost plus fee

(any cost-reimbursement type contract), or redeterminable
price (FPR contract), due to the contractor's actual costs
being over (under) target or anticipated contract costs,
but not attributable to any other cause of cost growth
{e.g., quantity changes, engineering changes, economic
changes, or changes in estimates of program/project
costs).,

COST REIMBURSEMENT: Refers to a family of pricing
arrangements that provide for payment of allowable,
allocable and reasonable costs incurred in the performance
of a contract, to the extent that such costs are prescribed
or permitted by the contract, 1In the case of a cost-plus-
fixed-fee arrangement, costs may vary under or over the
initially agreed-to estimate, but the fee remains fixed

as an expressed dollar amount and is not subject to
adjustment by reason of contractor cost experience during
the life of the contract.




COST RISK: An assumption of possible monetary loss or gain
in light of the job or work to be done. One of the elements
to be considered in the negotiation of a fair and reasonable
price;, as well as in determining the type of contract under
which performance will occur,

DEFECTIVE COST OR PRICING DATA: Certified cost or pricing
data subsequently found to have been inaccurate, incomplete
or noncurrent as of the effective date of the certificate.
In this case, the Government is entitled to an adjustment

of the negotiated price, including profit or fee, to exclude
any significant sum by which price was increased because

of the defective data, provided the data were relied upon by
the Government.

DIRECT COST: Any cost that is specifically identified with

a particular final cost objective, but not necessarily limited
to items that are incorporated in the end product as
material or labor.

ECONOMIC PRICE ADJUSTMENT: An alteration permitted and
specified by contract provisions for the upward and/or down-
ward revision of a stated contract price upon the occurrence
of certain contingencies that are specifically defined in
the contract.

ESCALATION: A term traditionally used to indicate an upward
or downward movement of price. "Economic price adjustment”
is the contemporary term used to express the sense of
"escalation."

ESTABLISHED CATALOG PRICE: A price included in a catalog,

price list, schedule or other form that (1) is regularly
maintained by a manufacturer or vendor, (2) is published or
made available for inspection by customers, and (3) states
prices at which sales are currently or were last made to a
significant number of buyers constituting the general public.

ESTABLISHED MARKET PRICE: A current price, established in
the usual and ordinary course of trade between buyers and
sellers free to bargain, which can be substantiated from
sources independent of the manufacturer or vendor,
although the data may be prepared by the seller.

FEE: 1In specified cost-reimbursement pricing arrangements,
fee represents an agreed-to amount beyond the initial estimate
of costs., 1In most instances, fee reflects a variety of
factors, including risk, and is subject to statutory limita-
tions. Fee may be fixed at the outset of performance, as in

a cost-plus-fixed-fee arrangement, or may vary (within a
contractually specified minimum-maximum range) during
performance, as in a cost-plus~incentive-fee arrangement.
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FIELD PRICING SUPPORT: 1Involves the analysis of contractor .)
pricing proposals by any or all field technical and other
specialists, including plant representatives, administrative
contracting officers, contract auditors, price analysts,

guality assurance personnel, engineers, and legal and

small business specialists.

FINAL COST OBJECTIVE: A cost objective that has allocated
to it both direct and indirect costs and, in the contractor's
accounting system, is one of the final accumulation points.

_FINAL RATES: Used for determination of final indirect costs
allowable to contracts, Rates are determined on a contractor
fiscal year basis. - ‘

FIXED PRICE: Refers to a family of pricing arrangements
whose common discipline is a ceiling beyond which the Govern-
ment bears no responsibility for payment. 1In the case of

a firm fixed-price arrangement, the agreed-to price is not
subject to any adjustment by reason of the contractor's

cost experience in the performance of the contract.

FORWARD PRICING: A pricing decision made in advance of
performance, based on analysis of comparative prices, cost
estimates, past costs or combinations of such considerations.

GENERAL AND ADMINISTRATIVE: 1Indirect expenses, including a .)
company's general and executive offices, executive compensa-

tion, the cost of staff services such as legal, accounting,

public relations, financial and similar expenses and other
miscellaneous expenses related to the overall business.

INDIRECT COST: Any cost not directly identified with a
single final cost objective but identified with two or more
final cost objectives or with at least one intermediate
cost objective. Also referred to as overhead or burden.

INDIRECT COST POOL: A grouping of projected or incurred
costs identified with two or more cost objectives but
not specifically identified with any final cost objective,

LEARNING CURVE: A tool of calculation used primarily to
project resource requirements, in terms of direct manu-
facturing labor hours or the quantity of material (for this
purpose, usually referred to as an improvement curve) re-
quired for a production run., Used interchangeably with the
term "improvement curve,” the concept of a learner's curve
was adopted from the observation that individuals who perform
repetitive tasks exhibit a rate of improvement due to
increased manual dexterity.
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LEVEL OF EFFORT: The devotion of talent or capability to

a predetermined level of activity, over a stated period of
time, on the basis of a fixed-price or cost-reimbursement
pricing arrangement, Payment is usually based on effort
expended rather than on results achieved.

MARKETPLACE: The commercial world; the realm of business,
trade and economics; the environment in which buyers and
sellers bargain to achieve their separate and mutual ends.

OVERHEAD: (See Indirect Cost.)

PRICE: A monetrary amount given, received or asked in
exchange for property or services, expressed in terms of a
single item or unit of measure for such property or services.

PRICE ANALYSIS:: The process of examining and evaluating a
prospective price without evaluation of the séparate cost
elements and proposed profit of the individual offeror whose
price is being evaluated. It may be accomplished by a
comparison of submitted quotations, a comparison of price
gquotations and contract prices with current quotations for .
the same or similar items, the use of rough yardsticks
(dollars per pound, for instance), or a comparison of pro-
posed prices with independently developed Government
estimates. -

PRICING: The process of establishing the amount or amounts

to be received or paid in return for providing goods and/or

performing services.

PRICING ARRANGEMENT: An agreed-to basis between contractual
parties for the payment of amounts for specified performance.
Usually expressed in terms of a specific cost-reimbursement
or fixed-price type arrangement.

PROFIT: Generally characterized as the basic motive of
business enterprise; on occasion referred to as "the wages
of risk." In contract pricing, profit represents a projected
or known monetary excess realized by a producer or performer -
after the deduction of cost (both direct and indirect)
incurred or to be incurred in the performance of a job,

task or series of the same,

PROFIT CENTER: A discrete, organizationally independent

segment of a company, which has been charged by management
with profit and loss responsibilities.




PROFIT OBJECTIVE: That part of the estimated contract price )
objective or values that the contracting officer concludes .
is appropriate for the procurement at hand. Where cost

analysis is undertaken, a profit objective should be

developed. Developed, that is to say, after a thorough

review of proposed contract work and all available knowledge
regarding an offeror as well as an analysis of the offeror's

cost estimate, and a comparison of it with the Government's
estimate or projection of cost.

REASONABLE COST: A cost is reasonable if, in its nature or
amount, it does not exceed what would be incurred by an
ordinarily prudent person in the conduct of competitive
business.

REQUEST FOR PROPOSALS: A solicitation document used in
negotiated procurements. When an RFP so states, the
Government reserves the right to award a contract based on
initial offers received without any written or oral
discussion with offerors,

REQUEST FOR QUOTATIONS: A solicitation document used in
negotiated procurements. An RFQ is a request for information.
Quotes submitted in response to it are not offers that the
Government may accept without some confirmation or discussion

with offerors. .)

RETROACTIVE PRICING: A pricing decision made after some or
all of the work specified under contract has been completed,
based on a review of contractor performance and recorded cost
data.

SAMPLING: Method of obtaining statistics from a large body

of data without resorting to a complete census of the data.

Two broad methods of selecting samples are probability

sampling (in which sample units are selected according to

the law of chance) and nonprobability sampling {(in which
personal choice, expert judgment or some other nonprobablllstlc
rationale is used to select sample units).

SHOULD COST: A concept of contract pricing that employs an
integrated team of Government procurement, contract administra-
tion, audit, and engineering representatives to conduct a
coordinated, in-depth cost analysis at the contractor's plant.
Its purpose: to identify uneconomical or inefficient practices
in the contractor's management and operations, to quantify

the findings in terms of their impact on cost, and to

develop a realistic price objective for negotiation that
reflects the outcome of the should-cost effort,
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VALUE ANALYSIS: A systematic and objective evaluation of
the function of a product and its related cost. 1Its purpose
is to ensure optimum value. As a pricing tool, it provides
insight into the inherent worth of a product.

VARIABLE COST: A cost that changes with the rate of
production of goods or the performance of services. As
distinguished from "fixed" costs (which do not change with
the rate of production or performance), there may be
"semivariable” costs (neither entirely fixed nor variable)
and "variable" costs as defined here.

VISUAL ANALYSIS: The visual inspection of an item or its
drawings, from which a general estimate may be made about
probable value., In most instances, v1sua1 analysis deals
with obvious, external features.

WEIGHTED GUIDELINES METHOD: A technigue of negotiated
procurement the Government uses to insure consideration of
the relative value of appropriate profit factors in estab-
lishing a profit objective and conducting negotiations.
Also used as a basis for documenting and explaining the
final pricing agreement reached between buyer and seller.
Appropriate profit factors include contractor's input to
total performance, contractor's assumption of contract cost
risk, record of contractor's performance, selected factors
(such as source of resources) and any special profit
consideration.
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II. THE ACQUISITION PROCESS

ACQUISITION means the acquiring by contract with appropriated
funds of supplies or services (including construction) by

and for the use of the Federal Government thrcocugh purchase

or lease, whether the supplies or services are already in
existence or must be created, developed, demonstrated, and
evaluated. Acquisition begins at the point when agency needs
are established and includes the description of reguirements
to satisfy agency needs, solicitation and selection of
sources, award of contracts, contract financing, contract
performance, contract administration, and those technical

and management functions directly related to the process of
fulfilling agency needs by contract.

Contracting officers are the Government's agents ir the
acquisition process. They are respocnsible for assuring
compliance with the Federal Acquisition Regulation (FAR) in
fulfilling the Government's needs.

As part of this responsibility, contracting officers should
fulfill these needs at a reasonable cost.

It is this responsibility that the Cost Analysis Guide is
intended. With cost or price as a consideration, this
section will examine the FAR 15.8* section governing the .
negotiation of price. '

*Federal Acquisition Circular 84-5, effective April 1, i985
has been incorporated in this section.
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Regulatory Requirements for Cost Analysis [FAR 15.805-1(bh)]

®

When cost or pricing data are reguired, the contracting
officer shall make a cost analysis to evaluate the reasonable-
ness of individual cost elements.,

In addition, the contracting officer should make a price
analysis to ensure that the overall price offered is fair
and reasonable.

When cost or pricing data are not required, the contracting
officer shall make a price analysis to ensure that the overall
price offered is fair and reasonable.

Definitions of Cost Analysis, Cost of Pricing Data and Price
Analysis [FAR 15.801] '

"Cost Analysis" means the review and evaluation of the
separate cost elements and proposed profit of

(a) offeror's or contractor's cost or pricing data, and

(b) the judgmental factors applied in projecting from
the data to the estimated costs, in order to form .)
an opinion on the degree to which the proposed -
costs represent what the contract should cost,
assuming reasonable economy and efficiency.

"Price analysis™ means the process of examining and evalua-
ting a proposed price without evaluating its separate
cost elements and proposed profit.

"Cost or pricing data" means all facts as of the time of

price agreement that prudent buyers and sellers would reason-
ably expect to affect price negotiations significantly. Cost
or pricing data are factual, not judgmental, and are therefore
verifiable. While they do not indicate the accuracy of the
prospective contractor's judgment about estimated future costs
or projections, they do include the data forming the basis

for that judgment. Cost or pricing data are more than
historical accounting data; they are all the facts that can

be reasonably expected to contribute to the soundness of
estimates of future costs and to the validity of determinations
of costs already incurred. They also include such factors as
(a) vendor quotations; (b) nonrecurring costs; (c) information
on changes in production methods and in production or
purchasing volume; {(d) data supporting projections of business

o)




. prospects and objectives and related operations costs;

{ (e) unit-cost trends such as those associated with labor
efficiency; (f) make-or-buy decisions (g) estimated resources
to attain business goals; and (h) information on management
decisions that could have a significant bearing on costs.

"Field pricing support"” means a review and evaluation of the
contractor's or subcontractor's proposal by any or all field
pricing support personnel [(See 15.805-5{a)(2)].
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When is Certified Cost or Pricing Data Required? [FAR 15..804—2.)

(a){1) Except as provided in 15.804-3, certified cost or
pricing data are required before accomplishing any
of the following actions:

(i) The award of any negotiated contract (except
for unpriced actions such as letter contracts)
expected to exceed $100,000,

(ii) The modification of any sealed bid or negotiated
contract (whether or not cost or pricing data
were initially required) when the modification
involves a price adjustment expected to exceed
$100,000. (For example, a $30,000 modification
resulting from a reduction of $706,000 and an
increase of $40,000 is a pricing adjustment
exceeding $100,000.) This requirement does not -
apply when unrelated and separately priced
changes for which costs or pricing data would
not otherwise be required are included for
administrative convenience in the same
modification. i

(iii) The award of a subcontract at any tier, if the .
contractor and each higher tier subcontractor )
have been required to furnish certified cost or
pricing data, when the subcontract is expected
to exceed $100,000.

(iv) The modification of any subcontract covered by
subdivision (iii) above, when the price adjust-
ment {see subdivision (ii) above) is expected
to exceed $100,000.
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Is certified cost or pricing data required for actions over
( 825,000 and not in excess of $100,000? (FAR 15.804-2]

(2) If cost or pricing data are needed for pricing
action over $25,000 and not in excess of $100,000,
certified cost or pricing data may be obtained.

There should be relatively few instances where
certified cost or pricing data and inclusion of
defective pricing clauses would be justified in
awards between $25,000 and $100,000. The amount of
data required to be submitted should be limited to
that data necessary to allow the contracting officer
to determine the reasonableness of the price.. When-
ever certified costs or pricing data are required ‘
for pricing actions of $100,000 or less, the contract-
ing officer shall document the file to justify the’
requirement. When awarding a contract of $25,000 or
less, the contracting officer shall not require
certified cost or pricing data. :

(b) When certified cost or pricing data are
reguired, the contracting officer shall require
the contractor or prospective contractor to
submit to the contracting officer (and to have

p: any subcontractor or prospective subcontractor
. submit to the prime contractor or appropriate

subcontractor tier) the following in support of
any proposal:

R

{1) The cost or pricing data.

(2) A certificate of current cost or pricing
data, in the format specified in 15.804-4,
certifying that to the best of its knowledge
and belief, the cost or pricing data were
accurate, complete, and current as of the
date of final agreement on price.




Certificate of Current Cost or Pricing Data [FAR 15.804-4] .)

(a} When certified cost or pricing data are required

under 15.804-2, the contracting officer shall require the
contractor to execute a Certificate of Current Cost of
Pricing Data, shown below, and shall include the executed
certificate in the contract file. The certificate states
that the cost or pricing data are accurate, complete, and
current as of the date the contractor and the Government
agreed on a price. Only one certificate shall be required;
the contractor shall submit it as soon as practical after
price agreement is reached.

CERTIFICATE OF CURRENT COST OR PRICING DATA

This is to certify that, to the best of my knowledge and
helief, the cost or pricing data (as defined in section
15.801 of the Federal Acquisition Regulation (FAR) and
required under FAR subsection 15.804-2 to the contracting
officer or to the contracting officer's representative in
SUPPOrt OFf seesesescsesse® are accurate, complete, and current
48 Of cveeeesees* This certification includes the cost of
pricing data supporting any advance agreements and forward
pricing rate agreements between the offeror and the Government
that are part of the proposal. .
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* Identify the proposal, quotation, request for price
adjustment, or other submission involved, giving the
appropriate identifying number (e.g., RFP No.).

** Tpnsert the day, month, and year when price negotiations
were concluded and price agreement was reached.

*** Insert the day, month, and year of signing, which should
be as close as practicable to the date when the price
negotiations were concluded and the contract price was
agreed to.

(End of Certificate)
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Why is the certificate of current cost and pricing required?

The certificate is required so that if the cost and pricing
data is subsequently found to be inaccurate, incomplete, or
noncurrent as of the effective date of the certificate, the
Government is entitled to an adjustment of the negotiated
price.

Is a certificate of current cost and pricing data an acceptable
substitute for current cost and pricing data?

No. A certificate of cost or pricing data is not a substitute
for examining and analyzing the contractor's proposal,

Are there exemptions from or waiver of submission of certified

cost or pricing data? [FAR 15,804-3]

(a) General. Except as provided in paragraphs (b) and
(c) below, the contracting officer shall not require
submission or certification of cost or pricing
data when the contracting officer determines that
prices are:

(1) BRased on adequate price competition (see
paragraph (b) below);

- (2) Based on established catalog or market prices
of commercial items sold in suhstantial
quantities to the general public (see
paragraph (c) below); or

(3) Set by law or regulation (see paragraph (d)
below).




(1)

(2)

(3)

What is adequate price competition? [FAR 15.804-3(b)] .)

Adequate price competition.

Price competition exists if

(i)

(ii)

(iii)

Offers are solicited;

Two or more responsible offerors that

can satisfy the Government's requirements
submit priced offers responsive to the
solicitation's expressed requirement; and

These offerors compete independently for

a contract to be awarded to the responsible
offeror submitting the lowest evaluated
price.

If price competition exists, the contracting
officer shall presume that it is adequate unless

(i)

(ii)

(iii)

The solicitation is made under conditions
that unreasonably deny to one or more

known and qualified offerors an opportunity
to compete;

The low offeror has such a decided advantage .)
that it is practically immune from !
competition; or

There is a finding, supported by a statement
of the facts and approved at a level above
the contracting officer, that the lowest
price is unreasonable.

A price is "based on" adequate price competition
if it results directly from price competition or
if price analysis alone clearly demonstrates that
the proposed price is reasonable in comparison
with current or recent prices for the same or
substantially the same items purchased in
comparable quantitities, terms, and conditions
under contracts that resulted from adegquate

price competition.
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How can you determine if a price is based on an established

catalog or market price? FAR 15.804-3{(c¢)}

Fstabhlished catalog or market prices. A proposal is exempt
from the requirement for submission of certified cost or
pricing data if the prices are, or are based on, established
catalog or established market prices of commercial items

sold in substantial quantities to the general public. In
order to quality for this exemption, the terms of the proposed
purchase, such as quantity and delivery requirements, should
be sufficiently similar to those of the commercial sales

that the catalog or market price will be fair and reasonable.

(1) "Established catalog prices" must be recorded
in a form regularly maintained by the
manufacturer or vendor. This form may be a
catalog, price list, schedule, or other
verifiable and established record. The record
must (i) be published or otherwise available
for customer inspection and (ii) state current
or last sales price to a significant number of
buyers constituting the general public (see
subparagraph (5) below).

(2) "Established market prices" are current prices
that (i) are in the course of ordirary and
usual trade between buyers and sellers free
to bargain and (ii) can be substantiated by
data from sources independent of the manufacturer

or vendor.

{3) "Commercial items" are supplies or services
regularly used for other than Government purposes
and sold or traded to the general public in
the course or rnormal business operations.

(4) An item is "sold in substantial guantitites"
only when the quantities regularly sold are
sufficient to constitute a real commercial
market. Nominal quantities, such as models,
samples, prototypes, or experimental units, do
not meet this requirement. For services to be
sold in substantial gquantities, they must be.
customarily provided by the offeror, using
personnrel regularly employed and eqguipment (if
any is necessary) regularly maintained solely or
principally to provide the services.




(6)

(7)

(8)

The "general public" is a significant number of .)
buyers other than the Government or affiliates

of the offeror; the item involved must not be

for Government end use. For the purpose of this
subsection 15.804~3, items acquired for

"Government end use" include items acquired for

foreign military sales.

A price is "based on" a catalog or market price
only if the item being purchased is sufficiently
similar to the catalog or market priced
cormmercial item to ensure that any difference

in prices can be identified and justified
without resorting to cost analysis.

If an item is substantially similar to a
commercial item for which there is an established
catalog or market price at which substantial
quantities are sold to the general public, but
the price proposed is not based on this catalog
or market price (see subparagraph (6) above), the
contracting officer may, if doing so will result

.in a fair and reasonable price, limit any

requirement for costs or pricing data to those

data that pertain to the differences between the

items. When the difference between the catalog '
or market price of an item or items and the )
proposed total contract price is $100,000 or

more, the contracting officer shall require

submission of certified cost or pricing data to

identify and justify that difference unless an

exemption or waiver is granted.

Even though there is an established catalog or
market price of commercial items sold in
suhbstantial quantities to the general public,
the contracting officer may require costs or
pricing data if (i) the contracting officer
makes a written finding that the price is not
reasonable, including the facts upon which the
finding is based, and (ii) the finding is
approved at a level above the contracting
officer.



‘. How do you receive an exemption? FAR 15.804-~3(e)}]
Claiming and granting exemption. To receive an exemption r
under paragraph (c¢) or (d) above, the offeror must ordinarily

claim it on standard Form 1412, Claim for Exemption from
Submission of Certified Cost or Pricing Data, when the total
proposed amount exceeds $100,000 and more than one catalog
item for which an exemption is claimed exceeds $25,000. When
an exemption is claimed for more than one item in a proposal,
a separate SF 1412 is equired for each such item exceeding
$25,000 except as otherwise provided in the solicitation.

The contracting officer may grant an exemption and need not
require the submission of SF 1412 when

(1) The Government has acted favorably on an
exemption claim for the same item or similar
items within the past year. 1In that case,
except as otherwise directed by the contracting
officer, the offeror may furnish a copy of
the prior claim and related Government action.
The offeror must also submit a statement to
the effect that to its knowledge since the
prior submission, except as expressly set
forth in the statement, there have been no

y? _ changes in the catalog price or discounts,

;‘l. » volume of actual sales, or the ratio of sales

. for Government end use to sales in other
catagories which would cause a cumulative
change in price exceeding $25,000;

(2) Special arrangements for the submission of
exemption claims have been made in anticipa-
tion of repetitive acquisitions of catalog
items;

(3) There is evidence, before solicitation, that
the item has an acceptable established catalog
or market price or a price set by law or
regulation, Evidence may include (i) recent
submissions by offerors or {(ii) the contract
officer's knowledge or market conditions,
prevailing prices, or sources.
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PART $3—FORMS 53.301-1412

. - INSTRUCTIONS TO OFFERORS SUBMITTING
CLAIM FOR EXEMPTICM FRON SUBMISSION
OF CERTIFIZD COST DR PRICING DATA

Item 7, Attach a copy of tne catalog, or the apprepriate
pages covering price and published discounts, of & siate-
ment that the cawiog is on file in the buying office to
which this proposal is being mace. Catalog price, is 2
price that is included in a catalog, price list, schedule, or
other form that is regularly maintainec oy iho awe..uiac-

-turer or vendor, ts either published or otherwise available

for inspection by customers, and states.prices at which
sales are currently, or were last, made 10 2 significant
number of buyers constituting the genreral public. To
justity a cawziog price exemption for the Government
item, the catalog item must be identical or must be so
similar in material and design that any price difference or
its absence can be evaluated soiefy by price analysis (see
FAR 15.805-2). in the fatter case, a statement must be
attached identifying the specific differences and explain-
ing. by price analysis of the differences, how the pro-
posed price is derived from the catalog price,

Item 8. This period should include the most recent regu-
lar monthly, quarterly, or other period for which sales
data are reasonably available and should extend back
only far encugh 10 provide a towl period representative
of average sales. You may siso attach sales data for a
prior representative period if for any reason recent sales
are abnormal and the prior period is sufficiently recent
{not more than 2 years preceding) to support the pro-
posea price for the Government item, .In the latter case,
you must expiain, by price analysis only, how the pro-
posed price is derived from the catalog sales for the prior
period.

ttem 9. {a) Include in Category A all sales of the catalog
item (a) directly t0 the U.S. Government and its instru-
menulities and {b) for U.S. Government use (sales

‘directly to U.S. Government prime contractars, or their

subcontractors or suppliers at any tier, for use as an end
item, or as part of an end item, by the U.S. Government).

{b} Include in Category B all sales of the catalog item
made strictly a1 the catalog price, less only published dis-
counts, to the generai public (i.e., catalog price sales
other than those (i} 1o affiliates of the offeror or (i) in-
cluded in Category A {instruction S(a)}.

{c! Inciude in Category C ail sales m the generat public
that were not made strictly at the catwalog pace or that
werg made at special discounts or discount rates not pub-
lished in the catalog.

Jtem 11, On line a. insert information on the lowest price
st which Category B or C sales of the offered item was
mace during the period, regardiess of quantity.

Cr lires . and ¢. insert saies information in the
tollowing manner.,

a. Give the lowest price Category C sales of
comparable guanttes, 1 trere were no sales
of comparaple quantities, then give -

b. The towest price Category C sales of gquanti-
ties most nearly the quantity oeing otfered.
it there were no sates of Category C, then
give

¢. The lowest price Catesory B ssles of com-
parable quantities. If th = were no sales of
. comparable quantities, then give

d. The lowest price Category B safes of quanti-
ties most nearly the quantity being offered.

Attach a complete explanation (i} if you, dur-
ing the pericd covered, offered speciai dis-
counts not inciuded in the catalog, or {ii} if the
price proposed is not the lowest price at which
s sdle was made to any customer during that
period for like itemns and comparable quanti-
ties. ’

Item 12. Market price is a current price, established in the
usual and ordinary course of trade between buyers and
sellers free to bargain, that can be substantigted from
sources independent of the manufacturer or vendor.
There must be a sufficient number ¢f commercial buyers
so that their purchases estwblish en ascertsinable current
market price for the item or service. The nature of this
market should be described. To justity 8 market-price
exemption, the itemn or service being purchased must be
identical to-the commercial item or service or must be 30
similar in material and design (for supplies} or in work
and facilities {for services) that any price difference or its
absence can be evaluated soiely by price analysis {see
FAR 15.805-2). In the iatter case, a statement must be
antached identifying the specific differences and explaia-
ing, by price analysis of the differences, how the pro-
pased price i derived from the market price.

Item 13, Identity the faw Of reguiation establishing the
price offered. If the price is contralied under iaw by
periodic ru'ings, reviews or similar actions of a govern
mental body, artach a copy of the controlling document,
unless it was previously submitted 10 the contracting
office.

{tem 14. insert the name, title, and firm of the person
authorized by the offeror to sign this form.

STANOARD FORM 1412 BACK (10-83)




What process is involved when an exemption is claimed? .
TFAR 15.804-3(£)] .}

Verificatiorn.

(1) When a prospective contractor requests
exemption from submission of certified cost
or pricing data, the contracting officer
shall ensure that applicable criteria in
either paragraph (c) or (d) above, as
appropriate, are satisfied before issuing
the exemptions.

(2) SF 1412 lists three categories of sales
related to the established catalog price of
a commercial item sold in substantial
quantities to the general public:

A: Sales to the U.S. Government or to’
contractors for U.S. Government use:

B: Sales at catalog price to the general
public;: and

C: Sales to the general public at other
than catalog price.

Although "substantial quantities"™ cannot he " .)
precisely defined (see subparagraph (c)(4)

above), the following guidelines are provided

for determining whether exemption claims

submitted under the catalog price provision

of SF 1412 meet the "“substantial quantities”

criterion:

(i) Sales to the general public are normally
regarded as substantial if (a) Category R
and C sales are not negligible in themselves
and comprise at least 55 percent of total
sales of the item and (b) Category R sales
comprise at least 75 percent of the total
of Category B and C sales.

(ii) Sales to the gereral public are rarely
considered substantial enough to grant an
exemption if (a) Category B ard C sales
comprise less than 35 percent of total
sales of the item of (b) Category R sales
comprise less than 55 percent of the total
of Catagory B and C sales.




(3)

(iii) wWhen percentages fall between those above,
the contracting officer should analyze the
individual situation in order to determine
whether or not an exemption is justified.

The contracting officer may verify or obtain
verification (including audit or contract
administration assistance) of the submitted
data pertaining to catalog or market prices or
prices set by law or regulation. Access to the
prospective contractor's records is limited to
access to the facts bearing directly on the
exemption claimed. It does not extend to cost,
profit, or other data relevant solely to the
reasonableness of the catalog or proposed price.
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If an exemption is received, is price analysis required? .
[FAR 15.804-3(h)] .3

Price analysis

Even though an item qualifies for exemption from the
requirement for submission of certified cost or pricing
data, the contracting officer shall make a price analysis
" to determine the reasonableness of the price and any need
for further negotiation. Unless information is available
from Goverrnment sources, it may be necessary to obtain
from the prospective contractor information such as that
regarding -

(1) The supplier's marketing system (i.e., use
of jobbers, brokers, sales agencies, or
distributors);

(2) The services normally provided commercial
purchasers (e.g., engineering, financing,
or advertising or promotion.
(3) Normal quantity per order:; and
(4) Annual volume of sales to largest customers. l )
What circumstances can the agency head waive the requirement

for submission of certified cost or pricing data?
[FAR 15.804-3(i)]

The agency head (or, if the contract is with a foreign
government or agency, the head of the contracting activity)
may, in exceptional cases, waive the reguirement of submission
of certified cost or pricing data. The authorization for the
waiver and the reasons for granting it shall be in writing.
The agency head may delegate this authority.




Who is responsible for assuring that adequate cost and pricing
data is furnished? [FAR 15.804-R]

Procedural Requirements

{(a) The contracting officer shall specify (1) whether or

not cost or pricing data are required, (2) whether or not
certification will be required, (3) the extent of cost or
pricing data required if complete data are not necessary, and
(4) the form (see paragraph (b) below) in which the costs or
pricing data shall be submitted. Even if the solicitation
does not so specify, however, the contracting officer is not
precluded from requesting such data if they are later found
necessary. :

(b)({1) Cost or pricing data shall he submitted on
Standard Form 1411 (SF 1411), Contract Pricing
Proposal Cover Sheet, unless required to be
submitted on one of the termination forms
specified in Subpart 49.6 Data supporting
forward pricing rate agreements or final
indirect cost proposals shall be submitted in
a format acceptable to the contracting officer.

(2) Contract pricing proposals submitted on SF 1411
with supporting attachments shall bhe prepared
to satisfy the instructions and appropriate
format provided in the Federal Acquisition
Regulations.

SF-1411 Contract Pricing Cover Sheet is discussed in Part IV
of this guide.




When is the defective pricing clause required? [FAR 15.804-8]

Contract clauses.

(a) Price Reduction for Defective Cost or Pricing Data. The
contracting officer shall, when contracting hy negotiation,
insert the clause at 52.215-22, Price Reduction for Defective
Cost or Pricing Data, in solicitations and contracts when it
is contemplated that cost or pricirng data will be required
(see 15.804-2).

.{b) Price Reduction for Defective Cost or Pricing Data-
Modifications. The contracting officer shall, when contract-
ing by negotiation, insert the clause at 52.215-23, Price
Reduction for Defective Cost or Pricing Data-Mcdifications,
in solicitations and contracts when (1) it is contemplated
that cost or pricing data will be required (see 15.804-2) for
the pricing of contract modifications, and (2) the clause
prescribed in paragraph (a) above has not been included.

(c) Subcontractor Cost or Pricing Data. The contracting
officer shall insert the clause at 52.215-~24, Subcontractor

. Cost or Pricing Data, in solicitations and contracts when the
clause prescribed in paragraph {(a) above is included.

(d) Subcontractor Cost or Pricing Data-Modifications. The .)
contracting officer shall insert the clause at 52,215-25, :
Subcontractor Cost or Pricing Data-Modifications, in

solicitations and contracts when the clause prescribed in

paragraph (b) above is included.

What are the responsibilities of the contracting officer in
_the pricing decision? [FAR 15.805]

Proposal Analysis

(a} The contracting officer, exercising sole responsibility

for the final pricing decision, shall, as appropriate,

coordinate a team of experts and request and evaluate the

advise of specialists in such fields as contracting, finance,

law, contract audit, packaging, quality control, engineering
traffic management, and contract pricing. The contracting

officer should have appropriate specialists attend the
negotiations when complex problems involving significant

matters will be addressed. The contracting officer may

assign responsibility to a negotiator or price analyst for

(1) determining the extent of specialists' advice needed

and evaluating that advice, (2) coordinating a team of

experts, (3) consonlidating pricing data and developing a .)
prenegotiation objective (see 15.807), and (4) conducting ‘
negotiations.
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({b) The contracting officer shall require prospective
contractors to perform (1) price analysis for all significant
proposed subcontracts and purchase orders and (2) cost
analysis when the prospective subcontractor is required to
submit cost or pricirng data or the contractor is unable to
perform an adequate price analysis (see 15.806(a)).

Price Analysis

The contracting officer is responsible for selecting and

using whatever price analysis techniques will ensure a fair

and reasonabhle price. One or more of the following techniques
may be useed to perform price analysis: :

(a) Comparison of price quotations received in
response to the solicitation.

(b)Y Comparison of prior quotations and contract
prices with current quotations for the same
or similar end items.

(c) Application of rough yardsticks (such as
dollars per pound or per horsepower, other
units) to highlight significant inconsistencies
that warrant additional pricing inquiry.

(d) Comparison with competitive published price
list, published market prices of commodities,
similar indexes, and discount or rebate
arrangenments.

(e) Comparison of proposed prices with independent
Government cost estimates (see 15.803(b)).

Cost Analysis

The contracting officer shall, as appropriate, use the
techniques and procedures outlined in paragraphs (a) through
(f) below to perform cost analysis:

{a) Verification of cost or pricing data and
evaluation of cost elements, including:

(1) The necessity for and reasonableness
of proposed costs, including allowances
for contingencies;

(2} Projection of the offeror's costs trends,
on the basis of current and historical
cost or pricing data;
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{b)

{c)

(d)

(e)

labor, material tooling, and facilities
requirements and of the reasonableness
of scrap and spoilage factors; and

(3) A technical appraisal of the estimated .)

(4) The application of audited or negotiated
indirect cost rates (see Subpart 42.7),
labor rates, and cost of money or c¢ther
factors.

Evaluating the effect of the offeror's current

‘practices on future costs. In conducting this

evaluation, the contracting officer shall

ensure that the effects of inefficient or
uneconomical past practices are not projected
into the future. 1In pricing production of
recently developed, complex equipment, the
contracting officer should make a trend analysis
of basic labor and materials even in periods of
relative stability.

Comparison of costs proposed by the offeror for
individual cost elements with:

{1) Actual costs previously incurred by the

same offeror; .)
{2) i

Previous costs estimates from the offeror
or from other offerors for the same or
similar items;

(3) Other cost estimates received in response
to the Government's reguest;

(4) Independent Government cost estimates by
technical personnel; and

{5) Forecasts of planned expenditures.

Verification that the offeror's costs submissions
are in accordance with the contract cost principles
and procedures in Part 31 and, when applicable,

the requirements and procedures in Part 30, Cost
Accounting Standards.

Review to determine whether any costs or pricing

data necessary to make the contractor's proposal
accurate, complete, and current have not heen
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(£)

minimum:
{a)
(h)

(c)
(4)

@

(e)

either submitted or identified in writing by the
contractor. If there are such data, the
contracting officer shall attempt to obtain them
and negotiate, using them or making satisfactory
allowance for the incomplete data.

Analysis of the results of any make~or-buy program.
reviews, in evaluating subcontract costs.

Technical Analysis.

When cost or pricing data are required, the contracting
officer should generally request a technical analysis of
proposals, asking that requirements, logistics, or other
appropriate qualified personnel review and assess, as a

The quantities and kinds of material proposed;

The need for the number and kinds of labor hours
and the labhor mix:

The special tooling and facilities proposed;

‘The reasonableness of proposed scrap and spoilage

factors; and

Any other data that may be pertinent to the cost
or price analysis.

When is audit required? [FAR 15.805=5]

(a)

Field pricing support.

(1) When cost or pricing data are required,
contracting officers shall request a field
pricing report (which may include an audit
review by the cognizant contract audit
activity) before negotiating any contract
or modification resulting from a proposal
in excess of $500,000 except as otherwise
authorized under agency procedures, unless
‘information available to the contracting
officer is considered adequate to determine
the reasonableness of the proposed cost or
price. When available data are considered
adequate for a reasonableness determination,
the contracting officer shall document the
contract file to reflect the basis of the
determination.
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the contracting officer a detailed analysis
of the proposal, for use in contract
negotiations. Field pricing support personnel
include, but are not limited to, administra-
tive contracting officers, contract auditors,
price analysts, quality assurance personnel,
engineers, and small business and legal
specialists.

(2)  Field pricing reports are intended to give .\

{b) Contracting officers should not request field pricing
support for proposed contracts or modifications of
an amount less than that specified in subparagraph
(a)(1) above. An exception may be made when a
reasonable pricing result cannot be established,
because of (1) lack of krnowledge of the particular
contractor, (2) sensitive conditions, or (3) an
inability to evaluate the price reasonableness
through price analysis or cost analysis of existing
data.

When is the audit clause required in the contract?
[FAR 15.106-21

The following audit clause shall be included in all negotiated ’)
> contracts, except small purchases. -

Audit-Negotiation clause

(a) This subsection implements 10 U.S.C. 2313 (a),
41 J.S.C. 254(b), ard 10 U.S.C. 2306(f).

(b)Y The contracting officer shall, when contracting
by negotiation, insert the clause at 52.215-2,
Audit-Negotiation, in solicitations and contracts,
unless the acquisition is a small purchase under
Part 13. 1In facilities contracts, the contract
officer shall use the clause with its Alternate 1.
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Audit-Negotiation clause

As prescribed in 15.106-2(b), when contracting by negotiation,
insert the following clause in solicitations and contracts,
unless the acquisition is a small purchase under Part 13.

Audit-Negotiation (APR 1984)

(a) Examination of costs. If this is a cost-

: reimbursement, incentive, time-and-materials,
labor-hour, or price-redeterminable contract, or
any combination of these, the Contractor shall
maintain and the contracting officer or represent-
atives of the contracting officer shall have the
right to examine and audit books, records, docu-
ments, and other evidence and accounting procedures
and practices, sufficient to reflect properly all
costs claimed to have been incurred or anticipated
to be incurred in performing this contract. This
right of examination shall include inspection at
all reasonabhle times of the contractor's plants,
or parts of them, engaged in performing the contract.

(b) Cost or pricing data. If, pursuant to law, the
contractor has been required to submit cost or
pricing data in connecticn with pricing this
contract or any modification of this contract,
the contracting officer or representatives of the
contracting officer who are employees of the
Government shall have the right to examine and
audit all books, records, documents, and other
data of the contractor (including computations
and projections) related to negotiating, pricing,
or performing the contract or modification, in
order to evaluate the accuracy, completeness, and
currency of the costs or pricing data. The right
of examination shall extend to all documents
necessary to permit adequate evaluation of the cost
or pricing data submitted, along with the compu-
tations and projections used.

(c) Reports. If the contractor is required to furnish
cost, funding, or performance reports, the contract-
ing officer or representatives of the contracting
officer who are employees of the Government shall
have the right to examine and audit books, records,
other documents, and supporting materials, for the
purpose of evaluating (1) the effectiveness of the
contractor's policies and procedures to preoduce
data compatible with the objectives of these reports
and (2) the data reported.
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(d)

(e)

Availability. The contractor shall make available at

its office at all reasonable times the materials )
described in paragraphs (a) and (b) above, for .
examination, audit, or reproduction, until 3 years

after final payment under this contract, or for any
shorter period specified in Subpart 4.7, Centractor
Records Retention, of the Federal Acquisition

Regulation, or for any longer period required by

statute or by other clauses of this contract. 1In
addition:

(1) If this contract is completely or partially
terminated, the records relating to the
work terminated shall be made availahle for
3 years after any resulting final termination
settlement; and

(2) Records relating to appeals under the Disputes
clause or to litigation or the settlement of
claims arising under or relating to this
contract shall be made available until such
appeals, litigation, or claims are disposed
of.

The Contractor shall insert a clause containing all

the terms of this clause, including this paragraph ”
{e), in all subcontracts over S10,000 under this )
contract, altering the clause only as necessary to
identify properly the contracting parties and the
contracting officer under the Government prime

contract.

(End of Clause)

- )
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What is EPA's policy with respect to cost and price analysis?

It is the intent of the Environmental Protection Agency

to utilize cost or price analysis to the maximum extent
practicable prior to the negotiation of contracts and, when
necessary supplement the analysis with audits of contractor's

records and procedures.

Who performs cost and price analysis at EPA?

The FAR [15.608] states that the contracting officer

shall use cost or price analysis and shall document the
cost and price evaluation. FAR 15.804-3 (a)-(d) sets forth
the exemption from cost or pricing data.

(1) adeguate price competition

(2) established catalog or market price of
commerical items

(3) prices set by law or regulation

The EPA Acquisition Handbook states:

On procurements of $500,000 or less, the
Contracting Officer may perform his/her

own cost or price analysis. If the action
is over $500,000, the contracting officer
will forward the proposals to the local cost
advisory operations. The cost advisory
operations will either request audits on the
proposals, perform an appropriate audit, or
recommend to the contracting officer that
he/she waive audit because adequate data is
available through other means to perform a
detailed analysis in-house.

In EPA, contracting officers and contract specialists can
obtain cost advisory services from the Cost Advisory Section.
For a detailed explanation of the cost advisory function,
refer to Section III of this guide.




Who provides field audit services for EPA? .)

Field audit services are provided primarily by the

Defense Contract Audit Agency, and the Department of Health
and Human Services. EPA has an Interagency Agreement whereby
the reimburseable costs of these services are charged against
the budget of the EPA Office of the Inspector General.

To control and coordinate these services, all requests

for field audit services must be coordinated through one of
the EPA Cost Advisory Offices. Contracting officers and
contract specialists are not authorized to request audits.
A telephone verification of labor rates and indirect cost
rates is not considered a field audit in this context. The
EPA Cost Advisory Offices are located at the principal
contracting offices in Washington, D.C., Research Triangle
Park, NC and Cincinrati, OH.

@

@
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As required by FAR 15.808{(b), PsCMD Acquisition Handbock Units 3 (PAR.
6) and 4 (PAR. 4), please furnish the Cost Advisory Section with a copy

2 of the Summary of Negotiations after contract award. Please advise us
if no award is made.

-

_ Prenegotiation Plan/Summary.

. The summary shall address the plamned disposition of all questioned and

.. set-aside costs resulting fram an audit. The Chief of the Contracting
Office may issue procedures that do not require a formal prenegotiation
plan. The procedures shall require at a minimm that the Contract
Specialists discuss all significant objectives with the Contracting
Officer or applicable Branch Chief or Section Head prior to initiating
negotiations.

At the conclusion of each negotiation, the Contract Specialist shall
_promptly prepare a summary cof the principle elements of the negotiation,
_using the Postnegotiation summary format (Attaciment). The sumary
_ shall address the disposition of all questioned and set-aside costs
_ resulting from an audit. The memorandum shall be included in the

contract file.

_Distribution.

The Contract Specialist shall provide the Cost Advisory Group with a
copy of the postnegotiation summary for each offeror who was audited.
After completion of the negotiations, the Cost Advisory Group shall
distribute a.copy of the postnegotiation summary to both the EPA Audit
Division and the office performing the audit. The Cost Advisory Group
shall provide the Contracting Officer with a record of the transmittal
for insertion into the official contract file. (See Exhibit B)
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10..

11.

12,

13.
14.

15.

Attachment

Page 1 of 3
POSTNEGOTIATION SUMMARY .\
Name of Offeror:
RFP Number:
Date of Negotiation: Opened: Closed:

Purpose of Negotiation:

Name, position and organization of goverrment employees
involved in negotiation:

Name, position and organization of contractor employees
involved in negotiation:

Status of contractor’s purchasing system (if applicable):

Was certified cost or pricing data required?
If yes, date certified as accurate, camplete, and current;
if no, refer to attached waiver:

Was this data relied on in negotiating cost/price? .)
If not, why not? ;

Did members of Congress, other agencies or higher level

officials, not normally involved in the award and review process
have significant effect on this_ action?
If yes, explain.

Basis for determining the profit or fee if different from the
prenegotiation objective: '

Are subcontractors /consultants to be approved in the contract

. document.? If yes, list subcontractors/consultants:

Was subcontractor'’s certified cost or pricing data received (cite
waiver if applicable):

Best and Final Offer received? Date:
Explain any variance from negotiated agreements:

Have all required representations and certifications been
completed?
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16. Narrative: (Include a discussion for each cost element where the
final agreed to cost element differs from the Goverrment's
prenegotiation objective. The discussion shall provide a thorough
rationale for arriving at the negotiated amount.)

17. Technical negotiations: (Include a discussion of any technical
negotiations held.)

18. Name of selected offeror:

SELECTED OFFEROR QNLY
19. Is offeror debarred, ineligible or suspended?

20.. Has the Egual Bmployment Opportunity program been approved?

21. Does the offeror meet the responsibility standards of FAR subpart
9.1? .

22, Other information:
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POSTNEGOTIATION ABSTRACT

Offeror , .}
A. Base Period

Cost Element Proposed  Objective  Negotiated  Narrative (may

' be set forth
in footnotes)

l.
20
30
4.
5.
6‘
7. Subtotal
8. Fee/Profit
9. Total
B. Qption Period 1

Cost Element Proposed Objective Negotiated Narrative
L : _
2.
30
4, .
e
6. ’
7. Subtotal
8. Fee/Profit
9. Total
C. Option Period 2

Cost Element Proposed Objective Negotiated Narrative
1.
2.
3.
,4'
5.
6.
7. Subtotal
8. Fee/Profit
g. Total
D. 1 (maximm con - all ions
1. Total Est. Cost
2. TFee/Profit
3. Total Including .

Fee/Profit . )

(NOTE: a separate sheet is required for each offeror in the competitive
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315 77 § UNITED STATES ENVIRONMENTAL PROTECTION AGENCY
Ve, _”ﬁoi WASHINGTON, D.C. 20460
( . _ Exh:hit R
OFFICE OF
ADMINISTRATION
AND RESOURCES
MANAGEMENT

MEMORANDUM

DATE:

SUBJECT: Transmittal of the Postnegotiation Summary
Contractor: :
RFP #: . =

FROM: Stephen 0. Leahy, Chief

washington Cost Advisory Operations:

TO:

. )
In accordance with the Acquisition Handbook, (unit three~

s

revised 10/24/88) ‘'we have sent the 016 a copy of the subject
postnegotiation summary on . This memorandum should

be included in the Official Contract Ftle as a record of

transmittal of the postnegotiation memorandum..

CC: 0IG
Audit Division

(#90) ' I1-31
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- 1II.

EPA COST REVIFW & POLICY BRANCH

1. The Function of EFPA's Cost Review and Policy Branch

2. EPA's Policy on Cost and Price Analysis

3. How to Request Cost Analysis

4., Function of the Cost Advisory Offices

5. Sample Reports from the Cost Advisory Offices
a. Cost Advisory Report (CAR)
b. Preliminary Analytical Cost Evaluation Report (PACER)
c. Camments on RFP

6. Cost Advisory Operations Review Program and Index

7. Function of the Cost Policy and Rate Negotiation Section (CPRNS)

( . The organization chart of the EPA Procurement and Contracts Management
: Division is illustrated as follows:

It is the Cost Review and Policy Branch with provides cost and
price analysis services to the Contracting Officer and
Specialists; specifically, the Cost Advisory Section. (formerly
WCAD) and the Cost Policy and Rate Negotiation Section {(CPRNS)
in Washington, DC. There are also Cost Advisory Offices in
Cincimnati, OH and Research Triangle Park, NC..

ITT

. (Revised 8/90)
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what is EPA's policy with respect to cost arnd price aralysis?

-

It is the intent of the Envirormenrtal Protection Agercy

to utilize cost or price aralysis to the maximum externrt
practicable prior to the negotiation of contracts afd, whern
recessary to supplement the analysis with audlts of
contractor's records and procedures.

The FAR [15.608] states that the contracting officer shall
Juse cost or price aralysis and shall document the cost ard
price evaluation. FAR 15.804-3 (a-d) sets forth the '
exemptions from cost or pricing data.

(1) adequate price competition

(2) established catalog or market price-of commercial ™

items
(3) prices set by law or regulation

The EPA Acquisition Handbook states:

Orn procurements of $500,000 or less, the
Contracting Officer may perform his/her own cost
or price arnalysis. If the action is over $500,000,
the Contracting Officer will forward the propcsals
to the local cost advisory operations. The costs
advisory operations will either reguest audits on
the proposals, perform arn appropriate audit, or
recommend to the Contracting Officer that he/she
waive audit because adequate data is available
through other means to perform a detailed analysis
in-house.



.

How I 0 ig?

Complete a " Request for Cost Analysis" form and forward it to the
appropriate Cost Advisory Office along with the business proposal(s).

- A separate request should be completed for each offeror under the RFP.

The Contracting Officer should submit to the Cost Advisory Office along
with the necessary business proposals (including subcontractor information
sent directly to EPA under separate cover) the following information:

- A copy of the Request for Proposal (RFP)

- Technical Evaluation(s) (if available)

— Representations and Certifications

- General financial and orgamzatlonal 1nformat10n
- (Prime contractor and subcontractor(s))

Each cost analysis request should include a listing of the associated
subcontractors proposed and their respective dollar amounts.

It is important that the requestor identify the type of report desired.
(i.e. PACER, Cost Analysis, etc.)

Any specific areas of concern or any special information or analysis
desired by the requestor must be clearly stated in the request.

On page III-4 is an example of the request form used by the Cost Advisory

Section in Washinton, D.C. The Cost Advisory Offices in Cincimnati, CH
and Research Triangle Park, N.C. use a similar form.

1T1-3

(Revised 8/90)
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UNITED STATES ENVIRONMENTAL PROTECTION AGENCY
WASHINGTON, OC 20460

REQUEST FOR COST ANALYSIS

SEPA

{ . US Environmental Protection Agency
Procursment & Contracts Mansgement

. Division (PM-214)

Ptanning & Cost Advisory Branch

Washington. DC 20460

Contractor/Grantee

Contract/RFP/Grant No.

Subcontractor (Fill in if appropriate)

Desired Date for Completed Report

Date of Proposai

Proposed Amount
L]

Project Title

information Required To Be Submitted (Fill in the appropriste blocks)

L CONTRACTS/RFPS . GRANTS
Type of Contract Project Officer's Name
- Peariod of Performancs Phone
Check One Location
- Dsuau-u - Duw
| Cheek One H-Fﬁﬁqﬂuﬁamwnﬂn."fvmnm?
L) sowsowes ] Llves Lo  aewouwrwse

[ com oromoest Pur EPasR 1552.2185—74)

D!ﬂ,'{ﬂ.a&mw :
mw-dm

Dr-&-u.u—nm

Cc;t:mm specific areas of imereet, 4 arvy.)

Telaphone /inchsde extansion)

%.

The Desirsd Dete For Compietad Repors is Satistactory Uniess Expisinad Below.
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Effective immediately, all assist audits received by the Cost
Advisory Office from DCAA should be included as an attachment to
the Cost Advisory Report. The OIG tracks all DCAA audit reports via
the Prime Audit Tracking System (PATS). The Cost Advisory Offices are
responsible for furnishing the OIG with a response which summarizes
cost question agreed to and not agreed to. Normally, the summary of
negotiation is sufficient for this purpose. In addition to responding
to the OIG, the Cost Advisory offices now must respond to EPA Management
with a report which summarizes what was reported to the OIG.
The attachments include both the instructions on reporting Andit
Resolutions and the form for summarizing data to be reported to EFA
Management. A copy of the instructions and a form for summarizing data

- {one for each assist audit report from DCAA) should be included in all

the cost advisory reports which transmit a DCAA audit. Refer to page
III-6, Attachment I.

ITI-5
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Attachment I

Pagelon' : ‘)

-

Instructions for Reporting the Resolution of Preaward Audits
to the IG and EPA Management :

The attached audit report is being tracked in the OIG's audit trackmg
system for resolution of the recommendations in. the report.

Any audit resolved or reported on after October 1, 1989 will require:
1) a response to the IG which details the resolution of each audit
recommendation, and 2) a report to EPA management that summarizes what was
reported to the IG. Both pieces of information will flow through the
Washington Cost Advisory Section to the 0IG ard to EPA management.

If the audit is of an unsuccessful offeror, simply inform the Chief,
Washington Cost Advisory Section, who will take the steps necessary to inform
the IG to remove the audit fram the tracking system. :

For successful offerors the Contracting Officer must prepare an audit
response which summarizes questioned costs agreed with, and details questioned
costs not agreed with. A SON will be sufficient as a response only if it »
details questioned costs not agreed with and provides the reasons for the .)
disagreement. If the SON does not provide detail of the guestioned costs not
agreed with, that additional information must be added for your response to
the IG,

There may be instances where you may not be able to make a
dollar-for-dollar determination of an audit recommendation, whether or not you
agree. For example, the proposal audited may be different than the proposal
fram which you negotiate. 1In these instances you should report that you
cannot compute a dollar amount agreed or disagreed with, but you must provide
a narrative explanation why you cannot compute the amount.

also attached is a form to use for reporting the EPA management portion
of the information. This form merely summarizes the information that is given

in detail to the 01G. Return this form along with your OIG response to Steve
Leahy, Chief, Washington Cost Advisory Operations.

Attachmen'.s

(8/90)
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Attachment I
page 2 of 2

FORM FOR SUMMARIZING DATA FOR MANAGEMENT AUDIT
TRACKING SYSTEM DATA INPUT OPERATOR

Successful Offeror:
Contractor:

RFP:

audit report No.

Questioned costs agreed with.

Questioned costs not agreed with.

Questioned costs which a dellar
for dollar determination of
agreement or disagreement
cannot be made. *

TOTAL (This amount should
reconcile to the total
amount guestioned in the
Audit Report.)

* provide a narrative explanation of why a dollar for dollar determination
cannot be made.

Submit to Chief, Washington Cost Advisory Operations,

(§90) III-6a







What are some of the functions of the cost advisory offices?

. . Some of the functions are to provide:

o cost and/or price analysis as ra2guested by
the cortracting cfficers, negotiators and
grant specialists; :

o final audits on EPA contracts and grants;

. . ¢ financial systems reviews of E2A contractors:

c conduct purchasing system raeviews c¢n EPA
contractors;

o provide accounting and financial assistance
&S reguested;

> review and provide written comments on RFP's;

o assist in the quality. assurance review performed
, by CPRNS;

o at the reguest of the contracting officer,
assist in negotiations; :

( ¢
) . o assist the contracting officer in centract
nonitoring for contracts meating the
thresnoeld; ‘
o advise the Grant Adninistration Division cn cost
and price issues. .

Y L ST

what other services can I request from the cost advisory
offices?

Besides providing cost analysis, they also perform
preliminary analytical cost evaluation reports (PACER's)
and reviews of RFP's,

Of course the contracting officer may request any special
analysis from the cost advisory office.

A brief explanation and example of the types of reports
discussed above follow:

' (8/90) ' IIr -7




Cost Advisory Report - The cost advisory report (see exampl .
is a detailed ¢nst anaiysis of a specific contractor's )
proposal, ' |

Each significant line item of the contractor's proposal

will be analyzed either by an EPA cost analyst or a contrac:
auditor in the field. These reports are frequently used by
contract specialists to formulate their prenegotiation plans.

Zr /7

III- 8
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]
Janaury 4, 1982
Cost Adv;sory Report - XYZ Corporation

John J. Smith
Chief, Cost Advisory Operations

Procurement Rranch R
Attention: Snow White

The results of our review of the subject contractor's proposal
dated June 30, 1981 are discussed below and summarized as
follows:

WCAO Recommendatiorns*

Contractor's For For Nor-
Proposal Acceptarce Acceptance
Estimated Costs S 3,885,930 $ 3,885,930 s -0-
.Fixed Fee 163,200 . sss====== ==szz==s=
Total CPFF S 4,049,130

*We were not provided a copy of the technical evaluatiorn.
Therefore, our recommendations are. qualified to the externt
that costs may be questionrned as a result of the quality
ard quantity of proposed direct costs.

Direct Costs

Direct labor hours, other travel and ODC's have been proposed
in accordance with instructions in the RFP. However, XYZ
Corporation has not proposed any travel costs for trips to
Washington, DC. The RFP stated that-the contractor should
propose one (1), one person two-day, round trip to Washingtorn
per each 2,000 man-hours of effort.

Wwe have reviewed direct costs in detail and consider them
acceptable for pricing purposes.

Indirect Costs

The contractor's proposed ard our recommended indirect experse
rates aree summarized as follows:

Period Cost Center Type Rate Base
Date of Award Overhead Billing 100.7% (a)
Until Amended G&A Experse Billing 23.3% (b)

Basis for Allocation
(a) Direct labor dollars
{b) Total costs excluding general and administrative expense

I11 -9
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Other Comments.

The contractor’s cost accounting system is considered adequate for the .)
accumalation and reporting of cost under Govermment contracts and its

billing procedures are reliable to permit provisional approval for

payment of its claims for reimbursement. The contractor has the -~

necessary financial capability to perform this contract.

The amounts shown above reflect our best estimate of what contract
performance should cost assuming reasonable economy and efficiency.

Upon- campletion of Negotiation of the subject proposal please camplete
the following form, copy provided on page III-11, and return it
to the Cost Advisory Operations.

As required by FAR Part 15.808(b), P&CMD Acquisition Handbook Units 3
(PAR. 6) and 4 (PAR. 4), please furnish us a copy of the Summary of
Negotiations after contract award. Please advise us if no award is
made. Also, we invite your caments and suggestions on this report.
You may use the attached contracting officer response sheet for these
caments.

If you have any questions or if we can be of further assistance please
contact, Joe Smith on extension 382-2061 '

I1I1-10
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Negotiation Memorandun

(. RFP Number: : Contractor:

Contract Specialist:

Procurement Branch:

John J. Smith
Chief, Cost Advisory Operations

Negotiations on the subject RFP are complete and a contract
has heen awarded. [The subject offeror was not the
successful bidder and the contract was awarded to:

)

The subject offeror was the successful offeror and I have -

; attached a copy of the negotiation memorandum in accordance
# with FAR 15.808(b}.]

III- 11




PACER (Preliminary Analytical Cost Evaluation Report)-The

PACER provides a comparison of the competing cost

proposals received on a competitive RFP. It does not .)
provide a detailed cost analysis of each item of cost :
proposed. ' ~

This type of report can be of particular assistance on
Level of Effort (LOE) contracts since it will determine
whether offerors have proposed upon the regquested basis
(i.e. labor mix, number of hours, travel, ODC's).

This type of report can be of assistance on all procure-
ments of a competitive nature since its detailed comparisons
of the contractor's price by line item can be a source

for interrogatories and may assist in the determination

of the competitive range.

An example of a PACER on a level of effort contracting
arrangement follows:

we

@)

ITII- 12




Preliminary Analytical Cost Evaluation Repoct (PACER) or. Proposals Submitted
( . in Resporise to RFP WA82-2000

John J. Smith
Chief, Cost Advisory Operations

Procxrement Section 2
Attertiorn: John Doe

Ir response to youxr request, we have performed a prelimirary evaluatior of
(9) rire offers ceceived in response to the subject RFP. The ‘contractors’
cost proposals, ircluling the amounts contained in this report have rot
beer. subjected to techrnical evaluation or cost analysis. Specifically, we
express ro opirion on the labor cates, indicect cates, travel or other
direct costs at this time. We have reviewed the proposals for acithmetical
accuracy aret compliance with the terms of the RFP and will provide cost
advisory reports on each proposal when requested. The peices proposed: ard

{ ) Indicates Increase

the result of our review are dxscassed in detail in Fxmbits A ard R ard
are sumarized as follows: _

. AmOunt . Amount per 3
~ v- i - 3
Contractor Pzoposed Review Di ffecerce
: Rlue, Irc, $396,501 $396,501 s 0
5. White, Irc. $390, 694 $418,087 (s27,393)
Red Compary $501,398 $§501,398 | s 0
Green Associates $345,300 $352,400 (s 7,100)
Yellow, Inc. $409, 235 $409, 235 s 0
Lilac, Irc. $400,825 $402,588 (S 1,762)
Ocarge Systems, Inc. $391,977 $391,977 s 0
Agua Associates $465,038 $454,226 (s10,812)
Peach, Irc. §521,831 §521,831 s 0

* Cost is irclusive of subcontractors' fees, but exclusive of prime
contractors' fees.,




Other Comments . )

" We recommend that you ircorporate the following comments in your

interrogatories.

Rlue, Irc.

. Your proposal cortaired ro escalatior for consultants. Do you have agreemerts

(8/90)

with the corsultarts to work at the current howrly rate for the entire peciod
of per formanrce?

White Corperation

Although you stated in your cost proposal that you used $5,000 per S00 hours

of LOE for other direct charges as dicected by the RFP, your sumacy of © -~ -vc
60 showed orly S67,426. The RFP specified amount of $5,000 per 500 howurs

LOE is exclusive of any indicect burdens. Please include the RFP specified
amounts in future proposals. ' :
You have proposed Rcown Company as a subcontcactor. Your proposal package

does ot include any SF 1411's for Rrown Campany. Please have them submit

cost proposals for their allocated share of the hase 6,000 hours, the 5000

hour ircrement for the optioral howrs ard a summacy of their shace of the .
total 9,000 houcs LOE. .)

Your proposal contaired ro escalation for proposed consultants, Do you
have agreemerts sigred by consultants to work at current rates for the
ertire period of performarce?

Red an

The RFP requires a sumary proposal for the maximum 9,000 LOE howurs.

Please have youwr proposed suhxontractors submit sumary SP 1411's for theic
allocated shares of the maximum LOF howuxrs.

Green Associates

Your proposal appears to be shoct fifty-four (54) howurs for pcofessioral
level 4. Please correct this error or explain the omission. Please irclude
sufficiert computations to show how you computed your proposed howrly rates.

Your proposal shows Cambridge, MA as the place of performarce. Explain why
travel was priced from Vienrra, Virgiria,

III - 14



- Your proposal contained no escalation for proposed consultants. Do you

have agreements signed by the consultants to work at current rates for
the entire period of performance?

You have proposed Whiteen & Soward as subcontractor. We request a rore

detailed explanation of their propesed costs. Specifically, what is the
.overhead rate and what are they proposing for profit. They should also

.identify their proposed personnel with the RFP labor categories.

-

Yellow, Inc.

Your proposed subcontractor, G. C. Johns has proposed Water Resources,
Inc. as a subcontractor. We reqQuest a carplete bhreakdown by cost element
for Water Resources for their allocated share of the 6,000 hours LOE,

500 hours increment and total 9,000 hours LOE,

Lilac, Inc.

_Your proposed suhc;:ntractor. Associates, Inc., should identify their
~proposed employees with the RFP specified labor categories.

(. sSince it is your campany policy to direct charge indirect telephone-costs,
sthis cost should be proposed in addition to the ODC specified in the RFP.

Orange Systems, Inc.
‘Your propcsal contained no escalation for proposed consultants. Do you

‘have agreements signed by the consultants to work at the current rates
for the entire period of performance? .

Agqua Associates

' You list four consultants for professional level 4 in your technical
proposal. FExplain why these consultants are not included in your cost

proposal.
We request that your proposed subcontractor, submit a summary SF 1411 of
their allocated share of the 9,000 hours LOE. :

Peach, Inc.

Your proposal contained no escalation for proposed consultants. Do you
i. have agreerents signed by the consultants to work at current rates for
the entire period of performance? :

(8/90) III- 45




4

Your proposed subcontractor, Malcolm Lord, Inc., has incorrectly proposed
his allocated hours for professional level 4 and technician level 3. -
You allocated him 148 hours for professional level 4 and 302 hours for .‘)

technician level 3. He proposed 160 hours for professional level 4 and
290 for technician level 3. '

-

"

(8/90) I1I- 16
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Exhibit A
Page 2 of 6

@

The total direct labor hours are as per RFP specifications. Professional level.
1 is three (3) short of RFP specifications. Technician level 3 is three (3)
hours over RFP specifications. The prime contractor and the subcontractors
proposed a total of 900 hours for direct secretarial labor. The prime
contractor proposed direct lahor escalation factors of approximately 3.2% for
the base 6,000 hours and 7.6% for the 3,000 option hours applied to current
rates. The proposed subcontractor, Associates, Inc., proposed 3% escalation
for the base 6,000 hours and 7.6% escalation for the option 3,000 hours applied
to current rates. The proposed suhcontractor, (ABC) proposed direct lahor
escalation factors as follows: ' :

Explanatory Notes of Adjustment;

Blue, Inc.

Base 6,000 hours

Professional Levels 3 & 4 - 12% applied to current rates
Professional Levels 2 & 1 - 7,3% applied to current rates

. Option 3,000 hours

Professional Levels 3 & 4 - 16.7% applied to current rates
Professional Levels 1 & 2 - 10.2% applied to current rates

APC did not include any names in their cost proposal for proposed employees. .)
Therefore, we could not campare employees in the cost proposal with employees

in the technical proposal. The prime contractor and Associates utilized

the same erployees for cost and technical proposals. °

’rhé prime contractor did not propose any escalation for the proposed

-.consultants. Since he proposed most of the consulting hours for the base
LOE, we made no adjustment for consultants.

White Corporation

' The total direct labor hours are as per RFP specifications. Professional
level 1 is three (3) hours short of RFP specifications. Technician level 3
is three (3) hours over RFP specifications. Direct lahor escalation is
based on 9.5% applied to a base rate as of the date that rate is effective
through the midpoint period of performance. An additional 720 hours for
technical assistant has been proposed.

ITI- 18

(8/90)




Exhibit A
Page 3 of 6

The proposed subcontractor is Brown Company. There are no SF 14ll's for
the subcontractor. It appears that fully -loaded hourly rates have been
used for pricing the proposed cost for the subcontractor. We cannot
determine if any adjustment is required for the subcontractor. There is
no escalation proposed for the proposed consultants., The same proposed
employees appeared in the cost and technical proposals.

Red Carpany

The total direct labor hours are as per RFP specifications. Professional
level 1 is three (3) over RFP specifications. Technician level 3 is three
(3) hours short of RFP specifications. The prime contractor has proposed
1,190 hours of direct secretarial labor.

The direct labor escalation factors for the prime contractor are 16.05% for
the base 6,000 hours and 32.09% for the option 3,000 hours. This is based
on the company's historical salary escalation of 10% per year.

The direct lahor escalation factor for the proposed subcontractor, Resegrch
Systems, Inc., is based on a 10% increase effective January 1 of each year.

The direct labor escalation factor for the proposed subcontractor, Associates
is based on increases of 7% each calendar year.

The propesed employees are the same in both the cost and technical proposals.

There are no sumary SF 1411's for the subcontractors.

Green Associates

- The contractor is short 54 hours for professional level 4. We added the

cost for these hours to the direct labor for the prime contractor. The
cost proposal states that a 7% escalation factor is used. Since the same
hourly rates were used throughout the proposal, we could not determine if
escalation is included. Labor category rates were used to calculate the
proposed costs. Individuals were named in the technical proposal.

There was no escalation proposed for the proposed consultants.




Exhibit A
Page 4 of 6

The proposed subcontractor, Mutt and Jeff have proposed fully loaded hourly .)
rates., We cannot determine the specific makeup of these rates and therefore
cannot determine if any adjustments are required. They included a copy of
their "Usual Day Rates". We could not determine how their lahor categories
correlated with the RFP labor categories. There is a potential for under-

- statement for costs due to the range in cost per 8 hour day.

There is no escalation proposed for the subcontractor.

Yellow, Inc.

The total hours proposed are as per RFP specifications. Professional
levels 2 and 1 and technician level 3 are proposed in accordance with RFP,
Because the subcontractor proposed hours for consultants without identifying
which RFP labor category they :-belonged to, we could not determine:the hours..
proposed for professional levels 3 and 4.

The direct labor escalation factor for both the prime and the subcontractor
(and the subcontractor's consultants) is 5% for the optional 3,000 hours..
There were no nares for proposed a!ploirées included in the cost proposal,-
Therefore, no camparison could be made with the technical proposal.
@)

Lilac, Inc.

The proposed direct labor hours are in accordance with.RFP specifications.
The prime contractor proposed an additional 1,020 hours for direct
secretarial and administrative lahor.

Direct labor escalation for the prime contractor is a camposite arount
covering the three year period. There was not sufficient information to
allow us to determine the percentage of increase for each year. . They state
in the proposal that it is 5% per annum.

-Proposed subcontractor, Mee, Inc., escalated professional level 4 7.2% and
professional level 3 1.8% for the optional 3,000 hours. There was no
escalation for professional level 2..

Proposed subcontractor, Associates, Inc., proposed no escalation.

(8/90) I1I- 20




Exhibit A
Page 5 of 6

The prime contractor proposed category averages. Mee, Inc., did not include
any names in the cost proposal for propcsed employees. Associates, Inc.
proposed the same employees in both the cost and technical proposals.
Associates should identify the proposed employees with the RFP labor
categories.

The $1,259 adjustment is for Mee, Inc. They proposed a 10% fee of estimated
cost. We limited the fee to 8.5% of estimated cost.

‘Orange Systems, Inc.

The proposed direct labor hours are in accordance with RFP specifications.
Propcsed subcontractors, E. C., proposed 115 hours of direct secretarial
labor. The direct labor escalation for the prime contractor is based on

a 6% increase for 1983 and a 5% mcrea.se for 1984. Subcontractor proposed
no escalation.

Subcontractor, E. C. proposed an escalation .of 5% for 1982 and.5.25% for .
1983. ‘ :.

-

‘There is no escalation for the proposed consultants.

-4

(. *The proposed employees are the same in both.the cost and technical proposal.

"Aqua Associates

~=:1‘he direct labor hours are in accordance with RFP spec:lfxcauons. There
“are 900 hours of direct clerical labor proposed.

There are no employees named in the cost proposals {for prime contractor and
subcontractor). Therefore, we could not make any camparison with the
technical proposal. We did note that Agqua listed four consultants in their
technical proposal and no consultants were proposed in the cost proposal.

. The direct labor escalation for the prime contractor is 7.6% for the base
6,000 hours and 9.2% for the optional 3,000 hours. The direct labor
escalation for the subcontractor is based on approximately 10% increase on
July 1, 1983, and 10% increase on July 1, 1984.

The subcontractor increased his overhead rate for each of his fiscal years
covered hy the proposed contract. For camparison purposes we camputed costs
using the base year rate for the entire proposed pericd. The subcontractor
proposed a fee of approximately 19.9% of estimated cost. We limited fee to
8.5% of estimated cost. The $10,812 adjustment consists of S708 for
indirect costs and $10,104 for fee.

@ :
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Exhibit A
Page 6 of 6

peach, Inc. . "

The total direct lahor hours are in accordance with RFP specifications. The
proposed subcontractor, Malcolm Lord, Inc., did not propose his hours as
allocated by the prime contractor. (See Other Corments.) The difference in
cost would be insignificant, so we made no adjustment.

There are 666 hours of direct secretarial labor proposed. The direct labor
escalation factors are as follows:

Peach Inec. : 6.5% for the base 6,000 hours
- 16.6% for the option 3,000 hours

Malcolm Lord 6.5% for the base 6,000 hours
16.6% for the option 3,000hours

Act Incorporated . 6.8% for the cption 3,000 hours
Teal Associates, Inc. 8% for the base 6,000 hours
: 8% for the option 3,000 hours :.

-

There was no escalation proposed for the consultants. There were no names
for proposed employees in the cost proposal, .

.\ -\._}
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Exhibit B
Page 2 of 3

Explanatory Notes . )

Blue, Inc.
The travel and ODC are as per RFP specifications.

white Corporation

The $27,393 increase is for the ODC and its applicable FIOON and GsA.

The prime contractor proposed $67,426 for ODC on the OF 60, We could not
determine if the remainder of the 590,000 specified in the RFP was included
anywhere else in the proposal. Therefore, we added the additional ODC and
its applicable indirect hurden.

The travel is per RFP specifications.

Red Camany

The travel and ODC are as per RFP specifications.

Green Associates ° N =

-

The $7,100 increase includes the direct labor adjustment explained in .

Exhibit A and its applicable overhead and G&A. It also includes an adjustme
to travel. The contractor proposed travel of S180. This was for 18 trips b )
from Vienna, Virginia to Washington, D.C. In the proposal the contractor

says the work would be perforrmed in Cambridge, MA. We priced 18 roundtrips

from Boston, MA to Washington, D.C. The airline fare guide listed a range

for economy class from $39 to $128 one way. We used the S128 one way fare,

but did not price cut any per diem or ground transportation costs.

Yellow, Inc.

The travel and ODC are in accordance with RFP specifications.

Lilac, Inc.

" Proposed travel and ODC are in accordance with RFP specifications. We
increased the ODC for Lilac by $2,664. It is Lilac's campany policy to
direct charge indirect telephone based on direct lahor hours. We used $.37
per each direct labor hour. This rate was recently recommended hy DCAA.
The applicable GsA was added to the additional ODC.

Lilac used a composite rate for fringe benefits and GsA. Since the variance
between each year is small and since he does not show which hours are in
each year, we made no adjustment.

Orange Systems, Inc.

The proposed travel and ODC are in accordance with RFP —specifications. .)

IIT - 24
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Pxhibit B
Page 3 of 3
(. Aqua Associates
The proposed travel and ODC are in accordance with RFP specifications.

The adjustments are for the proposed subcontractor and are explained
in Exhibit A. :

Peach, Inc.

- The propcsed travel and ODC are in accordance with RFP specifications.

- —

@ | -
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W » o . : s s
Ooffices is the review of RFP's prior to their publication

Review of RFP's - Arother function of the cost advisory .\

in Commerce Rusiness Daily. The contract specialist is
provided with writtern comments from a cost aralyst who may
assist in clarifying ambiguous or erroreous statements ir a
given RFP, particularly in the instructiors of cost proposal
preparation. The clarification of RFP irnstructiorns may
alleviate the subsequert submissior by offerors of incomplete
cost proposals arnd avoid delays ir the acquisitior process
caused by the reed to request additioral irnformatior.

Ar example follows:

I1I- 26




(. May 15, 1984

Comments on RFP WA84-XXXX: Waste Techrology and Studies
Support

John J. Smith
Chief, Cost Advisory Operations

Procurement Rranch ¥
Atterntion: Rodney Craft

1l., On page 10, paragraph F.4 - the end of the period of
' per formance is missing.

2, Attachment C - We recommend adding the following
sentences:

A, Under Travel Budget - the total amount for travel
is $360,000. :

B. Under ODC Budget - The total amount for ODC is
$360,000,

C. Under Computer Budget - The total amourt for computers

(.. is $90,000.

- D. On page 3 of Attachment C, add the followirng sentence
to the first paragraph. Include a schedule showirg
the distribution of hours among the prime contactor,
subcontractors and consultants.

3. On page 3 of attachment C. there is a typographical error
- Standard Form 4411 should be 1411.

4, For the optioral 45,000 hours in the base period, the RFP
should provide more pricing guidance since this covers a
two year period. Should the contractors assume 50% of
the hours will be used in each of the base period years?
Should the contractors assume all the hours will be used
in year 2 of the base period? For pricing purposes,
inrclude an assumption as to when the hours will be used.

If we can be of further assistance, please corntact Jare Doe
on extension 382-3666.

ITI~ 27
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The Review am_for Cost Pric lysis.

When the contracting officer requests cost analysis from the
advisory office, the cost analyst performs a specific set of
steps. This set of steps is the "Review Program"."

Following the review program assures that at a minimum, specific
techniques and analysis are applied to all cost proposals
regardless of whom is performing the cost analysis. It also
provides documentation to the extent a particular step was

or was not performed.

Keep in mind the review program is only a guide and the degree
of cost analysis depends on the particular situation encountered
by the cost analysis.

When the circumstances are appropriate for contracting officers
or contract specialists to perform their own cost or price

analysis, it is suggested that the review program be used as a guide.

ITI-28
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Environmental Protection Agency
Cost Advisory Section
Review Program
(CONSOLITATED)

A. GENERAL

1.

Review request for cost analysis. Attached to the
request should be the contractor’s proposal
{including subcontractors) and a copy of the RFP.
Determine scope of review and areas to be covered.
Determine priority.

Acknowledge request and if possible, give estimated
caompletion date,

Determine if a formal PACER (Preliminary Analytical
Cost Evaluation Report) was prepared. If so, review
PACER report to determine if there were any
deficiencies and/or corrections. If not, reconcile
the proposal to determine if it is current and has
been sumitted in accordance with the instructions
provided in the RFP. If the proposal does not :
reconcile to the RFP, the recommended costs should
reflect the hours and costs as specified in the RFP.

Has a teclmical evaluation been incorporated for
those instances in which tech technical input is
necessary (generally non-LOE procurements)? If not
the cost advisory report should be qualified
accordingly. If a technical evaluation is not
necessary, provide a statement to that effect with
the reason(s).

Check computations  and footings in proposal for
accuracy.

Determine if a revised proposal is pending.

If so, discuss with the requestor whether it would
be in the govermment’s best interest to review the
original proposal or wait and review the revised
proposal.

Where applicable, are significant differences
between revised and original proposals adequately
analyzed and explained.

Determine if the cost review can be performed in-
house based on available cost and pricing data.
If so, proceed to Section C.

If data in files is insufficient and/or not
available, proceed to Section B - Assist Audits.

ITT-29
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Environmental Protection Agency
Cost Advisory Section
Review Program

(CONSOLITATED) .)
Work Paper .

Referenc
(page ID No.)

B. ASSIST AUDITS

C.

1‘

DIRECT LABOR

If data in files is insufficient and/or dollar
thresholds are met, request an assist audit with-
the cognizant govermment audit agency.

For competitive procurements, stress the need in
the request for the costs representative of the
hours and ODCs as specfied in the RFP and rates
reflective of historical and/or actual experience.

Specifically address any audit areas of special
concern (i.e. uncompensated labor and how it is
handled, if any, indirect rate structure charnges,
etc.)

Upon receipt of the verbal results of audit, or
written audit report, determine if the audit was
performed as requested.

e

Determine the basis of the proposed labor rate(s),
including the effective date of the rates.
(category average, individual average, weighted
average, straight average, etc.)

Verify the proposed rates with; the cognizant
govermment audit agency (verbal and/or written),
data available in EPA files, information (payroll
verification) submitted by the contractor, or
information/verification available through other
govermment agencies.

Determine the reascnableness arndd acceptability of
labor escalation. Determine the basis of the labor
escalation, i.e. computed by employee ammiversary
date, anmmual increase date or common review date.

Determine where the contractor proposes and
recovers their indirect time (vacation, sick and
holidays).

Compute labor costs reflective of hours as
specifed in the RFP and hourly rates reflective .
of historical and/or actual experience. . }
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6.

_3_

Envirdrnrental Protection Agency
Cost Advisory Section
Review Program
(CONSOLIDATED)

Does the contractor maintain the labor records
necessary to record uncompensated overtime? If not,
go to Section D - Indirect Cost Rates review.

If the answer is yes:

Evaluate uncompensated overtime under both cost
realism provisions and the Evaluation of
Compensation for Professional Employees clause
(Federal Acquisition Regulation 52.222-46). If
necessary, included specific questions in the andit
request ;

- Does the contractor pay its professional staff
for hours worked in excess of 40 hours per
week?

- Does the contractor record and, in turn, invoice
for hours worked by its professional staff in
excess of 40 per week?

- What is the average work week of the
contractor'’s professional staff? If it
exceeds 40 hours, is this factored into its
billing rate?

- Does the contractor, by company policy, require
professional employees to work in excess of your
40 hours per week and is that factored into its
billing rate?

INDIRECT COST RATES

1.

2.

Determine the basis of the proposed indirect cost
rates.

Verify proposed rates. Primary verification is a
formal agreement for Forward Pricing Rates provided
by the cognizant government audit agency.

If rates have not been reviewed or negotiated,
determine reasonableness of the rates from
historical rates, current experienced rates, :
budgets and/or input from Regional and/or cognizant
auditors. (possibly in comparsion to negotiated
billing rate(s), if available)

Determine what impact, if any, the current proposal
would have upon the indirect rates proposed.
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Envirommental Protection Agency
. Cost Advisory Section

Review Program | .)
(CONSOLITATED) .
Work Paper
Reference
(page ID No.)

Campute the impact of the recommended indirect rates on
the costs proposed.

OTHER DIRECT QOSTS

1.

Review the proposed other direct costs. Target areas
for review., If (OC’s are RFP specified, no further
reveiw is required. State this in the report.

Verify costs (unit prices) to vendor quotes, source
document.s, airline rates, etc.

On proposals that include RFP specified OICs, determine‘
if any of the ODC items are normally included in the
contractor’s indirect expense pool.

For consultants, obtain names of individuals. Verify the

consultant rate proposed to the signed agreement
(including the hourly rate). Determine if the proposed .
rate is an experienced rate (i.e. previously billed the ’
government or other client) or a quoted rate. (btain

documentary support where feasible, '

SUBCONTRACTOR COSTS

Review subcontractor costs proposed in the same manner
as prime contractor.

Review subcontractor's proposed fee for reasonableness.
Provide a copy of the weighted guidelines form with
the Cost Advisory Report.

For any proposed subcontractor(s) determine the adequacy
of their accounting system, their financial capability
and CAS coverage.

Determine if subcontractor will allow the release

of labor and/or imdirect rate information to the prime
contractor during the course of negotiations.

I11-32 . )
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Environmental Protection Agency

- Cost Advisory Section
( . : Review Program
(CONSOLIDATED )
' Work Paper
Reference
{(page ID No.)

G. FACTLITIES CAPITAL COST OF MINEY (FCCM) -

A. If the contractor proposes facility capital cost of
money:

1) Verify the FOM rate(s} with the cognizant govermment
agency. Include FCCOM rates in the indirect rate table
in the report.

2) Determine that the FOOM rate is applied to the
appropriate base.

3) Recommended reduction ¢ the profit/fee objective
by an amount equal to the amount of FOCM money
allowed. (see EPAAR 1515.970-2)

B. If the contractor does not propose facilities capital cost of

(@ -
1} Recammend the clause in FAR 52.215-31 which
waives the right to claim FOCM be inserted in

the contract/subcontract(s).

H. OTHER
1. Cost Accounting Standards

Determine if the contractor is subject to Cost
Accounting Standards (CAS) under FAR 30.201-1
and FAR 52.230-1. (Small husiness and foreign
govermments are exempt from this requirement.)

‘A)} If the contractor is subject to CAS, determine
whether the contractor is subject to full or
modified coverage.

1) If the contractor is subject to "full
coverage" (all cost accounting standards
apply), recommend the FAR clauses at
52.230-3 "Cost Accounting Standards" and
52.230-4 "Administration of Cost Accounting
Standards. "

! 3
)
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Envirommental Protection Agency
Cost Advisory Section

Review Program :
(CONSOLIDATED) )
Work Paper
Reference
{page ID No.)

2) If the contractor -is subject to "modified
coverage" (only CAS 401 and 402 apply)
recommend the FAR clauses at 52.230-5
"Disclosure and Consistency of Cost Accounting
Practices" and 52.230-4 "Administration of
Cost Accounting Standards.”

H. OIHER

3) Initially, contact the cognizant anditor
regarding the contractor?!s compliance or
noncompliance with CAS. Detailed
information regarding the contractor'’s
response to noncampliance issues are available
fram the ACO.

4} Notify the requestor of any noncompliance
issues and their impact, if any, on this

procurement., .‘*)

5) If the contractor is not subject to CAS,
notify the requestor of this fact.

2. Accounting System

Determine if contractor has an acceptable cost accounting
system for goverrment contracts. '

Where determination of adequacy of accounting

system cannot be made, recammend an accounting
system review audit be conducted ,possibly in

conjunction with the proposal audit, or after

submission of the first cost woucher.
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Envirommental Protection Agency
Cost Advisory Section
Review Program

( CONSOLITATED )
Work Paper
Reference
(page ID No.)
3. Financially Capable

Determine if the contractor has the financial capability
to perform the contract. .

I. AUDIT STEPS UNIQUE TO THE INDIVIDUAL COST ADVISCRY OFFICE
REQUIREMENTS AND/OR THE REQUEST FOR PROCUREMENT (RFP).

CINCINNATT
RESFARCH TRTANGLE PARK (RTP)
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Envirommental Protection Agency
Cost Advisory Section

Review Program . )
(CONSOLITRATED) _ :
Work Paper
Reference
(page ID No.)
WASHTNGTON — HFADOUARTERS

Determine the adequacy of the proposal in reference to FAR
15.804-6 TABLE 15-2 ("Instructions for Submission of a Contract
Pricing Proposal" by element of cost).*

* Difficulty may be experienced in getting an assist audit from
DCAA if the necessary detailed information is not available.

Significant changes in the total amount proposed between the
original proposal and the BAFO (usually on competitve
procuraements) should be reviewed in detail to determine the
specific differences, especially in the labor rates proposed.
If significant changes have been made in the BAFQO, this point
should be noted in the report as an item which should be
taken into consideration in comparison with the technical
proposal.

@)

J. CONCLUSION

1. Index and cross reference work papers.

2. Cross reference the file copy of report to work papers.

3. Draft and submit report.

4. Enclose Contracting Officer Response Sheet with report.

5. Include a copy of the instructions and form for
reporting the resolution of preaward audits to the
IG and EPA Management associated with DCAA assist audit
reports and request the completed forms be returned to
Chief - WCAS.

6. Prepare file.

7. Request a summary of negotiations. ‘ )
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What is the furction of the Cost Policy ard Rate Negotiation

{. Section (CPRNS)?

"The functions of CPRNS are:

® Contracts

wher EPA is the cogrizant agency, negotiate
indirect cost rates for all Federal agencies;
when EPA is rnot cognizant, serve as the Agency's
contact poirt

® Grants

regotiate indirect cost rates and cost allocation
plans with state and local goverrments for all .
Federal agencies where EPA is the cogrizant agency

° formulate Agency policy on cost related issues and
per form special projects as requested

° perform quality assurance reviews of the cost
advisory functions at the three contract operation
sites,

+ "N

. - assure quality of cost advisory for Federal
Maragers Financial Integrity Act certification

- assure EPA management of the quality of cost
and price aralysis

- assure EPA managers that cost and price
aralysis is performed consistently at each
site

° coordirate audit responses and tracking of control
system (ATCS) reporting for Procurement and Contracts
Management Division

° assist cost analysts and contracting officers on
indirect cost allocation and billirng issues raised
by the financial status monitoring reviews of
super fund contractors

° provide a representative for A-76 matters to
provide guidance, recommendatiors, information ard

advice to EPA programs

( 8/90) | 111- 37
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(. IV. SF 1411 - THE COST PROPOSAL

Prior to the implementation of the FAR on April 1, 1984,
prospective EPA contractors provided cost and pricing data

on Optional Form (OF) 60. FAR [FAR 15.804-6) requires that
both civilian and military segments of the Federal Government
provide price proposal information on SF 1411 "Contract
Pricing Cover Sheet.”

"(b){1l) Cost or pricing data shall be
submitted on Standard Form 1411 (SF 1411),
Contract Pricing Proposal Cover Sheet, unless
required to be submitted on one of the termina-
tion forms specified in Subpart 49.6. Data
supporting forward pricing rate agreements or
final indirect cost proposals shall be submitted
in a format acceptable to the contracting officer.

(2) Contract pricing proposals
submitted on SF 1411 with supporting attachments
shall be prepared to satisfy the instructions and .
appropriate format of Table 15-3."

@
L\ An example of SF 1411 follows:
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PART $3—FORMS 33.301-1411

) ) 1. SOLICITATION/CONTRACT/MODIFICATION JFORM APPROVED k-
. : CONTRACT PRICING PROPOSAL COVER SHEET nO. OMB NO.
. 3090-0116
NOTE: This form s used in contract actions if submission of cost or peicing date is required.  {See FAR 15.8046(b}))
T RAME AND ADDHRESS OF OFFEROR (inciude ZIP Codel N JA——S:M'C '(EJ' :NDC""NT‘"'LE'O"F" OFFEAGRA 'S POINT ]3B. TELEPHONE NO.
-
4, TYPE OF CONTRACT ACTION (Check}
A, NEW CONTRACT 0. LETTER CONTRACT
8. CHANGE QRDER E. UNPRICED ORDER
C. PRICE REVISION/ JF- OTHER @pecity)
REDETERMINATION
S.TYPE OF CONTRACT (Check) 6. PROPQSED COST (A ¢B=C)
FFP D CPFF D CPIF [:] CPAF A. COST B. PROFIT/FEE C.TOTAL
[ en [ ] oTHER (specity) $ $ $
7. PLACEIS) ARD PERIOD(S] OF PERFORMANCE

8. List and reference the dentification, quantity and total price propased for each contract line item. A (ing item cost breskdawn supporting this 7ecad is re-
Quiced uniess otherwise soecified by the Contracting Otticer. (Continue on reverse, and then on plain paper, if necessory. Use some heading. s

A. LINE ITEM NO. B. [DENTIFICATION C. QUANTITY | D. TOTAL PRICE E. REF .

2. PROVIDE NAME, ADDRESS, AND TELEPHONE NUMBER FOR THE FOLLOWING (If availoble)
A CONTRACT ADMINISTRATION OF F ICE 8. AUDIT OFEICE

10. Wili’l. gO\EJ EQUIR WSE OF ANV GOVERNMENT PROPERTY 1A, Dg YOU REQUIRE GOVERN. T1B. TVPE OF FINANCING / ORe)
N

€ YHE
REQRMANCE OF THIS WORKY (If “'Yes,* identify) e T
" 1 ADVANCE PROGRESS
EoNTRACT 0f “Yer," comtete | [ ] BRVENTS PAVMENTS

[(Jves [no [Jves [Ono [] cuaranTeeo Loans
12. HAVE YOU BEEN AWARDED ANY CONTRACTS OR SUBCONA“gCTS 13. IS TNIS PROPOSAL CONSISTE WITH YOLR ESTABLISHED EST1-

FOR THE SAME OR SIMILAR ITEMS WITHIN THE PAST 3 TING AND ACCOUNTING »ancnces ANO PROCEDURES AND .
(87 “Yes,”" identify itemiai, customeria) and conrtract numberis)) FAH PART 31 COST PRINCIPLES? (Jf *‘No, " expiain}

[Jves [Jno [OJves [Iwno

14. COST ACCOUNTING STANDARDS BOARD (CASB) DATA (Public Low 91-379 as omended ecnd FAR PART 30)

A WILL THIS CONTRACT ACTION BE SUBJECT 7O CASS REGULA- 8. MAVE YOU SUBMITTE LAsSe 1ISCLOSU STATEMENT
TIONS?® (If “Na." explain in proposal) {CASH DS-1 or 217 (1] “"Yes." specify in proposal the office ta which

submitted and if determined to be odequete)

Jves [no [ ves [Ino

C.HAVE YOU BEEN NOTIFIED THAT YOI ARE OR MAY BE 1N NON- D. IS ANY ASPECT OF THI5 PROPDSAL INCONSISTENT WITH YOUR
COMPLIANCE WiTr YCUR DISCLOSURE STATEMENT OR COST QISCLOSED PRACTICES GR A’?LICABLE COST ACCOUNTING
ACCOUNTING STANDARDS? ({f ** Yea,” expiain in proposal} | STANCARDS? (If “‘Yes,  explain in proposaei}

, [Jves [no [Jves [Ino

This BIODOSA! 15 SutN:HIeY W resinnse 10 the IFP conract, moditication, 1€, in 1tern 1 and reflects our Dest estimates and/or actual costs 35 of 1his date.

15. NAME ANQ TITLY 10y ped 16. NAME OF FIAM

i7. SIGNATURE 18. DATE OF SUBMISSION

NSN 7540-01-142-9842 r1a11-101 STANDARD FORM 1411 (10.83) b
Prescsibed Dy GSA
FAR (48 CFR) $3.215-2{¢Q)







V. PRICE ANALYSIS

1.
2.
3.

4,

Campetition
Cammercial Items
Comparative Analysis

Decision Flowchart
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V. PRICE ANALYSIS

The contracting officer is responsible for selecting and .)
using whatever price analysis techniques will insure a fair

and reasonable price. [FAR 15.805-2] -

Price analysis is the process of examining and evaluating
a proposed price without evaluating its separate cost elements
and proposed profit.

To do a good job of price analysis, the analyst must know
what is being bought and what it does. It always helps to
know what it looks like, how big it is and any other
properties that can help to understand the probable costs
of producing or otherwise acquiring it.

There is no substitute for an ingquisitive attitude and
the application of common sense. None of the techniques
presented in and of themselves supply infallible answers.

Nonetheless, there are certain advantages to having

these techniques laid out in a logical format that complies

with the procurement laws and regulatiors. It is in this .)
context that the following methods are presented. g




(. Price Analysis Techniques

Price analysis techniques can be classified into three
broad categories...

© COMPETITION

o COMMERCIAL ITEM PURCHASES

o COMPARATIVE PRICE ANALYSIS




When does competition exist? .‘)

o0 Competition occurs when two or more offerors bid
for the same contract. -
o Adequate competition occurs when
- there are responsive offers
- there are responsible offerors
- the bids are independently submitted
o 1If price competition exists, the contracting officer
shall presume it is adequate unless

- the solicitation unreasonably denies known
qualified offerors from competing

- the low offeror has such a decided advantage
that it is immune from competitiocn

- there is a finding, supported by a statement .)
of facts and approved at a level above the ‘
contracting officer, that the lowest price is
unreasonable

o [FAR 15.804-3(b)(3))] A price is "based on" adequate
price competition if

- it results directly from price competition

- price analysis alone clearly demonstrates that
the proposed price is reasonable in comparison
with current or recent prices for the same or
substantially the same items purchased in
comparable gquantities, terms and conditions
under contracts that resulted from adequate
price competition.




(. What are the steps for price analysis based on competition?

o]

First determine that there is adequate competition.
If the conditions for adequate price competition
have been met, then you have made a finding of
effective price competition. This finding in and
of itself justifies the price as reasonable.

If not, refer to other price analysis techniques.

Arny determinations of adequate competition or analysis
should be thoroughly documented and filed.

What qualifies as a commercial item purchase?

FAR [15.804-3] defires a commercial item purchase as one

O

in which price

is an established catalog or market price,

of commercial items,

sold in substantial quantities,

to the general public,

and has an end use by other than the Government.

Every item must be evaluated on a case~by-case basis to
determine if it is a commercial item purchase.




How can a determination be made that an item is a commercial
item purchase? - .)

-~

Established catalog price. A catalog price is included

in a catalog, price list, schedule, or other form regularly
maintained by the manufacturer or vendor, is either published
or otherwise available for inspection by customers, and
states prices at which sales are being or were last made to

a significant rnumber of buyers who constitute the general
public. Those actual prices may be less than shown in the
catalog; most sellers have separate schedules of discounts
from list prices based on guantities and other factors.

Established market price. A market price is one currently
established in the usual and ordinary course of trade
between. buyers ard sellers free to bargain. It must be
established from $ources independent of the manufacturer
or vendor.

Commercial item. A commercial item (the term includes both
supplies and services) is one of a class or kind regularly
used for other than Government purposes and sold or traded
in the course of normal operations.

guantities wher the facts or circumstances support a reason- )
able conclusion that the quantities regularly sold are .
sufficient to constitute a real commercial market for the

item. This test is usually in terms of total gquantities

sold, but it also should include the number of times the item

has been sold, and how mary times a given price or price

structure has been accepted hy buyers free to choose. Nomiral
guantities, like models, specimens, samples, and prototype

or experimental units, cannot be considered to meet this
requirement. Services sold in substantial quantities are

those customarily provided by the company, with persorrel
regularly employed, and with equipment, if any is needed,
regularly maintained either solely or principally to provide

such services.

Substantial quantities. Supplies are sold in substantial .

General public. 2An item is sold to the general public if
it is sold to other than affiliates of the seller for end
use by other than the Government. Items sold to affiliates
of the seller and sales for end use by the Government are
not sales to the general public.

If the above corditions have been met and the price is
considered reasonable, then document the file for .a
complete analysis.




(. What are comparative price analysis methods?

Comparative price analysis techniques rely on the use

of comparisons to some other acceptable standard. These
include :

o past prices

o Government estimates

o visual analysis




Is the price reasonable in comparison with past prices? .)

This method requires access to price history records on

a line item basis. If a past price is being used for
comparison, be sure that the past price was fair and
reasonable and is a valid standard against which to measure
the offered price. Find out if the reasonableness of the
previous prices was established by competition, detailed
cost analysis, an engineering estimate, or market or
catalog price. 1If not, it may not be appropriate to apply
this method of price analysis.

Once you are satisfied that a previous price was reasonable,
the next step is to compare it with the current prices.
Price comparison techniques are the same, regardless of
whether the standard is a past price, a purchase request
estimate, or an independent estimate. Factors that might
affect the comparison include: variations in specifications,
guantities, or delivery schedules, inflation, whether it was
Government-furnished materials or not and the effect of
technological advances.

This type of comparison puts you in a position to request
explanations for price differences. If you conclude that

the past price is fair and reasonable and that any il -
differences are justified, document the conclusion to ')
justify the price analysis decision.

If not, the next gquestion to ask iS.eeoes




PN

Is the price falr and reasonable compared to a Government

estimate?

The technigues for comparing a price with a Government
estimate are the same as for comparing with past prices.

It is necessary to establish the basis for the estimate

and determine its reliability. If a product is susceptible
to a realistic engineering estimate and that estimate has
been carefully developed after a study of drawings, physical
inspection, and reasonable projection, it may well be a
reasonable standard., If this is the case, the price
analysis is complete. Enter a memorandum in the file that
explains the basis of the analysis and conclusion.

If price reasonableness still has not been established, then
the next question is ......




Can a visual analysis justify the reasonableness of the .\
price? )

Visual analysis is a fancy name for what could be called
"eyeballing." It means you can get familiar with an
object by looking at one, or a picture of one, and talking
to someone who knows how it's used. Based on this
knowledge, you may be able to come up with a dollar

figure as to its worth or value. This value becomes a
standard you can use sometimes, when loocking at an offered
price, a market or catalog price, or a Government cost
estimate in making a decision to accept the offered

price or to negotiate a different price. It rarely is
sufficient by itself, but if you were almost convinced

by one or more of the previous methods, it may be enough
to finally establish the reasonableness of the price.




The aforementiocned price analysis techniques are summaried

( . below:
‘ PRICE ANALYSIS DECISION FLOWCHART

Analysis

Is there effective pricel Yes
' Complete

competition?

No

Is price reasonable
compared to market or Yes

catalog prices?

Analysis
Complete

No

Analysis®

Is price reasonable Yes
Complete

compared to past prices?

No
Is price reasonable
compared to an Yes Analysis
independent government Complete
estimate? -~-—---

No
Does visual analysis Yes Analysis

Complete

justify reasonableness?

No

Obtain cost or pricing l

- data and perform cost
; . analysis
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' VI. O)ST ANALYSIS TECHNIQUES

1. Definition
2. Concepts
a. Should Cost
b. Cost Nomalization
3. Direct labor Analysis
a. Direct Labor - Definition
b. Determination oﬁ Direct Labor Hourly Rate
c. Salary Escalation
d. Indefinite Quantity Contracts - Problems
e. Level of Effort Contracts - Problems
, 4, Direct Material and OLC
{. a. Material '
b. Interdivisional Transfers
c. Subcontract Costs
d. Consultants
e. Special Equipment
f. Travel
5. In@irect Costs
a. Computation of Rates

b. Unallowable Costs

c. Billing Rates

d. Ceiling Rates

e. Rate Agreement
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VI. COST ANALYSIS TECBNINUES

(. Cost Analvysis is the review and evaluation of the separate
cost elements and the proposed fee/profit of:

t : a) an offeror's or contractor's cost or pricing data and

b) the judgmental factors applisd in projecting from
the data to the estimated cost, in order to form
an opinion on the degree to which the proposed costs
.represent what the contract should cost, assuring
reasonabhle economy and efficiency. [FAR 15.801]

It is important to analyze proposed costs on cost reimbursenent
type contracts in terms of their cost realism since the

Government will ultimately be liable for reimbursement of
contractor's actual allowable costs subJect to the 11m1ta;10n

of cost clause.

’O.V\Q

With this in mind, 1t is important to understand the concapts
of should cost and cost normalization before proceeding to
specific cost analysis techniques.

VI-1




Should Cost

FAR 15.810 has expanded the definition of should cost;
however, this definition is more appropriate for major systems
acquisition or production. For purposes of EPA cost analysis,
the concept of "should cost" is as follows:

The objective of cost analysis is to arrive

at a realistic price. A realistic price is a
reasonable price. The judgment that a price is
reasonable is based on a cost estimate that is
attainable, an estimate of what it should cost

if the contractor operates with reasonable economy
and efficiency. That is where the term "should
cost" originated.

Should cost is a concept, not a technique. How a conclusion
is reached that the cost is reasonably attainable and reflects
the best deal under the circumstances is not important. There
is a relatively old concept in cost analysis that states one
should attempt to establish what it should, not what it will,
cost to do a job. What is important is that the method used
.results in a price that is based on what it should cost in

the environment and under the conditions predicted for the
performance of the contract.

vVIi-2
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Cost Normalization

"Normalization" is a technique sometimes used within the
cost adjustment process in arn attempt to arrive at a greater
degree of cost realism.

It involves the measurement of at least two offerors against
the same cost standard or baseline in circumstances where
there is no logical basis for differences in approach, or

in situations where insufficient information is provided
with proposals, leading to the establishment or common
'should have bid' estimates by the agency.

The proper goal in both instructing offerors as to proposal
preparation and in conducting the probable cost evaluation
itself is to segregate cost factors which are 'company
unique' depending on variables resulting from dissimilar
compariy policies from those which are generally applicable
to all offerors and therefore subject to normalization.

Using the abhove definition is particularly pertinent to
our CPFF Level of Effort (LOE) type contracts:

To implement the "Should Cost" concept, it is
important to understand that if you are consider-
ing five proposals on a competitive RFP you should
determine what each of the five proposals should
cost given the individual circumstances for each
offeror.

Cost normalization techniques are appropriate to
adjust the proposals where there is no logical
basis for differences in approach or when insuf-
ficient information is provided ith the proposals.
To avoid this problem we commonly instruct the
contractors in the RFP to bid predetermired amounts
for travel, ODC's etc. If these instructions are
incorrectly followed or if they are not included in
the RFP and it is later determined that no logical
basis exists for different estimates, then an
adjustment should be made. We should also be alert
for contractors incorrectly biddirng the level of
effort.




A complete cost analysis should include [FAR 15.805-3]: .)

1. Verification of cost or pricing data and
evaluation of cost elements including:

(a) The necessity for and reasonableness of
proposed costs, including allowances for
contingencies;

(b} Projection of the offeror's cost trends
on the basis of current and historical
cost or pricing data;

(c) A technical appraisal of the estimated
labor, material, tooling and facilities
requirements and of the reasonableness of
scrap and spoilage factors; and

(d) The application of audited or negotiated
indirect cost rates, labor rates, and
cost of money or other factors.

2, Evaluating the effect of the offeror's current
practices on future costs. In conducting this
evaluation, the contracting officer shall ensure
that the effects of inefficient or uneconomical .
past practices are not projected into the future. : )
In pricing production of recently developed,
complex equipment, the contracting officer should
make a trend analysis of basic labor and materials
even in periods of relative price stability.

3. Comparison of costs proposed by the offeror for
individual cost elements with:

(a) Actual costs previously incurred by the same
offeror:

1)
(b) Previous cost estimates from the offeror or
from other offerors for the same or similar
itens;

(c) Other cost estimates received in response to
the Government's request; '

(d) Independent Government costs estimates by
technical personnel; and

(e) Forecasts or planned expenditures.
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Verification that the offeror's cost submissions are
in accordance with the contract costs principles

and procedures in Part 31 and, when applicable, the
requirements and procedures in Part 30, Cost
Accounting Standards.

Review to determine whether any cost or pricing

data necessary to make the contractor's proposal
accurate, complete, and current have not bheen

either submitted or identified in writing by the
contractor. If there are such data, the contracting
officer shall attempt to obtain them and negotiate,
using them or making satisfactory allowance for the
incomplete data.




DIRECT LABOR ANALYSIS .\)

The amount representing the cost of an element of direct
lahbor is the product of two quantities, namely the number
of man-hours of labor and the wage rate per hour of labor.
The cost analyst, then, must examine both factors in the
review of direct labor costs.
How this is done depends on:

- the contractor's cost accounting system,

- the contractor's estimating system,

- the requirements of the acquisition.

This section will look at technigues applicable to the
direct labor cost element of a cost proposal as well as
specific considerations for level of effort (LOE) and
fixed-rate indefinite quantity contracts.




1(,. What is direct labor cost?
o Direct labor are those hours which can be associated
with a specific job or task.
. 0 Direct lahor costs are composed of 2 elements:

- the unit of time of a worker's effort
- the cost to the company for that unit of effort

.0 The number of direct lahor hours times the cost
per hour egquals Direct Labor Costs.

In most cases, there is more than one worker providing effort
to the job; therefore, using an appropriate method (discussed
later) the cost of all employees who contribute to the job

is totaled to arrive at one summary amount for direct labor
costs., - .

(@




How do you determine a direct labor hourly rate? .)

Frequently, employers maintain a record of their employees’
salaries only for the time period of the pay check or for
the year. Since RFP's (request for proposals)

usually require direct labor costs in terms of direct

labor hours, it becomes necessary to convert the employee’s
salary to its equivalent hourly rate in order to determine
the accuracy and reasonableness of the proposed direct
labor costs. Examples of how to compute the hourly labor
rate follow:

Example #1

J. Smith is paid a gross monthly salary of $1,000.
Smith's hourly rate then is:

$§1,000 x 12 months = $12,000 per year

Normally there are 2080 possible workhours in a year
(52 weeks x 40 hours per week)

Therefore,.the Hourly Rate = $12,000/yr. = $5.77 per hr, -)
2080 hrs/yr

Example #2

M. Brown's salary is recorded in the contractor's
personnel and payroll records only at an annual
rate of $35,000 per year. Her hourly rate would
then be:

$35,000 2 2080 hours = $16.83/hour

Notice in both of the examples that every potential workhour
is used (52 weeks x 40 hours) to arrive at the hourly rate,
even though some of these hours represent vacation time or
holidays. Recause some employees might be paid on the basis
of more or less than 40 hours per week (8 hours per day),
the analyst should bhe aware of the company's policy.




sy

Roth actual work hours, vacation and holiday hours are
included in the hourly rate calculation because each hour is
then charged (classified) to either a direct effort or
indirect effort.

By fecording costs this way, there is a record of the
total amount of direct and indirect costs at the end of
an accounting period.

If only the actual numbher of work hours is used to calculate
the hourly rate, then that hourly rate also includes the
cost of vacation and holiday time off. An jllustration
follows:

Mary Rrown has an annual salary of 546,000. She
has 2 weeks vacation time per year and is allowed
10 holidays per vear.

Her annual sélary per year could be computed two ways:

#1: $40,000 - 2080 hours = $19.23/hr.

#2: S$40,000 - (2080-160%*) = 40,000 = $20.83/hr.
' 1920

Note that the higher hourly rate is due to the built in cost
of vacation and holiday time. There could also be additional
hours for personal days, sick leave, etc. (see next page).

If "workable hours" are used to compute the hourly cost of
labor, then any fringe benefit costs subsequently added to
labor should bhe exclusive of the cost of vacation, holiday
and other non-workable hours.

*2 weeks vacation equals 80 hours
10 holidays equals 80 hours
160 hours

VIi-9
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(. How are labor rates weighted?

When several employees are proposed for one specific job
category because each will contribute only a portion
of the required direct labor hours, it becomes necessary
to calculate a representative rate for that category.

Example:

The RFP estimates that 1000 hours of a senior engineer/
scientist is required. The offeror decides to propose four
of his engineer/scientists equally at 250 hours each for
that category; however, they all earn different salaries.

To arrive at a single hourly bid rate for that category, the
offeror must weigh the hourly rates of the four employees.

Hrly. Wage No,., of Hrs.

Fngineer 1 $12.00 x 250 hrs = § 3,000
Engineer 2 $13.25 x 250 hrs = 3,313
Engineer 3 $15.00 x 250 hrs = 3,750
Engineer 4 $14.60 x 250 hrs = 3,650

$13,713 divided by 1000 hours = $13.71 per hour.

The computed rate of $13.71 represents the weighted average
rate of the four employees based on the ESTIMATE of each
employee providing 250 hours. If the estimated hours
change, so would the weighted hourly rate.




Note that this computation could also have been .)
calculated by a simple mathematical average of the
hourly rates:

$12.00
13.25
15.00
14 .60

'$54,85 divided by 4 employees = S13,71 per hour

Now, 5uppoée each of the four employees are to contribute
different quantities of direct labor effort, then the
"weighted" average rate would be computed:

Total Direct

Hours Hrly. Rate Labor Cost
Engineer 1 200 X $§12.,00 $ 2,400
Engineer 2 300 X $13.25 3,975
Engineer 3 150 X $15.00 2,250
Engineer 4 350 . x $14.60 5,110
1000 hrs .

. Sll3,‘735 .)

$13,735 divided by 1000 hours = $13,74

In this example, the weighted rate is larger because the
"mix" of the individuals' hours has changed.

Therefore, the decision to alter the distribution of labor
hours also affects the outcome of the average hourly rate.

If the proposed "mix" of direct labor hours results in a
lower average hourly rate than what is actually provided
on the contract, the potential exists for a cost overrun
on a cost reimbursement contract.

When overhead, general and administrative expenses and
fee are added, the monetary difference becomes even more
significant.




‘@

Two points to keep in mind when evaluating direct labor
mix: ,

- For Fixed Rate Indefinite Quality contracts,
the offeror is motivated to weight the
average labor rate to the higher end in
order to "lock"™ in the rate for the period
of per formance. This does not guarantee that
the proposed skill mix represented by that
hourly cost will be received during contract
per formance.

‘- For cost type contracts, the offeror is
motivated to propose the lowest rate possible
for bidding purposes and would therefore
manipulate the labor mix to reflect the lowest
possible bid rate. This of course would
make the offeror's cost proposal attractive:;
however, this does not guarantee that actual
costs are going to be the proposed
costs. The contractor may have been "buying
in". (Without ceiling restrictions in the
contract, the offeror could actually provide
and be reimbursed for the higher level personnel.)
With a cost-type contract, the Government will
pay for the ACTUAL higher level personnel
subject to the limitation of cost clause, even
though the proposed and accepted direct labor
costs were based on lower paid employees.

Conclusion:

In evaluating the composition of a direct labor category
rate, determine that the appropriate method is reasonable
in light of the contracting environment, i.e., (cost or
fixed rate) for which it was computed.




Wwhat is escalation and how is it determined?

Escalation is a2 computed percentage rate to be applied

to the current direct labor costs or hourly direct labor
rates. The application of the percentage increases the
direct labor cost estimate. The reason for increasing a
direct labor cost is to estimate the cost of direct labor
over a period of time by estimating future increases such
as cost of living increases and promotions.

Escalation is determined by considering the factors which
‘influence the cost of living decisions by management and
the promotion policies and plans of the company. These
factors must be considered if a proper cost analysis is
being performed. An appropriate escalation rate is one
which best reflects the future cost of labor with
consideration to the promotion and salary policies of

the company.

Here are two situations where escalation becomes an issue.
In the first case, the proposed labor is scheduled for
promotions at various times during the contract per formance
period. 1In the second case, the company plans on a company-
wide cost of living increase.

Example #1: Four employees were proposed by the .)
contractor as follows:

Direct Proposed
Labor Emp. Labor Direct Direct
Category _# Hrly. Rate Labor Hrs. Labor Costs

Engineer 5 $17.90 100 $1,790
Engineer 3 $14.36 50 718
Engineer 4 $15.20 27 410
Engineer 1 S 9.26 94 870

271 hrs. $3,788

271

1}

$13.98/hr.

ale
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The most accurate computation of direct labor costs would .)
involve using the actual rate for a given month times the

number of hours estimated to be worked that month. This

would be an extremely tedious technique and not cost

beneficial for a large number of labor catagories. The

amount of money saved by being so precise is lost due to the
additional administrative costs to achieve that preciseness.

A simpler estimation method is to calculate the average
hourly rate over the period of per formance and then use that
average hourly rate to arrive at the total estimated direct
labor costs. We've illustrated our point below:

Engineer 5: $17.90 x 2 mos. = S 35,80
$19.69 x 10 mos. = $196.90
' $232,70 < 12 = $19.39
Engineer 3 $14.36 x 5 mos. = S 71.80
$15.22 x 7 mos. = S$106.54
$178.34 + 12 = S14.86
Engineer 4 $15.20 x 9 mos. = S136.80
$16.26 x 3 mos. = S 48.78
$185.58 + 12 = $15.47 .)
Engineer 1 $0,26 x 1 mo. =$§ 9.26 ’
$9.63 x 11 mos. = $105.93
$115.19 + 12 = $9.60

The calculated rates above represent the AVERAGFE hourly rate
for the ENTIRE 12-month period of per formance and reflects
the forecasted promotion plans of management.

From these rates direct lahor costs can be calculated by
applying the calculated direct labor hourly rates to the
estimated number of hours.




) Example #2:
'@

The offeror has determined that current labor costs for
the. contract period of performance is $114,950. This was
determined based on the current salaries; however, the
offeror is planning to award a company-wide cost of living
increase of 5% in the 4th month of the l2-month contract
per formance period.

‘Therefore, it is necessary to project that increase in

labor cost in the offeror's labor estimate. This calculation
can be done as follows:

The 5% increase will take place in the 4th month; therefore,

8 months
12 months x 5% = 2,.3% escalation

so escalated labor costs will be

$114,950 x 103.,3% = $118,743




Example 2: - -
@)

The ARC Corp. per forms their salary review for each
employee on their anniversary date of hire. Historically,
salary increases have averaged 7% on an annual basis. The
proposed contract is expected to commence on January 1 and
will have a base period of one year plus two option years.
What is the acceptable labor for the base year and each of
the option years?

Answer:

In the ahsence of data to the contrary, it can be reasonably
assumed that salary increments will be evenly distributed
throughout the period; therefore, on the average, employees
will receive pay raises at the midpoint of per formance.
Assuming this to be the case, the escalation for the first
year will be 7% x 1/2 x $100,000 or $3,500. The acceptable
labor for the first year is $103,500 (sS100,000 + S$3,500},
The acceptable labor for the second would be $110,745

(1.07 x $103,500) and for the third year it would be
$118,497 (1.07 x S$110,745).
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What basis is used to arrive at an appropriate escalation

factor?

When promotions are forecasted for direct labor employees,
look to the past promotion practices and percentages given
by the contractor to determine if the escalation factor

is reasonable and appropriate.

Cost of living raises are tied to inflation. The basis
for granting such raises is to allow employees to maintain
the purchasing power of their current salaries because
inflation erodes the purchasing power of money. Since
‘the basis for granting cost of living raises should be
directly tied to inflation, it is important to be aware
of the forecasted rate of inflation, not the historical
rate of inflation.

One of the many erroneous assumptions used for proposing
cost of living increases is that the past inflation rate
is indicative of the rate and there fore

should be used as the basis for estimating future costs.

- In determining a reasonabhle escalation rate,
don't presume that 10% rate of inflation
last year means 10% this year; this type of
rationale is what fuels the inflationary
spiral.

- In evaluating an inflation rate, look at
future projections for the economy, partic-
ularly the costs of goods, services and the
cost of labor. This type of information can
be found in many of the publications put out
by data forecasting services¥*.

*Commonly used forecasting services:

Data Resources, Inc. (DRI)

Consumer Price Index (CPI)
Labor Forecasts from the Rureau of Labor Statistics

VI-19




Another common error made in evaluating escalation is the .
assumption of its permanence. Inflation characterized the )
late AN's and 70's. Prior to that there were periods of

economic inflation but nothing like the rampant inflation of

the 70's. Because of the long period of rising prices,

people have become conditioned to thinking that wages and

prices must always rise, and therefore expect wage increases.

- As a result of wage increases, the price of
goods and services do rise and in effect
inflation results.

- One of the goals of Federal Government auditors
is to aggressively attack the direct labor salary
"creep". In periods of recession in the economy,
salary increases should reflect merit increases.

In summary, when evaluating escalation factors, consider
the following:
1) WwWhat is the company policy for salary increases?
2) What has been awarded to employees in the past?

3) What are the forecasting services predicting for .)
the next quarter or year?

4) What type of contract pricing arrangement is
being anticipated?




. Wwhat particular problems with direct labor cost estimates
( are associated with fixed rate indefinite quantity contracts?

The fixed rate indefinite quantity contract, where a labor
hour is the product unit, "locks in" a labor rate for
a specified period:

l. 1In circumstances where the type of labor is
readily available in the commercial market
place, a price analysis may be sufficient
to determine the reasonableness of price.
For example, guard service, custodians,

* computer technicians, electricians, etc.

2. When cost analysis is necessary to determine
the reasonableness, the base labor rate
(unescalated) should be evaluated carefully
for the contractor's assumption for proposing
a fixed rate,

3. The use of category averages for calculating the
fixed rate is more appropriate than key personnel
because the use of a particular employee's
salary for determining a fixed rate implies the

’ . availability of that employee for the duration
of contract per formance.

The use of category averages as a basis for fixed
rate assures a level of labor quality availability
instead of the availability of the employee.
However, it can also result in built-in profit if
lower salaried people are provided. Therefore,
when relying on category averages-as a basis of
determining fixed rates, caution should be
exercised when there are wide variances in the
individual rates comprising the fixed rate,




are associated with CPFF « Level of Effort contracts?

-

What particular problems with direct labor cost estimates .

The Level-of-Effort contract in EPA defines lahor with
general labor classification such as:

PL~-1 (Professional Level One)
TL-3 {Technical Level Three)

These labor categories do not encourage specific classifi-
cation of employees., As a consequence, a contractor may
propose a labhor category rate which could be representative
of a wide range of hourly rates and skills.

When evaluating LOE labor category rates:

l. Review the experience and educational levels
as specified in the RFP's,

2., Review the disparity between the highest and
lowest hourly rate in a particular category.

3. Remember that it is to the contractor's - .)
advantage to bid the lowest rates for award .
purposes because technical quality is usually
more important than cost.




(. . DIRECT MATERIALS AND ODC

What items are considered direct material costs and other
direct costs?

First let us go back to the definition of a direct cost...

"Any cost that is specifically identified with a
particular final cost objective."

In other words, any incurred cost which can be directly
associated with a contract.

Typical direct material and other direct costs include:

Subcontracted parts and components
Purchased parts

Direct Commercial item purchases
{. Materials Interdivisional transfers
{ Raw materials
Travel
Supplies
Other Consultants
Direct Xeroxing
Costs Special Equipment

Printing and Reproduction
Freight and Postage
Telephone

-
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How are materiél and other direct costs to be evaluated? .)

Material Costs:

o Verify the unit prices to:

- vendor quotes

~ recent purchase orders

- current supplier lists

- price lists and catalogs

o Standard commercial items should be analyzed using
price analysis techniques.

©¢ Review the number of units for consistency with
the proposed effort.

o Verify the mathematical extensions of price x
qguantity = total estimated cost.

o 1If all of the above steps are met and if the costs .)
proposed are considered fair and reasonable, then ‘

Document the basis for acceptance of the proposed costs to
complete the review,
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Interdivisional Transfer

. An interdivisional transfer is a "sale" of materials or
' services between two divisions or segments of one company.

Interdivisional sales or transfers of materials should bhe
ordinarily handled on a cost, no-profit basis to the
transferor. However, transactions involving items that are
reqgularly manufactured and widely sold by a contractor may
be handled on a basis that recognizes a fair profit return
if the contractor's organization is structured along profit
center lines and the transferring segment is operated as a
separate entity required to perform on a self-sufficient
basis. -

When reviewing an interdivisional transfer

o determine the basis for pricing,

o review the cost element(s) if the interdivisional
transfer has more than one cost factor,

o determine whether divisional profit is included
(. or not and verify whether it is consistent with .
' the contractor's company policy and any prior
contractual agreement with the Government.




Subcontractor Costs

®

Subcontractor's proposals over $500,000 should be detailed
in the same format as the prime contractor. But for any
amount, you should obtain sufficient information from the
prime contractor to satisfy yourself of the reasonableness
of costs,

FAR 15.805~5(i) details the cost analysis responsibilities
further....

The prime contractor or higher tier
subcontractor is responsible for
conducting appropriate cost analyses

be fore awarding subcontracts. However,
the contracting officer may request

audit or field pricing support to

analyze and evaluate the proposal of a
subcontractor at any tier (notwithstanding
availability of data or analyses per formed
by the prime contractor) if the contracting
officer believes that such support is
necessary to ensure reasonableness of the
total proposed price. This step may be
appropriate when, for example--

(1) There is a business relationship .)
between the contractor and sub-
contractor not conducive to
independence and objectivity;

(2) The contractor is a sole source and
the subcontract costs represent a
R . substantial part of the contract
cost;

{(3) The contractor has been denied

access to the subcontractor's
records; or

(4) The contracting officer determines
that, because of factors such as the
size of the proposed suhcontractor
price, audit or field pricing
support for a subcontract or sub-
contracts at any tier is critical to
a fully detailed analysis of the
prime contract proposal.




(j) When the contracting officer requests the cogni-
zant ACO or auditor to review a subcontractor's
cost estimates, the request shall include, when
available, a copy of any review prepared by the
prime contractor or higher tier subcontractor,
the subcontractor's proposal, cost or pricing
data provided by the subcontractor, and the
results of the prime contractor's cost or price
analysis.

(k) . when the Government per forms the subcontract
analysis, the Government shall furnish to the
prime contractor or higher tier subcontractor
reviewed, a summary of the analysis performed
in determining any unacceptable costs, by
element, included irn the subcontract proposal.
If the subcontractor withholds consent, the
Government shall furnish a range of unacceptable
costs for each element in such a way as to
prevent giving away subcontractor proprietary
data.

A price analysis should be performed for all significant
proposed subcontracts.

A cost analysis should be per formed on prospective sub-
contractor(s) when cost or pricing data is required or
when the contractor is unable to perform an adeqguate price

analysis. (FAR 15.805-1)

REMEMBER:

The proposed subcontractor fee/profit is an element of cost
to the prime contractor; therefore, it should be evaluated
like any element of cost by applying the appropriate EPA
fee/profit guidelines.
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Consultants ’ .)

When evaluating consultants:
o Obtain the names of the individual consultants
and/or the consulting firms,

©o Reqguest a copy of the consultant agreement and/or
a copy of the consultant's proposal,

o Review any available information on the prior
use of the consultant,

- 1Is the proposed rate equal or appropriate
to the rate charged previously to the
Government or other clients.

- Can the proposed number of hours realistically
be provided?

o Verify the mathematical calculation. ‘)

Document the findings for the file to complete the review.
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Special Equipment

Special equipment may require technical evaluation beyond
the capacity of a cost and price analyst; therefore the
cost analyst should seek the appropriate expertise to
assist in the evaluation of the proposed costs for
specialized equipment.

After a technical analysis on the equipment has been
performed or acquired

© Inquire as to whether the equipment is
available from Government stock,

o If the equipment will be contractor-
purchased, will it be direct charged or
capitalized,

0 Determine whether the proposed price is
acceptable

Compare the price with two or more other
quotes

Perform a lease vs. buy analysis

FAR 31.205-36 discusses Rental Costs (operating
leases)

FAR 31.205-11 discusses Rental Costs {capital
leases)

FAR 31.,205-2 discusses ADPE Lease Costs

o Verify mathematical extensions for accuracy.

Document the file to complete the analysis.
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Travel Costs . .)

Travel costs include such items as:

airfares meals
taxi fares lodging
rental cars mileage

o Assure yourself of the reasonableness of the
proposed travel based on the needs of the
_prospective contract.

o Verify airfares to the Official Airlines
Guide (OAG).

- Use the standard coach fare as a guide
for acceptance of proposed airfare

© Review ground transportation for reasonableness
and necessity.

- Include corporate discounts for car rental
(usually 20%).

o Off-site subsistance must be in accordance with
company policy and at rates which are not excessive.
Also compare the rates against government travel
rates. T o

If the costs are determined to be reasonable, then document
the findings for the file.




(@

In general, when reviewing other direct costs:

©

Review the necessity of the cost to the contract.

Are the proposed units consistent with the
contract requirements?

Are the unit prices reasonable?

Verify the mathematical extensions,

Is the item a direct charge to the contract?

DOCUMENT the findings and conclusions.
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INDIRECT COSTS .)

{FAR 42.703] It is the policy under FAR that a single agency
shall be responsible for establishing indirect cost rates and
that these rates shall be binding on all agencies and their
contracting officers unless otherwise prohibited by statute.
[FAR 42.703]} :

[EPAAR 1542,705-1) Furthermore, it is the policy of EPA for
Cost Policy and Rate Negotiation Section of P&CMD to be
responsible for negotiating final indirect cost rates in
accordance with EPA contracting officer procedures.

If a question arises regarding the appropriateness and
applicability of any indirect cost rate or its allocation
base, consult your EPA Cost Advisory Office. The staff of
accountants possess the in-depth knowledge of accounting
principles required to deal with indirect cost issues.




(@

What is an indirect cost?

[FAR 31.203] "An irdirect cost is any cost not
directly identified with a single, final cost
objective, but identified with two or more final
cost objectives or an intermediate cost objective."

Tllustration #1

Carl, an engineer with Clean-Up, Corporation spends

all of his working hours on 3 projects: Contract 1,
Contract 2 and Contract 3. So, Carl can attribute his
workday to a specific final cost objective the completion
of contract 1, 2, or 3.

THEREFORE, Carl's salary is a direct cost to contract 1,
2 or 3 based on the amount of time he spends on each
contract.

In contrast, Joanrnna's time as president of Clean-Up
Corporation is not spent on any particular contract. She
spends her time in meetings and deciding the corporation's
overall future. She could not attribute her workday to a
specific final cost objective such as a particular contract.
Her time and efforts benefit the company as a whole (several
ohjectives); therefore, her salary is an indirect cost.

Illustration &2

The monthly office rent of Company XYZ is $2,500. The
office space is used for all company operations, direct
and indirect. Because there are no designated usage
areas of the office, the $2,500 is considered beneficial
to all operations of the company (several final cost
objectives) and is classified as indirect.
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Why are indirect costs referred to by many titles? < .)

Indirect costs are generally titled:

Overhead

General and administration (G&A)
Material overhead

Subcontracting overhead

Fringe benefits

The various titles distinguish the base and pool from which
the indirect cost was derived. Note that the term "overhead"
is also used in a general sense to describe indirect costs
rather than a specific indirect cost pool as shown above.

What do the terms "base” and "pool" refer to and how are
indirect rates determined?

Ar indirect rate, usually expressed as a percentage,

is the result of dividing the indirect cost pool by the

appropriate allocation base for a specific accounting .
period. ’)

Indirect Cost Pool
Indirect Cost Rate = Allocation Rase

An indirect cost pool is a grouping of incurred costs
identified with two or more cost objectives but not
specifically identified with any final cost objective.

The allocation base is the grouping of incurred costs
benefited by the indirect cost pool.




Example of Indirect Cost Rate Development

(. Total Company Cost Budget
Indirect Costs
Direct
_ Costs Overhead G&A
Salaries {(labor) $1,000,000 $275,000 $125,000
Fringe Benefits 400,000 ,
Travel ' 60,000 5,000 10,000
Supplies 9,000 4,000 2,000
‘Publications 20,000 , 13,000
" Subcontracts 300,000
Consultants Fees 40,000 20,000
Rent/Utilities ‘ 136,000
Computer Charges 26,000 40,000
Insurance 10,000 10,000
Other Costs 25,000 40,000 30,000
Total Costs $1,480,000 $870,000 $250,000

e - - T — s o —n - —— - ———
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For a single indirect rate structure:

. Indirect Rate

Indirect Rate

$1,120,000 (870,000 + $250,000)
$1,000,000 (Direct Labor Costs)

ﬁ.@i‘e.

112.0%

For a two-rate structure:

Overhead Rate = $870,000 (Overhead Costs)
: $1,000,000 (Direct Labor Costs)
= 87%
G&A Rate = §$250,000 (G&A Costs)
$2,350,000 {Direct Costs & .

Overhead Costs

10.6%




Once a rate has been determined, it is applied to the base
used to calculate the rate.

112% x Direct Labor Costs

Indirect Costs

87% x Direct Labor Costs

Overhead Costs

- 10.6% x (Direct Costs &
Overhead Costs)

G&A Expense

@
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Wwhat are urallowable costs?

Unallowable costs are those costs which are
- expressly unallowed by the cost principles, or
- mutually agreed to be unallowable.

Unallowable costs are to be identified and excluded

from any billirng, claim or proposal applicable to a

government contract [FAR 31,206]

‘Some common urallowable costs found in a contractor's
indirect cost proposal are:

Advertising {31.205-1]
Bad Debts [31.205-3]
Contingencies [31.205-7)
Contributions [31.205-8]
Entertainment {31.205=14]
Idle Facilities Costs [31,205-17]
Interest [31.205-20]
Lobbying [31.205,22]
Organization Costs [{31.205-27]
(. Costs which are not considered unallowable in a

contractor's indirect cost proposal, but are often
controversial, are:

Controversial Costs

Compensation [31.205-h]
Depreciation [31.205-11}
Research & Development [31.205~18]
Related party transactions [31.205-26{(e)]
Selling Costs [31.205-38]
Rental Costs : [31.205-36]

These costs are considered controversial for several
reasons:

- magnitude of the cost

- basis for incurring the cost

- basis for calculatior of the costs

- the deg*ee of berefit received by the Government
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How is a billing rate established?

Before responding to this question, contract specialists
should be reminded that the process of reviewing and
negotiating indirect rates involves complex analysis,
(i.e. knowledge of the contractor's accounting system,
cost principles, cost accounting standards, etc.)
therefore, the negotiation of billing rates should not
-be conducted without the advice of the cost analyst.

"When reviewing the billing rates in a contractor's
cost proposal, the cost analyst

° determines the contractor's bésis for proposing
the indirect cost rates

- review the assumptions made
~ review the allocation base

° verifies the proposed rates to

~ the cognizant government audit agency .)
{usually Defense Contract Audit Agency) '

-~ previously negotiated billing rates if
they are applicable to the same accounting
period

~ budgets submitted by the contractor which
forecasts the indirect expense rates for the
contract period of performance

® determines what impact the award of the contract
may have on the contractor's indirct expense rates

- if the potential contract award amount is
significant relative to the contractor's
other government and/or commercial sales,
the indirect expense rates may decrease and
this effect should be considered in negotiations

° determines if ceiling rates should be recommended
using the guidelines of FAR 42.707 (see next page)
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The cost analyst has the responsibility to review the
proposed indirect expense rates even though another
government agency has approved billing rates. If the
assumptions for which the existing billing rates were
established is valid, then the analyst may recommend
the prevailing government approved indirect expense
rates. Whatever recommendation is made, the analyst

~must thoroughly document the basis of the recommendation.,
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When may it be appropriate to provide for a ceiling on mda.rec.)
cost rates beyond which the contractor will absorb the costs?

It may be appropriate if:

(1) The proposed contractor is a new or recently
reorganized company, and there is no past
or recent record of incurred indirect costs.

(2) The proposed contractor has a recent record
of a rapidly increasing indirect cost rate
due to a declining volume of sales without
a commensurate decline in indirect expenses.

(3) The proposed contractor seeks to enhance its
competititve position in a particular
circumstance by basing its proposal on
indirect cost rates lower than those that
may reasonably be expected to occur during
contract performance, thereby causing a cost
overrun,

When any of the above situations (or a comparable

situation) is apparent, an eguitable ceiling covering the .
final indirect costs rates should be negotiated and specified )
in the contract.

When ceiling provisions are utilized, the contract

shall also provide that (1) the Government will not be
obligated to pay any additional amount should the final
indirect cost rates exceed the negotiated ceiling rates and,
{2) in the event the final indirect cost rates are less than
the negotiated ceiling rates, the negotiated rates will be
reduced to conform with the lower rates. [FAR 42.707]




(. What is a negotiated indirect cost rate agreement?

On the following pages is an example of a negotiated
indirect cost rate agreement, When EPA is the cognizant
agency for a contractor's final indirect rates [FAR 42,703},
the Cost Policy and Rate Negotiation Section negotiates

the final indirect rates and issues the Agreement.

"The Agreement will provide information such as:
(1) The type of rate being agreed to, whether
final indirect cost rates or interim billing

rates.

(2) The description of the rates being agreed to,
i.e., overhead, fringe benefits, etc.

(3) The effective period of the rate.

(4) The rate itself, expressed as a percentage
or dollar amount.

{5) The allocation base for the rate.

{. (6) The list of EPA cost reimbursement type
contracts for which the rates apply. (see
Attachment A)

The agreement may also provide information on any
restrictions or ceilings which may supercede the agreement
as explained in paragraphs 3 and 4.

-,
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UNITED STATES ENVIRONMENTAL PROTECTION AGENCY

5 3 -
&,ﬂf WASHINGTON, D.C. 20460 .)

¢ m:o“"c

NEGOTIATED INDIRECT COST RATE AGREEMENT
Contractor: XYZ Incorporated Date: August 1, 19XX

1. This Agreement is entered into by and between the U.S.
.Environmental Protection Agency (EPA) and XYZ, Incorporated.
The purpose of this Agreement is to establish negotiated
indirect cost rates applicable to the EPA contracts shown

on Attachment A, ;

2. This Agreement is entered into in accordance with Federal
Procurement Regulations (FPR) 1-3.705 and 1-3.706.

3. Subject to the provisions listed elsewhere in this
Agreement, the rates listed below are established as
negotiated indirect cost rates, in effect for the period(s)
specified, applicable to the contracts listed on Attachment
A and are incorporated into the contracts in accordance with

Effective Period

Type From To Rate Base
Final:
Fringe Benefits 7/1/81 6/30/82 13.97% (a)
Overhead 7/1/81 6/30/82 88.66% {(b)
Overhead - Chicago 7/1/81 6/30/82 40.91% {b)
Gen. & Administrative 7/1/81 6/30/82 16.11% (c)

Basis for Application:
(a) Direct labor dollars o
(b) Direct labor plus applicable fringe benefits
(c) Total costs incurred exclusive of general and
administrative expenses

4., Incorporation of this rate agreement in the contracts
listed on Attachment A:

a, Shall not change any indirect cost rate ceiling,
monetary ceiling, contract obligation, or specific
allowance or disallowance provided in the terms and

- cornditions of affected contracts. For those contracts
containring indirect cost rate ceilirngs which are less
than the rates contained in this Agreement, final and .
provisional rates shall not exceed the specified .)
ceiling rates.
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Clause or authorization for the contractor to exceed

(. b. 1Is not a waiver by EPA of the Limitation of Cost
the current estimated cost set forth in the contract.

FOR THE CONTRACTOR: FOR THE U.S. ENVIRONMENTAL
PROTECTION AGENCY:

Signature Signature of Contracting Officer

Vice President/Treasurer
Name and Title Name of Contracting Officer

August 1, 19XX
Date Date

Negotiated by: J. S. Smith
Telephonrne: (202) 382-1111
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Attachment A

®

XYZ, Incorporated

ol

SCHEDULE OF EPA COST REIMBURSEMENT TYPE PRIME CONTRACTS

Contract Number

68-01-XXXX
68-01-XXXX
68-01-XXXX
68-01-XXXX
68-01-XXXX
68-01-XXXX
68-01-XXXX
68-01-XXXX
68-02-XXXX
68-02-XXXX
68-03~-XXXX
68-03-XXXX
68-03-XXXX
68=-03-XXXX
68-03-XXXX
68-03-XXXX

@
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FEE/PROFIT ANALYSIS TECHNIQUES

1.
2.
3.
4.

SQ

Definition

EPA Poi icy

Limitations

Profit Objective Guidelines
Subcontractor Fee/Prof it

EPA Form
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ViI. Fee/Profit Analysis Techniques
The FAR defines profit or fee as an element of the
potential remuneration that contractors may receivs

for contract performance over and above allowable
costs. '

Profit serves the function of being [FAR 15.901]...

- a potential financial reward

- a stimulant for efficlent contract performaace

- an attractor of best capabilities

I
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What is EPA's policy on fee/profit determination?

EPA policy elaborates on the fee profit factor...

[EPAAR 1515.970-1] It is the policy of the Agency to

utilize profit to attract contractors who possess talents
and skills necessary to the accomplishment of the objectives
of the EPA, and to stimulate efficient contract performance.
In negotiating profit or fee, it is necessary that all
relative factors be considered, and that fair and reasonable
amounts be negotiated which give the contractor a profit
objective commensurate with the nature of the work to be
done, the contractor's input to the total performance,

and the risk assumed by the contractor.

[EPAAR 1515.902] Agencies are reqguired to use the structured
approach for determining the profit or fee objective in
those acguisitions that require cost analysis.
The purpose of the structured approach is:

(1) To provide a standard method of evaluation;

{(2) To ensure consideration of all relevant factors;

(3) To provide a basis for documentation and
explanation of the profit negotiation objective;

{(4) To allow contractors to earn profits commensurate
with the assumption of risk;

(5) To reward contractors who provide their own
facilities, financing and personnel; and

(6) To reward contractors who undertake more
difficult work requiring higher risks.

@)
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[EPAAR 1515.9-2] Contracting Officers may use other
methods than the structured approach for establishing
profit/fee objectives under the following circumstances:

(1) Architect-engineering contracts;
(2) Personal or professional service contracts;

(3) Management contracts, e.g., for maintenance
or operation of Government facilities;

(4) Termination settlements;

(5) Engineering services, labor-hour, time and
materials contracts which provide for payment
on a man-hour, man-day, or man-month basis,
and where the contribution by the contractor
constitutes the furnishing of personnel
rather than the output of ar integrated
research, engineering, or manufacturing

". operation;

(6) Construction contracts; and

(7) Cost=-plus-award-fee contracts.




Are There Any Limitations on the Amount of Fee/Profit That .)
Can Be Negotiated?

[FAR 15.903(d)(1)) The contracting officer shall not~”
negotiate a price or fee/profit that exceeds the following
statutory limitations imposed by 10 U.S.C. 2306(d) 41
U.S.C., 254(Db).

(1) For experimental, developmental, or research
work performed under a cost-plus~-fixed-fee
contract, the fee shall not exceed 15 percent
of the contract's estimated cost, excluding
fee. : :

(2) For architect-engineering services for public
works or utilities, the contract price or the
estimated cost and fee for production and
delivery of designs, plans, drawings, and
specifications shall not exceed 6 percent of
the estimated cost of construction of the
public work or utility, excluding fees,

{3} For other cost-plus-fixed-fee contracts, the
fee shall not exceed 10 percent of the
contract's estimated cost, excluding fee, .)

The limitations above shall apply also to the
maximum fees on cost-plus-incentive-fee and
cost-plus-award-fee contracts. However, the
maximum-fee limitation for a specific
cost-plus—-incentive-fee or cost-plus-award-fee
contract may be waived in accordance with
Subpart 1.4.

@
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@. THE THREE MAJOR SEGMENTS OF PROFIT GUIDELINES ARE:

1. COST INPUT TO TOTAL PERFORMANCE
("Above the line" elements of cost)

II. ASSUMPTION OF CONTRACT COST RISK
(Type of contract and related risk factors)

III. RECORD OF PERFORMANCE

-
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II.

I1I.

PROFIT OBJECTIVE GUIDELINES

CONTRACTOR'S INPUT TO TOTAL PERFORMANCE:

Direct Materials

Purchases ' 1% to 4%

Subcontracts 1% to 5%
Equipment 1% to 2%
Engineering Labor 8% to 15%
Engineering Overhead 6% to 9%
Manufacturing Labor 5% to 9%
Manufacturing Overhead 4% to 7%
Consultants _ 2% to 5%
Other Direct Costs 1% to 3%
G&A Expenses 5% to 8%

CONTRACTOR'S ASSUMPTION OF CONTRACT COST RISK 0°'% to 6%

" RECORD OF CONTRACTOR'S PERFORMANCE: -2% to +2%

Cost efficiency

Management

Extent of contractor investment
Reliability of cost estimates

Inventive and developmental contributions
Timely performance

Small business participation

Labor surplus area participation

Extent of Government assistance

Effect of competition

SELECTED FACTORS:

Source of resources

Special technical achievement
Extraordinary delivery schedule
Competition

Extent of Government assistance

Extent of contractor's investment
Character of the contractor's business
Subcontracting




(. What Considerations are there for each major profit segment?

In evaluating the contractor's input to total performance,
you should consider the elements addressed in each major
segment area as discussed in detail in EPAAR 1515.970-2,.

I, Cost Input to Total Performance

In assigning specific weights to each element of cost,
‘consideration should be given to:

o0 the assumption of risk should be commensurate
with the amount of profit;

0 the degree of the contribution of the contractor’'s
own facilities, financing and personnel; and

o the difficulty of the work undertaken.
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(1)

(2)

(3)

(4)

Direct Materials (Purchased parts, subcontracted .)

items and other materials)

(a)

(b)

(c)

The amount of managerial and technical
effort required to obtain the materials;

Whether this requires new source develop-
ment or existing source availability;

How much managerial/technical expertise
is needed to administer subcontracts.

Equipment

(a)

(b)

Refers to producing a test equipment, not
end product. '

The assignment of weights should reflect
whether equipment is contractor furnished
or government furnished.

Labor

(a)

(b)

(c)

Consideration should be given to the quality -
and level of expertise and experience of the )
contractor's labor as a whole -

Consideration should also be given to the
amount of notable scientific talent.

Remember that the manufacturing labor includes
all non-professional, secretaries, technicians
and carpenters.

Overhead

(a)

(b)

Evaluation should reflect the relationship of
the items in the overhead pool to the contract
performance; the closer the relationship, the

greater the weight.

The contractor's accounting system does not

have to correspond to the fee/profit guideline
classification. When practicable, the

Contracting Officer should break out the

applicable sections of the indirect rate(s)

which could be classified as engineering

overhead, manufacturing overhead, and Gs&A

expenses and follow the appropriate evalu- <
ation technique. .)
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(. (¢) Once the fee/profit factors have been assigned
for a particular contractor, the weight assigned
may be used for future procurements with the
same contractor until there is a change in the
cost composition of the overhead pcol or the
contract performance.

{5} Consultants

(a) The assignments of weights should reflect the
talent and skill of the consultant.

(b) The assignment of weights should also reflect-
whether the consultant is substituting for
in-house personnel or whether there is a true
contribution of expertise.

{6) Other Direct Cost

{a}) The analysis of these costs should be performed
in a similar manner as direct materials.

vVii-9




II. Contractor's Assumption of Cost Risk .j

(1) Must consider the degree of cost responsibility
the contractor is assuming.

-~

(2) Must consider the reliability of the cost
estimates in relationship to the task assumed.

{3) Must consider the chance of risk or failure.
The Government's intention is to shift the burden of
risk as much as possible to the contractor and then
compensate the contractor for that risk.

Therefore, consider that for a best efforts CPFF

contract would be assigned 0. As risk is assured,
the factor increases.

@
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{. III. Record of Contract Performance

(1) The purpose of the fee/profit factor is to reward
or penalize for past performance and in consideration
of this the contractor would be motivated to improve
his/her performance.

(2) The assignment of this factor is judgmental,
(3) A satisfactory rating merits a 0 weight,

{4) The factors in arriving at a performance weight
include:

- cost efficiency

- management

- extent of the contractor's investment

- reliability of cost estimates

- inventive and developmental contributions
- timely performance

- small business participation

- 1labor surplus, area participation

- extent of government assistance
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What are the factors to consider for the evaluation of .\)
subcontractor fee/profit?

When evaluating the fee or profit proposed by the
subcontractor, remember that the proposed subcontractor's

fee is an element of cost to the prime contractor and
should be evaluated as such.

In evaluating the subcontractor's fee, remember

¢ the subcontractor's fee is an element of cost to

the prime contractor and the Federal Government;

the assignment of weight should reflect how much
technical effort the subcontractor is contribut-
ing to the contract;

the assignment of weight should reflect the nature
of the subcontractor's contribution, i.e., labor,
materials, etc.

)

@
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, . What required forms are there for the profit determination
( rocess? '

(EPAAR 1515.970-2) Contracting Officers should use EPA
Form 1900-2, Pz;ofit/Fee Objectives, in their determination
of a reasonable profit/fee.

@
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PROFIT/FEE OBJECTIVES ‘)l

1. AFP ON CONTRATZT NO. 2. CONTRACTOR
.
3. , COST INPUT TO TOTAL PERFORMANCE
0 “IMENT® T ASSICN WEIGH ROFT
COST CATEGORY ] L AT M uscu:;)amca e %,55 ol ((,J,f’(:,,’
- y -~ ”
OIRECT PURCHASES : s 1% to 4% %is
MATERIALS
SUSCONTRACTS 1% to 5% b4
EQUIPMENT : : 1% to 2% %
E )
DIRECT LABOR - 8% to 15% %
ENG. .
OVERHEAD 6% to 9% S
DIRECT LABOR 5% to 9% b4
MFG. .
OVERMEAD - 4% to % %
CONSULTANTS 2% to 5% %
OTHER DIRECT COSTS 1% to 3% e
T ®
b A
%%
GENERAL AND ADMINISTRATIVE : 5% to 8% %
- TOTAL $ EL
PROFIT/ FEE OBJESTIVE
J4. COMPCSITE PROFIT/FEE ON COST INPUT TO TOTAL PERFORMANCE  (Col (4} * Cel. (a))
5. COST RISK 0 to 6% %
16. PERFORMANCE -2 to +2% %!
7. SELECTED FACTORS b
TOTAL PROFIT/FEE OBJECTIVES (Lines ¢ thru 7) _ A
REMARKS
" PREPARED By (Name and Titis} ] SICNATURE OATE

EPA Form 1900.2 (671) .




(@

REMEMBER

1.

PROFIT/FEE IS AN AMOUNT, NOT A PERCENTAGE

- Cost plus a percentage of cost is prohibited
as a pricing arrangement,

Profit/fee determinations do not include any
proposed amount for cost of money.

- After the amount has been determined for
profit/fee, it is reduced by the amount of
allowable facilities capital cost of money
proposed.
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(. VIII. FACILITIES CAPTIAL COST OF MONEY

1.

2.

3.

4,

5.

Definition
Computation
History

EPA's Current Position

-Contract Clauses

CPAF Contracts
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4. VIII. FACILITIES CAPITAL COST OF MONEY

What is Cost of Money (COM)?

° COM is an imputed cost, not an incurred cost, determined
by applying a COM rate to facilities capltal employed

in contract per formance.

° COM is a cost allowed by the cost principles. We use
CAS 414 for guidance and the form on how to compute the

cost of money.

¢ The COM rate is computed, negotiated, and applied like
an indirect cost rate. The COM will appear as an element

of cost in the contractor's proposal.




How is COM computed?

Relow is the form for computing cost of money.* .)

PR LaVS Lwr
FACILITIES CAPITAL
COST OF MONEY FACTORS COMPUTATION

CONSRACTON: ADDR -~
RESS uerT. ’
1 APSLILARLY | 2. ACCURBULATION | 3 ALnOCATION 4 TOTAL = COIT OF WOWEY | 6. ALLOTATION . VaACILITINS
T DF wow TIMECY DIST AL . + goon PO v v ron Y
mt ACCOUNTING PERICO: e::"l. ._._.!: :Uﬂo:;n'p;.sv. NRDIT TR YED -:n.ut Accou-vr:sc::moo '::‘:ll:B :Il(:"f::;::
Recoasen vansor coLumt coLuuns - uhrti Cocuwns
ALLOCATIDN 303 (} 7] OF BEasuneE »ss
EsS LEASED PROPERTY
3T CORPORATE OR SROUP
FAQILITIES
CAPITAL TOTaL
UNDITRISUTED
DISTRIAUTED
o
LS
..a)
G EXPENSE
POOLS
TOTAL FIEIEEEEL | £1EELELEEE

*{Found in CAS 414)
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What is the background of CAS 414 as it pertains to EPA? .)

Standard 414 was issued hy the Board effective October,
1976, GSA added 414 to the FPR effective October, 1976.
However, GSA also issued Temporary Regulation 40 effective
the same date granting agencies the option whether to
recognize COM as an allowable cost,

EPA elected not to recognize COM, and withdrew applica-
bility of CAS 414,

In December of 1980, OFPP issued a policy letter (80-7)
providing recognition of COM but with a fee offset. This
policy letter is the basis for today's option to offset COM
against profit or fee. The policy letter by OFPP state€S..eeee.

"Agencies shall ensure that contractors are
not compensated for facilities capital cost of
money hoth as a direct or indirect cost and in
profit or fee. Before the allowability of
facilities capital cost of money, this cost was
included in profits or fees. Therefore, profit
and fee prenegotiation objectives shall be reduced .)
if necessary to reflect this refinement in cost ;
accounting practices. This reduction may be
accomplished by means of offsets; that is, by
(i) using a dollar-for-dollar offset in the
Government's prenegotiation profit or fee objectives
or (ii) incorporating a common offset factor under
an agency's structured approach."

In May of 1981, GSA issued Temporary Regulation 61
incorporating the OFPP policy into FPR and later amended FPR
codifying the temporary regulation. This took away the
option of whether to recognize COM or not, but gave EPA the
right to offset any claimed' COM against fee or profit.

@
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What is EPA's current position on COM?

(1)

(2)

(3)

(4)

COM is an offset to profit.

The contracting officer is responsible for assuring
that the proper notices are put into the solicitation
package and that the proper clause is included in the
contract.

Every contractor is eligible to claim COM whether
the contract is subject to CAS or not. Cost of
Money is allowable under the cost principles.

How the contractor responds determines whether the
COM waiver clause goes in the contract or not. It
is the contracting officer's responsibility to assure

that the proper notices are in the solicitation package

and that the proper clause is included in the contract.

- If the contractor does not propose Capital Cost of
Money, FAR clause 52.215-31 which waives the right
to claim COM should be inserted in the contract.

- If the contractor reguests COM, then the contracting
officer's responsibility is to pot include the COM
waiver clause but to use the amount of COM proposed
as an offset to profit.

- The cost analysis report will inform the contracting

officer of whether COM has/has not been proposed.




whaé is the prooer clause under FAR and how does it differ P
from the FPR? ' .

Following are the COM clauses under both the FAR and FPR:

Solicitation Notjice - [FPR 1-3.808~5)

Facilities Capital Cost of Money

Facilities capital cost of money (see FPR §1-15.205-51(a))
will be an allowabhle cost under the contemplated contract but
only if the contractor specifically identifies or proposes it
in the cost proposal for the contract and elects to claim this
cost by checking the appropriate box below. 1If the contractor
does not specifically identify or propose facilities capital
cost of money and does not elect to claim this cost, the
contract will include the Waiver of Facilities Capital Cost of
Money clause.

___/ The prospective contractor has specifically

identified or proposed facilities capital cost
of money in its cost proposal and elects to
claim this cost as an allowable cost under the
contract.

/ The prospective contractor has not specifically
identified or proposed facilities capital cost .}
of money in its cost proposal and elects not to ’
claim this cost as an allowable cost under the
contract.

Waiver of Facilities Capital Cost of Money - FPPR

The contractor is aware that facilities capital cost of money
is an allowable cost but waives the right to claim it under
this contract.

(End of clause)
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Solicitation Notice - [FAR 52.215-30]

Facilities Capital Cost of Money

-

{a) Facilities capital cost of money will be an allowable
cost under the contemplated contract, but only if the prospec-
tive contractor elects to claim it below. If the prospective
contractor elects te claim this cost, the Waiver of Facilities

.Capital Cost of Money will be excluded from the contract. 1If

the prospective contractor does not elect to claim this cost,
the contract will include the Waiver of Facilities Capital Cost
of Money. '

(b) Ry including an item of proposed allowable cost in
response to the solicitation, the prospective contractor will
be deemed to have elected to claim facilities capital cost
of money.

(End of clause)

Waiver of Facilities Capital Cost of Money - [FAR 52.215-31]

If the contractor did not include facilities capital cost
of money as a proposed allowahle cost, it shall be deemed that
the contractor waived the right to claim it under this contract.

{End of clause)
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FCCOM is offset against fee or profit. EPAAR 1515.970-2

As was mentioned earlier, any c¢laim by the contractor for .
evaluates further:

{EPAAR 1515.970-2] EPA Structured System

(a)(1l) Profit Factors. The factors set forth below
and the weighted ranges listed after each factor shall be
used in all instances where the profit is to be specifically
negotiated.

{2) The Contracting 0Officer shall first measure the
"Contractor's Input to Total Per formance” by the assignment
of a profit percentage within the designated weight ranges
to each element of contract cost recognized by the Contracting
Officer. Such costs are multiplied by the specific percentages
to arrive at specific dollar profits. The amount calculated
for facilities capital cost of money shall not be included as
part of the cost base for computation of profit or fee. A
complete discussion of how facilities capital cost of money
is determined and how it is applied and administered is set
forth in FAR 31,.205-10,

(3) After computing a total dollar profit for the .)
Contractor's Input to Total Per formance, the Contracting )
Officer shall calculate the specific profit dollars assigned
for cost risk and performance. This is accomplished by multi-
plying the total Government cost objective, exclusive of any
facilities capital cost of money, by the specific weight
assigned to cost risk and per formance. The Contracting Officer
shall then determine the profit or fee objective by adding the
total profit dollars for the Contractor's Input to Total
Per formance to the specific dollar profits assigned to cost
risk and per formance. The profit of fee obijective shall then
be reduced by an amount equal to the amount of facilities
capital cost of money allowed, EPA Form 1900-2 shall be used
to facilitate the calculation of this profit or fee objective,
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. How is the cffset determined on a CPAF contract?

The proposed revision to EPAAR 1515.903, Contracting Officer
Responsibilities, reads as follows:

"(b} When facilities capital cost of money is
included as an item of cost in the Contractor's
proposal, the Contracting Officer shall reduce

the profit or fee objective by an amount egual

to the amount of facilities capital cost of

money allowed. For cost-plus-—award-fee contracts,
the Contracting Officer will make the reduction

in the combined base and award pool amcunt."

When final rule on the revision is published, the Cost Analysis
Guide will bhe revised to incorporate the complete revision to

EPAAR 1515.903.
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In summary, when cost of money is proposed, your decision
will be based on the following: .)

Facilities Capital Cost of Money

Is Cost of Money proposed
as an element of cost?

: Insert Waiver Clause
NO at FPR 1-3,808=-5

/ or
I _ FAR 52.,215-31

f YES

1. Do not use waiver clause

2. Determine amount proposed

3. Offset COM proposed dollar-for-dollar against
profit in making Weighted Guidelines computation




T

IX. FAIR AND RFASONABLE

The total cost of a contract is the sum of the allowable
direct and indirect costs allocable to the contract, incurred
or to be incurred, less any allocable credits, plus any
allocable cost of money pursuant to 31.205-10. [FAR 31.201-1]
A cost is considered allowable if it:

(1) 1Is reasonable

{2) 1Is allocable

(3) Meets the standards of generally accepted
accounting principles and practices

(4) 1Is within the terms of the contract

(5} 1Is within the limitations of FAR Part 31

Of the conditions set forth above, reasonableness has
the broadest range of interpretation and it is this topic
which will he discussed in this section. '




Under the "general" cost principle for reasonableness .)
[FAR 31-201-3], the following is given as an overall ’
‘definition of "reasonableness":

"A cost is reasonable if, in its nature and
amount, it does not:exceed that which would

be incurred by a prudent person in the conduct
of competitive business. Reasonabhleness of
specific costs must be examined with particular
care in connection with firms or their separate
divisions that may not be subject to effective .
competitive restraints. What is reasonable
depends upon a variety of considerations and
circumstances involving both the nature and
amount of the cost in question. In determining
the reasonabhleness of a specific cost, the
contracting officer shall consider:

(a) Whether it is the type of cost
generally recognized as ordinary
and necessary for the conduct of
the contractor's business or the
contract performance;

imposed by such factors as
generally accepted sound business
practices, arm's-length bargaining,
Federal and State laws and regula-
tions, and contract terms and
specifications;

(b} The restraints or regquirements .

{c) The action that a prudent business
person, considering responsibilities
to the owners of the business, em-
ployees, customers, the Government,
and the public at large, would take
under the circumstances; and

(d) Any significant deviations from
the established practices of the
contractor that may unjustifiably
increase the contract costs.




Wi,

The above gquotation does not clearly define the criteria

for cost allowability based on reasonableness. What it does
indicate is that the nature and the amount must both be
considered in the context of the particular circumstances
surrounding the cost.

The FAR describes four areas to consider when determing
reasonableness.

First, the cost principle indicates that it should be
determined whether "the cost is of a type generally recognized
as ordinary and necessary for the conduct of the contractor's
business or the performance of the contract." 1/

Second, the cost principle dictates consideration of
"restraints or requirements imposed by such factors as
generally accepted sound business practices, arm's length
bargaining, Federal and State laws and regulations, and
contract terms and specificaticns....” 2/

Third, the contractor's action in incurring a cost is to be
compared with "the action that a prudent bhusinessman would
take in the circumstances, considering the responsibilities
to the owners of the business, the employees, the customers,
the Government and the public at large...." 3/

Fourth, the cost principle directs the consideration of
significant "deviations from the estahlished practices of
the contractor which may unjustifiably increase the contract
costs...”" 4/

1/ FAR 31.201-3(a)

2/ FAR 31.201-3(b)
3/ FAR 31.201-3(c)
4/ FAR 31.201-3(d)
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What factors should be considered in asséssing the nature

of a cost? .)

© Examine whether there was a valid basis for
incurring the cost to obtain the desired end.

- normal business objectives alone are not
a sufficient basis

o0 Examine whether the cost is within Government

contract policies (i.e., cost principles).

What factors should be considered in assessing a reasonable
amount?

o Assess whether the benefit derived from the cost
is commensurate with the amount expended by
comparing

- the costs of other contractors in the
industry

- the cost of other contractors in the same
geographical area

- the contractor's cost in prior years .

- the‘costs of other vendors of the same
product or service.

o When comparing a particular cost, make sure the
comparison is VALID.

o When challenging the reasonableness of an amount
of the contractor's cost, the Government cannot
rely upon an abstract number or percentage, but
must demonstrate in what way the cost is excessive.




@
IX. FAIR AND REASONABLE

1. Definition

2. Main Factors to Consider

3. Other Considerations

e







;. ABSCA 12292, 10 G.C. %424, 68-2 BCA 47081 Stanley Aviation
Corporation illustrates this point:

"The contractor's actual overhead rate far

exceeded its estimated rate and the Government |
challenged the contractor's overhead cost as

unreasonable. The ASBCA rejected the Government's

position because no showing had been made that

the particular cost items were excessive, The

Board enunciated its understanding of how the

reasonableness of amounts was to be judged as

follows:

'The proper way for applying the standard of
reasonableness to [contractor's] overhead costs
is to examine them on an item by item basis and
exclude from the allowable overhead pools the
specific overhead cost items or parts of items
found to be unreasonable under the prevailing
circumstances. The Government has not cited a
single cost item in the overhead pools as having
been incurred unnecessarily or in a larger amount
than was necessary under the circumstances....

incurred can be disallowed under-a cost reimburse-
ment contract on the grounds of over-all
reasonableness, even though each and every action
and decision taken by the contractor concerning

its business was reasonable and prudent, and it
says that the over-all reasonableness of overhead
costs cannot be tested in terms of what steps

the contractor could have taken to avoid the cost,
but it cites no authority, legal or accounting, for
this proposition. The Government seems to argue
that, even though [contractor's] overhead costs
went down some 82%, they are still unreasonably high,
simply because contractor's direct costs went down
much more than 82%, with the result that the ratio
of indirect costs to direct costs increased greatly.
We have not been referred to any provision of the
contract or of the cost principles incorporated
therein which provides for disallowance of costs on
the ground of over-all unreasonableness when it
cannot be shown that any single item of cost was
unreasonably incurred or incurred in an unreasonable
| amount. '

g. The Government argues that overhead costs actually
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It is recognized that the amount of an expense :
will vary as circumstances change. Usually high .)
costs may be necessary where urgency is present or

where no alternative sources are available. 1Indeed,

there are innumerable events and conditions which

could justify the expenditure of greater amounts.

Accordingly, any examination of the reasonableness

of the amount of a cost must examine the particular
circumstances that prevailed. Absent that examina-

tion, there is little basis for questioning the

reasonableness of amounts that were expended.™ 1/

1/ Melvin Rishe, Government Contract Costs (Washington
DC:Federal Publications, Inc., First Ed. 1984), p. 10-7. .’
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and reasonable amount?

{. What other considerations are there in determining a fair

o When contractors incur an ordinary and necessary
business cost, the Government generally has the
burden of demonstrating why the cost is not
reasonable. Moreover, if a cost is ordinary and
necessary, the Government is generally on notice
of the cost. The Government has some responsibility
to challenge a cost before it is incurred.

o Costs which may be attributable to mistakes and ,
oversights can be considered reasonable as being
ordinary and necessary business costs. The
rationale being that some mistakes in business
are unanticipated or unavoidable, and to disallow
such costs would unjustly punish a contractor.
(See General Dynamics Corp., ABSCA 5166, et. al.,
2 G.C. Y247, 60-1 BCA 42556)

- obvious, frequent mistakes may be considered
unreasonable

o The existence of an established practice places
¢ the Government on notice of the cost and failure
‘ to object to the cost's incurrence implies
approval.

- While the existence of an established cost
practice does not ensure the reasonableness
of a cost, and the absence of an established
practice does not indicate a cost's unreason-
ableness, where a practice does exist,
contractor deviations from the practice may
make the costs highly suspect. This can be
seen in Aro, Inc., ASBCA 13623, et al., 69-2
BCA %7868, The contractor in this case had
granted administrative leave to four employees
to enable them to compete in a golf tournament.
‘ These costs were then claimed as employee
fringe benefit costs allocable to Government
contracts. It was found, however, that the
contractor's administrative leave policy did
not list this situation as one for which
employee leave was permissible., Therefore, the
costs were disallowed as having been unreason-
ably incurred.




0 When costs are incurred pursuant to an established q
practice, the reasonableness of the cost will be :
judged according to

- the overall reasonableness of the practice

- the particular circumstances attendant to
the cost incurrence

o If the Government contests reasonableness, it has
the burden of proof of justifying its position.

The above is not a complete list of considerations in a
fair and reasonableness determination; however, it should
highlight some of the more frequent occurrences.

For further guidance on this issue, consult your cost
advisory section and/or legal counsel.




;. X. THE IMPORTANCE OF DOCUMENTATION

A thorough cost or price analysis is not complete without
written documentation of the steps performed and the :
conclusions reached. |

A written record provides:

- the basis for the conclusions reached
and the basis for the prenegotiation plan

- a permanent record for future reference

THEREFORE, support ycur cost or price analy51s conclusions
with WRITTEN DOCUMENTATION to the files,




wWhat is considered adequate documentation? ' .)

Adequate documentation tells

o How

o When
o Why
© Who

of a cost or price analysis decision.

HOW was the analysis performed?

- desk review

- assist audit

- cost analysis

- price analysis

- item by item or selected review

WHEN was the review conducted and was assistance regquested?

WHY was the selected ‘information used or not used in the
analysis; and why were the decisions accepted which
are the basis for the conclusions reached?

WHO was contacted as a knowledgeable source to verify
information in the cost/price proposal (note: name,
job title, day, time, etc.})? ‘

Documentation is not limited to providing the answers

to these questions. Documentation should include all the
information necessary for somecne else to understand the
basis of the conclusions reached,




{' XI. TAL ANALYSIS N

Major Functions
- Financial Monitoring
- Contractor Purchasing System Reviews (CPRS)

—~ Final apdits

A4 Hoc Contract Management Assistance

Audit Resolution Coordination for PCMD

Review results will lead to:

- Increased Compliance with Contract
- Improvements to Contractor Accounting and Purchasing Systems

- Basis for Improved Contract Policies and Procedures

N,

- Timely Audit Resolution

AFinal Settlement of Contract Costs

Reduce Contract Costs

- Improved Management of FPA Contracts

(8/90)
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FINANCTAL MINITORING
Contracts Greater than Five Million Dollars

Financial Monitoring is a review of contractor billings to ensure
compliance with contract requirements and to ensure billed costs are
adequately supported by appropriate systems and records.

We analyze the systems and contract costs incurred to date, and based

on this analysis make determinations about incurred and future costs.

To be eligible for review, EPA established a contract value threshold

of $5,000,000 (potential cost and fee assuming all options are exercised)
for active cost price contracts. This guide is oriented towards reviews
of cost-type contracts valued in excess of five million dollars.

The financial monitoring review is not an incurred cost audit. It is
not the objective of this review to determine the allowability of costs
incurred. An incurred cost audit will be performed based on a separate
interim direct cost audit requested after completion of the financial
monitoring review.

Financial monitoring reviews should be scheduled for each appropriate
contract after at least 6 months of performance has been completed.
Reviews should be scheduled with the objective of reviewing each
contract at least once every two years of performance thereafter.

(8/90)
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BACKGROUND

i.ract Number:
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REP Number:
Contractor s Name/Phone #:

Contractor s Address:

Contractor ' s Contact:

Contract Adm./Specialist:
{Include Phone Nos.)

Program Mgr. ' s Name & MNo.:

Proj. Officer s Name & No.:

[!l'
Cadttracting Off. s Name & No:

Performance Period:
Eff. Date of Contract:

Bagsic Contract:

Options:

Tvpe of Contract:

of CAS Coveraage:
Full or Modified

(b)Y N/A. ©@mall Bus.

Concern

DATA FOR POST AWARD AUDIT
CONTRACT BRIEF
ASSGN. NO.
il




BACKGROUND DATA FOR POST AWARD AUDIT
CONTRACT BRIEF

Base Amount:

Contract Amount w/mods.: - .:)

Option Amounts:

Total Contract:

Type of Services:

Qther Pertinent Contract Terms

{1) Any Pre-Contract Costs Allowed? ' Advanced Aareements? .)
{2} Any Related Party Affiliatioﬁs?

(3) Did the Prime Contractor certify to Cost or Pricing Data?

{4) Any special Public Voucher terms?

I11.SUBCONTRACTORS: Subcontractor(s) Reguired t

Provide
Certificate
af Current
Approved/Authorized Participstion Submit Cost or Pricing
Subcontractors $ Amount A Progress Reports Data to Prime

Applicable Contract Clause

{1l) Subcontracts: : o)
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CONTRACT BRIEF

BACKGRUOUND DATA FOR POST AWARD AUDIT

Applicable Contract Clause

'i_."Ind irect Costs:

{3) Direct Labor: -
(a) LOE | )
(b) Key Personnel -
(c) ) e
(a) -

4y Dther Direct Coste: e

{ '(a) Consultants . B -

(b)Y Overtime e s
{c) Equipment e oy
(d) Printing - T B
(e} Travel - T F—_—‘_#—“"

(f)

2 In
[#]
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£
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BACKGROUND DATA FOR POST AWARD AUDIT
CONTRACT BRIEF

Applicable Contract Clause
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(B8) Other Iltems:
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OUTLINE FCR PRE-REVIEW DISCUSSION WITH THE CO/PO
FINANCTIAL MONITCRING REVIEW
CONTRACTOR

CONTRACT NUMBER

PURPOSE OF REVIEW: A Financial Monitoring Review of contracts over
$5 million to determine if the contractor is billing
actual costs incurred IAW the contract specifications.

PRELIMINARY STEPS
1. Inform the contractor of our review
2. Prepare and engagement letter
. 3. Hold and entrance conference with
i. EPA Contracts Persormel
ii. Subject Contractor

AUDIT STEPS
1. Review contract files
i. Contract

ii. Modifications
iii. Summary of Negotiations

iv. BAFO

v. Technical Evaluation

vi. Pre-award Cost Advisory Reports

2. Review Monthly Reports
i. Financial Management
~ii. Progress Reports
iii. Current Status

3. Review of Internal Controls
4. Review and Analyze the Billing System

5. Review Direct Costs
i. Direct Labor
ii. Subcontract Costs
iii. Other Direct Costs

6. Review Indirect Costs
i. Trace Pool and Base Costs to Books
ii. Verify ceiling, if applicable

7. Review Contractor’s Management of the Contract
i. Evaluate variances between Budget vs. Actual
ii. Cost-to-Conplete Estimates

8. Sumarize results of our review
i. Summarize workpapers
ii. Sumary of Findings and recommend improvements to contract
financial progress
iii. Hold exit conference
a. With the Contractor
b. With EPA Contract Personnel

9. Review and Approval of Draft Audit Report by Section Chief

10. Submit Audit Report to Contracting Officer
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10H CHIEF AFFEOVAL

PRIORITY REVIEW
ERCS only .
ARCS only

élcn
SECT
EMNVIROMMENTAL PROTECTION aGENCY
FIMNANCTAL AMNALYSIS SECTION
FINAMECTIAL MOMITORIMG REVIEW PROGRAM

CONTRACTOR NANE

CONTRACT 8 - s e s
CONTRACT PROGRAM (ARCS. ERCS, TES and etc.) e
DIT ASSIGNMENT # e - e e o e e e s e e
AULTTOR(3Y N . e e e . .
AUDIT QRJIECTIVES .
1. Review the Contract File including ElEle.I contract terms, prepare a
contract brief, preaward notes. technical and BAFO oroposal,

Ferform Freliminary Reviguw 'tﬂ!E by reviewing the monthly
reports, financial management reports and the contractor’c
statements. Determine if the contractor had or will have

tauimpnent Compliance Review.

Drogqress

financial
a CPSR and =z
Froparty?s
amount of eub-

to

an

determine the
apinion on the billing

. Revisw contract contrals

stantiye ta render

- Raview of Billing and Accounting Systeas,
4, PReview contractors Biliing svstem to determine if oo
SFS @ Couy 3. COME = e as reqguired by the
B. Foview contraciors cost accounting svstem 1o de ermnine if it is=

=

2O FEIR te, accumuls

incurred,

ageurately
actual costs

sufficiand
contractor’

« Faoview direct costz charged to the conteact to determine 1f tThey
e allowable, allocable. and reasonable. {i.e. labor. subs apd ODC‘s?
. Review indirect costs to determine if they are pronerly allocated

to the contract (i.e., Overhead and &)

of the contract.

. Review the contractor’ s managemsent

A4, Review established reports {monthly proaress reporis. public
vouchere, etc.) to determine if they adequataly provide all dﬁt&
relevant to the review of financial prooress under the contrac

"P

Review contractor’s cosf- complete sstimates

mainina work to be
nd remaining labor

L

te sstimate analyﬁi a
a

Raview cost-to-comple &
hiow uncommitied

aerformed and determine
qonitored.,

Mopers are

N, Evalnate variances betwesn budaet and actual performance.
E. Enzura the rﬁntfac*nr has adequate written policies and orocedures
oo samies waaarr bl s n e astimatos af c at ~mmaladi




YITT.

IX.

Fage 2

Summarize results and recommend improvements to contract financial
DroqQress,

Dratt and lsaue the financial manitoring report.
Draft specific requestis for an interim audit.

Flan for Follow-lUp review,

Folliow-up response to advisory report,




W/ AUDITOR S
REF INITIALS  DATE ' Fage 3

. T. Background Review

1. Review Contract Files

a. HName of Contractor
b. Address of contractor
¢c. TYelephone No. and Ferson of Contract
d. Type of Contract
e. Contract Term and Option Feriod (s)
f. Contractor’s CAS coverage
0. Is contractor a small business
h. Determine if contractor certified
to cost or pricing data
I 2. Review the Freaward Audit Reports
2. Cost Advisory Reporisz
b. DCAA Audit Reports
Beyiew the FPreaward Audit and Cost
fddvizory Reporis to determine if the
contractor’s accounting system is
adeguate and the system iz reliable.
_________________________________________________ o 3. Feview the BAFO
4, FReview the Technical Evaluation
'@
- i . %. Review the Summary of Heqotiations
4. Reviaw the dward/Contract
N Foview for specific and/or pertinent
clauses that may have a sianificant impact
onh the contract.
7. Frepare a summary of the contract
modifications
- . ¢ 8. Determine if there are ore-contract costs

and if sa, if there is an advance
agreement

?. For MODS with Cost Impacits such ag
Movation Agqreements, Indirect Cost
Changes, Reorganizations, Accounting

Svetem Changes, Fre-Contract Costs, etc..

verify whethers

#i. The contractor provided adeauate cost
impact analvsis

k. There was timely negotiation before
coets were actually incurred




REF

AUDITOR'S
INITIALS

DATE

=
“

11.

1=
"~

o
t with the Froisct
s for which he/she
ig responsible)
a. Obtain any ideas or issues of
cancern to him/her and add audit =t
Ag necessary,
b, Discuse prior auditor’s findinge with
comments on how they mav becst be
resalved
Discuss budget, monthly progress
report, financial status repart.
estimates to complete suspensions
and/or disallowances. trancsfers or
deobligations and transfers

i

113

[ ]
"

Obtain a Dun & RBradstreet Report
Tdentify and evaluate all related party
atfiliations.

Obtain copies of cogniza

{DCAa, DHHSE, DOE, etc.) r

such ass

a» Accounting Svstem Reviews _ )

h, Estimating Svestem Revisws .

t. Frocurement Svstem Reviews

4, Cost Accounting Syetem (CAS) Campliance
Feviews

2, Floorchecks {Time Reporting Revis

f. Final and Interim cost auvdits

i1
e

Review EFA files/discuse with speciali
ather relevent isesues ingludings

a. Frevious Financial Fonitoring Reoorts
b Indirect Cost Rate Aoreements

o, CPS5R Reviews

d. Froaperty Reviews

e, Conflict of Interect Revicws

Send engapement letter requesti
information from the con tra:tg‘

Hold Entrance conference with the
Pnn*rar+1nu Nfficer and Coniract
Specialist,

Nbtain a list of their concerns and add
audit steps as necessary.

®




20,

o~

W/F
REF

AUDITOR '8

DATE

INITIALS

-n
&
I
A

Freliminary Feview Staens

1.

Ld

s 28

Review the following reportsz:

a, Monthly Reports

., fOuarterly Reports

c. Interim Reporte

d. Financial/Contract Management Renagrts

@, Individual Work Acssignment/Delivery
Order Status Renorts '

. ﬁrtual Costs Incnrrﬁd oﬁ ?oniratt

0., Ftwnuftve :ummarv P-nor+
h. FReqgional Summary Report

Determine if the contractor had or will
have a Contract Furchasing Svstem Review
by EFA or DCAA: determine if approved.

)

Determine if the Contractor had or will
have a Froperty/Enuipment Cospliance
Feview and obtain copy of wmost recent
report

Revigw Prior Financial Ronitoring Reporte

Discuse contractor issuee with Financial

ddministrative Contraciing Dfficer (Fali:,

Iinte

A. FReview lisgt of all clients

B. Determine if the contracior is worbking
far several customers zimultaneously

C. Review Dun & Hradstrest Reooris for

affiliatec,

Frapara the Audit Program bhased on
fFreiiminary review to highliaght
significant review areaz and <lep
nlanned,

bt

Obtain Section Chief approval of audit
royuiew prOGgram.




W/F

REF

AUDITOR 'S

INITIALS  DATE

Lol

Pl 4

Fxge &

of Internal Controls

Obtain a copy of most recent Certified
Financial Statementss
4. Review CFA's apinion.
b. #Alert C.0. to adverse changes
in contractor’s financial positien,
c. Determine if CPA commented on
internal controls.

Review EFA and DCAA audit
daternine what reliance
on the contractor’s

renarts to
olaced
internal controls,

can be

Determine if the contractor has
sc¢tablished procedurss to safequard its
agsets, and check the accuracy and
reliability of ite accounting data.

Feview contracior'e written policies

and oroacedurss
A. Timekeeping
R, Travel

T, Sube anra.+1n

Reaview nertinent Internal

o
1]
2
Q
"':
-+
th

@

@




W/F AURITOR S
REF IMITIALS DATE ' Faoe 7

pr.

¥ 1Y, FReview of Killina and fprecounting Svystem

1. Compare bills to contract

terms/conditions

a. Determine if bille exceed any .
Contract Ceilings (i.e. Labor ratec,
noC ‘e, fverhead., G&A and Feeg)

b. Determine compliance with Multiple
appropriation/account requirements

c. Determine if Compliance with
invoicing provieions

(Fublic Vouchers)

a, Bummarize all bille by cost e

b. Determine how freguently hille are
submitted

c. Determine if fees are charged at
contractual rates and awplied to
correct cost base

- ) 3. Trace billinge to contractor’s
/ accounting recorde
'@
L o 4. Determinz if Contractor’'s accounting

svetem ie cufficient to acocumulate.
seqregate and report the coniractor’s
actual costs incurred for fthe contract

in total as well as by WA ar DO

5. FReview Journal Entries to determine if
cost is being transferrsd bestween
contracts,., work assianments, delivery

orders, etc. If co. deteraine why?

&. Determine what procedures are used to
monitor when ?5% of the contract
ceiling has been reached.

7. Determine if there is an establiched
zvatem to correctly accumulate znd bhill
gite specific costs in accordance with
contract regquirements,




WAR AUDITOR'S - . )

REF INITIALS ~ DATE Fage R

¥ IV, Review of Rilling and éccounting Svstem
fcontinued)

2

. Determine if costs are being charged to

the correct W/4 or D/0

A. Check for authprization of
sxpenditures billed and oraof in
file

R. FReview syctem to determine
capability of identifying
charge2s by W/&4 or D/C

C. Review the actual start date of
charges to WAs or D/0s compared to
Effective dates per contract

<43

L o Y. Determine (from Rillinos, F.0. Comments,
) or fluestione tg Contractor) whether there )
is or whether there has been zx history of .
sucpended or disallowed biillinas and
current status.

10, Compare billed coets to egtimated

contract costs to determin

a. Whether there may be exce
that could be deobligated o
transferred from one cost
to another

b. Whether the contractor has or may
overrun the contract

c. Compute dollar values

&

'Y,




ek

. W AUDITOR'S

REF IMITIALS = DATE ) Fage ?

Y. Review of Direct Contract Costs.
f#. Review of Labor Charges.

1, Obtain and review ¢
) writtesn time reporti

opy of contractor s
ing policy.,

. 2. s the time renorting function
separaied from the personnel and
pavroll functions?

a., Who fills out the time cheet?
b. Who signs the time sheet?
c. Who approves time charged
d. Does fime cheet contain the detail
. necessary to allocate the labor
coets to a contract, a work zite
{ and multiple approoriztions
' . ’ : accounte,
___________________ 3, For ceveral months of bille, itrace all
- direct labor costs io paveoll records
and time sheets, )
A. Determine if labor chavaes ars
proper lr supported,
b. Determine if all labor chargees are
allowablm, allocable, and
rexsonable,

¢. Determine if the laber chargeg were
for woark performed op the copiract.

d. Determine if labor calegories were
crose charged {i.e. clean-up tech as
a chemist).

e, Determine if cross charqging has any
dollar impact on the contract,

f. Yerify that employess charoed meet

educational and srperience

requirenents for categories charged.

4, Compare time recorde to key personnel
clauge in contract, Make = he:
personnel are being used to Lerf

e,

. ag required by contract,
- N overtime c =z to determine if

Feview overtime charges

they are allowable under the contract

2. Letermine contractor’s writisen
golicy for authorizing overtime

L]
.




Ww/F
REF

AUDITOR 'S

INITIALS  DATE

V., Review of

4. Review

d

@

Fage 10

Direct Contract Costs
of Labor Charges (cormtinued)
b. Determine if the overtime charosd -

an the sample of time zheetes was
properliy authorized.

. Determine whether unpaid overtime
ig reqularly worked and how it is
accounted for.

Determine the contractor’'s actual wage

etperience

. 0Obtain copies of any

oalicies

be

b. PRazed on the contracter’s written ]
or vwerbal oolicy, and available

information, compute the

contractor”’

compare

S wage 2ceal
to pronocsed values.

agement offart ic

@ing charned consistently with the

BAFD (Direct or indirect and “unction,
Ltle, and guantity of hours charged)

Datermine whethar man:

Deteraine that Direct
for smplovess rathaer

or sub-contractors

EA

l-b charaes
tha LLﬁsulfants

If LOE tyoe contract, determine actual
LOE and compare to contract to see if
fee adjiustiment is applicable. Assure
that contractor ie computing and
reporting actual LOE correctly.

Tect whether the contractor is

cerforming unauthorized work

Test timing of work performed i

covered by Ferind of Ferformanc

E. BHe alert to services provided
which are properly authorized in

>

g
2

"I")

the Statement of HWory
I it appears thalt the work was
not auvthorized by the contracting

if 1t wasz

&

trv to determine
by somecone elze.

afficer,
anthorized




W/ AUDITOR'S
REF IMITIALS DATE

e Ty

tod

Review contract file and lict
subcontractore,

htain a coov of the contractor’s

written Subcontracting procedurss,

. Doeg the Prime monitor the

verformapce of the subcontractns

b. Does the Frime regquire progress
renaorte nf the subcantractor

c. Did the subcontractor provide a
fertificate of Current Cucet or
Fricing DPata to the Frims

d. Determine if the Subcontract Flan
is included in the contract as
required by FAR. Make a Copy for
the audit file.

oy

Determine the actual dollar
garticipation of each subcontractor.
Compare the inception to date

experience with the contractual

limitations.

Determine whether subcontraciors have
teen araperly approved or apprapriate
notifications have been made in
accordance with the terms of the
contract.,

Yerify that any indirect coste ar
orotit/fee xllocated by the prime
contractor ta subcontractor tosts iz
allocable and in accordance with
contract provisions.

Determine whether the arime contractar
nrocedures for determination of
accurate and reasonable subcontractor
accounting systems and billinge are
adeauate and routinely followsd.

Raview the subcontractor’'s billings
{invoicee) to determine if they are
adeguate in detail to monitor/identify
a. any ceiling coste (ODC etc.d

b, Indirect ra

c. Specific co

d. LOE data

teg
st elements (DSl 24}




W/R AUDITOR'S
REF IMITIALS DATE
¥ 2.
— X9,
.................................... —_ 10.

2., Quantifv,

2. Have Contractor

Fage 12

oes the contractior (if large bucinesz)
wbmit invoicec for payment befors
ayving itz own subcontracters?

if applicable
1

arovide sched 3

which indicate the date rosts were
A

=

« Calculate lost inter:

i. Pilled by prime to EF
ii. Faid by prime to subcontractor
iii. Faid by EFA to orime contracior
fdre csubcontractor’s applied indirect
vrates acceeptabhlae?

etermine how any firxed laboratory
ates are establishad for
c

subcontractore.,

@




/e AUDTTOR 'S
REF . INITIALS  DATE

-

L., Review of Qther Direct Costs

R,

-tc cost obieg

Feview contract file to determine if
there are any contractual ceilings
nlaced an the QDE's, Determine
cumnlative amounte invoiced by ceost
element,

Trace cample of the ODC hillinas to the
contractore acoounts payable records
and invoices. ’

a. Determine if all ODCs are actual,
necessary and reasonable.

b. Determine if any expenses that
should have been charged indirectly
were charged ac 000 expenses,

C. Determine if any contractual
ceilings have been exceeded oF are
likely to be exceeded hefore
completion of the contract.

Lfnr & mritteﬁ

e sample travel
erpences reviswed comply with
contractual limitations, the
ccontractor’s written policies and
the GTR.

etermine whether subcontractor fee hacs
heen billed in accordance with the
contract.
Feview direct ourchacses of supplies,
materiale, equipment, etc, Lo deteraine
whether property has been purchased and
properly approved under the contract.

Determine if computer charoes are
hilled 2t actual rates: if not, are
the estimated rates adiusted to
artuAIm. If =0, how and when? &
ar/under absorhed coste allocats

ectives nraperiv?

Have the contracior m*nv'vdw
sunporting data for all formulas and

adiustments made




W/ AUDITOR 'S , ,
REF INITIALS  DATE Fage 14

C )

* 7, FReview Eguipment Usage/Rental rates and
determine how the coceiz are nriced?
Obtzain adequate support from the
contractor, IAW FASR 13, does the

2

contractor get title to any graopsriv.
1f z0. when, and is the title obtained
after the government pays for the
property?

4. Review Leases for Purchace Credit
k. Deteraine if goverament holds tit

n
i

et et e s et e 3. Determine if Consultants provide
avidence of the nature and extent of
services offered,

A 9. Laboratory éAnalvsis.

A. Determine how the fixed laboratory
ratec are establiched and how we can
assure that labor involved with the
lah services is not billed as Direct
Labaor.
B, For Lab analyeis cocts based on the ‘)
contractor ‘s own catalog prices.

determine if:

(a) the catalog has been approved
for use.

ie) the contractor hills from the
cataloon.

Yo the billed orices are burdensed
with G&a or fee 17 en

=
guestion the G&% and f

# 10. Follution Liability Insurance

Specific contractore (CDM. Malcom
Firnie, NUS, Weston., Ebasca, R&Y., and
Hill} have heen identified to perfarm
diligent efforts to cbtain insurance
from the private sector.

During the review of these identifisd
contractors, determine:
{(a) what they have done to obtain .
pollution liability insurance? .)
hy if they have obtained 1t, how i
charaged (direct/indirect) and what
is the cnet, coverage, ete.?




'@

W/F
REF

SUDITOR 3
IMITIALS

DATE

caviow 0f Indirect Costs

Detzrmine the contractor’'s established
indirect cost allocation bases and verify

<,
tha* such baseg are consistent with the
ntract,

Determine from the coanizant contracting
officer for indirect rates what the
currently approved rates are and which
vears have final negotzatﬁd rates.

Determine if indirect expense charges
B

~

are in accordance with applicable
contractual limitations.

Feview contractor ‘s most recent:
Interim Financial Statements (YTD)
Certified Financial Statements
Froijected F/Y Financial Statementic
F/Y Budoet

Caleulation of moet recent gverhead/ G4

Ratac

a. Hasged on this data computie overhead
'and G&A rates to determine if current

billing rates are reasonable.

1. Remove 21l unallowable exoenses.

2. Remove expenses thai are charosd
direct.

5. Review expensss 1o

F-4
1]
-
)
g =]
%
Q
=
4]
-
<,
1110
"
[n}
=
D 3

{ g2 to accounting
1rd‘ {i.2. if labor dollars iz
ee, trace to oeneral ledasr and
rall reaister).
h. If rate: wera based on budoet
infarmation., compare actual CfE'“
the budget.

e

o
[T I\'l

3
gl

,.u
il

[lud
e

. Yerify that billinoe for indirect caoste
apre thSlstenf with the contract

. HAssure that Indirect Cost Submissions
are current, not over %0 davs afier FYE




Ws/F AUDITOR'S
REF IMITIALS  DATE

X

Yil.

Feview of Contractor’'s Management of the
Contract

Review of Contractual Reporting Require-
ments to determine whether the established
raporte adequately nrovide all d. &
relavant tn the review of financial
orogrecs under the contract and
coneistent with contractor’s vou
accounting records.

re
chere and

#. Review the manthly progress repaorts to
determine ify

1., the expenditure of coste and hours far
bothy contractor and subconiractori{s).
appear to be accurately renorted. .

ported houre are actuals or .
teg?

3, the esctimated cosis K
the next reporting

Z. the re
potima

and hours to be

expended during tt
ceriad ars reported.
4. the additional estimated costs and

houre needed to complete the work are
reported. And if not, request the
current cost-to-complete estimates
from the contractor if appropriate

fa) Get the contractnr’'e explanation
af how they developed the cost~to
-complete estimates.

(i) Evaluate expense trende and
relationships

{11) Review any wariance hatuece
budget and actual per¥orm
ce (i.e. labor skill wiz,
etc.).

{iii) Review pDast three
of cost to complete
satimates,




WoE
REF

1Y

AUDITOR'S
INITIALS  DATE

)
.

Fage 17

any problem{s) affecting completion
of the work within the authorized
budget are reported.

{a) Compare the contractor’'s current
budget for the contract to actval
expensesy follow up on any maior
variance.

sufficient data is reported to monitor
the actual rate of espendilture of
hours and dollars for the overall
contract, as well as each individual
work assignment.

{2) do the reporte show the contract-
or’s calculated hourly rate {Total
Cost/Total Hours)?

Mote: We should be able to compuie
thig data if the above reporting
requirements are beina performed by
the contractor.

If our review of the calculated hourly
rates indicate that there is a need to
redirect work efforts to complete the
work within the budaeted amounts, the
applicable Contracting Officer, Fro-
iect Officer, and Work Assignment
flanagers should be informed
immediately.

B. Review the public vouchers and acsure

that the coste are presented in the
format required by the contract and beinn
hilled IAW government regulaticns.

.

are individual cost elements
adequately shown?

Are current month and cumulative costs
adequately <hown?

Are subcontractor’'s costs properly
shown?




W AUDITOR ‘S
REF . IMITIALS  DATE Page 18

UITT. SLMMARY

_____ 2, Dieclocse contract issuee that nesd
interpretations or clarificatioang

. Tdentify cituations in which the

rntractor is in non-compliance with

4., Fecommend improvemente to contract

financial proaress reporte zo that

EFA may properly manage the coniract:

2. Dizclosure of the coet impsct of
actual indirect expense rates

b. Explanations for maior variancecs '
hetwesen budget and actual wvariances. .)

c. Revorting of D77 houre and premiuvm,

d. Detailed projiected expenses for nezt
Ehree (3) monthe activity.

2. Braiphs which detail variances

hetween sach month’'s performanice,

] %, Conduct an exit conference with the
cantractor o
i

dizcuss the recults of the
i

in verification of anv

Feview o




B

W/
EEF

AUDITOR "5
INITIALS

DATE

YII,

Fage 19

FREFARATION OF FINAMCIAL WMOMITCGRING REFORT

1. Dratt the financial monitorinag report to
cover findings obtained. Include
qualifications on any limits to the
vroagram due to lack of data, time, 2thc,

. Obtain the Section Head approval of the
draft,

3

14

. Digouss resulte (Drafi Regort) with the
Contracting Officer, the Contract
Specialist and the FACO Tor assurance of a
thorough understanding of the tissuee.

4, FPrepare and Issue the final report.

%, FPrepare finding coding sheet for FASKIS.

DREAFT SPECIFIC REQUESTS FOR AM TMTERIM AUDIT.
Frepare list of gspecific audit aress -
interim audit request and provide to
Cloce Qut FMonitor.

FOLLOW P REVIEW

1. Fregare file notee for idertification of
areas to he included in a follow up
revicuw,

FoLLOW UF OM RESPONSE TQ REFORT

1. 0Obtain Flan of Action znd Milestones
(FOAMY from Contracting Qfficer/
Contract Administrator if one is
arenared.

2. FRewiew the FOAM and discuss it with
the Contracting Officer/Administrator.

T, Track/acsist in resclution of findings
until closed Frovide summnary to Section
1




WSE AUDITOR 'S
REF IMITIALS DATE

| o

Page 20

EXTRA STEFS TO COVER IF TIME FERRITS

1.

it

n
m

19.

Review iustification for exercise of tionz

A. Determine if a current analysics

performed by EPA Cost Advisory or DCAA
t

an reasonablenecse of castsSra

on
HWAS

If poseible, talk to emplovees

A. Talk to forner emplovees

B. Talk to emplovees that may be leaving
the company in a few davs/months and ask
Uhy? 4
Letermine why there is turnover in the
CPA firms, if anplicable

[y
»

Floor Check a sample of emplovees, both :
direct and indirect gerforaing under this )
contract .

' vr's Tax Returns
4. Check for Sale of Capital Ascatg

- that should offeat
depraciation

Feview the contracior s Board of Director’'s
finutes

lee ipternil audit etaff to identiify come
findinge

Be aware of Idle Facilitieg

whather contractor svetem credits
o charqe) equipment undérgoing

ce and repair and associated Labor
=1

Determine the number and obtain list of new
orovisional equipment and labor rates

proposed by coentractor since inception of

cantract,

Determine the number of thecse not vet )
establiched ag fixed rates .

Verify contractor pavment to emplovess
iz consistent with waoe determination
rates and FL3A and CWHSSA




@

EMGAGEMENT LETTER

ATTN:
Dear
Contract number hzs been celected for x financial

monitoring review. In accordance with the audit clauge 52.21%-002
incmryor:t?d by reference in the contract, please make available your
accounting records and other documentation supporiing the amounts inveoiced and
your perf ormance of the work under the contract.

The purpose of the review will be tn determine ifs: (1) your billing and
cost accounting systems are adequately creating accurate public vouchers and
monthly oroaress regports, (2) vou are maintaining proper supporting
documentation for expenses charaged directly to these contracts, (3} billing
ratee for indirect exuen<es are supported and reasonable., (47 cost {n complete
petimates are accurate and (5) vou are generally in compliance with the terme

(. af the contract.

In arder to expedite our review pleace have the informatinn regquested in
Attachment A available for our review at your Corporate Headauwarters in
- for the week of .
Flease Qrovldﬂ all items identified with an asterisk X ioc us wi
after roceipt of thiec letter and any other iteme that are reas

-

prior to our scheduled review date, UWe will bald an entrance conferenie upon
arrival at vour office and iemediately following the conference we will begin
our field work. will be the auditor-in-charge of thie
review. We will alsoc hold a preliminary exit canference upon completion of

aur field wark,

During our review we will want fﬁ review your pavroll regicte c
disbursenents journal, general ledger, iob cost ledger, time cheete, tr
vouchers and vendor invoices, Add1+10nal information and recarde may als
reguested during the course of this review. In order to esxpedite nur review,
your azeistance in assuring timely access and response to the request d
would be extremely beneficial.

If vou have any guestions pertaining to this audit review, the auditor

may he reached at (202) 475 - .

.




o




Flease acknowledge receint of this letter
Thank you for vour contipued cooperation.

Sincerely,

Dale W, Fobkerzon. Thief
Financial Analyszis Sectiorn

41) Contracting Officers involved with the contracior
EFA Froject Officer
Coptractor’s Controller, Finance Officer. and/or Contracte Manager
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ATTACHMENT A

T3
n
1t
1]
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pEﬂHEQTED DATA FOR FIMAMCIAL WOMITORINMG REVIEW

Copy of most recent Certified Financial Statements
&, Interim Financial Statements (Year-to-Date?
B. PBudoets for Current Fiscal Year & Next Fiscal Year

Moead
M ad

hree (3) months

1 (]

Fublic Youchers for the most recen

eriod indircated in 82

o

Fequired Monthly Froarese Reooris for th me
fi. Ponthly Froogress Reoorts

B. fLontract Fipnancial/ Manage ement Statue Feports

£f. Executive Summary Reports

D. FReqional Summary Feporis

£. Individual Work Assignment/Delivery Order Status Reoorts

F. QGuality Assurance Renorts

]

€

b )

Written Foliciee and Frocedures
&. Timebkeeping

B. Travel

C. Subcontracting

D. PFurchasina/FProcurement

E. FEauioment/0DC rates

Timesheets and Favroll recorde for peviod indicated in #S

Sunporting cost recor inclusive of paid invoiges. cancelled checke.
el &

i ¥
nd ledgere for selectsd vouchers

ctrating pool and baze costs calculatino:
tual Indirect Ratec
e for lLast Fiscal Year

Schedules illu
%, Lurrent Ac
H. &ctual Rat

Current Cost-to-Complete Estimates fov n

4., An explanation of the actual orocedures us
the Coct-to-complete estimates

BE. An explanation of any variances al o =

C. 4an explanation of the actual 9r3cedures uced to monitor costs when
79% of the contract ceiling ha

Feconciliation of Booked ve Rilled Costice (Incention—-to-Date)

Frovide sc
this contr

chedules identifying all Overtime Fremium charoes billed under
act,
C L

Liet of all consultantes utilized on this contract.

&. Frovide a copy of the consultant agreement

B, Frovide the negotiated amount and neriod of performance
Costs hilled to date by month for sach consultant

"
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ATTACHMENT A Fage 2 of 2
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% 12. Frovide 2 list of all enplovees working on this contra
#. Name of emploves
B, lIdentify employee by F-level .
C. Provide current actual base labor rate
D. Houre billed to date by emplovee by F-level
13, Frovide sslect: avel vouchers for the zame period of vaouchere
reviewed as ’

urrent list of Key Ferconnel. If there have heen anv changes
singe conltract award. provide MODH with Contractlng Officer approval.
Are the key personnel beina used to perform as reauired by the
contract? Frovide Resumes as requested,

rovide lList of all Subcontractors

Frovide negotiated amount of each subcontract

Copy of Subcontract Agreement (for subcontracts over $200,0001
Feriod of Ferformance of each subcantract

¥ 15. F

Do I » Al o4
s

¥ 16. Provide schedules showing LUE by contract performance periods and show -
iculated percentages of LOE delivered, .)

LA

¥ 17. Frovide schedulee of ODC's by cost element since contract incentiaon,

F 3
[ aad
-
i

g. Frovide a licgst of eguioment uwtilized on the contract
1. Quwned but previously leaced

b, leased

v, Dwned

-D

¥ 19. Frovide Eguipment Usaq
-

age/Fental rates with data supporting how the rates
are detlermined and adiue

ted.

.
=

. Frovide computer and other ODC billing rates with zupporting data.

-~
I"‘l
j:

¥ 21, Provide copies of most recent Indirect Cost Submiscions
DCAA or other cognizant agency.

¥ 22, Frovide flow chart of accounting/billing cvstem.

¥ 23, Provide an organization chart of the parent company and all
subsidiaries.

._)
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CONTRACT NURMBEF

on

EMTRANCE CONFERENCE QUESTIONS 70 CONTRACTOR Faae 1 of

NAME OF CONTRACTOR

GUESTIONS TG COMTRACTOR

I. 1. Are there any Fre~contract costs incurred?
If so, is there an advance agreement?

3

. fAre any contract modificatione pending? Diszcues.

II. 1. Any follow-up questions from response to ennagement letter?

2. When waz your last Purchasing System Review performed by EFA or DCAA?T
Was your system approved? If s0, nrovide approval.

3. Has there been any recent Fropertv/Equipment Compliance Revicw
performed by the Government? If zo, please pravide copy.

related party affiliations (if noted during review of Bun and

a2t Report) and conflict of interest (if determined fronm
r.:tmr'e list of all clients and/ar if the contractor wark for
customers simultanzously).

YRRRY
~ T

1]
i
<
D
i
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et

”fII, 1, What types of Internal Controls does the company have?

Is there an Internal Audit Staff?
fire there written Timglkeeping Folicies and Procedurss?

what are the source records, the

S
ne, etc.”?

IY. 1., How are bills preparad? That i
process followed, reconciliatior

Who prepares/reviews bills(invoices)?

wcoounting

J2¢]

Can the invoices be tied in directly to the iobh cost
gvatem fcontract in total as well as by DO or WA)YT

2. éare the total coste

-3 {
2quivalent to the cos

by coct elementd 1n;urrpd on this contract
t i the invoices?

1f not, what differencec exict?

Hinw fronuently are umnpehare splbmytdad?
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Fage 2 of S

Have all of the Weork Assignments and/or Delivery Orders being warked
on been approved by the Contracting Officer?

Pid you start working on any Work Assianment/Delivery fOvder prior to
the effective date of the contract? If so, why?

Are there any excess funds (based on the comparison of billed cocte
e

to ecstimated contract coste) that could be deobligated or transferred

4. From one cost element to another?

E. From one work assignment to another?

Has there been any suspended or disallowed billings under this

contract?

If s0, what ic the current status?

Is yvour timekeepina/time reporting function separate from the .J
personnel and payrall furctions? That is, does the same personigd

who handles the timekeeping function also handle the Fersonnel and/for
Favroll functions?

Yho fills out the timecheet?

Who signe the timesheet?

Who approves the time charaed?

How often are timesheets prepared?

Do the timesheets contain necescary detaile to identify and allocate

labor costs to a contract. & work site, and muitiple approoriations
accounts?

Have there been any changes in key nersonnel identified in the
contragt?
1f <p, provide Contract Mod # with CO approval.

Are the bev personnel W2ing weed to perform as required by the .
cantract?

What ts the accounting treatment of unpaid overtime?
What is the company’'s oolicy on unpald overiime?
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V. A4, Are there any consultants., part tiase emplovess, nr subcontraciors
billed under direct labor or as OLCs?

If so., identify who: how {(what cost element) they were billed., what
cervices they provided, and their cost, :
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Y. Bl. What are vour procedures for determination of accurat
suboontractor accounting systems and billinaos?

Are they adequate and are they being followed?

Baz a copy of the Subcontract FPlan submitted to EFAT If not. srovide
a copy 1f available. :

-
I

(ih How do vou monitor the subcontractors performances

Do vou reauire progress venartssbhillings for the

subcontractors?

s,
-

fost

(23

{iiiy Did the szubcontractore pravide z certificate of current cast o
pricing data to the arime?

~3

. IFf yau are a large business, do vou submit inveoices to EFA for
pavment nf subcontract costs before you pay the subcontractore?

vre any fixed laboratory ratee used on thise contract for
subcontractors? If so. how are they established?

o
il
.

Y. -Cl. Have any contractual ceilinge (on any cocst elements} been exceeded or
likely to be exceeded before completion of the contract?
If so, what cost elementic) and amounts?

i
g
.

Digcuss direct purchases of supplies. materials., =quipment, etc. to
determine whether property has been purchased and praperly approved
under the contract?

Lot »

3 Hae there peen any contractor acquired squipment previoucsly leasad
r

-

the contract?

It so. plesse provide a current ligting.
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Page 4 of 5
Is there any leased egquipment. from outeide vendore or interiintes
company owned, being uwtilized on the cantract?

If co, please provide a liet of all leased equipment on this
contract.

{2) Ie the equipment leaced from outside vendors? .

(b)Y Is the equipment leased from an Inter/Intra Companv?

(o) Is the pguipment cwned by the contracior & leased to EFE7

1]

{d) Do vou get title to any leased property? If so, when. And. is

the title ohtained afier the aovernment pavs for the nroperty?

{a) Computer Charaes=:
Are they billed at actual rates or eztimated rates?

If billed at estimated rates. are the estimated rates adiunsted
to actuale? How and when?

If billed al estimaled rates and not adiusted to actuals. how

the aver/under absorbed coste allocated {(direct/indirecti?
That ig, if the variance (over or under) iz material in

amount, ie it adiusted to the applicable contracte or adiusted

in the indirect poolis) at least annuallvy?

Motes If material, the contracle should be adiusted.

Are all clients heing treated equalliyv?

Provide supporting deta for all formulas and adivstments made,

Verify that if degpreciation ic used as a part of the computer s

actual cost, it is deducted from the averhead pool.

{b) Equipment Usage/Fental ratas:

How are the costs oriced?
Is equipment (such as field egquipment) billed on a rate

bagsis?
If o, what are the hilled rates and what i the basis
1f the ratec?

Frovide supporting data,

i
o

C )
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VII.

Ca.

=3¢

7.

{c) Fixed Laboratory rates

Have vou incurred any Lab. Support (ex: mobile lahb.)

If s0, are vou using a

If vou are using a fixed rate.

How are these rates ecstablished?

D+
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Do Consultant
and extant of

U0
zer

iWwoan

100 documentation provide evidence o
vi offered?

Does the contractor’s

travel erxpenses
limitations,. contractor’c w ol

cr
ritten policies and the GTR?

fee., etc.) been billed in accordance with t

Hae fee (base
Discuss.

What has the contractor done to obtain nallution
IT it has been obtained. how

iz the cost, coverage, etc.?

Discuss overhead rates, billing vs actual, and

variances.,
the billed rates as the coantractual billina

Are the same

Have the FYE Indirect Cocst Submissicons been submitted on

fpot over 90 days after FYE) basis?
Determine who is the cognizant audit aaency?

Which fiscal vears have final neootiated ratec?

management and curren
adenu

financial
and do they contain
contract?

Are the monthly nrogress,
reports beina submitied on time
sufficient data as required by the
{a) Do the monthly proaress reportis tie to the anplicable
vouchers?

15 it charged (direct/indirec

reasons for

fixed rate to bill thece coste?

what rate is being billed?

f the nature

wmply with contractual

he contract?

liability insurance?

1) and wh

kY
o

arny

rates?

a current

t status
ate and

public
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Contractor Purchasing System Reviews (CPSR)

Objective

A CPSR is a review of a contractor’s total purchasing, subcontracting
and material control system.

The Federal Acquisition Regulation (FAR) covers the topic in Subpart
44.301, where it states the "the objective of the [CPSR] is to evaluate
the efficiency and effectiveness with which the contractor spends
govermment funds and complies with goverrment policy when
subcontracting", The CPSR assures that the contractor applies sound
purchasing practices and provides maximm protection to the govermment.
The FAR further states, "The review provides the administrative
contracting officer (ACO) a basis for granting or withholding approval
of the contractor?’s purchasing system.

Please refer to the Envirommental Protection Agency (EPA) Manual for
Performance of Contractor Purchasing System Reviews (CPSR) for guidance

in the review of the contractor purchasing systems. It also provides
the Contractor quchasing System Review Program.

XI-36

(8/90)
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APPENDIX A

Cost Accounting Standards

What is a Cost Accounting Standard (CAS)?

A CAs is a fairly general guideline for cost accounting
practices and procedures to assure more uniform treatment
of costs by government agencies and their contractors.

PL-91-379 created the Cost Accounting Standards Board
(CASB) as an agent of the Congress.

The CASB, while in existence from August 1970 until
September 1980, issued nineteen standards.

What are the Nineteen Standards?

CAS 401 - Consistency in Estimating, Accumulating and
Reporting Costs

The purpose of this standard is to insure that practices
used in estimating costs for a proposal are consistent with
cost accounting practices used in accumulating and reporting

CAS 402 - Consistency in Allocating Costs Incurred for
the Same Purpose

The purpose of this standard is to require that each
type of cost is allocated only once and on only one basis
to any contract or other cost objective. The criteria for
determining the allocation of costs to a product contract
or cost objective should be the same for all cost objectives.

CAS 403 - Allocation of Home Office Expenses to Segments

The purpose of this standard is to establish criteria
for the allocation of the expenses of a home office to the
segments of the organization such as one or two, or more,
divisions, plants or other sub-divisions which report
directly to the home office.

CAS 404 - Capitalization of Tangible'Assets

The purpose of this standard is to establish criteria
for capitalization of tangible asset costs so that adherence
to the policy will facilitate consistent measurement of
costs over time,




CAS 405 - Accounting for unallowable costs .)

The purpose of this standard is to facilitate the
negotiation, audit, administration and settlement of contract
costs by establishing guidelines for the identification of
unallowable costs and the consistent treatment of these costs
using sound cost accounting principles., (This standard does
not govern the allowability of costs.)

CAS 406 - Cost Accountigg Period

The purpose of this standard is to provide guidelines
for the selection and establishment of time periods for
the use of cost estimating, accumulating and reporting.
Through the establishment of time periods the effects of
variations in the flow of costs will be reduced, the contract
closing process will be more objective, consistent and
reliable and contract cost measurements will be uniform in
comparative analysis.

CAS 407 - Use of Standard Costs for Direct Material
and Direct Labor

The purpose of this standard is to specify the conditions
under which the contractors can employ standard costs for
direct materials and direct labor. .)

CAS 408 - Accounting for costs of compensated personal
absence

The purpose of this standard is to require that the costs
of compensated personal absence be charged to the accounting
period in which it was earned and that the cost for an entire
cost accounting period be allocated or a pro-rata basis to the
final cost objectives.

CAS 409 - Depreciation of Tangible Capital Assets

The purpose of this standard is to provide the
guidelines for

determining the service life of an asset

selection of a depreciation method

determining the residual value

determining the disposition of gains or
losses on retirement

° determining the allocation of depreciation

to cost objective

© ¢ 0o o




CAS 410 ~ Allocation of Business Unit General and
Administrative Expenses to Final Cost
Objectives

The purpose of this cost accounting standard is to
provide criteria for the allocation of business unit
general and administrative (G&A) expenses to business
unit final cost objectives based on their beneficial
or causal relationship.

CAS 411 - Accounting for Acguisition Costs of
Material

The purpose of this standard is to assure the
consistency of accounting for material costs and that
the policies for accounting for material costs are in
writing.

CAS 412 - Composition and Allocation of Pension
Costs

The purpose of this cost accounting standard is to
provide guidance on determining a period's pension cost.

CAS 413 - Adjustment and Allocation of Pension Cost

The purpose of this standard is to provide guidance
on the assignment of actuarial gains and losses and the
valuation of the assets in the pension fund. It also
provides guidance on the allocation of pension costs to
segments, :

CAS 414 - Cost of Money as an Element-of the Cost
of Facilities Capital ~ :

T
The purpose of this standard is to provide some
cost recognition of the impact of inflation upon fixed
assets and makes some provision for the cost of money
invested in fixed assets.

CAS 415 - Accounting for the Cost of Deferred
Compensation

The purpose of this cost accoﬁnting standard is to
provide the guidance for the identification, measurement,
and allocation of compensation to employees (i.e, pensions}.




CAS 416 - Accounting for Insurance Costs .)

The purpose of this standard is to provide criteria for
the measurement of insurance costs, the assignment of such
costs to cost accounting periods and their allocation to
cost objectives. The application of these criteria should
increase the probability that insurance costs are allocated
to cost objectives in a uniform and consistent manner.

CAS 417 - Cost of Money as an Element of the Cost
’ of Capital Assets Under Construction

This standard provides for the determination of an inputed
cost of money to be included in the capitalized cost of
acquisition of assets developed, fabricated or constructed
for a contractor's own use. Application of this standard
will provide increased uniformity in accounting for the
acguisition costs of assets.

CAS 418 - Allocation of Direct and Indirect Costs

The purpose of this Cost Accounting Standard is (a) to
provide for consistent determination of direct and indirect
costs, (b) to provide criteria for the accumulation of
indirect costs, including service center and overhead costs,
in indirect cost pools, and (¢) to provide guidance relating )
to the selection of allocation measures based on the beneficial .
or causal relationship between an indirect cost pool and cost
objectives. Consistent application of these criteria and
guidance will improve classification of costs as direct and
indirect and the allocation of indirect costs,

CAS 420 - Accounting for Independent Research and
Development and Bid and Proposal Costs ___

The purpose of this Cost Accounting Standard is to provide
criteria for the accumulation of independent research and
development costs and bid and proposal costs and for the
allocation of such costs to cost objectives based on the
beneficial or causal relationship between such costs and
cost objectives. Consistent application of these criteria
will improve cost allocation,
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. How did Cost Accounting Standards evolve?

Admiral Rickover, at Defense Production Act hearing,
was invited to comment on the general area of defense
procurement, In his testimony, he made some specific
comments on accounting practices, They were:

-~ "The lack of uniform accounting standards
is the most serious deficiency in
Government procurement today."

-~ "Industry will not establish such standards
because it is not to their advantage to do
so," :

-- "The accounting profession 'has had ample
time and opportunity to establish effective
standards' but pays 'only lip service to
the concept.'”

-- "I1f uniform accounting standards are ever
to be established, the initiative will
have to come from Congress."

The Bill, however, as reported out by the House,
contained nothing about accounting standards.

In the Senate, Senator Proxmire added an amendment to
the Bill requiring the Comptroller General to do a
feasibility study for applying uniform cost accounting
standards to all defense procurement of $100,000 or
more. (PL-91-370)

GAO study was completed in August 1970, recommending
the development of CAS. Congress agreed. The Cost
Accounting Standards Board was established as an agent
of Congress to develop standards for defense
procurements, (PL-91-379)

In July of 1972, GSA issued a temporary regulation
making CAS applicable to non-defense contracts and
subcontracts.

In December of 1974, FPR Section 1-3,1200 was imple-
mented formally extending CAS to civilian procurement.

And now Federal Acquisition Regulation Part 30
implements CAS.,




How does the Contracting Officer determine CAS applicability

under FAR or FPR? .)

Cost 2Accounting Standards for Nondefense Contracts (FAR)

Is the contract:

- with a small busiress or,

- with an educational institution or,

- with a foreigr government or,

- formally advertised or,

- $8100,000 or less or,

- awarded based on adequate price competition or,

- price set by law or regulation or,

- awarded pursuant to a labhor surplus area set
aside or,

- price based on established catalog or market
prices of commercial items sold in substantial
quantities to the general public?

<f\ YES > No cost accounting
/ standards apply

o L J

Is the business unit currently performing any CAS-covered
national defense contracts?

NO > No cost accounting
/ standards apply

YFS

Did the contractor receive:

- a single national defense CAS-covered contract
award of S10M or more, or
- S$10M or more irn national defense CAS-covered
contract awards during the preceeding accounting
period, or
- Less than $10M in national defense CAS-covered
contracts in the preceeding accounting period .,
but such awards were 10% or more of sales?

A-6
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NO

YES

All Cost Accounting Standards
Apply. 1Insert FAR clauses

at 52.230-3 "Cost Account-
ing Standards" and 52.230-4
"Administration of Cost
Accounting Standards".

=

Only Cost Accounting
Standards 401 and 402
apply. 1Insert. FAR
clauses at 52,230-5
"Disclosure and Con-
sistency of Cost Ac-
counting Practices"
and 52.230-4 "Admin-
istration of Cost
Accounting Standards".




Cost Accounting Standards for Nondefense Contracts (FPR)
Is the contract: . .)

- with a small business, a State or local government,

an educational institution, a foreign government,

a hospital, the Canadian Commercial Corporation, or

$100,000 or less or,

- to be performed outside the U.S., possessions or
territories or,

- price based on established catalog or market prices
of commercial items sold in substantial quantities
to the general public?

YES r~ No Cost Accounting
Standards Apply

NO

Is the business unit currently performing any CAS-covered
national defense contracts or is this contract in excess of
$500,0007?

NO r~ No Cost Accounting
Standards Apply .)

¥4

YES

Is the contract fixed price after receiving at least two offers
from the unassociated firms and, (1) the solicitation sent to
all firms was identical, (2) price is the only consideration,
(3) the lowest responsive offer is accepted, and (4) the
business unit receiving the award is not performing under a
CAS~-covered nationl defense contract.

YES . No Cost Accounting
Standards Apply

NO

Did the contractor receive:

- a single national defense CAS-covered contract
award of $10M or more, or

- $10M or more in national defense CAS-~covered
contract awards during the preceeding accounting
period, or

- less than $10M in national defense CAS-covered -
contracts in the preceeding accounting period but .)
such awards were 10% or more of sales?

A-~8




NO

r~

YES

" All Cost Accounting Standards

Apply. Insert FPR clauses

at 1-3.1204-2(a) "Cost
Accounting Standards-
Nondefense Contracts®” and
1-3.1204-1(a)(2) "Administra-
tion of Cost Accounting
Standards"”.

Only Cost Accounting
Standards 401 angd 402
apply. Insert FPR
clauses at 1-3.1204-2(b)
"Disclosure and Con-
sistency of Cost Ac-
counting Practices"

and 1-3.1204-1(a)(2)
"Administration of Cost
Accounting Standards".




the CO's resnonsibilities for CAS at FPA?

What are

(1}

(2)

(3)

The CO is responsible for the proper notices t
in the solicitation package and for assuring : .)
that the correct clauses go in the contract.

The process for contractors is self certifica-
tion. You rely on the certifications given in
the representations and certification section
of the solicitation package.

How the contractor answers the question will
determine which clauses should be inserted in
the contract. The contractor will be subject
to:

If tennse Then seenn e

Full Coverage Al)l standards apply

@ - '
Modified Coverage only CAS 401, 402 apply
No CAS coverage waive all standards

()

A-10




APPENDIX B

{ . ' SELECTED CLAUSES

This section highlights certain clauses under the Federal
Acquisition Regulations and the EPAAR which are relevant
to cost and price aralysis.

The implementation of FAR brought many changes to the

procurement process., Follwing are some of the more
significant chanrges.

52.215-1 Examination of Records by Comptroller General

The Comptroller General shall have access to,
anrd the right to examine any of the contractor's
"directly pertinent books, documents, papers

or other records” within 3 years after final
payment or a shorter period specified in FAR
Subpart 4.7.

(a) applies to negotiated contracts
exceeding $10,000

{b) applies to first tier subcontracts
‘. - excludes purchase orders less
. thar $10,000

52.215-2 Audit - Negotiation

The contractor shall maintain and the .
contracting officer shall have the right to
examine and audit all pertirent data relating
to the corntract.

If the contractor was required to submit cost
ard pricing data, then the contracting officer
has the right of examiration.

The contractor shall make records available
at all reasonable times.

{a) includes all subcontracts over
$10,000. T




52.214-26 Audit - Formal .)

Cost or pricing data is subject to examination
for modifications over $100,000 unless modifica-
tion was competed, catalog or market price or
set by law. ’

{(a) Comptroller General has same rights

(b) applies to subcontracts over $10,000
Records must be made available by the contractor.

52.215-24 Subcontractor Cost or Pricing Data

Any subcontract or modification expected to
exceed $500,000 requires cost and pricing data
unless price is based on

(a) competition
(b) catalog or market
(c) set hy law
Contractor shall require subcontractor certification..)

-

52.216-5 Price Redetermination
52.216-6

Invokes Part 31 of the FAR, Contract Cost Principles,
for both prospective and retroactive price
adjustments.

52.215-22 Price Reduction for Defective Cost or Price Data
52.215-23

Applicable to a) contracts/subcontracts over
$500,000
b} required to certify current
cost and pricing data

Contract price or cost may be reduced because of
defective cost or pricing data submitted by either
the prime contractor or subcontractor.




e

e

52.215.30

52.216-7

52,216-10

1552.242-70
52.216=-7(d)

Facilities Capital Cost of Money
Waiver of Facilities Capital Cost of Money

Discussed in section III

Allowable Cost and Payment

Part 31 of the FAR determines allowability of
reimbursable costs, together with any specific
provisions which may be contained in the
contract,

Fixed Fee, Fixed Fee-Construction, Incentive Fee

Fee is paid in accordance with the contract

award schedule, up to an amount equal to 85%

of total fee, after which the contracting officer
may withhold further payment of fee in a reserve
amount that is considered necessary to protect
the Goverrment's interest,

{a) the reserve amount shall not exceed
15% of total fee or $100,000, whichever
is less.

Reserve fee is liguidated upon settlement of final
payment voucher.

Indirect Cost Rates

Contracting officer shall insert EPAAR clause
1552.242-70, Indirect Costs in solicitations
and contracts where indirect costs apply.

The operative term for indirect cost rates is
no longer "provisional rates". It is "billing
rates.”

The policy under FAR 42.703 for establishing
final indirect cost rates is:

(a) a single agency shall bind all other
agencies and their contracting
officers unless otherwise specified
by statute.

(b) indirect costs for cost reimbursement
contracts and fixed price contract
progress payments shall be reimbursed
by applyirg billing rates and final
indirect cost rates.

B~3




52.230

52.232-20

It is the policy of EPA for the Cost Policy and .
Rate Negotiation Section of P&CMD to be responsible .)
for negotiating indirect costs rates in accordance

with EPA contracting officer determination

procedures., (EPAAR 1542,705-1)

The EPA contract specialist, with the assistance
of the cost advisory offices, shall place the
established billing rates in newly awarded
contracts.

- billing rates may be established or revised
by the CPRN section, the auditing activity
or another Federal Government agency.

- billing rates may  be prospectively or retro-
actively revised by mutual agreement, at the
request of either the Government or the
contractor to prevent substantial overpayment
or underpayment.

CAS Notices & Certification

Covered in Appendix A of this manual.

Limitation of Cost .)

Requires the contractor to notify, in writing,
the contracting officer.

(a) 60 days prior to the time when 75%
of the estimated cost will be
exceeded, or if,

(b) the total cost for the performance of
this contract, exclusive of fee will
be either greater or substantially
less than had been previously
estimated.

Requires the contractor to submit a revised
proposal. -

The Government is not obligated to reimburse the
contractor for costs incurred in excess of
estimated cost in the award schedule.

The contracting officer is the only person
authorized to revise the estimated cost.
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“VIRONMENTAL PROTECTION
ENCY

40 CFR Part 33

{OA-FRL 2210-3]
Procurement Under Assistance

- Agreements

AGENCY: Environmental Protection
Agency.
ACTION: Final rule.

summary: This document makes the
Environmental Protectinn Agency's Part
33, “Procurement Under Assislance
Agreements."” a final rule. Part 33
establishes the rules for all procurement
undertaken by recipients of EPA
assistance agreements, In accordance
with OMB Circular A-102, Attachment
0O, and OMB Circular A-110,
Attachment Q this rule is designed lo
rely beavily on recipients’ procurement
systems. Part 33 applies to all Catalog of
Federal Domestic Assistance Programs
in the 66.000 series.

DATE: This rule is effective for
assistance agreements which EPA
awards on and after March 28, 1983.

FOR FURTHER INFORMATION CONTACT:
“ichard A. Johnson, Grants
dministration Division {PM-218),
g¢nvironmental Protection Agency,
Washington, D.C. 20460, {202} 382-5296.

SUPPLEMENTARY INFORMATION: On . '
September 18, 1981, EPA published in
the Federal Register (46 FR 45963) a-
Notice of Availability which made a’
draft of Part 33 available for public
comment,

On March 2, 1982, EPA puhhshed a
proposed Part 33 in the Federal Register
{47 FR RG80) and on May 12, 1982, EPA
published in the Federal Register {47 FR
20474} an interim-final Part 33, The May
12, 1882, interim-final rvle became
effective only for EPA’s construction
grants program,

On July 8, 1982, EPA reopened the
comment period on Sectinn 33.240
“Small, minarity, women's and labor
surplus area businesses” (47 FR 29688).

. The comment period on this section was

extended 30 days because it
significantly changes EPA's exxstmg
minority business and women's
business policies. '

‘We made numerous editorial changes
throughout the interim-final rule in order
to make thia final rule easier to read and
understand.

Implementation

Because we published an interim-final
and finai Part 33 rule, we have added
this section 10 explain when the interim-

final is effective and when the final rule

-- ig effective.

1. If EPA awarded a wastewater
treatment construction grant under Title
11 of the Clean Water Act before May 12,
1982, the recipient has the following
opnons :

-{a) The recivient may follow the
procurement requirements in effect
when EPA awarded its construction
grant, or

(b) The recipient may follow !he
procurement requirements in the May 12
interim-final rule, provided the recipient
completed and submitted EPA Form
570048 to the award official before the
effective date of this final rule, or

{c) The recipient may follow the
prfcnrement requirements in the final
rule.

2. If EPA awarded a construction
grant betwren May 12, 1882, and the
effective date of this rule, the recipient
has the following aptions.

fa) The recipient may follow the
procurement requirements in the May 12
interim-final rule, provided the recipient
completed and snbmitted EPA Form
570048 to the award offical before the -
effective date of this final rule.

(b} If the recipient did not submit EPA

- Form 5700-48 before the effective date

of this rule, the recinient must follow the
procurement requirements in this final
rule. The recipient must complete the
appropriate part of EPA Form 570048
and submit the form to the award
official as required in § 33.110.

3. Comprehensive Environmental
Response, Compensation, and Liability
Act of 1980, “Superfund” awards made
after March 2, 1882, included the
proposed Part 33 rule (47 FR 8960] as a
special condition in each cooperative
agreement.

Superfund awards made after May 12,
1982, inciuded the interim-final Part 33
{47 FR 20474) as a special condition in
each cooperative agreement.

Superfund awards made after the
effective date of this final rule are
subject to the final rule,

4. If EPA awarded any other
assistance agreement {other than
construction grants and Superfund
awards) before the effective date of this
rule, the recipient has the following
options:

(a) The recipient may follow the
procurement requirements in effect
when EPA awarded the assistance
agreement. or

{b} The recipient may follow the
procurement requirements in the final
rule. The recipient must complete the
appropriate part of EPA Form 570048
and suhmit the form to the award
official as required in § 33.130.

Cc-2

EPA Form 570048 “Procurement
System Certification”

This form implements the self-
certification process. Subpart A
“Procurement System Evaluation”
explains how EPA and the recipient wiil
use the form. For the reader’s

" : convenience, we have included a copy

of the form after Appendix A.
Description of Major Issues
Quality Assurance

On June 14, 1979, EPA established
quality assurance requirements for all -
EPA extramural projects involving
environmental measurements. The
objective of the quality assurance {QA)
prosram is to ensure that all )
environmentally related measurements
which are required or funded by EPA
are scientifically valid, defensible, and
of known precision and accuracy. Under
the program, contractors must submit
QA placs to the recipient if contract
activities will inclvde environmentaily
related measurements. The reference to

- EPA's QA program is being added to

§ 33.1030, clause 13, “Responsibility of
the Contractor,” paragraph {a), in order
to make contractors aware of the policy.

The QA requirements are specified in
guideline documents available from: Sid
Verner, Environmental Protection -
Agency, Office of Research and )
Development (RD»880), 401 M Street, - '
5.W., Washington. D.C. 20460, {202) 382~
5787.

Major Comments Received

We received over 125 comments on
the March 2, 1982, proposed rule. The
preamble to the May 12, 1982, interim-
final rule addresaed some of these
comments in detail. Since EPA's position
oa the issues discussed in that preamble
is unchanged, we have not repeated
those discussions here. The following
discussion addresses the other areas of
the regulation which received the
greatest number of comments:

Section 33.005 Definitions.

We reserved the definitions of
t.mnnnty business enterprise (MBE) and
women's business enterprise {WEE) in
the May 12, 1982, interim-final
regulation. We are adding those
definitions now. X

We received several comments on the
definition of MBE in the September 3,
1981, draft regulation which was mads
aveilable to the public for comment by
notice in the Fednral Registar on
September 18, 18R1 {45 FR 45863). That )
definition used the Smali Business
Administration’s (SBA) definition of
minority group members, whirch

~
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excluded persor;s from the Indian

_ ubcoatinent from the definition of -
Qﬂaian American.” Because a number of

{

eople from the Indian subcontinent
have participated in EPA’s MBE
program for construction grants, we are
now revising the September 9, 1981,
definition to include businesses owned
and controlled by individuals from the
Indian subcontinent. We understand
that the SBA is now considering a
petition to include persons from the
Indian subcontinent in its definition of
“Asian Americans.”

We also received comments on the
need for a definition of the terms
“Intergovernmental Agreement” and
“Supplies;” therefore, we added
definitiona for these terms.

Section 33.110 Applicant and recipient
certification.

We received questions on the
regulatory authority retained by the EPA
award official when the recipient
certifies its procurement system. To
clarify the authority the award official
retains, we have added paragraph {e) to
§ 33.110 “Applicant and recipient
certification.”

Section 33.211 Recipient reporting
reguirements.

This is a new section which gives the

porting requirements recipients must
follow even if the recipient certifies its
procurement system. Paragraph {a)
through (d) of this section lists the
information the Department of Labor
{Dol.} requires for each construction
subagreement sward which exceeds or
is expected to exceed $10,000. The Dol
requires this information to implement
the Davis-Bacon Act, Copeland
Regulations, Work Hours and Safety
Standards Act, and the equal
employment opportunity requirements in
Executive Order 11248, Executive Order
11375 and DOL regulations in 41 CFR
Part 60. Paragraph [e) of this section
requires that recipients submit to the
award official a copy of the tabulation
of bids or offerors and the name of the
bidder or offeror for each subagreement
the recipient awards. EPA needs this
information to efficiently implenient
EPA's debarment and suspension
regulation (40 CFR Part 32 “Debarment
and Suspension Under EPA Assistance
Programs''}).

Section 33.230 Competition.

We received several comments on the
requirements in § 33.230(c) for the use of

use prequalified lists of persons, firms
or products because they play an
important part in many State and Jocal
procurement systems. However,

: .prequaﬁﬁed list. We allow recipients

because a prequalified list could unduly
restrict competition, we require that
recipients provide adequate public
notice that they are maintaining a
prequalified list, that the recipient
update the list at least every six months
and that the recipient review and act on
each request for prequalification made
more than 30 days before the closing
dete for receipt of proposals or bid
opening. We believe that these
requirements will allow potentia!
contractors sufficient access to the list
and will minimize the noncompetitive
nature of such lists.

We also received several comments
on the prohibition in § 33.230(b)(4)
against the use of local ar in-State
bidders’ or proposers’ preference. We
included this prohibition because a
preference for local or in-State bidders
unduly restricts competition, If the local
or in-State bidder is more familiar with
the local conditions, or can more readily
mobilize its resources and can,
therefore, provide the work more
economically or efficiently, a preference
is not necessary because its bid or
proposal should reflect this familjarity
or mobility.

Section 33.240 Small, minority,
women's and lebor surplus area
businesses. .

We are continuing to review EPA's
minority and women'’s buginess
enterprise (MBE/WBE) provisions in
§ 33.240. We reserved § 33.240{b) for any
additional MBE/WBE requirements
which the Agency may impose.

On December 17, 1982, President
Reagan iggued a Statement on Minoritv
Business Enterprise Developmernt which
encourages Federal assistance agencies
to achieve reasonable minority business
participation in contracts under
assistance agreements, The President
noted that minority business
procurement by recipients could amount
to S6 to $7 billion through FY 1985. The
President also indicated that an
Executive Order on Minority Business
Enterprise will be forthcoming. and that
the Interagency Council for Minority
Business Enterprise will establish
uniform guidelines to implement the
Order. EPA will then review and revise,
if necessary, its MBE/WBE provisions in
§ 33.240 to assure that they are
consistent with the requirements of
Executive Order.

- In this rule, § 33.240 contains only
those provisions allowed by Aftachment
O. Paragraph 9. Therefore, the MBE
policy (43 FR 80220, December 28§, 1978)
and the WBE policy (45 FR 51490,
Augus! 1, 1980) are no longer mandatory
for recipients of construction grants who
are subject to the interim-final or final

C~3

Part 33 rule. However, any EPA
recipient may adopt these policies. in
whole or in part, by including provisions
in their solicitations and subagreements.
In any event, recipients and contractors
must comply with the affirmative step
requirements in § 33.240 and any other
requirements of the State or the
recipient.

We also received a substantial
number of comments on the absence of
percentage goals in § 33.240 for MBE
and WBE participation in EPA-funded
work. We no longer require recipients to
include goals in their specifications. nor
will the EPA regions set goals for MBE
or WEE participation. In the past. goals
served as a toal to determine whether
the affirmative steps required by OMB
Circular A-102, Attachment O were
adequately carried out by the assistance
recipient and its contractors. In keeping
with EPA’s policy to transfer
procurement respoasibilities to
recipients, the Agency believes that
recipients and States should decide how
to implement the required affirmative
steps. Therefore, recipients may nse
their own goals, State goals, or other
standards.

Several commenters noted that the
regulation was not clear on whether the
affirmative stens must be undertaken for
each group of businessessmall,
minerity-owned and women-owned.’
Recipients must take the affirmative
steps in § 33.240 for each group. For
example, solicitation of MBE's alone
will not satisfv the requirements of
§ 33.240; the recipient must also attempt
to contract with small and women's
businesses.

We also received several comments
that § 33.2:6{a){r) differs from OMB
Circular A-102, Attachment O, section
9.a.(6). The commenters pointed out tkat
Attachment O requires that the first tier
contractor take the alfirmative steps (1)
through (5} only if the contractor pians
to award subagreements. Therefore. we
have revised § 33.240(2)(B) to make it
congsistent with OMB Circular A-102,
Attachment Q.

Severa! commenters suzgested that
we add a defirition of "laber surplus
area.” The Sezretary of Labor is
responsible for defining labor surplus
area. This definition is contained in 20
CFR Part 854, “Special Responsibilities
of the Employment Service System.”

With respect to EPA’s construction
grants program, we received comments
concerning the use of MBE/WBE's in
facilities planning and design work. As a
result of the 1981 Amendments to the
Clean Water Act, EPA cannot directly
involve itself in the facilities planning
and design activities preceding the
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- sward of a construction grant. However,
it is EPA’s policy to encourage potential
grant recipients to adopt procurement
procedures that, at & minimum, include
the affirmative ateps in § 33.240 for all
activities of their construction program.

Section 33.255 Specifications.

One commenter asked if the
justification for the use of a restrictive
specification had to be included in the
specification itself. That is not the case.
The justification for the use of a
restrictive specification must be
documented and included in the
recipient’s files.

We also receive a recommendation
that we limit use of “brand name or
equal” specifications to procurements
for the acquisition of equipment and
gervices, and prohibit the use of a brand
name or equal specification for the
procurement of pipe and similar
materials,

We believe it is inappropriate to
. adopt this recormmendation for two
reasons. First, neither Attachment O nor
the Clean Water Act, as amended,
provide for any restriction of this nature.
Second, there may be instances in the
procurement of materials when the
recipient's procuring official must resort
to use of a “brand name or equal”
specification,

Although we prefer the use of design
or performance based specificationa, we
agree that uss of a “brand name or
equal” specification ia generally not
advisable in procurements for the
acquisition of materials, Instead, the
recipient should determine whether a
national or industry standard has been
developed. If developed, such a
standard may provide both the recipient
and prospective contractors a more
accurate description of the material to
be purchased thar waould a “brand name
or equal” specification.

A “brand name or equal”
specification can be used only when the
recipient determines that it is
impractical or uneconomical for it to
make a clear and accurate description of
its technical requirements in the
specifications.

Section 33.280 Payments to consultants.

We also revised paragraph (b} to

_ clarify that the GS-18 rate limitation

does not apply to firms.

Section 33.295 Subagreements awarded
by a contractor.

We received questions about the
applicability of Part 33 {0 subagreements
awarded by a contractor. We revised
§ 33.295 to clarify and explain which
procurement requirements apply and’
that they apply only to the tier
immediately below the contractor (i.e.
subagreements awarded by the
contractor.) However, this section does
not apply to a first tier subagreement
awnrded by the recipient to a supplier.
That is, the section does not appiy to a
supplier's procurement of materials to
produce equipment, materials, and
catalog, off-the-shelf, or manufactured
items. -

We also added three requirements we
inadvertently omitted from the proposed
.and interim-final rules. These three
requirements existed in EPA’s previous
procurement reguiations, in 40 CFR
30.340-2 (a) through (d), end (g) and are
proposed in 40 CFR 30.301(a) (1) through
(4} and (7)), the profit requirements in
§ 33.235. and the specification
requirements in § 33.255.

Section 33.520 Negotiation ond award
of subagreement.

We reworded paragraph (a} to clarify
that the recipirpt must state in the
Request For Proposal (RFP) that he can
make the award based on initial offers
alone. If the recipient does not make
such a statement in the RFP.-the
recipient must condvct meaningful
negotiations with ali of the best
qualified offerors with acceptable
proposals and permit revisions to obtain
best and final offers,

Section 33.525 Optional procedure for
negotiation and award of
subagreements fqr architectural and
engineering services, -

Several commenters suggeated that
we revise this section to delete the word
“optional” in the title. We included the
word optional to make it clear that the
procedures in thia section are not
mandatory. This {s in keeping with OMB
Circular A-102, Attachment O,
paragraph 11.c.(5}, which clearly states

“We received several comments tha that these procedures are optional.
this section does not make it clear that We also revised this section to

consultants may receive compensation
in excess of the GS~-18 rate, but that the
Federal government will limit its
participation in a payment to a
consultant to the maximum daily rate
for a GS-18. We have, therefore, revised
Se wording in this section to make this
ear,

explain the optional procedure in more
detail.

kecxz'on 33.715 Use of the same architect
;or engineer during construction.

We received comments conceming

J
/’i 33.715(a), which lists the

circumstances under whbich a recipient

C-4

can use the same architect or engineer

that performed any or all of the facilitie N
planning or design services for the ‘
architectural or engineering services

during Step 3 construction of the project.

The concern was whether § 33.715(a){4)
applies to § 33.715(s) (1), (2} and {3) or to

§ 33.715(a)(3] only. Section 33.715{a)(4}
applies to § 33.715{a)(3) only. Therefore,

we restructured § 33.715(a) {3) and (4) to
combine their requirements into a naw

§ 33.715(a)(3).

Also, we changed this section to allow
recipient’s of either a Step 1 or a Step 2
grant to use the same architect or
engineer (A/E) during construction of
the project without further gdvertising or
negotiations, if the recipient selected the
A/E in accordsnce with the EPA
procurement requlation in effect when
EPA awarded ths Step 1 or Step 2 grant.

Subpart D—Requirements for
Institutions of Higher Education and
Other Nonprofit Organizations

Several commenters stated that the
requirements for nonprofit organizations
exceed the requirements in OMB
Circular A-110, Attachment O. While
not all of the requirements in Part 33 gre
required by OMB Circular A-110,
Attachment O, we believe that they a
necessary to ensure efficient and )
effective program management. OMB
reviewed and approved all of these
requirements during the regulatory
Teview process.

Sections 33.1075 through 33.1021
Subagreement clouses,

In the proposed and interim-final rules
we included separate sections in
Subpart F explaining the four labor
standards provisions required by the
Department of Labor (DoL}. In these
versions of the rule, we briefly
explained each of these requirements
and referred the recipient to the
aporopriate Dol regulation. The
recipient then had to read the Dol
regulation and develop a clause which
met the requirement. However, since
several of the DoL regulations require
the use of a standard clause and
because EPA has a form (EPA Form
5720-4 “Labor Standards Provisions For
Federally Assisted Construction
Contracts™} which contains the
appropriate Dol clauses and which has
been approved by Dol. we added
§ 312.3m8 “Labor standards provisions”
which requires recipients to use EPA .)
Form 5720-4. We believe thig will .
reduce the burder. on recipients and
help implement the Dol requirements.
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tion 33,1030 Clouse 3 Changes.

Comments we received during an EPA
internal review of this Part suggested
that we change this clause to eliminate
the reference to oral change orders in
paragraph (a}){2). The change was
suggested to improve the management of
change orders and to reduce program
costs. We agree that oral change orders
may lead to mismanagement and add to
program costs, snd have, therefore,
changed this clause, The subject of
change order management was
addressed in EPA's Office of lnspector
General's September 23, 1982, report on
change orders “Report on Audit and
Adminigtration of Change Orders Under
EPA’s Construction Grant Program.”
This report was undertaken as part of
the President’s Council an Integrity and
Efficiency’s study on change orders
under contruction programs.

Section 33.1030 Clouse 8 Price .
Reduction for Defective Cost or Pricing
Data.

We received comments that
paragraph 10(b} of 40 CFR Part 35,
Subpart E. Appendix C-1 should be
added to the end of this clause in order
to allow a disagreement over a
reduction in price to fall under the
remedies clause of the subagreement.
We agree and have added a paragraph
(b} 1o this clause. i

Another commenter pointed out that
by raising the efiective level of this
clause from $100.000 to $500,000, we
were excluding most of the
subagreements for services on Step 3
construction grant projects. We have,
therefore, changed the effective level of
this clense back to the $100.000 level.

Section 33.1030 Clouse 8 Audit;
Access lo Recorrls.

We added a new paragraph (f} and
- revised paragraph (g) to clarify when the
right of access clavse applies.

Meeting With Interest Groups

On May 6, 1982, at the requesi of the
Water and Wastewater Equipment
Manufacturers Association [WWEMA).
EPA held a public meeting to discuss
several issues. Present at the meeting
were representatives from groups with
special interest in procurement vnder
EPA assistance agreements. including
the National Institute of Governmental
Purchasing (NIGP), the Association of
Generai Contractory (AGC), the
American Consulting Engineers Council
{ACEC), and the American Public
Works Association (APWA). A tape of
this meeting is on file with EPA's Docket
Section in Docket No. t;-81-4. In
addition. the positions of the various

groups are contained in written

. comments also in the Docket. The

sections discussed at this meeting were:
Section 33.255 Specificetions.

The issue was whether to delete the
requirement of § 33.255 that if a “brand
name or equal” description is used, the
salient characteristics of the named
brand must also be stated. The
requirement to include tha ramed
brand's salient characteristics in the
gpecification is a requirement in
Attachment O to OMB Circular A-102,
and is specifically called for in House of
Representatives Repart No, 97-270, 97'th

' Congress, 1st Session, October 12, 1982,

{page 12), which accompanied the bill
that became Public Law 87-117,
Therefore, EPA cannot change the
requirement to include the named
brand's salient characteristics.

Section 33.1015 Subagreement
provisions clause. -

The issue was whether to mandate
progress payments for undelivered,
specifically manufactured items of
equipment having long production times.
One commenter believed that requiring
recipients to make progress payments
for such items would reduce equipment
costs becadse manufacturers inchude in
their equipment price the interest on
money they borrow to produce the
equipmen!. While progress payments
could reduce the cost of some
equipment, Treasury Circular 1075 does
not require progress payments;
therefore, EPA will not require them.
This does not preclude recipients from
making progress payments for such
items and we encourage thase who find
it in their interest to allow progress
payments.

Section 33.7030rb) Clause 4 Differing
Site Conditions. :

The issue was whether EPA should
require a clause to cover situations
where the actual characteristics of the
influent to a wastewater treatment
works differs significantly from those on
which the ariginal design was based.
Participants in the meeting decided that
 joint WWEMA /ACEC/AGC task
group would provide EPA a suggested
draft clause covering this issue. EPA
considered the task group’s suggestion
snd decided that. although the clause
addresses an imporiant igsue, it is not
an appropriate procurement under
assistance agreement requirement.

Section 33.005.5) Definition of
architectural ur engineering services.
The issues were whether the

definition of “architectural or
engineering (A/E} services” should

C~-5

include manufacturers and contractors

and be revised to state that providers of

A/E services need not be licensed by

the State. The definition in § 33.005!b?is
based on the definition for A/E services -

‘in the American Bar Association's

*Mode! Procurement Code for State snd
Local Governments™ and section Z of the
American Society of Civil Engineers’
Munual 45. Because EPA’s definition is
based on the definitions in these widely
scecepted reference documents, we do
not believe the definition should be
changed.

Section 33.525 Optional procedure for
negotiation ond eward of a
subagreement for architectural and
engineering services.

The issue was whether to eliminate
the words “‘architectural and
engineering.” This section implements
an option to the competitive negotiation
process under OMB Circular A-102.
Attachment O, which expressly limited
the option to the procurement of AE
services. Therefore, EPA believes that a
change to this section is not warranted.

Regulation Development Process

Under Executive Order 12291, FPA
must judge whether a regulation is
“major” and, therefore, subject to the
regulatory impact analysis requirements
of the Order or whether it may follow
other development procedures. We
determined that this regulation is not
“majcr” because it will not have a
substantial impact on the economy.
Conseguently, the regulation is not
subiect to the impact analysis
requirements of Executive Order 12291.

Information collection requirements
contained in § 33.110 bave been
approved by the Office of Management
and Budget (OMB) under the provisions
of the Paperwork Reduction Act of 1980
{44 U.S.C. 3501 et seq.) and have been
assigned OMB con'roi number 2000-
0453. :

The information provisions in § 33.211
“Kecipient reporting requirements” and
the requirement in § 33.420(f),

§ 33.510(b) and § 33.1016 to use EPA
Form 5720~4 have beea approved by
OMB under the provisions of the
Paperwork Reduction Act of 1980 {44
U 5 C. 3501 ef seg.] and have been
assigned OMB control numirer 2030
0004, '

This reguiztion was submitted to
OMB for revicw as required by
Executive Order 122091,

List of Subjects in 40 CFR Part 33

Advertising, Conflict of interest,
Environmental protection, Grants
pregrams—Environmental protection,
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“ *+ Dated: March 11, 1983.

‘e W, Herandex, Je.,
4cting Administrotor.
Accordingly, Title 40 Chapter 1 is

amended by revising Part 33 toread as ~

follows:

PART 33-—PROCUREMENT UNDER
ASSISTANCE AGREEMENTS

. 33001 Applicability and scope of this part.
83.005 Definitions.

Subpart A~Procurement System

Evalustion

33,105 Applicability and scope of this
subpart

33110 Applicant and recipient certification.

33115 Procurement system review.

Subpart B—Procurement Requirements

33205 Applicability and scope of this
subpart,

33210 Recipient respoasibility.

33.211 Recipieat reporting requirements.

33220 Limitation on subagreement award.

33.228 Violations,

33.230 Competition.

33235 Profit.

33246 Small minority, women's, and labor
surplus grea businesses.

Privity of subagreement.

Documentation,

Specifications.

Intergovernmental agreements.

Bonding and insurusce.

Code of conduct.

Federal cost principles.

Payment to consultants.

Prohibited types of subugreements.

Cost and price considerations,

33295 Subagreements awarded by a
contractor.

Small Purchases

33.305 Smalil purchase procurement.
33310 Small purchase procedures.
33.315 Reguirements for competition.

Formal Advertising

33.405 Pormal advertising procurement
method.

33410 Public notice and solicitation of bids.

33.418 Time for preparing bids.

33.420 Adequate bidding documents.

33425 Public opening of bids.

33430 Award to lowest, responsive,
responsible bidder.

Competitive Negotistion

33.508 Competitive negotistion procurement
method.

33510 Public notice.

33.515 Evaluation of proposals.

33.520 Negotiation and award of
subagreement.

33.525 Optional selection procedure for
pegotistion and award of subagreements
for architectural and engineering
services.

Noncu.npetiﬁve Negotiation

33.605 Noncompetitive negntiation
procurement method. ’

Subpart C~-Requiremnents for Recinients of
Asaistance Agrsements for Construction of
Treatment Works

Sec.

32,705 Applicability and scope of this
subpart. .

83.710 Buy American

33.715 Use of the same architect or engineer
during construction.

Subpart D—Requirements for institutions

of Higher Education and Other Nonprofit

Organizations

33.806 Applicability and scope of this
subpart,

33.810 Nonapplicable subagreement clauses.

33515 Nonapplicable procurement
provisions.

33.820 Additiona] procurement
requirements.

Subpart E—Requirements for Reciplents of

of 1980

32905 Applicabtlity and scope of this
subpart. '

32.910 Preference for formal advertising.

33.915 Award official approval.

Subpart F~Subsgreement Provisions

33.1005 Applicability and scope of this
subpart.

33.1010 Requirements for subagreement
clauses.

331015 Subagreement provisiors clause.

332016 Labor standards provisions.

33.1019 Patents, data and copyrights clause.

332.1020 Violating facilities clause.

33.1021 Energy efficiency clause.

33.1030 Model subagreement clauses.

Subpart G—Protests

33.1105 Applicability and acope of thia
subpart.

33.1110 Recipient protest procedures.

331315 Protest appeal

33.1120 Limitations on protest appesls.

33.1125 Flling requirements.

33.1130 Review of protest appeals.

33.1140 Deferral of procurement action.

33.1145 Award official's review:,

Appendix A—Precedural Requirements for
Recipients Who Do Not Cerify Their
Procurement Systems, or for Recipients .
Who Have Their Procurement
Centifications Revoked by EPA. |

Autbority: 7 U.S.C. 135 et seq.: 15 U.S.C.

2801 et seq.; 33 U.S.C 1251 et seq; 42 U.S.C.

241, 242b, 243, 248, 300}-1, 300}-2 300}-3, 1857

et seq., 8901 et seq.; and 42 U.S.C. 9601 et seq.

'5’ 33.001 Appilcability and scope of this
art,
(a) This part applies to all assistance

agreements awarded on or after the
effective date of this part. For assistance

" agreements eawarded before the

effective date, this part will apply only
to those procurement actions initiated
by the recipient on or after the date the
recipient complies with the self-
certification requirements in § 33.110 of
this part, .,

(bj This part:

_{1) Describes EPA's procurement
system evalustion process.

(2) ldentifies the minimum
requirements for the procurement of
supplies, services, and construction
under EPA assistance agreements.

(3) Identifies an additional
specification requirement for
procurement under assistance
agreements for the construction of
treatment works awarded under 40 CFR
Part 35, Subparts E and L

(4) Identifies the procurements
standards that institutions of higher
education and other nonprofit
organizations must follow.

(5) Identifies the provisions that
recipients of EPA assistance agreements
must include in their subsgreements.

(8) Describes the procedures that EPA
will use to handle protest appeals
concerning the award of a subagreement
by the recipient of an EPA assistance
agreement,

{£) This Part does not apply to work
beyond the scope of the project for
which an assistance agreement is
awarded {i.e., ineligible work).

{d) This part does not apply to
expenses for services for which the
recipient will receive an allowance or a
potential recipient will receive an
advance of an allowance under 40 CFR
Part 35, Subpart L

(e} This part supplements the
reguirements in:

{1) 40 CFR Part 30 "General
Regulation for Assigtance Programs.”
an

(2) 40 CFR Part 52, “Debarments and
Susvensions under EPA Assistance
Programs.”

{f) The following types of recipients
must comply with the specified subparts
in this part:

(1] Recipients of assistance
agreements for the construction of
treatment works awarded under 40 CFR
Part 35, Subparts E and 1. must follow
the requirements in Subparts A, B, C, F
and G.

{2) Recipients of remedial action
cooperative agreements under the
Comprehensive Environmental
Response, Compensatien, Liability Act
of 1980 (Superfund 42 U.S.C. €901 et
seq.) must follow the requirements in
Subparts A. B.E.Fand G.

(3) State and locsal government
recipients for other than construction
grants and CERCLA remedial action
cooperative agreements must follow the
requirements in Subparts A, B, F and G.

(4) Institutions of higher education, .)
)

L )

®

hospitals, and other nonprofit
organizations must follow the
requirements in Subparts A, B, D and C.
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{’ the construction of treatment

4 program under the Clean Water
ACT {33 U.S.C. 1251 et seq.), it is EPA's
policy to delegate determinations on
individual projects to State agencias to
the maximum extent possihle {see 40
CFR Part 35, Subpart F}. This Part uses

that the award official for & treatment
warks assistance agreement delegates
responsibility for determining
compliance with the requirements.-of this
Part {except for § 33.115 “Procurement
system review,” §33.211 “Recipient
reporting requirements” and Subpart G
“Protests”] to a State agency under a
delegation agreement {40 CFR 35.1130),
the term “award official” may be read
“State agency.”

(h) This Part applies to a grant
swarded under 40 CFR Part 35 Subpart
E enly if the recipient elects to follow
the requirements in this Part. If the
recipient of a Subpart E grant does rot
elect to follow the requirements in this
Part, it is subject to the procurement
requirements in 40 CFR Subpart E.

§33.005 Detinitions.

(a) Words and terms not defined
below shall have the meaning given to
* in 40 CFR Part 30 and 40 CFR Part

’ ) As used in this part, the following
werds and terms mean:

Architectural or engineering {A/E)
services. Consultation, investigations;
reports, or services for design-type
projects within the scope of the practice
of architecture or professional
engineering as defined by the laws of the
State or territory in which the recipient
is located.

Construction. Erection, building,
alteration, remodeling, improverext, or
extension of buildings. structures or
other property. Constrction also
includes remediai actions in response to
a release, or a threat of a release, of a
hazardous substance into the
environment as determined by the
Comprehensive Environmental
Response, Compensation, and Liability
Act of 1980.

Contractor. Any party to whom a
recipient awards a subagreemert.

Cost ana/ysis. The review and
evaluation of each element of
subagreement cost to determine
reascnableness, allocability and

-allowability.
- dotergovernmental Agreement. Any
q agreement between units of
ent under which one public
“ ncy performs duties for or in concert
with another public agency using EPA
assistarce. This includes substate and
interagency agreements.

the term “award official.” To the extend .

Minority Business Enterprise. A
minority business enterprise is a
business which is: (1) Certified as
socially and economically
disadvantaged by the Small Business
Administration, [2} certified as a
minority business enterprise by a State
or Federal agency, or (3) an independent
business concern which is at least 51
percent owned and contrelled by
minority group member(s). A minority
group member is an individual who is a
citizen of the United States and one of
the following:

(1) Black American;

{ii) Hispanic American (with origina
from Puerto Rice, Mexico, Cuba, South
or Central Amerira};

{iif) Native American (American
Indian, Eskimo, Aleut, native Hawaiian),
or

(iv) Asian-Pacific American {with
origins from Japan, China, the
Philippines, Vietnam, Karea, Samoa,
Guam, the U.S. Trust Territaries of the
Pacific, Northern Marianas, Laos,
Crmbadia, Teiwan or the Indian
subcontinent).

Price analysis. Th2 process of
evaluating a prospective price without
regard to the contractor's separate cost
elements and proposed profit. Price
analysis determines the reasonableness
of the propored subagreement price
based on adequate price competition.
previous exgerience with similar work,
established catalog or market price, law,
or regulation.

Profit. The net proceeds obtained by
deducting all allowable costs {direct and
indirect) from the price. (Because this
definition of profit is based on
spplicable Federal cost principles, it
may vary frotn many firms’ definition of
profit, and may correspond 1o those
firms’ cefinition of “fee.”)

Services. A contraciar’s labar, time, or
efforts which do pot involve the delivery
of a specific end item. other than
documents, (e.g., reports. design
drawing, specificatiors). This term does
not include employment agreements or
collective bargaining agreemerts.

S;alil business. A business as defined
in Section 3 of the Small Business Act,
as amended (15 U.S.C. 832).

Subagreement. A writien agreement
between an EPA recipient and another
party (other than another public agency)
and any lower tier agreement! for
services, supplies, or construction
necessary to complete the project.
Subagreements include contracts and
subcontracts for personal and
professional services, egreements with
consultants, end purchase orders.

Suoplies. All property, including
equipment, materials, printing,
insurances and leases of real property,

7

but excluding land or a permanent
interest tn land.

Women's Business Enterprise. A
women's business enterprise is a
business which {s certified as such by a
State or Federal agency, or which meets
the foliowing definjtion: A women's
business enterprise is an independent
business concemn which is at least 51
percent owned by a women or women
who also control and operate it.
Determination of whether a business is
at least 51 percent owned by a woman
or women shall be made without regard
to community property laws. For
example, an otherwise qualified WBE
which is 51 percent owned by a married
woman in a community property state
will not be disqualified because her
husband has a 50 percent interest in her
share. Similarly, a business which is 51
percen{ owned by s married manp and 49
percent owned by an unmarried woman
will not become a qualified WBE by
virtue of his wife's 50 percent interest in
his share of the business.

Subpart A~Procurement System
Evatuation

§33.105 Appiicability and scope of this
subpart,

{a) This subpart applies to all
recipients of EPA assistance
agreements.

(b} Far procurements involving EPA
funds, recipients shall tse their own
pracurement policies and procedures if
those policies and procedures reflect
applicable Federal. State, and local laws
and regulations, and at least meet the
requirements set forth 1n this part.

{c) This subpart describes when EPA
will review the recipient’s procurement
practices.

§33.110 Applicant and reciptent
-ce~tification.

{2} It in the applicant’'s and recipient's
responsibiiity to evaluate its own
procurement systern and to determine
whether ita system meets the applicable
requirements in this part (se« § 33.001).

{b} Afier evaluating its procurement
system, tha apphicant or recipient will
complete the “Procurement System
Cerufication” {EPA Form 5700—48;}. The
applicz=t or recipient will either certify
that:

{1} Its system will meet the intent of

the requirements in this part before
any procurement action with EPA
assistance is undertaken, or

(2) Its current system does not meet
the intent of the requirements of this
part and., therefore. the applicant will
follow the requirements of 46 CFR Part
33 and allow EPA prezward review of
proposed procuremen! actions that will
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use EPA funds. The additional
requirements for EPA review and
approval are contained in Appendxx A
to this part.

{c) The applicant must submit the
signed certification form with the
assistance application 1o the award
official.

{d) The certification will be vahd for
two years or for the length of the project
period specified in the asasistance
agreement, whichever is greater, unless
the recipient substantially revises its
procurement system or the award
official determines that the recipient is
not following the intent of the
requirements in this part (see
$ 33.215(b)). If the recipient substantially
revises its procurement system, the
recipient must re-evaluate its system
and submit a revised EPA Form 5700-48.

(e} Even when a recipient certifies its
procurement syatem, the EPA award
official retains the authority stated in:

(1) Section 33.210(h) “Recipient’s
procurement responsibilities,” which
reguires the recipient to recejve the
award officiel's prior written approvatl if
the recipient wants to use an innovative
procurement method,

(2) Section 33.211 “Recipient reporting
reguirements,” which requires the
award official to notify the Department
of Labor of cartzin construction
subagreement awards, and obtain ail
bid or oifer tabulations,

(3} Section 33.605(d) “Noncompetitive
negntiation.” to authorize a
noncompetitive award,

{$) Section 33.820{b) "Additional
procurement requirements.” which
requires the award official's prior
approval for a sole source award over
$10.000 by an institute of higher
education or other nonprofit
organizstion,

{5) Section 33.915 "Award official
approval,” which requires the awsrd
official 1o approve the recipient’s use of
a procurement method other than formal
advertising for a Superfund remedial
action award, and

{8) Subpart G “Protests.”

§ 2.115 Procurement system reviaw.

(a) EPA will not substitute its
judgment for that of the recipient unless
the matter is primarily a Federai
concern. ’

(b} Even i a recipient bas a certified
procurement system, EPA reserves the
right to review a recipient's procusement
system of procurement action under an
assistance agreement:

{1} To determine if the recipient is
following the procurement requirements
in this part; or

2) When there is sufficient reason to
believe that the recipient's system may
be unacceptable based on:

(i) Information concerning the review
or certification of the recipient's
procurement sy stem or actions by other
Federal agencies or Congress;

{if) Information from the recipient's
cognizant audit agency;

(iii} Information from State agencies
and organizations independent of the
recipient’s procurement activity:

{iv) Recipient responses to the
procurement system certification form:

{v] Previous EPA experience with the
recipient; or

{vi) Information from contractors or
prospective contractors.

{c) If the award official determines
that the recipient is not following the
procurement requirements it certified it
would follow, the award official shall
revoka the recipient’s certification and:

{1) Require that the recipient follow
the procurement requirements in this
part. including Appendix A, fot future
procurement actions and, if appropriste,

(2) Apply the sanctions in 40 CFR Part

(d) ‘I‘he recipient may recertify its
procurement system if it shows the
award official that it has corrected the

- procurement deficiencies noted by the

award official, and the award official
accepts the recertification.

Subpart B--Procurement
Raguirements

§33.205 Appiicablility ang scope of this

. subpart

This subpart contains:

{a) The recipient's and EPA's
responsibilities, and

(b) The minimum procurement
standards for each recipient's
procurement system.

§33.210 Recipient responsibility.

(a) The recipient is responsible for the
scttiement and satisfactory completion
in accordance with sound business
judgment and good administrative
practice of all contractual and
administrative issues arising out of
subagreements entered into under the
assistance agreement. This includes
issuance of invitations for bids or
requests for proposals, selection of
contractors. award of subagreements,
settlement of protests, claims, disputes
and other related procurement matters.

(b) The recipient shall maintain a
subagreement administration system to
assure ihat contractors perform in
accordance with the terms, conditions
and specifications of their
subagreements.

C-8

{c) The recipient shall review its
proposed procurement actions to ave
purchasing unnecessary or dupli
iterns. 3 )

{d) The recipient shall conside
consolidating its procurement or )
dividing it into parts to obtain & more
economical purchase.

(e} Where appropriate, the recipient
shall make an analysis of lease versus
purchase alternatives in its procurement
actions, .

{f) A recipient of a remedial action
cooperative agreement awarded under
the Comprehensive Environmental
Response, Compensation. and Liability
Act of 19580 must obtain the EPA award
official’'s approval to use a procurement
method other than the formal
advertising method (see Subpart E).

(g) A recipient may request technical
and legal assistance from the award
official for the administration and
enforcement of any subagreement
awarded under thig Part. However, such
assistance does not relieve the recipient
of its responsibilities under this Part.

{h) A recipient may use innovative
procurement methods or procedures
only if it receives the award officials’

prior written approval,

§33.211 Recipient reporting requiremernts
Recipients shall notify the & -

official, in writing, of each co! Jm

subagreement which has or is eXy"..ced
to have an aggregate value over $10,000
within a 12-month period. The recipient
shall notify the award official within te:
(10) calendar days after the award of
esch construction subagreeruent. The
notice shall include:

(a} Name, address, telephone number
and empioyee identification number of
the construction contractor,

(b} Amount of the award,

(¢} Estimated starting and completio:
dates,

(d] Project number, name and site
location of the project, and

{e) Copy of the tabulations of bids o
cfferors and the name of each bidder ¢
ceror.

§33.220 Umnauon of subagreemen?
award.

[2) The recipient shall award
subagreezzents only to responsible
contractors that possess the potential
ability to perform successfully under t
terms and condidons of a proposed
procuremert. A responsible coniracto
is one that has:

{1} Financial resources, technical
qualifications, experience, (atis
and facilities adequate to ti
project, or a demonstrated abitity to
obtain these;
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{2} Resources to mee! the completion
schedule contained in the subagreement;

(3) A satisfactory performance record
for completion of subagreements;

(4) Accounting and auditing
procedures adequate to control property,
funds and assets, as required in this Part
and 40 CFR Part 30; and

{5} Demonstrated compliance or
willingness to comply with the civil
rights, equal employment opportunity,
labor law and other statutory
requirements under 40 CFR Part 30.

{b} The recipieni shall not make
awards to contractors who have been
suspended, debarred, or voluntarily
excluded under 40 CFR Part 32 nor shall
it permit any portion of the work
required by the subagreement to be
performed at any facility listed on the
EPA List of Violating Facilities (see 40
CFR Part 15).

§33.225 Vicistions.

The recipient shal} refer violations of
law to the local, State or Federal
authority with jurisdiction over the
matter {see § 30.810).

§33.230 Compeotition.

(a} The recivient shall conduct all
procurement transactions in a manner
that provides maximum open and free
competition. -

(b} Procuremeh? practices ghall not
unduly reatrict or elimindte competition.
Examples of practices considered to be
unduly restrictive include:

{1) Nan. omoetitive practiczs between

(2; Orgenizational conflicts of interest;

(3) Unnecessary experience and
bonding requirements;

{4) State or local laws, ordinances,
regulations or procedures which give
local or in-State bidders or proposers
preferance over other bidders or
proposers in evaiuating bids or
proposals: or ’

(5) Placing unreasonable requirements
on firms in order for them to qualify to
do business.

{r:) The recipient may use a
pregualification list(s) of persons, firms
or products if it:

(1) Updates its prequalified list(s) at
least every six months;

(2) Reviews and acts on each request
for prequalification made more than 30
days before the closing date for receipt
of proposals or bid opening: and

£3) Gives adequate public notice of its
precualification procedure in
accordance with the public notice
procedures in § 33.410 or § 33.510.

{d) A recipient may notuse a
prequalified list{s) of peraons or firms if
the procedure unnecessarily restricts
competition. However, this restriction

does not apply to § 33.525 "Optionsl
selection procedure for negotiation and
award of subagreements for
architectural and engineering services.”

§$33.235 Profit.

{a) Recipients must assure that only
fair and reasonabie profits are paid to
contractors awarded subagreements
under EPA assistance agreements.

(b) The recipient sball negotiate profit
as @ separate element of price for each
subagreement in which there is no price
competition. or where price is based on
cost analysis.

{c) Where the recipient receives two
or more bids, profit included in a
formally advertised, competitively bid,
Bixed price subagreement shall be
considered seasnnable.

{d} Off-the-shelf or catalog supplies

' are exeropt from this section.

§ 33240 Small, minority, women’s, and
iabor surdius ares businesses.

fa) It is EPA policy to award a fair
share of subagreements to small,
minority, and women's businesses. The
recipient must take affirmative steps to
assure that small, minority, and
women's businesses are used when
posaible as sources of supplies,
construction and services, Affirmative
stens shall include the following:

{1) Including qualified small, minority,

i‘insd women's businesses on solicitation
te;

{2} Assuring that small, mirority, and
women's businessesn are solicited
whenever they are potential sources;

(31 Dividing total requirements, when
economicslly feasible, into small tasks
or quantities to permit maximum
participation of small, minority, and
worren's businesses;

(4) Establishing delivery schedules,
where the requirements of the work
permit, which will encourage
perticipation by small, minority, and
women's businesses; .

(5) Using the services and assistance
of the Smali Busiress Administration
and the Office of Minority Business
Enterprige of the U.S. Department of
Commerce, as appropriate; and

(8} If the contractor awards
subagreements, requiring the contractor
to take the affirmative steps in
paragraphs (a}{1) through {a)(5) of this
section.

(b) [Reserved}.

(c) EPA encourages recipients to
procure supplies and services from [abor
surpius area firms.

§ 33.245 Privity of subagreement,

Neither EPA nor the United States
shall be a party to any subagreement
nor to any solicitation or request for
proposals,

C-9

$ 33250 Documentation,

(a) Procurement records and files for
procurements in excess of $10.000 shall
include the following:

(1) Basis for contracter selection:

(2) Written justification for selection
of the procurement method:

(3) Written justification for use of any
specification which does not provide for
maximum free and open competition;

(4) Written justification for the type of
subagreement;

{5) Basis for award cost or price,
including & copy of the cost or price
analysis made in accordance with
§ 33.290 and documentation of
negotiations; and
b g} Written justification for rejecting

ids.

{b) Recipients must state the reasons
for rejecting any or all bids and the
justification for procurements on &
noncompetitively negotiated basis and
mak= them available for public‘
inspection.

§ 32255 Specifications.

{a) Recipients must incorporate in
their specifications a clear and accurate
description of the technical
requirements for the msterial, product or
service to be procured. Such description

- ghall not, in competitive procurements,

contain features which unduly restyict
competition. uniess the features are
necessary to test or demonstrste a
specific thing or to provide for necessary
interchangeability of parts and
equipment ¢r to promote inpovative
technologies. The description skall
include a statement of the qualitative
nature of the mat2rial, product or
service to be procura1 and, when
necessary, shall set forth those minimum
essentiel characteristics and standasrds
to which it must conform if it is to
satisfy its intended use.

{b} The recipient shall avoid the use of
detailed product specifications if at all
possible,

(c} When in the judgment of the
recipient it is impractical or
uneconomical t¢ make a clear and
accurate description of the technical
requirements, recipients may use g
“brand name or equal” descriptionas a
means to define the performance or
other salient requirements of a
procurement. The recipient need not
establish the existence of any source
other than the named brand. Recipients
must clearly state in the specification
the salient requirements of the named
brand which must be met by offerors.
(An additional specification requiremen-
for recipients of assistance for the
construction of treatment works ander
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" . 40 CFRPart 35 Subparts Band I is

contaiped in § 33.710.)

§ 33260 intergovernmental sgreements,

{a) To foster greater economy and
efficiency. EPA encourages recipients to
enter into State and local
intergovernmental agreements for
commor procurement or use of goods
and services.

{b] Although intergovermental
agreements are not subjecl to the
requirements in this part, all

procurements under intergovernmental

agreements are subject to the
requirements in this part except for
procurements that are:

(1) Incidental to the purpose of the
assistance agreement, and

{2} Made through a central public
procurement unit.

§33.265 Bonding and insurance.

(a) These requirements apply only to
recipients and contractors with
subagreements for construction.

{1) For construction subagreements of
$100,000 or less, the recipient shall
follow its own requirements relating to
bid guarantees, performance bonds and
payment bonds.

{2) For those subagreements more
than $100,000, the award official may
accept the reciplent’s bonding policy
and requirereents provided the award
official makes a determination that the
Federal Government's intarest is
adequately protected. If the award
official does not make that
determination, the minimum bonding
requirements for subagreements more
than $100,000 are:

(i} A “bid guarantee” from each
bidder equivalent to five percent of the
bid price. The “bid guarantee” shall
consist of a firm commitment such as 2
bid bond, certified check or other
negotiable instrument accorrpanying a
bid as assurance that the bidder will,
upon acceptance of the bid, execute
such coatractual documents as the EPA
recipient may require within the time
specified.

(if) A “performance bond" for 100
percent of the subagreement price. A
*performance bond™ is one that the
contractor executes In connection with a
subagreement to secure fulfillment of all
its oblizations under such subagreement.

fiif) A “payment band" for 100 percent
of the subagreement price. A “payment
bond” is one that the contractor
executes in connection with a
subagreement to assure payment as
required by law, to all persons supplying
labor and material in the execution of
the: work provided for in the
sub~greement.

. —————

{3) Where bonds are required in the
situations described above, bidders and

. contractors shall obtain them from

companies holding certificaties of
authority as acceptable sureties (31 CFR
Part 223),

(b) Recipients and contractors must
follow the flood hazard area
requirements of the Flood Disester
Protection Act of 1973 contained in 40
CFR Part 30.

© §33270 Code of conduct.

(a) Recipients shall maintain a written
code or standards of conduct which
shall govern the performance of its
officers, employees, or agents engaged
in the award and administration of
subagreements supported by EPA funds,
No employes, officer or agent of the
recipient shall participate iz the
selection, award or administration of a
subagreement supported by EPA funds if
a conflict of interest, real or apparent,
would be involved.

(b} Such a conflict would arise when:

(1) Any employee, officer or agent of
the recipient, any member of their
immediate families, or their partners
have a financial or other interest in the
firm selected for award, or

{2) An organization which may
receive or has been awarded a
subagreement employs, or is about 1o
employ, any person under paragraph -
(b)(1) of this section.

{c]) The recipient's officers, employees
or agents shall peither aclicit nor accept
gratuities, favors nr anything of
monetary value from contractors,
potential contractors or other parties to
subagreements. .

{d} Recipients may set minimum rules
where the financial interest is not
substantial or the gift is an unsolicited
item of nominal intrinsic value.

(e) To the extent permitied by State or
local law or regulations, the recipient’s
code of conduct shali provide for
penalties, sanctions or other disciplinary
actions for violations of the code by the
recipient's officers, employees or agents
or by contractors or their agents.

§33.273 Federal cost principles.

The fnllowing cost principles apply to
assistance agreements and
subagreements:

{a) State and local governments must
comply with OMB Circular A-87 to
determine allowable conts.

fb) Educational inatitutiops must
comply with OMB Circular A=21 to
determine allowable costs and with
OMB Circular A-88 for indirect cost
rates.

{c) Nonprofi{ institutions must comply
with OMB Circular A~122 to determine
aliowable costs.

'C-10

{d) AY other reripients, contractors
and subcontractors must comply with
the cost principles contained in the :
Federal Procuremsn:t Regulations (41 ’ )
CFR 1-15.2 and, if appropriate, 1-15.4) 1

determine allowable costa.

§ 32280 Payment to consultsnts.

{a] For all EPA assistance agreements.
EPA will limit its participation ip the
salary rate {excluding overhead) paid to
individual consultants retained by
recipients or by a recipient's contractors
or subcontractors to the maximum daily
rate for a GS-18. (Recipients may.
however, pay contractnrs and
subcentractors more than this amount.)
This limitation applies to consultation
services of desirmated individuals with
specialized skiil* who are paid at a daily
or hourly rate. This rate foen not mclude
transportation and sub+.stence costs for
trave! performed:; recipients will pay
thees in accrrdance with their normal
travel reimbursex ent practices.

(b) Subagreeraents with firms for
services »whick are awarded using the
procuremsat requirements in this part
are not afferted hy this limitation.

§ 32285 Prohibited types of
subagresments,

The cost-plus-percentage-of-cost (e.g..
a multiplisr which includes profit) and g -
the percentage-of-construction-cost .)
types of subagreements shall not be
used.

§33.290 Cost and price considerstions.

{a) The recipient shall conduct a cost
analysis of all negotiated change orders
and alil negotiated subagreements
estimated to exceed $10.000.

(b) The recipient shall conduct a price
anelysis of all formally advertised
procurements 2stimated to exceed
$10,000 if there are fewer than three
bidders.

(c} For negotiated procurement,
contractors and subcontractors shall
submit cost or pricing data in support of
their proposals 1o the recipient.

§33.295 Sutsgreements awarded by »
contractor. )

A contractor must comply with the
following provisions in its gward of
subagreements. {This section does not
apply o a supplier's procurement of
materials to produce equipment,
materials and catalog, off-the-shelf, or
manufactured items.)

(a) 30 CFR Part 32 (Debarment and

_ Suspension Under EPA Assistance

Programs}; ] )
{b} The limitations on subagreeme

award in § 33.220 {a)(1) through {a}{5);
(¢) The profit requirements in § 33.235:
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{d} The requirements for small.
{ rity, women's and labor surplus
' ousinesses in § 33.230;
e) The specification requirements of
§ 33.255;
{f) The requirements of Subpart C of
this Part, if appropriate;
{g} The Federai cost principles in
§ 33.275:
(k) The prohibited types of
subagreements in § 33.285; ,
{i) The cost and price considerations
in § 33.290, and
{i) The applicable subagreement
provisions in Subpart F of this part.

Small Purchases

§ 33205 Smafl purchase procurement.

If the aggregate amount involved in
any one procurement transaction does
‘not exceed $10,000, including estimated
handling and freight charges, overhead
and profit. the recipient may use smail

purchase procedures.

$ 21310 Smal purchase procadures.
Small purchase procedures are
relatively simple procurement methods
that are sound and appropriate for a
procurement of services, supplies or
other property costing in the aggregate
: t more than $10,000.

15 Requirements for competition.

{a] Recipients shal! not divide a
procurement into smaller parts o avoid
the dollar limitatior for competitive

. procurement.
hd (b! Recipients shall obtain price or
rate quotations from an adequate
nuraber of qualified sources.

Forma} Advertising

§ 33.405 Formal advertising procurement
method.

{a) The requirements in §§ 33.405
through 33.430 apply to all formally
advertised subagreements in excess of
$10,000. Formal advertising means the
public solicitation of sealed bids and the
award of a subagreement based on a
fixed price (lump sum, unit price, or a
combination of the two) to the lowest.
responsive, responsible bidder.

(b) Formal advertising requires at a
MINImum

{1} A complete, edequate and realistic
specification or purchase description of
what iz mequired;

{2} Two or more responsible bidders
which are willing aad able to compete

) effectively for the recipient's business;
,{ .(3!-:\ prociurement that lends itself to

e award of a fixed-price
ubagreement: and
{4} That the seiection of the successful
bidder be made principaily on the basis
of price.

§ 33.410 Public notice and sollertation ¢f
bids.

Tke recipient shall give adequate
putlic notice of the solicitation, inviting
bids and stating when and how the
bidding documents may be obtained or
examined.

§332.415 Time for preparing bids.

The recipient must allow adequate
time between the date the puhiic notice

is first published and the date by which -

bids must be submitted.

§33.420 Adequate bidding documents.

Recipient's bidding documents shall
include:

{a] A complete statement of wark to
be performed including, where
appropriate, design drawings and
specifications and the required

performance scheduis:

{b) The terms and conditions of the
subagreement to be awarded. including

. payment, delivery schedules, point of

delivery and acceptanca ctiteria;

(c} A clear explianation of the
recipieat’s me*hod of bidding and the
method of evalvating bid prices, and its
basis and mett~d for awarding the
subagreement: '

[d) Any oiher responsibility
requirements or evaluation criteria
which the recipient will use in
evalualing bidders;

(e} The prevailing wage
determination, made under the Davis-
Bacon Act. if applicable; and

(f) The deadline and place to submit
bids and a cowy of § 33.295. Subparts F
and C ard, if sppropriate. EPA Form
57204 “Labor Standard Provisions for
Feder:ily Assiated Contracts,”

§32.425 BPubile opening of bids.

The recipient shall publicly open bids
at the place, date and time announced in
the bidding ducuments.

5 33.430 Award to the lowest, respansive,
responsibie bidder.

{a) The recipient shall svaluate all
bids in accordance with the methods
and criteria in the bidding documents.

{b] The recipient shall award a fixed-
price subagreement to the lowest,
responsive, responsible bidder. Where
spec:fird in the biddinz decuments,
recipients shall copsider factors such as
discounts, transpnrtation costs and life
cycle costs to determine the low bid,
Payments discounts may be used to
determine the low bid only when pricr
experience of the recipient indicates
that it generally accepts such discounts.

{c] The recipient may reject ail bids
only when it has sound, documented
busine8s reascns which are in the best
interest of th= pragram for wiirch EPA

C~11

assistance is awarded (see § 33.250
“Documentation™}. :

Competitive Negotiation

§ 33.505 Competitive negotiation
procurement method.

(a) The requirements in §§ 33.505
through 33.525 apply to-ell competitively
negotiated subagreements in excess of
$10.000.

{b} Recipien's may use competitive
negotiation only if conditions are not
appropriate for the uae of the formal
advertising method of procurement (see
§ 33.405).

§33.510 Public notice.

(a) The recipient must give adequate
public notice for competitively
negotiatad procurements.

(b} The natice of a request for
proposals must state how to obtain
associated documents, including a copy
of § 33.285, Subparts F and G, the basis
for subagreemsnt award, and, if
appropriate, EPA Form 5720-4 “Labor

. Standard Provisions for Federally

Assisted Contracts.”
(¢} Requests for proposals must be
written. contain enough information to
enable a prospective ciferor to prepare a
pronosal, contain all evaluation criteria
and the relative impertance attached to
each. and cleatly state the deadline and .
place to submit proposals.

§33.515 Evatuation of proposals.

{a) Recipients must uniformly and
objectively evaluate all proposals
submitted in response to the request for
propoasais.

{t) Recipienis must base their
determinations of qualified offerors and
acceptabie proposals solely nn the
evaluation criteria stated in the request
for proposals,

§33.520 Negotiation and award of
subaqgreement.

(a) Unless the request for propossis
states that award may ba based un
initial offers alone, the recipient must
ronduct meaningful negotiations with
the best qualified offerars with
acceptable proposals within the
competitive range, and permit revisions
to obtain best ansd final offers. The hest
qualified offerors must have equal
opportunities to negotiate or revise their
aroposals. During negotiations, the
recipient must not disclose the indentity
of competing offerors or any information
from competing proposals.

(b) The recipient must award the -
subagreement to the responsible offeror
whose proposal is determined in writing
ta be the most advantageous to the
recipient, taking intn crnsideration price
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and ather evaluation criteria set forth in
the request for proposal. :

{€) The recipient must promptly notify
unsuccessful offerors thst their
proposals were rejected.

{d) The recipient must document its
procurement file to indicate how
proposals were evaluated, what factors
were used to determine the best
quelified offerors within the competitive
range., and what factors were used to
determine the subagreement award.

§$33.525 Optional selection procedurs for

negatistion and sward ot

for architectural and engineering servicea.
{a) The recipient may evaluate and

select an architect or engineer using the

procedures in this section in place of the.

procedures in § 33.520, “Negotiation and
award of subagreements.”

(b) The recipient may use either a

- prequalified list developed in
accordance with § 33.230{c) or
responses to requests for statement of
qualifications to determine the most
technically qualified architects of
engineers.

{c} After selecting and ranking the
most qualified architects or engineers,
the recipient will request technical
proposals from those architects or
engineers and inform them of the
evaluation criteria the recipient will use’
to rank the proposals.

{d)} The recipient shall then select and
determine, in writing, the best technical
proposal.

(e) Afier selecting the best proposal,
the recipient shall attempt to negotiate
fair pnd reasonable compensation with |
that offeror. . _

(f) If the recipient and the offeror of
the best proposal cannot e on the
amount of compensation, the recipient
shall formally terminate negotiations
with that offeror, The recipient shall
then negotiate with the offeror with the
next best proposal. This process will
continue untjl the recipient reaches
agreement on compensation with an
offeror with an acceptable proposal.
Once the recipient terminates
pegotiations with an offeror. the
recipient cannot gc back and renegotiats
with that offeror.

Noncompetitive Negotistion

§33.505 Noncompetitive negotiation
procurement method.

. Recipients may use noncompetitive '
negotiation to award a subagreement if
the other three procurersent methods are

inappropriate because:

(a) The item is available only from a
single source:

{t] A public exigency or emergency
exisis and the urgency for tha _

requirement will not permit a delay
incident to competitive procurement;
{c) After solicitation from a number of
sources. competition is inadequate: or
(d} The EPA award official authorizes
noncompetitive negotiation. subject to
the limitation in § 33.715(aj{2). -

Subpart C~Requirements for
Recipisnta of Assistance Agreements
for the Construction of Treatment
Works

§33.705 Applcability and scops of this
subpart.

Recipients of assistance agreements
awarded under 40 CFR Part 35, Subparts
E and ] must comply with the following
requirements.

§33.710 Buy American. .

Section 215 of the Clean Water Act
requires that contractors give preference
for the use of domestic material in tha
construction of EPA funded treatment
works.

(a) Contractors must use domestic
conatruction material in preference to
nondomestic material if it is priced no
more than 8 percent higher than the bid
or offered price of the nondomestic
material, including all costs of delivery
to the construction site and any
applicable duty, whether or not
assessed. The recipient will normally
base the computations on prices and
costs in effect on the date of opening of
bids or proposals.

{(b) The award official may waive the
Buy American provision based upon
factors be considers relevant, including:

{1) Such use is not in the public
interest;

(2) The cost is unreasonable;

(3) The Agency's available resources
are not sufficient to implemant the
provision, subject to the Deputy
Adminjstrator’s concurrence;

(4} The articles, materiais or supplies
of the claas or kind to be used or the
articles, materials or supplies from
which they are manufactured are not
mined. produced or manufactured in the
United States in sufficient and
reascnably available commercial
quantities or satisfactory quality for the
particuiar project: or

{5) Application of this provision is
contrary to multilateral government
procurement agreements, subject to the
Deputy Administrator's concurrence.

(c) All bidding documents,
subagreements, and, if appropriate,
requests for proposals must contain the
“Buy American” provision in § 33.1030.

§33.715 Use of the same architect or
engineer during construction.

(e) If the recipient is satisified with
ths aualifications and performance of

c-12

‘“Small Purchases,” or

the architect or engineer who provided
any or all of the facilities planning or
design services for the project and .
wishes to retain that firm or individua )
during construction of the project, it m
do so without further public notice and .
evalution of qualifications, provided:

(1) The recipient received a facilities
planning (Step 1} or design grant (Step
2}, and selected the architec! or engineer
in accordance with EPA’s procurement
regulations in effect when EPA awarded
the grant; or

(2} The award official approves
noncompetitive procurement urder
§ 33.605(d) for reasons other than simply
using the same individual or firm that
provided facilities planning or design
services for the project; or

(3) The recipient attests that

(i) The initial request for proposals
clearly stated the possibility that the
firm or individual selected could be
awarded a subagreement for services
during construction; and

(ii} The firm or individual was
selected for facilities planning or design

_gervices in accordance with procedures

in:

{A) Section 33.230 “Competition."and "

(B} Section 33.250{a){1), {a){2) & {a)(3).
and (b) “Documentation,” and one of the
following:

(C) Section 33.305 through 33.915 .)

(E) Section 33.505 through 33.525
“Competitive Negotiation.”

{iii} No employee, officer or agent of
the recipient, any member of their
immediate families, or their partners
have financial or other interest in the
firm selected for award; and

{iv) None of the recipient's officers,
employees or agents sclicited or
acceptied gratuities, favors or anything
of monetary value from contractors or
other parties to subagreements.

{b] However, if the recipient uses the
procedures in paragraph (s) to retain an
architect or engineer, any Step 3
subagreements between the architect or
engineer and the recipient must meet all

of the other procurement provisions in
this part.

(D} Section 33.405 through 33.430
“Formal Advertising:"or

.Subpart D=—=Requirements for

institutions of Higher Education and
Other Nonprofit Organizations

§33.805 Apolicability and scope of this
subpart,

Recipients who are subject to the .
provisions of OMB Circular A-110, )
“Grants and Agreements with .
Ingtitutions of Highetr Education,

Hospitals, and Other Nonprofit
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""" anizations” are not subject to all of
f uirements in this part.

§33.810 Nonappiicable subagreement
cisuses.

The following clauses in Subpart F of
this part do not apply to institutions of
higher education and other nonprofit
organizations:

(a) Energy efficiency (§ 33.1024);

{b) Changes {§ 33.1030,3);

(¢} Differing site conditions
{§ 33.1030.4) and

{d) Price reduction for defective cost
or pricing data (§ 33.1030.8}.

§33.315 Nonapplicable procurement
provigions.

The following procurement provisions
do not apply to institutions of higher
education and other nonprofit
organizations:

(a) Subparts C and E;

{b) Sections 33.405 through 33.430
“Formal advertising"

{c) Sections 33.505 through 33.525
"Competitive negotiation;”

{d) Section 33.605 “Noncompetitive

tiation” (see § 33.820(b}});

The requirement in § 33.270(a)

e of conduct” to have a written
code of conduct;

(f) The provisions of § 33.240 “Small,
minority, women's, and labor surplus
area businesses” which:

{2) Encourage the award of a fair
share of contracts to women's and labor
surplus area businesses;

{2) Require the specific affirmative
action steps in § 33.240(a)(1) through
{a){6): however, nonprofit organizations
are required to make positive efforts to
use small businesses and minority
owned businesses as sources of supplies
and services;

{g) Subpart G “Protests.”

§33.8320 Additional procurement
requirements.

{a) Recipients must exclude
contractors that develop or draft
specifications, requirements, statements
of work, invitation for bids. or requests
for proposals from competing for awards
resulting from the prior effort.

{b} For all proposed sole source
subagreements and where only one bid
roposal is received, the recipient

't request the eward official's prior

_ ~toval to award the subagreement if
the aggregate expenditure is expected to
exceed $10,000.

Subpart E«-Requirements for
Recipients of Remedial Action
Cooperative Agreements Under the
Comprehensive Environmental
Response, Compensation, and Liahility
Act of 1580

§33.905 Applicability and scope of this
subpart.
{a} The requirements in §§ 33.910

through 33.915 apply only to remedial
actions which EPA funds as part of a

_ cocperative agreement under the

Comprehensive Environmental
Response, Compensation, and Liability
Act of 1580 |Superfund).

(b} Studies, investigations, or
engineering activities which precede a
remedial action activity are not subject
to the requirements in §§ 33.910 through
33.915, but are subject to the

. tequirements in Subparts A, B,Fand G

of this part

§33.910 Preference for formal
advertising.

If a recipient wants to use a _
procurement method other than formal
advertising, it must receive the EPA
award official's concurrence with the
determination.

§ 33915 Award official approval.

The award offigial shall approve the
recipient's use of a procurement methaod
other than formal advertising only after
the recipient has completed planning
remedial activities and selected a cost-
effective aiternative.

Subpart F—Subagreement Provisions

§ 351005 Applicabliity and scope of this
subpart. .

{a} This subpart applies to all EPA
recipients and describes the minimum
content of each subagreement (contract
and subcontract).

(b} Nothing in this subpart prohibits a
recipient from requiring more
assurances, guarantees, ot indemnity or
other contractursal requirements from
any party to-s subagreement.

§33.1010 Requirements for subagreement
clauses.

Recipients shall include clauses that
meet the requirements of §§ 33.1015
threugh 33.1021, and the appropriate
clauses in § 33.1030, in each -
procurement subagreement.

§ 33,1015 Subagresment provisions
ciause,

Each suhagreement must include
provisions defining a sound and
complete agreement, including the:

(a) Nature, scopea, and extent of work
to be performed;

{b} Timeframe for performance:

c-13

{c) Total cost of the subagreement:
and
(d) Payment provisions.

§ 32.1016 Labor standards provisions.

Recipients shall include a copy of EPA
Form 5720-4 “Labor Standards
Provisions for Federally Assisted
Construction Contracts” in each
subagreement for construction (as
defined D)y the Secretary of Labor). The
form contains the Davis-Bacon Act
requirements {40 U.S.C. 27Ba—~276a-7});
the Copeland Regulations (29 CFR Part
3); the Contract Work Hours and Safety
Standards Act—Qvertime
Compensation {940 U.S.C. 327-333) and
the nondiscrimination provisions in
Executive Order 11246, as amended.

§33.1019 Pstents data and copyrights
clause.

Except for construction grant
subagreements, all subagreements shml
include natice of EPA requirements and
regulations pertaining to reporting and
patent rights under any subagreement
involving research, devalopmental,
experimental or demenstration work
with respect to any discovery or
invention which arises or is developed
ir. the conduct of work under a
subagreement. This notice shall alsc
include EPA requirements and
regulations pertaining to copyrights and

_rights in data contained in $0 CFR Part

30.

§33.1020 Violsting facilities clause.

Subagreements in excess of $100.000 ~
shall contain a provision which requires
contractor compliance with all
applicable standards, orders or
requirements issued under Section 306
of the Clean Air Act (42 U.S.C. 1857(h)}..
Section 508 of the Clean Water Act (33
U.S.C. 1388), Executive Order 11738, and
EPA regulations {40 CFR Part 15} which
prohibit the use under nonexempt
Federal contracts, grants or loans of
facilities included on the EPA List of
Violating Facilities.

§332.1021 Energy eificiency clause.

Subugreements shall comply with
mandatory standards and policies on
energy efficiency contained in the
State's energy conservation plan issued
in compliance with the Energy Policy
and Conservation Act (Pub. L. 84~183}.

§ 33,1030 Model subagreement clauses.

Recipients must include, when
appropriate, the following clauses or
their equivalent in each subagreement.
Recipients may substitute other terms
for “recipient and” “contractor” in their
subagreements.
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1. Supersession

‘The recipient and the contractor agree that
this and other appropriate clauses in 40 CFR
33,1030 apply to that work eligible for EPA
assistance to be performed under this
subagreemeént and that these clause
supersede any conflicting provisions of this
subsgreement. "
2. Privity of Subagreement

This subagreement is expected ta be
funded in pan with funds from the U.S,
Environmental Protection Agency. Neither
the United States nor any of its departments,
agencies or employees is, or will be, a party
to this subagreement or any Jower tier
subagreement, This subagreement is subject
1o regulations contained in 40 CFR Part 33 in
effect on the date of the assistance award for
this project. : .

S, Changes

{o) The following clouse applies only to
subagreements for coastruction. {1) The
recipient may at any time, without notice to
any surety, by written order designated or
indicated to be a change order, make any
change in the work within the general scope
of the subagreement. including but not limited

to changes:

(i) In the specifications (including drawings
and designs};

{ii) In the time, method or manner of
performance of the work:

(ifi) In the recipient-furnished facilities,
equipment, materials, services or site. or

{iv}) Directing acceieration in the
performance of the work. . .

{2} A change ovder shall alsa be any other
written order (including direction, instruction,
foterpretation or determination) from the
recipient which canses-any change, provided
the contractor gives the recipient written
notice stating the date, circumstances and
source of the order and that the contractor
regards the order as a change order.

(3) Except as provided in this ciause, no
order, statement or conduct of the recipient
shall be treated as a change under this clause
or entitle the contractor to an equitable
adjuztment.

(4} if any change under this clause causes
an increase or decrease in the contractor's
cost or the time required to perform any part
of the work under this contract, whether or
not changed by any order, the recipient shall
inake an equitable adjustment and modify the
subagreement in writing. Except for claims
based on defective specifications, no claim
for any change under paragraph {a)(2) above
shall be allowed for any costs incurred more
than 20 days before the contractor gives
wrilten natice as required in paragraph (a)(2).
In the case of defective specifications for
which the recipient is responsible, the
equitable adjustment shall include any
increased cost the coniractor reasonably
incurred in attempting 10 comply with those
defective specificanons.

(5) f the contractor intends 10 assert a
claim for an equitable adjustment under this
clause, be must, within 30 days after receipt
of a written change order under paragraph (a)

(1) or the furnishing of a written notice under
paragraph {(a] (2], submit a written statement
to the recipient setting forth the general
nature and monetary extent of such claim.
The recipient may extend the 30-day period.
The contractor may include the statement of
claim in the notice under paragreph (2} of this
change clause.

(6} No claim by the contractor for an
equitable adjustment shall be allowed if
made after final payment undet this
subagreement.

{b) The following clouse opplies only to
subagreements for services. (1) The recipient
may at any time, by written order make
changes within the general scope of this
subagreement in the services or work to be
periormed. If such changes cause an increass
ot decrease in the contractor's cost or time
required to perform any services under this
subagreement, whether or not changed by
any order, the recipient shall make an
equitable adjustment and modify this
subagreement in writing. The contractor must
assert any claim for adjustment under this
clause in wriling within 30 days from the date
it receives the recipient’s notification of
change. uniess the recipient grants additional
time before the date of final payment.

(2) No services for which the contractor
will charge an additional compensation shail
be fumished without the written
authorization of the recicient.
~ {c) The following clause applies only to
subagreements for supplies. (1} The reripient
may at any time, by written order and
withowt notice to the sureties, change the
general scape of this subagreement in any
one or more of the following:

(il Drawings, designs or specifications
where the supplies to be furnished are
specifically manufactured for the recipient:

{ii) Methed of shipment or packing; and

(iti) Place of delivery.

(2) if eny change causes an increase or
decrease in the cost or the time required to
perform any part of the work under this
subagreement, whether or not changed by
any such order. the recipient shall make an
equitable adjustment in the subagreement
agreement price or delivery schedule, or bath,
and modify the subagreement in writing. The
contractor must assert any claim for
adjustment under this clause within 30 days
from the date the contractor receives the
recipient’s notification of change. If the
recipient decides that the facts justify such
action, the recipient may receive and act
upon any such claim asaerted at any time
before final payment under this
subagreement. Where the cost of property
made obsolete or excess as a result of a
change is included in the contractor's claim
for adjusiment, the recipient has the right to
prescribe the manner of disposition of such
property. Nothing in this clause shall excuse
the contractor from proceeding with the
subagreement as changed.

4. Differing Site Conditions

The following clause applies only to
construction subagreements. (a) The

C-14

contractor shall promptly. end before such
conditions are disturbed, notify the recipien.

in writing of:
{1) Subsurface or latent physical co \)
at the site differing materially from thos ‘

indicated in this subagreement. or

(2) Unknown physical conditions at the
site, of an unusual nature, differing materially
from those ordinarily encountered and
generally recognized as inhering in work of
the character provided for in this
subagreement,

{b) The recipient shell promptly investigate
the conditions. I{ it finds that conditions
materially differ and will cause an increase
or decreask in the contractor’s cost or the
time required to perform any part of the work
under this subagreement, whether or not
changed as a result of such conditions, the
recipient shall make sn equitable adjustment
and modify the subagreemeant in writing.

{c) No claim of the contractor under this
clause shall be allowed unless the contractor
has given the notice required in paragraph {a)
of this clause. However, the recivient may
extend the time prescribed in paragraph {a].

{d} No claim by the contractor for an
equitable adjustment shall be allowed if
asserted after final payment under this
subagreement,

§. Suspension of Work

- The following clause applies only to
construction subagreements. (a) The recipient
may order the contractor in writing to
suspend, delay or interrupt all or any part of
the wark for such period of time as th
recipient may determine to be app

the convenience of the recipient. }

{b} If the performance of &il or any pa.. of
the wark is suspended. delayed or
interrupted for an unreasonable period of
tirne by an act of the recipient in
administration of this subagreement, or by
the recipient’s failure to act within the time
specified in this subagreement {or if no time
is specified. within a reasonable time), the
recivient shall make an adjustment for any
incresse in the cost of performence of this
subagreement {excluding profit] necessarily
caused by such unreasonable suspension,
delay or interruption and modify the contract
writing. However. no adjustment shall be
made under this clause for any suspension,
delay or interruption to the extent {1) that
performance would have been so suspended,
deiayed or interrupted by any other cause,
including the fault or negligence of the
contractor. or (2] for which an equitabie
adjustment is provided for or excluded under
any other provision of this subagreement.

{c] No claim under this clause shall be
allowed (1} for any costs incurred more than
20 days before the contractor notified the
recipient in writing of the act, or failure to
acl involved {this requirement does not appl
to a claim cesulting from a suspension order)
and (2) unless the amount claimed is asserte«
in writing as soon as practicable after the
termination of such suspension. delay or

interruption, but not later than af
final payment under the suba )
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4, Termination

(e} This subagreement may be terminated
in whole or in part in writing by either party
in the event of substantial failure by the other
party to fulfill its obligations under this
subagreement through no fault of the
terminating party, provided that no
termination may be effected unless tha nther
party is given (1) not less than ten (10)
calendar days’ written notice (delivered hy
certified mail, return receipt requested) of
ntant to terminate, and (2) an opportunity for
consultation with the terminating party prior
‘to termination.

{b) This subagreement may be terminated
in whole or in part in writing by the recipient
for its convenience, provided that the
contractor is given (1) not lesa than ten (10)
calersdar days’ written notice (delivered by
certified mail. return receipt requested) of
intent to terminate, and (2) an opportunity for
consultation with the terminating party prior
to termination,

(c) If termination for defauit {5 effected by
the recipient, an equitable adjustment in the
price provided for in this subagreement shall
be made, but (1) 0o amount shall be allowed
for anticipated profit on unperformed
services or other work, and [2) any payment
due to the contractor at the time of .
termination may be adjusted to cover any
additional costa to the recipient because of
the contractor's defauit. }f termination for
default is effected by the contractor, or if
terroination for convenience is effected by the
recipient, the squitable adjustment shall
include & reasonable profit for services or
ather work performed. The equitable
adjustment for any terminaticn shall provide-
for payment to the contractor for services
rendered and expenses incurred prior to the
termination. in addition to termination -
settlement costs reasonably incurred by the
contractor relating to commitments which
had become firm prior to the termination.

{d) Upon receipt of a termination action
under paragraphs (a} or {b) above, the )
contractor shall (1) promptly discoatinue all
affected work {unless the notice directs
otherwise), and (2) deliver or otherwise make
available to the recipient all data, drawings,
specificstions. reports, estimates, surnmaries
and such other information and materials as
may have been accumulated dy the
contractor in performing this subagreement,
whether completed or in process.

{e} Upon termination under paragraphs (a)
or {b} above. the recipient may take over the
work and may aweard another party a
subagreement to complete the work under
this subagreement.

() if, after termination for failure of the
contractor to fulfill contractual obligations, it
is determined that the contractor had not
failed to fulfill contractual obligations, the
termination shall be deemed to have been for
the convenience of the recipient. In such
svent, adjustment of the subagreement price
shall be made as provided in paragraph (c} of
this clause.

7. Remedies

Unless otherwise provided in this
subagreement, all claims, counter-claims.
disputes and other matters in question
between the recipient aad the contractor

arising out of, or relating to, this
subagreement or the breach of it will be
decided by arbitration if the parties mutually
agres, or in a court of competent jurisdiction
within the State in which the recipient is
located.

8, Price Reduction for Defective Cost or
Pricing Data

[Note.—The following clouse applies to {1)
any subagreement negotiated between the
recipient and its contractor in excess of
$100.000; {2) negotiated subagreement
amendments or change orders in excess of
$100,000 affecting the prics of formaily
odvertised, competitively awarded, fixed
prica subogreement, or (3) any lower tier
subaogreement or purchase order in axcess of
$100.000 under a subagreement other then o
Jormally advertised, competitively awarded,
fixed price subagreement. This clause does
not apply to subggreements awarded on the
baais of effective price competition.]

(s) The contractor and subcontractor,
whers appropriats, assure that the cost and
pricing data submitted for evaluation with
respect to negotiation of prices for negotiated
subagreements, lower tier subagreements and
change arders {s based on current, accurate
and complets data supported by their books
and records. If the recipient or EPA
determines that any price (incleding profit}
negotiated in connection with this
subagreement, lower tier subagreement or
amendment thereunder was increased by any
sigiffitans sums becavse the data provided
was incomplete, inaccurate or not current &t
the time of submission, ther such price or
cost or profit shall be reduced accordingly
and the recipient shall modify the
subagreement tn writing to reflect such
action. :

{b) Failure to agree on s reduction shall be
subject to the remedies clause of this
subagreement.

[Note.—Since the subagreement iz subject
o reduction under this ciouse by reason of
defective cost or pricing data submitted in
connection with lower tier subogreements,
the controctor moy wish to include a clouse
in each lower tier subagreement requiring the
lower tier subcantractor o approprictely
indemnify the contractor. It is also expected
that any lower tier subcontractor subject to
such indemnification will gereraily require
substantially similar indemnification for
defective cost or pricing dote submitted by
Jower tier contractors.)

§. Audit; Access to Records

(a) The contractor shall maintain books,
records, documents and other evidence
directly pertinent to performance on EPA
funded work under this subagreement in
accordance wiith generally accepted
accounting principies and practices
consistently applied, and 40 CTR Part 30 in
effect on the date of exscution of this
subagreement. The contractor shall also
maintain the financial information and data
used in the preparation or support of the cost
submission required under 40 CFR 33.290 for
any negotiated subagreemert or change order
and a copy of the cost summary submitted to
the recipient. The United States
Ervironmental Protection Agency, the
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Comptralier General of the United States, the
United States Department of Labor, the
recipient, and (the State} or any of their
authorized representatives shall have access
to all such books. records, documents and
otber evidence for the purpose of inspection,
audit and copying during normal business
bours. The contractor wiil provide proper
{acilities for such access and inspection,

{b) If this is & formally advertised,
competitively swarded, Bixed price
subagreement, the contractor agrees to make
paragraphs (8) through (g) of this clause
applicable to all negotiated change orders
and subsgreement amendments affecting the
subagreement price. In the case of all other
types of priroe subagreements, the contractar
agrens in make paragraphs {a) through (g}
applicable to all subagreements he awards in
excess of $10.000, at any tier, and to make
paragraphs () through (g) of this clause
applicabls to all change orders directly
related to project performancs.

(c] Audits conducted undar this provision
sball be in accordance with generally
accepted auditing standards and with
established procedures end guidelines of the
reviewing or audit agency{ies).

(d} The contractor agrees to disciose all
information and reports resulting from acces:
to records under paregraphs {a) and {b) of
this clause to any of the agencies referred to
in paragraph (a).

{e} Records under parsgraphs {a) and (b}
above shall be meintained by the contractor
during performance on EPA assisted work
under this subagreement and for the time
periods specified in 40 CFF Part 30. In
addition, those records whucn relate to any
controversy arising under an EPA assistance
agreement, litigation, the settlement of claim

"arising out of such performance or to costs o

itema to which an sudit exception has been
taken shall be maintained by the contracior
for the time periods specified in 40 CFR Part
30.

(f) Access to records is not limited to the

_required retention periods. The authorized

representatives designated in paragraph (a)
of this clause shall have access to records a-
any reasonable time for as long as the
records are maintained.

{g) This right of access clause applies to
finsncial records pertaining to all
subagreements (except formally advertised,
competitively awarded, fixed price
subagreements} and all subagreement chan;
orders regardiess of the type of
subagreement, and all subagreement
amendments regardiess of the type of
subagreement. In addition this right of acee:
applies to all records pertaining ‘o all
subagreements, subagreement change order
and subagreement amendments:

{1) To the extent the records pertain
directly to subagreement performance;

{2) If there is any indication that fraud,

_ gross abuse or corrupt practices may be

{nvolved: or

(3} If the subagreement is terminated for
default or for convenience.
10. Covensut Against Contingsnt Fees

The contractor assures that no person or
selling agency has been employed or retain,
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- sission, percentage, brokerage or
contingent fee excepting bona fide employees
or bona fide established commercial or
selling agencies maintained by the contractor
for the purpose of securing business. For
breach or violation of this assurance. the
recipient ahall have the right 10 annul this
agreement without liability or, at its
discretion, to deduct from the contract price
of consideration, or otherwise renover the full
amouni of such commission, percentage,
brokerage or contingent fee.

11. Gratuities
{a) If the recipient finds after a notice and
hearing that the contractor or any of the
oontracior's agents of representatives offered
or gave gratuities (in the form of
entertainment, gifts or otherwise) to any
official, employee or agent of the recipieat,
the State or EPA ia an attempt to secure a
subagreement or favorable ireatment in
awarding, amending or ing any
determinations rejated to the performance of
this subagreement, the recipient may, by
written natice to the contractar, terminate
this subagreement. The recipient may also
pursue other rights and remedies that the law
or this subagreement provides. However, the
existence of the facts on which the recipient
. bases such findings shall be in issue and may
be reviewed in proceedings under the
Remedies clause of this subagreement.

{b) Ic the event this subagreement is
ainated as provided in paragraph (a}, the
pient may pursve the same remedies

-xainst the contractor as it conld pursue in
the event of a breach of the subagreement by
the contractor, and as » penalty, in addition
to any other damages to which it may be
entitled by law, he entitled to examplary
damagés in an srount (as determined by the
recipient) which szall be not leas than three
nor mare Lhan ten times the coata ths
contractor incurs in providing any such
gratuities 1o any such officer or employee.

12, Buy American
This clause applies only to construction

subogreements award under 40 CFR Part 35
Subparts E and [, In accordance with section
215 of the Clean Water Act (33 U.S.C. 1251 et
seq.) and implementing EPA regulations, the
contractor agrees that preference will be
given to domestic construction material by
the contractor, subcontractors, materialmen
and suppliers in the performance of this
subagreement.

13. Responsibility of the Contractor
{a) The following clouse opplies only to
subagreements for services. (1) The
contracior is responsible for the professional
quality, technical accurscy, timely
completion and coordination of ail designs.
drawings, specifications, reports and other
services furnished by the contractor under
this subagreement. If the subagreement
involves eavironmental measuremsents or
4ata generation. the contractor shall comply
vith EPA guslity assurance requirements in
10 CFR 36.503. The contractor shall, withaut
additional compensation. correct or revise
any errurs, omissiona or other deficiencies in

prefessional services necessary to
accomplish the work specified in this
subagreement in accordance with this
subagreement and applicable EPA
requirements in effect on the date of
execution of the assistance agreement for this
project. :

[3) The owner's or EPA’s approval of
drawings, designs, specifications, reports and
incidental work or materials furnished
hereunder sball not in any way relieve the
contractor of responsibility for the technical
adequacy of bis work. Neither the owner's
nor EPA’s review, spproval, acceptance or
payment for any of the services shall be
construed as a waiver of any rights under this
sgreement or of any cause {or action arising
out of the performance of this subagreement.

{¢) The contractor shall be, and shall
remain, lable in sccordance with applicable
law for all damages to the owner or EPA
csused by tha contractor’s negligent
performance of any of the services furnished
under this subagreement, except for errors,
omissions or other deficiencies to the extent
sttributable to the owner, owner-fumished
data or any third party. The contractor shail
not be responsible for any time delays in the
project caused by circumstances beyond the
contractor’s control,

(5) The contractor’s obligations under this
clause are in addition to the contractor's
other express or implied assurances under
this subagreement or State law and in no way
diminish any other riphts that the owner may
heve against the cortractor for faulty
materials, equipment ar work.

(b} The follawing clause applies only to
subagreeme:1s for construction. (1) The
contractor agrees to perform all work vnder
this subagreement in accardance with this
agreement's designs, drawings and

speritrations.

{2) The coatractor guarantees for a period
of at jeast one (1) year from the date of
substantial completion of the work that the
completed work is free from ali defects due to
faulty materiala, equipment or workmanship

and that he shall promptly make whatever
adjustments or corrections which may be
necessary to cure any defects, including
repairs of any damage to other parts of the
system resulting from such defects. The
owner shall promptly give notice to the
contractor of observed defects. In the event

that the contractor fails to make adjustrmenta.

repairs, cotrections or other work made
necessary by such defects, the owner may do
so and charge the contractor the cost
incurred. The performance bond shall remain
in full force and effect through the guarantee
period.

(3) The contractor's obligations under this
clause are in addition to the contractor's
other express or impiled assurances under

have against the contractor for faulty
materials. cquipment or work.

14. Final Peyment

Upon satisiactory completion of the work
performed under this subagreement, as a

C-16

.all claims ageainst the owner arising under, or
by virtue of, this subagreement, except claims
which are specifically exempted by the .
contractor to be set forth therein, Unless

otherwise provided in this subagreement. by

State law or otherwise expressly agreed to by

the parties to this subagreewent, final

paytment under this subagreement or

settlement upon terminatioa of this

subagreement shall not constitute a waiver of

the owner’s claims against the contractor or

his sureties under this subagreement or

applicable performance and payment bonds.

Subpart G—Protests
$33.1105 Appiicability and scope of this
subpart ’ .

" this subagreement or State law and in no way
diminish any other rights that the owoer may
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” %icit or secure this subagreement upon an  his designs, drawings, specifications, reports  condition before final payment under this
pent or understanding for 2 and other services. subagreement or as 8 termination settlement-
{2] The contractor shall perform the under this subagreement the contractor shall
execute and deliver to the owner a release of

"y

_ This subpart sets forth EPA's
administrative process for the rapid
resolution of protest appeals filed with
the award official.

§ 33.1110 Recipient protest procedures,

{a) Recipients must establish their
own procedures for prompt
consideration of initial protesats
concerning their solicitations or contract
awards. A “protest” is g written .
complaint concerning the recipient's
solicitation’ or award of a subagreement.
It must be filed with the recipient by a
party with e direct financial interest
adversely affected by a recipient’s
procurement action (see § 33.1130
“Review of protest appesl”]). )

{b) The recipient should review each
protest received to determine whether it
is appropriate to defer the protested
procurement action.

{c) If the recipient does not defer the
procurement action, it assumes the risk
that the award official may disallow the
cost of the protested procurement action
if the protest appeal is upheld.

§33.1115 Protest appeal.

{a) A party with a financial interest
which is adversely affected by the
recipient’s decision on the initial protest
may file a “protest appeal” with the
award official.

(b} A “protest appeal” is g written
complaint filed with the award official
regarding the recipient’s determination
of 8 protest.

§33.1120 Limitstions.on protest appesis,

(a} The award official shall not accept

8 protest appeal until the protester has
exhausted all administrative remedies at

the recipient level.

{b) A protest appeal is limited to the
following:

{1} Issues arising under the
procurement provisions of this Part, or
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(2} Alleged violations of State or local

<7 - law ot ordinances where the award
cial determines that there is an
{ rriding Federal requirement,

) A recipient of a lower tisr
‘subagresment (subcontract) may only
file a protest appeal for issues which
relate to the award of a snbagreexnt
by a contractor (see § 33.298
“Subagreements awarded by a
contractor”), ~

31128 Piang nquhlm o
{a) Protest appeals muat be filed with

the Aagistant General Counsel for

Grasots for Headquarters'-awarded ~

" assistance sgreemants and with the -
. Offica of Regional Counsel for regionally

awarded assistance agresments.

&

(b) A protest appeal must:
{1) Be written;
(2) Include a copy of the recipient’s’
determination of the gntui:
(3) Stats the basis for tha appeal: md
" {4} Reguest a determination under this

subpart .
(c) Upon filing a protest appeal with
the Regional Counse] or Assistant -
General Counsel for Grants, as
appropriats, the party filing ths protest
appeal must concurrently transmit a
copy of all protest documents and any
attachments to all other parties with a.

jgect financial interest which may be- .

ly affected by the detarmmaﬂon
protest appeal.

{d) The award official will onl'y
consider written protest appeals
received by the appropriate Counsel's
offics within seven calendar days after
the adversely affected party recaives the
recipient’s determination of protast.
However, the adversely affected party
can meet the seven-day notice -
requirement by telegraphing the Counsel
within the seven-caiendar-day period of
its intent to file a protest appesl,
provided ths adversely affected party
submits a complete protest appeal
within seven calendar days of the date it
sends the telegram. If the seventh day

{alls on a'Saturday, Sunday or holiday,

the next working day shall be the last -
day to submit a protest a al.

(e} Any party which tsa
document to the award official during
the course of a protest appeal must
stmuitaneously furnish ail other affected
parties with a copy of the document.

§33.1130. Review of protest ppeal, .
(a) If the recipient does not receive the

initial protest before bid opening or the

dosms date for receipt of proposals, the
official may dismiss as untimely
test appeal based upon alleged

prieties in the solicitation which
- were clearly apparent before bid :
opening or before the deadline for

receipt of initlal proposals. In negotiated

procursments, protests of alleged
tmproprieties whick were incorporated
fn a new solicitation must have been
received by the recipient by the closing
date for receipt of proposais for the new
solicitation.

(b} In cases not involving
improprieties in the solicitation, the
award official may dismiss as untimely
a protest appeal if the adversely
affected party did not file the initial
protest with the recipient within ssven
" calendar days of the date the basis far

" the protest was kzown or should have
been known, whichever is earlier.

! 331140 Deferral of procurement action, .
When the award official receives a

- protest appeal and the recipient has not

deferred the procurement action under

§ 33.1110(b), the award official mast .
promptly request that the recipient defer
the protested procurement action until
the award official notifies the recipient

- of the farmal or informal resolution of

the appeal. The request shall be limited

-to the award of the subagreement or

cnbitemwh.ichisthebamoﬂhepmtest

- appeal. -
T 31148 Award official’s review.
" (a) Tha award official may establish

rules of procedtures or deadlines for the
submission of materials or the
arrangement of protest appeal
conferences,

{b) The award official may summan!y
dismiss an appeal without promdtngs
under this subpart if

(1) The protest appeal is not
reviewables, see § 33.1130, or addresses
Issues other than those allowed under
§ 33.1120(b):

(2) The protester uubstandally fails to
comply with the procednral -
requirements of this subpart; or

{3) The protester does not agres to the
recipient's request for a ressonable
+ axtension of the bid and bond period.

(c) The award official may summarity
deny a- protest appeal without

ander this subpart if, gfter
considering the facts in & light most
favorable to the protester, the award
official believes that the protest lacks
merit.

{d) The award official will give both
the recipient and tha protester, as well
as any other party with a financial
interest which may be adversely
affected by the determination of protest.

- an opportunity to present arguments in

support of their visws in writing or at a
epn.fe’mce.

(e) After the announced date for
receipt of written arguments, the record
shall be closed.
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- Asgistance Appeals.

. §33118)

(f) The award official ahall review *Fe
record considered by the recipient and
any-other documents or arguments
presented by the parties to determine
whether the recipient has complied with .
the procurement requirements of this
part and has a rational basis for its
determination of pratest.

(g) The award official's determination
shail constitute final EPA action from
which there skall be no further
administrative sppeal. No party may
sppeal an award official’s detemmauon
of appeal to the EPA Board of )

(&) Nothing in this subpart predudee -
the award official from reviewing the -
recipient’s procurement action. (See

(i} Noncompliance with the award
official's determination of protest shall _
be cause for an action against the .
recipient under 40 CFR Part 30 or 32

{j} If an appeal invoives legal issues
not explicitly addressed by this part, the
award official shall resolve the issue by
referring to other protest determinatiz-.3
under this section and decisions of the
Comptroller General of the United— .
States or of the Federal courts
addressing Federal requirements.
comparable to procurement
requirsments of this part.

A~Procedural Raquirements for

Appendix
' Recipisnts Who Do Not Certify Their

Procuwement Systems. or for Recigients Who
Have Their Procuremant Certifications
Revoked By EPA

(s) The following procedural requirements
apply to recipients who:
(1) Do not certify to EPA that their

‘procurement system meets the minimam

t requirements in this part, og

{2) Have their procurement certification
revoked by the award oificial, ax stated in
§ 33.1168(b].

(b) Those recipients-must comply with the
requirements in thia part plua ths following

requirements, These procedurai
requirements suppiement the requirements in
the sections citec. .
(1) To comply with § 33.250.
tation,” the recipient must submit
to the award afficial tha records nqumd by
this section.

(2) To comply wlth § 31.200. “Cost and
prics considerations,” the reciptent’s
contractars and subcontractors must submit
their cost or price data on EPA Form $700-41,
“Cost or Price Summary Format for
Subegresments Under U.5{ £PA Grants,” or
in another format which provides informaticn
similar to that by EPA Form 570041, .

(3) To comply with § 33.415, “Time for -
mﬂmxg bids,” the recipient must allow at

30 days between the date when it first
publishes the public notice and the date by
which bids must be submirtted.

{4) To comply with § 33.415. “Public notice
and solicitation of bids,” the recipient must
publish the notics in professional journals,
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rwepapers, or publications of genersl
cireulation aver 8 reasonabie aren for at leant _
30 days before bid opening. .

{5) To comply with § 33.510, “Adequate : .
public potica.” the recipient must publish the . .
notice in professional journals, aswspapers.
or publications of general ciroulation over a ] .
reasonable arsa for at saxt 30 days before : -
the daadline for receipt of proposals, The : :
recipient may use posted public sotices or
written gotificadon directed to interested
persans, fmns or professional organizations.
[PR Do, $£3-7080 Piad 3=25-0k 445 asf
BRAING COOE SR~
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33.235 PROFITS - System procedures must aliow only fair and reasonable profits to contractors.
33.240 MALL, MINORITY, WOMEN" ABOR SURP AREA BUSINE S - System must provids for use o TN
; ) businesses as specified in this section.
33.250 DOCUMENTATION - System must require that procurernent records and files for purchases over $10,00C inciude ter:
o specified in this section, .
33.255 SPECIFICATIONS - System procedures for establishing specifications for products or services to be procured must mee:
' requirements of this section,
33.265 BONDING AND INSURANCE - Syste;ia procedures and requirements related to bonding and insurance must meet
. requirements of this section,
E QF CONDUCT - Systemn must have a written code or standards of conduct meeting the requirements of this
33.270 section.
33.275 EEDERAL COST PRINCIPLES - System procedures for determining allowable costs must comply with the cost
. principles specified in this section.
23.285 PROHIBITED TYPES OF CONTRACTS - System may not aliow use of cost-plus-percentage-of cost (multiplier) or
- percentage-of-construction-cost types of contracts.
33.290 COST AND PRICE CONSIDERATIONS - Systemn procedures must allow for consideration of cost and price as requires
: in this section.
33.295 SUBAGREEMENTS AWARDED BY A CONTRACTOR - System must provide that the contractor’s subagreements

comply with provisions specified in this section.

| 33.305-310

MALL PUR - System small purchase procedures must meet requirements of these.sections.

FORMAL ADVERTISING - System procedures related to formal advertising, inctuding those for bidding documents

33.405-435 and contract awards, must meet the requirements of these sections.
COMPETITIVE NEGOTIATION - System procedures for competitive negotiation must meet the requirements of thes
33.505-538 sections.
33.605 NONCOMPETITIVE NEGOTIATION - System procedures for noncompetitive negotiation must meet the requiremen’
’ of this section.
SUgPéRTS SYSTEM MUST COMPLY WITH REQUIREMENTS IN THESE SUBPARTS:
c CLEANWATER ACT REQUIREMENTS - Subpart applies to procurement under assistance agreements for construct!
of treatment works under the Clean Water Act.
D REQUIREMENTS FOR INSTITUTIONS OF HIGHER EDUCATION AND OTHER NONPROF!IT ORGANIZATION
Subpart describes the procurement requirements for nonprofit organizations,
REQU(REMENTS FOR RECIPIENTS OF REMEDIAL ACTION COOPERATIVE AGREEMENTS UNDER THE
E COMPREHENSIVE ENVIRONMENTAL RESPONSE, COMPENSATION AND LIABILITY ACT OF 1980 - Subpart

describes the additional procurement requirements for recipients of these cooperative agreements.

@ -

SUBAGREEMENT PROVISIONS - Subagreements for procurement under EPA Assistance must contain the appropri
clauses, or their equivalent, specified in this subpart.

G

PRQTESTS - Subpart applies to all applicants for EPA assistance except for nonprofit organizations,

€EPA Form 5700-48 (Rev, 9-82) Reverss

. c-19
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OMB CIRCULAR A-122, “COST PRINCIPLES FOR NONPROFIT ORGANIZATIONS"

OFFICE OF MANAGEMENT AND
BUDGET

Circutar A-122, “Cost Principies tor
Nonprotin Organtzations™

aaency: Office of Mansgement and
Budget.

acnow: Final Policy.

SusssAny: This notice advises of & new
OMB Circular dealing with principles for
determining costs of grants, contracts,
ang other sgreements with nonprofit
organizations.

The Circular is the product of an
interagency review conducted over a
two-year period. Its purpose la to
provide & set of cost principles to
replace existing principles issued by
individual agencies. These have olten
contained varying and conflicting
requirements, and created confusion
among sgency administrators, auditors,
and nonprofit officials. The new Circular
will provide & uniform approach to the
problem of determining costs, and
promote efficiency and better
understanding between recipients and
the Federal Government,
orrecTive oaTE: The Circular becomes
effective on issuance.

POR FURTHER iNFORMATION CONTACT:
Palmer A. Marcantonio, Financis!
Management Branch, Office of
Management and Budget, Washington,
D.C. 20503, (202} 395-4773.
SUPPLEMENTARY BWFORMATION: Belare
the Circular became final there was
extensive coordinstion with the affected
nonprofit organizations, professianai
sssociations, Federal agencies and
others. All interested persons were
given an opportunity to comment on the
proposed Circular through informai
consultations and s nolice in the Federal
Register. in response 10 our requests for
commant, we received about 100 letters
from Federal sgencies, aonprofit
organizations, sssociations, and other
interested members of the public. These
commen's were considered in tbe final
vension of the Circular. There {ollows a
sgmmary of the msjor comments and the
action taken on each.

In addition to the changes described,
other changes have been made io
improve the clarity and readability of
the Cirvulsr. To the extent possible. we
have tried tc make the [anguage of this
Circular consistent with that of cost
principles for educational institutions
{Circular A-21), end State and locasl
governments {Circular 74-4).

Summery of Signi'icant Chaoges:

Set forth are changes that have been
made in the final Circular as 8 result of

public comznenta. The more significant
changes 1o the basic Circular and
Attachment A include:

1. Paragraph 2. “Supersession™ was
added 10 the basic Circular to make it
cleer that this Circuler supersedes cost
principles issued by Individual agencies.

2 Puragraph 4 of the basic Circular
hes been amended to make it dear thet
the absence of ar: advance agreement on
any elemest of cost will not {n itself
afect the reasonableness of allocadility
of that element. Also, this paragraph
was amended to make it clear that
where an item of cost requiring prior
approval is specified in the budget,
approval of the budget constitutes
approva! of the cost.

3. Parsgraph § of the basic Cireuler
has been changed to remove any doubt
as to which noaprofit organizations
would not be covered by the “ircular,
Now, Appendix C to the Circ_ar lists all
exclusions. .

4 Paragraph 8 was added to the basic
Circuler 1o permit Federal agencies o
request exceptions from the
requirements of the Circular.

S. Paragreph E2 was sdded to
Atlachment A to cover the pegotiation
and approval of indirect cost sates, and
to provide fpr cognizance arrangements.

The more significant changes to
Attachment B to the Circular include:

1. Paragraph 8, Compensation for
Personal Services. was modified to:

a, Permit Federa) agencies to accept &
substitute system for documenting
personnel costs thruugh means ather
thas personne] activity reports.

. b.Clarify provisions covering the

. allowability of costs for unempioyment

compensation or workmen's
compensation. and costs of insurance
policies on the lives of trustees. officers,
or other employees.

c Make owable any increased
cosis of pension plans caused by ]
deilayed funding. .

d. Delete o paragraph dealing with .
review and approval of compensation of
individua) employees.

2 Paragraph 6 Contingencies, was
changed 1o make it clear that the term
“contingency reserves” excludes self-
inaurance reserves or pension funds. .

3. Paragraph 10 was modified to
provide that the value of donsted
services used in the performance of a
direct cost activity shall be allocated a
shure of indirect cost only when (a) the
aguregate value of the service is
material, (b} the setvices sre supported
by e signilicant amount of the indurect
cost incurred by the orgenizstion, and
{c] the dircct cost activity is not pursued

- primarily for the benefit of the Federal

Covernment. Provisions were slso
added to this paragraph for the

TEXT
cognizant egency and the recipient to .)
pegotiate when there is no basis for .
determining the fsir market valye of the
setvices rendered. and (o permit indirect
costs sliocated to donated services 1o be
charged to an agreeroent of used (o meet
oost sharing or matching requirements.

&. Paragraph 31, Equipment ond Other
Copital Expenditures. wes changed.
Capital equipment is now defined as
baving an scquisition cost of $500 and
useful life of more than two years.

8. Paragraph 26. Meetings.
Conferences. The prior approval
requirement for charging meetings and
conferences as 8 direct cost was
deleted. A sentence wes sdded to make
it clear such costs were allowable
provided they meet the criterion for the
allowability of cost shown in
Attachment A.

8. Paregraph 27. Organization Costs,
was amended to provide that
organjzation costs may be allowable
when approved in writing by the
awarding agency.

7. Paragraph 30, Page Chorges in
Professional Journc <. was revised 10
provide thet page cuarges may be
allowable.

8 Paregraph 37, Public Information
Service Costs. wes madified to make
public information costs allowable as
direct costs with awarding agency
approval.

9. Paragraph 43. Rento] Costs. was
rewritien to: :

a. Make it clear that rental costs
under leases which creste & material
eaquity on the leased property are
allowable only to the smount that the
organization would have been allowed
bad they purchased the property. e.g..
depreciation or use allowances,

3

- mainlenance. taxes, insurance. etc.

b. Clerify the criteriz for material
oquity Jeases.
10. Paragraph $1, Trove! Costs. was

. amended to delete the prior approval

requirement for domestic travel. In
addilion to the above, a number of
editorial chenges were made to the
originsl document.

Suggested Changes Not Considered
Necessary.

Comement. Sevesa! respondents
questioned the provision that. for “less
than arm's lengih” leases. renta! costs
are sllowable only up to the amount that
would be slluwed hed title o the
propesty been vesied in the grantee
organization. In their apinion this rule
will result in unnecessary cost to the
Fedees! Government. since it would
encourage an organizaticn to lease
space on the commercial market! ut
higher rate.

.')
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. organizations.

Respense. The cost principles are
dusigned o cover mosl situations;
bhowever, there are always exceplions
that must be considered on & case-by-
case basis. The Circulsr contains a
provision for Fedceral agencies to request
exceptions.

Comment. Several respondents
questioned why interest la not an
allowable cost, since 1t fs an ordinary
and necessary cost of doing business.

Response. It bas been a longstanding
policy not {o recognize interest a» a cost.
However, this policy has recently been
rvevised for State and local governments

- in Circular 74—4. with respect to the cost

of office space. The revision provides
.that “rental” rates for publfcly owned
buildings may be based on actual costs,
including depreciation. interest,
operation and maintenace costs, and .
other sliowable costs. This revision was
under considerstion for same time. 1t
was studied extensively by OMB, the
General Accounting Office and others,
and considerable analysis wenl into its
formulation. Suggestions for extending it
to nonprofii organizations would have to
be examined with equal care. This has
no! yet been done, and we were
celuctant to further delay issuance of

_this Circular.

Comment. Severa) respondents
questioned why public information costs
were not allowsable as an Indirect cost.

Response. Public information costs
are often direct services toan
organization's other programs. They are
aliowable. however, as a direct charge
when they are within the scope of work
of a particular agreement.

Comment. One respondent suggested
that smaller grantees be excluded from
complying with the Circular.

Response. Similar rules [or the 50
selected items of cost would be needed

regardless of the size of the grantee. To

the extest possible, the Circular
provides simplified methods for smaller
grantees.

Comment One respondent said the
requirements of the Cost Accounting
Standards Board should be applied to
cover contracts with nonprofit

Response. 1t is unlikely that the type

of grantees covered by this Circular

would have contracts large enough to be
covered by the CASB. In the event that
they do. however, the regulations of the
CASB would apply.

Comment. One respondent sald the
aliocation of indirect cost to donated
services would pose a tremendous
difficulty to the orgafiization. The
organization relies on a corps of
approximateli 8.000 commitiee members
fo carry out obligations in response to
Government requests. There {5 no

smployer relationship in the
arrangements for this assistance, nor are
there commitiee members normally
reimbursed for suck services. Further, it
was pointed out the commitiee members
spend many thousands of bours outside
the organization's premises conducting
research.

Response. 1t would appear that this
type of committes atrangement would
pot be considered in the determination
of the organization's indirect cost rste
Eovided that Federal agreements do not

ar an unreasonable share of ndirect -
cost. However, the cognizant ageacy
will be responsible for evaluating the
allocation of Indirect cost where there
are committee-type arrangements oo &
case-by-case basis.

Comment Oue respondent suggested
that wherever possible the language in
the Faderal Procurement Regulations be
used for nonprofit organizations.

The language in the Fodera!

designated primarily for commercial
firms, and is not necessarily well suited
to ponprofit organizations. At the
suggestion of the General Accounting
Office, the nonprofit cost principles
were written to conform as closely s -
possible to those of educational
{nstitutions [Clroular A-21), and State
and local governments {Circuler 74-4).
Joha |. Lordan,

Chief, Financial Mancgement Branch.

[Circular No. A-132}
Jene 7, 1980
To Tha Heads of Executive
Departments and Establishments
Bubject: Cost principles for ponprofit
organizations.
1 Purpose. This Circular establishes
principles for determining costs of

. grants, contracts and other agreements

with nonprofit organizations. It does not
apply to colleges and universities which
are covered by Circular A-21; State,
local, and federally recognized Indisn .
tribal governments which are covered
by Circular 74—4: or bospitals. The

cipl i to provide that

principles are designed to provide tha!

the Federal Government bear its fair

ghare of costs 'excegt where restricted or
hibited by law.

¢ principles do not

attempt to prescribe the extent of cost
sharing or matching on grants, contracts,
or other agreements. However, such cost
sharing or matching shall not be
accomplished through arbitrary
limitations on individual cost elements
by Federal sgencies. Provision for profit
or other increment above cost is outside
the scope of this Circular. ’

2. Supersession. This Circular
supersedes cost principles {ssued by

fndividua! agencies for nonprofit
organization.

8. Applicability. a. These principle
shal! be used by all Pedera! agencier
determining the costs of work perfor
by nonprofit organizations under gre
cooperative agreements. cost
reimbursement contracts, and other
contracts io which costs are used in
pricing. sdministration, or settlemen:
All of these instruments are hereafte
referred to as ewards. The principles
not apply to swards under which an
organization bs not required to accov
to the Government for actus! costs

. .

b. All cost reimbursement subaws
{subgrants, subcontracts, etc.) are
subject to those Federal cost priacip
applicable to the particular organiza
coocerneéd. Thus, if » subaward is to
ponprofit organization, this Circular
abali apply; if a subaward is to
commercial organization. the cost
principles epplicable to commercial
ooncerns shall apply; if a subsward
o college or university, Circular A-2
shall apply; If a subaward is to & Stz
local, or federslly recognized Indian
tribal government, Circular 744 sha
apply. |

4. Definitions. a. “Nonprofit -
organization” means &ny corporatic
trust, association. cooperative, or ot
organization which (1} is opersted

y for scientific, educational.

- service, charitable, or similar purpos

in the public interest; {2] is not
organized primarily for profit; and ¢
uses ita net proceeds to maintain,
tmprove, and/or expand its operstic
For this purpose, the term “popprofi
organization” excludes {i) colleges s
universities; {ii) bospitals: (iii} Stats.
local, and federally recognized Indi:
tribal governments; and (iv] those
ponprofit organizations which are
excluded from coverage of this Circ
in accordance with paragraph 5 bel

b. “Prior approval” means securit
the awarding agency's permission it
advance to incur cost for those {tem
that are designated as requiring prit
approval by the Circular. Generally
permission will be in writing. When
item of cost requiring prior approvia
specified in the budge! of an sward.
approval of the budget constitutes
approval of that cost.

8. Exclusion of some nonprofit .
organjzations. Some nonprofit
organizstions, because of their size
nature of operations, can be conside
to be similar to commercial concern
purpose of applicability of cost
principles. Such nonprofit organizat
shall operate under Federal cost
principles applicable to commercial
concerns. A listing of these

Published by THE BUREAU OF NATIONAL AFFAIRS, INC., WASHINGTON, D.C. 20037
D-3




ergaruzatons is coptained in
Attachment C Other orgsnizations tay
be added from time o time.

8. Responsibilities. Agencies
responaible for administering programs
that involve awards 1o nonprofit
organizations shall implement the
provisions of this Circular. Upon
request. implementing instruction shall
be furnished o the Office of
Managemen! and Budget. Agencies shall
designate g liaison official to serve a8
the agencCy representative oo matters
relating to the implementation of this
Circular. The same and title of such
representative shall be furnished to the
Office of Management and Budget
within 30 days of the date of this
Circular.

7. Attachments. The principles and
related policy guides are set forth in the
following Attachments:

Attachment A—Cenera] Principles

Attachment B—Selected ltems of Cost

Attachment C—Nonprolit
Orgaaizstions Not Subject to This
Circular

8. Requests for exceptions. The Office
of Mansgement and Budget may grant
exceptions 1o the requirements of this
Circular when permissible under
existing law. However, in the interest of
schieving maximum uniformity,
exceptions will be permitted only in
highly unusual circumsiances.

9. Effective Date. The provisions of
this Circular are effective immediately,
Implementation shall be phased in by
incorporating the provisions into new
awards made sfter the start of the
organization’s next fiscal year. For
existing awards the new principles may
be applied if an organization and the
cognizant Federal agency agree. Earlier
implementation, or a delay in
implementation of individua! provisions
{s also permitted by mutual agresment
between an organization and the '
cognizant Federal agency.

10. Inquiries. Further information
concerning this Circular may be
obtained by contacting the Financial
Management Branch, Budget Review
Division, Office of Managemeni and
Budget. Washington, D.C. 20503,
telephone (202} 385-4773.

Jezoes T. Mcintyre, Jr.
Director.
[Circular No. A-122]

Altachesent A

Genaral Primcipies
Yeble of Contents

A- Basic Considerations

1. Composition of total costs

2 Factors affecting allowability of coets
3. Ressonable coets :

4. Aliocable costa

& Applicable credita
8 Advaesce understandings

B Direct Costa
C. lndirect Costs

D. Aliocation of Indirect Costs and
Determinstion of Indirect Cost Rates

1. General

£ Simplified sllocation method

3. Multiple sllocation base method
4. Direct allocation method

§. Special indirect cost retes

E Negotiation and Approval of Indirect Cost
Rales

1. Definitions
2 Negotistions snd approval of retes

{Circular No. A-122]
Atntachment A

Ceners| Principles
A Bosic Considsrotions. .

1 Campagition of total costs. The total cost
of an sward is the sum of the allowable
direct and allocable lodirect costs Jess any
applicable credita.

2 3 ts.
To be allowable under sn award, costs must
eneet the following geners! criteria:

a. Be reascnable for the performance of the
award and be allocable theretd under these
principles.

b. Conform to gny limitstions or exclusions
set forth in these principles ot in the award
as (0 types or amouni of cost jtems.

c igt ith policies and
procedures that apply uniformly to both
federally financed and other activities of the
organization. ]

d. Be accorded consistent treatment.

. Be determined in accordance wi

1 ted s ating principles.
{. No! be included as a cost o7 used 1o meet
gost sharing or meiching requirements of any
pther lederally financed program in either the
current or a prior period.

g_Be adequstely documented.

3. Reasonoble costs. A Coslis reasonsble

if. in its nature or amount, {t does not exceed °

that which would be incurred by & prudent
person under the circumstiances prevailing at
the time the deciajon was made to incur the
costs. The question of the reasonableness of
specific costs must be scrutinized with
particular care in connection with
organizationa or separate divisions thereof
which receive the preponderance of their
support from awards made by Federal
agencies. In determining the reasonableness
of a given cost, consideration shall be given
{o:

& Whether the oost ia of & type generully
recognized as ordinery and necessary for the
operation of the organization er the
performance of the award.

b. The restraints or requirements imposed
by such factors as generslly sccepted sound
business practices, srms length bargaining,
Federal and State laws and regulations, asd
terms and conditions of the awerd.

© Whether the individuals concerned acted

- with prudence (n the circumstances,

considering their responsibilities to the
organization, its members, employess, and

clients. the public at large, and the
Covermnment.

d. Significant deviations from the
established practices of the organization
which may unjustifisbly increase the awsrd
costs. %

4. Allocable costs. . ‘

8. A cost is sllocable to a particuler
objective, such as & grant, project, service. or -
other sctivity. in accordance with the relauive
benelits received. A cost is sllocable o 9
Government sward if it {s treated
consistently with othet costs incurred {or the
same purpose in like circumsetances and if it

{1} Is incurred specifically for the award.

(2] Benefits both the sward and other work
and can be distributed in reascnable
proportion to the benefits received.

(3] Is necessary to the overall operation of
the organization. aithough & direct
relationship to sny particular cost objective
carmot be shown.

i  award

b
or other cost objective under these principles
sy not be shifted to other Federa! awards to
overcome funding deliciencres, of fc avoid.
restrictions imposed by Jaw of by the terms
of the awe~d. .

8. Appis. _sle credits.

&. The term applicable credits refers to
those receipts. or recuction of expenditures
which operste to offset or reduce expanses
items thet are allocable to awards as direct

. ot indirect costs. Typical examples of such

transactions are: purchase discounts. rebates
or allowances. recoveries or indemnities on
losses, insurance refunds. and sdjustments of
overpeyments or erroneous charges. To the
extent that such credits sccruing of received
by the organization relate to sllowable cost
they shall be credited to the Government

sither us & cost reduction or cash refund g )
appropriate. i
b. In some instances. the amounts receives

form the Federal Government to finance
organizational activities or service operations
should be trested as spplicable credits.
Specifically, the concept of netting such
credit items against related expenditures
should be spplied by the orgarizaton in
delerming the rates or amounts to be
orgsnization in determining the rates or
amsounts 16 be charged 0 Federal gwards
for services rendered whenever the facilities
or other resources used in providing such
services have been financed directly. in
whole or in pert. by Federal funds.

afc} For rules covering program income
(i.e.. gross income earmed from federslly
supported sctivities) sce Attachment D of
OMB Circular A-110.

8. Advonce and understandings. Undes any
given award the resasonableness and
allocability of certain items of costs may be
difficult to determine. This particulatly true in
connection with orgizetions that receive a
preponderance of their support from Federal
agencies. In order o avoid subsequent
disaliowance or dispute based on
unressonsbleness or nonallocability, it is
often desirable to seek & writien agreement
with the cognizant or awarding sgency in
sdvance of the incurrence of special or
unusal costs. The absence of an sdvance
sagreement on any element of cost will notl in

ftae!, affect the reascnabieness or )

sllocability of that element.
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8. Direct Costs . to like circamstances, has been sasigned to where an organizstion has only one

1. Direct costs are thoss that cau be an sward as o direct cost functiocn encompessing a pumbet of ;
dentified specifically with e pardculer Anal 2 Because of the diverse charwcteristics ndividua) projects or sctivities, and |
cost objective: L.e., o particular sward, and sccounting practiose of noaprofit used whers the level of Federal awarc |

N project sarvice, or other direct activity of an arganizations. it 1a bot possibie to specify the urniuu’on s relstvely amall
{ organization. However, 8 cost mey no! be types of cost which mey be chesslfied os . botb be direc! cosls and the tndi:
essigned to an eward as 8 direct cost If any $odirect cost o all situation. However, typical  ooets sball exciude capital axpenditur
examples of indirect cos! for many acaprofit wnallowable costa. However. ucallow

other cos! lncurred for the same purpose, in y %
kke siroumstance. bas been allocated 10 22 erganzations may include depreciation or <osts which represent activities mus!
wee Allowanoss oo bulldings and squipment.®  inciuded in the direct costs ander the

award as an indirect cost. Cost identified . e irect
specifically with swards are direct cost of the  the costs of operating snd maintaining eonditions described in paragrapk B3
awards and are 10 be assigned directly facllities, and penrral administration and ¢ The distributioc base may be lou
thersto. Cost identified specifically with othey @8neral expenses, such as the salaries and coets {excluding capita) sxpenditures

Bina! cost objectives of the arganization ary axpensss of exscutive olficers, persanne} m&:mimuﬂquw
direct :lb of those :;t:bh::;.u andare  Sdministration, and acoounting. md M‘. u“ubmh ts), hqmab ulii
aot o w direct] , . and wage er base w resul
ity 0 S T Dvarmaan ] e Coet e gslabla dsrbotion, The dutibuta
2 Any direc! cost minor amount g geosrally ¢ participant su

W et et 3. Genercl costs as defined in paragraph 29 of

be treatad as an indirect coet ofor reasons of
practicality wherr the scoount treatment for a Where s mz erganization has anly AttachmestB )
such cost is conaistently applied 0 all fina) one major function, or where all its major d Excepl where a special rate{s) is
oost objectives. functions beneflt from its indirect costs to required ia accordance with paragra;
£ The cost of certain sctivities are Bof - approximately the same degres, the below. the indirect cost! rate devalop
allowabie as charges to Feders] awards (see,  allocation of indirect costs and the the sbove principles is applicable o
for axample, fund reising coets in paragraph computation of an indirect cost rute may be awards at the organizatioa. If s spec
21 of Attachment B). However, even though sccomplisbed throogh simplified sllocation rata(s} ia required. appropriate modi!
these couts are unallowable for pumposes of m‘""“miﬂmﬂt sball be made in order 1o davelop the
ocomputing charges to Foderal awurds, they . . rete(s). )
sonetheless must be trested as direct cost for b. Where an organization has several major & Multiple allocation bove metho
purposes of determining indirect cost retes fanctions which benefit from its indirect costs a. Whers an organization’s indirec
and be sllocated their share of the . in varying degrees. allocation of indirect benefit its major functions in varying
srganization’s indirect costs i they represent’ €08t meay requirs the accumulation of such such costs shall be socumulated inic
activities which (1) include the salaries of costs into separate cost groupings which then  oost groupings. Each grouping shall t
allocated individually to benefiting {

ol, {2) occupy space. and (3} benefit ure allocated individually to benefiting

m osrganization’s indirect costs. functions by mesns of & base which best by means of s hase which best mea

4. The costs of activities ormed measures the rlative degree of benefit The relative benefits.
mari < 1G bembers. clents, or  tadirect costs allocated 10 sach function are b. The groupinge shall be establisf
the genera) public when significant an then distributed to tndividual awards and to permi! the allocation of sach grow
pecessary to the organization's miasiod Sust  Other activities included n that dunction by the besis of benefits provided to the
b treated as direct costs when or not weans of an indirect cost mtefs). functions. Each grouping should cor
/ allowable and be allocated an pauitable » & The determination of what constitutes an  pool of expenses that are of like ehs
- share of indirect couts. Some examplen of argraization’s major functions will depead oun  tevms of the functioos they benefits
these fypes of activities Include: {ts purpose in being: the types of services it terms of the allocation base which |
a.Maintenance o membership rolls, renders to the public, its clients. and its measurs the relative benefits prowic
syubscriptions_ publications. and rela ted wambers; and the smount of effort [t devotes  function. The number of separsie g
Junctions. to such activities ss fund reising. public should be beld within practical liod
b. | services and Information to tnformation and membership activities. into coasideration the materiality o
raem, ilative or sdministrative d Specific metbods for allocating indirect  amounts lavolved and the degree o

i costs sad computing indirwct cost rates along  desired.
¢ Promotion. lobbying and other formp of ~ with the conditions nnder which each method ¢ Actual conditions must be take
i ions. should be used are doscribed in paragraphs 3. sccount in selecting the base to be

d._Meetings and conferences except those through § below. allocating the expenses in sach gro
held o conduct the genersl administrabon of 8. The base period for the allocation of benefiting functions. When as allox
ipn. indirect costs is the period in which such be made by assignment of s cost
3. Maintenacne. protection. and [nvestment  ©oets are incurred and accumulated for directly to the functioo benefited. ¢
allocation wo work performed Io that period.  allocation shall be made in that ms

of speciel Funds not used in operation of Be_

oeganization. The base period pormally should coincide When the expenses in a grouping &
. Admigistrption of group benefis on __ with the organization’s Bacal year, but in any  general in nsture, the allocation st

svot. shall be 0o selected as to avoid made through the use of » selected

lients inciuding life
fpequities in the sliocation of the costs. which produces resulis that are eg
. plang, fiasncial aid etn 2 Simplified allocotion method. botb the Goverament and the orga
C Indirect Cost a. Where an organization's major functions neral. any cost element or cost ¢
roct banefit from ite indirect coels to ctor associated with the organiu
3. Indirect costs are those that have been approximatsly the same degre, the sllocation  wrork is potentially adaptable fors
tncurred for common or joinl objectives and of indirect costs may be sccomplished by (1) allocation base provided {i} it can
canno! be readily, identified with a particular  eepsrsting the erganization’s lotal costs for sxpressed in tarms of dollars or ot
final cost objective. Direct cost of minor the base period ss either direct or indirect, titative messures {total direcs:
amounts may be treated as indirect costs and (U] dividing tha total aliowsbis indirect xr::luIMumdwuu stafl bo
ander the conditions described In paragrapd oouts {aet of applicable credits) by an square feet used. bours of usage. 2
B2 above. After direct costs have been equitable distribution base. The result of this  documents processed. population
! determined and assigned directly to swards procees i3 an indirect coet rate which s wsed  the like) and (i} it s common to 8
X or other work es appropriata. indirect costs 0 distributs tadirect coets to individual benefiting functions during the b
are those remalning to be allocated to awards. The rats should be expressed as the d. Except whers a apecia! indir
benefiting cost objectives. A cost may not be  perceniage which the total amouat of rate{s] is required in sccordance +
, allocated to an award a2 an indirect tost i allowsbls indirect costs beary to the base paragraph D.5. beiow, the saparst
;. any other cost (ncurred for the sams purpose.  elected. This method should alos be weed of indirect costs aliocated o sach
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function shall be agregated and trested as »
common pool for that function. The costs in
the common pool shall then be distributed 1o
indivisus! awars inciuded in that function by
use of 8 single indirect cost rate.

. The distribution bsse used in computing
the indirect cost rate for each function may
bo total direct costs [exciuding capital
« :penditures and other distorting {tems such
as major subcontracts and subgrants). direct
salaries and wages. or other ase which
results in an equilable distribution. The
distribution base shall generally exclude
participant support costs as defined in
parsgraph 29, Attachment B. An indjrect cost
rate should be developed fir sach separate
indirect cost pool developed. The rate io each
case should be stated as the percentege
which the amount of the particulsr indirect
cosl paol is of the distribution base identified
with thai pool.

4. Direct ollocation method.

a. Some nonprofit organizetions. treat sll
costs as direct costs exgect general
administration and geners! expenses. These
organizations generally separate their costs
into thre basic categories: (i} Genera!
administration and general expenses. (li}
fund raising. and (iii) other direct functions
(including projecis performed under Federal
awards). joint costs, such as depreciation.
rental costs. operstion and maintenance of
facilities. telephone expenses, and the like
sre prorated indivisvally s direct cost to
each category and to each award, or other
activity using & base most appropriate to the
particular cost being protated.

b. This method is acceptable provided sach
joint cost is prorated using a base which
sccurately measures the benefits provided to
each award or other activity. The bases must
be established in accordance with resonable
griteria. and be supported by current data.
This method is compatible with the
Standerds of Accounting and Financis)
Reporting for Voluntary Health and Welfare
Organizetions fasued joinUy by the National
Health Council. Inc., the Nationa) Assembly
of Voluntary Health and Social Welfare
Organizations, and the United Way of
America.

€ Under this method. indirect costs consist
sclusively of general sdministration and
general expeases. In all other respects. the
organizalion’s indirect cost ratess shal be
computed in the same manner as that
described in paragraph D.2 above.

& Speciol indirect cost rates. In some
instances, 8 single indirect cost rate for all
sctivities of an orgenizatico or for each major
function of the organization.ay not be
appropriste, since it would pot take into
account those different factors which may
substantiaily affect the indirect costs
applicabls to a particular segment of work.

For this purpoee, 8 particular segrnent of
work. Por this purpose. & particular segment
of work may be that performed under a singls
award or it may conaist of work under a
group of awards performed in a common
esnvironment. the factors may include the
physical location of the work, tha level of
administrative support required, the nature of
the facilities or order resources employed, the
sclentific dieciplines or echnica!l ekille

fnvolved, the organizstional arrangemsnts
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wsed, or any combination thereof. When a
particular segment of work is performed in an
environment which appears to generaie »
significantly different ievel of indirect costs,
provisious should be made for a separste
indirect cost pool applicable to such work.
The separate indirect cost pool should be .
developed during the course of the regular
separsgte indirect
cost rete resulting therefrom should be used
provided it is determined that {i] the rata
differs aignificantly fom that which would
bave been obtained undes paregraph D2 3,
and ¢ sbove, and (ii} the volume of work to
which the rate would apply Is material.

£. Negotiotion and Approval of Indirect Cost
Rates.

1. Definitions. As ueed in this section. the
following terms bave the meanings set forth
below:

a. “Cognizant agency”™ means the Federal
agency responsible for negotiating and
approving Indirect cost ratea for & noaprofit
organization on behalf of all Federal
agencies.

b. “Predsterminsd rete™ means an indirect
cost rate. applicable ta a specified current ot
future period, usually the organization's Bscal
year. The rute is based on an estimate of the
ms:[n‘lcbelncuneddunglbepeﬁod.a
predetermined eate is aot aubjecita

t.
¢~ Eixed rata” means an indirect cost rate
which bas the same charucteristics as a

redetermined rate, excepl that the difference
th ts and the gciua

. he estimated costs and the ectua
costs of the period covered by the rute is
carried forward as an sdjustment fo the raie

i { & gubsequent peri

mputation o

d. “Final rgte” means an indirect cost rale
spplicable 1o 8 specified past period which is
based on the actual costs of the period. A
£inal rate ls not subject 1o adjustment.

8. “Provisional rate™ or billing rete means o -

temporsry indirect cost rate applicable to a
specified period which Is used for funding,
Interim reimbursement, and reporting Indirect
©osts O awards pending the establishment of

. arate for the period.

{. “Indirect cost proposal™ means the
documentation prepared by an organization
© substantiate its claim for tha
reimbursement of indirect coets. This
proposal provides the basis for the review
and negotistion leading to the sstablishment
of an organization's Indirect cost rete.

g “Cost obfective™ means s function,
organizational subdivision, contract, grant. or
other work unit for which cost data are
desired and for which provision is made to
accumulate and measure the cost of

processes, projects, jobs and capitalized

projects.
2 Negotiotion and approval of rutes.
a

agsedia by the sagencies concemed the
ofsw

atds with an arganteation willhe .
designat e nt agency for the

Segotiath val at
re Deceseary. other retes su

' -] benefit compuler
te

_Sor s particglar nonpmfit organtzation, the

“assignment will pot be changed mizss there

D-5

da amajor long: laz e
alihe Fedezal awas gEpu2ation. All
concerned Federal agencies shall be giver the
opportunity to particsipete in the negotiation
process. but after a rate has been agre
upon it will be accepted by el Federa
agencies. When & Federal egency has
to believe that special operating factors
affecting ita awards pecessitate speciel
indirect cost rates in sccordance with
parsgraph D5 sbove. it will. prior to the time
the rates are negotiated. noti’y the cogr.izam
agency.

b. A ponprofit organization which has no’

i ‘rect cos! rate

®

peaxdoualy extablished an {nd rect cos! rate

with a hall after the

organization is advised tha! an award will be
d innp event s ’

ag three

made an
manths gfler the efTective dute of the award

- & Organizetions that heve previously
established indirect cost rates musl submit 8

ummmm:ﬂ_tmm_wgﬂ;
agency withip six months after the close o

d A predetermincd rate may be negotiated
for use on awrrds where there is ressonable
assurance, based on past axperienrs und
reliable projection of the orgesniz: .n's costs,
that the rate [s not likely to exceed o rate
based on the organization’s actual costs

¢. Fixed rates may be negotisted where
predetermined rates sre not considered
appropriste. A fixed rate. bowever, shall not
be negotiated if (i) all or a substantial portion
of the organization’s awerds are expected io
expire before the carry-forward adjustment
can be made: (ii} the mix of Government and
pon-government work at the organization is
100 errstic {o permit an equitable carry-
forward adjustment; oz [iii] the organization’s
operstions fluctuate significantly from

car. .
y £ Provisionas] end final rutes shsil be
pegotiated where neither predetermined nor
fixed rates are appropridte.

¢ The resulls ol each negofiation shall be
formalized {n « written agreement between
the cognizant agency and the nonprofit
orgenization. The cognizant agency shall
distribute copies of the agreement to all
concerned Feders! agencies.

b If o dispute arises in & negotlation of an
{ndirect cost rate between the cognizant
agency and the nonprofil organization, the
dispute sball be resolved in sccordance with
the sppesls procedures of the cognizant
agency.

L To the extent that problems are
eacountered among the Federa! agendies In
connection with the negotiation and approval

, the Office of Managemest and
Budgset will lead assintance ss required to -
resolve such problems in 8 timely manner.

{Circular No. A-122}

Attsckanent B

Salected Items of Cost

Toble of Contents

1. Advertising costs

2 Bad debts

3. Bid and proposal costs (reserved)
4 Bonding costs

8. Communication costs

§. Compensation for personal servioos
7. Contingency provisions
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AN AMONE LODS

11 Employee morsie. haalth and wellare
oosts and credils

12 Entertainment costs

13. Equipment sad other capital sxpendliures -

14 Fines snd penalties

15. Fringe benefis

38 1d)e facilities and idle capecity

17. Indepeundent research 22d developmest
{reserved)

IR lnsurence and indemnificetion

IR loterest, fund raising and lovestment
wanagement cOsls

30 Labor relations costs

1. Losses oo otber swards

2 Maintenance and repalr aoels

5. Matsrials and supplies

. Meetings. conferences

B Mombershipa, subscripticns, and
profesaional ectivity costs

28 Organlzation coats

2. Overtime, extra-pay shift, and multahift

premiums
3R Page charges in professional jowrnals
22 Purticipant support costs
30, Patent coets
#1. Peasion plans
22 Plant security costs
=1 Preaward costa
#4 Prolessional service coeis
25, Profits and losses oo disposition of
depreciable property or other capital
asarls
8. Public information service costs
¥7. Publication and printing costs
38 Rearrangement and alterution o -
M. Reconversion costs
€0. Recruiting costa
41. Relocation costs
42 Rental costs
€. Royalties and other costs far wee of
petents and copyrights
44. Severance pay
45. Specialized service lacilities
44 Taxes
4”. Termination costs
48 Truining and education costs
40, Transpoctation costa
$0. Travel coets
{Circular No. A-122]
Attachessnt B
Salacted Jtmne of Cost
Paragraphs 3 through 50 provide principles
& be applied in establishing the aliowability
of certain items of cosl. These ies
apply whatber s cost is treatad as direct or
todirect. Pailure to maction s particalar ke
of coet is mot Intended to imply that it is

mnallowable; rather tioo e# to
aflowability o sach case sbould be based on

® the treatment or principles provided lor

similar or related items of coet.
1. Advertising costs.
a Advertising costs mean the costs of

R Lt
iy services, {ni] G disposa! of surplas
materials scquired In the performance of the
award excepl when organizations are
reimbursed for disposals &t & predeiermiped

amount i sccordance with Attachment Nof -

OMB Qirolar A-110 or (iv) specilic
requiretnents of the sward

L Bod dedts. Bad debis. including losses
{whetber sctual or sstimated) arising trom
mcollectible accoents end other claims.
relsind collection costs. and relaisd legal
costa, are unaflowable.

3. Bid and proposal costs. [reserved)

4 Bonding costs.

o Bonding costs arise when the
Government requires asswrunce sgainst
financial oes o iteell or othars by reaseq of
_ the ot ar defgult of the arganixation. They
" arise slsc ln instanoes where the organization
requires similar assurance. Included are such
bonds as bid. performance, psyment,
mnu paymest, iniringaenent, and fdality

b. Costs of bonding required presuant to
the terms of the award are allowable.

¢ Costs of booding required by the
organization tn the ganara! conduct of its
eperations are allowable to the exten! that
such booding is i scoordance with sound
basiness prectios and the raiss and premiums
are reasonabls under the olrcamstances.

&. Communsotion costs. Costs incurred for
tlephone services. local and long distance
tslephone calls, telegrams. re
posilage and the ke, are sBownble.

& Compensation for personal services.

a. Definition Compensation for personal
services includes all compensatioo patd
mdy or accrued by the organization for
services of employwes rendered during the
period of the award (except us otherwise

ded in paragraph g below). It inclades,

t is not limited to, salasies, wages,
director's and axscutive commities member's
fees. incentive awards, frings benefits,
pension plan costa. allowances for olf-site

y. incantive pay. location allowances,

tp pay. and cost of living differentials.
b. Aliowability. Except as
provided in this paragraph the
costs of such mﬂm are allowable to
the extent that
(1) Total mﬁm o individua)
smployees 1» reascoable for the services
rendered and acaforms to the established
policy of the organization consistently
spplied o both Caverument and non-
Covernment activities: and

(2) Charges to awards whether treated &5
direct or indirect costs are determined and
supported as reqguired to this paregraph.

& Reasoncbleness,

{1} When the organization fs p.domum!y
sngaged in activities other than those

spousored by the Covernment. compensstion
for employses oo Government-spotsored
work wil] be considared reasonabls 10 the
extent that it ks consistent with that paid for
similar work {o the organization’s other
activities.

£2) When the organizstion is predominantly
angaged (n Government-sponsored activities
and in cases where the kind of employees
required for the Government activities are
mot found in the organizstion’s othar

s iuis. Commpenes oo for smploy
Covernment-sponsared work will be
conridersd reasonable 10 (he exient
campacable to that paid for similsr v
the labor markeus in which the orgar
competes for the kind of employees 1
6. Speciel considercliong in detert
- allomability. Cerain conditions reqgu
special conwiderstion and possible i
‘i determining cosls ander Faderal o
where amounts or types of cotaperse
appear wnreasonabie. Among such <
are the followting:
(1; Compensation 1o metmbers of n¢
snizations. trustees. directors. asu
officers. or the immediste families the
Determinatioc should be made that s
compensation is reeaonable for the oc
personal services rendered rather tha
distribution of eernings kn excess of &
{2} Any change {o an organizstion's
compensstion policy rewulting in s
substantia] (ncresse in the organizeto
fwvel of conpensation. particulariy wh
was concurrent with an increase in th
of Gavernmest swards to other activit
the organtzation or any change in the
treatment of allowability of specific ty
coinpensaiion due o changes (5 Cover
policy.
() ble costs. Costs which &

analiows
tiachment shall oot be allowable und
PRIREIAD ' on the basis 3

te ncm! ation.

1. Fringe

(1} I’me bcuﬁu fn the form of regu
compensstion paid to employees during
periods of suthorized sbeences from the
such as vecation leave. sick leave, milit
leave, and the like, are allowable provis
sach costs are sbscrbed by all arganizs
activities in proportion 1o the relative &
of time or effort actually devoted (o eac

{2} Fringe benelits 1o the form of expl
coptributions of axpenses for social tec:
employee insurance, workmen's
compensation insurance, pensios plan ¢
{vee paregraph g. below). and the like, &
allowsbie provided such benefits are grs
o sccordance with established writtea
organization policies. Such benefits whe
trested as costs or as direct cost
shall be distributed to particular swards
other activities {0 & manner consistent w
the pattern of benefits accruing to the
individuais ot group of employees whose
saleries and wages are chargeable (o suc
awards and other activities.

(3}{a} Provisions {oc « reserve undera ¢
tnsurance program for unemployment
compensation of workmen's compensatic
are gllowable to the extent that the
provisions represent ressonsble estimates
the labilities lor such compensation, and
types of coverage. sxtsnt of coverage, and
rates and premiums would have been
aliowable had insurance been purchased
cover the riska. However, provisions for »
fnsured labilites which do not become

payable for more than one year afler the
poviﬂmbmdcmnnotuu-dtbc
prosast valua of the Lability.

{b) Whers an tion follows &
oocalstent polcy of expensing sctual
payments to, or on behalf of, employees or
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former expioyees for aoempicyment
compensation or workinen's compansation,
such payments are aliowsble tn the ysar of
payment with the prior approval of the
awarding agency provided they are aliocated
10 all activities of Lhe arganization.

{4} Costs of insurance on the Uves of
trustees, afficers, or cthar amployses balding

tions of similar respoasibility are
slioweable only to the extent that the
fnsurence represants additional
ocomnpensation. The costs of such insurence
when the orgunization is named as
bepaficiary are unallowable.
Pansion r}nﬂ coels. N
&} Cowts of the organization’s pensicn plan
see incurred ia accordance with the

establiahed policies of the arganisation are
allowabls, provided:

{») Sach policies moet the test of .
reascnab :

(b} The methods of cost allocstion are not

_discriminatory;
{c] The coet assigned to each facal year is
determined in scoordance with generally
sccepted scoounting principles as prescribed
in Accounting Principles Board Opinion No. 8
issuved by the American lnstituts of Certified
Public Accountasts: and

{d) The coats assigned to a given Bscal year'
are funded for all plan cipants within six
months after the end of that year. Howevaz,
increases to normal and past service pension
costs caused by a delay in funding the .
actuaria) Lability beyond 30 days after sach
quartar of the year 1o which such costs are
assignable are anallowable.

{2) Pension plan terminstion insurance
premiume paid parsuast to the Employee
Retirement Income Security Act of 1974 (Pub.
L. 83-408) are allowable. Lats payment
charges oo soch preminms are unallowabls.
(3] Excise taxes on accumulated funding
deSiciencies and other penalties imposed
under the Bmployee Retiremant Income
Security Act are cnallowable.

b Incantive compensation Incentive
compensation 1o employses based on cost
reduction, or efficient

suggestian swards, safety awards, ste., are
sliowshle to the extent that the overall
compensation is determined to be reasconable
and such costs are paid or sccrued pursuant
:u hc;n‘:lu ha‘:dhthmplqmmm
tween oo

before the services were rendered, or
pursuant to an ssishlished plas followed by
the organization so consistently as to tmply,
n effect an agreement o maks such
payment

L Overtime, extra pay shift. and multishift
prezvums. Soe parsgraph ¢

R irivinadior (3wl iy deog 9
parsgraph 48

supportsd by persoanal activity reports
prescribed tv subparsgraph (2] below, exorpt
h-ﬁ. w:—h&-m:a“mm (Ses
pn;r;ndAWA) ’

(2] Reports reflecting the distrtbution of
activity of sach employee must be .
maintained for ail stafl membery
(professionals ard nonprofessionals) whose
compensation is charged, iz whole or ip part,
directly to swards. ln sddition, 1 order W0
support the allocation of indirect costs. such
reports must sleo be maintsined for other
employees whosa work involves twao or more
funcitons or activities If & distribution of thelr
compensation between such hmctions or
activities is peedad in the determinatios of
the organization’s indirect cost rate{s) (e g.
an employee engaged part-time (o tndirect
gost activities and part-time In & direct
function). Reports maintained by nonprofit
organiationa to satisfy these requirements
muost meet the following standards:

{e} The reports must reflect an aftar-the-

determination of the sctual sctivity of
each etnployee. Budget estimates {i.a.,
estimates determined before the services are
perfareed) do not qualify as support for
gharges {0 awards.

(b) Each report must sceoun! for the total
actvity for which smployees are
compensated and which is required in
fulfilment of thair obligatians to the
organizs

tHon.

{c) The reports must be signed by the
individual employes. ot by & responsible
supervisory cificial having first hacd .
knowledge of the activities performed by the
amployee, that the distribution of sctivity
sepresents s resscoable estimats of the
actual work perfarmed by the employee
during the periods ooversd by the reports.

(d) The reports must be prepared ot least
monthly and most coincide with aoe or more

pay periods. :

(%) Charges for the salaries and wages of
ponprofessiona] employees. in addition to the
supporting documentation described tn
subparagraphs (1) and (2} above, muat also
be sup records indicating the total
pumber of hours worked each day
maintained in conformance with Department
of Labor regulations tmplementing the Fair
Labor Standards Act (20 CFR Part 516). For
this purposes, the term “porprofessicnal
employee” ahall have the same meaning as
“ponexempt employes,” under the Fair Labor
Standards Act

(4) Salaries and wages of exployees used
#0 meeoting cost abaring or matching
sequirements on awards must be supported in
the sate manner as salaries and wages
claimed for reimbursetment from ewarding
agencies.

7. Cantingency provisians. Coatributions to
& contingency reserve or any similar
provision made for svents the cccurrence of
which cannot be foretold with certainty as to
time, intsnaity, or with an assurance of thele
happening. are enallowsble. The term
*pontingency reserve” axcludes sell-
fpsurance raserves (mnpuph 8.L(3} and
1A.0(2){d)); pension (see paragraph
8.2)) and reserves for parmal severaoce pey
{soe parngreph 44.(b}(1).

& Cantributions. Contributions and
donations by the orpanisation to othery are
wpallowable. -

8. Depreciction and use aliowanoes.

& Compensation for the ase of
other capital Improvements, end squipment

oo hand may be made through use
allowsnces or deprecistion However, except |
a3 provided in paragrsph f. below &
combination of the two methods may not be
used in connection with a single class of
fixzd ansets (o.g.. buildings. office equipment
compuier equipment. etc.). :

b. The computstion of use aliowaoces . )
deprecistion shall be based on the
acquisition cost of the sssets involved The
scquisition cost of a0 asse! donaled o the
orgsnization by e third party shall be its Lair
market value st the time of the donston.

¢ The computstion of use allowanoes or

tion will exclude.
{1} The cos! of land;
(2} Any portion of the cost of buildings snd

‘ equipment borne by or donated by the

Pederal Government braspective of whers
title was originelly vested or where it
presently resides: and -

(3) Any portion of the cost of buildings and
equipment coptributed by or for the
orgenization in sstisfaction of & statetory
matching retirement.

d Where the use allowence metbod Is
followed. the use allowance for buildings and
smprovement (including land improvements
such as paved parking areas. fences. and
sidewalka) will be computed at ap annua}
rate pot exceeding two percent of soquiaition
cost. The use allowance for equipment will
be computed al an annual rate not #xoeeding
six and two-thirds percent of scquisition coet
When the use allowance method ie ased for
bulldings, the entire building must be treatad
as a single ssset: the building's compotsats
{eg plumbing systiem. besting and air
conditioning. etc.} cannot be segregated frocs
the building's shell. The two percent
Hmitation, however, need 0ot be applied %0

equiptent which {s merely attached or 3
fastened to the building but not m )
fixed to it and which is used os

decorstions or for specialized purposes (eg-.
dentist chairs and dental treatment anita,
ocunters, laboratory benches bolted to the

flcor, dishwaesbers, carpeting. etc.). Such
equipment will be considered as not being
permanently fixed to the bullding if it can be
removed without the need for costly or

axtensive slierations or repairs to the

building or the equipment Equipment that

meets these criteria will be subject to the six
and two-thirds percent equipment use

allowance limitation.

o Where deprecistion method 1s followed,
the period of useful service (aseful life}
established in each case for ussble capital
assels must take tnto consideration such
factors ss type of construction. nature of the
squipment used. technological developments
fn the particular program ares. and the
tenawal and replacement policies followed
for the the {ndividual items or classes of
assets ipvolved The metbad of depreciation
weed to assign the cost of an asset {or group
of assets] to accounting periods aball reflect
the pattern of consumption of the asee!
during its useful life. In the absence of clear
svidence indicsting that the expecisd

on of the asset will be significantly
greater or lesser in the sarly portions of ita
woeful life than in the later portions, the
struight-line mathod shall be presamed 10 be
the appropriate meibod. Depreciatian )

.'
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methods once used shall not be changed
unless spproved in advance by the cognlzant
Federal agency. When the depreciation
method is tntroduced {or application to amets
previously subject to a use sllowencs, the
combination of use sllowances and
depreciation applicable to such assets must
not exceed the 1otal acguisition cost of the
assets. When the depreciation method is used
for buildings. & buiiding's shell may be
segregated bom each building component
{eg. plumbing system, besting and air
wndmcnm; system. etc.) and sach itars
deprecisted over its estimated useful lif; or

the entire bullding (i.e.. the shell and ali
mmpononb} may be treated as 8 single asent
and depreciated over s single useful lifs.

{ When the deprecistion method {s used
for o particular class of assets. no - .
deprecistion may be allowsd on any such
sssels that, under paragrapb &. sbove, would
be viewed as fully depreciated Howwver, ¢
ressonadle use allowance may be negotiated
for such sssets If warranted after taking into
considerstion the amount of depreciation
previously charged 1o the Covernment, the
estimated useful life rematning st time of
pegotiation. the affect of #+  increased
maintenance charges or decreased efficiency
due 10 age, and any other {actors pertinent to
the utilization of the asset for the purpose
contemplated.

g. Charges for use allowsnres or
depreciation must be supported by adequate
property records and physical ipventories
toust be taken at least onoe every two years
(e statistical sampling basis s acoeptable) to
ensure tha! assets exist and are usable and
peeded. When the depreciation method is
followed. adegquate depreciation records
indicating the amount of depreciation taken

each period must also be maintained.

10. Donotions

& Services received.

{1) Donated or volunteer services may be
furnished to an organization by professional
and technical personnel. consultants. end
:‘ther skilled and unskilled labor, The vaige

o_direct or iadirect cose
{2} The yalue of donsted pervices ptilized
fnthe perfarmance of a direct coat activity

shall he cansidered in the detsrenination of
"’ ization’s \ndirect crat retela) and
accordingly, ahail be aliocated a

praportionate ghere of govticable indirect
coats when the Jollowing circumstances exist:
fa) Theagsgregale yalue of the services is
tenial:

{b) The mnmu;e_-_ums!.m
significant amount of the indirect costa
tacurred by the organization:

fcl The v
prmarily for the begefit of she Pederal

(3l those instances wbm
the services rendered, the recipieni and tha
gognizant agency shall negotiate an
eppropriate

axgvices._ . -
{4) Where donated servioes directly benefit

‘Mg%y ap award. the indirect
cosis aliocated to the services will be
i rt of the total
i coats

r used lo theet
.m!-bmmmlmummm

1o meet post shariog of saa
sequirements undear conditions, dm:'iba.d\
~Atachment P, OME Circular No
"Oasn dona
faciizact coats. Sadirect cos! rates will
WHMMMLL

~Swimbursemant will nof be mede.

f68) Falr market value of donated services
shall be computed as follows: