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Redstone Edge Conference:
DFARS Accounting System 
Overview Requirements

Helping You Navigate the Maze of Government Contracting



Lynne Nalley
Director

§ Background:
§ DoD 1984-2020 (Auditor (GS-7) to CIG Pricing Lead (GS-14)
§ DCAA – Field and Regional experience
§ DCMA – Cadre of Experts in the Commercial Item Group

(CIG); Assisted the DCMA CPSR team relative to commercial
items and co-instructed the Commercial Item Training

§ BS in Accounting; University of Central Florida; CPA
§ Today:

§ Client Support – Commercial Item Support; Complex FAR &
CAS issues, DFARS Business System Audits, Proposals, Grant
Management; and Incurred Cost

§ Training (Live and Webinars)
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D.   (727) 403-1559
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Dave Fix
Director

§ Background:
§ DoD 1984-2021 (Auditor (GS-5) to Regional Audit Manager (GS-15))
§ DCAA – Field and Regional experience; OCONUS Branch Manager-

Kuwait, Iraq and Afghanistan; Adjunct Instructor at DCAI, Audit
Onboarding course

§ Air Force Reserve (Retired) – Rank: Lt. Col.; Last Duty Station: Air
Force Reserve HQ, Chief, Contracting Inspections

§ BS in Accounting - SUNY at Buffalo; MS in Accounting – Western New
England University; CPA & CFE

§ Today:
§ Client Support – Complex FAR & CAS issues, Equitable Adjustment

Claims and DFARS Business System Audits
§ Training (Live and Webinars)
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Learning Objectives
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Who performs DFARS Business Systems/Reviews

DFARS accounting system criteria

Common DCAA accounting system findings

What you need to do



Who Performs 
DFARS Business 
System 
Audits/Reviews
?

§ Defense Contract Audit Agency (DCAA)
§ Accounting System
§ Estimating System
§ Material Management & Accounting System 

(MMAS)
§ Defense Contract Management Agency 

(DCMA)
§ Purchasing System
§ Government Property System
§ Earned Value Management System (EVMS)
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What is a “Cost Accounting System”?
DFARS 252.242-7006(a)(2) defines an accounting system as:
Contractor’s system or systems for accounting methods, procedures, and controls
established to gather, record, classify, analyze, summarize, interpret, and present
accurate and timely financial data for reporting in compliance with applicable
laws, regulations, and management decisions, and may include subsystems for
specific areas such as indirect and other direct costs, compensation, billing, labor,
and general information technology.

Billing System – most important financial system you will want (need) to get right.
Based on financial data from your timekeeping and accounting system.

Ø FAR 16.301-3(a)(3) requires an adequate accounting system for awarding a
cost-reimbursable type contract
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Acceptable 
Accounting 
System

As prescribed in DFARS 252-242-7006(a)(1), an 
acceptable accounting system means a system that 
complies with the system criteria in DFARS 252.242-
7006(c) to provide reasonable assurance that:

(1) applicable laws and regulations are complied 
with, 

(2) the accounting system and cost data are 
reliable, 

(3) risk misallocations and mischarges are 
minimized, and 

(4) contract allocations and charges are 
consistent with billing procedures.
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DFARS 252.242-7006 Accounting System Administration

• DCAA uses this criteria to perform an accounting system audit

• DCAA uses the DFARS criteria even though it is not required by contract

• DCAA uses this DFARS criteria since it is one that is in regulations and

• Used in the absence of other criteria, such as, the SF 1408
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DCAA Performs Three (3) Accounting System Reviews

q Pre-Award Accounting System Review
(Uses the SF 1408 are criteria)

q Post Award Accounting System Review
(Uses DFARS criteria – may not have the
DFARS clause in its contracts)

q DFARS Accounting System Review (Uses
DFARS criteria – contractors are usually
larger and have the DFARS clause in its
contracts)
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SF 1408 Form
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SF 1408



DFARS Criteria (Used in DCAA’s  
Post Award & DFARS Audits)
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q DFARS Clause 252.242-7006 is included in 
a contractor’s contract

q Makes the 18 criteria applicable to the 
contractor

q DCAA performs the advisory audit

q Contracting officer makes the accounting 
system adequacy determination



DAFRS 252.242-7006(c) 18 Criteria
(1) A sound internal control environment, accounting framework, and 

organizational structure;

(2) Proper segregation of direct costs from indirect costs;

(3) Identification and accumulation of direct costs by contract;

(4) A logical and consistent method for the accumulation and 
allocation of indirect costs to intermediate and final cost objectives;

(5) Accumulation of costs under general ledger control;

(6) Reconciliation of subsidiary cost ledgers and cost objectives to 
general ledger;

(7) Approval and documentation of adjusting entries;

(8) Management reviews or internal audits of the system to ensure 
compliance with the Contractor’s established policies, procedures, and 
accounting practices;

(9) A timekeeping system that identifies employees’ labor by 
intermediate or final cost objectives;

(10) A labor distribution system that charges direct and indirect labor 
to the appropriate cost objectives;
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(11) Interim (at least monthly) determination of costs charged 
to a contract through routine posting of books of account;

(12) Exclusion from costs charged to Government contracts of 
amounts which are not allowable in terms of Federal Acquisition 
Regulation (FAR) part 31, Contract Cost Principles and Procedures, 
and other contract provisions;

(13) Identification of costs by contract line item and by units 
(as if each unit or line item were a separate contract), if required by 
the contract;

(14) Segregation of preproduction costs from production costs, 
as applicable;

(15) Cost accounting information, as required—
(i) By contract clauses concerning limitation of cost (FAR 

52.232-20), limitation of funds (FAR 52.232-22), or allowable cost 
and payment (FAR 52.216-7); and

(ii) To readily calculate indirect cost rates from the books of 
accounts;

(16) Billings that can be reconciled to the cost accounts for 
both current and cumulative amounts claimed and comply with 
contract terms;

(17) Adequate, reliable data for use in pricing follow-on 
acquisitions; and

(18) Accounting practices in accordance with standards 
promulgated by the Cost Accounting Standards Board, if applicable, 
otherwise, Generally Accepted Accounting Principles.



Grouping the 18 criteria into functional 
areas
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Let’s combine 
into better 
groups…



Sound Internal 
Controls

#1 – A sound internal control environment, accounting 
framework, and organizational structure

q Control Environment - The control environment has a 
pervasive influence on the way business activities are 
structured, objectives established, and risks assessed. It also 
influences control activities, information and 
communication systems, and monitoring activities.

q Accounting Framework – This will vary with the size of the 
organization but includes:

ü Chart of accounts
ü Written description of indirect accounts and 

allocation bases
ü Description of primary pool costs

q Organizational structure -delineates clear lines of 
authority, duties and responsibilities, and segregation 
of duties and responsibilities of accounting and billing 
functions considering the size of the contractor 
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Common DCAA 
Findings –
Requirement #1

ü Lack of written or outdated policies and procedures

ü Lack of segregation of duties

ü No documented approval authority

ü Lack of training

ü Lack or inadequate monitoring

ü Accounting system not operating as designed in its

written policies and procedures
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Total Contract 
Costs

#2 – requires proper segregation of direct costs from
indirect costs.

q Direct Cost is any cost that is identified specifically 
with a particular final cost objective (FAR 31.202).

q Indirect cost means 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 (FAR 31.203).

COMMON DCAA FINDINGS:
ü Inconsistent practice for direct employees
ü G&A base does not include unallowable costs
ü Failure to segregate direct and indirect costs
ü Failure to exclude unallowable costs from

indirect pool costs
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Direct Costs

#3 – requires identification and accumulation of direct
costs by contract.

q Direct costs are not limited to items that are
incorporated in the end-product as material or labor.

q No final cost objective shall have allocated to it as a
direct cost any cost that has been included in an
indirect cost pool.

q Direct costs of the contract shall be charged directly
to the contract.

COMMON DCAA FINDINGS:
ü Failure to have project numbers for separately funded

CLINS
ü Some employees charging direct & indirect for key

employees
ü Travel costs usually follows the labor charge
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Indirect Costs

#4 – requires a logical and consistent method for the
accumulation and allocation of indirect costs to
intermediate and final cost objectives.

q The term indirect cost covers a wide variety of cost 
categories and the costs involved are not all 
incurred for the same reasons.

COMMON DCAA FINDINGS:
ü Allocation bases are not clearly defined
ü Not a casual/beneficial relationship between direct 

and indirect costs
ü If CAS-covered, costs are not in accordance with 

disclosure statement
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Accounting for 
Contract Costs

#5 – Accumulation of costs under a general ledger
#6 – Reconciliation of subsidiary cost ledgers and cost
objectives to general leger
#7 – Approval and documentation of adjusting entries
#11 – Interim (at least monthly) determination of costs
charged to a contract through routine posting of books of
accounts

COMMON DCAA FINDINGS:
ü Cost do not reconcile to general ledger
ü Adjusting journal entries lack descriptions
ü Lack of approvals
ü Costs not routinely posted IAW policies and procedures
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Labor System

#9 – A timekeeping system that identifies employees’
labor by intermediate or final cost objective

#10 - A labor distribution system that charges direct
and indirect labor to the appropriate cost objectives
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Common DCAA  
Timekeeping 
Findings

ü Labor was NOT charged to intermediate and final cost 
objectives based on a timekeeping document (paper or 
electronic timecards) 

ü Timesheets were NOT completed and certified by the 
employees 

ü Timesheets were NOT approved by the employees’ 
supervisors

ü Employees failed to complete their timesheets on a 
daily basis 

ü All employee hours worked were NOT included 
(uncompensated overtime)

ü Labor cost distribution records did NOT reconcile to 
payroll records and labor distribution
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Unallowable 
Costs

#12 - Exclusion from costs charged to Government 
contracts of amounts which are not allowable in 
terms of Federal Acquisition Regulation (FAR) part 
31, Contract Cost Principles and Procedures, and 
other contract provisions

COMMON DCAA FINDINGS:
ü Lack of written policies and procedures to 

identify and exclude unallowable costs
ü Failed to exclude unallowable costs from any 

billings, claims, and proposals applicable to a 
Government contract
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Costs by 
Contract Line 
Item (CLIN)

#13 - Identification of costs by contract line item and by 
units (as if each unit or line item were a separate 
contract), if required by the contract

COMMON DCAA FINDINGS:
ü Lack of project numbers for detailing 

project numbers
ü Each job needs to be expanded to the 

requisite level of detail as determined by 
contract terms

ü Make sure the contract is adequately 
briefed
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Billings

#16 - Billings that can be reconciled to the cost accounts for both 
current and cumulative amounts claimed and comply with 
contract terms

COMMON DCAA FINDINGS:
ü Invoiced cost do NOT reconcile to books and 

records
ü Approved provisional billing rates were NOT used
ü Adjustment invoices NOT submitted when rates 

are adjusted during the year
ü Contractor is delinquent in paying contract costs 

(e.g. within 30 days)
ü Costs not billed in accordance with contract terms 

(G&A rate ceiling)
ü Fee withholding is NOT applied correctly
ü Billings submitted in excess of funded amounts
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Cost Accounting 
Information

#15 - Cost accounting information, as required—
(i) By contract clauses concerning limitation of cost 

(FAR 52.232-20), limitation of funds (FAR 52.232-
22), or allowable cost and payment (FAR 52.216-
7); and

(ii) To readily calculate indirect cost rates from the 
books of accounts

COMMON DCAA FINDINGS:
ü Interim rates NOT routinely monitored for funding, 

unallowable costs and any indirect rate changes
ü Notification to contracting officer when 75% of 

funded amount is achieved (prime contractor)
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Management 
Reviews & 
Internal Audits

#8 - Management reviews or internal audits of 
the system to ensure compliance with the 
Contractor’s established policies, procedures, 
and accounting practices

COMMON DCAA FINDINGS:
ü Failure to perform internal audits or management 

reviews
ü Failure to follow-up on prior audit findings from any 

review/audit/peer reviews/training issues
ü Does not provide a “feedback” mechanism to assess 

accounting system issues
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Cost Accounting 
Information

#17 - Adequate, reliable data for use 
in pricing follow-on acquisitions; and

#18 - Accounting practices in 
accordance with standards 
promulgated by the Cost Accounting 
Standards Board, if applicable, 
otherwise, Generally Accepted 
Accounting Principles

COMMON DCAA FINDINGS:
ü Generally linked to other findings and 

CAS
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Other Issues

#14 - Segregation of preproduction costs from production 
costs, as applicable.

COMMON DCAA FINDINGS:
ü Lack of segregating pre-production or non-recurring 

costs

OTHER COMMON DCAA FINDINGS:

ü Billings NOT updated within 60 days of settled final 
indirect rates (FAR 52.216-7(d)(2)(v))

ü Final vouchers NOT submitted within 120 days after 
settlement of applicable final indirect costs rates (FAR 
52.216-7(d)(5))

ü Incurred Cost Submission, Schedule I, Schedule of 
Cumulative Claimed Direct and Indirect Costs Billed,  
contract limitations rebates/credits NOT completed
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What you need to do

q Understand your accounting system
q Understand your contracts & ensure the departments within your

organization understand (e.g., from Contracts / Accounting /Billing) –
perhaps even provide a meeting for common understanding of contract
requirements

q Perform a mock audit if time permits
q Follow-up on any prior deficiencies, are the corrective actions complete?
q Understand what DCAA will audit – go to the DCAA website and obtain

the standard audit program / DFARS criteria
q Prepare for DCAA walkthrough to “prove” how your accounting system

complies
q If more time is needed to prepare for the DCAA audit, then communicate

that to them; it is better to be prepared
q Be flexible and know everything may not go “right” but you can still

obtain an adequate accounting system from the contracting officer
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DCAA Std Audit 
Program



You have DCAA audit findings

Ø Redstone can help with --
v Can assist with the walkthrough preparation & 

supporting documentation
v Coordinating with the Government to address  

audit findings
v Drafting policies and procedures
v Timesheet training & requirements
v Provisional billing rates
v Review billing invoices
v Contract briefs & the benefits
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Questions and  Discussion
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