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Block 1, Government Accepts Final Delivery: When all contract line items have been completed, the contractor annotates the final DD250 shipment number or acceptance document with a "Z". This "Z" DD250 does not necessarily mean that all contract requirements are satisfied, but it does indicate that all line items to be delivered under the contract have been shipped or accepted. In most cases, for example, firm fixed price contracts where delivery of the supplies described in the line items is the only contractual requirement, a "Z" DD250 signifies physical completion.  

Block 2, Government Inputs Final DD250: For contracts administered by DCMA, input of the "Z" DD 250 into MOCAS results in system generation of an electronic, "interim" notice (PK9) to the buying activity. This indicates the end of contract shipment activity and notifies the contracting office that the contract close-out process is beginning.  

Block 3, Validation of Quantity Ordered & Delivered: The "Z" DD250 alerts responsible parties to review each line item to reconcile contract delivery requirements with actual contractor shipments. Within MOCAS, the "Z" DD250 input activates a system check, comparing the contract items ordered against the items delivered on the contract. For firm-fixed-price (FFP) contracts less than $100,000 with no special contract provisions, the "Z" DD250 will generally move the contract within the MOCAS system from the active to physically complete section. Cost contracts must be manually moved from the active to physically complete section of MOCAS. Others require manual intervention when the "on order" quantity does not match the quantity delivered.  

Block 4, Reconciliation: An imbalance of the contract items ordered vs. the items accepted/delivered should be reported to the responsible organizations within the contract administration office to research and resolve the problem.  

Block 5, Perform Initial Review & Remove Excess Funds: Final shipment and acceptance of the product/service on firm fixed price contracts entitles the contractor to receive final payment. The same is not true for cost and fixed price incentive (FPI) contracts. These contract types require settlement of final overhead rates and of the incentive aspects of the contracts. In some cases, funds that will no longer be required have been obligated on the contract; e.g., underruns, quantity variance, or situations such as maintenance and repair contracts where the quantities repaired were less than the originally funded estimate. Because ACO settlement of overhead rates with DoD contractors can be a lengthy process, it is important to review contracts to identify and remove excess funds at the time of physical completion. Working with the contractor, the ACO should estimate the total government monetary liability under the contract.  Historically, funds have generally not been declared excess until completion of the settlement process; however, the contracting officer should accomplish an initial funds review within 30 days of contract completion. Issuing a contract modification deobligating excess funds as early as possible is in the Procurement Office's best interest, but it is equally important to avoid deobligating funds that may be needed for final payment.  

Block 6, Initiate DD Form 1597: The ACO initiates the contract close-out process, using the DD Form 1597, Contract Close-out Checklist or equivilent. For each item on the checklist, the ACO indicates completion dates, if applicable. It may be necessary to request the contractor to submit additional data. As a minimum, the following actions (if applicable) must be accomplished before a contract can be closed:


a.  All Actions Definitized. Occasionally, urgent or unusual circumstances under a DoD contract necessitate authorizing a contractor to start work on a contract action/change without the price being definitively negotiated. The contract modification authorizing such effort must include a NOT-TO-EXCEED (NTE) or ceiling price and a schedule for definitization. Prior to contract close-out, the ACO and PCO must work together to ensure that all actions under the contract have been definitized.


b.  Subcontracts Closed. The prime contractor must go through procedures with its subcontractors who are similar to those used by the government. The ACO must ensure that all of the prime's subcontracts have been paid and closed before the prime contract can be eligible for contract close-out.


c.  All Deliveries Accepted. The ACO must ensure that all separately deliverable contract items such as hardware, data, software, spares, and support equipment have been delivered and accepted by the government before the contract can be closed out.


d.  Final Patent Report. If the contract contains a patent rights clause, 
FAR 52.227-11 or 13, a final patent report must be submitted by the contractor, preferably on a DD Form 882, Report of Inventions and Subcontracts, within 3 months after physical completion of the contract. It must list all patent claims made under the contract or certify that there were no inventions and list all subcontracts which include a patents rights clause or certify that no subcontracts were issued with this requirement.    


e.  Royalties Report. If the contract contains a refund of royalties clause, FAR 52.227-9, a final royalty report must be submitted by the contractor stating the royalties paid or required to be paid. This report must be submitted before final contract payment.


f.  Termination/Claims/Disputes. All open actions and liabilities must be resolved prior to close-out.  The government may at any time during contract performance fully or partially terminate contracts for default or for convenience. The government may terminate a contract for default when the contractor has materially breached the contract, i.e., failed to deliver contract items on schedule. Under termination for default, the contractor is liable for any subsequent acquisition costs of the terminated items. The government may also terminate a contract for convenience.  Termination for convenience can occur as the result of Congress withholding funding of the project, or the program office or user determining that the item is no longer required.  Pursuant to the Termination for Convenience clause the government is liable for certain costs.  

A contractor at any time has a right to submit a claim against the government for a perceived government liability which at the time is not recognized in the contract. An example of such a claim is when the contractor submits a proposal because it asserts that a government individual by his actions required the contractor to accomplish effort not specified in the contract.

If a claim is denied by the government, or the government and the contractor cannot agree on certain other contract issues, the Disputes clause of the contract allows, under certain circumstances, the contractor to submit its dispute to a third party such as the Armed Services Board of Contracts Appeal (ASBCA) for resolution. Alternate Dispute Resolution is another means available to both parties.

g.  Litigation Resolved. The contractor, under the Disputes Clause, may appeal a decision of the contracting officer directly to the Court of Federal Claims. Also, the prime contractor may sue or be sued by a subcontractor for damages related to the contract in question. The ACO and PCO must work together to ensure that any litigation and resulting cost impact is resolved under the contract before the contract may be closed out. 


h.  Warranty Resolved. The FAR contains a number of warranty clauses suitable for use in different acquisition situations. Some of the warranty clauses can extend well beyond the physical completion of the contract. Because exercise of the warranty by the government would involve more contractor effort and costs, the government and the contractor must resolve all open warranty issues on the contract before it is eligible for contract close-out.


i.  Government Property Dispositioned. Government property provided to the contractor during contract performance and not consumed must be dispositioned at the end of the contract. Any property acquired or manufactured by the contractor, but is excess to the contract at completion, may also become government property under certain conditions. This property also must be dispositioned before the contract can be closed out. The FAR provides procedures for the proper disposition of government property, which include contractor reporting of all government property, government review of the report, and specific instructions to the contractor as to whether the property is to be shipped, left in place, or scrapped.


j.  Classified Documents Dispositioned. All classified documents involved in the contract must be dispositioned in accordance with government security regulations and accounted for by the contractor before the contract may be closed. This can be accomplished when a final DD Form 254, DoD Contract Security Classification Specification, is issued indicating disposition or the contractor provides written certification that all data has been properly processed.  


k.  Value Engineering Change Proposals. If the contract includes FAR 52.248-1, verify that there are no outstanding VECPs requiring payment or disposition.

The ACO and PCO must work together to ensure that any and all of the above situations have been settled before either can complete the contract close-out process.

Block 7, FFP or Small Purchase: FFP and small purchase contracts are eligible for final payment upon completion of the applicable steps indicated under block 6.  

Block 8, All Overhead Rates Negotiated: The "Allowable Cost and Payment" clause, FAR 52.216-7, provides for reimbursement of costs incurred in contract performance that are deemed "allowable" by the contracting officer, in accordance with procurement regulations and contract terms. In establishing the allowable indirect costs under a contract, indirect cost rates are applied to the allowable contract base cost. Indirect cost rates are generally accumulated into logical cost groupings to permit distribution of expenses in relation to benefits received by the cost objectives. One such example of these indirect costs pools is manufacturing overhead, which represents costs incurred by the company that cannot be directly attributed to the contract (such as management salaries, buildings and maintenance). The ACO must determine whether or not all overhead rates that apply to a contract have been negotiated. The contractor is not eligible to submit a final contract settlement proposal until all the applicable indirect costs and overhead rates have been negotiated or established.  

Block 9, Proposal Submitted: FAR 52.216-7 requires the contractor to submit its final overhead cost proposal to the contracting officer within 180 days after the end of the contractor's fiscal year. The complexities of submitting the indirect cost proposal include property tax, liability claims, allocation of corporate and interdivisional costs, mergers, downsizing, and the requirement to certify the overhead proposal. As a result, delays occur frequently and escalate throughout the audit, review and rate negotiation process. 

Block 10, Quick Close-out Rates Established: FAR 42.708 mandates negotiation to settle indirect costs for a specific contract prior to establishing final indirect cost rates when the following conditions are met:

(a) The contract is physically complete;

(b) The amount of unsettled direct costs & indirect costs to be allocated to the contract is no more than $1,000,000 (Note: The "unsettled indirect cost" does not mean the difference between the government rate objective and the contractor's rate proposal - It refers to the total amount of indirect costs for which a final rate has not been negotiated);

(c) The contracting officer performs a risk assessment and determines that the use of the quick-closeout procedure is appropriate. The risk assessment shall include:

· Consideration of the contractor’s accounting, estimating, and purchasing systems; 

· Other concerns of the cognizant contract auditors; and 

· Any other pertinent information, such as, documented history of Federal Government approved indirect cost rate agreements, changes to contractor’s rate structure, volatility of rate fluctuations during affected periods, mergers or acquisitions, special contract provisions limiting contractor’s recovery of otherwise allowable indirect costs under cost reimbursement or time-and-materials contracts; and

(d) Agreement can be reached on a reasonable estimate of allocable dollars.

Use of quick close-out procedures should be the first area looked at when deciding how to close a contract. Frequently current billing rates are used as the quick close-out rates. Because these rates are established by the contractor and reviewed by DCAA and the ACO, they are considered credible and can be used to invoice and close the contract at a relatively small cost. The government does not generally have the visibility needed to determine whether the unsettled direct & indirect costs fall within the 10 percent restriction. The FAR flexibility to waive this requirement and the contractor's interest in closing the contract as soon as possible should support a dramatic increase in the use of quick close-out procedures. Contracting officers should insist that ACOs maximize the use and flexibility of the quick close-out process to reduce close-out backlogs, save administrative time, free file space and release excess funds for other uses. Keep in mind that contract close-out is a significant milestone for both contracting and financial management. Work closely with DFAS!

Block 11, DCAA Audits Overhead Proposal: The DCAA is responsible for reviewing the yearly submissions of the contractor's final overhead cost proposals. The agency is responsible for ensuring that all proposed overhead costs are consistent with both the Cost Accounting Standards (CAS), if applicable, and the cost principles in FAR Part 31.  The DCAA is also responsible for providing a formal report of its findings to the ACO.

Block 12, ACO Negotiates Final Rates: Based on the DCAA audit report, the ACO negotiates the final overhead rates for the contractor entity under his cognizance.  Where there are multiple divisions or entities of a contractor performing work under the contract, each of the entities overhead rates must be settled before the contract can be closed. This also includes the corporate level general and administrative costs, negotiated by the corporate ACO, that are allocated to each contract.

Block 13, Incentive Contract: The procedures for settlement of a cost or cost-plus-fixed-fee contract require no further negotiation after rate settlement. Incentive type contracts are still subject to submission and negotiation of the cost elements that will be used in the formula for the incentive arrangement.  

Block 14, Final Settlement Proposal Submitted: If the contract is an incentive contract and all overhead rates applicable to the contract have been negotiated, the contractor is eligible to submit its repricing settlement proposal. The provisions of the incentive arrangement incorporated in the contract provide a formula procedure to determine the amount of profit the contractor has earned and this formula is not renegotiated. However, cost elements used in incentive formulas, or cost type CLINs, are subject to this final settlement proposal. The final repricing proposal would include all outstanding cost issues including such items as unsettled claims and undefinitized contract modifications.
Block 15, DCAA Audit and PCO Negotiates Settlement: Based on DCAA and ACO input, the ACO/PCO negotiates the final settlement proposal, and then normally processes a contract modification adding or subtracting funds. 

Block 16, Completion Statement and Final Voucher Submitted: After either receipt of the final modification adding or reducing funds for an incentive contract, or when all overhead rates applicable to a contract have been negotiated under a cost contract, the contractor submits its voucher (SF1034) or commercial invoice for the final payment.  The final voucher/invoice is part of the "contract completion package," which includes the release of claims and other required documents. The release of claims is a signed dated statement from the contractor, substantially the same as the following: 

 "Release of Claims, Contract No. _______, (Program Name), Pursuant to the terms of the above contract, the government of the United States, its officers, agents, and employees are hereby released and discharged from all liabilities, demands, obligations, and claims arising under or by virtue of said contract."

Block 17,  ACO Approves Final Voucher: The Defense Contract Audit Agency (DCAA) is responsible for auditing the final voucher on cost contracts to ensure all costs are allowable and allocable. The ACO approves the final voucher and submits it to the Defense Finance Accounting Service (DFAS) for final payment.

Block 18, DFAS Makes Final Payment: Using the MOCAS procedures, DFAS makes the final contract payment. When the final payment is issued, all funds obligated on the contract should normally be liquidated, i.e., total funds obligated on the contract should equal total disbursements made to the contractor. Excess funds may be removed from MOCAS by PCO/ACO issued contract modification or, after final close-out has occurred, by DFAS with a Q final transaction.   
Block 19, $0.00 ULO in MOCAS?: Using MOCAS capabilities, the government ascertains the unexpended funds or unliquidated obligations (ULOs) remaining, if any, on the contract. The funds obligated on a contract are identified in Section G, and are also tracked in MOCAS. Normally, at the end of the contract the total of funds obligated should match the total payments made to the contractor, inclusive of the final payment. Cost underruns, mistakes in payments, unearned incentives, withheld fees, etc., result in unliquidated obligations at the completion of the contract. When remaining funds balances or unliquidated obligations exist that can't be explained, reconciliation is required to compare hard copy documents with the MOCAS database.

Block 20, ACO Signs DD Form 1594 to Close Contract: The MOCAS system generates an automated DD Form 1594 (also called a contract completion statement, PK9-F, or final PK9) when final payment and reconciliation have been accomplished.  The electronic or automated DD 1594 is transmitted via MILSCAP to the buying activity.   The ACO signs the DD1594 and retires the contract files.

Block 21, Files Retired: The accounting station retires its contract files after final payment and reconciliation. Be prepared! This is a very specific and detailed task that can use up considerable administrative time. 

PAGE  
8

