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4. Costs must be accumulated under General Ledger control. The contract by contract 

accounting of direct and indirect costs being set up must be reconciled at least monthly 

with the Company's General Ledger. 

5. A timekeeping system that identifies labor by cost objective and allocates this time 

properly. This is where many contractors systems falter. All employees' time, whether direct 

or indirect, must be accounted for daily, by the work activity being performed. If the 

charges are to indirect, they must be allocated in a logical and consistent manner. 

6. Interim determination of costs. This means that the books should be closed at least 

monthly to have a proper accounting of contract costs. 

7. Segregation of unallowable costs. FAR 31.205 details the various categories of 

unallowable expenses. Contractors must ensure that unallowable costs are being properly 

segregated in the accounting system from allowable costs. 

As you can tell, doing business with the federal government is a unique animal. If no one in 

your organization has been through this process before, or you are unaware of these 

requirements, you should consider retaining the services of a consultant to assist you with 

this process. By following these guidelines, your contract award should not be delayed and 

you should pass your audit with flying colors! 

Michael Smigocki, CPA, CVA, ABV is the senior managing director of Federal Strategies 

Group LLC. He provides government contract and management consulting, M&A advisory, 

at MikeS@FedStrat.com. 


