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INTRODUCTION
Architecture and Engineering (A&E)
firms working in the public sector are
frequently required by government
contracts to have regular audits of overhead rates. While Federal Acquisition
Regulation (FAR) compliance adds another layer of costs and administrative
requirements, A&E firms can maximize
their allowable overhead rate and increase the likelihood of a successful audit by implementing certain policies and
procedures. These firm policies can also
yield other benefits that increase the
efficiency and effectiveness of a firm’s
operations.
This e-book includes a discussion of
three of the most important policies,
and the related benefits and key components of each policy.
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1. COST ACCOUNTING
The foundation of FAR compliance is built on an A&E
firm’s ability to segregate its costs into four components:
•
•
•
•

Direct costs (project related)
Indirect costs (G&A and overhead)
Allowable costs (reimbursable)
Unallowable costs (not reimbursable)

A best practice is for A&E firms to adopt a cost accounting policy that defines their methodology and
approach to FAR compliance. The policy should explain how the firm will accumulate project costs and
segregate not only allowable from unallowable costs,
but also direct from indirect costs.

Benefits of a cost accounting policy:
• Credibility - Adds credibility to a firm’s overhead
rate submission and reduces the time and expense
of an external audit.
• Reduces Risk - Reduces the risk that allowable costs
will be incorrectly classified as unallowable.
• Key Performance Indicators - Facilitates the
calculation of key performance indicators:
• Billing Multiplier
• Utilization
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• Breakeven Multiple
• Overhead Rate
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1. COST ACCOUNTING (CONT.)
Key components of a cost accounting policy:
Reconciliation - Provides for the reconciliation of project specific activity with
overall firm results to ensure accuracy of underlying financial information.
Cost Segregation - Defines direct project costs as costs incurred specifically
for a project which generally must be excluded from the overhead pool.
Unallowable Costs - Specifies that unallowable costs should be identified at
the point of entry. The chart of accounts should also provide proper segregation of unallowable amounts.

Examples of amounts that may be unallowable include:
• Travel Costs - Travel for lodging, meals and incidentals may be based on per
diem rates, actual expenses or a combination of the two, as long as the daily
amounts do not exceed the maximum per diem rates. Amounts in excess of
maximum per diem rates should be segregated as unallowable costs in the
general ledger.
• Meals - Meals (not related to overnight travel) are allowable when provided in
connection with a meeting, convention, conference or seminar where the
principal purpose is the dissemination of trade, business, technical or
professional information. Meal charges must be reasonable and
reimbursement for alcohol is not allowed. Documentation of the place,
number of people and business purpose must be provided.
• Related Party Rent Costs - Related party rent costs are limited to the actual
costs incurred to maintain the property (including real estate taxes,
depreciation, repairs, maintenance and insurance). Mortgage interest,
however, is not an allowable cost under FAR.

• Public Relations and Advertising Costs – These types of costs are
generally unallowable, and may include maintaining, protecting, and
enhancing the image of a company or promoting the sale of its products
or services. As a rule of thumb, a one-to-one relationship would generally
be considered direct selling and allowable, while a one-to-many
relationship would be considered unallowable as mass/broad advertising.
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2. TIME REPORTING
AND LABOR COSTING
Labor costs are the most significant
costs incurred by A&E firms. Accordingly, a firm’s timekeeping system is critical
to provide assurance that labor costs
are recorded accurately and result in reliable financial reporting.
Benefits of a time reporting and labor
costing policy:
• Accountability - Adds insight
and accountability for evaluating
employee performance.
• Project Management - Ensures
project managers have real-time,
accurate information regarding the
progress of their projects.
• Budgeting - Provides more accurate
data for future budgeting of services—
from both a labor cost and fee
proposal perspective.
• Accumulation - Allows firms to
accumulate out-of-scope charges
more timely which results in a greater
likelihood of obtaining additional
services/contract modifications.
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2. TIME REPORTING
AND LABOR COSTING (CONT.)
Key components of a time reporting and labor
costing policy:
Recording All Time Worked - The preferred
practice is for A&E firms to adopt a policy that
requires employees to record all labor hours
worked, including unpaid hours worked by
salaried employees. If all labor hours are not recorded, the consultant must prove that labor
costs are not materially misstated, which is not
an easy task.
Recording All Chargeable Time - Reinforces
that direct labor should include all chargeable
time, whether or not it is billable.
Reporting Overtime - Requires the consistent
reporting of paid overtime (follow the hours
or classify premium as direct only or overhead
only, but not both) and proper recording of uncompensated overtime.
Timesheet Codes - Implements the use of
timesheet codes to separate direct and indirect
labor costs, as well as allowable and unallowable labor costs (e.g. allowable bid and proposal time should be segregated from unallowable
time spent at a trade show booth).
Timesheet Approval - Mandates that all
timesheets must be signed by the employee
and approved by an employee’s supervisor
(electronic signatures are acceptable). In addition, any timesheet corrections must be communicated to the employee and supervisor approval must be documented.
Contract Labor - Instructs on how to account for
contract labor and related adjustments for the
overhead component of contract labor costs.
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3. BONUSES AND COMPENSATION
Compensation, including bonuses, retirement contributions and certain
other benefits, must be reasonable in order to be included in the allowable overhead rate calculation. In addition, bonuses must be based on
a policy that defines the “bonusable” criteria, and documents how the
criteria is met and how the basis of the award is supported.
Benefits of a bonus and compensation policy:
• Allowable Compensation - Maximizes the allowable compensation
included in the overhead rate calculation.
• Reduction in Bonus Challenges - Reduces the likelihood that
claimed bonuses will be challenged under audit.
• Structured Framework - Provides a framework which management
can utilize to reward employees.
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3. BONUSES AND COMPENSATION
(CONT.)
Key components of a bonus and compensation
policy:
• “Reasonableness” - Describes how the firm
will evaluate the “reasonableness” of its
compensation expense. In order to prove
“reasonableness”, firms at a minimum must
prepare a compensation analysis for highly
paid individuals. This analysis should compare
individual
compensation
amounts
to
regulatory limits and third-party compensation
surveys (e.g. the National Compensation
Matrix).
• Bonus Criteria - Highlights that bonuses are
based on objective, performance-based criteria.
• Limitations - Acknowledges that distributions
of profit and compensation in excess of
reasonable limits are unallowable.
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CONCLUSION
A&E firms that seek to win more government contracts and increase
profitability on those contracts should do their best to comply with
the FAR while ensuring they don’t leave any “allowable” money on
the table. Accordingly, staff should be trained to comply with the FAR
and firms should put policies and procedures in place to be certain
that compliance is documented and communicated. Whether you
have an existing set of policies and procedures that you are looking
to enhance, or are just beginning — DGC can be a resource for you.
Our recommendations for best practices are intended to meet compliance requirements, and this frequently also results in streamlined
workflow and overall improvements in our clients’ business. We take
an educational approach to overhead audits and work with clients
throughout the year to supplement their existing industry knowledge. DGC provides the tools that are needed to better utilize
financial information, helping achieve goals and meet objectives.
Clients appreciate our proactive approach and the guidance we offer,
which is focused on real-time business results versus a more common
historical results approach.
DGC has a dedicated A&E Practice and we look forward to discussing these as well as other relevant topics with you. Additionally, our
annual Architectural Study and Engineering Report provide insight
into how your business results compare against those of your peers.
We invite you to participate. If you would like a copy or to discuss
A&E related issues, please contact:

Chad J. DaGraca, CPA
Partner
781-937-5376
cdagraca@dgccpa.com
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Michelle M. Downing, CPA, MST
Principal
781-937-5357
mdowning@dgccpa.com

Daniel E. Gaudet, CPA
Principal
781-937-5142
dgaudet@dgccpa.com
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About DGC (DiCicco, Gulman & Company LLP)
DGC is a CPA and business advisory firm with a dedicated A&E practice servicing firms across the United States.
DGC’s industry expertise ranges from financial statement,
overhead rate audit, and tax services to tailored services
in the succession planning, and merger and acquisition advisory area. DGC’s commitment to the industry is demonstrated by the publishing of its annual A&E benchmarking
survey, and annual industry summit attended by Firm leaders. DGC’s engagement approach is focused on assisting
clients with maximizing firm value and profitability.
Our specialized teams are ready to help you see the
world differently, for better results. Through our offices in
Boston and Woburn, Massachusetts, our team of over 140
collaborates with clients and their advisors to understand
objectives, and position them for the future.
For more information, please visit dgccpa.com or
contact Katherine Freund, Director of Marketing, at
kfreund@dgccpa.com / 781-937-5130.
DGC (DiCicco, Gulman & Company)
@dgc_advisors
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