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MEET COHNREZNICK – OPTIMIZING PERFORMANCE
CohnReznick’s Government Contracting
Industry practice helps federal contractors
optimize performance by providing strategic
advice on compliance and federal
regulations, while also providing a range of
audit, tax, and business advisory services.
We provide full life-cycle support of your
contract, and as you seek to grow, we help
you stay ahead of the curve by implementing
proactive strategies to increase profitability
and competitiveness, while minimizing the
costs and effects of regulatory
noncompliance.
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PLEASE READ
Any advice contained in this communication, including attachments and enclosures, is not
intended as a thorough, in-depth analysis of specific issues. Nor is it sufficient to avoid taxrelated penalties. This has been prepared for information purposes and general guidance only
and does not constitute professional advice. You should not act upon the information contained
in this publication without obtaining specific professional advice.
No representation or warranty (express or implied) is made as to the accuracy or completeness
of the information contained in this publication, and CohnReznick LLP, its members, employees
and agents accept no liability, and disclaim all responsibility, for the consequences of you or
anyone else acting, or refraining to act, in reliance on the information contained in this
publication or for any decision based on it.
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AGENDA
• Pandemic & The CARES Act
• PPP Loan Forgiveness
• Increase/Reduction in Expenses
• Cost of Technology and Remote Workforce
• Trends towards Outsourcing
• Off-site/On-site Considerations
• Excess/Idle Facilities
• Indirect Rate Reengineering
• Audit Considerations
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PANDEMIC & THE CARES ACT

CohnReznick LLP

SUMMARY OF THE CARES ACT & FFCRA
Be knowledgeable and know what your company utilized during COVID
Families First Coronavirus Response Act (FFCRA), enacted March 18, 2020, provides relief to
employees and employers through expanded employee leave and a variety of employer tax credits.

Coronavirus Aid, Relief, and Economic Security (CARES) Act
The CARES Act, enacted on March 27, 2020, provides aid and relief in response to the national
health emergency. Major sections that could be used by contractors are:
• Paid leave reimbursement (Section 3610);

• Paycheck Protection Program (Sections 1102 and 1106);
• Employee Retention Credit (Section 2301); and
• Payroll Taxes Deferral (CARES Act Section 2302).

How to present these in your books to auditors….listen on
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HOW WILL CREDITS BE APPLIED TO CONTRACTS OR
INDIRECT RATES?
FFCRA (Medical/Sick) &
Employee Retention Credit
(ERC) – through your 941 within
the fringe accounts you’ve
set up
• Separate account #’s to identify
credits
• ERC extended thru 2021
• 2021 much larger $$ and more
favorable for companies to
comply
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PPP – If forgiven….what
benefit does the
government get
and how:

3610 – Reduce the
amount you apply for by
PPP, ERC and FFCRA
•
•
•
•

Lowest bill rate of LCAT level
No fee
Audits are starting now
Extended thru 2021

•
•
•
•
•

Through billings?
Through indirect rates?
Through final bills?
Through a special audit?
No benefit, no credit, not
sure…..
• PPP2 in 2021
• Have you filed for forgiveness?

WHAT DO ALL THESE RELIEF ITEMS HAVE IN COMMON?
FAR 31.201-1 and 31.201-5
• FAR 31.201-1 Composition of Total Cost – defined as total cost is the sum of direct and
indirect cost allocable to the contract less any allocable credits
• FAR 31.201-5 Credits – defined as the applicable portion of any income, rebate,
allowance, or other credit relating to any allowable cost AND received by or accruing to
the contractor shall be credited to the Government either as a cost reduction or by cash
refund
Do these FAR clauses apply to CARES and FFCRA?
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TAX, RATES AND FINANCIALS TIMING DIFFERENCES
Timing differences for PPP
• Federal Taxes – deductibility for forgiveness expenses is permissible; forgiveness is not
treated as income (deductibility legislation passed on 12/22/20)
• State Taxes – don’t assume they conform to federal; for example VA is in session voting
on an amount between $50-100k deductibility
• Financials – account as a liability; no additional imputed interest for below market rate; will
remain on the books until year of legal forgiveness/release; when relived of liability record
a gain on extinguishment
• Indirect rates will be adjusted the year of legal forgiveness
• Legal forgiveness could take years as SBA has 6 year to audit
• Tax nexus changes due to remote employees
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PPP LOAN FORGIVENESS
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WHAT TYPE OF FEDERAL AWARD SEEM VULNERABLE?
• Review types of contracts you have
- Flexibly Priced Contracts –
 Cost Plus – direct and indirect cost will need to be credited
 T&M – guidance doesn’t fully address; assumed to be covered by definition of
the flexibly priced items (more to come on this)
- Fixed Priced/Lump Sum/Commercial
 Guidance suggest FP is not affected by the credit requirement
- Subcontracts
 Review types of contracts you have with your primes
 Primes responsibility to ask if sub received PPP
 Sub responsible to credit prime if received PPP on flexibly priced contract cost
 Same theory applies – credits may be required based on type
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APPROACH TO APPLYING FORGIVENESS
Considerations: Direct Labor Costs
• Evaluation of total labor by contract type
Whatever methodology or
- First step in order to determine approach
approach that you apply,
• FFP
make sure you have it fully
- Start with FFP contracts
documented and
supported.
- Most simple approach
• T&M
- Reduce cost in the same manner as expended, excluding fee
• CPFF
- Most cumbersome method
- Reduce cost in the same manner as expended, excluding fee
• Other Restrictions
- Min 60% of loan applied to payroll
- Annualized cap on total compensation per employee is $100,000
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INCURRED COST CONCERNS
PPP expenses (if forgiven):
• Presented in the incurred cost proposal the same way the cost were
originally incurred
• Presented in the year of forgiveness which may not be the same year
incurred
• Allocable credits will be applied as a credit or a reduction in billing and
if no longer able to be credited on contract, the credit will be returned
to the government in a manner agreed to by the administrative
contracting officer (ACO)
• Any reimbursements or tax credits the contractor receives for any
COVID-19 paid leave costs should be treated in a similar manner
• PPP loans may be used for expenses that do not include flexiblypriced contracts
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DCAA FAQS: COVID-19 (SEP 21, 2021)
• Potential Rate Impacts:
- Can a contractor bill the Government for costs that are being paid through a
Paycheck Protection Program (PPP) loan?
 Yes, but…
- Should the contractor adjust its provisional billing rates if the contractor is
deferring current payroll taxes to 2021 and 2022?
 No.
- How would the computation of an indirect rate be adjusted if the funds of a
forgiven PPP loan were used to pay indirect expenses?
 Reduction of indirect pool costs.
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DCAA FAQS: COVID-19 (SEP 21, 2021)
• Potential Rate Impacts:
- How should an indirect rate be applied if the funds of a forgiven PPP loan were
used to pay direct contract costs?
 No change!
- What is the impact on total contract costs if the funds of a forgiven PPP loan were
used to pay both, indirect expenses and direct contract costs?
 Costs should be adjusted.
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DCAA FAQS: COVID-19 (SEP 21, 2021)
• Potential Rate Impacts:
- Is the audit team responsible for considering the impact of COVID-19 on existing
and future forward pricing engagements?
 Yes.
- Is a CAS Disclosure Statement revision creating a COVID-19 Leave cost
category considered a cost accounting practice change requiring a cost impact
proposal?
 No.
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WHAT OPTIONS DO YOU HAVE FOR PPP NOW?
• You have (some) time – 10 months from end of the covered period
- Break out your forgiveness by cost (only US cost apply)
 Indirect Labor
 Direct Labor by type of Contract
 By person, by week
 By Indirect Expenses – rent, utilities, interest
- Run what-if scenarios for how the forgiveness will impact your indirect
rates – you may be surprised
- Request for partial forgiveness
- Repay the loan over 2-5 years at 1% and relieve yourself of the admin
burden and certifications to sign
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INCREASE/REDUCTION IN EXPENSES
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INCREASE/REDUCTION IN EXPENSES
Facilities
• Reduction of facility rent due to transition of remote work
- Example – XYZ Co – triple facility rate due to the increased cost of sanitizing
facilities, and protection gear (masks, sanitizer, gloves, etc.)
• Working from home (WFH) increased costs to set up home office to keep continuing
operations
• We saw a drastic change in disaster recovery plans / emergency operations plans
after 9/11

• We are living through another era that will change how we operate going forward
- What does your new normal look like?
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INCREASE/REDUCTION IN EXPENSES
Cost of Technology and Remote Workforce
• Where facility costs may be going down, are WFH costs going up?
• We have seen proposals that show new hires in permanent WFH status

- This means ODCs include laptops, internet allowances, phone allowances, office
supplies, etc. by headcount
• Additional IT support staff and IT infrastructure

- Increased security due to WFH
- Changes to policies and procedures
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INCREASE/REDUCTION IN EXPENSES
Trend Towards Outsourcing
Consulting/Accounting
• Advisory costs to assist with navigating new rules and flow down
• Indirect Rate Restructuring / What-if Scenarios
• CAP Changes, DS Updates and ROMs
• PPP Forgiveness Calculation and Application
• Outsourcing entire accounting functions due to reduction in staff
IT
•
•
•
•

Advisory costs to assist with implementation and continuation of remote workforce
Added IT security and equipment
Increased Security Training
Disaster Recovery Plan

B&P
• Consultants rather than full time staff
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INCREASE/REDUCTION IN EXPENSES
Causal/beneficial relationship changes
• Off-site/on-site considerations
- Where we have traditionally seen separate rates for employees that work onsite and at a government site, there may be enough impact to consider a 3rd
pool for WFH
• What about your fringe base?
- Think about whether your new circumstances have changed benefits received?
• What about your facilities base?
- Does your method of allocating facilities still make sense?
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INCREASE/REDUCTION IN EXPENSES
Excess or Idle Facilities
• What is your long term plan? Do you want to have everyone back in the office
100%
- Or has COVID-19 put a different spin on ‘being in the office’?
 What impact will Executive Order 14042 have on your organization?
- 1. COVID-19 vaccination of covered contractor employees, except
This Photo by Unknown Author is
licensed under CC BY-NC-ND
in limited circumstances where an employee is legally entitled to an
accommodation;
- 2. Compliance by individuals, including covered contractor employees and visitors,
with the Guidance related to masking and physical distancing while in covered
contractor workplaces; and
- 3. Designation by covered contractors of a person or persons to coordinate COVID-19
workplace safety efforts at covered contractor workplaces.
• Check out the FAQ section:
 https://www.saferfederalworkforce.gov/downloads/Draft%20contractor%20guida
nce%20doc_20210922.pdf
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INCREASE/REDUCTION IN EXPENSES
Executive Order 14042
• Contractor or subcontractor workplace location – means a location where covered contract
employees work, including a covered contractor workplace or Federal workplace.
• Covered contract – means any contract or contract-like instrument that includes the clause
described in Section 2(a) of the order.
• Covered contractor – means a prime contractor or subcontractor at any tier who is party to a
covered contract.
• Covered contractor employee – means any full-time or part-time employee of a covered contractor
working on or in connection with a covered contract or working at a covered contractor workplace.
This includes employees of covered contractors who are not themselves working on or in connection
with a covered contract.
• Covered contractor workplace – means a location controlled by a covered contractor at which any
employee of a covered contractor working on or in connection with a covered contract is likely to be
present during the period of performance for a covered contract. A covered contractor workplace does
not include a covered contractor employee’s residence.
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INCREASE/REDUCTION IN EXPENSES
Executive Order 14042
• In areas of high or substantial community transmission, fully vaccinated people must wear a
mask in indoor settings, except for limited exceptions discussed in this Guidance. In areas of
low or moderate community transmission, fully vaccinated people do not need to wear a
mask. Fully vaccinated individuals do not need to physically distance regardless of
the level of transmission in the area.
• Individuals who are not fully vaccinated must wear a mask indoors and in certain outdoor
settings regardless of the level of community transmission in the area. To the extent
practicable, individuals who are not fully vaccinated should maintain a distance of at least six
feet from others at all times, including in offices, conference rooms, and all other communal
and work spaces.
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INCREASE/REDUCTION IN EXPENSES
Executive Order 14042
• A covered contractor may be required to provide an accommodation to covered contractor
employees who communicate to the covered contractor that they cannot wear a mask
because of a disability (which would include medical conditions) or because of a sincerely
held religious belief, practice, or observance.

• Covered contractors may provide for exceptions to mask wearing and/or physical distancing
requirements consistent with CDC guidelines, for example, when an individual is alone in an
office with floor to ceiling walls and a closed door, or for a limited time when eating or drinking
and maintaining appropriate distancing.
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INCREASE/REDUCTION IN EXPENSES
Executive Order 14042
• Covered contractors may also provide exceptions for covered contractor employees
engaging in activities in which a mask may get wet; high intensity activities where covered
contractor employees are unable to wear a mask because of difficulty breathing; or
activities for which wearing a mask would create a risk to workplace health, safety, or job
duty as determined by a workplace risk assessment.
• Any such exceptions must be approved in writing by a duly authorized representative of
the covered contractor to ensure compliance with this Guidance at covered contractor
workplaces.
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INCREASE/REDUCTION IN EXPENSES
Executive Order 14042
• Covered contractors must check the CDC COVID-19 Data Tracker County View website for
community transmission information in all areas where they have a covered contractor
workplace at least weekly to determine proper workplace safety protocols.
• Covered contractors shall designate a person or persons to coordinate implementation of
and compliance with this Guidance and the workplace safety protocols detailed herein at
covered contractor workplaces.
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INCREASE/REDUCTION IN EXPENSES
Executive Order 14042
• Q8: If a covered contractor employee is likely to be present during the period of
performance for a covered contract on only one floor or a separate area of a building,
site, or facility controlled by a covered contractor, do other areas of the building, site,
or facility controlled by a covered contractor constitute a covered contractor
workplace?
• A: Yes, unless a covered contractor can affirmatively determine that none of its employees
on another floor or in separate areas of the building will come into contact with a covered
contractor employee during the period of performance of a covered contract. This would
include affirmatively determining that there will be no interactions between covered
contractor employees and non-covered contractor employees in those locations during the
period of performance on a covered contract, including interactions through use of common
areas such as lobbies, security clearance areas, elevators, stairwells, meeting rooms,
kitchens, dining areas, and parking garages.
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INCREASE/REDUCTION IN EXPENSES
Executive Order 14042
• Q9: If a covered contractor employee performs their duties in or at only one
building, site, or facility on a campus controlled by a covered contractor with
multiple buildings, sites, or facilities, are the other buildings, sites, or facility
controlled by a covered contractor considered a covered contractor workplace?
• A: Yes, unless a covered contractor can affirmatively determine that none of its
employees in or at one building, site, or facility will come into contact with a covered
contractor employee during the period of performance of a covered contract. This would
include affirmatively determining that there will be no interactions between covered
contractor employees and non-covered contractor employees in those locations during
the period of performance on a covered contract, including interactions through use of
common areas such as lobbies, security clearance areas, elevators, stairwells,
meeting rooms, kitchens, dining areas, and parking garages.
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INCREASE/REDUCTION IN EXPENSES
Executive Order 14042
• Q11: How does this Guidance apply to covered contractor employees who are
authorized under the covered contract to perform work remotely from their
residence?
• A: An individual working on a covered contract from their residence is a covered
contractor employee, and must comply with the vaccination requirement for covered
contractor employees, even if the employee never works at either a covered contractor
workplace or Federal workplace during the performance of the contract. A covered
contractor employee’s residence is not a covered contractor workplace, so while in the
residence the individual need not comply with requirements for covered contractor
workplaces, including those related to masking and physical distancing, even while
working on a covered contract.
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INCREASE/REDUCTION IN EXPENSES
Executive Order 14042
• Q13: Must the order’s requirements be flowed down to all lower-tier subcontractors
and, if so, who is responsible for flowing the clause down?
• A: Yes. The requirements in the order apply to subcontractors at all tiers, except for
subcontracts solely for the provision of products. The prime contractor must flow the
clause down to first-tier subcontractors; higher-tier subcontractors must flow the clause
down to the next lower-tier subcontractor, to the point at which subcontract requirements
are solely for the provision of products.
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INCREASE/REDUCTION IN EXPENSES
Executive Order 14042
• Q14: Does the Guidance apply to small businesses?
• A: Yes, the requirement to comply with this Guidance applies equally to covered
contractors regardless of whether they are a small business. This broad application of
COVID-19 guidance will more effectively decrease the spread of COVID-19, which, in turn,
will decrease worker absence, reduce labor costs, and improve the efficiency of contractors
and subcontractors at workplaces where they are performing work for the Federal
Government.
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INCREASE/REDUCTION IN EXPENSES
Executive Order 14042
• Q17: What constitutes work performed “in connection with” a covered contract?
• A: Employees who perform duties necessary to the performance of the covered contract,
but who are not directly engaged in performing the specific work called for by the covered
contract, such as human resources, billing, and legal review, perform work in connection
with a Federal Government contract.
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INCREASE/REDUCTION IN EXPENSES
Executive Order 14042
• Q21: What is the prime contractor’s responsibility for verifying that subcontractors are
adhering to the mandate?
• A: The prime contractor is responsible for ensuring that the required clause is incorporated
into its first-tier subcontracts in accordance with the implementation schedule set forth in
section 6 of the order. When the clause is incorporated into a subcontract, a subcontractor is
required to comply with this Guidance and the workplace safety protocols detailed herein.
Additionally, first-tier subcontractors are expected to flow the clause down to their lower-tier
subcontractors in similar fashion so that accountability for compliance is fully established
throughout the Federal contract supply chain for covered subcontractor employees and
workplaces at all tiers through application of the clause.
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INCREASE/REDUCTION IN EXPENSES
Other Regulations
• On November 4, 2021 The White House released a Fact Sheet to highlight two vaccination
policies (must be fully vaccinated by 1/18/22)
- OSHA is requiring employers with 100 or more employees to be fully vaccinated or
tests for COVID-19 on at least a weekly basis.



The OSHA rule will also require that these employers provide paid-time for
employees to get vaccinated, and ensure all unvaccinated workers wear a face
mask in the workplace.

- CMS is requiring that health care workers at facilities participating in Medicare and
Medicaid are fully vaccinated. No option for testing.
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INCREASE/REDUCTION IN EXPENSES
• What will your facilities look like under these regulations?
- Do you need to restage or reorganize areas?
- Do you need more or less space?
- How should that space be allocated?

• Who will be your designated individual?
• What will your PPE costs look like?
• What P&P need to be updated or created?
- Do you have WFH agreements and P&P?
• How are your WFH costs allocated?
- Do you need a new pool?
- Are they excluded from the facilities base?
- IT costs?
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INDIRECT RATE REENGINEERING
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INDIRECT RATE REENGINEERING
Considerations
• When is a good time?
- Decrease or increase in costs are materially impacting pools
- Significant changes to operations
 Remote Workforce / Facility Changes / Reduction in Staff or Contracts
- Beginning of Fiscal Year if feasible in order to avoid rework
• Where to start?
- Analysis of current rate structure
- Implementation of changes and calculation of what-if scenarios
• Who to contact?
- Trusted advisors
 Compliance / System Configuration / System Review and Approval (SF1408)
- DCAA or other cognizant agency for approval
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INDIRECT RATE REENGINEERING
PPP Loan Forgiveness on Rates
PPP Loan Uses
Direct Labor
DL Health Insurance
Overhead Labor
G&A Labor
Indirect Labor Health Insurance
Rent (G&A)
Total
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Amount
(850,000)
(50,000)
(300,000)
(200,000)
(25,000)
(100,000)
(1,525,000)

INDIRECT RATE REENGINEERING
PPP Loan Forgiveness on Rates
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REMEMBER:
•

When funds from a PPP
loan were originally used to
pay indirect expenses, the
amount of indirect pool
costs allocable to a
contract should be
adjusted for any forgiven
amount.

•

Indirect costs should be
allocated on the basis of
beneficial/casual
relationship; which means
that allocation bases should
include all costs that
contributed to generating
the indirect pool. In other
words, no change to the
base.

INDIRECT RATE REENGINEERING
PPP Loan Forgiveness on Rates

REMEMBER:
•
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Total contract costs should
be adjusted for any direct or
indirect costs allocable to
the contract that were
originally paid with the
funds from a forgiven PPP
loan.

INDIRECT RATE REENGINEERING
Off-site/On-site Changes on Rates: Addition of Third Pool for WFH
• Potential to split off-site overhead into two rates: Off-Site & Off-Site Remote
• Considerations:
- Did the labor allocation base change?
 Example – square footage to labor hours allocation
- What other costs should be moved?
 Laptops, Office Equipment, IT Support
• Impacts
- Change overhead rates
 How does this impact bidding, allocations, etc.?
- Multiple wrap rates
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FORWARD PRICING CONCERNS
Not only were the last 2 years affected but future years are too
• Potential impact on forward pricing is real and should be considered
• Basis of Estimates of proposals using FY20 or FY21 cost maybe need to be
adjusted as the contractor should consider how COVID will impact future operations
• Forward pricing rage agreements/recommendations will require updates to remain
accurate, complete and current to protect Government interest

• Contingencies should be excluded from cost estimates but disclosed
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SPECIFIC ITEMS FOR FUTURE COST TO CONSIDER
• All of these and more influence the accuracy of using historical info for future
estimates:
- Cost of Donated Leave
 Fluctuation of fringe expense depending on the cost of the donated leave
- Changes in Facility Cost
 Reduction in rent due to remote working capabilities
 Increase in maintenance cost due to COVID-19 risk mitigation
 Increase in IT infrastructure to support remote work
- COVID percentage adjustment is not allowed – a well supported estimate is
still required
 Documentation of impacted costs
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SPECIFIC ITEMS FOR FUTURE COST TO CONSIDER
• All of these and more influence the accuracy of using historical info for future
estimates:
- Increased telework abilities
 Additional equipment requirements
 IT support staff
- Reduction in salaries
- Paid Leave cost (3610) may be an allowable future cost. Important to monitor
effective dates of Act.

- Need for employee safeguards, PPE, cleaning, and health and well-being.

47

AUDIT CONSIDERATIONS
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GENERAL AUDIT PROCEDURES
• Obtain an understanding of relief funds received
• Financial statement notes review
• Reconciliation procedures
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DCAA COVID-19 RELATED – COVER LETTER & RFI

50

AUDIT PROCEDURES – CARES ACT SECTION 2302
• Determine if the incurred payroll taxes are allocable (recorded in the proper period).
- Did the contractor defer payroll taxes for the year under audit to a subsequent
period?
 General ledger review and inquiry related to:
- Current tax accrued
- 941 credits
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AUDIT PROCEDURES – CARES ACT SECTION 3610
• Determine if the incurred Section 3610 labor cost is allocable (recorded in the proper
period) and allowable.
- Were the costs charged:
 consistently, either in a direct or indirect account,
 only from 3/27/20-9/30/21,
 using contract billing rates, and
 not exceeding an average of 40 hours per week per employee?
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AUDIT PROCEDURES – CARES ACT SECTION 3610
• Determine if there was no duplication of COVID relief costs
- Ensure the leave costs where accounted for separately in the contractor general
ledger and incurred cost proposal.
- Ensure the contractor did not receive Paid Leave Reimbursement-Section 3610
funds AND payroll tax credits or Payroll Protection Program Loan funds for the
same leave costs.
- Ensure the Paid Leave Reimbursement-Section 3610 costs do not include costs
for which the employee received unemployment benefits.
- Request listing of employees under the 3610 request and unemployment benefit
claims. Cross reference the listing of employees to ensure there was no
duplication.
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AUDIT PROCEDURES – FORWARD PRICING / PROPOSAL
• Determine whether the basis of estimate included the potential impact of COVID
relief costs
- Obtain an understanding of whether the basis of estimate are historical costs that
contain COVID relief costs

- Determine significant assumptions made by the contractor in the proposal
 Extending the period of performance impact on allocation base costs

 Increase/Reduction in expenses due to impacted office sites
• Consider whether existing Forward Pricing Rate Agreements or Forward
Pricing Rate Recommendations are appropriate to use in the pricing of a cost
proposal
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GOVERNMENT CONTRACTING RESOURCES

For more government
contracting insights, visit our
GovCon360o Resource Center at
CohnReznick.com/GovCon360
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NEXT UP: DESIGNING EFFECTIVE & COMPLIANT GOVCON
COMPENSATION PLANS – DEC. 8
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QUESTIONS? CONTACT US
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