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SUBJECT: Department of Defense (DoD) Procedures for Settling Financial Accounts 
Under the Special Temporary Contract Closeout Authority 

Section 804 of the National Defense Authorization Act (NDAA) for Fiscal Year 2004 
provides DoD with the authority to settle the financial accounts for contracts entered into 
before October 1, 1996, that are administratively complete, if the financial account has an 
unreconciled balance, either positive or negative, that is less than $100,000. This authority 
expires September 30,2006. The attached memorandum from the DoD Deputy Chief 
~ in incia l  Officer implements the NDAA by specifying the procedures to be followed in 
closing out eligible contracts. 

The Defense Finance and Accounting Service (DFAS) is accumulating a listing of 
potentially eligible contracts. Since only those contracts that are administratively complete 
can be processed for closeout under the legislation, the contracting officer or designee must 
affirm which of these contracts are administratively complete. For a contract to be 
administratively complete, the cognizant contracting officer must determine that all 
closeout actions listed in FAR 4.804-5(a)(l) through (a)(14) have been accomplished. 

DCMA has previously been tasked to affirm that the Mechanization of Contract 
Administration Services (MOCAS) contracts are administratively complete, since they are 
the responsible agency for administration of those contracts. However, in order to close- 
out the non-MOCAS contracts, the MILDEPS will need to assure that their contracting 
officers responsible for contract administration affirm that these contracts are 
administratively complete. 

To facilitate this process, each MILDEP and Defense Agency shall designate a POC 
to coordinate this effort. My office will periodically provide the POC with the listing of 



potentially eligible contracts identified by DFAS. The POC will be responsible for 
assuring that all MILDEP and agency components have enteredlsubmitted the required 
information regarding whether the contract is administratively complete. The established 
OSD goal is to affirm that these contracts are administratively complete within 75 days of 
the time they are identified to the services. Please provide the name of the 
MILDEPJDefense Agency POC to Mr. David Capitano at david.ca~itano@osd.mil by 
October 22,2005. 

To affirm that a contract is administratively complete, the contracting officer or 
designee must register on the DFAS database at htt~s://dfas4dod.dfas.mil/c~s/NDAA.htrn, 
After registering, the contracting officer or designee will annotate in the database whether 
(a) the contract is administratively complete, or (b) if the contract is not administratively 
complete, the reason(s) why (there are specific reason codes to choose from within the 
database). The database also permits submission of a spreadsheet in lieu of completing 
individual database fields when the contracting officer has more than 25 contracts. Any 
questions or comments regarding the database should be addressed to the DFAS POC, 
Mr. Mark Sweet, at mailto:cco-sec852-closeouts.mil. 

If you have any questions regarding this memorandum, please contact Mr. Capitano, 
Senior Procurement Analyst, at 703-847-7486 or by e-mail at david.capitano@osd.mil. 

Domenic C. Cipicchio u 
Acting Director, Defense Procurement 

and Acquisition Policy 

Attachment: 
As stated 
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ASSISTANT SECRETARIES OF DEFENSE 
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SUBJECT: Department of Defense (DoD) Procedures for Settling Financial Accounts 
Under the Special Temporary Contract Closeout Authority 

Attached are the Department's procedures for settling financial accounts under the 
Special Temporary Contract Closeout Authority, Section 804 of the National Defense 
Authorization Act (NDAA) for Fiscal Year 2004, as amended. 

This legislation provides the authority to settle the financial accounts for contracts 
entered into before October 1, 1996, that are administratively complete, if the financial 
account has an unreconciled balance, either positive or negative, that is less than 
$100,000. This anthority expires September 30,2006. 



My staff point of contact for this matter is Mrs. Carol Phillips, who may be 
reached by telephone at (703) 693-6503 or by e-mail at carol.phillips@osd.mil. 

Teresa McKay 
Deputy Chief 

Attachment: 
As stated 



Procedures for Settling Financial Accounts 
Under the Special Temporary Contract Closeout Authority 

Section 804 of the National Defense Authorization Act (NDAA) for Fiscal Year 2004, 
As Amended 

A. Purpose. This financial management policy prescribes procedures to implement 
Section 804 of the National Defense Authorization Act (NDAA) for Fiscal Year 
(FY) 2004 (Public Law 108-136), as amended by Section 852 of the Ronald W. Reagan 
NDAA for FY 2005 (Public Law 108-375), entitled Special Temporary Contract 
Closeout Authority. 

B. Introduction. Section 804 of the NDAA for FY 2004, as amended, provides the 
Department of Defense (DoD) with special temporary contract closeout authority. This 
authority, which expires after September 30,2006, allows the Secretary of Defense to 
settle any financial account for a contract entered into by the Secretary or the Secretary of 
a military department before October 1, 1996, that is administratively complete, if the 
financial account has an unreconciled balance, either positive or negative, that is less than 
$100,000. Under regulations prescribed by the Secretary, these settlements of a financial 
account for a contract for the procurement of property or services may be made without 
regard to (a) Section 1301 of Title 31, United States Code; and (b) any other provision of 
law that would preclude charging payments under the contract-- 

(i) to an unobligated balance in an appropriation available for funding that 
contract; or 

(ii) if and to the extent that the unobligated balance (if any) in such 
appropriation is insufficient for funding such payments, to any current appropriation that 
is available to the Department of Defense for funding contracts for the procurement of the 
same or similar property or services. 

C. Eligibility Criteria. For a contract to be eligible under the provisions of this 
legislation, the following criteria must be met: 

the contract has an unreconciled balance; 
the balance in the accounting system books and records is, either positive or 
negative, less than $100,000; 
the contract is administratively complete; and 
the contract was entered into by the Secretary of Defense or the Secretary 
of a military department before October 1, 1996. Contracts entered into by 
the Secretary of Defense or the Secretary of a military department before 
October 1, 1996, include those contracts entered into by the Defense 
Agencies. 



D. Authority to Settle Financial Accounts. The Secretary of Defense (or authorized 
designee) has the authority to settle the financial accounts for contracts under the 
provisions of Section 804 of the NDAA for FY 2004, as amended. This authority expires 
September 30,2006; therefore, all packages submitted for authorization (discussed in 
Section G) should be received in the Office of the Secretary of Defense (OSD) by 
September 1, 2006, to allow adequate time for review and approval. Once authorized, 
adjustments to the financial accounts will be completed by September 30,2006. 

E. Definitions. 

For purposes of implementing the Special Temporary Contract Closeout Authority 
legislation, the following definitions will apply: 

1. Accounting Books and Records. The manual or automated systems within 
DoD which authorize, record, classify, analyze, and report on financial management 
information. Accounting books and records include both active and historical records. 
Entitlement systems, defined below, are not considered the accounting books and records. 

2. Administratively Complete. The cognizant Contracting Officer has 
determined that all contract closeout actions listed in Federal Acquisition Regulations 
(FAR) 4.804-5(a)(1) through (a)( 14) have been accomplished. 

3. Balance, either positive of negative, less than $100,000. The legislative 
requirement that the unreconciled financial balance, either positive or negative, be less 
than $100,000 is determined at the contract-level, as determined by a review of the active 
and historical accounting books and records. Under these procedures, if accounting 
books and records are no longer available, the contract is not eligible for closeout under 
these procedures. 

4. Entitlement System. The system that calculates andlor validates amounts 
owed to vendors. 

5. Financial Account. All funding under a single contract. 

6. Settle a Financial Account. Upon authorization by the Secretary of Defense 
(or authorized designee), any adjustments to the financial records, including charging 
payments under the contract to an unobligated balance in an appropriation available for 
funding that contract, or to any current appropriation that is available to DoD for funding 
contracts for the procurement of the same or similar property or services. 

7. Unreconciled Balance. The unreconciled balance is the financial balance in 
the accounting system books and records. As discussed in the definition of accounting 



books and records (above), entitlement systems are not considered accounting books and 
records for the purposes of determining the unreconciled balance on a contract. 

F. Responsibilities 

1. On behalf of the DoD, Defense Finance and Accounting Service (DFAS) 

a. act as the lead in establishing, collecting, tracking, and maintaining a 
centralized database of contracts eligible for closeout under the provisions of the Section 
804 legislation. 

b. identify contracts within its entitlement and accounting systems that 
may be eligible for closeout under the provisions of Section 804 legislation, as amended. 

c. coordinate with each military component or DoD agency operating a 
contract payment entitlement system to identify and capture eligible contracts in the 
centralized database. 

d. coordinate and facilitate the identification, collection, and tracking 
of information from the component accounting offices, component paymentJentitlement 
system offices, component contracting commands, Defense Contract Management 
Agency (DCMA), and other entities, as necessary. 

e. disseminate database information related to the universe of eligible 
contracts identified from the entitlement systems to the military component and defense 
agencies. 

f. ensure the integrity and security of information in the database. 

g. collect and submit the contract closeout package (discussed in 
Section G of these procedures) that supports closeout of the contract in accordance with 
the legislation. 

h. upon receipt of the OSD written authorization to settle the financial 
accounts, make necessary adjustments to the financial records, update the centralized 
database, and maintain documentation to support such adjustments. 

i. calculate estimated cost avoidance realized by DFAS that result from 
settling the financial accounts under the contract versus performing a contract 
reconciliation. 



j. work with the OSD Performance Measurement and Evaluation 
(PM&E) Office in developing a performance metric to monitor and report progress in 
settling the financial accounts under the contracts and track the estimated cost avoidance 
resulting from settlement versus performing contract reconciliations. 

2. The DoD or Service Component Entitlement Offices will: 

a. identify contracts within its entitlement systems that may be eligible 
for settlement of the financial accounts under the provisions of Section 804 legislation, as 
amended, regardless of the contract-level balance. 

b. provide information for contracts identified in paragraph F.2.a. 
above in the DFAS-managed centralized database. 

c. upon receipt of the OSD written authorization to settle the financial 
accounts, adjust the financial records in the entitlement system, maintain documentation 
to support such adjustments, and coordinate with DFAS to update the centralized 
database. 

d. calculate estimated cost avoidance resulting from settling the 
financial accounts under the contract versus performing the contract reconciliation. 

e. complete all data fields in the DFAS-managed centralized database 
that are identified for completion by entitlement offices. 

3. The Component Comptroller's Office will: 

a. identify all contracts within its accounting system books and records 
that may be eligible for closeout under the provisions of Section 804 legislation and add 
them to the DFAS-managed centralized database, as necessary. 

b. provide information to DFAS concerning out-of-balance conditions 
involving multi-funded contracts 

c. using active and historical accounting system books and records, 
determine the financial balance for contracts in the centralized database for which they 
are cognizant, then record the balance in the database. 

d. certify the financial balance in the accounting system books and 
records in a manner as prescribed by DFAS. 



e. upon receipt of OSD written authorization to settle the financial 
accounts, adjust the financial records in the accounting system, maintain documentation 
to support such adjustments, and update the centralized database. 

f. complete all data fields in the DFAS-managed centralized database 
that are identified for completion by accounting offices. 

4. The DCMA or other cognizant Component Contracting Activity will: 

a. determine if the contracts identified in the centralized database are 
administratively complete and record that finding in the database. 

b. maintain contract records and/or systems support for its 
determination that the contract is administratively complete. Examples of acceptable 
documentation include a statement from the Administrative Contracting Officer (ACO) 
that all required contract administration actions have been fully and satisfactorily 
accomplished, the ACO's annotation on Defense Logistics Agency (DLA) Form 1797, 
Department of Defense (DD) Form 1593, DD Form 1594, or in the Mechanization of 
Contract Administration Services (MOCAS) ACO Notebook that states all required 
contract administration actions have been fully and satisfactorily accomplished, or other 
documents that reflect the contract is administratively complete. 

c. certify the contracts are administratively complete in a manner as 
prescribed by DFAS. 

d. upon receipt of OSD written authorization to settle the financial 
accounts, coordinate any contract closeout actions with DFAS. 

e. complete all data fields in the DFAS-managed centralized database 
that are identified for completion by the contracting offices. 



5. The DFAS Internal Review Component/Connizant Internal Review 
Directorate will: 

a. statistically validate and confirm in writing that contracts identified 
as eligible for settlement of the financial accounts meet the requirements set out in these 
procedures, prior to submission to the Secretary of Defense (or authorized designee) for 
settlement authorization. 

b. periodically perform reviews of compliance with these procedures, 
applicable legislation, DoD Financial Management Regulations (FMR), and other 
relevant rules and regulations, as necessary, and report any adverse findings, conclusions, 
and recommendations to the Office of the Under Secretary of Defense (Comptroller). 

c. complete all data fields in the DFAS-managed centralized database 
that are identified for completion by internal review offices. 

6. The Secretary of Defense (or authorized designee) will authorize the 
settlement of the financial accounts in accordance with Section 804 of the NDAA for 
FY 2004, as amended. 

G. Procedures to Obtain Authorization to Settle Financial Accounts 

1. DFAS will prepare and submit a package that, at a minimum, contains the 
following: 

a. Documentation that the contract was entered into by the Secretary or 
the Secretary of a military department or defense agency before October 1, 1996. 

b. Certified documentation that the balance in the accounting system 
books and records is, either positive or negative, less than $100,000. 

c. Documentation that the contract is administratively complete in 
accordance with the requirements in FAR 4.804-5(a)(1) thru (a)(14). 

d. For multi-funded contracts, DFAS will ensure that all accounting 
entities have provided information related to the financial balance reflected in its 
accounting books and records. 



2. The DFAS Internal Review Component. DFAS Internal Review will 
statistically validate that contracts identified as eligible for settlement of the financial 
accounts meet the requirements set out in these procedures, prior to submission to the 
Secretary of Defense (or authorized designee) for authorization, and confirm in writing 
that they performed the agreed-upon procedures on the attached form entitled 
"Certification of Special Temporary Contract Closeout Authority." 

3. Director, DFAS. The Director, DFAS (or authorized designee) will review 
the package to ensure the contract(s) meets the requirements for settlement of its financial 
accounts under Section 804 of the NDAA for FY 2004, as amended, and will certify 
agreement on the attached form entitled "Certification of Special Temporary Contract 
Closeout Authority." DFAS should submit the packages and certification to the 
OUSD(C)/Chief Financial Officer no later than September 1, 2006. DFAS also will 
provide copies of the signed certification form, with the attached list of contracts, when 
applicable, to the DFAS Internal Review (IR) Directorate or cognizant Component 
Internal Review Directorate. 

4. The Office of the Secretary of Defense. The Secretary of Defense (or 
authorized designee) will review the package to ensure the contract(s) meets the 
requirements for settlement of its financial accounts under Section 804 of the NDAA for 
FY 2004, as amended, and will authorize adjustments to the financial accounts on the 
attached form entitled "Certification of Special Temporary Contract Closeout Authority." 
The Secretary of Defense's (or authorized designee's) signature authorizes the 
components to make adjustments to the accounting and entitlement books and records. 
The approval authority will return the packages and a copy of the signed certification to 
the Director, DFAS, who will disseminate the authorization to DFAS, DCMA, cognizant 
Internal Review office, andlor component representatives for action. 

Procedures for Settling Financial Accounts 

1. Accounting Books and Records. Upon authorization from OSD to settle 
the financial accounts, the cognizant accounting office identified in the centralized 
database shall close the accounting records using the following rules: 

a. Fund the Negative Unliquidated Obligation (NULO) using an 
unobligated balance in an appropriation available for funding the contract at issue. 



b. If unable to fund the NULO using an unobligated balance in an 
appropriation available for funding the contract at issue, use an unobligated balance in a 
current appropriation that is available to the DoD for funding contracts for the 
procurement of the same or similar property or service. 

i. immediately inform the fundholder the amount of funding 
required; 

. . 
11. request that the fundholder fund the NULO within 

10 calendar days of notice. This request shall be documented in writing. 

2. Entitlement System Books and Records. The cognizant office responsible 
for records in its entitlement system shall settle the financial accounts in a manner that 
will not affect the accounting system books and records. 



CERTIFICATION OF FINANCIAL BALANCE 
SPECIAL TEMPORARY CONTRACT CLOSEOUT AUTHORITY 

Section 804 of Public Law 108- 136, entitled Special Temporary Contract 
Closeout Authority, as amended by Section 852 of Public Law 
108-375, allows the Secretary of Defense to settle any financial account for a 
contract entered into by the Secretary or the Secretary of a military department 
before October 1, 1996, that is administratively complete, if the financial account 
has an unreconciled balance, either positive or negative, less than $100,000. 

Under DoD procedures established to implement this legislation, the 
financial balance in the accounting system books and records determines if the 
contract meets the requirements for closeout. The accounting books and records 
are defined as the manual or automated systems within DoD which authorize, 
record, classify, analyze, and report on financial management information. For 
purposes of closing contracts under this legislation, Entitlement (Disbursement) 
Systems are not considered accounting books and records. 

"The financial balance on contract no. 9 

as determined by a review of the accounting system books and records, is 
(documentation attached) and, therefore, the contract is 

eligible for settlement under the provisions of Section 804 of Public Law 
108-136, as amended." 

Printed or Typed Name Printed or Typed Title 

Department/ Agency Field OfficeIDivision Name 

Accounting (Fiscal) Station No. SignatureIDate 
.................................................................................................... 

"DFAS has determined that the total financial balance on contract no. 
, as reflected in the accounting system books and 

records, is 5 9 z 

Printed or Typed Name SignatureIDate 
DFAS ABL Director (or designee) 



CERTIFICATION OF ELIGIBILITY FOR SETTLEMENT 
SPECIAL TEMPORARY CONTRACT CLOSEOUT AUTHORITY 

Section 804 of Public Law 108-136, as amended by Section 852 of Public 
Law 108-375, allows for the Secretary of Defense to authorize the settlement of 
any financial account for a contract entered into by the Secretary or a Secretary of 
a military department before October 1, 1996, that is administratively complete, if 
the financial account has an unreconciled balance, either positive or negative, that 
is less than $100,000. 

"The DFAS Internal Review Component performed the agreed-upon 
procedures that statistically validate that the contract(s) identified herein are 
eligible for settlement." 

Printed or Typed Name SignatureIDate 
DFAS Internal Review Component 

"We certify that contract no. 
(or the attached listing of contracts dated ) meets the 
requirements for the settlement of financial accounts as set forth in Section 
804 of Public Law 108-136, as amended." 

Printed or Typed Name SignatureIDate 
DFAS Director (or designee) DFAS Director (or designee) 

Printed or Typed Name SignatureIDate 
OSD(Comptrol1er) or Designee OSD(Comptrol1er) or Designee 




