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Contract Closeout
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Learning Objectives
After reading this chapter, you will be able to:
· Describe the actions taken in the Preliminary and Final Contract Closeout procedures.

Overview of the Contract Closeout Process
Contract Closeout is a process that allows the Departmental Component to review the funding expended and services delivered for a given contract period, and reconcile them to the reimbursable contract ceiling.  Closeout also determines the amount of under payment or over payment made to the provider agency during the contract term so that adjustments can be made to net the contract out.

The Department Policies that address contract closeout are:
· P7.01 Contract Closeout describes the procedures that a Departmental Component performs to close a contract.
· P1.10 Contract Modification describes the budget flexibility guidelines to apply when reviewing a Provider Agency’s Final Report of Expenditures in conjunction with the Contract’s Final Budget Modification.
There are some individualized Departmental Component Contract Closeout procedures.  
Some typically common practices across Components would be the comparison of final reports of expenditures to payment data, and reviews of audited financial statements.  On the other hand, some typically Component-specific procedures might include revenue incentive adjustments, level of service adjustments, and P1.10 compliance reviews.
The closeout process is comprised of the following components:
· Preliminary contract closeout;

· Final Contract Closeout; and
· Appeals.
Components of the Contract Closeout Process

Preliminary Contract Closeout
The Contract Closeout process begins with the Contract Financial Reconciliation (known as the preliminary contract settlement process).   Per the Department of Human Services’ Contract Policy and Information Manual, provider agencies are required to submit their Final Report of Expenditures (FROE) to the Departmental Component 120 days after the expiration of the contract term.

The Departmental Component then accesses payment data with respect to reimbursements made to the Provider Agency, and compares payment data to the expenditure data from the provider agency’s FROE.  If the Provider Agency has not submitted the required FROE, then the Departmental Component may utilize the most recent expenditure report submitted by the provider agency.

If the Departmental Component determines that an overpayment has been made, a letter is sent to the respective Provider notifying them of the overpayment.  The overpayment may be withheld from the current contract’s payments or the Provider Agency may submit a check for the overpayment to the Departmental Component’s fiscal unit.

Final Contract Closeout
In order to accomplish a final contract closeout, the Departmental Component should obtain copies of the appropriate contract documents from their respective fiscal units and provider agencies.  The contract documents needed are as follows:
1. The Annex B-Agency Budget;

2. Most recent Budget Modification;

3. Final Cumulative Report of Expenditures;

4. Any previous repayments as a result of the Contract Financial Reconciliation (Preliminary Contract Settlement Letter process) detailed above;

5. Contract Audit (if applicable);

6. Single Audit;

7. Reconciliation of Single Audit to Final Report of Expenditures; and

8. Total amount of Departmental Component payments to provider agency.

In reviewing all documents, the Departmental Component in conjunction with the responsible Contract Administrator determines the total allowable expenditures incurred by the provider agency vs. the total payments made by the Departmental Component to the provider agency for the contract period under review.  As noted in Policy Circular P7.01 Contract Closeout, the Departmental Component may consider audited financial statements, reconciliation schedules, DHS policy P1.10 compliance reviews, level of service (LOS) reports and receipt verification of donor matching funds in completing the contract closeout review.
For non cost-related contracts, aggregate Level of Service Reports (LOS) must meet established minimums for contracted level of service.  Agencies not meeting this requirement must return excess payments to the Departmental Component or recoupment will occur from the subsequent contract.

The results of a closeout review are listed on the combined statements of the Contract Closeout form (or appropriate forms used by the Departmental Component) and are approved by the Contract Administrator and/or appropriate units of the Departmental Component.

If it is determined that overpayment has been made to the provider agency, a letter is sent by the Departmental Component to the provider agency requesting the overpayment be returned to the Departmental Component within thirty (30) calendar days.  In the case of questioned costs resulting from P1.10 compliance reviews, the Departmental Component notifies the Provider Agency of the overpayment due and gives them the opportunity to provide a justification for the questioned costs.  The Departmental Component reviews the Provider Agency’s response (justification) and makes a determination of the final disposition of any overpayment amount due.  When the Departmental Component receives the overpayment check from the provider agency the check is submitted to the appropriate Departmental Component's fiscal unit.

If it is determined that an underpayment situation exists, a letter is sent to the Provider Agency stating an invoice is being processed for the underpayment amount. 

And finally, if it is determined that no payment is due either party, a letter so stating is sent to the Provider Agency.

Appeals
The Provider Agency is involved with the Contract Closeout process on an ongoing basis.  If there is a disagreement on an issue at any step of the process, the Provider Agency can attempt to resolve the disagreement with the parties involved at that particular step in the process.  If a Provider Agency cannot resolve the disagreement during the process, or disagrees with the final results of the process, they may appeal to the appropriate Departmental Component supervisory individual or his/her designee. 

Appendix - Closeout Letters and P7.01
(INSERT COPIES OF CLOSEOUT LETTERS AND P7.01 HERE)
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