
Total Time Accounting &
Uncompensated Overtime



 

FEDERAL ACQUISITION REGULATION (FAR) PART 2 defines overtime as time worked 
by a contractor’s employee more than the employee’s normal workweek. A contractor 
may employ some people who are compensated with an hourly rate and others who are 
compensated with an annual salary. Typically, the employees to whom you pay an annual 
salary are exempt from the Fair Labor Standards Act (FLSA) policy that requires payment 
for hours exceeding the employee’s standard 40-hour work week.

The term “Uncompensated Overtime” refers to hours more than the standard 40-hour 
week worked by employees exempt from the FLSA policy. Exempt employees usually do 
not receive payment for the specific number of hours worked. These “uncompensated” 
hours are part of their annual salary regardless of how many extra hours they work each 
week. The method you use to record and bill for the excess hours and their associated cost 
is often termed “accounting for uncompensated overtime” or “total time accounting.”

TOTAL  TIME ACCOUNTING is the standard amongst defense contractors for recording 
time as well as the most accepted method by DCAA. Without a total time accounting policy, 
it is up to the employee’s discretion how hours will be charged to the government. This 
flexibility leaves the door wide open for the possibility of unfairly increased profit margins, 
distorted pool bases, and irritable DCAA auditors. Total time accounting is the standard 
amongst government contractors for a reason. The DCAA audit manual, or DCAM (Chapter 
6-410.3), cites in that “If it is determined that Government contracts are being materially 
over-charged due to an inequitable allocation of labor costs because the contractor does 
not record all time worked, the contractor should be cited as being in noncompliance with 
FAR 31.201-4 and, if applicable, CAS 418.” 
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DCAA recognizes two acceptable methods for 
recording total time. 

AVERAGE LABOR RATE METHOD – Calculates an individual average labor rate 
(aka “effective rate”) for each period by dividing salary paid by total hours worked 
and distribute to all cost objectives for that period.This is the most used method 
for recording uncompensated overtime.The average labor rate or effective rate (or 
auto adjust) method takes the hours an employee works over 40 in a week and 
prorates their hourly rate down accordingly. 

For example: An employee who is paid a salary amount of $1,000 per week. This means 
their normally hourly pay rate would be $25/hour $1,000 / 40 hrs). However, when the 
employee works 50 hours their effective hourly pay rate is now $20/hour ($1,000 / 50 
hrs).

PRO RATA (PERCENTAGE) ALLOCATION METHOD – Calculates the ratio 
(percentage) of hours worked for the period for each cost objective and then 
allocates the employee’s salary based on that ratio.
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CAS 418 relates to the proper base allocation for direct and indirect costs; DCAA cites 
CAS 418 to support its view that the exclusion of uncompensated overtime hours will 
distort the base, recording all hours worked whether they are paid or not. This is necessary 
because labor costs and associated overheads are affected by total hours worked, not just 
paid hours worked. Therefore, labor rate computations and labor overhead costs should 
reflect all hours worked. Unpaid hours worked are termed “uncompensated overtime”.

GOVERNMENT CONTRACTORS HAVE ALSO RUN INTO TROUBLE WITH CAS 401 ON 
THIS ISSUE. While there are no regulations that specifically identify total time accounting 
as required, DCAA uses the regulations to support its position on total time accounting as 
follows: FAR 31.201-4 “A cost is allocable if it is assignable or chargeable to one or more 
cost objectives,” meaning that all hours worked should be applied to final cost objectives. 

CAS 401 deals with the consistency between accounting and bids and proposals. If all 
hours worked are recorded on your general ledger, they should be included in the build-up 
of your cost proposals. 
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1)
Allocating an equitable share of salary costs to all benefitting cost 
objectives performed in accordance with FAR 31.201-4; and

ESTABLISH A CONSISTENT PRACTICE FOR ACCOUNTING FOR HOURS 
WORKED by salaried individuals that exceed 40 hours a week. Make sure that 
you consistently follow your established accounting practices for estimating, 
accumulating, and reporting your costs, including your practices for addressing 
uncompensated overtime.

For example, if your accounting practice is to record all hours worked, then this practice 
must be followed in developing estimated labor rates for proposals by dividing annual 
salaries by the total anticipated hours to be worked. Your actual cost per labor hour 
would be computed by dividing actual salaries by total actual recorded hours worked. 
Your billings would include all hours worked at your computed cost per labor hour.

When DCAA reviews a contractor’s timekeeping 
system, they are trying to ensure it is: 

Accounting for 
all hours worked. 

Allocating an equitable 
share of salary costs to all 
benefitting cost objectives 
performed in accordance 

with FAR 31.201-4

All work accomplished, 
including uncompensated 

overtime hours worked 
by exempt employees, is 
included in the base for 
distribution of indirect 

costs and in accordance 
with CAS 418. 

What can a Federal Contractor do to ensure that all 
hours worked of salaried employees are reflected 
when contract estimates and billings are submitted 
to the U.S. Government?



 

What can a Federal Contractor do to ensure that all 
hours worked of salaried employees are reflected when 

How much time do I have left on my current contract?
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For cost reimbursable contracts, if you were to compute your labor rates using a 40-hour 
workweek and then submit bills based on all hours worked, you would bill more than the 
actual amounts of direct labor costs. This is not compliant with the allowable cost terms 
of your contract.
 

RECORD AND BILL ALL QUALIFYING HOURS WORKED FOR COMPETITIVELY 
AWARDED  T&M  CONTRACTS, unless prohibited by specific contract terms. For 
these awards, your proposed hourly rates are evaluated based on a comparison 
of competitive offers, with no consideration of cost data or accounting practices 
for uncompensated overtime. The impact of uncompensated overtime is 
reflected in the competitive nature of the labor market as both you and your 
competitors will reduce proposed rates as considered appropriate to win the 
award. So, for competitively awarded T&M contracts you can record and bill all 
hours worked unless there is a specific contract clause addressing this issue. 
You can do this even when your established accounting practice for other U.S. 
Government Contracts is to record only the total hours in a standard workweek. 

CONTRACTORS CAN USE A STANDARD BILLING RATE TO BILL THE 
GOVERNMENT. The contractor estimates the employee hours for a year and divides 
the employee’s annual salary by this estimate. This is effectively a standard cost 
application, since variances (estimated hourly rate vs. actual hourly rate) need to be 
cleared and applied to the cost objectives at least once per year. In order to adjust the 
payroll variance (or overhead credit), the Payroll Variance method is commonly used. 
This method takes the variance of hours from a 40-hour week and multiplies it by the 
standard hourly rate and charges the variance to an overhead “variance” account.  

ESTABLISH A WRITTEN POLICY AND PROCEDURE DISCLOSING TIME KEEPING 
PRACTICES. Include the company process for both pricing and accounting for 
overtime, describing any one of the acceptable DCAA methods for total time 
accounting. In doing so, topics such as compensated and uncompensated time 
should be addressed.

ENSURE THAT ESTIMATING AND BILLING PRACTICES ARE CONSISTENT  with
accounting practices. Inconsistent estimating, accounting, and reporting for 
uncompensated overtime will result in findings that your accounting, billing, and 
estimating system is inadequate. 


