
S. Case 53-44 - Section xV, l$-204.2 (aa) - Training am Educatipnal 1 
- Costs. A report fram t~ Editing Subcommitte~, dated 

~5 P · st 1956 i presentil'Jg_ an edited ver-. _n of the subject materi_al was 
~ppt\Jved by the Comm;i.ttee· with the folJ.owi~ minor modi-?ic~.i:.:."n~:.· 
t . 

t l$-204~2(aa) (2) (v) was revised to delete (A) and (B) •. · ·. 
The semicolon appearing after (A) was changed to a connna.·· 
and the word 11 and" was added at the end of the paragraph. 
With these modifications the paragraph vra~ redesignated - ·1 
as (iv) and the existing paragraph (iv) as paragraph (v)1 
deleting the word "ani" at the en::l thereat' • 

I 
The members were advised that immediatel\f following ASPR. a.,)proval coordina
tion of the }:Qrag:raph would be undertaken by the Staff' by memorandum w:i th 
the ASD (}!cP) • . · 

. The subject of industry coordination was discussed, 'hd th the" COmmittee 
recommend:i ,.g that industry be afforded an opportunity to comment, inasmuch 
as t~.'] pa:r--,:·~raph covering Training and Educational. Costs was marked · 
"Re~ ·!:r:y:;dn :. n the draft of Section XV which was forwarded to indus·c:-:y. J 
l 
Nut\7~.7!.1l3+.anding this reconunendation, the Committee concurred tha-t . .f::•rmal. 
soli c."' t.a~:i .. .)n of industry comments on this paragraph was a matter foJ." 
·deci~.d.~n by the Sta.f'f • AUG 2 9 1956 . ., .. 

S • l"V The CSD member reported that ·. 
JJ1. Case 53-44 - Re~sion of Part 2,nde~t~~ allowance of cost-s fo~ help-vlanted i 

t:ne Hateriel Secretan.~s. hav~ r:co:cJ publications and that this' plus any \ j 
dv rtising and adtre:tl.~ J.n e~ d by ·hi··her echelonse A further report : . 

aining problems 1 l.S bel.llg reso ve .,j . . ~ 

ll be made by 6 Har 57 e 6 F~b 57 

. )o Case .S3-L4- Revision of Section XV, Part 2. It uas noted that thi! 
p;c~em is being considered .at higher echelons. and that a further report 1·ti.~ 
~made on 5 Jtm 57o ~~"" 7 ~ :g5{ . \ 

Case 53-44 - Revision of Section XV, iart 2. The m~mbers concurred in t\ 
reques~/~f the Staff for an extension of the reporting date to 3 Jul 57 • 

./ 
· (5 Jun 57) · 

Cas: 53-44 - Re~s~on_or ~~~on XV, Part 2e A report on the statu~ of 
the re~-:~..sion of S~c~1.on XV~-p-art 21 was deferred to the 17 Jul 57 meetin~ • 

./ 
~,.·· 

(10 Jul 57).,_ 

c~~ S3-h4 ~Revision ·c,i·s-;;ti~-iv.~TI;--i'he .. Chairmn'r- --t' d thf\~ 
ac~ori on this case had· been suspended pendili the outcome of th epo~f' e rt a,,, 
the single set of cost·principles0 Copies of the letter of tran:~t~ 011 

·. _ 

P~ th7 single set, from the Secretaey of Defense to the three De ar:ncr:-
u~~~~~:o the manbers. only• A further report >du be givertat. the,~' 

. . · (17 Jul. S7) ·., 
. : ~-- ;~-44 - R~~Vi~s~i•o .. n•of-~S·ec•t1-o_n_· X .... V. p ~-- ··=·- -· . -.· ·. - -,~- ... ·---· r--:· -
further action on Part 2 Section XV . I art 2e i'he Chairman reported that 
current efforts to publi~h the compr$h 18 ~ot contemplated., as a result of 
Amy Legal member suggested that in ~ er:sl.;e set of cost. ~rincipleso The 
closedo The members concurred in this·el~ o ~s information the cQse be 
is clos_ed. · ·i. . suggestl.on. and, accordingly, the case 

(14 Aug 57) 



,;, 

3. Case S3-44 . ~on IV - l5-204.2(bb) - Tr er.ses. 
_l'he ecmmittee consi~ereda repo~ from peci u Clnl:llittee, ted \August 

.11956, covering the subject paragraph on trai~ and educational expenses. · 
. ·After considerable discussion the Subcommittee report was modified as quo-.pd 
.. below: . · 

nl$-204.2(bb) - Training aDi Educational Expenses 

a. The costs of preparation and maintenauce d a program of 
instruction at non-eollege level· designed tCI increa!!e the voc-ational 

1 effectiveness of employees include th~ s2lari.es of the director of 
training and starr, training materials am te.".""tbooks when· the train:i..n[ 
program i!! condl!cted by the contractor; and t-.:..ition, fees, train:i..n;;; 
materials, and textbocke, men the tr~ is of a ·non-e~J.lege level 
in i.."lstitutions conducted by other than the cc~tractcr. S11ch costs 
are allowable. In both instances, costs at sal£.ries or wages of 
trai..'"lees during :-egula.r wor~ hours are allowable~ 

b. The costs of part-time tecbnica11 enginaerj.~ ann 
scientific educatio~:., at an under-gra~a.te or pc~t-gr£.:iuate 

. co:'.lege level, related to the job requirements o! bora fide 
employees, are allot-Table as follows: 

· 1. Mtion, fees,· training materials ani te.xtbooksJ 
or 1 in lieu of tui tion1 instructors' salaries and the 

. related share of indirect expense~ providr.d that the sum 
t!lereof is not in excess of the tuition wt..ich would have 
been paid t"'' the participating educational insti tutione 

2. Straight-time compensation of employees for time 
spent attending classes durin~ uorking hours not ill excess 
of a total of 156 hours per year where circumstances do 
not permit the ,peration of. classes or attendance at 
classes after regular t·1orld.ng hourso 

". The costs o! tui tit)li,,- fees, training materials and 
textbooks (but not subsistence, salary, or any other emoluments) 
in connection l:i th sci~ntific and engineering education on a. 
full-tilne basis at a post-graduate (but not under-graduate) 
college level related tn the job requirements of bQna fide· 
employees for a total period not to exceed one school year, 
are allov'ableo In unusual cases \-mere required by military 
tect>.nolcgy, the period may be extended. 

d. Maintenance expense and nor.mal depreciation or fair 
rental on facilities acned or leased by the contractor are 
allowable to the extent set forth in (k) above, (e) above 
and ( t) e.bove 1 re spec ti vel;y. 

e. The costs of training and educaticn of o~r than QQna 
• t'i<ie ~~ are 'DDt a!J.ovable •. · ·· · · 

t;,··ar.te ~ ~t4.o!ld ar·~ -~-uans, i.aeludi~ 
the ~on t,i t._utu.ta• ribar.)III'OPertie~,'·~-ps _-c!' 
fell~~Ships; ·are conside:-ed as contributions arxi 1o."ill be treated 
as provided under ASm l5-204.3(c).11 

The report was ref erred to tbe Editing Subcommittee with the request the. t ~ 
edited version be presented for consideration by 21 ~ust 1956. In the 
interim the ASPR meDbers will clear the proposed paragraph w.i. thin -their 
respective Departments and the. Staff 1d.l1 undertake coorclination with the 
Assista."lt Secretar,y of Defense (Manpowe,r and Personnel) •. ~e Committee 
further determined that i! the paragraph was cleared in time, it would be , 
inserted in Section XV far issuame concurrentl7 r."ith tile printing of that · 
section. The Chai:nran further advised t.he meDbers that the proposed paragra 

' probably 1~uJ.d be presented to the Procurement ani Production Industry 
' Advisory COimllittee to se~ure an industria1 reaction. 

In conjurx:tion lri.th the above paragraph, the subject of the allowab~ty 
oi managerr.ant and executive trai~ costs was discussed and deferred w"J. thout 
action to modify tha above paragraph. 

In approv.i.Ilg the abo're pa.ragraph the Co.-nr.dttee considered a."'ld rejecte·· 
th~ concept of allowing ful.l-time salaries for bona fide employees CJn a ;~ ;? 
full-time basis at post-graduate college levels. 



[i c 53-Llz _ Llo~vJ.~on of Section XV - Part 2 ... Paz-e.n.caPh .15~2?L.~(7)\.= 
9.~ ase . Ov t· The NaVU' legal member called the CoiTU11J. ttee s , 

~ · · er :Lme • • . • ·t~ · · of Section XV·. 
a'·tenti.on to a discrepancy enstwg in the pre~ent re~t. &on _,...: ~t and . ·~. 

v r! 4 2·( ) · th respect tf'\ overtime ex ra-pay t)u .. u. 
in parag~!ph 1;}-~0 • n \'ll ~t this si t~tion ~e Co~ttee approved· 
multi-shiit pre~ums. To corz;; . dn fer the \:Ords no~"leT"',d.~e 
the s~bstitution of the words otherw:Lse approve ..... The Committee 

. · u ... • • n the fourth line of the paragrapue . · . 
i\uthorz:J.ed o.ppea..~ng J. • · th d 11 • thout prior approval" w nex.t 
~~urt.her s.pproved the deletJ.on of e wor s l-n. 
to the last line of the paragraph. AUG 7 1956 

.. - ···-· ·-·-
·-~.--... ~ .:. .. :.:.4~ .... -:--:~-~-.:.- •. -...... ~-·-- ..• . .. ____ .::7' •• ·----· •• ..... • •• 

. lS-204<:.2(n) - (OVertime, Extra-Pay Shift and Nulti...Shii't 
3. Case 53-44 - Revisi~n of ASPR 12-202" to Conform to Proposed .ASPR l 
t Work) e Tlie Navy legal member called the Commit tee • s 

tention to a further change required in the subject paragraph in vie\·T of 
e changes approved at the 8/7/56 meeting in paragraph 15-204.,2 (n) to . 

r~e an inconsistency be.tween the two paragraphs. To correct this si tua:~on . 
~h .Co~tt_:e appro~d the ·subs~i tution of the word "approval" tor the wor 

thor1zation" as J. t appeared l.n the second and third sentences of subpara i 

g~aph (b) of the .ASPR minutes of. 17 July 1956. AUG 1 4 1956 1 

12. · Case 53-44 - Revisi.on of Part 2, Section XV - Contrac-t Cost Pt'inciples. 
~·Committe~. considered a re.port frem the Section XV Subcommittee, dated \ z=. July 1956, presented in response to a report from the Tax Subcommittee 
dated 2l. JUne 1956. ·L'l considering the Section XV Subcommittee's _report 
Hi th respect to the three questions raised' by the .ASPR Commit tee and the 
Subcolnn".ittee 1s suggested treatment thereof, the Committee disagreed t-rith 
the Subcownitteets clarification of .the first question ar~ reinstated the 
previous la~uage under subparagraph (l) to read: 

/ 

. n e • oani which are paid or accrued in accordanca l-.1. th" 
generally accepted accou.ntiiJt principles are allovrable., 

It 
. . . . . 

The Gommi ttee further revised the t1•o sentences .follow.i.ng (2) (ii) to \ 
readt 

I 
"Reasonable cost of an;y SlCh action undertaken by the 
contractor at·the direction of the contracting officer 
are· allowable8 Interest and penalties incurred by a 
contractor by reason of the nonpa~~nt of aqy tax at 
t.he direction of the contracting officer or by reason 
of the failure of' the contracting officer to a$sure 
timely direction after prompt request therefor, are 
also allov:rable. 11 \ 

The Cozmr.ittee concurred in the Subcommittee report concerning the other 
questionso These include retaining the present language ·of' subparagraph. 
(2) (ii) :tvithout change and the addition of a proviso proVision to sub
paragraph (3) as follows: 

I n • • •. , provided any interest actually paid or credited 
to a contractor incident to a refund of tax, interest 
and penalty shall be paid or credited tc the Government 
only to the extent that such interest accrued over the 
period during t-:h:f.ch the contractor had been reimbursed 
by the Government for the taxes., interest, and penalties." "' 

t' As re\~sed above the Committee approved the changes for inclusion in 
/Section xv. AUG 14 1956 



3. Case 53-L4 · . Section XV ~ 15-204.2 (bb) - ,l · 'ning ·and Educatio~al Exnen5 
A· re:9ort dated .... ~ Jul:r 1956 from the SJ.)eC ial Subcomn.i t tee established to con side 
tl1e subject problem was discussed at length. The discus.sion touched upon many 
facets of the problem, such as whether the proposed al101-1ance of training and edu
c=tional expenses was in keeping with the National policy or merely a question of 
the ·II cost of doing b,~siness" in the present economy. . It was :pointed out that many 
commercial concerns have established programs for the advaacement of their engineer
ing and scientific employees by support:.ng their education in after-hour classes 
end, to scme extent; even en a full-time basis at graduate schools. It v.~as further 
pointed out that it is the President's poliqy to promote training, particularly 
higher training, starting at the high school level. In addition, the members uere 
advised that the Hoove:- CcmrHi ttee had recommended Governmental su~)port and training 
_to encourage Governm~ntal career employees. To some extent, the Army and Navy art! 
~oH using this practice for certain. selected employees. 
I 
I 

The· Committee then undertook consideration of the proposed paragraph contained,. 
in Inclosure 4 of the Subcom.l'!'littee report, in conjunction 1..ri th the other inclosures. 
Tne paragraph was approved·, as modified by the Committee, subject to editing as 
f olloHs: 

"15-204 .. 2(bb) - Training ano Jducational Exryenses 

a. Preryaration and maintenance of a program of instructi~n 
designed to increase the vocaticnal effectiveness of employees 
include the salaries of the ~irector of training and staff, train
ing matr:t'ials and textbooks, lvhen the training :orogram is con
ductec. by the contractor; and tuition, fees, training materials, 
anc~ textbooks, tvhen the tr.:~ ining is of a non-college level in 
insti·JJ.tions conch.1cted by other than the contractor. In both. 
instances, ccsts na:" include salaries or v.rages of trainees during 
regu.lar ~·~orking hou.rs. 

b. Part-time technical, enginefring and scientific edu
cation at an under-graduate or post-graduate college level 
related to the job requirements of the employee as follows: 

1. 

2. 

Tuition, fees, training materials and textbooks. 

Hhere circumstances do not nermit education after 
paid working hours, regular- employee compensation 
is also allo1·:able for instruction not in excess of 
a total of 156 hours per year. 

c. Tuition, fees, training materials and textbooks (but 
not subsistence, salary, or any other emoluments) in connection 
'Hi th scientific and engineering education of bona fide employees. 
on a full-time basis at a post-graduate college level, related 
to· the job requirements of the employee, for a total period not 
to exceed one school year. In unusual cases where required by 

.military ~chno1.-Qgy; ·~~:~:-~~--~"be ~~!:d• 

d. 'lhe coets: 1:>f training and education or other than , . 
(\ bona fide employees J including scholarships and fellowships,' 

are not allo1-rable." 
\ 

The Cori-nittee also noted that it may be necessary to include an a1.1propriate 
cr)~s-reference to subparagra~h (d) of 15-20L.2(bb) in the listing of items of 
unallo.Table ·cc~ts. 

A furthor 1uestion vas raise~ 1·.:ith resnect to the treatment of costs 
occc:sionsd ~11;.ere contractors establishec schools at their O'tvn locations on the 
pre'Jise :.hat such costs ou:rht to be covered b:>r the above paregraph. As these 
cost~ 1.~o·.1lc, involve both f3cilities and faculty e."'.:''enses, the question of how 
s•.1ch ·,costs ".·!oulc ':>e treated ·,_;as returned to the Subco:rrJnittee to draft a-ppropriate 
c.over.~se for inclusion in the above paragraph 15-204.2(bb). Tne Subco!h111ittee 1-.ras ~ 
requested to prov.:.de .a report for consiceration by 7 August 19.56. JUL J 1 \956 



lle Case 53-44 -Revision of .ASPR 12--202· to Conform to Pr,posed ASPR 
lS-204:2(n) - (OVertime, Extra-Pay Shift and 
Ihl ti..Shift Work). The Committee considered a report fron.· 

, the Edi tLng Subcommittee, dated 21 June 1956., presenting an edited version Ol ... 

'the subject materia1. 'lhe Committee modified the second and third sentences 
of subparagraph (b) to read as follows: 

• • • • ·-=·" Cn cost-type contracts, and to the extent 
required by the contracting officer·an redeter.minable 
and incentive fixed-price contracts., however., an 
authorization from the Govermnent for the use of 
overtime 1 extra-pq shifts and multi-shifts must be 
obtained to sustain the charge of ~ premium labor 
costs t~ the contract. Such authorization should · 
generally be obtained. prior to the use of overtime 1 
extra-pay shifts ani multi-shifts." • • • • 

In the last sentence or subparagraph (b) the word 11 requiredn 
was substituted for the word ndesiredo11 

In the title of paragraph 12-102 the word "Shifts" was 
changed to read "Shift" in the phrase "Extra-P~ Shifts.11 

As modified, the revised paragraph 12-102 was approved for printing 
concurrently with the printing of Section xv. JUL 1 7 1956 

4. Ca:se .53-Lh - Revision of Section XV - Contract Cost Principles -
,/ Part 1~ The Coinrnl'tte-e co-nsidered ·a rerJort;ctated-6 July 

195-c, from the Editj_ng-Sub~urmn .. i.ttee presontin.; an edited version of the 
rGvisic·r~ of Part 1, Sectiun XV. After consi.derabJ.e di;>cnss:i.on1 in vrhich 
several· cugg(:::sJ-,:i.ons 1,rere prese:1ted for revi.s~on of paragraphs 15--1.011 

15-102.1 and 15-102.21 the rer;ort l-ras returned tn the Editing SubconJwittee 
for.redrafting, w.ith the request that a revised report be presented for 
con.d.deration by 31 July 1956. A fur·cher suggestion was made that when the 
r~·nzed Part 1 was ·published a change was requirl3d in paragraph 15-.S02(t:.) to 
~·eplace the com.'11a ·t-Ji th a period and delete all material foll.o1dng the col'llna. • 

. ·The Committee approved the recommendation. JUl2 -t. \S.~ 

1. I'he ninutes of the 7/24/56 meeting -were ~.pproved v.~i th the fo1lo-v.ring HLodifi c~:+.ion: 

· Item 4. · Case 53-L4 - Revis ion of Section ?0! - Contract Cost Principles 
Part~t.-- -· . .. .. .. . -- - - ------

'I'!-.e cAse nurnber 1-ras revised to read .5'6'-29, and the· second sentence -:..ras re
vised to rec?d: "~lfter considerable discussion,. in Trlhich several sug-
~es ti ons :·rere presented for revision of paragraphs 15-101, 15-102.1 and 
):~-102.-2, the report Has returned to the Air Force member of the Editing 
S'l~'co:-:,~itt.ee for redrafting, ·with the request thc:t·--a revised report be 
~re~entec fer consiQeration by 31 July 1956. JUL 311956 

j __ _ 



, 7. Case 53-41+ - · ~sion· of Part 2, Section xv. •eport dated 21 June 19.56 
·l frC'm the Tax Subct..uitdttee, recommending· certain ch~es in proposed paragra~h 
15-204~~ (y) ·or. tho la~ .. st dioat'b ·or .Part. 2i Secti.on ·xvl. ltas -discus~ed. -~t~·~a 
determined that the paragraph ehould not include a re!·erence to 11 taxes · · .. ~ 
govermr~nts11 since the award o~ cost-reimbursement type contracts by 1 c pro-

!
ring activities to foreign contractors occurred so infrequently that this 
tter should be covered on a case-by-ease basis when a't-lards are made te foreign . 
ntractors. In the revised dra.tt of the paragraph submitted by the Tax Sub-~ 
rnmi t tee in subJ;O::t:~~z:a.~. _ Q.) -~~~ q~~-s~ion was rai s~~ as t~ .. wheth;r defense w~. d 

· reimburse.~~~.: '!IAP~::IA ~~ Q}). ~) the ques· •• 
was rais~:~!~~~-~~-s~4z·~~rt1Xt~:~~ (l) it wa.~ 

. eatetf'"that the''l-ot-=-~· *biOill!t'IL.~~-r~e entire 
eport was r~.Wet~-~ ~ ~~.:Settm~~l8>~t'SH)t~/~"'±ri, 1n ,_ \. 
oordination 'With -the -'fax·smn~'d!nni1~~·~ss~1 "'cin<!""the~~st made_ \ 

.hat a report be submitted -v1ithin .30 days. JUL 3 1956 
. -~ . 

13.. Case 53-LL. - Revision of" ASPR 12-202 to Confonn to Proposed .ASFR 15-204.' (n) 
! - Overtime, tra ~Shift and i'fulti...Shift Work • An 

Ed,\iting Subcamait~·~orl·sia:~'~ ~ .. J..9Sp. ~bmj.j,t~d ap e~ted versior.. of 
a. (-evi.sed ASFR paragraph 12~~. -: ~-; .A8.5 :_ ~ 91,teu~eed · the details of 

.')iw·s-1-lrift IDd.'Mde··i".tfii~SD.~~ tfr'fla~le~f:arr.J··~~- "spie.~ .~~parAgraph 
h.) ~- ., : . . - ...,.~ ··.,·r··o·6"~""'"' -=-···-.--.· ·r~· r:;~,":'· tt'\C-..i. ~.:·;.:. '·-· ·- ·· ..... •·· ···-·~; .. \ 

I 

~- lS ~·
1

~.-~~~(··'.<'·r~-~- ~-: ---~~.;~;-~;~.~ .. ~~;~~ ..... ~·J:~~f;~~:-: ~£ ;.;~~-~~-:' ~~·--~- :-='" _:_ .. _:::.:.:· :• ·. 
. ~-- . .... .... . - .... ~. . · ...... ~: 

a. In line 3 it was suggested that there be added after the word 
' n contr~ctor," the f ollowi.ng: 

l 11
1 and the· contractor shall·not be entitled to 

a price adjustment therefor,"J 

., 

b. In subparagraph (ii) discussicn concerned having the 
subparagraph commence "To the extent required by the 
contract"; and 

1 e. Having the third !rom the last sentence readl 

11Sueh authorization shall. generallz be obtained · 
prior to the use of overtime1 extra-pa,y shifts, and 
multi-shifts. n 

I-y may also be necessary to delete the "s'1 from the phrase 11 extra-pay shifts" 
·wl\erever it appears in the entire clause • 

.~ ~e Com11d.ttee ·nembers desired to look into this matter further and1 

/' 

( 

~-

I 



4. Case c:-"'-44 - ~·~~J:E~ _o!.lection ,XV :._Par" ".? The Chairman anncru.nced r that the · ... erial. Secretaries Co\UJCil had de.. ..Led that the subject oi~ 
\ profit sha~, contributions and donations, and gene~al research cosfs . 
i would rece1.ve the same treatment under the revised Part 2 as in the lll 

existing Section xv. It 't-Tas determined that the·re r7as ·no objection to 
using the revised language concerning general research costs developed 
'Qy the Edi"ti.ng SubcommitteeJ however, tdtb respect to the negotiation· 
c.riteria set. forth in .the edited version under general research costs, 
it was ~greed that they would not appear in Part 2 but would be placed 
appropn.a teJ.y in Part l of' Section XV • . APr 1 1 1 ~ ~ ~; 

9~ase 53-44 - Revi si.on o£ Section xv, Part lo The Cnnunittae considered I 
a morandum from the Chairman recomraending that when Section XV, Part 21 
i revised that certain changes, as set forth, be made simultaneously in 
Part 1. It was· determined that these recommendations be referred to the · 
Editing Subcommittee with the further request that the Editing Subcommittee 
review the suggested·placement of proposed paragraph 1$-103. With respect 
to this latter point1 it was agreed that the Committee had previously· 
dire~ted the placing of this material in Part 1, but in reconsidering, t~ 
;;?stio:l. was presented as to whether it should not more properly be plac 
thP~rt 5o The Editing Subcamnittee was requested to report vd thin two 
Heekso MAY 1 1956 

1]~ Case 53-44 - Revision o£ Part 2, Section TV - ~o'?tract, Cost. " 1 
I Principles. A report from the EditJ.ng su~commJ.ttee, 

. Cia ted 26 April 19.561 containing a final. ~eli ted draft of subject l:as 
distributed to the meubers. In addition, a revised draft of a document 
containi.Dg the major unresolved issU.es with industey were also made 
available to the Deilbers• ~: :Both ~.these .:documents "J4lJ. ~~ .-&tta.ched to 

agtDla 4-tem ttir ~the Haterial.Secratarti.es COUQCU in.~ very .Dear \ 
ture and the members were req~ested to gi~:. _their_ concurrence to the · 

documents to the Chairman by 4 i.'Iay 1956. ~· :... ·: 1 , ~· -~·: 

12. else 53-44 - Revision of ASPR 12-202 to Conform t& Proposed ASFR \ 
/ . lS-2o4.2(n) (Overtime Extra-Pa Shift and Multi-Shift 

Work 0 A revision o£ the subject paragraph, developed -
by the Staff to coiif'Orm with the proposed Section XV treatment of overtim~ 
extra-pay Shift and multi~Shift work, was considered by the members and 
refped to the Editing Subcommittee for editing. The Editing Subcommittee 
w_,e r~quested to present a report for consideration by 29 May 1956. JI:A\ 8 ·195G 

5./ Case 53:-L4 -Revision of Part 2~ Section xv. A representative of ~, 
T~ Subcornnu.ttee reported that the Subcommittee· had noted several areas \ 
not explici tl~ c?vered b~ paragraph 15-204.2 (y) 

1 
entitled "Taxes 

1 
n 't·mich COm result J.n l.S~Ues lll. th contractors. In view of the current statu~of 

Sec;t ·on "TV~ the Committee requested the Tax Subcommittee to present th 
wr ~en comments in order that these potential deficiencies could be 
co, SJ.dered. JUt~ 5 1956 · . . . 

12,1 Cas~ 56-29 .:. Revision of Section XV, Part l~:- _:_ . 
I Case 53-44 - ~eVision or ASFR 12-202 to- Conform to Pr~posed ~ 

. Em lS-~04.2 (n) (Overtime, Extra::Pay Shift and 
Mllti-Shi.ft rlork). .The· Chairman raised the question o 

reports would be received from the. Editing Subcommittee with respect 
he_ ~ject ~rob~e~s· The Nav.y legal member adVised that a report m 

?e EditJ.ng SubcOJDml.t-r.ee ~n t2e ... two subject problems '!.vould be presente~m 
l'T.lthin one week. . JUN ~ _l ... Sc ·. . a. "'\. 

==~~ ~ mti· nu. tes of the ~/5/56 meeting t-rere a:"Jproved with the followiDf 
~~~a oo• -I . . . . . 

It~ 5. Case 53:-44 - Rev:l.sion of Part 2.L Section l'V The last } 
sen ence was reVJ.sed to adcl the words n for subsequent · · 
of Sec ti.on xv.u JrJN 1 2 1956 . reVJ..sJ.on 



( 

( 

( 

( 

Part 5 -Subjects Aff'ecting Cost Which May l:l~quire Special Consideratj.c 
I 

f nPart ..> - Subjects Affecting Cost Which May' Require Special 
b Considerationo 

15-Soo Scope of Part. This Part enumerates certain subjects 
affecting cost which m~ require special consideration in 
connection with the negotiation or performance of cost
reimbursement typ~ contracts· and which are not specifically 
covered in Part 3, or Part 4, of this secti.ono 

15-501 Consideration Required. It is important that 
Contracting Ufficers ~~ their negotiators consider the 
subjects enumerated in paragraph 15-502, and ~ other 
subjects not precluded by the provisions of Part 3, o~ 
Part 4 of this section (whichever part is applicable), 
for the pu!'pose of (i) determining ~thich subjects if a.ny 
should be ~xpressly provided for in a particular cost
reimbursement type contract, and (ii) incorporating 
appropriate clauses in the contract. Action taken with 
respect to any such subjects shall be reflected either 
in the contract or in the record of contract negotiationse11 

Part 6 - Cost Interpretations. 

nPart 6 - Cost Interpretations 
Delete balance of this Part and substitute therefor 
the vJ'ord 'RESERVED•.n 

Part 7 - Facilities Contracts. 

1115-700 Scope of Part. This Part sets forth prl.nciples and 
standards for the determination and allm·1a.nce of costs in 
connection t4th aost-reimburs-t._type contracts ·a.m cost
reimbursement typ8 .&Ubcofitracts thereunier tor .~e ~~quisi t:i.nn 
of industrial ~faci1i ties ~to wf.!C:h~· the· Coie.~'t-' takes 
ti tJ.e uncler the contract. This Part also applies to 
clauses in aqr other cost-reimbursement t.ype contracts 
or cost--reimbursement type subcontracts thereunier1 which 
clauses provide for the acqui si tioll of indus trial facili
ties to -vrhich the Government takes tiUe. 

15-70~ APplicabilityo . Pending publication of the principles 
and standards to be incorporated in this Part, Parts 21 31 or 
4 shall be used to the extent app·ropriate in accordance with 
Departmental procedures0 n 

. The Com.rr.ittee uas further advised that a change similar to the change ·: 
made i!l Part 4 {15··h03 (q)) would a1~o have to be made in Part .3, 15-304 (g)~ 
The Committee cor.curred in such a changeo 

!!2'!'!= Subsequent to the meeting the following change was received 
from the Editing Subcommittee for Part 3 - Research Contracts w.i..th i~onprofit 
L1sti tu tions: 

"15-304 Ex:ar.roJ.es c.f Items of AllC"'.Nable Costso o o o 
(g) · Pailsi0n pla.ns-rn-accordance l-Ji th tlie principles· and 

standards set !orth in ASPR 15-204o2(q) and ~roup health, 
accident and ll.fe insurance plans (but see paragraph ~5-30~(k))o" 

Action to develop a clean draft of Part 2, incorporating the changes 
a~.proved to date, was deferred until after the Nat.eriaJ. Secretaries consider 
the existing three issues. APR l 0 195E 



1$-204.2 ( · (l) Insurance and Indemnificl .)11• · {Page 9). This ~. 
su.bp~_graph was revised to reaa as follows: 

"15-204~2 (j) Insurance and Indemnificationo 
(1) I11..surance includes (i) those types of insurance 

which the· contractor is required to carry under the terms 
of the contract, or by specific instruction of an authorized 
representative of the Government, and (ii) any other insurance 
for which the contractor seeks reimbursement under the con
tracte Indemnification includes securing the contractor 
against liabilities to third persons not compensated by 
insurance or otherwise•" 

15-204,2 (n) (l) and (6) Material Costs. Pages 11 and 12 )o Were· 
revised to read: 

1115-204.2 (n). Haterial. Costs. 
(1) Costs of direct and indirect material, and 

collateral items such as inbound transportation and ~ 
intransit insurance, are allo\-rable, subject, however, 
to (2) through (6) below. In computing costs of 
material; consideration -vdll be given to rearonable 
overruns, spoilage, and defective wor.k (for correction 
of defective work, see the provisions of the contract 
relating to inspection and to correction of defective 
l-rork). 

**•***** 

(6) Costs of material· or services sold or transferred 
betvreen· plants, eli visions, or organizations, under common 
control, shall be allo~able only to the extent of the 
cost to the transferor, or the prices of other suppliers 
for the same or substantialJ.y similar i terns, rihichever is 
lo't·Ter, unless factors other than price warrant allowance , 
on the basis of the cost to the transferor,; provided that, 
in the case of any item regularly manufactured and sold by 
aqy such transferor through co~~ercial ch~~els, a departure 
from this cost basis is permissible ii' the charge to the 
contract does not exceed (i) the transferor's sales price 
to its most favored customer for the same item in like 
quantity, or (ii) the prices of oth~r suppliers for the 
same br substanti.al.J.7 ·«! nd Jar ·1 ~~ · -1dxi.che~r is. ~ 
lower~ unless factors ·otbel'··t~ prloe warrant allOWance 
on the. basi$ ot .the transferor's ·sa1es· pr:tce<to its -mOst 
favored customer.• -··· ... ···, ~: ~ · .. _,! •. · .. ' .. 

The C om."'l'd ttee further confddered proposed revisions of existing Parts.. 
~r Section XV, together with a new proposed Part'7 covering Facilities 
?ontr~ct~, presented by the Editing Subcommittee1 the revisions to be 
l.ssueo. :runuJ.taneously with the issuance of the reVised Part 2o The Com
mittee approved the following revisions: 

Part 4 - Construction Contracts. 

1115-403 Examples of Items o£ Allowable Costs:) • • • • • • 
(q) Pension plans in accordance t-ti. th the principles and · 
stardards set forth in ASPR 15-204.2 (q) and group health, 
accident and life insurance plans (but see paragraph 
1.5.-;404 (b) 1 (d), ruld. (m)) •" 

• • 

... 



· contrac.tor·r s products, or othc. relevant 
circumstances. 

Individual categories of. iDdir~ct cost are discussed in 
ASPR 1.$-20.3~2 through 1.5-20.3 • .5." 

15-200. The Committee approved a revision of the TITLE and the 
"Scope of Part11 as quoted below: 

11Part 2 - Supply, Service, ·and Research and Development 
Contracts, with Commercial Organizations 

15-200 Scope of Part0 This Part sets forth principles and 
standards for the determination am allov1ance of costs in 
connection with cost-reimbursement type contracts and cost
reimbursement ~ subcontracts thereunder for procurement 
of supplies, services, and research and development workJ 
vdth contractors or subcontractors other than such contracts 
and subcontracts to which Parts 31 4, or 7 apply." 

15-204.2 (f) (2) Depreciation. {Page 7)o This subparagraph was 
revised to read as quoted below: 

(2) Depreciation on a contractor's plant, equipment, and 
other capital facilities is an allowable element of con-
tract cost,; provided that the amount· thereof is computed: 

(i) upon the property cost basis used b.1 the 
contractor for Federal income tax purposes 
(See Section 167 of the Internal Revenue 
Code of 1954); or 

(ii) in the case of nonprofit or tax-exempt 
organizations, upon a property cost basis 
which could have been used by the contractor 
for Federal income tax purposes had such 
organizations been Subject to the payment 
.,f income tax; and in either case 

(iii) by the consistent appU.cation to the assets 
concerned of any generally accepted accounting 
method, including those recognized by Section 
167 of the Internal Revenue Code of 1954. 

Depreciation should usually be allocated to the contract and 
other v.rork as an indirect cost. The· amount of depreciation 
allowed in any accounting period mq 1 consistent "t;r.i th the 
basic objectives set forth in (1) above, vary with volume 
of production or use of multi ... shift operations." 

The Air Force 'Withdrew its former request for consideration 
Of addi,tj.Mal :·:lailguace" to be .added :to ~ (iii) 
which wGlld, .ill etfect, ·haYa proY.ttled tbat ·tbe depreciation 
all.~wable ~~-. • .. ~ 'Wftli! .DDt. emeect· i~~i· &~on 
authorized under the Intemal. Revenue c~~ttile iletioil:-was 
taken on the pr€l!lise that the disadvantages or holding con

r• ;I 
~I 

J! 

!! 

tract files open. for an indeterininate period of time until ':y 
final determinations of depreciation had been made by tax ~~~~ { ·~ 
authorities or by the Courts outweighed the advantages ~~;. (') ~~. 
sou~ht by the additional languageo ' 



4. Case .5J-h4 -Revision or Section TV. Consl:deration of the special areas 
subject to 1, · ~sion or review at the Special H · ing held 4/6/56 was under- ~ 

rtaken in the ... ollowing order: \ 

1.5-2040 2 {p) Patents. . (Page 12 )o The last line of the edited draft, 
· dated 29 1-fa!ch 1956, Has reyi sed to delete the Hords "by the 

Government11 ·and substitute therefor the l-Jords "where title is 
conveyed to the Government. n · 

1.5-204.2 (o) Overtime. (Page l2)o The members were advised that the 
OASD (mP) had· no objections to revising ASFR paragraph 12-102 to 
be consistent with· this paragrapho Accordingly, the Staff will 
prepa;-!f? a re~$ion ot_~-102 for COJl$;idera!4on. . .. :·. 

/' .. -;. ·~·=_·_~;;~ .. -; ~-~ ~::· .. -~.:._. -~7 .: -~·.~-----~~~~-;-~;;:;~:;~~ .. _; 

15-203.5 General am lclm1n1stratiw Costs. '(Pages~ and S). !his 
. -~.~ l!l!irilild ~ ~- ~cRpeit~_-'~-~::::.·-· ·-;-.:~·,-

UJ..5-203o.5 General and Administrative Costs. General and 
administrative costs consist af items or cost attributable 
to the overall management, supervision, and conduct of the 
business. Such costs shall be allocated to all work o! 
the contractor, using .an,r recognized method of allocation 
if equitable results are thereby obtainedo Allocation of 
general and administrative cos.ts on a total cost incurred 
basis (exclusive of general and administrative costs) is 
a method lihi.ch generally produces equitable results. Other 
methods acceptable where the circwnstances are appropriate 
include allocation on the basis of; 

(i) processing costs (direct labor, factolj" 
overhead, and other ·racto:cy production 
costs exclusive of direct materials)j 

(ii) facto:cy input costs (processing costs plus 
direct material); 

(iii) cost of goods completedJ 

(iv) cost of sales; and 

(v) sales (where no more satisfactor,y method 
is available). 11 

1.5-203.1 (b) General •. (Page 3). This subparagraph v1as revised . 
to read as follows: 

1115-203.1 (b) Xhe method of allocation of indirect costs. 
must be based on the particular circumstances involved. 
The objective should be the selection of a method which 
will distribute the irriirect costs in an equitable manner. 
The method used in connection with Government contracts 
shall, in order· to be acceptable, conform with genera.l.ly 
accepted accounting ·practices, provide uniformit,y of 
treatment for like cost elements, be applied consistently, 
and. produce equitable results. A previously acceptable 
method shall be subject to reconsideration when: 

(i) Arty substantial difference occurs between 
the cost patterns of v1ork under the contract 
and other 'WOrk or the contractor; or· 

~~\ 
~- ·' 

't::J 
Arty significant· change occurs in the nature . ~~ 

~- ' of the business, the extent of snbcontracting1 <,'I 
(ii) 

fixed asset· improvement programs; the co~ "( 
inventories, the volume of sales, the volume ~'<,"' ~ 
of production, manufacturing processes, the ()/\($ 



Page 2l.. 15-204.2 (aa) (1)• The third word reading "contractorls11 

was deleted. 

1.5-204o2 (bb). This paragraph was reservedo A Special. 
Subcommittee was establimed to consider this problem 
as a special case, presenting a revised coverage on the 
subject of training costso In tald.ng this action the 
Special Subcommittee was requested to give consideration 
to inclusion or a reference on page 26 when their efforts 
are completed. The Subcommittee was further requested to r. 

coordinate their efforts with the QSD Office of 11anpower 
Supply. Members designated to the Subcommittee were: 

~ - To be designated 

Navy - Hr. A. C. Sawallisch; ONH (Chairman) 
l'-1r. ·James Ruttenberg, OCN 

liF - Nr • P. M. Sou thnell' AFMPP 
Mr. \v. L. Latta, AFAUD 

The Subcommittee was requested to present a report for 
consideration by 7 May 1956. 

Page 22. Approved. 

Page 23. Approved. 

Page 2L& 15-2040 3 (i). The Committee deleted the reference in 
parentheses~at the end of this paragraph. In taking 
this action, there was .general agreement to specifying 
the period and amount in part 1 uhen ret-rritten, :·lith 
an appropriate cross-reference. 

Page 25 0 Approvedo 

Page 260 1.5-204.3 (2) (xi). The words "special tooling costs" 
were deleted and the word "taxes" substituted therefor. 

1.5-204o2 (2) . (:xii), Training Costs, was deleted in its 
entirety. 

15-204.2 (2) (x:i.ii), Travel Costs, v1as renumbered to 
(xii)e 

The Nav legal. mem!)er .cal.lad -the Caramittee•s. attention to the Editizlg 
Subcomrr.i.ttee' s report ot 27" Febni8rr US6, -in :pa.r~~aph 4 of Wich the I! 

Subcornmitte~ covered the subject ot side agreements. ·It is. understood 
that this matter had been the subject of discussion by the Procurement 
Secretaries in the· spring of 1955. 

: \"lith the above action, further consi-deration of this subject was 
deferred Wltil the next meeting to be held 4/10/56. \~f::':; 

~'9'S. ~-



l 
j 

~w·revised the paragraph was refet.~d to the Editiig 
Subcommittee, with the request that the edited 
lar.guage be presented by the next regular meeting 
(10 April 1956)o 

15-204.2 (n) (6). The semicolon !ollo~.ng the phrase 
' 1whichever is 1CTwern was changed to a c onnna and the 
follm.rl.ng language added: 

"unless !actors. other· than_ price warrant all.o'tlance 
on the basis or the cost to the transferorj 11 e 

.Page 12, · 15-204o2 (n) (6)~ The l-rord "either' appearing before 
{i) was deleted. The period at the end of the paragraph 
was· charged to a comma and the following language was 
added: 

111-michever is 1mter1 unless factors other than 
price warrant allot-JanCe on the basis of the cost 
to the trans!eroro" 

15-204o2 (())o The Staff tdll undertake action to 
dete!'IIline ~!hether a revision to paragraph 12-102 
may be mac.J.:; in. order that paragraph 12-102 be 
consister:t -vr.i. th this paragraph. 

15-204o2 (p) 0 n1e Staff was requested to clear the 
need with the Patents Advisor of.the inclusion of the 
trrords uor on behalf oftl in the last lineo 

Page 13. Approvedo 

Page 14. 15-204o2 (q) (3) (iv). The Committee agreed to the 
inclusion of a note in the Hinutes that under this 
paragraph the parties can agree to (A) or (B) for the 
·individual periods under the contracto 

15-204o2 (q) (3) {iv) (A). The second word nann was 
deletedo 

Page 15., 1.5-204<)2 (q) (3) (iv) (B) (n). The 'vords "or gains" 
l-rere inserted after the tvord n credits" in the sixth 
from the last line0 

Page 16o Approved. 

Page 17. 1.5-204o2 (u). The words "such factors as11 were 
inserted betvreen the words 11 of" and "then in the 
second line. 

l.S~04o2 ( v) (2 ). ihi.s paragraph vas. reae rvede 
. . - ~.,.. .. 

--_.: .:.:.: ·:. t.":.. 

Page 19. Approved. 

Page 20o Approvedo 

• 
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Page 4o J'olete a comma in paragraph 15-203. ~, 

Paragraph 15~203.5. .The Air Force member recorunended 
that ever,ything after the first two sentences of this 
paragraph be deleted. After considerable discussion 
this recommendation was rejected._ Ho~-rever, subparagraph 
(i) uas deleted in its entirety. Subparagraph (ii) lias 
referred to the Audit members of the Sec ti.on XV Subcom
mittee for clarification, vdth the request that the 
revised language be presented for consideration at 
the next regular meeting (10 April 1956) 0 Final 
decision will be made on this paragraph after 
revised (ii) is reviewed. 

Page ~~-~~*eA'"'"' =~-:--~9~~- ~.s:.~ ..r--:--~~-~~ c--- .. :.-- !--,-~ ... - ~ ~ -...J- ._, ..... ·-""!·- -=- -- •1 .~·-· --'-·· _ ... - ......... 
~.:~~ .. ::.:.:,~-·~;~·· • .; ·.~·.::.:.! 3-C.:'.~.-:~-~·r-: t:: .. : ~r..t.t.-- .r~>-j.: -····-:·-;· .· :: 

Page 6~ Afurnrved, ~resent~ ~peragra~-.(4Y aid -(e) ot 
15-204o2o 

Page ?a 15-204o2 (!) (2) (i) (ii) (iii)o These subparagraphs 
were re~~sed to read as follows: 

11 (i) is computed upon the property cost basis 
used by the contractor for Federal income tax 
purposes (See Section 167 of the Internal Revenue 
Code of 1954); or 

(ii)_in the case of nonprofit or tax exempt 
organizations, upon a cost basis which could 
have been used qy the contractor for Federal 
income tax purposes had such organizations · 
been subject to the pczyment of income taxes, and 

(iii) is computed by the consistent application 
to the assets conterned of aQY generally accepted 
accounting method, including those recognized by 
Section 167· of the Internal Revenue Code of 1954. 
In no event, hmrever, shall a greater amount for 
depreciation be allO't-red than is autho:::-ized by the 
Internal. Revenue Codeo 11 

The Navy member objected to the addition of the 
underscored language pending further studyo 

As revised, this paragraph -vras referred to the Editing 
Subcamnittee for editing, with the request that the 
edited paragraph be presented for consideration by 
the next regular meeting (10 April 1956). 

Page B. Approved. 

Page 90 

Page 10. 

Page ll. 

\~as a~)proved, subject. to further editing of the last 
sentence of paragraph l5-204o2 (j) (1), tmich was 
ref erred to the Editing Sub com.u t tee Hi th the request 
that the edited language be presented by the next 
regular meeting (10 April 1956 )o 

Approved, subject to ·the deletion of a comna in 
15-204.2 (k) (l) (2). 

15-204.2 (n) (1) • This subparagraph Has modified to 
· add the following uords in parentheses: 

"(for correction or defective woik see the 
clause of the contract relating to 'Inspection 
and Correction of Defective Vlork 1 )." APR 6 195~ 



FLiting 
R _vision ot Section TV 1 

C~ntract Cost Principles ~M'~ ·~ 1 l95G 

The members were advised 
a report on this pro'.)leD\ 
"1ould be presente~ by \ 
14 Februar.r ~956~ 

~ 
C r!" 44 -Revision :o£ Section. xV - .. Contract Cos~ Prin:i es~·. ·.A r~~~ri·. 

e as~·?,_ . . ·-.· . ubcommittee· poin~. up ce_rta;Ln ·areas_·requl.r1 
"' the ?naJ.r~ ~ tile.~~. · -was ·.iiote_d· ti.nd 1\lrt~r- ~oneideration deferr 

. es?iu~~ ~~Q~!~: J!di~terl!a :the Edi~ $ubcOIII!llittee ~ms request . 
un~ ·t·· · "th. the Section XV s. ubco. mniittee in an e!I:~r~-to resolve. as~.:...~.:.·. j to ~e ... '~ . · . · · · · · . . · -~ · .. ,_ · · · p11 hments ·at- the · 6 4·~eh 
t areas a.a possible and to report. ~11:- ~1:1~ &.C?0~ s . , . · .· . . . . . ... · ._ · · 

6 . ti ~ED r: . ~-. ~.: i- c~ . ... . . ·. . . . ... · -. l ~e l'lgG • C (.· L .. :~---· . . ·:. · .. __ _ ~--
- ._ __..;_ •.• __.s, __ • ·-- ... . ... ·-- ·- .. • - "' 

l~-~ Case ~3··44 - Revision of Secti~XV- Contr~.ct Cost Principles~ The 
C.i1aL:man advised the members that the Ed.i ting Su0cornrnittee ·t-ras still studyi~~g 
t.the pro~lez11 which had. arisen with respect to "Pension ?lans" and that it uas 
contemplated a repo~t would be presented in the near futureo ~ihen the repo~t 
is received the members t-Jill be contacted to determine the need or a special 
m~ting to consider the problemo ~~- ·:_;: ;_:. 1::;~<:: 

11. Case 53-44 - Revisiorr of Section XV - Part 2. The Chairman of 
the Editing Subconmittee advised the members of the progress to date 
t'f the joint efforts of the Editing Subcor.u;Ut tee and the Section XV 
~Dubcor:utittee in completing the ·editing of Part 2 of Section X. In 
-.6·iew of the Comrrd. tte~ r s action .it was deternuned that no special 
2ceting would b6 held Friday,23 March 1956, to consider this problem 
but that the report, if available, would be considered at the next 
r1;;ule.r !:leeting. ft.~,;:: 2 0 1956 

1 
) The ~'lrny mG.T.ber expressed an inability to ascertain what the 

phrc. se 11 Comncrcial Type Accounting S;,rstems '' enconpas sed. In this 
cJnnecti')n he wished it made a matter of record that if the section 
is to b~ !':l€.·3.ningful a definition of this phra.se should be included. 

13. c~·.sc ~3-44 - Revision of Section rJ, Pc.rt 2. The Ch~irm~n of th8 E~i tine 
s,.-._bco!'l.--ni ttee advis0d the.t revis8d copies of this pr.rt jointly being- cons ~de red \ 
by tfi8 S0ction XV SubcommittGe ~nd the EditinG Subco~~ittG8 would be ~v~1l~~le 
l?y F1·idc.v, )0 i1~.rch 1956. In this connection, the Chc-.irmcm ·express a~ Q de;s1re ~ 
th~t tl1c" r6vised report could be consid0red at the next regular mcetl.nt: to be 
held 3 Lpril 1956. 

Th,:; Chc?.irme..n further advised the members that instruct_ions to t~e Stef~ with . _ 
respect ·to the .. three ·usu.eS: abveti.ng .. : :;:.; ;: .::.-2:-:I? !' ..... - · .. -' ~-:··.: .. _. - ·: · r-.: 

~ ;-:~::~. ·. . -~ .... ~ .... : ·: : .. ~··~ - ~-~·: .. : .:.~ '; _,. .. 7' '} - : ·.4'"~.::.~ ,, : .:. . ...J ·-· ~ .:; •• - ·: ~~.! 
- - . ·- · Profit ShCJ.rinG, -

Cont~ibution and Donation, and 
GenGrcl. Resc.-e.rch 

MAR f) 7 ~: ~: '_. ~-~ 
~-:cr(; to be c.ccorded thE; s2me tre2.tmcnt noH provid~d in the ~~;~nt. Section XV. 

I 



1• Case 53-44 - Re_vision ot Pe.rt 2~ Section X"l._ A ~tarr proposa~-.-P~~sen1.oJ.Uc, 

1 
revision of p&r13.( )h 15-204.15, liisura.noe and Ind~· .".if.ioa.ti.~n, ·.was OQn• 

idered~ approve a 8.l ~er minor modification fUld refer. ..: to .. the idl. ting· Sub-
oommi ttee as sho"Wn bet~s . . . . . . . 

, 
\ 
: 

"15-204o 15 rnsURA!~CE A}~D INDEl-.ll~IFICAT!ON. 
··' 

.a. Inoluded undsr this item are .-·(1) those ·types ·ot 1.;1-
suranee which the·eontraetor is required to oe.rry und~r the terms of the 
contract. or by specific instruction of the oontraotin&: officer· or his 1 
authorized represent~tive (see ASPR 10.501 tor kinds of insurance ordi- . 
narily required), · (.2.) er:y other insurance for -v;hioh the oontre.otor . · 
se~ks reimbursement .. ~der. ·the contract. and (3) liabilities to third 
persons ·not compensated b'y_ insurance or otherwise. ·· 

b. The contractor shall be re~bursed tor (l) insUrance 
required to be submitte-d for. approval or required to be procured e.:nd 
maintained· pursuant to ASP~ .,~203 •. 22. and (2) other -insurance· maintained 
b/ the contractor in connection vrith the perfor-1n&nCe Of this ·Contract 
if the t:J~pe~ and extent of covere.:;e are in accord with sound business 
practice a!ld the rt.tes ar..e reasonable un'der the o~rcumstelioe·s ~··subject 

· to the following limitations or restrictions & 

(i) Costs allowed for use and occupancy insurance 
Will ·'be limited sc as to exclude covera.ge_..pt profit, 
inte·rest, tederal inco~ taxes. anci.·any o~er items· 
of ex:pense unallowe.ble- \meier .. this part •. . ,. . . ·. 

· ... (i'i) ·Casts or .insurance ·or any ·reserve covering ths 
risk of loss of· or. damage to GOvermnent-ov~e.d .property· 
are not allowable' eX:ceot to- the G.;cten.t -that· .the .GOvern-

·lnent may have· .approved .. ~r ~equired suoh. insurance' or . 
reserve. 

(111)' ·Cost ot a reeerv• tor a n-lt lnauranoe -program· 
'are .. alloWable -~prOVided the pr'ogranf'hai. _been api>roved ._by. . . .. ~ 
the Military De_pa.rtment et1mo~ed~. _. ... :· .. · · · ~- .. ~. · · 

1 

l 
... :. 

(iv). Cost.s ot .. ,_:insuran_g_t3 ':o~~·'bhe···live·a of.·ot.fl~ers, 
pa.rt~~r·.' .or.~·~ropr.~et.()rs~,~ ar·e'''not. allowabl~: excep't(. • ... 
. wliere sucn··.~~sura.'l~;: i·a·. pe.rt of_ an f!'mployee plan _whioh . . .·.]:. 
is· not, undul~r .. t.~~tr~Qted~~~ · · · 

' • '.'I ... • :. • ' 

c. The o~1ig~tf~~--~~f-· the .Go,;er~ent~ ·to indemnity the.' · . 
contrao:t~r will be. allOiRabl_~·:only to ~e extent' expr.essly pr~vided for 
in -tl;le con.tr~ct .. (FQr· ~xample,~.-s~e ASFR·-·7~·203.22). Except··_as other.vise. ·. 
expressly._provided ~ the qollt~.fl\.ot, actual· losses not reimbursed by 
insu::~n;ee .·(through an .. a.ppr.o~d se-lt ··ins~anoe ··'P~.ogram or·· otherwise), 
are not .allowable." ·' .. . . · · · ·.- . · . ·· .. 

- .. .. . . . . 

In further considering parairaph·is;2~4.34(b)(i) tb~.Cemmlttee.qtiestio~ed 
the advisability of' providing £or, an allocation or· c'ost to all ge~eral re
search wo·rk of . the contractor u. -the ·concept or. proviqing tor an allowance 
o~th.e cost is spe9if'ically "covere.d in the· contract. The Committee .. ~~ter• . 
m e:i that as long as this conoept is retain~.d ~o provision. for -an a.llo-
c . ion was required. ·Accordingly, ~bparagrapn (AJ, reading as follows, 
WB! de 1 e ted: _ · . . · · . · · ·· · . . . , : .. . . .. . . ·.. · 

• ,·;., • I 

"~;.J,· ~e ~laa H~e;oJ; s;..,.a:a ~~~~ ai:Q allgw~d, 4;key wi~• ·. ~~ 
e~~t~a~•y-a~~.e~~ea •e ~~_w•~~ e~ •ke ~~·&~~~~ ~tkeP 
oi~ . ·~~ ''£R@.&p$aei&:tt• ~Mii&~ art4 "!N.f!te-8 PHf>tl·e~-." 

.. 

i 
"1. 

Yli th this actio~ corrected copies of Part 2 ot Section 'AV wei-e. distributed J 
t he legal members ·for their respeo~ive members ot. the Editing Suboomn~ittee. ' 
i rder that editing of tne draft could be undertaken·. '!'he Editing Sub-
c ittee was requested to provide a report for oonsidere:t!iori by 1.3 Janu~y 
1956. ni='r: 1 :. ~~~5 . . . · · · · · 
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ft 
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. : .. i-5-204-~t:"'..l .. Th~ ·a~th~ "~~!~~~~;:·~~~~V1t~ea.:t~ re.ad: ~ 
.. . . . . . . . . . .. .. . . .... . . . - ... :.· .. ·.· .... ·. . 

. •:. . .. · •' , . :·.: · ........ ~.:· ~··.·=· ~ .... · .. ·.~;.::·:.:: .. ·~....-,.-;-,~·: .-: :·--: .· .. ·· ... _: :···; . . 

L 

:: , -~ .. "It a. Q.ontr·~Q_tor .. ~~s. :~uli:.:~~ .. .-,~~ .. t~~~.iV:~~f: fe?r.·Go~.r~ent 
... eont.ra~ts, an, ·~P.Pt:"~pr~a~_e .~o.o .. ~~r!\_q;~~ .1~r9vi~:ton ·ma.y be used . 
· , . to ~r~ser:Ve. t~e · G:ove~iun~;nt ~:s .~i~~~:r~.~.~ by ·:P.rovid~ng .·tor 

ret~~~p~ctive aqcounting'''and. any 'necessary adjustment to the 
pen:sit>n p18l';.l cost .ino.\lrre4 '\W,der.the contract." 

... :_ .. . . . . . . . . ~ ... ·~. : ·.~·:: .·:·~.·:· .-~:. >.. :::;. ' ::· ~~- .. ·- ::·; . ·.~ .· . :· 
1~i th this modif'ic.ati9ri, tne p~r~gtaph,: ~s. O.pp~~~ec;: ... 

• • • • • • • •• : 0 ' • ·~ • • •• • • .. • • • • ; : 

• ' o : ' \,I' • ; •' I• 1,. ,.,,: ~· :. •"' • ~~ ... • '" •• • -=::: :·· • ·,,. •' ', - • 

.. 'J-5~20~.~ .contr'ib~t-~ons ~d. QP~attons~~-.~ -~~piiu~. of· the Air Foro·e· 
minority ·posit ion i-vith respe'ot .. t9 · tlli~·: p_S.~agra.ph; ~hich was isolated 

l 
as an issue .at .the l~/~~/55 .mee_tiJ:lg· .• war·e di$tribut~'d -to the mem~ers· 
.r?.:~ p~~~~eri.t~-~i~ ~.~ · the.··~~~~f~~l: .:~~~n~~.t_ar& .. ~~::~d,;~.~e ~s·sistant. Secre-~ 
tt1-ry 01'_ Defens~ .. ~S&:b). a, .. ~ ·i&Sll&e--··-· .· . . · · . · ·. . · 

.. :·.· .. :_-. . .. : . : .... ~-. ·.· .· ... ,::·.:.~·. : . .-;·:.: ...... ~'·.>·: .···.·· ... -... ·. . . ' 
·As modif ie.d· b"i the . ASPR C~ tte·e· :the~· Subc·olliltd t~e report was referred 

·.to the· ~dit_itlg Su'?o~~~i ~~ee .for.'. i ..•• di.ti~~.~~'.·~··~·:~~. ::~~.:t~ng · Sub.coinmi ttee was 
requested to prond~ a.. repor~ for e.onsl.deratl.o~-·by 10 January 1956. · Tc. 1 
fac'ilitate. ~di~ing. the S~a.rr·,w:~ll.·.'.P~~vfr\e -~~~~·:.me:~·~:e~-~ of .+.h~ Rrii+.i ng Gnb-
oomr·1i ttee with a olean draft or the r'ep'ort. · · · · · · C " ~co:.~ . . . ot. \) , ...... .., . 

2. Ca." 53-44 - Revision of Part 2, section XV.. In· approving the minutes . 
of th/12/6/55 ·meeting the Air Foroe requested that· the last sentence under \ 
paragraph 15-204.35,. Royalt~ea and Other Costs for Use of Patents. be revise 
to exprsss the ooncept in two ·sentence~ rather.than one. Accordingly, this 
sentenoe V{as rephrased as follows a · ·· ... ·. · 

/ 
''Charges for the use of patents • where the Government has 
a.lioense or the ri~lt to free use of the pate~t are un
allowable. Charges for the use -o.f Patent's where a patent 
h~s been ~djudicated to be invalid are unallowable unless 
othei"\"lise provided in the contract.," OEC.l ~; .,~~. 

( 
\ 

\ 
\ 

' ·-

\ 

.\ 

I 

j 



I 
The Subcommittee report ot 1 Hovember 1955 was further considered on 
a par ~aph basis, as followaa 

15-203·.3 presented ·by the Subccamittee was approved. A Stat£ pro
~osal to·re'rise this' paragraph -..a• rejected. 

\ 

I 

' 

15-204.15 - Insurance and Indemnification. A revised outline of 
this paragraph developed by the Arm, legal member. was distributed 
to the members~ Considerable discussion centered around the 
variance· in the la.ngua.ge of the first two sentences ot subpara
graph b~ and the language oontaineci in the clause, insurance -
liability to third personae The Committee requested the Subcom
mi tt~e C~.airman to redratt the e~tire paragraph to achieTe con
sistency and a oroaa-referenoe or··the clause and present same 
at the _next _meeting. · · · 

15-204.34b(il Copies of a revision to this paragraph starting 
vrith the third sentence, developed by the Air Force member, "vere 
distributed to the -members. The paragraph was then disouss~d 
at leng'tlb. As a compromise the Committee revised (i) under 
para~raph b to read as follows and tentatively approved the 
paragraph, subj~t to editing, the Na~ and Starr positions 
being reserveda 

"(i) General reaearoh is that tYPe of research which 
is directed towards increase of knowledge in science. It 
is research where the primary aim ot·the investigator is 
a fuller knowledge or understanding of the subject under 
study, rather than a practical application thereof. The 
cost of Independent General Reaea.roh (that which is not 
sponsored by a contract or grant or other arrangement) 

- shall be allowed to the extent specifically provided in 
the contract. · 

(A) T·o the extent such costs are alla;1ed, they 
will be equitably allocated to all work ot the contractor 
other than ita independent general and related research. 

(B) Generally, the oontract~r shall be required 
ta disclose to the Govenunent the purposes and results 

c~r·<~~ ... ~ 4 -~"--~~\~~--~ ~ ~;~~:~ 0 ~~n-:~··;"'':~··:·· 
.lt,.,._;-o•al;:-.-- ,.,~~ .~'",.,·:+u~v,~r 'TO ,"T:-~-··'3 # rlo~a ttBI.i o.., .c 

l 

• /. , 

-~· :~~ .~~ -.H"*·,-.. ~Ql~;u~.~~:.:;.~Wii4ati15~sha~l" ~.;~~n ,-;· 
1. -·· -rs~iiu ~ti--- =---- ~ ... 1 ,.l·ra.· ···..;1 .. :l · 
·, ~ · .• .. ...-:. r -I/~ .-~. ·~1'1'!'~~. . .. · .·.. .. .~OQO"Iq ~ 0 ..,. ·. •• ... · ~ -

... ···--·· -·~ ................. ···--·--·····-- .-..-
\ ··a~ Scope, •natur~ P.n.~ ~u~1itY::-ot th~ ·oontraotor•a··independent 
~ · · gen.e·r:~~:.re'S~~o~·ptoog!.~~···~ ··:_ .. _.:. ·. ···. ;··. .·. : 

· .. b. ~~-o~:P.ap"ility:of ~~e' co:tltrao·to~··i'Il the par.tlcular research 
·· fielde':-~ ·· ·. · · ~- ..... -.·~.:;_~.· ·. ·· · ··. ~·· .. :'. 

o. Benefits which may acQrue. t~ the 'Gd"vernment~· 
d. -~~~8.!"i~.9li. of. size. an~ 9._ost ~.f contraoto~ 1 s .. previous years' 

.: ___ . . . research ·p-rograms~ .. :· ::. ··~··.;; ·-~·· .. c· -~-·-··:: ._ ...... ; I 
· ·: · .·." 1,~~ :. ·. ·~e .. ·}~~P.q~tio#:· ~~· ·the1 'GO~':iimeli:b · ·bu-!ine .. s~:· ~· the contractor's 

, .. ··· ·· · · · tQt~~· ~~~\n~ss_~-~ .. :-~.···:~·-=~~:;;~,:: .~~.::~:-.:. ·.~::_:.:·r ·. · ·. . 
v . 

\ 
\ 

hi considering th~ par·agraph".tb~(C~mmit.tee ~l!io determined that the Govern-
ment's position versus .Industry's position with r~speot to general research 
shculd :be presented to 't;_he Material Se~retaries and the Assistant Secretary 
or ne·r:arise (S~Ll as ·'an· issuE( With. izl"d\?.stry·~··.·i: ·· ~~·.. · · 

· ·· ~s-2o4.3~tit} .. ~~~P<~c~~,:~:~·-::~~>··~.:~·:~:~~j~::7 .... · ·. ~ : · .. -:~ .. - .· ··. . · · ~~-
. . . . ·- . . . . .... ·. • ... ·. ; ' ~ .. ,., ... :' .. ' .· ·:. . : ... :. . ' ·, . .•.·· : .~ .. ·' . ' ;:: . 

·1~~204e;34~ ~ppf~y~.d, •. : ·; ·· ... : _.:.~ : ... :~·· ;: · ~· .. _:·~--~·,~ .:<<·;-\ .. · · .·: : ... , ,<":) · 
. . -~ 

15:2o4~2~~ .. · 1-h~· ~~~-~iid.:· ~~~t~no~· ·w~s,1 r~~·sed· ~to· i-ee.di · . . . . . . . . ... : :. ·-: ·.· .. : :· : . •, : :. ·. · .. : : ·· .. ;: ... : 

''S~ch _costs may include excess contributions t~ the extent s~ch 
-~ ~ontri'bu.tions are claiJZied. and allowed fo.r Fed$r.a.l Income Tax 

., 
I . 

_j 

. ·purposes in th$, :ourr~n~- ·t~~~e->'~eu'~n.· · ··:· · ' ~\) . . . . . . .. . . . ... c()" ~ • 
Vlith this D,lOdifi~·a_t.ion ··~a: ~·~g~·aph was·: apProved. ~~1~a~ J ' 
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1. a. ~::t ~ tl\e,"ll/22/S~.'In~~~:~~';f''~~~Jnci.~hed as 

" ) 

f ' . I 

1 
j 

Item 3. Case~,.s3:;h4:~:-ReVi~t:P~ -2;· S~c-t:io!{ft.'·· · =··'··~ ·· 

.. · ;· < ·; Paragi'aph 1~264~~4~ · · The ·pUag'raph \z~s "r~vi~ed .. tri···~~-ad: 

~~~.s ~t~ c?.rt.~-~s:~~t::~ ... ~~tim pa~~---·~f·.o~~rtime~·:. . . 
eJttra 'shift mult .- ···· ts :to ·*le~~: . 

~-n.d;.,,.::: either ~ir"'l , fi ·~ 'li:Pr;. • ~ 41 
ot woh v1- abolllt •.•• .an.~K:tUlel. .. ':"; •\1 
Whc 4ii--11hif&~.--an_~ . 1z1hd;1 · ... ~. I . .· · . . ~. - Gil ..... -~ 
ot overhead, ""suon premiuina shall not be included . . . 
therein. Cost""'f such premiums on dire.ct labor are 
allowable only· to the extent expres.slY, provided for 
in the contract or otherwise au~orized by the 
Government. Cost ot such premiums tor indirect labor 
is allowable without prior approval, it reasonable, · 
and the oost is allocated on a pro ~ata basis to com• 
mercial as ·well as Gonrnment work. See ASPR 12-102 
tor further intorma~ion concerning-the policy regarding 
such aut~orization. The amount ot such premium cost 
charged on Government contracts ahaifibe equitable in 
relation to the amount or auoh premium costs charged 
on non-Government work being oonour~ently performed 

r t 
1: 
I , 

_in the Contractor's plant. and the factors which neces-
sitate the incurrence ot the cost." ~ 

The minutes or the 11/29/55 meeting ~re approved with the tollav:i+: 
revisions a 

~ Item 2 - Case 53-44 - Revision of Part 2, Section XV. 

Paragraph l5-204.34b(i) was revised to read: 

"A proposed subparagraph c. presented by the Staff · 
was considered and rejected. ·In lieu ther.eot the 
Committee suggested the insertion of. the following 
first parenthetical expression in the third sentence 
of (i) which wOQld read as followas 

"The allocable portion of 75% (or .. such other 
percentage as may be agreed. upon and set forth 
in the contract schedule) of the allowable costs 
of a o·ontractor' a independent general rese~rch 
(that.which is not sponsored by a contract or 
grant or other arrang~ment) shall be allowed 
in all cost-type contracts under the following 
conditionst" 

However. the positions of the Departmental members 
with respect to this Qhange was reserved." DEC 6 1955 

I 



2~ Case 53-44 • • ision or Part 2~ ·Section x:v.. . .. ;ies ot a memorandum 
;rom the Suboommitt'ee Chairman pr.esenting r.evi' s·ions or paragraphs 15-204.251 

j.L5-204.29o, 15-204,34d and 15-204.35 were ·distributed to the members and ~ 

c_~ ~~JL~~-~ \lll!gJQMm~ .;.fltj_.,· . · 

' 15-!!~l.niHIPB!~~u~,._,,. ~tetxe e~~ ~: eic~·:~~';. ~~ 
,,, w"leOl1l t!l~o£-s;tnoo e!i:t ~ hes.t"SO~U.8 ea~eli:o -res _v .. s:~tl· . . s.:, 

i 

· %-to4.25 PATIDJT E!PENSE~. ·This item relates to such expenses 
as costs.leading to the issuance ·of patents; eo~ts required to 
search the art ~d oosts necessary to·camply With ~n~ention 
disclosure provisions of the oontraot. The costs of searching 
the art in order to make invention disclosures, end of preparing 
disclosures and other reports, as required by the 'contract are 
allowable. The costs of preparing as·signment and other papers 
in connection with the filing or a pate~t .application by the. 
Government and' any .. 9~~r·_;~'Uc-h.' c'os'ts .:are'. allowable' upon the 

I 
.. :w:~t~en authorfz~t_i.QP..~~o~ the.: contracting officer. The cost 

' .. : ;·or research:, and' ·de.velQJ>ment ·work is treated in 15-204.34 • 
. · : ·; .. , · · · (Se~·-.a.lso~petagr,ph .. 15 ... 204 •. 35)•" _ -~ .. · · 

· : As retis~~ ;-th~ ~agr~;~·~~~· ~pr~Ted, subject to e~i ting. 

l 

: •• • . , . • • • .'. ~" • ,: : ~ • • • ~ • r • • • • • • 

l5-204.29o .rea.di~g JS, ~o~~~ws·~.was ·a.pprowd:. '·· 
. '':.: . : ". ·:. :·.' .. ' '·':- . . :· '•·. ·, : \ ·,.' . '' •, . i ' ·.· ~· .. .. . . . " 

·n15-204.29 PROFESSIONAL SERVICES - LEGAL, ACCOUNTING~ ElrGINEERD~G 
AND OTHER .· \ ..... ~.···. ·.'·. · .. ~~ .. '' 

:~ :~ ·• :.-··: ... :. . ''' . ! .. ·····' ' .. ' . ~ :. :.:. ' 

o. ·· The ·oost~·· ~r :·1:~ g.al, ·accounting· and consulting services 
and related exp.ens.e~ ,iAQ:urre.d in oonne·otion with organization and 
reorga.niza~j.'On~·. de~~n-s:e·~ of .. anti-trust suits, and the pro,seouti on 
of ola:ims'- again.s.~ .~h~; ~vernment are Unallowable.. .The costs of 
legal'. aoeoimtiD:t .. and .... c.e:nsul ting services and related expenses 
incurred i~ o.o~ectlq~.·.wi.th patent i.nfringement. litigation a:re 
unallowable ·unles( .b~P,erwise provided in the contract." . . . ·•' . 

. ' • ,o, I ~ 

15-204. 34d reading_· a); ·-'~.Q~l()W$.-. was -approved: 
. ·.-~·; .. · ....... ;.:_.~ ::'. :...... ·. ~-

"15-204.34 RESEARCH k.JD .. DEVELOPf.'JEUT .. 
. . '\ . ~ · .. :~. ''. • .• · ··• :. J. ·... . ' 

:. d.- -Rese#9n.'~-~d .. ~\'eloprilent: costs: .(illcluding amounts 
:eapita.li·zed}, ·regar'dl~SS· of -the' nature, which were incurred 
·in aoqounting ·per~~ .. ·prior .to ·the award ·or a particular 
military oontrac~_, . .>w~lJ no-t be alloo~ted to that e.ontract . " 
unless allowab~e .. ~.s _: .P~e::o~t;ttraot costs (Paragraph 15-204.28) • 

15-204.35 reading as follows was_approved: 
. .... . 

; 

J 

J 

~ 

.) 
'l'his item coVers. ~ci~nt~. ~~~~,·:n. p~~~·~e for the right to use ~ 
patent~ or· i.bvet;r~.~oz;ts •· · Whe .. :re~ the~ ·Us'e of such a patent or ~ }·~ 
invention··1s necea~a.ry .. for· the proper· performA:nce or :the con-
tract and where· ~.·G9-~~t'. db.es· ·not. 8-lready have·· a license . 

. i .• 

···~ 

' l 

. or ._o~r· richt ·to·~·.~;·~ ~rpat.n-t·or···lnnntion, the roya.ltiea. 
-ilmortiaa~ion ot .... oo•" o( :JIUI'dbtt..-.·cfr:,..tenta or other purohas•d 
patelt't ripte app11oable 'to ooatl"ut fi'04fllo tta or prooeaaea are 

.. all ... bt. to 1ibe ··xtq~·£J·······~etl.U'wbi~·~ .. .:;! _:. 
the contract ·or otherwise authorized by the contracting officer. ' 
Charges for the· use ot ·patents, where the.Government has a 

"f.. 

lioense or the right ·to tree use ot 'the' 'patent, or a patent J 
has been adjudicated tc be invalid, are unallowable .unless . n 
otherwise provided ·in the .oontr.aot." . C.o·...,-rv t't i:.XT "JA<r r 



:r . . .. . . . . . ... 

i
; 2. ?ase S>-44 ~ RevisiPn ot Part 2,:Sectfon xv. The Cemmittee e'lnsidered 

cel't&in ~ts in the SUbcni11111.t'£Jee·~dr81't that ~ actS.cn subsequen'• tf, 
that taken lt: the. efaittee in its ll/22/$ mee~. ~Se pc1zxts Cf'Vel',~ · 

the toll~ 8\lbp.a,ragr_~e• .· . · • 

i . .I 

lS-~;.s .. 'rae paragraph was· :revis~. ~ approved to read as toll. . . . . . ... 
. . . owaa .. . . . ·: .. :·.-· .. . 

~'!be ba~ period· for· .aP.~atien or indirect 
expenses ehould·be ·representative f'lf the 
period·~ eontJtact ·per;t:~e and shO\lld be ~ 
IIUtr!-.cierit.q l.ong .tc· avoid 1llequit1es in the . 
all.ocatt·Oz1· of' costs, J;Jilt .in n, event lo~er 
than th~ o.o~traot~•s.fi~~··Je&r•" 

).S.204.8- '1ll8 ~:~~~~~ -.~e;·ad~~ ·~a~···t~ Air Forctt 
; . . · ~.. ~Si,tion. tQr.::Presentaticm to.~-~ Matefial Secretaries 

en thic prJbl.em .w~d ·be presented 'll.l.tN.n one week. 
.. . \ .. , ... 

IS-20~'2S •··.· . ,·;;~ .. ,. .. · .. ···.: . 
1S-204.~d ..... . . . . . . . ' .. : . . . ·. ,. 
lS~4.3S -A asor~. r~ th4i Patents.·&ibcQIIID.ditee setting 

. ~~-·the· viewe .... ot tbe ·p~tent:s .. Subeomm:tttee with 
.· l!'eapeet ·t. ·thea.e .~ra:Pha ·vas cti.atrl.Jl~~ed te the 
·meJib.era. After .a br.Let c:11scuss:ton. :the·. problem 
was 'retu~d ~ 1he.·kcti0ri 'XV· Suba~ ttee f•r : : · 
~ther .con$i~h.tion.'ill: ~anj:~cttmf Wi~ the ·: ··: .. ·· 
Patents rePresent.ati ves· ·or. the .. tb.ree Departments~ 
'lbe Secti.o1i IV &uQeo~ttee -~Wa.a·. requested tn 
provide an iilt-et;im roPatt~.af tbe·,Jl~Bxt .~~~eet.i.ng 
and a t'1.nal. ·.repQr..-t -t;v-, l~3 ~ . .:-~uit,~r ·:l9SS• . 

• ' 0 ' : •• 0 ', M: '. • ... 0 '! .~: .• ,~. •,:.· 0 ~--.-·. o ···.:: .: .~ .. 0 0 'o o o 

l5-2Q4.))b ~ ·Twe. altemativ~"pr;QPOsals:. t((~arilgrli.Ph b.· c£ 
this . ~bparagr&Ph.'"" ~.$i.ributed bJ the Nav,y. 

· · -~f · member. Afte:t ·iti.acussion the .~eam:tttee· "ad•pted · . 

. l.1 ;'~; r1_.~ -~~-sCt ~}'~-If~~-::~~-·w.~.il ~-~!~~.· .~.·:':~. ~-··f.· ... ::_:·~· .. 
. · · .,..·~•--+-tt~V: .r-.~~crt..·.'li!<.,:t dd,J., · .. ~ .... ~-... .._ 

· ahle~ ..,, •c-c1• '.;:pactdlt•~r ~.~"'::-<: 
otDaNi• 111 tlae ocmtrMlt_, rezr~e specified 
1n sale and .lene--,lt ~10Eillldl:f6 .. um.er (~) 
abcve are allo'\mble only to the exter·.t that 
such renta1 t1 do nQt axe sAd no:-.-r.vll co:;ta5 
(~ch as depr~Jcia1J.11n1 tc::x.es, insurv,ct; and 
ma!.n~enanc(\ expense3) t;.:>r.::te by the l~ssor 
whic~.,. would have been incurred. bad ·the 
contractor retained legal ti tJ.e ~o the 
tacil.i tie so;," 

l$-204Q34b(1) .;. A prr:.p.,sed s-.lhparagraph (c) px-esented by t£e 
Stt.f:f was '"!CJnsi~.ared &n:d :-ej..:cted0 In 11.~'.4. . 
tbere,r t.Ae C~ttee i!~.dert9d the f'ollcnt"~"Jg 

· f'irs+, pm·ent.hetical· expressi.on in the third 
sentence ri (i), which reads as. fellows~ · · 

•'lhe a.i.l.t.oabl3 portion or iS% (f"r such 
ot~r p0rc~.T.'.t.a.ge a& mt:J be agr~ed Upt\7l 
and set f~~th in ~a contract· ~cheduls) 

. or .. the allowa'bl.e· c.csts "Of a cohtract..4-'r !s 
indepencieUt ge:.1eral research (that wh.l~h 

·is not sponsored b7 a contract or grant 
or other arrangement) shall be allowed 
in all. cost-tQ'pe ccntracts under the . 
f:,llcnd..ng c·onditions :" 

l$-204.lSf - the Commi~tee determined to plar::e a pP.riod .after· 
the _w:>rc'.t =-allc-wable,' deleting the woi"Clu •u;J~.ess 
approved b7 ~.e Depar,.nt canc~rned,pl'f sllbj~ct 
to editing~ The Ansrr leg~ member -t:a:! r.aqu.t:cted 
to present reVised phraseolog)" for ·thia paragraph 
f' • for oonsideratien at the next meeting. 

l$-203o3 .. Consideration of this paragraph was deferred untU the 
mxt meeting in orcier that the reaction of tbe Small 
Business interests could be obtained. NOV ~ · 9 -,~:: r 

·' • 

r 



. ' 
~. 'l'he 111im1~s of the ~ NC>velber 19$$ meet1.12g. . were a. ppr. (lftd 'Wi. th the \. 

Jtollovi.rlg aodi.t.lca.ti.onsa 

Item 3• Case S3-l44 -Revision of Part 2, Section IV. 'lhe first 

- Ji· sentence vaa revised t4..' reaaa :.....;,.. . 
atn censide~ the SubC("'JIII11ttee. report ef 1 November 19.55, 
and the w.adated Ar!f' Audit .Agemr report, the suggestion of 
the Chairman t,c\. consider tho repert .n a paragraph basis 

--..... '-. - ~· "' edl'" f.=:' . ..... '• tt .._·~"how - .t'b'Ib .. t-.iQ90!"' .. - ~~ ... 
!i ~ · ._ tdl.Gid.ll& ,_fCIIN!ha~ ....... pre.-t.ed "7 tbe hbe....S.\~•a 
!! ' -- -~201:l.C0" 7 ~~-71" \ 

\ 

f J.S-202.2 
~ 15~2~.3. 

lS-203 
1$-203.1 

Subparagraph l$-204.6. The first sentence wa8 ·revised t, reads 

•'nle Air Force member stated that the problem ~ be 
particularly dif -icult in eases involving industries 
ir:\ .. Cil.ved primarU7 in defense work, such as the aircraft 
1ndusti7o In those cases, contributions and donations, . \ 
fAr all praetical. purposes 'Will be ~ b7 the Governnent 
and not by the contractft" 1 t~ such. beneficiaries and 1l'l 
such amounts as is determined bj the contrac1.nr, · Therefore, 
the Air Foree position is for contsmdng the 'disall~wanc~ 
as in the present AS..T.fl." · · · 

Subparagraph l$-~a4.lS. The quoted addi ti.on to subparagraph : 
"a" was reVised .tn reads · 

·~H_~atic~. of the Gm~.:":nment to indemnifr the 
~~.:~ wi.:U. be allowable nnq t~ the extent 
exp:res5J~· pro,:"ided for in the ct~ntract (for example, .. 
see A5f.R 7-203o22).a 

Subparagraph l$-204,1.8, A parenthetical expl"esston was added at 
the end ot ·Ule first sen-c.enee,- as · 
follows: 

• (i.nclud.ing the .contractor 1 s cnntributed pnrtinn 
under cost-ana~ _R&D centracta)." 

With this addition. the Dlinutes were revised w. reads 

"'lhe Ccmmrittee adopted the Sllbcmmnittee position !!. 
cJ.s.rif1ed that the pnrtion nf cnst-participation 
cont.racts not reimbursed bf the Government· under that 
eontract not be allowed as a cost on other cnntraets.11 

1S-~.26d.. The penultimate word in the quotes was revised to 
read arevers1. onary • a 

lS~204~28 - The secr~d aentenc~ of the paragraph on precontract 
costs vas revised to place a perif'd after the word 
•oontract8 alld to delete the words 11 and· ~be 
lim1ted. t., a period ~t tlluA as well. as tA the type 
alld amount of such c NSts. n 



( 

.. 
I 

I 

f 

lS-204.27 - .'!he q~ t~ ·acce.pted the dratt as. wr.i. tten.··· ' ··. · · 

lS~;o~~~e-~~·~· c~i~~,-~~~~ ~ ~att .. ..;. ~tte~~ • 
. ·:-::• ...... : :. :~. ·. ;·:. __ ~: ·, .... - -~: ·: :·. ·_:_.. ··< ··, .. :i /' .•... . •. '... . 

lS-~~2~-:·.;·~--Wi.t.h .r~.~t ·to 'eubparsgr. nc,n -~ _Co~ttee 
..... · ~--' ..... : ·· .·::. ~ap~e4·· ·~e .. -posi ti.on- ·of:· -the ._Subc smmi -etee that 
··:·.· -~~~-·- "·.": -:~h l~al-tees are .net al.loW&Ple .• _.: .... . .; 
fi··· .' ·-~/-_ •. :_·.~-- --~---.·.·;T:··!<.\ -.-~-.~~- ... ::_; · .. < · .: .... ;_ ·;.·.< ·. · .. ·. < · 

lS-20t"le3.(L.;.· ~; -Coapi~~ :·,.ci~p~.84, the· positi{'J~ of the>-~;· 
'·· ~- ,>;' .:~; '·Subcommfttee that au. ·pro!1 ts and losses on 

· !ii:sp~d.-"~'vo1··plant1~··equipJZ!8nt. or other · ::. ·· · · ... 
"·capital a·s'sets be aicl.uded ill ~mpu~ 

· ear1t.raat coat.s. 

' 
. i 
I 
' 

I 15 1"4 u. • ......__ ·Otddn_ ·eh1h.tv--i*"=~ ~.~.,~. · -~. l'iftds..tl~· ·· .:·_·· .. ~-~: 
.--~-.. a.o~.o~- • ..,._ · .. -• - .._..u~ . . • . • . r- . 

·:' ··: .. -4£: .• ,..,...,...W~'~---· ~- 0:· those 
· .. · ·· · · reponversiC>b>~eiise"&; which ··are all~ab~- ~ppe~s 

the best meth~ or. assuring.:tai~ treatment "f 
{ 

.. · .... th, ibterest·a· ··or ·t.he. .G~trm:zent and ·the Contractor. · 

lS-2C4o32···~· ~~: c-~~-t~~--~~e~·~ .~e :~aft -~s ~t~ with 
-:· :the· a)CCeption'-tbat.· the. iecond sentence ·was revised 

'· · · · ·to -read -as: f'('lllows•= · · · ·. · · 

II It fur-ther ine'iud~s: the.:·c~s_t~ ·'ot · operatillg 
. -·~ aptitude·am-eduoaticnal testi.ilg program, 

traTel. expenses of. ~loyees while engaged 
in recruiting persnnnel1 and travel expenses 
or applicants f'or:il)t~rviews ror·prnspective 
'Mftnl~nt·· ·-~:; . : ...... . 
~·~ """fl~ • • '• •. ·~ -~ :. 

1S-2d4.-33. ~ \iith respect to eubpu-agraph nb,". cons.ideration 
. . was g±ven ·to· ··the· change recOm.i'lezxied by the 

' · ~-·· Americm·· Institute ot· ·Ae.co~tantso- l~o Ruttenberg 
· · · ~ was -requeSted 'to draft .. Subfrti ~t~ .la.Dguage for 

. · . su.bmiss:l.~n tO ·tJie ·Ec:ti..t.iiii Subcn~JllJ4·ttee· 
·' . . ·.. . ·.·· ·. -· : 

lS-204.34 ·-. 'lhe~ _Committ~~ ·diSQu.elsed. ·at ·1~ih · tbe . Subcommittee 
apprf'ach "with respect tc general i'e·searcho '!here 

; ·· : . ·was general .. agreement in ·the fonmila approach set 
forth in the · ·ciratt but there was also a general 
feeling that a dnllar ceiling be ·ci~upled with such 

. _approach·.· Using tJ;U.s·as a basic e~ilcept, the Starr was 
.. ·.·:· ~eques~ed to· develap · i. propositi-on.:: 'for further con-

.. si~erati_~ . · ·· · · · · · 
· ... :. 

15-204.3S ·,.. ·.~ c-ttee .. a:ioptea the· ·posi_ti(\n· :or the Subcom
mittee that:p8¥1Jients f)f royaltiea to contractors 

. ®ouJ.c;i pe 'cirtUiase'ribed by,: cohtraet provi.sinli or . 
otherwise authorized by the ·tontracti!lg Off~cerQ·_ 

lS-204~36 • 'l'he questi~ W&s pre.serited as. tO --wh~'ther. at 'le.ast· tbe· :. 
protection afforded the Government· 1.11 ·proposed ASFR· . 

' j; 

J 

l 

I 

. ~$~202al· shw.ld .. !lot be 'provid~ · Howev~r,. i~ ·~pp~: 
'that t;he pretec;~$~ SQUc,ht: ~6uld ·:be ··r~~t.fl(l t~o th_e_ f:; 

1 .. ~lnspec~~ .df stlPPUes am Correotion -~ 'Dereetsn ~ 
. ·.CJ.au~.e .,(ASift 7-203o"Sc)p_· The. Ar!IW. ·melnbe.t'·· ~commemed ~'.:r 

that the ~t'iz:8·· Su·bcoriun.i.ttee ~~ve ~onsi.de-~at.ion ... :' ·<··.: 
~o in~rtion of. th.e w~rd 11c.onsuzner•. 7-a:rt.~ •train:J.qlf . ~ · 
in-.~-~~88: .. ~~~-~~~~~--,~---:~~~~~-~--~fi use;•.- i~ 

lS-204.37 -The' C:~~toee·ac_~~P;t~.!'h.~·~ra~·~tt~~ c;~"'~( 



r 

[ 

[ 
j 

lS-204.22 ·-· '1'be cOJDmi.ttM ooz;c~red'· ~· t.he. ·rec~~datiC,n tn. 
'· .· ··include ~account~ts teea0 ··imme<U.ateq atter 

. : . . ;"at~twrQ&ye" reen ~ ·~e· .second ·sentence ~ the 
_ .· · · ::.-. paragraPh. ·: · · · · · . · · . ;~ 

lS-20~6.: ~ 'n!'e:.:~~ tte~ · ::&cc:~pt~ :the. ~ait as, ~t.ten~ 

,lS-20~24 ~·The COmMittee ~opted the sUbco~ttee: position 
. witlt· ·re spee~ · to ~dentif;ie1a ~em separa teJ.r cf 

l · ebi.tt premi•.~ .ove~o However., the · 

I 

\ 

.. paragraJ?h wa~ c~ed .. ~ read ·as ·.tollowst 
. • • • • ••. • . • ~ 1 • 

. ·. : •l$~20ho24 OVER'L'IMEf EX~~SHIFT Al'ID 
·, . Mii1ti:sH iT PR 15. 'Ibis item 

. C?il~ts. ct. ~e Pf.em:l.~ ,por~on .ot stra "P& 
:. aai: multi•shift .~tli' t~ empley,es•: ·Such 

premiuma. on ·direct lal:.rr mq be classified 
as either' direct oi· iridirect labor c~ste, 
but the amount ~ overtima . premium should be 

· eeparatel1' 1denti.f'1ed •.. ·~en direct labor ·· 
_cost 'is the ·b~ .for _dis~n.butl.-on of 'everhead1 
.,vert.:1.me preDiiums shall not be j.ncluded 
thereino Cost flt .such premiums Qn di~ec·t · 

. labor .are .allowable . C'nl7 to the extent 
exPres~ provid~d .for in. the contract 

. or· oth'erwise authorized by tbe Govermnen~ 
,Cost of. -~ _premiums .fer illdireet labor _ie · 
allowable without prior approval, i.t ·. · · 
_rea-se>n.al)l:e, Bnd the cost ..is a:Urcated ·on· 
·a pro rata 'ba$is. to cN!linercial as well as 
governmen~·worJco See ASFR ·12! 102 tr-r . ·. · 
fur:t.he"r' i:~{omation co¢;'e_nli.llg .. tbS'· policy 
regarding· such authorization. the .amount 

, .. 

:·· . . · 

• Of rovei-Ulne. ain shift premium CO!t charged Cn 
Goveument .oqnt,racts silall. be equi-table ·in · 
»e:t_a~io.n t.O :-the amrunt of· such premium costs 
charged en non-'love~~m~ent .. work being concurrently 

. performed in the contra.c;~or 's plant and the 
... ~*~1?1"! .. ~9l:L~gesa.i~te the incurrence o! the co·st.n 

15·204o26 ,.··~·;·p~t~4t·~cepted· the. ·cboaft· as ~ttEm 
. .. . . . . with the exception ~r the followillg. changes:. 

, ·.·.:. ·.;·. · ... ·~-:·iS~i04.2k ::: ~- :~~~ ~~-en~~e ~s re~·sed . ~ .. :. ..... 
tn read !asr:to1lowSI· · ~ · 

- -... · .. "Such . e~ts ·"'Uq. ·inclUde . excess cent.ribu tions 
· · mede ·in previi'!US . years ·:·to· ·th~ · extent such 

. ·.:,. .. Ot'ntributiMS. are· elaimecL. ·arid allowed fer 
..... · ..... ·::.: .. ~·~:~~-:'purpt\~ElS .in ·.tbe·. cur;<ent -taxable periC'Ido 

· ..... ··· ·.:_. 1S-2o4~26d - 'lhe ~xt ·~ ·1:b.e ·last:: -sentence 
was revised to read as ~~llow~: 

.... ·• :.. .. . • . :1 0 • • • • • • • • 

,· ·· .. ~ .. : ... :.-.lt;.a .eontractor.has but 01'J8 er. relativel,. 
.·.· t~ Gover.mDent contracts, ~:appropriate 

~ont_raQtual provitd.DD. JrJrT. be. used to· 
·.·· .· ... .,. 

~- p;r~~~rve 1:he GoverJlli8Jlt' s _in~rest ~ 
prov.iciil;! retrospective ace~ ~ 
re!'u!Xi .or .. ant necessarr credi tse1 . ·. :·. : 

·-~ ... ·. l5-2~26e·~. ~: subpUagraph·was revised t(.l 

1 

l 

· ·: · . read ·as. followsa · · ~ 

·'· · : ,, : ·~ .UowabilltT~~'~osts of~ sum <o"';~ j 
.. : ·'·' ~~~Stts. cf ~tiel ~r o.t lump sum cash ~ 

pqments 6r periodic cash payments made tc ~ 
pr~"'~vide pension bene.fi ts r cr retiring ~r . ' .. ";(, ~ 
~t1.red. .employee• other than-~inCurred ·. ·: ·'·.:~ ~ 

.. ~·· ~ · . : .... ·-~. · ~er ·~ppr.oved .. pension plans_ wUl· be:.· C.~ <ct i- -e «,. 
: ~ : ... :,. ... · .. : -~~j_e~t .. ,-tt,0 -v1sid~ti~n e-n- an indi ndual Q P" 
. . .. ·. . ~.. . . . Q~lle b"' . ..; ·. . . . ; . . 

' 



l+. C: se 53-lili - ;t=vision of Sec·ciol'l rl 1 AS :?B.. A report :r::..·o:-.1 the Section , 
tv S;.~.":Jco:.:;:·,u. t.:.:.ee, pres.;nun, a )::·oposeC. depreciation - cost ~•te:6.1>reta tion 
r..:·o: .. i:·~cl-..,_sion in Part 6 of Section ~:!V 1 Has co:.:cu:":."ed in in }l"inei~)le., t 

• s·~.·.")ject to ec'.iting. In ta.ld.r<: this action ~'-le raembers noteC: .:~l'll'e·~ areas " 

i ,. 

re .J.,_i:cinG .~~"t.her co:1Si:~_~::·atiol'U 

a. Effective date. 
be L·!clusion of the te::t of Section 167 of the Il1-'-:.er11al 

ReYenue Co~a oi 1954, and · 
c. Cmission o: any re::erenc2 to "true" de:;reciation .• 

~ 
I 

~e t'ooYe areas 't-lere re!erreC. to the E~.~itil1·; Subc:.or:1l;littes for coi1Si.·,e=r~.tion 
;Lr.. co:·.:.jlL~ction -::i th ec1i ti."'lg the )rO:r:>osel. Tne Staff volu::l'teered to de"'.telop r 
a c: .. css-::.."si'9l"':~ce to " .. c.:.r-.\e11 de_1reciation for cor:.side:i."ation · . .;y the. :3-:li tin.; \. 

·
1 s· . .-:bco:~: .. i·~tee., The ~ditin~ Su1:>eo::t.d.tte:- -:1as req".1ested to provide a report 

. ~0... ~"'o··.- ir\e ~"a t-i on ,"'V 29 lie: ... ch ., 0 5 ~ ., r, . i '• u r r:: - - "" ..... ...... - ..,.. ...,_, ·- .., .,•e !t~t· ... ; _. ... v-: 

r• CE.se 53-44 - Depreciation Cost Interpretation: to-r rh·cluii:i.On in - .: ~t· 
. · Pa1"'t 6, Section "1.~. ASFR. .A. re~t .fro_ln the Zdi ting 

0conmittee, presenting the subject inter-,l)retation, wa:s disc~s~ed at 
length. The :report was .retu::·ned ·for. reconsid~:r;oation. While the Cor.nnit ... e 
eli(~ not finally determille its posi tion1 the Edi t.ing ·subco."nr.littee .should 
redevelo::> the project alon~ the follovdn;; lines 1 .. 

a. Applica'cd.lity of the il'lterpretation. In the absence or a 
s?e cifie agreeznent the ir.terpreta tion · applies to a~l 
"open" contracts. . ·~ 

b. '!,;lith respect. to the assets L""l.vol\'.ed •.. ~n~er.take int~r-preta~ion1 
thinking in terms of the descriptu,-n· err the assetS'. 'eoYered, 

W utilizing therefore .the pro~sions of .the. _.statute. 

j Co11side7 again ·the desira"pil;i.ty_ o~ qu~ting. or Jlarap:U"~S:Lig such of 
Jtatute as 'Hl.ll render the depreciation cost irtterpretatl.on ge11erally 
n~r·e:;:·sta:1dable in itself'. . · ho.t-:. ~)' 13~£. 

\ 



·.;· 

... 

.~s-204"'38· .:. .. ~e .C:~.t.te,e ·accept-ed· ~the ·draft· as· writ,ten·. · .. · · . : ·. · 
.1 · ... : ... ·;::.with .the ... exception-tbat ·the Anq. ~er·recemmended 

· · ·that. the Fditi!lg :Subcemmittee consider rev1s:f.rig · 
the definition ·of 11 speeial toGJ.iDg"· ··to.· e~nf<'rm . 

. with. ~.a :t~· p~iePtt-q.: })sing ..pr~posec! ~.Dr.. the Sec:ti"n · .· : . 
. · ~r.r ... Subc~nani'ttee~ ·~ ··. · . . . · · · ~ · 

1S-2~o.39· -· Xhe Cornioit~~~ ... 4op.ted.-;.the. Ai·r. Fo~~e mi.noriv.. · · .. 
. · .: · .: :;_ · :. :pc)sition ·With ·.~e$l)eet. to .&Ubp~agra.th 15-204.,39&.(·)), · 
...... · ... '. ~:.m ~at or the ;SubcoMmittee ,;:n l$•2044t39b~ . . . 

•' ' • • o • •' • I • . · 
1S-204.,4c .·~,±he. Coznmit.te~· ad:Jpted · tbe Subc~mmitt_&e positicn .: . 
. . . . '• .: .. ~t.h. re speot .'to the'. Jion.i.~owab:i.~.i"tt. cr ':costs . . 

. · · .. tn¢del1t to . exhibi i1'>ns;.· .. · · · 
.~· ' . 

l$-204.41 .. ~· Th:e C.cmmitte~· ~c~~pted··.the draft as .wri'tte~ 
. . ; · .. : ·: . . ... - .. ·. . . . . . . . . . . . . .. · . . . ·. ·. .. . ,. . . . . . . 

·l$•204e42 -The Committee accepted the ~aft as lqitten·with .··.· . 
. _:·.the ~xepeti~n .. that the Arnv member requested that .... 

... .· the F.diting Subccmmittee co1;1sider that. line.· S ~t: ,.~:: :·: 
. · ~tbe seerixi paragraph~.be:·~irlsed. ~ readc -~. * ....... · · ~-:, 

pronded :the cen't.ractor . follows . a . conSistent ~/ 
prce.edure which provides !nr equitable result~ ... CV 
:it\ this. resj)ectatr · · ,~~l 

'\~.::' . 
. lS.-204~43·; ~- Th~ Cemtttee..·a.Ocepted ·f.be· -m-art :as. wr:itte~· · · · 
. . . . . . . ' .. . . . ~ ... 

f u••• 

·. With respect. io ~ third observatiGn set forth i!l the first page of the 

' I 

· St)bcoMmittee.· report1 the eenclusien was reached that Departmental imple
mEintillg. ~tructi"ns sheuld lollow within a re~sona.ble· time the pu,blishing 
o:f Part 2, Section. ~v. The .. Co11Unittee ·also de'term:Lned .that final considera- ' 

. tion. of ~~rt 2 would .be given at a sub sequent meeting; out as snon ae 
pr1s si~leo · . .. . · 

./ 
/ 



•';, 

-. 

... 

·'·· 

I 

6. Case ·s3-44- -~~nor S·~~ticm rr~ "!he meml-·· ., noted Copies or the J 
1 

CommentS received .t·rom· liidiiStii on the proposed re. -sion or the subject 
Section. ~e Committee .chairman requested the Departmental ~bers to impres 

· upon thefr respective SUbcommittee :~er~ ~ need _for expeditious completion 
or this project. JUL 2 6 lSSS . . --·------··. . . · . 

~ --· ·----- . . ... 

\ 

I 

I 

! 

I 
r 
; 



[ 

I 

I 

\ 

lS-204.10 - lhe ·c·o~tte~ aecep:~.-~.-:-~t · .. S:.S ... wi-it~~e~ 
• ••• •• • • : ~ • ~ • .. • • • ; ' : 0 • • • .. • • ~: •• • • •• ',.. • ••• •. -~ ._,. • • .. • • • ,. • • 

lS-204.11 .'The Cnmmittee adopted ~ subc~ttae· pod tl,,..n 
. ·that .. en'liertairlaent ~ense· Should no·t be allowed 
· ~ .. -.:aixl. -that :there ·was n~ :conruot .. b~tween:·tbis ·, 

paragraph and 1S~2o4~lb · ~ · ~s~.~o4~4oo· · · .. · 
l5-20l!.l2-l4·~·1be -~~ttee ac~epte~ tll~ ~~t.· as Written. 

lS-2o4.lS. ~ 111 accbrCiamc. with the point :expressed ,by the 
. :.Arrey" member,· the Commi~~e .detennined ~at 

subparagraph "an Should provide some ~overage 
with ··respect to indemilii'icati(Jno .... ·.I~' 'W8S d~cided 
. that. p"roposed subparagraph "s~ ~oUld be de1eted 
and that sucli ·COVerage, .revised t,·o ~ead &, fl')lJ.ows, 
~ould .~e inserteci ~t ~e .erJP. ·or ~~~·raph 11 anG 

. :: ... '.'."The ·cost· t{r ·ind~~.ricaU~n will. be allowable 
· :·.· · onl:Y' to the extent elq)ressl.Y, prcivide<i' for in 
..... the contract '(for· exampJ_~·, se~· A&ffi '?:~203.?.2). 11 

.... ·:.. . 

It .. was al.so cleterraine.d that ·~p~agr~ph ~e11 should 
be revised ·to·.read· as·t('llowa:·· ·_ .. : ....... . 

_i., . .~ . ' • _:. .•• '·.. . . .• . . 

11Co The ·costs of 'ins\irance .or ~ ~r~serve 
covering ·the riSk: of ·loss· nr damage . to 
·Gcver~~o~d pr.ciper~ .are ~ot· a+Iowable 
. except :tO. the extent tha~ ·.the ·uovernment 
mq have: apprr,ved. or" re.q~~d au:c~ insurance 
or~ reserve~" .· · : · ·., . . · . . . . 

1', •••• .' 

With these .changes, ana esPeti~ tnat -~oneerni:Jg 
' indemni:fic~~on) ·the· Edi ti.Dg_ Sub co-~ tee. &hould 

review· the paragraph· With ··respa~t tC' · e.ov~rage given 
the.se" cost elements• ·. .: . .. 

'· 

1$-204.16 - 'lhe~·.Ccmmittee adopted ihe Subcomrilittee p.oSi.ti.on 
· ... thr..t interest: be an unallt)Wable cos to · ·· .· 

lS-204.17 ~ ibe\;~t~~ accepted'~· ;a;t .&G .~tten~ . 
1S-204oie · ~ · ~ ._Commit~e~ · ad6~~d ~~- s~:~~~~ -~~~-~on 

. . . . . th~t the po-rtion·. of ·cos~artic1'9ation contracts 
· · · not rei.mb~rsed by the Government ~r that 

con~act not b"e. a.l.l:owed as a cust on other 
Cl)ntracteo. 

l$ .. 20l~o19 - '1'be c~naittoe ~oP:~ ·the· Subcommittee ·position 
that .any recogui ticn. cr cost (:1- defe!Ted "maintenance 

\ 

\ 
\ 

t 
1 
I 
l 

·· · ~ ·ea~~n~~1:~~:S~~~\N.!c:J.M~~r~~r. · 
•J&""-to. ·-. ... ~o . : nt.*welfF\Iit"-vilP M.i't·~ A~~t._ J . ~ . . . . ., . . 

1~-2oZ:~~i ::~~~f#~m;~ff.~;~tf;;;c~-,·~! ~-
. . that eash ~scounts n~t, be.-Qo.n$1.de%'ed- as··fina.ncial . 

·.·· · ·income~· _The.~ fp~c.e. ~er .. nthdrelr iifte .. Air· ~ ·. · ·' -~·:-
. . . For~e. minOti ty" po·~·~n.· "conc'eri;l.ng ~}:>paragraph -~ . . :-& "b._• . :W~.th ~spe~~ _tp -,~!f&g·r.aph •d,-• the·· : · ( · ~ 

. ·Committee concluQ.~ the subparagraph · should 

. consist, or·. onq ·the· fir•t .sen~n~e. as. set :forth 
~·~the drafto .Tbe CO.ttee also adnpted· the 

· • :~committee~ p_o_¢-t;i~n-~i.th r~~P'-C·~·~to t~ 
.. ·-p,on-sll.owa~ilitr of ·the cost ef · .. ¢~-.down· of 
inv~ntor:( ·val~eo· · . ··. · .. 
0 • • • • ' • ~ ~ 0 • • • • • ... ' 



i 

i • 

l$-20}eS -~~·.~~ C·t~e··.·~~o:·~~e4.1p ·the: Sul;>C~ttee. :.,.·· '. 
. . . :. . . . . . pQsi t~o~. that ... ~ere:~& no· ·1,i}ConSi.s.te.~ ~~--t,~een 

· : ·. ':···.:'~:".this ·_paragraph atid.':l$~~~~(b)e. -~~ p~flpaph._was, 
. . . · .. · .~.Q~e~e~; ·re~.se4 -tcrnad_ '"ti to~~we:s • ··~· _..::. :. ·.;·.: · 

~- ·· . .-: ·-~~~(~~e· period ·-ror;).Uoe~tion. ~t ;.ulc;iire~t 
. . . . ·. ~ensea lh~uld ':2!. representat:S ... ~:- ~r :~e .. 
. ·.· ... · .. · ... :period ot.contract .peri'.onq8.FCe.!!!!_ sh~uld: 

. . . . ·.-. 'be .. su.ffic'tentlt. l'ollg ·to .. aV..oid. uequitie! .· . 
. , · ... in' the· alloeattoi{O!··costse" .·· · · · 

.~ . . . . ' . . . : . . .. . . ' .. . t:: . : ' .. . , . ' ... 

1$~204 · - ~ CoJJmd.ttee aceept8d .ibe paragraph as· wri tt~no 

1$-204.1 ~ The C"'~tte~ ad~pte~ .the :-~~eo~t~e .po.~iti~n . 
·· · ·that the proposed instru.etions·w:Lt:ti ·respect tt'· ·'": .. · ·~. 

allowance ot cost's et adv4M.i'sing were·.zwt ~ 
restri~tive,; . ' · · :. . . . 

~ . . .' . ::. . . . . . ' . . . . . . ·.• . . . : ·. : . 

~S-204o2•S _• ~ c~tt~e accepted th~ arar~ ~~:~~~ten on 
' these p~e.graphs c . . - . · · .. 
~ . .. . ·:. . .. . . . . . . ' . . ... :. -::' 

lS.:.204o~ -· The· decision with .~'spect. tn. the DOD -posltion on 
profit .sh~ is _.expected within the _near .:f'u ture~ 

-: .. . ~· .. 

l$'-20~7-- 'lhe Comniittee accepted the clratt as.wn.:t.ten~· 
'I'.. • • , •. 

. . .. . . .. 
l$-204o8.- ~e Air F~rce member stated. that becaUse experience 

· · _ : · · had ·liem6nstrated ~ di.'fficul -ey- .·Qt ~·.Ct":~ntrollint; ; 
· 'these expenses. it was the· posi:t.ion. ot'· .the rlli F"rce 

. "that contributions .and 'donatiC:ms -nl')t' De aUowable 
. .. ·.·.· ; as coats. · ·The .A:b- ,Force ·.was :~ues~d ~·to present 

• : > its ·~vised. PQsition to \)~. uSEid :.in 'eonneet:l.-on 
with .the .presentatl.o~ 'ot . an .i tAm.: tor :decj.s1e>n b)" 

.- · · · :~e ~M&tenaJ.: secret&ri". arid :tbe A:ssistant ·.~. · 
·Secreta17 or D$fells.e (S&L).· ·: ·._ ... · · · · · · :~ , · 

. · .. ~; ~-. .. .. . :!. . . 

lS-~oW ·-·.With . respec~ to s~paragraPh, ."e.; a:·~~ :N~\7 ··~member 
· · ~ thdrew the Nav min<'ri t7.l>QJ~i 1-J.C>lle . .In the·· . 

.. 'diseui!i~cn.~ch ·ft\llc.~edl··,.the :cOlnmittee determined 
· th.at ~e · tollowinS sboulci .. be ).nse~ as the third 
een~~e-·in subparagr~ph "'e'1 s. · · · 

. ·.· ..... 

., ·~ 

· .. ··•The rei!M'.'N~ .Uixiepre~i·a·ted .amount Shall be 
· . ~nl.J'. ·fbe ·DQrmal d.eprec~atic)n remaiiling after ;;· 

the em_·of .the ~.t~: ~preciation' .Period and :::::· 
Shall n'Yt inclUde arv amo\int .. 6t unrecovered 
normal. t-r •true depreciation' .. ~owable. during <'> 
the 1ttrue depreciation' periodo11 . ~ ~ c;o -+-"' 

7he Fditirlg Subc~mmittee may improve upon the ~~ E 
verbiage ot the concept expressed in the inserti:>n. r;tt' 

J 

• 

I 
a' 

l 

l 



s. Case .SJ-41!.. Depreciation Cost :!nter?ret~.tio~ .. or Ir1clusion in · 

f §~ ~c'don f ~pP• tAbe· rept, .. ..,ifdromtJ.:tneon Ede~tingerred until/ 
.. Subcommittee "WaS 1:ir1e! discusse ur . r CDns era . • · 
i the mxt meeting to permit the EcJiting Subcommittee to consider anal terna.• 

ti.ve redraft o£ ~ra~ap~. ~~1, l-~ch is quo~d belowa 

1 

n 15-602.1 Applicabili t7 and Ef'f'ecti:ve Date. This cost 
interpretation ,artains to ..ASFR 15-204 (d) 1 ·15-205 (b) 
and l5-20S (o). It is effective ~d th respect to exis~ 
and futUre contractsJ provided that_, as regards exi.s'til:lg . ~ 
contracts this interpretation shall not be· applicable i.n . \~":> 
any ease where there is· an .. e::.press agreemen~ in wri tLng ~ •;:. · 
that a di.f.'f'erent interpretation shall be appll.cablee11 ~ 

-- ... ~~ -·· -·. * 

1 
I 

2. Case S>-44 - Depreciation Cost Intew;ta. tion tor Inclusion 
. . iii Part 61 section XV PR• 1 redraft or tlliS proposed 

p~graph 15-60. 2 •. 1., App;lioabilltt,. and Effective Date, was di.stribu. ted a 
t~ members • After ¢iscussion the redraft was slightq mod1!1ed and 
at>provede The Comnd ttee further modir.ted ·tne last· sentence o! paragrap . 
lS-602.2. Subject to these ·modii'icatiozm1 tlle Committee approved tlle C · t 
Interpretation for irinting. In taking this action the Committee concurred 
in the is suanee of a Press Release announcing the Cost Interpretation, by 
the S.taf£1 and in the Departments pr~ating tbe Interpretation w.L thin 
their Departments prior to its publication in the Regulation. The Inte~ 
preta tion, as approved, is quotA:d below a 

I 

I 

/ 
I 

•15-602 ~ Depreciation. 

~S-fo2el ... Applicability and Effective Date. This cost 
interpretation pertains tO ASPR 15=204(d)1 l$-20S(b) and 
l5-20S(o)e It is ·applicable t-r.Lth respect to .all·cost
reimbur&em! nt type contracts placed on and after l June 
19.$.$ and, also 1 to all existing ·cos~reimbursement type 
contracts not completed at that elate· except as to pre
determined overhead rates or fixed amounts of overhead 

1 

vlhi.ch have final:q' 'been agreed upcn for particular periods. 
However, the foregoing sentence does not supersede ~ express 
agreement in Writing that a di!:f'erent .1nterpreta ti.on shall be ·1 
app&able • · · \ 

:\ 

15-602~2 - Allowances for ~reci8t1.one Allowanees · for 
depreciation (other thiii iftr\ie dep~C!~tion") as provided 
in Sectlon 167 of the lhtemal Revenue Code· o! l9S41 sub-
ject ~ the ~tatlons set forth in paragraph l5-!02e31 
shall be acceptable for contract eosting purpeeee. · 
Allot-allCea tor "true depteci&tion,tt as that term is defined 
in DOD Instruction 4JD5.3k o:t l J\Lq' 19>41 shall be in 
ac cordanee l-tl. th said InS true tion1 aru:I shall. ee excltisi ve 
o~ ot~er metQods of. dep~qiation with. respect to tne assets 
involv e.d .in t.he ~ter.m:t.Da;~~n ot ... true de pre cia tion.11 

J5~.3 ... Interpretation.·. Depreciation computed in 
accordance .td th paragraPh J.S-602.2 above is allowable 

\ 

provided it.meets.the test:or reasonableness and &lloca-
bill.ty tO defenSe cOri~cts am ·other applieable proVisions . \ 
or this Section. Neeting these tests may depend 'lipon · . · · · · · · 
whether (1) the depreciatd.on allowance in' the particuia.r · · · 
.case is ·acceptab~. ror. ~ ~ses1 and (ii) the co~ting 
. of qeferi.se ·. contraqts •. is on a. basis Cortsis'tent w.L th the 
costing of thS .eontraetO~Is ·no~efense ~rk aDd.iS so 

· refiected.in . .i~ ·OO,ok$ .~·recOrds~• ·. · · 
· ·.. ·, · ;. -. · · · · MAY 1 0 :1955 



1 
I 

J 

l.2fn/'54 meeting were approved with 

First sentence. Prior to discuSsion ~f ·certain issues in -.~hich 
poei tions had been reserved.,. it ~zas. generally agreed tha~ the 
i'ollo~·ti.ng ~1ould be ~esentec~ to the Procurement Secre~r1es, as 
a group, for information an( resolution l1here awropnate: 

a. Hajor dii' ierences vd. th inp.:ustrr..~. ·. 

e. Those areas in t-:hich the Services are not in ac~ord. 

be 
0 •• 

' . - . 
• 0 

15-204.6 (e), (1') and (g). .· ... : ~ ·.~ .. ·· .· 
The Air Force nonacceptance. o.f ·the .. principle set· forth in t.hese sub- . 
para.graphs results in classi~'irig ~~s~~s. ~-.issue,. $The psue, ~rief).y. 
stated, ooing whether contractor. pa~flts pur~uant to: Prof1-t Sha.nng f 
and Stock Bonus Pla~ detennineC:"by profits ·are merely com)ensation ~ 
mea.sured by pro :Z1 ts and are al1ol'ra0le for ~inibursement1 or l-Jhetl1er 
payments pui~suant to such plans are distr~~tieiil of prol'i ts ani 

;: tEer8fore are not re:Labursa'.Jle as ~osts .• ) . To pe resolved C,;~ 
~ Assistant Se~reta.ry of Defense (S&L) in conjhilction ir.L th t~ 

t·a "'. - - ..,.- __ cz::~._;~ q u--... -_· .·. .· . .. ·_· . . ·. ' . --~ ··-\ .::· ·. ---7"1h8:~- f f ..... P·~etL~· -~~·..:.·~ .• ir.~Ul!#\~~:- ·; "': "':.~ 
if.C~: ;> ... :~ ... -::.{·:!;~:--.-~ - : .......... ~~~ :~ .. -~-~-~:·---~- -·-"·--:~. ~--.~c . . -~ ~~:?&)i.;;:.c;.!.;at;:_-.·~-~?":!'!~---·. ~-"' . ·:~·. -~·'!_-~ ;. .. • ~11!'~ . -~ · .. ;. 

.. · ·. · · · .r-!".r~'torv....-. ~ ~~ ~ ~r~ I~Oe.uue ~s:~m'v:Jec~"Q%J ·.1:01 

··· . of the ~~te1~al Reye~~- Qode· o£ 19SI.t) on;t.he· e'::irling p:l".O\~Sl.Ol1S ~· 
of Section l"V, It ~-ras geiJerally agreed that "t.lle ··is·m provi.sion 
rena:in unchanged, that a pres~ release be arranged on the to:jic 
;or in~o~tion ~ ~~- pu~~ ... aJ.lCio·that contempora:1eousJ.y t.·rith 
·the. pres~ r~lt;~ase1 . a~prop~ate, inst:. .. uctions be promulgated to 
field audit ~- ~sonn~J.. -~ .. 0 , • '·. .. . ..... 

: .. 
;;. __ , .. 

'. 15-204o·9 (e) 'ob~· o. . • 
"The contractor may elect to use normal deprecia~ion rather than ! 

....... :~~e -~.t~e .~ep~.¢.~ti~nn as d~t~.rmi~neq_.by -~ .~.~g~~y :Fac~ties ·J 
::..:· · . ·BOard. Hoowever.-· the DEtbod chosen afte:: such -de-termiriB.tion ·or · 

·. -ntrue depreciation" must ~e follo~:e~:~.Sl.stentlq ~hro~~:;h()ut the 
· ·-life of ·the emergency faciJ.:i.tiese" . · · . . .... !.'-~- .· . ·' : .. 

·• -~-:~ .. !-~- .. · i5.:2oh~-27 (f): ~
0

-~~~i~~-~ ·R~~t Plans.~.-.::··-~~-:--: -~:._ ·. ·· 
. A::'ter considerable ·.dis.e-Ussion or:.rewrsion creditS· and .. the. In2thods 

.:·--J ·. by l-Ihich arrangements "ean be"made""that"are 8t!uitable 'to 'the 'Govern-

J . :~!~!:e~~t ,~~~~a!t~ri~::~!/~ !~i~~;~~r!:;n o~s jf 
Defense, ·OASP (S&l)1 · and·the ProctiremGrit Secretaries be dir3cted 
to the :::ifi'icUl tY 'o".f _this ,i:ss.uea It is also to l:e e::.pl~ned t1~t 
-p~rt of the draft· 1-~ll. .be .is3.ued as ··an instruction, as it is not 
a··:-j_)ro·:)rl.ate as .'a cq.st pl"'iaciple ... The ihvy member a;reed to !ra.Y.le 
the issue, to iii inclusive of mass severance pay, anc: :.:o.r1~arc;i: 
CO!~ies thereof to. the.~ a.nci. the Air .. Forcee .-. ··· ·· 

··l5·204.4i - Ta.Xese 
? (a} (1) A.f~r. the third ~-ro::d. _ntaxes~. ·.~.f· .~- .~Ubr:)a~~graph add·_. 

. ··.·f··: ( 11 L1cluding state .. income t:~:eos~ 11 r: . 
J· 0. -. • i--

0 

0 .por:a . t:1ndersc6ring denotes chnu'e• 
-- -"b 

JAN 4 1SSS 
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••••• •· ·-·· ... --···--:· ·-- •• • •••••••• ,. 0 •• ·:.~;.: ,:_-·· ~-~- -- --.-: • ,.. -

-~-7· ·PE-se s~. Ae.Visi~i{·c,_f' sa~ .. ~i~ x'l •. PL-~r -~~~\~~-~t _pe~·
"issv.es 1il "tlnc~ pos~ t:Uaw had ·'been r_eserftd,=".:·it 1/u. ge~.r®:-&greed that 
•the f ollo~-dng :-t-»uJ.d be: .P: esenteci to~~ . Pr~cureiDen~ ·~·~~etariesi •s a ·group, 
=?'ol .. 1n;ormat1cma · ·· :: ~ : :>- ~:: .... --·-· ·-·~· .... · .. ~·-;-·.:~:: .. _:.~. · -·~, · _;_ .. ·. :;. ~ :. ::-- >··. · ... ~: ·· .:·:· · ··~,.,: -· : ·. · ~ · 

0 • .. : : • • • ·._: ·'. 

a. · !iaj~~. pi.st. ~!ferinCea, · ~ th. -;;n~:118ti-,-, . . . _ .. ,. :: ·: ·· -~. · :: ·· 
. ·. .. . . . ....... -~ .·. .. - : .. ~: ... · (. 

·b. '!'hose areas .involUng, i.· ~e from tlle curr~n~ : .r . ~ . -. 
. I JSPB· PQsitiOD;~· am . . ;: ..... • . .~: - .. 
•. •• •• •. . . • . t . . •• . • ·' • •••• •• ·• . • .. ' .~. . . . ~ .: 

,:: .-~ 

. -~· Those ar.aS. ·in ~-th:ich ~ are ~t accordl.Ug ~- ).n~stl}": ~ · .. · .. ·. 
. ·. . the t.Tea_tme~. =s~ br-1:hell. ·- c; _- - ·':-. -'. ;_ . :-::; '::!•, ,_·'·,~ 

The. members .then cQr:nneDCed discussion .of· the tollow.tng SU.~•·gr~··· · · · ... 
... " . ~· . - . . :.> . ' - .· ·.· .. · .. ·. . . . .' ·.· ...... :·~~~--~-~-.......... ·. :.· 
. -·. J:S-.rou.b - eafeterias1 lliDing Booma ·and Ot)ler 1oo4 ~erviees•: .. ·: ·.· _::: . ........ _. 
· · · . ·. . . Principle -~~ _and •gree~ to. .. . . ·_ .. ·.-. ~: ~- ·. -~· ··_·.: . ·. ~. 

'~ ; ~·. ~- ... '· ~ · . 

. lS-3:)4.6 - Compensat~n i'or ·?erso:.l Se~s. .· . . .. · · . . . 
~ . The Committee reViel:ed .the proposa1 ot the· Subcot'lmittee_·~ ·.~. ··'·. 

·and agreed tba t ·the' proposed aub;aragraph (c;~ ~hOul(i' 1:?8: -,_ .. ·:· .. 
changed as folJD~:ost ... . :..:· ./·- . · · · · · _. _·, ,,. ·.:' ··;. · · ~·--

·' .. •·. 
a. ..lt the enc! o£. the. ktro~tion tD s~par-graph· ... : · · ... ~ .• ~.: 

c:.1 change the colp~ ~- a cor.Jm& ·aM ~cl the ·. 
!ollotdng·J · ... · .. · ~ .. -~. · -·: ... 

. .. . . ...... . 
"in. acl·:"it~o~ -~ thOse: set. forth.~-

. · · 5lit;paragrap)l (·~) (i}_, .(2)1 · (7) # and 
· · (g) .·belDwa• ... : _. · · · ·. ·. . · ·.· .. . :. 

. t·'· .. ... • .. . ·. 

be· Rev;Lse .. su~a'3·ra~ (111) -to_ -read as follousa 
. . . .... 

... 

. . . . . 
:· i; . ... i. 

11 for ·allo-:ance purposes,.· the cost o! stock 
_op~ns .,.d.ll. be amo~ized e~ually over an · 

· -~ppropriate perlo~ ~JJ\· .the date the option 
· ~ · exel·cised depending upon·-~ ~rms ot tbe 
o::ltiQn··. a~eement• "·.~ . ~ . . .. ~ . . . . 

.. . 

Th,. ~bers accepted the p~o~'os~ o~ :'the Subcomiliitte't U> d.~lete t~.- second -
sentence of ~204.6 (d) (2).. . . . · · · . · .· ~ . . 

-~ : ~ 

JS-ro4 .• 6 ·{e.) ·and ·(t). The .u.r ~·or~e !Jomccept.&nce of the ~)Eiriciple 
=.. . · set forth in .these subparagra~bs results in c~fyizlg . 

. . . this 8S an 1s sue (the issue 1 · brie ~ · sta t:A!<i1 being . · 
~- · whether contractor costs lil ~ofit Sha.r:Ln~ and. Stock 

Bonua Plans· are. me~e:q ·c~nsation llleasured by '· 
~o.a te arxt are allowable for. reimburs~t.J or 
Hhetber .such plans ·are .. ¢1atribution ot profits) 
tc be ~Solved by the ·Assistant .Secretary of · 
Defense (S&IJ in conjunction vd th tbe Procurement 
Secretaries. DEC 2 1 1954 

4 ( c--1;,.' " • .,l) 
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l5-204o3;~ ~ (l) (iii) - G•neral Research. 

15-204.;8 -severance P~. 

1$-204.41 - TcY.ese 

The members further determined to delete from the revision, paragraph 
15-204.40 - Strikes and Lockouts - Expenses ofe . 

Iri addition to the above issues the SUbconmdttee was requested to 
clarify the language contained in the following subparagraphs: 

. . 

15-204.22 - Hate rials and Supplies. 

Subparagra,h b • re discounts, and 

Subparagraph d - re ,ricL,g o! materials in stock 1-1here 
replacement cost differs significantly 

u i'rom book cost. 

A Staff pro)osal presenting a depreciation cost interpretation giving 
effect to the ne:-1 revenue le gisla.tion1 presented for interiJil use pending 
the promulgation of the revised Section xv, was discussed at length and 
referred to the Section "13 Su0committee i'or redevelopment, 1·:1 th a request 
that a report be provided b.Y 2l December l9S4. 

The subject of clearing the proposed revision 1d.th the Comptroller 
General's office 'l:·~as discussed. It was concluded that it '!·7ould 1:e highly 
desirable to informallY" present a co:')y to the GAO at the same ti.lr.e the 
wo~:>osal is referred to industry for conmente NOV 2. 0 1954 
: DEL 2· i3:>4 

:3 DEC G 1954 
A. B. c. 

j .. . . . . . • .. . • . •• . .. . : .. ~:~:: ~- .. 

J.. af.-.: 1,.~.1rdnntes of ·the uf'-JJ/54· Re~ :_i~~~;~: ~d the Spe~i~k!e.~:ti-nc~ 
hel/,t l2/2-/.S4 anc1 12/6/54, wer:8~ .. a:>~rove~.:wi th:_~·e~~ :~Q.~,:~g ~~iC!-~~ ~r . · 

1 

~, ........... :·.. .. . . ~· ·.·· .. ~·.;· · .. ::~.:'" .•. : ·~ .· ··.·=. ··.-~~,"'·~.<:l: 
· .. I.tem S. Case 53•44 • ReVision- '.of Seeti'oii"p ~ Contr.act Cos;t. . .·.·~.t J! .- . 

-.~ · · · · ·. ·" ... · · Principles• ·The etrtry 15=204.14 -. Pr.,f~~- .L1." .. 
Sharing, in the second paragrapE, was revised to roada 

~-~~·~~ ·::~i~ •. I 
:. / · !!18 teara.:·.s-r..enJil:·.JIU· rtYliMid.~te.~s•ef\·•·:ita111iitiN~ ..,. -~-~-~~: ' 

, u !oD.otts • : ~. ·· · . :-~;- · ·. . .:~ . _·· ; · · ·· · ·/':~ ... <~:;~;::~)~;zi;.~~~1~0.~ · · · ./'· f 

The 

"Subparagraph e .~ .. b.1ter~~- or ·rn~erdivisional 
Sales or Transfers,• ·in lieu ot subparagraph be 

fifth paragraph t·r~s .• revi$ed .:to .~ead -~s !ollmrsa '· . . .. .. . ·. . 

"A Staff proposal :Jresenting a d~pre~ation cost 
interpretatio,. 3iving ~£fact to the ne~r revenue: 
legislatiozz, presented i'or interiJa ·.~! ~-p~nding ·· 
the promul~ation of· the revised Section ·xv 1 "t-tas 
disc~ssed ~a~ lengtht ag~efi ... to 1n ;.prinqiple, an6 
referred ~ the See:ion XV Subcommittee for ' 

• . . 

redevelopment, td th . a request that~ a. reporl be . . . : ·.; 
provided by 21 December 19$4.11. · ; . ·. . ~t.t :i A .~-~~~4 · 



1, • .. The Jli\nut~s or ~- lD/26/S4. raee;tini ~~re_~ ~P.~~~-a~_:wi t~ ·_:th~· iOllo~·iing -~· 
fJOG.ifice. tiona · . · · · " ··'· ·· · · ·· · -· · · · · 1 4 . . . i 

Item 2. Qase. s~ - ReviSion o! Section ·rt -~· Cost: ·Prit'ieiples. ; 

f 
I 

The las"t sentence was revise·d to read& .·· ... , .. ,• ~ .: 

liThe Air Force tentative~ a ·;proved the prinr.:tples !or the 
~:9.~~-... c.f soy.e, O::or.·7ard t ref:1.~:r7cd tl.~ n.g~lt to rcviev1 
oot.1 aree:.s ~~he~ a final su . .:.commi'ttee reJY.)rt is issued.u 

(Underscoring denotes change). NOV ·2. 1954 
I 
~ 

Ei. c, se 53-44 - Revision o! Section XV • Contract Cost Principles. Tne \ 
•ir :i."o:·ce member presented the problem of the allowabili ty for rej.j.1~ursement. 
of col1'~11act costs under eost-reilil~sement tj'l:e contracts ani as to the 
rGco :;ni tion in price under fi::ed-price contracts o! de,reciation on plant 
ali- equi::or:1ent computed in accordance vdth the Inten1al Revenue A·ct of 19S4, 
'11'4e members recognized the issue, but indicated that coverage had been · 
9,tbnsia.e1~ed by the. Sectton rJ Subcornmi ttee in developing Part ll ·of Section ·. 
r:v • hcmJers 1-d.ll consider this ~~ at the ll/30/54 meeting. NOV 1 7 ,354 ' 

ll ... ··.·.., ,. ;· ....... , 

~ S. Case .$3-44 - Revision or Sact1on XV - Contract Cost Princiile$e : ~ 
~ Conside;:~:tion of p. report from the Su.'bc.,Jiiii!W~;· ·lJres-entiilg tile· latest dra!t 
} of }~a;ct 2,. Spct+o~ '!31 re~s~d ~ .~e ~~~t o.~ ~JmJ18n~. ~~ceiyed_,frpm tbe ~ 
military depa~ntS and guidanee fl"'Om Ule Coimnittee1;ht;egan with .. the· 
disc·11ssion of' the purpose of considering the report. :~t 'NB.S e.gr~ed. that 
this revieu \-rould highlight tl:o ty,e.s of' is~ue~ ·· ~or i'6solution prior to . 
for•rarding the revision to inc'..ust::a.7 ·ror comment.· ~s~ area 

(~ ,: ' • ~ • • • • • I ·~ • - • ' f : :" o 

a. Issues in which the De)artmenta.l· po~iticms~are -~~·11\. · · 
anc~. ·~hich may be resolved by the ·C011mii~tee -~t,•·a su'osect~.Ient 
meeting, and · .. - .. · . ~ · . · ·· ... • ~. . • · 

• '. .. • • .... 4' ... \, ' ' 

b. Issues where the De)artmental ~~itioJIS .·~re·. ·JCtiO~m ·,. <· • ·· 
~·7hich ,dll re~uire resolut:.io1i by \the·:Ass.iitan~:·· ~_l.: .. :· • · 
Secretaey of Defense (Sc:.:L) in conjune~~n -~ ~- the •;.: .~.: · 
Procurement Secretaries : . \~· i ;· · ', ·• .. (.. ~ · • ·. • ... 

\ 
• ~- .. · : _,;: .... :··: .... ,~r;.: · .. ,··:· :.-.· .. 

The members undertook consideration of the· Su~t't'e~ -~~t tOn~·:&: page 
by page basis.. Issues for further consideration~ appe.~~~ 1n the foUoldng 
subparag11 aphs 1 t ·· · 

lS-204.4 - Cai'eterias, lli.ning Room8 aDd othes.::r•·~od ·s,~vi&e!J~:_. 

lS-aJ4.6 t - Stock Bonus Plans, 

JS-204•8 - Contributions and Donations. 

15-204.9 -Depreciation. 

15-204.14 -Profit Sharing. 

lS-204ol6 e • Insurance • Officers, Partners,· or Proprietors. 

15-204.17 - Interest and Other Financial Ex,Penses. 

lS-204.27 t -·Pension ~ Retirement Plans. (In connection 1r.ith 
this issue, the Navy member urged that considel1 ation 
be given to the deletion o! pension reversion credits 
and mass severance pay from the cost princi!Jles, 
presenting the proposal o£ the coverage of these 
subjects to industr.y in a separate paper., stating 
that both these items were deleted on tile premise 
that one offsets the other. Ho·uev·er., i! industry 
insists on one1 the Government w:i.ll insist on tbe 

---~--,··-~ .... - ""~ lov.+\o\_' • 
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~----------~---·---···· ······· -·· .. 

3. Case .S).b4 • Bertsicn of SectiOa XV • Colltra·ct .Cost PrincipleS. . The ~ 
~rs nated and apProved a progress . Jep<)rt from tbe Subject SUbeommi ttee 

. ~~sting an extension of the target dat.t for. tbe ~letion of: the proje 
~ 22 ~ l9Sb. ·. JUN 1 1954.. . . . . . . . . ·. __ 

.... ·-··------------------------

t 
12. Case 53-44 - Revision of ASPR, Section XV, Fart 2. A 

· re!)ort .fro!n t}1e Section XV. Subcoll'll¢. ttec: ~resenting the subject ' 
revision was concurred ·in by the members for the ;.>l"U":)OSc of . 
securing comments from the Technical Servic~s, Bureau and Co~~nds. 
Dcr>artmental comments are to be rec~ived by l. A-ugust 1954JUN 2.2 1954 

._ t"iftbi. . .. , ... . ... : '-::- ::a. . •. 4---.Jo...-.----- -~··-p ... 

. ---===~:::::3:::;:::=:::::::=·. ~- !'' ~ ~ -;-~. ·~·.;.-~~·· ~-· ··:--r -. - .. --.· . 

9· Case 53-U4·-. Rerlsion.at" Section XV.- 'lhe memb(;:rS noted the dcsign~on 
Ur. G. li.. Connatsor, JJi'liDD, · as. tJie lJ.r Force manber of 1he sibjoct b-

om.r.d ttc(;, vico Mr. A. B~ 'lb~mas,. !J'I~UD. 'AUG 2 4: ,gst-· . ,~ · 
* ·¥· ,,. . ,. ¥·? .. sg.: ... 

7. ~ase !;2..:37 - ~ction Vn .: ChuBa~,' Price RtVisicm Clauses, . 
' ase 53-64 - .TaX c~~<Hts - Downward eonti'ac Price Revision. . \ 

-ase 53-44 - · fioVi Sion or suction xv.. . '1hO members noted the designatio 
of Mr •. p. M. Southw~n, AMUSE, ·.as 'thC Air :rorco member of tho subject Sub
conmd.ttccs, vice X,t. Col.:H• T. Critchlow,!~. AUG241954 

2e Case 53-b4 • ReviaiQn-ot Se.ction XV • Cost Pri:;;rs• 1he Committee 

f
nsidered the 1s sues r~~~ li(;t~' ~~~o~ .IV. 'Suti.. ttee report as 
llows• · • ·· ~ ~ .... ~ ... ,' ,. :'!.~: ; • .-.:. 

I 

. .· . . . ' . . 

a. Should costs of pro£1 t shi:rlq plans .l,)e. allovrable 't9 . ,., ... 
the extent reconu:ended b7 the proponents in tha •· .; · '·· · · 
!'aport? ;i: .. \~··:.\:'; 

b.· .. ~'hOrid costs·:·~.t. ~·ci{ bonus plaD~-~~~~•JJ.owabla1 ;.: 
. . • .l '• ... : . •. 

(2) 

. ... ~.·. ·• ·.~ ..•. ; 

If the contractor's 1bus~sit-:1s ,Jltt.t..~~ commercW.. speei~~ ·~+.l.sloD •• -.at .~be ~.l.zi -~~~ . 
contract for s~-;~sv• ··.It wu r,co.liDPfll~d. ~t·· 
negotiations .for:· '·suCh·.' aos~ :-.~-be~bandle~ "~~!lt .. . 
in each Department ,o it:Jl&t ·-£~& 1"4r, -f(ji.m;7• oai .. .. 
be attai!lede •. · ··: · ·. · . t.Z:.•. ·-~ .. · ~T, .i:; .:; :~;.· _·:::: 

b Air Force reserved the right to re~ew .. ~th areas .. when a final 
S1:lbcammittee report is issueq. OCT 2 S 1954 

. . .. · .. ~ :- .. · . . 

I 

r) 
I j 



' ... _______ ., ___ _. ___ .. ___________ ----------- ---- ·" ' .... ' i.. -- ··-: --' .· 

2l. Case -~~..aw • levisiec ot Section D - Contract Cost Prind.plese '~ .. -
ot Parte 1 .d 2 0: Uie proposea ftit81on Ol 5I ton· if, ~ bi tile -, · 

\

SUbccmDittee pursuant to ~ae1pt ot service ... ..-., were clUtributed '- ti-l· 
members. 11w ~ wre· fa.rtlMir advised \bat Parte J aDd k wre ~ 
ill tbe procel8 of' being reproduced am that 'oopies wold be prvd.ded •. ,: 
aembers as IGOD as they beCCBDa ani'·~ IOV 2 4: 1953 

• •• ~ " f II ---· -··-------·-· • ··- ~- _ •••.•. .• til 



-~: ~;-~ 
ccn,1ents1 ~d th a rec;uest that comments ~ presen~d bf· • 

• 2]. October 19S3. . .· .·: · · · . · 
• : · . ., ::~ . ..r . .\. . . · · ~ - ~- . . '; t·· t- ~ ~ ... . ·•. --· ... t' 

.... ,.be ==~!t~~=!i~~~-~. it 
meeting at the request of the Office o! the Deputy CC111ptroller ' 
for Accounting Policy 1 cm>. . OCT 6 1953 

.. ··-·-------·-·-·· ,., . ·-··· .... - .. - . ·-· -·-:--··"' .. -

· b_ Case S~ ~ Revls·iC)D 0t Section .Xv •. ·The -secth;~ Xv s\ib~u ttee enter~~. 
~·the meeting fo~ d!scusS!o.n of ·t11e :n~bi=: .. of \oibetper Section xV should provi~ 

fOl" the specific inclusion by' contract. provision of the revised coat princip~s · 
~.contracts containing price ~ternz;nat1on or incenti"' provisions• . It .. 

:-~::· 1 . de~rmiiled to reserve: action on ~ ,issue untl.l: "the Su:bcommi ttee . could present 
i speqif'ic contract l.anb"aage tor consideration. !be. tentative conclUsion 1-ras 
; ~t. the ·clause sbould ·read _'that the ~incip~s were ·&)p~cable to such ~ \ 

_.r_::····.· .. i .. .. a~· as a ~eJ!Wio. nte changes am the clause are to be p:-esented ror \1 1 
~ ~-~-· . ~qe~~aon at tba · /.'l!J/$3 meeting. ·tOT 13 1958'. · .. . ..... · 
·:,::~~- -.- • ~ ·--~~ .. ~ 4~=· ~; Mw:~ ~W3f> w.tj \t·$·w#· WMSF¥S~-MA':WMAAY!fi~"!z~];;:.:ti; Z· ·-\·§.~?!'itj:;! ~> .·. 

,. j f: ~. 09~t~eut~OS:!!tofte. f::~~ .!!J'!~01;!:se;: · \ 
:~~-.. :..·_.; r:et1on XV would 'be incorporated~by ftference 5.D· all. price l'edetemin&UOD 

• 8lld.;iDcen1i1.ve clauaea,-:am, U. • 1·at :'tfpe of. eontl'act proviaiotr.~. :.- "-. 
appropriate tor 1:he purpose. Uter a prO:.ODged d:l.scussiOil ~d.th 1lle mEiilbere /j 
of the Subec:nm:1 ttee ard a representati~ of the Depu.t;r Ccaptrol;J.er·•s Office 

0:~~= _g~!'r~~:.:eft~~~~ic:O:·~~~~ee' 
siQDo· · 1'be -~e~ ~ .. to · accanplieb tbi• oOneept--vas· ~J?~d ey 

.. ·. the JIBiilberse A ·apec1al.· Orcup was -desipi:AMI to •t i'<)rib iD t-ll'i~ . 
eubstim~tioJl·an the .-posit.ion -~~.~elude :aD4 the. representative 
or the Deput7 Comptrollar'e Qtfice will provide ~written ~4n18 ·for 
mandato%7 1nclwi;;.o~ bee documents w11l 1ll ~te:q be. io~~ to a 
higher .~l. for ··re.sol.lttt.e of· u. ·s.mee ·: .. ~: : . .: . ~ .... : . ··· · ··-~. . . · · · : u 

I 1...~ "dedgaa~ 'to ~:S;&~;i~Hf ~ ~ deftlop .. Oilmttee•\ 
ri~were• ........ -.- · :. · . · .- _- .· " . , . · . 

.. _Arrttr- ~· ae~ u~ a. ~~-m tJ-h. . , ~~- :: . 
. . :·. ·llavy • Hr. ·G. 'C. Benne~ -an.r .. (Oha1~~~"\e, _. ,/ 
~-~ ____ !! -- -~ Cel.. 'tho&. \-1. Jtvaza. lP'MPB· . •..- . . ·, : ~~ 
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19. Case S3-bb - Revision. at Section XV - Cqntract \. .t Principles• ~ •. J 
1 !embers were iri.tormed lii the l·tuni tiO~. BOard member tEat pursu&iit to converu 

11 

tri·ons between Adm. Ring -~ Mr. Bordner, .. agreement was reached on the tollo~ 
fetho"d of" going forward ·td.th the further development of a revised Sec~11 Dt 

. The·_ASPR c~itee: would "tindertake6 ozi ·an.accele~ated basis . ·\. 

Assistant Comptroller tor Accouni:\Lng Polley• OSDe The Committee 
agreed that the Subcommittee t s :1ni t1a1 consideration should be 
with reapect tD the basic concepts of the proposal, including the 

··:.:. t 

l 
approach for use in fixed-Price contracts• It was fUrther agreed 
that consideration of 1he Deput,- Comptroller's proposal would be 
divided in the following ordert 

.~ ::.J ·~ 
.: ~. 
~.~--~~ . 

I .. -

•• Parts 1 and 2, and 

be Part 3e 

The members designated to the Subcommittee to undertake the study weret 

MB · • Mre H~ H. GalluP (Chairman) . 
A.rtrr8 • (Proce) Lt. Col•· J. M. Railingl GS G-b 

(Accounting) (To be designated} 
Na'V)' • Mr. E. T. Cook, S&A · 

Mr. A. C. Sawallisch, ONM 
AF • Lt. Col• H. T. Critchlow,. APMPE 
OSD • (To be designated) JUN 9 1953 

16e Case SJ.u44 • ReVision .of S~ction xv· • Contract Cost ?rinciplese 1he 
Chairman advised the members that Jtr. HOlra:rd Wright· Eihd .Ml'. K. K. 'T~lgore 
~ 1>een designated OSD NPrese,ntlitives to th~ S\lbject Su~eommitteee. • i\ 

1 Subsequent 1:D the meeting l-Ire Ro Mo Kee . was desi~ted Arri1s Accounting~ 
representative to the Slbject Sub~ommi t~eG .. · JUN 16 1 . ·. . 

____________ .. ·--·-·-------·----- ...... ------------------· ... _ ·-

··- - ··------ ... -----·-· ···-·-··-

· ~J( Case SJ-!W • Revision ot Section XV • Contract Coat· Principles• ~e 
, ~b~rs noted the designation oi Hr •. 1. B. Thomas, AF1UD1 as an additional\ 
l-- --~---~~!:.~~ member of the subject SUbc~ttee• JUN 3 0 19:;,3 

1 
i 

. .. _ _ __ _ ""- .,_ ~-~~ ,...... . . ~ .. I ' • .. { . ~:·f~f.:~~-~-:-~:\.:$-;.~'·h:;:;..'::;·::;; :> · .. • '.;;c.. ... .. : , . = = . **'" 
2e Case S31Jili •· Revis:1:on· of Sectio:a. xv. ~ mtllllbers mted a report from ~ 
the Subcamm1ttee1 lliiiCh preseii£;;({ .ts;if SUbccmrd.tteets 1'$camrnendat1.om on· 

tarts 1 and 2 o:£ the Deputy Ccl;lptroller'a propOsal to revise Section XVe 
e memQers were informed that 1\lrtbar discussions between the SIB cia1 
sistant to the Secretary {Admiral Ring) and the Dew• Comptroller !or ~ 

Accounting Policy were being scheduled to review the Ccmn1 ttee tJ . .atment 
at this Revision. JUL 7 1953 . ·. . · • ~- · 

. .. --~--·---- . - -- . ! 

·--. ···-· 
--------
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DEPRECIATION PARAGRAPH INCLUDED J- ,:X/ 
IN ASPR COST INTERPRETATION {JY' ~"'J . · 

A cost interpretation paragraph, relating to depreciation, will 
be included as part of Section .XV of the· Armed Services Procurement 
Regulation, effective June 1, 1955, Thomas P. Pike, Assistant 
·secretary of Defense (Supply and Logistics), announced today. 

The new paragraph, 15-6C2, which will be published by the 
Government Printing Office as Revision of the ASPR, follows: 

"15-602 - Depreciation. 

"15-602.1.- Applicability and Effective Date. This cost inter
pretation pertains to ASPR 15-204(d), 15-205(b) and 15-205(o). It is 
applicable with respect to all cost-reimbursement type contracts 
placed on and after 1 June 1955 and, also, to all existing cost-reim
bursement type contracts not completed at th~t date except as to 
predetermined overhead rates or fixed amounts of overhead which have 
finally been agreed upon for particular periods. However, the fore
going sentence does not supersede any express agreement in writing 
that a different interpretation shall be applicable. 

"15-602.2 - Allowances for Depreciation. Allowances for de~reci
ation {other than "true depreciation") as provided in Section 167 of 
the Internal Revenue Code of 1954, subject to the limitations set 
forth in paragraph 15-602.3, shall be acceptable for contract costing 
purposes. Allowances for "true depreciation", as that term is de
fined in DOD Instruction 4105.34 of 1 July 1954, shall be in accord
ance with said Instruction, and shall be exclusive of.other methods 
of depreciation with respect to the assets involved in the determina-
tion. of "true depreciation." · 

"15-602.3 - Inter~retation. Depreciation computed in accordance· 
with paragraph ·15-602. above is allowable provided it meets the test 
of reasonableness and allocability to defense contracts and other 
applicable provisions of this Section. Meeting these tests may depend 
upon whether (1) the depreciation allowance in the particular case is 
'lcceptable for tax purposes, and (ii) the costin6 of defense contracts 
ts on a basis consistent with the costing of the contractor's non-
1efense work and is so reflected in its books and records." 

END 
- ·, 
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15 August 1956 

SUBJECT: Case 53-44 Section XV- 15-204.2(aa) 
Training and Educational Costs 

Pursuant tc Item 3 of ASPR ~nutes of 7 l:..ugust 1956, the 

Editing Conmuttee has edited the subject material, as set forth 

in Tab A. 

C. ~·!. Hilkinson 
Lt. ColOi1el, J1~GC 
Chai!"!11an 
Army 1-.. Iember 

Incl: Tab A 

Jolm Green 
Navy Member 
(absent) 

Jolm F • .Perry 
Air Force Hember 

/ . · .. ~·' . 
... i' ... . , . . ·. 
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DEPARTHENT OF THE NAVY 
OFFICE OF NAVAL MATERIAL 
WASHINGTON 25,D. c. 

:·ICHO~NDUl1 FOR THE CHAJ:lMAN, ASPH C01'11II'ITEE 

M36/ACS:ll 

2 Au3'CJst 19% 

Subj: Case 53-44 - Special Subcommittee ASPR 15-204.2(bb) 
Training and Educational Expense 

Ref: (a) Report of Subco~~ittee of 12 July 1956 

Encl: (1) Proposed language far AS2R 15-204.2(bb) 

1. nefercnce (a) was considered by the ASPR Conr.::littee at their 
meeting on 31 July 195 6. A number of rccom~ondations were rna.de 
which the. su.bco:nnni ttce has endeavored to incorporate in 
enclosure (1). 

2. It is probable that subparagraph e of enclosure (1) will also 
be included in ASPR 15-204.3 - Unallowable Costs and referenced 
back to AS?R 15-204~2(bb). 

3. The enclosure has not been coordinated with the Office of the 
Secretary of Defense, Office of 1-Ian~jowcr Sup ···ly, it being the 

· understa.nd.ing of the Subcommittee that the ASPR Com·.~ittee would 
do so. 

Commit tee Nembers 

Hr. Paul l!. Southwell, AFH?P 
Br, Thos. B. Horsley, Arm~y Ord. 
Nr. \:J, L. Latta, AFAUD 
Nr. James Ruttenberg, NA VCOMPT (CAD) 

I 



. ~ ' ~. 

Training and Educational: .~e·nses 

a. The costs of preparation and maintenance of a pro~ram of instruction 
at non-colle~e level designed to increase the vocational effectivenss of 
employees include the salaries of the director of training and staff, train-

. ing materials and textbooks when the training program is conducted by the 
contractor; and tuition, fees, training materials, and teA.'tbooks, when the 
training is of a non-collece level in institutions conducted by other than 
the contractor, Such coots are allowable, In both instances, costs may 
include salaries or '\..rages of trainees during regular working hours. 

b. The costs of part-time technical, engineerinc and scientific 
education, related to the job requirements of bona fide employees, at an 
under~graduate or post-graduate college level are allowable as follows: 

1. Tuition, fees, training materials and textbooks; or, in lieu 
of tuition, instructors' salaries and the related share ·of indirect 
expense, provided that the su.m thereof is not in excess of the tuition 
vJhich would have been paid to the participating educational institution. 

2. Straight-time compensation of um:Jloyees for ti.me sFent attending· 
classes not in excess of a total of 156 hours per year where circum
stances-do not.permit the operation of classes after regular working 
hours, 

c. The costs of tuition, fees, trainin2: materials and textbooks (but 
not subsistence, salary, or any other emoluments) in connection 1-rith 
scientific anc~. engineering education related to the job r~quirements of 
bona fide e~~lo~'"ces, on a full-time bas:Ls at a j)ost-graduate college level 
for a total period not to exceed one school year, are allowable. In unusual 
cases Hhere required by military technology, the period :nny be extended, 

d. Haintenance eXI)ense anc~. normal depreciation or fair rental on . 
facilities moJned or leased by the contractor are all"'-Table. to the extent 
that such facilities are used under prog~ams falli~g within a or b, above. 

c, The costs of training and education of other than bona fide 
ernploye(;;s are not allowable, 

f. Grants to educational or training institutions, including the 
donation of fac-ilities or other properties, scholarships or fellmvships, 
are considered a s contributions and will be treated as provided under 
ASPR 15-204.3(c). 

Enclosure 1 



S. Case 53-44 - Section xV, l$-204.2 (aa) - Training am Educatipnal 1 
- Costs. A report fram t~ Editing Subcommitte~, dated 

~5 P · st 1956 i presentil'Jg_ an edited ver-. _n of the subject materi_al was 
~ppt\Jved by the Comm;i.ttee· with the folJ.owi~ minor modi-?ic~.i:.:."n~:.· 
t . 

t l$-204~2(aa) (2) (v) was revised to delete (A) and (B) •. · ·. 
The semicolon appearing after (A) was changed to a connna.·· 
and the word 11 and" was added at the end of the paragraph. 
With these modifications the paragraph vra~ redesignated - ·1 
as (iv) and the existing paragraph (iv) as paragraph (v)1 
deleting the word "ani" at the en::l thereat' • 

I 
The members were advised that immediatel\f following ASPR. a.,)proval coordina
tion of the }:Qrag:raph would be undertaken by the Staff' by memorandum w:i th 
the ASD (}!cP) • . · 

. The subject of industry coordination was discussed, 'hd th the" COmmittee 
recommend:i ,.g that industry be afforded an opportunity to comment, inasmuch 
as t~.'] pa:r--,:·~raph covering Training and Educational. Costs was marked · 
"Re~ ·!:r:y:;dn :. n the draft of Section XV which was forwarded to indus·c:-:y. J 
l 
Nut\7~.7!.1l3+.anding this reconunendation, the Committee concurred tha-t . .f::•rmal. 
soli c."' t.a~:i .. .)n of industry comments on this paragraph was a matter foJ." 
·deci~.d.~n by the Sta.f'f • AUG 2 9 1956 . ., .. 

S • l"V The CSD member reported that ·. 
JJ1. Case 53-44 - Re~sion of Part 2,nde~t~~ allowance of cost-s fo~ help-vlanted i 

t:ne Hateriel Secretan.~s. hav~ r:co:cJ publications and that this' plus any \ j 
dv rtising and adtre:tl.~ J.n e~ d by ·hi··her echelonse A further report : . 

aining problems 1 l.S bel.llg reso ve .,j . . ~ 

ll be made by 6 Har 57 e 6 F~b 57 

. )o Case .S3-L4- Revision of Section XV, Part 2. It uas noted that thi! 
p;c~em is being considered .at higher echelons. and that a further report 1·ti.~ 
~made on 5 Jtm 57o ~~"" 7 ~ :g5{ . \ 

Case 53-44 - Revision of Section XV, iart 2. The m~mbers concurred in t\ 
reques~/~f the Staff for an extension of the reporting date to 3 Jul 57 • 

./ 
· (5 Jun 57) · 

Cas: 53-44 - Re~s~on_or ~~~on XV, Part 2e A report on the statu~ of 
the re~-:~..sion of S~c~1.on XV~-p-art 21 was deferred to the 17 Jul 57 meetin~ • 

./ 
~,.·· 

(10 Jul 57).,_ 

c~~ S3-h4 ~Revision ·c,i·s-;;ti~-iv.~TI;--i'he .. Chairmn'r- --t' d thf\~ 
ac~ori on this case had· been suspended pendili the outcome of th epo~f' e rt a,,, 
the single set of cost·principles0 Copies of the letter of tran:~t~ 011 

·. _ 

P~ th7 single set, from the Secretaey of Defense to the three De ar:ncr:-
u~~~~~:o the manbers. only• A further report >du be givertat. the,~' 

. . · (17 Jul. S7) ·., 
. : ~-- ;~-44 - R~~Vi~s~i•o .. n•of-~S·ec•t1-o_n_· X .... V. p ~-- ··=·- -· . -.· ·. - -,~- ... ·---· r--:· -
further action on Part 2 Section XV . I art 2e i'he Chairman reported that 
current efforts to publi~h the compr$h 18 ~ot contemplated., as a result of 
Amy Legal member suggested that in ~ er:sl.;e set of cost. ~rincipleso The 
closedo The members concurred in this·el~ o ~s information the cQse be 
is clos_ed. · ·i. . suggestl.on. and, accordingly, the case 

(14 Aug 57) 



,;, 

3. Case S3-44 . ~on IV - l5-204.2(bb) - Tr er.ses. 
_l'he ecmmittee consi~ereda repo~ from peci u Clnl:llittee, ted \August 

.11956, covering the subject paragraph on trai~ and educational expenses. · 
. ·After considerable discussion the Subcommittee report was modified as quo-.pd 
.. below: . · 

nl$-204.2(bb) - Training aDi Educational Expenses 

a. The costs of preparation and maintenauce d a program of 
instruction at non-eollege level· designed tCI increa!!e the voc-ational 

1 effectiveness of employees include th~ s2lari.es of the director of 
training and starr, training materials am te.".""tbooks when· the train:i..n[ 
program i!! condl!cted by the contractor; and t-.:..ition, fees, train:i..n;;; 
materials, and textbocke, men the tr~ is of a ·non-e~J.lege level 
in i.."lstitutions conducted by other than the cc~tractcr. S11ch costs 
are allowable. In both instances, costs at sal£.ries or wages of 
trai..'"lees during :-egula.r wor~ hours are allowable~ 

b. The costs of part-time tecbnica11 enginaerj.~ ann 
scientific educatio~:., at an under-gra~a.te or pc~t-gr£.:iuate 

. co:'.lege level, related to the job requirements o! bora fide 
employees, are allot-Table as follows: 

· 1. Mtion, fees,· training materials ani te.xtbooksJ 
or 1 in lieu of tui tion1 instructors' salaries and the 

. related share of indirect expense~ providr.d that the sum 
t!lereof is not in excess of the tuition wt..ich would have 
been paid t"'' the participating educational insti tutione 

2. Straight-time compensation of employees for time 
spent attending classes durin~ uorking hours not ill excess 
of a total of 156 hours per year where circumstances do 
not permit the ,peration of. classes or attendance at 
classes after regular t·1orld.ng hourso 

". The costs o! tui tit)li,,- fees, training materials and 
textbooks (but not subsistence, salary, or any other emoluments) 
in connection l:i th sci~ntific and engineering education on a. 
full-tilne basis at a post-graduate (but not under-graduate) 
college level related tn the job requirements of bQna fide· 
employees for a total period not to exceed one school year, 
are allov'ableo In unusual cases \-mere required by military 
tect>.nolcgy, the period may be extended. 

d. Maintenance expense and nor.mal depreciation or fair 
rental on facilities acned or leased by the contractor are 
allowable to the extent set forth in (k) above, (e) above 
and ( t) e.bove 1 re spec ti vel;y. 

e. The costs of training and educaticn of o~r than QQna 
• t'i<ie ~~ are 'DDt a!J.ovable •. · ·· · · 

t;,··ar.te ~ ~t4.o!ld ar·~ -~-uans, i.aeludi~ 
the ~on t,i t._utu.ta• ribar.)III'OPertie~,'·~-ps _-c!' 
fell~~Ships; ·are conside:-ed as contributions arxi 1o."ill be treated 
as provided under ASm l5-204.3(c).11 

The report was ref erred to tbe Editing Subcommittee with the request the. t ~ 
edited version be presented for consideration by 21 ~ust 1956. In the 
interim the ASPR meDbers will clear the proposed paragraph w.i. thin -their 
respective Departments and the. Staff 1d.l1 undertake coorclination with the 
Assista."lt Secretar,y of Defense (Manpowe,r and Personnel) •. ~e Committee 
further determined that i! the paragraph was cleared in time, it would be , 
inserted in Section XV far issuame concurrentl7 r."ith tile printing of that · 
section. The Chai:nran further advised t.he meDbers that the proposed paragra 

' probably 1~uJ.d be presented to the Procurement ani Production Industry 
' Advisory COimllittee to se~ure an industria1 reaction. 

In conjurx:tion lri.th the above paragraph, the subject of the allowab~ty 
oi managerr.ant and executive trai~ costs was discussed and deferred w"J. thout 
action to modify tha above paragraph. 

In approv.i.Ilg the abo're pa.ragraph the Co.-nr.dttee considered a."'ld rejecte·· 
th~ concept of allowing ful.l-time salaries for bona fide employees CJn a ;~ ;? 
full-time basis at post-graduate college levels. 



[i c 53-Llz _ Llo~vJ.~on of Section XV - Part 2 ... Paz-e.n.caPh .15~2?L.~(7)\.= 
9.~ ase . Ov t· The NaVU' legal member called the CoiTU11J. ttee s , 

~ · · er :Lme • • . • ·t~ · · of Section XV·. 
a'·tenti.on to a discrepancy enstwg in the pre~ent re~t. &on _,...: ~t and . ·~. 

v r! 4 2·( ) · th respect tf'\ overtime ex ra-pay t)u .. u. 
in parag~!ph 1;}-~0 • n \'ll ~t this si t~tion ~e Co~ttee approved· 
multi-shiit pre~ums. To corz;; . dn fer the \:Ords no~"leT"',d.~e 
the s~bstitution of the words otherw:Lse approve ..... The Committee 

. · u ... • • n the fourth line of the paragrapue . · . 
i\uthorz:J.ed o.ppea..~ng J. • · th d 11 • thout prior approval" w nex.t 
~~urt.her s.pproved the deletJ.on of e wor s l-n. 
to the last line of the paragraph. AUG 7 1956 

.. - ···-· ·-·-
·-~.--... ~ .:. .. :.:.4~ .... -:--:~-~-.:.- •. -...... ~-·-- ..• . .. ____ .::7' •• ·----· •• ..... • •• 

. lS-204<:.2(n) - (OVertime, Extra-Pay Shift and Nulti...Shii't 
3. Case 53-44 - Revisi~n of ASPR 12-202" to Conform to Proposed .ASPR l 
t Work) e Tlie Navy legal member called the Commit tee • s 

tention to a further change required in the subject paragraph in vie\·T of 
e changes approved at the 8/7/56 meeting in paragraph 15-204.,2 (n) to . 

r~e an inconsistency be.tween the two paragraphs. To correct this si tua:~on . 
~h .Co~tt_:e appro~d the ·subs~i tution of the word "approval" tor the wor 

thor1zation" as J. t appeared l.n the second and third sentences of subpara i 

g~aph (b) of the .ASPR minutes of. 17 July 1956. AUG 1 4 1956 1 

12. · Case 53-44 - Revisi.on of Part 2, Section XV - Contrac-t Cost Pt'inciples. 
~·Committe~. considered a re.port frem the Section XV Subcommittee, dated \ z=. July 1956, presented in response to a report from the Tax Subcommittee 
dated 2l. JUne 1956. ·L'l considering the Section XV Subcommittee's _report 
Hi th respect to the three questions raised' by the .ASPR Commit tee and the 
Subcolnn".ittee 1s suggested treatment thereof, the Committee disagreed t-rith 
the Subcownitteets clarification of .the first question ar~ reinstated the 
previous la~uage under subparagraph (l) to read: 

/ 

. n e • oani which are paid or accrued in accordanca l-.1. th" 
generally accepted accou.ntiiJt principles are allovrable., 

It 
. . . . . 

The Gommi ttee further revised the t1•o sentences .follow.i.ng (2) (ii) to \ 
readt 

I 
"Reasonable cost of an;y SlCh action undertaken by the 
contractor at·the direction of the contracting officer 
are· allowable8 Interest and penalties incurred by a 
contractor by reason of the nonpa~~nt of aqy tax at 
t.he direction of the contracting officer or by reason 
of the failure of' the contracting officer to a$sure 
timely direction after prompt request therefor, are 
also allov:rable. 11 \ 

The Cozmr.ittee concurred in the Subcommittee report concerning the other 
questionso These include retaining the present language ·of' subparagraph. 
(2) (ii) :tvithout change and the addition of a proviso proVision to sub
paragraph (3) as follows: 

I n • • •. , provided any interest actually paid or credited 
to a contractor incident to a refund of tax, interest 
and penalty shall be paid or credited tc the Government 
only to the extent that such interest accrued over the 
period during t-:h:f.ch the contractor had been reimbursed 
by the Government for the taxes., interest, and penalties." "' 

t' As re\~sed above the Committee approved the changes for inclusion in 
/Section xv. AUG 14 1956 



3. Case 53-L4 · . Section XV ~ 15-204.2 (bb) - ,l · 'ning ·and Educatio~al Exnen5 
A· re:9ort dated .... ~ Jul:r 1956 from the SJ.)eC ial Subcomn.i t tee established to con side 
tl1e subject problem was discussed at length. The discus.sion touched upon many 
facets of the problem, such as whether the proposed al101-1ance of training and edu
c=tional expenses was in keeping with the National policy or merely a question of 
the ·II cost of doing b,~siness" in the present economy. . It was :pointed out that many 
commercial concerns have established programs for the advaacement of their engineer
ing and scientific employees by support:.ng their education in after-hour classes 
end, to scme extent; even en a full-time basis at graduate schools. It v.~as further 
pointed out that it is the President's poliqy to promote training, particularly 
higher training, starting at the high school level. In addition, the members uere 
advised that the Hoove:- CcmrHi ttee had recommended Governmental su~)port and training 
_to encourage Governm~ntal career employees. To some extent, the Army and Navy art! 
~oH using this practice for certain. selected employees. 
I 
I 

The· Committee then undertook consideration of the proposed paragraph contained,. 
in Inclosure 4 of the Subcom.l'!'littee report, in conjunction 1..ri th the other inclosures. 
Tne paragraph was approved·, as modified by the Committee, subject to editing as 
f olloHs: 

"15-204 .. 2(bb) - Training ano Jducational Exryenses 

a. Preryaration and maintenance of a program of instructi~n 
designed to increase the vocaticnal effectiveness of employees 
include the salaries of the ~irector of training and staff, train
ing matr:t'ials and textbooks, lvhen the training :orogram is con
ductec. by the contractor; and tuition, fees, training materials, 
anc~ textbooks, tvhen the tr.:~ ining is of a non-college level in 
insti·JJ.tions conch.1cted by other than the contractor. In both. 
instances, ccsts na:" include salaries or v.rages of trainees during 
regu.lar ~·~orking hou.rs. 

b. Part-time technical, enginefring and scientific edu
cation at an under-graduate or post-graduate college level 
related to the job requirements of the employee as follows: 

1. 

2. 

Tuition, fees, training materials and textbooks. 

Hhere circumstances do not nermit education after 
paid working hours, regular- employee compensation 
is also allo1·:able for instruction not in excess of 
a total of 156 hours per year. 

c. Tuition, fees, training materials and textbooks (but 
not subsistence, salary, or any other emoluments) in connection 
'Hi th scientific and engineering education of bona fide employees. 
on a full-time basis at a post-graduate college level, related 
to· the job requirements of the employee, for a total period not 
to exceed one school year. In unusual cases where required by 

.military ~chno1.-Qgy; ·~~:~:-~~--~"be ~~!:d• 

d. 'lhe coets: 1:>f training and education or other than , . 
(\ bona fide employees J including scholarships and fellowships,' 

are not allo1-rable." 
\ 

The Cori-nittee also noted that it may be necessary to include an a1.1propriate 
cr)~s-reference to subparagra~h (d) of 15-20L.2(bb) in the listing of items of 
unallo.Table ·cc~ts. 

A furthor 1uestion vas raise~ 1·.:ith resnect to the treatment of costs 
occc:sionsd ~11;.ere contractors establishec schools at their O'tvn locations on the 
pre'Jise :.hat such costs ou:rht to be covered b:>r the above paregraph. As these 
cost~ 1.~o·.1lc, involve both f3cilities and faculty e."'.:''enses, the question of how 
s•.1ch ·,costs ".·!oulc ':>e treated ·,_;as returned to the Subco:rrJnittee to draft a-ppropriate 
c.over.~se for inclusion in the above paragraph 15-204.2(bb). Tne Subco!h111ittee 1-.ras ~ 
requested to prov.:.de .a report for consiceration by 7 August 19.56. JUL J 1 \956 



lle Case 53-44 -Revision of .ASPR 12--202· to Conform to Pr,posed ASPR 
lS-204:2(n) - (OVertime, Extra-Pay Shift and 
Ihl ti..Shift Work). The Committee considered a report fron.· 

, the Edi tLng Subcommittee, dated 21 June 1956., presenting an edited version Ol ... 

'the subject materia1. 'lhe Committee modified the second and third sentences 
of subparagraph (b) to read as follows: 

• • • • ·-=·" Cn cost-type contracts, and to the extent 
required by the contracting officer·an redeter.minable 
and incentive fixed-price contracts., however., an 
authorization from the Govermnent for the use of 
overtime 1 extra-pq shifts and multi-shifts must be 
obtained to sustain the charge of ~ premium labor 
costs t~ the contract. Such authorization should · 
generally be obtained. prior to the use of overtime 1 
extra-pay shifts ani multi-shifts." • • • • 

In the last sentence or subparagraph (b) the word 11 requiredn 
was substituted for the word ndesiredo11 

In the title of paragraph 12-102 the word "Shifts" was 
changed to read "Shift" in the phrase "Extra-P~ Shifts.11 

As modified, the revised paragraph 12-102 was approved for printing 
concurrently with the printing of Section xv. JUL 1 7 1956 

4. Ca:se .53-Lh - Revision of Section XV - Contract Cost Principles -
,/ Part 1~ The Coinrnl'tte-e co-nsidered ·a rerJort;ctated-6 July 

195-c, from the Editj_ng-Sub~urmn .. i.ttee presontin.; an edited version of the 
rGvisic·r~ of Part 1, Sectiun XV. After consi.derabJ.e di;>cnss:i.on1 in vrhich 
several· cugg(:::sJ-,:i.ons 1,rere prese:1ted for revi.s~on of paragraphs 15--1.011 

15-102.1 and 15-102.21 the rer;ort l-ras returned tn the Editing SubconJwittee 
for.redrafting, w.ith the request that a revised report be presented for 
con.d.deration by 31 July 1956. A fur·cher suggestion was made that when the 
r~·nzed Part 1 was ·published a change was requirl3d in paragraph 15-.S02(t:.) to 
~·eplace the com.'11a ·t-Ji th a period and delete all material foll.o1dng the col'llna. • 

. ·The Committee approved the recommendation. JUl2 -t. \S.~ 

1. I'he ninutes of the 7/24/56 meeting -were ~.pproved v.~i th the fo1lo-v.ring HLodifi c~:+.ion: 

· Item 4. · Case 53-L4 - Revis ion of Section ?0! - Contract Cost Principles 
Part~t.-- -· . .. .. .. . -- - - ------

'I'!-.e cAse nurnber 1-ras revised to read .5'6'-29, and the· second sentence -:..ras re
vised to rec?d: "~lfter considerable discussion,. in Trlhich several sug-
~es ti ons :·rere presented for revision of paragraphs 15-101, 15-102.1 and 
):~-102.-2, the report Has returned to the Air Force member of the Editing 
S'l~'co:-:,~itt.ee for redrafting, ·with the request thc:t·--a revised report be 
~re~entec fer consiQeration by 31 July 1956. JUL 311956 

j __ _ 



, 7. Case 53-41+ - · ~sion· of Part 2, Section xv. •eport dated 21 June 19.56 
·l frC'm the Tax Subct..uitdttee, recommending· certain ch~es in proposed paragra~h 
15-204~~ (y) ·or. tho la~ .. st dioat'b ·or .Part. 2i Secti.on ·xvl. ltas -discus~ed. -~t~·~a 
determined that the paragraph ehould not include a re!·erence to 11 taxes · · .. ~ 
govermr~nts11 since the award o~ cost-reimbursement type contracts by 1 c pro-

!
ring activities to foreign contractors occurred so infrequently that this 
tter should be covered on a case-by-ease basis when a't-lards are made te foreign . 
ntractors. In the revised dra.tt of the paragraph submitted by the Tax Sub-~ 
rnmi t tee in subJ;O::t:~~z:a.~. _ Q.) -~~~ q~~-s~ion was rai s~~ as t~ .. wheth;r defense w~. d 

· reimburse.~~~.: '!IAP~::IA ~~ Q}). ~) the ques· •• 
was rais~:~!~~~-~~-s~4z·~~rt1Xt~:~~ (l) it wa.~ 

. eatetf'"that the''l-ot-=-~· *biOill!t'IL.~~-r~e entire 
eport was r~.Wet~-~ ~ ~~.:Settm~~l8>~t'SH)t~/~"'±ri, 1n ,_ \. 
oordination 'With -the -'fax·smn~'d!nni1~~·~ss~1 "'cin<!""the~~st made_ \ 

.hat a report be submitted -v1ithin .30 days. JUL 3 1956 
. -~ . 

13.. Case 53-LL. - Revision of" ASPR 12-202 to Confonn to Proposed .ASFR 15-204.' (n) 
! - Overtime, tra ~Shift and i'fulti...Shift Work • An 

Ed,\iting Subcamait~·~orl·sia:~'~ ~ .. J..9Sp. ~bmj.j,t~d ap e~ted versior.. of 
a. (-evi.sed ASFR paragraph 12~~. -: ~-; .A8.5 :_ ~ 91,teu~eed · the details of 

.')iw·s-1-lrift IDd.'Mde··i".tfii~SD.~~ tfr'fla~le~f:arr.J··~~- "spie.~ .~~parAgraph 
h.) ~- ., : . . - ...,.~ ··.,·r··o·6"~""'"' -=-···-.--.· ·r~· r:;~,":'· tt'\C-..i. ~.:·;.:. '·-· ·- ·· ..... •·· ···-·~; .. \ 

I 

~- lS ~·
1

~.-~~~(··'.<'·r~-~- ~-: ---~~.;~;-~;~.~ .. ~~;~~ ..... ~·J:~~f;~~:-: ~£ ;.;~~-~~-:' ~~·--~- :-='" _:_ .. _:::.:.:· :• ·. 
. ~-- . .... .... . - .... ~. . · ...... ~: 

a. In line 3 it was suggested that there be added after the word 
' n contr~ctor," the f ollowi.ng: 

l 11
1 and the· contractor shall·not be entitled to 

a price adjustment therefor,"J 

., 

b. In subparagraph (ii) discussicn concerned having the 
subparagraph commence "To the extent required by the 
contract"; and 

1 e. Having the third !rom the last sentence readl 

11Sueh authorization shall. generallz be obtained · 
prior to the use of overtime1 extra-pa,y shifts, and 
multi-shifts. n 

I-y may also be necessary to delete the "s'1 from the phrase 11 extra-pay shifts" 
·wl\erever it appears in the entire clause • 

.~ ~e Com11d.ttee ·nembers desired to look into this matter further and1 

/' 

( 

~-

I 



4. Case c:-"'-44 - ~·~~J:E~ _o!.lection ,XV :._Par" ".? The Chairman anncru.nced r that the · ... erial. Secretaries Co\UJCil had de.. ..Led that the subject oi~ 
\ profit sha~, contributions and donations, and gene~al research cosfs . 
i would rece1.ve the same treatment under the revised Part 2 as in the lll 

existing Section xv. It 't-Tas determined that the·re r7as ·no objection to 
using the revised language concerning general research costs developed 
'Qy the Edi"ti.ng SubcommitteeJ however, tdtb respect to the negotiation· 
c.riteria set. forth in .the edited version under general research costs, 
it was ~greed that they would not appear in Part 2 but would be placed 
appropn.a teJ.y in Part l of' Section XV • . APr 1 1 1 ~ ~ ~; 

9~ase 53-44 - Revi si.on o£ Section xv, Part lo The Cnnunittae considered I 
a morandum from the Chairman recomraending that when Section XV, Part 21 
i revised that certain changes, as set forth, be made simultaneously in 
Part 1. It was· determined that these recommendations be referred to the · 
Editing Subcommittee with the further request that the Editing Subcommittee 
review the suggested·placement of proposed paragraph 1$-103. With respect 
to this latter point1 it was agreed that the Committee had previously· 
dire~ted the placing of this material in Part 1, but in reconsidering, t~ 
;;?stio:l. was presented as to whether it should not more properly be plac 
thP~rt 5o The Editing Subcamnittee was requested to report vd thin two 
Heekso MAY 1 1956 

1]~ Case 53-44 - Revision o£ Part 2, Section TV - ~o'?tract, Cost. " 1 
I Principles. A report from the EditJ.ng su~commJ.ttee, 

. Cia ted 26 April 19.561 containing a final. ~eli ted draft of subject l:as 
distributed to the meubers. In addition, a revised draft of a document 
containi.Dg the major unresolved issU.es with industey were also made 
available to the Deilbers• ~: :Both ~.these .:documents "J4lJ. ~~ .-&tta.ched to 

agtDla 4-tem ttir ~the Haterial.Secratarti.es COUQCU in.~ very .Dear \ 
ture and the members were req~ested to gi~:. _their_ concurrence to the · 

documents to the Chairman by 4 i.'Iay 1956. ~· :... ·: 1 , ~· -~·: 

12. else 53-44 - Revision of ASPR 12-202 to Conform t& Proposed ASFR \ 
/ . lS-2o4.2(n) (Overtime Extra-Pa Shift and Multi-Shift 

Work 0 A revision o£ the subject paragraph, developed -
by the Staff to coiif'Orm with the proposed Section XV treatment of overtim~ 
extra-pay Shift and multi~Shift work, was considered by the members and 
refped to the Editing Subcommittee for editing. The Editing Subcommittee 
w_,e r~quested to present a report for consideration by 29 May 1956. JI:A\ 8 ·195G 

5./ Case 53:-L4 -Revision of Part 2~ Section xv. A representative of ~, 
T~ Subcornnu.ttee reported that the Subcommittee· had noted several areas \ 
not explici tl~ c?vered b~ paragraph 15-204.2 (y) 

1 
entitled "Taxes 

1 
n 't·mich COm result J.n l.S~Ues lll. th contractors. In view of the current statu~of 

Sec;t ·on "TV~ the Committee requested the Tax Subcommittee to present th 
wr ~en comments in order that these potential deficiencies could be 
co, SJ.dered. JUt~ 5 1956 · . . . 

12,1 Cas~ 56-29 .:. Revision of Section XV, Part l~:- _:_ . 
I Case 53-44 - ~eVision or ASFR 12-202 to- Conform to Pr~posed ~ 

. Em lS-~04.2 (n) (Overtime, Extra::Pay Shift and 
Mllti-Shi.ft rlork). .The· Chairman raised the question o 

reports would be received from the. Editing Subcommittee with respect 
he_ ~ject ~rob~e~s· The Nav.y legal member adVised that a report m 

?e EditJ.ng SubcOJDml.t-r.ee ~n t2e ... two subject problems '!.vould be presente~m 
l'T.lthin one week. . JUN ~ _l ... Sc ·. . a. "'\. 

==~~ ~ mti· nu. tes of the ~/5/56 meeting t-rere a:"Jproved with the followiDf 
~~~a oo• -I . . . . . 

It~ 5. Case 53:-44 - Rev:l.sion of Part 2.L Section l'V The last } 
sen ence was reVJ.sed to adcl the words n for subsequent · · 
of Sec ti.on xv.u JrJN 1 2 1956 . reVJ..sJ.on 



( 

( 

( 
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Part 5 -Subjects Aff'ecting Cost Which May l:l~quire Special Consideratj.c 
I 

f nPart ..> - Subjects Affecting Cost Which May' Require Special 
b Considerationo 

15-Soo Scope of Part. This Part enumerates certain subjects 
affecting cost which m~ require special consideration in 
connection with the negotiation or performance of cost
reimbursement typ~ contracts· and which are not specifically 
covered in Part 3, or Part 4, of this secti.ono 

15-501 Consideration Required. It is important that 
Contracting Ufficers ~~ their negotiators consider the 
subjects enumerated in paragraph 15-502, and ~ other 
subjects not precluded by the provisions of Part 3, o~ 
Part 4 of this section (whichever part is applicable), 
for the pu!'pose of (i) determining ~thich subjects if a.ny 
should be ~xpressly provided for in a particular cost
reimbursement type contract, and (ii) incorporating 
appropriate clauses in the contract. Action taken with 
respect to any such subjects shall be reflected either 
in the contract or in the record of contract negotiationse11 

Part 6 - Cost Interpretations. 

nPart 6 - Cost Interpretations 
Delete balance of this Part and substitute therefor 
the vJ'ord 'RESERVED•.n 

Part 7 - Facilities Contracts. 

1115-700 Scope of Part. This Part sets forth prl.nciples and 
standards for the determination and allm·1a.nce of costs in 
connection t4th aost-reimburs-t._type contracts ·a.m cost
reimbursement typ8 .&Ubcofitracts thereunier tor .~e ~~quisi t:i.nn 
of industrial ~faci1i ties ~to wf.!C:h~· the· Coie.~'t-' takes 
ti tJ.e uncler the contract. This Part also applies to 
clauses in aqr other cost-reimbursement t.ype contracts 
or cost--reimbursement type subcontracts thereunier1 which 
clauses provide for the acqui si tioll of indus trial facili
ties to -vrhich the Government takes tiUe. 

15-70~ APplicabilityo . Pending publication of the principles 
and standards to be incorporated in this Part, Parts 21 31 or 
4 shall be used to the extent app·ropriate in accordance with 
Departmental procedures0 n 

. The Com.rr.ittee uas further advised that a change similar to the change ·: 
made i!l Part 4 {15··h03 (q)) would a1~o have to be made in Part .3, 15-304 (g)~ 
The Committee cor.curred in such a changeo 

!!2'!'!= Subsequent to the meeting the following change was received 
from the Editing Subcommittee for Part 3 - Research Contracts w.i..th i~onprofit 
L1sti tu tions: 

"15-304 Ex:ar.roJ.es c.f Items of AllC"'.Nable Costso o o o 
(g) · Pailsi0n pla.ns-rn-accordance l-Ji th tlie principles· and 

standards set !orth in ASPR 15-204o2(q) and ~roup health, 
accident and ll.fe insurance plans (but see paragraph ~5-30~(k))o" 

Action to develop a clean draft of Part 2, incorporating the changes 
a~.proved to date, was deferred until after the Nat.eriaJ. Secretaries consider 
the existing three issues. APR l 0 195E 



1$-204.2 ( · (l) Insurance and Indemnificl .)11• · {Page 9). This ~. 
su.bp~_graph was revised to reaa as follows: 

"15-204~2 (j) Insurance and Indemnificationo 
(1) I11..surance includes (i) those types of insurance 

which the· contractor is required to carry under the terms 
of the contract, or by specific instruction of an authorized 
representative of the Government, and (ii) any other insurance 
for which the contractor seeks reimbursement under the con
tracte Indemnification includes securing the contractor 
against liabilities to third persons not compensated by 
insurance or otherwise•" 

15-204,2 (n) (l) and (6) Material Costs. Pages 11 and 12 )o Were· 
revised to read: 

1115-204.2 (n). Haterial. Costs. 
(1) Costs of direct and indirect material, and 

collateral items such as inbound transportation and ~ 
intransit insurance, are allo\-rable, subject, however, 
to (2) through (6) below. In computing costs of 
material; consideration -vdll be given to rearonable 
overruns, spoilage, and defective wor.k (for correction 
of defective work, see the provisions of the contract 
relating to inspection and to correction of defective 
l-rork). 

**•***** 

(6) Costs of material· or services sold or transferred 
betvreen· plants, eli visions, or organizations, under common 
control, shall be allo~able only to the extent of the 
cost to the transferor, or the prices of other suppliers 
for the same or substantialJ.y similar i terns, rihichever is 
lo't·Ter, unless factors other than price warrant allowance , 
on the basis of the cost to the transferor,; provided that, 
in the case of any item regularly manufactured and sold by 
aqy such transferor through co~~ercial ch~~els, a departure 
from this cost basis is permissible ii' the charge to the 
contract does not exceed (i) the transferor's sales price 
to its most favored customer for the same item in like 
quantity, or (ii) the prices of oth~r suppliers for the 
same br substanti.al.J.7 ·«! nd Jar ·1 ~~ · -1dxi.che~r is. ~ 
lower~ unless factors ·otbel'··t~ prloe warrant allOWance 
on the. basi$ ot .the transferor's ·sa1es· pr:tce<to its -mOst 
favored customer.• -··· ... ···, ~: ~ · .. _,! •. · .. ' .. 

The C om."'l'd ttee further confddered proposed revisions of existing Parts.. 
~r Section XV, together with a new proposed Part'7 covering Facilities 
?ontr~ct~, presented by the Editing Subcommittee1 the revisions to be 
l.ssueo. :runuJ.taneously with the issuance of the reVised Part 2o The Com
mittee approved the following revisions: 

Part 4 - Construction Contracts. 

1115-403 Examples of Items o£ Allowable Costs:) • • • • • • 
(q) Pension plans in accordance t-ti. th the principles and · 
stardards set forth in ASPR 15-204.2 (q) and group health, 
accident and life insurance plans (but see paragraph 
1.5.-;404 (b) 1 (d), ruld. (m)) •" 

• • 

... 



· contrac.tor·r s products, or othc. relevant 
circumstances. 

Individual categories of. iDdir~ct cost are discussed in 
ASPR 1.$-20.3~2 through 1.5-20.3 • .5." 

15-200. The Committee approved a revision of the TITLE and the 
"Scope of Part11 as quoted below: 

11Part 2 - Supply, Service, ·and Research and Development 
Contracts, with Commercial Organizations 

15-200 Scope of Part0 This Part sets forth principles and 
standards for the determination am allov1ance of costs in 
connection with cost-reimbursement type contracts and cost
reimbursement ~ subcontracts thereunder for procurement 
of supplies, services, and research and development workJ 
vdth contractors or subcontractors other than such contracts 
and subcontracts to which Parts 31 4, or 7 apply." 

15-204.2 (f) (2) Depreciation. {Page 7)o This subparagraph was 
revised to read as quoted below: 

(2) Depreciation on a contractor's plant, equipment, and 
other capital facilities is an allowable element of con-
tract cost,; provided that the amount· thereof is computed: 

(i) upon the property cost basis used b.1 the 
contractor for Federal income tax purposes 
(See Section 167 of the Internal Revenue 
Code of 1954); or 

(ii) in the case of nonprofit or tax-exempt 
organizations, upon a property cost basis 
which could have been used by the contractor 
for Federal income tax purposes had such 
organizations been Subject to the payment 
.,f income tax; and in either case 

(iii) by the consistent appU.cation to the assets 
concerned of any generally accepted accounting 
method, including those recognized by Section 
167 of the Internal Revenue Code of 1954. 

Depreciation should usually be allocated to the contract and 
other v.rork as an indirect cost. The· amount of depreciation 
allowed in any accounting period mq 1 consistent "t;r.i th the 
basic objectives set forth in (1) above, vary with volume 
of production or use of multi ... shift operations." 

The Air Force 'Withdrew its former request for consideration 
Of addi,tj.Mal :·:lailguace" to be .added :to ~ (iii) 
which wGlld, .ill etfect, ·haYa proY.ttled tbat ·tbe depreciation 
all.~wable ~~-. • .. ~ 'Wftli! .DDt. emeect· i~~i· &~on 
authorized under the Intemal. Revenue c~~ttile iletioil:-was 
taken on the pr€l!lise that the disadvantages or holding con

r• ;I 
~I 

J! 

!! 

tract files open. for an indeterininate period of time until ':y 
final determinations of depreciation had been made by tax ~~~~ { ·~ 
authorities or by the Courts outweighed the advantages ~~;. (') ~~. 
sou~ht by the additional languageo ' 



4. Case .5J-h4 -Revision or Section TV. Consl:deration of the special areas 
subject to 1, · ~sion or review at the Special H · ing held 4/6/56 was under- ~ 

rtaken in the ... ollowing order: \ 

1.5-2040 2 {p) Patents. . (Page 12 )o The last line of the edited draft, 
· dated 29 1-fa!ch 1956, Has reyi sed to delete the Hords "by the 

Government11 ·and substitute therefor the l-Jords "where title is 
conveyed to the Government. n · 

1.5-204.2 (o) Overtime. (Page l2)o The members were advised that the 
OASD (mP) had· no objections to revising ASFR paragraph 12-102 to 
be consistent with· this paragrapho Accordingly, the Staff will 
prepa;-!f? a re~$ion ot_~-102 for COJl$;idera!4on. . .. :·. 

/' .. -;. ·~·=_·_~;;~ .. -; ~-~ ~::· .. -~.:._. -~7 .: -~·.~-----~~~~-;-~;;:;~:;~~ .. _; 

15-203.5 General am lclm1n1stratiw Costs. '(Pages~ and S). !his 
. -~.~ l!l!irilild ~ ~- ~cRpeit~_-'~-~::::.·-· ·-;-.:~·,-

UJ..5-203o.5 General and Administrative Costs. General and 
administrative costs consist af items or cost attributable 
to the overall management, supervision, and conduct of the 
business. Such costs shall be allocated to all work o! 
the contractor, using .an,r recognized method of allocation 
if equitable results are thereby obtainedo Allocation of 
general and administrative cos.ts on a total cost incurred 
basis (exclusive of general and administrative costs) is 
a method lihi.ch generally produces equitable results. Other 
methods acceptable where the circwnstances are appropriate 
include allocation on the basis of; 

(i) processing costs (direct labor, factolj" 
overhead, and other ·racto:cy production 
costs exclusive of direct materials)j 

(ii) facto:cy input costs (processing costs plus 
direct material); 

(iii) cost of goods completedJ 

(iv) cost of sales; and 

(v) sales (where no more satisfactor,y method 
is available). 11 

1.5-203.1 (b) General •. (Page 3). This subparagraph v1as revised . 
to read as follows: 

1115-203.1 (b) Xhe method of allocation of indirect costs. 
must be based on the particular circumstances involved. 
The objective should be the selection of a method which 
will distribute the irriirect costs in an equitable manner. 
The method used in connection with Government contracts 
shall, in order· to be acceptable, conform with genera.l.ly 
accepted accounting ·practices, provide uniformit,y of 
treatment for like cost elements, be applied consistently, 
and. produce equitable results. A previously acceptable 
method shall be subject to reconsideration when: 

(i) Arty substantial difference occurs between 
the cost patterns of v1ork under the contract 
and other 'WOrk or the contractor; or· 

~~\ 
~- ·' 

't::J 
Arty significant· change occurs in the nature . ~~ 

~- ' of the business, the extent of snbcontracting1 <,'I 
(ii) 

fixed asset· improvement programs; the co~ "( 
inventories, the volume of sales, the volume ~'<,"' ~ 
of production, manufacturing processes, the ()/\($ 



Page 2l.. 15-204.2 (aa) (1)• The third word reading "contractorls11 

was deleted. 

1.5-204o2 (bb). This paragraph was reservedo A Special. 
Subcommittee was establimed to consider this problem 
as a special case, presenting a revised coverage on the 
subject of training costso In tald.ng this action the 
Special Subcommittee was requested to give consideration 
to inclusion or a reference on page 26 when their efforts 
are completed. The Subcommittee was further requested to r. 

coordinate their efforts with the QSD Office of 11anpower 
Supply. Members designated to the Subcommittee were: 

~ - To be designated 

Navy - Hr. A. C. Sawallisch; ONH (Chairman) 
l'-1r. ·James Ruttenberg, OCN 

liF - Nr • P. M. Sou thnell' AFMPP 
Mr. \v. L. Latta, AFAUD 

The Subcommittee was requested to present a report for 
consideration by 7 May 1956. 

Page 22. Approved. 

Page 23. Approved. 

Page 2L& 15-2040 3 (i). The Committee deleted the reference in 
parentheses~at the end of this paragraph. In taking 
this action, there was .general agreement to specifying 
the period and amount in part 1 uhen ret-rritten, :·lith 
an appropriate cross-reference. 

Page 25 0 Approvedo 

Page 260 1.5-204.3 (2) (xi). The words "special tooling costs" 
were deleted and the word "taxes" substituted therefor. 

1.5-204o2 (2) . (:xii), Training Costs, was deleted in its 
entirety. 

15-204.2 (2) (x:i.ii), Travel Costs, v1as renumbered to 
(xii)e 

The Nav legal. mem!)er .cal.lad -the Caramittee•s. attention to the Editizlg 
Subcomrr.i.ttee' s report ot 27" Febni8rr US6, -in :pa.r~~aph 4 of Wich the I! 

Subcornmitte~ covered the subject ot side agreements. ·It is. understood 
that this matter had been the subject of discussion by the Procurement 
Secretaries in the· spring of 1955. 

: \"lith the above action, further consi-deration of this subject was 
deferred Wltil the next meeting to be held 4/10/56. \~f::':; 

~'9'S. ~-



l 
j 

~w·revised the paragraph was refet.~d to the Editiig 
Subcommittee, with the request that the edited 
lar.guage be presented by the next regular meeting 
(10 April 1956)o 

15-204.2 (n) (6). The semicolon !ollo~.ng the phrase 
' 1whichever is 1CTwern was changed to a c onnna and the 
follm.rl.ng language added: 

"unless !actors. other· than_ price warrant all.o'tlance 
on the basis or the cost to the transferorj 11 e 

.Page 12, · 15-204o2 (n) (6)~ The l-rord "either' appearing before 
{i) was deleted. The period at the end of the paragraph 
was· charged to a comma and the following language was 
added: 

111-michever is 1mter1 unless factors other than 
price warrant allot-JanCe on the basis of the cost 
to the trans!eroro" 

15-204o2 (())o The Staff tdll undertake action to 
dete!'IIline ~!hether a revision to paragraph 12-102 
may be mac.J.:; in. order that paragraph 12-102 be 
consister:t -vr.i. th this paragraph. 

15-204o2 (p) 0 n1e Staff was requested to clear the 
need with the Patents Advisor of.the inclusion of the 
trrords uor on behalf oftl in the last lineo 

Page 13. Approvedo 

Page 14. 15-204o2 (q) (3) (iv). The Committee agreed to the 
inclusion of a note in the Hinutes that under this 
paragraph the parties can agree to (A) or (B) for the 
·individual periods under the contracto 

15-204o2 (q) (3) {iv) (A). The second word nann was 
deletedo 

Page 15., 1.5-204<)2 (q) (3) (iv) (B) (n). The 'vords "or gains" 
l-rere inserted after the tvord n credits" in the sixth 
from the last line0 

Page 16o Approved. 

Page 17. 1.5-204o2 (u). The words "such factors as11 were 
inserted betvreen the words 11 of" and "then in the 
second line. 

l.S~04o2 ( v) (2 ). ihi.s paragraph vas. reae rvede 
. . - ~.,.. .. 

--_.: .:.:.: ·:. t.":.. 

Page 19. Approved. 

Page 20o Approvedo 

• 



n 
II 
II 

Page 4o J'olete a comma in paragraph 15-203. ~, 

Paragraph 15~203.5. .The Air Force member recorunended 
that ever,ything after the first two sentences of this 
paragraph be deleted. After considerable discussion 
this recommendation was rejected._ Ho~-rever, subparagraph 
(i) uas deleted in its entirety. Subparagraph (ii) lias 
referred to the Audit members of the Sec ti.on XV Subcom
mittee for clarification, vdth the request that the 
revised language be presented for consideration at 
the next regular meeting (10 April 1956) 0 Final 
decision will be made on this paragraph after 
revised (ii) is reviewed. 

Page ~~-~~*eA'"'"' =~-:--~9~~- ~.s:.~ ..r--:--~~-~~ c--- .. :.-- !--,-~ ... - ~ ~ -...J- ._, ..... ·-""!·- -=- -- •1 .~·-· --'-·· _ ... - ......... 
~.:~~ .. ::.:.:,~-·~;~·· • .; ·.~·.::.:.! 3-C.:'.~.-:~-~·r-: t:: .. : ~r..t.t.-- .r~>-j.: -····-:·-;· .· :: 

Page 6~ Afurnrved, ~resent~ ~peragra~-.(4Y aid -(e) ot 
15-204o2o 

Page ?a 15-204o2 (!) (2) (i) (ii) (iii)o These subparagraphs 
were re~~sed to read as follows: 

11 (i) is computed upon the property cost basis 
used by the contractor for Federal income tax 
purposes (See Section 167 of the Internal Revenue 
Code of 1954); or 

(ii)_in the case of nonprofit or tax exempt 
organizations, upon a cost basis which could 
have been used qy the contractor for Federal 
income tax purposes had such organizations · 
been subject to the pczyment of income taxes, and 

(iii) is computed by the consistent application 
to the assets conterned of aQY generally accepted 
accounting method, including those recognized by 
Section 167· of the Internal Revenue Code of 1954. 
In no event, hmrever, shall a greater amount for 
depreciation be allO't-red than is autho:::-ized by the 
Internal. Revenue Codeo 11 

The Navy member objected to the addition of the 
underscored language pending further studyo 

As revised, this paragraph -vras referred to the Editing 
Subcamnittee for editing, with the request that the 
edited paragraph be presented for consideration by 
the next regular meeting (10 April 1956). 

Page B. Approved. 

Page 90 

Page 10. 

Page ll. 

\~as a~)proved, subject. to further editing of the last 
sentence of paragraph l5-204o2 (j) (1), tmich was 
ref erred to the Editing Sub com.u t tee Hi th the request 
that the edited language be presented by the next 
regular meeting (10 April 1956 )o 

Approved, subject to ·the deletion of a comna in 
15-204.2 (k) (l) (2). 

15-204.2 (n) (1) • This subparagraph Has modified to 
· add the following uords in parentheses: 

"(for correction or defective woik see the 
clause of the contract relating to 'Inspection 
and Correction of Defective Vlork 1 )." APR 6 195~ 



FLiting 
R _vision ot Section TV 1 

C~ntract Cost Principles ~M'~ ·~ 1 l95G 

The members were advised 
a report on this pro'.)leD\ 
"1ould be presente~ by \ 
14 Februar.r ~956~ 

~ 
C r!" 44 -Revision :o£ Section. xV - .. Contract Cos~ Prin:i es~·. ·.A r~~~ri·. 

e as~·?,_ . . ·-.· . ubcommittee· poin~. up ce_rta;Ln ·areas_·requl.r1 
"' the ?naJ.r~ ~ tile.~~. · -was ·.iiote_d· ti.nd 1\lrt~r- ~oneideration deferr 

. es?iu~~ ~~Q~!~: J!di~terl!a :the Edi~ $ubcOIII!llittee ~ms request . 
un~ ·t·· · "th. the Section XV s. ubco. mniittee in an e!I:~r~-to resolve. as~.:...~.:.·. j to ~e ... '~ . · . · · · · · . . · -~ · .. ,_ · · · p11 hments ·at- the · 6 4·~eh 
t areas a.a possible and to report. ~11:- ~1:1~ &.C?0~ s . , . · .· . . . . . ... · ._ · · 

6 . ti ~ED r: . ~-. ~.: i- c~ . ... . . ·. . . . ... · -. l ~e l'lgG • C (.· L .. :~---· . . ·:. · .. __ _ ~--
- ._ __..;_ •.• __.s, __ • ·-- ... . ... ·-- ·- .. • - "' 

l~-~ Case ~3··44 - Revision of Secti~XV- Contr~.ct Cost Principles~ The 
C.i1aL:man advised the members that the Ed.i ting Su0cornrnittee ·t-ras still studyi~~g 
t.the pro~lez11 which had. arisen with respect to "Pension ?lans" and that it uas 
contemplated a repo~t would be presented in the near futureo ~ihen the repo~t 
is received the members t-Jill be contacted to determine the need or a special 
m~ting to consider the problemo ~~- ·:_;: ;_:. 1::;~<:: 

11. Case 53-44 - Revisiorr of Section XV - Part 2. The Chairman of 
the Editing Subconmittee advised the members of the progress to date 
t'f the joint efforts of the Editing Subcor.u;Ut tee and the Section XV 
~Dubcor:utittee in completing the ·editing of Part 2 of Section X. In 
-.6·iew of the Comrrd. tte~ r s action .it was deternuned that no special 
2ceting would b6 held Friday,23 March 1956, to consider this problem 
but that the report, if available, would be considered at the next 
r1;;ule.r !:leeting. ft.~,;:: 2 0 1956 

1 
) The ~'lrny mG.T.ber expressed an inability to ascertain what the 

phrc. se 11 Comncrcial Type Accounting S;,rstems '' enconpas sed. In this 
cJnnecti')n he wished it made a matter of record that if the section 
is to b~ !':l€.·3.ningful a definition of this phra.se should be included. 

13. c~·.sc ~3-44 - Revision of Section rJ, Pc.rt 2. The Ch~irm~n of th8 E~i tine 
s,.-._bco!'l.--ni ttee advis0d the.t revis8d copies of this pr.rt jointly being- cons ~de red \ 
by tfi8 S0ction XV SubcommittGe ~nd the EditinG Subco~~ittG8 would be ~v~1l~~le 
l?y F1·idc.v, )0 i1~.rch 1956. In this connection, the Chc-.irmcm ·express a~ Q de;s1re ~ 
th~t tl1c" r6vised report could be consid0red at the next regular mcetl.nt: to be 
held 3 Lpril 1956. 

Th,:; Chc?.irme..n further advised the members that instruct_ions to t~e Stef~ with . _ 
respect ·to the .. three ·usu.eS: abveti.ng .. : :;:.; ;: .::.-2:-:I? !' ..... - · .. -' ~-:··.: .. _. - ·: · r-.: 

~ ;-:~::~. ·. . -~ .... ~ .... : ·: : .. ~··~ - ~-~·: .. : .:.~ '; _,. .. 7' '} - : ·.4'"~.::.~ ,, : .:. . ...J ·-· ~ .:; •• - ·: ~~.! 
- - . ·- · Profit ShCJ.rinG, -

Cont~ibution and Donation, and 
GenGrcl. Resc.-e.rch 

MAR f) 7 ~: ~: '_. ~-~ 
~-:cr(; to be c.ccorded thE; s2me tre2.tmcnt noH provid~d in the ~~;~nt. Section XV. 

I 



1• Case 53-44 - Re_vision ot Pe.rt 2~ Section X"l._ A ~tarr proposa~-.-P~~sen1.oJ.Uc, 

1 
revision of p&r13.( )h 15-204.15, liisura.noe and Ind~· .".if.ioa.ti.~n, ·.was OQn• 

idered~ approve a 8.l ~er minor modification fUld refer. ..: to .. the idl. ting· Sub-
oommi ttee as sho"Wn bet~s . . . . . . . 

, 
\ 
: 

"15-204o 15 rnsURA!~CE A}~D INDEl-.ll~IFICAT!ON. 
··' 

.a. Inoluded undsr this item are .-·(1) those ·types ·ot 1.;1-
suranee which the·eontraetor is required to oe.rry und~r the terms of the 
contract. or by specific instruction of the oontraotin&: officer· or his 1 
authorized represent~tive (see ASPR 10.501 tor kinds of insurance ordi- . 
narily required), · (.2.) er:y other insurance for -v;hioh the oontre.otor . · 
se~ks reimbursement .. ~der. ·the contract. and (3) liabilities to third 
persons ·not compensated b'y_ insurance or otherwise. ·· 

b. The contractor shall be re~bursed tor (l) insUrance 
required to be submitte-d for. approval or required to be procured e.:nd 
maintained· pursuant to ASP~ .,~203 •. 22. and (2) other -insurance· maintained 
b/ the contractor in connection vrith the perfor-1n&nCe Of this ·Contract 
if the t:J~pe~ and extent of covere.:;e are in accord with sound business 
practice a!ld the rt.tes ar..e reasonable un'der the o~rcumstelioe·s ~··subject 

· to the following limitations or restrictions & 

(i) Costs allowed for use and occupancy insurance 
Will ·'be limited sc as to exclude covera.ge_..pt profit, 
inte·rest, tederal inco~ taxes. anci.·any o~er items· 
of ex:pense unallowe.ble- \meier .. this part •. . ,. . . ·. 

· ... (i'i) ·Casts or .insurance ·or any ·reserve covering ths 
risk of loss of· or. damage to GOvermnent-ov~e.d .property· 
are not allowable' eX:ceot to- the G.;cten.t -that· .the .GOvern-

·lnent may have· .approved .. ~r ~equired suoh. insurance' or . 
reserve. 

(111)' ·Cost ot a reeerv• tor a n-lt lnauranoe -program· 
'are .. alloWable -~prOVided the pr'ogranf'hai. _been api>roved ._by. . . .. ~ 
the Military De_pa.rtment et1mo~ed~. _. ... :· .. · · · ~- .. ~. · · 

1 

l 
... :. 

(iv). Cost.s ot .. ,_:insuran_g_t3 ':o~~·'bhe···live·a of.·ot.fl~ers, 
pa.rt~~r·.' .or.~·~ropr.~et.()rs~,~ ar·e'''not. allowabl~: excep't(. • ... 
. wliere sucn··.~~sura.'l~;: i·a·. pe.rt of_ an f!'mployee plan _whioh . . .·.]:. 
is· not, undul~r .. t.~~tr~Qted~~~ · · · 

' • '.'I ... • :. • ' 

c. The o~1ig~tf~~--~~f-· the .Go,;er~ent~ ·to indemnity the.' · . 
contrao:t~r will be. allOiRabl_~·:only to ~e extent' expr.essly pr~vided for 
in -tl;le con.tr~ct .. (FQr· ~xample,~.-s~e ASFR·-·7~·203.22). Except··_as other.vise. ·. 
expressly._provided ~ the qollt~.fl\.ot, actual· losses not reimbursed by 
insu::~n;ee .·(through an .. a.ppr.o~d se-lt ··ins~anoe ··'P~.ogram or·· otherwise), 
are not .allowable." ·' .. . . · · · ·.- . · . ·· .. 

- .. .. . . . . 

In further considering parairaph·is;2~4.34(b)(i) tb~.Cemmlttee.qtiestio~ed 
the advisability of' providing £or, an allocation or· c'ost to all ge~eral re
search wo·rk of . the contractor u. -the ·concept or. proviqing tor an allowance 
o~th.e cost is spe9if'ically "covere.d in the· contract. The Committee .. ~~ter• . 
m e:i that as long as this conoept is retain~.d ~o provision. for -an a.llo-
c . ion was required. ·Accordingly, ~bparagrapn (AJ, reading as follows, 
WB! de 1 e ted: _ · . . · · . · · ·· · . . . , : .. . . .. . . ·.. · 

• ,·;., • I 

"~;.J,· ~e ~laa H~e;oJ; s;..,.a:a ~~~~ ai:Q allgw~d, 4;key wi~• ·. ~~ 
e~~t~a~•y-a~~.e~~ea •e ~~_w•~~ e~ •ke ~~·&~~~~ ~tkeP 
oi~ . ·~~ ''£R@.&p$aei&:tt• ~Mii&~ art4 "!N.f!te-8 PHf>tl·e~-." 

.. 

i 
"1. 

Yli th this actio~ corrected copies of Part 2 ot Section 'AV wei-e. distributed J 
t he legal members ·for their respeo~ive members ot. the Editing Suboomn~ittee. ' 
i rder that editing of tne draft could be undertaken·. '!'he Editing Sub-
c ittee was requested to provide a report for oonsidere:t!iori by 1.3 Janu~y 
1956. ni='r: 1 :. ~~~5 . . . · · · · · 
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. : .. i-5-204-~t:"'..l .. Th~ ·a~th~ "~~!~~~~;:·~~~~V1t~ea.:t~ re.ad: ~ 
.. . . . . . . . . . .. .. . . .... . . . - ... :.· .. ·.· .... ·. . 

. •:. . .. · •' , . :·.: · ........ ~.:· ~··.·=· ~ .... · .. ·.~;.::·:.:: .. ·~....-,.-;-,~·: .-: :·--: .· .. ·· ... _: :···; . . 

L 

:: , -~ .. "It a. Q.ontr·~Q_tor .. ~~s. :~uli:.:~~ .. .-,~~ .. t~~~.iV:~~f: fe?r.·Go~.r~ent 
... eont.ra~ts, an, ·~P.Pt:"~pr~a~_e .~o.o .. ~~r!\_q;~~ .1~r9vi~:ton ·ma.y be used . 
· , . to ~r~ser:Ve. t~e · G:ove~iun~;nt ~:s .~i~~~:r~.~.~ by ·:P.rovid~ng .·tor 

ret~~~p~ctive aqcounting'''and. any 'necessary adjustment to the 
pen:sit>n p18l';.l cost .ino.\lrre4 '\W,der.the contract." 

... :_ .. . . . . . . . . ~ ... ·~. : ·.~·:: .·:·~.·:· .-~:. >.. :::;. ' ::· ~~- .. ·- ::·; . ·.~ .· . :· 
1~i th this modif'ic.ati9ri, tne p~r~gtaph,: ~s. O.pp~~~ec;: ... 

• • • • • • • •• : 0 ' • ·~ • • •• • • .. • • • • ; : 

• ' o : ' \,I' • ; •' I• 1,. ,.,,: ~· :. •"' • ~~ ... • '" •• • -=::: :·· • ·,,. •' ', - • 

.. 'J-5~20~.~ .contr'ib~t-~ons ~d. QP~attons~~-.~ -~~piiu~. of· the Air Foro·e· 
minority ·posit ion i-vith respe'ot .. t9 · tlli~·: p_S.~agra.ph; ~hich was isolated 

l 
as an issue .at .the l~/~~/55 .mee_tiJ:lg· .• war·e di$tribut~'d -to the mem~ers· 
.r?.:~ p~~~~eri.t~-~i~ ~.~ · the.··~~~~f~~l: .:~~~n~~.t_ar& .. ~~::~d,;~.~e ~s·sistant. Secre-~ 
tt1-ry 01'_ Defens~ .. ~S&:b). a, .. ~ ·i&Sll&e--··-· .· . . · · . · ·. . · 

.. :·.· .. :_-. . .. : . : .... ~-. ·.· .· ... ,::·.:.~·. : . .-;·:.: ...... ~'·.>·: .···.·· ... -... ·. . . ' 
·As modif ie.d· b"i the . ASPR C~ tte·e· :the~· Subc·olliltd t~e report was referred 

·.to the· ~dit_itlg Su'?o~~~i ~~ee .for.'. i ..•• di.ti~~.~~'.·~··~·:~~. ::~~.:t~ng · Sub.coinmi ttee was 
requested to prond~ a.. repor~ for e.onsl.deratl.o~-·by 10 January 1956. · Tc. 1 
fac'ilitate. ~di~ing. the S~a.rr·,w:~ll.·.'.P~~vfr\e -~~~~·:.me:~·~:e~-~ of .+.h~ Rrii+.i ng Gnb-
oomr·1i ttee with a olean draft or the r'ep'ort. · · · · · · C " ~co:.~ . . . ot. \) , ...... .., . 

2. Ca." 53-44 - Revision of Part 2, section XV.. In· approving the minutes . 
of th/12/6/55 ·meeting the Air Foroe requested that· the last sentence under \ 
paragraph 15-204.35,. Royalt~ea and Other Costs for Use of Patents. be revise 
to exprsss the ooncept in two ·sentence~ rather.than one. Accordingly, this 
sentenoe V{as rephrased as follows a · ·· ... ·. · 

/ 
''Charges for the use of patents • where the Government has 
a.lioense or the ri~lt to free use of the pate~t are un
allowable. Charges for the use -o.f Patent's where a patent 
h~s been ~djudicated to be invalid are unallowable unless 
othei"\"lise provided in the contract.," OEC.l ~; .,~~. 

( 
\ 

\ 
\ 

' ·-

\ 

.\ 

I 

j 



I 
The Subcommittee report ot 1 Hovember 1955 was further considered on 
a par ~aph basis, as followaa 

15-203·.3 presented ·by the Subccamittee was approved. A Stat£ pro
~osal to·re'rise this' paragraph -..a• rejected. 

\ 

I 

' 

15-204.15 - Insurance and Indemnification. A revised outline of 
this paragraph developed by the Arm, legal member. was distributed 
to the members~ Considerable discussion centered around the 
variance· in the la.ngua.ge of the first two sentences ot subpara
graph b~ and the language oontaineci in the clause, insurance -
liability to third personae The Committee requested the Subcom
mi tt~e C~.airman to redratt the e~tire paragraph to achieTe con
sistency and a oroaa-referenoe or··the clause and present same 
at the _next _meeting. · · · 

15-204.34b(il Copies of a revision to this paragraph starting 
vrith the third sentence, developed by the Air Force member, "vere 
distributed to the -members. The paragraph was then disouss~d 
at leng'tlb. As a compromise the Committee revised (i) under 
para~raph b to read as follows and tentatively approved the 
paragraph, subj~t to editing, the Na~ and Starr positions 
being reserveda 

"(i) General reaearoh is that tYPe of research which 
is directed towards increase of knowledge in science. It 
is research where the primary aim ot·the investigator is 
a fuller knowledge or understanding of the subject under 
study, rather than a practical application thereof. The 
cost of Independent General Reaea.roh (that which is not 
sponsored by a contract or grant or other arrangement) 

- shall be allowed to the extent specifically provided in 
the contract. · 

(A) T·o the extent such costs are alla;1ed, they 
will be equitably allocated to all work ot the contractor 
other than ita independent general and related research. 

(B) Generally, the oontract~r shall be required 
ta disclose to the Govenunent the purposes and results 

c~r·<~~ ... ~ 4 -~"--~~\~~--~ ~ ~;~~:~ 0 ~~n-:~··;"'':~··:·· 
.lt,.,._;-o•al;:-.-- ,.,~~ .~'",.,·:+u~v,~r 'TO ,"T:-~-··'3 # rlo~a ttBI.i o.., .c 

l 

• /. , 

-~· :~~ .~~ -.H"*·,-.. ~Ql~;u~.~~:.:;.~Wii4ati15~sha~l" ~.;~~n ,-;· 
1. -·· -rs~iiu ~ti--- =---- ~ ... 1 ,.l·ra.· ···..;1 .. :l · 
·, ~ · .• .. ...-:. r -I/~ .-~. ·~1'1'!'~~. . .. · .·.. .. .~OQO"Iq ~ 0 ..,. ·. •• ... · ~ -

... ···--·· -·~ ................. ···--·--·····-- .-..-
\ ··a~ Scope, •natur~ P.n.~ ~u~1itY::-ot th~ ·oontraotor•a··independent 
~ · · gen.e·r:~~:.re'S~~o~·ptoog!.~~···~ ··:_ .. _.:. ·. ···. ;··. .·. : 

· .. b. ~~-o~:P.ap"ility:of ~~e' co:tltrao·to~··i'Il the par.tlcular research 
·· fielde':-~ ·· ·. · · ~- ..... -.·~.:;_~.· ·. ·· · ··. ~·· .. :'. 

o. Benefits which may acQrue. t~ the 'Gd"vernment~· 
d. -~~~8.!"i~.9li. of. size. an~ 9._ost ~.f contraoto~ 1 s .. previous years' 

.: ___ . . . research ·p-rograms~ .. :· ::. ··~··.;; ·-~·· .. c· -~-·-··:: ._ ...... ; I 
· ·: · .·." 1,~~ :. ·. ·~e .. ·}~~P.q~tio#:· ~~· ·the1 'GO~':iimeli:b · ·bu-!ine .. s~:· ~· the contractor's 

, .. ··· ·· · · · tQt~~· ~~~\n~ss_~-~ .. :-~.···:~·-=~~:;;~,:: .~~.::~:-.:. ·.~::_:.:·r ·. · ·. . 
v . 

\ 
\ 

hi considering th~ par·agraph".tb~(C~mmit.tee ~l!io determined that the Govern-
ment's position versus .Industry's position with r~speot to general research 
shculd :be presented to 't;_he Material Se~retaries and the Assistant Secretary 
or ne·r:arise (S~Ll as ·'an· issuE( With. izl"d\?.stry·~··.·i: ·· ~~·.. · · 

· ·· ~s-2o4.3~tit} .. ~~~P<~c~~,:~:~·-::~~>··~.:~·:~:~~j~::7 .... · ·. ~ : · .. -:~ .. - .· ··. . · · ~~-
. . . . ·- . . . . .... ·. • ... ·. ; ' ~ .. ,., ... :' .. ' .· ·:. . : ... :. . ' ·, . .•.·· : .~ .. ·' . ' ;:: . 

·1~~204e;34~ ~ppf~y~.d, •. : ·; ·· ... : _.:.~ : ... :~·· ;: · ~· .. _:·~--~·,~ .:<<·;-\ .. · · .·: : ... , ,<":) · 
. . -~ 

15:2o4~2~~ .. · 1-h~· ~~~-~iid.:· ~~~t~no~· ·w~s,1 r~~·sed· ~to· i-ee.di · . . . . . . . . ... : :. ·-: ·.· .. : :· : . •, : :. ·. · .. : : ·· .. ;: ... : 

''S~ch _costs may include excess contributions t~ the extent s~ch 
-~ ~ontri'bu.tions are claiJZied. and allowed fo.r Fed$r.a.l Income Tax 

., 
I . 

_j 

. ·purposes in th$, :ourr~n~- ·t~~~e->'~eu'~n.· · ··:· · ' ~\) . . . . . . .. . . . ... c()" ~ • 
Vlith this D,lOdifi~·a_t.ion ··~a: ~·~g~·aph was·: apProved. ~~1~a~ J ' 



.f ., 

/ 
i 

.. 
I 

1. a. ~::t ~ tl\e,"ll/22/S~.'In~~~:~~';f''~~~Jnci.~hed as 

" ) 

f ' . I 

1 
j 

Item 3. Case~,.s3:;h4:~:-ReVi~t:P~ -2;· S~c-t:io!{ft.'·· · =··'··~ ·· 

.. · ;· < ·; Paragi'aph 1~264~~4~ · · The ·pUag'raph \z~s "r~vi~ed .. tri···~~-ad: 

~~~.s ~t~ c?.rt.~-~s:~~t::~ ... ~~tim pa~~---·~f·.o~~rtime~·:. . . 
eJttra 'shift mult .- ···· ts :to ·*le~~: . 

~-n.d;.,,.::: either ~ir"'l , fi ·~ 'li:Pr;. • ~ 41 
ot woh v1- abolllt •.•• .an.~K:tUlel. .. ':"; •\1 
Whc 4ii--11hif&~.--an_~ . 1z1hd;1 · ... ~. I . .· · . . ~. - Gil ..... -~ 
ot overhead, ""suon premiuina shall not be included . . . 
therein. Cost""'f such premiums on dire.ct labor are 
allowable only· to the extent expres.slY, provided for 
in the contract or otherwise au~orized by the 
Government. Cost ot such premiums tor indirect labor 
is allowable without prior approval, it reasonable, · 
and the oost is allocated on a pro ~ata basis to com• 
mercial as ·well as Gonrnment work. See ASPR 12-102 
tor further intorma~ion concerning-the policy regarding 
such aut~orization. The amount ot such premium cost 
charged on Government contracts ahaifibe equitable in 
relation to the amount or auoh premium costs charged 
on non-Government work being oonour~ently performed 

r t 
1: 
I , 

_in the Contractor's plant. and the factors which neces-
sitate the incurrence ot the cost." ~ 

The minutes or the 11/29/55 meeting ~re approved with the tollav:i+: 
revisions a 

~ Item 2 - Case 53-44 - Revision of Part 2, Section XV. 

Paragraph l5-204.34b(i) was revised to read: 

"A proposed subparagraph c. presented by the Staff · 
was considered and rejected. ·In lieu ther.eot the 
Committee suggested the insertion of. the following 
first parenthetical expression in the third sentence 
of (i) which wOQld read as followas 

"The allocable portion of 75% (or .. such other 
percentage as may be agreed. upon and set forth 
in the contract schedule) of the allowable costs 
of a o·ontractor' a independent general rese~rch 
(that.which is not sponsored by a contract or 
grant or other arrang~ment) shall be allowed 
in all cost-type contracts under the following 
conditionst" 

However. the positions of the Departmental members 
with respect to this Qhange was reserved." DEC 6 1955 

I 



2~ Case 53-44 • • ision or Part 2~ ·Section x:v.. . .. ;ies ot a memorandum 
;rom the Suboommitt'ee Chairman pr.esenting r.evi' s·ions or paragraphs 15-204.251 

j.L5-204.29o, 15-204,34d and 15-204.35 were ·distributed to the members and ~ 

c_~ ~~JL~~-~ \lll!gJQMm~ .;.fltj_.,· . · 

' 15-!!~l.niHIPB!~~u~,._,,. ~tetxe e~~ ~: eic~·:~~';. ~~ 
,,, w"leOl1l t!l~o£-s;tnoo e!i:t ~ hes.t"SO~U.8 ea~eli:o -res _v .. s:~tl· . . s.:, 

i 

· %-to4.25 PATIDJT E!PENSE~. ·This item relates to such expenses 
as costs.leading to the issuance ·of patents; eo~ts required to 
search the art ~d oosts necessary to·camply With ~n~ention 
disclosure provisions of the oontraot. The costs of searching 
the art in order to make invention disclosures, end of preparing 
disclosures and other reports, as required by the 'contract are 
allowable. The costs of preparing as·signment and other papers 
in connection with the filing or a pate~t .application by the. 
Government and' any .. 9~~r·_;~'Uc-h.' c'os'ts .:are'. allowable' upon the 

I 
.. :w:~t~en authorfz~t_i.QP..~~o~ the.: contracting officer. The cost 

' .. : ;·or research:, and' ·de.velQJ>ment ·work is treated in 15-204.34 • 
. · : ·; .. , · · · (Se~·-.a.lso~petagr,ph .. 15 ... 204 •. 35)•" _ -~ .. · · 

· : As retis~~ ;-th~ ~agr~;~·~~~· ~pr~Ted, subject to e~i ting. 

l 

: •• • . , . • • • .'. ~" • ,: : ~ • • • ~ • r • • • • • • 

l5-204.29o .rea.di~g JS, ~o~~~ws·~.was ·a.pprowd:. '·· 
. '':.: . : ". ·:. :·.' .. ' '·':- . . :· '•·. ·, : \ ·,.' . '' •, . i ' ·.· ~· .. .. . . . " 

·n15-204.29 PROFESSIONAL SERVICES - LEGAL, ACCOUNTING~ ElrGINEERD~G 
AND OTHER .· \ ..... ~.···. ·.'·. · .. ~~ .. '' 

:~ :~ ·• :.-··: ... :. . ''' . ! .. ·····' ' .. ' . ~ :. :.:. ' 

o. ·· The ·oost~·· ~r :·1:~ g.al, ·accounting· and consulting services 
and related exp.ens.e~ ,iAQ:urre.d in oonne·otion with organization and 
reorga.niza~j.'On~·. de~~n-s:e·~ of .. anti-trust suits, and the pro,seouti on 
of ola:ims'- again.s.~ .~h~; ~vernment are Unallowable.. .The costs of 
legal'. aoeoimtiD:t .. and .... c.e:nsul ting services and related expenses 
incurred i~ o.o~ectlq~.·.wi.th patent i.nfringement. litigation a:re 
unallowable ·unles( .b~P,erwise provided in the contract." . . . ·•' . 

. ' • ,o, I ~ 

15-204. 34d reading_· a); ·-'~.Q~l()W$.-. was -approved: 
. ·.-~·; .. · ....... ;.:_.~ ::'. :...... ·. ~-

"15-204.34 RESEARCH k.JD .. DEVELOPf.'JEUT .. 
. . '\ . ~ · .. :~. ''. • .• · ··• :. J. ·... . ' 

:. d.- -Rese#9n.'~-~d .. ~\'eloprilent: costs: .(illcluding amounts 
:eapita.li·zed}, ·regar'dl~SS· of -the' nature, which were incurred 
·in aoqounting ·per~~ .. ·prior .to ·the award ·or a particular 
military oontrac~_, . .>w~lJ no-t be alloo~ted to that e.ontract . " 
unless allowab~e .. ~.s _: .P~e::o~t;ttraot costs (Paragraph 15-204.28) • 

15-204.35 reading as follows was_approved: 
. .... . 

; 

J 

J 

~ 

.) 
'l'his item coVers. ~ci~nt~. ~~~~,·:n. p~~~·~e for the right to use ~ 
patent~ or· i.bvet;r~.~oz;ts •· · Whe .. :re~ the~ ·Us'e of such a patent or ~ }·~ 
invention··1s necea~a.ry .. for· the proper· performA:nce or :the con-
tract and where· ~.·G9-~~t'. db.es· ·not. 8-lready have·· a license . 

. i .• 

···~ 

' l 

. or ._o~r· richt ·to·~·.~;·~ ~rpat.n-t·or···lnnntion, the roya.ltiea. 
-ilmortiaa~ion ot .... oo•" o( :JIUI'dbtt..-.·cfr:,..tenta or other purohas•d 
patelt't ripte app11oable 'to ooatl"ut fi'04fllo tta or prooeaaea are 

.. all ... bt. to 1ibe ··xtq~·£J·······~etl.U'wbi~·~ .. .:;! _:. 
the contract ·or otherwise authorized by the contracting officer. ' 
Charges for the· use ot ·patents, where the.Government has a 

"f.. 

lioense or the right ·to tree use ot 'the' 'patent, or a patent J 
has been adjudicated tc be invalid, are unallowable .unless . n 
otherwise provided ·in the .oontr.aot." . C.o·...,-rv t't i:.XT "JA<r r 



:r . . .. . . . . . ... 

i
; 2. ?ase S>-44 ~ RevisiPn ot Part 2,:Sectfon xv. The Cemmittee e'lnsidered 

cel't&in ~ts in the SUbcni11111.t'£Jee·~dr81't that ~ actS.cn subsequen'• tf, 
that taken lt: the. efaittee in its ll/22/$ mee~. ~Se pc1zxts Cf'Vel',~ · 

the toll~ 8\lbp.a,ragr_~e• .· . · • 

i . .I 

lS-~;.s .. 'rae paragraph was· :revis~. ~ approved to read as toll. . . . . . ... 
. . . owaa .. . . . ·: .. :·.-· .. . 

~'!be ba~ period· for· .aP.~atien or indirect 
expenses ehould·be ·representative f'lf the 
period·~ eontJtact ·per;t:~e and shO\lld be ~ 
IIUtr!-.cierit.q l.ong .tc· avoid 1llequit1es in the . 
all.ocatt·Oz1· of' costs, J;Jilt .in n, event lo~er 
than th~ o.o~traot~•s.fi~~··Je&r•" 

).S.204.8- '1ll8 ~:~~~~~ -.~e;·ad~~ ·~a~···t~ Air Forctt 
; . . · ~.. ~Si,tion. tQr.::Presentaticm to.~-~ Matefial Secretaries 

en thic prJbl.em .w~d ·be presented 'll.l.tN.n one week. 
.. . \ .. , ... 

IS-20~'2S •··.· . ,·;;~ .. ,. .. · .. ···.: . 
1S-204.~d ..... . . . . . . . ' .. : . . . ·. ,. 
lS~4.3S -A asor~. r~ th4i Patents.·&ibcQIIID.ditee setting 

. ~~-·the· viewe .... ot tbe ·p~tent:s .. Subeomm:tttee with 
.· l!'eapeet ·t. ·thea.e .~ra:Pha ·vas cti.atrl.Jl~~ed te the 
·meJib.era. After .a br.Let c:11scuss:ton. :the·. problem 
was 'retu~d ~ 1he.·kcti0ri 'XV· Suba~ ttee f•r : : · 
~ther .con$i~h.tion.'ill: ~anj:~cttmf Wi~ the ·: ··: .. ·· 
Patents rePresent.ati ves· ·or. the .. tb.ree Departments~ 
'lbe Secti.o1i IV &uQeo~ttee -~Wa.a·. requested tn 
provide an iilt-et;im roPatt~.af tbe·,Jl~Bxt .~~~eet.i.ng 
and a t'1.nal. ·.repQr..-t -t;v-, l~3 ~ . .:-~uit,~r ·:l9SS• . 

• ' 0 ' : •• 0 ', M: '. • ... 0 '! .~: .• ,~. •,:.· 0 ~--.-·. o ···.:: .: .~ .. 0 0 'o o o 

l5-2Q4.))b ~ ·Twe. altemativ~"pr;QPOsals:. t((~arilgrli.Ph b.· c£ 
this . ~bparagr&Ph.'"" ~.$i.ributed bJ the Nav,y. 

· · -~f · member. Afte:t ·iti.acussion the .~eam:tttee· "ad•pted · . 

. l.1 ;'~; r1_.~ -~~-sCt ~}'~-If~~-::~~-·w.~.il ~-~!~~.· .~.·:':~. ~-··f.· ... ::_:·~· .. 
. · · .,..·~•--+-tt~V: .r-.~~crt..·.'li!<.,:t dd,J., · .. ~ .... ~-... .._ 

· ahle~ ..,, •c-c1• '.;:pactdlt•~r ~.~"'::-<: 
otDaNi• 111 tlae ocmtrMlt_, rezr~e specified 
1n sale and .lene--,lt ~10Eillldl:f6 .. um.er (~) 
abcve are allo'\mble only to the exter·.t that 
such renta1 t1 do nQt axe sAd no:-.-r.vll co:;ta5 
(~ch as depr~Jcia1J.11n1 tc::x.es, insurv,ct; and 
ma!.n~enanc(\ expense3) t;.:>r.::te by the l~ssor 
whic~.,. would have been incurred. bad ·the 
contractor retained legal ti tJ.e ~o the 
tacil.i tie so;," 

l$-204Q34b(1) .;. A prr:.p.,sed s-.lhparagraph (c) px-esented by t£e 
Stt.f:f was '"!CJnsi~.ared &n:d :-ej..:cted0 In 11.~'.4. . 
tbere,r t.Ae C~ttee i!~.dert9d the f'ollcnt"~"Jg 

· f'irs+, pm·ent.hetical· expressi.on in the third 
sentence ri (i), which reads as. fellows~ · · 

•'lhe a.i.l.t.oabl3 portion or iS% (f"r such 
ot~r p0rc~.T.'.t.a.ge a& mt:J be agr~ed Upt\7l 
and set f~~th in ~a contract· ~cheduls) 

. or .. the allowa'bl.e· c.csts "Of a cohtract..4-'r !s 
indepencieUt ge:.1eral research (that wh.l~h 

·is not sponsored b7 a contract or grant 
or other arrangement) shall be allowed 
in all. cost-tQ'pe ccntracts under the . 
f:,llcnd..ng c·onditions :" 

l$-204.lSf - the Commi~tee determined to plar::e a pP.riod .after· 
the _w:>rc'.t =-allc-wable,' deleting the woi"Clu •u;J~.ess 
approved b7 ~.e Depar,.nt canc~rned,pl'f sllbj~ct 
to editing~ The Ansrr leg~ member -t:a:! r.aqu.t:cted 
to present reVised phraseolog)" for ·thia paragraph 
f' • for oonsideratien at the next meeting. 

l$-203o3 .. Consideration of this paragraph was deferred untU the 
mxt meeting in orcier that the reaction of tbe Small 
Business interests could be obtained. NOV ~ · 9 -,~:: r 

·' • 

r 



. ' 
~. 'l'he 111im1~s of the ~ NC>velber 19$$ meet1.12g. . were a. ppr. (lftd 'Wi. th the \. 

Jtollovi.rlg aodi.t.lca.ti.onsa 

Item 3• Case S3-l44 -Revision of Part 2, Section IV. 'lhe first 

- Ji· sentence vaa revised t4..' reaaa :.....;,.. . 
atn censide~ the SubC("'JIII11ttee. report ef 1 November 19.55, 
and the w.adated Ar!f' Audit .Agemr report, the suggestion of 
the Chairman t,c\. consider tho repert .n a paragraph basis 

--..... '-. - ~· "' edl'" f.=:' . ..... '• tt .._·~"how - .t'b'Ib .. t-.iQ90!"' .. - ~~ ... 
!i ~ · ._ tdl.Gid.ll& ,_fCIIN!ha~ ....... pre.-t.ed "7 tbe hbe....S.\~•a 
!! ' -- -~201:l.C0" 7 ~~-71" \ 

\ 

f J.S-202.2 
~ 15~2~.3. 

lS-203 
1$-203.1 

Subparagraph l$-204.6. The first sentence wa8 ·revised t, reads 

•'nle Air Force member stated that the problem ~ be 
particularly dif -icult in eases involving industries 
ir:\ .. Cil.ved primarU7 in defense work, such as the aircraft 
1ndusti7o In those cases, contributions and donations, . \ 
fAr all praetical. purposes 'Will be ~ b7 the Governnent 
and not by the contractft" 1 t~ such. beneficiaries and 1l'l 
such amounts as is determined bj the contrac1.nr, · Therefore, 
the Air Foree position is for contsmdng the 'disall~wanc~ 
as in the present AS..T.fl." · · · 

Subparagraph l$-~a4.lS. The quoted addi ti.on to subparagraph : 
"a" was reVised .tn reads · 

·~H_~atic~. of the Gm~.:":nment to indemnifr the 
~~.:~ wi.:U. be allowable nnq t~ the extent 
exp:res5J~· pro,:"ided for in the ct~ntract (for example, .. 
see A5f.R 7-203o22).a 

Subparagraph l$-204,1.8, A parenthetical expl"esston was added at 
the end ot ·Ule first sen-c.enee,- as · 
follows: 

• (i.nclud.ing the .contractor 1 s cnntributed pnrtinn 
under cost-ana~ _R&D centracta)." 

With this addition. the Dlinutes were revised w. reads 

"'lhe Ccmmrittee adopted the Sllbcmmnittee position !!. 
cJ.s.rif1ed that the pnrtion nf cnst-participation 
cont.racts not reimbursed bf the Government· under that 
eontract not be allowed as a cost on other cnntraets.11 

1S-~.26d.. The penultimate word in the quotes was revised to 
read arevers1. onary • a 

lS~204~28 - The secr~d aentenc~ of the paragraph on precontract 
costs vas revised to place a perif'd after the word 
•oontract8 alld to delete the words 11 and· ~be 
lim1ted. t., a period ~t tlluA as well. as tA the type 
alld amount of such c NSts. n 



( 

.. 
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I 

f 

lS-204.27 - .'!he q~ t~ ·acce.pted the dratt as. wr.i. tten.··· ' ··. · · 

lS~;o~~~e-~~·~· c~i~~,-~~~~ ~ ~att .. ..;. ~tte~~ • 
. ·:-::• ...... : :. :~. ·. ;·:. __ ~: ·, .... - -~: ·: :·. ·_:_.. ··< ··, .. :i /' .•... . •. '... . 

lS-~~2~-:·.;·~--Wi.t.h .r~.~t ·to 'eubparsgr. nc,n -~ _Co~ttee 
..... · ~--' ..... : ·· .·::. ~ap~e4·· ·~e .. -posi ti.on- ·of:· -the ._Subc smmi -etee that 
··:·.· -~~~-·- "·.": -:~h l~al-tees are .net al.loW&Ple .• _.: .... . .; 
fi··· .' ·-~/-_ •. :_·.~-- --~---.·.·;T:··!<.\ -.-~-.~~- ... ::_; · .. < · .: .... ;_ ·;.·.< ·. · .. ·. < · 

lS-20t"le3.(L.;.· ~; -Coapi~~ :·,.ci~p~.84, the· positi{'J~ of the>-~;· 
'·· ~- ,>;' .:~; '·Subcommfttee that au. ·pro!1 ts and losses on 

· !ii:sp~d.-"~'vo1··plant1~··equipJZ!8nt. or other · ::. ·· · · ... 
"·capital a·s'sets be aicl.uded ill ~mpu~ 

· ear1t.raat coat.s. 

' 
. i 
I 
' 

I 15 1"4 u. • ......__ ·Otddn_ ·eh1h.tv--i*"=~ ~.~.,~. · -~. l'iftds..tl~· ·· .:·_·· .. ~-~: 
.--~-.. a.o~.o~- • ..,._ · .. -• - .._..u~ . . • . • . r- . 

·:' ··: .. -4£: .• ,..,...,...W~'~---· ~- 0:· those 
· .. · ·· · · reponversiC>b>~eiise"&; which ··are all~ab~- ~ppe~s 

the best meth~ or. assuring.:tai~ treatment "f 
{ 

.. · .... th, ibterest·a· ··or ·t.he. .G~trm:zent and ·the Contractor. · 

lS-2C4o32···~· ~~: c-~~-t~~--~~e~·~ .~e :~aft -~s ~t~ with 
-:· :the· a)CCeption'-tbat.· the. iecond sentence ·was revised 

'· · · · ·to -read -as: f'('lllows•= · · · ·. · · 

II It fur-ther ine'iud~s: the.:·c~s_t~ ·'ot · operatillg 
. -·~ aptitude·am-eduoaticnal testi.ilg program, 

traTel. expenses of. ~loyees while engaged 
in recruiting persnnnel1 and travel expenses 
or applicants f'or:il)t~rviews ror·prnspective 
'Mftnl~nt·· ·-~:; . : ...... . 
~·~ """fl~ • • '• •. ·~ -~ :. 

1S-2d4.-33. ~ \iith respect to eubpu-agraph nb,". cons.ideration 
. . was g±ven ·to· ··the· change recOm.i'lezxied by the 

' · ~-·· Americm·· Institute ot· ·Ae.co~tantso- l~o Ruttenberg 
· · · ~ was -requeSted 'to draft .. Subfrti ~t~ .la.Dguage for 

. · . su.bmiss:l.~n tO ·tJie ·Ec:ti..t.iiii Subcn~JllJ4·ttee· 
·' . . ·.. . ·.·· ·. -· : 

lS-204.34 ·-. 'lhe~ _Committ~~ ·diSQu.elsed. ·at ·1~ih · tbe . Subcommittee 
apprf'ach "with respect tc general i'e·searcho '!here 

; ·· : . ·was general .. agreement in ·the fonmila approach set 
forth in the · ·ciratt but there was also a general 
feeling that a dnllar ceiling be ·ci~upled with such 

. _approach·.· Using tJ;U.s·as a basic e~ilcept, the Starr was 
.. ·.·:· ~eques~ed to· develap · i. propositi-on.:: 'for further con-

.. si~erati_~ . · ·· · · · · · 
· ... :. 

15-204.3S ·,.. ·.~ c-ttee .. a:ioptea the· ·posi_ti(\n· :or the Subcom
mittee that:p8¥1Jients f)f royaltiea to contractors 

. ®ouJ.c;i pe 'cirtUiase'ribed by,: cohtraet provi.sinli or . 
otherwise authorized by the ·tontracti!lg Off~cerQ·_ 

lS-204~36 • 'l'he questi~ W&s pre.serited as. tO --wh~'ther. at 'le.ast· tbe· :. 
protection afforded the Government· 1.11 ·proposed ASFR· . 

' j; 

J 

l 

I 

. ~$~202al· shw.ld .. !lot be 'provid~ · Howev~r,. i~ ·~pp~: 
'that t;he pretec;~$~ SQUc,ht: ~6uld ·:be ··r~~t.fl(l t~o th_e_ f:; 

1 .. ~lnspec~~ .df stlPPUes am Correotion -~ 'Dereetsn ~ 
. ·.CJ.au~.e .,(ASift 7-203o"Sc)p_· The. Ar!IW. ·melnbe.t'·· ~commemed ~'.:r 

that the ~t'iz:8·· Su·bcoriun.i.ttee ~~ve ~onsi.de-~at.ion ... :' ·<··.: 
~o in~rtion of. th.e w~rd 11c.onsuzner•. 7-a:rt.~ •train:J.qlf . ~ · 
in-.~-~~88: .. ~~~-~~~~~--,~---:~~~~~-~--~fi use;•.- i~ 

lS-204.37 -The' C:~~toee·ac_~~P;t~.!'h.~·~ra~·~tt~~ c;~"'~( 



r 

[ 

[ 
j 

lS-204.22 ·-· '1'be cOJDmi.ttM ooz;c~red'· ~· t.he. ·rec~~datiC,n tn. 
'· .· ··include ~account~ts teea0 ··imme<U.ateq atter 

. : . . ;"at~twrQ&ye" reen ~ ·~e· .second ·sentence ~ the 
_ .· · · ::.-. paragraPh. ·: · · · · · . · · . ;~ 

lS-20~6.: ~ 'n!'e:.:~~ tte~ · ::&cc:~pt~ :the. ~ait as, ~t.ten~ 

,lS-20~24 ~·The COmMittee ~opted the sUbco~ttee: position 
. witlt· ·re spee~ · to ~dentif;ie1a ~em separa teJ.r cf 

l · ebi.tt premi•.~ .ove~o However., the · 

I 

\ 

.. paragraJ?h wa~ c~ed .. ~ read ·as ·.tollowst 
. • • • • ••. • . • ~ 1 • 

. ·. : •l$~20ho24 OVER'L'IMEf EX~~SHIFT Al'ID 
·, . Mii1ti:sH iT PR 15. 'Ibis item 

. C?il~ts. ct. ~e Pf.em:l.~ ,por~on .ot stra "P& 
:. aai: multi•shift .~tli' t~ empley,es•: ·Such 

premiuma. on ·direct lal:.rr mq be classified 
as either' direct oi· iridirect labor c~ste, 
but the amount ~ overtima . premium should be 

· eeparatel1' 1denti.f'1ed •.. ·~en direct labor ·· 
_cost 'is the ·b~ .for _dis~n.butl.-on of 'everhead1 
.,vert.:1.me preDiiums shall not be j.ncluded 
thereino Cost flt .such premiums Qn di~ec·t · 

. labor .are .allowable . C'nl7 to the extent 
exPres~ provid~d .for in. the contract 

. or· oth'erwise authorized by tbe Govermnen~ 
,Cost of. -~ _premiums .fer illdireet labor _ie · 
allowable without prior approval, i.t ·. · · 
_rea-se>n.al)l:e, Bnd the cost ..is a:Urcated ·on· 
·a pro rata 'ba$is. to cN!linercial as well as 
governmen~·worJco See ASFR ·12! 102 tr-r . ·. · 
fur:t.he"r' i:~{omation co¢;'e_nli.llg .. tbS'· policy 
regarding· such authorization. the .amount 

, .. 

:·· . . · 

• Of rovei-Ulne. ain shift premium CO!t charged Cn 
Goveument .oqnt,racts silall. be equi-table ·in · 
»e:t_a~io.n t.O :-the amrunt of· such premium costs 
charged en non-'love~~m~ent .. work being concurrently 

. performed in the contra.c;~or 's plant and the 
... ~*~1?1"! .. ~9l:L~gesa.i~te the incurrence o! the co·st.n 

15·204o26 ,.··~·;·p~t~4t·~cepted· the. ·cboaft· as ~ttEm 
. .. . . . . with the exception ~r the followillg. changes:. 

, ·.·.:. ·.;·. · ... ·~-:·iS~i04.2k ::: ~- :~~~ ~~-en~~e ~s re~·sed . ~ .. :. ..... 
tn read !asr:to1lowSI· · ~ · 

- -... · .. "Such . e~ts ·"'Uq. ·inclUde . excess cent.ribu tions 
· · mede ·in previi'!US . years ·:·to· ·th~ · extent such 

. ·.:,. .. Ot'ntributiMS. are· elaimecL. ·arid allowed fer 
..... · ..... ·::.: .. ~·~:~~-:'purpt\~ElS .in ·.tbe·. cur;<ent -taxable periC'Ido 

· ..... ··· ·.:_. 1S-2o4~26d - 'lhe ~xt ·~ ·1:b.e ·last:: -sentence 
was revised to read as ~~llow~: 

.... ·• :.. .. . • . :1 0 • • • • • • • • 

,· ·· .. ~ .. : ... :.-.lt;.a .eontractor.has but 01'J8 er. relativel,. 
.·.· t~ Gover.mDent contracts, ~:appropriate 

~ont_raQtual provitd.DD. JrJrT. be. used to· 
·.·· .· ... .,. 

~- p;r~~~rve 1:he GoverJlli8Jlt' s _in~rest ~ 
prov.iciil;! retrospective ace~ ~ 
re!'u!Xi .or .. ant necessarr credi tse1 . ·. :·. : 

·-~ ... ·. l5-2~26e·~. ~: subpUagraph·was revised t(.l 

1 

l 

· ·: · . read ·as. followsa · · ~ 

·'· · : ,, : ·~ .UowabilltT~~'~osts of~ sum <o"';~ j 
.. : ·'·' ~~~Stts. cf ~tiel ~r o.t lump sum cash ~ 

pqments 6r periodic cash payments made tc ~ 
pr~"'~vide pension bene.fi ts r cr retiring ~r . ' .. ";(, ~ 
~t1.red. .employee• other than-~inCurred ·. ·: ·'·.:~ ~ 

.. ~·· ~ · . : .... ·-~. · ~er ·~ppr.oved .. pension plans_ wUl· be:.· C.~ <ct i- -e «,. 
: ~ : ... :,. ... · .. : -~~j_e~t .. ,-tt,0 -v1sid~ti~n e-n- an indi ndual Q P" 
. . .. ·. . ~.. . . . Q~lle b"' . ..; ·. . . . ; . . 

' 



l+. C: se 53-lili - ;t=vision of Sec·ciol'l rl 1 AS :?B.. A report :r::..·o:-.1 the Section , 
tv S;.~.":Jco:.:;:·,u. t.:.:.ee, pres.;nun, a )::·oposeC. depreciation - cost ~•te:6.1>reta tion 
r..:·o: .. i:·~cl-..,_sion in Part 6 of Section ~:!V 1 Has co:.:cu:":."ed in in }l"inei~)le., t 

• s·~.·.")ject to ec'.iting. In ta.ld.r<: this action ~'-le raembers noteC: .:~l'll'e·~ areas " 

i ,. 

re .J.,_i:cinG .~~"t.her co:1Si:~_~::·atiol'U 

a. Effective date. 
be L·!clusion of the te::t of Section 167 of the Il1-'-:.er11al 

ReYenue Co~a oi 1954, and · 
c. Cmission o: any re::erenc2 to "true" de:;reciation .• 

~ 
I 

~e t'ooYe areas 't-lere re!erreC. to the E~.~itil1·; Subc:.or:1l;littes for coi1Si.·,e=r~.tion 
;Lr.. co:·.:.jlL~ction -::i th ec1i ti."'lg the )rO:r:>osel. Tne Staff volu::l'teered to de"'.telop r 
a c: .. css-::.."si'9l"':~ce to " .. c.:.r-.\e11 de_1reciation for cor:.side:i."ation · . .;y the. :3-:li tin.; \. 

·
1 s· . .-:bco:~: .. i·~tee., The ~ditin~ Su1:>eo::t.d.tte:- -:1as req".1ested to provide a report 

. ~0... ~"'o··.- ir\e ~"a t-i on ,"'V 29 lie: ... ch ., 0 5 ~ ., r, . i '• u r r:: - - "" ..... ...... - ..,.. ...,_, ·- .., .,•e !t~t· ... ; _. ... v-: 

r• CE.se 53-44 - Depreciation Cost Interpretation: to-r rh·cluii:i.On in - .: ~t· 
. · Pa1"'t 6, Section "1.~. ASFR. .A. re~t .fro_ln the Zdi ting 

0conmittee, presenting the subject inter-,l)retation, wa:s disc~s~ed at 
length. The :report was .retu::·ned ·for. reconsid~:r;oation. While the Cor.nnit ... e 
eli(~ not finally determille its posi tion1 the Edi t.ing ·subco."nr.littee .should 
redevelo::> the project alon~ the follovdn;; lines 1 .. 

a. Applica'cd.lity of the il'lterpretation. In the absence or a 
s?e cifie agreeznent the ir.terpreta tion · applies to a~l 
"open" contracts. . ·~ 

b. '!,;lith respect. to the assets L""l.vol\'.ed •.. ~n~er.take int~r-preta~ion1 
thinking in terms of the descriptu,-n· err the assetS'. 'eoYered, 

W utilizing therefore .the pro~sions of .the. _.statute. 

j Co11side7 again ·the desira"pil;i.ty_ o~ qu~ting. or Jlarap:U"~S:Lig such of 
Jtatute as 'Hl.ll render the depreciation cost irtterpretatl.on ge11erally 
n~r·e:;:·sta:1dable in itself'. . · ho.t-:. ~)' 13~£. 

\ 



·.;· 

... 

.~s-204"'38· .:. .. ~e .C:~.t.te,e ·accept-ed· ~the ·draft· as· writ,ten·. · .. · · . : ·. · 
.1 · ... : ... ·;::.with .the ... exception-tbat ·the Anq. ~er·recemmended 

· · ·that. the Fditi!lg :Subcemmittee consider rev1s:f.rig · 
the definition ·of 11 speeial toGJ.iDg"· ··to.· e~nf<'rm . 

. with. ~.a :t~· p~iePtt-q.: })sing ..pr~posec! ~.Dr.. the Sec:ti"n · .· : . 
. · ~r.r ... Subc~nani'ttee~ ·~ ··. · . . . · · · ~ · 

1S-2~o.39· -· Xhe Cornioit~~~ ... 4op.ted.-;.the. Ai·r. Fo~~e mi.noriv.. · · .. 
. · .: · .: :;_ · :. :pc)sition ·With ·.~e$l)eet. to .&Ubp~agra.th 15-204.,39&.(·)), · 
...... · ... '. ~:.m ~at or the ;SubcoMmittee ,;:n l$•2044t39b~ . . . 

•' ' • • o • •' • I • . · 
1S-204.,4c .·~,±he. Coznmit.te~· ad:Jpted · tbe Subc~mmitt_&e positicn .: . 
. . . . '• .: .. ~t.h. re speot .'to the'. Jion.i.~owab:i.~.i"tt. cr ':costs . . 

. · · .. tn¢del1t to . exhibi i1'>ns;.· .. · · · 
.~· ' . 

l$-204.41 .. ~· Th:e C.cmmitte~· ~c~~pted··.the draft as .wri'tte~ 
. . ; · .. : ·: . . ... - .. ·. . . . . . . . . . . . . .. · . . . ·. ·. .. . ,. . . . . . . 

·l$•204e42 -The Committee accepted the ~aft as lqitten·with .··.· . 
. _:·.the ~xepeti~n .. that the Arnv member requested that .... 

... .· the F.diting Subccmmittee co1;1sider that. line.· S ~t: ,.~:: :·: 
. · ~tbe seerixi paragraph~.be:·~irlsed. ~ readc -~. * ....... · · ~-:, 

pronded :the cen't.ractor . follows . a . conSistent ~/ 
prce.edure which provides !nr equitable result~ ... CV 
:it\ this. resj)ectatr · · ,~~l 

'\~.::' . 
. lS.-204~43·; ~- Th~ Cemtttee..·a.Ocepted ·f.be· -m-art :as. wr:itte~· · · · 
. . . . . . . ' .. . . . ~ ... 

f u••• 

·. With respect. io ~ third observatiGn set forth i!l the first page of the 

' I 

· St)bcoMmittee.· report1 the eenclusien was reached that Departmental imple
mEintillg. ~tructi"ns sheuld lollow within a re~sona.ble· time the pu,blishing 
o:f Part 2, Section. ~v. The .. Co11Unittee ·also de'term:Lned .that final considera- ' 

. tion. of ~~rt 2 would .be given at a sub sequent meeting; out as snon ae 
pr1s si~leo · . .. . · 

./ 
/ 



•';, 

-. 

... 

·'·· 

I 

6. Case ·s3-44- -~~nor S·~~ticm rr~ "!he meml-·· ., noted Copies or the J 
1 

CommentS received .t·rom· liidiiStii on the proposed re. -sion or the subject 
Section. ~e Committee .chairman requested the Departmental ~bers to impres 

· upon thefr respective SUbcommittee :~er~ ~ need _for expeditious completion 
or this project. JUL 2 6 lSSS . . --·------··. . . · . 

~ --· ·----- . . ... 

\ 

I 

I 

! 

I 
r 
; 
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lS-204.10 - lhe ·c·o~tte~ aecep:~.-~.-:-~t · .. S:.S ... wi-it~~e~ 
• ••• •• • • : ~ • ~ • .. • • • ; ' : 0 • • • .. • • ~: •• • • •• ',.. • ••• •. -~ ._,. • • .. • • • ,. • • 

lS-204.11 .'The Cnmmittee adopted ~ subc~ttae· pod tl,,..n 
. ·that .. en'liertairlaent ~ense· Should no·t be allowed 
· ~ .. -.:aixl. -that :there ·was n~ :conruot .. b~tween:·tbis ·, 

paragraph and 1S~2o4~lb · ~ · ~s~.~o4~4oo· · · .. · 
l5-20l!.l2-l4·~·1be -~~ttee ac~epte~ tll~ ~~t.· as Written. 

lS-2o4.lS. ~ 111 accbrCiamc. with the point :expressed ,by the 
. :.Arrey" member,· the Commi~~e .detennined ~at 

subparagraph "an Should provide some ~overage 
with ··respect to indemilii'icati(Jno .... ·.I~' 'W8S d~cided 
. that. p"roposed subparagraph "s~ ~oUld be de1eted 
and that sucli ·COVerage, .revised t,·o ~ead &, fl')lJ.ows, 
~ould .~e inserteci ~t ~e .erJP. ·or ~~~·raph 11 anG 

. :: ... '.'."The ·cost· t{r ·ind~~.ricaU~n will. be allowable 
· :·.· · onl:Y' to the extent elq)ressl.Y, prcivide<i' for in 
..... the contract '(for· exampJ_~·, se~· A&ffi '?:~203.?.2). 11 

.... ·:.. . 

It .. was al.so cleterraine.d that ·~p~agr~ph ~e11 should 
be revised ·to·.read· as·t('llowa:·· ·_ .. : ....... . 

_i., . .~ . ' • _:. .•• '·.. . . .• . . 

11Co The ·costs of 'ins\irance .or ~ ~r~serve 
covering ·the riSk: of ·loss· nr damage . to 
·Gcver~~o~d pr.ciper~ .are ~ot· a+Iowable 
. except :tO. the extent tha~ ·.the ·uovernment 
mq have: apprr,ved. or" re.q~~d au:c~ insurance 
or~ reserve~" .· · : · ·., . . · . . . . 

1', •••• .' 

With these .changes, ana esPeti~ tnat -~oneerni:Jg 
' indemni:fic~~on) ·the· Edi ti.Dg_ Sub co-~ tee. &hould 

review· the paragraph· With ··respa~t tC' · e.ov~rage given 
the.se" cost elements• ·. .: . .. 

'· 

1$-204.16 - 'lhe~·.Ccmmittee adopted ihe Subcomrilittee p.oSi.ti.on 
· ... thr..t interest: be an unallt)Wable cos to · ·· .· 

lS-204.17 ~ ibe\;~t~~ accepted'~· ;a;t .&G .~tten~ . 
1S-204oie · ~ · ~ ._Commit~e~ · ad6~~d ~~- s~:~~~~ -~~~-~on 

. . . . . th~t the po-rtion·. of ·cos~artic1'9ation contracts 
· · · not rei.mb~rsed by the Government ~r that 

con~act not b"e. a.l.l:owed as a cust on other 
Cl)ntracteo. 

l$ .. 20l~o19 - '1'be c~naittoe ~oP:~ ·the· Subcommittee ·position 
that .any recogui ticn. cr cost (:1- defe!Ted "maintenance 

\ 

\ 
\ 

t 
1 
I 
l 

·· · ~ ·ea~~n~~1:~~:S~~~\N.!c:J.M~~r~~r. · 
•J&""-to. ·-. ... ~o . : nt.*welfF\Iit"-vilP M.i't·~ A~~t._ J . ~ . . . . ., . . 

1~-2oZ:~~i ::~~~f#~m;~ff.~;~tf;;;c~-,·~! ~-
. . that eash ~scounts n~t, be.-Qo.n$1.de%'ed- as··fina.ncial . 

·.·· · ·income~· _The.~ fp~c.e. ~er .. nthdrelr iifte .. Air· ~ ·. · ·' -~·:-
. . . For~e. minOti ty" po·~·~n.· "conc'eri;l.ng ~}:>paragraph -~ . . :-& "b._• . :W~.th ~spe~~ _tp -,~!f&g·r.aph •d,-• the·· : · ( · ~ 

. ·Committee concluQ.~ the subparagraph · should 

. consist, or·. onq ·the· fir•t .sen~n~e. as. set :forth 
~·~the drafto .Tbe CO.ttee also adnpted· the 

· • :~committee~ p_o_¢-t;i~n-~i.th r~~P'-C·~·~to t~ 
.. ·-p,on-sll.owa~ilitr of ·the cost ef · .. ¢~-.down· of 
inv~ntor:( ·val~eo· · . ··. · .. 
0 • • • • ' • ~ ~ 0 • • • • • ... ' 



i 

i • 

l$-20}eS -~~·.~~ C·t~e··.·~~o:·~~e4.1p ·the: Sul;>C~ttee. :.,.·· '. 
. . . :. . . . . . pQsi t~o~. that ... ~ere:~& no· ·1,i}ConSi.s.te.~ ~~--t,~een 

· : ·. ':···.:'~:".this ·_paragraph atid.':l$~~~~(b)e. -~~ p~flpaph._was, 
. . . · .. · .~.Q~e~e~; ·re~.se4 -tcrnad_ '"ti to~~we:s • ··~· _..::. :. ·.;·.: · 

~- ·· . .-: ·-~~~(~~e· period ·-ror;).Uoe~tion. ~t ;.ulc;iire~t 
. . . . ·. ~ensea lh~uld ':2!. representat:S ... ~:- ~r :~e .. 
. ·.· ... · .. · ... :period ot.contract .peri'.onq8.FCe.!!!!_ sh~uld: 

. . . . ·.-. 'be .. su.ffic'tentlt. l'ollg ·to .. aV..oid. uequitie! .· . 
. , · ... in' the· alloeattoi{O!··costse" .·· · · · 

.~ . . . . ' . . . : . . .. . . ' .. . t:: . : ' .. . , . ' ... 

1$~204 · - ~ CoJJmd.ttee aceept8d .ibe paragraph as· wri tt~no 

1$-204.1 ~ The C"'~tte~ ad~pte~ .the :-~~eo~t~e .po.~iti~n . 
·· · ·that the proposed instru.etions·w:Lt:ti ·respect tt'· ·'": .. · ·~. 

allowance ot cost's et adv4M.i'sing were·.zwt ~ 
restri~tive,; . ' · · :. . . . 

~ . . .' . ::. . . . . . ' . . . . . . ·.• . . . : ·. : . 

~S-204o2•S _• ~ c~tt~e accepted th~ arar~ ~~:~~~ten on 
' these p~e.graphs c . . - . · · .. 
~ . .. . ·:. . .. . . . . . . ' . . ... :. -::' 

lS.:.204o~ -· The· decision with .~'spect. tn. the DOD -posltion on 
profit .sh~ is _.expected within the _near .:f'u ture~ 

-: .. . ~· .. 

l$'-20~7-- 'lhe Comniittee accepted the clratt as.wn.:t.ten~· 
'I'.. • • , •. 

. . .. . . .. 
l$-204o8.- ~e Air F~rce member stated. that becaUse experience 

· · _ : · · had ·liem6nstrated ~ di.'fficul -ey- .·Qt ~·.Ct":~ntrollint; ; 
· 'these expenses. it was the· posi:t.ion. ot'· .the rlli F"rce 

. "that contributions .and 'donatiC:ms -nl')t' De aUowable 
. .. ·.·.· ; as coats. · ·The .A:b- ,Force ·.was :~ues~d ~·to present 

• : > its ·~vised. PQsition to \)~. uSEid :.in 'eonneet:l.-on 
with .the .presentatl.o~ 'ot . an .i tAm.: tor :decj.s1e>n b)" 

.- · · · :~e ~M&tenaJ.: secret&ri". arid :tbe A:ssistant ·.~. · 
·Secreta17 or D$fells.e (S&L).· ·: ·._ ... · · · · · · :~ , · 

. · .. ~; ~-. .. .. . :!. . . 

lS-~oW ·-·.With . respec~ to s~paragraPh, ."e.; a:·~~ :N~\7 ··~member 
· · ~ thdrew the Nav min<'ri t7.l>QJ~i 1-J.C>lle . .In the·· . 

.. 'diseui!i~cn.~ch ·ft\llc.~edl··,.the :cOlnmittee determined 
· th.at ~e · tollowinS sboulci .. be ).nse~ as the third 
een~~e-·in subparagr~ph "'e'1 s. · · · 

. ·.· ..... 

., ·~ 

· .. ··•The rei!M'.'N~ .Uixiepre~i·a·ted .amount Shall be 
· . ~nl.J'. ·fbe ·DQrmal d.eprec~atic)n remaiiling after ;;· 

the em_·of .the ~.t~: ~preciation' .Period and :::::· 
Shall n'Yt inclUde arv amo\int .. 6t unrecovered 
normal. t-r •true depreciation' .. ~owable. during <'> 
the 1ttrue depreciation' periodo11 . ~ ~ c;o -+-"' 

7he Fditirlg Subc~mmittee may improve upon the ~~ E 
verbiage ot the concept expressed in the inserti:>n. r;tt' 

J 

• 

I 
a' 

l 

l 



s. Case .SJ-41!.. Depreciation Cost :!nter?ret~.tio~ .. or Ir1clusion in · 

f §~ ~c'don f ~pP• tAbe· rept, .. ..,ifdromtJ.:tneon Ede~tingerred until/ 
.. Subcommittee "WaS 1:ir1e! discusse ur . r CDns era . • · 
i the mxt meeting to permit the EcJiting Subcommittee to consider anal terna.• 

ti.ve redraft o£ ~ra~ap~. ~~1, l-~ch is quo~d belowa 

1 

n 15-602.1 Applicabili t7 and Ef'f'ecti:ve Date. This cost 
interpretation ,artains to ..ASFR 15-204 (d) 1 ·15-205 (b) 
and l5-20S (o). It is effective ~d th respect to exis~ 
and futUre contractsJ provided that_, as regards exi.s'til:lg . ~ 
contracts this interpretation shall not be· applicable i.n . \~":> 
any ease where there is· an .. e::.press agreemen~ in wri tLng ~ •;:. · 
that a di.f.'f'erent interpretation shall be appll.cablee11 ~ 

-- ... ~~ -·· -·. * 

1 
I 

2. Case S>-44 - Depreciation Cost Intew;ta. tion tor Inclusion 
. . iii Part 61 section XV PR• 1 redraft or tlliS proposed 

p~graph 15-60. 2 •. 1., App;lioabilltt,. and Effective Date, was di.stribu. ted a 
t~ members • After ¢iscussion the redraft was slightq mod1!1ed and 
at>provede The Comnd ttee further modir.ted ·tne last· sentence o! paragrap . 
lS-602.2. Subject to these ·modii'icatiozm1 tlle Committee approved tlle C · t 
Interpretation for irinting. In taking this action the Committee concurred 
in the is suanee of a Press Release announcing the Cost Interpretation, by 
the S.taf£1 and in the Departments pr~ating tbe Interpretation w.L thin 
their Departments prior to its publication in the Regulation. The Inte~ 
preta tion, as approved, is quotA:d below a 

I 

I 

/ 
I 

•15-602 ~ Depreciation. 

~S-fo2el ... Applicability and Effective Date. This cost 
interpretation pertains tO ASPR 15=204(d)1 l$-20S(b) and 
l5-20S(o)e It is ·applicable t-r.Lth respect to .all·cost
reimbur&em! nt type contracts placed on and after l June 
19.$.$ and, also 1 to all existing ·cos~reimbursement type 
contracts not completed at that elate· except as to pre
determined overhead rates or fixed amounts of overhead 

1 

vlhi.ch have final:q' 'been agreed upcn for particular periods. 
However, the foregoing sentence does not supersede ~ express 
agreement in Writing that a di!:f'erent .1nterpreta ti.on shall be ·1 
app&able • · · \ 

:\ 

15-602~2 - Allowances for ~reci8t1.one Allowanees · for 
depreciation (other thiii iftr\ie dep~C!~tion") as provided 
in Sectlon 167 of the lhtemal Revenue Code· o! l9S41 sub-
ject ~ the ~tatlons set forth in paragraph l5-!02e31 
shall be acceptable for contract eosting purpeeee. · 
Allot-allCea tor "true depteci&tion,tt as that term is defined 
in DOD Instruction 4JD5.3k o:t l J\Lq' 19>41 shall be in 
ac cordanee l-tl. th said InS true tion1 aru:I shall. ee excltisi ve 
o~ ot~er metQods of. dep~qiation with. respect to tne assets 
involv e.d .in t.he ~ter.m:t.Da;~~n ot ... true de pre cia tion.11 

J5~.3 ... Interpretation.·. Depreciation computed in 
accordance .td th paragraPh J.S-602.2 above is allowable 

\ 

provided it.meets.the test:or reasonableness and &lloca-
bill.ty tO defenSe cOri~cts am ·other applieable proVisions . \ 
or this Section. Neeting these tests may depend 'lipon · . · · · · · · 
whether (1) the depreciatd.on allowance in' the particuia.r · · · 
.case is ·acceptab~. ror. ~ ~ses1 and (ii) the co~ting 
. of qeferi.se ·. contraqts •. is on a. basis Cortsis'tent w.L th the 
costing of thS .eontraetO~Is ·no~efense ~rk aDd.iS so 

· refiected.in . .i~ ·OO,ok$ .~·recOrds~• ·. · · 
· ·.. ·, · ;. -. · · · · MAY 1 0 :1955 



1 
I 

J 

l.2fn/'54 meeting were approved with 

First sentence. Prior to discuSsion ~f ·certain issues in -.~hich 
poei tions had been reserved.,. it ~zas. generally agreed tha~ the 
i'ollo~·ti.ng ~1ould be ~esentec~ to the Procurement Secre~r1es, as 
a group, for information an( resolution l1here awropnate: 

a. Hajor dii' ierences vd. th inp.:ustrr..~. ·. 

e. Those areas in t-:hich the Services are not in ac~ord. 

be 
0 •• 

' . - . 
• 0 

15-204.6 (e), (1') and (g). .· ... : ~ ·.~ .. ·· .· 
The Air Force nonacceptance. o.f ·the .. principle set· forth in t.hese sub- . 
para.graphs results in classi~'irig ~~s~~s. ~-.issue,. $The psue, ~rief).y. 
stated, ooing whether contractor. pa~flts pur~uant to: Prof1-t Sha.nng f 
and Stock Bonus Pla~ detennineC:"by profits ·are merely com)ensation ~ 
mea.sured by pro :Z1 ts and are al1ol'ra0le for ~inibursement1 or l-Jhetl1er 
payments pui~suant to such plans are distr~~tieiil of prol'i ts ani 

;: tEer8fore are not re:Labursa'.Jle as ~osts .• ) . To pe resolved C,;~ 
~ Assistant Se~reta.ry of Defense (S&L) in conjhilction ir.L th t~ 

t·a "'. - - ..,.- __ cz::~._;~ q u--... -_· .·. .· . .. ·_· . . ·. ' . --~ ··-\ .::· ·. ---7"1h8:~- f f ..... P·~etL~· -~~·..:.·~ .• ir.~Ul!#\~~:- ·; "': "':.~ 
if.C~: ;> ... :~ ... -::.{·:!;~:--.-~ - : .......... ~~~ :~ .. -~-~-~:·---~- -·-"·--:~. ~--.~c . . -~ ~~:?&)i.;;:.c;.!.;at;:_-.·~-~?":!'!~---·. ~-"' . ·:~·. -~·'!_-~ ;. .. • ~11!'~ . -~ · .. ;. 

.. · ·. · · · .r-!".r~'torv....-. ~ ~~ ~ ~r~ I~Oe.uue ~s:~m'v:Jec~"Q%J ·.1:01 

··· . of the ~~te1~al Reye~~- Qode· o£ 19SI.t) on;t.he· e'::irling p:l".O\~Sl.Ol1S ~· 
of Section l"V, It ~-ras geiJerally agreed that "t.lle ··is·m provi.sion 
rena:in unchanged, that a pres~ release be arranged on the to:jic 
;or in~o~tion ~ ~~- pu~~ ... aJ.lCio·that contempora:1eousJ.y t.·rith 
·the. pres~ r~lt;~ase1 . a~prop~ate, inst:. .. uctions be promulgated to 
field audit ~- ~sonn~J.. -~ .. 0 , • '·. .. . ..... 

: .. 
;;. __ , .. 

'. 15-204o·9 (e) 'ob~· o. . • 
"The contractor may elect to use normal deprecia~ion rather than ! 

....... :~~e -~.t~e .~ep~.¢.~ti~nn as d~t~.rmi~neq_.by -~ .~.~g~~y :Fac~ties ·J 
::..:· · . ·BOard. Hoowever.-· the DEtbod chosen afte:: such -de-termiriB.tion ·or · 

·. -ntrue depreciation" must ~e follo~:e~:~.Sl.stentlq ~hro~~:;h()ut the 
· ·-life of ·the emergency faciJ.:i.tiese" . · · . . .... !.'-~- .· . ·' : .. 

·• -~-:~ .. !-~- .. · i5.:2oh~-27 (f): ~
0

-~~~i~~-~ ·R~~t Plans.~.-.::··-~~-:--: -~:._ ·. ·· 
. A::'ter considerable ·.dis.e-Ussion or:.rewrsion creditS· and .. the. In2thods 

.:·--J ·. by l-Ihich arrangements "ean be"made""that"are 8t!uitable 'to 'the 'Govern-

J . :~!~!:e~~t ,~~~~a!t~ri~::~!/~ !~i~~;~~r!:;n o~s jf 
Defense, ·OASP (S&l)1 · and·the ProctiremGrit Secretaries be dir3cted 
to the :::ifi'icUl tY 'o".f _this ,i:ss.uea It is also to l:e e::.pl~ned t1~t 
-p~rt of the draft· 1-~ll. .be .is3.ued as ··an instruction, as it is not 
a··:-j_)ro·:)rl.ate as .'a cq.st pl"'iaciple ... The ihvy member a;reed to !ra.Y.le 
the issue, to iii inclusive of mass severance pay, anc: :.:o.r1~arc;i: 
CO!~ies thereof to. the.~ a.nci. the Air .. Forcee .-. ··· ·· 

··l5·204.4i - Ta.Xese 
? (a} (1) A.f~r. the third ~-ro::d. _ntaxes~. ·.~.f· .~- .~Ubr:)a~~graph add·_. 

. ··.·f··: ( 11 L1cluding state .. income t:~:eos~ 11 r: . 
J· 0. -. • i--

0 

0 .por:a . t:1ndersc6ring denotes chnu'e• 
-- -"b 

JAN 4 1SSS 
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••••• •· ·-·· ... --···--:· ·-- •• • •••••••• ,. 0 •• ·:.~;.: ,:_-·· ~-~- -- --.-: • ,.. -

-~-7· ·PE-se s~. Ae.Visi~i{·c,_f' sa~ .. ~i~ x'l •. PL-~r -~~~\~~-~t _pe~·
"issv.es 1il "tlnc~ pos~ t:Uaw had ·'been r_eserftd,=".:·it 1/u. ge~.r®:-&greed that 
•the f ollo~-dng :-t-»uJ.d be: .P: esenteci to~~ . Pr~cureiDen~ ·~·~~etariesi •s a ·group, 
=?'ol .. 1n;ormat1cma · ·· :: ~ : :>- ~:: .... --·-· ·-·~· .... · .. ~·-;-·.:~:: .. _:.~. · -·~, · _;_ .. ·. :;. ~ :. ::-- >··. · ... ~: ·· .:·:· · ··~,.,: -· : ·. · ~ · 

0 • .. : : • • • ·._: ·'. 

a. · !iaj~~. pi.st. ~!ferinCea, · ~ th. -;;n~:118ti-,-, . . . _ .. ,. :: ·: ·· -~. · :: ·· 
. ·. .. . . . ....... -~ .·. .. - : .. ~: ... · (. 

·b. '!'hose areas .involUng, i.· ~e from tlle curr~n~ : .r . ~ . -. 
. I JSPB· PQsitiOD;~· am . . ;: ..... • . .~: - .. 
•. •• •• •. . . • . t . . •• . • ·' • •••• •• ·• . • .. ' .~. . . . ~ .: 

,:: .-~ 

. -~· Those ar.aS. ·in ~-th:ich ~ are ~t accordl.Ug ~- ).n~stl}": ~ · .. · .. ·. 
. ·. . the t.Tea_tme~. =s~ br-1:hell. ·- c; _- - ·':-. -'. ;_ . :-::; '::!•, ,_·'·,~ 

The. members .then cQr:nneDCed discussion .of· the tollow.tng SU.~•·gr~··· · · · ... 
... " . ~· . - . . :.> . ' - .· ·.· .. · .. ·. . . . .' ·.· ...... :·~~~--~-~-.......... ·. :.· 
. -·. J:S-.rou.b - eafeterias1 lliDing Booma ·and Ot)ler 1oo4 ~erviees•: .. ·: ·.· _::: . ........ _. 
· · · . ·. . . Principle -~~ _and •gree~ to. .. . . ·_ .. ·.-. ~: ~- ·. -~· ··_·.: . ·. ~. 

'~ ; ~·. ~- ... '· ~ · . 

. lS-3:)4.6 - Compensat~n i'or ·?erso:.l Se~s. .· . . .. · · . . . 
~ . The Committee reViel:ed .the proposa1 ot the· Subcot'lmittee_·~ ·.~. ··'·. 

·and agreed tba t ·the' proposed aub;aragraph (c;~ ~hOul(i' 1:?8: -,_ .. ·:· .. 
changed as folJD~:ost ... . :..:· ./·- . · · · · · _. _·, ,,. ·.:' ··;. · · ~·--

·' .. •·. 
a. ..lt the enc! o£. the. ktro~tion tD s~par-graph· ... : · · ... ~ .• ~.: 

c:.1 change the colp~ ~- a cor.Jm& ·aM ~cl the ·. 
!ollotdng·J · ... · .. · ~ .. -~. · -·: ... 

. .. . . ...... . 
"in. acl·:"it~o~ -~ thOse: set. forth.~-

. · · 5lit;paragrap)l (·~) (i}_, .(2)1 · (7) # and 
· · (g) .·belDwa• ... : _. · · · ·. ·. . · ·.· .. . :. 

. t·'· .. ... • .. . ·. 

be· Rev;Lse .. su~a'3·ra~ (111) -to_ -read as follousa 
. . . .... 

... 

. . . . . 
:· i; . ... i. 

11 for ·allo-:ance purposes,.· the cost o! stock 
_op~ns .,.d.ll. be amo~ized e~ually over an · 

· -~ppropriate perlo~ ~JJ\· .the date the option 
· ~ · exel·cised depending upon·-~ ~rms ot tbe 
o::ltiQn··. a~eement• "·.~ . ~ . . .. ~ . . . . 

.. . 

Th,. ~bers accepted the p~o~'os~ o~ :'the Subcomiliitte't U> d.~lete t~.- second -
sentence of ~204.6 (d) (2).. . . . · · · . · .· ~ . . 

-~ : ~ 

JS-ro4 .• 6 ·{e.) ·and ·(t). The .u.r ~·or~e !Jomccept.&nce of the ~)Eiriciple 
=.. . · set forth in .these subparagra~bs results in c~fyizlg . 

. . . this 8S an 1s sue (the issue 1 · brie ~ · sta t:A!<i1 being . · 
~- · whether contractor costs lil ~ofit Sha.r:Ln~ and. Stock 

Bonua Plans· are. me~e:q ·c~nsation llleasured by '· 
~o.a te arxt are allowable for. reimburs~t.J or 
Hhetber .such plans ·are .. ¢1atribution ot profits) 
tc be ~Solved by the ·Assistant .Secretary of · 
Defense (S&IJ in conjunction vd th tbe Procurement 
Secretaries. DEC 2 1 1954 

4 ( c--1;,.' " • .,l) 

'---~--
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l5-204o3;~ ~ (l) (iii) - G•neral Research. 

15-204.;8 -severance P~. 

1$-204.41 - TcY.ese 

The members further determined to delete from the revision, paragraph 
15-204.40 - Strikes and Lockouts - Expenses ofe . 

Iri addition to the above issues the SUbconmdttee was requested to 
clarify the language contained in the following subparagraphs: 

. . 

15-204.22 - Hate rials and Supplies. 

Subparagra,h b • re discounts, and 

Subparagraph d - re ,ricL,g o! materials in stock 1-1here 
replacement cost differs significantly 

u i'rom book cost. 

A Staff pro)osal presenting a depreciation cost interpretation giving 
effect to the ne:-1 revenue le gisla.tion1 presented for interiJil use pending 
the promulgation of the revised Section xv, was discussed at length and 
referred to the Section "13 Su0committee i'or redevelopment, 1·:1 th a request 
that a report be provided b.Y 2l December l9S4. 

The subject of clearing the proposed revision 1d.th the Comptroller 
General's office 'l:·~as discussed. It was concluded that it '!·7ould 1:e highly 
desirable to informallY" present a co:')y to the GAO at the same ti.lr.e the 
wo~:>osal is referred to industry for conmente NOV 2. 0 1954 
: DEL 2· i3:>4 

:3 DEC G 1954 
A. B. c. 

j .. . . . . . • .. . • . •• . .. . : .. ~:~:: ~- .. 

J.. af.-.: 1,.~.1rdnntes of ·the uf'-JJ/54· Re~ :_i~~~;~: ~d the Spe~i~k!e.~:ti-nc~ 
hel/,t l2/2-/.S4 anc1 12/6/54, wer:8~ .. a:>~rove~.:wi th:_~·e~~ :~Q.~,:~g ~~iC!-~~ ~r . · 

1 

~, ........... :·.. .. . . ~· ·.·· .. ~·.;· · .. ::~.:'" .•. : ·~ .· ··.·=. ··.-~~,"'·~.<:l: 
· .. I.tem S. Case 53•44 • ReVision- '.of Seeti'oii"p ~ Contr.act Cos;t. . .·.·~.t J! .- . 

-.~ · · · · ·. ·" ... · · Principles• ·The etrtry 15=204.14 -. Pr.,f~~- .L1." .. 
Sharing, in the second paragrapE, was revised to roada 

~-~~·~~ ·::~i~ •. I 
:. / · !!18 teara.:·.s-r..enJil:·.JIU· rtYliMid.~te.~s•ef\·•·:ita111iitiN~ ..,. -~-~-~~: ' 

, u !oD.otts • : ~. ·· · . :-~;- · ·. . .:~ . _·· ; · · ·· · ·/':~ ... <~:;~;::~)~;zi;.~~~1~0.~ · · · ./'· f 

The 

"Subparagraph e .~ .. b.1ter~~- or ·rn~erdivisional 
Sales or Transfers,• ·in lieu ot subparagraph be 

fifth paragraph t·r~s .• revi$ed .:to .~ead -~s !ollmrsa '· . . .. .. . ·. . 

"A Staff proposal :Jresenting a d~pre~ation cost 
interpretatio,. 3iving ~£fact to the ne~r revenue: 
legislatiozz, presented i'or interiJa ·.~! ~-p~nding ·· 
the promul~ation of· the revised Section ·xv 1 "t-tas 
disc~ssed ~a~ lengtht ag~efi ... to 1n ;.prinqiple, an6 
referred ~ the See:ion XV Subcommittee for ' 

• . . 

redevelopment, td th . a request that~ a. reporl be . . . : ·.; 
provided by 21 December 19$4.11. · ; . ·. . ~t.t :i A .~-~~~4 · 



1, • .. The Jli\nut~s or ~- lD/26/S4. raee;tini ~~re_~ ~P.~~~-a~_:wi t~ ·_:th~· iOllo~·iing -~· 
fJOG.ifice. tiona · . · · · " ··'· ·· · · ·· · -· · · · · 1 4 . . . i 

Item 2. Qase. s~ - ReviSion o! Section ·rt -~· Cost: ·Prit'ieiples. ; 

f 
I 

The las"t sentence was revise·d to read& .·· ... , .. ,• ~ .: 

liThe Air Force tentative~ a ·;proved the prinr.:tples !or the 
~:9.~~-... c.f soy.e, O::or.·7ard t ref:1.~:r7cd tl.~ n.g~lt to rcviev1 
oot.1 aree:.s ~~he~ a final su . .:.commi'ttee reJY.)rt is issued.u 

(Underscoring denotes change). NOV ·2. 1954 
I 
~ 

Ei. c, se 53-44 - Revision o! Section XV • Contract Cost Principles. Tne \ 
•ir :i."o:·ce member presented the problem of the allowabili ty for rej.j.1~ursement. 
of col1'~11act costs under eost-reilil~sement tj'l:e contracts ani as to the 
rGco :;ni tion in price under fi::ed-price contracts o! de,reciation on plant 
ali- equi::or:1ent computed in accordance vdth the Inten1al Revenue A·ct of 19S4, 
'11'4e members recognized the issue, but indicated that coverage had been · 
9,tbnsia.e1~ed by the. Sectton rJ Subcornmi ttee in developing Part ll ·of Section ·. 
r:v • hcmJers 1-d.ll consider this ~~ at the ll/30/54 meeting. NOV 1 7 ,354 ' 

ll ... ··.·.., ,. ;· ....... , 

~ S. Case .$3-44 - Revision or Sact1on XV - Contract Cost Princiile$e : ~ 
~ Conside;:~:tion of p. report from the Su.'bc.,Jiiii!W~;· ·lJres-entiilg tile· latest dra!t 
} of }~a;ct 2,. Spct+o~ '!31 re~s~d ~ .~e ~~~t o.~ ~JmJ18n~. ~~ceiyed_,frpm tbe ~ 
military depa~ntS and guidanee fl"'Om Ule Coimnittee1;ht;egan with .. the· 
disc·11ssion of' the purpose of considering the report. :~t 'NB.S e.gr~ed. that 
this revieu \-rould highlight tl:o ty,e.s of' is~ue~ ·· ~or i'6solution prior to . 
for•rarding the revision to inc'..ust::a.7 ·ror comment.· ~s~ area 

(~ ,: ' • ~ • • • • • I ·~ • - • ' f : :" o 

a. Issues in which the De)artmenta.l· po~iticms~are -~~·11\. · · 
anc~. ·~hich may be resolved by the ·C011mii~tee -~t,•·a su'osect~.Ient 
meeting, and · .. - .. · . ~ · . · ·· ... • ~. . • · 

• '. .. • • .... 4' ... \, ' ' 

b. Issues where the De)artmental ~~itioJIS .·~re·. ·JCtiO~m ·,. <· • ·· 
~·7hich ,dll re~uire resolut:.io1i by \the·:Ass.iitan~:·· ~_l.: .. :· • · 
Secretaey of Defense (Sc:.:L) in conjune~~n -~ ~- the •;.: .~.: · 
Procurement Secretaries : . \~· i ;· · ', ·• .. (.. ~ · • ·. • ... 

\ 
• ~- .. · : _,;: .... :··: .... ,~r;.: · .. ,··:· :.-.· .. 

The members undertook consideration of the· Su~t't'e~ -~~t tOn~·:&: page 
by page basis.. Issues for further consideration~ appe.~~~ 1n the foUoldng 
subparag11 aphs 1 t ·· · 

lS-204.4 - Cai'eterias, lli.ning Room8 aDd othes.::r•·~od ·s,~vi&e!J~:_. 

lS-aJ4.6 t - Stock Bonus Plans, 

JS-204•8 - Contributions and Donations. 

15-204.9 -Depreciation. 

15-204.14 -Profit Sharing. 

lS-204ol6 e • Insurance • Officers, Partners,· or Proprietors. 

15-204.17 - Interest and Other Financial Ex,Penses. 

lS-204.27 t -·Pension ~ Retirement Plans. (In connection 1r.ith 
this issue, the Navy member urged that considel1 ation 
be given to the deletion o! pension reversion credits 
and mass severance pay from the cost princi!Jles, 
presenting the proposal o£ the coverage of these 
subjects to industr.y in a separate paper., stating 
that both these items were deleted on tile premise 
that one offsets the other. Ho·uev·er., i! industry 
insists on one1 the Government w:i.ll insist on tbe 

---~--,··-~ .... - ""~ lov.+\o\_' • 
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~----------~---·---···· ······· -·· .. 

3. Case .S).b4 • Bertsicn of SectiOa XV • Colltra·ct .Cost PrincipleS. . The ~ 
~rs nated and apProved a progress . Jep<)rt from tbe Subject SUbeommi ttee 

. ~~sting an extension of the target dat.t for. tbe ~letion of: the proje 
~ 22 ~ l9Sb. ·. JUN 1 1954.. . . . . . . . . ·. __ 

.... ·-··------------------------

t 
12. Case 53-44 - Revision of ASPR, Section XV, Fart 2. A 

· re!)ort .fro!n t}1e Section XV. Subcoll'll¢. ttec: ~resenting the subject ' 
revision was concurred ·in by the members for the ;.>l"U":)OSc of . 
securing comments from the Technical Servic~s, Bureau and Co~~nds. 
Dcr>artmental comments are to be rec~ived by l. A-ugust 1954JUN 2.2 1954 

._ t"iftbi. . .. , ... . ... : '-::- ::a. . •. 4---.Jo...-.----- -~··-p ... 

. ---===~:::::3:::;:::=:::::::=·. ~- !'' ~ ~ -;-~. ·~·.;.-~~·· ~-· ··:--r -. - .. --.· . 

9· Case 53-U4·-. Rerlsion.at" Section XV.- 'lhe memb(;:rS noted the dcsign~on 
Ur. G. li.. Connatsor, JJi'liDD, · as. tJie lJ.r Force manber of 1he sibjoct b-

om.r.d ttc(;, vico Mr. A. B~ 'lb~mas,. !J'I~UD. 'AUG 2 4: ,gst-· . ,~ · 
* ·¥· ,,. . ,. ¥·? .. sg.: ... 

7. ~ase !;2..:37 - ~ction Vn .: ChuBa~,' Price RtVisicm Clauses, . 
' ase 53-64 - .TaX c~~<Hts - Downward eonti'ac Price Revision. . \ 

-ase 53-44 - · fioVi Sion or suction xv.. . '1hO members noted the designatio 
of Mr •. p. M. Southw~n, AMUSE, ·.as 'thC Air :rorco member of tho subject Sub
conmd.ttccs, vice X,t. Col.:H• T. Critchlow,!~. AUG241954 

2e Case 53-b4 • ReviaiQn-ot Se.ction XV • Cost Pri:;;rs• 1he Committee 

f
nsidered the 1s sues r~~~ li(;t~' ~~~o~ .IV. 'Suti.. ttee report as 
llows• · • ·· ~ ~ .... ~ ... ,' ,. :'!.~: ; • .-.:. 

I 

. .· . . . ' . . 

a. Should costs of pro£1 t shi:rlq plans .l,)e. allovrable 't9 . ,., ... 
the extent reconu:ended b7 the proponents in tha •· .; · '·· · · 
!'aport? ;i: .. \~··:.\:'; 

b.· .. ~'hOrid costs·:·~.t. ~·ci{ bonus plaD~-~~~~•JJ.owabla1 ;.: 
. . • .l '• ... : . •. 

(2) 

. ... ~.·. ·• ·.~ ..•. ; 

If the contractor's 1bus~sit-:1s ,Jltt.t..~~ commercW.. speei~~ ·~+.l.sloD •• -.at .~be ~.l.zi -~~~ . 
contract for s~-;~sv• ··.It wu r,co.liDPfll~d. ~t·· 
negotiations .for:· '·suCh·.' aos~ :-.~-be~bandle~ "~~!lt .. . 
in each Department ,o it:Jl&t ·-£~& 1"4r, -f(ji.m;7• oai .. .. 
be attai!lede •. · ··: · ·. · . t.Z:.•. ·-~ .. · ~T, .i:; .:; :~;.· _·:::: 

b Air Force reserved the right to re~ew .. ~th areas .. when a final 
S1:lbcammittee report is issueq. OCT 2 S 1954 

. . .. · .. ~ :- .. · . . 

I 

r) 
I j 



' ... _______ ., ___ _. ___ .. ___________ ----------- ---- ·" ' .... ' i.. -- ··-: --' .· 

2l. Case -~~..aw • levisiec ot Section D - Contract Cost Prind.plese '~ .. -
ot Parte 1 .d 2 0: Uie proposea ftit81on Ol 5I ton· if, ~ bi tile -, · 

\

SUbccmDittee pursuant to ~ae1pt ot service ... ..-., were clUtributed '- ti-l· 
members. 11w ~ wre· fa.rtlMir advised \bat Parte J aDd k wre ~ 
ill tbe procel8 of' being reproduced am that 'oopies wold be prvd.ded •. ,: 
aembers as IGOD as they beCCBDa ani'·~ IOV 2 4: 1953 

• •• ~ " f II ---· -··-------·-· • ··- ~- _ •••.•. .• til 



-~: ~;-~ 
ccn,1ents1 ~d th a rec;uest that comments ~ presen~d bf· • 

• 2]. October 19S3. . .· .·: · · · . · 
• : · . ., ::~ . ..r . .\. . . · · ~ - ~- . . '; t·· t- ~ ~ ... . ·•. --· ... t' 

.... ,.be ==~!t~~=!i~~~-~. it 
meeting at the request of the Office o! the Deputy CC111ptroller ' 
for Accounting Policy 1 cm>. . OCT 6 1953 

.. ··-·-------·-·-·· ,., . ·-··· .... - .. - . ·-· -·-:--··"' .. -

· b_ Case S~ ~ Revls·iC)D 0t Section .Xv •. ·The -secth;~ Xv s\ib~u ttee enter~~. 
~·the meeting fo~ d!scusS!o.n of ·t11e :n~bi=: .. of \oibetper Section xV should provi~ 

fOl" the specific inclusion by' contract. provision of the revised coat princip~s · 
~.contracts containing price ~ternz;nat1on or incenti"' provisions• . It .. 

:-~::· 1 . de~rmiiled to reserve: action on ~ ,issue untl.l: "the Su:bcommi ttee . could present 
i speqif'ic contract l.anb"aage tor consideration. !be. tentative conclUsion 1-ras 
; ~t. the ·clause sbould ·read _'that the ~incip~s were ·&)p~cable to such ~ \ 

_.r_::····.· .. i .. .. a~· as a ~eJ!Wio. nte changes am the clause are to be p:-esented ror \1 1 
~ ~-~-· . ~qe~~aon at tba · /.'l!J/$3 meeting. ·tOT 13 1958'. · .. . ..... · 
·:,::~~- -.- • ~ ·--~~ .. ~ 4~=· ~; Mw:~ ~W3f> w.tj \t·$·w#· WMSF¥S~-MA':WMAAY!fi~"!z~];;:.:ti; Z· ·-\·§.~?!'itj:;! ~> .·. 

,. j f: ~. 09~t~eut~OS:!!tofte. f::~~ .!!J'!~01;!:se;: · \ 
:~~-.. :..·_.; r:et1on XV would 'be incorporated~by ftference 5.D· all. price l'edetemin&UOD 

• 8lld.;iDcen1i1.ve clauaea,-:am, U. • 1·at :'tfpe of. eontl'act proviaiotr.~. :.- "-. 
appropriate tor 1:he purpose. Uter a prO:.ODged d:l.scussiOil ~d.th 1lle mEiilbere /j 
of the Subec:nm:1 ttee ard a representati~ of the Depu.t;r Ccaptrol;J.er·•s Office 

0:~~= _g~!'r~~:.:eft~~~~ic:O:·~~~~ee' 
siQDo· · 1'be -~e~ ~ .. to · accanplieb tbi• oOneept--vas· ~J?~d ey 

.. ·. the JIBiilberse A ·apec1al.· Orcup was -desipi:AMI to •t i'<)rib iD t-ll'i~ . 
eubstim~tioJl·an the .-posit.ion -~~.~elude :aD4 the. representative 
or the Deput7 Comptrollar'e Qtfice will provide ~written ~4n18 ·for 
mandato%7 1nclwi;;.o~ bee documents w11l 1ll ~te:q be. io~~ to a 
higher .~l. for ··re.sol.lttt.e of· u. ·s.mee ·: .. ~: : . .: . ~ .... : . ··· · ··-~. . . · · · : u 

I 1...~ "dedgaa~ 'to ~:S;&~;i~Hf ~ ~ deftlop .. Oilmttee•\ 
ri~were• ........ -.- · :. · . · .- _- .· " . , . · . 

.. _Arrttr- ~· ae~ u~ a. ~~-m tJ-h. . , ~~- :: . 
. . :·. ·llavy • Hr. ·G. 'C. Benne~ -an.r .. (Oha1~~~"\e, _. ,/ 
~-~ ____ !! -- -~ Cel.. 'tho&. \-1. Jtvaza. lP'MPB· . •..- . . ·, : ~~ 
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19. Case S3-bb - Revision. at Section XV - Cqntract \. .t Principles• ~ •. J 
1 !embers were iri.tormed lii the l·tuni tiO~. BOard member tEat pursu&iit to converu 

11 

tri·ons between Adm. Ring -~ Mr. Bordner, .. agreement was reached on the tollo~ 
fetho"d of" going forward ·td.th the further development of a revised Sec~11 Dt 

. The·_ASPR c~itee: would "tindertake6 ozi ·an.accele~ated basis . ·\. 

Assistant Comptroller tor Accouni:\Lng Polley• OSDe The Committee 
agreed that the Subcommittee t s :1ni t1a1 consideration should be 
with reapect tD the basic concepts of the proposal, including the 

··:.:. t 

l 
approach for use in fixed-Price contracts• It was fUrther agreed 
that consideration of 1he Deput,- Comptroller's proposal would be 
divided in the following ordert 

.~ ::.J ·~ 
.: ~. 
~.~--~~ . 

I .. -

•• Parts 1 and 2, and 

be Part 3e 

The members designated to the Subcommittee to undertake the study weret 

MB · • Mre H~ H. GalluP (Chairman) . 
A.rtrr8 • (Proce) Lt. Col•· J. M. Railingl GS G-b 

(Accounting) (To be designated} 
Na'V)' • Mr. E. T. Cook, S&A · 

Mr. A. C. Sawallisch, ONM 
AF • Lt. Col• H. T. Critchlow,. APMPE 
OSD • (To be designated) JUN 9 1953 

16e Case SJ.u44 • ReVision .of S~ction xv· • Contract Cost ?rinciplese 1he 
Chairman advised the members that Jtr. HOlra:rd Wright· Eihd .Ml'. K. K. 'T~lgore 
~ 1>een designated OSD NPrese,ntlitives to th~ S\lbject Su~eommitteee. • i\ 

1 Subsequent 1:D the meeting l-Ire Ro Mo Kee . was desi~ted Arri1s Accounting~ 
representative to the Slbject Sub~ommi t~eG .. · JUN 16 1 . ·. . 

____________ .. ·--·-·-------·----- ...... ------------------· ... _ ·-

··- - ··------ ... -----·-· ···-·-··-

· ~J( Case SJ-!W • Revision ot Section XV • Contract Coat· Principles• ~e 
, ~b~rs noted the designation oi Hr •. 1. B. Thomas, AF1UD1 as an additional\ 
l-- --~---~~!:.~~ member of the subject SUbc~ttee• JUN 3 0 19:;,3 

1 
i 

. .. _ _ __ _ ""- .,_ ~-~~ ,...... . . ~ .. I ' • .. { . ~:·f~f.:~~-~-:-~:\.:$-;.~'·h:;:;..'::;·::;; :> · .. • '.;;c.. ... .. : , . = = . **'" 
2e Case S31Jili •· Revis:1:on· of Sectio:a. xv. ~ mtllllbers mted a report from ~ 
the Subcamm1ttee1 lliiiCh preseii£;;({ .ts;if SUbccmrd.tteets 1'$camrnendat1.om on· 

tarts 1 and 2 o:£ the Deputy Ccl;lptroller'a propOsal to revise Section XVe 
e memQers were informed that 1\lrtbar discussions between the SIB cia1 
sistant to the Secretary {Admiral Ring) and the Dew• Comptroller !or ~ 

Accounting Policy were being scheduled to review the Ccmn1 ttee tJ . .atment 
at this Revision. JUL 7 1953 . ·. . · • ~- · 

. .. --~--·---- . - -- . ! 

·--. ···-· 
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DEPRECIATION PARAGRAPH INCLUDED J- ,:X/ 
IN ASPR COST INTERPRETATION {JY' ~"'J . · 

A cost interpretation paragraph, relating to depreciation, will 
be included as part of Section .XV of the· Armed Services Procurement 
Regulation, effective June 1, 1955, Thomas P. Pike, Assistant 
·secretary of Defense (Supply and Logistics), announced today. 

The new paragraph, 15-6C2, which will be published by the 
Government Printing Office as Revision of the ASPR, follows: 

"15-602 - Depreciation. 

"15-602.1.- Applicability and Effective Date. This cost inter
pretation pertains to ASPR 15-204(d), 15-205(b) and 15-205(o). It is 
applicable with respect to all cost-reimbursement type contracts 
placed on and after 1 June 1955 and, also, to all existing cost-reim
bursement type contracts not completed at th~t date except as to 
predetermined overhead rates or fixed amounts of overhead which have 
finally been agreed upon for particular periods. However, the fore
going sentence does not supersede any express agreement in writing 
that a different interpretation shall be applicable. 

"15-602.2 - Allowances for Depreciation. Allowances for de~reci
ation {other than "true depreciation") as provided in Section 167 of 
the Internal Revenue Code of 1954, subject to the limitations set 
forth in paragraph 15-602.3, shall be acceptable for contract costing 
purposes. Allowances for "true depreciation", as that term is de
fined in DOD Instruction 4105.34 of 1 July 1954, shall be in accord
ance with said Instruction, and shall be exclusive of.other methods 
of depreciation with respect to the assets involved in the determina-
tion. of "true depreciation." · 

"15-602.3 - Inter~retation. Depreciation computed in accordance· 
with paragraph ·15-602. above is allowable provided it meets the test 
of reasonableness and allocability to defense contracts and other 
applicable provisions of this Section. Meeting these tests may depend 
upon whether (1) the depreciation allowance in the particular case is 
'lcceptable for tax purposes, and (ii) the costin6 of defense contracts 
ts on a basis consistent with the costing of the contractor's non-
1efense work and is so reflected in its books and records." 

END 
- ·, 
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15 August 1956 

SUBJECT: Case 53-44 Section XV- 15-204.2(aa) 
Training and Educational Costs 

Pursuant tc Item 3 of ASPR ~nutes of 7 l:..ugust 1956, the 

Editing Conmuttee has edited the subject material, as set forth 

in Tab A. 

C. ~·!. Hilkinson 
Lt. ColOi1el, J1~GC 
Chai!"!11an 
Army 1-.. Iember 

Incl: Tab A 

Jolm Green 
Navy Member 
(absent) 

Jolm F • .Perry 
Air Force Hember 

/ . · .. ~·' . 
... i' ... . , . . ·. 
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DEPARTHENT OF THE NAVY 
OFFICE OF NAVAL MATERIAL 
WASHINGTON 25,D. c. 

:·ICHO~NDUl1 FOR THE CHAJ:lMAN, ASPH C01'11II'ITEE 

M36/ACS:ll 

2 Au3'CJst 19% 

Subj: Case 53-44 - Special Subcommittee ASPR 15-204.2(bb) 
Training and Educational Expense 

Ref: (a) Report of Subco~~ittee of 12 July 1956 

Encl: (1) Proposed language far AS2R 15-204.2(bb) 

1. nefercnce (a) was considered by the ASPR Conr.::littee at their 
meeting on 31 July 195 6. A number of rccom~ondations were rna.de 
which the. su.bco:nnni ttce has endeavored to incorporate in 
enclosure (1). 

2. It is probable that subparagraph e of enclosure (1) will also 
be included in ASPR 15-204.3 - Unallowable Costs and referenced 
back to AS?R 15-204~2(bb). 

3. The enclosure has not been coordinated with the Office of the 
Secretary of Defense, Office of 1-Ian~jowcr Sup ···ly, it being the 

· understa.nd.ing of the Subcommittee that the ASPR Com·.~ittee would 
do so. 

Commit tee Nembers 

Hr. Paul l!. Southwell, AFH?P 
Br, Thos. B. Horsley, Arm~y Ord. 
Nr. \:J, L. Latta, AFAUD 
Nr. James Ruttenberg, NA VCOMPT (CAD) 

I 



. ~ ' ~. 

Training and Educational: .~e·nses 

a. The costs of preparation and maintenance of a pro~ram of instruction 
at non-colle~e level designed to increase the vocational effectivenss of 
employees include the salaries of the director of training and staff, train-

. ing materials and textbooks when the training program is conducted by the 
contractor; and tuition, fees, training materials, and teA.'tbooks, when the 
training is of a non-collece level in institutions conducted by other than 
the contractor, Such coots are allowable, In both instances, costs may 
include salaries or '\..rages of trainees during regular working hours. 

b. The costs of part-time technical, engineerinc and scientific 
education, related to the job requirements of bona fide employees, at an 
under~graduate or post-graduate college level are allowable as follows: 

1. Tuition, fees, training materials and textbooks; or, in lieu 
of tuition, instructors' salaries and the related share ·of indirect 
expense, provided that the su.m thereof is not in excess of the tuition 
vJhich would have been paid to the participating educational institution. 

2. Straight-time compensation of um:Jloyees for ti.me sFent attending· 
classes not in excess of a total of 156 hours per year where circum
stances-do not.permit the operation of classes after regular working 
hours, 

c. The costs of tuition, fees, trainin2: materials and textbooks (but 
not subsistence, salary, or any other emoluments) in connection 1-rith 
scientific anc~. engineering education related to the job r~quirements of 
bona fide e~~lo~'"ces, on a full-time bas:Ls at a j)ost-graduate college level 
for a total period not to exceed one school year, are allowable. In unusual 
cases Hhere required by military technology, the period :nny be extended, 

d. Haintenance eXI)ense anc~. normal depreciation or fair rental on . 
facilities moJned or leased by the contractor are all"'-Table. to the extent 
that such facilities are used under prog~ams falli~g within a or b, above. 

c, The costs of training and education of other than bona fide 
ernploye(;;s are not allowable, 

f. Grants to educational or training institutions, including the 
donation of fac-ilities or other properties, scholarships or fellmvships, 
are considered a s contributions and will be treated as provided under 
ASPR 15-204.3(c). 

Enclosure 1 



DE:PAaT:· !ENT CF ~ NAVY 
OFFICE OF ~·JAVA L i1~ TERIAL 

WASEINGTON 25, D. C. 

}'"!:EHORANDUN FOR THE CFAIHHAN, ASPR CO~f.~ITTE·.~ 

H.36 I ACS :11 

12 July 1956 

Subj: Case 53-44 - Special Subcommittee ASP.R 15-204.2 (.bb) Training 
and Educational ~:pense 

Encl: {1) Proposed draft as agreed upon by ·!1r. u. L. Latta, AFAUD; 
l~. James Ruttenberg, Navy CAD, and A. c. Sawallisch, 
Navy ONH. 

(2) Discussions in support of enclosure (1). . 
(3) Proposed draft of Memorandum to the Secretart; of Defens·e 

or other compe-tent authority for ruling on the disputed 
portion. 

(4) Proposed draft as agreed upon b:' fl~. Paul SouthHell, A.'?i.~P; 
Mr. Thomas B. Horsley, Army Ord, anc,. Nr. Albert Kay 1 Office 
of ASTSECDEl~'(~IAiTP\~'t,~"n & RSSErtVG.) . 

. (5) Discussion in support of enclosure (4). 
(6) Proposed Section ASPR 15-204.2{bb) presented by Hr. Ken Borgen, 

Navy Industrial Hanpower, and dj.scus sion in support thereof • 

1. The Special Subcommittee appointed by the ASPH Com:.·,U.ttee on 6 April 
1956 to consider the problem of extent to which Training and Educational 
Costs should be allowed is unable to come to complete a~reement ani the 
diverse opinions are being presented to the ASPR Committee far resolution. 

2. Agreement has been reached, with some c:ifferences in lanGuage, to 
allow the costs of (i) vocational training, whether it be "in-plant" or 
in vocational or trade schools, i.e., the traininc of welders, electricians, 
machine operators, etc., and (ii) training of a short term naturo which 
is nec~ssary to meet an immediate, clearly defined need of the con-
tractor in connection with a specific ene:ineer ing, production or adminis
trative ;>roblem.. The latter type of training may be in the plants or 
laboratories of other contractors or of the Government, or in technical 
institutions as well as in trade or vocational schools. 

3.. The essential difference concerns the allowability of costs for 
college and post-graduate courses in the sciences and engineering in 
a curriculum leading to higher academic degrees rather than to meet an 
immediate need of the contractor. . Enclosures (1), (2) and (3) present 
the position of the group which is of the opinion that there is no 
existing Department of Defense policy whict permits the acceptance of 
such costs and are of the further opinion that policy making in this 
field, being of a National inturest, should be undertaken by those in 
the Government charged with respect to education and training rather than 
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by purchasing and accounting personnel. Enclosures (4) and {5) 
present the position of the group which would allow such costs, tog~ther 
with standards and limitations for allowability thereof. Enclosure {6). 
is a draft of proposed ASPR .Section 15-204.2(bb) submitted 1:u Hr. Ken 
Borgen, Navy Industrial N.anpower. · 

Committee·Membcrs 

Mr, \.Y. L. Latta, AFAUD 
Mr. James Ruttenberg, Navy CAD 
11r. Paul N. Southwell, A:F'HPP 

·:Hr. Thos. B. ;;orsley, Army Ord. 

Coordinated with: 

lir. Albert Kay, OASD (HP&R) 
Hr. Ken Borgen, Navy Industrial 1'1anpower 

~2-
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15-204.2(bb) Training and Educational Expense. 

(a) Vocational training is that type of training, generally of a 
short term nature, which is necessary to meet an immediate, clearly 
defined need of the contractor, such as training to overcome a particular 
engineerin~, production, or administrative problem. It may be carried 
on in plant, in trade or vocational schools or in technical institutions • 
The costs of preparing and carrying out vocational ·training courses may 
include the salaries or wages of the training director an:l staff; 
training nn terial and text books Nh en the program is controlled by the 
contractor, and the salaries or wages of trainees for time spent during 
regular 1-rorking hours. Costs may also include the salaries ar wages 
of trainees for time spent duringregular working hours, travel, tuition, 
laboratory fees, training n1atcrials and text books when the training 
is carried out in vocational, trade or technical training institutions. 
Such costs arc allowable when reasonable and properly allocated to all. 
work of the contractor. · 

(b) The costs of educational and general training pro~rams of a 
tJ~e aimed primarily at increasing the general educational or skill 
level of· trainees, rather than solvin?; imrn.ediate specific problems are 
not allowable. This includes the general area of long ran~e management, 

. executive or professional training pro,;rG.ms anc:~ scholarships, fellow
ships or other emoluments to employees or others. 

Enclqsure (1) 
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DISCUSSIONS IN SUPPORT OF ENCLOSURE (1) 

1. It is the opinion of the undersigned that under existing policies 
there should be separate treatments for expenses in cormection vtith 
vocational training; i.e., training ot supervisors, machine operators, 
WGlders, electricians, etc. and t11e education in technolo~ical fields 
of engineers, scientists, etc, 

2. It has long been the practice c.:f industry to support the expense of 
vocational trai··.:ing, This practice had its recognized acceptance in 
the guild and apprentice systems vhich have for ::··ears been a part of 
Union agreements, An acceleration of this practicG was instituted during 
World War II when the shortage of skilled workmen arrl foremen became 
acute and the Armed Services established a policy of accepting a pro
rata portion of such costs in connection with Defense contracting, It 
is the opinion of the undersigned that that practice should be continued 
and that it be made clear that training costs in vocational or technical 
training schools also be acceptable in order to give identical support 
in those instances where smallfirms find it impratical to conduct 
i
1in-plant. 11 vocational or technical training. 

3. ·While the undersigned do not question the need for development of 
more. and better engin.:.:3ring and scientific p3rsonnel, they do not 
consider that the policy heretofore followed in regard to. vocational 
training expenses should be automatic::.lly applied to educ.J.tional costs 
in the professional and academic fiolds·witl1out a delineation of 
poliqy by competent authority, If one uses current newspaper, magazine 
and company publication stories as basis for judgement, these costs 
are going to be substantial and their acceptance in cost-type contracting 
would make their acceptance in redeterminable and incentiv8 type contract
ing almost mandator.y. 

, 4. A proposed paragraph ASPR 15-204.2(bb) is attached as enclosure (1) 
which would allow the cost of the type tra:ininf~ discussed in parac;raph 2 
above· and not allow the costs of the type discussed in paragraph 3 above. 
It is in connection with the type of costs discussed in paragraph 3 above 
that the ConElittee cannot come to agreement. Enclosure (3) is a draft 
of a memorandum which the ASPR Committee may wish to submit to competent 
authority for a state111ent of policy. · 

Enclosure (2) 
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!·IEiviORA.J.\TDill1 FOR THE SECJ:L!TI'ARY OF D::ITENSE 

Subj: Employee Educational Costs Incurred by Defense Contractors 

1. The stc1)ped-up production r ~-quiremcnts during World 1.Var II created · 
a demand for skilled craftsmen such as welders, electricians, etc. that 
could be met only by extensive training courses, most of which were 
conducted on an "in-plant" basis. ·A policy to accept such training 
costs in connection with Defense contracts was esta'.:llishcd and has been 
continued, 

2. The current demand by industry for more and more engineers and 
-scientists to produce the highly technical military items now in use 
and to carry out the cxtt")nsive rcs8arch and development programs is 
Hell knmm, A recent study by tlw Phoenix, Arizona, Chamber of 
ComDIDrce .stated that this years graduating class would fall short by 
50,000 mon. In an effort to meet this demand numerous educational 
programs, both graduate and undergraduate arc being instituted and 
given financ i'll support by industry and our procurinG activities are 
faced with the problem of how much, if any, of the costs of such programs 
should be allowed in the costing or pricing .of Defense contracts, The 
foll01~~,Ting excerpts are taken from an article on the subject in the Hay 26 
"Business Week." 

"Haey companies have set up progrGJns to send a fe1-1 of their more 
highly talented engineers to graduate schools full~timc, Others are 
planning to send their ~nr~incers to sp13cial g·raduatc courses a fetv hours 
a week, on company time. Some aro trying to persuade graduate school 
facilities· to set t'.p off-campus schools for their engineers by offering 
to build facilities and pay instructors. 11 

Convair Division of General Dynamics Corporation is working hard to 
persP.ade the University of California regents to set up a graduate school 
at San Diego and "guarantees students for the canter, has :prornis ed aid 
in funds, equipment, . and pay for the faculty, Unofficial estim tcs put 
tho cost of building the cent or at close to ~~4 million," 

General Electric is just establishing a program which "will send 20 
cnginoors to Syracuse University am 40 to Rensselaer Polytechnic 
Institute to work for their doctorates. It will pay the cost oft heir 
tuition and books, put them on the CQ":1pany pay roll and· they will get 
seniority and credit f.or any benefits that might accrue to them," 

Syracuse Univcrsi ty is opera tin~: three branches; one at Griffs 
Air Force B2~se at Rome, NowYork, for Air Force engineers a~·:d General 
Electric en::;ineers from a nearby plant; the second and third at Endicott 
and Poughkeepsie, N0w York, for I.B.H. engineers. The Air Force and IBI·1 
supply classrooms on their own properties and the two coft1panies and the 
Air Force foot the bills for faculty Sc~aries, travel and overhead. 

Enclos\U'e (3) 
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Rensselaer Polytechnic is op0rJ.ting a graduate school mar Hartford, 
Connecticut, in facilities provided by United Aircraft Corporation. . 
80% of tho students are United Aircraft Corporation employees and the· 
United Aircraft Corporation is underNriting the experiment for five years. 
The cost to the c om.pany is about ~1 1 000 a year per student. 

A r ccent Raytheon Hanufacturing Company plant ~"lublicntion announced 
availability to their science and cnginoering employees of educational 
grants at H.I.T. and Harvard. Grants willcovcr full tuition, fees, book 
alloVTanco and a monthly salary of C~240 while in residence at the school, 
Undergradunt e students ·are also considered if working for 3. science or 
~nginecring dc_,;ree and plan to join :the company upon graduation. 

3. Obviously, the costs to industry for support of these pro3Tams will 
b~.comc significant, particularly in the aviation, guided missile, 
electronic, nuclear physics and other highly technical fields whcr c the 
shortage of onginoers and scientists is greatest, and it is in those 
fields v1here the military departments arc tho principal customers. 
Assuming, therefore, that such costs were accepted, even on an allocated 
basis, substantial dollars appropriated for the purchase of Defense 
mntcrial would bG spent in support of educational programs. 

h. It is Holl known th'lt the ·prGsent Nat1onal policy is to encourage 
industry, c ollG:;es, univGrsitics, and foundations to give support to 
any program des_igncd to increase the quantity and quality of engineering 
and. sci~Jntific p::rs onml. It has not bean noted, however, that any 
Government fimncial support has been made available for -~.he furtherance 

of such progrD.ms. A number of questions therefore present themselves 
in connection with the possible accaptance of such costs in our contracting. 

a, If it is determined that the National interest requires a 
Government subsidy far engineering and s:!ientific education, should the 
subsidy be administered through private contractors, thereby working to 
th0ir individu:tl canpc;titivc advantage, including a profit on their 
participation in the progr~, or should it be administered directly by 
the Gov.:;rnment • 

b. If participation is to be through the allowance of the cost in 
Defense contracting should such support be limited to (i) specific fields 
and, if so, which fields; (ii) which types of cost should be allm-rable, i.e,, 
tuition, laboratory fees, salaries paid to instructors, text books, 
compensation of students while in attendance, ccs t of scholarships, etc; 
(iii) should Defcn~e participation be limited to a ctr'ecificd ro.tio of 
total contract costs? 

5. Procurement and audit policies and procedures in this aron are greatly 
in need. It is my opinion, however, that so::ne rosie policy which could be 
prescribed from answers to th(: qucsttl.on propo$ed above mu.St first be 
established. Since this is an areC~. coming within tho purview of your 
office, I .will c; rcatly appreciate 2.n oxprcssi on from you as to the policy 
we should pursue. 

-2- Enclosure (3) 
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15-204.2(bb) - Training and Educational Expenses 

a. Preparation arrl maintenance of a prc:gram of instruction designed 
to increase the vocational effectiveness of employees include tho salaries 
of the director of training and staff, training materials arrl textbooks 
-vrhon thi0 training program is conducted b:l the contractor; and tuition, 
foes, training materials, and textbooks, vrhcn the training is of a non
college lGvGl in institutions conducted by other thnn the contractor. In 
both instances, costs may include salaries or wages of trainees during 
regular working hours. 

b. Pro-t-time tochnicC\1, ons:ineorin;;:~ and scientific oduco.tion at an 
under- graduc.te or p9st -graduate college level as follo\-rs: 

1, Tuition, foes, training mr:. tor ials and textbooks. 

2. ~fuore circ~~tanccs do not permit education·aftur paid 
working hours, regular employee compep.sation is also 
allowable for instruction not in excess of a total of 
156 hours p.Gr year. 

c. Tuition, fees, trainine; materials and textbooks (but not sub
sistence, salc..ry, or any other emoluments) in connection Hith scientific 
and. engineering education of bona fide employees on n full-time basis 
at a post-grndu~to college level for a total period not to exceed one 
school yGar. In unusual cases whore required by military technolocy, 
tho period may bo o~tonded. 

IJ.• The costs of training and cducat:Lon of other than boro fide 
employees, including scholnrships and. fellowships, are not allowa~Jlo.!.7* 

* This paragraph could be t ransfcrrcd to part . of Section XV covering 
unallowable costs. 

Enclosure (4) 
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Discussion in Support of Enclosure (4) 

Tho undersigned reprosentativos of Army ani Air Force join in the 
following staff report and rcc·ommondaiions. These arc concurred in on 
a staff basis by the represontati vc of the Office of the Assistant 
Socrctnry of Defense C·!1P&!'1). 

It is the opinion of the undersigned that the ASPR Co~~ttce desires· 
a recomrncndation of policy regarding allowance of the expenses for train
in~ tGchnical, engineering and scientific personnel as well as "vocational 
tr~ining, 11 i,•;;,, training of machinists, welders, electricians, etc. Tho 
undersigned fool th:.. t the ASPR Subcommi tteo on Training Costs was assigned 
tho tnsk of developing and proposing a policy on a staff basis, and t-Tas 
not CA'POcted to side-step the issua by requesting higher authority itself 
to do the ground-1·1ork toward estnblishin0 said policy. This is made amply 
clc£~..r in "Instructions to and Duties of ASPR Subcommittees," dated 30 August 
1955. 

It ·seems to the undersigned that the group present~_ng Enclosures (1), 
(2), and (3) b[1.se thoir thinking on the unrt7;alistic position tlk1.t tho 
traininr-3 of welders is more import:'..nt thn.n the traning of scientific and 
engineering personnel. Wo believe this position- is untenable from the · 
sto.ndpoint of c.ssuring the delivery of high quality end-items on a timely 

· basis. The na tion.::..l nood for .:. substantial incrGnse in qu.:1lity and quan
tity of scientific personnel is too well known tor cquirc elaboration. 
Tho President and othc.:r principal offici.lls of the Executive Bro.nch have 
expressed concern over the problem u.s :t key factor in mint-::.ining techno
logical supremacy.· Objective measures of indust~r's needs are reflected 
in the classific d sections of the chily ncwspo.pors ilnd in industry's 
frnntic efforts to recruit the graduates of cnginucrinr::; schools. · 

In ths f.:1ce of these shortages, industry hns in tho last few yom's 
fostered collGgo and post-gradu.:tte level training of their oun employees 
as the· most :Linrnodiatc and direct way of moe tine thoir production problems, 
and tho demand for products of ever incroasing.qu~lity and complexity. 
This is particul:1rly true in military ·applications of nucleonics, aero
nautics and electronics, 

As a matter of general principle, it seems to us that costs incurred 
in such a training progrrum are valid costs of production which.will rGsult 
in bettor performance on ~litary contracts. The proposed policy set forth 
in Enclosure (4) is designed in best interests of the Governmunt, with due 
consideration of fairness and equity to industry. It docs not allow all 
educational and training costs at the ~lcEc and post-graduate training 
level. It takes due account of cozmoorcial practice in today' s situation. 
At the same time, it limits and definGs the allov1ability of such costs 
and requires the contractor to bear his own share thoroof. 

There appears to be ar;;rocmont bctweGp tho grou(p presenting Enclosures 
(1), (2), and (3) and group presenting Enclosures L~) and (5) regarding 
allownbility of costs of non-collegiate trai~ing. 

Enclosure (5) 
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Tho rraj or point .1.t issue is tho n.ll01oJability of costs of college 

nnd post-graduatG .level scientific and ::..ngiriocring training. Paragraphs 
b and c of Enclosure (4) place limits upon the allowability of such trJin
ing, whether it be part-time or full-time. Paragr~ph b defines tho types 
of expenses allowable nnd· the amount of part-time training for which an 
employee may be compensated, Essentially, it allows for costs of tuition, 
fees, trai. ning materials ~.nd textbooks, because tho most common practice 
is for cducati on after paid working hours, Hhore circu..111Stancc;s do not per
mit education during paid working hours, regular employee c~nponsation is 
also ·3. llo;,m.blo not in excess of 156 hours por ycnr. This is tho approxi
mate equivnlcnt of ono 3-hour course per wc~k. 

Pc.r::t[~raph c of EnclosurG (L.) deals with scientific and on[inecring 
education on a full-time basis, It recognizes that such arrangements arc 
occasionally nccGssnry, but prescribes reasonable ·limits of nllowability, 
It limits roimbursability to bon.'l fide employee; to trc..ining in scien- . 
tific and on~incering aroas; to post-gradunto trainin:; nlono; and total 
roimbursomont to one school yoar unless rcquirGd in unusual cases by mili
tary tccb..nology. Host important, it limits Govorruncnt payments to the 
oducc..tiono.l expense alonD, (i.e,, to tuition, foes, etc.,), leaving the 
contractor to incur the cost of compensation. Since the Govornmcntts costs 
in these very special inst.:'.nccs will be on tho order of a pro-rated part 
of ~~,1,000 por yoar, while tho contrc..ctor 's share for compensation is likely 
to be at 'least of an order of ~;~5,000 per year (typical snl:try of an in
cxperi0ncod cnginucr), it is fe:lt th[:l.t contractors will not incur such 
costs unless thcro is some positive benefit. 

In goncr2.l, it is fc:lt that tho distinction made in Enclosure (1) and 
(2) between long rango and immediate n9cds is a fictitious ono, The need 
for more o.nd bottcr scicnti;f'ic and engineering personnel - and the educa
tional progr~s dcsir,ncd to meet such needs - is in a real sense immediate. 
It is just as immedic:.t0 nnd certainly r:1orc important than the noiJd for 
training welders, from tho standpoint of obtaining the c omplox military 
equipment needed in today' s situ.::-..tion. Actually, tho government is in many 
cases .nllowing costs of collc~-;o anr1. post-graduate tr2.inin~, h·.t not on a 
uniform basis and certainly with no clearly defined limitations o..nd stand
ards. 

Tho undersigned thorsfor0 rocom~~nd the adoption of the policy sot 
forth in Enclosure (4) for incorporation in ASPR 1.5-204.2 (bb), "Training 
and Educational Expenses." 

/s/ Thomas B. Worsley 
Thomas B. worslGy, Army 

/s/ Albert Kay 
Albert Kay, OASD OW&R) 

-2.;. 

/s/ Paul M. Southwell 
PaUl H. South1,TOll, Air Force 

Procurement Member 

E relosurc (5) 
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15-204,2 (bb) - Training and Educntional ~enscs 

a. Pre;:p:trntion and maintonance of a. progra.m of instruction designed 
to increase the: vocc.tionn.l offcctivcnoss of Gmployces include the salaries 
of tho director of training and staff, trci. ning mat,.-:ri::-tls and textbooks 
whon th0 training pro~re.m is conducted by the contractor; and tuition, foes, 
tre.iaing matorials, and textbooks, when the training is of a non-collGgc. 
level in institutions conducted by othor than the contractor, Inl:x>th 
instQncos, all~vablo costs may include salaries or wages of traineos during 
r:::gula.r -vrorking hours, 

b, Cort.J.in part-tim.:; tuchnicc.l, c,~incoring and scic..:ntii'ic training 
costs of n college level arc all0l-rabl0 in casos uhe.:rc the training is 
roquircd for contract performance and is directly related to the job 
r..:-quir0mcnts of tho omployoo as follows: 

(1) Tuition, fees, training matcricls and toxtbooks, 

( 2) Employ~o comp~nsation is n.llowablo during r ogular working 
hours for instruction not in cxcoss of a tot[l.l. of 156 
hours por ycs:r in cases '\vhcre circumstnncus do not permit 
training aft.:.;r paid ·t-rorking hours, 

c, Tho costs of gonore.l educational programs of a collq::;c.; level, 
including scholarships and f cllotr1ships, and the costs of training and 
education of other thn.n ~ona. fido omployoos n.ro not allowable. 

Tho abovo aJ)poars to me to be in lin;:; t-Jith industry practice, rcasona.ble, 
oquit2blo, .1nd to provide incontivc to contractors for thJ economical 
usc of Government funds in that risid limitations nrc cstaolishod for 
pa3TJT1Cnt of costs of trni:ning of cnginc0ring ·and scientific pors onnol in 
tcxms of relation to contract performance. 

Enclosure (6) 
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MEMORANDUM FOR. THE ASPR COMMITl'EE 

OGC/GWM:ag 
6 July 1956 

Subj: ASPR Case 53-44 
Cost Principles 

Revision of Section XV, Contract 

1. The editing and reproduction of Part 1 of Section XV 
have been completed and .this edited Part is attached hereto. 

2. In editing this Part, the Editing Subcommittee con-
sidered it preferable to place the material set forth in pro
posed ASPR 15-102.2 fn Part 1 rather than add it to Part 5 
which would become unnecessary to retain when Parts 3, 4, and 
7 are developed on the same bases as the proposed new Part 2. 

3. The edited Part 2 of· Section XV, dated 20 April 1956,. 
was fumished to you with memorandum of 26 April 1956 and ~ 
was subsequently corrected as indicated in the memorandum of 
May 7, 1956 to the Secretary of the ASPR Committee. 

4. The Editing Subcommittee recommends that the attached 
Part 1 be released for publication simultaneously with Part 2. 

Charles W. Wilkinson 
Lt. Colonel, SS JAG 
Army Member 

- Encl. 

George Wo Markey, Jr. 
Navy Member 
Chairman 

John W •. Perry 
Air Force Member 
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SECTION XV 

CONTRACT COST PRINCIPLES 

. 15-000 Scope of Section. This Section sets forth principles and 
standards for the detennination and.allowance of costs in connec
tion with the perfo~ance of cost-re~bursement type contracts 
and cost-re~bursement type subcontracts thereunder. 

PART 1 ... GENERAL 

15-101 ·Applicability.. Subjec-t .t.o ASPR 15-102, the provisions of 
Part 2, Part 3, Part 4, or Part 7 of this Section (whichever Part 
is applicable) shall be ~ollo~d :in connecti,o~:--_~ith all cost
reimbursement type contracts (including cost-reimbursement sub
contracts thereunder); however, when deemed by the Head of a 
Procuring Activity concerned to be more suitable for a particular 
contract, Part 2 may be followed in place of Parts 3, 4, or 7 
(and see ASPR,- Section III» Part 7~ as to negotiated overhead 
rates). The tenn "cost-reimbursenent type contract," as used 
throughout this Section,· includes cost contracts, cost-sharing 
contracts, cost-plus-a-fixed~fee contracts, cost-plus-incentive
fee contracts, and the cost ... reimbursement portion of time-and
materials or other contracts (see ASPR 3-404 and 3-405.1). 

15-102 Contract Provisions~. 

15-102.1 Generala Part 2~ Part 3) Part 4, or Part 7 of.this 
Section (whichever is applicable) shall be made a part of every 
contract of the type referred to in ASPR 15-101, by setting forth 
the appropriate Part in the contract, appending it to the contract, 
or incorporating it by reference in the contract; however: 

(i) any such contract may expressly make unallowable 
any item of cost which would otherwise be allow
able under the Part of this Section which is made 
a part of the contract; and 

(ii) any contract subject to Part 3 or 4 (including those 
made subject thereto by Part 7) may expressly provide 
for the allowability of any of the kinds of costs 
referred to in Part 5 of this Section unless any such 
cost is expressly excluded under Part 3 or 4 (which
ever is applicable)o 
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15-102.2 Negotiation of Special Items. 

(a) Precontract Costs. When special provisions for re
~bursement of precontract costs are includ~d in a contract in 
accordance with ASPR 15-204.3(j) and ASPR 15-502(a), they shall 
specify the period of t~e during which such costs must have 
been·incurred as well as the type and amount of such costs. 

(b) General Research Costs. In determining whether a 
special provision, providing for re~bursement of general research 
costs in accordance with ASPR 15-204.2(v)(2) and ASPR 15-502(m), 
will be included in the contract, the following factors shall be 
considered: 

(i) scope, nature,.and quality of the contractor's in
dependent general research program; 

(ii) · capability of the contractor in the particular re
search field; 

(iii) benefits. which may accrue to the Government; 

(iv) comparison of size and cost of contractor's previous 
years' independent research programs; and 

. ( v) proportion of Government business to contractor's 
total business. 

- 2 -
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Proposed paragraph 15-204.2(y) as recommended b,y Tax Subcommittee 

(y) Taxes. 

(1) Taxes are charges levied by Federal~ state j &P-~eea~ Clocal1 and 

foreigiJ govenunents. They do not include fines and penalties except as other-

wise provided hereino In general~ taxes (including state and local income 

taxes) which the contractor is required to pa.y and which are paid or accrued 

in accordance with generallY accepted accounting principles are all~ble, 

except for: 

(1) Federal income and excess profits taxes; 

( ii) taxes in connection with financ~ng~ ~f:lnal)cing ·or refund

ing operations (see ASPR 15-204 • .3(g)); 

(iii) taxes from w~ich exemptions are available to the contractor 

directly or available to the contractor based ~on an axe~ 

tion afforded the Government except when the contracting 

officer determines that the administrative burden incident 

to obtaining the exemption outweighs· the corresponding 

benefits accruing. to the Government; and 

(iv) special assessments on land which represent capital 1m-

provements. 

(2) Taxes otherwise allowable under (1) above, blt which Jllay be il

legally or erroneously assessed, are allowable; provided that the contractor 

prior to payment or such taxesg 
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Subpara (y) Taxes (cont'd) 

(1) promptly requests instructions from the contracting officer 

conce ming such taxes; and 

(11) takes all action directed by the contracting officer, includ

ing cooperation with and for1he benefit of the Govemment, 

to (A) ~etermine the legality of such assessment or, (B) 

secure .a refund of such taxeso 

ieaseM:~-eeek-&1!-aa~-HeA-JH'eeeedi:Rg4B~it~teEI-9y:-tJi&-e&B"Pae'-'e• a~ tfie 

eiPee~e&-e~-ee&~~ae~ag-el~ieeP-APe-al~ewae~eT--~&Pes~ae-p&RQ~iee 

~e&PPee-e,-&-~~etep-ey-Pea&&R-&i!-\Re-R&R~,.SR~-e~-aRy-tax-a~~Be aiPee 

"eR~-t.ke-e&RtiMe"'Rg-el~i&eP-&Jie-8*8&-al~ael&o /Jeasonable expenses Of 

any administrative or judicial proceeding instituted or defended by the con

tractor, pursuant to the instructions or with the approval of the Contracting 

Officer, for the benefit of the Goverl"lllJant are allowable costs o Interest and 

penalties incurred by the contractor also are allowable~ either (i) if in

curred by following the instructions of' the 'Contracting Officer,· or (ii) in 

the absence of instructions from the Contracting Officer, if incurred without 

the fault or· negligence of the contractor.J 

(.3) Any return of' taxes, interest, or penalties, and any payment to .the 

contractor of interest thereon, attributable to taxes, interest~ or penalties 

which were allowed as contract costs, shall be credited or paid to the Govern

ment in the manner directed by the Governmento [iny interest actualiy paid 

or credited to a contractor incident to a refurrl of tax, interest and penalty 

shall be paid or credited to the Government only to the extent that such interest 

accrued over the period during which the contractor bad been reimbursed by the 

Government for the taxes, interest 11 and penalties.J' 

2 
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21 June 1956 

MEMJRANIIJM FOR: CHAIRMAN, ASPR CDMMITT~. 

SUBJECT: Revision of Part 29 Section XV {Case 53-44) 

1. This Memorandumi commenting upon proposed piragraph 15-204o2{y) 
concerning the reimbursement of taxes for certain cost contracts, is sub
mitted in compliance with the assignment by your Committee of 5 June 1956. 

2. This Memorandum represents the unanimous opinion of the Tax Sub
committee. 

3. It is recommended that the first sentence of subparagraph {l) include 
a reference to· taxes of foreign governmentss. inasmuch as Part 2 of' Section XV 
is sometimes incorporated into contracts requiring performance in foreign 
areas.. Such contracts sometimes do not have spe eial tax clauses or have un
comprebensive ones o The first sentence of subparagraph ( 1) should read& 

•Ta.Xes are charges levied by Federal~ State, local, and foreign 

governments o n 

4. The last two sentences or subparagraph ( 2) should be revised as 
·follows: 

"Reasonable expenses of any administrative or judicial proceed-

ing instituted or defended by the contractor» pursuant to the 

instructions or with the approval of the Contra_cting Officer, 

for the benefit of the Government are allowable costs o Interest 

and penalties incurred by the contractor also are allowable~ 

either (i) if incurred by following the· instructions of the 

Contracting Officer, or (ii) in the absence of instru9tions from 

the ContraCting Officer 51 if incurred without the fault or negli

gence of the contractor." 
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SJBJECTz Revision of Part 2» Section XV (Case 53-44) 

This language will permit the reimbursement of costs of litigation and or in
terest and penalties in. a number of situations wlEre such costs are incurred for 
the benefit of the Gove~ent and without any fault of the contractor. As the 
paragraph now reads, tb9re is serio-q.s doubt whether reimbursement would be allowed 
in a number or typical circumstances~ including the .tollowtng~ ("1) for interest 
and penalties incurred by a contractor for nonpayment of a tax where the Con-

. tracting Officer had not adopted a position, the nonpayment was reasonable, 
and the taxing authority made a typical belated assessment which included in
terest and P.enalties; (2) for costs incurred by a contractor in defending a 
suit tor collection of tax brought by a taxing authority~ in contrast with a 
suit for refund; (3) for costs incurred by a contractor in taking reasonable 
action pending receipt of instructi.ons from the Contracting Officer. The sug
gested language will· make the refmbursement of costs of litigation and or 
interest and penalties parallel~ insofar as possible 9 to the treatment of 
these costs in tb9 proposed tax clauses for fixed pric.e contracts. 

. (3}: 
5. It is recommended that the following sentence be added to subparagraph 

"Any interest actually paid or credited to a contractor incident 

to a refund of tax, interest and penalty shall be paid or 

credited to the Government only to the extent that such interest 

accrued over the period during which the contractor bad been 

reimbursed by the Government for the taxes s interests and 

penalties." 

The purpose of this provision is self-evident. However, it is a refinement that 
may be deemed mnecessary for oost contracts o 

6. For your convenience, there is attached hereto a copy or proposed para
graph 15-204.2(,-) as tre Tax Subcommittee recommends that it be amended. 

Incl. - Draft of paragraph 
15-204.2 ( y) 

2 

~~~-~ 
MARK Ho BERENS 
1st Lto ~ JAGC 
Acting Chairman, Tax Subcommittee 
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MBIIOIWmUM POll Till CBAIRMAR, ASPR· :CCIIli I iii 
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Subj: · ReVt.ioll ·of ASPR 12~202 to CoDfona to PJ:oposed ASPR 15;.204.2(D) 
~~1-·, lxtra-Pay· Shlft-·and. I!IJ11ti··Sh1,.ft· Work) • Case S~·-44 ... 

f.-· Piliauant to Itelil 12 ·of ASPR IUmatee ·of 8 ., 1956, the aubject aaterial 
baa been ecli ted" •• aet forth· iD· TAB· A. · 

~ ~ . . 

2~ ·· ···xa· ASPR ·12-102(b)·,·· thelclite&t· Co.d.rtea· ·ha,.::cteletell· ·ttaa··.orct ·.ulftarally,_~ · 
thua· req\d.ria·i ·prior authorlzati~· for. pre.bili' work 1D···a11'-'po.t•iward--~l1l8t&llC88, 
lo th•t aubParaaraph (b) la Dow c01la1atent vitb the concept adopted ia ASPR 
1~ -20~·~ ~:(n) • 

3: .. · Ianuch aa ·i:be draft aubliattt•d to -che ldltina· Co..lttee cleetred the 
word '#ftra" to . be . {uaerted. "vberanr· ·laapaae la iDtendecl. tO- apply only to 
firm· f~d-prlce ·.contract a ·;•• ·tfte· Bdtttna C~tttee ·bu ,· approprt.·at•ly ude·cl 
fixecl;;,pl"ice incentive cOiltracti til ·(b) (ii) ;· but· ·c11CI l&oi: -tiel· that --fc ··:na ~he· 
iDteat of the-aUbj.Ct .attar to inclucle ftzed-price CODtract8 vitb eacalatiOD 
in (b) (ii), aa well. · 

Lt. Col. Charles w. Wilkinson 
Arw:y Meaaber 

Incl. TAB A 

John Green 
·Chaiman 
Ravy lleaber 

I 

Jolm W. Perry 
Air Force Member 
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OGC/JG:clc 
6/20/56 

ASPI Caae 53-44 

12·102 Overti-. lxtra-Pay Shif". ad Hldtt-~ Work, (a) Con-. . I -
tracts· aball be perfo!1Ded, ao far ·a• possible·, ·vttbout the uae ·of· overtime, 

extra-pay shifts, or ·IIUlti-abtfta. OVert me·, ~-pay ntfu·, au<l_ mul tl

abift·e vh·en· required shall, to the atat p·ontbte; be· t"bd.~d to, and be 

the mtii11IIJID required ·for, the ·aeCOiap-ltO.Ut· "O_f n·e· ·ape~tfic .work.- In 

. the n~iat1on of colltracta, ·the uae· ·of -over~tae, ~·~-pay.--ahtfta, and 

multt-·ntfts 11 a ·factOT· to b·e COllatnracl by--·ttae .. ccmtr&c:ttq officer along 
. ···~·· ' . 

vith o'ther factor• 11ited ta ASPR 3-~101. Prtor· to t11a· ·authorization of 

overtime, extra-pay ahifta, and--.u'lt1-ahtft•• vhetber ~D-- pre-a""d a·egoti· . . . . . 

,: 

atf.on ·or specific post-award· illlt~Cll •. , C"Ouiftft1:1o~- ~11' b·e liVeD tO 

~he practicability of uelna other aourc~a for the ~urnlahi1lg of all or a ,:~ .. <. 

portion of the supplies or aervtcea. 

(b) In the caae of firm fixed-price contracts or fixed-price 

contract• with escalation, the reapoaeibllity for the ua~ of overtt.e, extra

pay. abifts, and IIUlti-ahifte . aball reat with the coatracto~ except to the ·'·"-,· .. 

extent i epeciflcally provided for 1~ tbe contract•· ·: ·Ia ·tbe caae---o£-: 

(i) ~.a.t.-.rela&ur-t· --·type --~tract•; . ad 

(11) redetei'ID1aable--.f-la .. ·prlce -coatracta -ucl fixecl-price 
. . 

: lnc.entive--OO&t-raeta-;"'"'to·-the··--exteat ---recauired ~y~·ce· c•tractlq officer; 
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· 'be-eoq'~~·~t~U..ae.OD.tr4U~ l. Sucl_l -~ a:atw~ b~ obt~ined prior 
.o-··__.J . 

to the uae of overt~. extra-pay ahlfta, and .ultl-ahifta •. Tb• premium 

portiOD of overtlma, extra-pay ahift, and multl-ahift payment• to indirect 

labor employ~•• la allowable without prior approval, if reaaonable aad 
• • • + • ·- ~ •• - • • • 

allocated on • pro rata baaia to c~rcial aa vall aa Government work. 

· ·ror further requirement•, aee ~~ ~~~~O~_o.2(n). Rothlpg herein ahall be 
... . 

conatrued to authorize the pr .. lum portio• of ovartt.., extra-pay abift 
. . .. . . 

-:and sulti-ahlft p.,_euta where the coatractor ia already oblisated uader 
.. Jt.£. 'd ........ . 

the contract to ... t the = d. clell!ery acheclule without the rlaht to 

additional compeaaatlon. 

(c) In the abaeace of .. evicleilce to the contrary, a Department 

in authorizing overtiae, extra-pay ·ahifta, or aulti-ahifta may aeaerally 

rely upon the repreaeatatiOD of the contractor that auch autborizatioa 

will aot aclverael7 aff•ct the perforuace of o,ther defeaae cntracta • 

. However, where two or .,re Deputmeatl have current c.-atracta at a atnale 

facility ao acheduled that the authorization of overtime, extra-pay ahifta, 

or .ult~·ahifta by one Depart.eat· .. y a4veraely affect the perferaaace ef 

a contract or ceatracta of aaother Depart.eat, the Department cleairtaa to 

give •uch autborizatlea ahall ebtaie the prior aaaeat ef the ether Depart.eata 

coaceraedo Such uaeat ahall ba':;:,·alvea wherever peaaibleo ID aay caae where 
.. 

diaagre-•t exlata betven the ·Depart.aata coDCeraed, either Depart.eat aay 

refer the prebl .. to ~he Aaalatant Secretary of Defeaae (Supply aad Loaiatlca) 

for cleciaino 

2 
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2 May 1958 

MEMORANDUM FOR THE ASPR COMMITTEE 

SUBJECT: Revision of ASPR 12-102 to Conform to Proposed ASPR 15-204.2(n) 
(Overtime, Extra-Pay Shift and Multi-Shift Work) 
Case 53-44 

As requested at the April 6 meeting {see Item l, Minutes, April 6 · 
Mtg), the Staff has exgmined ASPR 12-102 to determine whether any re
vision thereof is necessary to conform to the proposed cost principle 
relating to the above subject. 

·It is concluded that a change should be made in ASPR 12-102(a) to 
indicate that in cost-re~bursement type contracts, prior approval is 
required for allowability of costs incurred in the payment of premium 
wages for direct labor, while such approval is not required in the case 
of' aimil"ar payments for indirect labor. 

It is proposed that ASPR 12-102(a) be revised to read substantially 
as set forth in Tab A (in which deletions are interlined and additions 
are enclosed within brackets). 

It is also recommended that the following edi toria.l changes be made 
in ASPR 12-202.at the same time: 

a. Substitute the words "Department of Defense" f'or "each Depart
ment" in stating the policy. 

b. Insert the word "-reimbursement" a.f'ter'cos~'wherever reference 
is made to "cost. type contracts" or siinilar expressions. 

c. Insert the word "firm" in front of the words "fixed-price con
tracts" wherever language is intended to apply only to firm fixed-price 
oontractso 

d. Change initial capital letters of such words as "Contractor" 
and "Contracting Officers" to conform to current editing rules. 

e. Include a cross-reference to ASPR 15-204.2 (n). 

Attachment 

$}!;7~>l7, .. 
W. K;. Ghormley . 
Brigadier General, U~ 
Chairman, ASPR Committee 
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COMPOSITE DRAFT OF ASPR 12-102 
SHOHING RECOlvl'.ENDED CHANGES 

12-102 Overttme, Extra-Pay Shifts and Multi-Shift Work. It shall 

be the policy of eaek ~the_7 Department ~of Defense_! that contracts will 

be performed,. so far as practicable, without the use of overtime, extra-pay 

shifts, or multi-shifts. Overtime, extra-pay shifts, and multi-shifts when 

required shall, to the extent practicable, be limited to and be the mintmum 

required for, the accomplishment of the specific worko 

(a) In the negotiation of contracts, the use of overtime, extra-p~ 

shifts, and multi-shifts is to be considered a factor by the ~eB~&e~~B~ 

Q:~~@&~ ~contracting officer_? along with other factors listed in ASPR 

3-101. Subsequent to the placing of a. LfirmJ f'ixed-price contract, tho 

responsibility for the use of overtime, extra-p~ shifts, and multi-shifts 

will generally rest with the ;ea~F&e~@F ~contractor_?. On cost ~-reim

bursement_? type contracts, and to the extent required by the Cea•Pee~~B~ 

QI#4~9P ~contracting officer_? on redeter.minable fixed price contracts, 

however, the authorization from the Government for the use of overtime, 

extra-pay shifts, and multi-shifts must be obtained to sustain the charge 

of any premium ~direct_? labor costs to the contract. Suoh authorizations 

shall generally be obtained prior to the use of overttme, extra-pay shifts, 

and mt1lti-shifts. CThe premium portion of overti·"'e• extra-pay shift, and 

multi-shift payments to indirect labor employees is allowa~le without 

prior approval, if reasonable, and if allocated-on a pro rata basis to 

commercial as well as Government work. Further requirements for allow-

ability of such costs are set forth in ASPR l6-204.2(n)._7 Prior to the 

authorization of overtime, extra-pay shifts, and multi-shifts, whether in 

TAB A 
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pre-award negotiation or specific post-award instances consideration should 

be given to the practicability of using other sources for the furnishing of 

all or a portion of the supplies or services. 

(b) Vfuere two or more Departments have current contracts at a single 

facility, so scheduled that the authorization of overtime, extra.~pay shifts, 

or multi-shifts by one Department will adversely affect the performance of 

a contract or contracts of another Department, the Department concerned will 

wherever practicable agree in advance as to the authorization of such work. 

Ordinarily, in the absence of evidence to the contrary, a Department in 

authorizing overtime, extra-pay shifts, or multi-shifts may rely upon a 

representation of the Q~a•P&9~@P ~contractor_? that such authorization 

will not adversely affect the performance of other defense contracts. In 

any case where disagreement exists between the Departments conoerned, either 

Department may refer the problem to the Assistant Secretary of Defense 

(Supply and Logistics) for decision. 

(c) The policy stated above shall not be construed to limit the use 

of or payment for emergency overtime work as may be required. Nothing 

herein shall be construed to authorize payment for overtime, extra-pay 

shifts and multi-shifts where, under an existing contract, the Gea•~ae~• 

f:oonti·a.ctorJ is already obligated without the right to additional com-

pensation therefor to meet the desired delivery schedule, even though it 

is necessary for such a contractor to use overtime, extra-pay shifts or 

multi-shifts to meet such schedule. 

2 
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MEMORANDUM TO CHAIRMANP ASPR COMMITTFF 

OGC/GWM:lwt 
26 April 1956 

Subj; ASPR Case 53-44 - Revision of Section XV Contract Cost 
Principles 

1. The editing and reproduction of Part 2, Section XV, have been completed 
and a copy of the edited Part is attached hereto. 

2. The edited part includes the Staff version of the previously reserved 
proposed ASPR 15-204. 2(d), as revised at the ASPR Committee meeting 
of Tuesday$ April 24, 1956, by the insertion of the words "under any 
such plan" 1n the last sentence of this paragraph after the word "allowab.le." 
It is under stood that this paragraph is subject to the statement to be in
cluded in the notes and filing instructions in accordance with the action 
taken by the Material Secretaries on Action Paper No. 15 (Summary of 
Meeting No. 25 - Department of Defense Material Secretaries Council, 

· 12 April 1956); and: alsop that its inclusion in Part 2 is without prejudice 
to the respective Departmental positions with respect to the subject matter 
covered. 

3. The following min.or editing refinements have been made in the attached 
draft: 

15-200 - Fifth line, the insertion of a comma after 11 subcontractors. " 

15-204. 2(k)- .First, second~ and third lines of first sentence, commas 
replaced to clarify parenthetical aspect of the relative clause. 

15-204. 2(x) - First line, insertion of quotation rriarks around the term 
11 special tooling" for purposes of consistent treatment based 
on action with respect to proposed ASPR 15-204. 2(d) referred 
to above. 

- Last complete line, comma deleted. 

15-204. 3(b) ~Fourth line, the insertion of a comma in the parenthetical 
sentence after the word "program.s ~ " 

15-204. 3(k) - Third line, the word "or" corrected to "of.." 

~~~/~ 
Navy Member 
Chairman 



•' ,\. . 
. ·,.: 
.... : 

OGC/GWM:l~t 
20 April 1956 

Part 2 - Supply, Service, and Research and Developr.L'lent 
Contracts, with Commercial Organizations 

15-200 Scope of Part. This Part sets forth principles and standards 
for the determination and allowance of costs in connection with cost
reimbursement type contracts and cost-reimbursement type subcon
tracts thereunder .for procurement of supplies, services, and rese.arch 
arid development work, with contractors or subcontractors, other than 
such contracts and subcontracts to which Parts 3, 4, or 7 apply. 

15-201 Basic Considerations. 

15-201.1 Composition of Total Cost. The total cost of a cost-reimbursement 
type contract is (i) the allowable direct costs, plus (ii) the allocable portion 
of allowable indirect costs, less (iii) any applicable credits. 

15-201. 2 Factors Affecting Allowability of Costs. Factors to be considered 
in determining the allowability of costs include (i) reasonableness, (ii) 
application of generally accepted accounting principles and practices, (iii) 
significant deviations from the established practices of the contractor which 
substantially in.crease the contract costs, and (iv) any limitations set forth 
in this Part 2 or otherwise included in the contract as to types or amounts 
of cost items. 

15-201.3 Credits. The applicable porti-on of income, rebates, allowances, 
and other credits received by or accruing to the contractor which is related 
to any allowed cost shall be credited to the Government either as a reduc
tion in contract cost or by a cash refurid, as appropriate. 

15-202 Direct Costs. 

15-202.1 General. Items of cost which are· readily identifiable with (i) a 
contract, or (ii} other work of the contractor, should be charged directly 

to the contract or other work with which identified. This principle may 
be applied to items of cost, such as freight, travel, communications, and 
engineering s~ rvice s, as well as mate rials and productive labor, but when 
used must be applied consistently to all work of the contractor. When the 
accounting expense of direct costing of minor items would exceed the 
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resulting benefits, individual items, which otherwise would be· treated as 
direct costs, may be treated as indirect costs. Each element of direct 
cost is subject to the limitations of this Par·t as to allowability. 

15-20Z. 2 Direct Material Costs •. Direct material costs include the cost of 
raw materials., purchased·iterns, and items supplied from stock, which are 
directly ·incorporated into or attached to the end product or which are directly 
consumed or expended in the performance of a contract. 

15-202.3 Direct Labor Costs.· Direct labor costs include salaries and wages 
specifically identifiable with and properly chargeable directly to the per
formance of a contract or other work of the contractor. Average rates may 
be used where the contractor demonstrates that the results are equitable. 
Direct labor costs may also include other associated costs, such as payroll 
taxes and workmen's compensation insurance, where it is the established 
practice of the contractor to treat the·s~ items as a part of direct labor costs .. 

· 15-202.4 Other Direct Costs. Othe-r items of cost may, in particular cases; 
he- charged· directly to the contract W'fte.re· the contractor demon-strates that 
.:the·y a·re··s-pecifically rela-ted to· the-·pe-rformanee -ef·the--eontract. When, 
hG>wev-er, --ite-ms ordinarily cha-rgeable .. as- indi-reet eas-t·s- are--charged to a 
Government contract as direct costs, the cost of similar items applicable 
only to other work of the contractor must be eliminated from indirect costs 

·allocated to the Government contract. 

15-203 Indirect Costs. 

15-203.1 General. (a) Items of cost which are incurred for common or 
joint objectives, and which are not readily subject to treatment as direct 
costs in accordance with ASPR 15-202, should be accumulated for accounting 
purposes by logical cost groupings and charged by a process of allocation. 
Each element of indirect cost is subject to the limitations of this Part as 
to allow ability. 

(b) The method of allocation of indirect costs must be based on the 
particular circumstances involved.. The objective should be the selection 
of a method which wiil distribute the indirect costs in an equitable manner. 
The method used in connection with Government contracts shall, in order 
to be acceptable, conform with generally accepted accounting practices, 
provide uniformity of treatment for like cost elements, be applied con
sistently, and produce equitable results. A previously accep1able method 
shall be subject to reconsideration when: 
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(i) any substantial difference occurs between the cost patterns 
of work under the contract and other work of the· contractor; 
or 

(ii) any significant change occurs in the nature of the business, 
the extent of subcontracting, fixed asset improvement pro
grams, the inventories, the volume of sales, the volume of 
production, manufacturing processes, the contractor's 
products, or other relevant circumstances. 

Individual categories of indirect cost are discussed in ASPR 15-203. 2 through 
15-203.5. 

(c) The base period for allocation of indirect costs is the period during 
which such costs are incurred and accumulated for distribution to work 
performed in that peri'od. The base period shall be representative of the 
period of contract performance and shall be sufficiently long to avoid in
equities in the allocation of costs, but in no event longer than the contractor's 
fiscal year. When the contract is ·perform~d over an extended period of 
ti~e, as many such base periods will be used as will be required to represent 
the period of contra·ct pe-rformance·. · 

15 H 203. 2. Indirect Manufacturing and Production Costs. In.direct manu.; 
facturing and production costs consist of items of cost which are attributable 
to the manufacturing and productive process as a whole. Allocation of in
direct manufacturing and production costs on a time basis, such as direct 
labcr man-hours or machine-hours, is a method which generally produces 
accuracy and equity. Other acceptable methods of allocation, in appropriate 
circumstances, include direct labor dollars (exclusive of premiums for 
overtime, extra-pay shift, and multi-shift work) units processed, and prime 
costs of units processed. Departmentalization or the establishment of cost 
center.s may be necessary in order to allocate the indirect costs equitably. 
Factors to be ·considered in determining the necessity for departmentalization 
or establishment of cost centers include variety of products, complexity of 
processes, and relative labor and facility requirements for the various 
products.· 

15-203. 3 Indirect Engineering Costs. Indirect engineering costs include 
such items as costs of engineering supervision, engineering administra
tion, and engineering supplies. Direct engineering activities from which 
indirect engineering costs may arise may include product design, tool 
design, experimental development, manufacturing and production develop
ment, layout of production lines, determination of machine methods, and 

3 



related blueprinting and drafting. Indirect engineering costs shall be 
allocated to the benefited contract and other work of the contractor {see 
ASPR 15-204. 2(u}(4)) on the basis of direct engineering man-hours ex
pended, direct engineering labor dollars (exclusive of premiums for 
overtime, extra-pay shift, and multi-shift work}, or some other equitable 
basis. 

15-203.4 Selling and .Distribution Costs. Selling and distribution costs 
arise through marketing the contractor's products and include the costs 
of sales promotion, advertising, distribution, and other related activities. 
Generally, such costs are not allowable as a charge to Government cost
reimbursement type contracts {but see ASPR 15-204. 2(b)}. However, 
subject to the other provisions of this Part, costs in this category, in
cluding supervisory and clerical costs, which relate to technical, con~ 
suiting, and other beneficial services, and which are for purposes such 
as application and adaptation of the contractor's products, rather than 
pure selling, are allowable if a reasonable benefit to Government con
tracts is demonstratedo Such costs shall be allocated to the contractor's 
commercial work and its individual Government contracts on an equitable 
basis. Because of the special problems that arise in this area, the. con
tractor should identify in its records, by means of sub-accounts or 
otherwise, the items of selling and distribution cost considered properly 
allocable to Government contracts. 

15-203. 5 General and Administrative Costs.· General and administrative 
costs consist of items of cost attributable to the overall management, 
supervision, and conduct of the business. Such costs shall be allocated 
to all work of the contractor, using any recognized method of allocation 
if equitable results are thereby obtained. Allocation of general and 
administrative costs on a total cost incurred basis (exclusive of general 
and administrative costs) is a method which generally produces equitable 
results. Other methods acceptable where the circumstances are appro
priate. include allocation on the basis of: 

(i) processing costs (direct labor, factory overhead, and other 
factory production costs exclusive of direct materials); 

(ii) factory input costs (processing costs plus direct material); 

(iii) cost of goods completed; 

(iv)cost of sales; and 

(v) sales {where no more satisfactory method is available). 
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15-204 Principles and Standards for Selected Items of Cost ... 

15-204.1 General. Applications of the above ·basic cost principles and stand
ards to certain selected items of cost are set forth belowc These applic3.
tions govern whether the particular item of cost is treated by the contractor 
as direct cost or as indirect cost. Failure to mentio~ any. particular item of 
cost does not imply that it is either allowable or unallowable. With respect 
to all items' whether or not specifically covered, determination of allow
abilit-~~ shall be based on the principles and standards set forth in this Part 
and, where appropriate, the treatment of simi~ar or related items .. 

15-204. 2 Costs Allowable in Whole or in Part. 

(a) Adve-rtising Co~ts. Advertising costs include the costs of advertising 
r.nerlia and corollary administrative costs. Advertising media include maga
zines, newspapers, radio and television programs, direct mail, trade paper.s, 
outdoor advertising, dealer cards and window displays, conventions, exhibits, 
free goods and samples, and sales literature. The following adv.ertising 
costs are allowable: 

(i) advertising in. trade. and technical journals, provided such ad
vertising does not offer specific products or services for sale 
but is placed in journals which are valuable for the dissemina
tion of technical information within. the contractor's industry; 
and 

(ii) help wanted advertising, as set forth in (s) below. 

All other advertising costs are unallowable. 

{b) Bidding Costs .. Bidding costs are the costs of preparing bids or pro
pos.als on potential Government and non-Government contrac~s or projects, . 
including the development of engineering and cost data necessary to support 
the contractor's bids or proposals. Bidding costs of the current accounting 
period of both successful and unsuccessful bids and proposals normally shall 
be treated as indirect costs and allocated currently to all business of the 
contractor, in which event no bidding costs of past accounting periods shall 
be allocable in the current period to the Government contract; however, the 
contractor's established practice may be to treat bidding costs by some 
other ~ecognized method. Regardless of the method used, the results 
obtained m,ay be accepted only if found to be reasonable and equitable. 

(c) Civil Defense Costs. Civil defense costs are those incurred in 
planning for, and the protection of life and property against, the possible 
effe.cts of enemy attack. Reasonable costs of civil defense measures (in
cluding costs in excess of normal plant protection costs, first-aid training 
and supplies, fire fighting training and equipment, posting of additional 
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·exit notices and directions, and other approved civil defense measures) 
undertaken on the contractor's premises pursuant to suggestions or re
quirements of civil defense authorities are allowable When allocated to 
all work of the contractor. Costs of capital assets acquired for civil 
defense purposes shall be depreciated in accordance with (e) below. 
Except as specifically provided for in the contract, contributions to local 
civil defense funds, or to projects not on the contractor's premises, are 
unallowable. 

(d) Compensation for Personal Services. Compensation is allow-
able. The term "compensation" includes all amounts paid or set aside, 
such as pension, retirement, and deferred compensation benefits, salaries, 
wages, royalties, license fees and bonuses. The total compensation of 
an individual may be questioned and the amount allowed may be limited; 
and in connection therewith, consideration will be given to the relatio~ 
of the total compensation to the services rendered. Compensation to 
sole proprietors or-partners, however, is allowable only to the extent 
specifically provided for in the contract. Any plan upon which deferred 
compensation benefits are based, other than pension plans (see (p) 
below), shall meet the requirements of the applicable provisions of the 
Internal Revenue Code and the regulations of the Internal Revenue 
Serviceo -~lso, the amount allowable under any such plan for apportion
ment to co~tracts in any one year shall not exceed: 

(i) the amount contributed under the plan for that year; 
or 

(ii) 15o/o of the total compensation otherwise paid or 
accrued in that year to the individuals covered under 
the plan; 

whichever is the lower 0 
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(e) Depreciation. 

(1) Depreciation is a charge to current operations which distributes 
the cost of a tangible capital asset. less estimated residual value, over the 
estimated useful life of the asset in a systematic and logical manner. It 
does not involve a process of valuation. Useful life has reference to the 
prospective period of eGonomic usefulness in the particular contractor's 
operations as distinguished from physical life. 

(2) Depreciation on a contractor's plant, equipment, and other 
capital facilities is an allowable element of contract cost; provided that 
the amount thereof is computed: 

(i) upon the property cost basis used by the contractor for 
Federal income tax purposes (see Section 1_67 of the Internal 
Revenue Code of 1954; or 

(ii) in the case of nonprofit or tax-exempt organizations, upon 
a property cost basis which could have been ~sed by the 
contractor for Federal income t~x purposes had .such 
organizations been subject to the payment of income tax; 
and in either case 

(iii) by the consistent application to the assets concerned of 
any generally accepted accounting method, including those 
recognized by Section 167 of the Internal Revenue Code of 
1954. 

Deprecl'a..ti0-~l sh~uld usually by alli';cated to the contract· and other work 
as an indirect cost. The amount of depreciation allowed in any accounting 
period may, consistent with the basic objectives set· forth in (1) above~ vary 
with volume of production or use of multi- shift operations. 

( 3) Where a contractor has received a determination of "true 
depreciation" from an Emergency Facilities Depreciation Board relating 
to an emergency facility covered by a certificat.e of necessity, it may elect 
to use either normal or "true" depreciation. However, the method elected 
must be followed consistently throughout the life of the emergency facility. 
Where an election is made to use _normal depreciation, the amount thereof 
shall be computed in accordance with (2) above. Where an election is made 
to use "true depreciation, " the· amount allowable as depreciation: 

(i) with respect to the emergency period (5 years), shall be 
computed in accordance with the determination of the 
Emergency Facilities Depreciation Board; and 
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(ii) after the end of the emergency period, shall be computed by 
distributing the remaining undepreciated portion of the cost 
of the emergency facility over the balance c;>f its useful life 
(but see (4) belo~.; provided the remain.ing undepreciated. 
portion of such .cost shall not. include any amount of un
recovered "true. depreciation.-" 

( 4) Depreciation on idle or excess facilities shall not be allowed. 
except on such facilities as are reasonably necessary for current and 
immediately prospective production • 

. (5) Unless otherwise provided for in the contract, no use charge 
shall be allowed for assets still in use which have been fully depreciated on 
the contractor's books or acquired without cost. Use charges for assets 
not fully depreciated on the contractor's books are unallowable. 

(f) Employee Morale~ Health, and Welfare Costs and Credits. Reason
able costs of health and welfare activities, such as house publicationsp health 
or fir st-aid clinics, and employee counselling services, incurred, in accord
ance with the contractor's established practice or custom in the industry or 
area, for the improvement of working conditions, employer-employee rela
tionsp employee morale, and employee performance, are allowable. Such 
costs shall be equitably allocated to all work of the contractor. Income 
generated from any of these activities shall be credited to the costs thereof 
unless such income has been irrevocably set over to employee welfare 
organizations. 

{g) Food Service Costs and Credits. Food services include operating 
or furnishing facilities for cafeterias, dining roomsp canteens, lunch wagons, 
vending machines, or similar types of services for the contractor's em
ployees at the contractor's facilities. Profits (except profits irrevocably 
set over to an employee welfare organization of the contractor in amounts 
reasonably useful for the _benefit of the employees at the site or sites of 
contract performanc-e) accruing to the contractor from the operation of 
these services, whether operated by the contractor or by a concessionaire, 
shall be treated as a credit, and allocated, to all activities s·erved. Reason
able losses from operation of such services are allowable when it is the 
poHcy of the contractor to operate such services at a profit or at cost; 
provided, howeverp that such losses are allocated to all activities served. 
When it is the policy of the contractor to furnish such services at a loss, 
losses on such operation shall not be allowed as a cost unless specifically 
provided for in the contract. 

(h) Fringe Benefits. Fr-inge benefits are allowances and services 
provided by the contractor to its employees as compensation in addition 
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to regular wages and salaries. Costs of fringe benefits, such as pay for 
vacations, holidays, sick leave, military leave, and employee insurance, 
are all<?wable to the extent required by law, employer-employee agreement, 
or an established policy of the contractor which constitutes, in effect, an 
implied agreement On the COntractOr IS part (but See (d) abOVe, and (i)( 3)(v), 
(p) and (w) below). 

(i) Insurance and Indemnification. 

(1) Insurance includes (i) those. types of insurance which the con
tractor is required to carry under the terms of the contract, or by specific 
instruction of an authorized representative of the Government, and (ii) any . . 

other insurance for which the contractor seeks· reimbursement under the 
contract. Indemnification includes securing the contractor against liabilities 
to third persons not compensated by insurance or otherwise. 

(2) Costs of insurance required or approved, and maintained,· pursu
ant to the contract, are allowable. 

(3) Costs of other insurance,· not required to be submitted for 
approval but maintained by the contractor in connection with the performance 
o{ the. contract, are allowable· subject to the following limitations: 

(i) types and extent of coverage shall be in accordance with 
sound business practice and the rates shall be reasonable 
under the circumstances; 

(ii) costs allowed for use and occupancy insurance shall be 
limited to exclude coverage of profit, interest, Federal 
income taxes, and any other items of cost unallowable 
under this Part; 

('iii) costs of insurance or any reserve covering the risk of · 
loss of or damage to Government-owned property are un
allowable except to the extent that the Government shall 
have approved o·r required such insurance or reserve; 

(iv) costs of providing a reserve for a self-insurance pro
gr·am are unallowable unless the program has been 
approved by the Military Department concerned; and 

(v)· costs of ins·urance·on the lives of officers, partners, or 
proprietors, are unallowable except where such insurance 
is part of an employee plan which is .not unduly restricted. 
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( 4) The Government is obligated to indemnify the contrac.tor only 
to the extent expressly provided for in the contract. Therefore, except as 
otherwise expressly provided for in the contract:, actual losses not reim-. 
bursed by insurance {through an approved self-insurance program or other
wise) are unallowable. 

(j) Labor Relations Costs. Costs incurred in maintaining satisfactory 
relations between the contractor and its employe.es, including costs of shop 
stewards, labor ·management committee Sg employee publications, and other 
related activities are allowable. 

(k) Maintenance and Repair Costs. 

(1) Costs, nec.essary for the upkeep of property {including Govern
ment property unless otherwise provided for), which neither. add to the 
permanent value of the property nor appreciably prolong its intended life, 
but keep it in an efficient oper.ating condition, are allowable {but see ASPR 
15-204. 3(e)). Expenditures for plant and equipment which, according to: 
generally accepted accounting principles, should be capitalized and subjected 
to depreciation are allowable only on ~ depreciation basis. 

(2) Costs of maintenance and repair, which are delayed from a 
period prior to the contract for some reason such as abnormal operating 
conditions or lack of funds .and are performed during the contract period, 
are unallowable unless specifically. provided for in the contracto Likewise, 
the estimated cost of maintenance and repai~ normally. required but not 
accomplished during the period of the contract are unallowable unless 
specifically provided ·for in the contract. 

(1) Manufacturing and Production Engineering Costs., Costs of manu
facturing and production engineering, including eng1neering activities in 
connection ·with: 

(i) current manufacturing processes such as motion and time 
study, methods analysis, job analysis, and tool design and 
improvement; and 

(ii) current production problems, such as materials analysis 
for production suitability and component design for purposes 
of simplifying production; 

are allowable. 
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(m) Material Costs. 

(1) Costs of ·direct and indirect material, and collateral. items such 
as inbound transportation and intransit insurance, are allowable' _subject~ 
however, to (2) through (6) below. In computing costs of materiaL con
.sideration will be given to reasonable overrunsi spoilage, and defective work 
(for correction of defective work, see the provisions of the contract relating 
to inspection and to correction of defective work)o 

(2) Costs of material shall be suitably adjusted for applicable 
portions of income and other credits, including available trade discounts, 
refunds, rebates.~~ allowances, and cash discounts, and credits for scrap 
and salvage and material returned to vendors. Such income and other credits 
shall either be credited directly to cost of the material involved or be allocated 
(as credits) to indirect costs. However, where the contractor can demonstrate 
that failure to take cash discounts was due to circumstances beyond its con
trol, such lost dis.counts need not be so credited. 

(3) When material is purchased specifically for anq identifiable 
solely with performance und~r a contract.~~ the actual purchase cost thereof 
should be charged to that contract. 

(4) If material is issued from stock.~~ a:ny generally recognized 
method of pricing such material is acceptable if that method is consistently 
applied and the results obtained are equit(lble. 

(5) Rea,sonable charges or credits arising from a difference between 
periodic physical inventory quantities and related material control records 
shall be included in arriving at the cost of performance if such charges or 
credits (i) do not include "write-downs" or "write-ups" of value, and (ii) 
relate to the period of performance of the contract. 

(6) Costs of material or services sold or transferred between plants, 
divisions, or organizations, under common control.~~ shall be allowable 
only to the extent of: 

{i) the cost to the transferor; or 

(ii) the prices of other suppliers for the same or substantially 
similar items; 

whichever is the lower, unless factors other than price warrant allowance on 
the basis of the cost to the transferor; provided that, in the case of any item 
regularly manufactured and sold by any such transferor through commercial 
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channels, a departure from this cost basis is permissible if the charge to 
the contract does not exceed: 

, .... -(i)·the· transferor 8 s sales price to its most favored customer 
for the same item in like quantity; or 

(ii) the prices of other suppliers for the same or substantially 
similar items; 

whiche~er is the lower, unless factors other than price warrant allowance 
on the basis of the transferor 8 s sales price to its most favored customer. 

(n) Overtime, Extra-Pay Shift, and Multi-Shift Premiums. The 
premium portion of overtime, extra-pay shift, and multi- shift paymEnts 
to direct labor employees shall be separately identified. Costs of such 
premiums on direct labor are allowable only to the extent expressly pro
vided for in the contract or otherwis·e authorized by the Government and may 
be .classified as either direct or indirect labor costs. When direct labor 
cost is the base for distribution of .overhead, such premiums shall not be 
included in that base. When such premiums are charged as indirect costs, 
the amount allocated to Government contracts shall be equitable in relation 
to (i) the amount of such premium costs allocated to non-Government work 
being concurrently performed in the contractor 9 s plant and (ii) the factors 
which necessitate the incurrence of the costs. The premium portion of 
overtime, extra-pay shift 11 and multi- shift payments to indirect labor 
employees is allowable without prior approval, if reasonable, and if allocated 
on a pro rata basis to commercial as well as Government work. 

(o) Patent Costs. Costs of preparing disclosure~,. r~ports,··· a·nd other 
documents required by the contrac~ ~ncl. of searching the art to the extent 
necessary to make. such -invention disclosures, are allowable. Upon the 
written authorization of the contracting officer, costs of preparing. docu
ments, and any other patent costs, in con,nection with the filing of a patent 
application where title is conveyed to the Government, are allowable. (See 
also (u) and (v) below.) 

(p) Pension Plans. 

(1) A pension plan is a plan which is established and maintained 
by a contractor primarily to p:rovide systematically for the payment of 
definitely determinable benefits to its employees over a period of years, 
usually for life, after retirement. Such a plan may include disability, 
withdrawal, insurance, or survivorship benefits incidental and directly 
related to the pension benefits. Such benefits, generally, are measured by, 
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an~ based on, such factors as years of service and compensation received by 
the employees. The determination of the amount of pension benefits and 
the contributions to provide such benefits are not dependent upon profits. 
Benefits are not definitely determinable if funds arising from forfe_iture s 
on termination of services or other reason may be used to provide increased 
benefits for the remaining participants instead of being used to reduce the 
amount of contributions by the employer. A plan designed to provide bene
fits for employees or their beneficiaries to be paid upon retirement or over 
a period of years after retirement shall be considered a pension plan if, 
under the· plan, either the benefits payable to the employee or the required 
contributions by the contractor can be determined actuarially. · (Retirement 
plans which are based on profit- sharing shall not be considered to be pension 
plans within this paragraph (p).) 

(2) Consideration,· and approval or disapproval, of all pension plans 
and the method of determination of the costs thereof shall be the responsi
bility of the Department to which audit cognizance is assigned and subsequent 
action taken by that Department will, generally, be accepted by the other 
Departments. Such plans must meet the qualification requirements pre scribed 
by Section 401 of the Internal Revenue Code of 1954 (P. L. 591, 83rd Cong., 
2d Ses s., 68A Stat. 134). Prior to approval of such plans by the cognizant 
Department, approval by Internal Revenue Service shall be obtained in the 
case of: 

(i) contractors who are subject to Federal income tax; and 

(ii) nonprofit or tax-exempt contractors who have submitted 
their plans for approval by Interna~ Revenue Service; 

however, approval of a plan by the Internal Revenue Service does not 
necessarily assure the allowance of the costs of such a plan by the Depart
·ment concerned. In the case of all other plans, compliance with the qualifica
tion requirements of Section 401 of the Internal Revenue Code of 1954 shall be 
determined by the cogni~ant Department using, insofar as applicable, the 
regulations, criteria, and standards of the Internal Revenue Service. 

( 3) To the extent pension plans are approved by the· cognizant Mili
tary Department, costs thereof are allowable subject to the following con
ditions: 

(i) the requirements of ASPR 15-201. 2 shall be satisfied; 

(ii) such costs, including excess contributions (see Section 
404(a)(l)(D.) of the Internal Revenue Code of 1954), shall 
not exceed-
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(A) the amount claimed and deductible for Federal income 
tax purposes in the current taxable period; or 

(B) in the case of nonprofit or tax-exempt organizations, 
the amount which could have been claimed and· deducted 
for Federal income tax purposes in the current taxable 
period had such organizations been subject to the pay= 
ment of income tax; 

(iii) in cases where the Internal Revenue Service withdraws 
approval of a plan, an appropriate adjustment of contract 
costs shall be made for contributions which previously have 
been allocated to and allowed as contract costs and which 

(A) are disallowed for tax purposes; or 

(B) in the case of nonprofit or tax-exempt organizations, 
could have been disallowed for tax purposes had such 
organizations been subject to the payment of income 
tax; and 

(iv) in determining the net pension plan costs allocable to mili-
. tary contracts, and in addition to making appropriate ad

ju.stments for credits or gains arising out of normal 
employee turnover, consideration shall be given, in accord
ance with (A) or (B) below, to possible future abnormal 
termination credits or gains which may arise with respect 
to individuals for whom pension plan costs have been or 
are being incurred by the contractor but whose employment 
will terminate before they acquire a vested right to the 
benefits under such plans -

(A) when such abnormal termination credits or gains are 
fore seeable and can be currently evaluated with 
reasonable accuracy, an equitable adjustment of current 
costs to give effect to such anticipated Juture credits 
or gains shall be made, either by reducing the current 
costs otherwise allocable, or by obtaining realistic 
recognition in the actuary's calculation of current 
costs, so that the current costs do, in fact, reflect 
the reduction for the abnormal termination credits 
or gains which are anticipated; and such adjustment 
shall be reflected in the contract, in an amendment 
thereto, or in some other writing binding on the Govern
ment and the contractor; or 
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(B) when such abnormal termination credits or gains$ 
whether or not fore seeable -

(I) cannot be currently 'evaluated with reasonable 
accuracy; or 

(II) have not been the subject of adjustment under (A) 
above; 

pension plan costs incurred under the contract shall be 
subject to retrospective accounting and·any necessary 
adjustment for. such subsequent termination credits or 
gains unless the Government and the contractor agree upon 
a method of determining such adjustment, or agree upon 
an equitable adjustment; any such agreement shall be 
reflected in the contract, in an amendment thereto~ or 

·in a separate agreement binding on the Government and 
the contractor. 

( 4) The allow ability of costs of lump sum purchases of annuities 
_or of lump sum cash payments or periodic cash payments made to provide 
pension benefits for retiring or retired employees other than such costs 
incurred under approved pension plans shall be subject to· consideration 
on an individual case basis. 

(q) Plant Protection Costs. Costs of items such as wages, uniforms 
and equipment of personnel engaged in plant protection; depreciation on 
plant protection capital assets; am necessary expenses to comply with 
military security requirements are allowable. 

(r) Professional Service Costs - Legal, Accounting,· Engineering, and 
Other. 

(1) Costs of professional services rendered by the members of a 
particular profession who are not employees of the contractor are allowable, 
subject to (2) and (3) below, when reasonable in relation to.the services 
rendered and when not ·contingent upon recovery of the costs from the 
Government (but see ASPR 15-204. 3(g)). 

(2) Factors to be considered in determining the allowability of 
costs in a particular case include: 

(i) the past pattern of such costs, particularly in the years 
prior to the award of Government contracts; 
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(ii) the impact of Government contracts on the contractor's 
business; 

(iii) the· nature and scope of managerial services expected of 
the contract~r' s own organizations; arid 

(iv) whether the proportion of Government work to the con
tractor's total business is such as to influence the con
tractor in favor of in~urring the cost, particularly where 
the services rendered are not of a continuing nature and 
have little relationship to work under Government contracts. 

Retainer fees to be allowable must be reasonably supported by evidence of 
services rendered. 

(3) Costs of legal, accounting, and consulting services, and related 
costs, incurred in connection with organization and reorganization, defense 
of anti-trust suits, and the prosecution of claims against the Government, 
are unallowableQI. Costs of legal, accounting, and consulting services, and 
related costs, incurred in connection with -·pa'tent~;iafriilgement litigation, 

.are unallowable unless othe;rwise provided for in the contract. · 

(s) Recruiting Costs. Costs of "help wanted" advertising, operating 
costs of an employment office necessary to secur'e and maintain an adequate 
labor force, costs of operating an aptitude and educational testing program, 
travel costs of employees while engaged in recruiting personnel, and travel 
costs of applicants for interviews for prospective employment are allowable. 
Where the contractor uses employment ~gencies, costs not in excess of 
standard commercial rates for such services are also allowable. Costs of 
special benefits or emoluments offer~d to pr·ospective employees beyond · 
the standard practices in the industry are unallowable. 

(t) Rental Costs (Including Sale and Leaseback of Facilities) o 

(1) Rental costs of land, buildings, and· equipment and other personal 
property are allowable if the rates are reasonable in light of such factors 
as the type, life expectancy, condition, and value of the facilities leased, 
·options available, and qther provisions of the rental agreement • 

. (2) Charges in the nature of rent between plants, divisions, or 
organizations under common control are unallowable except to the extent 
s·uch charges do not exceed the normal costs of ownership, such as deprecia
tion, taxes, insurance, and maintenance; provided that no part of such costs· 
shall duplicate any other allowed costs. 
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( 3) Unless otherwise specifically provided in the contract, rental 
costs specified in sale and leaseback agreements, incurred ·by contractors 
through selling plant facilities to investment organizations, such as insurance 
companies» or to private investors» and concurrently leasing back the same 
facilities, are allowable only to the extent that such rentals do not exceed 
normal costs, such as depreciation, taxes~ insurance, and maintenance, 
borne by the lessor, which would have been incurred had the contractor 
retained legal title to the facilities. 

(u) Research and Development Costs. 

(1) Research and development costs (sometimes .referred to as 
general engineering costs) are divided into two major categories, for the 
purpose of contract costing~ (i) general research, also referred to as 
basic research, func;l.amental r.e search» pure .research» and blue- sky re
search; and (ii) related research or development, also referred to as applied 
research, product research, and product line research. 

{2) General research is that type of research which is directed 
toward increase of knowledge in science. In such research, the primary 
aim of the inve stigatqr is a fuller knowledge or under standing of the subject 
under study, rather. than a practical application thereof •. Costs of independent 
general research (th~t whicp is not sponsored by a contract, grant, or other 
arrangement) are ~llowable to the extent specifically provided in the contracto 
The contractor shall disclose to the Government the purposes and results 
of such independent general research. 

(3) Relatecl'.research is that type of research which is directed 
toward practical application of science. Development is the systematic 
use of scientific knowledge directed toward the production of useful materials, 
devices» methods» or processes, exclusive of design» manufacturing, and 
production engineering (see (1) above). Costs of a contractor w s independent 
related research and development (that which is not sponsored by a contract, 
grant, or other arrangement) are allowable under any cost-reimbursement 
type production contract; provided the research and development are re-
lated to the contract product line and the costs are allocat.ed to all produc
tion work of the contractor on the contract product line; and provided further 
that the contractor discloses to the Government the purposes and results 
of the research and development. Such costs are unallowable under cost
reimbursement type research and development contracts.· 

(4) Independent research and development projects shall absorb 
their appropriate share of the ·indirect costs of the department where the 
work is performed. 
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(5) Research and development costs (including amounts capitalized), 
regardless of their nature, which were incurred in accounting periods prior 
to the award of a particular contract, shall not be allocated to that contract 
unless allowable as precontract costs (see ASPR. 15-204, 3(j))o 

(v) Royalties and Other Costs for Use of Patents. Royalties on a patent 
or invention, or amortization of the cost of acquiring a patent or invention 
or rights thereto, necessary for the proper performance of the contract and 
applicable to contract products Or processeSg are allowable to the extent 
expressly set forth in the contract or otherwise authorized by the contracting 
officer; provided that where the Government has a license or the right to free 
use of the patent or invention such costs are unallowable; and provided further 
that where the patent has been adjudicated to be invalid such costs incurred 
thereafter are unallowable o 

(w) Severance Payo 

(1) Severance pay, also commonly referred to as dismissal wages, 
is a payment in addition to regular salaries and wages, by contractors to 
workers whose employment is being terminated. Costs of severance pay 
are allowable only to the extent that, in each case, it is required by (i) law, 
(ii) employer -employee agreement; (iii) established policy that constitutes, 
in effect, an implied agreement on the contractor 9 s partp or (iv) circum
stances of the particular employment. 

(2) Costs of severance payments are divided into two categories 
as follows: 

(i) actual normal turnover severance payments shall be 
allocated to all work perfo·rmed in the contractor's 
plant; or~' where ~he contractor provides for accrual 
of pay for normal severances such method will be 
acceptable if the amount of the accrual is reasonable in 
light of payments actually made for normal severances 
over a representative past period, and if amounts accrued 
are allocated to all work performed in the contractor 9 s 
plant; and 

(ii) abnormal or mass severance payments actually made upon 
cessation of work when there is no reasonable prospect 
of continuing employment on other work of the contractor 
shall be assigned to the entire period of the employment 
of the terminated employees and equitably allocated to 
all work performed in the contractor 9 s plant during that 
period. A reservation in the final release may be made 
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when it is reasonable to assume that severance pay allocable 
to the contract will be made· in the future. 

(x) Special Tooling Costs. The term "-~j.:>ecial tooling~~ means property of 
such specialized nature that its use, without substantial modification or altera
tion, is limited to the production of the particular supplies or the performance 
of the particular services for which acquired or furnished. It includes, but 
:is not limited to, jigs, dies, fixtures, molds, patterns, special taps, special 
gauges, and special test equipment. Costs of special tooling acquired for 
performance of the contract. are allowable and shall be charged directly 
thereto. 

(y) Taxes. 

(1) Taxes are charges levied by Federal, State, or local governments. 
They do not include fines and penalties exceptas otherwise provided herein. 
In general. taxes (including State and local income taxe.s) which the contractor 
is required to pay and which a·re paid or accrued in accordance with generally 
accepted accounting principles are allowable, except for: 

(i) Federal income and excess profits taxes; .. 

(ii) taxes in connection with financing, refinancing or refunding 
operations (see ASPR 15-204. 3(g)); 

(iii) taxes f;om which exempt~ons are available to the contractor 
d,irectly or available to the contractor based on an exemption 

. affo.rded the Gpvernment except when the. contracting officer 
determines that the administrative burden incident to ob
taining the exemption outweighs the corresponding benefits 
accruing to the Government; and 

(iv) special assessments on land which .represent capital im
provements. 

(2) Taxes otherwise allowable under (1) above, but which may be 
illegally or erroneously assessed, are allowable; provided that the con
tractor prior to payment of such taxes: 

(i) promptly requests instructions from the contracting officer 
conc.erning such taxes; and 

(ii) takes all action directed by the contracting officer, including 
cooperation with and for the benefit of the Government, to 
(A) determine the legality of such assessment or,· (B) secure 
a refund of such taxes. 
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Reasonable costs of any such proceeding instituted by the contractor at the 
direction of the contracting officer are allowableo Interest and penalties 
incurred by a contractor by reason of the nonpayment of any tax at the direc
tion of the fontracting officer are also allowable o 

(3) Any refund of taxes, interest, or penalties, and any payment 
to the contractor of interest thereon, attributable to taxes, interest, or 

. penalties which were allowed as contract costs, shall be credited or paid 
to the Government in the manner directed by the Governmento 

(z) Trade, Business, Technical, and Professional Activity Costs. 

(1) · Memberships.. Costs of membership in trade, business, technical, 
and professional organizations are allowableo 

(2) Subscriptions. Costs of subscriptions to trade, business, pro
fessional, and technical periodicals are allowable. 

(3) Meetings and Conferenceso Costs of meals, transportation, 
rental of facilities for meetings, and costs incidental thereto, when the 
primary purpose of the incurrence of such costs is the dissem.ination of 
technical information or the stimulation of production, are allowable o 

(aa) Training Costso Reservedo 

(bb) Transportation Costs. Transportation costs include freight, express, 
cartage, and postage charges relating either to goods purchas.ed, in process, 
or deliveredo When such costs can readily be identified with the items in
volved, they may be direct costed as transportation costs or ~dded to the 
cost of such items (see (m) above)o Where identification with the materials 
received cannot readily be made 9 inbound transportation costs may be 
charged .to the appropriate indirect cost accounts if the contractor follows 
a consistent equitable procedure in this re spec to Outbound freight, if re
imbursable under the terms of the contract, should be treated as a direct 
cos to 

(cc) Travel Costso 

(1) Travel costs include costs of transportation, lodging. subsistence, 
and incidental expenses, incurred by contractor personnel in a travel status 
while on official company businesso 

(2) Travel costs incurred in the normal course of overall ad
ministration of the business and applicable to the entire business are 
allowableo Such costs shall be equitably allocated to all work of the 
contractor o 
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( 3) Subsistence and lodging, including tips or similar incidental 
costs, are allowable either on an actual or per diem basis. The basis 
selected shall be consistently followed. 

(4) Costs of personnel movement of.a special or mass nature are 
allowable only when authorized or approved in writing by the contracting 
officer. 

(dd) General. 

(1) Such recurring costs as registry and transfer charges re suiting 
from changes in ownership of securities issued by the contractor, cost of 
shareholders v meetingsp proxy solicitations, preparation and publication 
of reports to shareholders, preparation. and submission of required reports 
and forms to taxing and other regula:tory bodies, and incidental costs of 
directors and committee meetings are allowable. Such costs shall be 
equitably allocated to all work of the contractor. 

(2) Certain costs discussed in ASPR 15-204. 3 are allowable if 
expressly provided for in the contract, or, in some cases~ if approved 
in writing by the contracting officer. See for example: 

( i) A SPR 15-204. 3(f); 

(ii) ASPR 15-204.3(j); and 

(iii) ASPR 15-204. 3(1). 

15-204. 3 Unallowable Costs. 

(a) Bad Debts. Bad debts, including lo.sses (whether actual or esti
mated) arising from uncollectible customers' accounts and other claims, 
related collection costsp and related legal costs are unallowable. 

(b) Contingency Reserves. Contingency reserves, created and main
tained to provide for events the occurrence of which cannot be foretold 
with certainty as to time, intensity, or even with an assurance of their 
happening, are unallowable. (For self-insurance programs, see ASPR 
15-204. 2(i).) 

(c) Contributions and Donations. Contributions and donations are 
unallowable. 

(d) Entertainment Costs. Costs of amusement, diversionp social 
activities, and incidental costs relating thereto, such as meals, lodging, 
rentals, transportation, and gratuities, are unallowable (but see ASPR 
15-204. 2(£), {h), and (z)). 
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(e) Excess Facility Costs. Costs ·of' maintaining, repa1r1ng, and housing 
idle and excess contractor-owned facilities, except those reasonably neces-· 
sary for current and immediately prospective production purposes, are 
unallowable. The costs of excess plant capacity reserved for defense mobili
zation production shall be the subject ·of a separate. contract. 

(f) Fines and Penalties. Costs resulting from violations of, or failure 
of the contractor to comply with, Federal, State, and local laws and regu
lations are unallowable except when incurred as a result of compliance 
with specific provisions of the contract, or instructions in writing from the 
contracting officer. 

(g) Interest and Other Financial Costso Interest (however represented), 
bond discounts, costs of financing and refinancing operations, legal and 
professional fees paid in connection with the preparation of the prospectus, 
costs of preparation and issuance of stock rights, and costs related thereto 
are unallowable except for interest asses sed by State or local taxing au
thorities under the conditions s·et forth in ASPR 15-204. 2(y) (but see ASPR 
15-2040 2(dd)(l)). 

(h) Losses on Other Contracts. An excess of costs over income under 
any other contract (including the contractor as contributed portion under 
cost- sharing contracts), whether such other_ contract is of a supply, research 
and development, or other nature, is unallowable as. a cost of performance 
of the Government contracto 

(i) Organization Costso Expenditures, such as incorporation fees, 
att~rneys fees, accountants fees, brokers fees, fees to promoters and 
organizers, in connection with (i) organization or reorganization of a business, 
or ( ii) raising capital, are unallowable (see (g) above). 

(j) Precontract Costs. Precontract costs are those which are incurred 
prior to the effective date of the contract and which would have been allowable 
thereunder if incurred after such date. Such costs are unallowable unless 
specifically set forth and identified in the contract. 

(k) Profits and Losses on Dispostion of Plant, Equipment, or Other 
Capital Assets. Profits or losses of any nature arising from the sale or 
exchange of plant, equipment, or other capital assets, including sale or 
exchange of either shor.t or long term investments, shall be excluded in 
computing contract costs (but see ASPR 15-2040 2(e)(2) as to basis for de
preciation)o 

(1) Reconversion Costso Reconversion costs are those incurred in the 
restoration or rehabilitation of the contractor's facilities to approximately 
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the same· physical arrangement and condition existing immediately prior 
to commencement of the military contract work and include the cost of 
removal of Government pr·operty. Reconversion costs ar.e unallowable 
except that the cost of removing Government property and the restoration 
or rehabilitat1on costs caused by such removal are allowable if specifically 
provided for in the contract. 

(m) General. 

(1) In addition, certain costs discus sed in ASPR 15-204. 2 are stated 
to be unallowable. See for example: 

(i) Advertising Costs, ASPR 15-204. 2(a), last sentence; 

(ii) Depreciation, ASPR 15-204. 2(e)(4)$J and (5), last sentence; 

(iii) Professional Service Costs - Legali Accountingj Engineering$! 
and Other, ASPR 15-204. 2(r)(3), first sentence; 

(iv) Recruiting Costs$! ASPR 15-204. 2(s)g last sentence; 

(v) Royalties and Other Costs for Use of Patents~ ASPR 15-
204.2(v), both provisos~ and 

(vi) Taxes» ASPR 15-204. 2.(y)(l)(i) through (iv). 

(2) Certain other costs discussed in ASPR 15-204. 2 are unallowable 
unless expressly provided for in the contract, or, in some cases i if au
thorized or approved by the Government. See for example: 

(i) Civil Defense Costs)) ASPR 15-204. 2(c), last sentence; 

(ii) Compensation for Personal Servicesi ASPR 15-204. 2(d) (5); 

(iii) Depreciation, ASPR 15-204. 2(e)(5)g first sentence; 

(iv) Food Service Costs and Credits, ASPR 15-204. 2(g)~ last sentence; 

(v) Insurance and Indemnification, ASPR 15-204. 2(i)(3)(iii) and 
(ivL and { 4); 

(vi) Maintenance and Repair Costs$ ASPR 15-204. 2(k)(2); 

(vii) Overtime, Extra-Pay Shift, and Multi-Shift Premiumss 
ASPR 15-204. 2(n)$J second sentence; 

23 



(viii) Patent Costs, ASPR 15-204~ 2~o), second sentence; 

(ix) Professional Service Cost$ - Legal, Accounting, Engineering, 
and Other, ASPR 15-204.2(r)(3), last sentence;· 

(x) Rental Costs (Including Sale and Leaseback of Facilities), 
ASPR 15-204. 2(t)( 3); 

(xi) Roya~ties and Other Costs for Use of Patents, ASPR 15-
204. 2(v); 

(xii) Taxes, ·ASPR 15-204. 2(y)(2); and 

{xiii) Travel Costs, ASPR 15-204. 2(cc)(4). 
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OGC/GWM:lwt
April 9, 1956 

MEMORANDUM FOR THE ASPR COM:tvfiTTEE 

....... Subj: ASPR Case 53-44 - Revision of Section XV Contract Cost 
Principles 

·1. Pursuant to the. request of the ASPR Committee at the special 
me-eting held on 6 .April 1956.,. in connection with its consideration of 
the draft of Part Z, Section XV, dated Z9. March 1956, the under
signed Spec;ial Editing Subcommittee has completed the editing of 
the material submitted. The attached TABS A, B, C, and D set 
forth composite drafts of this .material .as edited for retention in 
Part 2.. The attached TAB.H sets forth a proposed new Part.7 setting 
forth interim instructions for use in connection with facilities con
tracts and clauses in other type cost-reimbursement type contracts 
providir~g for the acquisition of industrial facilities. 

2. In addition, this Subcommittee recommends that existing Parts 
4, 5, and 6 be treated in the manner respectively set forth in the 
attached TABS E, F, and G, the proposed action in regard to these 
Parts to be effective. simultaneously with the issuance of proposed 
Part 2. Similar action is recommended in TAB I with respect to 
existing Part 3. 

CHARLES W. WILKINSON 
'Lt. Colonel, SS JAG 
Army Member 

. ~: 

GEORGE W. MARKEY, JR. WILLIAMMUNVES 
Navy Member 
Chairman 

Air Force Member 



OGC/GWM:lwt 
AP-rll 9, 1956 

TAB A 

Proposed Revision of Title of ASPR Section -XV, Part 2 
and ASPR 15-200 - Scope of Part 

{For substitution on first page of draft of 29 March 1956) 

Par.t 2-Supply, Service, and Research and Development 
Contracts, with {Commerc.ia]J Organiz~tions 
H-a'¥tft&-Ge!!~a:l- -T-ype-~ftl-sy.s.teftlt s 

15-2·00 Scope of Part~ This Part sets forth principles and standards 
for the determination and allowance of costs in connection with cost
reimbursement type contracts and cost-reimbursement type subcontracts 
thereunder for procurement of supplies, services, and research and 
development work, with contractors or subcontractors. L other than 
such contracts and subcontracts to which Parts. 3., _4r or 7 apply.7 
-hav~~~~i~a:eeeaft~~eye~~-~eve•r•h~~~ 

seee~app~~·e~~e~~~~eer~PaeM~~~-a~~fteeP 

sePv~~~ated-oie~ioft..--1-t~J...s-e-aees-notr-app}?oie-ei:ati'S~-i:n--s~y

eP ~l!"Yi~ eeft "~"Nhi e:h ~POY!.tJ.-e-fo.p. 41\e ~'tl'!"M s :hing- .f>t ~1'l.tJ..ti.-s-tP ie-1-fe:.ei-ii-bie e :-
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Proposed Revision of ASPR 15-204. 2(f) - Depreciation 
_(For substitution on page 7 of draft ·of 29 March 1956) 

15-204. 2(f) Depreciation. 

* * * 

OGC/GWM:lwt . 
April 9, 1956 · 

TAB B 

(2) Depreciation on a contractor's plant, equipment, and 
other capital facilities is an all~wable elem~nt of contract cost; pro
vided that the amount thereof Lis computed/ : 

. - -
(i) i-s-eem-pu-ted-upon the L propertz/ cost bas.is used by the 

contra.ctor for Federal income tax purposes (see Section 
167 of the Internal Revenue Code of 1954); aRd.-/ or I 

L(ii) in the case of nonprofit or tax-exempt organizations, 
upon a property cost basis which could have been used 
by the contractor for Federal income tax purposes 
had such organizations been s'!bject to the payment of 
income tax; and in either case I 

·:-(-ii-)- /(iii)/ i-s- eem-pu-t~ by the consistent application to the 
assets concerned of any generally accepted accounting 
method, including those recognized by Section 167 of 
the Internal Revenue Code of 1954 ,_., _ _... 

\ ........ ~2) .The two concluding sentences of the above subparagraph 2 should 
· ' be added without change immediately following the proviso con-

tained in the last brackets. · 
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OGC/GWM:lwt 
April 9, 1956 

TAB C 

P;roposed Revision of ASPR 15-204. 2(j) - Insurance and Indemnification 

(For substitution on page 9 of draft of 29 March 1956) 

15-204. 2(j) Insurance and Indemnification. 

(l) Insurance includes (i) those types of insurance which the con
tractor is .required to carry under the terms of the contract, or by specific 
instruction of an authorized representative of the Government, and (ii) 
any other insurance for which the contractor seeks reimbursement under 
the contract. Indemnification includes .{securing the contractor against/ 
liabilities to third persons not compensated by insuran.ce or otherwise. 

3 



Propoaed Revision of ASPR 15-204. 2(n) - Material Costs 

OGC/GWM:lwt 
April 9, 1956 

TAB D 

(Fot substitution on pages 11 and 12 of draft of 29 March 1956) 

l5- ··~204. 2(n) Materia2 Costs. 

(l) Costs of direct and indirect material, and collateral items 
S!.lc·h. as inbound transportation and intransit insurance, are allowable, 
.;H.:bjc=c.~, i·1owever~ to (2} through (6) below. In computing costs of material, 
c·:m .. s:df.,r:;;.tio:l will be given to reasonable overruns, spoilage, and defective 
wc:rk j_ (for corrc(:tion of defective work, see the provisio~s of the contract 
rela.t:lr:~g tc inspect=.on and to correction of defective workl/ • 

* * * 
{6) Co::t5 of material or services so:d or transferred between 

p!a.nts, ~:i:.vlsicn:£., or organizations, under common control, shah be 
aLlo'J:.'a b~6 only to the extent of the cost to the transferor, or the prices 
o£ other e·~_ppiiers for the same or substantially similar items, whichever 
is l-::;W€;r j_, ur.,less f3.ctcrs other than price warrant allowance on the basis 
of t.~1~:: e:ost to t~~e transfero!_/; provided. that, in the case of any item 
regulE..rly· manufactured and sold by any such transferor through com
mercia.! channels, a departure from this cost basis is .permissible if the 
charge to the cont:ract does not exceed &itlle-. (i) the transferor's sales 
price to ·:.ts most favored customer for the same item in like quantity 11 

O>:' (ii} ths pr-ices of other suppliers for the same or substantially simaar 
item a.£., wh.ic!le:ver is the lower, unless factors other than price warrant 
al!owc..n.ce on. the basis of the transferor's sales price to "its most favored 
customer I . 
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OGC/GWM~lwt 

April 9, 1956 

TAB E 

Proposed Revision of Existing ASPR Section XV Part 4-
Construction Contracts 

Part 4 - Construction Contracts 

* * * 
Examples of Jtems \lf Allowable Costs •• . . 

(q) Pension .a<ftO...-~~oeti~~R• plans in accordance with the ift.t~-pi"~a•i~ 
L principles and standards 7 set forth in -pa.-l"~.a,pb-!->-G.G-1- I ASPR 15-204. 2(q)/ 
and group health, accident and life insurance plans (but see paragraph 
15-404(b), (d), and (m)). 

5 
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OGC/GWM:lwt 
April 9, 1956 

TAB F 

' 

Pr·opoaed Revision of Existing ASPR Section XV, Part 5 -
. Subjects Affecting Cost Which May Require Special Consideration 

Part 5 - S~ojects Affecting Cost Which May Requ.ire Special Consideration 

15 -=:·00_ Scoe_e of Part. This p&.P·t:/Par'J enutnerates certain subjects 
a.fff::cti!~g cost w!lich may require special consideration in. connection with 
t!.~e negotia~icn or performance of cost-reilnbur sernent type contracts 
an.:~ wL~.ch a:r·e ~1ct specifically covered irr P£.-t'-t~l-,- Part 3T or Part 4 
.-:;f t!:.i8 se.~~ion. 

iS-501 Cor.sider~:io:.1 Required. 'It is important that Contracting Officers 
and th.eir negotiator& consider the subjects enumerated in paragraph 
15·-502, an·d ~l!Y other subjects not precluded by the provisions of -Pa~&-t-
ilr Part 3 .• ..or Part 4 of this section (whichever part is applicab:te), for 
t}:..~; ~;:_:x-pose of (i) determini~g w!l.ich subjectE; if any shvuld be expressly 
prc·vide;d for h: a particul;:.r cost-reimbursem€nt type ccntra.ct, ~nd (iij 
incorporat5.::!g appropriate clauses in the contract. Action taken with 
re 5pect to any s·ucn subjects sha.ll be refle~ted either in the contract 
or in the record of contract negotiations~ 



OGC/GWM:lwt 
April 9~~ 1956 

TAB G 

Proposed Revision of Existing ASPR Section XV~ Part 6 - Cost Interpretations 

Note; 

Part 6 - Cost Interpretations 

Delete balance of this Part and substitute therefor 
the word "RESERVED"~ 

\Vith respect to existing ASPR 15-601. 2 the subject of pension 
plano is now covered in proposed ASPR 15-204. 2(q) (pages 12 
to 15 of draft of 29 March 1956). 

In accordance with decision of the Procurement Secretaries, 
the subject of profit sharing is to be retained on the basis 
now appearing in existing ASPR 15-601.. 2(f). Presumably 
this subject will be covered under propoaed ASPR 15-204. 2(d) 
- Coznpensation for P·ersonal Services which has been :reserved 
in the draft of 29 March 1956. 

With respect to existing ASPR 15-602 - Depreciation, this 
subject is now covered in proposed·ASPR 15-204. 2(f) in the 
draft of 29 March 1956. Existing ASPR 15-602 ·contains cross 
references only to existing ASPR 15-204 (d), 15-205(b) a.nd 
!5- 205\o). 

7 



OGC/GWM:lwt 
Ap-ril 9, 1956 

TAB H 

Proposed New ASPR Section XV, Part 7 - Facilities Contracts 

Part 7 - Facilities Contracts 

15-700 Scope of Part. This Part sets forth principles and standards 
for the determination and allowance of costs in connection with cost
reimbursement t}'pe contracts and cost-reimbursement type subcontracts 
thereunder for the acquisition of industrial facilities to which the Govern
ment takes title under 'the contract. This Part also applies to clauses 
in any other cost-reimbursement type contracts or cost-reimbursement 
type subcontracts thereunder, which clauses provide for the acquisition 
of industrial facilities to which the Government takes title. 

15-7 01 Applicability. Pending publication of the principles and standards 
to be incorpo·rated in this Part,· Parts Z, 3 .. :or 4 shall be used to the extent 
appropriate ~n accordance with Departmental procedures. 

8 
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Proposed Revision of Existing ASPR Section XV. 

OGC/GWM:lwt 
April 9, 1956 

TAB I 

Part 3 - Research Contracts with Nonprofit Institutions 

Part 3 - Research Contracts .with Nonprofit Institutions 

* * * * 

15-304 Examples of Items of Allowable Costs. 

(g) Pension aREi-p.e.ti-1'~~' plans in accordance with the 4-Me-P.pP-&~tieRs 
L principles and standards T set forth in pa-Pa-g-Parph- -l§- 'Ql- I ASPR 15-2.04. 2.( qt/ 
and group health, accident and life insurance plans (but see paragraph 
15- 305(k)). . 

9 
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TABLE OF TIT.LES AND PARAGRAPH NUMBERS OF PRINCIPLES AND 
STANDARDS FOR SELECTED ITEMS OF COST (ASPR 15-204.2 and 15-204. 3) 

15-204. 2 Costs Allowable in Whole or in Part. 

(a) Advertising Cost$. /15-204._!./ 

(b) Bidding Costs. /15-204. 3/ 

(c) Civil Defense Costs. _LlS-204. s/ 

(d) Compensation for Pe·rsonal Services. ll5-204. 6/ 

(e) Contributions and Donations. __ /lS-204. 87 

(f) Depreci~tion. I ~5- 204. 9 7 

(g) Employee Morale, Health, and Welfare Costs and Credits. 
liS- 204. 10 I 

(h) Food Service Costs and Credits. ./lS-204. 41 

(i) Fringe Benefits. _LIS- 2·04. 1_!1 

(j) Insurance and Indemnification. · /15-.204.15/ 

. (k) Labor Relations Costs. /l5-204. 17/ 

(1) Maintenance and Repair Costs. · /TS-204.191 

(m) Manufacturing and Production Engineering Costs. I 15-204. 20/ 

(n) Material Costs. /IS-204. "21/ 

(o) Overtime, Extra-Pay Shift, and Multi-Shift Premiums. 
/15-204.24/ - -

(p) Patent Costs. 115-204.25/ 

(q) Pension Plans. £15-204.26/ 

- -
(r} Plant Protection Costs. 115-204. 27 I 

TAB A 



'· -

... 

(s) Professional Service Costs - Legal, Accounting, Engineering 
and Other. /15-204.29/ 

(t) _Recruiting Costs. /15-204. 32/ 

(u) Rental Costs (Including Sale and Leaseback of Facilities). 
/15-204.33/ - -

(v) Research and Development Costs. Ll5~204. 34/ 

(w) Royalties and Other Costs for Use of Patents. {15-204. 35_] 

~»)- -S&P.¥-i-c-e-aREi-1-n&tal-la-tion -Go-&t~ Ll5-204. 36/ (deleted) 

(x) Severance Pay.· Ll5-204. 37 7 

(y) Special Tooling Costs. /15-204. 38/ 

(z) Taxes. /15-204.39/ 

(aa) Trade, Business, Technical, and Professional Activity Costs. 
/15-204.40/ 

- -
(bb) Training Costs. / 15-204o 41/ 

(cc) Transportation Costso /15-204.42/ 

(dd) Travel Costs. /15-204.43/ 

(ee) General. /l5-204. 23/ 

15- 204. 3 Unallowable Costs. 

(a) Bad Debts. /l5=204. 2/ 

(b) Contingency Reserves. /15-204. 7/ 

(c) Entertainment Costs. /l5-204.ll/ 

{d) Excess Facility Costs. /l5-204.12/ 

2 
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MEMORANDUM FOR THE ASPR COMMITTEE 

OGC/G.WM:1wt 
April 2, 1956 

Subj: ASPR Case 53-44, Revision of Section XV, Contract Cost Principles 

1. The joint report of the Editing Subcommittee and the Section XV Sub
committee, dated March 9, 1956, dealt with the three matters submitted 
by the Editing Subcommittee {report dated February 27, 1956)~ for resolu
tion prior to completing the edited draft of Part 2, Se·ction XV, and also 
submitted a proposed edited draft of the entire Part, prepared by the Editing 
Subcommittee. Except for the above three matters relating to Material and 
Supply Costs, Research and Development Costs, and Pension Plans, the 
Section XV Subcommittee had not participated in the edited draft. The 
ASPR Committee requested consideration of this .edited draft (TAB B attached 
to the joint :report of_ March 9, 1956), jointly, by the Editing and Section XV 
Subcommittees prior to further consideratiorr by the ~SPR Committee. 
Commencing March 16, 1956, the joint subcommittees met almost daily 
through March 28, 1956, preparing the attached draft of Part 2, Section 
XV, dated March 29, 1956. 

2. The Section XV Subcommittee had fully recognized that its final draft 
as ,con.s.idered by the ASPR Committee {Minutes of November. 22, 1955, 
Item 3) was in need of, and strongly recommended that it receive, sub
stantial editing. After certain revisions by the ASPR Committee~ that 
draft was submitted to the Editing Subcommittee for editing {Minutes of 
December 13, 1955, Item 4). In the course of consideration by the joint 
subcommittees of the draft of the Editing Su~ttee, it became apparent, 
with respect to various matters, that words originally included by the Sec
tion XV Subcommittee in its draft to express a particular principle or limi
tation or convey some other idea did not have the same meaning to account
ing, procurement, and legal personneL In other instances, it appeared that. 
matters substantially agreed to in principle during the earlier deliberations 
of -the Section XV Committee had either not been covered at all or were 
incompletely covered in the Section X.V Subcommittee's draft. 

3, In view of the above circumstances, wh~n there was general agreement 
within the Section XV Subcommittee_ that a particular matter required dis
cussion, the Chairman of the Editing Subcommittee, in presiding over the 
joint subcommittee sessions, permitted such discussion. In no case, was 
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. such discussion permitted on the basis of a unilateral request by any II).ember 
withbut cc5n-currence :: of the Section XV Subcommittee. The Air Force and 

Army members of the Editing Subcommittee have q-uestioned the authority 
of the joint subcommittees to undertake certain of these discussions and will 
file a separate report in regard thereto. 

4. ·Except as indicated below and in .the joint report of March 9, 1956, the 
attached draft of Part 2, Section XV, has the unanimous concurrence of all 
members of the Section XV Subcommittee from the standpoint of·substance, 
and of the joint Editing and Section XV Subcomm:ttees from the standpoint 
of editing. Owing to certain unavoidable circumstances, all members of the 
Section XV Subcommittee were unable to be present at the final joint session 

: . 

on March 28, 1956, and it has not been possible to clear the entire attacheddraft . 
of Part 2 with each of them within the time required for submission,;to the 
ASPR Committee. 

5. It is desired that the attention of the ASPR Committee be invited to the 
following specific matters. Unless otherwise indicated, reference to ASPR 
paragraphs and related page numbers are to s'uch paragraphs and pages in 
the attached draft of Part 2~ Section XV, dated March 29, 1956. 

A •. Joint Repo:rt of Ma!·ch 9, 1956. 

I. Material and Supply Costs. In the first two quoted excerpts under 
2.A., of the joint report of March 9, 1956, on page 1, change "trans.
feror" to "transferee." The title of the paragraph in which this 
problem appears has been changed to Material Costs (see ASPR 15-
204.2(n)(6), at bottom of page 11). 

II. Research and Development Costs. Joint Recommendation I under 
paragr·aph 2.B. of the joint report of March 9, 1956 suggests that 
further study be given to use of the term ".product line" (see ASPR 
15-204.2(v)(3), on page 18). 

III. Pension Plans.· The issues within the Edi.ting Committ.ee with 
respect to this matter have been resolved, as discussed in paragraph. 
2.C. of the joint repo:rt of March 9, 1956. (See ASPR 15-204.2(q), 
pages 12-15 of attached draft which contains some additional m.ino!:' 
editing refinements.) 

Attention is also invited to the first paragraph on·page 4 of the 
joint report of March 9, 1956 and the question is posed whether 
official acknowledgment should be ma.de of the assistance £u.rnished 
by the Internal Revenue Service. 
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·B. Research and. Development Costs - ASPR 15-204.2{v), page 18. 
In the proposed ASPR 15-204.2{v), Research.and Development Costs, 

the fourth and fifth sentences of subparagraph (2:) {from "Generally, 
the ·contractor· •.• '' through the end of the subparagraph ) appear to 
set forth instructions to the contracting officer rather than cost principles. 
It is recommended that the fourth sentence be revised to read: 

·"The contractor shall disclose to the Government the purposes 
and results of any independent general research the costs of 
which are reimbursed in whole or in part by the Government." 

Alternatively, it is suggested that the fourth sentence be deleted from 
Part 2 of Section XV and inserted elsewhere in ASPR as an instruction 
to the contracting officer. In any event, it is. recommended that the fifth 
sentence, enumerating factors to be considered in providing for costs 
of independent general research, be deleted from Part 2 o{._S~c~ion XV 
and inserted .elsewhere in ASPR, possibly either in Section III or in 
Part 1 of Section XV. Se~, also, C. V. below. 

C. Certain Differences Between Draft for Editing and Attached Part 2. 

I. Scope of Part (ASPR.lS-200). The attached draft provides that 
the same treatment be given to clauses in supply or service con
tr·acts providing for the furnishing of industrial facilities and to 
fa cili ties contracts, i.e., both are excluded from the cove rage of 
Part 2. The draft for editing did not cover such facilitie-s clauses. 
Filing instructions, however, should contain a notation that Part 2· 
may be used Hto the extent ap~ropriate'' for these purposes pending 
publication of a separate Part ~overing facilities. 

~ .. ·.• 
. ,. 

II. Base Period {ASPR 15-203.i.(c)). The draft for editing {ASPR 
15-203.5) did not contain the first sentence which has been proposed 
as a definition, or the third sentence. 

III. Depreciation {ASPR 15-204.2{.f)(2)). The draft for editing ~ASPR 
,15-204. 9(b)) .. · irichides the principles recognized under Section 
167 of the Inte1nal Revenue Code among any"generally a-ccepted 
accounting principle~which may be used in the computation of 
dep.reciation. The attached draft requires the contractor to follow 
the same cost basis in regard to depreciation for contract costing 
as it followed for Federal income tax purposes. 

IV. Rental Costs {Includi~g Sale and Leaseback of -Facilities}. 
{ASPR 15-204.2{u}). Subparagraph {2) relating to charges in' the 
nature of rent between organizations under common control was not 
included in the draft for editing although an ana;'logous principle had 

3 
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(e) Fines and Penalties. I 15-2.04.13/ 

(f) Interest and Other Financial Costs. _Ll5-2.04.161 

(g) Losses on Other Contracts. /15-2.04.18/ 

(h) Organization Costs. /15-2.04.-2.2/ 

(i) Precontract Costs.· ll5-2.04. 2.8/ 

(j) Profits and Losses on Disposition of Plant, Equipment, or 
Other Capital Assets. I 15-204. 301 

(k) Reconversion Costs. /I5-2.04. 31/ 

3 
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been covered with respect to outright transfers of material and services 
(ASPR 15-2.04. 2.(n)(6)). 

V. Research and Development Costs (ASPR 15-2.04. 2.(v)(3)). Unlike 
the question of disclosure of independent general research, the que s
tion of disclosure of independent related research was not covered 
at all in the draft for editing. In keeping with the recommendation as 
to disclosure of independent general research (see B. above), subpara
graph ( 3) dealing with related research has been modified by the follow
ing addition in· the third sentence: 

"and provided 'further that the contract'Or discloses to 
the Government the purposes and results of the :research 
and development." 

VI. Training Costs (ASPR 15-2.04. Z(bb)) •. The attached draft p'rovides 
that where training is conducted "by" an educational institutiong the 
cost of "part~time" training which is of the "on-the-job type" is allow
able without a specific contract provision·. Discussions by the joint 
subcommittees, however, indicate that further clarification may be 
needed in regard to the meaning of "on-the-Job type" training. 

In regard to the costs of training "in" educational institutions, 
the proposed draft would make them unallowable "except to the 
extent specifically provided for in the contract in accordance with 
Departmental instructions." The words "in accordance with De
partmental instructions" were included by the joint subcommittees 
in recognition of the fact that an area of increasing industry interest 
is involved and that it would be unwise not to develop a basis for 
consistent treatment. The added words appeared to afford the best 
means of achieving reasonable consistency within the limited time 
available for discussion of this item. The problem may well require 
additional study. 

VII. ~eneral and Adm~_nistrative Costs (ASPR 15-2.03. 5, page 4). 
Under enumeration. '~ii)" of factors to be considered in determining 
whether the method used for the allocation of general and a:dministra
tive expenses provides for an equitable result,· the proposecl draft 
in~ludes, "the results obtainable by using the input cost method" 
and also sets forth a definition of said method. This· paragraph was 
otherwise subjected to substantial redrafting in view of the consensus 
of opinion within the Section XV Subcommittee that clarification was 
necessary. 

4 
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VIIL Precontract Costs (ASPR 15r~).·~t.3(i), page 24). The pareritheti-
.,:: cal refe.rence to ASPR 15-lxx was included by way of compromise of an 

issue within the Editing Subcommitt~e and, accordingly, this para
graph was not discussed in the sessions of the join( ~ubcommittees. 
If Part 2 is approved with this reference included, the full reference 
to the appropriate paragraph in Part 1 should be inserted before Part 
2 is released for printing. 

D. Matters ·Not Necessarily Requiring Final Action by the ASPR Com
mittee Prior to Adoption of Pa.rt 2, Section.XV. 

I. Pension Plans (ASPR 15-204. 2(q)(3)(iv)(B), page 15~. Attention 
is invited to the matter of "Implementation of 'Side' Agreements" 
which is discussed in paragraph 4 •. A. of the Editing Committee 
report of February 27, 1956. In the draft there discussed, the pro
blem was related to proposed ASPR 15-204. 2(q)(3){iii)(B) /ASPR 
15-204. 26d in the draft for editing/. . - · 

II. Overtime, Extra-Pay Shift, and Multi-Shift Premiums~ ( ASPR 
15-204. 2(o), page 12). Attention is invited to the recommendation with 
respect to this matter in paragraph 5. A. of the Editing Committee 
report of Febr~ary 27, 1956. · Discussions of the joint subcommittees 
emphasize that the term. "authorization" and "prior approval" are 
not uniformly under stood. 

6. It has not been possible in the time available for submission of this report, 
to set forth all of the differences between the draft submitted for editing and 
the attached draft. In this connection, it is recommended that, when this 
Part 2 is given detailed consideration by the ASPR Committee, the members 
of the Section XV Subcommittee be invited to participate for purposes of 
isolating and expl~ining such changes and the reasons therefor to the extent 
deemed appropriate by the ASPR Committee •. In view of the substantially 
different numbering scheme which has been employed in the attached draft 
with respect to the Principles and Standards for Selected Items of Cost, 
covered under. proposed ASPR 15-204, a table has been prepared (TAB A 
attached) showing tbe title .and lettered paragraph designation of each item 
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in the attached draft of Part 2 followed by brackets containing the corre s
ponding paragraph reference in the dr~ft submitted for editing. 

Editing Subcommittee: 

_GEORGE W. MARKEY, JR. 
Navy Member 
Chairman 

. CHARLES W. WILKINSON* 
Lt. Colonel, SS JAG 
Army Member 

JOHN W. PERRY* 
Air Force Member 

Section XV Subcommittee: 

J. 0. Hunnicutt, Jr., Maj., DCSLOG 
T. P. Partykag Hq. AAA 
J. A. Mays, Hq. AAA 

DOD: 

H. H. Gallupg OSD (S&z:L) 
Chairman, Section XV Subcommittee 

6 

* Will submit separate report. 

Navy: 

Arthur C. Sawallisch, ONM 
James Ruttenberg, OC-N 

. E .. T. Cook, OC-N(alternate) 
Mrs. Edith Niedling, OC-N 

(alternate) 

Air Force: 

Paul M.. Southwell, AFMPP 
George A. Rudigier, AFAUD 

. ' 
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Mm·iORANDUM FOR '!BE ~~ ASPR COO.f!'l'l'EE 

SUB.JmT: CaSe 5).44, Ravision ot Section X.V, Contract Cost Principles 
:Separate Report of the Arlq and Air FOrcEr members, · 
Bdi ting Subcomnd. ttee 

1. '!he Arttf3' and Air Force members· ot the Editing SubcoJIIId.ttee 

understood that the Editing Subcomittee •a report of March 9, 19.56 

was returned to that Subcommittee aolell' to resolve, w.l th the Section 

XV Subcommittee, any substantive differences between that report and 

the materials approved by the ASPR Comnittee in December 19.5.5. On the 

contrary 1 a great part ot the ti11Je of· the two Subcammi ttees 1n the past 

two weeks has been de-voted to conai4era~on ot . entirel.v new substantive 

concepts put forth by various members of the :;Jection XV Subcommittee. . 

Since the .Army and Air Force members of the Editing Subcommittee do not 

consider most of the changes made in the past two weeks necessary to 

conform the edited draft substanti~ to the dratt approved by the ASPR 

Committee, and since they do not know which, it any 1 ot the many new 

concepts have alreaey been considered and rejected b;r the ASPR Committee 

or by the individual ASPR Committee members from the Departments in 

which the concepts originated, they are not able. to Mmmenci approval 

of the Jqatarials now being submitted to the ASPR Connittee. 

2. As examples, attention is directed 't9 the paragraphs listed 
. i 

below• 

a. l5-200 has been revised to exclude supply pontracts v1 th 

contractors not having commercial t1Pe accounting sntems, and to exclude 

clauses in supply or service contracts providillg for the acquisition ot 

facilities. 



\~ ' .. :: . ~ 
't ' ,., ~ 

b.· · 1S.20.) .. ~c) has ·been revised by addiJ:lg ~ first and third . 

. ee~tenc.es. T~. flrs.t sentence .defines "~sa.- period.• The third sentence 

was added to preclude the idea tba t all ·incH.rect costs allocable to a 
I . . 

contract which ran for several 7ears had to be charged to one eelected 

fiscal year. 

c. lS-20).5 has been revised to include the "input cost method" 

as a yardstick far determining whether the contractor's method of distribut

ing general and administrative costs is equitable and has deleted direct 

reference to inventoey variations. 

d. l5-204.2(t)(2} as approved by ASPR and as originally edited 

provided that depreciation should be "based upon origlnal acquisition 

cost.n As now changed the paragraph ignores acquisition cost and bases 

depreciation on whatever base is used far Federal income tax purposes. 

Read in conjunction with 1S.204.3(j) this paragraph originally required 

that the contractor ignore, tar Govemment contract cost purposes, both 

profits and losses on trade-ins. In addition, application ot this para

graph (f) (2) as now revised to tax-exempt corporations which have conmercial 

type account'ing systems, will be difficult. 

e. lS-204.2(f)(5) has been changed to prohibit use cha:rges on 

assets acquired without cost to the contractor. 

f. J5-204.2(n)(S) which did require that ime~toey discrepancies 

be includ.e.d in arriving at •the cost ot material" now requires that they 

be included in arriving at ttthe cost ot performance ... 

I• 15-204.2(u)(2) is an entirely new paragraph limiting the 

;t-entals ldlich mq be charged between plants, divisioDS, pr organiaations 

under common control. 

2 
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b. lS-204. . .·.,) (3) has been changecl to requi. . ) disc~sure to the 

Government ot the p~oses and results ot related research am development 

tor which the contractor 1s reimbursed 1n whole or in part by the Govern-

ment. 

io lS-2o-4.2(aa)(l) has been llmited to the costs ot the con-

tractor's member3hip in orga:dzations, as distingu.ish!-ld from the costs ot . 

membership of contractor employees. 

j. l5-204.2(bb) has been changed to llmit on-the-job training 

conducted by educational institutions to part-time training, and to require 

Departmental inplementation bet ore trainiDg ,!!! educational institutions can 

be provided for in a ·contract. 

k. lS-204.3(d) has been changed to: 

(1) disallow costs of repairing idle and excess facilities} 

(2) limit the provision to contractol'-Owned facilities; and 

(3) clarify the assumed meaning of 11standby purposes.-• 

1. l$-204.3(j) has been changed by adding a cross reference 

which is in tact an exception. 

J• It a generalization may- be hazarded, the changes made in the past 

two weeks tend to negate the idea of looking to the "reasonableness" ot 

costs incurred1 and substituting therefor various rigid rules. ot allowa

bilit)' of costs·. This trend in turn is attributable, at least in part., to 

the idea expressed by certain members of t~e Section XV SUbcommittee that 

the doctrine ot "reasonableness" expressed 1n 1S..201.2 permits only 

questioning the reasonableness ot the price paid as conpared to what the 

contractor got but does not permit questioning the reasonableness of the 

contractor •s incurring the cast in the first place. PossiblJ" this llmited 

interpretation of areasonableness" is due to the school ot thought 'Wbich 

considers Part 2 of Sectl.on XV to be an audit manual. 
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4. The Army at:d ~.ir Force members ot the Edi ti.-tg Subcomm::L ttee 

recommerxl that the ASPR Committee review the materials now being sub

mitted on the subject case as it they were an entirely new substantive 

submission from the subject Subcommittee, subject only to recognition 

that the submission has been edited. 

Lt. Col~ Charles Wo Wilkinson 
Army Member 
Editing Subcommitte& 

4 

John Ho Perry 
Air· Force Me11Uer 
Editing Subcommittee 
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February 27 ~ 1956 

MEMORANDUM FOR THE ASPR COMMITTEE 

. Subj~ ASPR Case 53-44p Revision of Section XV p Contrac~ Cost 
Principles 

1. The Editing Committee has substantially completed its task with respect 
to the draft. of Part 2» Section XV, submitted for editing in accordance with 
Item 4 of the Minutes of the A?PR Committee Meeting of 13 December 1955. 
In accordance with instructions of the Staff the edited Part· is not submitted 
herewith; however p it can be submitted in final edited form immediately 
after resolution of the following three matters. 

Ao Consideration by the ASPR Committee of certain new sub
stantive matter introduced by the Editing Subcomrrlittee in 
connection with Material and Supply Costs (proposed 
ASPR 15-204. 2(nH6)). This is discussed in paragraph 3. A. 
below. 

B. Consideration by the ASPR Committeep in connection with 
Research and Development Costs (proposed ASPR lS-204. 2 

. (v)( 3)~ of the need for clarification of the term "product 
line" andp alsop of the possibility of an inequity in regard 
to the allocation of costs allowable under the subject sub
paragr·a.ph. This is discussed in paragraph 3. B. below. 

. :.-. 

C. An issue within .the Editing Subcommittee with respect 
to _the costs of Pension Plans ~proposed ASPR 15-204. 2(q)). 
This is discussed in paragraph 3. C. below. 

2. In addition to the foregoing there are certain other matters which the 
members of the Subcommittee wish to bring to the attention of the ASPR 
Committee. These matters are discussed in paragraphs 4 and 5 below. 
They do not necessarily require resolution by the ASPR Committee prior 
to reproducing the edited Part. 

3. The matters requiring consideration by the ASPR Committee prior to 
reproducing the edited Part are discussed under AP B 11 and C of this para
graph. It should be noted that the numbering of the edited Part is entirely 
different from that in the draft for editing. For convenience of reference~~ 
the heading for each comment in this paragraph 11 as well as elsewhere in 
this reportp sets forth the number of the applicable paragraph and sub
paragraph in the edited Part followed by bracke~s containing the corres
ponding number in the draft for editing. 
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- -
A. Material and Supply Costs - ASPR 15-204. 2(n)(6) I 15-2040 2lf/ 

The subject subparagraph as edited provides: 

11(6.) Costs of material 11 services 11 or supplies, 
sold or transferred between plants, divisions~~ or 
organizations, under common control 11 are allo'!_able 
only to the extent of the cost to the transferor L~~ or 
the cost to the transferee 11 or the prices of other sup
pliers for the same £r substantially similar items~~ 
whichever is lowest;/ pro·vided thatp in the case of 
any item regularly-manufactured and sold by any 
such transferor through commercial channels 11 a de
parture from this cost basis is permissible if the 
charge to the contract does not exceed either (i) the 
transferor 0 s sales price to its most favored customer 
for the same item in like quantity11 or (ii) the prices 
of other suppliers for the same or substantially 
similar items." 

In editing this subparagraph, the Subcommittee has added the 
words in brackets at the end of the first sentence in the draft 
for editing, immediately following the word "transferor." 
The inclusion of these words presents an addition of ·substance 
which is for consideration by the ASPR Committee " 

B. Research and Development Costs - ASPR 15-204. 2(v)(3) 
I 15-204. 34bUi) I 

The subject subparagraph as edited provides: 

" ( 3) Related· research is that type of research which 
is directed toward practical application of science. De
velopment is the systematic use of scientific knowledge 
directed. toward the production of useful materials, de
vices, methods, or processes, exclusive of design, man
ufacturing~~ and production engineeri.ng (see ASPR 15-204. 2 
(m)). Costs of a contractor 9 s independent related research 
and development (that which is not sponsored by a contract,_ 
grant, or other arrangement) are a~lowable ·under any cost 
type production contract if allocated to all production .work 
of the contractor; provided the research is related to the 
contract product or product line. Such· research costs 
are unallowable under cost type research and development 
CO!).tracts." 
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From the ·above, it wiil be noted that independent related research 
and development· co·sts are allowable· only if related .to the con
tract product or "product line", but that-· such costs must be al
~ocated "to all production work of the contractor .. " The Editing 
Committee is of the view that the term "product line" is suscept
ible of different interpretations and, in the interests of clarity, 
suggests ·that the ASPR Committee give consideration to the use 
of more meaningful terminology or to the development of a 
precise definition. Also, it appears that the requirement for 
allocating related research and development costs to· "all pro
duction work of the contractor" may create an inequity. Under 
the circumstances,_ it may ·be desirable to consider whether 
the current requirement for allocation to "all·production work 
of the contractor" should be revised to requi~e allocation to 
all production work in connection with the '·'product line" as 
that term may subs·e-quently be defined or otherwise clarif~ed .. 

C. Pension Plans - ASPR 15-204 .. 2(q) /ASPR 15-204. 26/ 

The Chair;man and the Army and Air For·ce members are not 
in agreement with respect to the subject paragraph as to the 
matters set forth below. 

I. Substantive Change. The major diffe·rence· of opinion 
arises over the question whether· the edited version of proposed • 
ASPR 15-204. 2(q-)(iii) acceptable to the Army·and Air Force 
membe!_s varies substantively ·from "the corre-sp·onding para-
graph: .L 15-204 .. 26d/ of the draft for editing. The latter para
graph provides: 

"d. In determining the net costs ·allocable to mili
tary contracts, consideration will be ·given to the possi
bility of future abnormal termination credits or gains 
a.nd the effect such credits or gains would have upon 
current costs. These termination credits or gains will 
arise with respect to ·individuals for whom· current costs 
are being incurred by the contractor but whose etnploy
ment will terminate before the-y acquire a vested right to 
the benefits purchased or funded by current costs·.. When 
such credits or gains are fore seeable and their woith 
can be evaluated with r_easonabie accura·cy, an equitable. 
adjustment of current costs ·to ·give effect to the anticipated 
future credits or gains will be· -made.· Such equitable ad
justment can be accomplished either by dis-counting the 
current costs otherwise allocable or by obtaining realistic 

3 



recognition in the actuary9 s calculation of current 
costs so that the current costs doll in fact 11 reflect the 
discount for the abnormal.termination credits or gains 
which are anticipated. However 11• most often such ab= 
normal credits or· gains, if fore seeabl~ at all~~ are not 
susceptible. of being evaluated at the time of contracting· 
because neither the timing nor the severity of the termina
tion actions will be known. Under these circumstances!) 
the Governmentc s interest in such abnormal credits or 
gains will be pre served for retrospective evaluation 
and accounting. If a contractor has but one or relatively 
few· Government contracts!) an appropriate contractual 
provision may be used to preserve the Government 0 s 
interest by providing retrospective accounting and any 
necessary adjustment to pension plan cost incurred 
under the contra.ct. In other cases 9 where a contractor 
is not limited to one or few Government contracts or 
there is reasonable probability he will .receive follow-on 
contracts, a separate contractual "side" agreement will 
be negotiated· having application to all pension costs 
allowed under contracts with the particular contractor 
and provide for an accounting of abnormal credits or 
gainsl) as that term is def:.ned in the agreement 11 arising 
by reason of a cutback or ce s.sation of Government con
tra.ct work. " 

There is set forth belowl) as proposed ASPR 15-2040 2(qH3)(iii), 
a consolidated edited version of the preceding paragraph. The 
Army and Air Force members are in agreement with all ex
cept the words in brackets which the Chairman considers 
necessary to avoid a substantive change in the draft for editing. 
If the Chairman ° s ver.sion is adopted!) the underlined. word "and01 

preceding the "or" in each of the first two sets of brackets 
should be deleted. 

"(iii) in determining the net costs allocable to 
military contracts 11 consideration s!!a_!!. be 
givenl) in accordance with (A) and I or I 
(B) b~low 11 to the effect upon. cu"rrent costs· of 
possible future abnormal termination credits 
or gains which may arise with re spe·ct to in
dividuals fo·r whom current costs are being 
incurred by the contractor but whose employ
ment .will terminate before they acquire a 
vested right to the benefits purchased or 
funded by current costs 
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"(A) when such credits or gains can be 
currently evaluated with reasonable 
accuracy, an equitable adjustment of 
current costs to give effect to the antici
pated future credits or gains shall be 
made_, either by·reducing the current 
costs otherwise allocable or by obtaining 
realistic recognition in the actuaryv s 
calculation of current costs so that ·the 

· current costs do, in factp reflect the 
reduction for the abnormal termination 
credits or gains which are anticipated; 
and I or/ ----

"(B) /when such credits or gains cannot be 
currently evaluated with reasonable 
accuracy!._/ such pension plan costs 
incurred under the contract shall be 
subject to retrospective accounting and 
any necessary adjustment for subsequent 
termination credits unless the Government 
and the contractor agree in writing upon 
any necessary adjustment, or the method 
of determining such adjustment." 

II. Consistency with Interpretation in Part 6, Section XV. 
A lesser difference also exists within the Editing Subcommittee 
with regard to proposed ASPR 15-204. 2(q)(2). Here, the dis
agreement does not involve the _question whether the edited 
version acceptable to the Army_ and Air Force members is 
substantive!¥_ different from the corresponding subparagraph 
L 15-204. 26E:_/ in the draft for editing but the question whether 
it was intended that the latter draft should be significantly 
different from the interpretation set forth in Part 6,. Section 
XV. The Chairman is of the view that an apparently un
explained significant difference does exist with respect to 
the coverage of pension plans for nonprofit and other tax 
exempt organizations. 

Subparagraph 15-204. 26c of the draft for editing provides: 

·"c. The costs of a pension plan approved by the 
Military Department concerned, to the extent such 
costs are claimed and deductible for income tax purpqses 
(or are determined to be reasonable in the case of non
profit or tax exempt organizations), are allowable except 
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as otherwise determined unallowable under this 
paragraph. Such costs may include excess con
tributions to tl_le extent such contributions are 
claimed and allowed for Federal income tax 
purposes in the current taxable period. In cases 
where the Internal Revenue Service withdraws 
approval of a plan 11 an appropriate adjustment of 
contract cost will be made for contributions dis
allowed for tax purposes which previously had been 
allocated to and allowed as contract costs. 99 

It is the Chairman ° s under standing that no particular reason 
existed within the Section XV Subcommittee for significant 
departure from the cur rent treatment of the pension plans 
of nonprofit or t~x exempt organizations 11 set forth ~~n part 
in ASPR l.S-60lo Z(b) 11 as follows: 

"(b) Pension or retirement plans of a contractor 
which are subject to approval of the .Bureau of Internal 
Revenue must have been so approved before costs 
under the plans may be accepted as charges to Govern
ment contracts. Many plans of nonprofit or other tax 
exempt organizations are al.so reviewed and approved 
by the Bureau of Internal Revenue=~ when not .so re
viewed. and approvedp each .such plan will be_ reviewed p 
and approved or disapproved" by the Department to 
which audit cognizance is assigned, using, insofar as 
applicable, the criteria and standards of the Internal 
Revenue Code and the regulations of the Bureau of 
Internal Revenue. In any case where the Bureau of 
Internal Revenue withdraws approval of a plan, approval 
of amounts allocated to contract costs will be withdrawn 
ac cordinglyo " 

Since Part 6 11 Section XV" received extended consideration by a 
Subcommittee addressing itself to that specific problemp the 
Chairman is of the view t.hat significant departures therefrom 
should be avoided u.nle s s c~.early :~.ntended and adequately ju stifiedo 

There is set forth belowp a.s proposed ASPR 15-204. Z{q)(Z) and 
(3)(i) and (ii), a consolidated edited version of the above sub-

. paragraph 15~204. Z6cg with the contro·versial portions favored 
by the Army and Air Force members underlined and those 
favored by the Chairman in brackets. 
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"(2). ·Consideration, and approval or disapproval, 
of all pension plans and the method of determination of 
the costs thereof I of approved plans I shall be the re spon
sibility of the· Department to which audit ·cognizance is 
assigned and subsequent action taken by that Department 
will, generally, be accepted by the other Departments. 
Plans which are subject to the approval of the Internal 
Revenue Service must have been so approved prior to 
consideration by the cognizant Department; however, 
approval ~of a plan by the Internal Revenue Service does 
not necessarily assure the allowance of the costs of 
such a plan by the Department concerned. Pension 
plans of nonprofit or other· tax exempt organizations 
are not required to be reviewed and approved by the 
Internal Revenue Service a L Many· pension plans of 
nonprofit or other tax exempt organizations are re
viewed and approved by the Internal Revenue Service 
although such review and approval is not required. 
When the plans of such organizations are not reviewed 
and approved by the Internal Revenue Service, the 
cognizant Department shall review, and approve or 
disapprove, such plans, using, insofar a~ applicable, 
the- criteria and standards of the Internal Revenue Code 

. -
and the Regulations of the Internal Revenue Service!-/ 

"~3) Reasonable costs of pension plans approved by 
the cognizant Military Department are allowable subject 
to the following conditions: 

"(i) except in the case of no.nprofit or tax 
exempt organizations, such costs, in
cluding excess contributions, are allow~ 
able only to the extent claimed and 
allowed for Federal income tax purposes 
in the current taxable period; 

"(ii) in cases where the Internal Revenue Serv
ice withdraws approval of a plan, /whether 
or not review of the plan_ by Internal Revenue 
Service was mandatory!../ an appropriate 
adjustment of contract costs shall be made 
for .Lwhich, except in the case of nonprofit 
and tax exempt organizations, shall take 
into account/ contributions disallowed for 
tax purposes· which previously had been 
allocated to and allowed as contract costs;" 
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Internal Revenue Service although such review and approval is not required. 
When the plans of such organizations· are not reviewed and approved by the 
Internal Revenue Service, the cognizant Department shall review~~ and approve 
or disapprove, such plans, using, insofar as applicable, the criteria and 
standards of the Internal Revenue Code and the Regulations of the Internal 
Revenue Service. I 

(3) Reasonable costs of pension plans approved by the cognizant 
Military Department are allowable subject· to the following conditions: 

(i) except in the ca.se of nonprofit or tax exempt organizations, 
such costs, including excess contributions, are allowable 
·only to the extent claimed and allowed for Federal income 
tax purposes in the current taxable period; 

(ii) in cases where the Internal Revenue Service withdraws 
approval of a plan, /~hether or not review of the plan 
by Internal Revenue -Service was mandatory, Tan appro
priate adjustment of contract costs shall be '7nade for 
/~hich, except in the case of nonprofit and tax exempt 
organizations,. shall take into account/ contributions 
disallowed for tax purposes which previously had been 
allocated to and allowed as contract ·costs; 

(iii) in determining the net costs allocable to military contracts, 
consideration shall be given, in accordance with (A) and 
.Lor_/ \B) below, to the effect upon current costs of possi~ 
ble future ·abnormal termination .credits or gains which may 
arise with respect to individuals for whom current costs are 
being incurred by the contractor but whose employment will 
terminate before they acquire a vested right to the benefits 
purchased or funded by current costs -

(A) when such credits or gains can be currently evalu
ated with reasonable accuracy, an equitable ad
justment of current costs to give effect to the anti
cipated future credits or gains shall be made 11 either 
by reducing the current costs otherwise allocable 
or by obtaining realistic recognition in the actuary9·s 
calculation of current costs so that the current costs 
do, in fact, reflect the reduction for the abnormal 
termination credits or gains which are anticipated; 
~Lor/ 
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(B) /when such credits or gains cannot be currently evalu
ated with reasonable accuracy~ I such pension plan costs 
incurred under the contract shall be subject to retrospec
tive accounting and any necessary adjustment for sub
sequent termination credits unless the Government and 
the contractor agree in writing upon any necessary adjust
ment, or the method of determining such adjustment. 

(4) The allowability of cos.ts of lump sum purchases of anauities 
or of lump sum cash payments or periodic cash payments made to provide 
pension ben~fits for retiring or retired employees other than such costs 
incilrz•ed under approved pension plans shall be subject to consideration on 
an individual case basis. 

NOTE - The above proposed ASPR l5-204.2(q) is a consolidated edited 
version of paragraph lS-204.26 of the draft for editing. The 
controversial material favored by the Army and Air Force 
members is underlined and that favored by the Chairman is 
in brackets. 

3 
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The Chairman is of the view that the underlined third sentence 
of subparagraph (2) treats the problem of pension plans of non
profit and other tax exempt organizations in a manner which 
is too .cryptic. If it is desired that the trea.tment of the problem 
be substantially parallel to that in existing ASPR 15-601. 2(f), 
the Chairman recommends the deletion of the underlined 
sentence and substitution of the material in brackets wh:i:h 
follows in both subparagraphs (2) and ( 3). 

Attached as TAB A is a consolidated edited treatrilent of 
P~nsions Plans --· ASPR 15-204. 2(q) /l5-204. 267. in which 
the controversial portions. favored by the Army -and Air Force 
members are underlined and those favored .by the Chairman 
are in brackets. 

4. The Cha~rman further invites the attention of the ASPR Committee to 
the following which is one of the matters referred to in paragraph 2 above 
as not necessarily requiring final action by the ASPR Committee prior to 

. reproduction of the edited }?art. 

Pension Plans - ASPR 15-204. 2(q)(3){iii) (B) /15-204. 26d/ 

A •. Implementation by "Side'' Agreements. In connection with 
subject subparagraph (see TAB A attached), it is noted that 
the ASPR Committee recently considered the development 
of an agreement for Government-wide or 'DOD-wide use to 

. provide for the recovery of reversionary credits of costs of 

. pension plans (see ASPR Case 55-lllp Item 11 of the Minutes 
of December 13, 1955). This case was withdrawn by the Army 
ASPR Committee Member on the basis of the prior considera= 
tion given to the general problem of reversionary credits by 
the ASPR Conference in Case 51-34 (see Item 8 of the Minutes 
of April 8, 1952). In that case, the ASPR Conference approved 
the report of the Contract Cost Subcommittee of 13 .Marc.h 1952, 
which recommended as follows: 

"The Committee feels that what is needed 
here is appropriate implem~ntation by the mili
tary departments to their auditors and contract 
negotiators so that pension costs will be questioned 
and proper action taken thereon where appropriate. 
It does not believe that. any action by the ASPR Con
ference beyond concurrence with this viewpoint is 
necessary or desirable at this time. 11 (Emphasis 
added.) 

8 

' . 
- i .. 
.. . 



-- ~__;_ 

•' ~. • .. * -

' , . . !' 
·.''. · . 
. ' 
·' -

. ' 

It is under stood that each of the Departments has been ex
perimenting with the development of agreements to.provide 
for the recovery of reversionary credits 11 of the same gen
eral type as referred to in. Case 55-111, and that 11 in. the 
interests of achieving uniformity, there has been informal 
coordination among representatives of the Departments. 
Paragraph 15-204. 26d of the draft for editing (set forth in 
paragraph 3. C. above) refers to similar agreements as 
"side" agreements. Under the circumstances 11 the ASPR 
Committee may wish to consider whether· further action 
on the matter of DOD-wide agreements providing for the 
recovery of reversionary credits is appropriate at the 
pre sent time. 

B. Further Implementation .. It is suggested that it may be 
desirable to consider whether further implementation of 
the subject subparagraph is appropriate. Attention is in
vited to ASPR Case 55-47 - Cost Reimbursement Type Con
tracts ~ Development of Standard Basic Forms for Release 
and Assignment of Credits 11 Refunds 11 and Rebates 11 for 
possible consideration in this regard. 

5. The Editing Sub·committee invites the attention of the ASPR Committee 
to the following as one of the matters referred to in paragraph 2, which do 
not necessarily .require final action by the ASPR Committee prior to re
production of the edited Part. 

Overtime, Extra-Pay Shift, and Multi-Shift Premiums- ASPR 15-204. 2(o) 
I 15-204. 24/ - -

The subject paragraph provides as follows: 

"(o) Overtime 11 .-Extra-Pay Shift, and Multi-Shift · 
Premiums. The premium portion of overtime 11 extra-
pay shift, and multi- shift payments to direct labor 
employees may be classified as either direct or in-
direct labor costs, but the amount of suc·h premiums 
shall be separately identified. Costs of such pr~miums 
on direct labor are· allowable only to the extent expressly 
provided for in the contract or otherwise authorized by 
the Government (-see ASPR lZ-102 for further information 
concerning the policy regarding such authorization.). When 
direct labor cost is the base for dis-tribution of overhead, 
the premium portion of overtime payments shall not be 
included in that base. The premium _portion of overtime 11 
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February 27, 1956 

PROPOSED ASPR 15-204.2 

* * * 
(q) Pension Plans. 

(1) A pension plan is a plan which is established and maintained by 
a contractor primarily to provide systematically for the payment of definitely 
determinable benefits to its em.ployees over a period of years, usually for 
life, after retirement.· Such a plan may include disability,· withdrawal, 
insurance, or survivor ship benefits incidental and directly related to the 
pension benefits. Such benefits, generally, are measured by, and based on, 
such factors as years of service and compensation received by the employees. 
The determination of the amount of pension benefits and the contributions to 
provide such benefits are not dependent upon profits. Benefits are not 
definitely determinable if funds arising from forfeitures on termination of 
services or other reason may be used to provide increased benefits for the 
remaining participants instead of being used to reduce the amount of con
tributions by the employer o A plan de signed to provide benefits for employees 
or their beneficiaries to be paid upon retirement or over a period of years 
after retirement shall be considered a pension plan if, under the plan, either 
the benefits payable to the employee or the required contributions by the 
contractor can be determined actuarially. (Retirement plans which are 
based on profit- sharing shall not be considered to be pension plans within 
this paragraph (q). ) 

(2) Consideration, and approval or disappr.oval 11 of _all pension 
plans _and the method of determination of the costs thereof L of approved 
plan_!/ shall be the responsibility of the Department to which audit cognizance 
is assigned and subsequent action taken by that Department willp generally11 

be accepted by the other Departmentso Plans which are subject to the ap
proval of the Internal Revenue Service must have been so approved prior to 
consideration by the cognizant Department; however, approval of a plan by 
the Internal Revenue Service. does not necessarily assure ·the allowance of 
the costs of such a plan by the Department concernedo Pension plans of 
nonprofit or other tax exempt organizations are not required to be ·reviewed 
and approved by the Internal Revenue Service. j_ Many pension plans of non
profit or other tax exempt organizations are reviewed and approved by the 
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extra-pay shift, and multi- shift payments to indirect 
labor employees is allowable without prior approval, 
if reasonable, and if allocated on a pro rata basis to 
commercial as well as Government work~ When such 
premium costs are charged as indirect costs, the 
amount allocated to Government contracts shall be 
equitable in relation .to (i) the amount of such pr·emium 
costs allocated to non-Government work being con
currently performed in the contractor's plant and (ii) 
the factors. which necessitate the incurrence of the costs • .' 1 

It is considered that an appropriate subcommittee familiar with 
the policy set forth in ASPR lZ-lOZ should be asked to reconsider 
that ASPR provision in the light of proposed ASPR 15-204. Z(o)o 
It is considered that particular attention should be addressed 
to the terms· "authorization" and 11prior approval", and to the 
matter of premium pay to indirect labor employees which is 
not now specifically treated in ASPR lZ-lOZ. 

6. It is requested that the Editing Subcommittee be furnished instructions 
with respect to the matters set forth in paragraph 3 and that the ASPR 
Committee take such action as may be appropriate with respect to the 
matters set forth in paragraphs 4 and 5. 
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GEORGE w. MARKEY I JR. 
Navy Member 
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CHARLES W. WILKINSON 
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• l OFFIC1. OF THE ASsiS'rANT SECRETARY OF D~ENSE ~ 
Washington 2S, D. c. 

Bov~mber l, 19SS 

MEMORANDUM FOR THE ASPR COMMITI'EE 

SUBJECT: Case 53-44, Revision at Part 2, Section XV 

Your Subcommittee has reviewed the comments· or the roUowing with respect 
to subject:· NSIA, MAPI, RETMA, NAM, AMA, c. of c., AIA, American Institute 
of Accountants, Council of Profit Sharing Industries, and Comptrollers 
Institute of-America. These comments resulted in numerous reVisions ot our 
3/23/55 draft. . 

At the qutset, the subcommittee wishes to· draw attention to certain major 
issues with industry which are historic and have not qeen resolved in this 
draft to the complete satisract~on ot industry. llhi~e these issues have been 
take~ up separately in this report, the.y are mentioned here because or their 
importance and long standing differenc~s. They are (1) 15·203~3, Selling 
and Distribution Expenses, (2) l$-204.1, Advertising, (3) lS-204.11, Enter
tainment, {4) lS-204.16, Interest.and ($) 15-204~18, Losses on ~her Contracts. 

Industry made the tollow~g general observations which the sul)cammitt$e 
believes worthy ot mentioning. First, they ol)ject tQ th~ requirement, in many 
cases, that some costs to. be allowable must be VPOn authorizat~on b,y special 
contr~ct provision or .by written authorization of ~he contraot1ng otticer, 
rather than just the approval of the contracting officer. 

Second, throughout the proposed draft the~e is interjected a- requi'rement. · ··. 
that· the auditor evaluate the equitie~ or the situation, in-addit~on to hi~ 
usual function or measuring the r$asonableness or:th~ amount and the proper 
allocability of the item. Section XV shouid be limitc:Ki. to indicate types 
and amounts of' cost which are or are not allowable in cost-type contracts 
and it should not be made an audit. manual for the various services, . . ~ . 

The third observation is that ·detailed. implementing instructions ot the 
departments should be prepared prior to the publishing of this section. 

The following paragraphs contain what the Subc~ttee considered to be 
major lm!'esolved issues with -~dustry, oertain difference~~ which developed 

- within the Subcommittee, ancl other c~nte on particular para~apbs ot the 
draft. 

1S~200 Scope of Part. 

INDUSTRY POSITION 

A statement should be included to t,he e.trect that Sec~i,on .xv i$ ·not 
applicable to fixed price contracts, including those with price redeter.minaw 
tion provisions. · 



. - .-----·~ .... --
,.: :· 

~ ' : ' •I 

j •• • 
.• I 

. .... : 

·.··~ " •. _:.!' 

I ' 

. \ 

\ f.. .. 

SUBC9Mt1I'.rTEE PC§rriPN 

The proposal 1~ not acceptable since audit agencies have no alternative 
at present other than to use Section ri as a fNide in auditinf, these contracts. 

15-20l(b) Factors Affecting. Al.lowabilitv of Cost;. 

INDUSTRY POSITION 

Costs fJhould not be measured Q1 the new ~riterion "significant deviation. 
in the established practices of the contractor which s~bstantially increase 
the contract costs." 

SUBCOMlvJIT'l'EE PCSIT ION 

This new criterion is onlY one of the factors affecting allowability of 
coste. This does not· take anything away from the contractor. It the .reason 
tor the deviation is ·Justified, costs may stUl be allowed. 

15-29).2 lndityct E;gfm~ripg Expenses. 

AIR FQRCE MINORITY _PC§rEION 

The Air Force Procurement member daes not agree with the subcpmmit~ete 
change of inserti-ug the parenthetical phrase "(including inde~ndent research 
projects)" in paragraph 15-203.2. . · ' 

The Subcommittee fs purpose in iziserting this phrase was to cover those 
few situations where contractors do not have a:.··separate research department but 
perform ·the.ir research ·in· their engineering departments. To meet these 
situations, the subcommittee wanted a statement in Section ~ to provide that 
where independent research is perfq~d 1n an eng~ering department, allocation 
of' indirect engineering expenses ~ be made to suqh research work~ 

The objection ~ the Aif Force procurement me~o- stems tr~ the belief 
that such statement is unnece~sar,y since the purpose ot inserting the pare~ 
thetical statement 1~ already accomplisned by the present wordiQg at recognizing 
independent research expenses in paragraph l5-204.34c: 

"Independent researc~ prQje.c.ts v1ll absorb their app:ropriate 
share of indirect expenses of the department where research work 
is performed. n · 

. . . 
Furthermore 1 the insertion of the parenthetical statement -.lees paragraph 
15-20.3~2 subject to misinterpretatitm since a literal readi.Dg _.ot the 
paragraph w1 th the insertion is likely to be to the· effect that indil-ect 
engineering expenses of the ~ngineering department should be allocated to 
research projects even though such wo:rk ie performed 1n a rresearcb department 
independent and apart· from the l~atiQn ~ the engineetring department. This, 
ot course, was not Wh$t was int.elldecl. The 4ir force procurement member, 
the;r:efore 1 rec~~~ the . delet.ion Of tA.e pe.rteDt~eticaJ. Statement. 
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15-20.3 ~3 Selling and. Distribution EA=pense·. 

INDUSTRY POSITION 

Selling and distribution expenses are generally a cost which should be · 
acceptable as a1locable to Government contracts b,y associating such expendi
tures with an indirect benefit to Government work. It contends that the 
Government stands to benefit by being able to place. orders for standard 
commercial products or specially designed products with companies which, 
through expenditures for adv~rtising, sale~ promotion and selling activities, 

· have capacities to produce efficiently and quickly the requirements of the 
Government that otherwise could not be pos $ible ~thout delays and expendi
tures. Industry would like the allowable costs more clearly defined. How
ever, it is noted that the American Institute of Accountants says: "This 
treatment of selling expenses ·seems enti~ely satistactory·to me, and is 1n 
agreement, with good ind.uetri&l and contract practice •" 

SUBCOMMITTEE POSITION 

Pure selling expense Qf the contractor as such :S.s unal19W&ble tor the 
reason that it is not necessary and does not contribute ~bing-to the 
performance or the contract. 'Generally, any type or marketing expense in 
the ordinary sense is not consid:ered to be necessary in contract per.fonnance 
and i,~ n.ot required in doing business with the Gover11ment. However, the 
Subcommittee does feel that a reasonable demonstration that his technical, 
consulting and related beneficial services which are for purpo~es or appli
cation and a~ptation of. the contractors products may j~tity allocation of 
Government contracts. Aqy t~her l;ber~~ation would be unjustit~ed. 

15-20~.4 ·General and ~dministrative_!N>enses. 

INDUSTRY POSITION 

It ts not necessary to eil'l.\l'lerat·e tactors to be considered in determi~g 
whether a me~hod or distfibut~g general and ~~~trative expenses will pro
duce equitable results. The inQlusion of sucQ a lis~ing w~ lead only to 
further contusion and ms.y cause overemphasis on the .use of' the factors 
enumerated. 

SUBCO~ITTTEE POSITION 

It is recognized that thi~ paragraph involves a oontrove·raial matter and 
one which requi:ree the constd.eratiori of many diti'ennt po~ta. However, it 

_ is f~lt that inclusion in this paragraph qf several Ulustrative factors to 
be given · coll$ideration will not .only insure that the listed factors are con~ 
sidered but will tend to indicate that there are many facets to the problem. 

l$-203.5 Base Period for Allocation of Indirect Expenses. 
. I . . .. . .. 

INDUST~. POSITION 

This p~a,graph is inconsis~en1; with.15.-~0)(b) .wand permits Government 
personnel. to select the periods which· ~list Qe. 'Q.IJ,cl • 
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SUBCOMMITTEE POSITION 

The Subcommittee fails to see aqy inconsistenc,y between this paragraph 
and l5-203(b). One deale with the m~thod. of allocat,ion and tne other with the 
base period for allocation.· · 

15-204.1 Advertising • 

. INDUSTR.i POSITION . . ----
The present limitations on advez1,ising are too restrictive, and overlook 

the fact that aqy a4vert~s~g ~s $ no~ cost of ~oing business from which 
the Government has derived benefit and as such should bear a portion of the 
expenses • 

. SUBCOMI'-1ITTEE POSITION 

Advertising, generally 1 is not necessary in order for industry to con
duet business "ri th the Goverrunent. On the other hand, in· the modified version, 
Government recognition ·has been accorded that portion of industr.y advertising 
which encourages dissemination of technical information within industr,y itselt 
through certain media, the results o£ which benefit both ind~try and the 
Government, and the Government will share in its portion of same. One slight 
concession made b.Y the Subcommittee is the deletion in the third line or 
paragraph a. (l) after the word, "placed" .or. the phrase, "!or the purpose or 
offering £inanc"ial support to11 ,. and substituting the wo~ 11in11 • The change 
was made because of the difficulty of determining a con~ractor's intent and 
the words were not helpful in determining cost allowances. 'lhe Subcommittee 
set forth its views ·on thi$ subj~ct ~~ gr~ater- detail in pr~ious reports. 

15-204.6 Compensation for Personal. Services. 
• • • t • 

The DOD position on profit sharing has not been determined by higher 
authority. According~, the Subcommittee found it impract!~able, because of 
cross references, to write this entire paragraph in final form until policy 
guidance is-forthcoming •. 

15-204.8 Contributions and Donations. 

I~~UST.BY POSITION 

Industr.y ha~ two objections to the propo~ed recognition or contributions 
and donations. First, industry objects t.o the exclusion ot religious contri
butions and donations as a reimbursable cost. .Nax1;, industry feels that 
aside fran the reasonabl-eness of tbe amount ot · donat!on8. and the contraQtor' s 
consistent practice of making such donattons that the only additional limi
tation for the recognition of the~e·dona~ions is that the amount be deduct~ble 
for federal income tax P\U'l)Oses. Acco~, ·ind1.1stry oQjects to the phrase 
"but the deductibility of the contribution. for irlcome tax purpoees does not 
in_itself justify its allo~abllity as a contract cost." 
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SUBCOMMITTEE POSITION 

(l) Religious donations should not be a reimbursable contra~t cost 
because (a) it cannot be said that religious dona'f.;ions are an ordinary and 
neces~ary business expense and (b) it is believed th$t the reimbursement to 
contractors or their religious donations from Public and Defense Funds would 
violate public policy. 

(2) The deductibility o£ an item tor federal income tax purposes should 
not be the only consideration tor its recognition as a contract cost. For 
example, propriety and reasonableness are other s~andar0s. Hence, the phrase 
quoted above and objectedr to by industry is necessary in regarding tne 
recognition o! contributions ~d donations. · 

l5~2o4.9e Depreciation. 

Protracted discus~ions in tne Subcommittee tailed to resolve the qu~s
tion or whether the term "emergency facility" or "emergency facilities" 
should be used in this paragraph. 

MAJORITY POSITION 

The issue arises because or the ~ and Air Force policy of allowing 
contractors to select categories-or tacilitie~, for which separate findings 
are made on a determinatioq,for true depreciation and those for normal 
depreciation. · 

NAVY MINORITY POSITION 

Navy poli.cy is that onQe a true d.epreciati~n det~rmina;ion is made1 a 
·.contractor must elect to take true or norma~ depreciation fQr all the facil

ities covered.b.Y the determination. Hence, Nav.y insi~tence on the words 
"emergency facilities" · 

_15-204.11 Entertainment Expense. · 

INDUST.RI POSITION 

Industry objects to the words "social activities" as it may create con
flict with the provisions of 15-204.10 and 15-204.40. It ~urther eontends 
that unless there is an overriding public policy to the contrar.y1· entertain
ment expenses .~easonabl1 allocabl~ to Gqvernm~nt contracts should be-recog
nized, to the extent that it can be d~monstrated that ·such expenses are 
ardinar,y and necessary to the .business a£ a contractor. 

SUBCOMMITTEE POSITION 

There is no conflict with t.his paragraph and paragraphs l.S-204.10 and· 
15-204.40. Furthermore,· this type of expense is solelY for the benefit ot 
the contractor, serves no purpose to Government work and has been tr4di
tionally disallqwed. The contractor m~ ce place~ in 4 t~vored class should 
he be allowed to recoup entertainment $XP$nSe thro~8h Government contraQts 
and is considered to be against public policy·. 
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1S-204.1S{t) Insurance and Indemnification. 

AIR FORCE MINORITY POSITION 

Tne Air Force procurement m~er disagrees with the Subcommittee's 
wording or a ubparagraph (f) and believes that the t ollowing proposed wording 
would permit a more practicable application of accepting uninsured losses as 
a contract Qost. The proposed change_would remove.uncertainty as to the 

. Government conunitments and liability in this area. It also makes the 
·Government's commitment ·known at the :time or contracting. Furthermore1 it 
eliminates the Departmental approval o~ such cost (as the present language 
provides) and places it at the level ot the procuring activi~y, It is pro-
posed that (t) ·read& . . 

"t. losses resulting tran f..Uure to ~sure ( thro\lgh self iilsur~nce 
or otherwise) are not allowable unless authori~ed qy special contract 
provision." 

OSD MINORM POSITION 

It is recommended that the words, "unless approved by the Department 
.concerned" be deleted in paragraph (f) since only one known Navy case was 
cited in substantiation of the.phrase. 

15-204.16 Interest and Other Financial. Expenses, 

. INDUSTRY .POSITION 

Industr,y contends that_interest should be allowable. 

SUBCOMMITTEE POSITION 

Interest has always been considered as unallowable because it represents 
a distribution of protits to persons who have advanced capital on a loan 
basis. The Subcommittee sees no reason wqy this position should be changed. 
More detailed reasons for disallowance are eset forth in previoWJ reports. 
In this connection, it should be noted that DOD Directive ~equires interest 
to be oharg8Q on advance payments. 

15-204.18 Losses on other Contracts •. 

INDUSTRY POSITION 

Ind~try, in effect, requests ttu&t ·the portion oi' cost-participation 
contracts not reimbu~sed by ·the Goy~ent under that contract be allowed as 
a cost on other contracts, · 

SUBCOMMITTEE POSITION 

This proposal is rejected since .a contractor in accepting a cost-partici
pating R&D contrac~ expects that later prod~ct~on coptracts will be Qbtained 
resulting in profi~. to .. compensa~ tor earlier costs ot participation. 

6 



,· 
.... ; 

''.! . 
... ~ . ., .. 

. .. 
. ~ \ -

l5-204.19(b) Maintenance and Repairs. 

L~DUSTRI POSITION 

Industr,y objects to the restriction or recognizing deferred maintenance 
expenses only b.Y specific contract provision. 

SUBCOMMITTEE POSITION 

The requirement or a specific contract provisi.on tor recognition of this 
expense is necessary in order that the Government m~ exercise some control 
over the amount of deferred maintenance expen.se which may be charged against 
cost-type contracts. The contrac~ provision requirement in no w~ lessens 
the recognition ot this expense. Since such expenses could be substantial 
and the possibility of a di~pute would alw'1s be present as to the amount 
which should be accepted as a contract cost, it seems best t~at this be 
covered by a contract provision. 

1S~204.2lb. Materials and Supplies (Cash Discounts} 
I • 

INDUSTRY POSITION 

Industr,y ~uestions the requirement of the Government that cash discount 
be taken as a credit against the cost of material$, their theor.y being· that 
cash discount is actually rinanc;ial income comparable to interest as a finan
cial e~ense, and since interest is not considered an allowable cost, cash 
discount credits should be omitted from consideration. 

SUBCONMITTEE POSITION 

The subject of cash discount credit is in an area completely separate 
from that of financial expense or financial inoome. Classif.ying cash discount 
as financial income is fallaciol.JS since realized income cannot arise through 
the operation of b~ing. Net prices are substantial~ an a cash basis and 
therefore represent the most effective costs. it is the net price which a 
seller expects to receive, and a buyer expeots to pay. The cost or materials 
therefore is represented b,y the total outlay.ot cash or.its equivalent for 
tho purchase or the materials; if the cash paid out 1ncl~des a reduction for 
allowances or credi~s taken by the contractor, the net amount paid represents 
the true cost of the material. 

AIR FORCE MINORITY POSlTION 

The Air Force Procurement member believes the third sentence of this 
subparagraph.is subject to misinterpretation since it gives the impression 
that a contractor has the eleQtion to credit discounts, reba~es, etc. to 
material costs or to indirect costs. The Air Force Pro~ement member 
would clarity the 3rd sentence by adding the following: ''which ever method 
has been consistently followed by the <:on tractor." These added words are 
considered necessary since it is believed that· the req~Etment for a con
sistent application o£ thes~ Qredite is not necessaril1 found b.Y reading 
the questioned sentence in ligh~ ot the Basic Principles and Stan~rds 
(l$·201). . . 
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l$-204.2le. Materials and S~pplies {Write-down of Invento;y Values). 

ThTDUSTRY POSITION 

Write-down of inventor,y value should be allowed as a contract cost. 

SUBCOMHITTEE PCSITION 

. Although this item is not a major objection by industry, the Subcommi.ttee'p 
po$ition is that there is little, if aey, merit to industry's content~on in 
cost-type contracts. Write-down.· of material costs would, or necessity 1 have 
to apply to material costs unrelated to a Government cost-type contract and, 
therefore, should be absorbed by the business to which the (write-down ot 
value) applies. ·. 

15-204.24 Ove.rtirne, Extra . Pal S~t and Multi-Shift ·Premiums. 

INDUSTRY POSITION 

Industry wants restriction lifted wiih r·es~ct to cost of overtime and 
shift premium on indirect labor. The suggested change in the draft may remov~ 
some ot the objection. As to such cost on Q.irect lab9r ."industry wants no 
restriction except as provided by oontract terms i~ acQOrd$Zlce With the con
tractor's practices and procedures, this b'ing a-standard operating procedure 
for most companies and .s~ch provision is ot1;en made ·tor such procedures .·in 
union contracts. This argum_ent does not in aey way appear to bind the Govermnent. 

SUBC~llicrTTEE POSITION 
• p • • 

For the contractor to be. require.d ·to identity separately shift pre~um 
and overtime on his books is a sound· practice and orie which requires but 
little or no overhead cost to segregate. ·This has been tradi.tional with the 
Government to rest·rict and control .overtime and extra pay sbitt o·ost. Not 
to do so would invite the contractor to work nonnaJ. ·hours on commercial work 
and run up lage amounts of ext~a· pay a·nd overtime cost. Extra pay cost and 
overtime premium on indirec~ labor is allowable on a pro rata ~as~s to 
commercial and Government p~ovided it is otherwtse ~easoqable. 

15-204.25 Patent Expense.s. 

DmUSTBI POSITION NO. 1 

Costs ot f~ling patent applications by a cont.ractor shQuld be allowed 
even tnough the Government may no~ obtain any rights under the patents because J 

b,y obtaining a paten~, a contractor avoids th• necessity ot ev~tually being 
·required to pay a royalty to some other person who may obtain a patent on the 
same invention. · 

SUBCOI'1MITTEE POSITION NO. l 

This camm~nt was rejected on the basis that tne contractor gets title 
to the patents arid the primary Qer1eti~s tl-.retran. This would amount to a 
windtall to thQ contractor it the ~ernment pa~d, 
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INDUSTRY POSITION NO. 2 

Add to .allowable co~ts "the defense ot patent infringement litigation"• 

SUBCOMMITTEE POSITION NO. 2 

Under the Act of June 2S, 1910, as amended, (28 usc· 1498), only the 
Government can be sued tor patent inf:'ringement on contractor' a production 
for the Government• It a contractor is sued for patent infringement, it 
must be for its own commercial production. Therefore, there· can be no costs 
to industry tor defense of patent infringement litigation, except such as 
are passed on to. ind~stry by the Governm~nt through the Patent Indemnity 
clause. To allow such co.sts w~d conflict witll th~ purpose or the Patent. 
Indemnity Clause. 

15-204G29c. Legal Fees. 

INDUSTRY POSITION 

The cost ot successful anti-trust suits brought by the Government and 
the cost of successful prosecution of claims against the Gove~ent should· 
be allowable on the premise . that these a+e Ordinary 1 necessary and proper 
expenses ot doing business and therefore should be considered allowable. 

SUBC~ilTTEE POSITION 

Costs incurred in these connections, whether the results ot the actions 
are successful or not, are l1nallowa~le. Reimbursel4ent of litigation costs 
where the Government is a party to the suit is obviously untenable. The . 
Government can not financially support the party with which it is engaged in 
legal dispute. · · 

15-204.30 Profit~ and Losses on Disposition of Piant1 EquiPffient or other 
Capit·ii Assets. · · ··· · ' · · 

INDUSTRY POSITION 

Such profits and losses should be &llowable to the extent that the.v rep
resent adjustments to depreciation on •ssets acquired for Gove~ent bus~ess. 

SUBCOMMITTEE POSITION 

The subcommittee agrees.with this con~en~~on. ~ut teela that it would be 
impractical, if not· impossible, to d!s1;1nguish between ttJ&t po~ion ot a 
profit or loss which represents an adjustment ot·. depreciati()n an<i that which 
was caused qy fluctuations in ~he general price l~el~ 

l$-204.31 Reconversion ~enses. 

INDUSTRY POSITION 

Industry canments ran the OQJnplete g~t fran gener~ agreement with the 
item as drafted to an extreme statement by Auto Manufacturers Association that 
"we can se~ no reason for disallowing &.r'J3· conversion e~penees". 

9 
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SUBCOMMITTEE POSITION 

It is apparent that indust:ey should seek a birth-to-burial treatment of 
reconversion expenses; however, the commen~s furnished no valid reasons for 
changing the principle. Specific provision in the contract or those·recon
version _expenses which are allowable appears the best method of· assuring fair 
treatment of the Government's and contractors• interests. All items not 
specifically provided for 1n the initial contract.or b,y modification a:e 
not allowable. 

15-204~33 Rentals ot Plant and·Eq~pmc~. 

INDUSTRY PO~ITION 

The restriction on amounts of allowable rent tor tacUities covered by 
sale and lease-back agref'..rnents is not equitable. As long as the rents are 
reasonable in the light of the type, condition and value of the facilities 
leased, optivns available .and other provisions of the rental.agreement the 
Government1 s interests are adequa.teJ.¥. protected. In addition, the uavernment 
would b G penalizing companies who have sale and lease~b$ck agreements a,s 
contrasted with companies holding ·conventional leases. 

SUBCONW-TTEJ~ PQSITION 
--------·----------

Sale and lease-back agreements are primaril¥ entered into to provide 
additional Wt)rking ~apital, without bo4Towlng funds, or issuing addi. tional 
capital sto0k~ An0ther reason could be to obtain tax benefits. To aCC$pt 
the risk, finRJ.ic~g and p·rcfit· facto1·s includ~d in the rental of eale and 
lease-back f'a.\!-ilit.ies would be c~ntrary to ou:- position regarding interest 
as a nonall~,H:t. . ..,le cost~ .F'urthermora, the act!elerat.ad amortization usually in
clud~d in the rental ~ represent an unreasonable contract cost. 

lS-204.34b(i) Research and Development (Gener~ _Research) 

The subcommittee concurs with ~he violent objection of induatr.y to placing 
a ceiling of 2S% on general research <:osts. The draft takes a new approach 
of allowing "the allocable. portion of 75% of the allowable costs of a c;on
tractor's independent general res•arch". Under this arbitrar.y for.mula, there 
is no penalty tor being predominantly a defense contractor but same restric
tion is placed ori such a contractor from going whole hog on general research 
by forcing him to place s.ome of his own fUnds into such ·projects. Some 
SubcoMmittee members are not adamant in the position on th• percentage figure 
and are wiW-ng ~hat the figure be as high as 90%. Other Subcommittee .manbers 
feel t~at 7S% is a reaso~b~e f~ but sh~ be followed b.f the paren
thetical insertion " (or -such other percentage as may be agreed upon .nd set 
forth in ·the· contract· Schedule)" since· flexibllity is desirable in this area. 

15-204.35 Royalty PND!ents. 

niDUSTRY POSITION 

Industry · tak•s objection to the limitation on the allowabUi ty of royal• 
ties where royalties paid or payable· tor the right to use patents necessary 

10 
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for the proper perfor.mance of a contract and where the Government does not 
already have a royalty-free license to use. such patents, the royaltie·s are 
allowable to the extent expressly provided !or elsewhere in the contract or 
otherwise authorized by -the Contra.cting Of'i'i~er. Industry contends that it 
should be permitted to manufacture products lalder license ·agreements which 
they would otherwise nave to purchase and ~bB.t p~ent tor same should not 
be subject to such limitations. 

SUBCOMMITTEE POSITION 

. In the Subcommittee's ~pinion, the p~ent of' royalties to contractors 
~der the circumstances 4escribed should be circumscribed b,y contract pro
visions or ef!ected under the Contracting Ofticer's .cognizance. Because 
fees for use of' patents, where the Government does not ·have· a royalt,y-free 
license to use same 1 Jll&Y often be predicated on the highest rates the 
market wiU bear, and since payment Umitati~ns are cliff~cult to establish 
where effective competition does no~ exist, .the Government has established 
procedures leading to the reduction of rqyalties where royalty p~ents in 
co~'"'lection with contract perfo~ance are d"rned e~cessive. · The inclusion 
o~. the limitati-ons in the revision permits review of ~he circWlStanees 
surrounding the incurrence of ~oyalty.~ent costs and assures control b,y 
the Contracting Officer. In addition to the cost feature, review b,y the 
Government can be effected to assure that the qove~nment dOes not.alreaqy 
have a royalty-fre·e license to use the patent concerned. In summary, Con
tracting Officers· can determine it the rqyalty costs· are bona tide ana 
reasonable. · 

lS-204.36 Servioe and_Installat~o~ E!fenses. 

BACKGROUND 

The 3/23/SS dra!t ~onta~1ed. a PJ'Qvisiori (notai Qeleted) · concerning cor~ 
recting product defects anQ. replacing defective parts. 

ASPR POSITION 

ASPR 7-203 .S ... Inspection of Supplies and Correction ot Defects -!" pro
vides that the Government will p~ these costs unless caij$ed b.f high officials 
of th~ contractor. · · · · 

SUBCOMMITTEE POSITION 

·When euch costs ~e . tnc1.1r~d due to tail~e to comp:q with Qcmtract terms 
_ or specifications, or fran causes cons~clered 1;o be bqond the area ~r reason.

ableness, such cost$ inclu~g enr app~~cab~e-ovarh~ad should ·be unallowable. 
The SubcOmmittee will p~esent an act~' case in subs.~~tiation ot its ~eco~- • 
mendation that the ASPR Committe~,-. gtve s•ri~s consideration to 8mending 
ASPR 7~203.S along tl:le above Une~J. 

1.5-204 • .3_7 Severance P~y. · 

INDUSTRY. ·POOI'l'ION 
I 

u 
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abnormal severance pay is impractical and would be difficult and cumbersome 
to apply, and the cost o£ severance pay, gene+cill.y 1 should be handled on a 
basis conforming with accepted accounting principles and practices and the 
established policy ot a contractor, rather than polic,y which constitutes 
an implicit agree~ent on the ·contractor's part. Industry al.so reel that 
perhaps allowability $hould be provided tor on either an actv.al or an accrual 
basis. 

SUBCO~lNITTEE POSITION 

The treatment as proposed for mass severance pay is the most practical 
and realistic approach to a problem which concerns an unpredictable contin
gency. It is felt that a contingency reserve for mass severanc~ pay ~s ~oo 
conj~ctural to be considered a cost. The Government should not. obligate 
itself for more than its pro ~a~a·share ot severance wage p~ents actually 
made~ in acco~ciance with a policy reflecting ~pJ4.,cit agreement by a .con
tractor, on the basis of its ratio or· participation tp the contractor's total 
business during the" period or employment ot the indivi~ual involved. 

lS-204.39a(3) Taxes. 

n~USTRY POSITION 

This el~use should bc;t el~ted as in many cases the cost of securing 
the exemption exceeds the amount to be. saved. 

AIR FORCE MINORITt POSITION, 

Th~ Air Force members believe there· is merit in ~n4ustry' s comment ~d 
propose the clause be revised to read as follows: 

"Taxe's from which exemptions ~e available to the contractor c;iire~tly 
or available to the cqntractor basec;l on an exemption afforded the 
9oyernment except when the contracttng officer determinee that the 
administrative bu~en inc~qent to o'btatn~g the exemption ·outweighs 
~he corresponding benefit~ accruing to ~he Gov~r.nmen~.n 

lS-204.39b. Taxes. 

INDUSTRY POSITION 

Indu"try. generall3 contends that this paragraph should be revise4 to 
allqw CQSt of taxes, interest, penalt~eS and ~n88S at cantractOr1S acts 

- ~ resisting ass&8$m~ts or attempting tQ secure ret~cls., w~thout the im
po~ition ot the "~trict~ons pre,ent]¥ include<i in this parag"Ph as in 
certain situations contra~tors cannot possib~ or reasanab~ com.p~ with 
these . requireu\ents. . .. .. · 

SUBCOMMITTEE POSITION 

·The :restrictions imp~ed. bY thi~ paragraph are rea~onable · in that; they 
merely require the contractor· to obtain· all(l follow instructions tran the con• 
tracting officer tn·cases.wnere there is a doubt as to th~ legalit.Y o~ 
correctness ·of a tax as.se~sment, · 
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15-204.40 Trade~ Business and Proressionai Activities· (EXhibitions). 

. •. I 

INDUSTRY POSITION 

The expenses of holding exhibitions is a required cost of doing business, 
as normal and essen+~ia.l as expen.ses incident to meetings and conferences, and 
as such should be aJJ.owable. Further, the revision is unduly restrictive in 
that it relates only to expanses ·incurred at meetings and conferences when 
the primary purpose or the . ·incurrence is the dis semination of. technical in
formation or information ai111ed. at the stimulation or production, and does 
not include expenses ot exhibitions incurred for dissemination of information 
to the trade, the public, prospe_ctive emplorees, etc., about the particular 
business. 

SUBCOMMITTEE POSITION 
. -

This matter is quite similar to "the problem or allowability of advertising. 
Doing business with the Government does not presume that dissemination of in- · 
formation about the business to the trade or public through exhi.bitions is . 
necessary, The Government is agreeable, however, to accepting its pro rata 
share of expenses incurred for the dissP.nd.nati~n of technical infonnation or 
information aimed at stimulation of production through meetings or conferences. 
The exhibitions referred to by industry are those ·held for purp_oses other than 
these; therefore, the costs thereof are considered unallowable·. 

GENERAL COMMENTS 

l. ·Some existing subcommittee members do no1; necessari~ concur with 
every view expressed by their predecessors but concurred in the Report to ex
pedite consideration. 

2. · The need for editing is recognized. 

3. GAO concurrence h&s not been Obtained. 

)+. Prior to publication, Part l must also b~ revised (the Subc(lllmi~tee 
has made considerable progress on revised Part l} and certain cross-·reterencing 
accomplished on existing Parts 3 and 4. 

MEMBERS: 

.H.. H. Gallup (Chairman) 
Maj. J. o. Hunnicutt 
Mr. .E. .M •. Wiseman 
Mr. James ·Ruttenberg 
~~. A. C. Sawallisch 
Mr. P. M. Southwell 
I~, George_Rudigier 

SECTION IV SUBCOMMITTEE 

~ · .. 
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27 April 1955 

MEMORANDUM FOR: CHAIRMAN, ASPR COMMITTEE 

SUBJECT: case-53-44 -Depreciation Cost Interpretation for 
Inclusion in Part 6, Section XV, ASPR 

1.. Reference is made to the memorandum for the Chairman, ASPR 
Committee, dated 24 March 1955, subject as above, in which the Editing 
Committee presented an edited proposed ASPR 1"5-602. This was discussed 
at the ASPR Committee meeting on 5 April 1955, and returned to the 
Editing Committee for further revision, as indicated in the mirmtes of 
that meeting.. · 

2. The Editing Committee has reviewed proposed ASPR 15-602 in the 
light of the mentioned minutes, ·and recommends only that ASPR 15-602.1 
be revised to read as follows~ · · 

15-602 .. 1 - Applicability and. Effective Il9.tee This cost inter

pretation pertains to ASPR 15-204(d), 15-205(b), and 15-205(~)., 

with regard to contracts executed on or after the date of its 

issuance.. It shall also apply to existing contracts in those 

cases where such interpretation was (i) specially provided for 

in the contract or in the record of contract negotiations, or 

(ii) in the absence of specific agreement, where the parties have 

reserved final resolution of the question of ·cost allowance in 

regard to depreciation pending the issuance of an interpretation 

by the Departments with respect to the applicability of Section 

16? of the Internal Revenue Code of 1954 .. 

3. The Editing Committee has consi.dered other suggestions con
tained ~n the minutes, but does not feel that the proposed ASPR 15-602 
should be further revised to quote or paraphrase the statute, or to 
make reference to "assets" involved .. 
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MEMO FOR: A.:>.t'R COMMITTEE 
3JBJECT: Case 53-L.4o o o 

i 
,. 27 Apr 55 

4. · The Navy Member presented to the Editing Committee, for 
consideration, a memorandum to him~ (Tab 1), recommending further 
change to ASPR 15-602o2, as set forth in Inclosure 1 to mentioned 
memorandum from- the Editing Connnittee, dated 24 March ·1955. The 
Editing Committee feels that this proposal should be considered ~ 
the ASPR Comrn:i ttee, and, therefore has taken no affirmative action 
on the recommendation. 

1 Incl 
(Tab 1) 

2 

MAURICE LEVIN 
Lt_o_ Colonel, JAGC 
Aririy.Meinber 
Chairman 

GEORGE·w~ .MARKEY, JR. 
Navy Member 

WIL!IAM- MJNVES 
Air Fo~ce Member 
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MlS/RKM: dmc. 

6 April 1955 

14EMORANIXJM FOR MR. GEORGE W. MARKEY, JR. 

Subj: Case 53-44 - Depreciation Cost Interpretation for Inclusion in 
Part 6, Section J!J, ASPR 

1. In accordance with our-conversation today and as requested by you; 
I would offer the following suggestion for inclusion in the Editing Sub
committee's draft regarding subject case to be added to your last sentence 
in paragraph 15-602.2: 

"Allowances for "true depreciation" as that term is 
defined in DOD Instruction 4105.34, 1 July 1954, shall 
be in accordance with said Instruction.• 

Change period to cormna and follow with: 

and apolied on a straight line method, for both 
the emergency and the post emergency periods, as those 
periods are defined in the Instruction. .. 

2. In other words, it is felt. th~t since. "true depreciation" in most cases_· /_ J 
allows some accelerated deprec~at1on, it 1s not felt that the contractor ,~ 
should have a further acceleration factor because of the application of 
the new allowable "tax methods" of depreciation. As stated to you in 
today's conversation this device has already been attempted unsuccessfully 
by one contractor who has been given a determination of true depreciation 
by the Navy Emergency Facilities Depreciation Board. 

Copy to: 
Mt-. G. c. Bannerman 

~I 

Very respectfUlly, 

R. K. MAAS 
LCDR., · SC, USN 
Member, Navy Emergency 
Facilities Depreciation 
Board 
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24 March 1955 

MEMORANDUM FOR: CHAIRMAN, ASPR COMMITTEE 

SUBJECT: Case 53-44 - Depreciation Cc)st Interpretation for Inclusion 
in Part 6, Section XV, ASPR 

1. Reference is made to paragraph 4 of the minutes of the ASPR 
Committee meeting of 15 March 1955. 

2. In the light of the discussion at that meeting, the Editin~ 
Subcommittee has prepared the attached draft of ASPR 15-602 (Incl l) 
(i) to _make clear. that the issuance of this regulation effective 
from the date of publication was not intended to alter in any way 
any like interpreta+ions that have been followed in the past with 
respect to centre: cts; (ii) to include reference to "true depreciationu; 
and (iii) to delete the quotation of the text of Section 167 of the 
Internal Revenue Code of 1954. 

3. With_ reference to proposed ASPR 15-602.1 your Subcommittee 
considered the desirability of clarifying the effect of this inter
pretation on past or current contracts by an appropriate note 
accompanying the issuance of this regulation or through language 
to be included in 15-602.1. The latter was considered the more 
practicable method. Such notice, if inserted in a note, might 
readily be overlooked. 

4. Your Subcommittee has considered the desirability of 
including the text of Section 167 of the Internal Revenue Code 
of 1954. It. is felt that the inclusion of the text alone would 
be incomplete unless there were also included the regulations 
issued by the Internal Revenue Service •. It was not felt by your 
Subcommittee that there was any need for encumbering the ASPR with 
such matter. ·Those charged with the responsibility of evaluating 
depreciation must necessarily acquaint themselves with all necessary 
material on the subject and consult with appropriate personnel. 

5. All of the undersigned concur. 

1 Incl 
Draft of ASPR 15-602 

MAURICE lEVIN 
Lt. Colonel, JAGC 
Army Member - Chair.man 

GEORGE W. MARKEY, Jr. 
Navy Member 

WILLIAM MUNVES 
Air Force Member 
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15-602 - Depreciation. 

15-602.1 - Applicability and Effective Date. This cost inter

pretation pertains to ASPR 15-204(d), 15-205(b), and 15-205(o), and 

is effective from the date of its issuance; provided that, where 

this cost interpretation has been and is being followed, the statement 

herein of an effective date is not intended to affect such inter-

pretation. 

15-602.2 - Allowances for Depreciation. Allowances for 

depreciation (other than "true depreciation") as provided in 

Section 167 of the-Internal Revenue Code of 1954, subject to the 

limitations set forth in paragraph 15-602.3, shall be acceptable 

for contract costing purposes. Allowances for "true depreciation" 

as that term is defined in DOD Instruction 4105.34, 1 Ju~ 1954, 

shall be in accordance with said Instructiono 

15-602.3 - Interpretation. Depreciation computed in accordance 

with paragraph 15-602 0 2 above is allowable provided it meets the 

test of reasonableness and allocability to defense contracts and 

other applicable provisions of this Section. Meeting these tests 

may depend upon whether (i) the depreciation allowance in the 

particular case is acceptable for tax purposes, and (ii) the 

costing of defense contracts is on a basis consistent with the 

costing of the contractor's non-defense work and is so reflected 

in its books and records. 

~I 
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Supply and Logistics 11 llarch 1955 

SUBJ.CCT: · Depreciation-Cost Interpretation for Inclusion in Part 6, 
Section :~v, .ASPR. 

1. In accordance with instructions contained in item 1 of the minutes 
of the ASPR Comnittee meeting of 3/1/55 this Subcom.:U.tt.ee met on 3/10/55 
for the purpose of developing a cost interpretation to provide guidance with 
res~ect to depreciation pursuant to Section 167(b), as limited by Section 
16?(c) of the Internal Revenue Code of 1954. 

2. Attached hereto is a proposed cost interpretation unani.rnously 
recommended by the Subcommittee for L1clusion in Part 6, Section XV of the 
AS?R. 

3. In the development of ti1is proposc-1 it 't·Tas the opinion of the Sub
co~~uttee that the full text of Section 167 of the Internal Revenue. Code of 
1954 should be includec~ for t1v0 reasons, ( i) to avoic1 probler.w uhich might 
arise from paraphrasing or excerpting the provisions thereof, and (ii) to 
assure that the information contained therein was readily accessible to all 
procurement and audit personnel tr.:.rous:hout the Departmant of Defense. 

Atta cl"unent 

Lt. Col. J. E. Ellis 
Haj. S •. 1. Baird 
Haj. J. o. Hunnicutt, Jr. 
R. 11. I:ee 
A. C. Sawallisch 
J. T. Regardie 
P. J. l'ledel 
J. i. Lenahan 



l.~·-602 De?recicr'.::.ion 

15-602.1 l~:?)lica~Jilit,?· ane. Effective Date. This cost interpretation pertains 
to pare.e;raphs 15-20l.!.(c~), lS-205(0), ~nc'. l)-205(o) anc'. is effective fl"Oi:l the 

· (~te of its issua!1ce. 

15-602 .~ !~llo~:2nces for Deprec;l.ation. .All01;~nces for 6eprec~tion as pro-· 
-:-il.e( in Section 157 of the Internal :ie,"em .. :.e Coc~e of 1954 (quoted belo1-1), 
st1~Jject to t!:.G linitations set forth in pc:r~r.;~:·aph 15-602.3, sl1all be a cce~table 
f01 ... cor:t1•e. ct costing pt1.rposes. 

(a) Gener·al Rcle.-- 'l'here silEll be ai.lo:rec~ as a ~~eprec:L:ltion c'.ech1.etion a 
rer.sOl1a~Jle allo-:r2nce for the e;·;:l12us·cion1 uear and teal .. ( inclu{il1C4 a reaso:1c:;Jle 
e.:u.o~-rc:-~1ce l'o:" c~)solescence )--

(l) Of proper0y usee. jz! -::,:1e trac'1.e Or ')USiness, or 
(2) of property i.1elc:. ::or t:~e proc"i.,_ctioa of inc one. 

CJ) rse of Certain :.:ethoc~s anc~ Rates .--For t.~::able years enc' inc~ aft..G~ .. 
Dece:1:)e1· 31, 1~·53, ti1e te:""'::.1 iire~sonc'ule 2.llo-;:~nceii 2.s usee~. in su:::se·ct.ion (a) 
s:1all L1clnc~e (:y .. :-\:. sl1C:ll not be lL·.1iteC: to) an allou211ce conputec~ in accorc~.c<1ce 
uith rerul~tions :;1rescribe( iJ:.r t.~1e Secl"etc..l"'Y. or l1is c~ele6ate 1 unc~el"' any· of the 
.foilo1·!i.."1£; r.letho{s; 

(l) t!1e st.rr. i:)1t l~1e i'Je·~lloC:.,. 
(2) tl1e (ecli:1L'1~: b2lc:~'!ce mathoc~, 1.:.sLr· a rete not e~:ceedin-; t:rice 

the rate uhich uoulc! bc:rve been used hat'. the aiJ.i1ual alloF2nce be:Jn com
putcc~ unc~er tho netl1oC: (escri')2c1. in para ~ .. rapll (1), 

· (3) t.he stlt:'l oi the ~rears-digits ret~'loc1 1 anc~ 
u~) any otl1er consiste:.1t .i';lethoc' P~"OC~uc·cive of an annual all.:>uance 

uhicl1, uhen e.c1c;ec~ to all a.llo1'~~nces for t:1e period cor.1i.1ez!cin6 ilith the 
ta::p~:.'el"' 's use of t~1e pro)el"t:7 anc~ j_acluc1.ing the ta.:::a~Jle ~~ar, c'.oes not 7 

c~·~ti."'inc. the fi·.•st t:To-·~l1irc~.s of t~1e useful life of the prope::-t:r, e;~ceec~ 
-G~1e. tot2.l oi such allour.nces ;:~:ich uoulc~ l1ave been usee}. had such el
lo"H~nces been computed un6er the raetho( c~escribed in pC?.r~;:raph (2 :~. 

liothi.n:., in this su~)se ction sh2ll 'ue constr~..lec'. to lir.ti:t or reduce an allo~·:ance 
otl'lert:ise allouable unc~er su:Jse ction(t.). 

(c) Li:-1itations on Use of Gert2in ~~athoc~s and Rates.-- i.lara~Tap~ls (2), 
(3), an( (h) of subsection (0) shall ?.~J~)ly only in the cas·e of pl"oper~y 
( otller than i.nt2n~;i.~Jle p:-oper·~~r) describec~. in su'usection (a.) ui.t,h a useft1.l 
life of 3 ~.~ars or more--

(l) the construction, re cons·i:,ruct io~11 or ere ctio~1 or Hhich is 
con)lGtec~ after Decer:~er 31, 1:-·::,3, anc~ ·::.hen onl:y· to that po:ction of · 
t:1e ~x'sis Fhich is ~::ro:)erly att:oi')t1.table to s1:.c~1 cons-truction, recoa
struction, or e1~ction after :Jecar.1ber 31, 1553, or 

(?.) Cl cclui:cec~ c».fter De cGn:)el .. 31 1 15' 53, if the ori~~i.nal use of :r .. l.ch 
}!ro:)erty e:omm~nce s ::rith tl·1e ta:~_12 ~ter and c o:.1.mences e.fte:!."' such C. ate. 
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(c~) Agreement as to Useful Life on ~!hich De'Oreci.ation Rate is :Sa:secl.--
\Jhere, under regtuations prescribed by the Secretary or i1is deleg~te, the 
ta}:p2yer and the secretary or his delegate have, after the da.te of enactment 
of this title 1 entered into an agreement in 't-wTitL"lg spe cificc?.lly dealing 
uith the useful life anc~ rate of deprecit.tion of any property, the rate so 
ar~eec1 upon shall be binding on both the ta;~payer and the Secretary in the 
e.bsGnce of facts or circur.lStances not taken into consideration in the ac:option 
of such B6Tee1.1ent. The responsibility of ~stablisi1ing· the e;:istence of such 
facts and circuustances s:1all rest uith the party initiating the modification. 
P~ny change in the agreed. rate anc.~ useful life specified in tl':e agreanent 
sr_;zll not be effective for taxable years before the ta=:able year in uhich 
notice in 1-rriting by registered mail is served by the party to the agreement 
initiatL"lg such change. · 

(e) Cl12nge in i·let~'lod.-- In the absence of an at;reement under subsection 
(d) coi'ltaining a provision to the contrary, a taxpayer may at any tine elect 
in accordance uith reciulations prescribed by the becretary or his deleg~te 
to change frorJ tile raethod of depreciation described in subsection (b) (2) to 
the r.1etl1od described. in subsection (b) (1). 

(f) Be.sis for Depreciation.-- The basis on Hhich exhaustion, uear and 
tear, and obsolescence are to be alloucc~ in respect of any prOl)erty sh2ll be 

· tl1e adjusted basis provided in section lOll (Adjusted Bpais for D'Jtem.ining 
Gain or Loss) for the purpose ·of .' . .detcrr.dning tho gain ·on t hG sale or othor (.is
position of such property~. 

(g) Life Tenants and Beneficiaries of Trusts and £states.-- In the c2se 
of property held by one person for life '!Tith rc1~ inder to another person, the 
c1eduction shall be computed as if the life t0na.rrt vTere the absolU'be m·mor of 
the property and slU:ll be allcnroc1. -'co the life. tenant. In the case of p:-operty 
held in tn.1st 1 the allou~ble cleciuction shall be ap;_Jo:..'"tioncd betuecn the in
come bencfici~.ries anc~ t:ae trustee in accordance 1-rith the pertinent provisions 
of the instl"W-:lont crcr:t.ing the trust, or., in the absoncc of such pro-v-isions, 
on t.l-!e b~.sis of the trust incono allocable to each. In the case· of an estate, 
the alloHablo deduction shc:ll be appo:."tionoc:. bot''t-J"oen the estate and t~lc heirs, 
logc::to\)s, anc1. dovisoos on the b~sis of th~ income of the estate allocabl~ to 

(h) Depreciation of I.~provcncnts in the Case ·of :Iines, Etc.--

For ac".c~itional rule applictble to deprocintion of ir:tprovomcrrts in 
tl:e cc:sc of riincs, oil anr. gas w0lls 1 other natural deposits, and tinbor, 
sc0 sc ction 611 (Alloue.nce of Deduction for. Depletion). 

15-602.3 Interpretation. Dc:_,rcciation conpu.tod. in t1 ccordancc Hith paraGraph 
15-602.2 above is allouable provi(icd it meets the test of reasonableness and 
allocabllity to c.c!cnsc contracts and othor ap::;licable provisions of ti.!.is 
Section. ilo0ting these tests :nc;.~r de;)pcnd upon vrhcthcr (i) the depreciation· 
allout;nco in the particular case is acceptable for ta::: purposes, and (ii) tho 
costing of c~e;fcnsc co:1tracts is on a :)nsis consistent ~·Tith thu costing of the 
contra ctort non-c!efensa lVOrk and is S 0 reflected in its books and records • 

2 



1 
OF?Il. J? T=~ ASSISTAHT S~~CR:.;TARY OF I GNSI!: 

~1ashington 25, D, c. i 

Supply a nc1 -~o gist ic s 15.December ~954 

J.C!IC~UJDUH FOR TrC CriA IrulAN, ASPR OOHHITTE~ 
. . 

sc:=:J:;cT; Case 53-44 Revision of Section· ·XV CC?~.t Principles. 

::.· .·. : . . 

· .. · · · 1~ In e.ccordance. 1·1ith ·item 5 of· the minutes of the ASPR CoM,ittee. meet-· 
·"·in~s ··of· '11/30/54, 12/2/54 and: ·12/6/54, toge'the'r with verbal instructions and 
· 61l'idence provided a.t th.ese meetings,· ·this ·subcommittee met on 12/11/54 and 
12/14/54 for the purpose of reconsidering and revising certain paragraphs of 
the 1.5 Eovember 1954 draft as follovts: ,.. .. . 

·15-.204,.6 ( ~) Delet~ subpara~aph ~s written and substitute the follov1ing 
t~1e~efor: i·The co~t of options to purchase stock of the contractor . 
c9rporation granted to enployees as part ·or their compensation may b~ allo
cated to Government contracts· uithin the following limitations: 

( i) The cost of stock options to the gran~or corporation is the · 
e:~ces.s, if any~ of· the fair: r.tarl~et 'value of the .stock over "the option. price 
0.!1· the. date the opt :Lon is granted to a specific individual and shall not e:~-· 
ceed 15%' of the fair. market value on such date. 

( i:L) Costs t~. be recognized ni.l.l be only those resulting ·t·1hen · 
options are exer.cis.ed by the employee. 

(iii) For allowance purposes, the cost of· options exercised ui.ll be 
c:f~~r~iz~d equally over a period of not less than ·5 years ±rom the date·. opt~on 
was· e~ercised.· · 

(iv) The cost will be alloc·ated to all uork of the contractor, ·in
clud'ing Government contracts • 11 

15-2.04,6 (d) 2. Delete secozx:! .sentence; statement .to be made the subject of 
nou subparagraph 15-204.6 (g) beloiv. 

15-204.6 (e) 1 ~ At encl of sentence·~ cr~ss-reference 1 hand g belowii. 

15-204.6 (e) 2. In first sentence. after words "und~r. s\lbparagraph.d11 i .atld 
cross..-rcference 11 end g belov111 • 

15-204,6 (f) In second ·sentence after l'tords wunder paragraph d above 1i, ad~ 
cross-reference 11 and g belcH". 
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(C..) If nnt·.::r~ls ~r"' issu~d fror.1 stock, 21"¥ gomr~lly recognized 
1-acthod of pricing such m~t.;r~.ls 't'Till b~ acccpt~blo, 'provided the me-thod is 
consist"'ntly nppli~'tl (\.nd tho r~sults obtr'.inod arc cquit~blc. lrilcro ~t0ri.nls 
in stock t.'t th~ cor.ununct.."IJcnt d~tc of tho contr~ ct ~ro subjuct to Gov~rruncnt 
.m.nte;ri~l controls C!nd h~v.J ~ provDblc repl~c~mcnt cost signif'i~ntly higher 
.th~n book cost 1 tho contractor and tho Government rncy1 by contract provision, 
~~rGw upon tho usc of ~ method of pricing bcscd upon thu f~ir ~.luc of the 
~t~ri~ls ~s of tho d~tc of tho contract, but not in excess of ropl~cum~nt 
cost on such d~t.J. Such agreement shouk1. includo i.rl\.:nti.ficrltion of tho typus 
or kinds of r~tor~ls involv~d ~nd should be rondo ~t tho time the contr~ct 
is ont;::r:.;c into ~n:i provided for therein. 

(o) RL;csonnblc charges arising from differences botuccn poriodic 
physic~.l invuntory qunntitios ~nc rclntod matcr~l control r\)cords will bo 
inclue.0d in crriving tlt the cost of mt.'tcri~ls, provided thct such ch~rg;;.;s 
{ i) do not includo 111.-1rito-downs 11 of v~luos 1 :lnd ( ii) rel~tw to tho p.:riod of 
porfornnnce; of tho contract. All croc.its arising from dif'fcrunccs bctuoon 
p~riodic physicr.l invuntory qu~ntiti~s end r~l~t~d ~~tur~l control records 
shnll bu tnkun into ~ccount. 

(f) Orc~.rily1 s~los or tr~nsfors of ~tvrL~ls ~nd supplies bctwocn 
plrnts, ~ivisions, or org(!niz~tions, undor ~ comr;lon control, slu:ll be stctcd 
on th~ b~sis of cost to the trr:nsf~ror. A d~p~rturc from this cost bcsis is 
p0rrai~sc.blo proY:i.cl0d th.:!t the price cr..zlrg~d to tho centre ct dous not oxccud 
tho lou...:r of (i) the tr~nsfurors St.'los pric~..: to its most fnvorcd custoraor 
for t!l~..: s"mv itom in like q~ntity, or (ii) thu prices of other suppli~s for 
t~J(; s:-:me; or substc.nti~lly silnil~r items • 11 

3 

Lt. Col. J. ll. Reiling 
~t. Col. J. :. X~llis 
? • H. Southu~ll 
J. T. R~g~rdie; 
A. c. Se.~·re.llisch 
F~. H. K.Jo 
J. F. 1omhnn 
H. H. C'ellup 
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lL!:HO?..AllDU!i FO:t THE CEAIR:uU~, ASPR CCE :J:TT~ 

: I SUBJ:~CT: Case 53-44, lte'\r:i.rion of Section :~v 

1. Attachec for consideration of the members is a copy of the latest 

2. :i'or the purposes or the record, the history of this project is set 

Dl~T~ in 19$4 

9 February 
8 ~-larch 
22 June 

2L~ Aurust 
26- October 

STATUS 

Project assigned to Subcommittee. 
McNaU-\'lel:>ster A~recr.tent on cost principles. 
Draft subrnitt~d to ifil.itary Dopartn"nts for 

comme:nt by l August. 
Subcommittee co.r:rr:1ensed to consic1er com.'·1onts. 
Policy f{Uidance on tvro issues given by ASP!\. 

Tho SubcorL-:J.it teo has boon ecvotinr. two full da~rs a. '\-1e~k · to this effort s incc 

27 April ·1954, except for a ~cation rcc0ss of one month. 

3. Tho Subcomr.dttoo .Hishvs to point out the.t the ·attached effort repro-

s~nts a n.JH ap?roach to cost :)rinciplcs and numerous ideas wc.:ro disc·ussoc~ at 

l0ngth yrior to Subcon"lli ttco a grcornont on tho manner in 1r1hich tho various 

~)~cinciplcs shoulc1 bo ste.tc.:d. 

4. With respect to thv .futuro activities of this Subcommittee, furtl1or 

t:u:i.c~r.nco is !'oquustud .from t!lc ASPR Comnittcc. Consic~rablo 1-rork h.P.s boon 

a ccor.~plishcd on ruvising Part l of Section l'Y, but tho effort has not boon 

cornpl~tJd since ti.1c Subcommittee do~s not ~"'low wrJB·t parts aro to be included 

in tho n~u Section :N. It should bu pointc:d out t~12t thvrc aro several stat~-

m~o!nts in tho atta.chme:nt which provide that the cost is not allolmblc unless 

sp.Jci.fic~lly pro-;.ridoC! for in th~ contract. l1hil~ som0 o.ffort has b.::on ox-

pcnd0d in pr0paring guidolinus as .to wh~n tl~oslo3 costs may bo allOtvablo and 

pro"tidod for in tho contract, it is the consensus that additional work should 

not be; c.~onc on th-Jso ·guidelines until Pert 2 is accCJptod. 
H. '1-~. Gallup 

._,,4.J 
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OF-FICE OF THE ASSISTANT SECRETARY OF DEFENSE 
WASHINGTON 25, D. C. 

SUPPLY AND LOGISTICS 

8 March 1954 
pp 

MEl-iORA.NDUM FOR THE CHAIRMAN, ASPR C(.H.fi'I'TEE 

FROM: 

SU~T: 

1. 
principle. 

Director of Procurement & Production Policies 

Agreement Reached by Panel of Department of Defense and 
Service Representatives in Mr. McNeil• s Office, 1600 -
17001 1 March 1954 

The memorandum submitted by Mr. Webster was accepted in 
These principles are as follows: 

a. There will be included in the revision of Section XV, 
relating to cost-type contracts, a definite statement that the in
·structions covering "cost principles" for use in connection with 
cost-type contracts are not applicable to fixed-price type contracts. 

b. In connection with fixed-price contracting, including 
redeterminable prices or incentive prices, the an~sis and inter
pretation of costs shall avoid the use of such tenns as "allowable" 
and "unallowable". 

c. Any instructions to negotiators as to how to deal with 
cost data or as to the· considerations to be examined in connection 
with negotiating fixed prices should not be in a publication which is 
available to contractors. 

d. There should be furnished to industry guidance as to 
reporting of costs. 

2. In addition, the fo~owing principle was agreed to: 

a. Under fixed-price contracts, auditors perform a 
service function, which is primarily to explain the nature and con
tent of the various elements of cost submitted by the contractor. 

3. It was agreed to proceed as follows t 

a. The ASPR sub-committee will expedite revision· of Section 
XV for submission to the ASPR Committee. The revision will pertain 
solely to cost-type contracts and will sul)stantial.ly expand the cost 
interpretations. 
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b. The Office of the Assistant Secretary of Defense 
(Comptroller) will prepare a document relating to the reporting and 
analysis of costs on fixed-price type contracts. Decision as to 
whether this document will be incorporated in an Audit Manual or in 
ASPR as a new Section or a sub-division of Section rv will be post
poned until the various projects mentioned above are completed. 

c. The cost principles in draft documents heretofore pre
pared by Mr. Bordner and by the ASPR sub-committee will be reviewed 
in the above drafting. 

• d. This work to be undertaken concurrently with a 
sufficient interchange of ideas to incorporate .all basic principles. 

e. The above drafts 1iill be submitted to the panel of 
Department of D~fense and. Service representatives for review and for 
the following decisions: · 

(1) Will ASPR include a Section or Sub-section on the 
reporting of cost data for fixed-price type contracts or will this 
·material be included in a revised Audit Manual? 

(2) Action to be taken on Joint Letter #12? 

(3) What vehicle is to be used to furnish information 
to contractors? 

. ~ _1/Ht;~:>VUV 
:::::::r-0 F .v ~ j HESSER I 

Rear Admiral SC USN 
FOR 

W A.."DJ?.EN \'ii E S -~: E?, JR. 
DIRECTOTI Oi.i F~~c .. :-.: ~--~: .:~- :;:r 
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HENC;l-:JUIDUM FOR CHAIR11AN, ASPH. COMMITI'EE 

SUBJECT: Case 53-44, Revision of Section XV 

1. Attached is·the Subcommittee draft of a revised Part 2 of Section 
XV. As directed, in makin~ this revision, all existing departmental papers 
havin~ a bearing on this sUbject were considered. Part 2 has been revised 
to amplify the treatment of certain items of cost in the present Section 
XV, to assist in---uniform departmental implementation, and to include 
coverabe of additional items of cost incurred by Contractors. In this 
revision, each item of cost contains a definition, a statement as to the 
e~{tent ·of allowabj.lity, tmalloHability, and whether provision must be made 
in the contract to make the i tern allowable. 

2. ~~o issues have been raised in the development of Part 2 as follows: 

(a) The Army Subcommittee members do not concur in paragraph 
1S-204.46(c) on education of individuals, but are willin6 for comments to 
be obtained on the present text. 

(b) Should profit-sharing plans and stock-bonus plans be an un
allowable item of cost as provided in para~raph. 15-204.7 and by definition 
in 15-204.29 ? The ArmJ and Air Force Subcommittee members believe that 
they should not be allowed and the paragraphs reflect their view. The 
i~avf submits that they should ·oe allowable. '.lhe two arguments on this 
C{u.estion are also attached hereto. 

3. ;'lihile the Subcommittee members have developed the individual 
paragraphs of the Part, time has not permitted review of the draft as a 
whole in order to reconcile anJ possible inconsistencies. 

4. The Subcommittee is now proceeding ui th the redraftin6 of Part 
1. In addition, it is developin5 criteria or guide lil1es for use of con
tractint, personnel 1-ThiCh Will set forth the limitation Of and COnditions 
under which those costs maJ be allowed which are not allowable unless 
specificallJ provided for in the contract in accordance with Part 2. 

Lt. Col. J. H. .c~ailing 
It. E. Kee 
J. T. rlegardie (for ~. T. Cook) 
A. c. Sawallisch 
Lt. Col. H. T. Critchlow __ ::.:::::7' 

Lt, Col. J. Ellis (for A .. J. Thomas) 
E. H. Liallup 
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Tr~c deter::1i:1a t:..c!l of tb~ 2.mou."'lt o:~ ret:i.r~·msnt benefits c.nd 

tbs: ~o:lt!'ibutions to prc\·ice such ben~; fits ~re not d£pendc::1t 
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of so::.-~ ~verr~ such as illoos~, di.sabi: .. i ty .- t·etirement, death:· 

for e;. contriC~utior: equc.l to (i) ~ speeiiicd percentage C)f the 
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n\·ihE!tc cont:::-: .. butions to pensj_o:J cr retirement pJ.ans ar6 

R~vanu~: Cocf.- c.~~ &"egulE.tions cf the Burcc.u of Int.En."nal Revenue 
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cc~-::tract ~ :;..n ·.u1Y one ye.r:.:- stall b~ the a!nol.lllt con·:~ !'i butec 

to t~Lt: :jensio:1 t:ot::.:..:i (e) .:-or thLt ·;{e~r ~ul n~t to exceed 

fi.fte::~-. (15) per cent of ti(· total cor.l~n~~ticn othart·:i~e 

i-J:..id o::- acci·u~c in that ye~r to the indiviti\.:.als coreern~:-: 

und·::·r t '1E pl~!J ( s)," This st:b pars..~rc.ph is i4con;:;iste:-!t a:--0. 

co~-~:"&~lic:-tor~: i:~ rei"f;::"l"i:~z. t.o cae::.:~ "·d:&rt: pcr.sior. cr ret:..:rc

r:k:'nt plo.::h: a.r:: bt-~t!d m~ profits;" sin=c t:: c.cfinition ~:or 

f! ·rt~~ :let.err..inc.t ior:. of t h~ arr;ount of l""etirer:x:.nt bene!i t:; and 

i.ile ccrltribution~ to provide such benefitE are net depe=:.de~t 

t;ive:-. b;l t.h~ ~L"ltc~.:.~c;.l P..c:•;sn~e Ser-vice: 

L. 'Ihc l"eiiEOn.'; !~:·1 the pcsition tt.ken b~· "::.he Arrn.~" and Air 

(2) lncrt:ase ·~.o workinr. capital 

(3) Divic.end payrr.t: nts to stockholdert: 

(4) Contt·ibutions to profi t•sharinr plans tor employees 

A d.iftt·ibutic·n of eE.:mings howe\"er aco~mplished car.no1 in 

eq~i ty be cor.sidered as a cost cf per£or1ung a contract. 

b, Unccr co~:·~ ... re~'7.burse!..:ent t~e contractt, the fixed 

fee nef:otiatE:d i~ intencecl to represent .;.:h~ contractor's 



tractor az: exLra y;.rofit murf in equal in a11c•unt to his con-. 

t!'i.:ut~·.J:~ t~ the rlan., If the co:-.t:i'3.C~-.or i.~, i:: f~ct, 

rep::·t:~r.•::ta~.~\185 c:>mi-:~:·:- that. s~ch oonuz plar.~ constitute c: dis-

tribution of ownershiJ-1 or profits: sh:rec direc~~ly or indirectly 

butio~ cf o~~3~~~ip or profits is not ~ cost cf prod~ction ~~d 

th~ :c f~:-f' shou.lc' not t·;: allo-.·reJ. 

6. ln essf;r.cn, ·-.b.: issue ir: its si1liJlest ter1~s is whether 

trt.:e t.~ ·' E; tc. 1 ar~ rega:-dle ss e:i the tir.:.t·, cc-rtd:t t ions or l!'let.hcC. 

,~:_· po::r:-.t·::-.t.) -.·hich are ccntingen~- Uf:Cl~ profits r present or future, 

able or desir~ble 'lh~ ·payments may ~ fror;; thH stsitdpoint of ef!i-

cienc:,r c!· ot.her h:.siness purpose. Ir.. ccnclus:..on our firr.1 po$itior. 

is that suet, pa~vr.:t:nts should not be reco,_ ni~ed as allowable costs. 

ARMY 

~" Mo Kee, Army Audit Agency 

Lt~ Cclo Jo ~o P~iling~ CS G-4 

A l lt F 0 R C E 

Ltc Colu H. To Critchlow, AFMPE 

Lt~ Colo "io Eo Ellis, Jr, .AFJ.JJD 
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. NAVY POSITION 

Issue relative to whether Part 2, Section XV, ASPR shall include provision 
for allowability of costs of profit-sharina retirement plans. 

1. An issue has been raised by the conferees of the subcommittee as to 
w··lether or not profit-sharing retirement plans shall be considered an 
allm-:able item of cost. Parai;raph 15.60l.2(f) of Part 6, Section XV states: 

tr·.lhere contributions to pension or retirement pJ.ans are 
bas~;d en prof±ts, providing that provisions cf the Internal 
nevenue-; Ciode and regulations of the .aureau of lnternal · 
~~evenue have been met, the amount allowable for apportionment 
to contracts in any one year shall be the amount contributed 
to the pension trust(s) for that year but not to exceed 15 
per cent of t.he total compensation other.dsc paid or accrued 
in that year to the individuals concerned under the plan(s)." 

The l'JavJ representatives see no reason for departing from the basic 
principle herein involved, that costs of profit-sharing retirement plans 
(subject to the restrictions embodied in Part 6,Section XV) are allowable. 
The ~~ny and Air Force conferees are of other opinions. 

2. The practical question faced bJ many businessmen·is not whether to 
provide for the payment of retirement income to employees, but how to 
provide for it. A growing number of companies now realize that a 
deferred-distribution profit-sharing trust is an excellent way of 
financin6 retirement income for their employees. Unlike a formal pension 
plan 1-rhich iJrovides for fixed contributions year-in and year-out, profits 
or no profits, a profit-sharing plan provides for contributions when a 
company's earnings, if any, warrant such contributions. '£he plans pro
vidinG for thvse contributions are subject to review and approval by the 
Internal rtevenue Service prior to acceptance by the ~lilitary Departments, 
and arc hedged with restrictions and limitations. The contributions under 
such plans arc: 

(a) Paid into a trust 
(b) Irrevocable 
(c) Subject to qualificat~ons and limitations of the agreement 

and the plans setting up the trust 
(d) For the exclusive benefit of the employees· and of their 

beneficiaries 
(e) For the purpose of providing retirement income to their 

employ~es at a stated age, or at death or after termination 
of services or disability. 

3. The issue here resolves itself around the tenn "profit-sharing". The 
Navy representatives are of tho view that although this is a part of the 
terminology· used, the fact remains that the contributions for the purposes 
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arc no different in principle fro.m contributions made for similar fringe 
bencfi ts, such as pension costs. Almost 30;";) of the approximately 365 plans 
in the·· category of pension and profit-sharing retirement plans submi ttod 
to the Internal rtevenue Service for the fiscal year ended 30 June 1953 
were of a profit-sharing nature and the percentage is steadily increasing. 
i~ot to recognize the fact that profit-sharing is becoming an integral part 
of industrial operations is to overlook an important phase of industrial 
costs of operations. 

4. The Navy conferees consider that a profit•sharing contribution is one 
which :Ls measured or detcnnined by the amount of a contractor's earnings. 
It is ~-rw: that if there arc no earnings, no contribut.ions arc made. 
Houev~r; j 7, :.s co~~idered by some that this is no diffe~cnt in. principle 
from prc:~~-~~j on workers piec-e-:u.te compensation and 'bonuses, or conunissions 
paid to s~esmcn and oth€rs. 

5. It should be pointed out that the contributions arc irrevocably made 
to a trust fun.d and that the employees do not participate in the benefits 
(except ~s may be ~rovidod fo~ in tho plan at termination of service, 
disability or dGath) until the employees reach retirement age. One of 
the several requirements (all of 1-1hich must be satisfied prior to approval 
of a plan by tho Internal rtevenuc Service) is that the sole purpose of the 
trust is to pro"\ri.de; bonefi ts for the employees and their beneficiaries and 
that no part of the trust can revert to the employer. 

6. A contribution to a profit-sharing trust is in the nature of compensa
tion for personal services rendered by the covered employees and represents 
a n~cessar,y and ordinary business expense. Consequently it is provided that 
before a contractor may deduct contributions to a profit-sh~ing r~tirument 
plan, the requirements of tho Internal i:tevenue Code as to reasonableness 
of compensation must be m~t. 

7. To the extent that a contractor provides for reasonable fringe b~ncfits, 
such as retirem&nt, by onG method or another, whether as a cost before 
determination of profits (as in the case of contributions under a pension 
trust) or after determination of profits appears to be immaterial provided 
thG cost is reasonable and is in accord with the concept of a cost of doing 
business ~md oth~r factors to be considered in determining allowability of 
costs. The mechanics of the method of computing the cost should not be 
tho controlling criteria as to its allowabilit,y. Tho broader question 
to be considered is whether it is a necessary and ordinar,y business expense, 
which from a competitive standpoint other contractors provide for by 
different methods and yardsticks. 

8. It is submitted that no business man will take the position that costs 
of profit-sharin5 retirement plans are not le~itimate fringe benefits and 
consequently will provide for them in his costs of doing business. 

9. 1~ile the above comments apply specifically to profit-sharing rGtirement 
plans, they also apply in principle to profit-sharing plans in general and 
stock bonus plans. 
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SECTION 13 SUBCOMIUTTEE 

.. 

i5-200 SCOPE OF PAL~T. This part set~ fqrth .·P~inciples and standards for the 

determination and allowance of costs ~n qonne~tionwith cost-reimbursement type 

contracts and cbs~relmbur.seme~t type subc9n~racts thereunder for procurement 

of supplies, services~· and research and development work·with commercial organi-
... ~ . . . 

. ~·. . 

zations and wlth· l?:~n:..pr(ifit' instituti~~ h~ving_ qommercial type accounting 
.• . , .. 

systems. 
: :· .· .:.·:.=: . :·· 

15-201 BASIC PRTI~CIPLES AND STANDARDS·. ···' 

(a) Compositi~n of Total .Cost. • The £-~tal cost of a cost-reimbursement 

type contract is the ne~ sum -of .(1} the ·allaw~bl~ .. direct costs, (ii.) the pro

perly allocable portion. of aUowable indito~ct cost~ and (iii) applic~ble income 
, ; . .I • ' 

and other credits. 
.· . ., 

(b) ... Factors dffecting Allowability .. of' C~st·~. The factors to be con

sidered in determining the allowability of costs include (i) reaso~bleness, 

(ii) application of generally accepted accounting principles and practices, 
. · I 1 · 

(iii) exercise .. of· good business jud~ent .~n. ~~c~ence of cost, (iv) signifi-

cant deviations from the practices of the contr~ctor prior·. ·to the award of the 
... 

contract, and· (v) anY limitations as to types or amounts of cost i~ems set 

forth in this Part 2 of Section XV or otherwise ~ncluded in the contract. 

Failure to mention ~ ~tem. o~ pos~ in this part is not intended to imply that 

it is either allowable or not.~owable. 

(c) Credits. The applicable porti.on o£ income and other credits which 

are r~lated to any allowed cost will be credited to the Government either as 

a reduction in contract cost or by a cash refund1 as appropriate. 
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( dr Contractor's Accounting System. The requirements concerning record 

I keeping and approval of the contract-o~' ~ ~CCOlUlting.~:pr.oc.ed~~S: and practices 

are set forth in the "ftecords Clause" .(Se~·ASPR ... 7-203.7)~ 
' '.,·· .· . 

. ~ '. 
. · .. :. 

o o • I o o • .. o ,. ,I : ' ~ ! • 
· .... 

15-202 DIRECT COSTS. Subject ·to th8 · p·~arl.~:i.ons of paragraph :1.~2.0~1 . allowable 
, ••• ~ •• •• • • 0 •. • • • • 

direct costs: are those items .. or. costji ~~·· ~g~~·~g~te t~~reo£' :whi.ch can ·.be. iden-
• ' •t 0 I o ' o o ' <o '• 

tified specifically with any. ·objective:~. 's'e~c~, program or projec~:.:under the 

contract and are chargeable.directl7 thereto. Major items of cost readilY 
..... 

identifiable with the contract or with other .. work of .:·the ~.c:ontr"~ctcir shciuid be . ·. . . ·· .... ;·· .... ; .... : ' .. . . .. -··. . 

charged directly thereto. This principle. m~y; .:ofte::t :.9~·. applicable to such 
. . ·"' ..... 

elemen'ts of expense· as freight, trave~.', c?.~~cations, 'eng.~e·~fing· .. s:~rvic_es, 
'.i 0: .·. :' · . 

. ~tc. ,· as well as the normal items of mat~ rials and. pr·Oducti ve iab~~·~· Hcrt-tever, . . ~ ·, . 
this .. principle must be applied consistently to the costing ·of- ·b.oth deiense and 

non-defense products or services, when the contractor· i.S. .. engaged in. mixed 
't • •• •• .:· • •• :·· •• ··-·.... •••• •• • • • . • .... 

production, in order to produco ~q~tab~e results. \~en· the adc-~uriting expense 

of direct costing of minor items would exceec;l the resulting benefits·, ·indivi-
=· · •.. 

dual i terns, othert>lise allowable as direct cost~_, may be treated as indirect 
.. ~ . . .._ 

expenses. 
. ·. : ' .. .' : .. 

15-202.1 DIRECT MATE1U:ALS.. The cost o£ ·direct materials include~ the·. cost· o£ 
.. 

items purchased, supplied, manufactiired . or fabricated, whi~h enter directly : 

into the end product or which are used or consumed directly in. cormect.~on with 

furnishing such product. 

15-202.2 ·· DIRECT LABOR. The cost of direct labor includes salaries and wages 

specifi·cally identifiable with and properly chargeable directi¥ to . the per

formance o£ the ··conttact'· or other work of the contractor. It may also include 
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other.. associated :cpsts such.as payroll taxes and workmen's compensation insur-
. •,: 

ance, where·it is: the established practice of the contractor to·treat these 

items as a part of. direct: labor costs. 

15-202.3 orrHEH DIR~CT COSTS. ·~ere other i terns ~£. cost are charged directl~r 

to ·r.he contract consi~te~t wit~ paragraph 1.5-202 above 1 the contractor must 

demonstrate that Jthey are specifically related: to·-·the perfo~n~~-·?f ~he con-

tract. \'lhen,. howev~;r J. i terns ordinarily char~eB..bie a:s i:ndirect .. costs are 

charged to a Government contract as direct . costs, the· co·st of: similar items 

applicable to other work of the contract~~ must be' eliminated .from indirect 
.. . :' .. ~ ... 

costs allocated to the contract. 
'.• 

15-203 INDIRECT COSTS. 
. . 

'(a) :-Indirect .costs are expenses which are: incurred for :common 9r. joint 

objectives,. are accumulated for accounting pUrpdses bf dep-artmen-tal. activity 

or. other logical CO~t grouping and are charged t,'o th·e eontPaCt and: other work 
.. · ... 

of the contractor by a, pr~ce.ss of allocati~n ... · ·. Each elenierit thereof. is .. s.~bject 
- . 

to the limitations of this part as to allawab.ili ty ~· 
(b) No specific rules can be sta~d ~~ ·to··the method :of· allocation of 

indirect costs because the actual condition ill ea~h ins·tance must be taken into 

account in determining the most· suitable m~t~od or_methods .. The objective 
. . . . ... ....... . 

should be the selection of a· methoq. or m~thods which will distribut·e :the in.; .. 

direct costs in the fairest. ·lind .. znost eq~table manner possible. The me.thod 

used in connection. with ··Government contracts .. ~us~, .. i~ order to be acceptable, 
:" . .. 

conform -vrith generally accepted. accounting: practices, be applied consistently' 

and produce equitable results. Any significant change, such as in the nat~e 

of the business, the. volume -'or· sales., the vo~ume of production, manufacturing 
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of th~ operation of cafeterias, di~~ng rooms, canteens, lunch w~gons or other 

type of food sorviccs, provided for tho contractor's employees at their rcgu.l:.:r 

duty stat~on. Such net costs arc.; allowable when the services e.rc roEsonrbly 

roquircd by the n.:.turo of the contrtctor' s oper~tions, plan-t location, established 

policies, or employer-employee agreement. Such net costs must be allocated to 

all contractor acti vi tics which boncfi t from the food s~:.rvicc opere. tion. Simil~rly 

any profit on those opcr~tions shell bo allocated as a credit to ell b0ncfittcd 

o.ctivitios including Govcrrunent contr~cts. 

15-204.6 CIVIL DEFT~NSE. Oivil defense costs .~rc those incurred in the plr..n

ning for aDd tho protection of life and property against the possible effects 

of enemy atte;.ck. These costs arc gcnorcJ.ly incurred pursutmt to plans dcvo

lopod by loccl end state civil defense authorities. Ex~plcs of civil dcfGnsc 

costs include cost in E-xcess of norma1 plcnt protection expenses end m~..y con

sist of first-aid trcining ~nd suppli~s, fire fighting tr~ining ~nd equipment, 

posting of additiono.l exit notices ond directions and other o.pprovcd _civil 

defense measures. Rersoncblc costs of civil defense mecsurcs undcrt~kcn on 

the contrc.ctor 1 s premises pursu:-nt to suggestions or requirements of civil 

defense ::uthori tios arc cllowcblc when nllocc.tcd to ell work of tho contrc.ctor. 

In tho co.sc of co.pitcl. D.ssots, acqui::tod for civil defense pur;•osos the. costs 

thereof will be depreciated over n rc~sonnblc number of _years in conformity 

with gcn(.rally accepted accounting principles. Contributions to local civil 

defense funds or projects not on tho ®~~~tor's premises ere llnellbW-oblo. 

1.5-204.7 co::J.PENSATION FOR PERSONAL $RVICES. 

~. Thin item includes sol&.riss, "a::vgcs, doferrod compOOsation ~Od 

fring~ b0n~t1ts tor s0~iocs rendor~d to t~o e~1~r~oto~ by omplqyccs &s well 

as fGcs paid to directors end committee members. 
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Subject to speci-fic limitations set forth hereunder,. such costs Clr.:. c.llowc.blc 

wh;..n the totc:l compensation is rc.csonc.blc in light of the so...rvic.Qs rcndsr•Jd. 

b. G~n:..rnlly, the cimount of compensation cstc.blish0d by th\; contrc.ctor 

vlill b.; considered cornmcnsurlltc with the ·services rGndcr~d. Eow~v~.r, 
. . .. 

compcnsc.tion of individuals such ns c
4

orporo. tc officit.ls, diri:..ctors, .::.-x': cu ti V;.; s, 
... 

. ' ! • 

dq)~.rtm0nt heeds, pr.rtnors ;;nd s9l~ .proprietors mdy 'bQ ":llbjvct· · to .. · .. spccicl 

considcrc.tiJn c.nd limitc.tion. cs yo c.ll,~w.:oili'ty ·for contrc.ct cost )Ur~;,os;:;s 

wh,:r8 c.rnounts c.ppcc.r cxccssiv~. ~m.;; ;s.~tu:1.tions which m:.y give. 'ris.: to 

cxcc..ssivc compe:ns.:.tion ere whcru .(i). tnc· individu:l: ·o:r mcmb.:.r of his iJniTl\.,dirtl.; 

fc..'11ily owns or is committed tp c.cqui.rc-.~ subst:nti:l'finc.ncic.l int(;r-:.;st in 

t.h(.; contrc.ctor' s org.:niz~tion; or.(ii) ovrn(.;rship ·of. the. contr:ctor is limitc..d 
. . . : .. 

to c. smDl.l .coh~ si vc group; or .. (iii) .tho. volumi::: · of· ·.Gov~rrimcnt contrc.ct s vih .. ..::n 

r\.:l~·.tcd to the. contr:'.ctor' s. tot~ busi!'lqss i·s such :-.s to ·influ(.;ncc th._ :.mount 

c. The cost of option~ to :Jurch~s;.; stock of tho contrC.ctor cor9or:.tlon 

gr.:-~ntc;d to ~mployc-:;s c.s Q. P·:'.rt; of c.ompcnsc.t:·;_on ·is not c.llo·\·t-:-blc. 

d. Sp0cicl consideration will be; c.ccordcd· the follm·Jine; typ;.;s of 

compcnsction b0nofits: 

(1) Bonus I'lcns. Bonuses to ~.mployc\.;3; such t.s I-:roduction 

inc,:ntiVOS c.nd suggestion or Sc.fcty C't-l~.rds, rcpr.;:;s..;:;nt : ;:'Crt of th:_ir totcl 

compc.nsr.-.tion end nrc cllowc.blc 'vhcn c.pproi:>;i~·tcl~i ilii~~c.t0·d, . j_f they a~e l 

(i) rcc.son.:-.blc ·in amoW'lt, (ii) pe.id in conncct:.on with en e;stcbl;sh...;d !)len 

consistently followed by th0 contr~ctor, (iii) paid for services curr0ntly 

rcnd~rc;d by tho employee, (iv) c.vc.il·.:.bl;.; to c.ll cmployc~s of th ... contr:ctor, 

or to .:-ll u11ployt;cs within :. group or s~l:ry clc~ssificc.tion which is not 

unr·.;C.sonc.bly r·.;strict·~d, bonus~s will not be o.llow~d when th~y :~r8 

_L 

... 
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ts of. me.terieJ.s' ·D.nd' :·supplies' ·shaii .be sUi tO.bly adjusted for 

.lS. of· income ciid other credits. Such income n.nd 'other credits 

,counts, refunds, rebr.tes· l'ild'allowancos;· co..sh discounts tcltcn, 

p·nnd:s~lvage ~~·mnterialS:returned to vendors, nnd crodits 

.'£orences .C>Qtween· .. book ·o.n<f·phYsicol invontorios. If the contrnctor 

s.e reEisonnble: ;~&Cautions ~hi to.king advantage of co.sh discounts 

cash discoutits : lost:·.1ndi ·be·· deducted. :in detdr~ing nllownble · 
... • .'.l ...... :-..· ... 

.. : ~ •. ·. .. . ··~ 

WiiZATIDN·. ·EXPENSEs:~::.·· '!his 1-tG:tn> :cortsists of eXpendi turcs in 

.th' crganizc.tion i:ir re.or~P.n:iztttior( of.~ bus'inc·s·~. Examples of such 

~orporn.tion rea·,. attorneys· to~,· fees· t~ promoters. end organizers 

' ~e.ising '·co.pi te.l.:·: Those cost~· ·o_t~ ~ uriariowablo. (Seo o.lso 

IT!i~.JJUS~-S EXPENSE§. Included in this item n.rc· such recurring 

registry and trc.nster· :chh.rges' resuitillg from changes 1n ownership of 

Lssued by the contractor, co:st of shareholders t . meotings, proxy 

1s, preparation c-.nd publicntio·n of c..nn\lal r~ports to shareholder~·, 

and submission·or·re~Uired reports and forms to tnxing ~nd other 

)odtes ·and 1ncicientel ·costs or directors lind ·.committee meetings •. 

Lsted·costs·ar~ allowable:when ·incurred in reasonable ·~~unts in 

dth. the contre.ctor·•·s established practices and o.rc nllocated on c..n 

lSis to all classes of work. The nbove and similar costs are allow-

1curred in rensonabla amounts·. 

)VER.TIME, EXIRA P:J SHIFT ~ MULTI SHIFT PREMIUMS. This itom 
..• ~ t 

the premium portion or ovortimo all\ shift payrilonts to employees. 

ns xne.y be classified il.s either direct or ·indirect lc.bor costs, -.ut 
,: . .. 

j 

j 
... j 

j 

j 
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'·the nmount thereof Shoultl be separately identified in either €Vent. When 

. trc~ted as direct lnbor cost, overtime nnd shift premiums should not be included 

in the bnsc for distribution of overhead. Cost of overtime end shift premi~ 

nrc o.llown.ble only to the extent exprosszy provided £or in the contrnct or 

otherwise nutho~ized b,y the Gqvernmcnt. See ~ 12-102 for further informction 

concerning the policy reg~rding such authorizntion. The nn~unt of overtime nnd 

shift premium cost charged on Government contracts shall be equitable in 

relution to tho amount of such co~ts charged on non-Government vork being 

concurrently performed in the contrcctor1s plant nnd the factors which necessitate 

the incurrance of the cost. 

l5-204.2S ~T EXPEN§E2. Included in this item are all costs lending tq the 

issuance of p~tents, ns well ns the cost of infringement invcstig~tion and 

litigation. Amortization of the cost of purchosod pntcnts owned b,y a contractor 

applic~ble to products or processes covered b.y n contract are allowable when 

approved by tho contracting officer. The cost of.reseorch and dev~lopment work 

lending to pntcn~s is treated in subpar~grnph 15-204.37. Those costs arc 

unallowable except for the cost of prepcring required disclosures and of 

proparing assignment and other pepera in connection with the filing of a patent 

a.pplicntion for the G.ovcrnmcnt. Charges for the use of patents where the 

Government has ~license or the right to free use thereof are unallowable. 

15-204.29 PENSION ~ RETIREMENT P~S 

{a) As used herein, n pension or retirement plan is n plan which is 

cstnblish~d end mainteined b,y n contractor primarily to provide s.ystematico.l~ 

for the po.ymont of. definitely detornlinoble benefits to his employees ov0r n 

period of ycC'..rs, usually for life, o.fter retirement. Such c. plan may include 

disebility, withdrawal, insurance or survivorship benefits incidental end directly 

rol~tod to the retirement benefits. Retirement benefits generclly &rc rnet-sured 

by 1 end based on, such factors as yenrs of service end compensc.tion received by 

tho employees. The deter.minntion of the amount of retirem~nt benefits end 
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.butions to provide such benefits tre not dcp0ndent upon profits. Benefits 

.-- ....... 

)t definitely dctermin~blo if funds arising from forfeitures on t0rmin~tion oi 

9~0r other reason msr be used to provide increased benefits for the reme~~in{ 

.cipnnts instead of bein to reduce the amount of contributions b the 

)ycr. A pl~ designed to provid~ benefits for employees or their boncfici~ricc ----J pcid upon retirement or over a period of yenrs after rctir~ment will be 

;ide red o. pension plc.n, if 1 uridc:~ thu plcn, ei thex:,- the bonofi ts pc.yc.blc to 

employee or the required contributions by the contrnctor cm1 bo determined 

.larinlly. 

(b) Pension a~d retirement plans which ere subject to the cpprov~l 

the Internal Revenue Service must have been so approved prior to consid~rntion 

the Militt.ry Dcpcrtment; howev~r, o.pprovcl of t~q plc.n by the Intcrnc.l 

1cnuc Service docs not necesst rily c.ssure c.ccort[ncc by the Hili tc.ry Depc.rt-

nt. Considorntion of the plrns will be the responsibility of tho Dsprrtrnent 

which c.udit cognizc.ncc is nssigned an~ the subsequent c.ction t.:-kon by that 

pcrtm~nt will gonerclly be ~coopted by the other Dcprr~mcnts. In ccscs where 

.e Intorno.l Revenue Service withdrc.ws c.pprovcl. of c. plc.n, e..rnounts t·llocc.tcd 

contr.:-ct costs will be withdrawn o.ccordingly. ~iherc pension ::.nd r~tirem~n\ 

c.ns of non-profit or other tmc-excmpt orgcnizc.tions c.:ro not requir·.:d to be 

viewed ~d ~pproved by tho Intcrnc.l Revenue Service, it will be the ra-

~onsibility of the Deportment to which audit cognizcnce is cssign0d to give 

~nsidcrntion to the acccptc.bility of such plans. 

(c) The costs of ncccptr.blo pension nnd retirement plans, which r.re 

·opcrly deductible; from t~ablc income r.ro c.llow.:.blc except c.s othorwi se 

tcrmined unallowable under this· par::- gro.ph. Costs· of c.cce:ptc.ble pension end 

tiremcnt plnns established by nonprofit or other tax-exempt orgc.nizations 

·e c.lso nllowablc except ns otherwise determined under this ~cr~grcph. 

.: . 
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(d) Pension and retirement costs constitute a part of the total 

compensetion b.y a contrcctor to the individuals covered ~-t~e p~, and 

accordingly, are subj0ct to the provisions of this section with. respect to 

rensonc.bl€;ness of tho total compensation po.id to the individual for the _services 

rcndarcd. (Soo 15-204.7) 

(e). The carryover provisions of the Internal Revenue Code with . 

respect to contributions under pension and retircm0nt pl~s shell n~t be 

recognized for thc_purpose of deterr.~ning cllowablc pension ~d retir.em~nt 

costs under Gover~~nt contracts. 

(f) Crodi ts which arise under pension plans fr.orn V!l.rious sources., 

such as dividends end cnncellution of c~ployeo benefits which hnve not yested 

ot tho tL~G of terrninntion of thoir cmploynent, must be taken into account in 

an equitable ma11ner in tho dotcrnination of the allowable pension and retirement 

contribution. Spccicl provision for those credits is usually necessary when 

the contrnctor's organization has substcntinlly eA~andcd for the performance of 

military contracts and there is e reasoncblo expectation that the cnploymont of 

a large nucbor of the edditional onployees will bo terminated upon curtailment 

of r.dlitary work. Under these circuostnnccs, it will be expected that an 

e.rra.ngenent will be nado which vill result, as nearly as llltlY be practicable, in 

the Governocnt's receiving tho benefit of these credits to the same extent as 

it originally participated in the related costs. There nre two general methods 

which ~ be used, individunlly or in coobination, in mo.king such arrangementsa 

(1) A lump sum or percentage discount (of current pension 

costs) allowance negotiated and agrood upon in advance. Determination of 

such allowance is not often an actuarial problem involving a calculetion based 

upon known factors, but rather is an attempt to reach a negotiated agreeuent 

ns to various uncertain or variablG faetors in a complex situation. 
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. . (2) ll retrospective daterr:rl.ne.tion o.t some time in the future 

~ a more accurate estil:ulte can be IDD.de by virtue of eXperience which may 

~ developed. Until such detcrnination, current costs, which should be net 

current credits, may be allowed provided an appropriate contractual agreenent 

1 be rocched which reserves the Governnent's right to future credits. Such 

~npture provisions will vary in tho extent !l.Zld duration of application o.nd 
. . 

~of daterr.~tion. For example, such provisions may be·contro.ct-wide or 

ntractor-widc nnd the determination nay be made· nt ternination of o. dofcnso 

,ntract or· defense contracts, at mass ~off ·of coritro.otorrs· er.~loyees or o.t 

~ tiOo o£ substnntinl decline in proportion of contrnctor•s total sales under 

jfense contr~cts. 

)-204.30. DELETED 

'-... 

.. 

,·, 

.·. 
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15-204 • .31 PLPJ:T PROTECTIOI~ EXPEriSES. This item includes the cost of plant 

~rotE-.ction measures such as wages o{ guards, equipment of guards (uniforms, 

.f.'ircc'i.~les, etc.), burglar alarm systens, and fencing. For the purpose of 

ccxi.tre.ct costing, these expenses are devided into two categories, ncClC;ly, 

!1cr::1al pl211t protection expenses and special plant protection ex,enses. ~Jor-

;;1~~:'- ~~~1.c:··1t protection costs are allo":rable and are alloca~\ls to all ·Hork in the 

:;ls:t,. .:.~~'jG·cial plant prot~·ction costs, 1-1hich te~ refers to an extension of 

the contr:ctor' s normal pl.qnt protection program at the specific direction of 

tte' co1:tractinfj officer or other cogni~ant Ql)vernm.ent ell thori ty, are also 

<-:.1lo~·rti:·-le :md allocable to specific Goven1ment contracts req'.1irins: special 

protection. 

l)-20h.32 22tOF~SSIOl'Jf~.L SE~VICES - LEG~~L, ACCOUr-~TIJG, FllGTIJE~~RL\G luJD OTtER. 

(a) This item includes the cost of professional services rendered, 

~ .. .rhether performed by thE c0ntractor' s 01-.'11 em::--loyees or by the members of the 

particular profession separately cnga~od. These costs Eenerally arc allowable 

: .. ;:•.f.;n reasonal:le iJ1 relatio!1 to tlir;; services rE·ndcred and are :1ot continr·::nt 

U)On ":'sco·vcry of the costs from the Gc.vernmc:1t. 

(b) Factors to be consid~red (a~on~ others) in detE-rmining the 

allo··r~').biJ.ity of costs in a p.:lrtict·.l~r case aro: (i) pant patterJ.1 of such costs, 

p;:.rticularly ir.. the years prior to the award of Governnent contr~cts; ( ii) th€ 

impact of Government contracts on the contractor's business; (iii) the nc:.ture 

and sc:Jpc of managerial servic~s expoctrd of the contractor's o~m organization_; 

(iv) the nature of a.11y conflict of interest which m~.y· exist bct't·JCei.1 the con-

tractor n.::.d ths· U. 3. GovErnncnt; and ( v) ~-.rhc.thcr or not tht.~ proportion of 

·Jo~.rern:~~ent production of the contractor 1 s total production is sueh as to in-

fluence the contractor in favor of incurring the cost, ps.rti_cu.larly where the 

Se:i.'"~rices renri.ered are not of a continuing nature and have li ttlc relationship 
\ .. 



to production under Government ·Contracts. ~tai..l"l.€r fees to be allo,.~ble !':'l'J.st 

~e r~as~nahly sup?ortEd by c7idencc of services rendered. 

(c) Professional services rel~tinc to patents ~rc sub~ect ~lso to 

tJ.·li) limitations pro .. rid~tl for i.!l }lc~rc-_~craph 1)-204. 28. 

15'-20)-J.. 33 PROFITS !~·JD LOSS3S Ci:i 21ISPOSIT~O~ PL.~·fT, ~t:~iJIE::.::..rrr ·.;:~ J"1T.EE 

C.!:.PITAL ASS:T::. Included herein arc gains or losses of any ne..t11rc c~risii1,~ 

fro:n t:1s sale or exc!'lanfe of plant, cquipi.ilCnt, or oth0r capital as:~e;ts, :Lt1clnd

i~g sale or exchange of ei thcr short or. long tcnn investments. Profits or 

losses on s2.lt: or c:cchc:mge of ca. pi t.:\1 assc ts, L1cludin0 il1.vcstr1E:nts, ulll be 

e~~cludsd in computin.g contract costs. 

15'-204.31.1. rr:cor; VERSION EXPn!SES. :1econ,rcrsion expenses arc those inc;).rrcd in 

tl:.e rrstoration of the contractor's facilities to approximatf;ly the sc:::::c phys

ical a.rrange:mcrit and condition existing j_;~rnediately. prior to comr.:s!'~cc~~cnt of 

the :r::ilitary contract ~·rork and i::.clude the cost of renoval of Government ;Jrop-

crty. 

1.k conv..::rsion expenses, (~xcc::pt .for tlv.; rc::-1oval of Gov·-=. rnmcn t property, 

2rc L-~C'J.rrcd for the bencfi t of f,~,_t·,:.rc proc~t:.c:tion and arc, the:;~cforc, properly 

c~~;.-.,r::-;c:J.o:!..c thereto. .\ccordinr;l~t, c:·:cc~>t for thE:. cost of removing eove:rnmci.1t 

~ropcrty .1nd. the restoration an6. rc~ha~)ili t~tion costs causGd by such removal 

· .. ;hich art: specifically ,ro·Jided for in tho contra(.:t, reconversion cxpcn:~es are: 

i.:ot .:tlloi78.ble. 

1)-204.35 RECRUITING ZXPEN.SZ. 'i'his item il"lclud.r.s th€. costs of "he::l? 1·nnt::.d" 

advertising nnd the o;.x~rating costs of 3.:1. c::lplo:yrne;~-:t office ncccs~3.:;~.ry to s:-..:curc 

and mt.L'1.tain an adequate labor force. If further includes the cost.J of opcra

tir1g an cc'.ucational and aptitu.'ic testing pro:,rar:l, travsl CL<.pcnscs of employcns 

.. 

'. 
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w:1ilc engr.t?-;Cd L"l rccrui ting pcrs~nncl, and tra~rcl expGnse~ of applicants for 

inter~;ic;..;s for prospc·ctivt:: employment. These costs ar~ allowable. Where the 

contr~lctor uses priv~tc e:mploy,-ncnt ascncics, costs not in excess of standard 

corn.r-:crcial ratGs far such scrvic.-.:s e.rc also allow0.ble. Costs inciclo.-:nt to special 

1:·cncfi t~ or -~r.tolumcnts offered to prospective employees beyond the standard prac-

t:.r:~~s in the industry are ~-!ot alloHablc. 

15-2·Jh.J6 REJTriLS OF PL.riJl\1T .A?JD E ~.fiP~~E:·JT. ( L'rlcluding sale and least, back of 

fa.cilitic2.) 

This item includes expenses for (a~ use of la'rld, buildings, ~nd 

cquir·mc~·lt or other personnl propcr-~y, and Cu) rental CX'l~enscs under sJ.le and 

1-::c::.:::.c-b;::c;~ agrc!~msnts :U:currc·d by .contractors through sale of plrll1t facilities 

to invc.::tmcnt organizations ( su~L :.s insurance comp~"1i~s) or to private inves-

tors and r.oncurrently lc,asing b.2c~: the sa~c facili ti~s on long term leases. 

(a) Rentals of pJ.ant ~.nd e~uipmont under (a) c.bove, if the rc?.tes 

arc rcaso;1=.tlc in light of the tYl),·:, condition, and v~luc of the f?..cili til3s 

lcase:J, options available, and maintenance on other provisions. 

(b) Rentals spc;cificd ir .. sale. and lease-b:tcl<: agrel:;;10nts arc- allow-

able only to the extent that such rc:1tals do not f.~XcGed normal costs (such as 

' . t. t . d . t ) ' . 1 1~ , b ·.;.2pr12cl:: 1on, axes, msurance an m:.1~n cnc:mce expc;ns(;;S wn~ca wou . ...~. .11-ve er.:;n 

incurred had th.; contractor rctnil·lcd legal title to the facili tics. 

1)-204.37 RSSEJ..rt.CH .AND DEVELOR·JJ.JT. Research and d€vclopmcnt expenses ( sonc-

times referred to as general engineering EJA.-pcnscs) for the purpose of contrnct 

costing are divided into two major categories, (i) product research and/or 

development and (ii) general research. 

(a) In the first category arG include~ costs for design, improve-

mcnt, 2nd utiliza.tion of a particulQr product or product line. The ~lloc-:blc.· 
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portion of these costs are allo~vr'.blo under cost-rcimbursem8nt type production 

contracts v-.rherc ·the r·-::scarch is l"'.:·ason.::tbly related to thG end i terns bt2ing 

pnrchasc~ under the cor.tr('l.ct. T~1esc costs are allowabl.c under cost-reimburse-

mcnt t;?;}c rcsc2.rch ~nd development contr.:1cts, only to the extent th.:lt such 

costs :lrc di:-cctly chargeable to such contracts. 

(1J). In the scc.ond category, are includ::d.costs of all r'.:.sc:c-..rch 

ot'K:r than that described in subp~r~.:;rc:ph (a) .'lbovc. :tc.~sonnblc .costs of 

ccnorc.l research wich arc not othcr~·.ri.sc reimbursed are allo-r,.tablc under cost-

rcil":lbursclcnt type production contracts. Cost~ of gcncrnl rcscr..rch ·"'.r•: not 

allowable 1i'1dcr cost-rc=:imbu.rs0mci1 t type research :md dcv.-::lopmc;nt contr:lcts, 

unless spccificall~r provided for in such contracts. 

(c) · Research· ~"ld dcvclopr.1ent costs, rcg~rdl~.:;ss of t!1e nature, which 

-v1C:::"'o incurred in accounting periods prior to t·!1c [tWard of a pC'.rticul~r r:~ili-

tary ·contract (including amounts capitaliz(.d in the costs of pr.tcnts obtained) 

shall not be a11ocnte:d to that contract. 

15-2014..38 ROYALTY PA~,:E"L~TS. This i tern co"',rcrs amo,_mts paid for th() right to 

use patents •. Hherc th•: use o.f such patent is ncccss?.ry for the proper per-

formar.c·: of tht. contract c.nd ~·;here the Government docs not nlrcauy ha7c a 

li c~-:nsc or othL.r right to use such patents, the royal tics arG allo-vrablc to 
/ 

the extent expressly prc~ride:d for clsc~·rhc:re in the contrc::.ct or otherwise Ruther-

izcd by the contract officer. 

15-204.39 SELLll~G Alii) DISTRII3i.ITIO~~I EXPE:J s:::s. Tllis group of Gxpc:1scs includes 

the costs of marketing, sales engine·_ ril"'_g, sale;s promotion, snlc:sm2n t s ~nd 

agc:1.ts' compensation, and other related expenses. It also includ(~s costs of 

C~.dvGrtising, bidding, outbound tr::'nsportn.tion, entertainment, scr-·Ji.cc ~.nd 



... 
•' ~ . 
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rcntc.l of f~cili ties for me~tings, c:.nd other incidental costs, ·when the primnry, 

purpose of the incurring of such expenses is the. dissemcnntion of tcch¢.ca.l: . 

information for the stimul~tion of production are nllowc.ble.-. ·, '. :. . .. . 

(c) All othor entertainment expe~scs, incluqing those c1:,assificd 

as grc.tuities in accordo.nce with paragrc.ph 7-:204 .• 13~ are unnllowablc • 

. . 
··~ .. 

'·· 

., 

· .. · ,., 
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· 15-204.1.3 Excess Facilities·. This item includes the cost of maintaining and 

housing idle and excess facilities, except those re~sonab~ necessary for 

contract performance standb.y purposes. These costs are unallowable unless 

specifica~ required b,y the terms of the contract. 

15-204~14 fidelitY and Surety Bondp. The cost of bonds include net premiums 

paid for fidelity and surety bonds. Examples of such. bp.nds are performance and 

payment bonds, forgery bonds, fidelity bonds, patent intringemcl'J.t bonds, etc. 

The cost of surety and .. fidelity bonds are allowable to the extent required by 

the contraet or approved by' the contracting officer both as to type and amount. 

15-204.15 Fines and Penalties. Included in this item. are those costs resulting 

.from violations of, or failure of the contractor to comp]J' 'With, local, state 

and Federal laws and regulations. These expenses are not allowable. However, 

fines and penalties incurred due to situations in which the contractor has been 

instructed in writing by the Contracting Officer to follow a certain course of 

action, will be allowed. 

15-204.16 [ringe Benefits 

Fringe benefits are allowances and services provided b,y the contractor 

to its employees as compensation in addition to regular wages and salaries. 

a. The determination as to the.allowability of the cost of pension 

and retirement plans, profit sharing .~d other bonuses, and se'f'el'ance pay will 

be in accordance with sub-paragraphs 15-204.29, 15-204.7, and 15-204.41 

respective:cy-. 

b. The cost of other fringe benefits such as pay for vacations, 

holideys, sick leo.ve, mill tary leave and employee insurance is allewable to the 

extent required by law, employer-employee agreement, or established policy of the 

cont~nctor that constitutes,· in efteot, an implicit agreement on the contractor's 

part. 

j . 
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15-204.17 INI!IUL PRODUCTION COSTS. Initial production costs, also known as 
1 starting-load costs8 , are non-continuing costs that arise 1n ear~ stages of 

production because of the Contractor's lack.of' experience vith'particular 
. . . . . . 

materiels, manufacturing processes or techniques involved. Such costs mey 
• • •• t • ·: •• ; • ,·.. • 

consist of excessive mo.terinl e~_sts res~ting ~~~ a~~ormal sorap losses, 

excessive direct labor costs o.nd related overheo.d resulting from idle time due 
• ... • 0 , • 

to testizl:~ and change in production methods, cost of tro.ining employees 1 and 

excessiv~ de~ective work due to inexperienced labor • 
• f. t •• .. . ·-

~Ue initial. production costs are allowable, the contro.etor will be. 
•' I • :. •' • • • ' ,• 

expected to work actively to ~imiz~ or eliminate them as rapid~ as p~ss~?la. 
' . ,. .. , .. ! . . ... 

In cases where these costs continue to an unwarranted extent -after the oontro.otor 

hns been allowed reasonable time to learn to make the product ef'f'icient:cy 1 the 
o • I 0 ' 

excessive costs will be disallowed. 

15-204.18 IN~CE ~UiD INDEMNIFICaTION 

(a) Include~ llridor t~s i ~.em are (1) those typ~s of in~ance whic? 

the contractor is required to car:ry under the torms or the con:tract, or by 
' .:: ·' 1.' 

specific instructi~n or the contracting officer ~r his authorized representative, 
I • •' •' ' • o • : • ·, 

and (2) those> typ~~-.. of'_ insurance .w~ch the contre.ct~r :~arries on _his own account. 

The kinds of insurnnca ordinarily included in the first ce. tegory are set· out in 

~ 10-501. Exnmples or the kinds of insurance included in the second category 
. :. :· • • : •• ,,• I . • 

are fire insurance on contro.ctor-owned buildings and equipme~t, use and occupancy 
' • • : •• : • 0 • • • 

insurance, o.nd _employee fid_elity ~nds. 
. . ... ;· 

(b) Costs of Government required insurance are Dl.lowable within the 
• • • • • • 0 • ~ • 

limitations ns to the extent of coverage _and premium rates approved b,y the 
. ·.. . .. . . .... . : 

Go"lernment. To the ·extent that any part of e. contractor's insurance progra.m has 

not been ~isnppr~v~~ qy the M1litar,y Departments, the costs or such other 
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insurance ore allowable where the types or coverage, extent of coverage, and 

rates are reasonable under the oircumsto.nces·J however, costs allowed f.or use and 

occupancy insurance will be limited so· as .t<i ·exclude coverage. of .. profit, interest/ 

· federal income taxes, and unallowable sellihg. and distribution expenses. 

(o) Costs or insurance of··acy: kind pertaining· to Government-owned 

property f.or which the GOvernment has assumed the risk of los·s under the terms 

or the. contr~ct are not allowable. The cost. of insurance. · .. covering contractor 

owned matcr.ials used. or- us"able ·exclusiv.el¥-.. on wor.k other than that required under 

the cost reimbursement t,ype contract is not· allowable· under such contract. 

(d) The. costs· of . . aJ .. self insurance· progro.m ·under which· .a contractor 

aSSUJ!le.s its o~ insurable .risks are allowable provided .that (i). the program has 

been ·&P~ved b,y the Mi~tary ~epar~nts and (ii) the hazards so insu~cd 

againat· a.re·not .. unusual .or ~cQnsistent with reasonable ,and prudent business 

practice, and (iii) the rates charged are estimated not to· exceed available 

insurance rates . for insurance as reduced by an amount equal . to the acquisition 

expenses of the equivalen.t.··commeroti.lll ins1.1rance (commissions, fixed expenses, 

excess lo~ses, ~to.) .... Actual;.losse.s: sustained under such a,, self-insurance· 

prpgr_am are not allowable • 

(e) Insurance on the l~ves of officers, partners or proprietors, 

where the contractor is .the .be-neficin.ry, is not an al~owable cost • 

. · (r) Lossos resulting trom fa~lur~ to insure (through· sel:r insurance 

or :othe:rwise) ; against a cQnting~nt 1oss or damage, where a reasonably prudent 

business organization would have insured aga~nst such loss or damage, are. not 

allownble. . . \ :·: . 
0 •••• 

(g) Costs of indemnification,. _in lieu of insurance, will be allowable 

only to the· -extent expressly provided for in the .contract. ·By the term . 

' ' 

~ ·, 
.. ~ : . 

.. : . ! 

... · -·' .... _ ::. 
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. (d)· Costa of: materi~.1s· ·iuld· ·supplies. ·shaii .be sUithb:cy ndj~stod for 

o.ppl:-1ca~.le portions. of. income arid other credl ts. Such. income and 'other credits 

include tra.dc discounts, refunds, rebntet:J·.l'm· o.llovancos;· ca:sh discounts tnkon, 

crodit.s. fqr .~crtlp··tUld: salvage o.n<f inQ.teritdS :returned to ~riders, and credits 

nrising f,'rom- -differences ·:ootwaen ···book ·arid·. phy.sico.J. inwntories. If tho contrcctor 

do~s. not e:xercis.e rerisonnble:-.. ~e¢autions ~ni tnkiiig advontnge ·of cash discounts 

o.yni-L.-~bl~, P.:ll· cash discoutita·:.lost:·.lnt:iy'· be.-dedticted 'in ·d~t~r~irig ~iiown.ble.: 
·, ~ :: .... ·: ; · .... ·.: ·.·:C.': .. · :. ·... · _; ~ •. ·. · .~ :·:. : . 

15~.204-25-· · ~IZt\TIDN:.·EXPENSEs:'::·,·!his· ~t~n(·coh'sists of eXpenditures in 

connec~i.on with' orga.ni•zct!ori ·Oi-'· r~·ot.~P.nlziltic)t{ of: 8 bus'ines·~. EXo.mpie s.. of .. such 

c_9pts. c.ro . incorpora-tion tee·,:· rittorrieys · taiJ 1 : fe~s ·· t~ ~romot~rs' and. organizer~. 
. . ~ ~ .,. . . 

nnd 90sts of t.e.ising'·capite.l·~_..:: Those· ·cost~· ·O,ro unallowable. (Seo nlso 

~-204.l9). . . . . . ·.: 

1S..204a26 .Q1[~~usgs EXPENS~. Included in this item o.rc. such recurring 

expense~ as registry and transfer: :chhrges' restiitiflg fr'om changes in ownership of 

securities .. issued by the contractor·, co;st of shareholders'. meet~ngs, proxy . 

solicitations, preparation e.nd pubiico.tion of nnnilal repo~ts to .shareholder~·, 

prep~nti~n. and submission· of' re~Uired reports and forms to to.xing r.nd other 

regulato.ry bod!es ·and inc1detite.1 ·cdsts of directors and '.cornmittoe meetings. 

The above listed·costs·ar~ allowable:whan ·incurred in reasonable ·~ounts in 

accordc.nco with. the contractor.f·s ·established practices and o.rc o.llocated on c.n 

equitnblo basis to all classes of work. The above and similar costs are allow

able when .incurred in reasonable amounts·. 

15-204.27 OVERTIME, EXTFA P.~Y SHIFT MID MULTI 'SHIFT PREMIY!§. This item 

consists ot the premium portion of ovcrtiloo oJJ:)··.~shift payments to employees. 

Such premiums may be classified ns either diredt or .indirect lcbor costs, iut 

- i . 

' . 

~ .. ,' ;' . ' 

·' ' 
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: .,·. : .. 
....... _. '· ·-

. " '·the amount thereof should be separ~tely identified in either event. When 

. tror!ted ns· direct labor cost, overtime o.nd shift premiums should not be included 

', in the base for distribution of overhead. Cost of overtime end shift premiums 

nr~ a.llowtJ.ble only to _the extent express!¥ provided for in the contract or 

otherwise nutho~ized b,y the Gqvernmcnt. See ~ 12-102 for further infor~.tion 

concerning the policy regarding such _authorization. ·The nruount of overtime end 

shift premium cost chnrged on Government contracts shall be equitable in 

relation to tho amount of such co~ts charged on non-Government vork being 

concurrently performed in the contractor's plant and the factors which necessitate 

the incurrance of.the cost. 

15-204.28 -~~EN~. Included in this item are all costs leading to the 

issuance of patents, as well ns the cost of infringement invcstigction and 

litigation. Amortization of the cost of purchasod patents owned b.Y a contractor 

applicable to products or processes covered by n contract ere nllowc.blc when 

approved by the contracting officer •. The cost of. research and dev0lopment work 

lending to pnten.ts is treated in subpar~~gro.ph 15-204.37. These costs arc 

unallowable except-for the cost of prep~ing required disclosures and of 

preparing assignment and other papera in connection with the filing of a pntent 

a.pplico.tion for the G.ovcrnmcnt. Cho.rgcs for the use of patents where the 

Government has ~license or the right to free use thereof are unallowable. 

15-204~29 PENSION~ RE_!_~ PLlliS 

(n) As used herein, a pension or retirement plan is a plan which is 

established and mainteined qy e contractor primarily to provide .s,ystemntical~ 

for the payment of definitely determinable benefits to his employeos.over a 

period of yc!'...rs 1 usually for life, o.fter retirement. · Such a plan moy include 

disability, withdrawal,-insurance or survivorship benefits incidental end directly 

related to the retirement benefits. Retirement benefits generclly &rc mctsured 

by, and be. sed on, such factors as years of service end compensc.tion received by 

tho employees. The determination of the amount of retiremt::nt benefits end 
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11 indemnification11 is meant Government assumption of losses arising from (i) 

lack of insurance coverage of :risks of an insura.ble nature or (ii) restrictions 

on the n:moll!lt of such insuranc~ coverage. · 

15-204.19 INTEREST llND OTHER Firt·:..NC!JlL EXPENSES. This item includes interest 

paid or accrued (regardless .. of the nature of the obligation which gives rise to 

thn int~rest cost), bond discount a.nd expenses, nnd the cost of financing and 

r;:lfi~ncing operations as well as legal and profossionc.1.l fees paid in connection 

with the preparation of o. prospectus, costs of preparation and .issuance ·or stock 

rigpts and oxpcnsos.related thereto. (Soe also 15-204.26) These costs are 

unallowable exaopt for interest ass~ssed b,y State or local taxing authcritios 

under tho conditions set forth in subparagrn}:·b 15-204.44. 

15-204.20 Li.J30R RELf~:!1QN§. This item cove~s expenses incurred in maintaining 

the satisfactory relations between tho contractor and his employees. It includes 

the costs of s4op stewards, labor mnnngement co1mnittees, employee publications 

end other re+atcd activities •. Costs incurred for thoso purposes ·are allowable. 

15-204.21 LOS§ES ON OTHER CONT~~CTS. This item covers. arv excess of costs over· 

incomo under ro1y ~nd all othor contracts, whether such other contracts nro of a 

supply, research nnd.development,.or other nature. ·costs of this nature are not 

allowable as a·cost of performance of the Government contract. 

15-204.22 lli,lNTE!tlliCE iUID REP~liRS·. (a.) This· item includes those costs ·necessary · 

for. th~ upke9p of property which neith0r adds to tho permanent value of the 

proper~y· no:r·. appreciably. prolongs its intended life· but keeps it in· its efficient 

operating condition. These costs o.rG allowable. ·Expenditures for ,plant and 

equipment which, according to general~ accepted accounting principles, .shoUld be· 

capitalized end s~bjected to depreciction will be allowable o~ on a depreciation 

,· 
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basis. Cost of mo.intenance and repr..irs of excess fc.cilities and of idle 

fc.cilltics {other tho.n r fJasono.ble standby fa.ciliti€ls) o.rq not nllowo.blo. 

(b) Deferred mnintenanco is defined as ~intc~nncc and repairs -which 

for some re~son such ns abno~l operating conditions or lack o~·funds, is 

dclayod to a future period. The cost of mnintcna.nce and ropo.irs which hn3 . been 

deforrGd from n period prior to the contr~ct is not allowable unlcss .. spocifically 

provided for in t.ho contract~ Likewise, tho estimnted cost .of ;tlll!intfJnt::'.nce and 

repairs normnl~ roq11ircd but not nccomplished.during tho period of the contract. 

will not be c.llowed ns o. cost unlos s. spocifict.lly provided for in tho contrnc.t 

or ·en amendment thereto. 

15-204.2.3 14;~\JID'l.CTURING .~UID ?RODYQT,IOl.LENGINEERll!G• l-'~.n¢'t?-cturing nnd pro-
,. 

duction. engineering includes tho cost of cnginooring o.ctivitios in. connection , .. . . . . ' : .· . . 

with (1) current manufacturing processo~ such ns motion ru1d time study; methods 

analysis, job e.nt.~.lysis, end tool de~_ign n.nd improv~mont nn~ (2) Curr011:t :.Pro- .. 

duction problGms, such as materials analysis for production suit~bility nnd 
. . . . . \ 

component design for purposes of simplifying production. Those costs ~c. 

nllowo.ble. For purposes of distribution, such costs should ordinarily be 

divided into two cntegoriesa· (1) thosc_which directly boncfit.n contrac~, o.. 

project, or n product line and (ii) those expenses which ~re not.subject.to. 

direct costing. !toms in category. (i) should be ch~gc~ diroc.~ly to the· ~~ntrn?t· . 

or project or allocated to the products in ~he product l~e. Costs in cntegqry 

(ii) should be allocated to o.ll beno~ittod work. 

15-204.24 MATERL1.IS -~ SUPPLIES. 

(a.) This item includes the not costs of such items as raw ~torin1s., 

parts, sub-assemblies, components, end manufacturing s}lpplies, whethc~ purohn~od 

outside or rr£nufacturcd b.Y the contr~ctor. Costs of mcterials nnd supplies 
- ·, 

'. ~ 
. . ' 

~ • • .. t • .. ' 
; . ·~ 

.: :"'• 
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may include such collateral items ns inbound trnnsportation·and intrnnsit 

irisurnnce, These costs are nllow~ble subjoc~, however, to the ~ovisions of 

subpnragrnphs (b) through (d) below. 

(b) Any generally recognized method of pricing materials issued from 

stouk me~ bo employed for determining actual cost, provided it has been 

consistently used by the contractor, is acceptable for internv.l revenue pur-

poses, and does not discriminate against the Government. However, when materials 

in inventory at the commencement d~te of a Government contrnct have a p~ovable 

replc.cement cost significantl¥ different from book cost, the cpntrn.ctor o,nd .. the 

Government mny agree upon the use of a different method of pricing bnsed upon 
. . 

tho fair vnlue of the mnt0rinls (but ·not in exce~~ of ~~placement cost). Such 

ngroemont should include identification ~f the t,ypes or kind~ of materinls 

involved nnd should preferably be made at the time the contract is entered into. 

end provided for therein. 

(c) OTdl~nrily inter-compnny.or inter-divisio~a~ s~les or transfers 

of materials shall be stated on the basis of cost to the transferor. A 

dopnrturc from this cost bnsis is permissible when the tre~sactions .involve 

items regularly Il'lEl.nufactured c~d sold by nn nffili!'.te or div~sio~ through. 

commercial channels except es to items on which the Government is ultimately 

tho sole user. In these latter cases, however, the price ~h~god to the contract 

must not exceed the lower of (i) the transferor's . sale. a price to its most 

fa.vorod customer for the sDJne item in like quo.ntity, or (ii) the prices of other 

suppliers for the s~~e or substnntinlly similar items. In oth0r situations where 
: a. 

consideration ot the minority interest in an affiliate would warrant departure 

from the cost basis, such departure ·mey be permitted but only if expressly 

~uthorized or approved b,y the contracting officer. 



to production undc:·r Government ·contracts. .1etairl.er fees to b~ allowz.blt:: !"TJ.st 

~e r~as~nahly sup?ortcd by C7idcnc8 of services rend~rcd. 

(c) Professional services rel~tin~ to patents nrc sub~ect ~lso to 

thi"J limitations pro"ridt:;c.l for ~:1 p.::~ra.~~raph 1)-204. 28. 

1)-20)~.33 

C!-.PI!AL ASS:TS. Included herein arc gains or losses of any· nP.t11rc c~risii1::; 

fro:n t:1s sale or exc:tanfc of plant, cq'.lipi·;lE:nt, or othor ca. pi tal as;-3c.;ts, i.Ylclud-

ing sale or exchange of either short or. long term invr-stmcnts. Profits or 

lo~soz on s2.le or exchange of capi t:\1 assets, L;.cludinc: invcstr-·£nts, 1rlll be 

e;~clud€d in computi.'1g contract costs. 

1)-.204.3!~ n.:cor~VERSION EXPI:HS'ES. !1oconvcrsion expenses arc those in~.~.rrcd in 

tl:.e rrstoration of the contractor's facilities to ap~ro.:dmatf;ly the sc::-:c phys-

ical a.rrangemerit and condition existing j_:-:unediatcly. prior to ·comr.~s!"!CC·t';'!Cnt of 

the :r::.ilitary contract :·ror1~ and i:-~clude the cost of renoval of Government ~rop-

crty. 

T.lcconv0rsion expenses, s:x:cc·pt .for tlv.: rc~ov?..l of Govr:.rnmcnt property, 

~rc t.~~cu.rrcd for the benefit of f,.1.t·.:.rc proc~.t: .. :::tion and arc, the~cforc, p!·op(;rly 

;~ropcrty .1nd the restoration an6. rcha:)ili t.::tion costs caused by such removal 

·,rhich arc: spe<.:ifically ,ro·Jided for in tho contra\.!t, rcconv:::~rsion cxpt:n:::es are: 

r:ot r3.llo~Table. 

15-204.35 H.ECRUITING ZXPEN.SZ. !his item includ.c:s thE:. costs of "he;l,;,J 1·nnt::.d11 

advertising nnd the operating costs of 3.:."1 c:::1plo;yme~'"'.t office n~ccs~.;ary to secure 

c-illd mc:.in.t2in an ad2quatc labor force. If further includes tho cost.1 of opera-

ti;:-Lg an cc1.ucational and apti tu.·i.o testing pro ::ran, tra7~l C,<.pcnscs of employcc::s 

• I 
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w~ilc 8ngr.t·?:;Pd iil rccrui ting pcrs~nncl, and tra~.~c·l expenses of applicants for 

inter·:ic-rs for prospc·ctivr:: employment. These= costs ar8 allowable. Where the 

contr~~ct.or usGs prive.te cmploy;r1cnt c.::;cncics, costs not in excess of st~ndard 

cm~-:crcial rat.Gs for such scrvic::-,;s e.rc: also allowD.ble. Costs incid·::nt to special 

tcncfi t!=: or ·smolumr.nts offered to prospective employe;~s bcye>nd the standard prac-

t: c·~·-s in the industry are ~1ot alloHablc. 

15-204.36 REHTriLS OF 1-~ANT .A?JD E ~J7I:?~~E:-~T. ( L11cluding sale and least~ back of 

This i tern includes e;xpcnses for (a~ use of lalld, buildinGs, -~.nd 

cquir·mcr1t or other personnl property, and ("u) rcnt~l CX'pense:s uno.c.:r s:llc and 

lcc::3c-b:::.c~-~ agrc·::!mEnts :incurred by contractors through sale of plant facilities 

to invc::tmcnt organizations ( su~L :.s insurance compa..'1ics) or to private invcs-

tors and concurrently le-asing h:J.c}~ the sa.~c facili ti.:.;s on long term leases. 

(a) Rentals of pJ.ant ~.nd oc:uipmGnt und~r (a) t:.bove, if the rc.tes 

arc rcaso~1=:.blc in light of th8 ty;:>.:~, condition, and vnluc of the fqciliti0s 

lcascJ, options available, and maintenance on other provisions. 

(b) Rentals specified jx. sale and lease-b:tck agrc~.:::ncnts arc allow-

able only to the extent that such rc:1tals do not exceed nonnnl costs (such as 

~:.2pr~ci:~tion, taxos, insurance and rnn.intcnance e~~<;nscs) which wo,~ld h~ve ber~n 

incurred had thG contractor rctc;.incd legal title to tho facilities. 

1S-2ou.J7 RESEJ...!\CH Al"JD DEVELOE]i.JT. Research ~nd dev~lopmcnt expenses (so~c-

times referred to as general engineering C:A"'Pcnscs) for the purpose of contrn.ct 

costing are divided into two major categories, (i) product research and/or 

development and (ii) general research. 

(a) In the first category arG included costs for design, improve

ment, 2.nd utiliz,e,tion of a particul.:1r product or product line. The 'llloc':blc.· 
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portion of these costs are allo~vr'.blc under cost-rGimbursem~nt type production 

contracts vrherc ·the r•~scarch is r,.:ason:tbly related to the end items being 

pnrchasdd under the cor-.trt'.ct. T~1esc costs are allowable under cost-reimburse

ment tY!"JE: rcsc2..rch ~!1d developmc!1t contracts, only to the extent thelt such 

costs P.rt: di:-cctly chargeable to such contracts. 

(1)) In the scc.ond category, are included-costs 0f all rc.sC".?..rch 

Qt'K:r than that described in subp~r~~aph (a) .'lbovc. Rc.:..son~.bl2 .costs of 

::cncrnl research wich arc not othcr~·risc reimbursed are allo~n1blc under cost

rc:il-:tbursclcnt type production contracts. Costs of gcncrn.l rcsc;::.rch ·"'.r': not 

allowable under cost-rc-,imbu.rscmci1 t type rcsc.2.rch :md dc'.'"t:lop~•;nt con tr0-cts, 

unle;ss specifically provided for in such contracts. 

(c) · Research ~'"'ld dcvclopMf:nt costs, rcgr.rdlsss of t!1e n~turc, which 

v1C~"'c incurred in accounting. periods prior to t:1c uward of a p<>.rticul.:.r mili

tar:>r contract ( incl,.lding amounts capitalizr.d in the costs of pr.tcnts obtained) 

shall n~t be allocnted to that contract. 

15-201-~..38 ROYALTY ?AYr,;E~JTS. This item co~.rcrs amo1.1nts paid for tr.u right to 

use patents~. Whert th0· use of such patent is necessary for the proper pcr

fomar.c·: of thE. contract nnd ~,1hcre the Government docs not nlrcat.iy ha7c a 

li c~Jnsc: or other right to usc such pntcn ts, the:: royal tics arc allo-vmblE: to 

the extent e:xprcssl~r provided for clsc~·rhc:rc in the contrc:ct or otherwise Ruthor

izcd by the contract officer. 

15-204.39 SELLTIJG Ai·iu DISTRIBi.JTIOl,I EXPEi·J s::.s. This group of r.:xpcnscs includes 

the costs of marketing, sales engine,_ ring:, sale;s promotion, s~le;sm2n' s 2-nd 

agc:1ts' compensation, nnd other related cxpc!1scs. It also includ,~s costs of 

~dvcrtising, bidding, outbound tr::'.nsportn.tion, entertainment, service ;.-.nd 

_t 
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warrc:nt.y which arc specifically covered elsewhere in this part. 

(n) Generally, selling and·distribution expenses are not allowable. 

~oHc:~rcr, there frequently arc cases in which expenses in this group relate 

in whole or in part to contract negotiation and administration and technical, 

consulting, and other services of application and adaptation of products to 

t~1r: usc 2.nd requirc:ncnts of the Government. These costs arc allowc.blc T.Vhen 

pro?crly allocated. 

(b) Ho fee, c·ommission, pe:rcentnge:,. or'·brokcragc fcG shall be allowed 

as a contr~ct cost which violates the provisions of paragraph 7-203.20. 

1)-204.40. SERVICE M~D WArul~~TY EIPfl~SES. This item includes such costs cs 

providins service in installation, training personnel in the use, operation_ 

and r.w.intenance of the product, correcting defects in the product, repl?.cing 

defective parts, refunds in cnse: of inadequatE pcrformc.nce and other related 

costs. Actual costs to be reimbursed to the contractor w.ill include such of 

the fore-going costs as must be borne by th.:: Gov0rnment under the clause of 

the contract r:ntitlcd "Inspection of Supplies and Correction of Defects" 

(See paragraph ASPR 7-203.5). 

1)-204.41 SEV:RM~CE PAY. Sev8rance pay, also co~~only referred to as dis-· 

miss~l w~r,es, is a payment in addition to r0gular salaries and wages, by con-

tractors to workers vrhose cmploymm:t is being terminated. 

The cost of severance pny is allow:J.tlc only to t~e cxte:nt that, ·in 

each case, it is required by (i) law, (ii) empl~ycr-cmployce agreement, (iii) 

cs~ablishcd policy that constitutes, in effect, an .implicit agreement on the 

contractor's part, or (iv) thG circumstances of the particular employment. 



For contract costing purposes severance pay is divided into two 

categories as follows: 

(a) Normal Turnover Severance Pay. The cost of severance payments 

arising from normal severances should be allocated to all classes of work 

being performed in the contractor's plant at the time· of payment. Where 

t~1e contractor provides·· for accl'Utll of normal severance pay such method will 

be acceptable if the amount of the a~crual is reasonable in light of payments 

actually made over a representative past period. 

(b) Mass Severance Pay.. ~he cost of .abnormal or mass· severance pay 
I 

actually made upon cessation of vrork '.rhe~ there is no reasonable· prospect of 

continuing enployment on other work of the contractor is allo~mble. The 
. . . 

amount allO\vable shall be determined by ·a:ssignirig···the .. totaf·c.ost to the period 
. . . . . 

in whic~ the severance pay was actually earned and equitably apportioning such 

cost to all business of the contractor performed during that period. 

A reservation in the.final release ~f claims.(see ASPR 7-203.4) may 

be made in the case of completed cost-re~burs.ement type contracts ~-Jhen it is 

reasonable to assume that severance pay allocable to the contract must be made 

in the future. 

1)-204.42 SPECIAL TOOLING. The term "special tooling" means property of such 

specializ-ed nature that its use, without substantial modification or alteration, 

is limited to the production of the particular supplies or to the performance 

of the particular services for which acquired or furnished. It includes, but 

is not limited to, jigs, dies, fixtures, molds, patterns, special taps, special 
.. 

gauges, and special test equipment. The cost of special tooling, when acquired 

for and its usefulness is limited to government contracts, is allo\iablc and 

will be ·charged directly to the government contracts. ~Vhen such special tooling 
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is ~cquircd it shall be subject to tho provisions of the contract clause set 

fortt ip paragrClph 13-.503 cntitle:d "Jovernmont Property" and to the provisions 

of AppendiX :S, • .;.SP~t, applicnbl"e to ..:ovcrnmc.nt-o-vm.ud special tooling. The cost 

of special tooline; H:::ich is us8ful under both 6bvcrnmcnt contrn.cts and othor 

1-rork of the contractor is allo-v;able when ~Jroporly allocated. 

15-204.~3 STr~IiC~S .-.i~ LOCKOUTS, EXPENSES OF. The situations and conditions 

surroundin6 stril~~.:s and lockouts arE. so varied that it is impossible to ostab- · 

lish a Jcnoral principle providing for allo-v1ancc or disnllo-v;ancc of costs in-

currGd during such occurr0nces. Each case must be considered on its own m0rits. 

15-204.44 TA.\~S. Taxes are charges levied by a goverrune;nt unit. They- do not 

include finGs a:1d penalties oxcc:?t as othcn1iso provided herein. 

(n) In bon~ral, taxes which the contractor is required to pay and which 

nrc p~id or accrued in accordance 1-:i th ::;c:nora.llJ accepted accounting princ:Lples 

aro c.llouable, oxcopt for ii't;dcro.l income and excess profits taxes; taxes in 

connection with financing, rofina.ncing or rofunding operations (s~e paragraph 

15-204.19); and sp0cial assessments ori land which represent c~pital imp~ove1ncnts. 

(b) Twcos vJhich arc bcliuvvd to be illegally or erroneously assos.sed 

af,;ainst the contr::.ctor, may be:: alloHod as a cost of llork porforrncd, provided that 

the contr~ctor; (1) promptly requests instructions from the contractin6 officer 

conc0rnin;; such taxes; (2) g,grecs to·comply-vrith such instructions; c:<.nd (3) i.f 

so directed by the contracting officor also agrees to take all nocessary action 

in cooperation 1-;ith aad for t:·!e benefit of the Gove:rnment, to detcnninc 'tho 

l~gality of st~ch assessment or, as the case may be, to secure a refund of such 

taxos and any interest or ;.>e:naltics th,~roon. Intorcst and pona.lti~s incurred by 

a contractor by reason of the nonpayment of any tax at th~ direction of tho con- · 

tr:J.cting offlc0r, shall bo allovJablc c.s a cost. .i.toasonnblc oxp0nscs of any 

proceeding instituted by the contractor at the direction of tho contracting 
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· · (2') A retrospective dcterr.rl.nation o.t some time in the future 

when a more accurate est:iiJo.te can be mo.de by virtue of experience which may 

havo developed. Until such detern±nation, current costs, which should be. net·· 

of current credits, may be allowed provided o.n appropriate contractual agreenent 

cnn be recched which reserves the Governnent•s right to futuro credits. Such 

recapture provisions wil_l very in the extent t:J.nd duration of application o.nd 
. . 

tine of deterr.~tion. For example, such provisions~ bo·contro.ct-wide or 

contractor-wide c.nd the deterrniru:l.tion oay be made· nt term:rw.tion of,.,o. defcnso 

contract or· defense contracts, at mass layoff ·of coritractorrs· er~lqyees or a.t 

the tieD of substnntial decline in proportion of contractor's total sales under 

defense contracts. 

15-204.30,- DELETED 

·. 
--- -I 

.. 
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(d) Pension and retirement costs constitute a part of the total 

compensetion by a contrcctor to the individuals covered qy.t~e p~, and 

nccordingly, are subj0ct to the provisions of this section with respect to 

reasonc.bl~ness of the total compensation. po.id to the individual for the .services 

rendered. (Sao 15-204.7) 

(e). The carryover provisions of the Internal Revenue Code with . 

respect to contributions under pension and rotirom~nt pl~s shnll n~t be 

recognized for tho_purpose of determining cllowable pension ~d retir.em~nt 

costs under Gover~~nt contracts. 

(f) Crodi ts which arise under pension plc..ns froo various sources., 

sue~ as dividends end concello.tion of ot1ployec benefits which ho..ve not vested 

ct the time of ternino.tion of their employment, must be tnken into account in 

an equitable ma!mer in tho dotcrnination of the allowable pension and retirement 

·contribution. Spccicl provision for those credits is usunl~ necessary when 

the contractor's organization ho.s substcntinlly eA~andcd for the performance of 

r.~litary contracts and there is e rensoncble expectation that the onployncnt of 

a large nucbor of the additional employees will be terminated upon curtailment 

of r.dli ta.ry work. Under these circuostn.ncos, it will be expected that an 

arra.ngenrrent will bo ne.do which will result, a.s nearly as mny be practicable, in 

the Governoont's receiving the benefit of these credits to the same extent a.s 

it orieinally participated in the rola.ted costs. There are two gcnerll.l methods 

which oe.y be used, individually or in conbination, in mnking such arrangementsa 

(1) A lump sum or percentage discount (of current pension 

costs) allowance negotiated and agreed upon in advance. Determination of 

such allowance is not often an actuarial problen involving a calculetion based 

upon known factors, but rather is an attempt to reach a negotiated agreenent 

as to various uncertain or variable factors in a cocplcx situation. 
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15-204~31 PLM~T· PROTECTIOn 'EXPEi'TSES. This item includes the cost of plant 

~rotf.ction measures such as wages of guards, equipment of guards (uniforms, 

.f.'irc:.~.r~1es, etc.), burglar alarm syster.lS, and fencing. For the purpose of 

co:-..tr2.ct costing, these expenses are devided into two categories, na:~lGly, 

:"c-r:.~al pl.211t protection expenses and spec:i.al plant protection exY'enses. ~Jor-

r~1.:-.:. ~~:..c.··1t r·rotection costs are allo~·1able and are allocac!l€ to all 1·TOrk in the 

:;lr.:::t... ~;~Jecial plant protection costs, ~.;hich te~. refE'rs to an e:r.tension of 

'· 
the contr::etor's normal plant protection program at the specific direction of 

tte coi.1trc:tctin,s officer or other cogni~ant Government ru. thori ty, are also 

2.~.lm-:.:l:·.1e ,md allocable to specific Government contracts req,J.irin: special 

protection. 

15-20L!.32 i:~lOf::'SSION/.1 SE~VICES - LEG.:\1, ACCOUi-~TiiJG, ENGTI'l:E~-::1\.L·~G JUJD OT!-CR. 

(a) This item includes the cost of professional services rendered, 

~ .. .rhether performed by thE c~ntractor 1 s Ol·!Il em~loyees or by the members of the 

particular profession separately cngar:cd. These costs generally arc allov.:able 

1<·>sn reasonal:le in relatio!l to thr;; !:::crvices re:·ndcred and are r1ot con tin c.::nt 

u~"'!on -:oc covcry of the costs from the Governmc:1t. 

(b) Factors to be ccnsicitered (a,.,on~ others) in detErmining the 

allo~ .. r2."uiJ.ity of costs in a !J::lrtict'.lar case arc: (i) pant patter.:.1 of such costs, 

p~··.rticularl~r ir.. the years prior to the award of Governr:tent contrr.cts; (ii) the 

impact of Government contracts on the contractor's business; (iii) the nature 

and sc:>pc of managerial services exp~ctrd of the contractor's o-;m organization; 

( i v) the naturE of a"lly conflict of interest ·which may exist bctucea the con-

tractor n.~d the U. 3. Governncnt; a1'1d ( v) ~.1hcthcr or not the proportion of 

·Jo~.rern:Tient production of the contractor's total production is such as to in-

fluence the contractor in favor of incurring the cost, ps.rticu.larly whr.re the 

se:i."'ViCE!S renri.ered are not of a continuing nature and have li ttl£ relationship 
.... 
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officer to determine the lc6nlity of such an assessment or to secure a refund of 

· such taxes, interest or pcnaltios for the b~nefit of the Government, sh~ll also 

be :J.llouablc as costs. 

(c) Any rufund of taxes, penalties or interest thereon shall be 

credited to con~r-:tct costs in the proportion in which contrr..ct ~osts. absorb the 

costs of taxes, inturost or penalties. If at the time the refund is rt.:.cciyed by . . 

the contractor, no defense contracts arc being porform~d, the amount othcnrisc 

to be crDditod to contr~ct costs shall be paid diroctl7 to the ~ovornmcnt. 

15-204.45 Tit).DE, BUSIN~SS, "'\l~D PriUFESSIONAL ACTIVITI~S. 

(n) 2··Iomberships. This i tom includes costs of membership in trade, 

business, and professiona~ organizations and such costs aro ~llowablo when in-

currc.;d in accordance \·!i th the following standards: 

(i) t:kmbGrships o.re consistent with th.: 13Stablished praci;,ic0 of 

the contractor, particularly his pr.?..cticc prior to the c.v;.u-d of .iovornmL;nt con-

tr::cts. Ho:·rcve:r, if tho nature or volume of tho contr::.ctor 1 s production had 

been ~ltorcd significantly by uovcr~~cnt contr~cts, departure from the prior 

pro6ram may be justified. 

(ii) >!hen the or;anization is u local one; is pr.imarily for 

tr~dc, business, or professional purposcsj and memb~rship would be cxpoct0d of 

all similar business fir.:-~ in the business community. Tho costs of social,. 

cultural, or recreational activities of such or~anizations nre not allowo.blo. 

(iii) If tho or~anization is regional, national or intcrn~tional 

in scope, membership therein should ·~c h0ld by a majority of like firms in the 

s amc industry. 

(iv) ThG costs must bG reasonable.. In determining reasonableness 

of p~rticular membership costs which appear to be excessive, a review. o£ the 

n~turc of the activities of the organization ~ay be necessary in order to reduce 

tho allowable portion of th~ contr~ctor's membership costs to an amount which 
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1r1ould, in effect, exclude a contribution to lobbying or public relations activities-

(b) ··subscriptions. This i tern includes the cost o.f ·subscriptions to · 
which 

trade, business; professional, or technical periodicals or services/arc allm.rabl~ 

uhen incurred in accordance with the contractor• s established prc..ctice c:nd the 

costs are re.::lson2.ble in amount. 

(a) This i tom includes the.; costs of pre1)arint:; and rnaintaininb a pro-

Gram of instruction· desi~ne:::d to increase the over-all offcctivGnoss of em})loyc;es. 

Included ~re the costs of tho director of trainin6 and staff, trainin~ materials 

:.nd tc:{t books Nhen tho trainin5 pro6ram is conductud bi tht; contractor; and tui-

tion, fees, trainini; materials c::.nd t0xt b~oks when the tra:l.ninJ is in educational 

institutions. 

(b) S;.:_ch costs which are limited to trainin6 for specific jobs in the 

:.;lant are allOi·rable 't·Jhen propcrl:/ allocated. 

(c) Such costs for zducational advancement v1ill not be allCY..;ed except 

in scientific Gnginecrin~ and technical fields related to the contractor's busi-

ness, Qnd then onlJ if it c~n be establisted that the value thereof to the indi-

vidue.l cmployt.e was cqui t,.::..bly tn1~en into account as a part of th0 total compen-

sation of the employee. (See para~raph 15~204.7) 

lS-204.4 7 Ti(.A~-rSi'O.:.tTATI0i'! ...:tl?...;;~~SES. Transportation. expenses i~1clude the cost of 

frei~llt cxpr8ss, cartagG r.1nd postage: rel~tint; ci t~1er to s;oocls purchased, in 

process, or dolivcred. 

·ihen such costs can readily be identified with the items involved they 

may bG di~ect0d.costod or added to the cost 9f such material. (See paraJraph 

15-204.24) .!h..;re identification 1."ith the materials received cannot readily be 

mndc, inbound tr:1nsport:,ation ex9cnse. may be chetrged to the ~ppropriate indirect 

E:Xpensc ~ccounts, provided the contractor follot-rs a consistGnt pr~pedure in this 

respect. Outbound freight,. if reirr.bu~sable under the terms of the contract, should 

be tr0ated as direct charges. 
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15-204.48 TRAVEL EX?ENSES. This includes costs of trc.nsportation,. lodging, 

subsistence c.nd incidentc.l expens~s incurred by contrcct.or personnel in u 

trc.v0l st~tus while on offici~ company business. 

(n) Travel-expenses: incurred in the normc.l course of overcll 

ndministrntion of the business nnd npplicable to the entire business ere allow

cble when properly nllocnted. 

(b) Travel_. .. expenses directly o.ttributcble to contr:ct perfor

m~ce mcy be chcrged to the contrcct in accordnnce with the principle of dirGct 

costing. 

(c) Subsistance .:nd lodging including tips or. simil·r-incidenttl 

expenses mc.y be reimburse:d ci ther on c.n c.ct·uc.l or per diem bc.sis. The b.: sis 

selected should be consistently followed. 

(d) Costs of premium tr~nsportation may be cllowcd when it is 

shown to be necess:.ry to purf'onnc.ncc of the contrc.ct.· 

(c) Entcrtcinment expenses c.rc not c.llowable. 

(f) Costs of personnel movement of' n special or mass nc.ture ere 

allowcolo only when authorized or cpproved in w~iting by the Oontrccting Officer. 

15-204.49 UNCLAJJviED WAGES. Unclaimed w~ges ere compensation ecrncd but not 

claimed by employees normally represented by p~ checks not presented for p~

ment c.nd lic.bility to such employees or former employees for s-ums left over 

from runounts origincl.ly drcwn for pcyrolls. 

Unclaimed wo.ges, previously reimbursed to contrc.ctor will be 

reviowed c.t intervcls_ c.nd prrticulorly o.t the completion of the contrc..ct to 

determine whc.t portion of these unclc.imed wa.ges shell c.ccrue as n credit to the 

contrc.ct or subsequent refund to the Government. 

Costs should reflect n credit for unclnimed wc.gos b:.sed upon 

o.grcement ns to the. amount thereof rensonc.bly expected not to be pQ.id 
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subs..;;qllcnt to th.: dc.tc of complcticn c~ settlement. In this event, all un-

clQ.imcd Ht.zc lic.bili ty rests -..1i th th0 contr~ctor. ~-wh.:n such c.n ~gr(:.~me:nt cD.n-

not be r(.;: c:·;·:;d, the ~ovcrnm;:;nt will c.ssumc.; li.:.bili t~,.. for r::ymr::nt of unclD.imcd 

wc.ec.s ~nd clim:Ln.:.tc c.ll c.llcwc.ncc:..-; ther0for from r;:;imbursemLnt .to the con-

, t.r~.ctor. 

' '· ., 
' '\ 

' 
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1$-200 SCOPE CF PAl!. '1'h18 part, ..U tartb prir.ac1plea aDd nmtarda to. the 

determiD&tiaD. aDd allGraooe at can. .iD OODDIOt.iaD v1th -

qrpe 0011tracta and ooa~ t7Pe 1J1111oaatinca thaNaad8r tor pn

our81118Dt ot nppl1ea, eerri.aea1 ~ reseanb aDS~ waft 1IUb 
OCIIDei'Cial ~tlODa IDCl vit.b ~' iJIIw.au..c. bailal . 
OCIID8rcial type aoooaatiDI ~· 

1$-201 BASIC PRIICIPLES AID StiiJlARll$. 

(a) Co!poaiti.OD ot 'total Caef.o !be ~ oaR of a _, 

tJpe contract i8 the-"' ·- ot (i) tba ell~ cU.reo' OOit'ta, (il) tM 

prope:r17 all ooable porUcm ot all owabl.e 1Dd1reot oana lllld (111) app11 oebl• 

!DDcme ad other Cftd:1 t.a. 

(b) racton AttectiDs l.ll.GnbUitr ot Coste. !M lu~ to be ocm

llidered ill ~ tbe el]OAbW.t7 ot con. taolJJde (1) zwuoaabl .... , 

(11) applicaticm ot ~ ~ ~ prlDaSpl• lad pr80t4au, 

(111) aaniae ot pod ndDIM Jwlpen\ 1D :I.Miift'8DM ~eon ml (S..,) .., 

l.lld.t.at.i.ODB u to tn-a or .... t.e ot oon i'- -' tortll SA tld.a bft 2 at~· 

Seotion IV or otJl8lw1ee 1DOlw'.t 1D tbe OOGWaet.. Pail.uN tlo .. tlaD UJT 

ita ot ooet .ia thia part ~ DOt 1DteD'ed to~ t.hat. 1\ i8 erl.t.ber eJl .. lale· 

ar ut ellcweble. 

(o) CNdiu. !be app15oab18 pens. fit· 'noaae IID4 ~ ONdS.t.1ddob 

... reJ.&tecl to arsr al1oncl oan 1d1l be andltell ,-. u. a.an1 tat> .s.a.r u 

• recbaotiQD ill oaatnot. -oon .. b7 -a .. ftttad. - wa.. . 
. . .. . ~. .. .. . . .. . . ~ . . . 

(d) Ccmtractor'• Aoo~·4· Sptea. ·!If.~~ 
noold kMp'na ad approN1 ot --. oaaAutaP'I ~ ........ tlllll 

pnottc. .. M\ td 1D tb. ·~ m..- (S.. ASP& 7-IQ).T). 
·. ; ... , ·"- . . ..... 
•. ~.· _:.y: . . : . ~;:. . . 

::. .... : .... ·. . · .. . . .: . . ;_' .. · .. ~-~. . . : 

---- ·:::-::~~~~~~~~:~::~:::1;e~t~~:·->:'- - --
--~---------------

.. ·, .. -:'-':' · .... · 
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l$-202 DIRECT ccmrs. Subjeot to the prodsiaaa· at paNINph l.S-201, al]Gf

able direct coste are t.haee ita. ot ooet, cr aarep.te tbaraal, 1lhloh cam be 

idantin.ed apecitic•1 '7 vit.h . art¥ ob3eot1va, urrioe, pNSn~~ or pro.1eo.t UDMr 

tbe oantraot aDd are chlqeable direotq t.hento. Jta.1ar it.. ot coR ft9d''7 

~t1tiable with the oantraot ar with other wrk ot tbe oaa.t.ractar should be 

charged direc~ ~ereto. 'lh1a pr1Dc1pla -.:, otM!l be applicable t.o such 

ato., u vell aa the nomal it.. ot JD&teriala aD4 procluot.:l.Ye labor. Honnr, 

it IIU8t be app1.1ed oODSistaltJI' to t.ha ooat1ag OJt. both dtlteDM 8D4 DCID-det ... . 

proctDot-11 or aerricea, W. tba OGDtrutor 18 &DP~ecl ill edxecl ~ 1a 

arder to produce equitable renlta. When the accoaaU.Dg ex, .... ot ci:S.not 

co.t.i.Dg at li1Dor ita~ 1IOQlcl aoeed the Naul.U.ag baDatita, iDd:lnd•l 1t.., 

otherviee al.lowabl.e aa cl'J.zteot. ooete, ~be t.reat.ecl u 1Ddinot eqm••• 

l$-202.1 Dlllmt MlftRIAI3o 1be aoet ot c11Not, •ter1als iDaladM tiM oan 

ot item~~ purcbaaect, aupplied., ..autaatarecl or tabriO&tecl, vhS.ch cter ~ 

into tbe eDd product or vh1oh an 11884 or COD8UII8Cl d1Notq iA oe~DDMt1aD with 

tundab'ng a,_,h pNduot.. 

lS-202.2 DIRBCT LABCB. !be coat ot ·cU.reot labor iDo'ud• ea1ar1ee aclv .... ·· 

speoitioal.11 1dentJ.fiable with 8114 ~~ oharpabl.e d1reotq ~ the per- . 

f01 11"U'\\e of the OODV8ot or otbazt Vcirk ot 1iM oaaUIIo~o I\ ..., a1IJo iaalade 

other uaooiaW 008tl nob u ~ taae.aa4 wozlalal•e o•ai--ntaD-1...- · 

ace, vbere it. 11 the utab''•becl ~ at tbe ocatftat.ar 'M ~ U.. -: 

items ... part ot d1reot labor ~. 

15-202.3 oiu& DIBBCT ccms. Wlllin otbiar ita. ot oaet. _.. ·obalpd dS.Not.1l' , 

to tbe o.trut. OCIDII18tct wltla puqNpb 1$-102 ..... the ~ --. - .. -.. -·.· 
• • • • ;~ f.. - ._,-...:.... • 

claaaari.Nte that .. liN ~- N1aW ~ the pert_._.. ~ ta. OGD---

..... :.~;!~t;~:(~'-
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tract. When, however, itala ~chargeable u iDdirect coste 8JW 

charged to a Ooverament contract u direct· cons, the coat ot aieil•r it.. 

applicable to ot,her work ot the oont,ractar JIUBt. be el4rn1Mted from iDdirect 

costs allocated to the oODtracto 

1$-203 DmiRECT CQSTS. 

(a) Indirect coats are upeDSas vhich are iDcarrecl tor OCIIIIIOD ca- Joint 

objectiYea, are accumulated. tar aoooautiDg purposes b7 -departactal ~dtT

or other logical cost -group~ aDd are charged to tbe contract. aDd. other work 

ot the contractor b7 a prooeaa ot flllooaticmo -"aoh al•ant t-beNCit 1s subject 

to the llmi tations ot this part, as to allowab1 l 1 ty o 

(b) No specific roles can be stated a8 to the method ot allocation at 

i.Ddireot costa because tbe actual o0Dd:1.tion 1ll each 1Datance IIIUSt be taken 

into account in determin1Dg tJ1e moat suitable method or methods. 1'be obj actin 

should be the seleoticm ot a method or methods which w11l distribute the iD

direct costs 1n the taireat a:n4 JDOSt equitable marmer poeaibleo Tbe .tbod 

used 1n coDDect.ion with Govamment contractu JIUBt, in order to be aooapt.able, 

oontorm with general.q aooeptecS accOUI1tiDg praot1ou, be appliecl OODII18tent.l¥., 

and produce equitable rasultao Azq- a1pit1caDt cbup, such u in the nature 

ot the business, the volume ot aalea, the valuae ot proctuct.i.cm, m&DataatviDI 

proceasee, or th8 products beiDa producecl, mar l-equire reoaiiiddarat.ioli--Qt--·tbia-

methods prerioual7 iD un to c!etezld.Da whether. tbe.T ccmtiDua t.o be equitable. 

Further diacuaaian relative to ·aJJocat.i.cm ot tJut __ :S.Dd1~dual oatepriea f4 
•• .••. •••• f. • ~ . 

1nd.irect ooata wUl be tOUDd ill th8 subparagraphs belolr •. 
•' . . ··-~ ~. ~ .. 

tur1ag aDd prod.ucticm •• ,._. .. ~mn at .ooete 1lh1ah &N •o••lll7 to tile 

proc1uct1ve process u a vhDle all are ~ read'lT eub~.Ot_ ~ t.ftat..t u 

.· ·.: ·~ .. .£ •. 

.. • J.- .. : •. • •.... 

... · ._.:,. ... _., -.,... . ~·;:~?!~~~-i· ~- <F~~-·~ 
.! ~:.~~--'-·: _· --, 
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direc~. coats 1D accordance with paragraph JS-202. Al]ooat1GD ot iDd1reat 

manutactlJ.ring aDd. proclucticm ·expeD8ea em a time basil, such aa direct labar -

man-hours or machine-hours, ia a method which generall.J produces accuraq aDd 

equityo Other acceptable bases, iD appropriate circumstaDCes, include direct 

labor dollars (exclusive of overtime premium), units processed and Irime c08ta 

ot units processed. In same iDstancu, it ma:r be D8C88S&r7 to departmantalise 

or establieh cost· centers in arciu to distribute equi~ the :lDdireat ooeta. 

The factors to be consic':ered 1n d.aterm1n1ng the extent at departmaotalizatiro 

or establishment of cost centers include variet7 of products,- cwnpled11J ot 

processes and relative labor aDd facility requirements for t.he varioua procluate. 

I 

lS•203o2 n!DIE.ECT ENGINEERING EX.PE.JGES. Indirect engineering expensea con-

sist chiefly of ecgineering administrative expense aDd general euppl1ea. T!ieae 

expeneas arise out of engineering act1Titie8 which 1Dcluda· product cleaip, 

tool design, experimental davel.opaent, manuf'acturi.Dg ~ procluctiGD davelop

ment, layout o! production li.Dea, daterm.inatian at maob1Da methods 8DCl relaW 

blueprinting and dratti.ngo 

Indirect engineering exp8D8&8 should be alloco.t&cl to the 'benetitecl 

activities, i.eo, the contract and other work at the contractor on the bui8 

ot direct engineering IIIBD-houra expanded, direct eugineeriDg labor d.allars, 

or other equitable baaia. HOTE: Direct costa ot enp neeriDg activitJ.es aboald 

be charged directJ.J to ~·. beDetited activities, ·14.··~ tbe con~ aDCl otbar 

work ol the contractor 1D accordauae with paftsnph 15-202. 

lS-203o3 INDIRECT SELLING AND DISTRIBU'.l'IC. ElPDiSIS. 1'be expeaa• ill th1il 

group consist ot items which represent, the coat ot -.rkatiog the contraotar•a 

products and include sales prcmoticm, advert1sin&. d1stribu.t1GD costa ad 
~.:.. . ' .. ~·.. ·.-: .. 

other related 1tama. GaDeralJ¥, such upena• ·are not ocms1c1encl to be 
... :.._. :~. 

. .. . :"!~. · ... 

- .... - ...... --------------

. : ;' 
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alloca.t4e to Govazmant coat-reimbura..at tn>e ccmtruta tor t.he reasoa that 

·'::--1· marketi.Dg, . 1D the ord1Dar;y caaercial aaan, 11 not uoeasarr tor doiDI buai• 

( ·· ness with the Govarmaento Howenr, in aoae iDStaDcu, depen41ng upao .a 

( ahori.Dg of ·benefit to, or necessity tor, the performance ot the contract, acme 
.--

expenses which ordiD&r1ly are iDclucled 1D th18 group f4ll7 be det.eminecl to ccm

atitute allowable coats.. Because ot the special pz-oblss that arise in th1a 

area, it i8 usual.li .. cleairable for :tJu1 contractor to idelltit7 1D ita reoorda 

by meana of subaccoanta or otherv18e, the 1t,ema ot tl1ese ezpenaes cOD81derecl 

properq allocable t,o tJovarameat, ocmtraota. · 

l5•203o4 GENERAL ANt ADMINISTRATIVE EXPENS~. General aDd adJdniatfttin 

expenees consist at costs incurred in the overall management, nperriaicm aD4 

conduct ot the bus:f.neaao Any recognised method ot allocating gezwral ad 

administrative expense 1a acceptable prodded. equitable results are thereby 

obtainedo Some of the genorall.T recognized baaea are u f'oll011111 

(a) Total costa incuned (exclusive ot pneral aDd Mm1niatratin 

expenaea 1 but i·JCJ.uding matel'iala purchaaecl) • 

(b) 'lactaq iDput (charges to wort in pzaocaaa or- equivalent acco=te). 

(c) Coat at goocla ma.nutac turedD _ 

(d) Processing costa (direct labor, ·plus dinot aDd iDdireot procluc• 

tion costa, sclusive of direct matarial)o 

(e' Cost ot aal.M. 

(t~ Sales. . .:. :. ~ . i ·. t... .. . . .f •. 

AmoDg the taot.an that ehoalcl reoein coua1darat1Ga 1A cJ.etemln1ng vbatGer tbe, _ 

ruulta are ec{Uitable are (1) the cost pattem ot t~ Govezwt contract. 

(tu.t ia, trhe percatap at the total.oOBt at~ ocmtract. uolwd.Ye at. 

paaral and ad!d.niat.rative apaa•, Npreaated b7 eaob ot t.he aenral con 
CQIIPODmtll thm .. at) 1D relaticm to the coet. -~ttenl tor tbe plat, ar aotirit.7 ._:,·: .. · 
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u a vh~e, aDd (11) the ultiate objectift ot di.atributiOD ot theae axptmaee 

in appradmate ratio to tbe I8D8ftl 8Dd adnr\nist.ratift .tton iDYol.ftd ill t.be 

tvo categories ot vorko 

The "total costa 1Dcurrec!" basis Wul uauall1' result in an equitable 

distribution ot expenaa where the oost el .. nts which make up tbe base are 

representatin ot all act.1Y1tiu which require general adminiatratin U¥l 

auperviaing etforto, .. The "aalea'' baaia 1a uaaall.J not equitable where tbare 

1a a diatarting protit f'aotar a.Qd t,be ooDCUrreDC7 ot salea with proctucUaa 

varies between Gonraaent ADd co.aeroial products. ID the enl.uatiall at theBe 

&Dt1 other methods, consideration should be ginn to 8117 signiticant variatic:aa 

of inventories between accounting periods, variatiODB iD tbe ratio ot oootract 

inventory levels to all other invantorr levels, and. 807 other relnaDt futon 

euch as those mentioned in paragraph l5-203(b)o 

l$-203oS BASE PERIOD FOR ALLOCATICii OF INDIRmT EXPENSES. The base period 

for allocation ot iDdirect expeaaee should approximate the period ot contract 

performance or shoalc1 be repreaetat1ve at tbat period. The baae period. 

should be eufticientq lODg to a'fOid iDequitiu in tbe allocat.icm ot ooat8o 
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- 1.. ID aooordaaoe d.tb peNINPh 6 ~ t.be A8PI. el •A M ot - -
2/9 /SL, th1l Subooad.ttee bU pr"o 11 4ed. 1G the red.raft.ila& ot 
Senicm XVo 

2e tbe Suboa.itt.M bu Nlfrit\c 8Dd ap-ted tbe iAVo
ductoz'1 •ter!al :I.D Part. 2 ot tbe Seot.i.GD.- .l oow ot t.bia eft.-t. 
1a attached. WhUe oaaaideNb18 ts.. bM b._ ••pve'ec' ill drafU.DI 
t.hia in~ ater1a1, it llhoalc! be DOted tllat, BMib at it. 1dl1 
appear ill tbe introducUcm ~ aci:eeqast Pan... Part. 1 bM bee 
reserved BiDce 1t. ia ~ar, ad caaot. be wt•t.. ~21" 
until all other Parts han been NY1aecl. 

J. Parsua11t to tM Md.U..Webeter q:ra at. ot 3/l/SJ&, U. 
ASPR Ccaait.tee aa4 t.he otf1ce ot the ~ nN di.NoMcS to 
liDdertake certa1D wart ~ "vi.t.h a nt~ ~ 
at 1deu to iDcorporate aU buio prlnc1pl•·· Sh1a procr•• lie
part, 1a aw.i.ttecl ao that 1ihe ASPB Ccwd t.t.ee oaa OOIIplJ wit.ll tM 
directiOL . 

4. 1'be Suboaa.i~ u aot.i...q proaatfln& witb tiM 8eot.1aD 
XV reri.a1CIIl oa a ooe dq a vtlk ..ua& bald.a. 

a. L OAt;np 

Cbaina. 
S.U.. D SUo '*'-

.•. • ··:·. ··:·· "'!""'". -~·--· 

-. -. ·-:-\'~~~H~~i~ 
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DEPARTMENT OF TIIE ARMY 
OFFICE OF· THE ASSISTANT CHIEF OF STAFF 1 G-41 IDGISTICS 

WASHil~GTON 251 D. c. 

4 December 1953 

ME!iORAl-IDtn!I FOR: CHAIRtdAN, .ASPR COMMITTEF. 

SUBJECT: Proposed Section XV of ASPR, Draft dated ~<l!ember 1953 

1. The undersigned members of the ASPR Section ·viii Termino.tion 
Subcommittee view with apprehension the tar reaching effect of the pro .. 
pos€d Section XV upon the area ot terminations which, in our judgment 
and experience~ has required special treatment that sets it apart from 
other elements of the proc-urement process. . The Contract Settlement .hct, 
the Joint Termination Regulation, and Section VIII of ASPR were all pre
pared along a br~ad bac!:ground ·of Government purcLasing but were devoted 
exclusively to ~1e specialized field ot termination. The preliminary 
examination which we have made of Section XV disturbs the SUbQommittee 
in that the proposed new Section does not a.dequately cover the necessary 
provisions of the present Section VIII, Part 4. 

2. At no time has the Section XV Subcommittee called uoon the Te.rmi
nation Subcommittee tor its views in connection with the substance of the 
proposed draft of Section xv, d3.ted November 1953, as it affects Section 
VIII. Hence, the Section VIII Subcommittee feels it is necessary to re
quest a reasonable p~iod of time in which to prepare and pres~nt its 
obj actions to this draft. 

--. 

Albert Alberi, Air Force 
Albert Kornblum, l'!av.y 
Lt. Col. Brooks c. Preacher, Army 

... . - ~' /· 
. : ./~ .··,:· :·- :..f~~J (~ _ _</.A.~,-- ~:-JFt: .•..• ., ·-·: 
BROOKS c. -PREACHER, Lt. Col., GB 
·Cha~man1 Section Vni, Subcommittee 

... 

, 

·.·].·.···· 

J 
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SUBJECT:· .. ·case 5.3-44r ReVisi.on: .<J$.·· Par~ 11 2·, :· 3 and 4 of Sec~~on XV 

;:L. Attached are drafts. ·or. Parts 11 2·1 · ·:3 anti. 4 of Section XV which have 
been revised in the light. or ~e conunents ·receivec:t._~·om t)le. ··v~~.ous echelons 
of the liili tary Departments • 

2. Set forth be~ow are. the. issues develope.d at S_ubcommi ttee meetings 1 
which represent, except for Comment ''I"., .the .unariimous ·vielf'S ···of· th~ Subcom
mittee versus those of the.OSD Comptroller's. representatives. The OSD 
Comptroller representative's will present their views. separately.· In- those 
instances in whiCh the Subcommittee recommends deletion in the attached 
text, th~ mater:i.al in question has been bracketed C J so that· it niay be 

·more quickly identified. · · . . · 4 . • • 
. . . . . . ·'' . ~ ... 

A. Para, 1.5-10l(a.) (See page 1501) • The. Subcommittee· recomr,lerids 
. ·deletion of the second ana :chi.rd sentences. . 

•••• 0 ••• ' •••• •• 

The Subconu·,li ttee position is that the substance of thes~ is not 
questioned, but their prcDoncc.in this Regulation uill unduly delay·negotia
tions by inviting ~~ecessar,y requests from coptractors for special treatment 
in· the contract which might not otherwise occur or be re·quired. Furthermore, 
utilization of specific contract ,provisions .. to cover unusual .circumstances is 
stand:ard. procurement practice which obviates·. the necessity for reference to 
such prAct~ce· in this Section. 

B. Para, 15-lOl(b) (See page 1501) -~_The Subcommittee members be
lieve that the text, in its present wording, require.s that·. Part 2 of the pro
posed revision be inc.orporated in· 'aU ··cost-reimbursement· type contracts. It 
is felt that this is inappropriate with respec.t .to contracts .with educational 
insti tt1.tions in that subparagraph 15•202( el of Part 2 has ·no ·applicati·on to 
contract costing with such institut~ons and woulC~1 therefore, create confusion 
and misunderstanding. It is believed that .there should be a separate part 
of Section XV. devoted entirely to costing of ·contracts with educational or 
other non-profit' ,:i!nst~ tu tions. which do. not u~e commercial cost accounting 
systems. Wording which '\fou1d serve to give effect to the foregoing is as 
follows: · · · .. 

n(b) Cost-Reimbursement e Contracts. Cost estimates shall 
be deve+ope and eva.J.uatea,, and reim.b\l,rsement~ to the contractor 
!or costs .incurred shall be determined, through the application of 
these cost principles arid s·tandards.. ·In t~e case of prime contraets 
With commercial organizations, and wi. th educational or other non
pro!i. t institutions which have. ~qrnn:lercial.. ,type cost ac~ounting 

. sy~.te~,··part .2 and Parts 31 4· ·and S (as appropriate t6 the type 
ot t-lork called for by· the contract) ~ha;Ll be incol:1)orated therein 
by reference in each instance• In the case ot contracts with educa
tional or non.pro:t:i t institutions, which do not have colilraercic.l ty,t)e 



.: :- . 
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'<~ .. ,] •.. . :~··~:q.]·(~t ':~.\~.: ';·~ ~·-· ::. ~ ... ·::• ... 
cc~t ~ccountinr- ;.;r;tc~;·, .. P~tP·6-al:illp .. bZ .. il1cor::>orb:ied therein by 
rcforC!1CC il~ O~C!l ir~.Dt~l~CCe · _·.11 eost-rcinbu..rsc~ .. ..ont tiy)t.; SUbcon• 
trnc.ts rihnll incor~0r~tc b:y .. rl.fcrcnce,; tho ~pprofri~tc Part or Parts 
of these cost principles and standards, depending upon the nature 
of the •ork called for in the subcontract and the type of organiza
tion with which the subcontract is leti ·- For .. the purpose .of· det~r• 
mining the appropM.a:te ~t or .. Parts to be incorporated by reference 
in cost-reiinbursernent. type#, subcontract's the: criteria herein outlined 
for cost-reimbursement type prime contracts will be applicable." 

The above·· te~t ·. coritempia tes .. a:ssignment of Part 6 to Cost -Principles and Stand
ards dealing With. educational: or 'other non-profit institutionS. 'Ihese comments 
also apply to paragraph 1$-101(c). · 

•. · · · c. Para. 15-lol( c·) (See pages ·15011 +502) ·~· This Subcommi ttq'e has . 
pl-eViously submitted this issue for cohsideration on the sub~tituti.on of. a ·new 
paragrapn (c) oo page 1502 for thh one in brackets proposed by ·osn Coralptrollcr. · 
The .'·substitute paragraph not in brackets is the· position of ·the · ASPR -Committee 
on this "issue.··: · · · · 

..:., 

D. Para. 15-io2~3 (See page 150.3) • The Subcoimnitte·e· reconunend~··dele
tion of the last sente1:1ce. 

... -
The Subcommittee position is that :this ·~tatemerit-:is not'··appr.6pri

ate for inclusion in cost·prirlciples as such and belongs more appropriately in 
·section ·III of ASPR. · ... : .... ·. __ . -·· 

E. P~a. 15-105 (See pages 1505, 1506.) 

(1)• 'It is recommended that tne ·.second and third sentences- :and 
·the first· word ·or· the fourth sentence be deleted. (See page· 1505.) 
The Subcommittee position is the same as .for 15-102.3. above.· : · 

. (2).' The· Subc.onu1littee recommends delE?tio~· o+ _.t;he .laqt· sentence. 
(se·e page· 1506.) The Subcornmi ttee position ·is that··thi.s last-.sent.ence 

. ; is an open· invi·t'at~on to contractors to conceal or withhold :actual . . 
product costs iri favor of presenting only product line· costs ·where it 
is to their advantage to ·do so. · kSPR 3-101 provides that procurement 
by nego"tiatiori · · · 

Uwill'-be· made to the best advantage of the Goverm1ent, 
prl.ce and ()ther factors considered, Negotiatioo shall 
thereupon be· conducted, by contracting officers and 
their negotiators with due attention being given i;o . 
the following and an.y other appropriate fac~~rs: 

.(a) qomparison ;:r prlces. qt1oted.~. and. :consideration 
of other· priees for the same or ·.similar. ·supplies' or 

. services, wit,h ciue'rega:roto production cosw." 

The refereiice· to "'or .simi1a.r···~upplies or servj.'C:es 11 in the·:above·· quota
tion frori1 Section III ·is adequate without reiteration 'in ~e·ction XV, 
to perralit l,l.Se of product line COS.tS When only-···su·ch COStS are .. available, 

. . ;. . ... ·• .::.~:·: , ..... , ._:;•:.· 

.l: ., . . - ·-#' 
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The sentence it:l ~e propos.ed ASI1l- 15·1051 w~ch is··r_e~qmmended.t'or 
de·letion, ·wquld· .. p:e·rrnft ~-- ciption·~tQ. the contr~ei~or···which would be 
contrary :to. ,.~the .bfJSt adv~:t~ge ... o~·: the Government"· in those cases. 
in'wluch.·the actua~· .. prodU:ct, 'c9sts ·are. available, and its inclusion 
11 in:order not to impose. impracti~ai'+equirements QD contractors for 
cost es·timatesn· i's considered 't,O ;be ,bqth dangerous end contrary to 
-~~sti;lg f14ncl.amental policy •... · .. · · · 

F.· Para. 15-106 (Se.e p·~-e··is66)· ··~·The Subcommi:tt~e reconnnends dele~ 
tion of the last two sentences ~ paragraph references. 

· The Subcornmi ttee position on this recommendation is the same as 
that taken pn Para. 15-161( a) above. · . . : . . .. 

G. Para. 1$-106-! (See page 1S06) .. The Subcor,mdttee recor,1mends dele .. 
. ·. tion or this entire paragraph. . . . .... 

The Subcqmmittee position is that this reference to. the Inte~nal 
Revenue· Code should be deleted since (l) ·the Code was·not designed for deter
mination of costs under· contracts, (2) the Code is subject to constant change 
by laws, regulations,. and court decisions, and (3) military contract negotia
tion and adr.ti.nistrati<;>n personnel are not trained· in·. the intricacies of the 
Code ·nor do they have ready access ·to the Code or its ~~visions, or the time 
required to .keep up ·with the changes,· · 

H.. · Para. 15-110 and 15-lll (See pages 1.5081 l$09) - The wording of 
these paragraPhS places undesirable restrictions on the operations a( the 
'Tili.li tary depar:tments in _the condU:ct of their business. 

The Subcommittee position is that·no necessity is seen for such 
restrictions-prospectively nor are any past events knmtn whiCh would offer a 
justifiable reason for l~guage more restrictive with regard to thie proposed 
Section· x:J than the treatment afforded the othe~ sections of AS.PR as contem
plated by the currently proposed revised paragraphs on implementations and 
deviations in Section I or this Regulation. ~oreov.er,.the reservation to 
the Office of the Secretary of Defense for exclusive judgment as to necessity 
m1d consistency as contemplated by paragraph 15-llO(c)' is inconsistent with 
past ·practices in matters ~i'ecting ASPR.. . . · 

-· . 
I. Para. 15-3ll.2(a) (See._page. 1513) , .. The Subcommittee recommends 

that an assignment be· made to the .Editing Subcoliliilittee to develop a standard 
contract clause· where'Qy the qovernmen:t; may_ exercise ·. i. ts option on tne p~_cing 
of materials and inventories at the date of .~e contract in a-manner consist-
ent with this subparagra~h. • .... • .:.· ~ 

J. Para. l5•3lle2(c) (See pages 1Sl4-l.516). · .. _. ··.fu:~·Suboommit.tee recom
mends deletion of the paragraph in bracket~ propqsed by :the ·:.osn:·,comptroller 
and the substitution therefor of. a new-·pm-~r.ap~ :~ <fra!ted .... by.-the Su'bcommit:tee 
on page 1$16. .- · :. : .. · · · 

. - . . . . . . . . . .. ' .. .... 
·The Subcommittee position ··i.'s that ii;s. redraft ·nas . the de·sir·~ble -.. 

feature of emphasizing treatment o£ inter-company sales on the .basis. of cost 
to the transferor and of deeru.pha:sizing an:y i'nterpretation which ·.might ·.result 
in the pyramiding of profits • . 
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K. Para, 15•:U3.}(d) and .(e) (See pages 15311 1532). • The Subconnnittee 
recommends tha: t the brackete.O. ma teriai in these two para.gra~hs ~ ·deleted. 

' ' ·.... . ". . ' . 
The Su bcommi tt~e· position is tba. t the· nia terial ·l-!hicli.··i t rec.onliJlends 

for deletion 't-rould 'permit a ··contractor to elect the depreoiati·on of ·assets on 
the basis of ;an appreciation in their,value by ·re.ference, tO· .. ne\lrrent pri·ce 
levels by the use of a general pri.c.e. index." ;.·such ·a concept is" objected to 
for the following reasons: .(i) it.will result in· an unwarranted additional 
cost in Government procurement, (ii) in periods of rising pri'~_es c~tractors 
will take the election ,of using current market index but- will ·resis.t its use 
in periods of falling prices, (iii) a substantial a~strative burden is 
created for contracting.officers and audito~s since current book values would 
never be static1 and (iv) the concept is not· generallY recognized· by the, 
accounting profession. · 

. . .. 
L. Para. 15-313.9 (See pages 1537-1539} - The Subc9mffiitte~ recomraends 

the deletion .of the bracketed parag~aph proposed by OSD· Comptroller and reco~ 
mends adoption of the revised paragraph on page l539.a~ draft~d by the Subcom~ 
mittee. · 

Tho Subconunittee position-is that reoonversi.9n costs,; exc;ept for 
the· removal of ·novernment property and restoration and rehabilitation costs 
caused by such removal, are incurred for the ·benefit of future productiOn ·and 
·as such should be pro;>crly charged only· against future production and not . ;.: . · 
against past production. This is considered to be in conformity with commer
cial practice in ·that reconversion costs are ·normal~ charged ~o the new line. 
of business rather than the one being discontinued. As applied to Government 
contracts this mear~ tl1at we would pay the cost of converting the contractor's 
plant to our work but we would not pay for reconverting back to conrrncrcial 
work. It may be noted that at the end of WWII a :definite stand was taken 
against allowance of these expenses ·- see the cost princip"les included" in 
Appendix A of the Joint Termination Regulat~on which, under the .categocy of· 
excluded costs, reads as follows: · · 

(b) The expenses of conversion·ar the contractor's ·facili• · 
ties to uses other than the performance o! the ·contract. · 

The Subcommittee very strongly feels that procurement should be acc·omplished 
on the basis of reasonable prof:Lts to contractors for the work that they 
perfor.m in·producing end products as· beiBg the. contractor's ~ntire.~onsidera
tion in entering into Government business as compared.with·rema±ning in · 
commercial business and that the allowanc:es for reco'nversion costs· .shoUld 
not be used as an inducement to contractors· to accept government business. 
Moreover, on the basis of ·pa~t unsatisfactory expe:;r;i.ence~ it .is known that 

- such costs may run .to ~ery subs~tial -dollar aiilounts~,-. . 
' .. ~ 

N, Para. 15-330.6 (See page 1559) • The .Subc~ttee reco~ends 
-deletion of tlie bracketed ma~~rial· ·iri ·this paragraph~' ::·_ · ··: ·. ·: · · ' 

\ ' ' 
The Subcommittee recommends this deletion since it is'believed 

to be inconsistent to recognize a cost policy for .~ower. t:ie:r.· subcontractors 
which differs from that for prime c·ontraotors ·.or their ··f~~t.. 'tier subc.on
tractors. Further~ many cases .exist where!. pr-; :contractors :.~f3··· ·:cilso -sub 
and lower tier subcontractore, ·.····· ."(:_; 
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3. Paragra)h 1.5-350 (See pages 1563-1565) of the Revision contemplates 
the deletion of the eJ:isting text of fj,SPn 8-402 and the substitution of an 
ap:)ro;>riate: cross.rel'erenoe to the revised Section 'XV. .It is reco:mmenc~ed 
that the paragraph be revien·red. by the Section VIII Comuti.ttee. . 

4. Since the Suboorm.1ittee effort was directed principally toward the 
basic concepts of the ;JrO?osals in accordance w.i. t!1 the instructions of' the 
ASPR Committee, -the necessity for eA."tensive edi. ting is recognized •. 

J. LL. Railing~ Lt. Colonel 
R • .4·.1.· Ieee 
E. T. Cook 
A. c. Sawalliseh 
H. T, Critchlow, Lt. Colonel 
L ... B. Th.omaa 
H. H. Gallu~J1 Chairman 
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EMDMlmtDI IUl THI OKADHii• M .OOJIU'l •.. 
: - ~-.. 

: .• .::: .. • •·'· .•"~- l··: ~ . 

SUBJJX:TI ·· case S3-lab, · ReYS.don ·ot SaCticm XV · · · · 

lo This. Subcomittee .. atteDdtd tb& AS.PI Committee .Mtu.c oil ·.' · 
October 13, 1953 anclwas tnatnl~. (.A). to ~- ·t~aa ~ ot .-
1S·101(c) to· state the use. ~t w1U be JDBde .of -Seot1on XV b7 e~~ · 
tractinS _oft1oera 1D neptiat1Jlg rerieed · prices ·aDd (B) to draft a . 
claun 1ncorporat1Dg Sectlcm XV ill price red.eter.ad.natioD 8Dd_1Dc..-t1ve_ 
clauses. · ;' .. ···1-: ,u-

2o With respect to probl• (A), it is believed ~t. the. ~~~e . 
1a 1D _baste agreement Vitb the. _intention of the use 111d.Ch ~ be· ada 
ot Sect1on 1V 'b7 the cOzrtrac~:lng oUicer under redtrtend.Dat1~ mid ... 
ir.centive clauseeo The problaill at the subcomillittae level appears tO 

·be a choice of word& to propar]Jr Qpreaa that mtctioa eo ~·~ .tben 
.WUl b8 no corafusiorl in aDJODe's .. ~. 'Xt is not 1Dtende~_.b7 iii··. 
cOrporation to place a lever .in the contractor•s haDda~ I~ is. con-. 
t,emplated that the members ot this SUbcO._ttee w1l1 be p~Hrrt a~ _the 
meeting~ express them.9elves ~ thls_matter~. BoWYer, ~-Ch~i~ · 
or this sabct?mmittee 1D an at~pt· ~ clarity the problem 'believea·.tllat 

. everyone agrees tbat it is 1Dtendett that Section X9 be us'd . Onl7 ali a 
yai$tick 'in eriluating the oontractor•s coat eat1matee, ~ it .18 .. ~ 
~tended to use it 'to establish the price. ·an tbe origiilal. draft _tbe ._ 
word "criteria • appears to avo1Cl the conf\lshlg phrase 11aa a ·Culde" .11tWah . ·. · ·, · ·; ·:· 
app·e~s in .the existing departmental_ irlstructiona ·naardi~Jg· the •• ~.the · . 
present Section IV in redetermina~Oli j)roceedingso .!be Wiiiston D1ctiOD817' 
define~ the lOrd_ 0 cr1tm.on• to mea na st&Ddard by Which .a_ ~co.-ren _ 
jurlgmerit ·can·be formed,· measure,_ teat._• ··sat forth below .18 a revialoD . 
of para. 1S-101(c) w.i.th three &ltei-Date second sentenceat . · · . 

.. 

. '··. -~-· ·, . 

. •,. ~ ' . 

' ·~ 

"l$•10l(c) - &,st u .but ~on ot · sever81--faciora to be -o~dand~~~ -.. ---------'-\·-··· 
1n the neg(,ti&"t,ion ot price or· -~·.negot1atil1g aettlfllilcmte .. in- the ev8at _: ;,:.·~' .. 

or te7W:::.~;) ~ ::::r~~:r::,~~:t:tf~;,: :,:}r~;;i1ti2z·· ··:·!fs~{-~~\< .. 
B!Etialioa (aa requirecl .bJ._par~PM..lr1~3 ,aDtt._:.G=iOJi).·flle -COat ·:.~ •;,.-. ":-,·~:~···_;·· ::;~~~*{(~,~~t 
princ1j)iee or standards conta1t18d. ill th18 section· Shan .be used a8 · : -- _:. . ··:·· · · ... > ·., 
criteri~::: (~al;t: :::~~···z::.~/~~:~sr;~~t~.:t.;·.,.;;;y~;~:·~;~~J(:·.·. 
!hftiatiOza (aa. riijUi~ b)r=grap!u; l$•103 .-aci 1~0Ji),._co8t .. prJ.Dc1ple~- :, .. ' ~::~;;_::;·:.::<s:,:,;i~~>~ 
. standards coutai . ·ill __ :IMHrt,1oli •atl :b8·:u8d ,:aa ·crtterta>to · ...... ; _,_,.,.~"~ :'~(-~~-
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required by parasraPhs 1S..103 and lS.lOh), tbe cost ·prlnolpiei 8l2d 
standards _ocmtamed_in tbi.s sect1on shall __ be used u crlteri:a to,de_ 
the Co~ n1 of1'1cer in the trral.utiGD ot <COst diG sii&ilUiid - .. 
con'Erac So · · · · · 

!bia appl1ea to pre•awerd negOtiations, negotiatiolle durlng or upoa 
completiOD of the co~ract, and. negotiations 1n the· e•ent ot tei'Jid.natioD 
.for the conveniebee of the ·aovernmento · Accordingl.J', Part 2 8J'ld either · 
Part 3, h, S or 6 (whichever. 1e appropriate to the tJpe of ·work called 
for by the contract) Will be incorporated b7 retereace -in (1) t.ba ·o1ause 
ot every contract entitled terldDation tor the Cl) UW'eni8nce ot the · · 
Government~ imcl (11) in au price r8determ1n~on and incentive olallses • 
Such ineorporatiaD. shall turthar prOvide that such parts 1411 be -used as 
'Ule basi~ for tbe development and su'bm18e:!oD ot cost data b7 the GOD• 
. tractoro 11 · 

•, '.• 
·.: .. ·:··· 

lo With respect to problem (B),· ·So.bc0111111ttee drafted the tollOlfiDg - · ... 
proposed provisiOD establishing the proper tom tor iDCorporaticm• .. · ·" · 
recognising that tho placement of the provision in certain· clauses 
Will necessitate a proper introductioa and reused wordiDgo The clause 
agreed upon is as follows: · 

"Whenever cost data are requ~ed by this claue to be submitted 
by the contractor, the data aubmi tted sh8ll be developed in accordance 
With the cost principles and standards set torth 1n Parts 2 ·and 
of Section XV of tbe Anued Se:rviDes Procurement ReplatioJl here~ 
incorporated herein by reference tor thie purpose0 • . 

H. B. OJLLUP 
Chaimall; SubOODmd.ttee OD 

Section XV • ASPR 

· ..... : ·. 

. ·..: ., 
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·H!MoRA.tmUM roa CBAitmu, ·&.ce~mttii .·' -,· •... 

SUBJEC'la · -·~ H .'~ ot ·~:XV.· ~.~ r ,·· 

lo ~-~ - SeotiCD 73 BuboOa.t~- ~·-~I'd b eralD&t4rc 1abe. 
COIIID8Iits or li8 v~ ~~- Gf t.he ~~ ~tinazat81d.~ ~~-
tbe dmtte ot ~ 1, a ~ 3 -or~ n. -~- ·-. ..-tl-,· ··-~ 
1atal8 ot Sllba·~--- 'bleD ra1ee4'·~-~. ti.8 u... t.opt,IIR 
with a ·discua-..~ aa4 • 1d.1d.daa1 ·-~-., •. sa~'-
:~-~,..~~~. s. .. t . .tGrtla~. ··: .. ,· -. . •. . 

· 2. Iesue • .$1JGnl_d ~--XV ~ t.. ... :I . .Oluldca .ot .the NV1n4 .. ·. 
east,~ lD ~~with -~·~a:r· ~-----at ,. ·Jri,oe :·· 
or an il'J08Dt;1ft olaDH ~a ..matoq ~-~ J;aat•l · · . · · -... · _· .. · ·· · 

,· . 

3. ·Won • Par.agraph lS-lDl(o), :u -~ .., tbe ••laDI t. 
CODIDint, pt:Od~ -!'or the ~~tart ~udoD_.:ot· • -~~ to SeOttaD ~ ~ 
all price ~t3Dn aDd imcxtd.ve ol•uaU~ · ~ .__. paragraph )lrCJI1dl4 
that, 11han Seot.i~ U .... ~~ s.n· _. .. OJ~'!''"'' ... foUcwdDSVaUhi be applicable: .. . . . . . ..... _.... . . . . . 

•can 1a but ..e ot enwal taoton w be oanaideed.iD the 
mgot!at.t.On .~ priaea; ••••• ~... . lD ~-~: oo.t';d&ta .. a bui8 
for ·aegotta1iioD, tbs. ·GGI*t~J*'iDClplaa 8114 ~ Cozztcd.Ded lD tldj 
Section iball b8 ued aa aft.tarla tar t~~e·8talDatlCID ~ OOIIt,·cS&ta 
SD.lmd.tted bj c~~CJtcn. ·• • · ~ .~ · · · · -~ · · 

. ·:-. . · .... ·. '·· . ., ·.: :': . 

... ~ . ~-: . -

':··:. 

• ·,.•l 

" ·', 

It Vas caatarqllated • tbe SubOCI'IId'~ that •. ~~ proViaioa, SaDaz.- .. 
para~ the ~ at tba aboft ~ _..,ld be dtiYelDped tor ,_,,., ca 
1n an ~· ~tton ud iDcaD.tlve olaa8e•. · · · · ·· · 

· ..... 
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~~~1~;i;:;r;~:~;,;~~~~~:Li~~&~~,~~1~1t~ 
Lto Col. Jd l-fo ·--Railing concurs.ldth the maDdatoiy View but Nai~ ' .- ::.;,: . 

. dcc!.isicn unii.l the incarpora.tion clanse is deve~. · ,,, __ 

' .. :··:·.-- -

(l) \1ith respect to pacing~ thi" pbi~op!v" tendS to an 
over£,.'-emphasis em cost, b lieu 'Of prlceo .· Price ia the important 

· farr~or o Coat analysis, althau.~ ·a pr1ma· technique, is but ana 
of m~ teclmiques ·or ,ardstickD avail.a.'ble 1D a negotd.atoro . .'I·t· · ·· 
~-e emwiderad that the mandatory feature of tbis. draft Vill ·CaUB& . ·_ 
~th Government Mgotiators and cont~nctors to· become p!"aoccupifld 
tfith costs to t:J:l& detl'iment of sO'Ulld, priciD£~: ·._· .... · 

(2). 1he mmdatal7 feai~e ot ·these ~.provisicms ·'Can result . 
on:t.,v in ~olaageci negotiations.,.· In ~-absence .of explicit ·ill- . 
atr11cti.ons as to wbat detaUed infarma:tion 18 to be turnished ·in 
eost estimates by prospective eantractoits ·(othSr than that. -.su.cb 
information must conform to the principles) -s · 
tlil.1 a.-rise: .and there lltll be a ·natural tandeDey on the part of 
nsgotl~;w!-:,.~ ... ~t !~ moretidetailobe ~~--vendfr or rela~~~ he»~_ . :·--.-.. ·· ever, tt:v!~~ w~ ..u.u.orma on ·Ou~ ·om prcspeu.,..;.ve 
contrac~s v:tth a mnirnurn of cD.eeomf'i'b.lreo · I~tore important, 
there w .... ~ll be demands .from many contractors t.llat spec;tfic itEms 
o£ cost be. :spSlled ®.t in fixed price c.ontracts subject to. price · 
redeterroina:tiono Based on experience .under Sectlon IV as it 

-~- 4 " ·-. 

applies to cQSt reimburaable .contracts~ it will take time to .. . ;\,;;~ ... _. .· 
resolve. ma.tJy ot the di.ffexences ot opinion .am .interpratatiou ' ·:. ,, ... < •• :_;<:';e_~-:~:.'_;·:r<i/ 

that are ~ouDi W arise 1n this ·area. · .... · ·· .. ·.· .··· •. ··>;~~~?~, 
(3) . !:lore u.q)lwds tdl1 be placed,:~~~-· than .~totare . ·;l~/:~c";f;:iit~'~~;~~i~J.t:~.' 

b.v buy.Lng personnel in the pricing tielde OVer~Msis on audit · .. ,:·_. .. :.;:·1.;{>~:-:_-
ia cun,antl;r recognized as a ·difficult probl.a. and procui-emmt •. ·.· :' :;.,:.<{:;;!~i~~~}·: .. 
and audit personnel·ot the ~ Farce .-b&va: been :attemptirlg ·to- ·:: .. ::·>~~:;j(.',;:::-::.~-~~\?.;~~~~~-: .. :: 
minimi,u tbis ·prob~· .:lier.etofo~l -:~ .. -~gotiatQr .~ .t·o :be· ·?·:~;.;:;:>:. __ ~}~.;~~ig·;;:;l·:;_:-: . 
prepared to daf~ a. price. A:s -a·'reeUlt.·ot this mAndatory cOn- . · ., , ... '.~-"'· .... -· 

' cep"' ·he will_ ~ow'~ ·to rdaf~ 'in· ·add1t1.~.-Jto ·.·the price •;t;h& ... u:./· . . .. _: .:~~~r~.::~:.<::.:. 
elem!anta ·of ·cost :o~ing the ·price .· ·fo .. aat1&17 ldmaelt ·1r1 ,-,.-.'Y~·-·: -~"' · :.-.-:·,:~;,n~L;- .. :,..t:{i.··· 

~······ ''~·'"1?~;;;~~?"&:'1tf:t' : . 
\.:.,~:___---~~---:----, --c-_ ..__,....-_,_-__;~~----~-"'":"'"'----~'---"-'-=-'-~-___.:.~~~~-....:.-:;::;;;o.;..~-· 



-,: 
::.. 

.... , 
) 1 

OFFICE OF THE ASSISTAi,TT SECRETARY OF DEFENSE 

Washingt·on 25, D. C. 

Supply & Logistics ·17: September- 1953- . · 

~1ElviOR.AliDUl1 FOR THE CHAffiHA.N, ASPR .COl·fi~b:'i'TEE. 

SUBJECT: Case 53-44 -,Revision of· Section XV - Contract Cost Principles 

.. 
I. PROBLEH: 

To amend .. the report . of xhe Patents Subconuni ttee on the subject 
material in memorandum dated 16 September 1953, in view of action by 
the ASPR Committee at its 15 September 1953 meeting_, rejecting the 
Subcormnittee's proposal for a paragraph 9-107.6 dealing with the prob
lem of allowance of costs for support of contractors' progran~ for both 
product research and improvement and for general research. 

II. REC OlV1'·'1ENDAT IOt·! : 

Referring to Tab A to the memorandum dated 16 September 1953, . 
delete proposed revision of paragraph 15-313.11(c) and substitute the 
follmtJil1;S ~ 

"(c) See paragraph 9-107 for instructions as to patent 
rights to be obtained vJhen research or development work is 
called for or required in the performance of a contract or 
v-:hen allowances are made for costs for product research or 
improvement." 

III. DISCUSSION: 

1. V.Jhi1e the Patents Subcommittee report connnenting on subject 
case is dated 16 September 1953, it had actually been con~leted and 
processed for reproduction on 14 September 1953. The report of 
16 September 1953 was predicated on acceptance by the ASPR Cow~ttee 
of the proposal for a new paragraph 9-107.6 eontained in Tab A to the 
Subcommittee's report on Case 52-77 - Revision of paragraph 9-107 ~ 
Second Proposed Revision of Section.IX, ·contained in memorandum for 
the Chairman, .\.SPR Committee, dated 4 September 1953. When the last 
mentioned report was considered by the -~SPR Connnittee at its meeting 
of 15 September 1953, paragraph 9-107.6 was rejected. It is therefore 
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necessary for the Patents Subcommitte·e to revise its· proposal for 
paragraph 15-313.ll(c) in its 16 September 1953 report to conform 
with the action by the ASPR Conuni ttee ~ 

:~T~U~ :'· 'ITTTEE 

~; W, Seevers Navy) . 

~q. .. L:"' 
··~~;11~~ 

fr~nk D. O'Connell (Air Force) 

~·~~ 
~y -V.Harris, Chairman (OSD) 

·,. ··: . 

. :·· .· 
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:~sm ·-coivJi.tttTEE 

P!~TENTS SUOOOl1I'rl:TTEE 

·ca:se ·s;-44 :~ · ·. 

TAB B 

16 Sept. 19~3 

Proposed Revision of Section XV.,;.. Contra£t.Cost 'Principles 

Proposed Revision of Proposed Paragraph 15-313.11 

15-313.11 Research and Deveiopment·. Research and 'development ex-

penses are incurred either ·as a rc·s~1.1t ·of '\vork required in performing 

the contract or for programs of general research· or 

product improvement maintained by t!1e contractor, which programs are 

separate from and independent of the work which the contractor does for 

his cu·stomers under contract, and must therefore be supported by the 

contrc:lctor from his profits or personal funds, or by grants, or by 

charging to his customers as indirect costs in their c·ontracte. 

Product. research or improvement is that effort lvhich is directed 

tm;arcl the solution of specific problems encountered iri the design or 

prodaction·of a particular product which has or is anticipated to have 

military or commercial use. General research is all other research. 

In the event that product impl"ovemerit is done under the name of general 

research or if there is confasion between or intermingling of general 

research and product improvement programs of a contractor, the total 

effort shall be regarded as product improvement. 

The costs of programs for product research or improvement or for 

general research are subdivided into costs of' cond~1cting and perforining 

the Hork under such programs and costs of administering such programs. 
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(a) Work llequirod Under the Contract. Research and development 

e;..~enses required or approvecl by the _contracting officer in performing 

the contract are allowable as direct co.sts -. 

(b) ~s of Programs. Costs of programs for product research or 

impr·ovcment or for g0neral research are not allowable except as specified 

hereinbelow: _ 

(i) The proper share of the indirect costs of administering pro-

grams for either product research or improvement or for gen~~al 

research is allocable to all classes of work, including Depnrt1ncnt 

of Defense contr~cts. 

(ii) . Costs of conducting [',nd performing tho Hork under proC:.uct 

research or improvement pro:;rams are. allove.ble in Departr.1ent of 

Defense contracts for supplies or services-but only_ to the extent 

tl1at the ;-mr!: done under such pl .. ograms is applicable to said supplies 

or services. Such costs may be allocated to DOD contracts 1,:-i th tho 

fc;llm-ring limitations : 

(~) The costs are current, i. e., are incurred in the con-

tractor's accounting period or periods d~J.ring Nhich the contract 

is performed. 

(B) Tha costs are L1cu~cred in accordance 't·rith the contractor's 

established practice. 

(C) The costs are not reimbursed to the contractor under 

separate contracts for research or development. 

Suah ~onto sbllll not be allowed in ·nOD o.lloeatcd to Doparbnent. of 

2 



... 
·~: ' "' .:.. -- - ~ 

' ...... !. 

.. ·~ . 
' .. 

(iii) The cost of conducting or performin~ 1-rork under general 

rcsea.rch programs is allocable to all classes of Hork, including 

Department of Defense contracts, and may be allowed 1-rith the follo"r• 

ing limitations: 

(.;.) The costs are current, i. e., are incurred in the Con

tractor's accounting period or periods during which the cm1tract 

is performed. 

(B) The costs are reasonable in amount. 

(C) The costs are inc·~..lrrcd in accordance vli th the contractor 1 s 

established practice. 

(D) The costs are not re:Lmbarsed to the contractor under sepa-

rate contracts for gencrGl research. 

(E) Tho contractor's organization is not devoted prii·ilaril.Y to 

research ·t-.rork, as distinct from manufacturing. 

3 



. . . ~ 

-';' -,. -: . i 
~ 0 .... 

.': t•" !.- ·.-

,:l. .. 

- •' 
. ~ . ,- . . . ' 

· .. _' "•\ -' 
~ 'I"' 

.. 1 ) 
L, 

.......... 

- I 

! 

OFFICE OF · Tlffi ASSISTANT · SECRETI~Y OF -DEFENSE 
I . ". .. .. . 

washiPgtOn_ ?5,:. n. c. 
,· 

Supply & Logistics · 
. 16 September 1953 

11EHORANDUI'1l FOR THE -CHAIRivl:J~, ~·~PR COHNITTEE 

SUBJECT: Case 53-44 - Revision of Section XV - Contract Cost Principles 
: ·' 

I. PROBLEN: 

To comment on proposed revision of Part 3, Section XV, dated 
18 ~· .. ugust 1953. 

II. REC OIVIf··lEND: .. TI Oll : 

.o.. The Patents Subcommittee- recommends as follows: 

1. In paragraph 15~313.ll(a.) and (b), changtS the·· term 11product 
research and development 11 vri1erever it occurs to -- product resear·ch or 
improvement- --. 

2. That paragraph 15-313.11(c) be revised to read as shown in 
attached Tab ~~. 

3. That paragraph 15-313.12 be revised as shovm in Tab : ... 

B. T!1e Patents Sube'ommittee attaches as Tab B, a· re-write of para
graph 15-313.ll(a) and (b)-which it believes states ·more ·definitely the 
intent of this- paragraph· and which will avoid misinterpretation and mis
application of the paragraph. 

III. DISCUSSION: 

1, · Reason for Recommend:~.tion I is that the ·term 11prod~.1ct impJ.~ove
menti' is believed to be in current usage 'to a much greater extent· than 
"product development" for ·describing ·:the ·situation to 1-1hich the defini-· 
tion refers. 

2, Revision of Paragraph 15-313.ll(c) is recon~ended for the 
following reasons:. 

a. .Cost allowances should not_ be dependent upon whe~1er patent. 
rights are· obtained; rather, ·patent rights. should be obtained whenever 
amounts for costs are alloHed in su.fficic::nt quantity or proportion to 
justify an equitable division of patent rights developed with Govern-
m£nt funds, · 
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b. Patent rights should preferably be expressed in terms.of 
a license to make or have made rather a waiver of royalties. The term 
"l-Jaiver of royal tios" is generally thought of as applying to the folloN
ing s:Ltuations: (1) whore tho Government-is purchasing from a liccnsee
ma:1ufacturer who pays royal ties to. the licensor patent 01-.mer, or ( 2) where 
the Government is itself a licensee under a royalty-bearing licenso. It 
is ;.1ot cuatQl:lary, nor is it accounting policy, ever to allovl patent 
royal tieG to the patent owner 1vho. is al::;o making and selling the item 
co7arcd by the p~tent. 

c. The subject matter of subparagraph (c) is of substr.ntive 
nature dealing with patent rights, and therefore should be in Section IX. 

3. Chc.ngc marked 1'W11 in 15-313.12(b) is urged for the following 

a. The st1.tement th~.t "Royalty costs may not be bonn fide 
under the folloHing circumstances" tends to imply·that they nro not 
bone. fide in such si tua t:J. ons, especially in vie-w of the tcrm:inolog;,r 
used in describing tho si tt,_c..tions. It is believed that tl1erc should 
be no i'L.1:5lic;J.tion of a connection betvreen bad faith and the circu.mstance, 
but r::.ther a suggestion tha·t t1:w situation is one in which bnc1 fn.i th is 
more likely to occur. 

b. There. is no rcq~-~.irm'i1cnt in the language of the 18 .'6-ugust 
1953 draft that the situP.tion be reviewed or examined. 

4. Change marked 1'X 11 presents third and fourth situations wl1icl1 
arG self-explanatory. 

5. The recommendation for deletions from paragraph 15-3l3.12(b) 
of the matter designated as Change uyu is for the rea.son that this pro
vision with respect to reasonableness of tLe royalties in a bona fide 
ag:-ce~nont is basically unfair to the contractor. l'Totwi thstanding tho 
fe.ct th2.t t:1e royaltie~ are p,~ye.:)lo to the persons named in subpG.ra
gr.~:phs (b) (i) and (i.i), the obli::sation to pay the royo.ltios is a cqn
tr<·:tctuc..l one entered -into by and between competent contracting parties. 
Therefore, while tho Governme~:.t becau8c of its control ·of tl1o situation 
mi,.;ht o.isallovl the payment of the royal tics to the 'f\ontractor, a,s a cost 
in a cost-type contract or as an clement of price in a negotiated fixed
price corit:r.:':ct, tho bontrt:'.ctor nltlst. nevertheless pay the royal tics. ·Dis
alJ.ow2.nco by tho Government of the royalties provides no relief to the 
contractor against his oblig2ti6n to tho licensor. He must therefore 
po.;r the. royalties out of his p~cofits or out of blo separate funds. The 
Patents Subcommittee docs not boliovo it is falr to ask the contr2~ctor 
to do this. There is no objection to tho disallowance of the royalties 
if they arc·not bona fide, or if they arc obviously unreasonable, on 
the ground that here the contractor is only being penalized for his 
om1 incompetence or ·attempted sham. 
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ASPR COMMITTEE 

PATENTS SUECGM][TTEE 

·.. 'Case .. 5.3-44 

TAB A 

16 Sept. 1953 

Proposed Revision of Section XV - Contr~ct Cost Principles 

Proposed Revision· of Proposed Paragraphs 15-313.ll(c) and 15-313.12 

(COl1POSITE DRAFT) 

15-313.11 

the option of the.procuring agency, cost al~owances fo 

research and cie-;e~ wor!; may be made contingent 

agreeing to waive any royaH;r ~e:,!.Y all patents previously 

obtained or which ... rnay be ·o~~e··~.e e f frroom. such work, to the 
·~: ·~ 

extent s~3;}Calt"r€s are applicable to defense worK;-~ly 

or ..i·nd-ttectly. . -....... I 

·~------------------------------------------------------------------· 
(c) See pa~agraph 9-107 for instructions and an appropriate con

tract clause securing to the Government patent rights when there is 

allowed a cost, either direct or indirect, for product research or 

improvement or for general ·research. 

15-313.12 Patents and Royalties. 

{a) l ... mortization of the cost· of purchased p·atents owned by ·a 

contractor applicable to products or processes covered by a contract · 

is an allowable eleroont of cost to the extent reasonably allocable to 

the contract. Research and development costs leading to patents are 

treated in paragraph 15-313.11. 

TAB 1 .. 



. ; .-
I ,.• 

. ;"',' 
.r•' I'· 

. ''· 
-~ ~ .~ .. -_ .. 

.I 

6. Thoro is also tho objection to the me.ttor proposed to be 
ckle:tod in Oh~nge uyrr that the test as to the amount of the royalty 
ci1.~rgc which is to be a:]..lowod appears impossible of application. How 
uoulcl the amount which would JC allowed to the contractor under tho 
lJrovisions of 15-313.11 if the pt.~tcnt were owned bJr him be determined? 
Paro.grnph 15-313.11 is related to costs of rcsGarch or development Hork. 
\:Jh.~t ;-.ro tho costs to this contractor of research or dovclopmC;nt vmrk 
1..rhich he did not do and lvhich he might not be equipped to do? Over 
v-:r~1at period of time. arc such costs to be considered? It should also 
be pointed out tl1.ry_t thoro is no correlation between tho costs of rc.scarch 
2nd development work and tho v."'.luo of tho p1.tont produced under such 
work. 

7. It is believed that che.ngo marked 11Z11 in paragraph 15-313.12(c) 
is i!!orc completely descriptive and more informative of the si tu~;i:.ions in 
which, or methods by vrhich, tho Government may have acquired patent rights 
than a mere rofcrC;ncc to Section IX. :~lso Section IX docs not begin to 
cover tho situation. 

P~TENTS ~OMHITTEE 

BY1 ."'~ 
George W. Seevers (Na~J) 

W,.a~ 
cf~~~~c~~ 

Frank D. O'Connell (Air Farce) 

~~-~. 
-Ra0'r. Harris, Chairman ( OSD) 

l:..tt::-.chmonts - 2 
1. Tab A - Prop. Revs. 
2. Tab B - Prop. Ruvs. 

.3 
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(b)-.- ·-Royalty costs are allowable if bona fide and reasonable. 

Special ca·re should be exercised in determining reasonableness of 

royalties in cases in rmich ·amounts were arrived at as a result of 

C W less than arm's length barg~~irig ~-. Royalty. costs aay Ret. 9e ee:aa i~ee 
H -
A UQell·should be reviewed for bona fides or- reasonableness in the folloH-
N 
G ing eiPe~~~a:aees situations: 
E 

~ . 

C X 
H 
A 
N 
G 
E 

(i) Royalties are paid to persons,. including corporations, 

affiliated Hi th the contra-ctor·. . •:' . 

_ ( i~) Royal tics _ ar~ pai'd. to unaff-iliated .persons, lncl1.~d:b·~g ·--

corporations, upon patents formerly owned by the coritrac.tor. lvhen 
• '•1 .•• 

the costs of ·such patents or the :research and 'devcl_opmen_t ·-~-~1~ -- ...... 
. . 

thereon "t>rere substantially· recovered through_ cha~es against the· 
.......... 

'" ..... 
costs of defense business. ... ·····-:-. 

(iii) Royalties are paid to unaffiliated persons, inclucii~ 

corporations, under an agreement entered into in conternplatibn 

that a Government contract would be awarded. 

(iv) 
...... 

Royalties are paid under an agreement entered into after 

tbc award of the contract without the apProval of the contracting 

.officer. 

C Y *H ei~ae~ ease ~i1 eP ~iit Peyalties will &e ~imitee t.e &~ea eaapges · 
H 
A ae Mi~a~ ee eetePMiae~ ~& ~se ~teat. W8P8 :eWReQ &y ~Ae 89R~~ae~e~ iR 
N 

.;, .... 

G aeeePQasee wi~A ~ke p.e¥ie~&Rs 8' ~~& paPagPa~A.aR& paPagPapa *;~3~3.~~ 
E 

Pe*at,i:vs ifae _Pee.eapea aaa fiieve~e;oEE?:a~ •. 

.(c) Care should be exercised in preventin-g charges for the use of 

patents when th~ Gov~rnment, ~ :fact, already has right~ to_ such patents. 

TABA 2 
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., C 2 fS&8 e9e~~eR *Xr ASP.Rj The Government may have obtained a royalty free 
H 

N 
G 
E 

license or title to patents as a result of contract clauses such as 

contained in paragraphs 9-107 or 9-112 ;=9-112 is renumbered 9-108 in 

the Second Proposed Revision of Section IX 7 as a result of settlement 

of claims, as a result of the employer's right in employees' inventions 

Erovided under E. 0. 10096, ~~~esult of a royalty adjustment settle

ment, or as a result of separate purchase or gift. 

T:..B i 3 
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OFFICE· OF Tit; S~f£l'ARY OF DEl~SE 
v/ashin{:ton 2~, D. C. 

· 24 July l9S3 

SUf;JECTt Proposed Revisioll of Section A.V 

lt) This SUbcoiJIIli ttee is presently considering the basic 
,.:oncepts ot Part 3 ot subject Revisiono-

2c In reviewing paragraph 15·31Jt'lS entitled Jraxas, t.his 
Subcomnitteo took the position that questions concorni:1g ;-s"ha:li 
taxes lli"lould be included in cont.ract estiro.ates .end rei:nbl..il"Sa ... 
menta a.re prjJUaril.J" technical questions or policy a.nd law ~-rhich 
do not tall trithin the departmental responsibilities of the ~~ub-. 
com:d +,tee members o 

3o In v"iew or the above, it i~ una.nir!cusiy ~~~cc:ir:!::-.>?.nded 
that paragraph 1$-JlJoJ$ ce refarre<l to the Tax .Cubcv~;lLlittae f-:Jr 
accelerated consideration of the basic concepts tihich should cs 
included in the proposal for coordination purposeso 

Ho Ho . GALLUP 
Chairmm 
Section l"V Subcorn.nlittee 

...... ·, 

-. ·,. 
.... ' ~ . 

: . . 
: -.... 

' .. . ' 
'i- .' ',. 
~ ~: ; ... 
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PROPOSED REVISION 

Q!: 

SECTION XV 

CONTRACT COST.PRINCIPLES AND STANDARDS 

24 J~ 1953 

15~ Scofj ot Sect.ion. Tbis. sect.ion set."l! forth, in geDBr&l. principles and 
standards tor ({: the determination of costa under contracts with a Department, 
and subcontracts tbereunder, Wd.ch provide for the . determination or the histor
ical (actual)· cost of performance thereof and ·(ii} tbe preparation of estimates 
·or coat used iD tbl negotiatioD or administration ot contracts with a Department, 
azul of ~contracts thereunder auQject to the review ·or approval ot a Department. 

15-ool Ettecti ve Date of Section. This S.ction shall be complied with on 
and atte r · , 1953, although compliance ia authorized rroa the 
d•te of ita iasuan~. 

PART I - INTBQDVCTIOI 

15-100 ~copt ot Pan. This part seta fo.-tb instructions conceming the 
uae ot tbe contract coat principles and standards. 

15-101 Applicabilitxo Tbe coat principles and standards set forth in 
Part 2 ot this section, as implemented by Part 3, Part 4, Part 5, or Part, 6 
ot this section ( ~ichever im.pl8menting part is applicable) shall be tollo•d 
in the preparation of all coat data used in the negotiation and administration 
ot contracts with a ·nepartuent and ot subcontracts thereunder which are subject 
to the approval or review ot a Departmento In addition, and subject to the 
requirements of pa"'graph 15-104, these cost principles and standards shall be 
followd in deteru4Qing cost under any contract ld.th a Department9 ·and any 
s~contract thereunder, ~ich provides tor the dete~nation or the historical 
('"ctua.l) cost of perto:nnance thereof o · Except as otherwise specifically provided, 
t}le same cost principles and standards of this section app~ to the preparation 
of cost estimates a-. to the determination o! historical {actual) costs& Nothing 
cpntained in this M,Ction shall be construed (i) as prohibiting the absorption 
bJ' the Contractor of all or &D1' portion of any •lement or cost or (ii) as re= 
quiring the allowanoe in the negotiation o! con~ract prices all historical 
{actual) coats determined thereundero · 

15-102 Use of Cost Estimateso In general, cost estimates shall be used 
iJl negotiating .. ccnt~cta, and modifications thereto affecting the contract 
consideration,. unless other adequate valid prici~g criteria existo Though not 
neceasar:U7 adequa~~ in 8ll7 g:L ven situation, examples of such valid pricing 
criteria are: · 

\ ,· 
-' 
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liENO~!Pill-f_FoR P.lli:· CHAIRMAN,I ·~p~· .·cohtliT't.EE :~:·.~ .... . 

stmcr~c·±··=· -~visi~~· o~ Sectio~ xv. ~ c~s~ :~~bh ... · 
'· . . . 

. .. 

... . . · .... ·.·· .. 
; .. 

. :. . . 1. . In accordance· with i tern 19 of the· minute.s of'. the_ ASPR Committee 
, . · :: :mee:tirig "of 9 ~e l9S3, · tl?is. Subcommittee ·proceeded on an a~celera ted 

~.·Q.at?is, .tp consider Parts l·and 2 of the Deputy Comptroller's proposal • 
. ....... · : ' ' . ··: . ,. · .. 

· · 2. The Suticommi ttee t s initial consideration· of' Parts l and' 2 has 
been comPleted and attached is. a Second Draft of these Parts~ ··AgreemeJrt, 

~1.'@-s reached ·~dth representatives of· 'the Accounting Policy· Divi·Sion· (OSP.) · 
except · for the below li.sted addi tionai changes which are unanimously 
recommended by the Subcommitte~i. . . . . · . . 

. . . ·-· 
a. Delete paragraph 15'•102• TRe:··expl~atorr Jneiterial. in ·' 

this paragraph is more appropriat~ for inclusion· in a >:-' .. 

· . pr~face1 ne·t-rs release or some other media of publication. 
· · ·It·-''is; ~co&tP.:~ed :tpat this paragraph may have some value 

for indust~.a~:.~69rdination and if left in for this purpose, 
sh~uld b@·.·AAl~~ed':'prior to publlcatio~ 

•• :.,;.~ .r.r.~ ........ ': .·J •·. 

be··. · ·Re-*:i.Be parP,g~~ph'; i5-105. Revised paragraph should define 
_which :p:aregraws· ';pf Parts I and II (in adcli tiop to 
subsequent·pa~~1: are appropriate for inclusion in 
contracts .:~· :···~·co·a·t principles and standarcUI. 11 As an 

. initial~ cops~der~tion, it l-10uld appear that all of 
Part I and paragraphs 2031 2041 20$1 2071 2081 2091 212 
and 213el are not appropriate for inclusion in specific 
contracts.. This recommendation can be best accomplished 
by segrega tLng into· different Parts the paragraph to be 
incorporated in the contract and those of an administrative 
and informative nature. 

c. Delete paragraphs 15-.202(c) and 15·208. · · These references 
to the Internal Revenue COde shoUld be eliminated since 
(l) the code ~s not designed, for the determinatio~ of 
costs under contracts, (ii) the code·is subject to 
constant change by lm1s, regUlatioM1 . and court decisions, 
and (iii) ld..Uttr:Y conttac1i · DBSO"'daMD* aid· adrGD.i atratio;n 
personnel are not trained in the intricacies of the 
Internal Revenue Code. 

·. 
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de The last sentence of 15-203.3 and tne second and 
third sentences· ot 15•204 concer.n selection of 
contract tYPe arid pelong more appropriatelY in. 
ASPR Section III. Hp1-:ever1 pending Oo"lerage of 
these subjects 111· Section ni1 ·there appears to be 
some justification for their inclusion here. 

e.· Delete parap;raph ~207. This par~raph relates to 
profit policies arid the ASPR Committee has appointed 
a Subcommittee t"o' undertake "the formulation. of policies 
in this area. This para.graph has been revised for the · 
benefit of that Subcommittee and it is~recommended for 
refe:rral there~. · Upoh the :adqption o~ a DOD policy 1 · 

cross-reference thereto in this Section is recommended. 

· 3. The· Subcommittee did ao~ consider that its assignment included 
"coo.rdination respons.i.bility l1.th · ~ther elsen:ts c;>f the military departments. 
Attention is invited to the faet thai t-he adoptiOn of tb:l.s Secti()n 1-10uld 
requil~ the sir.lul taneous adoption of a cha~e in Section VIn. · · It is 
also recognized that ed:i. ting is essential. prior to publication. 

.. 4 •. Consideration of Part 3 of the proposal is being conti~ed on 
a three meeting" a wee!t schedule and a final report will be subrid tted 
uhen-.:the. project is completed• 

. . 

.~· 

. Lt•. Co+.. J • ~~ •. Rai.l:l.ng 
~ .N. K~ 
E, T• Cook ... 

. A. c.·Sawalliaeh 
··11;,, Col• H. T- Gritchlo\r 
~ B. Thomas , .. . 
Howard 1~rig-ht .· ... ·· 
Ha,xwry Haerker. . · · · 
H. H. Gallup . .. 
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TO: MR. ·l n. sr AJS!< e a en 

r'. ' /) ... _;._-·:· 

<-~i ·. 
· ASPR Case 53-44, Revision of Section YN 
Contract Cost Principles 

I 
I 

In connection with ASBCA case No. 16445, Appeal of Control 
Data Corporation, I would like copies of _the following documents 
(in Case 53-44 file). · 

(a) 

(b) 

· Subcommittee Memorandum to the AS PR Committee . 
dated November 1, 1955 including attached draft. 

Editing Subcommittee Report of March 9, 1956 
including attached draft. , 

I 
I . 

(c) American Institute of Accountants letter to Honorable 
Thomas P. Pike, dated 30 June 1955 including attached 
memo of Mr. M. E. Peloubet. 

(d) 
r'r"\ •'" -~ -#·,~ 

Excerpt from Committee~taklg of 14 August 1957 

. -··· - .. - -·-----~- .. ·-

t 

l 
\ 

which records the Committee closing of ASPR case 53-44 ~ · 

\ At your preference the copies can be submitted to me or to the 
\ ASBCA (Case No. 16445). . 

\ 
\ 

j 

! , 
\ 
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raised as to the effect or the now revenue legislation on d~reciation 

costing. There rollOtm a starr proposal on the subject. 

Depreciation Cost Interpretation 

15-602 Depreciation. 

15-602.1 Effective Date am Applicab:Uity. This cost interpretation· 

pertains to paragraph l$-204{d) am ~plies to payments mde tor 

deprecitl tion incurred under all existing and future contracts in which 

the contractor's taxable year ems ai'ter 31 December 19$3. 

15-602.2 Interpretation. Any or the deprecir,tion methods set .forth 

in and as limited by Section 167 of the Internal Revenue Code of 1954 

shall be recognized for contract cost purposes; provided, that depreci- .

ation is recorded ·ori that basis in the contractor's books of eccount. 

·.·, .... !:·:-_·. ~--· 

·-~--. ---.--
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PROPOSED ·REVISION 

·OF 

SECTION XV 

CONTRACT COST PRINCIPLES AND STANDARDS 

Second Draft 
.1 ~uly. 1953 

15-000 S~·ope of Sec.tion. This secti9n sets forth, in general, 
principles and standards to be applied uniformly (except as expressly 

" qualified) in the determination of. historical costs, the preparation 
and presentation of cost estimates by contractors, and the review, from 
a cost standpoint, of contractors' pr~cing proposals of those prime 
contracts and subcontracts which are subject to negotiation, approval 
or revieH within the D.epartment. of Defense as indica ted in 15-103 .and 
15-104. 

15-001 Effective D:::tte of Section. This sect.ion sh.all be complied 
wi tl1 on and after , 1953, although compliance i::: authorized 
from the date of ·its issuance. 

P~~T 1 - APPLICABILITY AND PURPOSE ----------·------------ . 

15-101 Applicability. These cost principles and standards arc 
applicable wherever cost data are to be considered in the negotiation 
and administration of contracts. In connection wit.h cost-type contracts, 
estimates of cost will be develqped and evaluated and cost reimburse
ments tn the contractor will be. determined through. the application of 
these cost principles and standards. ~ere· price· is to be negotiated, 
cost is but one of several factorG to be considered in such negotiation. 
However, Hhere cost data.arc used in negotiation, as required by this 
Section, such cost data will be developed and· evaluated in accordance 
with the principles and standards contained herein. 

15-102 Reasons for Issuance of This Statement. Defense procu1~m~nt 
is a matter of great public interest. It is important that it be con
ducted on a plane that assures i,he Congress and the taxpaying publie 
that defense materiel is being obtairH;:;d at fair and reasonable prices 
without waste and extravaganc6. It is also. important to. assure deft::nse 
manufacturers (especially competitors), of fair and equitable treatment, 
without discrimination, in contract p:r;-icing. A vast amount of defense 
materiel is obtained, especially in periods of emergency, under con
ditions where prices cannot be established simply by competitive bidding. 



,. 
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The nature of the inherent rl.sKs in defense production, e·specially in 
the time-length of contract performance, and the frequent absence of 
co1nplete product specifications, result in the· ·use of various forms of 
contracts in which prices are determined to a greater-or-lesser degree 
by the use of cost data - both estimated and· actual. The gatherine, 
analysis, and use of cost data are complex problems, both for contractors 
and.Government negotiators, as well as industrial and Gover~~ent account
ants and auditors who are more s~cilled in such matters. Cost problems 
are serious and diverse, both with respect to more basic business prac
tices and to application of appropriate accounting p·rinciples. An 
adequate statement of cost principles and standards is necessar,v in 
order to avoid misunderstanding as well as confusion, delay, and ex
pense in contract negotiation and administration, including auditing 
and settlement of contracts. ;Every defense .contractor, therefore, 
should recognize the necessity of the adoption of these principles . 
and sta:1dards in the common good - riot merely for cost-reimburseme~t
type contracts, but also for ·o-ther special type·s of contracts the use 
of ~1ich has greatly increased. 

15-103 Use of Cost Estimates. The proper ·use cf cost estimates 
requires the exercise of judgment and discrimination. ·rt is impractical 
to lay down hard and fast rules which. would 't;>e completely comprehensive 
in-this area. In general, cost estir~tes shall be obtained from con
tractors in ~1 cases except where other valid and adequate pricing 
criteria exist or the estimates 1rould not materially assist the Con· 
tracting Cf~icer in negotiating prices. 

(a) Examples of valid, but not necessarily adequate in a particu
lar case, pricing criteria to be considered for the purpose of deter
mining whether cost estimates wi~l be of material assistance include, 
but are not limited to, the following: 

(1) Competitive price proposals. 
(2) Published market prices. 
(3) Catalog.prices, including discounts. 
(4) Previous procurement experience or. the same .or similar 

items, ~~th computed adjustments of ~~e prices paid 
where appropriate to make allowance for changes in 
specification or quantities, or changes in labor, 
material and. other cost. indices. 

(b) Examples of situations where cost estimates are ordinarily 
required are as follows: 

(1) Under outright fLxed-price contracts when there is an 
absence of competition, prior experience or other valid 
pricing criteria. 

{2) Under fixed-price contracts containing price-redeter
mination provisions: 

a. Negotiation of tentative initial prices •. 



b. Negotiation .c)f firm prices .. ori' a forw~d.basis. 
c. In combination w~th historical costs to a·rrive at 

finn prices for11 retroactive and prospective 
application·. b•th . 

('3) Under incentive-.typ¢ contracts·: 

a. 

b. 

Negotiation of tentative target ·costs when firm tar
gets. c~ot be initially determined. 
Ne·go.tiation. of firm target prices and target costs, 
includirig tijose cases where the targets are set 
during t~e .course of ~he contract. 

(4) · .. Under ·c·ost~r~inibursement-type contracts: 
. .·· . . . . 

. I 

a. , Ird tial estimates ~s .. :a basis for establishing fixed 
tees. · · ·. · . · 

b.· Negotiat;i.on of. fixe~. ov~rhead rates. 

{5) Under all the above types of contracts for negotiation of: 

a. · .Co~trac-t ·pri'Ce:: ~eiiing·~ •·. · .· 
b. Contract ... ?hanges affectirig the contract consider.3.tion!' 

15-104 Use of Historichl.. (Actual) Cost~ Historical (actual) cost 
shall be used for the f~ll9wing p~rposes: 

(a) Under cost-reimburs~rncn:t~type contracts: 
. . . 

(1) Determinatio·n of allowable cost. 
(2) In combination·:With cost estimate to negotiate fixed 

overhead rates.(where the contract provides for us€ of 
such rates) 

(b) Under fixed-price contracts with retroactive price-retermina
tion; negotiation of retroactive fixed-prices. 

·(c) Uncler incentive-type contrac~s: determination of final prices 
after contract completion. 

(d) Under contracts' terminated for the convenience of the Gov(;r'n
ment: as required by Section VIII hereof. 

In addition to the above listing of purposes for which use of historical 
cost is mandatory, such cost data may be useful in other circumstances 
and should be applied where appropriate • 

.3: 

·~· 
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15-105· Contract Provisions. The.principles and standards contained 
in this section shall be included directly or·by reference in every cost
type contract to provide the basis for reimbu·rsemerit. · to the contractor 
of costs incurred. Where a fixed-price-type contract requires or may 
involve future determinations of historical· costs or the preparation of 
estimates of prospective costs (as. specified· in :paragraphs 15-103 and 
15-104) for purposes of negotiating contract prices,- these principles 
and standards must be incorporated directly or by reference in the con
tr~ct in order that no misunderstanding exist'between the contracting 
part~as to the basis for a preparation and evaluation of cost data -
estimated and historical.. Inclus·ion of. such· contractual provisions 
in fixed-price-type contracts is solely for the purpose of preparation 
and evaluation of cost data·which arc·not to be;construed as rigid 
measures of a ,.price to be negotiated. These prineiples and standards 
shall be thus made a part of· every ·contract· .and subcontract whose costs 
are subject to the evaluation or review by the Department of Defense, 
or any of its subdivisions, executed as ·of a date on or after· 

, 1953. Any such contract or subcontract may treat any element 
of cost thereunder more specifically than provided by this statement of 
J?rinciples and standards so long .:as there is no inconsistency therein. 

15-lo6 Implementation by the l.fili tary Departments. This statement 
of contract cost principles and standards shall be followed in procure
ment operations within the Department of Defense without modification 
or expansion in any way ·.except as to. ·instructions· on administrative 
procedures or as provided in the last sentence of the preceding para
graph. Any expansion of or .change in thi'S section, deemed to ·be 
desirable, will be referred to the·Office of the Secretary of Defense 
for consideration. · Any int~rpretations of· these principles and stand
ards made in the course of negotiation or administration of contracts 
shall be on a case-by-case basis in the light of the specific facts 
thereof - no system of written inter.pretations to be generally folloued 
will be pcrmi·i:,ted. Administration of these problems is a matter for 
practical busir1ess judgment rather than rigid adherence to established 
precedents. · 

15-107 Deviations. The authority to deviate, as provided in para
graph 1-108 of this Regulation, is further·rcstrictcd·in respect to this 
Section 15, to permit such deviations only on a specific contract basis. 
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PART 2 - GENERAL PRINCIPLES AND \ .. STA'NDARDS 
.. foR· DETERl-rrNATION · OF COSTS · · 

0 • ~.· •••• 0 ., ~ f'"• 

15-201 C~ositiort ·of ~otal Cost •. ·Th~ iaQmpeei..ti.eR el cost of ·work 
performed ·or t~e performed under a contract or subcontract to which these 
principles· are applicable is the net sum of (a) the allowable direct costs 
reasonably incident to· the performance ·of the contract or subcontract, 
(b) the properly allocable ·portion o!.allowable indirect costs, and (c) 
loss applicable income and other credits. According to the circumstances 
involved, these costs may be stateq either in t'erms of the aggre·gate for 
an entire contract or in terms of. -ind.ivictru units .. of prodnct's or services 
covered by the contract with equal application of these principles and 
standards. · :-

15-202 Factors Determining Allowabili ty of ·costs. Factors to be. con
sidered in determining the. allol·Jability of costs include (a) conformity 
with the moaning of total cost outlined in paragraph 15-201· (b) reason
ableness in the .mnounts of partictuar elements of costs; (c~ allowability 
of the costs as deductions in· determining taxable income under the Internal 
Reve;nuo Code; (dY application:·~.f generallY accepted accounting principles 
and practices; (e)' avoidance ·of ~uplicatio·n. of allowances for -the same 
price co~onent in both cost and profit; (f) exclusions of specific ele
ments of costs as a matter of publ.ic .. or business poli.cy, as set -forth in 
this section; and {g) exercise of .·good business ·judgment in incurrence 
of the cost. · · 

15-20.3 Actual and Estimated Costs·. Costs used in negotiating con
tracts, or in making .sett:;L~mc.nts thereunder, .may be either of a historical 
na turo (actual costs) . or·. ma.~~·b~· es'timates of futur~ cost~, in whole or in 
part,· ~rhichcver is appr~priat_e· for. 'the specific type ·of ~·ontract pricing 
as indicated in paras~phs_15~10) ·and 1.5.-104 •. 

15-203.1 Applic.abilitY. ~f Cost Principles to Dete~ation of Cost 
Estimates as Well as Actual Costs.· In general, the.same cost principles 
apply to making ·cost estimates as to determination of actual costs. 
Therefore, this section Will consider the cost principles set forth 
herein as applicable· interchangeably to· either cost estimates or actual 
costs, except ·as· may be· indicated. specifically. to the contrar,y. 

15-20.3.2 Use of ·s~andard Costs in Cost Estimates. ~fuerever future 
cost estimates-are required' the usc, Where economically f~asible, of 
modern standard cos.t methods should be encouraged, .because. the;,r provide 
an excellent zooans of cost estimating and cost analysis, as well as enable 
roore effective control of acrt\ial costs ciuring contract .performance •. Such 
methods provide fo·r pricing material costs on the basis of bills of 
materials, labor costs o.n the has is of studies of time requirements, and 
overhead costs on _the basis of budgeted expenses for the expec_ted volume 
and types 6£ production, .lti.th. reasonable allowances for cost variances 
indic'ated by ·experience to 'be expected for defective work an:d failure to 
achieve full efficiency. Such methods generally provide the assurance 



of accuracy of cost estimates, as well as the means of mpr(L.effective 
cost control, when variances -of 'ac~al. costs ;frem··itandards are measured 
frequon tly and recorded ~n the formal ·accounts .• · . · · · · 

. 15-203.3 Use of Standard Costs .in Determi Wherever 
contract price negotia ions or .se . emel) epen .. upon ac ual costs, and · 
contractors have satisfactory ~~dard coat system5, standard .costs of 
products, or parts thereof, with·apprepri.ate adjustments for ~ariances 
from actual costs, may ~ consid,ired to represent actual costs, provided .. 
such costs reasonably reflect the application of tbe principl~s and stand
ards· set forth in this section. Nonnally, where adequate. standard costs 

~ arc available for complete end-products, fixed~price contracts should be 
used. · 

15-203.4 Use of Job.Order or Process Cost-Accounting 1-1ethod. The 
usc of ci ther the job-order or process cost-a.ccount4lg methOd in deter
mining historical costs of contract ·perf.ormanc·e -is·: a~ceptable. In any 
·pricing negotiations which require consideration o.f worlc in process at 
an ·intermediate point in ~he period of co~ tract performance, special 
care must be exercised in order to segregate any part .. of the work in 
process costs whiCh is not applicabl~ to the complete·~·portion to the 
cut-off point. . ' 

15-203.5 Use of Historical Costs for Puryose.s .of Cost .Fstimating. 
Regardless of the method used (standard, job-order or. proccss:.,.unmodified 
historical cost data, when used in the preparation of cost estimates, may 
not provide a satisfactory standard of future performance; in this event 
their use would be undesirable. Hh~c no more satisfactory cost .data 
are availablo, historic~ costs may he us~d.in.the preparation of.estimates 
provided they are adjusted to eliminate nonrecurring costs and to reflect· 
new c6nditions, it any, which may be ·apl?~c~ble to. ·r~ture production. 

15--204 Basis of Application of ·Principles ~nd' Standards. to Pricing 
of Standard CollD'Tlercial Products. Standard ~omrnercial·:products ~ those 
l-:hich arc nonnally manufactured ·and. sql'ti in large.:~~:lume··.to ·customers who 
arc neither pr.ime con~ractors .nor subcontractors ior· defense· wo~k,· not-·
withstan.dirig the fact that ·substantial quantities may be sold ~o .defense 
contractors or the Govern."'lent with relatively little or no .cnange in 
specifications. In ~neral, it: will be expected that standard commercial 
products will be purchased under .tixed-price contracts, and that prices 
will be cstabl~shcd without primary reference. to th~ respective contractor's 
costs. ~he use of esc~a.tion·:.~;t§l:U:S_~s ___ generally ·ehQW.d -take ·care of major 
contingencies which should not be added to estimated costs in contrnct 
pricing of such products •. Ho1orcver i in those instances where cost 
analys~s for ~tandard col'Tll"OOrcial products are required· in firl'!l price 
negotiations under fixed-price contrac·ts, these. principles and standards 
l-ti.ll be app).icablc to ~o .. extent appropriate. Care· must be used . in such 
cases in order no.t ~i impose impractical requirements on .contractOrs for 
cost esti!lUl tes - to meet which ~cquirements might result in ·work entirely 
disproportionate. to the.amounts involved. Cost analyses. in such cases 
may sometimes. be based. upon other data than. current cost estimates· ~-
for example, when a.manufacturer.has no cost data !or a·spccific standard 
commercial product, he may have available for an~sis, historical sales, 



~ 
costs and profit _data on a group of products, including ·the .specific one 
sub.jcct toprice nt::gotiation. · 

15-205 Ao lication of Generall·· Acce. ted Accounting Princi lcs. It 
is to·· be unders ood th~t generally accepted accounting principles with 
respect to product or contract.costs are nowhere codified or reduced to 
rigid formulae •. Such principles permit t.lie use of alternative practices 
or conventions; particularly. in different ~ypes of business· acti vi tics; 
yet in the main th~re arc generally accepted limits in principle regard
ing accounting practices, the violatio.n of .which would not be .condoned by 
the accounting profession. 'To the extent there is a twilight zone between 
accepted and non-accepted practices, it is de•irable that definite under
standings be reached between the contracting parties. This sec.tion covors 
a nu.TTlbcr of s'ubjccts of this nature,· so ·far as they.can.be· covered for 
general applic:ation. Yet inevitably there will be many occasions w~1ere 
specific co~tractual provisions or supplementary interpretations of the 
contrnct term~ in the application of cost principles will be needed. 
(Sec paragraphs 15-105 and 15-106.) 

15-206 .Contractor 1s Accounting System. Subject to the observance of 
the cost principles set forth in this section, any system of accounts and 
any mc~~od qf cost accounting or estimating will be acccptabl0, if they a~ 
in accord with generally accepted accounting principles and p~acticcs and 
if they produce equitable results under th~ particular circumstances. 

15-207 Relation of Contract Costs and Profits. T~e usc of actual or 
estimated cos"t:-s in procurement pricing is only one phase of establishing 
the total price. or monetary consideration under a contract. The dcte:rmina
tion of reasonable profit is another importai?-t phase. These t"tvo phases of 
pricing are mutually dependent to the. extent that certain factors ~y be 
considered in determining either costs or profit (or fee). tmjor·factors 
to be considered in.this respect include prolonged deliv~r~ schedules, 
unstable market conditions for material or la~br, or uncertainty as to 
cost of performance. Depending upon thc.type.of.contract, either the 
contractor or :thel Government may assume such risks. \·Jhere the Go\rcrnment 

. asst:mos all tho risk of cost increases. or additional unknowh costs, or a 
substantial sharq thereof (as it gene.rally docs when these risks are great) 
through the use of cost-reimbursemcnt-tj~e contracts, escalation·o~price
redetcrmin~tion clauses, or incentive-type contracts, the profit allowanc~ 
for contingencies should be reduced to the extent appropriate. In nego
tiation of pr~ccs under outright fixed-price contracts, risks of loss pr 
other cost inc.rcascs, other than those reasohably certain and determinable, 
should be recognized in·profit margins rather than in allowances for con
tingent increases in cost. How~v.er, no· hard and fast line may be drawn here, 
but it is important that such allo't-rances not be duplicated. For example, a 
contractor'~ cost estimates may properly include reasonable estimates of cost 
applicable ~~ no'rmally experfcnecd defective work in manufacturing processes. 

. . . . 
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Where reasonabiy certain and determinable contingencies are recognized in 
cost estimates, such contingencies should.not be considered as elements 
of risk in determining the allowable profit. ·There are other factors 
havin[ [l similar bearing on cost,' and profit determination; for example, 
in contracting for construction under cost-reimbursement-type contracts, 
it is customary practice to excluqe general, administrnti\"e and financial 
expenses from costs, but· to allow. j.nstead ·for these factors as a pnrt of 
the fixed fee. · 

15-208 Relation of Contract Cost Princi les to Federal.Income Taxa
tion. In genera , a1 business costs allowable as deductions for the pur
pose of determining taxablP. iricome under the Internal Revenue Code should 
be allocated (assigned} to the extent appropriate, to the cost of perform--
ance of specific· contracts, except as other"'ise set forth in· this state
ment of principles and standards. 

15-209 Special Provisions Relating to Cost Determinations, Including 
Limitations. Because of the need for standards of reasonableness in de
termining either estimated or actual costs of performance pf .s.peci.fic con
tracts, including the application of ·bu5iness and public policies, a con
siderable portion of this Section, namely Part 3, is devoted to standards 
of allowability of specific elements of costs under supply and research 
contracts with commercial organizations. Moreover, becnuse of·unuslinl. 
accountin£ practices or problems involved in determining costs under fa
cilities contracts, construc~ion contracts and research anP, development 
contr~cts with non-profit institutions, Parts ·4, 5, and 6 respectively, 
are devoted thereto. 

15-210 Direct vs. Indirect Costs. Eve~ acceptable method of cost 
accounting or estimating embodies the Principle of direct costing of 
certain materials and s·ubcontract v1ork: Direct costing of productive 
labor is general practice, Other expenses may be costed directly some
times, but ·generally many of tha~ are allocated to products, job orders; 
or contr~cts, etc. on an arithmetical basis in ratio to.appropriate mea
sures of performance -- for this reason, such allocated expenses are 
termed "L"1direct costs."-

lS-211 Principle of Direct Costing. Every major item of cost (ac-
tual or estimated) ~houlq be identified with the unit being costed1 whether 
it be the product, a job order, or a contract, when such items of cost do 
not, in fact, h~ve substantially proportionate. applicability ~o more than 
one class of work. This_ principle may often he applicable to ~uch ele-
ments of expense (when of major consequence}, as travel1 commissions, ad• 
vertising, engineerin~ .. services, etc., as well as the normal items of ma~ 
terials and productive labor. This. principle should be· applied equ~ly 
to the ·costing of both defense· and nondefense products or services by any 
conttactor who is engaged in mixed production. There are no absolute rules 
by which to determine which items or elements of cost should be direct 
costed. In applying the principle, any contractor must follow a consistent 
pattern of costing if the ·results are to be equitable. In some inst~ces, 
this .Principle may be applied ~J direct costing only the major items of a 
given cost element to all products, leaving minor items, if appropriate, 
subject to indirect co~t allocations. 

- 8 
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15-212 Indirect Costs. Indirect costs, which have the character of 
cormnon or -joint costs 1 usually consis-t of. indirect materials, indirect 
lchor 1 and other i terns. These costs gener'ally are grouped in classes 

1 
as 

follows: · 

(a) Uanufacturing (shop, laborc:1tory) expenses (often termed "aanu
facturing overhead". or."burderi11), which 'are incurred in fab
ricating the art_icle or se~ice rendered; 

(b) Engineering expenses to extent not inctuded in (a) or (c); 

(c) Selling and distribution expenses'· incurred in marketing the 
products manufactured; 

(d) Gener~'.l e.nd administrative expenses incurred in the overall 
management, supervision, and conduct of the business; 

(e) Financial and other expe:nses. 

15-213 !1ethods of Allocation of Indirect Costs. No general rules 
rega.rdinr; allocr~tion of indirect costs to products, job orders 1 or con- -
tracts can bE: stated for all individual cases, because the neture of the 
particular operations and the actual conditions in each instance determine 
the ·most suitab~e method or methods to bG employed. Any method of allo-· 
cation of indirect costs will be acceptable if it is in accord with gen
erally accepted accounting principles and practices and if it produces 
equitable results under the particular circumstances. The best genet al· 
test ul'•iel="1 ma, 'be e.p~1lied to dcLeiJid:rle aR appropriate me±boe :i:e te finQ.. 
tAe ans1r~er t9 the ~t:testien: Bees t:P.c ffietl:u~Ei ri'sJJlt ifl ar~ alloce'bieft of 
the it=HiiPeet costs to ti1€ pi oduc ts, ~ot, 01 dex s 1 ox eoni;paets, moat e~it
abl:r iR _ ela tlon to Llte macldne ox o bhei NOl k be:i:ng pe1 fe:rmea eR: eaeM 

15-213.1 Use of Predetermined Rates for Indirect Expenses (Over
head Costs). 

(a) Indirect expenses must always be predicted for purposes of cost 
estimates. This involves determination by the contractor of expense rates 
in accordance with whatever method or methods of expense allocation are 
followed. In accorda~ce with the aim of encouraging the use of standard 
costs (paragraph 15-203.2) 1 contractors should be encouraged to use ac
cepted standard cost methods of budgetinr: based upon distinguishing be
tween fixed and variable expenses and upon estimating variable expenses 
by cost centers in proportion to anticipated levels of production or work 
loads; such budgets provide the best n1eans for estimating expense rates. 
Historical li1direct expenses, or expense rates, should not be used indis-
criminately as the equivalent of budgeted rates for this .purpose without 
adjustment for nonrecurring expenses and adjustment of the portion of the 
rates representing fixed expenses l<Jhen substantial changes in production· 
or work loads are expected. 

9 
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(b) The use of a fixed indirect expense rate negotiated prior to · 
the expiration of a significant portion of the period to which such rate 
applies i-n lieu·of the determination of historical indirect expense is 
acceptable where mutually agreea~le to the contracting parties provided 
there is reasonable assurance that the· results would be equitable when 
compared with actual rates. Consideration of cost elements in negotiating 
such rates must be consistent with the provisions of this Section concern
ing cost allowability and allocability • When predetermined expense rates 
are used the contract should specifically state the types of i terns '"!hich 
are to be treated as direct costs. The contractor must exclude from di
rect costs any cost element included in predetermined expense rates in 
order to avoid duplicate charges. 
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PrtOPOSED ~ISION OF 
ASPR SECTION XV 

CONTRACT COST Phl:NCIPLES 

ll April 1955 

The following letter and enclosure has been transmitted 
for comments to ten industrial associations representing 
a cross-section of Defense contractors. 

The Depart~tent of Jefense has had under development for same time 
through the Armed Services Procurement· Regulation 0ommittee, certain re
visions to Section XV of the rtegulation applicable to cost.reimbursement 
type contracts. Drafts of the proposed revision to Part 2 thereof are 
enclosed for your consideration and comments. Part 1 will contain only 
introductor,y rather than substantive material. 

In the development of this draft serious effort has been made to 
amplify the. treatment of certain items of cost in the present Section rv, 
to minimize the need for departmental implementation, and to include more 
equitable coverage of additional items of cost incurred by contractors. 
In this revision each item of cost contains a definition, a statement as 
to the extent of allowability; unallowability, and whether specific pro
visions must be made in the contract to make the item all~dable •. 

itle feel that this· proposal has liberalized the treatment accorded 
certain controversial. elements of cost and, in addition, has gone far in 
defining, delineating, and clarifying cost determinations under the Sec
tion in order to promote uniformity and minimize variations in its appli-
cation. 'ltJith respect to its application, or mis-application frequently 
complained of ~ indust~t, the recent issuance of Department of Defense 
Instruction No. -4105.ll specifically cancels an earlier Hunitions Board 
Instruction permitting use of these Cost Principles as a "working guide" 
by Contracting Officers in the negotiation of prices under fixed price 
type contracts; this Instruction together with the statement of appli
cability presently contained in Part·l of the Section should do much to 
satisfy the objections of mis-application •. 

It is requested that your comments or concurrence with respect to 
this proposed revision be forwarded to this office on or before 23 ~~y 1955. 
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15-200 SCOPE OF ? P.RT. This part sets forth princi~.,les and standards for the 

det0rmination and allowance of costs in connect! ..,n ''-'i th cost-reimbursement ty~~ 

contrs.cts and cost-reimbursement ty·.,e subcontracts thereunder for ~~ocurement 

of sup·)lies, services 1 and research anc~ c1evelo;ment Hor!~ ~-ritl .. org<J.nizations he.ving 

commercial type accounting s~rstems. i1owever, this :.?art does not a!'ply to con-

tracts for facilities, construction and architect•engineer servic3s rel~ted to 

construction. 

a. Comryositi~n of Total Cost. The total cost of a cost-reimbursement 

type contrc:~ct is the net sum of (i) the al1ol:z.ble direct costs, (ii) the pro

perly allocable portion of alloHable indirect costs and (iii) ap:)lic2.ble income 

and other credits. 

b. ~ctors .. i:.ffectin~. PJ.lo\·rabilit:y of Costs. Ti-le .factors to be con

sidered in determining the allouabiJ.ity of costs-include (i) reasonableness, 

(ii) a~~plicz.tion of generally acceptec5. e.ccounting ~rinci·;le~ a..l'ld ~;ractices, 

(iii) e~:ercise of good bu~iness jud@Tlent in incurrence cf cost, {iv)· signifi-

c~t devi~ti~ns in the e~tcblished uractiees of the contractor w~ich substantially 

incre.:-~se the contract costs, and (v) any limitations as tc types or amounts of 

cost i t~ms set ! crth in this Part 2 of Section :;:rv or othert.-Tise included in the 

contract. 

c. cr~dits. The applicable yortion of income end other credits, r:bates, 

_allowances, anc~ e~_uivalent ben~fits accruing to the contractor and which are 

related to any allowed cost wi1J. be credited to the Government either as a 

reduction in contr-~ct cost or by e cas~.:c r~..rund, as ap~:>ro:1riate. 

d. Ccntr2.ctor 's Account~ng System. The requi.r::.~.1ents conce-rning record 

keeping and c·.)~:~rov:J. of th( contr2.etor 's accounting ·;roceG.ures and. )r..::.ctices 

are set forth in the ''Recorda Cle.use 1• (~ee ~PR 7-20.3. 7). 
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15-202 DJ?..ECT COSTS. Subject to the ·1rovisions of :~_:>aragra:;>h 15-201, allouable 

direct costs are those itams of cost, or =.ggrege.te th6reof 1 vhich can be iden-

tified specific~, Jy v1ith eny objective, service, yrogl .. ~ or ~:n-ojeet under the 

contract ane. Cl2e charge.=.bl.e directly the~:eto. Major items of cost readily iden

tifiable ~rith the contract or wit0 othsr wor~ of the eontrcctor should be charged 

directly thereto. This princi~~le JIUlY often be a:?;lico.· 1_e to such elements of 

ex:,e.nse ~s freight, trc.vel, communications·, engineering services, etc., as \·te}.l 

as the normal items of materials and ~roductive labor. Howev~r, ~hen the con-

tractor is engaged in mixed production, this principle must be applied consist-

ently to the costing of both defense and non-defense products or services, in 

order to produce eq1:,itable rest.t!ts. T..!hen the accounting e~;ense or direct costing 

or minor items vould exceed the resuJ.ting benei'~ts; individual items, otherwise 

allowable as direct costs, ~~ be treatsd as indirect ex.::>enses. 

,!2-20'2.1 D~T HATERIAIS. Th~ cost of' diract mat:;.rials includes the coe.t ·~f 

items purchaseG., eupplied, mEJ.1uf' ~.ctu"t:'ed or :r- abric. ted, t·Thicl1. enter di7'ectly 

into the end J~oduct or which are us.:·d ·~r eonst.1liled directly in co:'L'I'lection uith 

furnishii1g such ~·;rocluct. 

J:i~202 .2 DIR.'SCT LABOR. The cost or direct labor includes salaried and \rages 

specific~J.ly identifiable Hith and properly che.rgeabJ.e directJ.y to the per

formance of contract or other ~rork of the contractor. It mao:_.· also include 

other associs.ted costs such as payroll ta..~es and workmen's compensation insur-

ance' where it is the established ?ri.ctice of the contre.ctor to tree.t these 

items as a part of ~ir~ct labor costs. 

15-202.3 OTlER DIB.:T.CT COSTS. Hhare other items of cost are charged directly 

to the contr..::ct consistent ~-~ith psr2.gre.ph 15-202 $bo"Te, tile eontre.ctor must 
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demonstrate that they are s:Jecifieal 1 .Y reJ.ated to the :·;erformence of the con-

r· tract. 1·nen, however, items ordinarily eh.;u-geable as indirect costs are 

che.rgec~ to a Government contr-ot as diroet costs, ths cost Of similar items 

a.pplice.ble to other work of the contre.ctor must be eliminated from indirect 

costs allocated to the contract. 

(a) Indi!'ect costs a1~e ex:?e11ses which are incurred. for common or joint 

Qbjectives, a:re accumulated for accounting lJ1.1rPOses by departmental activity 

or other logical cost grouping and are che.rged to the contract and other wor!c 

of the contractor qy a process or allocation. E~ch element thereof is subject 

to the limitations of this part as to allow&bility. 

(b) No specific rules can be ste.tes e.s to the method of allocation of 

indirect costs becouse the &ctual condition in eseh instance must be ti.ken into 

account in determining the most suitable me~~od or mehto~s. The objective 

should be the selection of a method or ·method whioh will distribute the in-

direct costs in a fair and equitable manner. The method used in connection 

with Goverrnnent contracts must, in order to i.1e acceptable, conform with 

generr..lJ.y. accepted accounting practices, be applied consistently, end. produce 

equitable res~1ts. Any significant change, such &s in the nature of the 

business, extent of subcontr£.cting, fi.~ed asset improvement progrc..ms, the 

voluma of s2~1es, the volume of ;>reduction, manufacturing processes, or the 

products being :~::>roduc0d, ·may require reconsider~.tion of the methods p~eviously 

in use to determine whether tho~ contin~o to be equit~ble. Further discussion 

rsla.tive to allocc"'.tion of the individual categories of indirect costs wil.J. be 

found in the subi?.::.rc:graph.s below. 



._\ ... 

. ·: , .. ..... , : 
·,, .... 

,· 

. .. 1504 

turing and production oxponses consist of costs t-rhich oro neccssc.ry to the pro-

ductive i)l"Ocess as a whole. and ara not rcc:dily subject to traatmcnt as direct 

costs in accordnnce vrith paragraph 15-20~. Allocation of indirect mr...nuf's.cturing 

D.lld production expsnsos on a time basis 1 such o:s dir~et labor mun-hours or 

In2.chine-hours, is a method vrhich gonerz.lly produces c~ccur~cy and Gquity. Other 

.:.ccept..:.ble. 1tc:ses, in r.ppropriate circumstc:nccs, include direct labor dollars 

(oxclusivo cf overtime premium), units processed a.nd prime costs of units }?ro-

ccsscd. In some inst~nccs, it m~r be necessa~r to dcp~rtmcnt~lizo or establish 

cost conters in order to distribute cquit~.bly tho indirect costs. The factors 

to be c~nsidcrod in determining tho o::ctcnt of do~:m.rtmontc~lization or cstc.blish-

mont of cost cGnt::rs incluc~o v.::.ricty of :.)!•oducts, compi~xity of ~?rocesses 

i.:~nd rclatiYc labor and f:·.cility requirements for the v.:rious products. 

sist chiefly of cnginocring supervision, engineering administrc..tiYc c;,~:pcnse 

and engin.:::cring goncrcl SU"!!Plies. These oA~!cnscs Cl!"iso out of cngincoring :J.Ctivi tics 

which include product design, to0l design, oxp.;rimo11tc.l c\:;volopmQnt, mc.nu•· 

f~:~cturing and ~?reduction development, lcycut of production·linos, dotc;r-

mina.tion ,r mo..chino mothods c;..nd rolc.tcc~ blu.cprinting 2..nc~ dr.:fting. 

Indi!"oct onginocring cxJonsos sh:ml.d be allocr..tod to tho bcnofitod 

activities, i.e., contract and oth~r ~t~or:c of the contrc.ctor en tho bc..sis of 

direct onginc·cring men-hours cxpcndod, dir~~ct cngino~ring labor dollc.rs 

(exclusive of overtime premium), or oth::2,r equit2.blo l:>c:sis. Diroct costs of 

ongincoring 2.ctivitios sh':'uld be chc.rg~d directly t~ the bonofitcd G.ctivitios, 

i. r;. , contrc..ct · u.nd other work· ~r th(.· contrc:.ctor in accord.:~co ,_,;i th p.:rc:.grpah 

15-202. 
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l5-203~3 SELLil~G AND DISTRIBUTION EXPENSES, The expenses in this group consist 

of items which represent the cost. of marketing the contractor 1s_products and 

include sales promotion; advertising,_ distribution costs and other related 

items. Generally 1 such expenses ar~ not considered to be allorllable as a charge 

to Government cost-reimbursement type contracts for -the reason that marketing, 

in the ordinary commercial sense,. is not. necessary for doing business with the 

Government. However, dependent upon a reasonable demonstration of benefits to 

Government contracts and subject to the other provisions of this part, there 

may be an allocation to government work of those expenses in this category which 

consist of tec~~ical,. consulting and such other beneficial services (including 

related supervision and clerical expenses) which are for purposes such as ap

plication and adaptation of the contractor's pr.oduets rather ·than pure selling. 

Such costs should first be allocated between the ·contractor's co~nercial line 

and its Government contracts, The amount allocated to the latter should then 

be charged to the individual contracts on any equitable basis. Because of the 

special problems that arise in this area, it is usually desirable for.the con

tractor to identify in its records by means of sub-accounts or otherwise, the 

items of these expenses considered properly allocable to Government contracts. 

15-203.4 GENERAL AND ADfuNISTRATIVE EXPBNSES. General and administrative ex-

penses consist of costs incurred in the over-all management, supervisio~ and con

duct of the business. Any recognized method of allocating general and adminis-

trative expense is acceptable provided equitable results are thereby obtained. 

Some of the factors that should receive consideration in determining whether 

the results are equitable are (i) the cost pattern of the uovernment contracts 

(that is, the percentage of the total cost of the contract, exclusive of general 

and· administrative expenses, represented by each of the several cost components 

thereof) in relation to the cost pattern for the plant or activity as a whole, 

and (ii) the ultimate objective o! distribution of these expenses in approximate 

ratio to the general and admi~istrative effort inv~lved in the two categories 
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a>£ work. In addition, consideration should be given to any significant varia-

tions of inventories between .accounting periods, variations in the ratio of 

contract inventor.y levels to all other inventor.y levels, and any other rele

vant factors such as those mentioned in paragraph l5·203(b). 

15-203.5 · BASE PEi-tiOD FOR ALLOCATION OF INDIRECT EXPENSES. The base period !or 

allocation of indirect expenses should approximate the period or contract per

formance or should be representative of that period. The base period should 

be sufficiently long to avoid inequities in the allocation of costs. 

15-204 AP?LICATIONS OF BASIC COST PRINCIPLES ariD STA1~ARDS TO SELECTED IT~5 

OF COST. This paragraph states, in some detail, applications or the basic cost 

principles and standards set forth in the preeedin6 paragraphs or this part to 

certain selected items of cost •. The statements herein apply irresp~ctivc of 

whether the particular item of cost is treated b,y the contractor as direct 

cost or as indirect cost. Failure to mention any particular item of cost 

herein is not intended to imply that it is either allowable or unallowable.-

;.Jith respect to those i terns not specifically. covered, determination as to 

allowabili ty will be made in the lisht of the basic principles and standards 

and, where appropriate, the treatment or similar or related items in this Part. 

All of the subparagraphs below are subject to the basic principles and stan

dards set out in paragraph 1$-201. 

15-204.1 ADVERTISING. Advertising expenses include the costs of advertising 

media and corollary administrative expenses •. Advertising media include maga-

zines, newspapers, radio and television programs, direct mail, trade papers, 

outdoor advertising, dealer cards and window displays, conventions, and exhibits, 

free goods and samples, and sales literature. 

a. The following advertising costs only are allowable: 

{1) Advertising in trade and technical journals, provided such 

advertising does not otter specific products or services 
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for sale but is placed for the purpose or offering finan-

cial support to journals which are valuable for the 

dissemination of technical information within the eon-

tractor's industr,y. 

(2) Help wanted advertising, as set forth in paragraph 15-204.33. 

15-204.2 BAD DEBTS. Bad debt expenses consist of losses (whether actual or 

estimated) arising from uncollectible customers' accounts and other claims, and 

include collection expenses and related legal expenses. These costs are un-

allowable. 

15-204.3 BIDDING EXPENSE. Bidding expenses are the costs or preparing bid 

estimates on potential contracts or projects, including the development of en-

gineering and cost data necessary to support the contractor's price proposal or 

estimated cost of work performance. Bidding expenses of ·the current accounting 

period of both successful and unsuccessful bids normally will be treated as in-

direct expenses and allocated currently to all business of the contractor, in 

which event no bidding expenses of past accoun~ing periods will be chargeable 

to the Government contract •.. However, the contractor's established practice m~ 

be to treat bidding expenses by some other l:'ccognizctl method. Roc;ardloss of 

tJ1c method usc~ the rcsul ts obt~.inccl m\ly be accepted only if found to be • 

·roa:s{)riablc and equitable • 

15-204.4 CAFETERIAS, DINING ROOHS, AND O'l'Him FOOD SERVICES. This class of 

expenses consists of cost, less revenue, of operating or furnishing facilities 

for cafeterias, dining rooms, sales stores, canteens, lunch wagons, vending 

machines, or other types of services for contractors employees at the contrae-

tor's facilities. Profits accruing to the contractor from the operation from 

these services whether operated by the contractor or by a concessionaire, will 

be treated as a credit to costs_ of all production within the contractor's 
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plant in which the services are furnished, except for services !ram which the 

profits are ll~revocably set over to an emplo.yee welfare organization of the 

contractor in amounts reasonably useful for the benefit of the. empla,yeesat the 

bid location. Reasonable losses from operation from such services are allowable 

when it is determined that the contractor is intending to operate such services 

at no loss or profit. The 6 ains or losses from these services must be appro• 

priatelt allocated to all activities benefited including Government contracts. 

vfuen such services are intentionally furnished at a loss to the contractor, 

losses on such operation will not be all~~ed as a cost, unless authorized b,y 

special contract provision. 

15-204.5 CIVIL DEFENSE. Civil defense costs are those incurred in the planning 

for and the protection·o.r life and property against the possible effects of 

enemy attack. These costs are generally incurred pursuant to plans developed 

qy local and state.civil defense authorities. ~amples .of civil defense costs 

include cost in excess of nDrmal plant protection expenses and may consist of 

first-aid training and supplies, fire fighting training and equipment 1 posting 

of additional exit notices and directions and other approved civil defense 

measures. rteasonable costs or civil defense measures undertaken on the con-

tractor's premises pursuant to sug~estions or requirements of civil defense 

authorities are allowable when allocated to all work of the contractor. In the. 

case of capital assets, acquired for civil defense purposes the costs thereof 

will be depreciated over a reasonable ~ber of years in conformit,y with gen

eral~ accepted accounting principles. Except as specifically provided in the 

contract contributions to local.civil defense funds or projects not on the 

contractor's premises are unallowable, 

15-204.6 CONPENSATION FOR PERSONAL SERVICES. 

a. This item includes salaries, wages, defer.red compensation and 

fringe benefits for services rendered to the contractor by emplo.yees as well 
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as fees paid to directors and committee members. Subject to specific limita. 

tions sot forth hereunder, such costs are allowable when tho total compensation 

is reasonable in light of the services rendered. 

b. Generally, the amount of compensation established by the contrac-

tor will be considered commensurate with the services rendered. However, com

pensation of individuals such as corporate officials, directors, ·executives, 

department heads, partners and sole proprietors may be subject to special con-

sideration and limitation as to allowability for contract cost purposes where 

amounts appear excessive. Some situations which may give rise to excessive 

compens~tion are where (i) the individual or member of his immediate family 

owns or is committed to acquire a substantial financial interest in the con

tractor's organization; or (ii) oWnership of the contractor is limited to a 

small cohesive group; or (iii) the volume of Government contracts when related 

to the contractor's total business is such as to influence the amount of com-

pensation. 
I 

c. The cost of options to purchase stock of the contractor corpora-

tion granted to emplqyees is not allowable as an item of cost. 

d. Bonuses to employees, such ·as production incentives and sugges-

tion or saf~ty awards, represent a part of their total compensation and ·are 

allowable when appropriately allocated, if they are: 

(1) Paid pursuant to an arms length agreement between the con-

tractor and the emplqyees before the services are rendered or pursuant to an 

established plan consistently followed by the contractor which constitutes, in 

effect an implicit agreement on the part of the contractor. 

(2) Reasonable in amount. 

(3) Paid for current services ~ctually rendered b.Y emplqyees. 

(4) Available to all empla.yees of the contractor or to all 

employees within a group or salary classification which is not unreasonably 



•.: .. 
0:·. : 

,'' t: 

·:. \·\ ,..~ 
~,- . ~ ~ 

. ' 
1510 

restricted. 

(5) Allowable as an ordinary or necessary business expense for 

tax purposes • 

(6) Not restricted to officer or other employ~e stockholders or 

are not distributed on the basis of stockholdings. 

(7) Total employee compensation is reasonable in amount for 

such services. 

e. Profit sharing plans. 

(1) As used herei~ profit sharing is construed to be any plan 

(immediate or deferred-regardless of method of payment or participation) which 

includes, in whole or in part, a formal sharing of profits or is in any manner 

measured by dependent upon or contingent upon profit. 

(2) ~xcept as provided in (3) below, the cost of profit-sharing 

plans shall be allowable under the ·following conditions: 

(i) Compensation payable under immediate distribution plans 

is alloHable subject to the criteria set forth in subparagraph d. above and 

g. below. 

(ii) Employer contributions under deferred distribution profit-

sharing plans, to be allowable costs, must meet all pertinent conditions set 

forth under subparagraph d. above and g. below and, if subject to Internal 

Revenue Service consideration, must have their approval. The carr.y-over pro

visions of the regulations of Internal rlevenue Service with respect to contri-

butions under qualified deferred distribution profit-sharing plans shall not be 

recognized for Government contract cost determination purposes~ forfeitures 

of non-vested ~enefits under a profit-sharing plan will be treated in accordance 

with the principles stated in paragraph 15-204.27(f). 

·-4~ 
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(3) Unless otherwise provided by special contract provision, the 

cost of profit-sharing plans shall not be allowable in the following situa-

tions: 

(i) The business of the contractor at the time of entering 

into the contract is less than 75% with non-~ovcrnmental customers, taking 

into account the amount of the contract· in question. 

f. Stock bonus plans. Stock bonuses which are not disallowed.by 

the provisions. of sUbparagraph e. above are acceptable as a form of eompensa-

tion, and the costs thereof are allowable subject to all conditions pertinent 

under sub-paragraph d. above and g. below and meet the following requirements: 

(l) The valuation placed on the stock for the purpose of cal-

culating such cost must be computed on a sound basis. 

(2) In the case of unlisted stock having no current market, 

the contractor must demonstrate the values ascribed thereto are fair and 

reasonable. 

(3) Bonuses paid in th~ form of previoualy unissued stock of 

an affiliate will not ordinari~ be allowed unless it can be demonstrated 

that there exists a bona fide arms-length agreement and the values ascribed 

to such stock are fair and reasonable. 

(4) Claims for accruals of compensation under a stock bonus 

arrangement prior to acquisition of stock by employees will not be allowable 

~iless arrangements are made for appropriate credit adjustment .of costs 1n· 

the event such stock is not acquired by employees. 

g. For the purpose of det~r.mination of reasonableness, the employer 

contribution under profit sharing plans and stock bonus plans shall not ex-

ceed, in the aggregate for_each participating emplqyee, 15% of the total basic 

compensation paid or accrued to such employees in the ye~r under consideration. 
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h. ·The determination of allowability of the cost of pension and re• 

tiremont plans, tr~ining expense, overtime, extra pay and multi-shift premiUl'llS 

and other fringe benefits will be in accordance with paragraphs l$-204.27, 

15-204.43, 15-204.25, and 15-204.14 respectively. Any form o~ compensation to 

an employee not specifically mentioned in this part 2, in addition to those set 1. 

forth in this paragraph, will be given consideration as a part of total compens~tion~ ~ 
15-204.7 CONTINGENCIES. This type of charge results from the creation and main-

ten~nce of reserves to provide for an event whose occurrence cannot be foretold 

with certainty as to time, L~tensity or even an assurance of its happening. 

These costs are not allowable. (For self-insurance programs see paragraph 

15-204.16). 

15-204.8 CONTRIBUTIONS &~D DONATIONS. Contributions and donations to estab-

lished nonprofit charitable scientific ~nd educational organizations are allow-

able provided that such costs are reasonable and are properly allocated to all 

work. 

The propriety of the amount of particul~r contributions and donations 

and the aggregate thereof for each fiscal period must be judged ordinar~ly in 

light of the pattern of past contributions, particularly those made prior to 

the placing of Government contracts. The amount of each allowable contribution 

must be deductible for purposes of Federal income tax, but the ~ctibility 

of the contribution for. income tax purposes does not in itself justify its 

allowability as a contract cost. 

15-204.9 DEPRECIATION~ 

a. Depreciation as described herein is a charge to current cperations 

intended to distribute the cost of tangible capital assets, less estimated 

residual value, over their estimated useful life in a systematic and logical 

manner. It involves a process of allocation, not of valuation. ·•Jseful life 

has reference to the prospective period of economic usefulness in the particular 
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c'ontractor' s operations as distinguished from physical life. 

b. ·Depreciation on a contractor's plant, equipment and other capital 

facilities is an allowable element of contract cost, provided the amount thereof 

is based upon original acquisition cost. Depreciation will be accounted for by 

consistent application to the asset(s) concerned of any generally accepted 

accounting principles and should usually be allocated to the contract and other 

work as an ind~ect cost. The amount of depreciation charged in any accounting 

period may vary with volume of production or use of multishift operations, pro

vided the method followed is consistent with basic objectives set forth in 

subparagraph a. above. 

c. Charges for depreciation on idle or excess facilities will not be 

allowed except on such facilities as are reason~bly necessar.y for contract p~r-

formance standby purposes. 

d. Unless otherwise provided in the contract, no use charge will be 

allowed on assets still in use which have been, in accordance with the con-

tractor's consistent accounting practice, fully depreciated on the contractor's 

books of account. 

e. vJhere the contractor has applied for and received a determination 

of "true depreciation" from an Emergency Facilities Board covering emergency 

facilities acquired under certificates of necessity, the amounts so determined 

for "true depreciation"· o~1er the emergency period (5 years) will be recognized 

in lieu of normal depreciation. After the expiration of the emergen~f period 

for the facilities concerned where a determination of "true depreciation" has 

been made, the remaining undepreciated portion of the.cost of such facility will 

be depreciated over its remaining useful life and will be the only amount recog

nized as allowable cost, subject to paragraph 15-204.12. The contractor may 

elect to use normal depreciation rather than the "true depreciation" as deter-

mined by the Emergenc,y Fac~ities Board. However, the method chosen after such 

determination of "true depreci~tion" must be followed consistently throughout 
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the life of the emergency facilities.· 

15-204.10 EMPLOYEE .MOdALE, HEAL.TH AND .WELFARE. Included in this category t\re 

expenses of health ~d welfare activities incurred for the improvement of 

v7orking conditions and the improvement o£ employer-employee relations and 

empl~Jee performance, Examples of these activities are house publications, 

health or first-aid clinics, and emplqyee counselling services. These costs 

are allowable when incurred in accordance with the contractor's established 

practice or custom in the industry or area and are reasonable and equitably 

allocated to all classes of work performed in the contractor's plant. Income 

generated from any of these activities will be credited to the costs thereof. 

15-204.11 ENTERTAINMENT EXPENSE. This item includes the cost of amusement, 

diversion, social activities and incidental costs relating thereto, such as 

meals, lodging, rentals, transportation and gratuities. These costs are 

unallowable. 

15-204.12 EXCESS FACILITIES. This item includes the cost of maintaining and 

housing idle and excess f'acili ties, except those reas··:>nably necessary for 

contract performance standby purposes. These costs are unallowable. The 

costs of additional plant capacity reserved for defense production shall be 

the subject of a separate contract. 

15-204.13 FINES AND PENALTIES. Included in this item are those costs resulting 

from violations of, or failure of the contractor to comply with, local, state 

and Federal laws and regulations. These expenses are not allowable except 

vlhen incurred as a result of compliance with speci!ic provisions of the contraet 

or instructions in writing from the.contracting officer~ 

15~204.14 FRINGE BE!'JEFITS. Fringe benefits are allowances and services pro-

vided by the contractor to its employees as compensation in addition to· regular 

wages and salaries. 
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a. The determination as to the allOlJability of the cost of 

pension and retirement plans 1 profit sharing al1d other bonuses 1 and severance 

pay will be in accordance with sub-paragraphs 15-204.27, 1~204.6 and 15-204.38, 

respectively. 

b. The cost of other fringe benefits such as pay for vacations, 

holidays, sick leave, military leave ·and etnployee insurance (but see aub-

paragraph 204.16e) is allOWclble to the extent rec1uired b;. lal'J1 employe!'-

employee agreement 1 or established policy of t~!e contrc:.ctor that constitutes 1 

in effect, an implicit agreement on the contractor's part. 

!.2::.?94.15 ~ITI~.L l·rtOiiUGTIOK COS.J:§.. Initial ·production costs, kno~-m also 

as "startin:::-load costs" 1 are non-continuing costs that arise in early stat:.~s 

of production because of the contractor's lack of experience with particular 

I!1ate1·ials, r.1anufucturing proc.esses or tecLnic~ues involved. Such costs may 

COi:!Sist of' excessive material .costs resulting from a bnorn~al scrap los .. es 1 

excessive direct labor costs and related. overhead resulting from idle time 

due ·to testing ar..d chal··.ge in production methods, cost of training employees, 

and excessive defective work QUe to inexperienced labor. 

~\hile initial production costs are allov:able, the contractor 1rdll 

be expected to ~,ork actively to Finimize or eliminate them as rapidly as 

possible. In cases "~here these costs continue to an unwarranted extent after 

t:.~e. contractor has been ~llov..ed reasonable time to learn to tr.ake the product 

efficiently, the excessive costs will be subject to disallowance. 

a. Included unO.er this item are (1) those types of insurance which 

the contractor is required to carry unc.er the terms of t!·:e contract, or by 
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specific instruction of the contracting officer.or his authorized repre

sentative, and (2) any other insurance for which the contractor seeks 

reimburser2.ant under ti1e contract. The kinds of insurance ordinarily 

included in the first category are set out in ~B?R 10-501. 

b. Costs of Government required insurance are allowable within 

the limitations as to the extent of coverage and premium rates approved by 

the Government. Costs of other insurc.nce, except that applicable to Govern• 

ment-o,:!ned pro}:erty, are allo-v:able provided (1) the insurance has been approved 

by the 10.ilitary department conceJ:·ned or (2) in the absence of such approva.l 

requirement, the types of coverage, extent of coverage, and rates are 

reasonable under the circumstances. Costs a.llol,jed for use and occupancy 

insurance, hov.;ever, will in principle be limited so as to e.xcl~e coverage of 

prof~t, interest, federal income taxes, and any other items· of expense 

unallo''!able under this part. 

c. The costs of insurance or any reserve covering the risk 

of loss of or dr:mage to Govern~ent-o·hned property are not all.O'Wable except 

l.O the extent the.t the Government may have required the contractor to carry 

such insurance.-

d. The costs of a self insurance progr~'ln are allo\>!able provided 

the program ha.s been apl .. roved by the idlitary Departments concerned. -'~ctual 

losses sust~ined under ·Slllch a self-insurance progr::.~ are not allowable. 

e. The costs of insurance on the lives of officers, partners or 

proprietors, are not allowable except \\here such insurance is part of an 

employee plan l'rhich is not unduly restricted. 

f ~ Losses resulting from failure tQ insure (through self insurance 

or otherwise) against a contingent loss or da~age, Where a reasonably pr»dert 
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business organization would have insured against such loss or darrc·~;~, 

are not allowable. 

lt · Cost of indemnification will be allo\A!able only to the 

extent expressly provided for in the contract. 

lSll 

12.=g04.17 · ~;.sT . .J.D QTi-i .. a FI!~-.!".rCI·L. :··:A7.jlr,s:s, This item includes 

interest paid .or accrued (regardless of the nature of the obligation \'Ihich 

gives rise to the interest coet), bond discount and expenses, and the cost 

of financing and refinancing operations as \'Iell as legal and professional 

fees ~aid in connection with~e preparation of a prospectus, cost of 

prepar·ation and issuance of stock rights and expenses rela,ted thereto. (See 

also 1.5-204.24). 'These costs are unallo\'zable except for interest assessed 

by State or locc.l taxing authorities under the conciitions set forth in 

subparagra~h 15-204.40. 

15-204 .;1.8 4;B~~.;,;:,L.{flvi·:!s •. _ '!his item covers expenses incurred in n:aintain-

ing satisfactor'IJ relations bett-.zeen the contractor and his employees. It 

includes the cost of shop stewards, labor 1r.anagement committees, employee 

publications and other related activities. Costs incurred for these purposes 

are allowable. 

}..2-:204.J.9 L03S:s ON Q.Tt!:6R COi:"TR~~CTS. This item cov~rs any excess of costs 

over income under any and all other contracts, "~hether such other contracts 

are of a supply, research and development or other nature, Costs of this 

nature are not alloltJable as a cost of performance of t~-le Government contract. 

1.2-~94·4~0 _ _l•~<lN'@i:~I~.:c= .·~1>--~·.l-_.~I~i.S-:. {a) This item includes those costs 

necessary for the upkeep or property which neither adds to the permanent 

value of the property nor appreciably prolongs it~ intended life but keeps 

it in its efficient operating conditi"on, These costs are allo,;able. Expendi

tures for plant and equipment which, according to generally accepted accounting 
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principles, should be capitalized am subjected to depreciation wUl be 

allo-vmiJle only on a depreciation basis. Cost -or maintenance am repairs 

, of'· excess facilities and of idle fa.cilities (other than reasonable standby 

facilities) are not allowable. 

b. Deferred maintenance is defined as maintenance am repa~s 

which for some reason such as abnormal operating conditions or lack of rur~s, 

is C'telayeQ to a future period. The cost of maintenance and repairs which 

has been deferred !rom a period prior to the contract is not allowable unless 

specifically provided for in the contract. Liketvise 1 the estimated cost of 

maintenance and repairs normally required but not accomplished during the 

period of the contract 'tdll not be allolred as a cost u."lless specifically 

provided for in the contract. 

15-204.21 MANUFACI'tJRING AND PRODUCTION ENGINEERING. Manufacturing and 

production engineering includes the cost of engineering activities in 

co11-'1ection Hith (1) current manu.fa cturing processes such as motion and time 

study, methocl.s analysis, job analysis, and .tool design and improvement a1-xi 

(2) current production problems, such as materials analysis for production 

suitability and component design for purposes of simplifying production. 

These costs are allm·zable. For purposes of distribution, such costs should 

ordinarily be divided into t·uo categories: ( i) those 1-vhich directly benefit 

a contract,- a project, or a product line and (ii) those expenses which are 

not subject to direct costing. Items in category (i) should be charged 

directly to the contract or project. or allocated to the products in the 

product line. Costs in category ( ii) should be allocated to all benefited 

work •. 
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a. This item includes the net costs or such items as raw 

materials, parts, sub-assemblies 1 components, and man\lfaeturing sup>lies, 

,.~hethe r purchased outside or manufactured by the eon tractor, and may include · 

such collateral items as inbound transportation and intransit insurance. 

·J.hese costs are allo'\.<J&.ble subject 1 however, to the provisions of subparagraphs 

b throuc;h t .belol:. 

b. Costs of materials and supplies shall be suitably adjusted for 

e:.pplica.ble portions of incac1e and other credits. Such income &!d other 

credits ir:clud.e trade discounts, refunds, rebates and allowances. Cash dis-

counts avaiL.1ble, and credits for scrap and salvage and rt;aterials returned 

to vendors. Ho~ .. :ever 1 \';here the contractor can detr.Ol'lstrate that failure to 

take cash discounts was due to circumstances beyond his control, such lost 

discounts vrill be allowed. 

c. ··.hen tlaterials are purchased specifically for and identifiable 

solely -,.i tb performance under a contract 1 the actual purcha.se cost thereof 

shoul~ be charged to the contract. 

d. If materials are issued from stock, any ge:1erally recognized 

method of )ricing such materials will be accept~.ble, provided the method is 

consistently applied and tl·.e results obtained are equitable. ~Jhere materie.ls 

in stock at the carmencement date of the contract have a prova.ble replacen:ent 

cost significantly higher than book cost 1 the contra.ctor and the Government 

may, by eontract provision, agree upon the use of a ~ethod of pricing based 

upon t~··e fc..ir value of the materia.ls as ..t the date of the contract, but 

not in excess of replacement cost dn such date. Such agreement should 
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include identification of the types or ld.nc.:.s of materials involved and 

should be made at the time the contract is ei.1tered into and provici ed for 

therein. 

e. Reasonable charges arising tram difference between periodic 

physical inventory quantities and related material control records will be 

included in a.rriving at the cost of materials, provided that sueh charges 

(i) do not include "~Tite-dol'ms" of values, and (ii) relate to the period 

of performance of the contract~ ~UJ. credits arising from ciifferences bet't•Jeen 

p.:~riodic physical inventory quantities and related mate.·. ial control records 

shall be t::.ken into account. 

r. Ordinarily sales or transfers of materials and supplies 

between plants 1 divisions, or org&nizations 1 under a cor~on control, shall 

be stated on the basis of cost to the transferor. In the case of any item 

regularly r::anufc:.ctured and sold by any such transferor tl1rough eom~~ercial 

channels a departure from this cost basis is pennis sible, provi C:ed thcl.~~· 

the price cha4:·ged to the contract does not e7..Ce3d the lo-wer of (i) the 

trc.nsferor' s sales price to its most favored customer for the same item 

in like quantity, or (ii) the prices of other supl:-liers for the same or 

substBntially similar iterr1s. 

ll-:~~4.23 ORGANIZATION EXPENSES>_ '.this item consists of expenditures in 

connection 1:1ith organization or reorganization of a business. ~an:ples 

of such costs are incorporation fee, attorneys fee, fees to promoters and 

org~·.nizers and costs of raising capital~ 'J.hese costs are unallowable. (See 
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Included in this item are such 

recurring expenses as registry and transfer charges resulting from 

ch~ges in o\1-mership of securities issued by the contrE~ctor 1 cost o! 

shareholders' meetings 1 proxY solicitations 1 preparation and p\lbllcation 

of annus.l reports to s!~areholders 1 preparation and submission of required 

reports and forms to taxin~ and other regulatory bodies and incidental 

costs of director~ and co~ttee m~etings~ The above &ld similar costs are 

allov:able v-:hen incurred in reasonable amounts in accordance with the contractor's 

esteblished practices and are allocated on an ec;s.uitable basis to all classes 

of v-:ork. 

consists of the premium portion of overtime and shift payments to employees. 

Such premiurns may be classified as either direct or indirect labor costs, but 

tr~e amount of overtime pre~rium should be separately identified. -.ben direct 

labor cost is the base for distribution of overhead, overtime premiums shall 

not be included therein. Cost of overtime and shift premiums are allowable 

only to the extent expressly provided for in t11e contract or otherwise author-

ized by the Government. See . ..SPJi 12~102 for further information concerning the 

polic;y- reg::.rding such authorization. 'J.he amount of overtime and shift premium 

cost·charged on Government contracts sLall be equitable in relation to the 

aoount of such costs cha~ged on non-Government work being concurrently per-

formed in the contractor's plant and the factors '\'Jhich necessitate the 

incurrence of the cost • 

~~04.!-2_6 Pt~T._.~ '11 EJJ' EhS~S. Included in this item are amortization of the cost 

of purchased patents and all costs leading to the issuance of patents, as ~~11 

as the cost of infringement investigation and litigation. ;unortization of the 

· cost of purchased patents applicable to contract products or processes is 

allo,iable. The cost of preparing disclosures as rec.;.uired by the contract and 
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of,prep~ing assignment and other papers in connection-with the filing of a 

patGnt npplication for. the uovernment·, ·and· nny expenses .incident .. to patents 1~

curred.upon the written authorization of. the contracting officer, are allowable. 

All other patent expenses ~nd charges for the use 9f patents where the Government 

has a license or the right to free use there~!, _~e unallowable •.. The cost of 

research. and development work leading to. patents is treated in· subpar~graph 

15-204.35. 

15-204.·27 PENSION AND RETIREMENT .:.PLAl~S~ . 

a. A pension plan ~s -~sed : herein. is a plan. which. is established and : 

maintained by a contraetor.primarily to provide systematically for the payment· 

of definitely determinable benefits .to his.-employees over a period of years,. 

usually for life,_after retirement •. Such a plan may include disability, with-· 

drawal, insurance or survivorship benefits incidental and directly related to 

the pension benefits •.. Such .benefits· generally are measured by, and based on, 

such !.actors as years of service and compensa'W..on received by the employees. 

The determination of. the amount of p6nsion. benefits and the-contributions to 

provide such benefits are not dependent upon profits. Benefits are not definite-

ly determinable if funds arising from forfeitures on termination of service or 

other reason may be used to provide increased benefits for the remaining par

ticipants instead of being used to reduce the amount of contributions by the 

employer. A plan .designed. to provide benefits for ·employees or their benefi-

ciaries to be paid upon retirement or over·a period of years after retirement 

will be considered ·n pension plan, if, under the plan,. either the benefits pay

able to the employee or the required· contributions . by the contractor can·. be 

dete~ned actuarially. 

b. Pension. and retirement plans· which are subject to the approval . 

of the Internal Hevenue.Service must have been so approved prior·to consideration 

by the r·'Iilitary Department; however,. approval of. the plan by the Internal rtevenue 

Service does not necessarily assure the allow~ce of·the costs of such plan b.Y. 

the I1ilitarj Department. Consideration o! the plans will. be the responsibility 
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ot the Department to which audit cognizance is assigned and the subsequent action 

taken by thnt· Department will generally be accepted by the other Departments. 

In cases where the Internal Revenue Service withdraws approval of a plan, 

amounts allocated to contract costs will be withdrawn according~. Where pen

sion and retirement plans of non-profit or other tax~exempt org~nizations are 

not required to be reviewed and approved by the Internal Revenue Service, it will 

be tho responsibility of the Department to which audit cognizance is assigned to 

give consideration to the acceptability of such plans. 

c. The· costs or acceptable pension and retirc:rrmt plans, which are 

properly deductible from taxable income are all~1able except as otherwise deter

mined unallm~ablc under this paragraph. The cost .of retirement plans, which are 

b~sed on profit sharing, shall be sUbject to p~ragraph l5-204.6e. Costs of 

acceptable pension and retirement plans established by nonprofit or other ~ax

exempt organizations are also allowable except as otherwise determined under 

this paragraph. 

d. Pension 6.nd retirement costs c·:>nstitute a part of the total com

pensation bf a contractor to the individuals covered by the plan, and acco~dingly, 

are subject to the provisions of this section with respect to reasonableness of 

the total compensation paid to the individual for the services rendered. 

e. The amount of the contribution subject to allocation as a contract 

cost will be limited to the illa.xL'llum amount required to fu..YJ.1 2-n approved plan, 

or the amount aGtuaJ.ly co!'lt·ributed, during the taxable year-., ~ .. b.ichaver is the 

lessc:tt. Th:; ca-r70Ve!' pr(J~risions of the Internal Revenlle C'o.·L-; vd.th respeot to 

contributions •!J··d.~~· pen::;iol'l and retirement pJ...l.l.n~ shru.l not be rer.ognized for the 

purpos-e of determining a~lowable pension and retirement c_osts u.Tlder Government 

contr{lcts~ 

.f. CroditE: whieh arise under pension plans from various sDurces, such 

as dividends and cancellation of employee benefits which have not vested at the 
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til-no of ·tcrnination of their employment, :-.lUst be taken into acc:>unt in c.n 

equit~blc ~anncr in the determination ~f tho allowable pension and rotiro3cnt 

contributi~n. Spceial provision for these credits is usuc.lly necessary· :7hcn 

military contracts and there is a reesonablo expectation that the cmploJ~~cnt of 

a. large ntm1bcr :>f tho additional empl~ccs nill be terminated upon curtai~1ont 

of military· work. Under these circumstances., it uill be eJcpected that an 

arrangement ~:ill be made w~ich will re sul·~, as nearly as mc.y bo practicable 1 in 

the Q')vcrruJont 1s receiving the benefit :>f.thcse credits to the semo c:~cnt as 

it orig~.n~lly l)articiptt.ted in tho related c:>sts. 1hero are two general methods 

which me.y be usee:, individually or in c:>!~tbi!12.tion, in meking suet"l arrc.nbcmcnts: 

(l) .A lump sum ~r percentage disc:>unt :>f current pension costs 

negotiated e.~c~ agreed U:?On in advance. Dctcrninat:i_on ~f such allowe>.ncc gencr~.lly 

is not e.n actuarial problem involving a ct.lcul2.tion based upon knoYm r'~t:>rs, 

but rather is an attempt to roach a negotiated agreement as t~ v~.ri,us uncort~in 

or vc-riablc factors in a complex situati:>n. 

(2) A retrospective determination at some time in the future -::rhcn · 

a more accur~to estimate ~n be made by virtue of ~~ericncc m1ich may have 

developed. Until such determination, cur~ent costs, which should he net ~f 

current credits r.w.y be allovrod provided an a:)~:>ropriatc contractual agrcoHcnt can 

be rcc-.chcd -,_-;:!ich reserves t~1c Government's right to futtire credits. 

f::• · The c~sts 'jf lump sum purc!1asos of ~.nnuitics or of lm:1p SLU'll cash 

·ptymonts or :)ori:>dic cC~.sh payments :i';W.dc -'c,o ;>rovidc pension· ~r rctir~aent 

boncfi ts for retiring or retired cmp1o:roos o-C.hcr than incurred under a~.Jpr:>"'lcd 

pension cU'"!cl rctiro:incnt plans arc allo,:··rablc only to the extent specific~D-:r 

prov"ided for in tho contra.ct. 

15-204.28 ?:.r.:~:~T PROTECTION EXPE;::SEs. This item includes the cost :>f pl~.nt, 
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protection measures such as wages of guards, equilJ.mcnt ~f guards (unif~rms, 

firo~nus, etc.), end doprcciati~n ~n pl~nt ,rotoeti~n capital assets. For the 

pt:rposo of contract costing, those expenses arc divided into two categories, 

n~oly, norntc-.1 plt~nt protection expenses and Sl'ccie.l plnnt protection cx::>cnsos. 

2-Torr.1~l pl".nt protection costs arc E~.llowablc 2.nd arc alloce.blo to all t7ork in ·chc 

plcnt. Specinl ,lant yrotcction costs, m1ich tor.m rc!crs to ~n extension ~f 

the c.,ntract ~r 1 s normc-:.1 plant protection proGr~n arc t'.lso nllOTrablo ~nd ttlloc~.ble · 

to specific G.,vornmont contracts requiring s:;>ccit.l protcct"lon upon the specific 

direction ~nd approval of the contracting officer. 

1.5-204.29 PRECO!·IT?J.9T C0..§!2. Precontract eosts arc those :rhich are incurred 

prior to the effective dC~.to of the contract t.nd r;l1ich ~rrould have been ell07rc.ble 

thereunder if inc\."l..rl"od after such date. Suc~J. c:>sts ~·till not be allar:cd unless 

spccifice.lly· sot f::>rth in the contract ctnd 1:1~y be li..-nitcd to a pcri-:>d :>f til!1C 

as i-:cll cS t:> tl1c t:~c ~nd amount of such costs. 

a. This it~"!l incj.udes the cost ::>f :=>r~.fcssiono.l sex--rices rendered 

by t~1c mon1bors of tho ~)articular profession sc)~~tcly engaged. These c:>sts 

gcncrclly ~.rc allo~blo 1::hcn rc~.sonnblc in re::~vci "Jn to the sor";.ccs rc~1 dared 

and ~l'"C not c~ntinGont upjll roc:>vcry of the c:-sts from tho Government. 

b. Fact~rs to be considered ( r.1non6 others) in determining t:·w 

allo,.-:cbility of c:>sts in a ptlrticuler ce.sc arc: (i) pC':.st pattern of such c:>sts, 

pc..rticulEl.rly in -~he yo~.rs pri.or to the ll.--.·mrd :>f G:>vcrnmc~t contracts; (ii) tho 

impact of Govorm:1cnt contracts .:m tho c:>ntrc.ctor' s busincSsj (iii) the· n~turo 

end scope of mt'..n~gcri~l services c:>qJcctcd of tho e:>n~re.ctor • s :>~:m org~n5.zati::>n; 

C':.nd (iv) ~;rhcthcr ~r n::>t tho proportion of Cbvcrnr:!cnt ~·:ork to the contrect:>r's 
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t~t~.l ~sincss is such as t~ influence the c':>ntre.ct.or in favor ')f incurring 

tho c:>st, '?~rticularly -;:;here the services rendered arc not of a continuing 

n~ture ~.nd hcr'Te little role.tionship to ...... ·ork undor Government contracts. Rot~incr 

fees ·t~ be all~Jr~nblo must be rcas~nably supported by· C'\"idcncc of servic0s 

rcr:dc-rcd. 

c. The c:>sts "f lcge.l, ace,unting e.nd c:1nsul ting sGrviccs end rcJ.ated 

expenses in~\rrcd in connection Tnth ~rgenizati~n ~r rcorg2nizetion1 prosecution 

of pn tent i:1fringcmont litigation (except as :)r:>vidcd for in 1.5·204. 26), dcfonso 

of nnti-trust suits, ~nd the prosecution of c~.c:.ims ageinst the Govcrmnont t~.ro 

unallor:c.blo. 

15-204.31 PH.O:.'ITS A::D LOSSES 01'~ DISP~SITIOH OF PL!C·~T, ~.tTIPliEl:T OR OTHER 

C/ .. PIT/ .. 1 ASSETS. Inclt:.dcd herein e.rc gc-.ins ::>r l~ssos :>f eny n"-turo arising from 

tho sale :>r e::chc.ngo ::>f plC~.nt, equipment, or other cr.pit~l assets, including 

s~lc or oxchc~6e ~f either short ~r long term investments. Profits :>r l:>sscs 

on s~lo :>r exch~ngo of c~pit~l tissets 1 including invcsuJents, will be excluded 

in computing c~ntract costs. 

15-204.32 RECOl:rtl'&lS:COlT EXPEFSES. Roc~nvorsion c~:ponsos ere those incurred in 

l::l~"'sicr-.1 ~rrF.>.ngo:':lont ~11d condition existing ir:r:·.:ed:t~tcly prior to cormnoncomont 

o:f tho milit~.ry contr~ct ;;~rk and include the cost :>f removal of Government 

property. Roc :>nvers:~. ~n expenses ~e not alla~-:~ble c;::copt th~t the cost :>f 

removing Govornr.1c:1t !lro:)orty ~nd tho rest::lr~tion C:JSts caused by such remov~l 

~rc nllo-r;nblo if spee1.ficc.lly provided for in the contr~et. 

15-204.33 RECRUITI~·JG E::?E:-:sE. This item inclt:.dcs "the costs :>! 11hclp ~c:ntcd11 

~dvortising ~nd the oport!ting costs ~f an employ~1cnt of'f'ieo necessary to secure 

~nd m~intc.in .~n adequate labor force. It furt:1or includes the costs of operating 

/ 
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~n cduc.:.t5. Jn~l t..:-1c~ ~ptitudc testing pr.,grtn, trt!.Vol expenses of omplo;roos 

~-rhilo engaged i:1 rccrui ting personnel., e.nd travel e'cponscs ~Jf ~pplice.nts for 

intcrvicTis for pros:~octi vo employment~ Those c~sts ~e allorm.blo. ~7hero tho 

contr~ct:~r uses ,ri~.to employment agencies, c~sts not in excess of stnnd~rd 

cormnorc ic-.1 r~tos for such services arc also ~llO"?rnblc. Costs of special 

benefits or amoluracnts offered to prospective employees beyond the stand~d 

practices in the industry arc not allamlblc. 

(Including sale ~nd lcnsoback of 

ftt.cilitios.) 

This itcr.1 includes expenses !or (i) usc of la.ndJ buildi1'!gsJ ~nd 

equipment ~r ~thor person~l propertyJ end (ii) rcn~l oxpcnsos under s~lo ~nd 

lc~sc-back a.grccrl1cnts incurred by eontrt~.ctors thr.,ugh sr.lc of pl~nt fncili tics 

. to imrcstr::cnt org:.niz~tions ·(such as insur~nco comp~nics) or to pri vntc i:1vcst:~rs 

and concurrently lcClsing rock the same fC~.cilit,ics. 

Cl.. Rcnt~ls of plant ~nd equipment under ( i) nb~vo arc 2.llcr.-:t'.ble 

if tho r~tcs c.rc rcc.s:>nablc in light of tho t:-pc, condition ~nd v~luc of the 

facili tics loa sed, :>ptions avr.ilnblc and :>thc1· )rov·isions of the ronu~l 

r!.g·recmcnt-. 

b. Rcnt~ls specified in sc:-.lc ~nd loasc-bl\clc agreenents under (ii) 

~bovc ere c!'.llo1-:~bJ.c ~nly to the extent thc-.t such r~ntals d., n:~t o~cod n:~rmc!'.l 

costs (such ~s d.oprccic.tion, taxes, insttr~nco nnd maintcnru1co expenses) 1·::1ich 

_ 1i:ould hnvc boon incttrrod he.d the c:>ntr~ct:~r rotcincd legcl. title to the 

f~cilitics. 

15-204.35 P..ESEIRCH 1\l-ID DE\'ELOFt::]Ei'TT. RoscC'.rch c.nd dcYclopmcnt c=:::pcnscs (some-

times referred to as goncrcl engineering c:::_ocnsos) for .tho' purpose ~f CJ:~trnct 
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n. Goner~l rose~ch, ilso referred to as b~sic resc~rch, f~!damontcl 

research, l~e reso~rch end bluo-sky research. 

b. Rcleted research ~r development, nlso referred to c.s ~P~Jliod 

rcsc~rch, ·!Jroduct rcsoerch Md product line rcset!.rch. 

(1) Gcncrr.l research is th~t ty-)e ~f research -r·:hich. is directed 

tovtC~.rds incro~so ~f kn~Yrledgc in science. It is research nherc the prim~J· oiL1 

.of the investigct~r is e fuller knm7lcdgo or understanding of the subject un~cr 

indcponderlt goner~l research (the t '7.bich is not. sponsored by e contrc.ct or grc..nt 

or is not other:::-iso reimbursed to a c~:mtrc-.ctor) sh!'.ll be an ~llorrr'-blc cost in 

~.11 cost type contrt!.cts under tho i'ol10iTi11g c~nditions: 

(i) Tho amount ~f such costs is rcnsonc.blc. 

( ii) The costs ~ro oquit,~bly· ~lloce.tcd to all Y:ork -::>f the 

contractor other th~n its independent genol"r.l t':.nd related research. 

(iii) Tho contractor ~grocs to divulge to tho Government 

the results ~f such independent gcncrc-.1 rosoc.rch. 

(iv) The business of tho c~ntractor ~t the time of entering 

the contract is ~Jred:mdnantly ( 75% Jr m-,re) 1-:i th non-Govornmontt.l cus"Co~:10rs. 

If less th~n 75:..i· C'.t tho time of entering the c~ntrect, ~llmnmce m~y be c.uth:>~ · 

ized by spoci~l contr~ct yrovision. 

predetermined ~vcrhocd rates. 
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( 2) Related researcl·! is tr1at ty.?e of research t\rhich is directed 

to1-1ard practice.l applicaticm oi' :.:cience, a.nd. "dsvelo~ment" is the systej·:1atic use 

of sciei.1tific ~.G10't·~ledee directed toward the production of useful materials, de-

vices, ··.,.ethod.s, or processes, exclusive of design, ma~1ufacturi:1g, and ;roduction 

e~1sinec:ri.l1g (See 15-204.21). The costs c.f a CQ~1t.ractor 1 s in{epc:1de:1t related 

res0: .. rc:.i ( th2t Hhich is not s~onsorec~. ::.~)" ~ contract or F;rc.!1t or is not othE..rw:ise 

re:L.:1)tU"Se;~:. to ;; contractor) i.~ay, i::': ellocatec~ on the basis oi all :"'roductio:.1, be 

allo~·red ~.s c. cost· under a:..J.y cost ty?e ~1roCa.uction co~1 tract if t:1e research is re-

lated to the contract l)roduct or '.::r oduct line. ljo portion of Sl.'.c~: researci1 1dll 

be allovrc.ble under cost-t~rpe research enc~ d.evelc•pment con tracts. 

were ii.1C"l~rred in account~-~·.lP-: ~x.rio .s prior to t~1e a't.JC~rd of a partict~lar :military 

co~1 tract, ( i:.1cluding ?:.··~ounts CC'.pi tali zed al1L•. the cost of ~~a tents obtail1ed) ·Hill 

not ~Je z..llocated to that contract unles·s allm7able as pre-contract costs (Para-

pater:. ts. ~~i1ere the u.::.e of such pateilt is necessary for the ~ oper performa:::lce 

of the co~1t.ract a11d uhere the Gov·2rn~ent does not already have a license or 

servicing t.,:1e ::-->roc~.uct installation, tra.ini!lg pc:i .. sonnel in the use, operation 

parts, a.nc~. other related opera. tions or ~')ractJices. .Actual costs to be reimbursed 

t::. t~ls ccnt,ractor !.·Jill be i·.1 accorc:a::1ce :~:5-.th the clE~.t~se of tJ.1e contract ei·.Lti tled 

or .~s otb3r"Wi.se pro,ri.ded i:1 the contract. 
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l5-20h.38 s:~.7Ea:~·;cE i'A'Y. Severance ~)ay, lllso cor.tnonl~t referred to as dismissal 

~··:ra~~es, is a pa~'!ne~t in adctition to rc3Ular salaries anJ. ~'~~ces, by contractors to 

T:!e cost o! severar1 ce pe.y is allot.Jable only to the extent that, in 

each case, it is req1iirecl b~ .. (i) la1-1, (ii) e··.r~"lcy€r-e:,,ploy~e agrec:-:K·nts, (iii) 

csta'ulis;1eli ·policy that consti tutGs '· in effect, an ii'1plici t agreement on the 

co~1t.ractor 1 s part, or ( i v) thE: circ,_,msta."lces of the particular employment. 

For co~1tract costi~1g purposes s~.verance pay is divided into two 

ca-t.c[::;orics as follmvs: 

a. r or:-,1al T:;rnover Scveral'lce Pay. The cost of scver~1ce pa:~ents 

is 2.llowablc anc1
• :-1Us-:. ~Je alloca.tac: to all classes of 1-ror1

.: being !Jcr!ormc.0. in 

th: coatractor's rla:~t at the ti:.~.e of ~a;;ncnt. l!m·revcr, 1-.rharc the:; contractor 

p:::·u·.rid.cs fol" accrn?,l of pa. · for non.1al severances st~ch :-:1.:::-thod "t-rill be ac:epta.blc 

if tl1c a:;tOunt of the accrual is rc~:.son2.ble in light of pa~:ncnts actu~lly made 

for nor:·.1nl severa:'lccs over ~- represent~.ti "'re past ~='criod. 

b. !:ass Sevcra:.1ce Pa~r. The cost of abnor~':le.l or :-:1ass severa.:.1cc 1-,ay 

actually made upon cessation of ~·!ork v1hcn there is no rE-asonable prospt:ct of 

contL"ui1·'1g emplo;}7!Tlent on othe:r wor1.~ of tht: co:atractor is allo1-ra.ble. The ar110unt 

allouablc sh2.ll be det·:r:~~i..lJ.cd by assigLlin,2 tl1e total cost of e1ctual mass 

severance p~)111€nts to the entire period of e:::1ploymcnt ·vrith the contract.cr and 

equitably apportioning such cost to all business of the contractor performed 

. duri~1g tha. t period. 

A rescrvatio:'.~ in t~1E:· fi.:.'1al release of clai~.1s (Sec .~SPJ. 7-203.h) may 

be nade in tho case of completed cost-rci.nburse~·.18nt type co!ltracts ~vhen it is 

rc:·c~sonable to assurnG tl1at sc::verancc pay allocable to the co:ttr2ct uill be ::naC::.e 
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SPECIJ::, TOO:!:,ll·TG. The term "special tooling" means property of such 

specialized 11~.ture that its use., without substantial modification or alteration, 

is linli ted to the production of the particular supplies or to the performance 

of the particulC'.r services for vrhich acquired or furnished. · It i.11cl udes, but 

is not lirni ted to, jigs., dies, f i::tures, molds, patterns, special taps, specirJ. 

gauges, and special ·test equipment. The cost of special tooling, when acquired 

·for and it.s usefulness is limited to government contracts, is allowable m1d will 

be chnrged directly to the government contracts.. Uhen such special tooling is 

acqt1irec1 it shall be subject to the provisions of the contract clause set forth 

in .ASPR 13-$03 elitit1ed 11 Governn1ent Property11 • 

15-204.40 TJ~~=s. Taxes are charges levied b:r a govermnent unit. They do not 

include fines and ~)enru. ties except a.s other .. r:Lse provicied i1erein. 

a. In general, taxes (including state inc.ome taxes) 't·Jhich the 

contractor is req_uirec: to pQy and 1-rhich c:.re paid or accrued in accord~.nce 

with generally accepted accountil-s principles are allo't·lable, except (i) for 

Federal income and excess profits taxes; ( ii) taxes in coru""lection 't·r.i th financing, 

refina:-~cing or refunding opera·~ions (see par~.gra!_Jh 15-204.17),; (iii) taxes from 

which exel··~)tions are availQble to ~1e contractor directly or available to the 

contractor based on m1 ex~~ption afforded the Government; and (iv) special 

assess:t;'l£nts on land which represGnt ca!_Jital i.l11provements. 

b. Taxes otherwise allatiable ~"1der .a.. above, but which may be 

illegally or erroneously assessed may b'e allO't.;ed ·as a cost of work performed, 

provided that the contractor, prior to payment. of such taxes, (i) promptly 

requests instructions from the contracting officer concerning such taxes; (ii) 

agrees to comply v.rith such instructions; and (iii) if· so directed by the con

tracting officer also agrees to tal~e all necessary action in cooperation with 

and for the benefit of the Government, to determine the legality of such assess

ment or, as the case may be, to secure a reftmd of such taxes a1d any interest 

or pe~alties thereon~ Interest and penalties incurred 
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~1roc.:::cc1j11s insti tut€-d h·-·- the co:1tractor ;:.t the direction of tho contracting 

officer t0 ~~-·:t.sr~ 1i:1c the lcgali ty of such a:l assessmc~1t or to so cure a reft~nd 

of such ta:~os, :i:J.tcr~st or ~c~if'.ltics !or the benefit of the Government, sr!Clll 

c..lso be ~~lo~r<:!.bl8 2.s costs. 

c. An~r refund of tax0s, :)cnaltics or interest thereon shall be 
I 

crcd.i tc.-.~ t.:: contract costs i:.1 the ;~ro~~)ortio!l i!l ~-.rhich c~)ntract costs ?.bsorbod 

the costs of t2.xcs, i.11tcrcst or :·~m~.ltics. If at t:1c time the refund is rccci vcd 

b~ .. the contractor, no defense contrncts arc bei:1G pcrfor.·KC:., the. a.:]ount othcr\\ri.sc 

t~ be crcdi ted tr:- ccmtrnct costs shc.lJ. be ?aid diroct::.: .. r to the GovcrnT.lcnt. 

15-204.41 By·sr·· .. ,s,... !d ~.; :~, .';:), 

bt.1.Si:1css, cE1d pro?cssir;nal orga.niza.ticms ancl such costs are C'.llm·mblc, 

trc.clo, b'l~LJ.css, :)rofessional, or tc:c~~1ical pr-:rioc~.icals. Su.c:· .. costs arc 

allo-:·rC1.blo. 

c. lice tin:~S c.L"lC.~ ConferC!1Ces. Expc··.1SC s rc)rcs~ntii.16 t~lC lJL'!.rchc.so of :noa.ls. 

tra~lSj?ortation, rc:1t?.l of facilities .for meetings, f'U1d. costs i..."'lcidc~ltc.l t~1GrE;to, 

l~hG:1 the prir.1;:ry pur~osc of the L1currance of· such expenses is the d.isse~·.:ination 

of tcclnical in:for:n:1tio:.1 or the sti::!.U.l"-tion of prodrtction, ~rc allo-vmblc. 

Incl,J.dcG. ar~ the. costs of the director of tr~.i~ing ~.nd steff, tr.:dlJ.in:_: :-,1atcric-.ls 
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t-.. ac~- td:~:t. bool:s Hhen the tr~ining ,?ro::::;rrc~. is con troll :::d b~r t:.1 ~ con tr~ctor, and. 

t1,_it~io~J., fees, trainin;; lT.LC?.tcriCl.ls an C. tc:~t booi=s "t.r:.,cn the tr2.ini_j,1:; is in 

cduc~.tio~1nl :L1sti t,1tions. 

'o. Suc:1 c~sts ~.,1'hic':1 arc li~~1itcd to on the job tr~i.ning arc t.lloH~.blo 

c. Costs of tr~.i:.1ing i.n oduc~tiona.l insti tuti.o!ls 2.rc not alloH.'=!blc, 

c:·:cc)t to the cxtcn t spe:cifically pr ovi.docl i.Yl the contrnct. 

1.5-201~.!!.3 T1.:._ S?OTi'i~TI0 .. EXP&-;SES. Transportat~_on expenses inclu(.i.c tl1c cost 

of freight, C):p ress, cartage z~nd postage relating ci thcr to goods purch~sc;;d, in 

lJrocoss, or deli ~rcrcd. 

· ::1c::. s1:c!1 c:-sts Ct'..l1 rc8.dil:.T be idc::1tificd Hi th the i t,cms invol vcd. 

tllc-- :-1a::r ·.:;o diroct costeC: or added to the cost of such ~-·l.:ttcrial. (Soc p~ragrC1.ph 

1 ,-J ,.,,.,, ")'1) 
~-'-L \.IL..). e '- L e 

c~J e;nso ~.ccO\lnts, pr ovidod. t!1c contr.::.ctor follo:7s ~ co:1sistc:1t proccdu:i.""'C. in this 

rcs~cct. 0utbo'.il1d freight, if reimbursable undor the tcr.~1s of the contract, 

sl;.ould be -~rc2.tcd C?.:J dil'·cct charges. 

l~"\-20,.1 t ••• '!.L•. ·:'· .. -:--.·;,_T\.0 .. ··'· -:-".JA-.rp-._.~.· ..• :s'"";·i'co. m1b.;s -·~--cl,,c~os costs of tr-:1ns··)o,...L,.t;o . .., lo<.·~ .. -..o:-,~. ... _ L 1- _ ... • -- _ - .JV -~ _;J. .·. ~ c::. :: • vt' .!.. .i.-1, ~t::.-~ 51 

subsistc~1cc c-~:1d i;.1ciQ.entol c~1c:1sos i::1curr0ci by C:)ntractor pcrsonn0l i:1 c. 

trC~.vGl st;.~tus w~il::.: on official co~·:lp~n~/ businoss. 

a. 1'rc:tvcl expenses incurre:d. in th8 :-l~r:ilal course of overall 

Cl.CblLlist.r~~tio!J. of tho b~_,_sincss nnd applicable to t:1c e.1tirc bus~.11css arc ;~llo-,;-;2blc 

t-rhcn pro;::crly c?llocatcd. 

b. Tr~vcl expenses dircctl7 attributCl.blc to contre'.Ct p:crforr.:r.:.1co ma.y 

b . , t 1- ' . t .._ . ~ . t' -' . . . , . ... , . 0 t. c c~:c.::."'c~.::.-c o ·vdC c:-n rae v J.£1 accorc;.a1 co 1-r-. .. -~ .:.nc ;)n::.c~~--~- o~ CtJ..rcc·c cos ~n6. 
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c. Subsistence ? ... nd lodging including tips or sL.~ilar incic~cntal 

selectee: sho~_J.d be consistently followed. 

6.. Costs ·of prc:nulll transport~.tion MRY be P-llolr1Cd 1v'.1cn it is sho1:·,T!l 

t~ i:·c ncc::sse.r:~ to p:-_rf:::-,r:::.c.ncc of tho contr~.ct. 

e:. :ntcrtail1ri1Cn t cx.pCJ.1SCs etrc not C~.llo~-r~.blc. 

f. C0sts of personnel r:IOVCl·.-.~nt o~ c. sp·~Ci~l. or ···.1~.ss ~~tv.rc o.rc 

C!.llo:-7c?..0lc oi1l~r ltdcn .::.u t::crizcC. or n)::>ro'V'c·:l. in 1·.rri tinr:. b~I the Contr<1cti~1~ Officer. 
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OGC/GWM:lwt March 9, 1956 

MEMO.RANDUM FOR THE ASPR COMMITTEE 

Subj: ASPR Case 53-44, Revision of Section XV, Contract Cost··Principles 

1. ·In accordance with the request of the ASPR Committee (Minutes of Meeting 
of 28 February 1956, Item 12), the Editing Subcommittee met on March 2, 5, 
and 6, jointly with the Section XV Subcommittee and itself met in a further 
meeting on March 7, 1956. 

2. The joint subcommittees discussed each of the areas referred to in :para
graph 1 of the Editing Subcommittee report of February 27, 1956, and rec-om
mendations with respect to each area are set forth below under A, B, and C .. 
The edited material prepared by the Editing Subcommittee as a result of 
such discussions is contained in the appropriately numbered paragraphs of 
the attached TAB B. The bracketed references are to paragraphs in the 
·Section ·xv Subcommittee draft as submitted for editing. 

A. Material and Supply Costs - ASPR 15-204.2(n)(6) L!S-204.21£7 

The Problem: 

In regard to tr~nsfers between division~ or organizations under 
common control of items not regularly manufactured and sold through 
commercial channels, the Editing Committee recqmmende~ that sub
paragraph 6 ,include the following words before the pr'oviso: 

''or the cost to the transferor, or. the prices of other 
suppliers for the same or substantially similar items, 
whichever is lowest.'' 

Joint Recomme~dation: 

Do not include the words: 

"or the cost to the transferor". 

Include the words: 

99 0r the prices of other suppliers for the sam~ or · 
substantia 11 y similar items, whichever is lo~er," 
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B. Research··and ·neveolo·pment Costs - ASPR l5-204.2{v)(3) L1s-204.34{ii}/ 

The Problem: 

The Editing Subcommittee recommended that, in subparagraph 3, 
the term "product line?i be clarified and that consideration be given 
to whether the propos.ed allocation of the costs of related research to 
Hall production work of the contractor" .would create an inequity 
since such costs would be allowable .only to the extent the research 
was related to the "contract product or product line." 

Joint Recommendation I: 

Chang.e the term ''contract product or product line 9t to ''contract 
product line. 9 9 This was recognized as a temporary expedient which 
wol_lld probably have the effect of limitin_g the term "product line". 

. ·~ 

so that it would not be construed as having the broadest possible applica
tion, i.e., all products sold by the contractor. Ther~ was general agree
ment that such a broad application was not intended and would be un
desirable. However, a protracted discussion did not produce any general 
consensus of opinion on what area the term was intended to cover o.r 
what coverage would be desirable. The problem requires further study. 

Joint Recommendation II: 

The words 66 if allocated to all production work of the contractor n 

should be deleted to avoid an inequity and the following words should 
be added to the proviso before the period: 

uand the costs are allocated to all production work of the 
contractor on the contract product line. 9 9 

C. Pension Plans - ASPR .t'S-204 .. 2(q) LASPR 15-204.2~_7 

I. The Substantive Issue Problem. 

In regard to the issue relating to reversionary credits arising out 
of future abnormal terminations (discussed in paragraph 3.C . .l. of the 
report of February 27, 1956}, the Section XV Subcomm~ttee wa·s· in 

. agreement that its draft as submitted for editing was not intended to 
provide for retrospective accounting in addition to a discount of 
current costs or realistic recognition in the actuarial calculation of 
current costs in order to give effect to the anticipated future credits 
or gains arising out of "abnormal" terminations. Accordingly, it was 

2 

. I' 

.• 
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decided to treat subparagraphs {3)(iii)(A) and {3){iii)(B} of proposed 
ASffil5-204.2{q) in the disjunctive rather than the conjunction by deleting 
the "and" and retaining. the "or" between them, 

It appeared that some of the original concern of the Army and Air 
Force members to the disjunctive treatment was associated with the 
matter of credits or gains arising out of "normal" employee turnover 
which the Section XV Subcommittee had not intended to include under 
the _paragraph in question. To clarify this point, a specific reference 
to credits or gains arising out of ''normal employee turnover" is 
made in the redraft of subparagraph { 3)(iii)(A) {appearing as {3){iv){A) 
in TAB B. 

To satisfy another concern of the Army and Air Force members of 
the Editing Subcommittee, thj.s provision also provides that, where 
future credits for abnormal terminations are accounted for by a dis
count of, or an actuarial recognition in, current costs, the appropriate 
adjustment ''shall be reflected in the contract, in an amendment 
thereto, or some other writing binding on the Government and the con
tractor.'' In re_gard to the wor.ds ''some. other writing bindin.g on the 
Government and the contractor", the Editing Subcommittee does not 
intend that a formal agreement must be entered into or that any action 
by a Contracting Officer is necessarily required. It is merely intended 
to require that the Departmental activity authorized to determine costs 
and incidental credits reach a definitive written understanding with 
the contractor, by exchange of memoranda~ correspondenc-e; or other
wise, which will not leave the question whether the credits have been 
received by the Government, open to spec;:ulation, conjecture, or sur- . 
mise. 

The joint subcommittees agreed in principle {Mr. Cox, one of 
three Air Force representatives, being the sole dissenter) on treating 
this problem in the planner set forth in TAB B as proposed ASPR 
15-2-04.2(q)(3)(iv).-which is--an ·edited version subsequently prepared by 
the Editing Subcommittee. 

II. The Problem of Consistency; with Part··6-; Section· XV 

<Following subtnis-sio:n·:o:f·th:e ·r.epot.t-of·.Fe:brua-ry 27, -1-95-6, . .the Army 
member of the Editing Subcommittee contacted the Internal Revenue 
Service and learned that the present Part 6, Section XV, as well as 
the draft submitted for editing were open to misinterpretation with 
respect to the matter of approval of pension plans by Internal Revenue 
Service. 

3 
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For the _above reason ·.the joint .subcommittees requested the lt>chnical 
··· assistance of the Inte·r.nal Revenue Service. The .C.hairm.an of the .Editing 

···:subcommittee made arrangements to contact W. G. Shreve, Acting Head, 
··Pension Trust Section, Internal_Revenue Service,and he in turn arranged 
for Mr. J. F .. Heathcote, Technical. Assistant, to attend the joint meeting 
of March 6, 1956, and advise the subcommittees in their ·consideration 
of the problem. This assistance has been invaluable and is gratefully 
acknowledged; without it, the joint subcommittees would have been 
required to spend a much longer time at this task. 

From information furnished as a result of the above contacts, it 
appears that the problem starts with the inferences that can be drawn 
from the present ASPR 15-601.2(b) that certain pension plans must be 
submitted for prior approval by the Internal Revenue Service but that 
plans of tax-exempt organizations are not su~ject to any approval. 
Actually, no pension plans are necessarily require.d to b~ a:pproved at 
all although the plans of tax-exempt organizations as well as those of 
organizations subject to taxation are subject to approval at some time. 
In the case of the latter, the review would most usually come about ~s 
a result of the employer's deduction for tax purposes of its contributions 
to a pension plan and would occur at the time of auditing income tax 
returns within three years after filing. However, this does not always 
occur. In the case of tax-exempt organizations, the chief effect of 
approval or disapproval is on the tax liability of the employee beneficiary; 
this may vary depending on whether the plan is "qualified" or not. 
To clarify this question, plans of tax-exempt organizations are often 
submitted for approval in advance. If not so submitted, the matter of 
tax liability does not usually come under ~crutiny until the employee 
beneficiary begins receiving benefits. ' 

Following extensive discussion, the joint subcommittees agreed in 
principle on a draft dealing with this problem. An edited version. of 
this material is set forth in TAB B, as subparagraphs (2) and (3){i) 
through (iii} of proposed ASPR 15-204.2(q). 

3, Except for the single dissent mentioned above with respect to paragraph 2,C,L, 
the recommendations set forth in the foregoing paragraph have had the concur
rence of t~e Editing Subcommittee and the Section XV Subcommittee. Subsequent 
to action by the joint subcommittees on the probte·ms discussed in paragraphs 
2,A. and 2.B., Mr, Paul Southwell, Air Force procurement member of the 
Section XV Subcommittee, submitted the memorandum attached as TAB A. 
Owing to the limited time for submitting this report, it has not been possible 
to have the members of the joint subcommittees give advance consideration to 
this report or the edited draft of the paragraph covering the ~&i,~.S~ of Pension 
Plans (Proposed ASPR 15-204.2(q), TAB B attached). 
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4. The Editing Subcommittee submits herewith an edited draft. __ _,£ Part 2, 
Section XV, in accordance with the assig.nm.ent qf the ASPR Committee 
{see Minutes of Meeting of .13 December 19.55, Item 4) .. This draft has 
the concurrence of the Editing Subcommittee with the reservation that it 
is anticipated that several points will require brief discussion when the 
matter is considered by the ASPR Committee. 

5. ·The Editing Committee invites attention of the ASPR Committee to para
graphs 4 and 5 of its report of February 27, 1956, as matters for its further 
consideration. In connection with the matter of ''side'' agreements referred 
to in paragraph 4 of said report, members of the Section XV Subcommittee 
have furnished information to the joint Subcommittees to the effect that 
this matter was the subject- of a policy determination by the Procurement 
Secretaries in the early part of 1955. 

Editing Subcommittee: 

GEORGE W. MARKEY, JR. 
Navy Member 
Chairman 

CHARLES W. WILKINSON 
Lt. Colonel, SS JAG 
Army Member 

JOHN W. PERRY 
Air Force Member 

Section XV Subcommittee: 

Ar~.y 

J. 0. Hunnicutt, Jr., Major, DCSLOG 
T. P. Partyka, AAA 
J. A. Mays, AAA 
L. M. Harff, FIN 

DOD 

H. ·H. Gallup,·OSD(S&L), 
Chairman, Section XV Committee 
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Air Force 
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5 March 1956 

AFMPP-PR-2 

MEMORANDUM FOR ASPR EDITING AND SECTION XV PART 2 SUBCMtiTTEES 

.SUBJECT: Editing Subcommittee's Change to Paragraphs l5-204.2l(f) and 
15-204. 34(b) (ii) Section XV Part 2 Cost Principles 

1. The Air Force Procurement member of the Contract Cost Principles 
Subconmittee having given .further consideration to the Editing Subcoumit
tee's changes to (i) the material and supply paragraph relating to inter
divisional transfer of such items and (ii) the paragraph on related 
research, finds he cannot agree to the changes considered by Section XV 
and Editing Subcommittees on 2 March 1956. 

2. ·Consider first the edited changes to interdivisional transfer 
language, DAIDely, the insertion of the words "or.the prices of other 
suppliers for the same or substantially aiadlar items, whichever is 
lower." 

Reasons advanced for this addition were someWhat as follows: 

a. '~hile it may not be likely to ordinarily occur, it is 
conceivable that a company might transfer goods from one ~ivision to 
another for use on a government contract at a 'price' based on existing 
market conditions which would be below the original cost to the trans
feror. Without this language the Government would be obligated to pay 
the transferor's cost, although the company Ddght be willing to make 
the transfer at a price below cost". 

CODJDent: Such a situation could only occur where such 
materials were in stock. The chances that this 

situation is ever likely to occur so that the contract 
costs would be affected in any material amount is so remote 
as to be beyond such serious consideration as to change the 
paragraph on interdivisional transfers. Companies just don't 
go about carrying large obsolete _or non-usable materials in 
stock. 

b. , "This ·language would cover a situation where a contractor elects 
to manufacture in one of his other divisions an item which is not normally 
manufactured by that division, but which is regularly manufactured by ·another 
'outside' company; and in such situation the change in the paragraph would 
-limit the contractor's reimbursement for such item to the lower of his manu
facturing cost or the price he would have paid had the item been bought from 
the normal outside manufacturer". 

Corrment: Again, this is a situation that is "conceivable" but 
its actual occurrence is so remo~e that it need not 

and should not be covered in the language relating to inter-
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divisional transfers. Such language can only lead to confusion 
among auditors, contracting officers and contractors as to how 
and when it applies. This type of situation can best be handled 
by the contrac.ting officer in his approval authority over sub
contracts. 

3. The change to the paragraph covering related research which 
would allocate to the contract the cost of its related research is, 
likewise, not agreed to. 

4. The Contract Cost Principle Subcommittee, acting on instructions 
from the ASPR Commit tee, provided in its revision to the ·cost princlples 
that related research related to the contract product line should be 
allocated to all production work of the-contractor. This was based on 
the ASPR Committee•s decision that a little more liberal treaODent should 
be taken on accepting re\ated research cost than the present existing 
ASPR 15-204(s) provides, which is: "Research and development specifically 
applicable to the supplies or services covered by the contract." 

5. The Air Force Procurement member feels that there should be no 
change in the allocation to all production work of related research related 
·to the contract product line. 

PAUL Mo SOUTHWELL 
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OGC/GWM:lwt March 9, 1956 

Part 2 Supply C.ontr.acts, and.S.ervice and.Res·earch 
and Deve·:.lopment Contracts with Qr,ganizations 
Having Commercial Type Accountin-g Syst~ms 

15-ZOO , ... .Scope of Part. This Part' sets forth principles and standards for the 
deteTm:ination and allowance of costs in connection with cost-reimbursement 
type contracts and cos_t-reimburse·m:ent type subcontracts thereunder for the 
procurement of supplies, services, and research and development work. How
ever, this rt'art·does not apply to contra·cts for services or researchan4 development 
work with contractors or subcontra·ctoJ:"s·-which.qo not_,have comme·rciCt:l_typeaccount
ing systems, or for facilities, construction, or architect-engineer services 
r-elated to construction. 

15-201 Basic Considerations. 

15-2.01.1 Composition of Total Cost. The total cost of a cost-reimbursement 
type contract is (i) 'the ·allowable direct costs., plus (ii) ·the allocable portion 
of allowable indirect costs, less (iii) any applicable credits. · 

15-201.2 _Factors Affecting.Allowability of Costs. Factors to be considered 
in determining the allowability of costs include (i) reasonableness, ·(ii) applica
tion of generally accepted accounting. principles and practices, {iii) significant 
deviations frotn. the established practices of the contractor which substantially 
increase the contract costs, and (iv) any limitations set forth in this ·Part 2 
or otherwise included in the contract as to types or .amounts of cost items. 

15-201.3 Credits. The applicable income, rebates, allowances, and other 
credits received by or accruing to the contractor which are related to any 
allowed co.st shall be credited to. the Government either as a reduction in 
contract cost or by a c;:ash refund·, as ·appropriate . 

. 15-201.4 _Contractor's .Accounting System. The requirements concerning 
record keeping -and approval of the contractor's accounting procedures and 
practices are set forth in the "Records· clause {ASPR 7-203. 7)'. 

15-202 Direct Costs. 

15-202.1 ·General. Direct costs are those items of cost which can be 
specifically identified with any objective, service, program, or project of 
the contractor and are chargeable directly thereto. Allowability of direct 
costs shall be determined pursuant to ASPR 15-201.2. Major items of cost 
such as freight, travel, com.munica tion.s, engineering services, etc., as well 
as the costs of materials and productive labor, should be charged directly to 
(i) a contract, or ·(ii) other work of the contractor, with which they are readily 
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identifiable. When the contractor is engaged in both defen·se an-d··non-defense 
·production or services, this principle must be applied consistently to both, 
When the accounting· ,expense of direct costing of minor items would exceed 
the resulting benefits, individual items, otherwise allowable as direct costs, 
may be treated as indirect costs. 

15-202.2 Direct Material Costs. Direct material costs include ·the cost of all 
purchased items and items manufactured independently of a contract, which 
are directly incorporated into or attached to the end product or which are 
directly consumed or expended in the performance of a contract. Direct 
material costs of reasonable overruns, spoilage, and defective work may also 
be included; but, as to defective work, see paragraph (c) of the inspe.ction 
clause in ASPR 7-203.5. 

15-20'2.3 Direct Labor Costs. Direct labor costs include sala-ries and wa.ges 
specifically indentifiable with and properly chargeable directly·to ·the perform
ance of a contract or other work of the contractor. Average rate'S' may be 
.used where the contractor demonstrates that the results are equita·ble. ""Direct 
·labor costs .may also include other associated costs, such as ·payroll taxes 
and ·worknlen's co.mpensation insurance, .where it is the establi~'hed ·practice 
·of .the cont.ractor to- treat these it~ms as a part. of direct ·te~:bor costs.· 

15-202.4 Other Direct Costs. Other items of cost may) in particular cases, 
be charged directly to the contract where the contractor demonstra~es that 
they are ~pecifically related to the performance of the contract. W,hen, . 
however, items ordinarily chargeable as indirect costs are charged to a 
Government contract as direct costs, the cost of similar items applicable to 
other work of the contractor must be eliminated from indirect costs allocated 
to the Government contrac.t. 

15-203 Indir'ect Costs. 

15-203.1 General. (a) Indirect costs are those items of cost which cannot be 
specifically ident~fied with any one objective, service, program or project of 
the contractor. Indirect, costs are accumulated for accounting purposes by 
logical cost groupings and are charged to all work of the contractor by a 

- process of allocation . Each element of indirect cost is subject to the limita
tions of this Part as to allowability. 

(b) The method of allocation of indirect costs must be based on the 
particular circumstances involved. The objective should be the selection of 
a method which will distribute the indirect costs in ·an equitable manner. The 
method used in connection with Government contracts shall, in order. to be 
acceptable' conform with generally accepted accounting practices, be applied 
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consistently, and produce equitable results. Any sign.ificant change in the 
nature of the business, the extent of subcontracting, fixed asset improvement 
programs, the volume of sales, the volume of production, manufacturing pro
cesses, the contractor's products, or other factors may require reconsidera
tion of the method previously used. Individual elements of indirect cost are 
discussed in ASPR 15-203.2 through 15-203.5. 

{c) The base period fo·r allocation of indirect costs shall be representa
tive of the period of contract performance and shall be sufficiently long to 
avoid inequities in the allocation of costs, but in no event longer than the con
tractor's fiscal year. 

_15-203.2 Indirect Manufacturing and Production Costs. Indirect manufacturing 
and production costs consist of items of cost which are ~ttributable to the manu
facturing and productive process _as a whole and which cannot be specifically 
identifie~ with any one objective, service, program, or project in accordance 
with ASPR 15-202. Allocation of·indirect··-m.anufacturing and production costs 
on a time basis, such as direct labor man-hours or machine-hours, is a 
method which generally produces accuracy and equity. Other acceptable 
methods of allocation, in appropriate circumstances, include direct labor 
dollars {exclusive of overtime premium), units processed, and prime costs 
of units processed. The contractor may departmentalize or esta·blish cost 
centers, in order to allocate the indirect costs equitably. Factors to be con
sidered in determining the propriety of departmentalization or establishment 
of cost centers include variety of products, complexity of processes, and rela
tive labor and facility requirements for the various products. 

15-203.3 Indirect Engineering Costs. Indirect engin~ering costs in.clude costs 
of'engineering supervision, engineering administration, and engineering supplies, 
and other related costs, which cannot be specifically identified with any one ob
jective service, program. or project in accordance with ASPR 15-202. These· 
costs arise out of engineering activities such as product design, tool design, 
experimental development, :manufacturing and production development, layout 
of production lines, determination of machine methods, and related blueprinting 
and drafting. Indirect engineering costs .shall be allocated to the benefited 
contract and other work of the contractor (see ASPR 15-204.2(v)(4)) on the basis 
of .direct engineering man-hours expended, direct engineering· labor dollars 
(exclusive of oyertime, extra-pay shift, and multi-shift premium), or some 
other equitable basis. 

15-203.4 Selling and Distribution Costs. Selling and distribution costs arise 
through marketing the contractor's products and include sales promotion, 
advertising, and distribution costs, and other .related costs. Generally, such 
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costs are not considered to be·-a:llowable as a charge to Government cost
reimbursement type contracts (but see ASPR 15-204.2.(b)). However, subject 
to the other ·provisions of this ·Part, costs in this category, includi.D.g super
visory and clerical costs$ which relate to technical, consulting, and other 

·beneficial services, ·and which are for purposes such a·s application and 
adaptation of the contractor's products, rather than pure selling, are allowable 
if a reasonable benefit to Government contracts is demonstrated. .~uch costs 
.shall be allocated to the contractor's conunercia1 work and its individual 
Government contracts on an equitable basis. Because of the speci_.al problems 
that arise in this area, the contractor should identify in its records, by means 
of sub-accounts or otherwise, the items of selling and distribution cost con
sidered properly allocable to Government contracts. 

15-203.5 Gene·ral and Administrative Costs. General and administrative costs 
consist of items of cost attributable to the overall tnanagement, superv~sion~ 
and conduct of the business. Any recognized method of allocating general and 
administrative costs is acceptable if equitable results are thereby obtained. 
Factors to be considered in determining whether the results are· equitable 
include: 

{i) the ratio of each of the several cost components to the total cost 
of the contract, exclusive of general and administrative costs, 
cqmpared to the corresponding ratios for the contractor 0 s entire. 

·business; 

(ii) the ultimate objective of distributing general and adtninistr~tive 
costs consis.tently with the general and administrative effort in
volved in each element of the contractor's business; 

(iii) any significant varia tion.s of inventories between accounting 
periods; 

(iv) variations in the ratio of the contract inventory levels to all 
other inventory levels; and 

(v) other relevant factors including those mentioned in ASPR 
15~203 .l(b) 0 • 

15-2.04 Principles and Standards for Selected Items of Costo. 

15.-204.1 ·General. Applications of the above ~sic cost p·rinciples .and standards 
.to certain selected items of cost are set forth below, and apply whether the 
particular item of cost ~s treated by the contractor as direct cost or as indirect 
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cost. Failure to mention any particular item of cost does not imply that it 
is either allowable or unallowable. With respect to all items, whether or not 
specifically covered, determination of allowability shall be based on the 
principles and standards set forth in this Part and, where appropriate, the 
treatment of similar or related items. 

15-204.2 Costs Allowable in Whole or in Part. 

(a) Advertising Costs. Advertising costs include the costs of advertising 
media and corollary administrative costs. Advertising media include maga
zines, newspapers, radio and television programs, direct mail, trade papers, 
outdoor advertising, dealer cards and window displays, conventions, exhibits, 
free_ goods and samples, and sales literature. Only the following advertising 
costs are allowable: 

1i) advertising in trade and technical journals, provided s·uch ad
vertising does not offer specific products or services for sale 
but is placed in journals which are. valuable for the dissemina
tion of technical information within the contractor's industry; 
and 

(ii) help wanted advertising, as set forth in (t) below. 

(b) Bidding Costs. Bidding costs are the costs of preparing bids or 
proposals on potential Government and non-Government contracts or pro-

. jects, including the development of engineering and cost data necessary to 
support the contractor's b,ids or proposals. Bidding costs of the current 
accounting perio_d of both successful and unsuccessful bids and proposals 
normally shall be treated as indirect costs and allocated currently to ~ll 
business of the contractor, in which event no bidding costs of past account
ing periods shall be allocable in the current period to the Government con
tract; however, _the contractor's established practice may be to treat bidding 
costs by some other recognized method. Regardless of the method used, 
the results obtained may be accepted only if found to be· reasonable and 
equitable. 

(c) Cafeteria, Dining Room, and Other 'Food Service Costs and Credits. 
Food services include operating or furnishing facilities for cafeterias, dining_ 
rooms, canteens, lunch wagons, vending machines, or similar types of serv
ices for the contractor's employees at the contractor's facilities. Profits 
(except profits irrevocably _set over to an employee welfare organization of 
the contractor in amounts reasonably useful for the benefit of the employees 
at the site or sites of contract performance) accruing to the contractor from 
the operation of these services, whether ope~ated by•the contractor or by a 
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concessionaire, ·shall be treated as a credit to costs of all production within 
the contractor's pl~nt in which the services are furnished. Reasonable losses 
of operation from such services are allowable when it is the policy of the con
-tractor to operate such service·s at no loss or profit; provided~ however, that 
any g~ins or losses from these services must be· appropriately allo·cated to· 
all activities benefited, including Government contracts. ·When it is the policy 
of the c.ontractor to furnish such services at a loss, losses on such operation 
shal~ not be allowed as a cost unless specificallyp~ovidedfor in the con~r~c:t., 

(d) Civil Defense Costs. Civil defense ·costs are those incurred in the 
planning for p and the protection of life and property against, the po·ssible effects 
of enemy attack. These costs are generally incurred pursuant to plans developed 
by State and local civil defense authorities. Reasonable costs of civil defense 
measures, including costs in excess of normal plant protection co.sts, first-
aid training and. supplies, fire fighting training and equipment, posting of addi- · 
tiona! exit notices and direc.tionsp and other approved civil defense measures• 
undertaken on the contractor's premises pursuant to suggestions or require
ments of civil defense authorities are· allowable when allocated to all work of 
the contractor. Cos-ts of capital assets acquired for civil defense ·purposes 
shall be depreciated over a reasonable number of years in conformity with 
generally accepted accounting principles. Except a~ specifically provided for 
in the contract, contr~butions to local civil defense funds or projects not on 

·the contractor's premises are unallowable. 

(e) Compensation for ·Personal Services. (Reserved) 

(f) Contributions and Donations. Reasonable contributions .and dona
tions to ~ s ta blished nonprofit charitable, scientific,· and ·educational organiza
tions are allowable if they are deductible for Federal income··ta.x purposes; 
.provided trui t such deductibility does not in itself justify allowance as a con
tract cost. "The reasonableness of the amount· of particular contributions and 
donations, and the aggregate thereof for each fiscal periodv. must be judged 
ordinarily in light of the pattern of past contributions, particularly those made 
prior to the placing of Government contracts. Allow~ble contributions and 
donations shall be allocated to all work of the contractor. 

(g) .Depreciation. 

(1) ·Depreciation is a charge to current operations which distributes 
the cost of a tangible capital asset, less estimated residual value, over the 
estimated useful life of the asset irt a systematic and logical manner. It does 
not involve a process of valuation. Useful life has reference to the prospective 
period of economic .useful~ess in the particular contractor's operations as 
distinguished from physical. life. 
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(Z) Depreciation on a contractor's plant, equipment, and other 
capital .facilities is an allowable element of contract cost; provided that the 
amount thereof is based upon original acquisiti:pn. cost. Depreciation shall 
be accounted for by consistent application to the assets concerned of any 
gene-rally -ac-cepte·d:a.ccounting principles, including tho-se recognized by 
-s~~tion 167 of the Internal .Revenue Code of 1954, and should usually he allocated 
to the contract and other work as an indirect cost. The amount of deprecia
tion allowed in any accounting period may, consistent with the basic objec-
tives set forth in .(1) above, vary with volume of production or use of multi-
shift operations . 

.{3) Depreciation on idle or excess facilities shall not be allowed 
except on such facilities as are reasonably necessary for standby purposes. 

(4) Where the contractor has· applied for, received, and accepted 
a determinat_ion of ''true depreciation" from an Emergency Facilities Board 
covering an emergency facility acquired under a certificate of necessity, 
the amount so determ~ned for "true depreciation" over· the emergency 
p~riod (5 year$) shall be recognized in lieu of normal depreciation. The 
contractor m.ay elect to use normal depreciation rather than ''true deprecia
tion" as determined by the Emergency Facilities Board; however, the method 
chosen after such determination of ''true depreciation" must be followed con
sistently throughout the life of the e-mergency facility .. The undepreciated 
cost of ~he emerge;ncy facility remaining -after the expiration of the emergency 
pe-riod shall be <Epreciated over its remaining useful life and shall be the only 
amount recognized as allowable cost (but see paragraph 15-Z04.3(d). The 
remaining und~preciated cost shall not include any amount of unrecovered 
''true deprecjation" (or normal depreciation if the contractor has elected 
not to use "true depreciation") allowable during the emergency period. 

(5) Unless otherwise provided for in the contract~ no use charge shall 
. be allowed for as_sets still in use which, in accordance with the contractor's 
consistent a~cou~ting practice, ·have or should have been fully depreciated 
on the contractor's. books . 

. (h) .~mployee Morale,_Health, and Welfare Costs and Credit_s. Reason
able .costs of health and welfare activities, such as house publications, health 
or first-aid clinics, andv!QJ.nployee counselling· services, incurred, in accordance 
-with the .contractor's established practice or custom in the industry or area, 
for -the iPlp-r_ov.ement of working conditions, employer~employee relat~ons, 
employee morale, and employee per{9.rmance, are allowable. Such .costs shall 
be equitably allocated to all work of the contractor. Income generated from 
any. of these a.ctjvities shall be .credited to the costs thereof unless such in
comE:! has been irrevocably set over to employee welfare organizations. 
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(i}. Fringe Benefits. Fringe benefits are allowances .and services pro
vided by the contractqr to its employees as c·o"Inpensation in :add~tion to regu
lar wages and salaries. Costs of fringe benefits~ such as pay for vacations» 
holidays, sick leave, military leave, and employee insurance, are allowable 
to the extent required by law, employer-employee agreement~ or .an established 
policy of the contractor which constitu~es, in effect, an implied agreement on 
the contractor~s part (but see {e) above, and (j)(3)(v), (q) and (y) below.) 

. (j) .. Insurance and Indemnification. 

(1) Insurance and ·indemnification include (i) those types of insurance 
which the contractor is required to carry under tb.e terms of ·the contract, or 
by specific instruction of the contracting officer or his authorized representa
tive (see ASPR 10-501 for kinds of insurance ordinarily required), (ii) any 
other in.surance for which the contractor seeks reitnbursement under the 
contract, and (iii) liabilities to third persons not compensated by insurance 
or otherwise.· 

(2) Costs of insurance required or approvedp and maintained pursu-
ant to the clause in ASPR 7-203.22 ar·e allowable. · 

(3}. Costs of other insurance, no.t required to be submitted for ap
proval but maintained by the contractor in connection with the ·performance .of 
the contract, are allowable subject to the following limitations: . 

(i) types and extent of cove·rage shall be in accordance· with 
sound business practice and the rates shall be reasonable 
under the circumstances; 

(ii} costs allowed for use and occupancy insurance shall be 
limited to exclude coverage of profits interest, Federal in
come taxes, and any other items of cost unallowable under 
this Part; 

(ii~) costs of insurance or any reserve cove~ing the risk of loss 
of or datnage to Gove·rnment-owned property are unallowable 
except t.o the extent that the Government shall have approved 
or required such insurance or reserve; 

(iv} costs of a r-eserve for a self-insurance pro·gram are un
allowable unless the program has been approved by the mili
tary department concerned; and-
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(v} costs of insurance on the lives of officers~ partners, or 
proprietors, are unallowable except where such insurance 
is part of an employee plan which is not unduly restricted. 

(4} The Government is only obligated to indemnify the contractor 
to the extent expressly provided in the contract (for example, see ASPR 
7-:-.203.22). Therefore, except as otherwise expressly provided in the contract, 
actual losses not reimbursed by insurance (through an approved self-insurance 
program or otherwise} are unallowable. 

(k) Labor Relations Costs. Costs incurred in maintaining satisfactory 
relations between the contractor and his employees, including C<?sts of shop 
stewards, labor management committees, employee publications, and other 
related activities are allowable. 

(1) Maintenance and Repair Costs. 

(1) Costs, necessary for the upkee·p of property {including Govern~nt 
property unless otherwise provided for}, which neither add to the permanent 
value of the property nor .e:tppreciably prolong its intended life, but keep it in an 
efficient operating condition, are allowable. Expenditures for plant and equip
ment which, according to generally accepted accounting principles, should be 
capitalize·d and subjected to depreciation are allowable .only on a depreciation 
basis. Costs of maintenance and repair of excess facilities and of idle facili
ties {other than reasonable standby facilities} are unall·owable. 

(2) Costs of maintenance and repair which are delayed from a period 
prior to thE! contract, for some reason such as abnormal operating conditions 
or Icick of funds, and are performed during .the contract period are unallowable 
unless specifically provided for in the contract. Likewise, the estimated cost 
of maintenance and repair normally required but not accomplished d-qring the 
period of the contract shall not be allowed as a cost unless specifically pro
vided for in the contract. 

{m} Manufacturing and Production Engineering Costs. Costs of manu
facturing and production engineering, including engineering activities in con
nection with: 

(i) current manufacturing processes such as motion and time 
study, methods analysisp job analysis, and tool design and 
improvement; and 

{ii} current production problems, such as materials analysis 
for production suitability and component design for purposes 
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of simplifying production; 

are allowable. 

(n) Material and Supply Costs. 

. (1) The net costs of such items . ..as raw material, par.ts, sub-assemblies 
components, and manufacturing s~pplies, whether purchased or :manu.factured 
by the contractor, and such collateral items as inbound transportation and in
transit insurance, are allowable, subject, however, to (2) through (6) below. 
In computing costs of material, considera~ion will be gi:ven to·rea·son.ble over
runs, .spoilage, or defective work (as to defective work, see paragraph (c) of 
the inspection clause in ASPR 7-203,5). 

{2) Costs of material and supplies shall be suitably adjusted for ap
plicable portions of income and other credits, including·:a-vaUable trade dis
counts, refunds, rebates, allowances~ and cash discounts,·and credits for scrap 

.. in'Id ·s:a.:iva.ge-:a-nd nN~·te.rial .. ami supplies ·return.ed to -vendors ..... Such income .. and 
other credits shall either be credited directly to cost ·of ·the·-material or sup
plies involved or be allocated (as credits) to indirect costs. However, where 
the contractor can demonstrate -that .fa-ilure to take cash -discounts was due 
-to circumstances beyond its control, such lost discounts need not be .so credited. 

(3) When material is purchased specifically for and identifiable 
solely with performance under a contract, the actual purchase cost thereof 
shall be charged to that contract. 

(4) If material is issued from stock, any gene.rally recogn.ized 
·method of pricing such material is acceptable if that method is consistently 
applied and the results obtained are equitable. 

(5) Reasonable charges or credits arising fro.m a difference between 
·periodic physical inventory quantities and related material control records 
·shall be included in arriving at the cost of material if such charges or cred!ts 
(i) do not include ' 6 write-downs'' or 66 Write-ups'? of value, and (ii) relate to 
the perl.od of performance of the contract,'· 

(6) Costs of material, services, or supplies, sold or transferred 
·betw~en. plants, divisions, or organizations, under common control, shall 
be allowable only to the extent of the cost to the transferor, or the prices 
of other suppliers for the same or substantially similar items~ whichever 
is lower; __ provided that, in the case of any item regularly manufactured and 
sold by any such transferor through commercial channels, a departur.e from 
this cost basis is permissible if the charge to the contract does not exceed 
either (i) the transferor's sales price to its most favored customer for the 
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same item in like quantity, or (ii) the prices of other suppliers for the same 
. or substantially similar items, 

(o) Overtime, Extra-Pay Shift, and Multi-Shift Premiums, The premium 
portion of overtime, extra-pay shift, and multi-shift payments to direct labor 
employees may be classified as either direct or indirect labor costs, but the 
amount of such premiums shall be separately identified, Costs of such pre
mium.s on direct labor are allowable only to the extent expressly provided 
for in the contract or otherwise authorized by the Government {see ASPR 
12-102 for further information concerning the policy regarding such authori
zation). When direct labor cost ·is the base for distribution of overhead, the 
premium por.tion of overtime payments shall·not be included in that base. 
The premium portion of overtime, extra-pay shift, and multi-shift payments 
to indirect labor employees is allowable without prior approval, if reason
able, and if allocated on a pro rata basis to commercial as well as Govern
ment work, vV'hen such premium costs are charged as indirect costs, the 
amount allocated to Government contracts sha.l.l be equitable in relation to 
(i) the amount of such premium costs allocated to non-Government work. 
being concurrently performed .in the contractor's plant and (ii) the factors 
which necessitate the incurrence of the costs. 

(p) Patent Costs. Costs of preparing disclosures, reports, and other 
documents required by the contract and of searching the art to the extent 
necessary to make such invention disclosures, are allowable. Upon the 
written authorization of the contracting officer, costs of preparing docu
ments, and any other patent costs in connection with the filing of a paten.t 
application by the Government, are allowable·. Costs of research and 
development work are treated in (v) below. {See also (w) below.) 

(q) Pension Plans; 

(1) A pension plan is a plan which is established and maintained 
by a contractor primarily to provide systematically for the payment of 
definitely determinable benefits to its employees over a period of years, 
usually for life.~ after retirement. Such a plan may include disability, 
withdrawal, insurance, or survivorship benefits incidental and directly 
related to the pension benefits, Such benefits, generally, are measured 
by, and based on, such factors as years of service and compensation 
received by the employees, The determination of the amount of pension 
benefits and the contributions to provide such benefits are not dependent 
upon profits. Benefits are not definitely determinable if funds arising 
from forfeitures on termination of services or other reason may be used to 
provide increased benefits for the remaining participants instead of being 
used to reduce the amount of contributions by the employer. A plan 
designed to provide benefits for employees or their beneficiaries to be 
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paid upon retirement or over a period of years after. retirement shall be con
sidered a pension plan if, under the plan, either .the benefits payable to the 
employee or the required .contributions by the contractor can be determined 
·actuarially. (Retirement plans which are based on profit-sharing shall not 
be considered to be pension plans within this paragraph (q) .) l. 

(2) Consideration, and approval or disapproval, of all pension plans 
-and the method of determination of the costs thereof shall be the responsi
bility of the Department to which audit cognizance .is assigned and subs~quent 
·action taken bY' that Department will, _generally, be accepted by the other De
·partmetits. Such plans must meet the qualification requirements prescribed 
·by Section 401 of the Internal Revenue Code of 1954 (P.L. 5.91, 83rd Gong., 
·zd Sess., 68A Stat. 134). Prior to. approval of such plans by the cognizant 
DeJ>artment, approval by Internal Revenue Service shall be obtained. in the 
case of: 

(i) contractors who are subject to Federal income tax; anci 

{ii) nonprofit or ta~"'exempt contractors who have .. submitted 
their plans for approval by Internal Revenue Service; 

however, approval of a plan by the Internal Revenue Service does not neces
sarily assure the allowance of the costs of such a plan by the Department 
concerned. In the case of all other plans, compliance with the qualification 
requirements of Section 401 of the Internal.Revenue Code of 1954 shall be 
determined by the cognizant Department using, insofar as. applicable, the 
regulations, criteria, and standards of the Internal Re~enue Service. 

(3) To the extent pension plans are approved by the cognizant 
'Mi:litary Department, costs thereof are allowable subject ~o. the following 
conditions~ 

(i) such costs shall meet the requirements of ASPR 15~201.2; 

(ii) such costs, including excess contributions (see Section 
404(a)(l)(D) of the Internal Revenue Code of 1954), are 
allow-able only to the extent -

(A) such costs are claimed and <:Ieductible for 'Federal 
income tax·purposes in the current taxable period; or 

(B) in the case of nonprofit or tax--exempt org-anizations, 
such costs could have been claimed and deducted 
for Federal income tax purposes in the current taxable 
period if such organizations were subject to the payment 
of income tax; 
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(iii) in cases where the Internal Revenue Service withdraws 
approval of a plan, an appropriate adjustment of contract 
costs shall be .made for contributions which previously 
have ·been allocated to and allowed as contract costs and 
which are -

(A) disallowed for tax purposes; or 

(B) in the case of nonprofit or tax exempt organizations, 
could have been disallowed for tax purposes if such 
organizations were subject to the payment of income 
tax; and 

(iv} in determining the net pension plan costs allocable to mili
tary contracts, and in addition to making appropriate ad-

.. justments for credits or gains arising out of normal employee 
turnover, consideration shall be given, in accordance with 
(A) or (B) below, to possible future abnormal termination 
credits or gains which may arise with respect to individuals 
for whom pension plan costs have been or are being in
curred by the contractor but whose employment will termi
nate before they acquire .a vested right to the benefits under 
such plans -

( '• ) .L-~ when such abnormal termination credits or gains are 
foreseeable and can be currently evaluated with reason
able accuracy, an equitable adjustment of current. costs 
to give effect to such anticipated future credits or gains 
sha 11 be made, either by reducing the current costs 
otherwise allocable, or by obtaining realistic recogni
tion in the actuary's calculation of current costs, so 
that the current costs do, ·in fact, reflect the reduction 
for the abnormal termination credits or gains which are 
anticipated; and such adjustment shall be reflected in 
the contract, in an amendment thereto, or some other 
writing binding on the Governmel)t. and the contractor; 
or 

(B) when such abnormal termination credits or gains, 
whether or not foreseeable, cannot be currently evalu
ated with reasonable accuracy, ·or have not been the 
subject of adjustment under (A} above, pension plan 
costs incurred under the contract shall be su~ject to 
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retrospective accounting and any necessary adjustment 
for such subsequent termination credits_ unless the 
Government and the contractor agree upon a method 
of determining such adjustment, or agree upon an e"quitable 
adjustment; any such agreement shall be reflected in the 
contract, in an amendment thereto, or in a separate agree
ment binding on the Government and the contractor. 

(4) The allowability of costs of lump sum purchases of annuities 
or of lump sum cash payments or periodic cash payments made to provide 
pension benefits for retiring or retired employees other than such costs in
curred under approved pension plans shall be subject to consideration: on an 
individual case basis. 

(r) Plant Protection Costs. Costs of wages, uniforms, and equipment 
of personnel engaged in plant protection; supplies; depreciation on plant pro
tection capital assets; anq necessary expenses to comply with military security 
requirements are allowable. 

(s) Professional Service Costs .. _Legal, Accounting, Engineering, and 
Other. 

(1) Costs of ·pr-ofessional services r;endered by the .members of a 
particular professio-n -separately engaged by .the contractor are allowable, 
subject to_(2) and·{3) .belo-w, when reasonable in relation to the se~vices 
rendered and when not contingent upon recovery of the costs from the Govern
ment (but see ASPR l5-204.3(f)). 

(2) Factors to be considered in determining the allowability of costs 
in a particular case include: 

(i) the past pattern of such costs, particularly in the years _prior 
to the a ward of Government contracts; 
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( ii} the impact of Government contraets on the contractor's 
business; 

(iii} -the nature and scope of managerl.al services expected of the 
contractor 11 s own organization; and 

(iv) whether the prc;>portion of Gove·rnment work to the contractor's 
total busines·s is such as to influence the contractor in favor 
of incurring the cost, particularly where the. services rendered 
are not of a continuing nature and haye little relationship to 
work under Government contracts. · 

Retainer fees to be allowable must be reasonably supported by evidence of 
services rendered. 

(3} Costs of legal~ accountin~ and ·consulting services, and related 
costs, incurred in connection with organization and reorganization~ defen·se 
of anti..;trust suits, and the prosecution of claims against the Government, 
are unallowable. Costs of legal, accounting, and consulting services» andre
lated costs, incurred in connection with patent infri~gement litigation, are un
allowable unless otherwise provided !.or in the contracto 

(t) Recruiting Costs. Costs of uhelp wanted 91 advertising, operating 
costs of an employrrient office necessary to secure and maintain ~n ·adequate· 
labor force; costs of operating an aptitu~ and educational testing program, 
travel costs of employees while engaged in recruiting personnel, and travel · 
costs of applicants for interviews for prospective employment are allowable. 
Where the contractor uses private employment agencies, costs not in excess 
of standard commercial rates for such services are also allowable. Costs of 
special benefits or emoluments offered to prospective employees beyond the 
standard practices in the industry are unallowabl~. 

(u) Rental Costs (lnr.;l.uding Sale and Leaseback of Facilities). 

(1) Rental costs of land.· buildings, and equipment and other personal 
~roperty are allowable if the rates ar·e reasonable in light of the type~ condi
tion, and value of the facilities leased, options available,- and other provisions 
of the rental agreement. 

(2) Unless otherwise specifically provided in the contract.: rental 
costs specified in sale and leaseback agreements, incurred by contractors 
through selling plant"·facilit~es to investment organizations, such as in-
surance companies, or ·to private investors, and concurrently leasing back 
the same facilities, are allowable only to the extent that such rentals do not 
exceed normal costs, such as depreciation, taxes, insurance, and maintenance~ borne 
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by the lessor·, which would have been incurred had the contractor retained 
legal title to. the facilities. 

(v) Research and Developme·nt Costs. 

(1) Research and development costs (sometimes referred to as general 
engineering costs) are divided into two major categories~ for the purpose of 
contract costing: (i) general research, also referred to as basic research; 
fundamental ·res·ea:rch; pure res·earch, and blue~sky research; and~(ii) related 
_r,esearch· or development, also'referred .to as applied research, product research, 

. and product line research. 

{2.) General research is that type of research which is directed toward 
increase of knowledge in science. In such research, the primary aim of the 
investigator is a fuller knowledge or understanding of the subject under study, 
rather than a practical application thereof. Costs of independent general re
search (that which is not sponsored by a contract, grant, or other arrangement) 
are allowable to the extent specifically provided in the contract. Geneza lly, 
the contractor shall be required to disclose to the Government the purposes 
and results of such independent general research. In specifically providing 
for such costs, factors to be considered include: 

{i) scope, nature, and quality of the contractor's independent 
·general research program; 

(ii) capability of the contractor in the particular research field; 

{iii) benefits which may accrue to the Government; 

(iv) comparison of size and cost of contractor's previous years' 
.independent research programs; and · 

{v) proportion of Government business to contractor 9
S total 

business. 

{3) Related research is that type of research which is directed toward 
practical application of science. ·'Development" is the systematic use of 
scientific knowledge directed toward the production of useful materials, devices, 
methods, or processes, exclusive of design, manufacturing, and production 
engineering (see ASPR 15-2.04.2.{m)). Costs of a contractor's independent re
lated research and development (that which is not sponsored by a contract, 
grant,or other arrangement) are allowable under any cost-reimbursement type 
production contract;· provided the researc~ is related to the contract product 
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··line· and·· the >.cos.t·sr;"a:re' a-llo-c-ated·-to-:a-il-prodwction w-ork··of the ·contractor on the 
contract product line. Such research costs are ·unallowable under ·cost-~~im
bursement type research and development contracts, 

(4) Independent research and development projects shall absorb their 
appropriate share of the ·indirect costs of the department where the research 
work is performed. 

(5) Research and development costs (including amounts capitalized); 
regardless of their nature, which were incurrec:I in accounting periods prior 
to the award of a particular contract~ shall not be allocated to that contract 
unless allowable as precontract costs (see ASPR 15-204.3(i)). . 

{w) Royalties and Other Costs for Use of Patents. Royalties on a patent 
or invention~ or amortization of the cost of acquiring a patent or invention or 
rights thereto, ·necessary for the proper performance of the contract ·and· .· 
applicable to contract products or processes~ are allowable to the ex'tent 
expressly set fo~th in the contract or otherwise authorized by the contracting 
officer; provided that where the Government has a license or the right to free 
use of the patent or invention such costs are unallowable~ and provided further 
that where the patent has been adjudicated to be invalid such costs are uri-

. allowable unless expressly set forth in the con.tr·act. 

(") Service and lnsta.llation Costs. Costs of servicing the product in
stallation, and training Government personnel in the use, maintenancej and 
ope·ratiori of the product are allowable. 

(y) Severance Pay. 

(1) Severance pay, also commonly referred to as dismissal wages~ 
is a payment in addition to regular salaries and wages, by contractors t.o 
workers whose employment: is being terminated. Costs of severance pa.y 
are allowable only to the extent that, in each case, it is required by (i) law ll 
(ii) employer-employee agreement~ (iii) established policy that constitutes~ 
in effect., an implied agreement on the contractor's part~ or (iv) circumstances 
of the particular employment. 

(2) For contract costing purposes~ severance pay is divided into two 
categories as follows: 

(i) Costs of normal turnover severance payments· shall be 
allocated to all classes of work being performed' in the 
contractor's plant at the time of paytnent; however~ where 
the cont:ra·ctor provides for .accrual of pay for normal 
severances !?uch method will be acceptable if the amount 
of the accrual is reasonable in light of payments actually 
made for norma-l severances over a representative past 
perioq; and 
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·(ii) c_osts of abnormal or mass severance ·pay actually made upon 
··cessation of work when there is no reasonable prospect of 
continuing employment on other work of the contractor shall 
be assigned to the entire period ·of employment with the con
tractor and equitably·allocated to all business of the con-

. tractor performed durihg that period. A reservation in the 
final release of claims (see ASPR 7-Z03.4) may he made in 
case of completed cost-reimbursement type contracts when 
it is reasonable to assume that severance pay allocable ·to 
the contra.ct will be made in the future. 

·(z) _Special Tooling Costs. The term . special tooling ~ means property 
of such specialized nature that its use, without substantial modification o·r 
alteration, is limited to the production <?f the particular supplies oi" the per
formance of the particular services for which acquired or furnished. It 
in·cludes, but is riot limited to, jigs, dies, fixtures, ·molds, patterns, special 
taps, special gauges, arid special test equipment .. Costs of special toolingi ac
quired for the performance of Government contracts,· are allowable and shall be 
charged directly to such contrac;:ts. · . 

(aa) Taxes. 

(1) Taxes are charges levied by Federal, State, or local governments. 
They do not include fines and penalties except as otherwise provided herein. 
In general; taxes (including State and local income taxes) which the contractor 
is required to pay and which are paid or accrued in accordance with gene-rally 
accepted accounting principles are allowable' except for: 

(i) ·Federal income and excess profits taxes; 

(ii) taxes in connection with financing, refinancing or refunding 
operations (see ASPR 15-Z04.3(f)); 

(iii) taxes from which exemptions are available to the contractor 
directiy or available to the contractor based on an e'xemp
tion afforded the Government except when the contracting 
o:ffl.ce:r determines that the administrative burden incident 
to: obtaining the. exemption outweighs the corresponding 
bene'f:l:ts accruing to the Government; and 

(iv) sp·ecia1 assessments on land which represeni capital itn-
pr.ovements. · 
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(2) "Taxes othe·rwise allowable under {1) above, but w~ich may be 
illegally ·or erroneously .assessed, are allowable;.·provided that the contractoJ; 
prior to payment of such taxes: 

(i) promptly requests instruc-tions from the contracting officer 
concerning such taxes; 

• 
(ii) agrees to comply with such instructions; and 

. '·· 

(iii) agrees to take all necessary action directed by the contracting 
officer in cooperation with and for the benefit of the Govern
ment9 to determine the legality of such asses·sment or, a.s the 
case may be, to secure a refund of such taxes ·t;tnd· any interest 
or penalties thereon. · · 

Interest and penalties incurred by a contractor by reason of the nonpaytnent 
of any tax at the direction of the contracting offi.cer are allowable. Reasonable 
costs of any proceeding instituted by the contractor at the direction of the con
tracting officer to determine the legality of such an assessment or to secure a 
refund of such taxes,· interest, or penalties for the benefit of ·the Gover·innent 
are also allowable . 

. (3) Any refund of taxes, interest~ or penalties~ and arty .paytnent to the 
contr~ctor of inte.rest .. thereon,· attribu,table to taxes, ·interest, or penalties \vhich 
were all~wed as contract costs, shall be credited ·or ·paid to the· Government 

. in the ·manner d~rected by the Government. 

(bb) 'Trade, ·Business, 'Technical, and Professional·Activity Costs. 

(1). Memberships. Costs of·rnembership in trade~ business~ technical, 
and professional organizations are allowable. 

(2) Subscriptions. Costs of subscriptions to trade, business~ profes
sional, and technical peri~dicals are allowable. 

(3) :Meetings and Conferences. Costs of meals, transportation, 
. rental of facilities for·me~tings, and costs incidental thereto, when the primary 
-purpose of the incurrence of such costs is the diss.emination of technical in-

formation or the stimulation ·of production, are allowable. 

(cc) Training Costs. C·osts of prepa:ring and maintaining a program of 
instruction design.ed to increase the overall effectiveness of employees, in-. 
eluding costs of the director of' training and staff, training materials, and text 
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books, and tuition and fees when the training is conducted by educational 
institutions, are allowable when limited to on the job training and when 
properly allocated. Costs of training in educational institutions are unallow
able, except to the extent specifically provided in the contract. 

(dd} Transportation Costs. Transportation costs include freight, ex
press, cartage, and postage charges relating either to goods purchased, in 
process, or delivered. When such costs can readily be identified with the 
items involved, they may be direct costed or added to the cost of such items 
(see (n} above}. Where identification with the materials received cannot 
readily be made, inbound transportation costs· may be charged to the appro
priate indirect cost accounts. if the contractor follows a consistent equitable 
procedure in this respect. Outbound freight, if reimbursable under the terms 
of the contract, should be treated as a direct cost. 

(ee) Travel Costs. 

(1) Travel costs include costs of transportation, lodging, subsistence, 
and incidental expenses, incurred by contractor personnel in a travel status 
while on official company business. 

(2) Travel costs incurred in the normal course of overall adminis
tration of the business and applicable to the entire business are allowable. 
Such costs shall be equitably allocated to all wo.rk of the contractor. 

(3) Travel costs directly attributable to contract performance may 
be charged directly to the contract. 

(4) Subsistence and lodging, including tips or. ·sim~lar incidental costs, 
are allowable either on an actual or per diem basis. The basis selected shall 
be consistently followed. 

(5) Entertainment costs are unallowable. 

(6) Costs of personnel movement of a special or mass nature are 
allowable only when authorized or approved in writing by the contracting officer. 

(ff) General. 

{1) Such recurring costs as registry and transfer charges resulting 
from changes in ownership of securities issued by the contractor, cost of 
shareholders; meetings, proxy solicitations, preparation and publication of· 
reports to shareholders, preparation and s.ubmission of required reports and· 
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forms to taxing and other regulatory bodies, and incidental costs of direc-tors 
and committee meetings are allowable. Such costs shall be equitably allocated to 
all work of the .contractor. 

(Z) Certain costs discussed in ASPR 15-204.3 are allowable if expressly 
provided for in the contract, or, in some cases, if approved in w_riting by the 
contracting officer. See for example: 

(i) ASPR 15-204.3(e); 

(ii} ASPR 15-204.3(i); and 

(iii) ASPR 15-204.3(k) . 

15-204.3 Unallowable Costs. 

(a) Bad Debts. Bad debts, including losses (whether actual or estimated) 
arising from uncollectible customers' accounts· and .other claims, r_elated .col
lection costs~ and related legal costs are unallowable. 

(b) Contingency Reserves. Contingency reserves, created and maintained 
to provide for events the occurrence of which cannot be ·foretold with certainty · 
as to time, intensity, or even with an assurance_·of their happening,. are un- · 
allowable. (For self-insurance programs see ASPR 204.2(j) .) 

(c) _Entertainment Costs. Costs of amusement» diver.sion, social activi-· . 
ties, and incidental costs relating thereto, such as mealsJ) lodging, re~tals, 
transpor~ation, and gratuities, are unallowable. 

(d) Excess Facility Costs. Costs of maintaining .and housing .idle and 
excess facilities, except those reasonably necessary for standby purposes, 
are unallowable. The costs of excess plant capacity reserved for defense 
mobilization production shall be the subject of a s·eparate contract. 

(e_t Fines and Penalties. Costs resultingfrom violations .ofJ or failure 
of the contractor to com.ply with, Federal, State, and lo·callaws and regula
tions are unallowable except when incurred as a result of compliance with 
specific provisions o1 the contract, or instructions in writing from the con
tracting officer. 

(f) Interest and Other financial Costs. Interest {however represented}, 
bond discounts and costs, costs of financing and refinancing operations, legal 
and professional fees paid in connection with the preparation of a prospectusp 
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costs o1' preparation and issuance of stock rights, and costs related thereto 
are unallowable except for interest assessed by State or local taxing authori
ties under the conditions set forth in ASPR 15-204.2{aa) (but see ASPR 15.-204.2 
(ff)). 

{g) Losses on Other Contracts. An excess of costs over income under 
any other contract {including the cont~actor' s contributed portion under cost
sharing contracts), whether such other contract is of a supply, research and 
development, or other n·ature, is unallowable as a cost of performance of the 
Government contract. 

{h) Organization Costs, Expenditures in connection with organization 
or reorganization of a business, such as incorporation fees, attorneys fees, 
~ccountants fees, .fees to promoters and organizers, and costs of ra,isirig 
capital, are unallowable (see (f) above). 

{i) Precontract Costs .. Precontract costs are those which are incurred 
prior to the effe.ctive date of the contract and which would have been allowable 
thereunder if incurred after such date. Such costs are unallowabie unless 
specifically set forth and identified in the. contract. {See ASPR 15-lxx.) 

{j) Profits and Losses on Disposi.tion of Plant, Equipment, or Other 
!. Capital Assets. Profits or .losses of any nature arising from the sale or ~x

change of ·plant, equipment, or other capital assets, including sale or exchange 
of either short or long term investments, shall be excluded in computing con
tract costs. 

(k) Reconversion Costs" Reconver.sion costs are those incurred in the 
restoration or rehabilitation of the contractor's facilities to approximately 
the same physical arrangement and condition existing immediately prior to 
commencement of the military contract work and include the cost of removal 
of Government property. Reconversion costs are unaUowable except that the 
cost of removing Government property and the restoration or rehabilitation 
costs caused by such removal are allowable if specifically provided for in 
the contract. 

(l) General. 

{l) In addition, certain costs discussed in ASPR 15-204.2 q.re stated 
to be unallowable. See for example: 

{i) ASPR 15-204.2(g')(3); 
(ii) ASPR 15-204.2(1)(1), last sentence; 

{iii) ASPR 15-204.2(s){3), first sentence; 

21 
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(iv) ASPR 15-204.2(t), Ia·st sentence; 
(v) ASPR 15-Z04.Z(w); first proviso; 

·(vi) ASPR 15-Z04.2(aa)(l)(i) throu.gh (iv); and 
(vii} ASPR 15-204.Z(ee}(S} 

(Z) Certain other costs discussed in. ASPR 15-204.2 are unallowable . 
unless expressly provided for in the contract» or,' in some· cases, if authorized 
or·approved by the Government. See for example: . · 

(i) ASPR 15-Z04.2(c), last sentence; 
(ii) ASPR 15-204.Z(d}, las.t sentence; 

(iii} ASPR 15-Z04.Z(g)(S}; . 
(iv) . ASPR 15-Z04.Z(j)(3){iii) and (iv}, and (4}; 
(v} ASPR 15-204.2(1)(2); 
(vi} ASPR 15-Z04.Z(o), second sentence; 

·(vii} ASPR 15-Z04.Z(pL second sentence; 
· (viii) ASPR 15-204.Z(s}(3}, last sentence; 

(ix} ASPR 15-Z04.Z(u}(Z}; 
(x} ASPR 15-Z04.Z(w);. 
(xi) ASPR 15-Z04.Z(aa){Z); 

(xii) ASPR 15-Z04.Z(cc), last sentence; and 
(xiii} ASPR 15 -204.2{ee){ 6 }' 
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OGC/GWM:lwt March 9, 1956 

MEMO.RANDUM FOR THE ASPR COMMITTEE 

Subj: ASPR Case 53-44, Revision of Section XV, Contract Cost··Principles 

1. ·In accordance with the request of the ASPR Committee (Minutes of Meeting 
of 28 February 1956, Item 12), the Editing Subcommittee met on March 2, 5, 
and 6, jointly with the Section XV Subcommittee and itself met in a further 
meeting on March 7, 1956. 

2. The joint subcommittees discussed each of the areas referred to in :para
graph 1 of the Editing Subcommittee report of February 27, 1956, and rec-om
mendations with respect to each area are set forth below under A, B, and C .. 
The edited material prepared by the Editing Subcommittee as a result of 
such discussions is contained in the appropriately numbered paragraphs of 
the attached TAB B. The bracketed references are to paragraphs in the 
·Section ·xv Subcommittee draft as submitted for editing. 

A. Material and Supply Costs - ASPR 15-204.2(n)(6) L!S-204.21£7 

The Problem: 

In regard to tr~nsfers between division~ or organizations under 
common control of items not regularly manufactured and sold through 
commercial channels, the Editing Committee recqmmende~ that sub
paragraph 6 ,include the following words before the pr'oviso: 

''or the cost to the transferor, or. the prices of other 
suppliers for the same or substantially similar items, 
whichever is lowest.'' 

Joint Recomme~dation: 

Do not include the words: 

"or the cost to the transferor". 

Include the words: 

99 0r the prices of other suppliers for the sam~ or · 
substantia 11 y similar items, whichever is lo~er," 
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B. Research··and ·neveolo·pment Costs - ASPR l5-204.2{v)(3) L1s-204.34{ii}/ 

The Problem: 

The Editing Subcommittee recommended that, in subparagraph 3, 
the term "product line?i be clarified and that consideration be given 
to whether the propos.ed allocation of the costs of related research to 
Hall production work of the contractor" .would create an inequity 
since such costs would be allowable .only to the extent the research 
was related to the "contract product or product line." 

Joint Recommendation I: 

Chang.e the term ''contract product or product line 9t to ''contract 
product line. 9 9 This was recognized as a temporary expedient which 
wol_lld probably have the effect of limitin_g the term "product line". 

. ·~ 

so that it would not be construed as having the broadest possible applica
tion, i.e., all products sold by the contractor. Ther~ was general agree
ment that such a broad application was not intended and would be un
desirable. However, a protracted discussion did not produce any general 
consensus of opinion on what area the term was intended to cover o.r 
what coverage would be desirable. The problem requires further study. 

Joint Recommendation II: 

The words 66 if allocated to all production work of the contractor n 

should be deleted to avoid an inequity and the following words should 
be added to the proviso before the period: 

uand the costs are allocated to all production work of the 
contractor on the contract product line. 9 9 

C. Pension Plans - ASPR .t'S-204 .. 2(q) LASPR 15-204.2~_7 

I. The Substantive Issue Problem. 

In regard to the issue relating to reversionary credits arising out 
of future abnormal terminations (discussed in paragraph 3.C . .l. of the 
report of February 27, 1956}, the Section XV Subcomm~ttee wa·s· in 

. agreement that its draft as submitted for editing was not intended to 
provide for retrospective accounting in addition to a discount of 
current costs or realistic recognition in the actuarial calculation of 
current costs in order to give effect to the anticipated future credits 
or gains arising out of "abnormal" terminations. Accordingly, it was 

2 
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decided to treat subparagraphs {3)(iii)(A) and {3){iii)(B} of proposed 
ASffil5-204.2{q) in the disjunctive rather than the conjunction by deleting 
the "and" and retaining. the "or" between them, 

It appeared that some of the original concern of the Army and Air 
Force members to the disjunctive treatment was associated with the 
matter of credits or gains arising out of "normal" employee turnover 
which the Section XV Subcommittee had not intended to include under 
the _paragraph in question. To clarify this point, a specific reference 
to credits or gains arising out of ''normal employee turnover" is 
made in the redraft of subparagraph { 3)(iii)(A) {appearing as {3){iv){A) 
in TAB B. 

To satisfy another concern of the Army and Air Force members of 
the Editing Subcommittee, thj.s provision also provides that, where 
future credits for abnormal terminations are accounted for by a dis
count of, or an actuarial recognition in, current costs, the appropriate 
adjustment ''shall be reflected in the contract, in an amendment 
thereto, or some other writing binding on the Government and the con
tractor.'' In re_gard to the wor.ds ''some. other writing bindin.g on the 
Government and the contractor", the Editing Subcommittee does not 
intend that a formal agreement must be entered into or that any action 
by a Contracting Officer is necessarily required. It is merely intended 
to require that the Departmental activity authorized to determine costs 
and incidental credits reach a definitive written understanding with 
the contractor, by exchange of memoranda~ correspondenc-e; or other
wise, which will not leave the question whether the credits have been 
received by the Government, open to spec;:ulation, conjecture, or sur- . 
mise. 

The joint subcommittees agreed in principle {Mr. Cox, one of 
three Air Force representatives, being the sole dissenter) on treating 
this problem in the planner set forth in TAB B as proposed ASPR 
15-2-04.2(q)(3)(iv).-which is--an ·edited version subsequently prepared by 
the Editing Subcommittee. 

II. The Problem of Consistency; with Part··6-; Section· XV 

<Following subtnis-sio:n·:o:f·th:e ·r.epot.t-of·.Fe:brua-ry 27, -1-95-6, . .the Army 
member of the Editing Subcommittee contacted the Internal Revenue 
Service and learned that the present Part 6, Section XV, as well as 
the draft submitted for editing were open to misinterpretation with 
respect to the matter of approval of pension plans by Internal Revenue 
Service. 

3 
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For the _above reason ·.the joint .subcommittees requested the lt>chnical 
··· assistance of the Inte·r.nal Revenue Service. The .C.hairm.an of the .Editing 

···:subcommittee made arrangements to contact W. G. Shreve, Acting Head, 
··Pension Trust Section, Internal_Revenue Service,and he in turn arranged 
for Mr. J. F .. Heathcote, Technical. Assistant, to attend the joint meeting 
of March 6, 1956, and advise the subcommittees in their ·consideration 
of the problem. This assistance has been invaluable and is gratefully 
acknowledged; without it, the joint subcommittees would have been 
required to spend a much longer time at this task. 

From information furnished as a result of the above contacts, it 
appears that the problem starts with the inferences that can be drawn 
from the present ASPR 15-601.2(b) that certain pension plans must be 
submitted for prior approval by the Internal Revenue Service but that 
plans of tax-exempt organizations are not su~ject to any approval. 
Actually, no pension plans are necessarily require.d to b~ a:pproved at 
all although the plans of tax-exempt organizations as well as those of 
organizations subject to taxation are subject to approval at some time. 
In the case of the latter, the review would most usually come about ~s 
a result of the employer's deduction for tax purposes of its contributions 
to a pension plan and would occur at the time of auditing income tax 
returns within three years after filing. However, this does not always 
occur. In the case of tax-exempt organizations, the chief effect of 
approval or disapproval is on the tax liability of the employee beneficiary; 
this may vary depending on whether the plan is "qualified" or not. 
To clarify this question, plans of tax-exempt organizations are often 
submitted for approval in advance. If not so submitted, the matter of 
tax liability does not usually come under ~crutiny until the employee 
beneficiary begins receiving benefits. ' 

Following extensive discussion, the joint subcommittees agreed in 
principle on a draft dealing with this problem. An edited version. of 
this material is set forth in TAB B, as subparagraphs (2) and (3){i) 
through (iii} of proposed ASPR 15-204.2(q). 

3, Except for the single dissent mentioned above with respect to paragraph 2,C,L, 
the recommendations set forth in the foregoing paragraph have had the concur
rence of t~e Editing Subcommittee and the Section XV Subcommittee. Subsequent 
to action by the joint subcommittees on the probte·ms discussed in paragraphs 
2,A. and 2.B., Mr, Paul Southwell, Air Force procurement member of the 
Section XV Subcommittee, submitted the memorandum attached as TAB A. 
Owing to the limited time for submitting this report, it has not been possible 
to have the members of the joint subcommittees give advance consideration to 
this report or the edited draft of the paragraph covering the ~&i,~.S~ of Pension 
Plans (Proposed ASPR 15-204.2(q), TAB B attached). 
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4. The Editing Subcommittee submits herewith an edited draft. __ _,£ Part 2, 
Section XV, in accordance with the assig.nm.ent qf the ASPR Committee 
{see Minutes of Meeting of .13 December 19.55, Item 4) .. This draft has 
the concurrence of the Editing Subcommittee with the reservation that it 
is anticipated that several points will require brief discussion when the 
matter is considered by the ASPR Committee. 

5. ·The Editing Committee invites attention of the ASPR Committee to para
graphs 4 and 5 of its report of February 27, 1956, as matters for its further 
consideration. In connection with the matter of ''side'' agreements referred 
to in paragraph 4 of said report, members of the Section XV Subcommittee 
have furnished information to the joint Subcommittees to the effect that 
this matter was the subject- of a policy determination by the Procurement 
Secretaries in the early part of 1955. 

Editing Subcommittee: 

GEORGE W. MARKEY, JR. 
Navy Member 
Chairman 

CHARLES W. WILKINSON 
Lt. Colonel, SS JAG 
Army Member 

JOHN W. PERRY 
Air Force Member 

Section XV Subcommittee: 

Ar~.y 

J. 0. Hunnicutt, Jr., Major, DCSLOG 
T. P. Partyka, AAA 
J. A. Mays, AAA 
L. M. Harff, FIN 

DOD 

H. ·H. Gallup,·OSD(S&L), 
Chairman, Section XV Committee 
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Arthur C. Sawallisch, ONM 
E. T. C oo]t, CIS 
Mrs. Edith Niedling, CIS 
Joseph L~ Kiraly, CIS 

Air Force 

Paul M. Southwell, AFMPP 
George A. Rudigier, AFAUD 
Arthur_ Cox, AMC, Dayton 
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5 March 1956 

AFMPP-PR-2 

MEMORANDUM FOR ASPR EDITING AND SECTION XV PART 2 SUBCMtiTTEES 

.SUBJECT: Editing Subcommittee's Change to Paragraphs l5-204.2l(f) and 
15-204. 34(b) (ii) Section XV Part 2 Cost Principles 

1. The Air Force Procurement member of the Contract Cost Principles 
Subconmittee having given .further consideration to the Editing Subcoumit
tee's changes to (i) the material and supply paragraph relating to inter
divisional transfer of such items and (ii) the paragraph on related 
research, finds he cannot agree to the changes considered by Section XV 
and Editing Subcommittees on 2 March 1956. 

2. ·Consider first the edited changes to interdivisional transfer 
language, DAIDely, the insertion of the words "or.the prices of other 
suppliers for the same or substantially aiadlar items, whichever is 
lower." 

Reasons advanced for this addition were someWhat as follows: 

a. '~hile it may not be likely to ordinarily occur, it is 
conceivable that a company might transfer goods from one ~ivision to 
another for use on a government contract at a 'price' based on existing 
market conditions which would be below the original cost to the trans
feror. Without this language the Government would be obligated to pay 
the transferor's cost, although the company Ddght be willing to make 
the transfer at a price below cost". 

CODJDent: Such a situation could only occur where such 
materials were in stock. The chances that this 

situation is ever likely to occur so that the contract 
costs would be affected in any material amount is so remote 
as to be beyond such serious consideration as to change the 
paragraph on interdivisional transfers. Companies just don't 
go about carrying large obsolete _or non-usable materials in 
stock. 

b. , "This ·language would cover a situation where a contractor elects 
to manufacture in one of his other divisions an item which is not normally 
manufactured by that division, but which is regularly manufactured by ·another 
'outside' company; and in such situation the change in the paragraph would 
-limit the contractor's reimbursement for such item to the lower of his manu
facturing cost or the price he would have paid had the item been bought from 
the normal outside manufacturer". 

Corrment: Again, this is a situation that is "conceivable" but 
its actual occurrence is so remo~e that it need not 

and should not be covered in the language relating to inter-

TAB A 
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divisional transfers. Such language can only lead to confusion 
among auditors, contracting officers and contractors as to how 
and when it applies. This type of situation can best be handled 
by the contrac.ting officer in his approval authority over sub
contracts. 

3. The change to the paragraph covering related research which 
would allocate to the contract the cost of its related research is, 
likewise, not agreed to. 

4. The Contract Cost Principle Subcommittee, acting on instructions 
from the ASPR Commit tee, provided in its revision to the ·cost princlples 
that related research related to the contract product line should be 
allocated to all production work of the-contractor. This was based on 
the ASPR Committee•s decision that a little more liberal treaODent should 
be taken on accepting re\ated research cost than the present existing 
ASPR 15-204(s) provides, which is: "Research and development specifically 
applicable to the supplies or services covered by the contract." 

5. The Air Force Procurement member feels that there should be no 
change in the allocation to all production work of related research related 
·to the contract product line. 

PAUL Mo SOUTHWELL 

-2-
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OGC/GWM:lwt March 9, 1956 

Part 2 Supply C.ontr.acts, and.S.ervice and.Res·earch 
and Deve·:.lopment Contracts with Qr,ganizations 
Having Commercial Type Accountin-g Syst~ms 

15-ZOO , ... .Scope of Part. This Part' sets forth principles and standards for the 
deteTm:ination and allowance of costs in connection with cost-reimbursement 
type contracts and cos_t-reimburse·m:ent type subcontracts thereunder for the 
procurement of supplies, services, and research and development work. How
ever, this rt'art·does not apply to contra·cts for services or researchan4 development 
work with contractors or subcontra·ctoJ:"s·-which.qo not_,have comme·rciCt:l_typeaccount
ing systems, or for facilities, construction, or architect-engineer services 
r-elated to construction. 

15-201 Basic Considerations. 

15-2.01.1 Composition of Total Cost. The total cost of a cost-reimbursement 
type contract is (i) 'the ·allowable direct costs., plus (ii) ·the allocable portion 
of allowable indirect costs, less (iii) any applicable credits. · 

15-201.2 _Factors Affecting.Allowability of Costs. Factors to be considered 
in determining the allowability of costs include (i) reasonableness, ·(ii) applica
tion of generally accepted accounting. principles and practices, {iii) significant 
deviations frotn. the established practices of the contractor which substantially 
increase the contract costs, and (iv) any limitations set forth in this ·Part 2 
or otherwise included in the contract as to types or .amounts of cost items. 

15-201.3 Credits. The applicable income, rebates, allowances, and other 
credits received by or accruing to the contractor which are related to any 
allowed co.st shall be credited to. the Government either as a reduction in 
contract cost or by a c;:ash refund·, as ·appropriate . 

. 15-201.4 _Contractor's .Accounting System. The requirements concerning 
record keeping -and approval of the contractor's accounting procedures and 
practices are set forth in the "Records· clause {ASPR 7-203. 7)'. 

15-202 Direct Costs. 

15-202.1 ·General. Direct costs are those items of cost which can be 
specifically identified with any objective, service, program, or project of 
the contractor and are chargeable directly thereto. Allowability of direct 
costs shall be determined pursuant to ASPR 15-201.2. Major items of cost 
such as freight, travel, com.munica tion.s, engineering services, etc., as well 
as the costs of materials and productive labor, should be charged directly to 
(i) a contract, or ·(ii) other work of the contractor, with which they are readily 
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identifiable. When the contractor is engaged in both defen·se an-d··non-defense 
·production or services, this principle must be applied consistently to both, 
When the accounting· ,expense of direct costing of minor items would exceed 
the resulting benefits, individual items, otherwise allowable as direct costs, 
may be treated as indirect costs. 

15-202.2 Direct Material Costs. Direct material costs include ·the cost of all 
purchased items and items manufactured independently of a contract, which 
are directly incorporated into or attached to the end product or which are 
directly consumed or expended in the performance of a contract. Direct 
material costs of reasonable overruns, spoilage, and defective work may also 
be included; but, as to defective work, see paragraph (c) of the inspe.ction 
clause in ASPR 7-203.5. 

15-20'2.3 Direct Labor Costs. Direct labor costs include sala-ries and wa.ges 
specifically indentifiable with and properly chargeable directly·to ·the perform
ance of a contract or other work of the contractor. Average rate'S' may be 
.used where the contractor demonstrates that the results are equita·ble. ""Direct 
·labor costs .may also include other associated costs, such as ·payroll taxes 
and ·worknlen's co.mpensation insurance, .where it is the establi~'hed ·practice 
·of .the cont.ractor to- treat these it~ms as a part. of direct ·te~:bor costs.· 

15-202.4 Other Direct Costs. Other items of cost may) in particular cases, 
be charged directly to the contract where the contractor demonstra~es that 
they are ~pecifically related to the performance of the contract. W,hen, . 
however, items ordinarily chargeable as indirect costs are charged to a 
Government contract as direct costs, the cost of similar items applicable to 
other work of the contractor must be eliminated from indirect costs allocated 
to the Government contrac.t. 

15-203 Indir'ect Costs. 

15-203.1 General. (a) Indirect costs are those items of cost which cannot be 
specifically ident~fied with any one objective, service, program or project of 
the contractor. Indirect, costs are accumulated for accounting purposes by 
logical cost groupings and are charged to all work of the contractor by a 

- process of allocation . Each element of indirect cost is subject to the limita
tions of this Part as to allowability. 

(b) The method of allocation of indirect costs must be based on the 
particular circumstances involved. The objective should be the selection of 
a method which will distribute the indirect costs in ·an equitable manner. The 
method used in connection with Government contracts shall, in order. to be 
acceptable' conform with generally accepted accounting practices, be applied 
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consistently, and produce equitable results. Any sign.ificant change in the 
nature of the business, the extent of subcontracting, fixed asset improvement 
programs, the volume of sales, the volume of production, manufacturing pro
cesses, the contractor's products, or other factors may require reconsidera
tion of the method previously used. Individual elements of indirect cost are 
discussed in ASPR 15-203.2 through 15-203.5. 

{c) The base period fo·r allocation of indirect costs shall be representa
tive of the period of contract performance and shall be sufficiently long to 
avoid inequities in the allocation of costs, but in no event longer than the con
tractor's fiscal year. 

_15-203.2 Indirect Manufacturing and Production Costs. Indirect manufacturing 
and production costs consist of items of cost which are ~ttributable to the manu
facturing and productive process _as a whole and which cannot be specifically 
identifie~ with any one objective, service, program, or project in accordance 
with ASPR 15-202. Allocation of·indirect··-m.anufacturing and production costs 
on a time basis, such as direct labor man-hours or machine-hours, is a 
method which generally produces accuracy and equity. Other acceptable 
methods of allocation, in appropriate circumstances, include direct labor 
dollars {exclusive of overtime premium), units processed, and prime costs 
of units processed. The contractor may departmentalize or esta·blish cost 
centers, in order to allocate the indirect costs equitably. Factors to be con
sidered in determining the propriety of departmentalization or establishment 
of cost centers include variety of products, complexity of processes, and rela
tive labor and facility requirements for the various products. 

15-203.3 Indirect Engineering Costs. Indirect engin~ering costs in.clude costs 
of'engineering supervision, engineering administration, and engineering supplies, 
and other related costs, which cannot be specifically identified with any one ob
jective service, program. or project in accordance with ASPR 15-202. These· 
costs arise out of engineering activities such as product design, tool design, 
experimental development, :manufacturing and production development, layout 
of production lines, determination of machine methods, and related blueprinting 
and drafting. Indirect engineering costs .shall be allocated to the benefited 
contract and other work of the contractor (see ASPR 15-204.2(v)(4)) on the basis 
of .direct engineering man-hours expended, direct engineering· labor dollars 
(exclusive of oyertime, extra-pay shift, and multi-shift premium), or some 
other equitable basis. 

15-203.4 Selling and Distribution Costs. Selling and distribution costs arise 
through marketing the contractor's products and include sales promotion, 
advertising, and distribution costs, and other .related costs. Generally, such 
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costs are not considered to be·-a:llowable as a charge to Government cost
reimbursement type contracts (but see ASPR 15-204.2.(b)). However, subject 
to the other ·provisions of this ·Part, costs in this category, includi.D.g super
visory and clerical costs$ which relate to technical, consulting, and other 

·beneficial services, ·and which are for purposes such a·s application and 
adaptation of the contractor's products, rather than pure selling, are allowable 
if a reasonable benefit to Government contracts is demonstrated. .~uch costs 
.shall be allocated to the contractor's conunercia1 work and its individual 
Government contracts on an equitable basis. Because of the speci_.al problems 
that arise in this area, the contractor should identify in its records, by means 
of sub-accounts or otherwise, the items of selling and distribution cost con
sidered properly allocable to Government contracts. 

15-203.5 Gene·ral and Administrative Costs. General and administrative costs 
consist of items of cost attributable to the overall tnanagement, superv~sion~ 
and conduct of the business. Any recognized method of allocating general and 
administrative costs is acceptable if equitable results are thereby obtained. 
Factors to be considered in determining whether the results are· equitable 
include: 

{i) the ratio of each of the several cost components to the total cost 
of the contract, exclusive of general and administrative costs, 
cqmpared to the corresponding ratios for the contractor 0 s entire. 

·business; 

(ii) the ultimate objective of distributing general and adtninistr~tive 
costs consis.tently with the general and administrative effort in
volved in each element of the contractor's business; 

(iii) any significant varia tion.s of inventories between accounting 
periods; 

(iv) variations in the ratio of the contract inventory levels to all 
other inventory levels; and 

(v) other relevant factors including those mentioned in ASPR 
15~203 .l(b) 0 • 

15-2.04 Principles and Standards for Selected Items of Costo. 

15.-204.1 ·General. Applications of the above ~sic cost p·rinciples .and standards 
.to certain selected items of cost are set forth below, and apply whether the 
particular item of cost ~s treated by the contractor as direct cost or as indirect 
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cost. Failure to mention any particular item of cost does not imply that it 
is either allowable or unallowable. With respect to all items, whether or not 
specifically covered, determination of allowability shall be based on the 
principles and standards set forth in this Part and, where appropriate, the 
treatment of similar or related items. 

15-204.2 Costs Allowable in Whole or in Part. 

(a) Advertising Costs. Advertising costs include the costs of advertising 
media and corollary administrative costs. Advertising media include maga
zines, newspapers, radio and television programs, direct mail, trade papers, 
outdoor advertising, dealer cards and window displays, conventions, exhibits, 
free_ goods and samples, and sales literature. Only the following advertising 
costs are allowable: 

1i) advertising in trade and technical journals, provided s·uch ad
vertising does not offer specific products or services for sale 
but is placed in journals which are. valuable for the dissemina
tion of technical information within the contractor's industry; 
and 

(ii) help wanted advertising, as set forth in (t) below. 

(b) Bidding Costs. Bidding costs are the costs of preparing bids or 
proposals on potential Government and non-Government contracts or pro-

. jects, including the development of engineering and cost data necessary to 
support the contractor's b,ids or proposals. Bidding costs of the current 
accounting perio_d of both successful and unsuccessful bids and proposals 
normally shall be treated as indirect costs and allocated currently to ~ll 
business of the contractor, in which event no bidding costs of past account
ing periods shall be allocable in the current period to the Government con
tract; however, _the contractor's established practice may be to treat bidding 
costs by some other recognized method. Regardless of the method used, 
the results obtained may be accepted only if found to be· reasonable and 
equitable. 

(c) Cafeteria, Dining Room, and Other 'Food Service Costs and Credits. 
Food services include operating or furnishing facilities for cafeterias, dining_ 
rooms, canteens, lunch wagons, vending machines, or similar types of serv
ices for the contractor's employees at the contractor's facilities. Profits 
(except profits irrevocably _set over to an employee welfare organization of 
the contractor in amounts reasonably useful for the benefit of the employees 
at the site or sites of contract performance) accruing to the contractor from 
the operation of these services, whether ope~ated by•the contractor or by a 
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concessionaire, ·shall be treated as a credit to costs of all production within 
the contractor's pl~nt in which the services are furnished. Reasonable losses 
of operation from such services are allowable when it is the policy of the con
-tractor to operate such service·s at no loss or profit; provided~ however, that 
any g~ins or losses from these services must be· appropriately allo·cated to· 
all activities benefited, including Government contracts. ·When it is the policy 
of the c.ontractor to furnish such services at a loss, losses on such operation 
shal~ not be allowed as a cost unless specificallyp~ovidedfor in the con~r~c:t., 

(d) Civil Defense Costs. Civil defense ·costs are those incurred in the 
planning for p and the protection of life and property against, the po·ssible effects 
of enemy attack. These costs are generally incurred pursuant to plans developed 
by State and local civil defense authorities. Reasonable costs of civil defense 
measures, including costs in excess of normal plant protection co.sts, first-
aid training and. supplies, fire fighting training and equipment, posting of addi- · 
tiona! exit notices and direc.tionsp and other approved civil defense measures• 
undertaken on the contractor's premises pursuant to suggestions or require
ments of civil defense authorities are· allowable when allocated to all work of 
the contractor. Cos-ts of capital assets acquired for civil defense ·purposes 
shall be depreciated over a reasonable number of years in conformity with 
generally accepted accounting principles. Except a~ specifically provided for 
in the contract, contr~butions to local civil defense funds or projects not on 

·the contractor's premises are unallowable. 

(e) Compensation for ·Personal Services. (Reserved) 

(f) Contributions and Donations. Reasonable contributions .and dona
tions to ~ s ta blished nonprofit charitable, scientific,· and ·educational organiza
tions are allowable if they are deductible for Federal income··ta.x purposes; 
.provided trui t such deductibility does not in itself justify allowance as a con
tract cost. "The reasonableness of the amount· of particular contributions and 
donations, and the aggregate thereof for each fiscal periodv. must be judged 
ordinarily in light of the pattern of past contributions, particularly those made 
prior to the placing of Government contracts. Allow~ble contributions and 
donations shall be allocated to all work of the contractor. 

(g) .Depreciation. 

(1) ·Depreciation is a charge to current operations which distributes 
the cost of a tangible capital asset, less estimated residual value, over the 
estimated useful life of the asset irt a systematic and logical manner. It does 
not involve a process of valuation. Useful life has reference to the prospective 
period of economic .useful~ess in the particular contractor's operations as 
distinguished from physical. life. 
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(Z) Depreciation on a contractor's plant, equipment, and other 
capital .facilities is an allowable element of contract cost; provided that the 
amount thereof is based upon original acquisiti:pn. cost. Depreciation shall 
be accounted for by consistent application to the assets concerned of any 
gene-rally -ac-cepte·d:a.ccounting principles, including tho-se recognized by 
-s~~tion 167 of the Internal .Revenue Code of 1954, and should usually he allocated 
to the contract and other work as an indirect cost. The amount of deprecia
tion allowed in any accounting period may, consistent with the basic objec-
tives set forth in .(1) above, vary with volume of production or use of multi-
shift operations . 

.{3) Depreciation on idle or excess facilities shall not be allowed 
except on such facilities as are reasonably necessary for standby purposes. 

(4) Where the contractor has· applied for, received, and accepted 
a determinat_ion of ''true depreciation" from an Emergency Facilities Board 
covering an emergency facility acquired under a certificate of necessity, 
the amount so determ~ned for "true depreciation" over· the emergency 
p~riod (5 year$) shall be recognized in lieu of normal depreciation. The 
contractor m.ay elect to use normal depreciation rather than ''true deprecia
tion" as determined by the Emergency Facilities Board; however, the method 
chosen after such determination of ''true depreciation" must be followed con
sistently throughout the life of the e-mergency facility .. The undepreciated 
cost of ~he emerge;ncy facility remaining -after the expiration of the emergency 
pe-riod shall be <Epreciated over its remaining useful life and shall be the only 
amount recognized as allowable cost (but see paragraph 15-Z04.3(d). The 
remaining und~preciated cost shall not include any amount of unrecovered 
''true deprecjation" (or normal depreciation if the contractor has elected 
not to use "true depreciation") allowable during the emergency period. 

(5) Unless otherwise provided for in the contract~ no use charge shall 
. be allowed for as_sets still in use which, in accordance with the contractor's 
consistent a~cou~ting practice, ·have or should have been fully depreciated 
on the contractor's. books . 

. (h) .~mployee Morale,_Health, and Welfare Costs and Credit_s. Reason
able .costs of health and welfare activities, such as house publications, health 
or first-aid clinics, andv!QJ.nployee counselling· services, incurred, in accordance 
-with the .contractor's established practice or custom in the industry or area, 
for -the iPlp-r_ov.ement of working conditions, employer~employee relat~ons, 
employee morale, and employee per{9.rmance, are allowable. Such .costs shall 
be equitably allocated to all work of the contractor. Income generated from 
any. of these a.ctjvities shall be .credited to the costs thereof unless such in
comE:! has been irrevocably set over to employee welfare organizations. 
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(i}. Fringe Benefits. Fringe benefits are allowances .and services pro
vided by the contractqr to its employees as c·o"Inpensation in :add~tion to regu
lar wages and salaries. Costs of fringe benefits~ such as pay for vacations» 
holidays, sick leave, military leave, and employee insurance, are allowable 
to the extent required by law, employer-employee agreement~ or .an established 
policy of the contractor which constitu~es, in effect, an implied agreement on 
the contractor~s part (but see {e) above, and (j)(3)(v), (q) and (y) below.) 

. (j) .. Insurance and Indemnification. 

(1) Insurance and ·indemnification include (i) those types of insurance 
which the contractor is required to carry under tb.e terms of ·the contract, or 
by specific instruction of the contracting officer or his authorized representa
tive (see ASPR 10-501 for kinds of insurance ordinarily required), (ii) any 
other in.surance for which the contractor seeks reitnbursement under the 
contract, and (iii) liabilities to third persons not compensated by insurance 
or otherwise.· 

(2) Costs of insurance required or approvedp and maintained pursu-
ant to the clause in ASPR 7-203.22 ar·e allowable. · 

(3}. Costs of other insurance, no.t required to be submitted for ap
proval but maintained by the contractor in connection with the ·performance .of 
the contract, are allowable subject to the following limitations: . 

(i) types and extent of cove·rage shall be in accordance· with 
sound business practice and the rates shall be reasonable 
under the circumstances; 

(ii} costs allowed for use and occupancy insurance shall be 
limited to exclude coverage of profits interest, Federal in
come taxes, and any other items of cost unallowable under 
this Part; 

(ii~) costs of insurance or any reserve cove~ing the risk of loss 
of or datnage to Gove·rnment-owned property are unallowable 
except t.o the extent that the Government shall have approved 
or required such insurance or reserve; 

(iv} costs of a r-eserve for a self-insurance pro·gram are un
allowable unless the program has been approved by the mili
tary department concerned; and-
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(v} costs of insurance on the lives of officers~ partners, or 
proprietors, are unallowable except where such insurance 
is part of an employee plan which is not unduly restricted. 

(4} The Government is only obligated to indemnify the contractor 
to the extent expressly provided in the contract (for example, see ASPR 
7-:-.203.22). Therefore, except as otherwise expressly provided in the contract, 
actual losses not reimbursed by insurance (through an approved self-insurance 
program or otherwise} are unallowable. 

(k) Labor Relations Costs. Costs incurred in maintaining satisfactory 
relations between the contractor and his employees, including C<?sts of shop 
stewards, labor management committees, employee publications, and other 
related activities are allowable. 

(1) Maintenance and Repair Costs. 

(1) Costs, necessary for the upkee·p of property {including Govern~nt 
property unless otherwise provided for}, which neither add to the permanent 
value of the property nor .e:tppreciably prolong its intended life, but keep it in an 
efficient operating condition, are allowable. Expenditures for plant and equip
ment which, according to generally accepted accounting principles, should be 
capitalize·d and subjected to depreciation are allowable .only on a depreciation 
basis. Costs of maintenance and repair of excess facilities and of idle facili
ties {other than reasonable standby facilities} are unall·owable. 

(2) Costs of maintenance and repair which are delayed from a period 
prior to thE! contract, for some reason such as abnormal operating conditions 
or Icick of funds, and are performed during .the contract period are unallowable 
unless specifically provided for in the contract. Likewise, the estimated cost 
of maintenance and repair normally required but not accomplished d-qring the 
period of the contract shall not be allowed as a cost unless specifically pro
vided for in the contract. 

{m} Manufacturing and Production Engineering Costs. Costs of manu
facturing and production engineering, including engineering activities in con
nection with: 

(i) current manufacturing processes such as motion and time 
study, methods analysisp job analysis, and tool design and 
improvement; and 

{ii} current production problems, such as materials analysis 
for production suitability and component design for purposes 
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of simplifying production; 

are allowable. 

(n) Material and Supply Costs. 

. (1) The net costs of such items . ..as raw material, par.ts, sub-assemblies 
components, and manufacturing s~pplies, whether purchased or :manu.factured 
by the contractor, and such collateral items as inbound transportation and in
transit insurance, are allowable, subject, however, to (2) through (6) below. 
In computing costs of material, considera~ion will be gi:ven to·rea·son.ble over
runs, .spoilage, or defective work (as to defective work, see paragraph (c) of 
the inspection clause in ASPR 7-203,5). 

{2) Costs of material and supplies shall be suitably adjusted for ap
plicable portions of income and other credits, including·:a-vaUable trade dis
counts, refunds, rebates, allowances~ and cash discounts,·and credits for scrap 

.. in'Id ·s:a.:iva.ge-:a-nd nN~·te.rial .. ami supplies ·return.ed to -vendors ..... Such income .. and 
other credits shall either be credited directly to cost ·of ·the·-material or sup
plies involved or be allocated (as credits) to indirect costs. However, where 
the contractor can demonstrate -that .fa-ilure to take cash -discounts was due 
-to circumstances beyond its control, such lost discounts need not be .so credited. 

(3) When material is purchased specifically for and identifiable 
solely with performance under a contract, the actual purchase cost thereof 
shall be charged to that contract. 

(4) If material is issued from stock, any gene.rally recogn.ized 
·method of pricing such material is acceptable if that method is consistently 
applied and the results obtained are equitable. 

(5) Reasonable charges or credits arising fro.m a difference between 
·periodic physical inventory quantities and related material control records 
·shall be included in arriving at the cost of material if such charges or cred!ts 
(i) do not include ' 6 write-downs'' or 66 Write-ups'? of value, and (ii) relate to 
the perl.od of performance of the contract,'· 

(6) Costs of material, services, or supplies, sold or transferred 
·betw~en. plants, divisions, or organizations, under common control, shall 
be allowable only to the extent of the cost to the transferor, or the prices 
of other suppliers for the same or substantially similar items~ whichever 
is lower; __ provided that, in the case of any item regularly manufactured and 
sold by any such transferor through commercial channels, a departur.e from 
this cost basis is permissible if the charge to the contract does not exceed 
either (i) the transferor's sales price to its most favored customer for the 
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same item in like quantity, or (ii) the prices of other suppliers for the same 
. or substantially similar items, 

(o) Overtime, Extra-Pay Shift, and Multi-Shift Premiums, The premium 
portion of overtime, extra-pay shift, and multi-shift payments to direct labor 
employees may be classified as either direct or indirect labor costs, but the 
amount of such premiums shall be separately identified, Costs of such pre
mium.s on direct labor are allowable only to the extent expressly provided 
for in the contract or otherwise authorized by the Government {see ASPR 
12-102 for further information concerning the policy regarding such authori
zation). When direct labor cost ·is the base for distribution of overhead, the 
premium por.tion of overtime payments shall·not be included in that base. 
The premium portion of overtime, extra-pay shift, and multi-shift payments 
to indirect labor employees is allowable without prior approval, if reason
able, and if allocated on a pro rata basis to commercial as well as Govern
ment work, vV'hen such premium costs are charged as indirect costs, the 
amount allocated to Government contracts sha.l.l be equitable in relation to 
(i) the amount of such premium costs allocated to non-Government work. 
being concurrently performed .in the contractor's plant and (ii) the factors 
which necessitate the incurrence of the costs. 

(p) Patent Costs. Costs of preparing disclosures, reports, and other 
documents required by the contract and of searching the art to the extent 
necessary to make such invention disclosures, are allowable. Upon the 
written authorization of the contracting officer, costs of preparing docu
ments, and any other patent costs in connection with the filing of a paten.t 
application by the Government, are allowable·. Costs of research and 
development work are treated in (v) below. {See also (w) below.) 

(q) Pension Plans; 

(1) A pension plan is a plan which is established and maintained 
by a contractor primarily to provide systematically for the payment of 
definitely determinable benefits to its employees over a period of years, 
usually for life.~ after retirement. Such a plan may include disability, 
withdrawal, insurance, or survivorship benefits incidental and directly 
related to the pension benefits, Such benefits, generally, are measured 
by, and based on, such factors as years of service and compensation 
received by the employees, The determination of the amount of pension 
benefits and the contributions to provide such benefits are not dependent 
upon profits. Benefits are not definitely determinable if funds arising 
from forfeitures on termination of services or other reason may be used to 
provide increased benefits for the remaining participants instead of being 
used to reduce the amount of contributions by the employer. A plan 
designed to provide benefits for employees or their beneficiaries to be 
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paid upon retirement or over a period of years after. retirement shall be con
sidered a pension plan if, under the plan, either .the benefits payable to the 
employee or the required .contributions by the contractor can be determined 
·actuarially. (Retirement plans which are based on profit-sharing shall not 
be considered to be pension plans within this paragraph (q) .) l. 

(2) Consideration, and approval or disapproval, of all pension plans 
-and the method of determination of the costs thereof shall be the responsi
bility of the Department to which audit cognizance .is assigned and subs~quent 
·action taken bY' that Department will, _generally, be accepted by the other De
·partmetits. Such plans must meet the qualification requirements prescribed 
·by Section 401 of the Internal Revenue Code of 1954 (P.L. 5.91, 83rd Gong., 
·zd Sess., 68A Stat. 134). Prior to. approval of such plans by the cognizant 
DeJ>artment, approval by Internal Revenue Service shall be obtained. in the 
case of: 

(i) contractors who are subject to Federal income tax; anci 

{ii) nonprofit or ta~"'exempt contractors who have .. submitted 
their plans for approval by Internal Revenue Service; 

however, approval of a plan by the Internal Revenue Service does not neces
sarily assure the allowance of the costs of such a plan by the Department 
concerned. In the case of all other plans, compliance with the qualification 
requirements of Section 401 of the Internal.Revenue Code of 1954 shall be 
determined by the cognizant Department using, insofar as. applicable, the 
regulations, criteria, and standards of the Internal Re~enue Service. 

(3) To the extent pension plans are approved by the cognizant 
'Mi:litary Department, costs thereof are allowable subject ~o. the following 
conditions~ 

(i) such costs shall meet the requirements of ASPR 15~201.2; 

(ii) such costs, including excess contributions (see Section 
404(a)(l)(D) of the Internal Revenue Code of 1954), are 
allow-able only to the extent -

(A) such costs are claimed and <:Ieductible for 'Federal 
income tax·purposes in the current taxable period; or 

(B) in the case of nonprofit or tax--exempt org-anizations, 
such costs could have been claimed and deducted 
for Federal income tax purposes in the current taxable 
period if such organizations were subject to the payment 
of income tax; 
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(iii) in cases where the Internal Revenue Service withdraws 
approval of a plan, an appropriate adjustment of contract 
costs shall be .made for contributions which previously 
have ·been allocated to and allowed as contract costs and 
which are -

(A) disallowed for tax purposes; or 

(B) in the case of nonprofit or tax exempt organizations, 
could have been disallowed for tax purposes if such 
organizations were subject to the payment of income 
tax; and 

(iv} in determining the net pension plan costs allocable to mili
tary contracts, and in addition to making appropriate ad-

.. justments for credits or gains arising out of normal employee 
turnover, consideration shall be given, in accordance with 
(A) or (B) below, to possible future abnormal termination 
credits or gains which may arise with respect to individuals 
for whom pension plan costs have been or are being in
curred by the contractor but whose employment will termi
nate before they acquire .a vested right to the benefits under 
such plans -

( '• ) .L-~ when such abnormal termination credits or gains are 
foreseeable and can be currently evaluated with reason
able accuracy, an equitable adjustment of current. costs 
to give effect to such anticipated future credits or gains 
sha 11 be made, either by reducing the current costs 
otherwise allocable, or by obtaining realistic recogni
tion in the actuary's calculation of current costs, so 
that the current costs do, ·in fact, reflect the reduction 
for the abnormal termination credits or gains which are 
anticipated; and such adjustment shall be reflected in 
the contract, in an amendment thereto, or some other 
writing binding on the Governmel)t. and the contractor; 
or 

(B) when such abnormal termination credits or gains, 
whether or not foreseeable, cannot be currently evalu
ated with reasonable accuracy, ·or have not been the 
subject of adjustment under (A} above, pension plan 
costs incurred under the contract shall be su~ject to 
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retrospective accounting and any necessary adjustment 
for such subsequent termination credits_ unless the 
Government and the contractor agree upon a method 
of determining such adjustment, or agree upon an e"quitable 
adjustment; any such agreement shall be reflected in the 
contract, in an amendment thereto, or in a separate agree
ment binding on the Government and the contractor. 

(4) The allowability of costs of lump sum purchases of annuities 
or of lump sum cash payments or periodic cash payments made to provide 
pension benefits for retiring or retired employees other than such costs in
curred under approved pension plans shall be subject to consideration: on an 
individual case basis. 

(r) Plant Protection Costs. Costs of wages, uniforms, and equipment 
of personnel engaged in plant protection; supplies; depreciation on plant pro
tection capital assets; anq necessary expenses to comply with military security 
requirements are allowable. 

(s) Professional Service Costs .. _Legal, Accounting, Engineering, and 
Other. 

(1) Costs of ·pr-ofessional services r;endered by the .members of a 
particular professio-n -separately engaged by .the contractor are allowable, 
subject to_(2) and·{3) .belo-w, when reasonable in relation to the se~vices 
rendered and when not contingent upon recovery of the costs from the Govern
ment (but see ASPR l5-204.3(f)). 

(2) Factors to be considered in determining the allowability of costs 
in a particular case include: 

(i) the past pattern of such costs, particularly in the years _prior 
to the a ward of Government contracts; 
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( ii} the impact of Government contraets on the contractor's 
business; 

(iii} -the nature and scope of managerl.al services expected of the 
contractor 11 s own organization; and 

(iv) whether the prc;>portion of Gove·rnment work to the contractor's 
total busines·s is such as to influence the contractor in favor 
of incurring the cost, particularly where the. services rendered 
are not of a continuing nature and haye little relationship to 
work under Government contracts. · 

Retainer fees to be allowable must be reasonably supported by evidence of 
services rendered. 

(3} Costs of legal~ accountin~ and ·consulting services, and related 
costs, incurred in connection with organization and reorganization~ defen·se 
of anti..;trust suits, and the prosecution of claims against the Government, 
are unallowable. Costs of legal, accounting, and consulting services» andre
lated costs, incurred in connection with patent infri~gement litigation, are un
allowable unless otherwise provided !.or in the contracto 

(t) Recruiting Costs. Costs of uhelp wanted 91 advertising, operating 
costs of an employrrient office necessary to secure and maintain ~n ·adequate· 
labor force; costs of operating an aptitu~ and educational testing program, 
travel costs of employees while engaged in recruiting personnel, and travel · 
costs of applicants for interviews for prospective employment are allowable. 
Where the contractor uses private employment agencies, costs not in excess 
of standard commercial rates for such services are also allowable. Costs of 
special benefits or emoluments offered to prospective employees beyond the 
standard practices in the industry are unallowabl~. 

(u) Rental Costs (lnr.;l.uding Sale and Leaseback of Facilities). 

(1) Rental costs of land.· buildings, and equipment and other personal 
~roperty are allowable if the rates ar·e reasonable in light of the type~ condi
tion, and value of the facilities leased, options available,- and other provisions 
of the rental agreement. 

(2) Unless otherwise specifically provided in the contract.: rental 
costs specified in sale and leaseback agreements, incurred by contractors 
through selling plant"·facilit~es to investment organizations, such as in-
surance companies, or ·to private investors, and concurrently leasing back 
the same facilities, are allowable only to the extent that such rentals do not 
exceed normal costs, such as depreciation, taxes, insurance, and maintenance~ borne 
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by the lessor·, which would have been incurred had the contractor retained 
legal title to. the facilities. 

(v) Research and Developme·nt Costs. 

(1) Research and development costs (sometimes referred to as general 
engineering costs) are divided into two major categories~ for the purpose of 
contract costing: (i) general research, also referred to as basic research; 
fundamental ·res·ea:rch; pure res·earch, and blue~sky research; and~(ii) related 
_r,esearch· or development, also'referred .to as applied research, product research, 

. and product line research. 

{2.) General research is that type of research which is directed toward 
increase of knowledge in science. In such research, the primary aim of the 
investigator is a fuller knowledge or understanding of the subject under study, 
rather than a practical application thereof. Costs of independent general re
search (that which is not sponsored by a contract, grant, or other arrangement) 
are allowable to the extent specifically provided in the contract. Geneza lly, 
the contractor shall be required to disclose to the Government the purposes 
and results of such independent general research. In specifically providing 
for such costs, factors to be considered include: 

{i) scope, nature, and quality of the contractor's independent 
·general research program; 

(ii) capability of the contractor in the particular research field; 

{iii) benefits which may accrue to the Government; 

(iv) comparison of size and cost of contractor's previous years' 
.independent research programs; and · 

{v) proportion of Government business to contractor 9
S total 

business. 

{3) Related research is that type of research which is directed toward 
practical application of science. ·'Development" is the systematic use of 
scientific knowledge directed toward the production of useful materials, devices, 
methods, or processes, exclusive of design, manufacturing, and production 
engineering (see ASPR 15-2.04.2.{m)). Costs of a contractor's independent re
lated research and development (that which is not sponsored by a contract, 
grant,or other arrangement) are allowable under any cost-reimbursement type 
production contract;· provided the researc~ is related to the contract product 
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··line· and·· the >.cos.t·sr;"a:re' a-llo-c-ated·-to-:a-il-prodwction w-ork··of the ·contractor on the 
contract product line. Such research costs are ·unallowable under ·cost-~~im
bursement type research and development contracts, 

(4) Independent research and development projects shall absorb their 
appropriate share of the ·indirect costs of the department where the research 
work is performed. 

(5) Research and development costs (including amounts capitalized); 
regardless of their nature, which were incurrec:I in accounting periods prior 
to the award of a particular contract~ shall not be allocated to that contract 
unless allowable as precontract costs (see ASPR 15-204.3(i)). . 

{w) Royalties and Other Costs for Use of Patents. Royalties on a patent 
or invention~ or amortization of the cost of acquiring a patent or invention or 
rights thereto, ·necessary for the proper performance of the contract ·and· .· 
applicable to contract products or processes~ are allowable to the ex'tent 
expressly set fo~th in the contract or otherwise authorized by the contracting 
officer; provided that where the Government has a license or the right to free 
use of the patent or invention such costs are unallowable~ and provided further 
that where the patent has been adjudicated to be invalid such costs are uri-

. allowable unless expressly set forth in the con.tr·act. 

(") Service and lnsta.llation Costs. Costs of servicing the product in
stallation, and training Government personnel in the use, maintenancej and 
ope·ratiori of the product are allowable. 

(y) Severance Pay. 

(1) Severance pay, also commonly referred to as dismissal wages~ 
is a payment in addition to regular salaries and wages, by contractors t.o 
workers whose employment: is being terminated. Costs of severance pa.y 
are allowable only to the extent that, in each case, it is required by (i) law ll 
(ii) employer-employee agreement~ (iii) established policy that constitutes~ 
in effect., an implied agreement on the contractor's part~ or (iv) circumstances 
of the particular employment. 

(2) For contract costing purposes~ severance pay is divided into two 
categories as follows: 

(i) Costs of normal turnover severance payments· shall be 
allocated to all classes of work being performed' in the 
contractor's plant at the time of paytnent; however~ where 
the cont:ra·ctor provides for .accrual of pay for normal 
severances !?uch method will be acceptable if the amount 
of the accrual is reasonable in light of payments actually 
made for norma-l severances over a representative past 
perioq; and 
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·(ii) c_osts of abnormal or mass severance ·pay actually made upon 
··cessation of work when there is no reasonable prospect of 
continuing employment on other work of the contractor shall 
be assigned to the entire period ·of employment with the con
tractor and equitably·allocated to all business of the con-

. tractor performed durihg that period. A reservation in the 
final release of claims (see ASPR 7-Z03.4) may he made in 
case of completed cost-reimbursement type contracts when 
it is reasonable to assume that severance pay allocable ·to 
the contra.ct will be made in the future. 

·(z) _Special Tooling Costs. The term . special tooling ~ means property 
of such specialized nature that its use, without substantial modification o·r 
alteration, is limited to the production <?f the particular supplies oi" the per
formance of the particular services for which acquired or furnished. It 
in·cludes, but is riot limited to, jigs, dies, fixtures, ·molds, patterns, special 
taps, special gauges, arid special test equipment .. Costs of special toolingi ac
quired for the performance of Government contracts,· are allowable and shall be 
charged directly to such contrac;:ts. · . 

(aa) Taxes. 

(1) Taxes are charges levied by Federal, State, or local governments. 
They do not include fines and penalties except as otherwise provided herein. 
In general; taxes (including State and local income taxes) which the contractor 
is required to pay and which are paid or accrued in accordance with gene-rally 
accepted accounting principles are allowable' except for: 

(i) ·Federal income and excess profits taxes; 

(ii) taxes in connection with financing, refinancing or refunding 
operations (see ASPR 15-Z04.3(f)); 

(iii) taxes from which exemptions are available to the contractor 
directiy or available to the contractor based on an e'xemp
tion afforded the Government except when the contracting 
o:ffl.ce:r determines that the administrative burden incident 
to: obtaining the. exemption outweighs the corresponding 
bene'f:l:ts accruing to the Government; and 

(iv) sp·ecia1 assessments on land which represeni capital itn-
pr.ovements. · 

17 
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(2) "Taxes othe·rwise allowable under {1) above, but w~ich may be 
illegally ·or erroneously .assessed, are allowable;.·provided that the contractoJ; 
prior to payment of such taxes: 

(i) promptly requests instruc-tions from the contracting officer 
concerning such taxes; 

• 
(ii) agrees to comply with such instructions; and 

. '·· 

(iii) agrees to take all necessary action directed by the contracting 
officer in cooperation with and for the benefit of the Govern
ment9 to determine the legality of such asses·sment or, a.s the 
case may be, to secure a refund of such taxes ·t;tnd· any interest 
or penalties thereon. · · 

Interest and penalties incurred by a contractor by reason of the nonpaytnent 
of any tax at the direction of the contracting offi.cer are allowable. Reasonable 
costs of any proceeding instituted by the contractor at the direction of the con
tracting officer to determine the legality of such an assessment or to secure a 
refund of such taxes,· interest, or penalties for the benefit of ·the Gover·innent 
are also allowable . 

. (3) Any refund of taxes, interest~ or penalties~ and arty .paytnent to the 
contr~ctor of inte.rest .. thereon,· attribu,table to taxes, ·interest, or penalties \vhich 
were all~wed as contract costs, shall be credited ·or ·paid to the· Government 

. in the ·manner d~rected by the Government. 

(bb) 'Trade, ·Business, 'Technical, and Professional·Activity Costs. 

(1). Memberships. Costs of·rnembership in trade~ business~ technical, 
and professional organizations are allowable. 

(2) Subscriptions. Costs of subscriptions to trade, business~ profes
sional, and technical peri~dicals are allowable. 

(3) :Meetings and Conferences. Costs of meals, transportation, 
. rental of facilities for·me~tings, and costs incidental thereto, when the primary 
-purpose of the incurrence of such costs is the diss.emination of technical in-

formation or the stimulation ·of production, are allowable. 

(cc) Training Costs. C·osts of prepa:ring and maintaining a program of 
instruction design.ed to increase the overall effectiveness of employees, in-. 
eluding costs of the director of' training and staff, training materials, and text 
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books, and tuition and fees when the training is conducted by educational 
institutions, are allowable when limited to on the job training and when 
properly allocated. Costs of training in educational institutions are unallow
able, except to the extent specifically provided in the contract. 

(dd} Transportation Costs. Transportation costs include freight, ex
press, cartage, and postage charges relating either to goods purchased, in 
process, or delivered. When such costs can readily be identified with the 
items involved, they may be direct costed or added to the cost of such items 
(see (n} above}. Where identification with the materials received cannot 
readily be made, inbound transportation costs· may be charged to the appro
priate indirect cost accounts. if the contractor follows a consistent equitable 
procedure in this respect. Outbound freight, if reimbursable under the terms 
of the contract, should be treated as a direct cost. 

(ee) Travel Costs. 

(1) Travel costs include costs of transportation, lodging, subsistence, 
and incidental expenses, incurred by contractor personnel in a travel status 
while on official company business. 

(2) Travel costs incurred in the normal course of overall adminis
tration of the business and applicable to the entire business are allowable. 
Such costs shall be equitably allocated to all wo.rk of the contractor. 

(3) Travel costs directly attributable to contract performance may 
be charged directly to the contract. 

(4) Subsistence and lodging, including tips or. ·sim~lar incidental costs, 
are allowable either on an actual or per diem basis. The basis selected shall 
be consistently followed. 

(5) Entertainment costs are unallowable. 

(6) Costs of personnel movement of a special or mass nature are 
allowable only when authorized or approved in writing by the contracting officer. 

(ff) General. 

{1) Such recurring costs as registry and transfer charges resulting 
from changes in ownership of securities issued by the contractor, cost of 
shareholders; meetings, proxy solicitations, preparation and publication of· 
reports to shareholders, preparation and s.ubmission of required reports and· 
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forms to taxing and other regulatory bodies, and incidental costs of direc-tors 
and committee meetings are allowable. Such costs shall be equitably allocated to 
all work of the .contractor. 

(Z) Certain costs discussed in ASPR 15-204.3 are allowable if expressly 
provided for in the contract, or, in some cases, if approved in w_riting by the 
contracting officer. See for example: 

(i) ASPR 15-204.3(e); 

(ii} ASPR 15-204.3(i); and 

(iii) ASPR 15-204.3(k) . 

15-204.3 Unallowable Costs. 

(a) Bad Debts. Bad debts, including losses (whether actual or estimated) 
arising from uncollectible customers' accounts· and .other claims, r_elated .col
lection costs~ and related legal costs are unallowable. 

(b) Contingency Reserves. Contingency reserves, created and maintained 
to provide for events the occurrence of which cannot be ·foretold with certainty · 
as to time, intensity, or even with an assurance_·of their happening,. are un- · 
allowable. (For self-insurance programs see ASPR 204.2(j) .) 

(c) _Entertainment Costs. Costs of amusement» diver.sion, social activi-· . 
ties, and incidental costs relating thereto, such as mealsJ) lodging, re~tals, 
transpor~ation, and gratuities, are unallowable. 

(d) Excess Facility Costs. Costs of maintaining .and housing .idle and 
excess facilities, except those reasonably necessary for standby purposes, 
are unallowable. The costs of excess plant capacity reserved for defense 
mobilization production shall be the subject of a s·eparate contract. 

(e_t Fines and Penalties. Costs resultingfrom violations .ofJ or failure 
of the contractor to com.ply with, Federal, State, and lo·callaws and regula
tions are unallowable except when incurred as a result of compliance with 
specific provisions o1 the contract, or instructions in writing from the con
tracting officer. 

(f) Interest and Other financial Costs. Interest {however represented}, 
bond discounts and costs, costs of financing and refinancing operations, legal 
and professional fees paid in connection with the preparation of a prospectusp 
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costs o1' preparation and issuance of stock rights, and costs related thereto 
are unallowable except for interest assessed by State or local taxing authori
ties under the conditions set forth in ASPR 15-204.2{aa) (but see ASPR 15.-204.2 
(ff)). 

{g) Losses on Other Contracts. An excess of costs over income under 
any other contract {including the cont~actor' s contributed portion under cost
sharing contracts), whether such other contract is of a supply, research and 
development, or other n·ature, is unallowable as a cost of performance of the 
Government contract. 

{h) Organization Costs, Expenditures in connection with organization 
or reorganization of a business, such as incorporation fees, attorneys fees, 
~ccountants fees, .fees to promoters and organizers, and costs of ra,isirig 
capital, are unallowable (see (f) above). 

{i) Precontract Costs .. Precontract costs are those which are incurred 
prior to the effe.ctive date of the contract and which would have been allowable 
thereunder if incurred after such date. Such costs are unallowabie unless 
specifically set forth and identified in the. contract. {See ASPR 15-lxx.) 

{j) Profits and Losses on Disposi.tion of Plant, Equipment, or Other 
!. Capital Assets. Profits or .losses of any nature arising from the sale or ~x

change of ·plant, equipment, or other capital assets, including sale or exchange 
of either short or long term investments, shall be excluded in computing con
tract costs. 

(k) Reconversion Costs" Reconver.sion costs are those incurred in the 
restoration or rehabilitation of the contractor's facilities to approximately 
the same physical arrangement and condition existing immediately prior to 
commencement of the military contract work and include the cost of removal 
of Government property. Reconversion costs are unaUowable except that the 
cost of removing Government property and the restoration or rehabilitation 
costs caused by such removal are allowable if specifically provided for in 
the contract. 

(l) General. 

{l) In addition, certain costs discussed in ASPR 15-204.2 q.re stated 
to be unallowable. See for example: 

{i) ASPR 15-204.2(g')(3); 
(ii) ASPR 15-204.2(1)(1), last sentence; 

{iii) ASPR 15-204.2(s){3), first sentence; 
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(iv) ASPR 15-204.2(t), Ia·st sentence; 
(v) ASPR 15-Z04.Z(w); first proviso; 

·(vi) ASPR 15-Z04.2(aa)(l)(i) throu.gh (iv); and 
(vii} ASPR 15-204.Z(ee}(S} 

(Z) Certain other costs discussed in. ASPR 15-204.2 are unallowable . 
unless expressly provided for in the contract» or,' in some· cases, if authorized 
or·approved by the Government. See for example: . · 

(i) ASPR 15-Z04.2(c), last sentence; 
(ii) ASPR 15-204.Z(d}, las.t sentence; 

(iii} ASPR 15-Z04.Z(g)(S}; . 
(iv) . ASPR 15-Z04.Z(j)(3){iii) and (iv}, and (4}; 
(v} ASPR 15-204.2(1)(2); 
(vi} ASPR 15-Z04.Z(o), second sentence; 

·(vii} ASPR 15-Z04.Z(pL second sentence; 
· (viii) ASPR 15-204.Z(s}(3}, last sentence; 

(ix} ASPR 15-Z04.Z(u}(Z}; 
(x} ASPR 15-Z04.Z(w);. 
(xi) ASPR 15-Z04.Z(aa){Z); 

(xii) ASPR 15-Z04.Z(cc), last sentence; and 
(xiii} ASPR 15 -204.2{ee){ 6 }' 
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Of Z rl fRB ASSIS!Alf! SF£llftARI ( 
· WASHIMGTOi 2S, D. c. 

t Supp~ & Logistics 
•'·· 
j Aprll J. US6 

MEMORAIDUM FOR THE ASPR CCMMift'IE 

SUBJECT a Case S3•441 Section IV 1 Pan 2 
Profit Sbariq 
Contributions and Doua\icma 
General Research Coat. 

On 3/2/$6, the Section I.V Gammittee eonaiderecl the attaobecl .,._o
randum tor the record ooucerniDg the three •pecitic areu aentioDed ill 
the above aubject. · 

With respect to parqrapbli 1 &Del I ot \he attaclaeDt oonoeraiQg 
profit ahariq, before \aJr!ng anr aot10D \he Subcoaittee Hquuta 
specific piclance at the ASPR CCIIId.ttee. llowwer, •• \o parapapba 1, 
2a and tb, it vu noted tbat it these pr1DciplH· are approftd, thaT ehould 
aer8l.y- be referred to the ldit1Dg Committee. Aa to panan.ph lo, the 
·general feeling ot ·the SubcCIIIIittee vu that DO further parapepba ahould 
be added to Ca~peDAtiOD •1Do• •reasoDSbleneee" eould be rel1ecl11PGD• 

As to parasraph 3a oonoerniDc Contribu\lGM aDd Daaatioaa, \he 
Subcommittee baa DO objectione to the text. 

Begarding paragraph lb ccweriq OeDeral. leeearoh, the. SubcOIIId. t~• 
prefers the treatment accorded ill the ecl1tecl dratt. dated 3/29/S6, u 
aod:i.tied b7 the SubcQDJid.ttee nport tbereca.. · 

Att.aobmant 
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SUBJEC1'1 Pratit Sbar1111 Pl..all8, Coa\r1ba\1ou aa4 Doaat.tou, aDd 
General Buearoh eon.. 

1. At a aeetin& held )/)O/S6 in ~· ottioe ot the .be1stant Secretary ot 
Def'anee (S&L), it wu cleteNlDed that the propoeecl ~ion of 
Section XV ASPR on tbe Njeot ot Ccapauation ~rpecitlc•lq 1Dclude · 
t.he tollcM.D& tint parapapha 

11Cam;pensat.1on 18 allolfable. (!be \em •CG~~peneat10D8 1Dcludea 
all amounts paid or aet. uicle, IUCh U_deu1on. nt1rrrD1;, 
and deterred OOIIJ)IDI&tiop benetltefiD UCordaDOe with paftiN.ph 

J _ ealar1ea, 1181881 JI07&].t1u, liceue t- and bcmuau.) 
... (th--.... \-otaJ.~ c.peuaticm of a .1Ddin4ul J11V be quutioAecl and 
the UQUDt allowed aq be liaiteclJ ad in oarmeotioD therwlt.h, 
oonsideration w1ll be pvm ~ the rela\iea ot the total eca
peDS&tion to tbe aenioee JI8DIIIend)•. 

2. In connecticm vlth the abcwe, it ... a1ao .. 1iend.Decl t.bata 

a. !be revi81GD ot Sect1on D • profit •bar!.Ds wW. laolllde 
the ex18\ina ASP& ooveraa• ot the nbjeot to \be Md .. 
practicable ~. i.e., ao 8p8Cit1o ue aball M ..U 
t.o euch teru u •s...cti&M 411\r!.butilon profit •hariDI 
plane", •cleterred dilrtri.ba.tllll protit 8har1za& plaDa•, v 
•protl t, •barlD& plau• •. 

b. !be t1Ue •Penalon aDII Bet.inaell\ Baefit.• M expacled tO 
read •p..w.-., Betu..t, UlCl Deterred Ccwlpeuaticm 
Beneti\88 8Dd 'Uat t.t. OODOept ef 1$-6al.e2(t) M nt.e1pecJ 
thereiD vi\h t.be w1p1zz pMeib18 oJuuac- in laa&aaP• 

c. In aclcl1t1• to tile lAut.&UI• quoted ia parapwph 2 aboft, the 
aubjeot ot ~.., taelude additloaal puqnpbll • 

.). It vae 4etenaiaed ~t, £SP& •weN~• a CoDtr11nl\1ou aD4 JMD&t1ou, 
and General Beaearcll be u toll.ona 

a. •CID\r!.buUoaa acl doDa\iou are ..UORiale• •. 

b. •eoeu ot naearch procrua fit. a a-eral uture are aUonble 
.al.T to the .act. apreaaq prori.ded ter ill :'h• .oGDt.ract.• 
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OFFI 0~"' THE ASSISTANT SECJETARY OF · 
Hashington 25, D. c. 

~NSE 

July 30, 1956 

NEJYIORAiiDUI-1 ?Oh THE ASPR C0¥11'1I'I'TEE 

StJBJECT: Case .53-44, Revision of Part 2, Sectiun x.V, Ccntract Cost P:rincj.ples 

In accordance, wlth Item 7 of the ASPR Cc-,znmi.ttee J.:Jinutes of 7/3/56, yew 
Subcoro~ttee considered the report of the Tax Subcommittee, dated 2.1 June 
19567 as vJell a~ the three specific questions of the ASPR Committee set fcrth. 
in the Hinutes referred "to above. With respect to the Tax SubcoiTl11littee 
rep vrt, the follo't-1ing comments are prt"'vided: 

· 1. The ASPR Committee rejected the suggestion that the clause include 
~ reference to taxes of nforeign" governments in subpa1·agraph {J.) of the 
clau.se. 

2~ Th'=·snggested change in subparagraph (2) of the clause is rejected .. 
Your Subcommittee believes thet this subparagraph as originally written ade
quately ·:}OVers t.he problem. With respect to allowance of "interest aTld 
penalties incurred •••oin the absence of instructinns from :~he Contracting 
Officer,. if incurred 'li.rithout the fault or negligence of the contractor", a. 
government adndnistrative burden i~ added to determine fault or negligence 
on the part of the contractor in each case and th6 situation can be avoided 
by the contractor paying the tax under protest. 

3. The suggested addition of a sentence to subp.;;:.ragraph (3) is con
curred ino .A.s t.o the "tl1.r3e questicns raised by the ASPR Committee, the 
following answers are set forth: 

A,. Under subpar&graph (1) of the clause will Defense reimburse a 
contractor for taxes "accrued"? 

Answer: Yes, prov.i.ded accrual is adjusted to actual taxes paido 
Hm·;rever, to clarify the pni."1.t beyond question, your Subcommittee prcposes that 
in subparagraph (1) of the clause the phrase "iri accordanc~ with generally 
accepted accounting principles" be deleted since it is merely repetitive 
of an over-all requirement set forth in paragraph 1.~-201.2 and that the 
fo~O't·\ing clarification be substitut.:;d "and adjusted to amounts actually paid"e 

B. Is the statement contained in subparagraph (a)(ii) sound? 

Answer: Your Subccmmi ttee is unable to find any errors or weak
ness~s in this subparagraph. 

C. Should the ne·tv sentence added to subparagraph (3) be a proviso 
sentence? 

Fo~ reference there is att~ched a copy of para., 15-20h.2(y) as novl 
recomi11Eu:.~.ded by your Subr.ormni.ttee. 

l Incl. H. H .. G.ALLUP 
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(y) Taxes. 

(1) Taxes are charges levied by Federal, State, or local governments. 

They do not include fines and penalties except as otherwise provided hereino 

In geru:~ral, taxes (including State and local income taxes) which the con-

tractor is required to pay and which are paid or accrued and adjusted to 

amounts actually paid are allowable, except for: 

(i) Federal income and excess profits taxes; 

(ii) taxes in cormection with financing, refinancing or refunding 

operatinns (see ASPR 15-204.3(g)); 

(iii) taxes from which exemptions are available to the contractor 

directly or available to the contractor based on an exemption 

afforded the Government except whe~ the contracting officer 

determines that the administrative burden incident to obtain-

ing the exemption outweighs the corresponding benefits 

accruing to the Government; and 

(iv) special assessments. on land which represent capital impro·v·e-

ments. 

(2) Taxes otherwise allowable under (1) above, but which may be. iJJ.e-

gally or erroneously assessed, are allowable; provided·that the contractor 

prior to payment of such taxes: 

(i) promptly requests instructions fronl' the contracting offic.er 

concerning such taxes; and 

(ii) takes all action directed by the ccntracting officer, in-

eluding cooperation with and f'or the benefit of the Govern.-

ment, to (A) detenr.ine the legality of such asses&"Tlent or, 

(B) secure a refund of such taxeso · 

Heasonabl.e costs of any such proceeding instituted by the contractor at 'the 

direction of the contracting officer are allowablce Interest and penalties 
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incurt~d. by a contr~ctor by reason of the nonp~ent of any tax at the di-

rection of. the contracting officer are also allowable~ 

( 3) Any refund of taxes, interest, or penalties, and any paj.'tllen t tc 

the contractor of interest thereo~, attributable to taxes, interest, or 

penalties 1.~hich ,.,.,ere allowed as contract costs, shall be credited or paid 

to the Government in the manner directed by the Government, provided any 

interest a~tually paid or credited to a contractor incident to a refund of 

tax, interest and penalty shall be paid or credited to the Government only 

to the extent that such interest accrued over the perit-d during which the 

contractor had been reimbursed by the Govern."'Jlent for the taxes, interest, 

and penaltieso 

2 
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1$-200 s cop:~ o? P :.RT • This pert s~ts forth principles end st~nd~rds for the 

d(;t~rmin[!tion t'nc. ~llou~nce; of costs in connccticn ui.th cost-r0il':lburs.;;;r:1.0nt type 

contr:-.cts ~nc1 cost-roL"lbursc:mcnt type subcontrc.cts thorcundor for procurement 

of suppli...:s, sor-..ric~..;s, ~nc~ rcso~.rch b!'lcl dcvolopnont uork with or~nizctions hnving 

co:-:-n...:rci:-1 typo [!CcountinJ S}rst'-.;CJS ~ HoH.;vcr, this p~rt docs not apply to con-

tr:'cts for f:-.cili.ti~s, construction ~nc! ~rchitoct-\Jnginccr sorvicos rolr!t.:;d tu 

construction. 

~_5.-_20~. B:.SIC PRINCll'L~..;S :~i\"D ST:.ND .. ~~IillS. 

~~ Conposition of Tot~~ ~ost. Tho tot~l cost of ~ cost-roinmursomcnt 

typo contrc.ct is th0 net Sl.l.I;l of (i) tl10 c.llou~blv cl.iroct costs, (ii) the pro-

pcrly· nlloc~blc portion of allot·r~blo indirect· costs ~11d (iii) ~pplic~blo incon:.; 

b. F[l ctors L.ffucting -'~llownbUity of C,osts. Th0 fr:ctors to be con

sic~cr:.:c~ in dct;.;rmining the t'llcn·r,':!bility of costs include ( i) ro~sonoblcncss, 

(ii) ~pplicr'tion of gcn·:rc..lly r-.cccpt0c1 .nccounting principl~Js :!nd pr~ctic0s, 

(iii) ox...:rciso of r,ood busL"'loss judgment in incurrl,jncv of cost, (iv) signifi-

ct~nt d..;vi~ti.:;ns in the cstr':1Jlish:.:..d ::>rrcticos of th..; contr~ctor Hhich subst~nti~lly 

incrc~so the contr~ct costs, r'nC'. (v) nny limitctions cs to t~'l_)us or ::mounts of 

cost itons se:t forth in this Pert 2 of S~ction Y0/ or oth(;rJvis·.; inclucJ.od in th~ 

contrcct. 

c. Cro0its. Tl1c ~pplic:'blc portion of incor.1o nnd othor crodits, rcb~tcs, 

nllou~ncc.:s, ~nd oquiv~lunt benefits ~ccruing· to tho contr~ctor nnd uhich ~ro 

rvl~tcd to ;:nJr ~lloucd cost 't-Till be crcdit.::d to the Government cithc:r ns n 

rud:.1cti~n in contrnct cost or· by c cnsh refund, tts ~ppropri~to. 

d •. Contrnctor' s .:~cC0\4""lting Systorn. The; roquirol'llOnts conm;rning r·.;Cord 

l:cuping ~nc1 npprov~l of the contrc.ctor 1 s ~cco11nting procudurus ~nd pr~cticws 

r-.re; se;t forth in th0 11 Rocorc1s Cl~usc 11 (Sec l...SPR 7-203.7). 

I 

f 
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.15-·202 DIRECT COSTS. Subject to the provisions of paragraph 15-201, allowable 

direct costs are those items of cost, or aggregate thereof, which can be iden-

tified specifically with any objective, service, program or project under the 

·contract and are chargeable directly thereto. Major items of cost readily iden-

tifiable with the contract or with other work of the contractor should be charged 

directly thereto. This principle may often be applicable to such elements of 

expense as· freight, travel, communications, engineering services, etc., as well 

as the normal items of materials and productive labor. However, when the con-

tractor is engaged in mixed production, this principle must be applied consist-

ently to the costing of both defense and non-defense products or services, in 

order to produce equitable results. When the accounting expense of minor items 

would exceed the resulting benefits, individual items, otherwise allowable as 

direct costs, may be treated as indirect exp~nses. 

~5-202.1 DIRECT MATELtiAL~. The cost of direct materials includes the cost of 

items purchased, supplied, manufactured or fabricated, which enter directly 

into the end product or which are used or consumed directly in connection with 

furnishing such product. 

1~:202.~ DIRECT LABOH. The cost of direct labor includes salaries and wages 

specifically identifiable with and properly chargeable directly to the per-

formancc of the contract or other work of the contractor. It may also include 

othGr associated costs such as payroll taxes and workmen's compensation insur-

ance, where it is the established practice of the contractor to treat these 

items as a part of direct labor costs. 

15-202.3. OTHER DIRECT COSTS. Where other items of cost are charged directly 

to the contract consistent with paragraph 15-202 above, the contractor must 



15-203.3 SELLING AND DISTRIBUTION EXP~SES. The expenses in this group 

·consist of items which rt;present the cost of marketing the contractor'.s 

products and include sales p~omotion, advertising, distribution costs and 

1505 

other. related items • Generally, such expenses are not considered to bo alloc-

~blc to Government cost-reimbursement type contracts for the reason that 

marketing, in the ordinary commercial sense, is not necessary for doing busi-

ness with the Governm~nt. However, dependent upon a demonstration of 

. benefits to Jovornment contracts, these costs should first be allocated 

between the contractor's commercial line and its Uovernment contracts~ The 

amount allocated to the latter should then be charged to the individual 

contracts on any recognized basis. Because of the sp0cial problems that 

arise in this area, it ls usually desirable for the contractor to identify 

in its records by means of subaccounts or otherwise, the items of these ex-

penses considered properly allocable to Govarnment contracts. 

15-203.4 GENERAL AND ADMINISTRATIVE lXPENSES. General and administrative ex-

pensos con~ist of costs incurred in the over-all xnanagement, supervision and 

conduct of the business. Any recognized method of allocating general and 

administrative expense is acceptable provided equitable results are thereby 

obtained. Some of the factors that should receive consideration.in determ-

ining whether the results are equitable are (i).tho cost pattern of the 

~overnment contracts (that is, the percentage of the total cost of the 

contract, exclusive of general and administrative expenses, represented by 

each of the several cost components thereof) in relation to the cost pa~te~n 

for the plant or activity as _a whole, and (ii) the ultimate objective of 

distribution of these expenses in.approximate ratio to the general and 

administrative effort involved in the two categories of work~ In addition, 
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consideration should be given to any significant 'rari.ations of inventories 

bett-Teen accounting periods 1 variations in the ratio of contract inventory 

levels to all other inventory levels, and any other relevant factors such 

as those mentionec. in paragraph 15-203 (b) .• 

15-203.5 BAS: P~1IOD FOR ALLOCATION OF II\L·If~CT z::e~~US:S. Tne base period for 

e.llocc:tion of inc~irect expenses should appro~d.nate the period of contract per-

forr.mnce or shotucl be representative of that period. The base period should 

b~ sufficiently long to avoid inec:'_uities in tl1e allocation of costs. 

£:? CO~T. :fhis paragrapl1 states, in sone detC~.il, applications of the basic cost 

principles and star~dards set forth in -~he pre-ceding paragTaphs of this part to 

cert:=:in selected items of cost. The statements herein apply irresi'ective of 

trhetl1er tl:e particular iten of cost is treated by the contractor as direct 

cost or as indirect cost. Failure to mention any particular item of cos~ 

hGrein is not intended to imply that it is either allouable or unallouable. 

\'lith res?ect to those items not specifically co-=.rered, deternination as to 

allol.rability uill be made in the light of the basic principles ~.nd standards 

and, HLere appropriate, the treatment of similar or related items in this Part. 

All of the subparagraphs belo"t-.r are subject to the basic principles and 

standarcs set out in paragraph 15-201. 

15-204.1 ADV·..:;RTISING. Advertising expenses include the costs of advertising 

media and corollary administrative expenses. Advertising media include rna ga-

zines, nelmpapers, radio and television prog;ra.rns, direct rnail 1 trade papers, 

ot'..tc1oor advertising, dealer carc1s and window displays, conventions and eY..hibits, 

free ~oods ~nd samples, and sales literature. 
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T!-!e i'ollouing advertisinr-:· r:osts only ~re allmrable: 

I~c~.vertising in tra(te and teclmical jo-.;.rn~ls, pro,rici·;;c.~ such 

ach;ertising- does not offer specific pro0ucts or ser·~'"iC8S 

for sale but is plr ceci for the ::nlrpose of offering 

fL"'lr.nci~l suppo1·t to jol.:l"nalE -:rhich are valu2ble for tr..e 

dissei-:!ination of t3chnicBl infor:t·.:ation t-rithL""l the 

cont1 .. a cto1"'' s inc. us try. 

( 2 .• ) Hcl·,:, H2nted atvertisinr:·, as set forth. i11 p~.ra grapn 

15-204.33. 

l5-20h. 2 :.3lJJ J:C37S. ~.j~d. (abt o:-q:.enses consist of losses. (whether a ctue.l or 

GstL::.?t2c1) r.risin.E; fro2. uncollectible custor:x;rs' accotmts 2nc~ other clai:~s, ·and 

iDcluc1e coll:::ction 3~~~:·ens=~s 2.nc~ r~l::ted legell e::-cp·Jnscs. These costs ~re w1-

or Gst.ir.1f,t::c~ cost of ~rork ,crfornc.nce. (itU. .. rent bid0.ing c:\P:-..nss:s of both succ0ss-

:f\:1 e-nd -;.,_nsuccossful ~:;ic~s nor;·.1e.lly ";·till ' 0C 

.:::lloc.:-ted cl:-xrontl:_r to ell bucinGss of the contre.ctor, in 1-1!1ich ev;::nt no bick~ing 

contr~ct. tlOtojeV8r, t11G contractor•s 0st~~Jlishcd ~ractice may be to treat 

~~cc'.ing c::ponsos t~r sO!:le other recognized r.1ethod. Reg~rdless of tho !ilathod 

u~~d, the results obt~ined rey be acccpt~d only if fou."1d to be roasonc-.ble and 
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demonstrate that they are specifically related to the performance of the con-

tract. ·When, however, items ordinarily char6eable as indirect costs are 

· charged to a liovernment contract as direct costs, the cost of similar i terns 

applicable to other work of the contractor must be eliminated from indirect 

costs allocated to the contract. 

15-203 INDIRECT COSTS. 

(a) Indirect costs are expenses which are incurred for common or joint 

objectives, are accumulated for accounting purposes by departmental activity 

or other logical cost grouping and are charged to the contract and other work 

of the contractor by a process o£ allocation. Each clement thereof is subject 

to the limitations of this part as to allowability. 

(b) No specific rules can be stated as to the method of allocation of 

indirect costs because the actual condition in each instanc~ must be taken into 

account in detennining the most suitable method or methods. The objective 

should be the selection of a method or methods which will distribute the in-

direct costs in a fair and equitable manner. The method used in conn\?:ction 

with Government contracts must, in order to be acceptable, conform with 

generally accepted accounting practices, be applied consistGntly, and produce 

equitable results. Any significant change, such as in the nature of the 

business, extent of subcontracting, fixed asset improvement programs, the 

volume of sales, the·volume of production, manufacturing precesses, or the 

products being produced, may require reconsideration of the methods previously 

~n uso to determine whether they continuo to be equitable. Further discussion 

relative to allocation of the individual categories of indirect costs will be 

found in the subparagraphs below, 



l5-204.h _CA._~_.:.::_-· ,_.1 :__, :.p __ D~~-S~, _D_L_:-TL_'_~c_~ _R_0_·02~5 Al:D -OT:-I -~~ FOOD S~VI C.;.;;S. This class of 

o1~onsc c_onsists of th~ cost, less ro"lcnu.::., of op·;Jrating, or furnishing 

facilities fOl .. J cafote~ias, dining rooms, ccntccns, lunch l-larons, v~nding 

me chL·rws, or other typos of food sur~-rices for th~;; contractor 1 s employees at 

their rcgul~r duty· station. Losses from oporation of such food servico_s are 

allo'tv~~;Jlo 1-1hcn the scrvic.;s ~re fc: irly priced and cost~d ~.nd reasonably 

rcquir.:::d by tho ooturc of the cont.r~ctor 1 s c;>pcrations, pl~nt loce1tion, 

:Jst~')lish~;;f.. policit.s, or onploycr-·nrnployce r groe1~cnt. T;-te g.:: ins or losses 

fron thcs·~ food services must be. eppro:priat<.;ljr ~llocntvd to ~11 activities 

b-::ncfite;d including Governn:::nt contre.cts except, hotvevcr, uh0ro (1) the net 

proc;~ods ~rc for tho 0xclusivo bcn0fit of an cmployJG w~lf(?r0 organization 

of t:·i~:: contrnctor, or (2) the food sc.rvicJs nru rondurcd for grin b~.r priv~:tG 

intc:i."..;sts bo:.rond tho ii~cdi~te control of tho contrc.ctor. Under oach of t::c 

c:bo·v·o tHo c:::co:?tions, no p~rt of tho gc.ins or losses will bo ~lloc~blo to 

the contr~ct. 

15-20L~.5 CIVIL D:_:F~HS~::~. Civil d~f0:1sc costs ~r;;; those :L"'lcurr~d in thJ plc;.n ... 

!-d21g for an-:1 th~ prote;ction of life and property ~g~inst. the iJOssiblc effects 

of enemy att~ck. Thoso costs ~ro gcnor~lly incurr~d puxs~nt to pl2ns ccvc-

loped by lccrl and st~te ci~il defense ~uthoritics. Ex~mpl~s of civil cef~nsu 

eosts L"'lcluc o cost in excess of norm.nl plant protuction ~;:xpuns~s · ~nd may con-

sist of first-~id trG~.ining and supplie:s, firo fighting tr~ining ~nd equipment, 

p.ost.L"lf.: of ack~ itiol'"'..el exit notices anc'! dir:;ctions ~nd other ~pprovcd ci vU 

d~f;:;nsc measures. Rc.::sonable costs of civil defense measures undertaken on 

the contractor's prcniscs purs\Wnt to suggestions or rcquircmonts of civil 

defense ~uthoritius arc ~ll01v~~)li..;. wil;;;;n 2.lloc~t-.::d to all 1-10rk of tho contractor. 

In t.l1c caso of c~pit~l 2ssets, acquired for civil dofonsc purpos·~s t!1e costs 
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1.5-203 41 INDIRECT 1-WIUFA_C_TURINU AND PrtODUCTION EXPENSES. Indirect manufac-

turing and production expenses consist of costs which are necessary to the pro

ductive process as a whole and are not readily subject to treatment as direct· 

costs in accordance with paragraph 15-202. Allocation of indirect manufacturin6 

and p~oduction expenses on a time basis, such as direct labor man-hours or 

machine-hours, is a method which g-enerally produces accuracy and equity. Other 

acceptable bases, in appropriate circumstances, include direct labor dollars 

(exclusive of ove:r.'ti.me premium), units processed and prime costs of units pro-

cessed. In samo instanc~s, it may be necessary to departmentalize or establish 

cost cent~rs in order to distribute equitably the indirect costs. The factors 

to be considered in determining the extent of departmentalization or estab-

lishment of cost centers include varietJ of products, complexity of processes 

and relative labor and facility requirements for the various products. 

15-203.2 INDIRECT ENGINEERING EXPENSES. Indirect engineering expenses con-

sist chiefly of.engineering supervision, engineering administrative expcns~ 

and general supplies. These expenses arise out of engineering activities 

which include product design, tool design, experimental development, manu-

facturing and production development, layout of-production lines, deter-

mination of machine methods and related blueprinting and_drafting. 

Indirect engineering expenses should be allocated to the benefited 

activities, i.e., the contract and other work of the contractor on the basis 

of direct engineering man-hours expended, direct engineering lgbor dollars 

(exclusive of overtime premium), or other equitable basis. NOTE: Direct 

costs of engineering .activities should be charged directly to the benefited 

activities, i.e., the contract and -other work of the contractor in accordance 

with paragr~ph 1.5-202. 

' 
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thorcof Hill b~ r.e;pre:cint'cd over a roasonablc nurnb0r of ye;ars in conformity ' 

• tl 11 t :o~ I. • • • 1 c·ontr ib""U.s.ions ·:·.o lOC:'Il Cl.. Vl."l vll. .1 gone;ra y acc0p c:c accowrLJlll€ pr:tncl.p c.:s. "" ... -

c1ofonsc funds cr p::-ojccts not on tho contr~ctor 's premises ar.J un~.lletvv.bL.~. 

a. This item includes se1l~r_ios, w~g0s, ck:fcrrod compensation c:nd 

frinr.:c bonc;fits for scrvic0s rondcr3d to the; contr~ctor by :.;rnploy..::.os as t·Toll 

r.s f:..;os p~ i0 tc;> Clir:~ctors anc committee mombcrs. Subjoct to spt:cific 

limitttions s0t forth hcrcundor, such costs Pre c:llo:-r~blc Hho!l the tot~.l 

b. Gcncrc-ll;r, t:1o araount of comp~ns~tion ·cst~blisl1od by t~lc contr~ctor 

uill be considorod commcnsnrc.tG ~·rith the servic;:;s r0nci.i.;rod~ Hcn-;~vGr, 
( 

conpcnst-.tion of indi"tri0.~ls suc:·l cs corpor~t.:.; offici£:ls, c,ir~·ctors, c::::ccutives, '\ 
\ 

c\:;:.~·r.\rtn-~ nt h;:;;c-ds, p~rtnors ~.nc1 sol~ propri..)tors m?y l::>u su~jcct to s-occ:b.l 

ccnsidor~tion :-:nd limit~tion ~.s to c-llo·m:.bility for contr~ct cost purposes 

ul1or;:; c::no;.mts ~pp-.::.~r cxcossj.vc. Some si-~uations ~-rllich t:U!y f.Jvc rise; to 

c:xc.::ssiv~ conp•.::ns~tion r.rc 't·rllu: .. o (i) th<.: in0.ivic1u.rl or m:.;mb .... r of his i!'lr:~dit'te; 

fC1mil::r o•ms or is co;;1mittcd to 2cquirc a su1)stC~nti?.l firwnci~l int . ..;rest in 

th.J ccHTcrt:lctor's orgr.niz2t.ion; or (ii) 01-m:-..:rsl:ip of t!".r.:: contrr·ctor is liznitcd 

to c. sn~ll co:1:.:sivc group; or (iii) the volu.rnc of Gov..:;rn.r.;.::nt contr~cts uhcn 

r;Jl~:t~c, to the contrC~.ctor 's totr.'.l busin\.:ss is such ns to influwncc the cr.1ount 

c. Th-.; cost of options to purc~-.:P.su stock of th;:; contrr.ctor corporC~.tion 

(,rr.ntud to c:rnploy0e:s is not ~ll~·mblo. 

d. !:.onusi.::s to ornployo~s, -such ~; s production incentives ~nd 

su.r.:::r astion or s2.f~ty ~vr~rds., rcp~ .. osont n part of th~ir tot~l compcns~tion 

n21d 2.ru nlloHe1blc Hh~n ~ppropri~tcly allocc.tod 1 if they 2r0: · 



trc-cto:- ?.nc1 the _,.r;~loyccs be:for~ t:1:; Sl3rvic::::s ~rc rcnc:'lcrcd or pursu~.nt to ~n 

cst~lJlish.;::cl pl~n consist...;ntly follo~rcd by th~: contr~ctor lrhich co~stitut~,.;S, in 

2f2'-~ct, ~n i.":1plicit 2[~0cr:1e:nt on t~:o pi:rt of thG contractor. 

(3. ) P::-.id for current s•..:::L'"vicr)s ~ ctuclly r-~nc~..:::r..:;d ::,~,:- '.:.:1.1ployecs. 

(h.) A.v~iln)le to ~11 (;mploy::.;os of the contrr.ctor or to all 

0r;:')1c:;-•..:us vrit.~"l r. p .. o·\.:.p or st.lC'.ry cl? ssificr:tion v~hich is not Ultr;:.;t.sonc.~ly 

( ~ \ 
';).) Allo~.;cblc ~s c.n ore.in~ry or ni..:c:.:;ss?ry busin03s o::pcnso for 

'i' t , 1 ... o ~..L. -.:mp oy.:.;c: 

,.:. -..... '_; ... ~_r~t. ~;~ ....... J.n·· ,...,l..,ns 
~ ..... ..... ..... ••'-·.!. C:: ~~ '-· .• • 
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forth unc\ . .:r subpcrr:.?"~Ph c~. r.bovc ;--nd, if subj:.::ct to Intcr~l R~v;:;nuo Service 

consic~.cre"tion, must h~vu t~·h;ir ~pprov~l. Th(. cr:rry-ovc;r provisions of the 

r~rtll~t.ions of Int01 .. n~l ILvcnu-.; Scr~ricc ~-rith rosp.:.:ct to contributions under 

qu~lifi...;c~ :'\;f Jrrc( cistri~ution profit-shr:ring plnns shnll not b0 reco~:nizQcl 

for Gov . ..::rnr.10nt contr~ct cost c1..::t-:..r::tin~tion ,ur,oscs. Forf(!itur~s of non-

f. Steel: bonus plcns. Bonusws of this n~ture may or ~Y not be 

n~~rstl!'8c;l b;r profits. When stock bonusos. :'!ro considor0d to be: c:1 form of 

cor.:p.:.:ns~tion, thiJ rmO'i.lnt ~llol:~Jlo for t:1l; contrc.ctor 's cost in conn;.;ction 

r:;Jov~ r:nd .i'Jc...:t the follo~·ring rc.:qui!'Cnl:;;nts: 

Th.J vt::lwtion pl~c0cl on t~1~ stocl-: for tho purpose of cclcu-

lrting such cost :r.rust be co;.1put...:C: on e1 sound !Jr:sis. 

(2.) In the c~s(.; of unlist.Jd stock hr:ving no ctlrr.Jrit r.mrlcot, tho 

contr~ctor rmst cic.::.i!onstrctc th..; vcluos :'scribed th(.;roto r.!rl: f~ ir ~nd rcr':Sb!1nbl0. 

(3. ) Eonuscs p~ i(~ in tho form of pr~viously unissued stock of 

t~:.Jru exists Cl bon~ fire nrms-lcngth [;f.:T:-(;mcnt enc~ tho v~l'-l:..:s ~scrib0C; to such 

stock ~.rc f~ ir ~nc1 ro:son~lJlu. 

(4.) Clcims for ~ccr~ls of compensation uncl~r 2 stock bonus 

~rrr':n2,cn:;nt prior· to ~cquisition of stock by omployoos uil.l not be ~llounbli.: 

ur~8ss ~rr~ngornonts nro n~do for ~ppropriEtc credit ~djustn~nt of costs in the 

c"rcnt. such stock is not acquired b~r ,:}mploycos. 

r.Jtirorae:nt pl;-ns, tr~ining o>.."P~ns~, ovcrtLrnc, o~:tr[': p~y c.nd multi si1ift 

prc~:liU.r:lS Cl.nd other fringe "ucncfits '!fill 1Jo in ~ccord~nc::; uitt p~rt! ,zrapb.s 
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15-204.27, 15-204.43, 15-204.25, and 15-204.14 respectively. Any for.m of compen-

sation to an employee not specifical~ mentioned in this Part 2, in addition to 

those set forth in this paragraph, will be given consideration as a pal~ of total 

compensation. 

15-204.7 CONTINGENCIES. This t~~e of charge results from the creation and main-

tenance of reserves to provide for an event whose occurrence cannot be ·foretold 

with certainty as to time, intensity or even an assurance of its happening. 

These costs are not allowable. (For s~lf-i~~urance programs see paragraph 15-204. Jl) 

15-204.8 CONTrtiBUTIONS AND DONATIONS. Contributions and donations. to established 

nonprofit charitable orgam.zations are allowable provided that·suoh costs are 

reasonable and properly allocable to uovernment contracts. 

The propriety of th~ amount of particular contributions and donations 

and the aggregate thereof for each fiscal period must be judged ordinarily in 

light of the pattern of past contributions, particularly those made prior to the 

placing of Government contracts. The amount or each allowable contribution must 

be deductible for purposes of Federal income tax, but the deductibility of the 

contribution.for income tax purposes does not in itself justify its allowability 

as a contract cost. 

15-204.9 DEPrtECIATION •. 

a. Depreciation as described herein i~ a charge to current operations 

intended to distribute the cost of tangible capital assets, less estimated resid-

ual value, over their estimated useful iife in a systematic and logical manner. 

It involves a process of allocation, not of valuation. Useful life has reference 

to the prospective period of econo~c usefulness in the particular contractor's 

operations as distinguished from physical life. 

b. : Depreciation on a contractor's plant, equipment and other capital 

facilities is an allowable element'of contract cost, provided the amount thereof 

is based upon original a.cq~sition cost •. Depreciation will be Q.Ccounted for by 
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consistent application of any generally accepted accounting principles and should 

usually be allocat~d to the contract and other work as an indirect cost~ The 

_ amount of depreciation charged in any accounting period may varJr w~th volume of 

~reduction or usc of multishift operations·; provided ·the method followed is 

consistent with basic objectives set forth in subparagraph a. ab~e. 

c. Charges for dopreci:.tion on idle or excess facilities will not bo 

allowed oxcopt on such facilities as are reasonably ncccssa~3 for contr~ct por-

formanco standby purposes. 

d. Unless otherwise provided in the contract, no use charge will be 

allovwd on assL;tS still in usc which have been, in accordance with tho con

tractor' .s consistent accounting practice, ful~y depreciated on tho contractor's 

books of account. 

c. Allowances for depreciation on emergency facilities will normally 

be determined in accordance with subparagraphs a. through d. abovo. However, 

wher0 the contractor has appliGd for and received a dcterminr.tion of "true 

deproci~tion" from an L:.Jnergency lacilitics Bon.rd covering cmergoncy facilities 

acquirGd under certificates of. nccessi ty, the amounts so dl:;;tcrmincd for "truE:; . 

dcprociation" over the emergency period (5 yon.rs) will be r8cognizod in lieu 

of normal depreciation. Aft0r the expiration of the omorgcney period for tho 

facilities conc~rned where a determination of "true depreciation" has bl;)en made, 

tho remaining undoprociated portion of the cost of such facility will be depru-

c~atcd over its remaining useful life and will be the only amount recognized 

as allrn~ablo cost, subject to paragraph 1$-204.12. 

15-204.10 ~~LOYEE MORALE, H~TH AND WELFAHE. Included in this catogor.y are 

cxpcnsos of health and welfare activities incurred for the improvGment of 
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cnploycc ;;~.::;rforr.lnnc.::.:. ~xr:mpl0s of th;:;sc ;-ctiviti.::;s ~r0 house public~tions., 

h::r 1 th or f il"' st-~ id clinics, ~ nd onpl oyu\j couns0ll in~ scrvic..::s. Tr ... ose costs 

prcctic(.; or custom in the industry or ~r . .:;t2 ~nc1. ar\J rotsOik-:!01o ~nd eq_uitt2bly 

<'lloc~t;:.;d to ~11 cl~ss~s of ":·Tork porforncCI in th~J contr~ctor 1 s pl~nt. Incor:1o 

g;..n..::r~t....;d fror:1 .~ny of these ~cti ...... iti(;S nil1 b~ crodit(;d to tno costs thorcci'. 

~5-204.11 .i:~·JTBJ.TP_IiiT~NT I;X:?IDJS~. This itom includc.:s th0 cost of ~mus.:;mcn·t, 

civcrsion, soci[!l .=.ctivitic:s end incir1;:;nt~l costs, such L's mo~ls, lod£.;L'1g, 

ront~.1s, tr::'.nsportc.tion 2nd gr~tuitics. Th..,:;sc costs 2r,:,; un~llotvr!ble. 

l5-~0L~.l2 ~XG~SC ?!'.CILITDS. This itom includos the cost of rnr:int~L!ing ~nd 

housing idle end o:~c.;ss f~ciliti-:;s, · c=:c;.;yt ·t.hos.:: rcc.son[!bl~r noccss2ry for 

contr0ct porforl:rnce st2nc~'Jy pu..ryoscs. Thosl- costs ~r.:..; un[!1lou~bl·:J. Tho 

15-204.13 FIN.~S Ai-ID P:2NltL.:'I·r~;s. Incluc.\:.c1 in this i t~m ore: thos;.; costs rwsul ting 

fron -.riol['tions of, or fc:iluro of thu contr.:'ctor to comi'ly uith, locr~1, st~t~ 

fin0s ~nd p0n~ltics, including interest th0r0on, incurred due to sit~ticns 

L'1 uhich tho contr~ctor ~s bc.:;:;n instructc;d in uriting by the Contrncting 

. Officer to fol1ot-r ~ ccrt~in courso of t'ction, 'tvil1 be allou0d. 

1.5-2C14.14 :?RINGE B;rr.w:t'IT.S. ~ringo bonofits nrc ~llou~nc0s ~nd sor..ricos pr()-

vidod h~r the contr~ctor to it.s .:;mployuos [!S co;.1p.::nsction L"'l ~ddition to rcgt.ll[lr 

l1['. gos :'lnd sCJlcrii.:;s. 
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~. Tl1o c\:tc:rmin~tion ns to tho r-llo'trrr.bility of the cost, of p\Jnsion 

~nd :L~..:tir0r.1cnt pl~ns, profit s~rinf ~nd other bonuses, c.nd s.:;Y~r~r..c~ pt:y 1·lil1 

:i.".:.;sp~..;cti v .:;;ly. 

b. Thu cost of otl1cr frint,c b'-!ncfits such ~s p~y for v~c~tions, 

bolic.~ys, siclc luc.vo, milito.ry lo~vo r-nd ;:::~loy;.;o insurr.nco is ~llou~blo to tho 

J;~tcnt rt.;quir,Jd by lc1-1, omplo?or-0rnploy;;o ~ q,rccmcnt, or 0st~blishod policy of the 

contr.:ctor th.:~t consti tut..:;s, in e,;ffoct, ~n im;_:>licit ~ gi'l:\.nncnt on the contrt.:ctor' s 

pr:rt. 

l5-20h._l_~ 1:.-!ITI!~L ~RO].YlJCTIJr,r COST3. Initi~l 9:i."Oc~uction costs, ~lso kn01.-Jn .:s 

"st~~:·tinr.-lo'-'0. costs 11
, .:r\J non-continuin~. costs t!1~t cris~,.; in u.:rly str' p:..s of 

proc~uction b8cc:use; of th;:; ContrC'.cto:L· 1 s lnc!<: of .:;Jcp..;ri-.;nc~ 'trrith p~rticulrr 

m~tc.-~:·~:-1s, r:u:'.nufccturing procoss-.;s or tvchniqu·..;s inYolv~d. Such costs ~y 

consist of ;;:~c.cssi·v·~ r:~t.::.ri~l costs rosul tL"'lg from r1bnorr.12l scr.:'p loss~s, 

~xc.:.;ssiv~ direct l[.l.bor costs ~nd ro1ct.::d ov-::rho~d rcsul ting fron idl0 tin(; duo 

to t;.;st:i_n~ ~.nd ch~l1f.:O in proc~uction n..;thods, cost of tr~ ining ~mploycus, ~nd 

c:;:ccssivo 6cfvctivo nork duo to inox,ori·:n1C-.;~ l~bor. 

H'hil-:.: initi...""1 production costs ~ro r.llou~b10, th(; contr~ctor 1-Ji1l b.J 

oxp..:-ct.._;c1 to uor~~ r'.ctiv(;l:.r to mininizc or iJlL'"llncto th\_.;n ~s r~picl.ly L!S possiblu. 

In c~s..;s :-J~:.-~rc t:1oso costs continuo to ~n unl·mrrcntod u~rtcnt aftor tho contr~ctor 

l~s bo·~n ~lloHe:d rc~son~blc time to lo~rn to m.!'.l~c tho product efficiontly, tho 

GXC..jSSiV.J COStS l;ill be dist!ll01·J'Cd • 

15-204.16 INS.G""R/~FCE AND Th"'lwl-li~IFICATION 

~. Included under this i tern 2r0 (1) those typos of insure? nco Hhich 

thu contr~ctor is r0quirod to c2rry und~r th~ turms of tho contr2ct, or by 
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sp~cific instruction of th~ contr~cting offic~r or his ~uthoriz0d r~pr0scnt~tivc, 

r nc~. ( 2) ~ny oth;;:.;r insur::ncc for -vrhich the contr::-. ctor sod:s rcimburs~nont undi..;r 

th~ co~1tr:--ct. TL0 l<:inc~s of insurcnco ordinc""rily included in the first c~tGgory 

~r(; s;.;t out in AS?R 10-501. 

b. Costs of Gov0rrun~nt required insurL~.nco ~.r0 ~11 our:blc Hi thLi the 

linit~t5_ons :::s to t~1e; cxtc:nt of covcrQ[-.i..:: ~nd. promium rrtos ~p:~rovcd by tl1c 

Government. Costs of ot.:1cr insur:'.nc~, cxc~pt tl-u-.t ~pplic~blo to Gov0rnnont-

o1m-.;d prop--:rty, rr~ ~llounblc provic\x1 (1) tho insurrnc-...; ht"s b\.!cn ~pprov....-0. by·. 

t:lc railit.cry dc:x:rtn ..... nt concornod or (2) in t:1.j ~bsc:nco of such rpprov~l 

requirement, th;::; t;;rpos of coYer~ cc, c::tcmt of coV0j.""~ ge;, ~nc~. rc tc:s ~ro 

rot:soncolc unc!or the circur.lSt~nccs. Gosts ~llotvod for usc ~nd cccup~ncy 

insur.:-nc·.:.-, hm-rcvor,.uill in principle b~ lirnit-.;d so ·cs to 0::cluc~u covcrcg.::: of 

profit, intc.:rost, f,:;dorr.-.1 income t~~8s, ~nd un~ll01·7:J1)l.::; s~llL"lg ~ncl distri-

c. Th..; costs of insur~ncc o r a n y roscrvw covoring the risk 

of loss of or d~r.1:-.gc to C-ovcrnmcnt-o1·m.Jd property .:::rv not ~llout1blu ~xc0pt to 

insm"'::- nco. 

d. T:1e; costs of r- s:Jlf insurrnc~ progr::1n ~r0 C~llO't·mblc provicl.c.;d tho 

proD"~ In ht~s boon ~pprovcd by tho :·1ilitnry D~pCl"'tmcnts. i~ctucl loss-:;s sustci:K:d 

unc~.:..:1 .. suc:1 ~ solf-insttrcnco proc.r~rn ~ro not cllov1~blo. 

c. Tho costs of insure nco on the livos of offic.Jrs 1 p~rtn·~rs or 

proprietors, ~rc not ~llm·~blc c;:c;.;pt uhorc; such insur~ncc is p~rt of nn 

CJ7l?loycc group pl-~n uhich is not uncluly rostrict0c~. 

f. Losses rostu tin~ from fc ilur0 to insli.l"C: (through sulf insur.::nco 

or oth;Jrt:;isc) ~e::--inst ~ contingent loss or d~rngo, uhoro n rocsonnblJr prudent 
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businoss org~niz~.tion uoulcl ~vc: insure:d ~r:t:inst such loss or d~m...:gc, ~rc not 

~llOllr'.bl;.; • 

g. Costs of indomnificr~t.ion, in li0u of insurnncc, t-dll be ~llotvnblo 

onl:.r to t!1c extent expressly providod for i1'1 tho contrn ct. By the t;.;rm 

"indu:~mificctioi111 is mo~nt C-ovcrmnont ~ssur:zption of loss~s ~rising from (i) 

l~cl-: of insur~ncc cover~ go of ris!<:z of an insur~blo nr:turo or ( ii) r~strictivns 

on tho ~nount of such insur~ncc cover~gc. 

l)-204.17 INT~H.LST AND O~:~R FINAlTCIAL EXP~Ns:::s. This it·~~-J includus intc:r0E:t 

p~id or -~ccrucd (rc:f~rdlvss of tho n.~turc of the obligr-.tion uhich gives ris~ to 

tho intc:rost cost), bond c. is~ount [I.IlC1 ~:h.,;:3nscs, ~n6 thu cost of fin~ncinr; e!nd 

refincncing ope;r~tions ~s u~ll ~s·lu&.l cnc~ prof0ssion[l.l fees JX!id in conn0ction 

"t-:rith the prop~r~ti8n of ~ prospi_;ctus, costs of pr0p~r~tion ~nd issu~nce of stock 

ri@·hts r.n( c:q>~nscs r;,:;l~toc~ thoroto. ( 5;.;c c:'lso 1.5-204. 24) These costs nrc 

un~llou~blc cxc;.;pt -for interest ~.ssess0d bJr Str.to or loc~.l t~xing nuthoritic:s 

unc1~r the conc~itions s0t forth in subp~r~grc.ph 15-20h.41. 

15-204.18 Ll:.BOR R:::IJ~TIOHS. This iter.1 cove:rs cxp(;nscs inct.1.rrcd in ~int~ining 

s~tisf~ctory rclttions b~tuiJcn the contr~ctor r'nc: his c:nployocs. It includes 

t~1o costs of shop st ... :-tltrc~s, lcbor r.t':"nngcmcnt co!:'lr!ittC;cs, or~'loyoc pu':>lic~tions 

~nc. other rol~tcd ~ctivitics. Costs incurrvd for t~1osc purposes t1ro ~ll0i-T0blc. 

l)-2D4.19 LOSS:CS ON OTI£R CONTR!:..CTS. This item covers nny cxcoss of costs 8Vor 

inconc und;::r ~ny ~nd Dll other contrncts, l·rhether such other co11tr~cts nrc of ~-

supply, rvs ·~C~rch ttnd dcvolopmont, or other nnturc. Costs of this ro turo r'.ro not 

nllou~blc ~s a cost of pcrfor~ncc of tho Gov.JrnJnont contr~ct. 

15-204.20 J;AINT£NANC:G L.ND RBPAms. (~) This item includes thoso costs nccosscry 
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for th-:; upk...:8p of property "i·:hich noithcr ~dds to th..:: pcrf.'l~nl.)nt v~luc of the 

proporty nor r.pprcci~0ly prolongs its int0nded lifo but ke;cps it in its efficient 

C?pcr~ting condition. These costs ~rc nllo1v~blc. · Expcnditur~.:s for pl~nt and 

oq..1. ipnont uhich,. ~ccording to gcnorrlly ~cccptud ~ccounting principlos, should b0 

c~pitr.lizcd ~rii. subjoctwd to doprcci~tion Hill be.: ~llou~blc or~~,r on ~ d;.;;>rociation 

b::-·s:Ls •. Cost of ~inton~nce ~nd rcpcirs of 0Ycoss f~cilitios ~nd of idle 

fr'cilitics (othor tlu:n rc[lsonnbl.:: st~ndby f~cilities) ~rc not ~llot·mblo. 

for some; r..:.r-son such t.s [!OnormDl opvr;)ting conctit1ons or lDck of funds, is 

c~:(;l~.ycc1. to r' futuro p..:;riod. ThG cost of nc int0n.::nco ~nd ropr irs uhich l'lCls been 

d:..;fvrri_;C:. fror;1 ~ pc,riod prior to the contr~ct is not ~1-;l..at·n~blu unless sp..;cificr.lly 

pro·vid...;~. for in the contrr..ct. ~ik.;;uis0, th0 cstin::~t...;d cost of mnintc.:IY",ncw :::nd 

r.:;pp irs normrlly r.:;quir.,.;d but not ~ ccorrplish(.:0. c~uring th~ p~riod of the: contrr: ct 

uill not o~..; ~llo110c1 ~s ~ cost u..l110ss spocific~lly provid·...;d for in th0 contrr.ct. 

15-204.21 l1'U!IJ::r~·.cTli"RIHG l~ND PTtODUCTIOIJ i;rTGINEBRING. l'~nuf~ cturing ~nd pro-

duction on~in~orL~g includes the co~t of-onginc~ring ~ctivitiws in connection 

ui th (1) curr;.;nt 1-:1r nuf~ cturL'1g proc0sscs such ~s motion n nd tLw study, nuthod. s 

;--n~lysis, job r-n~lysis, r"nd tool dusign ~ncl improvement [!nd (2) current pro-

C\uct.ion ::n·oolcms, such ~.s l-:k"'.twri2ls 2n::'.lysis for production suit[!bility ~nd 

cor.v·:)n0nt dosi;:n for purr)os-.;s of simplifying production. Thaso costs nrc 

~llounblc. For purpos.:;s of distribution, such costs should ordin~rily be 

civiC.c0. into tHo Cr'.tcgories: (i) thos0 vThich directly benefit ~ contr~ct, n 

project, or ~ product line ~nd ( ii) those 0:::ponsos uhich ~ro not subJect to 

dirt.:ct costing. Items in c~tesory ( i) should be c~r~ .. od dircctl~r to tho contrr"ct 

or project or [!llocr".tcd to the: products in tho product line. Gosts in c~t'"'gory 

(ii) should be ~lloc~tcd to ell boncfittc.d uork. 
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15-204.22 

a • This itcr:1 includes the net costs of such items ~s rcu ~turicls, 

?~rt.s, sut>-~sscrnblius .,- cor.:pononts, ~nd. Inr.'1nufr:cturing supplios, 't..rhothor pure~ sod 

or~tGi(u or mD.nuf['ctured by the contr~ctor, end ~y include such collator~.l it0ms 

~s inbound tr~nsport~tion ~nd intr~nsit insur~nce. ThosG costs. ere ~11ov~bl~ 

suuJ~ct, hoH:::vcr, to the provisions of subp~r~grcpl1s b. through c. bclou. 

b. Costs of ~t0ri~ls ~nc: supplies sht:1l bl! suit~bly ~djustod for 

~pplic~ble portions of incono nnd other credits. Such incone ~nd other credits 

include tr~do discounts, refunds, rcbt'tos ~nd ~llcn-;nnccs, c::-.sh discounts ~vr-iln-

blo, :'.no crcdi ts for screlp nnc1 s~l ve go nnd .mn t..:;ri~ls returned to vondors. 

l-lovrcvc:r, 'l'Jhoru tho contr~ctor ccn demonstr~tc thct f~:i.luro to t~lco c~sh discounts 

Ht:s due; to circur.1st~ncos ·beyond his control, s·u.ch lost discounts 1-.rill bo allot·T3d. 

physic~l inventory qu..:ntitics ~ncl. rol~tocl r.w.tcri~l-control records 1·1ill bo 

( . ) j,nclud.::d in ~rriving n t tl1(; cost of rntlt.Jricls, providLd thnt such ch~rgus \ ~ 

c~o not include 11 u!'ite-c1.o~ms 11 of· v.~luos, ~nd (ii) r..;le:to to tho period of 

porfcrJ;u~nco of the controct. ll.ll cr~cits ~rising from difforonc-.;s bctuccn 

Periodic physic~l inventory qucntitios ~nd rol~tod ~turie:l-control records 

slv:ll be t~ken into n ccount. 

d. 1-n1c;n Inc"tericls ~re purchcscd spccific~lly for ~nd idcntifinblc 

solely uith pcrforr:wncc uncL;r ~ contr~ct, the nctu~l purch~sc cost thor~of 

- shoulc1 bo chr.rged to the contr~ct. :~ny gcnor~lly recognized method of 

pricing ~torinls issu(.;d fron stock l'l'lnY be 0rnploy...;d, provi.d.od the rcsul ts 

obt::in0d ~.re cquitnbl.:.:.· lihon Inr!tori2.ls in stock ~t tho commonc0mont dcte of 

~ Gov0r~~cnt contr~ct h~vc ~ provnblc rcplncomcnt cost significnntly diffcrunt 

fron book cost, tho contre:ctor ~nd tho Govcrnncnt ~jr agree upon tho usc of n 
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j:Iothod of pric:L"'lg b~s.::d u,on tho f:J.ir v~luo of tho ~tori~ls (but not in cxcwss 

of re:plc. c.Jr.lvnt cost). Such ~ gro0mont should include id.::ntific~tion of the 

typos or kinds of ~tcri~ls involv\;.>C. t.!nd should profor~bly be mcd0 at the tin:; 

tho contr~ct is entered into ~nd providud for therein • 

. c. Orclin~rily intl3r-cornp~ny or intcr;..tl.ivision~l s~los or trnnsfers 

of nu~tcriC!ls sh~ll bo st~tcd on tho b~sis of cost to tho trnnsf;.;ror. 

dcp~rturc fron this cost bnsis is pornissiblo uhun thv tr~nst'.ctions involve 

items rcgul~rly m..~nuf~cturcd anc1 sold by nn affili~t~ or division through 

com.-rr(..rci~l c~nncls oxccpt t:'.S to items on uhich tho Govornmont is ul tin~toly 

the sole:: us0r. In these lnttor c~s;:;s, hcn"~Tove;r, t~1u price ch~rf_:od to tho contrrct 

nust not oxcccd t~1o louor of (i) ·tho trcnsf.:;ror's sr.':lcs pric(; to its most 

f~vorod customer for .tho s~mo itom in like qucntity, or (ii) tho prices of other 

suppliers for the s~r.1e: or substnntic.lly similnr itoms. In other si tllr!ticns uhcra 

considcr[ltion of the minority interest in nn nffilit:'.to Hould t·rnrrnnt departure 

fror.1 the cost b~sis, such d0po.rturc mt~~r bu permitted. but only if expr0ssly 

t:'.uthorizcd or ~pprov.::d by the contrccting officer. 

15-204.23 ORGI~NIZ:~TION EXP:3NSLS. This item consists of expenditures in 

connection 1-rith org~nizntion or rcorg-c-niz~tion of c business. Excmplcs of such 

costs ~rc incorporntion fcc, nttornoys f.:;..;, fo\.:s to pror.10t~rs ~nd org[l;nizcrs 

nnd costs of r~ising c~pit~l •. Those costs nra u~lloH.?,)le. (Soc :"lso p~rcgr~.ph 

15-204.17) •. 

15~204.24 OTHeR BUSllfbSS :CXP:8HSI:S. Includod in this itor.1 ~ro such recUrring 

expenses ~s registry 2nd trr-nsfor chnrf:cs rcsul ting from ch~ngos in ownership of 

socuriti0s issuud by tho contr~ctor, cost of sht:'.roholdors' meetings, proxy 

solicit~tions, prop~r~tion nnd public~tion of nnnunl reports to sl~r8holdors, 
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pr(;p::-.rr:~ion ~nc subnission of roquircd reports r.nd ferns to tnxing Dnd othor 

rcgul~t~ry bodios :!nd incidun~l· costs of directors and comnitto:: I:lCctings. 

The nbove ~nd sir.dlcr listed costs ~ro ~llot·T~ble uhc.n incurred in rc~sont~bl;_; 

~nounts in r!ccord~ncc uith thu contr~ctor 's ost~blishL'd prccticcs ~nd ~rc ~llo-

c~t,~d on nn equit~blc b~sis to t.ll cl~sses of worlc. 

15-204.25 C~D£, EXTR.i~ PAY SHIFT l:a.ND i~TI SHIFT PRW·1Iill·5. This itcr.l· 

consists of th~ ~remi~ portion of overtime Dnd shift p~ymcnts to employees~ 

Such pre;rniur.ls ncy ):)~· clr-.ssifiod ~s either dire;ct or in:lirect lnbor costs, but 

the ;-:mount of ov:.:;_rti.mc prcr.1iU.'Tl should be s~p~r~tc;ly i.d~ntifiod. When direct 

l~bor cost is tho b~sc for distribution of ovorh(:cd, overtir.lc prcmi~.s shnll 

not be incluch;d therein. Cost of ovcrtir.10 nnd shift promiUr.lS. ~rc ~llo"t-mble 

only to. the cxtont c;:prcssly pro\·idcd for in tho contr~ct or otherwise 

C'ut:1orizcd by t~1o Govcriunont. · Soc .ASPR 12-102 for furth.:::r inforJTI.ation con-

cc:rnin~ tho policy r.J~rding such ~uthorizDt.ion, The ~rn.ount of ovcrtine and 

shift prcmi.Ur.l cost cl:w.rged on Governr.1cnt contr~cts sl'u!ll be cqui~blc in 

rclntion to tho ~mount. of such costs cl1r.:rgod en non-Govcrnmnt ~-10rk being 

concurrently performed in tho contr~ctor's pl~nt ~nd th~ f~ctors which ncccssitrtc 

tho incurr~ncc of the cost. 

15-204.26 P~\TENT EXP:8USLS. Includt:d in this item. nrc Dmortizotion of t.hc cost 

of purch...-~scd p~tcnts nnd ~11 costs lc~ding to ·the issunncc of pctcnts, ~s 'troll 

~s the cost of infringo~nt invostig.ntion and litigption. Amortizntion of the 

cost of purch~sod ~tents npplicnblc to contr~et products or processes is 

~llot·~blc. The cost of prcp~ring disclosures ~s required by the t;:ontr~.ct and 

of prcp~ring nssignrncnt and other p~pcrs in conn~ction with tho filing of n 

pc-tcnt L'ppli~tion for the Government is c.llot-tcble. JUl othor p~t~nt c;;:A"'Pcnscs 
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~.nd c!l~:rr:cs for t.ho us-2 of pt~.tonts "t-Yhorc the Govcrw..ont ht'S c licwns0 or the 

rir:;ht to fr-J-J usc.: thor~Jcf 2rc w~llo'tr..ble. 'l'hc cost of resQ~rch ~nd development 

· ~·rork lo~ding to p~tonts is trc::!tcd in subp~r~gr~ph l$-204.35 • 

.15-204.27 P~NSION .~·.rm RLTIRBt·CNT PLl~llS 

n. i~s usod h~rcin, ·a p~nsion or rotir;.;;rncnt pl~n is ~ pl~n 1·thich is 

~st~blish:.::d r'nd rncint~inoc1 by a contrcctor prl.rn.nrlly to provide systuli1~tic~ll:r 

for the p~yr.10nt of c1of:Lnitcly datcrmi."l~blo benefits to his crnploy...;;es ovor o 

porioc1. of ~,e~rs, usu~lly for lifo,. ~!tor retirement. Such n pl~n m~y includ~ 

disnbility, ":-tithdr~u~l, insur~nco or survivorship benefits incidcntcl ~nd 

directly rcl~tcd to tho retirement b0ncfits. Retirement benefits gcnor6lly 

~rc nc~surcc by, 0.nd b~scd on, such f~ctors -~s yo~rs of service nnd compcns~.tion 
the enployees. The deternination of the amount of retirement berefits anc' 

rcce;iv.:;d by/the contributiors'b. providesuch b~ncfits e1rc not dcp·::ndcnt upon 

profits. Bondfits ~rc not definitely dctornin~bl·~ if funds ~rising from for-

f-:;iturcs en torninc"t,ion of service or other rc~son r:J[).y be usvd to provide 

incrc~scd bonofits fer the rcr.1.-..,ining p~rticip~.nts instc~d of being used to 

roc1uc8 the cmount of contributions bj' tho cnployer. i .. pl~n designed to pro·vido 

benefits for employees or their bcncfici~rios to bo pnid upon rotircrnunt or over 

~ period of ye~rs ~;ftcr retirement 1-rill be consid0rod n pension pl~n, if, undor 

the pl~n, eithor the benefits p~ynblc to tho Gmployeo or tho required contri-

butions by thv contr~ctor c~n bo dotormincd ~ct~rinlly. 

b. Pension t!nd rctir.cncnt pl~ns which ~rc subject to the ~pprov~l 

o{ tho Intor~l Revenue Service must hcve boon so ~pprovod prior t6 consi.dor~tion 

by the liilitnry Dcpnrtncnt; hol-;ovor 1 ~pprov~l of tho plcn by tho Intcrnnl 

Revenue Service docs not nccosscrily nssuro ncccpt~ncc by the Hilitcry Dcp~rt-

mont. Cc.;nsidcrntion of the pl~ns 1-1ill be tho responsibility of the D.::pnrtmcnt 

to Hhich audit cogniznncc is ~ssigncd nnd the subsequent nction tclccn by thct 



. '' 

'· . ·~ ~ 1523 

Di..:'J::-.rtn.::;nt uill g.:.n ..... r~.lly b;:; cccoptwd by the other Dcp~rtmonts. In c~sus uhcro 

tr!o Intcrn~l Revenue ScrYicc withdr~Hs t:tpprov~l of ~ pl~n, ~mounts nlloc::'tod 

to con7.~ .... ~ct costs uill b0 lrlthdrtnm rccordingl.y. Hhcrc pension ~nd rwtir0ncnt 

plr:ns of non-profit or other ttu:-cxompt org.~nizotions ~ro not required to bv 

rcvic.;He:d ~nd ~pprovcd by th0 Intorml Rcvonuo S~rvici.:, it ~·rill bo the rosponsi-

1Jilit~r of tho Dcp~rtm~nt to Hhich ~udit cogniz~ncu is :!Ssignwd to give 

considor~tion to the nccvptobility of such pl~ns. 

c. Tho costs of ncccptnblo pension ~nd retirement pl~ns, Hhich nrc 

properly deductible from t~::nble inconc arc ~llowoblc except cs othcrt-risc 

dctorninccl un~llm.vt'.blc under this p~r~gr~ph. Costs of t'lccoptr.blo pension ~r.d 

rctiroment pl~ns cstnblishcd by nonprofit or oth0r t~x-oxompt org~nizntions 

~ro clso ~llo"t-mblc cxc;.;;pt ~s oth~r-v:isc determined under this pcrngr~ph. 

c1. Pension ~nd rotircr:1cnt costs constitute ~ p~rt of tho totnl 

c0mpc:.1sction by ~ contr~ctor to tho ir.cl.iviClu~ls covured by th.; plnn, t:!nd 

::'ccorc:.ingl~;-, nro subject to th.:.. provisions of this soction uith rosp(;ct to 

ro~sol'lt\blcr:~ss CJf tho tot~l com.p-3nsC1tion p~id to the i.rtdivid~l for tho services 

rcnc~.crod. (Sec 15-204.6) 

c. The ~r.1ount of ti1c contribution subject to ~lloce1tion ns ~ 

contr~ct cost lTill be linit.Jd to the mt!Z:imtun ~nount required to fund nn 

~.pprovod pl<:'.n or the ~nount ~cttmlly contributed during the t~~ble year, t-rhich-

ever is the lessor. Th0 c~rryovor provisions of tho Intor~l R(.;venuc Code 'tdth 

rospJct to contributions \l.'ldar pension r-nd rotiror:-.ont plcns sh~ll not be 

r~c~gnizcd. for th·J purpose of doturr.lining ~llovmblc ponsion ~nd rctironent 

costs un~.or Gover nrncnt contr~ cts •. 

f.. Credits 'Hhich ~rise under pension pl~ns from v~rious· sources, 

such ~s divic' Jnc1s ~nd c:"~ncollntion ·or cmplo~"CC benefits uhich h~v8 not vosted 
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~t th:; tir.10 of tcruinc:t.ion of th~ir e:mployncnt, J'lUst be td::on into nccount in 

r!n oquit~blo ~nncr in the clctwrr.rl.nl'tion of tho ~llol:-r!ble pension ~nd rctiroJle:nt 

contribution. Spcci~l provision for these credits is us~lly noccssr.-ry uhcn 

th~ cantr~ctor' s org~nizntion lk~s · substcntir.lly o:xpnndcd for the pcrforr.~ncc of 

nilit~ry contr~cts ~nd there is n ro~so~~blc expectation tl~t tho cnploj1nont of 

~ l~rgo nu.r.lbcr of the ~dc.itioncl ~mployocs 1-till be tcrmiri~tod upon curt.-:~um~nt 

of mili t~ry 't-Torlc. Under thos0 circu."TlSt~nc~s, it will bo ~:itpectcci. thn t en 

~rr~ngon0nt l-Till be ~dw t·1hich tvil.l result, ~s ni.:~rlJr cs ~y be procticC~blo, in 

thu Goverl".ncnt 's receiving the benefit of thcso credits to tho sc.ro extent 2s 

· it origin~ll;y· p~.rticip~tvd in tl:o rc:l~tod costs. Thoro ~rc t~-to gcncr~l methods 

uhich r:t.E'.y bo usod, indiviclu~lly or L'l combin~tion, in ~king such nrr.~ngc~nonts: 

(l) :~ ltL"lp sum or percent~ go Cliscount of current pension costs 

ne;gotio.toC.. ~nd nr,ro~..."d upon in ~dv~nc~. Dctornin.ntion of such nllo-vmncc gonornlly 

is not ~n ~ctu~rinl probl~m involving ~ c~lculntion bcscd upon knovm f~ctors, 

~:'ut r~thcr is ~n :::ttcmpt to rcc:-.ch n nugot~tcd ngroc:r.19nt ~s to v~rious uncort~in 

or v~ri~blo f~ctors in r-. cornplox si tu~tion. 

(2) 1" rctrospoctivo dotorninntion ~t sene tir..c in th.:: futuro 

uhon n moro ~ ccur.~ tc ost~ to c~n b0 ~do by virtue of cXpcriwncc nhich my 

t~vc; dcv~lopo~ .• · Until such d~tor;:tin~tion, currc:nt costs, 1-1hich should be n~t 

of current credits my be nllolJ~d provio.::c1 ~n npproprictc contrcctunl n grcuocnt 

C[!n be rc~cl-10c trJ'hich rosorvos the Govc:rnmcnt' s right to futuro credits. 

g. Tho costs of lump sun purc~sc.:s of nnnuitics or of lump sum c~sh 

pc.ym.(.;nts or porioC' ic ccsh pnymonts rnr~du to provide pension or rotiror.1ont 

bcne:fi ts for rot iring or rctirod cli¥'loyccs other thD.11 incurr0d und;.;r npprovcd 

p~nsion ~nd rctirc.nont pl~ns ~rc not allot·mblc. 

15-20h.28 PLL.NT PRO'E~CTION EXP..:..1ffi:S. This item includes tho cost of pl~nt 
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pr~t,.:.:ction ~~l'_:.tsur~s such ~s u~.gcs of ~rcls, oqttipmont of gunrds ( uniforr.1s, 

firc~rnos, 0tc.), ~nd dcpr~ci~tion on plr:nt prot~ction cc.pit~l ~.ssots. For 

• the purpQso of. contrr:ct costing, these cxpens6s nrc divided into two c~tc~orios ~ 

nnJ~le:ly, norm..~l pl~nt protection expenses ~n~ spoci..:\1 pl~nt protection cxpcnsds. 

l~orn~l pl~nt protection costs ere ~lloH~blc ~nd arc nlloc~blo to ~11 uork in the 

pl~nt •. SpccL~l pl~nt protection costs, l-Thich term refers to nn extension uf 

the contr~ctor' s nor~l ple!nt protection progr~m nrc also nllovmblc ~nd ~llo-

c~ble to specific C~vornnont contr~ets requiring spcci~l protection upon the 

specific dir0ction c:!nd ~pprovcl of the;; controcting officer. 

15-204.29 PRI;CCI!-!TR:~CT COSTS. Precontr~ct costs ~rc those uhich oro incurred 

prior to thv Qffcctivo d~tc of the contract end Hhich would ~vc been rillounblc 

thereunder if incurred nfter -such c'Wtc. Such costs uill not be ~llot-1Cd unless 

spccific~lly set forth in tho contr~ct nnd ~y be limited to 2 period of tirr~ 

~s vr~ll ~s to the typo C~nc1 ~mount of such costs. 

15-204.30 PROFi::;SSIONi.L SI:RVIC~S - L~Ci.L, ~·~cCOUNTING, BNGD~L~RIHG L.ND OTteR. 

n. Ti1iS item includes the cost of profossion~l services rcnclorcd 

by tho me:nbors of the p~rticul~r profession scptr~tcly cn~gcd. These costs 

gcne:r~lly rr0 ~llovr~ble Hhcn ro~sonnblc in rol~tion to the services rvndcrod 

~.nd ~rc n:>t contingent upon r;;;covcry of tlf:: costs fron the Government. 

b. F~ctors to bo considcr..::d (anong others) in determining the 

· ~lloH~bilit~.r of costs in ~ p~rticular c~se arc: {i) past pattern of such costs, 

p~rticul~rly in the years prior to the avmrd or Government centro cts; ( ii) tho 

imp~ct ~f Govarnrncnt contr~cts on tho contr~ctor's busin~ss; (iii) the n~turc 

r:nd scope of r.mn~gcr~l services expected of tho contrnctor's. ovn1 org~nizntion; 

~nd (iv) Hh0thcr or not the proportion of Govcrnm~nt production to the 
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ccntr ..... ctol .. 's tot.:ll production is such .:'S to influence tho contr~ctor in frvor 

of L~curring tl~ cost, p~rticul~rly whore the services rendered ~re not of ~ 

contD1uing ~turc ~~nd h~vc little rclntionship to production und~r Government 

contr~cts. Retr!inwr fees to bo allouablu must be rcasonnbly support~d by 

evidence of sorvicus rendered. 

c. Tho costs of 1,_:: g~l, "ccou_T'lting ~nd consulting s.orv.iccs ~nd 

rcl~tod oxpensos -incurred :L"1 connection uith or~.niz~tion or rcor~niz~tion, 

prosecution of pntcnt infringement litig~tion, dGfenso of ~nti-trust suits, ~nd. 

the prosocutio'n of clr irns "g~ inst the Govornrnont ~re un~lloHnble. 

15-204.31 PROFITS .t .. ND LOS.S:S OH DISPOSITION OF PLL.NT, :8QUIPILNT OR OTHilt 

C:~PIT.tili l~SS:LTS. Includod herein arc ~ins or losses of any nnturo arising 

from the s~le or exchange of plant, Gquip~cnt, or other Cr!pitnl ~ssets, includ-

ing s~le or oxchcnge of either short or long torm invostnents. Profits or 

losses on s~lo or cxch:'!ngo of c~pit~l :'!sscts, including invost1~onts, Hill be 

excluded in computing contrnct costs. 

15-204.32 RI:CONV.L:RSION I;)l'L;NSL;S. Reconversion expens:Js nrc those incurred in 

the rcstor~tion of tho contr~ctor's fccilities to ~pproximctoly the s~MC 

ph:rsic~l nrr~ngemc:nt ~nd conc~ition existing inncdic:toly ·prior to co.rnnenccmcnt 

of the milit~rJr contr~ct t-Tork nnd inclurlo tho cost of rumov~l of Government 

prop0rty. Reconversion expenses ~ro not ollO't-mblo except the t the cost of· 

-removing Government property and the rcstorntion costs c~uscd by such romov~l 

nrc ~llcn·mble if specific~lly provided for in the contr~ct. 

15-204.33 RECRUI-TING EXP2NSE. This itcr.1 includes tho costs of nhclp 'toiantcd 11 

ndvortising ~nd tho operating costs of an c~loymcnt office nccessnry to secure 

nnd r.nint.::in ~n adequate labor fore::::. It further includes the costs of opor~ting 
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~n cduc~tionLl ~nd ~ptitudc tosting progr~r.1, tr~vcl expenses of omployccs 

'Jhilc cng.,gcd in recruiting personnel, ~nd tr~vel expenses of ~pplic~nts for 

intvrvicus for prospective employment. Thosu costs ~re cllmmblc. Uhcre tho 

contr~ctor usos privcto employment ~gencics, costs not in excess of stnndcrd 

com.r:1crcicl r~tos. for such services nrc else cllouablc. Costs of spec~l 

b0n\.;fits or cnolumonts offered to prospective employees beyond tho st~ndnrd 

pr~cticcs in the indus'try nrc not ~ll-ov~blc. 

15-204.34 RBNT:J..S OF PL:.NT l~oND EQUIPJvlENT. (Including S"-le ~nd lc~sebcck of 

fccilitics.) 

This itc:J includes cXp0nses for (i) usc of l~nd, buildings, ~nd 

equipn8nt or other pcrsonnl propvrty, end (ii) ront~l cxp~nscs under snlo and 

lo~so-bcck ~e;recr..cnts incurred by contr~ctors througl1 s~lo of pl~nt f~cilitios 

to investment orgnnizntions (such ~s insur~ncc comp~nics) or to private inYos-

tors end concurrently lensing b~clc the s~me f~cilitics. 

a. Rontcls ~f plcnt · ~r.d equipment under ( i) nbovc: cro allO't·Tnblo 

if the r~tos nrc rcc:!son~blo in light of the typo, condition ~nd v~lue of the 

f~cilitios lc~sed, options ~v~il~blc and other provisions ~f tho rcntcl 

n grcuncnt. 

b. Rcnt~ls specified in SC:lu ~nd lu~se-bnck ngrecmonts und~r (i) 

[!bove rtre: ollo~m.blc only to the extent tl~t such rentals do net exceed normcl 

costs (such ns doproc~tion, t~xcs, insurcncc and ~into~ncc expenses) which 

Hould h:>.vo been incurre:d h.:d tho contrnctor rct~incd le~l title to the 

fncilitios. 

15-204.35 RESh'ffiCH AND D~V~0Pl1E1TT. Research and development expenses (som-

times r:;furr•Jd to ~s gencr~l engineering CA-"P3nsos) for the purpose of contrnct 
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costing o.r0 divic\xl into t·t-ro ~jor c~.tcgorL:.:s, m1mcly: 

a. G.Jncr~l r0sonrch, nlso r0f;.;rr0d to· r'.S b~sic rcswnrch, fun.dciJcnt~l 

1"\.;sc·t•rch, ·pure r0s0~rch r'.nd blu.:;-sky rosonrch. 

b. Rol~tod r0sunrc~ or covulop~cnt, olso rcf0rrod to ~s ~pplicd. 

rvsG~rc:1, product r\Jsw~rch nnd product line roso~rch. 

(1) G-~ncr:-:1 rcsc~rch is thnt typu of roscnrch 1-rhich is 

dir.Jct;.;d tovmrd incrc~sc.; of l<:noHlcdc;c in science. It is rose:~rch Hh0rc tl:c 

pri.InDr~r ~in of tho inv;:.!sti~tor is c fuller kno~;rlodgc or undcrst[!nding of tho 

su~)juct 1.1.ndcr study·, r~thwr then ~ prncticnl npplic~tion thoro of. Tho costs 

of ~ contr.:'ctor's indc.:pondcnt gcncr~l rcsccrch shrll be ~n ~llownblc cost in 

~ll cost type contr~cts undur tho followinr conGitions: 

(i) The.; ~mom1t of such costs is rc~son~blc. 

(ii) Tho costs ~ro oquitr\bly ~lloc~t0d to "-11 vmrks of 

the contractor other then its inc~\jpondwnt roso~rch. 

(iii) The contr~ctor ht1s submitted n r<.;port covering such 

inc:0p.:nci .... nt gcnwr~,l r0sonrch proj0cts shouing the follo-v:ring~ 

(1) Duscription ~nc1 obj:...ctiv;js of the projoct. 

(2) :~nticip[l.t~Jd totr~l cost. 

(3) Cost durin~: th8 p~riod undur rovi0u. 

(4) D~nofits o~uctod to ~ccruo to tho mission of 

thl! Dcp:,rtJ:lcnt of Dufunsc ~s r! rusul t of proj0ct. 

( iv) Tho business of th~J contractor ~t th~ tir.10 of 

cntcrin~: the contr~.ct is prodonincntly (75% or more) commorci~l. (If l>Jss 

t~n 75% cor:t.l~rc:i.:-.1 ~t thj tirn.o of ont.:;ring th\:; ccntrc.ct ~llowcncc r~y be 

£!ut:wriz0d by sp.::cit:l contr::ct prevision.) 

Tho nbovo conditions Hill nlso ~.pply in tho nogotiction of pro-

dot.::.;rr;linoc~ overhand r~tos. 
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(2) R0lr.:t:.;d rcsorlrch is tl'lEt type. of research which is 

dir.:;ct;;c tovJ~rd pr~ctic~l npplic~tion of sci~Jncv, nncl 11 d~velopm~nt11 is tho 

syston.:tic usc of scientific knoul<,;dgo directed to~rd the production of 

useful nntoricls, dovicus, m0thods, or processes, wxclusivc of design nnd 

production 0nginc~ring. Tho costs of ~ contrnctor's independent rulnt~d 

rosc~rch ( th~t vrhich is not sponsored by ~ contr'"'ct or gr~nt or is not oti~...:;r-

1--:risc r~inbursod to r'. contr~ctor) r:JEY, if ~llocat~:d on tho bnsis of nll 

production, bo ~lloiwd ns :1 cost to rny cost typo procluction contrnct if tho 

res0r'rch is re:l~t0d to tho product or product line. No portion of such ro-

Sv[".rch Hill b;.; nllm·mblt.; undor cost-type rcso~rch ~nd dovclopmunt contrc-cts. 

c. R..;scnrch ~nc1 dcvclopm ... nt costs, re;gnrdluss of tho n~tu.rc:, 

vhich i·wro incurrod in cccounting purioos prior to the ~1-rord of n pt'.rticulr!r 

nilitnry contr~ct, (including ~nounts cr:pitnlizoc~ 2nc1 th0 C?St of p~tcnts 

obtr'inod.) vJ'ill not be nlloc~tod to tlk:t contr~ct unless nllot·r~blv ~s pru-

contr~ct costs (Pcr~grnph 15-204.29). 

15-20h.36 ROY:~TY P:~.YHt:NTS. This it,.;m covors ~mounts pc?id for tho right to 

us;:; p~t\Jnts. Uhcrc the usc of such p~t..::nt is n0c..;ss~ry for th0 proper piJr-

forn~nco of th0 contrr!ct ~nd Hhc:rc tho Government doos not r!lrGady lrvu n 

lic0nso or other right to usu such p~tunts, the royrltios aro ~llowr!b).o to 

th:: oxt0nt ox:pr0ssly providud for cls~whvrc in tl1o contract or othon1iso ~uthor-

izod by thu contrncting officer •. 

l5-20hl7., S:SRVICE l•ND Hl~RR:~l\"TY I:XPENSI;s. This item includ.os tho costs of 

servicing tho product inst~ll~tion, tr~ining pcrsonn0l in tho usc, op~r~tion 

~nd mo. intc~~nco of th;..; product, correcting product dcfocts, rcpl~ cing 

dofoctivu prrts; end other rcl~tcd opor~.tions or pr~ctic~s. i~.ctunl costs to 
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b:.:: r()inburs0C. to t~1o cGntrt:ctor vrill be in nccordrlncc with tho cl~usc of 

the contr~ct ontitloc1 "Inspection of SuppliJs an~. Correction of Dof~cts 11 ) 

(Sov p~r~·gr~ph J~PR 7-203.5), or ~s othcrvriso provic1.~-d in tho contr~ct. 

~5-204.38 SZv=R':..lJCE PAY. Scvor~nco pay, c:1lso commonly rufiJrrod to ~s dis-

miss~l vTro.gos, is n pnynorit in nddition to rvgulro.r sPlarios end w~gcs, by con-

trcctcrs to workers ~·rhos.:: employment is being tcrnri.rlnt0d. 

Th~ cost of sl,jvcr~ncc pny is nllm-r~blo only to tho cxtont th~t, in 

c~ci: CL'.sc, it is roquiroc. by (i) l~'tv, (ii) omployor-omployGc nr.:rour.1onts, (iii) 

ostr'blishuc~ policy th~t constitutes, in cffuct, ~n implicit ngr0umcnt on the 

contrcctor 1s pe:rt, or (iv.) tl1e circunst~ncos of ~he p~rticulnr \.:r.Jployr.10nt. 

For contr~ct costing purposes s0ver~ncc pny is divided into tuo 

n. Nor1~l Turnover s~verrnco P~y. Tho cost of swv~rC:ncc ,~ynunts 

is nllm·1~ble L'.nd r.mst b0 C!lloc~tcd to nll cl~ssos of v1ork being porforne:c1 in tho 

contr~ctor's plL'.nt C~t tho time of pL'.ymcnt. Ho-v1over, whore tho contr~ctor pro-

vidJs for ~ccru~l of p~y for normal sover~nccs such method will be nccopt~blo 

if tl1o ~nount of tho ~ccru~l is roL'.son~blo in light of p~ymGnts L'.ctunlly ~clc 

for n~rm~l sovor~nccs over ~ roprosuntntiv0 p~st period. 

b. Ibss Sovcr~ncc P~y. Tho cost of ~bnor~l or ~ss sovur~nco pny 

nctu~lly m..~do upon ccssction of worl~ v1hon thoru is no rec:!sonnblo prospect of 

continuin:x ..Jrnployme:nt on other work of tho contr~ctor is ~llow~blo. The 

~nount nllovTr.blc shnll be clwtcrminod by nssigning tho tot~l cost of ~ctunl 

n~ss S(.;Vor~nco pry.monts to tho entire porioc1 of employment 1-1ith the contr~ctor 

nnd oquitnbly npportioning such cost to r.ll business of tho contr~ctor por-

forn~d during th~t period. 
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:. rusor~tion in the f~l rclonso of cl~ims. (s;:;c ASPR 7-203 .4) m.::!Y 

b0 m<.du in tho c::so of complc:t0d cost-roimburs~mont type contr.:;cts t-:h..;n it is 

ru[.:spn~~Jlo to ~ssu.m0 th:'t sovarnncc pny ~llocnblc to. tho contr~ct 'tvill be mnc·.c 

in the futuro. 

l,S'-20h.39 SP~CL'~ TOOLING. The t0rm 11spocinl tooling" nor-.ns property of such 

S9ocL:lizoc n~turc thnt its usc, without substnnti~l modific~tion or ~ltorction, 

is lini tee~ to tho production of the pr.!rticulnr supplies or to tho porforrnnco 

of the p~rticulnr services for which ncquirod or furnished. It includes, but 

is not limited toJ jigs, dies, fixturos, molds, prttcrns, spoci~l t~ps, sp~cinl 

g~ugcs, ~nd spccir!l test equipment. Tho cost of spoci~l tooling, whon ccquircd 

for c.nc1. its usofulncss is limited to go"~;~rnmcnt contrr~cts, is nllou~blo ~nd 

Hill bo ch-.,rgod c1irectl:.r to the ~~ovornment contr~cts. ~·ihcn such spccinl tooling 

is ~cqu5.rod it sh"J.ll be; subject to the: pi .. ovisions ·:>f thu contr~ct clC~.usc set 

forth in liSPR 13-503 cnti tlcd "Government· Proporty". 

~5-204~40 STRIKLS ~·:.ND LOCKOUTS, EX?:.:.~NS~ OF. The s itunticns r'.nd conC.i tions 

su:crounc~ing strikes nnd lockouts ar~J so Vt!riocl th~t it is iln9ossiblo to cstnb-

lish ~ f::onor~l principle providing for ~llovr~nco or discllm'lt:'!ncv of costs in-

curr~c't during suci1 occurr0ncos. Ench c~s0 must be considorod on its 01-1n moritn. 

15-204.41 TJua::s. Taxes ere c~r~os levied by a government unit. They do not 

include fines ~nc1 ponr!l tics oxc\)pt ~ s othorwiso providod herein. 

a. In goner2l, taxes 1-1hich the contr~ ctor is requirud to p~y and 

vlhich r:ra pt1id or ~ccruod in ~ccord~nco with gonor~lly ~cccptcC. cccounting 

principlos nrc nllovT~blc, except ( i) for Fodor2l income and excess profits 

t~xos; (ii) tnxcs in connoction with finc.ncing, rcfincncing or refunding 

opern tions (sow pnrn grnph 15-204.19); {iii) to~~os from which ox~rrptions r'.ro 
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~v~ il[".~)l--: ~ ~nc1 ( iv) sp;.;cicl ~sswssmonts on lf.'ncl uhich roprcsont c~pit~l 

ir:rprovc.m...:nts. 

,. b. T~x0s otherwise nllow.-~blo under Ll. nbovo, but which rny be 

ill.;g~ll;;r or crronc.:ously ~ssosscd 1n.:y b0 ~llouoc~ ~s n cost of '\vork p0rfornwc1, 

provi(cc~ th[!t tho contr~ct:Jr, prior to p::-ymunt of such tnx~s, ( i) promptly 

r;:;qu()sts instructions fror.1 the contr~cting officor concorning such tcx0s; ( ii) 

~[TC(;S to c,Jmply Hith such instructions; c.nd (iii) if so diroct~d by tho 

contr0 ctin&; officer ~lso ~ grocs to t~kc nll n0cc.ssnry ~ ction in c-:.opc,;r~tion 

uitl1 ~nr1 for the be-nefit of tm Govurnnent, to dctorminc the log[!lity of such 

~ssussr.1cnt or, ~-s th0 c::~s0 mr.-.y be, tu secure ~ r0funcl. of such t~x..;s ~nc1 ~ny· 

int0r·.;st or pcno.l ti~.;s thoro on. Intcr~st ::-nd pcml tii..;S incurroc~ by n contr<:'.ctor 

by r.:;~son of th(; ncmpc:1ynont ·or t'.ny tn~~ ~t tho c~iroction of tm contr~cting 

cfficvr, sh~.ll be nllow~blo ns n cost. R0~so~blo oxponsos of _nny proccoclinf:; 

institutod by th~ contr~ctor ~t tho ~ircction of the contrccting offic0r to 

c.\.-tcrr:d.no the lcf;clity of sucb. t'.n c.sscssra;..;nt or to secure ~ rofunc1 of such 

t~x'""s, int~r;.:;st or p0~l ti0s for tho benefit of tho Gov_;rnne;nt, · sh~ll nlso 

b..:: ~llo"TwJ~blv ~s costs. 

c. l .. ny rcfu.."ld of t~~~.:;s, pcml tL;s ~r int.:;r\,;st thoruon sl~ll bo 

crc;c1.it,.x~. to contr~ct costs in the propor·::.ion in 'tvhich contr~ct costs nbsorbod 

tho custs of tr!Xus, inturust or p~ncl ti~s. If ~t tl".Lv tir,1.; tho rufuncJ is rc;-

c'"'ivoc~ by tho contr~ctor, no r1ofonSG contr1.:cts ~r0 b0ing p.;;rf'ormcd, tho ~nount 

othort-risc to b0 crodit~.x~ to contrr!ct costs shr:ll ')c p~id directly to tho 

1.5-204.42 TR:.DE 1 BUSIICSS, ~·~.~D PROFESSION!~ ACTIVIT:CS. 

a. Hombcrships. This it0rn includes costs of r.10r.1borship iD trnc1c, 

busini_;ss, ~nd profussionol orgnnizntions ~nd such costs nrc c.llovmblo. 
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b. ·Subscriptions. This ifc:.m· includes tho cost of subscriptions to 

tr~c0, business, profossion3l, or tcchnic~l porioc1ic~ls. Such costs ~ro 

,. r!llour1 blo. 

c. }iootings ~ nd Conforcncus. 1 ... 11 other cntcrtn inr.lVnt expenses, 

inclucing the>sc cl')ssificc1 ~s grntuitios in accordnnco l·Tith l~S?R 7-204.13, ('.ro 

unn llc1-w bl c. 

1_5-204.43 ~R.:.IHING EXPENSBS. 

'"I ...... This itvm includus th~ costs of pr.jp~ring [lnd ~ int~ining a pro- . 

grc.m of instruction C.osignod to incro~so the ovur-~11 offoctiv0ncss of oraployoos. 

Includoc~ nro tho costs of thu c~ircctor of tr~ining ~nrl st~ff, tr~ining n~tori::'.ls 

ond tc:~t books HhJn the trrining progr~r.i is controlled by thD contrr-:ct(lr, ~nd 

tEi tion, fous, trr. ining ~ tur~ls ~.nd toxt books 1,;h0n the tr~ i..'ling is in 

\Xh,_c;:tiDn~l institutions. 

b. Such costs uhich ~ro limitGd to on the job tr~ining ~ro 

nll01·J~blo uhcn properly ~lloc~tod. 

c. Costs of tr~ining in cduc.-,_tion~l institutions ~rQ n:.")t nllm~blc, 

oxcopt to the cxtunt spccific~lly provic1cc1 in tho contrnct. 

15-204.44 T&'~NSPORT . .'~TION &"CP~NSES. Trnnsportc:tion cxpvnscs incluc~c the cost of 

frci~;ht, express, c~.rt~go ~ncl postngc rel~ting oithor to goods purcht.scd, in 

process, ar dolivur0d. 

\rlhon such costs c~n rc~dily be identified with tho itaws involved 

they r.r~r be direct costod or cddc.:d to the cost of such mntc.r:inl. (Sec p~r~gr~ph 

l5-20L~.24). Uhcrc idcntific~tion with tho rnntcr~ls rocoivod ~nnot rondily be 

rnclo, inbound tr~nsport~tion oJ..-ponso r:'k.,_Y bo ch~;rgcd to the nppropr~to indir0ct 

oxpc.:nso nccou.11ts, provided the contr~ctor follm>~s n consistent procedure in this 
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rc:sp·.:;ct. Outbounc~ frcir.;ht, if r(!irnburs~blo ur..dor tho terns of thu contrr1ct, 

sh:)uld be: trc~toc1 ~s dir0ct cl-mrgcs. 

15-204. h5 TRI:..'V3L I;XPj;NSES. This includes costs of tr~nsport~tion, lodging, 

subsist...:nc:J ~nc1. incidcntnl e:xpensos incurred by contr~ctor porsonnc.:l in a 

tr~v8l st~tus vThilc on offici~l comp~ny business. 

~. Trdv0l oxponscs incurrvd in tho normDl course of ovor~ll 

~dninistr~tion of the business ~nd npplic~blc to th:::: entire businuss ~ro nllm;r-

~ble 'tvh0n properly ~lloc~tod. 

b. Tr~vwl oA.~cns0s directly nttribut~blo to contrnct pcrforn~ncc 

m":'.y be ch~rcoC: to the contr~ct in ~ccord~nco with the principle of direct 

co~ tin[;. 

c. Subsistencc nnd lodg~ing incluc~in[;; tips or simi.lr!r incidontnl 

~xpcnsos ~y b0 reinbursod aithar on an oct~l or por dian b~sis. Tho b~sis 

selectee~ shoulc~ ·be consistently follot-wd. 

d. CJsts of premium tr~nsport:tion mny be ~llmvod whon it is 

sholm to bo ncce:ssnry to pcrfor~ncc of tho contr~ct. 

c. . Bntvrt~ innc:nt eA.~cnsos ~r~J not ~llovmblo •. 

f. Costs of pursonpvl movomcnt of n spocicl or mnss ~turu nrc 

allow,:;blo only whon ~uthorizod or ~pprov0d in writing by tho Contr~ctinr; Officer. 
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SECTION XV 

CONTRACT COST 'PRINCIPLES AND STANDARDS 

First· Draft 
15 May 1953 

1.5-000 Scope of Sectiono This.section sets forth, in general, prin
ciples and standards for the determination of eosts to,be utilized in con
nection with the negotiation of prices and cost reimbursements for all con
tracts under the jurisdiction of the Department of Defenseo 

15-001 Effective Date of Sectiono This section shall be complied 
with on and after .5' ... 1953.9 although compliance is authorized 
from the date of its issuanceo 

PART 1 . ..;, APPLICABILITY AND·. PURPOSE . 

15-101 Generalo . The principles and standards set forth herein are 
~ntended to apply uniformly {except' ~s expressly qualified) to the deter
mination of·either estimated or actual ~osts of performance of all prime 
QOntracts and supcontracts~ the prices of which are subject to approval 
or re,riew by the Departrrent of Defense o 

, . 15..,102 Reasons for.--IssU:ance;.: -of .This Statemento Defense procurement 
-is a matter of great public interesta It is important that it be con
ducted on a plane that assures the Congress and the taxpaying public that 
defense materiel is being obtained at fair and reasonable prices without 
waste and extravaganceo It is also important to assure defense manufac
turers (especially competitors), of fair .and equitable treatment, without 
discrimination~ in contract pricingo A vast amount of defense materiel 
is obt~ined~ especially in periods of emergency, under conditions where 
prices ; cannot. be est~ablished simply by eompeti tive biddingo The n~ture 
of the inherent risks in defense production~ especially in the time
length_of contract performance, and the frequent absence of complete pro
duct gpecifications, result in the use or various forms or contracts in 
which ;prices are determined to a greater-.or~lesser degree by the· use or 
cost data _;.. both estimated and actual() The.·.gathering1 analysis, ·:.am ·use 
of cost data-are complex problems, both for contractors· and Government 
n~gotiators, as well as industrial and Government accountants and auditors 
who are more skilled. in such matterse Cost problems are serious and di
verse, both with respect to more basic business practices and to applica
tion of appropriate' accounting principleso An adequate statement or cost 
principles and standards is necessar,y in order to avoid misunderstanding, 
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as well as confusion, delay, and expense in contract negotiation and admin
istration, including auditing and settlement of contracts. Ever.y defense 
contractor, therefore, should recognize the necessity of the adoption or 
these principles and standards in the conwon good -- not merely for cost
reimbursement-type contracts, but also for other special types of contracts 
the use of which has greatly increased. · 

15-103 Application of Cost Estimates. Cost estimates submitted by· 
contractors are used for the following purposes: 

(a) Under outright fixed-price contracts: 

(l):Negotiating fixed prices, to the extent there is an 
· .. absence of other objective criteria to enable the 
·determination of a fair and reasonable price. 

(b) Under fixed-price contracts containing price-redetermination 
provisions: 

(1) 'Determination or tentative initial prices. 
(2).Fir.m revision of initial prices on a forward basis. 

(c) Under incentive-type contracts: 

(1) Determination of tentative target prices and target 
costs when firm targets cannot be initially determined• · 

(2) Determination of firm target prices and target costs, 
:· including those cases where there is delayed deter- · 
mination. 

(d) Under cost-reimbursement-type contracts: 

(1} _Initial estimates as a basis for establishing fixed 
fees. · 

(e) Under all the above types of contracts for determination _or: 

(1) Contract price ceilings. 
(2) Adjustment of prices, price ceilings, targets, fees, 

etce for all contract changese 

15-104 .A lication of Historical Actual) Costs. Historical (actual) 
costs are use £or the following purposes: 

• 

(a) Under cost-reimbursement-type contracts: retroactive 
determination of pricese 

(b)' Under fixed-price contracts, with retroactive price
redetermination provisions: retroactive determination 
of fixed-prices based on actual costs, to extent · 
permitted by Armed Services Procurement Regulations. 
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(c) Under incentive-type contracts~ determination of adjusted 
prices after contract completion in light of actual costs 
and adjusted profits or fees, based upon sharing of 
_increased or reduced costs as compared-with estilnated 
target costso 

(d) Settlements in connection with termination of contracts 
for the convenience of the Government to the extent pro
vided by the Armed Services Procurement Regulationso 

15-105 Contract Provisionso Where the nature of a contract requires 
or may involve future determinations of price, these principles and stand
ards must be incorporated specifically by reference in the ·contract or be 
set forth in the contract·or appended thereto1 in order to be binding upon 
the Government and upon the contractoro ~hese principles and standards 
shall be thus made a part of every contract and subcontract whose costs 
are subject to approval or review by the Department of Defense, or any 
of its ·subdivisions, executed as of a date on or after , 1953o 
Any such contract or subcontract may treat any element of cost thereunder 
more specifically than provided by this statement of principles and stand
ards so long as there is no inconsistency thereino 

l~-106 fmplementa tion by the Military Departments e This statement 
of contract cost principles and standards shall be followed in procurement 
operations of the three military departments without modification or ex
pansion in any way except as to instructions on administrative procedures 
or as provided in the last sentence of the preceding paragraph. Any ex
pansion of or: change in this section, deemed to be desirable, will be 
referred to the Office of the _Secretar,y of Defense for consideration. Any 
interpretations of these principles and standards made in the course of 
contract administration shall be on a case~by-case basis in the light of 
the specific facts thereof -- no system of written interpretations to be 
generally followed will be permittedo Administration of these problems 
is a matter for practical business judgment rather than rigid adherence 
to established precedentso 

3 
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possible assurance of accuracy of cost estimates, as well as the means of 
more effective cost control, when variances of actual costs from standards 
are measured regularlY and recorded in the ·formal accountso 

15-203o3 Use of Standard Costs in Deter~ning Actual Costso !fuerever 
contract price negotiations or settlements depend upon actual costs, and 
contractors have reasonably satisfactory standard cost systems, standard 
costs of products, or parts thereof, with appropriate adjustments for vari
ances from actual costs, may be considered to represent actual costs, pro
vided such costs are believed to otherwise reflect the application of the 
principles and standards set forth in this sectiono However, normally 
where adequate standard costs are available for complete end-products, 
fixed"':'price contracts should be usedo 

15=203o4 Use of Job-Order or Process Cost~Accounting Methodo The 
use of either the job-order or process cost-accounting method in determin
ing historical costs of actual contract performance is acceptable o · Wher
ever there is to be a retroactive determination of initial fixed-prices 
under a price~redetermination clause, or of a revised target cost under 
an incentive-type contract> it is essential to determine the actual cost 
of production of those items delivered upon which the revised price and 
cost determinations depend; this generally requires separate job costing 
of that portion of prOduction, but any other method of cost determination 
may be used which will yield equally reliable resultso 

15-203o5 Use of Historical Costs for Purposes of Cost Estimatingo 
When used in the preparation of cost estimates~ unmodified historical cost 
data may not provide a satisfactory standard of future performance; in this 
event their use would be undesirableo 1~ere no more satisfactor.y cost data 
are available~ historical costs may be used in the preparation of estimates 
provided they·are adjusted to eliminate nonrecurring costs and to reflect 
new conditions, if any, which may be applicable to future productiono 

15=20~ Basis of APplication of Principles and Standards to Pricing 
. of Standard Commercial ~roductso Standard commercial products are those 
which are normally manufactured and sold in large volume to customers who 
are neither prime contractors nor subcontractors r·or defense ·~ork, not
withstanding the fact that substantial quantities may be sold to defense 
contractors OI:' the Government with relatively little or no change in _ 
specificationSo In general~ it will be expected that standard commerciai 
products will be purchased under fixed-price contracts~ and that prices 
will b~. established without primary reference to the respective contrac-· 
torVs costso· The use or escalation clauses generally should take care of 
major contingencies which should not be added to estimated costs in con
tract pricing of such productso However, in those instances where cost 
analyses ,for standard commercial products are required in firm price 
negoticitions under fixed-price contracts, these principles and st~ndards · 
will be ~pplicable to the extent appropriate o Care must be used in such 
cases in orde~ not to impose impractical requirements on contractors for 
cost es.timates -- to meet which requirements might result in work entirely 
disproportionate to the amounts involvedo Cost analyses in such cases 
may sometimes be based upon other data than current cost .estimates --
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for example~ when a manufacturer has no cost data for a specific standard 
commercial product, he may have available for analysis, historical sales, 
costs and profit data on a gro~p of products~ including the specific one 
subject to price negotiationo 

15-205 Application of Generally Accepted Accounting Principles •.. It 
is to be understood that generally accepted accounting principles wit~ 
respect to product or contract costs are not..rhere codified or reduced to 
rigid formulae. Such princ:iples peiT.it the use of altern~tive prnctj_ces 
or conventions, particularly in different types o~ business u.cti-.:r:i.tles; 
yet in the main there are ganerally accepted limit~ i~ principle repardint 
accounting practices, the violc-~tion of ·nhich 'tvould not be condon'Jd by the 
accounting profession. To the extent there is a twiliGht zone between 
accepted and non-accepted practices, definite understandin~ should. be 
reached between the contracting partiesa This section covers a number of 
subjects of this nature, so far as they can be covered for gencr~l applica
tion. Yet inevitably there will be a require:rrient for specific contractual 
provisions or supplementary interpretations of the contract terms in the 
application of cost principleso 

15-206 Contractor's Accounting System. ·Subject to the observance of 
the cost principles set forth in this section, any system of accounts and 
any method of cost accounting or estimatine lrl.ll be acceptable, if they are 
in accord nith generally accepted accountine principles and practices and 
if they produce equitable and reasonably accurate results under the particu
lar circumstanceso. 

15-207 ::lelation of Contract Costs an.:l Profi tc o The use of actual or 
estimated costs in procurement pricing is only one phase of establishing 
t~e total price or monetary consideration under a contract. The determina
tion of reasonable profit is another important phase·. These tr-;o p!tases .or 
pricing are mutually dependent to the extent that certain factors may be 
considered in determining either costs or profit (or fee)o Hajor factors 
to be considered in this respect relate to risks of cost increa·ses or losses 
in performance. Depending upon the type of contract~ either the contractor 
or the Government may assume such riskso Where the Government assumes an· 
the risk of cost increases or additional unknown costs, or a major share 
thereof {as it generally does when these risks are great) through tqe use 
of cost-reimbursement-type contracts, escalation or price-redetermination 
clauses, or incentive-type contracts, the profit allowance for cost con
tingencies should be reduced to the extent appropriate. Normally in ne
gotiation of prices under outright fixed-price contracts, risks of.loss or 
cost increases will be compensated in allowable profit margins rather than 
in allotvances for contingent increases in cost. However, no hard and. fast . 
line may be drawn here;, but it is important that such allowances not be du
plicatedo For example, a contractor's cost estimates may properly include 
reasonable estimates of cost applicable to normally experienced defective 
work in manufacturing processes. Cost estimates generally include reasona~ 
ble depreciation on plant and equipment; this cost factor is based largelY 
upon risks of obsolescence of the facilitieso In such cases these factors 

6 
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should not be considered as-elements of risk in determining the allowable 
profito There are other factors having a similar bearing on cost and 
profit determination; for example, because interest on borrowed capital 
is not allowed as a cost, it should be covered in the interest return on 
capital allowed as a part of profit or fee; again· in contracting for con
struction under cost-reimbursement-type contracts, it is customar,y prac
tice to exclude general, administrative and financial expenses from costs, 
but to allow instead for these factors as a part of the fixed fee. 

1.5-208 Relation of Contract Cost Principles to Federal Income Tax
·atione In general~ all business costs allowable as deductions for the 
purpose of determining taxable income under the Internal· Revenue Code 
should be allocated (assigned) to the extent appropriate, to the cost of 
performance of specific contracts, except as otherwise set forth in this 
statement of principles and standardso 

1.5-209 Special Provisions Relating to Cost Determinations, Includ- _ 
ing Limitationso Because of the need for standards of reasonableness in 
determining either estimated or actual costs of performance of specific 
contracts, including the application of business and public policies, a 
considerable portion of this Section, namely Part 3, is devoted to stand
ards of allowability of specific elements of costs under supply and re
search contracts with commercial organizations. Moreover, because_of 
unusual accounting practices or problems involved in determining costs 
under facilities contracts, construction contracts and· research and devel
opment contracts with non-profit institutions, Parts 4, .5, and 6 respec
tively, are devoted theretoo 

15-210 Direct vso Indirect ·costso Every method of cost accOunting 
. or estimating embodies the principle of direct costing of materials and 
subcontract worko Direct costing of productive· labor is general praeticeo 
Other expenses may be cos ted directly sometimes, but generally many of 
them are allocated to products, job orders, ·or contracts, etco on _an 
arithmetical basis in ratio to appropriate measures of performance --·ror 
this reason, such allocated expenses are termed '"indirect costs o 11 

15-211 Principle of Direct Costingo Ever.y major item of cost (actual 
or estimated) should be identified with the unit beirg costed, whether it 
be the product, a job order, or a contract, when such items of co~~ do not, 
in fact, have substantially proportionate applicability to all classes of 
work. This principle may often be applicable to such elements of expense 
(when of major c9nsequence), as travel, commissions, advertising, ~ngineer
ing services, etc., as well as the normal i terns of materials and productive 
laboro This principle should be applied equally to the costing of both . 
defense an~ nondefense products or services by any contractor who is en
gaged in mixed production. There are no absolute rules by which to deter
mine which i terns or elements of cost should be direct costedo In applying 
the principle, any contractor should follow a consistent pattern of costing 
if the results are to be equitableo In some instances, this principle may 
be applied by direct costing only the major items of a given cost element 
to all products, leaving minor items, if appropriate, subject to indirect 
cost allocationsv 

7 
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15-215 Indirect Costso Indirect costs, which have the character o£ 
common or joint costs,_usually consist of indirect materials, indirect 
labor~ and other itemso These costs generally are grouped in classes, as 
follows: 

(a) Manufacturing (shop, laboratory) expenses (often termed 
11manuf ac turing overhead" or "burden"), which are incurred 
in fabricating the article or service rendered; 

(b) Engineering expenses to extent not included in (a) or. (c); 

(c) Selling and distribution expenses, incurred in marketing 
the products manufactured; 

(d) General and administrative e~enses incurred in the overall 
management, supervision, and conduct or the business; 

(e) Financial and other expenses. 

15-216 l4ethods o£ Allocation of Indirect Costs. No general rules 
regarding allocation of indirect costs to products, job orders, or con
tracts can be stated for all individual cases, because the nature of the 
particular operations and the ac:tual conditions in each instance deter-
mine the most suitable method or methods to be employed. The best general .. 
test which may be applied to determine an appropriate method .is to find 
the answer to the question: Does the method result in an allocation of 
the indirect costs to the products, job orders, or contracts, most·equita
bly in relation to the machine or other work being performed on each? 

15-216.1 Use of Predetermined Rates 
Costs o 

overhead 

(a) Indirect expenses must a,J.ways be predicted for purposes of cost· 
estimates. This involves determination by the contractQr of expense rates 
in accordance with whatever method or methods of exoense allocation are 
followedo In accordance with the aim of encourag~ the·use of standard 
costs (paragraph 15-203o2), contractors should be encouraged to use ac
cepted standard cost methods of budgeting based upon distinguishing between 
fixed and variable expenses and upon estimating variable expenses by cost 
centers in proportion to estimated levels of production or work loads; such . 
budgets provide the best means for estimating expense rateso · Historical 
indirect expenses, or expense rates, should not be used indiscriminately 
as the equivalent of budgeted rates for this purpose without adjustment for 
-nonrecurring expenses and adjustment of the portion of the rates represent
ing fixed expenses when substantial changes in production or work loads ar~ 
expectedo 

. . . 

(b) The use of predetermined rates for indirect expenses is . accepta
ble in lieu of actual rates of indirect expenses in determining otherWise 
historical costs of products· or contracts, including costs.ilnder cost
reimbursement-type contracts, provided there is reasonable as·surance that 
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the results would be fairly comparable with the use of actual rates& This 
practice may expedite the determination of contract prices and reduce audit~ 
ing& When predetermined expense rates are so used, the contractor must ex
clude from direct costs ~ cost element included in predetermining expense 
rates in order to avoid duplicate chargese 

15_.·219 Financial and Oth3r Expenses and Federal Income and Excess . 
Profits Ta..."=es o Neither product nor contract costs shall include interest 
charges (e:~cept under ~pecir.l circ1~::n2t.~nc~3s -- see Part 3) or Feder~.l :tncome 
taxes because suc'h c::.n.n;es ar·.') ~.1lo~·rcd for in daterminin~ overall price5o 
It ?,rould be impropor to ~~llo~:r :f.'or .:?cdera.l e~~ce~s p::."of5.ts t~,~,~~ in r!eter)~:.in
ing overall prices o Profit :rncrgins ~llo:rahl·~ in contra.ct pric:i.nr.: a~~ based, 
among various factors, upon consideration or normal interest return on· total 
ca.pi tal employed (including borrowed capi tcl.) and compensation for risks 
(including loss of a~? ca.pi tnl) e:~cept. to the extent thn. t risks are the sub
ject of com~ensation through cost allo1-rances or are assUi"Tled by t~e Government 
under special forms of contract pricing, 1r1hen no pricing allolvance for such 
risks should be made.· In this way, every contractor should.receive noridis
cri~'llinatory trea·tment, ';-1hether he furnished his entire capital or borro't,TS a 
large portion thereof, or whether he is organized in the form of a corpora
tic~, n p~rtnership, or a sole proprictorshipo Any other financi~l or mis
cellansous e~rpenses must be considered itam by item in d.eterr.ti..ning costs of 
n pro.::.1: ct or contract. 

9 
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PART 3--APPLICATION OF COST PRINCIPLES IN SUPPLY AND 
RESEARCH CONTRACTS WITH COMMERCIAL ORGANIZATIONS 

. ' 

15-300 Scope of Part. This part sets forth, in some detail, appli~ 
cations or cost principles -and·- sta.ridards of Part 2 of this Section in 
determining costs to be ut"llized in connection with the negotiation of ... ·. 
prices and cost reimbursements for all contracts other than'(i) facilities . 
contracts, (ii) construction-coritracts and contracts for architect-engineer 
services related to construction, and (iii) research and development con..;. 
tracts with educational or other·nonprofit institutions. It is impracti
cable and unnecessary to· cover every element of· cost or possible situation 
that might arise in a particular case. However, when the items. co~tained 
in this part do not :f\l.rnish specific guidance, cost determinations should 
be made in light of the philosophy e:xpressed or implied in· the ·principles 
and standards comprising Part 2 of this Section and the more detailed 
discussions of similar or related items in this Part 3. 

15-310 Manufact~ing_~o~t~. 

15-311 Materials. The ·costs of materials, 'both direct and indirect~. 
used or consumed in performance of Government contracts are allowable on 
the basis hereinafter outlined. As used hereinafter, the term "materials" 
includes subcontract work. 

15-3llol Collateral Elements of Material Cost. In establishing· 
direct material costs, consideration may be given to including.the follow
ing elements, to the extent they are reasonable: 

(a) transportation, insurance, purchasing, receiving, handling,; and 
storage; 

(b) overruns, spoilage$ and defective work; 

(c) adjustments between book and physical inventories due to varia
tions in weights and measures· and errors in record-keeping reasonably · 
related to the period of contract performanceo 

To the extent such items are included as direct material cost, no addi
tional allowance therefor may be made in the determination of ma.nufac
turing expenses. If not so handled., they are properly includable in 
manufacturing expenses. 

15-Jllo2 Material Credits. In establishing material cost,effect 
-shall be given, either directly or as a reduction of total manufacturing 
costs, to such items as: · · 

(a) Cash discounts takeno However, in determining costs under cost 
reimbursement-type contracts, if the contractor does not exer~ise rea
sonable precautions in taking advantage of cash discounts available, · 
all cash discounts lost may be excluded in determining allowable costs; 
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(b) Trade discounts, rebates, and allowances on material purchased; 

(c) Value of scrap and salvage and materials returned to vendors. 

15-.311.3 Pricing. · 
(a) In determining historical costs' any generally recognized method 

of pricing materials issued from stock-may be employed for determining 
actual cost, provided it has been· consistently used b,y the contractor, is 
acceptable for internal revenne·purposes, and does not discriminate against 
the Government. However·, if· the contractor so elects~ materials· in inven
tory or under binding purchase· contracts at the commencement date of a 
Government contract may be charged to the Government contract at provable 

·. replacement cost as of the date or· 1 ts commencement, ·provided that, once 
the election is made, the method must be followed consistently therea.tter. 
When special materials are purchased specifical1y for and identifiable 
solely with performance under a contract, the actual purchase cost thereof 
should be charged to the contract. Costs of subcontract work should be 
determined similarly; provided that, when subcontracts -are performed under 
contract pricing arrangements other than outright fixed prices, the deter
mination of prices shall conform to this section so far as. considerations 
of costs are concerned. 

(b) For purposes of estimating material cost, either current market 
prices or replacement cost may be used, provided, under most circumstances, 
replacement cost is not in excess of current market. ·In order to avoid 
the allowance of contingencies in cases in which replacement cost may be 
estimated to be in excess of market, escalation or-price-redetermination 
provisions may be made a part of the contract. However, ·situations in
volving increases in material costs whiCh are reasonably certain and 
determinable or relatively minor in amount may warrant recognition being 
given thereto in making estimates. · 

(c) In cases in which the contractor has integrated operations in
volving inter-compa.llY' or inter-divisional sales or transfers of materials, 
and it is possible objectively to determine market prices thereof, such 
prices may be used in determining or estimating the cost ot the composite 
product. In objectively determining market prices, consideration may be 
given to the lowest sales price to nonaffiliated customers, if any, of 
the transferror for like items, quantity and quality considered. When 
objective pricing in such situations is not possible, the cost of materials 
so transferred or acquired shall be no greater, for pricing purposes, than 
the cost ·to the transferror. An exception to this may be made in case of 
suppliers in whi&h nonaffiliated parties hold a minor! ty interest of 10% 
or more. Underich conditions-a reasonable margin of profit on suCh sales, 
in recognition ·o the minority interest, may be permitted by agreement. 
In other cases en there are indications that less than an ar.m 1s length 
relationship exists between the contractor and the supplier, similar con
sideration is required in determining the propriety of the amounts allowed 
as contract costs. Whenever such purchases of materials are made at other 
than cost to the supplier, pursuant to the provisions of this paragraph, 
they shall be treated as subcontracts in determining the profit or tee. 
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15-312 . labor. Direct labor cost consists of salaries and wages 
identified specifically with the performance of a contract, job, or prcd
uct,, In determining historical cost~, labor will generallY be Charged 
av actual rates paid by the contractor. However, if it is the contractor's 
consistent practice to charge for performance of groups of labor at an 
average rate, or to use standard labor rates, with consequent savings in 
clerical expense or improvement in labor control, suCh methods may be 
used, provided labor groupings and the adjustment for cost variances re
sult in a reasonably accurate assessment or total charges. Similarly, · 
when labor costs are required for making cost estimates, the use or stand
ard labor rates and standard time allowances (appropriately ·adjusted tor 
experience variances) or reliable engineering estimates is acceptable. 
Ordinarily the use or wage rates higher than current going-rates will not 
be permitted for estimating purposes. In order to avoid substantial 
allowances for such contingencies, escalation or price-redetermination 
clauses are provided. However, situations involving increases in wage 
rates which are reasonably certain and determinable or relatively minor 
in amount may warrant recognition being given thereto in making estimates. 

Cammon labor services· may be treated as indirect costs if specific 
identification is impractical or uneconomical and the results or alloca
tion are equitable. Similarly, supplemental or premium pay and fringe 
benefits may be so treated, although the relative size or such payments 
in relation to base pay may indicate the desirability of treating them 
as a separately identifiable direct labor Charge as indicated herein
after in this Part. 

15.312.1 Fringe Benefits--Vacations, Holidays, Sick Leave, Military 
leave, Severance Pay, Pension and Retirement Pl.a.ns 2 and Enployee InSurance. 
Compensation or these types is allowable to the extent that, in eaCh indi
vidual case, it is required by (i) law, (ii) employer-employee agreement, 
(iii) established policy that constitutes, in effect, an implicit agreement . 
on the contractor's part, or (iv) circumstances or the particular employ
ment. 

"Fringe benefits" arise because of the work performed b,y the employee 
while on the job, and the cost thereof must be considered as having a 
direct relationship_ to such work. However, in recognition or the different 
accounting treatment accorded fringe benefits, the cost thereof may be 
allocated to Government contracts on ~ or the following bases, provided 
equitable results-are achieved: 

(a) Each class or compensation is preferably to be accrued as a cost 
over the period in whiCh it is earned. 

(b) Where it is the contractor's established practice to record the 
costs at the time of payment, such practice may be acceptable. This 
is the most commonly used method of accounting for "fringe benefits," 
but its use might result in inequities in some cases. For example 1 if 
a Government contract was performed over the summer months during whiCh 
most of the contractor's employees took vacations or militar.y-leaves, 
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recognition of the cost at time of payment would be inequitable to the· 
Government. On the other hand, if the contract or contracts extended · 
over approximately one year and the proportion of Government work to 
the contractor's commercial work remained stable, this method might be 
equitableo Also, severance payments made in the event of termination 
should not be allocated entirely to the terminated portion of the con
tract or even to the terminated contract, since the employee's right 
to severance pay has accrued over his entire period of emplo~nent. · 

(c) Hhen the costs of any of the elements of fringe benefits are 
greater or lesser 1rJi th respect to defense business as co:mp.J.j,:'(:1d. vi th 
nondefense business, such costs should be allocated, so. far· as fea:::dble 
and appropriate, betv:een the t1-ro classes of business befo:r·e. further 
allocation of such costs to individual contracts or products. If this 
method of cost allocation is used, it should be used consistently for 
all elements of fringe benefits having a different cost relationship 
to defense business as compared with nondefense business (for example, 
severance pay and pension costs--which may have an opposite relation
ship). 

(d) hegardless of the accounting treatment accorded ·these ·.·costs in 
the contractor's accounts, an equitable amount may be·deterndned b,y 
establishing an experience rate for such costs based on a represcrtta
ti ve period. Cha..'"lged conditions and circumstances lTOulC. have to be 
considered in making such a determination. The experience rate \-.rould 
.then be applied to the more. direct labor costs to determine the allowa
ble costs. The use of such rate should be subject to semi~11nual 
revlsion in light of changed condi tions9 · 

The cost ·of pension and retirement plans is co,rered :more fully as the 
subject of a directive set forth as Appendix __ to this Section. 

Employee insurance includes group insurance and individual life and 
accident insurance. 

15-312.2 Premium Payments for Overtime and Extra-Shift Worko Costs 
of this nat~tre consist of only the premium portion of overtime and extra
shift payments or accruals to employees, not the straight-time portion. 
Thus, if the rate for overtime work is time-and-one-half of the regular 
rate, the premium portion is the additional one-half. Similarly, if the 
wage rate for a second shift is twenty cents an hour above the regular 
rate, this additional amount is the premiumo 

Overtime and shift premiums are allowable, but the contractor must 
disclose and justify the amounts of other than occasional overtime. 
Whenever such allouances are claimed as costs, prior approval of the con
tracting officer must be obtained. 

Such premiums may be classified as either direct or indirect labor 
cost, but should be separately stated in either event. Where treated as 
direct labor cost, they should not be included _in the base for distribution · 
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of overheado The amount of overtime and shift premium cost charged on . 
Government contracts shall not be disproportionate to the amount of such 
costs charged on non-Government work being concurrently performed in the 
contractor's plant. 

15-312o3 Unclaimed Wageso Costs under cost-reimbursement-type con
tracts should reflect a credit for unclaimed wages based upon agreement 
as to the amount thereof reasonably expected not to be paid subsequent to 
the date of settlement. In this event, all unclaimed wage liability rests 
with the contractoro When such an agreement cannot be reached, the Govern
ment will assume liability for payment of unclaimed wages and eliminate 
all allowances therefor from reimbursement to the contractor. 

15-313 Other Manufacturing Expenses. 

15-313.01 Method of Allocation or Indirect Manufacturing EXpenses. 
Among the acceptable bases, depending upon circumstances, for allocating 
indirect manufacturing expenses are direct-labor-cost, direct-labor-hours, 
machine-hours, and units processedo In more complex manufacturing plants, 
it is appropriate to departmentalize the plant for purposes of accounting 
for manufacturing expenses when any given type of defense production is 
concentrated in departments having a much higher or lower expense rate 
than the averageo EXpense departmentalization is also desirable in larger 
and more complex plants for purposes of expense budgeting and control b,y 
the responsible foremen, regardless of the need for a more refined method 
of expense allocation. When manufacturing expenses are departmentalized, 
it is n~cessary to charge service-department expenses (such as the ~ower 
plant) and factory general expens~s (such as taxes, insurance, etc.} to 
the productive departments on appropriate bases before allocating the . 
respective productive department expenses to products (or parts thereof) 
or to contracts or job orders for products. Appropriate bases should be 
selected for service-department and other expense distributions to pro
ductive departments--eogoa kilowatts of connected power load or metered 
power consumption9 in the case of electric powero 

When direct-labor dollars expended fairly reflect machine effort, as 
well as labor-effort, in any productive department. it is· most simpleg as 
well as appropriate, to use that basis of expense allocation in preference 
to a direct-labor-hour or machine-hour· basis. When there is mudh auto
matic or semiautomatic machinery in a productive department, the use of a 
machine-hour-rate is more appropriate for expense allocation. The units
processed-basis of allocation is appropriate when a given productive 
department processes only one item, or the several items are so similar 
as to _be susceptible to measurement of units processed in ter.ms of a 

-common denaminator--eego steel sheets of various gauges processed through 
a rolling mill. 

15-313.02 Allocation of Engineering Expenseso Whenever engineering 
activities are substantial, it is appropriate that the expenses be sepa
ratelyallocated so far as feasible to products, job-orders, contracts, 
etco The work .to which expenses· are allocated may include facilities or 
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equipment constructed or acquired and research and development work, ·as 
well as productso Engineering activities include product design, tool 
design, layout of production lines, determination of machine methods, 
drafting, etc. Engineering labor should. generally be direct coated, as· 
should any other major items of engineering expenses. Further treatment 
of various problems in connection with the costing of research and 
development 1 tooling, and preproduction expenses is included in Part 3 
of this Section; facilities contracts are covered under Part 4. 

15-313.03 Depreciation and Amortization. Depreciation on a con
tractor's plant and equipment and other capital facilities is an allowable 
element of contract cost, usually but not always of an indirect nature. 
It is the most difficult element of cost to determine because determina
tion is largely a matter of judgment or opinion. 

(a) In detennining annual depreciation on the cost of a contrac
tor's .facilities, the following shall be ·consideredg 

(i) In the case of buildings and most machiner,y used in manu
facturing, prospective economic obsolescence~ either individually b,y 
item or enmasse, and not wear and tear, is the major factor covered 
by the depreciation charge. Wear and tear or such facilities may be 
made good indefinitely by repairs and maintenance. On the other hand, 
in the case of automobiles and certain items of machiner,y and equip
ment, as time goes on the excessive cost of repairs and maintenance 
makes it more economical to replace the items after a certai.n optimum 
period of use or age. Aga.in, some items are expendable in use. Obso
lescence of facilities may be brought about b,y reduced economic utility 
without loss of productive utility, such as by technological Changes 
affecting the economic use of individual machines. Special require
ments for relocation of facilities may also result in obsolescence. 
Obsolescence is always prospective with reference to an entire enter
prise or an individual plant as well as individual items of plant and 
equipment. Defense industries generally have a special problem or 
obsolescence due to their character. 

(ii) In general, every contractor is entitled to write orr the 
entire cost (less estimated. salvage value, if any) of facilities used 
in production over their estimated useful life in anticipation of 
possible obsolescence or replacement for other reasons, without require
ment for proof of economic obsolescence accrued at any tL~e from a 
technical standpoint. This will generally mean that the cost or facili
ties will be written off before their productive usefUlness actually 
expires. Depreciation-is too intangible to warrant attempts at meticu
lous determination by individual items or plant and equipment, although 
such attempts are frequent and may be recognized. Hence, depreciation 
will generally be determined by types or facilities, in each of which. 
the items are subject to similar incidence of obsolescence or other 
causes of replacement. The amount of depreciation written off in aqr 
fiscal period may vary with volume of production, provided a systematic 
method is followed consistently from year t~.year which is directed at 
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the primary objective of writing orr the cost of facilities over their 
usetnl lifeo Generally9 When· such a method is employed in the case or 
~ facilities subject primarily to loss through obsolescence, the ad
justed rates should be less than normal w.hen production volume is below 
normal to compensate for higher rates where production is greater than 
normal (the term "normal" being used in the sense or •average"). . 

(iii) Depreciation should be based upon original cost of the 
facilities, whether measured by purchase agreement for a cash considera
tion, the fair value of securities issued in exchange, or similar appro
priate measures, although it is permissible that such cost of facilities 

. be adjusted, where desired by the contractor ror purposes or deprecia
tion computations for contract pricing, to current price levels by.the 
use of a general price index, _provided in such event that the practice 
will be followed consistently in the future and also provided that· 
otherwise the charge is made at the same annual rates applied to such 
adjusted costs as would have been appropriately applied on original 
costs in view of the estimated useful life of the facilities. In other 
words, no deficiency in actual depreciation provisions in any prior 
year, l::ased upon current price levels, should be included in the depre
ciation charge for the ·current year. No other basis ·of determining 
appreciation in value of facilities may be utilized in determining 
depreciation for purposes of contract costs; for this purpose the pro
visions of the Internal Revenue Code governing the tax basis of facili
ties values are applicable. 

(iv) No depreciation will be allowable as such, or as a rental 
or use charge, on the cost of facilities which are fUlly depreciated 
but still in use when a substantial portion of such depreciation was 
on a basis that represented, in effect a recovery thereof as a charge 
against defense contracts or subcontracts in initial negotiated· pricing 
or renegotiation of contracts. Otherwise 9 the contractor may compute 
normal depreciation on the cost of facilities in use without reference 
to previous depreciation provisions. Fully depreciated facilities will 
be determined on the basis of relating original cost to accumulated 
depreciation on such cost, regardless or whether there is an adjustment 
of current depreciation charges based upon adjusting the cost of facili
ties to current price levels. 

(v) No depreciation may be allowed on facilities which are not 
in use, except such facilities as are held for standby purposes includ
ing additional plant capacity reserved for defense production. 

(b) In applying the foregoing considerations, depreciation rates 
-established with the approval of the Bureau of Internal Revenue for income
tax purposes generally may be utilized in determining contract costs. When 
such rates have not been approved, it may be necessary to use independent 
judgment in the determination of reasonable rates. Bulletin F or the 
Bureau of Internal Revenue provides general guidance for income-tax pur
poses on depreciation rates for normal facilities in normal peacetime Use; 
care must be taken in the use of Bulletin F rates for purposes of contract 
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pricing as they may not be typical for the facilities of any specific 
contractor or industry, especiallY when the facilities are acquired for 
emergency use. Special methods have been established for determining 
depreciation on emergency facilities subject to Certificates of Necessity 
authorizing special tax amortization b,y a special directive set forth in 
an appendix of this Section. When a contractor desires to establish 
depreciation rates which vary in relation to production there must 
generally be a departure from the depreciation method used for income-tax 
purposeso Again, the allowance of a computation of annual depreciation 
upon costs adjust.ed to current-price levels is at variance with income
tax depreciation methodso 

15~313.04 ·Repairs and Maintenance. Repairs and maintenance of 
facilities (including Government-owned facilities) are allowable elements 
of contract costs. It is necessary that such expenses exclude expenditures 
for plant and equipment which, according to generally accepted accounting 
principles; should be capitalized and made the subject of depreciation. 
There is, of course, a tvil.ight zone between repairs and maintenance and 
and capital expenditures 'Within which a contractor should be permitted to 
operate upon the basis of his established accounting practice, if the 
results are quitableo For example, certain major costs of ·building altera
tions and rebuilding 9r reha.bilita.ting machinery and equipment ms.y reason
ably be treated in some instances as either repairs and maintenance expenses 
or capital ·expenditures~ . depending in part upon the contractor's deprecia- ·f 

tion policy. In making decisions with respect to the alternative accounting 
treatment of these items, consider-ation·· should be given to the materiality 
of the amounts involved» and the question of the substantial enhancement 
in value of a contractor's facilities at the expense of the Government for 
use during periods in which the contractor will have little defense busi-
nesso In the latter case, for contract .pricing purposes, the cost generally 
should be considered to be of a capital nature and the subject of depre-
ciationo In those instances where it may be appropriate t_o charge the 
cost of extraordinary rehabilitiation to expense, special care should be 
taken in equitably allocating the costs to all the benefit.ed classes of · 
work (see 15-313o07 WPreparatory Costs")o In some instances, allowance 
of substantial extracrdinar,y rehabilitation expenses as a charge against 
defense business may be conditioned upon the contractor's agreement to 
hold the facilities available for defense work for a stated minimum period. 
Repairs and maintenance costs on facilities which are not in use will not 
be allowed, ex.zspt on facilities held for standby purposes including addi-
tional plant capacity reserved for defense production. 

15-31Jo05 Profits or Losses on Disposition of Plant and Equipment. 
Normally, in determining contract costs, no recognition will be given to 
profits or losses on disposition or plant and equipment· for the reason 
that depreciation, reasonably determined3 provides the exclusive charge 
for the cost or using a contractor's facilities. However, when a contrac
tor has capitalized special facilities acquired solelY for performance 
under defense contracts (rather than charge the costs thereof to specific 
contracts) and·te~nation of contracts finds such facilities not fUlly 
depreciated, an additional cost allowance may be mB.de in determining costs 
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of the terminated contracts for the purpose or contract settlement, pro
vided such facilities are transferred to the Government, if so desired, 
or an equitable adjustment is made in favor or the Government in recog
nition of ~ salvage value estimated for such facilities. 

15-313.06 Rentals of Plant and Equipment. Ordinary rentals of plant 
or equipment are allowable if bona fide and reasonable. Special care 
should be exercised in determining reasonableness of rentals in cases in 
which rates were arrived at as a result of less than arm's length bargain~ 
ing. Rental costs \dll not be considered to be bona fide under the follO\.r
ing circumstancesg 

{a) Rentals are paid to persons, including corporations, affiliated 
with the contractOr. 

(b) Rentals are paid to unaffiliated persons, including corporations, 
upon property formerlY owned b,y the contractor when such property was 
fully depreciated or substantially fully depreciated before sale or 
transfer through charges against the costs of defense business. 

In either case (a) or (b), rentals will be limited to a reasonable amount 
of depreciation, as might be determined if the property were owned b.y the 
contractor, plus carrying costs which are not paid by the contractor under 
the terms of the lease, including maintenance, taxes, and insurance (but 
not interest on the investment). . . 

15-313.07 Prepar~torr Costs, including Engineering. Preparatory 
costs or expenses1 also knoHn as "make-ready costs," are costs specially 
incurred in preparing to operate under a specific contract or contracts. 
They include costs of organization and planning, employee recruitment and 
training, engineering and development (including product design~ product 
specifications, and planning of production processes and layout) and plant 
alteration and rearrangement. Preparatory costs do not include initial 
production (starting load) costs which are treated in paragraph 15-313.0S 
of this Part. 

Preparatory costsJ when incurred for the exclusive ·benefit of Gov
ernment production, are allocable directly or indirectly to the contracts· 
benefiting from such costs. When preparatory costs benefit other classes 
of work as well as Government work, an equitable allocation to all bene
fited classes of work is proper. 

Preparatory costs may have been incurred prior to the award of a 
definitive contract. The amounts of such costs, for purposes of contract 

- cost allowances, are subject to approval of contracting officers based 
.upon advance understandings or upon subsequent negotiation. In such case 
a specific provision covering the allowability of pre-award preparatory 
costs should be incorporated in any definitive contract when future pric
ing or repricing may be based in part upon actual contract costso However, 
the absence of such provision will not preclude consideration of the costs 
in subsequent price negotiations or determinations under such contracts. 
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15-.31.3.08 Initial Production Costs •. Initial production costs, also 
known as •starting-load costs," are non-recurring costs that arise in the 
early stages of production because or the contractor's unfamiliarity or 
lack or experience with the particular materials' manufacturing processes' 
or techniques involvedo They are to be distinguished from preparator,y 
costs or expenses (also known as "make-ready costs•), which comprise such 
costs as tooling, engineering and development, and .cost or equipment, and 
which are treated separately in this Section. 

Initial production costs may consist of the excessive portion of 
material costs incurred in the early stages of production, on contracts 
requiring new products or greatly increased .prod~ction, as the result of 
abnormal quantities or materials used or abnormal scrap losses. Initial 
costs may also consist of the excessive portion or direct-labor costs, 
plus a proper portion or the related overhead, incurred in the early 
stages or production due to such :causes as excess! ve def'ec.ti ve work 
resulting from inexperienced labor, idle time and subnormal production 
occasioned by testing and changing methods ·or processing, and cost or 
training employees. The justification for such special costs depends······ 
upon their nature and causes, and not merely upon the fact that total 
production costs are higho · 

After a reasonable volume or production has been attained and initial 
manufacturing difficulties have been overcome, unit cost will usual.ly tend 
to level orr, thereb.Y evidencing the end or the initial period or produc
tion but not necessarily representing the lowest unit cost eventually 
attainable during the operation or the entire contract •. If, however, 
rejects continue abnormally high after a contrac~or bas been allowed a 
reasonable length or time in which to learn how to .make a product effi
ciently, the resulting excessive costs may ~ot proper~ be allowable for 
purposes of cost estimating for formal pricing purposes or iri establishing· 
costs under terminated contract settlements. 

15-.31.3 o 09 Reconversion Expenses. · Reconversion expenses are those 
connected with restoration or racill ties to approx:f.JDa tely the same physical 
arrangement and condition they were in. immediately prior to beginning or 
defense work, including the removal or Government-turnished property. Such . 
expenses exclude the costs or acquiring ~ ~talling .entirely new or 
diff.erent equipment or otherwise · al tertDg· ~· ·racili ties tor an entirely 
different purpose after defense work is· completed. Specific contractual 
provisions may be included in cost-reimbursement-type contracts to canpen
sate the contractor for actUal reconversion costs incurred. Reconversion 
expenses may also be allowed as an element of contract costs in other types 
of contracts on the basis or reasonable estimates under the following con
ditions: 

(a), The contract price contains no other. allowance for use or facili
ties which would compensate the contractor tor reconversion expenses. 

(b) The facilities must have been alt.~r~ or rearranged at the incep
tion of defense work or they were new~ acquired buildings in whiCh 
Government mac~inery and equipment has been installed. 
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. ' (c) There must be a ·reasonable basis for the assumption that the 
facilities must and will be reconverted. 

(d) Reconversion costs shall be allowed only in pricing those con
tracts in existence or being activelY negotiated at the time the costs 
of conversion were incurredo In the event of subsequent conversions 

.or modifications for additional contracts, care must be exercised to 
avoid duplications of allowances for reconversion costso 

15-313.10 Special Toolinge The term "special tooling" means property 
of such specialized nature that its use, without substantial modification 
or alteration, is limited to the production of the particular supplies or 
the performance of the particular services for which acquired or fUrnished. 
It includes, but is not limited to, jigs, dies~ fixtures~ molds, patterns, 
special taps, special gauges, and special test equipment. 

The cost of special tooling, when acquired for and its usefulness is 
limited to one or more·Government contracts in force or being negotiated 
at the time of aoquisition1 is allocable to the specific Government con
tracts. The cost of tooling which is special to othe~ classes of work 
will be allocated to such work. The cost of non-special tooling is not 
subject to direct allocation, but is subject to depreciation, which is 
presented elsewhere in this Part, except that in the production of stand
ard commercial products such tooling costs may be treated as indirect 
manufacturing expense on an expenditure basis, in lieu or depreciation, 
when the resultant charges are reasonably equitable between fiscal years o 

When the entire cost has been allocated to Government contracts, the 
asset concerned shall become contractor-acquired Government property and 
be subject to the provisions of Section XIII and Appendices B and c, ASPR, 
applicable to contractor-acquired Government propertyo 

15-313oll Research and Developmento Research and development ex
penses may be divided into two major categories--product research and 
general researche · · 

(a) Product research is that research which is directed toward the 
the solution of specific problems encountered in the design or produc
tion of a particular product which has or is anticipated to have 
military or commercial useo The costs of current product research are 
allowable as costs on defense contracts and may be allocated thereto 
to the extent applicable to the supplies or services covered by the 
contracts, provided such costs are not reimbursed to the contractor 
under separate research contracts. 

(b) General researCh is all research other than that which is directed 
toward the solution or specific problems encountered in the design or 
production of a particular product which has or is anticipated to have 
militar,y or commercial use. The cost of general research, when reason
able in amount and incurred in accordance with the contractor's estab
lished practice, is allocable to all classes of work, including defense 
work, provided such costs are not reimbursed to the contractor under 
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separate research contracts·. No general research costs whiCh were in-
cUrred in accoUnting periods prior to the·award or the particular 
defense contract{s) (includi~ amounts-capitalized in the cost of 
patents o~tai~ed) shall be_ allocated thereto, -nor will the contractor 
be required to defer research costs incurred-during the period of per
formance or defense contracts to subsequent ·a-ccounting periods. 

(c) At the option or the procuring agency, cost allowances for 
research and development work may be made contingent upon the contrac
-tor agreeing to waive: any royalty charges, under all patents previously 
obtained or which may be obtained in the future trom such work, to the 
extent such royalties are applicable to-defense work, either directly 
or indirectly. -· · 

15-31.3.12 Patents and Ro:ya.lties. · .. 
{a) Amortization of the cost of purchased patents owned ~ a con

.tractor applicable to products or processe.s covered by a contract is an 
allowable element or cost to the extent reasonably allocable to the con-· 
tract. . Research and development costs leading to patents_ are allowed as 
provided in paragraph 15-313.11. 

(b) Royalty costs are allowable if bona fide and reasonable. Special 
care should be exercised in determining reasonableness of royalties in 
cases in which amounts were arrived at as a result or less than arm's 
length bargainingo Royalty costs will not be considered to be bona fide 
under the following circumstances: · 

(i) Royal ties are paid to persons, ~nclud.ing corporations, 
affiliated with the contractor. 

(ii) Royalties are paid to unaffiliated persons, including 
corporations, upon patents formerly owed by ·the contractor when the 
costs of such patents or the research and development work thereon 
were substantially recovered through charges·against the costs ot 
defense bltsines s. · 

In either case (1) or (ii) royalties will ~ :J.imit~d to such charges as 
might be determined if the patent were owed- by.·the _·contractor in accord
ance with the provisions of this para~p:h_ .and paragraph 15-313.11 
relative to research and development. · · 

(c) Care should be exercised in preventing ·c~rges for th~ use or 
patents when the Government, in rae~, already'._.has ·rights to such patents. 
(_See Section IX, ASPR) · · · - · . . · . 

15-313.13 Plant Protection Expenses.__ . · · · · 
(a) These expenses represent cosuf incu:r:red ·in protecting the con

tractor's personnel and plant against fire, theft,- sabotage, espionage, 
civil disorder, enemy attack, or other violen~ destructive forces. Plant 
protection expenses are allowable costs of defense co11tracts. Nonnal.l.)" 
they will consist or guards ' wages and labor costs . related thereto, costs 
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of individual equipment, cost or plant equipment if or minor amount, and 
depreciation of plant equipmento To the extent these costs are attribut
able solely to defense special security requirements, they are allocable 
entirely to defense contracts. Costs of normal plant protection not re
sulting from such special requirements, generally, should be indirectly 
allocated to all classes of work. 

(b) A special problem may arise in the case of fixed price contracts, 
the security classification of ~mich is altered after the contract has been 
entered into. When such a contract price is negotiated, the contractor is 
presumed to know the plant protection requirements under the contrac.t and 
is expected therefore to meet such requirements without additional cha.rg8. 
to the Government. However, if the security classification of the eon
tract were changed by the Government after entering into the contract, 
additional costs of plant protection -will be allowed the contractor. The 
additional costs may include not only current costs of an operating r~turs 
but also costs of a capital nature if the parties agree that the capital 
costs are incurred solely because of the changed security classification 
of the contract and would not have been necessary from the contractor's 
point or viewo Also, if a classified contract is recla.ssified dowm.rard 
during its performance thereby permitting a savings in plant protection 
costs, such savings should, if material, be the subject or a contract 
amendment passing the savings on to the Government. 

(c) Civil defense costs must be allocated to all work of the con
tractor performed at the particular location where the costs are incurred. 
When ·the Government's porti.on ·of the output of the particular plant is 
not material, the reasonableness ~r the incurred costs need not be ques
tionedo However, since usually past experience will not provide a guide 
as to reasonableness, civil defense costs should be the subject of specific 
agreement When the amount of .such costs to be allocated to Government con
tracts is substantialo \-lhen this is the case, reasonableness may be · 
judged in light of: 

(i) Recommendations and requirements of the duly constituted. 
Govermaental authority having juri£Sdiction over civil defense in the 
local area. 

(ii) The extent of like measures being taken b,y other businesses 
within the local area, particularly those not producing under Government 
contracts. 

(iii) The portion of total cost likely to be allocated to Gov
ernment contracts as furnishing an inducement to the contractor to 
incur the cost. 

15-313ol4 Insurance arrl Bonds. 
(a) The net cost of insurance and bonds, after deduction of divi

dends or other allowances which may be expected, if reasonably necessary 
to the operation of a ~~siness, is an allowable cost on Government con
tracts to th~ extent a.llocablee Some, but not all, of the types of 
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coverage which may be reasonably necessary are property, aircraft, auto
mobile, general liability, prod~ct liability, workmen's compensation, 
employees' group9 accident and disability, use and occupancy, and em
ployeee.' fidelity and surety bonds (including performance bonds). 

(b) Insurance on t.he lives of officers is not an allowable cost, 
except when. premiums a.re pai.d in behalf of executives or employees pur
suant to specific agreement or established policy wereby such payment 
may be properly considered as additional compensation (Paragraph 
15-Jl2ol) o 

(c) v!b.en a contra~;:tor assumes insurable risks of any ·tyPe, a reason
able provis l.on f<c:r los see estimated by the contractor is a..'l allow.ble cost 
if such provision is basGd upon actual loss experience to the extent fea
sible; or, i.n the absence of adequate loss experience data, it is not in 
excess of net costs which would be paid for such insurance if carried by 
private insurance companieso 

15-313ol5 Taxeso 
(a) In general~ all ts.xes paid or accrued in accordance with gen

erally accepted accounting principles are allowable, except for Federal 
income and excess profits taxes (see paragraph 15-219). Special assess
ments on land a.re not allowable because they represent capital improvements. 

(b) The Federal Government is subject to certain exemptions from 
payment of Federa1 customs duties and excise .taxes and ·State sales or use 
taxes on the purcr~se of materiel, either directly or for conversion, as 
indicated in Par-ts 2 and .3 of Section XI of the Armed Services Procurement 
Regulations. On the other hand, such taxes are generally properly assessed 
on materials and property purc.hased by a defense contractor. It is gen
erally illegal for a State or local authority to assess a contractor for 
property taxes upon the basis of including in his assessed property valua
tion any amount for Gover:r..ment-furnished property o For this purpose, the 
Government is not considered to own raw materials in stock or work in 
p;rocess acquired and fabricated by the contractor under contracts subject 
to progress payments or advance financing, including cost-reimbursement~ 
type contractso 

{c) Whenever taxes are believed to be illegaily assessed against the 
contractor and the cost thereof may be included in historical costs for 
the purpose of contract pric1.rtgl' contractors should request .contracting 
officials for instructions concerning the payment of such taxes, possib~ 
under prot65t» and with fUrther respect to instituting litigation to 
obtain tax refunds~ including interest~ in which the Government would 
share in ratio to the charge made against the contracts. When litigation 
is involv~ in which the Government has an interest~ it will bear its 
share of expenses of litigation either as a contract cost or as a reduc
tion of any recoveries of costs for its account. 

(d) State income taxes are an allowable item of cost, subject to a 
reasonable allocation to defense business~ considering if desirable the 
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portion or total taxable profits which may be attributable to such busi
ness. Allovance or such taxes is necessary from the standpoint or equity, 
because many State or local governments do not, have an income tax, and 
those which do, use it in lieu of some other form of taxes which would be 
an allowable element of contract costs. 

15-313.16 Strikes and Lockoutso The situations and consitions sur
rounding strikes and lockouts are so varied that it is impossible to 
establiSh a general principle providing for allowance or disallowance of 
~osts inc'lUTed during such occurrences. Each case must be considered on 
its own merits in the light of the philosophy expressed or implied in the 
principles and standards expressed in Part 2 of this Section. 

15-320 Selling and Distribution Expenses. 

l5-320ol Basis of Allocation of Selling and Distribution Expenses. 
Selling and distribution expenses in general are subject to allocation to 
the cost of defense work to the extent appropriate, considering the methods 
of selling and distribution to the Government or to prime contractors or 
subcontractors. Generally, selling and distribution expenses should be 
allocated between product lines, or to products sold to the ·respective 
customer types (where sales methods are different), based on analysis of 
the cost elements in relation to the sales efforts. In same cases, it may 
be appropriate to first allocate these expenses in whole or in part as 
betv1een defense and nondefense business, and then to allocate the expenses 
applicable to defense business against the individual defense contracts or 
products. The principle of direct costing is very important in this area. 
For example, when special defense products are sold to the Government or 
to defense contractors qy separately identifiable employees of the manufac
turer, the compensation and expenses of such employees may be appropriately 
Charged to costs of such· products. When, in such cases, there is a separate 
sales organization or identifiable group of representatives engaged in 
selling to nondefense customers, no portion of compensation and expenses 
thereof should be charged to defense products. On the other extreme, When 
standard commercial products are sold at fixed prices direct to the Govern
ment or to defense contractors, as .well as to numerous customers not 
engaged either directly or indirectly in defense production, by means of 
one established sales organization, the same selling expense per unit of 
product may be used in cost estimating, except when the quantities sold 
are so abnormal in relation to sales effort that such an averaging of 
costs would result in significantly ~xcessive total cost es~imates. In 
the latter case, the fixed selling expenses should be charged to normal 
nondefense sales, leaving the defense sales chargeable only with a proper 
share of ·the variable costs. For an illustration of this principle see 
paragraph 15-320o5 re advertising. · 

Many businesses have not yet extended refined methods of cost account
ing to selling and distribution expenses; in this, there is a lag behind 
methods of cost accounting for manufacturing expenses--in consequence im
provements in cost accounting in this area are more frequently required 
than in the area of manufacturing costs. 
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Direct labor costs m.v also include other associated casts, such as payroll 
taxes and worlanen' s compensation insurance, where it is the established prac
tice of the contractor to treat these items as a part of direct labor costs 

15-202.4 Other Direct Costs. Other items of cost may, in particular cases, 
be charged · directli to the contract where the contractor demonstrates that 
they are specifically related to the pertomance of the contract. When, 
however, items ordinariq chargeable as indirect costs are charged to a 
Government contract as direct costs, the cost of similar items applicable only 
to other work of the contractor must be eliminated fran indirect costs allocated 
to the Government contract. 

lS-203 Indirect Costs. 

l$-203.1 General. (a) Items of cost which are incurred for common or joint 
objectives, and which are not readily subject to treatment as direct costs in 
accordance with ASP.R l$-202, should be accumulated for accounting p~oses b.1 
logical cost groupings and charged by a process of allocationc Each element 
of indirect cost is subject to the limitations of this Part as .to allowability. 

(b) The method or allocation ot indirect costs must be based on the 
particular circumstances involved. The objective should be the selection of 
a method which will distribute the indirect costs in an equitable manner. The 
method used in connection. with Government contracts shall, in order to be 
acceptable, conform with generallY accepted accounting practices, provide 
uniformity of treatment for like cost elements, be applied consistently, and 
produce equitable results. A previously acceptable method shall be subject 
to reconsideration when: 

(i) a:ny substantial. difference occurs between the cost patterns 
or work under the contract and other work or the contrac
tor; or 

(ii) any significant change occurs in the nature or the business, 
the extent or- subcontracting, fixed asset improvement 

· programs, the inventories, the volume of sales, the 
volume of production, manufacturing processes, the con
tractor's products, or other relevant circums~ances. 

Individual categories of indirect cost are discussed in ASPR l$-20).2 through 
lS-203.$. 

(c) The base period for allocation or indirect costs is the period 
during which such costs are incurred and accumulated for· distribution to work 
performed in that period. The base period shall be representative oi' the 
period or contract performance and . shall be sufficiently long to avoid in
equities in the allocation or costs, but nor.mallr no longer than a year. 

_When the contract is performed over an extended period or time, as many such 
base periods will be used as will be required to represent the period of 
contract perfor.mance. 

l$-203.2 Indirect Manufacturing and Production Costs. Indirect manufac
turing and production costs consist ot items ot cost which are attributable 

2 



•. : .·~ . 
'.!. 

· tf" the manufacturing and productive process as a whole. Allocation of indirect 
manufacturing and production costs on a time basis, such as direct labor man-

. hours or machine-hours, is a method which generally produces accuracy and 
equity. Other acceptable methods of allocation, in appropriate circumstances, 
include direct labor ·dollars (exclusive of premiums for overtime, extra-pay 
shift, and multi-shift work) units processed, and prime costs of units 
processed. Departmentalization or the establishment of cost centers ~ be 
necessary in order to allocate the indirect costs equitablr• Factors to be 
considered in deter.mining the necessity for departmentalization or establish
ment of cost centers include variety or products, complexity of processes, 
and relative labor and facility requirements ror the various product~. 

15-203 .3 Indirect Engineering Costs. Indirect engineering costs include such 
items as costs of engineering supervision, engineering administration, and 
engineering supplies. Direct engineering activities from which indirect en
gineering costs may arise may include product design, tool design, experimental 
development, manufacturing and production development, layout of production 
·lines, detennination of machine methods, and related blueprinting and drafting • 
. Indirect engineering costs shall be allocated to.the benefited contract and 
other work of the contractor (see !SIR 1S-204.2(v)(4)) on the basis of direct 
engineering man-hours expended, direct engineering labor dollars (exclusive or 
premiums for overtime, extra-pay shift, and multi-shirt work), or some other 
equitable basis. 

lS-203.4 Selling and Distribution Costs. Selling- and distribution costs arise 
through marketing the contractor' s products and include the costs of sales 
promotion, advertising, distribution, and other related activities. Gen~, 
such costs are not allowable as a charge to Government cost-reimbursement type 
contracts (but see ASPR 15-204.2(b)). However, subject to the other provisions 
of this Part, costs in this category, including supervisory and clerical costs, 
which relate to technical, consal.ting and ct·her beneficial services, and which 
are for purposes such as application and ad&ptation o! the contractor• s pro
ducts, rather than pure selling, are allowable if' a reasonable benefit to 
Government contracts is demonstrated. Such costs shall be allocated to t~e 
contractor's commerc:l.al. work and its individ·,::;~ Governmen-t. cor.t.racts on an 
equitable basi.u. Be~ause of the special prc-~lems that ar:l.se j.:l this area, the 
contractor shottld idcntif.y in its records, by maans of sub-accounts or otherwise. 
the items of selling and distribution cost considered proper:cy· allocable to 
Government contracts. 

15-203.5 General and Administrative Costs. General and administrative costs 
consist of items or cost attribut,able to the over-all management, supervision, 
and conduct of the business. Such costs shall be al.located to all work er 
the contractor, using aqy recognized method or allocation if equitable results 
are thereby obtained. Methods acceptable where the circumstances are appro
priate include allocation on such basis as: 

(i) allocation of general and administrative costs on a total cost 
incurred basis (exclusive of general and administrative costs); 

(ii) processing costs (direct labor, factory overhead, and other 
faetor,r production costs exclusive of direct materials); 

I 

(iii) factor,y input costs (processing costs plus direct material); 
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cost of i-. _ . LQ canpleted; 

cost of sales; and 

sales (where no more satisfactor.y method is available). 

:iples and Standards for Selected Items of Cost. 

1eral. Applications of the above basic cost principles and stand
ain selectei items of cost are set forth below. These applications 
er the particular item of cost is treated b,y the contractor as 
or as indirect cost. Failure to mention any particular item of 

>t imply that it is either allowable or unallowable. With respect 
~, whether cr not specifically covered, determination of allowability 
sed on the p:-inciples and standards set forth in this Part and, 
priate, the treatment of simila~ or related items. 

:oats Al.lowatle in Whole or in Part. 

(a) Advertising Costs. Advertising costs include the cost of ad
media and co:oliary administrative costs. Advertising media include 
newspapers, radio and television programs, direct mail, trade 

itdoor advertlsing, dealer cards and window displays, conventions, 
free goods a'ld samples, and sales literature• The following adver

=ts are allowable: 

(i) adwrtising in trade and technical j-ournals, provided such 
advertising does not offer specific products or services 
for sale but is ?laced in journals which are valuable for 
the dissemination of technical infor;mation within the con
tractor's indust~; and 

(ii) help .wanted advert.ising, as set r&rth in (t) below. 

:- advertising costs are unal:.owableo 

(b) Bidding Costs. Biddilg costs are the costs of preparing bids 
:;als on potential Government and non-Government contracts or projects, 
~ the development of engineeJing and cost data necessary to support 
~actor's bids or proposals. Bidding costs of the current accounting 
r both successful and unsucctssful bids and proposals nomcilly shall 
ad as indirect costs and al.J.lcated eurrentl:r to all busines5 of the 
:>r, in which event no biddilg costs of past accounting periods shall. 
a.ble in the current period ~o the Government CC)ntract; however, the 
:>r' s established practice m;y be to treat bidding costs by 3ome 
::ognized method. Regardles; ot the method used .. the results obtamed 
::cepteti only it found to bereasonable and equitable. 

(c) Civil Defense Costs. Civil defense costs are those incurred 
ing for, and the protection of life and pmperty against, the possible 
of en~ attack. Heasonab~ cost. of ciTil defense measures (in
costs in excess of normal liant p;-etectio.n costs, first-aid training 
lies, fire fighting trainirJ aM et\uipmel\t, posting of addi tioM.l 

'ense measures) wldt)r
fense authorit• -r c 1es 
... : osts of capital 
i1ated in accordance 
1 5b~~)~ Projects 

ompensation is 
reunder. The term 
~ as Pension, re
es, royalties 
~et forth her~
toned and the 
_consideration 
·he services 
·ever, is allowable 
• 

~ablished by the 
rendered. How
' directors 
ieration and 
: amounts appear 
· ·_Olllpensation are 
~s or is 
·ontractor• s 
:;, a small 
~n related to 
JUnt ot com-

9 con tractor 
cost. 

ses to em
awards' rep
appropriately 

stan din . g 
'e.fore the 
;tablished 
;or. 

e light 

:ered by 

j 

j 

j 

j 

j 

j 

j 

j 

j 

j 

j 

j 

j 

j 

j 

j 

j 

j 

j 

j 



•• n ~ 

~. . .. 

(iv) Available to all employees of the contractor or to 
all employees w:i. thin a group or salary classifica
tion whieh is not unreasonablY restricted. 

(v) Allowable as an ordinary or necessary business ex
pense tor tax purposes. 

(vi) Not restricted to off.icer or other employee stock
holders or are not distributed on the basis of stock
holdings • 

. (S) Profit Sharing Plans. 

(i) As used herein profit sharing is construed to be 8.1\1 
plan (immediate or deferred-regardless of method or 
~ent or participation)which includes, in whole or 
in part, a for.mal sharing of profits or is in aqr 
manner measured b.1 dependent upon or contingent upon 
profit. 

(ii) The cost of profit-sharing plans shall be treated as 
follows: 

(A) Compensation pqable under immediate distribution 
plans is allowable if the plans meet the criteria 
set forth in (4) above. 

(B) Employer contributions incurred under def'erred 
distribution profit-sharing plans other than · 
pension plans (see (q} bel.ow) are allowable costs 
if the plans meet the requirements of the applic
able ·provisions of the Internal Revenue Code and 
the regulations of the Internal Revenue-Service. 

( 6) Stock Bonus Plans. Stock bonuses which are not disallowed 
by the provisi,ns of (5) above are acceptable as a form of compensation, and 
the costs thereof are allowable subject to all conditions pertinent under sub
paragraph (4) above and meet the following requirements: 

(i) The valuation placed on the stock for the purpose of 
calculating such cost must be computed on a sound· 
basis. 

(ii) In the case of unlisted stock having no current market, 
the contractor must demonstrate the values ascribed 
thereto are fair and reasonable. 

(iii) Bonuses paid in the form of previously unisrued stock 
of an affiliate will not ordina~ be allowed unless 
it can be demonstrated that_there exists a bona fide 
ams-length agreement and the values ascribed to such 
stock are fair and reasonable. 
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(iv) Claims for accrual.s of compensation under a stock 
bonus arrangement prior to acquisition of stock by 
employees will not be a1lowable unlea s arrangements 
are made for appropriate credit adjustment of costs 
in the event such stock is not acquired by employees. 

{7) The determination of allowabUity o£ the cost of pension 
plans, training and education, overtime 1 extra pay and multi-shift premiums 
and other fringe benefits will be in accordance with paragraphs ( q), (bb), 
(o), and (i) respectively. 

(e) Contributions and Donations. Reasonable contributions and 
donations to established non-profit charitable, scientific, educational and 
civil defense organizations are allowable provided they (i) may reasonably be 
expected to result in future benefits to the contractor through advancing, · 
directly o::- indirectly, the technology of his industry or increasing the supply 
of trained manpower available to it, (ii) are in lieu of the cost of similar 
facilities which the contractor woul.d have to provide, such as employee medical 
or recreational facilities, or (iii) are expected of the contractor by the 
community and it can reasonably be expected that the prestige of the contractor 
in the community would suffer through the lack of such contributions. 

The propriety of the amount · of particular contributions and the 
aggregate thereof for each fiscal period must ordinarily be judged in the light 
of the pattem of past contributions, particularly those made prior to the 
placing of Government contracts o The amount of each allowable contribution 
must be deductible for purposes of Federal income tax, but this condition 
does not,. in itself, justifY allowability as a contract cost. 

(f) Depreciation. (l) Depreciation is a charge to current. opera
tions which distributes the cost of a tangible capital asset, less estimated 
residual value, over the estimated useful lite of the asset in a systematic 
and logical manner. It does not involve a process of valuationo Useful lite 
has reference to the prospective period of economic usefulness in the particu
lar contractor's -operatione as distinguished from p~sical liteo 

(2) Depreciation on a contractor• s plant, equipment, and other 
capital facilities is an allowable element of contract cost; provided that the 
amount thereof is computed: 

(1) upon the property cost basis used by the contractor· for 
Federal income tax purposes (see Section 167 of the 
Internal Revenue Coda of 1954); or 

(ii) in the case of nonprofit or tax-exempt organizations, 
upon a property cost basis which could have been used 
by the contractor for Federal incane tax purposes 
had such organizations been sUbject to the payment 
of inc ane tax; and in either case 

(iii) by the consistent application to the assets concerned 
of aqy generally accepted accounting method, including 
those recognized by Section 167 of the Internal 
Revenue Code ot 1954. 
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Depreciation should usuall1 be allocated to the contrac~ and other work as 
an indirect cost. 'l'he amount or depreciation allowed in any accounting 
period may, consistent with the basic objectives set forth in (l) above, 
var:f with volume or production or use or multi-shift operations. 

(3) Where a contractor has received a determination of "true 
depreciation" from an Emergenc.y Facilities Depreciation Board relating to 
an emergency facility covered by a certificate or necessity, it may elect 
to use either normal or "truett depreciation. However, the method elected 
must be followed consistently throughout the lif'e of the emergency facility. 
~fuere an election is made to use normal depreciation, the amount thereof 
shall be computed in accordance with ( 2) above o Where an election is made 
to use 11true depreciation, 11 the amount allowable as depreciation: 

(i) with respect to the emergency period (5 years), 
shall be computed in accordance with the deter.mina
tion of the Emergenc,y Facilities Depreciation 
Board; and 

(ii) after the end of the emergency period, shall be 
computed by distributing the remaining undepreciated 
portion of the cost of the emergency facilit,r over 
the balance of its useful lite (but see (4) below); 
provided the remaining undepreciated portion of 
such cost shall not include arq amount of unrecovered 
"true depreciation." 

(4) Depreciation on idle or excess facilities shall not be 
allowed except on such facilities as are reasonably necessary for current 
and immediatelY prospective production. 

(S) Unless otherwise provided for in the contract, no use 
charge shall be allowed for assets still in use which have been fully de
preciated on the contractor's books or acquired without cost. Use charges 
for assets not fully depreciated on the contractor's books are unallowableo 

(g) Employee Morale, Health, and Welfare Costs and Credits~ 
Reasonable costs of health and welfare activities, such as house publica
tions, health or first-aid clinics, and employee counselling services, 
incurred, in accordance with the contractor's established practice or 
custom in the indust:ry or area, for the improvement ·or working conditions, 
employar-emplC'yee relations, employee morale, and employee performance, are 
allowablee Such costs shall be equitably allocated to all work of' the 
ca.ntractore Income generated from aqy of these activities shall be 
credited to the costs thereof unless such income has been irrevocably 
set over to employee welfare organizations. 
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(h) Food Service Costs and Credits. Food services include 
operating or furnishing facilities for cafeterias, dining roams, cantee~ 
lunch wagnns, vending machines, or similar types of services for the con-· 
tractor's employees at the contractor's facilities or facilities controlled .. 
by the contractor. Profits {except profits irrevocably set over to an 
employee welfare organization of the eontraetor in amounts reasonablY 
useful for the benefit of the employees at the site or sites of contract· . 
performance) accruing to the c•ntractor fran the operati~n of these ser
vices, whether operated by the contractor or by' a coneessinnaire, shall be 
treated as a credit, and allocated, to all activities served. Reasonable 
losses f~m operation of such services are allowable when it is the p~ 
of the contractor to operate such services at a profit or at cost; provided, 
however, that such losses are allocated to all. activities served. When it 
is the polie,y of the contractor to furnish such services at a loss, losseA 
on such operation shall not be allowed as a cost unless specifically pro
vided for in the contraet. 

(i) Fringe Benefits. Fringe benefits are allowances and servie.es. 
provided by the contractor to its empl~ees as compensation in addition t~ · 
regular wages and salaries. Costs of fringe benefits, such as pay for 
vacations, holidays, sick leave, military leave, and emplt-~yee insuranc@, 
are allowable to the extent required by law, employer-employee agreement, 
or an established policy of the contractor (but see (d) above, and (j)(3)(v), 
(o) and (x) below). · 
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( j) Insurance and Indemnification. 

( 1) Insurance includes ( i) those types of insurance "Whi.ch the con
tractor is required to carry under the terms of the contract, or by specific 
instruction of an authorized representative of the Government, and ( ii) any 
other insurance for which the contractor seeks reimbursement under the contract. 
Indemnification includes securing the contractor against liabilities to third 
persons not compensated b,y insurance or otherw~e. 

{2) Costs of insurance req~red or approved, and maintained, pursuant 
to the contract, are allowable. 

(3) Costs of other insurance, not required to be submitted for approval 
but maintained by the contractor in connection with the performance of the con
tract, are allowable subject to the following limitations: 

( i) types and extent of coverage shall be in accordance with 
sound business practice and the rates shall be reasonable 
under the circlL:'1Stances; · 

(ii) costs allowed for use and occupancy insurance shall be 
limited to exclude coverage of profit, interest, Federal 
income taxes, and other i terns of cost unallowable under 
this Part; 

(iii) costs of insurance or any reserve covering the risk of 
loss of or damage to Government-owned property are unallow
able except to the extent that the Government shall have 
approved or required such insurance or reserve; 

(iv) costs of providing a reserve for a self-insurance program 
are unallowable unless the program has been approved by 
the Military Department concerned; and 

(v) costs of insurance on the lives of officers, partners, or· 
proprietors, are unallowable except where such insurance 
is part of an employee plan which is not unduly restricted. 

(4) The Government is obligated to indemnify the contractor only to the 
extent expressly provided for in the contract. Therefore, except as otherwise 
expressly provided for in the contract, actual losses not reimbursed b,y insurance 
(through an approved self-insurance program or otherwise) are unallowable. 

(k) Labor Relations Costs. Costs incurred in maintaining satisfactory rela
tions between the contractor and its employees, including costs of shop stewards, 
labor management committees, employee publications, and other related activities 
are allowable. 

10 
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(1) Maintenance and Repair Costs. 

(1) Costs, necessary for the upkeep of property (including Government 
property unless otherwise provided for), which neither add to the permanent value 
of the property nor appreciably prolong its intended lire, but keep it in an 
efficient operating condition, are allowable (but see ASPR 15-204.3(d)). Expendt
tures for plant and equipment which, according to generally accepted accounting 
principles, should be capitalized and subjected to depreciation are allowable 
only on a depreciation basis. 

(2) Costs of maintenance and repair, which are delayed from a period 
prior to the contract for some reason. such as abnormal operating conditions or 
lack of funds and are perfonn.ed during the contract period, are unallowable unless 
specifically provided for in the contract. Likewise, the estimated cost of main
tenance and repair norma.lly required but not accomplished during the period of 
the contract are unallowable unless specifically provided for in the contract. 

(m) Manufacturing and Production Engineering Costs. Costs of manufacturing 
and production engineering, inCluding engineering activities in connection with: 

(1) current manufacturing processes such· as motion and time study, 
methods analysis, job analysis, and tool design and improve
ment; and 

(ii) current production problems, such as materials analysis for 
production suitability ·and component design for purposes 
of simplifying production; 

are allov1able • 

(n) Material Costs. 

(1) Costs of direct and indirect ·material, and collateral items such as 
inbound transportation and intransit insurance, are allowable, subject, however, 
to (2) through.(6) below. In computing costs of material, consideration will be 
given to reasonable overruns, spoilage, and defective work {for correction of 
defective 'Work, see the provisions of the contract relating to inspection and to 
correction of defective work). 

( 2) Costs of ma.terial shall be suitably adjusted for applicable portions 
of income and other credits, including available trade discounts, refunds, 
rebates, allowances, and cash discounts, and credits for scrap and salvage and 
material returned to vendors. Such income and other credits shall either be 
credited directly to cost of the material involved or be allocated (as credits) 
to indirect costs. However, where the contractor can demonstrate that failure to 
take cash discounts was due to circumstances beyond its control, such lost dis
counts need not be so credited. 

(3) When material is purchased specifically for and identifiable solely 
with performance under a contract, the actual purchase cost thereof should be 
charged to that contract. 
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. ( 4) If material is issued from. atock ~ any generally rec.ognized method 
of pricing such mater·ial is acceptable if that method is consistently_ applied 
and the results obtained are equitable. 

(5) Reasonable charges or credits arising from .a difTerence between 
periodic physical inventory quantities and related ~terial control records shall 
be included in arriving at the cost of performance if such charges or credits 
(i) do not include "write-downsn or ttwrite-ups 11 of value,·and (ii) relate to the 
period of performance of the contract. 

(6) Costs of material or services sold or transferred between plants, 
divisions, or organizations, under common control, shall be allowable only to 
the extent of: 

(i) the cost to the transferor; or 

(ii) the prices of other suppliers for the same or substantially 
similar items; · 

whichever is the lower, unless factors other than price warrant allowance on the 
basis of the cost to the transferor; provided that, in the case of any item 
regularly manufactured and sold by ~~ such transferor through commercial chan
nels, a departure from this cost basis is permissible if the charge to the con
tract does not exceed: 

(i) the transferor's sales price to its most favored customer 
for the same item in like quantity;' or 

(ii) the prices of other suppliers for the same or substantially 
similar items; 

whichever is the lower, unless factors other than price warrant allowance on the 
basis of the transferor's sales price to its most favored customer. 

( o) Overtime, Extra-Pay Shift, and Multi-Shift Premiums. The premium portion 
of overtime, extra-pay shift, and multi-shift payments to direct labor employees 
shall be separa.tely identified. Costs of such premiwns on direct labor are 
allowable only to the extent expressly provided for in the contract or otherwise 
approved by the Government and may be classified as either direct or indirect 
labor costs. lr.!heil direct labor cost is the base for distribution of overhead, 
such premiums shall not be included in that base. When such premiums are 
charged as indirect costs, the amount allocated to Government contracts shall 
be equitable in relation to (i) the amount of such premium costs allocated to 
non-Government work being concurrently performed in the contractor•s plant and 
(ii) the factors which necessitate the inc~~ence of the costs. The premium 
p~rtion of overti.'Tle, extra-pay shift, and multi-shift payments to indirect labor 
employees is allowable, if r~asonable, and if .allocated on a pro rata basis to 
commercial as well as Government work. 
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(p) Patent Costs. Costs of preparing ~losures, reports, and other docu
ments required bY the contract and of searching the art to the extent necessary 
to make such invention disclosures, are allowable. Upon the .written authoriza
tion of the contracting officer, costs of prepariDg~oc~, and any other 
patent costs, in connection with the filing of a patent application where title 
is conveyed to the Government, are allowable. (See also ( v) and ( w) below. ) 

( q} Pension Plans. 

(l) A pension plan is a plan which is established and maintained by a 
contractor primarily to provide systematically for the p~nt of' definitely 
determinable benefits to its employees over a period of years, usually for life, 
after retirement. Such a plan may include disability, withdrawal, insurance, 
or survivorship benefits incidental and directly related to the pension benefits. 
Such benefits, generally, are measured b,y, and based on, such factors as years 
of service and compensation received by the emplo.yees. The determination of the 
amount of' pension benefits and the contributions to provide such benefits are 
not dependent upon profits. Benefits are not definitely determinable if funds 
arising from forfeitures on termination of services or other reason may be used 
to provide increased benefits for the remaining participants instead of being 
used to reduce the amount of contributions by the employer. A plan designed to 
provide benefits for employees or their beneficiaries to be paid upon retirement 
or over a period of years after retirement shall be considered a pension plan if, 
under the plan, either the benefits payable to the employee or the required con
tributions by the contractor can be determined actuarially. (Retirement plans 
which are based on profit-sharing shall not be considered to be pension plans 
within this paragraph (q). ). 

(2) Consideration, and approval or disapproval, of all pension plans and 
the method of determination of the costs thereof shall be the responsibility of 
the De~artment to which audit cognizance is assigned and subsequent action taken 
by that Department will, generally, be accepted by the other Departments. Such 
plans must meet the qualification requirements prescribed b.Y Section 401 of the 
Internal Revenue Code of 1954 (P. L. 591, 83rd Cong., 2d Sess., 68A Stat. 134}. 
Prior to approval of such plans by the cognizant Department, approval by Internal 
Revenue Service shall be obtained in the case of: 

(i) contractors who are subject to Federal income tax, and 

(ii) nonprofit or tax-exempt contractors who have submitted 
their plans for approval by Internal Revenue Service; 

however, approval of a plan by the Internal Revenue Service does not necessarilY 
assure the allowance of the costs of such a plan by the Department concerned. In 
the case of all other plans, compliance with the qualification requirements of 
Section 401 of the Internal Revenue Code of 1954 shall be de~ermined by the cog
nizant Department using, insofar as applicable, the regulations, criteria, and 
standards of the Internal Revenue Service. 

(3) To the extent pension plans are approved by the cognizant Militar,y 
Department, costs thereof are allowable subject to the following conditions: 
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(i) the re~iremerits of .AsPR 15-201.2 shall be satisfied; 

{ii) such costs, including excess contributions (see Section 
404(a)(l)(D} of the Internal Revenue Code of 1954), shall 
not exceed-

(A) the amount claimed and deductible for Federal income tax 
purposes in the current taxable period; or 

(B) in the case of nonprofit or tax-emempt organizations, the 
amount which could have been claimed and deducted for Fed
eral income tax purposes in the current taxable period had 
such organizations been subject to the payment of income tax; 

{iii) in cases where the Internal Revenue Service withdraws approval of 
a plan, an appropriate adjustment of contract costs shall be made 
for contributions which previously have been allocated to and 
allowed·as contract costs and ~ich--

(A) are disallowed for tax purposes; or 

(B) in the ease of nonprofit or tax-exempt organizations, could 
have.been disallowed for tax purposes had such organizations 
·ucen subject to the payment of income tax; and 

(iv) in determining the net pension plan costs allocable to militar,y 
contracts, and in addition to making appropriate adjustments 
for credits or gains arising out of normal employee turnover, 
consideration shall be given, in accordance with (A) or (B) 
below, to possible future abnormal termination credits or gains 
which may arise with respect to individuals for wham pension plan 
costs have been or are being incurred b.Y the contractor but whose 
employment will terminate before the,y acquire a vested right to 
the benefits under such plans -

(A) when such abnonnal termination credits or gains are fore
seeable and can be curTently evaluated with reasonable 
accuracy, an equitable adjustment of current costs to give 
effect to such anti~ipated future credits or gains shall be 
made, either by reducing the current costs otherwise allo
cable, or b,y obtaining realistic recognition in the actuary's 
calculation of current costs, so that the current costs do, 
in fact, renect the reduction for the abnormal termination 
credits or gains which are anticipated; and such adjustment 
shall be reflected in the contract, in an amendment thereto, 
or in some other writing binding on the Government and the 
contractor; or 



. ,. 

(B) when suoh abn,.,rmal termination C'redits or gains, 
whether or not foreseeable --

(I) cannot be currently evaluated with reasonable 
accuracy; or 

(II) have not been the subject or adjustment under (A) 
above; 

pension plan costs incurred under the contract shall be 
subject to retrospective accounting and any necessary 
adjustment for such subsequent termination credits or 
gains unless the Goverll:llent and the contractor agree upon 
a method or determining such adjustment, or agree upon 
an equitable adjustment; any such agreement shall be 
reflected in the contract, in an amendment thereto, or 
in a separato agreement binding on the Government and 
the contractor. 

(4) The allowability or costs of lump sum purchases of annuities 
or of lump sum oa.sh payments or perindic cash payments made to provide pension 
benefits for retiring or retired employees other than such costs .incurred under 
approved pension plans shall be subject to consideration on an individual case 
basiso 

(r) Plant Protection Costs. Costs of items such as wages, uniforms 
and equipment of personnel engaged in plant protection; depreciation on plant 
protection capital assets; and necessary expenses to comply with military. . 
security requirements are allowable. 

(s) Professional Service Costs - Legal, Accounting~ Engineering, and 
other., 

(1) Costs of professional services rendered by the members of a 
particular profession who are not employees of the contractor ara allowable~ 
subject to (2) and (3) below. when reasonable in relation to the services 
rendered and when not contingent upon recovery of the oost& from tho Govern
ment (but see ASPR 15-204o3(f)). 

(2) Fa.o·i.io:-s to be considered in determining the a.llowabili ty of 
costs in a particular case includes 

(1) the past pattern of such oosts, particularly in the years 
prior to the award of Government contracts; 

(ii) the impaot of Goverument contracts on the contractor's 
business a 

(iii} the nature and scope of managerial services expected of 
the contractor's own organizatiQDD; and 
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(iv) whether the proportion of Government work to the con
tractor's total business is such as to influence the can
tractor in favor of i1curring the cost, particularly where 
the services rendered are not a continuing nature and 
have little relationship to work under Government contracts. 

Retainer fees to be allowable must be reasonably supported by evidence of 
services rendered. 

(3) Costs of legal, accounting, and consulting services, and related 
costs, incurred in connection with organization and reorganization, defense of 
anti-trust suits, and the prosecution o£ claims against the Government, are 
unallowable. Costs of legal, accounting, and consulting services, and related 
costs, incurred in connection with patent infringement litigation, are unal
lowable unless otherwise provided for in the contract. 

(t) Reoruiting Costs. Costs of "help wanted" advertising, operating 
costs of an employment office necessary to secure and maintain an adequate 
labor force, costs or operating an aptitude and ~ducational testing progr~, 
travel costs o£ employees while engaged in recruiting personnel, and travel 
costs of applicants for intervie~ for prospective employment are allowable. 
Where the contractor uses employment agencies, costs not in excess of standard~ 
commercial rates for such services are also allowable. Costs of special benefits 
or emoluments offered to prospective employees beyond the standard practices in 
the industry are unallowable. 

(u) Rental Costs (Including Sale and Leaseback of Facilities). 

(1) Rental costs of land, buildings, and equipment and other personal · 
property are allowable if the rates are reasonable in light of such factors· .. 
as the type, life expectancy, condition, and value of the facilities leased, 
options available, and other provisions of the rental agreement. 

(2) Charges in the nature of rent between plants, divisions, or 
organizations under cOMmon control are unallowable except to the extent suoh 
charges do not exceed the normal costs of ownership, such as depreciation~ 
taxes, insurance, and maintenance; provided that no part of such costs shall 
duplicate any other ·allowed costs. 

(3) Unless otherwise specifically provided in the contract, rental 
costs specified in sale and leaseback agreements, incurred by ·contractors 
through s~lling plant facilities to investment organizations, such as insurance 
companies, or to private investors, and concurrently leasing back the same 
facilities, are allowable only to the extent that such rentals do not exceed 
nor.mal costs, such as depreciation, taxes, insurance, and maintenance, borne 
by the lessor, whioh would have been incurred had the contractor retained legal 
title to the facilities. 

(v) Research and Development Costso 

(1) Research and development costs (sometimes referred to as general 
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engineering costs) are di Tided into two major oatag.ori.es • for the purpose of 
contract oostinga (1) general research, also referred to as basic research, 
fundamental research, pure research, and blue-sley- research; and (ii) related 
research or development, also referred to as applied researoh, product research, 
and product line research. 

(2) General ~esearoh is that type of resea.roh which is directed 
toward increase of knowledge in science. In such research, the primary aim of 
the investigator is a ~uller knowledge or understanding ot the eubject under 
study, rather than a ~~aotioal ap~lication thereof. Costs of independent 
general research (that which is nvi:i sponsored by a contract~· grant, or other 
arrangement) are all~able to the extent specifically provided in the contract. 

(3) Related research is that type of research which is directed toward 
practical application of science. Development is the oystematic use of scientific 
knowledge directed toward the production of useful materials, devices, methods, 
or processes, exclusi~ of design, manutaoturins, aud. pro-lt,~tion engineering 
(see (m) above). CoetJ ot a oon..:.~:,.·acto~:s 1ndep3ndent re~.a-f::3d re<F,arch and 
development (that whioh is not s~;vnsore:O. ">y a contre.o·:;, g.c·t::J.t, rJt" other arrarige
ment) are allowable under f.J:lJ.Y oost-reimbw.·sement type, productiO!.i. contract; pro
vided the research and development are related to tho contract product line and 
the costs are allocated to all production work of the contractor on the contract 
product line; and provided further that the contractor discloses to the Govern
ment the purposes and results of the research and development. Such costs are 
unallowable unr:'.er oo'"'·~ ... rei::bl.t."':"sement t:y-:;..::;- resecoh e~.·1 da~l Op!DSnt contractso 

(4) Independent re3earoh and development ~-rojects shall absorb their 
appropriate share of the indi1•ect costs of the d6pa."'."tment where the work is 
performed. 

(6) Research and development costs (including amounts capitalized), 
regardless of their nature, which were incurred in accounting periods prior 
to the award of a particular contract, shall not be allocated to that contract 
unless allowable as precontract costs (cee ASPR 16-204.3(k)). 

(w) Royalties and Other Costs tor Use of Patents. Royalties on a patent 
or invention, or amortization of the oost of acquiring a patent or invention 
or rights thereto, n~cessary tor the proper performance of the contract and 
applicable to contract products or processes, are allowable to the extent 
expressly set forth in the contract or otherwise authorized by the contracting 
officer; provided that where the Government has a license or the right to tree 
use of the patent or invention such costs are unallowable; and provided further 
that where ·the patent has been adjudicated to be invalid such costs incurred 
thereafter are unallowableo · 

(x) Severance Pay. 

(1) Severance pay, elso commonly referred t~ as dismis~al wages,: 
is a payment in addition to regular salaries and wage~, by oontr~~tors to 
workers whose employment is being terminated. Costs ot severance pay are 
allowable only to the extent t~at, in each case, it is required b,y (1) law, 
(ii) employer-employee agreement; (iii) established policy that constitutes, 
in etfeot, an implied agreement on the contractor's part, or (iv) circumstances 
of the particular employment. · 
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f'o:!.lo:-rs: 

(i) aotu!'.l normal -tu..~over senranos pay;n~nts ehall be 
alloc:ated to e.ll wo~k performed in tha contractor's 
plan:~; or • where the contractor provides for a.-Jor il&l 
~r pay for no~m~l severance such method will be 
aooeptab!3 if the amount of the eoc~ual is reaso~able in 
l;_gh~i of paym~nts actually maee for normal saveranoes 
ove;(' a rep~es'9nt~.:ci 7e pe..st period. and it amounts a.corued 
a~e allocated to all work performed in the contractor's 
plant; and 

(ii) a.bn·::>rmal or mass severance payments actually made upon 
cAssatiou of work ·when there is no reasonable prospeo~ 
o.~ _,ontinuing employme!1t ~n othel· work ot th9 c~l:'.t.·ec·;:;or 

i::i~ .. all be assi;ned to th.e ~ntire \)eric:i er t~c ~t:loyment 
o ... · th.!> ·i;;en.:.;_utia.ted em!'loye-3s ani. equ:i.i..:J.hly t-l \caa·ced to 
all wc:.-k performed :..x: the contractor t s !JlPnt ci.u..l"illg that 
per ioC. . ., -~ r as~rve.ticn in "'vhe final release may be made 
\7h6n it is t·ae.so?lable to assume that severance pe.y allocabls 
·t;o the contract will b3 mads in ".;hs fu"'.;ure. 

(y) SpaoiG.l '::o,.,:ing Cost~.. Th,:, tdrm "sp8cial ~:oolingr meana propert".f of 
s..t'.'l• speeie.lizeC.. ~:ua.t~h~s US'=', V\~ th">ut eubs"L~tial modification c,r al tera
tion, is limitsci to ~hE- pt·i.>ci.t:.o-c1.on ot th~ p&.rt::.ou~. ~4 supr·l!sa or the :p~rfox·manoe 
of the particular ~6~~~es fo~ which ao~ared ~r furnishedo It inoludaR 11 but 
is noi:i limiteG. to, jigs, dies, fi..r...u::-es, ll'.old9, patterns, special taps, special 
gauge aS) and E pec:ial test eq.,ip:mexr~. Costs of speoial . tooling e.oquired for 
performance uf the oontr~ot ara all~7able and shall be charged directly there~?. 

(z) Taxe!. 

(1) Taxas are eha~~eA l~~ieu by FeCt.e:·e.l. Ste.te, or local governments. 
They do net include tines e.Jlci ~na.ltiea eT-'l&pt e.a ctherwiae prcvid.ed herein. 
In gen&r~l, taxefl (:i.noluding S·~ata end loc.!\1 ine~me taxes) which the oontraotor 
i.~ reqt;.i~ecl to pey t:'.!ld wh:t.en a.~·e p9.id o ... • e.:scruet;. in a.coordanoe with generally 
L -- .,F·:-: •C: c:.··. ~~-,y-.,-:::~ :1p-; :p:r~oiples a.re al~.owable • ~xoapt .f'o:-: 

(i) Federal i.ncom~ o~a. excat.:s profits taxes; 

(ii) taxes in coDL.3otion with tinancinE:;, :retin~moi.i.lg or refunding 
operations (sea ASPR lS-G04.3(f))~ 

(iii) ta.:..:es i'r<.>m t;hich sxemptions a:~ a:V'ailable to tha c ont:-actor 
direct.l~r cr e.V"'o.i lable to 'the oontrg,cto:i• based on an e4temption 
afforded the Go\er~~t a~oept when the oontr~cting officer 
datelinb.ee tha.t ·iihe a.Oin.inir.;trative b~den incident to ob
ta;.nin~ the exemption outw-eighs the corresponding bttnetita 
e.ocruing to the Government; and 

J.8 



· .. · .. ·~ ... ~, 

·-"" 

(iv) special assessments on land which represent capital im-· 
provementso 

(2) Taxes otherwise allowable under (1) above, but which may be 
illegally or err~neously assessed, are all~able; provided that the contractor 
prior to payment of such taxes: 

(i) promptly requests instructions from the contracting officer 
concerning such taxes; and 

(ii) takes all action directed by the contracting officer, including 
cooperation with and f~r the benefit of the Government, to 
(A) dete~ine the legality of such assessment or, (B) secure 
a refund of suoh taxesa 

Reasonable cost of any such action undertaken by the contractor at the direction 
of the contracting officer are allowable. Interest and penalties incurred by 
a contractor by reason of the nonpayment of any tax at the direction ~f the 
contracting cfficer or by reason of the failure of the oont~acting officer tc 
assure timely direction after prompt request therefor, are alsQ allowable. 

(3) Any refund of taxes, interest, or penalties, and any payment to 
the contractor of interest thereon~ attributable to t~~es, interest, or penalties 
which were allowed as contract costs, shall be credited or paid to the Government 
in the ma~~er directed by the Government~ provided ~~y interest actually paid 
or credited to a contractor incident to a refund of tax, interest and penalty 
shall be paid or c~edited to the Government only to the extent that such interest 
accrued over the period during which the contractor had been re~~bursed by the 
Government for the taxes, interest, and penalties. 

(aa) Trade, Business, Technical, and Professional Activity Costso 

(1) l·!Ie!nberships o Ccsts of membership in trade, business, teoh.'"lical, 
and professional organizations are allrwable. 

(2) Subscriptionso Costs of subscriptions to trade, business, pro
fessional, and technical peri"dicals .are all~wable. 

(3) Ivieetings and Conferenoesc:a Costs of meals~ transportation, rental 
of facilities for meetings, and costs incidental thereto, when the primary 
purpose of the incurrence of such costs is the dissemination of technical in
for~atio~ or the stimulation of production, are allow~bleo 

('bb) Training and Educational Costs. 

(1) ·costs of preparation and maintenance of a program of instruction 
e.t noncollege level, desigre.d to increase the vncational effectiveness of bona 
fide emplcyees, including training materials, textbooks, salaries or wages of 
train2es during regular working hours, and 

(i) salaries of the director of training and staff when the 
training program is conducted by the contractor; or 
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(11) tuition and fees when the training is in an institution 
not operated by the contrac·tor; 

are allowable., 

(2) Costs of part-time technical, engineering and scientific education, 
at an under-graduate or post-graduate college level, related to the job require
ments of bona fide employees, including· only: 

(i) ·training materials; 

(ii) textbooks; 

(iii) fees charged by the educational inetitution; 

are allowableo 

(iv) tuition charged by the educational institution, or ,in· 
lieu of tuition, instructors' salaries and the related 
share of indirect cost of the educational institution, 
to the extent that the sum thereof is not in excess of 
the tuition which would have been paid to the participating 
educational insti tuttonJ .. f1nd 

(v) etraight-time compensation of each employee for time spent 
attending classes during working hours not in exoess of 
156 hours per year where circumstances do not permit the 
operation of classes or attendance at classes after 
regular working hours; 

(3) Costs of tuition, fees, training materials and textbooks (but not 
subsistence, salary, or any other emoluments) in connection with full-time 
scientific and engineering education at a post-graduate (but not under-graduate) 
college level related to the job requirements of bona fide employees for a 
total period not to exceed one school year for each employee so trained, are 
allowable. In unusual cases where required by military technology. the·period 
may be extended. 

(4) Maintenance expense, and normal depreciation or fair rental, 
on facilities owned or leased by the contractor for training purposes are 
allowable to the extent set forth in (1), (r) and (u) above, respeotivelyo 

(5) Grants to educational or training institutions, including the 
donatioil of facilities or other ~roperties, scholarships or fellowships, are 
considered contributions (see (e) above). . 

(oo) Transportation Costs. Transportation costs include freight, express, 
cartage, and postage charges relating either to goods purchased, in process, 
or delivered. ~~hen such costs can readily be identified with the items in
volved, they may be direct coated as transportation costs or added to the 
cost of such items (see (n) above). ~ere identification with the materials 
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received cannot readily be made, inbound transportation costs may be charged to~ 
the appropriate indirect cost accounts it the contractor foll~s a consistent 
equitable procedUre in this respect. Outbound freight, if re~bursable under 
the terms of the contract, should be treated as a direct cost. 

(dd) Travel Costso 

(1) Travel costs include costs of transportation, lodging, subsistence, 
~d incidental expenses, incurred by contractor personnel in a travel status 
while on official company businesso 

(2) Travel costs incurred in the nor.mal course of over-all adminis
tration of the business and applicable to the entire business are allawablee 
Such costs shall be equitably allooated to all work of the contractor. 
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(3) Subsistence and lodging, including tips or similar incidental 
costs, are allowable either on an actual or per diem basis. The basis 
selected shall be consistently folio-:~ o d. 

(4) Costs of personnel movement of a special or mass nature are 
allowable only when authorized or approved in writing by the contracting 
officer. 

(ee) General. 

(1) Such recurring oosts as registry and tra.nsf'er charges resulting 
from changes in ownership of securities issued by the contractor, cost of 
shareholders• meetings, proJtY solicitations, preparation and publication 
of reports to shareholders, preparation and submission of required reports 
and forms to taxing and other regulator,y bodies, and incidental costs of 
directors and committee meetings are allowable. Such costs shall be 
equitably allocated to all work of the contractor. 

( 2) Certain costs discus sed in ASPR 15-204.3 are allowable if' 
expressly provided for in the contract, or, in sane cases, if approved 
in writing by the contracting officer. See for example: 

(i) ASPR l$-204.3(e) 

(ii) ASPR l$-204.3{i) 

(111) ASPR J.$-204.3(k) 

(a) Bad Debts. Bad debts, including losses {whether actual or esti
mated) arising from uncollectible customers' accounts and other claims, 
related collection costs:) and related legal costs are unallowable. 

(b) Contingency Reserves. Contingency reserves, created and main
tained to provide for events the occurrence of t-mich cannot be foretold 
with certainty as to time, intensity, or even with an assu.~anc-.e of the:tr 
happening, &··e unallowable. (For self-insurance programs, see .ASPR 
1$-204.2\j)). . 

(c) Entertainment Costs. Costs of amusement, diversion, social 
activities, and incidental costs relating thereto, such as meals, lodging, 
rentals, transportation, and gratuities, are unallowable (but see ASPR 
l$-204.2(g),{i), and (aa)). 
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(d) Excess Facility Costs. Costs of maintaining, repaJ.rmg, and housing 
idle and excess contractor-owned facilities, except those reasonably neces
sary for current and immediately prospective production purposes, are 
unallowable. The costs of excess plant capacit,y reserved for defense mobili
zation production shall be the subject of a separate contract. 

(e) Fines and Penalties. Costs resulting from violations of, or failure 
of the contractor to comply with, Federal, State, and local laws and regu
lations are unall.owable except when incurred as a result of ·compliance 
with specific provisions of the contract, or instructions in writing from the 
contracting officer. 

(f) Interest and Other Financial Costs. Interest (however represented), 
bond discounts, costs of financing and refinancing operations, legal and 
professional fees paid in connection with the preparation of the prospectus, 
costs of preparation and issuance of stock rights, and costs related thereto 
are unallowable except for interest assessed by State or local taxing au
thorities under the conditions set forth in ASPR 15-204.2(z) (but see ASPR 
15-204.2(ee)(l)). 

{g) Losses on Other Contracts. An excess of costs over income under 
arry other contract (including the contractor's contributed portion under 
cost-sharing contracts), whether such other contract is of a supply, research 
and development, or other nature, is unallowable as a cost of performance 
of the Government contract. 

(h) Organization Costs. Expenditures, such as incorporation fees, 
attorney's fees, accountants fees, brokers fees, fees to promoters and 
organizers, in connection with (i) organization or reorganization of a business, 
or (ii) raising capital, are unallowable (see (f) above). 

( i) Precontract Costs. Precontract costs are those which are incurred 
· prior to the effective date of the contract and which would have been allowable 

thereunder if incurred after such date. Such costs are unallowable unless 
specifically set forth and identified in the contrac~. 

(j) Profits and Losses on Disposition of Plant, Equipment, or Other 
Capital Assets. Profits or losses of aqy nature arising from the sale or 
exchange of plant, equipment, or other capital assets, including sale or 
exchane:e of either short or long term investments, shall be excluded in 
computing contract costs (but see ASPR 15-204.2(f)(2} as to basis for de
preciation). 

(k) Reconversion Costs. Reconversion costs are those incurred in the 
restoration or rehabilitation of the contractor's facilities to approximately 
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the same physical arrangement and condition existing immediately prior 
to commencement of the military contr~ct work and include the-cost of 
removal of Government property. Reconversion costs are unallowable 
except that the cost of removing Government property and the restoration 
or rehabilitation costs caused by such removal are allowable if specifically 
provided for in the contract. 

(1) General. 

(1) In addition, certain costs discussed in ASPR 15-204.2 are 
stated to be unallowable. See for example: 

(i) Advertising Costs, ASPR 15-204.2(a), last sentence; 

(ii) Compensation for Personal Services, ASPR 1S.204.2(d)(3) 

(iii) DepRBeiation, ASPR 15-204.2(£)(4), and (5), last sentence; 

(fv) Professional Service Costs - Legal, Accounting, Engineering,. 
and Other, ASPR 15-204.2(s)(3), first sentence; 

(v) Recrui.ting Costs, ASPR 15-204.2(t), last sentence; 

('vi) Royalties and Other Costs for Use of Patents, ASPR 15-
204.2(w), both provisos; and 

(vii) Taxes, ASPR 15-204.2(z)(l)(i) through (tv). 

(2) Certain other costs discussed in ASPR 15-204.2 are unallowable 
unless expressly provided for in the contract, or, in some cases, if author
ized or approved by the Government. See for example: 

(i) Depreciation, ASPR 15-204.2(£)(5), first sentence; 

(ii) Food Service Costs and Credits, ASPR 15-204.2(h), last 
sentence; 

(iii) Insurance and Indemnification, ASPR 15-204.2(j)(3)(iii) and 
(iv), and (4); 

{iv) Maintenance and Repair Costs, ASPR 15-204.2(1)(2); 

(v) Overtime, Extra-Pay Shift, and ~~lti-3hift Premiums, 
ASPR 15-204.2(o), second sentence; 
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(vi) Patent Costs, ASPR l5-204.2(p), second sentence; 

(vii) Professional Service Costs - Legal, Accounting, Engineering, 
and Other, ASPR l$-204.2(s)(3), last sentence; 

(viii) Rental Costs (Including Sale and Leaseback of Facilities), 
ASPR lS-2o4.2(u)(3)J 

(ix) Royalties and Other Costs for Use of Patents, ASPR 15-
204.2(w); 

(x) Taxes, ASPR 15-204.2(z) (2); and 

(xi) Travel Costs, ASPR 1S-2o4.2(dd)(4). 
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OGC/GWM:lwt 29 March 1956 

Part 2 - S u p p 1 y , S e r v i c e , a n d R e s e a r c h a n d D e v e 1 o p -
ment Contracts, with Organizations Having 
Commercial Type Accounting Systems 

15-200 Scope of Part. This Part sets forth principles and standards for 
the determination and allowance of costs in connection with cost-reimburse
ment type contracts and cost-reimbursement type subcontracts thereunder 
for procurement of supplies, services, and research and development work, 
with contractors or subcontractors having commercial type accounting 
systems. However~ this !-art does not apply to contracts for facilities, 
construction, or architect-engineer. service.s related to construction. It 
also does not apply to clauses in supply or service contracts which _pro-
vide for the furnishing o(industrial facilities. 

15-201 Basic Considerations. 

15-201.1 Composition of Total Cost. The total cost of a cost-reimbursement 
type contract is (i) the allowable direct costs, plus (ii) the allocable portion 
of allowa.bi.e indirect costs, less (iii) any applicable credits. 

15-201.2 Factors Affecting Allowability of Costs. Factors to be considered 
in determining the allowability of costs include (i) reasonableness, (ii) appli
cation of generally accepted accounting principles and practices, (iii) signifi
cant deviations from the establisbed practices of the contractor which sub
stantially increase the contract costs, and (iv) any limitations set forth in 
this Part 2 or otherwise included in the contract as to types or amounts of 
cost items. 

15-20l.3 Credits. The applicable portion of income, rebates, allowances, 
and other credits received by or accruing to the contractor which is related 
to any allowed cost shall be credited to the Government either as a reduc
tion in contract cost or by a cash refund, as appropriate. 

15-202 Direct Costs. 

15-202.1 General. Items of cost which ~re readily identifiable with (i) a 
contract, or (ii) other work of the contractor, should be charged directly 
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to the contract or other work with which identified. This principle may be 
applied to items of cos~ such as freight, travel, communications, and engineer
ing services, as well a.s materials and productive labor, but when used must 
be applied consistently to all work of the contractor. When the accounting 
expense of direct costing of minor items would. exceed the .resulting benefits, 
individual items, which otherwise would be treated as direct costs, may be 
treated as indirect costs. Each element of direct cost is subject to the 
limitations of this Part as to allowabi.lity. 

15-202.2 Direct Material Costs. Direct material costs include the cost of 
~aw materials., purchased items, and items supplied from stock, which are 
directly incorporated into or attached to the end product or which are directly 
consumed or expended in the performance of a contract. 

15-202.3 Direct Labor Costs. Direct labor costs include salaries and wages 
specifically identifiable with and properly chargeable directly to the per
formance of a contract or other work of the contractor. Average rates may 
be us~d where the contractor demonstrates that the results are equitable. 
Direct labor costs may also include other associated costs, such as payroll 
taxes and workmen~s compensationinsurance, where it is the established 
practice of the contractor to treat these- items as a· part of direct labor costso 

.15-202.4 Other Direct Costs. Other items of cost may~ in particular cases, 
be charged directly to the contract where the contractor demonstrates that 
they are specifically related to the performance of the contract. When; 
however, items ordinarily chargeable as indirect costs are charged to a 
Government contract as direct costs, the cost of similar items applicable 
only to other work of the contractor must be eliminated from indirect costs 
allocated to the Government contract. 

15-203 Indirect Costs. 

15-203.1 GeneraL (a) Items of cost which are incurred for common or 
joint objectives, and which are not readily subject to tr~atment as direct 
costs in accordance with ASPR .15-202, should be accumulated for accounting 
purposes by logical cost groupings and charged by a process of 
allocation. Each element of indirect cost is subJect to the limitations of 
this Part as to a.llowability. 
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(b) The method of allocation of indirect costs must be based on 
the particular circumstances involved. The objective should be the selec-
tion of a method which will distribute the indirect costs in an equitable manner. 
The method used in connection with Government contracts shall, in order to 
be acceptable, conform with generally accepted accounting practices, be applied 
consistently, and produce equitable results. Any significant change in the 
nature of the business, the extent of subcontracting, fixed asset improvement 
programs, the volume of sales, the volume of production, manufacturing pro
cesses, the contractor's products, or other factors may require reconsidera
tion of the method previously used. Individual categories of indirect cost 
are discussed in ASPR 15-203.2 through 15-203.5. 

(c) The base period for allocation of indirect costs is the period during 
which such costs are incurred and accumulated for distribution to work per
formed in that period. The base period shall be representative of the period 
of contract performance and shall be sufficiently long to avoid inequities in 
the allocation of costs, but in no event longer than the contractor's fiscal 
year. When the contract is. performed over an extended period of time, as 
many ~~ch base periods will be used as will be required to represent the. 
pe.riod of contract performance. 

15-203.2 Indirect Manufacturing and Pr..ocluction Costs. Indirect manufactur
ing and production costs consist. of items····af cost which are attributable to 
the manufacturing and productive process as a whole. Allocation of indirect 
manufacturing and production costs on a time basis, such as direct l~:.box man
hours or machine-hours, is a method which generally produces accuracy and 
equity. Other acceptable methods of allocation, in appropriate circumstances, 
include direct labor dollars (exclusive of premiums for overtime, extra~ 
pay shift, and multi-shift, work) units processed, and prime costs of units 
processed. Departmentalization or the establishment of cost centers may 
be necessary in order to allocate the indirecl costs equitably. Factors to 
be considered in determining the necessity for departmentalization or 
establishment of cost centers include variety of products, complexity of 
processes, and relative labor and facility requirements for the various 
products. 

_15-203 .3 .. __ Indirect Engineering .Costs. Indirect engineering costs include 
such items as. costs of engineering supervision, engineering administra
tion, and ~ngineering supplies. Direct engineering activities from which 
indirect engineering costs may arise may include product design, tool 
design, experimental development, manufacturing and production develop
ment, layout of production lines, determination of machine methods, and 
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related blueprinting and draftina. Indirect engineering costs shall be 
allocated to the. benefited cont.rac:;t and other work of the contractor (see 
ASPR 15-204.2(v)(4)) on the -~asis of direct engineering man-hours expended, 
direct engine~ ring labor dollars {exclusive of premiums for overtime, extra
pay shift, and multi-shift, wo.rk), or some other equitable basis. 

15-203.4 Selling and Distribution Costs. Selling and distribution costs arise 
through marketing the contractor's products and include the costs of sales 
promotion, advertising, distribution, and other related activities. Generally, 
such costs are not allowable as a charge to Government cost-reimbursement 
type contracts (but see ASPR 15-~04.2(b)). However, subject to the other 
provisions of this Part, costs in this. category, including supervisory and 
clerical costs, whi.ch relate to te,~hnical, consulting, and other beneficial 
services, and which are for purpo$es such as application and adaptation of 
the contractor's products, rather than pure selling, are allowable if a 
reasonable benefit to Gover~e.nt· contracts is demonstrated. Such costs 
shall l?e ailocated to the con:t~~~-,~r's comme~cial work and its individual 
Government contracts Qn an ~qu.itab.le basis. B~cause of the special problems 
that arise in this area, the cont.,Jcto.r should ic;lent~fy in its records, by means 
of sub-accounts or other.wise, th,e ·1tems of selling and distribution cost con
sidered properly allocable to Government contracts. 

15-203.5 General and Administrative Costs. General and administrative 
costs consist of items of cost attributable to the overall management, 
supervision, and conduct of the business. Such costs shall be allocated to 
all work of the contractor, using any recognized method of allocation if 
equitable results are thereby obtained. Factors to be considered in determin
ing whether the results are equi.table include: 

(i) the ult~mate obje.ctive of allocating general and administra
tive costs to· the various activities of the contractor's 
business in proportion to the general and administrative 
effort involved; 

(ii) the results obtainable by using the input cost method {as 
used herein the· input cost method means the total costs 
incurred during· the period, exclusive of general and ad
minis~rative <:osts; however, inventories acquired for use 
under the contract shall be treated in the same manner as 
inventories acquired for other work of the contractor and 
facilities purchased under the contract shall not become 
part of input cost unless facilities acquired by the con
tractor for its own use are included therein); 
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15-204 

(iii) the ratio of each of the several cost components to the total 
cost of the contract (exclusive of general and administra.tive 
costs) compared to the corresponding ratios for the con
tra.c.tor' s plant or activity as a whole; and. 

(iv) other revelant factors including those mentioned in ASPR 
15-203.l(b). 

Principles and Standards for Selected Items of Cost. 

15-204.1 General. Applications of the above basic cost principles and stand
ards to certain selected items of cost are set forth below. These applications 
govern whether the particular item of cost is treated by the contractor as 
·direct cost or as indirect cost. Failure to mention a.ny particular item of 
cost does not imply that it is either allowable or unallowable. With respect 
to. all items, whether or not $pecifica.lly co·:;ered, determination of allow
ability shall be based on :the pri~ciples and standards set fqrth in this Part 
and, where appropriate, the treatment of similar or related items. 

15-204.2 Costs Allowable in Whole or in Part. 

(a) Advertising Costs. Advertising costs include the costs of ad
vertising media and corollary ad-ministrative costs. Advertising media 
include magazines, newspapers, radio and television programs, direct 
mail, trade papers, outdoor advertising, dealer cards and window displays, 
conventions, exhibits, f:ree goods and samples, and sales literature. The 
following advertising costs are allowable: 

(i) advertising in trade and technical· journals, provided 
such advertising does not offer specific products or 
services for sale but is placed in journals which are 
valuable for the dissemination of technical information 
within the contractor's industry; and 

(ii) help wanted advertising, as set forth in (t) below. 

All other advertising costs are unallowable. 
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(b) Bidding .Costs. Bidding costs ar·e the costs of preparing bids or 
proposals on potential Government and non-Government contracts or pro
jects, including the development of engineering and cost data necessary to 
support the contractor's bids or proposals. Bidding costs of the current 
accounting period of both successful and unsuccessful bids and proposals 
normally shall be treated as indirect costs and allocated currently to all 
business of the contractor, in which event no bidding costs of past accounting 
periods shall be allocable in the current period to the Government contract; 
however, the contractor's established pra.ctice may be to treat bidding costs 
by some other recognized method. Regardless of the method used, the results 
obtained may be accepted only if found to be reasonable and equitable. 

(c) Civil Defense Costs·. Civil defense costs are those incurred in 
planning for, and the protection of life and property against, the possible 
effects of enemy attack. Reasonable costs of civil defense measures (in
cluding costs in excess of normal plant protection costs, first-aid training 
and supplies, fire fighting trainingandeq\iiptnent: posting of additional exit 
notices and directions, and other approved chd.i defense measu.res) under
taken on the contractor's premises pursuant to suggestions or requirements 
of civil defense authorities are allowable when allocated to all work of the 
contractor. Costs of capital assets acquired for civil defense purposes 
shall be depreciated in accordance with (f) below. Except as ·Specifically 
provided for in the contract, contributions to local civil defense funds, or 
to projects not on the contractor's premises, are unallowable. 

(d) Compensation for Personal Services. (Rese.rved) 

(e) Contributions and Donations. Reasonable contributions and dona
tions to established nonprofit charitable, scientific, and educational organi
zations are allowable if they are deductible for Federal income tax purposes; 
however, such deductibility does not in itself justify allowance as a con
tract cost. The reasonableness of the amount of particular contributions 
and donations, and the aggregate thereof for e'ach fiscal period, must be 
judged ordinarily in light of the pattern of past contributions, particularly 
those made prior to the placing of Government contracts. Allowable con
tributions and donations shall be allocated to all work of the contractor. 

(f) Depreciation. 

(1) Depreciation is a charge to current operations which distributes 
the cost of a tangible capital asset, less estimated residual value, over the 
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estimated useful life of the asset in a systematic and logical manner. It does 
not involve a process of valuation. Useful life has refe.rence to the prospec
tive period of economic usefulness in the particular contractor's operations 
as distinguished from physical life. , 

(2) Depreciation on a contractor's plant, equipment, and other capital 
facilities is an allowable element of contract cost; provided that the amount 
thereof: 

(i) is computed upon the cost basis used by the contractor for 
Federal in::ome tax purposes (see Section 167 of the Internal 
Revenue Code of 1954); and 

(ii) is computed by the consistent application to the assets con
cerned of any generally accepted accounting method, includ
ing those recognized by Section 167 of the Internal Revenue 
Code of 1954, 

Depreciation should usually be allocated to the contract and other work as 
an indirect cost. The amount of depreciation allowed in any accounting 
_period may, consistent with the basic objectives set forth in (1) above, vary 
· .. vith volume of production or use of multi-shift o.perations. 

(3) Where a contractor has received a determination of "true 
depreciation" from an Emergency Facilities Depreciation Board relating to 
an emergency facility covered by a certificate of necessity,;it may elect to 
use either normal or "trueH depreciation. However, the method elected 
must. be followed consistently throughout the life of the emergency facility. 
Where an election is made to use normal depreciation, the amount thereof 
sha.ll be computed in accordance with (2) above. Where an election is made 
to use ''true depreciation, H the amount allowable as depreciation: 

(i) with respect to the emergency period (5 years), shall be 
computed in accordance with the determination of the 
Emergency Facilities Depreciation Board; and 

(ii) after the end of the emergency period, shall be comput~d 
by distributing the remaining unde,precia ted portion of the 
cost of the eme.rgency facility over the balance of its. use
ful life (but see (4) below; provided the remaining undepreci
ated portion of such cost shall not include any amount of 
unrecovered ''true depreciation." 

(4) Depreciation on· idle or excess facilities ihall not be. allowed 
except on such facilities as are reasonably neces$ary for curr~·nt and 
immediately prospective production. 
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(5) Unless otherwise provided for in the -contract, no use charge 
shall be allowed for assets still in use which have been fully depreciated on 
the contractor's books or acquired without cost. Use charges for assets 
not fully depreciated on the contrac.tC?r's books a.re unallowable. 

(g). Employee Morale, Health, and Welfare Costs and Credits. Reason
able costs of health and welfare activities, such as house publications, health 
or first-aid clinics, and employee counselling services, incurred, in accord
ance with the contractor's established practice or cust~m in the industry o·r 
area, for the improvement of working conditions, employer-employee rela
tions, employee morale, and employee performance, are allowable. Such 
costs shall be equitably allocated to all work of the contractor. Income 
genera ted from any of these activities shall be credited to the costs thereof 
unless such income has been irrevocably set over to employee welfare 
organizations. 

(h) Food Service Costs and Credits. Food services include operating 
or furnishing facilities for cafete·rias, dining rooms, canteens, lunch wagons, 
v~nding machines, or similar types of services for the contractor's em
ployees at the contractor's facilities. Profits (except profits irrevocably 
set over to an employee welfare organization of the contractor in amounts 
reasonably useful for the benefit of the employees at the site or sites of 
contract performance) accruing to the contractor from the operation of 
these services, whether oper·ated by the contractor or by a concessionaire, 
shall be treated as a credit,·and~allocated, to all_ activities served. Reason
able losses from operation of such services are allowable when it is the 
policy of the contractor to operate such services at a profit or at cost; 
provided, however, that such losses are allocated to all activities served. 
When it is the policy of the contractor to furnish such services at a loss, 
losses on such operation shall not be allowed as a cost unless specifically 
provided for in the contract. 

(i) Fringe Benefits.· Fringe benefits are allowances and services 
provided by the contractor to its employees as compensation in addition 
to regular wages and salaries. Costs of fringe benefits, such as pay for 
vacations, holidays, sick leave, military leave, and employee insurance, 
are allowable to the extent required by law, employer-employee agreement, 
or an established policy of the contractor which constitutes, in effect, an 
implied agreement on the contractor's part (but see (d) above, and {j)(3){v), 
(q) and (x) below). 
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(j) Insurance and Indemnific~:tion. 

(1) Insurance inc.ludes (i) those types of insurance which the con
tractor is required to carry uncier the terms of the contract, or by specific 
instruction of an authorized representative of the Government, and (ii) any 
other insurance for which the contractor seeks reimbursement under the 
contract. Indemnification includes liabilities to third persons not compen
sated by insurance or otherwise. 

(2) Costs of insurance required or approved, and maintained, pursu
ant to the contract, are allowable. 

(3} :- Costs of other insurance, not required to be submitted for 
approva 1 but maintained by the .contractor in connection with the performance 
of the contract, are allowable su.bj,ect to the following limitations: 

(i) types ~nd extent 9f coverage shaLl be 1n accordance with 
sound busin.ess. practice and the rates shaLl be reasonabl.e 
under. the ci:rcum~tance s.; 

(ii) costs allowed for use and occupancy insurance sh~ ll be 
limited to exclude coverage of profit, interest, Federal 
income taxes, and any other items of cost unallowable· 
under this Part; 

(iii) costs of insur~nce or any res~rve covering the risk of 
loss of or damage to Government-owned property are un
allowable except to the extent that the Government shall 
have approved or required such insurance or reserve; 

(iv) costs of providing a reserve for a self-insurance pro
gram are unallowable unless the program has been 
approved by the Mi~itary Department concerned; and 

(v) costs of in.surance on the live.s of officers, partners, or 
proprietors, are unallowable except where such insurance 
is part of an employee plan which is not unduly re.stricted. 
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(4) The Government is obligated to indemnify the ·contractor only 
to the extent expressly provided for in the contract. Therefore, except as 
otherwise expressly provided for in the contract, actual losses not reim
bursed by insurance (through an approved self-insurance program or other
wise) are unallowable. 

(k) Labor Relations Costs. Costs incurred in maintaining satisfactory 
relations between the contractor and its· employees, including costs of shop 
stewards, labor management committees, employee publications, and other 
related activities are allowable. 

(1) Maintenance and Repair Costs. 

(1) Costs, ·necessary for the upkeep of property (including Govern
ment property unless otherwise provided for), which neither ad·d to the 
permanent value of the property nor appreciably prolong its intended life, 
but keep it in an efficient operating cond.il::ic~·JJ a~-:-e allowable .{b:1t. !:J~e As-eH 
l5-Z04.3(d)) .. - ·Expendit~resif()r pl,ant a~d equipment .which, according L·~' 

generally accepted. accountiug p!inciple.s,: should ·be capita:H.zed and subjected 
to deprecia'tion a,~e-i.8.HowaDle only on a depreciation basis. 

(Z) Costs of maintenance and repair which are delayed from a 
.period prior to the contract, for some reason such as abnormal operating 
conditions or lack of funds, and are performed during the contract period 
are unallowable unless specifically provided for in the contract. Likewise, 
the estimated cost of maintenance and repair normally required but not 
accomplished during the period of the contract are unallowable unless 
specifically provided for in the co.ntract. 

(m} Manufacturing and Production Engineering Costs. Costs of manu
facturing and production engineering, including engineering activities in 
connection with: 

(i) current manufacturing processes such as motion and time 
study, methods analysis, job analysis, and tool design and 
improvement; and 
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(ii) current production problems, such as materials analysis 

are allowable. 

for production suitability and component design for purposes 
of simplifying produc.tion; 

(n) Material Costs. 

(1) Costs of direct and indirect material, and collateral items such 
as inbound transportation and intr-.ansit insurance, are allowable, subject, 
however, to (2) through (6) below. In computing costs of material, considera
tion will be given to reasonab.le ov~rruns, spoilage, and defective work. 

(2) Costs of ~terial s~all b_e suitably adjusted for applicable 
portions of income and other credits, including available trade discounts, 
refunds, rebates., allowance.~, and cash discounts, and credits for scrap 
and salvage and materia_! re_t'-l.rn~c;i to vendors., ,Such income and other credits 
shall either be credite9 ~i"re~~\ly· tq cost of the ··Material involved .or be allocated 
(as credits) to indirect _costs~ .. Howeve.r, where the contractor can demonstrate 
that failure to take cash dis9~un;ts .was due to circumstances beyond its con
trol, such lost discounts need not be so credited. 

(3) When material is purchased specifically for and identifiable 
solely with performance under a contract, the actual purchase. cost thereof 
should be. charged to tha.t cont.ract. 

(4) If material is issued from stock, any generally recognized 
method of pricing such material is acceptable if that method is consistently 
applied and the results obtained are equitable. 

. (5) Reasonable c.harges or credits arising from a difference between 
periodic physical inventory quantities and related material control records 
shall be included in arriving at the cost of performance if such charges· or 
credits (i) do not include "write-downs" or "write-ups" of value, and (ii) 
relate to the period of performance of the contract. 

(6) Costs of material or service-s sold or transferred between 
plants, divisions, or organiz~tions, under common control, shall be allow
able only to the extent of the cost to the transferor, or the prices of other 
suppliers for the same or S\lbstantially similar items, whichever is lower; 

11. 

.·,.'A. 

. .' ' 



';.. . ... ~ . 
. ',,t•' ' 

.--.. \ ~., .. 
. ' 

provided· that, in the case of any item regularly manufactured and sold by 
any such transferor through co.m.mercial .channels, a departure from this 
cost basis is pe.rmissible if the charge to the contract does not exceed 
either (i) the transferor's sales· price to its most favored customer for the 
same item in like quantity, or (ii) the prices of other suppliers for the same 
or substantially similar items. 

(o) Ov~rtime, ·Ext~a-Pay.·shi£t',' ai1d Mu'it:i-Shift Premiums·. The 
premium portion of overtime, extra-pay shift, and multi-shift payments to 
direct labor employees shall be separately identified. Costs of such pre
miums on direct labor are allowable only .to the extent expres.s.ly provided 
for in the contract or otherwise a~thorized by the Government and may be 
classified as either direct ·or indirect labor costs. When direct labor cost 
is the base for distribution of overhead, such premiums shall not be in
cluded in that base. When such premiums are charged as indirect costs, 
the amount allocated to Government co.ntracts shall be equitable in rela-
tion to (i) the amount of ·such premium costs a1 i.ocated to non-Government 
work being concur·rently performed in the contractor's plant and (ii) the 
factors which necessitate the incurrence of the costs. The premium portion 
of overtime, extra-pay shift,. a·nd multi-shift payments to indirect labor 
employees is allowable without prior approval, if reasonable, and if allocated 
on a pro rata basis to commercial as well as Government work. 

(p) Patent Costs. Costs of preparing disclosures, reports, and other 
documents required by the contract and of searching the art to the extent 
necessary to make such invention disclosures, are allowable. Upon the 
written authorization of the contracting officer, costs of preparing documents, 
and any other patent costs, in connection with the filing of a patent applica
tion by the Government, are allowable. (See also (v) and {w) below.) 

(q) Pension Plans, 

(1) A pension plan is a plan which is established and maintained 
by a contractor primarily to provide systematically for the payment of 
definitely determinable benefits to its employees over a period of years, 
usually for life, after retirement. Such a plan may include disability, with
drawal, insurance, or survivorship benefits incidental and directly related 
to the pension benefits. Such benefits, generally, are measured by, and 
based on, such factors as years of service and compensation received by 
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the employees. The determination of the amount of pension benefits and 
the contributions to pro:vide such benefits are not dependent upon profits. 
Benefits are not definitely determinable if funds arising from forfeitures 
ori termination of servic.es or other. reason may be used to provide increased 
benefits for the remaining participants instead of being used to reduce the 
amount of contributions by the employer. A plan designed to provide bene
fits for employees or their beneficiaries to be paid upon retirement or over 
a period of years after retirement shall be considered a pension plan if,· 
under the plan, either the benefits payable to the employee .or the required 
contributions by the contractor can be determined actuarially. (Retirement 
plans which are based on profit-sharing shall not be considered to be pension 
plans within this paragraph fq).) 

(2) Consideration, and .approval or disapproval, of all pension plans 
and the method of determination of the costs thereof shall be the responsi
bility of the Department to which audit cognizance is assigned and subsequent 
action taken by that Department ~ill, generally, be accepted by th~ other 
Departments.· Such plans must meet the qua.lification requirements prescribed 
by Section 401 of the Internal R~venue Code of 1954 (P .L. 591, 83rd CongO) 
2d Sess., 68A Stat. 134). PI"ior ~o approval of such plans by the cognizant 
Department, approval by Internal Revenue Service shall be obtained in the 
case of : 

(i) contractors who are subject to Federal income tax; and 

(ii) nonprofit or tax-exempt contractors who have submitted 
their plans for approval by Internal Revenue Service; 

however, approval of a plan by the Internal Revenue Service does not 
necessarily assure the allowance of the costs of such a plan by the Depart
ment concerned. In the. case of all other plans, compliance with the qualifica
tion requirements of Section 401 of the Internal Revenue Code of 1954 shall 
be determined by the cognizant Department using; insofar as applicable, 
the regulations, criteria, and standards of the Internal Revenue Service. 

(3) To the extent pension plans are approved by the cognizant 
Military Department, costs thereof are allowable subject to the following 
conditions: 

(i) the. requirements of ASPR lS-2.:01.2 shall be satisfied; 
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(ii) such costs, including excess contributions (see Section 
404(a)(i)(D) of the Internal Revenue Code of 1954), shall 
not exceed-

(A) the amount claimed and deductible for Federal income 
tax purposes in the current taxable period; or 

(B) in the case of nonprofit or tax-exempt organizations, 
the amount which could have been claimed and deducted 
for Federal income tax purposes in the current taxable 
period had such organizations been subject to the pay
ment of income tax; 

(iii) in cases where the Internal Revenue Service withdraws 
approval of a plan, an app;ropria te adjustment of contract 
costs shall be made for contributions which previously 
have been allocated to and allowed as contract costs and 
which-

(A) are disallowed for tax purposes; or 

(B) in the case of nonprofit or tax-exempt organizations, 
could have been disallowed for tax purposes had such 
organizations been subject to the payment of income 
tax; and 

(iv) in determining the net pension plan costs allocable to mili
tary contracts~ and in addition to making appropriate ad
justments for credits or gains arising out of ·normal 
employee turnover~ consideration shall be given·, in accord
ance ·with(A) or (B) bel.ow, to possible future abnormal 
termination credits or gains which may arise with respect 
to individuals for whom pension plan costs have been or 
are being incurred by the contractor but whose employment 
will terminate before they acquire a vested right to the 
benefits under such plans -

. (A) when all such abnormal termination credits or gains 
are foreseeable and can be currently·evaluated with 
reasonable accuracy, an equitable adjustment of current 
costs to give effect to such anticipated future credits 
or gains shall be made, either by reducing the current 
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costs otherwise allocable, or by obtaining realistic 
recognition in the actuary's calculation of current 
costs, so that the current costs do, in fact, reflect 
the reduction for the abnormal termination credits 
or gains which are anticipated; and such adjustment 
shall be reflected in the contract, in an amendment 

·thereto, or in some other writing binding on the Govern
ment and the contractor; or 

(B) when such abnormal termination credits or gains, 
whether or not io.reseeable -

(I) cannot be £l1rrently evaluated with reasonable 
accuracy; or 

(11) have not been the subject of adjustment under (A) 
above; 

pension plan costs incurred under the contract shall 
be subject to retrospective accounting and any neces
sary adjustment for such subsequent termination 
cred~ts unless the Govern~ent and· the contractor agree 
upon a method of determining such adjustment, or 
agree upon an· equitable adjustment; any such agree
ment shall be reflected in the contract, in an amend
ment thereto, or in a separate agreement binding on 
the Government and the contractor. 

(4) The allowability of costs of lump sum purchases of annuities 
or of lump sum cash payments or periodic cash payments made to provide 
pension benefits for retiring or retired employees other than such costs in
curred under appr·oved pension plans shall be subject to consideration on an 
individual case basis, 

(r) Plant Protection Costs. Costs of items such as wages, uniforms, 
and equipment of personnel engaged in piant protection; depreciation on 
plant protection capital assets; and necessary expenses to comply with 
military security requirements are a1lowab.le' 
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(s) Professional Service Costs - Legal, Accounting, Engineering, and 
Other. 

(1) Costs of professional services rendered by the members of a 
particular profession who are not employees of the contractor are allowable, 
subject to (2) and (3) below, when reasonable in relation to the services 
rendered and when not cont'ingent upon recovery of the costs from the Govern
ment (but see ASPR 15-20.4.3(f)). 

(2) Factors to be considered in determining the allowability of 
costs in a particular case include: 

(i) the past pattern of such costs, particularly in the years 
prior to the award of Government contracts; 

(ii) the impact of Government contracts on the contractor's 
business; 

(iii) the nature and scope of managerial services expected of 
the contractor~ s own organization; and 

(iv) whether the proportion of Government work to the con
tractor~ s total business is such as to influence the con
tractor in favor of incurring the cost$ particularly where 
the services re~dered are not of a continuing nature and 
have little relationship to work under Government contracts. 

Retainer fees to be allowable must be reasonably supported by evidence of 
services rendered. 

(3} Costs of legal~ accounting, and consulting services, and related 
costs, incurred in connection with organization and reorganization, defense 
of anti-trust suits, and the prosecution of claims against the Government, 
are una.llowable. Costs of legal, accounting,. and consulting services~ and 
related costs, incurred in connection with patent infringement litigation, 
are unallowable unless otherwise provided for the contract. 

(t) Recruiting Costs. Costs of "help wantedn advertising, operating 
costs of an employment office necessary to secure and maintain an adequate 
labor force, costs of operating an aptitude and educational testing program, 
travel costs of employees whileAengaged in recruitingi personnel, .and travel 
costs of applicants for interviews for prospective employment. are 
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allowable. Where the cont~a,cto:r._ .uses employment agencies, costs not in 
excess of standard co.mrnercial rates for such services are also allowable. 
Costs of special benefits or emoluments offered to prospective employees 
beyond the standard practices in the industry are un~llowable. 

(u) Rental Costs· (Including 'Sale and Leaseback of Facilities). 

(1) Rental costs of land, bui.ldings,·-and equiprn:ent and other personal 
property are allowable if the rates are reasonable in light of the type,· life 
exp~ctancy).. condition,·~a.ri.d :Y.alue.of the facilities leased$.. optionsavaiTabiet· 
and other .. provisions o_( the rent::.tl 3.qree:ne~1t. · 

·-J . \ 

, (2) Charges in the nature· of rent between plants, divisions, or 
organizations under common .control are unallowa~le except to the extent 
such charges do not exceed the normal' costs of. owne.rsliip, such as d·eprecia
tion, taxes, insurance, and maintenance; provided that no part of su-ch coists 
sh~ll! d':lplicate· any other a.~lowed costs'. ·--·-· -··---· ··-

(3) Unless otherwise specifically provided ~n ,the contract-., .rental 
costs specified in sale and leaseback agreements, incurred by contractors 
through selling plant facilities to investment organizations, such as insurance 
companies, or to private investo.rs, and concurrently leasing back the same 
facilities, are allowable only to the extent that such rentals do not exceed 
normal costs, such as depreciation, taxes, insurance, and maintenance, 
borne by the lessor, whi·ch would have_been incurred had the contractor 
re,tained legal title to the facilities.· 

(v) Research and Development Costs. 

(1) Research and development costs (sometimes· referred to as 
general engineering costs) are divided into two major catego-ries, for the 
purpose of contract costing: (i) general research, also referred to as 
basic research, fundamental' research, pure research, and blue-sky research; 
and (ii) related research or development, also referred to as applied re
search, product research, and product line· research. 

(2) General research is that type of research which is directed 
toward increase of knowledge in science,; Il) su.ch research, the primary 
aim of the investigator is a fuller knowledge or understanding of the subject 
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under study, rather than a practical application thereof. Costs of independent 
general research (that which is not sponsored by a contract, grant, or other 
arrangement) are allowable to the extent specifically provided'in the contract. 
LGenerally, the contractor shall be required to disclose to the Government 
the purposes and results of such independent general research. In specifically 
providing for such costs, factors to be considered include: 

(i) scope, nature, and quality of the contractor's independent 
general research program; 

(ii) capability of the contractor in the particular research 
field; · 

(iii) benefits which may accrue to the Government; 

(iv) comparison of size and cost of contractor's previous 
years' independent research programs; and 

(v) proportion of Government business to contractor's total 
business..:..? 

(3) Related research is that type of research which is directed 
toward practical application of science. Development is the systematic 
use of scientific knowledge directed toward the production of useful materials, 
devices, methods, or processes, exclusive of desig~, manufacturing, and 
production engineering {see (m) above). Costs of a contractor's independent 
related research and development (that which is not sponsored by a contract, 
grant,· or other arrangement) are allowable under any cost-reimbursement 
type production contract; provided the research and development are re-

. lated to the contract product line and the costs are allocated to all produc
tion work of the contractor on the contract product lineL; and provided 
further that the contractor discloses to the Government the purposes and 
results of the research and developmen_!7. Such costs are unallowable 
under cost-reimbursement type research and development contracts. 

(4) Independent research and development projects shall absorb 
their appropriate share of the indirect costs of the department where the 
work is performed. 

(5) Research and development costs (including amounts capitalized), 
regardless of their nature, which were incurred in accounting periods prior 
to the award of a particular contract, shall not be allocated to that contract 
unless allowable as precontract costs {see ASPR l5-204.3(i)}, 
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(w) Royalties and Other Costs for Use of Patents. Royalties on a 
patent or invention, or amortization of the cost of acquiring a patent or 
invention or rights thereto, necessary for the proper performance of the 
contract and applicable to contract produ.cts or processes, are allowable 
to the extent expressly set forth in the contract or otherwise authorized 
by the cont"racting officer; provided that where the Government has a 
license or the right to free use of the patent or invention such costs are 
unallowable; and provided further that where the patent has been adjudicated 
to be invalid such costs incurred thereafter are unallowable. 

(x) Severance Pay. 

(1) Severance pay, also c;:ommonly referred to as dismissal wages, 
is a payment in addition to regular salaries and wages, by contractors to 
workers whose employment is being terminated. Costs of severance pay 
are allowable only to the extent that, in each case, it is required by (i) law, 
(ii) employer-employee agreement, (iii) established policy that constitutes, 
in effect, an implied agreement on the contractor's part, or (iv) circum
stances .of the particular employment. 

(2) Co"sts of _se·ve·ratice· pa yrnents ·are divided into two categories 
as follows: 

(i) actual normal turnover severance payments shall be 
allocated to all work performed in the contractor's 
plant; or, where the contractor provides for accrual 
of pay for normal severances such method will be 
acceptable if the amount of the accrual is reasonable 
in light of payments actually made for normal severances 
over a representative past period, and if amounts accrued 
are allocated to all work performed in the contractor's 
plant; and 

(ii) abnormal or mass severance payments actually made 
upon cessation of work when there is no reasonable 
prospect of continuing employment on other work of the 
contractor shall be assigned to the entire period of the 
employment of the terminated employees and equitably 
allocated to all work performed in the contractor's plant 
during that period. A reservation in the final release 
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may· be made when it is reasonable to assume that severance 
··pay allocable to the contract will be made in the future. 

{y) Special Tooling Costs. The term special tooling means property 
of such specialized nature that its use, without substantial modification or 
alteration, is limited to the production of the particular supplies or the 
performance of the particular services for which acquired or furnished. It 
includes, but is not limited to, jigs, dies·, fixtures, molds, patterns, special 
taps, special gauges, and special test equipment. Costs of special tooling 
acquired for performance of the contract, are allowable and shall be charged 
directly thereto. 

(z) Taxes. 

(l) Taxes are charges levied by Federal, State, or local governments. 
They do not include fines and penalties except as otherwise provided herein. 
In general, taxes (including State and locai. incorne taxes) which the con
tractor is required to pay and which are paid or accrued in accordance with 
generally accepted accounting principles are allowable, except for: 

(i) Federal income and excess profits taxes; 

(ii) taxes in connection with financing, refinancing or refunding 
operations (see ASPR l5-204.3(f)); 

(iii) taxes from which exemptions are available to the contractor 
directly or available to the contractor based on an exemp
tion afforded the Government except when the contracting 

. officer determines that the administrative burden incident 
to obtaining the exemption outweighs the corresponding 
benefits accruing to the Government; and 

(iv) special assessments on land which represent capital 
improvements. 

(2) Taxes otherwise allowable under (1) above, but which may be 
illegally or erroneously assessed, are allowable; provided that the con
tractor prior to payment of such taxes: 
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(i) promptly requests inf:ltructipns from the contracting officer 
concerning such taxes; and 

(ii) takes all action direct~d by· the contracting officer, including 
cooperation with and for the benefit of the Government, to 
(.A) determine the le~ality of such assessment or, (B) secure 
a r.efund of such taxe $ • 

. Reasonabl'e costs of any such proceeding instituted by the contractor at the 
dir~ctip.n of the contracting officer are allowable. Interest and penalties 
inc~rred by a contractor by reason of the nonpayment of any tax at the direc
tion of the cbntracting offic,er are also allowable.· 

(3) Any refund of taxes, interest, or penalties·, and any payment 
to the contractor of interest thereon, attrib\!table to taxes, interest, or 
penalties which were allowed as contract costs, shall be credited or paid 
to the Government in the ~n~.er directed by the Government. 

(aa) Trade, Business, Technical, and Professional Activity Go.sts .. 

' 
(1) Me.n1berships. Costs of contractor's membership in trade, 

business, techn1cal, and· professional organizations are allowable. 

(.2). Subscriptions. Costs of subscriptions to tr.ade, business, 
professi9n~l, and technical peri~dica.ls are allowable .. 

(3) Meetinss ancl Conferences. Costs of meals, transportation, 
rental of facilities for'meetings, a.·n4 costs incidental thereto, when the 
primary pu,rpose of the incurrence of such costs is the dissemination of 
technical information or the stimulation of production, ·are ~llowab.le. 

(bb) Training Costs. C.osts of preparing .and maintaining a program 
of instruction designed to increase the overall effectiveness of employees·, 
includin·g costs of. the director of training and staff, training materials, 
and text books, and tuition" a..nd fees wh&n par~time training "is '-.col\dQcted 
by educa ti.onal ins ti.tutions' .a~re a tlowable when limited to on-the- job 
type. training and when~properly··allocated, . Costs of .training in educa-. 
tional .in-stitutiints-are: unallowable, except. to the extent specifically pro
vided for in the•contract in.accordance with ·Departmental instructions. 

Z.l 
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(cc) Transportation Costs. Transportation costs include freight, express, 
cartage, and postage charges relating -either to go.ods purchased, in process, 
or delivered. When such costs ·can readily be identified with the items involved, 
they may be direct costed as transportation costs or added to the cost of .such 
items (see (n) above). Where iklentif.icci't:.ion with_ the materials received can-
not readily be made, inbound transportation costs may be charged to the ap
propriate indirect cost accounts if the contractor follows a consistent equitable 
procedure in this respect. Outbound freight, if reimbursable unde.r the terms 
of the contract, should be treated as a direct cost. 

(dd) Travel Costs. 

(1) Travel costs include costs of transportation, lodging, subsistence, 
and incidental expenses, incurred by contractor personnel in a travel status 
while on official company business. 

(2) Travel costs incurred in the n.oJ-rn.al course of overa 11 ad
ministration of the business and applicable to the entire business are 
allowable. Such costs shall be equitabl allocated to all work of the con
tractor. 

(3) Subsistence and lodging, including tips or similar incidental 
costs, are allowable either on an actual or per diem basis. The basis 
selected shall be consistently followed. 

(4) Costs of personnel movement of a special or mass nature are 
allowable only when authorized or approved in writing by the contracting 
officer. 

(ee) General. 

(1) Such recurring costs as registry and transfer charges resulting 
from changes in ownership of securities issued by the contractor, cost of· 
shareholders' meetings, proxy solicitations, preparation and publication 
of reports to shareholders, preparation and submis_sion of required reports 
and forms to taxing and other regulatory bodies, and incidental costs of 
directors and committee meetings are allowable. Such costs shall be 
equitably allocated to all wo'rk of the contractor. 
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(2) Certain costs discussed in ASPR lS-204.3 are allowable if 
expressly provided for in the contract, or, in some cases, if approved in 
writing by the contracting officer. See for example: 

(i) ASPR 15-204.3(e); 

(ii) ASPR 15-204.3(i); and 

(iii) ASPR 15-204.3 (k). 

lS-204.3 Unallowable Costs. 

(a) Bad Debts. Bad debts, including losses (whether actual or esti
mated) arising from uncollectible customers' accounts and other claims, 
related collection costs, and related legal costs are unallowable. 

(b) Contingency Reserves. Contingency reserves, created and 
maintained to provide for eve:nts the occurrence of which cannot be foretold 
with certainty as to time, intensity, or even with.an assurance of their 
happening, are unallowable. (For self-d.nsurance programs· see ASPR 15-
204.2(j).) 

(c) Entertainment Costs. Costs of amusement, diversion, social 
activities, and incidental costs relating thereto, such as meals, lodging, 
rentals, transportation, and gratuities, are unallowable (but see ASPR 15-
204.2(g), (i), and (aa)). 

(d) Excess Facility Costs. Costs of maintaining, repairing, and housing 
idle and excess contractor-owned facilities, except those reasonably neces
sary for current and immediately prospective production purposes, are 
unallowable. The costs of excess plant capacity reserved for defense mobili
zation production shall be the subject of a separate contract. 

(e) Fines and Penalties. Costs resulting from violations of, or 
failure of the contractor to comply with, Federal, State, and local laws 

·and regulations are unallowable except when incurred as· a result of 
compliance with specific provisions of the contract, or instructions in 
writing from the contracting officer. 
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(f) Interest and Other Financial Costs. Interest (however repre
sented), bond discounts, costs of financing and refinancing operations, legal 
and professional-fees paid in connection with the preparation of a prospectus, 
costs of preparation and issuance of stockrights, and costs related thereto 
are unallowable except for interest assessed by State O! local taxing au
thorities under the conditions set forth in ASPR 15-204.2(z) {but see ASPR 
15-204.2(ee)). 

(g) Losses on Other Contracts. An excess of costs over income 
under any other contract (including the contractor's contributed portion 
unaer cost-sharing contracts), whether such other contract is of a supply, 
research and develo_pment, or other nature, is unallowable as a cost of 
performance of the Government ccintra.ct. 

(h) Organization Costs, Expenditures, such as incorporationfees, 
attorneys fees, accountants fees, brokers fees, fees to promoters and or.ga·~1." 

izers·li in·.conne<;ti~tvi.th (i} -organization or reorganization of a business, 
or {ii) raising :Capital$ ,f•e ·unallowable. (s.ee (f) a b·ove)., ·· 

(i) Precontract Costs 0 Precontract costs pre those which are in
curred prior to the effec:tive date of the contract and which would have 
been allowable thereunder if incurred after such date. Such costs are 
unallowable unless specifically set forth and identified in the contract. 
(See ASPR 15-lxx.) 

{j) Profits and Losses on Disposition of Plant, Equipment, or Other 
Cap.ital.Assets. _Profits or losses of any natu~e ar~~ing from the sale or 
exchange of plant, equipment, or _other capital assets, including sale or 
exchange or either short or long term investments, shall be excluded in 
computing contract costs (but see ASPR lS-204.2(£)(2) as to basis for 
depreciation) 0 

(k) Reconversion Costs. Reconversion costs are those incurred in 
the restoration or rehabilitiation of the co·ntractoris facilities to approxi
mately the same physical arrangen:>oent and condition existing immediately 
prior to commencement of the military contract work and include the cost 
of removal of Government property. Reconversion costs are unallowable 
except that the cost of removing Government property a.nd the restoration 
or rehabilitation costs caused by such r~moval are allowable if specifically 
provided for in the contract. 
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(1) General. 

(1) In addition, certain costs discussed in ASPR 15-204.2 are stated 
to be unallowable. See for example: · 

(i) Advertising Costs, ASPR 15-204-.2(a)j last sentence; 

(ii) Depreciationjj ASPR 15-204.2.(f)(4), and (5) last sentence; 

(iii) Professional Service Costs - Legal, Accounting. Engineering, 
and Other, ASPR 15-204 .. 2(s.)(3). first sentence; 

(iv) Recruiting Costs, ASPR 15-204.2(t), last sentence; 

(v) Royalties and Other Costs for Use of Patents, ASPR 15-
204~2(w), both provisos; and 

(vi) Tax~s,- ASPR 1~-204-· ... z.{z)(l)(i) ~throug·h (ivh 

(2) Certain Other costs discussed in ASPR 15-204.2 are unallowable 
unless expressly provided for in the contract, or, in some cases, if au
thorized or approved by the Government... See for example: · 

(i) Civil Defense Costs, ASPR 15-204.2(c), last sentence; 

(~i) Depreciation, ASPR 15-204.2(f)(5L first sentence; 

(iii) Food Se:rv-ic$ -Costs and-Cr-edits, ASPR 15-204.-l(h), 
last sentence; . 

(iv) Insurance and Indemnification, ASPR 15-204.2(j)(3)(iii) and 
(iv). and (4); 

(v) Maintenance and Repair Costs, ASPR 15-204.2(1)(2); 

(vi) Overtime. Extra-Pay Shift, and Multi-Shift Premiums, 
ASPR 15-204.2(o), second sentence; 

(vii) Patent Costs, ASPR 15-204.2{p), second sentence; 
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(viii) Professional Service Costs - Legal, Accounting, Engineering, 
and Other, ASPR 15-204.2(s)(3), last sentence; 

(ix) Rerital Costs (Including Sale and Leaseback of Facilities), 
AS PR 15-2 0 4. 2 ( u )( 3); 

(x) Royalties and Other Costs for Use of Patents, ASPR 15-
204.2(w); 

{xi) Special Tooling Costs, ASPR 15-204.l(z)(2); 

(xii) TrainiJlg Costs, ASPR 15-204.2(bb), 
last sentence; and 

(xiii) Travel Cost's,. ·ASPRvl5-204.2(dd)(4) .. 
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OGC/GWM:lwt 29 March 1956 

Part 2 - S u p p 1 y , S e r v i c e , a n d R e s e a r c h a n d D e v e 1 o p -
ment Contracts, with Organizations Having 
Commercial Type Accounting Systems 

15-200 Scope of Part. This Part sets forth principles and standards for 
the determination and allowance of costs in connection with cost-reimburse
ment type contracts and cost-reimbursement type subcontracts thereunder 
for procurement of supplies, services, and research and development work, 
with contractors or subcontractors having commercial type accounting 
systems. However~ this !-art does not apply to contracts for facilities, 
construction, or architect-engineer. service.s related to construction. It 
also does not apply to clauses in supply or service contracts which _pro-
vide for the furnishing o(industrial facilities. 

15-201 Basic Considerations. 

15-201.1 Composition of Total Cost. The total cost of a cost-reimbursement 
type contract is (i) the allowable direct costs, plus (ii) the allocable portion 
of allowa.bi.e indirect costs, less (iii) any applicable credits. 

15-201.2 Factors Affecting Allowability of Costs. Factors to be considered 
in determining the allowability of costs include (i) reasonableness, (ii) appli
cation of generally accepted accounting principles and practices, (iii) signifi
cant deviations from the establisbed practices of the contractor which sub
stantially increase the contract costs, and (iv) any limitations set forth in 
this Part 2 or otherwise included in the contract as to types or amounts of 
cost items. 

15-20l.3 Credits. The applicable portion of income, rebates, allowances, 
and other credits received by or accruing to the contractor which is related 
to any allowed cost shall be credited to the Government either as a reduc
tion in contract cost or by a cash refund, as appropriate. 

15-202 Direct Costs. 

15-202.1 General. Items of cost which ~re readily identifiable with (i) a 
contract, or (ii) other work of the contractor, should be charged directly 



·~;< .. =:~:-- \ 
I f./ ' ·j, I .... 

_. !' ....-,-!" ••. 

'I!' ' ~. • • 

:·. ~ ' -- . 
.. 

to the contract or other work with which identified. This principle may be 
applied to items of cos~ such as freight, travel, communications, and engineer
ing services, as well a.s materials and productive labor, but when used must 
be applied consistently to all work of the contractor. When the accounting 
expense of direct costing of minor items would. exceed the .resulting benefits, 
individual items, which otherwise would be treated as direct costs, may be 
treated as indirect costs. Each element of direct cost is subject to the 
limitations of this Part as to allowabi.lity. 

15-202.2 Direct Material Costs. Direct material costs include the cost of 
~aw materials., purchased items, and items supplied from stock, which are 
directly incorporated into or attached to the end product or which are directly 
consumed or expended in the performance of a contract. 

15-202.3 Direct Labor Costs. Direct labor costs include salaries and wages 
specifically identifiable with and properly chargeable directly to the per
formance of a contract or other work of the contractor. Average rates may 
be us~d where the contractor demonstrates that the results are equitable. 
Direct labor costs may also include other associated costs, such as payroll 
taxes and workmen~s compensationinsurance, where it is the established 
practice of the contractor to treat these- items as a· part of direct labor costso 

.15-202.4 Other Direct Costs. Other items of cost may~ in particular cases, 
be charged directly to the contract where the contractor demonstrates that 
they are specifically related to the performance of the contract. When; 
however, items ordinarily chargeable as indirect costs are charged to a 
Government contract as direct costs, the cost of similar items applicable 
only to other work of the contractor must be eliminated from indirect costs 
allocated to the Government contract. 

15-203 Indirect Costs. 

15-203.1 GeneraL (a) Items of cost which are incurred for common or 
joint objectives, and which are not readily subject to tr~atment as direct 
costs in accordance with ASPR .15-202, should be accumulated for accounting 
purposes by logical cost groupings and charged by a process of 
allocation. Each element of indirect cost is subJect to the limitations of 
this Part as to a.llowability. 
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(b) The method of allocation of indirect costs must be based on 
the particular circumstances involved. The objective should be the selec-
tion of a method which will distribute the indirect costs in an equitable manner. 
The method used in connection with Government contracts shall, in order to 
be acceptable, conform with generally accepted accounting practices, be applied 
consistently, and produce equitable results. Any significant change in the 
nature of the business, the extent of subcontracting, fixed asset improvement 
programs, the volume of sales, the volume of production, manufacturing pro
cesses, the contractor's products, or other factors may require reconsidera
tion of the method previously used. Individual categories of indirect cost 
are discussed in ASPR 15-203.2 through 15-203.5. 

(c) The base period for allocation of indirect costs is the period during 
which such costs are incurred and accumulated for distribution to work per
formed in that period. The base period shall be representative of the period 
of contract performance and shall be sufficiently long to avoid inequities in 
the allocation of costs, but in no event longer than the contractor's fiscal 
year. When the contract is. performed over an extended period of time, as 
many ~~ch base periods will be used as will be required to represent the. 
pe.riod of contract performance. 

15-203.2 Indirect Manufacturing and Pr..ocluction Costs. Indirect manufactur
ing and production costs consist. of items····af cost which are attributable to 
the manufacturing and productive process as a whole. Allocation of indirect 
manufacturing and production costs on a time basis, such as direct l~:.box man
hours or machine-hours, is a method which generally produces accuracy and 
equity. Other acceptable methods of allocation, in appropriate circumstances, 
include direct labor dollars (exclusive of premiums for overtime, extra~ 
pay shift, and multi-shift, work) units processed, and prime costs of units 
processed. Departmentalization or the establishment of cost centers may 
be necessary in order to allocate the indirecl costs equitably. Factors to 
be considered in determining the necessity for departmentalization or 
establishment of cost centers include variety of products, complexity of 
processes, and relative labor and facility requirements for the various 
products. 

_15-203 .3 .. __ Indirect Engineering .Costs. Indirect engineering costs include 
such items as. costs of engineering supervision, engineering administra
tion, and ~ngineering supplies. Direct engineering activities from which 
indirect engineering costs may arise may include product design, tool 
design, experimental development, manufacturing and production develop
ment, layout of production lines, determination of machine methods, and 
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related blueprinting and draftina. Indirect engineering costs shall be 
allocated to the. benefited cont.rac:;t and other work of the contractor (see 
ASPR 15-204.2(v)(4)) on the -~asis of direct engineering man-hours expended, 
direct engine~ ring labor dollars {exclusive of premiums for overtime, extra
pay shift, and multi-shift, wo.rk), or some other equitable basis. 

15-203.4 Selling and Distribution Costs. Selling and distribution costs arise 
through marketing the contractor's products and include the costs of sales 
promotion, advertising, distribution, and other related activities. Generally, 
such costs are not allowable as a charge to Government cost-reimbursement 
type contracts (but see ASPR 15-~04.2(b)). However, subject to the other 
provisions of this Part, costs in this. category, including supervisory and 
clerical costs, whi.ch relate to te,~hnical, consulting, and other beneficial 
services, and which are for purpo$es such as application and adaptation of 
the contractor's products, rather than pure selling, are allowable if a 
reasonable benefit to Gover~e.nt· contracts is demonstrated. Such costs 
shall l?e ailocated to the con:t~~~-,~r's comme~cial work and its individual 
Government contracts Qn an ~qu.itab.le basis. B~cause of the special problems 
that arise in this area, the cont.,Jcto.r should ic;lent~fy in its records, by means 
of sub-accounts or other.wise, th,e ·1tems of selling and distribution cost con
sidered properly allocable to Government contracts. 

15-203.5 General and Administrative Costs. General and administrative 
costs consist of items of cost attributable to the overall management, 
supervision, and conduct of the business. Such costs shall be allocated to 
all work of the contractor, using any recognized method of allocation if 
equitable results are thereby obtained. Factors to be considered in determin
ing whether the results are equi.table include: 

(i) the ult~mate obje.ctive of allocating general and administra
tive costs to· the various activities of the contractor's 
business in proportion to the general and administrative 
effort involved; 

(ii) the results obtainable by using the input cost method {as 
used herein the· input cost method means the total costs 
incurred during· the period, exclusive of general and ad
minis~rative <:osts; however, inventories acquired for use 
under the contract shall be treated in the same manner as 
inventories acquired for other work of the contractor and 
facilities purchased under the contract shall not become 
part of input cost unless facilities acquired by the con
tractor for its own use are included therein); 
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15-204 

(iii) the ratio of each of the several cost components to the total 
cost of the contract (exclusive of general and administra.tive 
costs) compared to the corresponding ratios for the con
tra.c.tor' s plant or activity as a whole; and. 

(iv) other revelant factors including those mentioned in ASPR 
15-203.l(b). 

Principles and Standards for Selected Items of Cost. 

15-204.1 General. Applications of the above basic cost principles and stand
ards to certain selected items of cost are set forth below. These applications 
govern whether the particular item of cost is treated by the contractor as 
·direct cost or as indirect cost. Failure to mention a.ny particular item of 
cost does not imply that it is either allowable or unallowable. With respect 
to. all items, whether or not $pecifica.lly co·:;ered, determination of allow
ability shall be based on :the pri~ciples and standards set fqrth in this Part 
and, where appropriate, the treatment of similar or related items. 

15-204.2 Costs Allowable in Whole or in Part. 

(a) Advertising Costs. Advertising costs include the costs of ad
vertising media and corollary ad-ministrative costs. Advertising media 
include magazines, newspapers, radio and television programs, direct 
mail, trade papers, outdoor advertising, dealer cards and window displays, 
conventions, exhibits, f:ree goods and samples, and sales literature. The 
following advertising costs are allowable: 

(i) advertising in trade and technical· journals, provided 
such advertising does not offer specific products or 
services for sale but is placed in journals which are 
valuable for the dissemination of technical information 
within the contractor's industry; and 

(ii) help wanted advertising, as set forth in (t) below. 

All other advertising costs are unallowable. 
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(b) Bidding .Costs. Bidding costs ar·e the costs of preparing bids or 
proposals on potential Government and non-Government contracts or pro
jects, including the development of engineering and cost data necessary to 
support the contractor's bids or proposals. Bidding costs of the current 
accounting period of both successful and unsuccessful bids and proposals 
normally shall be treated as indirect costs and allocated currently to all 
business of the contractor, in which event no bidding costs of past accounting 
periods shall be allocable in the current period to the Government contract; 
however, the contractor's established pra.ctice may be to treat bidding costs 
by some other recognized method. Regardless of the method used, the results 
obtained may be accepted only if found to be reasonable and equitable. 

(c) Civil Defense Costs·. Civil defense costs are those incurred in 
planning for, and the protection of life and property against, the possible 
effects of enemy attack. Reasonable costs of civil defense measures (in
cluding costs in excess of normal plant protection costs, first-aid training 
and supplies, fire fighting trainingandeq\iiptnent: posting of additional exit 
notices and directions, and other approved chd.i defense measu.res) under
taken on the contractor's premises pursuant to suggestions or requirements 
of civil defense authorities are allowable when allocated to all work of the 
contractor. Costs of capital assets acquired for civil defense purposes 
shall be depreciated in accordance with (f) below. Except as ·Specifically 
provided for in the contract, contributions to local civil defense funds, or 
to projects not on the contractor's premises, are unallowable. 

(d) Compensation for Personal Services. (Rese.rved) 

(e) Contributions and Donations. Reasonable contributions and dona
tions to established nonprofit charitable, scientific, and educational organi
zations are allowable if they are deductible for Federal income tax purposes; 
however, such deductibility does not in itself justify allowance as a con
tract cost. The reasonableness of the amount of particular contributions 
and donations, and the aggregate thereof for e'ach fiscal period, must be 
judged ordinarily in light of the pattern of past contributions, particularly 
those made prior to the placing of Government contracts. Allowable con
tributions and donations shall be allocated to all work of the contractor. 

(f) Depreciation. 

(1) Depreciation is a charge to current operations which distributes 
the cost of a tangible capital asset, less estimated residual value, over the 
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estimated useful life of the asset in a systematic and logical manner. It does 
not involve a process of valuation. Useful life has refe.rence to the prospec
tive period of economic usefulness in the particular contractor's operations 
as distinguished from physical life. , 

(2) Depreciation on a contractor's plant, equipment, and other capital 
facilities is an allowable element of contract cost; provided that the amount 
thereof: 

(i) is computed upon the cost basis used by the contractor for 
Federal in::ome tax purposes (see Section 167 of the Internal 
Revenue Code of 1954); and 

(ii) is computed by the consistent application to the assets con
cerned of any generally accepted accounting method, includ
ing those recognized by Section 167 of the Internal Revenue 
Code of 1954, 

Depreciation should usually be allocated to the contract and other work as 
an indirect cost. The amount of depreciation allowed in any accounting 
_period may, consistent with the basic objectives set forth in (1) above, vary 
· .. vith volume of production or use of multi-shift o.perations. 

(3) Where a contractor has received a determination of "true 
depreciation" from an Emergency Facilities Depreciation Board relating to 
an emergency facility covered by a certificate of necessity,;it may elect to 
use either normal or "trueH depreciation. However, the method elected 
must. be followed consistently throughout the life of the emergency facility. 
Where an election is made to use normal depreciation, the amount thereof 
sha.ll be computed in accordance with (2) above. Where an election is made 
to use ''true depreciation, H the amount allowable as depreciation: 

(i) with respect to the emergency period (5 years), shall be 
computed in accordance with the determination of the 
Emergency Facilities Depreciation Board; and 

(ii) after the end of the emergency period, shall be comput~d 
by distributing the remaining unde,precia ted portion of the 
cost of the eme.rgency facility over the balance of its. use
ful life (but see (4) below; provided the remaining undepreci
ated portion of such cost shall not include any amount of 
unrecovered ''true depreciation." 

(4) Depreciation on· idle or excess facilities ihall not be. allowed 
except on such facilities as are reasonably neces$ary for curr~·nt and 
immediately prospective production. 
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(5) Unless otherwise provided for in the -contract, no use charge 
shall be allowed for assets still in use which have been fully depreciated on 
the contractor's books or acquired without cost. Use charges for assets 
not fully depreciated on the contrac.tC?r's books a.re unallowable. 

(g). Employee Morale, Health, and Welfare Costs and Credits. Reason
able costs of health and welfare activities, such as house publications, health 
or first-aid clinics, and employee counselling services, incurred, in accord
ance with the contractor's established practice or cust~m in the industry o·r 
area, for the improvement of working conditions, employer-employee rela
tions, employee morale, and employee performance, are allowable. Such 
costs shall be equitably allocated to all work of the contractor. Income 
genera ted from any of these activities shall be credited to the costs thereof 
unless such income has been irrevocably set over to employee welfare 
organizations. 

(h) Food Service Costs and Credits. Food services include operating 
or furnishing facilities for cafete·rias, dining rooms, canteens, lunch wagons, 
v~nding machines, or similar types of services for the contractor's em
ployees at the contractor's facilities. Profits (except profits irrevocably 
set over to an employee welfare organization of the contractor in amounts 
reasonably useful for the benefit of the employees at the site or sites of 
contract performance) accruing to the contractor from the operation of 
these services, whether oper·ated by the contractor or by a concessionaire, 
shall be treated as a credit,·and~allocated, to all_ activities served. Reason
able losses from operation of such services are allowable when it is the 
policy of the contractor to operate such services at a profit or at cost; 
provided, however, that such losses are allocated to all activities served. 
When it is the policy of the contractor to furnish such services at a loss, 
losses on such operation shall not be allowed as a cost unless specifically 
provided for in the contract. 

(i) Fringe Benefits.· Fringe benefits are allowances and services 
provided by the contractor to its employees as compensation in addition 
to regular wages and salaries. Costs of fringe benefits, such as pay for 
vacations, holidays, sick leave, military leave, and employee insurance, 
are allowable to the extent required by law, employer-employee agreement, 
or an established policy of the contractor which constitutes, in effect, an 
implied agreement on the contractor's part (but see (d) above, and {j)(3){v), 
(q) and (x) below). 
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(j) Insurance and Indemnific~:tion. 

(1) Insurance inc.ludes (i) those types of insurance which the con
tractor is required to carry uncier the terms of the contract, or by specific 
instruction of an authorized representative of the Government, and (ii) any 
other insurance for which the contractor seeks reimbursement under the 
contract. Indemnification includes liabilities to third persons not compen
sated by insurance or otherwise. 

(2) Costs of insurance required or approved, and maintained, pursu
ant to the contract, are allowable. 

(3} :- Costs of other insurance, not required to be submitted for 
approva 1 but maintained by the .contractor in connection with the performance 
of the contract, are allowable su.bj,ect to the following limitations: 

(i) types ~nd extent 9f coverage shaLl be 1n accordance with 
sound busin.ess. practice and the rates shaLl be reasonabl.e 
under. the ci:rcum~tance s.; 

(ii) costs allowed for use and occupancy insurance sh~ ll be 
limited to exclude coverage of profit, interest, Federal 
income taxes, and any other items of cost unallowable· 
under this Part; 

(iii) costs of insur~nce or any res~rve covering the risk of 
loss of or damage to Government-owned property are un
allowable except to the extent that the Government shall 
have approved or required such insurance or reserve; 

(iv) costs of providing a reserve for a self-insurance pro
gram are unallowable unless the program has been 
approved by the Mi~itary Department concerned; and 

(v) costs of in.surance on the live.s of officers, partners, or 
proprietors, are unallowable except where such insurance 
is part of an employee plan which is not unduly re.stricted. 
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(4) The Government is obligated to indemnify the ·contractor only 
to the extent expressly provided for in the contract. Therefore, except as 
otherwise expressly provided for in the contract, actual losses not reim
bursed by insurance (through an approved self-insurance program or other
wise) are unallowable. 

(k) Labor Relations Costs. Costs incurred in maintaining satisfactory 
relations between the contractor and its· employees, including costs of shop 
stewards, labor management committees, employee publications, and other 
related activities are allowable. 

(1) Maintenance and Repair Costs. 

(1) Costs, ·necessary for the upkeep of property (including Govern
ment property unless otherwise provided for), which neither ad·d to the 
permanent value of the property nor appreciably prolong its intended life, 
but keep it in an efficient operating cond.il::ic~·JJ a~-:-e allowable .{b:1t. !:J~e As-eH 
l5-Z04.3(d)) .. - ·Expendit~resif()r pl,ant a~d equipment .which, according L·~' 

generally accepted. accountiug p!inciple.s,: should ·be capita:H.zed and subjected 
to deprecia'tion a,~e-i.8.HowaDle only on a depreciation basis. 

(Z) Costs of maintenance and repair which are delayed from a 
.period prior to the contract, for some reason such as abnormal operating 
conditions or lack of funds, and are performed during the contract period 
are unallowable unless specifically provided for in the contract. Likewise, 
the estimated cost of maintenance and repair normally required but not 
accomplished during the period of the contract are unallowable unless 
specifically provided for in the co.ntract. 

(m} Manufacturing and Production Engineering Costs. Costs of manu
facturing and production engineering, including engineering activities in 
connection with: 

(i) current manufacturing processes such as motion and time 
study, methods analysis, job analysis, and tool design and 
improvement; and 
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(ii) current production problems, such as materials analysis 

are allowable. 

for production suitability and component design for purposes 
of simplifying produc.tion; 

(n) Material Costs. 

(1) Costs of direct and indirect material, and collateral items such 
as inbound transportation and intr-.ansit insurance, are allowable, subject, 
however, to (2) through (6) below. In computing costs of material, considera
tion will be given to reasonab.le ov~rruns, spoilage, and defective work. 

(2) Costs of ~terial s~all b_e suitably adjusted for applicable 
portions of income and other credits, including available trade discounts, 
refunds, rebates., allowance.~, and cash discounts, and credits for scrap 
and salvage and materia_! re_t'-l.rn~c;i to vendors., ,Such income and other credits 
shall either be credite9 ~i"re~~\ly· tq cost of the ··Material involved .or be allocated 
(as credits) to indirect _costs~ .. Howeve.r, where the contractor can demonstrate 
that failure to take cash dis9~un;ts .was due to circumstances beyond its con
trol, such lost discounts need not be so credited. 

(3) When material is purchased specifically for and identifiable 
solely with performance under a contract, the actual purchase. cost thereof 
should be. charged to tha.t cont.ract. 

(4) If material is issued from stock, any generally recognized 
method of pricing such material is acceptable if that method is consistently 
applied and the results obtained are equitable. 

. (5) Reasonable c.harges or credits arising from a difference between 
periodic physical inventory quantities and related material control records 
shall be included in arriving at the cost of performance if such charges· or 
credits (i) do not include "write-downs" or "write-ups" of value, and (ii) 
relate to the period of performance of the contract. 

(6) Costs of material or service-s sold or transferred between 
plants, divisions, or organiz~tions, under common control, shall be allow
able only to the extent of the cost to the transferor, or the prices of other 
suppliers for the same or S\lbstantially similar items, whichever is lower; 
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provided· that, in the case of any item regularly manufactured and sold by 
any such transferor through co.m.mercial .channels, a departure from this 
cost basis is pe.rmissible if the charge to the contract does not exceed 
either (i) the transferor's sales· price to its most favored customer for the 
same item in like quantity, or (ii) the prices of other suppliers for the same 
or substantially similar items. 

(o) Ov~rtime, ·Ext~a-Pay.·shi£t',' ai1d Mu'it:i-Shift Premiums·. The 
premium portion of overtime, extra-pay shift, and multi-shift payments to 
direct labor employees shall be separately identified. Costs of such pre
miums on direct labor are allowable only .to the extent expres.s.ly provided 
for in the contract or otherwise a~thorized by the Government and may be 
classified as either direct ·or indirect labor costs. When direct labor cost 
is the base for distribution of overhead, such premiums shall not be in
cluded in that base. When such premiums are charged as indirect costs, 
the amount allocated to Government co.ntracts shall be equitable in rela-
tion to (i) the amount of ·such premium costs a1 i.ocated to non-Government 
work being concur·rently performed in the contractor's plant and (ii) the 
factors which necessitate the incurrence of the costs. The premium portion 
of overtime, extra-pay shift,. a·nd multi-shift payments to indirect labor 
employees is allowable without prior approval, if reasonable, and if allocated 
on a pro rata basis to commercial as well as Government work. 

(p) Patent Costs. Costs of preparing disclosures, reports, and other 
documents required by the contract and of searching the art to the extent 
necessary to make such invention disclosures, are allowable. Upon the 
written authorization of the contracting officer, costs of preparing documents, 
and any other patent costs, in connection with the filing of a patent applica
tion by the Government, are allowable. (See also (v) and {w) below.) 

(q) Pension Plans, 

(1) A pension plan is a plan which is established and maintained 
by a contractor primarily to provide systematically for the payment of 
definitely determinable benefits to its employees over a period of years, 
usually for life, after retirement. Such a plan may include disability, with
drawal, insurance, or survivorship benefits incidental and directly related 
to the pension benefits. Such benefits, generally, are measured by, and 
based on, such factors as years of service and compensation received by 
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the employees. The determination of the amount of pension benefits and 
the contributions to pro:vide such benefits are not dependent upon profits. 
Benefits are not definitely determinable if funds arising from forfeitures 
ori termination of servic.es or other. reason may be used to provide increased 
benefits for the remaining participants instead of being used to reduce the 
amount of contributions by the employer. A plan designed to provide bene
fits for employees or their beneficiaries to be paid upon retirement or over 
a period of years after retirement shall be considered a pension plan if,· 
under the plan, either the benefits payable to the employee .or the required 
contributions by the contractor can be determined actuarially. (Retirement 
plans which are based on profit-sharing shall not be considered to be pension 
plans within this paragraph fq).) 

(2) Consideration, and .approval or disapproval, of all pension plans 
and the method of determination of the costs thereof shall be the responsi
bility of the Department to which audit cognizance is assigned and subsequent 
action taken by that Department ~ill, generally, be accepted by th~ other 
Departments.· Such plans must meet the qua.lification requirements prescribed 
by Section 401 of the Internal R~venue Code of 1954 (P .L. 591, 83rd CongO) 
2d Sess., 68A Stat. 134). PI"ior ~o approval of such plans by the cognizant 
Department, approval by Internal Revenue Service shall be obtained in the 
case of : 

(i) contractors who are subject to Federal income tax; and 

(ii) nonprofit or tax-exempt contractors who have submitted 
their plans for approval by Internal Revenue Service; 

however, approval of a plan by the Internal Revenue Service does not 
necessarily assure the allowance of the costs of such a plan by the Depart
ment concerned. In the. case of all other plans, compliance with the qualifica
tion requirements of Section 401 of the Internal Revenue Code of 1954 shall 
be determined by the cognizant Department using; insofar as applicable, 
the regulations, criteria, and standards of the Internal Revenue Service. 

(3) To the extent pension plans are approved by the cognizant 
Military Department, costs thereof are allowable subject to the following 
conditions: 

(i) the. requirements of ASPR lS-2.:01.2 shall be satisfied; 
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(ii) such costs, including excess contributions (see Section 
404(a)(i)(D) of the Internal Revenue Code of 1954), shall 
not exceed-

(A) the amount claimed and deductible for Federal income 
tax purposes in the current taxable period; or 

(B) in the case of nonprofit or tax-exempt organizations, 
the amount which could have been claimed and deducted 
for Federal income tax purposes in the current taxable 
period had such organizations been subject to the pay
ment of income tax; 

(iii) in cases where the Internal Revenue Service withdraws 
approval of a plan, an app;ropria te adjustment of contract 
costs shall be made for contributions which previously 
have been allocated to and allowed as contract costs and 
which-

(A) are disallowed for tax purposes; or 

(B) in the case of nonprofit or tax-exempt organizations, 
could have been disallowed for tax purposes had such 
organizations been subject to the payment of income 
tax; and 

(iv) in determining the net pension plan costs allocable to mili
tary contracts~ and in addition to making appropriate ad
justments for credits or gains arising out of ·normal 
employee turnover~ consideration shall be given·, in accord
ance ·with(A) or (B) bel.ow, to possible future abnormal 
termination credits or gains which may arise with respect 
to individuals for whom pension plan costs have been or 
are being incurred by the contractor but whose employment 
will terminate before they acquire a vested right to the 
benefits under such plans -

. (A) when all such abnormal termination credits or gains 
are foreseeable and can be currently·evaluated with 
reasonable accuracy, an equitable adjustment of current 
costs to give effect to such anticipated future credits 
or gains shall be made, either by reducing the current 
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costs otherwise allocable, or by obtaining realistic 
recognition in the actuary's calculation of current 
costs, so that the current costs do, in fact, reflect 
the reduction for the abnormal termination credits 
or gains which are anticipated; and such adjustment 
shall be reflected in the contract, in an amendment 

·thereto, or in some other writing binding on the Govern
ment and the contractor; or 

(B) when such abnormal termination credits or gains, 
whether or not io.reseeable -

(I) cannot be £l1rrently evaluated with reasonable 
accuracy; or 

(11) have not been the subject of adjustment under (A) 
above; 

pension plan costs incurred under the contract shall 
be subject to retrospective accounting and any neces
sary adjustment for such subsequent termination 
cred~ts unless the Govern~ent and· the contractor agree 
upon a method of determining such adjustment, or 
agree upon an· equitable adjustment; any such agree
ment shall be reflected in the contract, in an amend
ment thereto, or in a separate agreement binding on 
the Government and the contractor. 

(4) The allowability of costs of lump sum purchases of annuities 
or of lump sum cash payments or periodic cash payments made to provide 
pension benefits for retiring or retired employees other than such costs in
curred under appr·oved pension plans shall be subject to consideration on an 
individual case basis, 

(r) Plant Protection Costs. Costs of items such as wages, uniforms, 
and equipment of personnel engaged in piant protection; depreciation on 
plant protection capital assets; and necessary expenses to comply with 
military security requirements are a1lowab.le' 

15 
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(s) Professional Service Costs - Legal, Accounting, Engineering, and 
Other. 

(1) Costs of professional services rendered by the members of a 
particular profession who are not employees of the contractor are allowable, 
subject to (2) and (3) below, when reasonable in relation to the services 
rendered and when not cont'ingent upon recovery of the costs from the Govern
ment (but see ASPR 15-20.4.3(f)). 

(2) Factors to be considered in determining the allowability of 
costs in a particular case include: 

(i) the past pattern of such costs, particularly in the years 
prior to the award of Government contracts; 

(ii) the impact of Government contracts on the contractor's 
business; 

(iii) the nature and scope of managerial services expected of 
the contractor~ s own organization; and 

(iv) whether the proportion of Government work to the con
tractor~ s total business is such as to influence the con
tractor in favor of incurring the cost$ particularly where 
the services re~dered are not of a continuing nature and 
have little relationship to work under Government contracts. 

Retainer fees to be allowable must be reasonably supported by evidence of 
services rendered. 

(3} Costs of legal~ accounting, and consulting services, and related 
costs, incurred in connection with organization and reorganization, defense 
of anti-trust suits, and the prosecution of claims against the Government, 
are una.llowable. Costs of legal, accounting,. and consulting services~ and 
related costs, incurred in connection with patent infringement litigation, 
are unallowable unless otherwise provided for the contract. 

(t) Recruiting Costs. Costs of "help wantedn advertising, operating 
costs of an employment office necessary to secure and maintain an adequate 
labor force, costs of operating an aptitude and educational testing program, 
travel costs of employees whileAengaged in recruitingi personnel, .and travel 
costs of applicants for interviews for prospective employment. are 
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allowable. Where the cont~a,cto:r._ .uses employment agencies, costs not in 
excess of standard co.mrnercial rates for such services are also allowable. 
Costs of special benefits or emoluments offered to prospective employees 
beyond the standard practices in the industry are un~llowable. 

(u) Rental Costs· (Including 'Sale and Leaseback of Facilities). 

(1) Rental costs of land, bui.ldings,·-and equiprn:ent and other personal 
property are allowable if the rates are reasonable in light of the type,· life 
exp~ctancy).. condition,·~a.ri.d :Y.alue.of the facilities leased$.. optionsavaiTabiet· 
and other .. provisions o_( the rent::.tl 3.qree:ne~1t. · 

·-J . \ 

, (2) Charges in the nature· of rent between plants, divisions, or 
organizations under common .control are unallowa~le except to the extent 
such charges do not exceed the normal' costs of. owne.rsliip, such as d·eprecia
tion, taxes, insurance, and maintenance; provided that no part of su-ch coists 
sh~ll! d':lplicate· any other a.~lowed costs'. ·--·-· -··---· ··-

(3) Unless otherwise specifically provided ~n ,the contract-., .rental 
costs specified in sale and leaseback agreements, incurred by contractors 
through selling plant facilities to investment organizations, such as insurance 
companies, or to private investo.rs, and concurrently leasing back the same 
facilities, are allowable only to the extent that such rentals do not exceed 
normal costs, such as depreciation, taxes, insurance, and maintenance, 
borne by the lessor, whi·ch would have_been incurred had the contractor 
re,tained legal title to the facilities.· 

(v) Research and Development Costs. 

(1) Research and development costs (sometimes· referred to as 
general engineering costs) are divided into two major catego-ries, for the 
purpose of contract costing: (i) general research, also referred to as 
basic research, fundamental' research, pure research, and blue-sky research; 
and (ii) related research or development, also referred to as applied re
search, product research, and product line· research. 

(2) General research is that type of research which is directed 
toward increase of knowledge in science,; Il) su.ch research, the primary 
aim of the investigator is a fuller knowledge or understanding of the subject 
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under study, rather than a practical application thereof. Costs of independent 
general research (that which is not sponsored by a contract, grant, or other 
arrangement) are allowable to the extent specifically provided'in the contract. 
LGenerally, the contractor shall be required to disclose to the Government 
the purposes and results of such independent general research. In specifically 
providing for such costs, factors to be considered include: 

(i) scope, nature, and quality of the contractor's independent 
general research program; 

(ii) capability of the contractor in the particular research 
field; · 

(iii) benefits which may accrue to the Government; 

(iv) comparison of size and cost of contractor's previous 
years' independent research programs; and 

(v) proportion of Government business to contractor's total 
business..:..? 

(3) Related research is that type of research which is directed 
toward practical application of science. Development is the systematic 
use of scientific knowledge directed toward the production of useful materials, 
devices, methods, or processes, exclusive of desig~, manufacturing, and 
production engineering {see (m) above). Costs of a contractor's independent 
related research and development (that which is not sponsored by a contract, 
grant,· or other arrangement) are allowable under any cost-reimbursement 
type production contract; provided the research and development are re-

. lated to the contract product line and the costs are allocated to all produc
tion work of the contractor on the contract product lineL; and provided 
further that the contractor discloses to the Government the purposes and 
results of the research and developmen_!7. Such costs are unallowable 
under cost-reimbursement type research and development contracts. 

(4) Independent research and development projects shall absorb 
their appropriate share of the indirect costs of the department where the 
work is performed. 

(5) Research and development costs (including amounts capitalized), 
regardless of their nature, which were incurred in accounting periods prior 
to the award of a particular contract, shall not be allocated to that contract 
unless allowable as precontract costs {see ASPR l5-204.3(i)}, 
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(w) Royalties and Other Costs for Use of Patents. Royalties on a 
patent or invention, or amortization of the cost of acquiring a patent or 
invention or rights thereto, necessary for the proper performance of the 
contract and applicable to contract produ.cts or processes, are allowable 
to the extent expressly set forth in the contract or otherwise authorized 
by the cont"racting officer; provided that where the Government has a 
license or the right to free use of the patent or invention such costs are 
unallowable; and provided further that where the patent has been adjudicated 
to be invalid such costs incurred thereafter are unallowable. 

(x) Severance Pay. 

(1) Severance pay, also c;:ommonly referred to as dismissal wages, 
is a payment in addition to regular salaries and wages, by contractors to 
workers whose employment is being terminated. Costs of severance pay 
are allowable only to the extent that, in each case, it is required by (i) law, 
(ii) employer-employee agreement, (iii) established policy that constitutes, 
in effect, an implied agreement on the contractor's part, or (iv) circum
stances .of the particular employment. 

(2) Co"sts of _se·ve·ratice· pa yrnents ·are divided into two categories 
as follows: 

(i) actual normal turnover severance payments shall be 
allocated to all work performed in the contractor's 
plant; or, where the contractor provides for accrual 
of pay for normal severances such method will be 
acceptable if the amount of the accrual is reasonable 
in light of payments actually made for normal severances 
over a representative past period, and if amounts accrued 
are allocated to all work performed in the contractor's 
plant; and 

(ii) abnormal or mass severance payments actually made 
upon cessation of work when there is no reasonable 
prospect of continuing employment on other work of the 
contractor shall be assigned to the entire period of the 
employment of the terminated employees and equitably 
allocated to all work performed in the contractor's plant 
during that period. A reservation in the final release 
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may· be made when it is reasonable to assume that severance 
··pay allocable to the contract will be made in the future. 

{y) Special Tooling Costs. The term special tooling means property 
of such specialized nature that its use, without substantial modification or 
alteration, is limited to the production of the particular supplies or the 
performance of the particular services for which acquired or furnished. It 
includes, but is not limited to, jigs, dies·, fixtures, molds, patterns, special 
taps, special gauges, and special test equipment. Costs of special tooling 
acquired for performance of the contract, are allowable and shall be charged 
directly thereto. 

(z) Taxes. 

(l) Taxes are charges levied by Federal, State, or local governments. 
They do not include fines and penalties except as otherwise provided herein. 
In general, taxes (including State and locai. incorne taxes) which the con
tractor is required to pay and which are paid or accrued in accordance with 
generally accepted accounting principles are allowable, except for: 

(i) Federal income and excess profits taxes; 

(ii) taxes in connection with financing, refinancing or refunding 
operations (see ASPR l5-204.3(f)); 

(iii) taxes from which exemptions are available to the contractor 
directly or available to the contractor based on an exemp
tion afforded the Government except when the contracting 

. officer determines that the administrative burden incident 
to obtaining the exemption outweighs the corresponding 
benefits accruing to the Government; and 

(iv) special assessments on land which represent capital 
improvements. 

(2) Taxes otherwise allowable under (1) above, but which may be 
illegally or erroneously assessed, are allowable; provided that the con
tractor prior to payment of such taxes: 
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(i) promptly requests inf:ltructipns from the contracting officer 
concerning such taxes; and 

(ii) takes all action direct~d by· the contracting officer, including 
cooperation with and for the benefit of the Government, to 
(.A) determine the le~ality of such assessment or, (B) secure 
a r.efund of such taxe $ • 

. Reasonabl'e costs of any such proceeding instituted by the contractor at the 
dir~ctip.n of the contracting officer are allowable. Interest and penalties 
inc~rred by a contractor by reason of the nonpayment of any tax at the direc
tion of the cbntracting offic,er are also allowable.· 

(3) Any refund of taxes, interest, or penalties·, and any payment 
to the contractor of interest thereon, attrib\!table to taxes, interest, or 
penalties which were allowed as contract costs, shall be credited or paid 
to the Government in the ~n~.er directed by the Government. 

(aa) Trade, Business, Technical, and Professional Activity Go.sts .. 

' 
(1) Me.n1berships. Costs of contractor's membership in trade, 

business, techn1cal, and· professional organizations are allowable. 

(.2). Subscriptions. Costs of subscriptions to tr.ade, business, 
professi9n~l, and technical peri~dica.ls are allowable .. 

(3) Meetinss ancl Conferences. Costs of meals, transportation, 
rental of facilities for'meetings, a.·n4 costs incidental thereto, when the 
primary pu,rpose of the incurrence of such costs is the dissemination of 
technical information or the stimulation of production, ·are ~llowab.le. 

(bb) Training Costs. C.osts of preparing .and maintaining a program 
of instruction designed to increase the overall effectiveness of employees·, 
includin·g costs of. the director of training and staff, training materials, 
and text books, and tuition" a..nd fees wh&n par~time training "is '-.col\dQcted 
by educa ti.onal ins ti.tutions' .a~re a tlowable when limited to on-the- job 
type. training and when~properly··allocated, . Costs of .training in educa-. 
tional .in-stitutiints-are: unallowable, except. to the extent specifically pro
vided for in the•contract in.accordance with ·Departmental instructions. 

Z.l 
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(cc) Transportation Costs. Transportation costs include freight, express, 
cartage, and postage charges relating -either to go.ods purchased, in process, 
or delivered. When such costs ·can readily be identified with the items involved, 
they may be direct costed as transportation costs or added to the cost of .such 
items (see (n) above). Where iklentif.icci't:.ion with_ the materials received can-
not readily be made, inbound transportation costs may be charged to the ap
propriate indirect cost accounts if the contractor follows a consistent equitable 
procedure in this respect. Outbound freight, if reimbursable unde.r the terms 
of the contract, should be treated as a direct cost. 

(dd) Travel Costs. 

(1) Travel costs include costs of transportation, lodging, subsistence, 
and incidental expenses, incurred by contractor personnel in a travel status 
while on official company business. 

(2) Travel costs incurred in the n.oJ-rn.al course of overa 11 ad
ministration of the business and applicable to the entire business are 
allowable. Such costs shall be equitabl allocated to all work of the con
tractor. 

(3) Subsistence and lodging, including tips or similar incidental 
costs, are allowable either on an actual or per diem basis. The basis 
selected shall be consistently followed. 

(4) Costs of personnel movement of a special or mass nature are 
allowable only when authorized or approved in writing by the contracting 
officer. 

(ee) General. 

(1) Such recurring costs as registry and transfer charges resulting 
from changes in ownership of securities issued by the contractor, cost of· 
shareholders' meetings, proxy solicitations, preparation and publication 
of reports to shareholders, preparation and submis_sion of required reports 
and forms to taxing and other regulatory bodies, and incidental costs of 
directors and committee meetings are allowable. Such costs shall be 
equitably allocated to all wo'rk of the contractor. 
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(2) Certain costs discussed in ASPR lS-204.3 are allowable if 
expressly provided for in the contract, or, in some cases, if approved in 
writing by the contracting officer. See for example: 

(i) ASPR 15-204.3(e); 

(ii) ASPR 15-204.3(i); and 

(iii) ASPR 15-204.3 (k). 

lS-204.3 Unallowable Costs. 

(a) Bad Debts. Bad debts, including losses (whether actual or esti
mated) arising from uncollectible customers' accounts and other claims, 
related collection costs, and related legal costs are unallowable. 

(b) Contingency Reserves. Contingency reserves, created and 
maintained to provide for eve:nts the occurrence of which cannot be foretold 
with certainty as to time, intensity, or even with.an assurance of their 
happening, are unallowable. (For self-d.nsurance programs· see ASPR 15-
204.2(j).) 

(c) Entertainment Costs. Costs of amusement, diversion, social 
activities, and incidental costs relating thereto, such as meals, lodging, 
rentals, transportation, and gratuities, are unallowable (but see ASPR 15-
204.2(g), (i), and (aa)). 

(d) Excess Facility Costs. Costs of maintaining, repairing, and housing 
idle and excess contractor-owned facilities, except those reasonably neces
sary for current and immediately prospective production purposes, are 
unallowable. The costs of excess plant capacity reserved for defense mobili
zation production shall be the subject of a separate contract. 

(e) Fines and Penalties. Costs resulting from violations of, or 
failure of the contractor to comply with, Federal, State, and local laws 

·and regulations are unallowable except when incurred as· a result of 
compliance with specific provisions of the contract, or instructions in 
writing from the contracting officer. 
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(f) Interest and Other Financial Costs. Interest (however repre
sented), bond discounts, costs of financing and refinancing operations, legal 
and professional-fees paid in connection with the preparation of a prospectus, 
costs of preparation and issuance of stockrights, and costs related thereto 
are unallowable except for interest assessed by State O! local taxing au
thorities under the conditions set forth in ASPR 15-204.2(z) {but see ASPR 
15-204.2(ee)). 

(g) Losses on Other Contracts. An excess of costs over income 
under any other contract (including the contractor's contributed portion 
unaer cost-sharing contracts), whether such other contract is of a supply, 
research and develo_pment, or other nature, is unallowable as a cost of 
performance of the Government ccintra.ct. 

(h) Organization Costs, Expenditures, such as incorporationfees, 
attorneys fees, accountants fees, brokers fees, fees to promoters and or.ga·~1." 

izers·li in·.conne<;ti~tvi.th (i} -organization or reorganization of a business, 
or {ii) raising :Capital$ ,f•e ·unallowable. (s.ee (f) a b·ove)., ·· 

(i) Precontract Costs 0 Precontract costs pre those which are in
curred prior to the effec:tive date of the contract and which would have 
been allowable thereunder if incurred after such date. Such costs are 
unallowable unless specifically set forth and identified in the contract. 
(See ASPR 15-lxx.) 

{j) Profits and Losses on Disposition of Plant, Equipment, or Other 
Cap.ital.Assets. _Profits or losses of any natu~e ar~~ing from the sale or 
exchange of plant, equipment, or _other capital assets, including sale or 
exchange or either short or long term investments, shall be excluded in 
computing contract costs (but see ASPR lS-204.2(£)(2) as to basis for 
depreciation) 0 

(k) Reconversion Costs. Reconversion costs are those incurred in 
the restoration or rehabilitiation of the co·ntractoris facilities to approxi
mately the same physical arrangen:>oent and condition existing immediately 
prior to commencement of the military contract work and include the cost 
of removal of Government property. Reconversion costs are unallowable 
except that the cost of removing Government property a.nd the restoration 
or rehabilitation costs caused by such r~moval are allowable if specifically 
provided for in the contract. 
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(1) General. 

(1) In addition, certain costs discussed in ASPR 15-204.2 are stated 
to be unallowable. See for example: · 

(i) Advertising Costs, ASPR 15-204-.2(a)j last sentence; 

(ii) Depreciationjj ASPR 15-204.2.(f)(4), and (5) last sentence; 

(iii) Professional Service Costs - Legal, Accounting. Engineering, 
and Other, ASPR 15-204 .. 2(s.)(3). first sentence; 

(iv) Recruiting Costs, ASPR 15-204.2(t), last sentence; 

(v) Royalties and Other Costs for Use of Patents, ASPR 15-
204~2(w), both provisos; and 

(vi) Tax~s,- ASPR 1~-204-· ... z.{z)(l)(i) ~throug·h (ivh 

(2) Certain Other costs discussed in ASPR 15-204.2 are unallowable 
unless expressly provided for in the contract, or, in some cases, if au
thorized or approved by the Government... See for example: · 

(i) Civil Defense Costs, ASPR 15-204.2(c), last sentence; 

(~i) Depreciation, ASPR 15-204.2(f)(5L first sentence; 

(iii) Food Se:rv-ic$ -Costs and-Cr-edits, ASPR 15-204.-l(h), 
last sentence; . 

(iv) Insurance and Indemnification, ASPR 15-204.2(j)(3)(iii) and 
(iv). and (4); 

(v) Maintenance and Repair Costs, ASPR 15-204.2(1)(2); 

(vi) Overtime. Extra-Pay Shift, and Multi-Shift Premiums, 
ASPR 15-204.2(o), second sentence; 

(vii) Patent Costs, ASPR 15-204.2{p), second sentence; 
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(viii) Professional Service Costs - Legal, Accounting, Engineering, 
and Other, ASPR 15-204.2(s)(3), last sentence; 

(ix) Rerital Costs (Including Sale and Leaseback of Facilities), 
AS PR 15-2 0 4. 2 ( u )( 3); 

(x) Royalties and Other Costs for Use of Patents, ASPR 15-
204.2(w); 

{xi) Special Tooling Costs, ASPR 15-204.l(z)(2); 

(xii) TrainiJlg Costs, ASPR 15-204.2(bb), 
last sentence; and 

(xiii) Travel Cost's,. ·ASPRvl5-204.2(dd)(4) .. 
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SCOPE UF PART. This part sets· forth principles and standards for the deter-

'mination and all~tanca ot costs in connection w~th cost-reimbursement type contract· 
~ . . . . . 

-~ . and cost-reimbursement type subcontracts thereunder for procurement of supplies, i. . . . . 
" services 1 and research and development work with organizations .having commercial 

type accounting systems. However, this part. does .~ot· apply to contracts. for facil-
~ . 

ities, cQnstruction and architect-engineer services related to construction. 

l$-201 LASIC PlUNC!PLES AND STANDARDS. 

a. Composition of ·Total Cost. The total cost of a cost-reimbursement type 

_contract is the net sum ot (1) the al.lcnrable direct costs, (U) the prope.rly 

allocable portion or allowable indirect costs and ( 111) applicable income and other 

credits. 

b. Factoz:-s Affecting Allowability of Costs., The factors to be considered 

in determining the allowability of cos.ts include (1) reQonableness, (ii) applicatior. 

of generally accepted accounting principles and practices, (iii) signifi~ant. dev:!.a'" 

tions in the established practices of the cont.r~tor which substantially increase. 

the contract costs, _and (iv) a:n:y limitations as to ttpes or amounts of cost itemS 

set forth in this Part 2 of Section XV or otherwise included in the contract • 

c. Credits. The applicable portion of income and Qther· credits, rebates, 

and allowances, received by or accruing to the contractor and which are related to 

aey allowed cost will be credited to the Government either as a reduc~ion in con~ 
I , 

tra6t cost or by a cash refund, as appropriate. 

d. Contractor's Ac.counting System.. The requirements con~erhing rec~rd 

keeping and approval of the contractor 1 s accounting procedures and pra~ic·ea are 

s~i forth in the "Records Clause" (See ASPR 7..:203.7) •. 

l$-202 DIRECT COSTS. Subject to the provisions _at paragraph 1$-201, allowable 

direct costs are t~se items of cos~, or aggregate "tmtreot-1 which can be identified 

s~ecifical.ly with any objective~ s~oe, prog~;~aoje~t und. er the con~t.and 

~~~~~~lj;;y_;:rt~ 
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are chargeable directly t,nereto. l-Iaj or items of cost reaa1ly identifiable with t:-.c 
.... 

I 

contract or with other work of the contractor should be charged directly thereto. 

This principle may often be applicable to such elements of ~ense as freight, 

travel, communications, engineering .services, ete .• , as .well as the normal items of 

· ·materials and produc~ive labor. However, when the contractor is engaged in mixed 

·production, this principle must be applied consistent~ to the costing of both 

defense and non-defense pr9ducts or services, in order to produce equitable results. 

When the accounting expense or direct costing ot minor items would exceed the 

resulting benefits, individual items, otherwise allowable as direct co~tsJ ~ be 

treated as indirect expenses • 

. 15-202.1 DirlECT NATERIALS. The cost of direct materials includes the cost of all 

i terns purchased, supplied_, man~actured or fabricated, which enter .directly ::. . .-.-: :J 

the end product or which are used or consumed directly in· co;Q.nection with furnishing 

such product. Costs of reasonable overruns, spoilag~, and defective work ~ also 

be included (as to defective work, see paragraph 1·203,5(c)). 

15-202.2 DIRECT LABOR. The cost of direct labor includes salaries and wages speci

fically identifiable with and proper~ chargeable directly to the perfor-mance ot 

contract or other wor~ of the contractor. Average rates ·may be used where it is 

demonstrated by the contractor that the resUlts are equitable •.. Direct laQor ~ 

also include other associated co~ts such as payroll: taxes and workmen's compensation 

insurance, where it is the established practice or the contractor to treat these 

items as a part of direct labor costs.· 

15-202.3 OTHER DIRECT COSTS. Where Qther.items.ot cost are charged direct~ to the 

cantract consistent with paragraph lS-202 above,. the contractor lllUSt. demonstrfl" 

that they are specifically related to the performance of the contract. When, how• 

ever, items ordinarilY chargeable aa indirect costs are c~ged to a Goverru11e~7. 

contract as direct costs 1 the cost of Uke ~teme applicab~e to other work of. the 

contractor must be eliminated from indirect costs allocated to the contract, 
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(a) Indirect costs are expenses which are incurred for conunon· or joint ob

jectives, are accumulated for accounting purposes by departmental activity or other 
: !oj!!;~po~.·· 

logical cost grouping and are charged to the contract an~ other work of the con-
. · tractor by a process o£ allocation_. Each· element thereof' is subject to the limita

tions of this part as to allowabUity. 

(b) No specific rules can be stated as to the method of allocation of in-

direct costs because the actual condition in each i.Dstance must b$ taken· into accour. 

in determining the most suitable method or· methods. The objective should be · ... ~.e 

selection of a. method or methods which will distribute the indirect costs in a fair 

and equitable manner. The method uaed in connection with Government contracts must, 

in order to be acceptable, conform with generally accepted accounting practices, ce 

applied consistently, and produce equitable results. Any significant change, such 

as in the nature of the business, extent of subcontracting, fixed asset improvement 

programs, the volume of sales, the volume of production, manufactUring processes, 

or the products being produced, may require reconsideration . of the methods pr~ious~ 

in use to· determine whether they continue to be equitable, Further diseussion 

relative to allocation of the individual categories of ·indirect costs will be found 

in the subparagraphs below. 

15·20).1 DIDIRECT MANUFACTURING AND PRODUCTION EXPENSES •. ·Indirect manufacturing 

and productiOn expenses consist of costs which are incurred 1n the prod~ctive 

process as , a whole and are not readily subject to ~eatment as direct eosts in· 

accordance with paragraph lS-202. · Allocation ·or indirect manutactur:Lng . and prodt'.C-
. . 

tion expenses on & time basis, ·SUCh as direct· labor man-hours or .~~acJ:dne-hours 1 is 

a method which generally produce~ $cc.ur~c:y .and ·equity. .other acceptable bases., in 

appropriate circumstances, include . direct labor doJ.lal.a (exclusive Ot overtime 

premium), units proces~ed and p~ coets of. uni~s proc~ssed:. The ·contr&4)tor llJiq' 

departmentalize or establish cost centers in·. ord.er to distn~uie ·'equitably the 
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ipdirect costs. The facto~s to be considered in determining the extent or depart

mentalization or establishment of cost centers include vari~ty ot products, cam

_plexity or processes and relative labor and facility requirements tor the various 

products. 

1.$-203.2 lliDD1ECT. ENGINEERING EXPENSES. Indirect engineering expenses include 

engineering supervision, engineering administrative expense, engineering general 

supplies, and other related expenses. These expenses aria~ out of engineering 

activities which may include product design, t~l de~i~, experimental development, 

manufacturing-and production development, leyout or pro?uction lines, determination 

ot machine methods and related blueprinting and drafting. 

Indirect engineering expenses should be allocated to the -benefited -~.c~ ·_v

ities, i.·e., contract and other work of the contractor (~'IW~ 
rj£;~~1J.~ta-s) an the basis of d~~e~engin~~ expended, direct 

engineering l.abor do~~:Y'ov~e,.,premi~), or other equitable bas::.~:. 
Direct costs of engineering activities should be charged QirectlY to the benefited 

activities, i.e., contract and other work of the contractor in accordance with 

paragraph 15-202. 

l.$-203 .3 SELLTIJG AND . DISTRIBUTION EXPENSES. The_ expenses in this group consist of 

items which represent the cost of. marketing the contract~r's products and include 

sales promotion, advertising, distribution. eo"sts and ()tber related item&. (ienerally, 

such expenses are not considered to be allowable as a charse to Government cost

reimbursement type contract·s for the reason that marketing, ~ the ordinary 

commercial sense, is not necessary for doing business with the Government. However, 

dependent upon a reasonable deman$tration or ben~fits to Government contracts and 

subject to the oth~r provisions of tbis part, there _may be an 8.llocat1on to f;,::>-.~e~-1-

nent work of those expenses in t}Q..s category which cODSi$t of technical, consulting 

and such other beneficial serviqes (including related supervision and clerical 

expenses) which are !OJ;"" purposes such as applicatiQD and adaptation ot the 
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cqntractor's products rather than pure selling. Such costs'should first be allocatee 

between the contractor's commercial lin8 and its Government contracts.-· The amount 

allocated to the latter should then be ch~ged to the individual contracts on fm1 

equitable basis.· ·Because of' the special problems that arise in this area,· it is 

- usually desirable tor the .contractor to identify in_ its records by means' or sub

accounts or otherwise' the items of' these expenses conside~ed properly allocable to 

GOv~rnment contracts. 

15-203.4 GEN"ERAL AND ADMINISTRATIVE EXPENSES~ General and administrative expenses 

consist or costs in'cuiTed in the over-all management, supervision and cOndUct of 

the business. Aey recognized method. of' allocating seneral and administrative ex-· 

pense is acceptable provided equitable results are thereby obtained. Some or the 

f'actors that should receive consideration in determining whether the res·ult.s are . . 

equitable are (i) the cost pattern of' the Government contracts {that is, th_e. ;;~-::-

::entage of the_total cost or the contract,· exclusive of_general and administrative 

expenses; represented by each of the several cost components thereof') in relation to 

the cost pattern rorthe plant or activity as a whole,_ and (ii) the ultimate objec

tive of distribution or ~hese expenses in approximate ratio to the general and ad

ministrative ·errort. tnvolved in the two categories of wo·rk.· In addition, considera

tion should be given to ~·significant variations of inventories between accounting 

periods~ >t.ta.riations in the ratio of' contract inventor.r levels· to all other inven~ 

tory levels, and other relevant factors including::those· mentioned in para.. l5-203(b).· 

15-203.5 BASE PERIOD FOR ALLOCATION OF INDIRECT ExPENSES. The base perlod for · 

allocai;i.on or indirect expent!8S shoul~~ or contract performance . 
. . ·.~ 

4P ahodd be "pJ'&SeRt&"i u e ef tftai pe!'i$d~ tae \lase ~efl!ed Shoulcl be ·suf'f'icientl.y 

~ ~uitiea in the ~ocai;i.on or costs1 i-Jt-~#IP~~~ 
15-204 APPLICJ\'l'I~ ~ PRINCIPLBS AND STANDARDS TO SELEcTED ITEMS OF COO~ 
This paragraph states j t.n some detail~ applicati~s ot the basic cost princip~es 

c.::d sto.ndards set forth in the preoeding pa!;'agraphs of this part to certain selected 

. . 
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~tems of cost. The statements herein apply irrespective of whether the particular 

item of cost is treated by the contractor ·as direct cost or as indirect cost • 

. Failure to mention 8l\V particular item of cost herein is not intended to impq 

that it is llither allowable or unallowable~ ·\'lith respect to those items not speci

::ically covered, as well as all the subparagraphs below, determination as to allow

ability will be made in the light of the basic p~ciples ·and standards herein and, 

where appropriate, the treatment of similar or related items in this Paz-t,-

15-204.1 ADVERTISING. Advertising expenses include the costs of advertising media 

and corollary administrative expenses. Advertising media include magazines, ... 1·:: ~:-

}apers 1 radio and television programs 1 direct mail, trade papers 1 _outdoor adver

uising, dealer cards and window displays 1 conventions 1 and exhibits, tree goods 

and samples1 and sales literature. 

a. The following advertising costs only are allowable: 

(l) Advertising in trade and technical journals, provided such ad-

vertising does not offer specific products or services for sale 

but is placed in journals which are valuable !or the dissemina

tion or technical information within the contractor's industr.y. · 

( 2) Help wanted advertising, as set forth 1n paragraph 15-204.32. 

15-204 .• 2 BAD DEBTS. Bad debt expenses consist ot losses (whether actual or 

estimated) arising !ran uncollectible customers' accounts and other claims, and 

include related collection ex~enses and related legal expenses. These costs are 

unallowable. 

-1.5-204.3 BIDDING EXPENSE. Bidding expenses are the costs ot preparing bid esti-

mates on potential contracts or projects, including the development of engineering 

and cost data necessar.y to support the contractor's price proposal or estimated 

cost of work performance. Bidding expenses of the current accounting period of 

both successful and unsuccessful bids normally will be treated. as indirect expenses 

and allocated currently to all business ot the contractor, in which event no 
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bidding expenses or past accounting periods will be allocable ~ the current period. 

to the Government contract. However, the contractor's established practice mar be 

to treat bidding expenses by some other recognized method. Regardless ot the 

method used, the results obtained lll8¥ be accepted only it found to be reasonable 

and equitable. 

l$-204.4 CAFETERIAS, DINING ROOMS, AND OTHER FOOD SERVICES. This class of ex-
. . ; . . 

;enses consists o£ cost, less revenue, of operating or furnishing facilities for 

cafeterias, dining rooms, canteens, lunch wagons; vendi.~ machines, or other types 

of services tor con~ractors employees at the contractor's facilities. Profits 

accruing to the contractor from the operation or these services whether operated 

by the contractor or b,y a concessionaire, will be treated as a credit to cost~ 0f 

all production within the contractor's plant in which the services are furnished, 

e:~cept i'or services from which the profits are irrevocably set over to an employee 

welfare organization of the contractor in amounts reasonablY useful for the 

·benefit or the employees at the site or sites of contract pertonnance• Reasonable 

losses of operation from such services are allowable when it is the polic,y of 

the contractor to operate such services at no loss or profit; provided, however, 

that any gains or losses tram these services must be appropriatelY allocated to 

all activities benefited including Government contracts. ·When it is the policy 

ot the contractor to furnish such services at a loss, losses on such operation 

will not be allowed as a cost, unless authorized by special contract provision. 

15-204.5 CIVIL DEFEl~SE. Civil defense costs are those incurntd in the planning for 

and the protection of lite and property against the posstble effects ot en~ attack. 

These costs are generally incurred pursuant to plans developed by local- and state 

civil defense authorities. Examples of civil defense costs include cost in excesP 

of normal plant protection expenses and ~ consist of first-aid training and 

~:lpplies, !ire !'ighting training and equipment, posting of additional exit notices 

and directions and other approved civil defense measures. Reasonable costs of civil 
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~tense measures undertaken on the contractor' e premises pursuant to suggestions or 

requirements of civil defense authorities are allowable when allocated to all work 

· of the contractor. In the case ot capital assets 1 acquired for civil defense 

purposes the costs thereof will be depreciated over a reasonable number of years in 

conformity with generally accepted accounting principles. Except as speciti~ 
civil 

provided in the contract, contributions to local/defense funds or projects not on 

the contractor's premises are unallowable. 

15-204.6 COMPENSATION FOR PERSONAL SERVICES. (To be inserted later on this page 

and pages 1$09, 1$10 and l$11). 
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lS-204. 7 CONTlliGENCIES. · ·lhis type of charge results from the creation and main-

tenance ot reserves to provide tor an event whose occurrence cannot be foretOld 

1'-i.th certainty as to time, intensi~y or even an assurance ot its happening. These 

costs are not allowable. (For selt-insur$nce programs see paragraph 15-204.15). 

lS-204.8 CONTRIBUTIONS AND DONATIONS. Contributions and donations to established . :, 

nonprofit charitable, scientific and educational organizations are allowable pro

vided that such costs are reasonable anci are properly allocated to all v~ork • 

The propriety of the amount of particular c~tributions and donations and 

·~iJ.e agb:::-e~ate thereof for each fiscal period mtist be judged ordinarily in light ot 

the pattern or past contributions particularq those made prior to the placing of 

Govermnent contracts. The amount of each allowable contribution must be deductible 

for purposes of Federal income tax, but the deductibility ot the contribution tor· 

income tax purposes does not in itself ju.stity its allat-1ab1lity as a contract cost. 

15·204.9 DEPRECIATION. 

a. Jepreciation as described herein is a· charge to current operations 

intended to distribute the cost of tangible capital assets, less estimated residual 

value, over their estimated useful lite in a ~stematic and logical manner. It 

involves a process of allocation, not of valuation. Useful lite has reference to 

the prospective period of economic ·usefUlness in the particular contractor's opera-

tiona as distinguished tram pb7sical lite. 

b. Depreciation on a contractor's plant, equipment and other capital 

facilities is an allowable element of contract cost, provided the amount thereof' 

is based upon original acquisition cost. Depreciation wiU be accotmted tor by con

sistent application to the asset(s) concerned of any gene~ accepted accounting 

principles, including those recognized by Section 167 of the Internal Bevenue Code 

ot 1954, and should usually be allocated to the contract and other work as an 

indirect cost. The 8lllount ot depreciation charged in any s.ccounting period may 

vary with volume ot production or use of multishitt operations, p~vided the method 
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· followed is consistent with oasic objectives set forth in 8ucparagraph a. above. 
! 

c. Charges for depreciation on idle or excess facilities will not be 

. allowed except on such facilities as are reaeonabq necessary for standby purposes. 

·d. Unless otherwise provided in the contract, no use charge will be 

allowed for assets still in use which have been, in accordance with the contractor's 

consistent accounting practice, tu1lJ depreciated on the contractor's books ot 

account. 

e. ~lhere the contractor has. applied for, received, and accepted a deter

nd.nation of "true depreciation" from an Emergency Facilities Board covering an 

emergency faeUity acquired under a certificate ot necessit71 the amounts so deter

mined for "true depreciation" over the emergency !)eriod CS years) will be recognized 

in lieu of normal depreciation. After the expiration ot the emergency period for 

ated over its remaining useful lite and will be the on~ amount N:Cgnized aa . . ~$6,:? 
allowable cost, subject to paragraph lS-204. ;Ae contractor ma:v elect to use 

normal depreciation rather than the "true depreciation" as determined by the 

Emergency Facilities Board. However, the method chosen after such determination 

of "true depreciation" must be followed consistent~ throughout the lite of the 

emergencr facility. 

l$-204.10 EMPLO!EE MORALE, HEALTH AND WELFARE. Included 1n this categor:f are ex

penses or health and welfare activities incurrecl for tho improvement of world.ng 

~onditions and the improvement of eMployer-employee relations, employee morale~ and 

employee ·performance. Examples of these activities are house publications, health 

or first-aid clinics, and employee counselling services. Theae costa are allowable 

when incurred in accordance with the contractor's established practice or custom in 

the industry or area and are reasonable and equitabq allocated to all classes ot 

work performed in the contractor's plant. Income generatecl from 8113' of these 

.. ~ ... 
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activities will be credi-4.. .• 0 the costs thereof unless r~.~~ .bcome has been 

itrevo~ab~ set over to employee welfare organizations. 

15-204.ll ~ERTAINMENI' EXPENSE. This item includes tbe .cost of amusement, diver

sion, social activities and incidental costs relating thereto, such as meals, lodg-

_ing, rentals, transportation and gratuities •. These costs are unallowable. 

15-2q4.12 EXCESS FACILITIES. This item includes the cost of maintaining and hous

ing idle and excess facilities, except those reasonably necessar.y. for standby 

purposes. The~~ ·Costs are unal~owa_Ql~· The costs. or additional plant capac-ity re-
- • •• .. • ~. • ." • '• - '" ,r • '•' u• '•' , ...... , •'• • '· ·1'-·,..~.- ~'-•'•' • • • • ' 

served for d~fense production shall be the subject of a separate contract. 

15-204.13 FINES AND PENALTIES. Included in this ite~ are those ·costs resulting· 
. . . 

from violations of, or failure or the contractor to comply with, local, state and 

Federal laws and regulations • These_ expenses are not allowable except when incurred 

as a result or compliance with specii'ic provisions of the contract or instructions 

in writing fro~ the contracting officer• . 
. ' 

. 1$-204.14 FRINlE BENEFITS. Fringe bene~its are allowances and services provided 

qy the contractor to its employees as compensation in addition tO regular wages 

. and salaries. 

a. The -determination as to the .allowability of the cost of pension and 

retirement plans, profit sharing and other bonuses 1 and severance pay will be 1n 

ac~rdance with sub-paragraphs ~S-204.26, 1$-204.6 and 1S.204.37 respectively~ 

b. The cost of other fringe benefits such as pay for vacations, holidays, 

sick leave, military leave and employee ·insuranc~ (but see subparagraph 204.1$e) is 

allowable to the extent required qy law, employer-e~loyee agreement, or established 

pc)licy or the contractor that constitutes, in effect, an implicit agreement, on the 

contractor's part. 

15-204.1$ INSURANCE AND INDElmFICATION. 

•' . lncl'!ded ·~this ~) those types 

eontr tor is req~ car~er t~e terms 

ructio~ · cont~g officer o . 
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(2) any oth~r ins~nce· tor which the contraotor.. a$8ke re~sement under the cOD-
/,, .' . .~ ·~.!~;~~~~·· . . 

tract. The ~Cis · ot insur""e ordinar~ ~ud.ed in ·~·~·:~t_irst categ·oey are aet 
/ / . 

lQ-$01. , // ,.. .. , .. ·· J, . 
/ / . 

b. Costs .. ASf Uoverment ~quired insurance are ~owable wit~ t~~ · 

; . · o: I' as t~e extent of_.-c)~erage and prad~ i-a~;·· approved by t~)l0verzaent. 
/ . ,/ . . . . ,/ 

Costs ot o":,~ insurance, ,~~pt .that applicabl/"o ~e--,pr6~rt)r, are 

ailowabl .l~rovided (1) ~~ insurance has be~.~--'wroved. by the JOiUt&ry department 
. . ...... ·· . ;.......... . . .~··" . . 

ed or (2) ~./the abs"'ce· of iuch -"'proval requiremen~, ,..the tJPes or coverage, 
.r',# ,.~" ... ·· . 

ent or cov~~age, and rates are re,e.onable under the ~il:'cumstances_. Costs .Uowed 
. ./// . / . :· / ... · .· 

tor use and oecupancy insurance,,Aiowever, will in priiloiple be 'limited ao ·as to 

exclude c/.rage of profit, ~~rest, fe~ ~~ taxes, and~ otbe,r item. ot 
. i'/ . . />-'" . . ,.··'"" . .•. . 

expe!U$6· unallowable und~ this part. .// ..... ---· 
,/ . / ./' .----. I. . c. Therts of inslU"~'~/or·'~ reserve cove/ ~risk of lou ot or 

damage to Gove. ent~owned prope~y. are not allowable ~ept to th$ extent that the 
// ~_...· .-··' 

Government have required th8 .contraotor to carr.,r··'such insur~ce. 
. . /,/··' /,r····· .· 

Provision .tor losses under a seU ·insurance program ar•.· ·al.lowat>l.e 
. ;>' ....... . •'' 

aed the· program _pas been approved by , .. the MUitary DepartmeJ}ts. concerned. 
. . . /.;'~l' .•• ""~,..,· •.. ••••·•• . . . 

ctual losse·s sus~ined under such a ,eit-insurance prqg~· ·az.e not ailowable. 
/ • ./ .•• .:t' /,,. 

,~/ /.;- /"' 

e., ..... The costs of insu¢ce on the lives g~-··otticers, partners o~. propri-
/ / / . .. 

etors, 7not allowable ~,(t whe:re such ins ance is part ot an .JJIIPlc;;~ plan / 

whi~s not und~ res~ted. /- ..-// 

result~ tr e or 

otherwise) are ot alloWable 

pres the contract. 

1$-204.16 mTEREST AND OTHER FINANCIAL. BXPENSES. This item includes interest 

(however represented),. bond disQount ~ eXpenses, and t~ ooat or t~anc1ng and 
., ... 

refinancing operations as well -.a l.egal.a,nd prof~ssional foes paid 1n connection 
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with the preparation ot a pzroaPec\us, eoat ot preparaC\fi aDd ialll&DH ot stock 
·- -. .-.-~ ._, 

rights and expenses relatecl:::th,e~~o. (See also l5·2~r· These costa are un• 
. - . •'".~~~ 

allowable. except tor 1nterast usesaecl bT St•te- ar· l~~i.ld.nJ· authorities -unde~ 

the.conditions set forth in subparagraph -lS-204.39. •••• 
I If 

15·20_4•17 LAB<E ,RELATICifS. 'lbis iilem coven· expaftaes in~urreci ~ laflinteSnPJg satia~ 

factory relaticms ~tween the contractor 8Dd · h18 ei.pi0ntf. It includQ the cost 

. ' •. i::'·l •. :, : 

re1atecl act~vi1;ias. Coate iftcurrecS tor tdlue purpoaea ~e aUowable. 

lS•204el8 LOSSES ON OTHER ~CTS. Tbia· ita cOVers ADJ excesJ ot· coste aver 

(:~~~rM~~ whether. ~~~~!.~-t:~ 
~~a arch and dsvalopaent or ot;~ Coet.a Ot . tU; -;:-t-;,r ua not 

allowable as a cost ot performance ot the OovV~Dent contract. 

lS-204.19 MAINTENANCE AND REPAIRS. 

a• Tbi, item 1Dclud .. thoae cos\1 D8CeiSU7 ter the upkeep of propertY" 
etherwiae . . 

(ilicluding Government p:rOperQ' UDJ.eeu~/pro~decl to:r) wbioh aeither aclde to the per-

manent value of the property- nor ~precia~· prolong• ·l*f! iD~~ lite but keeps· 
• i ,, ·~J ·~~ . 

it in ·an efficient operating. condition. These ooata 1M ·:a.J.lO'fiaQle• i.Xpenditurea· 
. \ >:~·: : .. ~~. :: : . 

for plant and eq\lipaent ~h, according te cenel'i.lq ~p•tecl accountinc princi

plea, should be capitalised and subjected t• deprecia~cM. wW. be allowable onl7 · 
. ~ ~· ·:;'I' 

on a depreclation basis. Cost ot mainteD&DCe 8Dd re~ of exce11 tacW.tiea _, 

of idle tac1Uties (other than reasonable standlv tac111tiea)- are not ·allowable. 
,. 

b• Deterred maintenance is d.efined aa maintenance and repaira.whict ~·or 

~ome reason such aa abnormal operating cOilditicma or lack ot funds, is deiqad to 

a future period. The ooet ot maintenancc, 8Dd npaira · Wbich -.. been cleterred traa 

a. period prior to the contract ia aM,t, aUowa\iJ.e unless ·apeciticall.J prOridad tor 

in the·cont~act. Likewi$81 the estimated coat ot m·~-~ce and r,pa1r8 no~

required but not accampUahacl duri.ng the period or the contract wW. ·not be allowed 
I . ' 

as a Qoat unless apeciti~ provided t~·in the cantr~t. 
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+S-204.20 MABUFACTURING AND PRODUCTION ·ENGINEERING. Manufacturing and production 

engineering includes the· cost ot engineering activities in connection with (1) 

', . current manufacturing processes such aa motion and time study, methods anaJ.¥sis, 

job analysis, and tool design and improvement and ( 2) current production problems, 

such as materials an~sis tor production suitability and component design for 

purpases of simpl.itying production~ These costs are allowable. 

!2-204. 21 ·MATERIALS AND SUPPLIES. 

a. This item includes the net costs of such items as raw materials, 

parts 1 sub-assemblles, components 1 and manufacturing supplies, whether purchased 

outside or manufactured by the contractor, ~d may include ouch collateral items 

as inbound transportation .and intransit insurance. In computing materials costs 

consideration will be given to reasonable overruns, spoilage, or defective work 

(as to defective work, see paragraph 7-203.S(c)}. These costs are allowable sub~ 

j ect; however, to the provi~ions of subparagraphs b. through f • below. 

b. Costs o£ materials and supplies shall be suitabq adjusted for 

applicabl• portions of incorn~ and other credits. Such incame and other credits 

include trade discounts 1 refunds 1 rebates and allowances 1 cash discounts available 1 

credits for scrap and aal vage and materials returned to vendors • Such discounts, 

rebates, allowances and credits, D,l&Y be applied directly' to the charges for 

materials involved or may be apportioned through credits to iqdirect costs. How

ever~ where the contractor can demonstrate that faUure to take cash discounts was 

due to circumstances beyond his control, such lost discounts will be allowed. 

c. When materiaJ.r:~ are purchased specifically for and identifiable 

solely .with performance under a contract, the actual purchase cost thereof should 

be charged to the contract. 

d. It materials are issued from stock; any generally recognized method 

of pricing such materials will be acceptable 1 proVided t~ method is consistently 

applied and the results obtained are equitable~ WhePe 111Maxid:s iB s'bock •" ~-
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CGnmeD&emellt date of the ooat~act haw a preyael:e rephcemeut cost aigntfi-eeDtlr' 

. bigheP-,J;han book coat, *·be cmtracto&- &ftd the SOVtam.m•nt mq, ·by catnct prnyjs1on,_ 

', . asre• ypon the \188 et a. method of pr1e:tng based upou the- fail value of tdte materia' e 

Sua aczeelllest abotil:d :t:nehcie 1dent11'1Mtion of tile tnae•· or kiPCie of mate·~~ 

e. Reasonable charges arising from ditference between periodic ph1'&ical 

r inventoey quantities and related material control records will be· included in 

arriving at the cost ot materials, provided that such charges (l) do .not include 

•wite-downs" ot values, and (2) relate to the .period of ~rfomance ot ·the con

tract. All credits arising from ditf~ences between peri~c pqysical inventor,y 

quanti ties and related material control records shall be taken into aecount. 

t. Ordinarily sales or transfers of materials, services and ·supplies 

between plants,· d1 visions, or organizations, \Dlder a common control, shall be stated 

on the basis of cost to the transferor. In the caae -ot a~.item regularlY manu

factured and· sold by any ·such transferor through commercial channels a departure 

·rrom this cost basis is permissible, provided that the price charged to the con-
. . 

·.tract does not exceed the lower ot ·(l-) the trans:teror' e sales -price to its most 

favored· customer for the ·a·ame item in' like quantity, or (2) the prices ··or other 

suppliers tor the same or substanti~ similar items• .. 

lS-204.22 · ~IZATION EXPENSES. ··This item·consi·sta .ot ·eXpenditures iD connection 

~ith crganization or reo~ -of a ~eas. ·Examples ot such costa are _in

corporation teet attorners £ee,~fees ~oters and organizers and oosts of 

rai-sirig capital. These costs are· UDBllowable. -.(See paragraph ·J.S-204.16)~ 

l$-204. 23 arHER BUSINESS: EXPENSES. Included in this item are ·such recurrinl ex

penses as registry and transfer charges resulting from c.~es in ownership ot 

securities issued by the· con~ractor, cost ot shareholders• meetings, proxy 
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.:solicitations, preparation and publication ot reports to shareholders, preparation 

and aubtnission ot required reports and torma to taxing and other replatory bodies 

and incidental costs or directors and ccmd.ttee meetings. The above and similar 

coats are allowable when allocated on an equitable basis to all classes of work. 

15-~.~~. UOVER~, EXTRA PAI .~~:AN]) ~~..SHIFT PROOUMS. !Ma it• .o~ 
... · ·'-' "l'hi.s i'tem eon.sista..~-or·~the-.p.t;elid.\mt:::J ru:on:· ·r v"rtim• - --

··· ;: : : . :-....a. . . ,;,;::.~t· ·and.. • ....:~,:t·,;~-> :..:~~ ·.... . ..,P;O . . -~ o .e !' . ··.·· . 
·:· ... ~"raP& Su.u: : ml.LL ..:~srw-~··pa~nts;:tO:·:_~lqy~es. .·. ·. . . --

• · · · Such premiums .Q~ dircc·t (labor··· -be claas:l&'ci as :: · :·: :· .. : . -~~ ;~,-· 

. ~t~~h :::·:u: ~==:C:i=~~· ::~~tlt:.~~i :
1
, 7 \. .· 

\ \ 
When <iii'eot ia.bol' eost is the base . or . distribution _,/

1 

or overhead, ·such .P~emiuma · .shall I:L t be ino luded . -· · 
.•. -therein •. Cost'Ot suoh premi~a on direo_t labor are · . 
~;.:· .. allowable only to the extent. ::expres.sly- provided for -· -- · 

_in the oontract . or otherwise .. au~oriaed by the 
Governme~t. Cost ot such premi\llls·. !'or :indirect ·labor 
is allowable without p~ior approval,,it reasonable. 
and .the oost -~.a ._ll'~o.ated -on- ' :pro ·rata basii :te,. -ooui._. 
meroial as well as GOvernment _work. See ASPR 12-102 
tor further information conoer~ing·i;he.polioy regardiDg 
auoh authorization. The amount of such .premium ·cost 
charged on Gover.ament oontrao~a·aha~ ~quitable -in 
relation to the amount ot . .-uoh p~um costa. charged . 
on no~Government work being ooDOurrently performed 
in the Contraotor·• a plant and- the faotora which neoea-

-\ · · · As:~~:~:.:·,:~;.::~~::,"~3Irrf~~lat~~~~··.~~~b~Xpenses \ . I ~ .0.0~~~~ -~l~~~iJJ.g·:-jjo the lasuano~~;b~--~~~~ts~. co~ti('r·~q~t.~~d to · search "-'L.e ·a ... •· .... d · t ·· ~ -~ < • ~ ·(~--- •. , •• , •.• ., ..... • ....... ,.. •. ,. •• ._ ..... 

'·, .. _,. •... : ~-·. :··~-'-'!·· ~ .. ;ooq. -~_,:uo~t~-~-~-~Q; =~~pl-r-··mt~:··~ny~pt_i:on 
I . · ~so.losure· P~P~ .. ~i~ns.· of·- -the'·.:o~nttaQ~~- ~~~~nle~-·.aozrta· ·6f~"··&.~_rohing 

~·· J.~ ~~ art'~- ~·r.~er -~~- ~~~- ~~ve~~~~~~-:-~·~c!_o~~s·~. ~-~· .. ·cjt': ... ~~~p~ing 
r;:";l ~--~.-; ~scl.osurea ~-~· D.t~- reporCil;_,a~.: r.~.q~+.red· ... ey,~e '~oO..~~z:-~9t are 

} . · all.owable • • ':!h~:~ ~.QS~ ·of .. pre~~!Jig ·-~~S~~gninent~ ~d~; Oth$~:·:1pape_rs 
1 · in oonneot1on mth the!·filtng ·at a· patent application :bY ·the·<·.-,.. .. ,i' ·'··~qovernment., an~:;:any··other:l·ju~h·-:oosts ::ar&;-.·~laWabte:r .. :up"i>'n·-~':th$: .. · J· 

··~. i \ · :p;:::;:~:~-~!:i~:~ w!~k~~!~2i~~~i;eir~~a:e~!;;s:, .· .. 
... ,. \ ·,·_{See· .also .·paragra1D_h:·.l6•s~:. .. _ .. iss:.\·:!':. :·· .... .-. ~;:,-:..~!-: ·:' \;'.'?·.~:~.;· .. ,_ ... , "·~1 .l..t' .... ~ ... ·:: 

ll.i~~~.~ ·-~ .' ~:--.. -. r-·--···-:·~-· ···~Pi~~-.;j·-•-·" ··~·u:&aute~ -c:on~ran -pi oa@c;ll '\n;'. l'~ v--

ceases is allowable. 

-4 ..... e~aasignment aDd other p&pere 1n connection 

L.ll .... -._..aJ • ..,·· ()averment, and 8lf1 expeues 
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~ where the Go\faRU~&Rt fta8 a 1 j canse or tlae Pi&ft" ~ fl'ee use that eofr 6N" 

Wta11UW&Sle unl eas &t1heniae profttleli i.R tlw ·coD:tAot.~ !be cost ot zeseazoJ\ ead 

lS-204.26 PENSION PLANS. 

a~ A pension plan as used herein is a plan which is established. and 

maintained by a contractor primar11J to provide systanaticall.y tor the PllJileDt ot 

definitely determinable beneti ts to his employees over a period of years, uauaJ.q 

for life, af'ter retirement. Such a plan may inclucle disabillty, withdrawal, in

surance or survivorship benefits incidental and directly related to the pension 

benefits. Such benefits general.ly are measured by 1 and based on, such factors as 

years of service and ·compensation reoei ved by the employees.. The determination at 

the amount of pension beneti ts and the contributions to provide·· such beneti ts are 

not dependent upon proti ts. Benefits are not definitely determinable if funds 

·arising from forfeitures on termination ot services or other reason 11181' be used to 

provide increased benefits tor· the remaining participants instead or being used to 

r$duce the amo\Dlt ot contributions by the emplorer. A plan designed to pro'Vide 

b~fits for emplo,rees or their beneficiaries to be paid upon retirement or,over a 

·period of years after retirement wUl be considered a pension· plan,· it, under the 

planJ either the benef'i ts payable to the employee or the required contributions 

by the contractor can be determined actuarially. (Retirement plans which are baaed 

on profit-sharing shall be subject to paragraph l5·204e6e). 

b. Pension plans which are subject to the approval ot the Intemal 

&wenue Service lll\18t have been so aPPrOVed prior to consideration bf the Military 
-

: DepartmentJ however, approval or the plan by the Internal aeveDUe Service does· not 

· necessarily assure the all.owance ot the coste of such plan b7 the Military Depart

ment. Consideration ot a plan and the method ot deterin1nat1on ot cost thereof vUl 

be the responsibility, ot the Department to which audi~ cognizance ie assigDecl and 

the subsequent action. taken by that Department will generall7 be accepted b7 the 
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ather Departments. Where pension and retirement plans ot non-proti t or other tax 

exempt organizations are not required to be reviewed and approved by the Internal 

; Revenue Service 1 it will be the responsibill ty or_ the Department to which audit 

cognizance is assigned_to give consideration to the acceptability of such plans • 

c. The costs ot a pension plan approved by the Milit&Iy Department con

cerned, to the extent such costs are claimed and deductible for income tax purposes 

(or are deter.mined.to be reasonable in the case ot_non-profit or tax exem,pt organi

zations) 1 are allowable except as otherwise determined unallowable under this 

paragraph. Such costs mq include excess contributions to the 
.. h--~~"' 

extent such contributions_ are claimed and allowed ror11 tax purposes in the current 

taxable period. In cases where the Internal Revenue Service withdraws approval or 

a plan, an appropriat~ adjustment of contract cost will·be made tor contributions 

disallowed for tax purposes which previously had been allocated to and allowed as 

C()ntract costs. 

d. In determining the net costs allocable to militar,y contracts, con

sideration will be given to the possibility of future abnormal termination credits 

or gains and the effect such credits or gains would have upon current costs. These 

termination credit~ or gains will arise with respect to individuals for wham current 

~osts are being incurred by the contractor but whose·empl~ent will terminate 

before they acquire a vested right to the benefits purchased or funded by current · 
. . . 

costs. l·lhen such credits or gains are foreseeable and· thei~ worth can be evaluated 

with reasonable accurac.y, an equitable ~ustment or current costs to give effect 

to the anticipated future credits or gains will be made. Such equitable adjustment 

can be accomplished either b7 discountins the current costs otherwise allocable or 

by obta1 ning realistic re.cognition in the actual7' s calculation of current costs 

so that the current costs do, in ta.~t~ ~fl~_ct the discount tor the abnormal ter

mination credits or gains which are &n:tici~~d. However~ most often 81,1Ch abnormal 

credits or gains, it foreseeable at all, are not susceptible of being evaluated at 
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: '·· the time of contracting __ because neither the timiDg -nOr the severity or the termina-

tion actions will be known. Under these circumstances, the Government 1 s interest 
. ' -

in such abnormal credits· or ga~s will be preserved tor retrospective evaluation 

and accounting.· It a contractor has but one ·or relati valy few Government contracts, 

- an appropriate contractual provision may be used to Pr,serve t~e Govemmen~' s ~ in:.
11 
~ 

h ·.....V ~~~~$~~Qftlt'"~·~ 
terest .a1f1 providK~ ttt retrdSpective a'cco t~. In other cues, where a con- ~ 

tractor is not limited to one or few Goverament contracts or there ia reasonable 

_probabUity he will receive follow-on contracts, a separate contractue.l "side'' 

agreement will be negotiated having application to all pension costs allowed under· 

cont~~cts with the particular contractor and pravide tor an accounting of abnor.mal 

credits or gains, as that term is defined in the agreement, ·ansing by reason of a 

cutback or cessation of Government contract-work. 

·) e. The &fl~ity of· costs of lump sum purchases of annuities or or 

lump sum c:s"'~ made~ pension benefits tor retiring or retired A . . 
amplo.yees other than incurred under approved pension plans will be sUbject to 

consideration on an individual ~ase basis. 

lS-204.27 PLANT PROTECTION EXPENSES. This item includes the cost of wages, uni-

forms and equipment ot personn~ engaged in plant protection, supplies 1 depreciation 

on plant protection c~pital ~sets_, and neceasaJ7 axpenses to comply' with military 

security requirements_. The~e costs are allowable. 

12~204. 28 ~RECONTRACT COSTS. Precontract costs are those· which are incurred prior 

to the effective date of the ~on~~ct and which would have been allowable thereunder 

if incurred atter such date~- S~ch costS will not be allowed-unless apecifical.l7 

set rerth in the contract end MJ bl ~~e4 t.o a peJ:ied at· \i:lae ea we"Jl as \e tml' . . . 

l)-204.29 PROFESSIONAL SERVICES·~-~, ACCOUNTING,§HGIRBERING AND OTHER. 

a. -This item includes the cost ot professional services rendered by 

the members of the parti~ar professlon separately' engaged.· These cost"~ seriera.iii 
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are allowable when reasonable in relation to the services rendered and are. J10t 

contingent upon recove17 of the coats from the Qovernment. 

b.· Factors to be considered (among others) in determining the allow:a

bility of coste in a particular case area (1) past_ pattern ot such coats, partie.;. 

ularly in the years prior to the award of Government contracts; (2) the impact of 

Govemment contracts on the contractor's buaineaa; (3) the nature and scope 'Ct 

managerial services expected of the ~ontractor1 e own organization; and (!J) ~ether 

or not the proportion of Government work to the contractor' a total business ~ 

such as to intluence the contractor in favor of incurrJ.ns the cost, particularq 

where the services rendered are not of a continuing nature and ha~e 1i ttle rela

tionship to work under Govemment contracts. Retainer feea to be allowable auat 

be reasonab]¥ supported by evidence ot services rendered. 

.... ,_····! 
···.:· . 

.... 

· · o. Th~ .o.osts. of~ l~ga:l·,· ·aooo~~~ng.:B:lld aon~ul:ting .. services 
~· ··· ·.and.,~elat~c;i-~expeJls·es iriourr.ed..··~~~'o.onneo·~~~;~:w~~h:.'org·anizatlon and 
. · .rebrganization~· -'de:f'erise···-of· ··'ii?:ti;.tr.us·t: 8\.iitsi· ~a/~e pr.oseoution 

• . ·.' l • . . . ... ~.... . .• . . .. . .· .. . '!' • .... • ' 

.· '·.Qf el~im.s:;·aga.in:st 'the ··aeve'rritJie:~;tt:···r~.·:~al.lowalf~e~··: ... ~~ 'ooS,~s o:f' 
... , . · l~gal ~ ·' ~~cotinting. and .;oonstti t.11lg···:'~ertJ:o'~····~~d· :r.•1.a~84 .. ;expen:ses 

'-.: inourred -'in -~oonneotlon with ·pate.n;t intringe~en~ .~l~igS:tion are 
unallowable'. ··un:ie~·s otnerwis~ F.O:vid~d i:n. jt'he ~o~<?~t.r~ot." .-. . .. . 

.'.··.·~ .:..··.:: .= •• •. ·.: ... :" .... ·- ···:~.·. ·.:'·::·:. ~-~-' '·- ....... 

I 
J5~2oy.30 PROFITS AND LOSSES OH DISPOSITION OF PLANT, EQUIPMENT OR OTHER CAPITAL - -·--·-- .. , 

ASSETS. Included herein are saina or loasea of any uature arising tram the aaJ.e or 

exchange ot plant, equipment, or other capital assets, ilicludiDg a~e or exchanie 

ot either short o:r long tem investments. Prot its or loeees on sale ~r. excbanse 

of oapi tal as seta, 1ncludiDg investments 1 viU be ·excl-Uded in coaputins contract 

costs. 

lS-204.31 RECONVERSION EXPENSES. RecoDVersion expeuaa are thoee iDourred in the 

restoration of the contractor's facilities to appro~tel7 the ••• pbJ'sical 

arrangement and condition existing immediateq priQr to CGIIIlencement ot the mili• 

tary contract work anci include the cost of raJIIOV'al ot OOVermeut p:rope~. · iecon- . 

version expenses are .not allowable except that the cost ot l'8m09ing Go~u 

property and the restoration costa caused b)" such reaonl are allowable it ·speciti

call,y provided tor in the contract. 
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l$:204.32 RECRUITING EXPENSE. ·This item includes the costa ot uhelp wanted" adver-

', tising ana ~e operating costs ot an 8mplo,ment office necessary to secure and 

. · maintain an adeq~te ~~l¥!r ilicludes the costs ot operating an 

_· .-.~onal ad aptitud" testini program, travel expenses of. emploreea while engaged 

1n recruitiDg persannel, and travel 8Xp8ftaes. of .. applicanta tor interviews for pro-
. . 

specti ve emplo,ment• These coats are alla.rable. Where the c~tractor uses private 

employment agencies, eosta not u· excess .Of standard commercial rates tor such 

· services are also allowable. ·Costa ot special be.netits. or amo).uments offered to 

prospective employees beyond the standard practices in the industry ~e not ~owable. 

l.S-204.33 RENTALS OF PLANT AND EQUIPMENT... (Including sale and leas.eback ot facia

ties.) This item includes exPenses tor (1) use ot land, buildings, and equipment 

or other personal property, and (2) rental expenses under aale and lease-back 

agreements incurred by contractors through sale ot plant facilities to investment 
't. 

. . . I 
organiz~tions (such as insurance companies) or t·o private investors and concurren1;q 

leasing back the same facilities. 

a. Rentals. of plant and equipment under (1) above are ailowabl.e if the 

rates are reasonable in light of the type, condition and value of the taciliti.es 

leased, options av~~l!.~.oJ~r provisi~t~ ~z~ .. 
~~~lease-back agreements UDder (2) above 

. ~ . . .. 

are· allowable only' to the extent that such rentals do not ·~ee~..,pormal coats· (such 
.. ~~~-· 

as depreciation,.:· taxes, insurance and maintenance expenses~ ch wo~ ~ve been 

incurred had the contractor retained "legal ti'tle .to the f.,illtiea. 

lS-204.34 RESEARCH AND ··DEVELOPMENT. llesearch and development expenses (sometimes 

referred tO as general. engineering expenses) t.or the purpose .. of contract costiDg 

are divided 1nto_tvo major ca~gories, ~~ 

a. General ·research, also referred .to ·as be.eic. ""•~h, fundamental 

research, pure· research and blue-sky research. · 
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b~ Related reaeatch or dwe·lopment; al8o referred to as applied research, 

product research and product line research. 

\ 

~(i) Gelier&l; ~ •• ~oh is tha~-,type ;,r· r~~::U:oh; w~~h 
is. dir~ot~d towards,. in~rea.a• of k:Dowlecige~ in·i.cienO.~; It 
ia reae.aroh where ·the pr1mary .. ·aln1 of' .. t~e lnvtultigator is 
a full~r knowledge or :unde~s~andtng ot the· .Ubjeot under 
study • . rather·. th~ a .pract'ioa.l ~ppltoation /thereof'. · 'The 
o~~t of.· Independent (;eneral Reae~oh (that whioh· is .. not 

. spon.sore.d by a .oontr~ct ~r ;gr.ant .~r ~o.ther ·arrangement) 
.. shall_ be. all~d to -t~e .. e~~ft~t spec.ifi:Oally. .provided in 
the contract.·· . . . . · · , · _ · 

__ ~~~~~~ oos~r~~~~~ ---~er ~~;;"~~%:a~ral ~~~~-
• . ·(a) Ge~eraliy~- the''~on~~~Z' ~~1 ~ r.quu..d 

:te di~~los~ to the Oovermnent the. pur.pos-ea ud .~esults 
· .or such independent ,general-.reaearch. ... · . · ;· ·-

•: · · ...... lil:.ape.~i&l:~~ ~Pi.ti~d.~;.:t~~~~~-~~~i~~shall--be · ·gi ~n · ... 
. \ · ·: · to'·~the ··totlmnn@tractori-~;-oi;ai: !:Othe:r.a:it·--:~~-~~;:::~~:~:~-~~:·-r~---~ ~- ~ .. : ·.: :~-: f:· -~:F-.; :L :_ ·~ 

· ··- · · · :. ,:'_; :;. {~f-~:i=~~~i~t~~~~i.i~\~i.:~·f!~~~!~~:::·: tJ~~~~~~~~ r -·' : 
. ;_ :· .. .-._. ;_,_.ij~ ···!he capability of the' contractor 1n ~~·;·;p~JiOH-lU. ·;~e~earch '·· 

field • 
. . . o. Be~"fita wbi~h )~ay .ac~~ ,t,o ~.·G.q"-r~n~. -.:::· .. ;: :". ·-~.:.:. ·: -~-: . 

. .. : ' ~ ; ': 4~ .: ~!~!~o~r~!;:!!::'~~.':9~~~: ~ o.: ~;.!:~~~~~~ ;;~;!'!>~ :~~e,rs 
1 

1 

J 

.• -.,_ : ·' ·~ ·. ·· · ::·e·. ··:··:The :pt:~po~ti.on .ilt -~~~e .. QQ~n.uile:D.~ ~:b~~,~r~'";._the :_oont~ao~or a 
· ·. :·_ l~·;-~;~. :~.-~· ·~:-~ ·. ·.-.!_ ~,. )·~~at·:)?~~i~e-~s ~·~·!:·; · i .-~::-' .~·~·· ::: .. ·. :,.· ... ~-..... ·>~-~:::~.··: ·:, -~'ti._- :•: .:~:·~ ... l ~ .. l ... ~:~;:·: ;::· '~-;, .. ~·· :· ........ ___ _ 

·::~:~~=::~:;:::.~:::~~wise 
allowed u a cost under any cost t7P8 production colltract it the :resee.rch ie r. .. 
lated to the ccmtract product or product line. · No portion of such research tdll be 

allowable under cost-VPe research and developnent contracts. 

c. Independent research projeet·e wUl absorb their appropriate share ot 

the indirect expenses ot the department where ·tbf research vorlc 18 performed. 
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. • _ Th~s item ·o-~vers ~oun~s pai~. or .. .P.~~bl;:·-ro~.~the right to use 
· · · ·.;·· .. ::_.-~atent~:-"o~~··l~nti'orur:.~r~~el-a· 'hlle.~G"r.lfr· siith .a . a. tent or 

I 
. o.~nv.entJ.on. is· ··neoe.fi"B*e.ry' -'to}L:'1:he· '-l~t-ope~· .;·p~rrc;)tiia'!io~ . of·:·the con

tract and ·where t.lbi'":Q0iernmeri~-·ratie·2f·not··i'~a:t:l-e7fidy~·lia~ ·a license 
or other ~ight to use such a patent or invention. the royalties. 
amorti~a.tJ.on of the cost of purchased patents or other purchased 
patent rights applicable to oontraot .produots or processes are · 
•J'1B'!bf! t.o the extent. ~ tor ~ ill tlle . 
contrae 0r othenriae au\hontled b7 tilt eent.noi1ng etliCttr. 

· .C.bat-pa tor the ue of patenta, Vben t,Q GoverDJM~ hu a · 

)
lie. enee or. th. e rigb.t to .. tree_ ••_ ot .·the·· )). atent, are. 11D8ll.oab. . le .• !;.>-.::?:.. (a) Chargee tor tbe ue of pat.anta -where a )tatent bu bMD adjudi- ~ 

.. :~ ~z!:?:t .. _-:.~--~.:!.~~:!:.tt':!~ bJ' ' ,.. . .. 
the #.s?R Cosd.ttee, ·wu ~ &oa the manner 1n which it 1a 
8hovn ill the a1D11\ea ot ,Qe ~~ ·oec. 19SS uetiDg (1llhieh eta! coJTect) 
to the fora 8hovn aboq. ) · . 

l$-204._,o 0.1!4\V.i~A anu lh.,:t"ALLA1iiUN ~~. ll'Li.ii i·~ 4u~~ -~-. :,;. .:.:::....::. ~ .. ~ .·--. &~·!!"'-· 

vicing the pro4uct installation, and traiDin~oanel. in the use, maintenance and 

operation of tne product. Such costa are allowable. 

lS-204.37 SEVERANCE P~. · Severance pay, also commonl.J ref' erred to as dismissal 

wages, is a payment in addition to resular salaries and wages 1 by contractors to 

.o·rkers whose emplo,ment is being terminated. 

~· cost of severance payia allowable only to the extent ~bat;. in each 

case, it ia required bT (1) law, (2) employer-employee agreements, (3) est~bllahed 

pollq that constitutes, in effect, an implicit qreement on tbe oontrac_tor's part, 

or (4) the circumstances ot the ~ticular emplOJment. 

For contract costing purposes severance P4L1 is divided into two cate

gories as toUowss 

. ·~ lormal Turnover Severance Pay. The cost of eewranet pqments is 

allowable and must be allocated to all classes of work be1ng performed in the 

contractor' a plant at the time ot p&311lent. ·However, where the contractor provides 

tor accrual at pq for normal severances euoh method v:Ul.be acceptable 1t the 

amount ot the accrual is reasonable 1n lisht ot pa.Jments actual.l3' made t.or normal 

severances over· a _repreaentatiw past period. 

b. Mass Severance Pa,y. The cost ot abnormal or ~s aeveram,:e pq 

actuall.y made upon cessation ot work when the~e is no reasonable prospect of 

~~~~~~~~~~,, 
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contimii.ns emplCJtllent on other work· of the contractor is allowable.. The amount 

,allowable shall be determined b7 usignins the total cost of actual mass severance 

Payments to the entire period of. emplOJDL8nt with . the contractor and equitabq appor

~oning such cost to· aU business of the contractor pertorme4 during tbat period. 

A reservation in t.he final release of claima (See ASPR 7 .. 203.4) 111&7 be 

,uade in the case ot completed oost-reimburs•&Dt tJPe contracts vben it is . reason-

-.ble to assume that severance pq allocable to the contract 1d.ll be 1118cle in the · 

. If)~~~~ 
future. . ~~Ill~ 
lS-204.38 SPECIAL TOOLING. The term "special tooling means property ot such 

,pecialized nature that its uae, without substantial modification or' alteration, 1a 

Uznited to the production of t~e particular supplies or to the i>ertormance ot the 

particular services tor which acquired. or tum.ished. It includes, but is not 

limited to, jigs, dies, fixtures, molds, patterns, special tapa, special gauges, 

~d special test equipment. The cost ot special tooling, when acquired tor and 

its usefulness ia limited to government contracts, is allowable and will be charged 

~rectly to the governJQent contracts. When such special tooling ia acquired 1 t 

shall be subject to the provisions of the contract clause .set forth in ASPR lJ-S03 
!. 

~ntitled, "Government Property••. 

l$-204.39 TAXES. Taxes are charges leviecl by a government unit. They do not in-- . 

elude fines and penalties except as otherwise prov.ided herein. 

a. In general, taxes (including state anc1local income taxes) which the 
'4 
co~tractC?r is required to pa;y 8Dd which an paid or accrued in accordance with 

gederall7 accepted accounting principles are allowable, except tor (l) Federal 

income and excess proti't;s taxes; (2) taxes in oonnection with financing, retiDanciDB 

or refunding operations (see parasraph l5-204.16)J (3) ·taxes fraa vh1ch exempticm8 
r 
: are available to the contractor~ or available to the contractor baaecl on 

"''m exemption afforded the Government; and (4) apecial aaseaamente on land which 
II 

represent capital improvement.. ---·-·-·-----

•' aoep\ tiiMm \he eoat.ru\lQI 
Gttiov de\eJIIIS.Me t.ba' UM 
ad•Snt-'rdin b.lrd.• 1Do1clea\ 
to ob\&1n1Ag \be -~ 
-"'e1pa \be oorre•poncU.Dc 
-.tit.l aoon1Ja£ t.o t.be 
Clcmu•llll I 
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b. Taxes otherwise allowable under a. above, but which 11181 be illegally 

or erroneously assessed may be allowed as a cost of work performed, provided that 

the contractor, prior to payment of such t$xes, (l) prCIIlptly requests instructions 

from the contracting otfice:r concerning such taxes; ( 2) agrees to comply with such 

instruction~; and (3) U so directed by the contracting of'ticer also agrees to take 

all necessary action in cooperation with and for the benefit of the Govarnm.ent, to 

determine the legality of such assessment or, as the case aq be, to secure a retun 

of such taxes and any interest of penalties thereon. Interest ~d penalties incurr 

b,y a contractor by reason of the nonp~ent at aqr tax at the direction of the con-

tracting officer, shall be allowable as a cost. Reasonable expenses ot any pro-

ceeding instituted qy the contractor at the direction of the contracting officer 

to determine the legality of such an assessment or to secure a refund of such 

taxes, interest or penalties tor the benefit of the Oovert1Dlent, shalf also be 

allowable as costs. 

c. ~ refund of taxes, penalties or interest thereon shall be credited 

to contract costs in the proportion in which contract costs absorbed the costs of 

taxes, interest or penalties. If at the time the refund is received b.Y the con-

tractor, no defense ~ontracts are being performed, the amount otherwise to be 

credited to contract costs shall be paid directly to the Government. 

l.S-204.40 · TRADE, BUSINESS, TECHNICAL AND PROFESSIONAL ACTIVITIES. 

a. Memberships. This item includes coats ot membership in trade, busi

ness, technical and professional organizations ~ such costs are allowable~ 

b. Subscriptions. This item includes the cost of subscriptions to 

trade, business, professional, or tecnmoal periodicals. Su9h costa are allowable. 

c. Meetings and Conferences. Expenses representing the purchase of 

meals, transportation, rental of tacW..ties tor meetings, and costa incidental 

thereto, when the Primar.r purpose of the incurrenQe of such expen$e& is the dis

semination or t•chnical information or the st;imulatj.on ot production, are allowable. 
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·lS-204.41 TRAINING EXPENSES. 

a. This 1 tem includes the costs of preparJ.ns and maintaining a ·program 

oi' in~truction designed to increase the over-all effectiveness of employee~!• In

cluded are the costs of the· ~rector of training and ataf'f 1 t~ materials 

and text books when the training program is controlled by' the contra~tor1 and tui

tion, tees, ~rai.ning materials and text books when the training 1- in educational 

institutions • 

. ~· Such costs which are limited to on the job training are allowable 

when_ proper~ allocated. 

c~ Costa ot training in educational institutions are not allowable, 

except. to the extent specifically provided in the contr~t. 

l$-204.42 TRANSPORTATION EXPENSES. Transportation expenses include the cost ot 

freight, express, cartage and postage relating either to goods purchased~ in 

prqcess, or delivered. 

When such costs can readi.l.J be identified with the items invol"'ed, they 

may be direct ~osted or added to the cost of auch items. (See paragraph 1$-204.21) -

Where identification with the materials received cannot readuy be made, inbOund 

transportation -expense may be charged to the approp~ate . indirect expense accounts 1 

provided the contractor follows a consistent proqedur~in this respect. Outbound 

freight, it reimbursable under the terms of the contract, should be treated as 

direct charges. 

_lS-204.4.3 TRAVEL EXPENSES •. This includes cQSt,s of tr~portaUon, lodiini~ sub .. 

sietence and ~cidental expenses incurred by contractor personnel ~ a 'travel 

status while on official camp~ business. 

a. Travel expenses incurred_ in the ~ormal course- ot- o~r-all adminis

tration of the businea' and applicable to the entire business ate allowable when 

proper~ allocated. 

*"~~~~·' 
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b. Travel expenses directly attributable to contract pertormance may 

be charged to the contract in accordance w1 th the principle or direct co$ting. 

c.. Subsistence and lodgins including tips or eimilar incidental ex-

penses may be reimbursed either on an actual or per diem basis. The basis selected 

should be consisten~ followed. 

d. Entertainment expenses are not all.Cilable. 

e. Costs of personnel movement ot a Special or -.s nature are allow

~ble only when authorized or approved in wrl ting 1;Jy · the Contracting otticer. · 


