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DEPARTMENT OF DEFENSE 

GENERAL SERVICES 
AOMINISTRA TION 

NAnoNAL AERONAUTICS AND 
SPACE ADMINISTRATION 

41 CFR P..U 1 8nd 31 

(f..,_. Acqu681tion CWculetN-11) 

FHerll AcqulaltJon RegulaUon 

AOINCIIS: Department of Defense 
{DoD). General Service• Administration 
(GSA). and National Aeronautic• and 
Space Administration (NASA). 
ACTtOM: Final rule. 

IUMMAAY: Federal Acquilition Circular 
(FAC) M-15 amends the Federal 
Acquisition Regulation (FAR) with 
respect to the following: Corporate 
Aircraft Costs. Public Relation• Coati. 
Compensation for Personal Services. 
Company Furnished Automobiles. 
Nominal Changes to FAR 31.2. Employee 
Morale. Heaith. Welfare. Food Service, 
and Dormit6ry Costa and Credits. 
Membership Coets. Executive Lobbying 
Coats. Coat1 of Litigation Appeals 
Aaanilt the Government. Selling Co1t1. 
and Alcoholic Beverage Coats, 

DnCT1VI DATI: April 7, 1986. 

FOil FUJlTKER INFORMATION CONTACT: 
Margaret A. Willis. FAR Secretariat. 
Room 4041. GS Building. Washington. 
D.C. 20t05. Telephone (202) 523-4755. 
IU~IIINTAJlV INtrOJliiATtOH: 

A. llac:kJrouad 
The coat principles revisions in this 

F AC are ba1ed upon the requirement. of 
Title IX. 1ection 911. and Title XV. 
Section 1534. Pub. L 5-145. The Statute 
1pecifically applies to Department of 
Defenee and Department of Energy 
covered contracts exceeding StOO.OOO. 
Becauee of the practical neceuity to 
ettabliah uniform co1t principles. the 
epplicability of the revieion• h81 been 
extended to all contracts to which the 
commercial co1t principles are 
applicable. including the contract• of all 
civilian agenciea. 

•. Public CoiiUMilia 

Notice• of propo1ed nates were 
publi1hed in the Federal Reai•ter 
reque1ting Government agenciea. 
private firma. a11ociation1. and the 
general public t~ submit comments to be 
considered in the formulation of the 
final rules. 

FAC tu-15. Item I. Corporate Aircraft 
Costs. On March 5, 1985. a notice of 
proposed rule waa publi1hed in the 

Faderallepa.r (50 FR 8752). AI a 
re1ult of the notice. S4 comments were 
received and coruidered. 

FAC tu-15. Item II. Public &lotion• 
Costs. On February 21. 1985. a notice of 
propoted rule wa1 publi1hed in the 
Federal Rep1ter (50 FR 7199). AI a 
re1ult of the notice, 42 commenta were 
received and con1idered. 

FAC 61-15, IUJm1 llll.hraiJih XI 

Notice• of proposed rules were 
publi1hed in the Federal Rep•t• on 
October II. 1985 (50 FR 41179), December 
3. 1985 {50 FR 4966Z--49661), December 
19, 1985 (50 FR 51778-51779), December 
24. 1985 (50 FR 52721). and December %7. 
1985 (50 FR 53088). The Defense 
Acqui1ition Regulatory Council and the 
Civilian Agency Acqui1ition Council 
have considered the public comment• 
1olicited. 

B. Paperwork Redudioo Ac:t 

FAC tu-15, Item I, CJrpora~ Aircraft 
Co11s 

The information coUection 
requirements contained in thi• na)e have 
been approved by the Office of 
Management and Bucfset •• required by 
44 U.S.C. 3501, et 1eq. and heve been 
a11i3Jted clearance number 9000-0078 
(1ee FAR 1.105). 

FAC IH-15, Items II thraush XI 

The Paperwork Reduction Act doee 
not apply becau1e the1e final rule• do 
not contain information coUection 
requirement. which require the approval 
of OMB under 44 U.S.C. S50t. et eq. 

c. Resulatory Flexibility Act 

FAC tu-15, Item I, Corporate Aircraft 
Co11s 

The revi1iona to FAR 31.109 and 
31.20S-4& will not have a 1ignificant 
economic impact on a •ub1tantlal 
number of 1mall entltin under the 
ReJUlatory Flexibility Act of 1985 (5 
U.S.C. eot. et eeq.) becau1e: (I) The 
reviled rule with re1pect to commercial 
airfare• doe• not change existing policy 
with re1pect to utilization of the moat 
economical fare 1uitable to the 
circumatancea. The rule needed to be 
rewritten and clarified becau•e of the . 
proliferation of airline fare cla11e1 from 
euentially one premium clau (i.e .. f1r1t 
clall) to many different cluae•: and (il) 
the reviled rule regarding travel by 
contractor-owned. -lea1ed. or -chartered 
aircraft is expected to impact primarily 
lal'le entitiel where the use or thia 
meana of employee tranaportation 11 

ntimated to be more wide1pread the 
~ong •mall bu1ineue1. 

FAC tu-15, 11em II. Public Relation• 
Co111 

The re\;aion• to FAR 31.109 and 
31.205-1 will not have a 1ignificant / 
economic impact on a 1ub1tantial 
number of small enUtie1 under the 
Rqulatory Flexibility Act (5 U.S.C. • 
et seq.) becau1e: (i) They will not impoe 
any additional recordkeeping 
requirement.: (ii) they will not cause 
additional co1t1 in order to comply: and 
(iii) the unallowable public relation•· 
type coat• treated in thue revi1iooa are 
not the type of co1t1 that are commonly 
incW'J'ed by •mall bu1ine11e1 lJ'I 
•ilnificant amount•. 

FAC tu-15, Item Ill Compen1otion for 
Personal Service• 

Thia reviaion to FAR 31.~) will 
not have a 1ignificant economic impact 
on a 1ub1tantial number of small entitiea 
under the ReJUlatory Flexibility Act {5 
U.S.C. eot. et seq.) becaue: (i) Moat 
1upplie1 and tervice1 obtalJ'Ied from 
tmall entitle• are acquired on a 
competitive fixed-price ba~ia and the 
c:o1t principles do not apply. For the 
remainder or 1upplie1 and aervia11 that 
are obtained from •mall entitie1, the 
coat principle• are primarily ueed to 
e•tabliah negotiation objective•: (ii) it 
does not mandate the di1allowance of 
any coal. but merely provide• more 
detailed ground rule• for jucfsing the 
re&~onableneu of compensation co1ta; 
and (iii) no 1pecific comment• were 
received from 1mall entitle• indicatfna a 
1ignificant impact. 

FAC 84-15. Item W. Compony-Fumished 
Automobile• 

The revi1iona to FAR 31~ and 
31.205-46 will not have a 1ignificant 
eC:onomic impact on a 1ub1tantial 
number of •mall entitiea under the 
ReJUiatory Flexibility Act {5 U.S.C. eot. 
et 1eq.) because: (i) Mo•t aupplie• and 
ervice1 obtained from •mall entities are 
acquired on a competitive fixed-price 
ba1i1 and the Colt principle• do not 
apply. For the remainder of 1uppUea and 
aervicea that are obtained from small 
entltie1. the co1t principles are primarily 
ueed to e1tabli1h negotiation objective•: 
(ii) the admini•trative burden of 
identifying the unallowable cost i1 not 
expected to increase becau1e lntemal 
Revenue Service rule• already require 
1uch identification; and (iii) no 1pecific 
comments were received from •mall 
entitie1 indicating a 1ignificant impact. 
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FAC N-15, Item V. Nominal Change• to 
FAR 31.2 and Item IX, C01ts of 
Litigating Appea/1 Again1t the 
Government 

11le revision• to FAR 31 .~. 31.20$-
15. 31.2()5.33, and 3t.205-t7 will not 
have a tignificant economic impact on a 
subttantial number or •mall entitle• 
under the Regulatory Flexibility Act (5 
U.S.C. 801, et aeq.} because: (i) Moat 
auppllea and aervicea obtained from 
amall entitlea are acquire,d on a 
competitive rlXed-price baala and the 
colt principle• do not apply. For the 
remainder or auppliel and tervicea that 
are obtained from tmaU entities. the 
cost principles are primarily uted to 
eatablith negotiation objectivea; (ii) the 
Equal Acce11 to Juttice Act wUI permit 
small buelne11e1 to recover their lqal 
cotta under certain circumetancet; and 
(ill) no apeclfic comment• were received 
from amall entities Indicating a · 
lisnificant impact. 

FAC N-15,1tem VI, Emp/oyH Mara/e. 
Health, Welfare, Food Service, and 
Dormitory Costs and .Credit. 

11Ua revition to FAR 31.20$-13 will 
DOt bave a aignificant economic impact 
oa a wbatantial number of amall entitiea 
under the Regulatory FlexibUity Act (5 
U.S.C. 801. et teq.) becauae: (I) Mot~t 
wppliet and aervicea obtained from 
amall entitle• are acquired on a 
competitive fixed-price basil and the 
coat principle• do not apply. For the 
remainder ohuppliee and tervice• that 
are obtained from amall entitiea. the 
cotl principle• are primarily uaed to 
eatabliah negotiation objective•: (ii) the 
size and incidence or company-provided 
cafeteria• correlate generally to 
busineaa aiu; and (Iii) no apecific 
commenta were received from tmall 
entitiea indicating a aignificant impact. 

FAC 64-15, Item VIII. Executive 
Lobbying Cosu 

11le reviaiona to FAR 31.205-22 and 
31.205-50 will not have a aiJnfficant 
economic impact on a aubatantial 
number or amall entitiea under the 
Regulatory Flexibility Act (5 U.S.C. eot. 
et Hq.) becauae: (i) Moat auppliea and 
Hrvicea obtained from amall entitiet are 
acquired on a competitive fixed-price 
baaia and the coat priDclplea do not 
apply. For the remainder or IUppliea and 
aervicea that are obtained from amall 
entltiea. the coat principle• are primarily 
uaed to eatabli1h neaotiatlon objective•; 
(II) few entitiea .of any tize engase in 
improper executive branch lobbying 
activitiea: and (iii) no 1peciflc comment• 
were received from amall entitiea 
indicating a aignificant impact. 

FAC 64-15, Item VII, Membenhip Co1ts, 
lt~m X, Selling C01u and Item X/, 
Alcoholic Beveroge C01u 

11le revialona to FAR 31.205-14, 
31.205-38, and 31.205-51 will not have a 
significant economic Impact on a 
eub1tantial number of amall tntitiea 
under the Regulatory FlexibiUty Act (5 
U.S.C. 801, at eeq.) becauae: (I) Moat 
aupplies and servlcet obtained from 
small entitles are acquired on a 
competitive fixed-price basis and the 
cost principles do not apply. Fot the 
remainder of supplies and tervices that 
are obtained from amall entities. the 
cost principles are primarily used to 
establish negotiation objectives: and (iii 
no specific comments were received 
from small entitles indicating a 
significant Impact. 

Ust of Subjecb iD M CFR Parta t ud at 
Govemment procurement. 
Dated: April 7, 1188. 

Hany 8. Ro.lukl. 
Deputy Director, Offi~ of F~~ro/ 
Acquuition ond R~u/otol')' Policy. 

Unle11 otherwiae apecif1ed. all 
Federal Acqui1ltion Regulation (FAR) 
and other directive material contained 
in FAC 84-15 il effective immediately. 
EleaDor R. Spector, 
Deputy AuiltQ/11 S.Cretol')' of Def~n•~ for 
ProclliWIIH!nt. 
Paul TraUM, 
Acting Admini1trotor. 
S.J. Evans. 
Aui1tont Admini1tro1or for Procurwment. 

Federal Acquialtion Circular (FAC) 
84-15 amende the Federal Acquialtlon 
Resulation (FAR) a• apeclfied below. 
The following il a eummary or the 
amendmenta. 

Item J..-Corporate Aircraft eo.ta 
FAR 31.109. Advance asreementa, i1 

amended in parqraph (h) to include 
travel via contractor-owned . leased . or 
chartered aircraft. FAR 31.205-46, Travel 
co1t1. i1 reviaed to: (1) Redefine 
unallowable commercial airfare co1t1, 
(2) eatabliah reviaed criteria for allowing 
corporate aircraft costa. (2) ettabli1h 
reviaed criteria for allowing corporate 
aircraft co1t1, and (3) require that a 
manifeat/ loa for all flight• or corporate 
aircraft be maintained and made 
available •• a condition for recovery of 
COlli. 

Item D-Publk Relatioa1 Cotta 
FAR 31.109, Advance IIJ'!ementa. la 

amended in paragraph (h) to include 
public relation• and advertialng coata. 
FAR 31.205-1, Adverti•lnt coatala 
retitled Public relation• and advertialng 
coat1. and 11 reviHd to add coverase on 

public relation• to the exl1ting coverase 
on advertiaing. 11leae change• will 
provide explicit coverage on public . 
relationa in the contract coat principlea. 
11le added language definea public 
relationa and providet apeclfic 
allowability criteria. 

Item m-CompeDNtiOD for Penoaal 
Servlcet. 

FAR li1.ZOW. Compenaation for 
peraonal servicea, ia amended in 
paragraph (b) to provide more detailed 
pidelinel for aaaeaaing the 
reaaonablene11 of contractor 
compenaation practlcea, and for dealing 
with poulble Govem.ment cballengee to 
their re11onablene11. Firat, the previoua 
language. which could be read as 
implying that "total compenaatlon" wa1 
tbe only appropriate object for 
rea1onablene·•• jucfBmenta. h11 been 
replaced with language making clear 
that 1uch judsmenta can be made on any 
part of a compenntion program. Under 
the new language. the contractor can. 
however, within certain specified limitt, 
introduce into con1ideration other. 
pouibly "offtetting," compenaation 
element• when the reaaonablenetl or 
aome part of a compen1ation prosram ia 
challenged. Second, the reviled 
language adda aeveralltema to the li1t of 
criteria that may be conaldered when 
judsing the reatonablenell of 
compensation. and al1o makea clearer 
that thit liat il not to be read aa either 
all-incluaive or aa meaning that palling 
any one of the tpecified criteria ia 
aufficient to eatabli1b the 
reaeonableneaa or a compenaation 
practice. Third. the revi1ed languase 
makea clear that contractor 
compen1at1on practice• and their coati 
enjoy no "preaumption of 
reaeonablenetl" once challenged by the 
Covemment. 

Item JV-company Fumlsbed 
AutomobU" 

FAR 31.20S-e. Compen~&tion for 
peraonalaervicea. and 31.205-46, Travel 
co1t1, are amended to state that the coat 
or contractor-owned or -leaaed 
automobile• ia allowable. if re11onable. 
to the extent that the automobile• are 
uaed for company buaineaa. Additional 
languase atatee that the portion of the 
COil of company-fumiahed automobiJel 
that relate• to peraonal u1e b)' 
employee• Ia compenaatlon for peraonal 
Hrvicea and il unallowable. The 
Government believe• it 11 inappropriate 
to reimbune contractora for their 
employee•' peraonal coata. 
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Item V-Nc.nlnal Chanps to FAR 31.2 

The revised coveraae ie intended to 
comply with the provisions of Pab. L 
5-145. which identifies contributiooa or 
dona tiona. fines and penalties. and 
defense oflraud proceedinss u caRl 
which "are not allowable under a 
covered contract.'' The Statute aleo 
authorized amendment• to regulation• 
to provide appropriate der~nitiona. 
excluaiona. limitations. aod : 
qualiracationa. FAR 31...205-8. 
Contribution• or dona tiona. Ia emended 
to edd the wonla ''Including caah, 
property and aervicea. regardleu of 
recipient." FAR 31.205-15. Finea and 
penalties. ia amended to add the word 

. "foreign" before "lawa and reguletiona.'' 
FAR 31~7. Defenae of fraud 
proceedtnse. ia amended to add the 
parenthetical phrase ... ancluding nlin& of 
• false certification" to parasraph (b). 
and in parqraph (d) to add the phrase 
.. tncludlq directly uaociated CGita." 

Item VI-Employee WoraJa. Health. 
Welfare. Food S.W:., aad Dormitory 
Coeta ud a.li&a 

FAR !1.205-13. Employee morale, 
laeallh. welfare, food aervice, and 
dormitory costa and credlta. Ia amended 
ID parasr-ph (b) to broaden the 
considerations available to contractins 
officers when adminiaterina the 
prohibition qainat allowability of loatea 
on contractor-operated cafeteria and 
lodifnl operatiorn. T1te revision ia 

· intended to draw attention to the 
nesative impact• of reductions of 
cafeteria volume or ceaaation of 
operations. When worlen eat away 
from llae contractor's property, the result 
may well be longer lunch perioda. When 
c:afeteria operations are cloted, many of 
the fixed occupancy coatt do not 
diminish but are aimply abtorbed Into 
other indirect coat pools of the 
contractor's operatioo. Strict adherer~ce 
to break·even cafeteria pricina policiea 
can atart a slide into lost volume. even 
higher prices. more loat volume . . .. and 
finally cafeteria closure. The revision ia 
intended to permit more businesslike 
evaluations of these operationt than 
would have been permitted by a Uteral 
readiJla of the prior coverqe. 

Item W-Memberalaip Coeta 

FAR 31.205-14. Eotmainment coau. ia 
amended to make contractor costa of 
:nemberahip in social. dinina. or country 
cluba unallowable. The newly added 
lanauase makea such co1ta unallowable 
whether or not they are reported a a 
taxable income to the employees 
enjoying the privilege of membenhip. 

Item VIU-Executive Lobb)·ina Coils 

· FAR 31.205-SO. Executive lobbym, 
coata, Ia added to diaaJiow co1t1 
Incurred to improperly innuence 
executive braDcb officiala of tht Federal 
Government to &ive contideration or to 
act on a repalatory or contract 11\atter. 
FAR 31.205-2.2. Lobb)'inl Coatt. ia 
retitled Leplative lobbyina coats, to 
dlatinsuieb that aubeectioo'a coveraBe 
on lealelative lobbyin& nom the new 
coat principle'• coverage on executive 
branch lobbytna. 

JtemiX--e.tt of Utlzatina Appeals 
Aplnatlhe Goverameat 

FAR 31.205-33, Prol'eaaional ani:! 
consultant service coatt, Ia amended i.D 
paragraphs (d) and (I) to make 
unallowable COlli which are incurred: 
(t) In defenae againat Government 
claims or appeals. and (2) tbe 
prosecution of appeala agaiJlat the 
Government. and thereby uaure 
conaietent treatment of theae coats. 
Further. a new aubpara1faph makes 
unallowable thou coats which ariae 
from lawsuits or appeals between 
contractors ariaint from either an 
aareement or contract concemtna a 
teamins arnnaement. a joint venture or 
similar arransement. or daal aourcins. 
co-production or aimllar programs. 
unleealncurred in compliance with the 
specific terma and conditions of 1M 
contract or written instruction• from the 
contractlns officer. 

Item x--s.Wna Costa 

FAR 31.205-38. Sellin~ costa. ia 
reviaed in O'l'der to comply with the 
clarification mandate of Plib. L •us . 
The reviaed coverage clarifies that 
element• ofaelling which are covered 
elsewhere in the coat principle a. auch a a 
advertiaina coatt. are sovemed by tboae 
·other 11\0re tpecific rulea rather than the 
aelllna coat priDciple. Allowable 
,..idualaellina coat Ia limited to the coat 
of efforta to market particular producta 
to particular customers. The coverage Ia 
at.o intended to reduce the neaotiable 
ranae of selling coat. as well aa achieve 
compatibility with the newly adopted 
coverqe relatins to advertiaina and 
public relationt (aee Item IJ). 

Item XI-Aicobollc Beveraaa Coatt 

FAR 31.205-51. Coata of alcoholic 
beveragea. ia added to make the costs of 
alcoholic beveresea specifically 
unallowable. 

Therefore. 48 CFR Partal and 31 are 
amended u ftt forth below. 

1. The authority citation for 48 CFR 
Parte t and 31 continue• to read as 
followa: 

Autbority: to U.S.C. till{ c): 10 U.S.C. 
Chapter 137: and 42 ':J.S.C. Z453(c). 

'ART 1-FEDERAL ACOUISITIC* 
REGULA nONS SYSTEM 

2. Section U05 Ia amended by edditl&. 
in numerical order. a FAR segment and 
a corretpOnding OMB Control Number 
to rwad aa foUowa: 

t . t05 OM8 Approval undet the P..,.Oftl 
Reduction Act. 

'ART 31-CONTRACT COST 
PRINCIPLES AND PROCEDURES 

3. Section 31.109 ie amended by 
revisina subparagraph (h)(8} and by 
adding eubparasraph {h}(16) to read aa 
followa: 

11.101 Actv...c. 881 eementa. 
• • • • • 

(h) ••• 
(8) TraYel and relocation co.ta. u 

related to apecial ar man personae! 
movements and. ae related to trawl via 
contractor-owned. ·leased. or -daartered 
aircraft:· · 
• • • • • 

(16) Costa or public relationa aDd 
advertiaiQ8. 

4. Section 31.205-t ia laviaed to read 
. aa followa: 

IU0$-1 ftubllc relatloM and edvilftiallll .... 
(a) "Public relationa" meana all 

functions and activitiea dedicated to
(1) Maintainina. protecting. and 

enhancing the image or a concern or ita 
products: or . 

(2} Maintaining or promoting 
reciprocal underatandina and favorable 
relation• with the public at larxe. or any 
segment or the public. The term pablic 
relationa includea activities aaaociAted 
with areaa euch aa advertising. customer 
relations. etc. 

(b) "Advertising" meana the uae of 
media to promote the sale of products or 
aervicea and to accompliah the activities 
referred to in peragraph (d) of thia 
aubsection. regardleaa or the medium 
employed. when the advertiser has 
control over the form and con1ent of 
what will appear. the media in wbich it 
will appear. and when it will appear. 
Advertising mf!dia include but are not 
limited to conventions. exhibill. free 
goods. aamples. magazines. newspapers. 
trade papers. direct mail. dealer cards. 
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window ditplaya. outdoor advertialna. 
ndio, and television. 

(c) Public relations and advertiaina 
costa include the coau of media time 
and apace. purchased aervicet 
performed by outside OJ"'anizationa. a1 
weU •• the applicable portion of 
Nlariea. travel, and frinae benefits of 
employees entaaed in the functions and 
activities identified in parasrapha (a) 
and (b) of this eubaecUon. 

(d) The only advertialnt cot~ that are 
allowable are those specifically required 
by ~tract. or that ariae from 
requirements of Government contract• 
and that are exclusively for-

(1) Recruitint personnel required for 
performi"l contractual obliaatlona: 
when considered in conjunction with all 
other recruitment coati (but Me 31.205-
14): 

(Z) Acquiring scarce Items for contract 
performance: or 

(S) Ditpoeint of scrap or aurplut 
materials acquired for contract 
performance. 

Coeu of this nature, if incurred for 
more than one Government contract or 
both Government work and other work 
of the contractor, are allowable to the 
extent that the principleein 31.%01-3, 
11.201-t, and 31 .203 are observed. 

(e) Allowable public relations coste 
IDclude the followint: 

(1) Colt1 specifically required by 
contract. 

(2) Coati Of-' 
(i) Respondint to inqulriea on 

company policies and activltiee: 
(ii) Coll'l!"unicati"l with the public, 

preu, ttoclc.holders, creditore, and 
cuatomere: and 

(iii) Conductint general liaison with 
Dews media al\d Government public 
relations officere. to the extent that auch 
activltiea are limited to communication 
and liaison neceeeary to keep the public 
informed on matters of public concem 
auch aa notice of contract awards. plant 
cloeintl or opening•. employee layoffs 
or rehires, financial information. etc. 

(3} Coate of participation in 
community service activitiee (e.a .. blood 
tMink drives. charity drivee, aavintl 
bond drivee, di1aater a11i1tance. etc.). 

(4) Co1t1 of plant toure and open 
houtee (but tee aubparasraph (f)(S) of 
thlt subsection). 

(5) Cotta of keellayina. abip 
launchint. committionina. and roll-out 
ceremonies, to the extent tpecifically 
provided for by contract. 

(f) Unallowable public relations and 
advertitina co1t1 include the followina: 

(1) All advertiaina cotta other than 
those specified in paragraph (d) of thit 

.eubaection. 

(2) Coau of air ahowa and other 
apecial events. auch a1 convention• and 
trade ehowa, includina-

(i) Cotta of ditplayt, demonatrationt, 
and exhibita: -

(il) Coats of meetina roomt, hospitality 
auitet, and other special facilitiee uaed 
tn conjunction with thowa and other 
epecial evenu: and 

(iii) Salariee and wagee of employeee 
t"lased in aettint up and ditplayint 
exhibita. makina demonatrationa, and 
providint briefinp. 

(3) Coau of aponaori"l meeli"l•· 
aympoaia, aeminar.a, and other epecial 
evenu when the principal purpose of the 
event it other than dissemination of 
technical information or etimulation of 
production. 

(4) Costa of ceremonies aucb ae 
corporate celebration• and new product 
announcementt. . 

(5) Coau of promotional material, 
motion pictures, videotapea, brochures, 
handouta, masazines. and other media 
that are designed to call favorable 
attention to the contractor and itt 
activities (but eee S1.20S..13(a), 
Employee morale, health. welfare, food 
service. and dormitory cotta and credite: 
31.205-21. Labor relation• coste: 3S.205-
43(c), Trade. butinett. technical. and 
profeaaional activity coats: and 31.205-
... Trainina and educational coats). 

(6) Cotta of touvenlra, modelt, 
Imprinted clothi"3. buttons, and other 
mementoa provided to customers or the 
public. 

(7) Cottt of memberahipt in civic and 
community organizations. 

(8) All public relation• coati, other 
than those epecified in parqraph (e) of 
thit aubtection, whose primary purpose 
il to promote the ule of products or 
service• by etimulatina interest in a 
product or product line (except for thoae 
coau made aUowable under 31.20s-
38(c». or by diaaeminati"3 mettagea 
callins favorable attention to the 
contractor for purpotet or enhanci"l the 
company image to tell the company' a 
product• or servicee. Nothi"l in thi1 
eubparaaraph (f)( B) modifies the exprett 
unallowability of cotta liated in 
aubpuagraph (f)(Z) through (f)(7). The 
purpoee of thit subparagraph it to 
provide criteria for determinina whether 
cotta not apecifically identified ahould 
be unallowable. 

(g) Cotta made epecifically 
unallowable under thit aubaection 
Sl.%05-1 are not made allowable under 
IUbtectiont of Subpart at.% IUCh at 
31 .~13, Employee morale, health, 
welfare. food service. and dormitory 
cotta and credits: 31.205-22, Legialative 
lobbyins coeta: 31.20S..34. Recruitment 
costa: 31.2:05-38. Sellina coats: 31 .205-t3, 
Trade. buainett. technical, and 

professional activity cotta: or 31.2()5.....14, 
Training and educational coste. 
Converaely, coats that are specifically 
unaUowable under these and other 
aubaectiona of Subpart 31 .2 are not 
made allowable under thit aubaection. 

5. Section 31.205-8 it amended by 
reviaina paragraphs (b) and (m) to read 
at followe: 

11.205-t COrnpenaatloft for per.onal 
Mlrices. 
• • • • • 

(b) Rea1onablene••· (1) The 
compenaatlon for personal aervicet paid 
or accrued to each employee mutt be 
reaaonable for the work performed. 
Compenaation will be considered 
reaaonable If each of the allowable 

· element• makint up the employee's 
compenaation package it reasonable. 1n 
determinins the reaaonablenett of 
individual elements for particular 
employees or claatet of employees, 

. contlderation tbould be aiven to all 
potentially relevant facta. Facta which 
may be relevant include aeneral 
conformity with the compensation 
practices of other rannt of the tame ti&e. 
the compenaation practice• of other 
firma in the same industry, the 
compensation practices or other firma in 
the tame aeographic area. the 
compenlation pract.icet or firma ·enaased 
tn predominantly non-Government 
work, and the coat of comparable 
aervicea obtainable from outside 
aourcea. While all of the above factore. 
at well at any other relevant ones. 
should be considered, their relative 
aignificance will vary accordinl to 
circwnatances. For example, in the caae 
of aecretarial aalariet, conformity with 
the compenaation paid by other firma in 
the tame aeographic area would likely 
be a more tiJnificant criterion than 
conformity with the compensation paid 
by other firma in the tame industry 
wherever located. ln adminiaterina thi1 
principle, it it recognized that not every 
compenaation cate need be subjected in 
detail to the above or other teau. The 
teatt need be applied only when a 
aeneral review reveal• amounts or types 
of compenaation that appear 
unreaaonable or unjustified. Bated on an 
initial review of the facta, contractint 
officers or their repreaentativea may 
challenae the reaaonablenett of any 
individual element or the tum of the 
individual elements of compenaation 
paid or accrued to particular employees 
or clattee of employeee. ·In tuch caaea. 
there it not presumption of 
reaaonableneaa and. upon challente. the 
contractor mutt demonatrate the 
reaaonableneaa of the compenaation 
item in queat.ion. In doina 10, the 
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contractor ruy iDtrodiiCe, and the 
contractina officer will cooaider. not 
only any cii'CW"CStanc:es turroundina the 
COI"lpensatioo item daallenged. but at.o 
the magnitude ol other COII'Ipeoaatioa 
elements which JDSY be lower thaD 
would be considered reuooable in 
themselvea. For example. a contractor. if 
challenged on the amount of bue 
aalaries for management. could counter 
by thowina lower than normal end-of· 
year management bonuses. How.,.er. 
the contractor'• riJJht to introduce 
offsetting compenaation elements into 
conaideration Ia subject to the followina 
limltationa: · 

(i) Offsets will be considered only 
between the allowable elementa of an 
employee's (or a clats of employees') 
compnuation package. For example, 
excessive tnanagement aalariet cannot 
be offaet against lower than nonnal 
secretarial aalaries. 

(il) Offte" wiD be considered only 
between the allowable portion of tbe 
following compensation element& of 
employee. or classes of employees: 
(A) Wages and salariea. 
(B) Incentive bonuses. 
(C) Deferred compensation. 
(D) Penaion &Dd aavings plan benefits. 
(E) Health insurance benefits. 
(P) Life insurance benefits. 
(G} Compensated personal abaence 

benefits. 
However. any of the abo\·e elements or 
portion• thereof, whose amount is not 
meaaurable, shall not be introduced or 
conaldered aa an offset item. 

(Hi) In considering offsets, the 
masnitude or the compenaation 
elements in question must be taken into 
account. An executive bonus that is 
excessive by $100,000 is not fuU)• offtet 
by a bate salary that is low by only 
125.000. In detenninil18 the magnitude or 
coanpenaation elements. the timing of 
receipt by the employee must be 
conaidered. For example. a bonus of 
1100.000 in the current period will be 
considered as of greater value than a 
deferred compensation arrangement to 
make the aame payment in some future 
period. 

(2) Compensation costs under certain 
conditions give rite to the need for 
tpecial conaideration. Among such 
conditions are the followiftl: 

(i) Compensation to (A) owners of 
closely held corporations. partners. aole 
proprietors, or members of their 
immediate famUtea, or (B) persons who 
are COf\tractuatly committed to acquire a 
aubstantial financial interest in the 
contractor'• enterprise. Detennination 
should be made that salaries are 
rea sonable for the peraonal aervices 
rendered rather than being a distribution 

of prone.. Compeaaation ID lin ofllllary 
for aervic:ea rendered by parmen aad 
sole proprietors wiU be aUowed 1o tbe 
exteat that It it reato~Yble aad doa oot 
constitute a distribution of pl"'Oita. For 
doaely heJd corporatiooe. c~Uan 
costa covered by thia tubdiYision aball 
not be recosnized in amounta ex.ceedina 
thoae cotta that are dedactible as 
compensation UDder tbe IDiem.l 
Revaue Code 8Dd resulatiOM ander ll 

(il) Any cha.ap in a CODtnclor't 
comJ)enaation policy't.hat results iD a 
substutial iDc:rnae ia the canlrac:tor't 
level ol C~Qnt,~ation. particala.rly wbn 
it was CIOftQ&lftnt with an iDa'eate kl 
the ratio of Government cantrada to 
other butine•. or any chap iD the 
tntlment of allow ability or apedfic 
.typea of compenaation due to chaqes in 
Govei'IUDeat polky. Ccmtractina officers 
or their repreaentativea tbould normally 
challeqe inc:reued colla where major 
reviaioas of existuc c:ompeeaation plana 
or •w plana are IDtroduced by the 
contractor. utd the c:ootractor-

(A) Hat DOC notified the qoi:&ant 
ACO of the e:hante• either before tbeir 
bnplementatioD or within a reasonable 
period alter their implementatioa; cd 

(8) Hat aot provided the Gonna~Mnt. 
either before lmplementatioa or wUhiD a 
reucmable period after it. u 
opportan.ity to review the 
reasonablenett of the chqea. 

(iii) The contractor's busmas it tuch 
that ita compen~a~tioo level. are DOt 
tubject to the restraint• that nonnally 
occur iD the conduct of competitive 
busine11. 

(iv) The contractor iDcura coetl !01' 
compenaation in excesa or the BJDOallts 
wllich are deductible under the lnt.erDal 
Revenue Code and rqulationt iaued 
under it. 

• • • 
(m) Fringe bellefiu. (t) Frtnce benefits 

are aUowancea and servicet provided 
by the coatractor to ita employee~ u 
compenaation in addition 1o regular 
wages and salaries. Friftle benefits 
include, but are not limited to. lbe COlt 
of vacationa, sick leave, boUdaya. 
military leave. employee iDsurance. ud 
tupplementaJ unemployment benefit 
plans. Except •• provided elaewbere in 
S11bpart 31.2. the cOtta of frinle beoefit 
are aUowable to the extent that tbey are 
reasonable and are required by law, 
employer-employee qreement. or an 
establiN!ed policy of the coo tractor. 

(2) That portion of tbe coet of 
c:ompaay·fumilhed automobi.let tllat 
relate• to penonal uae by emplo)'eet 
(includiftl tran.portation to ud from 
work) it unallowable regardless or 
whether the C08t ie reported a• laxabiJ! 
income to the employee. (tee 31.20&-
46(f)). 

8. Section 31 .ZOS-a It ~ to reed 
aa followa: . 

I1..2C115-I ContrtbutloM Of *-'a" a• 
Contribution• or donatiou. iKWill(l 

caab. property aad Mt'Yice. reaardlesl o( 
recipient, are unallowable, except • 
provided in 3t.205-t(eK3). 

'1. Section 31~13 is amended by 
revilfna para ... pb (b) to read u 
foUowa: 

11.201-11 llllplow-ee ...... ....... 
w.ltara, fOCMt ..mot, .... donnltOfy ..... 
end eneMa. 
• • • • • 

(b) Lones from operatlna food ...t 
donnitory servic:ea may be ilact.decl .. 
c..ts only tf the contractor's ob;ecti.,. fe 
to operate such services on a breek....n 
baaia. Losses tuatained because food 
services or lodains accommodat"- ae 
lumiahed without charge • at Jtrioet er 
ratea wbidl obviously would DOt be 
conducive to tbe accomplistun.nlof the 
above objective are not allowable. A 
lo11 IUY be allowed. llowner. to .. 
extent thet the contractor can 
de1n0nstrate that UDuaaal cin:uln.auc:. 
exilt (e., .. (1) Where tbe contractor_, 
provide food r. dormitory aerv-. at 
remote loc:ationa where adeqaete 
commercialfacilitin are not reuaabl, 
available, or (2) where cha.rpd t.t 

.unproductive labor COla would be 
excessive but for the servleet proYided 
or where cellation or red\ldion ol r...s 
or dormitory operationa wiU DOt 
otherwise yield net coat aaviap) HCh 
that even witlt efficient manageaent. 
operatina the seNices on a break .. v• 
batia would require charaiq 
inordinately hiah pricea. or pric:aa • 
ratea higher than tbose cha.raed by 
commercial establishmena offvi111 dte 
aame teNicea in tha •me geocrapbk:a} 
areas. Coaa of food and dormitory 
service• shall include an allocable ahare 
of indirect expenaes pert.Unina to tbete 
activitiea. 
• • • • • 

8. Section ll~tf ie reviMd to Peed 
at follows: 

11.201-14 EAieitW-.ment CIOIIIIa. 

Coati or tmuaement. divertSon. eoc:ial 
actiYitiet, and any directly asaocia'-CI 
coat• such as tickets to showa or ~t 
eventa. meals. lociling. rente Ia. 
trantportation. and sratuitiet are 
unallowable (but see 31..10>1 ..,d 
31.205-13). Coats of membership in 
social. dining. or country clubt or oCher 
orpnizations having the same purposes 
are at.o unallowable. reprdJets of 
whether the coet is reported at taxab&e 
income to the employees. 
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a. Section 31.20&-15 ia revised to read 
aa followa: 

11..205-15 Fines end pen8tttH. 

Coal• of rmes and penalties reaultina 
from viola tiona of, or failW't! of the 
contractor to compl)• with. Federal 
State. local. or foreign lawa and 
resulations. and unallowable except 
when lncun-ed aa a result or compliance 
with apecific terms and conditiona of the 
contract or written instructions from the 
contracting officer. 

10. Section 31.20S-22 is amendvd by 
reviaifta the title to read aa followa: 

11.J05..21 &..glsiettve lobbp,g eoeta. 
11. Section !1.20l)-33 is amended by 

revislna paragraph (dJ and adding 
paraaraph (f) to read aa follows: 

11..205-33 Proteulonal end CCIMMbnt 
eemeecoeta. 

• • • • 
(d) Coats of lesal. accountins. aad 

conaultant sel'Yices aad directly 
associated costa incurred in connection 
with organization and reorganization 
(alao see 31.205-27). defense of antitrust 
auits. defense againat Govei'DIIlent 
claima or appeals, or the prosecution of 
claims or appeala against the 
Government (see 33.201) are 
anallo!"able (but aee 31.2:05-47). Such 
costa iacurred in cocnection with patent 
infringement l itigation are unallowable 
unle11 otherwise provided for in the 
contract. 
• • 

(f) Costa of lesal. accounting. and 
contultant services and directly 
aaaociated coats incurred in connection 
with the defenae or proaecution of 
lawauits or appeala between contractora 
arisina from either: (1) An aareement or 
contract concerning a teamins 
arrangement. a joint venture, or similar 
arransement of shared interest: or (2) 
dual sourcing. co-production. or similar 
programa. are unallowable. except 
when: (I) Incurred aa a reault of 
compliance with apecific terms and 
condition• of the contract or written 
lnatructions from the contracting officer. 
or (ii) when agreed to in wrilins by the 
contraclins officer. 

12. Section 31.205-38 11 revised to read 
as followa: 

11..205-31 lellng coeta. 
(a) "Selling" is a aeneric term 

encompa11ing all efforta to market the 
contractor's products or servicea. aome 
or which 8're covered apecifically in 
other subaections of 31.205. Sellins 
activity includea the following broad 
categories: 

(1) Advertiains. 

(2) Corporate imaae enhancement 
lncludina broadly-targeted ... ~. efforts. 
other than advertising. 

(3) Bid and propoaal costa . 
(4) Market planniq. 
(5) Direct aelq. 
(b) Advertiain& coats are defined at 

31.20l)-t(b} and are subject to the 
aUowability provislona of 31.20S-1 (d) 
and (f). Corporate lmaae enhancement 
activitiea are Included within the 
definitioaa of public relationa at 31.20l)-
1(a) and entertainment at !1.205-14 and 
are subject to the allowability 
provisions at 31.205-1 (e) aDd (f) and 
31.205-14. respectively. Bid and proposal 
coets are defined at 31.205-18 and han 
their aUowability controlled by that 
aubuction. Market plannioa Involves 
market research aad analysis and 
aeneralized ~Nnqement plaJUlinl 
concerned with development of the 
contractor's busiaesa. The allowability 
of Jona-range market plaDDlng costs is 
controlled by the provtsiona of 31.20S-
12. Other market planning coats are 
aDowable to the extent that they are 
reaaonable. Cotta or activities which are 
correctly clasalfied and diaallowed 
under cost principlea referenced in this 
paragraph (b) are not to be reconaidered 
for reimbursement UDder any other 
provfaion of this aubaection. 

(c) Direct sellina efforts are thoae acts 
or actions to Induce particular 
cuatomera to purchase particular 
prodocts or services of the contractor. 
Direct aelling ia characterized by 
peraon-to-peraon contact and includes 
auch actlvitiea as familiarizina a 
potential customer with the contractor's 
products or aervices. condition• of sale, 
aervlce capabilitiea. etc. It also include• 
negotiation. liaison between customer 
and contractor peraonnel. technical and 
consultin& activities. Individual 
demonstrations. and any other activities 

·having aa their purpoae.the application 
or adaptation of the contractor's 
products or aervices for a particular 
customer's uae. The coat of direct aelling 
efforts is allowable if reasonable in 
amount. 

(d) The coata of any aelling efforts 
other than thoae addreased in 
paragraph• {b) or (c) of thia aubsection 
are unallowable. 

(e) Costs of the type identified in 
paragraphs (b). (c). and (d) of thia 
aubaection are often comminsled on the 
contractor's booka In the selling expense 
account because theae activltiea are 
performed by the aalea departments. 
However. identification and aegregation 
or unallowable coat a is required under 
the provlaions of :n.201~ and CAS 405. 
and auch coata are not allowable merely 
becauae they are incurred in connection 
with allowable aelling activities. 

(f) Notwithatanding any other 
provision of this aubsection. aeUing 
costs incurred ia connection with 
potential and actual Foreip Military 
S.lea a a defined by the Arms Export 
Contral Act, or foreign sales of military 
producta or aervicea are unaJlcnqbJe on 
U.S. Government contracta for U.S. 
Government requirements. 

(I} Notwithstanding any other 
prcn'ition of this subsection. aellera' or 
agenta' compenaalion. feea. 
commisaions. percentages. retainer or 
brokerase fees. whether or not 
continaent upon the award of contracts, 
are allowable only when paid to bona 
fide employees or eatabliahed 
commercial or •lling qencies 
maintained by the contractor for tbe 
purpose of securina buainen (aee 3.401--
2). 

13. Section 31.20s-e& is ameaded b)' 
revising paragraphs (d) aad (e) and by 
addina parqraph (f) to read as follows: 

11.205-41 T,.vel coeta. . . • • 
(d) Airfare coats in exceta of the 

loweat cuatomary atandard. coech. or 
equivalent airfare offered durins DOnul 
buainesa hourt are unallowable except 
when such accommodationa require 
circuitoua routing, require travel during 
unrea10nable hours. exceaaiveJy prolons 
travel. reault in lncreaaed cost that 
would offset transportation savings. are 
not reasoaably adequate for the 
phyaical or medical needs of the 
traveler. or are not reasonably available 

. to meet mi11ion requirements. However: 
in order for airfare costs in exceas of the 
above atandard airfare to be allowable. 
the applicable condition(a) set forth in 
thia parasraph muat be documented and 
juatified. 

(e}(1} "Coat of travel by contractor
owned. -leaaed. or -chartered aircraft." 
aa uaed in this aubparasraph. includea 
the cost of lease. charter. operation 
(including personnel). maintenance. 
depreciation. insurance. and other 
related costs. . 

(2) The coats of travel by contractor
owned. -leased. or -chartered aircraft 
are limited to the atandard airfare 
deacribed in paragraph (d) of this 
aubsection for the fiight deatination 
unle11 travel by auch aircraft il 
specifically required b)' contract 
apecification. term. or condition. or a 
hisher amount ia approved by the 
contracting officer. A higher amount 
may be asreed to when one or more of 
the circumstances for juatifying higher 
than atandard airfare liated in parasraph 
(d) of thia aubsection are applicable. or 
when an advance agreement under 
aubparagraph (e)(3) of this subsection 
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has been executed. In all cues. travel 
by contractor-owned. -leaaed. or 
-chartered aircraft must be fully 
documented and justified. For each 
contractor-owned. -leased, or -c:hartered 
aircraft used for any business purpose 
which Ia charsed or allocated, directly 
or indirectly. to a Government contract. 
the contractor mutt maintain and make 
available manifeat/loga for all flights on 
auch companY. aircraft. At a minimum. 
the manifeattlos shall Indicate-

(!) Dated. time. and pointa of 
departure; 
. iil) Destination. date, and time of 

arrival:. . . 
(Iii} Name of each pauenger and 

relationship to the contractor; 
(iv) Authorization for trip; and 
(v) Purpoae of trip. 
(3) Where an advance agreement is 

propoaed (see 31.109), consideration 
mllf be given to the following: . 

(i) Whether .cheduled commercial 
airlinea or other suitable. leas costly. 
travel facilities are available at 
reasonable times, with reasonable 
frequency. and serve the required 
deatinationt conveniently. 

(U) Whether increased flexibility in 
.chedulina results in time savings and 
more effective use of pertonnel that 
would outweigh additional travel costa. 

(f) Costa of contractor-owned or 
~aaed automobiles. as used in thia 
paragraph, Include the coats of lease. 
operation (including personnel). 
Jl!aintenance, depreciation, insurance, 

. . 

etc. These costa are allowable, U 
reasonable, to the extent that ·the 
automobiles are uaed for company 
buaineaa. That portion of the coat of 
company-furnished automobile• that 
relatea to personal use by employee• 
(Including transportation to and from 
work) is compensation for pertonal 
aervicea and Ia unallowable. as stated in 
31 .~m)(Z). 

14. Section 31.205-47 is amended by 
ri!vi1ing paragraph• (b) and (d) to read 
aa follow•: 

11.205-47 Det ... of fnlud Pf'OC"CIItiiL 
• • • • • 

(b) Costa incurred in connection with 
defenae of any: (1) Criminal or civil 
investigation. srand jury proceeding. or 
proaecution; (2) civil litigation: or (3) 
administrative proceedings such as 
euapenaion or debarment. or any 
combination of the forqoing, broqht by 
the Government again1t a contractor. ita 
agents or employees, are unallowable 
when the charsea, which are the subject 
of the invettlaatlon. proceedinp. or 
prosecution. involve fraud or similar 
offenses (including filing or a falte 
certification) on the part of the 
contractor. Itt agenta or employees. and 
result in conviction (including conviction 
entered on a plea of nolo contendere), 
iudament against the contractor, ita 
qenta or employees, or decision to 
debar or autpend, or are resolved by 
content or compromite. 
• • • • • 

1d) ·costa which may be unallowable 
under 31.205-47. including directly 
auociated costa. ahall be dinerentiated 
and accounted for by the contractor so 
a• to be teparately identifiable. Durina 
the pendency of any proceedina or 
investiaation covered by paragraph (b) 
of thla aubaeclion, the contracting officer 
should generally withhold payment of 
such cost1. However. the contractfna 
officer may in appropriate 
circumstances provide for conditional 
payment upon provision or adequate 
aecurity, or other adequate uaurance, 
and agreementa by the contractor to 
repay all unallowable costa. plu1 
interett, if a conviction or judsment ~ 
rendered against it. 

15. Section 31.2:05-S0 it added to read 
aa follows: 

11.205-50 Execut~Ye lobbrtnl ooeta. 
Coats incurred in attempting to 

improperly influence (eee FAR 3.401). 
either directly or indirectly, an employee 
or officer of the executive branch of the 
Federal Government to Jive 
consideration or to act regarding a 
regulatory or contract matter are 
unallowable. 

16. Section 31.205-51 it added to read 
•• follows: 

11.201-11 eo.t. of alc:oholc baW ... II I 
Costa of alcoholic beveraaee are 

unallowable. 
(FR Doc. e&-«XJe Filed....._. 8:45am) 
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