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'I. 

(i) the 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 

(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 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. · 

17 
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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 
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(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)). 

22 



. · .. 

(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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(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. 

7 



... 
I: ::., ~ 
~ . 

.. 
·. ~ -

i .. ¥' 

(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' 
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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 
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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; 
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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; 

13 



- ·-~~--- -·~; .. 
•.' =~~ . . • 
... ' ,· 
I •• • 

.' !"'" 

. ._ 

(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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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 

.. ~ ... 



.. . . -
·.-i . -~-o-• ·: .. ~~~~"-~'~:_.\~ . 
; ..... -

f . 

.·,:."" 
;,. ·"·--

·:· .. "" ...... . ~ 

-~~: .... ~<· 
. . . . ~ ~~ 

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 



. ' ~ . : . 
,~ ~ .· '~ ~ ~~~ 

.· ,_ .. 
,· '1. 4 

~~ \ ~ -- . 
........_. ·' . .._ 

... 
.I • 

. ' 

J$21 

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 



.. . . -
.. ;.:_' .:.=?. .-(. -~- -;·"'" 

.1. 

.·,:.· 
., ..... · 
,· \' 

-~~~· ' 
. ·,• '-. .. 

4 ~~'~ 

i. 
l 

·l.S23 

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. · 


