

















































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































(B) when such abnarmal termination oredits or gains,
whether or not foreseeable =--

(I) ceannot be currently evaluated with reasonable
acouraocy; or

(II) have not been the subject of adjustment under (A)
above; :

pension plan costs incurred under the contract shall be
subject to retrospective accounting and any necessary
adjustment for such subsequent termination oredits or
gains uwnless the Govermment and the contractor agree upon
a method of determining suoch adjustment, or agree upon
an equitable adjustment; any such agreement shall be
reflsoted in the contract, in en amendment thereto, or

in a separateo agreement binding on the Government and

the oontractor.

(4) The allowability of costs of lump sum purchases of amnuities
or of lump sum ocash payments or perindic cash payments made to provide pension
benefits for retiring or retired employees other than such costs incurred under

approved peasion plans shall be subjeot to oonsideration on an individual oase
basisge

(r) PFlant Protection Costs. Costs of items such as wages, uniforms
and equipment of personrel engeged in plant protection; depreciation on plant
proteoction ocapital assets; and necessary e xpenses to comply with military
security requirements are allowazble.

(s) Professional Service Costs - Legal, Accounting, Engineering, and
O'bhera

(1) Costs of professional services rendered by the members of a
partiocular profession who are not employees of the contractor are allowable,
subjeot to (2) and (3) below, when reasonasble in relation to the services
rendered and when not contingent upon recovery of the costs from the Govern-
ment (but see ASPR 15-204.3(f))e

(2) TFactors to be considered in determining the ellowability of
costs in a particular case include:

(1) the past pattern of such costs, partiocularly in the years
prior to the eward of Govermment ocontracts;

(i1) the impact of Govermment contracts on the contractor's
businesss

(11i) the nature and scope of managerial services expected of
the contractor's own organizations; and
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(iv) whether the proportion of Govermment work to the con~
tractor's total business is such as to influence the con-
tractor in favor of iiourring the cost, partioularly where
the services rendered are not a continuing neture 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, end related
oosts, inourred in oonmnection with orgenization and reorganization, defense of
anti-trust suits, and the proseocution of olaims against the Government, are
unallowable. Costs of legal, aocounting, and oonsulting services, end related
costs, inourred in comnection with patent infringement litigation, are unal=-
lowable unless otherwise provided for in the contraoct.

(t) Reoruiting Costs. Costs of "help wanted" 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 while engaged in reeruiting personnel, and travel
costs of appliocants for interviews for prospective employment are allowablee.
Where the contractor uses employment agencies, costs not in excess of standard.
oommercial 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 (Inoluding Sale and Leaseback of Facilities).

(1) Rental costs of land, buildings, and equipment and other personsal -
property are allowable if the rates are reasonable in light of such factors -
as the type, life expectancy, condition, and value of the faocilities 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 such
charges do not exoceed the normal costs of ownership, such as depresciation,
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
ocosts specified in sale and leaseback agreements, inocurred by contractors
through selling plant facilities to investment organizations, such as insurance
compenies, or to private investors, and concurrently leasing back the same
feoilities, are allowable only to the extent that such rentals do not exceed
normal costs, suoch as deprecietion, taxes, insurance, and maintenance, borne

by the lessor, which would have been incurred had the contractor retained legal
title to the facilities. ,

(v) Research and Development Costs.

(1) Research and development costs (sometimes referred to as general

16



engineering costs) are divided into two major oatesbriss. for the purpose of
contract costing:s (i) general research, also referred to as basic research,
fundemental research, pure research, and blue-sky research; and (ii) related

research or development, also referred to as applied research, product research,
and product line research.

(2) General research is that type of research which is directed
toward inorease of Mmowledge in science. In such research, the primary aim of
the investigator is a fuller knowledge or undsrstanding of the gubjeot under
study, rather than a p:astical aprlication thereof. Costs of independent
general research (that whioh is n.t sponsored by a contract, grant, or other
arrangement) are allowable to the extent specifically provided in the oontract.

(3) Related research is that type of research which is direocted toward
practical application of soience. Development is the systematic use of soientific
lmowledge directed toward the production of useful materials, devices, methods,
or processes, exclusivs of design, manufacturing, aud proivotion engineering
(see (m) above). Cosis of a con*iactor:s indspsndent relatsd rersarch and
development (that whish is not sgumsored “y a contrecs, grzat, or other arrange-
ment) are allowable under eny costereimbucsement typs productiou contract; pro-
vided the research and development are related to ths 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 disoloses to the Govern-
ment the purposes and results of the research and development. Such costs are
unallowable under cori-reimbursement tj..z resee=ch erl dsvel opment contracts.

(4) Independent research and development rrojects shall absorb their
appropriate share of the indirect costs of the department 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 (see ASPR 16=204.3(k)).

(w) Royalties and Other Costs for Use of Patents. Royalties on a patent
or invention, or emortization of the cost of acquiring a patent or invention
or rights thereto, necessary for the proper performance of the contract and
applicable to contract products or processes, are allowable to the extent
expressly set forth in the ocontract or otherwise authorized by the contracting
officer; provided that where the Government has a license or the right to free
use of the patent or invention such costs are unallowable; and provided further

that where the patent has been adjudiocated to be invalid such costs incurred
- thereafter are unallowable. '

(x) Severance Pay.

(1) Severance pay, elso ocommouly referred to as dismissal wages,.
is a payment in addition to regular salaries and wage:, by contrestors to
workers whose employment is being terminateds Costs of severance pay are
allowable only to the extent that, in each oase, it is required by (i) law,
(i1) employer-employee agreement; (1ii) established policy that conmstitutes,
in effeot, an implied agreement on the contractor's part, or (iv) ciroumstances
of the partioular employment. ‘
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(2) Ccs*a of sevorance reyuents are dividsd iwbo two oategories as
follcms:

(1) eaotuel rermal turnover severancs payments ghall be
allocated to ell work performed in tha contractor's
piani; or, where tho ocontractor provides for asorual
of pay for normal seversnsce such method will be
eacceptabla if the amount of the eccrual is reasonable in
ligh* of payments actually macde for normal severances
over & representative pest period, and if amounts acorued

are alloocated to all work performed in the cortractor's
vlant; and

(ii) abnormal or mass severance payments actually made upon
cessation of work when there is no reasoneble prospect
of continuing employment on othe:r work of the cortrezevor
s'.all be assizned to the :ntire verici cf the smrloyment
o. the Teri.inated semrloyeass and equiilahly wli'cocated to
aill werk performed .r the contraotor’s plent during that
period, A reserveticn in “he final release nay be made
when it ias rsssonsble to assume that severance pey allocabls
to the contract will be made in Tha futurs.

(y) Spooisl Toniing Costs. Ths torm "special ~ooling” means proverty of
sucis specielizac nature chac its use, without rubstartial medification cr altera-
tion, is limited to the procduction or the particulss supjllees or ths parformance
of ths particuiar services for which moquired or furnished. It inciudss, but
is nov limited to, jigs, dies, fixtures, molds, pettecrns, spscial taps, special
gauges, and special test eguipment. Ccsts of spsoial tocling eoquired for
performance of the sontraot ars alloseble and shall be charged dirsctly there®n.

(z) Taxes.

(1) Taxes are chavryges lsvied by Federel, Stete, or local governments,
They do nct include fine: and penaities ersept es ctherwise previcded hereine
In general, texes {including Stata end local income texes) which the contraotor
is required to pey end whien are psid or s3cruec in accordance with generally
t.7 4D N=4 e 2ovming principles are allowable, except Io~:

(1} Feceral income end sxcess profits taxes;

(14) taxes in conmmsotion with z_nancing, refinanciig or refunding
operationa (sec ASFR 13-202.3(f));

(1i1) +teues from which sxemptions are available to tho contrecter
directly or esvailable tc the ccntracto: based on aa exemption
efforded the Goverrmert except when the contracting officer
datermines that the adainistrative burden incident to ob-

taining the exemption outweighs the oorrespondlng benefits
aocruing to the Geverrnmsnt; and
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(iv) spscial essessments on land which represent capital im-
provements.

(2) Taxes otherwise allowable under (1) above, but which may be

illegally or errnmnsously assessed, are allewable; provided thet the ocontractor
pricor to payment of such taxes:

(i) promptly requests instructions from the contracting officer
concerning such taxes; and

(1) takes all action directed by the contracting officer, including
cooperation with and fer the benefit of the Government, to
(A) determine the legality of such assessment or, (B) secure
e refund of such taxes.

Reesonable cost of any such action undertaken by the contractor at the direction
of the contraoting officer are allowable. Interest and penalties incurred by

a contractor by reason of the nonpayment of any tax at the direction of the
contracting efficer or by reason of the failure of the contracting officer to
assure timely direction after prompt request therefor, are alse allowable.

(3) Any refund of taxes, interest, or penalties, and any payment to
the contractor of interest therern, attributable to taxes, interest, or venalties
which were allowed as contrect costs, shall be oredited or paid to the Govermment
in the manmer directed by the Government, provided any interest actually paid
or credited to a ocontractor incident to a refund of tax, interest and pensalty
shall be paid or credited to the Government only to the extent that such interest
accrued over the period during which the contractor had been reimbursed by the
Government for the taxes, interest, and penalties.

(aa) Trade, Business, Technical, and Professional Activity Costs.
(1) lembershipss. Ccsts of memEership in trade, businsess, technical,
and professionel organizetions are allcwable.

(2) Subscriptions. Costs of subscriptions to trade, business, pro-
fessional, and technical perindicals are allecwable.

(3) Lisetings and Conferences. Costs of meals, transportation, rental
of facilities for meetings, and costs incidental thereto, when the primary
purpose of the incurrence of such ocosts is the dissemination of technical in~
formation or the stimulation of producticn, are allowableo

(tb) Training and Educational Costs.

(1) Costs of preparation and maintenance of a progrem of instruction
et noncollege level, desigred to increase the vncational effectiveness of bona

fido emplcyees, including training materials, textbooks, salaries cr wages of
—~ trainees during reguler 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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(44) +tuition and fees when the training is in en institution
' not operated by the contractor;

are allowable.

(2) Costs of part-time technical, engineering and soientifio educaticnm,
at an under-graduate or post-graduate college level, related to the job require-
ments of bona fide employees, including only:

(1) +training materials;
(11) textbvooks;
(11i) fees charged by the educational institution;

(1v) tuition ocharged by the educational institution, or in’
lieu of tuition, instructors! salaries and the related
share of indireot 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
educationsal institutioni.and

(v) straight-time compensation of each employee for time spent
attending olasses during working hours not in exocess of
156 hours per yeer where circumstances do not permit the
operation of olasses or attendance at classes after
regular working hours;

are allowable.

(3) Costs of tuition, fees, training materials and textbooks (but not
subsistenocs, salary, or any other emoluments) in oconneotion with full-time
gcientific and engineering education at a post-graduate {but not under-graduate)

college level related to the job requirements of bona fide emplcyees for a
- total period not to exceed one school year for eaoh employee so trained, are

allcwable., 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 contrastor for training purposes are
allowable to the extent set forth in (1), (f) and (u) above, respsctively.

(5) Grants to educational or training institutions, including the
donatiou of facilities or other properties, scholarships or fellewships, are
oonsidered contributions (see (e§ ebove).

(oc) 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 ine
volved, they may be direct costed as transportation costs or added to the
cost of such items (see (n) above)s There identification with the materials




received cannot readily be made, inbound transportation costs may be charged to°
the appropriate indirect cost accounts if the contractor follews a consistent
equitable procedure in this respect. Outbound freight, if reimbursable under
the terms of the oontract, should be treated as a direot coste

(dd) Travel Costs.

(1) Travel costs include costs of transportaticn, ledging, subsistence,
eand inoidental expsnses, inourred by oontractor personrel in a travel status
while on official company businesse.

(2) Travel costs incurred in the normsl course of over-all adminis-
tration of the business end applicable to the entire business are allowable.
Such costs shall be equitaebly allocated 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 follovso 4d.

(L) 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 submission 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 work of the contractor. -

(2) Certain costs discussed in ASPR 15-20L.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:

(1) ASPR 15-20L.3(e)
(ii) ASFR 15-20L.3(i)
(442) ASPR 15-20L.3(k)
15-204.3 Unallowabie Costs.

(a) Bad Debts. Bad debts, including losses (whether actual or esti-
mated) arising fram uncollectible customers! accounts and other claims,
related collection costs, and related legal costs are unallowable.

(t) Contingency Reserves. Contingency reserves, created and main-
tained to provide for events the occurrence of which cannot be foretold
with certainiy as to time, intensity, or even with an assurance of their
happening, are unallowable. (For self-insurance programs, see ASPR

(e) PEntertainment 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)).
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(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 regu-
lations are unallowable except when incurred as a result of compliance

with specific provisions of the contract, or instructions in writing from the
contracting officer,

(f) Interest and Other Finanecial Costs. Interest (however represented),
bond discounts, costs of financing and refinancing operations, legal and
professional fees paid in conneetion 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 15-20L4.2(z) (but see ASFR
15-20L.2(ee)(1)).

(g) Losses on Other Contracts. An excess of costs over income under
any 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 promotors and
organizers, in comnection 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 contract.

(j) Profits and Losses on Disposition of Plant, Equipment, or Other
Capital Assets. Profits or losses of any nature arising from the sale or
exchange of plant, equipment, or other capital assets, including sale or
exchange of either short or long term investments, shall be excluded in
computing contract costs (but see ASPR 15-20L.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 condltlon existing immediately prior
to commencement of the military contract work and include the cost of
removal of Goverrment 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 15-20L.2 are

stated to be unallowable. See for example:

(1) Advertising Costs, ASPR 15-204.2(a), last sentence;

(i1)
(iii)
(£v)
(v)
(vi)

(vii)

Compensation for Personal Services, ASPR 15-~20L.2(d)(3)
Depeeeiation, ASPR 15-20L.2(f)(L), and (5), last sentence;

Professional Service Costs - Legal, Accounting, Engineering,
and Other, ASPR 15-20L.2(s)(3), first sentence;

Recruiting Costs, ASPR 15-20L.2(t), last sentence;

Royalties and Other Costs for Use of Patents, ASPR 15-
204.2(w), both provisos; and

Taxes, ASPR 15-20L.2(z)(1)(i) through (%v).

(2) Certain other costs discussed in ASPR 15-20L4.2 are unallowable
unless expressly provided for in the contract, or, in some cases, if author-
ized or approved by the Government. See for example:

(1)
(i1)

(1i1)

{iv)
(v)

Depreciation, ASPR 15-204.2(f)(5), first sentence;

Food Service Costs and Credits, ASPR 15-20L. 2(h), last
sentence;

Insurance and Indemnification, ASPR 15-20L4.2(j)(3)(iii) and
(iv), and (L);

Maintenance and Repair Costs, ASFR 15-204.2(1)(2);

Overtime, Extra-Pay Shift, and Multi-Shift Premlums,
ASPR 15-204.2(0), second sentence;
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(vi)

(vii)

(viii)

(ix)

(x)
(xi)

Patent Costs, ASPR 15-204.2(p), second sentence;

Professional Service Costs -~ Legal, Accounting, Engineering,
and Other, ASPR 15-20L.2(s)(3), last sentence;

Rental Costs (Including Sale and Leaseback of Facilities),
ASPR 15-20L.2(n)(3); «

Royalties and Other Costs for Use of Patents, ASPR 15~

Taxes, ASPR 15-20L.2(2z)(2); and

‘Travel Costs, ASPR 15-20h.2(dd)(h).
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Part 2 - Supply, Service, and Research and Develop-

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 Fart does not apply to contracts for facilities,
construction, or architect-engineer services related to construction. It
also does not apply to clauses in supply or service contracts which pro-
vide for the furnishing of industrial facilities.

15-201 Basic Considerations.

15-201.1 Composition of Total Cost. The total cost of a cost-reimbursernent
type contract is (i) the allowable direct costs, plus (ii) the allocable portion
of allowabie 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 established 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. o

15-201.3 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 are readily identifiable with (i) a
contract, or (ii) other work of the contractor, should be charged directly




to the contract or other work with which identified. This principle may be
applied to items of cost such as freight, travel, communications, and engineer-
ing services, as well as 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 allowability.

15-202.2 Direct Material Costs. Direct material costs include the cost of
raw 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 used where the contractor demonstrates that the results are equitable. ‘
Direct labor costs may also include other associated costs, such as payroll
taxes and workmen’s compensationinsurance, where it is the established
practice of the contractor to treat these items as a part of direct labor costs,

15-202.4 Other Direct Costs. Other items of cost may, in particular cases,
be charged 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 treatment as direct -
costs in accordance with ASPR 15-202, should be accumulated for accounting
purposes by logical cost groupings and charged bv a process of

allocation. Each element of indirect cost is subject to the limitations of
this Part as to allowability.




(b) The method of allocation of indirect costs must be based on
the particular circumstances involved. The objective should be the 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 ‘p‘eriod of time, as
many such base periods will be used as will be required to represent the.
period of contract performance.

15-203.2 Indirect Manufacturing and Praduction Costs. Indirect manufactur-
ing and production costs consist of items of 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 lebor 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 indirect costs equitably. Factors to

be considered in determining the necessity for departmentalization or
establishment of cost centers include variety of products, complexity of
processes, and relative labor and facility requirements for the various
products. ‘

15-203.3 Indirect Engineering Costs. Indirect engineering costs include

such items as costs of engineering supervision, engineering administra-
tion, and engineering supplies. Direct engineering activities from which

indirect engineering costs may arise may include product design, tool

design, experimental development, manufacturing and production develop-
ment, layout of production lines, determination of machine methods, and
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related blueprinting and drafting. Indirect engineering costs shall be
allocated to the benefited contract and other work of the contractor (see
ASPR 15-204.2(v)(4)) on the basis of direct engineering man-hours expended,
direct engineering labor dollars (e'xchisive of premiums for overtime, extra-
pay shift, and multi-shift, work), or some other equitable basis.

15-203.4 Selling and Distribution Costs. Selling and distribution costs arise
through marketing the contractor's products and include the costs of sales
promotion, advertising, distribution, and other related activities. Generally,
such costs are not allowable as a charge to Government cost-reimbursement
type contracts (but see ASPR 15-204.2(b)). However, subject to the other
provisions of this Part, costs in this category, including supervisory and
clerical costs, which relate to technical, consulting, and other beneficial
services, and which are for purposes such as application and adaptation of
the contractor’s products, rather than pure selling, are allowable if a
reasonable benefit to Gpverﬁrne_.nt‘contracts is demonstrated. Such costs
shall be allocated to the convtlf‘a-cl,t;dr‘s commercial work and its individual
Government contracts on an'eqil'i.tvable basis. Because of the special problems
that arise in this area, the contyxactor should identify in its records, by means
of sub-accounts or otherwise, the items of selling and distribution cost con-
sidered properly allocable to Government contracts.

15-203.5 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 equitable include:

(i) the ultimate objective 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-
ministrative costs; 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 tqtal
cost of the contract (exclusive of general and administrative
costs) compared to the corresponding ratios for the con-
tractor’'s plant or activity as a whole; and

(iv) .other revelant factors including those mentioned in ASPR
15-203.1(b)..

15-204 Principles and Standards for Selected Items of Cost.

15-204.1 General. Applications of the above basic cost principles and stand-
ards to certain selected items of cost are set forth 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 any particular item of
cost does not imply that it is either allowable or unallowable. With respect -
to all items, whether or not specifically covered. determination of allow-
ability shall be based on the principles and standards set forth in this Part
and, where appropriate, the treatment of similar or related items.

15-204.2 Costs Allowable in Whole or in Part.

(a) Advertising Costs. Advertising costs include the costs of ad-
vertising media and corollary administrative costs. Advertising media
include magazines, newspapers, radio and television programs, direct -
mail, trade papers, outdoor advertising, dealer cards and window displays,
conventions, exhibits, free goods and samples, and sales literature. 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.




(b) Bidding Costs. Bidding costs are the costs of preparing bids or
proposals on potential Government and non~-Government contracts or pro-
jects, including the development of engineering and cost data necessary to
support the contractor’s bids or proposals. Bidding costs of the current
accounting period of both successful and unsuccessful bids and proposals
normally shall be treated as indirect costs and allocated currently to all
business of the contractor, in which event no bidding costs of past accounting
periods shall be allocable in the current period to the Government contract;

- however, the contractor's established practice may be to treat bidding costs

by some other 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 trainingand equipment, posting of additional exit
notices and directions, and other approved civii defense measures) 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. (Reserved)

(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 each fiscal period, must be
judged ordinarily in light of the pattern of past contributions, particularly
those made prior to the placing of Government contracts. 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



estimated useful life of the asset in a systematic and logical manner. It does
not involve a process of valuation. Useful life has reference to the 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: v

(i) is computed upon the cost basis used by the contractor for
Federal income 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
with volume of production or use of multi-shift operations.

(3) Where a contractor has received a determination of ‘‘true
depreciation’’ from an Emergency Facilities Depreciation Board relating to
an emergency facility covered by a certificate of necessity, it may elect to
use either normal or ‘‘true’’ depreciation. However, the method elected
must be followed consistently throughout the life of the emergency facility.
Where an election is made to use normal depreciation, the amount thereof
shall be computed in accordance with (2) above. Where an election is made
to use ‘‘true depreciation,’” the amount allowable as depreciation:

(i) with respect to the emergency period (5 years), shall be
computed in accordance with the determination of the
Emergency Facilities Depreciation Board; and

(ii) after the end of the emergency period, shall be computed
by distributing the remaining undepreciated portion of the
cost of the emergency facility over the balance of its use~
ful life (but see (4) below; provided the remaining undepreci-
ated portion of such cost shallnot include any amount of
unrecovered ‘‘true depreciation.''

' (4) Depreciation on idle or excess facilities shall not be allowed
except on such facilities as are reasonably necessary for currant and
immediately prospective production.



(5) Unless otherwise provided for in the .contract, no use charge
shall be allowed for assets still in use which have been fully depreciated on
the contractor's books or acquired without cost. Use charges for assets
not fully depreciated on the contractior’s books are 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 custom in the industry or
area, for the improvement of working conditions, empldyer-employee rela-
tions, employee morale, and employee performance, are allowable. Such
costs shall be equitably allocated to all work of the contractor. Income
generated from any of these activities shall be credited to the costs thereof
unless such income has been ir‘revocabl‘y set over to employee welfare
organizations.

(h) Food Service Costs and Credits. Food services include operating
or furnishing facilities for cafeterias, dining rooms, canteens, lunch wagons,
vending machines, or similar types of 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 operated by the contractor or by a concessionaire,
shall be treated as a credit, and:allocated, tc 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 specxﬁcally
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 Indemnification.

(1) Insurance includes (i) those types of insurance which the con-
tractor is required to carry under the terms of the contract, or by specific
instruction of an authorized representative of the Government, and (ii) any
other insurance for which the contractor seeks reimbursement under the
contract. Indemnification includes 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
approval but maintained by the contractor in connection with the performance
of the contract, are allowable subject to the following limitations:

(i) types and ektent of coverage shall be in accordance with
sound business practice and the rates shall be reasonable
under the circumstances; '

(ii) costs allowed for use and occupancy insurance shall be
limited to exclude coverage of profit, interest, Federal
income taxes, and any other items of cost unallowable
under this Part;

(iii) costs of insurance or any reserve covering the risk of
loss of or damage to Government-owned property are un-
allowable except to the extent that the Government shall
have approved 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 Military Department concerned; and

(v) costs of insurance on the lives of officers, partners, or

proprietors, are unallowable except where such insurance
is part of an employee plan which is not unduly restricted.

SR
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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 properfy unless otherwise provided for), which neither add to the
permanent value of the property nor appreciably prolong its intended life,
but keep it in an efficient operating conditicu, are allowable (bt sce ASPR
15-204.3(d)). Expenditures:for plant ard equipment which, according i
generally accepfed'_acéouﬁ'tiﬁg principles, should be capitalized and subjected
to depreciation areilallowable only on a depreciation basis.

(2) Costs of maintenance and repair which are delayed from a
.period prior to the contract, for some reason such as abnormal operating
conditions or lack of funds, and are 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 contract. -

(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
for production suitability and component design for purposes
of simplifying production;

are allowable.

(n) Material Costs.

(1) Costs of direct and indirect material, and collateral items such
as inbound transportation and intransit insurance, are allowable, subject,
however, to (2) through (6) below. In computing costs of material, considera-
tion will be given to reasonable overruns, spoilage, and defective work.

(2) Costs of material shall be su1tably adjusted for apphcable
portions of income and other credits, including available trade discounts,
refunds, rebates, allowances, and cash discounts, and credits for scrap
and salvage and material returned to vendors. .Such income and other credits
shall either be credited d1rectly to cost of the material involved or be allocated
(as credits) to indirect costs. However where the contractor can demonstrate
that failure to take cash dlscounts 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 that contract.

(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 charges or credits arising from a difference between
periodic physical inventory quantities and related material control records
shall be included in arriving at the cost of performance if such charges or
credits (i) do not include ‘‘write-downs'’ or ‘‘write-ups’’ of value, and (ii)
relate to the period of performance of the contract.

(6) Costs of material or services sold or transferred between
plants, divisions, or organizations, under common control, shall be allow-
able only to the extent of the cost to the transferor, or the prices of other
suppliers for the same or substantially similar items, whichever is lower;
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provided that, in the case of any item regularly manufactured and sold by
any such transferor through commercial channels, a departure from this
cost basis is permissible if the charge to the contract does not exceed
either (i) the transferor’'s sales price to its most favored customer for the
same item in like quantity, or (ii) the prices of other suppliers for the same
or substantially similar items. '

(o) Overtime, Extra-Pay Shift, and Multi-Shift Premiums. The
premium portion of overtime, extra-pay shift, and multi-shift payments to
direct labor employees shall be separately identified. Costs of such pre-
miums on direct labor are allowable only to the extent expressly provided
for in the contract or otherwise authorized by the Government and may be
classified as either direct or indirect labor costs. When direct labor cost
is the base for distribution of overhead, such premiums shall not be in-
cluded in that base. When such premiums are charged as indirect costs,
the amount allocated to Government contracts shall be equitable in rela-
tion to (i) the amount of ‘such premium costs aiiocated to non-Government
work being concurrently performed in the coniractor’s plant and (ii) the
factors which necessitate the incurrence of the costs. The premium portion
of overtime, extra-pay shift, and multi-shift payments to indirect labor
employees is allowable without prior approval, if reasonable, and if allocated
on a pro rata basis to commercial as well as Government work.

(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.)

() 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 proﬁvide such benefits are not dependent upon profits.
Benefits are not definitely determinable if funds arising from forfeitures

on termination of services or other reason may be used to provide increased
benefits for the remaining participants instead of being used to reduce the
amount of contributions by the employer. A plan designed to provide bene-
fits for employees or their beneficiaries to be paid upon retirement or over
a period of years after retirement shall be considered a pensionplan if,
under the plan, either the benefits payable to the employee or the required
contributions by the contractor can be determined actuarially. (Retirement
plans which are based on profit-sharing shall not be considered to be pension
plans within this paragraph (q).)

(2) Consideration, and approval or disapproval, of all pension plans
and the method of determination of the costs thereof shall be the responsi=-
bility of the Department to which audit cognizance is assigned and subsequent
action taken by that Department will, generally, be accepted by the other
Departments. Such plans must meet the qualification requirements prescribed
by Section 401 of the Internal Revenue Code of 1954 (P.L. 591, 83rd Cong.,
2d Sess., 68A Stat. 134). Prior to approval of such plans by the cognizant
Department, approval by Internal Revenue Service shall be obtained in the
case of : '

(i) contractors who are subject to Federal income tax; and

(ii) nonprofit or tax-exempt contractors who have submitted
their plans for approval by Internal Revenue Service;

however, approval of a plan by the Internal Revenue Service does not
necessarily assure the allowance of the costs of such a plan by the Depart-
ment concerned. In the case of all other plans, compliance with the qualifica-
tion requirements of Section 40l 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 15-201.2 shall be satisfied;
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(ii)

(iii)

(iv)

~—

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 Federé..l 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; ' ‘

in cases where the Internal Revenue Service withdraws
approval of a plan, an appropriate adjustment of contract
costs shall be made for contributions which previously
have been allocated to and allowed as contract costs and
which — '

(A) are disallowed for tax purposes; or

(B) in the case of nonprofit or tax-exempt organizations,
could have been disallowed for tax purposes had such
organizations been subject to the payment of income
tax; and

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) below, to possible future abnormal
termination credits or gains which may arise with respect
to individuals for whom pension plan costs have been or
are being incurred by the contractor but whose employment
will terminate before they acquire a vested right to the
benefits under such plans — '

(A) when 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

when such abnormal termination credits or gains,
whether or not foreseeable —

(I) cannot be currently evaluated with reasonable
accuracy; or

(II) have not been the subject of adjustment under (A)

above;

pension plan costs incurred under the contract shall

be subject to retrospective accounting and any neces-
sary adjustment for such subsequent termination
credits unless the Government 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.

The allowability of costs of lump sum purchases of annuities
or of lump sum cash paymenis or periodic cash payments made to pro{ride
pension benefits for retiring or retired employees other than such costs in-
curred under approved pension plans shall be subject to consideration on an
individual case basis.

(r) Plant Protection Costs. Costs of items such as wages, uniforms,

and equipment of personnel engaged in plant protection; depreciation on
plant protectlon capital assets: and necessary expenses to comply with
military security requirements are allowable.
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(s) Professional Service Costs - Legal, Accounting, Engineering, and
Other.

(I) Costs of professional services rendered by the members of a
particular profession who are not employees of the contractor are allowable,
subject to (2) and (3) below, when reasonable in relation to the services
rendered and when not contingent upon recovery of the costs from the Govern-
ment (but see ASPR 15-204.3(f)). o

(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 rendered are not of a continuing nature and
have little relationship to work under Government contracts.

Retainer fees to be allowable must be reasonably supported by evidence of
services rendered.

(3) Costs of legal, accounting, and consulting services, and related
costs, incurred in connection with organization and reorganization, defense
of anti-trust suits, and the prosecution of claims against the Government,
are unallowable. 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 wanted’’ 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 whileiengaged in recruiting personnel, and travel
costs of applicants for interviews for prospective employment are
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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 practlces in the industry are unallowable.

(u) Rental Costs (Including Sale and Le'aseback of Facilities).

(1) Rental costs of land, buildings, and equipment and other personal
property are allowable if the rates are reasonable in light of the type, life '
expectancy, condition,.and xalue.of the fac;h.tles leased, options. avaﬂable,
and other provisions of the rentx! agreemen

_ (2) Charges in the nature of rent between plants, divisions, or
organizations under common control are unallowable except to the extent
such charges do not exceed the normal costs of ownership, such as deprecia-
tion, taxes, insurance, and maintenance; prov1ded that no part of such coists
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 selling plant facilities to investment organizations, such as insurance
companies, or to private investors, and concurrently leasing back the same
facilities, are allowable only to the extent that such rentals do not exceed
normal costs, such as depreciation, taxes, insurance, and maintenance,
borne by the lessor, which would have been incurred had the contractor
retained legal title to the facilities.

(v) Research and Development Costs.

- (1) Research and development costs (sometimes. referred to as
general engineering costs) are divided into two major categories, for the
purpose of contract costing: (i) general research, also referred to as
basic research, fundamental research, pure research, and blue-sky research;
and (11) related research or development, also referred to as apphed re-
search, product research, and product lme research.

(2) General research is that type of research which is directed

toward increase of knowledge in science;, In such research, the primary
aim of the investigator is a fuller knowledge or understanding of the subject
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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.
/Generally, 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) capabilit.y 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_._7

(3) Related research is that type of research which i's directed
toward practical application of science. Development is the systematic
use of scientific knowledge directed toward the production of useful materials,
devices, methods, or processes, exclusive of design, manufacturing, and
production engineering (see (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 lme[ and Brov;.ded
further that the contractor discloses to the Government the purposes and
results of the research and development7. 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 15-204.3(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 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 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 commonly referred to as dismissal wages,
is a payment in addition to regular salaries and wages, by contractors to
workers whose employment is being terminated. Costs of severance pay
are allowable only to the extent that, in each case, it is required by (i) law,
(ii) employer-employee agreement, (iii) established policy that constitutes,
in effect, an implied agreement on the contractor's part, or (iv) circum-
stances of the particular employment.

(2) Costs of severance payments-are divided into two categories
as follows:

(i) actual normal turnover severance payments shall be
allocated to all work 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.

(1) Taxes are charges levied by Federal, State, or local governments.
They do not include fines and penalties except as otherwise provided herein.
In general, taxes (including State and 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 15-204.3(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 instructipns from the contracting officer
concerning such taxes; and

(ii) takes all action directed by the contracting officer, including
cooperation with and for the benefit of the Government, to
(A) determine the le\'gality of such assessment or, (B) secure
a refund of such taxes.

Reasonable costs of any such proceeding instituted by the contractor at the
directipn of the contracting officer are allowable. Interest and penalties
incurred by a contractor by reason of the nonpayment of any tax at the direc=
tion of the contracting officer are also allowable.

, (3) Any refund of taxes, interest, or penalties, and any payment
" to the contractor of interest thereon, attributable to taxes, interest, or
penalties which were allowed as contract costs, shall be credited or paid
to the Government in the manner directed by the Government.

(aa) Trade, Business, Technical, and Professional Activity Costs..

(1) Mémberships. Costs of contractor's membership in irade,
business, technical, and professional organizations are allowable.

(2)- Subscriptions. Costs of subscriptions to trade, business,
professipnal,'zind technical peripdica.ls are allowable.

(3) Meetings and Conferences. 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 information or the stimulation of production, are allowable.

(bb) Training Costs. Gosts of preparing and maintaining a program

of instruction designed to increase the overall effectiveness of employees,
including costs of thedirector of training and staff, training materials,
and text books, and tuition and fees when part-time training is 'conducted
by educational institutions, are allowable when limited to on~-the~-job

type training and when.-properly allocated, -Costs of training in educa-.
tional institutions-are unallowable, except to the extent specifically pro-
vided for in the:contract in-.accordance with Departmental instructions.
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(cc) Transportation Costs. Transportation costs include freight, express,
cartage, and postage charges relating either to gacds 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 identification 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 under the terms
of the contract, should be treated as a direct cost. o

(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 normal course of overall 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.incidenvtal
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 submission 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 work of the contractor.
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(2) Certain costs discussed in ASPR 15-204.3 are allowable if
expressly provided for in the contract, or, in some cases, if approved in
writing by the contracting officer. See for example:

(i) ASPR 15-204.3(e);
(ii) ASPR 15-204.3(i); and
(i1i) ASPR 15-204.3(k).

15-204.3 ) 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 events the occurrence of which cannot be foretold
with certainty as to time, intensity, or even with an assurance of their
happening, are unallowable, (For self-insurance programs see ASPR 15-
204.2(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 mobiii-
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 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)).

(g) Losses on Other Contracts. An excess of costs over income
under any 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,
attorneys fees, accountants fees, brokers fees, fees to promotors and organ:
izers, in'.coﬁneqti».m,vﬂ.th (1), . organiza.tion or reorganization of a business,
or (ii) raising cdpital, ave unallowable (see (f) above).

(i) Precontract Costs. Precontract costs are those which are in-
curred prior to the effective date of the contract and which would have
been allowable thereunder if incurred after such date. Such costs are
unallowable unless specifically set forth and identified in the contract.
(See ASPR 15-1Ixx.) '

(j) Profits and Losses on Disposition of Plant, Equipment, or Other
Capital Assets. Profits or losses of any nature arising from the sale or
exchange of plant equipment, or other capital assets, including sale or
exchange or 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
depreciation). ‘ '

(k) Reconversion Costs. Reconversion costs are those incurred in
the restoration or rehabilitiation of the contractor’s facilities to approxi-
mately the same physical arrangement and condition existing immediately
prior to commencement of the military contract work and include the cost
of removal of Government property. Reconversion costs are 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. ’
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(1) General,

(1) In addition, certain costs discussed in ASPR 15-204.2 are stétgd
to be unallowable. See for example:

. (i) Advertising Costs, ASPR 15-204.2(a), last sentence;
(ii) Depreciation, 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) Taxes, ASPR 15-204.2{(z)(1)(i) through (iv). '

(2) Certain Other costs discussed in ASPR 15-204.2 are unallowable
unless expressly provided for in the contract, or, in some cases, if au-
thorized or approved by the Government. See for example: -

(i) Civil Defense Costs, ASPR 15-204.2(c), last sentence;
(ii) Depreciation, ASPR 15-204.2(f)(5), first sentence;

(iii) Food Service Costs and.Credits, ASPR 15-204.2(h),
last sentence; -~ . . oo

(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(0), second sentence;

(vii) Patent Costs, ASPR 15-204.2(p), second sentence;
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(viii) Professional Service Costs - Legal, Accounting, Englneermg,
and Other, ASPR 15-204.2(s)(3), last sentence;

(ix) Rental Costs (Including Sale and Leaseback of Facilities),
ASPR 15-204.2(u)(3);

(x) Royalties and Other Costs for Use of Patents, ASPR 15-
204.2(w);

A}

(xi) Special Tooling Costs, ASPR 15-204.2(z)(2);

(xii) Training Casts, ASPR 15-204, Z(bb;,
- last sentence: and "

(xiii) Travel Costs,. ASPR,15-204.2(dd)(4).
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Part 2 - Supply, Service, and Research and Develop-

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 Fart does not apply to contracts for facilities,
construction, or architect-engineer services related to construction. It
also does not apply to clauses in supply or service contracts which pro-
vide for the furnishing of industrial facilities.

15-201 Basic Considerations.

15-201.1 Composition of Total Cost. The total cost of a cost-reimbursernent
type contract is (i) the allowable direct costs, plus (ii) the allocable portion
of allowabie 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 established 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. o

15-201.3 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 are readily identifiable with (i) a
contract, or (ii) other work of the contractor, should be charged directly




to the contract or other work with which identified. This principle may be
applied to items of cost such as freight, travel, communications, and engineer-
ing services, as well as 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 allowability.

15-202.2 Direct Material Costs. Direct material costs include the cost of
raw 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 used where the contractor demonstrates that the results are equitable. ‘
Direct labor costs may also include other associated costs, such as payroll
taxes and workmen’s compensationinsurance, where it is the established
practice of the contractor to treat these items as a part of direct labor costs,

15-202.4 Other Direct Costs. Other items of cost may, in particular cases,
be charged 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 treatment as direct -
costs in accordance with ASPR 15-202, should be accumulated for accounting
purposes by logical cost groupings and charged bv a process of

allocation. Each element of indirect cost is subject to the limitations of
this Part as to allowability.




(b) The method of allocation of indirect costs must be based on
the particular circumstances involved. The objective should be the 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 ‘p‘eriod of time, as
many such base periods will be used as will be required to represent the.
period of contract performance.

15-203.2 Indirect Manufacturing and Praduction Costs. Indirect manufactur-
ing and production costs consist of items of 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 lebor 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 indirect costs equitably. Factors to

be considered in determining the necessity for departmentalization or
establishment of cost centers include variety of products, complexity of
processes, and relative labor and facility requirements for the various
products. ‘

15-203.3 Indirect Engineering Costs. Indirect engineering costs include

such items as costs of engineering supervision, engineering administra-
tion, and engineering supplies. Direct engineering activities from which

indirect engineering costs may arise may include product design, tool

design, experimental development, manufacturing and production develop-
ment, layout of production lines, determination of machine methods, and
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related blueprinting and drafting. Indirect engineering costs shall be
allocated to the benefited contract and other work of the contractor (see
ASPR 15-204.2(v)(4)) on the basis of direct engineering man-hours expended,
direct engineering labor dollars (e'xchisive of premiums for overtime, extra-
pay shift, and multi-shift, work), or some other equitable basis.

15-203.4 Selling and Distribution Costs. Selling and distribution costs arise
through marketing the contractor's products and include the costs of sales
promotion, advertising, distribution, and other related activities. Generally,
such costs are not allowable as a charge to Government cost-reimbursement
type contracts (but see ASPR 15-204.2(b)). However, subject to the other
provisions of this Part, costs in this category, including supervisory and
clerical costs, which relate to technical, consulting, and other beneficial
services, and which are for purposes such as application and adaptation of
the contractor’s products, rather than pure selling, are allowable if a
reasonable benefit to Gpverﬁrne_.nt‘contracts is demonstrated. Such costs
shall be allocated to the convtlf‘a-cl,t;dr‘s commercial work and its individual
Government contracts on an'eqil'i.tvable basis. Because of the special problems
that arise in this area, the contyxactor should identify in its records, by means
of sub-accounts or otherwise, the items of selling and distribution cost con-
sidered properly allocable to Government contracts.

15-203.5 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 equitable include:

(i) the ultimate objective 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-
ministrative costs; 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 tqtal
cost of the contract (exclusive of general and administrative
costs) compared to the corresponding ratios for the con-
tractor’'s plant or activity as a whole; and

(iv) .other revelant factors including those mentioned in ASPR
15-203.1(b)..

15-204 Principles and Standards for Selected Items of Cost.

15-204.1 General. Applications of the above basic cost principles and stand-
ards to certain selected items of cost are set forth 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 any particular item of
cost does not imply that it is either allowable or unallowable. With respect -
to all items, whether or not specifically covered. determination of allow-
ability shall be based on the principles and standards set forth in this Part
and, where appropriate, the treatment of similar or related items.

15-204.2 Costs Allowable in Whole or in Part.

(a) Advertising Costs. Advertising costs include the costs of ad-
vertising media and corollary administrative costs. Advertising media
include magazines, newspapers, radio and television programs, direct -
mail, trade papers, outdoor advertising, dealer cards and window displays,
conventions, exhibits, free goods and samples, and sales literature. 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.




(b) Bidding Costs. Bidding costs are the costs of preparing bids or
proposals on potential Government and non~-Government contracts or pro-
jects, including the development of engineering and cost data necessary to
support the contractor’s bids or proposals. Bidding costs of the current
accounting period of both successful and unsuccessful bids and proposals
normally shall be treated as indirect costs and allocated currently to all
business of the contractor, in which event no bidding costs of past accounting
periods shall be allocable in the current period to the Government contract;

- however, the contractor's established practice may be to treat bidding costs

by some other 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 trainingand equipment, posting of additional exit
notices and directions, and other approved civii defense measures) 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. (Reserved)

(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 each fiscal period, must be
judged ordinarily in light of the pattern of past contributions, particularly
those made prior to the placing of Government contracts. 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



estimated useful life of the asset in a systematic and logical manner. It does
not involve a process of valuation. Useful life has reference to the 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: v

(i) is computed upon the cost basis used by the contractor for
Federal income 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
with volume of production or use of multi-shift operations.

(3) Where a contractor has received a determination of ‘‘true
depreciation’’ from an Emergency Facilities Depreciation Board relating to
an emergency facility covered by a certificate of necessity, it may elect to
use either normal or ‘‘true’’ depreciation. However, the method elected
must be followed consistently throughout the life of the emergency facility.
Where an election is made to use normal depreciation, the amount thereof
shall be computed in accordance with (2) above. Where an election is made
to use ‘‘true depreciation,’” the amount allowable as depreciation:

(i) with respect to the emergency period (5 years), shall be
computed in accordance with the determination of the
Emergency Facilities Depreciation Board; and

(ii) after the end of the emergency period, shall be computed
by distributing the remaining undepreciated portion of the
cost of the emergency facility over the balance of its use~
ful life (but see (4) below; provided the remaining undepreci-
ated portion of such cost shallnot include any amount of
unrecovered ‘‘true depreciation.''

' (4) Depreciation on idle or excess facilities shall not be allowed
except on such facilities as are reasonably necessary for currant and
immediately prospective production.



(5) Unless otherwise provided for in the .contract, no use charge
shall be allowed for assets still in use which have been fully depreciated on
the contractor's books or acquired without cost. Use charges for assets
not fully depreciated on the contractior’s books are 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 custom in the industry or
area, for the improvement of working conditions, empldyer-employee rela-
tions, employee morale, and employee performance, are allowable. Such
costs shall be equitably allocated to all work of the contractor. Income
generated from any of these activities shall be credited to the costs thereof
unless such income has been ir‘revocabl‘y set over to employee welfare
organizations.

(h) Food Service Costs and Credits. Food services include operating
or furnishing facilities for cafeterias, dining rooms, canteens, lunch wagons,
vending machines, or similar types of 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 operated by the contractor or by a concessionaire,
shall be treated as a credit, and:allocated, tc 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 specxﬁcally
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 Indemnification.

(1) Insurance includes (i) those types of insurance which the con-
tractor is required to carry under the terms of the contract, or by specific
instruction of an authorized representative of the Government, and (ii) any
other insurance for which the contractor seeks reimbursement under the
contract. Indemnification includes 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
approval but maintained by the contractor in connection with the performance
of the contract, are allowable subject to the following limitations:

(i) types and ektent of coverage shall be in accordance with
sound business practice and the rates shall be reasonable
under the circumstances; '

(ii) costs allowed for use and occupancy insurance shall be
limited to exclude coverage of profit, interest, Federal
income taxes, and any other items of cost unallowable
under this Part;

(iii) costs of insurance or any reserve covering the risk of
loss of or damage to Government-owned property are un-
allowable except to the extent that the Government shall
have approved 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 Military Department concerned; and

(v) costs of insurance on the lives of officers, partners, or

proprietors, are unallowable except where such insurance
is part of an employee plan which is not unduly restricted.

SR
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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 properfy unless otherwise provided for), which neither add to the
permanent value of the property nor appreciably prolong its intended life,
but keep it in an efficient operating conditicu, are allowable (bt sce ASPR
15-204.3(d)). Expenditures:for plant ard equipment which, according i
generally accepfed'_acéouﬁ'tiﬁg principles, should be capitalized and subjected
to depreciation areilallowable only on a depreciation basis.

(2) Costs of maintenance and repair which are delayed from a
.period prior to the contract, for some reason such as abnormal operating
conditions or lack of funds, and are 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 contract. -

(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
for production suitability and component design for purposes
of simplifying production;

are allowable.

(n) Material Costs.

(1) Costs of direct and indirect material, and collateral items such
as inbound transportation and intransit insurance, are allowable, subject,
however, to (2) through (6) below. In computing costs of material, considera-
tion will be given to reasonable overruns, spoilage, and defective work.

(2) Costs of material shall be su1tably adjusted for apphcable
portions of income and other credits, including available trade discounts,
refunds, rebates, allowances, and cash discounts, and credits for scrap
and salvage and material returned to vendors. .Such income and other credits
shall either be credited d1rectly to cost of the material involved or be allocated
(as credits) to indirect costs. However where the contractor can demonstrate
that failure to take cash dlscounts 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 that contract.

(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 charges or credits arising from a difference between
periodic physical inventory quantities and related material control records
shall be included in arriving at the cost of performance if such charges or
credits (i) do not include ‘‘write-downs'’ or ‘‘write-ups’’ of value, and (ii)
relate to the period of performance of the contract.

(6) Costs of material or services sold or transferred between
plants, divisions, or organizations, under common control, shall be allow-
able only to the extent of the cost to the transferor, or the prices of other
suppliers for the same or substantially similar items, whichever is lower;
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provided that, in the case of any item regularly manufactured and sold by
any such transferor through commercial channels, a departure from this
cost basis is permissible if the charge to the contract does not exceed
either (i) the transferor’'s sales price to its most favored customer for the
same item in like quantity, or (ii) the prices of other suppliers for the same
or substantially similar items. '

(o) Overtime, Extra-Pay Shift, and Multi-Shift Premiums. The
premium portion of overtime, extra-pay shift, and multi-shift payments to
direct labor employees shall be separately identified. Costs of such pre-
miums on direct labor are allowable only to the extent expressly provided
for in the contract or otherwise authorized by the Government and may be
classified as either direct or indirect labor costs. When direct labor cost
is the base for distribution of overhead, such premiums shall not be in-
cluded in that base. When such premiums are charged as indirect costs,
the amount allocated to Government contracts shall be equitable in rela-
tion to (i) the amount of ‘such premium costs aiiocated to non-Government
work being concurrently performed in the coniractor’s plant and (ii) the
factors which necessitate the incurrence of the costs. The premium portion
of overtime, extra-pay shift, and multi-shift payments to indirect labor
employees is allowable without prior approval, if reasonable, and if allocated
on a pro rata basis to commercial as well as Government work.

(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.)

() 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 proﬁvide such benefits are not dependent upon profits.
Benefits are not definitely determinable if funds arising from forfeitures

on termination of services or other reason may be used to provide increased
benefits for the remaining participants instead of being used to reduce the
amount of contributions by the employer. A plan designed to provide bene-
fits for employees or their beneficiaries to be paid upon retirement or over
a period of years after retirement shall be considered a pensionplan if,
under the plan, either the benefits payable to the employee or the required
contributions by the contractor can be determined actuarially. (Retirement
plans which are based on profit-sharing shall not be considered to be pension
plans within this paragraph (q).)

(2) Consideration, and approval or disapproval, of all pension plans
and the method of determination of the costs thereof shall be the responsi=-
bility of the Department to which audit cognizance is assigned and subsequent
action taken by that Department will, generally, be accepted by the other
Departments. Such plans must meet the qualification requirements prescribed
by Section 401 of the Internal Revenue Code of 1954 (P.L. 591, 83rd Cong.,
2d Sess., 68A Stat. 134). Prior to approval of such plans by the cognizant
Department, approval by Internal Revenue Service shall be obtained in the
case of : '

(i) contractors who are subject to Federal income tax; and

(ii) nonprofit or tax-exempt contractors who have submitted
their plans for approval by Internal Revenue Service;

however, approval of a plan by the Internal Revenue Service does not
necessarily assure the allowance of the costs of such a plan by the Depart-
ment concerned. In the case of all other plans, compliance with the qualifica-
tion requirements of Section 40l 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 15-201.2 shall be satisfied;

13



(ii)

(iii)

(iv)

~—

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 Federé..l 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; ' ‘

in cases where the Internal Revenue Service withdraws
approval of a plan, an appropriate adjustment of contract
costs shall be made for contributions which previously
have been allocated to and allowed as contract costs and
which — '

(A) are disallowed for tax purposes; or

(B) in the case of nonprofit or tax-exempt organizations,
could have been disallowed for tax purposes had such
organizations been subject to the payment of income
tax; and

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) below, to possible future abnormal
termination credits or gains which may arise with respect
to individuals for whom pension plan costs have been or
are being incurred by the contractor but whose employment
will terminate before they acquire a vested right to the
benefits under such plans — '

(A) when 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

when such abnormal termination credits or gains,
whether or not foreseeable —

(I) cannot be currently evaluated with reasonable
accuracy; or

(II) have not been the subject of adjustment under (A)

above;

pension plan costs incurred under the contract shall

be subject to retrospective accounting and any neces-
sary adjustment for such subsequent termination
credits unless the Government 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.

The allowability of costs of lump sum purchases of annuities
or of lump sum cash paymenis or periodic cash payments made to pro{ride
pension benefits for retiring or retired employees other than such costs in-
curred under approved pension plans shall be subject to consideration on an
individual case basis.

(r) Plant Protection Costs. Costs of items such as wages, uniforms,

and equipment of personnel engaged in plant protection; depreciation on
plant protectlon capital assets: and necessary expenses to comply with
military security requirements are allowable.
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(s) Professional Service Costs - Legal, Accounting, Engineering, and
Other.

(I) Costs of professional services rendered by the members of a
particular profession who are not employees of the contractor are allowable,
subject to (2) and (3) below, when reasonable in relation to the services
rendered and when not contingent upon recovery of the costs from the Govern-
ment (but see ASPR 15-204.3(f)). o

(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 rendered are not of a continuing nature and
have little relationship to work under Government contracts.

Retainer fees to be allowable must be reasonably supported by evidence of
services rendered.

(3) Costs of legal, accounting, and consulting services, and related
costs, incurred in connection with organization and reorganization, defense
of anti-trust suits, and the prosecution of claims against the Government,
are unallowable. 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 wanted’’ 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 whileiengaged in recruiting personnel, and travel
costs of applicants for interviews for prospective employment are

16



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 practlces in the industry are unallowable.

(u) Rental Costs (Including Sale and Le'aseback of Facilities).

(1) Rental costs of land, buildings, and equipment and other personal
property are allowable if the rates are reasonable in light of the type, life '
expectancy, condition,.and xalue.of the fac;h.tles leased, options. avaﬂable,
and other provisions of the rentx! agreemen

_ (2) Charges in the nature of rent between plants, divisions, or
organizations under common control are unallowable except to the extent
such charges do not exceed the normal costs of ownership, such as deprecia-
tion, taxes, insurance, and maintenance; prov1ded that no part of such coists
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 selling plant facilities to investment organizations, such as insurance
companies, or to private investors, and concurrently leasing back the same
facilities, are allowable only to the extent that such rentals do not exceed
normal costs, such as depreciation, taxes, insurance, and maintenance,
borne by the lessor, which would have been incurred had the contractor
retained legal title to the facilities.

(v) Research and Development Costs.

- (1) Research and development costs (sometimes. referred to as
general engineering costs) are divided into two major categories, for the
purpose of contract costing: (i) general research, also referred to as
basic research, fundamental research, pure research, and blue-sky research;
and (11) related research or development, also referred to as apphed re-
search, product research, and product lme research.

(2) General research is that type of research which is directed

toward increase of knowledge in science;, In such research, the primary
aim of the investigator is a fuller knowledge or understanding of the subject
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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.
/Generally, 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) capabilit.y 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_._7

(3) Related research is that type of research which i's directed
toward practical application of science. Development is the systematic
use of scientific knowledge directed toward the production of useful materials,
devices, methods, or processes, exclusive of design, manufacturing, and
production engineering (see (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 lme[ and Brov;.ded
further that the contractor discloses to the Government the purposes and
results of the research and development7. 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 15-204.3(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 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 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 commonly referred to as dismissal wages,
is a payment in addition to regular salaries and wages, by contractors to
workers whose employment is being terminated. Costs of severance pay
are allowable only to the extent that, in each case, it is required by (i) law,
(ii) employer-employee agreement, (iii) established policy that constitutes,
in effect, an implied agreement on the contractor's part, or (iv) circum-
stances of the particular employment.

(2) Costs of severance payments-are divided into two categories
as follows:

(i) actual normal turnover severance payments shall be
allocated to all work 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.

(1) Taxes are charges levied by Federal, State, or local governments.
They do not include fines and penalties except as otherwise provided herein.
In general, taxes (including State and 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 15-204.3(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 instructipns from the contracting officer
concerning such taxes; and

(ii) takes all action directed by the contracting officer, including
cooperation with and for the benefit of the Government, to
(A) determine the le\'gality of such assessment or, (B) secure
a refund of such taxes.

Reasonable costs of any such proceeding instituted by the contractor at the
directipn of the contracting officer are allowable. Interest and penalties
incurred by a contractor by reason of the nonpayment of any tax at the direc=
tion of the contracting officer are also allowable.

, (3) Any refund of taxes, interest, or penalties, and any payment
" to the contractor of interest thereon, attributable to taxes, interest, or
penalties which were allowed as contract costs, shall be credited or paid
to the Government in the manner directed by the Government.

(aa) Trade, Business, Technical, and Professional Activity Costs..

(1) Mémberships. Costs of contractor's membership in irade,
business, technical, and professional organizations are allowable.

(2)- Subscriptions. Costs of subscriptions to trade, business,
professipnal,'zind technical peripdica.ls are allowable.

(3) Meetings and Conferences. 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 information or the stimulation of production, are allowable.

(bb) Training Costs. Gosts of preparing and maintaining a program

of instruction designed to increase the overall effectiveness of employees,
including costs of thedirector of training and staff, training materials,
and text books, and tuition and fees when part-time training is 'conducted
by educational institutions, are allowable when limited to on~-the~-job

type training and when.-properly allocated, -Costs of training in educa-.
tional institutions-are unallowable, except to the extent specifically pro-
vided for in the:contract in-.accordance with Departmental instructions.
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(cc) Transportation Costs. Transportation costs include freight, express,
cartage, and postage charges relating either to gacds 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 identification 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 under the terms
of the contract, should be treated as a direct cost. o

(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 normal course of overall 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.incidenvtal
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 submission 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 work of the contractor.
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(2) Certain costs discussed in ASPR 15-204.3 are allowable if
expressly provided for in the contract, or, in some cases, if approved in
writing by the contracting officer. See for example:

(i) ASPR 15-204.3(e);
(ii) ASPR 15-204.3(i); and
(i1i) ASPR 15-204.3(k).

15-204.3 ) 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 events the occurrence of which cannot be foretold
with certainty as to time, intensity, or even with an assurance of their
happening, are unallowable, (For self-insurance programs see ASPR 15-
204.2(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 mobiii-
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 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)).

(g) Losses on Other Contracts. An excess of costs over income
under any 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,
attorneys fees, accountants fees, brokers fees, fees to promotors and organ:
izers, in'.coﬁneqti».m,vﬂ.th (1), . organiza.tion or reorganization of a business,
or (ii) raising cdpital, ave unallowable (see (f) above).

(i) Precontract Costs. Precontract costs are those which are in-
curred prior to the effective date of the contract and which would have
been allowable thereunder if incurred after such date. Such costs are
unallowable unless specifically set forth and identified in the contract.
(See ASPR 15-1Ixx.) '

(j) Profits and Losses on Disposition of Plant, Equipment, or Other
Capital Assets. Profits or losses of any nature arising from the sale or
exchange of plant equipment, or other capital assets, including sale or
exchange or 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
depreciation). ‘ '

(k) Reconversion Costs. Reconversion costs are those incurred in
the restoration or rehabilitiation of the contractor’s facilities to approxi-
mately the same physical arrangement and condition existing immediately
prior to commencement of the military contract work and include the cost
of removal of Government property. Reconversion costs are 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. ’
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(1) General,

(1) In addition, certain costs discussed in ASPR 15-204.2 are stétgd
to be unallowable. See for example:

. (i) Advertising Costs, ASPR 15-204.2(a), last sentence;
(ii) Depreciation, 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) Taxes, ASPR 15-204.2{(z)(1)(i) through (iv). '

(2) Certain Other costs discussed in ASPR 15-204.2 are unallowable
unless expressly provided for in the contract, or, in some cases, if au-
thorized or approved by the Government. See for example: -

(i) Civil Defense Costs, ASPR 15-204.2(c), last sentence;
(ii) Depreciation, ASPR 15-204.2(f)(5), first sentence;

(iii) Food Service Costs and.Credits, ASPR 15-204.2(h),
last sentence; -~ . . oo

(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(0), second sentence;

(vii) Patent Costs, ASPR 15-204.2(p), second sentence;
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(viii) Professional Service Costs - Legal, Accounting, Englneermg,
and Other, ASPR 15-204.2(s)(3), last sentence;

(ix) Rental Costs (Including Sale and Leaseback of Facilities),
ASPR 15-204.2(u)(3);

(x) Royalties and Other Costs for Use of Patents, ASPR 15-
204.2(w);

A}

(xi) Special Tooling Costs, ASPR 15-204.2(z)(2);

(xii) Training Casts, ASPR 15-204, Z(bb;,
- last sentence: and "

(xiii) Travel Costs,. ASPR,15-204.2(dd)(4).
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i5=200 SCOPE OF PART. This part satS'forth principles and standards for the deter-

‘mination and allowance of costs‘in conneetion with cost;reimbursement'type contract-
, and cost-reimbursement type subcontracts thereuhder for procurement of}sgpplies,

f services, and research and devélopment work'with organizationé having cammercial
type accounting systems. HGWGVer; this part does not apply to conﬁracts‘for facil-
itieéT&;onstruction and architect-engineer services related to conétruction.

15-201 ©$ASIC PRINCIPLES AND STANDARDS.

8, Composition of Total Coste The total cost of a cost-reimbursement type

contract is the net sum of (i) the allowable direct costs, (ii) the properly
allocable portion of allowable 1ndirect costs and (iii) applicable income and other
credits.

be Factors Affectiqg Allowabiligy of Costs. The factors-to be considered

in determining the allowability of costs include (1) reasanableness, (ii) applicatior. -
of generally accepted accounting princlples and practices, (411) slgnlfiLant devia-
tions in the established practieces of the contractor which substantially increase
the contract costs, and (iv) any limitations as td types or amounts of cost items
set forth in this Part 2 of Section XV or otherwise inciﬁded in the contract.

¢. Credits. The applicable portion of incame and other credits, rebates,
and allowanceé, received by or accruing to thefcqntractor and whi¢h are related to
any allowed cost will be credited to the Government.either as a reducﬁibn in con=
tratt cost or by a cash refund, as appropriate. |

d.' Contractor's Accounting Systeme The requirementa concerning record

keeping and approval of the contractor's accounting procedures and practlces are
sét forth in the "Records Clause" (See ASPR 7-203.7). .
15-202 DIRECT COSTS. Subject to the provisiuns of paragraph 15-201, allowable

direct costs are those items of cost, or aggregate thsreof, which can be identified

eciflcally with any objective, service, program or projest under the contpact and
,g /L7 Jn :;}LQ§2;<wuz??a¢&yazaétec(
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are chargeable directly unereto. ilajor items of cost reaaily identifiable with tlc

an
1

contréct or with other work of the contractor should be charged directly thereto.
This principle may often be applicable to such elements of expense as freight,
travel, communications, engineering services, etc.; as well as the normal items of

" materials and productive labor, However, when the contractor is engaged in mixed

production, this principle must be applied consistently to the costing of both

defense and non~-defense products or services, in order to produce equitable results.
When the accounting expense of direct costing of minor items would exceed the
resulting benefits, individual items, otherwise allowable as direct costs, may be
treated as indirect expenses.

15=-202.1 DIRECT MATERTIALS. The cost of direct materials includes the cost of all

items purchased, supplied, manufactured or fabricated, which enter directly i.:>

the end produdt‘or which are used or consumed directly in connection with furnishing
such product. Costs of reasonable overruns, spoilage, and defective work may also
be included (as to defective work, see paragfaph 7-20345(¢))s

155202.2 DIRECT LABOR, The cost of direct labor includes salaries and wages speci-

fically identifiable with and properly chargeable directly to the performance of

contract or other work of the contractor. Average rates may be used where it is

demonstrated by the contractor that the results are equitable, Direct labor may
also include other associated costs such as payroll: taxes énd'wprkmen'a compensation
insurancé, where it is the established practice of the contractor to treat these

items as a part of direct labor costse

15=202,3 OTHER DIRECT COSTS. Where other items of cost are charged directly to the
contract §onsistent with paragraph 15-202 above, the contractor must demonstrate
that they are specifically related to the performance of the contract., When, how-
ever, items ordinarily chargeable as indirect costs are charged to a Governmc:t

contract as direct costs, the cost of like items applicable to other work of the
contractor must be eliminated fram indirect costs allocated to the contract.
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_1,5-203 INDIRECT COSTS. '

~

(a) Indirect costs are expenses which are ihcurred for cummonior.joint ob=~
jectives, are accumulated for accounting purposes by departmental activity or other
logical cost grouping and are charged to the contractzigguother work of the con-

" tractor by a process of allocation, Each element thereof is subject to the limita-
tions of this part as to allowability. _

(b) No specific rules can be stated as to the method of allbcatiOn of in-
direct costs because the actual condition in each instance must be taken into accour
in determining the most suitable method or methods. The obaective should be v e
selection of a method or methods which will distribute tha indirect costs in a fair
and equitable manner. The method used in connection with Government contracts must,
in ordef to be écceptable, conform with generall& accepted accounting ﬁractices, ve
applied consistently, and produce equitable results. Any significant_change, such
as in the nature of the businéss,_extent of subcontracting, fixed asset improvement
programs; the volume of sales, the volume of production, manufacturing processes,
or the products being produced, may require récoﬁsideration,of the methods previously
in use to determine whether they continue to be equitable, Further discussion
relative to alloéation of the individual categories of indirect costs will be found
in the subparagraphs below, | |

15-203.1 INﬁIRECT MANUFACTURING AND PRODUCTION EXPENSES. Indirect manufacturing

and production expenses consist of costs which are incurred in the productive
process as;a whole and are not readily subject to treatment as direct costs in’

- accordance with paragraph 15-202, - Allocation of indirect manufacturing and pro&uc- ‘
tion expenses on A time basis, such as direct labor man-hours 6r_m$cﬁine-hburs, is

a method which generall& préduceg apéuracy.and‘equity; ,Othsr acbeptable bases, in
appropriate circﬁmstances, include direct labor dollars (exclusive of overtime
premium), units processed and prime costs of units prdceséed; Theiconiractor ﬁay

departmentalize or establish cost centers in order ta distribute"équitamy the
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indirect costs.s The factors to be considered in detefmining the éxtent of depart-
mentalization or establishment of cost centeré include variety of products, com-
plexity of processes and relative labor and facility requifémants for the various
products.

15-203,2 INDIRECT~ENGINEERING EXPENSES., Indirect engineering expenses include

engineering supervision, eﬁgineering administrative expense, engineering general
supplies, and other related expenses. These expenses arise out of engineering
activities which may‘include product design, topl‘degigp, experimental development,
manufacturing and production dévelopment, lqyoﬁt bf pro¢uctibn lines, determination
of machine methods and related blueprinting and-drafting;

Indlrect engineering expenses should be allocated to the benefited -

ities, 1.e., contract and other work of the contractor (MW '
)5 =204 ,3H ¢ |
eeea£2g,gf§;scxs) on the basis of direc engineeri;g man- expended, direct

engineering labor doligrs (exégﬁgz;e o ertimgdpremlum), or other equitable bas’ce
" Direct costs of engineerihg activities should be charged directly to the benefited
activities, i.es, contract and other work of the contractor in accordance with

paragraph 15-202,
15-203.3 SELLING AND DISTRIBUTION EXPENSES. The expenses in this group consist of

items which represent the cost of marketmng the contractor's products and include
sales promotion, advertising, distribution costs and other related items. Uenerally,

_ such expenses are not con51dered to be allowable as a charge to Goverrment cost-
reimbursement type contracts for the reason that marketing, in the ordinary
commercial sense, is not nedessaiy for doing business with the Government. However,
dépendent upon a reasonable demonstratidn of bénefits to Goﬁernment contracts and
subject to the other provisions of this part, there may be an allocation to govEr A
nent work of those.expenses in this category which consist of technical, consulting
and such othér beneficial services (inciudiné reléted supervision and clerical

expenses) which are for purposes such as application and adaptation of the
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contractor's products rather than pure selling. Such costs shoyld first be allocatec
between the contractor's commercial line and its.Government contracts. The amount
allocated to the.latter should then be charged to the individual contracts on any

equitable basis, Because of the special problems that arise in this area, it is

usually desirable for the contractor to identify in itsirecords by means of sub-

accounts or otherwise, the items of these expenses considered properly allocable to

Government contracts.

15-203.i GENERAL AND ADMINISTRATIVE EXPENSES, ‘General and adninistrative expenses
consist of costs incurred in the over-all menagemeot, sopervieion ehd conduct of

the business. Any recognized method of alloeeting-general and administrative ex-
pense is acceptable provided equitable results are thereby obtained. Some of the
factors that should receive consideration in determining whether the results are
equitable are (i) the cost pattern of the Government contracts (that is, the Sere
zentage of‘the_totel cost of the contract, exclusive orvgenerel-and administrative
expenses, represented by each of the several cost eomponents'thereof) in relationAto
the cost pattern for the plant or activity as a whole, and (4i) the ultimate obaec-
tive of distribution of these expenses in approximate retio to the general end ad-
ministrative effort involved in the two categories of work. In addition, considera-
tion should be given to eny'sigbificant variations of inventories betWeen accounting.
periods, variations in the ratio of contract inventory levels'to all other inven= |
tory levels, and other relevant factors includingﬂthosé:meetioned in para. 15-203(b).
15-203.5 BASE PERTOD FOR ALLOCATION OF INDIRECT EXPENSES. The base period for

allocation of indirect expenses shoulé{%? the pergzz of contract performance

Poprogentat of —that—period he-base—peried should be sufficiently

uities in the allocation of costs, Mwwﬂ“yféy@v%o

g to avoid jneq
15-20L APPLICATIO&S OF | C C T PRINCIPLES ABD STANDARDS TO SELECTED ITEMS OF COS:

This paragraph states, in some detail, applications of the basic cost princip.es
¢rd standards set forth in the preceding paragraphs of this pert to certain selected
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jtems of cost. The statements herein apply irrespective 6f whether the particular

item of cost is treated by the contractor as direct cost or as indirect cost.

~Failure to mention any particular item of cost herein is not intended to imply

that it is wither allowable or unallowable, With respect to those items not speci-

o “ically covered, as well as all the subparagraphs below, determination as to allow-

ability will be made in the light of the basic principles and standérds herein and,
where appropriate, the treatment of similar or related items in this Part.
15-20L.1 ADVERTISING. Advertising expenses include the costs of advertising media

and corollary administrative expenses. Advertising media include magazines, ... -

Japers, radio énd television programs, direct mail, trade papers, outdoor adver-

- tising, dealer cards and window displays, conventions, and exhibits, free goods

and samples, and sales literature,
a. The following advertising costs only are allowable:

(1) Advertising in trade and technical journals, provided such ad-
vertising does not offer specific products or services for sale
but is placed in journals which are valuable for the dissemina-
tion of technical information within the contractor's industry. -

(2) Help wanted advertising, as set forth in paragraph_15-20h-32o

15-204.2 BAD DEBTS. Bad debt expenses consist of losses (whether actual or

estimated) arising fram uncollectible custamers' accounts and other clainms, and
include related collection expenses and related legal expenses. These costs are

unallowable.

15-20L.3 BIDDING EXPENSE. Bidding expenses are the costs of preparing bid esti-

mates on potential contracts or projects, including the development of engineering
and cost data necessary to support the contractor's price proposal or estimated
cost of work performance. Bidding expenses of the current accounting period of
both successful and unsuccessful bids normally will be treated as indireét expenses
and allocated currently to all business of the contractor, in which event no
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bidding expenses of past accounting periods will be allocable in the current period
to the Government contract. However, the contractor's established practice may be
to treat bidding expenses by some other recognized method. Regardiess of the

_ method used, the results obtained may be accepted only if found to be reasonable

and equitable,

mm&wwmammmmmmmmmmmmmmmwuw
censes consists of cost, less reveﬁue, of operating or furnishing facilities for
cafeterias, dining rooms, canteens; lunch wagons, vending machines, or other types
of services for contractors employeés at the contractor's facilities. Profits
accruing to the contractor from the operation of these servicés whether operated
by the contractor or by a concessiohaire, will be treated as a credit to costes <f
all production within the contractor's plant in which the services are furnished,
except for services from which the profits are irrevocably set over to an employee
ﬁelfare organization of the contractor in amounts reasonably useful for the
‘benefit of the employees aﬁ the site or sites of contract performance. Reasonable
losses of operation from such services are allowable when it is the policy of

the contractor to operate such services at no loss or profit; provided, however,
that any gains or losses from these services must be appropriately allocated to
all activities benefited including Government contracts. When it is the policy

of 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.

15-20L4.5 CIVIL DEFEWSE. Civil defense costs are those incurred in the planning for
and the protection of life and property against the poésibla effects oflenamy attack.
These costs are generally incuired pursuant to plans developed by local and state
civil defense authorities. Examples of civil defense costs include cost in excesrs
of normal plant protection expenses and may consist of first-aid training&and
susplles, fire fighting training and equipment, posting of additional exit notices

and directions and other'approved civil defense measures. HKeasonable costs of civil
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defense measures undertaken on the contractor's prqmises pursuant to suggestions or
requirements of civil defense authorities are allowable when allocated to all work
" of the contractor. In the case of capital assets, acquired for civil defense
purposes the costs thereof will be depreciated over a reasonable number of years in
- conform;ty with generélly accepted accounting pringiples. Except as specifically
provided in the contract, contributions to loca;}zziénse funds or projects not on
the contractor's premises are unallowable. |
15-20L.6 COMPENSATION FOR PERSONAL SERVICES. (To be.inserted later on this pagef

and pages 1509, 1510 and 1511).
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15-20L.7 CONTINGENCIES. This type of charge results from the creation and maine

tenance of reserves to provide for an event whose occurrence cannot be foretold
with certainty as to time, intensity or even an assurance of its happening. These

costs are not allowable. (For self-insurance programs see paragraph 15-204.15).

© 15-204,8 CONTRIBUTIONS AND DONATIONS. Contributions and donations to established

AF basece’

nonprofit charitable, scientific and educatiqnal organizations are allowable pro-
vided that such costs are reasonable and are-prbperly allocated to all work.

| The propriety of the amount of particular contributions and donations and
e aggregate thereof for each fiscal period mﬁSt be Judged ordinarily in light of
the pattern of past contributions particularly those made prior to the placing of
Government contracts; The amount of each allowable contribution must be deductible
for purposes of Federal income tax, but the deductibility of the contribution for
income tax purposes does not ih itself justify its allowabilitj as a contract cost;
15-204.9 DEPRECIATION.

a. DJepreciation 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 life in a systematic and logical manner. It
involves a process of allocation, not of valuation. Useful life has reference to
the prospective period of econamic'usefulness in the particular contractor's opera-
tions as distinguished from physical life.

be. Depreciation on a contractor's plant, equipment and other capita
facilities is an allowable element of contract cost, provided the amount thereof
is based upon qriginal acquisition cost. Depreciation will be accounted for by con-
sistent application to the asset(s) concerned of any generally accepted accounting
principles, including those recognized by Section 167 of the Internal Revenue Code
of 1954, and should usually be allocated to the contract and other work as an
indifect cost. The amount of depreciation charged in any accounting period may
vary with volune of production or use of multishift cperations, provided the method
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~ r?ilwed is consistent with ocasic objectives set forth in suoparagraph a. above,
) . c. Charges for depreciation on idle or excess facilities will not be
~allowed except on such facilities as are reasonably necessary for standby purposes.-
- ‘d, Unless otherwise provided in the contract, no use charge will be ‘
allawed. roi- aésets still in use which have been, in accordance with the contractor's
consistent accounting practice, fully depreciated on ﬂw contractor's books of
account, ' '
e, UWhere the contractor has applied for, received, and accepted a deter-
mination of “true depreciation" from an Emergency Facilities Board covering an
emerzency facility acquired under a certificate of necessity, the amunts‘ s0 deter-
: mined for "true depreciation" over the emergency veriod (S years) will be recogni:ed
in lieu of normal depreciation., After the expiration of the emergency period for
the facility concerned where a determination of "true depreciation" has been made,
: the remaining undepreciated portion of the cost of such facility will be depreci-
_ated over its remaining useful life and will be the only amount recgnized as
allowable cost, sﬁbject to paragraph 15-20h.v,montractor may elect to use
normal depreciation rather than the "true depreciation" as determined by the
Energency Facilities Board, However, the method chosen after such determination
of "true depreciation" must be followed consistently throughout the life of the
emergency facility.
| 15-204,10 EMPLOYEE MORALE, HEALTH AND WELFARE, Included in this category are ex-

penses of health and welfare activities incurred for the improvement of working
conditions and the improvement of employer-employee relations, empioyee morale, and
'en;ployee performance, Examples of these activities are house publications, health
or first-aid clinics, and employee counselling services. These costs are allowable
when :Lnéurred in accordance with the contractor's established practice or custom in
ﬁxe industry or area and are reasonable and equitably allocated to all classes of
work performed in the contractor's plant, Income.g'enerat.ed from any of these

The remaining hndopmuud amount shall be

period and

the normal deprecistion remaining after
the end of ths 'true depreciation’
shall not include any amocunt of unrecovered.
normal or 'trus depreciation' allowable during
the 'true depreciation' period.

only
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ifrevocabiy set over to employeevwelfare organizations,

15-20L,11 ENTERTAINMENT EXPENSE. This item includes the cost of émusement, &iver-

sion, social activities and incidental costs relating thereto, such as meals, lodg-

_ing, rentals, transportation and gratuities, These costs are unallowable,

15-204.12 EJCESS FACILITIES. This item includes the cost of maintaining and hous-

ing idle and excess facilities, except those reasonably necessary for standby
purposes., TheSe costs are unallowoble. The costs of additional plant capacity re-

served for defense production shall be the subject of a separate contract.

15-20h.13 FINES AWD PENALTIES. Included in this item are those costs resulting
from violations of, or failure of the contractor to comply with, local, state and
Federal laws and rogulations.: These expenoes are not allowable except when incurred
as a result of compliance with specific provisions of the contract or instructions

in wrltlng from the contracting officer.

" 15-204,1 FRINGE BENEFITS. Fringe benefits are allowances and services provided

by the contractor to its employees as compensation in addition to regular wages

~and salaries,

a, The.dctermination cs to the allowability of tho cost of pension and
retirement plans, profit shafing and other bonuses, and severance pay will be in
accordance with sub-paragiephs 15-20L.26, 15-20&.6 and 15&20&.37 respeotively;

| b. The cost of other fringe benefits such ao pay for vacatiohs, holidays,
sick leave, military leave and employce'insuranco (but see subparagraph 20&,15e) is
allowable to the extent required by law, employer-employee agreemant, or established
pollcy of the contractor that constitutes, in effect, an implicit agreement. on the

contractor s part.

© 15-204.15 INSURANCE AND_INDEMNIFICATION,

. Included under this item a
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 28-200.15 IMOURARCE AMD TEDDUIYICATION.
8. Inclnded wnder this ftem sre (1) thoss tgpee of fnsurance whish

the conirmctor 48 equired to carry wndsr the temw of the omtvsot, or iy
- specifis tnstrustion of the conttwetin: afficer or his suthorised reprecentatiwe
(see ASPR 30-50) for kinds of insursnce cxdinarily requived), (2) any ether
 snsarence for which the cantrecter seeks Telsbursonsnt wnder the gontrect, and |
(3) 1ab1it1es to third pervons ot eamensated by Snsurende or otherviss,

~ . b, Tha emtrester shall be pelzbmwed for (1) faeurence requtred to
be wulmitted for spproval o required 40 be procured and maistained puwusat to |

o AST?, 7=203.22 and (2) other ineuranocs maintsined by the eontractor in comnection
| with tho porforaanoe of this emlrect 4f the typos and extent of sowerage are in ,
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, stances, subject to the following linitatioms e sestricticoms:

(1) Costs allound for wme and ecapencgy insarence will 2 _

AEV ,A.n.‘..q.mwww.% n‘.\.\.}".i«w, “ﬁmﬂ,ﬂiéggsg |
. (1v) ??&g_lffﬁgsgﬂ .
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¢, 7The cblizaticn of the Govmromat to indemify the contrestor vill

© be allowsble caly & the ertent axmesaly provided for ta the satvect (Yor |
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(2) any other 1nsurance for which the contractor eeeke reimbursement under the con-

tract. The de of insurance ordinarily included in tho-firet catego:y are set

o

out in 10-501. . “ , |
b. Costs‘df Government réouircd insurance are elIowable within tie
0.8 as t the extent of-coverege and’ premium rates approved by the Government.

Costs of otgef/insuranoe, except that epplioable/}o Govornment—owned property3 are

\

allowabl provided (1) ;he insurance has been/épproved by the militaxy'department

concefned or (2) 1n the absence of such 9p§rovel requirement, the types of coverage,
ent of coverege, and rates are reeeonable under the circumstances. Costs allowed
‘for use and oécupancy ineurance,/ﬁowever, will in principle be 1im1ted 80 as to '
exclude qpéerage of profit,‘iﬁ/erest, federal lncome taxes, and any other items of
expenge unallowable under thia part. fx/’ . P

Ce The/go/fs of insurance or any reserve covering the risk of loss of or
damage to Govex ent-owned property are not allowable except to the extent that the
Government have required tﬁe contractor to oergy such insurance. )

/

d. Provision $0r losses under a self inluranee program are -allowable

ded the program hée been approved by the Military Departments concerned.
ctual losses sust&ined under such a gélf-insurance progrem are not allowable.

e, The costs of insugence on the live///f of!icers, partners or. propri-
'eoors, not allowable except where such insprénce is part of an employee plan
whicpds not unduly reswéed. '

pres

15-204,16 INTEREST AND OTHER FINANCIAL EXPENSES. This item includes interest

(however represented), bond diecount and expenses, and the cost of financing and
refinancing operations as well as legal and professional fees paid in connection




Caes 1516
with the prcparation of a prospectus, eost of preparaaq and issuvance of stock
‘rights and expenses related. thento. (See also 15-20!

;' Thess costs are un-

allowable except for interest assesud by Statc or 1%%&:&13 authorities under
the conditions set forth in subparagraph 15-20Ls39,  «sws

. U ~204:17 LABGR RELATIONS, This item coferé' expenses incurrod in maintaining satige

factory relations between the contractor and his euploxeg;. It includes the cost

of shop stewards, labor management cdmit’qées, auplwgepubucatims and other

related activitiss. Costs incurred for these purposes are allowable.

15-20L:18 LOSSES ON OTHER CONTRACTS. This item covers aw exsess of coste over

income under & and all other econt 8, whether auch oth ntre ts are of a
(uzﬁ% wéam%ﬁl‘i%{fm z+panm
nature,

supply, research and development or ot Costs of this na are not

allowable as a cost of performance of the Government tontract.
15-20L.19 MAINTENANCE AND REPAIRS.

a¢ This item includes those costs necessary fer the upkeep of property
(including Government property unlgls;?vgdd for) whioh neither adds to the per-
manent value of the property nor apprecia_bly prolongs tg,p intended _life but keeps
¥ tllmble. Expenditures
for plant and equipment which, according to generally ”"pted accounting pr:l.nci-
ples, should be capitalized and subjected te deprecnu.gn will be allowable only

on a depreciation basis. Cost of maintenance and repairs of excess facilities and

it in an efficient operating condition. These ¢osts ';

of idle facilities (other than reasonable standhy facilities) are not allowable.

b. Deferred maintenance is defined as maintenance and repairs 'whiclf. ;‘;r
some reason such as abnormal operating conditicns or lack of funds, is delayed to
a future period. The cost of maintenance and repairs which has been deferred fram
a period prior to the contract is not mwable unless specifically provided for
in the contract, Likewise, the estméted cost of

required but not accmplished during the period of the contract will not be allowed
as a oost \mless specifiqa:_uy provided for in the contract.
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15-204.20 MANUFACTURING AND PRODUCTION ENGINEERING. Manufacturing and production

engineéring includes the cost of engineering activitieé in connection with (1)
-current manufacturing processes such as motion and time siudy, methodé analysis,
job analysis, and tool design and improvement ;nd (2)>cuifént productidn problems,
‘ such as materials analysis for production suitability and ¢qmponent design for
purposes of simplifying production. These costs are allowable.

15-20L.21 -MATERTALS AND SUPPLIES.

a. This item includes the net costs of such items as raw materiﬁls,
parts,-sub-assemblies, components, and manufacturing supplies, whether purchased
outside or manufactured by the contractor, and may includg such‘collateral items
as inbound transportation and intransit insurance. In computing materials costs
consideraﬁion will be given to reasonable overruns, spoilage, or defective work
(as to defective work, see paragraph f-203.5(c)). These cocts are allowable sub-
ject, however, to the provisiocns of subparagiaphs b. through £« below.

b. Costs of materials and supplies shall be suitdbly‘adjusted for
applicable portions of income and other creditg. Such incame and other credits
include trade discounts, refunds, rebates and allowances, cash diacounis available,
credits for scrap and salvage and materials returned to vendors. Such discounts,
rebates, allowances and credits, may be gppligd directly to ihe charges f§r

- materials involved or may be apportioned through credits to indirect costs. How-
ever, where the contractor can demonstrate that failure to tgké éash diacpunts was
due to circumstanées béyond his éontrol, such lost discounts will be aliowed.

ce When materialr are purchased specifically for and identifiable
solely with performance under a contract, the actual purchase ‘cost thereof should
be charged to the contract.

d. If materials are issued from étock, any generally recognized method
of pricing such matarials will be aceceptable, provided the method is consistently
applied and the results obtained are equitable. Where-materiais-in—stoci—at-the



e. Reasonable charges arising from difference between periodiq phvs;cal

- inventory quantities and related material control records will be included in
arriving at the cost of materials, provided that such charges (1) do mot include

twrite-downs" of values, and (2) relate to the period of pérformance of the con-

© tracte All credits arising from differences between period:.c plvsical inventory

quantit:.es and related material control records shall be taken into account.

f.' Ordinarily sales or transfers of materials, services and suppl:.es
between piants s divisions, or organizations, under a common control, shall be stated
on the basis of cost to the transferor. In the case of any item reéularly manue-
factured and sold by any such transferor through commercial channels a depaz;tufe
‘from this cost basis is permissible, provided that the price charged to the coﬂ-
tract d§es not exceed the lower of (1) the .tra.nstf_eror's sales price to its m63£
favored customer for the same item in like quantity, or (2) the prices ‘of other
suppliers for the same or substantially similar items. . |

| 15-2024.22 'QRGANIZATION EXPENSES. This item- consists of. expenditures in connection

with organization‘ or reorganization of & businesss ~Examples of such costs are in-
cqrpbr’a‘tion fee, ittor'neys fee, ,\'fe’es %oters and organizers and costs of |
raising capital. These costs are undllowable. (See paragraph 15-20h.16).
15-204.23 OTHER BUSINESS EXPENSES. Included in this item are such recurring ex-
penses as registry and transfer charges resulting fmm changes in ownership of
securities issued by the contractor, cost of shareholders' meetings, proxy
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solicitations, preparation and publication of reports to shareholders, preparation

and submission of required reports and forms to taxihg and other regulatory bodies

. and incidental costs of directors and committee meetings.v The above and similar

costs are allowable when allocated on an equitable basis to all classes of work.

15-204.24 OVERTIME, EXTRA PAY SHIFT AND MULTI-SHIFT PREMIUMS.

T e e
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" winis Item tongists of [the presiumiportionef overtime, .’
o 'extra pay shift -and multi-shift‘payments’to. éployeese ... . -
" Such premiums jon dircet Jabor may be classified as. ... | . .
~ either direct or ifdirect-Tabor.costs, but the amount .~ %
‘ of such premiums should be sepuatFy identified. I .

When direot labor eost is the base {for distribution _,~’"
of overhead, such premiums shall ndt be inocluded

. “therein. Cost of such premiums on direct labor are

= .allowable only to the extent expressly provided for
in the contract or otherwise authoriszed by the
Government, Cost of such premiums for indirect labor

~ is allowable without prior approval,: if reasonable,

and the cost is alloocated on-a pro rate basis to com=
mercial as well as Government worke See ASFR 12-102 .
for further information coneerning ths polisy regarding
such authorization. The emount of such premium cost
charged on Government oontracts shall be equitable in
relation to the amount of such premium costs charged -
on non-Government work being consurrently performed
in the Contractor's plant and the factors which neces-
sitate the inocurrence of the cost." . e e
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15-204.26 PENSION PLANS.

a. A pension plan as used herein is a plan which 1s established and
maintaiﬁed by a contractor primarily to piovide systematically for the payment of |
definitely detemixiable bensfits to his employees over a period of years, usually
for life, after retirement. Such a plan may include disability, withdrawal, in-
surgnc’e or survivorship benefité incidental and directly related to the pension
benefits. Such benefits generally are measured by, and based on, such factors as
years of service and compensation received by the employeess The determination of
the amount of pension benefits and the contributions to provide such benefits are
not dependent upon profits. Benefits are not definitely determinable if funds
arising from forfeitures on termination of services or other reason may be used to
provide increased benefits for the remaining participants ixistead of being used to
redﬁce the amount of contributions by the employer. A plan designed to provide
benefits for employees or their beneficiaries to be paid upon retirement or over a
period of years after retirement will be considered a pension plan, if, under the
plan, either the benefits payable tc; the employee or the required contributions
by the contractor can be determined actuarially. (Retirenient plans which are based
on profit-sharing shall be subject to paragraph 15-20L.6e).

‘be Pension plans which are aub:jéct to the approval of the Intem#]_.
Revenue Service must have been so approved prior to consideration by the Military
Department; however, approvel of the plan by the Internal Revenue Service does not
_necessarily assure the allowance of the costs of such plan by the Military Depart-
ment. Consideration of a plan and the method of determination of cost thereof will
be the responsibility of the Department to which sudit cognizance is assigned and
the subsequent action taken by that Department will generally be acoepted by the
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ather Departments. Where pension and retirement plans of non-profit or other tax

| exempt 6rganiiations are not required to be reviewed and approved by the Internal
. ,Revenue Service, it will be the responsibility pf'the Department to whiéh audit
,cognizance is assigned to give consideration to the acceptability of such plans.
ce The costs of a pension plan appfoved by the Military Department con-
cerned, to the extent such costs are claimed and deductible for income tax purposes
(or are determined to be reasonable in the case of non-profit or tax exempt organi-
zations), are allowable except as otherwise detafmined unallowable under this
paragraph. Such costs may include eicess contribuW to the
extent such contributions are claimed and alloﬁedzg;gqtax purposes in the current
taxable period. In cases where the Internal Revenue Service withdraws approval of
é. plan, an appropriate adjustment of contract cost will be made for cohtributions
disallowed for tax purposes which previously had been allocated to and allowed as
contract costs. |
| d. In determining the net costs allocable to military contracts, con-
sideration will be given to the possibility of future abnormal tenninatioﬁ eredits

or gains and the effect such credits or gains would have upon current costs, These

termination credits or gains will arise with respect to individuals for whom current

costs are being incurred by the contractor but whose ‘employment will terminate
before they acquire a vested right to the benefité pﬁrchased or funded by current
costs, | When such credits or gains are foreseeable and'théiz" worth can be evéluatéd
with reasqnable accuracy, an equitable adjustment of current costs to give effect
to the anticipated future credits or gains will be made. ‘SuAch equitable adjustment
can be accomplished either by discounting_ the current 'costs otherwise allocabie or
by obtaining realistic recognition in the gctuazy's ca.lculation of éurrent costs

so that the current costs do, in fact ’ reflg_ct the discouﬁt for the aﬁnomal ter-
mination credits or gains which are anticipated. | However, most, often such abnormal
credits or gains, if foreseeable at al;, are n6£ susceptible of being evaluated at
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the time of cc_nitracting beéaﬁse neither the timing nor the severity of the termina-
tion actions will be known. Under these circumstances, the Government's interest

.; in such abnormal credits or gains will be preserved for retrospective evaluation

and accounting. If a coﬂtmtor has vbu't one or relatively few Government 6ontracts,

an appropriate contractual provision may be used to prpserve the Government's in- ,

terest % providm retrdbpective z:co tinﬁ. In other cdses, where a con- %

tractor is not limited to 6ne or few Government contracts or there is reasonable

| probability he will receive follow-on contracts, a separate contrac'tua.l “gide"
aéreement will be negotiated having application to all pension costs allowed under
contracts with the particular éontractor and provide for an accounting of abnormal
oredits or gains, as that term is defined in the agreement, ‘arising by feason of a
cutback or cessation of Government contract worke

: e. The allowabjlity of costs of lump sum purchases of annuities or of

~ lump sum c:: pa.ymentit made to‘provide pension benefité for retiripg or retired

employees other than incurred under approved pension plahs will be subject to

consideration on an individual case basis.

15-204,27 PLANT PROTECTION EXPENSES. This item includes the cost of wages, uni-

forms and ‘equ_ipment of personnel engaged in plant protection, supplies, depreciation
on plant protection capital assets, and necessary expenses to comply with military
security requirements. These costs are allowable.

15 7-_20’4.28 PBEGONTRACT COSTS. Precontract costs are those which are incurred prior
‘ 'to-th_e érfective date of the contract and which would have been allowable thersunder

if incu_rr_ed after such datei,_- Such costs will not be allowed unless specifically

set forth in the contract ’

Lyre Indamount—of-suoh—codies _
],5{201;,29 PROFESSIONAL SERVIQES = LmAL »5 ACCOUNTING, ENGINEERING AND OTHER.

a. This item includes tﬁe cost of professional services rendered by
the members of the particular profession separately engaged. These costs gerierally
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are allowable when reasonable in relation to the services rendered and are not

contingent upon recovery of the costs frem the Government.

b. Factors to be considered (among others) in determining the allowa-
bility of costs in a particular case are: (1) past pattérn of such costs, partic-
ularly in the yeara prior to the award of Governﬁent contracts; (2) the impact of
Government contracts on the contractor's busineaa, (3) the nature and scope of
managerial services expected of the cemtractor's own organization, and (h) whether
or not the proportion of Government work to the contractor's total business is
such as to influence the contractor in favor of mcmg the cost, particularly
where the services rendered are not of a continuing nature and have little rela-
tionship to work under Government contracts. Retainer fees to be allpwable amust

be reasonably supported by evidence of aervices rendered.

os The .costs of. legal, aooountlng ‘and ‘monsulting services
- and.related- expenses 1nnurred in_ oonnedt;on with organization and

. ~of elaims. against the ‘Government are unallowable.~ .The costs of
f»'legal, ancountlng and- oonsultlng ‘servioes. and, rélated _expenses
‘- inourred-in: ‘connection with patent infringement Iitigatlon are
‘unalloweable unleés otherwise prov1ded ln ﬁhe oontract. PN

’_....'-

\i a,f;.rebrganization, ‘defeénse -of anti-trust suits. ana ‘the prosecution ‘

_2201{.30 PROFITS AND LOSSES ON DISPOSITION @‘ PIANT EQUIPMENT OR OTHER CAPITAL

ASSETS. Included herein are gains or losses of any nature arising from the sale or
exchange of plant, equipment, or other capital assets, including sale or exchange
of either short or long term investments. Profits or 1oéaes on sale or exchange

of capital assets, including investments, will be excluded in computing contract
coéts. |

15-20L,31 RECONVERSION EXPENSES. Reconversion expenses are those incurred in the

restoration of the contractor's facilities to approximately the oaine_ physical
arrangement and condition existing immediately prior to commencement of the mili-
tary contract work and include the cost of removal of Government property. Recon-.
version expenges are not allowable except that the cost of removing ﬁovemnt

property and the restoraticn costs caused by such removal are allowable if specifi-
cally provided for in the contract,

e p—— s
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15-20L.32 RECRUITING EXPENSE. This item includes the costs of "help wanted" adver-

tising and the operating costs of an _e'uployment. c;ffice necessary to secure and

. maintain an adequete labor force. It f ther includes the costs of operating an

. odueetional—and 'aptitu&% testing program, travel expenses of employees while engaged
in iecruiting personnel, and travél expenses. of .applicants for interviews for pro-
spective unployizlerit- 'These costs are allowable, Where the coxitra.ctor uses private
employment agencies, cds'bs not in excess of standgrd 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 not allowable. |
15-204,,33 RENTALS OF PLANT AND EQUIPMENT, (Including sale and leaseback of facili-
ties,) This item includes.axp‘enses for (1) use of land, buildinés, and equipment

or oﬁher personal prcpérty, and (2) rental expenses under sale and lease-back
agreements incurred by contractors through sale of plant facilities to investme'ntl
organizations (such aé insurance companies) or to private investors and concurnenély
leasing back the same facilities.

a. ‘Rentals' of plant and equipment under (1) above are allowable if the
rates are reasonable in light of the type, condition and vglue of the facilities
leased, options available other provisionsg, of the rental agreement. ‘

. /). Rental¥ specified i./n‘ sale and lease-back agreements under (2) above

are allowable only to the extent that such rentals do not zcze:d gomal costs (such
h

Arwme

as depreciation,: taxes, insuranée and maintenance expenses ch would have been
incurred had the contractor retained legal title to the facilities.

15-20L,3) RESEARCH AND DEVELOPMENT. Research and development expenses (sometimes

referred to as general engineering expenses) for the purpose of comtract costing
‘are divided into two major categories, namely: . |
a. Genera.l research, also referred to as basic research, fundamental

research, pure research and blue-siqr research,
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b. Related researth or development; also referred to as applied research,

-product research and product line reseereh. o

: \/’(i) General researoh is the’t type df researeh whioh
- is.directed towards inorease of lknowledge in soiences It
is researsch where the primary aim of the 1nvestigator is

a fuller knowledge or undorstanding of the subjeot under

, etudy, rather.than a practical application thereofs The

- oost of Independent General Research (that which is not

. sponsored by a scontract or .grant or other arrangement) -
~8hall be allowed to the .extent speo;.ficauy provided in

\ : 'the contract,’
' ' ere
wi 100 ontr or _
- its nde ent ere.l

o (B) Generally, the eontre.eter ehe.ll be required
to d;solose to the Government the. purpesee end resulte
. of such independent general -regearch, -

s &“wf“ -obat; SeEE LR
r.s"I

In epeoielly provid aiTon. shall be given N

Soope, nature and que.l:.'(;y, evntreetor'e i;ndepandent }
, ._‘general reséarch.program, . .. ‘
«~ The ocapability of the’ oontreotor in the perticula.r reaearch
field,
_0s Benefits which may mcorue to the Gavernment, . : :
‘Comperlson of 'size, and ooa’c of conh‘e.e‘bor'e ipnenous yee.rs'
" Fesearch programs., - felF
"ee The proportion. of tbe Qovem.men._.;
L .tote.l buameee.",,;-; B e A ke T, BULE0T

usinecse o the contreotor's

e

development (that whic is not eponsored by a eontract or greut or L]
rM@W&«Q may, if allocated on the basis of all production, be
allowed as a cost under any cost type production contract if the research is re-
lated to the contract product or product line. No porticn of such research will be
allowable under cost-type research and development contracts.

¢. Independent research projects will absorb their appropriate share of
the indirect expenses of the department where the research work is performed.

. : e L R 4 als_Senwe
Researoh enii developmept ooets" mc"lud:.né qmounts - ’

oapiteli:ed) Y regardlese ‘oF - the‘m oh Wwers’ Yncurr :

ed : ;

;inl;,coom‘ting Pericds ‘prior ‘€' the e.wé.rﬂ of £ 2&1’5’ ular’ ' '

ol Yery wontract, will ‘bt "be e.noceted %0. that gontract '"
s.runkess &llmble e pre-eéntreo’& oosts (f’aragreph 15-204.28).

g 1
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o w3 T18-204435 HERLTTTES ARD STHER COSTS:FOR losE
: GRS s e JREE T TR A - haiet v e e

S This item covers amounts paid or pa ‘le, -for, :the right to us
Soa -;.-?atentgzsox:“?iﬁventiiohtfi_'_’%'e’\‘*e"f tﬁeP‘usX:;"ﬁr suéh a »patgnt ozc: e
+ :Anvention is nevessery for-‘the ‘Proped ‘pérforriatice of the con-
tract end wheré e Governméit does not ‘alresdy kave a license |
or other right to use such a patent or invention, the royalties,
amortization of the cost of purchased patents or other purchased
patent rights applicable to contraot products or processes are -

!um% to the extent , or e in the
contract or otherwise authorised by the eontracting of#icer. '
- Chayges for the use of patents, where the Government has & W
license or the right to free use of the patent are unallowadle. </fz 67
Charges for the use of patents where a patent has bsen adjudi-
cated t0 be invalid are unallousble unless otherwise provided b
in the contract. - (BOTE: - This provision,: upon recondideratich by ¢

pro’
- the ASPR Committeo, was changed from the manner in which it is

offi shown in the minutes of the 6 Dec. 1955 meeting (whieh dre correct)

_ to the form ghown above.) A
15-20ke30 Smavils ANy ANOTALLATIUN EXPENOLOe 1hab ildim diivewsmoe o Ioio: o7 &ule

vieing the product installation, and 'traininzgeraonnel in the use, maintenance and
operation of the product. Such costs are allowable,

- 15-20L,37 SEVERANCE PAY. Severance pay, also commonly referred to as dismissal

wages, is a payment in addition to regular salaries and wages, by contractors to
workers whose employment is being-} terminated. . ‘

The cost of severance pay is allowable only to the extent that, in each
case, it is required by (1) law, (2) employer-employeel agreements, (3) established
policy that constitutes, in effect, an implicit agreement on the contractor's part,
or (L) the circumstances of the pa_rticula.r employment.e |

For contract costing purposes severance pay is dividéd into two cate-
goriés as follows: | |

a. Normal Turnover Severance Pays, The cost of severance payments is
allowable and must be allocated to all classes of work being performed in the
contractor's plant at the time of payment. However, where the ,coht_ractor provides
for accrual of pay for normal severances guch meﬁhod will be acceptable if the
amount of the accm#i is reasonable in light of payments actually made for normal
severances over a representative past period.

b, Mass Severance Pay. The cost of abnormal or mass severance pay

actually made upon cessation of work when there is nd reasonable prospect of

%MWW W?ﬂ‘mui«":f "wmnwf'
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contimiing employment on other work of the contractor is allowable. The amount
allowable shall Sa determined by ‘usigning the total cost of actual mass sewr@e
payments to the entire period of employment withAt.ho contractor and equitably appor-
tioning such cost to all business of the contractor pQrfomod during that period.

| A reservation in the final release of claims (See ASPR 7-203.4) may be
nade in the case of campleted cost-reimbursement type contracts when it is reason-
able to assume that severance pay allocable to the contract will be made in the

b Wz o

15-204,38 SPECIAL TOOLING. The term "special tooling® means property 6f such

specialized nature that its use, without substantial modification or alteration, is
hmit.ed to the productiox; of the particular supplies or to the performance of the
particular services for which acquired or furnished. It includes, but is not
limited to, jigs, dies, fixtures, ;nolds, patterns, special taps, spec.’t_.al gauges,
énd special test equipment. The cost of special tooling, when acquired for and

i_.ts usefulness is limited to govermment contracts, is allowable and will be charged
directly to the govermment contracts. When such special tooling is acquired it
qhall be subject to the provisions of the contract clause set forth in ASPR 13-503
q;ntitled,‘ "Govermmeht Property".

15-204.,39 TAXES. Taxes are charges levied by a government unit. They do not in-

clude ﬁnes and penalties except as otherwise provided herein.

| a. In general, taxes (including state and local income taxss) vhich the

co;tréctqr is required to pay and which are paid or accrued in accordance with

gerierally accepted accounting principles are allowable, except rér (1) Federal

income and excess profits taxes; (2) taxes in connection with financing, refinancing

or refunding operations (see paragraph 15-20L.16); (3) tﬁxes from which exemptions
r: are available to the contx;actor direc or availsble to the contractor based on
“‘an exemption afforded the Government; and (L) special assessments on land which

represent capital improvements. ) -
o eaxcept when the contracting
v _ officer deternines that the
adrninistrative burden incident
w ‘ to obtaining the exemption
) outweighs the eorresponding
benefils ascruing to the
Governaent

T IR
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b. Taxes otherwise allowable under a. above, but which may be illegally
or erroneously assessed may be allowed as a‘cost of work performed, provided that
the contractor, prior to payment of such taxes » (1) promptly requests instructions
from the contracting officer conceming such taxes; (2) agrees to. comply with such
instructions; and (3) 1f 8o directed by the contracting officer also agrees to take
all necessary action in cooperation with and for the benef:.t of the Govermment, to
determine the legality of such assessment or, as the case may be, to secure a refun
of such taxes and any interest of penalties thereon; Interest and penalties incurr
b& a contraétor by reason of the nonpayment of amr tax at the direction of the con-
tracting officer, shall be allowable as a coste Reaéonable expenses of any pro-
ceeding instituted by the contractor at the direotion of the contracting officer
to determine the legality of such an assessment or t.o‘_secure a refund of such
taxes, interest or penalties for the benefit of the Govemmeht, shall also be
allowable as co_sté.

¢« Any 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 by the con-
tractor, no defense contracts are being performed, the amount otherwise to be
credited to contract costs shall be paid directly to the Govermment.
15-20L.L0 - TRADE, BUSINESS, TECHNICAL AND PROFESSIONAL ACTIVITIES.

a. Memberships. This item includes costs of membership in trade, busi-
ness, technical and professional organizations and such costs are allowable.
b, Subscriptions. This item includes the cost of subscriptions to

trade, business, professional, or techpioal periodicals. Such costs are allowable.

c. Meetings and Conferences. Expenses representing the purchase of

meals, transportation, rental of facilities fof meetings, and costs incidental
thereto, when the primary purpose of the inecurrence of such éxpenses is the dis-
semination of technical information o the stimulation of production, are allowable.
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-15-20&._1.1 TRAINING EXPENSES.

ae This item includes the costs of preparing and maintaining a program
of instruction designed to 4increase the over-all effectiveness of employees. In-
cluded are the costs of the d;rector 61‘ training and staff, training materials
and text books when the training program is controlled by the cbntr&qtor, and tui-
tion, fees, training materials and text booke when the training is in educational
institutions,

. be Suéh costs which are limited to on the job t.raining' are allowable
when properly allocated. _

ce Costs of training in educational institutions are not allowable,
except to the extent specifically provided in the contract.
15-20}4.&2 TRANSPORTATION EXPENSES. Transpoftation expenaés inclucie the cost of

freight, express, cartage and postage relating either to goods purchased, in

process, or delivered.

. When such costs can readily be identified with the items involved, they
may be direct costed or added. to the cost of such items. (See paragraph 15-204.21)
Where identification with the materials received eannot readily be made, inbound
tx_*ansporbation ‘expense may be charged to the appropriate indirect expense accounts,

X

provided t_he contractor follows a consistent procedure in this respect. Outbound

freight, if re_imbursable under the terms of the contract, should be treated as

direct charges.

15-20L,43 TRAVEL EXPENSES, This includes costs of transportation, lodging, sub-

sistence and incidental expenses incurred by contractor personnel in a travel
status vhile on official company business. . |

| | 8. Travel expenses incurred in thé normal course of over-all adminis-
tration of the business and applicable to the entire business are allowable when
properly allocated. | |
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b. Travel expenses directly attributable to contract performance may
be charged to the contract in accordance with the principle of direct co’_stiﬁg.

ce Subsistence and lodging including tips or similar incidental ex-

penses may be reimbursed either on an actual or per diem basis, The basis selected
should be consistently followed.
d. Entertaimment expenses are not allowable.
e. Costs of personnel movement of a épeciai or mass nature are allow-

able only when authorized or approved in writing by the Contracting Officer.



