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for incurring the cost and the benefit accruing to the cost objec­
tives to which distributed. Commonl.y, manufacturing overhead, selling 
expenses",_ and general and administrative· are separately grouped. 
Similarl.y, ·the particular case may require subdivisions of these groupings; 
e.g., building occupancy costs might be separable fran those of personnel 
administration within the manUfacturing expense group. The number and 
composition of the groupings is affected by practical considera tiona .0 This 

·principle is not to be applied so. rigidl.y as to unduly compl.icate the 
. cation .where substantially the same results are achieved through l:ess . 
precise methods. 

(c) The individual· cost groupings shall be distributed to the 
several·cost objectives. This necessitates the selection of a distribution 
base common to all cost objectives to which the grouping is to be allocated. 
The base should be so constructed as to weight the allocation of the group­
ilig to the cost objective in proportion to the reasons for incurring the 
costs and the benet! ts accuring. The principle for sel.ection stated in · 
this paragraph- is not to be applied so rigidly as to unduly complicate the 
allocation where substantially the same results can be achieved through 
less precise methods. 

(d) The method of allocation of· indirect costs must be 
the. particular circumstances involved. The method shall. be in accord with 
those generally accepted accounting principles as are applicable in the 0 ° 

circumstances • The contractor's established practices 1 if in accord w1 th 
these genera.lly accepted accounting pr1ncip1es ·as are applicable in the · 
circumstance, shall. be acceptable. However, changed cireumstances .may 

a reexamination of the methods used by the contractor, especially 
when: · 

( i) any substantial difference occurs between the cost 
patterns· ot work under the contract and other work 
ot the contractor; or · 

(ii) any significant. occurs in the llature of the 
business, the extent of subcontracting, fixed asset 
improvEment programs, .the inventories, the vol1lme of 
sales and production, manufacturing processes, the 
contractor's products 1 .. or other relevant circumstances. 

(e) The base period for of indirect. costs is the 
period during which ·such costs are incurred and acc1Jm.ulated for distribu­
tion to. liOrk performed in that period. · The· base period shall be repre­
sentative of the period of contract performance and shal.J. be sufficiently 

. long to avoid inequities in the allocation of costs,. but in no event 
longer than one year • ......._ __ _,_ __ 

. 15-204.1 · General. Applications ot the above basic cost principles and 
standards to certain selected items of cost are set forth below. These 
app11cations govern,· whether the particular item of cost is treated by 

-5-

00 .. 



. ···-t 

.... 

the contractor as direct cost or as indirect cost.· The cost principles ., ~, 
in Part 2 hereof do not cover every element of cost nor every situation 1 \ 

tbS.t might. arise in a particular case. Failure to mention any item of cost 
in Part 2 is not intended to imply that 1 t is either a.J.J.owable or not allow­
able. They will be accorded that treatment which by analogy approximates 
the philosopby reflected in Part 2. 

1
&:covered elements which are signifi-

cantly ~ge in relation to the est ed cost of pertomance and which 
are not susceptible for treatment by analogy will be subject to recommenda-
tion of higher authorit'Q · _ . . 

15-204.2 Listing of Costs • .[ ___ c---·'··-- --~~=--- ....... _ ··--
.. (a) Advertising Costs. 

(l) Advertising costs include the cost of advertising m~~a 
and corollary administrative costs. Adve;'tising, media include magazines~ 
newspapers, radio and television programs 1 direct mail.,· trade papers 1 out­
door advertising, dealer cards and window displays 1 ccmventions 1 exhibits, 

·---.... .-1. 

free goods and ·samples, and sales li t~18oture. The following advertising ~ _ • 
costs are allowable:._.,.,~ ~"lhd" ~ ~ ~ ~ 4· ~~ ·...-.... 

. . 

$1~(i) advertising in trade and ~echnical journals, ·_ 
provided such advertisillg does :cot offer specific 
products or services for sale but is placed in· 
journals which are valuabl.e for the dissemillation 
of technical ·information within the contractor's f\. 
industry j and 

s'~i) help-w.nted advertising, as set forth in (gg). 

41 (v) 

below, when considered in conjunction with ~ 
. other recruitment costs; 

iristitut1oll8J. advertising; i.e., advertising 
which does not offer specific products for sale, 
but which places the contractor's name before 
the public in order to maintain the. contractor's 
well.• being ·as a commercial entity. ---------

( 2) In connection with this element, ·special care must be 
exercised in determining reascmableness. Reas011£.bleness should be appraised 
in light of: · · 

r ( 1) the pattern of past advertising programs; 
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(iii) 

the presence or absence of competitive 
restraints; 

the contractor 1 s need for such advertising;· 
i.e., since institutional. advertising· is designed 
primaril.y to maintain the contractor 1 s well-being 
as a commercial entity, contractors wose prin­
cipal cus~r ,is ,the Govermnent bave relatively 
less need for' iil:sti tut10Dal advertising, and sub­
stantial ~enditures tor this type ot advertising 
by such contraetors -would be unreascmable. 

(3) Except as provided in (iii) and {iv) above, all adver­
tising Which offers products tor sale is unallowable. 

. (b) Bad Debts. Bad debts, including losses. (whether actual or 
~timated) arising. from uncollectible custom~rs 1 . accom1ts and other claims, 

. related collection costs, and rela.t.ed legal costs are unallowable. 

(c). Bidding Costs. Bidding costs are the costs of preparing 
bids or. proposals. on potential ~vermnent and non-Government contracts or 
proJects, including the develo:pment of ens;tneering and cost data necessary 
to support the . contractor 1 s bids. or proposals. Bidding costs ot the curren.t 
accounting period of both successful and unJuccesstul bids and proposals 
normal.ly sball be treated as i.ndirect ·costs and allocated currently to all . 

. r' ... ~~business ot the contractor, in which event no biddins costs ot past account-
'· r / ing periods sball be al.locable in the current period to the Govermnent con- . 
._, / tract; however 1 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 it found to be reasonable 
and· equitable. · 

(d) Bonding Costs. 

(1) Bondins costs arise when the Govenm1ent requires 
assurance against financial loss by reason of the act or detaul t of the 
contractor. They arise also in instances where the contractor requires 
the assurance in eotmection w1 th the :performance ot the contract·.... Included 
are such bondS as bid, pertomance, P&l'D1ent, advance p~ent, intringe.ment 
and f1del1 ty. 

(2) Costs of bonding required pursuant to the tems of the 
contract are allawable. - · 

( 3) Costs ot bonding required by the contractor in the 
general conduct of his business are allowable to the extent that such 
bonding is in accordance with sotmd.business practice and the rates and 
premiums are reasonable under the circ1JD1Stances. 
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(e) Civil Defense Costs. 

(1) 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 ci vU defense measures (including costs 
in· excess of normal plant protection costs 1 first.-aid training and supplies, 

y fire fighting .training and equipment, posting of additional eXit notices 
(' 111"' and directions,. and other approved ci v1l defense measures) undertaken on 
o the contractor's . premises. pursuant to suggestions or requirements of civil 

defense authorities are allowable when allocated to al1 work of the con­
tractor. 

~- ·. · (2) Costs of capital assets acquired for civil defense 
·~~·, Cjll"' purposes shall be depreciated in accordance with (i)~preciatio.!!i'below. 

. .;-

. ~ (3) Contributions to local civU defense t\mds and to 
local. civU defense projects are covered in (h). 

/ (f) Compensat~on for Personal Services. 

(l) Compensation for personal services includes al1 
f. remuneration paid or accrued, 1n whatever form and whether paid immediately 

r deferred, for services rendered by employees to the contractor during: . 
· the period of contract performance. It includes, but is not limited to, 

8J.aries, wages, directors' and executive committee members' tees, bonuses, 

vo to pension, annuity, stock-bonus and profit-sharing plans. Subject to spe- . 
~~I~ a cific ions set forth herein, such costs are allowable~ the extent 
'l~~"y·~ t th c ensation of in employees, in wha ever fom paid, u· 8 reasonable for the sei'Vices ren~re • 

(2) Compensation is reasonable to the extent that the total 
amount paid or accrued, in whatever form, is commensurate with the contrac­
tor's established policy which conforms generally to compensation paid by 
other contractors of the same size 1 in the same industry 1 or in the same· 
geographic area for s1m1 1 ar services. · Canpeilsation paid to owners ot 
closely-held corporations 1 to partners .and sole proprietors, to members of 
their. immediate famUies, or to persons who have a commitment to acquire 
a substantial financial interest 1n such enterprise, will be particul.S.rly 
scrutinized to detemine whether the compensation is reasoll8ble in amcnmt 
and aetually is for personal services rather than a distribution of profits. 
In addition, compensation expenses must be particularly scrutinized 1n 

·light ot the presence or absence ot the restraints occurring in the ·conduct 
of com:peti ti ve business. Compensation disallowed as a· deductible expense 
for Federal inceme tax ·purposes, because it is unreasonable in amount, is 
not allowable. 

( 3) ·compensation for services rendered in lieu of salary 
to partners and sole proprietors will be allowed to the extent tbat it is 
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reasonable and does not constitute a distribution of profits, even through 
such allowances are not deductible· expenses tor Federal income tax purposes • 

. ·_ · (4) In addition to the general requirements set forth in 
(l) through (3) above, the following apply tO specific forms of compen­
sation: 

: (ii) 

Salaries and Wages.. Includes gross compensa­
tion paid to employees in the form ot cash, 
products 1 or services, and may include payroll 
taxes, workmen • s compensation insurance, and the 
cost ot supplemental unemployment benefit ple.ns. 
Deterred wages and salaries are allowable to the 
extent authorized in ( v) below • 

Cash Bonuses and· Incentive Compensation. Cash 
bonuses to employees and incentive compensation 
based on production, ·cost reduction, or efficient 

. management or pertomance, suggestion awards, and 
safety awards, including compensation dependent 
upon or measured by profits, are allowable to ... the 
extent paid or accrued pursuant· to an agreement 
entered. into 1D good faith between the contrac­
tor and the employees before the\·services were 
rendered, or ·pursuant to an established.plan. 
consistently followed by the contractor which 
constitutes in effect an tmplicit agreement on 
the part ot the contractor to make such payment. 
Deterred bonuses and in~entive compensation are­
allowable to the extent authorized .in ( v) below~ 

(iii) Bonuses and Incentive Compensation Paid in Stock. 

.... 

Bonus and 1Dcent1 ve compensation, as defined ,in 
( 11) above, paid in the stock of the contractor 

·or ot an affiliate,· .are all.owable to the extent 
set forth in .( ii) above (including the incorpo­
ration ot the principles of paragraph (v) tor 

· deferred bonuses and incentive compensation), 
subJect .to the following additiollal requirements: 

': . . 

· (A) Valuation placed on the stock shall be the 
fair market value, detemined upon the most 
objective basis· available. 

(B) Accruals tor stock prior to acquisition by 
the employees v11l be subject to ·adjustment 

·according to the possibUities that the ·employees 
· will not acquire such stock and that the accruals 
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(iv) 

will be forfeited. Such costs otherwise allowabl]~ 
are subject to adjustment according to the prin­
ciples set forth in (v){F) and (v)(G) below • 

If- zoi.f. -z.u)(+){v) 

Stock Options. The cost of options to the em- . 
ployees to purchase stock of the contractor or of 
an affiliate, whether restricted or unrestricted 
as defined by Section 421 of the Internal Revenue 
Code, shall be allowed to the extent that the 
market value of the stock exceeds the option 
price at the da.te the option is granted. The 
current market value of the stock shall be deter-

. mined according to· the criteria set forth in 
paragraph (iii) above. If the exercise of an 
option is conditioned upon 'tuture contingencies, 
the cost will be amortized rateably over the 
period commencing from the issuance ot the option 
to the earl.iest date (other than death of the 
employee) when the cont:lllgencies can be fulfilled. 
Allowable costa for options that may not be 

· exercised will. be adjusted according to the 
principles set forth in (v)(F) below. 

( v) Deferred Compensation. 

(A) As used herein, deterred compensation ~- .t=\ 
eludes all. remuneration, in whatever form, tor 
se~ces currently rendered, tor which the 
employee is not paid until after the completion 
of the year 111 which the services are rendered, 
except that it does not include normal end of 
accounting period accruals, nor· stock options·. 
It incl.udes contributions to pension, azmui ty, 
stock bonus, and profit sharing plans qualified 
within the meaning of Section 4ol of the Internal 
Revenue Code; .contributions to such plans tbat 

[ not so qualified; and other deferred eompen-

r. ....~ sation.., such as wages and salari.e~ ,. bonuses and 
incentive awards, whether paid in cash.or in . 

. stock. Deterred retirement· compensation may· _ 
include disabil.ity, withdrawal, insurance or 
survivorship benefits. · 

(B) Deterred compensation is allowable to the 
extent that it is for services rendered during 
the contract period; is, together with all other 
campen~ation paid to the employee, reasonable · 
in amount; and is paid pursuant to an agreement 
entered into in good faith between. the contrac-
tor and employees before the services are rendered, 

/'\ 
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or pursuant to an established plan consistently 
followed by the contractor which constitutes, 
in effect, an implicit agreenent on the part of 
the ·contractor to make such payments. 

------

(c) Contributions to a plan that has been · 
approved, pursuant to Section 401 ot the Internal 
Revenue Code, by the Internal Revenue Service, 

~ 'Will be presumed to meet requirements of ( v) (B) 
above. Such amounts are allowable as a cost 
even though they ar~ not currently deductible 
for Federal incOme tax purposes because of the 
limi ta.tions of Section· 404 of the Internal 
Revenue Code, provided such payments are for 
services rendered during the contract period. 

(D) Contributions to a pension or annuity plan· 
by a tax-exempt or nonprofit organization will be 
pres'\lUled to meet requirements of ( v) (B) above if 
such plan, as determined by the Department to 
which audit cognizance is assigned, fulfills the 

~
equirements of a "qualitied" plan according to 

' ectio.n 401 of the Internal Revenue Code and -. 
pplicable Treasury regulations. A dete:rmilla­

tiqn by one Department tbat a plan fulfills these 
requirements, in the absence ot ebanged. condi- · · 
tiona, generally will b~ accepted by other 
departments. · 

(E) Contributions to pension, annuity, profit 
~- ' sh6r1ng, and _stock bonus plans which do n_ot meet 
'ivr" the requirements of Section 4ol of the Interrial. 

~
., Revenue Code (.iilcl.uding plans from Wh~ch approval 

ot the Inter.t:lal Revenue Service has been w1 th­
drawn effective during the eourse ot performance 

. ot the contract) and other deferred compensation, 
are allowab+e to the extent tbat the total com­
pensation paid to the employees involved, in · 
whatever torm, meets the requirements of ( v) (B) 
above.. . . 

.... 

(F) In determining the cost of deterred compen­
sation allowable under the contract, appropriate 
adjustments will be made for credits or gains 
arising out ot both normal and abnormal employee 
turnover, or any other contingencies that can 
result in a forfeiture by employees of·such 
deferred compensation. Adjustments will be made 
only :for forfeitures· which directly or indirectly 
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inure to the benefit of the contractors; forfei- .~ 
tures which inure to the benefit of other employe 
covered by a deferred compensation plan with no 
reduction in the contractor's cost will not nor­
mally give rise to .adjustment in contract costs. 
Adjustments for nonnal employee turnover will be 
based on the· contractor's experience and on fore­
seeable prospects, ·and will be reflected· in the 
amount of cost .currently allowable. Such adjust­
ment will be unnecessary to the extent that the 
contractor can demonstrate tbat its contributions 
take into account normal forfeitures. Adjustments 
for·possible future abnormal forfeitures will be 
effected accordtng to the following rules: 

(l) Abnormal forfeitures that are foreseeable· 
and which can be currently evaluated with rea­
sonable accuracy, by actuarial or other sound 
computation, will be ref'l.ected by an adjustment 
ot current costs otherwise allowable. 

( 2) Abnormal fortei tures, not w1 thin ( 1) above~ 
may be made the subject of agreement between the 
·Government .and the contractor either as to an · 
equitable adjustment· or a method of detenu1n1ng 

·such adjustment. .~ 

(G) In determining whether deferred compensation 
is for services rendered during the contract 
period, consideration will be given to conditions 

· imposed upon eventual payment to determine whether 
or not such a portion of deferred comp~sation 
pa,ment is for future services. A requirement of 
continued employment does not necessarily indicate 
that the deterred compensation pertains ·in part 
to future services. 

(vi) Fringe Benefits. See ( o J. 

(vii) Overtime, Extra-Pay Shift and Multi-Shitt 
Premiums. See ( y) • . 

(viii) Training and Education Expenses. See ( qq) • 

( ix) Insurance and Indemnification. See (p). 
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(g) Contingency Reserves. 

(l) A contingency is a possible future event or condition 
arising from presently known or unknown causes, the _outcome of which is 
indeterminable at a present tfme. 

(2) In historical costing; i.e., costing as related to past 
events or experience, contingency reserves are not allowable. 

(3) In connection with est~tes of future costs, contin­
gencies fall into two categories: · 

(i) Those which may arise from presently known and 
existing conditions, the effects of which are 
foreseeable within reasonable limits of accuracy; 
e.g., anticipated costs of rejects and defective 
work. In situations where they exist, contin­
gencies of this category are to be included in 
the est~tes of future cost under the several 
elements ·of cost so as to provide the best 
esttmate of perfo~ce costs. 

(ii) 

-. . ~ 

Those which· may arise from presently known or . 
unknown conditions, the effect of which cannot 
be measured so precisely as to provide equitable 
results to the contractor_ and to the Government; 
e.g., possible inflation, and other general 
business risks. Contingencies of this category 
are to be excluded from cost estimates under the 
several items of cost, but should-be disclosed. 
separately, 1nclud1ng the basis upon which the 
contingency ~s computed in order to facilitate 
the negotiation of appropriate contractual 
coverage.- See, for example, (p), (t) 1 and (mm) • 

. I (h) Contributions and Donations. 

(1) Reasonable contributions and donations to established 
nonprofit charitabie, scientific, and educaticmal organizations are allow­

~ ... able provided they (i) may reasonably- be expected to result in future. 
\_,1;. benefits to the· contractor through advancing, directly or indirectly 1 the 
1\ technology ot his industry . or increaaiDg the supply ot trained manpower 

· ~-. available to it, (ii) are in lieu of the cost of similar facUities which 
the contractor would have to proVide, such as employee medical or recrea-
tional facilities, (iii) are expected of· ~he contractor by the community 
and 1 t can reasonably be expected .that the prestige of the contractor in 
the community would sutter through the lack ot such ·contributions., or ( i v) 
contributions to local civil. defense funds, or to local· civU defense pro­
jects for use in tbe community in which the contractor operates, are 
allowable. · 
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( 2) The reasonableness of the amount of particular con- ~\ 

tributions. and the aggregate thereof for each fiscal. period must ordinarl.l)- A 
be Judged in the light ot the pattern of past contributions, ps.rticularl.y CA. 
those made· prior ·to the placing of Govenment contracts, and should also /J. ' 
be Judged in the light ot the presence or absence of restraints occurring f. 
in. the conduct ot competitive business. The amotmt of each allowable con-_ J 

tribution must be deductible for purposes ot Federal income tax, but this · 
condition does not, in its~, j~tif':( allowab~ity as a contract cost. v~ 

(1) Depreciation. - ~ 

(l) Depreciation is a charge to current operations which 
distributes the cost of a tangible capital asset, less estimated residual 
value, over the esttmated useful life of the asset in a ~ystematic and 
logical manner. It does not involve a process of valuation. Useful life 
has reference to the ·pros~ective period of economic usefulness in the . 
particular contractor's operations as distinguished· from physieal life~· 

(2) Depreciation on a contractor's pJ.ant, equipnent, and 
other capital_ facUities is an allowable element of contract cost; provided 
that the amount thereof is computed: ·. 

· ( 1) upon the property cost basis used by the contrac- · 
tor tor Federal income tax purposes (see Section 
167 of the Internal Revenue Code of 1954) i or {',\ 

(11) in the case of· nonprofit or tax-exemp~ organiza-· 
tions 1 upon a property cost basis which could 
have been used by the contractor tor Federal 
income tax purposes 1 had sueh organizat'ions been 
subject to the pa-yment of income t&xi and in 
either case 

(iii) by the consistent application to the assets con­
cerned of any generally accepted accounting 
method, including those recognized by Section 
167 of the Internal Revenue Code of 1954, as 
follows: 

. (A) · the straight line method, 

· (B) the declining bal.ance method, using a rate 
not. exceeding twice the rate which would have· 
been used had the annual allowance been computed 
under the method described in paragraph (A), 

(C) the sum ·of the years-d18its method, and 

(D) any_ other consistent method productive of an~· 
SJmual allo'Wallce which, when added to. all allowance 
for the period commencing with the use of the 
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property and incl.udiilg· the current year, does not, 
duri.Og the first two-thirds of the useful life of 
the property 1 exceed the total of such al.lowances 
which would have been used had such a.ll.owances 
been computed under the method described in para-
graph (B). . 

( 3) Depreciation should usua.J.ly be allocated to the con­
tract 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. · 

( 4) Where a contractor has received a determillation of true 
depreciation f~ an Emergency Facilities Depreciation Board relating to an 
emergency 'facility covered by a certificate of necessity, 'it may elect to 
use either noimal.or true depreciation. However, the method elected must 
be followed consistentJ.y throughout the life of the energency facility. 
Where an election is made to use normal depreciation, the amount thereof 
shall be computed in accordance with. (2) abov:e. Where an election is made 
to. use true depreciation, the amount allowable as depreciation: 

-· . . 

(1) with respect to the emergency per1od.(5 years)· 
shall be computed·in.accordance with the deter-· 
mination of the· Emergency Facilities Depreciation 
Board; and 

( ii) after the end of the emergency period shall be · 
computed by distrib\!ting the remaining und.epre­
ciated portion of the cost of the emergency 
facility over.the balance of.its useful life 
(but see (5) below) provided the remaining un­
depreciated portion of .such cost shal1 not 
incl.ude any amount of unrecovered true depre-. 
ciation • 

.. · (5} Depreciation on idl.e or excess facUities shall not be 
allowed exeept on such facilities as are reasonably necessary for current 
and :!mmediatel.y prospec~i ve production~ 

\ 

( 6) · No depreciation s~. be all~wed, as such,· or as a 
tal :or use cbarge, on assets ·atill."in use which have been fully depre­

ciated when a substant1a.l portion of such depreciation was on a basis that 
r~resented, in effect, a recovery thereof as a charge against defens~ 
contracts· or subcontracts. Otherwise, a mutually agreed upon use charge 
may be allowed. In determining this charge, consideration should be given 
to cost, total estimated useful l.ife at time of negotiation, and effect of 
any increased maintenance charges or decreased efficiency due to age.· 
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(J) oyee Morale, Health end Welfare.costs and Credits. ~. 
Reascmable costs o health and welfare activities, such as house publica­
tions, health or first-aid clinics, and employee counseling services, 
incurred, in accordance with . the contractor's established practice or 
custom in the industry or area, for the improvement of working conditions, 
employer-employee relations, ~loyee morale, and employee perfor.mance, 
are allowabl.e. Such costs shall. be equitably allocated to all work of 
the contractor. Income generated from e:r:ry ot these activities . shall be 
credited to the costs thereof. un].ess such income has been irrevocably set 
over to employee welf'are organizations. 

(k) Enterta.imnent Costs. · Costs of amusement, diversion, social. 
activities, and incidental costs relating thereto, such as meals, lodging, 
rentals~ transportation, and gratuities, are UD8l.low.bl.e (but see ( j), ( o}, 
and (ppJ). 

(l) Excess Facility Costs. Costs of maintaining, repairing, 
and housing idle and excess contractor-owned facilities,· except those rea­
sonably necessary forcurretitand tmmediately prospective production purposes, 
are unallowable. The costs of excess plant capacity reserved for defense 
mobilization ·production sball be the subject o~ a separate contract. 

(m) Fines and Penal ties. Costs resulting from Violations of i. 
or failure of the contractor to ccmply with, Federal, State, and local. 
laws and r 6

"'"'
1 etions are. unallowable except when incurred as a result of 

compliance ri'th specific provisions of the contract, or instructions in ~~ 
writing from the contracting officer. 

(n) Food Service and DOrmitory Cbo.ts and Credits.·· Food and dormi­
tory services include operating or furnishing facUi ties for cafeterias, 
dining rooms, canteens, lunch wagonS, vending machines, living accommoOations 
or s1m1Jar. types of services for the contractor's employees at or near the 
contractor's facilities. Reasonable l.osses tram operation of such services . 
are allowable, (i) when it is,.the policy of the· contractor to operate such . 
services at a profit or at cost; and (ii) when it is the pol.icy of the con-

' tractor to turn:i.sh such serviaes at a l.oss' or w1 thout cost to the employee; 
provided, however, . that such losses are allocated to all activities served. 
Profits (except profits irrevocably set over to an empl.oyee wel.fare organi-
zation of· the ·contractor in amounts reasonably useful for the benefit of 

.the employees at the site or sites of eontnict perfoi1nancel 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 all.o-
cated· to· all. activities served.~ . · 

(o) Fringe Benefits.· Fringe ,benefits are allowances and serv­
ices provided by the contractor to its 8mployees as compensation in addi­
tion· to regular.wages and salaries. Costs of fringe b~efits, such as pay 
for vacations, holidays, sick leave, mUitary·leave, and employee insurance, 
are allowable to the extent required 'by lav, 'employer-employee agreement' 
or an established policy of ·the contractor. f\ 
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(p) Insurance and Indemnification. 

(1) Insurance.includes (i) 1~surance which the contractor 
is required: to carry under the terms of the contract, and ( ii) any othe~ 
insurance which -the contractor ma:irltains in c~nnection w1 tb the general 
conduct of his business. 

. {2) Indemnification involves a contractual commitment 
between the Govermnent and ~be C()ilt~ctor 1lhereby. the Government agrees 
to secure ·the con~ractor ag~st loss o'r damage falling upon the contrac­
tor fro~ same stated responsibility· assumed b,y the contractor or from a 
stated demand of a third party. 

{3) Costs of insurance required and maintained, ~suant to 
tbe contract, are allowable. 

( 4) Costs of other insura.nce maintained by the contractor 
in connection w1 th 'the general conduct of ·his business are allowable sub­
ject to the following l~itations: 

( i) typ~s and extent of coverage shall be in accord- . 
ance with sound business practice and the rates 
'·S.na premiums· shall. be reasonable under the cir­
cumstances; 

(ii) costs allowed for Business Interruption Insur­
ance shall be limited to exclude coverage ot 
prof:i t, interest, and any other items of cost 
mlallowable under this Part; 

·{iii) cost of insurance or of any contributions to 
.anY reserVe covering the risk of loss of or 

. · c1.amage to Government-owned property are allow­
able only to the extent that the Government shall 
have required protection by such insurance or 
reservej 

{iv) contributions to a reserve for a self-insurance 
program if the types of coverage, extent of 
coverage,and the rates and premiums would have 

· ·been allowed bad insurance been purchasable to 
_cover the risksi and 

(v) costs of insurance on the lives of officers, 
partners, or proprietors are allowable to the 
extent that (i) the insurance is part of en 
employee plan, specified in ( o), and ( ii) addi­
tfonal insurance which represents compensation 
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to the officer, partner or proprietors for serv­
ices rendered, within the provisions of (f). 
Premiums for insurance 1n which the contractor 
is the beneficiary directl.y or indirectly are 
not allowable. 

· (5) Actual losses nQt re~bursed by p~r.missible insurance 
· (through an approved sel.f-insurance program or otherwise) are unallowable 

unless expressly proVided for in the contract 1 except 

(i) costs incurred because of losses not covered under 
nominel. deductibie insurance coverage provided in 
keeping with sound bUsiness practice, are allowable. 

( ii) minor losses not covered by insurance, such as 
spoilage, breakage and disappearance of small 
hand tools, which occur ill the ordillary course of 
doing business 1 . are allowable. 

·_ (6) · The Government is obligated to indemnify the contractor. 
for losses sustained onl.y to tile extent expressly provided for in the 
contract. 

( q) Interest and Other Financial Costs. Interest (however repre-
sented), bond discounts,· costs of financing and retioanctng operations, legal 
and professional fees pe.id in connection .with the preparation of the- prospec­
tus, costs of preparation and issuance of stock rights, and costs related 
thereto are unallowable.~ept tor interest assessed~ State or local taxing 
autho~ties under the c()nditions set forth in (oo) ffiut see _(x)]. 

( r) Labor Relations . Costs. Costs incurred 1n maintaining satis­
factory relations· between the contractor and 1 ts employees 1 inelud1llg costs 
of shop stewards, labor· management committees,·· empl.oyee ·publications 1 end 
other related activities are Sllowable. · 

( s) Losses on Other Contracts. An excess of costs over income 
under any other contract (including the contractor's contributed portion 
under 'cost..:sbaring contracts) 1 whether such other contract is of a suppl.y 1 

researeh and development,· or other natur~, is Unallowable as a cost of 
performance of. the Govermnent 'contract. : · 

.(t) Maintenance and Bepair Costs. 

(l) · Costs necessary tor the upkeep of property (including 
Government property_ \mless otherwise provided tor), which neither add to 
the perr;ne.nent value of the property nor appreciably prolong its intended 
life, but keep it in an efficient operating condition, a" to· be treated · 
as follows: 
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(i) In the event the contractor accrues maintenance ,1\ 
and repair costs based upon a regul.ar program 
tor the maintenance and repair of facilities in· 
accordance with sotmd industrial practice, such 
accruaJ.s are allowable. 

( ii) In the event a contractor does not accrue main-. 
tene.nce and repair costs 1 but charges them as 
incurred, such charges are aJ.lowable to the ex­
tent tbat they are rea.Sollable and in line with 

' ' prior experience .of the contractor. 

· · . (2) Expenditures for plant and equipnent which, according 
to generally accepted accounting principles as applied under the contrac- . 
tor's established policy, should be capitalized and subjected to deprecia­
tion are allowable only on a depreciation basis. 

( u) Manufacturing end Production Engineering Costs. Costs of 
· manufacturing _and production engineering, including engineering activities 

1n connection -~ th ·the following, are al.lowabl.e: 

'I; I 
(· 

· ( i) current· manufacturing processes such as motion · -~ 
and time study, methods analysis 1 Job analysis 1 -,. 

and tool design and improvement; and · 

(ii) current production problems, such as materials f\\ 
analysis for production sui tabili t7 and c:anponent 
design for purposes of stmplif,ying production. 
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(v) · Hateri.al Costs. 

. .. · (1) This item includes the net costs of such items as ra1-r 
materials, parts, subassemblies, components, and manufacturing supplies, 
whether purchased outside or manufactured by the contractor, and may include 
such collateral items as inbound transportation and intransit insurance. 
In computing material costs consideration will be given to reasonable over­
runs, spoilage, or defective -vrork. These costs are allowable subject, hot-revE?r, 
to the provisions of subparagr~ hs (2) t~ough (5) belo"t-T. · 

(2) Costs. of material shal~ be suitably adjusted for 
applicable ·portions of income and other credits, including available· trade· 
discounts; rt3funds, rebates, allo1-mnces, and cash discounts, and credits for 
scrap and salvage and material returned to vendors. Such income and other 

·credits shall either be credited directly to the cost of the material involved 
or be allocated (as credits) to indirect costs. ~Jhere the contractor can 
demonstrate that failure to take cash discounts. was clue to circwnstances be­
yond his control, such lost discounts will be all~red. 

·. (3) Reasonable adjustments. arising from difference between 
·periodic physical inventory quantities and related material control records 
l·till be included in arriving at the cost of materials, provided that such.':" 
adjustments· ( i) do not include 11write-downs11 or 11write-ups11 of values, and 
(ii) relate to the period of performance of th~ contract. 

(4) Hhen the mater~ls are purchased s pacifically for and 
identifiable solely with performance under a contract, the actual purchase 
cost thereof should be charged to the contract. In determining cost of 
material issued fror.1 stores, the contractor 1 s usual met nod of inventory 
costing is acceptable if in.accord with generally accepted accounting 
principles for inventory costing. Hhen material in stores at the commence­
ment date of a contract have a probable replacement cost. significantly 
different from recorded cost, either party may elect to use the replacement 
cost in lieu of recorded cost in costing issues of such material. \"Jben esti­
mates of ma_terial costs to be incurred in the future ,are required, either 
current market price or· anticipated acquisition cost (if reasonably certam 
and de~er:rn.inable) may also be used, but the basis of pricing nust be dis­
closed. 

{5) Sa~es or transfers of materials, services, .and supplies 
between· plants, divisions or organizations, under a common control, ordinarily 

.shall be stated on.the basis of cost to the transferrer. However, a 
departure· from this basis is permissible l-rhere {i) the item is. regularly 
manufactured and sold through commercial channels, or {ii) it is the con­
tractor 1 s long established practice to price inter-organization transf_ers at 
other than cost for conir..ercial work; provided in addition, that such price is 
not in· excess of the transferrer's sales price to its nost favored customer 
for the· same item in l~e quantity, or ·the same or substantially similar 
items sold by other suppliers. 
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(w) Organization Costs. Expenditures, such as incorporation 0 
fees, attorney's fees, accountants fees, brokers fees, fees to promoters 
and organizers, in connection with (i) organization or reorganization of a 
business, or (ii) raising capit~l, are unallowable (see (q) above). 

(x) other Business Expenses. Included in this item are such 
recurring expenses as registry and transfer charges resulting from changes 
in ownership of securities issued by the contractor, cost of shareholders 1 

meetings, proxy solicitations, preparation and publication of reports to 
shareholders, preparation and submission of required reports and forms to 
taxing and ather regulatory bod:les and incidental costs of directors arxi 
comr.tittee. meetings. The above and similar costs are allowable when allocated 
on an equitable basis to all classes of work. · 

(y) Overtime, Bxtra Pay- Shift and EUlti-shift Premiums. 

(l) This item consists of the premium portion of overtime, 
extra pay shift and multi-shift payments to employees. Preferably such 
premiwns should be separately identified and handled as indirect costs to 
be distributed rateably to all worlc of the contractor. However, where it is 
the normal practice of the contractor to handle these premiums as direct: 
costs, such practice is acceptable if it does not result in the Government 
absorbing a disproportionate share of costs. Similar consideration governs 
their inclusion in or exclusion from the base for overhead distribution. 
The -amount of overtime costs, when allowable, sha.ll be equitable in relation ~­
to (i) the amount of such premium costs allocated to non-Government work 1 

\ 

being concurrently performed in the contractor's plant and (ii) the factors . 
which necessitate the incurrence of the costs. 

(2) Overtime, extra pay shii't and multi-shif't premium 
expenses may arise in two distinct ways: (i) by initial agreement between 
the contractor and the contracting officer that the accomplishment of the 
c·ontract schedule requires the use of such premiwn labor to a stated or 
contemplated extent; and (ii) to meet unexpected emergencies arising in 
the course of the contract, not contemplated by the contracting P!rties. 

(,3) Overtime, extra pay shift and r.tulti.;.shift premiums 
are allowable as follows: 

( i) To the extent that the contractor and the con­
tracting officer initially agree that such 
premiwnS are nece_ssary· in order to comply with the 
contl'act schedule, such costs are allcn-sble. 

(ii) Hith raspect to situatio~ arising in the course of. 
the contract, such costs are unallovmble if the con­
tractor is already obligated to ·meet the stated de­
livery schedule without additional compensation 
therefor, as in the firm rued price type contract. 
Such allowance may be made in cost type contracts ~ 
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(2) Factors to be considered iii 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 con­
tracts; 

(ii) 

(iii) 

(iv) 

ti1e impact . of Government contracts on the 
contractor's business (i.e., mat riew problems 
have arisen); 

the nature and scope of managerial services 
expected of the contractor's Ol-Tn organizations; 
and 

whether the proportion of Government work to 
the contractor's total business is such as to 
influence the contractor in favor of incurring 
the cost, particularly where the services 
rendered are not of a continuing nature and have 
little relationship to work under Government 
contracts. 

Retainer f'ees to be allowable must be reasonably supported by evidence 
ot services rendered. 

{J) Costs of' legal, accounting, and consulting services, 
and related costs, incurred in connection with organization and reorganiza­
tion, defense of' anti-trust suits, and the prosecution or 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 f'or in the contract. 

. (ff) 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, equipmem, or. other capital assets, including 
sale or··exchange of either short or long term investments, shall be excluded 
in comi>uting· contract costs (but see {i). (2) as to basis for depr~ciation). 

_,., 

(gg) Recruiting Costs. Costs ::of "help wanted" advertising, 
operating CO$ts of an employment office necessary -to secure and maintain 
an adequate-labor force, costs of operatlng an aptitude and educational 
testing program, travel costs of employees while engaged in recruiting 
personnel, and travel· costs of applicants· f'or interviews for prospective 
employment are allowable. Where the contractor uses employment· agencies, 
costs not in#. excess ·of standard commercial rates for such services are also·. 
allo"torable. Costs of special benefits or emoluments offered to prospective 
employees beyond the standard p:ractices in the industry are unallowable. 
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and in the fixed-price incentive type and the 
price redetermination type contracts until 
the prices becoue fixed with ti:.e approval or 
ratification of the contracting officer. 

( z) Patent Costs. Costs of preparing disclosures, reports, and 
other documents required by tne contract and of searching the art to the 
extent necessary to make such invention disclosures, are allowable. In 
accordance with the clauses of the contract relating to patents, costs 
of preparing documents and any other patent costs, in connection with the 
filing of a t>Stent application by the Government, are allowble. (See als~ 
{ ii) and (jj} below). . . . 

(aa) Pension Pl~ns (see (£)) • 

(bb) Plant Protection Costs. Costs :·of items such as vmges, 
uniforms and equipoent of personnel engaged in plant protection; depreciation 
on plant protection capital assets; and necessary expenses to cCinply·with 
military security requirements are allowable. 

(cc) Plant Rehabilitation Costs. 

(1) Plant rehabilitation costs are those incurred in the' 
restoration of' the contractor 1 s premises to approximately the same condition 
as that which existed i.mr.lediately prior to tile commencer.snt of' the military ~ 
contract wc;>rk, fair wear and tear excepted. 

(2) The costs of the removal of machinery, tools, and 
equipmept, including restoration costs incident thereto, are allowable, 
provided such costs are not recovered, or are not recoverable, under a 
specific contract clause in the contract \.1nder which the costs are claimed, 
or in another Government contract. 

(J) The costs involved in the reinstallation of' pre-exiSting, 
· and the installation of new machinery, tools and equipment are not allowable • 

. -- (dd) Precontract Costs. Precontract costs are those which are 
incurred prior to the effective date of' the contract, are incurred dh'ectly 
pursuaqt to the negotiation for and in anticipation of the award of the 
contract,· under circumstances in which such anticipation is necessary 
to comply with the proposed contract delivery schedule. Such costs are 
allowable to the extent that. they would have been allowable, if incurred after 
the date or the contract. 

(ee) Professional Service Costs - Legal, Accounting, Engineering, 
and Other. 

(1) Costs of professional services rendered by the members 
of a particular profession who are not employees of' the contractor are allow-
able, subject to (2) and (3) below, when reasonable in relation to the servicer\ 
rendered and when not contingent upon recovery of the costs from the Govern-
ment (but see (w)). 
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(hh) Rental Costs (Including Sale and Leaseback of Facilities). 

. . . (1) . Rental costs of land, building1 and equipment and 
· other personal property are allowable if the rates. are reasonable in light 
of such factors as the type, life expectancy, condition, arxl value of the 
£acUities leased, options available, and .other provisions of the rental 
agreement. .. 

~·-

·s.~ . (2) Charges in the nature of rent between plants, ·divisions, 
or organizations un:ler common control are unallowable except to the extent 
such charges do not exceed the normal costs of ownership, such as depreciation, 
taxes, insurance, and maintenance; provided· ~hat no part of such -costs shall 
duplicate any other allowed costs. 

~~~ . (J) Unless otherwise specifically provided in the contract, {·t(· 
rental costs specified ·in sale and leaseback agree.rrsnts, incurred by con- or·> 
tractors through selling plant facilities to investment organizations, such \)"- r.~''/\ 
as insurance companies, or to private investors, and concurrently leasing \ ·i 

.back the same f'acilities 1 are allowable only to the extent that such rentals 
· do not exceed ·normal costs, such as depreciation, taxes, insurance, and main­

tenance, borne ·by the lessor,. which would have been incurred had the con-~ 
tractor reta~ed legal title to the facilities. 

· (ii) Research and Development Costs. 
. . 

·. (l) ·Research·and development costs (sometimes referred to 
l as general engineering costs) are divided into tv-o rnajor categories, for the 

purpose of contract costing; (i) general research, also referred to as 

. 
I 

I - ._ ·"""' 

basic research, f'tmdamental research, pure research,·. and blue-sky research; 
ard (ii) related research or development, also referred to as applied 
research, product research, ani product line research • 

. (2) General.research is that type of research which is 
directed toward increase of knowledge in science. In such research, the 
primary aim of the investigator is a fuller knowledge or understanding of 
the subject under study, ·rather than a practical application thereof. 
Costs of: independent general research (that which is not sponsored by 
a contract, grant, or other arrangement) are allowable. Reasonableness 
of the· cost should be determined in light or the pattern of the cost of 

·past programs,. particularly those existirig prior to the placing .or Government 
contracts·. · 

(J) Related research is that type or research m ich is 
directed. toward practical application of ·science. Development is the 
systematic .use ot scientific knowledge directed toward the production of 
useful materials, devices, methods, or processes, exclusive of design, . 
manufacturing, and production engineering (see (l) above). Costs of a 
contractor's independent related research and development ·(that which is 
not sponsored by a contract, gra.nt, or other arrangement) are allowable un::ier 
any production contract to the extent that the resea.rch and development are 
related to the contract product line and the costs are allocated to all 
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(mm) Severance Rly. 

(1) Severance pay, also commonly referred to as dismissal 
wages, is a payment :in addition to regular salaries and ·t-vages, by con­
tractors to workers whose employment is being terminated. Costs of 
severance pay are allowable only to the extent tilat, :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 1 s 
part, ·or (iv). circumstances of the particular employment. 

, I . 

(2) Co.sts of severance payments are divided into two 
categories as follows: · 

( i) actual normal turnover severance payments shall 
be allocated to all mrk 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 t:erformed in the con-
tractor's plant; and · 

(ii) abnormal· or mass severance pay is of such a 
conjectural nature that measurement of cost by ~. 
means of an accrual will not achieve equity to 
both parties. Thus accruals for this purpose 
are not allowable. However, the Governnsnt 
recogniz~s its obligation to participate, to 
the extent of its fair share, in any specific pay­
ment.. Thus, allowability will be considered on 
a case-by-case basis in the event of occurrence. 

(nn) Special Tooling Costs.- !he term· "special tooling11 means 
property of such specialized nature that its use,. without substantial modifi­
cation--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 spec~l test equipment. Costs of special 
tooling acquired for performance of the :contract are allowable and shall 
be charged directly thereto. 

(oo) Taxes. 

(1) Taxes are charges levied by Federal, State, or local · 
governments. They do not include fines and penaltie~ except as otherwise 
provided herein. In general., taxes (including State and· local income taxes) 
which the contractor is required to pay and which are paid or accrued in 
accordance with generally accepted accounting principles are allowable, 
except tor: · .~ 
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·· pro~ction work ~f the contractor on the contract product line. Such costs 
~ · j -- ·· are 1\ 8.l.l.owable ·under research and development contracts. 

' . 

( 4) . Independent ~esearch and development projects shall 
absorb their apPropriate share of the indirect costs of the department 
'Where the work is perfoxmed. · 

(5) Re~earch $1ld Q.evelo~ent costs (including amounts 
capitalized), regardle~s of: the~:J" nature~ which were incurred in account­
ing periOds prior. tO ·'the award Of a particular COntract 1 ere unallowable • 

(6) . The ;reQ.sc;>nablener;;s of .expenditures for independent 
research fPld ~evelo~ent. must be scrut~:i.z~d with great care in connection 
with contractors .whoa~ liork ia p_re~tly .. or substantially with the 

· Governmept. . ~ere ,·s~h . eXp~<$1 t\Q;"e~ a.t.e, not subject to the restraints of 
commerciaJ.. prodv.c:t pricipg~ .. eontractc?·iB ·may seek the future advantage .that 
foUows a. la;rge res.earcli p~c>8ram. subste.n,~i$Uy f~eed by Govermnent eon­
tracts. There ~ust be ~ss~ce tnat ~liese expenditures are made pursuant 
to· a plal.iped · ;rese.arch progr~. whi~Jl is· 'reason~ble · in scope and is well 
Dianaged •. The ·costs should·-not :"exceed those wbieh would be incurred by 

. an "ordinarily prudent penon in ·the ·condUct ot a competitive business. 

(kk) Selling Costs • 

. (1) Selling costs arise in the marketing of the contrae­
tQr's products and ineluae cp,ts ot.saies promotion, negotiation, liaison 

. between 'Goverriment representatives ·and contractor's ·personnel, and other 
related activities. 

(2) Such expenses are allowable to the extent that the 
costs are allocable to Government business. 

{3) Salesmen •s or- agents' compensation, fees, commissions, 
percentages, or qtokerage fees wh~ch are cont~gent upon or resulting from 
an a~rd of a contract, ~are alloWe.bie only when paid to· boll8. fide employees 
or est~blisbed commercial or selling agencies maintained by the contractor 
for the ·purpOse of securing business. 

( 11) Servic.e ~d Wa_rranty_ Costs • Such costs include those 
arising f~m fulf~ent ot.any contractual obligation of a contractor to 
provide s.erviees, s.uch· as· .mstallation, ·training, correctiz8 .defects in 
the produc~s, r.eplacing .,_defe.etive. p~~s, making refunds. in the case of 
inadeqUa.te · perfo:nnance ~ etc. When contract terms covering the sale of 
defense products inc~ude·such an obligation Without additional separate 
payment, service ana. warranty · co.sts are allowable. In pricing actions 
which involve estimates of this elem~t ot cost, care should be exercised 
to avoid duplication of the allowance as an element ot both estimated 
product cost and risk. 
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( i) 

(ii) 

· .. 

Federal income and excess profits taxes; 

taxes in connection with financing, refinancing 
or refunding operations (see (q)); · 

(iii) taxes from which exemptions are available to the 
contractor directly-or available to the contractor 
based on an exemption· afforded. the Go~rnment 
except when the contracting officer determines 
that the adminiStrative burden incident to obtain­
ing the exemption outweighs the corresponding 
benefits accruing to the Government; and 

(iv) special assessments on land which represent capital 
improvements. 

(2) Taxes otherwise allo~ble under (l) above, but which may 
be illegally or erroneously assessed, are allowable; provided that the 
contractor prior to ISyment of such taxes: 

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

(ii) · takes all ·action directed by the contracting 
officer, including cooperation 'With and for· the 
benefit of the Government, to (A) determine the 
legality of suCh assessment or, (B)·secure a 
refund ot such taxes. 

Reasonable cost of any such action undertaken by the contractor at· the 
direction of· the contracting officer· are allowable. Interest and penalties 
incurred by a contractor by reason of the nonpayment of any tax at the 

. c;lirection of the contracting officer or by reason of the failure of the 
contracting o££i.cer- to assure timely direction after prompt request therefor, 
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 allol~d as contract costs, shall. be credited or Plid 
to· th~ Governmerxli in the manner directed by the Government, .. provided any 
interest actually paid or credited ·to a :contractor incident to a refund ot 
tax, interest ani penalty shall be paid or credited to the Government only 
to t·he extent that such interest accrued over the pa riod during which the 
contractor had been reimbursed by the Government for the taxes, interest, 
and penalties. · 
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(pp). Trade, Business, Technical and Professional Activity Costs. /~ 

_ (1) Hemberships. This category includes costs of 
memberships in tralie, business, technical, ar.d professional organizations. 
Such costs are allowable to the extent reasonable. 

(2) · Subscriptions. This item includes cost of subscriptions 
to trade, business, professional, or technical periodicals. Such costs are 
allowable. 

(3) Meetings and Conferences.- This item includes cost 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 inforr.Btion or stimulation of production • 

.Such costs are allowable. 

(qq) Training and Educational Costs. 

(l) Costs of preparation and maintenance of a program of 
instruction at noncollege level, designed to increase the vocational effective­
ness or bona fide· e~loyees, including training materials, textbooks, 
salaries or l-ragefi~ of trainees during regular working hours, and 

are allowable. 

(i) salaries of the director or training and staff 
when the training }rOgram is conducted by the· 
contractor; or 

(ii) tuition ani fees when the training is in an 
institution not operated by the contractor; 

· (2) Costs of part-time technical, engineering and 
scientific education, at an under-graduate or post-graduate college level, 
related to the job requirements of bona fide employees; including only: 

(i) training materials; 

(ii) textbooks; 

(iii) fees charged· by the educational institution; 

{iv) tuition charged by the educational institution, 
or in lieu of tuition, instructors 1 salaries 
and the related share of indirect cost of the 
educational institution to the extent -that the 
sum thereof is not in excess o£ the tuition 
which rrould have been t:aid to the participating 
educational institution; and 
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are allowable. 

(v) straight-time compensation of each employee for 
time spent attending classes during working hours · 
·not. in excess of 1S6 hours par year where 
circwnstances do not permit the operation of 
classes or attendance at classes after regular 
working hours; 

. · (3) Costs of tuition, fees, training materials and 
· textbooks (but not subsistence, salary, or any other emolwnents) in connec-
tion with full-time scientific and engineering education at a post-graduate 
(but not 'under-graduate) college level related to the job requirements of 
bona fide employees for a total period not to exceed one school year for 
each employee so trained, are allowable. In unusual. cases where required 

· by military technology, the period may be extended. 

(4) Haintenance expense, and normal depreciation or fair 
rental, on facilities owned or leased by the contractor for· training 
purposes are. allowable to the extent set forth in ( t>., (i), and (bh) above, 
respectively. · 

(5) Grants to educational or training institutions, 
including the donation of faciliti~s or other troperties, scholarships 
or fellQ-lshi{s ; are considered contributions (see {h) ·above). 

. (rr) Transportation Costs. Transportation costs include 
freight' express, cartage' and postage charges relating either to goods . 
purchased, ·in process, or delivered. These costs are allowable. When 
such ··costs can readily be identified with the items involved, theY' may 
be direct casted as transportation costs or added to the cost of such 
items (see (v) above) • vlhere identification with the materials received 
cannot readily be made, inbound transportation costs may be charged to the 
appropriate indirect cost accounts· if the contractor follows a consistent, 
equitable procedure. in this respect •. Outbound freight, if reimbursable 
unde~. the terms of .the contract, should be ":reated as a direct cost. 

(ss) Travel. Expenses. 

· ; (l) · Travel costs inclUde cos~ of transportation~ lodging,· 
subsistence~ and incidental expenses 1 ·incurred by contractor persoMel in a 
travel stat~ while on official company business. 

(2) Travel costs are allowable ani may be based upon 
actual costs incurred, or on a per diem or mlleage basis in lieu of actual 
costs, or on a combination of the two 1 provided ti1e method used does not 
·result in an unreasonable charge. · 
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~"-i t •t (3) Trabv~-costs dincurr

1
e
1

d :n
1 

the nto:nnaltc
1
oursbe ot over-all (\ 

&uw.LU s ra;" on ot the us"'""ess an app ca.., e to he en re usiness are 
allow.ble.-. Such costa· shall be equitably allocated to all work ot the ''-
contractor.. . 

(~) Travel costa directly attributable to specific contract 
performance may be charged to the contract in accordance with the principle 
ot direct costing (ASPR 15-202). . 

(5) Necessary, reasonable ·costs ot family movements and 
personnel movements ot a special or ~s nature are allowable, subject to 
allocation on the basis ot work or time period benefited when appropriate • 

-30-
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Part 7 - Fixed-Price. Type Contracts 

1S.700 Scope of Part. This Part sets forth the guidelines to be 

used tor the evaluation of costs in negotiated fixed-price type ·co~tracts 

and subcontracts 1 including terminations thereof 1 in those instances where 

such evaluation is required to establish prices tor such contracts. 

"Fixed-price type• contracts include, for purposes ot this Part, the following: 
. 

(i) firm fixed-price contracts (.ASPR .3-40.3.1) 

(ii) fixed-price contracts with escalation (ASPR .3-403.2) 
-

(iii)· fixed-price contracts providing for the redetermination ... 

of. price (.ASPR .3-403 • .3) · 

(iv) fixed-price incentive contracts. (.ASPR .3-40.3.4) 
.. 

{v) non-cost-reimbursable. portion of time and materials 

contracts (ASPR 3-405.1) 

1$-701 Basic Considerations. (a) Under fixed-price type contracts,. 

... the negotiated price is the basis for payment to a .contractor llhereas 

allowable costs are the basis for reimbursement under cost-reimbursement 

type contracts. Accordingly, tl1e policies and procedures. ot ASPR Section 

III, Part 8, are governing and. shall be followed in the negotiation of 
I . . 

fixed.:Fice _t;ype contracts. Cost and ~counting data mq_ provide guides 

for· asce~aining fair compensation but are not rigid measures of it.· 

other types ot data, criteria, or standards may furnish equally reliable 

guides to fair compensation. The ability to apply standards of' business 

judgment as distinct from strict accounting prillciples is at the heart of a 

negotiated price or settlement • 

t!'l. .... . . ------------



. (b). A.moDg the different types of fixed-price type contracts, 

the need ·tor·· consideration of costs varies considerably- as indicated belews 

- ~·· -

(il Retrospective Pricing and Settlements. In negotiating 

firm fixed prices or settlements for work ldlich has been 

completed _at the time ot negotiation (e.g., final negotia­

tions under fixed-price incentive contracts, redetermina­

tion of price after completion ot the work, or negotiation 
. . 

ot a settlement agreement under a contract terminated 

tor convenience of the Gover~nt), the treatment ot 

costs is·a major factor in arriving at the amount of the 

price or settlement. However,_ even in these situations, 
. . . .. 

the finallY' agreed. price or settlement mq represent : 

something other than the sum tota1 of acceptable costs, (\ 

since the final price accepted by each party does not 

necessar:U,- refiect agreement on the evaluation o:t each 

element of cost, but rather a final resolution of all 

issues in the negotiation process. 

{11) Forward Pricing. The extent to which costs intluence· 

foi-ward pricing varies greatly from case to case. In 

negotiations ·covering future work, actual costs cannot be 

known and the importance.of cost estimates depends on 

the circumstances. The contracting officer. lllllSt consider 

all the factors affecting the reasonableness of the_ 

total proposed price, such as the technical, production 

or financial risk assumed, the complex:i.t7 ot work, the 

extent of competitive pricing, and the contractor's 

record for efficienc,-, econo~ am ingenuity, as well as 

2 
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available cost estizD:ates. He mst be free to bargain 

tar a total price lihich equitably distributes the risks 

between the contractor and the Government and provides 

incentives for efficiency and cost reduction. In 

negotiating such a price, 1 t is not possible to identity 

t.Jle treatment ot specific cost elements _since the bargaining 

is on a total price basis. Thus, Wile cost data is often 

a valuable aid, it will not control negotiation of prices 

for work to be performed. in the future, e.g.,. negotiation 

of a. firm fixed-price contract, an intermediate price 

revision covering, in lihole or iniportant part, work llhicb is 

yet to be performed, or a target price UDder an incentive 

contract. 

1$-702 Cost Principles and Their Use. (a) . When, pursuant to ASPR 1$-701, 

costs are to be considered in. the negotiation of fixed-price type contract, 

Section XV, Part 2, shall be used as a guide in the evaluation ot cost data 

required to establish a fair and.. reasonable price in conjunction with o~er 

pertinent considerations as set __ forth more fully in_ ASPR Section III, Part 8. 

... (b) lNhenever an oecasioD:. arises in whi~h acce~tabilit7. of a· specific 
.. 

item ot. cost becomes an issue, Section IV'~ Part 2, will serve as a guide for the , ' 
. I 

resolution. at the issue. - .. 

- . . 

·_(c) In. appl)'ing Part 2 ot this Section XV to fixed-price contracts, 

contracting officers willa (1) not be required to negotiate agreement on each 

individual element of cost; and (iil be expected to use their judgment as to 

the degree of detail in Wich the7 consider the individual elements of cost in 

arri~ at their evaluation of total cost, lihere such evaluation is appropriate. 

However, the negotiation record should full7 substantiate and justity the 

reasoning leading to anr negotiated price. 

3 
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Part 2 

Cost Principles Applicable to the Settlement of Terminated 

Contracts. In the consideration of costs.incident to the 

negotiB.tion of .termination settl.ements, the cost principles 

and procedures in the appl.icable Part of ASPR1 Section "731 

sball be used as a guide in conjunction with those set 

forth below: 

( i) Common Items. The cost of items reasonably 

·.~· 

usable on the contractor 1 s other work shall 

not be considered acceptable unless the 

contractor submits evidence that it could 

not retain such items at cost without sustaining('\ 

a loss. In deciding whether such items are 

reasonablY usable on other work of the contractor 1 

the contracting officer should consider the 

contractor's plans and orders for current and 

scheduled produc.tion. Contemporaneous purcbases 

of common items by the contractor shall be 

regarded as evidence that such items are 

reasonably usable on the contractor's otha-work. 

Any acceptance of common items as allocable 

·to the tenninated portion of the contract s~ould 

be limited to the extent that the quantities 

of such items on band, in transit, and on order 

are in excess of the reasonable quantitative 

requirements of other work. 
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( ii) Costs continuing after termination. If in a 

particular case, despite all reasonable 

efforts by the contractor, certain costs 

cannot be_ discontinued immediately after the 

effective date of termination, such costs 

a.re generally .. acceptable within the limita­

tions set forth in ASPR rl, and this 

paragraph 8-2l3, except that any such costs 

continuing after tennination due to the 

negligent or wilful failure of the contractor 

sball be considered unacc~table. .•: .. 

(iii) Ini tiSJ. Costs 1 including starting load and. 

· preparatory .costs, a.re generally acceptable. 

(A) Sta.rtiilg load costs are costs of a non­

recurring na. ture arising 1n the early stages of 

production and ~t tuJ.ly absorbed because of .the 

termination.· Such costs may include the cost of 

· labor and material, and related overhead attributable 

to such facto~s· a.s (I) ex~essive ·spoilage resulting 

from inexperienced ~bor, (II) idle time and subno~ 

product~on· occasioned by testing and changing methods 

of processing, (III) employee training, and 

(IV) unfam.Uiarlty or lack of experience with the 

product, materials, manufacturing processes and 

techniques. 

3 

.... 



1' 

-· ., 

~· 

(B) Pre:paratory costs are costs incurred in 1~ 
preparing to perfor.m the terminated contract, in-

eluding costs of initial plant rearrangement and 

alterations, management and personnel organization, 

production pla,nn1ng and similar activities, but 

exclild.ing spec:La.l· mac~ery and equipnent and 

starting load costs. 

(C) If initial costs are claimed and ba ve 

not been segregated on the contractor's books, 

segregation for settlement purposes shall be made · 

from cost ·reports and schedules which ref'l.ect the · 

high unit cost incurred during the early stages of 

the contract. 

(D) When the settlement proposal is on 

the inventory basis, initial costs should normally 

be all.ocated on the basis of total end items call.ed 

·-

for by the contract tmmediately prior to termination; 

however, if the contract includes end items of a 

diverse nature, some other equ1t$ble basis may be 

used, such as machine or labor hours. 

(E) When initial. costs are included in the 

settiement proposal. as a direct charge, such costs 

shall not also be included 1n overhead. 

{F) Initial. costs attributable to only one 

contract shall not be apportioned to other contracts. 

4 
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(iv) Loss of useful value of special tooling, 

- special machinery and. equipm.ent is generally 

acceptable: provided (A) such special tooling, 

· machinery' or equipment is not reasonably capable 

of use in the other work of the contractor; 

(B) the interest of the Government is protected 

by transfer ot title or by other means deemed. 

appropriate by the contracting officerj and 

(C) the loss of useful value as to any one 

terminated contract is limited to that portion· 

of the acquisition cost which bears the same::. 

ratio to· the total ~cquisition cost as the 

terminated portion of the contract bears to 

the entire terminated contract and other 

Government contracts for which the special 

. tooling, special machinery and equipment was 

acquired. 

(v) Rental costs ~der unexpired leases are generally 

acceptable where ~learly shown to have been 

reasonably ~ecessar,y for the performance of 

· the term1na.ted contract, less the residual. 

value of such leases, if: 

{A) the amount of such rental. claimed does not· 

exceed the· reasonable use value ot the propert,Y leased 

for the period_ of the contract and such further period 

as may be reasonable, and 

5 
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(B) the contractor makes all reasonable effort 

to terminate, assign, settle, or otherwise reduce 

the cost of such lease. 

There ~so may be included the cost of altera­

. tiona of such leased property, proyided ·such 

alterations were necessary for the performance 

of the contract, and of reasonable restoration 

·required by the provisions of the lease. 

(vi) Settleme~t expenses including the following 

are generally acceptable: 
.. 

{A) accounting, legal, clerical, and s1m1J ar.· 

costs reasonabl.y necessary for (I) .the pr~tion an~ 

presentation to contracting officers of settlement 

claims and supporting data with respect to the tenniDated 

portion of the contract, and (II) the tenniDation and 

. settlement of subcontracts j and 

(B) reasonable costs for the· storage, 

transportation, protection, and disposition of property 

acquired or produced for the contract .• 

(vii) Subcontractor . claims, including ·the allocable 

portion of claims which are common to the 

contract and to other work of the contractor 

are genera.lly acceptable. 

6 
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Cost Princi#les Applicable to the Settlement of 
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8-304(b) (iii) Page.832- Line 3 change parenthetical reference 
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8-503.5 Page . 84~ - Liile 5 change para.nthet1cal ref~rence . 

8~302a (~)(a){ii) to 8-213 (1). 

8-70~ Clause par( f) .- Page 8~ - Line 3 change reference 8-302 to·~~ 

8-213. 

8-703 Clause par( f) · ~ Page 872 -. Line 3 change reference 8-302 to 

8-213. 
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l July 1957 

UNDERLYING CONSIDERATIONS IN TBE DEVELOFMENT 
, OF 

A COMPREHENSIVE SET .OF CONTRACT COST PRDlCIPLES 

. OBJECTIVE:· . 
To adopt a uniform set of contract cost principles 1 applicable alike 

to cost deter.mtnations and cost estimates in those situations in which 
costa are a factor in pricing. 

DEFINITION Mm USE: 
A listing and detini tion of .individual elements of cost and statement 

ot conditions of allowabUity or unall.owabUity thereof applicable to ali 
situations in which costs are useful, as follows: 

a. For incorporation by reference to cover reimbursement in cost-type 
contracts and in the determination of formula termination settlements, and 

, r :~-b. For use by .1.. 

~~~~ ii / (l) Contractors in provid.iDg pricing, repricing, and te:rmination 
j~ settlement proposals; 

(2) ·Audit agencies in their advisory capacity of providing 

1 

· acco\mting . information; :: 
( 3) Contracting officers in any evaluation of cost information:~ 

whenever such information becomes a significant factor 1i1 
pricing or termination settlements. 

CONSIDERATIONS: 
a. Cost treatment should be equalized between the several types of 

contracts so that one type of contract will be neither less nor more · 
attractive to a contractor or to the Govermnent, by reason only of the 
cost t:rea.tment. Thus, the selection of contract type can be based upon 
the merits of the negotiation, i.e., the condi tiona surrounding the 
,required product or services and the extent of any contingencies covering 
risks, rather than external intl.uences arising out of cost. treatment. 

b. Risk 1D the form of a contingency principle ought to be recognized 
in tho'e instances iD which there is risk exposure. 

c. The objective o·ught to be fairness and equity 1D the development of· 
"one"; set of cos:t priDcipl.es. We sho~d not deny or restrict allowabllity 
of a coat, otherwise f'air, because dete t1on of reasonableness, in some 
ina~es,.may be difficult. 

d·. We should seek to allow legitimate costs of' doing business to the 
extent· that such allowance is reasonable and is allocable to the contract in 
question. ~is conclus~ requires adoption of a definition of' "reasonab~" 
and "allocable.,, and mr a lic:atlon of' these defirii tiona in the ir"ements of 
co ----- e. Uniformity of' cost treatment and coat result are important objectives. 
However, they· should not be achieved by arbitrary formulae in terms of' allowa;~ 
bility and by unnecessary imposition of. accounting methods and techniques. , 

....... 
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principles and standards set· forth in the.aeveral succeeding Parts of this 

Section in contracting and subcontracting and delineates the nature ot 

such use under different circumStances. 

15-101.1 Use. Part 2 is prescribed tor use as follows: 

(a) It shall be used aa a contractual;_ baaia, by incorporation 

by reference in the contract, tor cletel"JJlil:Jation·· ot: 

(l) Reimbursable costa under cost-reimburseaent type-

COntract a 1 inclUciina COSt•reiJBbursement·. t1!)8 · 

subcontracts thereunder i 

(2) Reimbursable costs under the coat-reimbursement. 

part ot time and materials ·contracts; and 

(3) Coats ot tel"JJlil:Jated contracts ot the type set forth 

.in (l) and (2) above. 

(b) It ·shall be ua~ in fixed-price type. contracts as general 

gu+dance in the negotiation of fair and reasonable prices rather than aa 

•~~' prescribe4 baaia tor determining such _prices. . In thia respect, the 

p0~o1ea- aD4 proced.urea aet torth h ASP1l Section. III, Part 8, are 
• "t .. • #· •• ~' .. 

. · · -~~- ·&IJ&l 8haJ.l be tollovecl. The degree o't uae of the principle• 

1D ~- 2 in tixed•price ·type contracts 1a dependent (i) on the 

.. ..... 
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circuutancea· ot the procurement and (ii) the torm ot fixed-price 0. 

t7,pe- contract, as tollava: 

~ . ' . ~, .. 

-·'· 

.• .. .. -

( l) In tormally advertised contracts, Part 2 ia 

inapplicable. 

(2) In ~ tixe4-prtce type negotiated. contractS, 

where, according to ASPR 3-8o8.3, cost analyaia ·ia 

required, Part 2. ia to be used primaril.y aa a means 

ot determining the necessity tor certain costa, and 

their reasonableneaa and allocability, rather than 

aa a prima.z'7 basia tor arriviDg at a price. J'ol'mUl.&. · 

type pricing, i.e., coats plus profit equala prtc:e, 

is improper and shall not be used. Coata are bu~ -· 

one ot. JDan7 tactora to be used in the negotiation (\ 

ot ~ f1xecl•pr1ce type contracta. 

(3) Part 2 ia not prescribed, by contract, tor use in 

fixed-price in~entive and redeterminable contracts. 

Nevertheless, becauae o'f the maJor ai~ieance at 

costa in the e.atabllahment of pricea under these 

typea ot contracta, the use ot Part 2 in determining 

allowab1l1 ty. of; such coats . must, o'f neceaai t7, be r-~44 '~ 

patternecl atter ite·uae under.coat-reimburaement 

type contracta. However, since incentive and. 

redeterminable contract• are baaica.J.l1' ot the t1xecl-

2 
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price type, the tact that a apecit1c item ot coat 

is set forth aa "unallowable" in Part 2 shall not, 

exCept &8 &et forth in ( 4) below 1 preclude apecial. 

consideration ot such an item when re~eated by the 

contractor on the.baaia that it contributes to the 

pertol'm&llce ot the· co11tract. !hia pa.rasraph ( 3) 

ia equalJ.7 applicable to terminations ot incentive 

and recleterm:iJlab~e contract•. 

(4) Notvit"tancJ1ng (2) and (3) ·above, certaiD itema·.., 

ot costa are 1Dappropriate tor inclusion in· GOYermnent 

coutracta aa allowable itema ot coat,·resarlleaa~ot 

the 't7Pe ot contract •. Therefore, to the· extent· ~ 

cost a~ia ia required 1D fixed-price tne ··contracts, 

the ~ea ot non-~ovabilit71 aet forth· in Part 2 

aa to the tol.J.oviDs items, ahall be appllecl preciaeq 

aa requ!Zed tor coat-reimbursement 't7Pe contracts: 
. . 

~· Federal .Inc~ and Exceaa Profit !axes. 

]!, • Entertainment expenses. 

c.. J'inea all4 Penaltiea. · 

(c)· Coata~ terminatiODII ot ~ t1xetl•price t7l)e 
' . . . . 

contracta,. ad.T~iaed or negotiated shall· be governed ·'b7 Part 21 aubject 

to the. apecial prorlaiona pertain1 ns thereto set forth in .ASPB section X'l, 

Part 5. (THIS WILL REQUI!i PICKIBG UP. J'RCK ~IOll VIII APPLICABLE 

PROVISIOE· PERl'AINING TO TEBMI11A1'IOIS fa STBAIGBT PIXED-PBICE 'l!PE CONlBAC'!S) • 
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. Proposed ~endments to Draft Dated 21 August 1958 .· .. ·· ~ . ~-J . . . ~- . _ APPLICABILI'rY . · 

. . ~a.,.,;.IIS,:·s;?21Q N'-·. "1'0--~~ · · 

· Scope of Sectfon~ -This. Section contains general cost prin-

ciples an~ standards tor use_in connection ~~h (i) the determination of 

costs under cost-reimbursement type contracts, (11) the utilization of 

cost data by contracting o~ticers in the negotiation of fair, and reasonable 

prices under the various types of fixed price contracts, and (iii) the . 

preparation and presenf.ationN:/a ~:i~s:;;!es b;r prospective conti-actors, 

contracto~s, and subcontractors. · 
. -

Part 1 - Applicabilit7 

lS-101 Scope of Part. This P~ prescribes the use of the cost 

principles -and standards set forth in the several succeeding Parts · ot this 

Section in contracting and subcon~racting and delineates the nature of . . 

such use under different circumstances. 

lS-101.1 Use. Part 2 is prescribed tor use: --

i . 
, .... . 

. ... . 

(i) As a contractual basis,by incorporation·b,y reference in the· 

c~ntract, tor determination of: 

(A) 
i 

reimbursable costs under ·_cost-reimbursement type con~raots 

including cost-reimbursement. type subcontracts_ thereunder 

· and the cost-reimbursement portion of ·time and materlals 

contract·s J 

(B) costs of ter.minated cost-~eimbursemant contractsJ 

1 TAB C 
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.·.---:~:-.~-(C) . terminations when the amounts thereof are determined 

unilaterally by the contracting officer in accordance 

·.with ASPR 8-209. 7(a). 

(D) the determination of final overhead rates. 

(ii) By contracting officers in the evaluati.on of cost data in t.OII~VttrJ~N 

w .1'1+ fixed-price inc anti ve and redetenninable type contractf and 

negotiated termination settlement agreements, as follows: 

.-. 

(A) In Retrospective Pricing and Settlements. In negotiating:· 

firm fixed prices or settlements for work ~ch has been . · 

completed or substantially completed at the time of~ 

-.... . ·.:·, ... 
~~-·~.:~:_.~:-·:~:· .. ~-· :· __ ·· : 

. ~ .. · ... · ' 

' . : . ·. ~.:.. . 

. . . 

negotiation (i.e., final negotiations under· fiXed_;pric_~--
. . ·. .. :~~ 

incentive contract, redetermination of price_ after com+,, ..... 
··,, ... ·. 

pletion of the work, or negotiation of a: settlanen~ .·:. -. 

agreement under a_contract terminated for the ·convenience 

of the Government), the treatment of costs: is a major 

factor in arriving at the amount of the price or settle-

ment. Accordingly, ASPR Section XV, Part 2, shall. serve 

as the basis tor evaluation of cost data (but see para­

graphs (C) and (D) below). However, the finally agreed 

price or settlement r~presents something other thari the 
, . · . · . · . · , . ~~ ·v ? 1'\ oF',.,.. - · . . · _ 
ktotal~ ot. ac~eptable cost~ since the final price· 

._·accepted by· each party do~s. ·not necessarily refiect 

agreement on the evaluation of each element of cost, 

but rather a final resolution of al.l . i~sues in the 

· negotiation process • 

2 
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In Forward Pricing. To· the extent that costs are a. factor~ 

in forward pricing (i.e., an intemediate price revision 

covering, in whole or important part, wrk which is "yet 

to be performed, . or a target price under an incentive 

contract), ASPR Section XV, Part 2, shall be utilized to 

provide general guidance_in the consideration or cost data 

incident to the negotiation of fair and reasonable prices 

rather than as a prescribed basis for deter.mining such 

prices. In this respect, the policies and procedures. 

set forth in ASPR Section III, Part. B, are governing 

and shall. be follo~ed .... The extent to which costs .. __ · 
. . to((wA'-v · . · · . ·. · . 
influence teu&M pricing varies. greatly from case., to . ~-. 

· . 
. - ' 

case. In negotiations covering future work, actual_·_ co8ts ·0 
cannot be known and the importance of cost estimates 

depends on the circumstances. The contracting officer 
I 

must consider all the factors affecting the 'reasonable­

ness of the total proposed price, such as the technical, 

production or financial risk assumed, the complexity of 

work, the ~ent of competitive pricing, and the 

contractor's record f~r efficiency, econ~ and ingenuity, 

as well as available oost estimates. He must be free 

to bargain for a total price which equitably distributes 

the risks between the contractor and the Government and 

prori.des incentives for efficiency and. cost reduction. · 

('In negotiating such a price, it is not possible to 

~ identify the treatment of specific cost elements since the(\: 

} bargaining is on a total price basis. 

3 
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In view o£ the considerations set forth above, the . 

contracting officer: ·will not be required to apecificalq 

evaluate and explain the treatment accorded each 

individual item of coat in substantiating the juati-

ficati_on _of a price. 

(D) Part 2 is not prescribe~ by this regulation_for 

. 0 · 1\ " ·q_r incorporation in fixed-price ince_nti ve and redeterminable · .r\ ~ 
\}~" "· "A 
~ \ type contracts. While recognizing the significance of 

. _... 
0 t/l 

coats in the establishment of prices under these _types 

of contracts, the use of cost principles _in such.· 

situations must be fiexible_ because the problem is . · 

one of negotiating a fixed 'price rather •than the . 

detennination of allowable or tmallow~ble cost~~--·: _ 

·? (since fixed-price incentive and redete:mdnable ·tyPe 

. \, contracts are. basically ·or the fiXed-price type, 
"-.... . . . 

. ~:-._~ . 

: ~~- - ,. 

···J.-·-. 

nothing in this Part. 2 shall be construed as preventing 

the submission·by contractors of requests for considera-· 

tion of any i tam which is considered by the contractor . 

to contribute ·to performance of the-contract. Such 

requests shall be in_ addition to and· shall be 

. specificall.y' excluded· ,from the development and submission 

·. _.ot· cost data and price analysis contemplated by 

.. ASPR 15-lOl.l(iv) below. Such inf'onnation may- be taken 

into consideration ·by" the Contracting·. Officer in 

detennining the overall price to the extent appropriate 

~o the circumstances of the particular procurement. 



. ·. 
v. 

·~ 

-~~.~~~: 
'(' : •. ;p:(P. ~ 

. . 

.... 

(iii) By contracting officers in the negotiation of firm fixed-price~ 

type contracts. 

· · · · -A. In negotiating firm fixed-price type contracts, (including 

those containing escalation provisions) and the 

=-~-~-~-- . 

non-cost-reimbursement portion of time and materials 

contracts, the usa ot cost analysis as a pricing aid is 

~ordinarily not necessary. Accordingly, utilization of 

the cost principles set fort~ in this Part 2 is not 

appropriate. In some situations, the various techniques 
t\ j . .. . .· 

·of pricing enumerated in ASPR Section III, Part 8; will· "-.·1:. 

~ . . ~~ 
(ot be adequate. In these instances,. cost estimates ca; . · .. 

. 'be of assistance in the negotiation of a fair ~d reasorbla 

price; however, primary concern is with the le_vd ot · · 

. estimated cost and secondarily with the types .of. costs" ·. 0 
included in the estimates. These cost estimates will 

. usuall.y ·require &valuation primarily- on a cost al~f 
basis, e.g., the reasonableness of the total labor 

estimate giving consideration to total. estimated manhours 

or the reasonableness of the overhead figures on a rate 

basis. In this connection, the general principles set 
. . 

-"forth in ASPR 1.5-201, :1.5.;..202 and l.$-203 should be 
~ ... ·-_·.-: , -

(iv) 

utilized to the maximum degree practicable. 

B.r contracto~s, prospective contractors, and subcontractors, 

as a basis for the development and submission of cost data 

and price analyses to contracting officers for the purpose 

s 



~· 

. . . 

. . 

'· . 

... .:. 
:I 

. , . 

. of negotiating estimated costs under cost-reimbursement type 

·~:-~·;,· .• ~· .. ·contracts or prices under fixed-price type contracts, with 

·the exception of those proposals expected to lead to the 

negotiation of firm fixed-prices where the ·prices are to be 

established prior. to or at the outset of the work. The 
. . . 

above exception includes fixed-price contracts containing 

escalation provisions and the non-cost-reimbursement portion 

of time and materials contracts. 

(v) By- the Audit Agencies in their advisor,- capacit7 of 
. . . fl"OV•~£ 

proViding ac~ountin~in the situat~ons enumerated in (iv) 

.above. 
·. .· ·..;, 

. ~~ ... 
,!' 

-:· "~ . . ' 
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Part l .- Applicab111 ty 

. 15-lOL.: Scope ot Part. This Part prescribes the use ot the cost 
. - .· 

principlea· &ncl standards set tonh in the several succeeding Parts ot 

this Section 1n contract1Dg and subcontractiDS ~d delineates the nature 

o-r such ·use. under different circumstances. 

1~101.1. Use~ · Part 2 is prescribed tor use: - . 

·. (1) As a contractual basis, by incorporation by reference 1n the 

contract, tor detemination ot: 

(}.) reimbursable . costa under cost-r•imbursement ~ contracts 

inclwUDg coat-remburaement tne subcontracts. thereunder, : 

the coat-re:lmbureement portion o~ tim• &D4 materi.al.s . 
· .. 
~~. . 

contracts ancl coats o~ te%mil:Jated coat-re:lmburaement centracts •. 

(11) With. ~spect to (1) above the deciaiODS set :toi-th in. this. Part· .2 

as .to uaallovab1lit7 have been dictated by a variety ot reasons, 

. 1nclu41Dg the a~strative c11tficulty o~ controlling certain 

expenditures. Accord1nsJ,. 1 nothing 1D this Part 2 abal 1 be 

·. ~onatruecl aa preventins the aubDiasion b7 contractors o~ 
. . 

. . requests tor spec~· conaid8rat1on ot arq expenses tor which 

.. · the contractor wuld DOt otherwise be re:Jmbursed.· Such 

requests shall be in addition to and sha.U. be spec1f1ca.l.l7 

. acludecl traa the devel.oplent and sul:m1ss_1on o~ coat data. 

··· · ID. detem1 n1ng the. tee to be paid, contracti.Ds officers are 

authorized vhere thq consider it aP.Propriate to do so to 

incJ.ude a factor which w111. give recognition to 8t'D:3 legit:lmate 

contractor expenses when such expenses are reaaonabl.e under the 

circumstances o:t particular procurements • 

..... 
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.. . ·. 
~ .. 

I:' I 

(111). t!lder t1xed price type contracts the ob~ective ia the 

negotiati~ ot a mut~ satistacto17 price or settlement · . 

. rather than the determiDation. ot alJ.owabil~"t7 or unal.lowab1llt7 
' • •i•l. :. • : ' 

ot individual cost itema. Acco~tqgl_)T1 under such :fixed 
' ' ' ' ,.~ ' ·• ;1 

price tY.pe contracts 1 the. pr;tnciplea .in. 1;hia part are .. · 

intended to afford g,meral gui~e oDly to (a) contractors 
• • J• 

in the preparation and sul:lllisaion ot cost representations, 

(b) auc11tora 1D the ~endition ot ad~17 audit repo_rts, 
- ,' . . . 

and (c) contracting officers in their consid.eratiou. ot · 

cost data incident to ~e negotiation of contract. prices. 
' . . 

15-101.2. ".Allow.ble" and "Uaallovable~ 1D Com1ect1on with FiXed Price;.·. 
l - ; ·~· •• 

T;t;pe Contracts. As used 1n ASPR1 &pction XV, Part 21 th• words "a.ilowable,-• . · . 
. .. ... r. . ~· ' . . .. ·· . . . f"\ 

"unallowable," and the like, shall, in cozmection with 8ZJ:1' fixecl-price t,pe · 
... r .. .- ...... .. . 

contract, mean "acceptable," "unacceptable," and tJ:le like. 

····-···. 

_. ..... 
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Part 7 - Fixed-Price Type Contracts 

1$-700 Scope of Part. This Part sets forth the. guidelines to be 

used tar· the evaluation ot costs in negotiated fixed-price type con~racts, 

including terminations thereof, in those ins tames ldlere such evaluation 

is required to establish prices for such contracts. "Fixed-price type" 

contracts include, for purposes of thi~ Part, the following: 

( i) firm fixed-price cnntracte (ASPR 3-403 .1) 

(ii) fixed-price contracts with escalation (ASPR 3-403.2) 

(iii) fixed-price contracts providing for the redetermination 

of price (ASPR 3-403.3) 

·(iv) fixed-price incentive contracts (ASPR 3-403.4) 

(v) non-cQst-reimbursable portion of time and materials 

contracts (ASPR. 3-405.1) 

1$-701 Basic Considerations. (a) Under fixed-price type contracts, . 

prices,~ separate elemenSs of cost. plus profit, are to be negotiated. 

A negotiated price is the basis for payment to a contractor under fixed­

price type contracts; allowable costs are the basis tor reimbursement 

under cost-reimbursenent type· CC?ntracts. Accordingly, the _policies ~ 

pr_~edures ot .. ASPR Section III;, Part 8, are governing and shall be r.ollowed 

in: .. the negotiation of fixed-price tY,Pe contracts. 
\ .. 

(b) Ae recognized in ASPR Section III:, Part 8, there are within 
· .. ·.· _. ,· ·. . . .· . . ec. 
·. the·· fixed-price type category- of contracts certain situations, ~, 

incentive and redeterminable contracts, in which costs are a significant 

factor .in the negotiation of prices. In such situations, costs must be 

submitted.by contractors, evaluated by the Government, and used as 

TAB C 
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appropriate in negotiating fair arid reasonable_ prices. However, since r· 
' ·. . 

jhe buicl objective, even in these situ_rtions, is the negotiation of a 

price rather than the determination of allowable and unallOTifable cogts, 

the use of cost principles DDlst be flexible •. 

1$-702 Cost Principles· and Their Use. (a) _When, pursuant to 

AIPR 1'-101, costs are to be consider~ in fixed-price type contracts, 

Section XV, Part 2, shall be used to provide general guidance in the 

consideration ot cost data in conjwx:tion with other pertinent considerations 

as set forth more fully- in .ASPR Section III, Part 8, ~equired to establish . 

a f'air am reasonable price. 

· (b) In using Part 2 ot this Section XV for general guida.npe,. 

contracting officers are not necessaifly- required t~==~,:e~al.ua~-='1· 
each illdividud item of' cost (as is. required tor cost-reimbursement type .. · 

contracts) in establishing a price; nor shall they- be required, in sub-

stantiating or justitying a negotiated price, to explain the treatment 

accorded each such item ot cost. Notwithstanding the above, contracting 

officers are required to tull7 substantiate and justify aqr negotiated 

. \ 
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SECTION XV 

CONTRACT COST PRINCIPLES 

. 15-000 Scope of Section. This Section contains general cost principles 

and standards in connection with (i) the determination of historical costs, 

(ii) the preparation and presentation of cost estimates by contractors and­

subcontractors, and (iii) the review, audit and evaluation of cost data; in 

the negotiation ~d administration of Government contracts and subcontracts 

thereunder. 

Part 1 - Applicabilit.y 

15-100 Scope ot Part.· This Part prescribes the oir~umstances under which 

the cost princ~ples and standards set forth ·in the several succeeding Parts 

ot this Section shall. be used in contracting and subcontracting and the nature 

of that use. 

_15-101 Applic~bility of Part 2o (a) General. In all contracts described 

in ASPR 15-200• ASPR, Section XV, Part 2. shalla 
. . ' . . 

(1) be incorporated by reference.so as to provide the contractual 

basis tor ascertaining --

(A) reimbUrsable costs under cost-reimbursement type contracts 

and the cost-retmbur~ement portion of time and materials 

contracts, and 

. (B) costs which will be allowed by the contracting officer in 

unilaterally determining the amount due the contractor 

under a fixed-price type contract terinina.ted for the· 

convenience of the Gover-nment or a terminated cost-

retmbursement type contractJ 

·~.. . . 
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(ii) 
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serve as the basis for --

(A) the development and submission of cost data and price 

analyses by contractors and prospective contractors in 

support of pricing~_· repricing. negotiate4 overhead 

rates. requests tor progress payments, and termination 

settlement proposalsJ 

(~) the evaluation of oost information by contracting 

officers in the negoti~tion and administration of 

contracts, whenever such information beccmes a factor 

in p~icing, repricing~ establishing overhead rates. 

disposing of requests for progress payments, or settle-

ment of termination claims by agreementJ 

(C) the-resolution of questions of acceptability of 

specitio it~ms of cost in ret!ospective pricing; 

(D) audit. reports prepared by audit agencies in their · 

advisory capacity of providing accounting information; and 

(iii) serve as a guide for the resolution of questions of acceptability 

of specific items of costs in forward pricing when· such costs 

have become an issue. 

{b) Use in Retrospective Pricing and Settlementso . In negotiating firm 
• .. ~ . 

fixed prices or settlements for work which has been completed or substantially 
. . . . . . 

canpleted at the time of negotiation (e.g., final negotiations under fixe~ 

price incentive contract, redetermination of price after completion of the work, 

negotiation of final overhead rates, ·.or negotiation of a settlement agreement 

'I:' I " .... 
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under a contract terminated for the convenience of the Government)~ the treat-

ment of costs is a major factor in arriving at the amount of the price or settl~ 

ment. Accordingly, ASPR, Section XV, Part 2, shall serve as the basis for 

the development and evaluation of cost data, and in any event for the resolu­

tion of questions of acceptability of oosts in retrospective pricing~ However, 

the finally agreed price or· settlement rep~eaents something more than the~ 

total of acceptable costs, a ince the final price accepted by e aoh party does not 
' I 

necessarily reflect agreement on the evaluation of_each element of cost, but. 

rather a final resolution of all issues in the negotiation process •. 

(c) Use in Forw~·d Prioingo To the extent that costs are a factor in 

forward pricing, ASPR, Section XV, Part 2,- shall apply to· the developmen~- and_ 

evaluation of cost· datact The extent to which costs ·influence forward pricillg 

varies greatly from case to case. In negotiations covering future work, actual 

costs cannot be known and . the importance of cost estimates depends on the cir-. 

cumstances. The· contracting officer must consider all the factors affecting the 

r~asonableness of the total proposed price, such as the technical, production 

or financial risk assumed~ ~he canplexity of work, the extent of competitiVe 

pricing. and the contractor's record for efficiency, economy and ingenuity, as 

well as" available cost estimateso He must be free to bargain for a total price 

which :~qui tabl~ distributes the risks be.tween the contractor- and the Government 
~ . ,. . . 

and prtivides incentives· for efficiency and cost reduction. - In negotiating such 
.• . . 

a price, it is not possible to identify the treatment of specific cost elements 

since the bargaining ;s on a total price basis. Thus, while Part 2 will be used 

to develop and &V$luate cost_ data, it will not control negotiation of prices for 

work to be performed in the future (e.g., negotiation of a firm fixed-price 

3 
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contract an intermediate price revision covering, in whole or important part, 

·work which is yet to be performed, o~ a target price under an incentive contract.· 

Nevertheless,. when the question of acceptability of a specific item of cost 

becomes an issue, Part 2. will serve as a guide for the resolution of the issue. 

(d). "Allowable" and. "Unallowable" in Connection with Fixed-Price 'l]pe 

Contractso As used in ASPR,- Section XY, Part 2, the words "allowable,'' "una·l .. 

lowable," and the like, shall, in cozmection with any fixed-price type contract. 

mean "acceptable," "unacceptable," and the like. 

·Part 2 - Principles and·Standards Applicable 
to Supply, Ser7ioa, and Researoh ani 
Develvpment Contracts with Co~rcial 
Organizations · 

15-200 Scope of Parts This Part contains, for use in accordance with the 

_provisions ot ASPR 15-101, general principles and standards for the evaluation 
~\ 

and determination ot coats in connection with supply, service, and research and 

development oontraots, other than (i) such contracts with educational or other 

nonp~ofit institutions, (ii) construction contracts and contracts for arohitec~ 

engineering services related to construction, and (iii) facilities contracts and 

clauses in supply or·service contracts providing for the furnishing of facilities. 

15-201 Basic ConsiderationS • 
.. 

15-201.1 Composition ot Total Cost. The total cost ot a·contract is the 

sum ot the allowable direct ~d indirect coats allocable to the contract, in,. 

curred or to_ be iricurred. less·~ allocable credits. In ascertaining what 

constitutes coats, ~ generally accepted method of determining or estimating 

oosts that is equitable under the circumstances may be used, including standard 

costs properly adjusted tor applicable variances. 

~· 
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15-201.2 · Factors Affecting Allowability of Costs. Factors to be considered 

in determining the allawabilit,y of individual items of cost include (1) reason­

ableness. (11) allocability, (iii) application of those generally accepted 

s.,· _1 accol.mt_ing principles and practices .:_appropriate to the particular circumstance-s. 

(i v) signii'ioant deviations from :the established practices of the cont-ractor 

which would substantially increase the contract costs, and {v) any limitations or 

exclusions set forth in this Part 2, or-otherwise_ included in the contract as to . ' ..,_ 

types or ~ounts of cost itemso 

15-201.3 Definition of Reascnablanesso A cost is reasonable if, ~ its 
_.._.. .. ._~ ~.--.......-..-a~· ........,. .. -...~--

nature or amount, it does not exceed that w~ioh would be incurred b.y an ordi• 
/ . 

narily prudent.person in the conduct of competitive businesso The question of 
. . . . . . 

the reasonableness of specific costs must be scrUtinized with particul~ care in 

connection with companies or separate divisions thereof which are .not subject to 

competitive restraints because the preponderance o.f' their business is with the 

Gover.ment or because of a:tJ.Y other reasono T"vhat is ~easonable depends upon a 

variety ot considerations and circumstances involving both the nature and amount 

of the. cost in question. In ·determining the reasonableness ot a given cost, 

consideration shall be given to-a 

(1) whether the cost is of a t,ype generally recognized as ordinary 
; 

and necessary for the conduct of the contractor's. business. and. 

the performance of the contractJ 

(ii) the restraints or requirements ·~posed by such factors as 

generally accepted sound· business practices. arm's length bar-

gaining. _Federal and state laws and regulations. and contract 

terms and specifications) and 

6 
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(iii) the action that a prudent business man would take in the ci~ (~\ 

cumstanoes, considering his responsibilities to the owners of 

the business, his employees, his customers, the Government and 

the public at large. 

15-201.4 Definition of Allocability. A cost is allocable if it is assign-·.-· 

able or chargeable to a p~icular oost objective, such as a contract,· product, 

product line. process, or class ot customer or activit,y~ ·in accordance with the 

relative benefits received or other equitable relationshipo Thus, a oost is 

allocable to a Government contract if ita 

(1) is incurred specifically for the contr~ctJ 

(ii) benefits both the contract and other work or both Government 

work and other work and oan be distributed to them in reason-

able proportion to the ·benefits received) or 

(iii) is neoess~ to the over-all operation of the business, 

although a direct relationship to 8.1JY particular cost objective . 

cannot be shawno 

·15-201.6 Credits. The applicable portion of any actual or anticipated 

income, rebate, allowance, and other credit relating to any allowable cost, re• 

ceived.by_ or accruing to the contractor, shAll be credited to the Government 

eithSr ~a a_cost reduction or by cash re~d, as appropri~te • 

. 15..;202 .. -Direot Costs. 

(a): A direct cost is ~-cost incurred or to be incurred solely for the 

benefit of a single cost objective. Classification of an item as a direct cost 

is not determined by its incorpo~ation in the end product', as mate_rial or labor. 

Costs incurred or to be incurred solely for the benefit of the contract are direct 
~\ 
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costs of the contract and are to be ·charged di. rectl7 theretoe Costs incurred 

sole}7 f~r the bene.ti t of other work of the contractor are direct costs o:t that 

work and are not to be charged to the contract directq or indirectJ.T~ 

" (b) This definition shall be applied to all items of cost· of significant 

s, ··~ amount regardless of the established accoun~ practices ot the contractor 

uz:less the contractor demonstrates that the application ot his current practice 

achieves substantial.l.7 the same results. Direct cost items ot minor amouut ma7 

: ... ·~ be distributed as ~rect costs as provided ill jfjfllt~20'o 

lS-203 Indirect Costs 

(a) An indirect cost is arq cost incurred or to be incurred for the benefit 

of more than one cost objective. Minor direct cost items ma:r be considered to be 

indirect costs tor reasons. o t prac~icali t7 ca Atter direct costs have been deter-. 
. . 

mined and charged directl7 to the contr~t or other. ~rk as appropriate, indirect 

· costs are those remaining to be allo~ted to the several classes ot work •. 

(b) . Indirect costs shall be accumulated b7 logicu· cost groupings with 

due consideration of the reasons tor incurring the costs which are in turn dis­

tributed to the cost ·objectives •. Each grouping shou.:'.a be determined so as to 

permit distribution of. the grouping on the basis ot the benefits accruing to the· 

several cost objectives. Commonl.71 manufacturing. overhead, sal 11 ng expenses, and 

. general:,and administrative. expenses are ·sepm-atel7 groupedo · Similarly, the par­

ticular~·.~a~ ma,- require subdivisions ot·ithese groUpingsJ e.g., bu:Uling occup_a.n-

07 costs ~1; _be. separable frOm thOse ot persoMel· administration within .the 

manuf'acturing overhead group. The number and composition ot the groupings shoul:H. 

be goyarned: b;: t1l'~ic·al. cons:tdentiOiil! & shC?tdd· bf)·· wch as· not~ \md~ cOizi. 

pl:1aate the- aJ:l.Oeat:ttn where aubst~ti~ the ~ resu1ts are achieved through 

.less precise methods. 

7.-
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(\ 
· (c) Each _co_st grouping shall be distributed to the appropriate cost ob'" 

ti ves. 'lbis necessitates the selection of a distribution base common to all 

cost objectives to which the grouping is to be allocated. The base shouli be 

:r .. ·;;J selected so _as_ to permit allocation of the grouping on the .basis ot the benefits 

·;,: 

. . 

accruing to the several. cost objectives., This principl.S tor selecil on is not to 
. . 

be. applied so rigidly'as to undul.y complicate the allocation where substantially 

the sane resul.ts are achieved through less predise methods. 

(d) The method of allocation of indirect costs must be based on the i-81'• 

ticul.ar circumstm ces involved. The method shall be in accord with those gen-
~ 

orally accepted a ccounting principles which are applicable in the ci.rcumstaDoes. 

The contractor's e~tablished practices, if in accord with such generally accepted 

accounting principles, shall be acceptable. However, the methods used bT the 
. . 

m ntractor mq. require reez;um nation when: 

·-· 

(1) ar17 substantial dl. fference occurs between the cost patterns 

ot work under . the contract "and other work of the cantrflCtor; or 
(ii) arJ7 signiticant change occurs in the nature of .!the bus:l.nesa;, 

the extent of submntracting, fixed asset improvement programs, 
.. . ( . 

the inventories, the volume ot sales and prodUction, manutacturl.ng 

processes, the contractor's products, or other relevant 

circunstm.cea • 

. (e) A base perio4 tor allocation ot indirect costs is the period dl.ring 
. -, - . . . . 

which such t»sts are incurred and acCUmulated for distribution to work perfomed 

in that period. The· base period or periods slial.l be so selected as to represent 

the period of contract performance and shall be sutfl.cielitl7 long to avoid 

. inequities in the allocation of costs, but normal.ly no longer than one year., ('\ 

8 
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Uhen the contract is performed over an extended period of time, as many 

such base periomwill be used as will be required to represent the period 

of contract performance. 

lS-204 Application of·P.rinciples and Standards. 

lS-204.1 General. 

(a)·· ·costs (including those discussed in ASPR lS-204.2.> shall not be 

allowed except to the extent that they are reasonable (see ASPR l.$-201.3), 

allocabie (see ASPR 1.5-201~4) 1 and determined to be allowable in view of the 

other factors set forth in ASPR lS-201.2 ~ 

(b) The. extent of a~owability ot the selected i tams ot cost covered 
. . . 

in ASPR lS-204.2 has been stated to apply broadly to marv accounting systems 

in varying contract situations. Thus, as to any ·given· contract, the reasonable-· 
. . 

ness and allocability of certain iteins of cost may be dif'ficult· to determine, 

particularly in the case of contractors whose business is. predominantly- or 

substantially with the Government·. In order to avoid controversy and 

possible Subsequent disallowance based on unreasonableness or non-allocabil-

ity, the extent of allowability of such costs should be specifically dis­

cusse.d~ and agreed to in advance of the contractor's incurring of such costs 

. Urxieri cost-reimbursement type contracts, fixed-price incentive contracts, aa:l \ . ; . 

fixed..;price contracts subject. to price redetermina.tiori. Any such agreement 

should be. incorporated in cost-reimbUrsement type contracts or made a Part. 
ot the contract fUe in the case of negotiated fixed-price type contracts, 

and. should govern the cost determinations covered thereby throughout the 

performance of the related contract. Such items of cost include: 

9 
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usa cMrgas for fully doprecil!ted ossets (.AS.fF. 15-204.2(1)(6: : 

food and dormitory service furnished, lTithout c ust to 

emplo.veos or L1volving siGnificant losses (ASffi lS-204.2(n)); 

(iii) ·deferred rnaintemnce costs (J\SPR l$-20~ .• 2 (t)(l)(ii)); 

(iv) pre-contract costs {i\SPR lS-204.2 (cld)); 

(v) research ~ncl develop::·,ent. costs (ASPR lS-204.2 (ii) (6)); . 

·(vi) royalties (ASPR lS-204.2 {jj)); 

(vii) selling !'nd distribution costs (ASiR 1S-204~2(klc)(2)); and 

(viii) trovel cwsts, ~s related to special or ~Dss parsonnel move-

ment (AS,R 1S-204.2(ss)(S)). 

(c) Select ad items .;;f cost aro considared in A.Si.,R lS-204.2. However, 

.I\5PR l$-204.2 does not cover every element of cost ~nd every situation that 

might "rise in. a ·p~rticu.l.ar c~se. _Fnilure to treat any item of cost in 

ASlR lS-204.2 is not intended to imply th2t it is either nllcn.,ohle or unallot-r ... 

a~-,le. Ui~h respect to ell-items, whether or not specifically covered, deter­

mination of ~llowabUity shall be based on the principles ~nd standards. set 

forth in this Part and, l'ihore ~ppropri2te, the tra~tment of simil.nr or relnted 

s~lectec it(J118. 

· lS-204;2. Selected Costs. 

) 

· ~a) . Advert ising Costs. 

_ ~1) Advert is inr costs include· the cost of edvertis ing media ~ rxi 

corollary t-dministrative costs. ·Advert.Lsing madi2 include magazines, ne1-rs• 

~pers., ra~io and- tel~ision progrer:3, direct mail, trade p~pers, outdoor 

advertising, de2ler cards end window displays, conventions, exhibits, free 

goods and samples, end sales literr~e. The following advertising costs are . 

. __; alloweble: 
f\ . 

lO 
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boDds as bid, performance, payment, advance payment, .intringement, and fidelit7 

boms. 

(2) Costs of boDiiDg required pursuant to the terms of the contract . 

are allowable. 

(3) Costs ot bollding required b7 the contractor 1D the general con- , 

duct ot his business are a.ll.owable to the extent· that such bcmding is in 

accordance with sound business practice and the rates aDd premiums are reasonable 

under the circumstances. 

(e) Civu·nete;se CoatE, 

· (1) ° Civ~ defense costs are those incurred 1D plann1Dg tor, and the 

protection ot lite a!ld propert7 against 1 the ) possible effects ot enelrl7 attack. 

ReasoD&ble co.sts of civil defense ~asures (including costs 1D excess ot ziormal 

plant protection costs, first-aid training and supplies, tire fighting training 

and equipment~ posting of additional exit notices and directions, aDd other 

approved civU defense measures) UDdertaken on. the contractor's premises pursuant 

to suggestions or requirements ot civil defense authoritits are allowable when _ 

allocated to ~work of the contractor • 

. (2) Costs ot capital assets UDder (1) above 3.l'e al.lowable through 
... 

depreciation 1D accordance with (1) belov. · 
. . 

(3) · For contributiona to lo~ civil.detense tr.mds 8lld projects, see 

(h) below • 

. (t) Compensation ror Personal Stryices. 

(1) General. A• Compeonsation tor personal services includes all 

remuneration paid or accrued, in whatever form 8Jld whether paid immediate~ or 

deferred, tor services rendered b.Y emplo,Jees to the contractor during the period 

of contract performance. It includes, but is not. limited to, salaries, wages, 

12 
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(i) adver~.islng in trade and teclmical jour!lals, proVided 
. . 

such advertising does not otter specific products or 

services _tor sale but is placed in jourllals vhich are 

valuable tor the d1ssemillat1on or technical information . 

w1 thin the . contractor 1 s industrr; and · 

(ii) help W&nted advertising, _as set ·rorth in (gg) _below, when 

. c~nsiderad i~ cu~junction with all ether ;ecrui:ing costs~ 

· · (2) All other advertising costs are unallowable • 

(b) Bad Debts. Bad debts, including losses (whether ·actual or 

·estimated) arising from uncollectible customers' accounts and other claims, 

related coll~ction costa, and ··related legal costa, are unallow.ble. 

(c) Bidding Costa. Bidding costs- are the coats ot preparing bids or 

proposals on potential Government and non-Goverzmzent contracts or proje~ts,. 
. . 

. including the development ot engineering data and cost data necessar:y to 

support the contractor's bids or proposals. Bidding.costa ot the current 

·accounting .perioq ot both successfUl and WlSUccesstul bids &%1d proposals 

normall.7 · sball be treated as indirect costs ~ allocated currentlr to all 

business ot the contractor, in which evant no bidding costs ot past account­

! ng periods sball be allocable in the current period to the Government con­

tra<;~; however, the contractori a established practice ma7 be to treat bidding 

cost~ b7 some other recognized method.; Regardless ot the method used, the 
. . . 

results obtained ma7 be accepted oD17 it _t01md to· be reasomble and 

equitable. 

· (d) Bonding Costs. · 

(1) Bonding costs arise when the Government. requires assurance 

against tinaDcial loss to itselt or others b7 reason ot the act or default ot 

the contractor. They arise also in instances vhere the contractor requires 

sim1lar assurance. Included are· such 

11' 
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directors • and executive committee members 1 fees, bonuses, incentive awards, 

employee stock options, fringe benefits, and contributions to pension, annuity, 

stock-bonus and profit-sharing plans. Except as otherwise specifically provided 

in this paragraph (:r), stich .coe'i;s arc allowable to the extent that the total. 

compensation o:r individual employees is rea~onabla for the sorvices rendered. 

£.• Co~pensation is reasonable to the cxtont that the total amount 

paid or accrued, is. commensurate with. compQnsation paid under the contractor's 

established policy and conforms gunorally to compensation paid by other con-

tractors of th~ same size, in the same industry, or in the same geographic area, 

for s~r services. Compensation will be particularly scrutinized to dotcrmino. 

whether the compensation is reasonable in amount and is for actual pcrso~t · 

sorvices, rather than a distribution of profits, whon paid (i) to owners of. 

closeq··mld corporations, (ii) to partners and solo proprietors, {iii) to 

members of tho immediate families of persons within: {i) and { ii), above, or (iv) 

to persons who aro committed to acquire a substantial financial interest in the 

contractor's enterprise •. In addition,' compensation ·eXpenses must be. particularly 

scrutinized in light of tho presenca or absunco of the. restraints occurring in 

the conduct of competitive business. 

c. Compensation. for services ~endared paid to partners ani sole 

proprietors' in lieu of salary will bo allowud to the extent that it is reason­

. ablo and deus not. constitut~ a distribution of profits. 

9.· · In addition to the general. rvquirezoonts sot forth in·! through .E. 

above, cort·ain ·rorms of compensction aro subj.3ct to furth~r requirements as 

specifiud in (2) through (ll) bolow. 

13 
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(2) Salaries and Wages. Salaries. and wages for current services I~ 
include gross canpensation paid to employees· in the form of cash, products, o4-­

services 1 and are allowable subject ~o the qualifications of (y) below. 

(3) Cash Bonuses and Al-rards. Cash bonuses, suggestion al-rards, and 

sate.ty awards, based on production; cost reduction, or efficient map.agement or_ 

performance, are allowable to the extent paid or accrued pursuant to an 

agreement entered into in good faith between the contractor and the employees 

before the services were rendered, or pursUant to an established plan followed 
. . ·••J. 

by the contractor so consistently as to iinply, in effect, an agreement to make 

· such payment. 

(4) Bonuses and Incentive Compensation Paid in Stock. Costs of.: 
. . . . . : . 

bonuses and incentive ccmpensati~n paid in the stock of the contractor o~ of an ~ 
. ~ 

affiliate are allowable to the extent set· forth ·in. ( 3) above (including the 
. . ~ 

incorporation of the principles of paragraph ( 7) below for deferred bonuses 

and incentive canpensation), subject to the following additional requirements: 

( i) valuation placed on the stock shall be the fair market value, 

determined upon the most objective basis available;. and. 

· ( ii) accruals for the cost of stock prior · to· the issuance of . such 

s~ock to the emplqyees shall be subject to adJustment 

according to the possibilities that the ·employees will not 

receive such stock and: their interest in the accruals will 

be forfeited. 

Such costs othe~d.se allowable are subject to adJustment according to the 

principles set forth in (7)£· below. (But see AsPR 15-204.1 (b).). 

( 5) Stock' Options." · The cost. of options to employees to purcbase_ 

stock of the contractor or of an affiliate are unallowable. 

(6) Profit Sharing Plans. For purposes of these principles, profit 

14 
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sh~ring plans aro divided into two typos, Mmoly, i.mmediate payment p~ns and 

deferred distribution plans. Immediate payment plans inc1udo those which provide 

for payment (of tho profits bo.ing distributad) to tho individual officers and 

employo~s shortly aft_er datarmination: of the amount due to each rather than after 

a . lapse of a stated pe::riod of years or upon thE:; retirement, death or disability 

of'. the individua·l officers and urnp1oyocs. Deferred distribution plans include 

thos\J. which provide for payment (of tho profits being d istributccl) into a sop:.:lrate 

~ bank account; or fund usually undor the control of a trustt;u, fur disbursomont to 

the individual officers and employ~Jos after_ a st~t~d period of yuars or upon their 

retircmt:Jnt, doatl?- or disability. Profit sharing plan costs under plans of' the 

immediate distribution typo ara unallowable. Prof' it sharing plan costs under 

plans providing f?r def~rred distributions will be all~wable, subject to the:: pro-

·. ·-tsions of paragraph (7) below, only in thosG cases. 2pd to the extent tho distri­

butions of benefits are to bo ·made upon or alter rctiremont, disability or death. 

of the covorGd officers and employees.· 

(7) D~ferred Compensation. · !• As used heroin, dcfurred compensation in­

. eludes all renru.neratton, in whatever form, for· services curr~ntly rendered, for 

which the cmployco is net paid until.after the lapse of a stated pori~i of years or 

the occ~cnca of other ev~nts as provided in the plans, except. that it does not in­

clude nor~·l end of accounting period accr~ls~ : It includes (i) contributions to 
. . 

p6tllsion, ~-nnuity, stock ponus, and profit. skring plans, (ii) contributions to ·.dis-
~ . . . . . 

ability, withdrawal; insurance, silniv~rship, and simil:.:lr benefit plans, and (iii) 

other deferred compunsation, wh~thar paid in cash or in stock. 

2,. Deferred ccmpunsation, including profit s.haring plan costs 

allowable unct.::r (6) above,. is allowable to the GXtont that (i) it is for ser­

_i.c~s roroured during th~ Cvntroct period; (ii) it is, tog~thGr with. all 

15 
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other compensation paid to the employee, reasonable in ~ount; (iii) it is ped~ 

pursuant to an agreement ente~ed into in good faith between the contractor and,-

employees before the services are rendered, or pursuant to an established plan 

followed by the contractor so consistently as to imply~ in effect, an agreement. 

·l/j to make such payments J and. (iv) for a plan whioh is subject to the Bureau of. 

·~..~·: . 

Internal· Revenue, it falls within· the criteria and standard~ of the Internal 

Rn.,nue Code and the regulations of the Bureau of Internal Revenueo . (But see 

ASPR 15-204.l(b)o-) 

a. In determining the oost of deferred compensation allowable -
under. the. oontraot, appropriate adjustments shall be made for credits or gains 

. arising out of -both normal and· abno~al employe~ turnover_, or any other contin­

gencies that oan result in a forfeiture by employees of suoh deterred compen-

sation. Adjustments shall be made only for· forfeitures ~ich directly or in-
(\ 

directly inure to the benefit of the contractor; forfeitures which inure·to th 

benefit of other employees covered by a deferred compensation plan with no 

reduction in the contractor's costs will not normally give. rise to adjustment in 

contract costs • Adjustments for normal employee turnover shall be based on the 

contractor's experience and on foreseeable prospects, and shall be reflected 

in the ~ount of cost currently allowable.· Such adjustments will be unnecessary. 

··to the .iextent that the contractor oan demonstrate that ·its contributions take. 

into ad~ount normal forfeitures. Adjustments for possible future abnormal for­

i'ei tures shall be et'feoted. accord:ing to the ·following rule a a· 

(i) abnormal forfeitures tha.t are foreseeable and which can 

be currently evaluated with reasonable accuracy, by 

actuarial or other sound computation. shall be reflected 

by an adjustment of current costs otherwise allowable; and,~ 

(ii) abnormal i'ori'ei tures, not within (i) above, may be made 

the subject o£ agreement between the Government and the 
16 
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contractor either as to an equitable ~djustme;nt or a 

method of dqtcrmining such adjustment. 
. 

d.·. In detdrmining whether doforred compensation is for services 

rendered during th~ co~tract pariod ~r is for future services, consideration · 

shall be given· to conditions imposed upon evontual payment, such C\S, requirumunts 

of c.ontinuec:l emplo~ent, consultation aftur retirement, 'lnd covenants not to com­

pete. Simil.Clr consideration should be givan to ·\tha .cost of J:ast service credits 

of pension and annuity plans. 

(8) Fringe Benefits.. Sec (o). 

(9) .Overtime, Extra-Pay Shift and Nulti~ .. Shift Prumiums. Soa (y). 

(lO) Training And Edu~tion Expenses. See . (qq). 

. (ll) ·Insurance and Indemnification. Sea (p). 

(g) Contingencies. 

· (1) A contingency is a possible futuro event ur condition arising 

from presently known or unknown causes, the outcome of which is in::leterminablc 

at a present.time. 

{2) 
/ 

Iri historical costing,· i.e., costing as related to past evants or 

Gxp\::ri\Jnca, contingencies ore not ollowabl~. 

·-- (3) .. In conn~ct i~n with ostinetos of futur~J costs, contingencies fall 

into twb categories: 

(i) · thoso which may arisa from pr~£;sently known and existing 

conditions, the effects of which aro foreseeable within 

reasonable limits of accuracy; e.g., anticip~tc~ costs of 

· rejects and defective work; iri such situations whore they 

exist, contingencies of this category arc t·o be included in· 

the .estimates or futuro cost so as to provide the b~st 

estimate of performance costs, and 

17 
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(ii) those whioh may arise from presently kn~rn or unknown 

conditions, the effect -of which oann~t be measured so 

precisely as to provide equitable results to the con-

tractor and to the GovernmentJ e.g., results of pending 

11 tigation, ·.and other general business risks. Contin-

genoies ·of this category are to be excluded from oost 

estimates under the several items of cost, but should 

be disclosed separately, including the basis upon which 

!\, 

the conti~gency is computed in order to facilitate the 

negotiation of' appropriate contractual coverage (see, tor 

example, {p), (t), and (mm) below)-o 

(h)· Contributions and Donationso Contributions and donations are -: 

unalloW-able. .(\ 

(i) Depreciation. 

(1) Depreciation is a charge to current operations which distributes 

the cost of a tangible capital. as~et, less esthlated residual value, over the 

estimated useful life· of the asset in a systematic . and logical manner o It does 

not involve a process of' valuation. Useful life has reference to the prospective 

period .. of economic usefulness in· the particular contractor's operations as dis--... 
tinguished from phyBical lite. 

. . 

. · .. · .. ·. (2). Normal depreciation on a contractor's plant. equipment, and other 
. . . 

capital facilities is an allowable element of contract costJ provided that the 

amount thereof is cemputedc 

{i) upon the property cost basis used by'the contractor for 

Federal income tax purposes (see Section 167 of the Internal 

Code of l964)J or 
~\ 

Revenue 
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(ii)_ in the case o£ nonprofit or tax-exempt organizations, upon 

a. property cost basis which could· have been used by the 

(iii) 

contractor for Federal income tax purposes, had suQh 

organizations been subject to the payment o£ inoome taxJ 

and in ~i the·r case 

by the consistent application to the assets concerned o£ 

any generally accepted accounting method, and subject to· ··· ·· 

the l~itations of the Internal Revenue Code ot 1954, 

inc 1 uding .. -

(A). the straight line methodJ 

(B) the decliniDg balance aethod, using a rate not_ 

e!Xceeding twice the rate which would have been . 

used had the annual all~anoe been computed under _ 

. the method described in (A) aboveJ 

(c) the sum of the years-digits method;_ ~d 

(D) any other consistent method productive ot an annual 

allowance which. when added to all allowances tor 

the period commencing with the use of the property 

and including the current year, does not, during the 

first. two-thirds of the useful lite of the. property, 

exceed .the tot$.1 of such allowances which would have 

. been used had such allawa.noes been computed under the 

method described in (B) above. 

(3) Depreciation should usually be allocated to the contract and 

other work as an indirect aost. The amount o£ depreciation allowed in any 

ac~ounting period may. consistent with the basic objectives set forth in (1) 

above, vary with volume of production or use of multi·~shii't operations. 

19 
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{4) In the case o£ emergency facilities covered by oertificatea.of~ 

· __ necessity,, a ·contractor may elect to use normal depreciation without requesting 

a determination ot Htrue depreciationu or may elect to use either normal or 

"true depreciation" af'ter a determ~ation ot "true depreciation". has been made 

:f· 'i by an Elnergency Facilities Depr$ciation Board. . The method elected must be 

followed consistently throughout the lite of the emGrgency tacilityo v~ere 

·~ .. : 

an electio~ is made to use normal depreciati.on, the amount thereof tor both the 

emergency period and the post-emergency period shall be computed in accordance 

with (2) above. ~There an election is made to use "true depreciation," the. 

~ount allowable as depreciation: 

_.: 

(5) 

· (1) with respact to the emergency period (5 years), shall be 

.computed in aocordanoe with the determination of the 

Emergency Facilities Depreciation Board; and 

(ii) .a..tter the end of the emergency period, shall be computed b~ 
·distributing the remaining undepreoiated portion of the oost 

ot the emergency taoili ty over the balance of its useful lite 

(but see~ (6) below} J provided the remaining undepreciated 

portion of suoh cost shall not includa ~ amount of ~ 

recovered "true depreciation." 

De.preoiation on idle or . excess facilities shall not be allowed 

except ~n ~oh taoilities as are reasonably-necessary tor current and immedi­

ately prospective production. 

(6) No depreciation, rental, or use charge shall be allowed on the 

contractor's assets which have been tully depreciated when a substantial portion 

ot suoh depreciation was on a basis that represented, in effect, a recovery 

. thereof as a charge against Govermnent contracts or subcontracts. Otherwise • a1~ 

20 
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mutually ~greed upon ~e charge may be allowed. (But see ASPR 15-204.l(b).) 

In dete~ining this charge. consideration should be given to cost, total esti-

mated usei'ul life at time of negotiation, and effect of any increased maintenance 

charges or decreased efficiency due to age. 

(j) · Employee Morale, Health, and Welfare Costs. and Credits. Reasonable 

.. costs. ot health and welfare activities, such. as house publications, health or 

first-aid clinics, recreational activities, and employee co~eling services~ 

incurred. in accordance with the cont~actor's established practice or custom in· 

the industry or _area, for the improvement of working conditions, employer­

empla,yee relations, employee morale, and.empla,yee pertor.mance. are allowable. 

Such costs shall be .equitably allocated to 

~· 
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( 

i all work o£. the contractor. Income generated from any ef these activities she0 

be credited to. the oosts thereof unless such income has been irrevocably set over 

to employee welfare o~ganizationse 

.. (k) Entertainment Costs. Costs of amusement, diversion, social activities 

and incidental costs relating thereto, such as meals, lodging, rentals, .transpor• 

tation, and gratuities, are unallowable (but see (j) and (pp)). 

(1) Excess Facility Costs~ Costs of maintaining, repa1ring, and housing 

idle and excess contractor-owned facilities, e~cept those reasonably necessary 

for current and immediately prospective production purposes, are unallowable. 

The costs of excess plant capacity reserved for defense mobilization production 

shall be the subject of a separate contract. 

(m) Fines and Penalties. Costs resulting from violations ot, or failure 

of the contractor to comply with, Federal, State, and local laws and regulation~ 
. ( \ 

are unallowable except when incurred as a result of compliance with specific 

provisions ot the contract, or instructions in writing from the contracting · ·. 

office~. 

(n) Food Service and Dormitory Costs and Credits. Food and dormitory 

services include operating or furili.shing tacili ties for cafeterias, dining. rooms 1 

canteez;s.-, lunch wagons, vending machines, living accommodations or similar types 

ot ser~ces for the oontraotor•s e~ploye~s at or near the.contractor's facilities\ 

· Reasonable losses from the operation of such services are allowable ii' they are 

allocated to all activities served. ~nere it is the polioy of the contractor to 

operate such services without oost ··to-· the employee.. r9a.s.ona.ble.. oosts of such 

operations are allowable i£ they are allocated to all activities served. {But 

see ASPR l5-204el(b) .) Profits (except profits irrevocably set over to an em-
(\ 

· ployee welfare organization ~£ the contractor in amounts reasonabl~ useful for , 
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the benefit of the employees at the site or sites of contract performance) 
. \ 

accruing to the contractor from the op~ration of these services, whet_her. operated 

by the oontraotor or by a concessicnaire, shall be treated as a credit, and 

allocated to all activities servedo 

(e~ Fringe Benefits. Fringe benefits are allowances and services. pro­

vided by the oontraotcr to its employees as.oompensation in addition to regular 

wages and salaries.· Costs of fringe benefits, such as pay ~or vauatid'af1o·ll011• 

days, sick leave, military leave, employee insurance and supplemental employment 

benefi~~plans, are allowable to the extent required by 1~, employer-employee 

agreement, or an established policy of the contraotoro 

(p) Insuranoe.and Indemnifioationo 

(1) Insurance includes {1) insurance which the contractor is required 

to carry, or which is approved, _under the terms of the oontraot. and (11) any 

other insurance which the contractor maintains in. oozmeotion with the general 

conduct of his business. 

ae Costs of insurance required or approved, and maintained, pur--· 
suant to the oontraotl are allowable. 

b. Costs of other: insurance. maintained by the oontraotor in oon--
nectiou.With the general conduct of his business are allowable subject to the 

tollowi:ng limitations a. 

(i) types and extent of coverage shall be in aooordance 

with sound business praotioe and the rates· and premiums 

shall be rea&o nable under the oircumstanoesJ 

(ii) oo~ts allowed. for business interruption or other 

insur~oe shall be limited to exclude coverage of 

profit~ interest, and any other items of cost ~ 

allowable under this PartJ 
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(iii) costs of insurance or of any contributions to EUl.7. reservr(\< 

covering the risk of loss of or damage to Government-owned. 

property are allowable only to ·the extent that the Govermnent 

· shall ha.ve required or approved such costs; 

(iv) contributions to a re.serve for an approved self-insurance. 

program are allowable to the extent that the types ot 

coverags, extent of coverage., and the rates and premiums 

would have been allowed had insurance been purchased to. cover 

the risks; and 

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

proprietors a.re allowable to the extent that the. insurance 

represents additional compensation (see (t) above).· 

~· Actual losses which could have been covered by permissible~ 

insurance (through an approved self-insurance program or otherwise) are unallow-

able unless expressly provided tor in the contract, exceptJ 

(1) costs inc.urred because of losses not covered Ullder nominal. 

deductible insurance coverage provided in keeping with 

sound business practice, are allowable; and 

(ii) minor iosses not covered by insurance, such as spoilage, 

breakage and disappearance of small hand tools, which occur 

in the ordinary course ot doing buainesa, are allowable • 

. (2). lndemnifioation.includes securing the contractor against liabili-

ties to third per·sons and other losses• not compensated by insurance or otherwise. 

The Government is obligated to indemnify- the contractor on~y to the extent ex­

pressly provided for in the contract, except as provided in (l)o above • 
.. -. r\ 

(q) Interest and Other Financial Costs. Interest (however represented), . 

bond discounts, costs of financing and refinancing operations, legal and pro-
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fessional fees paid in connection with the preparation of prospectuses, costs of 

preparati-on _and issuance ot stoclc rights, and costs related thereto,_· are un .. 

allowable except tor interest assessed by State or local taxing authorities unde1 

the conditions set forth in (oo) below. _(But see (x). l 
(r) Labor Relations Costso Costs incurred in m~ntaining satisfactory . 

relations between the contractor and its employees, inoluding oosts of shop 

stewards, labor management oammittees, employee publications, and other related 

activities,. are allowable. 

(a) Losses on Other Contraotso An excess of ooata over income under ~ 

· other contract .. (including the contractor's contributed portion un_der · ooat-sharin~ 

contracts), whether such other contract is of a supply, research and develoPmentt 

or other nature, is unallowable. 

(t) Maintenance and Repair Costso· 

(1) Costs necessary tor the upkeep of property (including Goverment 

property- unless otherwise_ provided tor), which neither· add to the permanent valuE. 
. . 

ot the property nor ·appreciably prolong its intended lite;. but keep it in an 

efficient. operating condition~ are to_ be treated.as follows (but see ASP.R 15• 

204·.2 (i)) ~ .. 

(1) normal maintenance and repair costs are allowable; 

. (ii) extraordinary main-bmance and r"epair costa are allowable, 

provided such ·are allocated to the periods to which appli­

cable tor purposes of determining contract costs. (But 

see ASP.R 15-204.l(b).) 
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(2) · Expend! tures for plant and equipment which. accordi. ng to generally 

accepted accounting principles as applied under the contractor's established 
-

· policy,· should be capitalized and subjected to depreciation are allowable only 

l/j on a depre~iation bas is. 

(u) Manufacturing and Production Engineering Costae Costa of manufactur­

ing and production engineering. including engineering activities in connection 

with the following. are allawablet 

(i) current manufacturing processes such as motion- and time 

stu~, methods analysis, job analysis, and tool design and 

improvementJ and 

(ii) current production problema, such as materials analysis for 

production auitabilit.y and component design tor purposes o~ 

__ a :lmplifying pro ductiono 

(v) · Material Coats. 

(1) Material costs include the costa of suoh items as raw materials, · 

parts. subassemblies, components. and manufacturing supplies, whether purchased 

outside or manufactured by the contractor, and may inoluda such collateral items 

as inbound transportation and intranait insurance. ·In computing material costa 

consideration will be given to reasonable, overruns, spoilage, or defective work 

(for correction of defective work, see t~ provisions of the contract or proposed 
. ~ .· . . - . 

contract relating to inspection and correotion of detective work). These costs 

· are allowable subject, ·however,. to the provisions ot (2) through (5) below. 

(\\ 
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(2). Costs of material shall be suitably adjusted tor applicable por-

.tians ot 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 otheza· credits shall either be 

credited directly to the cost of the material involved or be allocated (as · 

credits)· to indi~eot costs. However, where.the oontraetor can demonstrate that 

·failure to take cash discounts was due to circumstances bllyond his control, suoh 

lost discount• need not be so creditede 

(3) Reasonable adjustments arising.tram ditterencea between periodio· 

·.physical inventoey quantities and relatec1 material .control recorda will be in• 

cluded in arriving at the cost of materials, provided such adjustments (1) do not 

_include ftwrite-dawnaft or ftwrite-ups" ot values and (ii) relata •to the period of 

~ertormance of the contraot. 

(4) fJhen the materials are pUrchased specifically for and identifiable. 

solely with performance under a contract, the actual purchase coat thereof should 

be charged to the contract. It material is issued .t'rom stores, my generallJ' 

recognized method of pricing such material ia acceptable it that method is con­

sistently applie.d and the reaul ta are equitable. _vTh.en estimates of material 
,..· 

coats -to .. be incurred in the t\lture · are required. either current market price or 
i 

anticipated acquisition cost (it reasonabll oertai~ and determiilable) may _be 

used~ but the=. buia ot pricing must be disclosed •. 

. (6) Costa ot materials~ services. and supplies sold or transferred be-

tween plants, divisions or organizations. under a common control, ordinarily shall 

be allowable to the extent ot the lower ot cost to the transferor-or current mar­

":et price. However·. a departure from this basis is permissible where (i) the 
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item is ~egularly manufactured and sold by the contractor through commer~ial / 1 

·ch~els and (ii).i~ is the· contractor's long-established practice to price inter­

organization tr8ll.Sfers at other than cost tor. ·aommeroial work; provided that the 

- charge to the contract is not in excess of the trans£eror's sales price to its 

.ilost favored customer for the same item in like quantity, or the current market 

price, whichever is 10\vero 

(w) Organization Costs. Expenditures, such as incorporation tees* at~ 

·~: torneys' tees, accountants·' fees, brokers' tees, tees to promoters and organizers, 

in connection with (i) organization or reorganization ot a business, or (ii) 

·raising capital, are unallowable (see (q) above). 

(x) Other Business ExPenses~ Included in this item are suoh.reourring 

$Xpensea as registry and transfer charges resulting from changes in ownership 

. of securities ·issued by the contractor, cost of shareholders' meetings, normal~ 

proxy solicitations, preparation and .publication of reports to shareholders, prb-.. 

paration and submission ot required reports and .forms to taxing and other regula,.. 

tory bodieSJ and incidental costs of. directors and committee meetings. The above 

and similar costs are allowable when allocated on an equitable basis to all 

classes of worko 

{~}-' Overtime, Extra Pay Shift. and Multi-shift Premiums~ 

; (1) This 1 tem. consists of the premium. portion of overtime, extra pay 

shi.i't and multi-shift p~ents to employees. Preferably such premiums should be 

separately.identitied and handled as indirect costa to be allocated to all work 

of the contractor •. However, where it is the normal practice of the contractor to 

handle these premiums as direct costs, such practice is ac~eptable if it does not 

The same tesult in the Go~rnment absorbing a disproportionate share· of costs. 
~I 

~onsiderations govern their inclusion in·or exclusion from the base for overhea. 
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Such pre~iuma, when allowable, shall be equitably allocated in 

· light of (1) the amount of ·such premium. costs allocated to non-Government work 

being ooncurre_ntly performed in the contractor 1 s plant a.nd (ii) the factors which 

necessitate the incurrence of the costae 

(2) Overtime, extra pay shift ·and multi-shift premium expenses may 

arise in two distinct ways in connection with the contraott (i) by initial 

agreement between the contractor and the contracting officer that ~own condi­

tions warrant the use of such premium labor;. and (ii) to meet unexpected condi-

tiona or emergencies arising in the. course of the contract. not contemplated by · 

the contracting .partiese 

(3) The allowability of overtime, extra pq shift and multi-shift 

premiums will be determined as tollowsa 

.~ 

(i) to the extent that the contractor and the oontracti!lg officer 

. initially agree that such premiums. are necessary in vi"' of 

knaw.n conditions, and the contracting officer so authorizes 

in writing, such costs are allowable; aDi · 

(ii) · ·with respect to unexpected condi tiona or emergencies arising 

in the course· of the contract, such costa are -

(A)" unallowable if the contractor is . alread¥ obligated to 

meet the· contract: delivery schedule without additional 

co.mp~nsation ther.eforJ 

(B) allowable to the extent authorized inlvriting by the con-· 

traoting officer, in the case ot cost reimbUrsement type 

contracts; and 

(C) allowable to the extent authorized in writing by the con-. 

tracting officer prior to final. pr ic iDg, in the case . ot' 

fixed-price redeterminable or incentive type contracts. 
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(z) : Patent Costso Costs of preparing disclosures, reports, and other (\. 

documents required. by the oontraot and of searching the art to the extent neces­

sary to make such invention disclosures, are allowable. In accordance with the 

clauses ot the contract relating to patents, costa ot preparing documents and 

~other patent costs •. in connection with the filing of a patent application 

where title is oonve¥ed to the Government, are allawableo (See also (ii) and 

(jj) belo\Vo) 

(aa) Pension Plans. See (1') aboveo 

(bb) Plant Protection Costso Costs of itams such as (i) wages, uniforms, 

and equipment·of personnel engaged in plant protection, (ii) depreciation on 

plant protection capital assets, and (iii) necessary expenses to comply with 

· military security requiremonts, are allowable. 

(co)·· Plant Reoo:n.version Costae ----·----------··- Plant reconversion costs are those incur/~~ 
/ \ 

in the restoration or rehnhilitation of the contractor's facilities to approx~_ 

mately· the same condition r!xl.sting immediately prior to the commencement of the 

military oontraot work, fair wear and tear· excepted •.. Reconversion costs are 

unallowable except for the cost of removing Government property and the restora­

tion ·or rehabilitation costs caused by such removal. 

(dd) Precontract Costs. Precontract oosts are those incurred prior to the 

'effective ·date of the contract directly: pursuant to the negotiation and in 

anticipation of the a".Yard of the contract where suoh incurrence is necessary 

-to comply with the .proposed oontraot delivery schedule. Such costs are allowable 

to the extent that they would have been allowable it incurred atter th~ date 

of the contracto (But see ASPR 15-204el{b).) 

(ee) Professional Service Costs - Legal, Accounting, Engineering, and 

Other.· 
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(lY Costs of professional services rendered. by the members of a 

particular profession who are not employees of the contractor are_allawable, 

subject to (2) and (3) below, when reasonable tn relation to the services 

! · ,'J rendered and when not contingent upon reooveey · ot the coats from the Govermnent 

(but see ( w) above) • · 

(2) Factors to be considered in determining the allowabili~ of costa 

in a par-ticular case include 1 

... -

( i) the past pattern of such costs, partioularly in the years 

-prior to the award of Government oontraota J 

(ii) the impact of Govermnent contracts on the contractor's busi­

ness (ieee 1 What new problemS have &riSen) J 

(iii) the nature and scope of' managerial servioea expected of the 

oontra•lt_or' s own organizations;· and 

(iv) whether the proportion of Government work to the contractor's 

total businesi is such as to influence the contractor tn 

f'avor of inourrillg the oost, particularly where·- the ser'- cea 

rendered are not of a continuing nature and have little 

relatioDShip to work under Goverument contracts • 

Retaine_r· tees to -be allowable must be reasonablyo supported by evidence of. services 

' render&da · 

(3) · Costs ot legal, accounting. and consulting services, and related. 
-. 

costs, incurred in connection With organization and reorganization, defense ot 

anti-trust suits, and the prosecution of claims. against the Governmen~~ are 

unallowable. _Costs of legal, aooounting, and consulting ·services, and related 

costa, incurred in connection with patent infringement litigation, are unallowable 

unless otherwise provided for in the oontraot. 
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(i'f) -Profits and Losses on Disposition of Plant, Equipment, or Other Capit~. 

Assets. Profits or losses ot ~ nature arising· from the sale ~r exchange of 

plant, equipment, or other capital assets, including sale or exchange_ of either 

J,· :~1 short or·long term investments, shall be excluded in computing contract costs 

(but see (i) (2) above as to basis for depreciation). 

(gg) Raoruiting; CostB •. Costs of "help wanted" advertising. operating costs 

of an employme~t office necessary to secure and maintain an adequate labor force. 

oosts of operating an aptitude and educational tasting program, travel costs of 

employees while enga~ed in recruiting personnel, and travel costs ot applicants 

for interviews i'or prospective employment are allowable. V~'here the oontrac~or 

uses employment agencies, oosts not in excess of. standard commercial rates tor 

- uoh services are also allowableo Costs of special benefits or emoluments 

offered to prospective employoes beyond the standard practices in the industry 

are unallo\vablt=Je 

(hh) ·Rental Costae (Including Sale and Leaseback of Faoilities)o 

(1) Rental costs of land, building,· and equipment and other personal 

property are allowable if the rates are reasonable ill light ot such factors as 
~· 

~ 
I • 

the type; life expectancy, condition, and value of the facilities leased, options 

available, and other provisions ot the ren~al agreeme~t. Application ot these 

factors involves comparison ot rental ooc:rta with oosts which wouid be allocable 

i£ the facilities were owned by the contractor. 

(2) Charges in the nature ot rent between plants, divisions, or organi­

zations under common control are unallawable except to the extent suoh charges do. 

not exceed the normal costs ot ownership, such as depreciation, taxes, insurance.-
(\ 

. -~maintenance; proVided that no part of such costs shall duplicate any other 

allowed costso 
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·(3) . Unless otherwise specifically provided i·n the contract, rental 

costs specified in sale. and leaseback agreements, incurred. by contractors 

through selltng plant facilities to investment organizations. such as insurance 

companies, or to private investors, and concurrently leasing.back the same 

t'·.-~1 facilities, are allowable only to the extent ·that suoh rentals do not e~ceeci . 

.. ' 
"· 

·' 

normal costs, such as depreciation. taxes,· insurance, and.maintenanoe, borne 

by the les~or, which would have been incurred had the contractor retained legal 

title to the facilities • 

(ii) Resea.roh and Development cOsts• 

(1) ·Research and development ·oosts (sometimes referred to as general 

engineering costa) are divided into two major categories for the purpose ~t con­

tract costing. - (i) general research, also referred to as basio research, fun~. 

mental research, p~e resaaroh, and blue-s~ research and (ii) related research or 

development, also referred to as applied research, product research, and produC?t . 

line research. 

(2) General research. is that type oi' research which is direoted toward 

increase of knowledge in. science. . In such research~ the primar,y a~ oi' the 

investigator is a fuller knowledge or understanding of the subject under stu~, 

· rather- ·than a practical application thereof. Costs of independent general 

resea.r:oh .. (t~18.t which is not sponsored by a· contract, grant~ or other arrangement) 
. . 

are aliowable• subject to· (6) beloW. Rea.sonableness of the cost should be· deter-

mined in· light oi' the pattern or the. cost of past programs~ particularly those 

existing prior to the placing oi' Government cantr~cts. 

(3) Related research is that type of researohwhioh is directed 

toward practical application of science. Development is the systematic use oi' 

scientific knowledge dir.eoted toward the production· of useful materials,_ dev-~Ba., · 

methods, or processes, exclusive of design •. manut'aoturing_._and . .produotion 
' 33 
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engineering (see (1) above). Costs ot a contractor's independent related 

research and development (that which is not sponsored by a contract, grant, or 

.other arrange~ent) ar~ allowable, subject to (6) belaw, under_~ p~oduction co~ 

t'·~ tract to the extent that the research and development are r"lated to the contract 

product line and ~le costs are allocated to all production work of the contractor 

on the contract product lineo Such costs are· unallOwable under 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 per~ 

formedo 

(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, are unallowable. 

{6) The reasona.oloness of expend! tures for independent research and 

developm~nt must be scrutin~zed with great oars in connection lvith contractors 

whose work is predominantly ·or substantially with the Goverm.ent. ·~Jhere such 

expenditures. are not subject to the restraints of commercial product pricing~ 

there mu~t be assurance that these expenditures are made pursuant to a planned 
·-

researc~ program which. is reasonable in scope and is well managed. The costs 

should ·not ex~eed those which would. be inOurred by an ordinarily prudent person 

in the canduct of ·a competitive business. (See. ASPa 15-204ol(b).) 

(jj) Royalties and Other Costs tor Use of Patents. 

(1) Royalties on a patent or amortization of the cost of acquiring by 

purchase a patent or rights thereto, necessary for the proper performance ot·the 

contract and applicable to contract products or processes, are allowable, unle~~ 

t:'l 
_. .... 
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(i) the Government has a license or the right to tree use 

ot the patentJ 

(ii) the patent has been adjudicated to be invalid, or has 

been administratively determined to be i~validJ 

(iii) the patent is considered to be unenforceable; or 

(iv) the patent is expired. 

(2} Special oare should be exercised in determining reasonableness· where 

the royalties may havs been arrived at as a result of less than ar.m's length 

bargaining; .e. goa 

.(1) royalties paid. to persons, including corporations, 

affiliated with the contractorJ 

(ii) ·royalties p~id to unaff-iliated parties, including oor..::_ 

· porations, · under an agreement en tared into in contem­

plation that a. Go-vernment contract would be awarded; or 

(iii) . royalties paid under an agreement entered into after the 

award of the . contract~ 

(3) Special care should also be exercised with respect to royalties 

paid to unaffiliated parties, including corporations, upon patents the cost of 

which, .. o;r the cost of research and developnent work thereon, were substantially 

. recoveted through Govermnent grants or oh;arges. against Government contracts or 
~ . -

su:bcontracts. 

· · (4) In .. any case involving a patent tor.mer_ly owned by the contractor, 

the amount of royalty allowed should not exceed the cost which would have been 

allowed had the contractor retained title thereto. 

(6) See ASPR 15-204ol(b). 

(kk) Selling Costs. 

(1) Selling costs. arise in the marketing of the contractor t s produot·a 
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and include costs of sales promotion, negotiation, liaison between Government ( 

repre.sentat_ives and contractor's personnel, and other· related activities. 

(2) Selling costs are allowable to the extent they are reasonable 

- and are allocable to Government business (but see ASPR 16-204ol(b)). Allocabilit,y 

!.' .. ~.J of selling costs will be· determined in the light of reasonable benefit to the 

·...,.: 

Gover.nment arising from such activities as technical, consulting, demonstration, 

and other services which are for purposes s~h as application or adaptation of 

the ·contractor's products to Govermnent use. 

(3) No~·dthstanding (2) above, salesmen's or agents' compensation~ 

.fees, commissions, percentages, or brokerage tees, which are contingent upon 

the award of contracts, are allowable only vthen paid to bona fide employees 

or bona fide established commercial or selling agencies maintained by the con-

tractor tor the purpose of securing business. . 

(11) Service an~W~r~ty Costso 
. -~\ 

Such costs include those arising from 

fulfillment of ~ contractual obligation of a contractor to provide services, 

such as installation, training. correcting defeats in the products, replacing 

de_feoti-ve parts, making refunds in the case of inadeq\la.te performance, etoo 

\fhen not inconsistent with the terms of the contract~ such service and warranty 

costs are allowableo However, cate should be exercised to avoid duplication of ·-. 
the allowance as an element of both estimated product cost and risk. 

(mm} Severance Pay. 

(1) Severance pay. also commonly referred to as dismissal wages~ is 

a P81D1ent in addition to regular salaries and wages~ by contractors to workers 

whose employment is being 'b3rminated. Costs of severance pay are allowable only 

to the extent that, in each case, it is r~quired by (1) .law. (11) employer­

employee agreement, ·(iii) established policy that constitutes, in effect, an ~ 

~plied agreement on the contractor's part, or (iv) circumstances of the 

partiou.lar employment. 36 
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Costs of severance payments are divided into two categories as 

(1) actual normal turnover severance p~enta shall be 

allocated to all work performed in the contractor's 

plantJ or, where the contractor provides for accrual 

of pay for normal ·severances such method will be 

acceptable if the amount ot the accrual is reasonable 

in light of payments actually made for normal severances 

over a represe~tative past period; and if amounts aoorued 

are allocated to all work performed in the oontraotor 1a 

plant; and 

(ii) abnormal or mass severance pay is· of such a conjectural 

· nature that measurement or· cost by means of an accrual 

will no't achieve equity to ·both parties • Thus accruals 

for this purpose are not allowable. However~- the Govern­

ment recogl'liZes its obligation to participate,- to the 

extent of its fair share, in any specitio payment. Thus~ 

allawability will be considered on a case-by•case basis 

in the event ot occurrence. 

· (nn). Special Tooling Costs. The term "s-pecial toolingn means property _ ·_ 

of suoh- specialized nature that its use, without s-~bstantial modification or 

alteration, is limited to the production ot the particular supplies· or the 

. performance of the particular servi_ces tor which acquired or furnished. It 

includes, but is not limited to, jigs, dies~ fixtures, molds, patterns, special 
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-· 
taps 6 special ga\4ges, and spec ia.l test equipment. ~' The cost of special toolj 

1 

when aoqu.ired for and its usei'ulnes s is limited to one or more Government con-

tracts, is allowable and shall be allocated to the specific Government can-

tract or contracts. 

(oo) Taxes. 

(1) Taxes are charges levied by-Federal, State, or local governments. 

They do not include fines and penalties except as otherwise provided hereino 

In general, taxes (including State and local income taxes) which the contractor 

is required to pay and _which are paid or acorued in accordance with generally 

accepted accounting principles are- allowable, except fort 

~·. 

(i) Federal income and excess profits taxe&J 

(11) taxes in connection with financing# refinancing or 

ref'undilig operations (see (q)}J. 

(iii). t~~es fr~mwhi~h exemptions are available to the con-

tractor directly or available to the contractor based 

on an exemption afforded tho Government except when 

the contraot_ing. officer determines that the adminis­

trative burden inoident to obtaining the exemption 

outwe1gh3.the corresponding benefits accruing to the 

Government J . and 

· (iv) speoia_l assessments on lan~ which represent capital. 

improvements. 

(2) Unadjudioated taxes otherwise allowable under (1) above, but 
. . 

which may be illegally or erroneously assessed. are allowable; provided that 

the contractor prior to payment ot such taxest 

(i) promptly requests instructions from the contracting 

otticer concerning such taxes; and 
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(11) · takes all action directed by the contracting · 

officer, including ~ooperation with and for the 

benefit of the Gover.nment, to (A) determdne the 

_legality ot such assessment or, (B) secure a 

refund of such taxes. 

Reasonable costs ot any such o.otion undertaken by the contractor at the direction 

ot the contracting officer are allcwable. Interest and penalties incurred by a 

contractor by reason ot the nonpayment of ~ tax at the direction o£ the con­

tracting officer or by reason ot the failure ot the contracting officer to 

assure timely direction after prompt request therefor, are also allowable. 

(3) Any refund of taxes, interest, or penalties, and aey·payme~t to 

the cantractor of. interest thereon, attributable to tL~es, interest• or penalties 

. which were allowed as oontraot coats, shall be oredi ted or paid to. th& Goverment 

in the ma.rmer dl. rected by tha Gover:unent, provi_ded any interest actually paid or 

credite~ to a contractor iucident to a refund of tax, interest or penalt.y shall 

be paid or oreditod to the Govermnent only to the extent _that suoh interest 

a.oorued. over the period during which the oontraotor had been reimbursed by the 

Government tor.the taxes, interest, or penalties0 

(pp) · Trade, Business, Technical and Professional Activity Costso 

(1) Memberships~ This oategoey includes costa of memberships 

' in trade,. busine_ss, technical, and· professional organizations. Suoh oosts are 

allawable.: 

(2) _Subscriptions. This item includes cost ot subscriptions to 

trade, business,_protessional, or technical periodicals. ·Suoh costs are 

allowable. 

(3) Meetings and Conferences. · This item includes cost of meals~ 

transportation, rental ot facilities for meetings~ and costs incidental 
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theret~·· when the primary purpose of the incurrence of such costs is the dias( 

mination o·r technical information or stimulation of prochctiono Such oosts are 

allowable.· 

(qq) Training and Educational Costs. 

(l) Costs of preparation and maintenance of a progr~ of instruc­

tion at noncollege level, designed to increase the vocational effectiveness ot 

bona fide employees, including training materials. textbooks. salaries or 

wages of trainees during regular working hours, and 

(i) salaries of the director of training and staff 

when the training program is conducted by the· 

contractor; or 

(ii) tuition· and tees when the tra~ng is in an . ,;. 

in3titution not operated by the coutraotorJ 

are allowable. 

(2) Costs of part-time technical, engineering and acientii'io 

education, at an under-graduate or post-graduate college level, related to the 

job requirements of boria fide employees, including onl~t 

(1) 
-

(11) . 

(iii) 

(iv) 

t:'l 

training materiSlsJ 

textbooksJ 

fees charged by the educational institutioDJ 

tuition charged by the educational institution, or 

in lieu of tuition, instructors' salaries and the 

related share of indirect cost of the educational 

institution to the extent that the sum thereof is· 

not in excess of the tuition which would have 

been paid to the participating educational 

institution) and 
40 
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(v) straight-time compensation of each employee for 

time spent attending classes during working hours 

not in excess of 156 hours per_year where oircum­

stanoes do not permit .. the operation of classes or_ 

,attendance at classes attar regular working hoursJ· 

are allowable. 

· (3) Costs ot tuition. tees. training materials and textbooks (but 

not subsistence, salar,y. or any other emoluments) in connection with fulltime 

scientific and engineering education a~ a pos.t-graduate (but not under-graduate) 

college lev!tl related to the job requirements of bona fide employees for a 

total peri~d not to exceed one school year for eaoh employee 80 trained, are 

allowable. In unusual oases where required by Ddlitary technology~ the P.eriod 

may be extended. 

(4). Maintenanoe axpense, and·nQrmal depreciation or fair rental. 

on facilities awned or _leased by the contractor for training purposes are 

allowable to the extent set forth in (t). (i), and (hh) above. respectively-e 

(5) Grants to educational or·training institutions. including 

the donation of. facilities or other properties, sonolarships or fellowships, 

·are c~nsidered contributions {see (h) ab~ve). 

(rr) 
i 

TransportatiOn. Costa •. Transportation costa· inolude freight, 
; 

express •, _cartage, and postage charges. r~lating either to goo.da purchased, in · 

process, or delivered. ·These oosta are allawable. Vihen suoh coats oan readily 

be~identified with the items invol~ed. they may be dreoted oosted as transporta­

tion oosts_ or added to the oost of such· items (see . (v) above). · Where identifi­

cation with the·materials received cannot readily be made. inbound transportation 
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oosts may be charged to the appropriate indireot cost acoounts if the oontra.t ,: 

follows a. ·consistent, e,quitable· procedure in. this respect. Outbound f'rel.gnt, 

if reimbursable under the terms of the contract, should be treated as a 

direct cos to 

(ss) Travel Costs. 

(1) Travel oosts incl?de costs of transportation, lodging, sub-

sistenoe, and incidental expenses, incurred by CJntractor personnel in a 

travel status while on off.'ioial c~p&n7 business. 

(2) Travel oosts m~ be based upon actual costs incurred, or 

on a per diem-or mileage _basis in lieu of aotual costa, or on a combination ot 
·the two, provided the method used· does not result in an tmreaaonable charge. 

· {3} Travel costs incurred in the normal course of over-all admin-

J. istration of the business and applicable to the ent.ire business are allowable ... ~ 
. . <.,_f""-J 

Such costa shall be equitably allocated to all,work ot the oontraotoro 

(4) Travel costs directly attributable to speoifio contract per-

i'ormanoe are allowable and may be charged to the oontraot in aooordanoe with 

the principle of direot coating (See ASPR 16-202)o 

(5) l'feoeasary, reasonable oosta ot family movements and personnel 

movements ot a special or mass nature are allowable, subject to allocation 

on the basis of work or time period benefited when appropriate. (But see 

ASPR l5-204.l{b) .) 
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