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9904.403 Allocation of home office ex-
penses to segments.

9904.403–10 [Reserved]

9904.403–20 Purpose.
(a) The purpose of this Cost Account-

ing Standard is to establish criteria for
allocation of the expenses of a home of-
fice to the segments of the organiza-
tion based on the beneficial or causal
relationship between such expenses and
the receiving segments. It provides for:

(1) Identification of expenses for di-
rect allocation to segments to the max-
imum extent practical;

(2) Accumulation of significant non-
directly allocated expenses into logical
and relatively homogeneous pools to be
allocated on bases reflecting the rela-
tionship of the expenses to the seg-
ments concerned; and

(3) Allocation of any remaining or re-
sidual home office expenses to all seg-
ments.
Appropriate implementation of this
Standard will limit the amount of
home office expenses classified as re-
sidual to the expenses of managing the
organization as a whole.

(b) This Standard does not cover the
reallocation of a segment’s share of
home office expenses to contracts and
other cost objectives.

9904.403–30 Definitions.
(a) The following are definitions of

terms which are prominent in this
Standard. Other terms defined else-
where in this part 99 shall have the
meanings ascribed to them in those
definitions unless paragraph (b) of this
subsection, requires otherwise.

(1) Allocate means to assign an item
of cost, or a group of items of cost, to
one or more cost objectives. This term
includes both direct assignments of
cost and the reassignment of a share
from an indirect cost pool.

(2) Home office means an office re-
sponsible for directing or managing
two or more, but not necessarily all,
segments of an organization. It typi-
cally establishes policy for, and pro-
vides guidance to the segments in their
operations. It usually performs man-
agement, supervisory, or administra-
tive functions, and may also perform
service functions in support of the op-

erations of the various segments. An
organization which has intermediate
levels, such as groups, may have sev-
eral home offices which report to a
common home office. An intermediate
organization may be both a segment
and a home office.

(3) Operating revenue means amounts
accrued or charge to customers, cli-
ents, and tenants, for the sale of prod-
ucts manufactured or purchased for re-
sale, for services, and for rentals of
property held primarily for leasing to
others. It includes both reimbursable
costs and fees under cost-type con-
tracts and percentage-of-completion
sales accruals except that it includes
only the fee for management contracts
under which the contractor acts essen-
tially as an agent of the Government in
the erection or operation of Govern-
ment-owned facilities. It excludes inci-
dental interest, dividends, royalty, and
rental income, and proceeds from the
sale of assets used in the business.

(4) Segment means one of two or more
divisions, product departments, plants,
or other subdivisions of an organiza-
tion reporting directly to a home of-
fice, usually identified with responsi-
bility for profit and/or producing a
product or service. The term includes
Government-owned contractor-oper-
ated (GOCO) facilities, and joint ven-
tures and subsidiaries (domestic and
foreign) in which the organization has
a majority ownership. The term also
includes those joint ventures and sub-
sidiaries (domestic and foreign) in
which the organization has less than a
majority of ownership, but over which
it exercises control.

(5) Tangible capital asset means an
asset that has physical substance,
more than minimal value, and is ex-
pected to be held by an enterprise for
continued use or possession beyond the
current accounting period for the serv-
ices it yields.

(b) The following modifications of
terms defined elsewhere in this Chapter
99 are applicable to this Standard:
None.

9904.403–40 Fundamental require-
ment.

(a)(1) Home office expenses shall be
allocated on the basis of the beneficial
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or causal relationship between sup-
porting and receiving activities. Such
expenses shall be allocated directly to
segments to the maximum extent prac-
tical. Expenses not directly allocated,
if significant in amount and in relation
to total home office expenses, shall be
grouped in logical and homogeneous
expense pools and allocated pursuant
to paragraph (b) of this subsection.
Such allocations shall minimize to the
extent practical the amount of ex-
penses which may be categorized as re-
sidual (those of managing the organiza-
tion as a whole). These residual ex-
penses shall be allocated pursuant to
paragraph (c) of this subsection.

(2) No segment shall have allocated
to it as an indirect cost, either through
a homogeneous expense pool, or the re-
sidual expense pool, any cost, if other
costs incurred for the same purpose
have been allocated directly to that or
any other segment.

(b) The following subparagraphs pro-
vide criteria for allocation of groups of
home office expenses.

(1) Centralized service functions. Ex-
penses of centralized service functions
performed by a home office for its seg-
ments shall be allocated to segments
on the basis of the service furnished to
or received by each segment. Central-
ized service functions performed by a
home office for its segments are con-
sidered to consist of specific functions
which, but for the existence of a home
office, would be performed or acquired
by some or all of the segments individ-
ually. Examples include centrally per-
formed personnel administration and
centralized data processing.

(2) Staff management of certain specific
activities of segments. The expenses in-
curred by a home office for staff man-
agement or policy guidance functions
which are significant in amount and in
relation to total home office expenses
shall be allocated to segments receiv-
ing more than a minimal benefit over a
base, or bases, representative of the
total specific activity being managed.
Staff management or policy guidance
to segments is commonly provided in
the overall direction or support of the
performance of discrete segment ac-
tivities such as manufacturing, ac-
counting, and engineering (but see
paragraph (b)(6) of this subsection).

(3) Line management of particular seg-
ments or groups of segments. The expense
of line management shall be allocated
only to the particular segment or
group of segments which are being
managed or supervised. If more than
one segment is managed or supervised,
the expense shall be allocated using a
base or bases representative of the
total activity of such segments. Line
management is considered to consist of
management or supervision of a seg-
ment or group of segments as a whole.

(4) Central payments or accruals. Cen-
tral payments or accruals which are
made by a home office on behalf of its
segments shall be allocated directly to
segments to the extent that all such
payments or accruals of a given type or
class can be identified specifically with
individual segments. Central payments
or accruals are those which but for the
existence of a number of segments
would be accrued or paid by the indi-
vidual segments. Common examples in-
clude centrally paid or accrued pension
costs, group insurance costs, State and
local income taxes and franchise taxes,
and payrolls paid by a home office on
behalf of its segments. Any such types
of payments or accruals which cannot
be identified specifically with indi-
vidual segments shall be allocated to
benefitted segments using an alloca-
tion base representative of the factors
on which the total payment is based.

(5) Independent research and develop-
ment costs and bid and proposal costs.
Independent research and development
costs and bid and proposal costs of a
home office shall be allocated in ac-
cordance with 9904.420.

(6) Staff management not identifiable
with any certain specific activities of seg-
ments. The expenses incurred by a home
office for staff management, super-
visory, or policy functions, which are
not identifiable to specific activities of
segments shall be allocated in accord-
ance with paragraph (c) of this sub-
section as residual expenses.

(c) Residual expenses. (1) All home of-
fice expenses which are not allocable in
accordance with paragraph (a) of this
subsection and paragraphs (b)(1)
through (b)(5) of this subsection shall
be deemed residual expenses. Typical
residual expenses are those for the
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chief executive, the chief financial offi-
cer, and any staff which are not identi-
fiable with specific activities of seg-
ments. Residual expenses shall be allo-
cated to all segments under a home of-
fice by means of a base representative
of the total activity of such segments,
except where paragraph (c) (2) or (3) of
this subsection applies.

(2) Residual expenses shall be allo-
cated pursuant to 9904.403–50(c)(1) if the
total amount of such expenses for the
contractor’s previous fiscal year (ex-
cluding any unallowable costs and be-
fore eliminating any amounts to be al-
located in accordance with paragraph
(c)(3) of this subsection) exceeds the
amount obtained by applying the fol-
lowing percentage(s) to the aggregate
operating revenue of all segments for
such previous year: 3.35 percent of the
first $100 million; 0.95 percent of the
next $200 million; 0.30 percent of the
next $2.7 billion; 0.20 percent of all
amounts over $3 billion. The deter-
mination required by this paragraph
for the 1st year the contractor is sub-
ject to this Standard shall be based on
the pro forma application of this
Standard to the home office expenses
and aggregate operating revenue for
the contractor’s previous fiscal year.

(3) Where a particular segment re-
ceives significantly more or less ben-
efit from residual expenses than would
be reflected by the allocation of such
expenses pursuant to paragraph (c) (1)
or (2) of this subsection (see 9904.403–
50(d)), the Government and the con-
tractor may agree to a special alloca-
tion of residual expenses to such seg-
ment commensurate with the benefits
received. The amount of a special allo-
cation to any segment made pursuant
to such an agreement shall be excluded
from the pool of residual expenses to be
allocated pursuant to paragraph (c) (1)
or (2) of this subsection, and such seg-
ment’s data shall be excluded from the
base used to allocate this pool.

9904.403–50 Techniques for applica-
tion.

(a)(1) Separate expense groupings
will ordinarily be required to imple-
ment 9904.403–40. The number of
groupings will depend primarily on the
variety and significance of service and
management functions performed by a

particular home office. Ordinarily,
each service or management function
will have to be separately identified for
allocation by means of an appropriate
allocation technique. However, it is not
necessary to identify and allocate dif-
ferent functions separately, if alloca-
tion in accordance with the relevant
requirements of 9904.403–40(b) can be
made using a common allocation base.
For example, if the personnel depart-
ment of a home office provides per-
sonnel services for some or all of the
segments (a centralized service func-
tion) and also established personnel
policies for the same segments (a staff
management function), the expenses of
both functions could be allocated over
the same base, such as the number of
personnel, and the separate functions
do not have to be identified.

(2) Where the expense of a given func-
tion is to be allocated by means of a
particular allocation base, all seg-
ments shall be included in the base un-
less:

(i) Any excluded segment did not re-
ceive significant benefits from, or con-
tribute significantly to the cause of the
expense to be allocated and,

(ii) Any included segment did receive
significant benefits from or contribute
significantly to the cause of the ex-
pense in question.

(b)(1) Section 9904.403–60 illustrates
various expense pools which may be
used together with appropriate alloca-
tion bases. The allocation of central-
ized service functions shall be governed
by a hierarchy of preferable allocation
techniques which represent beneficial
or causal relationships. The preferred
representation of such relationships is
a measure of the activity of the organi-
zation performing the function. Sup-
porting functions are usually labor-ori-
ented, machine-oriented, or space-ori-
ented. Measures of the activities of
such functions ordinarily can be ex-
pressed in terms of labor hours, ma-
chine hours, or square footage. Accord-
ingly, costs of these functions shall be
allocated by use of a rate, such as a
rate per labor hour, rate per machine
hour or cost per square foot, unless
such measures are unavailable or im-
practical to ascertain. In these latter
cases the basis for allocation shall be a
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