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Second, where there is more than one
segment in a taxing jurisdiction, the
taxes are to be allocated among those
segments on the basis of ‘‘the same fac-
tors used to determine the taxable in-
come for that jurisdiction.’’ The ques-
tions that have arisen relate primarily
to whether segment book income or
loss is a ‘‘factor’’ for this purpose.

(c) Most States tax a fraction of total
organization income, rather than the
book income of segments that do busi-
ness within the State. The fraction is
calculated pursuant to a formula pre-
scribed by State statute. In these situ-
ations the book income or loss of indi-
vidual segments is not a factor used to
determine taxable income for that ju-
risdiction. Accordingly, in States that
tax a fraction of total organization in-
come, rather than the book income of
segments within the State, such book
income is irrelevant for tax allocation
purposes. Therefore, segment book in-
come is to be used as a factor in allo-
cating income tax expense from a home
office to segments only where this
amount is expressly used by the taxing
jurisdiction in computing the income
tax.

9904.403–62 Exemption. [Reserved]

9904.403–63 Effective date.
This Standard is effective as of April

17, 1992. Contractors with prior CAS-
covered contracts with full coverage
shall continue this Standard’s applica-
bility upon receipt of a contract to
which this Standard is applicable. For
contractors with no previous contracts
subject to this Standard, this Standard
shall be applied beginning with the
contractor’s next full fiscal year begin-
ning after the receipt of a contract to
which this Standard is applicable.

9904.404 Capitalization of tangible as-
sets.

9904.404–10 [Reserved]

9904.404.20 Purpose.
This Standard requires that, for pur-

poses of cost measurement, contractors
establish and adhere to policies with
respect to capitalization of tangible as-
sets which satisfy criteria set forth
herein. Normally, cost measurements
are based on the concept of enterprise

continuity; this concept implies that
major asset acquisitions will be cap-
italized, so that the cost applicable to
current and future accounting periods
can be allocated to cost objectives of
those periods. A capitalization policy
in accordance with this Standard will
facilitate measurement of costs con-
sistently over time.

9904.404–30 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) Asset accountability unit means a
tangible capital asset which is a com-
ponent of plant and equipment that is
capitalized when acquired or whose re-
placement is capitalized when the unit
is removed, transferred, sold, aban-
doned, demolished, or otherwise dis-
posed of.

(2) Original complement of low cost
equipment means a group of items ac-
quired for the initial outfitting of a
tangible capital asset or an operational
unit, or a new addition to either. The
items in the group individually cost
less than the minimum amount estab-
lished by the contractor for capitaliza-
tion for the classes of assets acquired
but in the aggregate they represent a
material investment. The group, as a
complement, is expected to be held for
continued service beyond the current
period. Initial outfitting of the unit is
completed when the unit is ready and
available for normal operations.

(3) Repairs and maintenance generally
means the total endeavor to obtain the
expected service during the life of tan-
gible capital assets. Maintenance is the
regularly recurring activity of keeping
assets in normal or expected operating
condition while repair is the activity of
putting them back into such condition.

(4) 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-
ice it yields.

(b) The following modifications of
terms defined elsewhere in this chapter
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