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(3) Contractor establishes a major
new production facility. In the process,
a number of large and small items of
equipment were acquired to outfit it.
The contractor has an established pol-
icy of capitalizing individual items of
tangible assets which have a service
life of over 1 year and a cost of $500,
and all items meeting these require-
ments were capitalized. In addition,
the contractor’s policy requires cap-
italization of an original complement
which has a service life of over 1 year
and a cost of $5,000. Items of durable
equipment acquired for the production
facility costing less than $500 each ag-
gregated $50,000. Based upon the con-
tractor’s policy, the durable equipment
items must be capitalized as the origi-
nal complement of low cost equipment.
(The concept of original complement
applies to such items as books in a new
library, impact wrenches in a new fac-
tory, work benches and racks in a new
production facility, or furniture and
fixtures in a new office building.)

(4) Contractor has an established pol-
icy for treating its heavy presses and
their power supplies as separate asset
accountability units. A power supply is
replaced during the service life of the
related press. The Standard requires
that, based upon the contractor’s pol-
icy, the new power supply be capital-
ized with appropriate accounting for
the replaced unit.

(b) Illustrations of costs which need not
be capitalized. (1) The contractor has an
established policy of capitalizing tan-
gible assets which have a service life of
2 years and a cost of $500. The con-
tractor acquires an asset with a useful
life of 18 months and a cost of $5,000.
The tangible asset should be expensed
because it does not meet the 2-year cri-
terion.

(2) The contractor establishes a new
assembly line. In outfitting the line,
the contractor acquires $5,000 of small
tools. On similar assembly lines under
similar conditions, the original com-
plement of small tools was expensed
because the complement was replaced
annually as a result of loss, pilferage,
breakage, and physical wear and tear.
Because the unit of original com-
plement does not meet the contractor’s
service life criterion for capitalization

(1 year), the small tools may be ex-
pensed.

9904.404–61 Interpretation. [Reserved]

9904.404–62 Exemption.
None for this Standard.

9904.404–63 Effective date.
(a) This Standard is effective April

15, 1996.
(b) This Standard shall be applied be-

ginning with the contractor’s next full
cost accounting period beginning after
the receipt of a contract or subcontract
to which this Standard is applicable.

(c) Contractors with prior CAS-cov-
ered contracts with full coverage shall
continue to follow Standard 9904.404 in
effect prior to April 15, 1996, until this
Standard, effective April 15, 1996, be-
comes applicable after the receipt of a
contract or subcontract to which this
revised Standard applies.

[61 FR 5523, Feb. 13, 1996]

9904.405 Accounting for unallowable
costs.

9904.405–10 [Reserved]

9904.405–20 Purpose.
(a) The purpose of this Cost Account-

ing Standard is to facilitate the nego-
tiation, audit, administration and set-
tlement of contracts by establishing
guidelines covering:

(1) Identification of costs specifically
described as unallowable, at the time
such costs first become defined or au-
thoritatively designated as unallow-
able, and

(2) The cost accounting treatment to
be accorded such identified unallow-
able costs in order to promote the con-
sistent application of sound cost ac-
counting principles covering all in-
curred costs.
The Standard is predicated on the
proposition that costs incurred in car-
rying on the activities of an enter-
prise—regardless of the allowability of
such costs under Government con-
tracts—are allocable to the cost objec-
tives with which they are identified on
the basis of their beneficial or causal
relationships.

(b) This Standard does not govern the
allowability of costs. This is a function
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of the appropriate procurement or re-
viewing authority.

9904.405–30 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) Directly associated cost means any
cost which is generated solely as a re-
sult of the incurrence of another cost,
and which would not have been in-
curred had the other cost not been in-
curred.

(2) Expressly unallowable cost means a
particular item or type of cost which,
under the express provisions of an ap-
plicable law, regulation, or contract, is
specifically named and stated to be un-
allowable.

(3) Indirect cost means any cost not
directly identified with a single final
cost objective, but identified with two
or more final cost objectives or with at
least one intermediate cost objective.

(4) Unallowable cost means any cost
which, under the provisions of any per-
tinent law, regulation, or contract,
cannot be included in prices, cost reim-
bursements, or settlements under a
Government contract to which it is al-
locable.

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

9904.405–40 Fundamental require-
ment.

(a) Costs expressly unallowable or
mutually agreed to be unallowable, in-
cluding costs mutually agreed to be un-
allowable directly associated costs,
shall be identified and excluded from
any billing, claim, or proposal applica-
ble to a Government contract.

(b) Costs which specifically become
designated as unallowable as a result of
a written decision furnished by a con-
tracting officer pursuant to contract
disputes procedures shall be identified
if included in or used in the computa-
tion of any billing, claim, or proposal
applicable to a Government contract.
This identification requirement applies
also to any costs incurred for the same

purpose under like circumstances as
the costs specifically identified as un-
allowable under either this paragraph
or paragraph (a) of this subsection.

(c) Costs which, in a contracting offi-
cer’s written decision furnished pursu-
ant to contract disputes procedures,
are designated as unallowable directly
associated costs of unallowable costs
covered by either paragraph (a) or (b)
of this subsection shall be accorded the
identification required by paragraph
(b) of this subsection.

(d) The costs of any work project not
contractually authorized, whether or
not related to performance of a pro-
posed or existing contract, shall be ac-
counted for, to the extent appropriate,
in a manner which permits ready sepa-
ration from the costs of authorized
work projects.

(e) All unallowable costs covered by
paragraphs (a) through (d) of this sub-
section shall be subject to the same
cost accounting principles governing
cost allocability as allowable costs. In
circumstances where these unallowable
costs normally would be part of a reg-
ular indirect-cost allocation base or
bases, they shall remain in such base
or bases. Where a directly associated
cost is part of a category of costs nor-
mally included in an indirect-cost pool
that will be allocated over a base con-
taining the unallowable cost with
which it is associated, such a directly
associated cost shall be retained in the
indirect-cost pool and be allocated
through the regular allocation process.

(f) Where the total of the allocable
and otherwise allowable costs exceeds a
limitation-of-cost or ceiling-price pro-
vision in a contract, full direct and in-
direct cost allocation shall be made to
the contract cost objective, in accord-
ance with established cost accounting
practices and Standards which regu-
larly govern a given entity’s alloca-
tions to Government contract cost ob-
jectives. In any determination of unal-
lowable cost overrun, the amount
thereof shall be identified in terms of
the excess of allowable costs over the
ceiling amount, rather than through
specific identification of particular
cost items or cost elements.
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