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9904.408 Accounting for costs of com-
pensated personal absence.

9904.408–10 [Reserved]

9904.408–20 Purpose.
The purpose of this Standard is to

improve, and provide uniformity in,
the measurement of costs of vacation,
sick leave, holiday, and other com-
pensated personal absence for a cost
accounting period, and thereby in-
crease the probability that the meas-
ured costs are allocated to the proper
cost objectives.

9904.408–30 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) Compensated personal absence
means any absence from work for rea-
sons such as illness, vacation, holidays,
jury duty or military training, or per-
sonal activities, for which an employer
pays compensation directly to an em-
ployee in accordance with a plan or
custom of the employer.

(2) Entitlement means an employee’s
right, whether conditional or uncondi-
tional, to receive a determinable
amount of compensated personal ab-
sence, or pay in lieu thereof.

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

9904.408–40 Fundamental require-
ment.

(a) The costs of compensated per-
sonal absence shall be assigned to the
cost accounting period or periods in
which the entitlement was earned.

(b) The costs of compensated per-
sonal absence for an entire cost ac-
counting period shall be allocated pro-
rata on an annual basis among the
final cost objectives of that period.

9904.408–50 Techniques for applica-
tion.

(a) Determinations. Each plan or cus-
tom for compensated personal absence
shall be considered separately in deter-

mining when entitlement is earned. If a
plan or custom is changed or a new
plan or custom is adopted, then a new
determination shall be made beginning
with the first cost accounting period to
which such new or changed plan or cus-
tom applies.

(b) Measurement of entitlement. (1) For
purposes of compliance with 9904.408–
40(a), compensated personal absence is
earned at the same time and in the
same amount as the employer becomes
liable to compensate the employee for
such absence if the employer termi-
nates the employee’s employment for
lack of work or other reasons not in-
volving disciplinary action, in accord-
ance with a plan or custom of the em-
ployer. Where a new employee must
complete a probationary period before
the employer becomes liable, the em-
ployer may nonetheless treat such
service as creating entitlement in any
computations required by this Stand-
ard, provided that he does so consist-
ently.

(2) Where a plan or custom provides
for entitlement to be determined as of
the first calendar day or the first busi-
ness day of a cost accounting period
based on service in the preceding cost
accounting period, the entitlement
shall be considered to have been
earned, and the employer’s liability to
have arisen, as of the close of the pre-
ceding cost accounting period.

(3) In the absence of a determinable
liability, in accordance with paragraph
(b)(1) of this subsection, compensated
personal absence will be considered to
be earned only in the cost accounting
period in which it is paid.

(c) Determination of employer’s liabil-
ity. In computing the cost of com-
pensated personal absence, the com-
putation shall give effect to the em-
ployer’s liability in accordance with
the following paragraphs:

(1) The estimated liability shall in-
clude all earned entitlement to com-
pensated personal absence which exists
at the time the liability is determined,
in accordance with paragraph (b) of
this subsection.

(2) The estimated liability shall be
reduced to allow for anticipated non-
utilization, if material.

(3) The liability shall be estimated
consistently either in terms of current
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or of anticipated wage rates. Estimates
may be made with respect to individual
employees, but such individual esti-
mates shall not be required if the total
cost with respect to all employees in
the plan can be estimated with reason-
able accuracy by the use of sample
data, experience or other appropriate
means.

(d) Adjustments. (1) The estimate of
the employer’s liability for com-
pensated personal absence at the begin-
ning of the first cost accounting period
for which a contractor must comply
with this standard shall be based on
the contractor’s plan or custom appli-
cable to that period, notwithstanding
that some part of that liability has not
previously been recognized for contract
costing purposes. Any excess of the
amount of the liability as determined
in accordance with paragraph (c) of
this subsection over the corresponding
amount of the liability as determined
in accordance with the contractor’s
previous practice shall be held in sus-
pense and accounted for as described in
subparagraph (d)(3) of this subsection.

(2) If a plan or custom is changed or
a new plan or custom is adopted, and
the new determination made in accord-
ance with paragraph (a) of this sub-
section results in an increase in the es-
timate of the employer’s liability for
compensated personal absence at the
beginning of the first cost accounting
period for which the new plan is effec-
tive over the estimate made in accord-
ance with the contractor’s prior prac-
tice, then the amount of such increase
shall be held in suspense and accounted
for as described in paragraph (d)(3) of
this subsection.

(3) At the close of each cost account-
ing period, the amount held in suspense
shall be reduced by the excess of the
amount held in suspense at the begin-
ning of the cost accounting period over
the employer’s liability (as estimated
in accordance with paragraph (c) of
this subsection) at the end of that cost
accounting period. The cost of com-
pensated personal absence assigned to
that cost accounting period shall be in-
creased by the amount of the excess.

(e) Allocations. Except where the use
of a longer or shorter period is per-
mitted by the provisions of the Cost
Accounting Standard on Cost Account-

ing Period (9904.406), the cost of com-
pensated personal absence shall be al-
located to cost objectives on a pro-rata
basis which reflects the total of such
costs and the total of the allocation
base for the entire cost accounting pe-
riod. However, this provision shall not
preclude revisions to an allocation rate
during a cost accounting period based
on revised estimates of period totals.

9904.408–60 Illustrations.

(a) Company A’s vacation plan pro-
vides that on the anniversary of each
employee’s hiring date, that employee
shall become eligible to receive a 2-
week vacation with pay. Vacation enti-
tlement must be used within 2 years or
forfeited. An employee who leaves the
company voluntarily will be paid for
any remaining unused vacation entitle-
ment which was earned through the
employee’s last anniversary date. An
employee who is laid off for lack of
work will also be paid a pro-rata vaca-
tion allowance for service since the
employee’s last anniversary date. Com-
pany A accrues vacation costs each
month based on an estimate of the an-
niversary years which will be com-
pleted in that month. At the end of its
cost accounting period, Company A ad-
justs its estimated liability to agree
with its actual liability for completed
years of service on an individual em-
ployee basis.

(1) In order to comply with 9904.408–
50(c), Company A must increase its es-
timated liability for vacation pay at
all times to include the estimated addi-
tional amount which would be payable
to employees in the event of layoff.
The additional liability may be cal-
culated on an individual employee
basis or it may be estimated for the
employees as a group by the use of
sample or historical data.

(2) The following illustrates one
method of estimating Company A’s li-
ability at the end of its cost account-
ing period, December 31, with respect
to individual employees, in accordance
with 9904.408–50(c).

John Doe, Anniversary date July 10:
Unused entitlement resulting from

completed service years, 24 hrs.
at $5 ............................................. $120
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