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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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Full months of service since anni-
versary, 5:
Pro-rata entitlement on lay-

off=80 hrs.×5/12=33.3 hrs. at 15 ... 167

Total ........................................ 287
Less estimated allowance for for-

feitures, 31⁄2 percent .................. 10

Net liability ............................. 277

(b) Company B has a vacation plan
similar to Company A’s, but Company
B does not pay pro-rata vacation pay
on lay-off for service since the last an-
niversary date. Company B must in-
clude in its estimate of its liability at
the end of its cost accounting period
only that unused vacation entitlement
which results from completed years of
service, with allowance for forfeitures
if material.

(c) Company C’s sick leave plan pro-
vides that an employee will accumu-
late one-half day of sick leave entitle-
ment for each full month of service.
Sick leave entitlement may be accu-
mulated without limit, but an em-
ployee is paid for sick leave only dur-
ing actual illness; the Company does
not pay for unused sick leave on lay-
off. Despite the fact that Company C
might be able to estimate the amount
which will be paid for sick leave in a
future cost accounting period with a
high degree of accuracy, it has no li-
ability for payment for unused sick
leave entitlement in the event of lay-
off. Therefore, in accordance with
9904.408–50(b)(3), it must assign to each
cost accounting period only the costs
of sick leave which it pays in that pe-
riod.

(d) Company D’s vacation plan pro-
vides that on July 1, each employee
who has been employed by the Com-
pany for at least 1 year shall be enti-
tled to 2 weeks of vacation. All vaca-
tion must be taken between July 1 and
September 30. An employee who termi-
nates after September 30 and before
July 1 receives no vacation pay. Com-
pany D has a cost accounting period
which ends on December 31; however
Company D customarily accrues its an-
ticipated liability for vacation pay at
July 1 in 12 equal installments over the
‘‘vacation year’’ starting on July 1 of
the previous year and ending on June

30 of the current year. Company D has
no liability for vacation pay at Janu-
ary 1 or at December 31. In accordance
with 9904.408–50(b)(3), the amount of va-
cation cost which Company D must as-
sign to each cost accounting period is
the amount of such costs paid in that
period. Therefore, Company D may not
use the ‘‘vacation year’’ ending June 30
to apportion these costs between cost
accounting periods.

(e) Company E’s cost accounting pe-
riod ends on December 31. Its vacation
plan provides that on January 1, each
employee who has been employed for at
least 1 year shall become entitled to 2
weeks of vacation. The Company does
not recognize a liability for vacation
pay at December 31 because an em-
ployee must be employed on January 1
to be eligible.

(1) Despite the requirement that the
employee also be employed on January
1, the necessary service was completed
in the preceding cost accounting pe-
riod. If the other terms of the plan are
such that in accordance with this
Standard, Company E must recognize
its vacation costs on the accrual basis,
then in accordance with 9904.408–
50(b)(2), Company E must estimate its
vacation costs as if the liability arose
on December 31 rather than on the fol-
lowing January 1.

(2) Assume that Company E must
comply with this Standard beginning
on January 1, 1976. Assume that the
employees of Company E earned $90,000
in vacation pay in 1975, all of which
will be taken in 1976. Assume, further,
that because of reduced employment
levels, the employees of Company E
will earn only $80,000 in vacation pay in
1976, $5,000 of which will be paid in 1976
because of layoffs. The following exam-
ple illustrates the computation of va-
cation pay costs for Company E in 1976:
1976 beginning liability:

With Standard (9904.408–50(d)(1)) $90,000
Without Standard ........................ 0

Amount to be held in suspense
(9904.408–50(d)(1)) .................... 90,000

1976 ending liability ....................... 75,000
Plus: Paid in 1976 ............................ 95,000

Subtotal ................................... 170,000
Less: 1976 beginning liability ......... 90,000
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1976 vacation cost, basic
amount .................................. 80,000

Amount in suspense at beginning
of 1976 .......................................... 90,000

Less: 1976 ending liability .............. 75,000

Suspense to be ritten off in
1976; additional 1976 vacation
cost (9904.408–50(d)(3)) ............ 15,000

1976 basic vacation cost .................. 80,000
Plus: 1976 reduction of suspense ..... 15,000

1976 total vacation cost ............ 95,000

(3) Assume, further, that all of the
vacation entitlement which remained
at December 31, 1976 ($75,000), is taken
in 1977. Also, Company E hires a sub-
stantial number of additional employ-
ees in 1977, so that the amount of vaca-
tion entitlement earned in 1977 is
$85,000. The following example illus-
trates the computation of vacation pay
costs for Company E in 1977:
1977 ending liability ....................... $85,000
Plus: Paid in 1977 ............................ 75,000

Subtotal ................................... 160,000
Less: 1977 beginning liability ......... 75,000

1977 vacation cost, basic
amount .................................. 85,000

Amount in suspense at beginning
of 1977 (Note 1) ............................. 75,000

1977 ending liability (Note 1) .......... 85,000

1977 basic vacation cost .................. 85,000
Plus: reduction of suspense (Note 1) 0

1977 total vacation cost ............ 85,000

NOTE 1—Because the 1977 ending liability
exceeds the amount in suspense at the begin-
ning of 1977, there is no reduction of suspense
in 1977.

(4) Assume further, that Company E
goes out of business in 1978. All em-
ployees are terminated and paid both
for the $85,000 vacation liability at the
end of 1977 and an additional $40,000
earned in 1978. The following example
illustrates the computation of vacation
pay costs for Company E in 1978:
1978 ending liability .................... 0
Plus: Paid in 1978 ......................... $125,000

Subtotal ................................ 125,000
Less: 1978 beginning liability ...... 85,000

1978 vacation cost, basic
amount ............................... 40,000

Amount in suspense at beginning
of 1978 ....................................... 75,000

Less: 1978 ending liability ........... 0

Suspense to be written off in
1978; additional 1978 vaca-
tion cost (9904.408–50(d)(3) ... 75,000

1978 basic vacation cost ............... 40,000
Plus: 1978 reduction in suspense .. 75,000

1978 total vacation cost ......... 115,000

(f) All of the salary costs of Company
F’s salaried employees are charged to
service, administrative, or overhead
functions. No accounting entries are
made to segregate costs of com-
pensated personal absence of these em-
ployees from their other salary costs,
although other records are maintained
to control the total amount of such ab-
sences.

(1) This policy does not violate the
requirement of 9904.408–40(b) if such
salaries are charged to overhead or in-
direct cost pools for subsequent alloca-
tion to final cost objectives over annu-
ally determined allocation bases which
are appropriate for those pools.

(2) If the same policy were followed
in the case of engineers whose salaries
were directly allocated to two or more
final cost objectives, or to both inter-
mediate and final cost objectives, so
that costs of compensated personal ab-
sence were charged directly to the jobs
on which the individuals were working
when paid, then this would violate the
requirement of 9904.408–40(b) that these
costs be allocated among cost objec-
tives on the basis of the costs of the en-
tire cost accounting period. Only if all
salaries were directly allocated to a
single final cost objective, as might be
the case with personnel assigned to an
overseas base for the performance of a
single contract, would this practice be
in accord with that requirement.

(g) Company G determines a ‘‘charg-
ing rate’’ for each employee. The
charging rate includes an allowance for
compensated personal absence based on
average experience. As the employee
performs services, the related cost ob-
jectives are charged for the services at
the charging rate, the employee is paid
at his base rate, and the excess is cred-
ited to the accrued liability for each
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benefit. As benefits are paid, the costs
are charged against the accrued liabil-
ities. The amount of each accrued li-
ability is adjusted at the end of the
cost accounting period, and any dif-
ference is adjusted through appropriate
overhead accounts in accordance with
company policy.

(1) This method is not a violation of
9904.408–40(b) if it results in allocating
the estimated annual costs of com-
pensated personal absence at a rate
which reflects the anticipated costs of
the entire cost accounting period.

(2) The computation itself must com-
ply with the criteria of 9904.408–40(a).
For example, if the terms of the Com-
pany’s sick leave plan are such that in
accordance with this Standard, the
costs should be recognized in the cost
accounting period when they are paid,
then the computation should be in-
tended to amortize the expected costs
of sick leave over the activity of that
cost accounting period, leaving no ac-
crued liability for sick leave at the end
of the cost accounting period.

[57 FR 14153, Apr. 17, 1992; 57 FR 34167, Aug.
3, 1992]

9904.408–61 Interpretation. [Reserved]

9904.408–62 Exemption.

This Standard shall not apply to con-
tracts and grants with state, local, and
Federally recognized Indian Tribal
Governments.

9904.408–63 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.

9904.409 Cost accounting standard—
depreciation of tangible capital as-
sets.

9904.409–10 [Reserved]

9904.409–20 Purpose.
The purpose of this Standard is to

provide criteria and guidance for as-
signing costs of tangible capital assets
to cost accounting periods and for allo-
cating such costs in cost objectives
within such periods in an objective and
consistent manner. The Standard is
based on the concept that depreciation
costs identified with cost accounting
periods and benefiting cost objectives
within periods should be a reasonable
measure of the expiration of service po-
tential of the tangible assets subject to
depreciation. Adherence to this Stand-
ard should provide a systematic and ra-
tional flow of the costs of tangible cap-
ital assets to benefitted cost objectives
over the expected service lives of the
assets. This Standard does not cover
nonwasting assets or natural resources
which are subject to depletion.

9904.409–30 Definitions.
(a) The following are definitions of

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

(1) Residual value means the proceeds
(less removal and disposal costs, if any)
realized upon disposition of a tangible
capital asset. It usually is measured by
the net proceeds from the sale or other
disposition of the asset, or its fair
value if the asset is traded in on an-
other asset. The estimated residual
value is a current forecast of the resid-
ual value.

(2) Service life means the period of
usefulness of a tangible asset (or group
of assets) to its current owner. The pe-
riod may be expressed in units of time
or output. The estimated service life of
a tangible capital asset (or group of as-
sets) is a current forecast of its service
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