- - * Clostse A4 report fram t¥ Editing Subcommitter, dated
~ S £ st 1956, presenting an edited ver. n of the subject material was
pproved by the Committee with the following minor modific=tinncse

t 15-20L,2(aa) (2) (v) was revised to delete (A) and (B), -
' e semicolon appearing after (A) was charged to a comma’
and the word "and" was added at the end of the paragraphe ]

S5e¢ Case 534 - Section XI\FTl 15-20L42(aa) -_B'_g_j_.ggg ard Educational ]

With these modifications the paragraph was redesignated -
as (iv) and the existing paragraph (iv) as paragraph (v),
deleting the word "and" at the end thereof o

tion of the paragraph would be undertaken by the Staff by memorandum with

The members were advised that immediately following ASFR ajproval coordina-
the ASD (MXP),

.

. The subject of industry coordination was discussed, with the’Committee
recommending that industry be afforded an opportunity to comment, inasmuch
as the par-iraph covering Training and Educational Costs was marked
"Res ryrd" in the draft of Section XV which was forwarded to indusiry, ]

'éf-anding this recommendation, the Committee concurred that f-ymal
solic” tation of industry comments on this paragraph was a matter for
‘decizion by the Staff, AUG2 9 1956

as .

P
Notw .+

I, Csse 53U ~ Reviston of Part 2, Section K, e (3 neroor Poenicr TR, -
e 1 i i ‘ e ow ;
tne Materiel Secretaries have recomhﬁgii e e that thisy e g \ ‘

isi d advertisirg in tec pu
2dva§§:gm%rigle;s, is being resolved by hi her echelons, A further report

11 be made by 6 Mar 57. 6 Feb 57

&5%0 Case 53-LL - Revision of Section XV, Part 2, It was noted that thig
preflem is beiny considered at higher. echelons and that a further report wi )
b‘é/made on 5 Jun 57, il ‘QET _ 5

Case 53-LL - Revision of Section XV, Fart 2. The members concurred in t
- request of the Staff for an extension of the reporting date to 3 Jul 57,

.
(5 Jun 57)

Case 53-Ll = Revision of Section XV, Part 2 - ‘
€ 1S-on of Secti o A report on the statug of
the rsmsion of Seciiun XV, Part 2, was deferred to the 17 Jul 57 meetixsngg
. _ (10 Jul 57) °
Case 53U = Revision of Seitian ¥, Fark 3, The Chafimn Toosriag wmie
:l‘::}:gngeﬂsl:i c;?se hz ' eeni;;-zspended pending the outceme of the effort o:\“
cosb principles, Copies of the letter of transmit i
5:?21{1‘2311:?; b:i.ggl:o s::; f;og the i;cx‘eta.ry of Defense to the three Dg.rm;,
members o ' '
111%57 meeting, Yo A further report will be given at thel‘
o * ‘ (A7 Jal 57)
: “v - ,‘- M = -
Turthes a;;igg Revision of Section- XV, Part 2, The Chairman reported that
current eofamt °€ Part 2, Section XV, 1s not contemplated, as a result of
Amy Logal m m: © publish the comprehensive set of cost, f')rinciples The
closeds The membere::g g:;ctglc}r:ga;nin T oy this thfornation the ca;e be
15 closed, e sucgestion and, accordingly, the case

S o (b asg 57)




g

Ca

3, Case 53-4l . «on XV « 15-204,2(bb) = Tr and Educational Expenses.
The Committee considered a report from the Special ubcommmittee, dated 2\August
/1956, covering the subject paragraph on training and educational expensed, -
. After considerable discussmion the Subcommittee report was modified as quoved
belows . :

"15-20L.2(bb) ~ Training and Educational Expences

8. The costs of preparation and maintenauce of a program of

instruction at non-csllege level designed to incresse the vocational

v effectiveness of employees include the selaries of the director of
training and staff, training materials and textbooks when' the training
program is condected by the contractor; and tuition, fees, training '
materials, and textbocke, when the traiming is of a non-callege level
in institutions conducted by other than the centracter, Such costs
are gllowable, In both instances, costs af saleries or weges of
trainees during regular worldng hours are allowable, :

b, The costs of part-time technical, enginzering and
scientific educatior, et an under-graduate or pest~greiuate
-cellege level, related to the job requirements of bora fide
i employees, are allowable as follows:

* 1o Tuition, fees, training materials amd textbookss
or, in lieu of tuition, instructors' salaries and the
. Telated share of indirect expense, provided that the sum
thereof is not in excess of the tuition which would have
been paid t+ the participating educational institution,

2o Straight-time compensation of employees for time
spent attending classes during working hours not in excess
of a total of 156 hours per year where circumstances do
not permit the eperation of classes or attendance at

' classes after regular working hourse

®s The costs of tuitien, fees, training materials and
textbeoks (but not subsistence, salary, or any other emoluments)
in ccnnection with scientific and ergineering education on a :
full-time basis at a post-graduate (but not under-graduate) '
college level related to the job requirements of bona fide-
‘employees for a total period not to exceed one school year,
are allovable, In unusual cases vhere required by miljtary
technolegy, the period may be extended,

d. Haintenance expense and normal depreciation or fair
rental on facilities cwned or leased by the contractor are
allowable to the extent set forth in (k) above, (e) above )

+ and (t) ehove, respectively,

' es The costs of training and educatian of other than bona
' fide _q_loyeesmmtn;;mhlq._- [T L _

£, COrants to educational or truining inetitutions, including
the donaticn of femiliting X othar groperties,:.ssholarships or
fellowships, are considered as contributions and will be treated
as provided under ASFR 15-20k¢3(c)¢"

The report was referred to the Editing Subcommittee with the request thet an
edited version be presented for consideration by 21 Auzust 1955, In the
interim the ASFR members will clear the proposed paragraph within fheir
respective Departments and the Staff will undertake coordinaticn with the
Assistant Secretary of Defense (Manpower and Personnel), The Committee .
further determined that if the paragreph was cleared in time, it would be .
inserted in Section XV fer issuance corcurrently with the printing of that -
sections The Chairman further advised the members that the proposed paragra

! probably would be presented to the Procurement and Production Industry

' hdvisory Committee to secure an industrial reaction.
‘ : - . . -
In conjunction with the above paragresph, the subject of the allowability
of managemant and executive training costs was discussed and deferred without
action to modify the above paragraph,

In spproving the above paragraph the Committee consiiered and rejecte”
th= concept of allowing full-time salaries for bona fide employess c¢n &
full-time basis at post-graduate college levels, :

2y




t 1 ] i ‘ 15-22L.2(n) =

q 211 =~ evision of Section XV - Part 2 - Pa.ranod-ph o —
91" Gase A5.3 b O:rer’oime. e Navy legal member called the goxému.:?e;‘ )s(v

i i isti the present rewision of Seclio v
atbtention to a discrepancy existing in : _ . ! t
in paragraph 15-20L,2(n) with respect tn overtime, extra-pay shift and

milti-shift premiumse To correct this situation the Comm.ttee approved
the s.bstitution of the words

totherwise approved! feor the words "ot}}e?nw
authorzied" asppearing in the fourth line of the paragraphe The Commitiee
~urther epproved the deletion of the words

fyithout prior approval' in next
io the last line of the paragrarhe AUG 7 1956 |

,. T e - ST ceem————

3o Case 53-LlL - Revisicn of ASFR 12-202°to Conform to Proposed ASFR
_ 15-20L.2(n) - (Overtinme, Extra-Fay Shift and Multi-Shift
] Work)e The Navy legal member called the Committee's
tention to a further change required in the subject paragraph in viewr of
e changes approved at the 8/7/56 meeting in paragraph 15-20L.2(n) to
remgve an inconsistency between the two paragraphs, To correct this situa§'on :

thy Committee approved the substitution of the word "approval" for the wor
"authorization" as it appeared in the second and third sentences of subpara

graph (b) of the ASPR minutes of 17 July 1956, AUG 1 4 1956 ;\

12, ' Case 53-Ll = Revision of Part 2, Section XV ~ Coniract Cost Principles.
Committee considered a report fram the Section XV Subcommittee, dzted \

July 1956, presented in response to a report from the Tax Subcommittee
dated 21 June 1956, -In considering the Section XV Subcommittee's report
with respect to the three questions raised by the ASFR Committee and the
Subcommittee!s suggested treatment thereof, the Committee disagreed with
the Subcommittee!s clarification of the first question and reinstated the
previous language under subparagraph (1) to read:

g

."s o o2rd which are paid or accrued in accordancs with-
/ generzlly accepted accounting principles are allowsble,

o o 2

The Cormittee further revised the two sentences following (2) (ii) to \
read:

NReasonable cost of any sach acticn undertaken by the
: contractor at the directicn of the contracting officer
/ are allowables Interest and penalties incurred by a

contractor by reason of the nonpayment of any tax at

the direction of the contracting officer or by reason

of the failure of the contracting officer to assure

timely direction after prompt request therefor, are A \

also allowableg'

The Comrittee concurred in the Subcommittee report concerning the other
questions, These include retaining the present language of subparagraph
(2) (ii) without change and the addition of a proviso provision to sub-
paragraph (3) as follows:

to a contractor incident to a refund of tax, interest

and penalty shall be paid or credited tc the Government

only to the extent that such interest accrued over the

period during which the contractor had been reimbursed

by the Government for the taxes, interest, and penalties," \

/ "e ¢ ¢ 5 provided any interest actually paid or credited

As revised agbove the Committee approved the changes for inclusion in
Section XV, AUG 1 4 1956




3. Case £3-LL . Section ¥V - 15-20L.2(bb) - 1 'mning and Educational Exnens
A revort dated .e¢ July 1956 from the Special Subcomritiee established to conside
the subject problem was discussed at length. The discussion touched upon many
facets of the problem, such as whether the proposed allowance of treining and edu-
citional expenses was in keeping with the National poliey or merely a question of
the "cost of doing business" in the present economy., It was nointed out that many
commercial concerns have established programs for the advancement of their enginesr-
ing and scientific employees by supporting their cducation in after-hour classes
end, to scme extent, even cn a full-time basis at graduate schools. It was further
pointed ou? §hat it is the President's policy to promote training, particularly
higher training, starting at the high school level. In addition, the members were
advised that the Hoover Cormittee had recormended Governmental support and training
to encourage Governmental career employees. To some extent, the 4rmy and Navy aré
Pow using this practice for certain.selected employees. .
{ The Committee then undertook censideration of the proposed paragraph contained
in Inclosure L of the Subcommittee report, in conjunction with the other inclosures.
ghilparagraph was approved,; as modified by the Committee, subject to editing as
ollows: :

"15-20L.2(bb) - Training 2nd Zducstional Exnenses

8. Premaration and msintensnce of 2 nrogram of instruction
designed to increasse the  vocasticnal effectiveness of employees : L
include the salaries of the director of training and staff, train-
ing metsrials and textbooks, when the training orogrsm is con-
ducted by the contrzctor; and tuition, fees, training materials,
anc¢ textbooks,when the trzining is of a non-college level in
instiwtions conducted by other than the contracter. In both
instances, ccsts mey include salaries or wages of trainees during
regular werking hours.,

b. Fart-time technical, engineering and scientific edu-
cation at an under-graduste or post-graduate college level
related to the job requirements of the employee as follows: . )

1. Tuition, fees, training materials and textbooks.

2. VWhere circumstances do not vermit education after
paid working hours, regular employee compensation
is also allowable for instruction not in excess of .
a total of 156 hours per year. - .

c. Tuition, fees, training materials and textbooks (but
not subsistence, salary, or any other emoluments) in connection
vith scientific and engineering education of bona fide employees
on a full-time basis at a post-graduate college level, related
to the job requirements of the employee, for a total period not
to exceed one school year. In unusual cases where required by
military technology, the period may be extended,

- ————

d. The costs of training and educstion of other than
“ bona fide employees, including scholarships and fellowships,’
are not 2llowable "

The Cormittee 2lsc noted that it may be necessary to include an anpropriste
cross-reference to subparagranh (d) of 15-20L.2(tb) in the listing of items of
unalicwable cects,

4 furtihcer question was raised with respect to the treatment of costs
occesions¢ wiere contractors estsblished schools at their own locations on the
prenise thet such costs ouzht to be covered by the zbove paregraph. As these
coste wculd involve both facilities and faculty evvenses, the question of how
such'costs would be treated was returned to the Subcomittee to draft appropriaste
coverzce for inclusion in the above paragraph 15-20L.2(bb). The Subcommittee was -
requested to provide e repart for consideration by 7 August 1956. JUL 31 1956



'.J

11, Case 53=ll; ~ Revision of ASFR 12-202- to Conferm to Praposed ASFR

' 15-20l,2(n) ~ (Overtime, Extra-Pay Shift and ‘ '

: Multi~Shift Work), The Committee considered a report fron
+ the Editing Subcommittee, dated 21 June 1956, presenting an edited version of

'the subject material, The Committee modified the second and third sentences
of subparagraph (b) to read as feollows:

* o o o 2"On cost=type contracts, and to the extent

required by the contracting officer' on redeterminable A

and incentive fixed-price contracts, however, an -

authorization from the Government for the use of '

overtime, extra-pay shifts and multi-shifts must be

obtained to sustain the charge of any premium labor , »
' costs ta the contract, Such authorization should - '
' generally be obtained prior to the use of overtime,

extra-pay shifts and multi~shifts," o o o o

In the last sentence of subparagraph (b) the word "required" ;
was substituted for the word "desired," : '

In the title of paragraph 12-102 the word "Shifts" was
changed to read "Shift" in the phrase "Extra~Pay Shifts,"

As modified, the revised paragraph 12-102 was approved for printing :
concurrently with the printing of Section XVe JUL 17 1956

Ls Cose 53-Lk ~ Revision of Section XV - Contract Cost Frinciples -~

g Part 1, The Comnitfee considered a report, dated 6 July
195¢c, from the Editing Subcummittee presenting an edited version of tle
revigsicn of Part 1, Sectiun XV, After considerable discussion, in which
several suggeshions were presented for revision of paragraphs 15-101,
15-102,1 and 15-102,2, the report was returned te the Editing Subcommittee
for 'r‘edra;f‘ting, with the request that a revised report be presented for
concideration by 31 July 1955, A further suggestion was made that when the ‘
revised Part 1 was published a change was required in paragraph 15-502(z) to
veplace the comma with a period and delete all material following the caunae
‘The Cormittee approved the recommendations JUL 2 1353 '

The ninutes of the 7/2l/56 meeting were approved with the following modifi cations

- Item L. - Case 53-LL - Revision of Sectlon iV - Contract Cost Principles

Part I,

The case number was revised to read 56-29, and the second sentence was re-
vised to read: "After considerable discussion, in which several sug-
cestlons were presented for revision of paragraphs 15-101, 15-102.1 and
F2-102.2, the report was returned to the Air Force member of the Editing
Sutcormittee for redrafting, with the request thzt a revised report be
rrecented for consideration by 31 July 1956. JUL 31 1956




; Te Case 53-lLl =" -ision ef Part 2, Section XV,  ‘eport dated 21 June 1956
{ from the Tax Subce..nittee, recommending certain cha.ges in proposed paragraph :

15-204.2{y)} of. thé latést draft of .Part 2, Section ¥V, was-discussed, It i3
determined that the paragraph should not {nclude a ref‘erence te "taxes %
governments" since the award of cost-reimbursement type contracts by lét
uring activities to foreign contractors occurred so infrequently that this
tter should be covered en a case-by-case basis when awards are made te foreign -
ntractorse In the revised draft of the paragraph submitted by the Tax Sub-
comnittee in subga’;;ggzla.‘ph_-(;)wfill_q question was raised as ta whether defense would
reimburse & £onirsCto¥ IOL tIAR: I bDars ; (@) GiL) the quesi:
was raised as.ie -the..soundness of -the. atptement, AntiR WifSiragrerh (3) it was
ated' that tre laut “2eManss oMl B -a oVl srl-wertbence ~ The entire
eport was reférved to e Rert 2;5ecthen T¥ Suocenti ttes far Tevied, in .
oordination with the Tdix Swcdmmiittee; tf necessary, ind~the-request made =\
hat a report be submitted within 30 dayse JyL 3 1956

pre-

13, Case 53-LL ~ Revision of * ASFR 12;-202 to Conform to Proposed ASFR lS—ZOh.a(n)
' - (Overtime, Extra-Pay Shift and Milti-Shift Work). An \
Editing Subcommittee report gdated 21 «<une 395p submitted an edited versior of
a revised ASFR paragraph 12-202, -&e&sﬂm discussed the QQtails of
27this draft Ead Rade the°roTlowing whide Chserypilon- Wit Tespect ¥4 pardgraph

e TE il 0 I ST 0aneY elTel T4 HaTS (odRd -
(:b)‘ e T dxid bevuesdr eyscmen sl GTavii. it 7 IS
ae In line 3 it was suggested that there be added after the word )
\ "contractor," the following:
! . -
i ", and the contractor shall not be entitled to

a price adjustment therefor,";

b, In subparagraph (ii) discussicn concerned having the o
subparagraph commence "To the extent required by the
contract"; and

' co Having the third from the last sentence reads

i

"Such authorization shall generally be obtained -
prior to the use of overtime, extra-pay shifts, and
multi-shifts," e

It may also be necessary to delete the "s" from the phrase "extra-pay shifts"
'wlfx\erever it appears in the entire clause,

¢ The Cormittee members desired to look into this matter further and, . !

accordingly, the item will be discussed again at next weim.s‘ mee]'é%lslgo

15, Case 53=ll = Revision.of ASHR 12

s The §ecretary was
meeting, In the interip the members




Le Case =l = Revicsion of Sec*ion XV, Par’ %, The Chai
SESaVR 8 - DVo L) e Chairman announced
\'- that the .erial Secretaries Cowicil had de. .ed that the subject ol

profit sharing, contributions and donations, and general research costs
i would receive the same treatment under the revised Part 2 as in the *
e:c!.sting Section XV, It was determined that there was no objection to
using the.revised language concerning general research costs developed
by.the.EdJ.ﬁng Subcommittee; however, with respect to the negotiaticm:
9r1tena set. forth in the edited version under general research costs,
it was ggreed that they would not appear in Part 2 but would be placed
appropriately in Part 1 of Section XV, . AFE 17 1354 \

a pémorandum from the Chairman recommending that when Section XV, Fart 2,
id revised that certain changes, as set forth, be made simultaneously in
Part 14 It was determined that these recommendations be referred to the
Editing Subcormittee with the further request that the Editing Subcommittee
review the suggested placement of proposed paragraph 15-103, With respect
to this latter point, it was agreed that the Committee had previously-
directed the placing of this material in Part 1, but in reconsidering, tje
?A,ion was presented as to whether it should not more properly be plac%
- @ Part 5o The Editing Subcamittee was requested to report within two

veekse MAY 1 1956

9yase 53-Ll; -~ Revision of Section XV, Part 1, The Committse considered

v

1 { Case 53-LL ~ Revision of Part 2, Section XV - Contract Cost
/ Prirciples, A report from the Editing Subcommittee,
. dated 26 April 1956, containing a final édited draft of subject was
di stributed to the members, In addition, a revised draft of a document
containing the major unresolved issues with industry were also made
availsble to the members, - Both ‘of these documents will be attached to
agenda item for the Material Secretaries Council in the very .mear
/a?lture and the members were requested to give their concurrence to the :
deccuments to the Chairman by L May 1956e Wi 1owis

12, /CZse 53-LL - Revision of ASFR 12-202 to Conform te Proposed ASFR
15-20L,2(n) (Overtime, Extra~Pay Shift and Multi-Shift
Work), A revision of the subject paragraph, developed -

by the Staff to conform with the proposed Section XV treatment of overtim

extra~pay shift and multi-shift work, was considered by the members and e\

refefred to the Editing Subcommittee for editing, The Editing Subcommittee
wad requested to present a report for consideration by 29 May 1956 ¥ii & 1350

Se /CaSe 53-ll - Revision of Part 2, S '
J - ection XV, A representative of thh
Tmé Subc?nuplttee reported that the Subcomnﬁ.ttee'.had noted several areas
::10 exphutly covered by paragraph 15-20L42(y), entitled "Taxes," which
so w: result in issues with contractors, In view of the current statud of
; ;9 t:g fo;m th: Cfmn:.:;,ee rﬁquested the Tax Subcommittee to present th

¢ ents in order that these potential deficieneci
cohesqorod, e Yoo . e. ies could be

12 Cas; 56=29 =~ Revision of Section XV Par'; 1e :
Case 53-LL ~ Revision of ASIR 12-202 %o Conform te Proposed
. AW 15-20L.2(n) (Overtime, Extra-P Shift an

Multi~Shift Work 5.

d
. The Chairman raised the question o

hen reports would be received from the Editing Subcommitt i '
: : ee vith respect
hetgzi?ﬁ;e;‘ib grob]_.igxs. ‘I’hihNazy legal member advised that a repori's.p m
ommi tiee on the j
o onecweeke oy o 08 WO ‘.subgect problems would be presente?\

1, The mimtes of ’
PGl ati o of the 6/5/56 @etmg were approved with the followinf
Item 5, Case 53-LL ~ Revision of Part 2, Section XV, The last /

sentence was revised to adq ; ' quen
of Section RV.1 N1 c{g;lge words "for subsequent revision




» Part 5 - Subjects Affecting Cost Which May P=quire Special Consideratic

/ "Part , - Subjects Affecting Cost Which May Require Special ‘{
2 Consideration, '

15-500 Scope of Part, This Part enumerates certain subjects
affecting cost which may require special consideration in
connection with the negotiation or performance of coste
reimbursement typé contracts and which are not specifically
covered in Part 3, or Part 4, of this section,

15-501 Consideration Required, It is important that :

Contracting Officers and their negotiators consider the '

A subjects enumerated in paragraph 15-502, and any other :
subjects not precluded by the provisions of Part 3, or
Part L of this section (whichever part is applicable),
for the purpose of (i) determining which subjects if any
should be expressly provided for in a particular cost-
reimbursement type contract, and (ii) incorporating
appropriate clauses in the contract, Action taken with

y respect to any such subjects shall be reflected either

: in the contract or in the record of contract negotiationse!"

Part 6 -~ Cost Interpretations,

"Part 6 - Cost Interpretations
Delete balance of this Part and substitute therefor
the word 'RESERVED! "

Part 7 = Facilities Contracts,

"15-7C0 Scope of Parte This Part sets forth principles and
standards for the determination and allowance of costs in
connection with cost~reimbursement type contracts and cost~
reimbursement type subcontracts thereunder for the acquisition K
of industrial facilities to wfich the Govermment takes ’
title under the contract, This Part also applies to
clauses in any other cost-reimbursement Yyre contracts

or cost-reimbursement type subcontracts thereurder, which
clauses provide for the acquisition of industrial facili-
ties to which the Government takes title,

15-701 Applicability, Pending publication of the principles

and standards to be incorporated in this Part, Parts 2, 3, or

i shall be used to the extent appropriate in accordance with
" Departmental proceduresy"

The Committee was further advised that a charge similar to the change

made ia Part L (151,03 (q)) would also have to be made ip Part 3, 15~30L (g),
The Committee concurred in such a changeo

NOTE: Subseguent to the meeting the following change was received
from the Editing Subcommittee for Part 3 = Research Contracts with ilonprofit
Institutions:

"15-30Lk Examples cf Items of Allcwable Costse o o o
g) Fension pizns in accordance with the principles-and
standards set forth in ASFR 15-204,2(q) 2nd zroup hezlth, ’
' accident and life insurance plans (but see paragraph 15-305(k) )"

. Action to devsiop a clean draft of Part 2 s lncorporating the changes
a.proved to date, was deferred until after the Material Secretaries consider
the existing three issues, APR 1 G 193¢ '




N favored customer,? ‘

¥

15-204e2 ( ° (1) Insurance ang Indemnific: on, - (Page 9), This 5
subpa. _graph was revised to reaq as follows: 1
[ 3
"15-20452 (j) Insurance and Indemnificatione
1) Insurance includes (1) those types of insurance
which the contractor is required to carry under the terms
of the contract, or by specific instruction of an authorized
pepresentative of the Government, and (ii) any other insurance
. ~ for which the contractor seeks reimbursement under the con-
tracts Indemnification includes securing the contractor
against liabilities to third bersons not compensated by
insurance or otherwise,"

15-20),2 (n) '(l) and (6) Material Costs, Pages 11 and 12), Were
revised to read:s - )

"15-20L.2 (n) Material Costse ‘

1) Costs of direct and indirect material, and
collateral items such as inbound transportation and -
intransit insurance, are allowable, subject, however,
to (2) through (6) belew, In computing costs of
materialy consideration will be given to reasnable
overruns, spoilage, and defective work (for correction
of defective work, see the provisions of the contract
relating to inspection ard to correction of defective
work),

*o# % % o2 % %

(6) Costs of material- or services sold or transferred
between' plants, divisions, or organizations, under common
control, shall be allowable only to the extent of the
cost to the transferor, or the prices of other suppliers
for the same or substantially similar items; whichever is
lower, unless factors other than price warrant allowance -
on the basis of the ¢ost to the transferor; provided that, ’
in the case of any item regularly manufactiured and sold by
any such transferor through commercial channels, a departure
from this cost basis is permissible if the charge to the
contract does not exceed (i) the transferor!s sales price
to its most favored customer for the same item in like
quantity, or (ii) the prices of other suppliers for the
Same or substantially -similar items, whichever is the
lower, unless factors other thaw brice warrant alldwance
on the basis of the transferor!s sales price to ite most X

. e

The Committee further consicered proposed revisions of existing Partsg

of Section XV, together with @ new proposed Part 7 covering Facilities
Contracts, presented by the Editing Subcommittee, the revisions to be .
issued simultaneously with the issuance of the revised Part 2o The Come B
mittee approved the following revisions:

Part }§ -~ Construc tion Contracts,

"15-403 Examples of Items of Allowable COStSo o o 6 o o o o o
, (3) PensTon piens in accordancs with the principles and - =
standards set forth in ASPR 15-20L,2 (q) and eroup nealth, <V
accident and life insurance pPlans (but see paragraph ce Qi“ <
15<Lok (b), (d), 2nd (m)).n “’QP?

4




+ - contractor's products, or othe. relevant .
circumstances, ' '

Individual categbiie's‘ of indirect cost are discussed in ’ s
ASFR 15~203,2 through_ 15-203.5._" o

15-200 The Committee approved a revisian of the TITLE and the
"Scope of Parth as quoted below:

“Part 2 - Supply, Service, and Research and Development -
Contracts, with Commercial Organizations s

15-200 Scope of Part, This Part sets forth principles and
standards for the determination and allowance of costs in
connection with cost-reimbursement type contracts and cost-
reimbursement type subcontracts thereunder for procurement
of supplies, services, and research and development work,
with contractors or subcontractors other than such contracts

and subcontracts to which Parts 3, ), or 7 apply,"

15-204.2 (£) (2) Depreciation, (Page 7)o This subparagraph was
- revised to read as quoted below: s

Uit 36 36 36 % 363 3¢ . ’
(2) Depreciation on a contractor!s plant, equipment, and
other capital facilities is an allowable element of con-
tract cost; provided that the amount thereaf is computed:

(1) wupon the property cost basis used by the
contractor for Federal income tax purposes
(See Section 167 of the Internal Revenue
Code of l95h)5 or

(1) 4in the case of nonprofit or tax-exempt
organizations, upon a property cost basis
which could have been used by the contractor
for Federal income tax purposes had such
organizations been subject to the payment
of income tax; and in either case

(iii) by the consistent application to the assets
concerned of any generally accepted accounting
method, including those recognized by Section
167 of the Internal Revenue Code of 1954,

Depreciation should usually be allocated to the contract and
other work as an indirect costs The' amount of depreciation

allowed in any accounting period mgy, consistent with the .:gis'
basic objectives set forth in (1) above, vary with volume Y
of production or use of multi~shift operations," VQQ\\’

The Air Force withdrew its former request for consideration

of additional language to be added ‘to subparegragh (iii)

vhich would, in effect, have provided that the depreciation o
allowable under a contract wsnid mot excesd the Beprecistion
authorized under the Internsl Reverme Code,>Mis action was
taken on the premicze that the disadvantages of holding con-

tract files open for an indeterminate period of time until \‘V ’
final determinations of depreciation had been made by tax el
y authorities or by the Courts outweighed the advantages “(o*qp.e_

sou.ht by the additional language,




Le Case 53=Ll = Revision of Section XV, Consideration of the special areas
subject to 1 lsion or review at the Speciel M ~ing held L/6/56 was under=- '
ftaken in the .ollowing order: \

i

' 15-204e2 (p) Patents.s (Page 12); The last line of the edited draft,
dated 29 March 1956, was revised to delete the words "by the
Government" -and substitute therefor the words "where title is
conveyed to the Government," -

5

15-20L42 (o) Overtime, (Page 12)s The members were advised that the
OASD (I&P) had no objections to revising ASIR paragraph 12-102 to
be consistent with this paragraph, Accordingly, the Staff will }
prepare a revision of_J2-102 for consideration, - , i

i SRR ecwunsIEri LT - .
J 15-203,5 General and Administrative Costs. (Pages 4 and 5), This

"15-20305 General and Administrative Costss General and
administrative costs consist of items 6f cost attributable
to the overall management, supervision, and conduct of the
. businesse Such costs shall be allocated to all work of
the contractor, using any recognized method of allocation
if equitable results are thereby obtained, Allocation of
general and administrative costs on a total cost incurred
basis (exclusive of general and administrative costs) is
a method which generally produces equitable results, Other
methods acceptable where the circumstances are appropriate
include allocation on the basis of:

-~ e
-, o ;

.

(i) processing costs (direct labor, factory
overhead, and other factory production
costs exclusive of direct materials);

(ii) factory input costs (processing costs plus
direct material);

(iii) cost of goods completed;
(iv) cost of sales; and

(v) sales (where no more satisfactory method
is available),"

15-203,1 (b) General, (Page 3), This subparagraph was revised .
to read as follows: .

"15~203,1 (b) The method of allocation of indirect costs.
must be based on the particular circumstances involved,

The objective should be the selection of a method which
will distribute the indirect costs in an equitable manner,
The method used in connection with Government contracts
shall, in order to be acceptable, conform with generally
accepted accounting practices, provide uniformity of :
treatment for like cost elements, be applied consistently,
ard - produce equitable results, A previously acceptable :
method shall be subject to reconsideration whens

(1) Any substantial difference occurs between

the cost patterns of work under the contract &Q‘
and other work of the contractor; or Q\' ‘
\
(ii) Any significant-change occurs in the nature - éﬁ \
of the business, the extent of subcontracting, <Y
fixed asset improvement programs; the oS A
inventories, the volume of sales, the volume @Q«*G@

of production, manufacturing processes, the oR



Page 21, 15-20Le2 (aa) (1)s The third word reading "contractor!s"
' was deletede
15-20L,2 (bb), This parsgraph was reserved, A Special *
Subcommittee was eéstatlished to consider this problem.
as a special case, presenting a revised coverage on the
subject of training costse In taking this action the
Special Subcommittee was requested to give consideration
to inclusion of a reference on page 26 when their efforts
are completede The Subcommittee was further requested to
coordinate their efforts with the OSD Ofiice of Illanpower
Supplye Members designated to the Subcommittee were:

¢ - Army - To be designated

Navy = Mre Ae C, Sawallisch, ONM (Chzirman)
Mr, James Ruttenberg, OCN

AF - lMr, P, Ms Southwell; AFMPP
Mre We Le Latta, AFAUD

The Subcommittee was requested to present a report fo
consideration by 7 May 1956 4 : !

Page 22, Approved, ‘ !
Page 23, Approved.

Paze 2L 15-20Lo3 (i)e The Committee deleted the reference in
parentheses”at the end of this paragraph, In taking
this action, there was .general agreement to specifying
the period and amount in part 1 vhen rewritten, with
an appropriate cross-reference,

Page 25, Approvedo ‘

Page 260 15-20L¢3 (2) (xi)e The words "special tooling costs"
were deleted and the word "taxes" substituted therefor,

15-20L4,2 (2) (xii), Training Costs, was deleted in its
entirety, .

15-20L42 (2) (xiii), Travel Costs, was renumbered to
; (ﬁi)o )

I |

The Navy legal member callsd .the Committee's attention to the Editing
Subcormittee!s report of 27 February 1956, in paragraph L of which the ¢
Subcommittes covered the subject of side agreements, Tt is understood
that this matter had been the subject of discussion by the Procurement
Secretaries in the spring of 1955,

: With the above action, further consideration of this subject was ot
deferred until the next meeting to be held L/10/56, : . Q-
pOR




Page 12,

Eége 13.

Page 1k,

Page 15,

Page 16,

Page 176

A revised the paragraph was refer.ed to the Editirg
Subcommittee, with the request that the edited
language be preserited by the next regular meeting
(10 4pril 1956),

15-20402 (n) (6)e¢ The semicolon following the phrase
“"whichever is lower" was changed to a comma and the
following language added:

"unless factors.other than price warrant allouance
on the basis of the cost to the transferor;",

15-20462 (n) (6)s The word "either" appearing before

(1) was deleted, The period at the end of the paragraph
was charnged to a comma and the follow:ng language was
addeds

"whichever is lower, unless factors other than
price warrant allowance on the basis of the cost
to the transferor,"

15-20L02 (n)e The Staff will undertake action to
determine thether a revision to paragraph 12-102
may be mad:: in order that paragraph 12-102 be
consistert with this paragraphs

15-20402 (p)o The Staff was requested to clear the
need with the Patents Advisor of the inclusion of the
vords "or on behalf of" in the last line,

Approved,

15-204.2 (q) (3) (iv)e The Committee agreed to the
inclusion of a note in the lMinutes that under this
paragraph the parties can agree to (&) or (B) for the
individual periods under the contract,

15-20L.2 (q) (3) (iv) (A)e The second word "all" was
deleted,

15-20Ls2 (q) (3) (iv) (B) (II)s The words "or gains"
were inserted after the word “credits" in the sixth
from the last line,

Approved,

15-204¢2 (u)e The words "such factors as" were
inserted between the words "of" and “the®" in the

" second line,

- 15-2042 (¥) (2)¢ This paregraph was reserveds

, {p&roved, "&b ect w’aeh&[’m &me ET I

: \
Approved, Aaoh '(v

Approved, A7 Q n



o s eang

Page Lo DNelete a comma in paragraph 15-203,.2-

Paragraph 15~203,5. The Air Force member recormended
that everything after the first two sentences of this
paragraph be deletéd, After considerable discussion
this recormendation was rejected, However, subparagraph
(1) was deleted in its entirety, Subparagraph (ii) was
referred to the Audit members of the Section XV Subcom—
mittee for clarification, with the request that the
revised language be presented for consideration at

the next regular meeting (10 April 1956), Final
decision will be made on this paragraph after

revised (ii) is reviewed,

Page ;;:‘jémm 53—’:‘-’.3':5‘: 28w fdgzegeTsg e oo o ou. *
Page 6. Agpmzed, “reservirg subparagrephe.{d) and (e) of
15-20L4020

Page 7. 15-20L.2 (£) (2) (1) (ii) (iii)o These subparagraphs
were revised to read as follows: '

n(i) is computed upon the property cost basis
used by the contractor for Federal income tax
purposes (See Section 167 of the Internal Revenue
Code of 1954); or

(ii) in the case of nonprofit or tax exempt
organizations, upon a cost basis which could
have been used by the contractor for Federal
income tax purposes had such organizations -
been subject to the payment of income taXes, and

(iii) is computed by the consistent application
to the assets conterned of any generally accepted
accounting method, including those recognized by
Section 167 of the Internal Revenue Code of 195k
In no event, however, shall a greater amount for
depreciation be allowed than is authorized by the
Internal Revenue Codes"

The Navy member objected to the addition of the
underscored larguage pending further studyo

As revised, this paragraph was referred to the Editing i
Subcommittee for editing, with the request that the

edited paragraph be presented for consideration by

the next regular meeting (10 April 13956).

Paze 8 Approveds

Page 9o Was approved, subject to further editing of the last
sentence of paragraph 15~20L.2 (j) (1), which was
referred to the Editing Subcommittee with the request
that the edited language be presented by the next
regular meeting (10 April 1956),

Page 10, Approved, subject to the deletion of a coma in
15-204e2 (k) (1) (2)e

Paze 11, 15-20L.2 (n) (1)e This subparagraph was modified to

-add the following words in parenthesess }1& W
. o Q/
"(for correction or defective work see the éq?g ’

clause of the contract relating to 'Inspection
and Correction of Defective Work')." APK 6 195F




.

iting The members were adv?sed
sciving a report on this groolem
L 1 1996 would be presented by
SAN @1 : 1l February 1956,

7 o £ Section XV,
. Revision of i
Sf"hh C:ntract Cost Principles

{

.53=Ll; -~ Revision of Section XV_~.Contract Cost vPrin?iple's,«_A repory
fuﬁagﬁafﬁﬁi of iheSiE-:'cTitjmg Subcommi ttee pointing up certain 'argasl-requlri
esolution prior to final editing was noted and further consideration deferz

until the next meetinge - In the interim the Edlt:uzg ,Subcomnittee_<.x'{as requzg et
tofmeet with the Section XV Subcommittee in an effort to resolve &s many of -
thp areas ag possible and to report on their accomplishments at. the:élll‘la;ch f
1956 meeting, FERG v o0 TS - :

12+ Case 53-LL = Revision of Section XV ~ Contract Cost Principles, The

Coairman advised the members that the Editing Sudcommittec wes still studying
#he proclem which had arisen with respect to "Pension Plans" and that it was
cortiemplated a report would be presented i

coremp] D the near future, When the repért
1s received the members will be contacted to determine the need of & specia
mgeting to consider the problem, . .

A _.-. R

FR

5¢ Case 53-L) - Section XV

= Contract éééf’?rinbiéiés;" The “Cormittee determine
Y A3 : - - 20e ML L Te ermined
E: e fgv; Bsslezé;'l; _me:tmg_ F{';da\v, sarch 1958, at 1160 hours, in room 2216,
rroblen: €s U0 consider the report of the Eait,ing ‘sqb,qomr,ittee on this

.

K

11. Case 53-44 - Revision of Section XV - Part 2, The Chairman of

the Editing Subcormittes advised the members of the progress to date

?f the joint efforts of the Editing Subcormittee and the Section XV ,
@gbcommlttee in completing the editing of Part 2 of Section X. In i
1ew_of the Cormittee's action it was determined that no spscial

reeting would be held Friday,23 March 1956, to consider this problem

but that the report, if available, would be considered at the next
regular mesting, i 2 0 1956 ‘

B The Airmy member expressed an inz
pPhrass "Commercial Type iceo
connection he wished it
is to be meaningful 2 de

bility to ascertain what the f
unting Systems" encompassed. In this

made a matter of record that if the section
finition of this phrase should be included,

13, Case 53-LL - Revision of Section XV, Part 2. The Chairmen of the Editing
Svbcommittee adviscd thet rcvised copics of this pert jointly being considercd t
by thie Scction XV Subcommittee and the Editing Subcomittce would be aveilsble
ty Friday, 30 March 1956. 1In this conncction, the Cheirman expresscd 2 desire

thet the revised rcport could be considered at the next regular meceting to be
held 3 ipril 1955.
ihe Cheirmen further advised the members that instructions to the Staff with »
respect to the. three iBsuss: covering . ol ;::;.v;::;'z T S S S
. ‘ 7 7 Profit Sharing, = S ' -

Contribution and Donation, and
Genzral Rescerch

———

AR 2 7 100
were to be accorded the seme treatment now provided in the current Section XV




revision of parag h 156-204.15, Insurance and'Indb'}ifiogtign,fﬁanogna
{dered, approved a1 ver minor modification and refer. . to the Editing Sub-
oommittee as shown belows , T T L

;: Cagse 53=44 = ggyision of Part 2, Section XVe A Staff proposal. presexntiug

"15.204,156 INSURANCE AND INDELNIFICATION.

8. Inéluded undsr this item are (1) those types of in- .
surance which the contractor is rejuired to ocerry under the terms of the
! contract, or by specific instruction of the contracting. of ficer or his
! guthorized representstive (see ASFR 10-501 for kinds of insurance ordie
b parily required), (2) any other insurance for which the oontractor
gecks reimbursement under the contract, end (3) lisbilities to third
persons not compensated by insurance or otherwise. . PR ' :

b, The contractor shell be reimbursed for (1) insurance
required to be gubmitted for approval or required to be prooured and .
meinteined pursuant to ASPR 7-203,22. and (2) other -insurence meintained
b; the contractor in connection with the perforiance of this contract
if the types and extent of coveraze are in accord wita sound business
practice and the retes are reascneble under the oircumstences, "subject
"to the following limitations or restrictionss

- —

© (1) Costs allowed for use and occupancy insurance

will be limited sc as to exclude coverage. of profit,
interest, federal income taxes, and any other items
of expense unalloweble under. this parte ‘

~(41) Costs of_insurancegor‘any'réserve covering ths
are not allowable except to the extent that the Govern-
‘meént may have approved or :equired such insurance or

réserve.

(444) Cost of a reserve for a self insurance program-

\.

|

. risk of loss of-or. damage to Government-owned property 1

are allowable provided the progrem has been spproved by . -

the Military Department eoncermede - : .=~ 0 -~

, (iv) . Costs of. insurangs ‘on:the 1ives of officers,
L . partners pr«?ropriéﬁdrs, are not allowable: except . ..
y .. -+ where such “insurance; is. part 6f an employee plan whioh .
| . is -not.unduly.restristeds = . . . T

" c. The chligstion of the Sovermment to indémnify the’
contractor will be alloweble only to the extent expressly provided for

in the contract .(For example, see ASFR-7-203.22). Bxoept as othervise -

expressly provided in the qontraet, actual losses not teimbursed by
insurence (through an approved self “insurance ‘progren or otherwise),

are not allowable."

In further considering paragraph 15-204,34(b) (1) the Cemmittee qtiestioned
the advisability of providing for en allocation of cost to all generel re=-
searon work of the contractor if the concept of -providing for an allowance
of the cost is specifically covered in the oontraot, The Committee dster-
mined thet as long as this concept 1s retained no provision for an allo-
cation wes requireds Accordingly, gubparagraph (Ag, reading as follows,
wak deleted: - N Co e . '

n(h; Te the exhest sweh cgatsraté allowzd, they wid be
equé#ah&y-albeqatqd $e ald wewx of #&he eerntpeaker elhe¥
Shar ‘dop Indopondent gemesal and 'velated poccarehe’

With this action correoted copies of Part 2 of Sectioﬁbxvvﬁefé'distributed
t} the legel members for their respective members of the Editing Suboommittes

id order that editing of the draft could be undertaken. ‘The Editing Sub-
cdumittee wae requested to provide a report for oonsideretion by 13 January
1856, NFER 151655 Co R



[ .
) e

-
a

“If a contractor has-but”pne or relatlvcly feW'Government |
contracts, an appropriate oontractual prov151on may be used -

';15-204}2-4 The sevonth—seﬁtonoefwapwbevlued'to rsad'; " ' \

-“1 _to preserve the Governmont's interest by ‘providing for

retrospective accounting and eny Hecessary adjustment to the
pen51cn plan cost incurred under the contract.“

:v“lth this modlflcatzon the parggrayh wcé.obprOVBd. o : }

'_;15-204.8 Contributions and Donat1ons. Coples of "the Air Foroe-

PR

‘minority position with respect to’ th1s paragraph which was isolated

es an issue .at the 11/22/55 meeting, were distrlbutéd to the members:

_for presentation to' ths Mate;ial Seonétariaa and the Asszstant Secre-

taty o? Defense, (S&L) as an issuee-' S e _ I

"As modlfled by the 'ASPR Committee the Sdboommittee repbrt was referred

to the Editing Subcommittee for ‘editing. | The Edlting Subcommittee was

—~

o—— e

facilitate edltlng, the Staff W111 provide +ha merbe:s of tha Rditing Sub-

requested to provide ‘8 report for con51derat10n by 10 January 1956. Tc¢
comaittee W1th a clean draft of the reporte o onE

pEC O

2. Caye 53-44 = Rev*sion of Part 2, Section XV. In approving the minutes

of th¢ 12/6/55 mesting the Air Foroe requested that the last sentence under \
peragraph 15-204435, Royalties and Other Costs for Use of Patents, be rev*se%.
to exprass the ooncept in two sentences rather than onse Accordingly, this
sentence was rephrased as followss . P el -

/

-

"Charges for the use of patents, where the Governmént has _

e license or the right to free use of the patent are un- L i

allowables Charges for the use of Patents where a patent a \

has been adjudicated to be invalid are unellowable unless * N

otherwise provided in the contract." o \\
Dtc,l l‘ |9~N_




The Subcommittee report of 1 November 1955 was further considered on
1{ a par “aph basis, as followss = . -
15-203,3 presented by the Subcommittee was approveds A Staff pro=
posal to revise thiu'pa:agraph was rejected, ‘ :

15-204.15 « Insurance and Indemnification. A revised outline of
this paragraph developed by the Army egal member, was distributed
to the mémbers. Considerable discussion centered around the
variance in the language of the first two sentences of subparae
graph be and the language oontained in the clause, insurance =-
liability to third persons, The Committee requested the Subcom=
mittee Chairman to redraft the entire paragraph to achieve cone
sistency and a oross-reference of the clause and present same

at the next meeting.

15-204.34b(1) Copies of a revision to this paragraph starting

with the third sentence, developed by the Air Forde member, were

distributed to the memberss The paragraph was tien discussed

at length. As a compromise the Committee revised (i) under

é para_raph'd to read as follows and tentatively approved the
peragraph, subjeot to editing, the Navy and Staff positions
being reserveds

T

"(i) General research is that type of research which

is direoted towards increase of knowledge in science. It
: is research where the primary aim of the investigator is
! a fuller knowledge or understanding of the subjeot under
H study, rather than a practical application thereof. The
cost of Independent General Research (that which is not
sponsored by a contract or grant or other arrangement)
shall be allowed to the extent specifically provided in
the contract, '

———

(&) To the extent such costs are allowed, they
will be equitably mllocatsd to all work of the contractor
f other than its independent general and related research.

—

(B) Generally, the oontractor shall be required
to disclose to the Governmment the purposes and results
gurent, cdammmm e137m DF ~*
.3a.ieune mad L enitusTil To Trer g # 0.2 88k o3 IAZIT Tenrs 1l _
dwteimt o QY BORUSLIU = LIV [OIJDOC & Vit = <U° us vees oo

AT I EUN: - SN TINYIoR shall be given i

-gzoqo1d £ 10 eclisl o.ofuwinde

D~ T
. . .. 4= f add woW as :
‘ ; KRR

AN e
i3

a;"Soppé,fnafgfﬁ'ﬁgdlﬁﬁhiifyﬂoﬁ fhegéoﬁirgétbr‘s"in&ependent
~ general research programe . e Lo

" be The oapability of the contractor’in the perticular research
! field.: PN OND st ey » R A
os Benefits which may accrue. to the Government.

. ds Comparison of size and gost of contractor's previous years!

. Iesearch programs,’
&+ The proportion of tI
. : © ' total business," : _
‘ . . T LML R it 2 '%.:.'A-"‘T.‘ S .
E; In considering the paragraph the Committee alse determined that the Govern-
, ment's position versus Industry's position with respect to general research
shculd be presented to the Material Seoretgrieq_agd'thp Assistant Seoretary

d

of Deferise (S&L) as an issue with industry. ' " ' .

Y
<~

. 15'204'3&("‘"‘)”3??'0786; - - { D & : ’
'15.-30‘4@46 aﬁp,!‘.oyef,d."“:_, ' - . : 5—\,‘.' “
v ‘}5;264;266;_Tb§'géooﬁd'sgi£§p§§ wgs‘r§yi§e§f§o';gggﬁ
\ . "Such ocosts may include excess contributions to the extent such
: .. contributions are claimed and allowed for Federal Income Tax
- 'purposes in the ourrent ta.xgbleyea_r." Lol cc“_%?‘ ,
WS . . g . ol . "s i
» H;Eﬁ thl? modification the peragraph was approved, - - ‘*33#03?: {




1, 2. The mimut of the"11/22/55 ‘mestihg Werd £*théf moditied as
followse SRR G SPINCEETIEL S R RN RS

/
]

/

) Item 3. CaS&SB—hh-fReva.gi oniiof. Pést 27 Seétlonxv. s k

N

.-+ Paragreph 15-20hi2hs  The péragfeph was evised to read:
s:of the pramitn portion of
3 “' ra + et

This item con&ist ;
ctr ift apd multi=shif

Evefﬁiﬁe;i.‘

erm-. &t ic-pll. Sul- e . ) . y . wleA%m‘.

e

r\-:ggzvaiﬂﬂt-._,,,}
. ’ S i
i of such premiums should be separate dentified. R
/ When ! Proa B @ Uihe o tribution T
of overhead, Buch pramiums shall not be included '
therein. Cost of such premiums on direct labor are
allowable only to the extent expressly provided for
in the contract or otherwise authorized by the
Government. Cost of such premiums for indirect labor {
i is allowable without prior approval, if reasonable,
’ and the oost is sllocated on a pro rata basis to com=
mercial as well as Government worke See ASFR 12-102
for further information concerning the polioy regarding
such authorization, The amount of sggg_premium cost
charged on Government contraots ghell be equitable in
relation to the amount of such premium costs charged
on non-Government work being concurrently performed
in the Contractor's plant and the factors which neces~-
- ‘gitate the incurrence of the coste" !

[ S —
i

— -

L
be The minutes of the 11/29/55 meeting were approved with the follov:i:%:
i revisions: _

Item 2 = Case 53-44 = Revision of Part 2, Section XV. -

i Paragraph 15-204,34b(1) was revised to read:

"A proposed subparagraph Ce presented by the Staff

was oonsidered and rejecteds In lieu thereof the !
Committee suggested the insertion of the following A
first parenthetical expression in the third sentence 4 (
of (i) which would read as follows:

£ ————e

] "The allocable portion of 75% (or.such other

' ' percentege as may be agreed upon and set forth

’ in the contract schedule) of the allowsble costs

g of & contractor's independent general resesrch
(thet which is not sponsored by a contract or
grant or other arrangement) shall be allowed

in all cost-type contracts under the following '
. conditions:" ' .

i However, the positions of the Departmenfal members
‘with respect to ﬁhis ghange was reserved." DEC 6 1955 ;'




2. Case 53=44 = Q ision of Part 2, Section XV. . _ies of a memorendum
ror the Suboommittee Chairman presenting rev151ons of paregraphs 15-204.25\

5-204.29c, 15-204,343 and 15-204.35 were distributed to the members and

?“-’”"' Lliqring MU TS AP TN W vaisie
I&MGAMIvﬁqmmuame*xo pd¥ of elcevs. :f

R =001} 1 éﬁf3osx3noo ond bestiondus esiwieddo 10 Irerdmi s
2948.304,25 PATENT ENSES. “This item relates %o such expenses
as costs leading to the issuance of patents, sosts required to

?

Vel

i search the art end oosts nedessary to comply with invention

¢ " disclosure provisions of the oontracte. The costs of searching \
the art in order to make invention disclosures, and of preparing |
disclosures and other reports, as required by the contract are ¢

alloweble. The costs of preparing assignment end other papers
in oconnection with the filing of a patent application by the.
A _ Government and eny other. guch' costs ‘are allowsble, upon the
_ ... Written authﬁfiiatlon of the: oontraotlng officer. The cost
/- i " " of research and develgpment ‘work is treated in 15 204434, -

(See also:paragraph 15;204 35). .
As rev1sed'ﬁhe paragraph was npproved, subaect to editlng.
15 204, 290 readlng s, followa,was approved- :

“15-204 29 PROFESSIONAL SbRVICES - LEGAL, ACCOUNTING, EIIGINECZRING

. | . EDOMER, o o
;' I 6' The °°Sts of legal aocountlng and consulting services

and related expenses inourred in cohnection with organization and
reorganization; defense of ‘enti-trust suits, and the prosecution
of claims- agalnst the . Government are unallowable. The costs of
legel, accounting and consultlng services and related expenses
incurred in conriection with patent “infringement 11t1gat10n are
wallowable unlese otherW1se provided 1n the contract."

15-204.344 readlng as follows was approved'

"15—204 34 RESLARCH AJD DWV“LOPHLNT

N

; e : d. Resaarch and developmént costs’ (1nclud1ng amounts

{ - :bapltalized), regardless of the nature, which were incurred
in eccounting periods prior .to the eward of a particular '
militery contract,.will not be allocated to that contract "
unless allowdble &8s: pre-oontract costs (Paragraph 15-204.28),

15-204.35 readlng a8 follows was approved-

i

[To)

" o

“15 204.35 ROYALTI S KNE OTdER COSTS FOR USL OF PATENTS. -

©

i This. 1tem covers amounts pald or p&yable for the right to use
} patents or inverntions. ‘Where: the:- use 6f such a patent or o z

invention"is neceksary for the proper performance of the con- [
tract and where tha.Gpmar;ment dbes ‘not already have a license

.or .other right te'use such & ipatent ' or invention, the royslties,
smortisation of the cost of purchased ‘patents or other purchased
patent rights appliocable to oomtraot produots or processes are

.allowsble to the extantesPresasdy pouviiel-MF §liswnsre In "
the contract or otherwise authorized by the contracting officer. ?
Charges for the use of patents, where the Government has a
lioense or the right to free use of the patent, or a patent /
has been adjudicated to be invalid, are unallowable unless

otherwise provided in the ocontract.” . . C°”T‘l> Nbﬂ' PAG'E

PSR



72 Case 53l - Revisisn of Part 2, Section IV, The Committee cnnsidered

§ certain palnts in the Sbonmuities dreft that required action subsequent th
that taken by the Crmmittee in its 11/22/55 meeting. These polnts crvered
the following subparagraphss .. - = ° .. b

1520345 = The paragraph ia'a_;sarevlsqd‘aﬁ abproved to read as
: Cfellowss . 0 T

*The base period for allocation of indirect
expenses should be representative of the
period nf contract perfremance and should be _
suf ficieritly long to avoid inequities in the -
! ' ' allocation of costs, but in ne event longer
_i: than the cortrastor's. fiscal years"

15-20448 ~ The Air-Force member advised that the Air Force '
R pogition for presentation to.the Material Secretaries -
en thir: priblem wenld be presented within ane week.
15205225 . o o TS
15-20k.3ld < . S
15-201,.35 - A memorandum frem the Patents Subcommitiee setting
, _ forth the views_of the Patents Subcommittee with
© .. respect te these parugraphs was distributed te the
I © .07 .  mémbers, After a brief discussion the problem
! © was returned to the:Section XV Subcdmnittee for - '
further conglderation in ¢onFadcticd with the X
Patents representatives of the three ‘Depsrtmentss =
The Section XV Subcomiittee was.requested tn .-
provide an intexim ropart’at. the:next meeting -
and a final report by 13 ﬁa&é;ﬂ.,)_,er ]955. )

15-204433b = ‘Iwe_alternative propossls t5 gubparagraph be cf
this subparagraph. were:distributed by the Navy - B
- o member. After discussion the Cemmittee adepted ' - = °
su v soim - v—the propesal Q DRIONL. . ik res s b St
. ;:; fesvnl 33 endzam Of1 5q- 2F - ‘gﬂaﬁu‘ IBrir berie1eD 28 Beu., .
ey ) . PRGNS LEPRP o] d"i!}‘”‘ﬂ.‘ifﬁ"’ nm;“..q. R R U PRSI
shae PO Silmas; gmcidinaliy. frovided for- Pl 38
othervise in the conmtract, rentals specified L
in sale and lesse~back ogreemefRfs urder (2)
ebcve are alloweble only to the extert that
such rentals do not excead normal cosis
(such as depraciatien, texes, insurance and
. maintenance expensed) torne by the lessor
, which wovld have been incurred had the
: contractor retained legal title to the
‘ facilities,"

-

15-20k,345(1) = A propesed subparagraph (c) presented by the
Stz{f was consiiered end rejected, In Meu |
thereof ths Committee inserted the follow'.g
- first, pareuthetical expressicon in the third ,
sentence nf (i), which reade as.fellowss - =~ °

*The allcoabls portion ef 75% (cr such "'
other porcentage as moy be agreed uprma
1 and set frrth in the contract schedule)
¢ _  of -the allowatle cosis of & cohtracter's
: : " independent geueral research (that whbich
.48 not sponsored by & contract or grant
or other arrangement) shall be allowed ST
in all cost-type centracts under toe - r
f£sllewing conditions:® 3 :
+  15=20L.15¢ = The Commiitee determined to place & period after
i the word 2allcwable,® deleting the words Buntess
i approved by the Department concerned;” subjwct ,
to editing, The Army leged member waa requested
to present revised phraseclogy for this paragraph
f. for consideration at the next meeting.

15-203,3 = Consideration of this piragraph was deferred until the
" next meeting in order that the reaction of the Small
Business interests cculd be obtainede NOV ¥ 9 150F



. ' | ‘
o The mimtes of the 22 November 1955 meeting were apprrved with the|.
ollowing modificationgs ) o )

Item 3, Case 53l ~ Revision of Part 2, Section XV. The first
f sentence was revised to readt i i

"In censidering the Subccmmittee report ef 1 November 1955,
and the wndated Army Audit Agency report, the suggestion of
the Chairman to consider the repert em a paragraph basis

AP was adopted,t n
?q__\ * s bSbhor me 311D edt bedqoons seddirmeold ol
% . The fellowing Perapnchacvezal SRUPUIR"as presented by the Subcramd tees

f -~ chaliuas
; 15-202,2
¢ 15‘2& 03‘

15203

15-203.1

Subparagraph 15-204.8. The first sentence was revised to reads

®*The Air Force member stated that the problem will be

. particularly dif icult in cases invelving industries
irvelved primarily in defense work, such as the aircraft
industry, In those cases, contributions and donaticns,
for all prastical purposes will be made by the Government
and not by the contracter, to such beneficiaries ard in
Such amounts as is determined by the contracwr, - Therefore,
the Air Force position is for continuing the disallowance

) s in the present ASTR," - o S

" Subparegraph 15-204.15, The quoted addition te subparagraph
"a" was revised te read: '

"The oblisaticn of the Government teo indemnify the ‘
gertresios will be ellowablie only tC the extent _ !
expressly provided for in the centract (for example,”

4 see ASFR 7‘203022).‘ .

Subparagraph 15-204,18, A parenthetical expression was added at

the end of the first sencence, as . ?
.~ follows:

'(i-ncl\lding‘the contracter's crntributed portien ) *

under cost-sharipg RED centracts).”
With this addition the mimtes were revised to reads

\ "The Committee adopted the Swbcommittee position as

\ clorified that the prrtlon nf cost-participation

. contracts not reimbursed by the Govermment under that
eontract not be allowed as a cost on other contracts,® .

15-20li.26d, The penultimate word in the quotes was revised to .
. , read "reveradonary,"” C

15-204428 -~ The seccnd sentence of the paragraph on precontract
costs was revised to place a perind after the word
“contract® and to delete the words "and may be
Umited t4 & perfiod of time as well as to the type
and amount of such costas '

The mimtes were reviéjed to reads

FE
85 3
S AP

a5 by % ab
e

draft but there was alsc a general | :
"Ceeling that.an appropriate method - N
- 0f control be further explored,” . - - .




/ 15-20)4.27 = The Committee accepted t.he dratt as written.

5-20!4.28
15"?@029 h

(_j [ 15-2c&.30

15-20&;32_"‘-

- 15-204433 s
was given to the change recommended by the

The Comitt,ee acce.pted. the draft as. writteno \
W:Lth re=pect to suhparagraph "c," the Committee

. adopted the posi tion of the Subcemuittee that
such legal teea are nct allowable. e

The Comittee adopted the poutirm of the
~"SubcommSttee that 21l profits and lnsses on
dlsposition of ‘plant, ;equipment. or other -
‘¢apital assets be excluded in comput:l.lg

- cantraat costse .

e~

M\m posiQom -

. o endbrabt of' those f
reconversion-gxpenses which are allowable appears |
the best meth~d of assuring fair treatment of i

the .‘mterests or the chernment and the Contractor, '

The Ccmmi.ttee accepted the draft a8 wxitten with
the exception ‘that the’ _ cecond sentence was revised

"to read ag frllowss:

"It further includes: the costs ‘of operating
,-an agtd.tude and -educaticnal ‘testing program,

- travel expenses of employees while engaged ?
in recruiting persrnnel,; and travel expenses J

of applicants for :Lntervie,:s for: prnspective
,_ : employment. - .

With respect to subparagreph "b," consideration

o "+ Americen Institute of Accouatants, Mro Ruttenberg
' was requested to draft substituts language for
' .azbmission to fhe Ed;tdng S\xbcnmmj.ttee

15~20Ls3kL -

Ihe Committee discussed at lensth the Subcommittee
apprrach with respect to general research, There

.~ : ‘Wwas general-agreement in the formila approach set

forth in the draft but there was also a general
fecling that a dnllar ceiling be crupled with such

.approach, Usihg this as a bade concept, the Staff was

. requested to' develop a propoation for further con-
'vaiderat.ion. o :

] 15-201;.'35 "-

:

nre D

'nze Conmttee adopted the positinn of the Subcom=
mittee that: payments »f royalties to contractors

& ——.

_ sheuld be cireumseribed by coitract provisinn or .

- otherwise authorized by the ’Contracti:g Off‘icer.

15-2044636 =

The questior was presented as ts whether at least’ fhe
protection afforded the Govermment in proposed ASFR
15-+202,1- should ‘a0t be provided, - However, it appeared:

~ "that the pretectisn sought. shéuld be- Teldted to the

- "Inspectiion .of Sipplies and Correotion’ ‘nf Defects” §f’ j

<

*€lauge .(ASPR 7-203.5¢), The Army member reccmmended e

| 15-204037 -

3

that the Editing Subcormittee give considerat;.on L N
to insertion of the word "consumer® after "tramng"
in the phrm "am tréining personnel 1n ’the use,¥y .

The Cfmit'hee accepted the dre.t‘t« es written. '?Q

E



' _ Matterneys tee" 4n 'the second -sentence of the
.. par agraph. .

15-20h.23 ’lhe Crmmﬂ.ttee nccepted, the d.raft. as wrd.tten.

15-20];.22 'The Committee soncurred. {n the ‘yecommendaticn tn
[ - includé “accountants fees" dimmediately after '\

with respect to identification separately cf
{ : shift premium and overtime, However, the -
paragraph was changed to read as followss

‘ '12 h°2k OVERTINEE Exm P% SHIF'T ?ﬂitm
- d

consiats of the Premium portion oi’ e pay &

!15-2oh.2h = The Committee adopted the Subcomnittee position

. and’ miltdwshift payments tp empldyees. - Such
- premiums on direct laLer msy be classified
as elther direct o1 indirect laber costs,
but the amount of overtims premium should be
separately identified,. ‘When direet labor
cost ‘15 the base for distribution of everhead,
svertime premiums shall not be included .o
therein, Cost nf such premiums on direct ' o
. 1labor are allowable cnly to the extent
expressly provided for in.the coatract
" or otherwise authorized by the Government,

———

I . Cost of such premiums for 4ndirect labor ie
allowable without prior approval, if .
| _ reasonable, and the cost is allccated on -

. ' a pro rata basis to commercial as welil as e
' government worke, See ASFR-12-102 fer o
further’ 1nfoma‘d.on comemiug the-policy
: regaraing such authorization, The .amount -
. of rovertime and shift premium cost charged cn
Government ocontracts shall be equiteble in
" velation t6 .the amrunt of such premium costs
charged on non-Govermment. work being concurrently
~performed in the contracter's plant and the
factors which necessitate the incurrence of the cost," 1

[RESPESRES 4

sl 14

15-20h°26 Ths menittse aecepted t.he dra.ft as mtten
with the accept.ion oi‘ t.he follovd.ng changes:

g '-";:15-201&.2&: ‘l.he aecond sentexe vas revised
tn read ‘as:£ollowss.

- “Sueh ereta may inclide -excess contributions
- pade -in previrus years <to-the ‘extent such
contriEutinns are claimed.and allowed fcr
m'purpnsea ‘in- t.he current. taxable perind,

E 5-20h.26d The next to the ‘last sentence
was revised to read 8s followsz
PRI a0
o —;'If a contmbm' has but one 6r relatively
.- .- few Govermment contrasts, an appropriate
.. eontractuel provision may be used to-
' " preserve the Govermment's interest by
providing retrospective accnuntixg a.nd
\ - . remn:l of arw necessary crenits.

‘ 15-201.4269 mis wbpmgraph was revised to
BN read as. fouowas . _ oy
e e < O
Con “The a.llowability nf costs of l\mp sum Qv I
.purghases cf anmities or of lump sum cash S
payments or periodic cash payments made tc .
provide pension benefite for retiring or .. ,<§
- . Tetired employeee other than.incurred " .k {< Q,
..  under ‘agproved pension plans will be: . (O
7 . subject e mside.rat.ion ca-an indindual é P“
" lcase bar 9 . Q




t13, Cese 53=b4 =R - sion of Secidon XVe The membe’. noted the desi.mat
xof iiaje Jo Oo Hunnicutly Jre Dep 1CQy &s Ay membe . of the subject Subee
comnitiee, vice Lte Cole Jo lie Railing, DEP 10Ge fER1 1955

L+ Gase 53l - Reision of :cssn i, Covtes of a proposed B Instructions

? sdence With re=
| Gy the Dilice of tie (5P matrollery to provide gl dance rith re=
z%vaoizmdgmeciationin»kéePﬁig with Section 167{(b). as Arited by Sectdon
107

S ore of 195k, subject 0 ‘meating the test of

. e Cam s B0
s Cﬂiﬁ]‘n‘..ﬂ ‘.!‘bd;atxahu&"g_ 4 "3"3 APPITW LTS e " Wt
Sdmaawmimea?m?ﬁf’{'!“-‘“ Gy dowlTe Badbepesi
e e Tage tiong A% o AR TN s tios s
ke @ Instiuctione Yo SERATER e ke ey S uction -
¥ reruested to develop appropriate CRVEIEEs B e ProRe aia for
Pdvt 6 of Section IV, or submit recommen ations as to other me :

ph’clication, including a recoimendation with respect__td ‘.bra lp.roper
Jocunent for use for the other mecize : .

Ao

In taking this action the Committee agreed that m@%'fi‘faﬁ“&?f th“‘e :
denreciation paragra'ph---(15~'-20ho9) .te; incarporate ».P*‘e.;?’f‘l?‘:?l?les ; ht:,
orososed directive should be postponed until after toced st of comiel

5

{rtn jncdustry on the proposed Sectiole e ' ,
{ The Subcommittee vas requested to provide & repoTt for gons;.c{e.ratl?n ;
by 15 Liarch 1955 inzoy dgud el :

,,,,,

. O:rse 53=Ll - Revision of Seciion XV, ASTRe A report fvon the Section e
7 osucorraitiee, pres:nwan . & r0POSes deoreciation = cost interpretation
o= imclusion in Part 6 of Section IV, wWes concurved in in srinedple, )
tsusject to editinge In takin- this action tae nembers notec tures areas *
re viring “grther consicezrationt
' a, Eifective dates
_ be Inclusion of the te-t ol Seciion 167 of the Internal
P Reverue Code of 195L, and , : '
ce Cmission ol any reterence to firus! dezreciations

P

The =bove areas were referred to the E-itdin Subcormittes for consi eration

4r conjuncilon -4th editing the roposele The Staff volunteered to develop ¢

a cress=rzferince to Miruet de sreciation for consideration .7 the Jditdiny

t gebeorm.iviess The Tditing Subcoinitier tias requested to provice a repert
2o eon-ideration WY 29 iiech 19550 Ko 1 teln

i = Ll

)

=% 5, Seciion 4V ASFRe 4 repart fron e 2diting
Dcommittee, presentﬁg The suoject Interpretation, was discussed at
lenzthe The report was retwned for reconsideration. While the Cormittee
cis mot finally determine its position, the Eciting Subeom: 1ttee.should
redevelon the project alon; the following liness

0., Czse 53=hl = De. reciation Cost Interpretation for Taclusion in . ’EA

a, Applicedlity of the interpretations In the absence of a
specific agreement the interpretation applies to 2ll :
nopen’! contraciss e » o ’

b, With respect to the assets invo)s'ed. ’ ,Unde,rtake intqrpretation,
thinking in terms of the descriptisn of the assets ‘covered,
utilizing therefore the nrovisions of the statutes

, | t .

lba Consider again the desirapility of quotdng or _paraphrasing such of the

tute as will render the depreciation cost 4riterpretation generally -
‘\’.):( . ‘

 wn’erstandable in jiselfy . AR 130



15-20heh3 - The Cemmittee. accepted the Jdraft as wr:l.tteng

: .15-20)4,38 - The Comittee accepted: the dra.ft &s written

- with the exception-that the Army. member reconmended

‘that the Editing Subcémmittee consider revising

the definition of "special toeling® ‘to. conform :
- with that. ourremtly’ being @rnposed by the Sectirn. .
- LIIT Subcnmu:ttee,

: 15-20-’4039 ~ The Cormittee’ adopted the Air Force minority |
pos:.tion with respect. to ubparagraph 15-20ho39a(3) )

-and that ot‘ the Suoccrmnittee o 15-201;.3

5-20hahC - The Comm.ittee adapted the Subcemnittee posn.tion.:: :
_with respect to the" non-allowabihty of costa
:an:.ldent to.exhibitinns, -

. ‘."'

) 15-20&.141 The Comittee accepted the draft as wrltten,

" the excpetisn that the Army member requested that S
. the Editing Sub«.cmn:l.ttee consider that line § <f..

e

AP

2

15-20lL2 - The Commlttee accepted the draft as written wth

~ the secend paragraph:be revised to reads M+ # & - é,:
- Provided :the centractor follows a ‘consistent o &
prceedure which providea Zor equitable results %

4n this respect,f A BN

With respect. to the third observat.ion set forth in the first page of the
* Stbcommittee report, the cenclusiem was reached that Departmental imple-

o}

minting instructicns sheuld Zollow within a reasonable time the publis
Fart 2, Section XV, The Committee -also determined that final cons

~tion. of Pert 2 would be given at a subsequent meeting, out as sron as
pnssible, '

| ‘\\\~__\\\\\\> <\\\\\\\\\\j

hing

dera- '

i
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Ge Case 53=lli = risdon of Spction XVe ~The memt s noted copies of the
corments received rrom on the proposed re..sion of the subjJect
Sections The Committee Chairman requested the Departmental members to impres
upon their respéctive Subcommittee mémbers the need for exped:.‘bious comple tion

of this 0rojecto JUL2 6 1955 S

15 Case 53—&&- Revision of AoPR Section XV. ’Ihe members noted an interim
gress - .report_from the. sub,)ev.t Subcommittee, included on the agenda, The
ommittee extend}d the time for.a final report untii’ 37 October 1955. Q0T 4-"1355

o L-Maj%ala_‘.\-d.m&aﬁ

"3 Gase S3ell, = Revision of Fart ‘Semonxv'commrauonennport
y the Section Beamities, prossnving & revision of Part 2, Sectdon |
XV/ was deferred at the reqno!t or the u.r’ Force mbbr wtil tha ueting

K 2 November 19SSo . NOV 8 1955 gy

[ U SIS, SO .,

3£ Case S}-hh Bevia'.un af 'Pu‘t 2, SQC‘H.an IV. In eons:l.derizg the Sub-

ttee report, the suggestion of the hairman ‘bo*cgnsider the report on
paragraph basls was tdopted. he act:tnn at the Gﬂmittee resulted in the
fnllowings , ' 4 C el \

5-200 . In cnnsider:l.ng the lndxutry pom}iﬁn 'Bhaz s atatement
_ ‘be included to- e sffect that Secttcn XV is mot applicable
w0 to #4xed-price clsntracts, ixwlud';tg ‘thce¢ with price
.- ‘redetermination’ previsinng, ‘the  questien was presented as
. ! 'to vhether it was necessary tn preclude the applicaticn
“of the prinoiplés to certein types of Semtfacts, It
was stated.that & deparate Part for Section XV will be
developed t5 cover Pacilities contratts; The Crmmittee
determined t.hat'the Whotes and Filing Instructions®
covering the ASFR Chinge which Wwill include Part 2
. shéuld contein a note that the use ef ‘the principles -
L ‘48 not precluded 4n conngcticn with :acilities
' cnntracts pending publication ¢ that Fart of Secticn :
/ P -xv which will coVar facﬂitiea ccntracts.

15«201 = The Committee adopted the' &:bconmittes position that
-theé new eéritericn “significant devi.ation in the
established practices af the eontracter which sub= . -
" stantially increase the contract costs™ is only cne -\
' . .of the facters sffecting. allowability € costs and
' does not t.ake uvthixg auq frem the contraotcre

5.202 Aecept.odﬂxeﬂtaftuwritten. A P

15-203.2 -$ismssion centered arcund ‘the ' patenthetical ph.rase ' Q'?
8(including independent research projects)” as set: , .-
.+ - farth 4R 15+203.2, the Alr Force recommendaticn Wth T &
- ‘pespect thereto, and the relaticnship of fHe phrase to
_ :15-20kLe3bed It was the determinatirn of the Committee §
", .that the gtated phrase shotld be deleted and’ that
- 4(zee ASPR 15-20L.34¢ )" should be’ inserted in lieu
, . thererfs. The Committee also de'bepnined that the
- "gecond parenthetical ghrm 4n 15<203,2 ®(exclusive A
of nvertime presdun)’ should be changed toread o L
"(exclusive of mérfd.m, extra‘pay, sod miti-Rift (@ &
premium)" e PR

[ ]

A-.‘.' . P fonm &
Thg ot L ~

. I -
Toe o7 .




15-20h.10 - -me Comnittee accepud t.he draft a.s writ.en.

15~20h.11 - ‘The Camnittee adopted the Subcmmittee positinn
. ‘that en’oerta:.ment expense should not be alloved
. - .and that -there was no conﬂ.ict between this -

paragraph sni 15-'20&.10 and lS-ZOh..hOo
15—2014512-11; The COmmittee accepted the dra.ft as writteno

lS-?Oh.lS In accordance with the péint a:pressed by the
. hrmy member, the Cormittee . determined thet
_gubparagrafh "&" should provide some coverage
' : with respect to indemnificatiane. It was decided
; -that proposed - ‘subparagraph ugh should be deleted
: end that such coverage, Tre revised to read as fnllows,
should ‘be i.nserted at the end of subpa.!‘agraph ngh,
. nlhe cost af indemm.fication will be allowable
.-+ only to the extent expressly. provided for in
. the cont.ract (for example, see ASFR. 7-203.22).

: It.'was also deternﬂ.ned that subparagraph ne® ghould
be revised to read as followst : . .

-~

e, The- costs of insurance or any reserve
covering the risk. of loss nr damage to
" .Govermment-cwied property are not allowable
_except -to the extént that the Govermment
may bave’ a.ggrnved or requ.ired such insurance
.. or: reserveo

W:.th these cha.ngea, and esp eblally 'that concerning
- 4ndemnification, the’ Editing &bcomittee should

- peview ‘the paragraph with reepe t te coverage given
t.hese cost elemenbs . .

e

15-20L416 = The: Comuttee adOpted t.he Subcommittee pos:.tion
-'ohnt i.nterest be an u.nallowable costo

15-20h°17 - The Qomrrd.tt.ee accepted the dra.t‘t aa m’ltten.

S-zoh.la - The. Ccmwoee adépted the Subcbmnittee pnsition
_that the porticn: of costeparticipation contracts
not reimbursed by the Government under that
contract not be. e.llowed as cust on other
contracu.

A —

15-20L019 = - The Comittoe ndopted ‘the Subcomittee ‘position
that any recogmti.c n.of cogt of deferred ‘maintenance

\ i .expenses, 1 through tract 8}'«:&7}% 38 J;fcper.

9n\.m83’t‘l“q8

W . WWM &”“’éﬂmn.

5-20h 21 -ql‘nel'?f'omﬁiété’gﬁa?%’\'ea 131.: g};bcwmdtue -position

that ‘eash discounts fict be, consgidered.as financial

" “incomes The Adr Force. ;nember withdrew the Alr
: : Feorce’ minority posiuon “toncerning subparesgraph
" mpe¥ With respect to. sul;paragraph »3,® the .
. Committee concluded the paragraph should
?\ ~_ consist. of only the- Iirst sentence.as set forth

in-the drafte The Committee glso adepted the e,(?

S .Snbcommee posi.tion with respect to the. . (o

n-allowabﬂity of the. cost. ef urite-down of ‘\Q'E P~(5

' j' "A inventory valneo

e A
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Commarnz

1.

]
i

- 4 .\~ ;-
O, AT

.f;;iu.'. 2y

di

_gselling expense’ {s properly sllocable tc a Government

‘The Oémmittee discussed the ‘prope_.tien of whether awy \\ _
" contract, . There was 10 questien that, sellirg and

stributien expenses 88 relatéd to sales of the .. -

- products of & eompany ‘to commercdal customcrs should
ot be allowed, The Committee concluded that the
paragraph as wriftén should :remaln, subject to the
Etert discussiyg the proposition with the Small

Business Advieor to ths Assi
-Defense, {

ot Secretary of
R e

15:203% - The ComBEtes opanidured that the listing of .

- =3

15-203,5 | " v'

position that,

-

gr- d 8t _as#'t?'a'\".ive_ expenses-was helpful . . -
and should remain in ‘the’ paragraphe -~ ¢ L

The Comintttiee’ corcurred in the Subcrmmittes. s -
there was RO inconsistensy between

" hovever, revised o Tead as folloves . - i .

% 'Ynis paragraph and 35-203(b)s -The paragraph was, ]

. = nThe ‘base pericd for allesation ¢f indirect -
. expenses should be representatixe: of .the

* ‘perdcd of eontract performance and gheuld -

1

| " ‘be gufficTently. long to .avoid imequities - .

15-204 -
15-20L.1 -

1?5;20h'=éf5:
25-20u8 =

35'20!‘47.‘?» -
15"20&98 -

i the aliccatiohi-of ‘costss” .

The Committee.a‘cc‘epie‘id the pafaéréph Vas'w-x'itt,e.n, N

The Crmmittee adepted the Subcommittee position

that the proposed instructions with respect to RS
allowance of costs of advérwising were net too .
restrictives = e

~'The Crmmittee mccepted the draft.as written on
these paregrarhse - ' IS

The- 'decision‘ vdtﬁ _re'spectltn. the Dbb -poéiﬁon on
profit .sharing is ,exp'ec.ted within the near .;‘uture_.
The Committee accepted the draft as wr::bten,

The Air Fnrce member stated that because experience
had demonstrated the difficulty.of ‘controlling ; -

. ‘these expenses it was the position. of the Air Frrce
.. that contributions .and dopations not be allowable
* . as Costse The Air Force was requested ‘to present
"4ts revised position to be ussd in connection

15-20“ '-"‘:

with the presentation of -an item for-decision by

- 'the ‘Material: Secretaries .ghd ‘the Assistant *.
.Secretary of Defebse (s&l)e ™ * - o

With .réspect.: to éubparagwki ‘ "o;“ f,he :Néi'rj.:m_ember
withdrew the Navy minecrity pogitlon.. In the

" diséussion which £Allowed, the Committee deteruﬂ.ne&

‘that the following should .be inserted as the third i

e've'nﬁeﬁ,ce—' in subparagraph nghg

' ‘#The remaining undeprecieted amount shall be N
" nRly thé normal depreciation remaining after IS)
the end of the 'true depreciation' period and =

ghall nnt include ary amount of unrecovered

normal or 'true depreciation' sllowable during ‘{\-)

the 'true depreciation' periodo" o K
C°

The Editing Subcommittee may improve upon the - €
verbiage of the concept expressed in the insertion. &t



5e Case 53-4l De; reciation bost Ihterhrétatior *or Irclusion in

Subcormittee was scusse urther onsideration deferred until
the next meeting to permit the Eciting Subcormittee to consider an alterna=

tive redraft of paragraph 15-60241y which is quoted below3

. .
Tart b, Seccion XV ASPHe A repe. . from The Editing [

n15-602,1 Applicability and Effective Dates This cost !

Da
interpretation pertzins to ASFR 15-20l (d), 15-205 (b)
and 16=205 (0o)e It is effective dth respect Lo existing -

and future contractsj provided that, as regards existing

any case where there is an e:press agreement in writing ‘5«\%'
that a different interpretailon shall be applicables N

A
contracts this interpretation shall not be applicable in 2P

. —

2, Case T30l - De reciation Cost Inte etation for Inclusion

ar ectaon redrait o proposed

] : ®
pafagraph 15-602.1, App. Appn'—‘—i’""'"—cabi Ity and Effective Date, was distributed

the membérse After discussion the redraft was slightly modified and

provede

The Committee further modified ‘the last sentence of paragra;

15-50242¢ Subject to these modifications, the Committee approved the Cost
Interpretation for wintinge In taking this action the Committee concurred

in the 1s

suance of a Press Release announcing the Cost Imterpretation, by

the Staff, and in the Departments promulgating the Interpretation within

their Departments prior to its publication in the Regulatione The Intere
pretation, as approved, is quoted belows '

115602 = Depreciations

15-60241 = Applicablli and Effective Dates This cost ‘
interpretation pertains 1o ASPR 15-20L(d), 15-205(b) and .
15-205(c)e It is applicable with respect to all cost-

 reimburserent type contracts placed on and after 1 June

1955 and, also, to all existing ‘cost=reimbursement type
contracts not completed at that date except as to pre=
determined overhead rates or fixed amounts of overhead

which have finally been agreed upon for particular periodse
However, the ijdregoing sentence does not supersede any express
agreement in writing that a different interpretation shall e \
applicablee v ' ‘ \
1560242 - Allowances for De reciatione Allowances for ‘
depreciation (other e depreciation”) as provided

in Section 167 of the Intérnal Revemme Code of 195k, sube=

Ject to the limitations set forth in paragraph 15=£0243,

shall be acceptabls for contract costing purpcecas '

Allowances for "trus depreciation,” as that temm is defined

in DOD Instruction L10Se3h of 1 July 195k, shall be in
accordance wdth said Instruction, and shall be exclusive

of other methods of depreciation with respect to the assets
involed in the determination of *irue depreciatione®

15-69%3-- Interpretations Depreciation computed in
accordance With paragraph 15-602¢2 above is allowable

_provided it meets the test of reasorableness and alloca= .
. bility to defense contracts and other applicable provisions \

of this Sectione Meeting these tests may depend upon .

whether (i) the depreciation allowance in’the particular -
case is acceptabls for tax purposes, and (ii) the costing

‘of defense’ contracts*is on a basis consistent with the

costing of the contractor's mofrdefense work and is s0  © *

»

reflected in its books and recardse® ' .. -
2d.dn 2he Mool B TETT L M 101958

i

|




First sentence, Prior to discussion of certain issues in -hich

{ positions had been reserved, it jms generally agreed that the

folloing would be rresentec to the Procurement Secre'.baries, as
a group, for infomation anc resolution vhere appropriate:

ae Major differsznces with industrye.

e Those areas in vhich the Services are not in accords

! The Committee revieved the proposal df thé Shbcommittee

¢ as_contained in their feport of December 15, 195k and
agreed that the pronosed subparagrash (e¢) ?.houl:cT e
changed as folloss. = | . v Coe

f 15-20446 = Compensation for Fewsonal Servicess

4 - » : e e
T o« Tl

15-20L46 (e), (f) and (g)e . .. * I -
The Air Force nomacceptance of the mrinciple set forth in these sube

paragraphs results in classifying this as an issues (The g'.ssue s brieffy
stated, being whether contractor paymehts pursuant to-Profit Sharing !
and Stock Bonus Plans determinec by oroiits are merely comvoensation

' measured by proits and are allowaole for reimoursement, or vhether

d payments puirsuant to such plans are distri™itich of prorfits and

lrerelore are not reimbursadle as costss) To be resolved by the

‘ Assistant Secretzry of Defense (S&L) in conjinction idth the

S Lt

Pt SR T i o S s ]

oI the Internal Revenue GCode of 195k) on ‘the existing provisions ‘
of Section XV, It was generally agreed that "the "ASFR provision

. remain unchanged, that a pres: release be arranged on the tonic

/ for in’ormation to the public,. and:that contempo raneously with
;. the press release, anpropriate, inst:uctions be nromulgated to
tor fleld audit Ersonnels . .

15~20L469 (e) b " N | o
"Ihe contractor mey elect to use normal depreciation rather than },

.the "true depreciation" as determined by -the Bmeriency Facilities

a:" " Board, However, the method chosen afte~ such determination of - -

154201427 (£) = Pension and Retirement Flanse e
.AZter considerable discussion of:reversion eredits and the m~thods

- Mrue deprecicotion must ve follored coisi stently throuzhout the ~
L Te of .the emergency facinties',n L - B Lt S s :_' B

-] . by which arrangements can be made that are ecwitable to the Governe

e ment, there vas general agreenent thet the paragraph remain as !
J written, but that the attention,of the Assistant Secretary of :
Defense, OASD (S&L), anc the Praciirement Secretaries be dirzcted /
to the cifficulty ‘of this issyes It is also to be explained thet
part of the draft will be issued as-an Instruciion. as it is not
axproariate as a cost orinciples, .The tVy member azreed to Irane
the issue, to De inclusive of mass severence pay, anc loriard.
cories thereof to.the.Army anc the Air Forceg - Y

+15=20leli1 = Taxessq o o o -'
?  (a) (1) After the third word M"taxes® of the subpaFagraph add !
w1 ("iacluding state income tiies.")’ : o R

; :4.1'?O:t."Upders‘cdring denotes change, "~ JAN 4 195%




TPV INS SR RN

Te GCese S}-hh &evision of Seculén IV. Priaoz' ﬂiéaiasion ‘of cer‘tain

":Lssuea in +hich positions Rad Eanreaemd, 4t Wds gerierally agreed that

*the following would be p-esented to’ tho Prbmrement Secretaries, as a mup,
Tor mvormtiom ' s '~:. ; *“_ e et

- .
o

+

hajor past diﬁerences '-dth !.n'ush:y, B _ ,.‘ ‘“f;

be Those areas. 1nvolving & change ﬁom the current
L ASR pqsition, and

e . ...v...v

e Those areas in uhich Wwe are not ac;ordlng to industry
- ~the treatmiq, desired hy-thems - R y

The members then cormced discussion of the fo]loxd.n, subparagrm.
15-201;.14 - Cafeterias, Dining Rooms and Other Food Serv'lces. L :
. Principle modiﬁed and ,ngreed toe. | . S

oy o,V
“..l' i

15-2)14.6 - Compensation for “ersomal Servicese B
. The Committee revieved the proposal of the’ Subcomittee “‘_
" and agreed that the’ proposed aubparagraph (c) should be
changed as follo s . . .

2. At the enc oi‘ the :mtromcﬁ.on to subpa.ragraph B
 Cey change the colon to & coima -and ada the _ )
followings = - . - ™" o .

Sl _/_.>

"in ad: it:,on to those set forth ;Ln

- subparagrapk (d) (ll: (2). (7)o nd -
(@) bolows e

| b.- Revise snbpa.raﬁra'}h (111) to read as ;ollo'xst

#for allc-ance purposes. ‘the cost of stock < R

. options will be amortized equally over am '
’ ‘aoprovriate period from the date the optiomn
' {3 exercised dependin upon ¥be ‘l'erms of the
o>tiaon: ar'reement. ' _
ihe members accepted the pro s0541 of the Su.:comntte‘e to delete the second -
aentence of 15-2011.6 (d) (2). , , S
15-20h.6 (e) and (£)e The Alr Torce honacceptanée of the oriz ciple o
set forth in thess subparagraphs results in claﬁ‘i;‘ing ~
. this as an issue (the issus, triefly stated, being
* vhether contractor costs in Profit Sharinz and Stock
Bonus Plans are merely compensation measured by ~ *
profits and are allowable for reimbursement, or
vhether such plans are distribution of profits)
to be resolved by the Assistant Secretary of -
Defense (S&L) in conjunction with the Procurement

Secreta.ries.‘ - DEC 21 1954 -
z NI ~/

-

o rrr————

T i -



15-20Le3" » (1) (iii) -~ General Researche
! 15=20ke38 = Severance Paye '
¢ 15=20lil41 = Tovese

The members further determined Yo delete from the revisiom, paragraph
152040 ~ Strikes and Lockouts = Expenses ofe |

Tr addition to the above issues the Subcormittee was requested to
clarify the language contained in the foll_om.ng subparagraphss

15-20ke22 = liaterials and Suppliese
Subparagraph b = re discounts, and

Subparagraph d = re »ricing of materials in stock where
; replacement cost differs significantly
g from book coste

A Staff pronosal presenting 2 depreciation cost interpretation giving
effect to the new revenue le zislation, presented for interim use pending
the prormulzation of the revised Section XV, was discussed at length and
referred to the Sectiom XV Suuconmittee for redevelopment, with a request
that a report be provided by 21 Deccmier 195Le

The subject of clearing the proposed revision with the Comptroller
General's office vas discussede It was concluded that it would be highly
desirable to informally present a cody to the GAO at the same time the
proposal is referred to industry for cormente NOV 3 01954

DECZ 1354

‘- Ae Bs Ce
| 3 DEC & 1954

1, ab Toe minntes of ‘the 11/30/5k Regular Yleq g, And the Special fisetin
held 12/2/5h and 12/6/54y were & proved with' the, folloving modiicaidonms

L)

. <Siem o Gase $3-bl = Reviston 8¢ Sectibn x¥

d paragrzpBs was revised to rcads

s . - .- .

WSubparagraph e w Intercemparny or Interdivisional
Sales or Transfers,? in lleu eof subparagraph be

The fifth paragraphwas_'_rév;iged o read as followss

n) Staff proposal presenting & dgpreciaﬁon cost
interpretation ziving effect to the new revenus

-r

legislation, presented for interim use-panding- .

the promuliation of the revised Section XV, was
/ discussed at lengths agreed.to in.p aipls, and
referred to the Section XV Subcommitlee for
redevelopment, with a request that,a report be
provided by 21 December 195Le® :

RN

o D‘E_(':‘ f),‘_:: ‘7 .

T i

% Contract Cost. S SO

: ‘Principiess Tne entry To-20he1l = Profit Lir.
Sharing, in the secon



e The minutes of the 10/26_/5&_meejdnfg were approved with the following
?DdifiQaﬁQni - o DR A

PR 4

Item 2 Gase 53l = Revidion of Section XV = Cost Principless
The last sentence was revised to readt SRR
"The Air Force tzntative% a:'groved the principles for the :

uroose cf goirg -oriard Tessr7ed The Tagat to review
Tiare.s 1hos & final Su.committee report is issueds®

(Underscoring denotes change)e NOV 2 1954

[ 4 .

§e Ccse 53=hl = Revision of Section XV, Contract Cost Principlese Tne r
4ir Fooce member presented the problem of the allowability for reliursement
of contiract costs under cost=-reimbursement tye contracts and as to the 6
reco:inition in price under fi:ed=price contraets of depreciation on plani
and equizment computed in accordance with the Internal Revenue Act of 195k,
The members recognized the issue, but indicated that coverage had deen '
g’gnsidered by the Section XV Subcommittee in developing Part II of Section '
L mwers w11 consider this Rert at the 11/30/5k meetinge Noy17ss

y S Case 53-4li = Revision of Szciion IV = Contract Cost Principlese . 1
i Coneiceration of a repo from the Suoce ey presenting e’ test dralt
jof Payt 2, Section XV, revised in the lizht of comenis received from the |
' pilitary departments and guidence from Commmittee,~began with™ the
discussion of the purpose of considering the reporte It was agreed. that
this review would highlizht two tyves of iscues for resolution prior to -
forvarding the revision to incustiy for comments - These ares
GoP s ea” P T .
ae Issues in which the Desartmental: positionsrare unjmoim
. anc. ~hich may be resolved by the Conmittec ata subsedquent
“w L AT [EE R

L .
0" .

meeting, and A I R
. be Issues where the Depertmental i)oéitio;s' areknown,‘ oo
o vhich 11l recuire resolution by tthe ‘Agsistant Ul
Secretary of Defense (Sil) in conjunckion with the*: °~
Procurerent Secretariese ‘ T I M
‘ 1 P N o ..

N R B R . . . B
The members undertook consiceration of the' Subcomm ttee repoYt n“a pege
by page basiss Issues for further consideration appeared in the following
subparagraphs? LA

15-20Liels = Cafeterias, abd othes Food Strvitel =

,?i‘.

Dining Rooms

e

1520446 £ = Stock Bonus Plans,

15=20Ls8 = Contributions and Donationse
15-20ke9 = Deprecistions |
15-204e1ls = Profit Sharing.

’ 15-20L,16 @ = Insurance = Officers, Partners, or Proprietorse
15-20Li417 - Interest and Other Financial Expensess .
15-20L427 £ ~ Pension and Retirement Planse (In connection dth |

¢ this issue, the Navy member urged that consideration !
P be given to the deletion of pension reversion credits

and mass severance pay from the cost primcivles,
presenting the proposal of the coverage of these !
subjects to industry in a separate paper, stating

that both these items were deleted on the premise

that one offsets the others However, if industry

insists on one, the Govermment will insist on the

2 aVenntanm AP hadth_ ) VAN o e AN R



week to dte conplotiond - ate of 1 June O VES T
‘for eompleﬁ of the auboomﬂ.ttne'a worke APRZ27T 3 S
. U AT L LR . - - o e 2

e s 220

. —— _"_’___’__—’——‘"_‘— J— .' [ .
— ¢ Section XV = Contract Cost iese The
3,y Case 53=lli = Revision of Sec : Cos', Prine p T
;5 e

questing an extension of the target date for the completion of the proJ

e e e T

12. Case 53-Ll - Revision of ASPR, Section XV, Fart 2. 4
t report from the Soction XV.oubcommities: ~resenting the subject

revision was concurred ‘in by the members for the drudose of )
securing comments from the Technical Services, 3ureau and Commands.

Section IV revisicn : s g what o
\shonldbo placed om the revision and th Bubcomt S e 95k vap establ!

|

Denartmental comments are tc be received by 1 sugust 1954 JUN 2 2 1954

e SURS e S
o T LT :

by .

9. Gase 53-Lls - Revision of dsction XV The members noted the designat
Mr. G. 4. Connatser, irIDD, as the Tir Force mamber of the subjcect
omrd ttee, vice Mre 4. B, Thomas, AFLAUD. UG 2 41354 :

e e A o i e e .

ey I dccston. -

ase 53-6L - Trcdits - Downward Lonirac ¢ Revision

Te éésé 52-37 - Section VII . Glauses, Pricc Revision Clauses.

ase 53-4k - R “Tslon of Soction XVe - T mombers noted the designatio

\

LL © 0
of Mr. P. M. Sou hwell, TINPE, a8 tThe Kir;‘orce member of the subject Sub-
committces, vice Lte Cols:He T Critchlow, LFMPE. AUG 2 41354

2, Case 53l = Reviaion.of Section XV = Cost Principlsss The Committee
nsijered the issues raiced in tne Sec on ~Subcommi ttee report as

followss s oAl

a, Should costs of profit sharig plans , be allowable to ...
" the extent recommended by the proponents in the DT

be Should costs of stéck bonus plans’be;adlowabls? .. .. . .
Ce Should costs of indeéendent reséarqh-.g;ﬁ develo@meqt_,ﬁ_v o
be allowable? . L

R ST Tiwe R S s
Both ae and be were answered in the affirmatives. Major discussion waa\

directed toward the fact that although. such plans ape geneiglly. called
fprofit sharing® they are in reality additional compenss t3Qn sz sured by
earningse Accordingly, in drafting .this pi
emphasizeds e
. i PRI SN

With respect to issue cey it vas determined that Wrelsted research?

TN
i .t
(RS

v el

on

Tae:Jityer! fact w11 e

should be allowabls if "spplicable to the product or product linee® As to

Jmat

' /‘general research," & division was made as follouwst

C T e e, A 3 I T
(1) " Allowabls ‘iz (§) the ‘contractorts busipess. 18
. predominantly cermercial (1.e, 75%. or: more)y *. -
“(31) such costs é4re alsocullovated to cpimercidl.
work, (111) the contractor submiis reports of *"
work accomplished andy (iv): the costs are reasonables

(2) If the contractor!s business:is ot predominantly
commercial, specifié provision st be made 34 the -
contract for such costss "It was recompended @at
negotiations for such costa -bé-handled centially
in each Department go that .grédter unifornity osp.
be attaineds KO ¥ 2 s 2 Iw :' "

The Air Force reserved the right o review. both areas when 2 final
Subconmittee report is issueds (QCT 2 61354

|

/

‘

i

]
/
f




e Case “‘dds - Revision of Section XV = contract Coat Principlese W, M
the :

of Parts 1 42 P e on on XV,
‘mmmtmmumuiptuummmwmdu&

menbers noted & repm o:"" the subject Subc(:mﬂ.tm presen =5 l
£

iﬁ;t

3 and § of the subject revisiom to 2 %

X gethér with the comments 6f tie OTFY

&‘ m?ﬂ. m:rtgmnng ‘Poldcy, 68D, outliming thd udq:t:;uo la-‘.
; ; gideration of the reparts were deferred- ;oanding m‘h’m e .
: ; meniz:l. positions with.respect h\the Tepartse ngg 8 19531"m‘m cf bépart—

% ... 6e Oase 53Ul = Revision o gem xv. Hr. ’damn Vebstar, Jr.. Director

Procurement o8, OASD (S&L), informed the members tha
1lowing discussions @tk the Assistant Secretary. of Defense {Ccmptroller)
t was agread that. t.he LSI-E Gamﬂ.tteo ahould :Imdiate]y uniertahl

Y Recasting of mma:iﬁe repertinﬁe ﬂ:m‘tofi.ha

 Fgaegt féotion Ts /%

b. Da]aﬁ.on‘of tha prm.ng and accouﬁtlng dau.
. I
| e ’The revism t0 be amncabh on].v to cos'b-wpo ccntmta. ‘

de Upcn cemp'].atiox!nr :ha cost pﬁ.miples for eoawgpt RUTTE
contracts, to 4:-mediately undertake the davelpzment SR ‘

|
g

of cdat prini:iplei appl:\.cabla i'nr ﬁ.md-prico eontrac'ba. _
task vas assigned t0. the s-cq.on v Anbcmme or accomp}ia!ment.

" The members were further aivised that ibe ‘Subcommittes” offorty after
apstoval by the ASPR Comndttes, would- e coordinated with the Office of the
Assista.nt Secreta.ry or Defénme (Gunptroﬁnr) pquor u ingustrial coordinaticte

[ T
Inunderhkingthh task ﬂn thcmm \-ato eonsidardls:ds-ﬁng
partmental papers that would have a bearing onm this subject and endsaver
to complate their assigment on an expediud bqiso FEB 9 1954
' ' Bk : on XV = contra.et Cost Principlese °

: 24

102:. for the Di.rcig aorw Proel of
Production Policies with respect to the agreement rea a

DCD and Services repr:sentatim with the Assistant Secretary of Defense .

(Camptroller) concerning the format of the revision to Section XVe A cOPY ©

the memorandum is attached as Inclosure le WRO S

Z rchasing and Contrasting Poltcies mvis




3

S, Case 53=hli = Revision of SectiSn YV = Contract Cost Principlese During
T a brief djscussion. 5 Droposed Fevision-od. Paragraph . s deve Y
‘ ty the Tax Subcommittee, the Conmittee members were advised that the Section| .

IV Subcomrd. tiee had censidered .the proposal in-their revision of Section XVe| |

¥ Mhe members. were furthier ‘advised that the Section XV Subcommittee accepted

" ﬁ: m“fu substanos mhat it would be included, ith miner modifica=
‘fiom, in the final draft of Part.dy Section XVe -The members agreed that in

' .an effort $o-conserve time the Subcommittee report will he' forvarded by the

J} Caumittee menpers, upen: receipty to the Tecmical Servicesy Bupesus amd

-~ *} Gomgnds for corments, with.s suspense date of three wecks fram date of ‘

receist of the reporte The forarding of the Subcamittee report in this

manner does not imply Commdttee uppraval.

ST g Bt T 3\ ok - R B

R R0 AT

n@ ‘Case S3ell = Revisian of Section XV, The merbers noted Parts 1, 2and 3 |
";ﬁoii‘.the mroposed revison, €opics =h were forwarded to the departnents for
“icaments by the téchrical services, buresus and cormands on 8/25/53s SEP 1 195
i Case 53 = Rovision of Bection XV = Centract Cost Priniiples: Tho
j :Jx;en.t[bers noied a repary .rom the Tatents Subcomm . ttee go.:nmen'ﬁfng oi the \1
proposed revisioa dated 16 September 1953, together wita a supplevental .
rehort fram the Patents Subcord ttee dated 17 September 1953, which the b

. steff had referred to the Section XV Subcamdttee for egxé%iéiezrt‘x;%gm

.17, Case 53-ll = Revision of Scctdon XVs.-

" e f . . v e e . . e [T :4,'-_,."' e
. -"/ 8¢ .'The mémbers noted Part ) of Sectiom IV, developed by the {
| Subceanmi ttes, virich was forwarded to the Departments Yor = . *
cam:ents, dth a recuest that conments be presented by

~ +2 October 1953y . S L e :
be Gonsideration of the Lssas as ‘1o sisthar Beotdon XV shoudd <7 ,
J .- . e incorporated in price sedeteni?nation £lauses on'e b
‘/ mandatory or optional basis was deferred mntil the pext f
y 1}

meeting at the request of the Office of the Deputy Comptroller
for Accounting Policy, 0SDe . OCT 6 1953 :

e e e e e e e

P o AU _ s e
: ’]4. Case 53=Uli =~ Revision of 8ection XV, -The Section XV Subcomaittee entered
the meeting for dIscusslon ol the orodlem of whether Section XV should provi
for the specifie inclusion by contract provision of the revised cost principles
- . in contracts containing price redetermination or incentive provisionse It wes
ss | . defernined to reserve action on this isue until the Subcommittee ‘could present
specific contract languege for consideratione The tentative conclusion was.
at the clause should read that the principles were -amplicable to such con=
fracts as a guide onlye The changes and the cleuse are to be presented for \ ’('
onsideTation at the 10/20/53 meetings QT 13 1953 - L

i

v

SR SR

%
&
<y

>
2N

5o eption XV would be incorporated by reference in all price redetermination
A and incentive clauses ‘ami, if. soy what %ype of contract provision was ' .
" appropriate for the purpose, Afier a prolonged discussion rith the members
of the Subcammittee ard a representative of the Deputy Camptrolleris Office
e Commttee determined. that there be no réference to Béctiom XV in <hese

1>uses, -The Compfrollerts represemtative @id mot ecacur with the Cammtteé!
scision, - The proposed wording to accamplish thig soncept was' amroved by
. #the metbers, A special Group was designated to sdt forth in vwriting,
substentiation-on the position Tor nofednclusien and the representetive
of the Deputy Comptiollar's Office will provide hisvwritten views for
mandatory inclusions Taese doouments will ultimately be forwarded to a
higher level for resolwiion of the fssuee- . v.. . ... 7~ ST

g ‘Hembers designated %o the Bpocial ASPR Group to develop t!nemd.ttee"
5 ‘don weres T : A

Ary - Brig, Oene Wo Re Alleny GS Ol - - gO ‘_
.+ Hevy'= lre G, C, Bermeman, OM -(Chaimenm)\ - =/
. AP = Col. Thosa Wa Rvans AFMPE. © «  °  ~ -

o Case 53Ul = Revision of Scctian XV, Zhe Sectlon IV Subcamittes ¢ .
“é ! tered the meeting Tor dlswission of the problem of whether the revised x

e




e e e e s S s e e e e+

19 Case 5 3mlyly = Revision of Section XV = Contract L b Principlese The ‘
o3 3embers were womaa by the Tani E}Sns‘ﬁam member that pursuanf To conversa= ‘
tions between Adm, Ring and Mre Bordner, agreement was reached on the rollod-.np 1
?etho'd of going fo “wdth the further development of a revised Section XV b

 qme’ ASPR Corfrittee’ would dndertake, on en acceleratad basis,
ha £y ha Ao valonaan 0 o 2ol an =3 o 0 g O Sl a e = -

-..‘_r-‘-N‘.“M.‘L.;‘M“_;Kv;&fx,:;".i,qa;‘-'::_ L L RSP S o ¥

PR

Assistant Comptroll for Accounting Po De

agreed that the Subcommitteets initlal consideration should be

with respect to the basic concepts of the proposaly including the

approach for use in Aixedwprice contractse It was further agreed :
X that consideration of the Deputy Comptroller'a proposal would be :

divided in the following orders
ae Parts 1l and 2 and
be Part 3
The members designated to the Subcommittee to undertake the study weres

MB = Mre He He Gallup (Cha.iman) ’
Ammy = (Proce) Lte Cole Je M, Railing, GS G=b
(Accounting) (To be designated
Navy - Nlr. E. T. CWk’ S“ -
Mr. A, G, Sawallischy ONM
AF - Lt. 001. He T, Oritchlow, AFMP JOJ E
0SD = (To be designated) JUND 1953

P

16, Case 53=ll = Revision of Section XV - Contract ‘Cost Principlese The
Chairman adv:LsedAtHe members that Mre How Tignt -and Mre X. Ke Kilgore
had Deen designated 0SD representatives to the subject Sube

rmitieee \
¢ Subsequént to the mee%ingilr; Re Mo i(ee,’v’ra'.s désig%téd,m Acbdunting ’
representative to the aubject Subcommittees - JUN 161 | ,

11,/ Case S3=Ll = Revision of Section XV = contractA Cost’ Pr:mciles. The
; bers noted the designation of lire Ae Be Thomasy as an additional
r »Force menmber of the subject Subcommittees JUN 3 0 19§3

N~ ot

e e N _W A_ D BRI - - e
2. Case 534l = Revision of Section XV, The members noted a report from
the Subcommittee, which presented The Subcomml ttee!s recarmendations on i

7

T i e
R '-w'r‘---~=-ssi’ﬁ_.~. A G e

. arts 1 and 2 of the Deputy Camptrolleris proposal to revise Section XVe
e members were informed that further discussions between the See cial
- ssistant to the Secretary (Admiral Ring) and the Deputy Comptroller for
'Accounting Policy were being scheduled to review the Committee t3 «atment
of this Revisions  JUL 7 1953 T

e S A 8 e

13, Cese 53-bl = Revision of Sgction XV = Contract Cost Prin cloless The

embers noted & memorandum fram the Chairman he S XV St ‘ “f
T memorandul : o the Sectiom XV Subcormit ;
thich recommended that paragrd 1 15~313,15 be referred to the Tax ; b cee ';

rittee for consideraticn on-en .accelerated basisy and that the staff gaas;:@' :
PO .

referTed the probled to the Tax Subcommittee for consideration and

recomendation, with d.request that, a report be provided by 8/L/530) ; {;

" j



: .é‘PARTMENT OF DEFENSE

OFFICE OF PUBLIC INFORMATION
Washington 25,D. C.

' NO.456-55 ,
IMMEDIATE RELEASE MAY 12, 1955 LI 5-6700 Ext. ggigé

DEPRECIATION PARAGRAPH INCLUDED 4)(

IN ASPR COST INTERPRETATION (O 5?3 »

A cost interpretation paragraph, relating to depreciation, will

be included as part of Section XV of the Armed Services Procurement
Regulation, effective June 1, 1955, Thomas P. Pike, Asslstant
‘Secretary of Defense (Supply and Logistics), announced today.

The new paragraph, 15-6C2, which will be published by the
Government Printing Office as Revision of the ASPR, follows:

"15-602 - Depreciation.

"15-602.1 - Applicability and Effective Date. This cost inter-
pretation pertains to ASFR 15-204(d), 15-205(b) and 15-205(c). It is
- applicable with respect to all cost-reimbursement type contracts
placed on and after 1 June 1955 and, also, to all existing cost-reim-
bursement type contracts not completed at that date except as to
predetermined overhead rates or fixed amounts of overhead which have
finally been agreed upon for particular periods., However, the fore-
going sentence does not supersede any express agreement in writing
that a different interpretation shall be applicable.,

"15-602.2 - Allowances for Depreciation, Allowances for depreci-
ation (other than "true depreciation') as provided in Section 167 of
the Internal Revenue Code of 1954, subject to the limitations set
forth in paragraph 15-602.3, shall be acceptable for contract costing
purposes, Allowances for "true depreciation", as that term is de-
fined in DOD Instruction 4105.34 of 1 July 1954, shall be in accord-
ance with said Instruction, and shall be exclusive of other methods
of depreciation with respect to the assets involved in the determina-
tion of "true depreciation.”

"15-602,3 - Interpretation. Depreciation computed in accordance
with paragraph 15-602.2 above is allowable provided it meets the test
of reasonableness and allocability to defense contracts and other
applicable provisions of this Section. Meeting these tests may depend
upon whether (1) the depreciation allowance in the particular csse is
acceptable for tax purposes, and (1i) the costing of defense contracts
1s on a basis consistent with the costing of the contractor's non-
lefense work and is so reflected in its books and records."




15 August 1956

TEORAIDUI FOR:  CHALU I, A3PR COIL TTTZE

SUBJECT: Case 33-Lh - Section iV - 15-20L.2(aa)
Training and Educational Costs

Pursuant tc Item 3 of ASPR minutes of 7 August 1956, the

Editing Cormittee has edited the subject material, as set forth

in Tab A.

C. W. Wilkinson John Green John V. Perry
Lt. Colonel, JAGC _ Navy Member Air Torce lember
Chairman (absent)

Lrmy Member '

Incl: Tab A
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DEPARTIENT OF THE NAVY
‘ . OFFICE OF NAVAL MATERIAL
v WASHINCTON 25,D. C.
M36/ACS:11
» 2 August 1.956
MIMORANDUM FOR THE CHAIRMAN, ASPR COIL{ITTEX

Subj ¢ ' Caso 53-Ll; - Special Subcommittee ASPR 15-20L,2(bb)
Training and Educational Expense

Ref: (a) Report of Subcommittee of 12 July 1956
Encl: (1) Proposed language far ASPR 15-20L.2(bb)

1. Refercnce (a) was considered by the ASPR Comaittee at their
meeting on 31 July 15%56. A number of recommendations were made
which the. subcommittee has endeavored to incorporate in
enclosure (1).

2. It is probable that subparagraph e of enclosure (1) will also
be included in ASPR 15-204.,3 - Unallowable Costs and referenced
back to ASPR 15-20L.2(bb).

3, The enclosurc has not been coordinated with the Office of the
Secrctary of Defense, Office of Mandower Sup-ly, it being the

.understanding of the Subcommittee that the ASPR Comauittee would

do so,

Committee Members

iir, Paul ii. Southwell, AFMCP

ir, Thos. B. Worsley, Army Ord

Mr. ¥, L. Latta, AFAUD :

Mr. James Ruttenberg, NAVCOMPT(CAD)
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lS-ZOh.Q(bb) - Trainihg and Zducational Expenses

a, The costs of preparation and maintenance of a progrém of instruction
at non-colleze level designed to increase the vocational effectivenss of
employees include the salaries of the director of training and staff, train-

" ing materials and textbooks when the training program is conducted by the

contractor; and tuition, fees, training materials, and textbooks, when the
training is of a non-college level in institutions conducted by other than
the contractor., Such costs are allowable, In both instances, costs may
include salaries or wages of trainees during r egular working hours.,

be The costs of part-time technical, engineering and scientific
education, related to the job requirements of bona fide employees, at an
under-graduate or post-graduate colleze level are allowable as follows:

1, Tuition, fees, training materials and textiooks; or, in lieu
of tuition, instructors' salaries and the related share of indirect
expense, provided that the sum thereof is not in excess of the tuition
which would have been paid to the participating educational institution,

2, Straight-time compensation of cmoloyees for time spent attending:
classes not in excess of a total of 156 hours per year where circum-
stances do not permit the operation of classes after regular working
hours,

¢, The costs of tuition, fees, training materials and textbooks (but
not subsistence, salary, or any other emoluments) in connection with

 scientific an? engineering education related tc the job requirements of

bona fide employees, on a full-time basis at a post-graduate college level
for a total period not to exceed one school year, are allowable. In unusual
cases where required by military technology, the period may be extended,

d. Haintenance expense anc normal depreciation or fair rental on
facilities owned or leased by the contractor are allowable to the extent
that such facilities are used under programs falling within a or b, above.

es The costs of ﬁraining and education of other than bona fide
employess are not allowable.

f. Grants to educational or training institutions, including the
domat ion of facilities ar other propertics, scholarships or fellowships,

“are considered a s contributions and will be treated as provided under
ASPR 15-20L.3(c)e : ,

Enclosurc 1




- - * Clostse A4 report fram t¥ Editing Subcommitter, dated
~ S £ st 1956, presenting an edited ver. n of the subject material was
pproved by the Committee with the following minor modific=tinncse

t 15-20L,2(aa) (2) (v) was revised to delete (A) and (B), -
' e semicolon appearing after (A) was charged to a comma’
and the word "and" was added at the end of the paragraphe ]

S5e¢ Case 534 - Section XI\FTl 15-20L42(aa) -_B'_g_j_.ggg ard Educational ]

With these modifications the paragraph was redesignated -
as (iv) and the existing paragraph (iv) as paragraph (v),
deleting the word "and" at the end thereof o

tion of the paragraph would be undertaken by the Staff by memorandum with

The members were advised that immediately following ASFR ajproval coordina-
the ASD (MXP),

.

. The subject of industry coordination was discussed, with the’Committee
recommending that industry be afforded an opportunity to comment, inasmuch
as the par-iraph covering Training and Educational Costs was marked
"Res ryrd" in the draft of Section XV which was forwarded to indusiry, ]

'éf-anding this recommendation, the Committee concurred that f-ymal
solic” tation of industry comments on this paragraph was a matter for
‘decizion by the Staff, AUG2 9 1956

as .

P
Notw .+

I, Csse 53U ~ Reviston of Part 2, Section K, e (3 neroor Poenicr TR, -
e 1 i i ‘ e ow ;
tne Materiel Secretaries have recomhﬁgii e e that thisy e g \ ‘

isi d advertisirg in tec pu
2dva§§:gm%rigle;s, is being resolved by hi her echelons, A further report

11 be made by 6 Mar 57. 6 Feb 57

&5%0 Case 53-LL - Revision of Section XV, Part 2, It was noted that thig
preflem is beiny considered at higher. echelons and that a further report wi )
b‘é/made on 5 Jun 57, il ‘QET _ 5

Case 53-LL - Revision of Section XV, Fart 2. The members concurred in t
- request of the Staff for an extension of the reporting date to 3 Jul 57,

.
(5 Jun 57)

Case 53-Ll = Revision of Section XV, Part 2 - ‘
€ 1S-on of Secti o A report on the statug of
the rsmsion of Seciiun XV, Part 2, was deferred to the 17 Jul 57 meetixsngg
. _ (10 Jul 57) °
Case 53U = Revision of Seitian ¥, Fark 3, The Chafimn Toosriag wmie
:l‘::}:gngeﬂsl:i c;?se hz ' eeni;;-zspended pending the outceme of the effort o:\“
cosb principles, Copies of the letter of transmit i
5:?21{1‘2311:?; b:i.ggl:o s::; f;og the i;cx‘eta.ry of Defense to the three Dg.rm;,
members o ' '
111%57 meeting, Yo A further report will be given at thel‘
o * ‘ (A7 Jal 57)
: “v - ,‘- M = -
Turthes a;;igg Revision of Section- XV, Part 2, The Chairman reported that
current eofamt °€ Part 2, Section XV, 1s not contemplated, as a result of
Amy Logal m m: © publish the comprehensive set of cost, f')rinciples The
closeds The membere::g g:;ctglc}r:ga;nin T oy this thfornation the ca;e be
15 closed, e sucgestion and, accordingly, the case

S o (b asg 57)
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3, Case 53-4l . «on XV « 15-204,2(bb) = Tr and Educational Expenses.
The Committee considered a report from the Special ubcommmittee, dated 2\August
/1956, covering the subject paragraph on training and educational expensed, -
. After considerable discussmion the Subcommittee report was modified as quoved
belows . :

"15-20L.2(bb) ~ Training and Educational Expences

8. The costs of preparation and maintenauce of a program of

instruction at non-csllege level designed to incresse the vocational

v effectiveness of employees include the selaries of the director of
training and staff, training materials and textbooks when' the training
program is condected by the contractor; and tuition, fees, training '
materials, and textbocke, when the traiming is of a non-callege level
in institutions conducted by other than the centracter, Such costs
are gllowable, In both instances, costs af saleries or weges of
trainees during regular worldng hours are allowable, :

b, The costs of part-time technical, enginzering and
scientific educatior, et an under-graduate or pest~greiuate
-cellege level, related to the job requirements of bora fide
i employees, are allowable as follows:

* 1o Tuition, fees, training materials amd textbookss
or, in lieu of tuition, instructors' salaries and the
. Telated share of indirect expense, provided that the sum
thereof is not in excess of the tuition which would have
been paid t+ the participating educational institution,

2o Straight-time compensation of employees for time
spent attending classes during working hours not in excess
of a total of 156 hours per year where circumstances do
not permit the eperation of classes or attendance at

' classes after regular working hourse

®s The costs of tuitien, fees, training materials and
textbeoks (but not subsistence, salary, or any other emoluments)
in ccnnection with scientific and ergineering education on a :
full-time basis at a post-graduate (but not under-graduate) '
college level related to the job requirements of bona fide-
‘employees for a total period not to exceed one school year,
are allovable, In unusual cases vhere required by miljtary
technolegy, the period may be extended,

d. Haintenance expense and normal depreciation or fair
rental on facilities cwned or leased by the contractor are
allowable to the extent set forth in (k) above, (e) above )

+ and (t) ehove, respectively,

' es The costs of training and educatian of other than bona
' fide _q_loyeesmmtn;;mhlq._- [T L _

£, COrants to educational or truining inetitutions, including
the donaticn of femiliting X othar groperties,:.ssholarships or
fellowships, are considered as contributions and will be treated
as provided under ASFR 15-20k¢3(c)¢"

The report was referred to the Editing Subcommittee with the request thet an
edited version be presented for consideration by 21 Auzust 1955, In the
interim the ASFR members will clear the proposed paragraph within fheir
respective Departments and the Staff will undertake coordinaticn with the
Assistant Secretary of Defense (Manpower and Personnel), The Committee .
further determined that if the paragreph was cleared in time, it would be .
inserted in Section XV fer issuance corcurrently with the printing of that -
sections The Chairman further advised the members that the proposed paragra

! probably would be presented to the Procurement and Production Industry

' hdvisory Committee to secure an industrial reaction.
‘ : - . . -
In conjunction with the above paragresph, the subject of the allowability
of managemant and executive training costs was discussed and deferred without
action to modify the above paragraph,

In spproving the above paragraph the Committee consiiered and rejecte”
th= concept of allowing full-time salaries for bona fide employess c¢n &
full-time basis at post-graduate college levels, :

2y




t 1 ] i ‘ 15-22L.2(n) =

q 211 =~ evision of Section XV - Part 2 - Pa.ranod-ph o —
91" Gase A5.3 b O:rer’oime. e Navy legal member called the goxému.:?e;‘ )s(v

i i isti the present rewision of Seclio v
atbtention to a discrepancy existing in : _ . ! t
in paragraph 15-20L,2(n) with respect tn overtime, extra-pay shift and

milti-shift premiumse To correct this situation the Comm.ttee approved
the s.bstitution of the words

totherwise approved! feor the words "ot}}e?nw
authorzied" asppearing in the fourth line of the paragraphe The Commitiee
~urther epproved the deletion of the words

fyithout prior approval' in next
io the last line of the paragrarhe AUG 7 1956 |

,. T e - ST ceem————

3o Case 53-LlL - Revisicn of ASFR 12-202°to Conform to Proposed ASFR
_ 15-20L.2(n) - (Overtinme, Extra-Fay Shift and Multi-Shift
] Work)e The Navy legal member called the Committee's
tention to a further change required in the subject paragraph in viewr of
e changes approved at the 8/7/56 meeting in paragraph 15-20L.2(n) to
remgve an inconsistency between the two paragraphs, To correct this situa§'on :

thy Committee approved the substitution of the word "approval" for the wor
"authorization" as it appeared in the second and third sentences of subpara

graph (b) of the ASPR minutes of 17 July 1956, AUG 1 4 1956 ;\

12, ' Case 53-Ll = Revision of Part 2, Section XV ~ Coniract Cost Principles.
Committee considered a report fram the Section XV Subcommittee, dzted \

July 1956, presented in response to a report from the Tax Subcommittee
dated 21 June 1956, -In considering the Section XV Subcommittee's report
with respect to the three questions raised by the ASFR Committee and the
Subcommittee!s suggested treatment thereof, the Committee disagreed with
the Subcommittee!s clarification of the first question and reinstated the
previous language under subparagraph (1) to read:

g

."s o o2rd which are paid or accrued in accordancs with-
/ generzlly accepted accounting principles are allowsble,

o o 2

The Cormittee further revised the two sentences following (2) (ii) to \
read:

NReasonable cost of any sach acticn undertaken by the
: contractor at the directicn of the contracting officer
/ are allowables Interest and penalties incurred by a

contractor by reason of the nonpayment of any tax at

the direction of the contracting officer or by reason

of the failure of the contracting officer to assure

timely direction after prompt request therefor, are A \

also allowableg'

The Comrittee concurred in the Subcommittee report concerning the other
questions, These include retaining the present language of subparagraph
(2) (ii) without change and the addition of a proviso provision to sub-
paragraph (3) as follows:

to a contractor incident to a refund of tax, interest

and penalty shall be paid or credited tc the Government

only to the extent that such interest accrued over the

period during which the contractor had been reimbursed

by the Government for the taxes, interest, and penalties," \

/ "e ¢ ¢ 5 provided any interest actually paid or credited

As revised agbove the Committee approved the changes for inclusion in
Section XV, AUG 1 4 1956




3. Case £3-LL . Section ¥V - 15-20L.2(bb) - 1 'mning and Educational Exnens
A revort dated .e¢ July 1956 from the Special Subcomritiee established to conside
the subject problem was discussed at length. The discussion touched upon many
facets of the problem, such as whether the proposed allowance of treining and edu-
citional expenses was in keeping with the National poliey or merely a question of
the "cost of doing business" in the present economy., It was nointed out that many
commercial concerns have established programs for the advancement of their enginesr-
ing and scientific employees by supporting their cducation in after-hour classes
end, to scme extent, even cn a full-time basis at graduate schools. It was further
pointed ou? §hat it is the President's policy to promote training, particularly
higher training, starting at the high school level. In addition, the members were
advised that the Hoover Cormittee had recormended Governmental support and training
to encourage Governmental career employees. To some extent, the 4rmy and Navy aré
Pow using this practice for certain.selected employees. .
{ The Committee then undertook censideration of the proposed paragraph contained
in Inclosure L of the Subcommittee report, in conjunction with the other inclosures.
ghilparagraph was approved,; as modified by the Committee, subject to editing as
ollows: :

"15-20L.2(bb) - Training 2nd Zducstional Exnenses

8. Premaration and msintensnce of 2 nrogram of instruction
designed to increasse the  vocasticnal effectiveness of employees : L
include the salaries of the director of training and staff, train-
ing metsrials and textbooks, when the training orogrsm is con-
ducted by the contrzctor; and tuition, fees, training materials,
anc¢ textbooks,when the trzining is of a non-college level in
instiwtions conducted by other than the contracter. In both
instances, ccsts mey include salaries or wages of trainees during
regular werking hours.,

b. Fart-time technical, engineering and scientific edu-
cation at an under-graduste or post-graduate college level
related to the job requirements of the employee as follows: . )

1. Tuition, fees, training materials and textbooks.

2. VWhere circumstances do not vermit education after
paid working hours, regular employee compensation
is also allowable for instruction not in excess of .
a total of 156 hours per year. - .

c. Tuition, fees, training materials and textbooks (but
not subsistence, salary, or any other emoluments) in connection
vith scientific and engineering education of bona fide employees
on a full-time basis at a post-graduate college level, related
to the job requirements of the employee, for a total period not
to exceed one school year. In unusual cases where required by
military technology, the period may be extended,

- ————

d. The costs of training and educstion of other than
“ bona fide employees, including scholarships and fellowships,’
are not 2llowable "

The Cormittee 2lsc noted that it may be necessary to include an anpropriste
cross-reference to subparagranh (d) of 15-20L.2(tb) in the listing of items of
unalicwable cects,

4 furtihcer question was raised with respect to the treatment of costs
occesions¢ wiere contractors estsblished schools at their own locations on the
prenise thet such costs ouzht to be covered by the zbove paregraph. As these
coste wculd involve both facilities and faculty evvenses, the question of how
such'costs would be treated was returned to the Subcomittee to draft appropriaste
coverzce for inclusion in the above paragraph 15-20L.2(bb). The Subcommittee was -
requested to provide e repart for consideration by 7 August 1956. JUL 31 1956



'.J

11, Case 53=ll; ~ Revision of ASFR 12-202- to Conferm to Praposed ASFR

' 15-20l,2(n) ~ (Overtime, Extra-Pay Shift and ‘ '

: Multi~Shift Work), The Committee considered a report fron
+ the Editing Subcommittee, dated 21 June 1956, presenting an edited version of

'the subject material, The Committee modified the second and third sentences
of subparagraph (b) to read as feollows:

* o o o 2"On cost=type contracts, and to the extent

required by the contracting officer' on redeterminable A

and incentive fixed-price contracts, however, an -

authorization from the Government for the use of '

overtime, extra-pay shifts and multi-shifts must be

obtained to sustain the charge of any premium labor , »
' costs ta the contract, Such authorization should - '
' generally be obtained prior to the use of overtime,

extra-pay shifts and multi~shifts," o o o o

In the last sentence of subparagraph (b) the word "required" ;
was substituted for the word "desired," : '

In the title of paragraph 12-102 the word "Shifts" was
changed to read "Shift" in the phrase "Extra~Pay Shifts,"

As modified, the revised paragraph 12-102 was approved for printing :
concurrently with the printing of Section XVe JUL 17 1956

Ls Cose 53-Lk ~ Revision of Section XV - Contract Cost Frinciples -~

g Part 1, The Comnitfee considered a report, dated 6 July
195¢c, from the Editing Subcummittee presenting an edited version of tle
revigsicn of Part 1, Sectiun XV, After considerable discussion, in which
several suggeshions were presented for revision of paragraphs 15-101,
15-102,1 and 15-102,2, the report was returned te the Editing Subcommittee
for 'r‘edra;f‘ting, with the request that a revised report be presented for
concideration by 31 July 1955, A further suggestion was made that when the ‘
revised Part 1 was published a change was required in paragraph 15-502(z) to
veplace the comma with a period and delete all material following the caunae
‘The Cormittee approved the recommendations JUL 2 1353 '

The ninutes of the 7/2l/56 meeting were approved with the following modifi cations

- Item L. - Case 53-LL - Revision of Sectlon iV - Contract Cost Principles

Part I,

The case number was revised to read 56-29, and the second sentence was re-
vised to read: "After considerable discussion, in which several sug-
cestlons were presented for revision of paragraphs 15-101, 15-102.1 and
F2-102.2, the report was returned to the Air Force member of the Editing
Sutcormittee for redrafting, with the request thzt a revised report be
rrecented for consideration by 31 July 1956. JUL 31 1956




; Te Case 53-lLl =" -ision ef Part 2, Section XV,  ‘eport dated 21 June 1956
{ from the Tax Subce..nittee, recommending certain cha.ges in proposed paragraph :

15-204.2{y)} of. thé latést draft of .Part 2, Section ¥V, was-discussed, It i3
determined that the paragraph should not {nclude a ref‘erence te "taxes %
governments" since the award of cost-reimbursement type contracts by lét
uring activities to foreign contractors occurred so infrequently that this
tter should be covered en a case-by-case basis when awards are made te foreign -
ntractorse In the revised draft of the paragraph submitted by the Tax Sub-
comnittee in subga’;;ggzla.‘ph_-(;)wfill_q question was raised as ta whether defense would
reimburse & £onirsCto¥ IOL tIAR: I bDars ; (@) GiL) the quesi:
was raised as.ie -the..soundness of -the. atptement, AntiR WifSiragrerh (3) it was
ated' that tre laut “2eManss oMl B -a oVl srl-wertbence ~ The entire
eport was reférved to e Rert 2;5ecthen T¥ Suocenti ttes far Tevied, in .
oordination with the Tdix Swcdmmiittee; tf necessary, ind~the-request made =\
hat a report be submitted within 30 dayse JyL 3 1956

pre-

13, Case 53-LL ~ Revision of * ASFR 12;-202 to Conform to Proposed ASFR lS—ZOh.a(n)
' - (Overtime, Extra-Pay Shift and Milti-Shift Work). An \
Editing Subcommittee report gdated 21 «<une 395p submitted an edited versior of
a revised ASFR paragraph 12-202, -&e&sﬂm discussed the QQtails of
27this draft Ead Rade the°roTlowing whide Chserypilon- Wit Tespect ¥4 pardgraph

e TE il 0 I ST 0aneY elTel T4 HaTS (odRd -
(:b)‘ e T dxid bevuesdr eyscmen sl GTavii. it 7 IS
ae In line 3 it was suggested that there be added after the word )
\ "contractor," the following:
! . -
i ", and the contractor shall not be entitled to

a price adjustment therefor,";

b, In subparagraph (ii) discussicn concerned having the o
subparagraph commence "To the extent required by the
contract"; and

' co Having the third from the last sentence reads

i

"Such authorization shall generally be obtained -
prior to the use of overtime, extra-pay shifts, and
multi-shifts," e

It may also be necessary to delete the "s" from the phrase "extra-pay shifts"
'wlfx\erever it appears in the entire clause,

¢ The Cormittee members desired to look into this matter further and, . !

accordingly, the item will be discussed again at next weim.s‘ mee]'é%lslgo

15, Case 53=ll = Revision.of ASHR 12

s The §ecretary was
meeting, In the interip the members




Le Case =l = Revicsion of Sec*ion XV, Par’ %, The Chai
SESaVR 8 - DVo L) e Chairman announced
\'- that the .erial Secretaries Cowicil had de. .ed that the subject ol

profit sharing, contributions and donations, and general research costs
i would receive the same treatment under the revised Part 2 as in the *
e:c!.sting Section XV, It was determined that there was no objection to
using the.revised language concerning general research costs developed
by.the.EdJ.ﬁng Subcommittee; however, with respect to the negotiaticm:
9r1tena set. forth in the edited version under general research costs,
it was ggreed that they would not appear in Part 2 but would be placed
appropriately in Part 1 of Section XV, . AFE 17 1354 \

a pémorandum from the Chairman recommending that when Section XV, Fart 2,
id revised that certain changes, as set forth, be made simultaneously in
Part 14 It was determined that these recommendations be referred to the
Editing Subcormittee with the further request that the Editing Subcommittee
review the suggested placement of proposed paragraph 15-103, With respect
to this latter point, it was agreed that the Committee had previously-
directed the placing of this material in Part 1, but in reconsidering, tje
?A,ion was presented as to whether it should not more properly be plac%
- @ Part 5o The Editing Subcamittee was requested to report within two

veekse MAY 1 1956

9yase 53-Ll; -~ Revision of Section XV, Part 1, The Committse considered

v

1 { Case 53-LL ~ Revision of Part 2, Section XV - Contract Cost
/ Prirciples, A report from the Editing Subcommittee,
. dated 26 April 1956, containing a final édited draft of subject was
di stributed to the members, In addition, a revised draft of a document
containing the major unresolved issues with industry were also made
availsble to the members, - Both ‘of these documents will be attached to
agenda item for the Material Secretaries Council in the very .mear
/a?lture and the members were requested to give their concurrence to the :
deccuments to the Chairman by L May 1956e Wi 1owis

12, /CZse 53-LL - Revision of ASFR 12-202 to Conform te Proposed ASFR
15-20L,2(n) (Overtime, Extra~Pay Shift and Multi-Shift
Work), A revision of the subject paragraph, developed -

by the Staff to conform with the proposed Section XV treatment of overtim

extra~pay shift and multi-shift work, was considered by the members and e\

refefred to the Editing Subcommittee for editing, The Editing Subcommittee
wad requested to present a report for consideration by 29 May 1956 ¥ii & 1350

Se /CaSe 53-ll - Revision of Part 2, S '
J - ection XV, A representative of thh
Tmé Subc?nuplttee reported that the Subcomnﬁ.ttee'.had noted several areas
::10 exphutly covered by paragraph 15-20L42(y), entitled "Taxes," which
so w: result in issues with contractors, In view of the current statud of
; ;9 t:g fo;m th: Cfmn:.:;,ee rﬁquested the Tax Subcommittee to present th

¢ ents in order that these potential deficieneci
cohesqorod, e Yoo . e. ies could be

12 Cas; 56=29 =~ Revision of Section XV Par'; 1e :
Case 53-LL ~ Revision of ASIR 12-202 %o Conform te Proposed
. AW 15-20L.2(n) (Overtime, Extra-P Shift an

Multi~Shift Work 5.

d
. The Chairman raised the question o

hen reports would be received from the Editing Subcommitt i '
: : ee vith respect
hetgzi?ﬁ;e;‘ib grob]_.igxs. ‘I’hihNazy legal member advised that a repori's.p m
ommi tiee on the j
o onecweeke oy o 08 WO ‘.subgect problems would be presente?\

1, The mimtes of ’
PGl ati o of the 6/5/56 @etmg were approved with the followinf
Item 5, Case 53-LL ~ Revision of Part 2, Section XV, The last /

sentence was revised to adq ; ' quen
of Section RV.1 N1 c{g;lge words "for subsequent revision




» Part 5 - Subjects Affecting Cost Which May P=quire Special Consideratic

/ "Part , - Subjects Affecting Cost Which May Require Special ‘{
2 Consideration, '

15-500 Scope of Part, This Part enumerates certain subjects
affecting cost which may require special consideration in
connection with the negotiation or performance of coste
reimbursement typé contracts and which are not specifically
covered in Part 3, or Part 4, of this section,

15-501 Consideration Required, It is important that :

Contracting Officers and their negotiators consider the '

A subjects enumerated in paragraph 15-502, and any other :
subjects not precluded by the provisions of Part 3, or
Part L of this section (whichever part is applicable),
for the purpose of (i) determining which subjects if any
should be expressly provided for in a particular cost-
reimbursement type contract, and (ii) incorporating
appropriate clauses in the contract, Action taken with

y respect to any such subjects shall be reflected either

: in the contract or in the record of contract negotiationse!"

Part 6 -~ Cost Interpretations,

"Part 6 - Cost Interpretations
Delete balance of this Part and substitute therefor
the word 'RESERVED! "

Part 7 = Facilities Contracts,

"15-7C0 Scope of Parte This Part sets forth principles and
standards for the determination and allowance of costs in
connection with cost~reimbursement type contracts and cost~
reimbursement type subcontracts thereunder for the acquisition K
of industrial facilities to wfich the Govermment takes ’
title under the contract, This Part also applies to
clauses in any other cost-reimbursement Yyre contracts

or cost-reimbursement type subcontracts thereurder, which
clauses provide for the acquisition of industrial facili-
ties to which the Government takes title,

15-701 Applicability, Pending publication of the principles

and standards to be incorporated in this Part, Parts 2, 3, or

i shall be used to the extent appropriate in accordance with
" Departmental proceduresy"

The Committee was further advised that a charge similar to the change

made ia Part L (151,03 (q)) would also have to be made ip Part 3, 15~30L (g),
The Committee concurred in such a changeo

NOTE: Subseguent to the meeting the following change was received
from the Editing Subcommittee for Part 3 = Research Contracts with ilonprofit
Institutions:

"15-30Lk Examples cf Items of Allcwable Costse o o o
g) Fension pizns in accordance with the principles-and
standards set forth in ASFR 15-204,2(q) 2nd zroup hezlth, ’
' accident and life insurance plans (but see paragraph 15-305(k) )"

. Action to devsiop a clean draft of Part 2 s lncorporating the changes
a.proved to date, was deferred until after the Material Secretaries consider
the existing three issues, APR 1 G 193¢ '




N favored customer,? ‘

¥

15-204e2 ( ° (1) Insurance ang Indemnific: on, - (Page 9), This 5
subpa. _graph was revised to reaq as follows: 1
[ 3
"15-20452 (j) Insurance and Indemnificatione
1) Insurance includes (1) those types of insurance
which the contractor is required to carry under the terms
of the contract, or by specific instruction of an authorized
pepresentative of the Government, and (ii) any other insurance
. ~ for which the contractor seeks reimbursement under the con-
tracts Indemnification includes securing the contractor
against liabilities to third bersons not compensated by
insurance or otherwise,"

15-20),2 (n) '(l) and (6) Material Costs, Pages 11 and 12), Were
revised to read:s - )

"15-20L.2 (n) Material Costse ‘

1) Costs of direct and indirect material, and
collateral items such as inbound transportation and -
intransit insurance, are allowable, subject, however,
to (2) through (6) belew, In computing costs of
materialy consideration will be given to reasnable
overruns, spoilage, and defective work (for correction
of defective work, see the provisions of the contract
relating to inspection ard to correction of defective
work),

*o# % % o2 % %

(6) Costs of material- or services sold or transferred
between' plants, divisions, or organizations, under common
control, shall be allowable only to the extent of the
cost to the transferor, or the prices of other suppliers
for the same or substantially similar items; whichever is
lower, unless factors other than price warrant allowance -
on the basis of the ¢ost to the transferor; provided that, ’
in the case of any item regularly manufactiured and sold by
any such transferor through commercial channels, a departure
from this cost basis is permissible if the charge to the
contract does not exceed (i) the transferor!s sales price
to its most favored customer for the same item in like
quantity, or (ii) the prices of other suppliers for the
Same or substantially -similar items, whichever is the
lower, unless factors other thaw brice warrant alldwance
on the basis of the transferor!s sales price to ite most X

. e

The Committee further consicered proposed revisions of existing Partsg

of Section XV, together with @ new proposed Part 7 covering Facilities
Contracts, presented by the Editing Subcommittee, the revisions to be .
issued simultaneously with the issuance of the revised Part 2o The Come B
mittee approved the following revisions:

Part }§ -~ Construc tion Contracts,

"15-403 Examples of Items of Allowable COStSo o o 6 o o o o o
, (3) PensTon piens in accordancs with the principles and - =
standards set forth in ASPR 15-20L,2 (q) and eroup nealth, <V
accident and life insurance pPlans (but see paragraph ce Qi“ <
15<Lok (b), (d), 2nd (m)).n “’QP?

4




+ - contractor's products, or othe. relevant .
circumstances, ' '

Individual categbiie's‘ of indirect cost are discussed in ’ s
ASFR 15~203,2 through_ 15-203.5._" o

15-200 The Committee approved a revisian of the TITLE and the
"Scope of Parth as quoted below:

“Part 2 - Supply, Service, and Research and Development -
Contracts, with Commercial Organizations s

15-200 Scope of Part, This Part sets forth principles and
standards for the determination and allowance of costs in
connection with cost-reimbursement type contracts and cost-
reimbursement type subcontracts thereunder for procurement
of supplies, services, and research and development work,
with contractors or subcontractors other than such contracts

and subcontracts to which Parts 3, ), or 7 apply,"

15-204.2 (£) (2) Depreciation, (Page 7)o This subparagraph was
- revised to read as quoted below: s

Uit 36 36 36 % 363 3¢ . ’
(2) Depreciation on a contractor!s plant, equipment, and
other capital facilities is an allowable element of con-
tract cost; provided that the amount thereaf is computed:

(1) wupon the property cost basis used by the
contractor for Federal income tax purposes
(See Section 167 of the Internal Revenue
Code of l95h)5 or

(1) 4in the case of nonprofit or tax-exempt
organizations, upon a property cost basis
which could have been used by the contractor
for Federal income tax purposes had such
organizations been subject to the payment
of income tax; and in either case

(iii) by the consistent application to the assets
concerned of any generally accepted accounting
method, including those recognized by Section
167 of the Internal Revenue Code of 1954,

Depreciation should usually be allocated to the contract and
other work as an indirect costs The' amount of depreciation

allowed in any accounting period mgy, consistent with the .:gis'
basic objectives set forth in (1) above, vary with volume Y
of production or use of multi~shift operations," VQQ\\’

The Air Force withdrew its former request for consideration

of additional language to be added ‘to subparegragh (iii)

vhich would, in effect, have provided that the depreciation o
allowable under a contract wsnid mot excesd the Beprecistion
authorized under the Internsl Reverme Code,>Mis action was
taken on the premicze that the disadvantages of holding con-

tract files open for an indeterminate period of time until \‘V ’
final determinations of depreciation had been made by tax el
y authorities or by the Courts outweighed the advantages “(o*qp.e_

sou.ht by the additional language,




Le Case 53=Ll = Revision of Section XV, Consideration of the special areas
subject to 1 lsion or review at the Speciel M ~ing held L/6/56 was under=- '
ftaken in the .ollowing order: \

i

' 15-204e2 (p) Patents.s (Page 12); The last line of the edited draft,
dated 29 March 1956, was revised to delete the words "by the
Government" -and substitute therefor the words "where title is
conveyed to the Government," -

5

15-20L42 (o) Overtime, (Page 12)s The members were advised that the
OASD (I&P) had no objections to revising ASIR paragraph 12-102 to
be consistent with this paragraph, Accordingly, the Staff will }
prepare a revision of_J2-102 for consideration, - , i

i SRR ecwunsIEri LT - .
J 15-203,5 General and Administrative Costs. (Pages 4 and 5), This

"15-20305 General and Administrative Costss General and
administrative costs consist of items 6f cost attributable
to the overall management, supervision, and conduct of the
. businesse Such costs shall be allocated to all work of
the contractor, using any recognized method of allocation
if equitable results are thereby obtained, Allocation of
general and administrative costs on a total cost incurred
basis (exclusive of general and administrative costs) is
a method which generally produces equitable results, Other
methods acceptable where the circumstances are appropriate
include allocation on the basis of:

-~ e
-, o ;

.

(i) processing costs (direct labor, factory
overhead, and other factory production
costs exclusive of direct materials);

(ii) factory input costs (processing costs plus
direct material);

(iii) cost of goods completed;
(iv) cost of sales; and

(v) sales (where no more satisfactory method
is available),"

15-203,1 (b) General, (Page 3), This subparagraph was revised .
to read as follows: .

"15~203,1 (b) The method of allocation of indirect costs.
must be based on the particular circumstances involved,

The objective should be the selection of a method which
will distribute the indirect costs in an equitable manner,
The method used in connection with Government contracts
shall, in order to be acceptable, conform with generally
accepted accounting practices, provide uniformity of :
treatment for like cost elements, be applied consistently,
ard - produce equitable results, A previously acceptable :
method shall be subject to reconsideration whens

(1) Any substantial difference occurs between

the cost patterns of work under the contract &Q‘
and other work of the contractor; or Q\' ‘
\
(ii) Any significant-change occurs in the nature - éﬁ \
of the business, the extent of subcontracting, <Y
fixed asset improvement programs; the oS A
inventories, the volume of sales, the volume @Q«*G@

of production, manufacturing processes, the oR



Page 21, 15-20Le2 (aa) (1)s The third word reading "contractor!s"
' was deletede
15-20L,2 (bb), This parsgraph was reserved, A Special *
Subcommittee was eéstatlished to consider this problem.
as a special case, presenting a revised coverage on the
subject of training costse In taking this action the
Special Subcommittee was requested to give consideration
to inclusion of a reference on page 26 when their efforts
are completede The Subcommittee was further requested to
coordinate their efforts with the OSD Ofiice of Illanpower
Supplye Members designated to the Subcommittee were:

¢ - Army - To be designated

Navy = Mre Ae C, Sawallisch, ONM (Chzirman)
Mr, James Ruttenberg, OCN

AF - lMr, P, Ms Southwell; AFMPP
Mre We Le Latta, AFAUD

The Subcommittee was requested to present a report fo
consideration by 7 May 1956 4 : !

Page 22, Approved, ‘ !
Page 23, Approved.

Paze 2L 15-20Lo3 (i)e The Committee deleted the reference in
parentheses”at the end of this paragraph, In taking
this action, there was .general agreement to specifying
the period and amount in part 1 vhen rewritten, with
an appropriate cross-reference,

Page 25, Approvedo ‘

Page 260 15-20L¢3 (2) (xi)e The words "special tooling costs"
were deleted and the word "taxes" substituted therefor,

15-20L4,2 (2) (xii), Training Costs, was deleted in its
entirety, .

15-20L42 (2) (xiii), Travel Costs, was renumbered to
; (ﬁi)o )

I |

The Navy legal member callsd .the Committee's attention to the Editing
Subcormittee!s report of 27 February 1956, in paragraph L of which the ¢
Subcommittes covered the subject of side agreements, Tt is understood
that this matter had been the subject of discussion by the Procurement
Secretaries in the spring of 1955,

: With the above action, further consideration of this subject was ot
deferred until the next meeting to be held L/10/56, : . Q-
pOR




Page 12,

Eége 13.

Page 1k,

Page 15,

Page 16,

Page 176

A revised the paragraph was refer.ed to the Editirg
Subcommittee, with the request that the edited
language be preserited by the next regular meeting
(10 4pril 1956),

15-20402 (n) (6)e¢ The semicolon following the phrase
“"whichever is lower" was changed to a comma and the
following language added:

"unless factors.other than price warrant allouance
on the basis of the cost to the transferor;",

15-20462 (n) (6)s The word "either" appearing before

(1) was deleted, The period at the end of the paragraph
was charnged to a comma and the follow:ng language was
addeds

"whichever is lower, unless factors other than
price warrant allowance on the basis of the cost
to the transferor,"

15-20L02 (n)e The Staff will undertake action to
determine thether a revision to paragraph 12-102
may be mad:: in order that paragraph 12-102 be
consistert with this paragraphs

15-20402 (p)o The Staff was requested to clear the
need with the Patents Advisor of the inclusion of the
vords "or on behalf of" in the last line,

Approved,

15-204.2 (q) (3) (iv)e The Committee agreed to the
inclusion of a note in the lMinutes that under this
paragraph the parties can agree to (&) or (B) for the
individual periods under the contract,

15-20L.2 (q) (3) (iv) (A)e The second word "all" was
deleted,

15-20Ls2 (q) (3) (iv) (B) (II)s The words "or gains"
were inserted after the word “credits" in the sixth
from the last line,

Approved,

15-204¢2 (u)e The words "such factors as" were
inserted between the words "of" and “the®" in the

" second line,

- 15-2042 (¥) (2)¢ This paregraph was reserveds

, {p&roved, "&b ect w’aeh&[’m &me ET I

: \
Approved, Aaoh '(v

Approved, A7 Q n



o s eang

Page Lo DNelete a comma in paragraph 15-203,.2-

Paragraph 15~203,5. The Air Force member recormended
that everything after the first two sentences of this
paragraph be deletéd, After considerable discussion
this recormendation was rejected, However, subparagraph
(1) was deleted in its entirety, Subparagraph (ii) was
referred to the Audit members of the Section XV Subcom—
mittee for clarification, with the request that the
revised language be presented for consideration at

the next regular meeting (10 April 1956), Final
decision will be made on this paragraph after

revised (ii) is reviewed,

Page ;;:‘jémm 53—’:‘-’.3':5‘: 28w fdgzegeTsg e oo o ou. *
Page 6. Agpmzed, “reservirg subparagrephe.{d) and (e) of
15-20L4020

Page 7. 15-20L.2 (£) (2) (1) (ii) (iii)o These subparagraphs
were revised to read as follows: '

n(i) is computed upon the property cost basis
used by the contractor for Federal income tax
purposes (See Section 167 of the Internal Revenue
Code of 1954); or

(ii) in the case of nonprofit or tax exempt
organizations, upon a cost basis which could
have been used by the contractor for Federal
income tax purposes had such organizations -
been subject to the payment of income taXes, and

(iii) is computed by the consistent application
to the assets conterned of any generally accepted
accounting method, including those recognized by
Section 167 of the Internal Revenue Code of 195k
In no event, however, shall a greater amount for
depreciation be allowed than is authorized by the
Internal Revenue Codes"

The Navy member objected to the addition of the
underscored larguage pending further studyo

As revised, this paragraph was referred to the Editing i
Subcommittee for editing, with the request that the

edited paragraph be presented for consideration by

the next regular meeting (10 April 13956).

Paze 8 Approveds

Page 9o Was approved, subject to further editing of the last
sentence of paragraph 15~20L.2 (j) (1), which was
referred to the Editing Subcommittee with the request
that the edited language be presented by the next
regular meeting (10 April 1956),

Page 10, Approved, subject to the deletion of a coma in
15-204e2 (k) (1) (2)e

Paze 11, 15-20L.2 (n) (1)e This subparagraph was modified to

-add the following words in parenthesess }1& W
. o Q/
"(for correction or defective work see the éq?g ’

clause of the contract relating to 'Inspection
and Correction of Defective Work')." APK 6 195F




.

iting The members were adv?sed
sciving a report on this groolem
L 1 1996 would be presented by
SAN @1 : 1l February 1956,

7 o £ Section XV,
. Revision of i
Sf"hh C:ntract Cost Principles

{

.53=Ll; -~ Revision of Section XV_~.Contract Cost vPrin?iple's,«_A repory
fuﬁagﬁafﬁﬁi of iheSiE-:'cTitjmg Subcommi ttee pointing up certain 'argasl-requlri
esolution prior to final editing was noted and further consideration deferz

until the next meetinge - In the interim the Edlt:uzg ,Subcomnittee_<.x'{as requzg et
tofmeet with the Section XV Subcommittee in an effort to resolve &s many of -
thp areas ag possible and to report on their accomplishments at. the:élll‘la;ch f
1956 meeting, FERG v o0 TS - :

12+ Case 53-LL = Revision of Section XV ~ Contract Cost Principles, The

Coairman advised the members that the Editing Sudcommittec wes still studying
#he proclem which had arisen with respect to "Pension Plans" and that it was
cortiemplated a report would be presented i

coremp] D the near future, When the repért
1s received the members will be contacted to determine the need of & specia
mgeting to consider the problem, . .

A _.-. R

FR

5¢ Case 53-L) - Section XV

= Contract éééf’?rinbiéiés;" The “Cormittee determine
Y A3 : - - 20e ML L Te ermined
E: e fgv; Bsslezé;'l; _me:tmg_ F{';da\v, sarch 1958, at 1160 hours, in room 2216,
rroblen: €s U0 consider the report of the Eait,ing ‘sqb,qomr,ittee on this

.

K

11. Case 53-44 - Revision of Section XV - Part 2, The Chairman of

the Editing Subcormittes advised the members of the progress to date

?f the joint efforts of the Editing Subcormittee and the Section XV ,
@gbcommlttee in completing the editing of Part 2 of Section X. In i
1ew_of the Cormittee's action it was determined that no spscial

reeting would be held Friday,23 March 1956, to consider this problem

but that the report, if available, would be considered at the next
regular mesting, i 2 0 1956 ‘

B The Airmy member expressed an inz
pPhrass "Commercial Type iceo
connection he wished it
is to be meaningful 2 de

bility to ascertain what the f
unting Systems" encompassed. In this

made a matter of record that if the section
finition of this phrase should be included,

13, Case 53-LL - Revision of Section XV, Part 2. The Chairmen of the Editing
Svbcommittee adviscd thet rcvised copics of this pert jointly being considercd t
by thie Scction XV Subcommittee and the Editing Subcomittce would be aveilsble
ty Friday, 30 March 1956. 1In this conncction, the Cheirman expresscd 2 desire

thet the revised rcport could be considered at the next regular meceting to be
held 3 ipril 1955.
ihe Cheirmen further advised the members that instructions to the Staff with »
respect to the. three iBsuss: covering . ol ;::;.v;::;'z T S S S
. ‘ 7 7 Profit Sharing, = S ' -

Contribution and Donation, and
Genzral Rescerch

———

AR 2 7 100
were to be accorded the seme treatment now provided in the current Section XV




revision of parag h 156-204.15, Insurance and'Indb'}ifiogtign,fﬁanogna
{dered, approved a1 ver minor modification and refer. . to the Editing Sub-
oommittee as shown belows , T T L

;: Cagse 53=44 = ggyision of Part 2, Section XVe A Staff proposal. presexntiug

"15.204,156 INSURANCE AND INDELNIFICATION.

8. Inéluded undsr this item are (1) those types of in- .
surance which the contractor is rejuired to ocerry under the terms of the
! contract, or by specific instruction of the contracting. of ficer or his
! guthorized representstive (see ASFR 10-501 for kinds of insurance ordie
b parily required), (2) any other insurance for which the oontractor
gecks reimbursement under the contract, end (3) lisbilities to third
persons not compensated by insurance or otherwise. . PR ' :

b, The contractor shell be reimbursed for (1) insurance
required to be gubmitted for approval or required to be prooured and .
meinteined pursuant to ASPR 7-203,22. and (2) other -insurence meintained
b; the contractor in connection with the perforiance of this contract
if the types and extent of coveraze are in accord wita sound business
practice and the retes are reascneble under the oircumstences, "subject
"to the following limitations or restrictionss

- —

© (1) Costs allowed for use and occupancy insurance

will be limited sc as to exclude coverage. of profit,
interest, federal income taxes, and any other items
of expense unalloweble under. this parte ‘

~(41) Costs of_insurancegor‘any'réserve covering ths
are not allowable except to the extent that the Govern-
‘meént may have approved or :equired such insurance or

réserve.

(444) Cost of a reserve for a self insurance program-

\.

|

. risk of loss of-or. damage to Government-owned property 1

are allowable provided the progrem has been spproved by . -

the Military Department eoncermede - : .=~ 0 -~

, (iv) . Costs of. insurangs ‘on:the 1ives of officers,
L . partners pr«?ropriéﬁdrs, are not allowable: except . ..
y .. -+ where such “insurance; is. part 6f an employee plan whioh .
| . is -not.unduly.restristeds = . . . T

" c. The chligstion of the Sovermment to indémnify the’
contractor will be alloweble only to the extent expressly provided for

in the contract .(For example, see ASFR-7-203.22). Bxoept as othervise -

expressly provided in the qontraet, actual losses not teimbursed by
insurence (through an approved self “insurance ‘progren or otherwise),

are not allowable."

In further considering paragraph 15-204,34(b) (1) the Cemmittee qtiestioned
the advisability of providing for en allocation of cost to all generel re=-
searon work of the contractor if the concept of -providing for an allowance
of the cost is specifically covered in the oontraot, The Committee dster-
mined thet as long as this concept 1s retained no provision for an allo-
cation wes requireds Accordingly, gubparagraph (Ag, reading as follows,
wak deleted: - N Co e . '

n(h; Te the exhest sweh cgatsraté allowzd, they wid be
equé#ah&y-albeqatqd $e ald wewx of #&he eerntpeaker elhe¥
Shar ‘dop Indopondent gemesal and 'velated poccarehe’

With this action correoted copies of Part 2 of Sectioﬁbxvvﬁefé'distributed
t} the legel members for their respective members of the Editing Suboommittes

id order that editing of the draft could be undertaken. ‘The Editing Sub-
cdumittee wae requested to provide a report for oonsideretion by 13 January
1856, NFER 151655 Co R



[ .
) e

-
a

“If a contractor has-but”pne or relatlvcly feW'Government |
contracts, an appropriate oontractual prov151on may be used -

';15-204}2-4 The sevonth—seﬁtonoefwapwbevlued'to rsad'; " ' \

-“1 _to preserve the Governmont's interest by ‘providing for

retrospective accounting and eny Hecessary adjustment to the
pen51cn plan cost incurred under the contract.“

:v“lth this modlflcatzon the parggrayh wcé.obprOVBd. o : }

'_;15-204.8 Contributions and Donat1ons. Coples of "the Air Foroe-

PR

‘minority position with respect to’ th1s paragraph which was isolated

es an issue .at the 11/22/55 meeting, were distrlbutéd to the members:

_for presentation to' ths Mate;ial Seonétariaa and the Asszstant Secre-

taty o? Defense, (S&L) as an issuee-' S e _ I

"As modlfled by the 'ASPR Committee the Sdboommittee repbrt was referred

to the Editing Subcommittee for ‘editing. | The Edlting Subcommittee was

—~

o—— e

facilitate edltlng, the Staff W111 provide +ha merbe:s of tha Rditing Sub-

requested to provide ‘8 report for con51derat10n by 10 January 1956. Tc¢
comaittee W1th a clean draft of the reporte o onE

pEC O

2. Caye 53-44 = Rev*sion of Part 2, Section XV. In approving the minutes

of th¢ 12/6/55 mesting the Air Foroe requested that the last sentence under \
peragraph 15-204435, Royalties and Other Costs for Use of Patents, be rev*se%.
to exprass the ooncept in two sentences rather than onse Accordingly, this
sentence was rephrased as followss . P el -

/

-

"Charges for the use of patents, where the Governmént has _

e license or the right to free use of the patent are un- L i

allowables Charges for the use of Patents where a patent a \

has been adjudicated to be invalid are unellowable unless * N

otherwise provided in the contract." o \\
Dtc,l l‘ |9~N_




The Subcommittee report of 1 November 1955 was further considered on
1{ a par “aph basis, as followss = . -
15-203,3 presented by the Subcommittee was approveds A Staff pro=
posal to revise thiu'pa:agraph was rejected, ‘ :

15-204.15 « Insurance and Indemnification. A revised outline of
this paragraph developed by the Army egal member, was distributed
to the mémbers. Considerable discussion centered around the
variance in the language of the first two sentences of subparae
graph be and the language oontained in the clause, insurance =-
liability to third persons, The Committee requested the Subcom=
mittee Chairman to redraft the entire paragraph to achieve cone
sistency and a oross-reference of the clause and present same

at the next meeting.

15-204.34b(1) Copies of a revision to this paragraph starting

with the third sentence, developed by the Air Forde member, were

distributed to the memberss The paragraph was tien discussed

at length. As a compromise the Committee revised (i) under

é para_raph'd to read as follows and tentatively approved the
peragraph, subjeot to editing, the Navy and Staff positions
being reserveds

T

"(i) General research is that type of research which

is direoted towards increase of knowledge in science. It
: is research where the primary aim of the investigator is
! a fuller knowledge or understanding of the subjeot under
H study, rather than a practical application thereof. The
cost of Independent General Research (that which is not
sponsored by a contract or grant or other arrangement)
shall be allowed to the extent specifically provided in
the contract, '

———

(&) To the extent such costs are allowed, they
will be equitably mllocatsd to all work of the contractor
f other than its independent general and related research.

—

(B) Generally, the oontractor shall be required
to disclose to the Governmment the purposes and results
gurent, cdammmm e137m DF ~*
.3a.ieune mad L enitusTil To Trer g # 0.2 88k o3 IAZIT Tenrs 1l _
dwteimt o QY BORUSLIU = LIV [OIJDOC & Vit = <U° us vees oo

AT I EUN: - SN TINYIoR shall be given i

-gzoqo1d £ 10 eclisl o.ofuwinde

D~ T
. . .. 4= f add woW as :
‘ ; KRR

AN e
i3

a;"Soppé,fnafgfﬁ'ﬁgdlﬁﬁhiifyﬂoﬁ fhegéoﬁirgétbr‘s"in&ependent
~ general research programe . e Lo

" be The oapability of the contractor’in the perticular research
! field.: PN OND st ey » R A
os Benefits which may accrue. to the Government.

. ds Comparison of size and gost of contractor's previous years!

. Iesearch programs,’
&+ The proportion of tI
. : © ' total business," : _
‘ . . T LML R it 2 '%.:.'A-"‘T.‘ S .
E; In considering the paragraph the Committee alse determined that the Govern-
, ment's position versus Industry's position with respect to general research
shculd be presented to the Material Seoretgrieq_agd'thp Assistant Seoretary

d

of Deferise (S&L) as an issue with industry. ' " ' .

Y
<~

. 15'204'3&("‘"‘)”3??'0786; - - { D & : ’
'15.-30‘4@46 aﬁp,!‘.oyef,d."“:_, ' - . : 5—\,‘.' “
v ‘}5;264;266;_Tb§'géooﬁd'sgi£§p§§ wgs‘r§yi§e§f§o';gggﬁ
\ . "Such ocosts may include excess contributions to the extent such
: .. contributions are claimed and allowed for Federal Income Tax
- 'purposes in the ourrent ta.xgbleyea_r." Lol cc“_%?‘ ,
WS . . g . ol . "s i
» H;Eﬁ thl? modification the peragraph was approved, - - ‘*33#03?: {




1, 2. The mimut of the"11/22/55 ‘mestihg Werd £*théf moditied as
followse SRR G SPINCEETIEL S R RN RS

/
]

/

) Item 3. CaS&SB—hh-fReva.gi oniiof. Pést 27 Seétlonxv. s k

N

.-+ Paragreph 15-20hi2hs  The péragfeph was evised to read:
s:of the pramitn portion of
3 “' ra + et

This item con&ist ;
ctr ift apd multi=shif

Evefﬁiﬁe;i.‘

erm-. &t ic-pll. Sul- e . ) . y . wleA%m‘.

e

r\-:ggzvaiﬂﬂt-._,,,}
. ’ S i
i of such premiums should be separate dentified. R
/ When ! Proa B @ Uihe o tribution T
of overhead, Buch pramiums shall not be included '
therein. Cost of such premiums on direct labor are
allowable only to the extent expressly provided for
in the contract or otherwise authorized by the
Government. Cost of such premiums for indirect labor {
i is allowable without prior approval, if reasonable,
’ and the oost is sllocated on a pro rata basis to com=
mercial as well as Government worke See ASFR 12-102
for further information concerning the polioy regarding
such authorization, The amount of sggg_premium cost
charged on Government contraots ghell be equitable in
relation to the amount of such premium costs charged
on non-Government work being concurrently performed
in the Contractor's plant and the factors which neces~-
- ‘gitate the incurrence of the coste" !

[ S —
i

— -

L
be The minutes of the 11/29/55 meeting were approved with the follov:i:%:
i revisions: _

Item 2 = Case 53-44 = Revision of Part 2, Section XV. -

i Paragraph 15-204,34b(1) was revised to read:

"A proposed subparagraph Ce presented by the Staff

was oonsidered and rejecteds In lieu thereof the !
Committee suggested the insertion of the following A
first parenthetical expression in the third sentence 4 (
of (i) which would read as follows:

£ ————e

] "The allocable portion of 75% (or.such other

' ' percentege as may be agreed upon and set forth

’ in the contract schedule) of the allowsble costs

g of & contractor's independent general resesrch
(thet which is not sponsored by a contract or
grant or other arrangement) shall be allowed

in all cost-type contracts under the following '
. conditions:" ' .

i However, the positions of the Departmenfal members
‘with respect to ﬁhis ghange was reserved." DEC 6 1955 ;'




2. Case 53=44 = Q ision of Part 2, Section XV. . _ies of a memorendum
ror the Suboommittee Chairman presenting rev151ons of paregraphs 15-204.25\

5-204.29c, 15-204,343 and 15-204.35 were distributed to the members and

?“-’”"' Lliqring MU TS AP TN W vaisie
I&MGAMIvﬁqmmuame*xo pd¥ of elcevs. :f

R =001} 1 éﬁf3osx3noo ond bestiondus esiwieddo 10 Irerdmi s
2948.304,25 PATENT ENSES. “This item relates %o such expenses
as costs leading to the issuance of patents, sosts required to

?

Vel

i search the art end oosts nedessary to comply with invention

¢ " disclosure provisions of the oontracte. The costs of searching \
the art in order to make invention disclosures, and of preparing |
disclosures and other reports, as required by the contract are ¢

alloweble. The costs of preparing assignment end other papers
in oconnection with the filing of a patent application by the.
A _ Government and eny other. guch' costs ‘are allowsble, upon the
_ ... Written authﬁfiiatlon of the: oontraotlng officer. The cost
/- i " " of research and develgpment ‘work is treated in 15 204434, -

(See also:paragraph 15;204 35). .
As rev1sed'ﬁhe paragraph was npproved, subaect to editlng.
15 204, 290 readlng s, followa,was approved- :

“15-204 29 PROFESSIONAL SbRVICES - LEGAL, ACCOUNTING, EIIGINECZRING

. | . EDOMER, o o
;' I 6' The °°Sts of legal aocountlng and consulting services

and related expenses inourred in cohnection with organization and
reorganization; defense of ‘enti-trust suits, and the prosecution
of claims- agalnst the . Government are unallowable. The costs of
legel, accounting and consultlng services and related expenses
incurred in conriection with patent “infringement 11t1gat10n are
wallowable unlese otherW1se provided 1n the contract."

15-204.344 readlng as follows was approved'

"15—204 34 RESLARCH AJD DWV“LOPHLNT

N

; e : d. Resaarch and developmént costs’ (1nclud1ng amounts

{ - :bapltalized), regardless of the nature, which were incurred
in eccounting periods prior .to the eward of a particular '
militery contract,.will not be allocated to that contract "
unless allowdble &8s: pre-oontract costs (Paragraph 15-204.28),

15-204.35 readlng a8 follows was approved-

i

[To)

" o

“15 204.35 ROYALTI S KNE OTdER COSTS FOR USL OF PATENTS. -

©

i This. 1tem covers amounts pald or p&yable for the right to use
} patents or inverntions. ‘Where: the:- use 6f such a patent or o z

invention"is neceksary for the proper performance of the con- [
tract and where tha.Gpmar;ment dbes ‘not already have a license

.or .other right te'use such & ipatent ' or invention, the royslties,
smortisation of the cost of purchased ‘patents or other purchased
patent rights appliocable to oomtraot produots or processes are

.allowsble to the extantesPresasdy pouviiel-MF §liswnsre In "
the contract or otherwise authorized by the contracting officer. ?
Charges for the use of patents, where the Government has a
lioense or the right to free use of the patent, or a patent /
has been adjudicated to be invalid, are unallowable unless

otherwise provided in the ocontract.” . . C°”T‘l> Nbﬂ' PAG'E

PSR



72 Case 53l - Revisisn of Part 2, Section IV, The Committee cnnsidered

§ certain palnts in the Sbonmuities dreft that required action subsequent th
that taken by the Crmmittee in its 11/22/55 meeting. These polnts crvered
the following subparagraphss .. - = ° .. b

1520345 = The paragraph ia'a_;sarevlsqd‘aﬁ abproved to read as
: Cfellowss . 0 T

*The base period for allocation of indirect
expenses should be representative of the
period nf contract perfremance and should be _
suf ficieritly long to avoid inequities in the -
! ' ' allocation of costs, but in ne event longer
_i: than the cortrastor's. fiscal years"

15-20448 ~ The Air-Force member advised that the Air Force '
R pogition for presentation to.the Material Secretaries -
en thir: priblem wenld be presented within ane week.
15205225 . o o TS
15-20k.3ld < . S
15-201,.35 - A memorandum frem the Patents Subcommitiee setting
, _ forth the views_of the Patents Subcommittee with
© .. respect te these parugraphs was distributed te the
I © .07 .  mémbers, After a brief discussion the problem
! © was returned to the:Section XV Subcdmnittee for - '
further conglderation in ¢onFadcticd with the X
Patents representatives of the three ‘Depsrtmentss =
The Section XV Subcomiittee was.requested tn .-
provide an intexim ropart’at. the:next meeting -
and a final report by 13 ﬁa&é;ﬂ.,)_,er ]955. )

15-204433b = ‘Iwe_alternative propossls t5 gubparagraph be cf
this subparagraph. were:distributed by the Navy - B
- o member. After discussion the Cemmittee adepted ' - = °
su v soim - v—the propesal Q DRIONL. . ik res s b St
. ;:; fesvnl 33 endzam Of1 5q- 2F - ‘gﬂaﬁu‘ IBrir berie1eD 28 Beu., .
ey ) . PRGNS LEPRP o] d"i!}‘”‘ﬂ.‘ifﬁ"’ nm;“..q. R R U PRSI
shae PO Silmas; gmcidinaliy. frovided for- Pl 38
othervise in the conmtract, rentals specified L
in sale and lesse~back ogreemefRfs urder (2)
ebcve are alloweble only to the extert that
such rentals do not excead normal cosis
(such as depraciatien, texes, insurance and
. maintenance expensed) torne by the lessor
, which wovld have been incurred had the
: contractor retained legal title to the
‘ facilities,"

-

15-20k,345(1) = A propesed subparagraph (c) presented by the
Stz{f was consiiered end rejected, In Meu |
thereof ths Committee inserted the follow'.g
- first, pareuthetical expressicon in the third ,
sentence nf (i), which reade as.fellowss - =~ °

*The allcoabls portion ef 75% (cr such "'
other porcentage as moy be agreed uprma
1 and set frrth in the contract schedule)
¢ _  of -the allowatle cosis of & cohtracter's
: : " independent geueral research (that whbich
.48 not sponsored by & contract or grant
or other arrangement) shall be allowed ST
in all cost-type centracts under toe - r
f£sllewing conditions:® 3 :
+  15=20L.15¢ = The Commiitee determined to place & period after
i the word 2allcwable,® deleting the words Buntess
i approved by the Department concerned;” subjwct ,
to editing, The Army leged member waa requested
to present revised phraseclogy for this paragraph
f. for consideration at the next meeting.

15-203,3 = Consideration of this piragraph was deferred until the
" next meeting in order that the reaction of the Small
Business interests cculd be obtainede NOV ¥ 9 150F



. ' | ‘
o The mimtes of the 22 November 1955 meeting were apprrved with the|.
ollowing modificationgs ) o )

Item 3, Case 53l ~ Revision of Part 2, Section XV. The first
f sentence was revised to readt i i

"In censidering the Subccmmittee report ef 1 November 1955,
and the wndated Army Audit Agency report, the suggestion of
the Chairman to consider the repert em a paragraph basis

AP was adopted,t n
?q__\ * s bSbhor me 311D edt bedqoons seddirmeold ol
% . The fellowing Perapnchacvezal SRUPUIR"as presented by the Subcramd tees

f -~ chaliuas
; 15-202,2
¢ 15‘2& 03‘

15203

15-203.1

Subparagraph 15-204.8. The first sentence was revised to reads

®*The Air Force member stated that the problem will be

. particularly dif icult in cases invelving industries
irvelved primarily in defense work, such as the aircraft
industry, In those cases, contributions and donaticns,
for all prastical purposes will be made by the Government
and not by the contracter, to such beneficiaries ard in
Such amounts as is determined by the contracwr, - Therefore,
the Air Force position is for continuing the disallowance

) s in the present ASTR," - o S

" Subparegraph 15-204.15, The quoted addition te subparagraph
"a" was revised te read: '

"The oblisaticn of the Government teo indemnify the ‘
gertresios will be ellowablie only tC the extent _ !
expressly provided for in the centract (for example,”

4 see ASFR 7‘203022).‘ .

Subparagraph 15-204,18, A parenthetical expression was added at

the end of the first sencence, as . ?
.~ follows:

'(i-ncl\lding‘the contracter's crntributed portien ) *

under cost-sharipg RED centracts).”
With this addition the mimtes were revised to reads

\ "The Committee adopted the Swbcommittee position as

\ clorified that the prrtlon nf cost-participation

. contracts not reimbursed by the Govermment under that
eontract not be allowed as a cost on other contracts,® .

15-20li.26d, The penultimate word in the quotes was revised to .
. , read "reveradonary,"” C

15-204428 -~ The seccnd sentence of the paragraph on precontract
costs was revised to place a perind after the word
“contract® and to delete the words "and may be
Umited t4 & perfiod of time as well as to the type
and amount of such costas '

The mimtes were reviéjed to reads

FE
85 3
S AP

a5 by % ab
e

draft but there was alsc a general | :
"Ceeling that.an appropriate method - N
- 0f control be further explored,” . - - .




/ 15-20)4.27 = The Committee accepted t.he dratt as written.

5-20!4.28
15"?@029 h

(_j [ 15-2c&.30

15-20&;32_"‘-

- 15-204433 s
was given to the change recommended by the

The Comitt,ee acce.pted. the draft as. writteno \
W:Lth re=pect to suhparagraph "c," the Committee

. adopted the posi tion of the Subcemuittee that
such legal teea are nct allowable. e

The Comittee adopted the poutirm of the
~"SubcommSttee that 21l profits and lnsses on
dlsposition of ‘plant, ;equipment. or other -
‘¢apital assets be excluded in comput:l.lg

- cantraat costse .

e~

M\m posiQom -

. o endbrabt of' those f
reconversion-gxpenses which are allowable appears |
the best meth~d of assuring fair treatment of i

the .‘mterests or the chernment and the Contractor, '

The Ccmmi.ttee accepted the draft a8 wxitten with
the exception ‘that the’ _ cecond sentence was revised

"to read ag frllowss:

"It further includes: the costs ‘of operating
,-an agtd.tude and -educaticnal ‘testing program,

- travel expenses of employees while engaged ?
in recruiting persrnnel,; and travel expenses J

of applicants for :Lntervie,:s for: prnspective
,_ : employment. - .

With respect to subparagreph "b," consideration

o "+ Americen Institute of Accouatants, Mro Ruttenberg
' was requested to draft substituts language for
' .azbmission to fhe Ed;tdng S\xbcnmmj.ttee

15~20Ls3kL -

Ihe Committee discussed at lensth the Subcommittee
apprrach with respect to general research, There

.~ : ‘Wwas general-agreement in the formila approach set

forth in the draft but there was also a general
fecling that a dnllar ceiling be crupled with such

.approach, Usihg this as a bade concept, the Staff was

. requested to' develop a propoation for further con-
'vaiderat.ion. o :

] 15-201;.'35 "-

:

nre D

'nze Conmttee adopted the positinn of the Subcom=
mittee that: payments »f royalties to contractors

& ——.

_ sheuld be cireumseribed by coitract provisinn or .

- otherwise authorized by the ’Contracti:g Off‘icer.

15-2044636 =

The questior was presented as ts whether at least’ fhe
protection afforded the Govermment in proposed ASFR
15-+202,1- should ‘a0t be provided, - However, it appeared:

~ "that the pretectisn sought. shéuld be- Teldted to the

- "Inspectiion .of Sipplies and Correotion’ ‘nf Defects” §f’ j

<

*€lauge .(ASPR 7-203.5¢), The Army member reccmmended e

| 15-204037 -

3

that the Editing Subcormittee give considerat;.on L N
to insertion of the word "consumer® after "tramng"
in the phrm "am tréining personnel 1n ’the use,¥y .

The Cfmit'hee accepted the dre.t‘t« es written. '?Q

E



' _ Matterneys tee" 4n 'the second -sentence of the
.. par agraph. .

15-20h.23 ’lhe Crmmﬂ.ttee nccepted, the d.raft. as wrd.tten.

15-20];.22 'The Committee soncurred. {n the ‘yecommendaticn tn
[ - includé “accountants fees" dimmediately after '\

with respect to identification separately cf
{ : shift premium and overtime, However, the -
paragraph was changed to read as followss

‘ '12 h°2k OVERTINEE Exm P% SHIF'T ?ﬂitm
- d

consiats of the Premium portion oi’ e pay &

!15-2oh.2h = The Committee adopted the Subcomnittee position

. and’ miltdwshift payments tp empldyees. - Such
- premiums on direct laLer msy be classified
as elther direct o1 indirect laber costs,
but the amount of overtims premium should be
separately identified,. ‘When direet labor
cost ‘15 the base for distribution of everhead,
svertime premiums shall not be included .o
therein, Cost nf such premiums on direct ' o
. 1labor are allowable cnly to the extent
expressly provided for in.the coatract
" or otherwise authorized by the Government,

———

I . Cost of such premiums for 4ndirect labor ie
allowable without prior approval, if .
| _ reasonable, and the cost is allccated on -

. ' a pro rata basis to commercial as welil as e
' government worke, See ASFR-12-102 fer o
further’ 1nfoma‘d.on comemiug the-policy
: regaraing such authorization, The .amount -
. of rovertime and shift premium cost charged cn
Government ocontracts shall be equiteble in
" velation t6 .the amrunt of such premium costs
charged on non-Govermment. work being concurrently
~performed in the contracter's plant and the
factors which necessitate the incurrence of the cost," 1

[RESPESRES 4
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15-20h°26 Ths menittse aecepted t.he dra.ft as mtten
with the accept.ion oi‘ t.he follovd.ng changes:

g '-";:15-201&.2&: ‘l.he aecond sentexe vas revised
tn read ‘as:£ollowss.

- “Sueh ereta may inclide -excess contributions
- pade -in previrus years <to-the ‘extent such
contriEutinns are claimed.and allowed fcr
m'purpnsea ‘in- t.he current. taxable perind,

E 5-20h.26d The next to the ‘last sentence
was revised to read 8s followsz
PRI a0
o —;'If a contmbm' has but one 6r relatively
.- .- few Govermment contrasts, an appropriate
.. eontractuel provision may be used to-
' " preserve the Govermment's interest by
providing retrospective accnuntixg a.nd
\ - . remn:l of arw necessary crenits.

‘ 15-201.4269 mis wbpmgraph was revised to
BN read as. fouowas . _ oy
e e < O
Con “The a.llowability nf costs of l\mp sum Qv I
.purghases cf anmities or of lump sum cash S
payments or periodic cash payments made tc .
provide pension benefite for retiring or .. ,<§
- . Tetired employeee other than.incurred " .k {< Q,
..  under ‘agproved pension plans will be: . (O
7 . subject e mside.rat.ion ca-an indindual é P“
" lcase bar 9 . Q




t13, Cese 53=b4 =R - sion of Secidon XVe The membe’. noted the desi.mat
xof iiaje Jo Oo Hunnicutly Jre Dep 1CQy &s Ay membe . of the subject Subee
comnitiee, vice Lte Cole Jo lie Railing, DEP 10Ge fER1 1955

L+ Gase 53l - Reision of :cssn i, Covtes of a proposed B Instructions

? sdence With re=
| Gy the Dilice of tie (5P matrollery to provide gl dance rith re=
z%vaoizmdgmeciationin»kéePﬁig with Section 167{(b). as Arited by Sectdon
107

S ore of 195k, subject 0 ‘meating the test of

. e Cam s B0
s Cﬂiﬁ]‘n‘..ﬂ ‘.!‘bd;atxahu&"g_ 4 "3"3 APPITW LTS e " Wt
Sdmaawmimea?m?ﬁf’{'!“-‘“ Gy dowlTe Badbepesi
e e Tage tiong A% o AR TN s tios s
ke @ Instiuctione Yo SERATER e ke ey S uction -
¥ reruested to develop appropriate CRVEIEEs B e ProRe aia for
Pdvt 6 of Section IV, or submit recommen ations as to other me :

ph’clication, including a recoimendation with respect__td ‘.bra lp.roper
Jocunent for use for the other mecize : .

Ao

In taking this action the Committee agreed that m@%'fi‘faﬁ“&?f th“‘e :
denreciation paragra'ph---(15~'-20ho9) .te; incarporate ».P*‘e.;?’f‘l?‘:?l?les ; ht:,
orososed directive should be postponed until after toced st of comiel

5

{rtn jncdustry on the proposed Sectiole e ' ,
{ The Subcommittee vas requested to provide & repoTt for gons;.c{e.ratl?n ;
by 15 Liarch 1955 inzoy dgud el :

,,,,,

. O:rse 53=Ll - Revision of Seciion XV, ASTRe A report fvon the Section e
7 osucorraitiee, pres:nwan . & r0POSes deoreciation = cost interpretation
o= imclusion in Part 6 of Section IV, wWes concurved in in srinedple, )
tsusject to editinge In takin- this action tae nembers notec tures areas *
re viring “grther consicezrationt
' a, Eifective dates
_ be Inclusion of the te-t ol Seciion 167 of the Internal
P Reverue Code of 195L, and , : '
ce Cmission ol any reterence to firus! dezreciations

P

The =bove areas were referred to the E-itdin Subcormittes for consi eration

4r conjuncilon -4th editing the roposele The Staff volunteered to develop ¢

a cress=rzferince to Miruet de sreciation for consideration .7 the Jditdiny

t gebeorm.iviess The Tditing Subcoinitier tias requested to provice a repert
2o eon-ideration WY 29 iiech 19550 Ko 1 teln

i = Ll

)

=% 5, Seciion 4V ASFRe 4 repart fron e 2diting
Dcommittee, presentﬁg The suoject Interpretation, was discussed at
lenzthe The report was retwned for reconsideration. While the Cormittee
cis mot finally determine its position, the Eciting Subeom: 1ttee.should
redevelon the project alon; the following liness

0., Czse 53=hl = De. reciation Cost Interpretation for Taclusion in . ’EA

a, Applicedlity of the interpretations In the absence of a
specific agreement the interpretation applies to 2ll :
nopen’! contraciss e » o ’

b, With respect to the assets invo)s'ed. ’ ,Unde,rtake intqrpretation,
thinking in terms of the descriptisn of the assets ‘covered,
utilizing therefore the nrovisions of the statutes

, | t .

lba Consider again the desirapility of quotdng or _paraphrasing such of the

tute as will render the depreciation cost 4riterpretation generally -
‘\’.):( . ‘

 wn’erstandable in jiselfy . AR 130



15-20heh3 - The Cemmittee. accepted the Jdraft as wr:l.tteng

: .15-20)4,38 - The Comittee accepted: the dra.ft &s written

- with the exception-that the Army. member reconmended

‘that the Editing Subcémmittee consider revising

the definition of "special toeling® ‘to. conform :
- with that. ourremtly’ being @rnposed by the Sectirn. .
- LIIT Subcnmu:ttee,

: 15-20-’4039 ~ The Cormittee’ adopted the Air Force minority |
pos:.tion with respect. to ubparagraph 15-20ho39a(3) )

-and that ot‘ the Suoccrmnittee o 15-201;.3

5-20hahC - The Comm.ittee adapted the Subcemnittee posn.tion.:: :
_with respect to the" non-allowabihty of costa
:an:.ldent to.exhibitinns, -

. ‘."'

) 15-20&.141 The Comittee accepted the draft as wrltten,

" the excpetisn that the Army member requested that S
. the Editing Sub«.cmn:l.ttee consider that line § <f..

e

AP

2

15-20lL2 - The Commlttee accepted the draft as written wth

~ the secend paragraph:be revised to reads M+ # & - é,:
- Provided :the centractor follows a ‘consistent o &
prceedure which providea Zor equitable results %

4n this respect,f A BN

With respect. to the third observat.ion set forth in the first page of the
* Stbcommittee report, the cenclusiem was reached that Departmental imple-

o}

minting instructicns sheuld Zollow within a reasonable time the publis
Fart 2, Section XV, The Committee -also determined that final cons

~tion. of Pert 2 would be given at a subsequent meeting, out as sron as
pnssible, '

| ‘\\\~__\\\\\\> <\\\\\\\\\\j

hing

dera- '

i

J



Ge Case 53=lli = risdon of Spction XVe ~The memt s noted copies of the
corments received rrom on the proposed re..sion of the subjJect
Sections The Committee Chairman requested the Departmental members to impres
upon their respéctive Subcommittee mémbers the need for exped:.‘bious comple tion

of this 0rojecto JUL2 6 1955 S

15 Case 53—&&- Revision of AoPR Section XV. ’Ihe members noted an interim
gress - .report_from the. sub,)ev.t Subcommittee, included on the agenda, The
ommittee extend}d the time for.a final report untii’ 37 October 1955. Q0T 4-"1355

o L-Maj%ala_‘.\-d.m&aﬁ

"3 Gase S3ell, = Revision of Fart ‘Semonxv'commrauonennport
y the Section Beamities, prossnving & revision of Part 2, Sectdon |
XV/ was deferred at the reqno!t or the u.r’ Force mbbr wtil tha ueting

K 2 November 19SSo . NOV 8 1955 gy

[ U SIS, SO .,

3£ Case S}-hh Bevia'.un af 'Pu‘t 2, SQC‘H.an IV. In eons:l.derizg the Sub-

ttee report, the suggestion of the hairman ‘bo*cgnsider the report on
paragraph basls was tdopted. he act:tnn at the Gﬂmittee resulted in the
fnllowings , ' 4 C el \

5-200 . In cnnsider:l.ng the lndxutry pom}iﬁn 'Bhaz s atatement
_ ‘be included to- e sffect that Secttcn XV is mot applicable
w0 to #4xed-price clsntracts, ixwlud';tg ‘thce¢ with price
.- ‘redetermination’ previsinng, ‘the  questien was presented as
. ! 'to vhether it was necessary tn preclude the applicaticn
“of the prinoiplés to certein types of Semtfacts, It
was stated.that & deparate Part for Section XV will be
developed t5 cover Pacilities contratts; The Crmmittee
determined t.hat'the Whotes and Filing Instructions®
covering the ASFR Chinge which Wwill include Part 2
. shéuld contein a note that the use ef ‘the principles -
L ‘48 not precluded 4n conngcticn with :acilities
' cnntracts pending publication ¢ that Fart of Secticn :
/ P -xv which will coVar facﬂitiea ccntracts.

15«201 = The Committee adopted the' &:bconmittes position that
-theé new eéritericn “significant devi.ation in the
established practices af the eontracter which sub= . -
" stantially increase the contract costs™ is only cne -\
' . .of the facters sffecting. allowability € costs and
' does not t.ake uvthixg auq frem the contraotcre

5.202 Aecept.odﬂxeﬂtaftuwritten. A P

15-203.2 -$ismssion centered arcund ‘the ' patenthetical ph.rase ' Q'?
8(including independent research projects)” as set: , .-
.+ - farth 4R 15+203.2, the Alr Force recommendaticn Wth T &
- ‘pespect thereto, and the relaticnship of fHe phrase to
_ :15-20kLe3bed It was the determinatirn of the Committee §
", .that the gtated phrase shotld be deleted and’ that
- 4(zee ASPR 15-20L.34¢ )" should be’ inserted in lieu
, . thererfs. The Committee also de'bepnined that the
- "gecond parenthetical ghrm 4n 15<203,2 ®(exclusive A
of nvertime presdun)’ should be changed toread o L
"(exclusive of mérfd.m, extra‘pay, sod miti-Rift (@ &
premium)" e PR

[ ]

A-.‘.' . P fonm &
Thg ot L ~

. I -
Toe o7 .




15-20h.10 - -me Comnittee accepud t.he draft a.s writ.en.

15~20h.11 - ‘The Camnittee adopted the Subcmmittee positinn
. ‘that en’oerta:.ment expense should not be alloved
. - .and that -there was no conﬂ.ict between this -

paragraph sni 15-'20&.10 and lS-ZOh..hOo
15—2014512-11; The COmmittee accepted the dra.ft as writteno

lS-?Oh.lS In accordance with the péint a:pressed by the
. hrmy member, the Cormittee . determined thet
_gubparagrafh "&" should provide some coverage
' : with respect to indemnificatiane. It was decided
; -that proposed - ‘subparagraph ugh should be deleted
: end that such coverage, Tre revised to read as fnllows,
should ‘be i.nserted at the end of subpa.!‘agraph ngh,
. nlhe cost af indemm.fication will be allowable
.-+ only to the extent expressly. provided for in
. the cont.ract (for example, see ASFR. 7-203.22).

: It.'was also deternﬂ.ned that subparagraph ne® ghould
be revised to read as followst : . .

-~

e, The- costs of insurance or any reserve
covering the risk. of loss nr damage to
" .Govermment-cwied property are not allowable
_except -to the extént that the Govermment
may bave’ a.ggrnved or requ.ired such insurance
.. or: reserveo

W:.th these cha.ngea, and esp eblally 'that concerning
- 4ndemnification, the’ Editing &bcomittee should

- peview ‘the paragraph with reepe t te coverage given
t.hese cost elemenbs . .

e

15-20L416 = The: Comuttee adOpted t.he Subcommittee pos:.tion
-'ohnt i.nterest be an u.nallowable costo

15-20h°17 - The Qomrrd.tt.ee accepted the dra.t‘t aa m’ltten.

S-zoh.la - The. Ccmwoee adépted the Subcbmnittee pnsition
_that the porticn: of costeparticipation contracts
not reimbursed by the Government under that
contract not be. e.llowed as cust on other
contracu.

A —

15-20L019 = - The Comittoe ndopted ‘the Subcomittee ‘position
that any recogmti.c n.of cogt of deferred ‘maintenance

\ i .expenses, 1 through tract 8}'«:&7}% 38 J;fcper.

9n\.m83’t‘l“q8

W . WWM &”“’éﬂmn.

5-20h 21 -ql‘nel'?f'omﬁiété’gﬁa?%’\'ea 131.: g};bcwmdtue -position

that ‘eash discounts fict be, consgidered.as financial

" “incomes The Adr Force. ;nember withdrew the Alr
: : Feorce’ minority posiuon “toncerning subparesgraph
" mpe¥ With respect to. sul;paragraph »3,® the .
. Committee concluded the paragraph should
?\ ~_ consist. of only the- Iirst sentence.as set forth

in-the drafte The Committee glso adepted the e,(?

S .Snbcommee posi.tion with respect to the. . (o

n-allowabﬂity of the. cost. ef urite-down of ‘\Q'E P~(5

' j' "A inventory valneo

e A

33..-’&’\4 91’&1 - r'.-.l a&\“z.-
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Commarnz

1.

]
i

- 4 .\~ ;-
O, AT

.f;;iu.'. 2y

di

_gselling expense’ {s properly sllocable tc a Government

‘The Oémmittee discussed the ‘prope_.tien of whether awy \\ _
" contract, . There was 10 questien that, sellirg and

stributien expenses 88 relatéd to sales of the .. -

- products of & eompany ‘to commercdal customcrs should
ot be allowed, The Committee concluded that the
paragraph as wriftén should :remaln, subject to the
Etert discussiyg the proposition with the Small

Business Advieor to ths Assi
-Defense, {

ot Secretary of
R e

15:203% - The ComBEtes opanidured that the listing of .

- =3

15-203,5 | " v'

position that,

-

gr- d 8t _as#'t?'a'\".ive_ expenses-was helpful . . -
and should remain in ‘the’ paragraphe -~ ¢ L

The Comintttiee’ corcurred in the Subcrmmittes. s -
there was RO inconsistensy between

" hovever, revised o Tead as folloves . - i .

% 'Ynis paragraph and 35-203(b)s -The paragraph was, ]

. = nThe ‘base pericd for allesation ¢f indirect -
. expenses should be representatixe: of .the

* ‘perdcd of eontract performance and gheuld -

1

| " ‘be gufficTently. long to .avoid imequities - .

15-204 -
15-20L.1 -

1?5;20h'=éf5:
25-20u8 =

35'20!‘47.‘?» -
15"20&98 -

i the aliccatiohi-of ‘costss” .

The Committee.a‘cc‘epie‘id the pafaéréph Vas'w-x'itt,e.n, N

The Crmmittee adepted the Subcommittee position

that the proposed instructions with respect to RS
allowance of costs of advérwising were net too .
restrictives = e

~'The Crmmittee mccepted the draft.as written on
these paregrarhse - ' IS

The- 'decision‘ vdtﬁ _re'spectltn. the Dbb -poéiﬁon on
profit .sharing is ,exp'ec.ted within the near .;‘uture_.
The Committee accepted the draft as wr::bten,

The Air Fnrce member stated that because experience
had demonstrated the difficulty.of ‘controlling ; -

. ‘these expenses it was the position. of the Air Frrce
.. that contributions .and dopations not be allowable
* . as Costse The Air Force was requested ‘to present
"4ts revised position to be ussd in connection

15-20“ '-"‘:

with the presentation of -an item for-decision by

- 'the ‘Material: Secretaries .ghd ‘the Assistant *.
.Secretary of Defebse (s&l)e ™ * - o

With .réspect.: to éubparagwki ‘ "o;“ f,he :Néi'rj.:m_ember
withdrew the Navy minecrity pogitlon.. In the

" diséussion which £Allowed, the Committee deteruﬂ.ne&

‘that the following should .be inserted as the third i

e've'nﬁeﬁ,ce—' in subparagraph nghg

' ‘#The remaining undeprecieted amount shall be N
" nRly thé normal depreciation remaining after IS)
the end of the 'true depreciation' period and =

ghall nnt include ary amount of unrecovered

normal or 'true depreciation' sllowable during ‘{\-)

the 'true depreciation' periodo" o K
C°

The Editing Subcommittee may improve upon the - €
verbiage of the concept expressed in the insertion. &t



5e Case 53-4l De; reciation bost Ihterhrétatior *or Irclusion in

Subcormittee was scusse urther onsideration deferred until
the next meeting to permit the Eciting Subcormittee to consider an alterna=

tive redraft of paragraph 15-60241y which is quoted below3

. .
Tart b, Seccion XV ASPHe A repe. . from The Editing [

n15-602,1 Applicability and Effective Dates This cost !

Da
interpretation pertzins to ASFR 15-20l (d), 15-205 (b)
and 16=205 (0o)e It is effective dth respect Lo existing -

and future contractsj provided that, as regards existing

any case where there is an e:press agreement in writing ‘5«\%'
that a different interpretailon shall be applicables N

A
contracts this interpretation shall not be applicable in 2P

. —

2, Case T30l - De reciation Cost Inte etation for Inclusion

ar ectaon redrait o proposed

] : ®
pafagraph 15-602.1, App. Appn'—‘—i’""'"—cabi Ity and Effective Date, was distributed

the membérse After discussion the redraft was slightly modified and

provede

The Committee further modified ‘the last sentence of paragra;

15-50242¢ Subject to these modifications, the Committee approved the Cost
Interpretation for wintinge In taking this action the Committee concurred

in the 1s

suance of a Press Release announcing the Cost Imterpretation, by

the Staff, and in the Departments promulgating the Interpretation within

their Departments prior to its publication in the Regulatione The Intere
pretation, as approved, is quoted belows '

115602 = Depreciations

15-60241 = Applicablli and Effective Dates This cost ‘
interpretation pertains 1o ASPR 15-20L(d), 15-205(b) and .
15-205(c)e It is applicable with respect to all cost-

 reimburserent type contracts placed on and after 1 June

1955 and, also, to all existing ‘cost=reimbursement type
contracts not completed at that date except as to pre=
determined overhead rates or fixed amounts of overhead

which have finally been agreed upon for particular periodse
However, the ijdregoing sentence does not supersede any express
agreement in writing that a different interpretation shall e \
applicablee v ' ‘ \
1560242 - Allowances for De reciatione Allowances for ‘
depreciation (other e depreciation”) as provided

in Section 167 of the Intérnal Revemme Code of 195k, sube=

Ject to the limitations set forth in paragraph 15=£0243,

shall be acceptabls for contract costing purpcecas '

Allowances for "trus depreciation,” as that temm is defined

in DOD Instruction L10Se3h of 1 July 195k, shall be in
accordance wdth said Instruction, and shall be exclusive

of other methods of depreciation with respect to the assets
involed in the determination of *irue depreciatione®

15-69%3-- Interpretations Depreciation computed in
accordance With paragraph 15-602¢2 above is allowable

_provided it meets the test of reasorableness and alloca= .
. bility to defense contracts and other applicable provisions \

of this Sectione Meeting these tests may depend upon .

whether (i) the depreciation allowance in’the particular -
case is acceptabls for tax purposes, and (ii) the costing

‘of defense’ contracts*is on a basis consistent with the

costing of the contractor's mofrdefense work and is s0  © *

»

reflected in its books and recardse® ' .. -
2d.dn 2he Mool B TETT L M 101958

i

|




First sentence, Prior to discussion of certain issues in -hich

{ positions had been reserved, it jms generally agreed that the

folloing would be rresentec to the Procurement Secre'.baries, as
a group, for infomation anc resolution vhere appropriate:

ae Major differsznces with industrye.

e Those areas in vhich the Services are not in accords

! The Committee revieved the proposal df thé Shbcommittee

¢ as_contained in their feport of December 15, 195k and
agreed that the pronosed subparagrash (e¢) ?.houl:cT e
changed as folloss. = | . v Coe

f 15-20446 = Compensation for Fewsonal Servicess

4 - » : e e
T o« Tl

15-20L46 (e), (f) and (g)e . .. * I -
The Air Force nomacceptance of the mrinciple set forth in these sube

paragraphs results in classifying this as an issues (The g'.ssue s brieffy
stated, being whether contractor paymehts pursuant to-Profit Sharing !
and Stock Bonus Plans determinec by oroiits are merely comvoensation

' measured by proits and are allowaole for reimoursement, or vhether

d payments puirsuant to such plans are distri™itich of prorfits and

lrerelore are not reimbursadle as costss) To be resolved by the

‘ Assistant Secretzry of Defense (S&L) in conjinction idth the

S Lt

Pt SR T i o S s ]

oI the Internal Revenue GCode of 195k) on ‘the existing provisions ‘
of Section XV, It was generally agreed that "the "ASFR provision

. remain unchanged, that a pres: release be arranged on the tonic

/ for in’ormation to the public,. and:that contempo raneously with
;. the press release, anpropriate, inst:uctions be nromulgated to
tor fleld audit Ersonnels . .

15~20L469 (e) b " N | o
"Ihe contractor mey elect to use normal depreciation rather than },

.the "true depreciation" as determined by -the Bmeriency Facilities

a:" " Board, However, the method chosen afte~ such determination of - -

154201427 (£) = Pension and Retirement Flanse e
.AZter considerable discussion of:reversion eredits and the m~thods

- Mrue deprecicotion must ve follored coisi stently throuzhout the ~
L Te of .the emergency facinties',n L - B Lt S s :_' B

-] . by which arrangements can be made that are ecwitable to the Governe

e ment, there vas general agreenent thet the paragraph remain as !
J written, but that the attention,of the Assistant Secretary of :
Defense, OASD (S&L), anc the Praciirement Secretaries be dirzcted /
to the cifficulty ‘of this issyes It is also to be explained thet
part of the draft will be issued as-an Instruciion. as it is not
axproariate as a cost orinciples, .The tVy member azreed to Irane
the issue, to De inclusive of mass severence pay, anc loriard.
cories thereof to.the.Army anc the Air Forceg - Y

+15=20leli1 = Taxessq o o o -'
?  (a) (1) After the third word M"taxes® of the subpaFagraph add !
w1 ("iacluding state income tiies.")’ : o R

; :4.1'?O:t."Upders‘cdring denotes change, "~ JAN 4 195%




TPV INS SR RN

Te GCese S}-hh &evision of Seculén IV. Priaoz' ﬂiéaiasion ‘of cer‘tain

":Lssuea in +hich positions Rad Eanreaemd, 4t Wds gerierally agreed that

*the following would be p-esented to’ tho Prbmrement Secretaries, as a mup,
Tor mvormtiom ' s '~:. ; *“_ e et

- .
o

+

hajor past diﬁerences '-dth !.n'ush:y, B _ ,.‘ ‘“f;

be Those areas. 1nvolving & change ﬁom the current
L ASR pqsition, and

e . ...v...v

e Those areas in uhich Wwe are not ac;ordlng to industry
- ~the treatmiq, desired hy-thems - R y

The members then cormced discussion of the fo]loxd.n, subparagrm.
15-201;.14 - Cafeterias, Dining Rooms and Other Food Serv'lces. L :
. Principle modiﬁed and ,ngreed toe. | . S

oy o,V
“..l' i

15-2)14.6 - Compensation for “ersomal Servicese B
. The Committee revieved the proposal of the’ Subcomittee “‘_
" and agreed that the’ proposed aubparagraph (c) should be
changed as follo s . . .

2. At the enc oi‘ the :mtromcﬁ.on to subpa.ragraph B
 Cey change the colon to & coima -and ada the _ )
followings = - . - ™" o .

Sl _/_.>

"in ad: it:,on to those set forth ;Ln

- subparagrapk (d) (ll: (2). (7)o nd -
(@) bolows e

| b.- Revise snbpa.raﬁra'}h (111) to read as ;ollo'xst

#for allc-ance purposes. ‘the cost of stock < R

. options will be amortized equally over am '
’ ‘aoprovriate period from the date the optiomn
' {3 exercised dependin upon ¥be ‘l'erms of the
o>tiaon: ar'reement. ' _
ihe members accepted the pro s0541 of the Su.:comntte‘e to delete the second -
aentence of 15-2011.6 (d) (2). , , S
15-20h.6 (e) and (£)e The Alr Torce honacceptanée of the oriz ciple o
set forth in thess subparagraphs results in claﬁ‘i;‘ing ~
. this as an issue (the issus, triefly stated, being
* vhether contractor costs in Profit Sharinz and Stock
Bonus Plans are merely compensation measured by ~ *
profits and are allowable for reimbursement, or
vhether such plans are distribution of profits)
to be resolved by the Assistant Secretary of -
Defense (S&L) in conjunction with the Procurement

Secreta.ries.‘ - DEC 21 1954 -
z NI ~/

-

o rrr————

T i -



15-20Le3" » (1) (iii) -~ General Researche
! 15=20ke38 = Severance Paye '
¢ 15=20lil41 = Tovese

The members further determined Yo delete from the revisiom, paragraph
152040 ~ Strikes and Lockouts = Expenses ofe |

Tr addition to the above issues the Subcormittee was requested to
clarify the language contained in the foll_om.ng subparagraphss

15-20ke22 = liaterials and Suppliese
Subparagraph b = re discounts, and

Subparagraph d = re »ricing of materials in stock where
; replacement cost differs significantly
g from book coste

A Staff pronosal presenting 2 depreciation cost interpretation giving
effect to the new revenue le zislation, presented for interim use pending
the prormulzation of the revised Section XV, was discussed at length and
referred to the Sectiom XV Suuconmittee for redevelopment, with a request
that a report be provided by 21 Deccmier 195Le

The subject of clearing the proposed revision with the Comptroller
General's office vas discussede It was concluded that it would be highly
desirable to informally present a cody to the GAO at the same time the
proposal is referred to industry for cormente NOV 3 01954

DECZ 1354

‘- Ae Bs Ce
| 3 DEC & 1954

1, ab Toe minntes of ‘the 11/30/5k Regular Yleq g, And the Special fisetin
held 12/2/5h and 12/6/54y were & proved with' the, folloving modiicaidonms

L)

. <Siem o Gase $3-bl = Reviston 8¢ Sectibn x¥

d paragrzpBs was revised to rcads

s . - .- .

WSubparagraph e w Intercemparny or Interdivisional
Sales or Transfers,? in lleu eof subparagraph be

The fifth paragraphwas_'_rév;iged o read as followss

n) Staff proposal presenting & dgpreciaﬁon cost
interpretation ziving effect to the new revenus

-r

legislation, presented for interim use-panding- .

the promuliation of the revised Section XV, was
/ discussed at lengths agreed.to in.p aipls, and
referred to the Section XV Subcommitlee for
redevelopment, with a request that,a report be
provided by 21 December 195Le® :

RN

o D‘E_(':‘ f),‘_:: ‘7 .

T i

% Contract Cost. S SO

: ‘Principiess Tne entry To-20he1l = Profit Lir.
Sharing, in the secon



e The minutes of the 10/26_/5&_meejdnfg were approved with the following
?DdifiQaﬁQni - o DR A

PR 4

Item 2 Gase 53l = Revidion of Section XV = Cost Principless
The last sentence was revised to readt SRR
"The Air Force tzntative% a:'groved the principles for the :

uroose cf goirg -oriard Tessr7ed The Tagat to review
Tiare.s 1hos & final Su.committee report is issueds®

(Underscoring denotes change)e NOV 2 1954

[ 4 .

§e Ccse 53=hl = Revision of Section XV, Contract Cost Principlese Tne r
4ir Fooce member presented the problem of the allowability for reliursement
of contiract costs under cost=-reimbursement tye contracts and as to the 6
reco:inition in price under fi:ed=price contraets of depreciation on plani
and equizment computed in accordance with the Internal Revenue Act of 195k,
The members recognized the issue, but indicated that coverage had deen '
g’gnsidered by the Section XV Subcommittee in developing Part II of Section '
L mwers w11 consider this Rert at the 11/30/5k meetinge Noy17ss

y S Case 53-4li = Revision of Szciion IV = Contract Cost Principlese . 1
i Coneiceration of a repo from the Suoce ey presenting e’ test dralt
jof Payt 2, Section XV, revised in the lizht of comenis received from the |
' pilitary departments and guidence from Commmittee,~began with™ the
discussion of the purpose of considering the reporte It was agreed. that
this review would highlizht two tyves of iscues for resolution prior to -
forvarding the revision to incustiy for comments - These ares
GoP s ea” P T .
ae Issues in which the Desartmental: positionsrare unjmoim
. anc. ~hich may be resolved by the Conmittec ata subsedquent
“w L AT [EE R

L .
0" .

meeting, and A I R
. be Issues where the Depertmental i)oéitio;s' areknown,‘ oo
o vhich 11l recuire resolution by tthe ‘Agsistant Ul
Secretary of Defense (Sil) in conjunckion with the*: °~
Procurerent Secretariese ‘ T I M
‘ 1 P N o ..

N R B R . . . B
The members undertook consiceration of the' Subcomm ttee repoYt n“a pege
by page basiss Issues for further consideration appeared in the following
subparagraphs? LA

15-20Liels = Cafeterias, abd othes Food Strvitel =

,?i‘.

Dining Rooms

e

1520446 £ = Stock Bonus Plans,

15=20Ls8 = Contributions and Donationse
15-20ke9 = Deprecistions |
15-204e1ls = Profit Sharing.

’ 15-20L,16 @ = Insurance = Officers, Partners, or Proprietorse
15-20Li417 - Interest and Other Financial Expensess .
15-20L427 £ ~ Pension and Retirement Planse (In connection dth |

¢ this issue, the Navy member urged that consideration !
P be given to the deletion of pension reversion credits

and mass severance pay from the cost primcivles,
presenting the proposal of the coverage of these !
subjects to industry in a separate paper, stating

that both these items were deleted on the premise

that one offsets the others However, if industry

insists on one, the Govermment will insist on the

2 aVenntanm AP hadth_ ) VAN o e AN R



week to dte conplotiond - ate of 1 June O VES T
‘for eompleﬁ of the auboomﬂ.ttne'a worke APRZ27T 3 S
. U AT L LR . - - o e 2

e s 220

. —— _"_’___’__—’——‘"_‘— J— .' [ .
— ¢ Section XV = Contract Cost iese The
3,y Case 53=lli = Revision of Sec : Cos', Prine p T
;5 e

questing an extension of the target date for the completion of the proJ

e e e T

12. Case 53-Ll - Revision of ASPR, Section XV, Fart 2. 4
t report from the Soction XV.oubcommities: ~resenting the subject

revision was concurred ‘in by the members for the drudose of )
securing comments from the Technical Services, 3ureau and Commands.

Section IV revisicn : s g what o
\shonldbo placed om the revision and th Bubcomt S e 95k vap establ!

|

Denartmental comments are tc be received by 1 sugust 1954 JUN 2 2 1954

e SURS e S
o T LT :

by .

9. Gase 53-Lls - Revision of dsction XV The members noted the designat
Mr. G. 4. Connatser, irIDD, as the Tir Force mamber of the subjcect
omrd ttee, vice Mre 4. B, Thomas, AFLAUD. UG 2 41354 :

e e A o i e e .

ey I dccston. -

ase 53-6L - Trcdits - Downward Lonirac ¢ Revision

Te éésé 52-37 - Section VII . Glauses, Pricc Revision Clauses.

ase 53-4k - R “Tslon of Soction XVe - T mombers noted the designatio

\

LL © 0
of Mr. P. M. Sou hwell, TINPE, a8 tThe Kir;‘orce member of the subject Sub-
committces, vice Lte Cols:He T Critchlow, LFMPE. AUG 2 41354

2, Case 53l = Reviaion.of Section XV = Cost Principlsss The Committee
nsijered the issues raiced in tne Sec on ~Subcommi ttee report as

followss s oAl

a, Should costs of profit sharig plans , be allowable to ...
" the extent recommended by the proponents in the DT

be Should costs of stéck bonus plans’be;adlowabls? .. .. . .
Ce Should costs of indeéendent reséarqh-.g;ﬁ develo@meqt_,ﬁ_v o
be allowable? . L

R ST Tiwe R S s
Both ae and be were answered in the affirmatives. Major discussion waa\

directed toward the fact that although. such plans ape geneiglly. called
fprofit sharing® they are in reality additional compenss t3Qn sz sured by
earningse Accordingly, in drafting .this pi
emphasizeds e
. i PRI SN

With respect to issue cey it vas determined that Wrelsted research?

TN
i .t
(RS

v el

on

Tae:Jityer! fact w11 e

should be allowabls if "spplicable to the product or product linee® As to

Jmat

' /‘general research," & division was made as follouwst

C T e e, A 3 I T
(1) " Allowabls ‘iz (§) the ‘contractorts busipess. 18
. predominantly cermercial (1.e, 75%. or: more)y *. -
“(31) such costs é4re alsocullovated to cpimercidl.
work, (111) the contractor submiis reports of *"
work accomplished andy (iv): the costs are reasonables

(2) If the contractor!s business:is ot predominantly
commercial, specifié provision st be made 34 the -
contract for such costss "It was recompended @at
negotiations for such costa -bé-handled centially
in each Department go that .grédter unifornity osp.
be attaineds KO ¥ 2 s 2 Iw :' "

The Air Force reserved the right o review. both areas when 2 final
Subconmittee report is issueds (QCT 2 61354

|

/

‘

i

]
/
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e Case “‘dds - Revision of Section XV = contract Coat Principlese W, M
the :

of Parts 1 42 P e on on XV,
‘mmmtmmumuiptuummmwmdu&

menbers noted & repm o:"" the subject Subc(:mﬂ.tm presen =5 l
£

iﬁ;t

3 and § of the subject revisiom to 2 %

X gethér with the comments 6f tie OTFY

&‘ m?ﬂ. m:rtgmnng ‘Poldcy, 68D, outliming thd udq:t:;uo la-‘.
; ; gideration of the reparts were deferred- ;oanding m‘h’m e .
: ; meniz:l. positions with.respect h\the Tepartse ngg 8 19531"m‘m cf bépart—

% ... 6e Oase 53Ul = Revision o gem xv. Hr. ’damn Vebstar, Jr.. Director

Procurement o8, OASD (S&L), informed the members tha
1lowing discussions @tk the Assistant Secretary. of Defense {Ccmptroller)
t was agread that. t.he LSI-E Gamﬂ.tteo ahould :Imdiate]y uniertahl

Y Recasting of mma:iﬁe repertinﬁe ﬂ:m‘tofi.ha

 Fgaegt féotion Ts /%

b. Da]aﬁ.on‘of tha prm.ng and accouﬁtlng dau.
. I
| e ’The revism t0 be amncabh on].v to cos'b-wpo ccntmta. ‘

de Upcn cemp'].atiox!nr :ha cost pﬁ.miples for eoawgpt RUTTE
contracts, to 4:-mediately undertake the davelpzment SR ‘

|
g

of cdat prini:iplei appl:\.cabla i'nr ﬁ.md-prico eontrac'ba. _
task vas assigned t0. the s-cq.on v Anbcmme or accomp}ia!ment.

" The members were further aivised that ibe ‘Subcommittes” offorty after
apstoval by the ASPR Comndttes, would- e coordinated with the Office of the
Assista.nt Secreta.ry or Defénme (Gunptroﬁnr) pquor u ingustrial coordinaticte

[ T
Inunderhkingthh task ﬂn thcmm \-ato eonsidardls:ds-ﬁng
partmental papers that would have a bearing onm this subject and endsaver
to complate their assigment on an expediud bqiso FEB 9 1954
' ' Bk : on XV = contra.et Cost Principlese °

: 24

102:. for the Di.rcig aorw Proel of
Production Policies with respect to the agreement rea a

DCD and Services repr:sentatim with the Assistant Secretary of Defense .

(Camptroller) concerning the format of the revision to Section XVe A cOPY ©

the memorandum is attached as Inclosure le WRO S

Z rchasing and Contrasting Poltcies mvis
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S, Case 53=hli = Revision of SectiSn YV = Contract Cost Principlese During
T a brief djscussion. 5 Droposed Fevision-od. Paragraph . s deve Y
‘ ty the Tax Subcommittee, the Conmittee members were advised that the Section| .

IV Subcomrd. tiee had censidered .the proposal in-their revision of Section XVe| |

¥ Mhe members. were furthier ‘advised that the Section XV Subcommittee accepted

" ﬁ: m“fu substanos mhat it would be included, ith miner modifica=
‘fiom, in the final draft of Part.dy Section XVe -The members agreed that in

' .an effort $o-conserve time the Subcommittee report will he' forvarded by the

J} Caumittee menpers, upen: receipty to the Tecmical Servicesy Bupesus amd

-~ *} Gomgnds for corments, with.s suspense date of three wecks fram date of ‘

receist of the reporte The forarding of the Subcamittee report in this

manner does not imply Commdttee uppraval.

ST g Bt T 3\ ok - R B

R R0 AT

n@ ‘Case S3ell = Revisian of Section XV, The merbers noted Parts 1, 2and 3 |
";ﬁoii‘.the mroposed revison, €opics =h were forwarded to the departnents for
“icaments by the téchrical services, buresus and cormands on 8/25/53s SEP 1 195
i Case 53 = Rovision of Bection XV = Centract Cost Priniiples: Tho
j :Jx;en.t[bers noied a repary .rom the Tatents Subcomm . ttee go.:nmen'ﬁfng oi the \1
proposed revisioa dated 16 September 1953, together wita a supplevental .
rehort fram the Patents Subcord ttee dated 17 September 1953, which the b

. steff had referred to the Section XV Subcamdttee for egxé%iéiezrt‘x;%gm

.17, Case 53-ll = Revision of Scctdon XVs.-

" e f . . v e e . . e [T :4,'-_,."' e
. -"/ 8¢ .'The mémbers noted Part ) of Sectiom IV, developed by the {
| Subceanmi ttes, virich was forwarded to the Departments Yor = . *
cam:ents, dth a recuest that conments be presented by

~ +2 October 1953y . S L e :
be Gonsideration of the Lssas as ‘1o sisthar Beotdon XV shoudd <7 ,
J .- . e incorporated in price sedeteni?nation £lauses on'e b
‘/ mandatory or optional basis was deferred mntil the pext f
y 1}

meeting at the request of the Office of the Deputy Comptroller
for Accounting Policy, 0SDe . OCT 6 1953 :

e e e e e e e

P o AU _ s e
: ’]4. Case 53=Uli =~ Revision of 8ection XV, -The Section XV Subcomaittee entered
the meeting for dIscusslon ol the orodlem of whether Section XV should provi
for the specifie inclusion by contract provision of the revised cost principles
- . in contracts containing price redetermination or incentive provisionse It wes
ss | . defernined to reserve action on this isue until the Subcommittee ‘could present
specific contract languege for consideratione The tentative conclusion was.
at the clause should read that the principles were -amplicable to such con=
fracts as a guide onlye The changes and the cleuse are to be presented for \ ’('
onsideTation at the 10/20/53 meetings QT 13 1953 - L

i

v

SR SR

%
&
<y

>
2N

5o eption XV would be incorporated by reference in all price redetermination
A and incentive clauses ‘ami, if. soy what %ype of contract provision was ' .
" appropriate for the purpose, Afier a prolonged discussion rith the members
of the Subcammittee ard a representative of the Deputy Camptrolleris Office
e Commttee determined. that there be no réference to Béctiom XV in <hese

1>uses, -The Compfrollerts represemtative @id mot ecacur with the Cammtteé!
scision, - The proposed wording to accamplish thig soncept was' amroved by
. #the metbers, A special Group was designated to sdt forth in vwriting,
substentiation-on the position Tor nofednclusien and the representetive
of the Deputy Comptiollar's Office will provide hisvwritten views for
mandatory inclusions Taese doouments will ultimately be forwarded to a
higher level for resolwiion of the fssuee- . v.. . ... 7~ ST

g ‘Hembers designated %o the Bpocial ASPR Group to develop t!nemd.ttee"
5 ‘don weres T : A

Ary - Brig, Oene Wo Re Alleny GS Ol - - gO ‘_
.+ Hevy'= lre G, C, Bermeman, OM -(Chaimenm)\ - =/
. AP = Col. Thosa Wa Rvans AFMPE. © «  °  ~ -

o Case 53Ul = Revision of Scctian XV, Zhe Sectlon IV Subcamittes ¢ .
“é ! tered the meeting Tor dlswission of the problem of whether the revised x

e
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19 Case 5 3mlyly = Revision of Section XV = Contract L b Principlese The ‘
o3 3embers were womaa by the Tani E}Sns‘ﬁam member that pursuanf To conversa= ‘
tions between Adm, Ring and Mre Bordner, agreement was reached on the rollod-.np 1
?etho'd of going fo “wdth the further development of a revised Section XV b

 qme’ ASPR Corfrittee’ would dndertake, on en acceleratad basis,
ha £y ha Ao valonaan 0 o 2ol an =3 o 0 g O Sl a e = -

-..‘_r-‘-N‘.“M.‘L.;‘M“_;Kv;&fx,:;".i,qa;‘-'::_ L L RSP S o ¥

PR

Assistant Comptroll for Accounting Po De

agreed that the Subcommitteets initlal consideration should be

with respect to the basic concepts of the proposaly including the

approach for use in Aixedwprice contractse It was further agreed :
X that consideration of the Deputy Comptroller'a proposal would be :

divided in the following orders
ae Parts 1l and 2 and
be Part 3
The members designated to the Subcommittee to undertake the study weres

MB = Mre He He Gallup (Cha.iman) ’
Ammy = (Proce) Lte Cole Je M, Railing, GS G=b
(Accounting) (To be designated
Navy - Nlr. E. T. CWk’ S“ -
Mr. A, G, Sawallischy ONM
AF - Lt. 001. He T, Oritchlow, AFMP JOJ E
0SD = (To be designated) JUND 1953

P

16, Case 53=ll = Revision of Section XV - Contract ‘Cost Principlese The
Chairman adv:LsedAtHe members that Mre How Tignt -and Mre X. Ke Kilgore
had Deen designated 0SD representatives to the subject Sube

rmitieee \
¢ Subsequént to the mee%ingilr; Re Mo i(ee,’v’ra'.s désig%téd,m Acbdunting ’
representative to the aubject Subcommittees - JUN 161 | ,

11,/ Case S3=Ll = Revision of Section XV = contractA Cost’ Pr:mciles. The
; bers noted the designation of lire Ae Be Thomasy as an additional
r »Force menmber of the subject Subcommittees JUN 3 0 19§3

N~ ot

e e N _W A_ D BRI - - e
2. Case 534l = Revision of Section XV, The members noted a report from
the Subcommittee, which presented The Subcomml ttee!s recarmendations on i

7

T i e
R '-w'r‘---~=-ssi’ﬁ_.~. A G e

. arts 1 and 2 of the Deputy Camptrolleris proposal to revise Section XVe
e members were informed that further discussions between the See cial
- ssistant to the Secretary (Admiral Ring) and the Deputy Comptroller for
'Accounting Policy were being scheduled to review the Committee t3 «atment
of this Revisions  JUL 7 1953 T

e S A 8 e

13, Cese 53-bl = Revision of Sgction XV = Contract Cost Prin cloless The

embers noted & memorandum fram the Chairman he S XV St ‘ “f
T memorandul : o the Sectiom XV Subcormit ;
thich recommended that paragrd 1 15~313,15 be referred to the Tax ; b cee ';

rittee for consideraticn on-en .accelerated basisy and that the staff gaas;:@' :
PO .

referTed the probled to the Tax Subcommittee for consideration and

recomendation, with d.request that, a report be provided by 8/L/530) ; {;

" j



: .é‘PARTMENT OF DEFENSE

OFFICE OF PUBLIC INFORMATION
Washington 25,D. C.

' NO.456-55 ,
IMMEDIATE RELEASE MAY 12, 1955 LI 5-6700 Ext. ggigé

DEPRECIATION PARAGRAPH INCLUDED 4)(

IN ASPR COST INTERPRETATION (O 5?3 »

A cost interpretation paragraph, relating to depreciation, will

be included as part of Section XV of the Armed Services Procurement
Regulation, effective June 1, 1955, Thomas P. Pike, Asslstant
‘Secretary of Defense (Supply and Logistics), announced today.

The new paragraph, 15-6C2, which will be published by the
Government Printing Office as Revision of the ASPR, follows:

"15-602 - Depreciation.

"15-602.1 - Applicability and Effective Date. This cost inter-
pretation pertains to ASFR 15-204(d), 15-205(b) and 15-205(c). It is
- applicable with respect to all cost-reimbursement type contracts
placed on and after 1 June 1955 and, also, to all existing cost-reim-
bursement type contracts not completed at that date except as to
predetermined overhead rates or fixed amounts of overhead which have
finally been agreed upon for particular periods., However, the fore-
going sentence does not supersede any express agreement in writing
that a different interpretation shall be applicable.,

"15-602.2 - Allowances for Depreciation, Allowances for depreci-
ation (other than "true depreciation') as provided in Section 167 of
the Internal Revenue Code of 1954, subject to the limitations set
forth in paragraph 15-602.3, shall be acceptable for contract costing
purposes, Allowances for "true depreciation", as that term is de-
fined in DOD Instruction 4105.34 of 1 July 1954, shall be in accord-
ance with said Instruction, and shall be exclusive of other methods
of depreciation with respect to the assets involved in the determina-
tion of "true depreciation.”

"15-602,3 - Interpretation. Depreciation computed in accordance
with paragraph 15-602.2 above is allowable provided it meets the test
of reasonableness and allocability to defense contracts and other
applicable provisions of this Section. Meeting these tests may depend
upon whether (1) the depreciation allowance in the particular csse is
acceptable for tax purposes, and (1i) the costing of defense contracts
1s on a basis consistent with the costing of the contractor's non-
lefense work and is so reflected in its books and records."




15 August 1956

TEORAIDUI FOR:  CHALU I, A3PR COIL TTTZE

SUBJECT: Case 33-Lh - Section iV - 15-20L.2(aa)
Training and Educational Costs

Pursuant tc Item 3 of ASPR minutes of 7 August 1956, the

Editing Cormittee has edited the subject material, as set forth

in Tab A.

C. W. Wilkinson John Green John V. Perry
Lt. Colonel, JAGC _ Navy Member Air Torce lember
Chairman (absent)

Lrmy Member '

Incl: Tab A
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DEPARTIENT OF THE NAVY
‘ . OFFICE OF NAVAL MATERIAL
v WASHINCTON 25,D. C.
M36/ACS:11
» 2 August 1.956
MIMORANDUM FOR THE CHAIRMAN, ASPR COIL{ITTEX

Subj ¢ ' Caso 53-Ll; - Special Subcommittee ASPR 15-20L,2(bb)
Training and Educational Expense

Ref: (a) Report of Subcommittee of 12 July 1956
Encl: (1) Proposed language far ASPR 15-20L.2(bb)

1. Refercnce (a) was considered by the ASPR Comaittee at their
meeting on 31 July 15%56. A number of recommendations were made
which the. subcommittee has endeavored to incorporate in
enclosure (1).

2. It is probable that subparagraph e of enclosure (1) will also
be included in ASPR 15-204.,3 - Unallowable Costs and referenced
back to ASPR 15-20L.2(bb).

3, The enclosurc has not been coordinated with the Office of the
Secrctary of Defense, Office of Mandower Sup-ly, it being the

.understanding of the Subcommittee that the ASPR Comauittee would

do so,

Committee Members

iir, Paul ii. Southwell, AFMCP

ir, Thos. B. Worsley, Army Ord

Mr. ¥, L. Latta, AFAUD :

Mr. James Ruttenberg, NAVCOMPT(CAD)



[}
]

lS-ZOh.Q(bb) - Trainihg and Zducational Expenses

a, The costs of preparation and maintenance of a progrém of instruction
at non-colleze level designed to increase the vocational effectivenss of
employees include the salaries of the director of training and staff, train-

" ing materials and textbooks when the training program is conducted by the

contractor; and tuition, fees, training materials, and textbooks, when the
training is of a non-college level in institutions conducted by other than
the contractor., Such costs are allowable, In both instances, costs may
include salaries or wages of trainees during r egular working hours.,

be The costs of part-time technical, engineering and scientific
education, related to the job requirements of bona fide employees, at an
under-graduate or post-graduate colleze level are allowable as follows:

1, Tuition, fees, training materials and textiooks; or, in lieu
of tuition, instructors' salaries and the related share of indirect
expense, provided that the sum thereof is not in excess of the tuition
which would have been paid to the participating educational institution,

2, Straight-time compensation of cmoloyees for time spent attending:
classes not in excess of a total of 156 hours per year where circum-
stances do not permit the operation of classes after regular working
hours,

¢, The costs of tuition, fees, training materials and textbooks (but
not subsistence, salary, or any other emoluments) in connection with

 scientific an? engineering education related tc the job requirements of

bona fide employees, on a full-time basis at a post-graduate college level
for a total period not to exceed one school year, are allowable. In unusual
cases where required by military technology, the period may be extended,

d. Haintenance expense anc normal depreciation or fair rental on
facilities owned or leased by the contractor are allowable to the extent
that such facilities are used under programs falling within a or b, above.

es The costs of ﬁraining and education of other than bona fide
employess are not allowable.

f. Grants to educational or training institutions, including the
domat ion of facilities ar other propertics, scholarships or fellowships,

“are considered a s contributions and will be treated as provided under
ASPR 15-20L.3(c)e : ,

Enclosurc 1




‘ DEPARTENT CF THZ NAVY |
. OFFICT OF HAVAL JIATERIAL
v WASHINGTON 25, D, C.

M36/AC3:11
12 July 1956
MEMORANDUM FOR THE CUAIRMAN, ASPR CCMIITTER '

Subj: Case 53-lLl - Special Subcomnittee ASPR 15-20L.2(bb) Training
and Educational Expense

Encl: (1) Proposed draft as agreed upon by Mr. Y. L. Latta, AFAUD;
: Mr. James Ruttenberg, Navy CAD, and A, C, Sawallisch,

Navy ONM.

(2) Discussions in support of enclosure (1).

(3) Proposed draft of Memorandum to the Secretary of Defense
or other competent authority for ruling on the disputed
portion,

(L) Proposed draft as agreed upon by Mr, Paul Southwell, AFMPP;
Mr. Thomas 3. “lorsley, Army Ord, anc Mr, Albert Kay, Office
of ASTSECDEF(*A:’POWER & RIIZRVE, ) '

(5) Discussion in support of enclosure (L). .

(6) Proposed Section ASPR 15-20L,2(bb) presented by Mr. Ken Borgen,

Navy Industrial lanpower, and discussion in support thereof,

1., The Special Subcommittee appointed by the ASPE Committee on 6 April
1956 to consider the problem of extent to which Training and Educational
Costs should be allowed is unable to come to complete azreement and the
diverse opinions are being presented to the ASPR Comniitiee far resolutions

2. Agreement has been reached, with some (ifferences in language, to

allow the costs of (i) vocatiorial training, whether it be "in-plant" or

in wocational or trade schools, i.e., the training of welders, electricians,
machine operators, etc., and (ii) training of a short term natwur: which

is necessary to meet an immediate, clearly defined need of the con-

tractor in connection with a specific engineering, production or adminis-
trative problem, The latter type of training may be in the plants or
laboratories of other contractors or of the Government, or in technical
institutions as well as in trade or vocational schools,

3, The essential difference concerns the allowability of costs for
college and post-graduate courses in the sciences and engineering in

a curriculvm leading to higher academic degrees rather than to meet an
jmmediate need of the contractor, .Enclosures (1), (2) and (3) present
the position of the group which is of the opinion that there is no
existing Department of Defense policy which: permits the acceptance of
such costs and are of the further opinion that policy making in this
field, being of a National intcrest, should be undertaken by those in
the Government chargedwith respect to education and training rather than



by purchasing and accounting personncl. Znclosures (L) ancd (5)

present the position of the group which would allow such costs, together
with standards and limitations for allowability thereof. Enclosure (6).
is a draft of proposed ASPR Section 15-20L,2(bb) submitted W Mr, Ken
Borgen, Navy Industrial Manpower,

Committee Members

Mr, W, L. Latta, AFAUD
Mr, James Ruttenberg, Navy CAD

~ Mr., Paul M. Southwell, AFIMPP
‘Mr. Thos. B. Worsley, Army Ord.

Coordinated'with:

Mr. Albert Kay, OASD(MP&R)

}ir, Ken Borgen, Navy Industrial Manpower



15-204.2(bb) Training and Educational Expense.

(a) Vocational training is that type of training, generally of a
short term nature, which is necessary to meet an imuediate, clearly
defined need of the contractor, such as training to overcome a particular
engineering, production, or administrative problem., It may be carried
on in plant, in trade or vocational schools or in technical institutions,
The costs of preparing and carrying out vocational training courses may
include the salaries or wages of the training director and staff;
training material and text books when the program is contralled by the

‘contractor, and the salaries or wages of trainees for time spent during

regular working hours. Costs may also include the salaries or wages

of trainees for time spent duringregular working hours, travel, tuition,
laboratory fees, training materials and text books when the training

is carried out in vocational, trade or technical training institutions.
Such costs arc allowable when reasonable and properly allocated to all.
work of the contractor.

(b) The costs of educational and gencral training projrams of a
type aimed primarily at increasing the gencral educational or skill
level of trainees, rather than solving immediate specific problems are
not allowable. This includes the general area of long ranze management,

‘executive or professional training progrens and scholarships, fellow-

ships or other emoluments to employees or others.

Enclosure (1)



DISCUSSIONS IN SUPPORT OF ENCLOSURE (1)

1, It is the opinion of the undersigned that under existing policics
there should be separate treatments for expenses in connection with
vocational training; i.e., training of supervisors, machine operators,
welders, electricians, etc. and the education in technological fields
of engineers, scientists, etc.

2, It has long been the practice of industry to support the expense of
vocational trai-ing., This practice had its recognized acceptance in

the guild and apprentice systems which have for ears been a part of
union agreements, An acceleration of this practice was instituted during
World War IT when the shortaze of skilled workmen and forcmen became
acute and the Armed Services established a policy of accepting a pro-
rata portion of such costs in connection with Defense contracting, It
is the opinion of the undersigned that that practicc should be continued
and that it be made clear that training costs in vocational or technical
training schools also be acceptable in order to give identical support
in those instances where smallfirms find it impratical to conduct
Min-plant" vocational or technical training.

3. While the undersigned do not question the need for development of

more and better engincsring and scientific personnel, they do not

consider that the policy herectofore followed in regard to vocational
training expenses should be automatically applied to educational costs

in the professional and academic fields without a delincation of

policy by competent authority. If onc uses current newspaper, magazine
and company publication stories as basis for judgement, these costs

are going to be substantial and their acceptance in cost-type contracting
would make their acceptance in redeterminable and incentives type contract-
ing almost mandatory.

L. A proposed paragraph ASPR 15-20L,2(bb) is attached as enclosure (1)
which would allow the cost of the type training discussed in paragraph 2
above and not allow the costs of the type discussed in paragraph 3 above.
It is in connection with the type of costs discussed in paragraph 3 above
that the Comiittee cannot come to agreement. £Inclosure (3) is a draft

of a memarandum which the ASPR Committee may wish to submit to competent
authority for a statement of policy. -

Znclosure (2)



MEMORANDUM FOR THE SECRITARY OF DIFENSE
Subj: Employec Educational Costs Incurred by Defense Contractors

1, The stepped-up production r:quirements during World War II created
a demand for skilled craftsmen such as welders, electricians, etc, that
could be met only by extensive training courses, most of which were
conducted on an "in-plant" basis. A policy to accept such training
costs in connection with Defense contracts was established and has been
continued, : 4

2, The current demand by industry for more and more cngineers and

scientists to producc thehighly technical military items now in use

and to carry out the extensive research and developnent programs is

well known, # recent study by the Phoenix, Arizona, Chamber of

Commerce stated that this years graduating class would fall short by
50,000 men, In an effort to meet this demand numerous educational
programs, both graduate and undergraduate are being instituted and

eiven financial support by industry and our procuring activities are
faced with the problem of how much, if any, of the costs of such programs
should be allowed in the costing or pricing of Defense contracts. The
following excerpts are taken from an article on the subject in the May 26
"Business Weck.,"

"Many companies have set up programs to send a few of their more
highly talented engineers to graduate schools full-time, Others are
planning to send their ~ngineers to spescial graduate courses a few hours
a weeck, on company time, Some arc trying to persuade graduate school
facilities to set vp off-campus schools for their crginecers by offering

" to build facilities and pay instructors."

Convair Division of General Dynamics Corporation is working hard to
persvade the University of California regents to set up a graduate school
at San Diego and "guarantces students for the center, has promised aid
in funds, equipment, and pay for the faculty., Unofficial estimmtcs put
the cost of building the center at close to $L million,"

General Electric is just cstablishing a program which "will send 20
cngincers to Syracuse University amnd LO to Rensselaer Polytechnic
Institute to work for their doctorates. It will pay the cost of their
tuition and books, put them on the coapany pay roll and they will get
seniority and credit for any benefits that might accrue to them,"

Syracuse University is epcrating three branches; onec at Griffs
Air Force Bzse at Rome, NewYork, for Air Force engineers and General
Electric engineers from a nearby plantj the second and third at Endicott
amd Poughkecpsie, Nuw York, for I.B.M. engineers, The Air Force and IBM
supply classrooms on their own propertics and the two companies and the
Air Force foot the bills for faculty salaries, travel and overheads

Enclosure (3)



Ronssclacr Polytechnie is opurating a graduatc school ncar Hartford,
Connecticut, in facilities provided by United Aircraft Corporation,
80% of thc students are United Aircraft Corporation employces and the:
United Aircraft Corporation is underwriting the experiment for five ycarss
The cost to the canpany is about 1,000 a year per student.

A reccent Raytheon Manufacturing Company plant »dublication announced
availability to their science and engincering cmployees of educational
grants at M.I,7, and Harvard, Grants willcover full tuition, fees, book

allowance and a monthly salary of $2L0 while in residence at the school,

Undergraduate students are also considered if working for ascience or
snginecring de:ree and plan to join the company upon graduations

3, Obviously, the costs to industry for support of these programs will
b.come significant, particularly in the aviation, guided missile,
electronic, nuclear physics and other highly technical fields wherc the
shortage of cngineers and scientists is greatest, and it is in those
fields where the military departments are the principal customers.,
Assuming, therefore, that such costs were accepted, even on an allocated
basis, substantial dollars appropriated for the purchase of Dcfense
material would be spent in support of educational programs.

L. It is well known that the present National policy is to encourage
industry, collezes, universities, and foundations to give support to
any program designed to increase thc guantity and quality of cngineering
and scicntific personncl. It has not becn noted, however, that any
Government financial support has been made available for “he furtherance

of such programs. A number of questions thereforc present themselves
in conncction with the possible acceptance of such costs in our contracting,

2, If it is dctermined that the National interest requires a
Government subsidy for cngincering and sientific education, should the
subsidy be administered through private contractors, thercby working to
their individual campctitive advantage, including a profit on their
participation in the program, or should it be administered directly by
the Government .

b. If participation is to be tirough the allowance of the cost in
Defensc contracting should such support be limited to (i) specific fields
and, if so, which fields; (ii) which types of cost should be allowable, i.es,
tuition, laboratory fees, salarics paid to instructors, toxt books,
compensation of students while in attendance, cest of scholarships, etc;
(iii) should Defense participation be limited to a enecified ratio of
total contract costs?

5, Procurcment and audit policies and procedures in this arca are greatly
in needs It is my opinion, however, that some basic policy which could be
prescribed from answers to the question proposed above must first be
cstablishcede Since this is an area coming within the purview of your
office, I will greatly appreciate en cxpression from you as to the policy
we shouvld pursuc,

-2~ Enclosure (3)




15-204,.,2(bb) - Training and Educational Ixpcnscs

a, Prcparation amd maintenance of a program of instruction designed
to increasc the vocational cffcctiveness of employees include the saleries
of the dircctor of training and staff, training matcrials and textbooks
when the training program is conducted by thc contractors and tuition,
fees, training matcrials, and textbooks, when the training is of a non=-
college level in institutions conducted by other than the contractor. In
both instances, costs may include salaries or wages of trainces during
regular working hours,

bs Part-time tcchnical, cncinccring and scientific cducation at an
under-graduate or post-graduate collcge level as follows:

1, Tuition, fecs, training materials and textbooks,

2. Whore circumstances do not permit education after paid
working hours, rcgular employcec compensation is also
allowable for instruction not in ecxcess of a total of
156 hours per ycar,

¢ce Tuition, fees, training materials and textbooks (but not sub-
sistence¢, salary, or any other emolumcnts) in conncction with scientific
and engineering education of bona fidc employces on 2 fvll-time basis
at a post-graduate college level for a total pcriod not to excced one
school ycar, In unusual cascs where required by military technologzy,
the period may be extcnded.

/ds The costs of training and education of other than bona fide
employees, including scholarships and fellowships, are not allowable=7%

# This paragraph could be transferred to part of Section XV covering
unallowablc costs,

Enclosurc (L)
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Discussion in Support of Enclosure (4)

The undersigned reppesentatives of Army and Air Force join in the
following staff report and recommendations. These are concurred in on
a staff basis by thc rcpresentativc of the Office of the Assistant
Sccrotary of Defense (MP&R).

It is the opinion of the undersigned that the ASPR Committec desires
a recomnendation of policy regarding 2llowance of thc expenses for train-
inz tcchnical, engineering and scicntific personncl as well as "wocational
training, " i.e., training of machinists, welders, clectricians, ctce The
undersigned feel that the ASPR Subcommittec on Training Costs was assigned
the task of developing and proposing a policy on a staff basis, and was
not expected to side=step the issue by requesting higher authority itsclf
to do the ground-work toward establishing said policy, This is made amply
clg;r in "Instructions to and Duties of ASPR Subcomnittces," dated 30 August
1955, ! ' .

It scems to the undersigned that the group presenting Enclosures (1),
(2), and (3) base their thinking on thc unrcalistic position that the
training of welders is more importont than the traning of scicntific and
engineering personnel, We bclieve this position: is untenable from the -
standpoint of assuring the delivery of high quality end-items on a timely

" basis. The nationzl nced for 2 substantial increase in quality and quan-

tity of scientific personnel is too well known torcequirc elaboration,
The President and othcr principal officials of thc Executive Branch have
oexpressed concern over the problam as a key factor in maintaining techno-
logical suprcmacy. OCbjcctive mcasures of industry'!s necds are rcflected
in the classificd sections of the deily newspapers and in industry's
frantic efforts to recruit the graduates of engincering schools,

In the face of thesc shortages, industry has in the last few ycars
fostered collcge and post-graduate level training of their own employees
as the most immediatc and direct way of meeting their production problems,
and the demand for products of ever incrcasing quality and complexity.
This is varticularly true in military applications of nucleonics, acro-
nautics and clectronics, : : '

As a mattar of general principle, it scems to us that costs incurred
in such a training program are valid costs of production which will rcsult
in bettor performance on military contracts. The proposed policy set forth
in Enclosurc (L) is designed in bcst intercsts of the Government, with due
consideration of fairncss and cquity to industry. It does not allow all
oducational and training costs at thc @llege and post-graduate training
lovel. It takes due account of comaercial practice in today's situation,
At the same time, it limits and defines thc allowability of such costs
and rcquircs the contractor to bear his own share thercof,

There appecars to be agrecment between the group presenting Enclosures
(1), (2), and (3) and group prescnting Enclosurcs (1) and (5) regarding
allowability of costs of non-collegiate training.

Enclosurc (5)



The rajor point at issue is the allowability of costs of college
and post-graduate level scientific and cnginccring training. Paragraphs
b amd ¢ of Enclosure (4) place limits upon the allowability of such train-.
ing, whether it be part-timec or full-time. Paragraph b defincs the types
of cxpenses allowable and the amount of part-time training for which an
cmployec may be compensated, Essentially, it allows for costs of tuition,
fees, training materials and textbooks, becausc thc most common practice
is for cducati on after paid working hours, Where circumstances do not pcr-
mit cducation during paid working hours, rcgular cmployee compensation is
also 2 1lowable not in excess of 156 hours per ycar. This is the approxi-
mate equivalent of onc 3~hour course pcr weeks

Paraszraph ¢ of Enclosurc (L) deals with scientific and engineering
cducation on 2 full-time basis, It recognizes that such arrangements are
occasionally neccssary, but prescribes reasonable limits of allowability,
Tt 1limits rcimbursability to bona fide employce; to training in scien-
tific and engincering arcas; to post-graduate training alonc; and total
roimburscnent to onc school year unlcss required in unusual cases by mili--
tary tcchnology. Most important, it limits Government payments to the
cducational expcnsc a2lone, (i.e., to tuition, fees, ctce,), lcaving the
contractor to incur the cost of compensation. Sincc the Government's costs
in these very spcécial instances will be on the order of a vro-rated part
of §1,000 per ycar, while the contractor's sharc for compensation is likely
to bo at least of an order of 5,000 per year (typical salary of an in=-
expericnced engincer), it is fclt thet contractors will not incur such
costs unlcss therc is some positive bencfit.

In general, it is felt that the distinction made in Enclosure (1) and
(2) between long range and immediate needs is a fictitious onc. The necd
for morc and batter scicntific and engincering personncl - and the educa-
tional programs designed to meet such necds - is in a real sense immediatc.
It is just as immediate and certainly nore important than the nccd for
training welders, from the standpoint of obtaining the complex military
equipment necded in today's situxtion, Actually, the govcrnment is in many
cases allowing costs of colleze and post-graduate traininz, bt not on a
uniform basis and certainly with no clearly defined limitations and stand-
ards,

The undersigned thersfore recommend the adoption of thc policy sct
forth in Enclosure (L) for incorporation in ASPR 15-20L.2 (bb), "Training
and Educational Expenscs."

/s/ Thomas B, Worsloy /s/ Paul M, Southwcll
Thomas B. worsley, Army ~ Paul 4. Southwell, Air Force
' Procurcment Member

/s/ Albert Xay
XTbert Kay, OASD (iiP&R)

| -2- Erclosure (5)



15-204,2(bb) - Training and Educationai.Expenses

a. Proparation and maintcnance of a program of instruction designed
to inercasc the vocational cffectivencss of cmployces include the salaries
of thc dircctor of training and staff, training matcorinls and textbooks

when the training prosram is conducted by the contractor; and tuition, fees,

treining metorials, and tcxtbooks, when the training is of a non-college
lovel in institutions conductcd by other than the contractor, Intoth

instanccs, allowable costs may includc salarics or wages of trainecs during

rigular working hours,

b, Ccriain part-time tochnicel, crngincering and scicntific training
costs of a collcge lovel arc allowable in cascs whore the training is
required for contract performance and is dircctly reclated to the job
roquircments of the cmployce as follows:

' (1) Tuition, fccs, training matcriols and textbooks.

(2) Bmploycc compensation is allowable during rcgular working
hours for instruction not in exccss of a total of 156
hours nar year in cascs wherc circumstances do not pcermit
training aftcr paid working hours,

c.A The costs of general cducational programs of a collcgc lcvel,
ineluding scholarships and fcllowships, and the costs of training and
cducation of other than bona fidc cmployces are not allowables

The above appears to me to be in linc with industry practicc, rcasonable,
equitable, and to provide incentive to contractors for the economical
usc of Government funds in that rigid limitations arc established for
payment of costs of training of cngincering and scientific parsonnel in
torms of relation to contract performanccs '

Enclosurc (6)




R e
/N

OGC/GWM:ag
6 July 1956

. MEMORANDUM FOR THE ASPR COMMITTEE

Subj: ASPR Case 53-44 -- Revision of Section XV, Contract
Cost Principles

1. The editing and reproduction of Part 1 of Section XV
have been completed and this edited Part is attached hereto.

2. In editing this Part, the Editing Subcommittee con-
sidered it preferable to place the material set forth in pro-
posed ASPR 15-102.2 in Part 1 rather than add it to Part 5
which would become unnecessary to retain when Parts 3, 4, and
7 are developed on the same bases as the proposed new Part 2.

3. The edited Part 2 of Section XV, dated 20 April 1956,
was furnished to you with memorandum of 26 April 1956 and -
was subsequently corrected as indicated in the memorandum of
May 7, 1956 to the Secretary of the ASPR Committee.

4, The Editing Subcommittee recommends that the attaéhed
Part 1 be released for publication simultaneously with Part 2.

Chéries W. Wilkinson George W. Markey, Jr. John W. Perry

Lt. Colonel, SS JAG Navy Member Ailr Force Member
Army Member Chairman

: Enclf
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SECTION XV

CONTRACT COST PRINCIPLES

. 15-000 Scope of Section. This Section sets forth principles and

standards for the determination and. allowance of costs in connec-
tion with the performance of cost-reimbursement type contracts
and cost-reimbursement type subcontracts thereunder.

PART 1 - GENERAL

15-101 Applicability. Subject to ASPR 15-102, the provisions of
Part 2, Part 3, Part &4, or Part 7 of this Section (whichever Part
is applicable) shall be followed in connection with all cost-
reimbursement type contracts (including cost-reimbursement sub-
contracts thereunder); however, when deemed by the Head of a
Procuring Activity concerned to be more suitable for a particular
contract, Part 2 may be followed in place of Parts 3, 4, or 7
(and see ASPR, Section III, Part 7, as to negotiated overhead
rates). The temm "cost-relmbursement type contract,' as used
throughout this Section, includes cost contracts, cost-sharing
contracts, cost-plus-a-fixed-fee contracts, cost-plus-incentive-
fee contracts, and the cost-reimbursement portion of time-and-
materials or other contracts (see ASPR 3-404 and 3-405.1).

15-102 Contract Provisions. .

15-102.1 General. Part 2, Part 3, Part 4, or Part 7 of this
Section (whichever is applicable) shall be made a part of every
contract of the type referred to in ASPR 15-101, by setting forth
the appropriate Part in the contract, appending it to the contract,
or incorporating it by reference in the contract; however:

(i) any such contract may expressly make unallowable
any item of cost which would otherwise be allow-
able under the Part of this Section which is made
a part of the contract; and

(ii) any contract subject to Part 3 or 4 (including those
made subject thereto by Part 7) may expressly provide
for the allowability of any of the kinds of costs
referred to in Part 5 of this Section unless any such
cost is expressly excluded under Part 3 or 4 (which-
ever is applicable).



15-102. 2 Negotiation of Special Items.

(a) Precontract Costs. When special provisions for re-
imbursement of precontract costs are included in a contract in
accordance with ASPR 15-204.3(j) and ASPR 15-502(a), they shall
specify the period of time during which such costs must have
been incurred as well as the type and amount of such costs.

(b) - General Research Costs. In determining whether a
special provision, providing for reimbursement of general research
costs in accordance with ASPR 15-204.2(v)(2) and ASPR 15-502(m),
will be included in the contract, the following factors shall be
considered: :

(1) scope, nature, ‘and quality of the contractor's in-
dependent general research program;

(ii) ' capability of the contractor in the particular re-
search field; ~

(iii) benefits which may accrue to the Government;

(iv) comparison of size and cost of contractor's previous
years' independent research programs; and

(v) proportion of Government business to contractor's
total business.




Proposed paragraph 15<204.2(y) as recommended by Tax Subcommittee

(y) Taxes.

(1) Taxes are charges levied by Federal, State, er-leeal [Tiocal, and

foreigg7 governments. They do not include fines and penalties except as other-

wise provided herein. In general, taxes (including State and local income

taxes) which the contractor is required to pay and which are paid or accrued

in accordance with generally accepted accounting prinéiples are allowable,

except for:

(1)

(11)

(1i1)

(iv)

Federal income and excess profits taxes;

taxes in comnecgtion with financing, refinancing or refund-
ing operations (see ASPR 15-204.3(g));

taxes from which exemptions afe'available_£§ the contractor
directly or available to the contractor based on an exemp-
tion afforded the Government except when the contracting
officer determines that the administrative burden incident.
to obtaining the exemption outweighs the co;responding

benefits accruing to the Government; and

special assessments on land which represent capital im-

provements.,

(2) Taxes otherwise allowable under (1) above, but which may be 11-

legally or erroneously assessed, are allowable; provided that the contractor

prior to payment of such taxes:



Subpara (y) Taxes (cont'd)

(1) promptly requests instructions from the contracting officer
concerning such taxes; and
(ii) takes all action directed by the contracting officer, includ-
ing cooperation with and for the benefit of the Government,
to (A) determine the legality of such assessment or; (B)

secure a refund of such taxes.

Reasensblo-eeste-of-any-such-proeeoding-instituted-by-tho-eentraetor-at-ithe
dimeetion-of-tho-eentracting-efficor-are-allewablev--Interest-and-penaltics
ineurred-by-a-eontractor-by-reasen-of-tho-nonpaymont-of -any-tax-at-the-diree-
tion-of-the-eontracting-officen—are~-alse-allowable. /Reasonable expensés of
any administrative or judicial prdceeding instituted or defended by the con-
tractor, pursuant to the instructions or with the approval of the Contracting
Officer, for the benefit of the Government are allowable costs. Interest and
penalties incurred by the contractor also are allowable; either (i) if in-
curred by following the instructions of the Comtracting Officer, or (ii) in
the absence of instructions from the Contracting Officer, if incurred without
the fault or negligence of the contractor&7

(3) Any refund of taxes, interest, or penalties, and any payment to the
contractor of interest thereon, attributable to taxes, interest, or penalties
which were allowed as contract costs, shall be credited or paid to the Govern-

ment in the manner directed by the Government. [zhy interest actualiy paid

or credited to a contractor incident to a refund of tax, interest and penalty

shall be pald or credited to the Govermment only to the extent that such interest

accrued over the period during which the contractor had been reimbursed by the

Government for the taxes, interest;, and penalties&7




21 June 1956

| MEMORANIUM FOR: CHATRMAN, ASPR COMMITTEE
SUBJECT: Revision of Part 2, Section XV (Case 53=44}

1. This Memorandum, commenting upon proposed paragraph 15-204.2(y)
concerning the reimbursement of taxes for certain cost contracts, is sub-

mitted in compliance with the assignment by your Committee of 5 June 1956.

2. This Memorandum represents the unanimous opinion of the Tax Sub-
committee,

3, It is recommended that the first sentence of subparagraph (1) include
a reference to taxes of foreign governments, inasmuch as Part 2 of Section XV
is sometimes incorporated into contracts requiring performance in foreign
areas. Such contracts sometimes do not have special tax clauses or have un-
comprehensive ones. The first sentence of subparagraph (1) should reads
"Taxes are charges levied by Federal, State, local, and foreign
governments.™

4. The last two sentences of subparagraph (2) should be revised as
follows: ’

"Reasonable expenses of any adminiétrative or judicial proceed-
ing instituted or defended by the contractor; pursuant to the
instructions or with the approval of the Contracting Officer,
for the benefit of the Government are allowable costs. Interest
and penalties incurred by the contractor also are allowabie,
either (i) if incurred by following the instructions of the
Contracting Officer, or (ii) in the absence of instructions from
| the Contracting Officer, if incurred without the fault or negli-

gence of the contractor.”
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SUBJECT: Revision of Part 2, Section XV (Case 53=44)

This language will permit the reimbursement of costs of litigation and of in-
terest and penalties in a number of situations where such costs are incurred for
the benefit of the Government and without any fault of the contractor. As the

paragraph now reads, there is serious doubt whether reimbursement would be allowed

in a number of typical circumstances, including the following: (1) for interest
and penalties incurred by a contractor for nonpayment of a tax where the Con=-

.tracting Officer had not adopted a position, the nonpayment was reasonable,

and the taxing authority made a typical belated assessment which included in-
terest and penalties; (2) for costs incurred by a contractor in defending a
suit for collection of tax brought by a taxing authority, in contrast with a
suit for refund; (3) for costs incurred by a contractor in taking reasonable
action pending receipt of instructions from the Contracting Officer. The sug-
gested language will make the reimbursement of costs of litigation and of
interest and penalties parallel, insofar as possible, to the treatment of
these costs in the proposed tax clauses for fixed price contracts.

5. It is recommended that the following sentence be added to subparagraph

"Any interest actually paid or credited to a contractor incident
to a refund of tax, interest and penalty shall be paid or
credited to the Government only to the extert that such interest
accrued over the period. during which the contractor had been
reimbursed by the Government for the taxes, interest; and
penalties."

The purpose of this provision is self-evident. However, it is a refinement that
may be deemed innecessary for cost comtracts.

6. For your convenience; there is attached heretc a copy of proposed para~
graph 15-204.2(y) as the Tax Subcommittee recommends that it be amended.

MARK H. BERENS

1st It., JAGC

Acting Chairman, Tax Subcommittee
Incl. = Draft of paragraph '

15-204.+2(y)
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monmmmroamcmxm ASPRCQ!(IT!'!E

Subj: Rovi.uon of ASPR 12-202 to Conform to Proposed ASPR 15-204. 2(n)
 (Overtime, !xtra-l’ay Shift and Multi-Shifc work) - Case 53-44 -

1.” Pursuant to Item 12 of ASPR Minutes of 8 May 1956, the cubject uterial
has been edited as ut forth in TAB A,

2, In ASPR 12-102(b), the Edited Committee hag deleted the word "gtnarauy"
thus requiring prior authorizatiop for premium work in all post-award instances,
so that mbparagraph (b) 1s now cmiatont vith the concept adopted in ASPR
15-2010 2(n)

3. Imasmuch as the draft submittad to the !di:tng Committee desired the
word “firm" to be {nserted "whersver language is intended to apply only to
firm fixed-price contracts," the Editing Committee has ‘appropriately added
fixed-price irncentive contracts in (b)(i1); but did not feel that it was the
intent of the subject matter to include tixod-pricc contracts with escalation
in (b)(u), as vell. '

Lt. Col. Charles W. Wilkinson John Green John W. Perry

Army Member ‘ Chairman Air Force Member
Navy Member :

~Incl. TAB A
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,_and Myltl-Shift Work. () Con-

tracts shall be performed, so far as possible, ‘vttbont*"tho use of overtime,

~ extra-pay éhifts, or 'mlti-shtftq. Owrtm,um-m shifes, and multi-

shifts vhen required shall, to the extent possible, be Iimited to, and be

the minimm required for, the accomplistment of the spscific work. In

, the negotiation of contracts, the use of overtime, c_:_xt;quay:'lhift-, and

mltif‘lhtfts is a factor to be considered by""'the“cuhtgjggtnﬁ ofﬂcer along
v‘ighlqthei‘_r factpn' listed im ASPR 3-101. Prior to the authorization of
_ox_rertiné_, gxtta-pay shifts., a:.tdju‘n'vlti‘-lhttt_u', _thth;if in pre-award negoti-
ation or specific post-award instaﬁi'yi’,‘: cou_trternttoﬁ u“ult'”t?b"c given to
the practicability of using other oourc§s for the !_u:t_ifoliing, of all or a
portion of the supplies or services. | |

(b) In the case of firn fixed-priee bcoﬁlttacto;oi fixed-price
contr'agt. with escalation, the rupohsibu;!,ty for the pi(&f overtime, extra-
paz“o‘hifts, and multi-shifts shall rest with the eéhtrn‘ééér m’:;p: to the s
extent ‘specifically provided :fdi 1ix the contrast. Ia :he case of:

(1)__cost rotnlmrnmt typc mtnctl, and

(1) redetem!.nablo ‘fucd-pr!.co contractc and fi.xod-pri.ce

incentive -contracts;to-the extent -required -by ~the contruting ofﬂcor,

" ‘mtberization from the Government for the use of overtime, cxtra-puy shifts,




‘*bo~¢qn§LQQ?Qd;ggﬂgg:fha«cnu&nleg:Y.chh : ; «qhaii bc obﬁiincd prior
to the use of overtime, oxtra;;;;thitgc, and sulti-shifts. The premium
portion of overtime, extra-pay nhifc, and multi-shift pnyﬁnﬁtc to indirect
labor cmployoco is allowable vithout prior approval, 1£ roaoonnblc and
ailocated on a pro rata baoia :o coun.rcill as well as Govermment work.

“For further requirements, see AS?g @?729§,Z(n), Noching herein shall be
cqnsttuid to authorize the prdﬁiun portion of overtime, extra-pay shift

.and qulti-uhift payments tP‘T. tho’q@ﬁg;gctqr~i. already obligated under
the contract to meet thdﬁéﬁ:igaq‘dclivory schedule without the right to
additional compensation.

{c) In the abacnéq of:cyid,nce to the contrary, a Department
in authorizing év;ftini, extra-pay shifts, or multi-shifts may generally
rely upon the representaticn of the comtractor that such authorization‘
will not advcr-cly affect the perfornancc of othor defense centracts.
Bow.vct, vhere two or more Dopartm‘n:l have current contracts at a single
facility so scheduled that the authorization of overtime, extra-pay shifts,
or multi-shifts by one Department may ndﬁetaoly affect the performance of
e céntract or centracts of amother bipdrtnsat, the ﬁcpartnon: d‘ciring to

. give such authorizatien .hill ebtain the prior assent of the other Departments

concerned. Such assemt shall be gives wherever pessible. In amy case where

disagreemsnt exists betveen the Departments concermed, either Departmeat may

refer the preblem to the Assistant Secretary of Defemse (Supply amd Logistics)

for dociqion°

TAB A



2 May 1956
MEMORANDUM FOR THE ASPR COMMITTEE

SUBJECT: Revision of ASPR 12-102 to Conform to Proposed ASPR 16-204.2(n)
: (Overtime, Extra-Pay Shift and Multi-Shift Work)
Case 53-44

As requested at the April 6 meeting (see Item 1, Minutes, April 6
Mtg), the Staff has exemined ASFR 12-102 to determine whether any re-
vision thereof is necessary to conform to the proposed cost principle
relating to the above subject.

‘It is ooncluded that a change should be made in ASFR 12-102(a) to
indicate that in cost-reimbursement type contracts, prior approval is
required for allowability of costs incurred in the payment of premium
wages for direct labor, while such approval is not required in the case
of similar peyments for indirect labor.

It is proposed that ASPR 12-102(a) be revised to read substantially
as set forth in Tab A (in which deletions are interlined and additions
are enclosed within brackets).

It is also recommended that the following editorial changes be made
in ASPR 12-202 at the same time:

a. Substitute the words "Department of Defense" for "each Depart-
ment" in stating the poliocy.

b. Insert the word "~reimbursement" after ‘cost’wherever reference
is made to "cost type contracts" or similar expressions.

c. Insert the word "firm" in front of the words "fixed-price con-
tracts" wherever language is intended to apply only to firm fixed-price
ocontractsa

de Change initial capital letters of such words as "Contractor"”
and "Contracting Officers" to conform to current editing rules.

e. Include a oross-reference to ASPR 15-204.2(n).

o /
4?%54?/?12;4v¢12c'
W. Ko Ghormley 7
Brigadier General, USA
Chairmen, ASPR Committee

Attachment



COMPOSITZ DRAFT OF ASPR 12-102
SHOWING RECOW: ‘ENDED CHANGES

12-102 Overtime, Extra-Pay Shifts and Multi-Shift Work. It shall

be the poliocy of eaek [ the_7 Department [ of Defensej that contracts will
be performed, so far as practicable, without the use of overtime, extra-pay
shifts, or multi-shifts. Overtime, extra-pay shifts, and multi-shifts when
required sﬂall » to the extent pfacticable, be limited to and be tl;xe minimum
required for, the accomplishment of the specific worke

(a) In the' negotiation of ocontracts, the use of pvertime, extra-pay
shifts, and multi-shifts is to be oconsidered a factor by the Ceniraediag
Bffieen [ contracting officer] along with other faotors listed in ASPR
3-101. Subsequent to the placing of a [ firm] fixed-price contract, tho
responsibility for the use of overtime, extra-ﬁa.y shifts,. and multi-shifts
will generally rest with the Gemtreeter / contractor /. On cost / =reim-
bursement] type ocontracts, and to the extent required by the Centreeting
8££iacoF [ contracting officer] on redeterminable fixed price ocontracts,
however, the authorization from the Goverument for the use of overtime,
extra-pey shifts, and multi-shifts must be obtained to sustain f.he charge
of any premiﬁm [ direot] .labor costs to the contract. Such authorizations
shall generally be obtained prior to the use of overtime, extra-pay shifts,
and mvlti-shifts. [ The pfemium portion of overti.e, extra-pay shift, and
multi-shift payments to indirect labor employees is allowable without
prior approval, if reasonablé, and if alloocated on a pro rata basis to
commercial as well as Govermment worke. Further requirements for allow-
ability of such costs are set forth in ASPR 15-204.2(n) ._7 Prior to the

authorization of overtime, extra-pay shifts, and multi-shifts, whether in
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pre—award negotiation or specific post-~award instances consideration should
be given to the practicability of using other sources for the furnishing of
all or a portion of the supplies or services.

(b) Vihere two or more Departments have current contracts at a single
facility, so scheduled that the authorization of overtime, extre-pay shifts,
or multi-shifts by one Department will adversely affect the performance of
a contraqt or ocontraots of another Department, the Department concerned will
wherever practicable agree in advance as to the authorization of such work.
Crdinerily, in the absence of evidence to the contrary, a Department in
authorizing overtime, extra-pay shifts, or multi~shifts may rely upon a
representation of the Eenévamcitar Zrbontractoqi7 that such authorigzation
will not adversely affect the performence of other defense comtrects. In
any case where disagreement exists between the Departments oonce:ned, either
Department‘may refer the problem to the Adsistant Seoretary of Defense
(Supply and Logistios) for decisions ‘i

(¢) The polioy stated above shall not be constrﬁed to limit the use
of or payment for emergency overtime work as may be required. Nothing
herein shall be conmstrued to authorize payment for overtime, extra-pay
shifts and multi-shifts where, under an existing céntract, the Cenézaesow
Zrbontraotoq;7 is already obligated without the right to additional ocom~
pensation theref§r to meet the desired delivery schedule, even though it
is necessary for such a contractor to use‘overtime,'extra-péy shifts or

multi-shifts to meet such schedule.
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26 April 1956

MEMORANDUM TO CHAIRMAN, ASPR COMMITTEE

Subj: ASPR Case 53-44 - Revision of Section XV Contract Cost
Principles

1. The editing and reproduction of Part 2, Section XV, have been completed
and a copy of the edited Part is attached hereto.

2. The edited part includes the Staff version of the previously reserved
proposed ASPR 15-204.2(d), as revised at the ASPR Committee meeting

of Tuesday, April 24, 1956, by the insertion of the words '""under any

such plan' in the last sentence of this paragraph after the word "allowable. "
It is understood that this paragraph is subject to the statement to be in-
cluded in the notes and filing instructions in accordance with the action
taken by the Material Secretaries on Action Paper No. 15 (Summary of
Meeting No. 25 - Department of Defense Material Secretaries Council,

12 April 1956); and, also, that its inclusion in Part 2 is without prejudice

to the respective Departmental positions with respect to the subject matter
covered.

3. The following minor editing refinements have been made in the attached
draft:

15-200 — Fifth line, the insertion of a comma after '""subcontractors."

15-204. 2(k) — .F'irst, second, and third lines of first sentence, commas
replaced to clarify parenthetical aspect of the relative clause.

15-204.2(x) — First line, insertion of quotation marks around the term
'""special tooling" for purposes of consistent treatment based
on action with respect to proposed ASPR 15-204. 2(d) referred
to above.

- Laast complete line, comma deleted.

15-204. 3(b) — Fourth line, the insertion of a comma in the parenthetical
sentence after the word "programs."

15-204. 3(k) — Third line, the word "or'' corrected to '"of."

o et

GEORGE W. MARKEY, JR.
Navy Member
Chairman
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Part 2 - Supply, Service, and Research and Development
Contracts, with Commercial Organizations

.

15-200 Scope of Part. This Part sets forth principles and standards
for the determination and allowance of costs in connection with cost-
reimbursement type contracts and cost-reimbursement type subcon-
tracts thereunder for procurement of supplies, services, and research
and development work, with contractors or subcontractors, other than
such contracts and subcontracts to which Parts 3, 4, or 7 apply.

15-201 Basic Considerations.

15-201.1 Composition of Total Cost. The total cost of a cost-reimbursement
type contract is (i) the allowable direct costs, plus (ii) the allocable portion
of allowable indirect costs, less (iii) any applicable credits.

15-201. 2 Factors Affecting Allowability of Costs. Factors to be considered
in determining the allowability of costs include (i) reasonableness, (ii)
application of generally accepted accounting principles and practices, (iii)
significant deviations from the established practices of the contractor which
substantially increase the contract costs, and (iv) any limitations set forth
in this Part 2 or otherwise included in the contract as to types or amounts
of cost items. '

15-201.3 Credits, The applicable portion of income, rebates, allowances,
and other credits received by or accruing to the contractor which is related
to any allowed cost shall be credited to the Government either as a reduc-
tion in contract cost or by a cash refund, as appropriate.

15-202 Direct Costs.

15-202.1 General. Items of cost which are readily identifiable with (i) a
contract, or (ii) other work of the contractor, should be charged directly

to the contract or other work with which identified. This principle may
be applied to items of cost, such as freight, travel, communications, and
engineering services, as well as materials and productive labor, but when
used must be applied consistently to all work of the contractor. When the
accounting expense of direct costing of minor items would exceed the
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resulting benefits, individual items, which otherwise would be treated as
direct costs, may be treated as indirect costs. Each element of direct
cost is subJect to the limitations of this Part as to allowability.

15- 202 2 Direct Material Costs.. Direct material costs include the cost of

raw materials, purchased items, and items supplied from stock, which are
directly incorporated into or attached to the end product or which are directly
consumed or expended in the performance of a contract.

15-202.3 Direct Labor Costs. Direct labor costs include salaries and wages

specifically identifiable with and properly chargeable directly to the per-

~ formance of a contract or other work of the contractor. Average rates may

be used where the contractor demonstrates that the results are equitable.
Direct labor costs may also include other associated costs, such as payroll
taxes and workmen's compensation insurance, where it is the established
practice of the contractor to treat these items as a part of direct labor costs.

15-202. 4 Other Direct Costs. Other items of cost may, in particular cases,

be charged directly to the contract where the coentractor demonstrates that

-they are specifically related to the-performance of the contract. When,

however, items ordinarily chargeable as indirect costs are- charged to a
Government contract as direct costs, the cost of similar iterns applicable
only to other work of the contractor must be eliminated from indirect costs

‘allocated to the Government contract.

15-203 Indirect Costs.

15-203.1 General. (a) Items of cost which are incurred for common or

joint objectives, and which are not readily subject to treatment as direct
costs in accordance with ASPR 15-202, should be accumulated for accounting
purposes by logical cost groupings and charged by a process of allocation.
Each element of indirect cost is subject to the limitations of this Part as

to allowability.

(b) The method of allocation of indirect costs must be based on the
particular circumstances involved. The objective should be the selection
of a method which will distribute the indirect costs in an equitable manner.
The method used in connection with Government contracts shall, in order
to be acceptable, conform with generally accepted accounting practices,
provide uniformity of treatment for like cost elements, be applied con-
sistently, and produce equitable results. A previously acceptable method
shall be subject to reconsideration when:



(i) .any substantial difference occurs between the cost patterns
of work under the contract and other work of the contractor;
or

(ii) any significant change occurs in the nature of the business,
the extent of subcontracting, fixed asset improvement pro-
grams, the inventories, the volume of sales, the volume of
production, manufacturing processes, the contractor's
products, or other relevant circumstances.

Individual categories of indirect cost are discussed in ASPR 15-203. 2 through
15-203. 5.

(c) The base period for allocation of indirect costs is the period during
which such costs are incurred and accumulated for distribution to work
performed in that period. The base period shall be representative of the
period of contract performance and shall be sufficiently long to avoid in-
equities in the allocation of costs, but in no event longer than the contractor's
fiscal year. When the contract is performed over an extended period of
time, as many such base periods will be used as will be required to represent
the period of contract performance. '

i5-203.2 Indirect Manufacturing and Production Costs. Indirect manu-

facturing and production costs consist of items of cost which are attributable
to the manufacturing and productive process as a whole. Allocation of in-
direct manufacturing and production costs on a time basis, such as direct
labor man-hours or machine-hours, is a method which generally produces
accuracy and equity. Other acceptable methods of allocation, in appropriate
circumstances, include direct labor dollars (exclusive of premiums for
overtime, extra-pay shift, and multi-shift work) units processed, and prime
costs of units processed. Departmentalization or the establishment of cost
‘centers may be necessary in order to allocate the indirect costs equitably.
Factors to be considered in determining the necessity for departmentalization
or establishment of cost centers include variety of products, complexity of
processes, and relative labor and facility requirements for the various
products. ' '

15-203.3 Indirect Engineering Costs. Indirect engineering costs include
such items as costs of engineering supervision, engineering administra-
tion, and engineering supplies. Direct engineering activities from which
indirect engineering costs may arise may include product design, tool
design, experimental development, manufacturing and production develop-
ment, layout of production lines, determination of machine methods, and
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related blueprinting and drafting. Indirect engineering costs shall be
allocated to the benefited contract and other work of the contractor (see
ASPR 15-204.2(u)(4) ) on the basis of direct engineering man-hours ex-

- pended, direct éngineering labor dollars (exclusive of premiums for
overtime, extra-pay shift, and multi-shift work), or some other equitable
basis. '

15-203. 4 Selling and Distribution Costs. Selling and distribution costs
arise through marketing the contractor's products and include the costs

of sales promotion, advertising, distribution, and other related activities.

Generally, such costs are not allowable as a charge to Government cost-
reimbursement type contracts (but see ASPR 15-204. 2(b)). However,
subject to the other provisions of this Part, costs in this category, in-
cluding supervisory and clerical costs, which relate to technical, con-
sulting, and other beneficial services, and which are for purposes such
as application and adaptation of the contractor's products, rather than

~ pure selling, are allowable if a reasonable benefit to Government con-
tracts is demonstrated. Such costs shall be allocated to the contractor's
commercial work and its individual Government contracts on an equitable
basis. Because of the special problems that arise in this area, the con-
tractor should identify in its records, by means of sub-accounts or
otherwise, the items of selling and distribution cost considered properly
allocable to Government contracts.

15-203.5 General and Administrative Costs. General and administrative
costs consist of items of cost attributable to the overall management,
supervision, and conduct of the business. Such costs shall be allocated
to all work of the contractor, using any recognized method of allocation
if equitable results are thereby obtained. Allocation of general and
administrative costs on a total cost incurred basis (exclusive of general

- and administrative costs) is a method which generally produces equitable
results. Other methods acceptable where the circumstances are appro-
priate include allocation on the basis of:

(i) processing costs (direct labor, factory overhead, and other
factory production costs exclusive of direct mate rials);

(ii) factory input costs (processing costs plus direct material);
(iii) cost of goods completed;

(iv) cost of sales; and
(v) sales (where no more satisfactory method is é.vailable).
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15-204 Principles and Standards for Selected Items of Cost. .

15-204.1 General. Applications of the above basic ccst principles and stand-
ards to certain selected items of cost are set forth below. These applica-
tions govern whether the particular item of cost is treated by the contractor
as direct cost or as indirect cost. Failure to mention any particular item of
cost does not imply that it is either allowable or unallowable. With respect
to all items, whether or not specifically covered, determination of allow-
a¥bilit- shall be based on the principles and standards set forth in this Part
and, where appropriate, the treatment of similar or related items.

15-204. 2 Costs Allowable in Whole or in Part.

(a) Advertising Costs. Advertising costs include the costs of advertising
media and corollary administrative costs. Advertising media include maga-
zines, newspapers, radio and television programs, direct mail, trade papers,
outdoor advertising, dealer cards and window displays, conventions, exhibits,
free goods and samples, and sales literature. The following advertising
costs are allowable: '

(i) advertising in trade and technical journals, provided such ad-
vertising does not offer specific products or services for sale
but is placed in journals which are valuable for the dissemina-
tion of technical information within the contractor's industry;

and
)

(ii) help wanted advertising, as set forth in (s) below.
All other advertising costs are unallowable.

(b) Bidding Costs. Bidding costs are the costs of preparing bids or pro-
posals on potential Government and non-Government contracts or projects,
including the development of engineering and cost data necessary to support
the contractor's bids or proposals. Bidding costs of the current accounting
period of both successful and unsuccessful bids and proposals normally shall
be treated as indirect costs and allocated currently to all business of the
contractor, in which event no bidding costs of past acéounting periods shall
be allocable in the current period to the Government contract; however, the
contractor's established practice may be to treat bidding costs by some
other recognized method. Regardléss of the method used, the results
obtained may be accepted only if found to be reasonable and equitable.

(c) Civil Defense Costs. Civil defense costs are those incurred in
planning for, and the protection of life and property against, the possible
effects of enemy attack. Reasonable costs of civil defense measures (in-
cluding costs in excess of normal plant protection costs, first-aid training
and supplies, fire fighting training and equipment, posting of additional
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‘exit notices and directions, and other approved civil defense measures)
undertzken on the contractor's premises pursuant to suggestions or re-
quirements of civil defense authorities are allowable when allocated to
all work of the contractor. Costs of capital assets acquired for civil
defense purposes shall be depreciated in accordance with (e) below.
Except as specifically provided for in the contract, contributions to local
civil defense funds, or to pro_]ects not on the contractor's premises, are
unallowable.

(d) Compensation for Personal Services. Compensation is allow-
able. The term ''compensation' includes all amounts paid or set aside,
such as pension, retirement, and deferred compensation benefits, salaries,
wages, royalties, license fees and bonuses. The total compensation of
an individual may be questioned and the amount allowed may be limited;
and in connection therewith, consideration will be given to the relation
of the total compensation to the services rendered. Compensation to
sole proprietors or partners, however, is allowable only to the extent
specifically provided for in the contract. Any plan upon which deferred
compensation benefits are based, other than pension plans (see (p)
below), shall meet the requirements of the applicable provisions of the
Internal Revenue Code and the regulations of the Internal Revenue
Service. ‘Also, the amount allowable under any such plan for apportion-
ment to contracts in any one year shall not exceed:

(i) the amount contributed under the plan for that year;
or

(ii) 15% of the total compensation otherwise paid or
accrued in that year to the individuals covered under
. the plan,

whichever is the lower.




(e) Depreciation.

(1) Depreciation is a charge to current operations which distributes
the cost of a tangible capital asset, less estimated residual value, over the
estimated useful life of the asset in a systematic and logical manner. It
does not involve a process of valuation, Useful life has reference to the
prospective period of economic usefulness in the particular contractor's
operations as distinguished from physical life,

(2) Depreciation on a contractor's plant, equipment, and other
capital facilities is an allowable element of contract cost; provided that
the amount thereof is computed:

(i) upon the property cost basis used by the contractor for
Federal income tax purposes (see Section 167 of the Internal
Revenue Code of 1954; or

(ii) in the case of nonprofit or tax-exempt organizations, upon
a property cost basis which could have been used by the
contractor for Federal income tax purposes had such
organizations been subject to the payment of income tax;
and in either case '

(iii) by the consistent application to the assets concerned of
any generally accepted accounting method, inc¢luding those
recognized by Section 167 of the Internal Revenue Code of
1954.

Depreciation shsuld usually by allecated to the contract and other work
as an indirect cost, The amount of depreciation allowed in any accounting
period may, consistent with the basic objectives set forth in (1) above, vary
with volume of production or use of multi-shift operations,

(3) Where a contractor has received a determination of ''true
depreciation'" from an Emergency Facilities Depreciation Board relating
to an emergency facility covered by a certificate of necessity, it may elect
to use either normal or ''true' depreciation., However, the method elected
must be followed consistently throughout the life of the emergency facility.
Where an election is made to use normal depreciation, the amount thereof
shall be computed in accordance with (2) above. Where an election is made
to use '"'true depreciation, "' the amount allowable as depreciation:

(i) with respect to the emergency period (5 years), shall be
computed in accordance with the determination of the

Emergency Facilities Depreciation Board; and
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(ii) after the end of the emergency period, shall be computed by
distributing the remaining undepreciated portion of the cost
of the emergency facility over the balance of its useful life
(but see (4) below); provided the remaining undepreciated
portion of such cost shall not include any amount of un-
recovered ''true depreciation."

(4) Depreciétion on idle or excess facilities shall not be allowed.
except on such facilities as are reasonably necessary for current and
immediately prospective production.

(5) Unless otherwise provided for in the contract, no use charge
shall be allowed for assets still in use which have been fully depreciated on
the contractor's books or acquired without cost, Use charges for assets
not fully depreciated on the contractor's books are unallowable.

(f) Employee Morale, Health, and Welfare Costs and Credits. Reason-
able costs of health and welfare activities, such as house publications, health
or first-aid clinics, and employee counselling services, incurred, in accord-
ance with the contractor's established practice or custom in the industry or
area, for the improvement of working conditions, employer-employee rela-
tions, employee morale, and employee performance, are allowable., Such
costs shall be equitably allocated to all work of the contractor. Income
generated from any of these activities shall be credited to the costs thereof
unless such income has been irrevocably set over to employee welfare
organizations,

{g) Food Service Costs and Credits, Food services include operating
or furnishing facilities for cafeterias, dining rooms, canteens, lunch wagons,
vending machines, or similar types of services for the contractor's em-
ployees at the contractor's facilities, Profits (except profits irrevocably
set over to an employee welfare organization of the contractor in amounts
reasonably useful for the benefit of the employees at the site or sites of
contract performance) accruing to the contractor from the operation of
these services, whether operated by the contractor or by a concessionaire,
shall be treated as a credit, "and allocated, to all activities served. Reason-
able losses from dperation of such services are allowable when it is the
policy of the contractor to operate such services at a profit or at cost;
provided, however, that such losses are allocated to all activities served,
When it is the policy of the contractor to furnish such services at a loss,
losses on such operation shall not be allowed as a cost unless specifically
provided for in the contract.

(h) Fringe Benefits. Fringe benefits are allowances and services
provided by the contractor to its employees as compensation in addition
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to regular wages and salaries. Costs of fringe benefits, such as pay for
vacations, holidays, sick leave, military leave, and employee insurancé,
are allowable to the extent required by law, employer-employee agreement,
or an established policy of the contractor which constitutes, in effect, an
implied agreement on the contractor's part (but see (d) above, and (i)(3)(v),
(p) and (w) below),

(i) Insurance and Indemnification,

(1) Insurance includes (i) those types of insurance which the con-
tractor is required to carry under the terms of the contract, or by specific
instruction of an authorized representative of the Government, and (ii) any
other insurance for which the contractor seeks reimbursement under the
contract. Indemnification includes securing the contractor against liabilities
to third persons not compensated by insurance or otherwise.

(2) Costs of insurance required or approved, and maintained, pursu-
ant to the contract, are allowable,

(3) Costs of other insurance, not required to be submitted for
approval but maintained by the contractor in connection with the performance
of the contract, are allowable subject to the following limitations:

(i) types and extent of coverage shall be in accordance with
sound business practice and the rates shall be reasonable
under the circumstances;

(ii) costs allowed for use and occupancy insurance shall be
limited to exclude coverage of profit, interest, Federal
income taxes, and any other items of cost unallowable
under this Part;

(iii) costs of insurance or any reserve covering the risk of -
loss of or damage to Government-owned property are un-
allowable except to the extent that the Government shall
have approved or required such insurance or reserve;

(iv) costs of providing a reserve for a self-insurance pro-
gram are unallowable unless the program has been
approved by the Military Department concerned; and

' (v) costs of insurance-on the lives of officers, partners, or
proprietors, are unallowable except where such insurance
is part of an employee plan which is not unduly restricted,




(4) The Government is obligated to indemnify the contractor only
to the extent expressly provided for in the contract. Therefore, except as
otherwise expressly provided for in the contract, actual losses not reim-_
bursed by insurance (through an approved self-insurance program or other-
wise) are unallowable, '

(j) Labor Relations Costs., Costs incurred in maintaining satisfactory
relations between the contractor and its employees, including costs of shop-
stewards, labor management committees, emploYee publications, and other
related activities are allowable,

(k) Maintenance and Repair Costs,

(1) Costs, necessary for the upkeep of property (including Govern-
ment property unless otherwise provided for), which neither add to the
permanent value of the property nor appreciably prolong its intended life,
but keep it in an efficient operating condition, are allowable (but see ASPR
15-204. 3(e)). Expenditures for plant and equipment which, according to:
generally accepted accounting principles, should be capitalized and subjected
to depreciation are allowable only on a depreciation basis,

(2) Costs of maintenance and repair, which are delayed from a
period prior to the contract for some reason such as abnormal operating
conditions or lack of funds and are performed during the contract period,

" are unallowable unless specifically. provided for in the contract. Likewise,
the estimated cost of maintenance and repair normally required but not
accomplished during the period of the contract are unallowable unless
specifically provided for in the contract.

(1) Manufacturing and Production Engiheering Costs. Costs of manu-
facturing and production engineering, including engineering activities in
connection with:

(i) current manufacturing pr_ocesseé such as motion and time
study, methods analysis, job analysis, and tool design and
improvement; and '

(ii) current production problems, such as materials analysis
for production suitability and component design for purposes

of simplifying production;

are allowable.
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(m) Material Costs.

(1) Costs of direct and indirect material, and collateral items such
as inbound transportation and intransit insurance, are allowable, subject,
however, to (2) through (6) below. In computing costs of material, con-
.sideration will be given to reasonable overruns, spoilage, and defective work
(for correction of defective work, see the provisions of the contract relating
to inspection and to correction of defective work).

(2) Costs of material shall be suitably adjusted for applicable
portions of income and other credits, including available trade discounts,
refunds, rebates, allowances, and cash discounts, and credits for scrap
and salvage and material returned to vendors. Such income and other credits
shall either be credited directly to cost of the material involved or be allocated
(as credits) to indirect costs. However, where the contractor can demonstrate
that failure to take cash discounts was due to circumstances beyond its con-
trol, such lost discounts need not be so credited.

(3) When material is purchased specifically for and identifiable
solely with performance under a contract, the actual purchase cost thereof
should be charged to that contract.

(4) If material is issued from stock, any generally recognized
method of pricing such material is acceptable if that method is consistently
applied and the results obtained are equitable.

(5) Reasonable charges or credits arising from a difference between
periodic physical inventory quantities and related material control records
shall be included in arriving at the cost of performance if such charges or
credits (i) do not include "write-downs' or "write-ups'' of value, and (ii)
relate to the period of performance of the contract.

(6) Costs of material or services sold or transferred between plants,
divisions, or organizations, under common control, shall be allowable
only to the extent of: '

(i) the cost to the transferor; or

(ii) the prices of other suppliers for the same or substantially
similar items;

whichever is the lower, unless factors other than price warrant allowance on
the basis of the cost to the transferor; provided that, in the case of any item
regularly manufactured and sold by any such transferor through commercial
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channels, a departure from this cost basis is permissible if the charge to
the contract does not exceed:

..-(i} the transferor's sales price to its most favored customer
for the same item in like quantity; or

(ii) the prices of other suppliers for the same or substantially
similar items; :

whichever is the lower, unless factors other than price warrant allowance
on the basis of the transferor’s sales price to its most favored customer,

(n) Overtime, Extra-Pay Shift, and Multi-Shift Premiums, The
premium portion of overtime, extra-pay shift, and multi-shift payments
to direct labor employees shall be separately identified. Costs of such
premiums on direct labor are allowable only to the extent expressly pro-
vided for in the contract or otherwise authorized by the Government and may
be classified as either direct or indirect labor costs. When direct labor
cost is the base for distribution of overhead, such premiums shall not be
included in that base. When such premiums are charged as indirect costs,
the amount allocated to Government contracts shall be equitable in relation
to (i) the amount of such premium costs allocated to non-Government work
being concurrently performed in the contractor's plant and (ii) the factors
which necessitate the incurrence of the costs, The premium portion of
overtime, extra-pay shift, and multi-shift payments to indirect labor
employees is allowable without prior approval, if reasonable, and if allocated
on a pro rata basis to commercial as well as Government work.

(o) Patent Costs. Costs of preparing disclosures, reports, and other
documents required by the contract and of searching the art to the extent
necessary to make such invention disclosures, are allowable. Upon the
written authorization of the contracting officer, costs of preparing docu-
ments, and any other patent costs, in connection with the filing of a patent
application where title is conveyed to the Government, are allowable, (See
also (u) and (v) below.)

(p) Pension Plans.

(1) A pension plan is a plan which is established and maintained

- by a contractor primarily to provide systematically for the payment of
definitely determinable benefits to its employees over a period of years,
‘usually for life, after retirement. Such a plan may include disability,
withdrawal, insurance, or survivorship benefits incidental and directly
related to the pension benefits. Such benefits, generally, are measured by,
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and based on, such factors as years of service and compensation received by
the employees. The determination of the amount of pension benefits and

the contributions to provide such benefits are not dependent upon profits.
Benefits are not definitely determinable if funds arising from forfeitures

on termination of services or other reason may be used to provide increased
benefits for the remaining participants instead of being used to reduce the
amount of contributions by the employer. A plan designed to provide bene-
fits for employees or their beneficiaries to be paid upon retirement or over
a period of years after retirement shall be considered a pension plan if,
under the plan, either the benefits payable to the employee or the required
contributions by the contractor can be determined actuarially, (Retirement
plans which are based on profit-sharing shall not be considered to be pension
plans within this paragraph (p).)

(2) Consideration, and approval or disapproval, of all pension plans
and the method of determination of the costs thereof shall be the responsi-
bility of the Department to which audit cognizance is assigned and subsequent
action taken by that Department will, generally, be accepted by the other
Departments., Such plans must meet the qualification requirements prescribed
by Section 401 of the Internal Revenue Code of 1954 (P. L. 591, 83rd Cong.,
2d Sess., 68A Stat. 134)., Prior to approval of such plans by the cognizant
Department, approval by Internal Revenue Service shall be obtained in the
case of:

(i) contractors who are subject to Federal income tax; and

(ii) nonprofit or tax-exempt contractors who have submitted
their plans for approval by Internal Revenue Service;

however, approval of a plan by the Internal Revenue Service does not
necessarily assure the allowance of the costs of such a plan by the Depart-
ment concerned. In the case of all other plans, compliance with the qualifica-
tion requirements of Section 401 of the Internal Revenue Code of 1954 shall be
determined by the cognizant Department using, insofar as applicable, the
regulations, criteria, and standards of the Internal Revenue Service,

(3) To the extent pension plans are approved by the cognizant Mili-
tary Department, costs thereof are allowable subject to the following con-
ditions:

(i) the requirements of ASPR 15-201, 2 shall be satisfied;
(ii) such costs, including excess contributions (see Section
404(a)(1)(D) of the Internal Revenue Code of 1954), shall

not exceed ——
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(iii)

(iv)

(A) the amount claimed and deductible for Federal income
tax purposes in the current taxable period; or

(B) in the case of nonprofit or tax-exempt organizations,
the amount which could have been claimed and deducted
for Federal income tax purposes in the current taxable
period had such organizations been subject to the pay-
ment of income tax;

in cases where the Internal Revenue Service withdraws
approval of a plan, an appropriate adjustment of contract
costs shall be made for contributions which previously have
been allocated to and allowed as contract costs and which —

(A) are disallowed for tax purposes; or

(B) in the case of nonprofit or tax-exempt organizations,
could have been disallowed for tax purposes had such
organizations been subject to the payment of income

tax; and

in determining the net pension plan costs allocable to mili-

tary contracts, and in addition to making appropriate ad-

justments for credits or gains arising out of normal
employee turnover, consideration shall be given, in accord-
ance with (A) or (B) below, to possible future abnormal
termination credits or gains which may arise with respect
to individuals for whom pension plan costs have been or

are being incurred by the contractor but whose employment
will terminate before they acquire a vested right to the
benefits under such plans —

(A) when such abnormal termination credits or gains are
foreseeable and can be currently evaluated with
reasonable accuracy, an equitable adjustment of current
costs to give effect to such anticipated future credits
or gains shall be made, either by reducing the current
costs otherwise allocable, or by obtaining realistic
recognition in the actuary's calculation of current
costs, so that the current costs do, in fact, reflect
the reduction for the abnormal termination credits
or gains which are anticipated; and such adjustment
shall be reflected in the contract, in an amendment
thereto, or in some other writing binding on the Govern-
ment and the contractor; or

14



- ..

(B) when such abnormal termination cred1ts or gains,
whether or not foreseeable —_—

(I) cannot be currently evaluated with reasonable
accuracy; or ' '

(II) have not been the subject of adjustment under (A)
above;

pension plan costs incurred under the contract shall be
subject to retrospective accounting and any necessary
adjustment for such subsequent termination credits or
gains unless the Government and the contractor agree upon
a method of determining such adjustment, or agree upon
an equitable adjustment; any such agreement shall be
reflected in the contract, in an amendment thereto, or

in a separate agreement binding on the Government and
the contractor.

(4) The allowability of costs of lump sum purchases of annuities
or of lump sum cash payments or periodic cash payments made to provide
‘pension benefits for retiring or retired employees other than such costs
incurred under approved pension plans shall be subject to consideration
on an individual case basis,

(q) Plant Protection Costs. Costs of items such as wages, uniforms
and equipment of personnel engaged in plant protection; depreciation on
plant protection capital assets; and necessary expenses to comply with
military security requirements are allowable.

(r) Professional Service Costs - Legal, Accountmg, Engineering, and

Other.

(1) Costs of professional services rendered by the members of a
particular profession who are not employees of the contractor are allowable,
subject to (2) and (3) below, when reasonable in relation to the services
rendered and when not contingent upon recovery of the costs from the
Government (but see ASPR 15-204, 3(g)).

(2) Factors to be consi_defed in determining the allowability of
costs in a particular case include: »

(i) the past pattern of such costs, particularly in the years
prior to the award of Government contracts;
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(ii) the impact of Government contracts on the contractor's
business;

(iii) the nature and scope of managerial services expected of
the contractor's own organizations; and

(iv) whether the proportion of Government work to the con-
tractor's total business is such as to influence the con-
tractor in favor of incurring the cost, particularly where '
the services rendered are not of a continuing nature and
have little relationship to work under Government contracts.

Retainer fees to be allowable must be reasonably supported‘by evidence of
services rendered, '

(3) Costs of legal, accounting, and consulting services, and related
costs, incurred in connection with organization and reorganization, defense
of anti-trust suits, and the prosecution of claims against the Government,
are unallowableg, Costs of legal, accounting, and consulting services, and
related costs, incurred in connection with “patentiinfrihgement litigation,
.are unallowable unless otherwise provided for in the contract. ‘

(s) Recruiting Costs, Costs of ""help wanted" advertising, operating
costs of an empl‘gyment office necessary to secure and maintain an adequate
labor force, costs of operating an aptitude and educational testing program,
travel costs of employees while engaged in recruiting personnel, and travel
costs of applicants for interviews for prospective employment are allowable,
Where the contractor uses employment agencies, costs not in excess of
standard commercial rates for such services are also allowable. Costs of
special benefits or emoluments offered to prospective employees beyond
the standard practices in the industry are unallowable.

(t) Rental Costs (Including Sale and Leaseback of Facilities).

(1) Rental costs of land, buildings, and equipment and other personal
property are allowable if the rates are reasonable in light of such factors
as the type, life expectancy, condition, and value of the facilities leased,
‘options available, and other provisions of the rental agreement,

. (2) Charges in the nature of rent between plants, divisions, or
organizations under common control are unallowable except to the extent
such charges do not exceed the normal costs of ownership, such as deprecia-
tion, taxes, insurance, and maintenance; provided that no part of such costs’
shall duplicate any other allowed costs.
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(3) Unless otherwise specifically provided in the contract, rental
costs specified in sale and leaseback agreements, incurred by contractors
through selling plant facilities to investment organizations, such as insurance
companies, or to private investors, and concurrently leasing back the same
facilities, are allowable only to the extent that such rentals do not exceed
normal costs, such as depreciation, taxes, insurance, and maintenance,
borne by the lessor, which would have been incurred had the contractor
retained legal title to the facilities.

(u) Research and Development Costs,

(1) Research and development costs (sometimes referred to as
general engineering costs) are divided into two major categories, for the
purpose of contract costing: (i) general research, also referred to as
basic research, fundamental research, pure research, and blue-sky re-
search; and (ii) related research or development, also referred to as applied
research, product research, and product line research.

(2) General research is that type of research which is directed
toward increase of knowledge in science. In such research, the primary
aim of the investigator is a fuller knowledge or understanding of the subject
under study, rather than a practical application thereof., Costs of independent
general research (tha.t which is not sponsored by a contract, grant, or other
arrangement) are allowable to the extent specifically provided in the contract.
The contractor shall disclose to the Government the purposes and results
of such independent general research, '

(3) Related research is that type of research which is directed
toward practical application of science. Development is the systematic
use of scientific knowledge directed toward the production of useful materials,
devices, methods, or processes, exclusive of design, manufacturing, and
production engineering (see (1) above). Costs of a contractor's independent
related research and development (that which is not sponsored by a contract,
grant, or other arrangement) are allowable under any cost-reimbursement
type production contract; provided the research and development are re-
lated to the contract product line and the costs are allocated to all produc-
tion work of the contractor on the contract product line; and provided further
that the contractor discloses to the Government the purposes and results
of the research and development, Such costs are unallowable under cost-
reimbursement type research and development contracts.’

(4) Independent research and development projects shall absorb
their appropriate share of the indirect costs of the department where the
work is performed.
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(5) Research and development costs (ihcluding amounts capitalized),
regardless of their nature, which were incurred in accounting periods prior
to the award of a particular contract, shall not be allocated to that contract
unless allowable as precontract costs (see ASPR 15-204. 3(j)).

(v) Royalties and Other Costs for Use of Patents, Royalties on a patent
or invention, or amortization of the cost of acquiring a patent or invention
or rights thereto, necessary for the proper performance of the contract and
applicable to contract products or processes, are allowable to the extent
expressly set forth in the contract or otherwise authorized by the contracting
officer; provided that where the Government has a license or the right to free
use of the patent or invention such costs are unallowable; and provided further
that where the patent has been adjudicated to be invalid such costs incurred
thereafter are unallowable, ' '

(w) Severance Pay.

(1) Severance pay, also commonly referred to as dismissal wages,
is a payment in addition to regular salaries and wages, by contractors to
workers whose employment is being terminated. Costs of severance pay
are allowable only to the extent that, in each case, it is required by (i) law,
(ii) employer-employee agreement; (iii) established policy that constitutes,
in effect, an implied agreement on the contractor's part, or (iv) circum-
stances of the particular employment,

(2) Costs of severance payments are divided into two categories
as follows:

(i) actual normal turnover severance payments shall be
allocated to all work performed in the contractor's
plant; or, where the contractor provides for accrual
of pay for normal severances such method will be
acceptable if the amount of the accrual is reasonable in
light of payments actually made for normal severances
over a representative past period, and if amounts accrued
are allocated to all work performed in the contractor's
plant; and

(ii) abnormal or mass severance payments actually made upon
cessation of work when there is no reasonable prospect
of continuing employment on other work of the contractor
shall be assigned to the entire period of the employment
of the terminated employees and equitably allocated to
all work performed in the contractor's plant during that
period. A reservation in the final release may be made
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when it is reasonable to assume that severance pay allocable
to the contract will be made in the future.

(x) Special Tooling Costs. The term 'special tooling" means property of
such specialized nature that its use, without substantial modification or altera-
tion, is limited to the production of the particular supplies or the performance
of the particular services for which acquired or furnished. It includes, but

is not limited to, jigs, dies, fixtures, molds, patterns, special taps, special

gauges, and special test equipment, Costs of special tooling acquired for
performance of the contract, are allowable and shall be charged directly
thereto.

(y) Taxes.

(1) Taxes are charges levied by Federal, State, or local governments.
They do not include fines and penalties except as otherwise provided herein.
In general, taxes (including State and local income taxes) which the contractor
is required to pay and which are paid or accrued in accordance with generally
accepted accounting principles are allowable, except for: '

(i) Federal income and excess profits taxes;_

(ii) taxes in conhection with financing, refinancing or refunding
operations (see ASPR 15-204, 3(g));

(iii) taxes from which exemptions are available to the contractor
directly or available to the contractor based on an exemption
afforded the Government except when the contracting officer
determines that the administrative burden incident to ob-
taining the exemption outweighs the corresponding benefits
accruing to the Government; and

(iv) special assessments on land which represent capital im-
provements,

(2) Taxes otherwise allowable under (1) above, but which may be
illegally or erroneously assessed, are allowable; provided that the con-
tractor prior to payment of such taxes: '

(i) promptly requests instructions from the contracting officer
concerning such taxes; and

(ii) takes all action directed by the contracting officer, including
cooperation with and for the benefit of the Government, to
(A) determine the legality of such assessment or, (B) secure
a refund of such taxes. ‘
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Reasonable costs of any such prbceeding instituted by the contractor at the
direction of the contracting officer are allowable. Interest and penalties
incurred by a contractor by reason of the nonpayment of any tax at the direc-
tion of the €ontracting officer are also allowable.

(3) Any refund of taxes, interest, or penalties, and any payment
to the contractor of interest thereon, attributable to taxes, interest, or
_penalties which were allowed as contract costs, shall be credited or paid

to the Government in the manner directed by the Government,

)

(z) Trade, Business, Technical, and Professional Activity Costs,

' (1)- Memberships. Costs of membership in trade, business, technical,
and professional organizations are allowable. '

(2) Subscriptions. Costs of subscriptions to trade, business, pro-
fessional, and technical periodicals are allowable.

(3) Meetings and Conferences. Costs of meals, transportation,
rental of facilities for meetings, and costs incidental thereto, when the
primary purpose of the incurrence of such costs is the dissemination of
technical information or the stimulation of production, are allowable.

(aa) Training Costs. Reserved.

(bb) Transportation Costs. Transportation costs include freight, express;,
cartage, and postage charges relating either to goods purchased, in process, '
or delivered, When such costs can readily be identified with the items in-
volved, they may be direct costed as transportation costs or added tc the
cost of such items (see (m) above). Where identification with the materials
received cannot readily be made; inbound transportation costs may be
charged to the appropriate indirect cost accounts if the contractor follows
a consistent equitable procedure in this respect. Outbound freight, if re-
imbursable under the terms of the contract, should be treated as a direct
cost, ' '

(cc) Travel Costs,

(1) Travel costs include costs of transportation, lodging; subsistence,
and incidental expenses, incurred by contractor personnel in a travel status
while on official company business. '

(2) Travel costs incurred in the normal course of overall ad- o
ministration of the business and applicable to the entire business are \
allowable. Such costs shall be equitably allocated to all work of the
contractor. : ’
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(3) Subsistence and lodging, including tips or similar incidental
costs, are allowable either on an actual or per diem bas1s. The basis
selected shall be conswtently followed.

(4) Costs of personnel movement of a special or mass nature are
allowable only when authonzed or approved in writing by the contracting
officer.

(dd) General.

(1) Such recurring costs as registry and transfer charges resulting
from changes in ownership of securities issued by the contractor, cost of
shareholders' meetings, proxy solicitations, preparation and publication
of reports to shareholders, preparation and submission of required reports
and forms to taxing and other regulatory bodies, and incidental costs of
directors and committee meetings are allowable. Such costs shall be
equitably allocated to all work of the contractor.

(2) Certain costs discussed in ASPR 15-204. 3 are allowable if
expressly provided for in the contract, or, in some cases, if approved
in writing by the contracting officer. See for example:

(i) ASPR 15-204. 3(f);
(ii) ASPR 15-204, 3(j); and
(iii) ASPR 15-204. 3(1).

15-204. 3 Unallowable Costs.

(a) Bad Debts. Bad debts, including losses (Whether actual or esti-
majted) arising from uncollectible customers’ accounts and other claims,
related collection costs, and related legal costs are unallowable,

(b) Contingency Reserves. Contingency reserves, created and main-
tained to provide for events the occurrence of which cannot be foretold
with certainty as to time, intensity, or even with an assurance of their
happening, are unallowable. (For self-insurance programs, see ASPR
15-204. 2{i).)

(c) Contributions and Donations. Contributions and donations are
unallowable. -

(d) Entertainment Costs. Costs of amusement, diversion, social
activities, and incidental costs relating thereto, such as meals, lodging,
rentals, transportation, and gratuities, are unallowable (but see ASPR
15-204. 2(f), (h), and (z)).
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(e) Excess Facility Costs. Costs of maintaining, repairing, and housing
idle and excess contractor-owned facilities, except those reasonably neces-’
sary for current and immediately prospective production purposes, are
unallowable. The costs of excess plant capacity reserved for defense mobili-
zation production shall be the subject of a separate contract.

(f) Fines and Penalties. Costs resulting from violations of, or failure
of the contractor to comply with, Federal, State, and local laws and regu-
lations are unallowable except when incurred as a result of compliance
with specific provisions of the contract, or instructions in writing from the
contracting officer.

(g) Interest and Other Financial Costs. Interest (however represented),
bond discounts, costs of financing and refinancing operations, legal and
professional fees paid in connection with the preparation of the prospectus,
costs of preparation and issuance of stock rights, and costs related thereto
are unallowable except for interest assessed by State or local taxing au-
thorities under the conditions set forth in ASPR 15-204. 2(y) (but see ASPR
15-204. 2(dd)(1)).

(h) Losses on Other Contracts. An excess of costs over income under
any other contract (including the contractor’s contributed portion under
cost-sharing contracts), whether such other contract is of a supply, research
and development, or other nature, is unallowable as a cost of performance
of the Government contract.

(i) Organization Costs. Expenditures, such as incorporation fees,
attorneys fees, accountants fees, brokers fees, fees to promotors and
organizers, in connection with (i) organization or reorganization of a business,
or (1i) raising capital, are unallowable (see (g) above).

(j). Precontract Costs. Precontract costs are those which are incurred
prior to the effective date of the contract and which would have b'een allowable
thereunder if incurred after such date, Such costs are unallowable unless
specifically set forth and identified in the contract.

(k) Profits and Losses on Dispostion of Plant, Equipment, or Other
Capital Assets. Profits or losses of any nature arising from the sale or
. exchange of plant, equipment, or other capital assets, including sale or
exchange of either short or long term investments, shall be excluded in
computing contract costs (but see ASPR 15-204.2(e)(2) as to basis for de-
preciation),

(1) Reconversion Costs. Reconversion costs are those incurred in the
restoration or rehabilitation of the contractor's facilities to approximately
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the same physical arrangement and condition existing immediately prior
to commencement of the military contract work and include the cost of
removal of Government property. Reconversion costs are unallowable
except that the cost of removing Government property and the restoration
or rehabilitation costs caused by such removal are allowable 1f specifically
provided for in the contract,

(m) General,

(1) In addition, certain costs discussed in ASPR 15-204.2 are stated
to be unallowable. See for example:

(i) Advertising Costs, ASPR 15-204. 2{a), last sentence;
(ii) Depreciation, ASPR 15-204.2(e)(4), and (5), last sentence;

(iii) Professional Service Costs - Legal, Accounting, Engineering,
and Other, ASPR 15-204. 2(r)(3), first sentence;

(i\}) Recruiting Costs, ASPR 15-204. 2(s), last sentence;

(v) Royalties and Other Costs for Use of Patents, ASPR 15-
204, 2(v), both provisos; and

(vi) Taxes, ASPR 15-204. 2(y)(1)(i) through (iv).

(2) Certain other costs discussed in ASPR 15-204. 2 are unallowable
unless expressly provided for in the contract, or, in some cases, if au-
thorized or approved by the Government., See for example:

(i) Civil Defense Costs, ASPR 15-204, 2(c), last sentence;
(ii) Compensation for Personal Services, ASPR 15-204. Z(d) {5);
(iii) Depreciation, ASPR 15- 204 2(e)(5), first sentence;

(iv) Food Service Costs and Credits, ASPR 15-204. 2(g); last sentence;

(v) Insurance and Indemnification, ASPR 15-204, 2(i)(3)(iii) and
(iv), and (4);

(vi) Maintenance and Repair Costs, ASPR 15-204. 2(k)(2);

(vii) Overtime, Extra-Pay Shift, and Multi- Shift Premmms,
ASPR 15-204, 2(n), second sentence;
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(viii) Patent Costs, ASPR 15-204, 2(o), second sentence;

(ix) Professional Service Costs - Legal, Accounting, Engineering,
and Other, ASPR 15-204, 2(r)(3), last sentence;

(x) Rental Costs (Including Sale and Leaseback of Fécilities),
ASPR 15-204. 2(t)(3); : .

(xi) Royalties and Other Costs for Use of Patents, ASPR 15-
204, 2(v); ‘

(xii) Taxes, ASPR 15-204.2(y)(2); and

{xiii) Travel Costs, ASPR 15-204. 2(cc)(4).

24



OGC/GWM:lwt.
April 9, 1956

MEMORANDUM F_‘Ok THE ASPR COMMITTEE

““Subj: ASPR Case 53-44 - Revision of Section XV COnt‘ract Cost
Principles '

‘1. Pursuant to the request of the ASPR Committee at the special
meeting held on 6 April 1956, in connection with its consideration of
‘the draft of Part 2, Section XV, dated 29 March 1956, the under-
signed Special Editing Subcammittee has completed the editing of

the material submitted. The attached TABS A, B, C, and D set

forth composite drafts of this material as edited for retention in
Part 2. The attached TAB H sets forth a proposed new Part 7 setting
forth interim instructions for use in connection with facilities con-
tracts and clauses in other type cost-reimbursement type contracts

pProvidir.g for the acquisition of industrial facilities.

2. In addition, this Subcommittee recommends that existing Parts
4, 5, and 6 be treated in the manner respectively set forth in the
attached TABS E, F, and G, the Proposed action in regard to these
Parts to be effective simultaneously with the issuance of proposed
Part 2. Similar action is recommended in TAB I with respect to
existing Part 3,

CHARLES W. WILKINSON GEORGE W, MARKEY, JR. WILLIAMMUNVES
Lt. Colonel, SS JAG Navy Member Air Force Member
Army Member Chairman : '

oo/ sfn el s,
4 e
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TAB A

Proposed Revision of Title of ASPR Section XV, Part 2
and ASPR 15-200 - Scope of Part

(For substitution on first page of draft of 29 March 1956)

Part 2-Supply, Service, and Research and Development
‘ Contracts, with Eommerc_ia_l] Organizations
Heving -Gemmercial Type Accounting -Systerns

15-200 Scope of Part. This Part sets forth principles and standards

for the determination and allowance of costs in connection with cost-
reimbursement type contracts and cost-reimbursement type subcontracts
thereunder for procurement of supplies, services, and research and
development work, with contractors or subcontractors Lother than

such contracts and subcontracts to which Parts 3, 4.or 7 apply_.]
-havhrg-mn&e-r-e-ia—l-bype—aeeeuntiﬁg—sysm--Howeve!-r-thi-s--Pa-r-b—
dees-no-b—appl-’f-te-eorrt:mots-f-orhfa-ei-li-ﬁesr-eoqrs-t!ueﬁom-o-ra-re-hibee-ﬁ—engineer
services reiated 40 comatruciion.~-lt-also-dees -rot-apply 4o clauses-in supply-
e!-serﬂv-i-e&eentreebs—ﬁ&eh-provide—fo-r—-the-futnishitrg-of-ind-us-tria—l—fa-c&-li»bieSr




April 9, 1956 °

TAB B

Proposed Revision of ASPR 15-204. 2(f) - Depreciation
{For substitution on page 7 of draft of 29 March 1956)

15-204.2(f) Depreciation.
' * % *

(2) Depreciation on a contractor's plant, equipment, and
other capital facilities is an allowable element of contract cost; pro-

vided that the amount thereof / is computed/ :

(i) i-s—ee#a-puted—upou the _{__propertz7 cost basis used by the
contractor for Federal income tax purposes (see Section
167 of the Internal Revenue Code of 1954); and.ioi/

ﬂ;’.i) in the case of nonprofit or tax-exempt organizations,

- upon a property cost basis which could have been used
by the contractor for Federal income tax purposes
had such organizations been subject to the payment of
income tax; and in either case/

di) /Tiii_)-/- is- eomputed by the consistent application to the
‘ : assets concerned of any generally accepted accounting
method, including those recognized by Section 167 of
the Internal Revenue Code of 1954 /| re

i .

/ - N

{ ste: (1) XThe prpviso contpdrled in the last bpackets js an edited vesiop
; Of a lelw substafitive cong€bt sugegfdted b e Ajr For nd

\ lefy/aslan isglie at the dpedial ASPR mgfti g ot Agrirb, A954.
E The Nalvy Mas oppoggd its Ap€lusiod. he Xrmy h¥s confyfred
with theAir Force. '

(2) The two concluding sentences of the above subparagraph 2 should
be added without change immediately following the proviso con-
tained in the last brackets. -

; OGC/GWM:lwt ~ , _
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TAB C

Proposed Revision of ASPR 15-204, 2(j) - Insurance and Indemnification

(For substitution on page 9 of draft of 29 March 1956)

15-204.2(j) Insurance and Indemnification.

(1) Insurance includes (i) those types of insurance which the con-
tractor is required to carry under the terms of the contract, or. by specific
instruction of an authorized representative of the Government, and (ii)
any other insurance for which the contractor seeks reimbursement under
the contract. Indemnification includes /securmg the contractor aga.mst/
iiabilities to third persons not compensated by insurance or otherwise,.
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TAB D

Proposéd Revision of ASPR 15-204, 2(n) - Mater:al Costs |

(For substitution on pages 1l and 12 of draft of 29 March 1956)

12.204.2(ny Material Costs.

(I} Costs of direct and indirect material, and collateral items
such as inbound transportation and intransit insurance, are allowable,
subject, however, to (2) through (6) below, In computing costs of material,
consideration will be given to reasonable overruns, spoilage, and defective
work / (for correction of defective work, see the provisions of the contract
relat'}zg tc inspection and to correction of defective work)/ .

* ] %

(6) Costs of material or services sold or transferred between
plants, divisicns, or organizations, under common control, shali be
ailowable only to the extent of the cost to the transferor, or the prices
of other suppiiers for the same or substantially similar items, whichever
is iower /, unless factors other than price warrant allowance on the basis
ef the cost to the tra.nsferor/ provided that, in the case of any item
regulzrly manufactured and sold by any such transferor through com-
mercial channels, a departure from this cost basis is permissible if the
charge to the contract does not exceed eithew (i) the transferor's sales
price to-its most favored customer for the same item in like quantity,
or {ii} the prices of other suppliers for the same or substantially sim:ilar
itema /, whichever is the lower, unless factors other than price warrant
"owc.nce or. the basis of the transferor's sales price to its most favored

cu s*omer/

is
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TAB E

Proposed Revision of Existing ASPR Section XV Part 4-
Construction Contracts

¢

Part 4 - Construction Contracts
x % * * *

15-403 Examples of Jtems of Allowable Costs. . . .

(q) Pension and-retirement plans in accordance with the interpretation-
/pr1nc1p1es and standards/ set forth in para»gfaptpl5-6&1-/ASPR 15-204. Z(q)/
and group heaith, accident and life insurance plans (but see paragraph
15-404(b), (d), and (m)).
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TAB F

Proposed Revision of Existing ASPR Secticn XV, Part5 -
- Subjects Affecting Cost Which May Require Special Consideration

Part 5 - Subjects Affecting Cost Which May Require Special Consideration

1-200 Scope of Part. This pa.r'c:/_ﬁar_venumerates certain subjects
affecting cost which may require special consideration in connection with
tiz¢ negotiation or performance of cost-reimbursernent type contracts
an’ which are act specifically covered in Pevi-%~ Part 35 0r Part 4

of teis section. '

15-501  Corsiderzticn Required., It is important that Contracting Officers
and their negotiztors consider the subjects enumerated in paragraph
15-5302, and any other subjects not preciluded by the provisions of Rart

2y Part 3,.0r Part 4 of thie section {(whichever part is applicabie), for

tirte purpose of (i) determining which subjects if any ghouid be expressly
previded for in a particular cost-reimbursement type contract, and (ii)
incorporating appropriate clauses in the contraci. Action taken with
respect to any sucn subjects shall be reflected either in the contract

or in the record of contract negotiations.
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TAB ¢

Proposed Revision of Existing ASPR Section XV, Part 6 - Cost Interpretations

Note:

Part 6 - Cost Interpretations

vDelete balance of this Part and substitute therefor
the word "RESERVED",

- With respect to existing ASPR 15-601. 2 the subject of pension

plans is now covered in proposed ASPR 15-204. 2(q) (pages 12
to 15 of draft of 29 March 1956),

In accordance with decision of the Procurement Secretaries,
the subject of profit sharing is to be retained on the basis

now appearing in existing ASPR 15-601. 2(f). Presumably

this subject will be covered under proposed ASPR 15-204.2(d)

- Compensation for Personal Services which has been reserved
in the draft of 29 March 1956,

Wita respect to existing ASPR 15-602 - Depreciation, this
subject is now covered in proposed ASPR 15-204. 2(f) in the
draft of 29 March 1956, Existing ASPR 15-602 contains cross
references only to existing ASPR 15-204 (d), 15-205(b) and
15-20%5(0).
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TAB H

Proposed New ASPR Section XV, Part 7 - Facilities Contracts

Part 7» - Facilitiés Contracts

15-700 Scope of Part. This Part sets forth principles and standards
for the determination and allowance of costs in connection with cost-
reimbursement type contracts and cost-reimbursement type subcontracts
thereunder for the acquisition of industrial facilities to which the Govern-
ment takes title under the contract., This Part also applies to clauses

in any other cost-reimbursement type contracts or cost-reimbursement
type subcontracts thereunder, which clauses provide for the acquisition
of industrial facilities to which the Government takes title.

15-701 Applicability. Pending publication of the principles and standards
to be incorporated in this Part, Parts 2, 3.0r 4 shall be used to the extent
appropriate in accordance with Departmental procedures. ‘
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TAB I

Proposed Revision of Existing ASPR Section XV,
Part 3 - Research Contracts with Nonprofit Institutions

, J Part 3 - Research Contracts with Nonprofit Institutions

* % * * *

15-304 Examples of Items of Allowable Costs. . . .

_  (g) Pension and-retirement plé.ns in accordance with the interpretations
/principles and standards/ set forth in paragraph 15-601 / ASPR 15-204. 2(q)/
and group health, accident and life insurance plans (but see paragraph
15-305(k)). e T



LA

TABLE OF TITLES AND PARAGRAPH NUMBERS OF PRINCIPLES AND
STANDARDS FOR SELECTED ITEMS OF COST (ASPR 15-204. 2 and 15-204. 3)

15-204.2 Costs Allowable in Whole or in Part.

(a) Advertising Costs, _/__15-2_04._17

(b) Bidding Costs. /15-204.37

(c) Civil Defense Costs, /15-204.5/

(d) Compensation for Personal Services. 1_1-5-204. 7

(e) Contributions and Donations. /15-204.8/

(f) Depreciation. _/__15- 204, _7

(g) Employee Morale, Health, and Welfare Costs and Credits,
_/_15-204.19/ ' ' ‘

(h) Food Service Costs and Credits. /15-204.4/

(i) Fringe Benefits. /15-204.14/

(j) Insurance and Indemnific‘ation. 'LTS—204.1§7

.(k) Labor Relations Costs., 115-204.1_7

(1) Maintenance and Repair Costs, '_/__15-204.127

(m) Manufacturing and Production Engineering Costs. /_1—5-204. 227

(n) Material Costs, /15-204.21/

(o) Overtime, Extra-Pay Shift, and Multi-Shift Premiums.
/15-204, 24/ '

(p) Patent Costs, [1-5-204.227

(q) Pension Plans. /15-204.26/

{(r) Plant Protection Costs. _LT5-»204. 217 ‘

TAB A



i

(s) Professional Service'Cos.ts - Legal, Accounting, Engineering
and Other. /15-204.29/ v

(t) Recruiting Costs. /15-204,327

(u) Rental Costs (Including Sale and Leaseback of Facilities).
/15-204,33/

(v) Research and Development Costs, 1-15-204. 3&7

(w) Royalties and Other Costs for Use of Patents. 1—15-204. 35_7

f) -Service-and Installation Gosts: /15-204.36/ (deleted)

(x) Severance Pay. _/_TS_-204. 37_7

(y) Special Tooling Costs. 1_15-204. 3_8_7

(z) Taxes., 1—15-204.39_7_

(aa) Trade, Business, Technical, and Professional Activity Costs.
/15-204.40/

(bb) Training Costs. 1—1-5-204.41_/-

(cc) Transportation Costs., 1—15-204.4_2;/_

(dd) Travel Costs. /15-204.43/

(ee) General. 1_15-204.227

15-204. 3 Unallowable Costs.

(a) Bad Debts, /15-204,2/

(b) Contingency Reserves. 115-204.17

(c) Entertainment Costs. 1—15—204. _7 :

(d) Excess Facility Costs. 1_15-204. IE7
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. MEMORANDUM FOR THE ASPR COMMITTEE

Subj: ASPR Case 53-44, Revision of Section XV, Contract Cost Prinéiples

1. The joint report of the Editing Subcommittee and the Section XV Sub-
committee, dated March 9, 1956, dealt with the three matters submitted

by the Editing Subcommittee (report dated February 27, 1956), for resolu-
tion prior to completing the edited draft of Part 2, Section XV, and also
submitted a proposed edited draft of the entire Part, prepared by the Editing
Subcommittee. Except for the above three matters relating to Material and
Supply Costs, Research and Development Costs, and Pension Plans, the
Section XV Subcommittee had not participated in the edited draft. The
ASPR Committee requested consideration of this edited draft (TAB B attached
- to the joint report of March 9, 1956), jointly, by the Editing and Section XV
Subcommittees prior to further cbnsideratibn‘ by the ASPR Committee.
Commencing March 16, 1956, the joint subcommittees met almost daily -
through March 28, 1956, preparing the attached draft of Part 2, Section

XV, dated March 29, 1956.

2. The Section XV Subcommittee had fully recognized that its final draft

as considered by the ASPR Committee (Minutes of November. 22, 1955,

Item 3) was in need of, and strongly recommended that it receive, sub-
stantial editing. After certain revisions by the ASPR Commiitee, that

draft was submitted to the Editing Subcommittee for editing (Minutes of
December 13, 1955, Item 4). In the course of consideration by the joint
subcommittees of the draft of the Editing Subcommittee, it became apparent,
- with respect to various matters, that words originally included by the Sec-
tion XV Subcommittee in its draft to express a particular principle or limi-
tation or convey some other idea did not have the same meaning to account-
ing, procurement, and legal personnel. In other instances, it appeared that .
matters substantially agreed to in principle during the earlier deliberations
of the Section XV Committee had either not been covered at all or were
incompletely covered in the Section XV Subcommittee’s draft.

3. In view of the above circumstances, when there was general agreement
within the Section XV Subcommittee that a particular matter required dis-
cussion, the Chairman of the Editing Subcommittee, in presiding over the
joint subcommittee sessions, permitted such discussion. In no case, was



‘such discussion permitted on the basis of a unilateral request by any member
without concurrence - of the Section XV Subcommittee. The Air Force and
Army members of the Editing Subcommittee have questioned the authority

of the joint subcommittees to undertake certain of these discussions and will
file a separate report in regard thereto.

4, Except as indicated below and in the joint report of March 9, 1956, the
attached draft of Part 2, Section XV, has the unanimous concurrence of all
members of the Section XV Subcommittee from the stardpoint of substance,
and of the joint Editing and Section XV Subcommiitees from the standpoint
of editing. Owing to certain unavoidable circumstanrces, all members of the
Section XV Subcommittee were unable to be present at the final joint session
on March 28, 1956, and it has not been possible to clear the entire attacheddraft
of Part 2 with each of them within the time required for submission to the
ASPR Committee.

5. It is desired that the attention of the ASPR Committee be invited to the

following specific matters. Urnless otherwise indicated, reference to ASPR
paragraphs and related page numbers are fo such paragraphs and pages in
the attached draft of Part 2, Section XV, dated March 29, 1956.

A. Joint Report of March 9, 1956,

I. Material and Supply Costs. In the first two quoted excerpts under
2.A., of the joint report of March 9, 1956, on page 1, change ‘*‘trans-
feror'® to ‘‘transferee.’’ The title of the paragraph in which this
problem appears has been changed to Material Costs (see ASPR 15~
204.2(n)(6), at bottom of page 11).

II. Research and Development Costs. Joint Recommendation I under
paragraph 2.B. of the joint report of March 9, 1956 suggests that
further study be given to use of the term ‘‘product line”’ (see ASPR
15-204.2(v)(3), on page 18). ;

III. Pension Plans. The issues within the Editing Committee with
respect to this matter have been resolved, as discussed in paragraph .
2.C. of the joint report of March 9, 1956. (See ASPR 15-204.2(q),
pages 12-15 of attached draft which contains some additional minor
editing refinements.) '

Attention is also invited to the first paragraph on page 4 of the
joint report of March 9, 1956 and the question is posed whether
official acknowledgment should be made of the assistance furnished
by the Internal Revenue Service.



‘B. Research and Development Costs - ASPR 15-204.2(v), page 18.

In the proposed ASPR 15-204.2(v), Research and Development Costs,
the fourth and fifth sentences of subparagraph (2) (from ‘‘Generally,
the contractor . . .'’ through the end of the subparagraph ) appear to
set forth mstructions to the contracting officer rather than cost principles.
It is recommended that the fourth sentence be revised to read:

‘‘The contractor shall disclose to the Government the purposes
and results of any independent general research the costs of
which are reimbursed in whole or in part by the Government.'®

Alternatively, it is suggested that the fourth sentence be deleted from
Part 2 of Section XV and inserted elsewhere in ASPR as an instruction
to the contracting officer. In any event, it is recommended that the fifth
sentence, enumerating factors to be considered in providing for costs
of independent general research, be deleted from Part 2 of Section XV
and inserted elsewhere in ASPR, possibly either in Section III or in
Part 1 of Section XV. See, also, C.V, below.

C. Certain Differences Between Draft for Editing and Attached Part 2.

I. Scope of Part (ASPR‘IS-ZOO). The attached draft provides that
the same treatment be given to clauses in supply or service con-
tracts providing for the furnishing of industrial facilities and to
facilities contracts, i.e., both are excluded from the coverage of
Part 2. The draft for editing did not cover such facilities clauses.
Filing instructions, however, should contain a notation that Part 2
may be used ‘‘to the extent appropriate’’ for these purposes pending
publication of a separate Part covering facilities.

‘.¢'~’

II. Base Period (ASPR 15-203. i (c)). The draft for editing (ASPR
15-203.5) did not contain the first sentence which has been proposed
as a definition, or the third sentence.

III. Depreciation (ASPR 15-204.2(f)(2)). The draft for editing ¢ASPR
\15-204.9(b) ) .. includes the principles recognized under Section

167 of the Internal Revenue Code among any‘generally accepted
accounting principle$‘which may be used in the computation of
depreciation. The attached draft requires the contractor to follow
the same cost basis in regard to depreciation for contract costing
as it followed for Federal income tax purposes.

IV. Rental Costs (Including Sale and Leaseback of Facilities).
(ASPR 15-204.2(u)). Subparagraph (2) relating to charges in the
nature of rent between organizations under common control was not
included in the draft for editing although an ana?loéous principle had

3



o .
«'t"

(¢) Fines and Penalties. /15-204.13/

(f) Interest and Other Financial Costs. _/__15-204.1§7

- (g) Losses on Other Contracts. 1_1.5-204.1§7

(h) Organization Costs, L_IS- 204, 237

(i) Precontract Costs.  /15-204,287

(j) Profits and Losses on Disposition of Plant, Equipment, or
Other Capital Assets. /15-204,30/

(k) Reconversion Costs, 1_15-204. 31/_




been covered with respect to outright transfers of material and services
(ASPR 15-204. 2(n)(6)). '

V. Research and Development Costs (ASPR 15-204, 2(v)(3)). Unlike
the question of disclosure of independent general research, the ques-
tion of disclosure of independent related research was not covered

at all in the draft for editing. In keeping with the recommendation as
to disclosure of independent general research (see B. above), subpara-
. graph (3) dealing with related research has been modified by the follow-
ing addition in the third sentence:

"and provided further that the contractor discloses to
the Government the purposes and results of the research
and development, " :

VI. Training Costs (ASPR 15-204. 2(bb)).. The attached draft provides
that where training is conducted "by" an educational institution, the
cost of ""part-time'' training which is of the '"on-the-job type' is allow-
able without a specific contract provision. Discussions by the joint
subcommittees, however, indicate that further clarification may be
needed in regard to the meaning of "on-the-iob type'' training.

In regard to the costs of training "in'" educational institutions,
the proposed draft would make them unallowable 'except to the
extent specifically provided for in the contract in accordance with
Departmental instructions,'" The words "in accordance with De-
partmental instructions' were included by the joint subcommittees
in recognition of the fact that an area of increasing industry interest
is involved and that it would be unwise not to develop a basis for
consistent treatment. The added words appeared to afford the best
means of achieving reasonable consistency within the limited time
available for discussion of this item, The problem may well require
additional study.

VII. General and Administrative Costs (ASPR 15-203.5, page 4).
Under enumeration '{i)" of factors to be considered in determining
whether the method used for the allocation of general and administra-
tive expenses provides for an equitable result, the proposed draft
includes, 'the results obtainable by using the input cost method"

and also sets forth a definition of said method. This paragraph was
otherwise subjected to substantial redrafting in view of the consensus
of opinion within the Section XV Subcommittee that clarification was
necessary. ‘ ‘




VHI. Precontract Costs (ASPR 15-2%44,5(i), page 24). The parentheti-
cal reference to ASPR 15-1xx was included by way of compromise of an
issue within the Editing Subcommittee and, accordingly, this para-
graph was not discussed in the sessions of the joint subcommittees.

If Part 2 is approved with this reference included, the full reference

to the appropriate paragraph in Part 1 should be inserted before Part

2 is released for printing,

D, Matters Not Necessarily Requiring Final Actnon by the ASPR Com-
mittee Prior to Adoption of Part 2, Sectmn XV, =~

I. Pension Plans (ASPR 15-204.2(q)(3)(iv-)(B). page 15). Attention
is invited to the matter of ''Implementation of 'Side' Agreements"
which is discussed in paragraph 4. A. of the Editing Committee
report of February 27, 1956, In the draft there discussed, _the pro-
blem was related to proposed ASPR 15-204. 2(q)(3)(111)(B) /ASPR
15-204, 26d in the draft for ed1t1ng/

II. Overtime, Extra-Pay Shift, and Multi-Shift Premiums, ( ASPR
15-204. 2(o), page 12). Attention is invited to the recommendation with
respect to this matter in paragraph 5.A. of the Ed1t1ng Committee
report of February 27, 1956. Discussions of the joint subcommittees
emphasize that the term "authorization" and "prior approval'" are

not uniformly understood.

6. It has not been possible in the time available for submission of this report,
to set forth all of the differences between the draft submitted for editing and
the attached draft. In this connection, it is recommended that, when this
Part 2 is given detailed consideration by the ASPR Committee, the members
of the Section XV Subcommittee be invited to participate for purposes of
isolating and explaining such changes and the reasons therefor to the extent
deemed appropriate by the ASPR Committee, In view of the substantially
different numbering scheme which has been employed in the attached draft
with respect to the Princ1p1es and Standards for Selected Items of Cost,
covered under. proposed ASPR 15-204, a table has been prepared (TAB A
attached) showing the title and lettered paragraph de s1gnat10n of each item



in the attached draft of Part 2 followed by brackets containing the corres-
ponding paragraph reference in the draft submitted for editing,

Editing Subcommittee:

GEORGE W. MARKEY, JR,
Navy Member
Chairman

_ CHARLES W, WILKINSON=*
Lt. Colonel, SS JAG
Army Member

JOHN W, PERRY*
Air Force Member

Section XV Subcommittee:

Army: Navy:

J. O. Hunnicutt, Jr., Maj., DCSLOG Arthur C. Sawa.llisch, ONM
T. P. Partyka, Hq. AAA James Ruttenberg, OC-N

J. A. Mays, Hq. AAA E. T. Cook, OC-N(alternate)

' Mrs. Edith Niedling, OC-N
(alternate)

DOD: Air Force:

H. H. Gallup, OSD (S&L) _ ‘Paul M. Southwell, AFMPP
Chairman, Section XV Subcommittee - George A. Rudigier, AFAUD

6

* Will submit separate report.



APR2 1956

MEMORANDUM FOR THE CHATRMAN, ASPR COMMITTEE
SUBJECT: Case 55ohh: Revision of Section XV, Contract Cost Principles h
Separate Report of the Army and Air Force members,
Editing Subcommittee »

1. The Army and Adr Force members of the Editing Subcommittee
understood that the Bditing Subcomuittee's report of March 9, 1956
was returned to that Subcommittee aolel& to fesolve, with the Section
XV Subcommittee, am} substantive differences betwsen that report and
the materials approved by the .ASPR Committee in December 1955. On the
contréry, a great part of the time of the two Subcormittees in the past
two weeks has been devoted to consideration of entirely new substantive
concepts put forth by various members of the Section XV Subcormittee, .
Since the Army and Air Force members of the Editing Subcommittee do not
consider most of the changes made in the past two weeks necessary to
conform the edited draft substantively to the draft approved by the ASPR
Committee, and since they do not know which, if any, of the many new
concepts have already been considered and rejected by the ASPR Committee
or by the individual ASPR Committee members from the Departments in
which the concepts originated, they are not able to recommend approval
of the materials now being submitted to the ASPR comnittee. |

2. As examples, attention is directed tp the paragraphs listed
below; ‘

8. 15-200 hds been revised to exclude supply pomtracts with
contractors not haﬂng commercial type accounting systems, and to exclude

clauses in supply or ‘service cantracts providing for the acquisition of
facilities.



e e

| b,  15-203 .c) has been revised by adding ) first and third

sentences. The first gentence defines '!base,i:eriod.'_' The third sentence
vas added to preclude the idea that 21l indirect costs allocable to a
contract which ran for several years had to be charged to one selected
fiscal year.

¢, 15-203.5 has been revised to include the "input cost method"
as a yardstick for determining whether the contractor's method of distribut~
ing general and administrative costs is equitable and has deieted direcf.
reference to invéritozy variations.

de 15-20L.2(£)(2) as approved by ASPR and as originall& edited

provided that depreciation should be "based upon original acquisition

coste" As now changed the paragraph ignores acquisition cost and bases
depreciation on whatever base is used for Federal income tax purposes.
Read in conjunction with 15-20L.3(j) this pérag:'aph originally requiz;ed
that the contractor ignore, fdr_ .Govermnent contract cost purposes, both
profits and losses on trade-ins. In additim; applicgtion of this para-
graph (£)(2) as now revised to tax-exempt corporations which have comercial
type accounting systems, will be difficult.

e. 15-20L4.2(£)(5) has been changed to prohitdt use charges on
assets acquired without cost to the contractor. | ‘ : '

£. 15-20L.2(n)(5) which did require that inventory discrepancies
be included in arriving at “the éost of material® now requires that they
be included in arriving at "the cost of performance.®

g€ 1520L.2(u)(2) is an entirely new paragraph limiting the
rentals which may be charged between plants, divisions, or orga.nizations

under common control.




h. 15-20L. ,_,.'r)_(3) has been changed to requi }disclpure to the
Government of the purposes and results of related research and development
for which the contractar is reimbursed in whole ar in part bty the Govern-
ment,

i, 15-20L.2(aa)(1) has been limited to the costs of the con-
tractor's memberzhip in organizations, as distinguishsd from the costs of.
membership of contractur employees. -

Jo 15-20L.2(bb) has been changed to limit on-the-job training
conducted by educational institutions to part-time training, and to require
Departmental implementation before training in educational institutions cen
be'provided for in a contract,

ke 15-20L.3(d) has been changed to:

(15 disallow costs of rgggiring 4dle and excess facilities;
(2) Limit the provision to contractor-owned facilities; and
(3) clarify the assumed meaning of "standby purposes.®

1. 15-20L.3(j) has been changed by adding a cross reference
which is in fact an exception.

3. If a generalization may be hazarded, the changes made in the past
two weeks tend to negate the idea of looking to the "reasoﬁableness" of
costs incurred, and substituting therefor various rigid rules of allowa-
bility of costs. This trend in turn is attributable, at least in part, to
the idea expressed by certain members of the Section XV Subcormittee that
the doctrine of "reasonableness" expressed in 15-201.2 permits only
questioning thé reasonableness of the price paid as compared to what the
contractor got but does not permit questioning the reasonableness of the
contractor's i.ncuiring the cost in the first place. Possibly this limited
interpretation of “reasonablensss" is due to the school of thought which
considers Part 2 of Section XV to be an audit manual.




-

b The Army ad .Ai.r Force mém‘bers of the Editi.«sé Subcommi ttee
recommend that the ASPR Committee review the materials now being sub-
mitted on the subject case as if they were an entirely new substantive
submission from the subject Sﬁbcomittee, subject only to recoénition

that the submission has been edited.

Lt. Col. Charles W, Wilkinson John W. Perry
Army Member Air Force Memder
Editing Subcommittee : Editing Subcommittez



February 27, 1956
MEMORANDUM FOR THE ASPR COMMITTEE

. Subj: ASPR Case 53-44, Revision of Section XV, Contract Cost
Principles _

" 1. The Editing Committee has substantially completed its task with respect
to the draft of Part 2, Section XV, submitted for editing in accordance with
Item 4 of the Minutes of the ASPR Committee Meeting of 13 December 1955,
In accordance with instructions of the Staff the edited Part is not submitted
herewith; however, it can be submitted in final edited form immediately
after resolution of the following three matters.

A. Consideration by the ASPR Committee of certain new sub-
stantive matter introduced by the Editing Subcommittee in
connection with Material and Supply Costs (proposed
ASPR 15-204. 2(n){6)). This is discussed in paragraph 3. A,
below.

B. Consideration by the ASPR Committee, in connection with
Research and Development Costs (proposed ASPR 15-204.2
- (v){(3), of the need for clarification of the term "product
line'" and; also, of the possibility of an inequity in regard
to the allocation of costs allowable under the subject sub-
. paragraph. This is discussed in paragraph 3. B. below.

C. An issue within the E‘d{fing Subcommittee with respect
to the costs of Pension Plans (proposed ASPR 15-204. Z(q))
This is discussed in paragraph 3. C. below.

2. In addition to the foregoing there are certain other matters which the
members of the Subcommittee wish to bring to the attention of the ASPR
Committee. These matters are discussed in paragraphs 4 and 5 below.
They do not necessarily require resolution by the ASPR Committee prior
to reproducing the edited Part,

3. The matters requiring consideration by the ASPR Committee prior to

- reproducing the edited Part are discussed under A, B, and C of this para-
graph., It should be noted that the numbering of the edited Part is entirely
different from that in the draft for editing. For convenience of reference,
the heading for each comment in this paragraph, as well as elsewhere in
this report, sets forth the number of the applicable paragraph and sub-
paragraph in the edited Part followed by brackets conta1n1ng the corres-
ponding number in the draft for editing.



Material and Supply Costs - ASPR 15-204. 2(n){6) /15-204. 21/

The subject subparagraph as edited provides:

''(6) Costs of material, services, or supplies,
sold or transferred between plants, divisions, or
organizations, under common control, are allowable
only to the extent of the cost to the transferor [, or
the cost to the transferee, or the prices of other sup-
- pliers for the same or substantially similar items,

whichever is lowest;/ provided that, in the case of
any item re gularly—manufa.ctured and sold by any
such transferor through commercial channels, a de-
parture from this cost basis is permissible if the
charge to the contract does not exceed either (i) the
transferor's sales price to its most favored customer
for the same item in like quantity, or (ii) the prices
of other suppliers for the same or substantially
similar items." '

In editing this subparagraph, the Subcommittee has added the
words in brackets at the end of the first sentence in the draft
for editing, immediately following the word "'transferor."

The inclusion of these words presents an addition of substance
- which is for consideration by the ASPR Committee

" Research and Development Costs - ASPR 15-204. 2{v)(3)
/ 15-204, 34b{ii)/

The subject subparagraph as edited provides:

'""(3) Related research is that type of research which
is directed toward practical application of science, De-
velopment is the systematic use of scientific knowledge
directed.toward the production of useful materials, de-
vices, methods, or processes, exclusive of design, man-
ufacturing, and production engineering (see ASPR 15-204.2
(m)). Costs of a contractor’s independent related research
and development (that which is not sponsored by a contract,
grant, or other arrangement) are ailowable under any cost
type production contract if allocated to all production work
of the contractor; provided the research is related to the
contract product or product line. Such research costs
are unallowa.ble under cost type research and development
contracts.




From the above, it will be noted that independent related research
and development costs are allowable only if related to the con-
tract product or "product line", but that such costs must be al-
located '"'to all production work of the contractor.'" The Editing
Committee is of the view that the term 'product line'" is suscept-
ible of different interpretations and, in the interests of clarity,
suggests that the ASPR Committee give consideration to the use
of more meaningful terminology or to the development of a
precise definition. Also, it appears that the requirement for
allocating related research and development costs to ''all pro-
duction work of the contractor' may create an inequity. Under
the circumstances, it may be desirable to consider whether

the current requirement for allocation to "all production work

of the contractor" should be revised to require allocation to

all production work in connection with the "product line' as

that term may subsequently be defined or otherwise clarified.

Pension Plans - ASPR 15-204, 2(q) /ASPR 15-204,26/

The Chairman and the Army and Air Force members are not
in agreement with respect to the subject paragraph as to the
matters set forth below.

I. Substantive Change. The major difference of opinion
arises over the question whether the edited version of proposed
ASPR 15-204, 2(q)(iii) acceptable to the Army and Air Force
members varies substantively from the corresponding para-
graph /15 204.26d/ of the draft for edxtmg. The latter para-
graph prov1des

'""d. In determining the net costs allocable to mili-
tary contracts, consideration will be given to the possi-
bility of future abnormal termination credits or gains
and the effect such credits or gains would have upon .
current costs. These termination credits or gains will
arise with respect to individuals for whom current costs
are being incurred by the contractor but whose employ- -
ment will terminate before they acquire a vested right to
the benefits purchased or funded by current costs. When
such credits or gains are foreseeable and their worth
can be evaluated with reasonable accuracy, an equitable
adjustment of current costs to give effect to the anticipated
future credits or gains will be made. Such equitable ad-
justment can be accomplished either by discounting the
current costs otherwise allocable or by obtaining realistic

3



recognition in the actuary's calculation of current

costs so that the current costs do, in fact, reflect the
discount for the abnormal termination credits or gains
which are anticipated. However, most often such ab-
normal credits or gains, if foreseeable at all, are not
susceptible of being evaluated at the time of contracting’
because neither the timing nor the severity of the termina-
tion actions will be known., Under these circumstances,
the Government‘s interest in such abnormal credits or
gains will be preserved for retrospective evaluation

and accounting. If a contractor has but one or relatively
few Government contracts, an appropriate contractual
provision may be used to preserve the Government's
interest by providing retrospective accounting and any
necessary adjustment to pension plan cost incurred
under the contract. In other cases, where a contractor
is not limited to one or few Government contracts or
there is reasonable probability he will receive fcllow-on
contracts, a separate contractual ''side' agreement will
be negotiated having application to all pension costs
allowed under contracts with the particular contractor
and provide for an accounting of abnormal credits or
gains, as that term is defined in the agreement, arising
by reason of a cutback or cessation of Government con-
tract work, " ' o

There is set forth below, as proposed ASPR 15-204. 2{q}(3){iii),
a consolidated edited version of the preceding paragraph. The
Army and Air Force members are in agreement with all ex-
cept the words in brackets which the Chairman considers
necessary to avoid a substantive change in the draft for editing.
If the Chairman's version is adopted, the underlined word 'and"
preceding the '"or' in each of the first two sets of brackets
should be deleted.

""(iii) in determining the net costs allocable to
military contracts, consideration shall be
given, in accordance with {A) and /or/

(B) below, tothe effectupon current costs of
possible future abnormal termination credits
or gains which may arise with respect to in-
dividuals for whom current costs are being
incurred by the contractor but whose employ-
ment will terminate before they acquire a
vested right to the benefits purchased or
funded by current costs —

4 .




""(A) when such credits or gains can be
currently evaluated with reasonable
accuracy, an equitable adjustment of
current costs to give effect to the antici-
pated future credits or gains shall be
made, either by reducing the current
costs otherwise allocable or by obtaining
realistic recognition in the actuary's
calculation of current costs so that the
current costs do, in fact, reflect the
reduction for the abnormal termination
credits or gains which are anticipated;
and Jor/

"(B) /when such credits or gains cannot be
_currently evaluated with reasonable
accuracy, / such pension plan costs
incurred under the contract shall be
subject to retrospective accounting and
any necessary adjustment for subsequent
termination credits unless the Government
and the contractor agree in writing upon
any necessary adjustment, or the method
of determining such adjustment, "

II. Consistency with Interpretation in Part 6, Section XV,

A lesser difference also exists within the Editing Subcommittee
with regard to proposed ASPR 15-204. 2(q)(2). Here, the dis-
agreement does not involve the question whether the edited
version acceptable to the Army and Air Force members is
substantively different from the corresponding subparagraph
/15-204.26c/ in the draft for editing but the question whether

‘it was intended that the latter draft should be significantly
. different from the interpretation set forth in Part 6, Section

XV. The Chairman is of the view that an apparently un-
explained significant difference does exist with respect to
the coverage of pension plans for nonprofit and other tax
exempt organizations,

Subparagraph 15-204. 26¢ of the draft for editing provides:

"'c. The costs of a pension plan approved by the
Military Department concerned, to the extent such
costs are claimed and deductible for income tax purposes
(or are determined to be reasonable in the case of non-
profit or tax exempt organizations), are allowable except

5




as otherwise determined unallowable under this
paragraph. Such costs may include excess con-
tributions to the éxtent such contributions are
claimed and allowed for Federal income tax
purposes in the current taxable period. In cases
where the Internal Revenue Service withdraws
approval of a plan, an appropriate adjustment of
contract cost will be made for contributions dis-
allowed for tax purposes which previously had been
allocated to and allowed as contract costs. '’

It is the Chairman's understanding that no particular reason
existed within the Section XV Subcommittee for significant
departure from the current treatment of the pensicn plans
of nonprofit or tax exempt organizations, set forth in part
in ASPR 15-601, 2(b), as follows:

""(b) Pension or retirement plans of a contractor
which are subject to approval of the Bureau of Internal
Revenue must have been so approved before costs
under the plans may be accepted as charges to Govern-
ment contracts, Many plans of nonprofit or other tax
exempt organizations are also reviewed and approved
by the Bureau of Internal Revenue-- when not so re-
viewed and approved, each such plan will be reviewed,
and approved or disapproved, by the Departfnent to
which audit cognizance is assigned, using, insofar as
applicable, the criteria and standards of the Internal
Revenue Code and the regulations of the Bureau of
‘Internal Reveuue. In any case where the Bureau of
Internal Revenue withdraws approval of a plan, approval
‘of amounts allocated to contract costs will be withdrawn
accordingly, " -

Since Part 6, Section XV, received extended consideration by a
Subcommittee addressing itself to that specific problem, the
Chairman is of the view that significant departures therefrom
should be avoided unless clearly intended and adequately justified.

There is set forth below, as proposed ASPR 15-204, 2(q)(2) and
(3)(i) and (ii), a consolidated edited version of the above sub-

- paragraph 15-204.26c, with the controversial portions favored
by the Army and Air Force members underlined and those
favored by the Chairman in brackets,

6




"(2). Consideration, and approval or disapproval,
of all pension plans and the method of determination of
the costs thereof /of approved plans/ shall be the respon-
sibility of the Department to which audit cognizance is
assigned and subsequent action taken by that Department
will, generally, be accepted by the other Departments.
Plans which are subject to the approval of the Internal
Revenue Service must have been so approved prior to
consideration by the cognizant Department; however,
approval of a plan by the Internal Revenue Service does
not necessarily assure the allowance of the costs of
such a plan by the Department concerned. Pension
plans of nonprofit or other tax exempt organizations

are not required to be reviewed and approved by the

Internal Revenue Service. /Many pension plans of

nonprofit or other tax exempt organizations are re-
viewed and approved by the Internal Revenue Service
although such review and approval is not required.
When the plans of such organizations are not reviewed
and approved by the Internal Revenue Service, the
cognizant Department shall review, and approve or
disapprove, such plans, using, insofar as applicable,
the criteria and standards of the Internal Revenue Code
and the Regulations of the Internal Revenue Service. /

'"(3) Reasonable costs of p'ension plans approved by
the cognizant Military Department are allowable subject
to the following conditions:

(i) except in the case of nonprofit or tax
exempt organizations, such costs, in-
cluding excess contributions, are allow-
able only to the extent claimed and
allowed for Federal income tax purposes
in the current taxable period;

"{(ii) in cases where the Internal Revenue Serv-
ice withdraws approval of a plan, /whether
or not review of the plan by Internal Revenue
Service was mandatory, / an appropriate
adjustment of contract costs shall be made
for /which, except in the case of nonprofit
and tax exempt organizations, shall take
into account/ contributions disallowed for
tax purposes which previously had been
allocated to and allowed as contract costs;"

7
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Internal Revenue Service although such review and approval is not required.
When the plans of such organizations are not reviewed and approved by the
Internal Revenue Service, the cognizant Department shall review, and approve
or disapprove, such plans, using, insofar as applicable, the criteria and
standards of the Internal Revenue Code and the Regulations of the Internal
Revenue Service. /

(3) Reasonable costs of pension plans approved by the cognizant
Military Department are allowable subject to the following conditions:

(i) except in the case of nonprofit or tax exempt organizations,
such costs, including excess contributions, are allowable
‘only to the extent claimed and allowed for Federal income
tax purposes in the current taxable period;

(ii) in cases where the Internal Revenue Service withdraws
approval of a plan, _/_whether or not review of the plan
by Internal Revenue Service was mandatory, / an appro-
priate adjustment of contract costs shall be made for
/ which, except in the case of nonprofit and tax exempt
organizations, shall take into account/ contributions
disallowed for tax purposes which previously had been
allocated to and allowed as contract costs;

(iii) in determining the net costs allocable to military contracts,
consideration shall be given, in accordance with (A) and
/or 7 (B) below, to the effect upon current costs of poss1-
ble future abnormal termination credits or gains which may
arise with respect to individuals for whom current costs are
being incurred by the contractor but whose employment will
terminate before they acquire a vested right to the benefits
purchased or funded by current costs —

(A) when such credits or gains can be currently evalu-
ated with reasonable accuracy, an equitable ad-
justment of current costs to give effect to the anti-
cipated future credits or gains shall be made, either
by reducing the current costs otherwise allocable
or by obtaining realistic recognition in the actuary's
calculation of current costs so that the current costs
do, in fact, reflect the reduction for the abnormal
termination credits or ga.ms which are anticipated;
and /or/

TAB A
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(B) /Ghen such credits or gains cannot be currently evalu-
ated with reasonable accuracy,_/ such pension plan costs
incurred under the contract shall be subject to retrospec-
tive accounting and any necessary adjustment for sub-
sequent termination credits unless the Government and
the contractor agree in writing upon any necessary adjust-
ment, or the method of determining such adjustment.

(4) The allowability of costs of lump sum purchases of annuities
or of lump sum cash payments or periodic cash payments made to provide
pension benefits for retiring or retired employees other than such costs
incurred under approved pension plans shall be subject to consideration on
an individual case basis.

NOTE — The above proposed ASPR 15-204.2(q) is a consolidated edited
version of paragraph 15-204.26 of the draft for editing. The
controversial material favored by the Army and Air Force
members is underlined and that favored by the Chairman is
in brackets.

TAB A



The Chairman is of the view that the underlined third sentence
of subparagraph (2) treats the problem of pension plans of non-
profit and other tax exempt organizations in a manner which
is too cryptic. If it is desired that the treatment of the problem
 be substantially parallel to that in existing ASPR 15-601, 2(f),
the Chairman recommends the deletion of the underlined
sentence and substitution of the maté:ial in brackets which
follows in both subparagraphs (2) and (3).

. Attached as TAB A is a consolidated edited treat_r_rrxent of
Pensions Plans -- ASPR 15-204. 2(q) /15-204. 2_63_/ “in which

- the controversial portions favored by—ihe Army and Air Force
members are underlined and those favored by the Chairman

~are in brackets. ‘

4, The Chairman further invites the attention of the ASPR Committee to

the following which is one of the matters referred to in paragraph 2 above
as not necessarily requiring final action by the ASPR Committee prior to
reproduction of the edited Part. ‘

Pension Plans - ASPR 15-204. 2(q)(3)(iii) (B) / 15-204.26d/

A, Implementation by ''Side' Agreements, In connection with
subject subparagraph (see TAB A attached), it is noted that
the ASPR Committee recently considered the development
of an agreement for Government-wide or ‘DOD-wide use to -

_provide for the recovery of reversionary credits of costs of
.pension plans (see ASPR Case 55-111, Item 1l of the Minutes

of December 13, 1955). This case was withdrawn by the Army
ASPR Committee Member on the basis of the prior considera-
tion given to the general problem of reversionary credits by
‘the ASPR Conference in Case 51-34 (see Item 8 of the Minutes
of April 8, 1952). In that case, the ASPR Conference approved
the report of the Contract Cost Subcommittee of 13 March 1952,
which recommended as follows:

- ""The Committee feels that what is needed
here is appropriate impleméntation by the mili-
tary departments to their auditors and contract
negotiators so that pension costs will be questioned
and proper action taken thereon where appropriate.
It does not believe that any action by the ASPR Con-
ference beyond concurrence with this viewpoint is
necessary or desirable at this time.' (Empbasis
added.)




i
'

It is understood that each of the Departments has been ex-
perimenting with the development of agreements to.provide
for the recovery of reversionary credits, of the same gen-
eral type as referred to in Case 55-111, and that, in the
interests of achieving uniformity, there has been informal
coordination among representatives of the Departments,
Paragraph 15-204, 26d of the draft for editing (set forth in
paragraph 3. C, above) refers to similar agreements as
""gide'' agreements, Under the cifcumstances, the ASPR

- Committee may wish to consider whether further action
on the matter of DOD-wide agreements providing for the
recovery of reversionary credits is appropriate at the
present time,

B. Further Implementation. . It is suggested that it may be
desirable to consider whether further implementation of
the subject subparagraph is appropriate. Attention is in-
vited to ASPR Case 55-47 - Cost Reimbursement Type Con-
tracts - Development of Standard Basic Forms for Release
and Assignment of Credits, Refunds, and Rebates, for
possible consideration in this regard.

5. The Editing Subcommittee invites the attention of the ASPR Committee
to the following as one of the matters referred to in paragraph 2, which do
not necessarily require final action by the ASPR Committee prior to re-
production of the edited Part, '

Overtime, Extra-Pay Shift, and Multi- Shift Premiums- ASPR 15-204. 2(o)
7 15-204.24/

The subject paragraph provides as follows:

"(o) Overtime, Extra-Pay Shift, and Multi-Shift
Premiums., The premium portion of overtime, extra-
pay shift, and multi-shift payments to direct labor
employees may be classified as either direct or in-
direct labor costs, but the amount of such premiums
shall be separately identified. Costs of such premiums
on direct labor are allowable only to the extent expressly
provided for in the contract or otherwise authorized by
the Government (see ASPR 12-102 for further information
concerning the policy regarding such authorization). When
direct labor cost is the base for distribution of overhead,
the premium portion of overtime payments shall not be
included in that base. The premium portion of overtime,
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PROPOSED ASPR 15-204.2

(q) Pension Plans.

(1) A pension plan is a plan which is established and maintained by
a contractor primarily to provide systematically for the payment of definitely
determinable benefits to its employees over a period of years, usually for
life, after retirement.  Such a plan may include disability, withdrawal,
insurance, or survivorship benefits incidental and directly related to the
pension benefits, Such benefits, generally, are measured by, and based on,
such factors as years of service and compensation received by the employees.
The determination of the amount of pension benefits and the contributions to
provide such benefits are not dependent upon profits. Benefits are not
definitely determinable if funds arising from forfeitures on termination of
services or other reason may be used to provide increased benefits for the
remaining participants instead of being used to reduce the amount of con-
tributions by the employer. A plan designed to provide benefits for employees
or their beneficiaries to be paid upon retirement or over a period of years
after retirement shall be considered a pension plan if, under the plan, either
the benefits payable to the employee or the required contributions by the
contractor can be determined actuarially. (Retirement plans which are
based on profit-sharing shall not be considered to be pension plans within
this paragraph (q). )

(2) Consideration, and approval or disapproval, of all pension
plans_and the method of determination of the costs thereof Lof approved
plans/ shall be the responsibility of the Department to which audit cognizance
is assigned and subsequent action taken by that Department will, generally,
be accepted by the other Departments. Plans which are subject to the ap-
proval of the Internal Revenue Service must have been so approved prior to
consideration by the cognizant Department; however, approval of a plan by
 the Internal Revenue Service does not necessarily assure the allowance of
the costs of such a plan by the Department concerned. Pension plans of
nonprofit or other tax exempt organizations are not required to be reviewed
and approved by the Internal Revenue Service. / Many pension plans of non-
profit or other tax exempt organizations are reviewed and approved by the

TAB A




extra-pay shift, and multi-shift payments to indirect
labor employees is allowable without prior approval,

if reasonable, and if allocated on a pro rata basis to
commercial as well as Government work, When such
premium costs are charged as indirect costs, the

amount allocated to Government contracts shall be
equitable in relation to (i) the amount of such premium
costs allocated to non-Government work being con-
currently performed in the contractor's plant and (ii)

the factors which necessitate the incurrence of the costs.

It is considered that an appropriate subcommittee familiar with
the policy set forth in ASPR 12-102 should be asked to reconsider
that ASPR provision in the light of proposed ASPR 15-204, 2(o).
It is considered that particular attention should be addressed

to the terms "authorization'' and "prior approval', and to the
matter of premium pay to indirect labor employees which is

not now specifically treated in ASPR 12-102, '

6. It is requested that the Editing Subcommittee be furnished instructions
with respect to the matters set forth in paragraph 3 and that the ASPR
Committee take such action as may be appropriate with respect to the
matters set forth in paragraphs 4 and 5, '

GEORGE W. MARKEY, JR.
Navy Member
‘Chairman

CHARLES W. WILKINSON
Lt. Colonel, SS JAG
Army Member

JOHN W. PERRY
Air Force Member .
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OFFIC: OF THE ASSISTANT SECRETARY OF DhwENSE .
Washington 25, D. C.

November 1, 1955

MEMORANDUM FOR THE ASPR COMMITTEE

SUBJECT: Case 53-Ll, Revision of Part 2, Section XV

Your Subcommittee has reviewed the comments of the following with respect
to subject: NSIA, MAPI, REIMA, NAM, AMA, C. of C., AIA, American Institute
of Accountants, Council of Profit Sharing Industries, and Comptrollers
Institute of America. These comments resulted in numerous revisions of our
3/23/55 draft. -

At the outset, the subcommittee wishes to draw attention to certain major
issues with industry which are historic and have not been resolved in this
draft to the complete satisfaction of industry. While these issues have been
taken up separately in this report, they are mentioned here because of their
importance and long standing differences. They are (1) 15-203.3, Selling
and Distribution Expenses, (2) 15-204.1, Advertising, (3) 15-20L.1l, Enter-
tainment, (L) 15-20L.16, Interest and (5) 15-20L4.18, Losses on Other Contracts.

Industry made the following general observations which the subcommittee
believes worthy of mentionings, First, they object to the requirement, in many
cases, that some costs to be allowable must be ypon authorization by special
contract provision or by written authorization of the contracting officer,
rather than just the approval of the contracting officer. '

Second, throughout the proposed draft there is interjected a requirement .
that the auditor evaluate the equities of the situation, in addition to his
usual function of measuring the reasonableness of the amount and the proper
allocability of the item. Section XV should be limited to indicate types
and amounts of cost which are or are not allowable in cost-type contracts
and it should not be made an audit manual for the various services,

The third observation is that detailed implementing instructions of the
departments should be prepared prior to the publishing of this section.

The following paragraphs contain what the Subcommittee considered to be
major unresolved issues with industry, certain differences which developed

- within the Subcommittee, and other comments on particular paragraphs of the

drafte.

15-200 Scope of Part.
INDUSTRY POSITION

A statement should be included to the effect that Section XV is not
applicable to fixed price contracts, including those with price redetermina-
tion provisions. ‘ A




SUBC EE_POSITI

The proposal is not acceptable since audit agencies have no alternative
at present other than to use Section XV as a guide in auditing these contracts.

wmﬁmww
INDUSTRY POSITION
Costs should not be measured by the new criterion “significant deviation

in the established practices of the contractor which substantially increase
the contract costs,"

SUBCOMMITTEE POSITION

This new criterion is only one of the factors affecting allowability of
costs, This does not take anything away from the contractor. If the reason
for the deviation is justified, costs may still be allowed.

AIR FORCE MINORITY POSITION

The Air Force Procurement member does not agree with the subcommittee!s
" change of insertiug the parenthetical phraee "(including independent research
projects)" in paragraph 15-203.2.

The Subcommittee's purpose 1n inserting this phrase was to cover those
few situations where contractors do not have & separate research department but
perform their research in their engineering departments. To meet these
situations, the subcommittee wanted a statement in Section XV to provide that
where independent research is performed in an engineering department, allocation
of indirect engineering expenses will be made to such research work.

The objection nf the Air Force procurement member stems from the belief
that such statement is unnecessary since the purpose of inserting the paren-
thetical statement is already accomplisned by the present wording of recogniging
independent research expenses in paragraph 15~204.34c:

"Independent research projects'vill absord their appropriate
share of indirect expenses of the depertment where research work
is performed."

Furthermere, the insertion of the perenthetical statement makes peragraph

- 15-203.2 subject to misinterpretatian since a literal reading of the
peragraph with the insertion is likely to be to the effect that indirect
engineering expenses of the engineering department should be allocated to
research projects even though such work is performed in a research department
independent and apart from the location of the engineering department. This,
of course, was not what was intended. The Air Force procurement member,
therefore, recommends the deletion of the parenxheticel statement,



115-203.3 Selling and Distribution Expense.

INDUSTRY POSITION

Selling and distribution expenses are generally a cost which should be
acceptable as allocable to Government contracts by associating such expendi-
tures with an indirect benefit to Govermment work, It contends that the
Government stands to benefit by being able to place orders for standard
commercial products or specially designed products with companies which,
through expenditures for advertising, sales promotion and selling activities,
have capacities to produce efficiently and quickly the requirements of the
Government that otherwise could not be possible without delays and expendi-
tures. Industry would like the allowable costs more clearly defined. How-
ever, it is noted that the American Institute of Accountants says: "This
treatment of selling expenses seems entirely satisfactory to me, and is in
agreement with good industrial and contract practice."

SUBCOMMITTEE PQSITION

Pure selling expense of the contractor as such is unallowable for the
reason that it is not necessary and does not contribute anything to the
performance of the contracte, Generally, any type of marketing expense in
the ordinary sense is not considered to be necessary in contract performance
and is not required in doing business with the Govermment. However, the
Subcommittee does feel that a reasonable demonstration that his technical,
consulting and related beneficial services which are for purposes of appli~
cation and adaptation of the contractors products may justify allocation of
Government contracts. Any further liberalization would be unjustified.

15-203.L4 General and Administrative Expenses.

INDUSTRY POSITION

It is not necessary to enumerate factors to be considered in determining
whether a method of distributing general and administrative expenses will pro-
duce equitable results. The inclusion of such a listing will lead only to
further confusion and may cause overemphasis on the use of the factors
enumerated, :

SUBCOMMITTEE POSITION

It is recognized that this paragraph involves a controversial matter and
one which requires the consideration of many different points. However, it
is felt that inclusion in this paragraph of several illustrative factors to
be given consideration will not only insure that the listed factors are con-
sidered but will tend to indicate that there are many facets to the problem.

15-203.5 Base Period for Alquatioh;of-;ndireqt Expenses.

INDUSTRY POSITION

This paragraph is inconsistent with 15-203(b) and permits Government
personnel to select the periods which must be used.

3



SUBCOMMITTEE POSITION

The Subcommittee fails to see any inconsistency beﬁween-this paragraph
and 15-203(b). One deals with the method of allocation and the other with the
base pericd for allocation.: :

15-20L.1 Advertising.
JINDUSTRY POSITION

The present limitations on advertising are too restrictive, and overlook
the fact that any advertising is a normal cost of doing business from which
the Government has derived benefit and as such should bear a portion of the
expenses. ‘

. SUBCOMMITTEE POSITION

Advertising, generally, is not necessary in order for industry to con-
duct business with the Government. On the other hand, in the modified version,
Government recognition has been accorded that portion of industry advertising
which encourages dissemination of technical information within industry itself
through certain media, the results of which benefit both industry and the
Government, and the Government will share in its portion of same. One slight
concession made by the Subcommittee is the deletion in the third line of
paragraph a. (1) after the word "placed".of the phrase, "for the purpose of
of fering financial support to", and substituting the word "in"., The change
was made because of the difficulty of determining a contractor's intent and
the words were not helpful in determining cost allowances. The Subcommittee
set forth its views on this subject in greater detail in previous reports.

15-20L.6 Compensation for Personal Serviges.

The DOD position on profit sharing has not been determined by higher
authority. Accordingly, the Subcommittee found it impracticabls, because of
cross references, to write this entire paragraph in final form until policy
guidance is forthcoming. . ‘ - ,

15-204.8 Contributions and Donations.

INDUSTRY POSITION

Industry has two objections to the proposed recognition of contributions
and donations. First, industry objects to the exclusion of religious contri-
. butions and donations as a reimbursable cost. Next, industry feels that
aside froam the reasonableness of the amount of donations and the contractor's
consistent practice of making such donations that the only additional limi-
tation for the recognition of these donations is that the amount be deductible
for federal income tax purposes. Accordingly, industry objects to the phrase

"but the deductibility of the contribution for income tax purposes does not
in itself justify its allowability as a contract cost."




 SUBCOMMITTEE POSITION

(1) Religious donations should not be a reimbursable contract cost
because (a) it cannot be said that religious donations are an ordinary and
necessary business expense and (b) it is believed that the rejmbursement to
contractors of their religious donations from Public and Defense Funds would
violate public policy.

(2) The deductlbility of an item for federal income tax purposes should
not be the only consideration for its recognition as a contract cost. For
example, propriety and reasonableness are other standards, Hence, the phrase
quoted above and objected to by industry is necessary in regarding the
recognition of contributions and donations.

15-20L.%e Depreciation.

Protracted discussions in the Subcommittee failed to resolve the ques-
tion of whether the term "emergency facility" or "emergency facilities"
should be used in this paragraph.

MAJORITY POSITION

The issue arises because of the Army and A1r Force pollcy of allowing
contractors to select categories of facilities, for which separate findings
are made on a determlnation,for true depreciation and those for normal
depreciation.

NAVY MINORITY POSITION

Navy policy is that once a true depreciation determination is made, a
- contractor must elect to take true or normal depreciation for all the facil-

ities covered by the determination. Hence, Navy insistence on the words
"emergency facilities" ' :

15-20L.11 Entertainment Expense.

INDUSTRY POSITION

: Industry objects to the words "social activities" as it may create con-
flict with the provisions of 15-20L4.10 and 15-204.40. It further contends
that unless there is an overriding public policy to the contrary, entertain-
ment expenses reasonably allocable to Government contracts shoyld be recog-
nized, to the extent that it can be demonstrated that such expenses are

ordinary and necessary to the businees of a contractor.

SUBCOMMITTEE POSITIQN

There is no conflict with this paragraph and paragrephs 15-204.10 and -
15-204.40. Furthermore, this type of expense is solely for the benefit of
the contractor, serves no purpose to Government work and has been tradi- -
tionally disallowed. The contractor may be placed in a favored class should’
he be allowed to recoup entertainment expense through Government contracts
and is considered to be against public policy,
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15-204.,15(f) Insurance and Indemnification,
ATR FOHCE MINORITY POSITION

The Air Force procurement member disagrees with the Subcommittee's
wording of subparagraph (f) and believes that the following proposed wording
would permit a more practicable application of accepting uninsured losses as
2 contract coste The proposed change would remove uncertainty as to the

~Government commitments and 1iability in this area. It also makes the
"Government's commitment known at the time of contracting. Furthermore, it
eliminates the Departmental approval of such cost (as the present language
provides) and places it at the level of the procuring activity, It is pro-
posed that (f) read: 4

"fo losses resulting from failure to insure (through self insurance
or otherwise) are not allowagble unless authorized by special contract
provision." '

0SD_MINORTTY POSITION

It is recommended that the words, "unless approved by the Department
concerned" be deleted in paragraph (f) since only one known Navy case was
cited in substantiation of the phrase. :

15-204.16 Interest and Other Financial Expenses,

. INDUSTRY POSITION

Industry contends that interest should be allowable.
SUBCOMMITTEE POSITION |

Interest has always been considered as unallowable because it represents
a distribution of profits to persons who have advanced capital on a loan
basis. The Subcommittee sees no reason why this position should be changed.
More detailed reasons for disallowance are get forth in previous reports.
In this connection, it should be noted that DOD Directive requires interest
- to be charged on advance payments.

15-20L4.18 Losses on Other Contracts.
INDUSTRY POSITION - -

Industry, in effect, requests that the portion of cost-participation
contracts not reimbursed by the Government under that contract be allowed as
a cost on other contracts, - '

SUBCOMMITTEE POSITION

This proposal is rejected since a contractor in accepting a costepartici-
pating R&D contract expects that later production contracts will be obtained
resulting in profit to compensate for earlier costs of participation.
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15-204.,19(b) Maintenance and Repairs.

INDUSTEY POSITION

Industry objects to the restriction of recognizing deferred maintenance
expenses only by specific contract provision.

SUBCOMMITTEE POSITION

The requirement of a specific contract provision for recognition of this
expense is necessary in order that the Government may exercise some control
over the amount of deferred maintenance expense which may be charged against
cost-type contracts. The contract provision requirement in no way lessens
the recognition of this expense. Since such expenses could be substantial
and the possibility of a dispute would always be present as to the amount
which should be accepted as a contract cost, it seems best that this be
covered by a contract prov;sion.

15-204.21b. Materials and Supplies (Cash Discounts)
INDUSTRY POSITION -

Industry questions the requirement of the Government that cash discount
be taken as a credit against the cost of materials, their theory being that
cash discount is actually financial income comparable to interest as a finan-
cial expense, and since interest is not considered an allowable cost, cash
discount credits should be omitted from consideratlon. ‘

SUBCOMMITTEE POSITION

The subject of cash discount credit is in an area completely separate
from that of financial expense or financial income., Classifying cash discount
as financial income is fallacious since realized income cannot arise through
‘the operation of buying. Net prices are substantially on a cash basis and
therefore represent the most effective costs. It is the net price which a
seller expects to receive, and a buyer expects to pay. The cost of materials
therefore is represented by the total outlay of cash or.its equivalent for
tho purchase of the materials; if the cash paid out includes a reduction for
allowances or credits taken by the contractor, the net amount paid represents
the true cost of the material.

AIR FORCE MINORITY POSITION

The Air Force Procurement member believes the third sentence of this
subparagraph is subject to misinterpretation since it gives the impression
that a contractor has the election to credit discounts, rebates, etc. to
material costs or to indirect costs. The Air Force Procurement member .
would clarify the 3rd sentence by adding the following: "which ever method
has been consistently followed by the contractor." These added words are
considered necessary since it is believed that the requirement for a con-
sistent application of these credits is not necessarily found by reading
?h; quegtioned sentenoe in 1ight of the Basic Principles and Standards

15-201).




15-20&.21e. Mhterials and quplies (Write-down of Inventory‘Valﬁes).
INDUSTRY POSITION

Write~down of inventory value should be allowed as a contract gost.
SUBCOM{ITTEE POSTTION |

Although this item is not a major objection by industry, the Subcammittee's
position is that there is little, if any, merit to industry's contention in
cost=type contracts, Write-down of material costs would, of necessity, have
to apply to material costs unrelated to a Government cost-type contract and,
therefore, should be absorbed by the business to which the (write-down of
value) applies.

15-204,2, Overtine, Extra Pay Shift and Multi-Shift Premiuns.
INDUSTRY POSITION

. Industry wants restriction lifted with respect to cost of overtime and
shift premium on indirect labor., The suggested change in the draft may remove
some of the objection. As to such cost on direct labor industry wants no -
restriction except as provided by contract terms in accordance with the con-
tractor's practices and procedures, this being a standard operating procedure
for most companies and such provision is oftén made for such procedures in
union contracts. This argument does not in any way appear to bind the Government.

SUBGOMMITTEE POSITION

For the contractor to be required t6 identify separately shift premium
and overtime on his books is a sound practice and one which requires but
little or no overhead cost to segregates This has been traditional with the
Government to restrict and control overtime and extra pay shift cost. Not
to do so would invite the contractor to work normal hours on commercial work
and run up lage amounts of extra pay and overtime cost. Extra pay cost and
overtime premium on indirect labor is allowable on a pro rata basis to
commercial and Government provided it is otherwise reasonable,

15-20&,25 Patent Expenses;

INDUSTRY POSITION NO. 1

Costs of filing patent applications by a contractor should be allowed
even though the Government may not obtain any rights under the patents because,
by obtaining a patent, a contractor avoids the necessity of eventually being
‘required to pay a royalty to scme other person who may obtain a patent on the

same invention,

SUBCOMMITTEE POSITION NO. 1

. This comment was rejected on the basis that the contractor gets title
to the patents and the primary benefits therefrom, This would amount to a
windfall to the contractor if the Government paid, »

,



INDUSTRY POSITION NO, 2

Add to allowable costs "the defense of patent infringement 1litigation".
SUBCOMMITTEE POSITION NO. 2

Under the Act of June 25, 1910, as amended, (28 USC 1498), only the
Government can be sued for patent infringement on contractor's production
for the Government., If a contractor is sued for patent infringement, it
must be for its own commercial production. Therefore, there can be no costs
to industry for defense of patent infringement litigation, except such as
are passed on to industry by the Government through the Patent Indemnity
clause. To allow such eoste would conflict with the purpose of the Patent
Indemnity Clause.

15-20L.29c. Legal Fees.
INDUSTRY POSITION

The cost of successful anti-trust suits brought by the Government and
the cost of successful prosecution of claims against the Govermnment should
be allowable on the premise that these are ordinary, necessary and proper
expenses of doing business and therefore should be considered allowables

SUBCOMMITTEE POSITION

Costs incurred in these connections, whether the results of the actions
are successful or not, are unallowable. Reimbursement of litigation costs
where the Government is a party to the suit is obviously untenables The
Government can not financlally support the party with which it is engaged in
legal dispute.

15-20L4430 Profits and Losses on Dis_051tionmof Plant' E ui ent or_Other

INDUSTRY POSITION

Such profits and losses should be allowable to the extent that thqy rep~-
resent adjustments to depreciation on assets acquired for Government business.

SUBCOMMITTEE POSITION

The subcommittee agrees with this contention but feels that it would be
impractical, if not impossible, to distinguish beiween that portion of a
profit or logs which represents an adjustment of depreciation and that which
was caused by fluctuations in the general price level,

15-204.31 Reconversioen Expenses.
INDUSTRY POSITION

Industry comments ian the cqmplete gamut from general agreement with the
item as drafted to an extreme statement by Auto Manufacturers Association that
%we can see no reason for disallowing any conversion expenses'.

9




SUBCOMMITTEE POSITION

It is apparent that industry should seek a birth-to-burial treatment of
reconversion expenses; however, the comments furnished no valid reasons for
changing the principle. Specific provision in the contract of those recon-
version expenses which are allowable appears the best method of assuring fair
treatment of the Government's and contractors' interests. All items not
specifically provided for in the initial contract or by modification are
not allowable. - ' ‘

15-204.33 Rentals of Plant and Equipment.
INDUSTRY POSITION '

The restriction on amounts of allowable rent for facilities covered by
sale and lease~back agreements is not equitable. As long as the rents are
reasonable in the light of the type, condition and value of the facilities
leased, optiuns available and other provisions of the rental agreement the
Government's interests axe adequately protected. In addition, the Uovermment
would be penaiizing companies who have sale and lease-back agreements as
contrasted with companies holding conventional lecases,

SUBCOMMTTTEER POSITION

Sale and leasec-back agreements are primarily entered into to provide
additional working capital, without borrowing funds, or issuing additional
capital stock. Another reason could be to obtain tax benefits. To accept

“the risk, financing and peofit factors includad in the rental of sale and

lease~back favilities would be cuntrary to our pusition regarding interest
as a nonallowanle cost, [Furthermors, the acvelerated amortization usually in-
cluded in the rental may represent an unreasonable contract cost.

15-20L4.3Lb(i) Rescarch and Development (General Research)

The subcommittee concurs with the violent objection of industry to placing
a ceiling of 25% on general research ¢costs. The draft takes a new approach
of allowing "the allocable portion of 75% of the allowable costs of a con-
tractor's independent general research". Under this arbitrary formula, there
is no penalty for being predominantly a defense contractor but some restric-
tion is placed on such a contractor from going whole hog on general research
by forcing him to place some of his own funds into such projects. Some
Subcommittee members are not adamant in the position on the percentage figure
and are willing that the figure be as high as 90%. Other Subcommittee members

_ feel that 75% is a reasonable figure but should be followed by the paren-

thetical insertion "(or such other percentage as may be agreed upon and set
forth in the contract Schedule)" since flexibility is desirable in this area.

15-204435 Royalty Payments.
INDUSTRY POSITION

Industry takes objection to the limitation on the allowability of royale

ties where royalties paid or payable for the right to use patents necessary

10



for the proper performance of a contract and where the Government does not

already have a royalty-free license to use.such patents, the royalties are

allowable to the extent expressly provided for elsewhere in the contract or
otherwise authorized by the Contracting Officer. Industry contends that it
should be permitted to manufacture products under license agreements which

they would otherwise have to purchase and that payment for same should not

be subject to such limitations.

SUBcomaTT_Eg POSITION

. In the Subcommittee's opinion, the payment of royalties to contractors
under the circumstances described should be circumscribed by contract pro-
visions or effected under the Contracting Officer's cognizance. Because
fees for use of patents, where the Government does not have a royalty-free
license to use same, may often be predicated on the highest rates the
market will bear, and since payment limitations are difficult to establish
where effective competition does not exist, the Goverrment has established
procedures leading to the reduction of royalties where royalty payments in
connection with contract performance are deemed excessive. The inclusion
of the limitations in the revision permits review of the circumstances
surrounding the incurrence of royalty payment costs and assures control by
the Contracting Officer. In addition to the cost feature, review by the
Govermment can be effected to assure that the Government does not already
have a royalty-free license to use the patent concerned. In summary, Con-
tracting Officers can determine if the royalty costs are bona fide and
reasonable, o _ A

15-20L4.36 Service,and_lnatallat;qp Expenses.‘
BACKGROUND

The 3/23/55 draft contained a provision (now deleted) concerning cor-
recting product defects and replacing defective parts. , :

ASPR_POSITION

ASPR 7-203.5 - Inépection of Supplies and Correctiqn of Defects - pro-
vides that the Government will pay these costs unless caysed by high officials
of the contractor. ' 4

SUBCOMMITTEE POSITION

‘ When such costs are incurred due to failure to comply with contract terms
. or specifications, or fram causes considered to be beyond the area or reason-
ableness, such costs including any applicable overhead should be unallowables
The Subcommittee will present an actual case in substantiation of its recom-

mendation that the ASPR Commitiee give serioys consideration to amending
ASPR 7-203.5 along the above lines. =~ =

15-2004,37 Severance Pay.

INDUSTRY POSITION
The portion of the revised provision reléting to contract costing of mass or
_ . 1 , .




i

abnormal severance pay is impractical and would be difficult and cumberscme
to apply, and the cost of severance pay, generally, should be handled on a
basis conforming with accepted accounting principles and practices and the
established policy of a contractor, rather than policy which constitutes

an implicit agreement on the contractor's part. Industry also feel that
perhaps allowability should be provided for on either an actual or an accrual
basise : : :

SUBCOMMITTEE POSITION

The treatment as proposed for mass severance pay is the most practical
and realistic approach to a problem which concerne an unpredictable contin-
gency. It is felt that a contingency reserve for mass severance pay is too
conjectural to be considered a cost. The Government should not obligate
itself for more than its pro rata share of severance wage payments actually
made, in accordance with a palicy reflecting implicit agreement by a con-
tractor, on the basis of its ratio of participation in the contractor's total
business during the period of employment of the individual involved.

15-20h.39a(3) Taxes

INDUSTRY POSITION

This clause should be eliminated as in many cases the cost of securing
the exemption exceeds the amount to be saved.

AIR FORCE MINORITY POSITION

The Air Force members believe there is merit in industry's comment and
propose the clause be revised to read as follows:

"Taxes from which exemptions are available to the contractor directly
or available to the contractor based on an exemption afforded the
Government except when the contracting officer determines that the
administrative burden incident to obtaining the exemption outweighs
the corresponding benefits accruing to the Government."

15-20h039b0 Taxes.

I’NDUS‘I‘R_Y POSITION

4 Industry generally contends that this paragraph should be revised to
allow cost of taxes, interest, penalties and expenses of contractor's acts
in resisting assessments or attempting to secure refunds, without the ime
position of the restrictions presently included in this paragraph as in
certain sityations contractors camnot possibly or reasonably comply with

- these requirements. Cee Lo - : o

SUBCOMMITTEE POSITION

The restrictions imposed by this paragraph are reasonable in that they
merely require the contractor to obtain and follow instructions from the con-
tracting officer in cases where there is a doubt as to the legality or
correctness of a tax assessment,

12




15-204.40 Trade, Business and Professional ActivitieS'(Eihibitions).

INDUSTRY POSITION

The expenses of holding exhibitions is a required cost of doing business,
as normal and essential as expenses incidsnt to meetings and conferences, and
as such should be allowable. Further, the revision is unduly restrictive in
that it relates only to expenses incurred at meetings and conferences when
the primary purpose of the incurrence is the dissemination of technical in-
formation or information aimed at the stimulation of production, and does
not include expenses of exhibitions incurred for dissemination of information
to the trade, the public, prospective employees, etc., about the particular
business,

SUBCOMMITTEE POSITION

This matter is quite similar to the problem of allowability of advertising.
Doing business with the Government does not presume that dissemination of in-
formation about the business to the trade or public through exhibitions is
necessary. The Government is agreeable, however, to accepting its pro rata
share of expenses incurred for the dissemination of technical information or
information aimed at stimulation of production through meetings or conferences.
The exhibitions referred to by industry are those held for purposes other than
these; therefore, the costs thereof are considered unallowable.

GENERAL COMMENTS

1. -Same existing subcommittee members do not necessarily concur with
every view expressed by their predecessors but concurred in the Report to ex-
pedite consideration.

2. The need for editing is recognized.

3. GAO concurrence has not been cbtained. }

L. Prior to publication, Part 1 must also be revised (the Subcommitiee

has made considerable progress on revised Part 1) and certain cross-referencing
accamplished on existing Parts 3 and L.

SECTION XV SUBCOMMITTEE
MEMBERS:

H¢ He Gallup (Chairman)

Majo Je Oe Hunnicutt
mo <E. M. Wisman.

Mr. James Ruttenberg
Mre Ae C. Sawallisch
Mre Pe Me Southwell
lir, George Rudigier



27 April 1955

MEMORANDUM FOR: CHAIRMAN; ASPR COMMITTEE

SUBJECT: Case 53-44 - Depreciation Cost Interpretation for
Inclusion in Part 6, Section XV, ASPR

l. Reference is made to the memorandum for the Chairman, ASPR
Committee, dated 24 March 1955, subject as above, in which the Editing
Committee presented an edited proposed ASPR 15-602. This was discussed
at the ASPR Committee meeting on 5 April 1955, and returned to the
Editing Committee for further revision, as indicated in the minutes of
that meeting.

2. The Editing Committee has reviewed proposed ASPR 15-602 in the

light of the mentioned minutes, and recommends only that ASPR 15-602.1
" be revised to read as follows:

15-602.1 - Applicability and Effective Date. This cost inter-

pretation pertains to ASPR 15-204(d), 15-205(b), and 15—205(0),
with regard to contracts executed on or after the date‘of its
issuance. It shall also apply to existing contracts in those
cases where such interpretation was (i) specially provided for
in the contract or in the record of contract negotiations, or
(ii) in the absence of specific agreement, where the parties have
reserved final resolution of thé question of cost allowance in
regard‘ﬁo depreciation pending the issuance of an interpretation
by the Departments with respect to the applicability of Section
- 167 of thé InternallRevenue Code of 1954.
3. The Editing.Committee has considered other suggestions con-
tained in the minutes, but does not feel that the proposed ASPR 15-602

should be further revised to quote or paraphrase the statute, or to
make reference to "assets" involved.



.
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: . . : )
MEMO FOR: AofR COMMITTEE : - 27 Apr 55
SUBJECT: Case 53~bdio oo ' ‘

‘4. The Navy Member presented to the Editing Committee, for
consideration, a memorandum to him, (Tab 1), recommending further
change to ASPR 15-602.2, as set forth in Inclosure 1 to mentioned
memorandum from the Editing Committee, dated 24 March 1955. The
Editing Committee feels that this proposal should be considered by

the ASPR Committee, and, therefore has taken no afflrmatlve action
on the recommendation.

1l Incl MAURICE LEVIN
(Tab 1) : Lt. Colonel, JAGC
Army Member
Chairman ‘

' GEORGE W. MARKEY, JR.
Navy Member

WILITAM MUNVES
Air Force Member
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M18/RKM: dmc
, 6 April 1955
MEMORANDUM FOR MR. GEORGE W. MARKEY, JR.

Subj: Case 53-44 - Depreciation Cost Interpretation for Inclusion in
~ Part 6, Section XV, ASFR

1. In accordance with our comversation today and as requested by you,

I would offer the following suggestion for inclusion in the Editing Sub-
cormittee's draft regarding subject case to be added to your last sentence
in paragraph 15-602.2: -

"Allowances for Mrue depreciation® as that term is
defined in DOD Instruction 4105.34, 1 July 1954, shall
be in accordance with said Instruction.®

Change period to comma and follow with:

and applied on a straight line method, for both
the emergency and the post emergency periods, as those
.periods are defined in the Instruction.

allows some accelerated depreciation, it is not felt that the contractor
should have a further acceleration factor because of the application of
the new allowable "tax methods" of depreciation. As stated to you in
today's conversation this device has already been attempted unsuccessfully
by one contractor who has been given a determination of true depreciation
by the Navy Emergency Facilities Depreciation Board.

2. 1In other words, it is felt that since "true depreciation®™ in most cases J

Very respectfully,

R. K. MMS

1CDR., SC, USN

Member, Navy Emergency
Facilities Depreciation
Board

Copy tos
Mr. G. C. Bannerman




2Ly March 1955

MEMORANDUM FOR: CHAIRMAN, ASPR COMMITTEE

SUBJECT: (ase 53-kli - Depreciation Cost Interpretation for Inclusion
in Part 6, Section XV, ASPR

1. Reference is made to paragraph L of the minutes of the ASFR
Committee meeting of 15 March 1955.

2. In the light of the discussion at that meeting, the Editing
Subcommittee has prepared the attached draft of ASPR 15-602 (Incl 1%
(1) to make clear that the issuance of this regulation effective

- from the date of publication was not intended to alter in any way

any like interpreta*ions that have been followed in the past with
respect to contrzcts;(ii) to include reference to "true depreciation";
and (iii) to delete the quotation of the text of Section 167 of the
Internal Revenue Code of 195L.

3. With reference to proposed ASPR 15-602.1 your Subcommittee
considered the desirability of clarifying the effect of this inter-
pretation on past or current contracts by an appropriate note
accompanying the issuance of this regulation or through language
t0 be included in 15-602.1. The latter was considered the more
practicable method. Such notice, if inserted in a note, might
readily be overlooked.

L. Your Subcommittee has considered the desirability of
including the text of Section 167 of the Internal Revenue Code
of 1954. It is felt that the inclusion of the text alone would
be incomplete unless there were also included the regulations
issued by the Internal Revenue Service. It was not felt by your
Subcommittee that there was any need for encumbering the ASPR with
such matter. Those charged with the responsibility of evaluating
depreciation must necessarily acquaint themselves with all necessary
material on the subject and consult with appropriate personnel.

5. All of the undersigned concur.

1 Incl MAURICE IEVIN

Draft of ASPR 15-602 Lt. Colonel, JAGC
Army Member - Chairman

GEORGE W. MARKEY, Jr.
Navy Member

WILLIAM MUNVES
Air Force Member



154602 - Depreciation.

15-602.1 -~ Applicability and Effective Date. This cost inter-

pretation pertains to ASPR 15-204(d), 15-205(b), and 15-205(0), and

is effective from the date of its issuance; provided that, where

this cost interpretation has been and is being followed, the statement

herein of an effective date is not intended to affect such inter-

pretation,

15-602,2 - Allowances for Depreciation. Allowances for

depreciation (other than "true depreciation") as provided in
Section 167 of the Internal Revcnue Code of 195k, subject fo the
limitations set forth in paragraph 15-602.3, shall be acceptable
for contract costing purposeé, Allowances for "true depreciation"
as that term is defined‘in DOD Instruction-h105°3h, 1 July 1954,
shall be in accordance with sald Instruction. |

15-602.3 - Interpretation. Depreciation computed in accordance

with paragraph 15-602,2 above is allowable prcvided it meets the
test of reasoﬁableness and allocability to defense contracts and
other applicable provisions of this Section,. Meeting these tests
may depend upon whether (i) the depreciation allowance in the
particular case is acceptable for tax purposes, and (ii) the
costing of defense contracts is on a basis consistent with the
costing of the contractor's non-defense work and is so reflected

in its books and records.



CFFPIC: CF THI ARSISTANT STCRETARY CF NCFENSE

Washington 25, D. C.

Supply and Logistics : GZLGP/’//z:: . 11 Merch 1955

MMCRAMDUM TOR TH. CHAIRIAN, ASPR COipMITTER

SUBJLLT: 'Depreciation-Cost Interpretation'fcr Inclusion in Part 6,
Section XV, 4SPR. ’

1. In accordance with instructions contained in item 1 of the minutes
of the ASPR Cormiittee meeting of 3/1/55 this Subcommitiee met on 3/10/55
for the purpose of developing a cost interpretation to provide guidance with
respect to depreciation pursuant to Section 167(b), as limited by Section
167(c) of the Internal Reverue Code of 1S5l

2. Attached hereto is a proposed cost interpretation unanimously
recommended by the Subcommittee for inclusion in Part 6, Section XV of the
ASPR.

3. 1In the development of tiis propossl it was the opinion of the Sub-
commivtee that the full text of Section 187 of the Internal fevenue Code of
195k should be includecd for two reasons, (i) to avoid problems vhich right
arise from paraphrasing or excerpting the provisions thereof, and (ii) to
assure that the information contained tiherein was readily accessible to all
procurenent and aucit personnel throuchout the Department of Defense.

Lt. Col. J. E, Ellis
Maj. S. L. Baird

2. Jo Os Hunnicutt, Jr,
R. I, Iee :

A, C., Sawallisch

J. T, Regardie

P Jo edel

Je ¥. Lenahan

Attachment



15-602 Depreciation

15-802,1. ipslicabilitv and Dffective Date. This cost internretetion pertains
P £ P

to paragrapis 15-2C1(¢), 15-205(2), and 15-205(0) and is effective from the

‘Cate of its issusnce.

15-502.2 illorances for Depreciation, Allovences for cepreciztion as pro-
viced in Section 137 of the Internal fevenue Coce of 195l (guoted below),
subject to the linitations set forth in parazraph 15-502.3, shall be accepteble
for contract costing purposes. '

iSecsion 187, Depreciation.

(2) General Rule.-- There siacll be ailored as a “epreciation deduction 2
ressonable allovence for the exiheusition, wear and tear {including a reasonsble
aiiowrnce ior cbsolescence)=- ‘

(L) of property used in “he +racde or Hbusiness, or
(2) of property heid Zfor tieé procuction of incore.

(5) Tse of Certain Iethods and Rates.--For taiable years encing afier
Decemer 31, 1953, tie ter: freasonsble allovrnce’ as used in suzsection {a)
siall inciude (bt shell not be linited to) an a2llovsnce conpused in accordence
with re;ulations wrescribed by tiue Secretery or his celezate, under any of the
following metlods:

(1) the strei;jht line mebhod,

(2) the ceclining balsnce methoc, usin- a rete not exceedin: tirice
the rate which would have been used ha the annual aliovrnce besn com-
puted uncer the metiod cescri2ed in parasraph (1),

(3) the sua of the years-digits method, and

(L) any other consistent metior productive of an annual allowance
which, when added to all allowcnces for tue period corwencing witih the
taiparer's use of the provert; and including the tazable yeer, Coes not,
during the first two-thirds of the useful life of the properiy, exceed
tne totel of such allowances wiich mould have been used had such al-
lovences peen computed uncder the methol cdescribed in peracraph (2.

ilothing, in this subsection shell be construec to limit or reduce an allowance
otnerise allowable under sudsection{z).

- {e) Liaitations on Use of Gertein :lethods and Rates.-- ["aragrapas (2),
(3), ant (L) of subsection (v) sliell 27ply only in the case of property
(other than intangible property) described in subsection (2) with a useful
life of 3 vears or more--

(L) the construction, reconsiruciion, or erection of which is
corleted after Decerber 31, 1053, and then only to that portion of -
tae basis which is »roverly attributable to sven coinsiruction, recon-
struction, or erection after Jecember 31, 1953, or

(2} acguired after Deceimber 31, 1953, if the orizimal use of such
propervy commences rith the taimever and commences after such deate.
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(¢) Aigreenent as to Useful Life on Tthich Depreciation Rate is Dased.--
there, under regulations prescribec by the Secretary or ais cdelegzte, the
taxpayer and the Secretary or his delegate have, after the date of enactrent
of this title, entered into an agreement in writing specifically dealing
with the useful life anc rate of depreciction of any property, the rete so
agreed upon shzll be binding on both the taxpayer and the Secretary in the
ebsence of facts or circuistances not taken into consideration in the acdoption
of such agrecnent, The responsibility of establisning the existence of such
facts and circunstances siall rest with the perty initiating the modification.
Iny chenge in the agreed rate and useful life specified in the agreenent
shell not be effective for taxable years before the tazable year in which
notice in writing by registered mail is served by the party to the agreecment
initiating such change, ‘

(e) Chenge in ilethod.-- In the absence of an agreement under subsection
(¢) comtaining a provision to the contrery, a taxpayer may at any tine elect
in accorcance with regulations prescribed by the Secretary or his delegate
to change from the method of depreciation described in subsection (b) (2) to

the method described in subsection (b) (1),

(f) 3Besis for Depreciation.-- The basis on which exhaustion, wear and
tear, and obsolescence are to be allowed in respect of any property shall be

‘the adjusted basis provided in section 1011 (Adjusted Basis for Detemiining

Gain or Loss) for the purpose of 'determining the gain on the sale or othcr cis-
position of such propertys.

{g) Life Tenants and Beneficiaries of Trusts and Lstates.-- In the cose
of property held by one person for life with remsinder to another pcrson, the
deduction skholl be computed as if the life tcnamt were the absolute owner of
the property and shzll be allowed o the life tenant. In the cesc of proverty
held in trust, the allowable deduction shall be apportioned between the in-
coie beneficiaries and tae trustec in accordance with the pertinent provisions
of the instrument creating the trust, or, in the abscnce of such provisions,
on tue basis of the trust incore allocable to each, In the case of an estate,
the allowable deduction shell be apportioned between the estate and tie neirs,
lezetees, and devisces on tie besis of the income of thc estate allocablc to

22 Cile
{h) Depreciation of Improvements in the Case of :dnes, Etc,=-

For adcitional rule applicable to deprcciation of improvements in
tie casc of nines, 0il and gas wells, other natural deposits, and tirber,
sce section 611 (Allowance of Decuction for Depletion). :

15-602,3 Interprctation, Denreciation computed in sccordance with paragraph
15-802,2 above is allowable provided it meets the test of reasonablencss and
allocability to cdefense contracts and other apolicable provisions of tiis
Scction. lMeoeting these tests mey depend upon whother (i) the deprcciation
allowznce in the particular casc is acceptable for tax purposcs, and (ii) the
costing of ccfense contracts is on 2 basis consistent with tix costing of the
contractor® non-cefensc work and is so rcflceted in its books and records,



OFFIl 07 T:IS ASSISTANT SUCRUTARY OF I 3iSE
Washington 25, D, C. L

. Supply an? Logistics e o 15.December 15954

MCUCRANDUN TOR THT GHATRIAN, ASPR OOiGITTED

| SUZJICT:  Case 53-LL Revision of Section XV Cost Principles.

1. 1In eccordence with item 5 of the minutes of the ASPR Gommitteé neet--

“ings of 11/30/5k, 12/2/5) and12/6/5L, together with verbal instructions and
‘guidence provided at these meetings, this Subcommittee met on 12/11/5L and

12/14/5L; for the purpose of reconsidering and revising certain paragraphs of

‘the 15 Hovember 195) draft as follows:

15-201,6 (c) Delete subparagraph as written and substitute the foliowing

therefor: "The cost of options to purchase stock of the contractor .
corporation granted to erployees as part of their compensation may be allo-
cated to Covernment contracts within the following limitations:

_ (i) The cost of stock options to the grantor corporation is the
excess, if any, of the fair market value of the stock over the option. price
on-the date the option is granted to a specific individual and shall not ex-
ceed 152 of the fair merket value on such date.

- (i1) Costs to be recognized will be only those resulting when
options are exercised by the employee. : : :
S (iii) For allowance purposes, the cost of options exercised will be
amortized equally over a period of not less than S years from the date.option
was exercised, : : oo .

‘ ‘ (iv) The cost will be allocated to 2ll wark of the contractor, in-
cluding Government contracts,™ - ' .

15-20l.6 (d) 2. Delete second .sentence; statement to be mace the subject of
ncy subparagreph 15-204.6 (g) below. .

15-204.6 (e) 1. At end of sentence add cross-reference, “and g below®,

15-20L.6 (e) 2. 1In first sentence after words "under. subparagraph.d'; atd
cross-reference 'end g below'. - o - e e

15-20L.6 (fﬁ In second sentence after words 'under paragraph d above', add
cross-refercnce “and g below',
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(¢) If matoricls are issued from stock, any generally rccognized
method of pricing such materials will be acceptable, provided thc mcthod is
consistuntly applicd and the results obteincd arce cquitable. Where motorials
in stock =t the commencument date of the contract arc subjcet to Government
matorial controls and have a provable replaccment cost significontly highcr

.thon book cost, the contractor and the Government nzy, by contract provision,

ogrec wpon the usc of o method of pricing based upon the frir veluc of the
maturicls os of thu dote of the contract, but not in excess of replacenent
cost on such datee Such agrecment shouk include identificotion of the types
or kinds of metericls involved and should be made 2t the time the contract

is centercd into ond provided for thercin. :

(¢) Riosonsble charges arising from differcnecs between periodic
physiccl inventory quantitics and related materisl comtrol rccords will be
included in arriving at the cost of moterisls » provided that such chorges
{1) do not includc “"writc-downs" of velues, and (ii) relatc to the period of
perfornance of the contract. All credits arising from differcnces between
periocdic physicrl inventory quantitics and reloted matorisl control rceords
shall be taken into account.

(£) Orcincrily, selcs or transfers of matorinls and supplics bectwcen
plants, divisions, or orgrnizations, wider 2 comnon control s shzll be stated
on tiiw basis of cost to thc transferor. 4 departure from this cost bosis is
purniissedle provided that the pricc chargud to the contrzct docs not exccod
the lower of (i) the transferors solcs pricu to its most favored custoncr
for the semc item in like quentity, or (ii) thu priccs of other supplics for
the some or substontieslly similer items."

Lt. Col. J. i, Roiling
Lt. Col., Jo 2. #llis
P. M. Southw.ll

Jo T. Regordic

Ae Co Sawzllisch

H' I‘io Kue

J. . Lenahan

H, H. Gallup
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IEIORAIMUN TOR THE CHATRIAN, ASPR CCiITT.D ‘ |
 SUBJLCT: Case 53-Li, Revicion of Sectica &V

1. lLttached for consideration of the menbers is a copy of the latest
-draft of rart 2, Section «V, which has been revised in the light of'the’commentsv
" pecoived from the various activities in thé iljlitary Departments and the pdlicy
~uidance cstablished by your Committce on 26 Octobur 195k,

0. Tor the purposes of the record, the history of this‘projcbt is set

forih Helow: : i

DALTG in 195L STATUS :

G February Projcct assigned to Subcommittec. ' i

g ibrch  McNeil-Webster Agrecrent on cost principles. !

22 June Draft submitted to Military Departments for
comrcnt by 1 August.

2ly August Subcommittee commensed to consicer comncnts.

26. October Policy guidance on two issues oiven by ASPR.

The Subcommittee has been cevoting two full days a weck to this effort since

27 April 1954, except for a vocation rccess of one month.

3, The Subcommittce.wishon to point out that the'attachcd‘cffort repre-
scnts a now apzroach to cost orinciples and numerous idoas were discussce at
lcngth nrior to Subcommittce agrecment on th: manncr in which-thc various
orinciples shpuld be stated.

;. With respect to tho futurc activitics of this Subcomnittce, furtiher
suid:ncc'is rocoucsted from tiac ASPR Gommittce. Considcrablc work has becn

accormlished on revising Part 1 of Scction XV, but the of fort has not beoen

éomplc d since tac Subcommittcc does not know what parts are to bc included

in the now Scction WV, It shoﬁld be pointed out that.thuré arc scveral stato-

monts in the attachment which providc that thc cost is not allowablc unlcss
soecifically provided for in tho contracf. vhilc somc sffort has boen ox- - -
ncnded in preparing guidclinus as to when tiaose costs may be allowablc and

provided for in the contract, it is thc conscnsus that additional work should g

not be cone on those fuidclines until Pert 2 is accepted. ﬁ
. » : H, H. Gellup
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OFFICE OF THE ASSISTANT SECRETARY OF" bEFENSE
WASHINGTON 25, D. C. e A

WA

MEMORANDUM FOR THE CHAIRMAN, ASPR COMMITTEE

. 8 March 1954

FRQM: Director of Procurement & Production Policies

SUBJECT: Agreement Reached by Panel of Department of Defense and
Service Representatives in Mr. McNeil's Office, 1600 -
- 1700, 1 March 1954

l. The memorandum submitted by Mr. Webster was accepted in
principle. These principles are as follows:

: a, There will be included in the revision of Section XV,
relating to cost-type contracts, a definite statement that the in-
structions covering "cost principles® for use in commection with
cost-type contracts are not applicable to fixed-price type contracts.

b. In connection with fixed-price contracting, including
redeterminable prices or incemtive prices, the analysis and inter-
pretation of costs shall avoid the use of such terms as "allowable"
and "unallowable",

c. Any instructions to negctiators as to how to deal with
cost data or as to the considerations to be examined in connection
with negotiating fixed prices should not be in a publication which is

‘available to contractors.

d. There should be furnished to industry guidance as to
reporting of costs.

‘2« In addition, the following principle was agreed to:

a. Under fixed=-price contracts, auditors perform a
service function, which is primarily to explain the nature and con-
tent of the various elements of cost submitted by the contractor.

3. It was agreed to proceed as follows: ' .

a. The ASPR sub-committee will expedite revision of Section
XV for submission to the ASPR Committee, The revision will pertain
solely to costetype contracts and will substantially expand the cost
interpretations,

o - .
AT



b. The Office of the Assistant Secretary of Defense
(Comptroller) will prepare a document relating to the reporting and
analysis of costs on fixed-price type contracts., Decision as to
whether this document will be incorporated in an Audit Manual or in
ASPR as a new Section or a sub=division of Section XV will be post-
poned until the various projects mentioned above are completed,

¢. The cost principles in draft documents heretofore pre-
pared by Mr. Bordner and by the ASPR sub-committee will be reviewed

in the above drafting.

.
. d. This work to be undertaken concurrently with a
sufficient interchange of ideas to incorporate all basic principles.

e. The above drafts will be submitted to the panel of
Department of Defense and Service representatives for review and for
the following decisions:

(1) Will ASPR include a Section or Subesection on the
reporting of cost data for fixed-price type contracts or will this
material be included in a revised Audit Manual?

(2) Action to be taken on Joint Letter #12%

(3) What vehicle is to be used to furnish information
to contractors?

F. W/ HESSER
Rear Admiral SC USN
FOR
WARFEN WELESTER, JR.
DIRECTOR 0¥ FrOoUin ol

(AKD PROCDUIIICH o
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HEMCrRAWDUM FOR CHAIRMAN, ASPR COMMITTEE

SUEJECT: Case 53-LL, Revision of Section XV

l. Attached is the Subcommittee draft of a revised Part 2 of Section
XV, ss directed, in making this revision, all existing departmental papers
having a bearing on this subject were considered. Part 2 has been revised
to amplify the treatment of certain items of cost in the present Section
XV, to assist in-uniform departmental implementation, and to include
coverage of additional items of cost incurred by Contractors. In this
revision, each item of cost contains a definition, a statement as to the
extent of allowability, vnallowability, and whether provision must be made
in the contract to make the item allowable.

2¢ Two issues have been raised in the development of rart 2 as follows:

(a) The Army Subcommittee members do not concur in paragraph
15-2004416(c) on education of individuals, but are willing for comments to
be obtained on the oresent text.

(b) Should profit-sharing olans and stock-bonus plans be an un-
allowable item of cost as provided in paragraph. 15-20L4.7 and by definition
in 15-20L.29 ? The Army and Air Force Subcommittee members believe that
they should not be allowed and the parazraphs reflect their view. The
navy submits that they should be allowable. <rhe two arguments on this
guestion are also attached hereto.

3+ while the Subcommittee members have developed the individual
paraygraphs of the Part, time has not permitted review of the draft as a
whole in order to reconcile any possible inconsistencies.

Le The Subcommittee is now proceeding with the redrafting of Part
l, In addition, it is developinz criteria or guide lines for use of con-
tracting personnel which will set forth the limitation of and conditions
under which those costs ma; be allowed which are not allowable unless
specifically provided for in the contract in accordance with Part 2.

Lte Cole Jo Me r;ailing

He ie Kee :

Jeo To stegardie (for ie Te Cook)

Ae Ceo Sawallisch

Lte Code fie Te Critehlow -—

Lte Cole Jo Ellis (for Ae 3. Thomas)
Fe He Gallup
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Tro preserd regulailions Part €, Section IV, isgued 1 farch



contracts in any one yeer shall he the amournt con- ributed
to the oensioa trusi {g) for thei yeer »ul not to exceed
fitres (15) per cent ol tae totz) companselicn othorwise
poid or sccruc in that yesr Lo the individuals concerna
andse tne plan{s).” This stbparezroph is inconsistent emd
conLraakociory in referring Lo caess "yliere penSion CT retire-
sent plans are peged On profites;" since ty éefinition {(of
tac Internal ﬁevenue s0gz) & pencion piar g onz in which
nepe determinztion of thz amount of vetirement benefits and
ipe contributions 1o provide such venefite are rct dependent

ymon profits". Tre current revision oL feciicn Xv, ASTR
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shovid provide ciz.iti on this peint ©oF separsie ‘reatment
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of the two types of slsns in confcrmily vizh the
given by ine Inteimel Pevenue Service:
L. The ressons {c1 the pasition teker by the Army end Adr
furae vepresentalives ¢rc &% foilcwss

6. h brsimess or unization may make ase of its earmirgs
in nany ¥Warsg suzh &3,

(1) Inveeizcriis

(2) lncrease Lo workinf capital

(3) Divicend paymenis Lo stockholders

(L) Contributions to profitesharing plans for employees
A distributicn of esrnings however accomplished carnod in
equity be corsidered as & cost cf perforiin & comract.

b. Unzer cost=reinturserert tyre contracts, the fixed

fee negotiated is intencded to represent ~he contractor's

T
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entire prefit. To allow comrizulicns o profit-shering
piang &3 Yeimdurssble costs ig, in effect, givin; the con-
tractor an exira profit margin ejual in ancunt to his con-
trizuiion te the plans If the coriracior ig, in fect,
entiiio . e nb her marping of nrafit, iU ehculd be throwr
e, inavzese in fived fes ratber than unler the disguiss of
igostzsT.
S, Wwiln rvegsrc ic s+tock borus olens the irmy anc Air Force
represnniatiyes conzifer thai such DOnus plane constitute & dis-

0y

iribution of ownership or profite shzrec directly or indirectly
cy tho cthoy OWRETS o7 ihe business. The cost of ihis disiri-
butior of owazrehip or vrofiie is not & cozt ¢f production &nd
thercfore should not bt ellowed.

&, 1n esserce, ihe issue in ite simplest terms is whether
any peytenis to employeee (rogzrdless of theixr form, sush &<
oL .scs, sicch DORUEES. dgfer.=c compensaiicn oOF retirement
trests, etoc.s arr regardless ¢f the tire, conditions or methcd
5f pasumert} which are sontingent upen profile; present or future,
sheuld te evcindec fros e1lovatle cortract coets, novwever conmends
able or desireble the paymenis may be frou the standpoint of effi-
ciency ¢r cther tusiness purp,se. Ir. conciusion our firm position

is that such payrents should not be recojnized as allowable costis.

ARMY ; AIR FOR CE
R. M. Kee, Army Auvdit Agency Lt. Col. He To Critchlew, AFMPE
Lt. Ccl. Jo Mo Rziling, G2 G-l it. Col. Jo E. Ellis, Jr, AFAUD
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. NAVY POSITION

Issue relative to whether Part 2, Section XV, ASPR shall include provision
for allowability of costs of profit-sharing retirement plans,.

l. An issue has been raised by the conferees of the subcommittee as to
waether or not profit-sharing retirement plans shall be considered an
allowable item of coste Parazraph 15¢601.2(f) of Part 6, Section XV states:

Tihere contributions ts pension or retirement pians are

besod cn profits, providing that provisions cf the Internal
rnevenue Code and regulations of the Sureau of internal
sdevenue have been met, the amount allowable for apportionment
to contracts in any one year shall be the amount contributed
to the pension trust(s) for that year but not to exceed 15
per cent of the total compensation otherwise paid or accrued
in that year to the individuals concerned under the plan(s)."

The Navy represcntatives see no reason for departing from the basic
principle herein inveolved, that costs of profit-sharing retirement plans
(subject to the restrictions embodied in Part 6,Section XV) are allowable.
The Army end Air rforce conferees are of other opinions,.

2. The practical question faced b,y many businessmen is not whether to
provide for the payment of retirement income to employees, but how to
provide for it. A growing number of companies now realize that a
deferrcd-distribution profit-sharing trust is an excellent way of
financing retirement income for their employees. Unlike a formal pension
plan which provides for fixed contributions year-in and year-out, profits
or no profits, a profit-sharing plan provides for contributions when a
company's carnings, if any, warrant such contributions. The plans pro-
viding for thcse contributions are subject to review and approval by the
Internal nrevenue Service prior to acceptance by the iMilitary Departments,
and arc hedged with restrictions and limitations. The contributions under
such plans are:

(a) Paid into a trust

(b) Irrevocable

(c) Subject to qualifications and llmltatlons of the agreement
and the plans setting up the trust

(d) Tor the exclusive benefit of the employees and of their
beneficiaries

(e) For the purposc of providing retirement income to their
employces at a stated age, or at death or after termination
of services or disability.

3e The issue hecre resolves itself around the term "profit-sharing". The
Navy representatives are of thc view that although this is a part of the
tcrminology used, the fact remains that the contributions for the purposes
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arc no diffcrent in principlc from contributions made for similar fringe
benefits, such as pension costs. Almost 30. of the approximately 365 plans
in the category of pension and profit-sharing retirement plans submitted
to the Internal revenue Scrvice for the fiscal year ended 30 June 1953
were of a profit-sharing nature and the percentage is steadily increasing.
not to recognize the fact that profite-sharing is becoming an integral part
of industrial operations is to overlook an important phase of industrial
costs of opcrationse

L. The Navy conferees consider that a profit-sharing contribution is one
which is mcasured or determined by the amount of a contractor's earnings.
It is *ruc that if therc are no earnings, no contributions are madc.
hHovever, 3% Is considered by some that this is no diffcrent in principle
from preirction workers piece-rate compensation and bonuses, or commissions
paid to swlesmen and others.

5. It should be pointed out that the contributions are irrevocably made
to a trust fund and that the employces do not participate in the benefits
(except as may be provided for in the plan at termination of service,
disability or decath) until the employees reach retirement ages One of
the several reguirements (all of which must be satisfied orior to approval
of a plan by thc Internal nevenuc Service) is that the sole purpose of the
trust is to providec benefits for the employees and their beoneficiaries and
that no part of the trust can recvert to the employer.

6. A contribution to a profit-sharing trust is in the nature of compensa-
tion for personal serviccs rendered by the covered employces and represents
a nceessary and ordinary busincss expense. Conscquently it is provided that
before a contractor may dcduct contributions to a profit-sharing rctircment
plan, the requirements of the Internal Kevenue Code as to reasonablcness

of compensation must be mcte.

7« To the extent that a contractor provides for rcasonable fringe benefits,
such as retirement, by one method or another, whethcr as a cost before
determination of profits (as in the case of contributions under a pension
trust) or after determination of profits appears to be immaterial provided
the cost is rcasonable and is in accord with the concept of a cost of doing
businuss and other factors to be considered in determining allowability of
costs. The mechanics of thc method of computing the cost should not be

the controlling criteria as to its allowability. The broader question

to be considecred is whether it is a necessary and ordinary business cxpensc,
which from a competitive standpoint other contractors provide for by
different methods and yardsticks.

8. It is submitted that no business man will take the position that costs
of profit-sharing retircment plans are not lezitimate fringe benefits and
consequently will providc for them in his costs of doing business.

9. While the above comments apply specifically to profit-sharing rctirement
plans, they also apply in principle to profit-sharing plans in general and
stock bonus plans.
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SECTION XV SUBCOMAITTEE

15-200 SCOPE OF PART, Thie-parc'aete forth principles and standards for the
'determination and allowance cf'cosﬁs inuconnection'with cost-reimbursement type
contracts andrcbstareiﬁbufeemeai.type scbccntraets thereunder for procurement

of supplies, servicesj and»}eSeaccﬁ.and_deyelopment work- with COmmercial organi-
zations and with‘gpn;pfcfifkineﬁifuﬁacps having commercial type accounting

systems.

15-201 BASIC PRINCIPLES AND STANDARDS

(a) Comp051tlon of Total Cost. The total cost of a cost—relmbursement

type contract is the net sum of (1) the allowable d;rect costs, (ii) the pro-
perly allocable portlon of allowable indirect costs and (111) appllcable income

and other credlts. -

(b) Factors Affectlnggﬁllowabzllty of Costs. The factors to be con-

sidered in determlnlns the allowability of costs include (i) reasonableness,
(ii) application of generally accepted accountlng principles and practlces,
(iii) exercise: of - good business Judgment 1n.1ncurrence of cost, (iv) 51gn1f1-
.cant deviations from the practlces of the contractor prior-to the award of the
contract, and (v) any limitations as to types or amounts of cost items set
forth in this Part 2 of Section XV or otherwise included 1n the contract.
Failure to mentlon any item of cost in this part 1s not 1ntended to imply that
it is either allowable or not allowable. | .

(c) Credlts. Tce applicable portion'of income.aadvother credits which
are related to any allowed cost will be credited to the Government either as

a reduction in contract cost or by a cash refund, as appropriate.
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(d)'Contractcr's Accountigg¥5ystem. The requirements concerning record

keeping and approval of the contractor's accounting: prccedures—and practices

are set forth in the "Records Clause" (See ASPR.7-20347)%

15-202 DIRECT COSTS. Subject to thé provisions of paragraph 15-201, allowable

~ direct costs are those items .of eost, or aggregate thereof, which can be iden-
tifled specifically with any. objective, serv1ce, program or project. under the
contract and are chargeable directly thereto. Major items of cost readily
identifiable with the contract or with other work of ‘the.contractor should be
charged directly thereto. This principle”may~often~be'apblicabie'to suchb
elements of expense as freight, travel, oommunications, engineering serv1ces,

_etc., as well as the normal items of materials and . productive 1abor. dowever,
this: principle must be applied consistently to the costing‘ofrooth‘defense and
non-defense products or serv1ces, when the contractor is. engaéed in mixed
production, in order to produce equitable resultss When the accounting expense
of direct costing of minor items wonld erceed the resulting benefits, indivi-
dual items,votherwise allowable as-direct costs, may be treated as indirect'

expenses.

15-202,1 DIRECT MATERIALS. The cost ofidirect materials includes the cost of

items purchased, supplied, manufactured . or fabricated, which enter directly
into the end product or which are used or consumed directly in connecticn with

furnishing such product.

15-202.2 * DIRECT LABOR. The cost of direct labor includes salaries and wages

specifically identifiable with and properly chargeable directly to the per- |

formance of the contract or other work of the contractore It may also include
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other.associated .costs sﬁch}as payroll taxes and workmen'!s compensation insur-
ance, where-it is. the established practice‘of the contractor to treat these

items as a part of direct labor costs¢

15-202+3 OTHER DIRECT COSTS. Where other items of cost are charged directly

to the contract consistent w1th parasraph 15-202 above, the contractor must
demonstrate that .they are speclflcally related to- the performance of the con=
tract. When, however, items ordlnarlly charbeable as indirect.costs are
charged to a Government contract as dlrect costs, ‘the cost of:similar items
applicable to other work of the contractor must be eliminated from 1nd1rect
costs allocated to the'contract. 7 -

15-203 INDIRECT COSTS.

(a) :Indirect costs are exoenses-mhich.are:incﬁrred for .common or joint
objectives, . are accumulated for accountlns purposes by departmental activity
or. other logical cost groupinb and are charged t6 the éontract and:other work
of the contractor by a process of allocatlon.' Each element thereof 1s,spbject
to the limitations of this part as to allowablllty. -

(b) No specifie rules can be stated as 'to the méthod of allocatlon of
indirect costs because the actual condltlon in each instance must be taken into
account in determlnlng the most suitable method or methods. The obJectlve
should be the selection of a method or methods whlch will dlstrlbute the in=.
direct costs in the fairest 4nd most equitable manner poss1ble. The method
used in connectlon w1th Government contracts must, in order to be acceptable,
conform with generally accepted-account1ng:pract;ces, be applled cons1stently,
and produce equitable results. Any significant change, sdch asAih the'nature -

of the business, the volume of sales, the volume of productioh; manufacturing - -
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‘of the oporation of cafeteries, diring rooms, cantcens, lunch wagons or othcr
typc of food scrvices, provided for the contractor's ecmployces at their rogaley
duty station, Such net costs arc 2lloweble when the services erc reesonebly
required by the natufc of thc contrsctor's operctions, plant location, establishcd
policics, or cmployer=-cmployee agfeemcnt. Such nct costs must be elloceted to
all contractor activitics which benefit from the food ssrvice opcration, Similafly
any profit on these opg;ations shell be allocated as a credit to all benefitted

activitics including Govcrnment contracts.

15-20L.6 CIVIL DEFENSE,  Oivil defensc costs ere thosc incurred in the plan-

ning for and thc protection of lifc end property against the possible cffects
of cncmy attacke Thesc costs arc generclly incurred pursuaent to plans dcve-
lopcd by lecal and state civil dcfensc authoritics. Exemples of civil defensc
costs includec cost in exccss of normal plant protcction expcnscs znd mcy con-
sist of first-aid troining cond supplics, fire fighting treining ¢nd cquipment,
posting of additional cxit notigcs and dircctions and other approycd_civil
dcfonsc measurcss Rersoncblc costs of civil defensc mscsures undcrtoken on
the contractor's premiscs pursurnt to suggcstions or requircments of civil
defeonsc cuthoritics arc ~1lowzble when alloccted to 211 work of thc contrcqtor.
In the case of copitel asscts, acquired for civil defense purposcs the costs
thereof will be deprecciated over a rcasonablc numbcr of years in conformity
with gcngrﬁlly acccpted accounting principlcs. Contributions to local civil

dofonsc funds or projects not on the dowtractor's premiscs arc wnellowable,

15-20L4.7  CO:PENSATION FOR PERSONAL SERVICES.

e, This item includcs solericd, Wiges, doferrod compensation :nd
fringc boncfits fof supviocs rendored to the comsérectoy by-oﬁplbyees &5 wcll

as fces paid to directors end committce members,
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Subjcct to specific limitations sct forth hcrcuﬁdc:,_such costs arc ellowcble
whin thc total compensation is rcasoneble in lighi of thc SLrVicQS rcndor;d.

b, Coenoerally, the gmount of compunsatlon CStubllShud by the contrector
will Le considercd commensurate with the 'scrvices rvndbrud.'.nova{r,
compensation of individuals such as corporate off1c1als, dircctors, cxucutivcs,
depertment hceds, p- rtncrs and solc proprictors may be: SJbJuCt to én cicl
considcretion end limitation ¢s to cllowcbility for contrzet cost HUrDOSCS
whore cmounts copcer cxccssiv;.__Som;;situations which mzy give ‘risc to
uXCwSSlV\ compcnsction arc Whurb (1) the individusl 6¥ mcmbor of his immodic e
fomily owns or is commlttgd to acquirc-a substontic 1 flngnclbl intcrest in
thc.coﬁtractof's org:ty 1zatlon, or. (i1) owmcrship of the contre ctor is llmltud
to o small cohcsivc group; or_(lll)‘thc,volume'ofnUOVurnmunt contracts whun
rcloted to the controctor's totel businces is such -s to influcnce the cmount
of compcnsotién,

ce The cost of options to purchass stock of thc'COntrdctor corvoration
grdntdd ﬁo cmployccs os a part.of cpmpcnsation-is not 21llowcblc,

d. Spccicl consideration will be accordcd the following types of

compensction bencfits: e

(1) Bonus nlens. Eonuscs to ¢mployces; such &s vroduction
inccntives ;nd sﬁggcstion or scfcty q"rdu, rcpresent © pcrt of th-lr totcl‘
compensation ¢nd arc c1lowcblec when approprlatcly ailoceat cé, if th;j arcs
(1) rccsonsblc-in amount, (i1) peid in éonﬁ&ction with en csteblished plen
consistently followed by the contrzctor, (iii) paid for é;rviqcs currcntly
rcndercd oy the cmployce, (iv) availeble to ¢ll cm@ié&éué of th. contr:zctor,
or to 211 cmployccs within o group or sclcry clessification which is not

unrccsoncbly rostrict.d, bonuscs will not bec allowcd when they cre

e
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"‘the émdﬁnt tﬁereof should be separately jdentified in either event. When
trented as direct labor cost, overtime ond shift premiums should not be included
in the basc for d;stribution of overhead. Cost of overtime ecnd shift premiuns
are allowable only to the extent expressly provided for in the contract or
otherwisc authorized by the Government. See'ASPR 12-102 for further informetion
concerning the policy regarding such authorization. The amount of overtime end
Shift premiun cost charged on Government contracts shall be equitable in
relation to the amount of such costs charged on non=Government work being
concurrently performed in the contractor's plant and the foctors which nccessitate
the incurrance of the cost.
15-204.28 PATENT EXPENSES. Included in this item are all costs leading to the
issuance of patents, as well as the cost of infringement investigetion end
litigation. Amortization of the cost of purchascd patents owned by & contractor
appliceble to products or processes covercd by a contract ere allowcble when
approved by the cont:acting §fficer. The cost of research and development work
lecading to petents is treatgd in subparcgraph 15-204.37. Those costs arc
unnlloweble except for the cost of prepcring required disclosures and of
preparing nssignment ond other pepers in conncction with the filing of a patent
application for the Government. Charges for the use of patents where the
Government has o license Or the right to free use thereof are unallowable.
15-204,29 PENSION 4ND RETIREMENT PLANS

(a) as used herein, o pension or retirement plan is a plan which is
estoblished end mainteined by & contractor primarily to provide systematically
for the poyment of definitély determinable benefits to his employees over &
period of ycars, usually for life, after retirement. Such ¢ plan moy include
disability, withdrawel, insurance or survivorship benefits jncidental end dircctly
relatcd to the retirement benefits, Retircment benefits generclly erc meesured
by, end based on, such factors as years of servicc end compensction received by

the employees. The determination of thc amount of retirement benefits end
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\

(d) Pen51on end rectircment costs constitute a part of the totel
compensetion by a contractor to the individuals covered by .the plan, and
accordingly, ere subject to the provisions of this section with respect to
reasonablencss of the total compensation paid to the individual for the servicecs
rendered. (Sec 15-204. 7)

(e). The carryover provisions of the Internel Revenue Code with
respect to contributions under pension and retirement plens shell not be
recognized for the purposé of determining cllowable pension and retirement
costs under Government contracts.

(£) Credits which arisc under pension plons fron various sources,
such as diV1dends and cancellation of cmployec benefits which have not vested
ot the time of termination of their cmployment, must be taken into account in
an equitablc manner in the deternmination of the allowable pension and retirement
contribution. Special provision for these credits is usually necessary when
the contractor's organization has substantially expandcd for the performance of
nilitary contracts and therc is e reascneble expcctation that the cmployment of
a large mumber of the edditional employees vwill be terminated upon curtailment
of nilitery work., Under these circumstances, it will be cxpected that an
errangerent will be naede which will result, as ncarly as may be practicable, in
the Government!s receiving the benefit of thesec crcdits to the same extent as
it originally farticipated in the rolated costs. Therc are two general methods
which may be used, individually or in conbination, in making such arréngementss

(1) 4 lump sum or percentage discount (of current pension
costs) allowance negotiated and agreed upon in advance. Determination of
such ellowance is not often an actuarial problen jnvolving a calculetion based
upon known factors, but rathér is an attempt to reach a negotiated agreenent

as to various uncertein or verisble factors in a complex situation.
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@) A Fetrospective determination at some time in the future
£ ékpericnce which may

1 a more accurate estimate can be made by virtue o

which should be:net ‘

o developed. Until such determination, current costs,

credits, may be allowed provided an appropriate contractual agreement

current
1 be rceched which reserves the Government's right to future credits. Such

e provisions will very inmthc extent and duration of application and

saptur
example, such provisions noy be: co

-6 of determination. For ntract-wide or

ntrector-wide and the determination may be made'at'ﬁermindtion of a defense
ntract or defense contrdcts, at mass loyoff of contractor'é'emplcyeeé or at

proportibn'of contractor's total sales under

1e timé of substanticl decline in

.fense contractse.

5-20L.30 . DELETED
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15-200.31 PLANT PROTECTION EXPZiSES., This item includes'the cost of plant
nrotection measures such as wages of guards, equipment of guards (uniforms,
£irenrmes, etec.), burglar alarm systens, and fencing. For the purpose of
coniract costing, these expenses are devided into two categories, nanely,
noraal plant protection expensés and special plant protection expenses. nor-
mal niant nrotection costs are allowable and are allccavle to 211 work in the
nlant. Snwecial plant protection costs, which terQFrefers to an extension of
the contrzctor's normal plant protection programn a; the specific direction of
the contracting officer or other cognizant Government axthority, are also
allowarle and allocable to specific Covernment contracts requiring specizl

protection.

15-20L,32 SROFTSSIONAL SERVICES - LEGAL, ACCOURTEIG, T GINESARING AND OTHER.

(a) This item jncludes the cest of professional services rendered,
whether performed by the cmtractor's own emnloyees or by’the membérs of the
carticular profession separately engared. These costs generally are allowzble
when reasonable in relation to the sorvices rendcred and are not contincont
upon TECovEry of the costs from the Government.

(v) Factors to be consicered (among others) in determining the
allorapility of costs jn a particvlar case arc: (1) past pattera of such costs,
particularly ir the years prior +o the award of Governnent contracts; (ii) the
impact of Government contracts on the contractor's business; (iii) the nature
and scope of managerial services expected of the contractor's omm organization;
(iv) the nature of any conflict of interest which may exist bctucen the con-
tractor and the U. S. Governnent; and (v) whcther or not the'proportion of
~evernment production of the contracvor's total production is such as to in-
fluence the contracfor in favor of incurring the cost, particulerly vhere the

services rendered are not of a continuing nature and have little relationship

N,
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to production under Government contracts. Retainer fees to be allowsble must
he rcasonably supoorted by evidence of services rendered.
(¢) Professional services relating to patents are subjiect 2lso to

limitations provridsd for in pararraph 15-204,28.

15-2014.33 FPROFITS AND LOSSIS Qi DISPOSITIGN oF PLANT, EONIFZIT 21 OTEER

CAPITAL ASSITZ. Included herein arc zains or losses of any naturc zrising

'y

from thiz sale or exchangc of plant, cquivment, or other capital asscts, includ-
ing sale or exchange of eithcr short or long tecrm investments., Profits or

lo

1G]

3¢

6]

on sale or exchange of capital asscts, iicluding investients, will be

erxcluded in computing contract costs.

15-20L.34 RICOLVERSION EXPIRISES, Reconvcrsion expenscs are those incirrcd in

the restoration of the contractor'!s facilitics to aporoximately the samc phys-
ical arrancement and'conditioh existing immediately prior to COmmencemcnt of
the military contract work and include the cost of rermoval of Government prop-
erty,

Reconversion expenses, cxeent for the removal of Government property,
are iscurred for the bencfit of futirc procuction and are, thercforc, properly
charseavle thereto. .lccordingly, ercept for the cost of removing Covornment
nroperty and the rcstoration ancd rchabilitation costs caused by such removal

which are specifically provided for ia the contract, reconvirsion expenses arc

not allowable.

15-204,25 RECRUITING ZXPENSI. This item includcs the costs of "help wantzd!
advertising and the operating costs of an cmploymeat office neccssary to sccurc
and maintain an adequate labor forcc. If further includes the costs of opara-

ting an cducational and aptituic testing procram, travel cs«penscs of employcos




£
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while gngagcd in rceruiting personncl, and travcl expenses of applicants for
intervicws fpr prospoctive employment. These costs arc allowable. Where the
contrzcter uses private cmployment agencics, costs not in excess of standard
commcrcial rates for such scrvices arc also allowable, Costs incidsnt to spceial
tenelite or cmoluments offcred to prospective employces beyond tiic standard prac-

ticcs in the industry are not allowable.

15-204,36 REITALS OF FLANT &0 EUIPEIT, (Including salc and lcascback of

facilitics.)

This item includes cxpenses for (a) use of 1aﬁd, buildings, and
cquipment or other personél propurty, and (vu) rental cxpensc§ under sale and
loazc=bach agreements incurred by contractors through sale of plant facilitices
to invéstmont organizations (sucl: 2s insurance companics) or to private inves-
tors and concurrently lecasing back the same facilitics on long term leasgs.

(a) Rentals of plant 2nd ecuipment under (a) above, if the rates
arc rcascaztle in light of the type, condition, and valuc of the facilities
lcased, options availatle, and maintenance on othcr provisions.

(t) Rentals specificd in salc znd lease-back agrecments arc allow-
able only to the cxtent that such rcatals do not excced normal costs (such as
sepreciztion, taxes, insurance and maintenance expenses) which would have becn

incurred had the contractor rctain<d logal title to the facilitics.

15-20L,37 RESEARCH AND DTVELOP:LNT. Resecarch and development expenses (somc-
timcs refcrred to as general engincering expcnses) for the purposc of contract
costing are divided into two major categorics, (i) product rosearch and/or
development and (ii) general rescarch.

(a) In the first category are includcd costs for design, improvc-

ment, and utilization'of a particular product or product line. The alloc-ble
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portion of @pese costs are alloweblc under cost-reimbursement type production
contracts where' the roscarch is reasonably related to the end items being
purchaséd under the controct, These costs are allowable under cost-reimburse-
mcent @ype rescarch and development contracts, only to the extent that such
costs are dircctly chargeable to such gontracts.

(1) In the second category, are includcd.costs of all rcscarch
ot'wr than that describéa in subparasraph (a)_above. Acasonable .costs of
general research wich are not otherwise reimbursed are allowable under cost-
reimburscrient type production coniracts. Costs of general resesrch arec not
allowable under cost-reimbursement tyﬁc réscarch and development contracts,
unless specifically provided for in such contracts. )

(¢) - Rescarch and devclopment costs, regerdlsss of thé naturc, which
were incurred in accounting periods prior to tie award of a particular mili-

tary contract (including amounts capitalized in the costs of patcnts obtained)

shall rnot be allocated to that contract.

15-20&.35 ROYALTY PAYSENTS. This item covers amounts paid for the right to
use patents, Wherc the use of such patcnt is neccssary for the proper per-
formancz of the contract and where the Government docs nov alrcady have a
licansg or othpr right to use such patcnts, the royaltics arc allowable to

the cxtent expressly orevided for elscuhere in the contract or otherwise author-

ized by the contract officrr.

15-20L4.39 SELLING AWD DISTRISUTION EXPEISTZE, This group of cxpenscs includes

the costs of marketing, salcs enginc.ring, salcs promotion, salcsmen's and
agents! compensation, and other related cxpenses, It also includes costs of

advertising, bidding, ocutbound tronsportation, entertainment, scrvice snd
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'rcnta; of facilities for meetings, andvotﬁer incidentel costs, when the primary,
purnose of the incurring of such expenscs is the. dissemenation of techh;cali.
information for the stimulation of production are}allowable.

(e) A1 other eﬁtértainmcnt expepsés, including those classificd

as grotuitices in accordence with paragraph 7-204.13, are mnallowable.
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- 15-204.13 Excess Facilities. This item includes the cost of ‘maintaining and
housing idle and excess facilities, ex'cept those reasonably necessary for
contract performance standby purposes. These costs are unallowablé unless
specifically required by the terms of the contract. | ‘ ,
15-204,1, Fidelity and Surety Bonds. The cost of bonds include et premiums
paid for fide]ity anfi surgty bonds, Examples of such bonds are perforxﬁance and
Payment bonds, forgery bonds, fide_lity bonds, patent 1nfringment bonds, etc,
The cost of‘ surety and_fidelity. bonds are allowable to the extent required by
the contraet or approved by the contracting officer both as to type and amount,
15-204.15 Fines and Penalties. Included in this itelﬁ_ are those costs resulting

from violations of, or failure of the contractor to comply with, local, state
and Federal laws and regulations. These expenses are not allowable, However,
fines and penalties incurred dus to situations in which the contractor has been
instructed in writing by the Contracting Officer_ to follow a certain course of
action, will be allowed. | |
- 15-204.16 Fringe Benefits

' Fringe benefits are allowances andlserv'i‘.ces provided by the contractor
to its employees as compensation in addition to regular wages and salaries.

a. The determination as to the allowability of the cost of pension
and retirement plans, profit sharing and other bonuses, and sewerence pay will
be in accordance with sub-paragr'aphs‘ 15204429, 1520447, and 15-204.41
~ respectively,

b. The cost of other fringe benefits lsuch as pey for vacations,
holidays, sick leave, military leave and employee insurance is allowable to the
extent required by law, cmployer~-employee agreement, or established policy of the
contractor that constitutes, in effect, an implicit agreement on the contrac’oor's

| parte.




1517

' 15-204,17 INITI.L PRODUCTION COSTS. Initial produotion costs, also known as
"starting-load costs®, are non-continning costs that arise in early stages of
production because of the Contractor's lack of experiencc with particular
materials, manufacturing processes or techniques involved. Such costs may
consist of excessive materinl costs resulting from abnormal serep losses,
excessive direct 1abor costs and related overhead resulting from idle time due
to testing and change in production mothods, cost of training employees, and
excessive defective work due to inexperienced labor. o |

While initial production costs are allowable, the contractor will be
expccted to work actively to minimize or el:uninate them as rapid]y as possible.
In cases where these costs continue to an unmarranted extent after the contractor:
~ has been allowed reasonable time to learn to make the product efficiently, the
exccssive costs will be disallowed,
15=204. 18 INSURnNCE AND INDEMNIFIGnTLON . }

(2) Included under this item are (1) those types of insurance which
the contractor is required to carry under the terms of the contraot, or by
specific instruction of the contracting officer or his authorized representative,
and (2) those typcs of insurance which the contractor carries on his own account.
The kinds of insurance ordinarily included in the first categcry are set out in |
ASPR 10-501 Examples of the kinds of insurance included in the second category |
are fire insurance on contractcr-owned buildings and equipment, use and occupancy
insurance, and employee fidelity bonds. \

(v) Costs of Government required insurance are allowable within the
limitations as to the extent of coverage and premium rates npprcved by the
Government. To the extent that any part of a contractor's insurance program has

not been disapproved by the Military Departments, the costs of such other
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insurancc are allowable where the types of coverage, extent of coverage, and

rotes are reas&nabie under the circumstances;'however, costs allowed for use and.
occupancy insurance will be limited so as to exclude coverage of profit, interest,’
- federal income texes, and unalloweble selling and distribution expenses. -

(¢) Costs of insurance of ‘any: kind pertaining to Government-owned - :
property for which the Government has assumed the risk of loss under the terms
of the. contract are not allowable. The cost of insurance.covering contractor
owned materials used or usable oxclusively on work other than that required'under
the cost reimbursement tybe contréct is not allowable under such contract.

(@) The costs of. & .self insﬁrance-prograﬁ~under which a contractor
assumes its own insurable risks are allowable provided .that (1). the program has
been gpproved by the Military Departments and (ii) the hazerds so insurcd |
ageinst are not unusual or inconsistent with reasonable ,and prudent business
practice, and (1ii) the rates charged are estimated not to exceed available
insurance raﬁes”for insurance as reduced by an émount equal to the acquisitibn
expenses of the eqﬁivalenxmcommercigl‘insurance (commissions, fixed cxpenses,
excess losées, ptc.). .Actual: losses sustained under such a:-self-insurance:
program are not allowablé;

(e) Insurance on the lives of officers, partners or‘proprietors,
where the contractor is the beneficiary, is not an allowable cost.

- (£) Losses-resulting‘from failure to insure (through self insurance
or otherwise) against a contingent loss or deamage, where a reasonably prudent
business organization would have insured against such loss or damage, are not
allowable,

(g) Costs of indemnification, in lieu of insurance, will be allowable

only to the extent expressly pfovided for in the contract. By the term .
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(d) Costs of:materials*hnd"supplies'shaii'bs sultably odjosted for
epplicable portions. of income afid other credits, Suchjincome ond othef credits
include trade discounts, refunds, rebntes and allowances, cash discounts t.ken,
credits. for scrap and:silvage nnd mAterials réturned t6 vendors, and credits
arising from differences :betwesn book and physical inventories. If tho contractor
docs not exercise redsonnble:-precatitions in taking advantage of cash dlscounts
availoble, 211 cash discourits lost may b6 deducted ‘in detcrminlng allow ble‘
costs,. e - |
15.204-25 QRGANI ~TION9EXE§H§E§. “fhis item consists of oxpendlturos in
connection with'organizoﬁioﬁ"dﬁ*feOrgbnization of & business. Exumples of such
| costs,.cre incorporation fée,: attorneys fee, fees to promotors and organlzors
end costs of raising capitali: Those costs arc unallowable. (See ﬂlso
15-204.19) .
15-204426 OQTHZR BUSINESS EXPENSES. Tncluded in this item are such recurring

expenses os registry and transfer*chhrgés'fesultihg from choﬁges in ownership of
securitios,issued by the contractor, coét of sharehoiders"moetings; pfoxy
solicitations, preparation and publication of annual reports to shareholders,
preparation. ond submission of’ required reports and forms to taxing ond other
regulatory bodies and ineidental costs of directors and committee meetings.'
The above listed costs-are allowable’'when incurred in reasonable'amoﬁnts in
accordence with the contractorfs'ostablishod practices and are ollocated on 53
equitable basis to all classes of work.' Phe above and similar costs are alloﬁ-
able when incurred in reasonable amounts,

15-204,27 QVERTIME, EXTRA PAY SHIFT ND MULTI SHIFT PREMIUM3. This itom
consists of the premium portion of ovortime anﬂwshift payments to employees.,

Such premiums may be classified ag either dircct or indircet lebor costs, But

L e : .
- T A o .
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’,

‘the amount thereof should be separateiy identified in eithe; event. When

- treated as direct labor'cogt, overtime and shift ﬁremiums shouid not be included
in the basc for distribution of overhead. Cost of'overtime end shift premiums
are allowable only to the extent expressly provided for in the contract or
otherwise autho;ized by the Goverament. See ASFR 12-102 for further information
concerning the policy regarding such authorization, The amount of overtime and
shift premium cost charged on Government contracts shall be equitable in
relation to the amount of such ¢osté cﬁarged on non-Government work being
concurrcntly performed in the contractor's plant and the factors which necessitate
the incurrance of the cost.

15-20/,.,28 - PATENT EXPENSES. Included in this item are a1l costs loading to the
issuance of patents, as well ﬁs the cost of infringément investigoation and
litigation. A4mortization of the cost of purchascd patents owned by a contractor
applicable to»products or proceéses.covgrod by abcontract are allowable when
approved by the cbnﬁracting officer. The cost of research and development work
leading to patents is tréatgd in subparagraph 15-204.37. These costs are
unallowable except for the cost of prepering required disclosufes and of
 preparing assignment and other pepers in conncction wifh the filing of a patent
application for the Government. Charges for the use of patents where the
Government has o license or the right to free use thereof are unallowable.

15-204,29 PENSION iND RETIREMENT PLANS

(a) As used herein, a pension or retirement plan is a plan which is
established and mainteined by a~contractorAprimari1y to provide systematically

for the payment of definitely deterniinable benefits to his employees over a
e .

period of years, usually for life, after retirement. Such a plan mpy include
disability; withdrawal, insurance or survivorship benéfits incidental end dircctly
related to the retirement benefits, Retirement benefits generclly erc meesured
by, and based on, such factors aslyears of servicé end compensetion received by

the employees, The determination of the amount of retirement benefits end
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Yindemnification” is meant Government assumption of losses arising from (i)
lack of insurance coverage of risks of an insurable nature or (ii) restrictions

on the amount of such insurance coverage.

15-204,19 INTEREST AND OTHER FINLNCIAL EXPENSES. This item includes interest
paid or eccrued (regardless- of the nature of the obligation which gives rise to
the interest cost), bohd discount and expenses, and the cost of financing and
rafinancing operationé as well as legal and professional fecs paid in connection
with the prcparation of a prospectus, costs of preparation and .issuance of stock
rights and oxpenses related thereto. (Sce also 15-204.26) These coéts are
unallowable exacpt for interesﬁ assessed by State or lbcal taxing autheritics
under the conditions set forth in subparagrerh 15—204.44.

15-204,20 LégOR RELATIONS. This item covers expenses incurred in maintaining

the satisfactory relations between the contractor and his employces, It includes
the costs of shop stewards, labor management committees, employee publications
and other related activities., Costs incurred for these purposes are allowable,

15-204.21 LOSSES ON_OTHER CONTRACTS. This item covers any excess of costs over

income under any and all other contracts, whether such other contracts arc of a
supply, research and development,. or oﬁher nature, 'Costs’of this nature are not
allowable as a cost of performance 6f‘the Government coniract.

15-204,22 MINTENNCE AND REPAIRS. (a) This item includes those costs necessary
for the upkeep of property which neither adds to the permanent value of the
ﬁroperty-nor¢appreciably,prolongs its intended life but keeps it in its efficient °
operating condition. These costs are allowable, - Expenditures for plant and
equipment which, according to generally accepted accounting principles, -should be-

capitalized and subjected to depreciation will be allowable only on a depreciation

.
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basis. Cost of maintenance and repnirs of excess focilities and of idle
facilitics (other than r easonable standby facilities) are not allowable,

(b) Deférrcd mpintenanco is‘defined as maintenpnee ond repairs which -
for some recson such as abnormel operating conditions or laqk of funds, is
delayed to a future period. Thc(cost of‘mainténance and repairs which has been
deforred from a poriéd prior to the contract is not allowable unless.-spceifically
provided for in the contract, Likewise, the estimated cost of mointencnce and
repairs normnllyv;equired‘but nof acpomplished.during the period of the contract .
will not be alloved os o cost uhless,spegifically'p;ovided for in the contract - -

or an amendment thoreto.

15-204,23 M&NUFQCTURiNG AND PRODUC?ION ENGINEERING. Menufacturing and pro-
duction. enginecering includes thé cqst ongngineering éctiv?pies iﬁ connection i
with (1) currcnt manufacturing pr@cesseg such as motion and time study, methods
analysis, job analyéis, and toél design and improvement and (2) current pro- .
duction problems, such as matgriﬁls analysis for production suitebility and ,
componént design for purposes of simplifying productionf Thesc costs are.
allowable, lFor purposes of distribution, such costs should ordinarily te
divided into two cétegoriesa- (1) those which difectly benefit o contract, a

projéct, or a product line and (ii) those cxpenscs which are not.subject.to.

direct costing. Itoms in cafegory,(i) should be charged dirccply to the contract = . -

or projoct or allocated to the products in the product line. Costs in category
(11) should be allocated to all benofitted work,
15-204,2/, MATERI.LS AND SUPPLIES.

(2) This item includes the nct costs of such items as raw meterials,
perts, sub-asscmblies, components, and manufacturing supplics, whether purchased

outside or menufactured by the contrrctor. Costs of materials and supplics
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“ mey include such collateral iﬁems as 1nboﬁnd tfﬁnspo#tation'and intransit
insurance. These costs are.alloﬁable suﬁjoct, however, to the provisions of . .
subparagraphs (b) through (d) below. _ ,

(b) Any generally recognized method of pricing materials issued from
gtock may be employed for determining actual cost, provided it has been
consistently used by the contractor, is acccptable for internsl revenue pur-
poses, and does not di#criminate against the Government. However, when materials
in inventory at the commencement date of a Gofernment contract have a provable
reblacement cost significantly different from book cost, the contractor and the
Government mey agree upon the use of & différént method of pricing based upon
the fair value of the materials (but not in excess of replacemcnt cost). Such
agrcement should include identlficution of the types or klnds of materials
involved and should preferably be made at the time the contract is entered into.
oend provided for thercin.

(c) Ordinrarily inter-company or inter-divisional scles or transfers -
of materials shall be stated on the basis of.cost to the transferor. 4
departurc from thié cost basis is permissible when the trensactions involve
items regularly mamfactured and sold by an affiliote or division through
commercial channolshexcept es fo items on which the Government is ultimately
thc sole user. In these 1atfer cases, however, tge price qharged to the contract
must not exceed the lower of (i) the transferor's sales prlce to 1ts most
favorcd customer for the same item in like quantity, or (ii) the prices of other
suppliers for the same or substqntially s;milar items, In other situations where
consideratiénabf the minority interest in ﬁn affiliatelwould warrant departure
from the cost basis, such departure moy be permitted but only if expressly

suthorized or approved by the contracting officer,
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to production under Government -contracts. Retainer fees to be allowzble must
he rcasonahly supported by evidencs of services rendered.
(¢) Professional services relating to patents are subject also to

the limitations provided for in paracraph 15 -20L.28.

15-20k,33 PROFITS 4D LOSSTS Qi DISPOSITICN JF PLAIT, EOLPTIT O OTLIR

CAPITAL ASSETC. Includcd hereln arc zains or losses of any n= tur' arising

from the sale or exchange of plant, cquipment, or other capital asscts, includ-
ing sale or exchange of either short or long term investments, Profits or
losses on sale or e&chunge of c_nltal asscts, iucluding i investiients, will be

evelnded in computing contract costs.

1¢-20h 3l RZCOW VERSIOW EXPTISES. QReconversion expenscs arc thosc incurred in

the restoration of the contractor's fac:lltlcs to aporoximately the sene phys-
ical arrangement andAcondition existing immediately prior to commerncement of
the military contract work and include thc cost of removal of Government prop-
erty.

Reconversion cxpﬁnsbs, cxcept for the removal of Government nroperty,
ere in currecd for the bencl{it of futurc production and are, thercforc, properly
charreavle thereto. Accordingly, encept for the cost of removing Covernment
nroperty and the rcstoration ancé rchabilitation costs causad by such rcmoval
which are specificallj nrovided for in the contract, reconvorsion expenses arc

not allowable.

15-204,35 RECRUITING TXPLNSI. This itcm includcs the costs of "help wantzd"
advertising and the operating costs of an wmployment office necessary to sceurc
and maintain an adeguate labor force. If further includes the costs of opara-

ting an cfucational and aptituic testing procsram, travel c4penscs of employcas
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while engagcd in reeruiting personncl, and travcl expenses of applicants for
jntervicws for prospoctive employment. These costs are allowablc. Where the
contrmctor uses private employacnt azencics, costs not in excess of standard

N
comrcrcial rates for such scrvicos arc also allowable. Costs incidsnt to spceial

mcnefits or cmoluments offcred to prospective employces beyond tiic standard prac-

t:ces in the industry are nob allowadle.

15-20L.36 REUTALS OF PLANT un pUIPEIT. (Including salc and lcaseback of

This item includes c¥pensces for (a) use of land, buildings, and
¢quipment or other personal propuriy, and (v) rental cxpenscé under sale and
1casc=back agreoments incurred by contractors through sale of plant facilitics
to inva:tmoqt organizations (sucl: zs insurance companios) or to private inves-
tors and concurréntly leasing back the same facilitics on long term leases.

(a)» Rentals of plant =nd ecuipment uander (a) ebove, if tne rates
arc rcasoazble in light of the type, condition, and valuc of the facilities
1lcased, options availatle, and maintenance on othcr provisions.

(t) Rentals specificd in salc and lease-back agrecnents arc allow-
able only to the cxtent that such rcatals do not excced normal costs (such as
2epreciztion, taxes, insurance and maintenance expenses) which would have becn

jncurrcd had the contractor rctaincd legal title to the facilitics.

15-20L,37 RESEARCH AND DEVELOF: TMT. Rescarch and development expenses (somc-

timcs referred to as general engincering expcnscs) for the purposc of contract
costing are divided into two major categorics, (i) product rcsearch and/or
development and (ii) general rescarch,

(a) In the first category afe includcd costs for design, improve-

ment, and utilization.of a particular product or product line. The alloc-blc
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portion of th;se costs are alloweblc under cost-reimbursement type production
centracts where'the roscarch is roasonably related to the end items being
purchaséd under the contract., These costs are allowable under cost-reimburse-
ment type rescarch and development contracts, only to the extent that such
costs are daircctly chargcable to such qontracts.

(b) In the second catcgory, are includcd.costs of all rﬁscarch
ot'icr than that describe&‘in subparasraph (a) above., Rcasonable .cosis of
ceneral research wich are not otncrwise reimburscd are allowable under cost-
recimburscrient type production contracts, Costs of gencral rcsezrch ~rc not
allowatlec uniler cost-reimbursement tyéc réscarch and develeopment contracts,
unless specifically provided for in such contracts. )

(c) " Rescarch and development costs, regardleoss of the naturc, which
were incurred in accounting periods prior to the award of a particular mili-
tary contract (including amounts capitalized in the costs of patonts cbtaincd)

shall not be allocated to that contract.

15-20h.Bé ROYALTY PAYRENTS. This item covers amounts paid for the right to
use patents, Wherc thc'ﬁse of such patent is neccssary for the proper per-
formancz of the contract and whcre the Govermment docs not alrcady have a
licanse or othpr rigaht to use such patcnts,'the royaities arc allowable to

the cxﬁcnt e¥pressly previded for clscwheré in the contrzct or otherwise author-

ized by thc contract officrr,

15-204,.39 SELLING AWD DISTRIBUTION EXPRISIS., THis group of cxpenscs includes

the costs of marketing, salcs enginciring, salcs promotion, salcsmen'!s and
agents! compensation, and other rclated cxpenses, It also includes costs of

advertising, bidding, outbound transportdtion, entertainment, scrvice and
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warranty which are specifically covered elsewhcre in this part.

(g) Gencrally, sclling and-distribution expenses are not allowable.
dowcver, there frequently are cases in which expenses in this group relate
in wholc or in part to contract negotiation and administration and technical,
consulting, and othcr services of application and adaptation of products to
the usc and requirements of the Government. These costs arc allowable when
propcrly allocatcé;

(b) Mo fee, commission, pcrcéntagc,.or-brokeragc fee shall be allowed

as a contract cost which violates the provisions of paragraph.7-203.20.

15-20L,40. SERVICE AND WARRANTY EXPRISES. This item includcs such costs as

providing secrvice in installation; training personnel in the use, opcration

and maintenance of the product, corrccting defects in the product, replacing
defective parfs, refunds in case of inadequate pcrformence and other rclated
costs.r Acﬁual costs to bc reimbursed to the contractor will include such of
the fcre-going cqsts as muét bc borne by the Government under the clause of

the contract entitled "Inspection of Supplics and Correction of Defects"

(Sce paragraph ASPR 7-203.5).

15-20L,.41 SEVZRANCE PAY.‘ Severance pay, also commonly referred to as dis;~
niss=l wégeé, is a payment in addition to regular'salarics ahd wages, by con-
tractors td workcrs‘whose employment ié being tcrminated.

| ‘The cosf of se§erancc pay is allowabtlc only to the extent that, in
cach case, it is required by (i) iaw, (ii) employcr-employce agreement, (iii)
cstablisﬁed policy that constituﬁcs, in effect, an,implicit agreemént on the

contractor!s part, or (iv) the circumstances of thc particular employment.
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For contract costing purposes severance pay is divided into two

categories as follows:

 (a) Bormal Turnover Severance Pay, The cost of severance payments

arising from normal severances should be allocated to all classes of work
being performed in the contractor's plant at the time of peyment. Where

the contractor provides-for acerusl of normal severance pay such method will
be acceptable if the amount of the accrual is reasonable in light of payments
actually made over a representative past period.

(v) Mass Severance Pay. The cost of abnormal or mass severance pay

actually made upon cessation of work when there is no reasonable prospect of
continuing employment on other work of the contractor is allowaole. The
amount allowable shall be determined by a551gn1ng uhe total cost to the Derlod
in which the severance pay was actually earned and equltably apportlonlng such
cost to all business of the contractor performed durlng thnt perlod

A reservation in the flnal release of claims (see A PR 7-203.4) may
be made in the case of comnleted cost-relmbursement type contracts Yhen 1t is
reasonable to assume that severance pay allocable to the contract must be made

in the future.

v

15-204,42 SPECIAL TOOLING. The term "special tooling" means property of such

specialized nature that its use, witﬁout substantial modification or alteretion,
is limited to the production of the particular supplies or ﬁo the performance

of the particular services for which acquired or fﬁrnished. It includes, but
is not limited to, jigs, dies, fixtures, moids, patterds, special taps, special
gauges, and special test equiﬁhent.. The cost of epecdal tooling, when ecquired
for and its usefulness is limited to governmedt eontraete, is allowable and

will be'charged directly to the government contracts. When such special tooling
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is acquired itlshall be subjcect to the pro#isions of the contract clausc sct
fortr in paragraph 13-503 cntitled "uovernment Property" and to the provisions
of Appendix B, ASPii, applicable to wovernment-ouwmncd special toolinge The cost
of spccial tooling which is useful under both gbvermment contracts and other
work of the contractor'islallowable when »ropcrly allocated.

15-20L:443 STEIZXZS -¥D LOCKOUTS, EXPENSES OF. The situations and conditions

surrounding striiccs and lockouts are so varicd that it is impossible to cstabe’
lish a general principle providing for allowance or disallowancc of costs in-
currcd during such occurrcnces. £ach case must be considered on its own merits,

15-204.4); TAXZS. Taxes are charges levied by a government unit. They do not

include fines and penaltiés exceot as otherwisc providced herein.

(a) In general, taxcs which the contractor iS'required to pay and which
are pa2id or accrued in accordance with zenerally acCcptéd accounting principles
arc allowable, cxcept for Federal income and cxcess orofits taxes; taxcs in
connection with financing, rcfinancing or refunding opcrations (sue paragraph
15-205.15); and spccial assessments on land which represent capital improvements.

(b) Taxecs which arc belicved to be illegally or érroneously assessed
against the contractor, may be allowsd as a cost of work pcrférmcd, providcd that
the contractor; (1) cromptly rcquests instructions from the cdntracting officer
concerning such taxcs; (2) agrecs to comply with such instruétions;-and (3) if
so dirccted by the contracting officcr also agrees to tzke all necessary action
in cooperation with aind for the bonefit of the Government, to determine'the
legality of sveh assesémcnt or, as the casc may bec, to sccure a refund of such
taxes and any interest or jecnaltics thereons  Interest and penaltics incurred by
a contractor by rcason of the nonpayment of any tax at the direction of the con-
tracting officer, shall be allowable as a coste iicasonable eprnscs of any

procceding instituted by the contractor at thce direction of the contracting
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) ”(25' A retrospcctive deterriination at'some time in thé future
when a more accurate estimate can be made by virtuc of eipericnce which may
have developed. Until such determination, current costs, which should be:net"
of cﬁrrent credits, may be allowed provided an appropriate contractual agreemeht
can be rceched which reserves the Government!s right to future credits. Such
rceapture provisions will vary in the extent and duration of application and
tirme of determination. For example, such provisions may be:contract-wide or
contraector=wide and the determination may be nade at termination of 'a defensé
contract or defense contrabts, at mass layoff of contractor'é‘employééé or at
the time of substantinl decline in proportibn‘of contractor!s total saies under

defense contracts.

15-20L.30 . DELETED
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(d) Pension end rectircment costs constitute a part of the totel
cocmpensetion by a contractor to the individuals coverpd by .the p}an, and
accordingly, are subject to the provisions of this section with respect to
reasoncbleness of the total compensation paid to the individual for the services
rendered. (Seo 15-204.7)

(e) The carryover provisions of the Internal Revenue Code with .
respeet to contributions under pension and retircment plens shall not be
recognized for the purpose of determining cllowable pension and retirement
costs under Gﬁvernment contracts,

(f) Credits which arisc under pension plans from various sources,
such as dividends and cancellation of cemployeec benefits which hove not vested
at the time of termination of their employment, rust be taken into account in .
an equitable manner in the determination of the allowable pension and retirement
‘contribution. Speciel provision for these credits is usually necessary when
the contractor's organization has substzntially expandcd for the performance of
military contracts and therc 1s a reascnable expcctation that the cmployment of
& large mumber of the edditional employees will be tcrminated upon curtailment
of rilitery work, Under thesc circumstances, it will be cxpected that an
arrangerent will be nade which will result, as ncarly as may be practicable, in
the Government's receiving the benefit of thesc ercdits to the same extent as
it originally ﬁarticipatod in the related costs. Therc are two general methods
which may be used, individually or in corbination, in making such arrangementss

(1) 4 lump sum or percentage discount (of current pension
costs) allowance negotiated and agreed upon in advance. Determination of
such ellowance is not often an actuarial problem involving a calculetion based
upon known factors, but rathér is an attempt to reach a negotiated agrecnent

as to various uncertein or variable factors in a complex situation.
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15-20L,31 PLANT PROTECTION EXPLISES, This item includes the cost of plant

nrotection measures such as wages of guards, equipment of guards (unifornms,
irearmes, etc.), burglar alarm systems, and fencing. For the purpose of
contract costing, these expenses are devided into two categories, nauely,
noraal plant protection expensés and special plant protection expenses, ilor-
mal »lait protection costs are allowable and are allccavle to all worlk in the

oA

~lzb. Snecial plant protection costs, which tern refers to an extension of
. :

the contrzctor's normal plant protection program at the specific direction of
the contracting officer or other cognizant Government aithority, are also
2)lowale and allocable to specific Government contracts requiring specizl

nrotection. .

15-20L,32 SROFZSSIOGHAL SERVICES - LEGAL, ACCOUnTEIG, FNGINEZRING AND OTHER.

(a) This item includes the ccst of professional services rendered,
whether performed by the contractor's owm emnloyees or by'the members of the
carticular profession separately engared. These costs generally are allowable
when reasonaltle in relation to the sorvices rendecred and are not continrint
unon rzcovery of the costs from the Government.

(v) Factors to be cénsidered (amone others) in determining the
allowapility of costs in a particvlar case arc: (i) past pattera of such éosts,
perticulariy in the years prior to the award of Governnent contracts; (ii) the
impact of Government contracts on the contractor's business; (iii) the nature
and scope of managerial services expectcd of the contractor's oim organization:
(iv) the nature of any conflict of interest which may exist bctwecea the con-
tractor and the U. 3. Governnent; and (v) whether or not the.proportion of
Jovernment production of the contractor's total production is such as to in-
fluence thc contractor in favor of incurring the cost, particularly where the

services rendered are not of a continuing nature and have little relationship

N
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'officer to dctermine the legality of such an asscssment or to sccure a rcfund of
- such taxcs, intergst or pcnaltics for the benefit of the Government, shall also
be allowablc as coéts.

- (¢) Any rofund of taxcs, penalties or interest thercon shall bc
credited to contract costs in the proportion in which contract costs absorb the
costs of taxes, intc;est or penalticse If at the time the refund is rcccived by
the contractor, no defensg contracts arc being pcrformcd, the amount othcrwise
to be credited to contrzct costs shall be paid dircctly to the dovernment.

15-20L.L5 TiaDE, BUSINESS, ND PHOFESSIONAL ACTIVITI-S.

‘(a) diombershipses This item includes costs of membership in trade,
business, and professiona; organizations and such costs are allowable when in-
currcd iq accordancc with the following standardss

' (i) Memberships arc consistent with the established practice of .
the contractor, particularly his practice prior to the award of Jovermment con-
tractse However, if the naturc or volumc of the contrzctor's production had
been altered significantly by dovernment contracts, departurc from the prior
program may be justificd.

(ii) ‘hen the orgzanization is a local onc; is primarily for
trzde, business, or professipnal purposes; and memborship would be cxpected of
all similar business firms in the busincss cormunity. The costs of social,
éultural, or rcereational activities of such orgzanizations are not allowable.

(iii) If the orzanization is régional, national or intcrnational
in scope, membership therein should ac held by a majority of likec firms in the
same industry.

(iv) The costs must be rcasonzbles In determining reasonablencss
of particular mcmbership costs which appear to be excessive, a review of the
naturc of the activities of the organization may be nccessary in order to reduce

the allowable portion of the contractor's membership costs to an amount which
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would, in cffect, exclude 2 contribution to lobbying or public relations activities

(b) Subscriptions., This item includes the cost of ‘subscriptions to"
which
trade, business; professional, or technical periodicals or services/arc allowable

when incurred in accordancc with the contractor's cstablished practice and the
costs are reasoncble in amount.

15-20L,46 TuALiING XPuNSES.

(2) This item includes thc costs of preparing and maintaining a pro-
gram of instruction designed to increasc the over-all cifectivencss of cmployeces.
Included ore the costs of the director of training and staff, training matcrials
and text books when the training prosram is conducted b, the contractor; and tui-
tion, fees, training matcrials and text books when the traininz is in educational
institutions. .

(b) Such costs which are limited to training for specific jobs in the
nlant are allowable when properly allocated.

(c) Such costs for sducational a&vancement‘wiil not be allowed cxcept
in scientific cnginecrin; and technical fiélds related to the contractor's busi-
ness, and then only if it can be established thgt the value thercof to the indi=
vid&al employee was equi tobly taken into account as é parﬁ of the total compen-

sation of the employees (See paragraph 15-20L.7) .

15-20L4L7 TitaiiSPCaTATION .{PuiSES. Transportation expenses include the cost of

Ifreight cxpress, cartage and postage relating citaer to goods purchased, in
process, or dcliverede

hen such costs can rcadily be identified with the items involved they
may be directed costed or added to the cost of such materiale (Sce paragraph
15-20L42i) :here identification with the materials rcceived cannot readily be
madc, inbound tranSporﬁation exocnse may be charged to phe appropriate indirect
expense accounts, provided the contractor follows a consistent prqgedure in this
respécts Cutbound freight, if reimbgrsable under the terms of the contract, should

be treated as direct chargese
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15-20L.L8  TRAVEL EXPENSES. This includes costs of trcnsportation,. lodging,

subsistence and incidental expenscs incurred by contraé}br personnel in a
trovel stotus while on officiel company business,

(a) Travcl expenses: incurred in the normel course of ovarall
administration of the business and epplicable to the gntire business cre allow=-
cble when properly allocated,

(b)  Travel cxpenses directly attributeble to eontr:ct perfor-
mance mey be cherged to the contract in accordance with thg principle of dircct
costing,

(¢) Subsistence :nd lodging including tips orisimil'r-incident:l
expcnscs may be reimburscd either on on zctucl or per diem basis, The b:csis
. selected should be consistently followed.

(d) Costs of premium tronsportation may be zllowed when it is
shown to be necesscry to performance df fhe contract,

(¢) Entcrtcinment expenses arc not allowablg.

(f) Costs of pérsonnel movement of a special or mass ncture cre

alloweble only when authorized or epproved in writing by the Oontracting Officer,

15-204e49  UNCLAIMED WAGES. Uncloimed wages ore compensation earned but not

claimed by cmployecs normally represented by pay checks not presénted for pay-
ment and licbility to such employces or former éﬁployees for sums left over
from amounts originelly drewn for peyrolls,

Unclaimed woges, prcviously reimbursed to contrector will be
revicwed ot intervels ond perticularly at the completion of the contreoct to
determine what portion of these unclcimed wages shall cccrue as a credit to the
~contreet or subsequent refund to the Government.

Gosts should refléct a credit for unclaimed w;gés b:sed'upon

cgreement as to the. amount thereof reasoncbly cxpected not to be paid
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subscquent to the date of complcticn cor scttlements In this covent, all un-

claimed weze licbility rosts with the contractor, whcn suck en cgreement cane

not be rocehed, the covernmeont will sssumc 1licbhility for rcyment of unclaimed

wages cnd eliminete 21l allewencos thercfor from riimbursement to the con-

“troctor,
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S8ECTICN XV SUBCOMMITTEE
15-200 SCOPE GF PART. wmm:mpmuammmm
determination and allowance of costs in comneotion with costereisbursesemt
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ccumercial organisstions and with an-profit institutions heving
ocumercisl type accounting aystens.

15-201 BASIC PRINCIPLES AKD STANDARDS.

(a) Composition of Total Cost. The total cost of & cost-reizbursement
type contract is the net sus of (1) the allovable direct oosts, (1) the
properly allocable portion of allowable indirect costs and (111) applicable
income and other credits. | |

(b) Pastors Affecting mammg of Costss The fastors to be cone
sidered in determining the allowability of costs include (1) resscnsblensss,
(11) application of generslly ascepted accounting principles snd practicss,
(111) exercise of good business judgment in incurrence of cost and (iv) sny
nlitatd.onauhﬁwwmﬁdmﬁiﬁumtﬂmmmad;
Seotion IV or otherwise included in the contrest. Pailure to memticn sy -
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or not allowable. | | _ , | _ ‘

(o) Credite. The applisable porticn of inoome and other credits which
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(d) Contractor's mmm mwm
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15-202 DIRECT COSTS. Subjest to the provisions of paragraph 15201, allowe
sble direct coste are those items of cost, or aggregate thareof, which can be
identified specifically with any cbjective, service, program or project under
the contract and are chargeable directly thereto. Major items of cost readily
mmmmuuwmemmtwuwmmqmcmmmmu
charged directly thersto. This principle may often be spplicable o such

elenents of expemse as freight, trsvel, cmﬁm.mm.
aﬁ.,uwﬂluthonomlitmofmhﬂﬂsaﬁpmducﬂw@labw However,
1t must be applied consistently to the costing of both defense and non-defense
Muwsum»,mmmt&hmdhmmﬁm,n
order to produce equitable results. When the accounting expense of direct

costing of minor items would exceed the resulting benafits, individual items,
otherwise allovable as direst costs, may be treated as indirect expenses.

15-202,1 DIRECT MATERIALS. The cost of direct materials includes the cost
of items purchased, supplied, memufactured or fabrisated, which enter directly
uwmmmwmnmwuwumwnwuu
furnishing such produst. ‘ o |

15-202,2 DIRECT LABOR. The cost of direct labor includes salaries and v ages -
specifically identifisble with and .prop'erly chargeable directly to the per-

formance of the contract or other work of the comtrestar. nwmomm'
omuummm“mummmm'comm<

me,wmztumenmmdmmmumm
1t¢muapa.rt.ard1reothbarm.

15-202.,3 OTHER DIRECT COSYS. Uhmoﬂnritu-cfﬂtmwm

umcwcmtﬁ&mmwo, mmm et
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tract. When, however, items ordinarily chargeable as indirect costs are
charged to & Government contrast as direct oosts, the cost of similar items
applicable to other work of the contractor must be eliminated from indirect
costs allocated to the contract. |

15-203 INDIRECT COSTS.

" (a) Indirect costs are expenses which are inourred for comzon ar joint
ob;)ectivos, are accunmlatad for accounting purposes by departmental activity
or other logical cost grouping and are charged to the contrast and other work
of the contractor by a process of alloeation. &chdmantthsz’ocfhmbjoct
to the limitations of this part as to allowability,

(b) No specific rules can be stated as to the method of allocétim of
indirect costs beceuse the actual condition in each instance mst be taken
into account in determining the most suitable method or methods. The ocbjective
should be the selection of a method or methods which will distribute the ine
direct costs in the faireatAand most equitable manner posasible. The method
used in comnection with Government contracts must, in arder to be acoeptable,
conform with gensra.ny accepted accounting practices, be applied consistently,
and produce equitable raﬁultu Any sig:i.tieant'chango, such as in the nature
of the busiuess, the valume of sales, the volume af production, mamfasturing

processes, or the products being produced, may require reconsid aat e

methods vavioualyinmtodetomimuhothertqutimtoboothnbh
Further discussion rela’dvo to l].locaﬁ.cn of tha mmu catogcriu ct
indirect costs will be found 1n t.ho enbpan@aphs below

15-203.1 INDIRECT HANUFACMING AND PRGJUGTIQ! EIPEIISB. Indirect mnnfao-
mmmmwmw.cuamummum
productive process as a whole and are not readily aubj.bﬁ,_?o treatasnt as
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direct costs in accordance with paré.graph 15-202. Allocation of indirect
manufacturing and production expenses on a time basis, such as direct labor -
man-hours or machine-hours, is a method which generally produces accuracy and
equity. Other acceptable bases, in appropriate ci?cumtancee » include direct
labor dollars (exclusivel of overtime premium), units processed and prime costs
of units processed. In some instances, it may be necessary to departmsntalize
or establish cost centers in arder to distribute equitably the indirect costs.
The factors to be considered in determining ths extent of departmantal:.zatim
or establishment of cost centers include varioty of products, complexity of
processes and relative labor and facility requirements for the varicus produsts,

154203,2 INDIRECT ENGINEERING EXPENSES. Indirect /engineering expenses cone

sist chiefly of ergineering administrative expense and general supplies, These
expenzes arise out of engineering activities which include product design,
tool glesign, experimental development, mamzfacturing ané production develope
ment, layout of production lines, determination of machine methods and relatsd
blueprinting and drafting.

 Indirect engineering expenses should be allocated to the bemefited
activities; i.eo, the contrast and other work of the contractor on the basis
of direct engineering man~hours expended, direct engi.neerh}g_ labor dq].‘.lags_,u o
or other equitable basis. NOTE: ' Direct costs of enginsering aétiviaea should
be charged directly to the benefited activities, i.o.. the contract end other
work of the contractor in accordance with paragraph 15-202.

15-203.3 INDIRECT SELLING AND DISTRIBUTIN EXPRNSES. “The e:penaes in this
group consist of items which represent the cost of marketing the contractor's
products and include sales promotion, advertising, distribution costs and
other related items. Gemerally, such expenses are not considered to be
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allocable to Govermment cost-reimbursement type contracts for the reasoa that
marketing, in the ordinary commercial sense, is not necessary for doing busie
ness with the Government. Howevér, in some instances, depending upon a
showing of benefit to, or necessity for, the performance of the contract, some
-expenses which ordinarily are included in this group may be determined to con-
stitute allowable costs. Because of the special problems that arise in this
area, it is usually desirable for the contractor to identify in its records
by means of subaccounts or otherwiss, the items of these expenses considered
properly allocable to Uovernment contracta.
