* Costse 4 report from tF  Editing Subcommitter s dated
5 4 st 1956, presenting an edited ver. .a of the subject material was
pproved by the Committee with the following minor modific=tiop:s:

5e¢ Case 53l ~ Section XV, 15~20L,2 (aa) - Training ard Educational , ]

t 15-20L.2(aa) (2) (v) was revised to delete (4) and (B)s -
: e semicolon appearing after (4) was changed to a comma’ :
and the word "and" was added at the end of the paragraph,
With these modifications the paragraph was redesignated -
: as (iv) and the existing paragraph (iv) as paragraph (v), ]
- deleting the word "and" at the end thereaf,

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 (MP),

v

- . The subject of industry coordination was discussed, with the'Committee
recomnendivng that industry be afforded an opportunity to comment, irasmuch
as the parairaph covering Training and Educational Costs was marked
"Resurysd" in the draft of Section XV which was forwarded to indusiry,
Notwlthstanding this recommendation, the Committee concurred tha* foymal ]
solic’tetion of industry comments on this paragraph was a matter for
‘deciiion by the Staff, AUG2 9 1956 -

i D . .

. . i Part 2,
1%, Case 53-LlL -~ Revision of R
tne Materiel Secretaries have recommended the a

. . 4 ications and t
advertising and advertisirg in technical publi A further report

refeining problems, is being resolved by hiher echelons.

11 be made by 6 far 57e : : ' 6 Feb 57

(‘8%., Case 53-LL - Revision of Section XV, Part 2, It was noted that thig
predlem is beiny considered at higher echelons and that a further report wi
b€ made on 5 Jun 57, AnT T G QBT

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

(5 Jun 57)

'.‘/

Case 53=ll; = Revision of Section XV, Pa ' . '

. 7s-on of Secti s _-art 2, A report on the status of
the r?yn.sion of Secticn XV, Part 2y was deferred to the 17 Jul 57 meetiigo
/7 .

/

| | (10 & 57) "
Caso 53-Ll ~ Revision of Sestion XV, Fart 25 The Ghafimnmcirs

ha ¥
actiorl on this case had been suspendsd parding the outoons of the affort o’
panying the single set, from the Secretary of Defense t. : s
were distrituted to the members onl e to the three Deparhnegts,
1L Ape”57 meeting, 7o A& further report w1l be given at the

a7 w1

R A ——r— e et
o S

e i SR SRR T st e i
: 3 contemplated, as '
current efforts to publish the comprehensive set of cost ;ﬁncfpigzl:ltmoi

by e ST ol i,
is closed, : this Esufggestlgn' and, accordingly, the case

. (Wagsy)

ion XV, The (BD member repocrted that -
S l]'.owance of costs for help-wanted
hat this, plus any \ ‘

i

|



3, Case 53=4L . «16n XV « 15-204,2(bb) = Training and Educational ensese
Ffhe Committee considered a report from the Special Subcemmittes, dated ;\August
71956, covering the subject paragraph en training and educational expensed, -

. After considerable discussion the Subconmittes report was modified as quoned
* belows: :

#15-204,2(bb) - Training and Educational Expenses

8. The costs of preparation and mainteranuce of a program of
instruction at non=college level designed to increazse the vocational
» effectiveness of employees include the selaries of the director of
training and staff, training materials and textbooks when' the training
- program is conducted by the contractor; and tuition, fees, training '
‘ materials, and textbocke, when the training is of a ‘ron=college level
' in institutions conducted by other than the contracter, Such costs
are allowable, In both instances, costs of szleries or wages of
trainees during regular worlding hours are allowable,

b, The costs of part-time technical, enginzerirg and
scientific educatior, at an under-graduate or Peut-greiuate
cc’lege level, related to the Job requirements of bora fide
¢ employees, are allowable as follows:

* 1. Tuition, fees, training materials amd textbook sy
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 weuld have
been paid t» the participating educational institution,

2¢ Straight-time compensation of employees for time
spent attendinz classes during vorking hours not in excess
of a total of 156 hours per year where circumstances do
not permit the mperation of classes or attendance at
' classes after regular working hours,

®s The costs of tuitien, fees, training materials and

textbeoks (but not subsistence, salary, or any other emoluments)
in cennection vith scieatific and engineering education on a .
full-time basis at a post-graduate (but not under-graduate ) '
college level related to the Jjob requirements of bona fide-

employees for a total period not to exceed one school year,

are allowadble, In unusual cases where required by military

technolegy, the period may be extended,

ds HMzintenance expense and normal depreciation or fair

rental on facilities cwned or leased by the contracter are - :

allowable to the extent set forth in (k) above, (e) above )
+ and (t) ehove, respectively,
' e» The costs of training and educatien of other than bona
' fide employees are mot allowable,. s, :

£, Grants to educational ar trwining institations, including

the donaticn of femilitingjr other Froperties, sshalarships or
fellouships, are considered as contributions and will be treated
as provided under ASFR 15-20L.3(c)."

The report was referred to the Editing Subcommittee with the request thet an
edited version be presented for consideration by 21 Ausust 1955, In the
interim the ASTR members will clear the proposed paragraph within their
respective Departments and the Staff will undertake coordination with the
Assistant Secretary of Defense (Manpower and Persqnnel). The Committee .
further determined that if the paragraph was cleared in time, it would be
inserted in Section XV for issuance concurrently with the printing of that -
section, 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,
S .
In conjunction with the above paragraph, the subject of the allowability
of managemant and executive training costs was discussed and deferred without
aciion to modify the above paragraph,

In approving the ‘above paragraph the Committee consiZered aad rejecte”
ths concept of allowing full-time salaries for bonz fide employess ¢n & N
full-time basis at post-graduate college levels, .




; 5311 i ; - n 15-22L.2{u) =
, C 17 = sevasion of Section XV = Part 2 - Parc,.a0 . =
9? ase _5.3 . O:rertime. 16 Navy legal member called the ?‘ogml?ere;'}sﬁ"

; i : i isting in t t revision of Sectio
Ltention to a discrepancy existing in the presen ' . 1 AT
ian paragraph 15-20L,2(n) with respect ta zvezlpnme%h exgzﬁi{eemapgrig:d
11ti-shift premiumse To correct this situation tne ) ‘
!?T;T}i :-gistitug,ion' of ::he words "otherwise approved" fer the wordsc"otl}i{':’:‘se
authorzied" appearing in the fourth line of 'bt.le paragrépho The o::mn.. Unext
“uriher zpproved the deletion of the words "without prior approval® in :

to the last line of the pazfagraph. AUG 7 1956

e o . s M mee—

3. Case 53-bli ~ Revisifn of ASFR 12-202-to Conform to Proposed ASFR
: ~ I5-204.2(n) - (Overtime, ExtraFay Shift and Multi-Shift
/ Work), +The Navy legal member called the Commttee's

tention to a further change required in the subject paragraph in view 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 situation
thy Cormittee approved the substitution of the word "approval® for the wor}l

"#uthorization" as it appeared in the second and third sentences of subpara
grarh (b) of the ASPR mimutes of 17 duly 1956, AUG 14 1956 g

12, Case 53-Ll = Revision of Part 2, Section XV ~ Contiract Cost Principles‘o
2 Committee considered a report fram the Section XV Subcommittee, deted
July 1956, presented in response to a report from the Tax Subcamittee \

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
Subcommitiee's suggested treatment thereof, the Committee disagreed with
the Subcormittee!s clarification of the first question and reinstated the
previous larguage under subparagraph (1) to read:

generally accepted accounting principles are allowable,

f
o o 2

/ "o » o2rd which are paid or accrued in accordancs with-

The Committee further revised the two sentences following (2) (ii) to \
reads ‘

"Reasonable cost of any such action undertaken by the
. contractor at the directicn of the contracting officer
/ are allowable. 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 : \

also allowableg"

The Committee 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:

/ " o ¢ » provided any interest actually paid or credited
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 penzlties," \

As revised ebove the Committee approved the changes for inclusion in
Secticn XV, AUG 1 4 1956 : :

\




3. Case 53-LL - Section XV - 15-20L.2(bb) - I ning and Educztioral Exnens

4 report dated .¢ July 1956 from the Special Subcorrmitfee estatlished 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 training and edu-
citional expenses was in keeping with the National policy or merely a question of
the "cost of doing business" in the present economy, It was pointed out that many
cormercial concerns have established programs for the advaacenent of their enginesr-
ing and scientific emnloyees by supporting their education in after-hour classes
end, to scme extent, even cn a full-time basis at greduate schools. It was further
pointed out that it is the Fresident's policy to promote training, particularly
higher training, starting at the high school level. In addition, the members were
advised that the Hoover Committee had recomménded Governmental support and training
to encourage Governmental céreer employees. To some extent, the 4rmy and Navy are
bow using this practice for certain selected employees. .

| ‘ ' ‘

]

; The Committee then undertook consideration of the proposed paragraph contained’
in Inclosure L of the Subcommittee report, in conjunction with the other inclosures.
The paragraph was approved, as modified by the Committee, subject to editing as '
follous:

C "15-20L.2(bb) - Training 2nd Iducstional Expenses
: 2. Premaration and meintenance of a program of instruction

designed to increase the vocaticnal effectiveness of emplovees : i
inciude the salaries of the firector of training and staff, train-

ing metrrials and textbooks, when the training orogram is con-

ducted by the contractor; and tuition, fees, training materials,

anc textbooks,when the trazining is of a non-college level in

instiwmtions conducted by other than the contractoar. In both

instances, ccsts mey include salaries or wages of trainees during

regular wrerking hours.

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

1. Tuition, fees, training materials and textbooks.

2. Where circumstances do not permit education after
paid working hours, regular employee compensation i
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
with 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 unususl cases where required by
military technology, the .period may be extended,

> -

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

The Committee alsc noted that it mey be necessary‘to include an appropriate
erise-reference to subperagranh (¢) of 15-20L.2(tb) in the listing of items of
unallevable costs, ' : '

< further question was raised with respect to the treatment of costs
occesicned wiere contractors established schools at their own locations on the
prenise thet such costs ouzht to be covered by the e2bove parsgranh. As these 5
costes ugulcd involve both facilities and faculty exvenses, the question of how
such'cests would be treated was returned to the Subcomittee to draft appropriate
coverzge for inclusion in the above paragraph 15-20L.2(bk). The Subcommittee was -
requested to provide 2 repart for consideration by 7 August 1956. JUL 31 1936



11, Case 53-Ll ~ Revision of ASPR 12-202" to Conform to Praposed ASFR
A

, , 15-20L,2(n) ~ (Uvertime, Extra-Pay Shift and 4

: : 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 follows:

o o o o :"Cn cost=type contracts, and to the extent
required by the contracting officer  on redeterminable
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 tsn 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 XVo JUL 17 1956

Part 1, The Comnittee considered a report, dated 6 July
195¢, from the Editing Subcunmittee presenting an edited version of the
revigicr. of Part 1, Sectiun XV, After considerable discussion, in which
several suggestions were presented for revision of paragraphs 15-101,
15-102,1 =nd 15-10%,2, the report was returned to the Editing Subcommittee
for redrai‘ting, vwith the request that a revised report be presented for
concideration by 31 July 1959, 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 f ollowing the cama,
‘The Cormittee approved the recommendation, JUL 2 413858 E

L. Cgzse 53-Ll ~ Revision of Section XV ~ Contract Cost Principles ~

- ”

The minutes of the 7/2L/56 meeting were approved with the following wmodifi cations

- Ttem L. - Case 53-LL - Revision of Section IV - Contract Cost Principles

Part I.

The case number wss revised to read £6-29, and the second sentence was re-
vised to read: "After considerable discussion, in which seversl sug-
€esilons were presented for revision of paragraphs 15-101, 15-102.1 and
;5-102.2, the report was returned to the Air Force member of the Editing

Satcormittee for redrafting, with the reguest that a revised report be
~recented for consicderation by 31 July 1956. JUL 31 1956

i3



7e Case 53=L) = rision'of Part 2, Section XV, - ‘-eport dated 21 June 1956
lfrcm the Tax Subcu.nittee, recommending’ certain chauges in proposed paragraph
15-20L.2(y) of the latést dfafb of . Part. 2! Section XV, was-discussed, I

\ determined that the paragraph should not include a ref‘erence to "taxes
govermments" since the award of cost-reimbursement type contracts by l re-

uring activities to foreign contractors occurred so infrequently that this

stter should be covered en a case—by—caee basis when awards are made te foreign
cpntractorss In the revised draft of the paragraph submitted by the Tax Sub-
comnittee in subparagraph (1) _the guestion was raised as ta whether defense wo d
feimburse & gontracto¥ JOr TETAN SMETIALT LU Wibparegesph (2) i) the ques':
‘was raised as.tie -the .soundness of .the gtatement, st ik Mibjiragregh (3) it was

ic ated thattife Yawt -semtence ENONML Bé & Tprovi ant -sen‘benco. The entire

eport was referved to the Pert' 2;SectianIE¥ Suocamtities far Teview, 4n \

oordination with the Tdx Subcdmiittee;~if "nevessary, dind~the-request made
hat 2 report be submitted within 30 dayse UL 3 1956

13, Case 53-LL - Revision of - ASPR 12-202 to Conform to Proposed ASFR 15-20L.d(n)
! -~ (Overtime, Extra-Pay Shift and Milti-Shift Work), An \

Edji ting Subcommittee report gdated 21 eune 495p submitted an edited versior of

a2 revised ASFR paragraph 12-202, - The- ASIR Committee discussed the details of

27 ¢hi's ‘draft &nd made %fi&’fﬁﬁ{}ﬂlg tﬂ&e%emwt& respect ts’ ptarégraph

» Tl ,,.._‘v NG LT roRnet el maTl {dd\.‘ e A 3
(b) Coe o dnid beveesdn eysimen sdl eI ;—'H et DTSt .
ae In line 3 it was suggested that there be added a.fter the word”
1 "contractor," the following:
i

i

s and the contractor shall-not be entitled to
a price adjustment therefor,";

subparagraph commence "To the extent requ:Lred by the -

b, In subparagraph (ii) discussicn concerned having the ‘~ l
contract'; and

ce Having the third from the last sentence reads

"Such authorization shall generally be obtained '
prior to the use of overtime, extra-rey shifts, and ‘
milti-shifts."

I+ may also be necessary to delete the "s" from the phrase "extra—pay sh:.fts“
wherever it appears in the entire clause,

v

. The Commiittee members desired to look into this matter further and, |
accordingly, the item will be discussed again at next Weim.s meelig'%rslg-

A
L%

15, Case 53-l) - AReVision of AS

r The Secretary was
meeting, In the i




Lo Case ©°-L4 = Revision of Section XV, Par’ °, The Chairman announced
" that the  ‘erial Secretaries Cowcil had de. .ted that the subject of
profit sharing, contributions and donations, and general research costs
jwould receive the same treatment under the revised Part 2 as in the *
existing Section XV, It was determined that there was no objection to
using the.r.ev:.sed language concerning general research costs developed
by.the.Edlmng Subcommittee; however, with respect to the negotiaticnm
E:,rlter:.a set forth in the edited version under general research costs,
it was agreed that they would not appear in Part 2 but would be placed

appropriately in Part 1 of Section XV, . RPE QTSRS V?\

'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 Subcommittee 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 Cormittee had previously
directed the placing of this material in Part 1, but in reconsidering, the
?é,ion was presented as to whether it should not more properly be placgi
h Part 5, The Editing Subcamittee was requested to report within two

veekse NAY1 1956 |

9%ase 53-ll; - Revi sion of Section XV, Part 1, The Coammittee considered

v

b4
13, Case 53-LL ~ Revision of Part 2, Section XV - Contract Cost
Prirciplese A report from the Editing Subcommittee,

. ‘dated 26 April 19596, containing a final édited draft of subject was '
distributed 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 6f:these documents will be attached to

agenda dtem for the Material Secretaries Council in the vexy .near \

uture and the members were requested to give their concurrence to the
"dccuments to the Chairman by 4 May 1956 Ko 1 1058

12, Cése 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 overtime\

extra~pay shift and multi-shift work, was considered by the members and
refefred to the Editing Subcommittee for editing, The Editing Subcommittee
wad requested to present a report for consideration by 29 May 1956 Mii & 1250

5 /Case o3l - Revisib’n‘of Parf 2, Secti i

e, - . s Section XV, A representative of thh
Tax Subc?m]uttee reported that the Subcomm:‘.ttee'.had noted several areas
no'z:L exphc:.tly covered by paragraph 15-20Ls2(y), entitled "Taxes," which
co result in iscues with contractors, In view of the current statui of

12// Case 56-29 ~ Revision of Section XV, Fart T, —

Case 53-LL ~ Revision of ASIR 19-202 to Conform to Pro oéed
== IS| 15-20L.2(n) (Overtine, Extra-Pay Shift and

1 - Multi-Shift Work), The Chairman raised the question o

&) reports would be received from the Editing Subcommittee with r
Tt , espect
hetkgsitqggegzb grob}iqxs. ThihNa_vy legal member advised that a repor:p m
he I ommltiee on the two subject
vithin one week. JUN 5 1858 - Ject problems would b‘e presented

le The mirmtes of .-
mc: difications s of the 6/5/56 meetin: were approved with the i‘ollowir/w,
Item 5, Case 53-Ll =~ Revision of Part 2, Section XV, The last

sentence was revised to adq ths & i § s s
of Section XV.M N 12 1956'e words f.ovr subsequent revision




» Part 5 - Subjects Affecting Cost Which May Pequire Special Consideratic

,5' "Part , = Subjects Affecting Cost Which May Require Special ‘_
e 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 typée contracts and which are not specifically
covered in Part 3, or Part 4, of this section, .

15-501 Consideration Requireds It is important that
Contracting Ufficers ana their negotiators consider the 1
subjects enumerated in paragraph 15-502 s and any other
subjects not precluded by the provisions of Part 3, or
Part li 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
’ respect to any such subjects shall be reflected either
: in the contract or in the record of contract negotiations,"

* Part 6 - Cost Interpretatiohs.

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

Part 7 = Facilities Contracts,

"15-7CO Scope of Parte This Part sets forth principles and
standards for the determination and allowance of costs in

. connection with vost~reimbursement_iype contracts and cost~
reimbursement type subcontracts thereunder for the acquisition
of industriel facilities 'to wfich the Goveriment takes
fitle under the contract, Thig Part also applies to
clauses in any other cost-reimbursement tyre contracts
or cost-reimbursement. type subcontracts thereunder, which
clauses provice for the acquisition of industrial facili-
ties to which the Government takes title, :

15-701 JApplicability, 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
Depertmental proceduresy™ -

_ The Camnittee was further advised that 2 charge similar to the change
made in Part | (15.1,03 (q)) would 2lso have to be made in Part 3, 15~30L (g)e
The Committee corcurred in such a changeo

NOTE: Subsequent to the meeting the following change was received
from the Editing Subcommittee for Part 3 «~ Research Contracts with Nonprofit
- Institutions:

"15-30L Examples cf Items of Allcwable CostSe ¢ o o
g} Fension piens in accordance wiih the principles-and
standards set forth in ASFR 15-2042(q) 2nd group hezlth,
' accident and life insurance plans (but see paragraph 15-305(k))."

Action to devsiop a clean draft of Part 2, incorporating the changes
a’proved to date, was deferred until after the Material Secretaries consider
the existing th;'ee issues, APR I 6 195¢ : ,



15-204e2 ( * (1) Insurance ang Indemnific: on, (Page 9), This ‘
subpa. _graph was revised to reaa as follows: .

"15~20L.2 (j) Insurance and Indemnification,
(1) Insurance includes (1) those types of insurance
. vhich the contractor 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 con~ .
tracts Indemnification includes securing the contractor
against-liabilities to third persons not compensated by
insurance or otherwise "

15-204,2 (n) '(1) and (6) Material Costs, Pages 11 and 12), Were
revised to read: -

11520442 (n) HMaterial 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
material; consideration will be given to reasnable
overruns, spoilage, and defective work (for correction
of defective work, see the provisions of the contract
re1a1);ing to inspection ard to correction of defective
work)e

S R R - S 13

(6) Costs of materizl-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 manufaciured 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 -gimilar items, whichever is the
lower, unless factors other ‘than Price warrant allcwance
~on the basis of the transferor!s sales price to its most

- favored customer,” Sl e e

Contracts, presented by the Editing Subcommittee, the revisions te be _
1ssued simultaneously with the issuance of the revised Part 2o The Com~
mittee approved the following revisions: . ’ '

Part || - Construction Contractsg,

"15~L03 Exemples of Items of Allowable CostSs o o 06 60 04

\ (q;‘ ension pians in accorcance with the principles and - o
standards set forth in ASFR 15-20},2 (q) and group nealth, 9‘2
. accident and life insurance plans (but see paragraph C,"Q,'A <

15-40L (b), (d), znd (m))o" AR 1



“contractor's products, or othe. relevant .
circumstances, ‘

Individual categories of indirect cost are discussed in .
ASFR 15~203,2 through 15-~203,5," _ :

15-200, | The Committee approved a revision of the TITLE and the
"Scope of Part" as quoted belows -

wPart 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 amd allowance of costs in
comection 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, 4, or 7 apply,.m

15-20L,2 (£) (2) Depreciation, (Page 7)e This subparagraph was
revised to read as quoted below: _ .

Wit 36 3¢ 36 3% 3¢ 3¢ 3¢ 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 thereof 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 1954); or

(11) 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, 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 cost, The- amount of depreciation

allowed in any accounting period mgy, consistent with the .:g":;'
basic objectives set forth in (1) above, vary with volume o
of production or use of multi-shift operations," g‘\\‘

The Air Force withdrew its former request for congideration

of additional-language-to be added to subparegraph (iii)

which would, in effect, have provided that ‘the depreciation - i
allowable under a contract weuld Mot excesd th depreciation N
authorized under the Internal Reverme Code, >Thie actioh -was :
taken on the premise 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 C°“< { ¢
. authorities or by the Courts outweighed the advantages “@"qp‘e.

sou:ht by the additional language,



Lo Case 53-Ll = Revision of Section XV, Consideration of the special areas
subject to 1 ‘sion or review at the opeciel M  ing held L/6/56 was under~ -
*taken in the .ollowing order: \

| 15-20L2 (p) Patents. (Page 12)o 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,"

15~204s2 (o) Overtime, (Page 12)s The members were advised that the
OASD (M&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 consideratione - , ;

T P S e, -

: N e “".Sudﬁs‘:am:é'::{ '
15-203,5 Genersl and Administrative Costs, (Pages } and 5), This

"15-203.5 General and Administrative Costse General and
administrative costs consist of items 6f 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

2 method which generally produces equitable results, Other
methods acceptable where the circumstances are appropriate
include allocation on the basis of:

| et

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

(ii) factory inmput 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)e This subparagraph was revised
to read as follows: -

#15-203,1 (b) The method of allocation of indirect costs
mst 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, 4 previously acceptable
method shall be subject ito reconsideration when:

(1) Any substantial difference occurs between

the cost patterns of work under the contract o‘(‘%
and other work of the contractor; or 'Q’"
N
(1) Any significant-change occurs in the nature - & \
of the business, the extent of subcontracting, <y
fixed asset’improvement programs; the ISl ¢
inventories, the volume of sales, the volume @‘0* ¢
of production, manufacturing processes, the o KG




Paze 21, 15-20Le2 (aa) (1)s The third word reading "contractor!s" !
was de;etedq '

15-20L.2 (bb)e This paragraph was reserved, A Special
Subcommittee was eéstatliched to consider this problem

as a special case, presenting a revised coverage on the
subject of trainming 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 completed The Subcommittee was further requested to
coordinate their efforts with the OSD Ofiice of lManpower
Supplye lNMembers designated to the Subcommittee were:

: . Army -~ To be designated

Navy -~ Mr. Ae C, Sawallisch, O (Chzirman)
Mr, James Ruttenberg, OCN

AF ' = Mr, P, M, Southwell, AFMPP
lir, We Ls Latta, AFAUD

The Subcommittee was requested to present a report for )
consideration by 7 May 1956, » . '

Page 22, Approved, A .
Faze 23, Approved,

Paze 2l 15=20Lo3 (i)e The Committee deleted the reference in
. parentheses’at the end of this paragraphe, 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 15-20Le¢3 (2) (xi)e The words "special tooling costs"
were deleted and the word "taxes" substltuted therefor,

15-20L.2 (2) (Xll), Training Costs, was deleted in its
entiretye.

15-20L,2 (2) (xiii), Travel Costs, was renunbered to
; (di)e

I

The Navy legal member c&lled -the Committee's attention to the Editing
Subconmittee!s report of 27 February 1956, in paragraph 4 of which the .
Subcommittee 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

deferred until the next meeting to be held L/10/56,. " Vgeﬁ
: ao% ©



Page 12,

Page 13.
Page 1k,

Page 15,

Page 16,

Page 17.

Page 19,

Paze 20,

k. revised the paragraph was refer.ed to the Editirg
Subcommittee, with the request that the edited
larguage be presented oy the next regular meeting
(10 Aprll 1956),

15-20462 (n) (6)e The semicolon following the phrase
"yhichever is lower" was changed to a comma and the
following language added:

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

15-20L62 (n) (6)s The word "either" appearing before
(1) was deleted, The period at the end of the paragrarh
was changed to a comma and the following language was
addeds

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

15-20L462 (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 paragraph,

15-20L4e2 (p)o The Staff was requested to clear the
need with the Patents Advisor of the inclusion of the
vords Y"or on behalf of" in the last line,

Approved,

15-20L4.2 (q) (3) (iv)se The Committee agreed to the

‘inclusion of a note in the Minutes that under this

paragraph the parties can agree to (A) or (B) for the
individual periods under the contract,

15-20L4.2 (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-~200,2 (7) ‘(2)'._ :Tbj,s paragraph was. reserveds

Y

pproved, &b et T5 gletion &r~br36k€te'in RRE

m (v) 3). o : - (.:- ' .. . J"_”-' N =l ‘f_f.— -
* : | & ,EV’ '
nproveds st
. . Y ",
Approveds kQR | C’ Q, "(‘) X




Page Lo

Paze 8o

Page 9,

AR Y

DNelete a corma in paragraph 15~203.2-

Paragraph 15-203,5. The Air Force member recommended
that everything after the first two sentences of this
paragraph be deleted, After considerable discussion
this recommendation was rejected, However, subparagraph
(i) was deleted in its entirety, Subparagraph (ii) vas
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,

Approveds Sovialst esv dnizremsg enr fon ot o

T T 353:*:_‘.:': [ 6 B N I
Approved, “reserving subparagraphs-{d). and (e) of
15-2Oh020

BRI

15-204,2 (£) (2) (i) (4i) (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
orgenizations, 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 inceme 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 195L.

In no event, however, shall a greater amount for

depreciation be allowed than is authorized by the
ternal Revenue Codeo"

The Navy member objected to the addition of the
underscored language pending further studys

As revised, this paragraph was referred to the Editing
Subcommittee for editing, with the request that the
edited paragraph be presented for consideration by
the next rezular meeting (10 April 1956), o

Approved,

Was approved, subject to further editing of the last
sentence of paragraph 15~204.2 (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),

Pagze 10,

Faze 11,.

Approved, subject to the deletion of a comma in
15-20L2 (k) (1) (2) '

15-204e2 (n) (1)s This subparagraph was modified to (4
add the following words in parenthesess K

5
[

J

n(for correction or defective work see the c’q\Q?f ’

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



[ 10, Case 53-LL ~ Revision of Section XV, Copies of two reports from the

! Editing Subcommittee dated 2 April 1956, with respect to the subject

{ revision, e distributed to the members, the brief discussion that

. followed tue distribution of the reports, the members agreed that the :
following documents, in addition to the two mentioned sbove, would be

- helpful in the consideration of this problem at the special meeting to be

held Friday, 6 April 1956, at 1000 hours, in room 2<C-2lj3, the Pentagon:

-~

Report dated 27 February 1956 from the Editing Subcommittee

Repert dated 9 March 1956 from the Editing Subcommittee §
. Report dated 29 March 1956 from the Zditing Subcommittee :
: Report dated 1 Hovember 1955 from the Section XV Subcamnitten‘t

‘It was agreed that consideration of the revised Section XV would be on the |
merits of the edited draft dated 29 March 1956, .

.~ In addition to the above, the Committee was in receipt of a separate
report dated 3 April 1956 from the Section XV Subcommittee concerning. the
subject of profit sharing, contributions and donations, and general resgarc’

; costse It was determined that.these three subjects would riot bé considdre
dt the meeting on Friday, APR ; 19h¢ o . "

.

1, Cacse 53=LL ~ Revicion of Section XV, Representatives of the Section XV ,
Subcadmmittee attended the meeting for discussion of the edited draft of
Section XV dated 29 Harch 1956, Prior to considering the draft there was
general agreemsnt that no further editing would be undertaken other than ;
those paragraphs specifically designated by the Committee, Consideration

was then undertaken on a page by page basis, as follows:

. Page 1o Paragraph 15-200, ' The Army and Air Force members
e questioned the inclusion of the phrase %commercial
- type accounting systems" without providing a
definition for the phrase, ter considerable
discussion the Committee agreed to omit the
phrase and to redraft the paragraph to provide
that:

as This part 2 applies uhere parts 3 and
4 do not apply,

o be The last sentence covering facilities
2 ' should cover the following concept:
Y

"It also does not apply to clauses
in supply or service contracts
vwhich provide for the acquisition
of industrial facilities by the .
contractor - for the account of the
Government," and -

€o On the subject of facilities, establish
a geparate part stating that pendirg the

U development of this new part, part 2
/ would be used to the extent appropriate, a

With this action, paragraph 15-200 was referred to

the Editing Subcormittee for editing, with a request

that the edited paragraph be presented for considera~

tion at the next regular meeting to be held 10 April

1956, The remainder of page 1 was approved as writteno

Page 2o Approveds .9,.2 S

g A

. // Page 3, Apgroved (other than the deletion of a comme inq%% U"‘«,"' “
paragraph 15-203,2), ¥ ‘;QFG |



-

ised
: - Eciti The members were advise
M L.  Revision of Section XV, Eciting a report on this prodlemr
5p-LL Contract Cost Principles .1 1956 would be presented by
¢ ' SAN & 11 1) February 1956,
' : : i ' Cost Principles, - 4 repor
3=Ll - Revision of Section XV ~.Contract Cost : o ey
e Cacs;ﬁgimﬁ of the Editing Subcommittee pointing up certain areas requiri
. ﬂ{eu n prior to final editing was noted and further consideration deferr
es?luth: hgxt-meetingé‘ In the intérim ihé'Edi#ing“Subcommitteexwgs':equeit'}
tofnest vith the Section XV Subcommittes n an effort to resolve as 6 treh /
ths areas as possi’ole and to reportiqn.'their achmplislz'mep@ _at.. ffh'e;v Mareh
1956 meetinge FER &% 1ing PR A

i

B S

12¢ Case 53-ll - Revision of Section XV ~ Contract Cost Principles, The

Coailmman advised the members that the Editing Subcommittes wes still studying
. 4he proclen which had arisen with respect to "Pension Plans" ang that it was

corfiemplated a report would be presented in the near future, When the repért
is received the members will be contacted to determine the need of a specis
meeting to consider the problem, 4

A J RSN

S

5e Case 53-hh.- Section XV - Contract éééthprinéiiiéé;; The "Commiftee determined
to k€ld 2 speclal meeting Friday, 49 icrch 105 » at.1100 hours, in room 216,
HMein kLavy Bulldlng, to consider the report of the Editing Subcommifteé on this
prOblemg * . l 3 1356 . ' . ,{‘ . .

A

3

11. "Cese 53-44 - Revision of Section XV - Part 2,
the Editing Subcormittec advised the memb
of the joint efforts of the Editing Subcormittee and the Section XV
subcormittee in completing the editing of Part 2 of Section X. In i
vlew of the Committee!'s action it was determined thet no special

nesting would be held'Friday,23 March 1956, tc consider this problen

but that the report, if available, would be considered at the next
‘rezuler nmesting, biar 2 Q1956

i

The Chairman of
ers of ‘the progress to date l

: The .irmy mamber expressed an insbility to ascertain what the f
Phrass "Commercial Type accounting Systems" encompassed. In this
cinnection he wished it made a. matter of

record that if the section
is 5> be me

2ningful e definition of this phrase should be included,

13. Cesec 53-LL - Revision of Section XV, Port 2. Thg‘Cyairman ?f the E?ltlng
Svbcormittee adviscd that revised copics of this pert 901nt1y being cons;dered !
by the Scetion XV Subcommittece and the Editing Spbcomn}ttee would be avallaple
ty Friday, 30 March 1956. In this conncction, the Cheirmen expressc§ 2 desire
thet the revised rcport could be considered ot the next regular mceting to be
heid 3 ipril 1955.

Thc Cheirman further advised the members thgt instrpctiqns to the SFgff ?ita‘,“_;

" v - ' - el I L R M- TR
respect to the three ‘#Bsues: covering . g0 Llnodn v ; 2hues o
W Thanlvaltel wriseanls T 0T S0 D e o0 n, e R
' ) ' . . . PI . . . .o A . B . - B ’ N
' ' Profit Sharing, ;
’ Contribution and Donation, and ‘
Genzral Rescarch e
. BAR & 7 UL

were to be cccorded the seme treatment now provided in the current Section XV.




Case 53-44 - Revision of Pa

greﬁsion of parag Oh 15-204,15, Insurance and’ Inde ~ifioation, Waé' oone
{dered, approved aicer minor modification and refer. . to.the Editing Sub-
committes as shown belows T U

"15.204,15 INSURANCE AND INDELNIFICAT.ION.

s Included undsr this item aref(l)-those‘fypes-of in- .

surence which the contractor is rejquired to oerry under the terms of the
contract, or by specific instruction of the oontracting. of ficer or his
euthorized representsotive (see ASFR 10-501 for kinds of insurance ordi=-
narily required),‘(ZJ eny other insurence for which the ocontractor

secks reimbursement under the contract, and (3) lisbilities to third
persons not oompqnsated'by,insurance or otherwise. S E

b, The contraotor shell be reimbursed for (1) insurance

required'to be submitted for epprovel or required to be prooured and .
meinteined pursiant to ASPR 7~203,22. end (2) other .insurance meintained

b

-~ the contractor in connection with the perforinance of this oontract

if the types end extent of coveraze are in accord with sound business
practice and the retes are reascneble under the oircumstenoces, “subject
to the following limitations or restrictionss

-

;7 (1) Costs allowed for use and occupancy insurance
will be limited sc a8 to exclude coversge of profit,
interest, federal income taxes, and eny other items
of expense unalloweble under. this parte

- (41) Costs of insurance oOr any reserve covering ths
risk of loss of-or. damage to Government-ovmed property:
are not allowable except to the exteat that the Govern-
‘ment mey have approved or required such insurance or
réserve. ' I

(444) Cost of & reserve for a self insurance program:
are allowable provided the progran has been approved by . -
the Military Department concernede . & e

(iv) Costs ofxinsqrgpgéZbgrbhe“iivéé of ‘of ficers,
partners or-propriators, are not allowable: except . ..
where ‘such insurance; is. part 6f an employee plen which

©_ is not.unduly restrigteds” C

.~ . The cbligstion -of the Government to Andennify the .
éontractor will be alldweble only to the extent expressly'provided for

in the contract .(For example, see ASTR-7-203,22)s BExocept as otherwise -

expresslynprovidad in the qontract, actual losses not reimbu:sed by
insugapee,(through an.gpproved,salf“insurance*p;ogram or otherwise),
are not allowable." * . - T ~

In further coﬁsidering_paraéraph'15%204.34(b)(i) %hQ,Cemmittee‘qﬁeéﬁioned
the advisability of providing for. en allocation of cost to all general re=
gearci work of the contractor if the concept of -providing for an allowance

of the cost is specifically covered in the oontract. The Committee dster- .

™
o

cdtion wes requirede Aocordingly, subparagraph
wak deleted: - e o

i

6d that as long as this concept is rotained n? §rovision for an allo~
A

‘Viith this action corrected oopies of Part 2 of Se
t} the legal members for their respective members of the Editing Suboomuittee

, reading as follows,

"ehd 'To the oxhest sush cgsts:aré allowed, they wiid be
equi;ahly a&&eqatedlte all wesx of the eertraaier eXhew
Shar iop {ndopéndsns gemerad and ‘Peleted moscarehe"

order that editing of the draft could be undertaken. ‘The Editing Sub-

ittee wae requested to provide a report for consideretion by 13 January

,,,,,,, 1956.. = nre 1.7 GRE e

rt 2, Section XVs A Staff proposal presenting

Section XV were distributed



B A contracts, an appropr;afe oontractual provision* may be used -

Sy

. ~15-204.c-4 The seventh sentenoe‘wapwhev1ned'to read-'

meas o0 e -....... -

A .“If a oontraotor has but pne or relatlvaly few Government

© . to preserve the Government‘s lnterest by ‘providing for
'retroppective accounting and ‘eny necessary adjustment to the
pen31on plan cost incurred under the contract."

......

15.204.8 Contribuflons and Donat1ons.' Coplas of “the Air Foroe

‘minority position with respect to this paragraph, which was isolated

es en issue at the 11/22/55 medting, were di stributed to the members
'for presenxatlon to the Material Seonetar;as and the A551stant Secre
tary ot Defense KS&L) es an - issuec- A

'”As mod1fled by the ASPR Comm;ttee the Sdbcomm;ttee repbrt was referr
to the Edltlng Subcommlttee for editing, The Edlting Subcommittee was
requested to provide g réport for consxderatlon by 10 January 1956, = Tc

7
!
ed

facilitate edl‘blng, the Staff Wlll provide +’hn me'n'bexu of the Rditi nb Sub-—

comiittee with a clean draft of ‘the reoort.

pec 6 1°%°

2. ¢7é 53-44 = Revision of Part 2, Section XV. In. aprroving the minutes
of ‘th¢’ 12/6/55 meeting the Air Foroe requested that the last sentence under
paragraoh 15~204435, Royalties end Other Costs for Use of Patents, be revise

- to exprass the ooncept in two sentences rather than onse Accordingly, this

sentence was rephrased as followss

"Charges for the use of patents, where the Governmént has
& license or the right to free use of the patent are un-
4  allowebles Charges for the use -of Patents wheére a patent
h2s been adjudicated to be invalid are unallowable unless :
otherwise provided in the centraot. DEC 1 " 4955

—

\

i

|



a par “aph besis, as followss = .

1{ The Subcommittee report of 1 November 1955 was further oonsidered on

15-203,3 presented by the Subcommittee was approved, A Staff pro=
posal to revise this paragraph was rejected, T

15-204.15 - Insurance and Indemnification. A revised outline of
this paragraph developed by the Army legal member, was distributed
to the members. Considerable disoussion centered around the
variance in the language of the first two sentences of subpara-
graph be and the language contained in the clause, insurance =
liability to third persons, The Committee requested the Subcom-
mittee Chairman to redraft the éntire paragraph to achieve cone

- sistency and a oross-referendce of the olause and preseat same

e

P

. at the next meeting.

15-204.34b(i) Copies of a revision to this paragraph starting
with the third sentence, developed by the Air Force member, were
distributed to the members. The paragraph was then discussed
at length., As a ocompromise the Committee revised (i) under
para_raph'db to read as follows and tentatively approved the
paregraph, subjeot to editing, the Navy and Staff positions
being reserved:

"(i) General research is that type of research whioh
is directed towards increase of knowledge in science. It
is research where the primary aim of the investigator is
a fuller knowledge or understanding of the subject under
study, rather than a practiocal application thereof. The
cost of Independent Generel 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.

. (A) To the extent such costs are alloved, they
- will be equitably mllocated to all work of the contractor
other than its independent general and related research.

(B) Generally, the contractor shall be required
to disclose to the Government the purposes and results

gorant, yﬂ“ﬂﬂW'ﬂmm 13T Do TE
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" be The oupability of the contractor’in the particular research
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¢+ Benefits which may accrue. to the Government.

. de Comparison of sige and oost of contractor's previous yeers'

~ research programs,”

v, o, H N
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‘totel business,”
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In considering the paragraph ‘the Comnittee also determined that the Govern-
ment's position wersus Industry's position with respect to genersl research

g

shculd be presented to the Material Seoretaries and the Assistant Seoretary

‘of Deferise (S&L) as an issue with industry,’ " v -, -

1880 5455 apporees

16-204.3¢0 approed. |, .’

|16-204.260. The second sentengs was '

revised to resd:

A

"Suech oosts may include excess contributions to the extent such

' .. sontributions are claimed and allowed for Federal Income Tax
- ‘purpeses in the ourrent texaple year."” ™ ..l.t .

\
<V .
coN 5x !

With this modification the persgraph was' approved. - W.e© §
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a, The minut _gf_tpgﬁl;/ZZ/SSfmééﬁihééﬁééé}fﬁﬁﬁhé;;ﬁsﬁified as

followss s ono ST e j
Ttem 3. Case S3-Ll - Revidion of Pést 2 Section X7~ -' }k
'+ Paragéeph 15<20hi2l. " The paragfeph was revised to read:

: 0! siof -the ‘premium portion of overtime, . .

» !;".‘!J.’fi.’.‘.“:l Y AR TR EH R i‘f‘?%“: . "-" éele‘%‘”" ¥
either ditbete5eIAMMLE YAoHF Bute, tut the Sy Lo
of such premiums should be ugyaraggiﬁi dentified. BRI ¥

When &Tvpc‘o"&'i A Boriveis T G vihe '&hﬁlm« S
of overhead, such premiums shall not be included
therein. Cost of such premiums on direct labor are
allowable only to the extent expressly provided for
in the ocontract or otherwise authorized by the

' Government, Cost of such premiums for indirect labor {
is allowable without prior spproval, if reasonable,
and the oost is allocated on a pro rate basis to com=
mercial as well as Government worke See ASPR 12-102
for further information oonoerning the polioy regarding
such authorization, The amount of such premium cost
charged on Government contracts ghall be equitable in
relation to the amount of suoh premium costs charged
on non-Government work being conourrently performed

4in the Contractor's plant and the factors which neces~
gitate the incurrence of the coste” i

]
- -

\
b. The minutes of the 11/29/55 meeting were approved with the followi '
revisions: _ |

Item 2 = Case 53-44 = Revision of Part 2, Seotion V.

Paragraph 15-204.34b(i) was revised to read:

"5 proposed subparagraph Ge presented by the Staff

wes oonsidered and rejecteds In lieu thereof the !
Committee suggested the insertion of the following §

first parenthetical expression in the third sentence ‘ } (
of (i) which would read as follows:

"The alloceble portion of 75% (or such other
percentage as may be agreed upon and set forth
in the contract schedule) of the alloweble costs
of s contractor's independent general resesrch
(that which is not sponsored by & contract or
grant or other arrangement) shall be allowed

in eall cost-type contraots under the following
conditions:" ' o J/f

However, the positions of the Departhental members
with respect to this qhemge was reserved." DEC 6 1055 ;



. 2v Case 53-44 = . ision of Part 2, Section XV. . gies of a memorendum
rom the Suboommittée Chairman presenting revisions of paragraphs 15-204.25\

5-204.29c, 15-204,34d .and 15-204,35 were distributed to the members and

g LS U DI R WM, Tedsie

X 15- 4a3§fmmmosemmdmawmem o4 of e.(:s'.".". .
5 150139 gizpetdgoo end bestiondus esiwieddo To JIeTImlc s
v 13-204.25 PATENT ENSES. “This item relates to such expenses

as costs leading to the issuance of patents, costs required to
search the art and oosts necessary to comply with invention
N ~ disclosure provisions of the oontract. The costs of searching

the art in order to make invention disolosures, end of preparing
disclosures and other reports, as required by the contract are ¢
alloweble. The costs of preparing assignment end other papers
in comnection with the filing of = patent application by the
Government and any other guch' costs ‘ars alloweble, upon the

- -

[ ; ... Written authorlzatlon .of the: oontraot1ng officer. The cost
N T “"] .of research and develqpment work is treated in 15 204,34,
e (See also‘paragraph 15-204 35) R

As rev1sed~the paragraph‘Was approved, sub;eot to editzng.
15-204 290 readlng 8s. follows,was approved* ;

"15-204 29 PROFESSISNAL Sn.RVICES - LEGAL, ACCOUNTING, ENGINEERING
» . Ao OTHER, .. .+ . ©

3- o : The oosts of legal, aooounting and consulting services

d and related expenses inourred in ocohnection with organization and
reorganization;. defense of ‘enti-trust suits, and the prosecution
of claims- agalnst the . Government are unallowable. The costs of
legal,: accounting and consultlng services and related expenses
incurred in connectlon with patent'lnfrlngement lltlgatlon are
wnallowable unles< otherwase provided in the contract."

15-204.344 readlng as followe was approved-

"15-204 34 RESLARCH<AID DVVELOPMLNT

.“ ™ -
e Research and development oosts (including amounts
i K oapltallzed), regardless of the nature, ‘which were incurred
‘ in accounting per1ods prior to the award of a particular *
militery contract, will not be allocated to that contract i
unlesa allcwable as pre-oontract costs (Paragraph 15-204.28)." i

15-204.35 readlng as follcws was approved'

1955

"l5 204 35 ROYALTI“S KNﬂ OTHER COSTS FOR USL OF PATENTS.

This. 1tem covers amounts pald or payable for the right to use .
patents or 1hwent10ns. ‘Where: the-use 6f such a patent or ;
invention“is neceksary for the proper performance of the con- |
tract and where tha.Gpmarnmant does not already have a license )i
_or .other right to'use_such 4 ipatent ‘or invention, the royalties,
"' . smortization of the cost of purdhased patents or other purchased
" 'patent rights applicable to oontraot products or processes are

.allowsble to the exteghwesProssdy poevided-g4¥ §liswnbre In ~
’\ , the contract or otherwise authorized by the contracting officer.

DEC 6

PR S )

Charges for the use of ‘patents, where the.Government has a !
license or the right to free use of the patent, or a patent /

has been adjudicated to be inwvalid, are unallewable unlese :
otherwise provided in the contract.” . - ™ NexT CAcg

[




2 Case 53l ~ Revisisn of Part 2, Section IV, The Committee onnsidered
{ certiin peints in the Subcommitiee draft that required actien subsequent t6
that taken by the Crmnmittee in its 11/22/55 meeting. These palnts crvered -
the following subparagraphss .. = 7~ .. i
15w20345 = The paragraph was revised and approved te read as
© fellowss i .
“The base period for allocation of indirect
expenses should be representative of the
period nf contract perfrrmance and should be
sufficiently leng to avoid inequities in the
f ' ellocation of costs, but in nn event longer
k than the cortrastor!'s. £4scal years"

15-20Ue8 = The AirForce member advised that the Air Force .
"7 7" position for presentation to.the Material Secretaries
en thir: priblem weuld be presented within one weeks
15‘20h.3hd - ) e
15-20L.35 ~ A memorsndum frem the Patents Subcommittee setting
_forth e views of the Patents.Subcommdttee with

1 | Tespect ‘te theae parégraphs was dgistributed te the

.. ‘members, After .a brief discussion the'problem
i - was returned to the-Section XV Subcdmnittee for - -

! further congideration ’in conjuncticrd with the
Patents representatives of the three Departments.
The Section XV Subcomidttée; was.requested tn -
provide an intexim ropart’at,the next meeting
_and a final repert by. 33 Podember 1955,

15-20Le33b - Twe alternative propossls t4 subparagraph be cf
this subparagraph weredistributed by the Navy
- o member. After discussion the Committee ‘adepted =
Bis o ATeev s - B R . s - .
33[3’;5‘“;: 'N"evd:’amm'a? _ gﬂﬁf’ JH3ny berisispied Do,
- ‘ : T anie e abtioemeotidleNs &EAZIW TS G RL ST
' ibae?Dx Sivnas: wacktinalip Hrodded Tor $Lan2-20
otherwise in the contrant, rentals specified T
in sale and lease-beck ogreemsflts under (2)
abcve are alloweble only to the extert that
such rentals do not excsed normal costs

(such as depraciatien, texes, insurance and 4
. maintenance expensea) torae by the lessor

; which would have been incurred had the
. - contractor retained legal title to the
i facilities,"

15-20L34b({1) . = A propesed subparagraph (c) presented by the
Stzff was consiiered end vejected, In Ueu
thereof tas Committee inserted the follow'.g
- first pareuthetical expression in the third

sentence if (i), which reads as fellowss - - -
"The allocabls portion ef 75% (cr such ‘ i
} other porcentage as may be agreed upra

b and set frrth in the contract scheduls)
¢ :  _of -the allowatle cosis of a cohtracter's
: : " 4ndependent geueral research (that wbich
is not sponsored by a contract or grant
or other arrangement) shall be allowed
in all cost-type contracts under tae - : r
£21lewing conditions:®

4 15-204.,15f = The Committee determined to place a period after

_ ‘ the worc. %allcwable,® deleting the wordy Bunless

. approved by the Department concerned;” sabjwct . '
to editings The Army legel member wau requected

to present revised phraseclogy for this paragraph

fo for consideration at the next meeting. '

15-203,3 = Consideration of this paragraph was deferred until the
pext meetlng in order that the reaction of t.he'SmaJl
 Business interests cculd be obtainede  pqv ¥ @ iTT



1. The minutes of the 22 November 1955 meeting were apprrved with the
ollowing modificationsg; , . :

Item 3, Case 53-ll - Revision of Part'2, Section XV. The first
[ sentence was revised tC reads i

"In censiderirg the Subccmmittee repurt ef 1 November 1955,
and the wndated Army Audit Agency report, the suggestion of
the Chairman to consider the repert en a paragraph basis
. wes od Lt :
“‘--- * heivbhor me $Yc1b odi bedgsone oeddimmold adl”
The felloving PaTaEIAhB Vera A5YEPLEYas presented by the Subcr-l.\vtu:

{, v SIS0 T 9
.' o 15"‘20?. _.2
¢ 15".2':2 03-
15-203
15-203,1

Subparagraph 15-204,8. The first sentence was revised tn reads °

| PRI

*The Air Force member stated that the problem will be

. particularly dif.icult in ceses invelving 4ndustries
irvalved primarily in defense vork, such as the aircraft
industry. In thoge cases, contributions and donaticns, "
far all practical purpeses will be made by the Government
and not by the contracter, te such beneficiaries and in
such amounts as is determined bty the contracinr,  Therefore,
the Air Force position is for continuing the disallowance

' s in the present ASFR." - S

Subparagraph 15-204.15, The ‘quoted addition te subparagraph
¢ "a" was revised to read: :

“Ihe oblizaticn of the Government to indemnify the |

certrasior wiil be allowabie only tc the extent ' \

expressly provided for in the centract (for example,
. ' 8ee ASFR 72203,22)," : .

Subparagraph 15-20L.18, 4 parenthetical fexp-ession was added at

the end of the first sentence, as ?
follows:

*(including the contractor's crntributed portien '
under cost-sharipg R&D centracts).” ' '

With this addition the mimites were revised ta resds

\ . "The Committee adopted the Subcammittee position as
clerified that the prrtion nf cest-participation
\ —=-io e v
. cencracts not reimbursed by the Govermment under that
: contract not be allowed as a cost on other contracts.!

15-20lis26ds The penultimate word in the quotes was revised to
, read "reveraionary,? o

15-20L428 - 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
limited t7 a period of time as well as ta the type
and amount of such cests." !

The mimtes were revisi:ed to reads

aft @s modified,"
s ¥ f:"!:""‘ 9

* g@;.i“.ﬁv‘:_‘}";&a‘

T, QAT I v o
---,' ‘ - ﬁ;;’{ﬁ- ‘, :'J.i. P
frrmula approach set forth in ‘the - ...
' draft tut there was alse a general
- "Ceeling that.an appropriate method

- &f contral be further explored,”




|

5‘20)4027 -
15-20&.28
15-20&.29*1

15-20&.30.-5

1he Committse accep'bed the drai‘t as writteny: <oty
The Committee accepted the draft as. written. \

With re°pect to subparagraph "c,ﬂ the Committee
8depted the posi tion of the Subcemmittee that
snch legal !'ees are not allowable. ERPES

The Comittee adoptsd t«he posxt.ion of the %
“BubcommIttee that 2ll profits and lnsses on
dlspoatien of :plant,.-equipment. or other :. -
‘eapital assets be excluded in mnputd.zg
caatract costae .

o ————

rﬁmha«xumnmmwg@mnﬂt @mnuepaam -

T ad shat wpepkrdbs Eofbribt of those \(
' Teconversion &xpenses which are allowable appears ;
the best methad of assuring :fair treatment nf : i

the tnterests or the Govermnent and the Cont.ractor. '

15-20h03é;-

The Committee accepted the dra.ft as written with
the exception that the.seeoad sentence was revised

"to read as frllowss

: 15"20)40'33 -
. .was given to-the change recommended by the
"+ American Institute of Acconntants., Mro Ruttenberg
' was requested 'to draft substituts language for
,submisslnn to t.he Editing Subcnmit.tee

|

|
e

15-20k, 3} ‘=

- 98It further includes the’ costs ‘of operating
.-an gptitude and. educaticnal ‘testing program,

- travel expenses of employees while engaged ?
in recruiting persnnnel; and travel expenses j

. of applicants for 1ntervieds for: prnspective-
.‘ '-employment. . ,

Wlth respect to aubparagraph "b," consideration

'nze Committee discussed at 1eneth the -Subcommittee
apprrach with respect to general fesearch, There

. .‘was general-agreement in the formula approach set

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

...approach, ' Using this &s a basic concept, the Staff was
. - requested to develop a propos:.t:mn for further con-
: ,'Asiderata.on. : -

15-20L.35 = 1

The Comittae adopted the positinn of the Subcom=
. mittee that- payments nf royalties to contractors

L R -

. should be ecircumscribed by coirtract provisirn or .

15-204636 -=

"that the protectisn sought shéuld: be Telated to the
- *lnspecticd .of Supplies and Correstion’ ‘f Defectg® S
" €lause (ASFR 7-203c5¢), The Army member reccmmended v

15"2°ha 37 -

otherwise authorized by the Uontractixg Officersy

The questioni was presented as to whether at least the
protection afforded the Government im proposed ASFR
15~202,.1- should ‘not be provided, - However, it appeared:

x\,’

that the Editing Subcommittiee give consideration .: A
to insertion of the word "consumer® afiter "train:l.ng"
in the phrne 'am trainizg peraonnel 1n 'the use,%e

The Crmnittee accepted fhe drai"b as written. ‘¢< (ﬁ
i PR . é hl

l.



[ gl S,

S

5-2013.22  The Committee oox;curred in the ‘recomuendaticn tn
- "includé “accountants fees" immediately after
. Matbernays feeh. An ‘the second -sentence of the
»,. "I/ paragraphs : :

15-20)4.23 ’hle 'Cnmmittee \ccepted. the dra.ft as written.

[15-20h.2h < The Comnittee adopted the Subcommittee position

i
{

with Tespect ts 1dentii‘ication eeparately of
shift premium and overtime, However, the -

paragraph was cha.nged to read as followss

P

: '15 20L.2L OVERTIPEz Exm PU_Agl SHIFT AND
MULT 1T Se s item

copsists of the premium poriion of extra pay

" ahd mltd=shift paymnt.s to empldyges. - Such
- premiums on direct labeér may be clagsified

as elther direct o1 indirect laber costs,
but the amount of overtime premium should be

" geparately 1dentiﬁ.ed. ‘When direét labor

cost 'is the base for distribution of ‘everhead,

osvertime premiums shall not be included T

therein, Cost nf such premiums on direct

. labér are allowable cnly to.the extent

- expressly provided for in.the coatract

" or otherwise autliorized by the Government,
.- Cost of such premiums for 4ndirect labor :l.a
“allowable without prior approval, if

reasonable, and the cost is ‘allccated on

@ pro rata bagis to comnercial as well as
government worko See ASFR 12:102 for

further information concerming .the-policy
regarding such suthorization, The amount -
of rovertime and shift premium cost charged en
Goiremment contracts shall be equiteble in
velation to .the amrunt of such premium costs

charged on non~Govermment work being concurrently
-performed in the contractor's plant and the
factors which necessitate the incurrence of the cost,"

15-20h°26 'Ihe Cnmmittee aecept.ed t.he dra.ft a8 writ.ten

with the acceptd.cn of the following changes:
15-20h.26c . The second «aenteme vas reused

tn read-:asfollowss.-

- %Such cnsta may include-excess “econtributions

" pade -4u previmus years :to-the-extent such
- opntributions are ¢lsimed.and allowed for

15-201»26:1 'I'he next to the last; sentence
: was revised to read es followst
a,

'lf 8 contracwr has but one er relatively

; .- few Govermment contracts, an appropriate

N ¢ontmcmal provizion may be used to .

“pregerve the Goverrment's interest by
providing retrospective accmmtug and
refurﬂ of agg mcessary creqits. N

read as. tollowa:

'st

o 15-291.4269 'hu.a subparagraph was rensed te

P 'The a.nowabnity nr coets of 1ump ‘s
purchases cf anmities or of lump sum cash
" payments or periodic cash payments made tc

provide pension benefits for retiripg or

- . vetired employees other than dncurred. -

. under ‘agproved pension plens will be:

' .case bas s

m'purpnses in- fhe current tancabie periad,

PRE— )

R

&

e
\\‘b

<<<<,

. ;.subject, 1o, mside.ration cn-an Lxxdivzdxial éQ ?~

[ ——1



93, Cese 53-LlL =R ~_siom of Sec'tion'»XV. The membe: noted the desi.mat.
Vor iage Jo Oe bunrcuts, e, Dt 100, es Amy membe . of the subject Sud=
coniiitice, vice Lt, Cole Je lis Railinz, DEP 1CGe FEB 1 1955

o g3y = Revision of Section e Conpies of a proposed DS
t;;’;eizsgeesby the Uf7ice of we B2 ! mytrollery to provide gfimes“’l’f; 6’: .
sie ct o d.enneciationvin-keepi;'xg with Section '1.67’,('0)\ as lmte 'E{ie'-i:st o

157(¢) of the Internal Revenue Cote af 195h,'.5\1°373°t to meellng b7= 7 .

: . the Came wBo.
polic 4n 'the Regulk §iot AL posst : : Z :
fa p0 Instauctions o apblars 1HAE Sl tteo W8
' priate cGYEXSS

renuested to develop appro qvelacs AV e Propo ‘
Pdrt 6 of Section IV, or culmit recormendations 83 to other media for -
fulicetiony including a recormendation with respect to the proper

docunent for use for the other mecide R
In taking this action the tommittee agreed that nods fication of the f

e ‘ ; ' ~~inciples of the
deoreciation paragra-_ahv.A(15~20ho9) teo: 19991.'_1301'3‘9. the pyancip.=> - .
oro-osed directive should be pestponed until after gipetst of comaents

1’1‘,5%:1 jncustry on the proposed Sectione S . ‘\‘_
{ The Subcormittee vas requested to provide & 1;eport for gonsid?.raﬁi?n ;

by 15 iiaxch 1955 T LRI R

h\. 6-se 534} = Revision of Seciion XV, ASTRe A report {ron the Section
v Suicomiitiee, pressutan . 2 J-0Poset deoreciation = cost interpretation
{g- im¢lusion in Part 6 of Section IV, wes concured in in srineiple,
tsuoject to ecitinge In takdnr this action the members notec threz arcas

re wiring ‘urther consicarationt

i

’ a, Effective dates

be TInclusion ol the t2-4 of Section 167 of the Internal

) ~ [od i

, Reverue Code of 1954, and i
ce Cmission ol any reterence to ftrue desreciation.

The zbove areas Were referrvec to the E-itin; Subcormities for consieration

4r coniunctiion -4th editing the roposzle The Stafl volunteered to develop !

a cress=rzfzrInce to Miruet de sreciation for consiceration Uy the Sditing
t gubeorz.itiess Tae Tgaiting Subeoiridtler as re vested to provice a report
o oo iceration by 29 lizwch 1955e Ni7 1 18LG :

0, Czse 53-hL = De reciation Cost Inte retation for Inclusion dm. -7
' $2% 6, Sec.ion LV _ASFRe 4 repart fron The =diting
icormitiee, presgntﬁg the suoject Interpretation, was discussed at f
lenzthe The report was retwmned for reconsidzratione While the Cormittee
i mot finally determine its position, the Eciting dubearmiittee .should
redevelon the project alonz the following liness . T

a, Applicedlity of the i;ntefp;'etation. In the absence of a
specific agreement the ‘interpretation applies to all
#open' contracise S . )

b, With respect to the assets involvede Undertake intgrpretation,
‘thinking in terms ol the descrintian of ‘the assets ‘covered,
utilizing therefore the nrovisions of the statutes

r {

o Jtz Consider again ‘the desirzbility of quoting or _.para.phl‘éSiilg' such of the

tute as will render the depreciation cost {riterpretation generally A
S etomdable in itselfe - ARR Y 1288 _ .

<
Jvw .



. .15=204538 = The Cemmittee accepted- the draft as written - . . 1
N ... -with the-exception -that the Army. m‘ejmbér'recémende’_d O
4 ‘that the Editing Subcommittee consider revising ‘

. the definition of "special toeling" tp. conform -
- with that surrently bedng -Proposed by the. Sectirn. ..

|

L . XIII-.,:S,ubcnmni“bte'e.&

15202039 = The Comittee’ adopted’the Air Force minerity S
sh 0 position with respect. to subparagraph J,.S—?Qh'oB’ia,(-}), S

. and that of the :Suoconmittes rn 15-20l,39b, |
" 15=20L,4C = .Tre C_onmii{eé adobteq'the Sub_gquj:tt_ee_posiﬁich.f o .
h .. With réspect to the‘non—‘all.qwabi;l;wy of :costs -

.+, . incident to exhibitinns, |
15-204.L1 = The Committee sccepted the draft as written,
15-204s[i2 ~ The ‘Committee accepted the draft as written with - -
_ - the excpetlsn that the Army member requested that -
. the Editing Subcemmittee consider that. ne 5 ef. . .-

~ tbe secend paragraph:be rewlsed to reads m# # # &

- provided :the ¢entractor "follows ‘a’consistent o o5
prcecedure which provides for equitable results . "
An this respect.” - | ' RN

| Sy

_,15-20&.;1;3.':5'11;@ Cenmtte'e.-.'acjcnepted_ the draft as writteng:

“With respect. to the third observaticn set forth in the first pege of  the

© Subcommittee report, the cenclusiem was reached that Departmental imple~
menting instructirns sheuld follow within a reasonable time the publishing
of Part 2, Section XV, The Committee also determined that final considera- ’
tion of Pert 2 would be given at a subsequent meeting, but as snon ag A
Pnssible, o

!

J




i

6e Case 53=ll = nsion of Section xv. e memt’ § noted copies of the
corments received rrom Ilncus proposed re..sion of the subject

" Sectione The Committee Chairman reouested the Departmental members to impres
upon their respéctive Subcommittee mémbers the need for exped:.tious comple tion

of this ~3roject. JUL 2 61955 T T

gress - .report_from the. subjeqt Subcommittee,: included on the agenda. The
mmittee” extend}d the time for & final report until 27 October 1955. OCT 4-"1955

L | L_w%da.]*w&—h

se S3«Ll « Revision af Part 2, Section XV, - Coms.deration of a report
/ the Section YV Subcommities, presenting & revision of Part 2, Section
XV, was deferred &t the request 6 the u.t" Force membar until t.he neeting

of 22 November 1955. - NOV 8 1955 e

}5{ Case 53-U+- Revision of AoPR Section JW. ’l'he members noted an interim

DS TSP NS, S

) = .

3! Case Ss-hh Revw,on of M ' Section xv. In cans:ldering the Sub=

ttee report, the suggesiion of the Chairman’ ‘to-tensider the report on
paragraph besis was a.dapted. lhe ac‘bd.nn ni’ the' Gmuttee resulted in t.he\

fallowings . ) _ _ R “‘._z_f

15-200 . In crnsidéring the ﬁ.ndnatry posli.inn ﬂzax Y statement
be included o fhe affect that Secticn XV is not applicable
+ . : to  fixed=price ébntracts,” 1ntluding ‘thees” ‘with price
o ‘redetermination’ prnvisinas, 'the question was presented as
! t& vhether it was necessary precludo the applicaticn
. of the principlés ‘to ceértain types of ‘sentfacts, It
was #tated that a peparate Part for Section XV will be
“develcped t5 cover Pacilities contratts, The Crmmittee .
determined that'the ‘Whotes and’ l"ﬂirg Instmctions"
covering the ASFRChinge which Wwill include Fart 2
. ehould contein a note that -the use of “the principles -
. ‘48 hot precluded in conngcticn with' £ac1hties -
' contracts pending publication af that Fart of Sectd.cn :
/ P 'XV which uill covar racmt:l.ea cantracts. 0

15201 = The Committee adopted fhe &:bcommttee position that
: .thé new eritericn “significant deviaticn in the :
established practices af the contractor which sub- -
'~ stantially increase the contract costs" iz only one B
_ .of the factors sffecting. ‘allowability ff costs and \
does not take uwﬂzng aww rm tbe cont.ractcr. S

‘ /5.202-Acceptedthedrm“mtten.

15-203,2 ~-Discuesion centered arcupd ‘the parenthetical phrase ST &
8(including independent research projects)". as get:, i~ &
.- . faTth 4R 152032, the Air Force recommendaticn with o
- ‘pespect thereto, and the rehtj.onshi ‘of the phrase to- A‘\P
" 15-204e3hcs It was the determinatirn of the. Comittee *
. .that the gtatell"phrase shotild be deleted and that . °
-. - #(see ASFR 15-204,34s )" shoild be inserted in ljew -

thererf,. The Committee also determined that the
- "gecond parenthetical phraee 4n 154203,2 "{exclusive ‘,B
‘  ef nvertime premius)i: ghouldbe changed. tovead ¥ L5

"(exclusive ~f méﬂim, atra‘poy, and mlti-shift PR
premium)" R L

- . ~ . B Y N
: . ALV I . L D



15204e1l = The Crumittee adopted the Subcdnnittee positirn
. ‘that entertaimment expense should not be allowed
. . and that there was ne conflict between: this -
paragreph and 15-2 110 and 15-204el0a

15-204.12-1k ~The Committee ascepted the araft as writtens

15-20L.15 = In accordance with the polnt ‘expressed by the
. 'Army member, the Committee determined that
subparagrarh "a" should provide some coverage
with respect to indemnificatislo . ‘It was decided
‘that. proposed gubparagraph "g" shoild be deleted
end that such coverage, revised to read ag fnllovs,
should be jnserted at the end of _subparagraph ual,

e 3

. wThe cost af ind‘emﬁiﬁVCat;ion will be allowable ’
- only to the extent expressly. provided for in
. the contrac’t“(fq:' example,. see AS.H&,_"{}?ZQB.?_Z).“_

It.

was 2180 determined thét subparagraph fc® ghould
be Leloer

revised to read as Tollowss ...

——————

nc, The costs of insarance.or any ‘Teserve
 covering the risk of
" .Govermment-cwhed property are not allowable
_except-to the extent that‘.t.he."ﬁov‘ermneht :
mey han'aggmved,or' required such insurance -
.. or:reserve® L
With these changes, and espetially that concerning
indemnification, the Editing Sub committeé should
- peview the paragraph wif'th ‘respect to coverage given
these cost elementse’ A .

——a

—m——

15-20L416 = The Committee adopted the Subcommittee position
© -that interest be an unallowable gostq

15-204017 = The :Qmmitt.)ee-accepted the draft ag m-itten.

1520418 = The Committes adépted the Subcommittee position
. that the porticn: of cost=particibation contracts
not reimbursed by the Government under that
contract not be.allowed as a cust oB other
eantractse - ' : '

e

15-20L019 - The Committce pdcp\‘.ed the Subcommittee position -
: that any recoguiticn of cost of deferred maintenance
expenses, through, contract, prof} iR 3TN

ot s -Saslq € WIS e a0
' g aeh it & rivren.

p————

Joss nr damage to |

15-20L.,21

-
-

o
_that ‘eash discounts Hot be, considered as financial . . ‘?"
‘yncomes The Air Force member. withdrew the Alr - &

. ' Force minority

LoAnELRGSYE 7 PR
AT EG e -

S e B A AR i st G = ALt
qfhebeoémﬁigtggq Eé‘p“tep’ _'“;tﬁ-;&bcs_mdttea:position

' Wp,¥ With respect tp sulpare
. -Committee concluded the subparagraph-should

" 4n-the drafte A
‘Subcommittee position-with respect to. the. :
" inventory’ valueo. .

consist. of only

11ty

positien concerming gubparegraph

The Committee

t tp_suhparsgraph #q,* the- .

e first senténce. as set forth
slso adnpted the

of the cost ef -write-dovn of“'

g e AD




4 15-203 3=

Cremnrags==

‘The Oetmﬂ.ttee discus:ed_ the: propo--t,ion of whether any
" gelling expense’ is properly sllocable tc & uwemnent

" contracte . There was no questien that, selling and

_‘Defense (=

distributien expenses as relatéd to sales of the .. -

- products of a enmpany to commercial customcrs should

oot be alloweds The Gomnittee concluded that the

parsgraph as written qhould :remain, subject to the

Staff discussiyg ‘the proposition with the Small

Business Advisor to the Aes.stent Seeretan' of - |
"*w; wts-,:*a.r.se-zqab o.r’?' 8= __' }

le.

15203k = The cmeem oenal.d.ined that ﬂu nethg et

o dre o astativg 8 R'gbkmm 1 S gl ‘,‘-':

A wh l... B WU F o g - w M ﬁm‘iﬂg
general and’ adnﬂ.nistrative expenses was. helpi'ul
and ahould remain in the paragraph.

15-203.5 The Cemnittgee nomurred in the Subcmmittu

15-20L

" however, revised 4o reed as follovss . -

e position. that, there’ wae ne inconsistency. oetween

“this paragraph and-15-20 3{b)e -The paragraph was, ]

. 7 WThe base peried ‘for allecetion of J.mirect :
. expenses ghruld be regresentative ‘af the
* pericd of. ¢ontract performance and should

‘be -sufficlently. long to. avoid inequiti.ea

- 4n the allccatioti-of Gostec”.
The Committee accepted the paragraph as writtene

15-‘201&.}.- The Cnxmnittee adopted the Subcomnittee posxtion -

- that the proposed instructions with respect to
allowance of costs of advenising were net t.oo :
restrictive. o 8

1?5'-'-20145265 - The Cﬁmittee aceept,ed the drai‘t as writrten on

A
¢

the se paragraphs.,

15-20L05 - The. decision with respect tn. t'he DOD pos:ltion on

prefit -sharing is expected mthin the npear .:mture_.

15~204a7 = The Conm.ttee accepted the draft as. wri:bten.

15-20L.8 - The Air Farce member stated that because expenence o

- had demonstrated the difficulty of ctontrolling
‘ “these expenses it was the -position. of .the #Atr Ferce
that contributions and ‘donations not be allowable

as costse The Alr Force-was requested ‘to present

its revised position to be used in ‘connection

with the presentation of an item for:deciston by
- ‘the ‘Material Secretaries.and the Assmstant

;Secretary Of Defense (S&L)Q - .

1 15-20&.9 - With respect to subparagraph "e," the Navy member _ i

-———i

”m.thdrew the Navy minerity positione In the . ~

* diséussion which fAllowed, the. Committee determ:l.ned
‘that the following should. be mserted as the third ‘
sentience in subparagraph mehig . =

_"'l’he remaining undepreciated amount shall be .

" nnly the normal depreciation remaining after S)
the end of the 'true deprecistion' period and =
ghall nrt include any amount of unrecovered
normal or ‘true depreciation' allowable during ‘,{.\)
the 'true depreciation' period,® ch‘

£
The Editing Subcommittee msy improve upon the Q’
verbiage of the concept expres=ed in the insertisn. Q‘N

. con W
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Case 53=ll 'Depreciatioh Cost Inter"prétatio’ “or Irclusion in

Subcommittee was scussed & urther onsideration deferred until

Tart 6, oeccion XV ASPRe A repe.. from The Editing [

. the next meeting to permit the Editing Subcommitiee to consider an alterna=
tive redraft of paragraph 1560241, vhich is quoted belows

n15-602,1 Applicability and Effective Datee This cost J
{nterpretation perteins to ASFR 15-20} (d), 15-205 (b) :
and 16-205 (o)e It is effective dth respect to existing -

and future contractsj provided that, as regards existing 5
contracts this interpretation sha1l not be applicable in. > '
any case vhere there is an e:press agreement in writing & ‘

that a different interpretation shall be applicablee® W

24  Czse '.

53-)4)4- iﬁeﬁreciation Cost Inter e;tétion for Inclusion
. an far ection - redraiv o proposed .

9
pafagraph 15-602,1, Applicability and TTfective Date, was distributed
the membérss After discussion the redraft was slightly modified and

approvede

The Committee further modified ‘the last sentence of paragrap

15-50242¢ Subject to these modiTications, the Committee approved the Cost
Interpretation for rintinge In talding this action the Committee concurred

4in the 1s

suance of a Press Release announcing the Cost Imterpretationy by

the Staffy and in the Departments promulgating the Interpretation within
their Departments prior to 1ts publication in the Regulatione The Inter=
pretation, as approved, is quoted belows )

¥15-602 = Depreciations

15~602¢1 = Applicabili and Effective Datee This cost .‘
interpretation pertains 1o ASTR 15-20L(d), 15-205(b) and ..
15-205(0)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 v
which have finally been agreed upon for particular periodse
However, the foregoing sentence does mot supersede any express
agreement in writing that a different 4interpretation shall be -
applicablee ‘ ‘ . ,

1
4
Al
12

115-60242 - Allowances for De reciatione Allowances for
depreciation (other than e depreciation”) as provided
in Section 167 of the Intérnal Revemue Code of 195k, sub=
dect to the limitatdons set forth in paragraph 15~80243,
shall be acceptable for contract costing purpceces
Allowances for "trus depreciation,” as that term is defined
in DOD Instruction L4105e3L of 1 July 195k, shall be in
accordance yith said Instruction, and shall be exclusive

of other methods of depreciation with respect to the assets
{fivol ed in the determination of Mtrue depreciatione®

J v . .

15-£0243 = Interpretations Depreciation computed in
accordance ;d.tﬁ: pa:"agra'ﬁﬁ 15-60242 above is ‘allowable
provided it meets the test of reasonmableness and alloca=

.

of this Sectione DNeeting these tests may depend upon.

" bility to defense contracts and other applicabls provisions \

whether (i) the depreciation allowance in‘ the particula.::"" :
case is acceptable for tax purposes, and (4i) the costing
‘of defense’contracts’is on & basis consistent with the

costing of the contractorls nofrdefense work and is so i

reflected in its books and recordse™ ' .. 3 . i
‘ LT e MAY.10195%




First sentences Prior to discussion of certain issues in --hich
positions had been reservedy it jms. generally agreed tha? the:

-~ following would be mresented to the Procurement Secre'}:arles, as
" a group, for information anc resolution wvhere appropriate:

ae HMajor differences with industrys. -

Ce Those areas in vhich the Services are not in accorde

15-20L4e6 = Compensation for revsonal Servicess . " . -
The Comnittee revieved the proposal of the Shbcormittee
as_contzined in their feport of December 15, 195l and
agreed that the pronosed subparagrash (c¢) Ehoul_a e
changed as fllo'se- | . v T

a_ -

N . » . v Ve e
L3

v .. EER I

15-20Le6 (e), (£) and ()e . . = . .
The Air Force nomacceptance of the mrineciple set forth in "khese sub~-
paragraphs results in classifying this as an issueg .('I'he issue, 1.>r1e¢
stated, beingz whether contractor paymehis pursuant’ to -Profit Sharing !
and Stock Bonus Plans determinec by orofits are merely compensation
measured by proiits and are allowaole for reimoursement, or whetiher
payments pursuant to such plans are distriution of prolfits and
trerefore are not reimbursable as costs.) To bg resolved vy -

¢ Assistant Secretery of Defense (S&L) in conjinction #ith the

“Retted 8 Whe eltectod 1 revee ngistastin ection 257

of the Imternal Revenue Code of 195L) on -the existing provisions ‘
: of Section XV, It was generally agreed that ‘the ASER provision
. remain unchanged, that a nres: release be arranged on the tonic

[ for in ormation to the publie,. and- that contemporaneously with
N the press release, . avpropriate, instructions be promulgated to
“ field audit Ersonnely, .. . :

15-20L09 (e)"be ™ = - L : Co B

"The contractor may elect to use normal depreciation rather than |

+......the "true depreciation" as determined by ‘the Bmerfency Facilities - f
“:. . -Boards However, the method chosen after such determination of - -
- Mtrue depreciation" must ve folloed coisistently throvzhout the ™ -

-+ 1ife of -the emergency facilitiese" . - S .-.::5. Tt

154200427 (£) = Pension and Retirement Plans,

. g
st Lemtl

.AZter considerable discussion of.reversion eredits and the msthods

] " by which arrangements ean be made ‘that are equitable to the Govern-
*a ment, there vas general agreement thet the paragraph rermain as »
J writien, but that the attentjon,of the Assistant Secretary of "

Defense, OASD (S&L), anc the Pracurement Secretaries be dirscted /

to the cifficulty ‘of this issues It is also to te explained that
part of the draft will be issued as-an instruction, as it is not -
arpronriate as a cost orinciples, . vy member azreed to Zrane
the issue, to inclusive of mass severence pay, and .lorverd
coiies thereof to. the Army anc the Air Forcegy - SN

15=20Lel] = Taxess ' R oo R
(2) (1) After the third word "taxes® of the swbpaFegraph add .

7
e g'iuclliding- St?te"méome teb.es."_)_

!I':OI_:{"'Um.ierspo:ring denotes change, © JAN 4 188%

‘*-\__, -




- gy e = : ST e s e

s T i V-

-/ Ts Case 53-1;1; aevision ‘of Secuan xv. Prior -'ﬁi&euasion of certain
:lssues in vhich positions had been reeerved, 4t Yds gererally agreed that
"the following would be p-esented to t.he Promrement Secretaries, as 8 g;roup,
for invormatiom ' LT e i

Hodor st dittennche Wiy, -
o be Thoge areas. involv,ing a- change fmm the current T
.. .ASRR pqs:.‘t:i.on, and : ) ._,,,,, N

-.v.,.w

) Those areas 4n wh:Lch ve are not aceordlng to mcbzstry
' “the ’creatmeht desired. by -theme -

.4"_

;e; { The members then cor*‘nenced d:.scussinn of the fonow.i.n; subparagranhsc L
lS-ZOh.h - Cafetenas, Dim.ng Rooms ‘and Other Food Services. e

Principle modiﬁed and p.greed toe -

. . 1T IR
P A
n-"'

JS—'ZJb.é Compensation for Tersonal Servicese '

. The Committee revieved the proposal of the’ Subcomﬂ.tt-ee

. and agreed that the’ pro::osed subparacraph (c) should be
changed as follo s3 - ) .

. o~ .t

e 0yt

o . a, At the end of the :I.htroductlon to subparagraph T
_ Cey change the colon to & coima and ada . R .
: followingz U " Ll e -

"in ad: i ;on to those set forth in
- s\bparagzrapk (d) (li, (2), (7); nd . S
(g) belows® - LT

| . be Revise snbpa:aﬁra-}h (:Lﬁ.) to read es follo*:s:

. options will be amortized equally over an -
S “appropriate period from the date the optiom -
i . . ' 4s exsrcised dependinb upon ’hhe terms of the
; o : - ootion: aﬂreement. _ S _ L
Ihe members accepted the pro s0sal of the Suocomrdtte‘e ‘to delete the second -
' aentence of 15-&11.6 () (2). : . A

5 R o ) "'for 2loance purposes, ‘the cost of stock
E .

15-20h.6 (e) and (£)e The Alr Force nonaceeptance of the orir cip‘.l.e :
set forth in thess subparagraphs results in c]aﬁ-f;‘ing .
. this as an issue (the Issue, triefly stated, Geing
" whether coniractor costs in Profit Sharing and Stock
Bonus Plans are merely tompensation 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 vith the Procurement
Secretarieso DEC 2 1 1954

‘ - . | (cM)

R

i Ty

o — A
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15-201403" b (1) (34d) - General Researche : .
' . 15=20l¢38 = Severance Paye . , i
: 15=-20lel1 = Texess

The members further determined to delete from the revision, paragraph
15-20Ls10 ~ Strikes and Iockouts = Expenses ofe

In addition to the above issues the Subcormittee was recuested to
clarify the language contained in the folloyﬁ.ng subparagraphss 7

15-20L422 = liaterials and Suppliese ;
Subparagraph b = re discounts, and

Subparagraph d = re »ricing of materials in stock vhere
; : replacement cost differs significantly
¢ 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 prormulgation of the revised Section XV, was discussed at length and
referred to the Sectiom XV Su-cormittee for redevelopment, with a request

thet a report be provided by 21 Deccmoer 195Le

The subject of clearing the proposed revision with the Comptroller
Generalls office was discusseds It was concluded thet it would be highly

desirasle to informally present a cody to the GAO at the seme time the P
p;*oposal is referred to industry for cormente NOV 30 1954 ' -

: DECZ 1354 ;

| | > bECC 1eos T

O S

| . e minntes of ‘the 11/30/5L Regulsr Ylee Aiig, And the Specidl feetings

helz'lz/zfsh and 12/6/5u, were 2> proved with the: folloving mocilicetdonss 1

il

4 Contriet Gost ik -

. ~Iienm Se ‘Case 53-Lk = Relision ‘8f Sectioh »
m20 T30 Princlpies; The entry 1o=20Ueld = rofit Li.
Snaring, in the second paragraph, was revised to rcads Y

nguoparagraph e = Intercompany or Interdivisional
Sales or Transfers,® in lieu of subparagraph be

The fifth paragraph -wa_.sf_réx;i_..sﬂed ‘o read a.s follouss

8) Staff proposal presenting a depreciation cost
interpretation ziving effect to the new revenus ‘
legislation, presented for interim use.pending .
the promiliation of the revised Section XV, was : )
/ discussed at lenzihs agree .to in. eaiple, and -
y referred to the Sectlon XV Subco _ '
o redevelopment, with a request that.a report be _
' provided by 21 December A95he™: - pELS 4eonb

.
v -




1. The minutes of the m/ZG/SM_aee,tﬁg were’ g;égrgy';e'd___'withv'thve' following
pocificetions : , R
Ttem 2o Gase 53-lly = Revidion of Section XV = Cost: Pricciples,
The last sentence was revised Teads
MThe Air Force tentative% a proved the principles for the .
uroose cf going -orvard bu Teser7ed thLe ragat to review '
T are=g uhou & final Su.commitiee report is issuede! y
1954 |

@ - P

!

(Underscoring denotes change)e NOV 2

4 : .
| .

Gs Cese 53-hl = Revision of Section XV, Contract Cost Principlese The k
dir Torce member presenied the problem of The allowability ior reiidursenent
of coniract costs under cost-reimbursement tye contracts and as to the v
reconition in price under fi-ed=price contracts ‘of depreciation on plant
and equizment computed in accordance with the Internal Revenue Act of 195k,
The members recognized the issue, but indicated that coverage had veen '
g’gnsidered bty the Section XV Subcommitiee in developing Part II of Section -
V. Gembers will consider ihis Pert at the 11/30/5kL meetinge NOV 17 1354

+ 5o Case 53-hi = Revision of Scciion XV = Contract Cost Principlese . \
iConsicIe;avtiqn of 7 report from the SUDCOR ety presenting the latest dralt
lof Payt 2y Section XV, revised in the lisht of corments received, from the |
' pilitery departments and guidence from the Committee,~began with™ the
discussion of the purpose ol corsidering the reporte It wms agreed that
this review would highlizht two tymes of iscues for resolution prior to
forvarding the revision to incustry for cormente - These ares .

Iy o . Qe .

2e Issues in which the De: a.rtmerij:al positions‘are unlcno'n‘t
an¢. ~hich mey be resolved by the Conrnittec at a su‘qg'equept

{'r meeting, and ‘ - LT
i be Issues where the Departmental posi‘tioxs areln’mm,‘ L |
vhich will recuire resolutien by tthe ‘Agsigtant - 2t 0

Secretary of Defense (Sil) in conjunction with the .o
Procurement Secretariese . [ P

The members undertook consiceration of .the' Subcommittee repo¥t tn‘a page
by page basise Issues for further consideration appeared in the following
subparagraphss o
15-20L,ls - Cafeterias, Dining Rooms ahd othes Food Strvitet =

"

15-~20Le6 £ = Stock Bonus Plans,

15-26!;.8 « Contributions and Donationﬁ.
15-85&.9 = Depreciations

i 15~20Li, 1l = Profit Sharinge _

] 15-20L,,16 e =~ Insurance = Officers, Partners, or Proprietorse
15-20L,17 ~ Interest and Other Financial Expensess

15-204,27 £ - Pension and Retirement Planse (In connection ith

P this issue, the Navy menber urged that consideration

; be given to the deletion of pension reversion credits
and mass severance pay from the cost princizles,
presenting the proposal of the coverage of these
gubjects to industry in a separate paper, stating
that both these items were deleted on the premise’
that one offsets the others Hovever, if industry
insists on one, the Government will insist on the

S B e ReaYendan af hath_ ) VA o X A .

o ——




g_;r ot
LA

IV revision “H g agrsed that greater emphs
ih?auiﬁ to expedit:n cplothong - The tafget date of 1 Juse 295K vias *6stablishe

Subcommi tteets worke ' APRZ7 g
"I XL e s - hea A

P S ANPNSSIE

vse:ml SFeatures-o2 the
. 80 e

T 2 progress report irom the Sabject Subcommittee
questing an ex‘he;sion of the target date for the cqnpletion of the proje
until 22 June 195ke . JUN1 1354 . _ )

e e et e = e

revision was coacurrcd ‘in by the members for the prudose of

12. Case 53-LL - Revision of ASPR, Section ¥V, Fart 2. 4
i securing comments from the Technical Services 3ureau and Commands.

renort from the Scction XV. Subcormitten “rescnting the subjsct ‘

]
Denartmental comments are to be recaived by 1 August 1954 JUN 2 2 1954
9, , Case 53-Ll - Revision of Section XV. = The members noted the decsignation
lir. G. h. Connatscr, m,»as_ﬂie Tir Force member of the subjoect -
Z’mﬁ.t‘hce, tico Mo, k. B, Thomas, AFLUD. PG 41354~ ;\
----- - —_— e T T s

Te éésé 52-37 - Section VII -Nﬁiéus"é-s,': Pricc Rgvision Clauses.

ase 53-6L - Pownward Conirac Ce Revision. - '
ase 53-Lb - . Members no e designatio
of Mr. T M. Southwell, 7¥VPE, as the Air Force member of the subject Sub- _

o rttoos, vice Lt. Cole;He I. Critchlow, WPYFE. AVG 2 41354

2, Case 534l = Reviasion.of Section XV = Cost Principless The Committee
fonsidered the issues raiced in, the Sectlon. ~Snbcommi ttee report as
ol],owsg ey ~ [ ‘s ,...;" x

ae Should costs of profit sharing plans be allouabls to .., .
" the extent recommended by the proponents in the e
report? TREIANT

by Snoila costd’of stbck bonus plans;besadlowetle? 1. .. .
ce Should costs of independent research and development .
be allowable? $oh \
R o “'_J.. ’.-_- SRS ‘\ ot e
. Both ae and be were answered in the affirmatives . fiador diecussion was
directed toward the fact that although. such plans. ape generslly, called
8profit sharing® they are in reality additional comp ensationhspsured by

earningse 'Accordingly, in drafting this pringdile, thesJavier fact. Wil be
empl;asized. e , ey RIS s

With respect to issue 6ey it was determined that Wrsleted research?
should be allowable if #gpplicable to the product or product linse" As to

!
i Bl [N

Fhe TR .‘:'1

‘ /‘genera.l research,? a division was made as folloust

- .predominantly. commercial (Le20) 5% 07 MOTE )9 *

(41) such costs re ~moauooate;1,tp,ggig‘9gl,m‘;
work, (iii) the ocontractor submits reports of "
work accomplished andy (iv): the costs are reasonables

: (2) If the contractor's  business s ot predominantly.
/ commercial, specific provision must -be made id the . _ ‘

S L) c LTl N ST gl e T
(1) Allowabds if (1) ‘the ‘corityactorts busipess.is *

contract for such costas ~It was Teco mnded that

pegotiations for sich cogta :bér-handled cantrally

4n each Department go ihat gréster mndformity oap.

be attaineds e ekm o el ..E:,:::: :~ ' /j
The Alr Force reserved thé right to review toth areas when a final

Subcommittee report is issueds QCT 261354 L /
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: mental posit:l.one wlth:espect te*the repcrtso DEQ 8 1953

7, Case ‘e~J)s = Bevision of Sectlon xv - Comtract Gost Priﬁles. \;7’
won°

of Parts 1 4 2 oI the propo

Bubocormi ttee pursuant to reoceipt ef eervice oon...ats, vere distributed to e
pemberse The mezbers were further advised that Parts S and 4 were currentdy
in the process of being reproduced and that o
menbers 8s 800D 8s they become ava.ﬂebh. mv 9 41353

‘sed *Ihat’bhe ‘Subcomm ttee X
eop&es wuld be previded the mbers & eeene.e Ghe

-,e-.f"

"1 Case 55l < Revlsish 8 Seciicn IV = Contidbh =" e
.Con t coet
l;e::ri lb;l’eﬂ? a rep?x"'f of the subject SﬂbcamﬂtM"msmm b B.i.? } 5
of the subject revisiom togethér with “the comments ef the Ofﬁ.ee of.

F Beputy Comptroller for Actounting Pelicy, 0SD, outliming thd ‘Baliptrolle;

sition dith respect to the issues unreso epopad,
1
sideration of the reports were deferred bm?&gg%m%owtt:;.b;grb

. e
8 e

""?' '{ v‘ T-\ _.v __- 1 . -
il e - GR.2Y: snins R

"My ﬁarren ﬁebeter, Jru Director

Procurement
1lowins discussioms With the Assistant Becretary. ‘of Defense {Comptroller)

t was agreed that. the ASH% Gmnittee ehould mdhtely nndertakel
aeca.eting of the subca;dye re;:ertin ,&e ﬁmat ef the ::'. "

Weeﬂmﬂ. /0 o L | T

'b. Deletion’of the prm.ng and. accmnmng datn.
o
. e 'The rev:!an.ou %0 be a@]icable enJ: ‘0 cestnwpe nentmteo

d, Upon completion:of b cost primiplee for eeeb-type
eontractsy to 4mediately andertake the develoment R
of cdst principlee gpplicable for ﬁ:ad-prlee eontrecteo‘ o |

4
!é te.sk was assigned to. the Becg.on v Bubcamnittee for a.ccemp]ishment.

" The members were ‘further sdvised that suhoamittoe effort, after . -
apsroval by the ASFR Comni ttee, would be coordimted with the Office of the
Assista.nt Secret.e.ry of Defsnse -(Cmoﬁer) pu.or to !.nduetri.al eoordinetd.ono

In undertaking tbis taekthesm:md.ttee ineto em:smerane:dsung

partmental papers that would have a ‘bearing on this subject and endsavor

to complete their nssigment on an expedited beeis. FEB 9 1954
T T TR T

—-3. zﬂase 53-111:. - Revis on’ of Secﬁen xv.
' Tocuction cies, OASD (Sﬂa), informed the members tha‘

-

_— 4 i R T 5
19, Case S3=ki : oo : ‘Principlese
! Chalrman rea N
sting pivision, for the Dirccier of Procuremery
. B et e d by a panel of

rvices repre resentatives wi
DOD and Be the formst of

Camptroller rning
1(*.he memorand'?n is attached a8 Inclosure le “AR \ -
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S, Case 53l = Msion of Sectidn YV = Contract Cost i’rﬁixpi lese During

a brief djscussion eI . PIroOSe! ) ~of paragrapl . 3 deyel.? }
Yy the Tax Subcommittee, the Camittes mambers wers advised that the Section

XV _Subcomrd.tiee had .the.proposal 4n-their revision of Section XVe| |

_ “The members..were further agvised that the Section XV Subcommittee accept
" the report in substance and that it would bs included, with minar modifica=
‘tion, in the final drafi of Part. 3, Section XVe ‘The members agreed that in
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- QBEPARTMENT OF DEFENSE
OFFICE OF PUBLIC INFORMATION

A

' ' NO.456-55
IMMEDIATE RELEASE - MAY 12, 1955 LI 5-67QO Ext. gg%gg

o DEPRECIATION PARAGRAPH INCLUDED ’ -
. ' ’ IN ASPR COST INTERPRETATION &?) //// ‘
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. Plke, Assistant
Secretary -of Defense (Supply and Logistics), announced today.

The new parégraph, 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 ASPR 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’j 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 case is

. acceptable for tax purposes, and (i1i) the costing of defense contracts
‘18 on a basis consistent with the costing of the contractor's non-
jefense work and is so reflected in its books and records."

END
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SEORAIDT TON:  CHALUA, A48PR COMITTED

SUBJZCT: Case >3-l - Section iV - 15-20L.2(aa)
Training and Eduqational Costs

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

Laiting Committee has edited the subject material, as set forth

in Tab A.

C. ¥. Wilkinson John Green John V. Perry
Lt. Colonel, JAGC Navy Member Air Force lember
Chairman - . (absent)

Lrmy Member

Inclz Teb A



DEPARTHENT OF THE NAVY
OFFICE OF NAVAL MATERIAL
WASHINGTON 25,D. C.
M36/ACS:11
2 August 1.956
{HORANDUM yOR THE CHAIRMAN, ASPR_COINITTEE

Subj ¢ Case 53-4); - 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. Reference (a) was considered by the ASPR- Comaittee at their
meeting on 31 July 1556, A number of reccommendations 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 15-20L.3 - Unallowable Costs and referenced
back to ASPR 15-20L.2(bb).

3, The cnclosure has not been coordlnated with the Office of the
Secrctary of Defense, Cffice of *andpaower Sup-ly, it being the

'-understandlng of the Subcommittee that the ASPR Comiittee would

do so.

A A ;)

/?/ ),",‘_,»v' {; 7 77 (l’.T) }/ f __Z’/
A, C. Sawallisch,

Committec Members

iir. Paul ii. Southwell, AFMPP

iir, Thos. B. Worsley, Army Ord.

Mr. W. L. Latta, AFAUD

Mr. James Ruttenberg, NAVCOMPT(CAD)



4 . ‘*

15-20L4,2(bb) = Tralnlnv and Zducational Tynenses

a.' The costs of preparation and malntenance of a prozram of instruction
at non-colleze level designed to increase the vocational effectlvenss 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 tvition, 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.,

bs 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 collese level are allowable as follows:

1, Tuition, fees, training materials and textooks; 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 zmdloyees 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., '

c. The costs of tuition, fees, training materials and textbooks (but
not subsistence, salary, or any other emoluments) in connection with
scientific ans engineering education related tc the job requirements of
bona fide emnloyees, 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 my be extended.

d. HMaintenance expense anc normal depreciation or fair rental on
facilities owned or leased by the contractor are allowable to the exvent
that such facilities are used under prograns falling within a or b, abovec,

es The costs of training and education of other than bona fide
employess are not allowables

f, Grants to educational or training institutions, including the
donation of facilities or other properties, scholarships or fellowshivs,

are considered a s contributions and will be treated as prov1ded urder
. ASPR 15-2oh 3(c)e

Enclosurc 1



PRI | DEPART'EIT OF THZ MAVY 'g
OFFICT OF ¥AVAL JIATERIAL ‘
WASHINGTON 25, D, C.

M36/AC3:11
12 July 1956
MEMORANDUM FOR THE CHAIRMAN, ASPR COMITTES '

Subj: Case 53-Ll - Special Subcommittee ASPR 15-20442(bb) Training
and Educational Expense

Encl: (1) Proposed draft as agreed upon by ir, Y. L. Latta, AFAUD;
Mr, James Ruttenberg, Navy CAD, and A, C, Sawallisch,
Navy ONM., o
(2) Discussions in support of enclosure (1).
(3) Proposed draft of Memorandum to the Secretary of Defense
‘ or other competent authority for ruliug on the disputed

_ portion. ' .

(L) Proposed draft as agreed upon by Mr, Paul Southwell, AFMPP;
Mr. Thomas 3. “lorsley, Army Ord, ancd Mr, Albert Lay, Office
of ASTSECDEF(MA)POWEL & RESTAVHR, )

(5) Discussion in support of enclosure (L). .

(6) Proposed Section ASPR 15-20L.2(bb) presented by Mr. Ken Borgen,
Navy Industrial ilanpower, and discussion in support thereof,

1. The Special Subcommittee appointed by the ASPE Comuittee 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 Committee far resolution,

2, Agreement has been reached, with sone Jdifferences in lanzuvage, to

allow the costs of (i) vocational training, whether it be "in-plant" or

in vocational or trade schools, i.e., the training of welders, electricians,
machine operators, etc., and (ii) training of a short term naturc 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
Jaboratories 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 curriculum leading to higher academic degrees rather than to meet an
immediate 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 personnel, Znclosures (L) and (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 15-20k.,2(bb) submitted uy Mr. Ken
Borgen, Navy Industrial Manpower, ' .

Committee Members

Mr, W. L. Latta, AFAUD

Mr, James Ruttenberg, Navy CAD
Mr, Paul M. Southwell, AFMPP
‘Mr. Thos. B. Worsley, Army Ord.

Coordinated with:

lIr. Albert Kay, OASD(MP&R)
Mr., Ken Borgen, Navy Industrial Manpower

2=



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 ovecrcome 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
jnclude the salaries.or wages of the training director and staff;
training material and text books when the program is controlled 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 are allowable when reasonablc and properly allocated to all
work of the contractor.

(b) The costs of educational and gencral training proszrams of a
type aimed primarily at increasing the gencral educational or skill
level of trainees, rather than solvinz immediate specific problems are
not allowable, This includes the general area of long range management,
executive or professional training progrems anc 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 tue education in technological fields
of engineers, scientists, etc.

2, It has long becn the practice <f industry to support the expense of
vocational traiing., This practice had its recognized acceptance in

the guild and apprentice systems vhich have for wvears been a part of
union agreements, An acceleration of this practice was instituted during
World War IT when the shortagze of skilled workmen ard 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 practice 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
“in-plant" vocational or technical training. '

3, While the undersigned do not question the need for development of

more and better engincering and scientific personnel, they do not

consider that the policy heretofore 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 compstent 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 incentive 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 theé type of costs discussed in paragraph 3 above
that the Comaittee cannot come to agreement, Enclosure (3) is a draft

of a memar andum which the ASPR Committee may wish to submit to competent
authority for a statement of policy. :

Enclosure (2)



MEMORANDUM FOR THE SECRATARY 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, '

2, The current demand by industiry for more and more cngineers and
scientists to produce thehighly technical military itoms now in use

and to carry out the extensive rescarch and development programs is

well known, ‘A recent study by the Phoenix, Arizona, Chamber of

Commerce .stated that this yvears graduating class would fall short by
50,000 mene In an effort to meet this demand numerous educational
programs, both graduate and undergraduate are being instituted and

given financinl 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." ’

Miany companies have set up programs to send a few of their more -
highly talented engineers to graduate schools full-time, Othersare
planning to send their -ngineers to spacial graduate courscs a few hours
a weck, on company time. Some arc trying to persuade graduate school
facilities to set vp off-campus schools for their crgincers by offering
to build facilities and pay instructors."

Convair Division of General Dynamics Corporation is working hard to
persuade the University of Califarnia 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 estimtes put
the cost of building the center at close to %L million," '

General Electric is just cstablishing a program which "will send 20
engineers to Syracuse University and LO to Rensselaer Polytechnic
Tnstitute to work for their doctorates. It will pay the cost of their
tuition and boocks, put them on the coapany pay roll and they will get
seniority and credit for any benefits that might accrue to them,"

Syracusc Univorsity is eperatin: three branches; onc at Griffs
Air Force Bzse at Rome, NewYork, for Air Force engineers and General
Electric engineers from a nearby plant; the second and third at Endicott
and Poughkeensie, New 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 overhead,

Enclosure (3)



‘Renssclacr Polytechnic is opurating a graduatc school ncar Hartford,
Connecticut, in facilities provided by United Aircraft Corporation,
307 of the students are United Aircraft Corporation employces and the
United Aircraft Corporation is underwriting the experiment for five yearss
The cost to the company is about 1,000 a year per student. :

A recent Raytheon Manufacturing Compaiy plant »ublication announced
availability to their science and engincering cmployees of educational
grants at ¥.,I,7, and Harvard. Grants willcover full tuition, fees, book
allowance and -a monthly salary of $2LO0 while in residence at the school.
Undergraduate students are also considered if working for ascience or
znginecring desree and plan to join the company upon gradvation.

3, Obviously, the costs to industry for support of these programs will
b-come significant, particularly in the aviation, mided missile,
electronic, nuclear physics and other highly technical fields where the
shortage of cngineers and scientists is greatest, and it is in those
ficlds where the military departments are the principal customers.
Assuming, thereforc, that such costs were accepted, even.on an allocated
basis, substantial dollars appropriated for the purchase of Defense
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 quantity and quality of engincering
and scisntific personncl. It has not becn noted, however, that any
Government financial support has been made available for the furtherance

of such programs. A number of questions thereforc present themselves

in conncction with the possible acceptance of such costs in our contracting,

a., If it is determined that the National intcrest rcquires a
Government subsidy for cngincering and sientific education, should the
subsidy bc administered through private contractors, thercby working to
their individual campetitive advantage, including a profit on their
participation in the program, or should it be administercd directly by
the Governnent . ' . :

be. 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, ise.,
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 =necified ratio of
total contract costs?

5. Procurcment and aucdit policies and procedurcs in this area are greatly
in needs It is my opinion, however, that some basic nolicy which could be
prescribed from answers to the question proposed above must first be
ostablished, Since this is an area coming within the purview of your
office, I will grecatly appreciate an cxpression from you as to the policy
we shouvld pursucs

-2~ " Enclosure (3)



15-20L,2(bb) - Training and Educational Ixpcnses

a, Prcparation amd maintenancc of a program of instruction designed
to increasc the vocational cffoctivencess of employees include the salaries
of the dircctor of training and staff, training matcrials and textbooks
when the training program is conducted by the contractory 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 trainees during
regular working hours.

~bs Part-time tcchnical, cnginecring and scientific cducation at an
under-graduate or post-graduate collcge level as follows:

1, Tuition, fees, training matorials and textbooks,

2. Where circumstances do not permit education after paid
working hours, rcgular employce compcnsation is also
allowable for instruction not in cxcess 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 connection with scientific
and engineering education of bona fide employces on a full-time basis
at a post-graduate college level for a total pcriod not to excced one
school ycar, In unusual cases where required by military technolozy,
the period may be extended.

o The costs of training and ecducation of othcr than bona fide
employees, including scholarships and fellowships, are not allowable:]*

% 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 representatives of Army and Air Force join in the
following staff report and recommendations. These are concurred in on
a staff basis by thc representative of the Office of the A551stant
Sucrctary of Defcnse (]P&R)

It is the opinion of the undersigned that the ASPFR Committec d051rgs
a recomnendation of policy regarding a2llowance of thc expenscs for train-
inz tcchnical, engineering and scicntific personncl as well as '"vocational
training," i.e., training of machinists, welders, clectricians, ctce The
undersizned feel that the ASPR Subcomnittec 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 establishinz said policy, This is made amply
clear in "Instructions to and Duties of ASPR Subcommittees," dated 30 August

1955.

It scems to the undersigned that thc group presenting Enclosures (1),
(2), and (3) basc their thinking on the unrcalistic position that the
treining of welders is more importont than the traning of scicentific and
engineering personnel, We bclieve this position is untenable from the -
standpoint of assuring the delivery of high quality cnd-items on a timely

basis. The nationzl nced for a substantial increcase in quality and quan-

tity of scicentific personnel is too well known torcquire elaboration,
The President and othcr principal officials of thc Excecutive Branch have
expressed concern over the problam as a key factor in maintaining techno-
logical suprcmacye Cbjcctive mcasures of industry!s necds are rcflected
in the classificd sections of the daily ncewspapers and in industry's
frontic efforts to recruit the graduates of engincering schools.

In the face of thesc shorta"cs, industry has in the last few years
fostered college and poste-graduate level training of their own omployecs
as thce most immediatc and direct way of meceting their production problems,
and the demand for products of ever incrcasing quality and complexitys
This is varticularly true in military ~ppllcatlons of nucleonlcs, acro=- -
nautics and clectronics,

As a mattar of gencral principlc, it scems to us that costs incurred
in such a training program are valid costs of production which will raosult
in bettcr performance on military contracts. The proposed policy set forth
in Enclosurc (L) is designed in best intercests of the Government, with due
consideration of fairncss and cquity to industry. It does not allow all
sducational 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 the allowability of such costs
and rcquircs the contractor to bear his own share thercof,

There appcars to be agresment between the group presenting Enclosures

(1), (2), and (3) and group presenting Enclosurcs () and (5) regarding
allowability of costs of non-collegiate training,

. _ Enclosure (5)



The rajor point at issue is the allowalility of costs of college
and post-graduate level scientific and cnginecring training. Paragraphs
b and ¢ of Enclosurc (4) place limits upon the allowability of such train-
ing, whether it be part-time or full-time. Paragraph b defincs the types
of cxpenses allowable and the amount of part-time training for which an
cmployee may be compensated, Tssentially, it allows for costs of tuition,
fees, training materials and textbooks, because thc most common practice
is for cducati on after paid working hours, Where circumstances do not per-
mit cducation during paid working hours, rcgular cmployee compensation is
also 2 1lowablc not in excess of 156 hours per vear, This is the approxi-
mate equivalent of on¢ 3~hour course per weeks, :

Parazraph ¢ of Enclosurc (L) deals with scientific and enginecring
cducation on a full-time basis, It rccognizes that such arrangements are
occasionally neccssary, but prescribes reasonable limits of allowability.
Tt limits rcimbursability to bona fide cmployce; to training in scien-
tific and engineering arcas; to post-graduate training alonc; and total
reimburscrient to onc school ycar unlcss required in unusval cases by mili-
tary tcchnology. Most important, it limits Government payments to the
educational expensc elone, (i.el., to tuition, fees, etc.,), lcaving the
contractor to incur the cost of compcnsation. Sincc the Government!s costs
in these very spécial instances will be on the order of a oro-rated part
of $1,000 per yecar, while the contractor's share for compensation is likely
to bc at least of an order of 45,000 per year (typical salary of an in-
expericnced onginecr), it is fclt thet contractors will not incur such
costs unless therc is some positive bencfit.

In generzl, 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 botter scicntific and engincering personncl - and the cduca= -
tional programs designed to meet such needs - is in a real sense immediatc,
It is just as immediate and certainly rore important than the necd for
training welders, from the standpoint of obtaining the complex military
cquipment necded in today's situation, Actuzlly, the govcrnment is inmany
casas allowing costs of college and post-graduate training, bt not on a
uniform basis and certainly with no clearly defined limitations and stand-
ards, ’

,Thé undersigned therzfore recomuend the adoption of the policy set
forth in Enclosure (L) for incorporation in ASPR 15-204,2 (bb), "Training
and Educational Expenscs." ‘

/s/ Thomas B, Worslcy ' /s/ Paul M, Southwcll
Thomas B. worsley, Army Paul ¥, Southwell, Air Force
' ‘ Procurcment Member

/s/ Albert Xay
KItert Kay, OASD (iiP&R)

-0m - Ernlosurev(S)



15-20h.2(bb) - Training and Educational Expenscs

a, Prcparation and maintcnance of a program of instruction dcsigned
to incrcasc the vocotional cffectivencss of cmployees include the salarics
of the dircctor of training and staff, training matorinls and textbooks
when the training program is conducted by the contractor; and tuition, fces,
treining matorials, and tcxtbooks, when the training is of a non-collcge
lovel in institutions conducted by othor than the contractor, Inboth
instanccs, allowable costs may includc salarics or wagcs of trainecs during
rogular working hours,

bs Certain part-time toechnicel, crgincering and scicntific training
costs of a collecge level arc allowable in cascs whore the training is
required for contract performance and is directly rclated to the job
roquircncnts of the cmployce as follows:

(1) Tuition, fecs, training materizls and tcxtbooks,

(2) Employec compensation is allowablc during regular working
hours for instruction not in cxccss of a total of 156
hours par ycar in cascs wherc circumstances do not permit
training aftor paid working hours,

_ ¢y The costs of general cducational programs of a collcgc level,
including scholarships and fcllowships, and the costs of training and
education of other than bona fide cmployces are not allowable

The above appears to me to be in linc with industry practicc, rcasonable,
‘equitable, and to provide incentive to contractors for the economical
use of Goverrment funds in that rigid limitations arc establishcd for
payment of costs of training of cngincering and scicntific pcersonnel in
torms of rclation to contract performancc,

Enclosurc (6)
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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.

Charles W. Wilkinson George W. Markey, Jr. John W. Perry
Lt. Colonel, SS JAG Navy Member Air Force Member
Army Member Chairman : :

Encl.
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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 tem ''cost-reimbursement 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 Z,IPart'S, 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
ireferred to in Part 5 of this Section unless any.such
cost is expressly excluded under Part 3 or 4 (which-
ever is applicable).



. - | 21 June 1956

MEMORANIUM FOR: CHAIRMAN, 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, ldcal, and foreign
governments."

L. The last two sentences of subparagraph (2) should be revised as
followss ,

"Reasonable expenses of any adminiétrative or judicial proceed-
ing instituted or defended by the contractor, pursuant to the
instructions or with thergppfoval of the Contracting Officer,
for the benefit oflthé Government are allowable costs. Interest

. and penalties incurred by the contractor alsg are allowable,
either (i) if incurred by following the instructions of the
Contracting Officér, or (ii) in the absence of instructions from .
the ccntractiﬁg Officer, if incurred without the fault or negli-

gence of the contractor.®



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
sult 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 sﬁbparagraph
3): .

"Any interest actually paid or credited to a contractor incident
to a refund of tax, iﬁterest and penalty shall be paid or
credited to thg 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 sélf-evidento However, it is a refinement that
may be deemed innecessary for cost contracts.

6, For your conveniehce, there is attached hereto 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)



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 proéided herein, In general, taxes (including State and local income
taxes) which the contractor is reqﬁired to pay and which are paid or aécrued
in accordance with generally accepted accounting ﬁrinéiples are allowable,
except for:

(1) Federal income and excess profits taxes;

(11) taxes in comnection with financing, refinancing or refund-
ing operations (see ASPR 15-204.3(g)):

(iii) taxes from which exemptions are available to the contractor
directly or available tothe contractor based on an exemp-
tion afforded the Govermment except when the contracting
officer determines that the administrative burden incident
to obtaining the exemption outweighs the co;fesponding

benefits accruing to the Government; and

(iv) special assessments on land which represent capital im-

provements.

(2) Taxes otherwise allc#able under (i) above, but which may be il-
legally or erroneously assessed, are allowable; provided that the contractor

prior to payment of such taxes:



Tgea .;
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Subpara (y) Taxes (cont td)

(i) promptly requests instructions from the contracting officer
?oncerning 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.

Raaeenab&e-eeets—es—aayasueh—preeeediag-instituteé—bybthe-éeatrae%er—at—%ﬁe
éiéee%&en—ef-the-een%r&eténg—e##ieer-are—al;ewab;sv-—Iate;ss%-and-penaltiee
ineurred-by-a-eorbractor-by-reasor-of-the-nenpayment-of-any-tax-at-the-dires—
%éen—ef—the—eéa%yaeting—eSsieer—aye-alse-allswable. [ﬁbasonabie expenses of
any administrative or judicial proceeding 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 Contracting Officer, or (ii) in
the absence of instructions from the Contracting Officer, if incurred without
the fault of<negligence of the contractor&7

.(3) Any refund of taxes, inferest,-or penalties, aﬁd any p;yment 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 Gavern-v
ment in the manner directed by the Government. [zhy interest actually paid

or credited to a contractor incident to a refund of tax, interest and penalty

- 8hall be pald or credited to 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&7



0GC/JG:cle : : " 21 Jume 1956

HEHORANDUH FOR TRE CHAIRHAN ASPR' COMMITTEE

Subj: Revhton of ASPR 12-202 to Confom to Propoud ASPR 15-204. 2(n)
(Overtmc, Extra-?ay Shift and Multi-Shifc Work) = Case 53-44 -

l.” Pursuant to Item 12 of ASPR Minutes of 8 Hay 1956, the subject mterial
has been edited as ut forth 1n TAB A,

2, In ASPR 12-102(b), the !ditcd Committee hasg deleted the word "ganerauy“ o
thus requiring prior authorizatiop ‘for premium work in all post-award ‘instances,
so that nubparagtaph (b) is now conuatont with the concept adopted in ASPR
15-204 2(n)

3. Imasmuch as the draft submittad to the !dtting Committee desired the
word “firm" to be inserted "whersver language is intended to apply only to
firm fixed-price contracts," the Editing Committee has. _appropriately added
fixed-price incentive contracts in (b) (11); but did not feel that it was the
intent of the subject matter to include ﬂxod-prico contracts with escalation

in (b)(11), as well.

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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06C/3G: clc | | f . ASPR Case 53-44
6/20/56

12102 Overtime, Extra-ay Shifté, and Multi-Shift Work. () Con-

tracts shall be performed, so far as possible, without the use of overtime,
gxtra-pqy‘shifts, or multi-shifts. Ov!rtfmz@.extruépty'lhiftl, lpd;mui:i-
shifts when.fequtred‘shall, to the extent possible, be Iimited to, and be
the piutmum reqﬁired'for,.tpe”qceémpltshn;ngjuf'thE”spgytf;cuubrk; ‘In

 the négotiationvof contracts, the’qsc'offovartimc, egty;fpnguhiftu, and
mulei-shifes is a factor to be considered Sy?thojcont:iygtug officer along
vith other factors listed im ASPR 3-101. Prior to the authorization of
overtime, gxtrh-pay shifts, apdfmuttifshtttp,_vhqth;r in pre-award negoti-
ation orlapectfic post-award 1ns:¢§&g3)xcon;tderatton upatiﬁbé given to

 the practicability pf ﬁsing other aouié§s for éhe tutnfiﬁihg of all or a . s
portion of the supplies or services. |

(b) 1In the case of firm fixed-pricc coﬁtracts_of fixed-price

contracts with escalation; the respoﬁiibilizy for the uié'of oQértine, extra-

paxbihifts, and multi-shifts . shall rest with cho céhéractér’excépt to the

,___

extent specifically providedsfot iﬁ thc'eontract. Ia the case of:
(11“_cocc relnbutaencnt typo contractn, and
(11) redetermluablc fixed-price contractc and fixed-price

incentive -contracts; to-the extent required by the conttacttng officor,

:'iuchortzatton“fron“thé”ﬁ6VQihhent for the use of overtime, extra-pny shifts,

.. and multt-ahtfts uust ‘be obtained if any premtum dtrect labor costs are to
L e ; 24-*/ ',"’ A»i“ ".'.,' ,24_;‘ % (‘_/ .i'('/:':~":(v’i"f// ./’;""
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“bo~considorcd undor—thamson&raez Such i

6/” L*vaJi {74AJ/[7f A citwi%*”

th on-ghall be obtained prior
to the use of ovortinp oxtra-pay ahif:s and multi-shifts. The premium
portion of overtime, oxtra-pny ohift, and nulti-shift paymcntl to indirect
labor employecs is allowublo without priot approval, if reasonable and

allocated on a pro rata bauio to coumorcinl as well as Govcrnnont work.

“For further thuircnonts, see AS?g 1§7g94?2(n), Nothing hotcin shall be

construed to authorize the preﬁiun portion of overtime, extra-pay shift

~and multi-shift payments wherc tho contractor is already obligated under

the contracc to mest the

deltyory schedule without the right to
additional compensationo

(c) In the absence of cvidcnce to the contrary, a Dopnrtnont
in authorizing overtinc extra-pay shifts, or multi-shifts may gcnerally
rely upon tho representation of the comtractor that such authorization
will mot advcranly affect the perfornancc of othcr defenss contracts.

Hovevcr, vhere tvo or more Dcpartmonts hnvo current contracts at a single

facility so scheduled that the authorization of overtime, extra-pay shifts,

or multi-shifts by one Deparénnnt‘any adveiaoly affect the performance of

8 contract or centracts of amother bipatEnelt, the Department desiring to

~ give such autherizatien shall obtaim the prier assent of the other Departments

concerned. Such assent shall bi*ilvéi'wherpvor possible. In any case vwhere
disagreement exists between théfndhiéénnntc concerned, either Departmeat may
refer the problem to the Assistant Secretary of Defense (Supply amd Logistics)

for decision.

TAB A



2 May 1956
MEMORANDUM FOR THE ASPR COMMITTEE

SUBJECT: Revision of ASPR 12-102 to Conform to Proposed ASPR 15-204.2(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 ASPR 12-102(a) to
indicate that in cost-reimbursement type contracts, prior approval is
required for allowaebility of costs incurred in the payment of premium
wages for direct labor, while such approval is not required in the ocase
of similar payments 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 additioms
are enclosed within braokets).

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 policy.

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.

d. Change initial capital letters of such words as "Contractor"
and "Contracting Officers” to conform to current editing rules.

e. Include a oross-reference to ASFR 15-204.2(n).

i Hfear L.

[
We K. Ghormley 7
Brigadier General, USA
Chairman, ASPR Commzttee

Attachment
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COMPOSITZ DRAFT OF ASPR 12-102
SHOWWING RECOWM ‘ENDED CHANGES

12-102 Overtime, Extra-Pay Shifts and Multi-Shift Work. It shall

be the policy of eaek Zf%hqi? Department Zrbf Defensqi? 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 shall, to the extenf precticable, be limited to and be the minimum
required for, the accomplishment of the specific worke

(a) 1In the negotiation of contracts, the use of overtime, extra-pay
shifts, and multi;shifts is to be oonsidered a factor by the Centraetimg

O££teen Zrhontracting offiong? along with other factors listed in ASPR

- 3-101. Subsequent to the placing of a ZT?inQJ7 fixed;price contract, tho

responsibility for the use of overtime, extra~pay shifts, and multi-shifts
will generally rest with the Genirseter Zfbontractoqi7. On cost Zrlreim-
bursemen§J7vtype oontracts, and to the extent required by the Centrasting
8£fieor Zfbontracting officeq;7 on redeterminable fixed prioe contraocts,
however, the authorization from the Govermment for the use of overtime,
extra-pay shifts, and multi-shifts must be obtained to sustain the charge

of any premium Zrhireoﬁi7 labor costs to the contract. Such authorizations

'shall generally be obtained prior to the use of overtime, extre-pay shifts,

and mvlti-shifts. ZTThe premium portion of overti.e, extfa-pay shift, and
multi-shift payments to indirect labor employees is allowable without
prior approval, if reasonable, and if allocated on a'pfo,rata basis to
commercial as well as Government work. Further requirements for allow-
ability of such costs are set forth in ASPR 15-204.2(n)e_/ Prior to the

authorization of overtime, extra-pay shifts, and multi-shifts, whether in

TAB A



pre-award negotiation or specific post-award ingtanoes consideration should
be given to the practicability of using other sources for the furnishing of
all or a portion of the supplies or serﬁioes.

(b) TVhere two or more Departments have current contracts at a single
facility, so scheduled that the authorization ofvovertime, extra-pay shifts,
or multi-shifts by one Department will adversely affect the performance of
a coﬁtraot or oonfraots of another Department, the Department concerned will
Wherever practicablé agree in advance as to the authorization of such worke
Crdinarily, in the absence of evidence to the contrary, a Departmént in
authorizing overtime, extra-pay shifts, or multi-shifts may rely upon a
representaﬁion of the Gantraster Zfboﬁtraotogi7 that such authorization
will not adversely affect the‘performanoe of other defense contracts. In
any case where disagreement exists between the Departments conocerned, either
Department may refer the problem to the Aésistant Secretary of Defense
(Supply end Logistios) for decisione

(o) The polioy stated above shall not be construed to 1imit the use
of or payment for emergency overtime work as may be reqﬁired. Nothirg
herein shall be construed to authorize payment for overtime, extra-pay
shifts and multi-shifts where, under an existing contract, the Centreeiem
Zfbontraotogi7 is alr;ady obligated'without the right to additional oom=-
pensation therefor to meet the desired delivery schedule, even though it
is necessary for such a‘contractor'to use'overtime, eitra-pay shifts-or

multi-shifts to meet such schedule.



OGC/GWM:lwt
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) — .First, 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.

—= Last 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. "

GEORGE W. MARKEY, JR.

Navy Member
. ) . Chairman
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IMMEDIATE RELEASE - MAY 12, 1955 LI 5-67QO Ext. gg%gg

o DEPRECIATION PARAGRAPH INCLUDED ’ -
. ' ’ IN ASPR COST INTERPRETATION &?) //// ‘
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. Plke, Assistant
Secretary -of Defense (Supply and Logistics), announced today.

The new parégraph, 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 ASPR 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’j 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 case is

. acceptable for tax purposes, and (i1i) the costing of defense contracts
‘18 on a basis consistent with the costing of the contractor's non-
jefense work and is so reflected in its books and records."

END
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SEORAIDT TON:  CHALUA, A48PR COMITTED

SUBJZCT: Case >3-l - Section iV - 15-20L.2(aa)
Training and Eduqational Costs

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

Laiting Committee has edited the subject material, as set forth

in Tab A.

C. ¥. Wilkinson John Green John V. Perry
Lt. Colonel, JAGC Navy Member Air Force lember
Chairman - . (absent)

Lrmy Member
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DEPARTHENT OF THE NAVY
OFFICE OF NAVAL MATERIAL
WASHINGTON 25,D. C.
M36/ACS:11
2 August 1.956
{HORANDUM yOR THE CHAIRMAN, ASPR_COINITTEE

Subj ¢ Case 53-4); - 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. Reference (a) was considered by the ASPR- Comaittee at their
meeting on 31 July 1556, A number of reccommendations 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 15-20L.3 - Unallowable Costs and referenced
back to ASPR 15-20L.2(bb).

3, The cnclosure has not been coordlnated with the Office of the
Secrctary of Defense, Cffice of *andpaower Sup-ly, it being the

'-understandlng of the Subcommittee that the ASPR Comiittee would

do so.

A A ;)

/?/ ),",‘_,»v' {; 7 77 (l’.T) }/ f __Z’/
A, C. Sawallisch,

Committec Members

iir. Paul ii. Southwell, AFMPP

iir, Thos. B. Worsley, Army Ord.

Mr. W. L. Latta, AFAUD

Mr. James Ruttenberg, NAVCOMPT(CAD)



4 . ‘*

15-20L4,2(bb) = Tralnlnv and Zducational Tynenses

a.' The costs of preparation and malntenance of a prozram of instruction
at non-colleze level designed to increase the vocational effectlvenss 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 tvition, 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.,

bs 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 collese level are allowable as follows:

1, Tuition, fees, training materials and textooks; 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 zmdloyees 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., '

c. The costs of tuition, fees, training materials and textbooks (but
not subsistence, salary, or any other emoluments) in connection with
scientific ans engineering education related tc the job requirements of
bona fide emnloyees, 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 my be extended.

d. HMaintenance expense anc normal depreciation or fair rental on
facilities owned or leased by the contractor are allowable to the exvent
that such facilities are used under prograns falling within a or b, abovec,

es The costs of training and education of other than bona fide
employess are not allowables

f, Grants to educational or training institutions, including the
donation of facilities or other properties, scholarships or fellowshivs,

are considered a s contributions and will be treated as prov1ded urder
. ASPR 15-2oh 3(c)e

Enclosurc 1



PRI | DEPART'EIT OF THZ MAVY 'g
OFFICT OF ¥AVAL JIATERIAL ‘
WASHINGTON 25, D, C.

M36/AC3:11
12 July 1956
MEMORANDUM FOR THE CHAIRMAN, ASPR COMITTES '

Subj: Case 53-Ll - Special Subcommittee ASPR 15-20442(bb) Training
and Educational Expense

Encl: (1) Proposed draft as agreed upon by ir, Y. L. Latta, AFAUD;
Mr, James Ruttenberg, Navy CAD, and A, C, Sawallisch,
Navy ONM., o
(2) Discussions in support of enclosure (1).
(3) Proposed draft of Memorandum to the Secretary of Defense
‘ or other competent authority for ruliug on the disputed

_ portion. ' .

(L) Proposed draft as agreed upon by Mr, Paul Southwell, AFMPP;
Mr. Thomas 3. “lorsley, Army Ord, ancd Mr, Albert Lay, Office
of ASTSECDEF(MA)POWEL & RESTAVHR, )

(5) Discussion in support of enclosure (L). .

(6) Proposed Section ASPR 15-20L.2(bb) presented by Mr. Ken Borgen,
Navy Industrial ilanpower, and discussion in support thereof,

1. The Special Subcommittee appointed by the ASPE Comuittee 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 Committee far resolution,

2, Agreement has been reached, with sone Jdifferences in lanzuvage, to

allow the costs of (i) vocational training, whether it be "in-plant" or

in vocational or trade schools, i.e., the training of welders, electricians,
machine operators, etc., and (ii) training of a short term naturc 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
Jaboratories 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 curriculum leading to higher academic degrees rather than to meet an
immediate 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 personnel, Znclosures (L) and (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 15-20k.,2(bb) submitted uy Mr. Ken
Borgen, Navy Industrial Manpower, ' .

Committee Members

Mr, W. L. Latta, AFAUD

Mr, James Ruttenberg, Navy CAD
Mr, Paul M. Southwell, AFMPP
‘Mr. Thos. B. Worsley, Army Ord.

Coordinated with:

lIr. Albert Kay, OASD(MP&R)
Mr., Ken Borgen, Navy Industrial Manpower

2=



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 ovecrcome 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
jnclude the salaries.or wages of the training director and staff;
training material and text books when the program is controlled 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 are allowable when reasonablc and properly allocated to all
work of the contractor.

(b) The costs of educational and gencral training proszrams of a
type aimed primarily at increasing the gencral educational or skill
level of trainees, rather than solvinz immediate specific problems are
not allowable, This includes the general area of long range management,
executive or professional training progrems anc 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 tue education in technological fields
of engineers, scientists, etc.

2, It has long becn the practice <f industry to support the expense of
vocational traiing., This practice had its recognized acceptance in

the guild and apprentice systems vhich have for wvears been a part of
union agreements, An acceleration of this practice was instituted during
World War IT when the shortagze of skilled workmen ard 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 practice 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
“in-plant" vocational or technical training. '

3, While the undersigned do not question the need for development of

more and better engincering and scientific personnel, they do not

consider that the policy heretofore 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 compstent 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 incentive 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 theé type of costs discussed in paragraph 3 above
that the Comaittee cannot come to agreement, Enclosure (3) is a draft

of a memar andum which the ASPR Committee may wish to submit to competent
authority for a statement of policy. :

Enclosure (2)



MEMORANDUM FOR THE SECRATARY 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, '

2, The current demand by industiry for more and more cngineers and
scientists to produce thehighly technical military itoms now in use

and to carry out the extensive rescarch and development programs is

well known, ‘A recent study by the Phoenix, Arizona, Chamber of

Commerce .stated that this yvears graduating class would fall short by
50,000 mene In an effort to meet this demand numerous educational
programs, both graduate and undergraduate are being instituted and

given financinl 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." ’

Miany companies have set up programs to send a few of their more -
highly talented engineers to graduate schools full-time, Othersare
planning to send their -ngineers to spacial graduate courscs a few hours
a weck, on company time. Some arc trying to persuade graduate school
facilities to set vp off-campus schools for their crgincers by offering
to build facilities and pay instructors."

Convair Division of General Dynamics Corporation is working hard to
persuade the University of Califarnia 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 estimtes put
the cost of building the center at close to %L million," '

General Electric is just cstablishing a program which "will send 20
engineers to Syracuse University and LO to Rensselaer Polytechnic
Tnstitute to work for their doctorates. It will pay the cost of their
tuition and boocks, put them on the coapany pay roll and they will get
seniority and credit for any benefits that might accrue to them,"

Syracusc Univorsity is eperatin: three branches; onc at Griffs
Air Force Bzse at Rome, NewYork, for Air Force engineers and General
Electric engineers from a nearby plant; the second and third at Endicott
and Poughkeensie, New 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 overhead,

Enclosure (3)



‘Renssclacr Polytechnic is opurating a graduatc school ncar Hartford,
Connecticut, in facilities provided by United Aircraft Corporation,
307 of the students are United Aircraft Corporation employces and the
United Aircraft Corporation is underwriting the experiment for five yearss
The cost to the company is about 1,000 a year per student. :

A recent Raytheon Manufacturing Compaiy plant »ublication announced
availability to their science and engincering cmployees of educational
grants at ¥.,I,7, and Harvard. Grants willcover full tuition, fees, book
allowance and -a monthly salary of $2LO0 while in residence at the school.
Undergraduate students are also considered if working for ascience or
znginecring desree and plan to join the company upon gradvation.

3, Obviously, the costs to industry for support of these programs will
b-come significant, particularly in the aviation, mided missile,
electronic, nuclear physics and other highly technical fields where the
shortage of cngineers and scientists is greatest, and it is in those
ficlds where the military departments are the principal customers.
Assuming, thereforc, that such costs were accepted, even.on an allocated
basis, substantial dollars appropriated for the purchase of Defense
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 quantity and quality of engincering
and scisntific personncl. It has not becn noted, however, that any
Government financial support has been made available for the furtherance

of such programs. A number of questions thereforc present themselves

in conncction with the possible acceptance of such costs in our contracting,

a., If it is determined that the National intcrest rcquires a
Government subsidy for cngincering and sientific education, should the
subsidy bc administered through private contractors, thercby working to
their individual campetitive advantage, including a profit on their
participation in the program, or should it be administercd directly by
the Governnent . ' . :

be. 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, ise.,
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 =necified ratio of
total contract costs?

5. Procurcment and aucdit policies and procedurcs in this area are greatly
in needs It is my opinion, however, that some basic nolicy which could be
prescribed from answers to the question proposed above must first be
ostablished, Since this is an area coming within the purview of your
office, I will grecatly appreciate an cxpression from you as to the policy
we shouvld pursucs

-2~ " Enclosure (3)



15-20L,2(bb) - Training and Educational Ixpcnses

a, Prcparation amd maintenancc of a program of instruction designed
to increasc the vocational cffoctivencess of employees include the salaries
of the dircctor of training and staff, training matcrials and textbooks
when the training program is conducted by the contractory 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 trainees during
regular working hours.

~bs Part-time tcchnical, cnginecring and scientific cducation at an
under-graduate or post-graduate collcge level as follows:

1, Tuition, fees, training matorials and textbooks,

2. Where circumstances do not permit education after paid
working hours, rcgular employce compcnsation is also
allowable for instruction not in cxcess 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 connection with scientific
and engineering education of bona fide employces on a full-time basis
at a post-graduate college level for a total pcriod not to excced one
school ycar, In unusual cases where required by military technolozy,
the period may be extended.

o The costs of training and ecducation of othcr than bona fide
employees, including scholarships and fellowships, are not allowable:]*

% 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 representatives of Army and Air Force join in the
following staff report and recommendations. These are concurred in on
a staff basis by thc representative of the Office of the A551stant
Sucrctary of Defcnse (]P&R)

It is the opinion of the undersigned that the ASPFR Committec d051rgs
a recomnendation of policy regarding a2llowance of thc expenscs for train-
inz tcchnical, engineering and scicntific personncl as well as '"vocational
training," i.e., training of machinists, welders, clectricians, ctce The
undersizned feel that the ASPR Subcomnittec 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 establishinz said policy, This is made amply
clear in "Instructions to and Duties of ASPR Subcommittees," dated 30 August

1955.

It scems to the undersigned that thc group presenting Enclosures (1),
(2), and (3) basc their thinking on the unrcalistic position that the
treining of welders is more importont than the traning of scicentific and
engineering personnel, We bclieve this position is untenable from the -
standpoint of assuring the delivery of high quality cnd-items on a timely

basis. The nationzl nced for a substantial increcase in quality and quan-

tity of scicentific personnel is too well known torcquire elaboration,
The President and othcr principal officials of thc Excecutive Branch have
expressed concern over the problam as a key factor in maintaining techno-
logical suprcmacye Cbjcctive mcasures of industry!s necds are rcflected
in the classificd sections of the daily ncewspapers and in industry's
frontic efforts to recruit the graduates of engincering schools.

In the face of thesc shorta"cs, industry has in the last few years
fostered college and poste-graduate level training of their own omployecs
as thce most immediatc and direct way of meceting their production problems,
and the demand for products of ever incrcasing quality and complexitys
This is varticularly true in military ~ppllcatlons of nucleonlcs, acro=- -
nautics and clectronics,

As a mattar of gencral principlc, it scems to us that costs incurred
in such a training program are valid costs of production which will raosult
in bettcr performance on military contracts. The proposed policy set forth
in Enclosurc (L) is designed in best intercests of the Government, with due
consideration of fairncss and cquity to industry. It does not allow all
sducational 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 the allowability of such costs
and rcquircs the contractor to bear his own share thercof,

There appcars to be agresment between the group presenting Enclosures

(1), (2), and (3) and group presenting Enclosurcs () and (5) regarding
allowability of costs of non-collegiate training,

. _ Enclosure (5)



The rajor point at issue is the allowalility of costs of college
and post-graduate level scientific and cnginecring training. Paragraphs
b and ¢ of Enclosurc (4) place limits upon the allowability of such train-
ing, whether it be part-time or full-time. Paragraph b defincs the types
of cxpenses allowable and the amount of part-time training for which an
cmployee may be compensated, Tssentially, it allows for costs of tuition,
fees, training materials and textbooks, because thc most common practice
is for cducati on after paid working hours, Where circumstances do not per-
mit cducation during paid working hours, rcgular cmployee compensation is
also 2 1lowablc not in excess of 156 hours per vear, This is the approxi-
mate equivalent of on¢ 3~hour course per weeks, :

Parazraph ¢ of Enclosurc (L) deals with scientific and enginecring
cducation on a full-time basis, It rccognizes that such arrangements are
occasionally neccssary, but prescribes reasonable limits of allowability.
Tt limits rcimbursability to bona fide cmployce; to training in scien-
tific and engineering arcas; to post-graduate training alonc; and total
reimburscrient to onc school ycar unlcss required in unusval cases by mili-
tary tcchnology. Most important, it limits Government payments to the
educational expensc elone, (i.el., to tuition, fees, etc.,), lcaving the
contractor to incur the cost of compcnsation. Sincc the Government!s costs
in these very spécial instances will be on the order of a oro-rated part
of $1,000 per yecar, while the contractor's share for compensation is likely
to bc at least of an order of 45,000 per year (typical salary of an in-
expericnced onginecr), it is fclt thet contractors will not incur such
costs unless therc is some positive bencfit.

In generzl, 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 botter scicntific and engincering personncl - and the cduca= -
tional programs designed to meet such needs - is in a real sense immediatc,
It is just as immediate and certainly rore important than the necd for
training welders, from the standpoint of obtaining the complex military
cquipment necded in today's situation, Actuzlly, the govcrnment is inmany
casas allowing costs of college and post-graduate training, bt not on a
uniform basis and certainly with no clearly defined limitations and stand-
ards, ’

,Thé undersigned therzfore recomuend the adoption of the policy set
forth in Enclosure (L) for incorporation in ASPR 15-204,2 (bb), "Training
and Educational Expenscs." ‘

/s/ Thomas B, Worslcy ' /s/ Paul M, Southwcll
Thomas B. worsley, Army Paul ¥, Southwell, Air Force
' ‘ Procurcment Member

/s/ Albert Xay
KItert Kay, OASD (iiP&R)

-0m - Ernlosurev(S)



15-20h.2(bb) - Training and Educational Expenscs

a, Prcparation and maintcnance of a program of instruction dcsigned
to incrcasc the vocotional cffectivencss of cmployees include the salarics
of the dircctor of training and staff, training matorinls and textbooks
when the training program is conducted by the contractor; and tuition, fces,
treining matorials, and tcxtbooks, when the training is of a non-collcge
lovel in institutions conducted by othor than the contractor, Inboth
instanccs, allowable costs may includc salarics or wagcs of trainecs during
rogular working hours,

bs Certain part-time toechnicel, crgincering and scicntific training
costs of a collecge level arc allowable in cascs whore the training is
required for contract performance and is directly rclated to the job
roquircncnts of the cmployce as follows:

(1) Tuition, fecs, training materizls and tcxtbooks,

(2) Employec compensation is allowablc during regular working
hours for instruction not in cxccss of a total of 156
hours par ycar in cascs wherc circumstances do not permit
training aftor paid working hours,

_ ¢y The costs of general cducational programs of a collcgc level,
including scholarships and fcllowships, and the costs of training and
education of other than bona fide cmployces are not allowable

The above appears to me to be in linc with industry practicc, rcasonable,
‘equitable, and to provide incentive to contractors for the economical
use of Goverrment funds in that rigid limitations arc establishcd for
payment of costs of training of cngincering and scicntific pcersonnel in
torms of rclation to contract performancc,

Enclosurc (6)



il L

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.

Charles W. Wilkinson George W. Markey, Jr. John W. Perry
Lt. Colonel, SS JAG Navy Member Air Force Member
Army Member Chairman : :

Encl.
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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 tem ''cost-reimbursement 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 Z,IPart'S, 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
ireferred to in Part 5 of this Section unless any.such
cost is expressly excluded under Part 3 or 4 (which-
ever is applicable).



. - | 21 June 1956

MEMORANIUM FOR: CHAIRMAN, 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, ldcal, and foreign
governments."

L. The last two sentences of subparagraph (2) should be revised as
followss ,

"Reasonable expenses of any adminiétrative or judicial proceed-
ing instituted or defended by the contractor, pursuant to the
instructions or with thergppfoval of the Contracting Officer,
for the benefit oflthé Government are allowable costs. Interest

. and penalties incurred by the contractor alsg are allowable,
either (i) if incurred by following the instructions of the
Contracting Officér, or (ii) in the absence of instructions from .
the ccntractiﬁg Officer, if incurred without the fault or negli-

gence of the contractor.®



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
sult 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 sﬁbparagraph
3): .

"Any interest actually paid or credited to a contractor incident
to a refund of tax, iﬁterest and penalty shall be paid or
credited to thg 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 sélf-evidento However, it is a refinement that
may be deemed innecessary for cost contracts.

6, For your conveniehce, there is attached hereto 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)



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 proéided herein, In general, taxes (including State and local income
taxes) which the contractor is reqﬁired to pay and which are paid or aécrued
in accordance with generally accepted accounting ﬁrinéiples are allowable,
except for:

(1) Federal income and excess profits taxes;

(11) taxes in comnection with financing, refinancing or refund-
ing operations (see ASPR 15-204.3(g)):

(iii) taxes from which exemptions are available to the contractor
directly or available tothe contractor based on an exemp-
tion afforded the Govermment except when the contracting
officer determines that the administrative burden incident
to obtaining the exemption outweighs the co;fesponding

benefits accruing to the Government; and

(iv) special assessments on land which represent capital im-

provements.

(2) Taxes otherwise allc#able under (i) above, but which may be il-
legally or erroneously assessed, are allowable; provided that the contractor

prior to payment of such taxes:
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Subpara (y) Taxes (cont td)

(i) promptly requests instructions from the contracting officer
?oncerning 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.

Raaeenab&e-eeets—es—aayasueh—preeeediag-instituteé—bybthe-éeatrae%er—at—%ﬁe
éiéee%&en—ef-the-een%r&eténg—e##ieer-are—al;ewab;sv-—Iate;ss%-and-penaltiee
ineurred-by-a-eorbractor-by-reasor-of-the-nenpayment-of-any-tax-at-the-dires—
%éen—ef—the—eéa%yaeting—eSsieer—aye-alse-allswable. [ﬁbasonabie expenses of
any administrative or judicial proceeding 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 Contracting Officer, or (ii) in
the absence of instructions from the Contracting Officer, if incurred without
the fault of<negligence of the contractor&7

.(3) Any refund of taxes, inferest,-or penalties, aﬁd any p;yment 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 Gavern-v
ment in the manner directed by the Government. [zhy interest actually paid

or credited to a contractor incident to a refund of tax, interest and penalty

- 8hall be pald or credited to 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&7
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HEHORANDUH FOR TRE CHAIRHAN ASPR' COMMITTEE

Subj: Revhton of ASPR 12-202 to Confom to Propoud ASPR 15-204. 2(n)
(Overtmc, Extra-?ay Shift and Multi-Shifc Work) = Case 53-44 -

l.” Pursuant to Item 12 of ASPR Minutes of 8 Hay 1956, the subject mterial
has been edited as ut forth 1n TAB A,

2, In ASPR 12-102(b), the !ditcd Committee hasg deleted the word "ganerauy“ o
thus requiring prior authorizatiop ‘for premium work in all post-award ‘instances,
so that nubparagtaph (b) is now conuatont with the concept adopted in ASPR
15-204 2(n)

3. Imasmuch as the draft submittad to the !dtting Committee desired the
word “firm" to be inserted "whersver language is intended to apply only to
firm fixed-price contracts," the Editing Committee has. _appropriately added
fixed-price incentive contracts in (b) (11); but did not feel that it was the
intent of the subject matter to include ﬂxod-prico contracts with escalation

in (b)(11), as well.

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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06C/3G: clc | | f . ASPR Case 53-44
6/20/56

12102 Overtime, Extra-ay Shifté, and Multi-Shift Work. () Con-

tracts shall be performed, so far as possible, without the use of overtime,
gxtra-pqy‘shifts, or multi-shifts. Ov!rtfmz@.extruépty'lhiftl, lpd;mui:i-
shifts when.fequtred‘shall, to the extent possible, be Iimited to, and be
the piutmum reqﬁired'for,.tpe”qceémpltshn;ngjuf'thE”spgytf;cuubrk; ‘In

 the négotiationvof contracts, the’qsc'offovartimc, egty;fpnguhiftu, and
mulei-shifes is a factor to be considered Sy?thojcont:iygtug officer along
vith other factors listed im ASPR 3-101. Prior to the authorization of
overtime, gxtrh-pay shifts, apdfmuttifshtttp,_vhqth;r in pre-award negoti-
ation orlapectfic post-award 1ns:¢§&g3)xcon;tderatton upatiﬁbé given to

 the practicability pf ﬁsing other aouié§s for éhe tutnfiﬁihg of all or a . s
portion of the supplies or services. |

(b) 1In the case of firm fixed-pricc coﬁtracts_of fixed-price

contracts with escalation; the respoﬁiibilizy for the uié'of oQértine, extra-

paxbihifts, and multi-shifts . shall rest with cho céhéractér’excépt to the

,___

extent specifically providedsfot iﬁ thc'eontract. Ia the case of:
(11“_cocc relnbutaencnt typo contractn, and
(11) redetermluablc fixed-price contractc and fixed-price

incentive -contracts; to-the extent required by the conttacttng officor,

:'iuchortzatton“fron“thé”ﬁ6VQihhent for the use of overtime, extra-pny shifts,

.. and multt-ahtfts uust ‘be obtained if any premtum dtrect labor costs are to
L e ; 24-*/ ',"’ A»i“ ".'.,' ,24_;‘ % (‘_/ .i'('/:':~":(v’i"f// ./’;""
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“bo~considorcd undor—thamson&raez Such i

6/” L*vaJi {74AJ/[7f A citwi%*”

th on-ghall be obtained prior
to the use of ovortinp oxtra-pay ahif:s and multi-shifts. The premium
portion of overtime, oxtra-pny ohift, and nulti-shift paymcntl to indirect
labor employecs is allowublo without priot approval, if reasonable and

allocated on a pro rata bauio to coumorcinl as well as Govcrnnont work.

“For further thuircnonts, see AS?g 1§7g94?2(n), Nothing hotcin shall be

construed to authorize the preﬁiun portion of overtime, extra-pay shift

~and multi-shift payments wherc tho contractor is already obligated under

the contracc to mest the

deltyory schedule without the right to
additional compensationo

(c) In the absence of cvidcnce to the contrary, a Dopnrtnont
in authorizing overtinc extra-pay shifts, or multi-shifts may gcnerally
rely upon tho representation of the comtractor that such authorization
will mot advcranly affect the perfornancc of othcr defenss contracts.

Hovevcr, vhere tvo or more Dcpartmonts hnvo current contracts at a single

facility so scheduled that the authorization of overtime, extra-pay shifts,

or multi-shifts by one Deparénnnt‘any adveiaoly affect the performance of

8 contract or centracts of amother bipatEnelt, the Department desiring to

~ give such autherizatien shall obtaim the prier assent of the other Departments

concerned. Such assent shall bi*ilvéi'wherpvor possible. In any case vwhere
disagreement exists between théfndhiéénnntc concerned, either Departmeat may
refer the problem to the Assistant Secretary of Defense (Supply amd Logistics)

for decision.

TAB A



2 May 1956
MEMORANDUM FOR THE ASPR COMMITTEE

SUBJECT: Revision of ASPR 12-102 to Conform to Proposed ASPR 15-204.2(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 ASPR 12-102(a) to
indicate that in cost-reimbursement type contracts, prior approval is
required for allowaebility of costs incurred in the payment of premium
wages for direct labor, while such approval is not required in the ocase
of similar payments 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 additioms
are enclosed within braokets).

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 policy.

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.

d. Change initial capital letters of such words as "Contractor"
and "Contracting Officers” to conform to current editing rules.

e. Include a oross-reference to ASFR 15-204.2(n).

i Hfear L.

[
We K. Ghormley 7
Brigadier General, USA
Chairman, ASPR Commzttee

Attachment
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COMPOSITZ DRAFT OF ASPR 12-102
SHOWWING RECOWM ‘ENDED CHANGES

12-102 Overtime, Extra-Pay Shifts and Multi-Shift Work. It shall

be the policy of eaek Zf%hqi? Department Zrbf Defensqi? 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 shall, to the extenf precticable, be limited to and be the minimum
required for, the accomplishment of the specific worke

(a) 1In the negotiation of contracts, the use of overtime, extra-pay
shifts, and multi;shifts is to be oonsidered a factor by the Centraetimg

O££teen Zrhontracting offiong? along with other factors listed in ASPR

- 3-101. Subsequent to the placing of a ZT?inQJ7 fixed;price contract, tho

responsibility for the use of overtime, extra~pay shifts, and multi-shifts
will generally rest with the Genirseter Zfbontractoqi7. On cost Zrlreim-
bursemen§J7vtype oontracts, and to the extent required by the Centrasting
8£fieor Zfbontracting officeq;7 on redeterminable fixed prioe contraocts,
however, the authorization from the Govermment for the use of overtime,
extra-pay shifts, and multi-shifts must be obtained to sustain the charge

of any premium Zrhireoﬁi7 labor costs to the contract. Such authorizations

'shall generally be obtained prior to the use of overtime, extre-pay shifts,

and mvlti-shifts. ZTThe premium portion of overti.e, extfa-pay shift, and
multi-shift payments to indirect labor employees is allowable without
prior approval, if reasonable, and if allocated on a'pfo,rata basis to
commercial as well as Government work. Further requirements for allow-
ability of such costs are set forth in ASPR 15-204.2(n)e_/ Prior to the

authorization of overtime, extra-pay shifts, and multi-shifts, whether in

TAB A



pre-award negotiation or specific post-award ingtanoes consideration should
be given to the practicability of using other sources for the furnishing of
all or a portion of the supplies or serﬁioes.

(b) TVhere two or more Departments have current contracts at a single
facility, so scheduled that the authorization ofvovertime, extra-pay shifts,
or multi-shifts by one Department will adversely affect the performance of
a coﬁtraot or oonfraots of another Department, the Department concerned will
Wherever practicablé agree in advance as to the authorization of such worke
Crdinarily, in the absence of evidence to the contrary, a Departmént in
authorizing overtime, extra-pay shifts, or multi-shifts may rely upon a
representaﬁion of the Gantraster Zfboﬁtraotogi7 that such authorization
will not adversely affect the‘performanoe of other defense contracts. In
any case where disagreement exists between the Departments conocerned, either
Department may refer the problem to the Aésistant Secretary of Defense
(Supply end Logistios) for decisione

(o) The polioy stated above shall not be construed to 1imit the use
of or payment for emergency overtime work as may be reqﬁired. Nothirg
herein shall be construed to authorize payment for overtime, extra-pay
shifts and multi-shifts where, under an existing contract, the Centreeiem
Zfbontraotogi7 is alr;ady obligated'without the right to additional oom=-
pensation therefor to meet the desired delivery schedule, even though it
is necessary for such a‘contractor'to use'overtime, eitra-pay 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) — .First, 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.

—= Last 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. "

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 pr{nciples 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 developmen't work, with contractors or subcontractors, other than
such contracts and subcontracts to which Parts 3, 4, or 7 apply.

15-201 Basic Considerations.

15-2C1.1 Composition of Total Cost. The total cost of a cost-reimbursement
type contract is (i) the allowable direct costs, plus (ii) the allocable portlon
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 readlly 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




resulting benefits, individual items, which otherwise would be treate& 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 direcily to the contract where the contractor demonstrates that
they are specifically related to the performanece 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
~fiscai 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. :

15-203.2 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

3



. 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 engineering 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 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).

4



15-204 P;ri'nciples 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-
abiiitr 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: :

(1) advertising in trade and technical journals, prov1ded 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 adve rtising 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 accounting 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. Regardless 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




exit notices and directions, and other approved civil defense measures)
undertziken 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 projects 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 theé 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, including those
recognized by Section 167 of the Internal Revenue Code of
1954,

Depreciativa should 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, a\nd 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 operation 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 insurance,
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 (1)(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 1ntended 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 Engineering Costs. Costs of manu-
facturing and production engineering, 1nclud1ng engineering activities in
connection with:

(i) current manufacturing processes 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 substant1a11y
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, eitheér 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
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(B) when such abnormal termination credits or gains,
whether or not foreseeable — '

~ (I) cannot be currently evaluated with reagonabl'e
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 rétiring 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, Accounting, 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 considered 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.incurringthe 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, mcurred in connection with patentiirfringement 11t1gat10n,
are unallowable unless otherwise provided for in the contract.

(s) Recruiting Costs. Costs of ""help wanted" advertising, operating
costs of an employment 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 Iand 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 pfactical application thereof. . Costs of independent
- general research (that 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 depa_rtmerit where the
work is performed,
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(5) Research and development costs (including 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



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 toéling" 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-
provéments,

(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
coopération 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 proceeding 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
penaltiés 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) Membefshipsa Costs of ndembership 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-
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 lodéing, including tips or similar incidental
costs, are allowable either on an actual or per diem basis. The basis
- selected shall be consistently followed. :

(4) Costs of personnel movement of a special or mass nature are
allowable only when authorized 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-
mated) 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 reorga.nizaition of a business,
or (ii) 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 been 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, Accountmg, Engineering,
and Other, ASPR 15-204. 2(r)(3), first sentence;

(iv) Recruiting Costs, ASPR 15—204. 2(s), last sentence;

(v) Royaltles 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. 2(d) (5);
(iii) Depreciation, ASPR 15-204. 2(e)(5), first sentence;

(iv) Food Service Costs and Credits, ASPR 15-204, Z(g)b last sentence;

(v) Insurance and Indemnification, ASPR 15 204, 2(1)(3)(111) and
(iv), and (4);

(vi) Maintenance and Repair Costs, ASPR 15-204. 2(k)(2);

(vii) Overtime, Extra-Pay Sh1ft and Multi- Shift Premlums,
ASPR 15-204, Z(n), second sentence,
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(viii) Patent Costs, ASPR 15-204, 2(o), second sentence;

(ix) Professional Service Costs - Legal, Accoﬁnting, .Engineéring,
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).
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- QBEPARTMENT OF DEFENSE
OFFICE OF PUBLIC INFORMATION

A

' ' NO.456-55
IMMEDIATE RELEASE - MAY 12, 1955 LI 5-67QO Ext. gg%gg

o DEPRECIATION PARAGRAPH INCLUDED ’ -
. ' ’ IN ASPR COST INTERPRETATION &?) //// ‘
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. Plke, Assistant
Secretary -of Defense (Supply and Logistics), announced today.

The new parégraph, 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 ASPR 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’j 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 case is

. acceptable for tax purposes, and (i1i) the costing of defense contracts
‘18 on a basis consistent with the costing of the contractor's non-
jefense work and is so reflected in its books and records."

END
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SEORAIDT TON:  CHALUA, A48PR COMITTED

SUBJZCT: Case >3-l - Section iV - 15-20L.2(aa)
Training and Eduqational Costs

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

Laiting Committee has edited the subject material, as set forth

in Tab A.

C. ¥. Wilkinson John Green John V. Perry
Lt. Colonel, JAGC Navy Member Air Force lember
Chairman - . (absent)

Lrmy Member
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DEPARTHENT OF THE NAVY
OFFICE OF NAVAL MATERIAL
WASHINGTON 25,D. C.
M36/ACS:11
2 August 1.956
{HORANDUM yOR THE CHAIRMAN, ASPR_COINITTEE

Subj ¢ Case 53-4); - 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. Reference (a) was considered by the ASPR- Comaittee at their
meeting on 31 July 1556, A number of reccommendations 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 15-20L.3 - Unallowable Costs and referenced
back to ASPR 15-20L.2(bb).

3, The cnclosure has not been coordlnated with the Office of the
Secrctary of Defense, Cffice of *andpaower Sup-ly, it being the

'-understandlng of the Subcommittee that the ASPR Comiittee would

do so.

A A ;)

/?/ ),",‘_,»v' {; 7 77 (l’.T) }/ f __Z’/
A, C. Sawallisch,

Committec Members

iir. Paul ii. Southwell, AFMPP

iir, Thos. B. Worsley, Army Ord.

Mr. W. L. Latta, AFAUD

Mr. James Ruttenberg, NAVCOMPT(CAD)



4 . ‘*

15-20L4,2(bb) = Tralnlnv and Zducational Tynenses

a.' The costs of preparation and malntenance of a prozram of instruction
at non-colleze level designed to increase the vocational effectlvenss 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 tvition, 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.,

bs 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 collese level are allowable as follows:

1, Tuition, fees, training materials and textooks; 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 zmdloyees 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., '

c. The costs of tuition, fees, training materials and textbooks (but
not subsistence, salary, or any other emoluments) in connection with
scientific ans engineering education related tc the job requirements of
bona fide emnloyees, 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 my be extended.

d. HMaintenance expense anc normal depreciation or fair rental on
facilities owned or leased by the contractor are allowable to the exvent
that such facilities are used under prograns falling within a or b, abovec,

es The costs of training and education of other than bona fide
employess are not allowables

f, Grants to educational or training institutions, including the
donation of facilities or other properties, scholarships or fellowshivs,

are considered a s contributions and will be treated as prov1ded urder
. ASPR 15-2oh 3(c)e

Enclosurc 1



PRI | DEPART'EIT OF THZ MAVY 'g
OFFICT OF ¥AVAL JIATERIAL ‘
WASHINGTON 25, D, C.

M36/AC3:11
12 July 1956
MEMORANDUM FOR THE CHAIRMAN, ASPR COMITTES '

Subj: Case 53-Ll - Special Subcommittee ASPR 15-20442(bb) Training
and Educational Expense

Encl: (1) Proposed draft as agreed upon by ir, Y. L. Latta, AFAUD;
Mr, James Ruttenberg, Navy CAD, and A, C, Sawallisch,
Navy ONM., o
(2) Discussions in support of enclosure (1).
(3) Proposed draft of Memorandum to the Secretary of Defense
‘ or other competent authority for ruliug on the disputed

_ portion. ' .

(L) Proposed draft as agreed upon by Mr, Paul Southwell, AFMPP;
Mr. Thomas 3. “lorsley, Army Ord, ancd Mr, Albert Lay, Office
of ASTSECDEF(MA)POWEL & RESTAVHR, )

(5) Discussion in support of enclosure (L). .

(6) Proposed Section ASPR 15-20L.2(bb) presented by Mr. Ken Borgen,
Navy Industrial ilanpower, and discussion in support thereof,

1. The Special Subcommittee appointed by the ASPE Comuittee 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 Committee far resolution,

2, Agreement has been reached, with sone Jdifferences in lanzuvage, to

allow the costs of (i) vocational training, whether it be "in-plant" or

in vocational or trade schools, i.e., the training of welders, electricians,
machine operators, etc., and (ii) training of a short term naturc 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
Jaboratories 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 curriculum leading to higher academic degrees rather than to meet an
immediate 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 personnel, Znclosures (L) and (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 15-20k.,2(bb) submitted uy Mr. Ken
Borgen, Navy Industrial Manpower, ' .

Committee Members

Mr, W. L. Latta, AFAUD

Mr, James Ruttenberg, Navy CAD
Mr, Paul M. Southwell, AFMPP
‘Mr. Thos. B. Worsley, Army Ord.

Coordinated with:

lIr. Albert Kay, OASD(MP&R)
Mr., Ken Borgen, Navy Industrial Manpower

2=



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 ovecrcome 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
jnclude the salaries.or wages of the training director and staff;
training material and text books when the program is controlled 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 are allowable when reasonablc and properly allocated to all
work of the contractor.

(b) The costs of educational and gencral training proszrams of a
type aimed primarily at increasing the gencral educational or skill
level of trainees, rather than solvinz immediate specific problems are
not allowable, This includes the general area of long range management,
executive or professional training progrems anc 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 tue education in technological fields
of engineers, scientists, etc.

2, It has long becn the practice <f industry to support the expense of
vocational traiing., This practice had its recognized acceptance in

the guild and apprentice systems vhich have for wvears been a part of
union agreements, An acceleration of this practice was instituted during
World War IT when the shortagze of skilled workmen ard 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 practice 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
“in-plant" vocational or technical training. '

3, While the undersigned do not question the need for development of

more and better engincering and scientific personnel, they do not

consider that the policy heretofore 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 compstent 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 incentive 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 theé type of costs discussed in paragraph 3 above
that the Comaittee cannot come to agreement, Enclosure (3) is a draft

of a memar andum which the ASPR Committee may wish to submit to competent
authority for a statement of policy. :

Enclosure (2)



MEMORANDUM FOR THE SECRATARY 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, '

2, The current demand by industiry for more and more cngineers and
scientists to produce thehighly technical military itoms now in use

and to carry out the extensive rescarch and development programs is

well known, ‘A recent study by the Phoenix, Arizona, Chamber of

Commerce .stated that this yvears graduating class would fall short by
50,000 mene In an effort to meet this demand numerous educational
programs, both graduate and undergraduate are being instituted and

given financinl 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." ’

Miany companies have set up programs to send a few of their more -
highly talented engineers to graduate schools full-time, Othersare
planning to send their -ngineers to spacial graduate courscs a few hours
a weck, on company time. Some arc trying to persuade graduate school
facilities to set vp off-campus schools for their crgincers by offering
to build facilities and pay instructors."

Convair Division of General Dynamics Corporation is working hard to
persuade the University of Califarnia 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 estimtes put
the cost of building the center at close to %L million," '

General Electric is just cstablishing a program which "will send 20
engineers to Syracuse University and LO to Rensselaer Polytechnic
Tnstitute to work for their doctorates. It will pay the cost of their
tuition and boocks, put them on the coapany pay roll and they will get
seniority and credit for any benefits that might accrue to them,"

Syracusc Univorsity is eperatin: three branches; onc at Griffs
Air Force Bzse at Rome, NewYork, for Air Force engineers and General
Electric engineers from a nearby plant; the second and third at Endicott
and Poughkeensie, New 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 overhead,

Enclosure (3)



‘Renssclacr Polytechnic is opurating a graduatc school ncar Hartford,
Connecticut, in facilities provided by United Aircraft Corporation,
307 of the students are United Aircraft Corporation employces and the
United Aircraft Corporation is underwriting the experiment for five yearss
The cost to the company is about 1,000 a year per student. :

A recent Raytheon Manufacturing Compaiy plant »ublication announced
availability to their science and engincering cmployees of educational
grants at ¥.,I,7, and Harvard. Grants willcover full tuition, fees, book
allowance and -a monthly salary of $2LO0 while in residence at the school.
Undergraduate students are also considered if working for ascience or
znginecring desree and plan to join the company upon gradvation.

3, Obviously, the costs to industry for support of these programs will
b-come significant, particularly in the aviation, mided missile,
electronic, nuclear physics and other highly technical fields where the
shortage of cngineers and scientists is greatest, and it is in those
ficlds where the military departments are the principal customers.
Assuming, thereforc, that such costs were accepted, even.on an allocated
basis, substantial dollars appropriated for the purchase of Defense
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 quantity and quality of engincering
and scisntific personncl. It has not becn noted, however, that any
Government financial support has been made available for the furtherance

of such programs. A number of questions thereforc present themselves

in conncction with the possible acceptance of such costs in our contracting,

a., If it is determined that the National intcrest rcquires a
Government subsidy for cngincering and sientific education, should the
subsidy bc administered through private contractors, thercby working to
their individual campetitive advantage, including a profit on their
participation in the program, or should it be administercd directly by
the Governnent . ' . :

be. 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, ise.,
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 =necified ratio of
total contract costs?

5. Procurcment and aucdit policies and procedurcs in this area are greatly
in needs It is my opinion, however, that some basic nolicy which could be
prescribed from answers to the question proposed above must first be
ostablished, Since this is an area coming within the purview of your
office, I will grecatly appreciate an cxpression from you as to the policy
we shouvld pursucs

-2~ " Enclosure (3)



15-20L,2(bb) - Training and Educational Ixpcnses

a, Prcparation amd maintenancc of a program of instruction designed
to increasc the vocational cffoctivencess of employees include the salaries
of the dircctor of training and staff, training matcrials and textbooks
when the training program is conducted by the contractory 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 trainees during
regular working hours.

~bs Part-time tcchnical, cnginecring and scientific cducation at an
under-graduate or post-graduate collcge level as follows:

1, Tuition, fees, training matorials and textbooks,

2. Where circumstances do not permit education after paid
working hours, rcgular employce compcnsation is also
allowable for instruction not in cxcess 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 connection with scientific
and engineering education of bona fide employces on a full-time basis
at a post-graduate college level for a total pcriod not to excced one
school ycar, In unusual cases where required by military technolozy,
the period may be extended.

o The costs of training and ecducation of othcr than bona fide
employees, including scholarships and fellowships, are not allowable:]*

% 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 representatives of Army and Air Force join in the
following staff report and recommendations. These are concurred in on
a staff basis by thc representative of the Office of the A551stant
Sucrctary of Defcnse (]P&R)

It is the opinion of the undersigned that the ASPFR Committec d051rgs
a recomnendation of policy regarding a2llowance of thc expenscs for train-
inz tcchnical, engineering and scicntific personncl as well as '"vocational
training," i.e., training of machinists, welders, clectricians, ctce The
undersizned feel that the ASPR Subcomnittec 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 establishinz said policy, This is made amply
clear in "Instructions to and Duties of ASPR Subcommittees," dated 30 August

1955.

It scems to the undersigned that thc group presenting Enclosures (1),
(2), and (3) basc their thinking on the unrcalistic position that the
treining of welders is more importont than the traning of scicentific and
engineering personnel, We bclieve this position is untenable from the -
standpoint of assuring the delivery of high quality cnd-items on a timely

basis. The nationzl nced for a substantial increcase in quality and quan-

tity of scicentific personnel is too well known torcquire elaboration,
The President and othcr principal officials of thc Excecutive Branch have
expressed concern over the problam as a key factor in maintaining techno-
logical suprcmacye Cbjcctive mcasures of industry!s necds are rcflected
in the classificd sections of the daily ncewspapers and in industry's
frontic efforts to recruit the graduates of engincering schools.

In the face of thesc shorta"cs, industry has in the last few years
fostered college and poste-graduate level training of their own omployecs
as thce most immediatc and direct way of meceting their production problems,
and the demand for products of ever incrcasing quality and complexitys
This is varticularly true in military ~ppllcatlons of nucleonlcs, acro=- -
nautics and clectronics,

As a mattar of gencral principlc, it scems to us that costs incurred
in such a training program are valid costs of production which will raosult
in bettcr performance on military contracts. The proposed policy set forth
in Enclosurc (L) is designed in best intercests of the Government, with due
consideration of fairncss and cquity to industry. It does not allow all
sducational 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 the allowability of such costs
and rcquircs the contractor to bear his own share thercof,

There appcars to be agresment between the group presenting Enclosures

(1), (2), and (3) and group presenting Enclosurcs () and (5) regarding
allowability of costs of non-collegiate training,

. _ Enclosure (5)



The rajor point at issue is the allowalility of costs of college
and post-graduate level scientific and cnginecring training. Paragraphs
b and ¢ of Enclosurc (4) place limits upon the allowability of such train-
ing, whether it be part-time or full-time. Paragraph b defincs the types
of cxpenses allowable and the amount of part-time training for which an
cmployee may be compensated, Tssentially, it allows for costs of tuition,
fees, training materials and textbooks, because thc most common practice
is for cducati on after paid working hours, Where circumstances do not per-
mit cducation during paid working hours, rcgular cmployee compensation is
also 2 1lowablc not in excess of 156 hours per vear, This is the approxi-
mate equivalent of on¢ 3~hour course per weeks, :

Parazraph ¢ of Enclosurc (L) deals with scientific and enginecring
cducation on a full-time basis, It rccognizes that such arrangements are
occasionally neccssary, but prescribes reasonable limits of allowability.
Tt limits rcimbursability to bona fide cmployce; to training in scien-
tific and engineering arcas; to post-graduate training alonc; and total
reimburscrient to onc school ycar unlcss required in unusval cases by mili-
tary tcchnology. Most important, it limits Government payments to the
educational expensc elone, (i.el., to tuition, fees, etc.,), lcaving the
contractor to incur the cost of compcnsation. Sincc the Government!s costs
in these very spécial instances will be on the order of a oro-rated part
of $1,000 per yecar, while the contractor's share for compensation is likely
to bc at least of an order of 45,000 per year (typical salary of an in-
expericnced onginecr), it is fclt thet contractors will not incur such
costs unless therc is some positive bencfit.

In generzl, 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 botter scicntific and engincering personncl - and the cduca= -
tional programs designed to meet such needs - is in a real sense immediatc,
It is just as immediate and certainly rore important than the necd for
training welders, from the standpoint of obtaining the complex military
cquipment necded in today's situation, Actuzlly, the govcrnment is inmany
casas allowing costs of college and post-graduate training, bt not on a
uniform basis and certainly with no clearly defined limitations and stand-
ards, ’

,Thé undersigned therzfore recomuend the adoption of the policy set
forth in Enclosure (L) for incorporation in ASPR 15-204,2 (bb), "Training
and Educational Expenscs." ‘

/s/ Thomas B, Worslcy ' /s/ Paul M, Southwcll
Thomas B. worsley, Army Paul ¥, Southwell, Air Force
' ‘ Procurcment Member

/s/ Albert Xay
KItert Kay, OASD (iiP&R)

-0m - Ernlosurev(S)



15-20h.2(bb) - Training and Educational Expenscs

a, Prcparation and maintcnance of a program of instruction dcsigned
to incrcasc the vocotional cffectivencss of cmployees include the salarics
of the dircctor of training and staff, training matorinls and textbooks
when the training program is conducted by the contractor; and tuition, fces,
treining matorials, and tcxtbooks, when the training is of a non-collcge
lovel in institutions conducted by othor than the contractor, Inboth
instanccs, allowable costs may includc salarics or wagcs of trainecs during
rogular working hours,

bs Certain part-time toechnicel, crgincering and scicntific training
costs of a collecge level arc allowable in cascs whore the training is
required for contract performance and is directly rclated to the job
roquircncnts of the cmployce as follows:

(1) Tuition, fecs, training materizls and tcxtbooks,

(2) Employec compensation is allowablc during regular working
hours for instruction not in cxccss of a total of 156
hours par ycar in cascs wherc circumstances do not permit
training aftor paid working hours,

_ ¢y The costs of general cducational programs of a collcgc level,
including scholarships and fcllowships, and the costs of training and
education of other than bona fide cmployces are not allowable

The above appears to me to be in linc with industry practicc, rcasonable,
‘equitable, and to provide incentive to contractors for the economical
use of Goverrment funds in that rigid limitations arc establishcd for
payment of costs of training of cngincering and scicntific pcersonnel in
torms of rclation to contract performancc,

Enclosurc (6)
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_ 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.

Charles W. Wilkinson George W. Markey, Jr. John W. Perry
Lt. Colonel, SS JAG Navy Member Air Force Member
Army Member Chairman : :

Encl.
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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 tem ''cost-reimbursement 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 Z,IPart'S, 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
ireferred to in Part 5 of this Section unless any.such
cost is expressly excluded under Part 3 or 4 (which-
ever is applicable).



. - | 21 June 1956

MEMORANIUM FOR: CHAIRMAN, 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, ldcal, and foreign
governments."

L. The last two sentences of subparagraph (2) should be revised as
followss ,

"Reasonable expenses of any adminiétrative or judicial proceed-
ing instituted or defended by the contractor, pursuant to the
instructions or with thergppfoval of the Contracting Officer,
for the benefit oflthé Government are allowable costs. Interest

. and penalties incurred by the contractor alsg are allowable,
either (i) if incurred by following the instructions of the
Contracting Officér, or (ii) in the absence of instructions from .
the ccntractiﬁg Officer, if incurred without the fault or negli-

gence of the contractor.®



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
sult 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 sﬁbparagraph
3): .

"Any interest actually paid or credited to a contractor incident
to a refund of tax, iﬁterest and penalty shall be paid or
credited to thg 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 sélf-evidento However, it is a refinement that
may be deemed innecessary for cost contracts.

6, For your conveniehce, there is attached hereto 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)



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 proéided herein, In general, taxes (including State and local income
taxes) which the contractor is reqﬁired to pay and which are paid or aécrued
in accordance with generally accepted accounting ﬁrinéiples are allowable,
except for:

(1) Federal income and excess profits taxes;

(11) taxes in comnection with financing, refinancing or refund-
ing operations (see ASPR 15-204.3(g)):

(iii) taxes from which exemptions are available to the contractor
directly or available tothe contractor based on an exemp-
tion afforded the Govermment except when the contracting
officer determines that the administrative burden incident
to obtaining the exemption outweighs the co;fesponding

benefits accruing to the Government; and

(iv) special assessments on land which represent capital im-

provements.

(2) Taxes otherwise allc#able under (i) above, but which may be il-
legally or erroneously assessed, are allowable; provided that the contractor

prior to payment of such taxes:



Tgea .;
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Subpara (y) Taxes (cont td)

(i) promptly requests instructions from the contracting officer
?oncerning 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.

Raaeenab&e-eeets—es—aayasueh—preeeediag-instituteé—bybthe-éeatrae%er—at—%ﬁe
éiéee%&en—ef-the-een%r&eténg—e##ieer-are—al;ewab;sv-—Iate;ss%-and-penaltiee
ineurred-by-a-eorbractor-by-reasor-of-the-nenpayment-of-any-tax-at-the-dires—
%éen—ef—the—eéa%yaeting—eSsieer—aye-alse-allswable. [ﬁbasonabie expenses of
any administrative or judicial proceeding 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 Contracting Officer, or (ii) in
the absence of instructions from the Contracting Officer, if incurred without
the fault of<negligence of the contractor&7

.(3) Any refund of taxes, inferest,-or penalties, aﬁd any p;yment 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 Gavern-v
ment in the manner directed by the Government. [zhy interest actually paid

or credited to a contractor incident to a refund of tax, interest and penalty

- 8hall be pald or credited to 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&7



0GC/JG:cle : : " 21 Jume 1956

HEHORANDUH FOR TRE CHAIRHAN ASPR' COMMITTEE

Subj: Revhton of ASPR 12-202 to Confom to Propoud ASPR 15-204. 2(n)
(Overtmc, Extra-?ay Shift and Multi-Shifc Work) = Case 53-44 -

l.” Pursuant to Item 12 of ASPR Minutes of 8 Hay 1956, the subject mterial
has been edited as ut forth 1n TAB A,

2, In ASPR 12-102(b), the !ditcd Committee hasg deleted the word "ganerauy“ o
thus requiring prior authorizatiop ‘for premium work in all post-award ‘instances,
so that nubparagtaph (b) is now conuatont with the concept adopted in ASPR
15-204 2(n)

3. Imasmuch as the draft submittad to the !dtting Committee desired the
word “firm" to be inserted "whersver language is intended to apply only to
firm fixed-price contracts," the Editing Committee has. _appropriately added
fixed-price incentive contracts in (b) (11); but did not feel that it was the
intent of the subject matter to include ﬂxod-prico contracts with escalation

in (b)(11), as well.

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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06C/3G: clc | | f . ASPR Case 53-44
6/20/56

12102 Overtime, Extra-ay Shifté, and Multi-Shift Work. () Con-

tracts shall be performed, so far as possible, without the use of overtime,
gxtra-pqy‘shifts, or multi-shifts. Ov!rtfmz@.extruépty'lhiftl, lpd;mui:i-
shifts when.fequtred‘shall, to the extent possible, be Iimited to, and be
the piutmum reqﬁired'for,.tpe”qceémpltshn;ngjuf'thE”spgytf;cuubrk; ‘In

 the négotiationvof contracts, the’qsc'offovartimc, egty;fpnguhiftu, and
mulei-shifes is a factor to be considered Sy?thojcont:iygtug officer along
vith other factors listed im ASPR 3-101. Prior to the authorization of
overtime, gxtrh-pay shifts, apdfmuttifshtttp,_vhqth;r in pre-award negoti-
ation orlapectfic post-award 1ns:¢§&g3)xcon;tderatton upatiﬁbé given to

 the practicability pf ﬁsing other aouié§s for éhe tutnfiﬁihg of all or a . s
portion of the supplies or services. |

(b) 1In the case of firm fixed-pricc coﬁtracts_of fixed-price

contracts with escalation; the respoﬁiibilizy for the uié'of oQértine, extra-

paxbihifts, and multi-shifts . shall rest with cho céhéractér’excépt to the

,___

extent specifically providedsfot iﬁ thc'eontract. Ia the case of:
(11“_cocc relnbutaencnt typo contractn, and
(11) redetermluablc fixed-price contractc and fixed-price

incentive -contracts; to-the extent required by the conttacttng officor,

:'iuchortzatton“fron“thé”ﬁ6VQihhent for the use of overtime, extra-pny shifts,

.. and multt-ahtfts uust ‘be obtained if any premtum dtrect labor costs are to
L e ; 24-*/ ',"’ A»i“ ".'.,' ,24_;‘ % (‘_/ .i'('/:':~":(v’i"f// ./’;""
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“bo~considorcd undor—thamson&raez Such i

6/” L*vaJi {74AJ/[7f A citwi%*”

th on-ghall be obtained prior
to the use of ovortinp oxtra-pay ahif:s and multi-shifts. The premium
portion of overtime, oxtra-pny ohift, and nulti-shift paymcntl to indirect
labor employecs is allowublo without priot approval, if reasonable and

allocated on a pro rata bauio to coumorcinl as well as Govcrnnont work.

“For further thuircnonts, see AS?g 1§7g94?2(n), Nothing hotcin shall be

construed to authorize the preﬁiun portion of overtime, extra-pay shift

~and multi-shift payments wherc tho contractor is already obligated under

the contracc to mest the

deltyory schedule without the right to
additional compensationo

(c) In the absence of cvidcnce to the contrary, a Dopnrtnont
in authorizing overtinc extra-pay shifts, or multi-shifts may gcnerally
rely upon tho representation of the comtractor that such authorization
will mot advcranly affect the perfornancc of othcr defenss contracts.

Hovevcr, vhere tvo or more Dcpartmonts hnvo current contracts at a single

facility so scheduled that the authorization of overtime, extra-pay shifts,

or multi-shifts by one Deparénnnt‘any adveiaoly affect the performance of

8 contract or centracts of amother bipatEnelt, the Department desiring to

~ give such autherizatien shall obtaim the prier assent of the other Departments

concerned. Such assent shall bi*ilvéi'wherpvor possible. In any case vwhere
disagreement exists between théfndhiéénnntc concerned, either Departmeat may
refer the problem to the Assistant Secretary of Defense (Supply amd Logistics)

for decision.

TAB A



2 May 1956
MEMORANDUM FOR THE ASPR COMMITTEE

SUBJECT: Revision of ASPR 12-102 to Conform to Proposed ASPR 15-204.2(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 ASPR 12-102(a) to
indicate that in cost-reimbursement type contracts, prior approval is
required for allowaebility of costs incurred in the payment of premium
wages for direct labor, while such approval is not required in the ocase
of similar payments 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 additioms
are enclosed within braokets).

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 policy.

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.

d. Change initial capital letters of such words as "Contractor"
and "Contracting Officers” to conform to current editing rules.

e. Include a oross-reference to ASFR 15-204.2(n).

i Hfear L.

[
We K. Ghormley 7
Brigadier General, USA
Chairman, ASPR Commzttee

Attachment
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COMPOSITZ DRAFT OF ASPR 12-102
SHOWWING RECOWM ‘ENDED CHANGES

12-102 Overtime, Extra-Pay Shifts and Multi-Shift Work. It shall

be the policy of eaek Zf%hqi? Department Zrbf Defensqi? 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 shall, to the extenf precticable, be limited to and be the minimum
required for, the accomplishment of the specific worke

(a) 1In the negotiation of contracts, the use of overtime, extra-pay
shifts, and multi;shifts is to be oonsidered a factor by the Centraetimg

O££teen Zrhontracting offiong? along with other factors listed in ASPR

- 3-101. Subsequent to the placing of a ZT?inQJ7 fixed;price contract, tho

responsibility for the use of overtime, extra~pay shifts, and multi-shifts
will generally rest with the Genirseter Zfbontractoqi7. On cost Zrlreim-
bursemen§J7vtype oontracts, and to the extent required by the Centrasting
8£fieor Zfbontracting officeq;7 on redeterminable fixed prioe contraocts,
however, the authorization from the Govermment for the use of overtime,
extra-pay shifts, and multi-shifts must be obtained to sustain the charge

of any premium Zrhireoﬁi7 labor costs to the contract. Such authorizations

'shall generally be obtained prior to the use of overtime, extre-pay shifts,

and mvlti-shifts. ZTThe premium portion of overti.e, extfa-pay shift, and
multi-shift payments to indirect labor employees is allowable without
prior approval, if reasonable, and if allocated on a'pfo,rata basis to
commercial as well as Government work. Further requirements for allow-
ability of such costs are set forth in ASPR 15-204.2(n)e_/ Prior to the

authorization of overtime, extra-pay shifts, and multi-shifts, whether in

TAB A



pre-award negotiation or specific post-award ingtanoes consideration should
be given to the practicability of using other sources for the furnishing of
all or a portion of the supplies or serﬁioes.

(b) TVhere two or more Departments have current contracts at a single
facility, so scheduled that the authorization ofvovertime, extra-pay shifts,
or multi-shifts by one Department will adversely affect the performance of
a coﬁtraot or oonfraots of another Department, the Department concerned will
Wherever practicablé agree in advance as to the authorization of such worke
Crdinarily, in the absence of evidence to the contrary, a Departmént in
authorizing overtime, extra-pay shifts, or multi-shifts may rely upon a
representaﬁion of the Gantraster Zfboﬁtraotogi7 that such authorization
will not adversely affect the‘performanoe of other defense contracts. In
any case where disagreement exists between the Departments conocerned, either
Department may refer the problem to the Aésistant Secretary of Defense
(Supply end Logistios) for decisione

(o) The polioy stated above shall not be construed to 1imit the use
of or payment for emergency overtime work as may be reqﬁired. Nothirg
herein shall be construed to authorize payment for overtime, extra-pay
shifts and multi-shifts where, under an existing contract, the Centreeiem
Zfbontraotogi7 is alr;ady obligated'without the right to additional oom=-
pensation therefor to meet the desired delivery schedule, even though it
is necessary for such a‘contractor'to use'overtime, eitra-pay shifts-or

multi-shifts to meet such schedule.



OGC/GWM:lwt
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) — .First, 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.

—= Last 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. "

GEORGE W. MARKEY, JR.

Navy Member
. ) . Chairman
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20 April 1956

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

'15-200 © Scope of Part. This Part sets forth pr{nciples 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 developmen't work, with contractors or subcontractors, other than
such contracts and subcontracts to which Parts 3, 4, or 7 apply.

15-201 Basic Considerations.

15-2C1.1 Composition of Total Cost. The total cost of a cost-reimbursement
type contract is (i) the allowable direct costs, plus (ii) the allocable portlon
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 readlly 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




resulting benefits, individual items, which otherwise would be treate& 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 direcily to the contract where the contractor demonstrates that
they are specifically related to the performanece 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
~fiscai 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. :

15-203.2 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 engineering 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 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).
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15-204 P;ri'nciples 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-
abiiitr 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: :

(1) advertising in trade and technical journals, prov1ded 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 adve rtising 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 accounting 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. Regardless 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




exit notices and directions, and other approved civil defense measures)
undertziken 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 projects 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 theé 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, including those
recognized by Section 167 of the Internal Revenue Code of
1954,

Depreciativa should 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, a\nd 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 operation 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 insurance,
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 (1)(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 1ntended 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 Engineering Costs. Costs of manu-
facturing and production engineering, 1nclud1ng engineering activities in
connection with:

(i) current manufacturing processes 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,

10



(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 substant1a11y
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, eitheér 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
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(B) when such abnormal termination credits or gains,
whether or not foreseeable — '

~ (I) cannot be currently evaluated with reagonabl'e
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 rétiring 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, Accounting, 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 considered 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.incurringthe 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, mcurred in connection with patentiirfringement 11t1gat10n,
are unallowable unless otherwise provided for in the contract.

(s) Recruiting Costs. Costs of ""help wanted" advertising, operating
costs of an employment 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 Iand 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 pfactical application thereof. . Costs of independent
- general research (that 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 depa_rtmerit where the
work is performed,
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(5) Research and development costs (including 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



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 toéling" 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-
provéments,

(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
coopération 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 proceeding 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
penaltiés 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) Membefshipsa Costs of ndembership 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-
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 lodéing, including tips or similar incidental
costs, are allowable either on an actual or per diem basis. The basis
- selected shall be consistently followed. :

(4) Costs of personnel movement of a special or mass nature are
allowable only when authorized 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-
mated) 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 reorga.nizaition of a business,
or (ii) 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 been 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, Accountmg, Engineering,
and Other, ASPR 15-204. 2(r)(3), first sentence;

(iv) Recruiting Costs, ASPR 15—204. 2(s), last sentence;

(v) Royaltles 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. 2(d) (5);
(iii) Depreciation, ASPR 15-204. 2(e)(5), first sentence;

(iv) Food Service Costs and Credits, ASPR 15-204, Z(g)b last sentence;

(v) Insurance and Indemnification, ASPR 15 204, 2(1)(3)(111) and
(iv), and (4);

(vi) Maintenance and Repair Costs, ASPR 15-204. 2(k)(2);

(vii) Overtime, Extra-Pay Sh1ft and Multi- Shift Premlums,
ASPR 15-204, Z(n), second sentence,
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(viii) Patent Costs, ASPR 15-204, 2(o), second sentence;

(ix) Professional Service Costs - Legal, Accoﬁnting, .Engineéring,
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).
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OGC/GWM:lwt
April 9, 1956

MEMORANDUM FOR THE ASPR COMMITTEE

""Subj: = ASPR Case 53-44 - Revision of Section XV Contract 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 Subcommittee 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
Providirg 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 regai'd to these
Parts to be effective simultaneously with the issuance of proposed
Part 2. Similar action is recommended in TAB I with respect to
e;'cisting Part 3, '

CHARLES W. WILKINSON GEORGE W. MARKEY,JR. WILLIAM MUNVES
Lt. Coicnel, SS JAG ‘Navy Member Air Force Member
Army Member Chairman '
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April 9, 1956

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 Z_Commerc,ia_l7 Organizations
Hav&ng-GeMaLJTﬂypeﬁemﬁng-Sye&ms

15-200 Scope of Part. This Part sets forth priticiples 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_.7
-havi-n-g--eofnme-reia-l-t-ype-aeeeuntifrg-systewrs—.-*i-owever;--thi—s--Pa-r-b-
dees-not-appl-y-te-emm-c-ts-for-fa-e-i-li-ﬁesr-coqrs%rueﬁon—,-ora-pehitee-t—eng-ineer
services reiated 4o construction.-Jt-elso-dees -rot-apply 40 clauses-ir supply-
er-s-e-rvi-e&eent-ra-et—s—w&&eh-provid-e—fo-r--th_e-fﬁ-r!n'shkrg--ei-iu-du-s-tria—l—fa-e-i-li—ﬁes.—
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- April 9, 1956 °

TAB B

Proposed Revision of ASPR 15-204. Z(f) - Depreciation.
(For substitution on page 7 of draft of 29 March 1956) _

15-204. 2(f) Depreciation.
% *® %k

(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) is- eeéa-puted—upon the l_propertz_/- cost basis used by the
contractor for Federal income tax purposes (see Section
167 of the Internal Revenue Code of 1954); ard-/ or/

L(—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/

~dip /Tiii_)_/— te- eemputed 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 | e

Nwte: (1) Zhe pypviso contpdiled in the last bpackets is an edited vegsion
v Of a gefw substaftive cong€ht suggfdted b e Aj¥ For nd
Yy l¢fy/asjan isgle at the dpedial ASPR mgltifg of Agrisb, A95¢. .
The Nalvy Mas oppoggd its Aipflusiog. he ATrmy h¥s confyfred
with the”Air Force.

P

ﬁThe two concluding sentences of the above subparagraph 2 should
\

be added without change immediately following the proviso con-
&ined’ in the last brackets,
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TAB C

Proposed Revision of AvSPR 15-204, 2(j) - Insurance and Indemnification

(For substitufion 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 / securing the contractor against/
liabilities to third persons not compens’;ted by insurance or otherwise.
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April 9, 1956

' TAB D
Proposed Revision of ASPR 15-204.2(n) - Material Costs

(For substitution on pages 11 and 12 of draft of 29 March 1956)

:8-204.2(n) Material Costs.

!y Costs of direct and indirect material, and collateral items
su2ch 35 inbound transportation and intransit i_n’surance, are allowable,
subject, however, to (2} through (6) below. In computing costs of material,
consgiderztion wiil be given to reasonable overruns, spoilage, and defective
wWIarKk '(fcvr correction of defective work, see the provisions of the contract
retaiing tc inspection and to correction of defective work)/ .

* ¥ . %*

(¢} Coste of material or services so’d or transferred between
planis, divisicns, or organizations, under commeon control, shali be
atlewable orly to the extent of the cost to the transferor, or the prices

k euppuiers for the same or substantially similar items, whichever

r
is iawer /, unlees factors other than price warrant allowance on the basis

cf the cozt to the tra.nsferor/ provided that, in the case of any item

reg: :L:riy mzrufaztured and sold by any such transferor through com-

mercizl channels, a departure from this cost basis is permissible if the

cnarge to the contract does not exceed eithes (i) the transferor's sales

price to its most favored customer for the same item in like quantity,

or {ii} ths prices of other suppliers for the same or substantially similar

items / whichever ie the lower, unless factors other than price warrant
-lowaxce on the basis of the transferor 6 sales price to its most favored

cusucmer/ ‘ '
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TAB E

Proposed Revision of Existing ASPR Section XV Part 4-
Construction Contracts

Part 4 - Construction Contracts

* * #* % *

15-403 E‘xarhples of Jtems of Allowable Costs. . . .

(q} Pension amd-wzetirement plans in accordance with the interpretation
-/ principles and standards/ set forth in pa.-ra;-g-ra-ph-ls-él}l-/ASPR 15-204. Z(cL)_/
and group health, accident and life insurance plans (but see paragraph
15-404(b}), (d), and (m)).
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April 9, 1956

TAB r

Proposed Revision of Existing ASPR Secticn XV, Part 5 -
Subjects Affecting Cost Which May Require Special Comnsideration

Part & - Subjects Affecting Cost Which May Require Special Comnsideration

:5-200 - Scope of Part, This part-_/_ﬁar_tjenumerates certain subjects
affecting cost which may require special consideration in connection with
e negotiation or performance of cost-reimbursernent type contracts

; act specifically covered in Per+-3,- Part 34 or Part 4

15-501  Corsider2tion Required. It is important that Contracting Officers
and thelr negotiztore comsider the subjects enumerated in paragraph
15-302, and 2zy other subjects not preciuded by the provisions of Rart

2y Part 3 .or Part 4 of thie section (whichever part is applicable), for

ti:e pirpose of (i) determining which subjects if any ghould be expressly
nrovided for in a particular cost-reimbursement type ccntract, and (ii)
incorporating appropriate clauses in the contract. Action taken with
rezpect to any sucn subjects shall be reflected either in the contract

ar in the record of contract negotiations,
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April 9, 1956

TAB G

Proposed Revision of Existing ASPR Section XV, Part 6 - Cost Interpretations

Hote:

Part 6 - Cost Interpretations

Delete balance of this Part and substitute therefor
"the word "RESERVED",

With respect to existing ASPR 15-601. 2 the subject of pension
planis 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 con the basis

nov/ 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,

Witn respect to existing ASPR 15-602 - Depreciation, this
subject is now covered in proposed ASPR 15-204. 2(f) in the
drafi of 29 March 1956, Existing ASPR 15-602 contains cross
references only to existing ASPR 15-204 (d), 15-205(b) and
15.205{c).
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April 9, 1956

TAB H
Proposed New ASPR Section XV, Part 7 - Facilities Contracts

Part 7 - Facilities '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 Alpplicabillity. Pending publication of the principles and standards
to be incorporated in this Part, Parts 2, 3.or 4 shall be used to the extent
appropriate in accordance with Departmental procedures.
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April 9, 1956

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-pebi-te;ment- plans in accordance with the interpretations

/principles and standards/ set forth in paragraph 15-60L / ASPR 15-204. 2(q)/

and group health, accident and life insurance plan_s {but see paragraph
15-305{k)). SR i
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(s) Professional Service Costs - Legal, Accounting, Engineering
~and Other. /15-204.29/

(t} Recruiting Costs. /15-204,32/

(u) Rental Costs (Including Sale and Leaseback of Faci]lities).
/15-204, 33/ '

(v) Research and Development Costs, [I5=204. 3&7

(w) Royalties and Other Costs for Use of Patents. 115-204. 35_7

() -Service-and Installation Gosts: /15-204.36/ (deleted)

(x) Severance Pay. _/_T5-204. 37_7

(y) Special Tooling Costs. /15-204.387

(z) Taxes. /15-204.397

(aa) Trade, Business, Technical, and Professional Activity Costs.
/15-204.40/

(bb) Training Costs. /15-204.41/

(cc) Transportation Costs, _/_—15-204.4_2;/-

(dd) Travel Costs. /15-204.43/

(ee) General. /15-204.23/

15-204. 3 Unallowable Costs.

(a) Bad Debts. /15-204.27

~ (b) Contingency Reserves. _/__1.5-204.1

(c) Entertainment Costs. [I5-204. 7

(d) Excess Facility Costs. /15-204, 137

PR



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., 1_15-2_04._1_7

(b) Bidding Costs. /15-204.37

(c) Civil Defense Costs, /15-204.5/

(d) Compensation for Pe‘rsbnal Services. _/__15-204-. 7

(e) Contributions and Donations. /15-204.8/

(f) Depreciation. /15-204,97

(g) Employee Morale, Health, and Welfare Costs and Credits,
/15-204,10/ ’

(h) Food Service Costs and Credits. 1_15—204,é—»

(i) Fringe Benefits. /15-204.14/

(j) Insurance and Indemnification, /15-204.15/

(k) Labor Relations Costs. /15-204.17/

(1) Maintenance and Repair Costs, '135-204.127

(m) Manufacturing and Production Engineering Costs. /_JTS-ZO4., 2_(17

(n) Material Costs. /15-204.21/

(o) Overtime, Extra-Pay Shift, and Multi-Shift Premiums,.
715-204, 24/

(p) Patent Costs. /15-204,25/

(q) Pension Plans. [55-20,4.2§7

{(r) Plant Prctection Costs, LT5°2‘04,’%1—/ '

TAB A




in the attached draft of Part 2 followed by brackets cohtaining the corres-
ponding paragraph reference in the draft submitted for editing.

Editing Subcommittee:
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Navy Member
Chairman
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Army Member
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VIII, Precontract Costs (ASPR 15-#%45:3(i), page 24). The parentheti- .
cal reference to ASPR 15-lxx was included by way of compromise of an
issue within the Editing Subcomrmttee 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 Actlon by the ASPR Com-
mittee Prior to Adoption of Part 2, Section 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 edxtmg/

"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 Editing 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 Principles 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 designation of each item




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-)'ob 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 '{ii)"" 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. _ : -
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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 instructions to the contracting officer rather than cost principles.
It is recommended that the fourth sentence be revised to read:

‘*The contractor .shal‘l 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

pubhcatlon of a separate Part coverlng facilities.

II. Base Period (ASPR 15-203. l( )). The draft for editing (ASPR
15-203.5) did not contain the first'sentence which has been proposed
as a definition, or the thixd sentence.

III. Depreciation (ASPR 15-204.2(,f)(2)). The draft for editing ¢ASPR
15-204.9(b) ) .. includeés 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 anaﬁoéous principle had
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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 que stioned 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 standpoint of substance,
and of the joint Editing and Section XV Subcommittees from the standpoint
of editing. Owing to certain unavoidable circumstances, all members of the
Section XV Subcommittee were unable to be present at the final Jo.nt 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 Commitiee be invited to the

following specific matters. Unless otherwise indicated, reference to ASPR
paragraphs and related page numbers are to such paragraphs and pages in
the attached draft of Part 2 Section XV, dated March 29, 1956,

A. TJoint 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 '‘{rans-
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 “’pr’oduct 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.




OGC/GWM:lwt
April 2, 1956

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 Commitiee 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 consideration 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 sirongly recommended that it receive, sub=
stantial editing. After certain revisions by the ASPR Commitiee, 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 becamecapparent,
with respect to various matters, thal words originally included by the Sec-
tion XV Subcommittee in its draft to express a pariicular 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 drafi.

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
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such discussion permitted on the basis of a unilateral request by any member
Wiiih:d{lt 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. Exceptas 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 starndpoint of substance,

and of the joint Editing and Section XV Subcommittees from the standpoint

of editing. Owing to certain unavoidable circumstances, 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. Unless otherwise indicated, reference to ASPR

paragraphs and related page numbers are {o 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). o

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 cortains 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 instructions 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.’’

Alternatwely, 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 15-200). 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
pubhcatmn of a separate Part coverlng facilities.

II. Base Period (ASPR 15-203, ](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.

1II. 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 principles‘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 (Includijg Sale and Leaseback of Facilities).
(ASPR 15-204.2(u)). Subparagraph (2) relating to charges in the
nature of rent between organizations under commeon control was not
included in the draft for editing although an ana;‘l_oéoﬁs principle had
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beén 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 deve]I.Opment "

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-}'ob 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 itemm., 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 redrafti'ng'in view of the consensus
of opinion within the Section XV Subcommittee that clarification was
necessary. _ .




VIL, Precontract Costs (ASPR 15.-2¢4%.3(i), page 24). The parentheti- .
cal reference to ASPR 15-1xx was included by way of compromise of an
issue within the Editing Subcomm1ttee 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,

1

D. Matters Not Necessarily Requiring Final Actmn by the ASPR Com-
mittee Prior to Adoption of Part 2, Section 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 edltlng/

I1. Overt1rne, ‘Extra-Pay Shlft 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 Editing 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 partici pate 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 Pr1nc1p1es and Standards for Selected Items of Cost,
covered under. pr0posed ASPR 15-204; a table has been prepared (TAB A
attached) showing the title and lettered paragraph designation 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:

J. O. Hunnicutt, Jr., Maj., DCSLOG
T. P. Partyka, Hq. AAA
J. A, Mays, Hq.  AAA

DOD:

H. H. Gallup, OSD (S&L) _
Chairman, Section XV Subcommittee

* Will submit separate report.

Navy:

Arthur C. Sawallisch, ONM

James Ruttenberg, OC-N

E. T. Cook, OC-N(alternate)

Mrs. Edith Niedling, OC-N
(alternate)

Air Force:

Paul M. Southwell, AFMPP

George A. Rudigier, AFAUD



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.;3_7

(c) Civil Defense Costs, _/_—15-204.27

(d) Compensation for Personal Services. 1_1-5-204-. / v

(e) Contributions and Donations. LTS-204.;7

(f) Depreciation. /15-204.97

(g) Employee Morale, Health, and Welfare Costs and Credits,
/15-204,10/ '

. (h) Food Service Costs and Credits, 1—1-5-204.,:1_—»

(i) Fringe Benefits. 115-2'04. 137

(j) Insurance and Indemnification. _[__15-204.1_5_7;

(k) Labor Relations Costs. /15-204.177

(1) Maintenance and Repair Costs, /15-204.19/

(m) Manufacturin‘g and Production Engineefing Costs. /_1_5-204. 2_0_7

(n) Material Costs, /15-204,21/

(o) Overtime, Extra-Pay Shift, and Multi-Shift Premiums.
715-204. 24/

(p) Patent Costs. 135-204.2_5_—/-

(q) Pension Plans. /15-204.26/

{(r) Plant Prectection Costs, LT5-204_.ZJ_—/ '

TAB A




\

(s) Professional Service Costs - Legal, Accounting, Engineering
and Other. /15-204.29/.

(t} Recruiting Costs. /15-204.32/

(u) Rental Costs (Including Sale and Leaseback of Faciiities).
715-204, 33/ -

(v) Research and Development Costs, 1—15=204. 3&7

(w) Royalties and Other Costs for Use of Patents. _/__15-204. 351_7

{x)- -Service-and Installation Gostss /15-204.36/ (deleted)

(x) Severance Pay. LT5-204. 37_7

(y) Special Tooling Costs. _/_—15-204. 3§_/-

(z) Taxes. /15-204.397

(aa) Trade, Business, Technical, and Professional Activity Costs,
/15-204.40/

(bb) Training Costs. /15-204.41/

(cc) Transportation Costs. 1_15-204.4_2_7

(dd) Travel Costs. /15-204.43/

(ee) General. 1_155204.227

15-204.3 Unallowable Costs.

(2) Bad Debts. /15-204.2/

(b) Contingency Reserves. _/__15-204.17

(c) Entertainment Costs, _/.-i5-204.ll—

(d) Excess Facility Costs. /15-204.12/

‘g



(e) Fines and Penalties. /15-204.13/

(f) Interest and Other Financial Costs. /15-204,16/

(g) Losses on Other Contracts, i_15-204.118—

(h) Organization Costs. /15-204,22/

: (i) Precontract Costs. '_/__15-204.2_8_7

(j) Profits and Losses on Disposition of Plant, Equipment, or
Other Capital Assets, /15-204, 30/

(k) Reconversion Costs. 1—15-204, 317




APR 2

MEMORANDUM FOR THE CHAIRMAN, ASPR COMMITTEE
SUBJECT: Case ﬁé-hh, Revision of Section XV, Contract Cost Principles
Separate Report of the Army and Air Force members,
Editing Subcommittee

1. The Amy and Adr Force members of the Editing Subcommi. ttee
understood that the Editing Subcommittee's report of March 9, 1956
was returned to that Subcommittee solely to sesolve, with the Section
v Subcomhittee, any substantive differences between that report and
the materials approved by the ASPR Cormittee in December 1955. On the
contrary, a great part of the time of the two Subcommittees in the past
two weeks has been devoted to consideration of entirely new substantive
concqpts 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 ueeks necessary to
conform the edited draft substantiveky to the draft approved by the ASPR
Committee, ard 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 Cormittee members from the Departments in
whichAthe concepts originated; they are not able to recommend approval
of the materials now being submitted to the ASPR Committee. |

2. As examples, attention is directed to the paragrephs lilted
beloc;
| a. 15-200 hds been revised to exclude supply gontracts with
contractors not having commercial type accounting systems, and to exclude

clauses in supply or service contracts providing for the acquisition of
facilities.
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| b 15-203 .c) has been revised by adding =} first and third
8sentences. The first aentémde defines 'ibase\éeriod.!' The third sentence
vas added to preclude the idea that all indirect costs allocable to a

contract which ran for several years had to be_charged to one selected

fiscal year.

'c; 15;-203.5 has been revised to include the "input cost method"
as a yardstick for d’eterxﬁining whether the contractort!s method of distfibub—
ing geﬁerai and administrative costs is equitable and has deieted direcﬁ
reference to inveﬂtorﬁr variations.

d. 15-204.2(£)(2) as approved by ASPR and as originally edited
provided that depreciation should be "based upon original acquisitioh
costs®  As now changed the paragraph 1gn§res acquisition cost and bases

depreciation on whatever base is used foz'-'Federal income tax purposes.

‘Read in conjunction with 15-20L.3(j) this paragraph originally required

‘that the contractor ignore, for Government contract cost purposes, both

profits and losses on .trade-ins. In addition, application of ﬁhis para-

gaph (£)(2) as now revised to tax-exempt corporations which have commercial

.'type accounting systems, will be difficult.

e. 15-204.2(f)(5) bas been changed to prohibdit use charges on
assets acqﬁired without cost t;o the-contractor. | v

£. 15-20L.2(n)(5) which did require that inventory discrepancies
be included in arriving at “the éqst of material® now requires that they

* be included in arriving at "the cost of performance,"

ge 15-20L.2(u)(2) is an entirely new paragraph limiting the
rentﬁl.s which may be charged between plants, divisionms, pi' orgenizations

under common control.



h. 15-20k. 7)(3) has been changed to requi. -*disclpsure to the
Government of the purposes and results of related research and development
for which the contractor is reimbursed in whole or in part by the Govern-
ment.. | ‘

1, 15-204.2(aa)(1) has been limited to the costs of the con-
tractor's membership in organizations, as distinguishsd from the costs pf..
membership of coatractur employees.

Jo  15-20L4.2(bb) has been changed to limit on-the-job training
conducted by educational institutions to part-time training, and to require
Departméntal implementation before traini;xg in educational institutions can
be provided for in a contract. -

ke 15-20Le3(d) has been changed to:

(1) disallcw costs of repairing idle and excess facilities;
(2) 1limit the provision to contractor-owned facilities; and
(3) clarify the assumed meaning of "standby purposes.®

1. 15-204.3(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 “:easohableness" 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 Subcommittee that
the doctrine of "reasonableness" expressed in 15-201.2 permits only
questioning the rea;sonableness of the price paid as compared to wha"b the
contractor got but does not permit.b questioning the reasonableness of the
contractor's incurring the cost in the first place. Possibly this limited
inierpretation of "“reasonableness" 1; due to the school of thought which
considers Part 2 of Séct_ion XV to be an audit manual.
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4. The Army aid Mr Force members of the Editi.g Subcommi ttee
recormend 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 Subéonmitt;ee, subject only to recoénition

that the submission has been edited.

Lt. Col. Charles W, Wilkinson John W. Perry
Army Menmber ’ . Air Force Member

Editing Subcommittee : Editing Subcommittez
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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
Subcommittiee. 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 consideration 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 sirongly recommended that it receive, sub-
stantial ed1t1ng After certain revisions by the ASPR Commitiee, 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 becamesapparent,
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 deli