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Federal Acquisition Regulation 31.205–15 

the contractor’s facilities. These serv-
ices include— 

(i) Operating or furnishing facilities 
for cafeterias, dining rooms, canteens, 
lunch wagons, vending machines, living 
accommodations; and 

(ii) Similar types of services. 
(b) Costs of gifts are unallowable. 

(Gifts do not include awards for per-
formance made pursuant to 31.205–6(f) 
or awards made in recognition of em-
ployee achievements pursuant to an es-
tablished contractor plan or policy.) 

(c) Costs of recreation are unallow-
able, except for the costs of employees’ 
participation in company sponsored 
sports teams or employee organiza-
tions designed to improve company 
loyalty, team work, or physical fitness. 

(d)(1) The allowability of food and 
dormitory losses are determined by the 
following factors: 

(i) Losses from operating food and 
dormitory services are allowable only 
if the contractor’s objective is to oper-
ate such services on a break-even basis. 

(ii) Losses sustained because food 
services or lodging accommodations 
are furnished without charge or at 
prices or rates which obviously would 
not be conducive to the accomplish-
ment of the objective in paragraph 
(d)(1)(i) of this subsection are not al-
lowable, except as described in para-
graph (d)(1)(iii) of this subsection. 

(iii) A loss may be allowed to the ex-
tent that the contractor can dem-
onstrate that unusual circumstances 
exist such that even with efficient 
management, operating the services on 
a break-even basis would require charg-
ing inordinately high prices, or prices 
or rates higher than those charged by 
commercial establishments offering 
the same services in the same geo-
graphical areas. The following are ex-
amples of unusual circumstances: 

(A) The contractor must provide food 
or dormitory services at remote loca-
tions where adequate commercial fa-
cilities are not reasonably available. 

(B) The contractor’s charged (but un-
productive) labor costs would be exces-
sive if the services were not available. 

(C) If cessation or reduction of food 
or dormitory operations will not other-
wise yield net cost savings. 

(2) Costs of food and dormitory serv-
ices shall include an allocable share of 

indirect expenses pertaining to these 
activities. 

(e) When the contractor has an ar-
rangement authorizing an employee as-
sociation to provide or operate a serv-
ice, such as vending machines in the 
contractor’s plant, and retain the prof-
its, such profits shall be treated in the 
same manner as if the contractor were 
providing the service (but see para-
graph (f) of this subsection). 

(f) Contributions by the contractor to 
an employee organization, including 
funds from vending machine receipts or 
similar sources, are allowable only to 
the extent that the contractor dem-
onstrates that an equivalent amount of 
the costs incurred by the employee or-
ganization would be allowable if di-
rectly incurred by the contractor. 

[60 FR 42662, Aug. 16, 1995, as amended at 68 
FR 56688, Oct. 1, 2003] 

31.205–14 Entertainment costs. 
Costs of amusement, diversions, so-

cial activities, and any directly associ-
ated costs such as tickets to shows or 
sports events, meals, lodging, rentals, 
transportation, and gratuities are un-
allowable. Costs made specifically un-
allowable under this cost principle are 
not allowable under any other cost 
principle. Costs of membership in so-
cial, dining, or country clubs or other 
organizations having the same pur-
poses are also unallowable, regardless 
of whether the cost is reported as tax-
able income to the employees. 

[60 FR 42663, Aug. 16, 1995] 

31.205–15 Fines, penalties, and 
mischarging costs. 

(a) Costs of fines and penalties result-
ing from violations of, or failure of the 
contractor to comply with, Federal, 
State, local, or foreign laws and regula-
tions, are unallowable except when in-
curred as a result of compliance with 
specific terms and conditions of the 
contract or written instructions from 
the contracting officer. 

(b) Costs incurred in connection with, 
or related to, the mischarging of costs 
on Government contracts are unallow-
able when the costs are caused by, or 
result from, alteration or destruction 
of records, or other false or improper 
charging or recording of costs. Such 
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costs include those incurred to meas-
ure or otherwise determine the mag-
nitude of the improper charging, and 
costs incurred to remedy or correct the 
mischarging, such as costs to rescreen 
and reconstruct records. 

[51 FR 12301, Apr. 9, 1986, as amended at 54 
FR 13024, Mar. 29, 1989; 55 FR 52793, Dec. 21, 
1990] 

31.205–16 Gains and losses on disposi-
tion or impairment of depreciable 
property or other capital assets. 

(a) Gains and losses from the sale, re-
tirement, or other disposition (but see 
31.205–19) of depreciable property shall 
be included in the year in which they 
occur as credits or charges to the cost 
grouping(s) in which the depreciation 
or amortization applicable to those as-
sets was included (but see paragraph (f) 
of this subsection). However, no gain or 
loss shall be recognized as a result of 
the transfer of assets in a business 
combination (see 31.205–52). 

(b) Notwithstanding the provisions in 
paragraph (c) of this subsection, when 
costs of depreciable property are sub-
ject to the sale and leaseback limita-
tions in 31.205–11(h)(1) or 31.205– 
36(b)(2)— 

(1) The gain or loss is the difference 
between the net amount realized and 
the undepreciated balance of the asset 
on the date the contractor becomes a 
lessee; and 

(2) When the application of (b)(1) of 
this subsection results in a loss— 

(i) The allowable portion of the loss 
is zero if the fair market value exceeds 
the undepreciated balance of the asset 
on the date the contractor becomes a 
lessee; and 

(ii) The allowable portion of the loss 
is limited to the difference between the 
fair market value and the 
undepreciated balance of the asset on 
the date the contractor becomes a les-
see if the fair market value is less than 
the undepreciated balance of the asset 
on the date the contractor becomes a 
lessee. 

(c) Gains and losses on disposition of 
tangible capital assets, including those 
acquired under capital leases (see 
31.205–11(h), shall be considered as ad-
justments of depreciation costs pre-
viously recognized. The gain or loss for 
each asset disposed of is the difference 

between the net amount realized, in-
cluding insurance proceeds from invol-
untary conversions, and its 
undepreciated balance. 

(d) The gain recognized for contract 
costing purposes shall be limited to the 
difference between the acquisition cost 
(or for assets acquired under a capital 
lease, the value at which the leased 
asset is capitalized) of the asset and its 
undepreciated balance (except see para-
graphs (e)(2)(i) or (ii) of this sub-
section). 

(e) Special considerations apply to an 
involuntary conversion which occurs 
when a contractor’s property is de-
stroyed by events over which the owner 
has no control, such as fire, windstorm, 
flood, accident, theft, etc., and an in-
surance award is recovered. The fol-
lowing govern involuntary conversions: 

(1) When there is a cash award and 
the converted asset is not replaced, 
gain or loss shall be recognized in the 
period of disposition. The gain recog-
nized for contract costing purposes 
shall be limited to the difference be-
tween the acquisition cost of the asset 
and its undepreciated balance. 

(2) When the converted asset is re-
placed, the contractor shall either— 

(i) Adjust the depreciable basis of the 
new asset by the amount of the total 
realized gain or loss; or 

(ii) Recognize the gain or loss in the 
period of disposition, in which case the 
Government shall participate to the 
same extent as outlined in paragraph 
(e)(1) of this subsection. 

(f) Gains and losses on the disposition 
of depreciable property shall not be 
recognized as a separate charge or 
credit when— 

(1) Gains and losses are processed 
through the depreciation reserve ac-
count and reflected in the depreciation 
allowable under 31.205–11; or 

(2) The property is exchanged as part 
of the purchase price of a similar item, 
and the gain or loss is taken into con-
sideration in the depreciation cost 
basis of the new item. 

(g) Gains and losses arising from 
mass or extraordinary sales, retire-
ments, or other disposition other than 
through business combinations shall be 
considered on a case-by-case basis. 

(h) Gains and losses of any nature 
arising from the sale or exchange of 
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