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(c) Contractors with prior CAS-cov-
ered contracts with full coverage shall 
continue to follow Standard 9904.415 in 
effect prior to June 2, 2008 until this 
Standard, effective June 2, 2008, be-
comes applicable following receipt of a 
contract or subcontract to which this 
revised Standard applies. 

(d) For contractors and subcontrac-
tors that have established advance 
agreements prior to June 2, 2008 re-
garding the recognition of the costs of 
existing ESOPs, the awarding agency 
and contractor shall comply with the 
provisions of such advance agree-
ment(s) for these existing ESOPs, re-
gardless of whether the ESOP was pre-
viously subject to CAS 412 or 415. These 
advance agreements may be modified, 
by mutual agreement, to incorporate 
the requirements effective on June 2, 
2008. 

[73 FR 23966, May 1, 2008] 

9904.416 Accounting for insurance 
costs. 

9904.416–10 [Reserved] 

9904.416–20 Purpose. 
The purpose of this standard is to 

provide criteria for the measurement 
of insurance costs, the assignment of 
such costs to cost accounting periods, 
and their allocation to cost objectives. 
The application of these criteria should 
increase the probability that insurance 
costs are allocated to cost objectives in 
a uniform and consistent manner. 

9904.416–30 Definitions. 
(a) The following are definitions of 

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

(1) Actual cash value means the cost 
of replacing damaged property with 
other property of like kind and quality 
in the physical condition of the prop-
erty immediately prior to the damage. 

(2) Insurance administration expenses 
means the contractor’s costs of admin-
istering an insurance program, e.g., the 
costs of operating an insurance or risk- 
management department, processing 
claims, actuarial fees, and service fee 

paid to insurance companies, trustees, 
or technical consultants. 

(3) Projected average loss means the es-
timated long-term average loss per pe-
riod for periods of comparable exposure 
to risk of loss. 

(4) Self-insurance means the assump-
tion or retention of the risk or loss by 
the contractor, whether voluntarily or 
involuntarily. Self-insurance includes 
the deductible portion of purchased in-
surance. 

(5) Self-insurance charge means a cost 
which represents the projected average 
loss under a self-insurance plan. 

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

9904.416–40 Fundamental require-
ment. 

(a) The amount of insurance cost to 
be assigned to a cost accounting period 
is the projected average loss for that 
period plus insurance administration 
expenses in that period. 

(b) The allocation of insurance costs 
to cost objectives shall be based on the 
beneficial or casual relationship be-
tween the insurance costs and the ben-
efiting or causing cost objectives. 

9904.416–50 Techniques for applica-
tion. 

(a) Measurement of projected average 
loss. (1) For exposure to risk of loss 
which is covered by the purchase of in-
surance or by payments to a trusteed 
fund, the premium or payment, ad-
justed in accordance with the following 
criteria, shall represent the projected 
average loss: 

(i) The premium cost applicable to a 
given policy term shall be assigned pro 
rata among the cost accounting periods 
covered by the policy term, except as 
provided in subdivisions (a)(1) (ii) 
through (vi) of this subsection. A re-
fund, dividend or additional assessment 
shall become an adjustment to the pro 
rata premium costs for the earliest 
cost accounting period in which the re-
fund or dividend is actually or con-
structively received or in which the ad-
ditional assessment is payable. 

(ii) Where insurance is purchased spe-
cifically for, and directly allocated to, 
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a single final cost objective, the pre-
mium need not be prorated among cost 
accounting periods. 

(iii) Any part of a premium or pay-
ment to an insurer or trustee, or any 
part of a dividend or premium refund 
retained by an insurer or trustee which 
would be includable as a deposit in pub-
lished financial statements prepared in 
accordance with generally accepted ac-
counting principles shall be accounted 
for as a deposit for the purpose of de-
termining insurance costs. 

(iv) Any part of a premium or pay-
ment to an insurer or to a trustee, or 
any part of a dividend or premium re-
fund retained by an insurer, for inclu-
sion in a reserve or fund established 
and maintained on behalf of the in-
sured or the policyholder or trustor, 
shall be accounted for as a deposit un-
less the following conditions are met: 

(A) The objectives of the reserve or 
fund are clearly stated in writing. 

(B) Measurement of the amount re-
quired for the reserve or fund is actu-
arially determined and is consistent 
with the objectives of the reserve or 
fund. 

(C) Payments and additions to the re-
serve or fund are made in a systematic 
and consistent manner. 

(D) If payments to accomplish the 
stated objectives of the reserve or fund 
are made from a source other than the 
reserve or fund, the payments into the 
reserve or fund are reduced accord-
ingly. 

(v) If an objective of an insurance 
program is to prefund insurance cov-
erage on retired persons, then, in addi-
tion to the requirements imposed by 
subdivision (a)(1)(iv) of this subsection, 
the: 

(A) Payments must be made to an in-
surer or trustee to establish and main-
tain a fund or reserve for that purpose; 

(B) Policyholder or trustor must 
have no right of recapture of the re-
serve or fund so long as any active or 
retired participant in the program re-
mains alive, unless the interests of 
such remaining participants are satis-
fied through adequate reinsurance or 
otherwise; and 

(C) Amount added to the reserve or 
fund in any cost accounting period 
must not be greater than an amount 
which would be required to apportion 

the cost of the insurance coverage fair-
ly over the working lives of the active 
employees in the plan. If a contractor 
establishes a terminal-funded plan for 
retired persons or converts from a pay- 
as-you-go plan to a terminal-funded 
plan, the actuarial present value of 
benefits applicable to employees al-
ready retired shall be amortized over a 
period of 15 years. 

(vi) The contractor may adopt and 
consistently follow a practice of deter-
mining insurance costs based on the es-
timated premium and assessments net 
of estimated refunds and dividends. If 
this practice is adopted, then any dif-
ference between an estimated and ac-
tual refund, dividend, or assessment 
shall become an adjustment to the pro 
rata net premium costs for the earliest 
cost accounting period in which the re-
fund or dividend is actually or con-
structively received or in which the ad-
ditional assessment is payable. 

(2) For exposure to risk of loss which 
is not covered by the purchase of insur-
ance or by payments to a trusteed 
fund, the contractor shall follow a pro-
gram of self-insurance accounting ac-
cording to the following criteria: 

(i) Except as provided in subdivisions 
(a)(2)(ii) and (iii) of this subsection, ac-
tual losses shall not become a part of 
insurance costs. Instead, the con-
tractor shall make a self-insurance 
charge for each period for each type of 
self-insured risk which shall represent 
the projected average loss for that pe-
riod. If insurance could be purchased 
against the self-insured risk, the cost 
of such insurance may be used as an es-
timate of the projected average loss; if 
this method is used, the self-insurance 
charge plus insurance administration 
expenses may be equal to, but shall not 
exceed, the cost of comparable pur-
chased insurance plus the associated 
insurance administration expenses. 
However, the contractor’s actual loss 
experience shall be evaluated regu-
larly, and self-insurance charges for 
subsequent periods shall reflect such 
experience in the same manner as 
would purchased insurance. If insur-
ance could not be purchased against 
the self-insured risk, the amount of the 
self-insurance charge for each period 
shall be based on the contractor’s expe-
rience, relevant industry experience, 
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and anticipated conditions in accord-
ance with accepted actuarial prin-
ciples. 

(ii) Where it is probable that the ac-
tual amount of losses which will occur 
in a cost accounting period will not dif-
fer significantly from the projected av-
erage loss for that period, the actual 
amount of losses in that period may be 
considered to represent the projected 
average loss for that period in lieu of a 
self-insurance charge. 

(iii) Under self-insurance programs 
for retired persons, only actual losses 
shall be considered to represent the 
projected average loss unless a reserve 
or fund is established in accordance 
with 9904.416–50(a)(1)(v). 

(iv) The self-insurance charge shall 
be determined in a manner which will 
give appropriate recognition to any in-
demnification agreement which exists 
between the contracting parties. 

(3) In measuring actual losses under 
subparagraph (a)(2) of this subsection: 

(i) The amount of a loss shall be 
measured by: 

(A) The actual cash value of property 
destroyed, 

(B) Amounts paid or accrued to re-
pair damage, 

(C) Amounts paid or accrued to es-
tates and beneficiaries, and 

(D) Amounts paid or accrued to com-
pensate claimants, including subroga-
tion. 
Where the amount of a loss which is 
represented by a liability to a third 
party is uncertain, the estimate of the 
loss shall be the amount which would 
be includable as an accrued liability in 
financial statements prepared in ac-
cordance with generally accepted ac-
counting principles. 

(ii) If a loss has been incurred and the 
amount of the liability to a claimant is 
fixed or reasonably certain, but actual 
payment of the liability will not take 
place for more than 1 year after the 
loss is incurred, the amount of the loss 
to be recognized currently shall be the 
present value of the future payments, 
determined by using a discount rate 
equal to the interest rate as deter-
mined by the Secretary of the Treasury 
pursuant to Public Law 92–41, 85 stat. 
97 in effect at the time the loss is rec-
ognized. Alternatively, where settle-
ment will consist of a series of pay-

ments over an indefinite time period, 
as in workmen’s compensation, the 
contractor may follow a consistent pol-
icy of recognizing only the actual 
amounts paid in the period of payment. 

(4) The contractor may elect to rec-
ognize immaterial amounts of self-in-
sured losses or insurance administra-
tion expenses as part of other expense 
categories rather than as ‘‘insurance 
costs.’’ 

(b) Allocation of insurance costs. (1) 
Where actual losses are recognized as 
an estimate of the projected average 
loss, in accordance with 9904.416– 
50(a)(2), or where actual loss experience 
is determined for the purpose of devel-
oping self-insurance charges by seg-
ment, a loss which is incurred in a 
given segment shall be identified with 
that segment. However, if the contrac-
tor’s home office is, in effect, a rein-
surer of its segments against cata-
strophic losses, a portion of such cata-
strophic losses shall be allocated to, or 
identified with, the home office. 

(2) Insurance costs shall be allocated 
on the basis of the factors used to de-
termine the premium, assessment, re-
fund, dividend, or self-insurance 
charge, except that insurance costs in-
curred by a segment or allocated to a 
segment from a home office may be 
combined with costs of other indirect 
cost pools if the resultant allocation to 
each final cost objective is substan-
tially the same as it would have been if 
separately allocated under this provi-
sion. 

(3) Insurance administration ex-
penses which are material in relation 
to total insurance costs shall be allo-
cated on the same basis as the related 
premium costs or self-insurance 
charge. 

(c) Records. The contractor shall 
maintain such records as may be nec-
essary to substantiate the amounts of 
premiums, refunds, dividends, losses, 
and self-insurance charges, paid or ac-
crued, and the measurement and allo-
cation of insurance costs. Memo-
randum records may be used to reflect 
any material differences between in-
surance costs as determined in accord-
ance with this standard and as includ-
able in financial statements prepared 
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in accordance with generally accepted 
accounting principles. 

[57 FR 14153, Apr. 17, 1992; 57 FR 34168, Aug. 
3, 1992] 

9904.416–60 Illustrations. 
(a) Contractor A pays a company- 

wide property and casualty insurance 
premium for the policy term July 1, 
1980, to July 1, 1983, and includes the 
entire amount as cost in its cost ac-
counting period which ended December 
31, 1980. This is a violation of 9904.416– 
50(a)(1)(i) in that only one-sixth of the 
policy term fell within the cost ac-
counting period which ended December 
31, 1980, and therefore only one-sixth of 
the premium should have been included 
in cost in that cost accounting period. 

(b) Contractor B has a retrospec-
tively rated worker’s compensation in-
surance program. The policy term cor-
responds with the contractor’s cost ac-
counting period. Premium refunds are 
normally received and applied in the 
following cost accounting period. The 
contractor’s practice is to include the 
entire gross premium in insurance cost 
in the cost accounting period in which 
it is paid and to credit the refund 
against insurance cost in the cost ac-
counting period in which it is received. 
This practice conforms with 9904.416– 
50(a)(1)(i). The contractor could also, 
under the provisions of 9904.416– 
50(a)(1)(vi), have followed a consistent 
practice of estimating such refunds in 
advance and including the estimated 
net premium in insurance cost. 

(c) Contractor C establishes a self-in-
sured program of life insurance for ac-
tive and retired persons. The con-
tractor pays death benefits directly to 
the beneficiaries of deceased employees 
and includes such payments in insur-
ance costs at the time of payment. 
This practice complies with 9904.416– 
50(a)(2)(iii) which requires that only 
the actual losses be recognized unless a 
trusteed reserve or fund is established 
in accordance with 9904.416–50(a)(1)(v). 

(d) Instead of paying death benefits 
directly, contractor D purchases an-
nual group term life insurance on ac-
tive and retired persons and charges 
the premiums to insurance costs (with 
proper recognition for refunds and divi-
dends). Contractor D’s retired persons 
wish to be protected against possible 

discontinuance of the program. Con-
tractor D, therefore, establishes a 
trusteed fund. As each employee re-
tires, contractor D deposits in the fund 
an amount which is equal to the pre-
mium on a paid-up policy for that em-
ployee, and he advises the trustee that 
the fund is to be used to continue to 
pay premiums on retired persons in the 
event the program is discontinued. The 
contractor also continues to purchase 
group term insurance on both active 
employees and retired persons and 
charges both the premiums and the de-
posits to insurance costs. This practice 
does not comply with 9904.416– 
50(a)(1)(iv)(D) which requires that if 
payments to accomplish the stated ob-
jectives of the reserve or funds are 
made from a source other than the re-
serve or fund, the payments into the 
fund shall be reduced accordingly. 

NOTE: In this instance the contractor could 
comply with the standard by paying from 
the fund that portion of the group term pre-
mium which represented the retired persons 
or by reducing the deposits to the fund by an 
equivalent amount in accordance with 
9904.416–50(a)(1)(iv)(D). This practice would 
also comply with the requirement of 9904.416– 
50(a)(1)(v)(C) that the amount added to the 
fund not be greater than an amount which 
would be required to fairly allocate the cost 
over the working lives of the active employ-
ees in the plan. 

(e) Contractor E wishes to provide as-
surance of his life insurance program 
continuance to both active and retired 
employees. He establishes a trusteed 
fund in accordance with 9904.416– 
50(a)(1) (iv) and (v) and thereafter pays 
into the fund each year for each active 
employee an actuarially determined 
amount which will accumulate to the 
equivalent of the premium on a paid-up 
life insurance policy at retirement. He 
charges the annual payments to insur-
ance costs. Benefits are paid directly 
from the fund (or the fund is used to 
pay the annual premiums on group 
term life insurance for all employees). 
This practice also complies with the 
requirement of 9904.416–50(a)(1)(v)(C) 
that the amount added to the fund not 
be greater than an amount which 
would be required to fairly allocate the 
cost over the working lives of the ac-
tive employees in the plan. 

(f) Contractor F has a fire insurance 
policy which provides that the first 
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