
441 

CASB, OFPP, OMB 9904.417–30 

$50,000 of any fire loss will be borne by 
the contractor. Because the risk of loss 
is dispersed among many physical 
units of property and the average po-
tential loss per unit is relatively low, 
the actual losses in any period may be 
expected not to differ significantly 
from the projected average loss. There-
fore, the contractor intends to let the 
actual losses represent the projected 
average loss for this exposure to risk. 
Property with an actual cash value of 
$80,000 is destroyed in a fire. The con-
tractor charges the $50,000 of the loss 
not covered by the policy to insurance 
costs for contract costing purposes. 
The practice complies with the require-
ment of 9904.416–50(a)(2). However, had 
the contractor’s plan been to make a 
self-insurance charge for such losses, 
then any difference between the self-in-
surance charge and actual losses in 
that cost accounting period would not 
have been allocable as an insurance 
cost. 

(g) Contractor G is preparing to enter 
into a Government contract to produce 
explosive devices. The contractor is un-
able to purchase adequate insurance 
protection and must act as a self-in-
surer. There is a significant possibility 
of a major loss, against which the Gov-
ernment will not undertake to indem-
nify the contractor. The contractor, 
therefore, intends to make a self-insur-
ance charge for this exposure to risk. 
The contractor may, in accordance 
with 9904.416–50(a)(2)(i), use data ob-
tained from other contractors or any 
other reasonable method of estimating 
the projected average loss in order to 
determine the self-insurance charge. 

(h) Contractor H purchases liability 
insurance for all of its motor vehicles 
in a single, company-wide policy which 
contains a $50,000 deductible provision. 
However, the company’s management 
policy provides that when a loss is in-
curred in a segment, only the first 
$5,000 of the loss will be charged to the 
segment; the balance of the loss will be 
absorbed at the home-office level and 
reallocated among all segments. Be-
cause the risk of loss is dispersed 
among many physical units and the 
maximum potential loss per occurrence 
is limited, the actual losses in any cost 
accounting period may be expected not 
to differ significantly from the pro-

jected average loss. Therefore, the con-
tractor intends to let the actual losses 
represent the projected average loss for 
this exposure to risk. An analysis of 
the loss experience shows that many 
past losses exceeded $5,000. Contractor 
H’s practice of allocating the loss in 
excess of $5,000 to the home office is a 
violation of 9904.416–50(b)(1). The limit 
of $5,000 cannot realistically be consid-
ered a measure of a ‘‘catastrophic’’ loss 
when losses frequently exceed this 
amount, and the use of a limit this low 
would obscure segment loss experience. 

9904.416–61 Interpretation. [Reserved] 

9904.416–62 Exemption. 
None for this Standard. 

9904.416–63 Effective date. 
This Standard is effective as of April 

17, 1992. Contractors with prior CAS- 
covered contracts with full coverage 
shall continue this Standard’s applica-
bility upon receipt of a contract to 
which this Standard is applicable. For 
contractors with no previous contracts 
subject to this Standard, this Standard 
shall be applied beginning with the 
contractor’s next full fiscal year begin-
ning after the receipt of a contract to 
which this Standard is applicable. 

9904.417 Cost of money as an element 
of the cost of capital assets under 
construction. 

9904.417–10 [Reserved] 

9904.417–20 Purpose. 
The purpose of this Cost Accounting 

Standard is to establish criteria for the 
measurement of the cost of money at-
tributable to capital assets under con-
struction, fabrication, or development 
as an element of the cost of those as-
sets. Consistent application of these 
criteria will improve cost measure-
ment by providing for recognition of 
cost of contractor investment in assets 
under construction, and will provide 
greater uniformity in accounting for 
asset acquisition costs. 

9904.417–30 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 
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meanings ascribed to them in those 
definitions unless paragraph (b) of this 
subsection requires otherwise. 

(1) Intangible capital asset means an 
asset that has no physical substance, 
has more than minimal value, and is 
expected to be held by an enterprise for 
continued use or possession beyond the 
current accounting period for the bene-
fits it yields. 

(2) Tangible capital asset means an 
asset that has physical substance, 
more than minimal value, and is ex-
pected to be held by an enterprise for 
continued use of possession beyond the 
current accounting period for the serv-
ices it yields. 

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

9904.417–40 Fundamental require-
ment. 

The cost of money applicable to the 
investment in tangible and intangible 
capital assets being constructed, fab-
ricated, or developed for a contractor’s 
own use shall be included in the cap-
italized acquisition cost of such assets. 

9904.417–50 Techniques for applica-
tion. 

(a) The cost of money for an asset 
shall be calculated as follows: 

(1) The cost of money rate used shall 
be based on interest rates determined 
by the Secretary of the Treasury pur-
suant to Public Law 92–41 (85 stat. 97). 

(2) A representative investment 
amount shall be determined each cost 
accounting period for each capital 
asset being constructed, fabricated, or 
developed giving appropriate consider-
ation to the rate at which costs of con-
struction are incurred. 

(3) Other methods for calculating the 
cost of money to be capitalized, such as 
the method used for financial account-
ing and reporting, may be used, pro-
vided the resulting amount does not 
differ materially from the amount cal-
culated by use of paragraphs (a) (1) and 
(2) of this subsection. 

(b) If substantially all the activities 
necessary to get the asset ready for its 
intended use are discontinued, cost of 
money shall not be capitalized for the 
period of discontinuance. However, if 

such discontinuance arises out of 
causes beyond the control and without 
the fault or negligence of the con-
tractor, cessation of cost of money cap-
italization is not required. 

9904.417–60 Illustrations. 

(a) A contractor decided to build a 
major addition to this plant using both 
his own labor and outside subcontrac-
tors. It took 13 months to complete the 
building. The first 10 months of the 
construction period were in one cost 
accounting period. At the end of the 
cost accounting period the total 
charges, including cost of money com-
puted in accordance with 9904.414, accu-
mulated in the construction-in- 
progress account for this project 
amounted to $750,000. However, most of 
these construction costs were incurred 
towards the end of the cost accounting 
period. In developing a method for de-
termining a representative investment 
amount, appropriate consideration 
must be given to the rate at which 
costs have been incurred in accordance 
with 9904.417–50(a)(2). Therefore, the 
contractor averaged the 10 month-end 
balances and determined that the aver-
age investment in the project was 
$245,000. Two cost of money rates were 
in effect during the 10-month period; 
their time-weighted average was deter-
mined to be 8.6 percent. Application of 
the 8.6 percent rate for ten-twelfths of 
a year to the representative balance of 
$245,000 resulted in the determination 
that $17,558 should be added to the con-
struction-in-progress account in rec-
ognition of the cost of money related 
to this project in its first cost account-
ing period. The project was completed 
with the addition of $750,000 of addi-
tional costs during the first 3 months 
of the subsequent cost accounting pe-
riod. The contractor considered the 3 
month-end balances (which included 
the $17,558 capitalized cost of money 
described in the preceding paragraph) 
and determined that the representative 
balance was $1,234,000. The cost of 
money rate in effect during this 3- 
month period was 7.75 percent. Apply-
ing the rate of 7.75 percent for one- 
fourth of a year to the balance of 
$1,234,000 resulted in a determination 
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