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that $23,909 should be added to the con-
struction-in-progress account in rec-
ognition of the cost of money while 
under construction in the second cost 
accounting period. The capitalized 
project was put into service at the rec-
ognized cost of acquisition of $1,541,467 
which consists of the ‘‘regular’’ costs of 
$1,500,000 plus $17,558 and $23,909 cost of 
money. This practice is in accordance 
with 9904.417–50(a) and other applicable 
provisions of the Standard. 

NOTE: An alternative technique would be 
to make separate calculations, using an ap-
propriate investment amount and cost of 
money rate, for each month. The sum of the 
monthly cost of money amounts could be en-
tered in the construction-in-progress ac-
count once each cost accounting period. 

(b) A contractor built a major addi-
tion with identical basic data to those 
described in 9904.417–60(a) except that 
the costs were incurred at a fairly uni-
form rate throughout the period. Be-
cause of the pattern of cost incurrence, 
the contractor used beginning and end-
ing balances of the cost accounting pe-
riod to find the representative 
amounts. For the first cost accounting 
period the representative investment 
amount was the average of the begin-
ning and ending balances (zero and 
$750,000), or $375,000. Application of the 
average interest rate of 8.6 percent for 
ten-twelfths of a year resulted in the 
determination that $26,875 should be 
added to the construction-in-progress 
account in recognition of the cost of 
money related to this project in its 
first cost accounting period. During 
the subsequent 3 months the con-
tractor used the representative balance 
of $1,151,875, derived by averaging the 
beginning balance of $776,875 ($750,000 
‘‘regular’’ cost plus the $26,875 imputed 
cost from the prior period) and the bal-
ance at the end, $1,526,875. Applying the 
7.75 percent cost of money rate to this 
balance for a 3-month period resulted 
in a determination that $22,317 should 
be added to the construction-in- 
progress account in recognition of the 
cost of money while under construction 
in the second cost accounting period. 
The capitalized project was put into 
service at the recognized cost of acqui-
sition of $1,549,192 which consists of the 
‘‘regular’’ costs of $1,500,000 plus $26,875 
and $22,317 imputed cost of money. This 

practice is in accordance with 9904.417– 
50(a) and other applicable provisions of 
the Standard. 

NOTE: If this contractor, acting in accord-
ance with established Standards for financial 
accounting, allocated a portion of its paid in-
terest expense to this construction project 
and the resultant acquisition cost for finan-
cial reporting purposes was not materially 
different from $1,549,192, the contractor 
could, in accordance with 9904.417–50(a)(iii), 
use the same acquisition cost for contract 
costing purposes. 

[57 FR 14153, Apr. 17, 1992; 57 FR 34081, Aug. 
3, 1992] 

9904.417–61 Interpretation. [Reserved] 

9904.417–62 Exemption. 
None for this Standard. 

9904.417–63 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. 

9904.418 Allocation of direct and indi-
rect costs. 

9904.418–10 [Reserved] 

9904.418–20 Purpose. 
The purpose of this Cost Accounting 

Standard is to provide for consistent 
determination of direct and indirect 
costs; to provide criteria for the accu-
mulation of indirect costs, including 
service center and overhead costs, in 
indirect cost pools; and, to provide 
guidance relating to the selection of al-
location measures based on the bene-
ficial or causal relationship between an 
indirect cost pool and cost objectives. 
Consistent application of these criteria 
and guidance will improve classifica-
tion of costs as direct and indirect and 
the allocation of indirect costs. 

9904.418–30 Definitions. 
(a) The following are definitions of 

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

(1) Allocate means to assign an item 
of cost, or a group of items of cost, to 
one or more cost objectives. This term 
includes both direct assignment of cost 
and the reassignment of a share from 
an indirect cost pool. 

(2) Direct cost means any cost which 
is identified specifically with a par-
ticular final cost objective. Direct 
costs are not limited to items which 
are incorporated in the end product as 
material or labor. Costs identified spe-
cifically with a contract are direct 
costs of that contract. All costs identi-
fied specifically with other final cost 
objectives of the contractor are direct 
costs of those cost objectives. 

(3) Indirect cost means any cost not 
directly identified with a single final 
cost objective, but identified with two 
or more final cost objectives or with at 
least one intermediate cost objective. 

(4) Indirect cost pool means a grouping 
of incurred costs identified with two or 
more cost objectives but not identified 
specifically with any final cost objec-
tive. 

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

9904.418–40 Fundamental require-
ments. 

(a) A business unit shall have a writ-
ten statement of accounting policies 
and practices for classifying costs as 
direct or indirect which shall be con-
sistently applied. 

(b) Indirect costs shall be accumu-
lated in indirect cost pools which are 
homogeneous. 

(c) Pooled costs shall be allocated to 
cost objectives in reasonable propor-
tion to the beneficial or causal rela-
tionship of the pooled costs to cost ob-
jectives as follows: 

(1) If a material amount of the costs 
included in a cost pool are costs of 
management or supervision of activi-
ties involving direct labor or direct 
material costs, resource consumption 
cannot be specifically identified with 
cost objectives. In that circumstance, a 

base shall be used which is representa-
tive of the activity being managed or 
supervised. 

(2) If the cost pool does not contain a 
material amount of the costs of man-
agement or supervision of activities in-
volving direct labor or direct material 
costs, resource consumption can be 
specifically identified with cost objec-
tives. The pooled cost shall be allo-
cated based on the specific identifi-
ability of resource consumption with 
cost objectives by means of one of the 
following allocation bases: 

(i) A resource consumption measure, 
(ii) An output measure, or 
(iii) A surrogate that is representa-

tive of resources consumed. 
The base shall be selected in accord-
ance with the criteria set out in 
9904.418–50(e). 

(d) To the extent that any cost allo-
cations are required by the provisions 
of other Cost Accounting Standards, 
such allocations are not subject to the 
provisions of this Standard. 

(e) This Standard does not cover ac-
counting for the costs of special facili-
ties where such costs are accounted for 
in separate indirect cost pools. 

9904.418–50 Techniques for applica-
tion. 

(a) Determination of direct cost and in-
direct cost. (1) The business unit’s writ-
ten policy classifying costs as direct or 
indirect shall be in conformity with 
the requirements of this Standard. 

(2) In accounting for direct costs a 
business unit shall use actual costs, ex-
cept that— 

(i) Standard costs for material and 
labor may be used as provided in 
9904.407; or 

(ii) An average cost or pre-estab-
lished rate for labor may be used pro-
vided that: 

(A) The functions performed are not 
materially disparate and employees in-
volved are interchangeable with re-
spect to the functions performed, or 

(B) The functions performed are ma-
terially disparate but the employees 
involved either all work in a single pro-
duction unit yielding homogeneous 
outputs, or perform their respective 
functions as an integral team. 
Whenever average cost or pre-estab-
lished rates for labor are used, the 
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