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costs. In all other cases, the directly 
associated costs, if material in amount, 
must be purged from the cost pool as 
unallowable costs. 

(e)(1) In determining the materiality 
of a directly associated cost, consider-
ation should be given to the signifi-
cance of (i) the actual dollar amount, 
(ii) the cumulative effect of all directly 
associated costs in a cost pool, and (iii) 
the ultimate effect on the cost of Gov-
ernment contracts. 

(2) Salary expenses of employees who 
participate in activities that generate 
unallowable costs shall be treated as 
directly associated costs to the extent 
of the time spent on the proscribed ac-
tivity, provided the costs are material 
in accordance with subparagraph (e)(1) 
above (except when such salary ex-
penses are, themselves, unallowable). 
The time spent in proscribed activities 
should be compared to total time spent 
on company activities to determine if 
the costs are material. Time spent by 
employees outside the normal working 
hours should not be considered except 
when it is evident that an employee en-
gages so frequently in company activi-
ties during periods outside normal 
working hours as to indicate that such 
activities are a part of the employee’s 
regular duties. 

(3) When a selected item of cost 
under 31.205 provides that directly as-
sociated costs be unallowable, such di-
rectly associated costs are unallowable 
only if determined to be material in 
amount in accordance with the criteria 
provided in paragraphs (e)(1) and (e)(2) 
of this subsection, except in those situ-
ations where allowance of any of the 
directly associated costs involved 
would be considered to be contrary to 
public policy. 

[48 FR 42301, Sept. 19, 1983, as amended at 59 
FR 67045, Dec. 28, 1994; 70 FR 57466, Sept. 30, 
2005; 70 FR 69100, Nov. 14, 2005] 

31.201–7 Construction and architect- 
engineer contracts. 

Specific principles and procedures for 
evaluating and determining costs in 
connection with contracts and sub-
contracts for construction, and archi-
tect-engineer contracts related to con-
struction projects, are in 31.105. The 
applicability of these principles and 

procedures is set forth in 31.000 and 
31.100. 

31.202 Direct costs. 
(a) No final cost objective shall have 

allocated to it as a direct cost any 
cost, if other costs incurred for the 
same purpose in like circumstances 
have been included in any indirect cost 
pool to be allocated to that or any 
other final cost objective. Direct costs 
of the contract shall be charged di-
rectly to the contract. All costs specifi-
cally identified with other final cost 
objectives of the contractor are direct 
costs of those cost objectives and are 
not to be charged to the contract di-
rectly or indirectly. 

(b) For reasons of practicality, the 
contractor may treat any direct cost of 
a minor dollar amount as an indirect 
cost if the accounting treatment— 

(1) Is consistently applied to all final 
cost objectives; and 

(2) Produces substantially the same 
results as treating the cost as a direct 
cost. 

[69 FR 17767, Apr. 5, 2004] 

31.203 Indirect costs. 
(a) For contracts subject to full CAS 

coverage, allocation of indirect costs 
shall be based on the applicable provi-
sions. For all other contracts, the ap-
plicable CAS provisions in paragraphs 
(b) through (h) of this section apply. 

(b) After direct costs have been deter-
mined and charged directly to the con-
tract or other work, indirect costs are 
those remaining to be allocated to in-
termediate or two or more final cost 
objectives. No final cost objective shall 
have allocated to it as an indirect cost 
any cost, if other costs incurred for the 
same purpose, in like circumstances, 
have been included as a direct cost of 
that or any other final cost objective. 

(c) The contractor shall accumulate 
indirect costs by logical cost groupings 
with due consideration of the reasons 
for incurring such costs. The con-
tractor shall determine each grouping 
so as to permit use of an allocation 
base that is common to all cost objec-
tives to which the grouping is to be al-
located. The base selected shall allo-
cate the grouping on the basis of the 
benefits accruing to intermediate and 
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final cost objectives. When substan-
tially the same results can be achieved 
through less precise methods, the num-
ber and composition of cost groupings 
should be governed by practical consid-
erations and should not unduly com-
plicate the allocation. 

(d) Once an appropriate base for allo-
cating indirect costs has been accepted, 
the contractor shall not fragment the 
base by removing individual elements. 
All items properly includable in an in-
direct cost base shall bear a pro rata 
share of indirect costs irrespective of 
their acceptance as Government con-
tract costs. For example, when a cost 
input base is used for the allocation of 
G&A costs, the contractor shall include 
in the base all items that would prop-
erly be part of the cost input base, 
whether allowable or unallowable, and 
these items shall bear their pro rata 
share of G&A costs. 

(e) The method of allocating indirect 
costs may require revision when there 
is a significant change in the nature of 
the business, the extent of subcon-
tracting, fixed-asset improvement pro-
grams, inventories, the volume of sales 
and production, manufacturing proc-
esses, the contractor’s products, or 
other relevant circumstances. 

(f) Separate cost groupings for costs 
allocable to offsite locations may be 
necessary to permit equitable distribu-
tion of costs on the basis of the bene-
fits accruing to the several cost objec-
tives. 

(g) A base period for allocating indi-
rect costs is the cost accounting period 
during which such costs are incurred 
and accumulated for allocation to work 
performed in that period. 

(1) For contracts subject to full or 
modified CAS coverage, the contractor 
shall follow the criteria and guidance 
in 48 CFR 9904.406 for selecting the cost 
accounting periods to be used in allo-
cating indirect costs. 

(2) For contracts other than those 
subject to paragraph (g)(1) of this sec-
tion, the base period for allocating in-
direct costs shall be the contractor’s 
fiscal year used for financial reporting 
purposes in accordance with generally 
accepted accounting principles. The 
fiscal year will normally be 12 months, 
but a different period may be appro-
priate (e.g., when a change in fiscal 

year occurs due to a business combina-
tion or other circumstances). 

(h) Special care should be exercised 
in applying the principles of para-
graphs (c), (d), and (e) of this section 
when Government-owned contractor- 
operated (GOCO) plants are involved. 
The distribution of corporate, division 
or branch office G&A expenses to such 
plants operating with little or no de-
pendence on corporate administrative 
activities may require more precise 
cost groupings, detailed accounts 
screening, and carefully developed dis-
tribution bases. 

(i) Indirect costs that meet the defi-
nition of ‘‘excessive pass-through 
charge’’ in 52.215–23, are unallowable. 

[69 FR 17767, Apr. 5, 2004, as amended at 74 
FR 52855, Oct. 14, 2009] 

31.204 Application of principles and 
procedures. 

(a) Costs are allowable to the extent 
they are reasonable, allocable, and de-
termined to be allowable under 31.201, 
31.202, 31.203, and 31.205. These criteria 
apply to all of the selected items that 
follow, even if particular guidance is 
provided for certain items for emphasis 
or clarity. 

(b)(1) For the following subcontract 
types, costs incurred as reimburse-
ments or payments to a subcontractor 
are allowable to the extent the reim-
bursements or payments are for costs 
incurred by the subcontractor that are 
consistent with this part: 

(i) Cost-reimbursement. 
(ii) Fixed-price incentive. 
(iii) Price redeterminable (i.e., fixed- 

price contracts with prospective price 
redetermination and fixed-ceiling-price 
contracts with retroactive price rede-
termination). 

(2) The requirements of paragraph 
(b)(1) of this section apply to any tier 
above the first firm-fixed-price sub-
contract or fixed-price subcontract 
with economic price adjustment provi-
sions. 

(c) Costs incurred as payments under 
firm-fixed-price subcontracts or fixed- 
price subcontracts with economic price 
adjustment provisions or modifications 
thereto, for which subcontract cost 
analysis was performed are allowable if 
the price was negotiated in accordance 
with 31.102. 
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