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to be incorporated in end items. Provi-
sions are then made for additional di-
rect material costs to cover expected 
material losses such as those which 
occur, for example, when items are 
scrapped, fail to meet specifications, 
are lost, consumed in the manufac-
turing process, or destroyed in testing 
and qualification processes. The cost of 
some or all of such additional direct 
material requirements is often esti-
mated by the application of one or 
more percentage factors to the total 
cost of basic direct material require-
ments or to some other base. 

(c) Questions have arisen as to 
whether the accumulation of direct 
material costs in an undifferentiated 
account where a contractor estimates a 
significant part of such costs by means 
of percentage factors is in compliance 
with 9904.401. The most serious ques-
tions pertain to such percentage fac-
tors which are not supported by the 
contractor with accounting, statis-
tical, or other relevant data from past 
experience, nor by a program to accu-
mulate actual costs for comparison 
with such percentage estimates. The 
accumulation of direct costs in an un-
differentiated account in this cir-
cumstance is a cost accounting prac-
tice which is not consistent with the 
practice of estimating a significant 
part of costs by means of percentage 
factors. This situation is virtually 
identical with that described in Illus-
tration 9904.401–60(b)(5), which deals 
with labor. 

(d) 9904.401 does not, however, pre-
scribe the amount of detail required in 
accumulating and reporting costs. The 
amount of detail required may vary 
considerably depending on the percent-
age factors used, the data presented in 
justification or lack thereof, and the 
significance of each situation. Accord-
ingly, it is neither appropriate nor 
practical to prescribe a single set of ac-
counting practices which would be con-
sistent in all situations with the prac-
tices of estimating direct material 
costs by percentage factors. Therefore, 
the amount of accounting and statis-
tical detail to be required and main-
tained in accounting for this portion of 
direct material costs has been and con-
tinues to be a matter to be decided by 
Government procurement authorities 

on the basis of the individual facts and 
circumstances. 

9904.401–62 Exemption. 

None for this Standard. 

9904.401–63 Effective date. 

This Standard is effective as of April 
17, 1992. 

[57 FR 14153, Apr. 17, 1992; 57 FR 34167, Aug. 
3, 1992] 

9904.402 Cost accounting standard— 
consistency in allocating costs in-
curred for the same purpose. 

9904.402–10 [Reserved] 

9904.402–20 Purpose. 

The purpose of this standard is to re-
quire that each type of cost is allo-
cated only once and on only one basis 
to any contract or other cost objective. 
The criteria for determining the allo-
cation of costs to a product, contract, 
or other cost objective should be the 
same for all similar objectives. Adher-
ence to these cost accounting concepts 
is necessary to guard against the over-
charging of some cost objectives and to 
prevent double counting. Double count-
ing occurs most commonly when cost 
items are allocated directly to a cost 
objective without eliminating like cost 
items from indirect cost pools which 
are allocated to that cost objective. 

9904.402–30 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 
section 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) Cost objective means a function, or-
ganizational subdivision, contract, or 
other work unit for which cost data are 
desired and for which provision is made 
to accumulate and measure the cost to 
processes, products, jobs, capitalized 
projects, etc. 
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(3) 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. 

(4) Final cost objective means a cost 
objective which has allocated to it both 
direct and indirect costs, and in the 
contractor’s accumulation system, is 
one of the final accumulation points. 

(5) 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. 

(6) Indirect cost pool means a grouping 
of incurred costs identified with two or 
more cost objectives but not specifi-
cally identified with any final cost ob-
jective. 

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

9904.402–40 Fundamental require-
ment. 

All costs incurred for the same pur-
pose, in like circumstances, are either 
direct costs only or indirect costs only 
with respect to final cost objectives. 
No final cost objective shall have allo-
cated 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. Further, 
no final cost objective shall have allo-
cated to it as a direct cost any cost, if 
other costs incurred for the same pur-
pose, in like circumstances, have been 
included in any indirect cost pool to be 
allocated to that or any other final 
cost objective. 

9904.402–50 Techniques for applica-
tion. 

(a) The Fundamental Requirement is 
stated in terms of cost incurred and is 
equally applicable to estimates of costs 
to be incurred as used in contract pro-
posals. 

(b) The Disclosure Statement to be 
submitted by the contractor will re-
quire that he set forth his cost ac-
counting practices with regard to the 
distinction between direct and indirect 
costs. In addition, for those types of 
cost which are sometimes accounted 
for as direct and sometimes accounted 
for as indirect, the contractor will set 
forth in his Disclosure Statement the 
specific criteria and circumstances for 
making such distinctions. In essence, 
the Disclosure Statement submitted by 
the contractor, by distinguishing be-
tween direct and indirect costs, and by 
describing the criteria and cir-
cumstances for allocating those items 
which are sometimes direct and some-
times indirect, will be determinative as 
to whether or not costs are incurred for 
the same purpose. Disclosure State-
ment as used herein refers to the state-
ment required to be submitted by con-
tractors as a condition of contracting 
as set forth in subpart 9903.2. 

(c) In the event that a contractor has 
not submitted a Disclosure Statement, 
the determination of whether specific 
costs are directly allocable to con-
tracts shall be based upon the contrac-
tor’s cost accounting practices used at 
the time of contract proposal. 

(d) Whenever costs which serve the 
same purpose cannot equitably be indi-
rectly allocated to one or more final 
cost objectives in accordance with the 
contractor’s disclosed accounting prac-
tices, the contractor may either: 

(1) Use a method for reassigning all 
such costs which would provide an eq-
uitable distribution to all final cost ob-
jectives, or 

(2) Directly assign all such costs to 
final cost objectives with which they 
are specifically identified. 

In the event the contractor decides to 
make a change for either purpose, the 
Disclosure Statement shall be amended 
to reflect the revised accounting prac-
tices involved. 

(e) Any direct cost of minor dollar 
amount may be treated as an indirect 
cost for reasons of practicality where 
the accounting treatment for such cost 
is consistently applied to all final cost 
objectives, provided that such treat-
ment produces results which are sub-
stantially the same as the results 
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