. - Costse 4 report from t¥ Editing Subcommitter, dated
- S £ st 1956, presenting an edited ver. a of the subject material was

~,

ppruved by the Committee with the following minor modificztinnse’

t 15-204,2(aa) (2) (v) was revised to delete (A) and (B)s
f e semicolon appearing after (A) was changed to a comma’
and the word "and" was added at the end of the paragraphs l

5S¢ Case 53=4l ~ Section XV, 15-20L42(aa) -M and Educational }

With these modifications the paragraph was redesignated -
as (iv) and the existing paragraph (iv) as paragraph (v),
deleting the word "and" at the end therecf,

tion of the paragraph would be undertaken by the Staff by memorandum with

The members were advised that immediately following ASFR approval coordina-
the ASD (MkP),

.

. . The subject of industry coordination was discussed, with the‘Committee
recomnending that industry be afforded an opportunity to comment, inasmuch
as the par-iraph covering Training and Educational Costs was marked
"Resrw2d" in the draft of Section XV which was forwarded to indusiry, ]

Notwl.*hstanding this recommendation, the Committee concurred tha* formal

solic’ tation of industry comments on this paragraph was a matter for
‘decision by the Staff, AUG2 9 1956

R :on XVe The (5D member reported that

1%, Case 53-Ll - Revision of Fart 2 nizgt:\t.‘gg Ty e of costs for help-vanted

tne Materiel Secretaries have reczmhnﬂ;cal publications and that this, plus any \ *
.

i dvertisirg in te ‘
?‘dvazfz;:gm%riﬁge;s,eis being resolved by hi_her echelons, A further report

11 be made by 6 tlar 57 6 Feb 57

08%0 Case 53=lli - Revision of Section XV, Part 2, It was noted that thia
proBlem is being considered at higher echelons and that a further report wi

& made on 5 Jun 570 N g 957 ' ;

[ L

Case 53-LL - Revision of Section ¥V, rart 2. The members concurred in +
- request of the Staff for an extension of the reporting date to 3 Jul 57.

7
(5 Jun 57)

Case 53-ll - Revision of Section XV, P ‘ )
; devis: s tart 24 A report on the status of

the rgmsion of Secviun XV, Part 2, was deferred to the 17 Jul 57 meetirslg.
_ (10 Ju1 57)

Cass 53-Ll - Revision of Section XV Par‘t“é“rh  Chairman Teported this

! o The Chairman 4
actdﬁﬂ/ on this case had Bgen suspended pending the outceme of t;:p:gggtthaw
the single set of cost’principles, Copies of the letter of transmittal accop~
panylng the single set, from the Secretary of Defense to the three Departments,

were distribtuted to the members onl : :
7} }g/ 57 meeting, Yo A further report will be given at the“

) , (A7 1 57)
cace Sl = : S T T T e R
turther a;;igg Revision of Section XV, Part 2, The Chairman reported tkat
current effort, o;z art 2, Section XV, is not contemplated, as a result of
Army Legal mem: © Publish the camprehensive set of cost. principles, The
er suggested that in view of this information the case be

closeds The members conc i "
is closed, P urred in tals Suggestion and, accordingly, the case

o (L aug 57)




.’

3o Case 53=L - «on XV « 15-204,2(bb) = Tr ang Educational Expenses.
The Committee considered a report from the Special Subccmmittee, dated 2\August
1956, covering the subject paragraph on training and educatiocnal expenseds -
. After considerable discussion the Subcommittee report was modified as quoved
belows :

"15-204,2(bb) ~ Training and Educational Expenses

8. The costs of preparation and mainterauce of a program of

instruction at non=csllege level designed to increzse the vocational

y effectiveness of employees include the selaries of the director of
training and staff, training materials and textbooks when' the training
program is condrcted by the contractor; and tuition, fees, training v
materials, and textbocke, when the training is of a non-college level
in institutions conducted by other than the conmtracter, Such costs
are gllowable, In both instances, costs af szleries or wages of
trainees during regular worldng hours are allowable, :

by The costs of part~time techmical, enginzerirg and
scientific educatior, at an under-graduste or pcst-grzivate
.ccllege level, related to the job requirements of bora fide
i employees, are allowable as follows:

© 1, Tuition, fees, training materials and textbookss
or, in lieu of tuition, instructors! salaries and the
_related share of indirect expense, provided that the sum
thereof is not in excess of the tuition which would have
been paid t» the participating educational institutione

2¢ Straight-time compensation of employees for time
spent attending classes during vorking hours not in excess
of a total of 156 hours per year vwhere circumstances do
not permit the mperation of classes or attendance at
classes after regular working hourse

e, The costs of tuitien, fees, training materials and
textbeoks (but not subsistence, salary, or any other emoluments)
in cennection vith scieatific and engineering education en a. :
full-time basis at a post-graduate (but not under-graduate) B
college level related to the job requirements of bona fide-
employees for a total period not to exceed one school year,
are allowvable, In unusual cases where required by military
technolegy, the period may be extended, '

d, Haintenance expense and normal depreciation or fair

rental on facilities cwned or leased by the contractor are ,
allowable to the extent set forth in (k) above, (e) above

+ and (t) ebove, respectively,

' es The costs of training and education of other than bona
' fide employees are mot allowabls, ... .

£, Grants to educational ar truinirg institutions, includirg
‘the donaticn of facilitine r othar Fropertles, ssholarships or .
fellcwships, are considered as contributions and will be treated
as provided under ASFR 15~20L.3(c)." ,

The report was referred to the Editing Subcommittee with the request thet an
edi ted version be presented for consideration by 21 August 1956, In the
interim the ASFR members will clear the proposed paragraph within -.the:u'
respective Departments and the Staff will undertake coordination with the
Assistart Secretary of Defense (Manpower and Personnel), The Committee .
further determined that if the paragrsph was cleared in time, it would be |
inserted in Section XV for issuance concurrently with the printing of that -
sectione The Chairman further advised the members that the proposed paragra

' probably would be presented to the Procurement and Production Industry

' Advisory Committee to secure an industrial reaction.
b ’ ‘ . . . o

In conjunction with the above paragreph, the subject of the a.].lowab?.llty
of management and executive training costs was discussed and deferred without
action to modify the above paragraph,

In approving the above peragraph the Conmittee considered and rejecte’
the concept of allowing full-time salaries for bona fide employees ¢n 2
full-time basis at post-graduate college levels, :

2




: 1 L i 1822%.2(n) =
: ) = sevision of Section XV « Part 2 = Para,.,.aph . =
9'1-" Case .5.3 ut O:rertime. The Navy legal member called the gosmuzpe;‘ )SCV
E' i i isti - t revision of sectlo
Ltention to a discrepancy existing in the presen : : L XV
in paregraph 15-20L2(n) th respect v, overiines S PECT o oved
mlti-shift premiums, To correc is situa Trore ise
itution o i dt" for the words "otherwls
the s bstitution of the words "otherwise approve ther
;:u‘;h:rzi;d‘: appearing in the fourth line of ﬂ}e paragrgpho The zgm i:xt
“urther epproved the deletion of the words Mwithout prior approv pext

£o the last line of the paragrarhe AUG 7 1856

_ 15-20L.2(n) = (Overtime, Extra-Fay Shift and Multi-Shift
{ Work), <he Navy legal member called the Committee's

3¢ Case 53-13); - Revisidn. oi‘ ASPR 124?(52'130 Coni‘om to Proigosed' ASTR [

tention to a further change required in the subject paragraph in view of
e changes approved at the 8/7/56 meeting in paragraph 15-20L.2(n) to :
remgve an inconsistency between the two paragraphs, To correct this situation
tgzy_gomittee approved the substitution of the word "approval" for the wor
"authorization" as it appeared in the second and third sentences of subpara ;
graph (b) of the ASFR mimutes of 17 July 1956, AUG 14 1956 !
12, Case 53-ll - Revision of Part 2, Section XV =~ Contract Cost Principles.
 Committee considered a report fram the Section XV Subcommittee, dated
July 1956, presented in response to a report from the Tax Subcamittee \

dated 21 June 1956, -In considering the Section XV Subcommittee's report
with respect to the three questions raised by the ASFR Committee and the
Subcommitiee's suggested treatment thereof, the Committee disagreed with
the Subcommittee!s clarification of the first question and reinstated the
previous larguage under subparagraph (1) to read:

generally accepted accounting principles are allowable,
1t . '

o o 2

/ "o s o2 which are paid or accrued in accordanc:s with-

The Committee further revised the two sentences following (2) (ii) to \
reade ‘

"Reasonable cost of anmy such acticn undertaken by the
: contractor at the directicn of the contracting officer
are allowables Interest and penalties incurred by a
contractor by reason of the nonpayment of any tax at
the direction of the contracting officer or by reason
of the failure of the contracting officer to assure
timely direction after prompt request therefor, are » \

also allowableeg!

The Comrittee concurred in the Subcommittee report concerning the other
questionse These include retaining the present language of subparagraph .
(2) (i) without change and the addition of a proviso provision to sub-
paragrzph (3) as follows:

to a contractor incident to a refund of tax, interest

and penalty shall be paid or credited tc the Government:

only to the extent that such interest accrued over the

period during which the contractor had been reimbursed

by the Government for the taxes, interest, and renzlties," \

/ "e o o 3 provided any interest actually paid or credited

As revised gbove the Committee approved the changes for inclusion in
Section XVe  AUG 14 1956




3. Case 53-LL . Section XV - 15-20L.2(bb) - 1 "mning and Educztional Exnens
A;repor@ cated .c¢ July 1956 from the Special Subcommitiee estatlished to conside
the subject problem was discussed at length. The discussion touched upon many

facgts of the problem, such as whether the proposed allowance of treining and edu-
citional expenses was in keeping with the National policy or merely a question of

the'"co§t of doing business" in the present economy, It was pointed out that many
commercial concerns have established programs for the advaiacement of their enginesr-

ing and scientific employees by supporting their ecducation in after-hour classes
end, to scme extent, even cn a full-time basis a2t graduate schools.

pointed out that it is the President's policy to promote training, particularly

higper training, starting at the high school level.
advised that the Hoover Committee had recommended Governmentsl support and training
to encourage Governmental céreer employees.

lnow using this practice for certain.selected employees.

|
!

It wes further
In adcdition, the members were

To some extent, the a4rmy and Navy aré

The Committee then undertook consideration of the proposed paragraph contained

in Inclosure L of the Subcommittee report, in conjunction with the other inclosures.
The paragraph was approved, as modified by the Committee, subject to editing as

follous:

"15-20L.2(bb) - Training 2nd Zducstional Exmenses

8. Premaration and maintenance of a2 nrogram of instruction
designed to increase the vocaticnal effectiveness of employees
include the salaries of the firector of training and staff, train-
ing metrrials and textbooks, when the training orogram is con-
cducted by the contrazctor; and tuition, fees, training materials,
ancd textbooks,when the training is of a non-college level in
instiwtions conducted by other than the contractor. In both
instances, ccsts mey include salaries or wages of trainees during
regular working hours.

b. Part-time technical, engineering and scientific edu-
cation at an under-graduate or post-graduate college level |
related to the job requirements of the emplcyee as follows:

1. Tuition, fees, training materials and textbooks.

2. VWhere circumstances do not permit education after
paid working hours, regular employee compensation
is also allowable for instruction not in excess of ‘
a total of 156 hours per year. : ,

c. Tuition, fees, training materials and textbooks (but
not subsistence, salary, or any other emoluments) in connection
with scientific and engineering education of bona fide employees
on a full-time basis at a post-graduate college level, related
to the job requirements of the employee, for a total period not
to exceed one school year., In unusu2l cases where required by

military technology, the period may be extonded,

d. The costs of traeining and education of other than
bona fide employees, including scholarships and fellowships,'

are not allowable," .

The Corimittee also noted that it mey be necessary.to include an aDpropfiate
cross-reference to subparagranh (@) of 15-20L.2(tb) in the listing of items of
unslicwable cests,

o

furthicr question was raised with respect to the treatment of costs

occesioned wiere contractors established schools at their own locations on the
premise thet such costs ousht to be covered by the above paragraph. As these
coste would involve both facilities and faculty evvenses, the question of how

such .costs would be *reated was returned to the Subcomittee to draft appronriate
coverzge for inclusion in the above paragraph 15-20L.2(bb).

requestec to provide 2 repart for consideration by 7 August 1956. JUL 31 1936

-

The Subcommittee was -



'_J

11, Case 53-l), -~ Revision of ASFR 12-~202" to Conform to Preposed ASFR
' 15-20L.2 (n) =~ (Overtime, Extra=bay Ohift and !
Multi~Shift Work), The Committee considered a report from
. t.he Editing Subcommittee, dated 21 June 1956, presenting an edited version of
'the subject material, The Committee modified the second and third sentences
~ of subparagraph (b) to read as follows:

-

e o o o 2"0n cost=type contracts, and to the extent
required by the contracting officer- on redeterminable
and incentive fixed-price contracts, however, an
authorization from the Government for the use of
overtime, extra-pay shifts and multi-shifts must be
obtained to sustain the charge of any premium labor _ N

' costs tm the contract, Such authorization should - '
' generally be obtained prior to the use of overtime,
extra~pay shifts and m;lti-shifts." )

In the last sentence of subparagraph (b) the word "required"
was substituted for the word "desired,"

In the title of paragraph 12-102 the word "Shifts" was
changed to read "Shift" in the phrase "Extra~Pay Shifts."

As modified, the revised paragraph 12-102 was approved for printing :
concurrently with the printing of Section XVe  JUL 17 1956

L. C?ce 5'*-1411 ~ Revision of Section XV -~ Contract Cost Principles -

Part 1, ine Comnittee considered a report, dated 6 July
195¢, from the Editing Subcunmittee presenting an edited version of the
revisicn of Part 1, Sectiuvn XV, After considerable discussion, in which
several’ ghgges_h ons were presented for revision of paragraphs J5-201,
15-102,1 znd 15-10%.2, the report was returned te the Editing uuocommltbee
for redrafting, with the request that a revised report be presented for
concideration by 31 July 19554 A further suggestion was made that when the ‘
revised Part 1 was published a change was required in paragraph 15-502(z) to
*eplace the comma with a period and delete all meterial following the conna.

The Cormittee approved the recommendatione  JUL 2 + 1358

The minutes of the 7/2L/56 meeting were approved with the following modifications

-

- Item L. - Case 53-LL - Revision of Section iV - Contract Cost Dz‘lnc;p].es
ParJ I

The case number was revised to read 56-29, and the second sentence was re-
vised to read: "After considerable discussion, in which seversl sug-
cestions were presented for revision of paragraphs 15-101, 15-102.1 and
,?."~1J2.2, the report was returned to the Air Force member of the Editing
Suatcommittee for redrafting, with the request that a revised report be

nrecented for consideration by 31 July 1956 JUuL31 1956




{ o Case 53=Ll =~ 'i.s:.on of Part 2, Section XV, ‘eport dated 21 June 1956

from the Tax Subcuunittee, recormending’ certain chauges in proposed paragraph
15-20L.2(y) of thd latést dfafb of .Part, 2{ Section XV§ wag-discussed,
Tl

determined that the paragraph should not include a reference te "taxes
govermments" since the award of cost-reimbursement type contracts by 1

uring activities to foreign contractors occurred so infrequently that th:Ls

tter should be covered eon a case-by-case basis when awards are made te foreign

ntractorse In the revised draft of the paragraph submitted by the Tax Sub-
comnittee in subparagraph (1) the question was raised as ta whether defense would
reimburse & gontract ; (&) i) the quesi:
was raised as. ie -the. mldaﬂ!m AR Mibdagrerh (3) it was

ated thattie Taxt: “2eTENSs IO Be & "provisc'-werttences  The entire

eport was referved to the Rert 2;5ecten TF Suwcenkities f er Teview, in ,
oordination with the Tdx Suvcimiittee; if ‘necessary, “nd~the-request made
that a report be submitted within 30 days° JUL 3 1956

13, Case 53-Ll - Revision of “ASPR 12-202 to Conform to Proposed ASFR 15-20L.3(n)
‘ - (Overtime, Ixtra-Pay ohift and Milti-Shift Work)., An ‘\

Edllting Subcommittee report dated 21 June 395p submitted an edited versior. of

a revised ASFR paragraph 12-202, - dhs- ABIB cmm discussed the details of

7¢h{'s Araft aad Rade '«tﬂé’fﬁﬁ‘&?& 'ﬂ& respect i:e parégraph

wognd ey e ro.m’ S0 Tl LT td<\4 "'f.'f""" ‘
Qh r»a T T ds hm'_,wm gysmen s eITLUTL u‘-“ R -TJ--*-_:‘_L.
ae In line 3 it was suggested that there be added a.fter the word
\ "contractor," the followings

i

i ", and the contractor shall'not be entitled to
a price adjustment therefor,";

be In subparagraph (ii) discussicn concerned having the o
subparagraph commence "To the extent required by the .
contract'; and

ce Having the third from the last sentence reads

"Such authorization shall generally be cbtained - B
prior to the vse of overtime, extra-pay shifts, and
multi-shifts,"

It may also be necessary to delete the "s" from the phrase "extra-pay shifts"
wherever it appears in the entire clause,

N
v

¢ The Committee members desired to look into this matter further and, ‘
accordingly, the item will be discussed again at next wejm-s m%ns.rslg.

15,




Le Case ©”-L4 - Revicion of Section XV, Par’ ®, The Chai oanced
‘that the .erial Secretaries Cowwcil had de. J;d that ﬂxen:igj:rtl o.'\‘.
profit sharing, contributions and donations, and general research costs
1would receive the same treatment under the revised Part 2 as in the
existing Section XV, It was determined that there was no objection to
using the_rgnsed language concerning general research costs developed
bv'the.Edlmng Subcommittee; however, with respect to the negotiaticn-
gntena set forth in the edited version under general research costs,
it was agreed that they would not appear in Part 2 but would be placed

appropriately in Part 1 of Section XV, . &FF i~ 1ThE -’\

a pémorandum from the Chairman recommending that when Section XV, FPart 2,
igd revised that certain changes, as set forth, be made simultaneously in
Part 14 It was determined that these recommendations be referred to the
Editing Subcommittee with the further request that the Editing Subcommittee
review the suggested placement of proposed paragraph 15-103, With respect
to this latter point, it was agreed that the Committee had previously
directed the placing of this material in Part 1, but in reconsidering, t&?‘

g}é,ion was presented as to whether it should not more properly be plac

9%ase 53=4l; ~ Revi sion of Section XV, Part 1, The Cammittse considered

n Part 5, The Editing Subcamittee was requested to report within two
weekse | NAY 1 1956

v

1 ?. Case 53-Ll = Revision of Part 2, Section XV - Contract Cost
/ Principlese A report from the Editing Subcommittee,

. ‘dated 26 April 1956, containing a final edited draft of subject was
distributed to the members, In addition, a revised draft of a document
containing the major unresolved issues with industry were also made
availsble to the members, - Both ‘of these .documents will be attached to

agenda item for the Material Secretaries Council in the very near
;:ture and the members were requested to give their concurrence to the \

documents to the Chairman by L May 1956e NI 1 10:2

12, %se 53-Ll - Revision of ASPR 12-202 to Conform te Proposed ASFR
15-20L,2(n) (Overtime s Extra~Pay Shift and Multi-Shift
Work)e A revision of the subject paragraph, developed -

by the Staff to conform with the proposed Section XV treatment of overtime\

extra=~pay shift and multi-shift work, was considered by the members and
refefred to the Editing Subcommittee for editing, The Editing Subcormittee
wpé requested to present a report for consideration by 29 May 1956. ¥ii & 1250

Se /Case 53-Lly - Revision of Par‘t; 2- Sectd '

; - ection XV, A representative of thi
Ta: Subcsamrfuttee reported that the Subcozmn:i.ttee'.had noted several areas |
lg.o explicitly covered by paragraph 15~20442(y), entitled "Taxes ," which
So i result in J.ssugs with contractors, In view of the current statud of
w:‘? t:: er;m :ﬁ: C;rmru.:;ee Jzc:gques'oed the Tax Subcommittee to present thé‘

S 1n order that the t i i
coheidorod, e ot se po efztial deflciepcles could be

l?// Case 56=29 = Revision of Section XV Pari"; 1,

Case 53-LL - Revision of ASIR 15-202 to"Conform to Proposed
T DR 15-20L.2(n) (Overtine, FrireTar Shirtaay
i reports wouldMl;leti-Sh:‘Lft liork), The Qhaiman raised the question o
the Dorts W . received from the Editing Subcommittee with respect
Ject problems, The Navy legal member advised that a report 1\{

he Editing Subcommitiee on the t
o one ey oo o 525 WO .lsub‘ject problems would be presented

le The mimt '
o dification:es of the 6/5/56 !ﬁeeting vere approved with the followinf

Item 5, Case 53-ll ~ Revisi ' /
S sion of P, p

sentence was revised to add the mrgxs‘t"%‘a’r*‘_*s,;iﬁgnuAv; Th? last

of Section XV," JUN 12 1956 Jient revision




, Part 5 = Subjects Affecting Cost Which May P=quire Special Consideratic
,."’ nPart , - Subjects Affecting Cost Which May Require Special !
v Consideratione '

15-500 Scope of Part, This Part enumerates certain subjects
affecting cost which may require special consideration in
connection with the negotiation or performance oI cost=
reimbursement typé contracts and which are not specifically
covered in Part 3, or Part L, of this section,

15-501 Consideration Required, It is important that

Contracting Ufficers and their negotiators consider the '

4 subjects enumerated in paragraph 15-~502, and any other »
subjects not precluded by the provisions of Part 3, or
Part li of this section (whichever part is applicable),
for the purpose of (i) determining which subjects if any
should be expressly provided for in a particular cost-
reimbursement type contract, and (ii) incorporating
appropriate clauses in the contract, Action taken with

' respect to any such subjects shall be reflected either

: in the contract or in the record of contract negotiations."

Part 6 - Cost Interpretations,

"Part 6 - Cost Interpretations
Delete balance of this Part and substitute therefor
the word 'RESERVED!,"

Part 7 - I'acilities Contracts,
"]15-700 Scope of Parte This Part sets forth principles and

standards for the determination and allowance of costs in
connection with cost-~reimbursement type contracts and cost~

reimbursement type subcontracts thereunder for the acquisition
of industrial facilities to which the Goverment takes ’
title under the contracte This Part also applies to .

clauses in any other cost-reimbursement type contracts

or cost-reimbursement type subcontracts thereunder, which
clauses provide for the acquisition of industrisl facili-
ties to which the Government takes title,

15-701 Applicability, Pending publication of the principles

and standards to be incorporated in this Part, Parts 2, 3, or

L shall be used to the extent appropriate in accordance with
i Departmental procedures,"

: The Committee was further advised that a charge similar to the change .
made in Part 4 (15403 (g)) would also have to be made in Part 3, 15~304 (g).
The Committee concurred in such a changeo

NOTE: Subseguent to the meeting the following change was received
from the Editing Subcommittee for Part 3 = Research Contracts with Jonprofit
Institutions:

"15-30Lk Examples of Items of Allcwable CostSe o o o
g) Fensiun pizns in accordance with the principles-and
standards set forth in ASFR 15-204,2(q) and zroup hezlth, '
' accident and life insurance plans (but see paragraph 15-305(k))o"

 Action to deveiop a clean draft of Part 2, incorporating the changes
a_proved to date, was deferred until after the Material Secretaries consider



" 15-204.2 ( ~ (1) Insurance and Indemnific: one (Page 9), This |
’ subpa. -graph was revised to reaa as follows: "

n15-20L,2 (j) Insurance and Indemnifications

(1) Insurance includes (i) those types of insurance
which the contractor is required to carry under the terms

' of the contract, or by specific instruction of an authorized

representative of the Government, and (ii) any other insurance
for which the contractor seeks reimbursement under the con-
tract, Indemnification includes securing the contractor
against liabilities to third persons not compensated by
insurance or otherwisee"

15-201.2 (n) (1) and (6) Material Costse Pages 11 and 12)o Were
revised to read: - :

115-20L.2 (n) Material Costse ‘

(1) Costs of direct ard indirect material, and
collateral items such as inbound transportation and -
intransit insurance, are allowable, subject, however,
to (2) through (6) below, In computing costs of
material, consideration will be given to reasonable
overruns, spoilage, and defective work (for correction
of defective work, see the provisions of the contract
relating to inspection and to correction of defective
work)e

¥ O #® ¥ X % X X

(6) Costs of material-or services sold or transferred
between plants, divisions, or organizations, under common
controly shall be allowable only to the extent of the
cost to the transferor, or the prices of other suppliers
for the same or substantially similar items; whichever is
lover, unless factors other than price warrant allowance -
on thc basis of the ¢ost to the transferor; provided that,
in the case of any item regularly manufactured and sold by
any such transferor through commercial channels, a departure
from this cost basis is permissible if the charge to the
contract does not exceed (i) the transferor!s sales price
to its most favored customer for the same item in like
quantity, or (ii) the prices of othér suppliers for the
same or substantially -similar items, whichever is the
lower, unless factors other ‘than Yrice warrant allcwance
on the basis of the transferor!s ssles price to its most
- favored customer,® T A S

FY

The Committee further consicered proposed revisions of existing Parts,
of Section XV, together with a new proposed Part-7 covering Facilities
Contracts, presented by the Editing Subcommittee, the revisions to be
issued simultaneously with the issuance of the revised Part 2, The Com~
mittee approved the following revisions:

Part l} = Construction Contractse

"15-L03 Examples of Items of Allowable CostSs o o o o o o o »

, (9) Pension pians in accorcdance with the principles and = =
standards set forth in ASFR 15-20L.2 (q) and group health, ‘_;<V
accident and life insurance plans (but see paragraph Co et

15<L4ok (b), (d), and (m))" - e



- contractor's products, or ot.he relevant .
c1rcumstances. :

Individual categones of indirect cost are d:.scussed in ’ s
ASFR 15-203,2 through 15-203,5."

15200 The Committee approved a revision of the TITLE and the
"Scope of Part" as quoted below:

wPart 2 = Supply, Service, and Research and Development
Contracts, with Commercial Organizations

15~200 Scope of Part, This Part sets forth principles and
standards for the determination and allowance of costs in
connection with cost-reimbursement type contracts and cost~
reimbursement type subcontracts thereunder for procurement
of supplies, services, and research and development work,
with contractors or subcontractors other than such contracts
and subcontracts to which Parts 3, L, or 7 apply."

15-20L442 (£) (2) Depreciation, (Page 7)o This subparagraph was
" revised to read as quoted below:

Ut 56 36 36 3% 4636 3¢ % .
(2) Depreciation on a contractor's plant, equipment, and
other capital facilities is an allowable element of con-
tract cost; provided that the amount thereof is computed:

(i) wupon the property cost basis used by the
contractor for Federal income tax purposes
(See Section 167 of the Internal Revenue

Code of 1954); or

(ii) in the case of nonprofit or tax-exempt
organizations, upon a property cost basis
which could have been used by the contractor
for Federal income tax purposes had such
organizations been subject to the payment
»f income tax; and in either case

(iii) by the consistent application to the assets
concerned of any generally accepted accounting:
method, including those recognized by Section
167 of the Internal Revenue Code of 1954,

Depreciation should usually be allocated to the contract and
other work as an indirect coste The amount of depreciation

allowed in any accounting peried may, consistent with the
basic objectives set forth in (1) above, vary with volume R
of production or use of multi-shift operations," Q>

N
The Air Force withdrew its former request for consideration
of additiomal language to be added :‘to subparegraph (iii)
which would, in effect, have provided that the depreciation
allowable under a contract wsnild not emeettb-iepreci:ﬁ.iun
authorized under the Internsl Revenmue Cixip,~Iis sctlion was
taken on the premise that the disadvantages of holding con-
tract files open for an indeterminate period of time until  \ V
final determinations of depreciation had been made by tax °~\

' authorities or by the Courts outweighed the advantages C
sou.ht by the additional languageo ‘

4%
QP"



Le Case 53-1174 Revision of Section XV, Consxderauon of the special areas
subject to 1  .sion or review at the Special M 'ing held L/6/56 was under= ¢
*taken in the .ollowing orders:

15-204¢2 (p) Patentse (Page 12)o The last line of the edited draft,
dated 29 Farch 1956, was revised to delete the words "by the
Government" and substitute therefor the words "where title is
conveyed to the Government.

3

5

15~20L4¢2 (o) Overtime, (Page 12)¢ The members were advised that the
0ASD (MP) had no objections to revising ASIR paragraph 12-102 to
be consistent with this paragraph. Accordingly, the Staff will .
prepa.re a revzsx.on of 12-102 for conszderauon. e . i

e e S B

3 , et e e prn oo

. .GUJILSJE..A.. LI A .
]5—203.5 General and khninistrstivs Costs, (Pages h and 5). This
‘paragraphams restissd 1o mﬁ.u tmoteit bydoars o0

1]15-203,5 General and Administrative Costs. General and
administrative costs consist of items of cost attributable
to the overall management, supervision, and conduct of the
business, Such costs shall be allocated to all work of
the contractor, using any recognized method of allocation
if equitable results are thereby obtained, Allocation of
general and administrative costs on a total cost incurred
basis (exclusive of general and administrative costs) is
a method which generally produces equitable results, Other
methods acceptable where the circumstances are appropriate
include allocation on the basis ofs

o

(i) processing costs (direct labor, factory
overhead, and other factory producticn
costs exclusive of direct materials);

(ii) factory input costs (processing costs plus
direct material);

(iii) cost of goods cempleted;
(iv) cost of sales; and

(v) sales (where no more satisfactory method |
is available)g"

15-203.1 (b) Generals (Page 3). This subparagraph vwas revised .
to read as follows:

115.203,1 (b) The method of allocation of indirect costs.
must be based on the particular circumstances involveds
The objective should be the selection of a method which
will distribute the indirect costs in an equitable manner,
The method used in connection with Government contracts
shall, in order to be acceptable, conform with generally
accepted accounting practices, provide uniformity of ’
treatment for like cost elements, be applied consistently,
ard . produce equitable results, A previously acceptable
method shall be subject to reconsideration when:

(i) Any substantial difference occurs between

the cost patterns of work under the contract 04\50
and other work of the contractor; or Q"' '
N
(1) Any significant-change occurs in the nature -~ & |
- of the business, the extent of subcontracting, <Y
fixed asset improvement programs; the C‘é 1
inventories, the volume of sales, the volume t\@*(‘@

of production, manufacturing processes, the o



Pace 21, 15-20&.2 (a2a) (1) The third word reading "contractor!s" !
' was de}eted,' !

15-204,2 (bb)e This parsgraph was reserved, A Special
Subcommittee was established to consider this problem

as a special case, presenting a revised coverage on the
subject of training costse In taking this action the
Special Subcommitiee was requested to give consideration
to inclusion of a reference on page 26 when their efforts
are completeds The Subcommittee was further requested to
coordinate their efforts with the OSD Ofiice of lanpower
Supplye, lMembers designated to the Subcommittee were: -

: . Army - To be designated

Navy - Mr, A. C, Sawallisch, Ol (Chairman)
Mr, James Ruttenberg, OCN

AF - lr, P, M, Southwell, AFMPP
Mr. wo L. Latta, AFAUD

The Subcommittee was requested to present a report fo
consideration by 7 May 1956, ‘ :

Page 22, Approved, A '
Page 23, Approved,

Page 2L, 15=-20L4o3 (i)e The Committee deleted the reference in
parentheses”at the end of this paragraphe, In taking
this action, there was .general agreement to specifying
the period and amount in part 1 when rewritten, with
an appropriate cross-reference,

Page 25, Approved,

Page 260 15-20L¢3 (2) (xi)e The words "special tooling costs"
were deleted and the word "taxes" substituted therefor,

15-20L4,2 (2) (xii), Training Costs, was deleted in its
entirety, 4

15~20L442 (2) (xiii),kTravel Costs, was remumbered to
, (xii)e :

f
i) :
The Navy legal member callsd .the Committee's attention to the Editing
Subcommittee!s report of 27 February 1956, in paragraph 4 of which the ¢
Subcommittes covered the subject of side agreements, It is understood

that this matter had been the subject of discussion by the Procurement
Secretaries in the spring of 1955,

: With the above action, further consideration of this subject was cf
deferred until the next meeting to be held L/10/56, : ¢ QT+
A




Page 12,

Eége 13,

Page 1l

Page 150

Page 16,

Page 176

Page 19,

Paze 20,

A, revised the paragraph was refer.ed to the Editirg
Subcommittee; with the request that the edited
language be preserited by the next regular meeting
(10 April 1956).

15-20402 (n) (6)e The semicolon following the phrase
twhichever is lower" was changed to a comma and the
following language added:

"unless factors.other than price warrant allovance
on the basis of the cost to the transferor'“

15-20Le2 (n) (6)» The word "either" appearing before

(i) was deleteds The period at the end of the paragraph
was charged to a conma and the follom.ng language was
addeds

"whichever is lower, unless factors other than
price warrant allowance on the basis of the cost
to the transferor,"

15-20Le2 (n)e The Staff will undertake action to
determine “hether a revision to paragraph 12-102
may be mad:: in. order that paragraph 12-102 be
consistert with this paragraph.

15-204.2 (p)e The Staff was requested to clear the
need with the Patents Advisor of the inclusion of the
words Yor on behalf of" in the last linee

Approved,

15-204.2 (q) (3) (iv)e The Committee agreed to the
inclusion of a note in the Minutes that under this
paragraph the parties can agree to (4) or (B) for the
individual periods under the contract,

15~20L.2 (q) (3) (iv) (A)e The second word "all" was
deleted,

15-20L.2 (q) (3) (iv) (B) (1I)e The words "or gains"
were inserted after the word %“credits" in the sixth
from the last line,

Approvede

15-204e2 (u)e The words "such factors as" were
inserted between the words "of" and “the® in the

" second line,

- 15-20402 (v) (2)e 'T_h:'i._s paragruph was reserveds

_{pggzrovad, "&b ééé‘i&’iﬁ;e&’on at«braskebe;; e

ou2’tw) (3)e . v

' \
Approveds () ‘(V
Ao
o o < _ ¢
Approved, RRR C’:\Q/‘z p\G'



Pége ho

Pge 6»\,

Page 7,

Pagze 8,

Page 9,

N=lete a comma in paragraph 15-203.2-

Paragraph 15-~203,5. The Air Force member recommended
that everything after the first two sentences of this
paragraph be deleted, After considerable discussion
this recormendation was rejected, Hovever, subparagraph
(i) was deleted in its entirety, Subparagraph (ii) was
referred to the Audit members of the Section XV Subcom—
mittee for clarification, with the request that the
revised language be presented for consideration at

the next regular meeting (10 April 1956), Final
decision will be made on this paragraph after

revised (ii) is reviewed,

K Lo Tt $eernot el ks R et S
Approved, “reserving subparagrephe-{d). and (e) of

\ tage .. S - ¢
- | - -~ .. - [P S .
: nge - ofise lppxﬂved} =2TTRIST AW AZswneTsg et Boo o ow. .
,.‘,'5:.'.‘._.,'.. : P
Batiioan

Als-zohozo

15-204,2 (£) (2) (i) (ii) (iii)e These subparagrarhs
were revised to read as follows: ’

"(i) is computed upon the property cost basis
used by the contractor for Federal income tax
purposes (See Section 167 of the Internal Revenue
Code of 1954); or

(ii) in the case of nonprofit or tax exempt
organizations, upon a cost basis which could
have been used by the contractor for Federal
income tax purposes had such organizations -
been subject to the payment of income taxes, and

(iii) is computed by the consistent application
to the assets conterned of amy generally accepted
accounting method, including those recognized by
Seciion 167 of the Internal Revenue Code of 195k,
In no event, however, shall a greater amount for
depreciation be allowed than is authorized by the
Internal Revenue Codeo'

The Navy member objected to the addition of the
underscored larguage pending further study,

As revised, this paragraph was referred to the Editing
Swbcommittee for editing, with the request that the
edited paragraph be presented for consideration by
the next rezular meeting (10 April 13956),

Approved,

Was approved, subject to further editing of the last
sentence of paragraph 15-20L.2 (j) (1), which was
referred to the Editing Subcommittee with the request
that the edited language be presented by the next

~ regular meeting (10 April 1956),

Approved, subject to the deletion of a comma in
15-20Ls2 (k) (1) (2)e

15-20Le2 (n) (1)e This subparagraph was modified to |
-add the following words in parentheses: £

"(for correction or defective work see the Q\Q?
clause of the contract relating to !'Inspection
and Correction of Defective Work')." APR 6 195F



_ ed
4 The members were advise
gp-Ll,  Revision of Section XV, Bciting a report on this problem
f‘- Contract Cost Princlples X 1956 would be presen‘tef} by

{ SRN 1 - 11, February 19564

3Ll i : tion XV - Contract Cost Princi es, A ???9?.
o S e n gf'Sesbtommittee‘pointing,up certain'areas'gzguzrl
‘ e to final editing was roted a . consideration deferr
i ior to final editing was rioted and ;\;rtfher consi ‘
ugs?iuzignngit?;eetinga - In the interim the Edit;gg”Subcommittggzw?s requizt>z
tofmest with the Section XV Sutcommittee in an efxqrt~to~re;91ve£§§ gaﬁirbhzd
tbh areas as possible and to report on’their accomplishments at-the © Harch . g

P

1956 meetinge FER 2 & ihe L A

IS SO N

12+ Case 53-LL - Revision of Section XV =~ Contract Cost Principles, The
Ciaiman advised the members that the Editing Suocommittee was still studying
ahe proclem which had arisen with respect to "Pension Plans" and that it was
contemplzted a report would be presented in the near future, When the report
is received the members will be contacted to determine the need of a special
mgeting to consider the problemo, 4 :i ¢ 137n

ERVRR

Se Case 53-LY - Section XV = Contract Gost Princidles,. The Commiftee deﬁermined
to p6ld a special meeting Friday, 4§ swrch 1955, at 1100 hours, in room 2216,
edn havy Bulldlng, to consider the report of th Editing Subcommittee on this

WLt . . E ‘ .'

K

11. Case 53-44 - Revision of Section XV - Part 2, The Chairman of

the Editing Subcormittee advised the members of the progress to date ,
of the joint efforts of the Editing Subcommittee and the Section XV
Yubcormittee in completing the editing of Part 2 of Section X. In i
View of the Cormittee's action it was determined that no special

mesting would be held Friday,23 March 1956, tco consider this problem

but that the report, if available, would be considered at the next

rggular nesting, Wi 20 1956
i The irmy mamber expressed an inability to ascertain what the t
parase "Commercial Type Accounting Systems" encompassed. In this

conneetion he wished it made a matter of record that if the section
1s to be meaningful a definition of this phrase should be included,

13. Czse 53-LL - Revision of Section XV, Part 2. The Chairmen 9f the E@ltlng
Sybcomnittec adviscd thet revised copics of this pert jointly being cons;dered ?
by the Scction XV Subcomnittece and the Editing Spbconm%ttce would be ava119§le E
by Friday, 30 Merch 1956. In this conncction, tae Cheirnmen expresscd 2 desire i
thet the revised rcport could be considered 2t thc next regular mceting to be

heid 3 ipril 19556, .

The Cheirman further advised the members that ;nsprucpions tq‘tge Staff yith“".A
respect to the. three tssu ‘.dovafing‘s_ajr;f;uﬂjﬂbwz 2 O I

-3 0

]

D R,

s

& "

Profit Sharing, ;

Contribution and Donation, and S i

Genzrcl Rescarch o ‘
AR & 7 00

were to be accorded the same treatment now provided in the current Section XV.

sty
ERUIIEN
» s



e Case 53«44 = Revxsion of Part 2, Section XV, A Staff proposal. pPSBﬁnLLus

revision of parag T 15-204.15, Insuranoe and Inde *ifloetion, ‘Waé ‘oone l
idered, approved a) wer minor modificatlon and referl . to .the Editing Sub-
committee as shown belows : :ﬁu-,z el L

"15-204,15 INQURA“CE AWD IND?LNIFICATTOB

ae Indluded under this item are- (l) those types of in- .
surance which the contractor is rejuired to cerry under the terms of the
f oontract, or by specific instruction of the contracting. officer or his
{  guthorized representstive (see ASFR 10-501 for kinds of insurance ordi-
} nerily required), (2) any other insurence for which the ocontractor
secks reimbursement under the contract, and (3) liabilities to third
persons not oompensated by insurance or otherwise. .

bs The contractor sheall be reimbursed for (1) insurance
required to be submitted for epproval or required to be prooured and .
meintained pursuasnt to ASPR 7-203422 and (2) other .insurance meintained
b the contractor in commection with the perforiaance of this contract
1f the types and extent of coveraje are in accord witn sound business
practice and the re%es are reasoneble under the oircumstanees, ‘subject
"to the following limitatlons or restrict1ons:

PRS-

: (1) Costs allowed for use and. oecupancy insurance
will be limited sc as to exclude ooverage of profit,
intersst, federal income taxes, and.any other items
of expense unallewable<ﬁnder"thie part.

] _ "{41) Costs of insurance or any Teserve oovering ths

: risk of loss of-or. damage to Government-ovmed property -
are not allowable except to the extent thet the Governv
mént may have approved or required such insurance or
réserve. ' :

(111) Cost of & reserve for s self insurance program-
are allowables provided the program has been approved hy
the Military Department concerned, - -

(iv) . Costs of insurangs ‘on:the 1ives of efftcers,

ti . .. partners or- prepriatcrs, ars not, ellowable except Yoo
i .~ -+ where such insuranoe; is part of an employea plan which N
l . is- not unduly restrleted' L

' o« The obliggtion of the uovernment to 1ndemnify the' .
oontracvor will be allowable only to the extent expressly provided for ..
in the- coneract {For- example, see ASFR 7-203. 22), Bxoept as otherwise -
expressly. provided in the contreet, actual-losses not relmbursed by
insurence (through an. approved self insurence program or otherwise), =
are not allowable. : L S ) , 1

In further eonsiderlng paragraph 15-204 34(b)(i) the Cemmlttee qﬁest1oned
the advisability of providing for en allocation of cost to all genersl re=
search work of thé contractor if .the concept of providing for an allowance
of the cost is specifically covered in the oontract, The Committee dster-
nfned thet as long as this concept is rstained no provision for an allo-
cation was requireds Aocordingly, subparagraph (Ag. reading as follows,

wak deleted: - B Co e _ ' .

"¢a) Te the oxtest Fush east. ara allowsd, thoy wild be .
eguiiably ellescied 4o all wewl of the eentPeassr eihes
Shax Eop | {ndepeaéent mereval and ‘Meleted paeeaﬂehv"

With this actlon correoted copies of Part 2 of bection XV wete disvributed
td the lsgal members for -their respective members of the Editing Suboomnittec
in order that editing of the dreft could be underteken, -The Editing Sub-
committee wes requested to provide a reoort for oons;deraﬁion by 13 January

- 1856, NFN 151955



-

e—— e

- S --o.-. -

"If a oontraotor has but prie_or relatzvely few Government

contracts, an appropriaﬁe oontractual pr9v151on mey be used -

'QIS-ZOQQZve The seventh-eeﬁtenee'wapwrevlned'to read-; . ‘ \

“lito preserve the Government's interest by ‘providing ‘for

_retroppective accounting and eny necessary ad;ustment to the
pen51on plen cost incurred under the contract.

..,-

',:15-204.8 Contribufions snd, Donat;oné;" Coples of “the Air Force

‘minority position with respect to this paragraph, which was isolated

as en issue at the 11/22/55 meeting, were distrlbuted to the members

for presentation to ths Material Seonetar;as and the A851stant Secre-

taty d? Defense, XS&L) as.an - iesueen T : I

"As modlfled by the 'ASPR Committee xhe Sdbcommlttee report was referred

to the Edltlng Subcommittee for ‘editing. The Ed;ting Subcommittee was
requested to prov1de a report for con51deratlon by 10 January 1956.' T\ }

terlt

DEC \ o

2. Cage 53-44 - Revision of Part 2, Section XV. In approving the minutes
of th¢ 12/6/55 meeting the Air Foroe requested that the last sentence under
paragraph 15~-204.35, Royalties and Other Costs for Use of Patents, be revise
to exprass the oomcept in two sentences rather than onge Accordingly, this
sentence was rephrased as followss R -

/

4

"Charges for the use of patents, where the Governmént has
a license or the right to free use of the patent are un-
allowables Charges for the use-of Patents where a patent
has been adjudicated to be invalid are unasllowable unless :

+ " )
otherwise provided in the contract. DEG 1 U'sb | A \\
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The Subcommittee report of 1 chember 1955 was further oonsiderod on
a par ‘aph basis, as follows: ,

15-&03.3 preaented by the Subcummittee was approved. A Staff pro=
posal to revise this’ paragraph was rejectod. o

15-204,15 = Insuranoe and Indemnitication. A revised outline of

this paragraph developed by the Army legal member, was distributed

to the mémbers. Considerable disoussion centered around the
variance in the language of the first two sentenoces of subparae-

graph be and the language oontained in the clause, insurance =
liability to third persons, The Committee requested the Subcom= }

mittee Chairman to redraft the entire paragraph to achieve cone
sistency and a oross-reference of the clause and present same
at the next meeting.

15-204.34b(i) Copies of a revis-on to this paragraph starting
with the third sentence, developed by the Air Force member, were
distributed to the members. The paragraph was then discussed
at length. As a compromise the Committee revised (i) under
para_raph b to read as follows and tentatively approved the
paragraph, subject to editing, the Navy and Staff positions
being reserved:

"(i) General research is that type of research which
is direoted towards increase of knowledge in science, It
is research where the primary aim of the investigator is
a fuller knowledge or understanding of the subject under
study, rather than a practiocal application thereof. The
cost of Independent Genersl Research (that which is not
sponsored by a contract or grant or other arrangement)
shall be allowed to the extent specifically provided in
the contract. ‘

——

(4) To the extent such costs are allowed, they
will be equitably mllocated to all work of the contractor
other than its independent general and related research.

(B) Generally, the contractor shall be required
to disclose to the Government the purposes and results

.. Sf, syph dpdspendent, ganermdaAeseedal: eioth Of - TA
gur~ant, & AR

.
J, - LLV nczaooo \F VAT . W ouLC va weee o

- I¥108; shall de given
-ezoqo1q R l0. a,jr* sotuadiede

'f;a;"Soope, nature and guality%of the oontraotor 8 independent
' general research programe -

" be The’ oapablllty of the contraofor In the partlcnlar research
field.

o« Benefits which may accrue. to the Government

. de ,Compar1son of size and oost of contraotor 8 prev1ous years'
research programss’ AT T

&+ The propértion of th“vaarnment businsss %o the contractor's
C total buslness.‘{n L

In oonsidering the paragraph “the Comnittee also determined that ‘the Govern-
ment's position versus Industry's position with respect to general research
shculd be presented to the Material Secretaries and the Assistant Seoretary
of Deferse (S&L) as an iasua W1th industfyi e

5-204 34b(11) approvedr
15-204;340 approved

__5~204.260:_The seoond sgn,épééfwéézrériﬁeaffo'rggdi'
_ "Such costs may inocluds excess contributions to the extent such
= contributions are claimed and allowed for Federal Incoms Tax
_'purposes in the ourrent tex;ble year. BT <V

L4
: : ) i
With this gxodif_ica_t.ionitg'e‘ p’aragré.ph was approveds, = ML
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Toe mint o the’11/20/55 mestifg werd inéd misltied as

follows:e _ }
Ttem 3. Case.S32bl = Revidioniof Fist 2 : Section X¥, f‘

'+ Paragraph 15<20Lii2k. ' The paragraph was revised to' ‘reads

“Thls item consLstswof the premium pertton of overtlme R
' 2 éﬁ?eﬁéha.anbua

of such emiuns should be se Paratﬁiiﬁéhx.tifiod.
When P B G

of overhead, Buch premiuns shall not be included

therein. Cost of such premiums on direct labor are

allowable only to the extent expressly provided for

in the contract or otherwise authorized by the

Government. Cost of such premiums for indirect labor {
is allowable without prior approval, if reasonable, ' :
and the oost is allocated on a pro rata basis to come I
mercial as well as Government worke. See ASPR 12-102 |
for further information oonoerning‘tha poliocy regarding K
such authorization, The amount of such premium cost

charged on Government contracts shall be equitable in

relation to the amount of suoh premium costs charged

on non-Government work being oconcurrently performed

in the Contractor's plant and the factors which neces-

14

sitate the incurrence of the cost,"

i
’ be The minutes of the 11/?9/55 meeting were approved with the followijé:
revisions: _

Item 2 = Case 53-44 - Revision of Part 2, Section iV, g

Paragraph 15-204.34b(1) wes revised to read:

"A proposed subparagraph ¢. presented by the Staff

was oonsidered and rejecteds In lieu thereof the !
Committee suggested the insertion of the following

first parenthetical expression in the third sentence 4
of (i) which would read as follows:

.

-y ey

"The allocable portion of 75% (or .such other
percentege as may be agreed upon and set forth
in the contraot schedule) of the allowable costs
of e contractor's independent general resesrch
(that which is not sponsored by a contract or
grant or other arrangement) shall be allowed »
in all oost-type contracts under the folluw1ng
conditions:" : J/!
)

chever, the positions of the Departmental members

-with respect to ﬁhis ghange wes reserved." DEC 6 1955 ;




2. Case 53=44 = ; 4ision of Part 2, Section XV, . osies of a memorandum
rom the Suboomrittee Cheirman presentlng revisions of paregraphs 15-204.251

5-204.29¢c, 15-204,34d and 15-204,35 were distributed to the members and

P‘ é’“ m‘ﬁﬂm‘%ﬂﬂtﬁ "If mm woritio
'E- 15‘39‘0;5d“!IE‘!‘!Qﬂeﬁ!vU.dellnl‘tx.-‘.o*xe ad* o efcev s

B .190*“3% éﬂi30é13noo oxd bestiondus esiwieddo To Jcerdmocc S
-204,25 PATENT ENSES. This item relates to such expenses
as costs leading to the issuance of patents, costs required to
i search the art end oosts mecessary to comply with invention
¢ © disclosure provisions of the oontracte The costs of searohing
the art in order to meke invention disclosures, and of preparing
disclosures and other reports, as required by the contract are
allowasble. The costs of preparing assignment and other pepers
in oconnection with the filing of a patent application by the
_ Government and any other guoch’ costs ‘ars alloweble, upon the
_ ... written authérizetion.of the:oohtradting officer. The cost
/. i of research and develqpment work is treated in 15 204,34,
(See alsocparagraph 154204.35) e

As rev1sed'ﬁhe paragraph'was approved, subaeot to editlng.
15 204, 290 readlng 8s. follcws.was epproved- ’

“15 204 29 PROFESSIONAL SbRVICES - LEGAL, ACCOUNTING, EIGINEERING

] L AND OTH....;R R TRV “we
3‘ B The costs of legal aooountlng and consulting services

and related expenses inourred in cohnection with orgenization and
reorgenization; . defense of ‘enti-trust suits, and the prosecution
of claims- agalnst the . Government are unallowasble., The costs of
legsal,: aocounting and oonsultlng services and related expenses
incurred in connectlon with patent‘lnfrlngement 11t1gat10n are
wallowable unles= otherw1se provided 1n the contract."

15-204.344 readlng as follows was approved-

"15—204 34 RESLARCH.AJD BWV“LOPHLNT

»

Nooo

; o Cde ‘Resesrch and development ‘oosts (including amounts

i - eapltallzed), regardless of the neture, which were incurred
in eccounting perlods prior to the sward of a particular '
militery contract,.will not be allocated to that contract " 8
unless allcwable as pre-oontraet costs (Paragraph 15-204428)% }

15-204.35 readlng as follows was approved-

1958

."15 204 35 ROYALTIUS KNﬁ OTdER COSTS FOR USn OF PATENTS.

This. 1tem covers amounts pald or payable for the right to use
patents or inventions. “Where: the- use of such a patent or
invention“is neeessary for the proper performance of the con- !
tract and where tha.Gpnarnmant dbes ‘not already have a license
.or other right to'use such g ipstent 'or invention, the royalties,
‘amortisation of the cost of purdhased ‘patents or other purchased
patent rights eppliceble to oontraot products or processes are
_allowsble to the extaytweIpresaiy:pouvideld pF liswnbre In " =
\ the contract or otherwise authorized by the contracting officer. ’

DEC 6

mare? e

Charges for the use of 'patents, where the. Goverament has a
license or the right to free use of the patent, or a patent /

! has been adjudicated to be inwvalid, are unallowable unless .
otherwise provided in the contract." . _ Co T‘b Nbﬂ' CAGE



2- Case 53'4414 Reﬁsinn of Pu-t 2, Sectlon IV, The Cemmittee ennsidered
certain palnts in TITR That required action subsequent th
that taken by the’ C‘mittee in 1ts 11/2?./55 meeting, These paluts cnvered
the following subpmgraph;g .

15-203‘5 The paragraph wes revised and approved to read as
followsr

%The base period for allocaﬁon of indirect
expenses should be representative of the
Period nf contract perfrgmance and should be
suf i, cient‘.ly long to avoid inequities in the
! ‘ '~ alloeation of costs, but in nn event longer
i tha.n t.he eor.traotor's ﬁ.acal ysar.

J-S-eoh,a - The My Force nenber advised that the Alr Force \
L Pogition for presentation to.the Material Secretaries
en thir: prdblem wmld be presented within ene waek.

15-20!1.25 “. . C R R
15‘2011.3&& - K
15-20L.35 ~ A memorandum frem the Patents Subcqmmittee setting
. _ freth the views. of the Patents Subtommittee with
. .. respect te ‘these pardgraphs was distributed te the
! . 'members, After a brief discussion the'problem
N * was returned to the:Section XV Subcdmnittee for - '
! further cond deration in ¢onfancticrd with the .
Patents representatives of the thrée Departments. -
The Section XV Subcomidttee . was:. requested tn :

provide an intexim ropart’at. the next meeting -
and a ﬁ.nal raport by 13 "'kuamber ]955. ‘

‘l\'

»

15-2011.33\: ‘1‘wo alt»emtive propoaals M guhparagraph be ci‘
this subparagraph. were distributed by the Navy
- : member. After’ discussion the Conmittee | adopted )
i bauw -~ - .. .
. ;:g Yesvnl o3 e-md: ?'.,3 SE 4 ¥ h e '.a.hr.a.r bsmznn een n... .
: 'ira-a-o-mr-d' d*;w-an_ % ta~? n_td.,.(n .ol '. Caklney
1bas Ty Sivlman acidinsldy frovaedtor .4 t~g
otherwvise in the coentrant, rentals specu’ied L
in sale and lease~back ogreemef®s urder (2)
abcve are allowable only to the extert that
such rentals do not excsed normal costs
(such as depraciation, texes, insurance and
. main‘enance expensea) torne by the lessor
, which would have been incurred had the
. contractor retained legal title to the
‘ facilities,"

- -

-~

15-20L.3L45(4) =« A prepesed subparagraph (c) presented by tke
Stzft was consizered end rejected, Ia Meu
therenf the Committee insertsd the follow'.g
“first parenthetical expression in the third )
sentence rf (1), which reads as fellowss - = - °

*The allccabls portion ef 75% ('r such N
other porcentage ags moy be agreed upm
and set f~rth in thz contract scheduls)
. of -the allowatle cosis of a cohtracter's
independent geueral research (that which
-1s not sponsored by a contract or grant
or other arrangement) shell be allowed '
in all cost-type contracts under the : r
following conditions:"® B :
“  15-204+15¢ = The Gomi ttee determined to place a period after :

V the word Jallcwable,® deleting the woidy Bunless

i approved by the Department concerned,;” subjwct ;
to editing, The Army legel member ¥az requected

to present revised phraseclogy for this paragraph

fe for consideration at the next meeting,

15-203,3 = Consideration of this piragraph was deferred until the
' pext meeting in order that the reaction of the Small
Business interests cculd be obtained, NOV 7 9 E



+ The mimtes of the 2 November 1955 meeting were apprnvad with the
ollowing modd ficationss ‘ .

Item 3, Case 53-ll - Revigion of Part 2, Section XV. The first
! sentence was revised to readt i

o -

*In consider.ug the Subecmﬁ.ttee report of 1 November 1955,
and the wndated Army Audit Agency report, the suggestion of
ihe Chairman Lo consider the repert em & paragraph basis

At .‘n".d L] "
¥ - \ - * abSthor me FYs1b odd DeIqad™s ses3reeol ol
§ o iu felloving mwmu pressnted w the &.\bcr-l rees
pr 34 4? _— ﬁqm&'f\ - AT
: o 15-20092
‘ 15-202.3.

15-203
15‘20301

Subparagraph 15-204.8. The first sentence was revised ts reads :

*The Air Force menber stated that the problem will be

R particularly dif.icult in cases invelving industries
irvelved primarily in defense work, such as the aircraft
irdustry, In those cases, contributions and donaticns, .
far all practical purposes will be made by the Government
and not by the centracter, to such beneficiaries and in
such amounts as is determined by the contracuir,  Therefore,

the Air Force podition is for contimx:!.ng the disanowance
' as in the present ASTRGM

: Subparagraph 15-204.15, The quoted addition te subparagraph
. "a'" was revised to read:

*The obU‘vati'on of the Government to indemnify the \
certracior will be allowable only tc the extent \

expressq y provided for in the centract (for example,’ '
. see ASFR 7=203,22),"% ,

Subparagraph 15-204,18, A parenthetical expression was sdded at

the end of the first senwence, as - ?
. follows:

*(including the contractcr's cnntributed portion '
under cost-sharipg R&D centracts).”

With this sddition the mimites were revised to reads

\ "The Committee adopted the Subcrmmittee position as
,' clsrified that the prrtion nf cost-participation
. contracts not relmbursed by the Govermment under that

contract not be allowed as a cost on other contracts.

15-20L.26d. The penultimate word in the quotes was revised to .
. read "reveralonary,”

15-204¢28 = The seccnd sentence of the pa.ragraph on precontract
costs was revised to place a perind after the word
"contract® and to delete the words "and may be
limited t9 a period ¢f time as well as ta the type
and amount of such cests.® '

The mimtes were reﬁ.é:ed to reads

trtnmla approach set for'u: i.p the
draft but there was alsc a general

" feeling that.an appropriate method
" #f control be further. e:q:l

ored..




i

15-20h.27 = The Comnittge accepted the dratt as written. Ceel oy
15-20,4.28 ‘Ihe Comnittpe acce,pted. the draft as. writteno \
15-201}.29’ W:lth recpect 'oo suhparagraph "c," ‘the Committee

.- adepted the posi tion of the Subcemmiftee that
‘;.sucb legal tees a.re nnt. allow,able. R

15-20&.30 'I‘he comittee adoptsd the pontion of t.he
~SubcommSttes that all profits and lnsses on
dlsposition of -plant, -equipment. or other -
‘¢apital assets be excluded in comput:l.xg

- cantract costse .

W s

15-20k. R «hw;m&w ag’m\m posi€icm -
<o Tae el wpeotrihs Prbvidi o ofrabt of those ‘
-7+ """ reconversion-expenses which are allowablg appears |
the best meth~d of assuring fair treatment nf {
tha int.eresta or the Govermnent and the (.‘«om;ract'.m-° '

15-20&,3-2"‘- The Committee accepted the draft -as wxitten with
" the exception that the’ second sentence was revised
"to read as frllowss

.. It further includes’ the costs ‘of operating
.-an aptitude and. educaticnal testing program,

travel expenses of employees while engaged !

in recruiting persnnnel, and travel expenses i

of applicants for interviews for prnspective j
S employment. T

, 15-2dlt¢33_ -.With respect to subparagraph "b," consideration

P

3

. .was given to-the change recommended by the
.. Americen’ Institute of Accouutants, Mro Ruttenberg
" was requested ‘to draft substituts language for

' _submission to the Ed:’.ting S\ﬁacnnun;.ttee

15~20lL43L = ﬁze Comittee discussed at len,,th the Subcommittee
apprnach ‘with respect to general research, There
.~ - ‘Wag general- agreement in ‘the formula approach set
forth in the draft but there was also a general
fecling that a drllar ceiling be cnupled with such
_,approach, ' Using this as a basic concept, the Staff was
.- requested to' develop a propos:.t.:.on for further con-
‘_aiderat.ion. o :

15-204.35 « The Committee. dopted the positinn 0!‘ the Subcome
mittee that: payments of royalties to contractors
. sheuld be circumscribed by cobtract provisinn or .
otherwise authorized by the Uontra.ctug Officery

L 4

15-20L436 = The questiori was preserited as ts whether it least’ the .
protection afforded the Govermment im proposed ASFR-
15+202,1 should ‘a0t be provided, ' However, it appeared:

"that the protectisn sought. shéuld be- Felated to the o
- "Ingpectios .of Supplies and Correstion’af ‘Defects® =

' €lauge (ASPR 7-20305¢)s The Army member reccmmended ‘v
that the Editing Subcommitiee give consideration .: ¥
to insertion of the wrrd "consumer® after "tra.i.n:).ug‘ =
in the phrm "am tréinug personnel i.n ’the use,%, "\')

o<
. 15=20L037 = The C'mit'hse accepted the dra.t‘t« as written. v\‘é{( '76

4



15-20)4.22 'h:e Comittae comu.rred 1.n the recomnendation tn
~ 4includé “accouatants fees" immediately after 1
atternays fee" Ln 'the second -ssntence of the l

paragraph.
15-2014.23 ’I'he 'Cnmnit‘bee accepted. t.he d.raft as written.

15-204.2l = The comm:l.ttee adopted the Subcommittes position
’ with respect” té identification separately cf
{ : shift premium and overtime, However, the -
paragraph wna changed to read as fol.‘l.owss

’ '12 hegh OVE'RTDIEE EXI‘RA P% SHIFT AND
ol s itenm

con.ist.a of the premium portion uf éxtra pay K

ot abd’ miltdeshift payments tp employees, - Such
... premiums on direct laber msy be classified
. as either direct o1 indirect laber. costs,
_but the amount of overtims premium should be
separately 1den‘d.ﬁ.sd. ‘When direct labor
cost 'is the base for distribution of everhead,
svertime premiums shall not be included
therein, Cost nf such premiums on direct o
. laber are allowable enly to the extent
: expressly provided for in. the coatract
: . or otherwise authorized by the Goverament.

{ . . Cost of such premiums for 4ndirect labor is
allowable without prier approval, if B
| . Teasonable, and the cost is allccated on -

- 'a pro rata basis to commercial as well as
’ government worke See ASFR -12:102 frr
further’ informat:lcn comeming the- pol.icy
: regarq.ing such authorization, The .amount -
. of rovertime and shift premium cost charged cn
Goveinment oontracts shall be equiteble im
’ relation to .the amrunt of such premium costs
charged on non-Government. work being concurrently
-performed in the contractor's plant and the
fax:tora which_ necesa;tate the incurrence of the cost,”

PRYESrapy

P e ®

E S = Do Ggpedatac. faferred considarpiion £F tis e llaney
15-000ut5 = Dt s ¢ St
d- nnt:!l the. next. meeti.ng. '

15-2014926 Tb.e Cnmmittse aecept.ed t.he draft as mtten
with the acceptd.un oi‘ t.he follovd.ng changes:

lS-ZOh.zl‘c . The second -senteme vas revised
tn read:as-followss.- .

- -.,%Such ersts may include-excess contributions
- made -in previrus years “to- the extent such
. _contributions are claimed.and allowed for

e m'purpnsea in- the current. taxab’le perind,

S-zoh.zéd The next tnthe last; sentence
was revised to read 8s followss
-;"If 8 contra.cbor has but one or relatively
.-.few Government contrasts, an appropriate
. . - contrectual provigion may. be used to-
“ ' preserve the Govermment's interest by
providing retrospective accmmtd_ng and
\ " L rehmd of arg rxecessamcrenitu. S

15-2614269 nm wbparagraph was revised to
oo read as. fo].lowas A o‘)g}
Q

\

]
; "The allowabmty nf costs of 1ump sum o’ ]
-purchases. cf anmuities or of lump sum cash Q\
payments or periodic cash payments made tc
provide pension benefite for retiring or
. retired employees other than incurred - gk {( Q,
.. under ‘agproved pension plans will be: . C,°
. subject o msideration cn-an individual P‘
."case baf¢ 2 : ;o Q




&13. Cese 53-LL =R - sion of Secidon XVe The membe’. noted the desi mat
{of iaje Jo Os Hunniculi, Jre, D=P 1LQ, es Army membe. of the subject Sub=
corttitice, vice Lte Cole Jo lis Railing, DEP 10Ge fpp1 1955

of 5¢ n prei) Instructa.on,

}ahh Rev:Ls:.on of Section XVe conies of 2 proposed 3

:c‘l.;weizsaz Sby the Dffice of tie (D | mztroller, to provide mdancesmtéxoie_
siect to depreciation in keepiag with Section 167(b). as limited '3; c;: don |
1 7(c) of the Internal. Revemue Cote af 195h, suoject to mee.tmg e tes 1

X G +
redsoratlensas, were digtrituteds y
Sd.ttea ootié Tuded Baat ﬁmahm .do_ e -
Epolicy in ’th&gnxtt _ "l!,ps AT

Instiuctions Yo = K N . pr? A

" retuested to develop appropriate c§ B PO

Pdrt 6 of Section XV, or sutmit recomment atiohs as to other media for
putlicztion, ineluding a recoimendation with raspec‘b to the proper

docunentt for use for the other meciae

; i"d Ins’Crucmonim d g
i

v

In taking this action the Committee agreed that modifica'bion of.?fththe
desreciation paragraph.-(15+20Le9) . te: incarporate ,the -n':imc:.ples nt:
ro-0sed directive should be postponed until after ¥eceist of comie ]
;r[n industry on the proposed Sections e 0

»

! The Subcormittee vas recvuested 1o provide & report for consideratl?n
by 15 lizrch 195>q sncoa 1805 e il .

. C:se 53=Ll - Revision of Section XV, ASPRe A report fion the Section

! Subcorriitiee, pres:utdin . a wroposed depreciation = cost interpretation

-c_ izclusion in Part 6 of Section iV, was concurred in in om.nciale, )

tsusject to editing, In takin: this action the members notec ihrez arcas
re viving . u:tner consiczrations

' as Effective date, ‘l‘
be Inclusion of the te:t of Section 167 of the Internzl
o Reverue Code of 199)4, and :

ce Omission o any referenc: to "true! de*rec:.a tion.

The bove areas were referred to the E itin; Subcormittes for consileration
ir conjunciion -ith editing the ronosel, The Staff volunteered to dev relop !
a cress=rzfercnee to "urue! desreciation for consideration iy the Siitdnz ;A

! gubcor itiess The Zditing Subeorrritie: was requested to previde a report
Jor conrideration by 29 lizveh 1957e N 1 uis

Wi = v

« Czse SB-hh - Degreclatlon Cost Interpretation for. Inclas:.on in . 9
art O, Section IV . ASFRe A repart fron the &diting \L
ce

3

icormitiee, presenting the suvject inf.erpretat:.on, was discussed a.t
len zthe The report was retwmned for reconsideratione While the Cormit
¢is not finally determine its position, the Eciting Subeormiitteé.should
redevelo: the project alonz the following liness N

2, Applicatdlity of the interpretation,s In the absence of a
specific agreement the irterpretat:.on applies to all :
"onen" contracts, . _

be ith respect to the assets invo}ved. ~ Undertake interpretatlon,
thinking in terms of the descrinstinn of the assets covered,

f utihz:.nc therefore the provisions of the statute, ¢

L Consider again the desiravility of gquoting or paraph:ﬁ:’.ﬂg such of ﬂne

tute as will render the depreciation cost interpreta tion generally -

-

. vnierstandable in 1~.se3.t‘. S OARRDO1BBEL



o .15-20&,38 The Cmnittee accepted: the draft as written - )
) f - . with the-exception that the Army membér reconmended '
‘that the Editing Subcémmittee consider revising
the definition of "special tocling®™ to. conform :
- with that currentdy’ being .prnposed. by the Sectinn -
L ETIL Subcnmﬂ.ttee,

e

: 15-204039 ~ The Cormittee’ ‘adopted - the Air Forca m:.nority h .
. position with respect to subparagrarh 15-20&:»39&(3),
. ..and that of ‘the Suoccmnittee o 15-20ke39bs ‘

B 15-aoh,hc = The Comittee adapted the Subcemnui ttee position : .
, . with respect to the non-allowabil:.'by of” cost.a '
. incident to exhibitirnse

R g

) 15~20h.h1 The Comittee accepted the draft as erttena o
15-20ll2 = The Comrra.ttee accepted the draft as written with R

" the excpetisn that the Army member requested that
' the Editing Subccmmittee consider that line 5 <f..

~ the secend paragraph:be revised to reads M # #7 Qﬁ:
. provided :the écntractor follows a consistent , ¢
precedure which provides for equitable result.s %
4in this respect,’ - ‘ SN

15-201@3 . The Cemmittee. accepted t.he draft as writtenq

With respect. to the third observat.ion set forth in the first page of the
‘- Stbcommittee. reporty the cenclusien was reached that Departmental imple-

mssnting instructirns sheuld Pollcw within a reasonable time the publishing
Qf Part 2, Section XV, The Committee -also determined that final considera= '

“tion of Pert 2 would be given at a subsequent meeting, out as snoa as

pnssible, . ‘ , _ ;



corments received irom on proposed re..sion of the subject

6o Case 53=ll = risdon of Section XV, ~The memt s noted copies of the J

Sections The Committee Chairman requested the Departmental members to impres

upon their respective Subconmittee ménbers the need for exped:.tious comple tion

of this ~3ro:]ecto JuL2e 1955 e e

15 Case 53-&1..— Revision of A.:PR Section XV. 'i‘he members noted an interim
gress .report_from.the subjeqt Subcommittee,: included on the agenda, The

mmittee extend}d the tine for & final report. until 37 October 1955. (0T 4~1355

3% 50534411 sien. of Part 'SectichV' Goaa!.derationerareport

the Section Beamitied, presenting a revision of Part 2, Section |
IV/ was deferred at the nqu!t 6f the' M.t" Force mbbr until t.he meting

eF2 Ncovember 1955‘ : NOV 8 1955 o

P AU, NEE TS

ttee report, the suggestion o

fallowing s

t«repnsider the report on

3J Case Si-ml Reviéun af 'Pu‘b 2, Section XV. In eonsidering the Sub=
iém L g

paragraph besls wes adopted. Qm actinn L the Gmmittee resulted in the\

15-200

15=201 w=.

. In crnsidering the Andustry posii.inn th#t & statement
‘be included 1o the &ffect that Secticn XV'is not applicable

e = d

".to’ fixed-price chntracts, including ‘thces with price

o,
Y .
/ . .

redetend.n&tion previsinns, ‘the  questicn was presented as

~'$0 'vwhether: it was necessary tr preclu.do the applicaticn
‘of- the prinoiplds to certain typas of cemtracts, It

was dtated.that a jeparate Part gor Section XV will be
developed t5 cover Pacilities contratte, The Crmmittee
determined that “the "Notes and Piling Instructions"
covering the ASFR Chinge which Will include Part 2
shéuld contein a note that the use of the principles .

"is hot precluded in conracticn with' tacilities

contracts pending publicatica of that Fart of Sect.icn :

-xv wh:l.ch ull covar facuitiea eontracts.

The Comnittee adopted the &:bcommittee position that

-the new eritericn “significant deviatien in the

" stantially increase the contract costs” 1a only one
. -of the facters sffecting. allowability rf costs and

/5-202
15’20302

established practices af the contractor which sub= . . \

doea not ta.ke awf.hixg away fran the contractcr. L
Acceptodmeﬂrafta‘smtten. A

-Discussion centered arcupd ‘the' pareathetical phrase T
8 (including Andependent research projects)® as set: -

- ‘respect thereto;’ and the “relationship of fhe phrase to-

b

Y
.. £arth 40 15-20302, the Alr Force recommendaticn with C\?
15-204e3lcq It Was the deterwdnatieon of the Commttes §

.« .that the stateli"phrase should be deleted and that
- -#(see ASFR 15-20L,3Uc)®: should be inserted in lieu

. thererfy. The Committee aiso determined that the N
"second parenthetical ghraae in 154203,2 *{exclusive ‘B
of nvertime premiun)® ghould be changed to read ?-\6(5

"(exclusiva of nvértd.m, utra“pav, and’ mlti-shlft UV w
premi\m)" i

. . ." -‘? . R H -



15-20!;.10 - Ihe Comittee accep‘ted t.he dra.ft as writ..em

15-20h.ll The Cmmnittee adopted the Subcmmittee positinn
_ that entertaimment expense should not be allowed
-..and. that there was no conflict between this -
paragraph and 15~20h.1o and 15-20&&0, ‘

15-20&;12-11; ‘I’he Ccmmittee ascepted the draft as written,

15-2014.15 In accerdance with the point | expressed by the
. Army member; the Committee determined that
subparagrarh "&» should provide scme coverage
with respect to indemnificatisne It was decided
-that. proposed subparagraph "g" should be deleted
and that such coverage, revised to read as fnllows,
should be 1nserbed at the emxd of subpa.ragraph uah,

" WThe cost af indemmﬁcation will be allowable
-+ only to the extent expressly pruvided for in
: the cont.ract (for example, see ASFR. 7-203.22).

It.._was also detem.tned that subpa_ragraph et ghould
be revised to read as followd: o .

"c, The- costs of insurance or any. reserve
. covering ‘the riak of loss mr damage to
- -Govermmsnt-owied property are not allowable
_except-to the extent that the Govermment
may have’ aggrnved or required such insurance
. or: reservea o .

W:.th these changee, and espeb:.any that concerning
' indemnification, the Editing Subcommittes should

" review the parzgraph’ with reepect to coverage given
these cost elementsg . .

15-204416 = The: Gemmittee adopted the Subcmnmittee pos:.t.ion
' ~that mterest be an unailowable costo .

15-20h°l7 - The Qomrrd.ttee eccepted the draft aa written.

15~2oh.18 - The. Commit‘bee addpted the Subcommittee position
. _that the porticn of cost~particibation contracts
not reimbursed by the Government under that
contract not be. ellowed as a cust on other
contractag ' :

15-~20L019 = 'l’he Oomittoe &apt.ed ‘the Subcomnittee ‘position
that any recoguiticn of cost of deferred maintenance

s Bensss, troigh, contract PrOT SR SR prcers

W ™ B me &"wﬁthn.

L..‘vl~

Spbcomd.ttee ‘pesition

15-20&.21 ‘”M*B’mﬁiézé‘?“

that ‘eash’ dlsceunts iu’ot be, considered. as financial

“ " “incomes The Air Force. member withdrew the Air
Lol Force minority position concerming eubparagraph
~ "be"  With respect tp suhparagraph *d,* .

. Committee concluded the subperagraph should
consist. of only the first sentence.as set forth

¢ .

- y—

adel N — Y

:. ee:::bwv 3 eni - fl..-l oyl

s

" 4dn-the draft, The Committee slso adnpted the ‘4-‘7

: Subcommittee posi.tion with respect to the. . Ce &

: -‘-':..snon-allowab ility of the coet. of write-dovm of KN
T mventory valueo o

(,}

,I

<




~.selling expe'nse is properly allocable tc' a Government

.. contract, . There was 0o questien that, selling and . .
distributirn expenses as relatéd to sales of the . - -
- products of a enmpany 'to commercial customcrs should
pnt-be a2lloweds The Gomnit‘aee concluded that the
paragraph as writtén qhould ‘remain, subject to the
Staff discuseing ‘the proposition with the Small .
Business Advisor to the Assistant Secreta:'y of

Detense (g'lg‘s.. V.- wf;ﬂ‘-;}.mb OA’"" 5’,_ e, ,-'.' }
g 15205k = mcm ssntdured thet mnm o

[ 15-20343 = 'The Committee discus:ed the: propc-..tion of whether any \ A

general and adnﬂ.nistrativo a:gensss .wag. helpful
- '_ and’ should remsin 1n the paragraph. :

15-203,5 - The Comittee noncurred in zhe Subcnmittoo
S _'position that. there was no inconsistency: betwe,en
“this paragraph and 15-203{b), The pa:agraph was, ]

Cnmen—mre: 40

A X -however, revz!.sed to nead as 30110"9’ 3

: gxpensea sheuld be rejresentatﬂe ‘af .the
" ‘pericd éf eontract periormance. and shou.ld
" be -sufficlently. lorg to. avoid inequitd.ea
: 1n the aliocation of costae

i

15-204 'I'n.e Committee accepted the paragraph as writteno

15-20L.1 = The Crmmittee adopted the Subcomittee posxtion
- that the proposed instructions with respect to 7= ]
allowance of costs ef adv‘értising were ot too :
restrictive, o .

15-201::2-5 - The Cmunittee accepted the drai‘t as writften on
these paregraphso . .

15-20)406 - The. decis.ton with respect tn. the DOD position on
praﬁ.t .sharing is expected within the near :futureo

15-20La7 - The Committee accepted the d.raft as wr:l.tteno

15-204.8 - The Air Fnrce member stat.ed that becanse expenence
¢ . had demonstrated the difficulty.of ‘controlling ; -
' "these expenses it was the position. of the Air Frrce
..  that contributions and donations nnt be allowable
“ . @s costse  The Afr Force was requestcd to present
"4ts revised position to be used in comnection
.- with ‘the . presentation of an item for: decision by
71 - ‘the Material Secretaries.and ‘the Assistant.
"Secretary of Defense (S&L). T o

(& —rr——t?

153049 = With respect to subparagrgph "e,“ &he Navy member j
: . withdrew the Navy minerity pogitlon, .In the oo
" dis€ussion which fAllowed, the Committee determined
‘that the following should .be inserted as the third
sentaence :i.n subparagraph metg,

_f'The rema.in:ug undepreciated amount shall be N
' nnly'-the normal depreciation remaining after &
the end of the 'true deprecistion' period and =
ghall nrt include ary amount of unrecovered
normal ¢r 'true depreciation' allowable during ,{Q
the 'true depreciation' period,® ® <
C°

v 1he Editing Subcommittee may improve upon the €
_ verbiage of the concept expressed in the insertisn. (’h



5, Case S3-i Depreciation Cost Interpretatio “or Inclusion in
Fart b, oecuion XV ASPRe A rep.. from the Editing [

Subcormittee was YrisTly discussed and further onsideration deferred until
| the next meeting to permit the Eciting Subcommittee to consider an alterna=
tive redraft of paragraph 15-602,1y which is quoted belows

t
115-602,1 Applicability and Effective Dates This cost !
interpretation pertains to ASER 15-204 (d), 15~205 (b) '
and 15-205 (0)e It is effective dth respect to existipg -
and future contractsjy provided that, as regards existing 9
contracts this interjretation shall not be applicable in >
any case where there is an e:press agreement in writing ‘S\‘:- o
that a different interpretation shall be applicablse® W

——— -

2¢ Case 53=lli = Depreciation Cost Interpretation for Inclusion
' - in rart 6, Section W__g:;m. A redrait of the proposed

pafagraph 15-602.1, Applicability and Eifective Date, was distributed
the membersy, After discussion the redraft was slightly modified and

provede The Committee further modified the last sentence of paragraphl
15~60242¢ Subject to these modificatioms, the Committee approved the Cobt
Interpretation for arinting, In taking this action the Committee concurred
in the issuance of a Press Releage anmouncing the Cost Imterpretation, by
the Staffy, and in the Departments promulgating the Interpretation within
thelr Departments prior to 4ts publication in the Regulatione The Intere
pretation, as approved, is quoted belows '

~ 915-602 - Depreciations

1560241 = Applicability and Effective Dates This cost ‘l
interpretation pertains %o ASER Jo—20L(d), 15=205(b) and .
15-205(0)e It is applicable with respect to all costw

~ reimbursement type contracts placed on and after 1 June
1955 and, also, to all existing ‘costereimbursement type
contracts not completed at that date except as to pre=~
determined overhead rates or fixed amounts  of overhead
which have finally been agreed upon for particular periodse
» _ However, the foregoing sentence does not supersede any express
/ agreement in writing that a different interpretation shall e '\
)

applicables |

15-60242 ~ Allowances for Depreciatione Allowances for
depreciation (other than "true depreciation®) as provided
in Section 167 of the Intérnal Reverme Code of 1954, subm
Ject to the limitations set forth in paragraph 15=£0243,
shall be acceptable for contract costdng purpceses
/ Allowances for "trus depreciation,® as that term is defined \

in DOD Instruetion 4105434 of 1 July 195k, shall be in
accordance with said Instruction, and shall be exclusive
of other methods of depreciation with respect to the assets
involved in the determination of "true depreciatione®

15-60243 = Interpretatione Depreciation computed in
accordance with paragraph 15-602¢2 above is allowable
. provided it meets the test of reasonableness and alloca=
. bility to defense coritracts and other applicable provisions Y\
of this Sections Meeting these tests may depend Wipon = -\~
whether (1) the depreciation allowance in’the particular -
. case 1is acceptable for tax purposes, and (ii) the costing
/ of defense’contracts’is on a basis consistent with the B
costing of ths contractor's nof=defense work and is so =~ :

s " " reflected in its books and recordse® * - - ‘
| °C T TES R00%S And recordSe” T MAY 101958




Q. .

?
?.
l

First sentence, Prior to discussion of certain issues in -hich
poeltions had been reserved, it jms. generally agreed that the
follo'ing would be mresentec to the Procurement Secreteries, as
a group, fer inwoma‘blon anc. resolution vhere approprn.ate-

as HMajor dlfxerences vith industrye -

ce Those areas in vhich the Sef\dces are not in accorde

15-20L446 = Compensation for Tevsonal Semces. Lo

The Comnittee revieted the proposal of the Shocoxmittee
as contzined in their Féport of December 15, 195L and
agreed that the pronosed su rag,;a-ah, ¢) should be
changed as fHllovs:- = | : . :

i
. .. SR

15=20Le6 (e), (£) and (g)e :
The Air Force nomacceptance. of the ;rinciple eet forth in these sub-
paragraphs results in classiiying this as an. .1=sue, (Tne issue, brlefry
S'tauEd, beinz whether contractor, paymehts pursuant to- Proi‘:.‘b Sharing ”
eand Stock Bonus Plans determinec by orofits are merely compensation
measured by proiits and are allowadle for pemoursement or whether
payments pur suant to such plans are distributich of pron.ts and
TFerclore are mol reimpursasle as cosise) . To be resolved by the

Xss:.stant Secretery of Defense (S&IJ in conjﬁnctlon idth the

TeT Yevente “TedtsTation {Sectivh 16y
of the Imternal Revenue Code of 195k) on the' e :.sting provisions
of Section XV, It was generally agreed that “the ASFR provision
remain unchanged, that a pres: release be arranzed on the tonic
for iniormation to the puplic,. and:that contemporaneously with
the pres$ rélease, adpropriate,instructions be nromulgated to
ﬁeld audit = rsom;gl._. e

15-20)499 (e) bo o - :
"The contractor mzy elect to use nornal depreclation rather than f

~the "true depreciation" as determined by the anezloer\cy racihtiesA

" ‘Board, However, the method chosen after such determinstion of -
. Ptrue depreciation” must be folloved eouslstently ‘thrm "hoat tne o
' '-li-e of the emergency i‘aci]itzes. '

RER
A —

I 15-20)4.27 (f) - Pcnsion and Re‘td.rement Plans. L

- N

e me e

.A7ter considerable discussion of:reversion credits ‘and the nmthods _
by which arrangements ean be made ‘that are equitable to the Govern=
ment, there vas general agreenent thet the paragraph remain as !
writien, bu® that the attention.f the Assistant Secretery of '
Defense, OASD (S&l), and the Pracurement Secretaries be dirzcted !
to the Jifficulty 'of this issyes It is also to be explained thet
nart of the draft will be issued as-an instruction, as it is not
a-proariate as a cost annciple.. .The N:vy member azreed «) Irane

the issue, to be inclusive of mass severence pay, anc ..o rd;

eow:.es thereof to. the Arnw anc the Air Force. T s

-

15-20,-#.,41 Taxes-

(2) (1) After the third "ord "ta.xes" of the subnai‘agraph add ]
( ":mcluding state’ income ta:.:es.“) : '

——

1'0-4 Uz}ders.corlng denotes change. : JAN 4 185¢




e e “ - - b e O

DN .
(] Ve

S Te Cese sa-m. Aevision of Secu:.én xv. Frior u:.gcuassm of cer‘tain
issues in vhich positions had been resemd, At Wds gerierally agreed that
the following would be p-esented to the Prb"urament Secretaries, as e youp,

invormtiom : LT T L

© .
- o’

+

ajer past diﬁerences Wth .‘.n'ustry, e M "f;_

S ‘be Those areas. 1nvolv;l.ng & change ﬁ-om the current
.. ASRR pqs:Lt:l.on, a.nd

. '
. . -
. . L. - ~\

. c. Those areas in 'rhich Wwe are not ac;ordlng to indnstry
E ' L “the treatmiq, desired. by -theme - e

.,'_

The ‘members than come.nced dlscussion of the tollovd.ng subparagra:mu

15-2014.13 - Cafeterias, Dining Rooms and Other Pood Servﬂ.ces. v
. Principle modiﬁed and ;greed tos — a0

oo orbon Glin
Gy,

Lorron s
" .'.r! '

lS-ZJh.é - Compensation Ior “ersonal Services,
. The Committee revieved the proposal of the Su‘ocom:l.ttee
and agreed that the’ pro;:osed aubparagraph (c) should be

changed as follo'se . o

_ . a. At the enc of the . :mtrodnc tion to subparagraph g "'1;'
:  Cey change the colon to & conma and ada the _ .
, followings BRI K e —

"in ad’ it:,on to those set forth in

- subparagraphk (d) (li’ (2): (7)) na. . S
(g) belbW!' , . i - \

Ty

- be Revise snbpaxa'fravh (m) to read as follovst

.~ options 1ill be amortized equally over an
‘ ‘a"apro-)riate period from the date the option
" §s exercised dependin upon \he terms of the
obtian: a.r'reement. ) '

% L T e allo-ance purposes, ‘the cost of stock

The members accepted the pro 5054l of the Su.:comﬂ.tte‘a to delete the second -
sentence of 15—zoh.6 (a) (2). L _ , » S
35-201;.6 (e) and (£)e The Adr Torce izonacceptance of the o "ciple o
3 set forth in thess subparagraphs results in claﬁ‘i‘?ing _

‘ ... this as an issue (the issus, triefly stated, being

’ - * wvhether contractor costs in Profit Sharin; and Stock

i S . Bonus Plans are merely ctompensation measured by = *

profits and are allowable for reimbursement, or

f ' vhether such plans are distribution of profits)

t to be resolved by the Assistant Secretary of
Defense (S&L) in conjunction 'dth the Procurement
Secretariese , DEC 21 1954

I

2 o . \-v- -

-

S A———. i -



- 15-~204e3” » (1) (iii) ~ General Researchs .
! 15-204e38 = Severance Paye -
‘ 15-20lieli1 ~ Tozess

The members further determined to delete from the revision, paragraph
15=20L414i0 ~ Strikes and Lockouts = Expenses ofe

e

In addition to the above issues the Subcormittec was requested to :
clarify the language contained in the follpv_ei.ng subparagraphss ;I

15-20L4422 = liaterials and Suppliese
Subparagranh b = re discounts, and

Subparagraph d = re nricing of materials in stock where
’ replacement cost differs significantly
i from book coste

A Staff pronosal presenting a depreciation cost interpretation giving
ffect to the new revenue le zislation, presented for interim use pending
the prorulgation of the revised Section XV, was discussed at length and
referred to the Section XV Su.carmittee for redevelopment, ith a request
that a report be provided by 21 Deccmver 195ke

The subJeect of clearing the pronosed revision with the Comptroller
Generalt's office was discussedes It was concluded that it would e highly

desiraile to informally present a cony to the GAO at the same time the t
proposal is referred to industry for cormente NOV 3 01354 ;
f DECZ 1354
, A, B, C v
| 3 DECG 1954 -

B 36 SO TP

1. .. The.mtrntes of ‘the ]J./’,O/Sh Regular ;’Ieeﬁ.ﬁé, and the Specialbeetlnvs
12/2{52; and 12/6/5ly wers & proved vith the: fplloving moo:.,icatw;sc f

-I:bem 5. case 53-h2; - Re\ris:.on ‘of Section I Contract Cost | '..'.».sx. 1

e rinciples, e ehtry 20Le1lly = Prog:u; Liv
Snaring, in thr= second paraarc.pﬁ, was revised to rcads

"Subparagraph e = Intercomaxv or Interdivisional
Sales or Transfers,‘ in ].'I.eu of subparagraph be.

The fifth paragraph uas revised to read a.s followsl

"A Staff proposal presenting a deprecia.tion cost N
interpretation ziving effect to the new revenus :
legislation, presented for interim use.pending- .
the promuliation of the revised Sectionm XV, was
/ discussed at lenvphg agreed.to in. ;prinaiple,

/ referred to the Section Subcommittee for

/ redevelopment, with a request that,a report be Rt
provided by 21 December 195h. S el Aennd



‘I‘he minutes of thé 10/26/514 meetin'r were’ approvad w.i.th the onlO'ing
fwc.ificatiom

Item 2o Gase 53-:!411 Revidion of Section IV Cost Pzinciples.
The last sentence was revised to reads :

e

- —-

"The Air Force tentatively a-proved the principles for the .
“ uroose c¢f goirp .oruard but ressrved thz righut 1o review
ti are=s wheu & final Su.commitiee report is issued.

(Underscoring demotes change)s NOV 2 1954

¢ A , ‘
Ge Cise 53=kl = Revision of Section XV, Contract Cost Principless The |

@.11* rForce member presented the problem of the allowability for relibursement
of conuract costs under cost-reimvursement tye contracts and as to the :
recoinition in price under fi::ed=price contracts of depreciation on plant
and equizment computed in accordance with the Internal Revenue Act of 195k,
The members recognized the issue, but indicated that coverage had veen ‘
vonsidered by the Section XV Subcommittee in developing Part II of Section -
Ve licmders will consider this Rert at the 11/30/5] meotinge NOV17 135 4

v 5S¢ Cese 53-Ll = Revision of Seciion XV = COntrac‘o 0051: Principlese . 1
‘\Conclcerataon of @ report from the Suocemmitlecy presenting the latest draft
\o;. Part 2, Section XV, revised in the 1liht of corments received from the |
‘military departments and guidence from the Committee, began with’ the
discussion of the purpose of considering the reporte .It was agreed that
this reviev would highlizht two types of issues for resolution prior to
forvarding the revision to industry i‘or comments - Ihese ares . .
2e Issues in which the De: )artnental positions ‘are urzlmo ) S
anc. ~hich may ve resolved by the Co;.zmittee at a subseguent

.

i meeting, and . ._. o

; be Issues where the Deae.rtmental posi'tioxs are knmm . “ |
' vhich will recuire resolution by tthe Assigtant - '“',
Secretary of Defense (Si) in conjunciion xﬁm the + ™

Procurement Secretariese CogaaE T f,,."_ . fj, .

‘ woC ‘ . ‘._,,; R R

by page basiss Issues for mrther considerat:l.on appeared in the £ollow:mg
subparagraphst

- 15-00Usl -~ Cai‘eterias, Dining Rooms and oth Food Sbrvicek -

15~20Le6 £ = Stock Benus Plans,
15-20L448 « Contributions and Donationse
15-20L49 = Depreciations

! 15~20le1li = Profit Sharing,

! 15~20k,16 6 = Insurance = Officers, Partners, or Proprietors.
15~204,17 - Interest and Other Financial Expenses, '
15204527 £ - Pension and Retirement Planse (In connection 1dth ‘

‘ this issuve, the Navy member urged that consideratiom !

i be given to the deletion of pension reversion credits
and mass severance pay from the cost princivles,
presenting the proposzl of the coverage of these
subjects to industry in a separate paper, stating
that both these items were deleted on the premise
that one oifsets the other, However, if industry
inzists on one, the Government will insist on the

e aTanalanm af Jandtl ) L ™~ oee * L



e

Contract Cost Principlase The
ion of Sectin T - “—%-m%m repa'*'\

mmﬁ:ﬂé o2 the
ﬁlt 2ter ems

V

Bevision of Section XV = Contract cost Princi 1es. The
progress report from the subject Subcommi ttee
e

questing an extemion ot target date for the ocmpletion of the prod
muzzJumlssh. L JuN1 1954 L _

o » 12. Case 53-4L - Revision of 4SPR, Section YV, Fart 2. A
o l revort from the Scction XV. Subcormitter nresenting the subjsct

revision was concurrcd ‘in by the members for the pruvose of
. securing comments from the Technical Services, 3ureau and Commands.
iy Denartmental comments are to be reco:Wef* by 1 august 195LJUN 22 1354

;o T T -

B /O - A e m
9. Case 53-ll - Rev'ision of Secﬁon xv. 'lhe members noted the dv.s1gn ti on

Mr. G. 4. Connatscr, AFADD, as the alr Force member of the snb:)ect -
omrd ttcc, vice Mr. 4. B, Thomas, AFLUD. Auezm%k ‘

Ay

ase 53-6L - A

ase 53-5& Revision = Soction XV,  Tho mombers noted the designatio
of Mr. P. M. Southwcll, ¢Mas the Air Force member of the subject Sub-
comittces, vice Lt Col. -He Critchlaw, LFMPE. AUG 24x954

Te é ase 52-37 - Sect:\.on VII - Clauses, P!'ice

2. Case S%hh Reviaion.of Section XV = Cost Principles, The Committes
A nsijered the issues raiued in the §ecté.on XV Snbcomm ttee report as
ollowss _ Tehass o

8¢ Should costs of profit sharing plans be allowable to
"~ the extent recommended by the proponents in the o
rﬁport? i \-

be Should costs of stéck bonts plans be;ailowabls? .. ..
Ce Should costs of independent researc_.h and devehpment_.‘.. .

be allowable?

/ Both ae and be were answered in the ai‘i‘imtiva. ﬁaaor'&'scussion was\ ,
directed toward the fact that although such plans :are ganerany called ,
Uprofit sharing® they are in reality’additional compensation’mdzsured by .
eaprgianzs.d.ucordingly, in drafting .this pﬁ.npip].g, t}}e..hitter' fact.idll be i
emphasize

. With respect to issue e, 1t was dat.em:l.ned that 'related research®
~ should be allowabls if "applicable to the product or product linse? 4s to
/'general research," & divigion wag mada as £ollowu '

(1) Lllmmble “ip 1) ‘the’ euntraetor‘s bus:l.pes “1g ‘
. .predominantly commercial (i.eqs, 75%.0r. more} :
. (11) ‘such costs are albocwllovateg to commer
work, (1i1) the contractor submits reports of" s
work accomplished and, (1v)' the: costs are reasonab].e.

B R ST . l,‘---- .»')4.2 el .!!

(2) If the contractor's business 1s oot predominantly
commercial, apecifié proﬁs:l.on Just -be made 1d tha i
contract for such costss "It was recommsnded Hat" ’
negotiations for ‘siich’ costs:dé-handled oen‘dmilt
in each Department so t‘mt gréster un&fqm.{ty caa ‘
be attained, SRRV SO N A R i
The Air Force reserved the right to rewiew. tpth areas when a final ;
Subcormittee report is issueds QCT 2 61354 : /




7, Case =“~hh ‘Bevision of Section XV = Contract costp lese u.,p/
of Parta 1 4 2 of the proposed revislon of > "_W%m e
mmtmmumumtofummmmmu& -

memberse The members were’ mmmmmmsmhmmu;
in the process of being reproduced and that copiss would be provided the -
neubersasmnasﬂxeybeemsmﬂnbh. “gv24$953 )

- ‘L——r :v [ E

members noted a rep

e ﬁaﬁhe'hbttee v

ore
Vi
4

§ | 3amdbof the

3 ; ﬁderation of.

i menhl positiom

L AR Lcaso 53-44!4 - Reviai.on o.{' Secﬂm xv. Hr. -Vamn Vehstar, Jr., Director

Procursment and Frocuction Folicies, OASD (S&L); informed the members tha
Llewing discussions with the Assistant Secretary..of Defense {Comptroller)
t was agreed that. the ASPB Omni.tteo shonld imdia‘bsly mdertahl .

n-«to ﬂecaatingcf themca:n:jZe raportinthe ﬂ:ma.‘b ofﬂ:e

A Wect&mﬂ. /7 e _ LT
-b. Dehwofthspridngunaccom’xﬂng dah.. . \
;.A. el o s

- Ce 'The reviaim to0 -be appli.cabh cnly to cos'b-tarpo zontmc'lzo

de Upon ccmpﬂation' of ..ho cost p:d.miplas for eos‘b-typa
contracts, to i:mediately undertake the develomment . . - :
of cdat princ:l.plea applicab]s Lor ﬁ.:ad-prlco contractse . . '

task was assignad b tb. Bocg.on pe g anbcamittqe for accmphshnent.

.. The members usre. m-umr alvised that Lbe Euheunitue effort, a.ftar S
amrwal by the ASFR Committes, would be ecoordinated vith the Office of the
Assistant Secretary of Defétse '(cunptavﬁar) prior te Andustrial uoommum.

In undertaking this task the Subcommittee s.‘m cansider el exisiing
partmental papers that would have a bearing om this subject and endsavoer
to complau their assigmment on an expediud hlqiso FEB 9 1954

e T e L ARSI it . TubeSeorrs o e~ =il

¢ Principlese -
19. Case 53=hlj = Preposed Bevision of section xv s Contract Gosf pctple . |

Chairman read t s & memorandum, 8 v

The'chas:l.ng and Contrasting Policies Division, for the Dirccier of Proc\fer;e
Production Policies, with respect to the sgreement reached by a panel o

DD and Services representatives with the Assistant Becretary of Defense .

(Camptroller) concerning the format of the revisicn to Section XVe A coPY O

""" the memorantum is sttached as Inclosure p % MARQ 193

5

Oa.se 53-M4 - nemm of Bection S s.mam' -

= Sllbm ﬂm%tmmm
; mmmthmmmg“nmu

(eamidont&.ntﬂ- mectiig setting ferth the accomplistmants
t‘b sovisien of Sectism We It ms furtier agreed that
hm&dbh“dmm&c—u‘h‘bh_

at

/54 naet.tng for s discussion of thedr Rrogreng Y d?vfm

P —————— = p .- - Lo y
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5. Case 534;1; - Revis:.on of Section YV - contract Cost Principlese During \
% a brief djscussion’ "Proposet y deve \

[ paragra
f committee, the Comittee manbers were advised that the Section
gﬁtibcﬁnxdige hadt::n;idarad the_proposal 4n- their revision of Section Ve
. -The members..were further ‘agvised that the Section XV -Subcarmittee accepted
the report in substanse and that &t would be included, with minar modi, ficaw
on, in the final draft of Part.3, Section XVe -The members agreed that in
an ef*‘ort to -conserve time the Subcommittee report will be forvarded by the
- Cammittee mempersy jupen:receipty to the Technical Servicesy Bureaus and
" Camagnds for camients, with s suspense date of three wesks fram date of ‘
receist of the reporte The forvarding of the Subcamittee report in this

manner does not Imply Canmd. ttee ayproval. AUG 111953

B e N a SUSr  ry 3 ot ELOCh] -‘.'15;‘::‘: AR Ee :
312. ‘Case 53l = Revisicn of Section XV. The nembers noted Parts 1, 2anc 3 |
;08 the proposed revision, copics ch were forwarded to the departnents for |
.jearments by the téchmical services, bureans and cormsnds on 8/26/53. b.P 1 165

o Case 53Ul = Boviston of Section IV = Contrach Cost Prindioiss, Te
% j m%-;foers noied a reporv Jrom “hoomm t1ee commsnEng o the ‘:
- proposed revisioa dated 16 September 195.: together wita 8 supplerental !

rehort fram the Patents Subcourdttee dated 17 September 1953, whrich the & ‘

i a‘baff had referred to the Section XV Subcamittee for ognsigezr?g%gm

17./' Case Sj—hh - Revision of Secﬂon e ' ' “ l

. !‘/ Be - 'n:e membm notod?anthnt&actiuxv, devalcr,:adw&e s
|/ Subcammittes, wiich was forwarded to the Departments ¥or *
cam:ents, th a recuest that caments be pmsentad by .
-21 Octnber 1953. . ‘

h. cond.mraﬁ.on of fhe :Lssu as to m%.har“ﬁe&ion XV should
} .- . be incorporated in price zedetenitnation ¢lauses on'e
/ mandatory or optional basis was deferred mntil the next
meeting at the request of the Office of the Deputy Comptroller®
for Accounting Poli.w, OSDo . OCT 6 1953 :

e,

2
: ;“‘ Case 53-'41; Revision of Section XVe -The Section XV Subcomittee entered
i the meeting for d¥Scussion ol the Sroblem of whether Section XV should provi
for the specific inclusion by contract provision of the revised cost principles
in contracts containing price redetermination or incentive provisionse It wes
. determined to reserve action on this issue untdl the Subcommittee could present
" specific ocontract language for consideratione The tentative conclusion was
t the clause should’ read that the principles were -aplicable to such cone \

SLEE

i

§ A iracts % " changes and the cleuse are to be presented for

4 ..j sonsideTa /20/53 meeting, m- 13 1953 .. _ /
e %ase 53-&1; -iavi ‘on otSecﬂm XV. The s«mxv subcmrd.tm -

Z | red the meeting for dis>ission of the probiem of whether the revised

S ec.td.on XV would be S.ncorporafad‘-by reference 4n all price redeterminatien

¥ 4

and incentive cleuses -and, if. so, what tjpe of centract provision was ! .
appropriate for the purpose, Afier a pralonged discussion :rith the members
of the Subcammittee ard a representative of the Deputy Campirollerls Office
Gam:l.ttee determined . that there 'be no réference to Séctiom XV in <these
“The Comptrollerts répresemtative dd mot ecacur vith the Committed? N
écision. The proposed wording to accamplish this conseptwis zymroved bty
.- #the mefibers, 4 special Group was designated to sdt forth in writing,
substantiation-on the position Tor non~dnclusien and the representative
of the Deputy Comptirollar's Office will provide m:»mm views for
mandatory inclusione Taese doouments will uhmsfa]:,' be xomrdod to a

_ h;oher lawl for resolarum of ﬂ:e ime. DR "
‘Ihnbm dssignted to tha Bneclal .ASPR Graup ‘to develap the cumittee'l
s.dan wern i ) e

. . \é’

Amy Brig. Gen. W. Re A:L'La:» GS G-l IR
~ Bavy = lire G, Cy Bannerman, OGN - (Ghaimenh .
‘AP w Col. ¥hosa W Rvan: AFMPE. iy



19¢ Case 53l - Revision of Section XV = Contract \ .t Principless The 1

1 gembers were informed by the Munitions Board member that pursuant To conversa

.

H
!

fions between Adm, Ring and Mre Bordner, agreament was reached on the follod.n&
‘ ?etho’d of going forward with the further development of a revised Section XV3

' The ASFR Corrittee: would undertake, on an accelerated basis,
oV EY ha darzalaomar n Y- 2T~%e i ar ~ V-V D e v o .

e e e ol e B P G s LTINS bt DL e i e ke R SN et 8 e e AR A C N S Do .

ey

. . U>““.. _____ . - e ya- - . . N L ‘A
Assistant Comptroller for Accounting Policy, OSDe The Cormittee )
agreed that the Subcommittee’s initial consideration should be ‘a
with respect to the basic concepts of the proposal, including the
approach for use in fixedwprice contractsy It was further agreed

that consideration of the Deputy Comptrollex!s proposal would be

divided in the following orders

8¢ Parts 1 and 2, and
be Part 3,
The members designated to the Subcommittee to undertake the study weres

MB = Mry, H, H, Gallup (Chairman) ’

Army = (Proce) Lte Cole Jo M, Railing, GS Ged
(Accounting) (To be designat‘ed5

Navy - MI‘. Ee To CWk, S&A -
Mr. A, ¢, Sawallisch, ONM

AF - Lt. Cole He T, Critchlow,— AFMPE

‘<=,A,..‘
o S

16¢ Case 53l = Revision of Section XV = Contract Cost frinciplese The

Chairmen advised the members that Mr, Howard Wright and Mre K. Ke Kilgore

had feen designated OSD representatives to the subject Subcommitieee K
ng )

¢ Subsequent to the meeiing lire Re M. Kee was désiggatéd.m Accountd
representative to the subject Subcommittees - JUN 161 . . ‘

11y Case 53«4l = Revision of Section XV = Cantract- Cost Pm.nciples. The
bers noted the designation of lire Ae Be Thomas, as an additional
Lr Force member of the subject Subcommittee, JUN3O 1g§3

TR T oo

e e s we. e L . Aot v et to R R Tt T Gan e 7 g
2¢ Case 53dili = Revision of Section XVe The members noted a report from
the Subcommittee, which presentpd, the Subcommittee!s recommendatdons on E

RIS

G e i

arts 1 and 2 of the Deputy Camptrolier!s proposal to revise Section XVe
e members were informed that further discussions between the Spe cial
ssistant to the Secretary (Admiral Ring) and the Deputy Comptroller for
Accounting Policy were being scheduled to review the Committee t3y atment
of this Revisione  JUL7 1953

e et e v e L

e e e e e .

132 Cose 53-U ~ Revision of Spction XV = Contract Cont Princives, The

| eh:‘nblez“s noted 4 memorandun fram | , of the Section XV Subcormittes

fhic r;comnendec}jrt,ha,t;pa:fagrépki,ﬁaﬂB,IS'_be referred to the Tax Subcome

Fivee S penetderation J0ren accelerated basis, and that the stafr|bad e
problep to the Tax Subcommittee for eon )

recomendation, with d request 2 gonsideration and LA

at a report be provided bty 8/4/53,)

e re————




: ,i!PAmMENT OF DEFENSE

] OFFICE OF PUBLIC INFORMATION
/ 7 Washington 25,D. C.

' NO.456-55 ,
IMMEDIATE RELEASE MAY 12, 1955 LI 5-6700 Ext. ggigé

DEPRECIATION PARAGRAPH INCLUDED )X' A
IN ASPR COST INTERPRETATION Y 2;3 -
A cost interpretation paragraph, relating to depreciation, will
be included as part of Section XV of the Armed Services Procurement
Regulation, effective June 1, 1955, Thomas P. Pike, Assistant
‘Secretary of Defense (Supply and Logistics), announced today.

The new paragraph, 15-6C2, which will be published by the
Government Printing Office as Revision of the ASPR, follows:

"15-602 - Depreciation.

"15-602.1 - Applicability and Effective Date. This cost inter-

pretation pertains to ASPR 15-204(d), 15-205(b) and 15-205(c). It is

. applicable with respect to all cost-reimbursement type contracts
placed on and after 1 June 1955 and, also, to all existing cost-reim-
bursement type contracts not completed at that date except as to
predetermined overhead rates or fixed amounts of overhead which have
finally been agreed upon for particular periods., However, the fore-
going sentence does not supersede any express agreement in writing
that a different interpretation shall be applicable.

"15-602.2 - Allowances for Depreciation. Allowances for depreci-
ation (other than "true depreciation’) as provided in Section 167 of
the Internal Revenue Code of 1954, subject to the limitations set
forth in paragraph 15-602.3, shall be acceptable for contract costing
purposes, Allowances for "true depreciation", as that term is de-
fined in DOD Instruction 4105.34 of 1 July 1954, shall be 1in accord-
ance with said Instruction, and shall be exclusive of other methods
of depreciation with respect to the assets involved in the determina-
tion of "true depreciation.”

"15-602.3 - Interpretation. Depreciation computed in accordance
with paragraph 15-002.2 above 1s allowable provided it meets the test
of reasonableness and allocability to defense contracts and other
applicable provisions of this Section. Meeting these tests may depend
upon whether (i) the depreciation allowance in the particular case is
acceptable for tax purposes, and (ii) the costiny of defense contracts
1s on a basis consistent with the costing of the contractor's non-
lefense work and is so reflected in its books and records."

END



15 August 1956

IEIORAIDUL! 0N CHAIIU A, ASPR COMTTTER

SUBJECT: Case 53-lL - Section XV - 15-204.2(aa)
Training and Educational Costs

Pursuant tc Item 3 of ASPR minutes of 7 JAugust 1956, the

Editing Committee has edited the subject material, as set forth

in Tab A.

C. ¥. Wilkinson John Green John V., Perry
Lt. Colonel, JAGC _ Navy Member Air Torce lenmber
Chairman (absent)

Lrmy Member '

Incl: Tab A



e ]

L lgges e T

P
é‘,,__- .

R AN

DEPARTIENT OF THE NAVY »
‘ . OFFICE OF NAVAL MATERIAL o
: ' WASHINCTON 25,D. C,

M36/ACS:11

2 Augus(; 1956

JIOMORANDUM FOR THE CHAIRMAN, ASPR COITIITTEE

Subj: Case 53-LL - Special Subcommitiee ASPR 15-20L.2(bb)
Training and Educational Expense

Ref: (a) Report of Subcommittee of 12 July 1956
Encl: (1) Proposed language far ASSR 15-20L.2(bb)

1. Reference (a) was considered by the ASPR Comaittee at their
meeting on 31 July 1556. A number of recommendations were made
which the. svubcommittiee has endeavored to incorporate in
enclosure (1).

2. It is probable that subparagraph e o6f enclosure (1) will also
be included in ASPR 15-20L.3 - Unallowable Costs and referenced
back to ASPR 15-20L.2(bb).

3+ The enclosurec has not been coordinated with the Office of the
Secrctary of Defense, OCffice of *ansower Sup-ly, it being the

-understanding of the Subcommittee that the ASPR Comnittee would

do so0,

Committee Members

dir. Paul ii. Southwell, AFMPP

lr, Thos, B, Worsley, Army Ord.

Mr. ¥, L, Latta, AFAUD :

Mr. James Ruttenberg, NAVCOMPT(CAD)
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15-20&.2<bb) - Trainihgvand Zducational Expenses

ae The costs of preparation and maintenance of a nrozram of instruction
at non-collene level designed to increase the vocational effectivenss of
employees include the salaries of the director of training and staff, train-

- ing materials and textbooks when the training program is conducted by the

contractor; and tuvition, fees, training materials, ard textbooks, when the
training is of a non-college level in institutions conducted by other than
the contractor. Such costs are allowable, In both instances, costs may
include salaries or wages of trainees during r egular working hours.

b. The costs of part-time technical, engineering and scientific
education, related to the job requlrements of bona fide employees, at an
under-graduate or post-graduate collece level are allowable as follows:

1, Tuition, fees, training materials and textoooks; or, in lieu
of tuition, instructors' salaries and the related share of indirect
expense, provided that the sum thereof is not in excess of the tuition
which would have been paid to the participating educational institution,

2, Straight-time compensation of cmoloyees for time spent attending
classes not in excess of a total of 156 hours per year where circum-
stances. do not permit the operation of classes after regular working
hours,

¢, The costs of tuition, fees, tralnlnv materials and textbooks (but
not subsistence, salary, or any other emoluments) in connection with

" scientific an< engineering education related te the job resquirements of

bona fide employces, on a full-time basis at a post-graduate college level
for a total period not to exceed one school year, are allowable. In unusual
cases where required by military technology, the period my be extended,

de malntenance expense and normal depreciation or fair rental on .
facilities owned or leased by the contractor are allowable to the extent
that such facilities are used under programs falling within a or b, above,.

e Thﬁ costs of training and education of other than bona fide
employess arc not allowable,

f. Grants to educational or training institutions, including the
donation of facilities ar other nropertics, scholarships or fellowships,
are considered a s contributions and will be treated as provided urder

' ASPR 15-20L.3(c).

Enclosurc 1




. - Costse 4 report from t¥ Editing Subcommitter, dated
- S £ st 1956, presenting an edited ver. a of the subject material was

~,

ppruved by the Committee with the following minor modificztinnse’

t 15-204,2(aa) (2) (v) was revised to delete (A) and (B)s
f e semicolon appearing after (A) was changed to a comma’
and the word "and" was added at the end of the paragraphs l

5S¢ Case 53=4l ~ Section XV, 15-20L42(aa) -M and Educational }

With these modifications the paragraph was redesignated -
as (iv) and the existing paragraph (iv) as paragraph (v),
deleting the word "and" at the end therecf,

tion of the paragraph would be undertaken by the Staff by memorandum with

The members were advised that immediately following ASFR approval coordina-
the ASD (MkP),

.

. . The subject of industry coordination was discussed, with the‘Committee
recomnending that industry be afforded an opportunity to comment, inasmuch
as the par-iraph covering Training and Educational Costs was marked
"Resrw2d" in the draft of Section XV which was forwarded to indusiry, ]

Notwl.*hstanding this recommendation, the Committee concurred tha* formal

solic’ tation of industry comments on this paragraph was a matter for
‘decision by the Staff, AUG2 9 1956

R :on XVe The (5D member reported that

1%, Case 53-Ll - Revision of Fart 2 nizgt:\t.‘gg Ty e of costs for help-vanted

tne Materiel Secretaries have reczmhnﬂ;cal publications and that this, plus any \ *
.

i dvertisirg in te ‘
?‘dvazfz;:gm%riﬁge;s,eis being resolved by hi_her echelons, A further report

11 be made by 6 tlar 57 6 Feb 57

08%0 Case 53=lli - Revision of Section XV, Part 2, It was noted that thia
proBlem is being considered at higher echelons and that a further report wi

& made on 5 Jun 570 N g 957 ' ;

[ L

Case 53-LL - Revision of Section ¥V, rart 2. The members concurred in +
- request of the Staff for an extension of the reporting date to 3 Jul 57.

7
(5 Jun 57)

Case 53-ll - Revision of Section XV, P ‘ )
; devis: s tart 24 A report on the status of

the rgmsion of Secviun XV, Part 2, was deferred to the 17 Jul 57 meetirslg.
_ (10 Ju1 57)

Cass 53-Ll - Revision of Section XV Par‘t“é“rh  Chairman Teported this

! o The Chairman 4
actdﬁﬂ/ on this case had Bgen suspended pending the outceme of t;:p:gggtthaw
the single set of cost’principles, Copies of the letter of transmittal accop~
panylng the single set, from the Secretary of Defense to the three Departments,

were distribtuted to the members onl : :
7} }g/ 57 meeting, Yo A further report will be given at the“

) , (A7 1 57)
cace Sl = : S T T T e R
turther a;;igg Revision of Section XV, Part 2, The Chairman reported tkat
current effort, o;z art 2, Section XV, is not contemplated, as a result of
Army Legal mem: © Publish the camprehensive set of cost. principles, The
er suggested that in view of this information the case be

closeds The members conc i "
is closed, P urred in tals Suggestion and, accordingly, the case

o (L aug 57)




.’

3o Case 53=L - «on XV « 15-204,2(bb) = Tr ang Educational Expenses.
The Committee considered a report from the Special Subccmmittee, dated 2\August
1956, covering the subject paragraph on training and educatiocnal expenseds -
. After considerable discussion the Subcommittee report was modified as quoved
belows :

"15-204,2(bb) ~ Training and Educational Expenses

8. The costs of preparation and mainterauce of a program of

instruction at non=csllege level designed to increzse the vocational

y effectiveness of employees include the selaries of the director of
training and staff, training materials and textbooks when' the training
program is condrcted by the contractor; and tuition, fees, training v
materials, and textbocke, when the training is of a non-college level
in institutions conducted by other than the conmtracter, Such costs
are gllowable, In both instances, costs af szleries or wages of
trainees during regular worldng hours are allowable, :

by The costs of part~time techmical, enginzerirg and
scientific educatior, at an under-graduste or pcst-grzivate
.ccllege level, related to the job requirements of bora fide
i employees, are allowable as follows:

© 1, Tuition, fees, training materials and textbookss
or, in lieu of tuition, instructors! salaries and the
_related share of indirect expense, provided that the sum
thereof is not in excess of the tuition which would have
been paid t» the participating educational institutione

2¢ Straight-time compensation of employees for time
spent attending classes during vorking hours not in excess
of a total of 156 hours per year vwhere circumstances do
not permit the mperation of classes or attendance at
classes after regular working hourse

e, The costs of tuitien, fees, training materials and
textbeoks (but not subsistence, salary, or any other emoluments)
in cennection vith scieatific and engineering education en a. :
full-time basis at a post-graduate (but not under-graduate) B
college level related to the job requirements of bona fide-
employees for a total period not to exceed one school year,
are allowvable, In unusual cases where required by military
technolegy, the period may be extended, '

d, Haintenance expense and normal depreciation or fair

rental on facilities cwned or leased by the contractor are ,
allowable to the extent set forth in (k) above, (e) above

+ and (t) ebove, respectively,

' es The costs of training and education of other than bona
' fide employees are mot allowabls, ... .

£, Grants to educational ar truinirg institutions, includirg
‘the donaticn of facilitine r othar Fropertles, ssholarships or .
fellcwships, are considered as contributions and will be treated
as provided under ASFR 15~20L.3(c)." ,

The report was referred to the Editing Subcommittee with the request thet an
edi ted version be presented for consideration by 21 August 1956, In the
interim the ASFR members will clear the proposed paragraph within -.the:u'
respective Departments and the Staff will undertake coordination with the
Assistart Secretary of Defense (Manpower and Personnel), The Committee .
further determined that if the paragrsph was cleared in time, it would be |
inserted in Section XV for issuance concurrently with the printing of that -
sectione The Chairman further advised the members that the proposed paragra

' probably would be presented to the Procurement and Production Industry

' Advisory Committee to secure an industrial reaction.
b ’ ‘ . . . o

In conjunction with the above paragreph, the subject of the a.].lowab?.llty
of management and executive training costs was discussed and deferred without
action to modify the above paragraph,

In approving the above peragraph the Conmittee considered and rejecte’
the concept of allowing full-time salaries for bona fide employees ¢n 2
full-time basis at post-graduate college levels, :

2




: 1 L i 1822%.2(n) =
: ) = sevision of Section XV « Part 2 = Para,.,.aph . =
9'1-" Case .5.3 ut O:rertime. The Navy legal member called the gosmuzpe;‘ )SCV
E' i i isti - t revision of sectlo
Ltention to a discrepancy existing in the presen : : L XV
in paregraph 15-20L2(n) th respect v, overiines S PECT o oved
mlti-shift premiums, To correc is situa Trore ise
itution o i dt" for the words "otherwls
the s bstitution of the words "otherwise approve ther
;:u‘;h:rzi;d‘: appearing in the fourth line of ﬂ}e paragrgpho The zgm i:xt
“urther epproved the deletion of the words Mwithout prior approv pext

£o the last line of the paragrarhe AUG 7 1856

_ 15-20L.2(n) = (Overtime, Extra-Fay Shift and Multi-Shift
{ Work), <he Navy legal member called the Committee's

3¢ Case 53-13); - Revisidn. oi‘ ASPR 124?(52'130 Coni‘om to Proigosed' ASTR [

tention to a further change required in the subject paragraph in view of
e changes approved at the 8/7/56 meeting in paragraph 15-20L.2(n) to :
remgve an inconsistency between the two paragraphs, To correct this situation
tgzy_gomittee approved the substitution of the word "approval" for the wor
"authorization" as it appeared in the second and third sentences of subpara ;
graph (b) of the ASFR mimutes of 17 July 1956, AUG 14 1956 !
12, Case 53-ll - Revision of Part 2, Section XV =~ Contract Cost Principles.
 Committee considered a report fram the Section XV Subcommittee, dated
July 1956, presented in response to a report from the Tax Subcamittee \

dated 21 June 1956, -In considering the Section XV Subcommittee's report
with respect to the three questions raised by the ASFR Committee and the
Subcommitiee's suggested treatment thereof, the Committee disagreed with
the Subcommittee!s clarification of the first question and reinstated the
previous larguage under subparagraph (1) to read:

generally accepted accounting principles are allowable,
1t . '

o o 2

/ "o s o2 which are paid or accrued in accordanc:s with-

The Committee further revised the two sentences following (2) (ii) to \
reade ‘

"Reasonable cost of anmy such acticn undertaken by the
: contractor at the directicn of the contracting officer
are allowables Interest and penalties incurred by a
contractor by reason of the nonpayment of any tax at
the direction of the contracting officer or by reason
of the failure of the contracting officer to assure
timely direction after prompt request therefor, are » \

also allowableeg!

The Comrittee concurred in the Subcommittee report concerning the other
questionse These include retaining the present language of subparagraph .
(2) (i) without change and the addition of a proviso provision to sub-
paragrzph (3) as follows:

to a contractor incident to a refund of tax, interest

and penalty shall be paid or credited tc the Government:

only to the extent that such interest accrued over the

period during which the contractor had been reimbursed

by the Government for the taxes, interest, and renzlties," \

/ "e o o 3 provided any interest actually paid or credited

As revised gbove the Committee approved the changes for inclusion in
Section XVe  AUG 14 1956




3. Case 53-LL . Section XV - 15-20L.2(bb) - 1 "mning and Educztional Exnens
A;repor@ cated .c¢ July 1956 from the Special Subcommitiee estatlished to conside
the subject problem was discussed at length. The discussion touched upon many

facgts of the problem, such as whether the proposed allowance of treining and edu-
citional expenses was in keeping with the National policy or merely a question of

the'"co§t of doing business" in the present economy, It was pointed out that many
commercial concerns have established programs for the advaiacement of their enginesr-

ing and scientific employees by supporting their ecducation in after-hour classes
end, to scme extent, even cn a full-time basis a2t graduate schools.

pointed out that it is the President's policy to promote training, particularly

higper training, starting at the high school level.
advised that the Hoover Committee had recommended Governmentsl support and training
to encourage Governmental céreer employees.

lnow using this practice for certain.selected employees.

|
!

It wes further
In adcdition, the members were

To some extent, the a4rmy and Navy aré

The Committee then undertook consideration of the proposed paragraph contained

in Inclosure L of the Subcommittee report, in conjunction with the other inclosures.
The paragraph was approved, as modified by the Committee, subject to editing as

follous:

"15-20L.2(bb) - Training 2nd Zducstional Exmenses

8. Premaration and maintenance of a2 nrogram of instruction
designed to increase the vocaticnal effectiveness of employees
include the salaries of the firector of training and staff, train-
ing metrrials and textbooks, when the training orogram is con-
cducted by the contrazctor; and tuition, fees, training materials,
ancd textbooks,when the training is of a non-college level in
instiwtions conducted by other than the contractor. In both
instances, ccsts mey include salaries or wages of trainees during
regular working hours.

b. Part-time technical, engineering and scientific edu-
cation at an under-graduate or post-graduate college level |
related to the job requirements of the emplcyee as follows:

1. Tuition, fees, training materials and textbooks.

2. VWhere circumstances do not permit education after
paid working hours, regular employee compensation
is also allowable for instruction not in excess of ‘
a total of 156 hours per year. : ,

c. Tuition, fees, training materials and textbooks (but
not subsistence, salary, or any other emoluments) in connection
with scientific and engineering education of bona fide employees
on a full-time basis at a post-graduate college level, related
to the job requirements of the employee, for a total period not
to exceed one school year., In unusu2l cases where required by

military technology, the period may be extonded,

d. The costs of traeining and education of other than
bona fide employees, including scholarships and fellowships,'

are not allowable," .

The Corimittee also noted that it mey be necessary.to include an aDpropfiate
cross-reference to subparagranh (@) of 15-20L.2(tb) in the listing of items of
unslicwable cests,

o

furthicr question was raised with respect to the treatment of costs

occesioned wiere contractors established schools at their own locations on the
premise thet such costs ousht to be covered by the above paragraph. As these
coste would involve both facilities and faculty evvenses, the question of how

such .costs would be *reated was returned to the Subcomittee to draft appronriate
coverzge for inclusion in the above paragraph 15-20L.2(bb).

requestec to provide 2 repart for consideration by 7 August 1956. JUL 31 1936

-

The Subcommittee was -



'_J

11, Case 53-l), -~ Revision of ASFR 12-~202" to Conform to Preposed ASFR
' 15-20L.2 (n) =~ (Overtime, Extra=bay Ohift and !
Multi~Shift Work), The Committee considered a report from
. t.he Editing Subcommittee, dated 21 June 1956, presenting an edited version of
'the subject material, The Committee modified the second and third sentences
~ of subparagraph (b) to read as follows:

-

e o o o 2"0n cost=type contracts, and to the extent
required by the contracting officer- on redeterminable
and incentive fixed-price contracts, however, an
authorization from the Government for the use of
overtime, extra-pay shifts and multi-shifts must be
obtained to sustain the charge of any premium labor _ N

' costs tm the contract, Such authorization should - '
' generally be obtained prior to the use of overtime,
extra~pay shifts and m;lti-shifts." )

In the last sentence of subparagraph (b) the word "required"
was substituted for the word "desired,"

In the title of paragraph 12-102 the word "Shifts" was
changed to read "Shift" in the phrase "Extra~Pay Shifts."

As modified, the revised paragraph 12-102 was approved for printing :
concurrently with the printing of Section XVe  JUL 17 1956

L. C?ce 5'*-1411 ~ Revision of Section XV -~ Contract Cost Principles -

Part 1, ine Comnittee considered a report, dated 6 July
195¢, from the Editing Subcunmittee presenting an edited version of the
revisicn of Part 1, Sectiuvn XV, After considerable discussion, in which
several’ ghgges_h ons were presented for revision of paragraphs J5-201,
15-102,1 znd 15-10%.2, the report was returned te the Editing uuocommltbee
for redrafting, with the request that a revised report be presented for
concideration by 31 July 19554 A further suggestion was made that when the ‘
revised Part 1 was published a change was required in paragraph 15-502(z) to
*eplace the comma with a period and delete all meterial following the conna.

The Cormittee approved the recommendatione  JUL 2 + 1358

The minutes of the 7/2L/56 meeting were approved with the following modifications

-

- Item L. - Case 53-LL - Revision of Section iV - Contract Cost Dz‘lnc;p].es
ParJ I

The case number was revised to read 56-29, and the second sentence was re-
vised to read: "After considerable discussion, in which seversl sug-
cestions were presented for revision of paragraphs 15-101, 15-102.1 and
,?."~1J2.2, the report was returned to the Air Force member of the Editing
Suatcommittee for redrafting, with the request that a revised report be

nrecented for consideration by 31 July 1956 JUuL31 1956




{ o Case 53=Ll =~ 'i.s:.on of Part 2, Section XV, ‘eport dated 21 June 1956

from the Tax Subcuunittee, recormending’ certain chauges in proposed paragraph
15-20L.2(y) of thd latést dfafb of .Part, 2{ Section XV§ wag-discussed,
Tl

determined that the paragraph should not include a reference te "taxes
govermments" since the award of cost-reimbursement type contracts by 1

uring activities to foreign contractors occurred so infrequently that th:Ls

tter should be covered eon a case-by-case basis when awards are made te foreign

ntractorse In the revised draft of the paragraph submitted by the Tax Sub-
comnittee in subparagraph (1) the question was raised as ta whether defense would
reimburse & gontract ; (&) i) the quesi:
was raised as. ie -the. mldaﬂ!m AR Mibdagrerh (3) it was

ated thattie Taxt: “2eTENSs IO Be & "provisc'-werttences  The entire

eport was referved to the Rert 2;5ecten TF Suwcenkities f er Teview, in ,
oordination with the Tdx Suvcimiittee; if ‘necessary, “nd~the-request made
that a report be submitted within 30 days° JUL 3 1956

13, Case 53-Ll - Revision of “ASPR 12-202 to Conform to Proposed ASFR 15-20L.3(n)
‘ - (Overtime, Ixtra-Pay ohift and Milti-Shift Work)., An ‘\

Edllting Subcommittee report dated 21 June 395p submitted an edited versior. of

a revised ASFR paragraph 12-202, - dhs- ABIB cmm discussed the details of

7¢h{'s Araft aad Rade '«tﬂé’fﬁﬁ‘&?& 'ﬂ& respect i:e parégraph

wognd ey e ro.m’ S0 Tl LT td<\4 "'f.'f""" ‘
Qh r»a T T ds hm'_,wm gysmen s eITLUTL u‘-“ R -TJ--*-_:‘_L.
ae In line 3 it was suggested that there be added a.fter the word
\ "contractor," the followings

i

i ", and the contractor shall'not be entitled to
a price adjustment therefor,";

be In subparagraph (ii) discussicn concerned having the o
subparagraph commence "To the extent required by the .
contract'; and

ce Having the third from the last sentence reads

"Such authorization shall generally be cbtained - B
prior to the vse of overtime, extra-pay shifts, and
multi-shifts,"

It may also be necessary to delete the "s" from the phrase "extra-pay shifts"
wherever it appears in the entire clause,

N
v

¢ The Committee members desired to look into this matter further and, ‘
accordingly, the item will be discussed again at next wejm-s m%ns.rslg.

15,




Le Case ©”-L4 - Revicion of Section XV, Par’ ®, The Chai oanced
‘that the .erial Secretaries Cowwcil had de. J;d that ﬂxen:igj:rtl o.'\‘.
profit sharing, contributions and donations, and general research costs
1would receive the same treatment under the revised Part 2 as in the
existing Section XV, It was determined that there was no objection to
using the_rgnsed language concerning general research costs developed
bv'the.Edlmng Subcommittee; however, with respect to the negotiaticn-
gntena set forth in the edited version under general research costs,
it was agreed that they would not appear in Part 2 but would be placed

appropriately in Part 1 of Section XV, . &FF i~ 1ThE -’\

a pémorandum from the Chairman recommending that when Section XV, FPart 2,
igd revised that certain changes, as set forth, be made simultaneously in
Part 14 It was determined that these recommendations be referred to the
Editing Subcommittee with the further request that the Editing Subcommittee
review the suggested placement of proposed paragraph 15-103, With respect
to this latter point, it was agreed that the Committee had previously
directed the placing of this material in Part 1, but in reconsidering, t&?‘

g}é,ion was presented as to whether it should not more properly be plac

9%ase 53=4l; ~ Revi sion of Section XV, Part 1, The Cammittse considered

n Part 5, The Editing Subcamittee was requested to report within two
weekse | NAY 1 1956

v

1 ?. Case 53-Ll = Revision of Part 2, Section XV - Contract Cost
/ Principlese A report from the Editing Subcommittee,

. ‘dated 26 April 1956, containing a final edited draft of subject was
distributed to the members, In addition, a revised draft of a document
containing the major unresolved issues with industry were also made
availsble to the members, - Both ‘of these .documents will be attached to

agenda item for the Material Secretaries Council in the very near
;:ture and the members were requested to give their concurrence to the \

documents to the Chairman by L May 1956e NI 1 10:2

12, %se 53-Ll - Revision of ASPR 12-202 to Conform te Proposed ASFR
15-20L,2(n) (Overtime s Extra~Pay Shift and Multi-Shift
Work)e A revision of the subject paragraph, developed -

by the Staff to conform with the proposed Section XV treatment of overtime\

extra=~pay shift and multi-shift work, was considered by the members and
refefred to the Editing Subcommittee for editing, The Editing Subcormittee
wpé requested to present a report for consideration by 29 May 1956. ¥ii & 1250

Se /Case 53-Lly - Revision of Par‘t; 2- Sectd '

; - ection XV, A representative of thi
Ta: Subcsamrfuttee reported that the Subcozmn:i.ttee'.had noted several areas |
lg.o explicitly covered by paragraph 15~20442(y), entitled "Taxes ," which
So i result in J.ssugs with contractors, In view of the current statud of
w:‘? t:: er;m :ﬁ: C;rmru.:;ee Jzc:gques'oed the Tax Subcommittee to present thé‘

S 1n order that the t i i
coheidorod, e ot se po efztial deflciepcles could be

l?// Case 56=29 = Revision of Section XV Pari"; 1,

Case 53-LL - Revision of ASIR 15-202 to"Conform to Proposed
T DR 15-20L.2(n) (Overtine, FrireTar Shirtaay
i reports wouldMl;leti-Sh:‘Lft liork), The Qhaiman raised the question o
the Dorts W . received from the Editing Subcommittee with respect
Ject problems, The Navy legal member advised that a report 1\{

he Editing Subcommitiee on the t
o one ey oo o 525 WO .lsub‘ject problems would be presented

le The mimt '
o dification:es of the 6/5/56 !ﬁeeting vere approved with the followinf

Item 5, Case 53-ll ~ Revisi ' /
S sion of P, p

sentence was revised to add the mrgxs‘t"%‘a’r*‘_*s,;iﬁgnuAv; Th? last

of Section XV," JUN 12 1956 Jient revision




, Part 5 = Subjects Affecting Cost Which May P=quire Special Consideratic
,."’ nPart , - Subjects Affecting Cost Which May Require Special !
v Consideratione '

15-500 Scope of Part, This Part enumerates certain subjects
affecting cost which may require special consideration in
connection with the negotiation or performance oI cost=
reimbursement typé contracts and which are not specifically
covered in Part 3, or Part L, of this section,

15-501 Consideration Required, It is important that

Contracting Ufficers and their negotiators consider the '

4 subjects enumerated in paragraph 15-~502, and any other »
subjects not precluded by the provisions of Part 3, or
Part li of this section (whichever part is applicable),
for the purpose of (i) determining which subjects if any
should be expressly provided for in a particular cost-
reimbursement type contract, and (ii) incorporating
appropriate clauses in the contract, Action taken with

' respect to any such subjects shall be reflected either

: in the contract or in the record of contract negotiations."

Part 6 - Cost Interpretations,

"Part 6 - Cost Interpretations
Delete balance of this Part and substitute therefor
the word 'RESERVED!,"

Part 7 - I'acilities Contracts,
"]15-700 Scope of Parte This Part sets forth principles and

standards for the determination and allowance of costs in
connection with cost-~reimbursement type contracts and cost~

reimbursement type subcontracts thereunder for the acquisition
of industrial facilities to which the Goverment takes ’
title under the contracte This Part also applies to .

clauses in any other cost-reimbursement type contracts

or cost-reimbursement type subcontracts thereunder, which
clauses provide for the acquisition of industrisl facili-
ties to which the Government takes title,

15-701 Applicability, Pending publication of the principles

and standards to be incorporated in this Part, Parts 2, 3, or

L shall be used to the extent appropriate in accordance with
i Departmental procedures,"

: The Committee was further advised that a charge similar to the change .
made in Part 4 (15403 (g)) would also have to be made in Part 3, 15~304 (g).
The Committee concurred in such a changeo

NOTE: Subseguent to the meeting the following change was received
from the Editing Subcommittee for Part 3 = Research Contracts with Jonprofit
Institutions:

"15-30Lk Examples of Items of Allcwable CostSe o o o
g) Fensiun pizns in accordance with the principles-and
standards set forth in ASFR 15-204,2(q) and zroup hezlth, '
' accident and life insurance plans (but see paragraph 15-305(k))o"

 Action to deveiop a clean draft of Part 2, incorporating the changes
a_proved to date, was deferred until after the Material Secretaries consider



" 15-204.2 ( ~ (1) Insurance and Indemnific: one (Page 9), This |
’ subpa. -graph was revised to reaa as follows: "

n15-20L,2 (j) Insurance and Indemnifications

(1) Insurance includes (i) those types of insurance
which the contractor is required to carry under the terms

' of the contract, or by specific instruction of an authorized

representative of the Government, and (ii) any other insurance
for which the contractor seeks reimbursement under the con-
tract, Indemnification includes securing the contractor
against liabilities to third persons not compensated by
insurance or otherwisee"

15-201.2 (n) (1) and (6) Material Costse Pages 11 and 12)o Were
revised to read: - :

115-20L.2 (n) Material Costse ‘

(1) Costs of direct ard indirect material, and
collateral items such as inbound transportation and -
intransit insurance, are allowable, subject, however,
to (2) through (6) below, In computing costs of
material, consideration will be given to reasonable
overruns, spoilage, and defective work (for correction
of defective work, see the provisions of the contract
relating to inspection and to correction of defective
work)e

¥ O #® ¥ X % X X

(6) Costs of material-or services sold or transferred
between plants, divisions, or organizations, under common
controly shall be allowable only to the extent of the
cost to the transferor, or the prices of other suppliers
for the same or substantially similar items; whichever is
lover, unless factors other than price warrant allowance -
on thc basis of the ¢ost to the transferor; provided that,
in the case of any item regularly manufactured and sold by
any such transferor through commercial channels, a departure
from this cost basis is permissible if the charge to the
contract does not exceed (i) the transferor!s sales price
to its most favored customer for the same item in like
quantity, or (ii) the prices of othér suppliers for the
same or substantially -similar items, whichever is the
lower, unless factors other ‘than Yrice warrant allcwance
on the basis of the transferor!s ssles price to its most
- favored customer,® T A S

FY

The Committee further consicered proposed revisions of existing Parts,
of Section XV, together with a new proposed Part-7 covering Facilities
Contracts, presented by the Editing Subcommittee, the revisions to be
issued simultaneously with the issuance of the revised Part 2, The Com~
mittee approved the following revisions:

Part l} = Construction Contractse

"15-L03 Examples of Items of Allowable CostSs o o o o o o o »

, (9) Pension pians in accorcdance with the principles and = =
standards set forth in ASFR 15-20L.2 (q) and group health, ‘_;<V
accident and life insurance plans (but see paragraph Co et

15<L4ok (b), (d), and (m))" - e



- contractor's products, or ot.he relevant .
c1rcumstances. :

Individual categones of indirect cost are d:.scussed in ’ s
ASFR 15-203,2 through 15-203,5."

15200 The Committee approved a revision of the TITLE and the
"Scope of Part" as quoted below:

wPart 2 = Supply, Service, and Research and Development
Contracts, with Commercial Organizations

15~200 Scope of Part, This Part sets forth principles and
standards for the determination and allowance of costs in
connection with cost-reimbursement type contracts and cost~
reimbursement type subcontracts thereunder for procurement
of supplies, services, and research and development work,
with contractors or subcontractors other than such contracts
and subcontracts to which Parts 3, L, or 7 apply."

15-20L442 (£) (2) Depreciation, (Page 7)o This subparagraph was
" revised to read as quoted below:

Ut 56 36 36 3% 4636 3¢ % .
(2) Depreciation on a contractor's plant, equipment, and
other capital facilities is an allowable element of con-
tract cost; provided that the amount thereof is computed:

(i) wupon the property cost basis used by the
contractor for Federal income tax purposes
(See Section 167 of the Internal Revenue

Code of 1954); or

(ii) in the case of nonprofit or tax-exempt
organizations, upon a property cost basis
which could have been used by the contractor
for Federal income tax purposes had such
organizations been subject to the payment
»f income tax; and in either case

(iii) by the consistent application to the assets
concerned of any generally accepted accounting:
method, including those recognized by Section
167 of the Internal Revenue Code of 1954,

Depreciation should usually be allocated to the contract and
other work as an indirect coste The amount of depreciation

allowed in any accounting peried may, consistent with the
basic objectives set forth in (1) above, vary with volume R
of production or use of multi-shift operations," Q>

N
The Air Force withdrew its former request for consideration
of additiomal language to be added :‘to subparegraph (iii)
which would, in effect, have provided that the depreciation
allowable under a contract wsnild not emeettb-iepreci:ﬁ.iun
authorized under the Internsl Revenmue Cixip,~Iis sctlion was
taken on the premise that the disadvantages of holding con-
tract files open for an indeterminate period of time until  \ V
final determinations of depreciation had been made by tax °~\

' authorities or by the Courts outweighed the advantages C
sou.ht by the additional languageo ‘

4%
QP"



Le Case 53-1174 Revision of Section XV, Consxderauon of the special areas
subject to 1  .sion or review at the Special M 'ing held L/6/56 was under= ¢
*taken in the .ollowing orders:

15-204¢2 (p) Patentse (Page 12)o The last line of the edited draft,
dated 29 Farch 1956, was revised to delete the words "by the
Government" and substitute therefor the words "where title is
conveyed to the Government.

3

5

15~20L4¢2 (o) Overtime, (Page 12)¢ The members were advised that the
0ASD (MP) had no objections to revising ASIR paragraph 12-102 to
be consistent with this paragraph. Accordingly, the Staff will .
prepa.re a revzsx.on of 12-102 for conszderauon. e . i

e e S B

3 , et e e prn oo

. .GUJILSJE..A.. LI A .
]5—203.5 General and khninistrstivs Costs, (Pages h and 5). This
‘paragraphams restissd 1o mﬁ.u tmoteit bydoars o0

1]15-203,5 General and Administrative Costs. General and
administrative costs consist of items of cost attributable
to the overall management, supervision, and conduct of the
business, Such costs shall be allocated to all work of
the contractor, using any recognized method of allocation
if equitable results are thereby obtained, Allocation of
general and administrative costs on a total cost incurred
basis (exclusive of general and administrative costs) is
a method which generally produces equitable results, Other
methods acceptable where the circumstances are appropriate
include allocation on the basis ofs

o

(i) processing costs (direct labor, factory
overhead, and other factory producticn
costs exclusive of direct materials);

(ii) factory input costs (processing costs plus
direct material);

(iii) cost of goods cempleted;
(iv) cost of sales; and

(v) sales (where no more satisfactory method |
is available)g"

15-203.1 (b) Generals (Page 3). This subparagraph vwas revised .
to read as follows:

115.203,1 (b) The method of allocation of indirect costs.
must be based on the particular circumstances involveds
The objective should be the selection of a method which
will distribute the indirect costs in an equitable manner,
The method used in connection with Government contracts
shall, in order to be acceptable, conform with generally
accepted accounting practices, provide uniformity of ’
treatment for like cost elements, be applied consistently,
ard . produce equitable results, A previously acceptable
method shall be subject to reconsideration when:

(i) Any substantial difference occurs between

the cost patterns of work under the contract 04\50
and other work of the contractor; or Q"' '
N
(1) Any significant-change occurs in the nature -~ & |
- of the business, the extent of subcontracting, <Y
fixed asset improvement programs; the C‘é 1
inventories, the volume of sales, the volume t\@*(‘@

of production, manufacturing processes, the o



Pace 21, 15-20&.2 (a2a) (1) The third word reading "contractor!s" !
' was de}eted,' !

15-204,2 (bb)e This parsgraph was reserved, A Special
Subcommittee was established to consider this problem

as a special case, presenting a revised coverage on the
subject of training costse In taking this action the
Special Subcommitiee was requested to give consideration
to inclusion of a reference on page 26 when their efforts
are completeds The Subcommittee was further requested to
coordinate their efforts with the OSD Ofiice of lanpower
Supplye, lMembers designated to the Subcommittee were: -

: . Army - To be designated

Navy - Mr, A. C, Sawallisch, Ol (Chairman)
Mr, James Ruttenberg, OCN

AF - lr, P, M, Southwell, AFMPP
Mr. wo L. Latta, AFAUD

The Subcommittee was requested to present a report fo
consideration by 7 May 1956, ‘ :

Page 22, Approved, A '
Page 23, Approved,

Page 2L, 15=-20L4o3 (i)e The Committee deleted the reference in
parentheses”at the end of this paragraphe, In taking
this action, there was .general agreement to specifying
the period and amount in part 1 when rewritten, with
an appropriate cross-reference,

Page 25, Approved,

Page 260 15-20L¢3 (2) (xi)e The words "special tooling costs"
were deleted and the word "taxes" substituted therefor,

15-20L4,2 (2) (xii), Training Costs, was deleted in its
entirety, 4

15~20L442 (2) (xiii),kTravel Costs, was remumbered to
, (xii)e :

f
i) :
The Navy legal member callsd .the Committee's attention to the Editing
Subcommittee!s report of 27 February 1956, in paragraph 4 of which the ¢
Subcommittes covered the subject of side agreements, It is understood

that this matter had been the subject of discussion by the Procurement
Secretaries in the spring of 1955,

: With the above action, further consideration of this subject was cf
deferred until the next meeting to be held L/10/56, : ¢ QT+
A




Page 12,

Eége 13,

Page 1l

Page 150

Page 16,

Page 176

Page 19,

Paze 20,

A, revised the paragraph was refer.ed to the Editirg
Subcommittee; with the request that the edited
language be preserited by the next regular meeting
(10 April 1956).

15-20402 (n) (6)e The semicolon following the phrase
twhichever is lower" was changed to a comma and the
following language added:

"unless factors.other than price warrant allovance
on the basis of the cost to the transferor'“

15-20Le2 (n) (6)» The word "either" appearing before

(i) was deleteds The period at the end of the paragraph
was charged to a conma and the follom.ng language was
addeds

"whichever is lower, unless factors other than
price warrant allowance on the basis of the cost
to the transferor,"

15-20Le2 (n)e The Staff will undertake action to
determine “hether a revision to paragraph 12-102
may be mad:: in. order that paragraph 12-102 be
consistert with this paragraph.

15-204.2 (p)e The Staff was requested to clear the
need with the Patents Advisor of the inclusion of the
words Yor on behalf of" in the last linee

Approved,

15-204.2 (q) (3) (iv)e The Committee agreed to the
inclusion of a note in the Minutes that under this
paragraph the parties can agree to (4) or (B) for the
individual periods under the contract,

15~20L.2 (q) (3) (iv) (A)e The second word "all" was
deleted,

15-20L.2 (q) (3) (iv) (B) (1I)e The words "or gains"
were inserted after the word %“credits" in the sixth
from the last line,

Approvede

15-204e2 (u)e The words "such factors as" were
inserted between the words "of" and “the® in the

" second line,

- 15-20402 (v) (2)e 'T_h:'i._s paragruph was reserveds

_{pggzrovad, "&b ééé‘i&’iﬁ;e&’on at«braskebe;; e

ou2’tw) (3)e . v

' \
Approveds () ‘(V
Ao
o o < _ ¢
Approved, RRR C’:\Q/‘z p\G'



Pége ho

Pge 6»\,

Page 7,

Pagze 8,

Page 9,

N=lete a comma in paragraph 15-203.2-

Paragraph 15-~203,5. The Air Force member recommended
that everything after the first two sentences of this
paragraph be deleted, After considerable discussion
this recormendation was rejected, Hovever, subparagraph
(i) was deleted in its entirety, Subparagraph (ii) was
referred to the Audit members of the Section XV Subcom—
mittee for clarification, with the request that the
revised language be presented for consideration at

the next regular meeting (10 April 1956), Final
decision will be made on this paragraph after

revised (ii) is reviewed,

K Lo Tt $eernot el ks R et S
Approved, “reserving subparagrephe-{d). and (e) of

\ tage .. S - ¢
- | - -~ .. - [P S .
: nge - ofise lppxﬂved} =2TTRIST AW AZswneTsg et Boo o ow. .
,.‘,'5:.'.‘._.,'.. : P
Batiioan

Als-zohozo

15-204,2 (£) (2) (i) (ii) (iii)e These subparagrarhs
were revised to read as follows: ’

"(i) is computed upon the property cost basis
used by the contractor for Federal income tax
purposes (See Section 167 of the Internal Revenue
Code of 1954); or

(ii) in the case of nonprofit or tax exempt
organizations, upon a cost basis which could
have been used by the contractor for Federal
income tax purposes had such organizations -
been subject to the payment of income taxes, and

(iii) is computed by the consistent application
to the assets conterned of amy generally accepted
accounting method, including those recognized by
Seciion 167 of the Internal Revenue Code of 195k,
In no event, however, shall a greater amount for
depreciation be allowed than is authorized by the
Internal Revenue Codeo'

The Navy member objected to the addition of the
underscored larguage pending further study,

As revised, this paragraph was referred to the Editing
Swbcommittee for editing, with the request that the
edited paragraph be presented for consideration by
the next rezular meeting (10 April 13956),

Approved,

Was approved, subject to further editing of the last
sentence of paragraph 15-20L.2 (j) (1), which was
referred to the Editing Subcommittee with the request
that the edited language be presented by the next

~ regular meeting (10 April 1956),

Approved, subject to the deletion of a comma in
15-20Ls2 (k) (1) (2)e

15-20Le2 (n) (1)e This subparagraph was modified to |
-add the following words in parentheses: £

"(for correction or defective work see the Q\Q?
clause of the contract relating to !'Inspection
and Correction of Defective Work')." APR 6 195F



_ ed
4 The members were advise
gp-Ll,  Revision of Section XV, Bciting a report on this problem
f‘- Contract Cost Princlples X 1956 would be presen‘tef} by

{ SRN 1 - 11, February 19564

3Ll i : tion XV - Contract Cost Princi es, A ???9?.
o S e n gf'Sesbtommittee‘pointing,up certain'areas'gzguzrl
‘ e to final editing was roted a . consideration deferr
i ior to final editing was rioted and ;\;rtfher consi ‘
ugs?iuzignngit?;eetinga - In the interim the Edit;gg”Subcommittggzw?s requizt>z
tofmest with the Section XV Sutcommittee in an efxqrt~to~re;91ve£§§ gaﬁirbhzd
tbh areas as possible and to report on’their accomplishments at-the © Harch . g

P

1956 meetinge FER 2 & ihe L A

IS SO N

12+ Case 53-LL - Revision of Section XV =~ Contract Cost Principles, The
Ciaiman advised the members that the Editing Suocommittee was still studying
ahe proclem which had arisen with respect to "Pension Plans" and that it was
contemplzted a report would be presented in the near future, When the report
is received the members will be contacted to determine the need of a special
mgeting to consider the problemo, 4 :i ¢ 137n

ERVRR

Se Case 53-LY - Section XV = Contract Gost Princidles,. The Commiftee deﬁermined
to p6ld a special meeting Friday, 4§ swrch 1955, at 1100 hours, in room 2216,
edn havy Bulldlng, to consider the report of th Editing Subcommittee on this

WLt . . E ‘ .'

K

11. Case 53-44 - Revision of Section XV - Part 2, The Chairman of

the Editing Subcormittee advised the members of the progress to date ,
of the joint efforts of the Editing Subcommittee and the Section XV
Yubcormittee in completing the editing of Part 2 of Section X. In i
View of the Cormittee's action it was determined that no special

mesting would be held Friday,23 March 1956, tco consider this problem

but that the report, if available, would be considered at the next

rggular nesting, Wi 20 1956
i The irmy mamber expressed an inability to ascertain what the t
parase "Commercial Type Accounting Systems" encompassed. In this

conneetion he wished it made a matter of record that if the section
1s to be meaningful a definition of this phrase should be included,

13. Czse 53-LL - Revision of Section XV, Part 2. The Chairmen 9f the E@ltlng
Sybcomnittec adviscd thet revised copics of this pert jointly being cons;dered ?
by the Scction XV Subcomnittece and the Editing Spbconm%ttce would be ava119§le E
by Friday, 30 Merch 1956. In this conncction, tae Cheirnmen expresscd 2 desire i
thet the revised rcport could be considered 2t thc next regular mceting to be

heid 3 ipril 19556, .

The Cheirman further advised the members that ;nsprucpions tq‘tge Staff yith“".A
respect to the. three tssu ‘.dovafing‘s_ajr;f;uﬂjﬂbwz 2 O I

-3 0

]

D R,

s

& "

Profit Sharing, ;

Contribution and Donation, and S i

Genzrcl Rescarch o ‘
AR & 7 00

were to be accorded the same treatment now provided in the current Section XV.

sty
ERUIIEN
» s



e Case 53«44 = Revxsion of Part 2, Section XV, A Staff proposal. pPSBﬁnLLus

revision of parag T 15-204.15, Insuranoe and Inde *ifloetion, ‘Waé ‘oone l
idered, approved a) wer minor modificatlon and referl . to .the Editing Sub-
committee as shown belows : :ﬁu-,z el L

"15-204,15 INQURA“CE AWD IND?LNIFICATTOB

ae Indluded under this item are- (l) those types of in- .
surance which the contractor is rejuired to cerry under the terms of the
f oontract, or by specific instruction of the contracting. officer or his
{  guthorized representstive (see ASFR 10-501 for kinds of insurance ordi-
} nerily required), (2) any other insurence for which the ocontractor
secks reimbursement under the contract, and (3) liabilities to third
persons not oompensated by insurance or otherwise. .

bs The contractor sheall be reimbursed for (1) insurance
required to be submitted for epproval or required to be prooured and .
meintained pursuasnt to ASPR 7-203422 and (2) other .insurance meintained
b the contractor in commection with the perforiaance of this contract
1f the types and extent of coveraje are in accord witn sound business
practice and the re%es are reasoneble under the oircumstanees, ‘subject
"to the following limitatlons or restrict1ons:

PRS-

: (1) Costs allowed for use and. oecupancy insurance
will be limited sc as to exclude ooverage of profit,
intersst, federal income taxes, and.any other items
of expense unallewable<ﬁnder"thie part.

] _ "{41) Costs of insurance or any Teserve oovering ths

: risk of loss of-or. damage to Government-ovmed property -
are not allowable except to the extent thet the Governv
mént may have approved or required such insurance or
réserve. ' :

(111) Cost of & reserve for s self insurance program-
are allowables provided the program has been approved hy
the Military Department concerned, - -

(iv) . Costs of insurangs ‘on:the 1ives of efftcers,

ti . .. partners or- prepriatcrs, ars not, ellowable except Yoo
i .~ -+ where such insuranoe; is part of an employea plan which N
l . is- not unduly restrleted' L

' o« The obliggtion of the uovernment to 1ndemnify the' .
oontracvor will be allowable only to the extent expressly provided for ..
in the- coneract {For- example, see ASFR 7-203. 22), Bxoept as otherwise -
expressly. provided in the contreet, actual-losses not relmbursed by
insurence (through an. approved self insurence program or otherwise), =
are not allowable. : L S ) , 1

In further eonsiderlng paragraph 15-204 34(b)(i) the Cemmlttee qﬁest1oned
the advisability of providing for en allocation of cost to all genersl re=
search work of thé contractor if .the concept of providing for an allowance
of the cost is specifically covered in the oontract, The Committee dster-
nfned thet as long as this concept is rstained no provision for an allo-
cation was requireds Aocordingly, subparagraph (Ag. reading as follows,

wak deleted: - B Co e _ ' .

"¢a) Te the oxtest Fush east. ara allowsd, thoy wild be .
eguiiably ellescied 4o all wewl of the eentPeassr eihes
Shax Eop | {ndepeaéent mereval and ‘Meleted paeeaﬂehv"

With this actlon correoted copies of Part 2 of bection XV wete disvributed
td the lsgal members for -their respective members of the Editing Suboomnittec
in order that editing of the dreft could be underteken, -The Editing Sub-
committee wes requested to provide a reoort for oons;deraﬁion by 13 January

- 1856, NFN 151955



-

e—— e

- S --o.-. -

"If a oontraotor has but prie_or relatzvely few Government

contracts, an appropriaﬁe oontractual pr9v151on mey be used -

'QIS-ZOQQZve The seventh-eeﬁtenee'wapwrevlned'to read-; . ‘ \

“lito preserve the Government's interest by ‘providing ‘for

_retroppective accounting and eny necessary ad;ustment to the
pen51on plen cost incurred under the contract.

..,-

',:15-204.8 Contribufions snd, Donat;oné;" Coples of “the Air Force

‘minority position with respect to this paragraph, which was isolated

as en issue at the 11/22/55 meeting, were distrlbuted to the members

for presentation to ths Material Seonetar;as and the A851stant Secre-

taty d? Defense, XS&L) as.an - iesueen T : I

"As modlfled by the 'ASPR Committee xhe Sdbcommlttee report was referred

to the Edltlng Subcommittee for ‘editing. The Ed;ting Subcommittee was
requested to prov1de a report for con51deratlon by 10 January 1956.' T\ }

terlt

DEC \ o

2. Cage 53-44 - Revision of Part 2, Section XV. In approving the minutes
of th¢ 12/6/55 meeting the Air Foroe requested that the last sentence under
paragraph 15~-204.35, Royalties and Other Costs for Use of Patents, be revise
to exprass the oomcept in two sentences rather than onge Accordingly, this
sentence was rephrased as followss R -

/

4

"Charges for the use of patents, where the Governmént has
a license or the right to free use of the patent are un-
allowables Charges for the use-of Patents where a patent
has been adjudicated to be invalid are unasllowable unless :

+ " )
otherwise provided in the contract. DEG 1 U'sb | A \\
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The Subcommittee report of 1 chember 1955 was further oonsiderod on
a par ‘aph basis, as follows: ,

15-&03.3 preaented by the Subcummittee was approved. A Staff pro=
posal to revise this’ paragraph was rejectod. o

15-204,15 = Insuranoe and Indemnitication. A revised outline of

this paragraph developed by the Army legal member, was distributed

to the mémbers. Considerable disoussion centered around the
variance in the language of the first two sentenoces of subparae-

graph be and the language oontained in the clause, insurance =
liability to third persons, The Committee requested the Subcom= }

mittee Chairman to redraft the entire paragraph to achieve cone
sistency and a oross-reference of the clause and present same
at the next meeting.

15-204.34b(i) Copies of a revis-on to this paragraph starting
with the third sentence, developed by the Air Force member, were
distributed to the members. The paragraph was then discussed
at length. As a compromise the Committee revised (i) under
para_raph b to read as follows and tentatively approved the
paragraph, subject to editing, the Navy and Staff positions
being reserved:

"(i) General research is that type of research which
is direoted towards increase of knowledge in science, It
is research where the primary aim of the investigator is
a fuller knowledge or understanding of the subject under
study, rather than a practiocal application thereof. The
cost of Independent Genersl Research (that which is not
sponsored by a contract or grant or other arrangement)
shall be allowed to the extent specifically provided in
the contract. ‘

——

(4) To the extent such costs are allowed, they
will be equitably mllocated to all work of the contractor
other than its independent general and related research.

(B) Generally, the contractor shall be required
to disclose to the Government the purposes and results

.. Sf, syph dpdspendent, ganermdaAeseedal: eioth Of - TA
gur~ant, & AR

.
J, - LLV nczaooo \F VAT . W ouLC va weee o

- I¥108; shall de given
-ezoqo1q R l0. a,jr* sotuadiede

'f;a;"Soope, nature and guality%of the oontraotor 8 independent
' general research programe -

" be The’ oapablllty of the contraofor In the partlcnlar research
field.

o« Benefits which may accrue. to the Government

. de ,Compar1son of size and oost of contraotor 8 prev1ous years'
research programss’ AT T

&+ The propértion of th“vaarnment businsss %o the contractor's
C total buslness.‘{n L

In oonsidering the paragraph “the Comnittee also determined that ‘the Govern-
ment's position versus Industry's position with respect to general research
shculd be presented to the Material Secretaries and the Assistant Seoretary
of Deferse (S&L) as an iasua W1th industfyi e

5-204 34b(11) approvedr
15-204;340 approved

__5~204.260:_The seoond sgn,épééfwéézrériﬁeaffo'rggdi'
_ "Such costs may inocluds excess contributions to the extent such
= contributions are claimed and allowed for Federal Incoms Tax
_'purposes in the ourrent tex;ble year. BT <V

L4
: : ) i
With this gxodif_ica_t.ionitg'e‘ p’aragré.ph was approveds, = ML
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Toe mint o the’11/20/55 mestifg werd inéd misltied as

follows:e _ }
Ttem 3. Case.S32bl = Revidioniof Fist 2 : Section X¥, f‘

'+ Paragraph 15<20Lii2k. ' The paragraph was revised to' ‘reads

“Thls item consLstswof the premium pertton of overtlme R
' 2 éﬁ?eﬁéha.anbua

of such emiuns should be se Paratﬁiiﬁéhx.tifiod.
When P B G

of overhead, Buch premiuns shall not be included

therein. Cost of such premiums on direct labor are

allowable only to the extent expressly provided for

in the contract or otherwise authorized by the

Government. Cost of such premiums for indirect labor {
is allowable without prior approval, if reasonable, ' :
and the oost is allocated on a pro rata basis to come I
mercial as well as Government worke. See ASPR 12-102 |
for further information oonoerning‘tha poliocy regarding K
such authorization, The amount of such premium cost

charged on Government contracts shall be equitable in

relation to the amount of suoh premium costs charged

on non-Government work being oconcurrently performed

in the Contractor's plant and the factors which neces-

14

sitate the incurrence of the cost,"

i
’ be The minutes of the 11/?9/55 meeting were approved with the followijé:
revisions: _

Item 2 = Case 53-44 - Revision of Part 2, Section iV, g

Paragraph 15-204.34b(1) wes revised to read:

"A proposed subparagraph ¢. presented by the Staff

was oonsidered and rejecteds In lieu thereof the !
Committee suggested the insertion of the following

first parenthetical expression in the third sentence 4
of (i) which would read as follows:

.

-y ey

"The allocable portion of 75% (or .such other
percentege as may be agreed upon and set forth
in the contraot schedule) of the allowable costs
of e contractor's independent general resesrch
(that which is not sponsored by a contract or
grant or other arrangement) shall be allowed »
in all oost-type contracts under the folluw1ng
conditions:" : J/!
)

chever, the positions of the Departmental members

-with respect to ﬁhis ghange wes reserved." DEC 6 1955 ;




2. Case 53=44 = ; 4ision of Part 2, Section XV, . osies of a memorandum
rom the Suboomrittee Cheirman presentlng revisions of paregraphs 15-204.251

5-204.29¢c, 15-204,34d and 15-204,35 were distributed to the members and

P‘ é’“ m‘ﬁﬂm‘%ﬂﬂtﬁ "If mm woritio
'E- 15‘39‘0;5d“!IE‘!‘!Qﬂeﬁ!vU.dellnl‘tx.-‘.o*xe ad* o efcev s

B .190*“3% éﬂi30é13noo oxd bestiondus esiwieddo To Jcerdmocc S
-204,25 PATENT ENSES. This item relates to such expenses
as costs leading to the issuance of patents, costs required to
i search the art end oosts mecessary to comply with invention
¢ © disclosure provisions of the oontracte The costs of searohing
the art in order to meke invention disclosures, and of preparing
disclosures and other reports, as required by the contract are
allowasble. The costs of preparing assignment and other pepers
in oconnection with the filing of a patent application by the
_ Government and any other guoch’ costs ‘ars alloweble, upon the
_ ... written authérizetion.of the:oohtradting officer. The cost
/. i of research and develqpment work is treated in 15 204,34,
(See alsocparagraph 154204.35) e

As rev1sed'ﬁhe paragraph'was approved, subaeot to editlng.
15 204, 290 readlng 8s. follcws.was epproved- ’

“15 204 29 PROFESSIONAL SbRVICES - LEGAL, ACCOUNTING, EIGINEERING

] L AND OTH....;R R TRV “we
3‘ B The costs of legal aooountlng and consulting services

and related expenses inourred in cohnection with orgenization and
reorgenization; . defense of ‘enti-trust suits, and the prosecution
of claims- agalnst the . Government are unallowasble., The costs of
legsal,: aocounting and oonsultlng services and related expenses
incurred in connectlon with patent‘lnfrlngement 11t1gat10n are
wallowable unles= otherw1se provided 1n the contract."

15-204.344 readlng as follows was approved-

"15—204 34 RESLARCH.AJD BWV“LOPHLNT

»

Nooo

; o Cde ‘Resesrch and development ‘oosts (including amounts

i - eapltallzed), regardless of the neture, which were incurred
in eccounting perlods prior to the sward of a particular '
militery contract,.will not be allocated to that contract " 8
unless allcwable as pre-oontraet costs (Paragraph 15-204428)% }

15-204.35 readlng as follows was approved-

1958

."15 204 35 ROYALTIUS KNﬁ OTdER COSTS FOR USn OF PATENTS.

This. 1tem covers amounts pald or payable for the right to use
patents or inventions. “Where: the- use of such a patent or
invention“is neeessary for the proper performance of the con- !
tract and where tha.Gpnarnmant dbes ‘not already have a license
.or other right to'use such g ipstent 'or invention, the royalties,
‘amortisation of the cost of purdhased ‘patents or other purchased
patent rights eppliceble to oontraot products or processes are
_allowsble to the extaytweIpresaiy:pouvideld pF liswnbre In " =
\ the contract or otherwise authorized by the contracting officer. ’

DEC 6

mare? e

Charges for the use of 'patents, where the. Goverament has a
license or the right to free use of the patent, or a patent /

! has been adjudicated to be inwvalid, are unallowable unless .
otherwise provided in the contract." . _ Co T‘b Nbﬂ' CAGE



2- Case 53'4414 Reﬁsinn of Pu-t 2, Sectlon IV, The Cemmittee ennsidered
certain palnts in TITR That required action subsequent th
that taken by the’ C‘mittee in 1ts 11/2?./55 meeting, These paluts cnvered
the following subpmgraph;g .

15-203‘5 The paragraph wes revised and approved to read as
followsr

%The base period for allocaﬁon of indirect
expenses should be representative of the
Period nf contract perfrgmance and should be
suf i, cient‘.ly long to avoid inequities in the
! ‘ '~ alloeation of costs, but in nn event longer
i tha.n t.he eor.traotor's ﬁ.acal ysar.

J-S-eoh,a - The My Force nenber advised that the Alr Force \
L Pogition for presentation to.the Material Secretaries
en thir: prdblem wmld be presented within ene waek.

15-20!1.25 “. . C R R
15‘2011.3&& - K
15-20L.35 ~ A memorandum frem the Patents Subcqmmittee setting
. _ freth the views. of the Patents Subtommittee with
. .. respect te ‘these pardgraphs was distributed te the
! . 'members, After a brief discussion the'problem
N * was returned to the:Section XV Subcdmnittee for - '
! further cond deration in ¢onfancticrd with the .
Patents representatives of the thrée Departments. -
The Section XV Subcomidttee . was:. requested tn :

provide an intexim ropart’at. the next meeting -
and a ﬁ.nal raport by 13 "'kuamber ]955. ‘

‘l\'

»

15-2011.33\: ‘1‘wo alt»emtive propoaals M guhparagraph be ci‘
this subparagraph. were distributed by the Navy
- : member. After’ discussion the Conmittee | adopted )
i bauw -~ - .. .
. ;:g Yesvnl o3 e-md: ?'.,3 SE 4 ¥ h e '.a.hr.a.r bsmznn een n... .
: 'ira-a-o-mr-d' d*;w-an_ % ta~? n_td.,.(n .ol '. Caklney
1bas Ty Sivlman acidinsldy frovaedtor .4 t~g
otherwvise in the coentrant, rentals specu’ied L
in sale and lease~back ogreemef®s urder (2)
abcve are allowable only to the extert that
such rentals do not excsed normal costs
(such as depraciation, texes, insurance and
. main‘enance expensea) torne by the lessor
, which would have been incurred had the
. contractor retained legal title to the
‘ facilities,"

- -

-~

15-20L.3L45(4) =« A prepesed subparagraph (c) presented by tke
Stzft was consizered end rejected, Ia Meu
therenf the Committee insertsd the follow'.g
“first parenthetical expression in the third )
sentence rf (1), which reads as fellowss - = - °

*The allccabls portion ef 75% ('r such N
other porcentage ags moy be agreed upm
and set f~rth in thz contract scheduls)
. of -the allowatle cosis of a cohtracter's
independent geueral research (that which
-1s not sponsored by a contract or grant
or other arrangement) shell be allowed '
in all cost-type contracts under the : r
following conditions:"® B :
“  15-204+15¢ = The Gomi ttee determined to place a period after :

V the word Jallcwable,® deleting the woidy Bunless

i approved by the Department concerned,;” subjwct ;
to editing, The Army legel member ¥az requected

to present revised phraseclogy for this paragraph

fe for consideration at the next meeting,

15-203,3 = Consideration of this piragraph was deferred until the
' pext meeting in order that the reaction of the Small
Business interests cculd be obtained, NOV 7 9 E



+ The mimtes of the 2 November 1955 meeting were apprnvad with the
ollowing modd ficationss ‘ .

Item 3, Case 53-ll - Revigion of Part 2, Section XV. The first
! sentence was revised to readt i

o -

*In consider.ug the Subecmﬁ.ttee report of 1 November 1955,
and the wndated Army Audit Agency report, the suggestion of
ihe Chairman Lo consider the repert em & paragraph basis

At .‘n".d L] "
¥ - \ - * abSthor me FYs1b odd DeIqad™s ses3reeol ol
§ o iu felloving mwmu pressnted w the &.\bcr-l rees
pr 34 4? _— ﬁqm&'f\ - AT
: o 15-20092
‘ 15-202.3.

15-203
15‘20301

Subparagraph 15-204.8. The first sentence was revised ts reads :

*The Air Force menber stated that the problem will be

R particularly dif.icult in cases invelving industries
irvelved primarily in defense work, such as the aircraft
irdustry, In those cases, contributions and donaticns, .
far all practical purposes will be made by the Government
and not by the centracter, to such beneficiaries and in
such amounts as is determined by the contracuir,  Therefore,

the Air Force podition is for contimx:!.ng the disanowance
' as in the present ASTRGM

: Subparagraph 15-204.15, The quoted addition te subparagraph
. "a'" was revised to read:

*The obU‘vati'on of the Government to indemnify the \
certracior will be allowable only tc the extent \

expressq y provided for in the centract (for example,’ '
. see ASFR 7=203,22),"% ,

Subparagraph 15-204,18, A parenthetical expression was sdded at

the end of the first senwence, as - ?
. follows:

*(including the contractcr's cnntributed portion '
under cost-sharipg R&D centracts).”

With this sddition the mimites were revised to reads

\ "The Committee adopted the Subcrmmittee position as
,' clsrified that the prrtion nf cost-participation
. contracts not relmbursed by the Govermment under that

contract not be allowed as a cost on other contracts.

15-20L.26d. The penultimate word in the quotes was revised to .
. read "reveralonary,”

15-204¢28 = The seccnd sentence of the pa.ragraph on precontract
costs was revised to place a perind after the word
"contract® and to delete the words "and may be
limited t9 a period ¢f time as well as ta the type
and amount of such cests.® '

The mimtes were reﬁ.é:ed to reads

trtnmla approach set for'u: i.p the
draft but there was alsc a general

" feeling that.an appropriate method
" #f control be further. e:q:l

ored..




i

15-20h.27 = The Comnittge accepted the dratt as written. Ceel oy
15-20,4.28 ‘Ihe Comnittpe acce,pted. the draft as. writteno \
15-201}.29’ W:lth recpect 'oo suhparagraph "c," ‘the Committee

.- adepted the posi tion of the Subcemmiftee that
‘;.sucb legal tees a.re nnt. allow,able. R

15-20&.30 'I‘he comittee adoptsd the pontion of t.he
~SubcommSttes that all profits and lnsses on
dlsposition of -plant, -equipment. or other -
‘¢apital assets be excluded in comput:l.xg

- cantract costse .

W s

15-20k. R «hw;m&w ag’m\m posi€icm -
<o Tae el wpeotrihs Prbvidi o ofrabt of those ‘
-7+ """ reconversion-expenses which are allowablg appears |
the best meth~d of assuring fair treatment nf {
tha int.eresta or the Govermnent and the (.‘«om;ract'.m-° '

15-20&,3-2"‘- The Committee accepted the draft -as wxitten with
" the exception that the’ second sentence was revised
"to read as frllowss

.. It further includes’ the costs ‘of operating
.-an aptitude and. educaticnal testing program,

travel expenses of employees while engaged !

in recruiting persnnnel, and travel expenses i

of applicants for interviews for prnspective j
S employment. T

, 15-2dlt¢33_ -.With respect to subparagraph "b," consideration

P

3

. .was given to-the change recommended by the
.. Americen’ Institute of Accouutants, Mro Ruttenberg
" was requested ‘to draft substituts language for

' _submission to the Ed:’.ting S\ﬁacnnun;.ttee

15~20lL43L = ﬁze Comittee discussed at len,,th the Subcommittee
apprnach ‘with respect to general research, There
.~ - ‘Wag general- agreement in ‘the formula approach set
forth in the draft but there was also a general
fecling that a drllar ceiling be cnupled with such
_,approach, ' Using this as a basic concept, the Staff was
.- requested to' develop a propos:.t.:.on for further con-
‘_aiderat.ion. o :

15-204.35 « The Committee. dopted the positinn 0!‘ the Subcome
mittee that: payments of royalties to contractors
. sheuld be circumscribed by cobtract provisinn or .
otherwise authorized by the Uontra.ctug Officery

L 4

15-20L436 = The questiori was preserited as ts whether it least’ the .
protection afforded the Govermment im proposed ASFR-
15+202,1 should ‘a0t be provided, ' However, it appeared:

"that the protectisn sought. shéuld be- Felated to the o
- "Ingpectios .of Supplies and Correstion’af ‘Defects® =

' €lauge (ASPR 7-20305¢)s The Army member reccmmended ‘v
that the Editing Subcommitiee give consideration .: ¥
to insertion of the wrrd "consumer® after "tra.i.n:).ug‘ =
in the phrm "am tréinug personnel i.n ’the use,%, "\')

o<
. 15=20L037 = The C'mit'hse accepted the dra.t‘t« as written. v\‘é{( '76

4



15-20)4.22 'h:e Comittae comu.rred 1.n the recomnendation tn
~ 4includé “accouatants fees" immediately after 1
atternays fee" Ln 'the second -ssntence of the l

paragraph.
15-2014.23 ’I'he 'Cnmnit‘bee accepted. t.he d.raft as written.

15-204.2l = The comm:l.ttee adopted the Subcommittes position
’ with respect” té identification separately cf
{ : shift premium and overtime, However, the -
paragraph wna changed to read as fol.‘l.owss

’ '12 hegh OVE'RTDIEE EXI‘RA P% SHIFT AND
ol s itenm

con.ist.a of the premium portion uf éxtra pay K

ot abd’ miltdeshift payments tp employees, - Such
... premiums on direct laber msy be classified
. as either direct o1 indirect laber. costs,
_but the amount of overtims premium should be
separately 1den‘d.ﬁ.sd. ‘When direct labor
cost 'is the base for distribution of everhead,
svertime premiums shall not be included
therein, Cost nf such premiums on direct o
. laber are allowable enly to the extent
: expressly provided for in. the coatract
: . or otherwise authorized by the Goverament.

{ . . Cost of such premiums for 4ndirect labor is
allowable without prier approval, if B
| . Teasonable, and the cost is allccated on -

- 'a pro rata basis to commercial as well as
’ government worke See ASFR -12:102 frr
further’ informat:lcn comeming the- pol.icy
: regarq.ing such authorization, The .amount -
. of rovertime and shift premium cost charged cn
Goveinment oontracts shall be equiteble im
’ relation to .the amrunt of such premium costs
charged on non-Government. work being concurrently
-performed in the contractor's plant and the
fax:tora which_ necesa;tate the incurrence of the cost,”

PRYESrapy

P e ®

E S = Do Ggpedatac. faferred considarpiion £F tis e llaney
15-000ut5 = Dt s ¢ St
d- nnt:!l the. next. meeti.ng. '

15-2014926 Tb.e Cnmmittse aecept.ed t.he draft as mtten
with the acceptd.un oi‘ t.he follovd.ng changes:

lS-ZOh.zl‘c . The second -senteme vas revised
tn read:as-followss.- .

- -.,%Such ersts may include-excess contributions
- made -in previrus years “to- the extent such
. _contributions are claimed.and allowed for

e m'purpnsea in- the current. taxab’le perind,

S-zoh.zéd The next tnthe last; sentence
was revised to read 8s followss
-;"If 8 contra.cbor has but one or relatively
.-.few Government contrasts, an appropriate
. . - contrectual provigion may. be used to-
“ ' preserve the Govermment's interest by
providing retrospective accmmtd_ng and
\ " L rehmd of arg rxecessamcrenitu. S

15-2614269 nm wbparagraph was revised to
oo read as. fo].lowas A o‘)g}
Q

\

]
; "The allowabmty nf costs of 1ump sum o’ ]
-purchases. cf anmuities or of lump sum cash Q\
payments or periodic cash payments made tc
provide pension benefite for retiring or
. retired employees other than incurred - gk {( Q,
.. under ‘agproved pension plans will be: . C,°
. subject o msideration cn-an individual P‘
."case baf¢ 2 : ;o Q




&13. Cese 53-LL =R - sion of Secidon XVe The membe’. noted the desi mat
{of iaje Jo Os Hunniculi, Jre, D=P 1LQ, es Army membe. of the subject Sub=
corttitice, vice Lte Cole Jo lis Railing, DEP 10Ge fpp1 1955

of 5¢ n prei) Instructa.on,

}ahh Rev:Ls:.on of Section XVe conies of 2 proposed 3

:c‘l.;weizsaz Sby the Dffice of tie (D | mztroller, to provide mdancesmtéxoie_
siect to depreciation in keepiag with Section 167(b). as limited '3; c;: don |
1 7(c) of the Internal. Revemue Cote af 195h, suoject to mee.tmg e tes 1

X G +
redsoratlensas, were digtrituteds y
Sd.ttea ootié Tuded Baat ﬁmahm .do_ e -
Epolicy in ’th&gnxtt _ "l!,ps AT

Instiuctions Yo = K N . pr? A

" retuested to develop appropriate c§ B PO

Pdrt 6 of Section XV, or sutmit recomment atiohs as to other media for
putlicztion, ineluding a recoimendation with raspec‘b to the proper

docunentt for use for the other meciae

; i"d Ins’Crucmonim d g
i

v

In taking this action the Committee agreed that modifica'bion of.?fththe
desreciation paragraph.-(15+20Le9) . te: incarporate ,the -n':imc:.ples nt:
ro-0sed directive should be postponed until after ¥eceist of comie ]
;r[n industry on the proposed Sections e 0

»

! The Subcormittee vas recvuested 1o provide & report for consideratl?n
by 15 lizrch 195>q sncoa 1805 e il .

. C:se 53=Ll - Revision of Section XV, ASPRe A report fion the Section

! Subcorriitiee, pres:utdin . a wroposed depreciation = cost interpretation

-c_ izclusion in Part 6 of Section iV, was concurred in in om.nciale, )

tsusject to editing, In takin: this action the members notec ihrez arcas
re viving . u:tner consiczrations

' as Effective date, ‘l‘
be Inclusion of the te:t of Section 167 of the Internzl
o Reverue Code of 199)4, and :

ce Omission o any referenc: to "true! de*rec:.a tion.

The bove areas were referred to the E itin; Subcormittes for consileration
ir conjunciion -ith editing the ronosel, The Staff volunteered to dev relop !
a cress=rzfercnee to "urue! desreciation for consideration iy the Siitdnz ;A

! gubcor itiess The Zditing Subeorrritie: was requested to previde a report
Jor conrideration by 29 lizveh 1957e N 1 uis

Wi = v

« Czse SB-hh - Degreclatlon Cost Interpretation for. Inclas:.on in . 9
art O, Section IV . ASFRe A repart fron the &diting \L
ce

3

icormitiee, presenting the suvject inf.erpretat:.on, was discussed a.t
len zthe The report was retwmned for reconsideratione While the Cormit
¢is not finally determine its position, the Eciting Subeormiitteé.should
redevelo: the project alonz the following liness N

2, Applicatdlity of the interpretation,s In the absence of a
specific agreement the irterpretat:.on applies to all :
"onen" contracts, . _

be ith respect to the assets invo}ved. ~ Undertake interpretatlon,
thinking in terms of the descrinstinn of the assets covered,

f utihz:.nc therefore the provisions of the statute, ¢

L Consider again the desiravility of gquoting or paraph:ﬁ:’.ﬂg such of ﬂne

tute as will render the depreciation cost interpreta tion generally -

-

. vnierstandable in 1~.se3.t‘. S OARRDO1BBEL



o .15-20&,38 The Cmnittee accepted: the draft as written - )
) f - . with the-exception that the Army membér reconmended '
‘that the Editing Subcémmittee consider revising
the definition of "special tocling®™ to. conform :
- with that currentdy’ being .prnposed. by the Sectinn -
L ETIL Subcnmﬂ.ttee,

e

: 15-204039 ~ The Cormittee’ ‘adopted - the Air Forca m:.nority h .
. position with respect to subparagrarh 15-20&:»39&(3),
. ..and that of ‘the Suoccmnittee o 15-20ke39bs ‘

B 15-aoh,hc = The Comittee adapted the Subcemnui ttee position : .
, . with respect to the non-allowabil:.'by of” cost.a '
. incident to exhibitirnse

R g

) 15~20h.h1 The Comittee accepted the draft as erttena o
15-20ll2 = The Comrra.ttee accepted the draft as written with R

" the excpetisn that the Army member requested that
' the Editing Subccmmittee consider that line 5 <f..

~ the secend paragraph:be revised to reads M # #7 Qﬁ:
. provided :the écntractor follows a consistent , ¢
precedure which provides for equitable result.s %
4in this respect,’ - ‘ SN

15-201@3 . The Cemmittee. accepted t.he draft as writtenq

With respect. to the third observat.ion set forth in the first page of the
‘- Stbcommittee. reporty the cenclusien was reached that Departmental imple-

mssnting instructirns sheuld Pollcw within a reasonable time the publishing
Qf Part 2, Section XV, The Committee -also determined that final considera= '

“tion of Pert 2 would be given at a subsequent meeting, out as snoa as

pnssible, . ‘ , _ ;



corments received irom on proposed re..sion of the subject

6o Case 53=ll = risdon of Section XV, ~The memt s noted copies of the J

Sections The Committee Chairman requested the Departmental members to impres

upon their respective Subconmittee ménbers the need for exped:.tious comple tion

of this ~3ro:]ecto JuL2e 1955 e e

15 Case 53-&1..— Revision of A.:PR Section XV. 'i‘he members noted an interim
gress .report_from.the subjeqt Subcommittee,: included on the agenda, The

mmittee extend}d the tine for & final report. until 37 October 1955. (0T 4~1355

3% 50534411 sien. of Part 'SectichV' Goaa!.derationerareport

the Section Beamitied, presenting a revision of Part 2, Section |
IV/ was deferred at the nqu!t 6f the' M.t" Force mbbr until t.he meting

eF2 Ncovember 1955‘ : NOV 8 1955 o

P AU, NEE TS

ttee report, the suggestion o

fallowing s

t«repnsider the report on

3J Case Si-ml Reviéun af 'Pu‘b 2, Section XV. In eonsidering the Sub=
iém L g

paragraph besls wes adopted. Qm actinn L the Gmmittee resulted in the\

15-200

15=201 w=.

. In crnsidering the Andustry posii.inn th#t & statement
‘be included 1o the &ffect that Secticn XV'is not applicable

e = d

".to’ fixed-price chntracts, including ‘thces with price

o,
Y .
/ . .

redetend.n&tion previsinns, ‘the  questicn was presented as

~'$0 'vwhether: it was necessary tr preclu.do the applicaticn
‘of- the prinoiplds to certain typas of cemtracts, It

was dtated.that a jeparate Part gor Section XV will be
developed t5 cover Pacilities contratte, The Crmmittee
determined that “the "Notes and Piling Instructions"
covering the ASFR Chinge which Will include Part 2
shéuld contein a note that the use of the principles .

"is hot precluded in conracticn with' tacilities

contracts pending publicatica of that Fart of Sect.icn :

-xv wh:l.ch ull covar facuitiea eontracts.

The Comnittee adopted the &:bcommittee position that

-the new eritericn “significant deviatien in the

" stantially increase the contract costs” 1a only one
. -of the facters sffecting. allowability rf costs and

/5-202
15’20302

established practices af the contractor which sub= . . \

doea not ta.ke awf.hixg away fran the contractcr. L
Acceptodmeﬂrafta‘smtten. A

-Discussion centered arcupd ‘the' pareathetical phrase T
8 (including Andependent research projects)® as set: -

- ‘respect thereto;’ and the “relationship of fhe phrase to-

b

Y
.. £arth 40 15-20302, the Alr Force recommendaticn with C\?
15-204e3lcq It Was the deterwdnatieon of the Commttes §

.« .that the stateli"phrase should be deleted and that
- -#(see ASFR 15-20L,3Uc)®: should be inserted in lieu

. thererfy. The Committee aiso determined that the N
"second parenthetical ghraae in 154203,2 *{exclusive ‘B
of nvertime premiun)® ghould be changed to read ?-\6(5

"(exclusiva of nvértd.m, utra“pav, and’ mlti-shlft UV w
premi\m)" i

. . ." -‘? . R H -



15-20!;.10 - Ihe Comittee accep‘ted t.he dra.ft as writ..em

15-20h.ll The Cmmnittee adopted the Subcmmittee positinn
_ that entertaimment expense should not be allowed
-..and. that there was no conflict between this -
paragraph and 15~20h.1o and 15-20&&0, ‘

15-20&;12-11; ‘I’he Ccmmittee ascepted the draft as written,

15-2014.15 In accerdance with the point | expressed by the
. Army member; the Committee determined that
subparagrarh "&» should provide scme coverage
with respect to indemnificatisne It was decided
-that. proposed subparagraph "g" should be deleted
and that such coverage, revised to read as fnllows,
should be 1nserbed at the emxd of subpa.ragraph uah,

" WThe cost af indemmﬁcation will be allowable
-+ only to the extent expressly pruvided for in
: the cont.ract (for example, see ASFR. 7-203.22).

It.._was also detem.tned that subpa_ragraph et ghould
be revised to read as followd: o .

"c, The- costs of insurance or any. reserve
. covering ‘the riak of loss mr damage to
- -Govermmsnt-owied property are not allowable
_except-to the extent that the Govermment
may have’ aggrnved or required such insurance
. or: reservea o .

W:.th these changee, and espeb:.any that concerning
' indemnification, the Editing Subcommittes should

" review the parzgraph’ with reepect to coverage given
these cost elementsg . .

15-204416 = The: Gemmittee adopted the Subcmnmittee pos:.t.ion
' ~that mterest be an unailowable costo .

15-20h°l7 - The Qomrrd.ttee eccepted the draft aa written.

15~2oh.18 - The. Commit‘bee addpted the Subcommittee position
. _that the porticn of cost~particibation contracts
not reimbursed by the Government under that
contract not be. ellowed as a cust on other
contractag ' :

15-~20L019 = 'l’he Oomittoe &apt.ed ‘the Subcomnittee ‘position
that any recoguiticn of cost of deferred maintenance

s Bensss, troigh, contract PrOT SR SR prcers

W ™ B me &"wﬁthn.

L..‘vl~

Spbcomd.ttee ‘pesition

15-20&.21 ‘”M*B’mﬁiézé‘?“

that ‘eash’ dlsceunts iu’ot be, considered. as financial

“ " “incomes The Air Force. member withdrew the Air
Lol Force minority position concerming eubparagraph
~ "be"  With respect tp suhparagraph *d,* .

. Committee concluded the subperagraph should
consist. of only the first sentence.as set forth

¢ .

- y—

adel N — Y

:. ee:::bwv 3 eni - fl..-l oyl

s

" 4dn-the draft, The Committee slso adnpted the ‘4-‘7

: Subcommittee posi.tion with respect to the. . Ce &

: -‘-':..snon-allowab ility of the coet. of write-dovm of KN
T mventory valueo o

(,}

,I

<




~.selling expe'nse is properly allocable tc' a Government

.. contract, . There was 0o questien that, selling and . .
distributirn expenses as relatéd to sales of the . - -
- products of a enmpany 'to commercial customcrs should
pnt-be a2lloweds The Gomnit‘aee concluded that the
paragraph as writtén qhould ‘remain, subject to the
Staff discuseing ‘the proposition with the Small .
Business Advisor to the Assistant Secreta:'y of

Detense (g'lg‘s.. V.- wf;ﬂ‘-;}.mb OA’"" 5’,_ e, ,-'.' }
g 15205k = mcm ssntdured thet mnm o

[ 15-20343 = 'The Committee discus:ed the: propc-..tion of whether any \ A

general and adnﬂ.nistrativo a:gensss .wag. helpful
- '_ and’ should remsin 1n the paragraph. :

15-203,5 - The Comittee noncurred in zhe Subcnmittoo
S _'position that. there was no inconsistency: betwe,en
“this paragraph and 15-203{b), The pa:agraph was, ]

Cnmen—mre: 40

A X -however, revz!.sed to nead as 30110"9’ 3

: gxpensea sheuld be rejresentatﬂe ‘af .the
" ‘pericd éf eontract periormance. and shou.ld
" be -sufficlently. lorg to. avoid inequitd.ea
: 1n the aliocation of costae

i

15-204 'I'n.e Committee accepted the paragraph as writteno

15-20L.1 = The Crmmittee adopted the Subcomittee posxtion
- that the proposed instructions with respect to 7= ]
allowance of costs ef adv‘értising were ot too :
restrictive, o .

15-201::2-5 - The Cmunittee accepted the drai‘t as writften on
these paregraphso . .

15-20)406 - The. decis.ton with respect tn. the DOD position on
praﬁ.t .sharing is expected within the near :futureo

15-20La7 - The Committee accepted the d.raft as wr:l.tteno

15-204.8 - The Air Fnrce member stat.ed that becanse expenence
¢ . had demonstrated the difficulty.of ‘controlling ; -
' "these expenses it was the position. of the Air Frrce
..  that contributions and donations nnt be allowable
“ . @s costse  The Afr Force was requestcd to present
"4ts revised position to be used in comnection
.- with ‘the . presentation of an item for: decision by
71 - ‘the Material Secretaries.and ‘the Assistant.
"Secretary of Defense (S&L). T o

(& —rr——t?

153049 = With respect to subparagrgph "e,“ &he Navy member j
: . withdrew the Navy minerity pogitlon, .In the oo
" dis€ussion which fAllowed, the Committee determined
‘that the following should .be inserted as the third
sentaence :i.n subparagraph metg,

_f'The rema.in:ug undepreciated amount shall be N
' nnly'-the normal depreciation remaining after &
the end of the 'true deprecistion' period and =
ghall nrt include ary amount of unrecovered
normal ¢r 'true depreciation' allowable during ,{Q
the 'true depreciation' period,® ® <
C°

v 1he Editing Subcommittee may improve upon the €
_ verbiage of the concept expressed in the insertisn. (’h



5, Case S3-i Depreciation Cost Interpretatio “or Inclusion in
Fart b, oecuion XV ASPRe A rep.. from the Editing [

Subcormittee was YrisTly discussed and further onsideration deferred until
| the next meeting to permit the Eciting Subcommittee to consider an alterna=
tive redraft of paragraph 15-602,1y which is quoted belows

t
115-602,1 Applicability and Effective Dates This cost !
interpretation pertains to ASER 15-204 (d), 15~205 (b) '
and 15-205 (0)e It is effective dth respect to existipg -
and future contractsjy provided that, as regards existing 9
contracts this interjretation shall not be applicable in >
any case where there is an e:press agreement in writing ‘S\‘:- o
that a different interpretation shall be applicablse® W

——— -

2¢ Case 53=lli = Depreciation Cost Interpretation for Inclusion
' - in rart 6, Section W__g:;m. A redrait of the proposed

pafagraph 15-602.1, Applicability and Eifective Date, was distributed
the membersy, After discussion the redraft was slightly modified and

provede The Committee further modified the last sentence of paragraphl
15~60242¢ Subject to these modificatioms, the Committee approved the Cobt
Interpretation for arinting, In taking this action the Committee concurred
in the issuance of a Press Releage anmouncing the Cost Imterpretation, by
the Staffy, and in the Departments promulgating the Interpretation within
thelr Departments prior to 4ts publication in the Regulatione The Intere
pretation, as approved, is quoted belows '

~ 915-602 - Depreciations

1560241 = Applicability and Effective Dates This cost ‘l
interpretation pertains %o ASER Jo—20L(d), 15=205(b) and .
15-205(0)e It is applicable with respect to all costw

~ reimbursement type contracts placed on and after 1 June
1955 and, also, to all existing ‘costereimbursement type
contracts not completed at that date except as to pre=~
determined overhead rates or fixed amounts  of overhead
which have finally been agreed upon for particular periodse
» _ However, the foregoing sentence does not supersede any express
/ agreement in writing that a different interpretation shall e '\
)

applicables |

15-60242 ~ Allowances for Depreciatione Allowances for
depreciation (other than "true depreciation®) as provided
in Section 167 of the Intérnal Reverme Code of 1954, subm
Ject to the limitations set forth in paragraph 15=£0243,
shall be acceptable for contract costdng purpceses
/ Allowances for "trus depreciation,® as that term is defined \

in DOD Instruetion 4105434 of 1 July 195k, shall be in
accordance with said Instruction, and shall be exclusive
of other methods of depreciation with respect to the assets
involved in the determination of "true depreciatione®

15-60243 = Interpretatione Depreciation computed in
accordance with paragraph 15-602¢2 above is allowable
. provided it meets the test of reasonableness and alloca=
. bility to defense coritracts and other applicable provisions Y\
of this Sections Meeting these tests may depend Wipon = -\~
whether (1) the depreciation allowance in’the particular -
. case 1is acceptable for tax purposes, and (ii) the costing
/ of defense’contracts’is on a basis consistent with the B
costing of ths contractor's nof=defense work and is so =~ :

s " " reflected in its books and recordse® * - - ‘
| °C T TES R00%S And recordSe” T MAY 101958




Q. .

?
?.
l

First sentence, Prior to discussion of certain issues in -hich
poeltions had been reserved, it jms. generally agreed that the
follo'ing would be mresentec to the Procurement Secreteries, as
a group, fer inwoma‘blon anc. resolution vhere approprn.ate-

as HMajor dlfxerences vith industrye -

ce Those areas in vhich the Sef\dces are not in accorde

15-20L446 = Compensation for Tevsonal Semces. Lo

The Comnittee revieted the proposal of the Shocoxmittee
as contzined in their Féport of December 15, 195L and
agreed that the pronosed su rag,;a-ah, ¢) should be
changed as fHllovs:- = | : . :

i
. .. SR

15=20Le6 (e), (£) and (g)e :
The Air Force nomacceptance. of the ;rinciple eet forth in these sub-
paragraphs results in classiiying this as an. .1=sue, (Tne issue, brlefry
S'tauEd, beinz whether contractor, paymehts pursuant to- Proi‘:.‘b Sharing ”
eand Stock Bonus Plans determinec by orofits are merely compensation
measured by proiits and are allowadle for pemoursement or whether
payments pur suant to such plans are distributich of pron.ts and
TFerclore are mol reimpursasle as cosise) . To be resolved by the

Xss:.stant Secretery of Defense (S&IJ in conjﬁnctlon idth the

TeT Yevente “TedtsTation {Sectivh 16y
of the Imternal Revenue Code of 195k) on the' e :.sting provisions
of Section XV, It was generally agreed that “the ASFR provision
remain unchanged, that a pres: release be arranzed on the tonic
for iniormation to the puplic,. and:that contemporaneously with
the pres$ rélease, adpropriate,instructions be nromulgated to
ﬁeld audit = rsom;gl._. e

15-20)499 (e) bo o - :
"The contractor mzy elect to use nornal depreclation rather than f

~the "true depreciation" as determined by the anezloer\cy racihtiesA

" ‘Board, However, the method chosen after such determinstion of -
. Ptrue depreciation” must be folloved eouslstently ‘thrm "hoat tne o
' '-li-e of the emergency i‘aci]itzes. '

RER
A —

I 15-20)4.27 (f) - Pcnsion and Re‘td.rement Plans. L

- N

e me e

.A7ter considerable discussion of:reversion credits ‘and the nmthods _
by which arrangements ean be made ‘that are equitable to the Govern=
ment, there vas general agreenent thet the paragraph remain as !
writien, bu® that the attention.f the Assistant Secretery of '
Defense, OASD (S&l), and the Pracurement Secretaries be dirzcted !
to the Jifficulty 'of this issyes It is also to be explained thet
nart of the draft will be issued as-an instruction, as it is not
a-proariate as a cost annciple.. .The N:vy member azreed «) Irane

the issue, to be inclusive of mass severence pay, anc ..o rd;

eow:.es thereof to. the Arnw anc the Air Force. T s

-

15-20,-#.,41 Taxes-

(2) (1) After the third "ord "ta.xes" of the subnai‘agraph add ]
( ":mcluding state’ income ta:.:es.“) : '

——

1'0-4 Uz}ders.corlng denotes change. : JAN 4 185¢




e e “ - - b e O

DN .
(] Ve

S Te Cese sa-m. Aevision of Secu:.én xv. Frior u:.gcuassm of cer‘tain
issues in vhich positions had been resemd, At Wds gerierally agreed that
the following would be p-esented to the Prb"urament Secretaries, as e youp,

invormtiom : LT T L

© .
- o’

+

ajer past diﬁerences Wth .‘.n'ustry, e M "f;_

S ‘be Those areas. 1nvolv;l.ng & change ﬁ-om the current
.. ASRR pqs:Lt:l.on, a.nd

. '
. . -
. . L. - ~\

. c. Those areas in 'rhich Wwe are not ac;ordlng to indnstry
E ' L “the treatmiq, desired. by -theme - e

.,'_

The ‘members than come.nced dlscussion of the tollovd.ng subparagra:mu

15-2014.13 - Cafeterias, Dining Rooms and Other Pood Servﬂ.ces. v
. Principle modiﬁed and ;greed tos — a0

oo orbon Glin
Gy,

Lorron s
" .'.r! '

lS-ZJh.é - Compensation Ior “ersonal Services,
. The Committee revieved the proposal of the Su‘ocom:l.ttee
and agreed that the’ pro;:osed aubparagraph (c) should be

changed as follo'se . o

_ . a. At the enc of the . :mtrodnc tion to subparagraph g "'1;'
:  Cey change the colon to & conma and ada the _ .
, followings BRI K e —

"in ad’ it:,on to those set forth in

- subparagraphk (d) (li’ (2): (7)) na. . S
(g) belbW!' , . i - \

Ty

- be Revise snbpaxa'fravh (m) to read as follovst

.~ options 1ill be amortized equally over an
‘ ‘a"apro-)riate period from the date the option
" §s exercised dependin upon \he terms of the
obtian: a.r'reement. ) '

% L T e allo-ance purposes, ‘the cost of stock

The members accepted the pro 5054l of the Su.:comﬂ.tte‘a to delete the second -
sentence of 15—zoh.6 (a) (2). L _ , » S
35-201;.6 (e) and (£)e The Adr Torce izonacceptance of the o "ciple o
3 set forth in thess subparagraphs results in claﬁ‘i‘?ing _

‘ ... this as an issue (the issus, triefly stated, being

’ - * wvhether contractor costs in Profit Sharin; and Stock

i S . Bonus Plans are merely ctompensation measured by = *

profits and are allowable for reimbursement, or

f ' vhether such plans are distribution of profits)

t to be resolved by the Assistant Secretary of
Defense (S&L) in conjunction 'dth the Procurement
Secretariese , DEC 21 1954

I

2 o . \-v- -

-

S A———. i -



- 15-~204e3” » (1) (iii) ~ General Researchs .
! 15-204e38 = Severance Paye -
‘ 15-20lieli1 ~ Tozess

The members further determined to delete from the revision, paragraph
15=20L414i0 ~ Strikes and Lockouts = Expenses ofe

e

In addition to the above issues the Subcormittec was requested to :
clarify the language contained in the follpv_ei.ng subparagraphss ;I

15-20L4422 = liaterials and Suppliese
Subparagranh b = re discounts, and

Subparagraph d = re nricing of materials in stock where
’ replacement cost differs significantly
i from book coste

A Staff pronosal presenting a depreciation cost interpretation giving
ffect to the new revenue le zislation, presented for interim use pending
the prorulgation of the revised Section XV, was discussed at length and
referred to the Section XV Su.carmittee for redevelopment, ith a request
that a report be provided by 21 Deccmver 195ke

The subJeect of clearing the pronosed revision with the Comptroller
Generalt's office was discussedes It was concluded that it would e highly

desiraile to informally present a cony to the GAO at the same time the t
proposal is referred to industry for cormente NOV 3 01354 ;
f DECZ 1354
, A, B, C v
| 3 DECG 1954 -

B 36 SO TP

1. .. The.mtrntes of ‘the ]J./’,O/Sh Regular ;’Ieeﬁ.ﬁé, and the Specialbeetlnvs
12/2{52; and 12/6/5ly wers & proved vith the: fplloving moo:.,icatw;sc f

-I:bem 5. case 53-h2; - Re\ris:.on ‘of Section I Contract Cost | '..'.».sx. 1

e rinciples, e ehtry 20Le1lly = Prog:u; Liv
Snaring, in thr= second paraarc.pﬁ, was revised to rcads

"Subparagraph e = Intercomaxv or Interdivisional
Sales or Transfers,‘ in ].'I.eu of subparagraph be.

The fifth paragraph uas revised to read a.s followsl

"A Staff proposal presenting a deprecia.tion cost N
interpretation ziving effect to the new revenus :
legislation, presented for interim use.pending- .
the promuliation of the revised Sectionm XV, was
/ discussed at lenvphg agreed.to in. ;prinaiple,

/ referred to the Section Subcommittee for

/ redevelopment, with a request that,a report be Rt
provided by 21 December 195h. S el Aennd



‘I‘he minutes of thé 10/26/514 meetin'r were’ approvad w.i.th the onlO'ing
fwc.ificatiom

Item 2o Gase 53-:!411 Revidion of Section IV Cost Pzinciples.
The last sentence was revised to reads :

e

- —-

"The Air Force tentatively a-proved the principles for the .
“ uroose c¢f goirp .oruard but ressrved thz righut 1o review
ti are=s wheu & final Su.commitiee report is issued.

(Underscoring demotes change)s NOV 2 1954

¢ A , ‘
Ge Cise 53=kl = Revision of Section XV, Contract Cost Principless The |

@.11* rForce member presented the problem of the allowability for relibursement
of conuract costs under cost-reimvursement tye contracts and as to the :
recoinition in price under fi::ed=price contracts of depreciation on plant
and equizment computed in accordance with the Internal Revenue Act of 195k,
The members recognized the issue, but indicated that coverage had veen ‘
vonsidered by the Section XV Subcommittee in developing Part II of Section -
Ve licmders will consider this Rert at the 11/30/5] meotinge NOV17 135 4

v 5S¢ Cese 53-Ll = Revision of Seciion XV = COntrac‘o 0051: Principlese . 1
‘\Conclcerataon of @ report from the Suocemmitlecy presenting the latest draft
\o;. Part 2, Section XV, revised in the 1liht of corments received from the |
‘military departments and guidence from the Committee, began with’ the
discussion of the purpose of considering the reporte .It was agreed that
this reviev would highlizht two types of issues for resolution prior to
forvarding the revision to industry i‘or comments - Ihese ares . .
2e Issues in which the De: )artnental positions ‘are urzlmo ) S
anc. ~hich may ve resolved by the Co;.zmittee at a subseguent

.

i meeting, and . ._. o

; be Issues where the Deae.rtmental posi'tioxs are knmm . “ |
' vhich will recuire resolution by tthe Assigtant - '“',
Secretary of Defense (Si) in conjunciion xﬁm the + ™

Procurement Secretariese CogaaE T f,,."_ . fj, .

‘ woC ‘ . ‘._,,; R R

by page basiss Issues for mrther considerat:l.on appeared in the £ollow:mg
subparagraphst

- 15-00Usl -~ Cai‘eterias, Dining Rooms and oth Food Sbrvicek -

15~20Le6 £ = Stock Benus Plans,
15-20L448 « Contributions and Donationse
15-20L49 = Depreciations

! 15~20le1li = Profit Sharing,

! 15~20k,16 6 = Insurance = Officers, Partners, or Proprietors.
15~204,17 - Interest and Other Financial Expenses, '
15204527 £ - Pension and Retirement Planse (In connection 1dth ‘

‘ this issuve, the Navy member urged that consideratiom !

i be given to the deletion of pension reversion credits
and mass severance pay from the cost princivles,
presenting the proposzl of the coverage of these
subjects to industry in a separate paper, stating
that both these items were deleted on the premise
that one oifsets the other, However, if industry
inzists on one, the Government will insist on the

e aTanalanm af Jandtl ) L ™~ oee * L



e

Contract Cost Principlase The
ion of Sectin T - “—%-m%m repa'*'\

mmﬁ:ﬂé o2 the
ﬁlt 2ter ems

V

Bevision of Section XV = Contract cost Princi 1es. The
progress report from the subject Subcommi ttee
e

questing an extemion ot target date for the ocmpletion of the prod
muzzJumlssh. L JuN1 1954 L _

o » 12. Case 53-4L - Revision of 4SPR, Section YV, Fart 2. A
o l revort from the Scction XV. Subcormitter nresenting the subjsct

revision was concurrcd ‘in by the members for the pruvose of
. securing comments from the Technical Services, 3ureau and Commands.
iy Denartmental comments are to be reco:Wef* by 1 august 195LJUN 22 1354

;o T T -

B /O - A e m
9. Case 53-ll - Rev'ision of Secﬁon xv. 'lhe members noted the dv.s1gn ti on

Mr. G. 4. Connatscr, AFADD, as the alr Force member of the snb:)ect -
omrd ttcc, vice Mr. 4. B, Thomas, AFLUD. Auezm%k ‘

Ay

ase 53-6L - A

ase 53-5& Revision = Soction XV,  Tho mombers noted the designatio
of Mr. P. M. Southwcll, ¢Mas the Air Force member of the subject Sub-
comittces, vice Lt Col. -He Critchlaw, LFMPE. AUG 24x954

Te é ase 52-37 - Sect:\.on VII - Clauses, P!'ice

2. Case S%hh Reviaion.of Section XV = Cost Principles, The Committes
A nsijered the issues raiued in the §ecté.on XV Snbcomm ttee report as
ollowss _ Tehass o

8¢ Should costs of profit sharing plans be allowable to
"~ the extent recommended by the proponents in the o
rﬁport? i \-

be Should costs of stéck bonts plans be;ailowabls? .. ..
Ce Should costs of independent researc_.h and devehpment_.‘.. .

be allowable?

/ Both ae and be were answered in the ai‘i‘imtiva. ﬁaaor'&'scussion was\ ,
directed toward the fact that although such plans :are ganerany called ,
Uprofit sharing® they are in reality’additional compensation’mdzsured by .
eaprgianzs.d.ucordingly, in drafting .this pﬁ.npip].g, t}}e..hitter' fact.idll be i
emphasize

. With respect to issue e, 1t was dat.em:l.ned that 'related research®
~ should be allowabls if "applicable to the product or product linse? 4s to
/'general research," & divigion wag mada as £ollowu '

(1) Lllmmble “ip 1) ‘the’ euntraetor‘s bus:l.pes “1g ‘
. .predominantly commercial (i.eqs, 75%.0r. more} :
. (11) ‘such costs are albocwllovateg to commer
work, (1i1) the contractor submits reports of" s
work accomplished and, (1v)' the: costs are reasonab].e.

B R ST . l,‘---- .»')4.2 el .!!

(2) If the contractor's business 1s oot predominantly
commercial, apecifié proﬁs:l.on Just -be made 1d tha i
contract for such costss "It was recommsnded Hat" ’
negotiations for ‘siich’ costs:dé-handled oen‘dmilt
in each Department so t‘mt gréster un&fqm.{ty caa ‘
be attained, SRRV SO N A R i
The Air Force reserved the right to rewiew. tpth areas when a final ;
Subcormittee report is issueds QCT 2 61354 : /




7, Case =“~hh ‘Bevision of Section XV = Contract costp lese u.,p/
of Parta 1 4 2 of the proposed revislon of > "_W%m e
mmtmmumumtofummmmmu& -

memberse The members were’ mmmmmmsmhmmu;
in the process of being reproduced and that copiss would be provided the -
neubersasmnasﬂxeybeemsmﬂnbh. “gv24$953 )

- ‘L——r :v [ E

members noted a rep

e ﬁaﬁhe'hbttee v

ore
Vi
4

§ | 3amdbof the

3 ; ﬁderation of.

i menhl positiom

L AR Lcaso 53-44!4 - Reviai.on o.{' Secﬂm xv. Hr. -Vamn Vehstar, Jr., Director

Procursment and Frocuction Folicies, OASD (S&L); informed the members tha
Llewing discussions with the Assistant Secretary..of Defense {Comptroller)
t was agreed that. the ASPB Omni.tteo shonld imdia‘bsly mdertahl .

n-«to ﬂecaatingcf themca:n:jZe raportinthe ﬂ:ma.‘b ofﬂ:e

A Wect&mﬂ. /7 e _ LT
-b. Dehwofthspridngunaccom’xﬂng dah.. . \
;.A. el o s

- Ce 'The reviaim to0 -be appli.cabh cnly to cos'b-tarpo zontmc'lzo

de Upon ccmpﬂation' of ..ho cost p:d.miplas for eos‘b-typa
contracts, to i:mediately undertake the develomment . . - :
of cdat princ:l.plea applicab]s Lor ﬁ.:ad-prlco contractse . . '

task was assignad b tb. Bocg.on pe g anbcamittqe for accmphshnent.

.. The members usre. m-umr alvised that Lbe Euheunitue effort, a.ftar S
amrwal by the ASFR Committes, would be ecoordinated vith the Office of the
Assistant Secretary of Defétse '(cunptavﬁar) prior te Andustrial uoommum.

In undertaking this task the Subcommittee s.‘m cansider el exisiing
partmental papers that would have a bearing om this subject and endsavoer
to complau their assigmment on an expediud hlqiso FEB 9 1954

e T e L ARSI it . TubeSeorrs o e~ =il

¢ Principlese -
19. Case 53=hlj = Preposed Bevision of section xv s Contract Gosf pctple . |

Chairman read t s & memorandum, 8 v

The'chas:l.ng and Contrasting Policies Division, for the Dirccier of Proc\fer;e
Production Policies, with respect to the sgreement reached by a panel o

DD and Services representatives with the Assistant Becretary of Defense .

(Camptroller) concerning the format of the revisicn to Section XVe A coPY O

""" the memorantum is sttached as Inclosure p % MARQ 193

5

Oa.se 53-M4 - nemm of Bection S s.mam' -

= Sllbm ﬂm%tmmm
; mmmthmmmg“nmu

(eamidont&.ntﬂ- mectiig setting ferth the accomplistmants
t‘b sovisien of Sectism We It ms furtier agreed that
hm&dbh“dmm&c—u‘h‘bh_

at

/54 naet.tng for s discussion of thedr Rrogreng Y d?vfm

P —————— = p .- - Lo y
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5. Case 534;1; - Revis:.on of Section YV - contract Cost Principlese During \
% a brief djscussion’ "Proposet y deve \

[ paragra
f committee, the Comittee manbers were advised that the Section
gﬁtibcﬁnxdige hadt::n;idarad the_proposal 4n- their revision of Section Ve
. -The members..were further ‘agvised that the Section XV -Subcarmittee accepted
the report in substanse and that &t would be included, with minar modi, ficaw
on, in the final draft of Part.3, Section XVe -The members agreed that in
an ef*‘ort to -conserve time the Subcommittee report will be forvarded by the
- Cammittee mempersy jupen:receipty to the Technical Servicesy Bureaus and
" Camagnds for camients, with s suspense date of three wesks fram date of ‘
receist of the reporte The forvarding of the Subcamittee report in this

manner does not Imply Canmd. ttee ayproval. AUG 111953

B e N a SUSr  ry 3 ot ELOCh] -‘.'15;‘::‘: AR Ee :
312. ‘Case 53l = Revisicn of Section XV. The nembers noted Parts 1, 2anc 3 |
;08 the proposed revision, copics ch were forwarded to the departnents for |
.jearments by the téchmical services, bureans and cormsnds on 8/26/53. b.P 1 165

o Case 53Ul = Boviston of Section IV = Contrach Cost Prindioiss, Te
% j m%-;foers noied a reporv Jrom “hoomm t1ee commsnEng o the ‘:
- proposed revisioa dated 16 September 195.: together wita 8 supplerental !

rehort fram the Patents Subcourdttee dated 17 September 1953, whrich the & ‘

i a‘baff had referred to the Section XV Subcamittee for ognsigezr?g%gm

17./' Case Sj—hh - Revision of Secﬂon e ' ' “ l

. !‘/ Be - 'n:e membm notod?anthnt&actiuxv, devalcr,:adw&e s
|/ Subcammittes, wiich was forwarded to the Departments ¥or *
cam:ents, th a recuest that caments be pmsentad by .
-21 Octnber 1953. . ‘

h. cond.mraﬁ.on of fhe :Lssu as to m%.har“ﬁe&ion XV should
} .- . be incorporated in price zedetenitnation ¢lauses on'e
/ mandatory or optional basis was deferred mntil the next
meeting at the request of the Office of the Deputy Comptroller®
for Accounting Poli.w, OSDo . OCT 6 1953 :

e,

2
: ;“‘ Case 53-'41; Revision of Section XVe -The Section XV Subcomittee entered
i the meeting for d¥Scussion ol the Sroblem of whether Section XV should provi
for the specific inclusion by contract provision of the revised cost principles
in contracts containing price redetermination or incentive provisionse It wes
. determined to reserve action on this issue untdl the Subcommittee could present
" specific ocontract language for consideratione The tentative conclusion was
t the clause should’ read that the principles were -aplicable to such cone \

SLEE

i

§ A iracts % " changes and the cleuse are to be presented for

4 ..j sonsideTa /20/53 meeting, m- 13 1953 .. _ /
e %ase 53-&1; -iavi ‘on otSecﬂm XV. The s«mxv subcmrd.tm -

Z | red the meeting for dis>ission of the probiem of whether the revised

S ec.td.on XV would be S.ncorporafad‘-by reference 4n all price redeterminatien

¥ 4

and incentive cleuses -and, if. so, what tjpe of centract provision was ! .
appropriate for the purpose, Afier a pralonged discussion :rith the members
of the Subcammittee ard a representative of the Deputy Campirollerls Office
Gam:l.ttee determined . that there 'be no réference to Séctiom XV in <these
“The Comptrollerts répresemtative dd mot ecacur vith the Committed? N
écision. The proposed wording to accamplish this conseptwis zymroved bty
.- #the mefibers, 4 special Group was designated to sdt forth in writing,
substantiation-on the position Tor non~dnclusien and the representative
of the Deputy Comptirollar's Office will provide m:»mm views for
mandatory inclusione Taese doouments will uhmsfa]:,' be xomrdod to a

_ h;oher lawl for resolarum of ﬂ:e ime. DR "
‘Ihnbm dssignted to tha Bneclal .ASPR Graup ‘to develap the cumittee'l
s.dan wern i ) e

. . \é’

Amy Brig. Gen. W. Re A:L'La:» GS G-l IR
~ Bavy = lire G, Cy Bannerman, OGN - (Ghaimenh .
‘AP w Col. ¥hosa W Rvan: AFMPE. iy



19¢ Case 53l - Revision of Section XV = Contract \ .t Principless The 1

1 gembers were informed by the Munitions Board member that pursuant To conversa

.

H
!

fions between Adm, Ring and Mre Bordner, agreament was reached on the follod.n&
‘ ?etho’d of going forward with the further development of a revised Section XV3

' The ASFR Corrittee: would undertake, on an accelerated basis,
oV EY ha darzalaomar n Y- 2T~%e i ar ~ V-V D e v o .

e e e ol e B P G s LTINS bt DL e i e ke R SN et 8 e e AR A C N S Do .

ey

. . U>““.. _____ . - e ya- - . . N L ‘A
Assistant Comptroller for Accounting Policy, OSDe The Cormittee )
agreed that the Subcommittee’s initial consideration should be ‘a
with respect to the basic concepts of the proposal, including the
approach for use in fixedwprice contractsy It was further agreed

that consideration of the Deputy Comptrollex!s proposal would be

divided in the following orders

8¢ Parts 1 and 2, and
be Part 3,
The members designated to the Subcommittee to undertake the study weres

MB = Mry, H, H, Gallup (Chairman) ’

Army = (Proce) Lte Cole Jo M, Railing, GS Ged
(Accounting) (To be designat‘ed5

Navy - MI‘. Ee To CWk, S&A -
Mr. A, ¢, Sawallisch, ONM

AF - Lt. Cole He T, Critchlow,— AFMPE

‘<=,A,..‘
o S

16¢ Case 53l = Revision of Section XV = Contract Cost frinciplese The

Chairmen advised the members that Mr, Howard Wright and Mre K. Ke Kilgore

had feen designated OSD representatives to the subject Subcommitieee K
ng )

¢ Subsequent to the meeiing lire Re M. Kee was désiggatéd.m Accountd
representative to the subject Subcommittees - JUN 161 . . ‘

11y Case 53«4l = Revision of Section XV = Cantract- Cost Pm.nciples. The
bers noted the designation of lire Ae Be Thomas, as an additional
Lr Force member of the subject Subcommittee, JUN3O 1g§3

TR T oo

e e s we. e L . Aot v et to R R Tt T Gan e 7 g
2¢ Case 53dili = Revision of Section XVe The members noted a report from
the Subcommittee, which presentpd, the Subcommittee!s recommendatdons on E

RIS

G e i

arts 1 and 2 of the Deputy Camptrolier!s proposal to revise Section XVe
e members were informed that further discussions between the Spe cial
ssistant to the Secretary (Admiral Ring) and the Deputy Comptroller for
Accounting Policy were being scheduled to review the Committee t3y atment
of this Revisione  JUL7 1953

e et e v e L

e e e e e .

132 Cose 53-U ~ Revision of Spction XV = Contract Cont Princives, The

| eh:‘nblez“s noted 4 memorandun fram | , of the Section XV Subcormittes

fhic r;comnendec}jrt,ha,t;pa:fagrépki,ﬁaﬂB,IS'_be referred to the Tax Subcome

Fivee S penetderation J0ren accelerated basis, and that the stafr|bad e
problep to the Tax Subcommittee for eon )

recomendation, with d request 2 gonsideration and LA

at a report be provided bty 8/4/53,)

e re————




: ,i!PAmMENT OF DEFENSE

] OFFICE OF PUBLIC INFORMATION
/ 7 Washington 25,D. C.

' NO.456-55 ,
IMMEDIATE RELEASE MAY 12, 1955 LI 5-6700 Ext. ggigé

DEPRECIATION PARAGRAPH INCLUDED )X' A
IN ASPR COST INTERPRETATION Y 2;3 -
A cost interpretation paragraph, relating to depreciation, will
be included as part of Section XV of the Armed Services Procurement
Regulation, effective June 1, 1955, Thomas P. Pike, Assistant
‘Secretary of Defense (Supply and Logistics), announced today.

The new paragraph, 15-6C2, which will be published by the
Government Printing Office as Revision of the ASPR, follows:

"15-602 - Depreciation.

"15-602.1 - Applicability and Effective Date. This cost inter-

pretation pertains to ASPR 15-204(d), 15-205(b) and 15-205(c). It is

. applicable with respect to all cost-reimbursement type contracts
placed on and after 1 June 1955 and, also, to all existing cost-reim-
bursement type contracts not completed at that date except as to
predetermined overhead rates or fixed amounts of overhead which have
finally been agreed upon for particular periods., However, the fore-
going sentence does not supersede any express agreement in writing
that a different interpretation shall be applicable.

"15-602.2 - Allowances for Depreciation. Allowances for depreci-
ation (other than "true depreciation’) as provided in Section 167 of
the Internal Revenue Code of 1954, subject to the limitations set
forth in paragraph 15-602.3, shall be acceptable for contract costing
purposes, Allowances for "true depreciation", as that term is de-
fined in DOD Instruction 4105.34 of 1 July 1954, shall be 1in accord-
ance with said Instruction, and shall be exclusive of other methods
of depreciation with respect to the assets involved in the determina-
tion of "true depreciation.”

"15-602.3 - Interpretation. Depreciation computed in accordance
with paragraph 15-002.2 above 1s allowable provided it meets the test
of reasonableness and allocability to defense contracts and other
applicable provisions of this Section. Meeting these tests may depend
upon whether (i) the depreciation allowance in the particular case is
acceptable for tax purposes, and (ii) the costiny of defense contracts
1s on a basis consistent with the costing of the contractor's non-
lefense work and is so reflected in its books and records."

END



15 August 1956

IEIORAIDUL! 0N CHAIIU A, ASPR COMTTTER

SUBJECT: Case 53-lL - Section XV - 15-204.2(aa)
Training and Educational Costs

Pursuant tc Item 3 of ASPR minutes of 7 JAugust 1956, the

Editing Committee has edited the subject material, as set forth

in Tab A.

C. ¥. Wilkinson John Green John V., Perry
Lt. Colonel, JAGC _ Navy Member Air Torce lenmber
Chairman (absent)

Lrmy Member '

Incl: Tab A
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DEPARTIENT OF THE NAVY »
‘ . OFFICE OF NAVAL MATERIAL o
: ' WASHINCTON 25,D. C,

M36/ACS:11

2 Augus(; 1956

JIOMORANDUM FOR THE CHAIRMAN, ASPR COITIITTEE

Subj: Case 53-LL - Special Subcommitiee ASPR 15-20L.2(bb)
Training and Educational Expense

Ref: (a) Report of Subcommittee of 12 July 1956
Encl: (1) Proposed language far ASSR 15-20L.2(bb)

1. Reference (a) was considered by the ASPR Comaittee at their
meeting on 31 July 1556. A number of recommendations were made
which the. svubcommittiee has endeavored to incorporate in
enclosure (1).

2. It is probable that subparagraph e o6f enclosure (1) will also
be included in ASPR 15-20L.3 - Unallowable Costs and referenced
back to ASPR 15-20L.2(bb).

3+ The enclosurec has not been coordinated with the Office of the
Secrctary of Defense, OCffice of *ansower Sup-ly, it being the

-understanding of the Subcommittee that the ASPR Comnittee would

do so0,

Committee Members

dir. Paul ii. Southwell, AFMPP

lr, Thos, B, Worsley, Army Ord.

Mr. ¥, L, Latta, AFAUD :

Mr. James Ruttenberg, NAVCOMPT(CAD)
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15-20&.2<bb) - Trainihgvand Zducational Expenses

ae The costs of preparation and maintenance of a nrozram of instruction
at non-collene level designed to increase the vocational effectivenss of
employees include the salaries of the director of training and staff, train-

- ing materials and textbooks when the training program is conducted by the

contractor; and tuvition, fees, training materials, ard textbooks, when the
training is of a non-college level in institutions conducted by other than
the contractor. Such costs are allowable, In both instances, costs may
include salaries or wages of trainees during r egular working hours.

b. The costs of part-time technical, engineering and scientific
education, related to the job requlrements of bona fide employees, at an
under-graduate or post-graduate collece level are allowable as follows:

1, Tuition, fees, training materials and textoooks; or, in lieu
of tuition, instructors' salaries and the related share of indirect
expense, provided that the sum thereof is not in excess of the tuition
which would have been paid to the participating educational institution,

2, Straight-time compensation of cmoloyees for time spent attending
classes not in excess of a total of 156 hours per year where circum-
stances. do not permit the operation of classes after regular working
hours,

¢, The costs of tuition, fees, tralnlnv materials and textbooks (but
not subsistence, salary, or any other emoluments) in connection with

" scientific an< engineering education related te the job resquirements of

bona fide employces, on a full-time basis at a post-graduate college level
for a total period not to exceed one school year, are allowable. In unusual
cases where required by military technology, the period my be extended,

de malntenance expense and normal depreciation or fair rental on .
facilities owned or leased by the contractor are allowable to the extent
that such facilities are used under programs falling within a or b, above,.

e Thﬁ costs of training and education of other than bona fide
employess arc not allowable,

f. Grants to educational or training institutions, including the
donation of facilities ar other nropertics, scholarships or fellowships,
are considered a s contributions and will be treated as provided urder

' ASPR 15-20L.3(c).

Enclosurc 1




A DEPARTEXT OF THI NAVY |

. OFFICE OF “AVAL HATERIAL
T WASHINGTON 25, D, C,

M36/AC5:11
12 July 1956
MEMORANDUM FOR THE CUATRMAN, ASPR COMITTE.

Subj: Case 53-ll; -~ Special Subcommittee ASPR 15-204+2(bb) Training
and Educational Expense

Encl: (1) Proposed draft as agresd upon by Mr, Y. L., Latta, AFAUD;
Mr. James Ruttenberg, Navy CAD, and A, C, Sawallisch,
Navy ONM.
(2) Discussions in support of enclosure (1),
(3) Proposed draft of Memorandum to the Secretary of Defense
or other competent authority for ruling on the disputed
portion.
(L) Proposed draft as agreed upon by Mr, Paul Southwell, A¥MPP;
Mr. Thomas B, ° Torsley, Army Ord, anc Mr, Albert Kay, Office
of ASTSECDEF(MA:POWER & RISZRVE,)
) Discussion in support of enclosure (L).
) Proposed Section ASPR 15-20l,2(bb) presented by Mr, Ken Borgen,
Navy Industrial llanpower, and discussion in support thereof,

1. The Special Subcommittee appointed by the ASPE Comuittee on 6 April
1956 to consider the problem of extent to which Training and Educational
Costs should be allowed is unable to come to comnlete azreement and the
diverse opinions are being presented to the ASPR Committee far resolution,

2. Agreement has been reached, with some Jifferences in lanzuage, to

allow the costs of (i) vocatlonal training, whether it be "in-plant" or

in vocational or trade schools, i.e., the training of welders, electricians,
machine operators, etc., and (ii) training of a short term natwuro which

is necessary to meet an immediate, clearly defined need of the con-

tractor in connection with a spescific engineering, production or adminis-~
trative problems The latter type of training may be in the plants or
laboratories of other contractors or of the Government, or in technlcal
institutions as well as in trade or vocational schools.

3« The essential difference concerns the allowability of costs for
college and post-graduate courses in the sciences and engineering in

a curriculum leading to higher academic degrees rather than to meet an
immediate need of the contractor, .Enclosures (1), (2) and (3) present
the position of the group which is of the opinion that there is no
existing Department of Defense policy which permits the acceptance of
such costs and are of the further opinion that policy making in this
field, being of a National intcrest, should be undertaken by those in
the Government chargedwith respect to education and training rather than



by purchasing and accounting personnel, Znclosures (L) and (5)

present the position of the group which would allow such costs, togecther
with standards and limitations for allowability thereof, Enclosure (6).
is a draft of proposed ASPR Section 15-20L,2(bb) submitted ty Mr, Ken
Borgen, Navy Industrial HManpower, '

Committee Members

Mr, W. L. Latta, AFAUD
Mr, James Ruttenberg, Navy CAD

. Mr, Paul M. Southwell, AFMPP
‘Mr. Thos. B. Worsley, Army Ord.

Coordinated with:

Mr, Albert Kay, QASD(MP&R)
iMr, Ken Borgen, Navy Industrial Manpower

e



15-20L.2(bb) Training and Educational Expense,

(a) Vocational training is that type of training, generally of a
short term nmature, which is necessary to meet an imuediate, clearly
defined need of the contractor, such as training to overcome a particular
engineering, production, or administrative problem., It may be carried
on in plant, in trade or vocational schools or in technical institutions,
The costs of preparing and carrying out vocational training courses may
include the salaries or wages of the training director and staff;
training material and text books when the program is controlled by the

‘contractor, and the salaries or wages of trainees for time spent during

regular working hours. Costs may also include the salaries or wages
of trainees for time spent duringregular working hours, travel, tuition,
laboratory fees, training materials and text books when the training
is carried out in vocational, trade or technical training institutions.,
Such costs are allowable when reasonable and rroperly allocated to all.
work of the contractor. '

(b) The costs of educational and gencral training prosrams of a
type aimed primarily at increasing the gencral educational or skill
level of trainees, rather than solvin: immediate specific problems are
not allowable, This includes the general area of long ranze management,

executive or professional training progrems and scholarships, fellow=-

ships or other emoluments to employees or others,

Enclosure (1)



DISCUSSIONS IN SUPPORT OF ENCLOSURE (1)

le It is the opinion of the undersigned that under existing policics
there should be separate treatments for expenses in connection with
vocational training; i.e,, training of supervisors, machine operators,
welders, electricians, etc. and tlhe education in technological fields
of engineers, scientists, ete,

2¢ It has long been the practice «f industry to support the expense of
vocational trai-ing. This practice had its recognized acceptance in

the guild and apprentice systems vhich have for +ears been a part of
union agreements, An acceleration of this practice was instituted during
World War II when the shortage of skilled workmen amd forecmen became
acute and the Armed Services established a policy of accepting a pro=-
rata portion of such costs in connection with Defense contracting, It
is the opinion of the undersigned that that practicc should be continued
and that it be made clear that training costs in vocational or technical
training schools also be acceptable in order to give identical support
in those instances where smallfirms find it impratical to conduct
“in-plant" vocational or technical training,

3. Wwhile the undersigned do not question the need for development of

more and better engincesring and scientific personnel, thei do not

consider that the policy heretoforc followed in regard to vocational
training expenses should be automatically applied to educational costs

in the professional and academic fields without a delinecation of

policy by compstent authority. If onc uses current newspaper, megazine
and company publication stories as basis for judgement, these costs

are going to be substantial and their acceptance in cost-type contracting
would make their acceptance in redeterminable and incentivs type contract-
ing almost mandatory.,

- L. A proposed paragraph ASPR 15-204.,2(bb) is attached as enclosure (1)
which would allow the cost of thc type training discussed in paragraph 2
above and not allow the costs of the type discussed in paragraph 3 above.
It is in connection with the type of costs discussed in paragraph 3 above
that the Comaittee cannot come to agreemont. &nclosure (3) is a draft

of a memarandum which the ASPR Committee may wish to submit to competent
authority for a statement of policy.

Enclosure (2)



#EMORANDUM FOR THE SECRIITARY OF DIFENSE
Subj: Employec Educational Costs Incurred by Defense Contractors

1. The stepped-up production r:quirements during World War II created
a demand for skilled craftsmen such as welders, electricians, etc, that
could be met only by extensive training courses, most of which were
conducted on an “in-plant" basis. A policy to accept such training
costs in connection w1th Defense contracts was established and has been
continued,

2y The current demand by industry for more and more cngineers and
-scientists to produce thehighly technical military items now in use

and to carry out the extensive rescarch and deVLlopmunt programs is

well known, # recent study by the Phoenix, Arizona, Chamber of

Commerce stated that this years graduating class would fall short by
50,000 men, In an effort to meet this demand numerous educational
programs, both graduate and undergraduate are being instituted and

given financial support by industry and our procuring activities are
faced with the problem of how much, if any, of the costs of such programs
should be allowed in the costing or pricing of Defense contracts. The
following excerpts are taken from an article on the subject in the May 26
"Business Weck."

"Many companies have set up programs to send a few of their more
highly talented engineers to graduate schools full-time, Others are
planning to send their -ncineers to spscial graduate courses a few hours
a week, on company time, Some arc trying to persuade graduate school
facilities to set vp off-campus schools for their ergincers by offering
~ to build facilities and pay instructors,"

Corvair Division of General Dynamics Corporation is working hard to
persvade the University of California regents to set up a graduate school
at San Diego and "guarantces students for the center, has promised aid
in funds, equlpment,band pay for the faculty. Unofficial estimtes put
the cost of building the center at close to §L million,"

General Electric is just cstablishing a program which "will send 20
cngincers to Syracuse University amd LO to Rensselaer Polytechnic
Institute to work for their doctorates. It will pay the cost of their
tuition and books, put them on the company pay roll and they will get
seniority and credit for any benefits that might accrue to them,"

Syracusc University is opcratin; three branches; one at Griffs
Air Force Base at Rome, NewYork, for Air Force engineers and General
Electric encineers from 2 nearby plant; the second and third at Endicott
and Poughkeepsie, Now York, for I.B.,M. engineers, The Air Force and IBM
supply classrooms on their own propertics and the two companies and the
Air Force foot the bills for faculty salaries, travel and overhead,

Enclosure (3)



Rensselacr Polytechnic is opurating a graduatc school ncar Hartford,
Connecticut, in facilities provided by United Aircraft Corporation.
505 of the students are United Aircraft Corporation employces and the:
United Aircraft Corporation is underwriting the experiment for five ycars.
The cost to the company is about ¥1,000 a year per student.

A recent Raytheon Manufacturing Company plant »ublication announced
avallability to their science and engincering cmployees of educational
grants at ".I.,7, and Harvard, Grants willcover full tuition, fecs, book
allowancc and a monthly salary of $2L0 while in residence at the school,
Undergraduate students are also considered if working for ascience or
e¢nginecring desree and plan to join ‘the company upon gradvation,

3+ Obviously, the costs to industry for support of these programs will
bocome significant, particularly in the aviation, gnided missile,
electronic, nuclear physics and other highly technical fieclds wherc the
shortage of engineers and scientists is greatest, and it is in those
fields where the military departments are the principal customers.
Assuming, thereforec, that such costs were accepted, even on an allocated
basis, substantial dollars appropriated for the purchase of Dcfense
material would be spent in support of educational programs.

Lo It is well known that the present National policy is to encourage
industry, collezes, universitics, and foundations to give support to
any program designed to increasc thc guantity and quality of engineering
and scicntific personncl. It has not becn noted, however, that any
Government financial support has been made available for “he furtherance

of such programs, A number of questions thereforc present themselves
in conncction with the possible acceptance of such costs in our contracting,.

as If it is determined that the National intcerest rcquires a
Government subsidy for engincering and sientific education, should the
subsidy bc administered through private contractors, thercby working to
their individual campctitive advantage, including a profit on their
participation in the program, or should it be adanlstcrcd directly by
the Government .

b, If participation is to be tirough the allowance of the cost in
Defensc contracting should such support be limited to (i) specific fields
and, if so, which fields; (ii) which types of cost should be allowable, ise,,
tuition, laboratory fees, salarics paid to instructors, tcxt books,
compensation of students while in attendance, cost of scholarships, ete;
(iii) should Defense participation be limited to a snecificd ratio of
total contract costs?

5. Procurc ment and audit policies and procedurcs in this area are ~roat1y
in neced. It is my opinion, however, that some basic policy which could be
prescribed from answers to the question proposed above must first be
establisheds Since this is an area coming within thc purview of your
office, I will grcatly appreciate an cxpression from you as to the policy
we should pursue,

-2 Enclosure (3)



lS 204,2(bb) = Training and Educational Expons'~s

as Prcparation amd maintenance of a. program of instruction dcs:wncd
to increasc the vocational cffectiveness of employecs include the salaries
of the director of training and staff, training matcerials amd textbooks
when the training program is conducted by thc contractory and tuition,
fees, training matcrials, and textbooks, when the training is of a non=-
college level in institutions conducted by other than the contractors 1In
both instances, costs may include salaries or wages of trainees during
recgular work:mg hours,

bes Part-time tcchnical, cncinccring and scientific cducation at an
under-gradvate or post-graduate collcge level as follows:

1, Tuition, fecs, training materials and textbooks,

2+ Whore circumstances do not permit education after paid
working hours, rcgular employcc compensation is also
allowable for instruction not in cxcess of a total of
156 hours per ycar,

ce Tuition, fees, training matcrials and textbooks (but not sub-
sistence¢, salary, or any othcr emoLume nts) in conncction with scientific
and engineering education of bona fidec employces on a full-time basis
at a post-graduate college leovel for a total pocriod not to excced one
school ycar, In unusual cascs where required by military technolozy,
the period may be extcended,

o The costs of training and cducation of other than bona fide
employees, including scholarships and fellowshlps, are not allowable 7->c

% This paragraph could be transferred to part of Section XV covering
unallowablc costs.,

Enclosurc (L)
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Discussion in Support of Enclosure (L)

The undersigned representatives of Army and Air Force join in the
following staff report and recommendations. These are concurred in on
a staff basis by thec rcpresentative of the Office of the Assistant
Sccrotary of Defense (MMP&R).

It is the opinion of the undersigned that the ASPR Committec desircs
a recomnendation of policy regarding =2llowance of thc expenses for train-
ing technical, engineering and scicntific personncl as well as “vocational
training," i,e., training of machinists, welders, clectricians, ctce The
undersigned feel thet the ASPR Subcommittec on Training Costs was assigned
the task of developing and proposing a policy on a staff basis, and was
not expected to side-step the issue by requesting higher authority itself
to do the ground-work toward establishing said policy, This is made amply
clg;r in "Instructions to and Duties of ASPR Subcomnittces," dated 30 August
1955, ) - .

It scems to the undersigned that the group presenting Enclosures (1),
(2), and (3) basc their thinking on the unrcalistic position that the
training of welders is more important than the traning of scicntific and
engineering personnel, We bclieve this position- is untenable from the -
standpoint of assuring the delivery of high quality end-items on a timely
“ basis. Thec nationzl nced for 2 substantial incrcase in quality and quan-
tity of scicentific personnel is too well known torequirc elaborations
The President and othcr principal officials of thce Executive Branch have
cxpressed concern over the problam as a key factor in maintaining techno-
logical suprcmacy.’ Cbjcctivc mcasures of industry!s neccds are rcflected
inthe classificd sections of the daily newspapers and in industry's
frontic efforts to rccruit the graduates of engincering schools,

In the face of thesc shortages, industry has in the last few ycars
fostered collcge and post-graduate level training of their own employees
as the most immediatc and direct way of mecting their production problems,
and the demand for products of ever incrcasing quality and complexitys
This is varticularly true in military opplications of nucleonics, acro=-
nautics and clectronics, : : o

As a mattar of general principlc, it scems to us that costs incurred
in such a training program are valid costs of production which will rcasult
in better performance on military contracts. The proposed policy set forth
in Enclosurc (L) is designed in best interests of the Government, with due
consideration of fairncss and cquity to industry. It does not allow all
oducational and training costs at thc @llege and post-graduatec training
levels It takes due account of comuercial practice in today's situations
At the same time, it limits and defines the allowability of such costs
and rcquircs the contractor to bear his own share thercof,

There appcars to be agrecment between thce group presenting Enclosures

(1), (2), and (3) and group prescnting Enclosurcs () and (5) regarding
allowability of costs of non-collegiate training,

Enclosuré (5)



The rajor point at issue is the allowalhility of costs of college
and post-graduate level scientific and cnginccring training. Paragraphs
b and ¢ of Enclosurec (L) place limits upon the allowability of such train-.
ing, whether it be part-time or full-time. Paragraph b defines the types
of cxpenses allowable and the amount of part-time training for which an
cmployee may be compensated, Essentially, it allows for costs of tuition,
fees, training materials and textbooks, becausc the most common practice
is for cducati on after paid working hours, Where circumstances do not per-
mit education during paid working hours, rcgular cmployee compcnsation is
also 2 1lowablc not in excess of 156 hours per ycar. This is the approxi-
mate equivalent of onc 3~hour course per week,

Parazraph ¢ of Enclosurc (L) deals with scientific and enginecring
education on 2 full-time basis, It reccognizes that such arrangements are
occasionally neccssary, but prescribes reasonable limits of allowability,
It limits rcimbursability to bona fide cmployce; to training in scien-
tific and engincering arcas; to post-graduate training alonc; and total
reimbursement to onc school year unlcss required in unusual cases by mili- -
tary tcchnology. Most important, it limits Government payments to the
educational cxpense 2lon:, (i.ce., to tuition, fees, etc.,), lcaving the
contractor to incur the cost of compensation. Sincc the Govermment's costs
in thsse very spcécial instances will be on the order of a vro-rated part
of 41,000 per year, while the contractor's share for compensation is likely
to bc at ‘least of an order of 45,000 pcr year (typical salary of an in-
expericnced engincer), it is fclt that contractors will not incur such
costs unlcss therc is some positive bencfit.

In generzl, it is felt that the distinction made in Enclosure (1) and
(2) between long range and immediate needs is a fictitious onc, The necd
for morc and batter scicntific and engincering personncl - and the cduca-
tional programs designed to meet such needs = is in a real sense immediatc,
It is just as immediczte and certainly morc important than the neced for
training welders, from the standpoint of obtaining the complex military
equipment necded in today's situxtion, Actually, the govcrmment is in many
cases allowing costs of collcze and post-graduate traininz, bt not on a
uniform basis and ccrtainly with no clearly defined limitations and stand-
ards,

The undersigned thersfore recomend the adoption of the policy set
forth in Enclosure (L) for incorporation in ASPR 15-204,2 (bb), "Training
and Educational Expenscs."

/s/ Thomas B, Worslcy /s/ Paul M, Southwcll
Thomas B. worsley, Army Paul M. Southwcll, Air Forcc
" Procurcment Member

/s/ Albert Kay
ATbert Kay, OASD (iR&R)

2= Erclosure (5)




15-20L,2(bb) - Training and Educational Expenses

a. Prcparation and maintcnance of a program of instruction designed
to incrcasc the vocotional cffectivencss of cmployecs include the salarics
of thc dircctor of training and staff, training matorinls and textbooks
when the training prozram is conducted by the contractor; and tuition, focs,
treining metorials, and tcxtbooks, when t he training is of a non-college
lcvel in institutions conducted by other than the contractor, Intoth
instances, allowabls costs may includc salarics or wazes of trainecs during
rzgular working hours, :

be Certain part-time toechnicel, c¢rmgincering and scicntifiic training
costs of a college lcvel arc allowable in cascs where the training is
required for contract performance and is dircectly relatcd to the job
requircnents of the cmployce as follows:

(1) Tuition, fces, training matcricls and toxtbooks,

(2) Employcc compensation is allowablc during regular working
hours for instruction not in cxccss of a total of 156
hours s¢r year in cascs wherc circumstances do not pbrnut
training aftcr paid working hours,

¢y Tho costs of general cducational programs of a collcgc level,
including scholarships and fcllowships, and the costs of training and
education of other than bona fidc cmployces are not allowable,

The above appcars to me to be in linc with industry practicc, rcasonable,
equitable, and to provide incentive to contractors for the economical
use of Governmment funds in that rigid limitations arc establishcd for
payment of costs of training of cngincering and scientific pvrsonngl in
turms of relation to contract performanccs

Enclosurc (6)
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6 July 1956

. MEMORANDUM FOR THE ASPR COMMITTEE

Subj: ASPR Case 53-44 -- Revision of Section XV, Contract
Cost Principles

1. The editing and reproduction of Part 1 of Section XV
have been completed and this edited Part is attached hereto.

2. In editing this Part, the Editing Subcommittee con-
sidered it preferable to place the material set forth in pro-
posed ASPR 15-102.2 in Part 1 rather than add it to Part 5
which would become unnecessary to retain when Parts 3, 4, and
7 are developed on the same bases as the proposed new Part 2.

3. The edited Part 2 of Section XV, dated 20 April 1956,
was furnished to you with memorandum of 26 April 1956 and -
was subsequently corrected as indicated in the memorandum of
May 7, 1956 to the Secretary of the ASPR Committee.

4.  The Editing Subcommittee recommends that the attaéhed
Part 1 be released for publication simultaneously with Part 2.

Chéties W. Wilkinson George W. Markey, Jr. John W. Perry

Lt. Colonel, SS JAG Navy Member Air Force Member
Army Member Chairman _

. Encl?
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SECTION XV

CONTRACT COST PRINCIPLES

. 15-000 Scope of Section. This Section sets forth principles and

standards for the determination and allowance of costs in connec-
tion with the performance of cost-reimbursement type contracts
and cost-reimbursement type subcontracts thereunder.

PART 1 - GENERAL

15-101 Applicability. Subject to ASPR 15-102, the provisions of
Part 2, Part 3, Part 4, or Part 7 of this Section (whichever Part
is applicable) shall be followed in connection with all cost-
reimbursement type contracts (including cost-reimbursement sub-
contracts thereunder); however, when deemed by the Head of a
Procuring Activity concerned to be more suitable for a particular
contract, Part 2 may be followed in place of Parts 3, 4, or 7
(and see ASPR, Section 1II, Part 7, as to negotiated overhead
rates). The term ''cost-reimbursement type contract,' as used
throughout this Section, includes cost contracts, cost-sharing
contracts, cost-plus-a-fixed-fee contracts, cost-plus-incentive-
fee contracts, and the cost-reimbursement portion of time-and-
materials or other contracts (see ASPR 3-404 and 3-405.1).

15-102 Contract Provisions. .

15-102.1 General. Part 2, Part 3, Part 4, or Part 7 of this
Section (whichever is applicable) shall be made a part of every
contract of the type referred to in ASPR 15-101, by setting forth
the appropriate Part in the contract, appending it to the contract,
or incorporating it by reference in the contract; however:

(i) any such contract may expressly make unallowable
any item of cost which would otherwise be allow-
able under the Part of this Section which is made
a part of the contract; and

(i1) any contract subject to Part 3 or 4 (including those
made subject thereto by Part 7) may expressly provide
for the allowability of any of the kinds of costs
referred to in Part 5 of this Section unless any such
cost is expressly excluded under Part 3 or 4 (which-
ever is applicable).



15-102. 2 Negotiation of Special Items.

(a) Precontract Costs. When special provisions for re-
imbursement of precontract costs are included in a contract in
accordance with ASPR 15-204.3(j) and ASPR 15-502(a), they shall
specify the period of time during which such costs must have
been incurred as well as the type and amount of such costs.

(b) - General Research Costs. In determining whether a
special provision, providing for reimbursement of general research
costs in accordance with ASPR 15-204.2(v)(2) and ASPR 15-502(m),
will be included in the contract, the following factors shall be
considered: _

(1) scope, nature, and quality of the contractor's in-
dependent general research program;

(ii)  capability of the contractor in the particular re-
search field;

(iii) Dbenefits which may accrue to the Govermment;

(iv) comparison of size and cost of contractor's previous
years' independent research programs; and

.(v) proportion of Government business to contractor's
total business.



Proposed paragraph 15<204.2(y) as recommended by Tax Subcommittee

(y) Taxes.

(1) Taxes are charges levied by Federal, State, or-loeal [Tiocal, and

foreig§7 governments. They do not include fines and penalties except as other-

wise provided herein. In general, taxes (including State and local income

taxes) which the contractor is required to pay and which are paid or accrued

in accordance with generally accepted accounting prinéiples are allowable,

excepﬁ for:
(1)

(11)

(ii1)

(iV)

Federal income and excess profits taxes;

taxes in connection with financing, refinancing or refund-
ing operations (see ASPR 15-204.3(g));

taxes from which exemptions are available to the contractor

directly or available tothe contractor based on an exemp-

tion afforded the Government except when the contracting
officer determines that the administrative burden incident
to obtaining the exemption outweighs«the'conresponding

benefits accruing to the Government; and

special assessments on land which represent capital im-

provements.

(2) Taxes otherwise allowable under (1) above, but which may be 1l-

legally or erroneously assessed, are allowable; provided that the contractor

prior to payment of such taxes:



Subpara (y) Taxes (cont'd)

(1) promptly requests instructions from the contracting officer
concerning such taxes; and
(i) takes all action directed by the contracting officer, includ-
ing cooperation with and for the benefit of the Government,
to (A) determine the legality of such assessment or; (B)

secure a refund of such taxes.

Reasenablo-eests—of-any-such-procooding-instituted-by-tho-eontractor-at~ihe
direotion-of-tho-eentracting-efficer-are-allowabler--Interest-and-ponalties
ineurred-by-a-eortractor-by-reason-of-the-nonpayment-of-any-tax-at-the-diree-
tien-ef-tho-eontracting-officor-are-alse-allowable. /Reasonable expensés of
any administrative or judicial prdceeding instituted or defended by the con-
tractor, pursuant to the instructions or with the approval of the Contracting
Officer, for the benefit of the Government are allowable costs. Interest and
penalties incurred by the contractor also are allowable; either (i) if in-
curred by following the instructions of the Contracting Officer; or (ii) in
the absence of instructions from the Contracting Officer, if incurred without
the fault or negligence of the contractor,/

(3) Any refund of taxes, interest, or penalties, and any payment to the
contractor of interest thereon, attributable to taxes, interest, or penalties'
which were allowed as contract costs, shall be credited or paid to the Govern-

ment in the manner directed by the Government. /Any interest actually paid

dr credited to a contractor incident to a refund of tax, interest and penalty

shall be paid or credited to the Govermment only to the extent that such interest

accrued over the period during which the contractor had been reimbursed by the

Government for the taxes, interest, and penalties&7



: | | 21 June 1956

MEMORANIUM FOR: CHAIRMAN, ASPR COMMITTEE
SUBJECT: Revision of Part 2, Section XV (Case 53-44)

1. This Memorandum, commenting upon proposed paragraph 15-204.2(y)
concerning the reimbursement of taxes for certain cost contracts, is sub-

mitted in compliance with the assignment by your Committee of 5 June 1956,

2, This Memorandum represents the unanimous opinion of the Tax Sub-
committee.

3. It is recommended that the first sentence of subparagraph (1) include
a reference to taxes of foreign governments, inasmuch as Part 2 of Section XV
is sometimes incorporated into contracts requiring performance in foreign
areas, Such contracts sometimes do not have special tax clauses or have un-
comprehensive ones. The first sentence of subparagraph (1) should reads
"Taxes are charges levied by Federal, State, local, and foreign
governments." -

4. The last two sentences of subparagraph (2) should be revised as
-followss '

"Reasonable expenses of any adminiétrative or judicial proceed-
ing instituted or defended by the contractor; pursuant to the
instructions or with the approval of the Contracting Officer,
for the benefit of the Government are allowable costs. Interest
and penalties incurred by the contractor also are allowabie,
either (i) if incurred by following the instructions of the
Contracting Officer; or (ii) in the absence of instru¢tions from
| the Contracting Officer, if incurred without the fault or negli-

gence of the contractor.®
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SUBJECT: Revision of Part 2, Section XV (Case 53=44)

This language will permit the reimbursement of costs of litigation and of in-
terest and penalties in a number of situations where such costs are incurred for
the benefit of the Government and without any fault of the contractor. As the
paragraph now reads, there is serious doubt whether reimbursement would be allowed
in a number of typical circumstances, including the following: (1) for interest
and penalties incurred by a contractor for nonpayment of a tax where the Con-

~tracting Officer had not adopted a position, the nonpayment was reasonable,

and the taxing authority made a typical belated assessment which included in-
terest and penalties; (2) for costs incurred by a contractor in defending a
suit for collection of tax brought by a taxing authority, in contrast with a
sult for refund; (3) for costs incurred by a contractor in taking reasonable
action pending receipt of instructions from the Contracting Officer. The sug-
gested language will make the reimbursement of costs of litigation and of
interest and penalties parallel, insofar as possible, to the treatment of
these costs in the proposed tax clauses for fixed price contracts.

5. It is recommended that the following sentence be added to subparagraph

"Any interest actually paid or credited to & contractor incident
to a refund of tax, interest and penalty shall be paid or
credited to the Government only to the extert that such interest
accrued over the period.during'whiCh the contractor had been
reimbursed by the Government for the taxes, interest, and
penalties."

The purpose of this provision is self-evident. However, it is a refinement that
may be_deemed innecessary for cost comtracts.

6. For your convenience; there is attached hereto a copy of proposed para-
graph 15-204.2(y) as the Tax Subcommittee recommends that it be amended.

MARK H. BERENS

1st It., JAGC

Acting Chairman, Tax Subcommittee
Incl. = Draft of paragraph '

15-204+2(y)



0GC/JG:cle : 21 Jume 1956

MEMORANDUM FOR THE CHAIRHA’N ASPR COI(ITT!E

Subj: Reviuon of ASPR 12-202 to Conform to Propoud ASPR 15-204. 2(:)

(Overtiu, thra-?ay Shift and Multi-Shift work) - Case 53-44 -

1.” Pursuant to Item 12 of ASPR Minutes of 8 May 1956, the cubject uterul
has been edited as ut forth in TAB A.

“In ASPR 12-102(b), the Edited Committee hap deleted tha’vbrd"'g"inerdlly'"’ h
th\u requiring prior authorizatiop for premium vwork in all post-award instances,
so that mbparagraph (b) 1s now cmistont with the concept adopted inm ASPR
15-206 2(n)

3. Immsmuch as the draft submitted to the !diting Committee desired the
word *firm" to be inserted "whersver language is intended to apply omly to
firm fixed-price contracts," the Editing Committee has appropriately added
fixed-price incentive contracts in (b)(ii); but did not feel that it was the
intent of the subject matter to include fixed-price contracts with escalation
in (b)(ii), as well.

Lt. Col. Charles W. Wilkinson John Green ~ John W. Perry

Army Member . ‘Chairman Air Porce Member
' Navy Member :

Incl. TAB A
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0GC/JG:clc . ‘ o ASPR Case 53-44
6/20/56 :

12-102 Overtime, Extra-Pay Shifté, and Multi-Shift Work. (a) Com-

tracts shall be performed, so far as possible, 'itthout""tho use of overtime,
. extra-pay khifts, or multi-shifts. ovurttu,cxm-pay shifes, lpd__mlt_:_i-
shifts when required shall, to the extent possible, be timtted to, and be
the winimm required for, the accomplishment of the specific work. In
_ the négoti_.ation of contracts, the use of owertime, a_:tgq*_p,lyrthiftn, and
mltlfthtfts ;q a factor to be considered tythccontmttnx off_ice_r along
vith other factors listed in ASPR 3-101. Prior to the suthorization of
_overtimé, extra-pay shifts, and multi-shifts, _yhgth_nif 1n pre-award negoti-
ation or specific post-award tnstﬁiﬁl‘.‘: cbutdeﬂttqﬁ' mt"t’“'bi given to
the practicability of using other oourcﬁa for iho !_ur_t'i'i:’.:_cﬁing of all or a )
portion of the supplies or services. | |
(b) 1In the cise of firm fixed-price .cot"xltrvacta"oi- fixed-price

contr'agtl with escalation, the respoﬁsibility for thi‘ \;ic.’éf overtime, extra-
pay ihif:s, and multi-shifts shall rest with the c&ﬁtra-é:téx e:té;pt to the v
extent 'specifically provided for 1n the contrast. in the case of:

(u_,_;ou-~rotnburamt typc mtuctn. _and

(1) redetermlaablo fixcd-prtce centraefs ond ﬂxad-pri.ce

incentive--contracts; to-the extent -required -by ~the con:ruttng ofﬂcor,

authorization from the Government for the use of overtime, extra-pcy shifts,

.Qimnd mltt-ahtﬂ:s ‘must’ ‘be- obttined tt cny premtun direct labot costs nre to




_’V‘m( g puild i a Ll
«4&:&1 be obtatnod prior

* ‘be —cmiﬂcﬂ;‘!ﬁ!ﬂ;g_n_ggg;mmaﬂfzj. Such & i
to the use of overtime, oxtra-pgy shifts, and multi-shifts. The premium
portion of overtime, extra-pay qyggt,“fpﬁhuplgi-shift payﬁuntl to indirect
labqr employees 1is allovablo”vighqgghpg;ogﬂapprqval, 1f.roaconlb10 and
allocated on t pro rata basis t; co—n.fcial as well as Government work.

“For further requirements, see Asfg ;§%g94?2(n), Nothing herein shall be
eonotruid to authorize the prdhiun portion of overtime, extra-pay shift

.and nulti-ohift payments where the conttactor is already obligated under

gl
the contract to meet thc dﬁgi:aﬂldnlivtry schedule without the right to
additional compensation.
{c) 1In the abccnéq of;cyid’nce to the contrary, a Department
in authorizing év;ftini, extra-pay shifts, or multi-shifts may generally

rely upon chq representation of the contractor that such authorization‘
will mot adversely affect the éerférnancc of qthir defense contracts.

However, where tﬁo or msre Dopiftﬁnnti have éuttent contracts at s single
ticillty so scheduled that the authorization of overtime, extra-pay shifts,
or multi-shifts by one Depar:nnnt nay advetncly affect the performance of
a contract or cemtracts of amother Bnpartnult, the Doplttnont dociring to

. give such authorizatien lhlll ebtain the prior assent of the other Departments

concerned. Such assemt shall b‘ﬁﬁivii vherever pessible. In amy case where

disagreement exists between théindpiftnnnt- concerned, either Departmeamt may
refer the problem to the Assistant Secretary of Defense (Supply and Logistics)

for decision.

TAB A



2 May 1956
UEMORANDUM FOR THE ASPR COMMITTEE

SUBJECT: Revision of ASPFR 12-102 to Conform to Proposed ASFR 165-204.2(n)
(Overtime, Extra-Pay Shift and Multi-Shift Work) :
Case 53-44

As requested at the April 6 meeting (see Item 1, Minutes, April 6
Mtg), the Staff has examined ASFR 12-102 to determine whether any re-
vision thereof is necessary to conform to the proposed cost principle
relating to the above subjecte

‘It is ooncluded that a change should be made in ASPR 12-102(a) to
indicate that in cost-reimbursement type contracts, prior approval is
required for allowability of costs incurred in the payment of premium
wages for direct labor, while such approval is not required in the ocase
of similar peyments for indirect labor.

It is proposed that ASPR 12-102(a) be revised to read substantially
as set forth in Tab A (in which deletions are interlined and additioms
are enclosed within brackets).

It is also recommended that the following editorial changes be made
in ASFR 12-202 at the same time:

a. Substitute the words "Department of Defense" for "each Depart-
ment" in stating the policy.

be. Insert the word "-reimbursement" after ‘cost’wherever reference
is made to "cost type contracts" or similar expressions.

¢. Insert the word "firm" in front of the words "fixed-price con-

tracts" wherever language is intended to apply only to firm fixed-price
oontracts.

d. Change initial capital letters of such words as "Contractor"
and "Contracting Officers" to conform to current editing rules.

e. Include a oross-reference to ASPR 15-204.2(n).

4?%2%;42{:;4¢;£ic'

W. K¢ Ghormley 7
Brigadier General, USA
Chairmen, ASPR Committee

Attachment



COMPOSITE DRAFT OF ASPR 12-102
SHOWING RECOWM ‘ENDED CHANGES

12-102 Overtime, Extra-Pay Shifts and Multi-Shift VWork. It shall

be the policy of eaek [ the_7 Department [ of Defensej that contracts will
be performed, so far as practiocable, without the use of overtime, extra-pay
shifts, or multi-shifts. Overtime, extra-pay shifts, and multi-shifts when
required shall, to the extent practicable, be limited to and be the minimum
required for, the accomplishment of the specific worke

() In thev negotiation of contracts, the use of overtime, extra-pay
shifts, and multi-shifts is to be oconsidered e factor by the Ceniraesiag
Offieers [ contracting offioer] along with other faotors listed in ASPﬁ
3-101. Subssquent to the placing of a [ firm] fixed-price contract, tho
responsibility for the use of overtime, extra-ﬁay shifts,. and multi-shifts
will generally rest with the Gentéee:ter [ contractor_/. On cost / ~reim-
bursement] type contracts, and to the extent required by the Cemtreeting
8f£iao¥ [ contracting officer] on redeterminable fixed prioe contracts,
however, the authorization from the Goverument for the use of overtimse,
extra-pey shifts, and multi-shifts must be obtained to sustain the charge
of any premiﬁm [ direot] .labor costs to the contract. Such authorizations
shall generally be obtained prior to the use of overtime, extra-pay shifts,
and mvlti-shifts. [ The pfemium portion of overti.e, extra-pay shift, and
multi-shift payments to indirect labor employees is alloweble without
prior approval, if reasonablé, and if allocated on a pro rata basis to
commercial as well as Govermment work, Further requirements for allow-
ability of such costs are set forth in ASPR 16-204.2(n)e_/ Prior to the

authorization of overtime, extra-pay shifts, and multi-shifts, whether in

TAB A



pre-award negotiation or specific post-award instances consideration should
be given to the practicability of using ofher sources for the furnishing of
all or a portion of the supplies or services.

(o) TVhere two or more Departments have current contracts at a single
facility, so scheduled that the authorization of overtime, extra-pay shifts,
or multi-shifts by one Department will adversely affect the performance of
8 oontraot or ocontraots of another Department, the Department concerned will
wherever practicable agree in advance as to the authorization of such work.
Crdinarily, in the é.bsence of evidence to the contrary, & Department in
authorizing overtime, extra-pay shifts, or multi-shifts may rely upon a
representation of the Genémasiter Zrbontractoqi7 that such authorigzation
will not adversely affect the performance of other defemnse contractse In
any case where disagreement exists between the Departments oonoe:ned, either
Department‘may refer the problem to the Adsistant Secretary of Defense
(Supply and Logistics) for decisione A

(c) The polioy stated above shall not be constrﬁed to 1imit the use
of or payment for emergency overtime work as may be required. Nothing
herein shall be conmstrued to authorize payment for overtime, extra-pay
shifts and multi-shifts where, under an existing cbntract, the Genbtrastewm
Zrbonkraotoq;7 is already obligated without the right to additional com-
pensation therefér to meet the desired delivery schedule, even though it
is necessary for such a contractor to use overtime, extra-péy shifts or

multi-shifts to meet such schedule.
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MEMORANDUM TO CHAIRMAN, ASPR COMMITTEE

Subj: ASPR Case 53-44 - Revision of Section XV Contract Cost
Principles

1. The editing and reproduction of Part 2, Section XV, have been completed
and a copy of the edited Part is attached hereto.

2. The edited part includes the Staff version of the previously reserved
proposed ASPR 15-204.2(d), as revised at the ASPR Committee meeting

of Tuesday, April 24, 1956, by the insertion of the words ''under any

such plan' in the last sentence of this paragraph after the word "allowable."
It is understood that this paragraph is subject to the statement to be in-
cluded in the notes and filing instructions in accordance with the action
taken by the Material Secretaries on Action Paper No. 15 (Summary of
Meeting No. 25 - Department of Defense Material Secretaries Council,

*12 April 1956); and, also, that its inclusion in Part 2 is without prejudice

to the respective Departmental positions with respect to the subject matter
covered.

3. The following minor editing refinements have been made in the attached
draft:

15-200 — F'ifth line, the insertion of a comma after '""subcontractors. "

15-204. 2(k) — First, second, and third lines of first sentence, commas
' replaced to clarify parenthetical aspect of the relative clause.

15-204.2(x) — First line, insertion of quotation marks around the term
""special tooling' for purposes of consistent treatment based
on action with respect to proposed ASPR 15-204. 2(d) referred
to above.

— Last complete line, comma deleted.

15-204. 3(b) — Fourth line, the insertion of a comma in the parenthetical
sentence after the word '"programs."

15-204. 3(k) — Third line, the word '""or' corrected to "of."

iyl

GEORGE W. MARKEY, JR.
Navy Member
Chairman
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Part 2 - Supply, Service, and Research and Development
Contracts, with Commercial Organizations

.

15-200 Scope of Part. This Part sets forth principles and standards
for the determination and allowance of costs in connection with cost-
reimbursement type contracts and cost-reimbursement type subcon-
tracts thereunder for procurement of supplies, services, and research
and development work, with contractors or subcontractors, other than
such contracts and subcontracts to which Parts 3, 4, or 7 apply.

15-201 Basic Considerations.

15-201.1 Composition of Total Cost. The total cost of a cost-reimbursement
type contract is (i) the allowable direct costs, plus (ii) the allocable portion
of allowable indirect costs, less (iii) any applicable credits.

15-201. 2 Factors Affecting Allowability of Costs. Factors to be considered
in determining the allowability of costs include (i) reasonableness, (ii)
application of generally accepted accounting principles and practices, (iii)
significant deviations from the established practices of the contractor which
substantially increase the contract costs, and (iv) any limitations set forth
in this Part 2 or otherwise included in the contract as to types or amounts
of cost items. '

15-201.3 Credits. The applicable portion of income, rebates, allowances,
and other credits received by or accruing to the contractor which is related
to any allowed cost shall be credited to the Government either as a reduc-
tion in contract cost or by a cash refund, as appropriate.

15-202 Direct Costs.

15-202.1 General. Items of cost which are readily identifiable with (i) a
contract, or (ii) other work of the contractor, should be charged directly

to the contract or other work with which identified. This principle may
be applied to items of cost, such as freight, travel, communications, and
engineering services, as well as materials and productive labor, but when
used must be applied consistently to all work of the contractor. When the
accounting expense of direct costing of minor items would exceed the



oy

resulting benefits, individual items, which otherwise would be treated as
direct costs, may be treated as indirect costs. Each element of direct
cost is subject to the limitations of this Part as to allowability.

15—202. 2 Direct Material Costs.. Direct material costs include the cost of

raw materials, purchased items, and items supplied from stock, which are
directly incorporated into or attached to the end product or which are directly
consumed or expended in the performance of a contract.

15-202.3 Direct Labor Costs. Direct labor costs include salaries and wages

specifically identifiable with and properly chargeable directly to the per-

'~ formance of a contract or other work of the contractor. Average rates may

be used where the contractor demonstrates that the results are equitable.
Direct labor costs may also include other associated costs, such as payroll
taxes and workmen's compensation insurance, where it is the established
practice of the contractor to treat these items as a part of direct labor costs.

-15-202.4 Other Direct Costs. Other items of cost may, in particular cases,

be charged directly to the contract where the contractor demonstrates that

.they are specifically related to the-performanece of-the-contract. When,

however, items ordinarily chargeable as indireet costs are-charged to a
Government contract as direct costs, the cost of similar items applicable
only to other work of the contractor must be eliminated from indirect costs
allocated to the Government contract.

15-203 Indirect Costs.

15-203.1 General. (a) Items of cost which are incurred for common or

joint objectives, and which are not readily subject to treatment as direct
costs in accordance with ASPR 15-202, should be accumulated for accounting
purposes by logical cost groupings and charged by a process of allocation.
Each element of indirect cost is subject to the limitations of this Part as

to allowability.

(b) The method of allocation of indirect costs must be based on the
particular circumstances involved. The objective should be the selection
of a method which will distribute the indirect costs in an equitable manner.
The method used in connection with Government contracts shall, in order
to be acceptable, conform with generally accepted accounting practices,
provide uniformity of treatment for like cost elements, be applied con-
sistently, and produce equitable results. A previously acceptable method
shall be subject to reconsideration when:



(i) any substantial difference occurs between the cost patterns
of work under the contract and other work of the contractor;
or

(ii) any significant change occurs in the nature of the business,
the extent of subcontracting, fixed asset improvement pro-
grams, the inventories, the volume of sales, the volume of
production, manufacturing processes, the contractor's
products, or other relevant circumstances.

Individual categories of indirect cost are discussed in ASPR 15-203. 2 through
15-203. 5.

(c) The base period for allocation of indirect costs is the period during
which such costs are incurred and accumulated for distribution to work
performed in that period. The base period shall be representative of the
period of contract performance and shall be sufficiently long to avoid in-
equities in the allocation of costs, but in no event longer than the contractor's
fiscal year. When the contract is performed over an extended period of
time, as many such base periods will be used as will be required to represent
the period of contract performance. -

i5-203.2 Indirect Manufacturing and Production Costs. Indirect manu-

facturing and production costs consist of items of cost which are attributable
to the manufacturing and productive process as a whole. Allocation of in-
direct manufacturing and production costs on a time basis, such as direct
labor man-hours or machine-hours, is a method which generally produces
accuracy and equity. Other acceptable methods of allocation, in appropriate
circumstances, include direct labor dollars (exclusive of premiums for
overtime, extra-pay shift, and multi-shift work) units processed, and prime
costs of units processed. Departmentalization or the establishment of cost
‘centers may be necessary in order to allocate the indirect costs equitably.
Factors to be considered in determining the necessity for departmentalization
or establishment of cost centers include variety of products, complexity of
processes, and relative labor and facility requirements for the various
products. ' '

15-203.3 Indirect Engineering Costs. Indirect engineering costs include
such items as costs of engin?éring supervision, engineering administra-
tion, and engineering supplies. Direct engineering activities from which
indirect engineering costs may arise may include product design, tool
design, experimental development, manufacturing and production develop-
ment, layout of production lines, determination of machine methods, and

3



related blueprinting and drafting. Indirect engineering costs shall be
allocated to the benefited contract and other work of the contractor (see
ASPR 15-204. 2(u)(4) ) on the basis of direct engineering man-hours ex-

- pended, direct engineering labor dollars (exclusive of premiums for
overtime, extra-pay shift, and multi-shift work), or some other equitable
basis.

15-203.4 Selling and Distribution Costs. Selling and distribution costs
arise through marketing the contractor's products and include the costs

of sales promotion, advertising, distribution, and other related activities.

Generally, such costs are not allowable as a charge to Government cost-
reimbursement type contracts (but see ASPR 15-204.2(b)). However,
subject to the other provisions of this Part, costs in this category, in-
cluding supervisory and clerical costs, which relate to technical, con-
sulting, and other beneficial services, and which are for purposes such
as application and adaptation of the contractor's products, rather than

" pure selling, are allowable if a reasonable benefit to Government con-
tracts is demonstrated. Such costs shall be allocated to the contractor's
commercial work and its individual Government contracts on an equitable
basis. Because of the special problems that arise in this area, the con-
tractor should identify in its records, by means of sub-accounts or
otherwise, the items of selling and distribution cost considered properly
allocable to Government contracts.

15-203.5 General and Administrative Costs. General and administrative
costs consist of items of cost attributable to the overall management,
supervision, and conduct of the business. Such costs shall be allocated
to all work of the contractor, using any recognized method of allocation
if equitable results are thereby obtained. Allocation of general and
administrative costs on a total cost incurred basis (exclusive of general

~ and administrative costs) is a method which generally produces equitable
results. Other methods acceptable where the circumstiances are appro-
priate include allocation on the basis of:

(i) processing costs (direct labor, factory overhead, and other
factory production costs exclusive of direct materials);

(ii) factory input costs (processing costs plus direct material);
(iii) cost of goods completed;

(iv) cost of sales; and
(v) sales (where no more satisfactory method is available).

4



15-204 Principles and Standards for Selected Items of Cost. .

15-204.1 General. Applications of the above basic ccst principles and stand-
ards to certain selected items of cost are set forth below. These applica-
tions govern whether the particular item of cost is treated by the contractor
as direct cost or as indirect cost. Failure to mention any particular item of
cost does not imply that it is either allowable or unallowable. With respect
to all items, whether or not specifically covered, determination of allow-
ayilit- shall be based on the principles and standards set forth in this Part
and, where appropriate, the treatment of similar or related items. .

15-204. 2 Costs Allowable in Whole or in Part.

(a) Advertising Costs. Advertising costs include the costs of advertising
rnedia and corollary administrative costs. Advertising media include maga-
zines, newspapers, radio and television programs, direct mail, trade papers,
outdoor advertising, dealer cards and window displays, conventions, exhibits,
free goods and samples, and sales literature. The following advertising
costs are allowable: '

(i) advertising in trade and technical journals, provided such ad-
vertising does not offer specific products or services for sale
but is placed in journals which are valuable for the dissemina-
tion of technical information within the contractor's industry;
and '

)

(ii) help wanted advertising, as set forth in (s) below.
All other advertising costs are unallowable.

(b) Bidding Costs. Bidding costs are the costs of preparing bids or pro-
posals on potential Government and non-Government contracts or projects,
including the development of engineering and cost data necessary to support
the contractor's bids or proposals. Bidding costs of the current accounting
period of both successful and unsuccessful bids and proposals normally shall
be treated as indirect costs and allocated currently to all business of the
contractor, in which event no bidding costs of past acéounting periods shall
be allocable in the current period to the Government contract; however, the
contractor's established practice may be to treat bidding costs by some
other recognized method. Regardléss of the method used, the results
obtained may be accepted only if found to be reasonable and equitable.

(c) Civil Defense Costs. Civil defense costs are those incurred in
planning for, and the protection of life and property against, the possible
effects of enemy attack. Reasonable costs of civil defense measures (in-
cluding costs in excess of normal plant protection costs, first-aid training
and supplies, fire fighting training and equipment, posting of additional
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‘exit notices and directions, and other approved civil defense measures)
undertaken on the contractor's premises pursuant to suggestions or re-
quirements of civil defense authorities are allowable when allocated to
all work of the contractor. Costs of capital assets acquired for civil
defense purposes shall be depreciated in accordance with (e) below.
Except as specifically provided for in the contract, contributions to local
civil defense funds, or to projects not on the contractor's premises, are
unallowable.

(d) Compensation for Personal Services. Compensation is allow-
able. The term ''compensation' includes all amounts paid or set aside,
such as pension, retirement, and deferred compensation benefits, salaries,
wages, royalties, license fees and bonuses. The total compensation of
an individual may be questioned and the amount allowed may be limited;
and in connection therewith, consideration will be given to the relation
of the total compensation to the services rendered. Compensation to
sole proprietors or partners, however, is allowable only to the extent
specifically provided for in the contract. Any plan upon which deferred
compensation benefits are based, other than pension plans (see (p)
below), shall meet the requirements of the applicable provisions of the
Internal Revenue Code and the regulations of the Internal Revenue
Service. ‘Also, the amount allowable under any such plan for apportion-
ment to contracts in any one year shall not exceed:

(i) the amount contributed under the plan for that year;
or

(ii) 15% of the total compensation otherwise paid or
accrued in that year to the individuals covered under
the plan; '

whichever is the lower.




(e) Depreciation.

(1) Depreciation is a charge to current operations which distributes
the cost of a tangible capital asset, less estimated residual value, over the
estimated useful life of the asset in a systematic and logical manner. It
does not involve a process of valuation. Useful life has reference to the
prospective period of economic usefulness in the particular contractor's
operations as distinguished from physical life, '

(2) Depreciation on a contractor's plant, equipment, and other
capital facilities is an allowable element of contract cost; provided that
the amount thereof is computed:

(i) upon the property cost basis used by the contractor for
Federal income tax purposes (see Section 167 of the Internal
Revenue Code of 1954; or

(ii) in the case of nonprofit or tax-exempt organizations, upon
a property cost basis which could have been used by the
contractor for Federal income tax purposes had such
organizations been subject to the payment of income tax;
and in either case ‘

(iii) by the consistent application to the assets concerned of
any generally accepted accounting method, including those
recognized by Section 167 of the Internal Revenue Code of
1954.

Depreciation should usually by allocated to the contract and other work
as an indirect cost. The amount of depreciation allowed in any accounting
period may, consistent with the basic objectives set forth in (1) above, vary
with volume of production or use of multi-shift operations.

(3) Where a contractor has received a determination of ''true
depreciation' from an Emergency Facilities Depreciation Board relating
to an emergency facility covered by a certificate of necessity, it may elect
to use either normal or ''true' depreciation. However, the method elected
must be followed consistently throughout the life of the emergency facility.
Where an election is made to use normal depreciation, the amount thereof
shall be computed in accordance with (2) above. Where an election is made
to use '"true depreciation, ' the -amount allowable as depreciation:

(i) with respect to the emergency period (5 years), shall be
computed in accordance with the determination of the
Emergency Facilities Depreciation Board; and
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(ii) after the end of the emergency period, shall be computed by
distributing the remaining undepreciated portion of the cost
of the emergency facility over the balance of its useful life
(but see (4) below); provided the remaining undepreciated
portion of such cost shall not include any amount of un- -
recovered ''true depreciation."

(4) Deprecia.fion on idle or excess facilities shall not be allowed.
except on such facilities as are reasonably necessary for current and
immediately prospective production.

(5) Unless otherwise provided for in the contract, no use charge
shall be allowed for assets still in use which have been fully depreciated on
the contractor's books or acquired without cost, Use charges for assets
not fully depreciated on the contractor's books are unallowable.

(f) Employee Morale, Health, and Welfare Costs and Credits. Reason-
able costs of health and welfare activities, such as house publications, health
or first-aid clinics, and employee counselling services, incurred, in accord-
ance with the contractor's established practice or custom in the industry or
area, for the improvement of working conditions, employer-employee rela-
tions, employee morale, and employee performance, are allowable. Such
costs shall be equitably allocated to all work of the contractor. Income
generated from any of these activities shall be credited to the costs thereof
unless such income has been irrevocably set over to employee welfare
organizations.,

{g) Food Service Costs and Credits. Food services include operating
or furnishing facilities for cafeterias, dining rooms, canteens, lunch wagons,
vending machines, or similar types of services for the contractor's em-
ployees at the contractor's facilities, Profits (except profits irrevocably
set over to an employee welfare organization of the contractor in amounts
reasonably useful for the benefit of the employees at the site or sites of
contract performance) accruing to the contractor from the operation of
these services, whether operated by the contractor or by a concessionaire,
shall be treated as a credit, “and allocated; to all activities served. Reason-
able losses from operation of such services are allowable when it is the
policy of the contractor to operate such services at a profit or at cost;
provided, however, that such losses are allocated to all activities served.
When it is the policy of the contractor to furnish such services at a loss,
losses on such operation shall not be allowed as a cost unless specifically
provided for in the contract.

{(h) Fringe Benefits. Fringe benefits are allowances and services
provided by the contractor to its employees as compensation in addition
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to regular wages and salaries. Costs of fringe benefits, such as pay for
vacations, holidays, sick leave, military leave, and employee insurancé,
are allowable to the extent required by law, employer-employee agreement,
or an established policy of the contractor which constitutes, in effect, an
implied agreement on the contractor's part (but see (d) above, and (i)(3)(v),
(p) and (w) below),

(i) Insurance and Indemnification,

(1) Insurance includes (i) those types of insurance which the con-
tractor is required to carry under the terms of the contract, or by specific
instruction of an authorized representative of the Government, and (ii) any
other insurance for which the contractor seeks reimbursement under the
contract. Indemnification includes securing the contractor against liabilities
to third persons not compensated by insurance or otherwise.

(2)- Costs of insurance required or approved, and maintained, pursu-
ant to the contract, are allowable,

(3) Costs of other insurance, not required to be submitted for
approval but maintained by the contractor in connection with the performance
of the contract, are allowable subject to the following limitations:

(i) types and extent of coverage shall be in accordance with
sound business practice and the rates shall be reasonable
under the circumstances; ’

(ii) costs allowed for use and occupancy insurance shall be
limited to exclude 'coverage of profit, interest, Federal
income taxes, and any other items of cost unallowable
under this Part;

(iii) costs of insurance or any reserve covering the risk of -
loss of or damage to Government-owned property are un-
allowable except to the extent that the Government shall
have approved or required such insurance or reserve;

(iv) costs of providing a reserve for a self-insurance pro-
gram are unallowable unless the program has been
approved by the Military Department concerned; and

' (v) costs of insurance-on the lives of officers, partners, or
proprietors, are unallowable except where such insurance
is part of an employee plan which is not unduly restricted.



(4) The Government is obligated to indemnify the contractor only
to the extent expressly provided for in the contract. Therefore, except as
otherwise expressly provided for in the contract, actual losses not reim-_
bursed by insurance (through an approved self-insurance program or other-
wise) are unallowable,

(j) Labor Relations Costs. Costs incurred in maintaining satisfactory
relations between the contractor and its employees, including costs of shop-
stewards, labor management committees, emploYee publications, and other
related activities are allowable, :

(k) Maintenance and Repair Costs,

(1) Costs, necessary for the upkeep of property (including Govern-
ment property unless otherwise provided for), which neither add to the
permanent value of the property nor appreciably prolong its intended life,
but keep it in an efficient operating condition, are allowable (but see ASPR
15-204. 3(e)). Expenditures for plant and equipment which, according to:
generally accepted accounting principles, should be capitalized and subjected
to depreciation are allowable only on a depreciation basis.

(2) Costs of maintenance and repair, which are delayed from a
period prior to the contract for some reason such as abnormal operating
conditions or lack of funds and are performed during the contract period,

" are unallowable unless specifically provided for in the contract. Likewise,
the estimated cost of maintenance and repair normally required but not
accomplished during the period of the contract are unallowable unless
specifically provided for in the contract. v

(1) Manufacturing and Production Eng‘meerin‘g Costs. Costs of manu-
facturing and production engineering, including engineering activities in
connection with:

(i) current manufacturing processes such as motion and time
study, methods analysis, job analysis, and tool design and
improvement; and ’

(ii) current production problems, such as materials analysis
for production suitability and component design for purposes
of simplifying production; '

are allowable.
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(m) Material Costs.

(1) Costs of direct and indirect material, and collateral items such
as inbound transportation and intransit insurance, are allowable, .subject,'
however, to (2) through (6) below. In computing costs of material, con-
.sideration will be given to reasonable overruns, spoilage, and defective work
(for correction of defective work, see the provisions of the contract relating
to inspection and to correction of defective work).

(2) Costs of material shall be suitably adjusted for applicable
portions of income and other credits, including available trade discounts,
refunds, rebates, allowances, and cash discounts, and credits for scrap
and salvage and material returned to vendors., Such income and other credits
shall either be credited directly to cost of the material involved or be allocated
(as credits) to indirect costs., However, where the contractor can demonstrate
that failure to take cash discounts was due to circumstances beyond its con-
trol, such lost discounts need not be so credited.

(3) When material is purchased specifically for and identifiable
solely with performance under a contract, the actual purchase cost thereof
should be charged to that contract.

(4) 1f material is issued from stock, any generally recognized
method of pricing such material is acceptable if that method is consistently
applied and the results obtained are equitable,

(5) Reasonable charges or credits arising from a difference between
periodic physical inventory quantities and related material control records
shall be included in arriving at the cost of performance if such charges or
credits (i) do not include "write-downs'' or "write-ups' of value, and (ii)
relate to the period of performance of the contract.

(6) Costs of material or services sold or transferred between plants,
divisions, or organizations, under common control, shall be allowable
only to the extent of: '

(i) the cost to the transferor; or

(ii) the prices of other suppliers for the same or substantially
similar items;

whichever is the lower, unless factors other than price warrant allowance on
the basis of the cost to the transferor; provided that, in the case of any item
regularly manufactured and sold by any such transferor through commercial
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channels, a departure from this cost basis is permissible if the charge to
the contract does not exceed:

..-(i} the transferor's sales price to its most favored customer
for the same item in like quantity; or

(ii) the prices of other suppliers for the same or substantially
similar items; ~

whichever is the lower, unless factors other than price warrant allowance
on the basis of the transferor's sales price to its most favored customer,

(n) Overtime, Extra-Pay Shift, and Multi-Shift Premiums. The
premium portion of overtime, extra-pay shift, and multi-shift payments
to direct labor employees shall be separately identified. Costs of such
premiums on direct labor are allowable only to the extent expressly pro-
vided for in the contract or otherwise authorized by the Government and may
be classified as either direct or indirect labor costs. When direct labor
cost is the base for distribution of overhead, such premiums shall not be
included in that base. When such premiums are charged as indirect costs,
the amount allocated to Government contracts shall be equitable in relation
to (i) the amount of such premium costs allocated to non-Government work
being concurrently performed in the contractor's plant and (ii) the factors
which necessitate the incurrence of the costs, The premium portion of
overtime, extra-pay shift, and multi-shift payments to indirect labor
employees is allowable without prior approval, if reasonable, and if allocated
on a pro rata basis to commercial as well as Government work.

(o) Patent Costs. Costs of preparing disclosures, reports, and other
documents required by the contract and of searching the art to the extent
necessary to make such vinvent'ion=disclo‘sures, are allowable. Upon the
written authorization of the contracting officer, costs of preparing docu-
ments, and any other patent costs, in connection with the filing of a patent
application where title is conveyed to the Government, are allowable. (See
also (u) and (v) below.)

(p) Pension Plans.

(1) A pension plan is a plan which is established and maintained

- by a contractor primarily to provide systematically for the payment of
definitely determinable benefits to its employees over a period of years,
usually for life, after retirement. Such a plan may include disability,
withdrawal, insurance, or sur'vivorship' benefits incidental and directly
related to the pension benefits. Such benefits, generally, are measured by,
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and based on, such factors as years of service and compensation received by
the employees, The determination of the amount of pension benefits and

the contributions to provide such benefits are not dependent upon profits.
Benefits are not definitely determinable if funds arising from forfeitures

on termination of services or other reason may be used to provide increased
benefits for the remaining participants instead of being used to reduce the
-amount of contributions by the employer. A plan designed to provide bene-
fits for employees or their beneficiaries to be paid upon retirement or over
a period of years after retirement shall be considered a pension plan if,
under the plan, either the benefits payable to the employee or the required
contributions by the contractor can be determined actuarially, (Retirement
plans which are based on profit-sharing shall not be considered to be pension
plans within this paragraph (p).)

(2) Consideration, and approval or disapproval, of all pension plans
and the method of determination of the costs thereof shall be the responsi-
bility of the Department to which audit cognizance is assigned and subsequent
action taken by that Department will, generally, be accepted by the other
Departments. Such plans must meet the qualification requirements prescribed
by Section 401 of the Internal Revenue Code of 1954 (P. L. 591, 83rd Cong.,
2d Sess., 68A Stat, 134). Prior to approval of such plans by the cognizant
Department, approval by Internal Revenue Service shall be obtained in the
case of:

(i) contractors who are subject to Federal income tax; and

(ii) nonprofit or tax-exempt contractors who have submitted
their plans for approval by Internal Revenue Service;

however, approval of a plari by the Internal Revenue Service does not
necessarily assure the allowance of the costs of such a plan by the Depart-
ment concerned. In the case of all other plans, compliance with the qualifica-
tion requirements of Section 401 of the Internal Revenue Code of 1954 shall be
determined by the cognizant Department using, insofar as applicable, the
regulations, criteria, and standards of the Internal Revenue Service.

(3) To the extent pension plans are approved by the cognizant Mili-
tary Department, costs thereof are allowable subject to the following con-
ditions:

(i) the requirements of ASPR 15-201. 2 shall be satisfied;
(ii) such costs, including excess contributions (see Section
404(a)(1)({D) of the Internal Revenue Code of 1954), shall

not exceed —
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(iii)

(iv)

(A) the amount claimed and deductible for Federal income
tax purposes in the current taxable period; or

(B) in the case of nonprofit or tax-exempt organizations,
the amount which could have been claimed and deducted
for Federal income tax purposes in the current taxable
period had such organizations been subject to the pay-
ment of income tax;

in cases where the Internal Revenue Service withdraws
approval of a plan, an appropriate adjustment of contract
costs shall be made for contributions which previously have
been allocated to and allowed as contract costs and which —

(A) are disallowed for tax purposes; or

(B) in the case of nonprofit or tax-exempt organizations,
could have been disallowed for tax purposes had such
organizations been subject to the payment of income

tax; and :

in determining the net pension plan costs allocable to mili-

“tary contracts, and in addition to making appropriate ad-

justments for credits or gains arising out of normal
employee turnover, consideration shall be given, in accord-
ance with (A) or (B) below, to possible future abnormal
termination credits or gains which may arise with respect
to individuals for whom pension plan costs have been or

are being incurred by the contractor but whose employment
will terminate before they acquire a vested right to the
benefits under such plans —

(A) when such abnormal termination credits or gains are
foreseeable and can be currently evaluated with
reasonable accuracy, an equitable adjustment of current
costs to give effect to such anticipated future credits
or gains shall be made, either by reducing the current
costs otherwise allocable, or by obtaining realistic
recognition in the actuary's calculation of current
costs, so that the current costs do, in fact, reflect
the reduction for the abnormal termination credits
or gains which are anticipated; and such adjustment
shall be reflected in the contract, in an amendment
thereto, or in some other writing binding on the Govern-
ment and the contractor; or
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(B) when such abnormal termination cred1ts or gains,
whether or not foreseeable —

(I) cannot be currently evaluated with reasonable
accuracy; or '

(II) have not been the subject of adjustment under (A)
above;

pension plan costs incurred under the contract shall be
subject to retrospective accounting and any necessary
adjustment for such subsequent termination credits or
gains unless the Government and the contractor agree upon
a method of determining such adjustment, or agree upon
an equitable adjustment; any such agreement shall be
reflected in the contract, in an amendment thereto, or

'in a separate agreement binding on the Government and
the contractor.

(4) The allowability of costs of lump sum purchases of annuities
or of lump sum cash payments or periodic cash payments made to provide
pension benefits for retiring or retired employees other than such costs
incurred under approved pension plans shall be subject to consideration
on an individual case basis.

(q) Plant Protection Costs. Costs of items such as wages, uniforms
and equipment of personnel engaged in plant protection; depreciation on
plant protection capital assets; amd necessary expenses to comply with
military security requirements are allowable,

(r) Professional Service Costs - Legal, Accounting, Engineering, and
Other.

(1) Costs of professional services rendered by the members of a
particular profession who are not employees of the contractor are allowable,
subject to (2) and (3) below, when reasonable in relation to the services
rendered and when not contingent upon recovery of the costs from the
Government (but see ASPR 15-204, 3(g)).

(2) Factors to be considefed in determining the allowability of
costs in a particular case include:

(i) the past pattern of such costs, particularly in the years
prior to the award of Government contracts;
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(ii) the impact of Government contracts on the contractor's
business;

(iii) the nature and scope of managerial services expected of
the contractor's own organizations; and

(iv) whether the proportion of Government work to the con-
tractor's total business is such as to influence the con-
tractor in favor of incurring the cost, particularly where
the services rendered are not of a continuing nature and
have little relationship to work under Government contracts.

Retainer fees to be allowable must be reasonably suppprted'by evidence of
services rendered, '

(3) Costs of legal, accounting, and consulting services, and related
costs, incurred in connection with organization and reorganization, defense
of anti-trust suits, and the prosecution of claims against the Government,
are unallowableg Costs of legal, accounting, and consulting services, and
related costs, incurred in connection with “patentiinfringement litigation,
are unallowable unless otherwise provided for in the contract. '

(s) Recruiting Costs, Costs of ""help wanted' advertising, operating
costs of an employment office necessary to secure and maintain an adequate
labor force, costs of operating an aptitude and educational testing program,
travel costs of employees while engaged in recruiting personnel, and travel
costs of applicants for interviews for prospective employment are allowable,
Where the contractor uses employment agencies, costs not in excess of
standard commercial rates for such services are also allowable. Costs of
special benefits or emoluments offered to prospective employees beyond -
the standard practices in the industry are unallowable.

(t) Rental Costs (Including Sale and Leaseback of Facilities).

(1) Rental costs of land, buildings, and equipment and other personal
property are allowable if the rates are reasonable in light of such factors
as the type, life expectancy, condition, and value of the facilities leased,
‘'options available, and other provisions of the rental agreement,

. (2) Charges in the nature of rent between plants, divisions, or
organizations under common control are unallowable except to the extent
such charges do not exceed the normal costs of ownership, such as deprecia-
tion, tgxe 8, insurance, and maintenance; provided that no part of such costs
shall duplicate any other allowed costs.
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(3) Unless otherwise specifically provided in the contract, rental
costs specified in sale and leaseback agreements, incurred by contractors
through selling plant facilities to investment organizations, such as insurance
companies, or to private investors, and concurrently leasing back the same
facilities, are allowable only to the extent that such rentals do not exceed
normal costs, such as depreciation, taxes, insurance, and maintenance,
borne by the lessor, which would have been incurred had the contractor
retained legal title to the facilities.

(u) Research and Development Costs.

(1) Research and development costs (sometimes referred to as
general engineering costs) are divided into two major categories, for the
purpose of contract costing: (i) general research, also referred to as
basic research, fundamental research, pure research, and blue-sky re-
search; and (ii) related research or development, also referred to as applied
research, product research, and product line research.

(2) General research is that type of research which is directed
toward increase of knowledge in science. In such research, the primary
aim of the investigator is a fuller knowledge or understanding of the subject
under study, rather than a practical application thereof. . Costs of independent
general research (that which is not sponsored by a contract, grant, or other
arrangement) are allowable to the extent specifically provided in the contract.
The contractor shall disclose to the Government the purposes and results
of such independent general research. 4

(3) Related research is that type of research which is directed
toward practical application of science. Development is the systematic
use of scientific knowledge directed toward the production of useful materials,
devices, methods, or processes, exclusive of design, manufacturing, and
production engineering (see (1) above). Costs of a contractor's independent
related research and development (that which is not sponsored by a contract,
grant, or other arrangement) are allowable under any cost-reimbursement
type production contract; provided the research and development are re-
lated to the contract product line and the costs are allocated to all produc-
tion work of the contractor on the contract product line; and provided further
that the contractor discloses to the Government the purposes and results
of the research and development. Such costs are unallowable under cost-
reimbursement type research and development contracts."

(4) Independent research and development projects shall absorb
their appropriate share of the indirect costs of the department where the
work is performed.
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(5) Research and development costs (including amounts capitalized),
regardless of their nature, which were incurred in accounting periods prior
to the award of a particular contract, shall not be allocated to that contract
unless allowable as precontract costs (see ASPR 15-204. 3(j)).

(v) Royalties and Other Costs for Use of Patents, Royalties on a patent
or invention, or amortization of the cost of acquiring a patent or invention
or rights thereto, necessary for the proper performance of the contract and
applicable to contract products or processes, are allowable to the extent
expressly set forth in the contract or otherwise authorized by the contracting
officer; provided that where the Government has a license or the right to free
use of the patent or invention such costs are unallowable; and provided further

that where the patent has been adjudicated to be invalid such costs incurred
thereafter are unallowable. ' '

(w) Severance Pay.

(1) Severance pay, also commonly referred to as dismissal wages,
is a payment in addition to regular salaries and wages, by contractors to
workers whose employment is being terminated. Costs of severance pay
are allowable only to the extent that, in each case, it is required by (i) law,
(ii) employer-employee agreement; (iii) established policy that constitutes,
in effect, an implied agreement on the contractor's part, or (iv) circum-
stances of the particular employment,

(2) Costs of severance payments are divided into two categories
as follows:

(i) actual normal turnover severance payments shall be
allocated to all work performed in the contractor's
plant; or, where the contractor provides for accrual
of pay for normal severances such method will be
acceptable if the amount of the accrual is reasonable in
light of payments actually made for normal severances
over a representative past period, and if amounts accrued
are allocated to all work performed in the contractor's
plant; and

(ii) abnormal or mass severance payments actually made upon
cessation of work when there is no reasonable prospect
of continuing employment on other work of the contractor
shall be assigned to the entire period of the employment
of the terminated employees and equitably allocated to
all work performed in the contractor's plant during that
period. A reservation in the final release may be made
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when it is reasonable to assume that severance pay allocable
to the contract will be made in the future.

(x) Special Tooling Costs. The term ''special tooling" means property of
such specialized nature that its use, without substantial modification or altera-
tion, is limited to the production of the particular supplies or the performance
of the particular services for which acquired or furnished. It includes, but
is not limited to, jigs, dies, fixtures, molds, patterns, special taps, special
gauges, and special test equipment. Costs of special tooling acquired for
performance of the contract. are allowable and shall be charged directly
thereto. '

(y) Taxes.

(1) Taxes are charges levied by Federal, State, or local governments.
They do not include fines and penalties except as otherwise provided herein.
In general, taxes (including State and local income taxes) which the contractor
is required to pay and which are paid or accrued in accordance with generally
accepted accounting principles are allowable, except for:

(i) Federal income and excess profits taxes;_

(ii) taxes in connection with financing, refinancing or refunding
operations (see ASPR 15-204, 3(g));

(iii) taxes from which exemptions are available to the contractor
directly or available to the contractor based on an exemption
_afforded the Government except when the contracting officer
determines that the administrative burden incident to ob-
taining the exemption outweighs the corresponding benefits
accruing to the Government; and

(iv) special assessments on land which represent capital im-
provements.

(2) Taxes otherwise allowable under (1) above, but which may be
illegally or erroneously assessed, are allowable; provided that the con-
tractor prior to payment of such taxes:

(i) promptly requests instructions from the contracting officer
concerning such taxes; and

(ii) takes all action directed by the contracting officer, including
cooperation with and for the benefit of the Government, to
(A) determine the legality of such assessment or, (B) secure
a refund of such taxes.

19



Reasonable costs of any such prbceeding instituted by the contractor at the
direction of the contracting officer are allowable. Interest and penalties
incurred by a contractor by reason of the nonpayment of any tax at the direc-
tion of the €ontracting officer are also allowable.

(3) Any refund of taxes, interest, or penalties, and any payment
to the contractor of interest thereon, attributable to taxes, interest, or
penalties which were allowed as contract costs, shall be credited or paid
to the Government in the manner directed by the Government,

I

(z) Trade, Business, Technical, and Professional Activity Costs,

(1) Memberships. Costs of membership in trade, business, techmcal
and professional organizations are allowable.

(2) Subscriptions. Costs of subscriptions to trade, business, pro-
fessional, and technical periodicals are allowable.

(3) Meetings and Conferences. Costs of meals, transportation,
rental of facilities for meetings, and costs incidental thereto, when the
primary purpose of the incurrence of such costs is the dissemination of
technical information or the stimulation of production, are allowable,

(aa) Training Costs. Reserved.

(bb) Transportation Costs. Transportation costs include freight, express,
cartage, and postage charges relating either to goods purchased, in process,
or delivered. When such costs can readily be identified with the items in-
volved, they may be direct costed as transportation costs or added to the
cost of such items (see (m) above). Where identification with the materials
received cannot readily be made, inbound transportation costs may be
charged to the appropriate indirect cost accounts if the contractor follows
a consistent equitable procedure in this respect. Outbound freight, if re-
imbursable under the terms of the contract, should be treated as a direct
cost, '

(cc) Travel Costs,

(1) Travel costs include costs of transportation, lodging, subsistence,
and incidental expenses, incurred by contractor personnel in a travel status
wh11e on official company business.,

(2) Travel costs incurred in the normal course of overall ad- s
ministration of the business and applicable to the entire business are
allowable. Such costs shall be equitably allocated to all work of the
contractor, : ’
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(3) Subsistence and lodging, including tips or similar incidental
costs, are allowable either on an actual or per diem basis., The basis
selected shall be consistently followed.

(4) Costs of personnel movement of a special or mass nature are
allowable only when authorized or approved in writing by the contracting
officer.

(dd) General,

(1) Such recurring costs as registry and transfer charges resulting
from changes in ownership of securities issued by the contractor, cost of
shareholders’ meetings, proxy solicitations, preparation and publication
of reports to shareholders, preparation and submission of required reports
and forms to taxing and other regulatory bodies, and incidental costs of
directors and committee meetings are allowable. Such costs shall be
equitably allocated to all work of the contractor.

(2) Certain costs discussed in ASPR 15-204. 3 are allowable if
expressly provided for in the contract, or, in some cases, if approved
in writing by the contracting officer. See for example:

(i) ASPR 15-204. 3(f);
(ii) ASPR 15-204. 3(j); and -
(iii) ASPR 15-204. 3(1).

15-204.3 Unallowable Costs.

(a) Bad Debts. Bad debts, including losses (Whether actual or esti-
mated) arising from uncollectible customers’ accounts and other claims,
related collection costs, and related legal costs are unallowable,

(b) Contingency Reserves., Contingency reserves, created and main-
tained to provide for events the occurrence of which cannot be foretold
with certainty as to time, intensity, or even with an assurance of their
happening, are unallowable. (For self-insurance programs, see ASPR
15-204, 2{i).)

{(c) Contributions and Donations, Contributions and donations are
unallowable.

(d) Entertainment Costs. Costs of amusement, diversion, social
activities, and incidental costs relating thereto, such as meals, lodging,
rentals, transportation, and gratuities, are unallowable (but see ASPR
15-204. 2(f), (h), and (z)).
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(e) Excess Facility Costs. Costs of maintaining, repairing, and housing
idle and excess contractor-owned facilities, except those reasonably neces-
sary for current and immediately prospective production purposes, are
unallowable. The costs of excess plant capacity reserved for defense mobili-
zation production shall be the subject of a separate contract,

(f) Fines and Penalties. Costs resulting from violations of, or failure
of the contractor to comply with, Federal, State, and local laws and regu-
lations are unallowable except when incurred as a result of compliance
with specific provisions of the contract, or instructions in writing from the
contracting officer. '

(g) Interest and Other Financial Costs. Interest (however represented),
bond discounts, costs of financing and refinancing operations, legal and
professional fees paid in connection with the preparation of the prospectus,
costs of preparation and issuance of stock rights, and costs related thereto
are unallowable except for interest assessed by State or local taxing au-
thorities under the conditions set forth in ASPR 15-204. 2(y) (but see ASPR
15-204. 2(dd)(1)).

(h) Losses on Other Contracts. An excess of costs over income under
any other contract (including the contractor's contributed portion under
cost-sharing contracts), whether such other contract is of a supply, research
and development, or other nature, is unallowable as a cost of performance
of the Government contract,

(i) Organization Costs., Expenditures, such as incorporation fees,
attorneys fees, accountants fees, brokers fees, fees to promotors and
organizers, in connection with (i) organization or reorganization of a business,
or (1i) raising capital, are unallowable (see (g) above).

(j) Precontract Costs, Precontract costs are those which are incurred
prior to the effective date of the contract and which would have been allowable
thereunder if incurred after such date. Such costs are unallowable unless
specifically set forth and identified in the contract. '

(k) Profits and Losses on Dispostion of Plant, Equipment, or Other
Capital Assets, Profits or losses of any nature arising from the sale or
- exchange of plant, equipment, or other capital assets, including sale or
exchange of either short or long term investments, shall be excluded in
computing contract costs (but see ASPR 15-204. 2(e)(2) as to basis for de-
preciation),

(1) Reconversion Costs. Reconversion costs are those incurred in the
restoration or rehabilitation of the contractor's facilities to approximately
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the same physical arrangement and condition existing immediately prior
to commencement of the military contract work and include the cost of
removal of Government property. Reconversion costs are unallowable
except that the cost of removing Government property and the restoration
or rehabilitation costs caused by such removal are allowable 1f specifically
provided for in the contract.

(m) General.

| (1) In addition, certain costs discussed in ASPR 15-204,2 are stated
to be unallowable. See for example:

(1) Advertising Costs, ASPR 15-204, 2(a), last sentence;
(ii) Depreciation, ASPR 15-204. 2(e)(4), and (5), last sentence;

(iii) Professional Service Costs - Legal, Accounting, Engineering,
and Other, ASPR 15-204. 2(r)(3), first sentence;

(iv) Recruiting Costs, ASPR 15-204. 2(s), last sentence;

(v) Royalties and Other Costs for Use of Patents, ASPR 15-
204, 2(v), both provisos; and

(vi) Taxes, ASPR 15-204. 2(y)(1)(i) through (iv).

(2) Certain other costs discussed in ASPR 15-204, 2 are unallowable
unless expressly provided for in the contract, or, in some cases, if au-
thorized or approved by the Government. See for example:

(i) Civil Defense Costs, ASPR 15-204, 2(c), last sentence;
(ii) Compensation for Personal Services, ASPR 15-204.2(d) (5);
(iii) Depreciation, ASPR 15-204, 2(e)(5), first sentence;

(iv) Food Service Costs and Credits, ASPR 15-204. 2(g); last sentence;

(v) Insurance and Indemnification, ASPR 15-204. 2(i)(3)(iii) and
(iv), and (4);

(vi) Maintenance and Repair Costs, ASPR 15-204. 2(k)(2);

(vii) Overtime, Extra-Pay Shift, and Multi- Shift Premmms,,
ASPR 15-204.2(n), second sentence;
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(viii) Patent Costs, ASPR 15-204, 2(o), second sentence;

(ix) Professional Service Costs - Legal, Accounting, Engineering,
and Other, ASPR 15-204. 2(r)(3), last sentence;

(x) Rental Costs (Including Sale and Leaseback of Fécilities),
ASPR 15-204. 2(t)(3); : .

(xi) Royalties and Other Costs for Use of Patents, ASPR 15-
204, 2(v); ’

(xii) Taxes, ASPR 15-204.2(y)(2); and

{xiii) Travel Costs, ASPR 15-204. 2(cc)(4).
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OGC/GWM:lwt.
April 9, 1956

MEMORANDUM FOR THE ASPR COMMITTEE

““Subj: ASPR Case 53-44 - Revision of Section XV Contract Cost

Principles

‘1. Pursuant to the request of the ASPR Committee at the special

meeting held on 6 April 1956,.in connection with its consideration of

‘the draft of Part 2, Section XV, dated 29 March 1956, the under-

signed Special Editing Subcommittee has completed the editing of

the material submitted. The attached TABS A, B, C, and D set

forth composite drafts of this material as edited for retention in
Part 2. The attached TAB H sets forth a proposed new Part 7 setting
forth interim instructions for use in connection with facilities con-
tracts and clauses in other type cost-reimbursement type contracts
providirg for the acquisition of industrial facilities.

2. In addition, this Subcommittee recommends that existing Parts
4, 5, and 6 be treated in the manner respectively set forth in the

attached TABS E, F, and G, the proposed action in regard to these
Parts to be effective simultaneously with the issuance of proposed

- Part 2. Similar action is recommended in TAB I with respect to

existing Part 3.

CHARLES W. WILKINSON GEORGE W. MARKEY,JR. WILLIAMMUNVES
Lt. Colonel, SS JAG Navy Member Air Force Member
Army Member Chairman :
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TAB A

Proposed Revision of Title of ASPR Section XV, Part 2
and ASPR 15-200 - Scope of Part

(For substitution on first page of draft of 29 March 1956)

Part 2-Supply, Service, and Research and Development
Contracts, with [-Commerc1a_l_7 Organizations
Hewving -Gommrercial -[4pe Accounting -Syaterms

15-200 Scope of Part. This Part sets forth principles and standards

for the determination and allowance of costs in connection with cost-
reimbursement type contracts and cost-reimbursement type subcontracts
thereunder for procurement of supplies, services, and research and
development work, with contractors or subcontractors [other than

such contracts and subcontracts to which Parts 3, 4.or 7 apply_.]

-having commercial-type-aceounting- systemrs: - Howeverr this Rart-
dees-not-apply 40 contracis for-faciiitie sy construetion; -or architect—engineer
services retated 40 construaction.~-ltalso-doe s -not~-apply $0 clauses-in suppiy-
or -service- eontracts-whieh -provide-for the furnishing of indusirial-focilities -
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April 9, 1956 *©

TAB B

Proposed Revision of ASPR 15-204. 2(f) - Depreciation
{For substitution on page 7 of draft of 29 March 1956)

15-204. 2(f) Depreciation.

* - % %

(2) Depreciation on a contractor's plant, equipment, and

other capital facilities is an allowable element of contract cost; pro-

vided that the amount thereof / is computed/ :

(i) is-eemputed-upon the L_propertz—/- cost basis used by the
contractor for Federal income tax purposes (see Section
167 of the Internal Revenue Code of 1954); and.ioil

_/_Gi) in the case of nonprofit or tax-exempt organizations,
~upon a property cost basis which could have been used

by the contractor for Federal income tax purposes
had such organizations been subject to the payment of
income tax; and in either case/

a—(-ii-)-i?iii_)_/. is- cemputed by the consistent application to the
assets concerned of any generally accepted accounting
method, including those recognized by Section 167 of
the Internal Revenue Code of 1954 /sumi®

ste: (1) The pypviso contpdiled in the last bpackets js an edjted vexsioy
of a gejw substantive cong€pt suggefted b e Aj¥ For nd
léfy/aslan ispde at the £pedial LSPR mgfti g of Agrikrb, A956.
The Nalvy Mas oppoggd its ip€lusiop. he Xrmy h¥s con red
with the”Air Force. ‘

{2) The two concluding sentences of the above subparagraph 2 should
be added without change immediately followmg the proviso con-
tained in the last brackets.
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TAB C

Proposed Revision of ASPR 15-204. 2(j) - Insurance and Indemnification

(For substitution on page 9 of draft of 29 March 1956)

15-204.2(j) Insurance and Indemnification,

(1) Insurance includes (i) those types of insurance which the con-
tractor is required to carry under the terms of the contract, or by specific
instruction of an authorized representative of the Government, and (ii)
any other insurance for which the contractor seeks reimbursement under
the contract. Indemnification includes / securing the contractor agamst/
liabilities to third persons not compensated by insurance or otherwise,
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TAB D

Prcposéd Revision of ASPR 15-204. 2(n) - Material Costs |

(For substitution on pages 11 and 12 of draft of 29 March 1956)

15.204.2(ny Material Costs,

1) Costs of direct and indirect material, and collateral items
such as inbound transportation and intransit insurance, are allowable,
subject, however, to (2) through (6) below. In computing costs of material,
considerztion will be given to reasonable overruns, spoilage, and defective
WErk /(for correction of defective work, see the provisions of the contract
relanh_g to inspection and to correction of defective work)/ .

%* * ¥

(€) Costs of material or services sold or transferred between
eclants, divisicns, or organizations, under common control, shali be
aitlowable crnly to the extent of the cost to the transferor, or the prices
of other suppiiers for the same or substantiaily similar items, whichever
is lower /, unless factcrs other than price warrant allowance on the basis
ef the cost to the tra.nsferor/ provided that, in the case of any item
regulzrly manufactured and sold by any such transferor through com-
mercial channels, a departure from this cost basis is permissible if the
charge to the contract does not exceed either (i) the transferor's sales
price to its most favored customer for the same item in like quantity,
or (ii) the prices of other suppliers for the same or substantially similar

items L whichever is the lower, unless factors other than price warrant
uilowance_on tne basis of the transferor's sales price to its most favored
customer/ . '
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TAB E

Proposed Revision of Existing ASPR Section XV Part 4-
Construction Contracts

Ay

Part 4 - Construction Contracts
* % * * *

15-403 Examples of Jtems of Allowable Costs. . . .

(g} Pension amd-setizremsent plans in accordance with the interpretation- _
/pr1nc1p1es and standards/ set forth in pa-r-a.g-ra,ph-l-s-wl-/ASPR 15-204.2(q)/
and group health, accident and life insurance plans (but see paragraph
15-404(b), (d), and (m)).
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TAB F

Proposed Revision of Existing ASPR Secticn XV, Part5 -
. Subjects Affecting Cost Which May Require Special Consideration

Part 5 - Subjects Affecting Cost Which May Require Specia.i Consideration

1£-200 Scope of Part, This par'e_/_lgar_genumerates certain subjects
affzcting cost which mzay require special consideration in connection with
tie negotiation or performance of cost-reimbursernent type contracts
an? which are act specificaliy covered in Pexi-3~ Part 3, or Part 4

of tris section. ' '

i5-501 Corsiderzticn Required. It is important that Contracting Officers
and their negotiztors consider the subjects enumerated in paragraph
15-502, and any other subjects not precluded by the provisions of Rart-

2y Part 3,.0r Part 4 of thie section (whichever part is applicablie), for

ti:e vurpose of (i) determining which subjects if any shouid be expressly
previded for i a particulzr cost-reimbursement type contract, and (ii)
incorporating appropriate clauses in the contract. Action taken with
respect to any such subjects shall be reflected either in the contract

or in the record of contract negotiations.,
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TAB G

Proposed Revision of Existing ASPR Section XV, Part 6 - Cost Interpretations

Note:

Part 6 - Cost Interpretations

Delete balance of this Part and substitute therefor
the word "RESERVED".

- With respect to existing ASPR 15-601. 2 the subject of pension

plans is now covered in proposed ASPR 15-204. 2(q) (pages 12
to 15 of draft of 29 March 1956). -

In accordance with decision of the Procurement Secretaries,
the subject of profit sharing is to be retained cn the basis

now appearing in existing ASPR 15-601. 2(f). Presumably

this subject will be covered under proposed ASPR 15-204. 2(d)

- Compensation for Personal Services which has been reserved
in the draft of 29 March 1956.

With respect to existing ASPR 15-602 - Depreciation, this
subject is now covered in proposed ASPR 15-204. 2(f) in the
draft of 29 March 1956. Existing ASPR 15-602 contains cross
references only to existing ASPR 15-204(d), 15-205(b) and
15-2050).
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TAB H
Proposed New ASPR Section XV, Part 7 - Facilities Contracts

Part 7 - Facilitiés Contracts

15-700 Scope of Part. This Part sets forth principles and standards
for the determination and allowance of costs in connection with cost-
reimbursement type contracts and cost-reimbursement type subcontracts
thereunder for the acquisition of industrial facilities to which the Govern-
ment takes title under the contract. This Part also applies to clauses

in any other cost-reimbursement type contracts or cost-reimbursement
type subcontracts thereunder, which clauses provide for the acquisition
of industrial facilities to which the Government takes title.

15-701 Applicability. Pending publication of the principles and standards
to be incorporated in this Part, Parts 2, 3.or 4 shall be used to the extent
appropriate in accordance with Departmental procedures. '
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TAB 1

Proposed Revision of Existing ASPR Section XV,
Part 3 - Research Contracts with Nonprofit Institutions -

Part 3 - Research Contracts with Nonprofit Institutions

* % * " *

15-304 Examples of Items of Allowable Costs.

(g) Pension and-retirement plans in accordance with the interpretations
/pr1nc1p1es and standards/ set forth in paragraph 16-601} /ASPR 15-204. Z(CQ/
and group health, accident and life insurance plans {but see paragraph
15-305(k)).
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TABLE OF TITLES AND PARAGRAPH NUMBERS OF PRINCIPLES AND
STANDARDS FOR SELECTED ITEMS OF COST (ASPR 15-204. 2 and 15-204. 3)

15-204.2 Costs Allowable in Whole or in Part,

(a) Advertising Costs, _/_—15-2‘04._17

(b) Bidding Costs. /15-204,37

(c) Civil Defense Costs, _[__15-204,_5_7

(d) Compensation for Personal Services. 1_1-5-204._(1

(e) Contributions and Donations. _LTS-204.;7

(f) Depreciation, []TS- 204, _7

(g) Employee Morale, Health, and Welfare Costs and Credits.
/15-204.10/ ' '

(h) Food Service Costs and Credits, /15-204.4/

(i) Fringe Benefits. /15-204.14/

(j) Insurance and Indemnification. - L_15—204.127

(k) Labor Relations Costs, /15-204.177

(1) Maintenance and Repair Costs, '_/_—1'5-204.127

(m) Manufacturing and Production Engineering Costs. /_1_5-204. 227

(n) Material Costs, /15-204.21/

(o) Overtime, Extra-Pay Shift, and Multi-Shift Premiums.
115-204, 24/

(p) Patent Costs, [1-5-204.227

(q) Pension Plans. /15-204.26/

{r) Plant Protection Gosts, _/_T5-=204.Zl7 _

TAB A



(s) Professional Service Costs - Legal, Accounting, Engineering
and Other, /15-204.29/ ,

(t) Recruiting Costs. /15-204,327

(u) Rental Costs ’(Including Sale and Leaseback of Facilities).
/15-204,33/ |

(v) Research and Development Costs, _/__15-2.04. 3&7

(w) Royalties and Other Costs for Use of Patents. 1-15-204. 35_7

Ex)- -Service-and-Installation Gosts. L 15-204, 3 37 (deleted)

(x) Severance Pay. /15-204.37/

(y) Special Tooling Costs, _/__15-204. 3§_7

(z) Taxes. 1-15-204.3‘)_/—

(aa) Trade, Business, Technical, and Professional Activity Costs.
/15-204, 40/

(bb) Training Costs. /15-204.41/

(cc) Transportation Costs, 1—15-204.4_?;/_

(dd) Travel Costs. /15-204.43/

(ee) General. 115-204.227

15-204. 3 Unallowable Costs.

(a) Bad Debts. /15-204.2/

(b) Contingency Reserves. 1—15-204.17

(c). Entertainment Costs., LT5-204. __7 :

(d) Excess Facility Costs. /15-204.12/
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April 2, 1956

- MEMORANDUM FOR THE ASPR COMMITTEE

Subj: ASPR Case 53-44, Revision of Section XV, Contract Cost Prinéiples

1. The joint report of the Editing Subcommittee and the Section XV Sub-
committee, dated March 9, 1956, dealt with the three matters submitted
by the Editing Subcommittee (report dated February 27, 1956), for resolu-
tion prior to completing the edited draft of Part 2, Section XV, and also
submitted a proposed edited draft of the entire Part, prepared by the Editing
Subcommittee. Except for the above three matters relating to Material and
Supply Costs, Research and Development Costs, and Pension Plans, the
Section XV Subcommittee had not participated in the edited draft. The
ASPR Committee requested consideration of this edited draft (TAB B attached
" to the joint report of March 9, 1956), jointly, by the Editing and Section XV
Subcommittees prior to further cbnsideratib’n" by the ASPR Committee.
Commencing March 16, 1956, the joint subcommittees met almost daily
through March 28, 1956, preparing the attached draft of Part 2, Section
XV, dated March 29, 1956, :

2. The Section XV Subcommittee had fully recognized that its final draft
as considered by the ASPR Committee (Minutes of November 22, 1955,
Item 3) was in need of, and sirongly recommended that it receive, sub-
stantial editing. After certain revisions by the ASPR Committee, that
draft was submitted to the Editing Subcommittee for editing (Minutes of
December 13, 1955, Item 4). In the course of consideration by the joint
subcommittees of the draft of the Editing Subcommiitee, it became apparent,
- with respect to various matters, that words originally included by the Sec-
tion XV Subcommittee in its draft to express a particular principle or limi-
tation or convey some other idea did not have the same meaning to account-
ing, procurement, and legal personnel. In other instances, it appeared that .
matters substantially agreed to in principle during the earlier deliberations
of the Section XV Committee had either not been covered at all or were -
incompletely covered in the Section XV Subcommittee’s draft.

3. In view of the above circumstances, when there was general agreement
within the Section XV Subcommittee that a particular matter required dis-
cussion, the Chairman of the Editing Subcommittee, in presiding over the
joint subcommittee sessions, permitted such discussion. In no case, was
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‘such discussion permitted on the basis of a unilateral request by any member
without concurrence : of the Section XV Subcommittee. The Air Force and
Army members of the Editing Subcommittee have questioned the authority

of the joint subcommittees to undertake certain of these discussions and will
file a separate report in regard thereto.

4. Except as indicated below and in .the joint réport of March 9, 1956, the
attached draft of Part 2, Section XV, has the unanimous concurrence of all
members of the Section XV Subcommittee from the standpoint of substance,
and of the joint Editing and Section XV Subcommittees from the standpoint
of editing., Owing to certain unavoidable circumstances, all members of the
Section XV Subcommittee were unable to be present at the final joint session
on March 28, 1956, and it has not been possible to clear the entire attacheddraft
of Part 2 with each of them within the t{ime required for submission to the
ASPR Committee.

5. It is desired that the attention of the ASPR Committee be invited to the
following specific matters. Unless otherwise indicated, reference to ASPR

paragraphs and related page numbers are to such paragraphs and pages in
the attached draft of Part 2, Section XV, dated March 29, 1956,

A, Joint Report of March 9, 1956.

I. Material and Supply Costs. In the first two quoted excerpts under
2.A., of the joint report of March 9, 1956, on page 1, change ‘‘trans-
feror' to ‘‘transferee.’’ The title of the paragraph in which this
problem appears has been changed to Material Costs (see ASPR 15~
204.2(n)(6), at bottom of page 11).

II. Research and Development Costs. Joint Recommendation I under
paragraph 2.B. of the joint report of March 9, 1956 suggests that
further study be given to use of the term ‘‘product line'’ (see ASPR
15-204.2(v)(3), on page 18).

III. Pension Plans. The issues within the Editing Committee with
respect to this matter have been resolved, as discussed in paragraph.
2.C. of the joint report of March 9, 1956. (See ASPR 15-204.2(q),
pages 12-15 of attached draft which contains some additional minor
editing refinements.)

Attention is also invited to the first{ paragraph on page 4 of the
joint report of March 9, 1956 and the question is posed whether
official acknowledgment should be made of the assistance furnished
by the Internal Revenue Service.
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B. Research and Development Costs - ASPR 15-204.2(v), page 18.

In the proposed ASPR 15-204.2(v), Research and Development Costs,
the fourth and fifth sentences of subparagraph (2) (from ‘‘Generally,
the contractor . . .”* through the end of the subparagraph ) appear to

set forth instructions to the contracting officer rather than cost principles.

It is recommended that the fourth sentence be revised to read:

“‘The contractor shall disclose to the Government the purposes
and results of any independent general research the costs of
which are reimbursed in whole or in part by the Government.”’

Alternatively, it is suggested that the fourth sentence be deleted from
Part 2 of Section XV and inserted elsewhere in ASPR as an instruction
to the contracting officer. In any event, it is recommended that the fifth
sentence, enumerating factors to be considered in providing for costs
of independent general research, be deleted from Part 2 of Section XV
and inserted elsewhere in ASPR, possibly either in Section III or in
Part 1 of Section XV. See, also, C.V. below.

C. Certain Differences Between Draft for Editi.ng and Attached Part 2.

I. Scope of Part (ASPRIS-ZOQ. The attached draft provides that
the same treatment be given to clauses in supply or service con-
tracts providing for the furnishing of industrial facilities and to
facilities contracts, i.e., both are excluded from the coverage of
Part 2. The draft for editing did not cover such facilities clauses.
Filing instructions, however, should contain a notation that Part 2
may be used ‘‘to the extent appropriate’’ for these purposes pending
publication of a separate Part govering"facilities.

e

II. Base Period (ASPR 15-203.i(c)). The draft for editing (ASPR
15-203.5) did not contain the first sentence which has been proposed
as a definition, or the third sentence.

III. Depreciation (ASPR 15-204.2(f)(2)). The draft for editing ¢)ASPR
15-204.9(b) ) .. inclides the principles recognized under Section

167 of the Internal Revenue Code among any‘generally accepted
accounting principle$‘which may be used in the computation of
depreciation. The attached draft requires the contractor to follow
the same cost basis in regard to depreciation for contract costing
as it followed for Federal income tax purposes.

IV. Rental Costs (IncludiEg Sale and Leaseback of Facilities).
(ASPR 15-204.2(u)). Subparagraph (2) relating to charges in the
nature of rent between organizations under common control was not
included in the draft for editing although an ana?loéous principle had

3



(e) Fines and Penalties, /15-204.13/

(f) Interest and Other Financial Costs. 1_15-204.lé7

(g) Losses on Other Contracts. /15-204.18/

(h) Organization Costs, L_IS -204, 2_2_7

(i) Precontract Costs, _LT5-204. 2_8_7

(j) Profits and Losses on Disposition of Plant, Equipment, or
Other Capital Assets., 115-204. 39/

(k) Reconversion Costs, 1—115-204, 31-/—




been covered with respect to outright transfers of material and services
(ASPR 15-204, 2(n)(6)). '

V. Research and Development Costs (ASPR 15-204, 2(v)(3)). Unlike
the question of disclosure of independent general research, the ques-
tion of disclosure of independent related research was not covered

at all in the draft for editing. In keeping with the recommendation as
to disclosure of independent general research (see B. above), subpara-
. graph (3) dealing with related research has been modified by the follow-
ing addition in the third sentence:

"and provided further that the contractor discloses to
the Government the purposes and results of the research
and development, " ,

VI. Training Costs (ASPR 15-204, 2(bb)).. The attached draft provides
that where training is conducted ''by' an educational institution, the
cost of ""part-time' training which is of the '"on-the-job type' is allow-
able without a specific contract provision. Discussions by the joint
subcommittees, however, indicate that further clarification may be
needed in regard to the meaning of "on-the-iob type' training,

In regard to the costs of training "in' educational institutions,
the proposed draft would make them unallowable ""except to the
extent specifically provided for in the contract in accordance with
Departmental instructions." The words "in accordance with De-
partmental instructions' were included by the joint subcommittees
in recognition of the fact that an area of increasing industry interest
is involved and that it would be unwise not to develop a basis for
consistent treatment. The added words appeared to afford the best
means of achieving reasonable consistency within the limited time
available for discussion of this itemn, The problem may well require
additional study.

VII. General and Administrative Costs (ASPR 15-203.5, page 4).
Under enumeration '{i)' of factors to be considered in determining
whether the method used for the allocation of general and administra-
tive expenses provides for an equitable result, the proposed draft
includes, 'the results obtainable by using the input cost method"

and also sets forth a definition of said method. This paragraph was
otherwise subjected to substantial redrafting in view of the consensus
of opinion within the Section XV Subcommittee that clarification was
necessary. ' '




VIII, Precontract Costs (ASPR 15-2%4%,3(i), page 24). The parentheti- .
cal reference to ASPR 15-1xx was included by way of compromise of an
issue within the Editing Subcommittee and, accordingly, this para-
graph was not discussed in the sessions of the joint subcommittees.

If Part 2 is approved with this reference included, the full reference

to the appropriate paragraph in Part 1 should be inserted before Part

2 is released for printing.

D. Matters Not Necessarily Requiring Final Act1on by the ASPR Com-
mittee Prior to Adoption of Part 2, Sect1on XV,

I. Pension Plans (ASPR 15-204. 2(q)(3)(iv)(B), page 15). Attention
is invited to the matter of "Implementation of 'Side' Agreements"
which is discussed in paragraph 4. A, of the Editing Committee
report of February 27, 1956. In the draft there discussed,_the pro-
blem was related to proposed ASPR 15-204. 2(q)(3)(111)(B) /ASPR
15-204, 26d in the draft for ed1t1ng/

II. Overtime, Extra-Pay Shift, and Multi-Shift Premiums, ( ASPR
15-204. 2(0), page 1 12). Attention is invited to the recommendation with
respect to this matter in paragraph 5.A. of the Ed1t1ng Committee
report of February 27, 1956. Discussions of the joint subcommittees
emphasize that the term "authorization' and "prior approval' are

not uniformly understood.

6. It has not been possible in the time available for submission of this report,
to set forth all of the differences between the draft submitted for editing and
the attached draft. In this connection, it is recommended that, when this
Part 2 is given detailed consideration by the ASPR Committee, the members
of the Section XV Subcommittee be invited to participate for purposes of
isolating and explaining such changes and the reasons therefor to the extent
deemed appropriate by the ASPR Committee. In view of the substantially
different numbering scheme which has been employed in the attached draft
with respect to the Principles and Standards for Selected Items of Cost,
covered under. proposed ASPR 15-204, a table has been prepared (TAB A
attached) showing the title and lettered paragraph designation of each item



in the attached draft of Part 2 followed by brackets containing the corres-
ponding paragraph reference in the draft submitted for editing,

E ditinﬁg ‘Subcommittee:

GEORGE W. MARKEY, JR,
Navy Member
Chairman

_ CHARLES W, WILKINSON#*
Lt. Colonel, SS JAG
Army Member

JOHN W, PERRY*
Air Force Member

Section XV Subcommittee:

Army: Navy:

J. O. Hunnicutt, Jr., Maj., DCSLOG Arthur C. Sawallisch, ONM
T. P. Partyka, Hq. AAA James Ruttenberg, OC-N

J. A, Mays, Hq. AAA E, T. Cook, OC-N{(alternate)

: Mrs. Edith Niedling, OC-N
(alternate)

DOD: Air Force:

H. H. Gallup, OSD (S&L) ‘ ‘Paul M, Southwell, AFMPP
Chairman, Section XV Subcommittee George A. Rudigier, AFAUD

6

* Will submit separate report.
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MEMORANDUM FOR THE CHATRMAN, ASPR COMMITTEE
SUBJECT: Case ﬁﬁ-hh, Revision of Section XV, Contract Cost Principles
Separate Report of the Army and Air Force members,
Editing Subcommittee _

1. The Army and Air Force members oiz the E&iting Subcommi ttee
wnderstood that the Editing Subcommittee's report of March 9, 1956
was returned to that Subcommittee solely to fesolve, with the Section
XV Subcommittee, any substantive differences between that report and
the materials approved by the ASPR Committee in December 1955. On the
contr#ry, a great part of the time of the two Subcommittees in the past
two weeks has been devoted to consideration of entirely new substantive
concepts put forth by various members of the gection XV Subcormittee,
Since the Army and Air Force members of the Editing Subcommittee do not
consider most of the changes made in the past two weeks necessary to
conform the edited draft substantively to the draft approved by the ASPR
Committee, and since they do not khow which, if any, of the many new
éoncepts have already been considered and mdécted by the ASPR Committee
or by the individual ASPR Committee members from the Departments in
which the concepts originated, they are not able t§ recommend approval
of the materials now being submitted to the ASPR Committee. |

2. As examplses, ;ttent.ion is directed tp the paragraphs listed

2. 15-200 hés been revised to exclude supply gontracts with
contractors not haﬁiug comme;cial type accounting systems, and to exclude

clauses in supply or ‘service contracts providing for the acquisition of
facilities.



| bs 15-203 .c) has been revised by adding ) first and third
sentences. The first gentence defines "base,feriod.‘i' The third sentence
vas added to preclude the idea that all indirect costs allocable to a
contract which ran for several years had to be charged to one selected
fiscal year.

C. 15-203.5 has been revised to include the “i@ut cost method"
as a yardstick for determining whether the contractor's method of distribut-
ing general and administrative costs is equitable and has deieted direct
reference to inveﬁtozy variations.

| de 15-20L.2(f)(2) as approved by ASPR and as originally edited
provided that depreciation should be "based upon original acquisi'bioh

cost." As now changed the paragraph ignores acquisition cost and bases
depreciation on whatever base is used for Federal income tax purposes.

Read in conjunction with 15-20L.3(j) this péragraph originally requiz;ed
that the contractor ignore, fdr .Govemment. contract cost purposes, both
profits and losses on trade-ins. In addition; applic;tion of this para-
graph (£)(2) as now revised to tax-exempt corporations which have comercial
type accounting systems, will be difficult.

e« 15-20L4.2(£)(5) has been changed to prohitdt use charges on
assets acquired without cost to the contractor. | | -

fo 15-20L.2(n)(5) which did require that inventory discrepancies
be included in arriving at “the éost of material® now requires that they
be included in arriving at "the cost of performance.®

g 15-20L.2(u)(2) is an entirely new paragraph limiting the
rentals which may be charged between plants, divisions, or orgap.{;ations

under common control.



h. 15204, #)(3) has been changed to requi disclosure to the
Government of the purposes and results of related research and development
for which the contracter is reimbursed in whole or in part by the Govern-
ment, |

i, 15-20k.2(aa)(1) has been limited to the costs of the con-
tractor's membership in organizations, as distinguished from the costs of.
membership of contractur employees. |

3o 15-20L,2(bb) has been changed to limit on-the-job training
conducted by educational institutions to part-time training, and to require
Departmental implementation before training in educational institutions cen
be'provided for in a contract.

ke 15-20L.3(d) has been changed to:

(1) disallow costs of rgggiring i1dle and excess facilities;
(2) lﬁnit the provision to contractor-owned facilities; and
(3) clarify the assumed meaning of "standby purposes.®

1. 15-20k.3(3) has been changed by adding a cross reference

which is in fact an exception. |

3. If a generalization may be hazarded, the changes made in the past

| two weeks tend to negate the idea of looking to the "reasonableness™ of

costs incurred, and substituting therefor various rigid mlesv of allowa-
bility of costs. This trend in turn is attributable, at least in part, to
the idea expressed by certain members of the Section XV Subcommittee that
the doctrine of "reasonableness" expressed in 15-201.2 permits only
questioning the reasonableness of the price paid as compared to what the
contractor got but does not permit questioning the reasonableness of the
contractor's :anuiring the cost in the first place. Possibly this limited
interpretation of “peasonablensss" 1s due to the school of thought which
considers Part 2 of Section XV to be an audit manual.

3




L The Army aud Mr Force members of the Ed;tmé Subcomd ttee
recommend that the ASPR Committee review the materials now being sub-
mitted on the subject case as if they were an entirely new substantive
submission from the subject Sﬁbcomittee, subject only to recoénition

that the submission has been edited.

Lt. Col. Charles Wo. Wilkinson John . Perry
Army Member Ailr Force Memder
Editing Subcommittee : Editing Subcommittee



February 27, 1956

MEMORANDUM FOR THE ASPR COMMITTEE

. Subj: ASPR Case 53-44, Revision of Section XV, Contract Cost
Principles ,

"1, The Editing Committee has substantially completed its task with respect
to the draft of Part 2, Section XV, submitted for editing in accordance with
Item 4 of the Minutes of the ASPR Committee Meeting of 13 December 1955,
In accordance with instructions of the Staff the edited Part is not submitted
herewith; however, it can be submitted in final edited form immediately
after resolution of the following three matters.,

A. Consideration by the ASPR Committee of certain new sub-
stantive matter introduced by the Editing Subcommittee in
connection with Material and Supply Costs (proposed
ASPR 15-204. 2(n){6)). This is discussed in paragraph 3. A,
below.

B. Consideration by the ASPR Committee, in connection with
Research and Development Costs (proposed ASPR 15-204. 2
- (v){(3), of the need for clarification of the term ''product
line'" and, also, of the possibility of an inequity in regard
to the allocation of costs allowable under the subject sub-
. paragraph. This is-discussed in paragraph 3. B. below.,

C. An issue within the 'Edirfing Subcommittee with respect
to the costs of Pension Plans (proposed ASPR 15-204. Z(q))
This is discussed in paragraph 3.C. below.

2. In addition to the foregoing there are certain other matters which the
members of the Subcommittee wish to bring to the attention of the ASPR
Committee. These matters are discussed in paragraphs 4 and 5 below.
They do not necessarily require resolution by the ASPR Committee prior
to reproducing the edited Part,

3. The matters requiring consideration by the ASPR Committee prior to

- reproducing the edited Part are discussed under A, B, and C of this para-
graph. It should be noted that the numbering of the edited Part is entirely
different from that in the draft for editing. For convenience of reference,
the heading for each comment in this paragraph, as well as elsewhere in
this report, sets forth the number of the applicable paragraph and sub-
paragraph in the edited Part followed by brackets contammg the corres-
ponding number in the draft for editing.



A.

B.

Material and Supply Costs - ASPR 15-204. 2(n)({6) /15-204, 21f/

The subject subparagraph as edited provides:

'(6) Costs of material, services, or supplies,
sold or transferred between plants, divisions, or
organizations, under common control, are allowable
only to the extent of the cost to the transferor /, or
the cost to the transferee, or the prices of other sup-

" pliers for the same or substantially similar items,

whichever is lowest;/ provided that, in the case of
any item re gularly—ma,nufa.ctured and sold by any
such transferor through commercial channels, a de-
parture from this cost basis is permissible if the
charge to the contract does not exceed either (i) the
transferor's sales price to its most favored customer
for the same item in like quantity, or (ii) the prices
of other suppliers for the same or substantially

similar items,"

In editing this subparagraph, the Subcommittee has added the
words in brackets at the end of the first sentence in the draft
for editing, immediately following the word ''transferor."

The inclusion of these words presents an addition of substance
which is for consideration by the ASPR Committee

Research and Development Costs - ASPR 15-204. 2(v)(3)

/ 15-204, 34b{ii)/

The subject subparagraph as edited provides:

'""(3) Related research is that type of research which
is directed toward practical application of science, De-
velopment is the systematic use of scientific knowledge
directed.toward the production of useful materials, de-
vices, methods, or processes, exclusive of design, man-
ufacturing, and production engineering (see ASPR 15-204.2
(m)). Costs of a contractor’s independent related research
and development (that which is not sponsored by a contract,
grant, or other arrangement) are ailowable under any cost
type production contract if allocated to all production work
of the contractor; provided the research is related to the
contract product or product line. Such research costs
are unallowable under cost type re search and development
contracts.



From the above, it will be noted that independent related research
and development costs are allowable only if related to the con-
tract product or ''product line", but that such costs must be al-
located '"to all production work of the contractor.'" The Editing
Committee is of the view that the term '"product line' is suscept-
ible of different interpretations and, in the interests of clarity,
suggests that the ASPR Committee give consideration to the use
of more meaningful terminology or to the development of a
precise definition. Also, it appears that the requirement for
allocating related research and development costs to ''all pro-
duction work of the contractor'' may create an inequity. Under
the circumstances, it may be desirable to consider whether

the current requirement for allocation to "all production work

of the contractor" should be revised to require allocation to

all production work in connection with the "product line' as

that term may subsequently be defined or otherwise clarified.

Pension Plans - ASPR 15-204,2(q) /ASPR 15-204.267

The. Chairman and the Army and Air Force members are not
in agreement with respect to the subject paragraph as to the
matters set forth below.

I. Substantive Change. The major difference of opinion
arises over the question whether the edited version of proposed
ASPR 15-204, 2(q)(iii) acceptable to the Army and Air Force
members varies substantively from the corresponding para-
graph /15 204.26d/ of the draft for ed1t1ng. The latter para-
graph provxdes

'"d. In determining the net costs allocable to mili-
tary contracts, consideration will be given to the possi-
bility of future abnormal termination credits or gains
and the effect such credits or gains would have upon
current costs. These termination credits or gains will
arise with respect to individuals for whom current costs
are being incurred by the contractor but whose employ-
ment will terminate before they acquire a vested right to
the benefits purchased or funded by current costs. When
such credits or gains are foreseeable and their worth
can be evaluated with reasonable accuracy, an equitable
adjustment of current costs to give effect to the anticipated
future credits or gains will be made. Such equitable ad-
justment can be accomplished either by discounting the
current costs otherwise allocable or by obtaining realistic

3



recognition in the actuary's calculation of current

costs so that the current costs do, in fact, reflect the
discount for the abnormal termination credits or gains
which are anticipated. However, most often such ab-
normal credits or gains, if foreseeable at all, are not
susceptible of being evaluated at the time of contracting’
because neither the timing nor the severity of the termina-
tion actions will be known. Under these circumstances, .
the Government's interest in such abnormal credits or
gains will be preserved for retrospective evaluation

and accounting, If a contractor has but one or relatively
few Government contracts, an appropriate contractual
provision may be used to preserve the Government's
interest by providing retrospective accounting and any
necessary adjustment to pension plan cost incurred
under the contract. In other cases, where a contractor
is not limited to one or few Government contracts or
there is reasonable probability he will receive follow-on
contracts, a separate contractual ''side' agreement will
be negotiated having application to all pension costs
allowed under contracts with the particular contractor
and provide for an accounting of abnormal credits or
gains, as that term is defined in the agreement, arising
by reason of a cutback or cessation of Government con-
tract work, " o

There is set forth below, as pro