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FAC 2005-06 Correction Summaries 
 
 

 Federal Acquisition Circular (FAC) 2005-06, which was 
published at 70 FR 57448, September 30, 2005, is corrected as 
specified below: 
 
Item I—Information Technology Security (FAR Case 2004-018, 
Correction) 
 
 The definition “Sensitive but unclassified (SBU) 
information” was inadvertently added at FAR 2.101(b).  This 
correction document removes that definition. 
 
Replacement pages:  2.1-11 and 2.1-12. 
  
Item IX—Accounting for Unallowable Costs (FAR Case 2004-006, 
Correction) 
  

Section 31.201-6 is corrected in the introductory text of 
paragraph (c)(2) by removing the references “(c)(1)(i), 
(c)(1)(ii), and (c)(1)(iii)” and adding “(c)(2)(i), (c)(2)(ii), 
and (c)(2)(iii)” in its place. 

 
Replacement pages:  31.2-1 and 31.2-2. 
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FAC 2005-06 CORRECTION 
FILING INSTRUCTIONS 

 
NOTE:  The FAR is now segmented by subparts.  The FAR page 
numbers reflect FAR Subparts.  For example, “2.1-11” is page 11 
of Subpart 2.1.  
 
 
Remove Pages  Insert Pages 
 
2.1-11 and 2.1-12 2.1-11 and 2.1-12 
 
31.2-1 and 31.2-2 31.2-1 and 31.2-2 
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SUBPART 2.1—DEFINITIONS 2.101

(FAC 2005–06 Correction)
 2.1-11
“Ozone-depleting substance” means any substance the
Environmental Protection Agency designates in
40 CFR Part 82 as—

(1) Class I, including, but not limited to, chlorofluoro-
carbons, halons, carbon tetrachloride, and methyl chloroform;
or

(2) Class II, including, but not limited to,
hydrochlorofluorocarbons.

“Partial termination” means the termination of a part, but
not all, of the work that has not been completed and accepted
under a contract.

“Performance-based contracting” means structuring all
aspects of an acquisition around the purpose of the work to be
performed with the contract requirements set forth in clear,
specific, and objective terms with measurable outcomes as
opposed to either the manner by which the work is to be per-
formed or broad and imprecise statements of work.

“Personal property” means property of any kind or interest
in it except real property, records of the Federal Government,
and naval vessels of the following categories:

(1) Battleships;
(2) Cruisers;
(3) Aircraft carriers;
(4) Destroyers; and
(5) Submarines.

“Personal services contract” means a contract that, by its
express terms or as administered, makes the contractor per-
sonnel appear to be, in effect, Government employees (see
37.104).

“Plant clearance officer” means an authorized representa-
tive of the contracting officer appointed to disposition prop-
erty accountable under Government contracts.

“Pollution prevention” means any practice that—
(1)(i) Reduces the amount of any hazardous substance,

pollutant, or contaminant entering any waste stream or other-
wise released into the environment (including fugitive emis-
sions) prior to recycling, treatment, or disposal; and

(ii) Reduces the hazards to public health and the
environment associated with the release of such substances,
pollutants, and contaminants;

(2) Reduces or eliminates the creation of pollutants
through increased efficiency in the use of raw materials,
energy, water, or other resources; or

(3) Protects natural resources by conservation.
“Power of attorney” means the authority given one person

or corporation to act for and obligate another, as specified in
the instrument creating the power; in corporate suretyship, an
instrument under seal that appoints an attorney-in-fact to act
in behalf of a surety company in signing bonds (see also
“attorney-in-fact” at 28.001).

“Preaward survey” means an evaluation of a prospective
contractor’s capability to perform a proposed contract.

“Preponderance of the evidence” means proof by informa-
tion that, compared with that opposing it, leads to the conclu-
sion that the fact at issue is more probably true than not.

“Pricing” means the process of establishing a reasonable
amount or amounts to be paid for supplies or services.

“Procurement” (see “acquisition”).
“Procuring activity” means a component of an executive

agency having a significant acquisition function and desig-
nated as such by the head of the agency. Unless agency regu-
lations specify otherwise, the term “procuring activity” is
synonymous with “contracting activity.”

“Projected average loss” means the estimated long-term
average loss per period for periods of comparable exposure to
risk of loss.

“Proper invoice” means an invoice that meets the mini-
mum standards specified in 32.905(b).

“Purchase order,” when issued by the Government, means
an offer by the Government to buy supplies or services,
including construction and research and development, upon
specified terms and conditions, using simplified acquisition
procedures.

“Qualification requirement” means a Government require-
ment for testing or other quality assurance demonstration that
must be completed before award of a contract.

“Qualified products list (QPL)” means a list of products
that have been examined, tested, and have satisfied all appli-
cable qualification requirements.

“Receiving report” means written evidence that indicates
Government acceptance of supplies delivered or services per-
formed (see Subpart 46.6). Receiving reports must meet the
requirements of 32.905(c).

“Recovered material” means waste materials and by-prod-
ucts recovered or diverted from solid waste, but the term does
not include those materials and by-products generated from,
and commonly reused within, an original manufacturing pro-
cess. For use in Subpart 11.3 for paper and paper products, see
the definition at 11.301.

“Registered in the CCR database” means that—
(1) The contractor has entered all mandatory informa-

tion, including the DUNS number or the DUNS+4 number,
into the CCR database; and

(2) The Government has validated mandatory data
fields and has marked the record “Active.”

“Renewable energy” means energy produced by solar,
wind, geothermal, and biomass power.

“Renewable energy technology” means—
(1) Technologies that use renewable energy to provide

light, heat, cooling, or mechanical or electrical energy for use
in facilities or other activities; or

(2) The use of integrated whole-building designs that
rely upon renewable energy resources, including passive solar
design.



2.101 FEDERAL ACQUISITION REGULATION

FAC 2005–06 CORRECTION NOVEMBER 14, 2005
2.1-12
“Residual value” means the proceeds, less removal and
disposal costs, if any, realized upon disposition of a tangible
capital asset. It usually is measured by the net proceeds from
the sale or other disposition of the asset, or its fair value if the
asset is traded in on another asset. The estimated residual
value is a current forecast of the residual value.

“Responsible audit agency” means the agency that is
responsible for performing all required contract audit services
at a business unit.

“Responsible prospective contractor” means a contractor
that meets the standards in 9.104.

“Scrap” means personal property that has no value except
its basic metallic, mineral, or organic content.

“Segment” means one of two or more divisions, product
departments, plants, or other subdivisions of an organization
reporting directly to a home office, usually identified with
responsibility for profit and/or producing a product or service.
The term includes—

(1) Government-owned contractor-operated (GOCO)
facilities; and

(2) Joint ventures and subsidiaries (domestic and for-
eign) in which the organization has—

(i) A majority ownership; or
(ii) Less than a majority ownership, but over which

it exercises control.
“Self-insurance” means the assumption or retention of the

risk of loss by the contractor, whether voluntarily or involun-
tarily. Self-insurance includes the deductible portion of pur-
chased insurance.

“Senior procurement executive” means the individual
appointed pursuant to section 16(3) of the Office of Federal
Procurement Policy Act (41 U.S.C. 414(3)) who is responsi-
ble for management direction of the acquisition system of the
executive agency, including implementation of the unique
acquisition policies, regulations, and standards of the execu-
tive agency.

“Service-disabled veteran-owned small business
concern”—

(1) Means a small business concern—
(i) Not less than 51 percent of which is owned by one

or more service-disabled veterans or, in the case of any pub-
licly owned business, not less than 51 percent of the stock of
which is owned by one or more service-disabled veterans; and

(ii) The management and daily business operations
of which are controlled by one or more service-disabled vet-
erans or, in the case of a service-disabled veteran with perma-
nent and severe disability, the spouse or permanent caregiver
of such veteran.

(2) Service-disabled veteran means a veteran, as
defined in 38 U.S.C. 101(2), with a disability that is service-
connected, as defined in 38 U.S.C. 101(16).

“Shall” means the imperative.
“Shipment” means freight transported or to be transported.
“Shop drawings” means drawings submitted by the con-

struction contractor or a subcontractor at any tier or required
under a construction contract, showing in detail either or both
of the following:

(1) The proposed fabrication and assembly of structural
elements.

(2) The installation (i.e., form, fit, and attachment
details) of materials or equipment.

“Should” means an expected course of action or policy that
is to be followed unless inappropriate for a particular
circumstance.

“Signature” or “signed” means the discrete, verifiable
symbol of an individual that, when affixed to a writing with
the knowledge and consent of the individual, indicates a
present intention to authenticate the writing. This includes
electronic symbols.

“Simplified acquisition procedures” means the methods
prescribed in Part 13 for making purchases of supplies or
services.

“Simplified acquisition threshold” means $100,000,
except for acquisitions of supplies or services that, as deter-
mined by the head of the agency, are to be used to support a
contingency operation or to facilitate defense against or
recovery from nuclear, biological, chemical, or radiological
attack (41 U.S.C. 428a), the term means—

(1) $250,000 for any contract to be awarded and per-
formed, or purchase to be made, inside the United States;
and

(2) $1 million for any contract to be awarded and per-
formed, or purchase to be made, outside the United States.

“Single, Governmentwide point of entry,” means the one
point of entry to be designated by the Administrator of OFPP
that will allow the private sector to electronically access pro-
curement opportunities Governmentwide.

“Small business subcontractor” means a concern, includ-
ing affiliates, that for subcontracts valued at—

(1) $10,000 or less, does not have more than
500 employees; and

(2) More than $10,000, does not have employees or
average annual receipts exceeding the size standard in
13 CFR Part 121 (see 19.102) for the product or service it is
providing on the subcontract.



SUBPART 31.2—CONTRACTS WITH COMMERCIAL ORGANIZATIONS 31.201-5

(FAC 2005–06 Correction)
 31.2-1
Subpart 31.2—Contracts with Commercial 
Organizations

31.201 General.

31.201-1 Composition of total cost.
(a) The total cost, including standard costs properly

adjusted for applicable variances, of a contract is the sum of
the direct and indirect costs allocable to the contract, incurred
or to be incurred, plus any allocable cost of money pursuant
to 31.205-10, less any allocable credits. In ascertaining what
constitutes a cost, any generally accepted method of determin-
ing or estimating costs that is equitable and is consistently
applied may be used.

(b) While the total cost of a contract includes all costs prop-
erly allocable to the contract, the allowable costs to the Gov-
ernment are limited to those allocable costs which are
allowable pursuant to Part 31 and applicable agency
supplements.

31.201-2 Determining allowability.
(a) A cost is allowable only when the cost complies with

all of the following requirements:
(1) Reasonableness.
(2) Allocability.
(3) Standards promulgated by the CAS Board, if appli-

cable, otherwise, generally accepted accounting principles
and practices appropriate to the circumstances.

(4) Terms of the contract.
(5) Any limitations set forth in this subpart.

(b) Certain cost principles in this subpart incorporate the
measurement, assignment, and allocability rules of selected
CAS and limit the allowability of costs to the amounts deter-
mined using the criteria in those selected standards. Only
those CAS or portions of standards specifically made appli-
cable by the cost principles in this subpart are mandatory
unless the contract is CAS-covered (see Part 30). Business
units that are not otherwise subject to these standards under a
CAS clause are subject to the selected standards only for the
purpose of determining allowability of costs on Government
contracts. Including the selected standards in the cost princi-
ples does not subject the business unit to any other CAS rules
and regulations. The applicability of the CAS rules and regu-
lations is determined by the CAS clause, if any, in the contract
and the requirements of the standards themselves.

(c) When contractor accounting practices are inconsistent
with this Subpart 31.2, costs resulting from such inconsistent
practices in excess of the amount that would have resulted
from using practices consistent with this subpart are
unallowable.

(d) A contractor is responsible for accounting for costs
appropriately and for maintaining records, including support-

ing documentation, adequate to demonstrate that costs
claimed have been incurred, are allocable to the contract, and
comply with applicable cost principles in this subpart and
agency supplements. The contracting officer may disallow all
or part of a claimed cost that is inadequately supported.

31.201-3 Determining reasonableness.
(a) A cost is reasonable if, in its nature and amount, it does

not exceed that which would be incurred by a prudent person
in the conduct of competitive business. Reasonableness of
specific costs must be examined with particular care in con-
nection with firms or their separate divisions that may not be
subject to effective competitive restraints. No presumption of
reasonableness shall be attached to the incurrence of costs by
a contractor. If an initial review of the facts results in a chal-
lenge of a specific cost by the contracting officer or the con-
tracting officer’s representative, the burden of proof shall be
upon the contractor to establish that such cost is reasonable.

(b) What is reasonable depends upon a variety of consid-
erations and circumstances, including—

(1) Whether it is the type of cost generally recognized
as ordinary and necessary for the conduct of the contractor’s
business or the contract performance;

(2) Generally accepted sound business practices, arm’s-
length bargaining, and Federal and State laws and regulations;

(3) The contractor’s responsibilities to the Government,
other customers, the owners of the business, employees, and
the public at large; and

(4) Any significant deviations from the contractor’s
established practices.

31.201-4 Determining allocability.
A cost is allocable if it is assignable or chargeable to one

or more cost objectives on the basis of relative benefits
received or other equitable relationship. Subject to the fore-
going, a cost is allocable to a Government contract if it—

(a) Is incurred specifically for the contract;
(b) Benefits both the contract and other work, and can be

distributed to them in reasonable proportion to the benefits
received; or

(c) Is necessary to the overall operation of the business,
although a direct relationship to any particular cost objective
cannot be shown.

31.201-5 Credits.
The applicable portion of any income, rebate, allowance,

or other credit relating to any allowable cost and received by
or accruing to the contractor shall be credited to the Govern-
ment either as a cost reduction or by cash refund. See
31.205-6(j)(4) for rules governing refund or credit to the Gov-
ernment associated with pension adjustments and asset
reversions.
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31.2-2
31.201-6 Accounting for unallowable costs.
(a) Costs that are expressly unallowable or mutually agreed

to be unallowable, including mutually agreed to be unallow-
able directly associated costs, shall be identified and excluded
from any billing, claim, or proposal applicable to a Govern-
ment contract. A directly associated cost is any cost that is
generated solely as a result of incurring another cost, and that
would not have been incurred had the other cost not been
incurred. When an unallowable cost is incurred, its directly
associated costs are also unallowable.

(b) Costs that specifically become designated as unallow-
able or as unallowable directly associated costs of unallow-
able costs as a result of a written decision furnished by a
contracting officer shall be identified if included in or used in
computing any billing, claim, or proposal applicable to a Gov-
ernment contract. This identification requirement applies also
to any costs incurred for the same purpose under like circum-
stances as the costs specifically identified as unallowable
under either this paragraph or paragraph (a) of this subsection.

(c)(1) The practices for accounting for and presentation of
unallowable costs must be those described in 48 CFR
9904.405, Accounting for Unallowable Costs.

(2) Statistical sampling is an acceptable practice for
contractors to follow in accounting for and presenting unal-
lowable costs provided the criteria in paragraphs (c)(2)(i),
(c)(2)(ii), and (c)(2)(iii) of this subsection are met:

(i) The statistical sampling results in an unbiased
sample that is a reasonable representation of the sampling uni-
verse.

(ii) Any large dollar value or high risk transaction is
separately reviewed for unallowable costs and excluded from
the sampling process.

(iii) The statistical sampling permits audit verifica-
tion.

(3) For any indirect cost in the selected sample that is
subject to the penalty provisions at 42.709, the amount pro-
jected to the sampling universe from that sampled cost is also
subject to the same penalty provisions.

(4) Use of statistical sampling methods for identifying
and segregating unallowable costs should be the subject of an
advance agreement under the provisions of 31.109 between
the contractor and the cognizant administrative contracting
officer or Federal official.  The advance agreement should
specify the basic characteristics of the sampling process.  The
cognizant administrative contracting officer or Federal offi-
cial shall request input from the cognizant auditor before
entering into any such agreements.

(5) In the absence of an advance agreement, if an initial
review of the facts results in a challenge of the statistical sam-
pling methods by the contracting officer or the contracting
officer’s representative, the burden of proof shall be on the
contractor to establish that such a method meets the criteria in
paragraph (c)(2) of this subsection.

(d) If a directly associated cost is included in a cost pool
that is allocated over a base that includes the unallowable cost
with which it is associated, the directly associated cost shall
remain in the cost pool. Since the unallowable costs will
attract their allocable share of costs from the cost pool, no fur-
ther action is required to assure disallowance of the directly
associated costs. In all other cases, the directly associated
costs, if material in amount, must be purged from the cost pool
as unallowable costs.

(e)(1) In determining the materiality of a directly associ-
ated cost, consideration should be given to the significance
of—

(i) The actual dollar amount,
(ii) The cumulative effect of all directly associated

costs in a cost pool, and
(iii) The ultimate effect on the cost of Government

contracts.
(2) Salary expenses of employees who participate in

activities that generate unallowable costs shall be treated as
directly associated costs to the extent of the time spent on the
proscribed activity, provided the costs are material in accor-
dance with paragraph (e)(1) of this subsection (except when
such salary expenses are, themselves, unallowable). The time
spent in proscribed activities should be compared to total time
spent on company activities to determine if the costs are mate-
rial. Time spent by employees outside the normal working
hours should not be considered except when it is evident that
an employee engages so frequently in company activities dur-
ing periods outside normal working hours as to indicate that
such activities are a part of the employee’s regular duties.

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

31.201-7 Construction and architect-engineer contracts.
Specific principles and procedures for evaluating and

determining costs in connection with contracts and subcon-
tracts for construction, and architect-engineer contracts
related to construction projects, are in 31.105. The applicabil-
ity of these principles and procedures is set forth in 31.000 and
31.100.

31.202 Direct costs.
(a) No final cost objective shall have allocated to it as a

direct cost any cost, if other costs incurred for the same pur-
pose in like circumstances have been included in any indirect
cost pool to be allocated to that or any other final cost objec-
tive. Direct costs of the contract shall be charged directly to
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