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(2) Significant changes occur in the 
nature of the business, the extent of 
subcontracting, fixed-asset improve-
ment programs, inventories, the vol-
ume of sales and production, manufac-
turing processes, the contractor’s prod-
ucts, or other relevant circumstances; 
or 

(3) Indirect cost groupings developed 
for a contractor’s primary location are 
applied to offsite locations. Separate 
cost groupings for costs allocable to 
offsite locations may be necessary to 
permit equitable distribution of costs 
on the basis of the benefits accruing to 
the several cost objectives. 

(e) A base period for allocating indi-
rect costs is the cost accounting period 
during which such costs are incurred 
and accumulated for distribution to 
work performed in that period. The cri-
teria and guidance in 48 CFR 9904.406 
for selecting the cost accounting peri-
ods to be used in allocating indirect 
costs are incorporated herein for appli-
cation to contracts subject to full CAS 
coverage. For contracts subject to 
modified CAS coverage and for non-
CAS-covered contracts, the base period 
for allocating indirect costs will nor-
mally be the contractor’s fiscal year. 
But a shorter period may be appro-
priate (1) for contracts in which per-
formance involves only a minor portion 
of the fiscal year, or (2) when it is gen-
eral practice in the industry to use a 
shorter period. When a contract is per-
formed over an extended period, as 
many base periods shall be used as are 
required to represent the period of con-
tract performance. 

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

[48 FR 42301, Sept. 19, 1983, as amended at 57 
FR 39590, Aug. 31, 1992]

31.204 Application of principles and 
procedures. 

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

(b) Costs incurred as reimbursements 
or payments to a subcontractor under 
a cost-reimbursement, fixed-price in-
centive, or price redeterminable type 
subcontract of any tier above the first 
firm-fixed-price subcontract or fixed-
price subcontract with economic price 
adjustment provisions are allowable to 
the extent that allowance is consistent 
with the appropriate subpart of this 
part 31 applicable to the subcontract 
involved. Costs incurred as payments 
under firm-fixed-price subcontracts or 
fixed-price subcontracts with economic 
price adjustment provisions or modi-
fications thereto, when cost analysis 
was performed under 15.404–1(c), shall 
be allowable only to the extent that 
the price was negotiated in accordance 
with 31.102. 

(c) Section 31.205 does not cover 
every element of cost. Failure to in-
clude any item of cost does not imply 
that it is either allowable or unallow-
able. The determination of allowability 
shall be based on the principles and 
standards in this subpart and the treat-
ment of similar or related selected 
items. When more than one subsection 
in 31.205 is relevant to a contractor 
cost, the cost shall be apportioned 
among the applicable subsections, and 
the determination of allowability of 
each portion shall be based on the guid-
ance contained in the applicable sub-
section. When a cost, to which more 
than one subsection in 31.205 is rel-
evant, cannot be apportioned, the de-
termination of allowability shall be 
based on the guidance contained in the 
subsection that most specifically deals 
with, or best captures the essential na-
ture of, the cost at issue. 

[48 FR 42301, Sept. 19, 1983, as amended at 53 
FR 17858, May 18, 1988; 62 FR 51271, Sept. 30, 
1997]
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