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31.205–11 Depreciation. 
(a) Depreciation is a charge to cur-

rent operations which distributes the 
cost of a tangible capital asset, less es-
timated residual value, over the esti-
mated useful life of the asset in a sys-
tematic and logical manner. It does not 
involve a process of valuation. Useful 
life refers to the prospective period of 
economic usefulness in a particular 
contractor’s operations as distin-
guished from physical life; it is evi-
denced by the actual or estimated re-
tirement and replacement practice of 
the contractor. 

(b) Contractors having contracts sub-
ject to 48 CFR 9904.409, Depreciation of 
Tangible Capital Assets, must adhere 
to the requirement of that standard for 
all fully CAS-covered contracts and 
may elect to adopt the standard for all 
other contracts. All requirements of 48 
CFR 9904.409 are applicable if the elec-
tion is made, and its requirements su-
persede any conflicting requirements 
of this cost principle. Once electing to 
adopt 48 CFR 9904.409 for all contracts, 
contractors must continue to follow it 
until notification of final acceptance of 
all deliverable items on all open nego-
tiated Government contracts. Para-
graphs (c) through (e) below apply to 
contracts to which 48 CFR 9904.409 is 
not applied. 

(c) Normal depreciation on a contrac-
tor’s plant, equipment, and other cap-
ital facilities is an allowable contract 
cost, if the contractor is able to dem-
onstrate that it is reasonable and allo-
cable (but see paragraph (i) below). 

(d) Depreciation shall be considered 
reasonable if the contractor follows 
policies and procedures that are— 

(1) Consistent with those followed in 
the same cost center for business other 
than Government; 

(2) Reflected in the contractor’s 
books of accounts and financial state-
ments; and 

(3) Both used and acceptable for Fed-
eral income tax purposes. 

(e) When the depreciation reflected 
on a contractor’s books of accounts 
and financial statements differs from 
that used and acceptable for Federal 
income tax purposes, reimbursement 
shall be based on the asset cost amor-
tized over the estimated useful life of 
the property using depreciation meth-

ods (straight line, sum of the years’ 
digits, etc.) acceptable for income tax 
purposes. Allowable depreciation shall 
not exceed the amounts used for book 
and statement purposes and shall be 
determined in a manner consistent 
with the depreciation policies and pro-
cedures followed in the same cost cen-
ter on non-Government business (but 
see paragraph (o) of this subsection). 

(f) Depreciation for reimbursement 
purposes in the case of tax-exempt or-
ganizations shall be determined on the 
basis described in paragraph (e) imme-
diately above. 

(g) Special considerations are re-
quired for assets acquired before the ef-
fective date of this cost principle if, on 
that date, the undepreciated balance of 
these assets resulting from deprecia-
tion policies and procedures used pre-
viously for Government contracts and 
subcontracts is different from the 
undepreciated balance on the books 
and financial statements. The 
undepreciated balance for contract 
cost purposes shall be depreciated over 
the remaining life using the methods 
and lives followed for book purposes. 
The aggregate depreciation of any 
asset allowable after the effective date 
of this 31.205–11 shall not exceed the 
cost basis of the asset less any depre-
ciation allowed or allowable under 
prior acquisition regulations. 

(h) Depreciation should usually be al-
located to the contract and other work 
as an indirect cost. The amount of de-
preciation allowed in any accounting 
period may, consistent with the basic 
objectives in paragraph (a) above, vary 
with volume of production or use of 
multishift operations. 

(i) In the case of emergency facilities 
covered by certificates of necessity, a 
contractor may elect to use normal de-
preciation without requesting a deter-
mination of true depreciation, or may 
elect to use either normal or true depre-
ciation after a determination of true de-
preciation has been made by an Emer-
gency Facilities Depreciation Board 
(EFDB). The method elected must be 
followed consistently thoughout the 
life of the emergency facility. When an 
election is made to use normal depre-
ciation, the criteria in paragraphs (c), 
(d), (e), and (f) above shall apply for 
both the emergency period and the 
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post-emergency period. When an elec-
tion is made to use true depreciation, 
the amount allowable as depreciation— 

(1) With respect to the emergency pe-
riod (five years), shall be computed in 
accordance with the determination of 
the EFDB and allocated rateably over 
the full five year emergency period; 
provided no other allowance is made 
which would duplicate the factors, such 
as extraordinary obsolescence, covered 
by the Board’s determination; and 

(2) After the end of the emergency pe-
riod, shall be computed by distributing 
the remaining undepreciated portion of 
the cost of the emergency facility over 
the balance of its useful life provided 
the remaining undepreciated portion of 
such cost shall not include any amount 
of unrecovered true depreciation.

(j) No depreciation, rental, or use 
charge shall be allowed on property ac-
quired at no cost from the Government 
by the contractor or by any division, 
subsidiary, or affiliate of the con-
tractor under common control. 

(k) The depreciation on any item 
which meets the criteria for allowance 
at a price under 31.205–26(e) may be 
based on that price, provided the same 
policies and procedures are used for 
costing all business of the using divi-
sion, subsidiary, or organization under 
common control. 

(l) No depreciation or rental shall be 
allowed on property fully depreciated 
by the contractor or by any division, 
subsidiary, or affiliate of the con-
tractor under common control. How-
ever, a reasonable charge for using 
fully depreciated property may be 
agreed upon and allowed (but see 
31.109(h)(2)). In determining the charge, 
consideration shall be given to cost, 
total estimated useful life at the time 
of negotiations, effect of any increased 
maintenance charges or decreased effi-
ciency due to age, and the amount of 
depreciation previously charged to 
Government contracts or subcontracts. 

(m) 48 CFR 9904.404, Capitalization of 
Tangible Assets, applies to assets ac-
quired by a capital lease as defined in 
Statement of Financial Accounting 
Standard No. 13 (FAS–13), Accounting 
for Leases, issued by the Financial Ac-
counting Standards Board (FASB). 
Compliance with 48 CFR 9904.404 and 
FAS–13 requires that such leased assets 

(capital leases) be treated as purchased 
assets; i.e., be capitalized and the cap-
italized value of such assets be distrib-
uted over their useful lives as deprecia-
tion charges, or over the leased life as 
amortization charges as appropriate. 
Assets whose leases are classified as 
capital leases under FAS–13 are subject 
to the requirements of 31.205–11 while 
assets acquired under leases classified 
as operating leases are subject to the 
requirements on rental costs in 31.205–
36. The standards of financial account-
ing and reporting prescribed by FAS–13 
are incorporated into this principle and 
shall govern its application, except as 
provided in subparagraphs (1), (2), and 
(3) below. 

(1) Rental costs under a sale and 
leaseback arrangement shall be allow-
able up to the amount that would have 
been allowed had the contractor re-
tained title to the property. 

(2) Capital leases, as defined in FAS–
13, for all real and personal property, 
between any related parties are subject 
to the requirements of this subpara-
graph 31.205–11(m). If it is determined 
that the terms of the lease have been 
significantly affected by the fact that 
the lessee and lessor are related, depre-
ciation charges shall not be allowed in 
excess of those which would have oc-
curred if the lease contained terms 
consistent with those found in a lease 
between unrelated parties. 

(3) Assets acquired under leases that 
the contractor must capitalize under 
FAS–13 shall not be treated as pur-
chased assets for contract purposes if 
the leases are covered by 31.205–36(b)(4). 

(n) Whether or not the contract is 
otherwise subject to CAS, the require-
ments of 31.205–52, which limit the al-
lowability of depreciation, shall be ob-
served. 

(o) In the event of a write-down from 
carrying value to fair value as a result 
of impairments caused by events or 
changes in circumstances, allowable 
depreciation of the impaired assets 
shall be limited to the amounts that 
would have been allowed had the assets 
not been written down (see 31.205–
16(g)). However, this does not preclude 
a change in depreciation resulting from 
other causes such as permissible 
changes in estimates of service life, 
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consumption of services, or residual 
value. 

[48 FR 42301, Sept. 19, 1983, as amended at 55 
FR 25530, June 21, 1990; 57 FR 39591, Aug. 31, 
1992; 60 FR 64255, Dec. 14, 1995; 61 FR 67424, 
Dec. 20, 1996]

31.205–12 Economic planning costs. 
(a) This category includes costs of 

generalized long-range management 
planning that is concerned with the fu-
ture overall development of the con-
tractor’s business and that may take 
into account the eventual possibility of 
economic dislocations or fundamental 
alterations in those markets in which 
the contractor currently does business. 
Economic planning costs do not in-
clude organization or reorganization 
costs covered by 31.205–27. 

(b) Economic planning costs are al-
lowable as indirect costs to be properly 
allocated. 

(c) Research and development and en-
gineering costs designed to lead to new 
products for sale to the general public 
are not allowable under this principle.

31.205–13 Employee morale, health, 
welfare, food service, and dor-
mitory costs and credits. 

(a) Aggregate costs incurred on ac-
tivities designed to improve working 
conditions, employer-employee rela-
tions, employee morale, and employee 
performance (less income generated by 
these activities) are allowable, except 
as limited by paragraphs (b), (c), and 
(d) of this subsection. Some examples 
of allowable activities are house publi-
cations, health clinics, wellness/fitness 
centers, employee counseling services, 
and food and dormitory services, which 
include operating or furnishing facili-
ties for cafeterias, dining rooms, can-
teens, lunch wagons, vending ma-
chines, living accommodations, or 
similar types of services for the con-
tractor’s employees at or near the con-
tractor’s facilities. 

(b) Costs of gifts are unallowable. 
(Gifts do not include awards for per-
formance made pursuant to 31.205–6(f) 
or awards made in recognition of em-
ployee achievements pursuant to an es-
tablished contractor plan or policy.) 

(c) Costs of recreation are unallow-
able, except for the costs of employees’ 
participation in company sponsored 

sports teams or employee organiza-
tions designed to improve company 
loyalty, team work, or physical fitness. 

(d) Losses from operating food and 
dormitory services may be included as 
costs only if the contractor’s objective 
is to operate such services on a break-
even basis. Losses sustained because 
food services or lodging accommoda-
tions are furnished without charge or 
at prices or rates which obviously 
would not be conducive to the accom-
plishment of the above objective are 
not allowable. A loss may be allowed, 
however, to the extent that the con-
tractor can demonstrate that unusual 
circumstances exist (e.g., where the 
contractor must provide food or dor-
mitory services at remote locations 
where adequate commercial facilities 
are not reasonably available; or where 
charged but unproductive labor costs 
would be excessive but for the services 
provided or where cessation or reduc-
tion of food or dormitory operations 
will not otherwise yield net cost sav-
ings) such that even with efficient 
management, operating the services on 
a break-even basis would require charg-
ing inordinately high prices, or prices 
or rates higher than those charged by 
commercial establishments offering 
the same services in the same geo-
graphical areas. Costs of food and dor-
mitory services shall include an allo-
cable share of indirect expenses per-
taining to these activities. 

(e) When the contractor has an ar-
rangement authorizing an employee as-
sociation to provide or operate a serv-
ice, such as vending machines in the 
contractor’s plant, and retain the prof-
its, such profits shall be treated in the 
same manner as if the contractor were 
providing the service (but see para-
graph (f) of this subsection). 

(f) Contributions by the contractor to 
an employee organization, including 
funds from vending machine receipts or 
similar sources, may be included as 
costs incurred under paragraph (a) of 
this subsection only to the extent that 
the contractor demonstrates that an 
equivalent amount of the costs in-
curred by the employee organization 
would be allowable if directly incurred 
by the contractor. 

[60 FR 42662, Aug. 16, 1995]
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