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(i) Losses from operating food and 
dormitory services are allowable only 
if the contractor’s objective is to oper-
ate such services on a break-even basis. 

(ii) Losses sustained because food 
services or lodging accommodations 
are furnished without charge or at 
prices or rates which obviously would 
not be conducive to the accomplish-
ment of the objective in paragraph 
(d)(1)(i) of this subsection are not al-
lowable, except as described in para-
graph (d)(1)(iii) of this subsection. 

(iii) A loss may be allowed to the ex-
tent that the contractor can dem-
onstrate that unusual circumstances 
exist 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. The following are ex-
amples of unusual circumstances: 

(A) The contractor must provide food 
or dormitory services at remote loca-
tions where adequate commercial fa-
cilities are not reasonably available. 

(B) The contractor’s charged (but un-
productive) labor costs would be exces-
sive if the services were not available. 

(C) If cessation or reduction of food 
or dormitory operations will not other-
wise yield net cost savings. 

(2) Costs of food and dormitory serv-
ices shall include an allocable share of 
indirect expenses pertaining 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, are allowable only to 
the extent that the contractor dem-
onstrates that an equivalent amount of 
the costs incurred by the employee or-
ganization would be allowable if di-
rectly incurred by the contractor. 

[60 FR 42662, Aug. 16, 1995, as amended at 68 
FR 56688, Oct. 1, 2003] 

31.205–14 Entertainment costs. 
Costs of amusement, diversions, so-

cial activities, and any directly associ-
ated costs such as tickets to shows or 
sports events, meals, lodging, rentals, 
transportation, and gratuities are un-
allowable. Costs made specifically un-
allowable under this cost principle are 
not allowable under any other cost 
principle. Costs of membership in so-
cial, dining, or country clubs or other 
organizations having the same pur-
poses are also unallowable, regardless 
of whether the cost is reported as tax-
able income to the employees. 

[60 FR 42663, Aug. 16, 1995] 

31.205–15 Fines, penalties, and 
mischarging costs. 

(a) Costs of fines and penalties result-
ing from violations of, or failure of the 
contractor to comply with, Federal, 
State, local, or foreign laws and regula-
tions, are unallowable except when in-
curred as a result of compliance with 
specific terms and conditions of the 
contract or written instructions from 
the contracting officer. 

(b) Costs incurred in connection with, 
or related to, the mischarging of costs 
on Government contracts are unallow-
able when the costs are caused by, or 
result from, alteration or destruction 
of records, or other false or improper 
charging or recording of costs. Such 
costs include those incurred to meas-
ure or otherwise determine the mag-
nitude of the improper charging, and 
costs incurred to remedy or correct the 
mischarging, such as costs to rescreen 
and reconstruct records. 

[51 FR 12301, Apr. 9, 1986, as amended at 54 
FR 13024, Mar. 29, 1989; 55 FR 52793, Dec. 21, 
1990] 

31.205–16 Gains and losses on disposi-
tion or impairment of depreciable 
property or other capital assets. 

(a) Gains and losses from the sale, re-
tirement, or other disposition (but see 
31.205–19) of depreciable property shall 
be included in the year in which they 
occur as credits or charges to the cost 
grouping(s) in which the depreciation 
or amortization applicable to those as-
sets was included (but see paragraph (f) 
of this subsection). However, no gain or 
loss shall be recognized as a result of 
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the transfer of assets in a business 
combination (see 31.205–52). 

(b) Notwithstanding the provisions in 
paragraph (c) of this subsection, when 
costs of depreciable property are sub-
ject to the sale and leaseback limita-
tions in 31.205–11(h)(1) or 31.205– 
36(b)(2)— 

(1) The gain or loss is the difference 
between the net amount realized and 
the undepreciated balance of the asset 
on the date the contractor becomes a 
lessee; and 

(2) When the application of (b)(1) of 
this subsection results in a loss— 

(i) The allowable portion of the loss 
is zero if the fair market value exceeds 
the undepreciated balance of the asset 
on the date the contractor becomes a 
lessee; and 

(ii) The allowable portion of the loss 
is limited to the difference between the 
fair market value and the 
undepreciated balance of the asset on 
the date the contractor becomes a les-
see if the fair market value is less than 
the undepreciated balance of the asset 
on the date the contractor becomes a 
lessee. 

(c) Gains and losses on disposition of 
tangible capital assets, including those 
acquired under capital leases (see 
31.205–11(h), shall be considered as ad-
justments of depreciation costs pre-
viously recognized. The gain or loss for 
each asset disposed of is the difference 
between the net amount realized, in-
cluding insurance proceeds from invol-
untary conversions, and its 
undepreciated balance. The gain recog-
nized for contract costing purposes 
shall be limited to the difference be-
tween the acquisition cost (or for as-
sets acquired under a capital lease, the 
value at which the leased asset is cap-
italized) of the asset and its 
undepreciated balance (except see sub-
divisions (c)(2)(i) or (ii) below). 

(d) The gain recognized for contract 
costing purposes shall be limited to the 
difference between the acquisition cost 
(or for assets acquired under a capital 
lease, the value at which the leased 
asset is capitalized) of the asset and its 
undepreciated balance (except see para-
graphs (e)(2)(i) or (ii) of this sub-
section). 

(e) Special considerations apply to an 
involuntary conversion which occurs 

when a contractor’s property is de-
stroyed by events over which the owner 
has no control, such as fire, windstorm, 
flood, accident, theft, etc., and an in-
surance award is recovered. The fol-
lowing govern involuntary conversions: 

(1) When there is a cash award and 
the converted asset is not replaced, 
gain or loss shall be recognized in the 
period of disposition. The gain recog-
nized for contract costing purposes 
shall be limited to the difference be-
tween the acquisition cost of the asset 
and its undepreciated balance. 

(2) When the converted asset is re-
placed, the contractor shall either— 

(i) Adjust the depreciable basis of the 
new asset by the amount of the total 
realized gain or loss; or 

(ii) Recognize the gain or loss in the 
period of disposition, in which case the 
Government shall participate to the 
same extent as outlined in paragraph 
(e)(1) of this subsection. 

(f) Gains and losses on the disposition 
of depreciable property shall not be 
recognized as a separate charge or 
credit when— 

(1) Gains and losses are processed 
through the depreciation reserve ac-
count and reflected in the depreciation 
allowable under 31.205–11; or 

(2) The property is exchanged as part 
of the purchase price of a similar item, 
and the gain or loss is taken into con-
sideration in the depreciation cost 
basis of the new item. 

(g) Gains and losses arising from 
mass or extraordinary sales, retire-
ments, or other disposition other than 
through business combinations shall be 
considered on a case-by-case basis. 

(h) Gains and losses of any nature 
arising from the sale or exchange of 
capital assets other than depreciable 
property shall be excluded in com-
puting contract costs. 

(i) With respect to long-lived tangible 
and identifiable intangible assets held 
for use, no loss shall be allowed for a 
write-down from carrying value to fair 
value as a result of impairments caused 
by events or changes in circumstances 
(e.g., environmental damage, idle fa-
cilities arising from a declining busi-
ness base, etc.). If depreciable property 
or other capital assets have been writ-
ten down from carrying value to fair 
value due to impairments, gains or 
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losses upon disposition shall be the 
amounts that would have been allowed 
had the assets not been written down. 

[48 FR 42301, Sept. 19, 1983, as amended at 55 
FR 25530, June 21, 1990; 60 FR 64255, Dec. 14, 
1995; 61 FR 67424, Dec. 20, 1996; 68 FR 69248, 
Dec. 11, 2003; 70 FR 33675, June 8, 2005; 71 FR 
36941, June 28, 2006] 

31.205–17 Idle facilities and idle capac-
ity costs. 

(a) Definitions. As used in this sub-
section— 

Costs of idle facilities or idle capacity 
means costs such as maintenance, re-
pair, housing, rent, and other related 
costs; e.g., property taxes, insurance, 
and depreciation. 

Facilities means plant or any portion 
thereof (including land integral to the 
operation), equipment, individually or 
collectively, or any other tangible cap-
ital asset, wherever located, and 
whether owned or leased by the con-
tractor. 

Idle capacity means the unused capac-
ity of partially used facilities. It is the 
difference between that which a facil-
ity could achieve under 100 percent op-
erating time on a one-shift basis, less 
operating interruptions resulting from 
time lost for repairs, setups, unsatis-
factory materials, and other normal 
delays, and the extent to which the fa-
cility was actually used to meet de-
mands during the accounting period. A 
multiple-shift basis may be used in the 
calculation instead of a one-shift basis 
if it can be shown that this amount of 
usage could normally be expected for 
the type of facility involved. 

Idle facilities means completely un-
used facilities that are excess to the 
contractor’s current needs. 

(b) The costs of idle facilities are un-
allowable unless the facilities— 

(1) Are necessary to meet fluctua-
tions in workload; or 

(2) Were necessary when acquired and 
are now idle because of changes in re-
quirements, production economies, re-
organization, termination, or other 
causes which could not have been rea-
sonably foreseen. (Costs of idle facili-
ties are allowable for a reasonable pe-
riod, ordinarily not to exceed 1 year, 
depending upon the initiative taken to 
use, lease, or dispose of the idle facili-
ties (but see 31.205–42)). 

(c) Costs of idle capacity are costs of 
doing business and are a factor in the 
normal fluctuations of usage or over-
head rates from period to period. Such 
costs are allowable provided the capac-
ity is necessary or was originally rea-
sonable and is not subject to reduction 
or elimination by subletting, renting, 
or sale, in accordance with sound busi-
ness, economics, or security practices. 
Widespread idle capacity throughout 
an entire plant or among a group of as-
sets having substantially the same 
function may be idle facilities. 

(d) Any costs to be paid directly by 
the Government for idle facilities or 
idle capacity reserved for defense mobi-
lization production shall be the subject 
of a separate agreement. 

[48 FR 42301, Sept. 19, 1983, as amended at 66 
FR 2131, Jan. 10, 2001; 67 FR 6120, Feb. 8, 2002] 

31.205–18 Independent research and 
development and bid and proposal 
costs. 

(a) Definitions. As used in this sub-
section— 

Applied research means that effort 
which (1) normally follows basic re-
search, but may not be severable from 
the related basic research, (2) attempts 
to determine and exploit the potential 
of scientific discoveries or improve-
ments in technology, materials, proc-
esses, methods, devices, or techniques, 
and (3) attempts to advance the state 
of the art. Applied research does not 
include efforts whose principal aim is 
design, development, or test of specific 
items or services to be considered for 
sale; these efforts are within the defini-
tion of the term development, defined in 
this subsection. 

Basic research, (See 2.101). 
Bid and proposal (B&P) costs means 

the costs incurred in preparing, sub-
mitting, and supporting bids and pro-
posals (whether or not solicited) on po-
tential Government or non-Govern-
ment contracts. The term does not in-
clude the costs of effort sponsored by a 
grant or cooperative agreement, or re-
quired in the performance of a con-
tract. 

Company means all divisions, subsidi-
aries, and affiliates of the contractor 
under common control. 

Development means the systematic 
use, under whatever name, of scientific 
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