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Federal Acquisition Regulation 31.203

31.201–7 Construction and architect-
engineer contracts. 

Specific principles and procedures for 
evaluating and determining costs in 
connection with contracts and sub-
contracts for construction, and archi-
tect-engineer contracts related to con-
struction projects, are in 31.105. The 
applicability of these principles and 
procedures is set forth in 31.000 and 
31.100.

31.202 Direct costs. 
(a) A direct cost is any cost that can 

be identified specifically with a par-
ticular final cost objective. No final 
cost objective shall have allocated to it 
as a direct cost any cost, if other costs 
incurred for the same purpose in like 
circumstances have been included in 
any indirect cost pool to be allocated 
to that or any other final cost objec-
tive. Costs identified specifically with 
the contract are direct costs of the 
contract and are to be charged directly 
to the contract. All costs specifically 
identified with other final cost objec-
tives of the contractor are direct costs 
of those cost objectives and are not to 
be charged to the contract directly or 
indirectly. 

(b) For reasons of practicality, any 
direct cost of minor dollar amount may 
be treated as an indirect cost if the ac-
counting treatment— 

(1) Is consistently applied to all final 
cost objectives; and 

(2) Produces substantially the same 
results as treating the cost as a direct 
cost.

31.203 Indirect costs. 
(a) An indirect cost is any cost not 

directly identified with a single, final 
cost objective, but identified with two 
or more final cost objectives or an in-
termediate cost objective. It is not sub-
ject to treatment as a direct cost. 
After direct costs have been deter-
mined and charged directly to the con-
tract or other work, indirect costs are 
those remaining to be allocated to the 
several cost objectives. An indirect 
cost shall not be allocated to a final 
cost objective if other costs incurred 
for the same purpose in like cir-
cumstances have been included as a di-
rect cost of that or any other final cost 
objective. 

(b) Indirect costs shall be accumu-
lated by logical cost groupings with 
due consideration of the reasons for in-
curring such costs. Each grouping 
should be determined so as to permit 
distribution of the grouping on the 
basis of the benefits accruing to the 
several cost objectives. Commonly, 
manufacturing overhead, selling ex-
penses, and general and administrative 
(G&A) expenses are separately grouped. 
Similarly, the particular case may re-
quire subdivision of these groupings, 
e.g., building occupancy costs might be 
separable from those of personnel ad-
ministration within the manufacturing 
overhead group. This necessitates se-
lecting a distribution base common to 
all cost objectives to which the group-
ing is to be allocated. The base should 
be selected so as to permit allocation 
of the grouping on the basis of the ben-
efits accruing to the several cost objec-
tives. When substantially the same re-
sults can be achieved through less pre-
cise methods, the number and composi-
tion of cost groupings should be gov-
erned by practical considerations and 
should not unduly complicate the allo-
cation. 

(c) Once an appropriate base for dis-
tributing indirect costs has been ac-
cepted, it shall not be fragmented by 
removing individual elements. All 
items properly includable in an indi-
rect cost base should bear a pro rata 
share of indirect costs irrespective of 
their acceptance as Government con-
tract costs. For example, when a cost 
input base is used for the distribution 
of G&A costs, all items that would 
properly be part of the cost input base, 
whether allowable or unallowable, 
shall be included in the base and bear 
their pro rata share of G&A costs. 

(d) The contractor’s method of allo-
cating indirect costs shall be in accord-
ance with standards promulgated by 
the CAS Board, if applicable to the 
contract; otherwise, the method shall 
be in accordance with generally accept-
ed accounting principles which are con-
sistently applied. The method may re-
quire examination when— 

(1) Substantial differences occur be-
tween the cost patterns of work under 
the contract and the contractor’s other 
work; 
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