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sales of products normally sold to the 
U.S. Government. 

(3) Costs of sponsoring meetings, con-
ventions, symposia, seminars, and 
other special events when the principal 
purpose of the event is other than dis-
semination of technical information or 
stimulation of production. 

(4) Costs of ceremonies such as (i) 
corporate celebrations and (ii) new 
product announcements. 

(5) Costs of promotional material, 
motion pictures, videotapes, brochures, 
handouts, magazines, and other media 
that are designed to call favorable at-
tention to the contractor and its ac-
tivities. 

(6) Costs of souvenirs, models, im-
printed clothing, buttons, and other 
mementos provided to customers or the 
public. 

(7) Costs of memberships in civic and 
community organizations. 

[51 FR 12298, Apr. 9, 1986, as amended at 53 
FR 12130, Apr. 12, 1988; 53 FR 13274, Apr. 22, 
1988; 54 FR 34755, Aug. 21, 1989; 56 FR 15153, 
Apr. 15, 1991; 60 FR 42660, Aug. 16, 1995; 61 FR 
67423, Dec. 20, 1996; 62 FR 12704, Mar. 17, 1997; 
64 FR 10547, Mar. 4, 1999]

31.205–2 [Reserved]

31.205–3 Bad debts. 
Bad debts, including actual or esti-

mated losses arising from uncollectible 
accounts receivable due from cus-
tomers and other claims, and any di-
rectly associated costs such as collec-
tion costs, and legal costs are unallow-
able.

31.205–4 Bonding costs. 
(a) Bonding costs arise when the Gov-

ernment requires assurance against fi-
nancial loss to itself or others by rea-
son of the act or default of the con-
tractor. They arise also in instances 
where the contractor requires similar 
assurance. Included are such bonds as 
bid, performance, payment, advance 
payment, infringement, and fidelity 
bonds. 

(b) Costs of bonding required pursu-
ant to the terms of the contract are al-
lowable. 

(c) Costs of bonding required by the 
contractor in the general conduct of its 
business are allowable to the extent 
that such bonding is in accordance 

with sound business practice and the 
rates and premiums are reasonable 
under the circumstances.

31.205–5 [Reserved]

31.205–6 Compensation for personal 
services. 

(a) General. Compensation for per-
sonal services includes all remunera-
tion paid currently or accrued, in 
whatever form and whether paid imme-
diately or deferred, for services ren-
dered by employees to the contractor 
during the period of contract perform-
ance (except as otherwise provided for 
in other paragraphs of this subsection). 
It includes, but is not limited to, sala-
ries; wages; directors’ and executive 
committee members’ fees; bonuses (in-
cluding stock bonuses); incentive 
awards; employee stock options, and 
stock appreciation rights; employee 
stock ownership plans; employee insur-
ance; fringe benefits; contributions to 
pension, other postretirement benefits, 
annuity, and employee incentive com-
pensation plans; and allowances for off-
site pay, incentive pay, location allow-
ances, hardship pay, severance pay, and 
cost of living differential. Compensa-
tion for personal services is allowable 
subject to the following general cri-
teria and additional requirements con-
tained in other parts of this cost prin-
ciple: 

(1) Compensation for personal serv-
ices must be for work performed by the 
employee in the current year and must 
not represent a retroactive adjustment 
of prior years’ salaries or wages (but 
see 31.205–6 (g), (h), (j), (k), (m), and (o) 
of this subsection). 

(2) The compensation in total must 
be reasonable for the work performed; 
however, specific restrictions on indi-
vidual compensation elements must be 
observed where they are prescribed. 

(3) The compensation must be based 
upon and conform to the terms and 
conditions of the contractor’s estab-
lished compensation plan or practice 
followed so consistently as to imply, in 
effect, an agreement to make the pay-
ment. 
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