CASB, OFPP, OMB

9903.305

Description

Accounting treatment

(e) A contractor eliminates a segment that was operated for
the purpose of doing research for development of products
related to nuclear energy.

(e) The projects and expenses related to nuclear energy
projects have been terminated. No transfer of these projects
and no further work in this area is planned. This is an elimination of cost and not a change in cost accounting practice.
(f) The change in estimate (not in method) is not a change in
cost accounting practice. The contractor has not changed
the method or technique used to determine the estimate.
The methodology applied has indicated a change in the estimated life, and this is not a change in cost accounting practice.

(f) For a particular class of assets for which technological
changes have rarely affected asset lives, a contractor starts
with a 5-year average of historical lives to estimate future
lives. He then considers technological changes and likely
use. For the past several years the process resulted in an
estimated future life of 10 years for this class of assets. This
year a technological change leads to a prediction of a useful
life of 7 years for the assets acquired this year for the class
of assets.
(g) The marketing department of a segment has reported directly to the general manager of the segment. The costs of
the marketing department have been combined as part of
the segment’s G&A expense pool. The company reorganizes
and requires the marketing department to report directly to a
vice president at corporate headquarters.

9903.303 Effect of filing Disclosure
Statement.
(a) A disclosure of a cost accounting
practice by a contractor does not determine the allowability of particular
items of cost. Irrespective of the practices disclosed by a contractor, the
question of whether or not, or the extent to which, a specific element of
cost is allowed under a contract remains for consideration in each specific instance. Contractors are cautioned that the determination of the
allowability of cost items will remain a
responsibility of the contracting officers pursuant to the provisions of the
applicable procurement regulations.
(b) The individual Disclosure Statement may be used in audits of contracts or in negotiation of prices leading to contracts. The authority of the
audit agencies and the contracting officers is in no way abrogated by the material presented by the contractor in
his Disclosure Statement. Contractors
are cautioned that their disclosures
must be complete and accurate; the
practices disclosed may have a significant impact on ways in which contractors will be required to comply with
Cost Accounting Standards.
9903.304 Concurrent full and modified
coverage.
Contracts subject to full coverage
may be performed during a period in
which a previously awarded contract
subject to modified coverage is being
performed. Compliance with full cov-

(g) After the organization change in the company’s reporting
structure, the parties agree that the appropriate recognition
of the beneficial or causal relationship between the costs of
the marketing department and the segment is to continue to
combine these costs as part of the segment’s G&A expense
pool. Thus, the organizational change has not resulted in a
change in cost accounting practice.

erage may compel the use of cost accounting practices that are not required under modified coverage. Under
these circumstances the cost accounting practices applicable to contracts
subject to modified coverage need not
be changed. Any resulting differences
in practices between contracts subject
to full coverage and those subject to
modified coverage shall not constitute
a violation of 9904.401 and 9904.402. This
principle also applies to contracts subject to modified coverage being performed during a period in which a previously awarded contract subject to
full coverage is being performed.
9903.305

Materiality.

In determining whether amounts of
cost are material or immaterial, the
following criteria shall be considered
where appropriate; no one criterion is
necessarily determinative:
(a) The absolute dollar amount involved. The larger the dollar amount,
the more likely that it will be material.
(b) The amount of contract cost compared with the amount under consideration. The larger the proportion of the
amount under consideration to contract cost, the more likely it is to be
material.
(c) The relationship between a cost
item and a cost objective. Direct cost
items, especially if the amounts are
themselves part of a base for allocation
of indirect costs, will normally have
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more impact than the same amount of
indirect costs.
(d) The impact on Government funding. Changes in accounting treatment
will have more impact if they influence
the distribution of costs between Government and non-Government cost objectives than if all cost objectives have
Government financial support.
(e) The cumulative impact of individually immaterial items. It is appropriate to consider whether such impacts:
(1) Tend to offset one another, or
(2) Tend to be in the same direction
and hence to accumulate into a material amount.
(f) The cost of administrative processing of the price adjustment modification shall be considered. If the cost
to process exceeds the amount to be recovered, it is less likely the amount
will be material.
9903.306

Interpretations.

In determining amounts of increased
costs in the clauses at 9903.201–4(a),
Cost Accounting Standards, 9903.201–
4(c), Disclosure and Consistency of Cost
Accounting Practices, and 9903.201–4(d),
Consistency in Cost Accounting, the
following considerations apply:
(a) Increased costs shall be deemed to
have resulted whenever the cost paid
by the Government results from a
change in a contractor’s cost accounting practices or from failure to comply
with
applicable
Cost
Accounting
Standards, and such cost is higher than
it would have been had the practices
not been changed or applicable Cost
Accounting Standards complied with.
(b) If the contractor under any fixedprice contract, including a firm fixedprice contract, fails during contract
performance to follow its cost accounting practices or to comply with applicable Cost Accounting Standards, increased costs are measured by the difference between the contract price
agreed to and the contract price that
would have been agreed to had the contractor proposed in accordance with
the cost accounting practices used during contract performance. The determination of the contract price that
would have been agreed to will be left
to the contracting parties and will de-

pend on the circumstances of each
case.
(c) The statutory requirement underlying this interpretation is that the
United States not pay increased costs,
including a profit enlarged beyond that
in the contemplation of the parties to
the contract when the contract costs,
price, or profit is negotiated, by reason
of a contractor’s failure to use applicable Cost Accounting Standards, or to
follow consistently its cost accounting
practices. In making price adjustments
under the Cost Accounting Standards
clause at 9903.201–4(a) in fixed price or
cost reimbursement incentive contracts, or contracts providing for prospective or retroactive price redetermination, the Federal agency shall
apply this requirement appropriately
in the circumstances.
(d) The contractor and the contracting officer may enter into an
agreement as contemplated by subdivision (a)(4)(ii) of the Cost Accounting
Standards clause at 9903.201–4(a), covering a change in practice proposed by
the Government or the contractor for
all of the contractor’s contracts for
which the contracting officer is responsible, provided that the agreement does
not permit any increase in the cost
paid by the Government. Such agreement may be made final and binding,
notwithstanding the fact that experience may subsequently establish that
the actual impact of the change differed from that agreed to.
(e) An adjustment to the contract
price or of cost allowances pursuant to
the Cost Accounting Standards clause
at 9903.201–4(a) may not be required
when a change in cost accounting practices or a failure to follow Standards or
cost accounting practices is estimated
to result in increased costs being paid
under a particular contract by the
United States. This circumstance may
arise when a contractor is performing
two or more covered contracts, and the
change or failure affects all such contracts. The change or failure may increase the cost paid under one or more
of the contracts, while decreasing the
cost paid under one or more of the contracts. In such case, the Government
will not require price adjustment for
any increased costs paid by the United
States, so long as the cost decreases
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