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TOPIC:  “Allowable Costs”    
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REFERENCES:   FAR 31.201,”Determining Allowabilty”,  through 31.205; FAR Part 31 Appx A; Armed Services Pricing Manual (ASPM) vol. 1, appx B; The Government Contracts Reference Book (Nash and Schooner); 10 U.S.C. 2324 and 41 U.S.C. 256 “special rules and sanctions that apply to allowable costs”

DEFINITION:  An “Allowable Cost” is a cost that the Government will permit to be recovered (reimbursed by the Government) for the performance of a contract. FAR 31.201-2 provides that the factors to be considered in determining whether a cost is allowable include:

(1) reasonableness; (A cost is reasonable if, in its nature and amount, it does  

        not exceed that which would be incurred by a prudent person in the conduct  

        of competitive business).

(2)   allocability*;

(3) compliance with Cost Accounting Standards CAS;

(4) generally accepted accounting principles and practices appropriate to the particular circumstances.

(5)   the terms of the contract; and

(6)   any limitations set forth in FAR Subpart 31.2.

* An “Allocable Cost” is a cost that is assignable or chargeable to one or more Cost Objectives in accordance with the relative benefits received or other equitable relationships defined or agreed upon by contractual parties.  FAR 32.201-4 provides that a cost is allocable to a Government contract if it:

(1)   is incurred specifically for the contract;

(2)   benefits both the contract and other work, and can be distributed to them in reasonable proportion to the benefits received; or

(3) is necessary to the overall operation of the business, although a direct relationship to any particular cost objective cannot be shown.

  -  See Cibinic & Nash, “Cost-Reimbursement Contracting 658-726 (2d ed. 1993)

  -  See Cibinic, “Confusion Between Allacability and Allowability, 5 N&CRP14 (Mar. 1991)

KEY INFORMATION:

The Contractor is responsible for:  accounting for costs appropriately and for maintaining records, including supporting documentation, adequate to demonstrate that costs claimed have been incurred, are allocable to the contract, and comply with applicable cost principles in this subpart and agency supplements. 

The Contracting Officer may:  disallow all or part of a claimed cost which is inadequately supported.  FAR 31.205 contains detailed guidance on the “allowability” of “selected cost” categories.  Costs, including directly associated costs, that are expressly unallowable must be identified and excluded from any billing, claim, or proposal applicable to a Government contract.

Penalties for unallowable costs and Contracting Officer responsibilities:  see FAR 42.709  

Contract Clause FAR 52.242-3, “Penalties for Unallowable Costs” 



     FAR s 52.216,  General Cost Principles

