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visor concerning the effectiveness of cost accounting stand-

ards.
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those individual supervisors in the Defense Contract Adminis-
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istrative Contracting Officers (ACOs). Next, I express my
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personnel for their overwhelming cooperation in completing
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I wish to express special thanks to Dr. Charles McNichols,
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“I The primary purpose of this thesis was to determine if

the first eight cost accounting standards have achieved the

two primary goals of increasing uniformity and consistency

of defense contractor cost accounting practices. These two

objectives (increased uniformity and consistency) are the

primary goals of cost accounting standards according to the

Cost Accounting Standards Board .~~~
In order to make th~c determination, a mailed question-

naire was distributed to all Department of Defense Admini s-

trative Contracting Officers (ACOs) .  ACOs are the contract-

ing officers who administer and enforce the rules, regula-.

tions, and standards of the Board. As such , ACOs are the
focal point for cost accounting standards in defense contract

administration.

The analysis of the survey data shows conclusively that
ACO s perceive that each of the first eight cost accounting

standards has significantly increased both uniformity and
consistency in the cost accounting practices used by defense

contractors. In the opinion of ACOs these standards have

achieved the stated objectives of the Cost Accounting Stand-

ards Board.

An interesting finding of the research was that sizeable

percentages of ACOs perceived that certain standards have not
changed the uniformity or consistency of cost accounting

vii
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practices. Analysis of the data indicates they responded

this way because they felt the standards were unnecessary to
begin with rather than that the standards had failed. - I
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ACO PERCEPTIONS REGARDING

T}~ UNIFORMITY AND CONSISTENCY IN

DEFENSE CONTRACTOR COST ACCOUNTING r~ACTI CES

ACHIEVED BY COS T ACCOUNTING STANDA RDS 401 - 408

I. Introduction

Background

On August 15, 1970, President Richard M. Nixon signed

into law an amendment to the Defense Production Act of 1950

( Public Law 91-379) which created a new federal agency, the

Cost Accounting Standards Board . This law empowered the

Board -to develop and promulgate cos t accounting standards

designed to achieve greater uniformity and consistency in

the cost accounting practices followed by defense contractors

and subcontractors on federal contracts (Public Law 91—379 ,

1970).

Public Law 91-379 and the establishment of the Cost Ac-

counting Standards Board were the culmination of several years

of Congressional hearings, debate , and , most importantly , a

General Accounting Office report to the Congress that cost

accounting standards were both feasible and desirable. The

need for uniform cost accounting standards for defense con-

tractors was first identified by Admiral Hymen a. Rickover,

then Director of the Naval Propulsion and Reactor Programs

for the Navy and the Atomic Energy Commission. He had recom-

mended some form of government-imposed accounting standards

1.
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in 1963, and then annually thereafter, befclre various corn-

mittees and subcommittees of the House of Representatives.

His testimony in each case referred to the lack of account-

ing standards and the resulting problems concerning lack of

comparability of coets and excessive profits charged by de-

fense contractors (Bulmash, 1974:91—95). These appearances

evoked little response until April 1968 when the Committee

on Banking and Currency of the House of Representatives was

conducting hearings concerning the biennial extension of the

Defense Production Act of 1950. The Defense Production Act

- t  contained several procurement objectives including one which

disallowed cost discrimination toward government contracts

( Public Law 81-774 , 1950).

Admiral Rickover was a witness at one of these hearings .

The essence of his testimony was that the provision in the

Production Act prohibiting price discrimination against gov-

ernment contracts was unenforceable. Admiral Rickover claimed

that without uniform accounting standards the government could

not determine what the actual costs of a contract were or if

-the contractor was charging prices which were too high (House

C omm. , 1968). Impressed by this testimony the Committee added

an amendment to the Production Act calling for establishing

accounting standards . Debate on this amendment eventually re-

sulted in legislation requiring a study to determine the fea-

sibility of applying accounting standards in defense contract-

ing (Congressional Record , 1968:15883-15892 , 18847-18852).

The study was undertaken by the General Accounting Office

under the direction of the Comptroller General of the United

2
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States in 1969. The major conclusion of this study was that

cost accounting standards were feasible and should be pursued

(Comptroller General, 1970:20—23). Opponents of cost account-

ing standards were unable to refute the findings of the study,

and a bill authorizing the establishment of the Cost Account-

ing Standards Board to promulgate cost accounting standards

was passed by both houses of Congress (Congressional Record ,

1970:23L1.57~ 234.93, 26798—26843 , 28491—28800). President Nixon

signed the bill in August 1970, making it Public Law 91-379 .

Since the Cost Accounting Standards Board was established,

it has promulgated certain rules, regulations , and 14 cost ac-

counting standards . The names of these regulations and stand-

ards and their effective dates are presented in Appendix A

( CASB , 1976). Responsibility for enforcing compliance with

these regulations and standards is the duty of the Administra-

tive Contracting Officer (ACO). The ACO is the contracting

officer charged with the overall administration of a govern-

ment con-tract (ASPR 1-406(c), 1976). In reference to promu.1-

gationa by the Cost Accounting Standards Board , the ACO is

responsible for determining the adequacy of contrac~or dis-

closure statements, contractor compliance with cost account—

ing standards , and making price adjustments pursuant to the

Cost Accounting Standards (CAS) Clause (DSA , 197 3) .  A dis-

closure statement is a detailed report by a contractor de-

scribing the cost accounting practices he intends to use on

a government contract. The CAS Clause requires the contract-

or to abide by the provisions of the Cost Accounting Standards

Board and must be written into all negotiated defense contracts

3
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in excess of $500,000 (CASB 331.30, 1976(a)). The decision

of the ACO in these matters is final for the government un—

less appealed by the contractor through the court system

(ASPR 1976).

Public Law 91—379 directs that the standards issued by

the Cost Accounting Standards Board should achieve uniform-

ity and consistency in the accounting principles followed by

defense contractors. In its May 1977 Restatement ~~ Objec-

tives, Policies, and Concepts, the Board further states that:

The primary objective of the Cost Accounting
Standards Board is to implement P.L. 91-379 by is-
suing clearly stated Cost Accounting Standards to
achieve (1) art increased degree of uniformity in
cost accounting practices among Government contract-
ors in like circumstances, and (2) consistency in
cost accounting practices in like circumstances by
individual Government contractors over periods of
time (CASB, 1977:1).

The issue to be explored in this research effort is:

have the cost accounting standards issued by the Board a-

chieved the desired objectives of increased uniformity and

consistency in cost accounting practices used by government

contractors?

The Research Question

The objectives of uniformity and consistency in a par-

ticular area of cost accounting cannot, of course , be achieved

instantaneously just by the issuance of a standard. First,

the promulgations of the Board affect only those defense con-

tractors who fall within the limitations of the CAS Clause

arid, second, even then a certain period of time must pass

4
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before the results of a particular standard can be evaluated.

t Consequently , this study will focus on those standards which —

have been in effect for at least two years and have had an

impact on defense contractors. Although the first nine stand-

ards have been in effect f or over two years , standard 409

(CAS 11.09) will not affect the majority of defense contractors

until 1978, and, therefore , will riot be considered in this

study (CASB, 1976(a) ; Staats , 1975). This research effort,

then, will concentrate on the first eight cost accounting

standards (CAS 401-CAs 408) issued by the Cost Accounting

Standards Board.

The perceptions of Administrative Contracting Officers

(ACOs ) will be used to make the determination of whether or

not these first eight standards have achieved the desired ob-

jectives. As stated earlier, the ACOs are the decision mak-

ers for the federal government who are charged with the re-

sponsibility of enforcing cost accounting standards on all

contracts covered by the CAS Clause. The ACOs were asked

their perceptions of defense contractor cost accounting prac-

tices before and after the issuance of each of the first eight

standards via a mailed questionnaire. A copy of this ques-

tionnaire is in Appendix B. Specifically then, the research

question is: what effect do Administrative Contracting Of-

ficers perceive that each of the first eight cost accounting

standards has had on the uniformity and consistency of cost

accounting practices employed by defense contractors on fed-

eral contracts?

5
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Assumptions ~~~ Limitations

In order to answer this question certain assumptions are

necessary. First, this effort is based on the assumption that

an adequate amount of time has passed since the effective

dates of these first eight standards -to permit evaluation of

their effectiveness. Second, this effort assumes that , as a
group, Administrative Contracting Officers are capable of e-

valuating these standards. Third, it is assumed that each

respondent completed the questionnaire honestly and exhibited

his true perception of how effective these standards have been.

Fourth, it is assumed that the reader has some knowledge and

understanding of government procurement and, thus, those sec-

tions of this report which address the federal procurement

process are only discussed in sufficient detail to clarify

the role of the Administrative Contracting Officer and vari-

ous contract specialists. Finally, time limitations on the

data gathering phase of the research effort and the large

number of ACO locations (over 140) throughout the United States

precluded the use of any type of information gathering method

other than a mailed questionnaire.

6
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II. Literature Survey

Introduction

The main thrust of this research is to determine what

effect Administrative Contracting Officers perceive the first

eight cost accounting standards have had on the cost account-

ing practices utilized by defense contractors. Have these

cost accounting standards achieved an increased degree of

uniformity and consistency in the accounting practices used

by defense contractors? To explore this question a certain

amount of background information is necessary. Following a

list of definitions this chapter will begin by describing the

Cost Accounting Standards Board in terms of its .legislative -]

history, its objectives and policies, and the first eight

cost accounting standards it has promulgated. The second

half of the chapter will be devoted to describing the por-

tions of the federal procurement process which are involved

with administering cost accounting standards.

Definitions. Several procurement terms used throughout

this study are defined in this section. The terms are under-

lined and the definitions are either quoted directly or close-

ly paraphrased from the indicated sources.

The following terms are used very frequently throughout

this study.

A cost accountinE standard is a statement formally issued
by the Cost Accounting Standards Board that (1) enunci-

L 

ates a principle or principles to be followed, (2) estab-
lishes practices to be applied, or (3) specifies criteria

7
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to be employed in selecting from alternative principles
and practices in estimating, accumulating, and reporting
costs of contracts sub jec t to the rule s of the Board(CASB, 1977:1).
Uniformity relates to comparison of two or more account-
ing entities and the Board ’s objective in this respect
is to achieve comparability of results of entities op—
erating under like circumstances (CASB, 1977:1). Uni-
formity is achieved when different defense contractors
employ the same cost accounting practices under the same
circumstances.

Consistency pertains to the use by one accounting entity
of compatible cost accounting practices which permit
comparability of contract results under similar circum-
stances over periods of time. Essentially, consistency
relates to the allocation of costs , both direct and in—
direct, and to the treatment of cost with respect to
individual cost objectives as well as among cost objec-
tives in like circumstances (CASB, 1977:2). Consistency
is achieved when an individual defense contractor em- —

ploys the same cost accounting practices over time .

Noncompliance refers to a contractor’s (1) failure to
comply with an applicable cost accounting standard, or
(2 )  failure to follow any disclosed practice. The con-
tractor must agree to a contract price adjustment if
the noncompliance results in any increased costs paid
by the United States ( Lamm , 1976:107-108 ; CASE, l976(b ) :2 3) .

A defense contractor is any contractor entering into a
contract with the United States for the production of
material or the performance of services for the national
defense (CASE, l976(b):20).

A defense subcontractor is any person other than the Uni-
ted States who contracts , at any tier~ to perform any
part of a defense contractor’s contract (CASB, 1976(b):20).

A disclosure statement is a comprehensive checklist by
which a contractor describes how he determines and dis-
tinguishes between indirect and direct costs , and how
he allocates these costs within his accounting concept.
It is the detailed explanation of the cost accounting
practices to be used on a government contract by a de-
fense contractor (Truger, 1971:689).

The following accounting terms are used primarily in the

section of this chapter which summarizes the first eight cost

accounting standards. All of the definitions were taken from

8
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the 1976 Standards, Rules and Regu.lations of the Cost Account-

ing Standards Board.

Accum ulating costs. The collecting of cost data in an
organized mariner, such as through a system of accounts .

Actual cost. An amount determined on the basis of cost
incurred as distinguished from forecasted cost.

Allocate. To assign an item of cost, or a group of i— —

tems of cost, to one or more cost objectives. This term
includes both direct assignment of cost and the reassign—
ment of a share from an indirect cost pool.

Business Unit. Any segment of an organization, or an
entire business organization which is not divided into
segments.

Compensated personal absence. Any absence f:om work for
reasons such as illness , vacation, holidays, jury duty
or military training, or personal activities for which
an employer pays compensation directly to an employee
in accordance with a plan or custom of the employer.

Cost ob.iective. A function, organizational subdivision,
contract or other work unit f or which cost data are de-
sired and for which provision is made to accumulate and

j measure the cost of processes, products, jobs, capital-
ized projects, etc.

Direct cost. Any cost which is identified specifically
with a particular final cost objective. Direct costs.
are not limited to items which are incorporated in the
end product as material or labor. Costs identified spe-
cifically with other final cost objectives of the con-
tractor are direct costs of those cost objectives.

Estimating costs. The process of forecastin~ a future
result in terms of cost , based upon information avail-
able at the time.

Final cost ob iective. A cost objective which has allo-
cated to it both direct and indirect costs, and , in the
contractor’s accumulation system , is one of the final
accumulation points.

Fiscal year. The accounting period for which annual fi-
nancial statements are regularly prepared, generally a
period of 12 months, 52 weelcs, or 53 weeks.
General and administrative (G&A ) expense. Any manage-
merit , financial, and other expense which is incurred by 

- - -  - - -
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or allocated to a business unit and which is for the gen-
eral management and administration of the business unit
as a whole . G&A expense does not include those manage-
ment expenses whose beneficial or causal relationship to
cost objectives can be more directly measured by a base
other than a cost input base representing the total ac-
tivity of a business unit during a cost accounting pen -
ad.

Home office. An office responsible f or directing or man-
aging two or more , but not necessarily all , segment s of
an organization. It typically establishes policy for,
and provides guidance to the segments in their operations .
It usually performs management, supervisory, or adminis-
trative functions , and may also perform service functions
in support of the operations of the various segments.
An organization which has intermediate levels , such as
groups , may have several home offices which report to a
common home office. An intermediate organization may
be both a segment and a home office .

Indirect cost. Any cost not directly identified with a
single final cost objective , but identified with two or
more final cost objectives or with at least one inter-
mediate cost objective .

Indirect cost pool. A grouping of incurred costs iden-
tified with two or more objectives but not identified
specifically with any final cost objective .

Pricing. The process of establishing the amount or a-
mounts to be paid in return for goods or services.

Proposal. Any offer or othe r submission used as a basis
for pricing a contract, contract modification or termina-
tion settlement or for securing payments thereunder.

Reporting costs. Provision of cost information to others.
— The reporting of costs involves selecting relevant cost

data and presenting it in an intelligible manner for use
by the recipient.

Segment. One of two or more divisions, product depart-
ments , plants , or other subdivisions of an organization
report ing directly to a home office , usually identified
with responsibility for profit and/or producing a pro-
duct or service . The term includes Government-owned con-
tractor-operated (G OCO) facilities, and joint ventures
and subsidiaries (domestic and fore ign) in which the or-
ganization has a majority ownership. The term also in-
cludes those joint ventures and subsidiaries (domestic
and foreign) in which the organization has less than a
majority of ownership, but over which it exercises con-
trol.

10
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Service 2i .~~~ The period of usefulness of a tangible
capital asset (or group of assets) to its current owner.
The period may be expressed in units of time or output.
The estimated service life of a tangible capital asset
(or group of assets) is a current forecast of its ser-
vice life and is the period over which depreciation -

cost is to be assigned.

Standard cost. Any cost computed with the use of pre—
established measures.

Tangible ~apita1 asset. An asset that has physical sub-
stance, more than minimal value, and is expected to be
held by an enterprise for continued use or possession
beyond the current accounting period for the services it
yields.

Unallowable cost. Any cost which, under the provisions
of any pertinent law, regulation, or contract, cannot
be included in prices, cost reimbursements, or settle-
ments under a Government contract to which it is allo-
cable.

Variance. The difference between a pre-established mea-
sure and an actual measure.

The following terms and job descriptions are used pri-

marily in the discussion of the federal procurement process

in the latter part of this chapter.

Contract administration. The management of all facets
of ass[jned contracts to ensure that the contractor’s
total performance is in accordance with his contractual
commitments and that the obligations of the Government
are fulfilled. This management is conducted within the
framework of delegated responsibility and authority and
includes support of buying organizations (Lamm, 1972:9).

The Armed Services Procurement Regu1a~ions (ASPR). un-
pletnentation of the basic principles and procedures re-
garding contracts awarded by the Department of Defense
is accomplished by the Armed Services Procurement Regu-
lations. These regulations establish uniform procedures
and policies for the procurement of supplies and services
under the authority of Title 10, Chapter 137, United
States Code and the Armed Services Procurement Act of
l9~7 (Lamm , 1972:13).

Contracting officers. Contracting officers , or their
authorized representatives acting within the scope of

1.1.
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their authority are the exclusive agents of their re-
spective Departments to enter into and administer con-
tracts on behalf of the Government in accordance with
ASPR and Departmental procedures. Each contracting of-
ficer is responsible for performing or having performed
all administrative actions necessary for effective con-
tracting... the contracting officer is (1) the procur-
ing contracting officer (PCO) or (2 )  the administrative
contracting officer (ACO) when authorized to perform the
duties of the procuring contracting officer (ASPR, 1976:
3—801.2(a)).

Procuring Contracting Officer (Pco).  The PCO is the con-
tracting officer who is ultimately responsible for a gov-
ernment contract from inception to termination ( USAF,
1976:9).

Administrative Contracting Officer 
~~~~~~~~~~~~

. The ACO is
responsible for the contractual duties assigned him by
the PCO. These usually are the 69 functions listed in
AZ PR l_Ll.06(c) (USAF , 1976:9).

Contract Auditor. The contract auditor is responsible
for providing accounting and financial advisory service
to the PCO or ACO in connection with the negotiation,
administration, and settlement of contracts and subcon-
tracts (Larnm , 1976:37).

Price Analyst. The price analyst is yet another member
of the field contract pricing team who functions in an
advisory position to the contracting officer. If the
ACO has been assigned the responsibility for negotiat-
ing cost and price with the contractor, the price aria-
lyst usually develops the ACO ’ s pricing objective by
coordinating the review and evaluation of the contract-
or ’s proposal . It is the price analyst’s job to collect,
consolidate and evaluate audit and technical input con-
cerning the contractor ’s proposal and to compile a corn-
prehensive pricing report for the ACO (Laznm , 1976 :38) .

Cost Acpouxiting Standards Monitor. The cost accounting
standards monitor acts as the focal point for cost ac-
counting standards (CA! ) matters in a contract adinirtis-
tration component . He interfaces with the contract aud-
itor and the ACO on all CAS promulgations that impact
on the cost accounting practices of the contractor. He
participates in the review of reports required of the
contractor under CA! to determine their adequacy and
compliance with CAS promulgations (AFR Ll0~5, 1974~3-13).

Corporate Administrative Q~ ntractin~ Officer  ( CACO ) .  In
addition to the ACO , one other contracting officer, the
CACO, has been established to discharge specific respon-
sibilities. The duties of the CACO require that he be

12

- - --- — - - -  
~~~~

- - —
~~~~

----——-—-—-.--- 
~~~~~~~~~~~~~~~ 

.4



I - 
. . 

- 

~~~~~~~~~~~ 

-

responsible for visibility and determinations concern-
ing administration items of a corporate wide nature where
the Department of Defens e has major contracts with two
or more major operating units or divisi ons of the same
company . The CACO is usually positioned at a major op-
eratirig unit of the corporation (AS PR , 1976:20—900 ;
Lamm, 1976:60) .

Cost Accounting Standards Board

Cost accounting standards and the Cost Accounting Stand-

ards Board (CASB) were given life on August 15, 1970, when

President Nixon signed into law Public Law 91-379. This was

the culmination of several years of Congressional work involv- -
ing hearings and a study to determine if uniform accounting

standards could be applied to defense contracts .

This portion of Chapter II will briefly describe the

events leading up to the establishment of the Cost Accounting

Standards Board , how cost accounting standards are developed,

and the content of the first eight standards.

Legislative Background. Admiral Hymen G. Rickover can

certainly be credited for first advocating the use of uniform

cost accounting standards in defense procurement. Beginning

in 1963, Admiral Rickover, then Director of the Naval PropuL-

sion and Reactor Programs for the Navy and the Atomic Energy

Commission, decried the inability of the government to pro-

perly identify contractor costs to specific government nego—

tiated contracts. The Admiral stated repeatedly b~fore sev-

eral Congressional committees that some form of government-

imposed accounting standards we re necessary to halt excessive

contractor profits. Most of his testimony was given annually

from 1963 to 1967 before a subcommittee of the Committee on

_ _  _ _



Appropriations of the House of Representatives (Bulmash, 19714.:

91-94).

The persistence of Admiral Rickover received little at-

tention until April 1968 , when the issue of uniform cost ac-

counting standards was addressed before the Committee on

Banking and Currency of the House of Representatives. This

committee was conducting hearings concerning the biennial ex-

tension of the Defense Production Act of 1950, also known as

Public Law 81-7711.. A portion of Title VII, Section 707 of

this Act became very pertinent to the discussion of account-

ing standards and reads as follows:

No person shall discriminate against orders or
contracts to which priority is assigned or for which
materials or facilities are allocated under title I
of this Act, or under any rule, regulation, or order
issued thereunder, by charging higher prices or by
imposing- different terms and conditions for such or-
ders or contracts than for other generally comparable
orders or contracts, or in any other manner ( Public
Law 81-7714., 1950:798).

Admiral Rickover was a witness at these hearings and

testified that the provision in the Act which prohibited any-

one from discriminating against government contracts by charg-

ing higher prices was unenforceable. He testified that with-

out standard accounting practices it was impossible for the

government to learn what it costs to make an article arid what

contractor profit really was. Citing past experiences in Na-

val procurement , the Admiral said that industry did not favor
uniform accounting standards because without them (s tandards)
the contractors could use generally accepted accounting prin-

ciples to their advantage and get greater profits from government

111.
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contracts. He further stated that :

‘

In my opinion , the lack of uniform accounting stand-
ards is the most serious deficiency in Government pro—
curement today...Industry will not establish such stand-
ards because it is not to their advantage to do so. The
accounting profession has had ample time and opportunity
to establish effective standards ; it is clear that they
pay only lip service to the concept . The executive
branch cannot even get its own agencies to adopt account-
ing systems to meet minimum standards established by
the General Accounting Office . The Bureau of the Budg-
et has riot been able to get Government agencies to adopt
consistent standards for cost-reimbursement type con-
tracts...Thus, if uniform accounting practices are ever
to be established the initiative will have to come from
Congress...I recommend that your committee require, by
law , the establishment and use of such standards . With-
out uniform standards of accounting for defense contracts,
neither Congress , the executive agencies , program mana-
gers, nor the taxpayer will ever know what complex mili-
tary equipment costs and what profit the Government is
actually paying (House C omm. , April 11, 1968:80—81).

Based primarily on the testimony of Admiral Rickover the

Committee voted to amend the Production Act of 1950 by requir-

ing the Comptroller General to develop and recommend within

one year uniform standards of accounting which would provide

production costs to the government from all negotiated con-

tracts of more than $100,000 (Congressional Record , 1968:15883).

The extension of the Production Act as amended passed in the

House of Representatives and was sent to the Senate Committee

on Banking and Currency for consideration (Congressional Rec-

ord, 1968:15892). At this hearing eleven witnesses from gov-

ernment, industry, and the accounting profession testified,

and several written statements concerning the standards were

read. The overwhelming majority of both written and verbal

statements opposed uniform accounting standards for such rea-

sons as impracticality, difficulty of enforcement, and existing
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financial controls such as the Armed Services Procurement
Regulations (ASPR) and Defense Contract Audit Agency audits .

As a result of these arguments all references to cost ac-

counting standards were deleted from the bill to renew the

Production Act (Senate Comm., 1968).

At this point uniform cost accounting standards appeared

to be dead for another year, but when the extension bill was

presented to the Senate for a floor vote on June 26, 1968 ,

Senator William Proxmire of Wjsconsjn proposed the following

amendment :

The Comptroller General, in cooperation with the
Secretary of Defense and the Director of the Bureau
of the Budget, shall undertake a study to determine
the feasibility of applying uniform cost accounting
standards to be used in all negotiated prime contract
and subcontract defense procurements of $100,000 or
more . In carrying out such study the Comptroller Gen-
eral shall consult with representatives of the account-
ing profession and with representatives of that seg-
ment of American industry which is actively engaged in
defense contracting . The results of such study shall
be reported to the Committees on Banking and Currency
and the Committees on Armed Services of the Senate and
House of Representatives at the earliest practicable
date , but in no event later than eighteen months after
the date of enactment of this section (Congressional
Record , 1968:18811.7).

Although there was opposition to this amendment , the

idea of a feasibility study as opposed to the actual estab—

lishment of standards placated enough senators so that the

bill as amended passed. The House passed the Senate version

of the bill, and President Johnson signed it into law on

July 1, 1968, as Public Law 90—370 (Congressional Record ,

1968:18852; Public Law 90-370, 1968). The Comptroller General
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is the head of the General Accounting Office (GAO) , and,
hence , that agency conducted the feasibility study. The re—

suits of this study will be described in the next portion of

this chapter .

General Accounting Office Feasibility Study and Result-

~~~ Legislation. As directed by Public Law 90-370 , the Gen-

eral Accounting Office under the direction of Comptroller

General Elmer B. Staats conducted an extensive study to de-

termine the feasibility of applying uniform cost accounting

standards to defense procurement. The study involved parti-

cipatiori by government, industry, the accounting profession,

and academia. The feasibility study involved four steps.

First, research was conducted into the nature of accounting

standards and their relationship to generally accepted ac-

- ~
- counting pri~iciples by representatives of the accounting pro—

fession and consultants in academia. Second , industry opin-

ions about cost accounting standards were sought. Third ,

inf ormation on various cost accounting practices were solic-

ited from both government and non-government industries via

a questionnaire. Fourth, Section XV of the Armed Services

Procurement Regulations (ASPR) was evaluated as a starting

point for the possible development of standards (Staats, 1969).

The resulting report identified several potential bene-

fits to be gained from adopting a system of uniform cost ac-

counting standards. These can be summarized as follows:

1. By providing a common framework for the buildup of
the prospective arid actual cost of a product or
service , cost accounting standards could supply the

17
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information required for better understood cost es-
timates and actual cost reports.

2. Standards could facilitate the preparation, report-
ing, and evaluation of cost information. —

3. Standards could help insure that costs proposed and
costs reported are consistent .

~4.. Standards could require that the basis of contract-or forecasts be disclosed and that final costs be
supported by the accounting records of the contract-
or.

5. Standards could improve communication between the
government , Congress, industry, and the public.

6. Standards could identify the authoritative support
necessary to justify costs incurred by the contract-
or.

7. Standards could establish criteria for when to use
certain accounting methods or narrow the choice of
alternatives.

8. Standards could promote common understanding of
methods of cost determination and minimize contro-
versy in the administration and settlement of con-
tracts .

9. - Standards could largely eliminate differences with-
in the government as to interpretations of accept-
able cost accounting practices used in industry
(U.S. Comptroller General, 1970:12-13).

The report also identified certain limitations to using

cost accounting standards. These limitations were as follows :

1. Standards alone could not ensure that contracts
would be negotiated, administered, and terminated
effectively or that defense contractors would gath-
er their costs in accordance with such standards.

2. Standards could not and should not eliminate diver-
sity in contractor business practices or require
that all contractors maintain uniform accounts .

3. Standards cannot be stated precisely enough so as
to cover every contingency and therefore mus t be
broadly stated (Comptroller Gene ral , 1970:13-111.).
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As a result of the entire research effort , Comptroller

General Staats reached the following conclusions and presented

them to the House Committee on Banking and Currency in Janu-

ary 1970:

1. It is feasible to establish and apply cost account-
ing standards to provide a greater degree of uni-
formity and consistency in cost accounting as a
basis for negotiating and administering procure-
ment contracts .

2. Cost accounting standards should not be limited to
Defense cost-type contracts . They should apply to
negotiated procurement contracts and subcontracts ,
both cost type and fixed price . They should be
made applicable Government-wide .

3. Cumulative benefits from the establishment of cost
accounting standards should outweigh the cost of
implementation.

14.• New machinery should be established for the develop-
ment of cost accounting standards. The objective
should be to adopt at an early date the standards
of disclosure and consistency and to strive for the
elimination of unnecessary alternative cost account-
ing practices--alternatives not required for equi-
table recognition of differing circumstances.

5. Contractors should be required to maintain records
of contract performance costs in conformity with
cost accounting standards and any approved practice s
set forth in a disclosure agreement or be required
to maintain the data from which such information
could be readily provided (U. S .  Comptroller General ,
1970:20—21).

Following submission of the study results, both the

House and Senate held hearings in the spring and summer of

1970 to examine the GAO conclusions and recommendations and

to hear the testimonies of various federal agencies and rep-

resentatives from industry concerning the GAO findings. Those

individuals who opposed establishing cost accounting stand-

ards in 1968 were now forced to refute an entire research
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study concluding that such standards were both feasible and

desirable . Opponents of establishing such standards were

unable to get enough support to refute the GAO findings and ,

as a result, the Subcommittee on Production and Stabiliza-

tion of the Senate C ommittee on Banking and Currency passed,

in April 1970 , an amendment to the Production Act of 1950.

The amendment proposed that a five man independent Cost Ac-

counting Board be established, reporting directly to Congress,

and charged with the responsibility for developing cost ac-

counting standards for application to negotiated defense con-

tracts and suboontracts . The standards would only apply to

defense contractors who had received more than $25,000,000

in government contracts the preceding fiscal year (Senate

C omm., 1970).

- r In July of 1970 , the House Committee on Banking and Cur-

rency passed a similar amendment to the Production Act , but

the House version authorized the Board to periodically recom-

mend standards to Congress affecting ~~~ negotiated de fense

contracts , whereas the Senate version directed the Board to

promulgate standards affecting only defense contractors who

had more than $25, 000 ,000 in government contracts in a fis-

cal year (House C omm., 1970). After  each house of Congress

passed its version of the bill , a compromise was reached in

conference committee , and on August 15, 1970 , the President

signed into law Section 719 of the Defense Production Act of

1950 , known as Public Law 91-379 (Congressional Record , 1970:

23457—2311.93; 2679 8—26843) . The Law authorized the establishment

20
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of the Cost Accounting Standards Board and reads in part as

follows :

SEC. 719. (a) There is established, as an agent
of the Congress a Cost-Accounting Standards Board which
shall be independent of the executive departments and
shall consist of the Comptroller General of the United
States who shall serve as Chairman of the Board and
four members to be appointed by the Comptroller Gener-
al. Of the members appointed to the Board , two , of
whom one shall be particularly knowledgeable about the
cost accounting problems of small business , shall be
from the accounting profession , one shall be represent-
ative of industry, and one shall be from a department
or agency of the Federal Government who shall be ap-
pointed with the consent of the head of the department
or agency conc erned.. .

. . . . I S ~ ~ • • ~ I • I • • • . . I ~ • ~ ~ ~ . .
(g) The Board shall from time to time

promulgate cost-accounting standards designed to achieve
uniformity and consistency in the cost-accounting prin-
ciples followed by defense contractors arid subcontract-
ors under Federal contracts • Such promulgated standards
shall be used. by all relevant Federal agencies arid, by
defense contractors and subcontractors in estimating,
accumulating , and reporting costs in connection with the
pricing , administration arid settlement of all negotiated
prime contract and subcontract national defense procure-
ments with the United States in excess of $100 , 000 , oth-
er than contracts or suboontracts where the price nego-
tiated is based on (1) established catalog or market
prices of commercial items sold in substantial quanti-
ties to the general public, or ( 2 )  prices set by law or
regulation . In promulgating such standards the Board
shall take int o account the probable costs of implemen-
tation compared to the probable benefits (Public Law
91-379, 1970).

The next portion of this chapter will describe the com-

position of the Cost Accounting Standards Board , the objec-

tives of the Board, and how standards are formed.

Composition, Objectives, ~~~~ Operating Policy. As di-

rected by Public Law 91-379, the Comptroller General of the

United States is the Chairman of the Board and is directed

21
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to appoint four additional members f or four year terms . Of

these four members two represent the accounting profession,

one represents the defense industry, and one represents the

federal government . The current Board members are:

1. Elmer B. Staa -ts , Comptroller General of the United
States

2. Herman W, Bevis, formerly the Senior Partner of the
firm of Price Waterhouse & Com pany , Certified Pub- —

lie Accountants

3. Robert IC . Mautz, Partner in the firm of Ernst &
Ernst, Certified Public Accountants

4. Terrence E. McClary, Assistant Secretary of De fense
(Comptroller)

5. John P4 . Walker, Senior Vice President and Corporate
Treasurer, Texas Instruments , Incorporated (CASB,
1976(b )) .

In addition to these five members the Board has a full

time staff of 27 professional and 13 administrative personnel

(CASB, 1976(b)) .

Other directives in Public Law 91-379 form the basis

for the objectives of the Cost Accounting Standards Board.

In its 1977 Restatement of Objectives, Policies, and Concepts,

the Board lists as its primary objective the implementation

of Public Law 91-379 by issuing “clearly stated Cost Account-

ing Standards to achieve (1) an increased degree of uniform-

ity in cost accounting practices among government contractors,

and (2 )  consistency in cost accounting practices in like cir-

cumstances by individual contractors over periods of time ”

(CASB, 1977:1). In addition , the Board feels tha t increased

uniformity and consistency in accounting practices will lead
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to collateral objectives of improved communication and un-

derstanding between all parties involved in government con-

tracting (CASB, 1977:1).

Before issuing any cost accounting standard, the Board

adheres to a research process characterized by an in-depth

study of the subject areas and the participation of all in-

terested parties . Topics are selected by the Board for re-

search and possible development of standards after consider-

ing the impo~’tance and nature of the costing problems involved.

Initial research usually involves a review of applicable ac-

counting literature , government procurement regulations , and

decisions of the Boards of Contract Appeals. The Board then

develops questi ons and analytical discussions of the cost

accounting issues designed to elicit opinions and relevant

empirical data and sends these to various interested parties.

Analysis of the responses, current practices, comments , and

possible courses of action lead the Board to develop a spe-

cific proposal of a possible cost accounting standard . This

proposed rough draft is then distributed to vari ous defense

contractors and government agencies for comment . Later ,  af-

ter consideration of the various research steps , the Board

determines whether it will proceed with development of the

standard . If it decides to proceed, a follow on smooth draft

of the proposed standard is published in the Federal Register

for 60 days . As part of the research process the public is

invited to comment at this time , During the entire develop-

ment process, the Board evaluates the benefits and costs of

implementing the proposed standard .
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After considering all the comments received , the Board
makes any appropriate revisions necessary and then formally

promulgates the finalized version of the standard, along with

an analysis of the ma j or issues identified in the comments

received, in the Federal Register for an additional 60 days .

At the same time the standard is put in the Federal Register

the second time , it is sent to Congress . The standard then

becomes effective unless the Congress , within 60 days of con-

tinuous session, passes a concurrent resolution stating dis-
approval, Unless disapproved, the promulgations of the Board

have the full effect and force of law. This entire section

sim m~.rizing the research process was taken from the May 1977

Restatement of Obj ectives, Policies, and Concepts of the Cost

Accounting Standards Board .

To date the Board has issued several rules , regulations ,

and 14 cost accounting standards . A list of these promulga-

tions and their effective dates are presented in Appendix A.

As indicated in the Appendix , the Board has withdrawn one

standard , CAS 413 - Adjus tment of Historical Depreciation

Costs for Inflation. It was withdrawn because Congress felt
that the implementation costs would, be too great (Jacobs arid

Herring , 1976). As of June 30 , 1976 , there were 14 subjects

for possible standards in various stages of research and de-

velopment by the Board ( CASB, 1976(b )) .  A short description

of these issues is presented in Appendix C.

The promulgations of the Board apply to all negotiated

defense contracts in excess of $100,000 (except as provided

by the Board ) awarde d to satisfy a requirement for national
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defense. In these cases the Cost Accounting Standard (CAS)

Clause is inserted into the contract (CASB, 1976(a):20). The

CAS Clause requires that the contractor disclose in writing
(in a disclosure statement) his cost accounting practices, 

-

if his total defense contracts subject to cost accounting

standards for the preceding fiscal year totaled 10 million

dollars or more ( CASB I l976 (a ) : L 1.0) , The clause also requires

that the contractor consistently follow his disclosed account-

ing practices and comply with all cost accounting standards.

Finally, the clause requires the contractor to agree to cer-

tam equitable price adjus tments for contract changes or new

standards (CASB , l976 (a ) :2 3) .

In 1975 , the Board revised the dollar limitation for
applying cost accounting standards to defense contracts . Now

the CAS Clause must be inserted in all negotiated defense con-

tracts in excess of $500 , 000. Again , this limitation is still

subject to certain provisions as provided by the Board (Mayer,

1975).

As mentioned earlier, this study will involve the first

eight cost accounting standards . These standards have been

in effect for more than two years and it is felt that a suf-

ficient number of defense contractors have been affected by

them to warrant a study of their effectiveness . A brief dis-

cussion of the main points of these standards will now be

presented.

Cost Accounting Standards 
~~~~~~~~~ 

- 

~~~ The Board uses

the same general format for all of its standards to facili-

tate their use . In summary , these sections and their contents
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are as follows:

General Applicability-establishes the coverage of each
standard.

Purpose-provides a brief description of the goals of
the CASB in issuing the standard.

Definitions-presents terms which are prominent in the
standard .

Fundamental Requirements-contains the cost accounting
principles or practices covered by the standard.

Techniques for Application-provides criteria for select-
ing alternative practices to implement the cost account-
ing practices covered in the preceding section.

Illustrations-presents examples of how the standard is
to operate in specific circumstances.

Exemptions-identifies any exceptions to the standard .

Effective Date—the date the standard takes effect
(CASB, 1977).

The Board emphasizes that rio one section of a standard

can stand alone and that all of the sections must be read in

the context of the standard as a whole . The intent of this

part of the chapter is to familiarize the reader with the

general content of each of the first eight standards which
are addressed in this study . Appendix D presents the Pur-

pose and Fundamental Requirement sections of each of these

standards for further reader clarification. The following

information is in no way intended to represent the total con—

text of these eight standards .

Cost accounting standards are presented as parts of a

total document containing all the standards , rules, and regu-

lations of the Board ( CASB, 1976(a)) .  They will be presented
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here as CAS 401, CAS 402, etc., followed by the title of the
standard and a short description.

CAS 
~~~Q1 - Consistency in Estimating, Accumulating, and

Reporting Costs. The first standard requires all gov-
ernment contractors to be consistent in practices they
use in estimating costs in pricing a proposal and prac-
tices they use in accuinu.lating and reporting these costs.
Consistency is also required in treating a cost as ei-
ther a direct or as an indirect cost and methods of al-
locating indirect costs .

CAS 402 - Consistency in Allocating Costs Incurred for
the Same Purpose. The second standard requires that
each type of cost be allocated only once to a given cost
objective and on only one basis . The standard is de-
signed to eliminate the double counting of costs . It
disallows instances in which cost items are allocated
directly to a cost objective without eliminating like
cos t items from indirect cost pools which are also al-
located to that cost objective . No cost may be all o—
cated to a final cost objective as both an indirect and
a direct cost.

CAS 
~~~ 

- Allocation of Home Office Expenses ‘to Segments.
The third standard establishes criteria for allocating
home office expenses to segments of art organization and
the manner in which these costs are charged to govern-
merit contracts. Whenever possible , costs are to be di-
rectly allocated on the basis of a beneficial or causal
relationship between home office expenses and the re-
ceiving segments . Where direct allocation is not pos-
sible , the costs are to be placed in homogertous pools
and then apportione d in a reasonable manner. Any re-
maining or residual home office expenses should be al-
located to all segments by any method .

CAS 404 - Capitalization of Tangible Assets. The fourth
standard sets rules for asset capitalization. Basically,
it affects the time period in which costs may be charged
to government con-t racts . Each contractor must establish
capitalization policies that designate economic and phys-
ical characteristics for tangible assets to facilitate
consistent measurement of costs . The contractor can de-
cide not to capitalize any item under $500 or any item
having a useful life of under two years . Additions and
improvements that either extend the life of an asset or
its usefulness must be capitalized. The standard also
specifies capitalization of the cost of constructed as-
se ts, including any general and administrative costs
identifiable with the asset.
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CAS 
~~•Q~~~ 

- Accounting for Unallowable Costs. The fifth
standard provides that contractors must identify unal-
lowable costs and exclude these costs from billings ,
claims , and proposals for government contracts . Fur-
thermore, unallowable costs are subject to the same
cost accounting principles as are allowable costs . Un-
allowable costs in an allocation base shall bear their
pro rata share of allocable indirect costs.

CAS 406 - Cost Accounting Period. The sixth standard
deals with the establishment of the cost accounting per-
iod of a contractor and the circumstances in which it
can be other than his fiscal year. A contractor should
use his fiscal year to accumulate and allocate costs
whenever possible . However, the contractor and the gov-
ernment may mutually agree on another accounting period.
In all cases , though , the time period used to accumulate
costs in an indirect cost pool must be the same as the
period used to establish the allocation base .

CAS 
~~~

Q,7 - Use of Standard Costs for Direct Material and
Direct Labor. The seventh standard provides criteria
under which standard costs may be used for direct mate-
rials and direct labor. The standard also provides cri-
teria for establishing standards , accumulating standard
costs, and disposition of variances from standard costs.
Standard costs may be used for direct labor and direct
material if they are entered into the books of account,
if they are accumulated at the production unit level,
and if the practices involve,d with standard costing are
written and consistently followed.

- CAS 408 - Accounting for Costs of Compensated Personal
Absence. The eighth standard provides criteria for the
allocation of compensated personal absence costs • Costs
of compensated personal absenc e must be assigned to the
cost account ing period in which they were earned and the
sum of these costs for an entire cost accounting period
must be allocated on a pro—rata basis to the fina l cost
objectives of that period.

Once again, these summaries of the first eight cost ac-
counting standards are presented here for reader familiarity

purposes only and are taken from the context of the full stand-

ards as found in Standards, Rule$L and Rezulations, July 1,

1976. of the Cost Accounting Standards Board .

The final portion of this chapter will briefly describe

the federal procurement process. The discussion will cover
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the role of the contracting officer, the organization of the

Department of Defense (DOD) contract administration and how

cost accounting standards are administered.

Federal Procurement Process

The intent of the final portion of chapter two is to

provide an overview of the federal procurement process so —

that the reader may better understand who is responsible for

administering government contracts and , in particular, who

must administer cost accounting standards . As stated in

chapter one, it is assumed that -the reader has some knowledge

of the DOD procurement process , and , thus, certain details

concerning procurement and contract administration are either

lightly described or eliminated altogether from the following

discussion.

Contract Officers. The Armed Services Procurement Regu-

lations (AS PR) emphasize that it is the policy of the Depart-

ment of Defens e to procure supplies and servicer from respon-

sible sources at reasonable prices calculated to result in

the lowest overall cost to the government. In order to im-

plement this policy the government makes use of contracting

officers . These individuals are responsible for negotiated

defense contracts from inception to termination. ASPR sets

forth the responsibilities of contracting officers by stating:

Contracting officers, or their authorized represent-
atives acting within the scope of their authority, are
the exclusive agents of their respective Departments to
enter into and administer contracts on behalf of the
Government in accordance with AS PR arid Departmental pro-
cedures. Each contracting officer is responsible for
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or having perf ormed all administ ive ac-
tions necessary for effective contracting . The contract-
ing officer shall avail himself of all appropriate or-
ganizational tools such as the advice of specialists in
the fields of contracting, finance , law, contract audit ,
packaging , engineering , t raff ic  management , and price
analysis (AS PR , 1976 :3—80 1.2( a ) ) .

The contracting officer which has this overall respon-

sibility for a contract is called the Procuring Contracting

Officer (P CO).  The PCO is usually located at a central buy-

ing activity and is primarily involved with a procurement

action until the time of contract award. The duties and re-

sponsibilities of the PCO are extensive and are found through-

out the ASPR , but they can be summarized int o five major areas :

1. The FCC must plan how the item or service will be
procured , either by formal advertising or negotia-
tion. This includes determining the type of con—

• tract that will be used.

2. The FCC must solicit and select the source of the
purchase.

3. The FCC must negotiate with the contractor to arrive
at a fair and reasonable price satisfactory to both
parties and award the contract.

4. The FCC must assure contract performance through
proper administration of the contract.

5. The FCC must make final settlement of the contract
(Lamm, 1976).

Although the PCC is ultimately responsible for a con-

tract , the government has recognized that the task of admin-

istering a contract can become very complex and involved.

Contract administration often requires tha t an agent of the

government with decision-making capability be on location at

the scene of contract performance . For this reason the position

30



-
~~~~~~~~~ ~~~~~~~~ ~~~~~~~~~~~~~~~~~ 

- 

N,

of Administrative Contracting Officer (ACO) was created to

relieve the PCO of many administrative functions (Lamm , 1974:

36). ASPR provides a list of 69 separate functions to ‘be

accomplished by a contract administration component when a

contract is assigned to an Ace (ASPR , 1976:1-406(c)).

The FCC is still ultimately responsible for the contract,

but he usually delegates the authority for administering the

contract to an ACO. The PCO does not assign a contract for

administration directly to art individual ACO, but rather uses

the DOD Directory of Cont ract Administration Services Compo—

nents to determine the cognizant contract administration ser-

vices component to contact (DOD Directory, l977:vii). The

component contacted will assign the contract to an ACO, who

in turn contacts both the FCC and the contractor by letter

informing them of his identity and the personnel assigned re-

sponsibility for various areas of the contract (USAF , 1975:12),

Department of Defense Crgianization for Contract Adminis-

tration. Operational responsibility for DOD contract adinin-

istration rests either with the Defense Supply Agency which

controls the activities of the Defense Contract Administra-

tion Services (DCAS) or with the three Military Departments

through the Plant Cognizance Program. The cognizant compo-

nent found in the Directory of Contract Administration

Services will either be in DCAS or in one the the Military

Departments (USAF , 1975:10-li).

The major contract administration responsibility for

DOD , however, rests with the Defense Contract Administration

Services Agency. This agency is divided geographically into
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nine Defense Contract Administration Services Regions, each

with a regional headquarters . These regions in turn are sub-

divided into district, plant, and area offices , as necessary 
•

in relation to the volume of defense contracts throughout

the nation (Kunsemiller, 1976). At present there are some

90 different DCAS locations (regional headquarters, district,

plant, and area offices) which have a total of approximately

400 ACOs. The number o± ACOs at any given location depends
on the workload involved (DOD, 1976; Kunsemiller, 1976).

Normally all defense contracts requiring field adminis-

tration will be administered by OCAS , except those listed in

ASPR 20-703.2. Among chis list are the plants and facilities

of manufacturers which have ‘been assigned to the Military IDe-

partments for contract administration under the Plant Cogni-

zance Program. The Assistant Secretary of Defense (Installa-

tions and Logistics) is responsible for the Plant Cognizance

Program, and he determines the applicable plant cognizance

assignments. Two primary criteria are used to determine when

a Military Department will receive plant cognizance. First,

the Military Department desiring such cognizance must have

a contract in -the plant for a major system or subsystem.

Second, the system must be of such critical importance to

th3 Nation that contract performance requires unusually close

technical direction and control by the appropriate program

manager. Other factors considered in determining plant cog-

nizance are undelivered dollar balances of contracts in the

plant , ,~ ~rtion of the plant used for the system , and duration

32 
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of the system contract . The number of plants under Military

Department cognizance is usually relatively sm all , involving

approximately 40 plants at any one time ( USAF , 1975).

The Army Material C ommand is responsible for the pro-

curement of material and related services required by the

Army and presently has three plants under its cognizance

(I{indman, 1977).

The Navy Material Command has a similar responsibility

t oward Naval procurement and is made up of subordinate corn-

mands known as systems commands . These systems commands are

responsible for procurement of certain items such as ships

(Naval Sea Systems C ommand ), aircraft (Naval Air Systems Com-

mand), shore facilities (Naval Facilities Engineering Command),

and electronics (Naval Electronics Systems Command). The con-

tract division of the respective systems command controls the

procurements of that command. However, in the majority of

cases DCAS will administer the contracts . The Navy present-

ly has 20 plants under its cognizance (DOD , 1977).

In the Air Force two commands, the Air Force Systems

Co mm and  and the Air Force Logistics C ommand , are responsible

for the bulk of procurement. Systems Command is responsible

for research, development, and production of all major Air

Force weapon systems , and Logistics Command is responsible

for the support of all major Air Force systems once they en-

ter the operational inventory. The Air Force Contract Man-

agement Division has overall responsibility for administering

contracts in plants which are under Air Force cognizance

(USAF , 1975:11). At the plant level this responsibility is
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carried out by Air Force Plant Representative Offices, and

- at present there are 19 of these (Barbara , 1977). -

In each one of the plants assigned to the Military De-

partments for cognizance there will usually be at least one

primary ACO and various contract specialists to assist him.

These specialists are usually in the areas of financial analy-

sis, price and cost analysis, production management, quality

assurance , and cost accounting standards (USAF , 1975:12).

It is important to remember that the ACC is only one

member of the procurement team . The FCC is still untimately

responsible for the contract even though the ACC is regarded

as the head of the contract administration component . The

final portion of this chapter will describe how the estab-

lishment of cost accounting standards has changed the scope

of FCC responsibility in relation to contract administration.

Contract A dministration ~~~ Cost Accounting Standards.

Until the issuance of cost accounting standards the FCC had

total responsibility for all aspects of the contract he had

devised, especially in the area of price determination. Even

though Department of Defense policy was to make maximum use

of contract administration facilities, the FCC still retained

the right to take whatever action he deemed necessary to pro-

tect the government (ASPR, 1976:20-701; 20—703.3). In many

cases this included retaining some or all of the contract ad-

ministration functions listed in ASPR 1-406(c). The ACO was

merely a contract advisor to the PCO and had only such author-

ity as the PCO delegated to him (Lammn , 1976:279).

-

• 
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Since the issuance of cost accounting standards, the

position of ACO in the procurement process has changed con-

siderably. The ASPR now directs that when a contract con-

tains the CAS Clause, the ACO will be responsible for per-

forming the functions in Section l—406(c)(lix) through (lxii )

(ASPR, 1976:3—1208(a)). These four functions are stated as

follows:

(lix ) determine adequacy of prime con-tractor’s Dis-
closure Statements ;

(lx) determine whether prime contractor’s Disclosure
Statements are in compliance with Sec tion XV
and Cost Accounting Standards ;

(lxi) determine contractor compliance with Cost Ac-
counting Standards and Disclosure Statements ,
if applicable ;

(lxii ) negotiate price adjustments and execute supple-
mental agreements pursuant to the Cost Account-
ing Standards clauses in 7-104.83 (ASPR 1-14.06(c),
1976).

The PCO is bound by the decisions of the ACO in these

areas . Thus, under cos t accounting standards the P00 now

shares responsibility for contract price with the ACO. The

ACO , and not the P00, is responsible for negotiating the ef-

fect of cost accounting practice changes on the contract.

The net result of cost accounting standards on the procure-

ment process has been to significantly strengthen the posi—

tion of the ACO. The changes have made the ACO a decision

maker with far-reaching influence concerning contract cost

and pricing matters (Lamm, 1976:280—281). As quoted in Laznm ,

1976 , one ACO stated that “the ACO isn ’t pe rforming a service
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function in CAS but rather he is performing the prime func-

tion” (L~mm, 1976:281).

The reason for this shift of decision making power to

the ACO regarding cost accounting standards caine from the

Cost Accounting Standards Board . In its interpretations,

the Board encouraged federal agencies to establish procedures

so that a contractor could reach agreement with a single agen-

cy official concerning cost accounting standards matters

(CASB, 1976(a)). The Department of Defense implemented this

recommendation by assigning prime responsibility for cost ac-

counting standards to the cognizant ACO since he was already
geographically located in a position to deal with the con-

tractor (Lenin, 1976:282).

In order to carry out his duties regarding cost account-

ing standards , the ACO makes use of several specialists in

the applicable contract administration facility: the contract

auditor, the price analyst, and sometimes a cost accounting

standards monitor or specialist that the ACO has appointed

to assist him. The definition of these positions and their

primary duties have been included in the first part of this

chapter under definitions.

Summary

The background information presented in this chapter

forms the basis for -the research effort and was presented in

three major sections . First , in the introduction the ma j or

thrust of the study was presented along with a working vocabu-

lary of procurement terms . Second , the Cost Accounting Standards
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Board was described in terms of its history , its policies,

and the first eight standards it has promulgated. Third ,

those portions of the federal procurement process which have

a direct bearing on this study were discussed: the duties

of the contracting officer, the organization of DOD contract

administration, and , finally, how cost accounting standards

are administered.

The ACO is the contracting officer responsible for ad-

ministering the standards and rules issued by the Cost Ac-

counting Standards Board . He is the decision maker who mus t

determine whether or not a contractor is in compliance with

the promulgations of the Board. This responsibility makes

the Administrative Contracting Officer the focal point 1’ or

cost accounting standards in defense contract administration.
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III . Methodology

This chapter describes the methods used to gather and

analyze the data associated with this research effort. The

first portion of the chapter discusses the sample population,

the survey technique selected, and the distribution and col-

lection of the survey results . The second portion of the

chapter discusses the statistical techniques used to analyze

the data in order to answer the research question.

Sample Population

This study seeks to determine the impact that cost ac-

counting standards have had on the cost accounting practices

of defense contractors . As emphasized in chapter II, the Ad-

ministrative Contracting Officer (ACO) is the contracting of-

ficer responsible for administering all cont racts which con-

tain the Cost Accounting Standards (CAs) Clause. In this

capacity the ACO is the focal point for the government in

all matters Involving cost accounting standards . For these

reasons -the sample population chosen for this research was

all Department of Defense (DOD ) ACOs and Corporate ACCs .

Corporate ACCs (CACOs ) were included in the research because

they perform functions similar to ACOs . CACOs make contract

administration determinations of a corporate wide nature

where DOD has contracts with two or more major operating di-

visions of the same company.
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Survey Technique

A mailed questionnaire was chosen as the best method for

gathering the data necessary for this research effort. There

were several reasons why -this method was selected. The pri-

mary ones were the sample population size , the geographi c

dispersal of the sample population , and the limited time avail-

able to gather the data . The sample population consisted of

approximately 420 DOD ACOs and CACOs located in some 140 lo-

cations throughout the United States. These two facts along

with the limited time available to gather data made a mailed

questionnaire the only feasible method of data collection.

Questionnaire Development. 
- The complete questionnaire

in Appendix B was the culmination of several forma t changes

and revisions which took place after pretesting the instru-

ment. The portion of the questionnaire which deals with be-

fore and after evaluation of defense contractor cost account-
I

ing practices is an adaptation of a questionnaire developed

by Lt. Col . Adrian M. Harrell , Assistant Professor of Account-

ing at the Air Force Institute of Technology (AFIT).  Lt .  Col

Harrell originated the idea of studying the impact of cost

accounting standards on defense contractor cost accounting

practices , and he acted as the faculty advisor in the subse-

~ 
quent research effort.

Twelve individuals pretested the questionnaire; ten were

AFIT graduate students who had completed a course in cost ac-

counting standards and two were ACOs . These individuals of-

fered several suggestions and recommendations which were in-

corporated into the final survey instrument.
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The final questionnaire, located in Appendix B, consists

of 45 questions . The firs t nine questions seek demographic

inf ormation abo ut the respondent . The next 34 questions are

designed to elicit respondent perceptions concerning the urn—

pact of cost accounting standards 401-408 ( CAS 401-408 ) on

defense contractor cost accounting practices . The last two

questions ask the respondent to evaluate his own expertise

in answering questions regarding the standards.

t Each standard is considere d separately. First , the con-

tents of the standard are briefly described, and then four

questions regarding cost accounting practices affected by

-the standard follow this description. The four questions

are arranged in pairs . The first pair of questions is struc-

tured to elicit respondent perceptions to a statement of how

uniform cost accounting practices were before the issuance

of the standard and , then, how uniform these practices are

now . The second pair asks very similar before and after  per-

ceptioris in regard to consistency .

Respondent perceptions concerning how uniform and con-

sistent cost accounting practices were before and af ter  the

issuance of each standard formed the basis for the majority

of this data gathering effort . This is due to the fact that

the primary objective of the Cost Accounting Standards Board

is to issue clearly stated cost accounting standards which

achieve an increased degree of uniformity and consistency in

the cos t accounting practices utilized by de fense contractors

(CASE, 1977:1). This study seeks to determine if cost account-

ing standards 401-408 have achieved this objective .

14.0 
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An example of the format of these paired questions is

now presented as it appears in the questionnaire for CAS 403.

The perceptions of the respondent are measured on a seven

point scale (1 to 7).

Cost Accountin~ Standard 403 (effective July 1, 1973 )
establishes criteria for allocating home office expenses
to the segments of an organization.

Cost accounting practices in this area :

Strongly Strongly
Disagree Agree

( UNIFORMITY )
18. Were highly uniform before

this CAS became effective . 1 2 3 4 5 6 7
19. Are highly uniform at the

present time. 1 2 3 4 5 6 7
(CONSISTENCY )

20. ~1ere highly consistent before
this CAS became effective . 1. 2 3 4 5 6 7

21. Are highly consistent at the
present time . 1 2 3 4 5 6 7

Distribution ~~~~~~~, Collection. As explained in chapter

II , operatiora l responsibility for DOD con-tract adininistra-

tion resi~ it her with the Def ense C ontract A dministration

Services Ag~. ’~.y (DCAS) or one of the three Military Depart-

ments under the Plant Cognizance Program. There are present-

ly 88 DCAS components in addition to the approximately 45
plants assigned to the Military Departments for cognizance

(DOD Directory , 1977). The location and mailing address of

all of these components and plants are in the Q~Qfl Directory

of Con-tract Administration Components. Depending on the

workload involved, each one of these locations may have one

L
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or more ACOs assigned. In order to determine the scope of

the research effort and the number of questionnaires needed,

an attempt was made to determine the number of ACOs at each

location.

DCAS , which has the major contract administration for

DOD and the largest number of ACOs , was contacted first.

Headquarters DCAZ provided the name and autovon (DOD telephone )

extension of the nine regional Contract Administration Special-

ists in each of the regional headquarters . These individuals

in turn provided the writer with the number of ACOs and CACOs

(if applicable) in each district, plant, and area office.

Each Military Department was contacted so that a similar de-

termination could be made of the number o± ACOs and CACOs in-

volved in the Plant Cognizance Program .

A total of 450 questionnaires were mailed to 134 differ-

ent locations and to an estimated 420 ACOs and 30 CACOs . In

each mailed packet of questionnaire(s) was an instruction

letter addressed to the Chief of the Contract Administration

Division. The letter (in Appendix B) asked this individual

to do three things: (1) confirm the number of ACOs and CACOs

(if applicable) in the contract administration component,

(2) return the uncompleted questionnaires of any ACO or CAC O
unavailable to answer the questionnaire , and (~~~~~) distribute ,

collect, and mail the questionnaires back. This was done in

the hope that it would result in a high response rate and en-

able the writer to determine an accurate count of available

respondents.
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The combined response rate for ACOs and CACOs was 81~ .

Of the respondents sought, 397 ACOs and CACOs were available

to answer the questionnaire and 321 chose to do so. Responses

were also received from a number of various other contract

specialists. Their responses were not included in the re-

sults, however , as this research effort was directed toward

ACOs and CACOs . Their response and interest was and is great-

ly appreciated. The last portion of this chapter will de-

scribe the analysis of the data collected.

Statistical Techniques

Four analytical tools were used to analyze the data gath-

ered in this research. These tools are statistical programs

or subprograms found in the Statistical Package the Social

Sciences (Nie,  et al., 1975), and all references in this chap-

ter will come from this source. The methods will be c~escribed

in the order in which they were performed: frequency distri-

bution, paired sample t test, frequency delta run, and cross-

tabulation.

Frequency Distribution. The first step in the analysis

of the survey data was to determine the number of respondents

who were ACOs and CACOs and review their responses to all of

the survey questions . To do this the frequencies program as
• found in the Statistical Package for the Social Sciences (SPss )

was used. The SPSS frequencies program computes and presents

a one way frequency distribution in table form for any vari-

ables (in this case 45 questions) which have a limited num-

ber of values (that is, responses). Histograms presenting a
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graphic display of the relative frequency distribution of re-

sponses of the variables requested can also be obtained.

The reason for this initial analysis was three-fold.

First, it was done in order to insure that the responses were

coded properly during the transfer of information from ques-

tionnaires to key punch cards. Second , it was done in order

to determine the demographics of the sample population and
the sample means o~: questions 14.2 to 45. Finally, histograms

of the responses were desired in order to visually confirm

that the sampling distribution of the mean could be approxi-

mated closely with a normal distribution. The normality re-

quirement was necessary in order to perform the t test which

was the next analytical tool employed.

Paired Sample t Test. The paired sample t test program

in SPSS is used in this study to determine if the group mean

for a given variable , after a certain treatment, is greater

than the group mean f  or that variable before the treatment.

The variables in this case are the two goals of the Cost Ac-

counting Standards Board : uniformity and consistency in de-

fense contractor cost accounting practices. The treatment

is the issuance of a cost accounting standard. An example

of the questionnaire form for CAS 403 has already been pre-

sented in this chapter, and it will be used as an example to

explain how and why each statistical test was done. Referring

to questions 18 and 19, the questionnaire asks the ACOs and

CACOs to give their perceptions of how uniform defens e con-

tractor cost accounting practices were before and then after

the issuance of CAS 403 .
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To calculate the paired sample t value the SPSS program

forms the variable D X2 - X
1 

where is the measurement

before treatment (question 18) and is the measurement af-

ter treatment (question 19). D has a mean and is normally

distributed. In this research the question is, have the

standards achieved increased uniformity and consistency in

the cost accounting practices of defense contractors? To

answer this question the null hypotheses (H 0 ) was formed that

= 0 and tested against the alternate hypothesis (H1) tha t

0 for each standard . This is done first for uniformity

and then for consistency. That is, did the standard, say

CAS 403, achieve increased uniformity in defense contractor

cost accounting practices?

In order to make this test, the paired sample t test

program was used to compute the appropriate t value and its

associated probability for each pair of questions from 10

through 41. As calculated by S~SS, this is a two-tailed prob-

ability and must be divided by -two to convert it to the ap-

propriate one-tailed probability value. If this ort~-tailed

probability value is less than the significance level chosen

to conduct the hypothesis test of H0 vs H1, then H0 can be

rejected and H1 accepted. In the case of CAS 403 and ques-

tions 18 and 19, this rejec tion of H0 and acceptance of H1
would mean that in the opinion of ACOs and CACOs CAS 403 in-

creased uniformity in defense contractor cast accounting prac-

tices to a statistically significant degree. This same test

was performed 16 times, twice for each of the first eight
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standards, first for uniformity and then for consistency.
‘ ‘ The results of these tests will be presented in tabular form

in chapter IV.

Delta Frequencies. The next portion of the analysis

was done in order to determine the frequency of the amount

of change the ACOs and CACOs perceived had taken place since

the issuance of the standards. To do this the variable

D = X 2 
- X1 was again formed for paired questions 10 through

41, and then the SPSS frequencies program was used. This

resulted in a tabular printout of the relative frequency of

the value of D for each standard, first for uniformity and

then for consistency. The values of D could vary from -6 to

+6 in each case. For example, referring to questions 18 and

19 for CAS 403, the respondent could have marked a 1 on ques-

tion 18 and then a 7 on question 19, resulting in a D or del-

ta of +6. The frequency program would then indicate how many

respondents had a D = +6 between question 18 and question

19.

This analysis was performed in order to determine the

percentage of the respondents who felt that the standards

(or which standard) had resulted in (1) decreased uniformity

or consistency in contractor cost accounting practices (a neg-

ative D), (2) no change (a D of zero), or ( 3)  increased uni-

formity or consistency (a positive D ) .  The results of this

analysis will also be presented in tabular form in chapter

IV. These results raised questions which led to the final

stage of the analysis.
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Crosstabulations. Crosstabulations is an SPSS program

which enables the user to obtain a joint frequency distribu-

tion of cases (respondents) according to two or more classi-

ficatory variables (questions). The printed output from the

program was a two dimensional table for each pair of questions

(Ql8 and 19, Q20 and 21, e tc .)  from question 10 through que s-

tion 41. The tables enabled the writer to determine how the

respondents who had a D or delta of zero on the previous test

had answered each pair of questions . That is, out of the 306

respondents who answered Q18 and Ql9 on CAS 403 a certain num-

ber indicated a D of zero. This D of zero is made up of peo-
- 

- ple who marked the first question in the pair (Ql8) with a cer-

tain number (1 to 7) and then marked the second question (Q19)

with the same number. Thus, the crosstabulatioris program en-

abled the writer to determine how many respondents marked the

paired questions 1/1, 2/2, 3/3 , 4/4 , 5/5 , 6/6 , or 7/7. The
,

reason this was important was so that the statistical results

obtained previously could be interpreted properly. Implica-

tions drawn from this analysis will be presented in chapter V.

S uznxnary

This chapter has presented the methods used to gather

and analyze the data associated with this research. The first

half of the chapter described the sample population, the sur-

vey technique , and how the survey instrument was developed
and distributed. The second half of th~ chapter presented the

statistical techniques used to analyze the survey data. The

results of this analysis will be presented in the next chapter.
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IV. Findings

The purpose of this chapter is to present the results of -•

t.he analysis of the survey data. It begins with a presenta-

tion of the demographics of the ACOs and CACOs . Following

this, the results of the statistical analyses performed on

the data are presented and briefly discussed.

DemoEraphics

This section presents an overview of the demographic in-

formation gathered on the sample population. For a detailed

description of this information refer to Appendix E where the

demographic questions and frequencies of responses are pre-

sented.

Of the respondents who answered the questionnaire , 310

were ACOs and 11 were CACOs . Of these individuals , 64.9% had

held their position as ACO or CACO for more than five years,

and 96.6% had been involved in contract administration for

more than five years . Five years was chosen as a point of

information since the f i rst two cost accounting standards

considered in this study were issued in 1972.

Of the 32.1 contracting officers , 54.5% were involved in

administering contracts with more than one contractor at the

time the questionnaires were returned, and 75.7% have been

involved with more than one contractor in the past five years.

Almost all of the contracting officers (98 .5% ) are civil ser-

vants who serve in the grade of GS-l2 , 13, or 14. Information
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on the educational level and formal accounting hours or cred-
- 

its earnea by the respondents was also collected , and this -

is described ‘n detail in Appendix E.

In addition to obtaining this demographic information,

the SPSS frequencies program was used to visually confirm that

the sampling distribution of the responses for questions 10

through ~il could be approximated closely with a normal dis-

tribution. As expected, this result was the case. Further-

more, in all instances the size of the groups under considera-

tion was sufficiently large as to allow the central limit

theorem to be invoked. The assumptions necessary in order

to use the paired t test to analyze the data were present.

The next portion of this chapter will present a summ~ry

of the statistical results obtained on the first eight cost

accounting standards .

CAS 401-408 Results

The results of the three statistical programs (paired t

• test, frequency of delta values, and crosstabuj.ations) used

to analyze the data for each standard are presented in sepa-

rate tables at the end of this chapter. The discussion of

the results is presented separately for each table • A gen-

eral description of the overall findings illustrated in the

‘table is discussed first, followed by a detailed explanation

of the findings for a specific standard. The standard used

as an example for the discussioz~i in each case is cost account-

ing standard 402 (CAS 402). The format of the results for

the rest of the standards in each table is the same as those
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explained for CAS 402. The reader can use the general descrip-

tion of results coupled with the specific example to study and

interpret the findings for the other standards in each table.

Table Is Paired t Test Results for CAS 40l-CAS 408.

This table presents the results of the paired sample t test

statistical program used to analyze the survey data collected

on question 10 (QlO ) through Q41. As explained in chapter

III , this test was performed to determine if ACOs perceived

that a significant shift occurred in the uniformity and con-

sistency of defense contractor cost accounting practices as

a result of the first eight cost accounting standards. For

each standard the ACOs answered a pair of questions regard-

ing uniformi ty of cost accounting practices before and then

after the issuance of the standard and a similar pair of ques-

tions regarding consistency.

The standards are presented in all of the tables in nu-

erical sequence followed by a 13 or C suffix indicating wheth-

er the findings are f or uniformity or consistency. The num-

ber of the paired questions , mean of responses, standard de-

viation of responses, and number of respondents who answered

both of the paired questions are also presented. Finally,

the -t value obtained from the t -test and its associated one-

tailed probability value are presented. The t values were

all quite large (ranging from 13.10 to 18.52) resulting in a

one-tailed probability value significant at the .000 level

in each case . 
• That is, the paired sample t test detected

that ACOs perceived a highly significant shift in the uniformity
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and consistency of defense contractor cost accounting prac-

tices.

As an example of how to read the table , the findings re-

garding uniformi-ty for CAS 402 are now discussed. The results

in Table I for this variable (CAS 402) are presented to the

right of CAS 40213. In this case , questions 14 and 15 were

the paired survey questions which addressed uniformity for

CAS 402. The perceived mean of uniformity in defense contract-

or cost accounting practices prior ‘to CAS 402 (Group I) was

3.54, and the perceived mean at the time of the survey (Group

II) was 4.96. The standard deviation of the 309 responses

f or -these questions was 1.7 and 1.3 respectively. The paired

sample t test resulted in a t value of 16.89 and an associated

one-tailed probability significant at the .000 level. Thus,

the finding is that ACOs perceived CAS 402 has resulted in a

significant shift in the uniformity of defense contractor cost

accounting practices. The findings for the remaining stand-

ards are in the same format as those discussed for CAS 1402.

Table ~j: Frequencies on Delta Values. For each stand-

ard there were some ACOs who perceived that the standard re-

sulted in (1) decreased uniformity/consistency in contractor

cost accounting practices , (2) no change in the uniformity/

consistency of these practices, or (3) increased uniformity~’

consistency of these practices. This table presents the num-

ber and percentage of ACOs in each of these categories for

each standard. These findings are reported to present the

range of responses in the interest of fairness to the respond-

ents.
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The number and percentage of ACOs in each of the three

categories for CAS 402 regarding uniformity are presented to

the right of CAS 40213. Of the 309 ACOs who answered questions

14 and 15 (see Appendix B ) ,  nine (3% ) perceived that CAS 402

resulted in decreased uniformity, 100 (32%) perceived the

standard had no effect on uniformity, and 200 (65%) perceived

uniformity increased. The number and percentage of respond-

ents in each category for the other standards are presented

in the same format as those for CAS 402.

Table 
i~~~~~~

: Crosstabula-tion Results. The percentage of

respondents in Table II who perceived no change occurred in

cost accounting practices as a result of the standards was

sizeable, ranging from 27% to 50%, depending on the standard .

Table III presents the results of additional analysis performed

on this category of respondents from Table II. The analysis

performed enabled the writer to determine how the respondents

who perceived no change (in Table II) answered each pair of

questions from QlO through QLf1. To indicate the standard

had resulted in no change the respondent marked the first

question of a pair (for example , Ql8 and Q19) with a number

from 1 to 7 and then marked the second question with the same

number. The computer program enabled the writer to determine

how many respondents marked a 1/1, 2/2, 3/3, 4/4, 5/5, 6/6 ,

or 7/7 for each pair of questions. The frequencies of these

responses were then grouped into three categories : i/i, 2/2;

3/3, 4/4 , 5/5 ; 6/6 , 7/7. The results are presented in Table
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It is presumed that the respondents who marked a pair
of questions i/i or 2/2 are indicating that a standard was

needed, but that the standard issued has had no effect. That

is, they perceived the standard has not done what it was in-

tended to do ( increase uniformity and consistency in defense

con-tractor cost accounting practices). Conversely, it is

presumed that those respondents who marked a pair of questions

with a 6/6 or 7/7 are indicating they perceived that cost ac-

counting practices were highly uniform or consistent prior to

the issuance of the standard and this is still true. In o’her

words, these respondents are indicating they perceived that

a standard was not necessary in the beginning, and not that

the standard has failed. These are clearly two different

meanings. In addition, it is surmised that little inference

can be drawn from the middle numbers (3/3, 4/Li., or 5/5).
The frequency of responses wi thin these groups indicates

that only a small percentage (1% to 6%) of ACOs perceived

that a standard which had no effect felt so because they

thought the standard had failed. That is, they marked the

paired questions f or a standard either i/i or 2/2. A larger

percentage (7% to 29%) of ACOs perceived that a standard which

had no effect thought so because they perceived the standard

was not necessary in the first place. That is, they marked

the paired questions 6/6 or 7/7. This latter finding was

especially evident for two standards, CAS 402 and CAS 406.

In the case of CAS 402, 15% of the ACOs apparently perceived

that a standard was not necessary to improve uniformity, and

17% perceived that a standard was not necessary to improve
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consistency. For CAS 406 , these percentages were 21% and 29%

respectively.

Thus , there were sizeable percentages of ACOs who per-

ceived certain standards resulted in no changr~ to uniformity

and consistency, even though the results of the paired t test

indicated that each of the standards had achieved significant
results . Implications were drawn from these responses which

indicated no-change in order to understand why ACOs responded

this way. These implications are presented in chapter V.

Questions ~~
Questions 42 and 43 asked the respondents to react to

statements that cost accounting standards 401 to 408 had in-

creased uniformity (QLi.2) and consistency (Q43) in defense con-

tractor cost accounting practices. The mean (on a 7 point

scale) for QLi.2 was. 4.394, and the mean for Q43 was 4.703.

Questions 114 and 45 asked the respondents to react to
statements regarding their expertise to answer -the survey

questions regarding uniformity (Q144) and consistency (Q45).

The mean on QLi.4 was 4.332, and -the mean on Q45 was 4.885.

UTnTm~ r~
This chapter has presented the results of the statisti-

cal methods used to analyze the survey data. No attempt was

made to draw conclusions or implications from these results

or relate them to the thesis research questions as this is

done in the next chapter.
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V . Summary and Implications

The purpose of this chapter is to summarize the entire

research eff ort and to int erpret the analy-tical results in
order to answer the research questions. The main thrust of

• this research has been to determine what effect Administrative

Contracting Officers perceive that each of the first eight

cost accounting standards has had on the cost accounting prac-

tices utilized by defense contractors. Have these cost ac-

counting standards achieved an increased degree of uniformity

and consistency in cost accounting practices?

To explore these research questions a literature survey
was conducted in order to review the history of cost account-

ing standards and to describe how the standards are adminis-

tered within the federal procurement process. The establish-

merit of cost accounting standards and the Cost Accounting

Standards Board were the culmination of several years of Con-

gressiorial work involving hearings and a feasibility study.

The prim ary witness in favor of cost accounting standards at

these hearings was Admiral Hymen G. Rickover. Admiral Rick-

over decried the inability of the government to properly iden—

tify contractor costs to specific governuient negotiated con-

tracts. He charged that without such standards it was impos-

sible for the government to learn what it cos ts to make an
article or to determine if contractors were making excessive

profits . Impressed by his testimony , C ongress enacted
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legislation requiring a study of the feasibility of applying

such standards to defense contracts. The findings of this

study were very favorable, and as a result Congress enacted

legislation (Public Law 91-379) creating the Cost Accounting

Standards Board in 1970. The Board was charged with promul-

gating cost accouri-ting standards designed to achieve uniform-

ity and consistency in defense contractor cost accounting

practices.

These standards are administered within the federal pro-

curement process by two organizations . These are the Defense

Contract Administration Services Agency and the Military Plant

Cognizance Program. Within these organizations the contract-

ing officer responsible for administering the standards and

rules issued by the Board is the Administrative Contracting

Officer (ACO). -He is the decision maker who must determine

whether or not a contractor is in compliance with the promul-

gations of the Board. This responsibility makes him the fo-

cal point for cost accounting standards in defense contract

administration.

Due to their unique position , ACOs were chosen as the

sample population to query regarding the primary goals cost

accounting standards were meant to achieve . These goals , as

stated by the Board , are to achieve an increased degree of

uniformity and consistency in the cost accounting practices

used by defense contractors. A mailed questionnaire was used

to elicit ACO perceptions regarding the uniformity and con-

sistency of defense contractor cost accounting practices before ,
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arid then after the first eight cost accounting standards were

issued. This study focused on these eight standards be cause

they have- been in effect for at least two years. It was pre- •

sumed that this is an adequate time period to permit an eval-

uation of the effectiveness of these standards.

Sumrna~y of Findings

- This section summarizes the results of the statistical

analyses performed on the questionnaire data. As stated pre-

viously, ACOs were asked -to give their perceptions regarding

uniformity and consistency of cost accounting practices be-

f ore and after the issuance of each of the first eight stand-

ards. The result of this was a perceived mean of uniformity

arid consistency prior to each standard and then a perceived

mean of uniformity and consistency at the time of the study.

A t test was then used to determine if the perceived mean of

uniformity and consistency at the time of the study was sig-

nificaritly greater than the perceived mean of uniformity and

consistency prior to the issuance of each standard . The t

values obtained were quite large (from 13.10 to 18.52) result-

irig in one-tailed probabilities significant at the .000 level

in each case. Thus, the t test detected a highly significant

positive shift in the means of both uniformity and consistency

achieved by each standard.

Further analysis was then performed to insure a complete

answer to the research question. The paired t test compared

means in order to detect an overall shift in perceptions .

The writer feels that these results , while quite valid , should
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be viewed in conjunction with the total range of responses.

Obviously not all ACOs think that the standards have increased

uniformity or consistency, and these perceptions were reported

in the interest of fairness to the respondents.

A computer program was used to determine the number and

percentage of respondents who indicated that the standards

I-tad resulted in (1) decreased uniformity and consistency,

(2 )  no change , or (3) increased uniformity and consistency.

The respondents who felt that the standards had actually de-

creased uniformity and consistency was very small, ranging

from only 1% to 3% of the sample size , depending on the stand-
ard. The respondents who felt that the standards had resulted —

in no change, however, ranged from 27% to 50%, depending on

the standard. These percentages, although seemingly large

in some cases , do not alter the overall significant shift de-

tected by the paired t test. This is be cause -the respondents

who felt that the standards had increased uniformity and con-

sistency (ranging from 50% to 71%) perceived such a large

shift had taken place that the overall results were highly

significant .

Next , the responses of ACOs who indicated these standards

had not changed the uniformity or consistency of cost account-

ing practices (27% to 50% of the ACOs , depending on the stand-

ard in question) were studied . This was accomplished in or-

der to try to understand why ACOs responded this way. A com-

puter program enabled the writer to determine how many re-

spondents marked a pair of questions (before and after the
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standard) with the same response (indicating no change). As-

sumptioris were then made as to the meaning of the paired re-

sponses depending on where they were on- the answer scale .

These responses indicated that only a small percentage of

ACOs who perceived that a standard had no effect on cost ac-

counting practices felt -this way because they thought the

standard had failed. In each case (for every standard ) a

larger percentage of ACOs perceived that a standard which

had no effect thought so because -they believed the standard

was not necessary in the first place , rather than that the

standard had failed . This latter result was especially evi-

dent for two tandards , CAS 402 and CAS 406 .

The final analysis was done on the last four questions

on the questionnaire. Questions 42 and 43 asked the ACOs to

indicate how strongly they agreed or disagreed with statements

that as a whole the first eight standards had achieved in-

creased uniformity (Q4-2) and consistency (Q43). The means

of the responses (4.394 for Q42 and 4.703 for Q43) indicate

more agreement than disagreement and imply that AC Os perceive

the standards are achieving , as a whole , the two primary goals

of the Cost Account ing Standards Board .

The last two questions on the mailed questionnaire aske d
ACOs to respond to statements that they had sufficient experi-

ence with the first eight standards to answer the questi ons
concerning uniformity (Q44) and consistency (Q45). The mean

for Q44 was 4.332 and for Q45 was 4.885. This indicates that

ACOs feel they are more qualified to answer questions on the
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standards concerning consistency than questions concerning

uniformity. This is probably due to the fact that the con-

cept of uniformity is more difficult for an ACC to observe

because it by necessity involves working with more than one

contractor and then comparing the cost accounting practices

used by the contractors.

Research Implications

This research has attempted to answer the question: have

the first eight cost accounting standards achieved increased

uniformity and consistency in defense contractor cost account-

ing practices? In order to do this the primary research ques-

t~~rt was asked: what effect do Administrative Contracting

Officers perceive that each of the first eight post account-

ing standards has had on the uniformity and consistency of

cost accounting practices employed by defense contractors?

Implications drawn from the research enable the writer to an-

swer these questions .

The t test results show conclusively that ACOs perceive

that each of the first eight cost accounting standards has

significantly increased both uniformity and consistency in

the cost accounting practices used by defense contractors.

Ir: the opinion of ACOs , then, these standards have achieved

the stated objectives of the Cost Accounting Standards Board .

An interesting finding of the research was that sizeable

percentages of ACOs perceive tha t certain standards have not

achieved the goals of increased uniformity and consistency,

even though the results of the paired t test indicate that
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each of the standards has achieved significant results. The

-. responses imply that a number of these ACOs feel that stand-

ards perceived to have had no effect were unnecessary in the

beginning rather than that these standards have failed.

This may be due to the fact that in some instances the

cost accounting practices addressed by the standards were al-

ready covered in the Armed Services Procurement Regulations.

Another explanation may be that many government contractors

were already highly uniform and consistent in these areas of

accounting practices , and , therefore , the standards have only

noticeably affected a few.

In conclusion, Administrative Contracting Officers per—
ceive that the Cost Accounting Standards Board has been suc-

cessful in achieving increased uniformity and consistency in

the cost accounting practices of defense contractors with its

initial eight cost accounting standards.

F
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Appendix A

Maj or Rules, Regulations and Cost Accounting Standards

Promulgated ~~ the Cost Accounting Standards Board

As of July 
~~~~~~~ 

1976

Description Effective Date

1. Contract Clause July 1, 1972

2 .  Disclosure Statement July 1, 1972

3. Disclosure Statement-Lowering floor for
filing to net awards of $10 million April 1, 1974

4. Minimum amount for covered contracts
increased from $100,000 to $500,000 January 1, 1975

5. Standard 401-Consistency in Estimating ,
Accumulating and Reporting Costs July 1, 1972

6. Standard 402-Consistency in Allocating
Cos ts Incurred for the Same Purpose July 1, 197~’

7. Interpretation No. 1 to Standard 402 July 1, 1972

8. Standard 403-Allocation of Home
Office Expenses to Segments July 1, 1973

9. Standard 404-Capitalization of
Tangible Assets July 1, 1973

10. Standard 405-Accounting for Unal-
lowable Costs April 1, 1974

11. Standard 406-Cost Accounting Period July 1, 1974

12. Standard 407-Use of Standard Costs
for Direct Material and Direct Labor October 1, 1974

13. Standard 408-Accounting for Costs of
Compensated Personal Absence July 1, 1975

14. Standard 409-Depreciation of Tangible
Capital Assets July 1, 1975
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Description Effective Date
% F

15. Standard 410—Allocation of Business
Unit General and Administrative Ex-
penses to Final Cost Objectives October 1, 1976

16. Standard 411-Accounting for
- 

- 

Acquisition Costs of Material January 1, 1976

17. Standard 412-Composition and
Measurement of Pension Cost January 1, 1976

18. Standard 414-Cost of Mone y as
an Element of the Cost of
Facilities Capital October 1, 1976

19. Standard 415-Accounting for the
Cost of Deferred Compensation January 1, 1977
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Appendix 3

~~~ple Questionnaire

In Mail Survey
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DEPARTMENT OF THE AIR FORCE
AIR FORCE J145~~~~uTE OF TECHNOLOGY (AU )

WRIGHT-PATTERSON AIR FORCE aASE, OHIO 45433

AFIT-ENS, lit Col Harrell, AV785—3362 or 513—255—3362

SUIJECY: Cost Accounting Standards Survey Instructions

~a Chief, Contract Administration Division

1. This survey of the impact of Cost Accounting Standards
upon the accounting practices of defense contractors has
been authorized ‘y the Department of Defense under the
control number RCS DDM(OT)7737. Your headquarters has
provided the number of ACOs and CACOs(i±’ applicable) in
your organization to which this survey is directed. As
the Chief of the Contract Administration Division it is
requested that you complete one questionnaire and distri-
bute the others to your ACOs and CACOs . Please return the
completed questionnaires in the preaddressed envelope pro-
vided.

2. If for any reason an ACO or CACO is unavailable to
answer the survey please return the uncompleted question—
1~~1re (s).

3. If the number of ACOs and CACOs in your organization
is not ( ) ,  please indicate the correct number here( )
and return this letter in the envelope with the completed
questionnaires.

4. Il’ you have any questions or need additional question—
-~aires, please contact me at Autovon 785—2549 or at 513—255—3362. Thank you for your time and cooperation in this
study.

— - cu~~~ ~~~~~Adrian M. Harrel.1, Lt Col, USAF
Asst. Prof. of Accounting
Dept. of Systems Management
School of Engineering

- l  
-

Sir.i.gtb Through Knowledgs
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DEPARTMENT OF THE AIR FORCE
~~~~ ; -

-s-.AIR FORCE INSTITUTE OF TECHNOLOGY IA U  ~~~ ‘ -

WRIGHT-PATTERSON AIR FORCE BASE. OHIO 45433

~~~~~°AFIT/ENS (Lt Col Harrell/(513)255-3362, AIJTOVON 785-3362) 
-

1~JaJECT: Cost Accountj n~ Standards Questi onnai re -

ro Al l DOD Administrati ve Contracting Officers and Cost Accounting Standards
Specialis ts

1. The attached questionnaire asks for your views about how Cost
Accounting Standards 401-408 have affected certain defense contractor
accounting practices. It takes only about 15 mInutes to complete , and
is part of an Air Force Insti tute of Technology (AFIT) research project
Into the impact of Cost Accounting Standards upon the defense procurement
process. The questions presented can be answered best only by someone
such as yourself whose work is affected by these Standards .

2. This survey is authorized by the 000 under the contro l number
R~$: ODM(QT)7731. Your participation is voluntary . The data that are
collected will be aggregated for analysis and your personal anonymi ty is
guaranteed , so please answer frankly. The report that resul ts from this
research will be available through the Defense Documentati on Center next
year. 

-

3. The success of this research effort is totally dependent uDon your
cooperation. We need the views of as many individuals such as yourself
as - possible in order to be sure we avoid misleading conclusions . Plea se
take 15 mInutes from your schedule to share your knowledge wi th us.

- ~~~~ ~~~~~ADRIAN M. HARRELL (PhD), Lt Col , USAF -

Asst Prof of Accounting -

Department of Sys tems Management -

- School of Engi neeri ng

SSr.agtb Through Knowl.dg~
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The purpose of this questionnaire is to obtain your views
about Cost Accounting Standards 401 through 408. Permission
to perform this s urve y has been obtaine d from the appropria te
authorities. Please respond frankly . The information gathered
will be su1m~~rized in an Air Force Institute of Technologyresearch report. You will not be identified in the final re-
port, and your participation in this study will be kept con-
fidential. —

PLEASE CIRCLE OR WRITE IN T~~ APPROPRIATE RES PONSE .

1. Are you an administrative contracting officer (ACO)?

a. Yes (If answer is Yes, skip Question 2 . )
b. No (If answer if No , please answer Question 2.)

2. If you are not an ACO P please specify your position (job)
title. (Examples: Cost Accounting Standards Monitor,
Cos t Accoun ting Standards Specia lis t, Bus iness Manager ,
Corporate ACO—CACO , etc.)

3. How long have you held your present position ( job ) in
your organization?

a. Less than 1 year
b. 1 year to less than 3 years
c. 3 years to less than 5 years
d. 5 years to less than 7 years
e. 7 years to less than 9 years
f .  over 9 years

4. How long have you been involved with government contract
administration?

a. 1 to less than 5 years
b. 5 to less than 10 years
c. 10 to less than 15 years
d. 15 to less than 20 years
e. 20 to less than 25 years
f .  more than 25 years

714. 
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5. How many differe nt contractor (s ) are you presently involv ed

with in administering Cost Accounting -Standards (CAS)?

a. 1 d. 4
b. 2 e. 5

C . 3 f. More than 5

6. How many different contractor(s) have you been involved
with in administering Cost Accounting Standards (CAS )
during the past 5 years?

a. 1 d. 4
b. 2 e. 5

c. 3 f. More than 5

7. Please indicate your grade.

a. GS-9 f .  GS-14 - k. 0-4
b. 05— 10 g. CS-15 1. 0-5
c. GS-l1 h. 0— 1 in. 0—6

- - d. GS-12 i. 0-2 ri. Other (please
e. 05..13 specify)

8. What is your highest level of education?

a. Less than a Bachelor’s degree
b. Bachelor’s degree
c. Graduate work beyond a bachelor degree
d. Master ’s degree
e. Postgraduate work beyond a ~aster’s degree
f .  Doctorate degree

9. Indicate the approximate hours/credits of formal education
in accounting you have completed.

a. 0—6
b . 7— 12
c. 13—18
d. 19-24
e. 25 or more
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COST ACCOUNTING STA NDA RDS

Cost Accounting Standards seek to achieve two primary accounting
goals, UNIFORMITY and CONSISTENCY.

UNIFORMITY is achieve d when different defense contractors
employ the same cost accounting practices under the same cir-
cumstances,

CONSISTENCY is achieve d when an indivi dual defens e contractor
• employs the same cost accounting practices over time.

With these two definitions in mind , please complete the fol-
lowing questions , whic h address Cost Accoun ting Standards 401
through 408. Indicate the extent to which you disagree or
agree with each of the statemen ts presen ted belo w by marking
the appropriate response.
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Cost Accounting Standard 401 (effective July 1, 1972) seeks
to insure that the practices defense contractors use to esti-
mate costs during the proposal stage are consistent with the
practices used to accumulate costs during the execution stage.

Cost accounting practices in this area :

Strongly Strongly
Disagree Agree

(UNIFoRMITY )
10. Were highly uniform before

this CAS became effective. 1 2 3 4 5 6 7

11. Are highly uniform at the
present time. 1 2 3 4 5 6 7

(CONSISTENCY)
12. Were highly consistent before

this CAS became effective. 1 2 3 4 5 6 7

13. Are highly consistent at the
present time . 1 2 3 4 5 6 7 —

Cost Accounting Standard 402 (effective July 1, 1972) seeks
to assure tha t each type of cost is allocated onl y onc e to
any contract or cost objective.

Cost accounting practices in this area:

Strongly Strongly
Disagree Agree

(uN IFoRr~ITY)
14. Were highly uniform before

this CAS became effective . 1 2 3 4 5 6 7

15. Are highly uniform at the
present time. 1 2 3 4 5 6 7

(CoNSISTENcY)
16. Were highly consistent before

this CAS became effective . 1 2 3 4 5 6 7
17. Are highly consistent at thepresent time. - 1 2 3 4 5 6 7
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Cos t Accoun ting Standard 403 (effective July 1, 1973) estab—
lishes criteria for allocating home office expenses to the
segments of an organization.

Cos t accounting practices in this area : - 

-

Strongly Strongly
Disagree Agree

— (UNIFORMITY)
18. Were highly uniform before

this CAS became effective. 1 2 3 4 5 6 7

19. Are highly uniform at the
present time . 1 2 3 4 5 6 7

(coNsIsTE~rCY)20. dere highly consistent before
this CAS became effective. 1 2 3 4 5 6 7

21. Are highly consistent at the
present time . 1 2 3 4 5 6 7

Cost Accounting Standard 404 (effective July 1, 1973) estab-
lishes criteria for the capitalization of tangible assets.

Cost accounting practices in this area s

- Strongly Strongly
Disagree Ag ree(UNIFORMITY)

22. Were highly uniform before
this CAS became effective. 1 2 3 4 5 6 7

23. Are highly uniform at the
present time. 1 2 3 4 5 6 7

(CONSISTENCY)
24. Were highly consistent before

this CAS became effective. 1 2 3 4 5 6 7

25. Are highly consistent at the
present time. 1 2 3 4 5 6 7

f
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Cost Accounting Standard 405 (effective April 1, 1974) estab-
lishes guidelines for the accounting treatment of unallowable
costs .

Cost accounting practices in this area :

Strongly Strongly
Disagre e Agre e

( UNIFORMITY)
26. Were highly uniform before

this CAS became effective. 1 2 3 4 5 6 7

27. Are highly uniform at the
present time. 1 2 3 4 5 6 7

(CoNsISTENcY)
28. Were highly consistent before

this CAS became effective. 1 2 3 4 5 6 7
29.  Are highly consistent at the

Present time. 1 2 3 4 5 6 7

Cost Accounting Standard 406 (effective July 1, 1974) estab-
lishes criteria for selecting the time period (e.g., 12 months ,
15 months, etc.) to be used for contract cost estimating,
accumulating and reporting.

Cost accounting practices in this area:

Strongly Strongly
Disagr ee Agre e

(UNIFORMITY)
30. Were highly uniform before

this CAS became effective . 1 2 3 4 5 6 7

31. Are highly uniform at the
present time . 1 2 3 4 5 6 7

(CONSIsTENCY)
32 .  Were highly consistent before

this CAS became effective . 1 2 3 Lj . 5 6 7
4 33. Are highly consistent at the

present time . 1 2 3 4 5 6 7
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Cost Accourttin~ Standard 407 (effective October 1, 1974)establishes criteria for the use of standard costs for direct
materials and direct labor and for the accounting treatment
of standard cost variances.

Cos t accounting practices in this area :

Strongly Strongly
Disagree Agree

( UNIFORMITY )
34. Were highly uniform before

this CAS became effective. 1 2 3 4 5 6 7

35. Are highly uniform at the
present time . 1 2 3 4 5 6 7

(CONSISTENCY )
36. Were highly consistent before

this CAS became effective. 1 2 3 4 5 6 7

37. Are highly consistent at the
present time . 1 2 3 4 5 6 7

Cost Accounting Standard 408 (effective July 1, 1975) seeks
to insure that compensated personal absence costs (vacation ,
sick leave, etc.) are measured and allocated to the proper
cost objectives.

Cost accounting practices in this area:

Strongly Strongly
Disagree Agre e

(UNIFORMITY)
38. Were highly uniform before

this CAS became effective. 1 2 3 4 5 6 7

39. Are highly uniform at the
present tune . 1 2 3 4 5 6 7

(cONSIsTENCY)
40. Were highly consistent before

this CAS became effective. 1 2 3 4 5 6 7

41. Are highly consistent at the
present time . 1 2 3 14. 5 6 7
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42. Cost Accounting Standards 401 through 408 have achieved
increased UNIFORMITY in the cost accounting practices
followed by the defense contractors to which they apply.

Strong ly Strongl yDisagree Agree
1 2 3 4 5 6 7

43. Cost Accounting Standards 401 through 408 have achieved
increased CONSISTENCY in the cost accounting practices
followed by the individual defense contractors to which
they apply.

Strongly StronglyDisagr ee Agre e
1 2 3 4 5 6 7

Li.4 . I feel tha t my experience with Cost Accounting Standards
401 through 408 is sufficient to answer the questions
which address UNIFORMITY.

Strongly Strongly
Disagree Agree

1 2 3 4 5 6 7

45. I feel that my experience with Cost Accoun ting S tan dar ds401 through 408 is sufficient to answer the questions
which address CONSISTENCY.

Strongly Strongly
Disagree Agree

1 2 3 Li. 5 6 7
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PRIVACY STATEMENT

In acc ordance with paragraph 30, AFR 12-35, the following
inf ormation is provided as required by the Privacy Act of 1974 :

a. Authority :

(1) 10 U . S . C . ,  80—12 , Secretary of the Air Force,
Powers, Duties, Delegation by Compensation; and/or

(2) E O 93—97, 22 Nov 43, Numbering System for Federal
Accounts Relating to Individual Pers ons; and/or

(3) DOD Instruction 1100.13, 17 Apr 68 , Surveys of
Department of Defense Personnel; and/or

b. Principal purposes. The survey is being conducted 
-to collect information to be used in research aime d at illumi-

nating and providing inputs to the solution of problems of
interest to the Air Force and/or DOD .

c. Routine Uses. The survey data will be converted to
information for use in research of management related problems .
Results of the research based on the data provided, will be
included in written master’s theses and may als o be inclu ded
in published articles, reports, or texts. Distribution of
the results of the research, based on the survey data, whether
in written form or presented orally, will be unlimited.

d. - Participation in this survey is entirely voluntary.

e. No adverse action of any kind may be taken against
any individual who elects not to par ticipate in any or all
of this survey.
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Appendix C

Current Studies of the

Cost Accounting Standards Board

Selection of specifi c areas for research and possible

development of Cost Accounting Standards is based primarily

on (1) relationship to the objectives of Public Law 91-379,

(2) significance of observed cost accounting problems , and

(3 )  relationship to other work of the Board. The research

projects pursued in the past year are as follows:

1. Accounting for Direct Materials Not Incorporated in
Contract End Items — This subject encompasses the accounting
for the cost of materials which are allocable directly to
contracts and other final cost objectives but which are not
incorporated in end items. Research on this subject has in-
dicated it can be appropriately covered by an Interpretation
to Standard 401. The Interpretation was publishe d in the
Federal Register for comment in June 1976.

2. Allocation of Manufacturing , Engineering and C om-
parable Overhead - This project covers the allocation of
pools of manufacturing, engineering and comparable overhead .
A preliminary draft Standard on manufacturing overhead was
distributed for comment in March 1976, and responses are be-
ing analyzed.

3. Adjustment and Allocation of Pension Cos t — This
project deals with the criteria used for measuring and as-
s4ning to cost accountin~ periods the value of actuarialgains and losses. Criteria will be developed for both regu-
larly recurring and abnormal gains and losses. The project
also deals with criteria for allocating pension costs from
a home office to segments . A preliminary draft S tandard was
distributed for comment in June 1976 .

4. Distinguishing Between Direct and Indirect Costs —

This study covers the accounting concepts and principles gov-
erning consistent classification of costs as direct or indi-
rect, and the bases for making distinctions. An issues paper
was distributed for comment in November 1975. The responses
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have been analyzed, and a preliminary draft Standard is in
preparation.

5. Accounting for Costs of Service Centers - Research
on this subject involves the development of concepts for use
in accounting for the costs o±~ service centers. An issues
paper was distributed for comment in January 1976 and responses
are being analyzed.

6. Accounting for Insurance Costs — This project deals
with criteria for the measurement of insurance costs, including
self-insurance, the appropriate treatment of premium adjust-
ments , and the allocation of insurance costs to cost objectives.
An issues paper was distributed in February 1976. Responses
are being analyzed.

7. Allocation of Material-Related Costs - This subject
deals with criteria for cost-pool creation and allocation-
base selection pertaining to material-related costs . The
scope includes the costs incurred for the activities asso—
ciated with acquiring, handling, and controlling materials .
An issues paper was mailed in April 1976 and responses are
being analyzed.

8. Independent Research and Development and Bid and
Proposal Costs — This subject covers the accounting for costs
of performing independent research and development and costs
of preparing bids and proposals by contractors engaged in
Government contracts . Information on existing accounting
practices concerning these costs has been obtained and is
being analyzed.

9. Indirect Costs of Colleges and Universities - This
study involves an inquiry into the nature and composition of
indirect cost rates of colleges and universities which have
defense contracts. An issues paper was distributed in July
1976. ‘ -

10. Accounting for Contract Term inations - Research
continues on this study , which concerns the inquiry into cos t
accounting practices applicable to contracts which are ter-
minated for the convenience to the Government . Research is
continuing after analysis of the responses to a March 1975
questionnaire .

11. Accounting for Intracompany Transfers - This pro-
ject is in the preliminary research stage. It covers in-
quiry into the accounting problems involved in the pricing
of intracomparty sales or transfers 01’ goods and services.

1 2 .  Cost of Money as an Element of the Cost of Operat-
ing Capital - This project was part of the broader topic deal-
ing with cost of capital. The topic was split into two dis-
tinct subjects prior to the promulgation of the Cost Accounting
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Standard on Cost of Money as an Element of the Cost of Facili-
ties Capital. The coverage of that Standard is limited to

- - cost of money as related to facilities capital. Research is
continuing on cost of money as related to operating capital.

13. Joint Product Costing - This study involves special
- cost accounting problems related to manufacturing processes

in which multiple products are produced in a joint operation.
- 

Such processes are usuall y used in , although not necessarily
- limited to, the chemical and petroleum refining industries.
- 

Research on this project is in its early stages.

14. Terminology Project - The Board has a continuing
- effort to develop definitions for those terms which may be

used in Cost Accounting Standards. Many individuals in Coy-
errunent, industry , and the public accounting profession, and
the academic community participate in this effort by comment-
ing on draft definitions. Definitions used in Standards pro-
mulgated by the Board appear in Part 400 of the Board ’s regu-
lations .
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Appendix D

Purpose and Fundamental

Requirements of CAS 401 - 408

CAS 401 - Consistency in Estimating , Accumulating and Report-
ing Costs.

Pur pose
The purpose of this Cost Accounting Standard is to in-

sure that each contractor’s practices used in estimating
costs for a proposal are consistent with cost accounting
practices used by him in accumulating and reporting costs .
Consistency in the application of cost accounting prac-
tices is nec~.ssary to enhance the likelihood that com-parable transa~ ti~ ns are treated alike . With respect to
individual contracts , the consistent application of cost
accounting practices will facilitate the preparation of
reliable cost estimates used in pricing a proposal and
their comparison with the costs of performance of the re-
sulting contract. Such comparisons provide one important
basis for financial control over costs during contract
performance and aid in establishing accountability for
costs in the manner agreed to by both parties at the time
of contracting. The comparisons also provide an improved
basis for evaluating estimating capabilities.

Fundamental Requiremen t
(a) A contractor’s practices used in estimating costs

in pricing a proposal shall be consistent with his cost
accounting practices used in accumulating and reporting
costs.
(b) A contractor’s cost accounting practices used in

accumulating and reporting actual costs for a contract
shall be consistent with his practices used in estimat-
ing costs in pricing the related proposal.
(c) The grouping of homogeneous costs in estimates

prepared for proposal purposes shall not per se be deemed
an inconsistent application of cost accounting practices
under paragraphs (a) and ( b )  of this section when such
costs are accumulated and reported in greater detail on
an actual cost basis during contract performance .

CAS 402 - Consistency in Allocating Costs Incurre d for the
Same Purpose.

Purp ose
The purpose of’ this standard is to require that each
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type of cost is allocated only once and on only one basis
to arty contract or other cost objective. The criteria
for determining the allocation of costs to a product,
contract, or other cost objective should be the same for
al]. similar objectives. Adherence to these cost account-
ing concepts is necessary to guard against the overcharg-
ing of some cost objectives and to prevent double count-
ing. Double counting occurs most commonly when cost items
are allocated directly to a cost objective without elimi—
rmting like cost items from indirect cost pools which are
allocated to that cost objective .

Fundamental Requirement
All costs incurred for the same purpose, in like cir-

cumatances, are either direct costs only or indirect
costs only with respect to final cost objectives. No
final cost objective shall have allocated to it as an
indirect cost any cost, if other costs incurred for the
same purpose, in like circumstances, have been included
as a direct cost of that or any other final cost object-
ive. Further, no final cost objective shall have allo-
cated to it as a direct cost arty cost, if other costs
incurred for the same purpose, in like circumstances,
have been included in any indirect cost pool to be al-
located to that or any other final cost objective.

CAS L~O3 - Allocation of Home Office Expenses to Segments.

Purpose
(a) The purpose of this Cost Accounting Standard is to

establish criteria for allocation of the expenses of a
home office to the segments of the organization based on
the beneficial or causal relationship between such ex-
penses and the receiving segments. It provides for
(1) identification of expenses for direct allocation to
segments to the maximum extent practical; (2) accumu-
lation of significant nondirectly allocated expenses in-
to logical and relatively homogeneous pools to be allo-
cated on bases reflecting the relationship of the ex-
penses to the segments concerned; and (5) allocation of
any remaining or residual home office expenses to all
segments. Appropriate implementation of this Standard
will limit the amount of home office expenses classified
as residual to the expenses of managing the organization
as a whole .
(b) This Standard does not cover the reallocation of a

segment’s share of home office expenses to contracts and
other cost objectives.

Fundamental Requirement
(a)( l)  Home office expenses shall be allocated on the

basis of the beneficial or causal relationship between
supporting and receiving activities. Such expenses shall
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be allocated directly to segments to the maximum extent
practical. Expenses not directly allocated, if signifi-
cant in amount and in relation to total home office ex-
penses, shall be grouped in logical and homogeneous ex-
pense pools and allocated pursuant to paragraph (b ) of
this section. Such allocations shall minimize to the ex-
tent practical the amount of expenses which may be cata-
gorized as residual (those of managing the organization
as a whole). These residual expenses shall be allocated
pursuant to paragraph Cc) of this section.

(2) No segment shall have allocated to it as an in-
direct cost, either through a homogeneous expense pool,
or the residual expense pool, any cost, if other costs
incurred for the same purpose have been allocated direct-
ly to that or any other segment.
(b) The following subparagraphs provide criteria for

allocation 0±’ groups of home office expenses.
(1) Centralized service functions. Expenses of cen—

tralized service functions- performed by a home office for
its segments shall be allocated to segments on the basis
of the service furnished to or received by each segment.
Centralized service functions performed by a home office
for its segments are considered to consist of specific
functions which, but for the existence of a home office,
would be performed or acquired by some or all of the
segments individually. Examples include centrally per-
formed personnel administration and centralized data
processing.

(2) Staff management of certain specific activities
of segments. The expenses incurred by a home office for

• staff management or policy guidance functions which are
significant in amount and in relation to total home of-
fice expenses shall be allocated to segments receiving
more than a minimal benefit over a base , or bases, rep-
resentative of the total specific activity being managed.
Staff management or policy guidance to segments is corn-
mortly provided in the overall direction or support of
the performance of discrete segment activities such as
manufacturing, accounting, and engineering (but see sub-
paragraph (6) of this paragraph) .

(3) Line management of particular segments or groups
of segments. The expense of line management shall be al-
located only to the particular segment or group of seg-
ments which are being managed or supervised. If more
than one segment is managed or supervised, the expense
shall be allocated using a base or bases representative
of the total activity of such segments. Line manage-
ment is considere d to consist of management or super-
vtsion of a segment or group of segments as a whole.

(ii’) Central payments or accruals . Central payments
or accruals which are made by a home office on behalf of
its segments shall be allocated directly to segments to
the extent that all such payments or accruals of a given
type or class can be identified specifically with indi-
vidual segments . Central payments or accruals are those
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which but for the existence of a number of segments would
be accrued or paid by the individual segments. Common
examples include centrally paid or accrued pension costs,
group insurance costs, State and local income taxes and
franchise taxes, and pa3rrolls paid by a home office on
behalf of its segments. Any such types of payments or
accruals which cannot be identified specifically with
individual segments shall be allocated to benefited seg-
inents using an allocation base representative of the fac-
tors on which the total payment is based.I ; (5) Independent research and development and bidding
and proposal costs. Notwithstanding any other provisions
herein, the costs of independent research and development
and bidding and proposal efforts allocated by a home of-
fice shall continue to be allocated pursuant to provisions
of existing laws, regulations, and other controlling fac-
tore.

(6) Staff management not identifiable with any cer-
tain specific activities of segments. The expenses in-
curred by a home office for staff management, supervisory,
or policy functions, which are not identifiable to spe-
cific activities of segments shall be allocated in accor-

• dance with paragraph (c) of this section as residual ex-
penses.
(c) Residual expenses.
(1) All home office expenses which are not alloca-

ble in accordance with paragraph Ca) of this section and
subparagraphs (1) through ( 5)  of paragraph (b) of this
section shall be deemed residual expenses. Typical re-
sidual expenses are those for the chief executive, the

- - chief financial officer, and any staff which are not
identifiable with specific activities of segments. Re-
sidual expenses shall be allocated to all segments un-
der a home office by means of a base representative of
the total activity of’ such segments, except where sub-
paragraph (2) or (3) 0±’ this paragraph applies.

(2) Residual expenses shall be allocated pursuant
to subparagraph (1) of L~03.50(~ ) if the total amount ofsuch expenses for the contractor’s previous fiscal year
(excluding any unallowable costs and before eliminating
any amounts to be allocated in accordance with subpara-
graph (3) of this paragraph) exceeds the amount obtairteu.
by applying the following percentage(s) to the aggregate
operating revenue of all segments for such previous year:
3.35 percent of the first $100 million;
0.95 percent of the next $200 million;
0.30 percent of the next $2.7 billion;
0.20 percent of all amounts over $3 billion.
The determination required by this subparagraph for the
let year the contractor is subject to this Standard shall
be based on the pro forma application of this Standard to
the home office expenses and aggregate operating revenue
for the contractor’s previous fiscal year.
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(3).Where a particula r segment receives significant-
ly more or less benefit from re~ idua1 expenses than would
be reflected by the allocation of’ such expenses pursuant
to subparagraph (1) or (2) of this paragraph (see L103.50
(d)). the Government and. the contractor may agree to a
special allocation of residual expenses to such segment
co ensurate with the benefits received. The amount o±
a special allocation to any segment made pursuant to such
an agreement shall .be excluded from the pool of residual
expenses to be allocated pursuant to subparagraph (1) or
(2) of this paragraph, and such segment’s data shall be
excluded from the base used to allocate this pool.

CAS L1.0Zl~ - Capita1iz~tion of Tangible Assets.

Purpose
This Standard requires that, for purposes of cost mea-

surement, contractors establish and adhere to policies
with respect to capitalization of tangible assets which
satisfy criteria set forth herein. Normally, cost mea-
surements are based on the concept of enterprise contirt-
uity; this concept implies that major asset acquisitions
will be capitalized, so that the cost applicable to cur-
rent and future accounting periods can be allocated to
cost objectives of those periods. A capitalization poli-
cy in accordance with this Standard will facilitate mea-
surement of costs consistently over time.

Fundamental Requirement
(a) The acquisi tion cost of tangible capital assets

shall be capitalized. Capitalization shal]. be based
upon a written policy that is reasonable and consistent-
ly applied.
(b) The contractor’s policy shall designate economic

ax4 physical characteristics for capitalizati on of tan-
gible assets .

(1) The contractor’s policy shall designate a mini-
mi~ service life criterion, which shall not exceed 2
years, but which may be a shorter peri od . The policy• shall also designate a minimwu acquisition cost criter-
ion whi ch shall not excee d ~500, but which may be a
smaller amount.

(2) The contractor’s policy may designate other spe-
cific characteristics which are pertinent to his capital-
ization policy decisions (e.g., class of asset, physical -

size , identifiability and controllability , the extent of
integration or independence of constituent units).

(3) The contractor’s policy shall provide for ideri—
tification of asset accountability uni ts to the maximum
extent practical.

(LI) The contrac tor ’s policy may designate higher
minimum dollar limitations for original complement of
low cost equipment and for betterment s and improvements

_____  
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than the limitation established in accordance with para-
graph (b)(l) of this section, provided such higher limi-
tations are reasonable in the contractor’s circumstances.
(c) Tangible assets shall be capitalized when both of

the criteria in the contractor ’s policy as required in
paragraph (b)(l) of this section are met , except that as-
sets described in paragraph (b)(L~) of this section shallbe capitalized in accordance with the criteria established
in accordance with that paragraph.
(d) Costs incurred subsequest to the acquisition of a

tançible capital asset which result in extending the life
or increasing the productivity of that asset (e.g., bet-
terments and improvements) and which meet the contractor’s
established criteria for capitalization shall be capital-
ized with appropriate accounting for replaced asset ac-
countability units. However, costs incurred for repairs
arid maintenance to a tangible capital asset which either
restore the asset to, or maintain it at, its normal or
expected service life or production capacity shall be
treated as costs of the current period.

CAS LI05 - Accounting for Unallowable Costs.

Purpose
(a) The purpose of this Cost Accounting Standard is to

facilitate the negotiation, audit, administration and
settlement of contracts by establishing ~uidelines coy—H erings (1) Identification of costs specifically described

• as unallowable, at the time such costs first become de—
fined or authoritatively designated as unallowable: and
(2) the cost accounting treatment to be accorded such i—
dentified unallowable costs in order to promote the con-
sistent application of sound cost accountin~ principlescovering all incurred cests. The Standard is predicated
on the proposition that costs incurred in carrying on
the activities of an enterprise-regardless of the allow-• ability of such costs under Government contracts-are al-
locable to the cost objectives with which they are iden-
tified on the basis of their beneficial or causal rela-
tionships.
(b) This Standard does not govern the allowability of

costs. This is a function of the appropriate procurement
or reviewing author 4 ty.

Fundamental Requirement
(a) Costs expressly unallowable or mutually agreed to

be unallowable, including costs mutually agreed to be Un-
aLlowable directly associated costs, shall be identified
arid excluded from any billing, claim, or proposal appli-
cable to a Government contract.
(b) Costs which specifically become designated as

unallowable as a result of a written decision furnished
by a contracting officer pursuant to contract disputes
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procedures shall be identified if included in or used in
the computation of any billing, claim, or proposal appli-
cable to a Government contract. This identification re-
quirement applies also to any costs incurred for the same
purpose under like circumstances as the costs specifically
identified as unallowable Under either this paragraph or
paragraph (a) of this section.
(c) Costs which, in a contracting officer’s written de-

cision furnished pursuant to contract disputes procedures,
are designated as unallowable directly associated costs
of unallowable costs covered by either paragraph (a) or
(b) of this section shall be accorded the identification
required by paragraph (b) of this section. 4
(d) The ôosts of any work project not contractually

authorized, whether or not related to performance of a
proposed or existing contract, shall be accounted for,
to the extent appropriate, in a manner which per~nitsready separation from the costs of authorized work pro-
jects.

(e) All unallowable costs covered by paragraphs (a)
through (d) of this section shall be subject to the same
cost accounting principles governing cost allocability
as allowable costs. In circumstances where these unal-
lowable costs normally would be part of a regular in-
direct-cost allocation base or bases, they shall remain
in such base or bases. ~Jhere a directly associated costis part of a category of costs normally included in an
indirect-cost pool that will be allocated over a base
containing the unallowable cost with which it is asso-
ciated, such a directly associated cost shall be retained
in the indirect-cost pool and be allocated through the
regular allocation process.
(f) Where the total of the allocable and otherwise al-

lowable costs exceeds a limitation—of—cost or ceiling-
price provision in a contract, f ull direct and indirect
cost allocation shall be made to the contract cost ob-
jective, in accordance with established cost accounting
practices and Standards which regularly govern a given
entity’s allocations to Government contract cost object-
ives. In any determination of’ unallowable cost overrun,
the amount thereof shall be identified in terms of the
excess of allowable costs over the ceiling amount, rather
than through specific identification of particular cost
items or cost elements.

CAS LI06 - Cost Accounting Period .

Purpose
The purpose of this Cost Accounting Standard is to

provide criteria for the selection of the time periods• to be used as cost accounting periods for contract cost
• estimating, accumulating, and reporting. This Standard

Will reduce the effects of variations in the flow of
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costs within each cost accounting period. It will also
enhance objectivity, consistency, and verifiability, and
promote uniformity and, comparability in contract cost
measurements .

Fundamental Requirement
(a) A contractor shall use his fiscal year as. his cost

accounting period, except that~(1) Costs of art indirect function which exists for
only a part of a cost accounting period may be allocated
to cost objectives of that same part of the period as
provided in L~.O6.5O(a).(2) An annual period other than the fiscal year may,
as provided in 11.06.50(d), be used as the cost accounting
period if its use is an established practice of the con—
tractor.

(3) A transitional cost accounting period other than
a year shall be used whenever a change of fiscal year oc-
curs.

• (
~

) Where a contractor’s cost accounting period is
different from the reporting period required by Renego-
tiation Board regulations, the latter may be used for
such reporting.
(b) A contractor shall follow consistent practices in

his selection of the cost accounting period or periods
in which any types of expense and any types of adjustment
to expense (including prior-period adjustments) are ac-
cumulated and allocated.
(c) The same cost accounting period shall be used for

accumulating costs in an indirect cost poe]. as for es-
tablishing its allocation base, except that the contract-
ing parties may agree to use a different period for es-
tablishirig an allocation base as provided in L~.O6.5O(e).

CAS L~Q7 - Use of Standard Costs for Direct Material and Direct
Labor.

Purpose
(a) The purpose of this Cost Accounting Standard is to

provide criteria under which standard costs may be used
for esti-~ting, accumulating, and reporting costs of di-rect material and direct labor, and to provide criteria
relating to the establishment of standards, accumulation
of standard costs, and accumulation and disposition of
variances from standard costs. Consistent application
of these criteria where standard costs are in use will
improve cost measurement and cost assignment.
(b) This Cost Accounting Standard is not intended to

cover the use of pre—established measures solely for
estimating.

Fundamental Requirement
Standard costs may be used for estimating, accumulat-

ing, and reporting costs of direct material and direct
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labor only when all of the following criteria are met:
(a) Standard costs are entered into the books of ac-

count;
(b ) Standard costs and related variances are appropri-

ately accounted for at the level of the production unit;
and
(c) Practices with respect to the setting- and revising

of standards, use of standard costs, and disposition of
variances are stated in writing and are consistently
f ollowed.

CAS ~i.O8 — Accounting for Costs of Compensated Personal Absence .
H Purpose

The purpose of this Standard is to improve , and pro-
vide uniformity in, the measurement of costs of vacation ,
sick leave, holiday, and other compensated personal ab-
sence for a cost accounting period , and thereby increase
the probability that the measured costs are allocated to
the proper cost objectives .

Funr’-’mental Requirement
(a) The costs of compensated persona]. absence shall be

assiGned to the cost accounting peri od or periods in which
the entitlement was earned.

• (b ) The costs of compensated personal absence for an
entire cost accounting period shall be allocated pro-rata
on an annual basis among the final cost objectives of
that period.
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Appendix E

DemoEraphic Q~uestions and Freguency

~~ Responses

The first nine questions on the questionnaire ask for

demographic information about the respondents. Except for 
-
•

questions one and two , which are combined for brevity, these

questions will be presented as they were on the questionnaire.

Only the demographics for r~~pondents who were ACOs and CACOs

is presented. The absolute frequency and adjusted percentage

of’ these respondents will be presented beside the response

they chose for each question in the following manner: (24/7 .2%) .

1/2. ACO or CACO?

a. ACO (310/96.6%)
b. CACO (11/3.4%)

~~
. ~ow long have you held your present position (job) in

your organization?

a. Less than 1 year (29/9 .1%)
b. 1 year to less than 3 years ( 54/ 16.9% )
c 3 years to less than 5 years (29/9.1%)
d. 5 years to less than 7 years (82/25.7% )
e. 7 years to less than 9 years (21/6.6%)
f .  over 9 years (104/32.6%)

~i. ~[ow long have you been involved with government contractadministration?

a. 1 to less than 5 years (11/3.4% )
b. 5 to less than 10 years (28/8.7%)
c. 10 to less than 15 years (81/25.2%)
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d. 1.5 to less than 20 years (66/20.6%)

e. 20 to less than 25 years (94/29.3%)
f .  more than 25 years (41/12.8% )

5. How many different contractor(s) are you presently in-
volved with in administering Cost Accounting Standards (CAS)?

a. 1 (146/45.8%)
b. 2 ( 34/10.7%)
c. 3 (32/ 10.0%)
d. 14. (18/5.6%)
e. 5 (14/4.4%)
f. More than 5 (75/23.5% )

6. How many different contractor(s) have you been involved
with in administering Cost Accounting Standards (CAS )
during the past 5 years?

a. 1. (78/24 .4% )
b.. 2 (42/13.1%)
c. 

~ 
(38/11.9%)

d. 14. (21/6.6%)
e. 5 (26/8.1%)
f. More than 5 (115/35.9% )

7. Please indicate your grade .’

H d. GS-12 (215/67%)
e. GS-13 (70/21 .8%)
f. cS-3M. (31/9.7%)
j. 0—3 (4/1.2%)
1. 0-5 (1/.3%)
‘Missing choices had no responses.

8. What is your highest level of education?

a. Less than a Bachelor’s degree (139/43.3%)
b. Bachelor’s degree (89/27.7%)
a. Graduate work beyond a bachelor degree (55/17.1% )
d. Master ’s degree (26/8.1% )
e. Postgraduate work beyond a Master’s degree (6/1.9%)
f. Doctorate degree (6/1.9%)
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9. Indicate the approximate hours/credits of formal education
U in accounting you have completed.

a. 0-6 (134/41.9%)
b. 7-12 ( 77/24 .1% )
a. 13—18 (36/11.2%)
d. 19-24 (19/5.9% )
e. 25 or more (54/ 16.9%)
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Vita

Joe M. Banks was born in Ft. Worth, Texas on 10 July 1947.

At the age of’ 11 h~ moved to Panama City, Florida. He was

graduated from Rutherford High School in 1965. He received

an AS degree from Gulf Coast Junior College in 1967 and a BS

degree in Mathematics from Florida State University in 1969.

He was commissioned as a second lieutenant in the ~ir Force

from ROTC.

His first assignment was to Undergraduate Navigator

Training (U1~1T) at Mather AFB , California where he earned his

wings in August 1970. He was then transferred to Pope AFB,

North Carolina where he flew tactical airlift for two years

in C—130 aircraft.

In the summer of 1972 he attended AC-130 Gunship Training

at Huriburt AFB I Florida in preparation for a one year tour

at Ubon RTAFB , Thailand. In Thailand Captain Banks flew 400

hours of combat in the AC-130A and AC-130E aircraft.

In 1973 Captain Banks returned to Mather AFB as an tINT

Instructor Navigator where he served until August 1976 when

he entered the Air Force Institute of Technology.
— 

Permanent Address: 6622 Winona Street
Panama City, Florida 32401
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