
DEPARTMENT OF THE NAVY 
O F F I C E  O F  T H E  A S S I S T A N T  SECRETARY 

( R E S E A R C H .  D E V E L O P M E N T  A N D  A C Q U I S I T I O N )  
1000 NAVY P E N T A G O N  

W A S H I N G T O N  D C  20350-  1000 FEB 2 4 2009 

MEMORANDUM FOR DISTRIBUTION 

Subj: REQUEST FOR DEVIATION FROM FAR 31.203(c), INDIRECT 
COSTS 

Encl: (1) DPAP memo dated February 18, 2009 

Enclosure (1) is provided for your immediate implementation 
and action, as appropriate. The Director of Defense Procurement 
(DDP) has extended the deviation contained in DDP memorandum 
dated September 29, 1999. That memorandum authorized all 
Department of Defense contracting activities to deviate from the 
requirements of FAR 31.203(c) when costs disallowed under FAR 
31.205-52 are required to be included in the indirect cost base. 
This deviation was previously extended until September 30, 2008. 
Enclosure (1) extends this deviation until September 30, 2011. 

Please forward the enclosed memorandum to appropriate 
contracting personnel. 

DASN (A&LM) 

Distribution: 
CMC (LB) 
MARCORSYSCOM (CT) 
MSC (N10) 
NAVAIRSYSCOM (2.0 ) 
NAVFACENGCOM (ACQ) 
NAVSEASYSCOM (02) 
NAVSUPSYSCOM (02) 
ONR (02) 
SPAWARSYSCOM (02) 
SSP (SPN) 
NAVICP (02) 
AGC 



OFFICE OF THE UNDER SECRETARY OF DEFENSE 
SOQO DEFENSE PENTAGON 

WASHINGTON. DC PO90 1-5000 

FEB 18 2009 

ACQUISITION 
TECHNOLOGY 

AND LOGISTICS In reply refer to 
DAR Tracking Number: 2008-00009 

MEMORANDUM FOR COMMANDER, UNITED STATES SPECIAL OPERATIONS 
COMMAND (ATTN: ACQUISITION EXECUTIVE) 

COMMANDER, UNITED STATES TRANSPORTATION 
COMMAND (ATTN: ACQUISITION EXECUTJVE) 

DEPUTY ASSISTANT SECRETARY OF THE ARMY 
(POLICY AND PROCUREMENT), ASA (ALT) 

DEPUTY ASSISTANT SECRETARY OF THE NAVY 
(ACQUISITION & LOGISTICS MANAGEMENT), 
ASN (RDA) 

DEPUTY ASSISTANT SECRETARY OF THE AIR FORCE 
(CONTRACTING), SAFIAQC 

DIRECTORS, DEFENSE AGENCIES 
DIRECTORS, DOD FIELD ACTIVITIES 

SUBJECT: Request for Deviation from FAR 3 1.203(c), Indirect Costs 

On September 26,2005, the Acting Director of Defense Procurement and 
Acquisition Policy authorized the attached deviation from the requirements of FAR 
3 1.203(c) when costs disallowed under FAR 3 1.205-52 are required to be included in the 
indirect cost base. This deviation expired September 30,2008. 

This memorandum extends the deviation unti 1 September 30,20 1 I .  

Any questions concerning this memorandum should be addressed to Mr. Julian 
Thrash, Senior Procurement Analyst, at 
iulian.thrash:@.osd.mil. 

Attachments: 
1. September 26,2005, Extension 
2. September 9,2002, Extension 
3. September 29, 1999, Original Deviation . 



OFFICE OF THE UNDER SECRmARY OF DEFENSE 
3000 DEFENSE PENt'AGON 

WASHINGTON. DC 20301-3000 

SEP 8 6 2005 

ACWISITIOH 
TECWNOLOGV 

A N D  LOGISTICS In reply refer to . 
DAR Tracking Number: 2005-00009 

MEMORANDUM FOR DEPUTY ASSISTANT SECRETARY OF THE ARMY 
(POLICY AND PROCUREMENT), ASA(ALT) 

DEPUTY ASSISTANT SECRETARY OF THE NAVY 
(ACQUISITION MANAGEMENT), ASNWA) 

DEPUTY ASSISTANT SECRETARY OF THE AIR FORCE 
(CONTRACTING), SAF/AQC 

EXECUTIVE DIRECTOR LOGISTIC POLICY AND 
ACQUISITION MANAGEMENT @LA) 

DIRECTORS OF THE DEFENSE AGENCIES 
DIRECTORS OF THE DOD FIELD ACTMTIES 

SUBJECT: Class Deviation - F e d d  Acquisition Regulation (FAR) 31 203(c), Indirect 
C o s l  

On September 29,1999, the Director of Defense Procurement authorized the 
attached deviation from the requirements of FAR 3 I .203(c) when costs disallowed under 
FAR 3 1.205-52 are required to be included in the inhct  cast base. The original 
deviation expired September 30,2002. 

On September 9,2002, the Director of Defense Procurtment authorized an 
extension of the original deviation until September 30,2005. This memorandum extmds 
that deviation until Scptcmbcr 30, ,2008. 

Any questions concerning this m e m o d u r n  should be addressed to Mr. David 
Capitano, Seniw Procurement Analyst, at 703-847-7486 or via e-mail at 
david.caaitano(iibosd.mil. 

n 

Domenic C. Cipicchio b 
Acting Director, Dcfmse Procumnent 

and Acquisition Policy ' , 

Attachment: 
As stated 



OFFICE OF THE UNDER SECRFTARY OF DEFENSE 

joQ) DEFENSE WNTAGON 
W A ~ O T O U .  OC toso t -J000 

A C W 1 ~ .  
sEp9m 

mm-r 
A N 0  LOOmTlcS 

Ia reply dct to 
DAR Trackin# Nurnbsr: 2002-00005 

MEMORANDUM FOR DXREIDRS OF DEFENSE AGWClES 
DEPUTY FOR ACQUISITION AND BUSINESS MANAGEMEW, 

ASN@D&A)IABM 
DEPUTY ASSISTANT SECRETARY OFTHE AIR FORCE 
(CO~cr r r (sC) ,  SAFIAQC 

ACI'INO DEPUTY ASSISTANT SECRETARY OF THE ARMY 
WLTCY AkJD PR-. ASA(ALT) 

EXKUiWE DIRECTOR, L O G ~ ~ C S  POLICY AND 
AcQurSl'TlON MANAGEMENT @LA) 

SUB- C h 6  kviation - F e d d  Acquioitioa Regdoeion (FAR) 31.203(c). lndircct 
C O S ~  

On September 29, 1999, the Dtactor of Defense Rocunmcnt authorized the 
sttsehed deviation h m  the npuirtmeotr of FAR 31.20Wc) d e n  coats disdlowed under 
FAR 31.205-52 an required to be inchrdcd in the indirect cost b e .  The deviation 
expires on Scpttmba 30,2002. This mcmomutdum cxtcnb rhc deviation unti! 
.September 30,2005. 

Any qwtions concerning this memmdum should be a&lmsed to Mr. David 
Capitano, S d o r  Procurement AnaIyst at 703424245 or via email at: 
david.capilan~@osdmil. 1 

AtWmtnt: 
As stated 



OFFICE OF THE UNDER SECRETARY OF 

DEFENSE PENTAGON 
WASHiNGlON PC 203Qt-XKY) 

In reply refer t o  
bAR Trecking Number: 99-00009 

KMONWDUM FOR DIRECTORS OF DEFENSE AGENCIES 
DEPUTY FOR ACQUISITION AND BUSINESS M A N A w ,  

A S N ( m M )  / A m  
DEPUTY ASSISTANT SECRETARY O f  THE AfR FORCE 

(CONTRACTING I , SAP / AQC 
DEPUTY ASSISTANT SECRETARY OF THE ARMY (PROCUR-) 
EXECUTIVE DIRECTOR FOR PROCUREMENT MANAG-T {DLSC/DLA) 

SUBJECT: Class Deviation--Federal Acpuisstion Regulation (FAR) 
31.203(cI, Indirect Costs 

Effective h e d i a t e l y ,  all Department of Defense contracting 
activities shall deviate from t h e  requirements of FAR 31 .263  (c) when 
costs d i s a l 1 0 W  under FAR 31.205-52 are required to be included in 
the indirect cost base. 

Prior t o  April IS, 1996, the Cost  A c C O U ~ ~ ~ I ~  Standard8 (CAS) 
measured, assigned, a d  allocated the costs of tangible capital 
assets ucquired in cl business cmnbinstion under tho purchaae m e t h o d  
of accounting on the h a i s  of fair market value. This often roeulted 
in an increase in the wfue of the assets over the pre-business 
combination book va3ue; the increase is cumlunly refarred to as the 
step-up amount. FAR 31.205-52 disallowed this step-up amount. 

When assets that are valued at talr markec value are included as 
part of the base for allocating indirect costs, CAS requires that 
indirect expenses be allocated to the entire fair market value, 
including any step-up amopts. FAR 31.203(c) renders unallowable 
that share of the indirect expenses that are  allocable t o  the 
disallowed step-up amount. 

The purpose of FAR 31.205-52 is ta assure that the amount of 
depreciation of tangible assets and amottizatiou of intangible assets 
the Government pay8 f a  not increased as a result of a business 
combination. However, in tbis situation, contractors should not be 
pertalized by having their indirect cost recovery reduced. Thorefore, 
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1 am authorizing a deviation from F?kR 31.2U3Icl .  ~ h c ?  dev5ation 

.' relates only t o  the application of FAR 31 ,2031~)  to costs disallow* 
under FAR 31.205-52. Thus, when costs disallowed under F A R  31.205-52 
are regoired t o  be included i n  the i direct cost base. th4 indirect 
expenses proportionate t o  those dira 1 lowed costs will not be 
disallowed on the bao ic  o f  FAR 3 1 . 2 0 3 1 ~ 1 .  

This deviation applies to all future contracts. It also applies 
t o  indirect rates applicable to apan coot-reiniburcem~nt contracts, 
provided that  the f ina l  indirtct  rates have not been established (see 
FAR 42.7051 as of the date o f  t h i s  &orandurn., The dwiation also 
app;lies t o  any other situations reguiring tllitr indirect costa bc 
settled before contract prices are e$tablished, provided that the 
final indirect cost rates have not Men established (see FAR 42 .705)  
as of the date o f  th i s  memorandum. 

7 % ; ~  class deviation is effective through September. 30, 2002. +* 
Eleanot R. Spector 
Director, Defense Procurement 

CC: PSMC, Ft . Delvoir i 
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