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bEPARTL~NT OF THE Affi,tTY
OFFICE OF THE SURGBON GENERAL

ViASHUTGTON 25, D. C.

}~DDb-B 11 May 1956

Children IS Hospital Research Foundation
Cincinnati, Ohio

Gentlemen:

The Comptroller General, in a letter (£-126794) of 27 January
1956 to tile Secretary of Defense, expressed the opinion that the use
of predetermined fixed over-head rates in cost-c-e imour-semerrttype
contracts violates the prohibition a~ainst the cost-plus-a-percentage-
of-cost system of contracting and requested that the use of such pre-
det.errni.ner'fixee' overhead rates 0e discontinuec'.in future cost-
reuJbursement type contracts or in connection with the modification of
overhead rates stipulated in existing cost-reimbursement type contracts.
The Comptroller General has been acvised by the Assistant Secretary
of Deiense (Co!:iptroller)that we will, as a matter of'policy, revise
our procecures so as to conform with his recision.

You are hereby notified that except for certain cost-sharing
contracts as de scri.oed oeLov, the practice of provic'ing for the use
of pre( eten!1lnec11J.Tec overhead rates in future Department of
De i ense cor,t-type contracts or by amendment, to existing cost-type
cont~acts will oe discontinued. Procecures providing ior discontinuance
of the quo stjoner' practice are be.Lng developed and will be put into
effect with respect to non-profit an~ ecucational institutlons not
later than 30 September 1956. However, the fixed overhead rates pro-
video in your existing contracts will be allowed to run out for the
perioc currently stlpulated in the contract. New contracts executed
before 30 September 1956 may provic'e for fixec' rates where such rates
have been neE:otie.teoand aereec1.to in writing prior to 30 September
1956. Contracts executed on or after 1 October 1956 will be subject
to the new procedure. In the event that, in accord with existing
contract provisions, you will have subnuttec a proposal for overhead
rate negotiation prior to 1 July 1956, precetermined fixed overhead
rates may be nec;oti2.tedfor the time per ioc Lnc'Lcat.eoin such proposal,
pr-ovi.r'edt~le nerot.Lat.Lonscan be comp.Let.er'and a;;reed to in writing
prior to 30 Septemoer 1956.
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In order that some of the featm-es maki.n.,the use 01 f'Lxed
over-hear' r-aces desar-aol,e may ue r-ecaaned , over:leac~_rates will in
t.ne future, except for certain oosc-eharing contracts described.
below, be negotiateo only on the oasis OL historical or after-the-
fact costs and incorporated in the contract for application to costs
inc~~rec durinS the related historical period. If prospective OVer-
head rates are used they will be provisional and 1dll De ac1justec'on
the basis of historical or after-the-fact costs as incicated above.
Unc'ar tile netr procedure you "rill suomi.t a proposal representin;; your
claim for £i;::80or ii~m overheac rates after the close 01 the perioc.

In the future, contracts containint, cost-sharin&, arranbements
which embody an agreeuerrt to accept rates Lotrar- than t.ne anticipated
allowable incurrec overDead may 0e neGotiatec. tlowever, the rates
will oe subject to an after-tae-fact review.

It is believed. t.nat this n81'Jprocedure will make lor a iair end
result in that ne i.tuez- your ort,c;.niza-i:ilonnor the Government will Lie
taking a risk 01 over or under recovery. Also both parties will still
retain tne acvant.age of r'Lna.li.z at.i.onof the ovcrnead ,

Sinc~rely yours,

?u~/H~---k: ~T .-.l;JL~ H• .t3.r>.O.vN
Lt. Colonel, LSC
Co~tractiw~ O~ficer
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