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DEPARTIENT OF THE ARMY
OFFICE OF THE SURGEON GENERAL
WASHINGTON 25, D. C.

1EDDE-B 11 May 1956

Children's Hospital Research Foundation
Cineinnati, Ohio

Gentlemen:

The Comptroller General, in a letter (B-12679L) of 27 January
1956 to the Secretary of Defense, expressed the opinion that the use
of predetermined fixed overheacd rates in cost-reimoursement type
contracts violates the prohibition against the cost-plus-a-percentage-
of-cost system of contracting and requested that the use of such pre-

cdetermined fixecd overheacd rates ve discontinued in future cost-

reimbursement type contracts or in connection with the mocdification of
overhead rates stipulated in existing cost-reimbursement type contracts.
The Comptroller General has been acdvised by the Assistant Secretary

of Derense (Coiptroller) that we will, as a matter of policy, revise

our procecures so as to conform with his decision.

You are hereoby notified that except for certain cost-sharing
contracts as describecd below, the practice of providing for the use

Deiense coct-type contracts or by amencment to existing cost-type
contiracts will be discontinued. Procedures providing ior discontinuancs
of the questionecd practice are being developed and will be put into
effect with respect to non-profit ancd ecucational institutions not
later than 30 September 1956. However, the fixed overihead rates pro-
vided in your existing contracts will be allowed to run out for the
period currently stipulatecd in the contract. New contracts executed
before 30 September 1956 mey provicde for fixec rates where such rates
have been negotiated and agreed to in writing prior to 30 September
1956. Contracts executed on or after 1 October 1956 will be subject
to the new procecdure. In the event that, in accord with existing
contract provisions, you will have submitted a proposal for overhead
rate negotiation prior to 1 July 1956, precdetermined fixed overhead
rates may be negotiated for the time period indicated in such proposal,
provicded tiie negotiations can be completec and agreed to in writing
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In order that some of the features making the use of fixed
overheacd rates desiraole may oe retained, overineac rates will in
tne future, except for certain cost-sharing contracts described
below, be negotiated only on the pasis oi historical or after-the-
fact costs and incorporated in the contract for application to costs
incurred during the related historical period. Ii prospective over-
head rates are used they will be provisional and will be adjustec on
the basis of historical or after-the-fact costs as indicated above.
Uncder the new procecdure you will submit a proposal representing your
claim for fixed or firm overhead rates after the close oi the period.

In the future, contracts containing cost-sharing arrangements
which embody an agreement to accept rates lower than tiae anticipated
allowable incurred overinead may be negotiated. rowever, tiile rates
will be subject to an after-tue-fact review.

It is believed that this new procecdure will meke ifor a fair end
result in that neitier your organization nor the uvovernment will ce
taking a risk oi over or under recovery. Also both parties will still
retain tiie advantage of rfinalization of the overnead,

Sincerely yours,

‘Zu/h . BHOWN
Lt. Colonel, iiSC
Contracting O:iicer
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