CAS 418 Knowledge Check Details
Homogeneous Pool?

A contractor establishes a single overhead pool that contains fabrication and assembly functions. The allocation base is total fabrication and assembly labor.  
The relationship between the functions and the cost objectives is not similar. The fabrication function relates to fabrication direct labor and the assembly function relates to assembly direct labor. 
During the fiscal year, the total indirect costs for the single overhead pool were $325,000. Of this $325,000:
· The indirect costs related to the fabrication function were $125,000.
· The indirect costs related to the assembly function were $200,000.

The following table shows the direct labor costs incurred for the fiscal year for each cost objective.

	Final Cost Objective
	Fabrication Direct Labor
	Assembly Direct Labor
	Total Direct Labor

	Contract A
	$500,000
	$1,000,000
	$1,500,000

	Contract B
	$300,000
	$550,000
	$850,000

	Contract C
	$200,000
	$380,000
	$580,000

	Contract D
	$100,000
	$220,000
	$320,000

	Total
	$1,100,000
	$2,150,000
	$3,250,000



Recall that 48 CFR 9904.418-50(b) says that an indirect cost pool is homogeneous if the allocation of the costs of the activities included in the cost pool result in an allocation to cost objectives which is not materially different from the allocation that would result if the costs of the activities were allocated separately.
To determine if the single overhead pool meets 48 CFR 9904.418-50(b), the contractor performs the following analysis.
The overhead rates need to be calculated for one combined pool and also separate overhead rates if two pools are used.
	Overhead Pool
	Overhead Rate
	Calculation

	One Combined Pool
	10.00%
	$325,000 total indirect costs / $3,250,000 total direct labor costs for fabrication and assembly

	Fabrication Pool
	11.36%
	$125,000 indirect fabrication costs / $1,100,000 direct fabrication costs

	
Assembly Pool
	9.30%
	$200,000 indirect assembly costs / $2,150,0000 direct assembly costs 



Once the overhead rates are calculated, the contractor performs the following analysis.
	Final Cost Objective/
Contract
	Fabrication Allocation
11.36%
	Assembly Allocation
9.30%
	Total Allocation (Two Separate Pools)
	Total Allocation (Single Pool)
10%
	Difference

	Contract A
	$56,818
($500,000 x 11.36%)
	$93,023
($1,000,000 x 9.30%)

	$149,841
	$150,000
($1,500,000 x 10.00%)
	$(159)

	Contract B
	$34,091
($300,000 x 11.36%)
	$51,163
($550,000 x 9.30%)
	$85,254
	$85,000
($850,000 x 10.00%)
	$254

	Contract C
	$22,727
($200,000 x 11.36%)
	$35,349
($380,000 x 9.30%)
	$58,076
	$58,000
($580,000 x 10.00%)
	$76

	Contract D
	$11,364
($100,000 x 11.36%)
	$20,465
($220,000 x 9.30%)
	$31,829
	$32,000
($320,000 x 10.00%)
	$(171)

	Total
	$125,000
	$200,000
	$325,000
	$325,000
	$0



