CAS 420 Knowledge Check Details
Exercise 3

Recall that Cost Accounting Standard (CAS) 420 requires that bid and proposal (B&P) and independent research and development (IR&D) costs accumulated at a business unit should be allocated among the applicable cost objectives using the same base that is used to allocate general and administrative (G&A) expenses (unless a special allocation is warranted).
A contractor that allocates G&A costs using a value-added base accumulates $400,000 of costs on B&P projects and $500,000 of costs on IR&D projects for the fiscal year. A summary of the value-added costs incurred for each cost objective is as follows. 
Value-Added Costs for each Cost Objective:
	Cost Objective
	Value-Added Costs 
	Total Value-Added Costs for Segment
	% of Value-Added Costs for Segment

	Contract P
	$2,000,000
	$20,000,000
	

	Contract Q
	$4,000,000
	$20,000,000
	

	Contract R
	$5,000,000
	$20,000,000
	

	Contract S
	$8,000,000
	$20,000,000
	

	Self-Constructed Asset—Building
	$1,000,000
	$20,000,000
	

	Total
	$20,000,000
	
	


In order to allocate the $900,000 total B&P and IR&D costs among the cost objectives, we need to first calculate each cost objective’s percentage or share of value-added costs. 


