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.E‘A
our Main.Cost Principles

AB A-21 Educational Institutions
'B A-87 State/Local Governments and
o lan Tribes

= |v||3 A-122 Non-profit Organizations
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5‘ : 48 CFR 31 Contract Cost Principles and
Procedures dealing with Commercial
Organizations




.E“
Structure

ction B — Definitions
tion C — Basic Considerations
tlon D — Direct Costs

ctlon E/F — F&A/Indirect Costs

__-
":—
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Sectlon G — Determination and Application of
F&A/Indirect Cost Rates

e Section H — Simplified Method for Small
Institutions

==

e Section J — General Provisions for Selected Items
of Cost




.E“
=87 Structure

achment A: General Principles for
3termining  Allowable Costs
Attachment B: Selected Items of Cost

= FAttachment C: State/Local-Wide Central Service
-~ — Cost Allocation Plan
- o Attachment D: Public Assistance Cost Allocation
Plans
e Attachment E: State and Local Indirect Cost

Rate Proposals
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z 22 Structure
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ftachment A: General Principles
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'ttachment B: Selected Items of Cost
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“e Attachment C: Non-Profit Organizations Not
Subject to This Circular
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leral Cost Principles

rpose — provides that the Federal
ernment bears its fair share of costs
ept where restricted or prohibited by

= _,...r;

__.H.ﬂ—r-
-
J--_.'

~— — _Reasonable & Necessary
® “Prudent Person Rule”

— Allocable
® Clearly benefit program
® Both direct & indirect costs

— 1 =
-
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2peral Principles

.

-
-

. COSt IS If, In Its nature or
amount, It does not exceed that which
ould be incurred by a prudent person
& under the circumstances prevailing at
= the time the decision was made to incur
— 'tbhe costs. Some considerations might
e:
— Effect on Federal program dollars
— Prudence under the circumstances
— Deviations from established practices
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rinciples

> PN
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cost is allocable to a particular cost
Pjective in accordance with the
elative

- -
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e
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An allocable cost benefits a cost
objective -- either directly, or
Indirectly (continued)




GenéFa.-I~Pr|nC|ples

. When a cost is incurred directly for the
:=o urposes of a specific grant/contract;

., 2 When the cost benefits a grant/contract and
= other cost objectives and it can be distributed
among objectives in reasonable proportion to
the or

3. When a cost is necessary to the overall
operation of an organization although a direct
relationship to any particular cost objective
cannot be shown




Factors Affecting
wability of Costs

--y-_.. N N)] g.n:--

Sistent with the Federal Rules & Circulars

1sistent treatment
k_bss time & program lines
__-':.= & indirect

ol

= Not used as match

e —
— ==

= :_‘ ~ -—L_'Unless specifically authorized

“» Documented
— Traceable to source documentation

® Consistent with GAAP

— Accounting standards & treatment
* Conform to limitations/exclusions contained in the cost principles

* Net of applicable credits




W
; ad Items of Cost

—

vDes Of cC
— Allowable
— Unallowable

— Allowable with conditions
< e.g., prior approval

® |f cost not treated -

— Principles of necessary and
reasonable apply




_——
Allowable With Conditions«-

lhat are conditions??
~ * Prior approval
e Direct cost only
® Indirect cost only
® Specific support needed




—_—
C /al Conditions

—

prior approval requirement exists
j_'eeded BEFORE incurring cost
= ® Must be requested in writing

= = Must be approved

—_—
.

— = — May exist in grant agreement

® Seek approval from state or, If a direct
grant recipient, from the Federal agency




2ral Principles
Comg

_;_.:"e total cost of any grant
__;_:'-. ‘ogram is composed of the

and




Credits
2.0%

Indirect Costs
6.0%




Gen‘@r'&l Prmuples

eipt or negative expenditure types of

nsactions which operate to offset or

juce expense items that are allocable to
=r- nts or contracts as direct or indirect

— Examples Include:
— Purchase discounts, refunds, rebates or allowances
— Sales of scrap or incidental services
— Adjustments of overpayments or erroneous charges
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2peral Principles

Wha

S

l0Se costs that can be readily
entified with a particular cost
_Jectlve Examples: (program

=~ specific)
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2heral Principles

Wha

S

I0Se costs which are not readily
entifiable with a particular cost
pjective. Examples:




> .

2peral Principles

Wha
ratio, expressed as a

srcentage, of an indirect cost pool
d some direct cost base. Some

= 'lghtsaylts

= PBR (Pabst Blue Ribbon)

Pool/Base=Rate - .

")

O‘Q : ?00




" OMB Circular A- 87

Attachment B

Attachment B identifies 43 categories of cost and
provides guidance on the allowability of each as a
cost to Government grants/contracts




W
Items of Cost-

_- mni activities - unallowable

u.:-:-= ‘ommencement & Convocation - unallowable

-Deans of faculty & graduate schools — allowable

— Scholarships & Student Aid — allowable
w/conditions

— Student activities — unallowable




W
Items of Cost-

122
:fticipant Support — allowable w/prior approval

= Relocation — allowable w/restrictions

#m*Page Charges in Professional Journals —

=
——
—

T ——

= allowable w/conditions
® [A-21 & A-87 include under Publication & Printing]

— Organization costs — unallowable




Advertising & Public Relations
osts . 2

cp—

Wable Advertising
- Recruitment of Personnel
Procurement of Goods & Services
— ,— Disposal of Scrap or Surplus

_.-n-—",llu..ﬂ-
—_—
_—-'-

i ~ — Specific Award purposes (continued)

=
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grtising & Public Relations Costs..

ntinued)

pwable Public Relations
Costs are specifically required by award

Costs of communicating with the press
= ertamlng to accomplishments which
~ resulted from the performance of an award

— 1

—  —_Cost of keeping the public informed on

matters of public concern . . . such as
notices of contract/grant awards . . . etc.
(continued)




-~ Office Uniform?

Job Fair give away?

e -

at justification have you maintained?

— +Iow did you select provider?
Did you get price quotes?
Is the purchase reasonable?

Need a Job?

Training Assistance?
Call 888-234-5678
ABC Workforce Center



— . |
2rtising & Public Relations Costs..

ntinued)

ecifically unallowable:
'Costs of meetings or other events related to other
b activities of the entity including:
& * Displays, demonstrations and exhibits
== = Meeting rooms, hospitality suites, and other
facilities If used in connection with shows or
special events
® Compensation of employees or cost of services
relating to displaying exhibits, making
demonstrations and providing briefings (continued)




= is_iﬁﬁ & Public Relations Costs...
ntinued)

pecifically unallowable:
= Costs of promotional items, memorabilia,

—_— -~ ~ _—

11

— Costs of advertising and public relations
designed solely to promote the
organization




_—
Advisory Councils

Jwable:

& *Where authorized as a direct cost




W

oholic Beverages

0sts of alcoholic beverages
are unallowable!




—

Audit costs and related

llowable as direct or indirect
& pased on the circumstances.

® A-133 or Organization-wide —
ordinarily indirect

® Program specific — direct




. Dc - Deth |

—

ad debts, including losses arising from
fAcollectible accounts and other claims,
felated collection costs, and related legal

ﬂ__osts are unallowable

-
I-|-. =

— —
_._—-—_

00
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—_—
ding Costs

StS of bonding required as a result of
terms of the award are allowable

neral bonding costs of the organization

: re allowable to the extent they are

— 1

~ reasonable and represent sound business
practice




—_—
ommunication Costs

—

‘Communication costs are allowable

_
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‘E“ .
Dmpensation for ..
ersonal Services

Cludes all compensation paid currently
raccrued by the organization during the
eriod of the award. Compensatlon COStS

A

hre allowable when '- _—
- -"-f = _ Reasonable
— Consistent/Allocable l l
— Adequately documented

(continued) ---;__,_ P

— 1




_—
)-234

pplies to all ETA appropriated funds

AII grants, contracts and interagency agreements
;" Its salary and bonus payments to

individuals

_'---—_".H.ﬂ—r-.
— - —

— 1

;_j-:' —— mplementation guidance in TEGL 5-06
= — 2008 Limit - $172,200
— 2009 Limit - $177,000
— 2010 Limit - $179,700




—_—
Covered

adividuals paid with ETA appropriated funds
"ect recipients and all subrecipients
|rect costs and costs paid through an

= Jndlrect Cost Rate

-_F

— 1

=% \/endors are not subject to limitation




.
Subject to Limitations

= Covered individuals

= — Anyone receiving wages or bonus payments
= from recipients or subrecipients under awards
funded by ETA appropriations

Salaries paid at a specific rate
e Bonus payments paid to the individual

® Exclusions
— Fringe benefits
— Non-monetary compensation such as a car




. ‘E“ .
2rtime, Extra-pay Shift, and

Iti-shift Premiums

e

llowable only with prior anoroval of the

ardmg agency except “

When necessary to cope with emergencies, etc.
== _~_-— When employees are performing indirect functions,

el
- -
e % e

£~ such as administration or maintenance

_

F: i — T

= — In the performance of tests, lab procedures, or
other similar operations which cannot be
reasonably interrupted

— When lower overall cost to the Feds will result




‘ﬁ‘_-‘
2nsation for Personal Services«~

tinued)

inge benefits
-'-enerally allowable

| Authorlzed absences are allowable If costs are
~  equitably distributed

_,-n-—".l-.ﬂ—r-

— ~ — Employer contributions are allowable when paid in

_-—-

= accord with established written policies

— Costs of insurance on key managerial employees is
allowable to the extent that it represents additional
compensation. These costs are unallowable if the
organization is named as the beneficiary (continued)




‘h
pensation for Personal Services«-

-anued)

)rganization-furnished autos

_.'._ZPortion that relates to personal use by
employees (including to and from work)
= |s unallowable regardless whether
:F.:_- reported as income

p—

_‘
—

e p—

T ——

= —Costs are allowable as direct costs to
: sponsored award(s) when necessary for
the performance and approved by the
awarding agency

(continued)




‘E“ .
Pension Plans ..

Costs of the organization's pension plan which are
urred In accordance with the established

Jolicies of the organization are allowable, provided:
. (@) Policies meet test of reasonableness;
& (b) Methods of cost allocation are not discriminatory;

(c) Cost assigned to each fiscal year is determined in
= accordance with GAAP; and

=
o S -

== (d) Costs assigned to a FY are funded for all plan participants

—
—_'

= within six months after the end of that year.
2) - Pension plan termination insurance premiums are
allowable. Late payment charges are unallowable.
3) EXxcise taxes on fund deficiencies and other penalties
are unallowable.




_—_
dmpensation for Personal SerV|ce_§._
-|nued) .

Icentive compensation
= |ncentive compensation to employees based

= 0n cost reductions, or efficient performance,
= suggestion awards, safety awards, etc. are
allc())wable to the ex_ten_t that: ﬁ'
verall compensation is reasonable
* Established plan
* Consistent treatment (continued)




—_—
erance Pay

verance pay IS aIIowabIe onIy to the
tent that in each case, it Is required

= __ ; Law
= - Employer-employee agreement

L3
e —
_-_h—-'-'._

— =

— = - Established policy that constitutes, in effect, an
= Implied agreement on the organization’s part

— Circumstances of the particular employment

(continued) m
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.
rance Pay (continued)

C " JaV - C U . cU
rmal turnover Is allowable as an
|rect cost

normal or mass severance shall be

onS|dered on a case-by-case basis as to

.--—':I-ur:ra-

= = Federal participation in the cost

- * Cost for "golden parachute" packages
which are In an amount in excess of
normal severance pay are unallowable




‘ﬁ‘_-‘
IC sation for Personal Services
~5)ued

E'port of salaries and wages
8= Personnel Activity Reports(aka TD)

® Must account for total activity for which employee
IS compensated

® Must be signed by the employee or responsible
supervisor

® Must be prepared at least monthly and coincide
with one or more pay periods

* Must reflect after-the-fact determination of activity

m——




.
tingency Provisions

)ntributions to a contingency reserve or
y similar provision made for events the
ccurrence of which cannot be foretold

QV |th certainty as to time, intensity, or with

Nan assurance of their happening are

- unallowable

* Exceptions might be self-insurance,
pension funds and reserves for normal
severance pay




P

1C gfense & Prosecution of Criminal &
I Proceedings; Claims, Appeals &
ent Infringement

D il .

ese types of cost are generally
lallowable
sl egal expenses for

_' ® Administration of programs are allowable

® Prosecution of claims against Federal
Government are unallowable

——




spreciation and Use Allewances

)Sts are allowable

‘combination of the two methods may not
J€ used in connection with a single class of
fixed assets (e.g., buildings, office

- _;" 'qument computer equipment)
,:—;—-fi Computation of use allowance or

'_-_'-"'--“ ~ depreciation shall be based on acquisition
cost. Acquisition cost of a donated asset
shall be the fair market value at the time of

donation (continued)




W
reciation and Use Allowances
tinued

emputation of use allowance or
Jepreciation will exclude:
= — Cost of land
= _ Any portion donated by Federal Government
= ~ — Any matching portion
= = Maximum use allowance
— Buildings and improvements = 2% of acquisition cost

— Equipment = 6 2/3% of acquisition cost
(continued)




‘E“
aclation and Use Allowances
-wlnued)

-
-

ere depreciation method is followed:
‘Use straight-line or
ocument clear evidence that the expected

g consumption of the asset will be significantly greater
,w -~ Or lesser In the early portions of its useful life and use

— 1 =
—
— __.-.-

_"_"-'-"— ~another depreciation method

= “Componentization” of buildings is permitted for
purposes of depreciation

(continued)




aclation qnd Use

JWaNCes

dequate property

"'cords must be
maintained under
:':‘fﬂelther method

m——




i

+ Donations-and ContriButions

€ value of donated services, goods or
ace IS not reimbursable either as a
di rect or indirect cost (contlnued)

_—_...-
—
=

:_-'. ' (




e

ntributions

__ _ontributions and donations by the
‘organization to others are unallowable




-mployee Morale, Health &

— =

lfare Costs & Credits

a - In-house publications, healt
s/infirmaries, recreational activities,
mp Dyee counseling services, etc.
= Costs are allowable if:
,_—_f?':“— In accord with established practice
— —Reasonable
— Equitably distributed to all act|V|t| >

— Offset by income earned




ersion, social
""ities, ceremonials
Id costs relating to
— th se activities such
va‘s ‘meals, lodging, Admit One
- —rentals transportation :
and gratuities are @
unallowable.

— 1
_-.-
—
—

Washington Crapitols




J‘h‘
quipment & Other Cap_ltal -

ndltures

pment an article of non expendable
|bIe personal property having a useful
fe of more than one year and an
cqwsmon cost equal to or greater than
-’the lesser of:

= The organization’s financial statement
capitalization level or

— $5,000

==

(continued)




.
ment & Other Capital
dltures continued)

lowable as indirect costs
'1 approval from the awarding agency

—=1 ust be obtained to direct charge

) i'@'a_©'
- A




—~.
es and Penalties

sts of failures to comply with  reiera
‘ederal, state, or local laws are Marshal
unallowable

== Allowable if incurred as a result
—— = of compliance with specific

provisions of an award or
Instructions in writing from the
awarding agency




W

“Fund Raising and Investment
1agement Costs

=undraising and similar expenses
fincurred to solely to raise capital or
= obtain contributions are unallowable

E.?’f “Costs of investment counsel & staff
and similar expenses are unallowable

* Fundraising and investment activities
shall be allocated an appropriate
share of indirect costs




ains and Losses on
preciable Property

Iude profits or losses In the year In
\Which they occur as offsets to
approprlate depreciation

-® The credit or charge with be the
difference between the amount realized
on the property and its undepreciated
basis




.
eneral Government

)ENSES

1eral government costs are unallowable
| flce of Governor or Chief Executive
tate legislature, county board, city council .
= — Jud|C|ary branch of government unit

==

== -—|-'
=.--l.-
.—-'"

-“'_ - — General government services
® Police or Sheriff Department
® Fire Department

e

‘ ”“iii*//////u/ 0%
9_,{ I W/ ZA




500ds or Services
Personal Use

lallowable regardless of whether the
St is reported as taxable income

\ Federal
i Marshal

'-,-u‘lr




h apge . =
dle Facilities and. ﬁ\

- )
4 B

— A

'--.______J

1Iowab|e except to the extent that

hey are necessary to meet fluctuations in
workload or

f;-:-fa Were necessary at one point and because of

3 —

—  unforeseen changes are no longer necessary
(under this exception, costs of idle facilities
are allowable for a reasonable period of time,
ordinarily not to exceed one year)




‘ﬁ‘_-‘
lnsurance and
idemnification

asurance required or approved pursuant to

_

in award Is allowable
nsurance carried by the organlzatlon IN

— eneral conduct of business Is allowable

—
—
_,—l.-——

— _

— 1

—

= = subject to the following limitations
= — Reasonable coverage
— Other miscellaneous items




.E“
terest

-
-

)StS incurred for interest on borrowed
ipital or temporary use of a government
dhit's own funds are unallowable.

=
= -
—— =
=
e s
e e
— R = —
T oy
— _--F_
e N = il
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s
Dbbying.

owable
tempts to influence election outcomes
ontrlbutlng to political causes

communicative device

— Legislative liaison activities when performed In
support of unallowable lobbying (continued)




W

0pying (continued)-

AAV. _. a

= Providing a technical presentation on a
-toplc directly related to the performance of
~ an award

e Any activity specifically authorized by
= statute to be accomplished with funds
under the award

LS =
m | | =
[ Jm— T
C I ——
[ =




—_—
~Maintenance and-Repairs

Sts necessary to keep buildings ?
'equipment In efficient operating
sondition are allowable

ﬂ osts which add to the permanent
— value or appreciably prolong the life [}
of the asset shall be treated as
capital expenditures




—_—
~Materials.and Supplies

osts are allowable

emember to charge the cost
; {)f materials and supplies at
~  actual prices after deducting
—all cash discounts, trade
discounts, etc.




.
0 Pencils or Pens?

. . - =
Ju\ YAY VOUTI OlIUc ATION' S

?hat IS your justification?
& —Is there a significant price difference?

—

== _Is price reasonable?
e

— — *What is the intended use?

' — Staff writing instrument
— Participant completion of application, assessment, test
— Job Fair give away




—_—
Meetings and Conferences

,0StS of meetings and conferences,

he primary purpose of which is
dlssemlnatlon of technical material,

= are allowable including renting
:j.:--.— facilities, meals, speakers fees, etc.

_‘
——
_-—-

— Should be charged directly whenever
possible




S
Memberships, Subscriptions ...

| nd Professmnal Activity Costs

- -

_'-bership In business, technical and
ofessional organizations are
wable
= Members
”Subscrlptlons to business, technical Only

anhd professional periodicals are
allowable

= —
a p—
e
=
_-
—
__.—-

o=




Memberships, Subscriptions and
fessional Activity Costs™

i ]
"ﬁ__... ..

ts of memberships In civic
community organizations
re allowable with prior

— -pproval by the cognizant

meF __-_.,h\_.:

Federal agency

e
_ﬂ-
—
_-—-

e I\/Iembershlps in country,
social, or dining clubs are
unallowable

* Memberships in lobbying
organizations are unallowable




—_—
—Patent Costs

erally If these types of costs are not
juired by the award, they are not
| wable (see section 29 for more info)




T i

Plant and Homeland Security Costs

ssary expenses incurred to comply
h Federal security requirements to
tect facilities, personnel and work
= roducts are allowable,




€-award costs are costs incurred prior to
e effective date of the award directly
suant to the negotiation of the award

= P e -award costs are allowable only to the

i
—_— =T
:-_l.

~  extent that they would have been
allowable If incurred after the effective
date of the award and only with the
written approval of the awarding agency

=




e N . .
wProfessional Service.Costs«

Of professional and consultant
vices rendered by a particular
fessmn or possess a special skill, and
ho are not officers or employees of the
= fganlzatlon are allowable after
_“*' “.-ton5|der|ng the following factors
= — Nature and scope of services rendered W
— Necessity for contracting for the service =
— Past pattern of such costs (continued) A
‘1 4
il




P
fofessional Service Costs.«
ontinued)

-
-

“Impact of Federal awards on the organization’s
- business

?Proportion of the organization’s Federal to non-
& Federal work

- Whether the work can be done more economically
by direct employment

— Qualifications of the individual or concern
rendering the service

— Adequacy of the contractual agreement for the
service




"—'-‘“
oposal Costs

'osal costs should be treated as
lowable indirect costs and allocated to all
Ctivities of the governmental entity

_roposal costs may be charged as a direct
— cost only with the prior approval of the




-

~Publication & Printing Costs™

i
—

senerally allowable

"Iocate as indirect if
E ot Identifiable with a

‘= Also includes page
charges In professional
publications




P ; '
age Charges in Professional ...
Jrnals : -

= Allowable as a necessary part of ~
* research costs, where —

- — The papers report on work
supported by the Federal
government

— The charges are impartially levied
by the journal on all research
papers whether supported by
Federal funds or not




Rearrangement and _
teration Costs

lowable If ordinary or normal

‘cial arrangements and alterations need
|or approval of the awarding agency




e
Reconversion Costs+

st incurred for M’

toratlon or
ehabilitation of facilities

== a approxmately the
— — same original condition,
'—"--_'_ = less costs related to

-~ normal wear and tear,
are allowable.




il =

- .

. Rental Costs of Buildings and
iUipment

tal costs are generally
owable if the rates are
re sonable

costs under sale and

*ieaseback arrangements are
- ~allowable only up to the
amount that would be
allowed had the organization
continued to own the
property (continued)

Office Space
For Rent
202-364-5789




1tal Costs (continued)

Iength Ieases(those IN
-__ch one party is able to
gcontrol or substantially influence
he actions of the other) are
~ allowable only up to the amount
that would be allowed had title
to the property vested in the
organization

—
-
'_.:"l-ﬂ"
= !_—
:._l.

s
=
_-
—
__.—-




Royalties and Other Costs ...

f-:;-s use of Patents

erally costs necessary for
oper performance of the award
'e allowable unless patent or

pyrlght

| . __-

2 .-_-_j- 3—:— Can be used for free by the Federal
— government

— Has been adjudicated as invalid
— |Is considered unenforceable
— Has expired

e S




=~
elling and Marketing

Time

osts of selling and Share Mot
narketing products or
services of the

_,_organlzatlon are

=-

—
—

— = unallowable




—_—
AXES

es are generally aIIowabIe except for

elf assessed taxes that disproportionately
" affect Federal programs

f Taxes from which exemptions are available

- Speual assessments on land which represent
capital improvements and

— Federal iIncome taxes

* Applicable credits(offsets to taxes) must
be taken where appropriate




.
ermination Costs

- (] aY a - | -

rally give rise to costs
hich would not have Closed --
"'e'n had the award not Funding

Terminated

)een terminated

.:Reasonable and customary
costs of terminating an
award are generally
allowable

® See A-87, Section 41, for
more specifics

_'"
-d-s
—

il i—
-__




—_—
aining Costs

enerally, training and
sducation costs
related to employee
J—Gevelopment such as,
== “workshops, textbooks,
classes, etc. are
allowable

— L e
_‘
—

__.—-




W
1. Travel Costs -

)enses for transportation, lodging,
3|stence and related items incurred by
mployees on official business are allowable

f‘ uch costs may be charged on an actual
_:-" 4:)aS|s per diem or mileage basis or a

= combination, but must be consistent with
' those normally allowed by the organization

(continued)




——
el (continued)

difference between Ti ass and less than first
: _‘ “air accommodations is unallowable except
n the lesser would

= ; - Requwe circuitous routing
| — Require travel during unreasonable hours
-—H:' — Greatly increase the duration of the flight
— Result in additional costs offsetting the savings
— Not meet the medical needs of the traveler

— ey i




.
N Travel

ly allowable with prior approval of
varding agency

T

S Each separate foreign trip must have
d—? —-qonor awarding agency approval

—

- ® Foreign = outside of Canada, Mexico,
the United States and its territories
and possessions
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