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claims for interest expense by an amount
equal to imputed interest earnings on excess
cash flow, which is to be calculated as
follows. Annually, non-Federal entities shall
prepare a cumulative (from the inception of
the project) report of monthly cash flows that
includes inflows and outflows, regardless of
the funding source. Inflows consist of
depreciation expense, amortization of
capitalized construction interest, and annual
interest cost. For cash flow calculations, the
annual inflow figures shall be divided by the
number of months in the year (i.e., usually
12) that the building is in service for monthly
amounts. Outflows consist of initial equity
contributions, debt principal payments (less
the pro rata share attributable to the
unallowable costs of land) and interest
payments. Where cumulative inflows exceed
cumulative outflows, interest shall be
calculated on the excess inflows for that
period and be treated as a reduction to
allowable interest cost. The rate of interest to
be used to compute earnings on excess cash
flows shall be the three-month Treasury bill
closing rate as of the last business day of that
month.

(6) Substantial relocation of federally-
sponsored activities from a facility financed
by indebtedness, the cost of which was
funded in whole or part through Federal
reimbursements, to another facility prior to
the expiration of a period of 20 years requires
notice to the cognizant agency. The extent of
the relocation, the amount of the Federal
participation in the financing, and the
depreciation and interest charged to date may
require negotiation and/or downward
adjustments of replacement space charged to
Federal programs in the future.

(7) The allowable costs to acquire facilities
and equipment are limited to a fair market
value available to the institution from an
unrelated (arm’s length) third party.

c. Institutions are also subject to the
following conditions:

(1) Interest on debt incurred to finance or
refinance assets re-acquired after the
applicable effective dates stipulated above is
unallowable.

(2) Interest attributable to fully depreciated
assets is unallowable.

d. The following definitions are to be used
for purposes of this section:

(1) “Re-acquired” assets means assets held
by the institution prior to the applicable
effective dates stipulated above that have
again come to be held by the institution,
whether through repurchase or refinancing. It
does not include assets acquired to replace
older assets.

(2) “Initial equity contribution” means the
amount or value of contributions made by
non-Federal entities for the acquisition of the
asset prior to occupancy of facilities.

(3) “Asset costs’” means the capitalizable
costs of an asset, including construction
costs, acquisition costs, and other such costs
capitalized in accordance with Generally
Accepted Accounting Principles (GAAP).

27. Labor relations costs.

Costs incurred in maintaining satisfactory
relations between the institution and its
employees, including costs of labor
management committees, employees’
publications, and other related activities, are
allowable.

28. Lobbying.

Reference is made to the common rule
published at 7 CFR part 3018, 10 CFR parts
600 and 601, 12 CFR part 411, 13 CFR part
146, 14 CFR part 1271, 15 CFR part 28, 18
CFR part 1315, 22 CFR parts 138, 227, 311,
519 and 712, 24 CFR part 87, 28 CFR part 69,
29 CFR part 93, 31 CFR part 21, 32 CFR part
282, 34 CFR part 82, 38 CFR part 85, 40 CFR
part 34, 41 CFR part 105-69, 43 CFR part 18,
44 CFR part 18, 45 CFR parts 93, 604, 1158,
1168 and 1230, and 49 CFR part 20, and
OMB’s governmentwide guidance,
amendments to OMB’s governmentwide
guidance, and OMB’s clarification notices
published at 54 FR 52306 (12/20/89), 61 FR
1412 (1/19/96), 55 FR 24540 (6/15/90) and 57
FR 1772 (1/15/92), respectively. In addition,
the following restrictions shall apply:

a. Notwithstanding other provisions of this
Appendix, costs associated with the
following activities are unallowable:

(1) Attempts to influence the outcomes of
any Federal, State, or local election,
referendum, initiative, or similar procedure,
through in kind or cash contributions,
endorsements, publicity, or similar activity;

(2) Establishing, administering,
contributing to, or paying the expenses of a
political party, campaign, political action
committee, or other organization established
for the purpose of influencing the outcomes
of elections;

(3) Any attempt to influence The
introduction of Federal or State legislation;
The enactment or modification of any
pending Federal or State legislation through
communication with any member or
employee of the Congress or State legislature,
including efforts to influence State or local
officials to engage in similar lobbying
activity; or any government official or
employee in connection with a decision to
sign or veto enrolled legislation;

(4) Any attempt to influence The
introduction of Federal or State legislation; or
The enactment or modification of any
pending Federal or State legislation by
preparing, distributing, or using publicity or
propaganda, or by urging members of the
general public, or any segment thereof, to
contribute to or participate in any mass
demonstration, march, rally, fund raising
drive, lobbying campaign or letter writing or
telephone campaign; or

(5) Legislative liaison activities, including
attendance at legislative sessions or
committee hearings, gathering information
regarding legislation, and analyzing the effect
of legislation, when such activities are
carried on in support of or in knowing
preparation for an effort to engage in
unallowable lobbying.

b. The following activities are excepted
from the coverage of subsection J.28.a of this
Appendix:

(1) Technical and factual presentations on
topics directly related to the performance of
a grant, contract, or other agreement (through
hearing testimony, statements, or letters to
the Congress or a State legislature, or
subdivision, member, or cognizant staff
member thereof), in response to a
documented request (including a
Congressional Record notice requesting
testimony or statements for the record at a

regularly scheduled hearing) made by the
recipient member, legislative body or
subdivision, or a cognizant staff member
thereof, provided such information is readily
obtainable and can be readily put in
deliverable form, and further provided that
costs under this section for travel, lodging or
meals are unallowable unless incurred to
offer testimony at a regularly scheduled
Congressional hearing pursuant to a written
request for such presentation made by the
Chairman or Ranking Minority Member of
the Committee or Subcommittee conducting
such hearings;

(2) Any lobbying made unallowable by
subsection J.28.a.(3) of this Appendix to
influence State legislation in order to directly
reduce the cost, or to avoid material
impairment of the institution’s authority to
perform the grant, contract, or other
agreement; or

(3) Any activity specifically authorized by
statute to be undertaken with funds from the
grant, contract, or other agreement.

c. When an institution seeks
reimbursement for F&A costs, total lobbying
costs shall be separately identified in the
F&A cost rate proposal, and thereafter treated
as other unallowable activity costs in
accordance with the procedures of Section
B.1.d of this Appendix.

d. Institutions shall submit as part of their
annual F&A cost rate proposal a certification
that the requirements and standards of this
section have been complied with.

e. Institutions shall maintain adequate
records to demonstrate that the
determination of costs as being allowable or
unallowable pursuant to this section
complies with the requirements of this
Appendix.

f. Time logs, calendars, or similar records
shall not be required to be created for
purposes of complying with this section
during any particular calendar month when:

(1) the employee engages in lobbying (as
defined in subsections J.28.a and b of this
Appendix) 25 percent or less of the
employee’s compensated hours of
employment during that calendar month; and

(2) within the preceding five-year period,
the institution has not materially misstated
allowable or unallowable costs of any nature,
including legislative lobbying costs. When
conditions in subsections J.28.f.(1) and (2) of
this Appendix are met, institutions are not
required to establish records to support the
allowability of claimed costs in addition to
records already required or maintained. Also,
when conditions in subsections J.28.f. (1) and
(2) of this Appendix are met, the absence of
time logs, calendars, or similar records will
not serve as a basis for disallowing costs by
contesting estimates of lobbying time spent
by employees during a calendar month.

g. Agencies shall establish procedures for
resolving in advance, in consultation with
OMB, any significant questions or
disagreements concerning the interpretation
or application of this section. Any such
advance resolutions shall be binding in any
subsequent settlements, audits, or
investigations with respect to that grant or
contract for purposes of interpretation of this
Appendix, provided, however, that this shall
not be construed to prevent a contractor or



Federal Register/Vol. 70,

No. 168/ Wednesday, August 31, 2005/Rules and Regulations

51901

grantee from contesting the lawfulness of
such a determination.

h. Executive lobbying costs.

Costs incurred in attempting to improperly
influence either directly or indirectly, an
employee or officer of the Executive Branch
of the Federal Government to give
consideration or to act regarding a sponsored
agreement or a regulatory matter are
unallowable. Improper influence means any
influence that induces or tends to induce a
Federal employee or officer to give
consideration or to act regarding a federally-
sponsored agreement or regulatory matter on
any basis other than the merits of the matter.

29. Losses on other sponsored agreements
or contracts.

Any excess of costs over income under any
other sponsored agreement or contract of any
nature is unallowable. This includes, but is
not limited to, the institution’s contributed
portion by reason of cost-sharing agreements
or any under-recoveries through negotiation
of flat amounts for F&A costs.

30. Maintenance and repair costs.

Costs incurred for necessary maintenance,
repair, or upkeep of buildings and equipment
(including Federal property unless otherwise
provided for) which neither add to the
permanent value of the property nor
appreciably prolong its intended life, but
keep it in an efficient operating condition,
are allowable. Costs incurred for
improvements which add to the permanent
value of the buildings and equipment or
appreciably prolong their intended life shall
be treated as capital expenditures (see section
J.18.a(1) of this Appendix).

31. Material and supplies costs.

a. Costs incurred for materials, supplies,
and fabricated parts necessary to carry out a
sponsored agreement are allowable.

b. Purchased materials and supplies shall
be charged at their actual prices, net of
applicable credits. Withdrawals from general
stores or stockrooms should be charged at
their actual net cost under any recognized
method of pricing inventory withdrawals,
consistently applied. Incoming transportation
charges are a proper part of materials and
supplies costs.

c. Only materials and supplies actually
used for the performance of a sponsored
agreement may be charged as direct costs.

d. Where federally-donated or furnished
materials are used in performing the
sponsored agreement, such materials will be
used without charge.

32. Meetings and Conferences.

Costs of meetings and conferences, the
primary purpose of which is the
dissemination of technical information, are
allowable. This includes costs of meals,
transportation, rental of facilities, speakers’
fees, and other items incidental to such
meetings or conferences. But see section J.17
of this Appendix, Entertainment costs.

33. Memberships, subscriptions and
professional activity costs.

a. Costs of the institution’s membership in
business, technical, and professional
organizations are allowable.

b. Costs of the institution’s subscriptions to
business, professional, and technical
periodicals are allowable.

c. Costs of membership in any civic or
community organization are unallowable.

d. Costs of membership in any country
club or social or dining club or organization
are unallowable.

34. Patent costs.

a. The following costs relating to patent
and copyright matters are allowable:

(1) Cost of preparing disclosures, reports,
and other documents required by the
sponsored agreement and of searching the art
to the extent necessary to make such
disclosures;

(2) Cost of preparing documents and any
other patent costs in connection with the
filing and prosecution of a United States
patent application where title or royalty-free
license is required by the Federal
Government to be conveyed to the Federal
Government; and

(3) General counseling services relating to
patent and copyright matters, such as advice
on patent and copyright laws, regulations,
clauses, and employee agreements (but see
sections J.37, Professional service costs, and
J.44, Royalties and other costs for use of
patents, of this Appendix).

b. The following costs related to patent and
copyright matter are unallowable:

(1) Cost of preparing disclosures, reports,
and other documents and of searching the art
to the extent necessary to make disclosures
not required by the award

(2) Costs in connection with filing and
prosecuting any foreign patent application, or
any United States patent application, where
the sponsored agreement award does not
require conveying title or a royalty-free
license to the Federal Government, (but see
section J.44, Royalties and other costs for use
of patents, of this Appendix).

35. Plant and homeland security costs.

Necessary and reasonable expenses
incurred for routine and homeland security
to protect facilities, personnel, and work
products are allowable. Such costs include,
but are not limited to, wages and uniforms
of personnel engaged in security activities;
equipment; barriers; contractual security
services; consultants; etc. Capital
expenditures for homeland and plant
security purposes are subject to section J.18,
Equipment and other capital expenditures, of
this Appendix.

36. Preagreement costs. Costs incurred
prior to the effective date of the sponsored
agreement, whether or not they would have
been allowable thereunder if incurred after
such date, are unallowable unless approved
by the sponsoring agency.

37. Professional service costs.

a. Costs of professional and consultant
services rendered by persons who are
members of a particular profession or possess
a special skill, and who are not officers or
employees of the institution, are allowable,
subject to subparagraphs J.37.b and c of this
Appendix when reasonable in relation to the
services rendered and when not contingent
upon recovery of the costs from the Federal
Government. In addition, legal and related
services are limited under section J.13 of this
Appendix.

b. In determining the allowability of costs
in a particular case, no single factor or any
special combination of factors is necessarily
determinative. However, the following
factors are relevant:

(1) The nature and scope of the service
rendered in relation to the service required.

(2) The necessity of contracting for the
service, considering the institution’s
capability in the particular area.

(3) The past pattern of such costs,
particularly in the years prior to sponsored
agreements.

(4) The impact on the institution’s business
(i.e., what new problems have arisen).

(5) Whether the proportion of Federal work
to the institution’s total business is such as
to influence the institution in favor of
incurring the cost, particularly where the
services rendered are not of a continuing
nature and have little relationship to work
under Federal grants and contracts.

(6) Whether the service can be performed
more economically by direct employment
rather than contracting.

(7) The qualifications of the individual or
concern rendering the service and the
customary fees charged, especially on non-
sponsored agreements.

(8) Adequacy of the contractual agreement
for the service (e.g., description of the
service, estimate of time required, rate of
compensation, and termination provisions).

c. In addition to the factors in
subparagraph J.37.b of this Appendix,
retainer fees to be allowable must be
supported by evidence of bona fide services
available or rendered.

38. Proposal costs.

Proposal costs are the costs of preparing
bids or proposals on potential federally and
non-federally-funded sponsored agreements
or projects, including the development of
data necessary to support the institution’s
bids or proposals. Proposal costs of the
current accounting period of both successful
and unsuccessful bids and proposals
normally should be treated as F&A costs and
allocated currently to all activities of the
institution, and no proposal costs of past
accounting periods will be allocable to the
current period. However, the institution’s
established practices may be to treat proposal
costs by some other recognized method.
Regardless of the method used, the results
obtained may be accepted only if found to be
reasonable and equitable.

39. Publication and printing costs.

a. Publication costs include the costs of
printing (including the processes of
composition, plate-making, press work,
binding, and the end products produced by
such processes), distribution, promotion,
mailing, and general handling. Publication
costs also include page charges in
professional publications.

b. If these costs are not identifiable with a
particular cost objective, they should be
allocated as indirect costs to all benefiting
activities of the institution.

c. Page charges for professional journal
publications are allowable as a necessary part
of research costs where:

(1) The research papers report work
supported by the Federal Government: and

(2) The charges are levied impartially on
all research papers published by the journal,
whether or not by federally-sponsored
authors.

40. Rearrangement and alteration costs.

Costs incurred for ordinary or normal
rearrangement and alteration of facilities are
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allowable. Special arrangement and
alteration costs incurred specifically for the
project are allowable with the prior approval
of the sponsoring agency.

41. Reconversion costs.

Costs incurred in the restoration or
rehabilitation of the institution’s facilities to
approximately the same condition existing
immediately prior to commencement of a
sponsored agreement, fair wear and tear
excepted, are allowable.

42. Recruiting costs.

a. Subject to subsections J.42.b, ¢, and d of
this Appendix, and provided that the size of
the staff recruited and maintained is in
keeping with workload requirements, costs of
“help wanted” advertising, operating costs of
an employment office necessary to secure
and maintain an adequate staff, costs of
operating an aptitude and educational testing
program, travel costs of employees while
engaged in recruiting personnel, travel costs
of applicants for interviews for prospective
employment, and relocation costs incurred
incident to recruitment of new employees,
are allowable to the extent that such costs are
incurred pursuant to a well-managed
recruitment program. Where the institution
uses employment agencies, costs not in
excess of standard commercial rates for such
services are allowable.

b. In publications, costs of help wanted
advertising that includes color, includes
advertising material for other than
recruitment purposes, or is excessive in size
(taking into consideration recruitment
purposes for which intended and normal
institutional practices in this respect), are
unallowable.

c. Costs of help wanted advertising, special
emoluments, fringe benefits, and salary
allowances incurred to attract professional
personnel from other institutions that do not
meet the test of reasonableness or do not
conform with the established practices of the
institution, are unallowable.

d. Where relocation costs incurred incident
to recruitment of a new employee have been
allowed either as an allocable direct or F&A
cost, and the newly hired employee resigns
for reasons within his control within 12
months after hire, the institution will be
required to refund or credit such relocation
costs to the Federal Government.

43. Rental costs of buildings and
equipment.

a. Subject to the limitations described in
subsections b. through d. of this section,
rental costs are allowable to the extent that
the rates are reasonable in light of such
factors as: rental costs of comparable
property, if any; market conditions in the
area; alternatives available; and, the type, life
expectancy, condition, and value of the
property leased. Rental arrangements should
be reviewed periodically to determine if
circumstances have changed and other
options are available.

b. Rental costs under “‘sale and lease back”
arrangements are allowable only up to the
amount that would be allowed had the
institution continued to own the property.
This amount would include expenses such as
depreciation or use allowance, maintenance,
taxes, and insurance.

c. Rental costs under ‘‘less-than-arms-
length’’ leases are allowable only up to the

amount (as explained in subsection J.43.b of
this Appendix) that would be allowed had
title to the property vested in the institution.
For this purpose, a less-than-arms-length
lease is one under which one party to the
lease agreement is able to control or
substantially influence the actions of the
other. Such leases include, but are not
limited to those between—

(1) Divisions of a institution;

(2) Non-Federal entities under common
control through common officers, directors,
or members; and

(3) An institution and a director, trustee,
officer, or key employee of the institution or
his immediate family, either directly or
through corporations, trusts, or similar
arrangements in which they hold a
controlling interest. For example, a
institution may establish a separate
corporation for the sole purpose of owning
property and leasing it back to the
institution.

d. Rental costs under leases which are
required to be treated as capital leases under
GAAP are allowable only up to the amount
(as explained in subsection ].43.b of this
Appendix) that would be allowed had the
institution purchased the property on the
date the lease agreement was executed. The
provisions of Financial Accounting
Standards Board Statement 13, Accounting
for Leases, shall be used to determine
whether a lease is a capital lease. Interest
costs related to capital leases are allowable to
the extent they meet the criteria in section
J.26 of this Appendix. Unallowable costs
include amounts paid for profit, management
fees, and taxes that would not have been
incurred had the institution purchased the
facility.

44. Royalties and other costs for use of
patents.

a. Royalties on a patent or copyright or
amortization of the cost of acquiring by
purchase a copyright, patent, or rights
thereto, necessary for the proper performance
of the award are allowable unless:

(1) The Federal Government has a license
or the right to free use of the patent or
copyright.

(2) The patent or copyright has been
adjudicated to be invalid, or has been
administratively determined to be invalid.

(3) The patent or copyright is considered
to be unenforceable.

(4) The patent or copyright is expired.

b. Special care should be exercised in
determining reasonableness where the
royalties may have been arrived at as a result
of less-than-arm’s-length bargaining, e.g.:

(1) Royalties paid to persons, including
corporations, affiliated with the institution.

(2) Royalties paid to unaffiliated parties,
including corporations, under an agreement
entered into in contemplation that a
sponsored agreement award would be made.

(3) Royalties paid under an agreement
entered into after an award is made to an
institution.

c. In any case involving a patent or
copyright formerly owned by the institution,
the amount of royalty allowed should not
exceed the cost which would have been
allowed had the institution retained title
thereto.

45. Scholarships and student aid costs.

a. Costs of scholarships, fellowships, and
other programs of student aid are allowable
only when the purpose of the sponsored
agreement is to provide training to selected
participants and the charge is approved by
the sponsoring agency. However, tuition
remission and other forms of compensation
paid as, or in lieu of, wages to students
performing necessary work are allowable
provided that—

(1) The individual is conducting activities
necessary to the sponsored agreement;

(2) Tuition remission and other support are
provided in accordance with established
educational institutional policy and
consistently provided in a like manner to
students in return for similar activities
conducted in nonsponsored as well as
sponsored activities; and

(3) During the academic period, the student
is enrolled in an advanced degree program at
the institution or affiliated institution and the
activities of the student in relation to the
Federally-sponsored research project are
related to the degree program;

(4) The tuition or other payments are
reasonable compensation for the work
performed and are conditioned explicitly
upon the performance of necessary work; and

(5) It is the institution’s practice to
similarly compensate students in
nonsponsored as well as sponsored activities.

b. Charges for tuition remission and other
forms of compensation paid to students as, or
in lieu of, salaries and wages shall be subject
to the reporting requirements stipulated in
Section ].10 of this Appendix, and shall be
treated as direct or F&A cost in accordance
with the actual work being performed.
Tuition remission may be charged on an
average rate basis.

46. Selling and marketing.

Costs of selling and marketing any
products or services of the institution are
unallowable (unless allowed under
subsection J.1 of this Appendix as allowable
public relations costs or under subsection
].38 of this Appendix as allowable proposal
costs).

47. Specialized service facilities.

a. The costs of services provided by highly
complex or specialized facilities operated by
the institution, such as computers, wind
tunnels, and reactors are allowable, provided
the charges for the services meet the
conditions of either subsection J.47.b. or 47.c.
of this Appendix and, in addition, take into
account any items of income or Federal
financing that qualify as applicable credits
under subsection C.5. of this Appendix.

b. The costs of such services, when
material, must be charged directly to
applicable awards based on actual usage of
the services on the basis of a schedule of
rates or established methodology that:

(1) Does not discriminate against federally-
supported activities of the institution,
including usage by the institution for internal
purposes, and

(2) Is designed to recover only the
aggregate costs of the services. The costs of
each service shall consist normally of both its
direct costs and its allocable share of all F&A
costs. Rates shall be adjusted at least
biennially, and shall take into consideration
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over/under applied costs of the previous
period(s).

c. Where the costs incurred for a service
are not material, they may be allocated as
F&A costs.

d. Under some extraordinary
circumstances, where it is in the best interest
of the Federal Government and the
institution to establish alternative costing
arrangements, such arrangements may be
worked out with the cognizant Federal
agency.

48. Student activity costs.

Costs incurred for intramural activities,
student publications, student clubs, and
other student activities, are unallowable,
unless specifically provided for in the
sponsored agreements.

49. Taxes.

a. In general, taxes which the institution is
required to pay and which are paid or
accrued in accordance with generally

accepted accounting principles are allowable.

Payments made to local governments in lieu
of taxes which are commensurate with the
local government services received are
allowable, except for—

(1) Taxes from which exemptions are
available to the institution directly or which
are available to the institution based on an
exemption afforded the Federal Government,
and in the latter case when the sponsoring
agency makes available the necessary
exemption certificates; and

(2) Special assessments on land which
represent capital improvements.

b. Any refund of taxes, interest, or
penalties, and any payment to the institution
of interest thereon, attributable to taxes,
interest, or penalties which were allowed as
sponsored agreement costs, will be credited
or paid to the Federal Government in the
manner directed by the Federal Government.
However, any interest actually paid or
credited to an institution incident to a refund
of tax, interest, and penalty will be paid or
credited to the Federal Government only to
the extent that such interest accrued over the
period during which the institution has been
reimbursed by the Federal Government for
the taxes, interest, and penalties.

50. Termination costs applicable to
sponsored agreements.

Termination of awards generally gives rise
to the incurrence of costs, or the need for
special treatment of costs, which would not
have arisen had the sponsored agreement not
been terminated. Cost principles covering
these items are set forth below. They are to
be used in conjunction with the other
provisions of this Appendix in termination
situations.

a. The cost of items reasonably usable on
the institution’s other work shall not be
allowable unless the institution submits
evidence that it would not retain such items
at cost without sustaining a loss. In deciding
whether such items are reasonably usable on
other work of the institution, the awarding
agency should consider the institution’s
plans and orders for current and scheduled
activity. Contemporaneous purchases of
common items by the institution shall be
regarded as evidence that such items are
reasonably usable on the institution’s other
work. Any acceptance of common items as

allocable to the terminated portion of the
sponsored agreement shall be limited to the
extent that the quantities of such items on
hand, in transit, and on order are in excess
of the reasonable quantitative requirements
of other work.

b. If in a particular case, despite all
reasonable efforts by the institution, certain
costs cannot be discontinued immediately
after the effective date of termination, such
costs are generally allowable within the
limitations set forth in this Appendix, except
that any such costs continuing after
termination due to the negligent or willful
failure of the institution to discontinue such
costs shall be unallowable.

c. Loss of useful value of special tooling,
machinery, and equipment is generally
allowable if:

(1) Such special tooling, special
machinery, or equipment is not reasonably
capable of use in the other work of the
institution,

(2) The interest of the Federal Government
is protected by transfer of title or by other
means deemed appropriate by the awarding
agency, and

(3) The loss of useful value for any one
terminated sponsored agreement is limited to
that portion of the acquisition cost which
bears the same ratio to the total acquisition
cost as the terminated portion of the
sponsored agreement bears to the entire
terminated sponsored agreement award and
other sponsored agreements for which the
special tooling, machinery, or equipment was
acquired.

d. Rental costs under unexpired leases are
generally allowable where clearly shown to
have been reasonably necessary for the
performance of the terminated sponsored
agreement less the residual value of such
leases, if:

(1) The amount of such rental claimed does
not exceed the reasonable use value of the
property leased for the period of the
sponsored agreement and such further period
as may be reasonable, and

(2) The institution makes all reasonable
efforts to terminate, assign, settle, or
otherwise reduce the cost of such lease.
There also may be included the cost of
alterations of such leased property, provided
such alterations were necessary for the
performance of the sponsored agreement, and
of reasonable restoration required by the
provisions of the lease.

e. Settlement expenses including the
following are generally allowable:

(1) Accounting, legal, clerical, and similar
costs reasonably necessary for:

(a) The preparation and presentation to the
awarding agency of settlement claims and
supporting data with respect to the
terminated portion of the sponsored
agreement, unless the termination is for
default (see § 215.61 of 2 CFR Part 215); and

(b) The termination and settlement of
subawards.

(2) Reasonable costs for the storage,
transportation, protection, and disposition of
property provided by the Federal
Government or acquired or produced for the
sponsored agreement, except when
institutions are reimbursed for disposals at a
predetermined amount in accordance with
§215.32 through §215.37 of 2 CFR Part 215.

(3) F&A costs related to salaries and wages
incurred as settlement expenses in
subsections J.50.b.(1) and (2) of this
Appendix. Normally, such F&A costs shall be
limited to fringe benefits, occupancy cost,
and immediate supervision.

f. Claims under subawards, including the
allocable portion of claims which are
common to the sponsored agreement and to
other work of the institution, are generally
allowable.

g. An appropriate share of the institution’s
F&A costs may be allocated to the amount of
settlements with subcontractors and/or
subgrantees, provided that the amount
allocated is otherwise consistent with the
basic guidelines contained in section E, F&A
costs. The F&A costs so allocated shall
exclude the same and similar costs claimed
directly or indirectly as settlement expenses.

51. Training costs.

The cost of training provided for employee
development is allowable.

52. Transportation costs.

Costs incurred for freight, express, cartage,
postage, and other transportation services
relating either to goods purchased, in
process, or delivered, are allowable. When
such costs can readily be identified with the
items involved, they may be charged directly
as transportation costs or added to the cost
of such items. Where identification with the
materials received cannot readily be made,
inbound transportation cost may be charged
to the appropriate F&A cost accounts if the
institution follows a consistent, equitable
procedure in this respect. Outbound freight,
if reimbursable under the terms of the
sponsored agreement, should be treated as a
direct cost.

53. Travel costs.

a. General.

Travel costs are the expenses for
transportation, lodging, subsistence, and
related items incurred by employees who are
in travel status on official business of the
institution. Such costs may be charged on an
actual cost basis, on a per diem or mileage
basis in lieu of actual costs incurred, or on
a combination of the two, provided the
method used is applied to an entire trip and
not to selected days of the trip, and results
in charges consistent with those normally
allowed in like circumstances in the
institution’s non-federally-sponsored
activities.

b. Lodging and subsistence.

Costs incurred by employees and officers
for travel, including costs of lodging, other
subsistence, and incidental expenses, shall
be considered reasonable and allowable only
to the extent such costs do not exceed
charges normally allowed by the institution
in its regular operations as the result of the
institution’s written travel policy. In the
absence of an acceptable, written institution
policy regarding travel costs, the rates and
amounts established under subchapter I of
Chapter 57, Title 5, United States Code
(“Travel and Subsistence Expenses; Mileage
Allowances”), or by the Administrator of
General Services, or by the President (or his
or her designee) pursuant to any provisions
of such subchapter shall apply to travel
under sponsored agreements (48 CFR 31.205—
46(a)).
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c. Commercial air travel.

(1) Airfare costs in excess of the customary
standard commercial airfare (coach or
equivalent), Federal Government contract
airfare (where authorized and available), or
the lowest commercial discount airfare are
unallowable except when such
accommodations would:

(a) Require circuitous routing;

(b) Require travel during unreasonable
hours;

(c) Excessively prolong travel;

(d) Result in additional costs that would
offset the transportation savings; or

(e) Offer accommodations not reasonably
adequate for the traveler’s medical needs.
The institution must justify and document
these conditions on a case-by-case basis in
order for the use of first-class airfare to be
allowable in such cases.

(2) Unless a pattern of avoidance is
detected, the Federal Government will
generally not question an institution’s
determinations that customary standard
airfare or other discount airfare is unavailable
for specific trips if the institution can
demonstrate either of the following:

(a) That such airfare was not available in
the specific case; or

(b) That it is the institution’s overall
practice to make routine use of such airfare.

d. Air travel by other than commercial
carrier.

Costs of travel by institution-owned,
-leased, or -chartered aircraft include the cost
of lease, charter, operation (including
personnel costs), maintenance, depreciation,
insurance, and other related costs. The
portion of such costs that exceeds the cost of
allowable commercial air travel, as provided
for in subsection J.53.c. of this Appendix, is
unallowable.

54. Trustees.

Travel and subsistence costs of trustees (or
directors) are allowable. The costs are subject
to restrictions regarding lodging, subsistence
and air travel costs provided in Section J.53
of this Appendix.

K. Certification of Charges

1. To assure that expenditures for
sponsored agreements are proper and in
accordance with the agreement documents
and approved project budgets, the annual
and/or final fiscal reports or vouchers
requesting payment under the agreements
will include a certification, signed by an
authorized official of the university, which
reads essentially as follows: ““I certify that all
expenditures reported (or payment
requested) are for appropriate purposes and
in accordance with the provisions of the
application and award documents.”

2. Certification of F&A costs.

a. Policy.

(1) No proposal to establish F&A cost rates
shall be acceptable unless such costs have
been certified by the educational institution
using the Certificate of F&A Costs set forth
in subsection K.2.b of this Appendix. The
certificate must be signed on behalf of the
institution by an individual at a level no
lower than vice president or chief financial
officer of the institution that submits the
proposal.

(2) No F&A cost rate shall be binding upon
the Federal Government if the most recent

required proposal from the institution has
not been certified. Where it is necessary to
establish F&A cost rates, and the institution
has not submitted a certified proposal for
establishing such rates in accordance with
the requirements of this section, the Federal
Government shall unilaterally establish such
rates. Such rates may be based upon audited
historical data or such other data that have
been furnished to the cognizant Federal
agency and for which it can be demonstrated
that all unallowable costs have been
excluded. When F&A cost rates are
unilaterally established by the Federal
Government because of failure of the
institution to submit a certified proposal for
establishing such rates in accordance with
this section, the rates established will be set
at a level low enough to ensure that
potentially unallowable costs will not be
reimbursed.

b. Certificate. The certificate required by
this section shall be in the following form:

Certificate of F&A Costs

This is to certify that to the best of my
knowledge and belief:

(1) I have reviewed the F&A cost proposal
submitted herewith;

(2) All costs included in this proposal
[identify date] to establish billing or final
F&A costs rate for [identify period covered by
rate] are allowable in accordance with the
requirements of the Federal agreement(s) to
which they apply and with the cost
principles applicable to those agreements.

(3) This proposal does not include any
costs which are unallowable under
applicable cost principles such as (without
limitation): advertising and public relations
costs, contributions and donations,
entertainment costs, fines and penalties,
lobbying costs, and defense of fraud
proceedings; and

(4) All costs included in this proposal are
properly allocable to Federal agreements on
the basis of a beneficial or causal relationship
between the expenses incurred and the
agreements to which they are allocated in
accordance with applicable requirements.

For educational institutions that are
required to file a DS-2 in accordance with
Section C.14 of this Appendix, the following
statement shall be added to the “Certificate
of F&A Costs”:

(5) The rate proposal is prepared using the
same cost accounting practices that are
disclosed in the DS-2, including its
amendments and revisions, filed with and
approved by the cognizant agency.

I declare under penalty of perjury that the
foregoing is true and correct.
Institution:

Signature: ]
Name of Official:

Title: ] ]
Date of Execution:

Exhibit A—List of Colleges and Universities
Subject to Section J.12.h of This Appendix

. Johns Hopkins University

. Stanford University

. Massachusetts Institute of Technology
. University of Washington

. University of California—Los Angeles
. University of Michigan

. University of California—San Diego

N O O WIN =

8. University of California—San Francisco

9. University of Wisconsin—Madison

10. Columbia University

11. Yale University

12. Harvard University

13. Cornell University

14. University of Pennsylvania

15. University of California—Berkeley

16. University of Minnesota

17. Pennsylvania State University

18. University of Southern California

19. Duke University

20. Washington University

21. University of Colorado

22. University of Illinois—Urbana

23. University of Rochester

24. University of North Carolina—Chapel
Hill

25. University of Pittsburgh

26. University of Chicago

27. University of Texas—Austin

28. University of Arizona

29. New York University

30. University of Towa

31. Ohio State University

32. University of Alabama—Birmingham

33. Case Western Reserve

34. Baylor College of Medicine

35. California Institute of Technology

36. Yeshiva University

37. University of Massachusetts

38. Vanderbilt University

39. Purdue University

40. University of Utah

41. Georgia Institute of Technology

42. University of Maryland—College Park

43. University of Miami

44. University of California—Davis

45. Boston University

46. University of Florida

47. Carnegie-Mellon University

48. Northwestern University

49. Indiana University

50. Michigan State University

51. University of Virginia

52. University of Texas—SW Medical Center

53. University of California—Irvine

54. Princeton University

55. Tulane University of Louisiana

56. Emory University

57. University of Georgia

58. Texas A&M University—all campuses

59. New Mexico State University

60. North Carolina State University—Raleigh

61. University of Illinois—Chicago

62. Utah State University

63. Virginia Commonwealth University

64. Oregon State University

65. SUNY-Stony Brook

66. University of Cincinnati

67. CUNY-Mount Sinai School of Medicine

68. University of Connecticut

69. Louisiana State University

70. Tufts University

71. University of California—Santa Barbara

72. University of Hawaii—Manoa

73. Rutgers State University of New Jersey

74. Colorado State University

75. Rockefeller University

76. University of Maryland—Baltimore

77. Virginia Polytechnic Institute & State
University

78. SUNY—Buffalo

79. Brown University

80. University of Medicine & Dentistry of
New Jersey
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81. University of Texas—Health Science
Center San Antonio

82. University of Vermont

83. University of Texas—Health Science
Center Houston

84. Florida State University

85. University of Texas—MD Anderson
Cancer Center

86. University of Kentucky

87. Wake Forest University

88. Wayne State University

89. Iowa State University of Science &
Technology

90. University of New Mexico

91. Georgetown University

92. Dartmouth College

93. University of Kansas

94. Oregon Health Sciences University

95. University of Texas—Medical Branch-
Galveston

96. University of Missouri—Columbia

97. Temple University

98. George Washington University

99. University of Dayton

Exhibit B—Listing of Institutions That Are
Eligible for the Utility Cost Adjustment

1. Baylor University

2. Boston College

3. Boston University

4. California Institute of Technology

5. Carnegie-Mellon University

6. Case Western University

7. Columbia University

8. Cornell University (Endowed)

9. Cornell University (Statutory)

10. Cornell University (Medical)

11. Dayton University

12. Emory University

13. George Washington University (Medical)

14. Georgetown University

15. Harvard Medical School

16. Harvard University (Main Campus)

17. Harvard University (School of Public
Health)

18. Johns Hopkins University

19. Massachusetts Institute of Technology

20. Medical University of South Carolina

21. Mount Sinai School of Medicine

22. New York University (except New York
University Medical Center)

23. New York University Medical Center

24. North Carolina State University

25. Northeastern University

26. Northwestern University

27. Oregon Health Sciences University

28. Oregon State University

29. Rice University

30. Rockefeller University

31. Stanford University

32. Tufts University

33. Tulane University

34. Vanderbilt University

35. Virginia Commonwealth University

36. Virginia Polytechnic Institute and State
University

37. University of Arizona

38. University of CA, Berkeley

39. University of CA, Irvine

40. University of CA, Los Angeles

41. University of CA, San Diego

42. University of CA, San Francisco

43. University of Chicago

44. University of Cincinnati

45. University of Colorado, Health Sciences
Center

46. University of Connecticut, Health
Sciences Center

47. University of Health Science and The
Chicago Medical School

48. University of Illinois, Urbana

49. University of Massachusetts, Medical
Center

50. University of Medicine & Dentistry of
New Jersey

51. University of Michigan

52. University of Pennsylvania

53. University of Pittsburgh

54. University of Rochester

55. University of Southern California

56. University of Tennessee, Knoxville

57. University of Texas, Galveston

58. University of Texas, Austin

60. University of Texas Southwestern
Medical Center

61. University of Virginia

62. University of Vermont & State Agriculture
College

63. University of Washington

64. Washington University

65. Yale University

66. Yeshiva University

Exhibit C—Examples of “Major Project”
Where Direct Charging of Administrative or
Clerical Staff Salaries May Be Appropriate

1. As used in paragraph F.6.b.(2) of this
Appendix, below are examples of “major
projects’’:

a. Large, complex programs such as
General Clinical Research Centers, Primate
Centers, Program Projects, environmental
research centers, engineering research
centers, and other grants and contracts that
entail assembling and managing teams of
investigators from a number of institutions.

b. Projects which involve extensive data
accumulation, analysis and entry, surveying,
tabulation, cataloging, searching literature,
and reporting (such as epidemiological
studies, clinical trials, and retrospective
clinical records studies).

c. Projects that require making travel and
meeting arrangements for large numbers of
participants, such as conferences and
seminars.

d. Projects whose principal focus is the
preparation and production of manuals and
large reports, books and monographs
(excluding routine progress and technical
reports).

e. Projects that are geographically
inaccessible to normal departmental
administrative services, such as research
vessels, radio astronomy projects, and other
research fields sites that are remote from
campus.

f. Individual projects requiring project-
specific database management;
individualized graphics or manuscript
preparation; human or animal protocols; and
multiple project-related investigator
coordination and communications.

2. These examples are not exhaustive nor
are they intended to imply that direct
charging of administrative or clerical salaries
would always be appropriate for the
situations illustrated in the examples. For
instance, the examples would be appropriate
when the costs of such activities are incurred
in unlike circumstances, i.e., the actual
activities charged direct are not the same as

the actual activities normally included in the
institution’s facilities and administrative
(F&A) cost pools or, if the same, the indirect
activity costs are immaterial in amount. It
would be inappropriate to charge the cost of
such activities directly to specific sponsored
agreements if, in similar circumstances, the
costs of performing the same type of activity
for other sponsored agreements were
included as allocable costs in the
institution’s F&A cost pools. Application of
negotiated predetermined F&A cost rates may
also be inappropriate if such activity costs
charged directly were not provided for in the
allocation base that was used to determine
the predetermined F&A cost rates.

Attachment A to Appendix A—CASB’s Cost
Accounting Standards (CAS)

A. CAS 9905.501—Consistency in
estimating, accumulating and reporting costs
by educational institutions.

1. Purpose

The purpose of this standard is to ensure
that each educational institution’s practices
used in estimating costs for a proposal are
consistent with cost accounting practices
used by the educational institution in
accumulating and reporting costs.
Consistency in the application of cost
accounting practices is necessary to enhance
the likelihood that comparable transactions
are treated alike. With respect to individual
sponsored agreements, the consistent
application of cost accounting practices will
facilitate the preparation of reliable cost
estimates used in pricing a proposal and their
comparison with the costs of performance of
the resulting sponsored agreement. Such
comparisons provide one important basis for
financial control over costs during sponsored
agreement performance and aid in
establishing accountability for costs in the
manner agreed to by both parties at the time
of agreement. The comparisons also provide
an improved basis for evaluating estimating
capabilities.

2. Definitions

(a) The following are definitions of terms
which are prominent in this standard.

(1) Accumulating costs means the
collecting of cost data in an organized
manner, such as through a system of
accounts.

(2) Actual cost means an amount
determined on the basis of cost incurred (as
distinguished from forecasted cost),
including standard cost properly adjusted for
applicable variance.

(3) Estimating costs means the process of
forecasting a future result in terms of cost,
based upon information available at the time.

(4) Indirect cost pool means a grouping of
incurred costs identified with two or more
objectives but not identified specifically with
any final cost objective.

(5) Pricing means the process of
establishing the amount or amounts to be
paid in return for goods or services.

(6) Proposal means any offer or other
submission used as a basis for pricing a
sponsored agreement, sponsored agreement
modification or termination settlement or for
securing payments thereunder.

(7) Reporting costs means the providing of
cost information to others.
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3. Fundamental Requirement

(a) An educational institution’s practices
used in estimating costs in pricing a proposal
shall be consistent with the educational
institution’s cost accounting practices used
in accumulating and reporting costs.

(b) An educational institution’s cost
accounting practices used in accumulating
and reporting actual costs for a sponsored
agreement shall be consistent with the
educational institution’s practices used in
estimating costs in the related proposal or
application.

(c) The grouping of homogeneous costs in
estimates prepared for proposal purposes
shall not per se be deemed an inconsistent
application of cost accounting practices of
this paragraph when such costs are
accumulated and reported in greater detail on
an actual costs basis during performance of
the sponsored agreement.

4. Techniques for application

(a) The standard allows grouping of
homogeneous costs in order to cover those
cases where it is not practicable to estimate
sponsored agreement costs by individual cost
element. However, costs estimated for
proposal purposes shall be presented in such
a manner and in such detail that any
significant cost can be compared with the
actual cost accumulated and reported
therefor. In any event, the cost accounting
practices used in estimating costs in pricing
a proposal and in accumulating and reporting
costs on the resulting sponsored agreement
shall be consistent with respect to:

(1) The classification of elements of cost as
direct or indirect;

(2) The indirect cost pools to which each
element of cost is charged or proposed to be
charged; and

(3) The methods of allocating indirect costs
to the sponsored agreement.

(b) Adherence to the requirement of this
standard shall be determined as of the date
of award of the sponsored agreement, unless
the sponsored agreement has submitted cost
or pricing data pursuant to 10 U.S.C. 2306(a)
or 41 U.S.C. 254(d) (Pub. L. 87-653), in
which case adherence to the requirement of
this standard shall be determined as of the
date of final agreement on price, as shown on
the signed certificate of current cost or
pricing data. Notwithstanding 9905.501—
40(b), changes in established cost accounting
practices during sponsored agreement
performance may be made in accordance
with Part 9903 (48 CFR part 9903).

(c) The standard does not prescribe the
amount of detail required in accumulating
and reporting costs. The basic requirement
which must be met, however, is that for any
significant amount of estimated cost, the
sponsored agreement must be able to
accumulate and report actual cost at a level
which permits sufficient and meaningful
comparison with its estimates. The amount of
detail required may vary considerably
depending on how the proposed costs were
estimated, the data presented in justification
or lack thereof, and the significance of each
situation. Accordingly, it is neither
appropriate nor practical to prescribe a single
set of accounting practices which would be
consistent in all situations with the practices

of estimating costs. Therefore, the amount of
accounting and statistical detail to be
required and maintained in accounting for
estimated costs has been and continues to be
a matter to be decided by Government
procurement authorities on the basis of the
individual facts and circumstances.

B. CAS 9905.502—Consistency in Allocating
Costs Incurred for the Same Purpose by
Educational Institutions

1. Purpose

The purpose of this standard is to require
that each type of cost is allocated only once
and on only one basis to any sponsored
agreement or other cost objective. The criteria
for determining the allocation of costs to a
sponsored agreement or other cost objective
should be the same for all similar objectives.
Adherence to these cost accounting concepts
is necessary to guard against the overcharging
of some cost objectives and to prevent double
counting. Double counting occurs most
commonly when cost items are allocated
directly to a cost objective without
eliminating like cost items from indirect cost
pools which are allocated to that cost
objective.

2. Definitions

(a) The following are definitions of terms
which are prominent in this standard.

(1) Allocate means to assign an item of
cost, or a group of items of cost, to one or
more cost objectives. This term includes both
direct assignment of cost and the
reassignment of a share from an indirect cost
pool.

(2) Cost objective means a function,
organizational subdivision, sponsored
agreement, or other work unit for which cost
data are desired and for which provision is
made to accumulate and measure the cost of
processes, products, jobs, capitalized
projects, etc.

(3) Direct cost means any cost which is
identified specifically with a particular final
cost objective. Direct costs are not limited to
items which are incorporated in the end
product as material or labor. Costs identified
specifically with a sponsored agreement are
direct costs of that sponsored agreement. All
costs identified specifically with other final
cost objectives of the educational institution
are direct costs of those cost objectives.

(4) Final cost objective means a cost
objective which has allocated to it both direct
and indirect costs, and in the educational
institution’s accumulation system, is one of
the final accumulation points.

(5) Indirect cost means any cost not
directly identified with a single final cost
objective, but identified with two or more
final cost objectives or with at least one
intermediate cost objective.

(6) Indirect cost pool means a grouping of
incurred costs identified with two or more
cost objectives but not identified with any
final cost objective.

(7) Intermediate cost objective means a cost
objective that is used to accumulate indirect
costs or service center costs that are
subsequently allocated to one or more
indirect cost pools and/or final cost
objectives.

3. Fundamental Requirement

All costs incurred for the same purpose, in
like circumstances, are either direct costs
only or indirect costs only with respect to
final cost objectives. No final cost objective
shall have allocated to it as an indirect cost
any cost, if other costs incurred for the same
purpose, in like circumstances, have been
included as a direct cost of that or any other
final cost objective. Further, no final cost
objective shall have allocated to it as a direct
cost any cost, if other costs incurred for the
same purpose, in like circumstances, have
been included in any indirect cost pool to be
allocated to that or any other final cost
objective.

4. Techniques for Application

(a) The Fundamental Requirement is stated
in terms of cost incurred and is equally
applicable to estimates of costs to be incurred
as used in sponsored agreement proposals.

(b) The Disclosure Statement to be
submitted by the educational institution will
require that the educational institution set
forth its cost accounting practices with regard
to the distinction between direct and indirect
costs. In addition, for those types of cost
which are sometimes accounted for as direct
and sometimes accounted for as indirect, the
educational institution will set forth in its
Disclosure Statement the specific criteria and
circumstances for making such distinctions.
In essence, the Disclosure Statement
submitted by the educational institution, by
distinguishing between direct and indirect
costs, and by describing the criteria and
circumstances for allocating those items
which are sometimes direct and sometimes
indirect, will be determinative as to whether
or not costs are incurred for the same
purpose. Disclosure Statement as used herein
refers to the statement required to be
submitted by educational institutions in
Appendix A to Part 220, Section C.14.

(c) In the event that an educational
institution has not submitted a Disclosure
Statement, the determination of whether
specific costs are directly allocable to
sponsored agreements shall be based upon
the educational institution’s cost accounting
practices used at the time of sponsored
agreement proposal.

(d) Whenever costs which serve the same
purpose cannot equitably be indirectly
allocated to one or more final cost objectives
in accordance with the educational
institution’s disclosed accounting practices,
the educational institution may either (1) use
a method for reassigning all such costs which
would provide an equitable distribution to all
final cost objectives, or (2) directly assign all
such costs to final cost objectives with which
they are specifically identified. In the event
the educational institution decides to make a
change for either purpose, the Disclosure
Statement shall be amended to reflect the
revised accounting practices involved.

(e) Any direct cost of minor dollar amount
may be treated as an indirect cost for reasons
of practicality where the accounting
treatment for such cost is consistently
applied to all final cost objectives, provided
that such treatment produces results which
are substantially the same as the results
which would have been obtained if such cost
had been treated as a direct cost.
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5. Illustrations

(a) Illustrations of costs which are incurred
for the same purpose:

(1) An educational institution normally
allocates all travel as an indirect cost and
previously disclosed this accounting practice
to the Government. For purposes of a new
proposal, the educational institution intends
to allocate the travel costs of personnel
whose time is accounted for as direct labor
directly to the sponsored agreement. Since
travel costs of personnel whose time is
accounted for as direct labor working on
other sponsored agreements are costs which
are incurred for the same purpose, these costs
may no longer be included within indirect
cost pools for purposes of allocation to any
covered Government sponsored agreement.
The educational institution’s Disclosure
Statement must be amended for the proposed
changes in accounting practices.

(2) An educational institution normally
allocates purchasing activity costs indirectly
and allocates this cost to instruction and
research on the basis of modified total costs.
A proposal for a new sponsored agreement
requires a disproportionate amount of
subcontract administration to be performed
by the purchasing activity. The educational
institution prefers to continue to allocate
purchasing activity costs indirectly. In order
to equitably allocate the total purchasing
activity costs, the educational institution may
use a method for allocating all such costs
which would provide an equitable
distribution to all applicable indirect cost
pools. For example, the educational
institution may use the number of
transactions processed rather than its former
allocation base of modified total costs. The
educational institution’s Disclosure
Statement must be amended for the proposed
changes in accounting practices.

(b) Hlustrations of costs which are not
incurred for the same purpose:

(1) An educational institution normally
allocates special test equipment costs directly
to sponsored agreements. The costs of general
purpose test equipment are normally
included in the indirect cost pool which is
allocated to sponsored agreements. Both of
these accounting practices were previously
disclosed to the Government. Since both
types of costs involved were not incurred for
the same purpose in accordance with the
criteria set forth in the educational
institution’s Disclosure Statement, the
allocation of general purpose test equipment
costs from the indirect cost pool to the
sponsored agreement, in addition to the
directly allocated special test equipment
costs, is not considered a violation of the
standard.

(2) An educational institution proposes to
perform a sponsored agreement which will
require three firemen on 24-hour duty at a
fixed-post to provide protection against
damage to highly inflammable materials used
on the sponsored agreement. The educational
institution presently has a firefighting force
of 10 employees for general protection of its
facilities. The educational institution’s costs
for these latter firemen are treated as indirect
costs and allocated to all sponsored
agreements; however, it wants to allocate the
three fixed-post firemen directly to the

particular sponsored agreement requiring
them and also allocate a portion of the cost
of the general firefighting force to the same
sponsored agreement. The educational
institution may do so but only on condition
that its disclosed practices indicate that the
costs of the separate classes of firemen serve
different purposes and that it is the
educational institution’s practice to allocate
the general firefighting force indirectly and to
allocate fixed-post firemen directly.

6. Interpretation

(a) Consistency in Allocating Costs
Incurred for the Same Purpose by
Educational Institutions, provides, in this
standard, that “* * * no final cost objective
shall have allocated to it as a direct cost any
cost, if other costs incurred for the same
purpose, in like circumstances, have been
included in any indirect cost pool to be
allocated to that or any other final cost
objective.”

(b) This interpretation deals with the way
this standard applies to the treatment of costs
incurred in preparing, submitting, and
supporting proposals. In essence, it is
addressed to whether or not, under the
standard, all such costs are incurred for the
same purpose, in like circumstances.

(c) Under this standard, costs incurred in
preparing, submitting, and supporting
proposals pursuant to a specific requirement
of an existing sponsored agreement are
considered to have been incurred in different
circumstances from the circumstances under
which costs are incurred in preparing
proposals which do not result from such
specific requirement. The circumstances are
different because the costs of preparing
proposals specifically required by the
provisions of an existing sponsored
agreement relate only to that sponsored
agreement while other proposal costs relate
to all work of the educational institution.

(d) This interpretation does not preclude
the allocation, as indirect costs, of costs
incurred in preparing all proposals. The cost
accounting practices used by the educational
institution, however, must be followed
consistently and the method used to
reallocate such costs, of course, must provide
an equitable distribution to all final cost
objectives.

C. CAS 9905.505—Accounting for
Unallowable Costs—Educational Institutions

1. Purpose

(a) The purpose of this standard is to
facilitate the negotiation, audit,
administration and settlement of sponsored
agreements by establishing guidelines
covering (1) identification of costs
specifically described as unallowable, at the
time such costs first become defined or
authoritatively designated as unallowable,
and (2) the cost accounting treatment to be
accorded such identified unallowable costs
in order to promote the consistent
application of sound cost accounting
principles covering all incurred costs. The
standard is predicated on the proposition
that costs incurred in carrying on the
activities of an educational institution—
regardless of the allowability of such costs
under Government sponsored agreements—

are allocable to the cost objectives with
which they are identified on the basis of their
beneficial or causal relationships.

(b) This standard does not govern the
allowability of costs. This is a function of the
appropriate procurement or reviewing
authority.

2. Definitions

(a) The following are definitions of terms
which are prominent in this standard.

(1) Directly associated cost means any cost
which is generated solely as a result of the
incurrence of another cost, and which would
not have been incurred had the other cost not
been incurred.

(2) Expressly unallowable cost means a
particular item or type of cost which, under
the express provisions of an applicable law,
regulation, or sponsored agreement, is
specifically named and stated to be
unallowable.

(3) Indirect cost means any cost not
directly identified with a single final cost
objective, but identified with two or more
final cost objectives or with at least one
intermediate cost objective.

(4) Unallowable cost means any cost
which, under the provisions of any pertinent
law, regulation, or sponsored agreement,
cannot be included in prices, cost
reimbursements, or settlements under a
Government sponsored agreement to which it
is allocable.

3. Fundamental Requirement

(a) Costs expressly unallowable or
mutually agreed to be unallowable, including
costs mutually agreed to be unallowable
directly associated costs, shall be identified
and excluded from any billing, claim,
application, or proposal applicable to a
Government sponsored agreement.

(b) Costs which specifically become
designated as unallowable as a result of a
written decision furnished by a Federal
official pursuant to sponsored agreement
disputes procedures shall be identified if
included in or used in the computation of
any billing, claim, or proposal applicable to
a sponsored agreement. This identification
requirement applies also to any costs
incurred for the same purpose under like
circumstances as the costs specifically
identified as unallowable under either this
paragraph or paragraph (a) of this subsection.

(c) Costs which, in a Federal official’s
written decision furnished pursuant to
disputes procedures, are designated as
unallowable directly associated costs of
unallowable costs covered by either
paragraph (a) or (b) of this subsection shall
be accorded the identification required by
paragraph b. of this subsection.

(d) The costs of any work project not
contractually authorized, whether or not
related to performance of a proposed or
existing contract, shall be accounted for, to
the extent appropriate, in a manner which
permits ready separation from the costs of
authorized work projects.

(e) All unallowable costs covered by
paragraphs (a) through (d) of this subsection
shall be subject to the same cost accounting
principles governing cost allocability as
allowable costs. In circumstances where
these unallowable costs normally would be
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part of a regular indirect-cost allocation base
or bases, they shall remain in such base or
bases. Where a directly associated cost is part
of a category of costs normally included in
an indirect-cost pool that will be allocated
over a base containing the unallowable cost
with which it is associated, such a directly
associated cost shall be retained in the
indirect-cost pool and be allocated through
the regular allocation process.

(f) Where the total of the allocable and
otherwise allowable costs exceeds a
limitation-of-cost or ceiling-price provision
in a sponsored agreement, full direct and
indirect cost allocation shall be made to the
cost objective, in accordance with established
cost accounting practices and Standards
which regularly govern a given entity’s
allocations to Government sponsored
agreement cost objectives. In any
determination of unallowable cost overrun,
the amount thereof shall be identified in
terms of the excess of allowable costs over
the ceiling amount, rather than through
specific identification of particular cost items
or cost elements.

4. Techniques for Application

(a) The detail and depth of records
required as backup support for proposals,
billings, or claims shall be that which is
adequate to establish and maintain visibility
of identified unallowable costs (including
directly associated costs), their accounting
status in terms of their allocability to
sponsored agreement cost objectives, and the
cost accounting treatment which has been
accorded such costs. Adherence to this cost
accounting principle does not require that
allocation of unallowable costs to final cost
objectives be made in the detailed cost
accounting records. It does require that
unallowable costs be given appropriate
consideration in any cost accounting
determinations governing the content of
allocation bases used for distributing indirect
costs to cost objectives. Unallowable costs
involved in the determination of rates used
for standard costs, or for indirect-cost
bidding or billing, need be identified only at
the time rates are proposed, established,
revised or adjusted.

(b) The visibility requirement of paragraph
(a) of this subsection, may be satisfied by any
form of cost identification which is adequate
for purposes of sponsored agreement cost
determination and verification. The standard
does not require such cost identification for
purposes which are not relevant to the
determination of Government sponsored
agreement cost. Thus, to provide visibility for
incurred costs, acceptable alternative
practices would include the segregation of
unallowable costs in separate accounts
maintained for this purpose in the regular
books of account, the development and
maintenance of separate accounting records
or workpapers, or the use of any less formal
cost accounting techniques which establishes
and maintains adequate cost identification to
permit audit verification of the accounting
recognition given unallowable costs.
Educational institutions may satisfy the
visibility requirements for estimated costs
either by designation and description (in
backup data, workpapers, etc.) of the
amounts and types of any unallowable costs

which have specifically been identified and
recognized in making the estimates, or by
description of any other estimating technique
employed to provide appropriate recognition
of any unallowable costs pertinent to the
estimates.

(c) Specific identification of unallowable
costs is not required in circumstances where,
based upon considerations of materiality, the
Government and the educational institution
reach agreement on an alternate method that
satisfies the purpose of the standard.

5. [llustrations

(a) An auditor recommends disallowance
of certain direct labor and direct material
costs, for which a billing has been submitted
under a sponsored agreement, on the basis
that these particular costs were not required
for performance and were not authorized by
the sponsored agreement. The Federal officer
issues a written decision which supports the
auditor’s position that the questioned costs
are unallowable. Following receipt of the
Federal officer’s decision, the educational
institution must clearly identify the
disallowed direct labor and direct material
costs in the educational institution’s
accounting records and reports covering any
subsequent submission which includes such
costs. Also, if the educational institution’s
base for allocation of any indirect cost pool
relevant to the subject sponsored agreement
consists of direct labor, direct material, total
prime cost, total cost input, etc., the
educational institution must include the
disallowed direct labor and material costs in
its allocation base for such pool. Had the
Federal officer’s decision been against the
auditor, the educational institution would
not, of course, have been required to account
separately for the costs questioned by the
auditor.

(b) An educational institution incurs, and
separately identifies, as a part of a service
center or expense pool, certain costs which
are expressly unallowable under the existing
and currently effective regulations. If the
costs of the service center or indirect expense
pool are regularly a part of the educational
institution’s base for allocation of general
administration and general expenses
(GA&GE) or other indirect expenses, the
educational institution must allocate the
GA&GE or other indirect expenses to
sponsored agreements and other final cost
objectives by means of a base which includes
the identified unallowable indirect costs.

(c) An auditor recommends disallowance
of certain indirect costs. The educational
institution claims that the costs in question
are allowable under the provisions of
Appendix A to Part 220, Cost Principles For
Educational Institutions; the auditor
disagrees. The issue is referred to the Federal
officer for resolution pursuant to the
sponsored agreement disputes clause. The
Federal officer issues a written decision
supporting the auditor’s position that the
total costs questioned are unallowable under
Appendix A. Following receipt of the Federal
officer’s decision, the educational institution
must identify the disallowed costs and
specific other costs incurred for the same
purpose in like circumstances in any
subsequent estimating, cost accumulation or
reporting for Government sponsored

agreements, in which such costs are
included. If the Federal officer’s decision had
supported the educational institution’s
contention, the costs questioned by the
auditor would have been allowable and the
educational institution would not have been
required to provide special identification.

(d) An educational institution incurred
certain unallowable costs that were charged
indirectly as general administration and
general expenses (GA&GE). In the
educational institution’s proposals for final
indirect cost rates to be applied in
determining allowable sponsored agreement
costs, the educational institution identified
and excluded the expressly unallowable
costs. In addition, during the course of
negotiation of indirect cost rates to be used
for bidding and billing purposes, the
educational institution agreed to classify as
unallowable cost, various directly associated
costs of the identifiable unallowable costs.
On the basis of negotiations and agreements
between the educational institution and the
Federal officer’s authorized representatives,
indirect cost rates were established, based on
the net balance of allowable GA&GE.
Application of the rates negotiated to
proposals, and to billings, for covered
sponsored agreements constitutes
compliance with the standard.

(e) An employee, whose salary, travel, and
subsistence expenses are charged regularly to
the general administration and general
expenses (GA&GE) pool, takes several
business associates on what is clearly a
business entertainment trip. The
entertainment costs of such trips is expressly
unallowable because it constitutes
entertainment expense prohibited by
Appendix A to Part 220, and is separately
identified by the educational institution. The
educational institution does not regularly
include its GA&GE in any indirect-expense
allocation base. In these circumstances, the
employee’s travel and subsistence expenses
would be directly associated costs for
identification with the unallowable
entertainment expense. However, unless this
type of activity constituted a significant part
of the employee’s regular duties and
responsibilities on which his salary was
based, no part of the employee’s salary would
be required to be identified as a directly
associated cost of the unallowable
entertainment expense.

D. CAS 9905.506—Cost Accounting Period—
Educational Institutions

1. Purpose

The purpose of this standard is to provide
criteria for the selection of the time periods
to be used as cost accounting periods for
sponsored agreement cost estimating,
accumulating, and reporting. This standard
will reduce the effects of variations in the
flow of costs within each cost accounting
period. It will also enhance objectivity,
consistency, and verifiability, and promote
uniformity and comparability in sponsored
agreement cost measurements.

2. Definitions

(a) The following are definitions of terms
which are prominent in this standard.

(1) Allocate means to assign an item of
cost, or a group of items of cost, to one or
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more cost objectives. This term includes both
direct assignment of cost and the
reassignment of a share from an indirect cost
pool.

(2) Cost Objective means a function,
organizational subdivision, sponsored
agreement, or other work unit for which cost
data are desired and for which provision is
made to accumulate and measure the cost of
processes, products, jobs, capitalized
projects, etc.

(3) Fiscal year means the accounting period
for which annual financial statements are
regularly prepared, generally a period of 12
months, 52 weeks, or 53 weeks.

(4) Indirect cost pool means a grouping of
incurred costs identified with two or more
cost objectives but not identified specifically
with any final cost objective.

3. Fundamental Requirement

(a) Educational institutions shall use their
fiscal year as their cost accounting period,
except that:

(b) Costs of an indirect function which
exists for only a part of a cost accounting
period may be allocated to cost objectives of
that same part of the period.

(c) An annual period other than the fiscal
year may be used as the cost accounting
period if its use is an established practice of
the educational institution.

(d) A transitional cost accounting period
other than a year shall be used whenever a
change of fiscal year occurs.

(e) An educational institution shall follow
consistent practices in the selection of the
cost accounting period or periods in which
any types of expense and any types of
adjustment to expense (including prior-
period adjustments) are accumulated and
allocated.

(f) The same cost accounting period shall
be used for accumulating costs in an indirect
cost pool as for establishing its allocation
base, except that the contracting parties may
agree to use a different period for establishing
an allocation base.

4. Techniques for Application

(a) The cost of an indirect function which
exists for only a part of a cost accounting
period may be allocated on the basis of data
for that part of the cost accounting period if
the cost is material in amount, accumulated
in a separate indirect cost pool or expense
pool, and allocated on the basis of an
appropriate direct measure of the activity or
output of the function during that part of the
period.

(b) The practices required by this standard
shall include appropriate practices for
deferrals, accruals, and other adjustments to
be used in identifying the cost accounting
periods among which any types of expense
and any types of adjustment to expense are
distributed. If an expense, such as insurance
or employee leave, is identified with a fixed,
recurring, annual period which is different
from the educational institution’s cost
accounting period, the standard permits
continued use of that different period. Such
expenses shall be distributed to cost
accounting periods in accordance with the
educational institution’s established
practices for accruals, deferrals, and other
adjustments.

(c) Indirect cost allocation rates, based on
estimates, which are used for the purpose of
expediting the closing of sponsored
agreements which are terminated or
completed prior to the end of a cost
accounting period need not be those finally
determined or negotiated for that cost
accounting period. They shall, however, be
developed to represent a full cost accounting
period, except as provided in paragraph (a)
of this subsection.

(d) An educational institution may, upon
mutual agreement with the Government, use
as its cost accounting period a fixed annual
period other than its fiscal year, if the use of
such a period is an established practice of the
educational institution and is consistently
used for managing and controlling revenues
and disbursements, and appropriate accruals,
deferrals or other adjustments are made with
respect to such annual periods.

(e) The parties may agree to use an annual
period which does not coincide precisely
with the cost accounting period for
developing the data used in establishing an
allocation base: Provided,

(1) The practice is necessary to obtain
significant administrative convenience,

(2) The practice is consistently followed by
the educational institution,

(3) The annual period used is
representative of the activity of the cost
accounting period for which the indirect
costs to be allocated are accumulated, and

(4) The practice can reasonably be
estimated to provide a distribution to cost
objectives of the cost accounting period not
materially different from that which
otherwise would be obtained.

(f) When a transitional cost accounting
period is required, educational institution
may select any one of the following: the
period, less than a year in length, extending
from the end of its previous cost accounting
period to the beginning of its next regular
cost accounting period, a period in excess of
a year, but not longer than 15 months,
obtained by combining the period described
in subparagraph (f)(1) of this subsection with
the previous cost accounting period, or a
period in excess of a year, but not longer than
15 months, obtained by combining the period
described in subparagraph (f)(1) of this
subsection with the next regular cost
accounting period. A change in the
educational institution’s cost accounting
period is a change in accounting practices for
which an adjustment in the sponsored
agreement price may be required.

5. Illustrations

(a) An educational institution allocates
indirect expenses for Organized Research on
the basis of a modified total direct cost base.
In a proposal for a sponsored agreement, it
estimates the allocable expenses based solely
on the estimated amount of indirect costs
allocated to Organized Research and the
amount of the modified total direct cost base
estimated to be incurred during the 8 months
in which performance is scheduled to be
commenced and completed. Such a proposal
would be in violation of the requirements of
this standard that the calculation of the
amounts of both the indirect cost pools and
the allocation bases be based on the

educational institution’s cost accounting
period.

(b) An educational institution whose cost
accounting period is the calendar year,
installs a computer service center to begin
operations on May 1. The operating expense
related to the new service center is expected
to be material in amount, will be
accumulated in an intermediate cost
objective, and will be allocated to the
benefitting cost objectives on the basis of
measured usage. The total operating expenses
of the computer service center for the 8-
month part of the cost accounting period may
be allocated to the benefitting cost objectives
of that same 8-month period.

(c) An educational institution changes its
fiscal year from a calendar year to the 12-
month period ending May 31. For financial
reporting purposes, it has a 5-month
transitional “fiscal year.” The same 5-month
period must be used as the transitional cost
accounting period; it may not be combined,
because the transitional period would be
longer than 15 months. The new fiscal year
must be adopted thereafter as its regular cost
accounting period. The change in its cost
accounting period is a change in accounting
practices; adjustments of the sponsored
agreement prices may thereafter be required.

(d) Financial reports are prepared on a
calendar year basis on a university-wide
basis. However, the contracting segment does
all internal financial planning, budgeting,
and internal reporting on the basis of a
twelve month period ended June 30. The
contracting parties agree to use the period
ended June 30 and they agree to overhead
rates on the June 30 basis. They also agree
on a technique for prorating fiscal year
assignment of the university’s central system
office expenses between such June 30
periods. This practice is permitted by the
standard.

(e) Most financial accounts and sponsored
agreement cost records are maintained on the
basis of a fiscal year which ends November
30 each year. However, employee vacation
allowances are regularly managed on the
basis of a ““vacation year”” which ends
September 30 each year. Vacation expenses
are estimated uniformly during each
“vacation year.” Adjustments are made each
October to adjust the accrued liability to
actual, and the estimating rates are modified
to the extent deemed appropriate. This use of
a separate annual period for determining the
amounts of vacation expense is permitted.

Attachment B to Appendix A—CASB’s
Disclosure Statement (DS-2) is available on
the OMB Web site at http://
www.whitehouse.gov/omb/grants/a21-
appx_b.pdf

Attachment C to Appendix A—
Documentation Requirements for Facilities
and Administrative (F&A) Rate Proposals is
available on the OMB Web site at http://
www.whitehouse.gov/omb/grants/a21-

appx_c.pdf
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