Applicable Federal Laws and Regulations
Several questions pertaining to the allowability of cost arise on a regular basis.
Portions of the US Office of Management and Budget (OMB) Circular A-87, Cost
Principles for State, Local, and Indian Tribal Governments are quoted as guidance.
Similar cost principles exist for educational institutions, i.e., colleges and universities,
(OMB Circular A-21), and private nonprofit organizations (OMB Circular A-122). The full
narrative of each Circular may be accessed from the following page of the Office of
Management and Budget website: http://www.whitehouse.gov/omb/circulars/index.html.
The cost principles provide guidance to be applied in establishing the allowability or
unallowability of certain items of cost. These principles apply whether a cost is treated
as direct or indirect. A cost is allowable for Federal reimbursement only to the extent of
benefits received by Federal awards and its conformance with the general policies and
principles stated in Attachment A, General Principles for Determining Allowable Costs,
to the Circular. Failure to mention a particular item of cost in the Circular is not intended
to imply that it is either allowable or unallowable; rather, determination of allowability in
each case should be based on the treatment or standards provided for similar or related
items of cost.
The following items are taken from the US Office of Management and Budget (OMB)
Circular A-87, Cost Principles for State, Local, and Indian Tribal Governments,
Attachment B, Selected Items of Cost.
1) Advertising and public relations costs
2) Audit costs and related services
3) Compensation for personal services
a. General
b. Reasonableness
c. Unallowable costs
d. Fringe benefits
e. Pension plan costs
f. Post-retirement health benefits
g. Severance pay
h. Donated services
4) Donations and contributions
5) Entertainment
6) Equipment and other capital expenditures
7) General government expenses
8) Materials and supplies costs
9) Meetings and conferences
10)Memberships, subscriptions, and professional activity costs
11)Travel costs

1) Advertising and public relations costs.
a. The term advertising costs means the costs of advertising media and corollary
administrative costs. Advertising media include magazines, newspapers, radio
and television, direct mail, exhibits, electronic or computer transmittals, and the
like.
b. The term public relations includes community relations and means those
activities dedicated to maintaining the image of the governmental unit or
maintaining or promoting understanding and favorable relations with the
community or public at large or any segment of the public.
c. The only allowable advertising costs are those which are solely for:
(1) The recruitment of personnel required for the performance by the
governmental unit of obligations arising under a Federal award ;
(2) The procurement of goods and services for the performance of a Federal
award;
(3) The disposal of scrap or surplus materials acquired in the performance of a
Federal award except when governmental units are reimbursed for disposal
costs at a predetermined amount; or
(4) Other specific purposes necessary to meet the requirements of the Federal
award.
d. The only allowable public relations costs are:
(1) Costs specifically required by the Federal award;
(2) Costs of communicating with the public and press pertaining to specific
activities or accomplishments which result from performance of Federal awards
(these costs are considered necessary as part of the outreach effort for the
Federal award); or
(3) Costs of conducting general liaison with news media and government public
relations officers, to the extent that such activities are limited to communication
and liaison necessary keep the public informed on matters of public concern,
such as notices of Federal contract/grant awards, financial matters, etc.
e. Costs identified in subsections c and d if incurred for more than one Federal
award or for both sponsored work and other work of the governmental unit, are
allowable to the extent that the principles in Attachment A, sections E. (“Direct
Costs”) and F. (“Indirect Costs”) are observed.
f. Unallowable advertising and public relations costs include the following:
(1) All advertising and public relations costs other than as specified in
subsections c, d, and e;
(2) Costs of meetings, conventions, convocations, or other events related to
other activities of the governmental unit, including:
(a) Costs of displays, demonstrations, and exhibits;
(b) Costs of meeting rooms, hospitality suites, and other special facilities used
in conjunction with shows and other special events; and
(c) Salaries and wages of employees engaged in setting up and displaying
exhibits, making demonstrations, and providing briefings;

(3) Costs of promotional items and memorabilia, including models, gifts, and
souvenirs;
(4) Costs of advertising and public relations designed solely to promote the
governmental unit. (OMB A-87, Attachment B, Item 1)
2) Audit costs and related services.
a. The costs of audits required by, and performed in accordance with, the Single
Audit Act, as implemented by Circular A-133, "Audits of States, Local
Governments, and Non-Profit Organizations” are allowable. Also see 31 USC
7505(b) and section 230 (“Audit Costs”) of Circular A-133.
b. Other audit costs are allowable if included in a cost allocation plan or indirect cost
proposal, or if specifically approved by the awarding agency as a direct cost to an
award.
c. The cost of agreed-upon procedures engagements to monitor subrecipients who
are exempted from A-133 under section 200(d) are allowable, subject to the
conditions listed in A-133, section 230 (b)(2). (OMB A-87, Attachment B, Item 4)
3) Compensation for personal services.
a. General. Compensation for personnel services includes all remuneration, paid
currently or accrued, for services rendered during the period of performance
under Federal awards, including but not necessarily limited to wages, salaries,
and fringe benefits. The costs of such compensation are allowable to the extent
that they satisfy the specific requirements of this Circular, and that the total
compensation for individual employees:
(1) Is reasonable for the services rendered and conforms to the established
policy of the governmental unit consistently applied to both Federal and non
Federal activities;
(2) Follows an appointment made in accordance with a governmental unit's laws
and rules and meets merit system or other requirements required by Federal law,
where applicable; and
(3) Is determined and supported as provided in subsection h.
b. Reasonableness. Compensation for employees engaged in work on Federal
awards will be considered reasonable to the extent that it is consistent with that
paid for similar work in other activities of the governmental unit. In cases where
the kinds of employees required for Federal awards are not found in the other
activities of the governmental unit, compensation will be considered reasonable
to the extent that it is comparable to that paid for similar work in the labor market
in which the employing government competes for the kind of employees involved.
Compensation surveys providing data representative of the labor market involved
will be an acceptable basis for evaluating reasonableness.
c. Unallowable costs. Costs which are unallowable under other sections of these
principles shall not be allowable under this section solely on the basis that they
constitute personnel compensation.

d. Fringe benefits.
(1) Fringe benefits are allowances and services provided by employers to their
employees as compensation in addition to regular salaries and wages. Fringe
benefits include, but are not limited to, the costs of leave, employee insurance,
pensions, and unemployment benefit plans. Except as provided elsewhere in
these principles, the costs of fringe benefits are allowable to the extent that the
benefits are reasonable and are required by law, governmental unit employee
agreement, or an established policy of the governmental unit.
(2) The cost of fringe benefits in the form of regular compensation paid to
employees during periods of authorized absences from the job, such as for
annual leave, sick leave, holidays, court leave, military leave, and other similar
benefits, are allowable if:
(a) they are provided under established written leave policies;
(b) the costs are equitably allocated to all related activities, including Federal
awards; and,
(c) the accounting basis (cash or accrual) selected for costing each type of
leave is consistently followed by the governmental unit.
(3) When a governmental unit uses the cash basis of accounting, the cost of
leave is recognized in the period that the leave is taken and paid for. Payments
for unused leave when an employee retires or terminates employment are
allowable in the year of payment provided they are allocated as a general
administrative expense to all activities of the governmental unit or component.
(4) The accrual basis may be only used for those types of leave for which a
liability as defined by Generally Accepted Accounting Principles (GAAP) exists
when the leave is earned. When a governmental unit uses the accrual basis of
accounting, in accordance with GAAP, allowable leave costs are the lesser of the
amount accrued or funded.
(5) The cost of fringe benefits in the form of employer contributions or expenses
for social security; employee life, health, unemployment, and worker's
compensation insurance (except as indicated in section 22, Insurance and
indemnification); pension plan costs (see subsection e.); and other similar
benefits are allowable, provided such benefits are granted under established
written policies. Such benefits, whether treated as indirect costs or as direct
costs, shall be allocated to Federal awards and all other activities in a manner
consistent with the pattern of benefits attributable to the individuals or group(s) of
employees whose salaries and wages are chargeable to such Federal awards
and other activities.
e. Pension plan costs. Pension plan costs may be computed using a pay as you go
method or an acceptable actuarial cost method in accordance with established
written policies of the governmental unit.
(1) For pension plans financed on a pay as you go method, allowable costs will
be limited to those representing actual payments to retirees or their beneficiaries.
(2) Pension costs calculated using an actuarial cost based method recognized by
GAAP are allowable for a given fiscal year if they are funded for that year within
six months after the end of that year. Costs funded after the six month period (or
a later period agreed to by the cognizant agency) are allowable in the year

funded. The cognizant agency may agree to an extension of the six month period
if an appropriate adjustment is made to compensate for the timing of the charges
to the Federal Government and related Federal reimbursement and the
governmental unit's contribution to the pension fund. Adjustments may be made
by cash refund or other equitable procedures to compensate the Federal
Government for the time value of Federal reimbursements in excess of
contributions to the pension fund.
(3) Amounts funded by the governmental unit in excess of the actuarially
determined amount for a fiscal year may be used as the governmental unit's
contribution in future periods.
(4) When a governmental unit converts to an acceptable actuarial cost method,
as defined by GAAP, and funds pension costs in accordance with this method,
the unfunded liability at the time of conversion shall be allowable if amortized
over a period of years in accordance with GAAP.
(5) The Federal Government shall receive an equitable share of any previously
allowed pension costs (including earnings thereon) which revert or inure to the
governmental unit in the form of a refund, withdrawal, or other credit.
f. Post retirement health benefits. Post retirement health benefits (PRHB) refers to
costs of health insurance or health services not included in a pension plan
covered by subsection e. for retirees and their spouses, dependents, and
survivors. PRHB costs may be computed using a pay as you go method or an
acceptable actuarial cost method in accordance with established written polices
of the governmental unit.
(1) For PRHB financed on a pay as you go method, allowable costs will be
limited to those representing actual payments to retirees or their beneficiaries.
(2) PRHB costs calculated using an actuarial cost method recognized by GAAP
are allowable if they are funded for that year within six months after the end of
that year. Costs funded after the six month period (or a later period agreed to by
the cognizant agency) are allowable in the year funded. The cognizant agency
may agree to an extension of the six month period if an appropriate adjustment is
made to compensate for the timing of the charges to the Federal Government
and related Federal reimbursements and the governmental unit's contributions to
the PRHB fund. Adjustments may be made by cash refund, reduction in current
year's PRHB costs, or other equitable procedures to compensate the Federal
Government for the time value of Federal reimbursements in excess of
contributions to the PRHB fund.
(3) Amounts funded in excess of the actuarially determined amount for a fiscal
year may be used as the government's contribution in a future period.
(4) When a governmental unit converts to an acceptable actuarial cost method
and funds PRHB costs in accordance with this method, the initial unfunded
liability attributable to prior years shall be allowable if amortized over a period of
years in accordance with GAAP, or, if no such GAAP period exists, over a period
negotiated with the cognizant agency.

(5) To be allowable in the current year, the PRHB costs must be paid either to:
(a) An insurer or other benefit provider as current year costs or premiums, or
(b) An insurer or trustee to maintain a trust fund or reserve for the sole
purpose of providing post retirement benefits to retirees and other
beneficiaries.
(6) The Federal Government shall receive an equitable share of any amounts of
previously allowed post retirement benefit costs (including earnings thereon)
which revert or inure to the governmental unit in the form of a refund, withdrawal,
or other credit.
g. Severance pay.
(1) Payments in addition to regular salaries and wages made to workers whose
employment is being terminated are allowable to the extent that, in each case,
they are required by (a) law, (b) employer employee agreement, or (c)
established written policy.
(2) Severance payments (but not accruals) associated with normal turnover are
allowable. Such payments shall be allocated to all activities of the governmental
unit as an indirect cost.
(3) Abnormal or mass severance pay will be considered on a case by case basis
and is allowable only if approved by the cognizant Federal agency.
h. Support of salaries and wages. These standards regarding time distribution are
in addition to the standards for payroll documentation.
(1) Charges to Federal awards for salaries and wages, whether treated as direct
or indirect costs, will be based on payrolls documented in accordance with
generally accepted practice of the governmental unit and approved by a
responsible official(s) of the governmental unit.
(2) No further documentation is required for the salaries and wages of employees
who work in a single indirect cost activity.
(3) Where employees are expected to work solely on a single Federal award or
cost objective, charges for their salaries and wages will be supported by periodic
certifications that the employees worked solely on that program for the period
covered by the certification. These certifications will be prepared at least semi
annually and will be signed by the employee or supervisory official having first
hand knowledge of the work performed by the employee.
(4) Where employees work on multiple activities or cost objectives, a distribution
of their salaries or wages will be supported by personnel activity reports or
equivalent documentation which meets the standards in subsection

(5) unless a statistical sampling system [see subsection (6)) or other substitute
system has been approved by the cognizant Federal agency. Such documentary
support will be required where employees work on:
(a) More than one Federal award,
(b) A Federal award and a non Federal award,
(c) An indirect cost activity and a direct cost activity,
(d) Two or more indirect activities which are allocated using different
allocation bases, or
(e) An unallowable activity and a direct or indirect cost activity.
(6) Personnel activity reports or equivalent documentation must meet the
following standards:
(a) They must reflect an after the fact distribution of the actual activity of each
employee,
(b) They must account for the total activity for which each employee is
compensated,
(c) They must be prepared at least monthly and must coincide with one or
more pay periods, and
(d) They must be signed by the employee.
(e) Budget estimates or other distribution percentages determined before the
services are performed do not qualify as support for charges to Federal
awards but may be used for interim accounting purposes, provided that:
(i) The governmental unit's system for establishing the estimates produces
reasonable approximations of the activity actually performed;
(ii) At least quarterly, comparisons of actual costs to budgeted distributions
based on the monthly activity reports are made. Costs charged to Federal
awards to reflect adjustments made as a result of the activity actually
performed may be recorded annually if the quarterly comparisons show
the differences between budgeted and actual costs are less than ten
percent; and
(iii) The budget estimates or other distribution percentages are revised at
least quarterly, if necessary, to reflect changed circumstances.
(7) Substitute systems for allocating salaries and wages to Federal awards may
be used in place of activity reports. These systems are subject to approval if
required by the cognizant agency. Such systems may include, but are not limited
to, random moment sampling, case counts, or other quantifiable measures of
employee effort.
(a) Substitute systems which use sampling methods (primarily for Temporary
Assistance to Needy Families (TANF), Medicaid, and other public assistance
programs) must meet acceptable statistical sampling standards including:
(i) The sampling universe must include all of the employees whose
salaries and wages are to be allocated based on sample results except as
provided in subsection (c);
(ii) The entire time period involved must be covered by the sample; and

(iii) The results must be statistically valid and applied to the period being
sampled.
(b) Allocating charges for the sampled employees' supervisors, clerical and
support staffs, based on the results of the sampled employees, will be
acceptable.
(c) Less than full compliance with the statistical sampling standards noted in
subsection (a) may be accepted by the cognizant agency if it concludes that
the amounts to be allocated to Federal awards will be minimal, or if it
concludes that the system proposed by the governmental unit will result in
lower costs to Federal awards than a system which complies with the
standards.
(8) Salaries and wages of employees used in meeting cost sharing or matching
requirements of Federal awards must be supported in the same manner as those
claimed as allowable costs under Federal awards. (OMB A-87, Attachment B,
Item 8)
4) Donations and contributions.
a. Contributions or donations rendered. Contributions or donations, including cash,
property, and services, made by the governmental unit, regardless of the
recipient, are unallowable.
b. Donated services received:
(1) Donated or volunteer services may be furnished to a governmental unit by
professional and technical personnel, consultants, and other skilled and unskilled
labor. The value of these services is not reimbursable either as a direct or indirect
cost. However, the value of donated services may be used to meet cost sharing
or matching requirements in accordance with the Federal Grants Management
Common Rule.
(2) The value of donated services utilized in the performance of a direct cost
activity shall, when material in amount, be considered in the determination of the
governmental unit's indirect costs or rate(s) and, accordingly, shall be allocated a
proportionate share of applicable indirect costs.
(3) To the extent feasible, donated services will be supported by the same
methods used by the governmental unit to support the allocability of regular
personnel services. (OMB A-87, Attachment B, Item 12)
5) Entertainment costs. Costs of entertainment, including amusement, diversion, and
social activities and any costs directly associated with such costs (such as tickets to
shows or sports events, meals, lodging, rentals, transportation, and gratuities) are
unallowable. (OMB A-87, Attachment B, Item 14)
6) Equipment and other capital expenditures.
a. For purposes of this subsection 15, the following definitions apply:
(1) "Capital Expenditures” means expenditures for the acquisition cost of capital
assets (equipment, buildings, land), or expenditures to make improvements to
capital assets that materially increase their value or useful life. Acquisition cost
means the cost of the asset including the cost to put it in place. Acquisition cost
for equipment, for example, means the net invoice price of the equipment,

including the cost of any modifications, attachments, accessories, or auxiliary
apparatus necessary to make it usable for the purpose for which it is acquired.
Ancillary charges, such as taxes, duty, protective in transit insurance, freight, and
installation may be included in, or excluded from the acquisition cost in
accordance with the governmental unit's regular accounting practices.
(2) "Equipment" means an article of nonexpendable, tangible personal property
having a useful life of more than one year and an acquisition cost which equals
or exceeds the lesser of the capitalization level established by the governmental
unit for financial statement purposes, or $5000.
(3) "Special purpose equipment" means equipment which is used only for
research, medical, scientific, or other technical activities. Examples of special
purpose equipment include microscopes, x-ray machines, surgical instruments,
and spectrometers.
(4) "General purpose equipment" means equipment, which is not limited to
research, medical, scientific or other technical activities. Examples include office
equipment and furnishings, modular offices, telephone networks, information
technology equipment and systems, air conditioning equipment, reproduction and
printing equipment, and motor vehicles.
b. The following rules of allowability shall apply to equipment and other capital
expenditures:
(1) Capital expenditures for general purpose equipment, buildings, and land are
unallowable as direct charges, except where approved in advance by the
awarding agency.
(2) Capital expenditures for special purpose equipment are allowable as direct
costs, provided that items with a unit cost of $5000 or more have the prior
approval of the awarding agency.
(3) Capital expenditures for improvements to land, buildings, or equipment which
materially increase their value or useful life are unallowable as a direct cost
except with the prior approval of the awarding agency.
(4) When approved as a direct charge pursuant to Attachment B, section 15.b
(1), (2), and (3) above, capital expenditures will be charged in the period in which
the expenditure is incurred, or as otherwise determined appropriate and
negotiated with the awarding agency. In addition, Federal awarding agencies are
authorized at their option to waive or delegate the prior approval requirement.
(5) Equipment and other capital expenditures are unallowable as indirect costs.
However, see section 11, Depreciation and use allowance, for rules on the
allowability of use allowances or depreciation on buildings, capital improvements,
and equipment. Also, see section 37, Rental costs, concerning the allowability of
rental costs for land, buildings, and equipment.
(6) The unamortized portion of any equipment written off as a result of a change
in capitalization levels may be recovered by continuing to claim the otherwise
allowable use allowances or depreciation on the equipment, or by amortizing the
amount to be written off over a period of years negotiated with the cognizant
agency.

(7) When replacing equipment purchased in whole or in part with Federal funds,
the governmental unit may use the equipment to be replaced as a trade-in or sell
the property and use the proceeds to offset the cost of the replacement property.
(OMB A-87, Attachment B, Item 15)
7) General government expenses.
a. The general costs of government are unallowable (except as provided in
Attachment B, section 43, Travel costs). These include:
(1) Salaries and expenses of the Office of the Governor of a State or the chief
executive of a political subdivision or the chief executive of federally recognized
Indian tribal government;
(2) Salaries and other expenses of a State legislature, tribal council, or similar
local governmental body, such as a county supervisor, city council, school board,
etc., whether incurred for purposes of legislation or executive direction;
(3) Costs of the judiciary branch of a government;
(4) Costs of prosecutorial activities unless treated as a direct cost to a specific
program if authorized by program statute or regulation (however, this does not
preclude the allowability of other legal activities of the Attorney General); and
(5) Costs of other general types of government services normally provided to the
general public, such as fire and police, unless provided for as a direct cost under
a program statute or regulation.
b. For Federally recognized Indian tribal governments and Councils Of
Governments (COGs), the portion of salaries and expenses directly attributable
to managing and operating Federal programs by the chief executive and his staff
is allowable. (OMB A-87, Attachment B, Item 19)
8) Materials and supplies costs.
a. Costs incurred for materials, supplies, and fabricated parts necessary to carry
out a Federal award 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 Federal
award may be charged as direct costs.
d. Where federally donated or furnished materials are used in performing the
Federal award, such materials will be used without charge. (OMB A-87, Attachment
B, Item 26)

9) 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 Attachment B, section 14,
Entertainment costs. (OMB A-87, Attachment B, Item 27)
10) Memberships, subscriptions, and professional activities.
a. Costs of the governmental unit’s memberships in business, technical, and
professional organizations are allowable.
b. Costs of the governmental unit’s subscriptions to business, professional, and
technical periodicals are allowable.
c. Costs of membership in civic and community, social organizations are allowable
as a direct cost with the approval of the Federal awarding agency.
d. Costs of membership in organizations substantially engaged in lobbying are
unallowable. (OMB A-87, Attachment B, Item 28)
11) 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 governmental unit. 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 governmental unit’s non-federally
sponsored activities. Notwithstanding the provisions of Attachment B, section 19,
General government expenses, travel costs of officials covered by that section
are allowable with the prior approval of an awarding agency when they are
specifically related to Federal awards.
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 governmental unit in its regular operations as
the result of the governmental unit’s written travel policy. In the absence of an
acceptable, written governmental unit 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 Federal
awards (48 CFR 31.205-46(a)).

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 governmental unit 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 a governmental unit's determinations that customary
standard airfare or other discount airfare is unavailable for specific trips if the
governmental unit can demonstrate either of the following: (a) that such airfare
was not available in the specific case; or (b) that it is the governmental unit’s
overall practice to make routine use of such airfare.
d. Air travel by other than commercial carrier. Costs of travel by governmental unitowned, -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 c., is unallowable.
e. Foreign travel. Direct charges for foreign travel costs are allowable only when the
travel has received prior approval of the awarding agency. Each separate foreign
trip must receive such approval. For purposes of this provision, “foreign travel”
includes any travel outside Canada, Mexico, the United States, and any United
States territories and possessions. However, the term “foreign travel” for a
governmental unit located in a foreign country means travel outside that country.
(OMB A-87, Attachment B, Item 43)
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