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ALLOWABLE COSTS

Policy:
To be allowable under an award, costs must meet the following general criteria: 

· Be reasonable for the performance of the award and be allocable thereto under these principles; 

· Conform to any limitations or exclusions set forth in these principles or in the award as to types or amount of cost items; 

· Be consistent with policies and procedures that apply uniformly to both federally-financed and other activities of the organization; 

· Be accorded consistent treatment; 

· Be determined in accordance with generally accepted accounting principles (GAAP), including expensing the item in the period it was incurred; 

· Not be included as a cost or used to meet cost sharing or matching requirements of any other federally-financed program in either the current or a prior period; 

· Be adequately documented.

The Federal cost principles address four tests -- reasonableness (including necessity), allocability, consistency, and conformance with limitations or exclusions as specified in the terms and conditions of the award, including those in the cost principles themselves – that NIH follows in determining the allowability of costs.  These tests apply regardless of whether the particular category of costs is one specified in the cost principles or one governed by other terms and conditions of an award.  These tests also apply regardless of treatment as a direct cost or an F&A cost.  The fact that a cost requested in a budget is awarded, as requested, does not ensure a determination of allowability.  The organization is responsible for presenting costs consistently and must not include costs associated with its F&A rate as direct costs.

The cost principle tests are important to the judgements NIH and other Federal staff will make before, during, and after performance concerning the costs that NIH will fund, and indicate the variety of factors that will be taken into account in determining the allowability of costs.

Reasonableness

A cost may be considered reasonable if the nature of the goods or services acquired or applied and the associated dollar amounts reflect the action that a prudent person would have taken under the circumstances prevailing at the time the decision to incur the cost was made.  The cost principles elaborate on this concept and address considerations such as whether the cost is of a type generally necessary for the organization’s operations or grant’s performance; whether the recipient complied with its established organizational policies in incurring the cost; and whether the individuals responsible for the expenditure acted with due prudence in carrying out their responsibilities to the Federal Government and the public at large as well as to the organization.

Allocability

A cost is allocable to a specific grant, function, department, etc., known as a cost objective, if the goods or services involved are chargeable or assignable to that cost objective in accordance with the relative benefits received or other equitable relationship.  A cost is allocable to a grant if it is incurred solely in order to advance work under the grant; it benefits both the grant and other work of the institution, including other grant-supported projects; or it is necessary to the overall operation of the organization and is deemed to be assignable, at least in part, to the grant.

Consistency

Grantees must be consistent in assigning costs to cost objectives.  Therefore, under NIH grants, although costs may be charged as either direct costs or F&A costs, depending on their identifiable benefit to a particular project or program, they must be treated consistently for all work of the organization under similar circumstances, regardless of the source of funding, so as to avoid duplicate charges.

Conformance

The fourth aspect of allowability – conformance with the limitations and exclusions as contained in the terms and conditions of award – varies by the type of activity, the type of recipient, and other variables of individual awards.

Guiding Regulations:
OMB CIRCULAR A-122, Attachment B

Web Reference: http://www.whitehouse.gov/omb/circulars/a122/a122.html
And

45 CFR Part 74

Common Unallowable Expenses:

· Alcohol

· Bad Debts

· Entertainment and Limousines (unless the most economical mode of transport)

· Flowers, Gifts to Employees, Coffee, and Water Service

· Fund-raising, Donations and Contributions

· Lobbying

· Parking Tickets, Fines & Penalties

BMC Grants Administration Treatment of Unallowable Costs:

Grants Staff reviews every A/P check/e-request and purchase order request greater than $2,500 are reviewed to identify questionable charges.  Grants Staff consults the HHS-wide cost principles and the conditions and terms of the particular award to determine allowability or unallowability of various items or types of cost.  The cost principles establish the standards for the allowability of costs, provide detailed guidance on the cost accounting treatment of cost as direct or F&A costs, and set forth allowability principles for selected items of cost.

Grants Staff forwards any disputed charges or questionable costs to the appropriate Supervisor and/or Associate Director, who contacts the Administrator of the grant to obtain justification for the charges, in question.  If the charges are deemed unallowable, the Grants Staff works with the Administrator to find alternative sources of funding.
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