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OMB Circular A-21
“Cost Principles for Educational 

Institutions”
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OMB Circular A-21, “Cost Principles for 
Educational Institutions”

 Contents of Circular:
 Sets forth allowability principles for the reimbursement 

of costs associated with Federally sponsored 
agreements (Direct and F&A)

 Describes what costs can be included in the F&A rate 
and methods for its calculation 

 Prescribes methods to distribute F&A costs to various 
functions of the University (e.g., instruction, research, 
other activities)

 Determination and application of F&A rates
 Simplified method for small institutions
 General provisions for selected items of cost 
 Certification of charges by “authorized official”

3

Direct Costs

 Costs that can be identified specifically with a 
particular sponsored project, an instructional 
activity, or any other institutional activity; or that 
can be directly assigned to such activities 
relatively easily with a high degree of accuracy

 Examples of Direct Costs:

 Salary of Researcher  (including benefit costs)

 Laboratory Supplies purchased for project

 Technician
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Facilities and Administrative (F&A) Costs 
(formerly known as Indirect Costs)

 Costs that are incurred for common or joint 
objectives, and, therefore, cannot be identified 
readily and specifically with a particular 
sponsored project, an instructional activity, or 
any other institutional activity

 Examples of F&A Costs:

 Salary of Department Administrator

 Building utility and maintenance costs

 President, Provost, and CFOs offices 

5

Composition of Total Costs

A-21, section C.1.
 The cost of a sponsored agreement is 

comprised of the allocable direct costs incident 
to its performance, plus the allocable portion of 
the allowable F&A costs of the institution….

 Therefore, Federal sponsors reimburse the 
institution for the allowable costs of a project, 
including direct costs and F&A costs….

6

What Does “Allowable” Mean?

 An allowable cost must be:
 REASONABLE:  A prudent business person would 

have purchased this item and paid this price.
 ALLOCABLE:  It can be assigned to the activity on 

some reasonable basis.
 CONSISTENTLY TREATED:  Like costs must be treated 

the same in like circumstances, as either direct or F&A 
costs.

 If a cost cannot meet the above criteria, it is unallowable, no 
matter what it is for.
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Assessing Whether a Cost is Allowable 
or Unallowable
 A cost may be “expressly” unallowable, i.e., it is always 

unallowable as either a direct or indirect.
 Unallowable activities: fund raising, alumni relations, 

lobbying, etc
 Unallowable transactions: alcohol, entertainment, 

fines, etc.

 A cost may be allowable but only as an indirect (F&A) cost, 
not a direct charge, e.g., proposal preparation

 A cost that is allowable as a direct charge should not be 
included in the F&A rate, e.g., salary of technician
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Caution on Allowability

 An “allowable” cost is one that is eligible for reimbursement by 
the federal government.

 Contrast with:
 PERMISSIBLE BY INSTITUTION:  A cost is permitted by 

institution, as outlined in its various administrative policies 
or procedures.

 ALLOWABLE BY AGENCY:  A cost is permitted by the 
policies of the sponsoring agency or the terms or an award.

 An "unallowable" cost is one that is not eligible for reimbursement 
by the federal government.

9

Reasonable Costs

 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. 

 Necessary for … the performance of the 
sponsored agreement; 
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Allocable Costs

 A cost is allocable to a sponsored 
agreement if:
 it is incurred solely to advance the work under 

the sponsored agreement; 

 If the cost is charged in accordance with 
relative benefits received or other equitable 
relationship. 

11

Examples:  Allocability of Costs

 Travel by PI to conference (not related to specific project)

 Not allocable as direct charge to sponsored award; 
may be allocable as F&A cost

 Salary of research technician

 Allocable as direct cost, not as F&A cost
 Salary of administrative assistant

 Allocable as F&A, not allocable as direct charge to a 
sponsored project 

 Proposal preparation costs

 Not allocable as direct charge to sponsored award, 
allocable as F&A cost

12

Allocation and Documentation

 C.4.d.(1) Cost principles. The recipient 
institution is responsible for ensuring that costs 
charged to a sponsored agreement are 
allowable, allocable, and reasonable under these 
cost principles.

 C.4.d.(2) Internal controls. The institution's 
financial management system shall ensure that 
no one person has complete control over all 
aspects of a financial transaction.
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Allocation and Documentation

 C.4.d.(4) Documentation
 …If the institution authorizes the principal investigator or 

other individual to have primary responsibility, given the 
requirements of subsection d. (2), for the management of 
sponsored agreement funds, then the institution's 
documentation requirements for the actions of those 
individuals (e.g., signature or initials of the principal 
investigator or designee or use of a password) will normally 
be considered sufficient. 

14

Examples:  Allowable Versus Unallowable 
Costs

 Meal expense on campus, no documentation of business 
purpose
 Unallowable expense, insufficient documentation

 Travel expense of Dean and Spouse
 Dean’s expenses allowable, (non-employee) spouse 

unallowable 
 Alcohol served at a business function

 Alcohol is unallowable
 Bartender is also unallowable (“directly associated cost”)

 Membership in airline courtesy club
 Personal expense, unallowable expense

15

“Contemplating any business act, an 
employee should ask himself whether he 
would be willing to see it immediately 
described by an informed and critical 
reporter on the front page of his local 
paper, there to be read by his spouse, 
children, and friends.”

--- Warren E.Buffet 

The Front Page of the Newspaper Test
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Other Allowability and Allocability Considerations: 
Cost Accounting Standards

Each Institution Shall Follow Four CAS Standards: 
CAS 501: consistently follow its established cost 
accounting practices when estimating (proposal costs), 
accumulating (incurred costs) and reporting costs;
 Practices used in estimating (proposal budgeting) 

and accounting/billing/reporting must be the same
CAS 502: consistently allocate costs incurred for the same 
purpose, in like circumstances, as either direct or F&A 
costs as they relate to the final cost objective;
 Cannot charge the same cost both indirectly and 

directly when it is incurred for the same purpose and 
circumstance

17

Other Allowability and Allocability Considerations: Cost 
Accounting Standards

CAS 505: identify and exclude unallowable costs from 
proposals and claims (i.e. F&A rate proposal)

 Not a problem for most institutions
CAS 506: consistently use the same cost accounting period for 
purposes of estimating, accumulating and reporting costs.

 Not a problem for most institutions

Regulations for contracts published in Federal Register on  
November 8, 1994; incorporated into the FAR on April 29, 
1996,  A-21 in 1996.

18

Other Allowability and Allocability Considerations: Costs that 
should “normally” be treated as F&A Costs

OMB Guidance on A-21 Revision to section 
F.6.b. (July  1993)

“In developing the departmental administration 
cost pool, special care should be exercised to 
ensure that costs incurred for the same 
purpose in like circumstances are treated 
consistently as either direct or F&A  costs....”
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A-21 Revision - July  1993

 “The salaries of administrative and clerical staff should 
normally be treated as F&A costs.  Direct charging of 
these costs may be appropriate where a major project or 
activity explicitly budgets for administrative or clerical 
services and individuals involved can be specifically 
identified with the project or activity.  

 Items such as office supplies, postage, local telephone 
costs, and memberships shall normally be treated as 
F&A costs."  

[Ref:  A-21:F6(b)]

20

Implications of F.6.b. Guidance

 OMB:  “Direct charging….may be appropriate 
where a major project or activity explicitly 
budgets for administrative or clerical services”

 Do we explicitly budget for these costs in the 
research proposal?

 Does the the proposal include a written 
justification (i.e. why the normally indirect 
costs are necessary for project performance)

 Is this a “major project” as defined in Exhibit 
C of A-21?

21

Examples of Major Projects

Those which require or involve:

1. Extensive data accumulation, analysis, entry...
2. Large amount of travel/meeting arrangements
3. Preparation of manuals, large reports, books...
4. Large, complex programs 
5. Geographically inaccessible project locations
6. Conditions including human or animal protocols, 

multiple-investigator coordination



4/9/14

ORA Cert Class 05: OMB Circular A21 8

22

OMB Circular A-21

23

A-21 Section J
General Provisions for Selected Items of Costs

 Cost principles apply whether an item is 
treated as direct or F&A costs

 In a case of discrepancy between 
provisions of a sponsored agreement and 
section J, the agreement should govern.

25

A-21 Section J

 J.1 Advertising -
 Allowable for:
 Recruiting of personnel for the project
 Procurement of goods & services
 Disposal of scrap materials

 Unallowable for:
 Advertising and public relations to promote the 

institution
 Cost of promotional items and memorabilia
 Cost of meetings related to other activities of the 

institution
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A-21 Section J

 J.9 Communication Costs
 Local telephone normally F&A

 Long Distance cost may be direct

 Postage normally F&A

29

A-21 Section J.10

 Compensation for employees:
 Salaries, wages & fringe benefits

 Estimates with a “degree of tolerance” is 
appropriate

 Tuition for family members unallowable on 
federal awards after 7/1/99

30

Effort Reports
A-21 J.10c.2
 Reports will reasonably reflect the 

activities for which employees are 
compensated

 Reports will be signed by the employee, 
principal investigator or responsible 
official(s) using suitable means of 
verification that the work was performed.
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Effort Reporting

 Effort reporting system should be part of 
institution’s official records

 System will provide for independent internal 
evaluations to ensure compliance

 Government rationale:
 Labor charges are majority of direct costs of research 

and other (non-university) recipients of federal funds 
have much more stringent requirements

32

Effort Reporting – Areas of Risk

 Multiple sources of pay (e.g., affiliated entities, 
hospitals, faculty practice plan)

 NIH salary cap

 Summer salaries

 Cost transfers not incorporated into certification 
(i.e., salary dollars are transferred to/from a 
project after the certification process and there 
is no “recertification”)

33

A-21 Section J

 J.10.d Salary rates for faculty members
 Salary rates must be based on regular 

compensation.

 In no event will charges to sponsored 
agreements exceed the proportionate share of 
the base salary for that period.
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A-21 Section J

 J.10.d (continued)
 “Since intra university consulting is assumed 

to be undertaken as a university obligation 
requiring no compensation in addition to full 
time base salary, the principle also applies to 
faculty members who function as consultants 
or otherwise contribute to a sponsored 
agreement conducted by another faculty 
member of the same institution….”

35

A-21 Section J

 J.10.d.(2) Periods outside the academic 
year
 Work performed during summer months will 

be paid a rate not in excess of the base salary 
divided by the period to which the base salary 
relates.

37

A-21 Section J

 J.18 Equipment
 Equipment means an article of 

nonexpendable, tangible personal property 
having a useful life of more than one year and 
an acquisition cost of $5,000 (or the 
capitalization level of the institution)
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A-21 Section J

 J.18.a (3)
 “Special purpose equipment” means 

equipment which is used for only research, 
medical, scientific or technical activities. 
 Allowable as a direct cost with prior approval of the 

awarding agency J.18.b.(2)

39

A-21 Section J

 J.18.a (4)
 “General purpose equipment” means equipment, 

which is NOT limited to research, medical, scientific or 
other technical activities.  Examples include office 
equipment and furnishings, telephone networks 
information technology equipment and systems, 
reproduction equipment…

 Unallowable as direct charges J.18.b.(1)

40

A-21 Section J.29

 Losses on other sponsored agreements 
or contracts are unallowable
 Cannot transfer deficits from one award to 

another

 Cost overruns cannot be included in F&A 
costs

40
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A-21 Section J

 J.33 Memberships, subscriptions
 Costs of the institution’s membership in 

business, technical, and professional 
organizations are allowable.

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

42

A-21 Section J

 J.42 Recruiting costs
 Allowable recruiting costs include:

 "help wanted" advertising,
 travel costs of applicants for interviews
 relocation costs incurred incident to recruitment of

new employees

 Unallowable recruiting costs include:
 advertising that includes color
 advertising that is excessive in size
 relocation costs if the employee resigns for reasons 

within his control within 12 months

43

A-21 Section J

 J.45 Scholarships and student aid costs
 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. 

 Tuition remission and other forms of compensation 
paid as, or in lieu of, wages to students performing 
necessary work are allowable 
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A-21 Section J

 J.53 Travel costs
 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. 

46

A-21 Section J

 J.53 Travel costs (continued)
 Airfare costs in excess of the customary standard 

commercial airfare (coach or equivalent),…or the 
lowest commercial discount airfare are unallowable 
except when such accommodations would:…

 (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.

47

OMB Circular A-21
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Negotiation of F&A Rates

 Cognizant Agency: Either Dept of 
Health and Human Services (DHHS) or 
Office of Naval Research (ONR) 
(Section G-11 of A-21)

 A “cognizant agency" means the 
Federal agency        responsible for 
negotiating and approving F&A rates 
for an educational institution on behalf 
of all Federal agencies

49

F&A Cost Calculation

Modified
Total
Costs

Total Costs

Exclusions

Adjustments

Financial Statement

Capital Expenditures

System/State Allocation
Building/Equip. Use

50

FACILITIES AND ADMINISTRATION (F&A) COST CALCULATION

MODIFIED TOTAL
COSTSDepreciation of

Building & Equip

Operations &
Maintenance

General &
Administrative

Departmental
Administration

Sponsored Project
Administration

Student Services
Administration

Instruction

Organized
Research

Other Sponsored
Activities

Other Institutional
Activities

DIRECT COST POOLS  
These become the 
denominator (base) in the 
rate calculations

F&A COST POOLS  After 
cross-allocations – these become 
the numerator in the rate 
calculations

Library
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Direct Cost Pools

Major Functions of an Institution 
(Direct Cost Activity) 
 Instruction
 Organized research
 Other sponsored activities
 Other institutional activities

52

The Facility Pools
The “F” in the F & A

 Depreciation and Use Allowance 
 Buildings (Use charge or depreciation)
 Equipment (Use charge or depreciation)

 Interest on Capital Debt
 Operations and Maintenance expense
 Library expense 

53

The Administrative Pools
The “A” in the F & A

 General University Administration

 Departmental Administration

 Sponsored Projects Administration

 Student Administration and Services
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Calculation of Research F&A Rate

F&A Costs (overhead)  =   F&A Rate
Organized Research Base

(incl. University Research)

University-funded competitive awards

Overdrafts

Committed
Cost Sharing

All direct (MTDC) expenses related 
to organized research

Sponsored 
project costs

Sample Fiscal Year 20XX               
Rate Schedule - Research

F&A MTDC % 

General Admin 7,339 111,582 6.58

Department Administration 21,000 111,582 18.82

Sponsored Programs Admin 2,706 108,038 2.51

27.91

Building Use Allow 2,400 90,929 2.63

Equipment Use 2,609 90,929 2.86

Building Interest 1,442 90,929 1.59

Operating & Maintenance        19,500 90,929 21.45

Library 1,679 90,929 1.85

Facilities 30.38

Total on Campus Rate   (as calculated) 58.29

Total Off Campus Rate   (as calculated) 27.91

56.38

26.00

26.00

56

Observation on the F&A Process

“There will always be room to argue about the allocation of 
costs between research and instruction.  That ambiguity is 
built into the fabric of the university and cannot be removed 
so long as research and teaching are done in the same 
place by the same people, a condition that describes every 
research university.”

Dr. Robert Rosenswieg
COGR Paper: “The Politics of Indirect Cost” (1998)
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F&A Rate Versus F&ARecovery

 F&A is often waived or reduced for 
cost sharing

 F&A rate calculation based on 
recoverable costs, i.e., all awards 
receive a full allocation of F&A, not 
recovery

 In reality, institutions subsidize a 
significant portion of F&A costs

58

F&A Rate Versus F&A Recovery

 F&A Rate is the result of an imperfect costing 
exercise and a negotiation process; rates may 
not reflect true cost, government strives to 
minimize risk 

 A-21 limits the recovery of certain costs (i.e., 
administrative costs), prohibits the recovery of 
others

 Many Sponsored Projects do not pay the Full 
(Negotiated) F&A Rate, e.g., USDA grants, NIH 
training grants, NSF REU awards, Foundation 
awards

59

How to Contact Us

Toni Lawson
Director, ORA
tlawson@umd.edu

Helena Moynahan 
Assistant Director, OCGA
hmoynaha@umd.edu




