Federal Circulars and Regulations
OMB Circular A-21 – Cost principles 

OMB Circular A-110 – Administrative requirements 

OMB Circular A-133 – Single audit requirements 

http://www.whitehouse.gov/omb/grants/index.html 

The purpose of the Circulars is to give instructions that federal agencies must implement and educational institutions must follow. 

The Circulars establish the maximum requirements that Agencies may impose, and the minimum standards that educational institutions must meet in applying for and managing their sponsored projects. 
Office of Management and Budget Circular A-21 is the primary source of costing regulations applicable to federal direct and indirect costs. 
· Establishes the principles for determining costs applicable to grants, contract and other agreements with educational institutions. 

· Defines terms that pertain to sponsored projects.

· Defines methods for calculating Facilities and Administrative Rates.

· Defines the allowability of costs.

· Establishes cost accounting standards. 

In general, A-21 requires that for a cost to be allowable it must be reasonable and allocable: 

· A cost is considered reasonable if both the nature of the goods or services acquired or applied, and the amount of the cost reflect the action that a prudent person would have taken under the circumstances prevailing at the time of the decision to incur the cost.  Do the nature and the cost of the goods and services purchased reflect the decision a prudent person would have made under similar circumstances?

· A cost is allocable to a particular cost objective (i.e. a specific function, project, sponsored agreement, department, etc.) if the goods or services involved are chargeable or assignable to such cost objective in accordance with relative benefits received or other equitable relationship; that is, the charge is for an actual cost, in accordance with the benefits received.  Does the cost directly benefit the project?  Is the cost-benefit ratio reasonable? Is the cost necessary?  

The costs also must conform to any limitations or exclusions set forth in laws, regulations, or in the particular sponsored agreement, as to types or amounts of cost items; in other words, the costs must not be prohibited. The regulations also require that similar costs be treated consistently as either direct costs or indirect costs, in like circumstances.

The Cost Accounting Standards
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In 1995, A-21 was revised to incorporate four of the federal Cost Accounting Standards (CAS). The Cost Accounting Standards were born out of the Government’s frustration in dealing with defense contractors’ differing accounting practices and high-dollar claims for price increases.
CAS 501 Consistency in estimating, accumulating, and reporting costs for educational institutions 

The primary purpose of this standard is to make the cost accounting practices used by the university in estimating costs for its proposals consistent with those practices used in accumulating and reporting post-award costs. The standard is also intended to provide a basis for comparing such costs. 

This standard also addresses indirect costs by requiring that the number and composition of the indirect cost pools should be consistent at the proposal and performance stages. Also, this standard requires that the method of allocating indirect costs must also be consistent between the proposal and contract performance stages. 

CAS 502 Consistency in allocating costs incurred for the same purpose by educational institutions 

This standard requires that all costs incurred for the same purpose in like circumstances must be treated as either direct costs only or indirect costs only with respect to the final cost objective. This means that the university must establish and disclose its own cost accounting practices for distinguishing between direct and indirect costs in accordance with the standard. 

CAS 505 Accounting for unallowable costs of educational institutions 

This standard requires that unallowable costs be identified and excluded from all proposals, billings, and claims, and defines penalties for failure to comply. 

CAS 506 Cost accounting period for educational institutions 

This standard provides criteria for selecting the time periods to be used as cost accounting periods for contract cost estimating, accumulating, and reporting. 
For additional information please contact the Office of Grant and Contract Services at (928) 523-8319 or via e-mail to ogcs@nau.edu. 
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