Appendix G-1. Allowability and Reasonability of Costs, 2 CFR Part 225, Cost Principles for

State, Local, and Indian Tribal Governments (OMB Circular A-87)

C. Basic Guidelines

1. Factors affecting allowability of costs. To be allowable under federal awards, costs must

meet the following general criteria:

a.

Be necessary and reasonable for proper and efficient performance and
administration of federal awards.

Be allocable to federal awards under the provisions of 2 CFR Part 225.

Be authorized or not prohibited under state or local laws or regulations.

Conform to any limitations or exclusions set forth in these principles, federal laws,
terms and conditions of the federal award, or other governing regulations as to
types or amounts of cost items.

Be consistent with policies, regulations, and procedures that apply uniformly to both
federal awards and other activities of the governmental unit.

Be accorded consistent treatment. A cost may not be assigned to a federal award as
a direct cost if any other cost incurred for the same purpose in like circumstances
has been allocated to the federal award as an indirect cost.

Except as otherwise provided for in 2 CFR Part 225, be determined in accordance
with generally accepted accounting principles.

Not be included as a cost or used to meet cost sharing or matching requirements of
any other federal award in either the current or a prior period, except as specifically
provided by federal law or regulation.

Be the net of all applicable credits.

Be adequately documented.

2. Reasonable costs. A cost is reasonable if, in its nature and amount, it does not exceed

that which would be incurred by a prudent person under the circumstances prevailing at

the time the decision was made to incur the cost. The question of reasonableness is
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particularly important when governmental units or components are predominately

federally-funded.

In determining reasonableness of a given cost, consideration shall be given to:

a.

Whether the cost is of a type generally recognized as ordinary and necessary for the
operation of the governmental unit or the performance of the federal award.

The restraints or requirements imposed by such factors as: sound business practices;
arm’s-length bargaining; federal, state and other laws and regulations; and, terms
and conditions of the federal award.

Market prices for comparable goods or services.

Whether the individuals concerned acted with prudence in the circumstances
considering their responsibilities to the governmental unit, its employees, the public
at large, and the Federal Government.

Significant deviations from the established practices of the governmental unit which

may unjustifiably increase the federal award’s cost.

The Office of Management and Budget (OMB) relocated Circular A—87, ““Cost

Principles for State, Local, and Indian Tribal Governments,” to Title 2 in the Code of Federal

Regulations (2 CFR), Subtitle A, Chapter Il, part 225 as part of an initiative to provide the

public with a central location for Federal government policies on grants and other financial

assistance and nonprocurement agreements.

http://www.whitehouse.gov/omb/assets/omb/fedreg/2005/083105 a87.pdf
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http://www.whitehouse.gov/omb/assets/omb/fedreg/2005/083105_a87.pdf

