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ALLOWABLE COST DETERMINATION: Reasonable, Allocable, Consistent  
 
PURPOSE 
 
Uniform Administrative Requirements, Cost Principles and Audit Requirements for Federal Awards require 
that the recipient institution be responsible for ensuring that costs charged to a sponsored research 
agreement are allowable, allocable, and reasonable. Each financial transaction charged against a 
sponsored research award is evaluated against these three criteria. 
 
A primary responsibility of the Principal Investigator and the USD Office of Grants & Contracts Accounting is 
to ensure that all costs charged to the sponsored research award are allowable and allocable. A 
determination of allowability and allocability for a given cost is based on the specific guidelines of the 
sponsoring agency and federal cost principles: 
 
EXPLANATIONS Title 2 → Subtitle A → Chapter II → Part 200 
 
§200.100 (a)(2)(c) Cost Principles. Subpart E 
Cost Principles of this part establishes principles for determining the allowable costs incurred by non-
Federal entities under Federal awards. The principles are for the purpose of cost determination and are not 
intended to identify the circumstances or dictate the extent of Federal Government participation in the 
financing of a particular program or project. The principles are designed to provide that Federal awards bear 
their fair share of cost recognized under these principles except where restricted or prohibited by statute 
 
ALLOWABLE COST DETERMINATION 
 
Factors affecting allowability of costs. 
Except where otherwise authorized by statute, costs must meet the following general criteria in order to be 
allowable under Federal awards: 
 
(a) Be necessary and reasonable for the performance of the Federal award and be allocable thereto under 

these principles. 

(b) Conform to any limitations or exclusions set forth in these principles or in the Federal award as to types 
or amount of cost items. 

(c) Be consistent with policies and procedures that apply uniformly to both federally-financed and other 
activities of USD. 

(d) 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. 

(e) Be determined in accordance with generally accepted accounting principles (GAAP), except, for state 
and local governments and Indian tribes only, as otherwise provided for in this part. 

(f) 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.  

(g) Be adequately documented.   

http://www.ecfr.gov/cgi-bin/text-idx?gp=&SID=b6c334241ecee3973632254673bc130d&mc=true&tpl=/ecfrbrowse/Title02/2tab_02.tpl
http://www.ecfr.gov/cgi-bin/text-idx?gp=&SID=b6c334241ecee3973632254673bc130d&mc=true&tpl=/ecfrbrowse/Title02/2subtitleA.tpl
http://www.ecfr.gov/cgi-bin/text-idx?gp=&SID=b6c334241ecee3973632254673bc130d&mc=true&tpl=/ecfrbrowse/Title02/2chapterII.tpl
http://www.ecfr.gov/cgi-bin/text-idx?SID=ed90f54836feb6a994f657188eb05e33&node=2:1.1.2.2.1&rgn=div5#se2.1.200_1453
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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.  
 
In determining reasonableness of a given cost, consideration must be given to: 
 
(a) Whether the cost is of a type generally recognized as ordinary and necessary for the operation of USD 

or the proper and efficient performance of the Federal award. 

(b) The restraints or requirements imposed by such factors as: sound business practices; arm's-length 
bargaining; Federal, state, local, tribal, and other laws and regulations; and terms and conditions of the 
Federal award. 

(c) Market prices for comparable goods or services for the geographic area. 

(d) Whether the individuals concerned acted with prudence in the circumstances considering their 
responsibilities USD, its employees, where applicable its students or membership, the public at large, 
and the Federal Government. 

(e) Whether USD significantly deviates from its established practices and policies regarding the incurrence 
of costs, which may unjustifiably increase the Federal award's cost. 

 
Allocable costs. 
(a) A cost is allocable to a particular Federal award or other cost objective if the goods or services involved 

are chargeable or assignable to that Federal award or cost objective in accordance with relative benefits 
received. This standard is met if the cost: 

(1) Is incurred specifically for the Federal award; 

(2) Benefits both the Federal award and other work of USD and can be distributed in proportions that 
may be approximated using reasonable methods; and 

(3) Is necessary to the overall operation of USD and is assignable in part to the Federal award in 
accordance with the principles in this subpart. 

 (b) Any cost allocable to a particular Federal award under the principles provided for in this part may not be 
charged to other Federal awards to overcome fund deficiencies, to avoid restrictions imposed by 
Federal statutes, regulations, or terms and conditions of the Federal awards, or for other reasons. 
However, this prohibition would not preclude the non-Federal entity from shifting costs that are allowable 
under two or more Federal awards in accordance with existing Federal statutes, regulations, or the 
terms and conditions of the Federal awards. 

(c) Direct cost allocation principles. If a cost benefits two or more projects or activities in proportions that can 
be determined without undue effort or cost, the cost must be allocated to the projects based on the 
proportional benefit. If a cost benefits two or more projects or activities in proportions that cannot be 
determined because of the interrelationship of the work involved, then, notwithstanding paragraph (c) of 
this section, the costs may be allocated or transferred to benefitted projects on any reasonable 
documented basis. Where the purchase of equipment or other capital asset is specifically authorized 
under a Federal award, the costs are assignable to the Federal award regardless of the use that may be 
made of the equipment or other capital asset involved when no longer needed for the purpose for which 
it was originally required.  

(d) If the contract is subject to the Cost Accounting Standards (CAS), costs must be allocated to the contract 
pursuant to CAS. To the extent that CAS is applicable, the allocation of costs in accordance with CAS 
takes precedence over the allocation provisions in this part. 
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Consistency 
Recipients must be consistent in assigning costs to cost objectives. All costs must be treated consistently 
for all work of USD under like circumstances, regardless of the source of funding. 
 
DEFINITIONS 
 
Allocation. 
Allocation means the process of assigning a cost, or a group of costs, to one or more cost objective(s), in 
reasonable proportion to the benefit provided or other equitable relationship. The process may entail 
assigning a cost(s) directly to a final cost objective or through one or more intermediate cost objectives. 
 
Cost sharing or matching. 
Cost sharing or matching means the portion of project costs not paid by Federal funds (unless otherwise 
authorized by Federal statute). 
 
Disallowed costs. 
Disallowed costs means those charges to a Federal award that the Federal awarding agency or pass-
through entity determines to be unallowable, in accordance with the applicable Federal statutes, regulations, 
or the terms and conditions of the Federal award. 
 
Equipment. 
Equipment means tangible personal property (including information technology systems) having a useful life 
of more than one year and a per-unit acquisition cost which equals or exceeds the lesser of the 
capitalization level established by the non-Federal entity for financial statement purposes, or $5,000.  
 
Participant support costs. 
Participant support costs means direct costs for items such as stipends or subsistence allowances, travel 
allowances, and registration fees paid to or on behalf of participants or trainees (but not employees) in 
connection with conferences, or training projects. 
 
Project cost. 
Project cost means total allowable costs incurred under a Federal award and all required cost sharing and 
voluntary committed cost sharing, including third-party contributions. 
 
Questioned cost. 
Questioned cost means a cost that is questioned by the auditor because of an audit finding: 
(a) Which resulted from a violation or possible violation of a statute, regulation, or the terms and conditions 

of a Federal award, including for funds used to match Federal funds; 
(b) Where the costs, at the time of the audit, are not supported by adequate documentation; or 
(c) Where the costs incurred appear unreasonable and do not reflect the actions a prudent person would 

take in the circumstances. 
 
Supplies. 
Supplies means all tangible personal property other than those described in Equipment. A computing device 
is a supply if the acquisition cost is less than the lesser of the capitalization level established by USD for 
financial statement purposes or $5,000, regardless of the length of its useful life.  
 
Voluntary committed cost sharing. 
Voluntary committed cost sharing means cost sharing specifically pledged on a voluntary basis in the 
proposal's budget or the Federal award on the part of the non-Federal entity and that becomes a binding 
requirement of Federal award. 
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