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CIRCULAR A-21
Revised 05/10/04

TO THE HEADS OF EXECUTIVE DEPARTMENTS AND ESTABLISHMENTS
SUBJECT: Cost Principles for Educational Institutions

1. Purpose. This Circular establishes principles for determining costs applicable to grants,
contracts, and other agreements with educational institutions. The principles deal with the
subject of cost determination, and make no attempt to identify the circumstances or dictate
the extent of agency and institutional participation in the financing of a particular project.
The principles are designed to provide that the Federal Government bear its fair share of
total costs, determined in accordance with generally accepted accounting principles,
except where restricted or prohibited by law. Agencies are not expected to place
additional restrictions on individual items of cost. Provision for profit or other increment
above cost is outside the scope of this Circular.

2. Supersession. The Circular supersedes Federal Management Circular 73 8, dated
December 19, 1973. FMC 73 8 is revised and reissued under its original designation of
OMB Circular No. A 21.

3. Applicability.

a. All Federal agencies that sponsor research and development, training, and other
work at educational institutions shall apply the provisions of this Circular in
determining the costs incurred for such work. The principles shall also be used as
a guide in the pricing of fixed price or lump sum agreements.

b. In addition, Federally Funded Research and Development Centers associated with
educational institutions shall be required to comply with the Cost Accounting
Standards, rules and regulations issued by the Cost Accounting Standards Board,
and set forth in 48 CFR part 99; provided that they are subject thereto under
defense related contracts.

4. Responsibilities. The successful application of cost accounting principles requires
development of mutual understanding between representatives of educational institutions
and of the Federal Government as to their scope, implementation, and interpretation.

5. Attachment. The principles and related policy guides are set forth in the Attachment,
"Principles for determining costs applicable to grants, contracts, and other agreements
with educational institutions."”

6. Effective date. The provisions of this Circular shall be effective October 1, 1979, except

for subsequent amendments incorporated herein for which the effective dates were
specified in these revisions (47 FR 33658, 51 FR 20908, 51 FR 43487, 56 FR 50224, 58



FR 39996, 61 FR 20880, 63 FR 29786, 63 FR 57332, 65 FR 48566 and 69 FR 25970).
Institutions as of the start of their first fiscal year beginning after that date shall implement
the provisions. Earlier implementation, or a delay in implementation of individual
provisions, is permitted by mutual agreement between an institution and the cognizant
Federal agency.

7. Inquiries. Further information concerning this Circular may be obtained by contacting
the Office of Federal Financial Management, Office of Management and Budget,
Washington, DC 20503, telephone (202) 395 3993.

10. Compensation for personal services.

a. General. Compensation for personal services covers all amounts paid currently or
accrued by the institution for services of employees rendered during the period of
performance under sponsored agreements. Such amounts include salaries,
wages, and fringe benefits (see subsection f). These costs are allowable to the
extent that the total compensation to individual employees conforms to the
established policies of the institution, consistently applied, and provided that the
charges for work performed directly on sponsored agreements and for other work
allocable as F&A costs are determined and supported as provided below. Charges
to sponsored agreements may include reasonable amounts for activities
contributing and intimately related to work under the agreements, such as
delivering special lectures about specific aspects of the ongoing activity, writing
reports and articles, participating in appropriate seminars, consulting with
colleagues and graduate students, and attending meetings and conferences.
Incidental work (that in excess of normal for the individual), for which supplemental
compensation is paid by an institution under institutional policy, need not be
included in the payroll distribution systems described below, provided such work
and compensation are separately identified and documented in the financial
management system of the institution.

b. Payroll distribution.
(1) General Principles.

(a) The distribution of salaries and wages, whether treated as direct or F&A
costs, will be based on payrolls documented in accordance with the
generally accepted practices of colleges and universities. Institutions may
include in a residual category all activities that are not directly charged to
sponsored agreements, and that need not be distributed to more than one
activity for purposes of identifying F&A costs and the functions to which
they are allocable. The components of the residual category are not
required to be separately documented.

(b) The apportionment of employees' salaries and wages which are
chargeable to more than one sponsored agreement or other cost objective
will be accomplished by methods which will-

(1) be in accordance with Sections A.2 and C;



(2) produce an equitable distribution of charges for employee's
activities; and

(3) distinguish the employees' direct activities from their F&A
activities. '

(¢) In the use of any methods for apportioning salaries, it is recognized that,
in an academic setting, teaching, research, service, and administration are
often inextricably intermingled. A precise assessment of factors that
contribute to costs is not always feasible, nor is it expected. Reliance,
therefore, is placed on estimates in which a degree of tolerance is
appropriate.

(d) There is no single best method for documenting the distribution of
charges for personal services. Methods for apportioning salaries and
wages, however, must meet the criteria specified in subsection b.(2).
Examples of acceptable methods are contained in subsection ¢. Other
methods that meet the criteria specified in subsection b.(2) also shall be
deemed acceptable, if a mutually satisfactory alternative agreement is
reached.

(2) Criteria for Acceptable Methods.
(a) The payroll distribution system will
(i) be incorporated into the official records of the institution;

(ii) reasonably reflect the activity for which the employee is
compensated by the institution; and

(iii) encompass both sponsored and all other activities on an
integrated basis, but may include the use of subsidiary records.
(Compensation for incidental work described in subsection a need
not be included.)

(b) The method must recognize the principle of after the fact confirmation or
determination so that costs distributed represent actual costs, unless a
mutually satisfactory alternative agreement is reached. Direct cost activities
and F&A cost activities may be confirmed by responsible persons with
suitable means of verification that the work was performed. Confirmation by
the employee is not a requirement for either direct or F&A cost activities if
other responsible persons make appropriate confirmations.

(c) The payroll distribution system will allow confirmation of activity
allocable to each sponsored agreement and each of the categories of
activity needed to identify F&A costs and the functions to which they are
allocable. The activities chargeable to F&A cost categories or the major
functions of the institution for employees whose salaries must be
apportioned (see subsection b.(1)b)), if not initially identified as separate



