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and efficient administration of the 
Federal award. 

(d) The application of these cost prin-
ciples should require no significant 
changes in the internal accounting 
policies and practices of the non-Fed-
eral entity. However, the accounting 
practices of the non-Federal entity 
must be consistent with these cost 
principles and support the accumula-
tion of costs as required by the prin-
ciples, and must provide for adequate 
documentation to support costs 
charged to the Federal award. 

(e) In reviewing, negotiating and ap-
proving cost allocation plans or indi-
rect cost proposals, the cognizant agen-
cy for indirect costs should generally 
assure that the non-Federal entity is 
applying these cost accounting prin-
ciples on a consistent basis during 
their review and negotiation of indirect 
cost proposals. Where wide variations 
exist in the treatment of a given cost 
item by the non-Federal entity, the 
reasonableness and equity of such 
treatments should be fully considered. 
See the definition of indirect (facilities & 
administrative (F&A)) costs in § 200.1 of 
this part. 

(f) For non-Federal entities that edu-
cate and engage students in research, 
the dual role of students as both train-
ees and employees (including pre- and 
post-doctoral staff) contributing to the 
completion of Federal awards for re-
search must be recognized in the appli-
cation of these principles. 

(g) The non-Federal entity may not 
earn or keep any profit resulting from 
Federal financial assistance, unless ex-
plicitly authorized by the terms and 
conditions of the Federal award. See 
also § 200.307. 

[78 FR 78608, Dec. 26, 2013, as amended at 79 
FR 75885, Dec. 19, 2014; 85 FR 49561, Aug. 13, 
2020] 

§ 200.401 Application. 
(a) General. These principles must be 

used in determining the allowable costs 
of work performed by the non-Federal 
entity under Federal awards. These 
principles also must be used by the 
non-Federal entity as a guide in the 
pricing of fixed-price contracts and 
subcontracts where costs are used in 
determining the appropriate price. The 
principles do not apply to: 

(1) Arrangements under which Fed-
eral financing is in the form of loans, 
scholarships, fellowships, traineeships, 
or other fixed amounts based on such 
items as education allowance or pub-
lished tuition rates and fees. 

(2) For IHEs, capitation awards, 
which are awards based on case counts 
or number of beneficiaries according to 
the terms and conditions of the Federal 
award. 

(3) Fixed amount awards. See also 
§ 200.1 Definitions and 200.201. 

(4) Federal awards to hospitals (see 
appendix IX to this part). 

(5) Other awards under which the 
non-Federal entity is not required to 
account to the Federal Government for 
actual costs incurred. 

(b) Federal contract. Where a Federal 
contract awarded to a non-Federal en-
tity is subject to the Cost Accounting 
Standards (CAS), it incorporates the 
applicable CAS clauses, Standards, and 
CAS administration requirements per 
the 48 CFR Chapter 99 and 48 CFR part 
30 (FAR Part 30). CAS applies directly 
to the CAS-covered contract and the 
Cost Accounting Standards at 48 CFR 
parts 9904 or 9905 takes precedence over 
the cost principles in this subpart E 
with respect to the allocation of costs. 
When a contract with a non-Federal 
entity is subject to full CAS coverage, 
the allowability of certain costs under 
the cost principles will be affected by 
the allocation provisions of the Cost 
Accounting Standards (e.g., CAS 414— 
48 CFR 9904.414, Cost of Money as an 
Element of the Cost of Facilities Cap-
ital, and CAS 417—48 CFR 9904.417, Cost 
of Money as an Element of the Cost of 
Capital Assets Under Construction), 
apply rather the allowability provi-
sions of § 200.449. In complying with 
those requirements, the non-Federal 
entity’s application of cost accounting 
practices for estimating, accumu-
lating, and reporting costs for other 
Federal awards and other cost objec-
tives under the CAS-covered contract 
still must be consistent with its cost 
accounting practices for the CAS-cov-
ered contracts. In all cases, only one 
set of accounting records needs to be 
maintained for the allocation of costs 
by the non-Federal entity. 
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(c) Exemptions. Some nonprofit orga-
nizations, because of their size and na-
ture of operations, can be considered to 
be similar to for-profit entities for pur-
pose of applicability of cost principles. 
Such nonprofit organizations must op-
erate under Federal cost principles ap-
plicable to for-profit entities located at 
48 CFR 31.2. A listing of these organiza-
tions is contained in appendix VIII to 
this part. Other organizations, as ap-
proved by the cognizant agency for in-
direct costs, may be added from time 
to time. 

[78 FR 78608, Dec. 26, 2013, as amended at 85 
FR 49562, Aug. 13, 2020] 

BASIC CONSIDERATIONS 

§ 200.402 Composition of costs. 
Total cost. The total cost of a Federal 

award is the sum of the allowable di-
rect and allocable indirect costs less 
any applicable credits. 

§ 200.403 Factors affecting allowability 
of costs. 

Except where otherwise authorized 
by statute, costs must meet the fol-
lowing 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 ex-
clusions 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 ac-
tivities of the non-Federal entity. 

(d) Be accorded consistent treatment. 
A cost may not be assigned to a Fed-
eral 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 prin-
ciples (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 re-
quirements of any other federally-fi-

nanced program in either the current 
or a prior period. See also § 200.306(b). 

(g) Be adequately documented. See 
also §§ 200.300 through 200.309 of this 
part. 

(h) Cost must be incurred during the 
approved budget period. The Federal 
awarding agency is authorized, at its 
discretion, to waive prior written ap-
provals to carry forward unobligated 
balances to subsequent budget periods 
pursuant to § 200.308(e)(3). 

[78 FR 78608, Dec. 26, 2013, as amended at 85 
FR 49562, Aug. 13, 2020] 

§ 200.404 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 pre-
vailing at the time the decision was 
made to incur the cost. The question of 
reasonableness is particularly impor-
tant when the non-Federal entity is 
predominantly federally-funded. In de-
termining reasonableness of a given 
cost, consideration must be given to: 

(a) Whether the cost is of a type gen-
erally recognized as ordinary and nec-
essary for the operation of the non- 
Federal entity or the proper and effi-
cient performance of the Federal 
award. 

(b) The restraints or requirements 
imposed by such factors as: sound busi-
ness practices; arm’s-length bar-
gaining; 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 con-
cerned acted with prudence in the cir-
cumstances considering their respon-
sibilities to the non-Federal entity, its 
employees, where applicable its stu-
dents or membership, the public at 
large, and the Federal Government. 

(e) Whether the non-Federal entity 
significantly deviates from its estab-
lished practices and policies regarding 
the incurrence of costs, which may 
unjustifiably increase the Federal 
award’s cost. 

[78 FR 78608, Dec. 26, 2013, as amended at 79 
FR 75885, Dec. 19, 2014] 
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