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on the estimated amount of indirect costs al-
located to Organized Research and the 
amount of the modified total direct cost base 
estimated to be incurred during the 8 months 
in which performance is scheduled to be 
commenced and completed. Such a proposal 
would be in violation of the requirements of 
this standard that the calculation of the 
amounts of both the indirect cost pools and 
the allocation bases be based on the edu-
cational institution’s cost accounting period. 

(b) An educational institution whose cost 
accounting period is the calendar year, in-
stalls a computer service center to begin op-
erations on May 1. The operating expense re-
lated to the new service center is expected to 
be material in amount, will be accumulated 
in an intermediate cost objective, and will be 
allocated to the benefitting cost objectives 
on the basis of measured usage. The total op-
erating expenses of the computer service 
center for the 8-month part of the cost ac-
counting period may be allocated to the ben-
efitting cost objectives of that same 8-month 
period. 

(c) An educational institution changes its 
fiscal year from a calendar year to the 12- 
month period ending May 31. For financial 
reporting purposes, it has a 5-month transi-
tional ‘‘fiscal year.’’ The same 5-month period 
must be used as the transitional cost ac-
counting period; it may not be combined, be-
cause the transitional period would be longer 
than 15 months. The new fiscal year must be 
adopted thereafter as its regular cost ac-
counting period. The change in its cost ac-
counting period is a change in accounting 
practices; adjustments of the sponsored 
agreement prices may thereafter be required. 

(d) Financial reports are prepared on a cal-
endar year basis on a university-wide basis. 
However, the contracting segment does all 
internal financial planning, budgeting, and 
internal reporting on the basis of a twelve 
month period ended June 30. The contracting 
parties agree to use the period ended June 30 
and they agree to overhead rates on the June 
30 basis. They also agree on a technique for 
prorating fiscal year assignment of the uni-
versity’s central system office expenses be-
tween such June 30 periods. This practice is 
permitted by the standard. 

(e) Most financial accounts and sponsored 
agreement cost records are maintained on 
the basis of a fiscal year which ends Novem-
ber 30 each year. However, employee vaca-
tion allowances are regularly managed on 
the basis of a ‘‘vacation year’’ which ends 
September 30 each year. Vacation expenses 
are estimated uniformly during each ‘‘vaca-
tion year.’’ Adjustments are made each Octo-
ber to adjust the accrued liability to actual, 
and the estimating rates are modified to the 
extent deemed appropriate. This use of a sep-
arate annual period for determining the 
amounts of vacation expense is permitted. 

Attachment B to Appendix A—CASB’s Dis-
closure Statement (DS–2) is available on the 
OMB Web site at http://www.whitehouse.gov/ 
omb/grants/a21-appxlb.pdf 

Attachment C to Appendix A—Documenta-
tion Requirements for Facilities and Admin-
istrative (F&A) Rate Proposals is available 
on the OMB Web site at http:// 
www.whitehouse.gov/omb/grants/a21- 
appxlc.pdf 

PARTS 221–224 [RESERVED] 

PART 225—COST PRINCIPLES FOR 
STATE, LOCAL, AND INDIAN TRIB-
AL GOVERNMENTS (OMB CIR-
CULAR A–87) 

Sec. 
225.5 Purpose. 
225.10 Authority. 
225.15 Background. 
225.20 Policy. 
225.25 Definitions. 
225.30 OMB responsibilities. 
225.35 Federal agency responsibilities. 
225.40 Effective date of changes. 
225.45 Relationship to previous issuance. 
225.50 Policy review date. 
225.55 Information Contact. 
APPENDIX A TO PART 225—GENERAL PRIN-

CIPLES FOR DETERMINING ALLOWABLE 
COSTS 

APPENDIX B TO PART 225—SELECTED ITEMS OF 
COST 

APPENDIX C TO PART 225—STATE/LOCAL-WIDE 
CENTRAL SERVICE COST ALLOCATION 
PLANS 

APPENDIX D TO PART 225—PUBLIC ASSISTANCE 
COST ALLOCATION PLANS 

APPENDIX E TO PART 225—STATE AND LOCAL 
INDIRECT COST RATE PROPOSALS 

AUTHORITY: 31 U.S.C. 503; 31 U.S.C. 1111; 41 
U.S.C. 405; Reorganization Plan No. 2 of 1970; 
E.O. 11541, 35 FR 10737, 3 CFR, 1966–1970, p. 
939. 

SOURCE: 70 FR 51910, Aug. 31, 2005, unless 
otherwise noted. 

§ 225.5 Purpose. 
This part establishes principles and 

standards for determining costs for 
Federal awards carried out through 
grants, cost reimbursement contracts, 
and other agreements with State and 
local governments and federally-recog-
nized Indian tribal governments (gov-
ernmental units). 

§ 225.10 Authority. 
This part is issued under the author-

ity of the Budget and Accounting Act 
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of 1921, as amended; the Budget and Ac-
counting Procedures Act of 1950, as 
amended; the Chief Financial Officers 
Act of 1990; Reorganization Plan No. 2 
of 1970; and Executive Order No. 11541 
(‘‘Prescribing the Duties of the Office of 
Management and Budget and the Do-
mestic Policy Council in the Executive 
Office of the President’’). 

§ 225.15 Background. 
As part of the government-wide grant 

streamlining effort under Public Law 
106–107, Federal Financial Award Man-
agement Improvement Act of 1999, 
OMB led an interagency workgroup to 
simplify and make consistent, to the 
extent feasible, the various rules used 
to award Federal grants. An inter-
agency task force was established in 
2001 to review existing cost principles 
for Federal awards to State, local, and 
Indian tribal governments; colleges and 
universities; and non-profit organiza-
tions. The task force studied ‘‘Selected 
Items of Cost’’ in each of the three cost 
principles to determine which items of 
costs could be stated consistently and/ 
or more clearly. 

§ 225.20 Policy. 
This part establishes principles and 

standards to provide a uniform ap-
proach for determining costs and to 
promote effective program delivery, ef-
ficiency, and better relationships be-
tween governmental units and the Fed-
eral Government. The principles are for 
determining allowable costs only. They 
are not intended to identify the cir-
cumstances or to dictate the extent of 
Federal and governmental unit partici-
pation in the financing of a particular 
Federal award. Provision for profit or 
other increment above cost is outside 
the scope of this part. 

§ 225.25 Definitions. 
Definitions of key terms used in this 

part are contained in appendix A to 
this part, Section B. 

§ 225.30 OMB responsibilities. 
The Office of Management and Budg-

et (OMB) will review agency regula-
tions and implementation of this part, 
and will provide policy interpretations 
and assistance to insure effective and 
efficient implementation. Any excep-

tions will be subject to approval by 
OMB. Exceptions will only be made in 
particular cases where adequate jus-
tification is presented. 

§ 225.35 Federal agency responsibil-
ities. 

Agencies responsible for admin-
istering programs that involve cost re-
imbursement contracts, grants, and 
other agreements with governmental 
units shall issue regulations to imple-
ment the provisions of this part and its 
appendices. 

§ 225.40 Effective date of changes. 

This part is effective August 31, 2005. 

§ 225.45 Relationship to previous 
issuance. 

(a) The guidance in this part pre-
viously was issued as OMB Circular A– 
87. Appendix A to this part contains 
the guidance that was in Attachment A 
(general principles) to the OMB cir-
cular; appendix B contains the guid-
ance that was in Attachment B (se-
lected items of cost); appendix C con-
tains the information that was in At-
tachment C (state/local-wide central 
service cost allocation plans); appendix 
D contains the guidance that was in 
Attachment D (public assistance cost 
allocation plans); and appendix E con-
tains the guidance that was in Attach-
ment E (state and local indirect cost 
rate proposals). 

(b) This part supersedes OMB Cir-
cular A–87, as amended May 10, 2004, 
which superseded Circular A–87, as 
amended and issued May 4, 1995. 

§ 225.50 Policy review date. 

This part will have a policy review 
three years from the date of issuance. 

§ 225.55 Information contact. 

Further information concerning this 
part may be obtained by contacting the 
Office of Federal Financial Manage-
ment, Financial Standards and Report-
ing Branch, Office of Management and 
Budget, Washington, DC 20503, tele-
phone 202–395–3993. 
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