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I. Purpose:

To comply with Federal policies (OMB Circular A-21) that require that charges to sponsored agreements as direct or indirect costs be allowable.

II. Applicability:

This policy applies to all University funds.

III. Responsibility:

A. The Controller's Office is responsible for the administration of this policy, revisions, updates and education of the community.

B. The Departments are responsible for properly coding expenditures and following the guidelines of this policy.

C. The Office of Grant and Contract Accounting is responsible for excluding these costs from being charged directly or indirectly to the Federal Government.

IV. Policy:

Unallowable expenses are those that cannot be directly charged to sponsored agreements or be included in the University’s indirect costs. Activities and expenses that are unallowable by the Federal Government may still be appropriate and necessary activities/expenses permitted by the University and the State of Rhode Island. Proper coding of unallowable expenses by originating departments must be made to ensure that only those expenses that are allowable are included in direct charges and in indirect costs. Penalties may be imposed on the University for failure to comply with federal requirements. (See attached list of unallowables, Exhibit A.)

Costs that are directly associated with unallowable costs are also unallowable. Directly associated cost means any cost which is generated solely as a result of the incurrence of another cost, and which would not have been incurred had the other cost not been incurred.

V. Criteria for Allowability

A. According to OMB circular A-21, Section C, "Cost Principles for Educational Institutions," the tests of allowability of costs are: 

1. They must be reasonable:

a. A prudent person would have purchased this item and paid this price.

2. They must be allocable to sponsored agreements. 

3. They must be given consistent treatment through the application of those generally accepted accounting principles appropriate to the circumstances:

a. Expenses for the same purpose must be treated the same way under like circumstances.

4. The costs must not be prohibited by OMB Circular A-21 (A-21) and must conform to any limitations in A-21, agency policies and the terms of the sponsored agreement.

B. To comply with the above guidelines, university departments must adhere to the following:

1. An unallowable account must be established if an entire activity is unallowable (e.g., Alumni Office, Development Office, Commencement Expenses).

2. An unallowable object code (3900) must be used if an expense is unallowable within an allowable activity (e.g., alcoholic beverages).

FOR MORE INFORMATION, PLEASE CONSULT THE UNALLOWABLE/UNRECOVERABLE EXPENSES PROCEDURES MANUAL

Examples of Unallowable Expenses Exhibit A

This is a quick reference. For more detailed information, refer to section J of Circular A-21.

A-21 Reference Description

J1: Advertising costs are unallowable unless they are specifically required by sponsored agreements. The recruitment of personnel required for the performance by the institution of obligations arising under the sponsored agreement, when considered in conjunction with all other recruitment cost, are allowable, as set forth in J37.

J1: Public Relations Costs are unallowable except for (1) costs specifically required by sponsored agreements, (2) cost of communicating with the public and press pertaining to specific accomplishments which result from performance of sponsored agreements or (3) cost of conducting communication and liaison necessary to keep the public informed on matters of public concern such as notices of awards, financial matters, etc.

J2: Alcoholic beverage costs are unallowable.

J3 Alumni activity costs are unallowable. If a department has expenditures directly related to Alumni activity, they must be coded as unallowable.

J4: Bad debts are unallowable.

J6: Commencement and convocation costs are unallowable. If a department has expenditures directly related to commencement or convocation, they must be coded as unallowable.

J8: Institution furnished automobile costs for personal use is unallowable.

J9: Contingency provisions are unallowable. 

J11: Defense and prosecution of criminal and civil proceedings, claims appeals and patent infringement are generally unallowable. Cost incurred by the institution for defense of suits brought by its employees or ex-employees are unallowable if the institution was found liable or settled. Costs of legal, accounting, consultant services and related costs incurred with defense against government claims or appeals, or the prosecution of claims or appeals against the government are unallowable. Costs of legal, accounting, consultant and related costs, incurred in connection with patent infringement litigation, are unallowable unless otherwise provided for in the sponsored agreements.

J13: Charitable donations or contributions made by the institution regardless of the recipient are unallowable.

J15: Entertainment costs including amusement, diversion, and social activities and any cost directly associated with such costs (such as tickets to shows or sporting events, and the meals, lodging, rental, transportation and gratuities that relate directly to the show or sporting events) are unallowable.

J17: Executive lobbying costs incurred in attempting to improperly influence, either directly or indirectly, an employee or officer of the federal government are unallowable.

J18: Fines and penalties resulting from failure of the institution to comply with federal, state, local or foreign laws and regulations are unallowable unless specifically approved by the sponsoring federal agency.

J19: Goods and services for personal use are unallowable.

J20: Officers’ housing and personal living expenses are unallowable.

J22: Interest, fund raising and investment management costs are unallowable, except for costs related to the physical custody and control of moneys and securities and for interest cost paid to external parties for assets (buildings and equipment) used to support sponsored agreements.

J24: Lobbying costs are unallowable unless specifically authorized by statute.

J25: Losses on sponsored agreements (overruns) are unallowable.

J28: Membership costs in any civic, community organization, country club or social or dining club or organization are unallowable (e.g., Providence Greater Chamber of Commerce).

J31: Pre-agreement costs prior to the effective date of the sponsored agreements are unallowable unless permitted by expanded authorities or approved by sponsoring agency.

J37: Recruiting costs for help wanted advertising, special emoluments, fringe benefits and salary allowances incurred to attract professional personnel from other institutions that do not conform with the established practices of the institution are unallowable.

J42: Selling and marketing costs of products or services of the institution are unallowable.

J43: Severance costs incurred in excess of the institution's normal severance pay policy applicable to all persons employed at the institution upon termination of employment are unallowable.
J45: Student activity costs are unallowable unless specifically provided in the sponsored agreements (e.g., Student Advisory Council meetings).

J48: Airfare travel costs in excess of the lowest available commercial discount airfare or customary standard coach airfare are unallowable except in special circumstances (URI Travel Policy must be followed).
