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  Randy L. Weaver, CPA 
  Controller 
  Phone: (907) 474-7711 
  Fax:     (907) 474-5921 
  randy.weaver@alaska.edu 

                            209 Butrovich Building 
                           910 Yukon Drive, Suite 209 
                           PO Box 755120 
                           Fairbanks, AK 99775-5120 

October 10, 2002 
     
Mr. Gilbert Tran 
Office of Federal Financial Management 
Office of Management and Budget 
Room 6025 
New Executive Office Building NW 
Washington, D.C. 20503 
 
Subject:  Comments on Proposed Revision of Cost Principles  
 
Dear Mr. Tran: 
 
Thank you for the opportunity to respond to OMB’s request for comments on 
proposed changes to the cost principles in Circulars A-21, A-87, and A-122 
published in the Federal Register on August 12, 2002.  Our comments are limited 
to Circular A-21, although some of them may also be relevant to the other two 
circulars.    
 
OMB has referenced P.L. 106-107, the “Federal Financial Assistance 
Management Improvement Act,” as the impetus and framework for streamlining 
the cost principles. We approve of the objectives of this legislation and hope that 
it will result in significant changes to federal requirements that reduce the 
administrative burden these requirements impose on both federal and non-
federal entities.  
 
Several changes recommended to Circular A-21 are useful and positive. These 
include the elimination of the outdated provision limiting interest on equipment to 
items costing $10,000 or more “if agreed to by the Federal Government” and 
clarification on overtime pay.    In addition, changes that resulted in removing 
redundant language, as well as moving or combining specific cost items in 
Section J, improve the organization of the Circular and enhance readability. 
 
However, while the proposal does include some constructive changes, it does 
very little to simplify or streamline federal requirements. In fact, the overall impact 
of the proposal would be a significant increase in requirements compared to 
those currently in place.  Even more importantly, the proposal does not address 
many of the current administrative requirements in Circular A-21 that could be 
eliminated or streamlined with little or no loss of accountability over federal funds. 
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Our main concerns with the changes in the current OMB proposal involve three 
areas: the introduction of numerous new prior approval or “prior notification” 
requirements; the requirement to capitalize the original complement of low cost 
equipment; and the extensive new rules on employee relocation costs. Our 
specific comments on each of these are provided below. Following these 
comments, we also provide some suggestions for changes to the current 
requirements in A-21 that are not addressed in the OMB proposal. 
 
 
Prior Approval Requirements 
 
The proposal adds new or reintroduces prior approval/notification requirements 
for the following costs: 
 
Foreign travel costs 
Certain audit costs 
Overtime premiums 
Participant support costs 
Pre-award costs 
Publication and Printing Costs 
 
In the current OMB proposal, the new prior approval/notification requirements we 
that consider the most troublesome are those involving pre-award costs and 
foreign travel costs. In the case of pre-award costs, the proposal would require 
the awarding agency to be notified of any pre-award costs before the award is 
made. Compliance with this requirement would require the establishment of a 
complex administrative process to try to determine the dates when specific 
awards will be made and whether any pre-award costs have been incurred on 
each award, so the awarding agency can be notified before the award is issued.  
 
In addition, resurrecting the foreign travel prior approval requirement, which 
would require approval for each foreign trip, will also cause serious administrative 
problems.  A greater number of meetings are held in international locations due 
to enhanced collaboration among researchers on an international scale.   
Additionally, traveling to international locations has become easier, more 
economical and more commonplace in the current world economy.  Research 
programs at major universities frequently require hundreds of international trips a 
year.  If the OMB adopts the proposed revision, each of these trips would result 
in a prior approval request, consuming valuable time of faculty, administrative 
staff of the institution, and federal agency personnel.    
 
These new requirements impose an administrative burden on the non-federal 
entities, faculty, and federal agencies.  A study over a decade ago by the Federal 
Demonstration Partnership clearly showed that prior approval requirements were 
of little value to the government and their elimination would reduce administrative 
time that could be redirected to research.   As a result of this study and efforts of  



other agencies, cost-related prior approval requirements have largely been 
eliminated for grant programs by agency waivers authorized by Circular A-110. 
Given this background, we are surprised and dismayed that OMB would consider 
adding a host of new prior approval requirements as part of the implementation 
of legislation aimed at simplifying and streamlining the administration of grant 
programs.   The inclusion of new prior approval requirements in Circular A-21 is a 
big step backwards.  Sponsoring agencies have the authority to waive prior 
approval requirements for grant programs under Circular A-110, and they may 
elect to waive the new requirements if they are ultimately included in A-21, 
however, there is no assurance of this.  In addition, even if many of the agencies 
did waive the requirements for grant programs, these requirements would still 
exist for federal contracts as well as for both grants and contracts from agencies 
that decided not to waive the requirements. We strongly recommend that these 
additional prior approval requirements be eliminated and that a review be 
undertaken to reduce the prior approval requirements that currently exist in the 
Circular. 
 
 
Original Complement of Low Cost Equipment 
 
The proposal would require that institutions capitalize the original complement of 
low cost equipment acquired for the initial outfitting of a new organizational unit 
or building. This would create a significant new administrative burden for 
institutions, since it would require that numerous items such as chairs, tables, 
computers, etc. be tagged and tracked regardless of costs.   In addition, 
Institutions may have difficulty gathering historical use information on these items 
in order to establish useful lives for depreciation purposes since these items have 
not been tagged and tracked.   For some universities this may also be 
inconsistent with their financial statement treatment of these costs, which would 
entail additional administrative effort to reconcile accounts.  The current cost 
principles permit the capitalization of these costs if an institution elects to do so 
and if it is consistent with the treatment followed for financial statement purposes.   
We strongly object, however, to making it a requirement. 
 
 
Relocation Costs          
          
The proposal adds extensive new rules and restrictions on relocation costs of 
new and existing employees. The implementation of these detailed rules could 
cause administrative problems for some institutions since they may not be 
consistent with the institution’s policies on the reimbursement of these costs to 
employees.  We recommend that any expansion of the current A-21 treatment of 
these costs be limited to a requirement that the costs be determined in 
accordance with institutional policy.  
 



 
Suggested Additional Changes Not Addressed in Current OMB Proposal  
 
As noted earlier, the current OMB proposal does not address a number of 
administrative requirements in Circular A-21 that could be eliminated with 
virtually no loss in accountability.  In this regard, we recommend that serious 
consideration be given to the following changes in future revisions of Circular A-
21: 
 

• Eliminate the requirement for a lease-purchase analysis as a condition for 
allowing interest costs.  This requirement has no real value in controlling 
costs and is largely an unproductive administrative drill.  Leasing research 
facilities is not an option for many institutions, and even when it is, leasing 
is virtually never less costly than purchasing. Purchasing does not include 
a profit factor associated with a lease, universities have access to low cost 
financing through tax-exempt debt that is not available when facilities are 
leased, and the institutions are exempt from property taxes. 

 
• Eliminate or simplify the requirement for monthly cash-flow analyses for 

debts over $1 million when the institution makes an equity contribution of 
less than 25%.  The equity contribution is in essence mandated cost 
sharing.  In addition, this is a very complicated, labor-intensive 
administrative effort.   

 
• Drop the requirement for notifying the cognizant agency of  “substantial 

relocations” of Federal programs from financed facilities. This is a very 
vague, subjective requirement that is difficult to comply with or enforce. 

 
• Eliminate the requirement to develop special documentation of the 

construction costs of “large research facilities.”    We doubt whether this 
process has any real impact on the costs of research facilities, but it does 
increase the administrative burden already placed on institutions. 

 
• Drop the requirement to use depreciation recoveries to acquire or improve 

research facilities and to submit a certification of this with an institution’s 
F&A rate proposals. Depreciation recoveries are reimbursements for costs 
already incurred; use of these funds in the future should not be restricted 
by the federal government.  

 
• Incorporate into this revision the cost sharing explanation included in 

OMB’s clarification memorandum dated January 5, 2001   
 
 
These suggestions represent a few of the areas that could be addressed fairly 
easily as a useful first step in streamlining the administrative rules in Circular A-
21. Major additional areas that should be considered in the future include a 



possible simplification of effort reporting, space surveys used to allocate facilities 
costs, and cost accounting disclosure statements.  The Federal Demonstration 
Partnership has recently established a task force to look for ways to reduce 
administrative burdens.     
 
It appears that this well-intended initiative to revise the cost principles was 
undertaken without adequate consultation with the affected organizations.  We 
agree with the recommendation of the Council on Governmental Relations 
(COGR) that the proposal be withdrawn and a new effort be undertaken to 
simplify and streamline the cost principles in consultation with educational 
institutions and other affected groups. We also agree with the COGR suggestion 
that this can best be achieved by reviewing each circular separately, rather than 
focusing on uniformity among the three circulars covered by the proposal. 
Universities, independent nonprofit research institutes, and State and local 
governments are fundamentally different and it is not efficient nor effective to 
make them operate under uniform cost principles.     
 
Our comments on other aspects of the OMB proposal are attached.    
 
We appreciate the opportunity to comment on the proposed changes and hope 
that OMB will consider our suggestions in its future work in this area. 
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ATTACHMENT 
 

Additional Comments on Changes To Circular A-21 
 
 
Page 11 - Item 1. Advertising and Public Relations Costs 
 
In section 1.e., references to “Sections b. (Direct Costs) and c. (Indirect Costs) of 
Attachment A” relate to Circular A-122.  We recommend that the language be 
changed to refer to the appropriate sections of Circular A-21.    In addition, 
language indicating that advertising and public relations activities with respect to 
meetings and convention related to the general business of the institution are 
allowable costs. 
 
Page 68 - Item 11. Defense and Prosecution of Criminal and Civil 
Proceedings, Claims, Appeals and Patent Infringement 
 
The lengthy, complex rules on this subject in sections 11. a. through f. and  i.  of 
A-21 would be greatly simplified by replacing them with the following comparable 
provisions of Item 14. of Circular A-87: 
“a.  The following costs are unallowable for contracts covered by 10 U.S.C. 
2324(k), "Allowable costs under defense contracts."  

 (1) Costs incurred in defense of any civil or criminal fraud proceeding or similar 
proceeding (including filing of a false certification) brought by the United States 
where the contractor is found liable or has pleaded nolo contendere to a charge 
of fraud or similar proceeding (including filing of a false certification).  
 (2) Costs incurred by a contractor in connection with any criminal, civil or 
administrative proceedings commenced by the United States or a State to the 
extent provided in 10 U.S.C. 2324(k).” 
 
We also recommend that section 11. g. be modified to allow the costs of 
administrative appeals. The current restriction on these costs is clearly 
inequitable.    
 
Page 98 – Item 16.   Equipment and Other Capital Expenditures 
 
This section requires that capital expenditures be charged in the period in which 
the expenditure is incurred.  In general, institutions charge when incurred, but do 
not always know if the renovation, fabrication, etc. will ultimately be capitalized 
under their institutional policy until the project is completed when an evaluation 
and determination are made.   These projects are considered “capitalizable work 
in progress” and may ultimately be expensed rather than capitalized and 
depreciated.  Clarification is needed with respect to what is meant by “charged in 
the period.” 



 
Page 104 - Item 33. Profits and Losses on Disposition of Plant Equipment 
 
Substantial relation of federal programs should be more specifically defined to 
remove subjectivity. 
 
Page 117 - Item 22. Interest 
 
There also appears to be a drafting error in section 22. a.  The requirement for a 
lease-purchase analysis and the other requirements in subparagraphs a. (1) 
through (4) were added to A-21 on May 8, 1996. The language in the proposal 
would impose these requirements retroactively to debt-financed facilities and 
equipment acquired from July 1, 1982 through May 7, 1996. The wording should 
be modified to make it clear that these requirements only apply to assets 
acquired on or after May 8, 1996. 
 
Similarly, Section 22. b.(1) appears to contain a drafting error. The date should 
be July 1, 1982, not May 8, 1996.  A-21 allows interest on facilities and 
equipment acquired on or after July 1, 1982.   Although a number of new 
requirements were added in a revision of the Circular on May 8, 1996, this did 
not change the basic policy allowing interest costs back to July 1, 1982.  If the 
May 8, 1996 date was intended, this would be a major policy change, since it 
would make currently allowable interest costs unallowable. We would strongly 
object to this change. 
 
Page 137 – Item 26, Maintenance and Repair Costs 
 
Changes in this section require that “costs incurred for improvements which add 
to the permanent value of the buildings and equipment or appreciably prolong 
their intended life” must be capitalized.  Institutions have criteria used to 
determine when these costs are capitalized.    The wording should be expanded 
to add “in accordance with institutional policy.” 
 
Page 138 - Item 27. Material Costs 
 
The current language in Circular A-21 allows the costs of materials and supplies 
as both direct and indirect costs. The revised wording only covers direct 
materials and supplies. The wording should be expanded to make it clear that 
these costs are also allowable as indirect costs.   
 
Page 142 – Item 32. Professional Services Costs 
 
The proposed revision specifies additional documentation and assessment 
requirements that would significantly increase the administrative burden in this 
area.  We recommend that the original language be retained.   
 



Page 146 – Item 38. Rental Cost of Buildings and Equipment 
 
The additional criteria that must be used to determine whether or not rental costs 
are reasonable creates an additional administrative burden in this area.    We 
recommend that the original language be retained.  In addition, the reference in 
38.d to 23.a may be incorrect depending on the revised structure in Circular A-21 
after changes are finalized. 
 
Page 161 - Item 24. Idle Facilities and Idle Capacity 
 
The “reasonable period” language allows a significant amount of subjectivity in 
determining when a facility is considered “idle.”    Many educational institutions 
have space that is not in use between semesters.  We should not be penalized 
for something that is inherent to the cyclical nature of our activities.  The 
language in section 24.a. (3), after the first sentence, appears to be more 
oriented to a commercial manufacturing operation than an educational 
institution.  We recommend that the language in this section be eliminated or 
modified to better fit the activities of educational institutions.    
 
Page 165 – Item 29. Patent Costs 
 
Patent costs are often part of the costs incurred on non-federal awards.  
Language should be changed to indicate that patent costs are allowable 
regardless of funding source. 
 
Page 167 - Item 34. Proposal Costs 
 
The wording in A-87 for this cost item is clearer than the A-21 wording and 
should be used in A-21 in lieu of the current wording with one addition.  Wording 
should be added indicating that proposal costs incurred in preparing, submitting, 
and supporting proposals pursuant to a specific requirement of an existing 
sponsored award may be treated as direct costs. 
 
Page 177 - Item 42. Selling and Marketing Costs 
 
We recommend conforming A-21 to A-122 by adding the second sentence 
(proposed only for A-122) to A-21, but removing the requirement for prior 
approvals. 
 
Page 178 - Item 44. Specialized Service Facilities 
 
The changes proposed in section 44. b.(ii) would add a substantial new 
administrative requirement.   Bi-annual (twice a year) rate adjustments would be 
very difficult to administer for many specialized service facilities.  In addition, 
annual costs are not always incurred evenly over the period and a six-month 
adjustment may not be indicative of annual costs.  Furthermore, the current 



provision allowing cost recovery over the long-term has been removed, which 
would apparently prohibit this option in the future.  Frequent rate changes cause 
unnecessary operational disruptions and volatility in the rates, when virtually the 
same result can be achieved with less disruption over the long-term.  We 
recommend a more reasonable time period, no less than every two years, as the 
required period for adjusting rates, with more frequent adjustments permitted at 
the option of the institution.  We also suggest that the concept of long-term 
recovery be retained since the institution is in the best position to determine how 
long-term should be defined for each service. 
 
The current section 44 e. allows alternative costing arrangements if they are in 
the best interests of the Government and the institution and are agreed to by the 
cognizant agency.  The ability to deal with unusual situations under this section 
enhances the partnership between the government and institutions.  We 
recommend that this provision be retained. 
 
Additionally, we noted that “motor pools” has been added to the list of examples 
of specialized service facilities. Since “special service facilities” are defined as 
“highly complex or specialized facilities” we do not understand how a routine 
service operation like a motor pool could reasonable be considered as fitting this 
definition.    We recommend that the reference to “motor pools” be eliminated. 
 
Page 181 – Termination Cost Application to Sponsored Agreements 
 
There is a reference in J.49.g to Attachment A.  Attachment A is part of A-122 not 
part of A-21.  This reference needs to be removed or the appropriate reference 
for A-21 included. 
 
Page 195 - Item 5. Audit Services 
 
It is unclear why this item has been added to A-21. To our knowledge, audit 
costs have not been a significant issue at educational institutions. Our 
preference would be to continue to exclude them from A-21 or to change this  
section to read “All audit costs are allowable.”   If the full coverage of the 
section is retained, the wording on the allocation of audit costs should be 
clarified to indicate that these costs should normally be treated as F&A costs. 
Also, the wording specifying the cost allocation methodology in terms of the 
“amount of federal funds expended” divided by the “amount of total funds” is 
confusing and unnecessary in a university environment and should be deleted.   
 
Page 202 - Item 29. Meetings and Conference Costs 
 
The wording of this section should be modified to make it clear that meetings to 
conduct the general business of the institution are allowable, consistent with the 
comparable provision of Circular A-122. 
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