Sponsored Project Spending: Is This Cost Allowable?

When using sponsored project funds, every expense must meet three basic tests: allowable, reasonable, and allocable. If a cost does not meet all three, it should not be charged to the sponsored project. The fourth parameter is necessity. The expense should be necessary for the successful completion of the project deliverables.  The parameters and information below are meant to assist you in determining allowability and guide you in making preliminary plans.  NOTE: The RI team has final decision-making authority. Any questions on allowability should be directed to the ri-postaward@iup.edu email PRIOR to incurring the expense.  

The Three-Part Test:

REASONABLE — Would a prudent person consider the cost appropriate? 
The cost should be ordinary and necessary for the work, reflect sound business practices, and represent a reasonable price for the goods or services received. 
ALLOCABLE — Does the project benefit from the cost? 
The cost must provide a benefit to the specific sponsored project being charged, and the amount charged must be proportional to that benefit. 
ALLOWABLE — Is the cost permitted? 
The cost must be reasonable and allocable and permitted by the sponsor, the applicable regulations, and RI and university policy. 

Before you spend, ask:

1. Is it permitted? 
Does the sponsor, award, and applicable policy allow this type of expense?
2. Is it necessary and appropriate? 
Is the expense needed to accomplish the project’s objectives?
3. Does this project benefit? 
Can I clearly explain how this expense supports this specific project?
4. Is the amount reasonable? 
Would I make the same purchase if I were spending my own college or department’s money? 
5. Is there an existing policy or procedure? 
Travel, procurement, compensation, equipment, and other costs may have additional requirements.

Examples – NOT all Inclusive!

	Generally, Not Allowable	
	Why? 

	Alcohol 
	Unallowable under federal regulations* and under most other external funder guidelines 

	First-class airfare 
	Not a reasonable/allowable travel cost in most circumstances 

	Excessive or unnecessary meals 
	Fails the reasonableness/necessity test 

	Valet or comparable parking when less expensive reasonable options are available 
	May not be reasonable 

	Personal or entertainment expenses 
	Unallowable under federal regulations and unnecessary to accomplish the project 

	General office supplies or administrative costs 
	May belong in the indirect cost pool rather than being charged directly 

	Costs that benefit multiple activities but are charged entirely to one project 
	Not properly allocable 

	Gifts 
	Considered unnecessary and concern for ethics and optics

	Purchases made simply because funds remain available 
	Availability of funds does not make a cost allowable 



Generally Allowable — When Properly Justified

Salaries/fringe, equipment, supplies, travel, participant support, research services, and other costs may be charged when necessary for the project, permitted by the award, reasonable in amount, and properly allocable to the project.

When in Doubt: STOP & ASK

Do not make the purchase first and ask whether it is allowable afterward. If you cannot clearly explain why the project needs the expense, how the project benefits, and why the amount is reasonable, contact the RI before making the purchase or incurring the expense. You or your department may be held liable for expenses incurred that are deemed unallowable. *For more on Federal Regulations on the Cost Principles for allowability, allocability and reasonability, reference: Title 2 / Subtitle A / Chapter II / Part 200 / Subpart E.
When in doubt, ASK before you spend! – ri-postaward@iup.edu

