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Purpose

In certain circumstances, a charge may be posted to an incorrect project. When this occurs, a
correcting journal entry is required to move the cost to the correct project. This policy explains
how the need for a cost transfer arises, the requirements of a cost transfer journal entry, and the
method for processing cost transfers through the accounting system.

Introduction
Definition

A cost transfer is a transfer of expenditure from one project to another project. When
the project receiving the charge is a federally sponsored project, special rules apply as
discussed later in this policy.

In some instances, a cost transfer is unavoidable. The purpose of this cost transfer
policy is to provide informabn to principal investigators, department/center
administrators, project managers; Chairs and Deans concerning government cost
transfer policies. Cost transfers should not be approved if the requirements in this
policy are not met.

Applicability of this P olicy

All federal grants, contracts, cooperative agreements, traineeships, etc. are subject to
this policy. Subcontracts from other entities (universities, local government units,
states, etc.) that are funded by federal agencies are subject to thegdat®ns as

federal awards made directly to Northern Arizona University (NAU). Fixed price
contracts may have greater flexibility. This policy may not cover all instances and

you are urged to contact the Office of Sponsored Projects (OSP) if you atgenot s



Reason for Concern

Transfers that are frequent, tardy, or inadequately explained, particularly on projects
with overruns or unexpended balances, raise questions about the propriety of the
transfersand the reliability of the university’s accounting system and internal
controls.

Government Requirements

Various government agencies have published cost transfer policies. They generally
include specific requirements for written documentation, speaifie timitations for
making a transfer, and prohibition on transfers used solely to cover a project deficit.
Exhibit A includes cost transfer policies from the Office of Management and Budget
and the National Institutes of Health (NIH) Grants Policy Statémen

Cost Transfers Between Similar or Related Projects

The appropriate allocation of costs among similar or interrelated projects should be
made at the time a transaction is initiated. The cost transfer policy summarized in the
first section of this documeémpplies to cost transfers whether projects are related or

not related. If a cost transfer is not allowable within the policy as stated, relatedness
cannot be used as a reason to make the transfer allowable absent written authorization
from the appropri& federal funding sponsor(s).

A Consequence if a Cost Transfer does not Meet Government
Requirements

As required by federal regulations, NAU is audited each year by the State of Arizona.
This audit may include a detailed review of cost transfers. Further, NAU may be
subject to reviews of cost transfers on federal projects. In the event that a cost transfer
does not meet the government requirements, the dollar amount of the transfer will be
disallowed and the area responsible for the project will havenduese the project

for the amount of the disallowed cost transfer.

Examples of Cost Transfers on Restricted Federal Funds
The following are examples of cost transfers on restricted federal funds:

x Correcting charges to federally sponsored projects fromstncted or non
sponsored sources are cost transfers.
x Correcting charges between federally sponsored projects are cost transfers

Thefollowing are



x Allocatingchargegrom



2. Why should the charge(s) be transferred to the proposed receiving project?
(How does the project benefit?)

3. Why the charges are allowable and allocable based on the terms and
conditions of the receiving project?

Cost transfers of salary or ngalary charges submitted after the @8y period,

as defined above, are considered late and must have a valid reason for the delay in
processing. These transfers are generally not allowed to be transferred onto
another federally sponsored project unless there are extenuating circumstances.
Such transfers will be reviewed under scrutiny and may need further justification
and additional approvals. If the justification does not meet the extenuating
circumgance criteria, the charges will be required to be transferred to an
unrestricted or nogponsored source. The justification for these type transfers
should address the following questions:

1. Why the expense was originally charged to the project from whismow
being transferred? (How/why did the error occur?)

2. Why should the charge(s) be transferred to the receiving project? (How does
the receiving project benefit?)

3. Why the charges are allowable and allocable based on the terms and
conditions of the receiving project?

4. What corrective action has been put in place to prevent future cost transfers
of this type?

Additional Documentation Requirements for NonSalary Transfers

In addition, each cost transfer request for-satary charges must contain all
documentation necessary for processing of a routine journal entry within the
accounting system. Such documentation includes a copy of the invoice and/or
expense documentation including: project number, account code, transaction
description, transaction date, etc.

Inadequate Docume:ion hltc.



federally sponsored project

Additional Documentation Requirements for Salary Transfers

Supplementary Information

The90-daycosttransfertime periodapplieswhentransferring
expenditure§ O afederallysponsoregbroject. No time limit exists for
REMOVING expendituresrom afederallysponsoregroject. If
inappropriateexpendituresirediscoveredn federalprojects theymust
be removedwithoutregardto timelimits. Onlyin extenuating
circumstancesyill a costtransferbeappropriatdoeyondthe 90-day
period. Thesetransferswill be reviewedunderscrutinyandmayneed
justificationandadditionalapprovals.

Summary of Cost Transfer Policy

A. All cost transfers TCederally sponsored projects should be made within 90



documentationandasuggestiorasto howthe descriptiortouldbeimprovedio meet
therequirements.

. Questionableexplanation: Transferof supplieshatwerechargedto the
departmentn error.

Issue: Thisexplanatiordoesnotadequatelgxplainwhy thewrongproject was
chargecandwhy/howthe charges appropriatdo the projectbeing debited nordoes
it describehowtheerroroccurred. Theexplanatiorshould beexpandedo better
describehereasonvhy the projectbeingchargeds appropriateandhowtheamount
beingtransferredvasdetermined.

Acceptableexplanation: Thesuppliesbeingtransferredwerepurchasediia P-
card. Theadministrateassistantdid notreviewthe P-card transactiondy the
deadlinewhichcausedhetransactiongo postto thedefaultP-card project
numberwhichis thedepartmental/centdocal projectnumber. Going forward, the
administrativeassistanwill reviewall P-card purchasesnd assignthecorrect
projectnumber,if applicable,to bechargedbeforethe deadline.

. Questionableexplanation: Transferoverageo relatedproject

Issue Thetransferof overaged$rom oneprojectto anotheiis not permitted. If
expensearebeingmovedbetweertwo interrelatedorojects the costtransfer
descriptiorshouldclearlyidentify which costsareto be sharedthe proportionsin
whichtheprojectswill sharethe costs,andaclearindicationof howthe amountto
besharedvasdetermined.

Acceptableexplanation; Thesupplieso betransferredare usedonrelated
projects. Supplieshouldbe sharedequallyon bothprojects,thus50% of the cost
of thehighlighteditemsbeingtransferred.

. Questionableexplanation:; To correctprojectnumberchargeddueto clerical
error.

Issue: Insufficientexplanatiorof why andhowtheclericalerroroccurredand why
theerrorwasnotcaughtearlier. In generalthis explanationis only adequatéf a
transpositiorerroroccurred andsuchcircumstanceshouldbe includedin the
description.

Acceptableexplanation: Theresearchassistanin thelab whoorderedthe
suppliesuseda project numbethat hadexpired. He hasbeen instructetb usethe
newproject number. In thefuture,all supplyordersareto bereviewedand
approvedby myselfor thedepartmentadministratorprior to submissiorof the order
sothat errorscanbe prevented.






