
 
 

 

 

TITLE: Administrative Policy # 3175 
Compensation-Personal Services & Fringe Benefits 

 
   
 
 
 
 
 
 

Purpose  
 

This policy as established provides PacMtn employees (staff and management) with the federal and state 

guidance and stipulations pertaining to compensation, including both personal services and fringe bene-

fits.   

 

Policy 
 

Compensation – Personal Services: 

 (a) General.  
Includes all remuneration, paid currently or accrued, for services of employees rendered during 
the period of performance under the Federal award, including but not necessarily limited to 
wages and salaries. Compensation for personal services may also include fringe benefits as out-
lined below. Costs of compensation are allowable to the extent that they satisfy the specific re-
quirements within 2 CFR 200.430 and that the total compensation for individual employees. Ad-
ditional detail included in Policy Guidelines section.  
 

Compensation – Fringe Benefits: 

 (a) General. 
Are allowances and services provided by employers to their employees as compensation in addi-
tion to regular salaries and wages. Fringe benefits include, but are not limited to, the costs of 
leave (vacation, family-related, sick or military), employee insurance, pensions, and unemploy-
ment benefit plans. Except as provided elsewhere in the principles, the costs of fringe benefits 
are allowable provided that the benefits are reasonable and are required by law, non-Federal en-
tity-employee agreement, or an established policy of the non-Federal entity. Additional detail in-
cluded in Policy Guidelines section. 

 

Policy Guidelines  
 

Personal Services Compensation as allowable is as follows: 
1. Is reasonable for the services rendered and conforms to the established written policy of the non-

Federal entity consistently applied to both Federal and non-Federal activities;  
2. Follows an appointment made in accordance with a non-Federal entity's laws and/or rules or written 

policies and meets the requirements of Federal statute, where applicable; and  
3. Is determined and supported as provided in paragraph (i) of the section, when applicable. 

 (b) Reasonableness.  
Compensation for employees engaged in work on Federal awards will be considered reasonable 
to the extent that it is consistent with that paid for similar work in other activities of the non-
Federal entity. In cases where the kinds of employees required for Federal awards are not found 
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in the other activities of the non-Federal entity, compensation will be considered reasonable to 
the extent that it is comparable to that paid for similar work in the labor market in which 
the non-Federal entity competes for the kind of employees involved. 

 (c) Professional activities outside the non-Federal entity.  
Unless an arrangement is specifically authorized by a Federal awarding agency, a non-Federal en-
tity must follow its written non-Federal entity-wide policies and practices concerning the permis-
sible extent of professional services that can be provided outside the non-Federal entity for non-
organizational compensation. Where such non-Federal entity-wide written policies do not exist 
or do not adequately define the permissible extent of consulting or other non-organizational ac-
tivities undertaken for extra outside pay, the Federal Government may require that the effort of 
professional staff working on Federal awards be allocated between: 

1. Non-Federal entity activities, and 
2. Non-organizational professional activities. If the Federal awarding agency considers the extent of 

non-organizational professional effort excessive or inconsistent with the conflicts-of-interest terms 
and conditions of the Federal award, appropriate arrangements governing compensation will be ne-
gotiated on a case-by-case basis. 

 (d) Unallowable costs. 
1. Costs which are unallowable under other sections of these principles must not be allowable under 

this section solely on the basis that they constitute personnel compensation. 
2. The allowable compensation for certain employees is subject to a ceiling in accordance with statute. 

For the amount of the ceiling for cost-reimbursement contracts, the covered compensation subject to 
the ceiling, the covered employees, and other relevant provisions, see 10 U.S.C. 2324(e)(1)(P), and 41 
U.S.C. 1127 and 4304(a)(16). For other types of Federal awards, other statutory ceilings may apply. 

 (e) Special considerations.   
Special considerations in determining allowability of compensation will be given to any change in 
a non-Federal entity's compensation policy resulting in a substantial increase in its employees' 
level of compensation (particularly when the change was concurrent with an increase in the ratio 
of Federal awards to other activities) or any change in the treatment of allowability of specific 
types of compensation due to changes in Federal policy. 

 (f) Incentive compensation.  
Incentive compensation to employees based on cost reduction, or efficient performance, sugges-
tion awards, safety awards, etc., is allowable to the extent that the overall compensation is deter-
mined to be reasonable and such costs are paid or accrued pursuant to an agreement entered 
into in good faith between the non-Federal entity and the employees before the services were 
rendered, or pursuant to an established plan followed by the non-Federal entity so consistently 
as to imply, in effect, an agreement to make such payment. 

 (g) Nonprofit organizations.  
For compensation to members of nonprofit organizations, trustees, directors, associates, offic-
ers, or the immediate families thereof, determination must be made that such compensation is 
reasonable for the actual personal services rendered rather than a distribution of earnings in ex-
cess of costs. This may include director's and executive committee member's fees, incentive 
awards, allowances for off-site pay, incentive pay, location allowances, hardship pay, and cost-of-
living differentials. 
 

 2 CFR 200.430 (h) 1 through 8 “Institutions of Higher Education (IHEs)”, is not Appli-
cable to PacMtn  

 
Fringe Benefits Compensation as allowable is as follows: 

 (b) Leave.  



    

 
 

 
The cost of fringe benefits in the form of regular compensation paid to employees during peri-
ods of authorized absences from the job, such as for annual leave, family-related leave, sick 
leave, holidays, court leave, military leave, administrative leave, and other similar benefits, are al-
lowable if all of the following criteria are met: 

1. They are provided under established written leave policies; 
2. The costs are equitably allocated to all related activities, including Federal awards; and, 
3. The accounting basis (cash or accrual) selected for costing each type of leave is consistently followed 

by the non-Federal entity or specified grouping of employees. 
(i) When a non-Federal entity uses the cash basis of accounting, the cost of leave is recognized 

in the period that the leave is taken and paid for. Payments for unused leave when an em-
ployee retires or terminates employment are allowable in the year of payment. 

(ii) The accrual basis may be only used for those types of leave for which a liability as defined by 
GAAP exists when the leave is earned. When a non-Federal entity uses the accrual basis of 
accounting, allowable leave costs are the lesser of the amount accrued or funded. 

 (c) Fringe benefits.  
The cost of fringe benefits in the form of employer contributions or expenses for social security; 
employee life, health, unemployment, and worker's compensation insurance (except as indicated 
in § 200.447); pension plan costs (see paragraph (i) of this section); and other similar benefits are 
allowable, provided such benefits are granted under established written policies. Such benefits, 
must be allocated to Federal awards and all other activities in a manner consistent with the pat-
tern of benefits attributable to the individuals or group(s) of employees whose salaries and wages 
are chargeable to such Federal awards and other activities, and charged as direct or indirect costs 
in accordance with the non-Federal entity's accounting practices. 

 (d) Cost objectives.  
Fringe benefits may be assigned to cost objectives by identifying specific benefits to specific in-
dividual employees or by allocating on the basis of entity-wide salaries and wages of the employ-
ees receiving the benefits. When the allocation method is used, separate allocations must be 
made to selective groupings of employees, unless the non-Federal entity demonstrates that costs 
in relationship to salaries and wages do not differ significantly for different groups of employees. 

 (e) Insurance. See also 2 CFR 200.447 (d)(1) and (2).  
1. Provisions for a reserve under a self-insurance program for unemployment compensation or workers' 

compensation are allowable to the extent that the provisions represent reasonable estimates of the 
liabilities for such compensation, and the types of coverage, extent of coverage, and rates and premi-
ums would have been allowable had insurance been purchased to cover the risks. However, provi-
sions for self-insured liabilities which do not become payable for more than one year after the provi-
sion is made must not exceed the present value of the liability. 

2. Costs of insurance on the lives of trustees, officers, or other employees holding positions of similar 
responsibility are allowable only to the extent that the insurance represents additional compensation. 
The costs of such insurance when the non-Federal entity is named as beneficiary are unallowable. 

3. Actual claims paid to or on behalf of employees or former employees for workers' compensation, un-
employment compensation, severance pay, and similar employee benefits (e.g., post-retirement health 
benefits), are allowable in the year of payment provided that the non-Federal entity follows a con-
sistent costing policy. 

 (f) Automobiles.  
That portion of automobile costs furnished by the non-Federal entity that relates to personal use 
by employees (including transportation to and from work) is unallowable as fringe benefit or in-
direct (F&A) costs regardless of whether the cost is reported as taxable income to the employ-
ees. 
 



    

 
 

 

 (g) Pension plan costs.  
Pension plan costs which are incurred in accordance with the established policies of the non-
Federal entity are allowable, provided that: 

1. Such policies meet the test of reasonableness. 
2. The methods of cost allocation are not discriminatory  
3. Except for State and Local Governments, the cost assigned to each fiscal year should be determined 

in accordance with GAAP.  
4. The costs assigned to a given fiscal year are funded for all plan participants within six months after 

the end of that year. However, increases to normal and past service pension costs caused by a delay in 
funding the actuarial liability beyond 30 calendar days after each quarter of the year to which such 
costs are assignable are unallowable. Non-Federal entity may elect to follow the “Cost Accounting 
Standard for Composition and Measurement of Pension Costs” (48 CFR 9904.412). 

5. Pension plan termination insurance premiums paid pursuant to the Employee Retirement Income 
Security Act (ERISA) of 1974 (29 U.S.C. 1301-1461) are allowable. Late payment charges on such 
premiums are unallowable. Excise taxes on accumulated funding deficiencies and other penalties im-
posed under ERISA are unallowable.  

6. Pension plan costs may be computed using a pay-as-you-go method or an acceptable actuarial cost 
method in accordance with established written policies of the non-Federal entity. 
(i) For pension plans financed on a pay-as-you-go method, allowable costs will be limited to 

those representing actual payments to retirees or their beneficiaries. 
(ii) Pension costs calculated using an actuarial cost-based method recognized by GAAP are al-

lowable for a given fiscal year if they are funded for that year within six months after the 
end of that year. Costs funded after the six-month period (or a later period agreed to by 
the cognizant agency for indirect costs) are allowable in the year funded. The cognizant 
agency for indirect costs may agree to an extension of the six-month period if an appropri-
ate adjustment is made to compensate for the timing of the charges to the Federal Govern-
ment and related Federal reimbursement and the non-Federal entity's contribution to the 
pension fund. Adjustments may be made by cash refund or other equitable procedures to 
compensate the Federal Government for the time value of Federal reimbursements in ex-
cess of contributions to the pension fund. 

(iii) Amounts funded by the non-Federal entity in excess of the actuarially determined amount 
for a fiscal year may be used as the non-Federal entity's contribution in future periods. 

(iv) When a non-Federal entity converts to an acceptable actuarial cost method, as defined by 
GAAP, and funds pension costs in accordance with this method, the unfunded liability at 
the time of conversion is allowable if amortized over a period of years in accordance with 
GAAP. 

(v) The Federal Government must receive an equitable share of any previously allowed pension 
costs (including earnings thereon) which revert or inure to the non-Federal entity in the 
form of a refund, withdrawal, or other credit. 

 (h) Post-retirement health.  
Post-retirement health plans (PRHP) refers to costs of health insurance or health services not 
included in a pension plan covered by paragraph (g) of this section for retirees and their spouses, 
dependents, and survivors. PRHP costs may be computed using a pay-as-you-go method or an 
acceptable actuarial cost method in accordance with established written policies of the non-Fed-
eral entity. 

1. For PRHP financed on a pay-as-you-go method, allowable costs will be limited to those representing 
actual payments to retirees or their beneficiaries. 



    

 
 

 
2. PRHP costs calculated using an actuarial cost method recognized by GAAP are allowable if they are 

funded for that year within six months after the end of that year. Costs funded after the six-month pe-
riod (or a later period agreed to by the cognizant agency) are allowable in the year funded. The Federal 
cognizant agency for indirect costs may agree to an extension of the six-month period if an appropriate 
adjustment is made to compensate for the timing of the charges to the Federal Government and related 
Federal reimbursements and the non-Federal entity's contributions to the PRHP fund. Adjustments 
may be made by cash refund, reduction in current year's PRHP costs, or other equitable procedures to 
compensate the Federal Government for the time value of Federal reimbursements in excess of contri-
butions to the PRHP fund. 

3. Amounts funded in excess of the actuarially determined amount for a fiscal year may be used as 
the non-Federal entity contribution in a future period.  

4. When a non-Federal entity converts to an acceptable actuarial cost method and funds PRHP costs in 
accordance with this method, the initial unfunded liability attributable to prior years is allowable if 
amortized over a period of years in accordance with GAAP, or, if no such GAAP period exists, over a 
period negotiated with the cognizant agency for indirect costs. 

5. To be allowable in the current year, the PRHP costs must be paid either to: 
(i)  An insurer or other benefit provider as current year costs or premiums, or 
(ii)  An insurer or trustee to maintain a trust fund or reserve for the sole purpose of providing 

post-retirement benefits to retirees and other beneficiaries. 
6. The Federal Government must receive an equitable share of any amounts of previously allowed post 

retirement benefit costs (including earnings thereon) which revert or inure to the non-Federal entity in 
the form of a refund, withdrawal, or other credit. 

 (a) Severance pay. 
1. Severance pay, also commonly referred to as dismissal wages, is a payment in addition to regular salaries 

and wages, by non-Federal entities to workers whose employment is being terminated.  
Costs of severance pay are allowable only to the extent that in each case, it is required by 

(i)        Law 
(ii)        Employer-employee agreement; 
(iii) Established policy that constitutes, in effect, an implied agreement on the non-Federal enti-

ties part; or 
(iv) Circumstances of the particular employment. 

2. Costs of severance payments are divided into two categories as follows: 
(i) Actual normal turnover severance payments must be allocated to all activities; or, where 

the non-Federal entity provides for a reserve for normal severances, such method will be ac-
ceptable if the charge to current operations is reasonable in light of payments actually made 
for normal severances over a representative past period, and if amounts charged are allo-
cated to all activities of the non-Federal entity. 

(ii) Measurement of costs of abnormal or mass severance pay by means of an accrual will not 
achieve equity to both parties. Thus, accruals for this purpose are not allowable. However, 
the Federal Government recognizes its responsibility to participate, to the extent of its fair 
share, in any specific payment. Prior approval by the Federal awarding agency or cognizant 
agency for indirect cost, as appropriate, is required. 

3. Costs incurred in certain severance pay packages which are in an amount in excess of the normal sever-
ance pay paid by the non-Federal entity to an employee upon termination of employment and are paid 
to the employee contingent upon a change in management control over, or ownership of, the non-Fed-
eral entity's assets, are unallowable. 

4. Severance payments to foreign nationals employed by the non-Federal entity outside the United States, 
to the extent that the amount exceeds the customary or prevailing practices for the non-Federal entity 



    

 
 

 
in the United States, are unallowable, unless they are necessary for the performance of Federal pro-
grams and approved by the Federal awarding agency. 

5. Severance payments to foreign nationals employed by the non-Federal entity outside the United States 
due to the termination of the foreign national as a result of the closing of, or curtailment of activities 
by, the non-Federal entity in that country, are unallowable, unless they are necessary for the perfor-
mance of Federal programs and approved by the Federal awarding agency. 
 

 2 CFR 200.431 (j) 1 through 3 “For IHEs only “, is not Applicable to PacMtn 
  

 (k) Fringe benefit programs and other benefit costs. 
1. The costs meet the requirements of Basic Considerations in 2 CFR 200.402 through 200.411; 
2. The costs are properly supported by approved cost allocation plans in accordance with applicable Fed-

eral cost accounting principles; and  
3. The costs are not otherwise borne directly or indirectly by the Federal Government. 
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Direct Inquiries to:  
Pacific Mountain Workforce Development Council  
1570 Irving Street SW Tumwater, WA 98512 
Telephone: (360) 704-3568  
Email: Info@pacmtn.org 

 
PacMtn is an equal opportunity employer/program. Auxiliary aids and services are available upon request to individuals with 
disabilities. WA Relay 711. 
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