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DATE ISSUED:  02/01/2017 
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Purpose 
The purpose of this document is to provide guidance when applying severance pay to a federal 
grant. 
 

SEVERANCE PAY 
Severance pay, also commonly referred to as dismissal wages, is a payment in addition to regular 
salaries and wages, by recipients and subrecipients to workers whose employment is being 
terminated. Severance pay is 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 recipient's or subrecipient's part; or (iv) Circumstances of the 
particular employment. 

 
Pursuant to the federal guidance and the organization's internal policies, the charging of 
severance expenses against federal awards is allowable. 
 

SEVERANCE PAY COST ALLOCATION 
Costs of severance payments are divided into two categories as follows (2 CFR 200.431(i)(2)): 
 

(i) Actual severance payments for normal turnover must be allocated to all activities; or, 
where the recipient or subrecipient provides for a reserve for normal severances, such 
method is acceptable if the charge to current operations is reasonable in light of 
payments made for normal severances over a representative past period, and if 
amounts charged are allocated to all activities of the recipient or subrecipient. 
 

(ii)  Measuring the costs of abnormal or mass severance pay by means of an accrual 
method will not achieve equity for both parties. Therefore, accruals are not allowable. 
However, the Federal Government recognizes its responsibility to contribute its fair 
share toward a specific payment.  Prior approval by the Federal agency or cognizant 
agency for indirect cost, as appropriate, is required.  

 

https://www.ecfr.gov/current/title-2/part-200/section-200.431#p-200.431(i)
https://www.ecfr.gov/current/title-2/part-200/section-200.431#p-200.431(i)(2)
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UNUSED ACCURED LEAVE PAYMENTS 
Payments to separating employees for unused leave are NOT direct costs to any federal awards. If 
your organization would like to charge unused accrued leave as indirect costs, the cognizant 
agency to approve your organization’s indirect cost rate is most likely the Ohio Department of 
Education and Workforce.  Questions can be directed to indirectcost@education.ohio.gov.  
 
2 CFR §200.431(e)(3) states that actual claims paid to or on behalf of employees or former 
employees for workers' compensation, unemployment compensation, severance pay, and similar 
employee benefits (for example, post-retirement health benefits) are allowable in the year of 
payment provided that the recipient or subrecipient follows a consistent costing policy. 
 
DETERMINING ALLOWABLE PERCENTAGE 
Variables to be considered when determining percentage of severance allowable include number 
of years worked on the award and “percentage of effort” expended by the employee during those 
years. 
  

mailto:indirectcost@education.ohio.gov
https://www.ecfr.gov/current/title-2/part-200/section-200.431#p-200.431(e)(3)
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QUESTIONS AND ANSWERS 
 
Q. Can I charge a federal grant for severance pay per 2 CFR §200.431(i)? 
A. Yes, charging severance expenses against federal awards is allowable and should 
follow a consistent costing policy. 
 
Q. Do I need an indirect cost rate to charge severance pay to my federal grant(s)? 
A. No. 
 
Q. Do I need an indirect cost rate to charge payments for unpaid leave to my federal 

grant? 
A. Yes. Clarification provided in the US Chief Financial Officers Council’s frequently asked 

questions document under reference .431-1 states that unused leave expenses cannot 
be charged directly to Federal programs.  

 
Q. What is percentage of effort? 
A. For example, if an employee worked and 50 percent of the employee’s salary was 

charged to the Title I grant for the entirety of her employment, the Title I grant could 
be charged 50 percent of the severance cost for this employee, providing the non-
Federal entity follows a consistent costing policy. The 50 percent balance of severance 
representing non-Title I activity completed by the employee must be charged to 
another source of funding or to an unrestricted source. 

 
Q. If I don’t have any other funding sources, where should I charge the difference? 
A. Each school must communicate internally to determine how these costs should be 

funded if there is no available source of sponsored funding at the program level. 
 
Q. May I charge severance against non-federal awards? 
A. Yes, to the extent that such charges comply with the terms and conditions of the 

sponsored award and the school’s consistent costing policy. 
 
 
General questions should be emailed to the Ohio Department of Education & Workforce at 
Grants.Management@education.ohio.gov.  
 
 
Related Resources 

Subject Document/Resource 
Federal Cost 
Principles 

Uniform Administrative Requirements, Cost Principles, and Audit 
Requirements for Federal Awards (2 CFR Chapter II, Part 200) 

  

https://www.ecfr.gov/current/title-2/part-200/section-200.431#p-200.431(i)
https://www.cfo.gov/wp-content/uploads/2014/11/2014-11-26-Frequently-Asked-Questions.pdf
mailto:Grants.Management@education.ohio.gov.
https://www.ecfr.gov/current/title-2/part-200
https://www.ecfr.gov/current/title-2/part-200
Starkey, Annie
Per KZ, remove Uniform Guidance reference, use 2CFR
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