
F
unding scientific pursuits is not a new 
phenomenon. However, the evolution of the 
“funder” is. Until the 20th century, scientists 
typically were individual inventors who either self-

funded or were supported by individual patrons. With the 
advent of the Industrial Revolution and World Wars in the 
early 20th century, corporations and the federal government 
recognized the importance of investing in, or sponsoring, 
research.

Today many scientists and their home institutions or 
organizations receive the bulk of research support from 
governmental sources. As such, robust oversight of 
sponsored research, particularly federally funded research, is 
essential for maintaining public trust in research results and 
outcomes, participants, and how funds are expended.

This article gives an overview of the financial post-award 
process and award management structure, identifies those 
activities in the post-award process that commonly pose 
challenges and risks, and presents approaches for internal 
audit support.

Post-award structure and activities
In the second article of the series, we provided an overview 
of the award lifecycle, noting which steps comprise pre- 
and post-award activities. Proposal development, proposal 
submission, award negotiation and acceptance are typically 
considered  pre-award activities.

The post-award process encompasses award set-up to 
award closeout and overseeing the expenditure of funds. 
The structure for administering post-award activities varies 
across institutions and organizations.

Typically post-award activities may be teamed with pre-
award, and this function reports to an academic leader, 
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such as a provost, or it may be a separate accounting-based 
function that reports to a chief financial officer. However, 
post-award activities are pretty consistent across institutions 
and organizations and you will see post-award management 
responsibilities shared between principal investigators 
and the central post-award office. A typical breakdown of 
responsibilities is provided in Exhibit 1.

Post-award: Common challenges and risks
Exhibit 1 illustrates that the post-award process is a 
multifaceted component of the award lifecycle with numerous 
activities and shared responsibilities. As stated throughout this 
three-part series, there are rules and regulations governing 
each activity, as well as penalties for noncompliance (i.e., legal, 

financial, reputational damages, loss of funding, and potential 
debarment). The following content discusses several areas in 
the process that commonly present challenges and risks for 
institutions and organizations.

Risk area: Award set-up
Process – Award set-up is the process by which the central 
post-award office enters the financial (e.g., budget and 
overhead rate information) and award information (e.g., 
terms, conditions, restrictions) into the financial system, thus 
establishing a project account. The process also includes 
uploading award documentation and notifying the PI and 
department of account establishment. The information is 
entered into the financial system, which should also include 

Exhibit 1: Post-award roles and responsibilities

Principal investigators (PIs) Post-award office

 • Understand and comply with award terms, conditions and 
restrictions placed on expenditures by the sponsors, as well as 
institutional policies 

 • Monitor day-to-day fiscal performance of project

 • Monitor progress toward technical research objectives

 • Monitor subrecipient progress and spending

 • Ensure cost share commitments are filled

 • Charge time/effort to sponsored awards commensurate with 
the committed effort expended on all activities performed 
and certify that effort charged to awards is reasonable 
commensurate with effort expended 

 • Provide input in the preparation of the final fiscal report

 • Prepare and submit final technical report

 • Maintain documentation to support financial activities

 • Communicate award terms, conditions and restrictions to the PI

 • Establish the project account in the financial system

 • Review, approve and set up cost-sharing fund and 
documentation for the sponsor

 • Prepare and execute subrecipient agreements

 • Review project account statements for allowable charges

 • Review and approve cost transfers initiated by PI

 • Secure prior approvals from sponsor

 • Invoice/bill the sponsor

 • Facilitate no-cost extensions

 • Facilitate the effort reporting process and ensure compliance

 • Prepare and submit final fiscal report

 • Close the award in the financial system
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a separate cost-share account if applicable, and is used to 
generate reports and track funding.

Challenges and risks – A challenge that many institutions 
and organizations face is in not clearly defining roles and 
responsibilities for award set-up (i.e., is it a pre-award, 
post-award, or in some cases finance process?). Because the 
hand-off of the award from pre- to post-award is not always 
clearly defined or documented, this can result in the slow 
establishment of project accounts.

Costs must be allowable, 
allocable, reasonable and 
consistently treated (AARC) to 
be directly charged to an award.

Untimely establishment can delay the commencement of 
the project, but more importantly can result in PIs “parking 
costs” on other awards (i.e., placing costs incurred for one 
project on a different project account) while waiting for 
proper account set-up.

This is a risk because: 1) it is prohibited, 2) it could result in 
late cost transfers, which is also prohibited and is a red flag 
for audit, or 3) could result in false claims violations from 
parked costs being submitted for reimbursement to federal 
sponsors.

Risk area: Cost allocations
Process – Costs may be expended against a sponsored 
project if they meet Cost Accounting Standards criteria.

These important ground rules help determine whether a 
cost is:

 • Allowable (permissible per federal regulations, award 
terms and conditions and institutional policies)

 • Allocable (incurred specifically for the sponsored project)

 • Reasonable (meets the prudent person test)

 • Consistently treated (treated similarly in like 
circumstances).

If an expense solely benefits one project it should be 
charged entirely to that one project. However, if the cost 
benefits two or more projects in proportions that can readily 
be determined, then the costs should be allocated based on 

proportional benefit (e.g., actual or approximate usage, PI 
effort, number of experiments, number of FTEs working on 
the project).

Challenges and risks – Some challenges exist with cost 
allocations:

 • Not having consistent cost allocations for supplies that 
benefit multiple projects

 • Not maintaining documentation to support the 
methodology

The risks of failing to consistently apply a cost allocation 
methodology or failing to maintain documentation for the 
methodology is that costs may be questioned upon review 
or audit, and may have to be removed from the award 
(meaning the PI’s department or the institution would have 
to assume the costs).

If the award has been closed out and costs are questioned 
during the course of an audit after the fact, the institution 
may have to reimburse the sponsor, or worse, face fines and 
penalties.

Risk area: Inappropriate costs
Process – As mentioned, costs must be allowable, allocable, 
reasonable and consistently treated (AARC) to be directly 
charged to an award. Direct costs are those costs that can 
be specifically and easily identified with a particular project. 
Other costs, indirect costs (commonly referred to Facilities 
and Administrative or F&A costs) are those incurred for 
common or joint objectives, and cannot be easily and 
specifically identified with a particular sponsored project, an 
instructional activity, or any institutional activity.

Challenges and risks – Often costs appear to be “good” on 
face value (meaning they easily meet the AARC test, and are 
supported with documentation and justification). However, 
the research universe is huge and projects require a variety 
of goods and services.

Sometimes these goods and services may appear 
questionable: they don’t immediately pass the AARC test, 
nor do they have the proper documentation or justification 
to support the acquisition. When this happens:

 • The cost may be questioned by a central office, requiring 
additional administrative effort for the PI and potential 
delay of acquiring the good or service.

 • The costs may be deemed unallowable by a central 
office, preventing the acquisition of the good or service, 
or requiring the removal of the cost from the award.
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The risk with questionable costs that are not documented 
and supported is that they may be deemed unallowable, 
and therefore not permissible to expend against the award. 
If this happens during the course of the award, a nonproject 
account would have to cover the expense. If the award has 
been closed, and costs are questioned during an audit after 
the fact, the institution may have to reimburse the sponsor 
or face fines and penalties.

Risk area: Cost transfers
Process – A cost transfer is an after-the-fact reallocation of an 
expense from one project account to another. AARC costs 
should be properly expended against the correct project 
account when the cost is incurred. However, in the course of 
expenditure review, errors may be identified and, in certain 
circumstances, it may be necessary to correct the posting 
of a cost via a timely cost transfer (i.e., within 90 days of the 
error).

Cost transfers are also sometimes necessary to appropriately 
allocate allowable costs to sponsored projects.

Failure to adequately monitor 
the compliance of subrecipients 
could result in reputational 
damage to the institution.

Challenges and risks – Cost transfers, which are only 
appropriate to correct errors or allocate allowable costs to 
sponsored projects, become problematic when they:

 • Are late (i.e., more than 90 days from detection or 
120 days from when the charge posted to the project 
account)

 • Are used to spend down balances

 • Are used to move deficits

They pose risk because they are typically audit red flags, and 
are indicative of poor award management internal controls 
(i.e., ‘parking costs’, inadequate reconciliation practices, or 
inadequate review and approval of cost transfer processes).

Risk area: Subrecipient monitoring
Process – A subaward is an agreement with a third-party 
organization (subrecipient) performing a portion of a prime 
recipient organization’s (pass through entity) research 
project.

Regulations1 require the pass-through entity to:

 • Evaluate each subrecipient’s risk of noncompliance 
to determine the appropriate level of subrecipient 
monitoring

 • Monitor the activities of the subrecipient as necessary to 
ensure that the subaward is used for authorized purposes 
in compliance with federal statutes, regulations, and the 
terms and conditions of the subaward

 • Ensure subaward performance goals are achieved. 
Monitoring activities are shared between the PI (e.g., 
monitoring for programmatic progress) and the central 
post-award office (e.g., evaluating for risk)

Challenges and risks – Subawards are a way for PIs to 
collaborate with colleagues at other organizations in order 
to strengthen scientific components of a research project. 
One of the challenges with subawards is to first classify them 
as a subaward (e.g., helping carry out the aims and goals of 
the project) or a vendor (e.g., a service).

Another challenge is to effectively monitor them for 
progress and financial compliance, since subawardees 
may be geographically dispersed, and not in the lab 
down the hall. Misclassification of a subaward could have 
indirect cost recovery implications. A lack of oversight 
by the PI can result in subawardees failing to achieve 
project objectives, misspending funds, or not invoicing 
timely.

One of the main risks with 
effort reporting is that effort 
expended might not agree 
with what was certified.

Further, failure to adequately monitor the compliance of 
subrecipients could result in reputational damage to the 
institution and jeopardize current and future funding.

Risk area: Effort reporting and certification
Process – Effort reporting is one method used by 
institutions and organizations to verify salary charges 
expended against a federal award to ensure the charges 
are accurate, timely and reasonably reflect the actual level 
of work performed.

1  Uniform Guidance §200.331
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Challenges and risks – Effort reporting poses a few 
challenges:

 • It is not the easiest process to conceptualize. Asking a 
PI to convert their time spent on certain activities into 
a percentage of effort is an unfamiliar concept. Unlike 
professional services, faculties do not measure their 
time in billable hours nor do they have a common 
denominator (e.g., a 40-hour work week). If you ask a 
PI how long they spent on a project they will tell you 
everything (research, instruction, etc.) is interrelated and 
they are always working.

 • There is a time lag with effort reporting. It is a retroactive 
look back at a three- to six-month period, which prevents 
precision.

 • Payroll data is not always easily converted or displayed 
to effectively demonstrate how effort on a project was 
expended. A PI may have a hard time certifying that a 
certain salary amount equated to a particular percentage 
of effort expended.

 • PIs and other key personnel may be overcommitted, 
and as a result may not meet their effort commitments. 
One of the main risks with effort reporting is that effort 
expended might not agree with what was certified.

 • Effort, though it may evolve in the post-Uniform 
Guidance era, continues to be a major area of audit 
inquiry. Audit findings of noncompliance can result 
in fines, penalties, and loss of current and future 
funding.

Risk area: Closeout
Process – Closeout, defined by OMB Uniform Guidance, is 
the process by which the sponsor and awardee determine 
that all applicable administrative actions and all required 
work of the sponsored award have been completed. 
Closeouts are an important component of the award 
lifecycle because all final deliverables and financial 
account reconciliations happen at the conclusion of the 
sponsored project.

From an institutional administrative standpoint, this means 
ensuring all expenditures have been reviewed, accounts 
reconciled and final reports, including financial, progress, 
technical, invention, etc., have been completed, reviewed 
and submitted.

Timely closeouts, which the Uniform Guidance mandates are 
no more than 90 days from the project end date, reduce the 
risk that unallocable costs are charged to open awards.

Since many federal awards are cost reimbursable, 
closeouts also help ensure that an institution receives 
reimbursement for research expenditures and does not 
lose money.

Challenges and risks – Closing an award properly, accurately 
and timely is an award term and condition of acceptance. 
Failure to close an award timely can impede the ability 
to draw down cash, if pending transactions exist or 
deliverables are not submitted to sponsor timely. Further, 
not closing awards in a timely fashion can result in delay or 
loss of future funding, and can increase audit risk, resulting 
in findings.

Internal audit support and solutions
Internal audit can support post-award offices and other 
award management support offices, with assurances that 
internal controls described above are working. Assistance 
can be provided in a number of ways, including those shown 
below.

Risk area: Award set-up
 • Test the timeliness of account set-up. If significant lags 

occur, look for parking of expenses.

 • Provide best practice recommendations, including 
setting up advance accounts or encouraging charging 
costs to an unrestricted account, if the PI believes the 
award is coming, and then transferring costs once the 
award arrives.

Risk area: Cost allocations
 • Provide best practice recommendations that could 

include developing an objective denominator to charge 
supplies within a department or lab (e.g., number of FTEs, 
percentage of effort, lab square footage, or number of 
experiments). Also, encourage timely reconciliation of 
actual versus budgeted cost as it is critical to ensure costs 
are charged appropriately.

Risk area: Inappropriate costs
 • Evaluate policies and processes on timely reconciliation 

of actual costs.

 • Test for improper charging of overhead expenses and 
other items that may be covered by F&A reimbursement.

 • Provide best practice recommendations, which could 
include encouraging PIs to document and keep good 
records for all expenditures, using notes and comment 
fields for electronic transactions, providing a justification 
and attaching support, and tying expenditures back to 
the budget and budget justification.
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Risk area: Cost transfers
 • Test the timeliness, supporting documentation and 

approval of cost transfers.

 • Provide best practice recommendations that encourage 
charging expenditures right the first time. Encourage 
the projection of costs to discourage the need to spend 
down awards, and remind PIs who find errors in cost 
charging and need to transfer costs to document how 
and why the error occurred, and what steps will be taken 
in the future to prevent recurrence.

Risk area: Subrecipient monitoring
 • Determine whether subrecipient monitoring policies 

exist, and assess for consistency with OMB Uniform 
Guidance regulations, noting gaps and providing 
recommendations for achieving consistency.

 • Document existing subrecipient monitoring workflows, 
noting gaps or breakdowns, and evaluate them for 
effectiveness.

 • Test a sample of executed subawards to determine if 
an initial risk assessment occurred before the subaward 
agreement is signed, whether documentation exists to 
support the assessment and classification of risk, and 
whether the proper determination of subaward versus 
vendor was made.

 • The executed subaward could also be reviewed to 
determine whether the classification of risk impacted 
the terms and conditions of the subaward (i.e., if 
the subrecipient was deemed high risk in the initial 
assessment or if the subaward included extra monitoring 
and oversight).

 • Provide best practice recommendations that encourage 
regular PI communication with subrecipients. 

Encourage policies to include provisions for penalties 
for noncompliance (e.g., withhold payment if they aren’t 
doing the work).

Risk area: Effort reporting and certification
 • Evaluate the policy on effort reporting, and what 

guidance is provided on how to allocate time  
(e.g., 40 hours vs. total professional effort).

 • Test the timeliness of effort certifications.

 • Provide best practice recommendations that 
encourage charging salary properly the first time, and 
communication with the sponsor if key personnel are 
overcommitted and need a reduction in effort.

Risk area: Closeout
 • Test the timeliness of closeout to determine whether the 

90-day rule is met.

 • Set up monitoring routines to evaluate and measure the 
timeliness of closeouts.

Conclusion
Federal funding for research is now a long-standing 
tradition in our country. While funding levels may 
fluctuate based on administrations and market 
conditions, public funding for research is unlikely to go 
away as it promotes inquiry, training and innovation. 
With public support comes regulation, responsibility and 
opportunity, but also risk.

With the support of internal audit as a partner and ally, 
post-award personnel and institutional officials can gain 
some assurance that gaps in the post-award process 
are being identified, effectiveness is being assessed, 
efficiencies are being achieved and risks are being 
mitigated. 

Find people who will make you better.  
~Michelle Obama
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