APPENDI X 1

EXECUTI VE OFFI CE OF THE PRESI DENT
OFFI CE OF MANAGEMENT AND BUDGET
WASHI NGTON, D. C. 20503

May 4, 1995

Circular No. A-87
Revi sed

TO THE HEADS COF EXECUTI VE DEPARTMENTS AND ESTABLI SHVENTS
FROMW Alice M Rvlin Director

SUBJECT: Cost Principles for State, Local, and Indian Triba
Gover nment s

1. Purpose. This G rcular establishes principles and standards for
determning costs for Federal awards carried out through grants, cost

rei mbursenment contracts, and other agreenents with State and | oca
governnents and federally-recognized Indian tribal governnments (governnmenta
units).

2. Authority. This Crcular is issued under the authority of the Budget
and Accounting Act of 1921, as anended; the Budget and Accounting Procedures
Act of 1950, as anended; the Chief Financial Oficers Act of 1990;
Reor gani zati on Plan No. 2 of 1970; and Executive Order No. 11541
("Prescribing the Duties of the Ofice of Managenent and Budget and the
Donmestic Policy Council in the Executive Ofice of the President").

3. Background. An interagency task force was established in 1987 to review
exi sting cost principles for Federal awards to State, local, and Indian

tribal governnents. The task force studied |Inspector General reports and
recomendati ons, solicited suggestions for changes to the Circular from
governnental units, and conpared for consistency the provisions of other OVB
cost principles circulars covering non-profit organizations and universities.

A proposed revised Circular reflecting the results of those efforts was

i ssued on Cctober 12, 1988, and August 19, 1993. Extensive coments on the
proposed revisions, discussions with interest groups, and rel ated

devel opnments were considered in devel oping this revision

4. Rescissions. This Crcular rescinds and supersedes Crcul ar A-87,
i ssued January 15, 1981

5. Policy. This Crcular establishes principles and standards to provide
a uni form approach for deternmning costs and to pronote effective program
delivery, efficiency, and better rel ationshi ps between governnental units and
the Federal CGovernnment. The principles are for deternining allowable costs
only. They are not intended to identify the circunstances or to dictate the
extent of Federal and governmental unit participation in the financing of a
particul ar Federal award. Provision for profit or other increnent above cost
is outside the scope of this Crcular.

6. Definitions. Definitions of key ternms used in this Grcular are
contained in Attachnent A, Section B.



7. Required Action. Agencies responsible for adm nistering prograns that
i nvol ve cost reinbursenent contracts, grants, and other agreenents with
governnental units shall issue codified regulations to inplement the
provisions of this Crcular and its Attachments by Septenmber 1, 1995.

8. OVB Responsibilities. The Ofice of Managenment and Budget (OVB) wil |l
revi ew agency regul ations and inplenentation of this Crcular, and wll
provide policy interpretati ons and assistance to insure effective and
efficient inplementation. Any exceptions will be subject to approval by OWB.
Exceptions will only be nmade in particular cases where adequate justification
is presented.

9. Informati on Contact. Further information concerning this Circular may
be obtained by contacting the Ofice of Federal Financial Mnagenent,

Fi nanci al Standards and Reporting Branch, Ofice of Managenent and Budget,
Washi ngt on, DC 20503, tel ephone 202-395- 3993.

10. Policy Review Date.. OMB Circular A-87 will have a policy review three
years fromthe date of issuance.

11. Effective Date. This Circular is effective as foll ows:
-For costs charged indirectly or otherw se covered by the cost
al l ocation plans described in Attachnents C, D and E, this revision
shall be applied to cost allocation plans and indirect cost
proposal s submitted or prepared for a governnmental unit's fiscal
year that begins on or after Septenber 1, 1995.
-For other costs, this revision shall be applied to all awards or
amendnent s, including continuation or renewal awards, nade on or
after Septenber 1, 1995.
At t achnent s
OMB Cl RCULAR NO. A-87
COST PRI NCI PLES FOR
STATE, LOCAL AND | NDI AN TRI BAL GOVERNMENTS
TABLE OF CONTENTS
Attachnment A - CGeneral Principles for Determning Al owabl e Costs
Attachnment B - Selected Itens of Cost

Attachnent C - State/lLocal-Wde Central Service Cost Allocation
Pl ans

Attachnent D - Public Assistance Cost Allocation Pl ans

Attachnent E

State and Local Indirect Cost Rate Proposals
Circular No. A-87
Attachment A

GENERAL PRI NClI PLES FOR DETERM NI NG
ALLOMBLE CCOSTS



TABLE OF CONTENTS

A. Pur pose and Scope
1. oj ectives

2. Pol i cy gui des
3. Application

B. Definitions
1. Approval or authorization of the awarding or cogni zant Federa

agency
2. Awar d
3. Awar di ng agency
4. Central service cost allocation plan
5.Claim
6. Cogni zant agency
7. Common rul e
8. Cont r act
9. Cost
10. Cost allocation plan
11. Cost objective
12. Federal | y-recogni zed I ndian tribal governnent
13. CGovernment al wunit
14. Grantee department or agency
15. I ndirect cost rate proposa
16. Local governnent
17. Publ i c assi stance cost allocation plan
18. State
C. Basi ¢ Cuidelines
1. Factors affecting allowability of costs
2. Reasonabl e costs
3. Al l ocabl e costs
4. Applicable credits

. Conposi tion of Cost
. Total cost
.Classification of costs

N RO

.Direct Costs
. Genera

= m

2. Application
3. Mnor itens

F.Indirect Costs

1. Genera

2.Cost allocation plans and indirect cost proposals
3.Limtation on indirect or adninistrative costs

G I nt eragency Services

H. Retired Certifications

A Pur pose and Scope



1. oj ectives. This Attachnent establishes principles for
det erm ni ng
the all owabl e costs incurred by State, local, and federally-recognized I ndian
tribal governnents (governnental units) under grants, cost reinbursenent
contracts, and other agreenents with the Federal Covernnent (collectively
referred to in this Grcular as "Federal awards"). The principles are for
the purpose of cost determination and are not intended to identify the
circunstances or dictate the extent of Federal or governnental unit
participation in the financing of a particular programor project. The
principles are designed to provide that Federal awards bear their fair share
of cost recogni zed under these principles except where restricted or
prohibited by law. Provision for profit or other increnent above cost is
out side the scope of this G rcular.

2. Pol i cy gui des.

a. The application of these principles is based on the fundanental
prem ses that:

1. CGovernnental units are responsible for the efficient and
effective adm nistration of Federal awards through the application of sound
management practi ces.

2. CGovernnental units assune responsibility for
admi ni stering
Federal funds in a manner consistent with underlying agreenents, program
obj ectives, and the terns and conditions of the Federal award.

3. Each governmental unit, in recognition of its own unique
conbi nation of staff, facilities, and experience, will have the primary
responsibility for enploying whatever formof organization and nanagenent
techni ques nay be necessary to assure proper and efficient adm nistration of
Federal awards.

b. Federal agencies should work with States or localities which
wi sh
to test alternative nechani sns for paying costs for admnistering Federa
progranms. The O fice of Managenent and Budget (OWVB) encourages Federa
agencies to test fee-for-service alternatives as a replacenent for current
cost -rei mbursenent paynent nethods in response to the National Perfornmance
Revi ew s (NPR) recommendation. The NPR recomended the fee-for-service
approach to reduce the burden associated with nai ntai ning systens
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for charging admnistrative costs to Federal prograns and preparing and
approving cost allocation plans. This approach should al so increase
i ncentives for administrative efficiencies and inprove outcones.

3. Appl i cation

a. These principles will be applied by all Federal agencies
in
determning costs incurred by governmental units under Federal awards
(including subawards) except those with (1) publicly-financed educationa
institutions subject to OMB G rcular A-21, "Cost Principles for Educationa
Institutions," and (2) prograns adm nistered by publicly-owned hospitals and



ot her providers of nedical care that are subject to requirenents promnul gated
by the sponsoring Federal agencies. However, this Grcular does apply to all
central service and departnment/agency costs that are allocated or billed to
those educational institutions, hospitals, and other providers of nedica
care or services by other State and | ocal governnent departnents and

agenci es.

b. Al'l subawards are subject to those Federal cost
princi pl es
applicable to the particul ar organi zati on concerned. Thus, If a subaward is
to a governnental unit (other than a college, university or hospital), this
Circular shall apply; if a subaward is to a comercial organi zation, the cost
principles applicable to commercial organizations shall apply; if a subaward
is to a college or university, Grcular A-21 shall apply; if a subaward is to
a hospital, the cost principles used by the Federal awardi ng agency for
awards to hospitals shall apply, subject to the provisions of subsection
A.3.a. of this Attachnent; if a subaward is to sone other non-profit
organi zation, G rcular A-122, "Cost Principles for Non-Profit Organizations,
" shall apply.

c. These principles shall be used as a guide in the pricing
of
fixed price arrangenents where costs are used in determning the appropriate
price.

d. Where a Federal contract awarded to a governnental unit
i ncorporates a Cost Accounting Standards (CAS) clause, the requirenents of
that clause shall apply. In such cases, the governmental unit and the

cogni zant Federal agency shall establish an appropriate advance agreenent on
how t he governmental unit will conply with applicable CAS requirenents when
estimating, accurulating and reporting costs under CAS-covered contracts.

The agreenent shall indicate that OMB Circular A-87 requirenents wll be
applied to other Federal awards. 1In all cases, only one set of records needs
to be maintained by the governmental unit.
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B. Definitions

1. "Approval or authorization of the awardi ng or cogni zant Federa
agency" neans documnentation evidencing consent prior to incurring a specific
cost. If such costs are specifically identified in a Federal award docunent,
approval of the docunent constitutes approval of the costs. |If the costs are
covered by a State/local -wi de cost allocation plan or an indirect cost
proposal, approval of the plan constitutes the approval

2. "Awar d" means grants, cost reinbursenent contracts and other
agreements between a State, local and Indian tribal government and the
Federal Governmnent.

3. "Awar di ng agency" neans (a) with respect to a grant, cooperative
agreenment, or cost reinbursenent contract, the Federal agency, and (b) with
respect to a subaward, the party that awarded the subaward.

4. "Central service cost allocation plan" means the docunentation
i dentifying, accurmul ating, and al |ocating or developing billing rates based
on the allowabl e costs of services provided by a governnental unit on a



centralized basis to its departnents and agencies. The costs of these
services nay be allocated or billed to users.

5. "Claim means a witten demand or witten assertion by the
governnental unit or grantor seeking, as a matter of right, the paynent of
noney in a sumcertain, the adjustnent or interpretation of award terns, or
other relief arising under or relating to the award. A voucher, invoice or
other routine request for payment that is not a dispute when subnitted is not
a claim Appeals, such as those filed by a governnmental unit in response to
guestioned audit costs, are not considered clainms until a final managenent
deci sion is nmade by the Federal awardi ng agency.

6. "Cogni zant agency" neans the Federal agency responsible for
revi ewi ng, negotiating, and approving cost allocation plans or indirect cost
proposal s devel oped under this Crcular on behalf of all Federal agencies.
OMB publishes a listing of cogni zant agenci es.

7. "Comon Rul e" neans the "Uniform Adm nistrative Requirenments for
Grants and Cooperative Agreenents to State and Local CGovernnents; Final Rule”
originally issued at 53 FR 8034-8103 (March 11, 1988). Oher common rul es
will be referred to by their specific titles.

8. "Contract"” means a nutually binding | egal relationship
obligating
the seller to furnish the supplies or services (including construction) and
the buyer to pay for them It includes all types of conmmitnents that
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obligate the governnent to an expenditure of appropriated funds and that,
except as otherw se authorized, are in witing. |In addition to bilatera
instrunments, contracts include (but are not limted to): awards and notices
of awards; job orders or task orders issued under basic ordering agreements;
letter contracts; orders, such as purchase orders, under which the contract
becones effective by witten acceptance or perfornmance; and, bilatera
contract nodifications. Contracts do not include grants and cooperative
agreenments covered by 31 U S.C. 6301 et seq.

9. "Cost" means an anount as determined on a cash, accrual, or
ot her
basis acceptable to the Federal awardi ng or cogni zant agency. |t does not
include transfers to a general or simlar fund.

10. "Cost allocation plan" neans central service cost allocation plan,
publi c assistance cost allocation plan, and indirect cost rate proposal
Each of these terns are further defined in this section

11. "Cost objective" means a function, organizational subdivision
contract, grant, or other activity for which cost data are needed and for
whi ch costs are incurred.

12. "Federal | y-recogni zed Indian tribal government" neans the
gover ni ng
body or a governmental agency of any Indian tribe, band, nation, or other
organi zed group or comunity (including any native village as defined in
Section 3 of the Alaska Native Clainms Settlenent Act, 85 Stat. 688) certified
by the Secretary of the Interior as eligible for the special prograns and



servi ces provided through the Bureau of Indian Affairs.

13. "Governmental unit" means the entire State, |ocal, or federally-
recogni zed I ndian tribal governnment, including any conponent thereof.
Conponents of governnental units may function independently of the
governnental unit in accordance with the termof the award

14. "Grant ee department or agency" means the conponent of a State
| ocal, or federally-recognized Indian tribal government which is responsible
for the performance or administration of all or sone part of a Federal award

15. "Indirect cost rate proposal"” neans the docunentation prepared
by
a governmental unit or conponent thereof to substantiate its request for the
establi shnent of an indirect cost rate as described in Attachnent E of this
Crcul ar.

16. "Local government" neans a county, nunicipality, city, town,
townshi p, local public authority, school district, special district,
intrastate district, council of governments (whether or
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not incorporated as a, non-profit corporation under State |aw), any other
regional or interstate governnment entity, or any agency or instrunentality of
a local governnent.

17. "Public assistance cost allocation plan' nmeans a narrative
description of the procedures that will be used in identifying, neasuring and
allocating all adm nistrative costs to all of the progranms administered or
supervi sed by State public assistance agencies as described in Attachnent D
of this Crcular.

18. "State" means any of the several States of the United States,
t he
District of Colunbia, the Coomobnwealth of Puerto Rico, any territory or
possession of the United States, or any agency or instrunentality of a State
excl usi ve of |ocal governnents.

C. Basi c- Gui del i nes

1. Factors affecting allowability of costs. To be allowable under
Federal awards, costs nust meet the follow ng general criteria:

a. Be necessary and reasonabl e for proper and efficient
performance and admi ni stration of Federal awards.

b. Be all ocabl e to Federal awards under the provisions of
this
G rcul ar.
c. Be aut horized or not prohibited under State or |oca
| aws or
regul ati ons.
d. Conformto any limtations or exclusions set forth in

t hese



principles, Federal |aws, terns and conditions of the Federal award, or other
governing regul ations as to types or anpbunts of cost itens.

e. Be consistent with policies, regulations, and procedures
t hat
apply uniformy to both Federal awards and other activities of the
governnental unit.

f. Be accorded consistent treatnent. A cost may not be
assi gned
to a Federal award as a direct cost if any other cost incurred for the sane
purpose in like circunstances has been allocated to the Federal award a- an
i ndi rect cost.

g. Except as otherwi se provided for in this Grcular, be
determned in accordance with generally accepted accounting principles.

h. Not be included as a cost or used to neet cost sharing
or
mat chi ng requi renments of any other Federal award in
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either the current or a prior period, except as specifically provided by
Federal law or regul ation

i.Be the net of all applicable credits.
j - Be adequately docunent ed

2. Reasonabl e costs. A cost is reasonable if, inits nature and
amount, it does not exceed that which would be incurred by a prudent person
under the circunstances prevailing at the time the decision was made to incur
the cost. The question of reasonableness is particularly inmportant when
governnental units or conponents are predominately federally-funded. In
det erm ni ng reasonabl eness of a given cost, consideration shall be given to:

a. Whet her the cost is of a type generally recogni zed as
ordi nary
and necessary for the operation of the governnmental unit or the perfornmance
of the Federal award.

b. The restraints or requirenents inposed by such factors
as:
sound busi ness practices; arnms | ength bargaining; Federal, State and other
| aws and regul ations; and, terns and conditions of the Federal award.

c. Market prices for conparabl e goods or services.

d. Whet her the individuals concerned acted with prudence in
t he
circunstances considering their responsibilities to the governnental unit,
its enpl oyees, the public at large, and the Federal Governnent.

e. Significant deviations fromthe established practices of
t he
governnental unit which may unjustifiably increase the Federal award's cost.



3. Al | ocabl e costs.

a. A cost is allocable to a particular cost objective if
t he
goods or services involved are chargeable or assignable to such cost
obj ective in accordance with relative benefits received.

b. Al activities which benefit fromthe governnmenta
unit's
i ndirect cost, including unallowable activities and services donated to the
governnental unit by third parties, will receive an appropriate allocation of
i ndi rect costs.

C. Any cost allocable to a particul ar Federal award or cost
obj ective under the principles provided for in this Crcular nay not be
charged to other Federal awards to overconme fund deficiencies, to avoid
restrictions inmposed by law or ternms of the Federal awards, or for other
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reasons. However, this prohibition would not preclude governnental units
fromshifting costs that are all owable under two or nore awards in accordance
wi th existing program agreenents.

d. Where an accunul ation of indirect costs will ultimately
result
in charges to a Federal award, a cost allocation plan will be required as
described in Attachnments C, D, and E

4. Applicable credits.

a. Applicable credits refer to those receipts or reduction
of
expenditure-type transactions that offset or reduce expense itens allocable
to Federal awards as direct or indirect costs. Exanples of such transactions
are: purchase discounts, rebates or allowances, recoveries or indemities on
| osses, insurance refunds or rebates, and adjustments of overpaynments or
erroneous charges. To the extent that such credits accruing to or received
by the governmental unit relate to allowable costs, they shall be credited to
the Federal award either as a cost reduction or cash refund, as appropriate.

b. In sone instances, the ambunts received fromthe Federa
Covernment to finance activities or service operations of the governmental
unit should be treated as applicable credits. Specifically, the concept of
netting such credit itens (including any anounts used to neet cost sharing or
mat chi ng requi rements) shoul d be recognized in determning the rates or
amounts to be charged to Federal awards. (See Attachment B, item 15
"Depreciation and use all owances," for areas of potential application in the
matter of Federal financing of activities.)

D. Conposition of Cost

1. Total cost. The total cost of Federal awards is conprised of
t he
al l owabl e direct cost of the program plus its allocable portion of allowable
indirect costs, |less applicable credits.



2. Classification of costs. There is no universal rule for
classifying certain costs as either direct or indirect under every accounting
system A cost may be direct with respect to sone specific service or
function, but indirect with respect to the Federal award or other final cost
obj ective. Therefore, it is essential that each item of cost be treated
consistently in like circunstances either as a direct or an indirect cost.
Quidelines for determning direct and indirect costs charged to Federa
awards are provided in the sections that follow
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E. Direct Costs

1. Ceneral. Direct costs are those that can be identified
specifically with a particular final cost objective.

2. Application. Typical direct costs chargeable to Federal awards
are:

a. Conpensati on of enployees for the tine devoted and
identified
specifically to the performance of those awards.

b. Cost of mmterials acquired, consuned, or expended
specifically
for the purpose of those awards.

c. Equi prent and ot her approved capital expenditures.

d. Travel expenses incurred specifically to carry out the
awar d.

3. M nor items. Any direct cost of a minor anbunt may be treated
as
an indirect cost for reasons of practicality where such accounting treatnent
for that itemof cost is consistently applied to all cost objectives.

F.Indirect Costs

1. General. Indirect costs are those: (a) incurred for a conmon or
joint purpose benefiting nore than one cost objective, and (b) not readily
assignable to the cost objectives specifically benefitted, w thout effort
di sproportionate to the results achieved- The term"indirect costs," as used
herein, applies to costs of this type originating in the grantee departnent,
as well as those incurred by other departments in supplying goods, services,
and facilities. To facilitate equitable distribution of indirect expenses to
the cost objectives served, it may be necessary to establish a nunber of
pools of indirect costs within a governnental unit departnent or in other
agenci es providing services to a governnental unit departnent. |Indirect cost
pool s should be distributed to benefitted cost objectives on bases that will
produce an equitable result in consideration of relative benefits derived.

2. Cost allocation plans and indirect cost proposals. Requirenments
for
devel opnment and submi ssion of cost allocation plans and indirect cost rate
proposals are contained in Attachnents C, D, and E



3.Limtation on indirect or adm ni strative costs.

a. In addition to restrictions contained in this Crcular,
there
may be laws that further limt the anbunt of adm nistrative or indirect cost
al | owed.
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b. Anmount s not recoverable as indirect costs or
admini strative
costs under one Federal award may not be shifted to another Federal award,
unl ess specifically authorized by Federal |egislation or regulation

G I nt eragency Services. The cost of services provided by one agency to
another within the governnental unit may include allowable direct costs of
the service plus a pro rate share of indirect costs. A standard indirect
cost all owance equal to ten percent of the direct salary and wage cost of
provi ding the service (excluding overtime, shift prem uns, and fringe
benefits) may be used in lieu of determ ning the actual indirect costs of the
service. These services do not include centralized services included in
central service cost allocation plans as described in Attachment C

H. Required Certifications. Each cost allocation plan or indirect cost
rate proposal required by Attachnments C and E nust conply with the foll ow ng:

1. No proposal to establish a cost allocation plan or an indirect
cost
rate, whether subrmitted to a Federal cognizant agency or naintained on file
by the governmental unit, shall be acceptable unless such costs have been
certified by the governnental unit using the Certificate of Cost Allocation
Plan or Certificate of Indirect Costs as set forth in Attachnents C and E
The certificate nmust be signed on behalf of the governmental unit by an
i ndividual at a level no lower than chief financial officer of the
governnental unit that submits the proposal or conponent covered by the
proposal .

2. No cost allocation plan or indirect cost rate shall be approved
by
the Federal Governnent unless the plan or rate proposal has been certified.
Where it is necessary to establish a cost allocation plan or an indirect cost
rate and the governmental unit has not submitted a certified proposal for
establ i shing such a plan or rate in accordance with the requirenents, the
Federal Governnment may either disallow all indirect costs or unilaterally
establish such a plan or rate. Such a plan or rate nay be based upon audited
hi storical data or such other data that have been furnished to the cognizant
Federal agency and for which it can be denonstrated that all unall owable
costs have been excluded. Wen a cost allocation plan or indirect cost rate
is unilaterally established by the Federal Governnment because of failure of
the governnmental unit to subnit a certified proposal, the plan or rate
established will be set to ensure that potentially unallowable costs will not
be rei mbursed.

10
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39. Taxes

40. Trai ni ng
41. Travel costs
42. Under -recovery of costs under Federal agreements

Sections 1 through 42 provide principles to be applied in establishing
the allowability or unallowability of certain itens of cost. These
principles apply whether a cost is treated as direct or indirect. A cost is
al l owabl e for Federal reinbursement only to the extent of benefits received
by Federal awards and its conformance with the general policies and
principles stated in Attachment Ato this Crcular. Failure to nention a
particular itemof cost in these sections is not intended to inply that it is
either allowabl e or unallowable; rather, deternmination of allowability in
each case should be based on the treatnent or standards provided for simlar
or related itens of cost.

1. Accounting. The cost of establishing and maintaining accounting and
other information systenms is all owabl e.

2. Advertising and public relations costs.

a. The term "advertising costs" nmeans the costs of advertising
medi a
and corollary admnistrative costs. Advertising nedia include magazi nes,
newspapers, radio and tel evision prograns, direct mail, exhibits, and the
i ke.

b. The term "public relations"” includes comunity relations and
means
those activities dedicated to maintaining the i mage of the governnental unit
or maintaining or pronoting understanding and favorable relations with the
community or public at |arge or any segnent of the public.

C. Advertising costs are allowable only when incurred for the
recruitnment of personnel, the procurenment of goods and services, the disposa
of surplus materials, and any other specific purposes necessary to neet the
requirenents of the Federal award. Advertising costs associated with the
di sposal of surplus materials are not allowable where all disposal costs are
rei mbursed based on a standard rate as specified in the grants managenent
conmon rul e.

d. Public relations costs are all owabl e when

(1) Specifically required by the Federal award and then only
as a
direct cost;
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(2) Incurred to conmmuni cate with the public and press
pertai ni ng
to specific activities or acconplishnments that result from performance of the
Federal award and then only as a direct cost; or

(3) Necessary to conduct general liaison with news nedia and
governnent public relations officers, to the extent that such activities are
[imted to conmunication and |iaison necessary to keep the public inforned on



matters of public concern, such a- notices of Federal contract/grant awards,
financial matters, etc.

e. Unal | owabl e advertising and public relations costs include the
fol |l owi ng:

(1) Al'l advertising and public relations costs other than as
specified in subsections c. and d.

(2) Except as otherwi se pernmtted by these cost principles,
costs
of conventions, neetings, or other events related to other activities of the
governnental unit including:

(a) Costs of displays, denmponstrations, and exhibits;

(b) Costs of neeting roons, hospitality suites, and
ot her
special facilities used in conjunction with shows and ot her special events;
and

(c) Sal ari es and wages of enpl oyees engaged in
setting up and
di spl ayi ng exhi bits, making denonstrations, and providing briefings;

(3) Costs of pronotional itens and nmenorabilia, including
nodel s,
gifts, and souvenirs; and

(4) Costs of advertising and public relations designed
solely to
pronote the governnental unit.

3. Advi sory councils. Costs incurred by advisory councils or committees
are allowable as a direct cost where authorized by the Federal awarding
agency or as an indirect cost where allocable to Federal awards.

4. Al coholic beverages. Costs of al coholic beverages are unall owabl e.

5. Audit services. The costs of audits are all owable provided that the
audits were performed in accordance with the Single Audit Act, as inplenented
by Crcular A-128, "Audits of State and Local Governments." Generally, the
percent age of costs charged to Federal awards for a single audit shall not
exceed the percentage derived by dividing Federal funds expended by total
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funds expended by the recipient or subrecipient (including program matching
funds) during the fiscal year. The percentage may be exceeded only if
appropriate docunentati on denonstrates hi gher actual costs.

O her audit costs are allowable if specifically approved by the awardi ng
or cogni zant agency as a direct cost to an award or included as an indirect
cost in a cost allocation plan or rate.

6. Automatic el ectronic data processing. The cost of data processing
services is allowable (but see section 19, Equi pnent and other capita



expendi tures).

7. Bad debts. Any losses arising fromuncollectible accounts and ot her
clainms, and rel ated costs, are unallowabl e unless provided for in Federa
program award regul ati ons

8. Bondi ng costs. Costs of bondi ng enpl oyees and officials are allowabl e
to the extent that such bonding is in accordance with sound business
practi ce.

9. Budgeting. Costs incurred for the devel opnent, preparation
presentation, and execution of budgets are allowable.

10. Conmuni cations. Costs of tel ephone, mail, nmessenger, and sinlar
conmuni cati on services are all owabl e.

11. Conpensation for personnel services.

a. General. Conpensation for personnel services includes al
remuneration, paid currently or accrued, for services rendered during the
period of performance under Federal awards, including but not necessarily
limted to wages, salaries, and fringe benefits. The costs of such
compensation are allowable to the extent that they satisfy the specific
requirenments of this Crcular, and that the total conpensation for individua
enpl oyees:

(1) I's reasonabl e for the services rendered and conforns to
t he
establi shed policy of the governnental unit consistently applied to both
Federal and non-Federal activities;

(2) Fol | ows an appoi ntnment made in accordance with a
gover nnent al
unit's laws and rules and nmeets nmerit systemor other requirenments required
by Federal |aw, where applicable; and

(3) I's determ ned and supported as provided in subsection h

b. Reasonabl eness. Compensation for enpl oyees engaged in work on
Federal awards will be considered reasonable to the extent that it is
consistent with that paid for simlar work in other activities of the
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governnental unit. |In cases where the kinds of enployees required for
Federal awards are not found in the other activities of the governnental
unit, conpensation will be considered reasonable to the extent that it is
conmparable to that paid for simlar work in the | abor market in which the
enpl oyi ng government conpetes for the kind of enpl oyees involved.
Conpensati on surveys providing data representative of the |abor market

i nvol ved will be an acceptable basis for evaluating reasonabl eness.

cC. Unal | owabl e costs. Costs which are unal |l owabl e under other
sections of these principles shall not be allowabl e under this section solely
on the basis that they constitute personnel conpensation

d. Fri nge benefits.



(1) Fringe benefits are all owances and services provi ded by
enpl oyers to their enpl oyees as conpensation in addition to regular salaries
and wages. Fringe benefits include, but are not Iimted to, the costs of
| eave, enpl oyee insurance, pensions, and unenpl oynment benefit plans. Except
as provided el sewhere in these principles, the costs of fringe benefits are
allowable to the extent that the benefits are reasonable and are required by
| aw, governmental unit-enployee agreenment, or an established policy of the
governnental unit.

(2) The cost of fringe benefits in the form of regular
conpensation paid to enpl oyees during periods of authorized absences fromthe
job, such as for annual |eave, sick |eave, holidays, court leave, mlitary
| eave, and other simlar benefits, are allowable if: (a) they are provided
under established witten | eave policies.; (b) the costs are equitably
allocated to all related activities, including Federal awards; and, (c) the
accounting basis (cash or accrual) selected for costing each type of leave is
consistently followed by the governnental unit.

(3) When a governnental unit uses the cash basis of
accounti ng,
the cost of leave is recognized in the period that the |eave is taken and
paid for. Payments for unused | eave when an enpl oyee retires or term nates
enpl oynent are allowable in the year of paynent provided they are allocated
as a general adnministrative expense to all activities of the governnental
unit or conponent.

(4) The accrual basis may be only used for those types of
| eave
for which a liability as defined by Generally Accepted Accounting Principles
(GAAP) exists when the |eave is earned. Wien a governnental unit uses the
accrual basis of accounting, in accordance with GAAP, allowable | eave costs
are the |l esser of the ampunt accrued or funded.

5

(5) The cost of fringe benefits in the form of enpl oyer
contributions or expenses for social security; enployee life, health,
unenpl oyment, and worker's conpensation insurance (except as indicated in
section 25, Insurance and indemification); pension plan costs (see
subsection e.); and other simlar benefits are all owabl e, provided such
benefits are granted under established witten policies. Such benefits,
whet her treated as indirect costs or as direct costs, shall be allocated to
Federal awards and all other activities in a manner consistent with the
pattern of benefits attributable to the individuals or group(s) of enployees
whose sal ari es and wages are chargeable to such Federal awards and ot her
activities.

e. Pensi on plan costs may be conputed using a pay-as-you-go net hod
or
an acceptable actuarial cost nmethod in accordance with established witten
policies of the governnental unit.

(1) For pension plans financed on a pay-as-you-go method,
all owabl e costs will be limted to those representing actual paynments to
retirees or their beneficiaries.



(2) Pensi on costs cal cul ated using an actuarial cost-based
nmet hod
recogni zed by GAAP are allowable 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 nmonth period (or a |ater period agreed to by the cognizant
agency) are allowable in the year funded. The cogni zant agency nay agree to
an extension of the six nonth period if an appropriate adjustnment is made to
compensate for the timng of the charges to the Federal Government and
rel ated Federal reinbursenent and the governnental unit's contribution to the
pension fund. Adjustments rmay be made by cash refund or other equitable
procedures to conpensate the Federal Governnment for the tinme value of Federa
rei mbursenents in excess of contributions to the pension fund.

(3) Amount s funded by the governmental unit in excess of the
actuarially determ ned anount for a fiscal year nmay be used as the
governnental unit's contribution in future periods.

(4) When a governnental unit converts to an acceptable
actuari al
cost method, as defined by GAAP, and funds pension costs in accordance with
this nethod, the unfunded liability at the tine of conversion shall be
allowabl e if anortized over a period of years in accordance with GAAP

(5) The Federal Government shall receive an equitable share
of any
previously all owed pension costs (including earnings thereon) which revert or
inure to the governnmental unit in the formof a refund, w thdrawal, or other
credit.
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f. Post-retirement health benefits. Post-retirement health
benefits
(PRHB) refers to costs of health insurance or health services not included in
a pension plan covered by subsection e. for retirees and their spouses,
dependents, and survivors. PRHB costs nmay be conputed using a pay-as-you-go
net hod or an acceptable actuarial cost nethod in accordance with established
witten polices of the governnental unit.

(1) For PRHB financed on a pay as-you-go nethod, allowable
costs
will be limted to those representing actual paynents to retirees or their
benefi ci ari es.

(2) PRHB costs cal cul ated using an actuarial cost mnethod
recogni zed by GAAP are allowable if they are funded for that year within six
nonths after the end of that year. Costs funded after the six nonth period
(or a later period agreed to by the cogni zant agency) are allowable in the
year funded. The cogni zant agency may agree to an extension of the six nonth
period if an appropriate adjustnment is nmade to conpensate for the timng of
the charges to the Federal Governnent and rel ated Federal reinbursenents and
the governmental unit's contributions to the PRHB fund. Adjustnents nmay be
made by cash refund, reduction in current year's PRHB costs, or other
equi tabl e procedures to conpensate the Federal CGovernnent for the time val ue
of Federal reinbursenments in excess of contributions to the PRHB fund.



(3) Amounts funded in excess of the actuarially deternined
armount
for a fiscal year may be used as the government's contribution in a future
peri od.

(4) When a governnental unit converts to an acceptabl e
actuari al
cost method and funds PRHB costs in accordance with this method, the initial
unfunded liability attributable to prior years shall be allowable if
anortized over a period of years in accordance with GAAP, or, if no such GAAP
period exists, over a period negotiated with the cogni zant agency.

(5) To be allowable in the current year, the PRHB costs nust
be
paid either to:

(a) An insurer or other benefit provider as current
year
costs or preniuns, or

(b) An insurer or trustee to maintain a trust fund
or reserve
for the sole purpose of providing post-retirenent benefits to retirees and
ot her beneficiaries.

(6) The Federal Governnent shall receive an equitable share
of any
amounts of previously allowed post-retirenent benefit costs (including
earni ngs thereon) which revert or inure to the governnental unit in the form
of a refund, withdrawal, or other credit.
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g. Sever ance pay.

(1) Paynments in addition to regular sal aries and wages nade
to
wor kers whose enpl oynent is being term nated are all owable to the extent
that, in each case, they are required by (a) law, (b) enpl oyer-enpl oyee
agreement, or (c) established witten policy.

(2) Severance paynents (but not accruals) associated with
nor mal
turnover are allowable Such paynments shall be allocated to all activities of
the governmental unit as an indirect cost.

(3) Abnormal or nmass severance pay will be considered on a
case-
by-case basis and is allowable only if approved by the cognizant Federa
agency.

h. Support of salaries and wages. These standards regarding tinme
distribution are in addition to the standards for payroll docunentation

(1) Charges to Federal awards for sal aries and wages,
whet her
treated as direct or indirect costs, will be based on payrolls docunented in



accordance with generally accepted practice of the governnental unit and
approved by a responsible official (s) of the governnental unit.

(2) No further docunentation is required for the salaries
and
wages of enpl oyees who work in a single indirect cost activity.

(3) Where enpl oyees are expected to work solely on a single
Federal award or cost objective, charges for their salaries and wages will be
supported by periodic certifications that the enpl oyees worked solely on that
program for the period covered by the certification. These certifications
will be prepared at |east sem-annually and will be signed by the enpl oyee or
supervi sory official having first hand know edge of the work performed by the

enpl oyee.

(4) Where enpl oyees work on nultiple activities or cost
objectives, a distribution of their salaries or wages will be supported by
personnel activity reports or equival ent docunentati on which neets the
standards in subsection (5) unless a statistical sanpling system (see
subsection (6)) or other substitute system has been approved by the cognizant
Federal agency. Such docunentary support will be required where enpl oyees
wor k on:
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(a) More than one Federal award,
(b) A Federal award and a non-Federal award,

(c) An indirect cost activity and a direct cost
activity,

(d) Two or nore indirect activities which are
al | ocat ed using
different allocation bases, or

(e) An unal | owabl e activity and a direct or indirect
cost
activity.

(5) Personnel activity reports or equival ent docunentation

must
neet the foll ow ng standards:

(a) They nmust reflect an after-the-fact distribution
of the
actual activity of each enpl oyee,

(b) They must account for the total activity for
whi ch each
enpl oyee i s conpensat ed,

(c) They nust be prepared at |east nonthly and nust

coi nci de
with one or nore pay periods, and

(d) They nust be signed by the enpl oyee.



(e) Budget estimates or other distribution
per cent ages
determ ned before the services are perfornmed do not qualify as support for
charges to Federal awards but nmay be used for interimaccounting purposes,
provi ded that:

(1) The governnmental unit's system for
est abl i shing the
estimates produces reasonabl e approxi mati ons of the activity actually
per f or med;

(ii) At | east quarterly, conparisons of
actual costs to
budget ed distributions based on the nonthly activity reports are nade. Costs
charged to Federal awards to reflect adjustnents nmade as a result of the
activity actually perfornmed nay. be recorded annually if the quarterly
compari sons show t he differences between budgeted and actual costs are |ess
than ten percent; and

(iii) The budget estimtes or other
di stribution
percentages are revised at |least quarterly, if necessary, to reflect changed
ci rcumst ances.

(6) Substitute systens for allocating salaries and wages to
Federal awards may be used in place of activity reports. These systens are
subj ect to approval if required by the cognizant agency. Such systens may
i nclude, but are not limted to, random nmonent sanpling, case counts, or
ot her quantifiable neasures of enployee effort.

9

(a) Substitute systens whi ch use sanpling nethods
(primarily
for Ald to Fam lies with Dependent Children (AFDC), Medicaid, and other
public assistance prograns) nust neet acceptable statistical sanpling
st andar ds i ncl udi ng:

(i) The sanpling universe nust include all
of the
enpl oyees whose sal aries and wages are to be allocated based on sanple
results except as provided in subsection (c);

(ii) The entire tinme period involved nust be
covered by
the sampl e; and

(iii) The results nust be statistically valid
and applied
to the period being sanpl ed.

(b) Al'l ocating charges for the sanpl ed enpl oyees
supervisors, clerical and support staffs, based on the results of the sanpled
enpl oyees, will be acceptabl e.



(c) Less than full conpliance with the statistica
sanpl i ng
standards noted in subsection (a) may be accepted by the cogni zant agency if
it concludes that the anbunts to be allocated to Federal awards wll be
mnimal, or if it concludes that the system proposed by the governmental unit
will result in |lower costs to Federal awards than a system which conplies
with the standards.

(7) Sal ari es and wages of enpl oyees used in nmeeting cost
sharing
or matching requirenents of Federal awards nust be supported in the sane
manner as those clained as all owabl e costs under Federal awards.

i . Donat ed servi ces.

(1) Donat ed or volunteer services may be furnished to a
governnental unit by professional and technical personnel, consultants, and
other skilled and unskilled | abor. The value of these services is not
rei mbursable either as a direct or indirect cost. However, the val ue of
donated services may be used to neet cost sharing or matching requirenments in
accordance with the provisions of the Cormon Rul e.

(2) The val ue of donated services utilized in the
perf or mance of
a direct cost activity, shall, when material in anount, be considered in the
determ nati on of the governnental unit"s indirect costs or rate(s) and,
accordingly, shall be allocated a proportionate share of applicable indirect
costs.

(3) To the extent feasible, donated services will be
supported by
the sane net hods used by the governnmental unit to support the allocability of
regul ar personnel services.
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12. Contingencies. Contributions to a contingency reserve or any simlar
provi sion made for events the occurrence of which cannot be foretold with
certainty as to time, or intensity, or with an assurance of their happeni ng,
are unal l owabl e. The term "contingency reserve" excludes sel f-insurance
reserves (see subsection 25.c.), pension plan reserves (see subsection
11.e.), and post-retirenent health and other benefit reserves (see subsection
11.f.) conputed using acceptable actuarial cost methods.

13. Contributions and donations. Contributions and donations, including
cash, property, and services, by governnental units to others, regardl ess of
the recipient, are unallowabl e.

14. Def ense and prosecution of crimnal and civil proceedings, and clains.

a. The foll owing costs are unall owabl e for contracts covered by 10
U S.C 2324(k), "Alowabl e costs under defense contracts."”

(1) Costs incurred in defense of any civil or criminal fraud
proceeding or similar proceeding (including filing of false certification
brought by the United States where the contractor is found |iable or has
pl eaded nol o contendere to a charge of fraud or simlar proceeding (including



filing of a false certification).

(2) Costs incurred by a contractor in connection with any
crimnal, civil or admnistrative proceedi ngs comrenced by the United States
or a State to the extent provided in 10 U. S. C. 2324(k).

b. Legal expenses required in the admnistration of Federa
pr ogr ans
are allowable. Legal expenses for prosecution of clains against the Federa
Gover nment are unal | owabl e.

15. Depreciation and use all owances.

a. Depreci ati on and use all owances are neans of allocating the cost
of
fixed assets to periods benefitting from asset use. Conpensation for the use
of fixed assets on hand may be nmde through depreciation or use all owances.
A conbi nation of the two methods may not be used in connection with a single
class of fixed assets (e.g., buildings, office equipnment, conputer equipnent,
etc.) except as provided in subsection g. Except for enterprise funds and
internal service funds that are included as part of a State/local cost
al l ocation plan, classes of assets shall be determ ned on the sane basis used
for the governnmentw de financial statements.
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b. The conputation of depreciation or use all owances shall be based
on
the acquisition cost of the assets involved. Were actual cost records have
not been mmi ntai ned, a reasonable estimate of the original acquisition cost
may be used. The val ue of an asset donated to the governnental unit by an
unrelated third party shall be its Fair market value at the tine of donation
CGovernment al or quasi-governnental organizations |ocated within the sane
State shall not be considered unrelated third parties for this purpose.

c. The conputation of depreciation or use all owances will exclude:
(1) The cost of I|and;

(2) Any portion of the cost of buildings and equi pnent borne
by or
donated by the Federal Government irrespective of where title was originally
vested or where it presently resides; and

(3) Any portion of the cost of buil dings and equi prent
contri buted
by or for the governnental unit, or a related donor organization, in
satisfaction of a matching requirenent.

d. Where the use allowance nethod is foll owed, the use all owance
for
bui I di ngs and i nprovenents (including |and i nprovenents, such as paved
par ki ng areas, fences, and sidewal ks) will be conputed at an annual rate not
exceedi ng two percent of acquisition costs. The use allowance for equi pnent
will be computed at an annual rate not exceeding 6 2/3 percent of acquisition
cost. Wen the use allowance nethod is used for buildings, the entire
buil ding nust be treated as a single asset; the building's conponents (e.gqg.



pl unbi ng system heating and air condition, etc.) cannot be segregated from
the building's shell. The two percent linmtation, however, need not be
applied to equi pment which is nerely attached or fastened to the buil ding but
not permanently fixed to it and which is used as furnishings or decorations
or for specialized purposes (e.g., dentist chairs and dental treatnent units,
counters, |laboratory benches bolted to the floor, dishwashers, nodul ar
furniture, carpeting, etc.). Such equiprment will be considered as not being
permanently fixed to the building if it can be renoved w thout the
destruction of, or need for costly or extensive alterations or repairs, to
the building or the equipnment. Equipnent that neets these criteria will be
subject to the 6 2/3 percent equi prment use allowance limtation

e. Where the depreciation method is followed, the period of usefu
service (useful life) established in each case for usable capital assets nust
take into consideration such factors as type of construction, nature of the
equi prent used, historical usage patterns, technol ogical devel opnents, and
the renewal and replacenment policies of the governnental unit followed for
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the individual items or classes of assets involved. |In the absence of clear
evi dence indicating that the expected consunption of the asset will be
significantly greater in the early portions than in the later portions of its
useful life, the straight Iine nmethod of depreciation shall be used.
Depreci ati on met hods once used shall not be changed unl ess approved by the
Federal cogni zant or awardi ng agency. Wen the depreciation nethod is

i ntroduced for application to an asset previously subject to a use all owance,
the annual depreciation charge thereon may not exceed the amount that woul d
have resulted had the depreciation nmethod been in effect fromthe date of
acqui sition of the asset. The combi nati on of use all owances and depreciation
applicable to the asset shall not exceed the total acquisition cost of the
asset or fair market value at time of donation

f. When the depreciation nmethod is used for buildings, a building s
shell may be segregated fromthe major conmponent of the building (e.g.
pl unbi ng system heating, and air conditioning system etc.) and each ngjor
conponent depreciated over its estinmated useful life, or the entire building
(i.e., the shell and all conponents) may be treated as a single asset and
depreci ated over a single useful life.

g. A reasonabl e use all owance nmay be negotiated for any assets that
are considered to be fully depreciated, after taking into consideration the
amount of depreciation previously charged to the government, the estimated
useful life remaining at the tinme of negotiation, the effect of any increased
mai nt enance charges, decreased efficiency due to age, and any other factors
pertinent to the utilization of the asset for the purpose contenpl at ed.

h. Charges for use all owances or depreciation nmust be supported by
adequate property records. Physical inventories nust be taken at |east once
every two years (a statistical sanpling approach is acceptable) to ensure
that assets exist, and are in use. CGovernnental units will nanage equi pnent
in accordance with State |aws and procedures. Wen the depreciation nethod
is foll owed, depreciation records indicating the anount of depreciation taken
each period nust al so be naintai ned.

16. Di sbursing service. The cost of disbursing funds by the Treasurer or
ot her designated officer is allowable.



17. Enpl oyee norale, health, and welfare costs. The costs of health or
first-aid clinics and/or infirmaries, recreational facilities, enployee
counsel i ng services, enployee information publications, and any rel ated
expenses incurred in accordance with a governmental unit's policy are

al | owabl e. Inconme generated fromany of these activities will be offset
agai nst expenses.
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18. Entertainnment. Costs of entertainnent, including anusenent, diversion
and social activities and any costs directly associated with such costs (such
as tickets to shows or sports events, neals, |odging, rentals,

transportation, and gratuities) are unall owabl e.

19. Equi prent and ot her capital expenditures.

a. As used in this section the followi ng terns have the neani ngs as
set forth bel ow

(1) "Capital expenditure" neans the cost of the asset
i ncl udi ng
the cost to put it in place. Capital expenditure for equi pment means the net
i nvoi ce price of the equipment, including the cost of any nodifications,
attachnments, accessories, or auxiliary apparatus necessary to nake it usable
for the purpose for which it is acquired. Ancillary charges, such as taxes,
duty, protective in transit insurance, freight, and installation nmay be
included in, or excluded from capital expenditure cost in accordance wth
the governmental unit's regular accounting practices.

(2) "Equi prent". nmeans an article of nonexpendabl e, tangible
personal property having a useful life of nore than one year and an
acqui sition cost which equals the | esser of (a) the capitalization |eve
establi shed by the governnental unit for financial statenent purposes, or (b)
$5000.

(3) "Cther capital assets" nean buildings, |and, and
i mprovenent s
to buildings or land that materially increase their value or useful life.
b. Capital expenditures which are not charged directly to a Federa

award may be recovered through use allowances or depreciation on buildings,
capital inprovements, and equi pment (see. section 15). See also section 38
for allowability of rental costs for buildings and equi pnent.

c. Capital expenditures for equipnent, including replacenent
equi pnent, other capital assets, and inprovenments which materially increase
the value or useful life of equipment or other capital assets are allowable

as a direct cost when approved by the awarding agency. Federal awarding
agencies are authorized at their option to waive or del egate this approva
requi renent.

d. Items of equipnment with an acquisition cost of |ess than $5000
are
considered to be supplies and are all owabl e as direct costs of Federal awards
wi t hout specific awardi ng agency approval
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e. The unanortized portion of any equipment witten off as a result
of
a change in capitalization levels nay be recovered by (1) continuing to claim
the otherw se all owabl e use all owances or depreciation charges on the
equi pnent or by (2) anortizing the anmobunt to be witten off over a period of
years negotiated with the cogni zant agency.

f. When repl aci ng equi pment purchased in whole or in part with
Federal funds, the governnmental unit may use the equi pnent to be replaced as
a trade-in or sell the property and use the proceeds to offset the cost of
the repl acenent property.

20. Fi nes and penalties. Fines, penalties, danmages, and other settlenents
resulting fromviolations (or alleged violations) of, or failure of the
governnental unit to conply with, Federal, State, local, or Indian triba

| aws and regul ati ons are unal | owabl e except when incurred as a result of
compliance with specific provisions of the Federal award or witten

i nstructions by the awardi ng agency authorizing in advance such paynents.

21. Fund rai sing and i nvestnent nmanagenent costs.

a. Costs of organized fund raising, including financial canpaigns,
solicitation of gifts and bequests, and similar expenses incurred to raise
capital or obtain contributions are unallowable, regardl ess of the purpose
for which the funds will be used.

b. Costs of investnent counsel and staff and simnilar expenses
i ncurred
to enhance inconme frominvestnents are unall owabl e. However, such costs
associated with investnents covering pension, self-insurance, or other funds
whi ch include Federal participation allowed by this Grcular are allowable.

C. Fund raising and investnment activities shall be allocated an
appropriate share of indirect costs under the conditions described in
subsection C 3.b. of Attachnment A

22. Gins and | osses on disposition of depreciable property and other
capital assets and substantial relocation of Federal prograns.

a. (1) Gains and | osses on the sale, retirenent, or other
di sposition
of depreciable property shall be included in the year in which they occur as
credits or charges to the asset cost grouping(s) in which the property was
i ncluded. The amount of the gain or loss to be included as a credit or
charge to the appropriate asset cost grouping(s) shall be the difference
between the amount realized on the property and the undepreci ated basis of
the property.
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(2) Gai ns and | osses on the disposition of depreciable
property
shal | not be recogni zed as a separate credit or charge under the follow ng
condi tions:



(a) The gain or loss is processed through a
depreci ation
account and is reflected in the depreciation all owabl e under sections 15 and
19.

(b) The property is given in exchange as part of the
pur chase
price of a simlar itemand the gain or loss is taken into account in
determ ning the depreciation cost basis of the newitem

(c) A loss results fromthe failure to maintain
perm ssi bl e
i nsurance, except as otherw se provided in subsection 25.d.

(d) Conpensation for the use of the property was
provi ded
t hrough use all owances in |lieu of depreciation

b. Substantial relocation of Federal awards froma facility where
t he
Federal Governnent participated in the financing to another facility prior to
the expiration of the useful life of the financed facility requires Federa
agency approval. The extent of the relocation, the amount of the Federa
participation in the financing, and the depreciation charged to date may
requi re negotiation of space charges for Federal awards.

c. Gains or losses of any nature arising fromthe sale or exchange
of
property other than the property covered in subsection a., e.g., land or
included in the fair market value used in any adjustnment resulting froma
rel ocati on of Federal awards covered in subsection b. shall be excluded in
conputing Federal award costs.

23. General governnment expenses.

a. The general costs of governnent are unall owabl e (except as
provi ded
in section 41). These incl ude:

(1) Sal ari es and expenses of the Ofice of the Governor of a
State
or the chief executive of a political subdivision or the chief executives of
federal l y-recogni zed Indian tribal governments;

(2) Sal ari es and ot her expenses of State |egislatures,
tri bal
councils, or simlar local governnmental bodies, such as county supervisors,
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city councils, school boards, etc., whether incurred for purposes of
| egi sl ation or executive direction;

(3) Cost of the judiciary branch of a governnent;

(4) Cost of prosecutorial activities unless treated as a
direct



cost to a specific programwhen authorized by programregul ati ons (however,
this does not preclude the allowability of other legal activities of the
Attorney General); and

(5) O her general types of government services nornally
provi ded
to the general public, such as fire and police, unless provided for as a
direct cost in programregul ations.

b. For federally-recognized Indian tribal governments and Councils
o
Governments (COGs), the portion of salaries and expenses directly
attributable to managi ng and operating Federal prograns by the chief
executive and his staff is allowable.

24. Idle facilities and idle capacity.

a. As used in this section the follow ng terns have the neani ngs
set
forth bel ow

(1) "Facilities" nmeans |and and buil dings or any portion
t her eof
equi prent individually or collectively, or any other tangible capital asset,
wher ever |ocated, and whether owned or |eased by the governnental unit.

(2) "Idle facilities" nmeans conpletely unused facilities
that are
excess to the governmental unit's current needs.

(3) "Idl e capacity" nmeans the unused capacity of partially
used
facilities. It is the difference between (a) that which a facility could
achi eve under 100 percent operating tine on a one-shift basis | ess operating
interruptions resulting fromtinme |ost for repairs, setups, unsatisfactory
materials, and other normal delays and (b) the extent to which the facility
was actually used to neet demands during the accounting period. A nulti-
shift basis should be used if it can be shown that this amount of usage woul d
normal Iy be expected for the type of facility involved.

(4) "Cost of idle facilities or idle capacity" neans costs
such as
mai nt enance, repair, housing, rent, and other related costs, e.g., insurance,
interest, and depreciation or use all owances.

b. The costs of idle facilities are unall owabl e except to the
ext ent
t hat :
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(1) They are necessary to neet fluctuations in workload; or
(2) Al t hough not necessary to meet fluctuations in workl oad,
t hey

wer e necessary when acquired and are now i dl e because of changes in program
requirenents, efforts to achi eve nore econonical operations, reorganization



term nation, or other causes which could not have been reasonably foreseen
Under the exception stated in this subsection, costs of idle facilities are
all owabl e for a reasonable period of time, ordinarily not to exceed one year
depending on the initiative taken to use, |ease, or dispose of such
facilities.

c. The costs of idle capacity are normal costs of doing business
and
are a factor in the normal fluctuations of usage or indirect cost rates from
period to period. Such costs are allowable, provided that the capacity is
reasonably anticipated to be necessary or was originally reasonable and is
not subject to reduction or elimnation by use on other Federal awards,
subletting, renting, or sale, in accordance with sound busi ness, economnic, or
security practices. Wdespread idle capacity throughout an entire facility
or anong a group of assets having substantially the same function may be
considered idle facilities.

25. I nsurance and i ndemi fi cati on.

a. Costs of insurance required or approved and naintai ned, pursuant
to
the Federal award, are all owabl e.

b. Costs of other insurance in connection with the general conduct
of
activities are allowable subject to the following linitations:

(1) Types and extent and cost of coverage are in accordance
with
the governmental unit's policy and sound busi ness practice.

(2) Costs of insurance or of contributions to any reserve
covering
the risk of |loss of, or damage to, Federal Government property are
unal | owabl e except to the extent that the awardi ng agency has specifically
requi red or approved such costs.

C. Actual | osses which could have been covered by pernissible
i nsurance (through a self-insurance program or otherw se) are unall owabl e,
unl ess expressly provided for in the Federal award or as described bel ow
However, the Federal Governnment will participate in actual |osses of a self
insurance fund that are in excess of reserves. Costs incurred because of
| osses not covered under nom nal deductible insurance coverage provided in
keepi ng with sound managenment practice, and m nor | osses not covered by
i nsurance, such as spoil age, breakage, and di sappearance of small hand tools,
whi ch occur in the ordinary course of operations, are allowable.
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d. Contributions to a reserve for certain self-insurance prograns
i ncl udi ng workers conpensati on, unenpl oynment conpensation, and severance pay
are allowabl e subject to the follow ng provisions:

(1) The type of coverage and the extent of coverage and the
rates
and prem uns woul d have been all owed had insurance (including reinsurance)
been purchased to cover the risks. However, provision- for known or reasonably



estimated self-insured liabilities, which do not becone payable for nore than
one year after the provision is made, shall not exceed the di scounted present
value of the liability. The rate used for discounting the liability nust be
determ ned by giving consideration to such factors as the governnental unit's
settlenent rate for those liabilities and its investnment rate of return

(2) Earni ngs or investnent inconme on reserves nust be
credited to
those reserves.

(3) Contributions to reserves nust be based on sound
actuari al
principles using historical experience and reasonabl e assunptions. Reserve
| evel s must be anal yzed and updated at |east biennially for each major risk
being i nsured and take into account any reinsurance, coinsurance, etc.
Reserve levels related to enpl oyee-rel ated coverages will normally be linited
to the value of clains (a) submtted and adjudi cated but not paid, (b)
submitted but not adjudicated, and (c) incurred but not subnitted. Reserve
| evel s in excess of the amounts based on the above nust be identified and
justified in the cost allocation plan or indirect cost rate proposal

(4) Accounting records, actuarial studies, and cost
al I ocati ons
(or billings) must recognize any significant differences due to types of
insured risk and | osses generated by the various insured activities or
agenci es of the governnental unit. |If individual departnments or agencies of
the governmental unit experience significantly different levels of clains for
a particular risk, those differences are to be recogni zed by the use of
separate allocations or other techniques resulting in an equitable
al | ocati on.

(5) Whenever funds are transferred froma self-insurance
reserve
to other accounts (e.g., general fund), refunds shall be made to the Federa
CGovernment for its share of funds transferred, including earned or inputed
interest fromthe date of transfer

e. Actual clains paid to or on behal f of enployees or former
enpl oyees
for workers' conpensation, unenpl oynment conpensation, severance pay, and
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simlar enpl oyee benefits (e.g., subsection 11.f. for post retirenment health
benefits), are allowable in the year of paynent provided (1) the governnental
unit follows a consistent costing policy and (2) they are allocated as a
general administrative expense to all activities of the governnental unit.

f. I nsurance refunds shall be credited against insurance costs in
the
year the refund is received.

I ndemmi fication includes securing the governnental unit against
Ilabllltles to third persons and other | osses not conpensated by insurance or
ot herwi se. The Federal Governnent is obligated to indemify the governmental
unit only to the extent expressly provided for in the Federal award, except
as provided in subsection d.



h. Costs of commercial insurance that protects against the costs of
the contractor for correction of the contractor's own defects in materials or
wor kmanshi p are unal | owabl e.

26. | nt erest.

a. Costs incurred for interest on borrowed capital or the use of a
governnental unit's own funds, however represented, are unall owabl e except as
specifically provided in subsection b. or authorized by Federal I|egislation

b. Fi nancing costs (including interest) paid or incurred on or
after
the effective date of this Circular associated with the otherw se all owabl e
costs of building acquisition, construction, or fabrication, reconstruction
or renodeling conpleted on or after Cctober 1, 1980 is allowable, subject to
the conditions in (1) - (4). Financing costs (including interest) paid or
incurred on or after the effective date of this Circular associated with
ot herwi se all owabl e costs of equipnent is allowable, subject to the
conditions in (1) - (4)

(1) The financing is provided (fromother than tax or user
fee
sources) by a bona fide third party external to the governnental unit;

(2) The assets are used in support of Federal awards;

(3) Earni ngs on debt service reserve funds or interest
earned on
borrowed funds pendi ng paynment of the construction or acquisition costs are
used to offset the current period' s cost or the capitalized interest, as
appropriate. Earnings subject to being reported to the Federal Interna
Revenue Service under arbitrage requirenents are excl udabl e.
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(4) Governnental units will negotiate the anount of allowabl e
i nterest whenever cash paynents (interest, depreciation, use allowances, and
contributions) exceed the governmental unit's cash paynents and ot her
contributions attributable to that portion of real property used for Federa
awar ds.

27. Lobbyi ng. The cost of certain influencing activities associated with
obt ai ning grants, contracts, cooperative agreenments, or loans is an
unal | owabl e cost. Lobbying with respect to certain grants, contracts,
cooperative agreenents, and | oans shall be governed by the common rule, "New
Restrictions on Lobbying" published at 55 FR 6736 (February 26, 1990),
including definitions, and the Ofice of Managenent and Budget " Governnent -

wi de Cui dance for New Restrictions on Lobbying" and notices published at 54
FR 52306 (Decermber 20, 1989), 55 FR 24540 (June 15, 1990), and 57 FR 1772
(January 15, 1992), respectively.

28. Mai nt enance, operations and repairs. Unless prohibited by law the cost
of utilities, insurance, security, janitorial services, elevator service,

upkeep of grounds, necessary naintenance, normal repairs and alterations, and
the like are allowable to the extent that they: (1) keep property (including
Federal property, unless otherw se provided for) in an efficient operating



condition, (2) do not add to the pernmanent value of property or appreciably
prolong its intended life, and (3) are not otherwi se included in rental or
ot her charges for space. Costs which add to the permanent val ue of property
or appreciably prolong its intended life shall be treated as capita
expenditures (see sections 15 and 19).

29. Materials and supplies. The cost of materials and supplies is

al  owabl e. Purchases shoul d be charged at their actual prices after
deducting all cash discounts, trade discounts, rebates, and all owances
received. Wthdrawals fromgeneral stores or stockroons should be charged at
cost under any recogni zed nethod of pricing, consistently applied. |nconing
transportation charges are a proper part of materials and supply costs.

30. Menber shi ps, subscriptions, and professional activities.

a. Costs of the governnental unit's nenberships in business,
techni cal, and professional organizations are all owabl e.

b. Costs of the governmental unit's subscriptions to business,
prof essional, and technical periodicals are allowable.

c. Costs of neetings and conferences where the prinmary purpose is
t he
di ssem nati on of technical information, including nmeals, transportation
rental of neeting facilities, and other incidental costs are all owable.
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d. Costs of nenbership in civic and comunity, social organizations
are allowable as a direct cost with the approval of the Federal awarding
agency.

e. Costs of nmenbership in organizations substantially engaged in
| obbyi ng are unal | owabl e.

31. Mot or pools. The costs of a service organi zati on which provides
aut onobil es to user governnmental units at a nileage or fixed rate and/or
provi des vehicl e mai nt enance, inspection, and repair services are allowable.

32. Pre-award costs. Pre-award costs are those incurred prior to the
effective date of the award directly pursuant to the negotiation and in
anticipation of the award where such costs are necessary to conply with the
proposed delivery schedul e or period of perfornmance. Such costs are
allowable only to the extent that they woul d have been allowable if incurred
after the date of the award and only with the witten approval of the
awar di ng agency.

33. Pr of essi onal service costs.
a. Cost of professional and consultant services rendered by persons
or
organi zations that are nenbers of a particular profession or possess a
special skill, whether or not officers or enployees of the governmental unit,

are allowable, subject to section 14 when reasonable in relation to the
servi ces rendered and when not contingent upon recovery of the costs fromthe
Federal Governnent.



b. Ret ai ner fees supported by evidence of bona fide services
avail abl e
or rendered are all owabl e.

34. Proposal costs. Costs of preparing proposals for potential Federa
awards are all owabl e. Proposal costs should normally be treated as indirect
costs and should be allocated to all activities of the governnental unit
utilizing the cost allocation plan and indirect cost rate proposal. However,
proposal costs may be charged directly to Federal awards with the prior
approval of the Federal awarding agency.

35. Publication and printing costs. Publication costs, including the costs
of printing (including the processes of conposition, plate-naking, press

wor k, and bi ndi ng, and the end products produced by such processes),

di stribution, pronotion, nailing, and general handling are all owabl e.

36. Rearrangenents and alterations. Costs incurred for ordinary and norna
rearrangenent and alteration of facilities are allowable. Specia

arrangenents and alterations costs incurred specifically for a Federal award
are allowable with the prior approval of the Federal awarding agency.
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37. Reconversion costs. Costs incurred in the restoration or rehabilitation
of the governnmental unit's facilities to approximately the sane condition
existing imediately prior to commencenent of Federal awards, |ess costs

related to normal wear and tear, are all owabl e.

38. Rental costs.

a. Subject to the limtations described in subsections b. through
d.
of this section, rental costs are allowable to the extent that the rates are
reasonable in light of such factors as: rental costs of conparable property,
if any; market conditions in the area; alternatives available; and, the type,
Iife expectancy, condition, and value of the property |eased.

b. Rental costs under sale and | easeback arrangenents are all owabl e
only up to the ambunt that would be allowed had the governnental unit
continued to own the property.

c. Rental costs under |ess-than-arns-length | eases are all owable
only
up to the armount that would be allowed had title to the property vested in
the governmental unit. For this purpose, |ess-than-arns-length |-eases
include, but are not limted to, those where:

(1) One party to the lease is able to control or
substantial ly
i nfl uence the actions of the other

(2) Both parties are parts of the same governnental unit; or

(3) The governmental unit creates an authority or simlar
entity
to acquire and lease the facilities to the governnental unit and other
parties.



d. Rental costs under | eases which are required to be treated as
capital |eases under GAAP are allowable only up to the anount that would be
al  owed had the governnmental unit purchased the property on the date the
| ease agreenment was executed. This amount woul d include expenses such as
depreciation or use allowance, nmintenance, and insurance. The provisions of
Fi nanci al Accounting Standards Board Statenent 13 shall be used to determne
whether a lease is a capital lease. |Interest costs related to capital |eases
are allowable to the extent they neet the criteria in section 26

39. Taxes.

a. Taxes that a governnental unit is legally required to pay are
al | owabl e, except for self-assessed taxes that disproportionately affect
Federal programs or changes in tax policies that disproportionately affect
Federal prograns. This provision becones effective for taxes paid during
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the governmental unit's first fiscal year that begins on or after January 1,
1998, and applies thereafter

b. Gasol i ne taxes, npotor vehicle fees, and other taxes that are in
effect user fees for benefits provided to the Federal Government are
al | onabl e.

c. This provision does not restrict the authority of Federa
agenci es
to identify taxes where Federal participation is inappropriate. Were the
identification of the anpbunt of unall owabl e taxes would require an inordinate
amount of effort, the cogni zant agency nmay accept a reasonabl e approxi nation
t her eof .

40. Training. The cost of training provided for enpl oyee devel opnent is
al | owabl e.
41. Travel costs.

a. General . Travel costs are allowable for expenses for

transportation, |odging, subsistence, and related itens incurred by enpl oyees
traveling on official business. Such costs may be charged on an actual cost
basis, on a per diemor nileage basis in |ieu of actual costs incurred, or on
a conbi nation of the two, provided the method used is applied to an entire
trip, and results in charges consistent with those normally allowed in |ike
circunstances in non-federally-sponsored activities. Notw thstanding the
provi sions of section 23, travel costs of officials covered by that section
when specifically related to Federal awards, are allowable with the prior
approval of a grantor agency.

b. Lodgi ng and subsi stence. Costs incurred by enpl oyees and
officers
for travel, including costs of |odging, other subsistence, and incidental
expenses, shall be considered reasonable and allowable only to the extent
such costs do not exceed charges normally allowed by the governnental unit in
its regular operations as a result of the governmental unit's policy. In the
absence of a witten governnental unit policy regarding travel costs, the
rates and anmounts established under subchapter | of Chapter 57 of Title 5,



United States Code "Travel and Subsistence Expenses; M| eage Allowances," or
by the Admi nistrator of General Services, or the President (or his designee)
pursuant to any provisions of such subchapter shall be used as gui dance for
travel under Federal awards (41 U.S.C. 420, "Travel Expenses of Governnent
Contractors").

c. Commercial air travel. Airfare costs in excess of the customary
standard (coach or equivalent) airfare, are unall owabl e except when such
acconmodati ons woul d: require circuitous routing, require travel during
unr easonabl e hours, excessively prolong travel, greatly increase the
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duration of the flight, result in increased cost that would of fset
transportation savings, or offer acconmpbdati ons not reasonably adequate for
the nedi cal needs of the traveler. \Were a governnental unit can reasonably
denponstrate to the awardi ng agency either the nonavailability of custonary
standard airfare or Federal Governnment contract airfare for individual trips
or, on an overall basis, that it is the governmental unit's practice to make
routi ne use of such airfare, specific determinations of nonavailability wll
generally not be questioned by the Federal Governnent, unless a pattern of
avoi dance is detected. However, in order for airfare costs in excess of the
customary standard commercial airfare to be allowable, e.g., use of first-
class airfare, the governnmental unit nust justify and docunent on a case-by-
case basis the applicable condition(s) set forth above.

d. Air travel by other than commrercial carrier. Cost of travel by
governnental unit-owned, -leased, or -chartered aircraft, as used in this
section, includes the cost of |ease, charter, operation (including personne
costs), mmintenance, depreciation, interest, insurance, and other related
costs. Costs of travel via governmental unit-owned, -l|eased, or -chartered
aircraft are unallowable to the extent they exceed the cost of allowable
commercial air travel, as provided for in subsection c.

42. Under-recovery of costs under Federal agreenments. Any excess costs over
the Federal contribution under one award agreenent are unal |l owabl e under
ot her award agreenents.
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A Gener al .
1. Most governmental units provide certain services, such as notor

pool s, conputer centers, purchasing, accounting, etc., to operating agencies
on a centralized basis. Since federally-supported awards are perforned

wi thin the individual operating agencies, there needs to be a process whereby
these central service costs can be identified and assigned to benefitted
activities on a reasonable. and consistent basis. The central service cost

al l ocation plan provides that process. Al costs and other data used to
distribute the costs included in the plan should be supported by formnal
accounting and other records that will support the propriety of the costs
assigned to Federal awards.

2. GQuidelines and illustrations of central service cost allocation
pl ans are provided in a brochure published by the Departnent of Health and
Human Services entitled "A Guide for State and Local Governnment Agencies
Cost Principles and Procedures for, Establishing Cost Allocation Plans and
Indirect Cost Rates for Grants and Contracts with the Federal Governnent." A
copy of this brochure nay be obtained fromthe Superintendent of Docunents,

U S. Government Printing Ofice.

B. Definitions.

1. "Billed central services" neans central services that are billed
to
benefitted agenci es and/or prograns on an individual fee-for-service or
simlar basis. Typical exanples of billed central services include conputer
services, transportation services, insurance, and fringe benefits.

2. "All ocated central services" nmeans central services that benefit
operating agencies but are not billed to the agencies on a fee-for-service or
simlar basis. These costs are allocated to benefitted agenci es on sone
reasonabl e basis. Exanples of such services m ght include general accounting,
personnel adm nistration, purchasing, etc.



3. "Agency or operating agency" means an organi zational unit or
sub-
division within a governmental unit that is responsible for the performance
or administration of awards or activities of the governnmental unit.

C. Scope of the Central Service Cost Allocation Plans. The central service
cost allocation plan will include all central service costs that will be
clained (either as a billed or an allocated cost) under Federal awards and

wi |l be docunmented as described in section E. Costs of central services

omtted fromthe plan will not be rei nmbursed.

D. Submi ssi on- Requirenents.

1. Each State will submit a plan to the Departnment of Health and
Human
Services for each year in which it clains central service costs under Federa
awards. The plan should include (a) a projection of the next year's
al l ocated central service cost (based either on actual costs for the nost
recently conpl eted year or the budget projection for the coming year), and
(b) a reconciliation of actual allocated central service costs to the
estimated costs used for either the nbst recently conpleted year or the year
i medi ately preceding the nost recently conpl eted year
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2. Each | ocal governnment that has been designated as a "mmjor |oca
governnent” by the O fice of Managenent and Budget (OVB) is also required to
submit a plan to its cogni zant agency annually. OWB periodically lists mgjor
| ocal governnents in the Federal Register

3. Al'l other local governments clainng central service costs nust
develop a plan in accordance with the requirenents described in this Circul ar
and maintain the plan and rel ated supporting docunentation for audit. These
| ocal governnents are not required to subnit their plans for Federal approva
unl ess they are specifically requested to do so by the cogni zant agency.

Where a | ocal governnent only receives funds as a sub-recipient, the prinmary
recipient will be responsible for negotiating indirect cost rates and/or
noni toring the sub-recipient's plan.

4. Al'l central service cost allocation plans will be prepared and,
when required, submitted within six nmonths prior to the beginning of each of
the governmental unit's fiscal years in which it proposes to claimcentra
service costs. Extensions may be granted by the cogni zant agency on a case-
by- case basis.

E. Docurent ati on Requirenents for Subnmitted Plans. The docunentation
requi rements described in this section may be nodified, expanded, or reduced
by the cogni zant agency on a case-by-case basis. For exanple, the

requi rements nmay be reduced for those central services which have little or
no i nmpact on Federal awards. Conversely, if a review of a plan indicates
that certain additional information is needed, and will likely be needed in
future years, it may be routinely requested in future plan subm ssions.
Itens marked with an asterisk (*) should be submtted only once; subsequent
pl ans shoul d merely indicate any changes since the |ast plan.



1. General. Al proposed plans nust be acconpani ed by the
fol | owi ng:
an organi zation chart sufficiently detailed to show operations including the
central service activities of the State/local government whether or not they
are shown as benefiting fromcentral service functions; a copy of the

Conpr ehensi ve Annual Financial Report (or a copy of the Executive Budget if
budget ed costs are being proposed) to support the all owabl e costs of each
central service activity included in the plan; and, a certification (see
subsection 4.) that the plan was prepared in accordance with this G rcular,
contains only allowable costs, and was prepared in a manner that treated
simlar costs consistently anpong the various Federal awards and between
Federal and non- Federal awards/activities.

2. Al l ocated central services. For each allocated central service,
the plan must also include the followi ng: a brief description of the
service*, an identification of the unit rendering the service and the
operating agencies receiving the service, the itens of expense included
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in the cost of the service, the nethod used to distribute the cost of the
service to benefitted agencies, and a summary schedul e showi ng the allocation
of each service to the specific benefitted agencies. If any self-insurance
funds or fringe benefits costs are treated as allocated (rather than billed)
central services, docunentation discussed in subsections 3.b. and c. shal

al so be incl uded.

3. Bill ed services.

a. General. The information described bel ow shall be
provi ded
for all billed central services, including internal service funds, self-
i nsurance funds, and fringe benefit funds.

b. I nternal service funds

(1) For each internal service fund or simlar
activity with
an operating budget of $5 mllion or nore, the plan shall include: a brief
description of each service; a bal ance sheet for each fund based on
i ndi vidual accounts contained in the governnental unit's accounting system
a revenue/ expenses statenent, with revenues broken out by source, e.g.
regular billings, interest earned, etc.; a listing of all non-operating
transfers (as defined by Generally Accepted Accounting Principles (GAAP))
into and out of the fund; a description of the procedures (methodol ogy) used
to charge the costs of each service to users, including how billing rates are
determ ned; a schedule of current rates; and, a schedule conparing tota
revenues (including inputed revenues) generated by the service to the
al l owabl e costs of the service, as deternined under this Crcular, with an
expl anation of how variances will be handl ed.

(2) Revenues shal |l consist of all revenues generated
by the
service, including unbilled and uncollected revenues. |f some users were not
billed for the services (or were not billed at the full rate for that class
of users), a schedule showing the full inputed revenues associated with these

users shall be provided. Expenses shall be broken out by object cost



categories (e.g., salaries, supplies, etc.).

C. Sel f-i nsurance funds. For each self-insurance fund, the
pl an
shal | include: the fund bal ance sheet; a statenment of revenue and expenses
i ncluding a summary of billings and clains paid by agency; a listing of al

non-operating transfers into and out of the fund; the type(s) of risk(s)
covered by the fund (e.g., autonobile liability, workers conpensation, etc.);
an expl anation of how the I evel of fund contributions are determ ned,
including a copy of the current actuarial report (with the actuaria
assunptions used) if the contributions are determ ned on an actuarial basis;
and, a description of the procedures used to charge or allocate fund
contributions to benefitted activities. Reserve levels in excess
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of clains (1) subnmitted and adjudicated but not paid, (2) submtted but not
adj udi cated, and (3) incurred but not submtted nust be identified and
expl ai ned.

d. Fringe benefits. For fringe benefit costs, the plan
shal
include: a listing of fringe benefits provided to covered enpl oyees, and the
overal |l annual cost of each type of benefit; current fringe benefit
policies*; and procedures used to charge or allocate the costs of the

benefits to benefitted activities. In addition, for pension and post-
retirement health insurance plans, the followi ng information shall be
provi ded: the governnental unit's funding policies, e.g., legislative bills,

trust agreenents, or State-mandated contribution rules, if different from
actuarially determ ned rates; the pension plan's costs accrued for the year
the amobunt funded, and date(s) of funding; a copy of the current actuaria
report (including the actuarial assunptions); the plan trustee's report; and,
a schedule fromthe activity showi ng the value of the interest cost
associated with |ate funding.

4. Required certification. Each central service cost allocation
pl an
wi Il be acconpanied by a certification in the follow ng form
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CERTI FI CATE OF COST ALLOCATI ON PLAN

This is to certify that | have reviewed the cost allocation plan
submitted herewith and to the best of ny know edge and beli ef:

(1) Al'l costs included in this proposal [identify date] to establish
cost allocations or billings for [identify period covered by plan] are
al l owabl e in accordance with the requirenments of OVMB Circul ar A-87, "Cost
Principles for State and Local Governnents," and the Federal award(s) to
whi ch they apply. Unall owabl e costs have been adjusted for in allocating
costs as indicated in the cost allocation plan.

(2) Al costs included in this proposal are properly allocable to
Federal awards on the basis of a beneficial or causal relationship between
the expenses incurred and the awards to which they are allocated in
accordance with applicable requirenents. Further, the same costs that have



been treated as indirect costs have not been clained as direct costs.
Simlar types of costs have been accounted for consistently.

| declare that the foregoing is true and correct.
Governnental Unit:
Si gnat ur e:
Name of O ficial:
Title:
Dat e of Execution:
F. Negoti ati on and Approval of Central Service Plans.

1. Al'l proposed central service cost allocation plans that are
required to be submtted will be reviewed, negotiated, and approved by the
Federal cogni zant agency on a timely basis. The cogni zant agency will review
the proposal within six nonths of receipt of the proposal and either
negot i at e/ approve the proposal or advise the governnental unit of the
addi ti onal docunentati on needed to support/eval uate the proposed plan or the
changes required to make the proposal acceptable. Once an agreenent with the
governnental unit has been reached, the agreenent will be accepted and used
by all Federal agencies, unless prohibited or limted by statute. Were a
Federal funding agency has reason to believe that special operating factors
affecting its awards necessitate special consideration, the funding agency

will, prior to the tine the plans are negotiated, notify the cogni zant
agency.
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2. The results of each negotiation shall be formalized in a witten

agreenment between the cogni zant agency and the governmental unit. This
agreenment will be subject to re-opening if the agreenent is subsequently
found to violate a statute or the information upon which the plan was
negotiated is later found to be materially inconplete or inaccurate. The
results of the negotiation shall be made available to all Federal agencies
for their use.

3. Negoti ated cost allocation plans based on a, proposal |ater
f ound
to have included costs that: (a) are unallowable (i) as specified by |aw or
regulation, (ii) as identified in Attachment B of this Crcular, or (iii) by
the ternms and conditions of Federal awards, or (b) are unall owabl e because
they are clearly not allocable to Federal awards, shall be adjusted, or a
refund shall be made at the option of the Federal cognizant agency. These
adjustrents or refunds are designed to correct the plans and do not
constitute a reopening of the negotiation

G O her Policies.

1. Billed central service activities. Each billed central service
activity nust separately account for all revenues (including inputed
revenues) generated by the service, expenses incurred to furnish the service,
and profit/loss.



2. Working capital reserves. Internal service funds are dependent
upon a reasonabl e | evel of working capital reserve to operate from one
billing cycle to the next. Charges by an internal service activity to
provide for the establishnent and mai ntenance of a reasonable | evel of
wor ki ng capital reserve, in addition to the full recovery of costs, are
al l owabl e. A working capital reserve as part of retained earnings of up to
60 days cash expenses for normal operating purposes is considered reasonable.
A working capital reserve exceeding 60 days may be approved by the cognizant
Federal agency in exceptional cases.

3. Carry-forward adjustnents of allocated central service costs.
Al l ocated central service costs are usually negotiated and approved for a
future fiscal year on a "fixed with carry-forward" basis. Under this
procedure, the fixed amounts for the future year covered by agreenent are not
subj ect to adjustnent for that year. However, when the actual costs of the
year involved becone known, the differences between the fixed anbunts
previ ously approved and the actual costs will be carried forward and used as
an adjustnment to the fixed anpbunts established for a later year. This
"carry-forward" procedure applies to all central services whose costs were
fixed in the approved plan. However, a carry-forward adjustnent is not
permtted, for a central service activity that was not included in the
approved plan, or for unall owable costs that nust be rei nbursed i nmedi ately.
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4, Adj ustnents of billed central services. Billing rates used to
charge Federal awards shall be based on the estinmated costs of providing the
services, including an estimate of the allocable central service costs.

A conparison of the revenue generated by each billed service (including
total revenues whether or not billed or collected) to the actual allowable
costs of the service will be made at |east annually, and an adjustnent will
be made for the difference between the revenue and the all owabl e costs.

These adjustnments will be nade through one of the follow ng adjustnent
net hods: (a) a cash refund to the Federal Governnent for the Federal share of
the adjustnment, (b) credits to the ambunts charged to the individua

prograns, (c) adjustnents to future billing rates, or (d) adjustnments to
al l ocated central service costs. Adjustnments to allocated central services
will not be pernitted where the total anount of the adjustment for a

particul ar service (Federal share and non-Federal) share exceeds $500, 000.

5. Records retention. All central service cost allocation plans
and
rel ated docunmentation used as a basis for claimng costs under Federal awards
must be retained for audit in accordance with the records retention
requi renments contained in the Common Rul e.

6. Appeals. |If a dispute arises in the negotiation of a plan
bet ween
the cogni zant agency and the governnmental unit, the dispute shall be resol ved
in accordance with the appeal s procedures of the cogni zant agency.

7. OVB assistance. To the extent that problens are encountered
anong
the Federal agencies and/or governnental units in connection with the
negoti ati on and approval process, OMB will lend assistance, as required, to



resol ve such problens in a tinely nanner.
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Crcular No. A-
87
Attachment D
PUBLI C ASSI STANCE COST ALLOCATI ON PLANS

TABLE OF CONTENTS

A Gener a
B. Definitions

1. State public assistance agency

2. State public assistance agency costs
C. Pol i cy

D. Subm ssi on, Docunentation, and Approval of Public Assistance Cost
Al'l ocation Pl ans

E. Revi ew of Inplenentation of Approved Pl ans

A CGeneral . Federally-financed prograns adm nistered by State public
assi stance agenci es are funded predom nately by the Departnent of Health and
Human Services (HHS) In support of its stewardship requirenments, HHS has
publi shed requirenents for the devel opnent, documentation, submni ssion
negoti ati on, and approval of public assistance cost allocation plans in
Subpart E of 45 CFR Part 95. Al adninistrative costs (direct and indirect)
are normal ly charged to Federal awards by inplenenting the public assistance
cost allocation plan. This Attachnment extends these requirements to al
Federal agenci es whose prograns are administered by a State public assistance
agency. Mjor federally-financed programs typically adnministered by State
public assistance agencies include: Aid to Families with Dependent Children
Medi cai d, Food Stanps, Child Support Enforcenent, Adoption Assistance and
Foster Care, and Social Services Block Gant.

B. Definitions.

1. "State public assistance agency" neans a State agency
admi ni stering
or supervising the admnistration of one or nore public assistance prograns
operated by the State as identified in Subpart E of 45 CFR Part 95. For the
purpose of this Attachnent, these prograns include all prograns administered
by the State public assistance agency.

2. "State public assistance agency costs" means all costs incurred
by,
or allocable to, the State public assistance agency, except expenditures for
financial assistance, nedical vendor paynents, food stanps, and paynents for
services and goods provided directly to programrecipients.



