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OFFICE OF MANAGEMENT ANO
BUOGET

Cost Principles for Slate. Local and
Indian Tribal Govemments

AGENCY: Office of Mana~ement and
Budget. -
ACTION: Final ReVIsIOn to OMS Circular
A-87, "Cost PrincIples for State. Local
and Indian Tribal Governments"

SU....ARY: An interagencv task force was
established to revIew eXlstlng cost
principles for Federal awards to State
4.'1d local governments. The task force
studied Inspector General repons and
recommendations. solicited suggestlons
for changes to the CirCUlar from State
and local governments. and compared
for consistency the prOViSions of other
Office of Management and Budget cost
prinCIples covenng non-profit
organtzallons and umversilles. ProposeQ
reviSIOns reflecting the results of those
effons were published on October 12.
1988 (53 FR 40352~0367) and August
19.1993 (58 FR 44212~4234).The
extensive comments received on these
proposed revisions. diSCUSSions With
interested groups. and other related
developments were considered In

developang this final reVISion.
OATES: AgenCies shall issue codIfied
regulations to implement the prOVISions
of this Circular by September 1. 1995.
ADDRESSES: Office of Management and
Budget. Office of Federal FinanCial
Management. FinanCial Standards and
Reporung Branch. Room 6025. New
Execullve Office Building. Washington.
DC 20503. For a copy of the reVised
Circular. contact Office of
AdmlTllSUallon. Publications Office.
Room 2200. New Executlve Office
Building. Washington. DC 20503. or
telephone (202)395-7332.
FOR FURTHER INFORMATION CONTACT:
Non-Federal organizations should
contact the organization's cognizant
Federal funding agency. Federal
agencIes should contact Gilben H. Tran.
FinanCIal Standards and Reportlng
Branch. Office of Federal FinanCIal
Management. Office of Management and
Budget. telephone: (202)395-3993.

SUPPlE..ENTARY INFOR""TlON:

A. Background

The Office of Management and Budget
(OMS) receIved about 200 comments
from governmental UnIts. Federal
agencIes. professional organIzallons and
others In response to the Federal
Register notice of August 19. 1993 (58
FR 44212). All comments were
considered in developmg thiS f nal
revision.

OMB also conSidered the National
Performance Revlew·s recommendatlons
to reduce paperwork and red tape.
Changes were made 10 the Circular to
streamline the cost negotiation process
and defer 10 State and local accountmg
proceQures whenever pOSSible. Also. the
policy gUides In the Circular were
amended to prOVIde that Federal
agencies should worle With States or
localities which Wish to test altemauve
mechamsms for paYing costs for
administering Federal programs.

Section B presents a summary of the
maJor public comments grouped by
subject and a response to each
comment. Other changes have been
made 10 Increase c1anty and readability.
Section C addresses procurement issues.
Section D discusses the Federal
AcqUisition Streamlining Act of 1994.

B. Public Comments and Responses

BaSIC Circular

Comment: The policy subsection
states that "no prOVision for profit or
increment above allowable cost IS
lntended." This statement IS currently
contained In the Circular. but it is
different from that contained In other
OMS cost principles circulars and is
literally mcorrect. This seems to say no
profit or Increment above cost is
permitted.

Response: This sentence was changed
to conform With the other OMS cost
prmclples circulars. There IS no policy
change Ultended by this change.

General PrinCIples for Deterrmning
Allowable Costs-Anachment A

Comment: The requirement In the
baSIC guidelines that "a cost may not be
aSSigned to a Federal award as a direct
cost if any other cost incurred for the
same purpose in lilte circumstances has
been allocated to a Federal award as an
indirect cost" appears to be too
expansive and should be clarified.

Response: There is no policy change
intended from that in the eXlsting
Circular. The wording in the
consistency prOVision was changed to
malte it clear thaI all costs incurred for
the same purpose in like cucumstances
are el ther direct costs onlv or indirect
costs only Wlth respect to' final cost
objectives le.g.. grants). No final cost
objective shall bave allocated to it as an
indirect COSI Olnv cost if other costs
incurred for the same purpose. in like
circumstances. have been mcluded as a
direct cost of that or any other final cost
objectlve. For example. a grantee
normallv allocates all travel as an
indirect ·cost. For purposes of a new
grant proposal. the grantee Intends to
allocate the travel costs of personnel

whose lime IS accounted for as direct
labor directly to the grant. Since travel
costs of personnel whose time IS
accounted for as direct labor working on
other grants are costs which are
Incurred for the same purpose. these
costs may no longer be Included within
Indirect COSI pools for purposes of
a1l0catlon to any other grant.

Commenr: The Circular lists the
market pnce of comparable goods or
services as one test of reasonableness.
This statement may cause problems for
State agencIes that are reqUired to make
pW'Chases from State-Wide conUacts.

Response: OMS recognizes that
market fluctuatlons mav result in a State
paYIng higher pnces on State-Wlde
conUacts. However. SignIficant
dIfferences between State pnces and
market onces should be analvzed. For
exampl~. Federal awards sho'uld oot be
paYing higher prices for State awards
based on geographical preferences.

Comment: The prohibition agamst
shifting costs allocable to a particular
Federal award or other cost ob,ective to
other Federal awards needs to be
clarified. Governmental urnts should
not be precluded from shifting
allowable cost 10 accordance with
program agreements.

Rt'sponse: This section was expanded
to recogruze that there are anstances
when it may be appropriate for
governmental units to uansfer costs
from one cost objective to another cost
objective.

Comment: It is not logical to reqwre
governmental unilS to allocate andirect
costs to all actlvlties including donated
servIces.

Response: The Circular IS designed to
provide that federal awards bear their
fair share of costs. Ifnon-Federal
activities use donated selVlces that
require a substanual amount of suppon
costs. it would be inequitable to charge
these costs to Federal awards.

Comment: The section on applicable
credits needs to be clarified.

Response: The language in this
section has been revised to remove
iDappropnate examples of applicable
credits and references to program
income which are covered by the grants
management common rule.

Selected Items o.f Cost-Anachment B

Advenising and Public Relations Costs

Comment: Clarify the allowabilitv of
cenain public relations type costs. such
as job fairs and activities to promote
ridership on public transponation.

Response: The allowability of these
types of costs deoends upon the
circumstances surrounding the
individual case. in deterrmmng whether
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Federal awards should participate In
these types of costs, the recipient should
consider bow similar types of costs are
charged. and whether there IS a direct
benefit to Federal awards resulting from
these costs.

Audit Services

Comment: The Circular limits the
aUowability of audit costs to single
audits and does hot prOVide
reimbursement for audits of a less
comprebensive nature.

Response: This section was reVJsed to
allow the costs of other audits

Automatlc Electroruc Data Processmg

Comment: The requirement for
governmental urnts to amonlze the costs
associated With the development and
teshng of automated systems would
impose an unreasonable finanCial and
administrative burden on the
governmental umts.

Response: OMB eliminated the
requirement for governmental unlls to
amortize the costs of deve!opmg ~.n-±

testing automated systems unul a
unifonn Federal policy covenng all
types of recipients of Federal awards
can be developed.

Compensation for Personnel Services

Comment: The potential paperwork
bt.ardens associated with accounung for
employee leave payments and accruals
could be substantial.

Response: This seetlon was slmphfied
by modifying many of the prescnpuve
accounting rules for leave.

Comment: interest cost associated
with pension contnbuuons should be
allowed if the governmental un.ll'S
contnbutions are delaved

Response: References to Interest
payments were deleted. However.
laDguage was insened into the Circular
to make it clear that Federal
reimbwsement of pension cost must be
adjusted when the governmental UIDt'S
payments to the fund are late. The
adjustment should compensate for the
additional cost because of the tlming of
the chups to the Federal Government
aDd the governmental wut's
conU'ibution to the pension fund.

Comment: Governmental units should
not be required to use separate cost
allocation procedures for classes of
employees that experience different
actuarial gains and losses (e.g.. police
aDd fire departments I.

Raponse: This requIrement was
deleted from the Circular.

Comment: The requirement that a
governmental unit obtam Federal
approval for changing Its method for
determining pensIon and post-

retirement bealth benefit costs should
be deleted.

Response: This requirement was
deleted. Pension costs and post·
retirement health benefit costs
detenmned In accordance WIth
Generallv Accepted Accounting
PrinCIples (GAAPI and the prOVISIons of
the Circular WllI be allowable. For
contracts covered under Cost
Accounting Standards (CAS), CAS 412
and 413 promulgated by the Cost
Accounung Slandards Board shall
establish the al10cability of pension
costs

Comment The current pnnciples
applicable to suppon of personnel costs
have worked well and requIre no
change.

Response: OMS believes additional
guIdance IS necltSSaJ'Y. Federal agencies
have found that the absence of sufficient
guidance on documentation to suppan
sa lanes charged to Federal awards has
caused numerous audit findings and
resulted in endless wasted hours of
n~oual1on between Federal agencies
and governmental unlts. Based on the
comments received. OMB made a
number of changes to the requirements
In thIS section of the Circular to clarify
and Simplify Federal requirements for
documenting salaries charged to Federal
awards.

Defense and Prosecution of Criminal
and Civil Proceedings. and Claims

Comment. OMB proposed to
-mbstan1'allv amend the proVISions on
the allowabillty of legal and related
expenses. In the 1981 version of the .
Circular. this provision is found at
Attachment B. section 16 (46 FR 95521.
In the latest proposal. the proposed
reVlSlons were at Attachmenl B. saroon
14 (58 FR 44222).

State and local governments
contended that the proposed revisions
on the allowability of legal and related
expenses would be unfair and would
denv them due process.

state and local governments also
objected to the specific proposed
revision. dealli2g with legal proceedings
based on the Major Fraud Act and the
Federal Acquisition ReguJation (48 CFR
31.205-17) in Attachment S. sections
14.a. through f. State aDd local
governments contended that those
provisions are ambiguous. inconsistent
and overly broad. In addition. these
cammenters argued that the provisions
were designed for commercial
contractors and should not be applied to
grants.

Response: After reviewing the
comments on the proposed reVIsions.
OMB decided not to amend the current
provIsion on the allowability of legal

and related expenses. In the revised
Circular. this provIsion is now found at
section H.b.

En this revision. OMS has added a
provlSion at section 14.a. This
proVJsion. which was In the proposal.
simply reslates the CWTIntly.applicable.
statutory restrictions in 10 U.S.C.
2324(kl:

Depreciation and Use Allowances

Comment: It is unclear if a use charge
can be charged while an asset is in
service.

Response: The Circular now proVides
that a reasonable use aUOWaDC8 may be
negotiated for fully depreciated assets;
therefore. OMS believes a reuonable
use allowance could be negotiated for
an asset for as long as the asset is in
service.

Comment: It is not clear whether
accelerated depreciation is allowed.

Response: The prefemd method of
depreCIation is the straight line methQd.
However. other methods may be used
when there IS evidence that aD ISlet will
be used up faster in the earlier portion
of its useful life.

Comment: The estimated useful lives
of equipment and buildings used to
compute use allowances should be
shortened.

Response:No chaDges were made.
Governmental units have the option of
claiming depreciation wl1ich is usually
bued on the actual life of the ISlet.

Comment: It is not clear why classes
of assets needed to be determined on a
State-Wide. local-wide. or Tribal·wide
buis.

Response: This section was amended
to say classes of assets shall be
determined on the same buea used for
the governmental unit's finaDcial
statemenlS.

Equipment and Other Capital
Expenditures

Comment: The capitalization level for
equipment seems to be arbitnrily low.
The criterion of S25.0OO. which is
reeogJUzed by the Department of Health
a.nd Human Services fHHS). might be
more appropnate.

Response: The 55000 criterion is in
line with capitalization levels used by
government contractors aDd others. The
HHS criterion is limited to equipment
used on a few very large programs
where equipment pu:chuea are a very
small percentage of total program COlts.

For CAS-covered contracts subject to
"full coverage". the threshold for
equipment is S1500 as established
under CAS 404.

Comment: Clarilv the tenn "wcle"
as used in the defin.ttion of equipment.
The Circular defines equipment "as
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being an artIcle of nonexpendable
propeny."

Response: The definition of "capllal
expenditure" was added to furtber
define the term "eqwpment.·' However.
if furtber gUIdance is needed in thIS
area. governmental umts should follow
their own accounung praeuces when
defining equipment.

Comment: It is not clear what IS
meant by "The total acquIsition costs
are not allowable as indirect costs
during the penod acqwred...

Response: This section was clarified.
It now says that capital expenditures
which are not authorized to be charged
directly to an award may be recovered
through use allowances or depreCIatIon.

Comment: The impact of depreCIation
as proposed in the Circular would shIft
costs to the governmental Unit. not maKe
any provIsion for the lime value of
money, increase admmistrative costs to
track resulling depreciation schedules.
and erode the partner relationshIp
between Federal agencIes and
governmental units.

Response: The accounting treatment
for depreciation as prescnbed by the
Circular is based on GMP. Further, the
provisions ensure that the Federal
Government pays its fair share of costs,
including interest on finanCing.

Fund Raising and Investment
Management Costs

Comment: It is not clear whether costs
related to raising funds from employees
within an organization for charitable
activities. such as the United Way,
would be allowable since the Circular
disallows fund ralsing costs.

Response: Generally. the prohibition
on fund raising activities covered by the
Circular is for those activities where the
governmental unit raises funds for its
oWn use. InCidental fund raislOg from
an organization'S own employees for
chantable organizations. such as the
United Way, is considered pan of
normal operating expenses and.
therefore. allowable.

Gains and Losses on Disposition of
Depreciable Propeny and Other Capital
Assets and Substantial Relocation of
Federal Programs

Comment: The provisions which
would require governmental units to
reimbW'Se the Federal Government
when Federal awards were relocated
from facilities where the Federal
Government participated in the
financing is inappropriate.

Response: This section was amended.
It now requires governmental units te
obtain pnor approval from the cogmzant
agency for substantial relocations of
Federal awards from buildinRs for

which the Federal Government
partICIpated In the financmg.

Insurance and Indemnification
Comment: It IS not apparent why

prOVIsions for liabilities. which do not
become payable for more than one year
after a self insurance provISIon IS made,
are limited to the discounted value of
the liability.

Response: This requirement is
designed to cover only those cases
where the amount of the liability IS firm
or reasonably cenaln. This proVision
helps to aVOId excessive reserve
balances for the current fiscal year. It
limits current year premiums to the
present value of the future (known or
reasonablv cenalnlliabllity. When that
future liability becomes due. pnor years
premiums plus earnings (i.e., Interest or
mvestment Income) from those
premiums will be available to satisfy
that debt.

Comment: The Circular states that
self-insurance reserves must be based on
sound actuanal pnnclples uSing the
most likely assumpllons. This seems to
be an attempt to limIt sound actuarial
pnnciples.

Response: This language was not
Intended to reslnct sound actuarIal
principles. The language was changed to
clarify that sound actuarial assumptions
should recogmze actual past. as well as
probable future. events when
determining premiums and reserve
levels.

Interest
Comment: Interest expense should be

allowable not only for building
modifications. as prOVided in the 1981
reVIsion of Circular A--87. but also for
acquisitions of equipment made prior to
the issuance date of the revised Circular.
The proposed proVision is objectionable
because it would require dUll records
and impose an unrelsonable and
unnecessary administrative burden on
State and local governments.

Rnponse: The provision was
rewritten to aHow interest expense p81d
or incurred on or after the revised
Circular's effective date to be charged to
Federal awards for existing IS well as
newly-acquired equipment.

HistoncaHy. OMS has not allowed
interest on debt issued prior to the
effective date of an interest policy
revision (pre-revision debt). 10 1980.
OMS allowed Slate and local
governments mterest on debt issued to
acquire buildings. but not on pre
reVision debt (45 FR 27363). In 1982. in
a revision to Circular A-21. "Cost
PrinCiples for Educallonallnstitutions."
OMS allowed mterest on debt issued to
acquire bulldinlls and equipment. but

not on pre-reVision debt 147 FR 336581.
10 1994. in a proposed revision to
Circular A-122. "Cost Principles for
Non-Profit Orgaruzations." OMS
proposed to allow interest debt issued to
acquire bUIldings and equipment. but
not on pre-revIsIon debt (59 FR 490911.

In vIew of the fact that pl"It-revision
debt was Incurred with full knowledge
of the cost policy that was m effect at
that time. OMS does not believe that
grantees should expect the FIdera1
Government to allow mtemt on this
debt without such a decision heiDg cost
justified from the Federal Govenunent's
perspective. OMS believes the Federal
Government should onlv allow interest
on pre-reVIsion debt when the cost of
maintaining dual records on pre
revision and post-revlslon assets and
rellted debt (all or a ponion of these
recordkeepmg costs are ch.argeable to
the Federal programs as administrative
costs) is less than the Interest cost on
pre-revision debt.

With respect to debt incurred to
purchase buildings. OMS believes wt
the cost of maintaining dual records is
cost-justified in view of the limited
number of buildings and debt issues for
which separate records would have to
be mamtalned. and the substantial
interest cost associated With long term
debt used to finance buildings. Thus. as
OM8 has preVIOusly explained.
"[aJapplying the new rules to old
buildings would appear to provide I
windfall recovery. and might drive up
overhead costs of federally assisted
programs" (47 FR 33658. ilso see 45 FR
27363J.

Equipment acquired by State and
local governments (except computers).
while substantial in terms of the number
of pieces. is relatively nominal In cost
and has I relatively sbon life span. As
a result. the outstanding internt on debt
issued to finance this equipment is
relatively nominal. Moreover. State and
local governments would still bear the
major share of the financing COlts. even
if pre-revision debt were allowable. Sy
contrast. the cost of maintaining dual
records for I large number of ltams and
related debt would likely be subatantill.
Given the different balance between
administrative and interest costs. OMS
has decided that. in this instance. the
administrative costs Issociated with
maintaining separate records to trae:lt
pre-revision and post-revision debt is
not cost-justifiable from the Federal
Government's perspective.

The basiS for the allowance of pre
revision debt for equipment of State and
local governments is consistent with the
basiS for OMB's treatment of such debt
for educational institutions Itn 19821
and OMS's proposed treaunent of such
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debt for non-profit organizations (in
1994). The cost of equipment acquired
by educational instltUtlons and non
profit organlzallons through debt
financmg can be significant (e.g., over
S650.000 for x·ray crystallography
equipment. $348.000 for a vantage flow
cytometer for high speed cell analysis.
and S265.000 for an electron
mtcroscope). Equipment of this tvpe and
related debt has a longer life. and m
turn. significantly higher mterest cost.
Moreover. as With buildings. there are
only a limited number of pieces of such
equipment, which reduces the
administrative costs of dual records.
Given the amount of interest Involved in
the financing of these assets compared
with the relatively nommal
administrative burden associated with
maintaining dual records. OMS believes
the cost of mamtalnlng dual records IS

justifiable.
Comment: The requirement for a

governmental Unit to document. as pan
of its decisionmak.ing process. that
capital leasing is the most economical
option does not belong In Circular A
87.

Response: The requirement for lease
analysis as part of the governmental
Unit's decisionmaking process and its
proper documentation IS addressed in
the Grants Management Common Rule
under Section _ 36[b)(4). This
requirement is not addressed In Circular
A-87.

Comment: Governmental units would
not recover their full costs because of
provisions m the Circular which
proVIde that a credit is due the Federal
Government when Federal payments for
interest. depreCiation, use cllarges and
other contnbutions for building use
exceed the interest and pnncipal
payments made by the government
(positive cash flow).

Response: OMB deleted the
provisions in the Circular which would
require credits under the conditions
described above. However.
governmental units will be reqUired to
negotiate the amount of allowable
interest whenever cash payments
(interest. use allowances. depreciation
and contributions) exceed governmental
Unit cash payments and other
governmental unit cOntrlbulions. OMB
will studv this matter funher to ensure
fair and equitable poliCies are
established for the States and the
Federal Government.

Memberships. Subscnptions. and
ProfeSSional Activities

Comment: Membershlp.osts In some
CIVIC and communi tv org...uzatlons
should be allowable when the purpose

is to promote services prOVIded by tbe
Federal award.

Response: The language has been,
reVised to allow memberships In Civic
and community organizatIons as a direct
cost WIth the pTlor approval of the
Federal awarding agency.

ProfesslOna! Service Costs
Comment: Simplify tbe section on

professional service costs by eliminating
the factors to consider in detenmning
the allowability of profeSSional service
costs.

Response: Eight subsections listing
the factors were deleted.

Proposal Costs
Comment: It is not clear why proposal

costs should nonnallv be treated as
indirect costs and allocated to all
actlvilles. Such costs should be treated
as direct costs if they can be Identified
With a specific awar'd.

Response: OMB added a provision to
allow governmental units to charge
proposal costs directly to a Federal
award with the prior approval of the
Federal awarding agency.

Taxes
Comment: If OMS adopts the

proposed revision affecllng sales tax
reImbursement. the reVision should
become effective at some later date to
allow time to change State and local
laws.

Response: OMB agrees that there
should be a phase-in period. The
Circular allows governmental units
three years to phase-in the change.

Comment: If the sales tax proposal
were adopted, it would become a
burden to separately account for State
sales taxes paid on Federal grant
purchases.

Response: The Circular allows
reasonable approximallons to be used
where the identification of the actual
amount of unallowed taxes would
require an inordinate amount of effort.

Comment: State sales taxes should be
allowable when a !overnmental unit is
in a position that makes exclusion
administratively impossible. i.e.. when
employees in travel status must pay
sales taxes upon receipt of goods and
services.

Response: States should attempt a
reasonable approximation.

Comment: Some State and local
governments and Indian Tribal
governments would lose substantial
amounts of revenue If sales taxes were
not chargeable to purchases made In

connection With federallv-funded
programs.

Response: The intention of the tax
prOVISion IS to address State or local

government taxes. or changn in tax
policy. that disproponlonately affect a
federally·funded program. Under the
Circular. such taxes are unallowable.
(As explained in the next comment·and
response. where a Federal statute
prescnbes a different treatment for
taxes. that statute controls.)

For example. a tax would
disproportlonately affect a Federal
program if the tax were defiDec:i or
applied so that It was impbsed only in
connection with that program. or only
In connection with Federal programs
generally. Another example would be if
a sales tax were imposed on a good or
service that in practice is used solely or
disproportionately in connection with
Federal programs. These examples are
for illustration. and are not meant to be
exclusive. Whether a particular tax. or
change in tax policy, would
disproportionately affect a Federal
program will have to be detemuned
based on a review o( the tax and the
Federal programs in question. .

When a governmental unit pays a tax
to itself. that self-assessed tax is not a
true cost to the governmental unit.
Especially witere a self-assessed tax
disproportionately affects a Federal
program. it is not appropriate for the
governmental unit to be able to
characterize that tax as a "cost" ot its
participation in the Federal program. If
such disproportlonate. sell-assessed
taxes were treated as allowable. even
though they disproportionately affect
Federal programs. governmental units
could define or apply taxes in such a
way that their net impact would largely
be to increase the Federal Govenunent's
contribution. rather than to raise
revenues from the taxpayer. To the
extent that making such taxn
unallowable would result in a loss of
Federal assistance awards. the Circular
allows three years (or governmental
units to phase-out any existing taxes
that disproponionately affect Federal
programs. (For the larger formula grant
programs. the disallowance of such
taxes would not result in any lou of
Federal assistance awards; the funds
which are now used to pay self-assessed
taxes could be used to further the
objectives o( the Federal assistance.)

Comment: The propoaed revision on
sales taxes is directly conUVV to the
legislative intent o( Public Law 102
234. "Medicaid Voluntary Contributions
and Provider Specific Tax Amendments
of 1991." The proposal should be
revised to preclude its application to
broad-based health care related taxes
paid by public entities.

Rtnponse: The Circular would not
take precedence over a statute. If any
statute speCifically prescribes policies
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and specific requirements that differ
from the Circular. the statute wlil
govern.

Comment: State sales taxes collected
by another level of government should
be exempt from the prOVlSlons oi the
Clrcular.

Response: As noted above. the
Circular's disallowance IS directed at
self-assessed taxes. Thus. if a local
government receives an award directly
from the Federal Govenunent. and pays
a State sales tax on purchases made in
connection with that award. the tax IS
an allowable cost. (However. as
previously noted. the Circular does not
restrict the authority of Federal agencIes
to identify taxes where Federal
participation is inappropriate.)

However, If the local government does
not receive the award directlv from the
Federal Government. but Instead
receives the award indirectlv bv virtue
of a State pass-through. then th'e sales
tax that the local government pays the
State is In reaIitv a self-assessed tax.
which would be unallowable if the tax
disproportionately affects a Federal
program.

Comment: It is not clear whether the
prohibition on payment of sales taxes
applies to out-of-state sales tax.

Response: Since they are not self,
uHssed. taxes assessed bv other States.
or political subdivisions of other States.
are not unallowable under the Circular
(However. as preVIously noted. the
Circular does not restrict the aut.boritv
of Federal agencies to identify taxes '
wbere Federal participation is
inappropnate. )

Travel Costs

Comment: Airfare costs In excess of
the lowest available commercIal
discount fare are unallowable. With
today '5 confuslllg array of super savers
and fare wars. the burden involved in
proving the lowest airfare would be
considerable.

Response: The travel provisions were
changed to say travel costs in excess of
the customary standard (coach or
equivalent) airfare are unallowable,

State/Local-Wide Central SeTVlce Cost
Allocation Plans-Attachment C

Comment: Working capital reserves in
many cues should not be limited to 60
days casb expenses. Time consuming
collections. uneven usage levels. and
unanticipated demand for services are
some of the reasons for authorizing a
larger rese"'e.

R.sponse:OMB believes the 60 day
reserve should prOVide the flexibility
required by most funds to opep.[e from
one billing cycle to the next. I' )wever.
the Circular was amended to prOVide for

a larger reserve in exceptional cases
when approved bv the cogmzant
Federal agency.

Comment: The Circular should not
restrict governmental Units from
engaging an accounting firm to prepare
an Indirect cost proposal and then
engaging the same firm to make
subsequent audits.

Response: This provision was deleted
from the Circular. This issue will be
addressed as part of OMB policy
changes to other OMB grants
management circulars.

Comment: What are the criteria OMB
uses for malting cognizant assignments
and for defining "malor governments'"

Response: OMB is in the process of
reviewlOg the cognizant usignments for
governmental units. Only governmental
wuts receiving substantial amounts of
direct Federal assIstance will be
aSSIgned a Federal cognIzant agency and
be reqUIred to submIt plans to those
cognizant agencies. Because the mIX of
Federal awards hu changed so much
since the last list was issued. OMB
needs to develop a new dollar criterioD
for defining "malor."

Comment: States arid other pnme
grantees should not be reqUired to
monitor subrecipient cost allocauoD
plans and/or negouate sub-recIpient
mdirect costs.

Response: The grants management
common rule requires governmental
units to monitor subawards to assure
compliance with applicable Federal
requirements. These requirements
include compliance with the cost
prinClples. In those cases where the
subreclpient does not receive any
Federal awards directly from the
Federal Government. Federal agencIes
would not have any direct responsIbility
for negotiating indirect costs.

Comment: Attachment C. Section E
states that "The documentation
requirements in this section may be
modified. expanded. or reduced by the
cognizant agency on a case-by-case
bais." This specific sentence might
allow a Federal cognizant agency to
unreasonably and unilaterally expand
the documentation requirements.

Response: Federal agencies should
have tbe flexibilitv to obtain additional
data. when necesSary. However.OMB
agrees that this type of request should
be the exception rather than the rule.

Comment: Documentation for internal
service funds seems excessive since
tbese areas are audited. This
documentation is more appropriately
included in a State or local
government's financial statements and
work papers for the fiscal year rather
than In the entlty's cost allocation plan.

Response: OMB amended this sectIon
to requIre onlv the largest funds to
submit dala. If the required data are
Included in the governmental unit's
finanCial statements. submission of the
finanCIal statements to the Federal
cognizant agency will meet the
requirements of the Circular.

Comment: OMB proposed to add
provisions requiring the certification of
cost allocation plans and of indirect cost
rates (see preamble (58 FR 44218);
Attachment C. Section E.4 (58 FR
44229): Attachment D. Section D.3 (58
FR 44230-31); and Attachment E.
Section D.3 (58 FR 44233)). States
objected to the mdusion of the phrase
"under penalty of perjury" in the
proposed certificatIon. They contended
that the phrase IS unnecessary.

Response: OMB has decided to amend
the Circular to add the proposed
certificauons. but OMB has accepted the
commenters' suggesuon that the phrase
"under penalty of pelJury" not be
included in the certifications. OMB
believes that. when the Federal
Government is dealing with State and
local governments. it is unnecessary to
reqwre that the certifying government
official sign a certification stating that it
is made "under penalty of perjUlJ,"
State and local officials should not
conclude. however. that the omission of
the phrase "under penalty of pelJury"
means that DO potential legal liability is
associated with a certification's
submission. In this regard. Dote the
provision in Federal law imposing
criminal penalties for "false. fictitious
or fraudulent statements or
representations" (18 U.S.c. 10011, The
Department of Justice is responsible for
enforcing this provision (and other laws
regarding false statements and claims).
OMB expresses no opinion concerning
the potential legal liabilities that are
aSSOCIated with making the
certifications in the revised Circular.

Comment: Restricting the authority to
reopen Central Service Plans to the
Federal cognizant agency is iD~uitable.

Response: This section was c:llaDged
to state that agreements may be subject
to reopening only if the agreement is
subsequently found to violate e statute
or the information upon which the plan
wu negotiated is later found to be
materially incomplete or inaccurate.

Comment: GAAP for State and local
governments do not require intemal
service activities to be accounted for
and reponed in proprietary accounts.

Response: The reqwrement for
internal servIce activities to be
accounted for in proprietary accounts
was deleted.

Comment: Remove the requirement
that a carry forward adjustnlllnt is not
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pemlltted for a central servIce actlvltv
that was not mcluded m the approved
plan.

Response: The carry forward
technique was intend'ed to pennll
adjustments for differences between
actual and estimated costs of servIces
included in a cost allocation plan. 1\ was
not intended to shift the entire cost of
an activity excluded from the vear of the
plan to a future vear. There mav be
circumstances ~here a change to tbe
plan should be considered (e.g.. the
service did not exist when the plan was
established and was initiated dunng the
year covered by the plan). This type of
amendment should modify the plan
itself and would not be handled through
a carry forward adjustment.

Comment: Adjustments of billed
services do not provIde a worleable
solution for the larger central services of
the States. The dollar limitation of
$50.000 for malting adjusU11ents through
allocated central servIces IS too low

Response: This section was rewntten
to provide governmental units more
options and flexibility in making
adjustments to Federal awards.

Public Assistance Cost Allocation
PlanS-Attachment D

Comment: The public assistance cost
allocation plans are narrative
desaiptions of cost allocation
procedures rather than allocations of
actual costs. The provisions dealing
with refunds or adjustments related to
UDallowable costs and the certification
of cost allowability do not appear
appropriate.

Response: The certification and the
provisions dealing Wlth refunds and
adjustments were deleted.

State and Local Indirect Cost Rate
Proposals-Attachment E

Comment: The Circular is silent on
the time period for use of predetermined
rates.

RHponse: The Circular was amended
to encourage the use of indirect cost
rates for a period of two to four years.

Comment: Governmental units should
notify ~e Federal Government of any
accounung changes that might make it
necessary to renegotiate the
predetermined rale.

Response: A provision was added to
the cenification wh.tch requIres the
governmental unit 10 notifv :.ile Federal
Government of any accour'tmg changes
that would effect the appllcauon of the
predetermined rate.

C. Procuremenl issues

Several procurement Issues arose
dunng the Federal Gohrnment's
Internal reVlew process. This secuon
clarifies the procurement Issues.

EffectIve Date for Governmental Units
With Predeterrmned Rates Beyond
September 1. 1995

For a governmental unit that already
has established mdirect cost rales
bevond September 1. 1995. the effective
date of the reVIsed Circular shall be at
the start of !be next accounttng period
beginnlDg on or after September 1. 1995.
for which the governmental unit has nor
yet eSlablished a predetenntned indirect
cost rate.

DepreclotJon MethodfsJ for CAS
Covered Contracts

CAS-covered contracts subject to "full
coverage" under CASB shall follow the
standards promulgated by CASB in the
computation of depreciation.

AlJowabiJity of Interest Expenses for
CAS-Covered Contracts

For contracts subject to CAS 414 (48
CFR 9903.414. cost of monev as an
element of the cost of capital). and CAS
417 (48 CFR 9903.417. cost of monev as
an element of the cost of capital assets
under construction). the imputed cost of
money determined allocable in
accordance with CAS 414 and 417 mav
be claimed as an allowable cost. When
cost of money is claimed. interest shall
nol be an allowable direct or indirect
cosl under such contracts.

D. Federal Acquisition Streamline Act

The Federal Acquisition Streamlining
Act (FASA) of 1994. enacted on Oclober
13. 1994. amended Section 306(e) of the
Federal Propeny and Administrative
Sel'V1ces Act of 1949 (41 U.S.C.256.
Public Law 103-355. Section 2151. 108
Sial. 3309-121. 10 specify certain ilems
of costs as not allowable under Federal
covered contracts. OMB is undertaking
a review of these FASA provisions. for
the purpose of determining whether the
unallowable cost provisions of Circular
A~7. and ofOMS's other cast
principles circulars. should be amended
in light of the FASA provisions on
unallowable costs. If OMB ultimalelv
concludes thai amendments may be'
appropriale. OMB will issue a proposal

seeking public comment aD the
proposed revtslons.
fohn B. Arthur.
.-\SSOClore DirKror for AdmlnlsualJon.

Executive Office of The President

Offic~of Management and Budpl
WashingroD. DC 20503

\fav 4. 1995.

Circular No. A-87 Revised

To the Heads of Executive Depanments aDd
Establishments

From: Alice M. Ri vlin. DirlIr:tor
Subject: Cost Principles for State. Local. and

Indian Tribal Governmnla
I. Purpose. This Circular establishes

pnnclples and slandards for detemulling
COSIS for Federal awards carried oul thIough
granls. COSI reimbursement cona-as. aDd
other agreements wllh State and local
governmenlS aDd federally-l'eClDplzed Indian
tribal governments (goYel"DJDentll unilal.

2. Aulhorlly. This Circuiar IS ialued under
the luLbonty of the Budget and Accounting
Act of 1921. as amended: the Budger Ind
AexounUDg Procedures Act of 1950. u
ameDded: the Chief Financial Oftlars Act of
1990; ReorglJ:UZlUOD Plan No.2 of 1970: and
Execullve Order No. t 1541 ("Prwaibins the
Dulles of tbe Office of Ml.D8lement and
Budgel aDd the Domestic Policy Counr:il in
tbe Executive Office of the Presiden!"].

3. BacJcpound. AD Interqency tuk force
WI. established in 1987 10 reYi_ Udting
cost prinCIples for Federallwards to Stale.
local. aDd lDdiaD mbal gover1UD8DtI. The
task force studied Inspector General repons
aDd recommeDdatioDs. solidted IUgeltions
for changes to the Circular from
gOyerumeDlal unllS. aDd compared for
consistency the provisionl of other OMII COlt
priDciples circulars covering non-profit
orglOlUUODS aDd universiti... A propoaed
reVIsed Circular reflecting the multi Df those
eiforts WIS ISlUed on October 12. 19M. and
August 19. 1993. ExteDslVec:ommenla on the
proposed reVISIODS. discuuioDJ With internt
groups. aDd releted davelopIDnla _re
cODlidered in developiDg this revision.

4. &scJssions. This Cirr:uJ&r rnc:iads and
supersedes Circular A-87. islUed January 15.
1981.

s. Policy. Tbis Circular ntablilhel
pnncipJes aDd sundardsto provide a
uDJform approach for determiDilll COIta and
to promote effective prosrua delivery.
efficieDCY. aDd better relationahipl berw.n
goverumenlal units and the Feeleral
Govel"DJDent. The pnncipl.. are for
detemuning Illowable COIla only. They are
not iDtendad to identify Ihe circumat8llCllS or
to dictate tba exteDt of Feeleraland
goverumental unit panicipluon in the
IinanclDg of a particular Federal award.
ProvISIOD for profit or other increment above
COSI II outside the scope of this Circular.

6. DflfjnllJons. DefiDitioDI of key terms
used in this Circular are cODtained ill
Attachmenl A. Section B.

7. ReqUl~d Action. Agencl" responsible
for adrnlDlslenng programl tbat involve cost
reimbunemem conlracts. granla. and other
agreemems wllh govemmenlal unus Ihall
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Issue codified regulations to implement the
proVISIons of this Circular and its
Attachmeots bv September 1. 1995.

8. OMS ResponslbJljtj~. The Omce of
Manegement and Budget (OMB) will ~Vlew
agency ~gulalions and implementation of
this Circular. and will provide polley
interp~tatlons and allistance to insura
effecll"e and efficient implementation. Any
exceptionI wIll be subject to approval by
OMB. Exceptions wl1l only be made in
panicular calel when edequate justificatioo
il presented.

9. Information Contact. Further
infonnauon concerning this Circular may be
obtained by contlCling the Office of Federal
FinanCIal Manepment. Financial Standards
and Reponing Branch. Office of Management
and Budget. Wa.hlngton. DC 20503.
telephone 202-39So-3993.

10. Policy Review Oota. OMB Cilcular A
87 will bave a policy reVIew three years from
tbe date of issuance.

11. Effecllve Date. This Circular IS effective
u followl:
-For COltl charged indirectly or otherwise

coverad by the COlt allacation plans
dftCfibed in Attachments C. 0 and E. thiS
reVISion shall be applied to cost allocation
plans and indirect cost proposals
submitted or preperad for agovemmeotal
unit's fiscal year that begIns on or after
September 1. 1995.

-for other costs. this revision Ihall be
applieel to all awards or amandmenls.
iDcluding continuanon or ranewal awaras.
made on or after September 1. 1995.

OMI Circular No. A-87-Cost
PriDcipl.. for State. Local ud Indian
Tribal Governments

Tabla of Conllng

Attachment A-Geoeral Principles for
Determining Allowable Coits

Attachmenl B-Selected ItelDS of Cost
Attachment C--State/LocaI·Wide Ce.ntral

ServIce Cost Allocation Plans
Attachmenl [}-Public ASSIstance Cost

Allocation Plans
Attachment E-5tate and Locallndilect Cost

Rata Proposals

Attachment A-General Principles for
Determining AlJowable Colts

TableofCoa&eDIi
A.'PurpoIe and Scope

1. OblectlYllI
2. Policy pid..
3. Application

B. Definitions
1. Approval or authorization of the

lwarding or C08J1izant Federal agency
2. Award
3. Awarding agency
4. CantRllemce cost allocation plan
5. Claim
S. Copizant agency
7. Common rule
a. Contract
9. Cost
10. Cost allacltlon plan
11. Cost objective
12. Fedenlll'·recognlzed Indian tribal

gOYllmmenl
13. CoYllrnmental unit

H. Grantee aepartment or agency
1S. Indirect cost rate proposal
16. Local government
17. Public assistance cost allocation piR
18. Stale

C. Basic Guidelines
1. Facton affeeling allowability of costs
2. Reasonable costs
3. Allocable costs
4. Applicable credits

D. Composition of Cost
1. Totll cost
2. Classification of costs

E. Dinet Cosu
1. General
2. Applicltion
3. Minor items

F. Indinct Costs
1. General
2. Costillocition planl and indirect cost

proposals
3. Limitltion on indirect or adminIstrative

costs
G. laterlgency Services
H. ReqUIred Centfications

A. Purpose and Scope

1. Objectives. This Attachment
establishes pnnciples for detenmning
the allowable costs inc:uJTed by Stlte.
local. and federally-recognized Indian
tribal governments (governmental wutsl
under grants. cost reimbursement
contracts. and other agreements with the
Federal Government tcolleetively
referred to in this Circular as "Federal
awards"). The principles a,. for the
purpose of cost determination and are
not intended to identify the
circumstances or dietaie the extent of
FederaJ or governmental unit
participation In the financing of I
particular program or p~ject. The
principles ar.e designed to provide that
Federal awards bear their fair share of
cost recogJUzed under th... pnnciples
except where restricted or prohibited by
law. Provision for profit or other
increment above cost is outside the
scope of this Circular.

2. Policy gUidt!s.
It. The application of these prinCiples

is baled on the fundamental premises
that:

(1) Governmental units are
relponlible for the efficient and
effective administration of Federal
awuds through the application of sound
mUlagement practices.

(2) Governmental units lawne
rnponsibility for administering Federal
funds in a manner consistent with
underlying agreements. program
objectives. and the terms and conditions
of the Federal IWard.

(3) Each governmental unit. in
recognition of its own unique
combination of stiff. facilities. and
experience. will have the primary
responsibility for employing whatever
form of organization and management

teetuuques may be necessary to 45Sun

proper and efficient adrmmst1aUon of
Federal awards.

b. Federal agencies should work with
States or localities which wish to test
alternative mechan.tsms for paying costs
for administering Federal programs. The
OOlce of Management and Budget
(OMB) encourages Federalagendes to
test f...for-service alternatives u a
replacement for c:urrmt cost·
reimbursement payment methods in
relponse to the National PerformaDce
Review's (NPR) recommendation. The
NPR recommended the C...Cor-Ml'vice
approach to reduce the burden
auociated with maintaining systems for
charging administrative costs to Federal
programs and preparing and approving
cost allocation plans. This approach
should also increase incentives for
administrative efficiencies ud improve
outcomes.

3. Application.
a. Th... prinaples will be applied by

all FederaJ agencies In determining
costs incurred by governmental units
under Federal awards lincludiag
subawards) except those with (1)
Publiclv-financed educational
institutions subject to OMS Circular A
Zl. "Cost Principles for Educational
Institutions." and (2) programs
administered by publicly·owned
boapitals and other providers oC medical
care that are subject to requirements
promulgated by the sponsoring FederaJ
1genci... However. this Circular does
apply to all central service and
dep~entJagencycosts that are
allocated or billed lo those educational
institutions. bospltals. and other
providers of medical care or services by
other State and local government
depanments and Igencies.

b. All sublwards are subject to those
Federal cost principles applicable to the
particular organization concerned.
Thus. if I subaward is to I governmental
unit (other than a college. univenity or
hOlpitall. this Circular sballapply: if a
subawud is to a commercial
orpnization. the cost principl..
applicable to commerciaJ organizations
shall apply: if a subaward is to a college
or university. Circular A-21sh.U apply;
if a subawerd is to I hospital. the cost
principles 'lsed by the Federal awarding
agency for awards to hospitals shall
apply. subject to the provisions of
subsection A_3.a. of this Attachment; if
a subaward is to some other non-profit
orpnization. Circular A-122. "Cost
Principl.. for Non-Profit
Organizations." shall apply.

c. Th... principles shall be used u a
guide in the pricing of fixed price
arrangements where costl are used in
determining the appropriate price.
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d. Where a Federal contract awarded
to a governmental unit Incorporates a
Cost Accounllng Standards lCAS)
clause. the requlremems of that clause
shall apply. In such cases. the
governmental una and the cognIzant
Federal agency shall establish an
appropnate advance agreement on how
the governmental unll wIll compiy wllh
applicable CAS requIrements when
estimating. accumulating and reportmg
costs under CAS-covered contracts. The
agreement shall indicate that OMS
Circular A-87 requirements wIll be
applied to other Federal awards. in all
cases. only one set of records needs to
be maintained by the governmental umt

B. Definitions

1...Approval or authonzation of the
awardmg or cognizant Federal agencv .
melns documentallon eVldencmll;
consent pnor to mcumng a specl-fic
cost. If such costs are speclficallv
Idenufied In a redera! award document.
approval of the document constitutes
approval of the costs, If the costs are
covered bv a Stateilocal·wide cost
allocation' plan or an Indirect cost
proposal. approval of the plan
constltutes the approval.

2. "Award" means granls. cost
reimbursement contraclS and other
agreemenls belween a Slate. local and
Indian tribal governmenl and tile
Federal Government.

3. "Awarding agency" means ial With
respect to a grant. cooperatlve
agreemen!. or cost reimbursement
contract. the Federal agency. and (b)
with respecl.lo a subaward. the partv
that awarded the subaward.

4. "Central servIce cost allocation
plan" means the documentation
identifying. accumulallng. and
allocating or developmg billing rates
based on the allowable COSls of services
provlded by a governmenlal Unit all a
centralized basIS to Ils deparonents and
agencies. Tbe costs of these servIces
mav be allocated or billed to users.
. 5'. "Claim" means a written demand
or written assertIon by the governmental
unit or grantor seeking. as a matter of
right. the payment of money in a sum
cenain. the adjuslment or interprelallon
of award terms. or other relief ansi:1g
under or relating to the award. A
voucher. invoice or other routme
request for pavment that IS not a dispute
when submitted is nOI a claim. Appeals.
such as those tiled by <I governmental
unit in response to questioned audit
COSlS. are not considerea claims unll1 a
final management deCISIon IS made bv
the Federal awarding agencv

6. "Cognizant agencv mE'ms the
federal agenc\' responsible (or
reVIeWing. negouallng. and approvlOlI;

cost allocallon olans or IOdirect cost
proposals developed under thtS Circular
on bebalf of all Federal agencIes. OMS
publishes a listmg of cognlzanc
agencIes.

7. "Common Rule" means the
"Umform AdmullstrallVe Requuements
for Granls and Cooperallve Agreements
to State and Local Governmenls: Final
Rule" originaily Issued at 53 FR 8034
8103 (March 11. 19881. Other common
rules will be referred to by theIr speCific
tilies.

8. "Contract" means a mutuallv
blndmg legal relallonsbip obli~ai1.ng the
seller to furmsh the supplies or servIces
IIncluding construcuonl and the buver
to pay for them. It IOcludes all types of
commiunents that obligate the
government to an expendllure of
appropnaced funas and that. except as
olDerwlse authonzed. are In wnllng. 1n
addlllon co bdateral Instruments.
contracts lOciude (but are nOI hmlleo
tOj: awards and notices of awardS: lob
orders or task orders Issued under basu:
ordenng agreements: letter contracts:
orders. such as purchase orders. under
wbich the contract becomes effecuve bv
written acceptance or performance: and.
bllaterai contract rnodificallons.
Contracts do not include grants and
cooperalive agreements covered by 31
l:.S.C. 6301 et seq.

9. "Cost" means an amount as
detennined on a cash. accrual. or other
basis acceptable 10 the Federal awarcimg
or cognizant agency. It does not include
transfers to a general or similar fund.

10. "Cost allocatlon plan" means
central servIce cosI allocation plan.
public asslStance cosI allocallon plan.
and indirect COSI rale proposal. Each of
chese tenns are further defined in this
section.

11. "Cost obiective" means a funcclOn
orgamzallonal subdiviSIon. contrac\.
grant. or other activity for which cost
datil are needed and for which COSIS are
incurred.

12. "Federally·recognized Indian
tnbalgovemment" means the govemmg
body or a governmental agency of anv
Indian trIbe. band. nalion. or other
organized group or community
(includinll any nam'e Village as defined
In Section 3 of the Alaska Native Claims
Settlement Act. 85 Stat. 6881 cenlfled bv
the Secretary of the Interior as eligible .
fat the special programs and servIces
pro\'ided through the Bureau of Indian
:\ffairs.

13. "Governmental unit" means the
enure State. local. or federallv·
recognized Indian tribal government.
IOcluding any component lhereof.
Components of governmental UnIts mav
function lOdependentlv of the

governmental unll In accordance Wtth
che term of the award.

14. "Grantee aeparonent or agency .
means the component of a State. locaL
or federally-recognizeci Indian trtbal
government wblch IS responSIble for the
performance or admmlstration of all or
some pan of a federal award.

15. "Indirect cost rale proposal"
means the documentation prepared bv a
governmental unIt or componenl thereoi
to substanHate lIs request for the
establishment of an mdirect cost rate as
described in Attachmenl E of this
Circular.

16. "Local government" means a
countv. munIcipality. clly. 10wn.
townshIp. local public authority. school
district. specIal distnct. intrutate
district. council of governments
(whether or not incorporated as a non·
profil corporation under Slale lawl. any
other regIonal or mtentale government
enlltv. or any agency or insuumentaHty
of a local government.

17. "Public assistance cost allocation
plan" means a narrative description of
che procedures that wHl be used in
Identifying. measuring and aJlocating all
administrative costs to all of the
programs administered or supeMsed by
State public assistance agencies as
described in Attachment 0 of this
Circular.

18. "State" means any of the Hveral
States of the United States. the District
of Columbia. the CommonweaJth of
Puerto Rico. any temtory or poaelsion
of the United States. or any agency or
Instrumentalitv of a Slate exclusive of
local governments.

C. Basic Gwdelines

1. Factors a,ffectJn8 aJ/owabi/it)l of
costs. To be allowable under Federal
awards. costs must meet the follOWing
general cntena:

a. Be necessar\" and reasonable for
proper and efficlent performance and
aCUTllOIstratlon of Federal awards.

b. Be allocable to Federal awards
under the proVisions of this Cin:ular.

c. Be authonzed or not prohibited
under State or locailawl or resulations.

d. Conform to any limitations or
p.xciuslons set forth in these prinCiples.
Ft:!deral laws. terms and conditions of
the Federal award. or other governing
regulallons as to types or amounts of
cost Items.

e. Be consistent Wilh policies.
regulations. and procedures that apply
uniformlv to both Federal awards and
other activlt1eS of the governmental
umt.

f Be accorded consistent lreaunent. A
COSI ma\, not be aSSIgned to a Federal
J ward as a direct cost If am' other cost
Incurred for the same purp'ose In like
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circumstances has been allocated to the
Federal award as an mdirect cost.

g Except as otherwise provided for In

this Circular. be detenmned in
accordance with generally accepted
accountmg pnnclples.

h. Not be IOciuded as a cost or usea
to meet cost sharing or matchmg
requirements of any other Federal award
in either the current or a prior penod.
except as specifically provided by
Federal law or regulation.

i. Be the net of all applicable credits.
j. Be adequately documented.
Z. Reasonable costs. A cost is

reasonable if. in its nature and amount.
it does not exceed that which would be
incurred by a pNdent person under the
circumstances prevailing at the time the
decision was made to incur the cost.
The questlon of reasonableness IS

particularly imponant when
governmental units or components are
predominately federally-funded. In
deterrmrung reasonableness of a given
cost. consideration shall be given to

a. Whether the cost is of a type
generally recognized as ordinary and
necessary for the operation of the
governmental unit or the performance oi
the Federal award.

b. The restraints or requirements
imposed by such factors as: sound
buainess practices: arms length
bartlail1lllg; Federal. State and ether
laws and regulations: and. terms and
conditions of the Federal award.

c. Market prices for comparable goods
or services.

d. Whether the individuals concerned
acted with prudence in the
circumstances considering their
responSibilities to the governmental
unit. its employees. the public at large.
and the Federal Government.

e. Significant deviations from the
established practices of the
governmental unit which may
unjuati6ably increase the Federal
award's cost.

3. Allocable costs.
a. A cost is allocable to a particular

cost objective if the goods or services
involved are chU!eable or assignable to
such cost oC'ective in accordance with
reJative benefits received.

b. All activities which benefit from
the governmental unit's indirect cost.
including unallowable activities and
services donated to the govemmen!~;
unit by third parties. will receive a~

appropriate allocation of indirect COsls
c. Ally cost allocable to a particular

Federal award or cost objective under
the principles provided for in this
Ci1cuJar may not be charged 'J other
Federal awards to overcoml' fund
deficiencies. 10 aVOid restnclIons
imposed by law or terms of the Federal

awards. or for other reasons. However.
thiS prohlbillon would not preClude
150vernmentai umts from shifting CO~IS

that are allowable under two or more
awaras in accordance with eXisting
program agreements

d. Where an accumulallon of indirect
costs will ultimately result in charges 10
a Federal award. a cost allocation plan
WIll be reqUired as descnbed In
Attachments C. D. and E.

4. Applicable credits.

a. Applicable credits refer to those
receipts or redueuon of expenditure
Iype transactions that offset or reduce
expense items allocable to Federal
awards as direct or mdirect costs.
Examples of such transactions are:
purchase discounts. rebates or
allowances. recovenes or mdemmlles
on losses. Insurance refunds or rebates.
and adjustments of overpayments or
erroneous charges. To the extent that
such credits accrumg to or received by
the governmental Unit relate to
allowable costs. thev shall be credited 10
the Federal award eitber as a COSI

reduction or casb refund. as
appropnate.

b. 10 some instances. the amounts
received from the Federal Government
to finance activities or service
operations of the governmental unit
should be treated as applicable credits.
Specifically, the concept of netting such
credit items (induding any amounts
used to meet cosl sharing or matching
requirements) should be recognized in
determining the rates or amounts to be
challed to Federal awards. (See
Attachment B. item 15. "DepreCiation
and use allowances." for areas of
potential application in the matter of
Federal financmg of activities.)

D. Composition of Cost

1. Total cost. The total cost of Federal
awards is compnsed of the allowable
direct cost of the program. plus its
allocable portion of allowable indirecl
costs. less applicable credits.

Z. Classi,fication of costs. There is no
universal Nle for classifying certain
costs as either direct or indirect under
every accounting system. A cost may be
direct with respect to some spec' dc
service or function. but indirect·.lth
respect to the Federal award or other
final cost objective. Therefore. it is
essential that each item of cost be
treated consistently in like
circumstances either as a direct or an
indirect cost. Guidelines for
detennining direct and indirect COSIS
challed to Federal awards are pro\'ided
in the seclions that follow.

E. Direc! Costs

1. General. Direc! costs are those that
can be Identlfied speCIfically with a
particular final cost obJectlve.

2. ApplicaClon Tnllca1 direct COSIS
chargeable to Federal awards are:

a. Compensation of employees for the
tIme devoted and idenufied speCJfically
to the performance of those awards.

b. Cost of matenals acquired.
consumed. or expended specifically for
the purpose of those awards.

1:. Equipment and other approved
capital expenditures.

d. Travel exoenses Incwred
speCifically to 'carrv out the award.

3. Minor Hems ,'\nv direct cost of a
minor amount mav be treated as an
indirect cost for reasons of practicality
where such accounting treatment for
that item of COSI IS consistently applied
to all cast ob,ect! ves.

F. Indirect Costs

1. Generol. Indirect costs are those: (al
incuJTed for a common or joint purpose
benefiting more than one cost objective.
and (b) not readily aSSignable to the cast
objectives specifically benefitted.
without effon dlsproponionate to the
results achieved. The term "indirect
costs." as used herein. applies to costs
of this type onglnatmg in the grantee
depanment. as well as those incurred by
other depanments In supplying goods.
services. and facilities. To facilitate
equitable distnbutlon of indirect
expenses to the cost objectives served. it
mav be necessarY to establish a awnber
of pools of indirect costs within a
governmenlal unit department or In

other agencies prOVIding services to a
governmental unit department. Indirect
cost pools should be distributed to
beneliued Cosl objectives on bases that
will produce an equitable result in
consideration of relative benefits
derived.

2. Cost allocation plans and indinct
cost proposals. Requirements for
development and submission of cost
allocation plans and indirect cost rate
proposals are contained in Attachments
C.D.and E.

3. Limitation on indirect or
administratIve costs.

a. In addition to restrictions contal:l!!d
in this Circular. there may be laws that
further limit the amount ~l

administrative or indirect COSI allowed.
b. Amounts not recoverable as

Indirect COSIS or administrative costs
under one Federal award mav not be
shifted to another Federal award. unless
specl/icalh' authonzed by Federal
leglslallon or regulation.
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G. Interagency Services

The cost of servIces provided by one
agency to another within the
governmental unit may Include
allowable direct costs of the service plus
a pro rate share of indirect costs. A
standard indirect cost allowance equal
to tcn percent of the nirect saiary ana
wage cost of provldll1g the service
(excludlng ovenlme. shift premIums.
and fringe benefits) may be used In !Jeu
of determming tbe actual indll"ecl costs
of the servIce. These servtces do nOl

include centralized services included In

central service cost allocation plans as
described in Attachment C.

H. ReqUired Certifications

Each cost allocalion plan or indirDct
cost rate proposal requirE'd by
Allachmpnts C and E must compiy With

the follOWIng:

1. No proposal to establish a cost
allocanon plan or an Indirect cost rate.
whether submllted to a Federal
cogmzant agency or maintained on file
by the governmental unit. shall be
acceptable unless such costs have been
certified by the governmental Unit using
the Cerli ficate of Cost :\llocation Plan or
Certificate of Indirect Costs as set forth
:n Attachments C clI1d E. The cp.rtlficate
must be signed on bebalf of the
20vernmental unit bv an Individual at a
ievel no lower than chief finanCIal
officer of the governmental umt that
submits the proposal or component
covered by the proposal.

2. No cost allocatlon plan or 111wrect
cost rate shall be approved by the
Federal Government unless the plan or
rate proposal has been certified. Where
It is uecessarv to establish a cost
allocalion plan or an indirect cost rate
and the governmental unit bas not
submitted a certified proposal for
pstablishing such a plan or rate In

accordance with the requirements. the
Federal Government may either
disallow all indirect costs or unilaterallv
est.blish such a plan or rate. Such a .
plan or ratp. may be based upon audited
historical data or such other data that
~ave been furnished to the cognizant
Federal agency and for which it can be
demonstrated th.t all unallow.ble costs
have been excluded. When a cost
allocation plan or indirect cost rate is
unilaterally established by the Federal
Government because of failure of the
governmental unlllO submil a certified
proposal. the plan or rate established
·.·..ill be set 10 ensure that potenllally
anallowable costs Will not be
reimbursed.

i\ttachment B-Selected Items of Cost

Table of eonten Is

I. Accounting
2. Ad\'ertlSlnR and public relatIons cost!
3. AdVISOr\" councds
4 Alcoholic be\'~ral!es
S. Audit servIces
1',. Automatic electrOniC data processing
7 Bad debts
8. Bondang costs
9. Budgeting
10. CommuOlcal,ons
11. Compensation for personnei services

G. General
b. Reasonableness
c. Unallowable COSIS
d. Fri~e beneiils
e. Pension plan COSIS
1. Post·reuremenl health benelits
g. Severance pay
h. SuppOrt olsalatles and "'ages
i. Donated servlres

12. ContingencIes
13. Contributlons and dona lions
H. Defense and prosecutIon o£ cnmlOal and

cLvil proceedangs. and claimS
15. Depreclallon and use allowances
16. Disbursang Sef\'lCe
17. Empioyee morale. health. and wellare

costs
18. Entertalnme",
19. Equlpmenl and other capital

ellpendllures
20. Fines and aenalties
21. Fund raising and Invesonent mana!lement

costs
22. Gains and iosses on disposition of

depreciable property and other capital
assets ana subslanual relocauon o£
Federal pro~s

23. General government expenses
24. Idle facllihes and Idle capacHv
25. Insurance and indemniCicauon
26. Imeresl
27. Lobbving
28. Maintenance. operallons. and repairs
29. Mllerilis and supplies
30. Membersillps. subscrlpllons. ana

professlonai actlVltles
31. Motor pOOlS
32. Pre·lward COSIS
33. ProfeSSional Sel"\'lce cost~

34. Proposal costs
35. Publication and printinR costs
36. Rearrangements and alteratIons
37. ReconverSion costs
38. Renlll COSIS
39. Taxes
~O. Training
U. Travel costs
42. Unde~overy of costs :.lnder Federal

agreemems

Sections 1 through 42 prOVide
principlos to be applied in establishing
the allowabilit\' or unallow.bilit.... of
cenain items o'f cost. These pl"lnciples
apply whether a cost is treated as direct
or indirect..0\ co~t is allowable for
Federal reimbursement ani\' to the
I!xtent of benefits received bv Federal
~wards and its conformance'with the
general policies and prinCiples stated in
Attachment A 10 this Circular. Failure to
mention a particular Item of cost In

these sections is not intended to imply
that it is either allowable or
unallowable; rather. determmation of
allowabilitv in each case should be
based on the treatment or standards
provided for similar or rel.ted items of
cost.

1. Accounting. The cost of
Flstablishing and m.untaining accounting
and other informauon systems is
allowable.

2. Advert1slng and pubJjc relauons
costs.

a. The tenn ··advertising costs" means
the costs or advertising media ud
corollary administrative costs.
Advertising media include magazines.
newspapers. radio and teleVISion
programs. direct mall. exiubits. and the
like.

b. The term "public relations"
includes commumtv relations and
means Ih06e aCIlvllies ded1C:aled to
maintaining the Image of the
gO\'ernmental unit or maintaiDing or
promoting understanwng IDd favorable
relations with the communlly or public
at large or any segment of the public.

c. AdvertiSing costs are .llowable
onlv when incurred for the rec:rwtment
of personnel. the procurement of goods
and services. the disposal of sW'plus
materials. and any other specific
purposes necessary to meet the
requirements of the Federal award.
Advertising costs associated with the
disposal of sW'plus matenals are Dot
allowable where all disposal costs are
reimbursed based on a standard rate u
specified in the grants management
common rule.

d. Public relalions costs are allowable
when:

(l) Specifically reqwred by the
Federal award and then only u a direct
cost:

(21 Incurred to communicate With the
public and press pert.uung to speafic
activities or accomplishments that result
from performance of the Federal Iward
and then only as a direct cost: or

(3) Nece:;sary to conduct general
limon with news media and
government public relations officers. to
the extent that such actlvities are
limited to communication and liaison
necessary to i.eep the public informed
on matters of public concel1l. such u
notices of Federal contract/graDt
awards. finanCial matters. etc.

e. Unallowable advertising and public
nllations costs include the following:

(1) All advertising and public
relahons costs other than IS specified in
subsecuons c. and d.:

(2) Except as otherwIse permitted by
these cost prinCiples. costs of
conventions. meellngs. or other events
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• employees dunng periods of authorized
absences from the lob. such as for
annual leave. SIck leave. bolidavs. court
leave. mllitarv leave. and other similar
benefits. are allowable if; (a) they are
provided under established written
leave 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
governmental unit.

(3) When a governmental unit uses
the cash basis of accounting. the cost of
leave is recognized in the period that
the leave is tuen and paid for.
Payments for unused leave wben an
employee retires or terminates
employment are allowable in the year of
payment provided they are allocated as
a general administrative expense to all
activities of the governmental wut or
comronent.

(4 The accrual basis may be only.
used for those types of leave for wblch
a liability as defmed by Generally
Accepted Accounting Principles
(GAAP) exists wben the leave IS earned.
When a governmental unit uses the
accrual basis of accounting. in
accordance with GMP. allowable leave
costs are the lesser of the amount
accrued or funded.

(5) The cost of fringe benefits in the
form of employer contributions or
expenses for SOCIal security; employee
life. health. unemployment. and
worker's compensation Insurance
(except as indicated in secllon 25.
lnsurance and indemnificallon);
pension plan costs (see subsectIon e I.
and other SImilar benefits are aliowaDle
prOVided such benefits are granted
under established wrItten pollcies. Such
benefits. wbether 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
employees whose salarIes and wages are
chargeable to such Federal awards and
other activities.

e. Pension pian costs. Pension plan
costs may be computed using a pay-as·
you-go method or an acceptable
actuarial cost method in accordance
with established written policies of the
governmental unit.

(11 For pension plans financed on a
pay-as-you-go method. allowable costs
wl1I be limited to those representing
actual payments to retirees or their
beneficiaries.

(2) Pension costs calculated uSing an
actuarial cost-based method recognized
b\' GAAP are allowable for a given fiscal
vear If the\' are funded for that vear. .

11. CompensatIon for personnel
selVlces.

a. General. Compensation for
personnel servIces mcludes all
remuneration. paid currently or
accrued. for sef'Vlces rendered dunng
the penod of performance under Federal
awards. meludmg but not necessarily
limited to wages. salaries. and fringe
benefits. The costs of such
compensation are allowable to the
extent that they satisfy the specific
requIrements of this Circular. and that
the total compensauon for Individual
employees:

(1) Is reasonable for the servIces
rendered and conforms to the
established policy of the governmental
unit consIstently applied to both
Federal and non-Federal activities;

(2J Follows an appointment made In

accordance With a governmental unIt's
laws and rules and meets ment system
or other requIrements reqUIred by
Federal law, wbere applicable; and

(3) Is determIned and supponed as
provided in subsection h.

b. Reasonablenl!ss. Compensation for
employees engaged In work on Federal
awards will be considered reasonable to
the extent that It is consistent With that
pald for Similar work in other activities
of the governmental unit. In cases where
the kinds of employees reqUired for
Federal awards are not found in the
other actlvitles of the governmental
unit. compensation will be considered
reasonable to tbe extent that it is
comparable to that paid for Similar work
10 the labor market In which the
emplOying government competes for the
kind of employees Involved.
Compensatlon surveys providing data
representatlve of the labor market
Involved WIll be an acceptable basis for
evaluallng reasonableness.

c. Unallowable costs. Costs which are
unallowable under other sections of
these principles shall not be allowable
under this section solelv on the baSIS
that they constitute perSonnel
compensation.

d. Fringe benl!fJts.
(1) Fringe benefits are allowances and

servIces prOVided by employers to their
employees as compensation in addition
to regular salaries and wages. Fringe
benefits include. but are not limited to.
the costs of leave. employee insurance.
pensions. and unemployment benefit
plans. Except as provided elsewhere In
these prinCiples. the costs of fringe
benefits are allowable to the extent that
the benefits are reasonable and are
reqUired by law. governmental unlt·
employee agreement. or an established
policv of the governmental unit.

l2) The cost of fringe benefits in the
fonn of regular compensallon paid to

related to other activities of the
governmental umt including:

(a) Costs of displays. demonstrations.
and exhibits:

(b) Costs of meeting rooms. hospitality
suites. and other special facilities used
in conJunction WIth shows and other
specal events; and

(c) Salaries and wages of employees
engaged in setting up and displaying
exhibits. making demonstrations. and
providing briefings;

(3) Costs of promotional items and
memorabilia. including models. gifts.
and souvenirs; and

(4) Costs of advertising and public
rel.tions designed soleiy to promote the
governmental unit.

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

4. Alcoholic beverages. Costs of
alcoholic beverageS are unaBowable.

5. Audit sel'VJces. The costs of audits
are allowable prOVided that the audits
were performed in accordance with the
Single Audit Act. as implemented by
Circular A-128. "Audits of State and
Local Governments." GeneraBv. the
percentage of costs charged to Federal
awards for a single audit shall not
exceed the percentage derived by
dividing Federal funds expended by
total funds expended by the reCipient or
subrecipient (including program
matching funds) during the fiscal year.
The percentage may be exceeded only if
appropnale documentation
demonstrates higher actual costs.

Other audit costs are allowable If
specifically approved by the awarding
or cogI1lzant agency as a direct cost to
an award or included as an indirect cost
in a cost allocation plan or rate.

6. Automatic electronic data
processing. The cost of data processing
SIlYices is allowable (but see section 19.
Equipment and other capital
expenditures).

7. Bad debts. Any losses arising from
uncollectible accounts and other claims.
and related costs. are unallowable
unless provided for in Federal program
award regulations.

8. Bonding costs. Costs of bonding
employees and officials are aBowable to
the extent that such bonding IS in
accordance with sound business
practice.

9. Budgeting. Costs incurred for the
development. preparaticn. presentation.
and execution of budgets are allowable.

10. Communications. Costs of
telephone. mail. messenger. and similar
communication services are allowable.
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within SIX months after the ena of that
year. Costs funded after the SIX month
period (or a later penod agreed to by the
cognizant agency) are allowable 10 the
year funded. The cognizant agency may
agree to an extension of the SIX month
period if an appropriate adlustment IS
made 10 compensate for the l1mlng of
the charges to the Federal Government
and related Federal reimbursement and
the governmental unit's contribution to
the pension fund. Adjustments may be
made by cash refund or other equitable
procedures to compensate the FederaJ
Government for the ume value of
Federal reimbursements in excess of
contributions to the pension fund.

(3) Amounts funded bv the
governmental Unit in excess of the
actUarially determined amount for a
fiscal year may be used as the
governmental untt's contributIOn In

future penods.
(4) When a governmental umt

convens to an acceptable actuanal cost
method. as defined bv GAM. and funds
pension costs In accordance with this
method. the unfunded Iiabilitv at the
time of conversion shall be aliowable if
amortized over a penod of years In

accordance With GAAP.
(5) The Federal Government shall

receive an eqwtable share of any
previously allowed pension costs
(including earnings thereonl wllich
reven or mure to the governmental untt
in the form of a refund. withdrawal. or
other credit.

f. Post-retlrement health benefits.
Post-reurement bealth benefits (PRHB)
refers to costs of bealth insurance or
health services not Included in a
pension plan covered by subsecuon e.
for retirees and their spouses.
dependents. and SurviVOrs. PRHB costs
may be computed using a pay-as-you-go
method or an acceptable actuarial cost
method in accordance with established
written polices of the governmental
unit.

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

(2) PRHB costs calculated using an
actuarial cost method recognized by
GAAP are allowable if they are funded
for that year within six months after the
end of that year. Costs funded after the
six month period lor a later penod
agreed 10 by the cogmzant agencyl are
aHowable In the year funded. The
cognizant agency may agree to an
exlenslon of !.he six mon!.h pen,.,d if an
appropnate adjustment IS ml.,ie to
compensale for the lImmg o. the charges
to the Federal Governmenl and related
Federal reimbursements and !.he

governmental Unit's contnbutions to the
PRHB fund. Adlusunents may be made
bv cash refund. reduction 10 current
vear's PRHB costs. or other eqUitable
procedures to compensate the Federal
Government for !.he lime value of
Federal reimbursements 10 excess of
contributions to the PRHB fund.

(3) Amounts funded m excess of the
actuanally determmed amount for a
fiscal year may be used as !.he
government's contnbution m a future
period.

(4) When a governmental unit
convens to an acceptable actuarial cost
method arid funds PRHB costs in
accordance with this method. the initial
unfunded liability attributable to pnor
years shall be allowable if amoruzed
over a penod of years 10 accordance
With GAAP. or. If no such GAAP oenod
eXISts. over a penod negouated wlth the
cognizant agency.

(5) To be allowable in the current
year. the PRHB costs must be plld either
to:

(a) An insurer or other benefit
provider as current year costs or
premiums. or

(h) An insurer or trustee to maintain
a trust fund or reserve for the sole
purpose of proVlding post-retirement
benefits to retirees and other
beneficiaries.

(6) The Federal Government shall
receive an equitable share of any
amounts of previously allowed post
retirement benefit costs (including
eammgs thereon I which reven or Inure
to the governmental unit in the form of
a refund. Wlthdrawal. or other credit.

g. Severance pay.
(1) Payments in addition to regular

salaries and wages made to workers
wllose employment is being temunated
are allowable to the extent that. in each
case. they are required by (a) law. (b)
employer-employee agreement. or (c)
established written policy.

(2) Severance payments (but not
accruals) associated with normal
turnover are allowable. Such payments
shall be allocated to all activities of the
governmental unit as an indirect cosl.

(3) Abnonnal or mass severance pay
wHl be considered on a case-bv-case
basis and is allowable only if apprlJved
by the cognizant Federal agency.

h. Support of salaries and wages.
These standards regarding hme
distnbution are in addition 10 the
standards for payroll documentation.

(1) Charges to Federal awards for
salaries and wages. whether treated as
direct or indirect costs. Will be based on
payrolls documented 10 accordance
With generallv accepted practice of the
governmental unll and approved bv a

responSible official!s) of the
governmental Unit.

(2) No funher documentation IS

reqUired for the salanes and wages of
employees who work ill a single indirect
cost actlvity.

(3) Where employees are expected to
work solely on a smgle Federal award
or cost objecuve. charges for their
salanes and wages will be supponed by
periodic cenificallons that the
employees worked solely on that
program for the penod covered by the
certification. These certifications will be
prepared at least semi-annually and will
be signed by the employee or
supervlSory official having first hand
knowledge of the work performed by the
employee.

(4) Where employees work on
multiple acuvlties or cost obJectives. a
distribution of their salules or wages
WIll be supponed by personnel activity
repons or eqwvalent documentation
which meets the standards in subsection
(51 unless a statistical sampling system
(see subsection (6)1 or other substitute
system has been approved by the
cognizant federal agency. Such
documentary suppon will be required
wllere employees work on:

(al More than Olle Federal award.
(b) A Federal award and a non

Federal award.
(c) AD indirect cost activity and a

direct cost activitv.
(d) Two or more mdirect activities

wllich are allocated using different
allocation bases. or

(e) An unallowable activity and a
direct or mdirect cost aCllvitv.

(5) Personnel aCllvity repons or
eqUivalent documentahon must meet
the follOWing standards:

(3) Thev must reflect an aiter-the-faet
distribution of the actual acuvity of each
emplovee.

(b) Thev must account for the total
activity for wllich each employee is
compensated.

(c) They must be prepared at least
monthlv and must COinCide WIth ODe or
more pay penods. and

(d) They must be signed by the
employee.

(e) Budget estimates or other
distribution percentages determined
before the services are performed do not
qualify as suppon for charges to Federal
awards but may be used for intenm
accounting purposes. provided that:

(i) The governmental umt's system for
establishing !.he estimates produces
reasonable apprOXimations of the
activity actually performed:

(ii) Alleast quarterly. comparisons of
actual costs to budgeted distnbul10ns
based on the monthlv actlvitv repons
are made. Costs cnarged to Federal
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awards to reflect adiusunents made as a
result of the aeuvily actually performed
mav be recorded annuallv if the
quArterly compansons show the
differences between budgeted and
actual costs are less than ten percent:
and

(iiil The budget estimates or other
distribution percentages are reVIsed at
least quarterly. if necessary. to reflect
changed circumstances.

{51 Substitute systems for allocating
salaries and wages to Federal awards
may be used in place of activity reports.
These systems are subject to approval If
required by the cognizant agency. Such
systems may include. but are not
limited to. random moment sampling.
case counts. or other quantifiable
measures of employee effort.

(al Substitute svstems which use
samplins methods {primarily for Aid 10
Families with Dependent Children
(AFDCI. MediClJd. and other public
assistance programs) must meet
acceptable statistical sampling
standards including:

(i) The sampling universe must
include aU of the employees whose
salaries and wages are to be allocated
bued on sample results except as
provided in subsection lc);

{iiI The entire time period involved
must be covered by the sample: and

(iii) The results must be statisucallv
valid and applied to the period bemg'
S4mfled.

(b Allocating charges for the sampled
employees' supel"Vlsors. clerical and
support staffs. based on the results of
the sampled employees. will be
acceptable.

(c) Less than full compliance Wlth the
statistical sampling standards noted In

subsection (a) may be accepted by the
cognizant asency if it concludes that the
amounts to be allocated to Federal
awards will be minimal. or if it
concludes that the system proposed by
the governmental unit will result in
lower costs to FederaJ awards than a
system which complies with the
standards.

(7) Salaries and wages of employees
used in meeting cost sharing or
matching requirements of Federal
awards must be supported in the same
mUlDer u those claimed as allowable
coSU under Federal awards.

i. Donated semces.
(t) Donated or volunteer services mav

be furnished to a governmental unit by'
professional and technical personnel.
CODluhUlts. and other skilled and
unskilled labor. The value of these
services is Dot reimbursable eil~ .t as a
direCt or indirect cost. Howeve- the
value of donated services mav be used
to meet cost sharing or matching

~equlrements in accordance with the
prOVIsions of the Common Rule.
. [2) The value of donated servIces
uuJized in the performance of a direc1
cost activitv sball. when material in
amount. be' conSIdered in the
determmation of the governmental
unit's indirect costs or rate(sl and.
accordingly. shall be allocated a
proportionate share of applicable
indirect costs.

(3) To the extent feasible. donated
servIces will be supported by the same
methods used by the governmental unIt
to support the allocability of regular
personnel services.

12. ContingencIes. Contributions to a
contingency reserve or any SImilar
provision made for events the
occurrence of wlllch cannot be foretold
with certaintv as to time. or intensitv. or
Wlth an assurance of their happenin·g.
are unallowable. The term "contingency
reserve" excludes seU-insurance
reserves (see subsecuon 2S.c.l. penSIon
plan reserves (see subsection II.e.l. and
post-retirement health and other benefit
reserves (see subsection II.!.) computed
uSIng acceptable actuarial cost methods.

13. ContnbutJons and donatJons.
Contributions and donetiollS. including
cash. property. and .ervices. by
government&! units to others. regardless
of the recIpient. are unallowable.

14. fAft/nst! and proslICution of
crtmlnal and civil proct!edings. and
claims.

a. The follOwing costs are unallowable
for contracts covered by 10 U.S.C.
2324(1t1. "Allowable costs under defense
contracts."

(1) Costs ineurred in defense of any
Civil or cnmmal fraud proceedins or
SImilar proceeding (including filing of
false certification brought by the United
States where the contractor is found
liable or hu pleaded nolo contendere to
a cbarge of fraud or similar proceeding
(Lncluding filing of a false certification).

(21 Costs incurred by a contractor in
connection with any criminal. civil or
administrative proceedings commenced
by the United States or a State to the
extent provided in 10 U.S.C. 2324(kj.

b. Legal expenses required in the
administration of FederaJ programs are
allowable. Legal expenses for
prosecution of claims against the
Federal Government are unallowabie.

15. Depreciation and use allowances.
a. Depreciation and use allowances

are means of allocating the cost of fixed
assets to periods benefitting from asset
use. Compensation for the use of fixed
assets on hand may be made through
depreciation or use allowances. A
combination of the two methods mav
not be used in connection with a single
class of fixed assets (e.g.. buildings.

office equIpment. computer equipment.
etc.1 except as prOVided in subsection g.
Except for enterpnse funds and internal
service funds that are included as part
of a State/local cost allocation plan.
classes of assets shall be determmed on
the same basis used for the government
Wlde financial statements.

b. The computation of depreciation or
use allowances shall be based on the
acquisition cost of the assets involved.
Where actual cost records have not been
maintained. a reuonable estimate of the
original acquisition cost may be used.
The value of an asset donated to the
governmental unit by an unrelated third
party shall be its fair market value at the
time of dODition. Government&! or
quui-governmental organizations
located within the same State shall not
be considered unrelated third parties for
this purpose.

c. The computation of depreciation or
use allowances will exclude:

(1) The cos~of land;
(2) My portion of the cost of

buildings and equipment bome by or
donated by the Federel Govemment
irrespective of where title was origiDally
vested or where it prelBDtly resides; and

(3) My ponion of the COlt of
buildings and equipment contributed by
or for the governmental unit. or a related
donor orglJUZation. in satisfaction of a
matching requirement.

d. Where the use allowance method is
followed. the use allowance for
buildinss and improvements (includinS
land improvements. such u pned
parltinS areas. fences. and sidewalks)
will be computed at an annual rate not
exceeding two perceD1 of acquisition
costs. The use allowance for equipment
will be computed at an annual rate not
exceeding 5213 percent of acquisition
cost. When the use allowance method is
used for buildiDgs. the entire building
must be treated as a single uset: the
building's components (e.g.• plWDbiDg
system. heating and air condition. etc.)
cannot be segregated from the building's
shell. The two percent limitation.
however. need not be applied to
equipment which is merely attaebed or
faltened to the building but not
penDanently fixed to it and which is
uMd as furnishings or decoratioDi or for
specialized purposes (e.g.• dentiat chairs
and dental U'Utment units. coUDlers.
la~ratory benches botted to the floor.
dishwashers. modular furniture.
carpeting. etc.). Such equipment will be
considered as not being permanently
fixed to the building if it can be
removed without the destruction of. or
need for costlv or extensive alterations
or repairs. to the building or the
eqUipment. Equipment that meets these
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cntena will be subJect to the 62/) percent
eqwpment use allowance limllatlon.

e. Where the depreciation method IS

followed. the period of useful service
(useful life I established in each case for
usable capllal assets must take mto
considerauon such factors as type of
construcuon. nature of the eqwpment
used. bistoncal usage patterns.
technological developments. and the
renewal and replacement policies of the
governmental unit followed for the
individual items or classes of assets
involved. In the absence of clear
evidence indicating that the expected
consumption of the asset will be
significantlY.greater in the early
ponions than in the later ponions of its
useful life. the straight lliIe method of
depreciation shall be used. Depreciation
methods once used shall not be chaDged
unless approved by the Federal
cognizant or awarding agency. When the
depreciation method is introduced for
application to an asset preV10usly
subject to a use allowance. the annual
depreciauon charge thereon may not
exceed the amount that would have
resulted had the depreciation method
been LD effect from the date of
aCGuisition of the asset. The
combination of use allowances and
depreCIation applicable to the asset
shaH not exceed the total acquisition
cost of the asset or fair market value al
time of donation.

f. When the depreciation method is
used for buildings. a building's shell
may be segregated from the major
component of the building (e.g..
plumbing system. heating. and B1t

conditionLDg system. etc.) and each
major component depreciated over Its
estimated useful life. or the enure
building (Le.. the shell and aU
components) may be treated as a single
asset and depreciated over a single
useful life.

g. A reasonable use allowance may 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 time of negotiation. the
effect of any increased maintenance
charges. decreased efficiency due to age,
and any other factors pertinent to the
utilization of the asset for the purpose
contemplated.

h. Charges for use allowances or
depreCIation must be supported by
adequate property records. PhySical
inventories must be taken at least once
every two years (a statistical saMpling
approach is acceptable) to enjure that
assets exist. and are in use.
Governmental umts will manage
equipment in accordance With State

laws and procedures. When the
depreCIatIon method is followed.
depreclauon records indicaung the
amount of deprecIation taken eaen
penod must also be maintained.

16. Disbursmg service. The cost of
disbursing funds by the Treasurer or
other designated officer is allowable.

17. Employee morale. health. and
welfare costs. The costs of health or
first·aid clinics andlor infinnanes.
recreational facilities. employee
counseling services. employee
information publications. and any
related expenses incurred in accordance
with a governmental unit's policy are
allowable. Income generated from any of
these activities will be offset ag8JDst
expenses.

18. Entertainment. Costs of
entertainment. including amusement.
diversion. and SOCIal acuvities and any
costs directly asSOCiated with such costs
(such as tickets to shows or spons
events. meals. lodging. rentals.
transportation. and gratwtiesl are
unallowable.

19. Equipment and other capital
expenditures.

a. As used in this section the
followmg terms have the meanings as
set forth below:

(1) "Capttal expenditure" means the
cost of the uset including the cost to
put it in place. Capital expenditure for
equipment means the net invoice pnce
of the equipment. including the cost of
any modifications. attachments.
accessories. or auxiliary apparatus
DeceSsary to make it usable for the
purpose for which it is aCGuired.
Ancillary charges. such as taxes. duty,
protective in transit insurance. freight.
and installation may be included in. or
excluded from. capital expenditure cost
in accordance with the governmental
UDil's regular accounting practices.

(2) "Equipment" means an article of
Donexpendable. tangible personal
property having a useful life of more
than one year and an aCGuisition cost
which equals the lesser of (a) the
capitalization level established by the
governmental unit for financial
statement purposes. or (h) 55000.

(3) "Other capital usets" mean
buildings. land. and improvements to
buildings or land that materially
Increase their value or useful life.

b. Capital expenditures which are not
ehlqed directly to a Federal award may
be recovered through U1i8 allowances or
depreciation on buildings. capttal
Improvements. and equipment (see
section 15). See also section 38 for
allowability of rental costs for buildings
and equipment.

c. Capital expenditures for equipme!1t.
Including replacement equIpment. other

capital assets. and improvements whIch
matenally 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
authonzed at their option to waive or
delegate this approval requilement.

d.ltems of eqwpment with an
acquisition cost of less than 55000 are
coosidered to be supplies and are
allowable as direct costs of Federal
awards without speetfic awarding
agency approval.

e. The unamonized portion of any
equipment written off u a result of a
change in capitalization levela may be
recovered by (1) continuing to claim the
othelWlse allowable use allowances or
depreciation charges on the equipment
or by (2) amortizing the amount to be
written off over a period of years
n880tiated with the cognizant agency.

f. When replacing equipment
purchased in whole or in part witJr·
Federal funds. the governmental unit
may use the equipment to be replaced
as a trade-in or sell the propeny and use
the proceeds to offset the cost of the
replacement property.

20. Fines and penalties. Fin••
penalties. damages. and other
settlements resulting from violations (or
allepd violations) of. or failure of the
governmental unit to comply with.
Federal. State. local. or lndiaD tribal
laws and regulations are unallowable
except when incurred as a result of
compliance with specfic provisions of
the Federal award or wntten
instructions by the awardiDg agency
authorizing in advance such payments.

21. Fund raismg and investment
management costs.

a. Costs of organized fund railing.
including financial campaigns.
solicitation of gifts and bequests. and
similar expenses incurred to raise
capital or obtai.a coD1ributions .,.
~owable.regardless of the purpose
for which the funds will be used.

b. Costs of investment coUDlel and
staff and similar expeD181 iDcwred to
enhance lncome from investmenta are
UDallowable. However. such COlts
auociated with investments covering
pension. self·insurance. or other funds
which include Federal participation
allowed by this Circular are allowable.

c. FWld raising and investment
activities shall be allocated an
appropriate share of indirect COltS under
the conditions desaibed in subsection
C.3.b. of Attachment 1\.

22. Goins ond losses on dispOSition of
depreCIable property ond other cap/tal
assets and substantJal relocation of
Federal programs.
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a. (1) Gains and losses on the sale.
retirement. or other disposltlon of
depreciable property sball be Included
In lbe year lD which they occur as
credits or charges to lbe asset cost
grOUpUlg(S) in wbich lbe propenv was
included. The amount of the gaJl1 or loss
to be included as a credit or charge to
lbe appropriate asset cost grouplng(s)
shall be the difference between the
amount realized on lbe propeny and the
undepreciated basis of the propenv·

(2) Gains and losses on the
disposition of depreeable propeny shall
not be recognized as a ..parate credit or
~e under the following conditions:

(a) The gain or loss is processed
through a depreciation account and is
reflected in the depreciation allowable
under sections 15 and 19.

(b) The property is given in excbange
as pan of the purchase pnce of a Similar
item and the gaUl or loss IS taken Into
account in detemuning the depreclauon
coat basis of the new item.

Ie) A loss results from the failure to
maintain pemllssible insurance. except
as otherwise provided in subsection
25.d.

(d) Compensation for lbe use of the
property was provided through use
allowances in lieu of depreciation.

b. Substantial relocation of Federal
awards from a facilitv where the Federal
Government participated in the
financing to anolber facility pnor to the
expiration of lbe useful life of the
financed facility requires Federal agency
approval. The extent of the relocauon.
lbe amount of the Federal partlclpauon
in the financing. and the depreCIation
charged to date may reqwre negouatlon
of space charges for Federal awards.

c. Gains or losses of any nature arising
from the 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
adjustment resulting from a reloCation
of Federal awards covered in subsection
b. shall be excluded in computing
Federal award costs.

23. General govemment expenses.
a. The general costs of government are

UDallow.ble (except u provided in
sectiOD 41). These include:

(1) Salaries and expenses of the Office
of the GoveJ'Dor of a State or the chief
executive of a political subdivision or
the chief executives of federallv
rec:osnized Indian tribal goveniments:

(2) Salaries and other expenses of
State legislatures. tribal councils. or
similar localgovemmental bodIes. such
as county supervisors. city councHs.
school boards. etc.. wbether incurred for
purposes of legislation or executive
direction:

(3) Cost of the judiciary branch oJ a
government:

(4) Cost of prosecutorial activ;tiM
unless treated as a direct cost to a
specific program wben authorized by
p;ogram regulauons (however. this does
not preclude lbe a!lowability of other
legal activities of the Altomey General):
and

(5 I Other general types of government
services normally provided to the
general public. such as fire and police.
unless provided for u a direct cost in
program regulations.

b. For federally· recognized Indian
tribal governments and Councils or
Govemments (COGs). the portion of
salaries and expenses directly
attributable to managing and operating
Federal programs by the chief executive
and his staff is allowable.

24. Idle faCIlities and idle capacIty.
a. As used in this section the

followang terms have the meamngs set
forth below:

(11 "Facilities" means land and
bulldings or any portion thereof.
equipment individually or collectively.
or any other tangible capital .SMt.
wherever located. and whether owned
or leased by the govemmeDtal unit.

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

(3) "Idle capacity" mUDS the unused
capacity of partially used facilities. It is
the difference between (al that which a
faCility could achieve under 100 percent
operating time on a one-shift baSis less
operating interruptions resulting from
time lost for repairs. setups.
unsatisfactorv materials. and other
norm.l delavs and (bl the extent to
which the ficility was actually used to
meet demands during the accounting
penod. A multi·shift basissbould be
used if it CaD be shown that this amount
of usage would normally be expected for
the type of facility involved.

(4)"Ccat of idle facilities or idle
capacity" means costs such .s
maintenance. repair. housing. rent. and
other related costs. e.g., iDsunnce.
interest. and depreciation or use
allowances.

b. The COltS of Idle facilities are
unallowable except to the exteDt that:

( 11 They are neceuary to meet
fluctuatioDS in workload: or

(2) Although not Decessery to meet
fluctuatioDs in workload. they were
necessary when acquired and are now
idle becau.. of changes in prosram
requirements. efforts to achieve more
economical operations. reol1anization.
termination. or other causes which
could not have been reason.blv
foreseen. Under the exception stated in
this subsection. costs of idle facilities

are allowable for a reasonable period of
time. ordinarily not to exceed one year.
depending on the initiative taken to use.
Ie.... or dispose of such facilities.

c. The costs of idle capacity are
normal costs of doing business and are
a f.ctor in the normal fluctuations of
usage or indirect cost rates from period
to pertod. Such costs are allow.ble.
provided that the capacity is reuonably
anticipated to be necessary or wa.
originally reasonable and is not subject
to reduction or eliminatioD by use on
other Federal awards. subJettiDg.
renting. or sale. in accordance with
sound business. economic, or security
practices. Widespread idle capacity
throughout an entire facility or among a
group of usets having substantially the
same function may be considered idle
faciUties.

25. Insurance and indemnification.
a. Costs of insurance required or

approved and maintained. pW"IUant to
the Federal award. are allowable.

b. Costs of other insurance iD
CODDectiOD with the geDeral coDduct of
activities are allowable subject to the
following limitations:

(1) Types and extent and coat of
coverage are in accordance with the
goveromental unit's policy and IOUDd
business practice.

(2) eost. of insuraoce or of
cODtributions to any reserve coveri.Dfl
the risk of loss of. or damage to. Federal
Goveroment property are unallowable
except to the extent that the .warding
agency hu specifically requinld or
approved such costs.

c. Aetuallosses which could have
been covered by permi~sible insurance
(lbrouSh a self-insurance program or
otherwi..) are unallowable. unless
expressly provided for in the Federal
award or as described below. However.
the Federal Goveroment will puticipate
in aetuallosses of a self insuranc:e fund
that are in excess of reserves. Coata
incurred because of losses not covered
under DOminal deductible insurance
coverage provided in keeping with
sound lD8D&gement practice, and millor
loaes not covered bv iDsuranc:e. auc:b as
spoilage. breakage. and disappearance of
small hand tools. which occur ia the
ordinary course of operatiODS. are
allowable.

d. CoDtributions to a reserve for
certain ..If·insurance programs
includiDg workers compensation,
unemployment compensatioD. and
severance pay are allowable subject to
the following provisions:

(1) The type of coverage and the
extent of coverage and the rates and
premiums would have been allowed
bad insurance (including reinsurance)
been purchased to cover the risks.
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However. proV1sion for known or
reasonablv estimated self· insured
liabilities~ which do not become payable
for more than one vear after the
provtsion is made:shall not exceed the
discounted present value of the liability
The rate used for discounting the
liability must be determined by givlOg
consideration to such factors as the
governmental unit's settlement rate for
those liabilities and its investment rate
ofretum.

(2) Eanungs or investment income an
re.rves must be credited to those
reserves.

(3) Contributions to reserves must be
baed on sound actuarial principles
using historical experience and
reuonable assumptions. Reserve levels
must be analyzed and updated at least
biennially for eaeb major rislt being
insured and talte IOtO account anv
remsurance. coinsurance. etc. Reserve
levels related to employee-related
coverages WIll normally be limited to
the value of claims (a) submitted and
adjudicated but not paid. (b) submitted
but not adjudicated. and (c) inC\UTed but
not submitted. Reserve levels in excess
of the amounts based on the above must
be identified and iusufied ID the cost
si1oC':!iUQ!\ p!a.;. or L."1G.i.i."'"3C! c:'" ~~ rene
o:"OFosaL

(4) Accou.'l.lmg recoras. actuarial
studies iWd :c~( allocations (or billingsl
musl recogruze ,L"lY sIgnificant
differences d:.;c l,~ :ype: of insured risk
and losses generated by the vanous
insured activlt;>s 0: agenoes of the
governmental unit. U individual
departments or agencies of the
governmental unit expenence
significantly diIferenl jevels of claims
for a particular nsx.. those differences
are to be recognized by the use of
separate allocauons or other techniques
resulting U1 jUj equitable allocation.

(5) Whenever funds are transferred
from a self·insurance reserve to other
accounts (e.g.. general fundi. refunds
sball be made to the Federal
Covemment for its share of funds
transferred. including earned or
imputed interest from the date of
transfer.

e. Actual claims paid to or on behalf
of employees or former employees for
workers' compensation. unemployment
compensation. severance pay. and
similar employee benefits (e.g..
subsection 11.£. for post retirement
h..lth benefits!. are allowable in the
year of payment provided (11 the
governmental unit fallows 1\ consistent
costing policy and (2) they ~.-e allocated
as a general administrative '!xpense to
all activities of the governmental una.

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

g. lDdemnification includes sec~g
the government.I unit agalnst lIablliues
to third persons and ather losses not
compensated by insurance or otherwise.
The Federal Govenunent is obligated to
indemnify 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 comction of the
contractor's own defects in materials or
workmanship are unallowable.

26. Interest.
a. Costt incurred for interest on

borroWed capital or the use of a
governmental unit's own funds.
however represented. are unallowable
except as specifically proV1ded in
subsection b. or authorized by Federal
legislation. .

b. FiDaDcing casts (including interest)
paid or incurred on or alter the effeeuve
date of this Circular assoaated with the
otherwise allowable casts of building
acquisition. construction. or fabrication.
reconstruction or remodeling completed
on or after October 1. 1980 is allowable.
>'liJject to the cor.ditions in (1)-{4).
flna.:;a.,g costs (inciudinginterest) paid
or Incurred on or after the e(feeuve date
of this Cilcuiar asSOCiated with
otherwise allowable costs of equipment
\S allowable. subject to the conditions In

(1)-(4).
(1) The financing is provided (from

other than tax or user fee sources) bv a
bODa lide third party externai to the'
governmental wut:

(21 The assets ate used in suppon of
Federal awards:

(3) Earnings on debt service reserve
funds or interest earned on borrowed
funds pending payment of the
construction or acquisition costs are
used to offlet the current period's cast
or the capitalized interest. as
appropriate. Earnings subje~t to being
reponed to the Federallntemal Revenue
Service under arbitrage requirements are
excludable.

(4) Governmental units will negotiate
the amount of allowable interest
whenever cash payments (interest.
depreciation. use allowances. and
contributionsI exceed the governmental
unit's cash payments and other .
contributions attributable to that ponion
of real propeny used for Federal awards.

27. Lobbying. The cast of cenalD
influencing acti\1ties associated \\'ith
obtaining grants. contracts. cooperative
agreements. or loans is an unallowable
cost. Lobb~1ng with respect to cenain
grants. contracts. cooperative

agreements. and loans lball be governed
bv the common rule. "New R.trictions
on Lobbying" published at 55 FR 6736
[February 26. 1990). including
definitions. and the Office of
Management and Budget "Covernment
wide Guidance for New Restrictions on
Lobbying" and notices published at 54
FR 52306 (December 20. 19n), 55 FR
24540 Uune 15. 1990). and 57 FR 1772
(January 15. 19921. resJ'8Cttvely.

28. Maintenance. operations. and
repairs. Unl.s prohibited by law. the
cost of utilities. insurance. MCUrity.
janitorial services. elevator service.
upkeep of grounds. neceauy
maintenance. normal repairs and
alterations. and the lilte are allowable to
the extent that they: (1) keep property
(including Federal property. unleu
otherwise provided forI in an efftdent
operating condition. (21 do not add to
the permanent value of propeny or
appreciably prolong its intended life.
and (3) are not otherwtse included in
rental or other ch~es for s)MC8. Costs
which add to the pennaneDt value of
propeny or apprectably prolona its
LDtended life shall be treated al capital
expenditures (see sections 15 and 191.

29. Matenals and supplies. The cost
of materials and supplies is allowable.
Purchases should be charged at their
actual ;;nces afte, deducting all caliQ

discounts. trade discounts. rebates. and
allowances received. Wi\hdrawals from
general stares or stockrooms should be
chal1led at cost under any recognized
method of pnclDg. consistently applied.
Incoming transponalion charges are a
proper part of matenals and supply
costs.

30.."I~mberships. subscriptions. and
professIonal actiVlties.

a. Costs of the governmental unit's
memberships in buslDess. technical. anC'
profeSSional organluuons are
allowable.

b. Costs of the governmental unit's
subscnptions to businesl. profeslional
and technical periodicals are allowable.

c. Costs of meetings and ccmferences
where the primary purpose is the
dissemination of technical inIormation
including meals. transponation. rantai
of meeting facilities. and other
incidental costs are allowable.

d. Costs of member5hip in civic ana
community. social organizations are
allowable u a direct colt with the
approval of the Federal awarding
agency.

e. Costs of membership in
organizations substantially engaged ill
lobbving are unallowable.

3t". Motor poois. The costs of a service
organization which pravtdes
automobiles to user governmental units
at a mileage or fixed rate and/or



2.6500 federal Register Vol. 60. No. 95 / Wednesday. May 17. 1995 I 0jolices

proVldes vehicle mamtenance.
IJ1Specuon. and repaIr services are
allowable.

32. Pre-award casts. Pre-award costs
are those mcurred pnor to the effective
date of the award directly pursuant to
the negotlatlon and in anuclpatlon of
the award where such Costs are
D8Cessary to comply Wllb lbe proposed
delivery schedule or period of
performance. Such costs are allowable
onlv to the extent that thev would havebeen allowable if incurred after the date
of the award and onIv WIth the written
approval of the awarding agency.

33. ProfeSSIonal sel"V1ce costs.
a. Cost of professional and consultant

services rendered by penons or
lU'l!&JUuuons that are memben of a
panicular profeSSion or possess a
special skill. whether or not officers or
employees of the governmental unit. are
allowable. subject to sectlon 14 when
reasonable m relation to the servlces
rendered and when not conungent upon
recoverv of the costs from the Federal
Government.

b. Retainer fees suppo"ed by
evidence of bona fide services available
or rendered are allowable.

34. Proposal costs. Costs of prepanng
proposal. for potential Federai awards
are allowable. Proposal costs should
normally be treated as indirect costs and
should be allocated to all acuvities of
the governmental Unit utiliZing the cost
allocation plan and indirect cost rate
proposal. However. proposal costs may
be charged directly to Federai awards
with the prior approval of the Federal
awarding agencv.

35. PublicatIon and printing costs.
Publication costs. mcluding the costs of
printing (including the processes of
composition. plate-malting, press work.
and binding. and the end products
produced by such processesl.
distnbuuon. promouon. malling, and
general handling are allowable.

36. Rearrangements and alterations.
eol" incurred for ordinarY and normal
rearrangement and alterati'on of facilities
are allowable. Special arrangements and
alterations costs incurred specificallv
for a Federal award are allowable Wlin
the prior approval of the Federal
awarding agency.

37. Reconvenion costs. Costs incurred
in the restoration or rehabilitallon of the
governmental unit's facilities to
approximately the same condition
existing Immediately prior to
commencement of Federal awards. less
costs related to normal wear and tear.
are allowable.

38. Rental costs.
a. Subiect to the limltatio.•s descnbed

in subseCllons b. through d of this
sechon. rental costs are allowable to the

e~ent that the rates are reasonable In

llght of such facton as: rental costs of
comparable prope"y. If any; maIltet
conditions In the area: altemallves
available: and. the type. life expectancy.
condition. and value of the prope"v
leased.

b. Rental costs under sale and
leasebacl. aITangements are allowable
only up to the amount that would be
allowed had the governmental unit
conunued to own the prope"y.

c. Rental costs under less-than-arms
length leases are allowable only up to
the amount that would be allowed had
tiUe to the prope"y vested in the
governmental urut. For this purpose.
less·than-arms-Iengtb leases IOclude.
but are not limited to. those where:

(1) One party to the lease is able to
control or substantially influence the
aCllons of the other:

(2) Both paroes aIe parts of the same
20vemmental unit: or
~ [3) The governmental unit creates an
authonty or Similar entity to acquire
and lease the facilities to the
governmental unit and other parties.

d. Rental costs under leases which are
required to be treated as capital leases
under GAAP are allowable only up to
the amount that would be allowed had
the governmental unit purchased the
prope"y on the date the lease agreement
was executed. This amount would
LOclude expenses such as depreciation
or use allowance. maintenance, and
LOsurance. The provisions of FinanCIal
Accounting Standards Board Statement
13 shall be used to determine whether
a lease is a capital lease. Interest costs
reiated to capital leases are allowable to
the extent thev meet the cntena in
section 26.

39. Taxes.
a. Taxes that a governmental unit is

legally required to pay are allowable.
except for self-assessed taxes that
disproportioDately affect Federal
programs or changes in tax policies that
disproportionately affect Federal
programs. This provision becomes
effective for taxes paid during lbe
governmental unit's first fiscal year that
begiJU on or after January 1. 1998, and
applies thereafter.

b. Gasoline taxes. motor vehicle fees.
and other taxes that are in effect U5er
fees for benefits provided to the Federal
Government are allowable.

c. This provision does not rastrict the
authority of Federal agencies to identify
taxes where Federal participation is
inappropriate. Where the identificauon
of the amount of unallowable taxes
would requite an inordinate amount of
effo". the COg1'l1ZBnt agency may accept
a reasonable approXlmauon thereof.

40. Training. The cost of tramlOg
prOVided for employee development IS

allowable.
41. Travel costs.
a. General. Travel costs are allowable

for expenses for transpo"ation. lodging.
subSIstence. and related items lJlcurred
by employees traveling on official
business. Such costs may be charged on
an actual cost basis. on a per diem or
mileage baSis 10 lieu of actual costs
incurred. or on a combination of the
two. prOVided the method used is
applied to an entire trip. and results m
charges consistent with those normally
allowed in like CircumstanceS in non·
federally-sponsored activities.
NotWithstanding the provisions of
section 23. travel costs of officials
covered by that sectJon. when
specifically related to Federal awards.
are allowable Wlth the pnor approval of
a grantor agency.

b. Lodging and subsistence. Costs
incurred by empioyees and offieers for
travel. including costs of lodging. other
subsistence. and incidental expenses.
shall be conSidered reasonable and
allowable onlv to the extent IUch costs
do not exceed charges normally allowed
by the governmental wut in its regular
operations as a result of the
governmental unlt's policy. In the
absenee of a wntten governmental unit
policy regarding travel costs. lbe rates
and amounts established under
subchapter 1of Chapter 57 of TiUe 5.
United States Code "Travel and
Subsistence Expenses: Mileage
Allowances." or by the Administrator of
General Services. or the President (or
his deSignee) pursuant to any provisions
of such subchapter shall be used as
guidance for travel under Federal
awards (41 U.S.C. 420. "Travel
Expenses of Govemment Contracton").

c. Commercial air travel. Airfare costs
in excess of the customary standard
(coach or equivalent) airfare. are
unallowable except when IUch
accommodations would: require
circuitous routing. require travel during
unreasonable hoW'S. excessively prolong
travel. greatly increase the duration of
the flight. result in increased COlt that
would offset transportation saYingl. or
offer accommodations not reasonablv
adequate for the medical needs of the
traveler. Where a governmental wUt can
reasonably demonstrate to the awarding
agency either the nonavailability of
customarY standard airfare or Federal
Government contract airfare for
individual tnps or. on an overall basis.
that it IS lbe governmental unit's
practice to make routine use of such
airfare. specific determUlations of
nonavailability will generally not be
questioned by the Federal Government.
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uniess a oallen, of avoidance IS

detected.' HowcvF'r. In order for airfare
rosts In excess of the customarv
standard commercial airfare to be
allowable. e~ .. use of first-class aIrfare.
the ~overnmenlaj U1Jll must 1ustifv ano
document on a case-bv-case basIs the
lpplicable condItion! s) set forth above

d. :\lr travel b~' orner than commerCIal
carrIer. Cost of ,raVPI bv governmental
unll-owned. ·leased. or ·chartered
aircraft. as used in thiS secllon. mcludes
the cost of lease. chaner. operauon
(including personnel costs l.
mamtenance. deoreclation. interest.
insurance. and other related costs. Costs
of travel via governmental unit-owned.
·leased. or -chartered aircraft are
U.llaUowable to the extent they exceed
the cost of allowable commerCial air
travel. as provided for in subsecuon c

42. Underrecoverv of costs under
Federal agreements. A'ny excess costs
over the Federal contribution under one
award agreement are unallowable under
other award agreements.

Table of CoDleDti

A. General
B. Definillons

I. Billed central services
2. Allocated central servIces
3. Aleney or operating ageney

C. Scope of the Central Service Cost
Allocalion Plans

D. Submission Requinments
E. Documentation ReqUirements for

Submltled Plans
I. General
2. Allocated central services
3. Billed services
a. Generai
b. lllternal service funds
c. Self-insurance funds
d. Fringe Deneiils
44. ReqUlZ'lld cemficauon

F Negoueuon lIDd Approval of Central
Service Plans

G. Other Policies
1. Billed central sel'Vlce activities
2. Working capital reserves
3. Carry·forward adlUstments of allocated

cBatra! lervlce costs
~. Adjustments of billed central services
S. Records retenuon
6. Appeals
7. OMB aSSISlllDce

A. General

1. Most governmental units prOVide
cenain services. such as motor pools.
computer centers. purchasmg.
accounting. etc.. to operating agencies
on a centralized basis. Since federallv.
supponed awards are perfonned within
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 allocatlon plan
proVides that procp.ss. All costs and

other data used to distribute the costs
:neluded In the plan should be
supported by fonnal accountlng and
other records that wlil support the
propriety of the costs assigned to
Federal awards.

2. Guidelines and illustrauons of
central service cost allocation plans are
prOVided in a brochure published bv the
Department of Health and Human
Services entitled "A Guide for Slate and
L.ocal Government AgenCies: Cost
Principles and Procedures for
Establishing Cost Allocation Plans and
lndirect Cost Rates for Grants and
Contracts with the Federal
Government." A copy of this brochure
may be obtained from the
Supenntendent of Documents. U.S.
Government Printing Office.

B. Definitions

1. "Billed central servlces' means
central services that are billed to
benefitted agencIes and/or programs on
an individual fee·for·servlce or similar
baSIS. Typical examples of billed central
servIces Include computer services.
transponation services. insurance. and
fringe benefits.

2. "Allocated central services" means
central servlces that benefit operating
agencies but are not billed to the
agencies on a fe..for-servlce or similar
basis. These costs are allocated to
benefitted agencIes on some reasonable
baSIS. Examples of such services might
mclude general accounting. personnel
admmistration. purchasing. etc.

3. "Agency or operatlng agency"
means an 0!1!anizauonal unit or sub·
diviSion With1n a governmental wut that
IS responSIble for the perfonnance or
administration of awards or activities of
the governmental umt.

C. Scope of the Central Service Cost
t\.Ilocation Plus

The central service cost allocation
plan \vill include all central service
costs that will be claimed (either as a
billed or an allocated costl U.llder
Federal awards and will be documented
as described in section E. Costs of
central services omitted from the plan
Will not be reimbursed.

D. Submission Requirements

1. Each State will submit a plan to the
Depanment of Health and Human
Services for each vear In wl1icl1 it chums
central service costs under Federal
awards. The plan should include (a) a
prolection of the next year's allocated
central service cOSt (based either on
actual costs for the most recenth'
completed year or the budget pr~,ecuon
for the comina vearl. and (bl a
reconciliation-of actual allocated central

service costs to the estimated COlts used
for eHner me most recentlv completed
vear or me year Immediately preceding
:be most recentlv complet~ vear.

2. Each local government tJiat bas
been clesl~atl!d as a "malor local
government" by lbe Office of
\ianagement and Budget (OMS' is also
reqUired to submit a plan to its
cognizant agency annually. OMS
penodlcallv lists malar local
governments In the Fedenl Resister.

3. All other local governments
c;aimlng central service costs must
develop a plan in accordance with the
requirements desaibed in this Circular
and maintain the plan and ",lated
supporting documentation for audit.
These local governments are Dot
reqUired to submH their plans for
Federal approval unless they are
specifically requested to do 10 by the
cogmzant agency. Where a local
government only receIVes funds as a
sub-recIpient. the pnmary recipient WIll
be responsible for negouatiDg indirect
cost rates and/or monitoring the sub
recipient's plan.

4. All central service cost allocation
plans Will be prepared and. when
reqUired. submitted within six months
pnor to the beglnnmg of each of the
governmental unit's fiscal years in
whicb it proposes to claim central
service costs. Extensions may be granted
by the cognizant agency on a case-by.
case basis.

E. Documentation Requiremeata for
Submitted Plans

The documentation requirements
descnbed in this seCUon may be
modified. expanded. or reduced by the
cogmzant agency on a case-by-case
baSIS. For example. the requirements
mav be reduced for those central
serVices which have little or no impact
on Federal awards. Conventely, if a
review of a plan indicates that cenain
additional information is needed. ana
willlikeiv be needed in future veers. it
mav be routinely requested in future
?lan submissions. Items marked with an
astensk (.J should be submitted only
once: subsequent plans should me",ly
indicate In!, changes since the last plan.

1. General. All proposed plaDs must
be accompanied by the (ollowing: an
0!1!anlzation chan sufficiently detailed
to show operations including the central
service activities of the State/local
government wl1ether or not they are
~hown as henefiting from central servtce
function~: a copy of the ComprehenSive
Annual FinanCial Repon (or a copy ot
the Executive Budget ifbudpted costs
are being proposedI 10 suppon the
allowable costs of each central service
activity included in the plan: and. a
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certification lsee subsection 4.1 that the
plan was prepared in accordance Wlth
this Circular. contains only allowable
costs. and was prepared in a manner
that treated similar costs consistentlv
among the various Federal awards and
between Federal and non-Federal
awardslactivities.

2. Allocated central semces. For each
allocated centra.! service. the plan must
also include the following: a brief
desaiption of the ..rvice· . an
identification of the unit rendering the
service and the operating agencies
receiving the ..rvice. the items of
expense included in the cost of the
service. the method used to distribute
the cost of the service to benefitted
ageocies. and a summary schedule
shOwing the allocation of each servIce to
the specific benefitted agencies. If any
self-insurance funds or fringe benefits
costs are treated as ailocated lrather
than billedl central semces.
documentahon discussed in subsecuons
3.b. and c. shaH also be included.

3. Billed services.
a. General. The information described

below shaH be provided for ail billed
central services. including internal
service funds. self-insurance funds. and
fringe benefit funds.

b. Internal selVlce funds.
(1) For each internal service fund or

similar activity with an operating
budget of S5 million or more. the plan
shall include: a brief descnption of eacb
service: a balance sbeet for each fund
bued on individual accounts contained
in the governmental unit's accounting
system: a revenue/expenses statement.
with revenues broken out by source.
e.g.• regular billings. Ulterest earned.
etc.: a listing of all non-operating
transfers las defined bv Generailv
Accepted Acc:ounting 'Princlples
(CAAP)) into and out of the fund: a
d~ptionoftheprocedures

(methodology) used to charge the costs
of each service to users. including how
billing rates are detennined; a schedule
of ClUTeDt rates; and. a schedule
comparing total revenues (including
imputed revenues) generated by the
service to the aHowable costs of the
service. as detennined under this
Circular. with an explanation of how
variances will be handled.

(2) Revenues shall consist of all
revenues pnerated by the service.
including unbilled and uncollected
revenues. If some users were not billed
for the semces (or were not billed at the
full rate for that class of users I. a
schedule sbowing the full imputed
revenues aSSOCiated with these users
shaH be provided. Expenses shall be
broken out by object cost categones
(e.g.• salaries. supplies. etc.).

c. Self-insurance funds. For each self
insurance fund. the plan shaH include:
the fund balance sheet: a statement of
revenue and expenses including a
summary of billings and claims paid by
agency; a listing of all non-operBung
transfers mto and out of the fund: the
typels) of riskls) covered by the fund
(e.g.• automobile liability. workers'
compensauon. etc. I: an explanation of
how the level of fund contributions are
detennUled. including a copy of the
current actuarial repon (with the
actuarial assumptions used) if the
contributions are determined on an
actuarial basJS: and. a description of the
procedures used to charge or allocate
fund contributions to benefitted
activities. Reserve levels in excess of
claims (1) submitted and adjudicated
but not paid. (2) submitted but not
adjudicated. and (3) incurred but not
submitted must be identified and
explained.

a. Fring~ ben~fits. For fringe benefit
costs. the plan sball include: a listing of
fringe benefits prOVided to covered
employees. and the overall annual cost
of each type of bentifit; 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
folloWUlg infonaation shall be proVided:
the governmenta.l unit's funding
policies. e.g.• legislative bills. trust
agreements. or State-mandated
contribution rules. if different from
actuarially detenamed rates: the
pension plan's costs acaued for the
year; the amount funded. and datels) of
funding: a copy of the current actuanaJ
repon (including the actuarial
assumptions I: the plan trustee's repon:
and. a schedule from the activitv
shOWing the value of the interest cost
associated with late fundl.ng.

4. ReqUired certification. Eacb central
service COlt allocation plan will be
accompanied by a cenification in the
follOWing form:

Certificate of ee.t AUocaboD Plua
Thll is to certify that I have reviewed the

cost allocatioa plUl submitted be",wlth and
to tb. best of my kaowledlJ' and belief:

(1) All COlts Iwuded ia this proposal
Iid.ntify dateI to establish cost allocations or
billinlJs for lideatify period covered by plaa I
are allo_bl. ia accordUlce.with the
requiremeats of OMS Circular A-87. "Cost
PrinClplel for State Uld Local CoveromealS."
and the Feda",1 award(s) to whicb thev
apply. Unallowlble COlts have beea adjusted
for ia 11IocatinIJ COlts al indicated in the cost
allocation plan.

(2) All COStl mcluded in thil proposallTl!
properly allocable to Fede",1 IWlrdl on lhe
balil of • benericial or causal ",Ialionl!ull
between the expensel Incurred and the

awards to which tbey ll'lIallocated in
accordUlce With applicable requll'IImenlS.
Furtber, the same casu that bave beea IrIlled
as lDdirect costs bave not beea claimed IS
direct costs. Similar types or costs bay. been
accounted for consistently,

I decllTl! that the foregOing is true Uld
correct.
Governmental Unit
Signature
Name or Officisl
Title
Data of Execullon

F. Nesotiatioa and Appro..J ofCeatraJ
Seniee PlaDI

1. All proposed central service cost
allocation plans that are required to be
submitted will be reviewed. negotiated.
and approved by the Federal cognizant
agency on a timely basis. The cognizant
agency will review the proposal within
six months of receipt of the proposal
and either negotiate/approve the
proposal or advise the governmental
unit of the additional documentation
needed to supponJevaluate the
proposed plan or the changes required
to mue the proposal acceptable. Qnce
an agreement with the governmental
unit has been reached. the agreement
will be accepted and used by all Federal
agencies. unless prohibited or limited
by statute. Where 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 time
the plans are negotiated. notify the
cogruzant agency.

2. The results of each negotiation
shall be formalized in a written
agreement between the cOgD1%olJ1t
agency and the governmental unit. This
agreement will be subject to re-opeDing
if the agreement is subsequently found
to violate a statute or the information
upon which the plan was negotiated is
later found to be materially incomplete
or inaccurate. The results of the
negotiation shaH be made aVailable to
all Federal agencies for their use.

3. Negotiated cost allocation plans
based on a proposal later found to bave
included cosu that: (a) are uaaJJowable
(Oas specified by law or regulation. (ii)
as identified in Attachment B of this
Cin:u.lar. or (iii) by the terms and
conditions of Federel awards. or (b) are
u.nallowable 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 adjustments or refunds
are designed to correct the plans and do
not constitute a reopening of the
negotiation.
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G. Other Policies

1. Billed clmlraJ seMee aanrilles.
Each billed central service activity must
separately account for all reveoues
(including imputed revenues I generated
by the servtce. expenses ine:urred to
fumish the service. and profit/loss.

2. Working capital reserws. Internal
service funds are dependent upon a
Muonable level of working capital
reserve to operate from one billing cycle
to the next. Charges by an internal
service activity to provide for the
establishment and maintenance of a
reasonable level of working capital
reserve. in addition to the full recovery
of costs. are allowable. 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 exceecUDg 60 days may
be approved by the cognizant Federal
agency in exceptional cases.

3. Carry·forward adjustments of
allocated central service costs.
Allocated 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 agreement are not subject to
adjustment for that year. However.
when the actual costs of the year
involved become known. the diffenmces
between the fixed amounts preViously
approved and ~e actual costs will be
carried forward and used as an
adjustment to the fixed amounts
established for a later year. This "carry·
forward" procedure applies to all
central services wbose COSlS were fixed
in the approved plan. However. a carry
forward. adjustment is not pennltted. for
a central service activity that was not
included in the approved plan. or for
unallowable costs that must be
reimbursed immediately.

4. Adjustments of billed central
s«Vices. Billing rates used to charge
Federal awards shall be based on the
estimated costs of provicUDg the
services. including an estimate of the
aUocable central service costs. A
comparison of the reveDue generated by
each billed service (inclucUDg total
revenues whether Dr not billed or
collected) to the actual allowable costs
of the service will be made at least
aD.Dually. and an adjustment will be
made for the difference between the
revenue and the allowable costs. These
adjustments will be made through one
of the follOWing adjustment mp.thods: (al
a cash refund to the Federal
Government for the Federa' share of the
adjustment. (bl credits to the amounts
charged to the indiVidual programs. (c)

adjustments to future billing rates. or (dl
adjustments to allocated central servtce
costs. Adjustments to allocated central
services will not be pennitled where the
total amount of the adjustment for a
particular service (Federa! share and
non.Federal) sbare exceeds $500.000.

5. Records retention. All central
service cost aHocation plans and related
documentation used as a basis for
claiming costs under Federal award.s
must be reuuned for audit in accordance
with the records retention requirements
contained in the Common Rule.

6. Appeals. If a dispute arises in the
negotiation of a plan between the
cognizant agency and the govemm~ntal

unit. the dispute shaH be resolved In
accordance with the appeals procedures
of the cognizant agency.

7. OMB assistance. To the extent that
problems are encountered among the
Federal agencies andlor governmental
units in connection with the negotiation
and approval process. OMS will lend
assistance. as requimd. to resolve such
problems in a timely manner.

AttachmeDt D-Public Assistance Cost
AllocatioD Plaas

Table ofCooteDta
A. General
B. DefiDitiol1S

1. State public ..Iiltance ageDcy
2. State public ..llll8Dce ageDcy COSU

C. Policy
D. SubmiuioD. DocWDeDtatioD. and

Approval or Public Alli.tance Cost
AllocatlOD Plans

E. Review or ImplementatioD or Approved
Plans

F. Unallowable Casu

A. General
Federallv-financed programs

administefed bv State public assistance
ageDCleS are tuDded predominately by
the Department of Health and Human
Services (HHS). In support of its
stewardship requirements. HHS has
published requirements for the
developmeDt. documentation.
submission. negotiation. and approval
of public assistance cost allocation
plans in Subpart E of 4S CFR Part 95.
AU administrative costs (direct and
indirect) are normally charged to
Federal awards by implementi.Dg the
public assistance cost allocation plan.
This Attachment extends the..
requirements to all Federal agencies
whose programs are administered by a
State public assistance agency. Major
federally· financed programs typically
administered by State public assistance
agencies include: Aid to Famtlies With
Dependent Children. Medicaid. Food
Stamps. Child Suppon Enforcement.
Adoption ASSistance and Foster Care.
and SOCial Servtces Block Grant.

B.DefiniUoas

1. "St.te public .ssisll.l1ce .gency"
means a State agency administenDg or
supervising the administration of one or
more public aSSistance programs
operated by the State as idmti6ed in
Subpart E of 4S CFR Part 95. For the
purpose of this Attachment. these
programs include all programs
administered by the State public
UlistanCll agency.

2. "State public assistance age.ocy
costs" means all costs i.ocurrwd by. or
allocable to. the State public umt&Dce
agency. except expendilUnll for
fi.naDcial assistance. medical veDdor
payments. food stamps. and payments
for services and goods provided direet1y
to program reCipients.

C.Policy

State public assistance ageDdes will
develop. document and imp1emeDt. and
the Federal Government will review.
negotiate. and approve. public
assistance cost allocation pianl in
accordance with Subpart Eof 4S CFR
Part 95. The plan will induct. aJl
programs administered by the State
public assistance agmcy. Wh.. a letter
of approval or disapproval is
traIlSlDltted to a State public Ulistance
agency in accordance with Subpart E.
the letter will apply to aU Federal
agencies and programs. The remaining
sections of this Attachment (except for
the requirement for certiBcatianl
summarize the provisions of Subpart E
of 45 CFR Pan 95.

D. Submission. DOCWDmtatioa. &ad
Approval oCPublic Aailtaac:e Colt
Allocation PlaM

1. State public assisl&DCll .gencies 118

required to promptly submit
amendments to the cost allocatian plan
te>HHS for review and approval.

2. Under the coordiDaUOD process
outlined in subsection E. affected
Federal agencies will review au new
plans and plan amendmeDIS and
provide comments. as appropriate. to
HHS. The effective date of the plan or
plan amendment will be the first day of
the quanet followmg the submission of
the plan or amendment. unlesa another
date is specifically approved by HHS.
HHS. as the cognizant ageacy acting on
behalf of aU affected Federalaplleies.
will. as necessary. conduct negotiations
with the Slate public allistaDce agency
and will infonn the State age.ocy of the
action taken on the plan or plan
amendment.

E. Review of Implementation of
Approved PI.ns

1. Since public assistance cost
allocation plans are of a narrative



26504 Federal Register Vol. 60. No. 95 I Wednesday. Mav 17. 1995 I Notices

nature. the reVIew durmg the plan
approval process consists of evaluating
the appropnateness of the proposed
groupings of costs (cost centersj and the
related allocauon bases. As such. the
Federal Government needs some
assurance that the cost allocation plan
has been unplemented as approved.
This is accomplished by revIews by the
funding agenCles. single audits. or
audits conducted by the COgnizant audit
agency.

2. Where inappropriate charges
affecting more than one funding agency
ant identified. the cognizant HHS cost
negotiation office will be advised and
will take the lead in resolving the
iuue(sl as provided for in Subpart E of
45 eFR Part 95.

3. If a dispute arises m the negouation
of a plan or from a disallowance
involVing two or more funding agencies.
the dispute shall be resolved in
accordance with the appeals procedures
set out in 45 CF'R Pan 75 ::isputes
involvlD' 'Jnly one fun~.. agency will
be resoh U 111 accordance Wlth the
funding agency's .ppe.l process.

4. To the extent th.t problems are
encountered among the Federal agences
and/or governmental umts in
COIUUlc'Uon with the negou.tion and
approval process. the Office of
Management and Budget will lend
assistance. as required.. to resolve such
problems In a timely manner.

F. UD.llowable Costa

Claims developed under approved
cost allocauon plans will be based on
allowable costs as identified in thls
Circular. Where unallowable costs have
been claimed and reimbursed. they Wlll
be refunded to the program that .
reimbursed the unallowable cost using
one of the follOwing methods: (a) a cash
refund. (b) offset to a subsequent claim.
or (c) credits to the amounts charged to
individual awards.

Attachmebt £-State aDd Loc:allndirect
Caet Rate Proposals
T..... of Coat.....

A. Gealr-I
B. DilinitioRl

t. IJtdil'tlCl cc.: r-tl proposal
2. ladiNct cost r-te
3. ladil'tlCl COlt pool
4.Bue
5. Predetenained r-te
6. FiJlted ratl
7. Provilioaal rate
8. Final nlte
9. Bese period

C. AllocalJOD of laditect Costs and
DetlnnmalJon of Indirect Cr.t :>ates

1. General
~. Simplified method
3. Multiple sllocatlon base met.bod

4. SpecIal indirect cost rates
D. SubmiSSion ana Documenlillon of

Proposals
I. SubmlssloD of iodirect cost rate

proposals
Z. DocumeDtltiOO of proposalS
3. ReqUired certlficltion

E. Negoultloo and Approval of Rates
F. Other Policies

1. FriDge benefit rates
2. Billed serYlces proVided by the graDtee

apncy
3. Inditect cost aliocatiODS not uSing rates
4. Appeeis
S. CollecUODS of UDallowable COSIS aDd

enonecus payments
6. OMB assistance

A. General

1. Lndirect costs are those that have
been incurred for common or 101l1t
r"::-ooses. These costs benefit more than
. st objective and can.not be readily
. _ i._Lied with a particular final cost
objecuve WlthOUt effort dispropornonate
to the results .chieved. After direct
costs have been determined and
assigned directly to Federal awards and
other activities as .ppropnate. Indirect
costs ant those remaining to be allocated
to benefitted cost objectives. A cosl may
not be allocated to a Federal award as .
an Indirect cost if any other cost
incurred for the same purpose. in like
circumstances. bas been aSSigned to a
Federal award as a direct cost.

2. Indirect costs include (a) the
indirect costs originating in each
department or agency of the
governmental unit Carrying out Federal
awards and (b) the costs of central
governmental servtces distnbuted
through the central servlce cost
allocauon plan (as descnbed in
Attachment C) and not otherwlSe treated
as direct costs.

3. Indirect costs are normallv charged
to Federal awards bv the use of an
indirect cost rate. A- Sp.Darate indirect
cost rate(s) is usually necessary for eaeb
department or .gmcy of the
governmental unit claiming indirect
costs under Federal.wards. Guidelines
and illustrations of indirect cost
proposals are provided in a brochure
published by the Department of Health
and Human Services entitled ..A Guide
for State aad Local Government
Agencies: Cost Principles and
- ""lcedures for Establishing Cost

~cation Plms and Indirect Cost Rates
..lr Graats and Contracts with the
Federal Government." A copy of this
brochure m.y be obtained from the
Superintendent of Documents. U.S.
Govl'mment Printing Orfice.

.. riecause or the diverse
characteristics and accounting practices
of govenunental units. the types of costs
which may be classified as indirect

costs cannot be speCified in all
situauons. However. typical examples of
indirect COsls may include cenain Statel
local-wide centrai service costa. general
administration of the grantee
department or agency. accounting and
personnel servlces performed within the
grantee department or agency,
deprecatioD or use aUow&DC81 on
buildings and eqUipment. the COlts of
operating and maintaining fadlities. etc.

5. This Attachment does not apply to
St.le public assistance asenci... TheM
agencies should refer instead to
Attachment D.

B. DefiDitions

1. "Lndirect cost r.te proposal" means
the documentation prepared by I
governmental unit or subdivision
thereof to substantiate its request for the
establishment of an indirect cost rate.

2. "Indirect cost rate" is a device for
delenninmg In a reasonable m&DJ1er the
proporuon of indirect costs each·
program should bear. It is the ratio
(expressed as a percentage) of :.he
indirect costs to a direct COlt liue.

3. "Lndirect cost pool"ls the
accumul.ted costs th.t jointly beDefit
two or more programs or other cost
objectives.

4. "Bue" means the .ccumulated
direct costs (normally either total direct
salaries and wages or total dinet costa
exclusive of any extraordinary or
distorting expenditures) used to
distribute indirect costs to.iDdividual
Federal awards. The direct cost bue
selected should result in each award
bear:ng a fair share of the indirect costa
in !'PlSonable relation to the benefits
received from the costs.

5. "Predetermmed rate" means an
indirect cost rate. applicable to a
specfied current or future period.
usually the governmental UDit's fiscal
year. This rate is based on aD eetimate
of the costs to be incurred duriDB the
period. Except under very unusual
c:iJ'c:WDstanC8S. a predetermiDed nte is
not suhject to .djustment. (Becaue of
legal constraints. predetel'lDiDed ratal
ate not permitted for Federal CObtrae:t.l:
they may. however. be used forp'Ulll
or cooperative agreemenll.)
Predetermined rate. may not be used by
governmental units th.t have DOt
submitted and negoti.ted the rate with
the cognizant agency. In view of the
potential advantages offered by this
pl"OCl8dure. negoti.tion of predetermined
tates for indirect costs for I period of
two to four years should be the borm in
thOle situ.tions where the cost
experience and other pertinent facts
avail.ble are deemed sufficient to
en.ble the parties involved to reech an
informed judgment as to the probable
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level of induect costs dunng the
enswng accounting penods.

6. "Fixed rate" means an indirect cost
rate which has the same charactenstlcs
as a predetemllned rate. except that the
difference between the eSllmated costs
and the actual. allowable costs of the
period covered by the rate IS earned
forward as an adjustment to the rate
computation of a subsequent penod.

7. "ProvIsIonal rate" means a
temporary mdirect cost rate applicable
to a specified period which is used for
funding. interim reimbursement. and
reporting indirect costs on Federal
awards pending the establishment of a
"fiDal" rate for that period.

8. "Final rate" means an indirect cost
rate applicable to a specified past penod
wlUch is based on the adual allowable
costs of the penod. A fiDal audited rate
is not subject 10 adjustment.

9. "Bue penod" for the allocauon of
indirect costs is the penod in wh.lch
such CoslS are incurred and
accumulated for allocation to activities
performed in that period. The base
period normall y should coincide wllh
the governmental unit's fiscal year. but
in any event. shall be so selected as to
avoid inttquities in the allocation of
costs.

e. Allocation of lDdirect eo.ts and
DetermiDatioD of lDdirect Co.t Rates

1. CAmeral.
a. Where a governmental unit's

depanment or agency has only one
major function. or wbere all its major
functions benefit from the indirect costs
to approximately the same degree. the
allocation of indirect costs and the
computation of an indirect cost rate may
be accomplished through Simplified
allocation procedures as descnbed in

subsection 2.
b. Where a governmental unil'S

depanment or agency has several major
functions which benefil from its indirect
costs in varying degrees. the allocation
of indirect costs may require the
accumulation of such costs into separale
cost groupings which then are allocated
individually to benefitted functions by
mNJU of a base which besl measures
the relative degree of benefit. The
indirect costs allocated to each function
are then distributed to individual
awards and other activities included in
that function by means of an indirect
cost rate(s).

c. Specific methods for allocating
indirect costs and computing indirect
cost rates along with the conrtitions
under wbich eacb method should be
used are described in sub_8ctlons Z. 3
and 4.

Z. SimplIfied method.

a. Where a grantee agenc,,'s malor
functions benefit from Its mdirect costs
to approxlmatelv the same degree. the
allocauon of inclirect costs may be
accomplished by (1) classifying the
granlee agency's lotal costs for the base
penod u either dired or inclirect. and
(2) divicling the total allowable indirect
costs (net of applicable credils) by an
equitable distribution base. The result of
this process is an indirect cost rate
which is used 10 distribute indirect
costs to inclividual Federal awards. The
rate should be expressed as the
percentage which the total amount of
allowable indirect costs bears to the
base seleded. This method should also
be used wbere a governmental unil'S
depanment or agency has only one
major function encompassing a number
of individual projects or activities. and
mav be used where the level of Federal
awards to that department or agency IS
relativelv small.

b. Both the direct cosu and the
indirect costs sball exclude capital
expenditures and unallowable costs.
However. unallowable cosu must be
lDcluded in the direct costs if they
represenl activities to which indirect
costs are properly allocable.

c. The distribution base may be (1)
total direct costs (excluding capital
expenditures and other distorting items.
such as pass-through funds. major
subcontracts. etc.). (2) direct salaries
and wages. or (3) another base wlUch
results in an equitable distribution.

3. Multiple allocation base method.
a. Where a grantee agency's indirect

cosu benefit its major £unctions In
varying degrees. such costs shall be
accumulated into separate cost
groupings. Each grouplCg shall then be
allocated individually to benefilted
functions bv means of a base which besl
measures the relative benefits.

b. The cost groupings should be
established so as to permit the
allocation of each grouping on the basiS
of benefits proVided 10 the major
functions. Each grouping should
constitute a pool of expenses that are of
like character in terms of the functions
lbey benefit and in terms of the
alJocation base which best measures the
relative benelits provided to each
function. The number of separate
groupings should be held within
practical limits. talting into
consideration the materiality of the
amounts involved and the degree of
precision needed.

c. Actual conditions musl be taken
into account in selecting the base 10 be
used in allocating the expenses in each
grouping to benefitted functions. When
an allocation can be made bv
aSSignment of a cost groupllig directly to

lbe function benefitted. the allocaUon
shaH be made In that manner. When the
expenses in a grouping are more general
in nature. the allocation should be made
through the use of a seleded base wlUch
produces results that are equitable to
both the Federal Government and the
governmental unit. in glneral. any cost
element or related factor lSIOCiated with
the governmental unit's activities is
potentially adaptable for use as an
allocation base provided that: (1) it can
readily be expressed in terms of dollars
or other quantitative meuwes (total
dinct co.ts. direct saJeri.. and wages.
staff hows applied. square feet used.
hours of usage. number of documents
proceued. population served. and the
lib). and (2) it is common to the
benefitted functions during the base
period.

d. Except wbere a special indirect cost
ratl(l) is required in accordance with
subsection 4. the separate groupings of
indirect costs allocated to each major
function shan be aggregated and treated
u a common pool for that function. The
costs in the common pool shall then be
distributed to individual FederaJ awucls
included in that function by use of a
singll indirect cost rate.

I. The distribution base used in
computing the indirect am rate for each
function may be (1) total direet costs
(excluding capital expenditwa and
other distorting items IUch as pus'
through funds. major subcontracts. etc.).
(2) direct salaries and wag_. or (3)
another base wlUch results in an
equitable distribution. An iDclintcl cost
rate should be developed for each
separate indirect cost P09l developed.
The rate in each case shouJd be stated
u the percentage relationship between
the particular indirect coat pool and the
distribution base identilied with that
pool.

4. Special indirect eost rates.
a. In lome instances. a sinlJe indi.rect

cost rate for allactiviti. of a BJ'Ultee
depanment or agency or for eech major
function of the agency may not be
appropriate. II may not tab into .
accoUDt those different facton wbicb
may substantially affect the indirect
costs applicable 10 a partic:u.lar prosram
or group of programs..ThI factors may
include the pbysicallocatiOD of the
w~.thelevelofa~uauve

support required. the nature of the
facilities or other resources empJoyed.
the orpniZational arrangemenu used. or
any combination thereof. When a
particular award is carried out in an
environment wh.lch appears to generate
a significantly different level of indirect
costs. prOVISions shouJd be made for a
separate indirect cost pool applicable 10
that award. The separate indirect cost
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pool should be developed dunng the
course of the regular allocation process.
aDd the separate indirect cost rate
lWUltingtherefrom should be used.
provided that: (1) the rate differs
sipificantly from the rate which would
hn'e been developed under subsections
Z. and 3•• and (Z) the award to which the
rate would apply is material in amount.

b. Although this Ci:cular adopts the
CODeept of the full allocation of indirect
COllI. there are some Federal statutes
which restrict the reimbursement of
c:ertaiD indirect cosu. Where such
rwtrictiODl exist. it may be necessary to
develop a special rate for the affected
award. Where a "restricted rate" is
~d. the procedure for developing a
non-restricted rate will be used except
for the additional step of the eliminauon
from the indirect cost pool those costs
for which the law prohibits
reimbursement.

D. SublllialioD ad Documentation of
PrDpouJa

1. Submission of indirect cost rate
PlOpo$oJS.

L All departments or agencies of the
governmental unit des1ring to claun
iDciirect COSlS under Federal awards
must prepare IUl IllciJrect cost rate
proposai lWc1 ;:;illli:id documentatl,~r. '0

support thOli8 :;;;..lS The I',op,;,s,u .lila
related documentation must be :et&.LIled
for audit in au:ordance with the records
retention requirements conla.lned Itl the
Common Rule.

b. A governmental unit for which a
cogzuzant agency assignment has been
specifically deslgnaled must submll IlS

iDdirect cost rate proposal to its
cognizant agency. The Office of
Management and Budget (OMB) will
l*iodically publish lists of
governmental units identifying the
.ppropriate Federal cognizant agencies.
The c:opizant agency for all
governmental units or agencies not
idllDtifted by OMB will be detennined
tlued on the Federal agency providing
!.be largest amount of Federal fundi. In
tbeIe cues. a governmental unit must
_elop an indirect cost proposal in
ICCOrdaDce with the requirementl of
tJUs CircuJar and maintain the proposal
IDd related supporting documentation
for audit. Th.. governmental units are
oat required to submit their proposals
lIII1ess they are specifically requested to
do so by the cognizant agency. Where B

local government only receives funds as
a sub-recipient. the primary recipient
will be responsible for negotiating and/
or monitoring the sub-reciplent's plan.

c. Each Indian tribal government
deliring reimbursement of indirect costs
mUit submit its indirect cost proposal to

the Departmenl of the Intenor (its
coglUUnt Federal agency).

d. Indirect cost proposals must be
developed (and. when required.
subrmttedl within SIX months after the
close of the governmental unit's fiscal
year. unless an exception is approved by
the cOgnizant Federal agency. If the
proposed central service cost allocati,on
plan for the same period has not been
approved by that lime. the indirect cost
proposal may be prepared including an
amount for central services that is bued
on the latest fed.rally·approved central
service cost allocation plan. The
difference between th... central service
amounts and the amounts ultimately
approved will be compensated for by an
adjustment in a subsequent period.

Z. Documentation Of proposals. The
followlng shall be Included with each
Illdirect cost proposal:

a. The rates proposed. including
subsidiary work sheets and other
relevant data. aou referenced and
reconciled to the financial data noted in
subsection b. Allocated central service
costs will be supported by the summary
table included in the approved central
service cost allocation plan. This
summary table is not required to be
submitted with the indirect cost
t' .up"...l If the cellllal se'vtce cost
idocauon plan for the same fiscal year
Das been approved by the cognizant
dgellcy and is available to the funding
Igency.

b A copy of the finanCial data
(financial statements. comprehensive
annual financial report. executive
budgets. accounting reports. etc.l upon
wluch the rale IS based. Adjustments
resullmg from the use of unaudited data
will be recognized. where appropriate.
by the Federal cognizant agency in a
subsequent proposal.

c. The approximate amount of direct
base costs incwred under Federal
awards. These COlts should be broken
out between salari.s and wages and
other direct COlli.

d. A chart showing the organizational
structure of the agency during the
period for wbich the proposal applies.
along with a functional statement(.)
noUng the duties andlor respoDlibiJities
of all units that comprise the agency.
(Once this is submitted. only revisions
need be submitted with subsequent
proposals.)

3. Requi~d certification. Each
indirect cost rate proposal shall be
accompanied by a certification m the
following fonn:

Certlflcare of Indirect Cosu

Thil is 10 cenlfv tbat I have reViewed the
Indirect cost nte proposal submitted
tJerewlth and 10 the best of my knowledge
and belief:

(1) All cOStl Included in tbis proposal
IideDttly datello establi.h biJliDI or final
IDdirect cost. nles for lidentify period
covered by ntel .,.. alloweble iD ICCICIC'daDCII
With the requiremenu of the Fedn awardll)
10 which they apply and OMB CiIaa!Ir A
87. "Cost PriDclplel for State Uld Local
GoVlrumIDU." Unallowlble COlli haft belli
IdjUltld for iD IUocauDI COlts u iDdicated
In the cent 11iocatioD plao.

(2) All COlts iocluded iD thit propoeal .,..
properly Illocabll to Federal aWllds OD the
bas" of I beneficial or CIIU1B! nlatioDsAip
betwwn lbl IXpeD'" LDCWI'IG UICllbe
l.,..meDu 10 which they.,.. allocated iD
IccordUlCII wilb IppliCllbll I'Iqllinaaeoti.
Fllrthlr.lbe .... centslbat haft _a rr-lld
II Indirect COlli hive Dot belli claimed .s
direct COlts. Similar typet of COllI haft bleo
ICCXlUDlId for CODalatlDuv aDd lb. Federal
GoftrumeDt wiU be Dou6ed of my
accouotilll Chaugl' tblt would a&ct the
predetenniDed nte.

I declare thll tbe foregolog is lrUl and
comet.
Govlrumeatal Ullit
Sipature _

NIIDI of Official _

Tille
9atl of ExecuUOD: _

E. NesotiatioD aDd Appro.,.lof.....
1. Indirect cost rates will be reviewed.

negotiated. and approved by the
cog11.lZ&Qt Federal agency on a timely
bulS Once a nue has been agreed upon.
it will be accepted and used by all
Federal agencies unless probibited or
limited by statute. Where a Federal
funding agency has reason tD believe
that Special operating factors dectiDB
Its awards necessitate special indirect
cost rates. the funding agency will. prior
10 the time the rates are negotiated.
noufy the COgnizant Fed.ralagency.

Z. the use of predetermined rates. if
allowed. is eocoW'lged where the
cognizant Igency has reasonable
assurance based on put .xperience and
reliable projection of the graDt..
agency's COIU. that the rate is DOt likely
to exceed a rate based on actll&l cosll.
Long-term agreements utiJiziDl
predetermined rates elCteDdiDg over two
or more years are encouraged. where
appropriate.

3. The results of each neptiation
shall be formalized in a written
agreement between th. copizaDt
agency and the Bovernmental un.iL This
agreement will be subject to re-opening
if the agreement is subsequently found
to violate a statute. or the information
upon which the plan was negotiated is
later found to be materially incomplete
or inaccurate. The agreed upon rates
shall be made available to all Federal
agencies for their use.

4. Refunds shall be made if proposals
are later found to have included cosu
that (a) are unallowable (i) as specified
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by law or regulation. (ii] as identified In

Attachment B of this Circular. or (iii) by
the terms and conditions of Federal
awards. or (bl are unallowable because
they are clearly not allocable to Federal
awards. Thele adjustments or refunds
will be made regardless of the type of
rate negotiated (predetermined. final.
fixed. or proVisional).

f. Other Polici..

1. Fringe benefit rates. If overall fringe
benefit rates are not approved {or the
governmental unit as part of the central
S8J"Vice cost allocation plan. these rates
will be reviewed. negotiated and
approved {or individual grantee
agencies during the indirect cost
negotiation process. 10 these cases. a
proposed friDge benefit rate
computation should accompany the
indirect cost proposal. If fringe benefit
rates are not used at the grantee agency
level (i.e.. the agency speclfically
identifies friDge benefit costs to
individual employees I. the
governmental unit should so advise the
cognizant agency.

Z. Billed servJces proVIded by the
grantee agency. In some cases.
governmental units provide and bill for
servtces sunilar to those covered bv
central servtce cost allocation plans
(e.g.• computer centenl. Where this
occurs. the governmental unit should be
guided by the requirements in
Attachment C relating to the
development of billing rates and
documentation requirements. and
should advise the cognizant agency of
any billed services. Reviews of these
typel of lervices (including reviews of
cOltiDg/billiDg methodology. profits or
losses. etc.) will be made on a case-by'
cue basis as warranted bv the
circumstances Involved..

3. Indirect cost alJocations not using
rates. In certain situations. a
governmental unit. because of the
nature of its awards. may be requlred to
develop a cost allocauon plan that
distributes indirect (and. in some cases.
direct) costs to the specific funding
sources. 10 these cases. a narrative cost
allocation methodology should be

developed. documented. maintained for
audit. or submitted. as appropriate. to
the cognizant agency for review.
negotiation. and approval.

4. Appeals. If a dispute arises in a
negotiation of an indirect cost rate (or
other ratel between the cogniZant
agency and the govermnental unit. the
dispute sball be resolved ill accordance
with the appeals procedures o{ the
cognizant agency.

s. CoJJeetion of unallowable com and
erroneous payments. eo.. specifically
identified as unallowable and charged
to federal awards either directly or
indirectly will be refunded (including
intenst ch8J'8eable in accordance with
applicable Federal agency regulationsl.

6. OMB aSSIstance. To the extent that
problems are encountered among the
Federal agencies and/or governmental
WlJts In connection with the negotiation
and approval process. OMS will lend
auiltance. as required. to raolve such
problems 1Q a timely manner.
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