LOS OSOS COMMUNITY SERVICES DISTRICT

Memo

To: LOCSD Board of Directors

From: Dale Flynn, Interim District AccountanM
Date: April 25, 2014

Re: Cost Allocation Plans

In this Proposed Budget for Fiscal Year 2014/15, staff has used the cost allocation plan
previously submitted using time spent on the various funds by the Administration staff.

During this proposed budget process, three additional methodologies are being submitted.

The Board of Directors will have to come to a decision as to which methodology will be used in
the final adopted budget.

The three additional methodologies are:

1. Full-Time Equivalent (FTE)

2. Revenues received other than grants and one-time funding with the
exception of Solid Waste and Wastewater for FY 2014-15

3. By total budget by fund with the exception of Solid Waste and
Wastewater for FY 2014-15

Also included is the Office of Management and Budget (OMB) Circular A-87 Revised, which
states the rules and regulations regarding local government cost allocation plans and their
implementation.

In addition, this publication states that a Certificate of Cost Allocation Plan must be included in
the final budget and signed by the President of the Board or the District Manager.

A sample of this certification is included in the publication attached.

Attachment
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LOS OSOS COMMUNITY SERVICES DISTRICT : METHODOLOGY #1
COST ALLOCATION PLAN FTE METHODOLOGY

TOTAL APPROVED TOTAL PROPOSED
2013/2014 2014/2015
ADMINISTRATION:
General Manager 0.75 1.00
District Accountant 1.00 1.00
Administrative/Accounting Asst. Il 1.00 1.00
Billing Clerk/Bookkeeper 0.00 0.00
Administrative Clerk Il 0.00 0.00
TOTAL ADMINISTRATION FTE's 2.75/admin not included 3.00|admin not included
in calculations in calculations
WATER:
Utility Compliance Technician llI 1.00 1.00
Utility Compliance Technician | 0.75 1.00
Adminstrative Accounting Assistant | 0.75 1.00
Administrative Assistant 0.25 0.50
Water Resources Crew Leader 1.00 1.00
Water Resources Operator | 3.00 3.00
Water Resources Oerator Trainee 1.00 1.00
TOTAL WATER FTE'S 7.75 41.00% $289,295 8.50 42.71% $267,519
FIRE:
RESERVE FIREFIGHTERS: 11.40 11.40
(25 @ 960 HOURS MAX)
TOTAL RESERVE FIREFIGHTERS FTE'S 11.40 59.00% $416,302 11.40 57.29% $358,791
TOTAL LOS 0SOS COMMUNITY SERVICES |
DISTRICT FTE'S 2180 100.00% $705,597 22.90, 100.00% $626,310

TOTAL ADMIN COSTS TO BE TRANSFERRED FROM WATER & FIRE $705,597 $626,310

BOARD OF DIRECTORS MEETING 05/01/2014



LOS 0SOS COMMUNITY SERVICES DISTRICT

BY REVENUES RECEIVED OTHER THAN GRANTS AND ONE TIME FUNDING METHODOLOGY #2
ADMINISTRATION COSTS TO BE ALLOCATED $705,597 $626,310
TOTAL APPROVED PERCENT OF AMOUNT OF | TOTAL PROPOSED PERCENT OF AMOUNT OF
AT MID-YEAR ALLOCATION ALLOCATION ALLOCATION ALLOCATION
2013/2014 FOR THE FUND | FOR THE FUND 2014/2015 FOR THE FUND FOR THE FUND
2013/2014 2013/2014 2014/2015 2014/2015
BAYRIDGE FUND 200:
Property Taxes $6,688 $6,731
Special Taxes and Assessments $54,831 $54,831
TOTAL REVENUES $61,519 1.081% $7,627 $61,562 1.376% $8,617
FIRE FUND 301:
WATER REVENUES EXCLUDING GRANTS
AND OTHER ONE-TIME FUNDING
Property Taxes $2,074,835 $2,114,153
Charges and Fees $135 S0
Special Taxes and Assessments $22,500 $22,500
Other Revenues 576,818 $71,134
Use of Property and Money $240 $240
TOTAL FIRE REVENUE $2,174,528 38.208% $269,591 $2,208,027 49.344% $309,046
VISTA DE ORO FUND 400:
Special Taxes and Assessments $15,768 $15,768
TOTAL VISTA DE ORO $15,768 0.277% $1,955 $15,768 0.352% $2,207

BOARD OF DIRECTORS MEETING 05/01/2014




WATER FUND FUND 500:

WATER REVENUES EXCLUDING GRANTS

AND OTHER ONE-TIME FUNDING

Property Taxes $180,000 $180,000

Service Charges and Fees $1,911,700 51,907,784

Other Revenues $5,000 $5,000

Use of Property and Money $3,200 $1,000

TOTAL WATER $2,099,900 36.896% $260,339 $2,093,784 46.791% $293,056
SOLID WASTE FUND 650:

Franchise Fees $73,987 S0

(FOR 2013-2014 ONLY)

TOTAL SOLID WASTE $73,987 1.300% $9,173 S0 0.000% S0
WASTEWATER FUND 600:

Service Fees and Charges $14,730 SO

Special Taxes and Assessments $1,155,250 S0

(FOR 2013-2014 ONLY)

This does not include funds for

bankruptcy pay offs because they are

one-time funding

TOTAL WASTEWATER $1,169,980 20.557% $145,051 S0 0.000% S0
DRAINAGE FUND 800: ]
Services Charges and Fees $250 $200

Special Taxes and Assessments $95,424 595,424

TOTAL DRAINAGE $95,674 1.681% $11,861 $95,624 2.137% $13,384
TOTAL REVENUES BEING USED FOR $5,691,356 100.000% $705,597 $4,474,765 100.000%, _5626,310

THIS METHODOLOGY

BOARD OF DIRECTORS MEETING 05/01/2014



LOS 0OSOS COMMUNITY SERVICES DISTRICT |

BY THE TOTAL FUND BUDGETS (EXPENDITURES) METHODOLOGY #3
ADMINISTRATION COSTS TO BE ALLOCATED $705,597 $626,310
TOTAL APPROVED PERCENT OF AMOUNT OF TOTAL PROPOSED PERCENT OF AMOUNT OF
AT MID-YEAR ALLOCATION ALLOCATION ALLOCATION ALLOCATION
2013/2014 FOR THE FUND FOR THE FUND 2014/2015 FOR THE FUND FOR THE FUND
2013/2014 2013/2014 2014/2015 2014/2015
BAYRIDGE FUND 200:
BAYRIDGE EXPENDITURES $51,557 $60,932
TOTAL EXPENDITURES $51,557 1.267% $60,932 1.523% $9,539
FIRE FUND 301:
FIRE EXPENDITURES $2,115,960 $2,100,403
TOTAL FIRE EXPENDITURES $2,115,960 51.995% $366,873)  $2,100,403 52.499% $328,808
VISTA DE ORO FUND 400:
VISTA DE ORO EXPENDITURES $18,257 $19,822
TOTAL VISTA DE ORO EXPENDITURES $18,257 0.449% $3,165 $19,822 0.495% $3,103
WATER FUND FUND 500: )
\WATER EXPENDITURES $1,749,195 $1,770,464 ]
TOTAL WATER $1,749,195 42.982% $303,282]  $1,770,464 44.253% $277,158

BOARD OF DIRECTORS MEETING 05/01/2014




SOLID WASTE FUND 650:

Franchise Fees $88,351 SO

(FOR 2013-2014 ONLY)

TOTAL SOLID WASTE $88,351 2.171% SO 0.000% Y]
WASTEWATER FUND 600:

Did not allocate in this scenerio due to

expenditures were to pay debt payments S0 S0

as well as banruptcy claims S0

TOTAL WASTEWATER S0 0.000% S0 SO 0.000% S0
DRAINAGE FUND 800:

Drainage Expenditures $46,244 $49,200

TOTAL DRAINAGE $46,244 1.136% $8,018 $49,200 1.230% $7,702
TOTAL EXPENDITURES BEING USED FOR $4,069,564 100.000% $705,597 54,000,821 100.000% $626,310

THIS METHODOLOGY

BOARD OF DIRECTORS MEETING 05/01/2014




OMB CIRCULAR A-87 REVISED | The White House Page | of 26

Home « The Administration « Office of Management and Budget Search WhiteHouse.gov

Conlact Us

s Get Email Updates

)" Office of Ménageinéﬁt éixid_.Budzget'

About | OMBlog | TheBudget | Management | Regulation & Information Policy | Legislative Information | Join OMB | Contact OMB

ABOUT

Leadership

OMB Organization Chart
Open Government Plan
RSS Feeds

Inteliectual Property

Agency Info
Bulletins
Circulars

Budget

State and Local
Governments

Educational and Non-Profit
Institutions.

Federal Procurement

Federal Financial
Management

Federal Information
Resources / Data Collection

Other Special Purpose
Memoranda
Privacy Guidance
Reports
Federal Register
FOIA
NDA
No FEAR
OME Locator

OMB CIRCULAR A-87 REVISED

Revised 06/10/04
TO THE HEADS OF EXECUTIVE DEPARTMENTS AND ESTABLISHMENTS

SUBJECT: Cosl Principles for State, Local, and Indian Tribal Governments

1. Purpose, This Circular eslablishes principles and standards for determining costs for Federal awards carried out through grants, cost
reimbursement contracts, and other agreements with State and local governmenls and federally recognized Indian tribal governments
(governmental units).

2. Authority. This Circular is issued under the authority of the Budgel and Accounting Act of 1921, as amended; the Budgel and Accounling
Procedures Act of 1950, as amended: the Chief Financial Officers Act of 1990: Reorganization Plan No. 2 of 1870; and Execulive Order No.
11541 ("Prescribing the Duties of the Office of Management and Budget and the Domestic Policy Council in the Executive Office of the
President”).

3. Background. As part of the governmentwide grant streamlining effort under P.L. 106-107, Federal Financial Award Management
Improvement Act of 1999, OMB led an interagency workgroup lo simplify and make consislent, to the extenl feasible, the various rules used to
award Federal grants. An interagency lask force was established in 2001 to review existing cost principles for Federal awards to State, local,
and Indian tribal governments; Colleges and Universities; and Non-Profit arganizations. The task force studied Selected ltems of Cost in each
of the three cost principles to determine which items of costs could be staled consislently and/or more cleariy. A proposed revised Circular
reflecting the results of those effords was issued on August 12, 2002 at 67 FR 52558, Extensive comments on the proposed revisions,
discussions with interest groups, and related developments were considered in developing this revision.

4. Rescissions. This Circular rescinds and supersedes Circular A 87, as amended, issued May 4, 1995,

5. Policy. This Circular establishes principles and standards to provide a uniform approach for determining cosls and to promote effective
program delivery, efficiency, and beller relationships between governmental units and the Federal Government. The principles are for
determining allowable costs only. They are not intended to idenlify the circumstances or lo diclate the extenl of Federal and governmental unit
participation in the financing of a particular Federal award. Provision for profit or olher increment above cosl is outside the scope of this
Circular.

6. Definitions. Definilions of key terms used in this Circular are contained in Attachment A, Section B.

7. Required Action. Agencies responsible for administering programs thal involve cost reimbursement contracts, granls, and other
agreements with governmental units shall issue regulations to implement the provisions of this Circular and its Attachments

8. OMB Responsibilities. The Office of Management and Budgel (OMB) will review agency regulalions and implementation of this Circular,
and will provide policy interpretations and assistance to insure effective and efficient implementalion. Any exceplions will be subject lo
approval by OMB. Exceptions will only be made in particular cases where adequate juslification is presented.

9. Information Contact. Furher informalion concerning this Circular may be oblained by conlacling the Office of Federal Financial
Managemenl, Financial Standards and Reporling Branch, Office of Management and Budget, Washington, DC 20503, telephone 202 395
3993.

10. Policy Review Date. OMB Circular A 87 will have a policy review lhree years from the date of issuance.
- Except as otherwise provided herein, these rules are effective June 9, 2004,

Altachment A General Principles for Determining Aliowable Costs
Attachment B Selecled Items of Cost

Attachment C Stale/l.ocal Wide Cenlral Service Cost Allocation Flans
Attachment O Public Assistance Cost Allocation Plans

Attachment E Slate and Local Indirect Cosl Rate Proposals

ATTACHMENT A
Circular No. A 87

GENERAL PRINCIPLES FOR DETERMININGALLOWABLE COSTS

TABLE OF CONTENTS
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A. Purpose and Scope
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17. Public assislance cost allocalion plan
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3. Allocable costs

4. Applicable credits
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1. Total cost

2. Classification of costs
E. Direct Costs

1. General
2. Application

3. Minor items
F. Indirect Costs

1. General
2. Cosl allocation plans and indirect cosl proposals

3. Limitation on indirect or administrative costs
G. Interagency Services

H. Required Certifications

A. Purpose and Scope

1. Objectives. This Attachment establishes principles for determining the allowable casts incurred by State, local, and federally recognized
Indian tribal governments (governmental units) under grants, cost reimbursement contracls, and other agreements with the Federal
Government (collectively referred to in this Circular as "Federal awards"). The principles are for the purpose of cost determination and are not
intended to identify the circumstances or dictate the extent of Federal or governmental unit participation in the financing of a particular pregram
or project. The principles are designed lo provide that Federal awards bear lheir fair share of cost recognized under these principles except
where restricted or prohibited by law. Provision for profit or other increment above cost is oulside the scope of this Circular.

2. Policy guides.

a. The application of these principles is based on the fundamental premises that:

(1) Governmental units are responsible for the efficient and effective adminisiration of Federal awards through the application of sound
managemenl praclices.

http://www .whitehouse.gov/omb/circulars_a087 2004 4/23/2014
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(2) Governmental units assume responsibility for administering Federal funds in a manner consistent with underlying agreements, program
abjectives, and the terms and condilions of the Federal award.

(3) Each governmental unit, in recognition of its own unique combination of staff, facilities, and experience. will have the primary
responsibilily for employing whatever form of organization and mar techni may be necessary lo assure proper and efficient
administration of Federal awards.

b. Federal agencies should work with States or localities which wish to lest allernalive mechanisms for paying costs for administering
Federal programs. The Office of Management and Budget (OMB) encourages Federal agencies to tesl fee for service alternalives as a
replacement for current cost reimbursement pay | methods in r to the National Performance Review's (NPR) recommendation.
The NPR recommended the fee for service approach to reduce the burden associaled with maintaining systems for charging
administrative costs to Federal programs and preparing and approving cost allocation plans. This approach should also increase
incenlives for adminisiralive efficiencies and improve outcomes.

3. Application.

a. These principles will be applied by all Federal agencies in determining cosls incurred by goveramental units under Federal awards
(including subawards) except those with (1) publicly financed educational instilutions subject to OMB Circular A 21, "Cost Principles for
Educational Institulions,” and (2) programs administered by publicly owned hospilals and other providers of medical care that are subject
to requirements promulgated by the sponsoring Federal agencies. However, this Circular does apply 1o all central service and
deparniment/agency costs that are allocated or billed to those educational institutions, hospilals, and other providers of medical care or
services by other Slate and local government depariments and agencies.

b. All subawards are subject to those Federal cost principles applicable fo the particular organization concerned. Thus, if a subaward is to a
governmental unit (other than a college, universily or hospital), this Circular shall apply; if a subaward is to a commercial organization, the
cost principles applicable to commercial organizations shall apply; if a subaward is to a college or university, Circular A 21 shall apply; if a
subaward is lo a hospital, the cost principles used by the Federal awarding agency for awards to hospitals shall apply, subject o the
provisions of subseclion A.3.a. of this Altachment; if a subaward is to some other non profit organization, Circular A 122, "Cost Principles
for Non Profit Organizations,” shall apply

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

d. Wnere a Federal conlracl awarded lo a governmental unit incorporales a Cosl Accounling Standards (CAS) clause, the requirements of
thal clause shall apply. In such cases. the governmental unit and the cognizant Federal agency shall establish an appropriate advance
agreement on how the governmental unit will comply with applicable CAS requirements when estimating, accumulating and reporting
cosls under CAS covered contracts. The agreement shall indicate that OMB Circular A 87 requirements will be applied to other Federal
awards. In all cases, only one sel of records needs to be maintained by the governmental unit.

e. Conditional exemplions.

(1) OMB authorizes conditional exemption from OMB admini ive requi and cost principles circulars for certain Federal
programs with statutorily authorized consolidated planning and consolidaled administrative funding, that are idenlified by a Federal agency
and approved by the head of the Executive department or eslablishment. A Federal agency shall consull with OMB during its
consideration of whether to grant such an exemption.

(2) To promote efficiency in State and local program administration, when Federal non entittement programs with common purposes have
specific il i c i d planning and consolidated administrative funding and where most of the State agency's
resources come from non Federal sources, Federal agencies may exempt Ihese covered Stale administered, non entitlement grant
programs from certain OMB grants management requirements. The exemptions would be from all but the allocability of costs provisions of
OMB Circulars A B7 (Allachmenl A, subsection C.3), "Cost Principles for State, Local, and Indian Tribal Governments," A 21 (Seclion C,
subpart 4), "Cost Principles for Educalional Institutions,” and A 122 (Attachment A, subseclion A.4), "Cost Principles for Mon Profit
Organizations,” and from all of the adminisirative requirements provisions of OMB Circular A 110, "Uniform Administrative Requirements
for Grants and Agreements with Institutions of Higher Educalion, Hospitals, and Other Non Profil Organizations,” and the agencies’ granls
management common rule.

{3) When a Federal agency provides this flexibility, as a prerequisite lo a State's exercising this option, a State must adopt its own writien
fiscal and administralive requirements for expending and accounting for all funds, which are consistent with the provisions of OMB Circular
A 87, and extend such policies lo all subrecipients. These fiscal and adminislrative requirements must be sufficiently specific to ensure
that: funds are used in compliance with all applicable Federal siatutory and regulatory provisions, cosls are reasonable and necessary for
operating these programs, and funds are not be used for general expenses required to carry out other responsibilities of a State or its
subrecipients.

B. Definitions

1."Approval or authorizalion of the awarding or cognizant Federal agency” means documentation evidencing consent prior to incurring a
specific cost. If such costs are specifically identified in a Federal award document, approval of the document constitutes approval of the costs.
I the costs are covered by a Stale/local wide cost allocation plan or an indirect cost proposal, approval of the plan constilutes the approval.

2. "Award" means granis, cosl reimbursement conlracts and other agreements belween a State, local and Indian tribal government and the
Federal Government.

3. "Awarding agency” means (a) wilh respecl Lo a granl, cooperative agreement, ar cost reimbursement contract, the Federal agency, and (b)
with respect to a subaward, the parly that awarded the subaward,

4. "Cenlral service cost allocation plan” means the documentation identifying, accumulating, and allocating or developing billing rates based
on the allowable costs of services provided by a governmental unit on a centralized basis o ils depariments and agencies, The cosls of these
services may be allocated or billed lo users.

5. "Claim” means a wrilten demand or written assertion by the governmental unit or grantor seeking, as a matter of right, the payment of
money in a sum certain, the adjusiment or inlerpretation of award terms, or other relief arising under or relating lo the award. A voucher,
invoice or other routine request for payment that is not a dispule when submitted is not a claim. Appeals, such as those filed by a
governmental unit in response to questioned audit costs, are not considered claims unlil a final management decision is made by the Federal
awaiding agency

http://www.whitehouse.gov/omb/circulars_a087 2004 4/23/2014
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6. "Cognizant agency” means the Federal agency responsible for reviewing, negolialing, and approving cosl allocalion plans or indirect cost
proposals developed under this Circular on behalf of all Federal agencies. OMB publishes a listing of cognizant agencies.

7. "Common Rule” means the "Uniform Administrative Requirements for Grants and Cooperative Agreements to State and Local
Governments; Final Rule” originally issued at 53 FR 8034 8103 (March 11, 1988). Other common rules will be referred to by their specific
litles.

8. "Contract” means a mulually binding legal relationship obligating the seller to furnish the supplies or services (including construction) and
the buyer to pay for them. Itincludes all types of commilments that obligate the government to an expenditure of appropriated funds and that,
excepl as otherwise authorized, are in writing. In addition to bilateral instruments, contracts include (but are not limited to): awards and notices
of awards; job orders or task orders issued under basic ordering agreements: letter conlracts; orders, such as purchase orders, under which
the conlract becomes effective by wrilten acceptance or performance; and, bilateral contract modifications. Contracts do not include grants
and cooperative agreements covered by 31 U.S.C. 6301 el seq.

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

10. "Cost allocation plan” means cenlral service cost allocation plan, public assistance cost allocation plan, and indirect cost rate proposal.
Each of these terms are further defined in this section.

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

12. "Federally recognized Indian tribal governmenl” means the governing body or a governmental agency of any Indian tribe, band, nation, or
other organized group or community (including any native village as defined in Section 3 of the Alaska Native Claims Setillement Acl, 85 Stal.
688) certified by the Secrelary of the Interior as eligible for the special programs and services provided through the Bureau of Indian Affairs.

13. "Governmental unit” means the entire Slate, local, or federally recognized Indian tribal government, including any component thereof.
Companents of governmental units may function independently of the governmental unit in accordance with the term of the award.

14. "Grantee department or agency” means the component of a State, local, or federally recognized Indian tribal government which is
responsible for the performance or administration of all or some part of a Federal award.

15. "Indirect cost rate propesal" means the documentation prepared by a governmental unit or component thereof lo subslantiale ils request
for the establishment of an indirect cosl rate as described in Altachment E of this Circular.

16. "Local government” means a county, municipality, city, town, township, local public authorily, school district, special districl, intrastate
disiricl, council of governments (whether or not incorporated as a non profit corporation under State law), any other regional or interstate
government entity, or any agency or instrumentality of a local government.

17. "Public assistance cosl allocation plan” means a narralive description of the procedures thal will be used in idenlifying. measuring and
allocating all administrative costs to all of the programs administered or supervised by Slate public assistance agencies as described in
Altachment D of this Circular.

18. "State” means any of the several Slales of the United Stales, the Dislrict of Columbia, the Commenwealth of Puerto Rico, any territory or
possession of the United Stales, or any agency or instrumentality of a State exclusive of local governments.

C. Basic Guidelines

1. Faclors affecting allowability of cosls. To be allowable under Federal awards, costs must meet the following general criteria:
a. Be necessary and reasonable for proper and efficient performance and administration of Federal awards.

b. Be allocable to Federal awards under the provisions of this Circular.

©. Be aulhorized or not prohibited under State or local laws or regulations.

d. Conform to any limitations or exclusions sel forth in these principles, Federal laws, lerms and condilions of the Federal award, or other
govermning regulalions as lo lypes or amounts of cost items.

e. Be consistent with policies, regulations, and procedures thal apply uniformly to both Federal awards and other activilies of the
governmental unit.

Be accorded consistent treaimenl. A cosl may nol be assigned to a Federal award as a direct cost if any other cost incurred for the same
purpose in like ci has been all d to the Federal award as an indirect cost.

9. Except as otherwise provided for in this Circular, be determined in accordance with generally accepted accounting principles.

h. Not be included as a cos! or used o meet cost sharing or matching requirements of any other Federal award in either the current or a prior
period, excepl as specifically provided by Federal law or regulation.

Be the net of all applicable credils.
j. Be adequately documented.

2. Reasonable cosls. A costis reasonable if, in its nature and amount, it does not exceed that which would be incurred by a prudent person
under the circumstances prevailing al the lime the decision was made to incur the cost. The question of reasonableness is particularly
important when governmental units or components are predominately federally funded. In delermining reasonableness of a given cost,
consideration shall be given fo:
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a. Whether the cost is of a type generally recognized as ordinary and necessary for the operation of the governmental unit or the
performance of the Federal award.

b. The reslrainis or requirements imposed by such faclors as: sound business practices; arms length bargaining; Federal, Slale and other
laws and regulations; and, terms and conditions of lhe Federal award.

c. Market prices for comparable goods or services.

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

€. Significant deviations from the established praclices of the governmental unit which may unjuslifiably increase the Federal award’s cost.
3. Allocable costs.

a. A coslis allocable lo a parlicular cosl objective if Ihe goods or services involved are chargeable or assignable to such cost objective in
accordance with relative benefils received.

b. All activities which benefit from the governmental unil's indireet cost, including unaliowable activities and services donated to the
governmental unit by third parties, will receive an appropriate allocation of indirect costs.

c. Any cost allocable to a particular Federal award or cosl objective under the principles provided for in this Gircular may not be charged to
other Federal awards to overcome fund deficiencies, to avoid restrictions impesed by law or lerms of the Federal awards. or for other
reasons.

d. Where an accumulation of indirect costs will ultimately result in charges lo a Federal award, a cost allocation plan will be required as
described in Attachments C, D, and E.

4. Applicable credits.

a. Applicable credils refer lo those receipts or reduction of expenditure lype transactions that offsel or reduce expense ilems allocable to
Federal awards as direcl or indirect costs. Examples of such transaclions are: purchase discounls, rebates or allowances, recoveries or
indemnilies on losses, insurance refunds or rebates, and adjustiments of overpaymenls or erroneous charges. To Lhe extent that such
credits aceruing to or received by the governmental unit relate to allowable costs, they shall be credited lo the Federal award either as a
cost reduction or cash refund, as appropriate.

b. In some instances, the amounls received from the Federal Government to finance aclivities or service operations of the governmental unit
should be trealed as applicable credils. Specifically, the concepl of netting such credit items (including any amounis used to meet cost
sharing or matching requirements) should be recognized in determining the rates or amounts lo be charged to Federal awards. (See
Attachment B, ilem 11, "Depreciation and use allowances,” for areas of potenlial application in the matter of Federal financing of
activilies.)

D. Composition of Cost

1. Total cost. The total cosl of Federal awards is comprised of the allowable direct cost of the program, plus its allocable portion of allowable
indirect costs, less applicable credits.

2. Classification of costs. There is no universal rule for classifying cerain costs as either direct or indirect under every accounting system. A
cost may be direct with respect to some specific service or function, but indirect with respect to the Federal award or other final cost objective.
Therefore, it is essential that each item of cast be treated consistenlly in like circumstances either as a direct or an indirect cost. Guidelines for
determining direct and indirect costs charged to Federal awards are provided in the sections that follow.

E. Direct Costs

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

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

a. Compensation of employees for lhe lime devoled and identified specifically lo the performance of those awards.
b. Cosl of malerials acquired, consumed, or expended specifically for the purpose of lhose awards.

<. Equipment and other approved capital expenditures,

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

3. Minor items. Any direcl cost of a minor amount may be treated as an indirect cost for reasons of praclicalily where such accounting
treatment for that ilem of cost is consistently applied to all cosl objectives.

F. Indirect Costs

1. General. Indirect costs are Ihose: (a) incurred for a common or joint purpose benefiling more than one cost abjective, and (b) not readily
assignable to the cost objectives specifically benefilled, without effort disproportionale to the results achieved, The lerm "indirect costs,” as
used herein, applies lo costs of this lype originating in the grantee depariment, as well as those incurred by other departments in supplying
goods, services, and faciliies. To facilitate equitable distribution of indirect expenses to the cosl ebjectives served, it may be necessary to
establish a number of pools of indirect costs within a governmental unit department or in other agencies providing services to a governmental
unit depariment. Indirect cost pools should be distributed to benefilled cost objectives on bases thal will produce an equitable result in
consideration of relative benefils derived.
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2. Cosl allocation plans and indirect cost proposals. Requirements for development and submission of cost allocalion plans and indirect cost
rate proposals are contained in Attachments C, D, and E.

3. Limitation on indirect or administrative costs.

a. In addition lo reslrictions contained in this Circular, there may be laws thal further limit the amouni of administrative or indirect cost
allowed.

b. Amounts not recoverable as indirect costs or administrative costs under one Federal award may not be shifted to another Federal award,
unless specifically authorized by Federal legislation or regulation.

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 Lo len percent of the direct salary and
wage cosl of providing the service (excluding overtime, shift premiumns, and fringe benefits) may be used in lieu of determining the actual
indirect costs of the service. These services do not include centralized services Included in central service cost allocation plans as described in
Attachment C.

H. Required Certifications. Each cosl allocation plan or indirect cost rate proposal required by Attachments G and E must comply with the
following

1. No proposal lo eslablish a cost allocation plan or an indirect cost rate, whether submitted fo & Federal cognizant agency or maintained on
file by the governmental unit, shall be acceptable unless such cosls have been cerified by the governmental unit using the Cenrlificate of Cost
Allocation Plan or Certificate of Indirect Costs as set forth in Attachments C and E. The cerificate must be signed on behalf of the
governmental unit by an individual at a level no lower than chief financial officer of the governmental unit that submits the proposal or
componenl covered by the proposal.

2. No cost allocation plan or indirect cost rale shall be approved by the Federal Governmenl unless the plan or rate proposal has been
certified. Where it is necessary to establish a cost allocation plan or an indirect cost rate and the governmental unit has not submitted a
certified proposal for establishing such a plan or rate in accordance wilh Ihe requirements, the Federal Govermnment may either disallow all
indirect costs or unilaterally establish such a plan or rate. Such a plan or rate may be based upon audited historical data or such other data
that have been fumished to the cognizant Federal agency and for which il can be demonsirated thal all unallowable costs have been
excluded. When a cost allocation plan or indirect cost rate is unilaterally established by the Federal Governmenl because of failure of the
governmental unit to submit a cerlified proposal, the plan or rate established will be set to ensure that potentially unallowable cosls will not be
reimbursed.

ATTACHMENT B
Circular No. A 87
SELECTED ITEMS OF COST

TABLE OF CONTENTS

. Adverlising and public relations costs
. Advisory councils

. Alcoholic beverages

. Audit costs and related services

. Bad debts

I N

Bonding costs
7. Communication costs
8. Compensation for personal services
9. Contingency provisions
10. Delense and prosecution of criminal and civil proceedings, and claims.
11. Depreciation and use allowances
12. Donatiens and centributions
13. Employee morale, heaith, and welfare cosls
14. Entertainment costs
15. Equipment and other capital expenditures
16. Fines and penalties
17. Fund raising and investment management costs
18. Gains and losses on disposition of depreciable property and other capital assels and substantial relocation of Federal programs
19. General govermnmenl expenses
20. Goods or services for personal use
21. Idle faciities and idle capacity
22, Insurance and indemnification
23, Interest
24. Lobbying
25. Maintenance, cperalions, and repairs
26. Materials and supplies costs
27. Meelings and conferences
28. Memberships, subscriptions, and professional activity costs
29. Palenl costs

30. Plant and homeland securily costs
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31. Pre award cosls

32. Prolessional service costs

33. Proposal costs

34. Publication and printing cosls

35. Rearrangement and alleration costs

36. Reconversion costs

37. Rental costs of building and equipment

38. Royalties and other costs for the use of patenis
39. Selling and marketing

40. Taxes

41, Temination costs applicable to sponscred agreements
42. Training costs

43. Travel cosls

Seclions 1 through 43 provide principles to be applied in eslablishing the allowability or unallowability of certain items of cost. These principles
apply whether a cosl is Ireated as direct or indirect. A cosl is allowable for Federal reimbursement only to the extent of benefits received by
Federal awards and its conformance with the general policies and principles stated in Attachment A to 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, determination of allowability in
each case should be based on the treatment or standards provided for similar or related items of cost.

1. Advertising and public relations costs.

a. The term adverlising costs means the cosls of advertising media and corollary administrative cosls.

Adverlising inedia include magazines, newspapers, radio and television, direct mail, exhibits, electronic or computer transmitlals, and the
like.

=

The term public relations includes community relations and means those activities dedicated to maintaining the image of the governmental
unil or maintaining or promoting underslanding and favorable relations wilh the community or public al large or any segment of the public.

¢. The only allowable adverlising costs are those which are solely for:
{1) The recruitment of personnel required for the performance by the governmental unit of obligations arising under a Federal award ;
(2) The procurement of goods and services for the performance of a Federal award;

(3) The disposal of scrap or surplus materials acquired in the performance of a Federal award except when govemmenlal units are
reimbursed for disposal costs at a predetermined amount; or

(4) Other specific purposes necessary lo meet the requirements of the Federal award.

d. The only allowable public relations costs are:
(1) Costs specifically required by the Federal award:

(2) Costs of communicaling with the public and press pertaining to specific activities or accomplishments which result from performance of
Federal awards (these costs are considered necessary as part of the oulreach effort for the Federal award); or

(3) Cosls of conducting general liaison with news media and government public relations officers, to the extent that such activities are
limited to communication and liaison necessary keep he public informed on mallers of public concern, such as notices of Federal
conlract/grant awards, financial matters, elc.

e. Costs identified in subsections ¢ and d if incurred for more than one Federal award or for both sponsored work and other work of the
governmental unit, are allowable lo the extent that the principles in Attachment A, sections E. ("Direct Costs™) and F. ("Indirect Costs") are
observed.

Unallowable advertising and public refations cosls include the following:

(1) All advertising and public relations costs other than as specified in subsections ¢, d, and e

(2) Costs of meelings, conventions, convacations, or other events related to ather activilies of the governmental unit, including:
(a) Coslts of displays, demonslrations, and exhibits;

(b) Costs of meeting rooms, hospitality suites, and other special facilities used in conjunction with shows and other special events;
and

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

(3) Costs of promotional items and memorabilia, including models, gifts, and souvenirs;
(4) Costs of advertising and public relations designed solely to promole the governmental unil.

2. Advisory councifs. Costs incurred by advisory councils or committees are allowable as a direct cost where authorized by the Federal
awarding agency or as an indirecl cost where allocable to Federal awards,

3. Alcoholic beverages. Cosls of alcoholic beverages are unallowable.
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4. Audit costs and related services,

The costs of audils required by, and performed in accordance with, the Single Audil Acl, as implemented by Circular A-133, "Audits of
Slates, Local Governments, and Non-Profit Qrganizations™ are allowable. Also see 31 USC 7505(b) and section 230 ("Audit Costs") of
Circular A-133.

Other audil cosls are allowable if included in a cost allocation plan or indirect cost proposal, or if specifically approved by the awarding
agency as a direct cost 1o an award.

The cosl of agreed-upon procedures engagements to monilor subrecipients who are exempled from A-133 under section 200(d) are
allowable, subjecl lo the conditions listed in A-133, section 230 (b)(2).

5. Bad debts. Bad debts, including losses (whether aclual or estimated) arising from uncollectable accounts and other claims, related
collection costs, and related legal costs, are unallowable.

6. Bonding costs.

Bonding cosls arise when the Federal Government requires assurance against financial loss to itself or others by reason of the acl or
default of the governmental unil. They arise also in instances where the governmenlal unit requires similar assurance. Included are such
bonds as bid, performance, payment, advance payment, infringement, and fidelity bonds.

Costs of bonding required pursuant to the terms of the award are allowable,

Costs of bonding required by the governmental unit in the general conduct of its operations are allowable to the extent that such bonding
is in accordance wilh sound business practice and the rates and premiums are reasonable under the circumslances.

7. Communication costs. Cosls incurred for lelephone services, local and long distance telephone calls, telegrams, postage, messenger,
electronic or computer transmiltal services and the like are allowable.

8. Compensation for personal services.

a.

=

o

General. Compensalion for personnel services inciudes all remuneration, paid currenlly or accrued, for services rendered during the
period of performance under Federal awards, including but nol necessarily limited lo wages, salaries, and fringe benefits. The costs of
such compensation are allowable to Ihe exlenl that they satisfy the specific requiremenls of this Circular, and that the total compensation
for individual employees:

(1) Is reasonable for the services rendered and conforms to lhe established policy of the governmental unit consistently applied to both
Federal and non Federal activities;

(2) Follows an appointment made in accordance with a govemmental unil's laws and rules and meels meril syslem or other requirements
required by Federal law, where applicable; and

(3) Is determined and suppored as provided in subsection h.

Reasonableness. Compensation for employees engaged in work on Federal awards will be considered reasonable 1o the extent that it is
consisient with that paid for similar work in other activities of the govemmental unit. In cases where the kinds of employees required for
Federal awards are not found in the other activilies of the governmental unit, compensation will be considered reasonable to the extent
1hat it is comparable lo that paid for similar work in the labor market in which the employing government competes for the kind of
employees involved. Compensation surveys providing dala representative of the labor markel involved will be an acceptable basis for
evaluating reasonableness.

Unallowable costs. Costs which are unallowable under other sections of these principles shall not be allowable under this section solely on
the basis that they constitute personnel compensation.

benefits.

(1) Fringe benefits are allowances and services provided by employers to Lheir employees as compensation in addition to regular salaries
and wages. Fringe benefits include, but are not limited to, the cosis of leave, employee insurance, pensions, and unemployment benefit
plans. Excepl as provided elsewhere in these principles, the costs of fringe benefils are allowable to the extent that the benefits are
reasonable and are required by law, governmental unil employee agreement, or an eslablished policy of the governmental unit.

(2) The cosi of fringe benefils in the form of regular compensation paid to employees during periods of authorized absences from the job,
such as for annual leave, sick leave, holidays, court leave, mililary leave, and other similar benefils, are allowable if: (a) they are provided
under established written leave policies; (b) the costs are equitably allocaled to all related activilies, including Federal awards; and, (c) the
accounting basis (cash or accrual) selecled for cosling each type of leave is consistently followed by the governmental unit,

(3) When a governmental unil uses the cash basis of accounting. the cost of leave is recognized in the period that the leave is taken and
paid for. Payments for unused leave when an employee relires or lerminales employment are allowable in the year of payment provided
they are allocated as a general administrative expense Lo all activilies of the governmental unit or component.

(4) The accrual basis may be only used for those types of leave for which a liability as defined by Generally Accepted Accounting
Principles (GAAP) exists when the leave is eamed. When a governmental unit uses the accrual basis of accounling, in accordance with
GAAP, allowable leave costs are the lesser of the amounl accrued or funded.

(5) The cost of fringe benefits in the form of employer contributions or expenses for social securily; employee life, health, unemployment,
and worker's compensalion insurance (excepl as indicated in seclion 22, Insurance and indemnification); pension plan costs (see
subsection e.); and other similar benefits are allowable, provided such benefils are granted under established written policies. Such
benefits, whether treated as indirect costs or as direct cosls, shall be allocated to Federal awards and all other activilies in a manner
consistent wilh the pattern of benefils altributable to the individuals or group(s) of employees whose salaries and wages are chargeable (o
such Federal awards and other activities.

Pension plan costs. Pension plan costs may be compuled using a pay as you go method or an acceplable actuarial cost method in
accordance with established wrillen policies of the governmental unit

http://www.whitehouse.gov/omb/circulars_a087 2004

Page 8 of 26

4/23/2014



OMB CIRCULAR A-87 REVISED | The White House

(1) For pension plans financed on a pay as you go method, allowable costs will be limiled to those representing actual payments to
relirees or their beneficiaries.

(2) Pension costs calculated using an actuarial cost based method recognized by GAAP are allewable for a given fiscal year if they are
funded for thal year within six months after the end of that year. Cosls funded after the six month period (or a later period agreed to by the
cognizant agency) are allowable in the year funded. The cognizant agency may agree to an exiension of the six monlth period if an
appropriate adjustment is made to compensate for the fiming of the charges lo the Federal Government and relaied Federal
reimbursement and the gevernmental unil’s contribulion to the pension fund. Adjustments may be made by cash refund or other equilable
procedures lo compensale the Federal Government for the time value of Federal reimbursements in excess of contributions to the pension
fund.

(3) Amounts funded by the governmental unil in excess of the actuarially determined amount for a fiscal year may be used as the
governmental unil's contribution in future periods.

(4) When a governmenlal unit converls to an acceplable actuarial cost method, as defined by GAAP, and funds pension costs in
accordance with this method, the unfunded liability at the time of conversion shall be allowable if amortized over a period of years in
accordance with GAAP.

(5) The Federal Government shall receive an equitable share of any previously allowed pension costs (including eamings thereon) which
revert or inure lo the governmental unit in the form of a refund, withdrawal, or olher credit.

Post retirement heallh benefits. Post retirement health benefits (PRHB) refers to cosls of health insurance or health services not included
in a pension plan covered by subsection e. for retirees and their spouses, dependents, and survivors, PRHB costs may be computed
using a pay as you go method or an acceplable actuarial cost method in accordance with established wrillen 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 relirees or
their beneficiaries.

(2) PRHB cosls calculated using an actuarial cost method recognized by GAAP are allowable if they are funded for that year wilhin six
months after the end of that year. Costs funded afler the six month period (or a later period agreed to by the cognizani agency) are
allowable in the year funded. The cognizant agency may agree to an extension of the six month period if an appropriale adjustment is
made lo compensale for the liming of the charges to the Federal Government and relaled Federal reimbursements and the governmental
unit's contributions to the PRHB fund. Adjusiments may be made by cash refund, reduction in current year's PRHB cosls, or other
equitable procedures lo compensate the Federal Govemment for the time value of Federal reimbursements in excess of contributions Lo
the PRHB fund.

(3) Amounts funded in excess of the actuarially determined amount for a fiscal year may be used as the government’s contribution in a
future period.

{(4) When a governmental unit converts to an acceptable acluarial cost method and funds PRHB costs in accordance with this method, the
initial unfunded liability attributable to prior years shall be allowable if amortized over a period of years in accordance with GAAP, or, if no
such GAAP period exisis, over a period negolialed with the cognizant agency.

{5) To be allowable in the current year, the PRHB costs must be paid either lo:

(&) An insurer or other benefit provider as currenl year cosls or premiums, or

{b) An insurer or trustee lo rnainlain a trust fund or reserve for the sole purpose of providing post retirement benefits fo retirees and
other beneficiaries,

(8) The Federal Government shall receive an equilable share of any amounts of previously allowed post retirement benefil costs (including
earnings thereon) which revert or inure to the governmental unit in the form of a refund, wilhdrawal, or other credil.

. Severance pay.

(1) Payments in addition to regular salaries and wages made lo workers whose employment is being terminaled 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 cost

(3) Abnormal or mass e pay will be ¢ idi on a case by case basis and is allowable only if approved by the cognizant
Federal agency.

. Support of salaries and wages. These standards regarding time distribution are in addition o the standards for payroll documentation.

(1) Charges lo Federal awards for salaries and wages, whether treated as direct or indirect costs, will be based on payrolis documented in
accordance with generally accepted praclice of the governmental unit and approved by a responsible official(s) of the governmental unit.

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

(3) Where employees are expecled to work solely on a single Federal award or cosi objective, charges for their salaries and wages will be
supported by periodic certifications that the employees worked solely on thal program for the period covered by the certification. These
certifications will be prepared al least semi annually and will be signed by the employee or supervisory official having first hand knowledge
of the work performed by the employee.

(4) Where employees work on multiple aclivilies or cosl objectives, a distribution of their salaries or wages will be supporled by personnel
aclivity reports or equivalent documentation which meets the standards in subsection (5) unless a statistical sampling system {see
subsection (6)) or other substitute system has been approved by the cognizant Federal agency. Such documentary suppori will be
required where employees work on:

(a) More than one Federal award,

(b} A Federal award and a non Federal award,
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(c) An indirect cosl aclivily and a direct cost aclivity,
{d) Two or more indirect aclivities which are allocated using different allocation bases, or

(e) An unallowable aclivity and a direct or indirect cost activity,

(5) Personnel activity reports or equivalent documentation must meet the following standards
(a) They must reflect an after the facl disliibution of the aclual activity of each employee,
(b) They must account for the total aclivity for which each employee is compensated,
(c) They musl be prepared al least monthly and must coincide with one or mare pay periods, and
(d) They must be signed by the employee.

(e} Budget estimates or other distribution percentages delermined before the services are performed do not qualify as suppor for
charges to Federal awards but may be used for interim accounting purposes, provided that:

(i) The govemmental unit's system for establishing the eslimates produces reasonable approximations of the activity actually
performed,

(if) At least quarterly, comparisons of aclual costs to budgeted distributions based on the manlhly aclivity reports are made. Cosls
charged to Federal awards to reflect adjusiments made as a result of the aclivity actually performed may be recorded annually if the
quarterly comparisons show the differences between budgeted and aclual costs are less than ten percent; and

(ifi) The budget eslimates or other distribution percentages are revised at least quarterly, if necessary, to reflect changed
circumstances.

(6) Subslitute systems for allocaling salaries and wages to Federal awards may be used in place of aclivily repors. These systems are
subject to approval if required by the cognizant agency. Such systems may include, but are not limited 1o, random moment sampling, case
counts, or other quanlifiable measures of employee effort.

(a) Substitute systems which use sampling methods (primarily for Temporary Assistance to Meedy Families (TANF), Medicaid, and
other public assistance programs) musl meet acceplable statistical sampling standards including:

(i) The sampling universe must include all of the employees whose salaries and wages are 10 be allocated based on sample results
except as provided in subsection (c);

(i) The entire time period involved must be covered by the sample; and

(iii) The resulls must be statistically valid and applied lo the period being sampled.

(b) Allocating charges for the sampled employees' supervisors, clerical and support staffs, based on the results of the sampled
employees, will be acceptable.

(c) Less than full compliance with the siatislical sampling standards noted in subsection (a) may be accepted by the cognizant agency if it
concludes that the amounts 1o be allocated lo Federal awards will be minimal, or if it concludes that the system proposed by the
governmental unit will resull in lower costs to Federal awards than a system which complies with the slandards.

(7) Salaries and wages of employees used in meeting cosl sharing or malching requirements of Federal awards must be supported in the
same manner as these claimed as allowable costs under Federal awards.

Donaled services.

{1) Donated or volunteer services may be furnished to a governimental unil by professional and technical personnel, consultants, and other
skilled and unskilled labor. The value of these services is not reimbursable either as a direct or indirect cost. However, the value of
donated services may be used lo meet cosl sharing or malching requirements in accordance with the provisions of the Cornmon Rule.

(2) The value of donaled services utilized in the performance of a direct cost activity shall, when material in amount, be considered in the
determination of the governmental unit's indirect costs or rate(s) and, accordingly, shall be allocaled a proportionate share of applicable
indirect costs.

(3) To the extent feasible, donaled services will be supported by the same methods used by the governmental unit to support the
allocability of regular personnel services.

9. Contingency provisions. Conlributions lo a contingency reserve or any similar provision made for events the occurrence of which cannot
be foretold with cenainty as to time, intensity, or wilh an assurance of their happening, are il ble. The term "conti y reserve”
excludes self-insurance reserves (see Attachment B, section 22.¢ ), pension plan reserves (see Attachment B, section 8.e), and post-
retirement health and other benefit reserves (see Attachment B, seclion 8.1.) compuled using acceptable actuarial cost methods.

10. Defense and prosecution of eriminal and civil proceedings, and claims.

a. The following costs are unallowable for conlracls covered by 10 U.5.C. 2324(k), "Allowable costs under defense coniracts.”
(1) Costs incurred in defense of any civil or criminal fraud proceeding or similar proceeding {including filing of false certification brought by
Ihe United States where the contractor is found liable or has pleaded nolo contendere to a charge of fraud or similar proceeding (including

filing of a false certification).

(2) Costs incurred by a contractor in connection with any criminal, civil or administrative proceedings commenced by the United Stales or
2 State to the extent provided in 10 U.S.C. 2324(k).

b. Legal expenses required in the administration of Federal programs are allowable. Legal expenses for prosecution of claims against the
Federal Government are unallowable.
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11. Depreciation and use allowances,

a. Depreciation and use allowances are means of ailocating the cosl of fixed assets to periods benefiting from assel use. Compensation for
the use of fixed assets on hand may be made through deprecialion or use allowances, A combination of the two methods may nol be used
in connection wilh a single class of fixed assels (e.g., buildings, office equipment, computer equipment, etc.) except as provided for in
subsection g. Except for enterprise funds and intemal service funds that are included as part of a Stale/local cost allocation plan, classes
of assels shall be delermined on he same basis used for the govemment-wide financial statements.

b. The computation of depreciation or use allowances shall be based on the acquisition cost of the assels involved, Where actual cost
records have not been maintained, a reasonable eslimate of the original acquisition cost may be used. The value of an assel donated Lo
Ihe governmental unit by an unrelated third party shail be ils fair market value at the time of donation. Governmental or quasi-
governimenlal organizations localed within the same State shall nol be considered unrelated third parties for this purpose.

c. The computation of deprecialion or use allowances will exclude;
(1) The cost of land;

{2) Any portion of the cost of buildings and equipment borne by or donaled by the Federal Government irespeclive of where lille was
originally vested or where il presently resides; and

(3) Any portion of the cost of buildings and equipment contributed by or for the governmental uni, or a related donor organization, in
satisfaction of a matching requirement.

d. Where the depreciation melhod is followed, the period of useful service (useful life) established in each case for usable capilal assets
must take into consideration such faclors as type of conslruction, nature of the equipment used, historical usage patterns, technolagical
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
portions than in the later portions of its useful life, the siraight line method of depreciation shall be usad,

Depreciation methods once used shall not be changed unless approved by the Federal cognizant or awarding agency. When the
depreciation methed is introduced for application to an asset previously subject 10 a use allowance, the annual depreciation charge
ihereon may not exceed the amount thal would have resulted had the depreciation method been in effect from the dale of acqui n of
the asset. The combinalion of use allowances and depreciation applicable to the assel shall not exceed the total acquisition cost of the
asset or fair markel value al lime of donation.

e. When the depreciation method is used for buildings, a building's shell may be segregaled from the major component of the building (e.g.,
plumbing system, heating, and air conditioning system, elc.) and each major component deprecialed over its estimated useful life, or the
entire building (i.e., the shell and all components) may be trealed as a single assel and depreciated over a single useful life.

Where the use allowance method is followed, the use allowance for buildings and impro’ i ing land impro ts, such as
paved parking areas, fences, and sidewalks) will be computed at an annual rate not exceeding two percent of acquisition costs. The use
allowance for equipment will be computed &t an annual rate not exceeding 6 2/3 percenl of acquisition cost. When the use allowance
method is used for buildings, the entire building must be treated as a single assel: the building’s components (e.g., plumbing system,
healing and air condition, etc.) cannol be segregated from the building's shell.

The two percent limitation, however, need not be applied to equipment which is merely attached or faslened lo the building but not
permanently fixed to it and which is used as fumishings or decorations or for specialized purposes {e.g., dentist chairs and dental
treatment unils, counters, laboratory benches bolled to the floor, dishwashers, modular furnilure, carpeting, elc.). Such equipment will be
considered as not being permanently fixed to the building if it can be removed withoul the destruction of, or need for costly or extensive
alterations or repairs, to the building or the equipment. Equipment that meets these crileria will be subject to the 6 2/3 percenl equipment
use allowance limilation.

9. Areasonable use allowance may be negotiated for any assets that are consi d to be fully depreci , aller laking inlo consideration
the amount of depreciation previously charged to the government, the estimated useful life remaining at the time of negoliation, the effect
of any increased maintenance charges, decreased elficiency due lo age, and any other factors pertinent lo the utilization of the assel for
Ihe purpese contemplaled,

=

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 stalistical sampling approach is acceptable) to ensure that assels exist, and are in use. Governmental units will
manage equipment in accordance with State laws and procedures. When the depreciation method is followed, depreciation records
indicating the amount of depreciation taken each period must also be maintained.

12. Donations and contributions.

a. Contributions or donalions rendered. Contributions or donalions, including cash, property, and services, made by the governmental unil,
regardless of lhe recipient, are unallowable.

b. Donated services received:

(1) Donated or volunleer services may be fumished to a governmental unit by professional and technical personnel, consultants, and other
skilied and unskilled labor. The value of Ihese services is not reimbursable either as a direct or indirect cost. However, the value of
donated services may be used to meel cost sharing or malching requirements in accordance with the Federal Grants Management
Common Rule,

(2) The value of donated services ulilized in the performance of a direct cost activity shall, when material in amount, be considered in the

determination of the governmenlal unit's indirect costs or rale(s) and, accordingly, shall be allocated a proportionate share of applicable
indirect costs.

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

13. Employee morale, healih, and welfare costs.
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a. The cosis of employee information publicalions, healih or first-aid clinics and/or infirmaries, recreational aclivities, employee counseling
services, and any other expenses incurred in accordance with the governmental unit's established practice or cusiom for the improvement
of working conditions, employer-employee relations, employee morale, and employee performance are allowable.

b. Such costs will be equitably apportioned to all activities of the governmental unit. Income generated frorn any of these acli
offsel against expenses.

14. Enterfainment. Costs of entertainment, including amusement, diversion, and social activities and any cosls directly associatled with such
costs (such as lickets to shows or sports events, meals, lodging, rentals, tran llowabl

p ion, and ities) are
15. Equipment and other capital expenditures.

a. For purposes of this subsection 15, the following definitions apply:

(1) "Capital Expenditures” means expenditures for the acquisition cost of capital assets (equipment, buildings, land), or expendilures to
make improvements to capital assets thal materially increase their value or useful life. Acquisition cost means the cosl of the asset
including the cost lo pul it in place. Acquisition cost for equipment, for example, means the net invoice price of the equipment, including
the cost of any modifications, allachments, accessories, or auxiliary apparatus necessary (o make it usable for the purpose for which it is
acquired. Ancillary charges, such as laxes, duly, prolective in transit insurance, freight, and i ion may be i in, or excluded
from the acquisition cost in accordance with the governmental unit's regular accounling practices.

(2) "Equipment” means an adicle of nonexpendable, tangible personal properly having a useful life of more than one year and an
acquisition cost which equals or exceeds the lesser of the capitalization level established by the governmental unit for financial statement
purposes, or $5000.

(3) "Special purpose equipment” means equipment which is used only for research, medical, scientific, or olher technical activilies.
Examples of special purpose equipment include microscopes, x-ray machines, surgical instruments, and speclrometers.

(4) "General purpose equipment” means equipment, which is not limited to research, medical, scientific or other technical activities.
Ei ples include office equir W and furnishings, modular offices, telephone networks, information technology equipment and systems,
air conditioning equipment, reproduction and printing equipment, and motor vehicles.

b. The following rules of allowability shall apply lo equipment and other capital expendilures:

(1) Capital expenditures for general purpose equipment, buildings, and land are unallowable as direct charges, except where approved in
advance by the awarding agency.

(2) Capital expendilures for special purpose equipment are allowable as direct cosls, provided thal ilems with a unit cost of $5000 or more
have the prior approval of the awarding agency.

(3) Capital expendilures for improvements lo land, buildings, or equipment which malerially increase their value or useful life are
unallowable as a direct cost except with the prior approval of lhe awarding agency.

(4) When approved as a direcl charge pursuant lo Attachment B, section 15.b (1), (2), and (3) above, capilal expenditures will be charged
in the period in which the expenditure is incurred, or as otherwise determined appropriale and negotiated with the awarding agency. In
addition, Federal awarding agencies are authorized al their oplion o waive or delegate the prior approval requiremment,

(5) Equipment and other capilal expenditures are unallowable as indirect costs. However, see seclion 11, Deprecialion and use allowance,
for rules on the allowability of use allowances or depreciation on buildings, capital improvements, and equipment. Also, see seclion 37,
Rental cosls, concerning the allowabilily of rental costs for land, buildings, and equipment.

(6) The unamortized portion of any equipment writlen off as a result of a change in capitalization levels may be recovered by conlinuing to
claim the othenwise allowable use allowances or depreciation on the equipment, or by amortizing the amount to be written off over a period
of years negotiated with the cognizant agency.

{7) When replacing equipment purchased in whole or in part with Federal funds, the governmental unit may use the equipmenl 1o be
replaced as a Irade-in or sell the properly and use the proceeds 1o offset the cost of the replacement property.

16. Fines and penalties. Fines, penalties, damages, and other selllements resulting from violations (or alleged violations) of, or failure of the
governmental unit to comply with, Federal, State, local, or Indian tribal laws and regulations are unallowable except when incurred as a result
of compliance with specific provisions of the Federal award or wrilten instructions by the awarding agency authorizing in advance such
payments.

17. Fund rajsing and investment management costs.

a. Coslts of erganized fund raising, including financial campaigns, solicitation of gifts and bequests, and similar expenses incurred lo raise
capital or abtain contributions are unallowable, regardless of the purpose for which the funds will be used.

L2

Costs of invesiment counsel and staff and similar expenses incurred to enhance income from investmenls are unallowable. However,
such cosls associated with investments covering pension, self insurance, or other funds which include Federal participation allowed by this
Circular are allowable.

c. Fund raising and invesiment aclivilies shall be allocated an appropriale share of indirect costs under the conditions described in
subsection C.3.b. of Alachment A,

18. Gains and losses on disposition of depreciable property and other capital assets and substantial refocation of Federal programs.
a. (1) Gains and losses on the sale, retirement, or other disposilion of depreciable propery shall be included in the year in which they oceur
as credits or charges to the asset cosl grouping(s) in which the property was included. The arount of the gain or loss to be included as a

credil or charge to the appropriate assel cosl grouping(s) shall be the difference between the amounl realized on the property and the
undepreciated basis of the property.

(2) Gains and losses on the disposilion of depreciable propery shall not be recognized as a separale credil or charge under the following
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©

20.

conditions:

(3) The gain or loss is processed through a depreciation account and is reflected in the depreciation allowable under sections 11
and 15.

(b) The properly is given in exchange as part of the purchase price of a similar item and the gain or loss is taken into account in
determining the deprecialion cost basis of the new item.

{c} A loss results from the failure lo maintain permissible insurance, except as otherwise provided in subsection 22.d.

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

Subslantial relocation of Federal awards from a facility where the Federal Government participated in the financing to another facility prior
to the expiration of the useful life of the financed facility requires Federal agency approval. The extent of the relocation, the amounl of the
Federal participation in the financing, and the depreciation charged to date may require negotiation of space charges for Federal awards.

Gains or losses of any nalure arising from the sale or exchange of property other than the properly covered in subsection a., e.g., land or
included in the fair market value used in any adjustment resulling from a relocation of Federal awards covered in subseclion b. shall be
excluded in computing Federal award costs.

. General government expenses.,

The general costs of government are unallowable (except as provided in Attachment B, section 43, Travel costs). These include:

(1) Salaries and expenses of the Office of the Govemor of a Stale or the chief executive of a political subdivision or the chief execulive of
federally recognized Indian tribal government;

(2) Salaries and olher expenses of a Stete legislature, Wribal council, or similar local governmental body, such as a county supervisor, cily
council, school board, etc., whether incurred for purposes of legislation or executive direclion;

(3) Costs of the judiciary branch of a government;

(4) Costs of prosecutorial aclivilies unless treated as a direct cost to a specific program if authorized by program stalute or regulation
(however, this does not preciude the allowability of other legal aclivities of the Altomney General); and

(5) Cosls of other general types of government services normally provided Lo lhe general public, such as fire and police, unless provided
for as a direct cost under a pregram statute or regulation.

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

Goods or services for personal use. Costs of goods or services for personal use of the governmental unit's employees are unallowable

regardless of whether the cost is reporied as laxable income 1o the employees.

21. Idle facilities and idie capacity.

a.

As used in this section the following terms have the meanings set forth below:

(1) "Facilities™ means land and buildings or any portion thereof, equipment individually or collectively, or any other tangible capital assel,
wherever localed, and whether owned or leased by the goverminental unit,

(2) "dle facilities” means completely unused facililies that are excess to the governmenlal unil's current needs.

(3) "ldle capacily” means lhe unused capacity of partially used facilities. It is the difference between: (a) that which a facility could achieve
under 100 percent operating time on a one-shifl basis less operating interruptions resulting from time los! for repairs, setups,
unsatisfactory materials, and other normal delays; and (b) the extent to which the facility was actually used to meet demands during the
accounting period. A multi-shift basis should be used if it can be shown that this amount of usage would normally be expected for the type
of facility involved.

(4) "Cost of idle facilities or idle capacily” means costs such as maintenance, repair, housing, rent, and other related cosls, e.g., insurance,

interest, property taxes and depreciation or use allowances.

The cosls of idle facilities are unallowable except to the extent that:
(1) They are necessary to meel fluctuations in workload; or

(2) Although not necessary to meet fluctuations in workload, they were necessary when acquired and are now idle because of changes in
program requirements, efforts to achieve more economical operations, rearganization, lermination, or other causes which could not have
been reasonably foreseen. Under the exceplion slated in this subsection, costs of idle facililies are allowable for a reasonable period of
time, ordinarily not to exceed one year, depending on the initialive taken to use, lease, or dispose of such facililies.

The costs of idle capacity are normal costs of doing business and are a factor in the normal fluctuations of usage or indirect cost rales
from period to period. Such costs are allowable, provided that the capacity is reasonably anticipated to be necessary or was originally
reasonable and is not subject fo reduction or elimination by use on other Federal awards, Subletting, renting, or sale, in accordance with
sound business, economic, or security praclices. Widespread idle capacity throughout an entire facilily or among a group of assels having
substantially the same function may be considered idle facilities.

22. Insurance and indemnification.

Costs of insurance required or approved and maintained, pursuant to the Federal award, are allowable.

Costs of other insurance in connection with the general conduct of aclivities are allowable subject to the following limitations:

(1) Types and extent and cost of coverage are in accordance with the governmental unit's policy and sound business practice
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{2) Costs of insurance or of conlributions to any reserve covering the risk of loss of, or damage to, Federal Governmen! property are
unallowable except to the extent thal the awarding agency has specifically required or approved such costs.

c. Aclual losses which could have been covered by permissible insurance (through a self insurance program or othenwise) are unallowable,
unless expressly provided for in the Federal award or as described below. However, the Federal Government will participate in aclual
losses of a self insurance fund that are in excess of reserves. Cosls incurred because of losses not covered under nominal deductible
insurance coverage provided in keeping with sound management praclice, and minor losses not covered by insurance, such as spoilage,
breakage, and disappearance of small hand loals, which occur in the ordinary course of operations, are allowable.

d. Contribulions 1o a reserve for certain self insurance programs including workers compensation, unemploymenlt compensation, and
severance pay are allowable subject to the following provisions:

(1) The type of coverage and the exlent of coverage and the rates and premiums would have been allowed had insurance (including
reinsurance) been purchased to cover the risks. However, provision for known or reasonably estimaled self insured liabilities, which do not
become payable for more than one year afier the provision is made, shall not exceed the discounted present value of the liability. The rate
used for discounting the liability must be determined by giving consideration to such faclors as the governmental unit's settiement rate for
those liabilities and its investment rate of return.

(2) Earnings or investment income on reserves must be credited to those reserves.

(3) Contributions to reserves must be based on sound actuarial principles using hislorical experience and reasonable assumptions.
Reserve levels must be analyzed and updated at least biennially for each major risk being insured and take into account any reinsurance,
coinsurance, efc. Reserve levels related to employee related coverages will normally be limited to the value of claims (a) submilted and
adjudicated but not paid, (b) submitted but not adjudicated, and (c} incurred but not submitled. Reserve levels in excess of the amounts
based on the above must be identified and justified in the cost allecation plan or indirect cost rate proposal.

(4) Accounting records, acluarial studies, and cost allocations (or billings) must recognize any significant differences due to types of
insured risk and losses generated by the various insured activilies or agencies of the governmental unit, If individual departments or
agencies of the governmental unil experience significantly different levels of claims for a particular risk, those differences are to be
recognized by the use of separale allocations or other techniques resuiling in an equitable allocation.

(5) Whenever funds are transferred from a self insurance reserve to other accounts (e.g., general fund), refunds shall be made to the
Federal Government for its share of funds transferred, including earmed or imputed interest from the date of transfer.

€. Aclual claims paid to or on behalf of employees or former employees for workers' compensation, unemployment compensation, severance
pay, and similar employee benefits (e.q.. subsection 8.1, for post retirement health benefils), are allowable in the year of payment provided
(1) the governmental unit follows a consistent costing policy and (2) they are all as a general admini: ive expense 1o all aclivities
of the governmental unit.

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

9. Indemnification includes securing the governmental unit against liabilities to third persons and other losses nol compensated by insurance
or otherwise. The Federal Governmenl is obligated to indemnify the governmental unit only lo the extent expressly provided for in the
Federal award, except as provided in subsection d.

h. Cosls of commercial insurance thal prolects against the costs of the contractor for correction of the conlractor's own defects in materials
or workmanship are unallowable.

23. Interest.

a. Costs incurred for interest on borrowed capital or the use of a governmental unit’s own funds, however represented, are unallowable
excepl as specifically provided in subsection b. or authorized by Federal legislation,

b. Financing costs (including interest) paid or incurred which are associated with the othenwise allowable costs of building acquisition,
construclion, or fabrication, reconstruction or remodeling completed on or after Oclober 1, 1980 is allowable subject to the conditions in (1)
through (4) of this section 23.b. Financing cosls (including interest) paid or incurred on or after September 1, 1995 for land or associated
with ofherwise allowable costs of equipment is allowable, subject to the conditions in (1) through (4).

(1) The financing is provided (from other than tax or user fee sources) by a bona fide third party external to the governmental unit;
(2) Thee assets are used in support of Federal awards;

(3) Earnings on debt service reserve funds or interest earned on borrowed funds pending payment of the construction or acquisition casts
are used o offsel the current period's cost or the capitalized interesl, as appropriate. Eamings subject to being reporled to the Federal
Internal Revenue Service under arbilrage requirements are excludable.

(4) For debl arrangements over 31 million, unless the governmental unit makes an initial equily contribution to the asset purchase of 25
percent or more, the governmental unit shall reduce claims for interest cost by an amount equal to imputed interest earnings on excess
cash flow, which is to be calculated as follows. Annually, non-Federal entilies shall prepare a cumulative (Irom the inception of the project)
report of monthly cash flows that includes inflows and outflows, regardless of the funding source. Inflows consist of deprecialion expense,
amortizalion of capilalized construclion interest, and annual interest cosl. For cash fiow calculations, the annual infiow figures shall be
divided by the number of months in the year (i.e., usually 12) that the building is in service for monthly amounts. Outflows consist of initial
equity contributions, debt principal payments (less the pro rata share attributable to the unallowable costs of land) and interest payments.
Where cumulalive inflows exceed cumulative outflows, interest shall be calculated on the excess inflows for that period and be treated as
a reduction to allowable interest cost. The rale of interest to be used to compute eamings on excess cash flows shall be the three-month
Treasury bill closing rate as of the last business day of that month.

(5) Interest attributable to fully depreciated assets is unallowable.
24. Lobbying.

a. General. The cost of certain influencing activilies asscciated wilh obtaining grants, contracts, cooperative agreements, or loans is an
unallowable cost. Lobbying with respect to cerain grants, contracts, cooperative agreements, and loans shall be governed by the common
rule, “New Reslrictions on Lobbying" published al 55 FR 6736 (February 26, 1990), including definitions, and the Office of Management

http://www.whitehouse.gov/omb/circulars a087 2004 4/23/2014



OMB CIRCULAR A-87 REVISED | The White House Page 15 of 26

and Budget "Governiment wide Guidance for New Restrictions on Lobbying" and nolices published at 54 FR 52306 (December 20, 1989),
55 FR 24540 (June 15, 1990), and 57 FR 1772 (January 15, 1992), respeclively.

b. Executive lobbying costs. Cosls incurred in atiempting lo improperly influence either directly or indirectly, an employee or officer of the
Executive Branch of the Federal Go to give i ion or lo acl ing a sponsored ag or a regulatory matter are
unallowable. Improper influence means any influence that induces or lends Lo induce a Federal employee or officer to give consideration
or to acl regarding a federally sponsored agreement or regulatory matter on any basis other than the merits of the matter.

25. Maintenance, operations, and repairs, Unless prohibited by law, the cost of ulilities, insurance, security, janitorial services, elevalor
service, upkeep of grounds, necessary mainlenance, normal repairs and allerations, and the like are allowable to the extent that they: (1) keep
property (including Federal property, unless otherwise provided for) in an efficient operaling condilion, (2) do not add to the permanent value
of property or appreciably prolong its intended life, and (3) are nol alherwise included in rental or other charges for space, Costs which add to
the permanent value of property or appreciably prolong its intended life shall be treated as capital expenditures (see sections 11 and 15).

2

>

Materials and supplies costs.
a. Cosls incurred for materials, supplies, and fabricated paris necessary lo carry oul a Federal award are allowable

b. Purchased materials and supplies shall be charged al Iheir aclual prices, net of applicable credits. Withdrawals from general stores or
stockrooms should be charged al their actual net cost under any recognized method of pricing invenlory withdrawals, consistently applied.
Incoming transportalion charges are a proper part of materials and supplies cosls.

¢. Only materials and supplies actually used for the performance of a Federal award may be charged as direct costs.
d. Where federally donated or furnished malerials are used in performing the Federal award, such materials will be used without charge.

27. Meetings and conferences. Cosls of meetings and conferences, the primary purpose of which is the dissemination of technical
information, are allowable. This includes costs of meals, transportation, rental of facilities, speakers' fees, and other items incidental to such
meelings or conferences. Bul see Attachmenl B, seclion 14, Enlertainment costs.

28. Memberships, subscriptions, and professional activity costs.
a. Costs of the governmental unit’'s memberships in business, technical, and professional organizalions are allowable.
b. Costs of the governmental unil’s subscriptions to business, professional, and technical periodicals are allowable.

¢. Costs of membership in civic and communily, social arganizations are allowable as a direcl cost wilh Ihe approval of the Federal awarding
agency.

d. Costs of membership in organizations substantially engaged in lobbying are unallowable.

2

©

. Patent costs,

a. The following costs relating to patent and copyright matters are allowable:

(i) cost of preparing disciosures, reports, and other documents required by the Federal award and of searching the art to the extent
necessary lo make such disclosures;

(ii) cost of preparing documents and any other patent costs in connection with the filing and prosecution of a United States patent
applicalion where tille or royalty-free license is required by the Federal Governmenl lo be conveyed to the Federal Government; and

(iii) general counseling services relaling lo palent and copyright matters, such as advice on palent and copyright laws, regulations,
clauses, and einployee agreements (but see Attachment B, seclions 32, Professional service costs, and 38, Royalties and other costs for
use of palents and copyrights).

b. The following costs relaled Lo patent and copyright matier are unallowable:

(i) Cost of preparing disclosures, reports, and other documents and of searching the art to the extent necessary 1o make disclosures not
required by the award

(ii) Costs in connection with filing and prosecuting any foreign patent application, or (i) any United Stales palenl application, where the
Federal award does not require conveying title or a royally-free license to the Federal Government (bul see Attachment B, section 38.,
Royalties and other costs for use of patents and copyrights).

30. Plant and homeland security costs, Necessary and reasonable expenses incurred for routine and homeland security to protect facilities,
personnel. and work products are allowable. Such costs include, bul are not limited to, wages and uniforms of personnel engaged in security
activities; equipment; barriers; contraclual security services; consullants; etc. Capilal expendilures for homeland and plant security purposes
are subject to section 15., Equipment and other capital expenditures, of this Circular.

31. Pre award costs. Pre award cosls are those incurred prior o the effective date of the award directly pursuant to the negolialion and in
anticipation of the award where such costs are necessary to comply with the propoased delivery schedule or period of performance. Such cosls
are allowable only to the extent that they would have been allowable if incurred after the dale of the award and only with the writlen approval
of the awarding agency.

32. Professional service costs.

a. Cosls of professional and consullant services rendered by persons who are members of a particular profession or possess a special skill,
and who are nol officers or employees of the governmental unit, are allowable, subjec! lo subparagraphs b and ¢ when reasonable in
relation to the services rendered and when not contingent upon recovery of the cosls from the Federal Government.
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In addition, legal and relaled services are limited under Aftachment B, section 10.

b. In determining the allowability of cosls in a particular case, no single faclor or any special combination of factors is necessarily
determinative. However, the following faclors are relevant:

(1) The nalure and scope of the service rendered in relalion to the service required.

(2) The necessily of contracting for Ihe service, considering the governmental unil's capability in the particular area.

(3) The past pallermn of such costs, particularly in the years prior to Federal awards.

(4) The impact of Federal awards on the governmental unil's business (i.e., what new prablems have arisen).

(5) Whether the proportion of Federal work to the governmental unit's total business is such as to influence the governmental unit in favor
of incurring the cosl, particularly where the services rendered are not of a continuing nature and have little relationship to work under
Federal grants and conltracts.

(6) Whether the service can be performed more economically by direct employment rather than contracting.

(7) The qualifications of the individual or concern rendering the service and the customary fees charged, especially on non-Federal
awards.

(8) Adequacy of the contractual agreement for the service (e.g.. descriplion of the service, estimale of time required, rate of compensation,
and termination provisions).

©. In addition to the factors in subparagraph b, retainer fees to be allowable must be supporied by available or rendered evidence of bona
fide services available or rendered.

33. Proposal costs. Costs of preparing proposals for potential Federal awards are allowable. Proposal costs should normally be treated as
indirect costs and should be allocated to all activities of the governmenlal unit utilizing the cost allocation plan and indirect cost rale proposal.
However, proposal cosls may be charged directly to Federal awards with the prior approval of the Federal awarding agency.

3

o]

Publication and printing costs.

a. Publication cosls include the costs of printing (including the processes of composition, plate-making, press work. binding. and the end
products produced by such processes), distribution, promotion, mailing, and general handling. Publication cosls also include page charges
in professional publications.

o

If these costs are not identifiable with a particular cost objective, they should be allocated as indirect costs to all benefiting activities of the
governmental unit.

c. Page charges for professional journal publications are allowable as a necessary part of research cosls where:

(1) The research papers report work supporied by the Federal Government: and

(2) The charges are levied impartially on all research papers published by the journal, whether or nol by federally sponsored authors

35. Rearrangement and alteration costs. Cosls incurred for ordinary and normal rearrangement and alteration of facilities are allowable.
Special arangemenls and alterations cosls incurred specifically for a Federal award are allowable with the prior approval of the Federal
awarding agency.

36. Recanversion costs. Costs incurred in the restoration or rehabilitation of the governmental unit's facilities to approximately the same
condition existing immediately prior to commencement of Federal awards, less cosls relaled to normal wear and lear, are allowable.

37. Rental costs of buildings and equipment.

2

Subject to the limilations described in subseclions b. through d. of this section, rental costs are allowable to the extent that the rates are
reasonable in light of such factors as: rental costs of comparable property, if any; market condilions in the area; alternalives available; and,
the type, life expectancy, condition, and value of the property leased. Rental arrangements should be reviewed periodically to determine if
circumstances have changed and other oplions are available.

=

Rental costs under "sale and lease back” arrangements are allowable only up to the amount that would be allowed had the governmental
unit continued Lo own the property. This amount would include expenses such as depreciation or use allowance, mainlenance, taxes, and
insurance,

c. Renlal costs under "less-than-arms-length” leases are allowable only up lo the amounl (as explained in Attachment B, section 37.b) that
would be allowed had litie to the property vested in the governmental unit. For this purpose, a less-than-arms-length lease is one under
which one party to the lease agreement is able to control or substantially influence the aclions of the other. Such leases include, but are
nol limited to these between (i) divisions of a governmental unit; (i) governmental units under commen control through common officers,
directors, or members; and (iii) a governmental unit and a direcler, trustee, officer, or key emplayee of the governmental unit or his
immediate family, either directly or through corporations, trusts, or similar arrangements in which they hold a controlling interest. For
example, a governmental unit may establish a separate corporation for lhe sole purpose of owning properly and leasing it back lo the
governmental unit,

a

Rental costs under leases which are required lo be treated as capital leases under GAAP are allowable only up 1o the amount (as
explained in subseclion b) that would be allowed had the governmental unit purchased the property on the date the lease agreement was
executed. The provisions of Financial Accounting Standards Board Statement 13, Accounling for Leases, shall be used lo delermine
whether a lease is a capilal lease. Interesl costs relaled to capital leases are allowable lo the extent they meel the eriteria in Altachment B,
seclion 23. Unallowable costs include amounts paid for profil, managemenl fees, and taxes that would not have been incurred had the
governmental unit purchased the facilily.

38. Royalties and other costs for the use of patents.
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o

39,

Royallies on a patent or copyright or amarlization of the cost of acquiring by purchase a copyright, palent, or rights therelo, necessary for
1he proper performance of the award are allowable unless:

(1) The Federal Government has a license or the right fo free use of the patent or copyrighl.
(2) The patent or copyright has been adjudicated to be invalid, or has been administralively determined to be invalid.
(3) The patent or copyright is considered to be unenforceable.

(4) The patent or copyright is expired.

Special care should be exercised in delermining reasonableness where the royalties may have been arrived al as a resull of less-than-
arm's-length bargaining, e.g.

{1) Royalties paid to persons, including corporations, affilialed with the governmental unit.

(2) Royalties paid to unaffiliated parties, including corporalions, under an agreement entered into in contemplation that a Federal award
would be made.

(3) Royalties paid under an agreement entered inlo after an award is made to a governmental unit.

In any case involving a patent or copyright formerly owned by the governmental unit, the amount of royalty allowed should not exceed the
cost which would have been allowed had the governmental unit retained title thereto,

Selling and marketing. Costs of selling and marketing any products or services of the governmental unit are unallowable {unless allowed

under Altachment B, section 1. as allowable public relations costs or under Attachmen! B, section 33. as allowahle proposal costs.

40.

41

Taxes.

Taxes thal a governmenlal unil is legally required to pay are allowable, excepl for self assessed laxes that disproportionately affect
Federal programs or changes in tax policies that disproportionately affect Federal programs. This provision becomes effective for laxes
paid during the governmental unit's first fiscal year that begins on or afler January 1, 1998, and applies thereafter.

Gasoline taxes, molor vehicle fees, and other laxes thal are in effect user fees for benefits provided to the Federal Government are
allowable.

This provision does not restrict the authority of Federal agencies lo idenlily laxes where Federal parlicipation is inappropriate. Where the
identification of the amount of unallowable taxes would require an inordinate amount of effori, the cognizant agency may accepi a
reasonable approximation thereof,

Termination costs applicable to sponsored agreements, Termination of awards generally gives rise to the incurrence of costs, or the

need for special trealment of cosls, which would not have arisen had the Federal award not been lerminated. Cosl principles covering these
items are sel forth below. They are to be used in conjunclion with the other provisions of this Circular in termination situations.,

. The cost of items reasonably usable on the governmental unit's other work shall not be allowable unless the governmental unit submits

evidence that it would nol retain such items at cost without sustaining a loss. In deciding whether such items are reasonably usable on
other work of the governmental unil, the awarding agency should consider the governmental unit's plans and orders for current and
scheduled activity.

C p purchases of items by the governmental unit shall be regarded as evidence that such items are reasonably
usable on the governmental unit's other work, Any acceptance of common items as allocable to the terminated portion of the Federal
award shall be limited 1o the extent that the quaniities of such ilems on hand, in transit, and on order are in excess of the reasonable
quantilalive requirements of other work,

Itin a particular case, despite all reasonable efforis by the governmental unit, certain costs cannot be discontinued immediately after the
elfeclive date of lenmination, such costs are Il ble within the limitati set forth in this Circular, except that any such costs
continuing after lermination due to the negligent or willful failure of the governmental unit to discontinue such costs shall be unallowable.

Loss of useful value of special tooling, machinery, and equipment is generally allowable if:
(1) Such special tooling, special machinery, or equipment is not reasonably capable of use in the other work of the governmental unit,

(2) The interest of the Federal Government is prolected by lransfer of title or by other means deemed appropriate by the awarding agency,
and

(3) The loss of useful value for any one terminated Federal award is limited to that portion of the acquisition cost which bears the same

ratio o the total acquisition cost as the terminated portion of the Federal award bears 10 the entire lerminated Federal award and other
Federal awards for which the special tooling, machinery, or equipment was acquired.

Rental cosls under unexpired leases are generally allowable where clearly shown o have been reasonably necessary for the performance
of the terminaled Federal award less the residual value of such leases, il:

(1) the amount of such rental claimed does not exceed the reasonable use value of the property leased for the period of the Federal award
and such further period as may be reasonable, and

(2) the governmental unit makes all reasonable efforis to terminate, assign, settle, or otherwise reduce the cost of such lease. There also

may be included the cost of allerations of such leased property, provided such alteralions were necessary for the performance of the
Federal award, and of reasonable resloration required by the provisions of the lease.

Seltlement expenses including the following are generally allowable:

(1) Accounl

legal, clerical, and similar costs reasenably necessary for:
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(a) The preparation and presentalion lo the awarding agency of settlement claims and supporting data with respect lo the
terminated porlion of the Federal award, unless the lermination is for default (see Subpart __.44 of the Granls FManagement
Common Rule implementing OMB Circular A-102); and

{b) The termination and settlement of subawards.
(2) Reasonable costs for the storage, ransportation, prolection, and disposition of property provided by the Federal Governmenl or

acquired or produced for the Federal award, except when grantees or contractors are reimbursed for disposals at a predetermined amount
in accordance with Subparts__.31 and ___ .32 of the Grants Management Common Rule implementing OMB Circular A-102.

Claims under subawards, including the allocable portion of claims which are common to the Federal award, and o other work of the
governmental unit are generally allowable,

An appropriate share of the governmenlal unit's indirecl expense may be allocated lo the amount of selllements with subconlraclors
and/or subgrantees, provided that the amounl allocated is olherwise consistent with the basic guidelines contained in Altachmenl A, The
indirect expense so allocated shall exclude the same and similar cosls claimed directly or indireclly as settlement expenses.

42. Tralning costs. The cost of lraining provided for employee development is allowable

4

w

. Travel cosis.

a. General. Travel costs are the expenses for transportation, lodging, subsislence, and related items incurred by employees who are in travel
stalus on official business of the governmental unit. Such costs may be charged on an aclual cost basis, on a per diem or mileage basis in
lieu of aclual costs incurred, or on a combination of the two, provided the method used is applied to an entire trip and not to selected days
of the trip, and results in charges consistent with those normally allowed in like circumstances in the governmental unit's non-federally
sponsared activilies. Notwithstanding the provisions of Attachment B, section 19, General government expenses, travel costs of officials
covered by thal seclion are allowable with the prior approval of an awarding agency when they are specifically related to Federal awards.

b. Lodging and subsislence. Costs incurred by employees and officers for travel, including costs of lodging. other subsistence, and incidental
expenses, shall be considered reasonable and allowable only to the extent such cosls do not exceed charges normally allowed by the
govemnmental unit in its regular operations as the result of the governmental unit's written travel palicy. In the absence of an acceptable,
written governmental unit policy regarding travel costs, the rates and amounts established under subchapter | of Chapter 57, Title &,
United Siates Code ("Travel and Subsistence Expenses; Mileage Allowances”), or by the Administrator of General Services, or by the

President (or his or her designee) pursuanl lo any provisions of such subchapler shall apply to travel under Federal awards (48 CFR
31.205-46(a}).

c. Commercial air travel.

(1) Airfare costs in excess of the customary standard commercial airfare (coach or equivalent), Federal Govermnment contract airfare
(where authorized and available), or the lowest commercial discount airfare are unallowable except when such accommodations would:

(a) require circuitous rouling;

(b) require travel during unreasonable hours;

(c) excessively prolong travel;

(d) result in additional costs that would offsel the transportation savings; or

(e) offer acconumadaltions not reasonably adequate for the traveler's medical needs. The governmental unit must juslify and
document these condilions on a case-by-case basis in order for the use of first-class airfare to be allowable in such cases,

{2) Unless a pattern of avoidance is delected, the Federal Government will generally not question a governmental unit's determinations
that customnary standard airfare or other discount airfare is unavailable for specific trips if the governmental unit can demonstrate either of
the following: (a) thal such airfare was not available in the specific case; or (b) thal it is the governmental unil's overall praciice lo make
routine use of such airfare.

d. Air travel by other lhan commercial carrier. Cosls of Iravel by governmental unil-owned, -leased, or -chariered aircraft include the cost of
lease, charter, operation (including personnel costs), maintenance, depreciation, insurance, and olher related cosls. The portion of such
cosls thal exceeds the cost of allowable commercial air travel, as provided for in subsecltion c., is unallowable.

e. Foreign travel. Direct charges for foreign travel costs are allowable only when the travel has received prior approval of the awarding
agency. Each separale foreign trip must receive such approval. For purposes of this provision, "foreign travel” includes any travel outside
Canada, Mexico, the Uniled States, and any Uniled States terrilories and possessions. However, the term "foreign travel” for a
governmental unit iocated in a foreign country means travel outside that country.

ATTACHMENT C
Circular No. A 87

STATE/LOCAL WIDE CENTRAL SERVICE COST ALLOCATION PLANS
TABLE OF CONTENTS
A. General
B. Definitions

1. Billed cenlral services
2. Allocaled cenlral services

3. Agency or operaling agency
C. Scope of the Central Service Cost Allocation Plans

D. Submission Requirements
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E. Documentation Requirements for Submitted Plans

1. General
2. Allocated central services

3. Billed services
a. General
b. Internal service funds
c. Self insurance funds
d. Fringe benefils

4. Required Certificalion
F. Negotliation and Approval of Central Service Plans
G. Other Policies

1. Billed central service activities

2. Working capital reserves

3. Carry forward adjustments of allocaled central service cosls
4. Adjustments of billed central services

5. Records retention

6. Appeals

7. OMB assistance
A. General,

1. Most governmental units provide cerain services, such as motor pools, computer cenlers, purchasing, accounting, etc., lo operating
agencies on a centralized basis. Since federally supporied awards are performed within the individual operating agencies, there needs to be a
process whereby these cenlral service costs can be identified and assigned lo benefilted activities on a reasonable and consistent basis. The
central service cosl allocation plan provides that process. All costs and other data used to distribute the costs included in the plan should be
supported by formal accounting and other records that will support the propriety of the costs assigned lo Federal awards.

2. Guidelines and illustrations of central service cost allocation plans are provided in a brochure published by the Depariment of Health and
Human Services entilled "A Guide for State and Local Government Agencies: Cost Principles and Procedures for Establishing Cost Allocation
Plans and Indirect Cosl Rates for Grants and Contracts with the Federal Government.” A copy of this brochure may be obtained from the
Superintendent of Documents, U.S. Government Printing Office.

B. Definitions.

1. "Billed central services” means central services that are billed 1o benefitted agencies andfor programs on an individual fee for service or
similar basis. Typical examples of billed ceniral services include compuler services, transporiation services, insurance, and fringe benefits.

2."Allocated cenlral services” means central services that benefit operating agencies but are not billed to the agencies on a fee for service ar
similar basis. These costs are allocated to benefilted agencies on some reasonable basis. Examples of such services might include general
accounling, personnel administration, purchasing, elc.

3. "Agency or operaling agency” means an organizational unit or sub division within a governmental unil that is responsible for the
performance or administration of awards or activities of the governmental unit.

C. Scope of the Central Service Cost Allocation Plans. The central service cost allocation plan will include all central service casts that will
be claimed (eilher as a billed or an allocated cost) under Federal awards and will be documenled as described in section E. Costs of central
services omitted from the plan will not be reimbursed

D. Submission Requirements,

1. Each Slate will submit a plan to the Depariment of Health and Human Services for each year in which il claims central service costs under
Federal awards. The plan should include (a) a projeclion of the next year's allocated central service cost (based either on aclual costs for the
most recently completed year or the budget projection for the coming year), and (b) a reconciliation of aclual allocated central service costs to
the estimated costs used for eilher the most recently completed year or the year immediately preceding the most recently completed year.

2. Each local gor that has been gl as a "major local government” by the Office of Management and Budget (OMB) is also
required lo submit a plan 1o ils cognizant agency annually. OMB periodically lists major local governmenls in the Federal Register.

3. All other local governments claiming cenlral service costs must develop a plan in accordance wilh the requirements described in this
Circular and maintain the plan and related supporting documentation for audil. These local govemments are not required lo submit their pians
for Federal approval unless lhey are specifically requested to do so by the cognizant agency. Where a local government only receives funds
as a sub recipient, the primary recipient will be responsible for negotiating indirect cos! rales andfor monitoring the sub recipient's plan

4. All central service cost allocation plans will be prepared and, when required, submitted within six months prior o the beginning of each of
Ihe governmental unit's fiscal years in which it proposes to claim central service costs, Extensions may be granted by the cognizant agency on
a case by case basis.

E. Documentation Requirements for Submitted Plans, The documentation requiremenls described in this section may be modified,
expanded, or reduced by the cognizant agency on a case by case basis. For example, the requirements may be reduced for those central
services which have little or no impact on Federal awards. Conversely, if a review of a plan indicates that certain additional information is
needed, and will likely be needed in fulure years, it may be roulinely requested in fulure plan submissions. llems marked with an aslerisk (*)
should be submitted only once; subsequent plans should merely indicate any changes since the last plan

1. General. All proposed plans must be accompanied by the following: an organization chart sufficiently detailed 1o show operations including
the central service aclivilies of the Stale/local government whether or not they are shown as benefiling from central service funclions; a copy
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of the Comprehensive Annual Financial Reporl (or a copy of the Executive Budget if budgeted costs are being proposed) lo support the
allowable costs of each cenlral service activily included in the plan; and, a certification (see subseclion 4.) that the plan was prepared in
accordance wilh this Circular, contains only allowable costs, and was prepared in a manner thal Irealed similar cosls consistently among the
various Federal awards and belween Federal and non Federal awards/aclivities.

2. Allocaled ceniral services. For each allocaled central service, the plan must also include the following: a brief description of the service*, an
identificalion of the unil rendering the service and the operating agencies receiving the service, the items of expense included in the cost of the
service, the method used to distribute the cost of the service lo benefilled agencies, and a summary schedule showing the allocation of each
service lo the specific benefitted agencies. If any self insurance funds or fringe benefits cosis are treated as allocated (rather than billed)
cenlral services, docum ion discussed in subsections 3.b. and c. shall also be included.

3. Billed services.

a. a. General. The information described below shall be provided for all billed cenltral services, including internal service funds, self insurance
funds, and fringe benefit funds.

b. Internal service funds.

(1) For each internal service fund or similar activily with an operaling budget of $5 million or more, the plan shall include: a brief
description of each service; a balance sheet for each fund based on individual accounts contained in the governmenial unit's accounting
system; a revenue/expenses statemenl, wilh revenues broken out by source, e.g., regular billings, interest earned, elc.; a lisling of all non
operating transfers (as defined by Generally Accepted Accounting Principles (GAAP)) into and oul of the fund; a description of the
procedures (methodology) used to charge the costs of each service to users, including how billing raies are determined:; a schedule of
current rales: and. a schedule comparing total revenues (including imputed revenues) generaled by the service to the allowable costs of
the service, as determined under this Circular, with an explanation of how variances will be handied.

(2) Revenues shall consist of all revenues generated by the service, including unbilled and uncollecled revenues. If some users were not
billed for the services (or were not billed at the full rate for that class of users), a schedule showing the full imputed revenues associated
wilh these users shall be provided. Expenses shall be broken out by object cost categories (e.g., salaries, supplies, efc.).

c. Self insurance funds. For each self insurance fund, the plan shall include: the fund balance sheet; a slatement of revenue and expenses
including @ summary of billings and claims paid by agency; a listing of all non operaling transfers into and oul of the fund; the type(s) of
risk(s) covered by the fund (e.g., automebile liabilily, workers' comp ion, elc.); an expl ion of how the level of fund contributions
are determined, including a copy of the current actuarial report (with the acluarial assumplions used) if the contributions are delermined on
an acluarial basis; and, a description of the procedures used to charge or allocate fund contributions to benefitted aclivities. Reserve
levels in excess of claims (1) submitted and adjudicated but not paid, (2) submitted but not adjudicated, and (3) incurred but not submitted
musl be identified and explained.

d. Fringe benefils. For fringe benefit costs, the plan shall include: a listing of fringe benefils provided to covered employees, and the overall
annual cost of each type of benefit; current fringe benefil policies*; and procedures used to charge or allocate the costs of the benefits to
benefitted aclivities. In addition, for pension and post retirement health insurance plans, the following information shall be provided: the
govemmental unit's funding policies, e.g., legislative bills, trust agreements, or State mandated contribution rules, if different from
acluarially determined rates; the pension plan's cosls accrued for lhe year: the amount funded, and date(s) of funding; a copy of the
current actuarial report (including the acluarial assumptions); the plan trustee's report; and, a schedule from the aclivity showing the value
of the interesl cosl associated wilh late funding.

4. Required centification. Each central service cost allocation plan will be accompanied by a cerlification in the following form:

CERTIFICATE OF COST ALLOCATION PLAN

This is to cerlify that | have reviewed the cosl allocation plan submitted herewith and to the best of my knowledge and belief:

(1) All costs included in this proposal [identify date] to establish cost sllocations or billings for [identify pericd covered by plan] are allowable in
accordance with the requirements of OMB Circular A 87, "Cost Principles for State, Local, and Indian Tribal Governments,” and the Federal
award(s) Lo which they apply. Unallowable cosls have been adjusled for in allocaling costs as indicated in the cost allocation plan.

(2} All cosls included in this proposal are properly allocable lo Federal awards on the basis of a beneficial or causal relati ip b the
expenses incurred and the awards to which they are allocated in accordance with applicable requirements. Further, the same cosls thal have
been treated as indirect costs have not been claimed as direct costs. Similar types of costs have been accounted for consistently.

| declare that the foregoing is true and correct.

Go [ Unit:

Signature:

Name of Official:

Title:

Dale of Execution:
F. Negotiation and Approval of Central Service Plans.

1. All proposed central service cost allocation plans that are required lo be submitted will be reviewed, negotiated, and approved by the
Federal cognizant agency on a timely basis. The cognizant agency will review the proposal wilhin six months of receipt of the proposal and
either negoliate/approve Ihe proposal or advise the governmental unil of the additional documentation needed to support/evaluate the
proposed plan or the changes required lo make the proposal acceptable. Once 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 statule. Where a Federal funding agency has
reason to believe that special operating faclors affecting its awards necessitate special consideration, he lunding agency will, prior fo the time
the plans are negolialed, notify the cagnizant agency.
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2. The results of each negoliation shall be formalized in a wrillen agreement between the cognizant agency and the governmental unit. This
agreement will be subject to re opening if the agreement is subsequently found 1o violate a statute or the information upon which the plan was
negotialed is later found lo be materially incomplele or inaccurate. The results of the negoliation shall be made available to all Federal
agencies for their use.

3. Negotiated cost allocation plans based on a proposal later found to have included costs thal: (a) are unallowable (i) as specified by law or
regulation, (i) as identified in Attachment B of this Circular, or (iii) by the lerms and conditions of Federal awards, or {b) are unallowabie
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 lo correct the plans and do not constitute a recpening of the negotiation.

G. Other Policies.

1. Billed central service aclivities. Each billed central service activity must separately account for all revenues (including imputed revenues)
generaled by the service, expenses incurred to furnish the service, and profilfloss.

2. Working capilal reserves. Internal service funds are dependent upon a reasonable level of working capilal reserve to operate from one
billing cycle to the next. Charges by an internal service activity to provide for the eslablishmenl and maintenance of a reasonable level of
working capilal reserve, in addition to the full recovery of cosls, are allowabie. A working capital reserve as parl of relained earings of up lo
G0 days cash expenses for normal operating purposes is considered reasonable. A working capital reserve exceeding 60 days may be
approved by lhe cognizant Federal agency in exceplional cases.

3. Carry forward adjustments of allocaled central service cosls. Allocated central service costs are usually negotialed and approved for a
future fiscal year on a "fixed with carry forward" basis. Under this procedure, the fixed amounts for lhe future year covered by agreement are
not subject to adjusiment for that year. However, when the actual costs of the year involved become known, the differences between the fixed
amounls previously approved and the aclual costs will be carried forward and used as an adjustment lo the fixed amounls established for a
later year. This "carry forward" procedure applies to all central services whose casts were fixed in the approved plan. However, a carry forward
adjustment is not permitted, for a central service aclivily that was not included in the approved plan, or for unallowable cosls that must be
reimbursed immediately.

4. Adjustments of billed cenlral services. Billing rates used lo charge Federal awards shall be based on the estimated costs of providing the
services, including an estimate of the allocable central service cosls. A comparison of the revenue generated by each billed service (including
total revenues whether or not billed or collected) to the actual allowable costs of the service will be made at least annually, 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 methods: (a) a cash refund lo the Federal Government for the Federal share of the adjustment, (b) credits lo the amounts charged
to the individual programs, (c) adjustments to future billing rates, or (d) adjustments lo allocated central service costs. Adjustments to allocated
central services will not be permitted where the total amount of the adjustment for a particular service (Federal share and non Federal) share
exceeds $500,000.

5. Records retention. All central service cost allocation plans and related documentation used as a basis for claiming costs under Federal
awards must be retained for audil in accordance with the records relention requirements contained in the Common Rule.

6. Appeals. If a dispule arises in the negoliation of a plan between the cognizanl agency and the govermental unit, the dispute shall be
resolved in accordance with the appeals procedures of the cognizant agency.

7. OMB assistance. To the extenl that problems are encountered among the Federal agencies and/or governmental units in connection with
the negotiation and approval process, OMB will lend assistance, as required, to resolve such problems in a timely manner.

ATTACHMENT D
Circular No_ A 87

PUBLIC ASSISTANCE COST ALLOCATION PLANS

TABLE OF CONTENTS

A. General
B. Definitions

1. Slale public assistance agency

2. Slale public assistance agency costs

C. Policy

D. Submission, Documentation, and Approval of Public Assistance Cost Allocation Plans
E. Review of Implementation of Approved Plans

F. Unallowable Costs

A, General. Federally financed programs administered by Stale public assistance agencies are funded predominalely by the Department of
Health and Human Services (HHS). In support of its stewardship requirements, HHS has published requirements for the development,
documenlation, submission, negotiation, and approval of public assistance cost allocation plans in Subpart E of 45 CFR Pari 95, All
adminisirative costs (direct and indirect) are normally charged to Federal awards by implementing the public assistance cost allocation plan.
This Allachment extends these requirements to all Federal agencies whose programs are administered by a Slale public assistance agency.
Maior federally financed programs typically administered by Stale public assistance agencies include: Temporary Assistance (o Needy
Families (TANF), Medicaid, Food Stamps, Child Support Enforcement, Adoption Assisiance and Foster Care, and Social Services Block
Grant.

B. Definitions.
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1. "Stale public assistance agency” means a Slale agency administering or supervising the administration of one or more public assistance
programs operated by the State as identilied in Subpart E of 45 CFR Part 95. For the purpose of this Allachment, these programs include all
programs administered by lhe Stale public assislance agency.

2. "Slate public assislance agency cosls” means all cosls incurred by, or allocable 1o, the State public assistance agency, except expenditures
for financial assistance, medical vendor

payments, food stamps, and payments for services and goods provided direclly to program recipients.

C. Policy. State public assistance agencies will develop, document and implement, and the Federal Government will review, negatiate, and
approve, public assistance cost allocation plans in accordance with Subparl E of 45 CFR Part 95. The plan will include all programs
administered by the Stale public assistance agency. Where a letter of approval or disapproval is ransmitted to a State public assistance
agency in accordance with Subpart E, the letler will apply lo all Federal agencies and programs. The remaining seclions of this Allachment
(except for the requirement for certification) summarize the provisions of Subpari E of 45 CFR Part 85.

D. Submission, Documentation, and Approval of Public Assistance Cost Allocation Plans.
1. Slate public assistance agencies are required o promptly submit amendments to the cost allocation plan to HHS for review and approval.

2. Under the coordination process oullined in subsection E, affected Federal agencies will review all new plans and plan amendments and
provide comments, as appropriate, to HHS. The effeclive date of the plan or plan amendment will be the first day of the quarter following the
submission of the plan or amendment, unless another date is specifically approved by HHS. HHS, as the cognizanl agency acling on behalf of
all affected Federal agencies, will, as necessary, conduct negoliations with the Stale public assistance agency and will inform the State
agency of the aclion taken on the plan or plan amendment,

E. Review of Implementation of Approved Plans,

1. Since public assistance cost allocation plans are of a narrative nalure, the review during the plan approval process consists of evaluating
the approprialeness of the proposed groupings of costs (cost centers) and the related allocation bases. As such, the Federal Government
needs some assurance that the cost allocation plan has been implemented as approved. This is accomplished by reviews by the funding
agencies, single audits, or audits conducted by the cognizant audil agency.

2. Where inappropriate charges alfecting more than one funding agency are identified, the cognizant HHS cost negotiation office will be
advised and will lake the lead in resolving the issue(s) as provided for in Subpart E of 45 CFR Part 95,

3. If a dispute arises in the negotiation of a plan or from a disallowance involving two or more funding agencies, the dispute shall be resolved
in accordance wilh the appeals procedures set out in 45 CFR Part 75. Disputes involving only one funding agency will be resolved in
accordance with the funding agency's appeal process.

4. To the extent that problems are encounlered among the Federal agencies and/for governmental units in connection with the negotiation and
approval process, the Office of Management and Budgel will lend assistance, as required, fo resolve such problems in a timely manner

F. Unallowable Costs. Claims developed under approved cost allocalion plans will be based on allowable costs as identified in this Circular.
Where unallowable costs have been claimed and reimbursed, they will be refunded to the program Lhal reimbursed Lhe unallowable cost using
one of the following methads: (a) a cash refund, (b) offset to a subsequent claim, or (c) credits to the amounts charged lo individual awards.

ATTACHMENT E
Circular No. A 87
STATE AND LOCAL INDIRECT COST RATE PROPOSALS
TABLE OF CONTENTS
A. General
B. Definitions

1. Indirect cost rale proposal
2. Indirect cost rate
3. Indirect cost pool

4. Base

2}

. Predetermined rate
. Fixed rate
. Provisional rate

. Final rate

© ®© ~N o

. Base period
C. Allocation of Indirect Costs and Determination of Indirect Cost Rates

1. General
2. simplified method
3. Multiple allocation base methad

4. Special indirect cost rates

D. Submission and Documentation of Proposals
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1. Submission of indirect cost rate proposals
2. Documentation of proposals

3. Required cedification
E. Negotiation and Approval of Rales
F. Other Policies

1. Fringe benefit rates

2. Billed services provided by the grantee agency
Indirect cost allocations not using rales
Appeals

Collections of unallowable costs and erroneous payments

o o s ow

‘OMB assistance

A. General.

1. Indirect cosls are those that have been incurred for common or joint puroses. These costs benefit more than one cost objective and cannot
be readily identified with a particular final cost objective without effort disproportionate to the resuils achieved. Akter direcl costs have been
determined and assigned directly lo Federal awards and other aclivilies as appropriate, indirect costs are those remaining to be allocated to
benefilled cost objectives. A cosl may not be allocaled to a Federal award as an indirect cost if any other cosl incurred for the same purpose,
in like circumstances, has 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 govemmental services distributed through the central service cosl allocation plan (as described in Attachment C)
and not otherwise treated as direcl costs.

3. Indirect cosls are normally charged to Federal awards by the use of an indirect cost rate. A separale indirect cost rate(s) is usually
necessary for each department or agency of the governmental unit claiming indirect costs under Federal awards. Guidelines and illustrations
of indirecl cost proposals are provided in a brochure published by the Department of Heaith and Human Services enlitled "A Guide for Stale
and Local Government Agencies: Cost Principles and Procedures for Establishing Cost Allocation Plans and Indirecl Cosl Rales for Grants
and Condracts with the Federal Government." A copy of this brochure may be oblained from the Superintendent of Documents, U.S.
Government Printing Office.

4. Because of the diverse characleristics and accounting praclices of governmental units, the types of cosls which may be ciassified as
indirect costs cannol be specified in all situations. However, typical examples of indirect costs may include certain Stateflocal wide central
service cosls, general administration of the grantee department or agency, accounling and personnel services performed within the grantee
department or agency, depreciation or use allowances on buildings and equipment, the cosls of operating and maintaining facilities, elc.

5. This Allachment does not apply o State public . These ies should refer instead to Attachment D.

B. Definitions.

1. "Indirect cost rale proposal” means the documentation prepared by a governmenial unit or subdivision thereof lo substantiate its request for
the establishment of an indirect cost rale.

2. "Indirect cost rate” is a device for determining in a reasonable manner the proportion of indirect costs each program should bear_ It is the
ratio (expressed as a percentage) of the indirect cosls to a direct cost base.

3. "Indirect cosl pool” is the accumulated costs that jointly benefit two or more programs or other cost objeclives.

4. "Base” means the accumulated direct cosls (normally either lotal direct salaries and wages or tolal direct costs exclusive of any
extraordinary or distorting expenditures) used to distribute indirect costs to individual Federal awards. The direct cost base selecled should
result in each award bearing a fair share of the indirect costs in reasonable relation to the benefits received from the costs.

5. "Predetermined rate” means an indirect cost rale, appiicable to a specified current or future period, usually the governmental unit's fiscal
year, This rate is based on an eslimale of the costs Lo be incurred during the period. Except under very unusual circumstances, a
predetermined rate is not subject lo adjustment. (Because of legal conslraints, predetermined rates are not permitled for Federal contracts;
they may, however, be used for grants or cooperative agreements.) Predelermined rates may not be used by governmental units thal have not
submitied and negoliated the rate wilh the cognizant agency. In view of the potential advantages offered by this procedure, negotiation of
predetermined rates for indirect costs for a period of two Lo four years should be the norm in those situations where the cost experience and
other pertinent facts available are deemed sufficient to enable the padies involved to reach an informed judgment as to the probable level of
indirect costs during the ensuing accounting periods.

6. "Fixed rate" means an indirect cost rate which has the same characteristics as a predetermined rate, except that the difference between the
eslimated costs and the actual, allowable cosls of the period covered by Ihe rate is carried forward as an adjustment to the rate computation of
a subsequenl period.

7."Pravisional rale" means a lemporary indirect cost rate applicable 1o a specified period which is used for funding. interim reimbursement,
and reporting indirect costs on Federal awards pending the establishment of a "final” rate for that period.

8. "Final rale” means an indirect cost rale applicable to a specilied past period which is based on the aclual allowable costs of the period. A
final audited rate is not subject to adjustment.

9. "Base period” for the allocation of indirect costs is the period in which such costs are incurred and accumulated for allocation to aclivities
performed in that period. The base period normally should coincide with the governmental unil's fiscal year, but in any event, shall be so
selected as to avoid inequities in the allacation of costs.

C. Altocation of Indirect Costs and Determination of Indirect Cost Rates.
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1. General.

Where a governmental unit's depariment or agency has only one major funclion, or where all its major functions benefit from the indirect
costs to approximately the same degree, the allocation of indirect costs and the compulation of an indirect cost rate may be accomplished
through simplified allocation procedures as described in subsection 2.

Where a governmental unit's depariment or agency has several major functions which benefil from its indirect costs in varying degrees,
the allocation of indirect cosls may require the accumulation of such costs inlo separale cost groupings which then are allocated
individually to benefitted funclions by means of a base which best measures the relative degree of benefil. 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).

Specific methods for allocating indirect costs and computing indirect cost rates along with the conditions under which each method should
be used are described in subseclions 2, 3 and 4.

2. Simplified method.

Wnere a grantee agency's major functions benefil from its indirect costs to approximately the same degree, the allocation of indirect costs
may be accomplished by (1) classifying the grantee agency's lotal costs for the base period as either direct or indirect, and (2) dividing the
total allowable indirect costs (net of applicable credits) by an equitabie distribulion base. The result of this process is an indirect cost rate
which is used lo distribute indirect costs to individual Federal awards. The rate should be expressed as the percentage which the total
amount of allowable indirect costs bears to the base selected. This method should also be used where a governmental unil's department
or agency has only one major function encompassing a number of individual projects or activities, and may be used where the level of
Federal awards to that depariment or agency is relatively small.

Both the direct costs and the indirect costs shall exclude capital expenditures and unallowable costs. However, unallowable costs must be
included in the direct costs ifthey represent activities o which indirect costs are properly allocable.

The distribution base may be (1) tolal direct costs (excluding capital expendilures and other distorting items, such as pass through funds,
maijor subcontracts, etc.), (2) direct salaries and wages, or (3) another base which resulls in an equitable distribution.

3. Multiple allocalion base melhod.

o

2

Where a granlee agency's indirect costs benefit its major functions in varying degrees, such costs shall be accumulated inta separale cost
groupings. Each grouping shall then be allocaled individually o benefitted funclions by means of a base which best measures the relative
benefits.

The cost groupings should be established so as to permit the allocation of each grouping on the basis of benefits provided to the major
functions. Each grouping should conslitute a pool of expenses that are of like character in terms of the funclions they benefit and in terms
of the allocation base which best measures the relative benefits provided lo each function. The number of separate groupings should be
held within practical limits, laking into consideration the maleriality of the amounts involved and the degree of precision needed.

. Aclual conditions must be taken into account in selecting the base lo be used In allocating the expenses in each grouping to benefitted

functions. When an allocation can be made by assignment of a cost grouping directly to the funclion benefilted, the allocation shall be
made in that manner. When the expenses in a grouping are more general in nature, the aliocation should be made through the use of
selecled base which produces resulls that are equitable to bolh the Federal Government and the governmental unil. In general, any cost
element or related faclor associated with the governmental unit's activities is potentially adaptable for use as an allocation base provided
that: (1) it can readily be expressed in lerms of dollars or other quantitative measures (total direct cosls, direct salaries and wages, staff
hours applied, square feet used, hours of usage, number of documents processed, population served, and the like), and (2) il is common
lo the benefitted functions during the base period.

Excepl where a special indirect cost rate(s) is required in accordance with subsection 4, the separale groupings of indirect cosls allocaled
lo each major funclion shall be aggregaled and trealed as a common pool for that function. The costs in the common pool shall then be
distributed to individual Federal awards included in thai function by use of a single indirect cosl rate.

The distribution base used in computing the indirect cost rate for each function may be (1) total direct costs (exciuding capital expenditures
and other distorling items such as pass through funds, major subconlracts, elc.), (2) direct salaries and wages, or (3) anolher base which
results in an equitable distribution. An indirecl cost rate should be developed for each separale indirect cost pool developed. The rate in
each case should be stated as the percentage relationship between the particular indirect cost pool and the distribution base identified
with that pool.

4. Special indirect cosl rates.

a.

In some instances, a single indirect cost rate for all activilies of a grantee depariment or agency or for each major funclion of the agency
may nol be appropriate. It may not take into account those different factors which may substantially affect the indirect costs applicable lo a
particular program or group of programs. The factors may include the physical location of the work, the level of administrative support
required, the nalure of the facilities or other resources employed, the organizational arrangements used, or any combinalion lhereof.
When a parlicular award is carried out in an environment which appears to generale a significantly different level of indirect cosls,
provisions should be made for a separale indirecl cost poal applicable o thal award. The separale indirect cost pool should be developed
during the course of the regular allocation process, and Ihe separate indirect cost rale resulting therefrom should be used, provided that:
(1) the rate differs significantly from Ihe rale which would have been developed under subsections 2. and 3., and (2) the award to which
the rate would apply is material in amounl.

Although this Circular adopls the concepl of the full allocation of indirect costs, there are some Federal statutes which restrict the
reimbursement of certain indirect costs. Where such restrictions exisl, it may be necessary to develop a special rate for the affected
award. Where a "restricted rate” is required, the procedure for developing a non restricted rate will be used except for the additional step
of the slimination from the indirect cost pool those costs for which the law prohibits reimbursement.

D. Submission and Doc ion of Proposals.

1. Submission of indirect cost rate proposals
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a. Alldepariments or agencies of the governmental unit desiring to claiim indirect costs under Federal awards must prepare an indirect cost
rale proposal and related documentation o support those costs. The propesal and relaled documentation must be retained for audit in
accordance with ihe records retention requirements contained in the Common Rule.

b. A governmental unit for which a cognizant agency assignmenl has been specifically designated must submil its indirect cost rate proposal
to ils cognizant agency. The Office of Management and Budgel (OMB) will periodically publish lists of governmental unils identifying the
appropriate Federal cognizant agencies. The cognizant agency for all governmental unils or agencies not identified by OMB will be
determined based on the Federal agency providing the largest amount of Federal funds. In these cases, a govermnmental unil must develop
an indirect cost proposal in accordance with lhe requirements of this Circular and maintain the proposal and relaled supporting
documentation for audit. These governmental unils are not required to submit their proposals unless they are specifically requested to do
so by the cognizant agency. Where a local government only receives funds as a sub recipient, the primary recipient will be responsible for
negotiating and/or monitoring the sub recipient's plan.

c. Each indian tribal government desiring reimbursement of indirect cosis must submil its indirect cost proposal to the Department of the
Interior (its cognizant Federal agency).

d. Indirect cost proposals must be developed (and, when required, submilled) within six months after the close of the governmental unit's
fiscal year, unless an exceplion is approved by the cognizant Federal agency. If the proposed central service cosl allocation plan for the
same period has not been approved by thal lime, the indirect cost proposal may be prepared including an amount for central services that
is based on the latest federally approved central service cost allocation plan. The difference between these central service amounts and
the amounts ulfimately approved will be compensaled for by an adjustiment in a subsequent period.

2. Documentation of proposals. The following shall be included with each indirect cost proposal

a. The rates proposed, including subsidiary work sheets and olher relevant data, cross referenced and reconciled 1o the financial dala noted
in subsection b. Allocated central service costs will be supported by the summary lable included in the approved central service cost
aliocation plan. This summary table is not required to be submilled with the indirect cost proposal if the central service cost allocalion plan
for the same fiscal year has been approved by lhe cognizant agency and is available to the funding agency.

-3

. A copy of lhe financial data (financial stalements, comprehensive annual financial report, executive budgets, accounting reports, etc.)
upon which the rate is based. Adjustinents resulling from the use of unaudited dala will be recognized, where appropriale, by the Federal
cognizant agency in a subsequent proposal.

¢. The approximate amount of direcl base costs incurred under Federal awards. These costs should be broken oul between salaries and
wages and other direct costs.

d. Acharl showing the organizational structure of the agency during the period for which the proposal applies, along with a functional
stalement(s) noting the duties and/or responsibilities of all units that comprise the agency. (Once this is submitted, only revisions need be
submitted with subsequent proposals.)

3. Required certification. Each indirect cost rate I shall be acc by a certification in the following form:

CERTIFICATE OF INDIRECT COSTS

This is 1o certify that | have reviewed the indirect cost rate proposal submilted herewith and to the best of my knowledge and belief:

(1) All cosls included in this proposal [identify dale] to establish billing or final indirect costs rates for [identify period covered by rate] are
allowable in accordance with the requirements of the Federal award(s) to which they apply and OMB Circular A 87, "Cosl Principles for Stale,
Local, and Indian Tribal Governments." Unallowable costs have been adjusled for in allocating cosls as indicaled in the cost aliocation plan.

(2) Al costs included in this proposal are properly allocable to Federal awards on the basis of a beneficial or causal relationship between the
expenses incurred and the agreements to which they are allocated in accordance with applicable requirements. Further, the sams costs that
have been trealed as indirect costs have not been claimed as direct costs. Similar types of cosls have been accounted for consistentiy and the
Federal Government will be nolified of any accounting changes that would affect the predetermined rale.

| declare that the foregoing is true and correct.

Governmental Unit:

Signature:

Narne of Official:

Title:

Date of Execution:

E. Negotiation and Approval of Rates.

1. Indirect cost rates will be reviewed, negotiated, and approved by the cognizant Federal agency on a timely basis. Once a rale has been
agreed upon, it will be accepted and used by all Federal agencies unless prohibited or limited by slatute. Where a Federal funding agency has
reason to believe that special operating faclors affecting its awards necessitate special indirect cosl rales, Ihe funding agency will, prior (o the
lime the rales are negotiated, nolify the cognizant Federal agency.

2. The use of predetermined rales, if allowed, is encouraged where the cognizanl agency has reasonable assurance based on past
experience and reliable projection of the grantee agency's costs, that the rate is not likely lo exceed a rate based on actual costs. Long term
agreements utilizing predetermined rates extending over two or more years are encouraged, where appropriate.

3. The resulis of each negotiation shall be formalized in a written agreement between the cognizanl agency and the governmental unil. This
agreement will be subjecl to re opening if the agreement is subsequently found to violale a statute, or the information upon which the plan was
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negotialed is later found lo be matenaily incomplete or inaccurate. The agreed upon rales shall be made available to all Federal agencies for
their use.

4. Refunds shall be made if proposals are later found lo have included cosls thal (a) are unallowable (i) as specified by law or regulation, (i}
as identified in Altachmenl B of this Circular, or (iii) by the terms and conditions of Federal awards, or (b} are unallowable because they are
clearly not allocable lo Federal awards. These adjustments or refunds will be made regardless of the type of rate negotiated (predelermined,
final, fixed, or provisional).

F. Other Policies.

1. Fringe benefit rales. If overall fringe benefit rates are nol appraved for the governmental unil as part of the central service cost allocation
plan, Ihese rates will be reviewed, negolialed and approved for individual grantee agencies during the indirect cost negoliation process. In
these cases, a proposed fringe benefil rate compulation should accompany the indirect cost proposal. If fringe benefil rates are not used at the
grantee agency level (i.e., the agency specifically idenlifies fringe benefit costs lo individual employees), the governmental unil should so
advise the cognizanl agency.

2. Billed services provided by Lhe grantee agency. In some cases, governmental unifs provide and bill for services similar lo those covered by
cenlral service cosl aliocalion plans (e.g., compuler centers). Where this occurs, the govermnmental unit should be guided by the requirements
in Attachment C relaling to the development of billing rates and documentation requirements, and should advise the cognizant agency of any
billed services. Reviews of these lypes of services {including reviews of cosling/billing methadology, profils or losses. elc.) will be made on a

case by case basis as warranted by the circumslances involved.

3. Indirect cosl allocalions not using rates. In cerlain situalions, a governmental unit, because of the nature of its awards, may be required to
develop a cost allocation plan that distribules indirect (and, in some cases, direct) costs to the specific funding sources. In these cases, a
narrative cost allogation methodology should be developed. documented, maintained for audit, or submilted, as appropriatz, to the cognizant
agency for review:. negotiation, and approval.

4. Appeals. If a dispule arises in a negoliation of an indirect cost rale (or other rate) between the cognizanl agency and the governmental unil,
the dispule shall be resolved in accordance with the appeals procedures of the cognizant agency.

5. G ion of cosls and er payments. Costs specifically identified as unallowable and charged to Federal awards either
directly or indirectly will be refunded (including interest chargeable in accordance with applicable Federal agency regulations).

6. OMB assislance. To the extent that problems are encountered amang the Federal agencies and/or governmental unils in connection with
the negotiation and approval process, OMB will lend assistance, as required, Lo resolve such problems in a timely manner.
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