Please note: The Uniform Guidance supersedes OMB Circular A-87 and Part 80 of
EDGAR. See additional details at the end of page 2.

UNITED STATES DEPARTMENT OF EDUCATION
OFFICE OF SPECIAL EDCCATION A..'W REHABILITATIVE SERVICES

Contact: Bobbi Stettner-Eaton
(202) 205-8828

OSEP-99-2,
To:

Lead Agency Directors
Part C Coordinators

From: Thomas Hehir� /� J'r.. ...
Director
Office of Special Education Programs
Subj: Restricted Indirect Cost Rate for Part C of the Individuals with Disabilities
Education Act (IDEA)
As we reviewed the fiscal year (FY) 1998 applications for Part C funds under IDEA, it
came to our attention that some lead agencies were not using a restricted indirect cost
rate in the budgets for this program. Because IDEA has a stat:Jtory requirement that
prohibits the use of Federal funds to supplant non-Federal funds, the Education
Department General Administration Regulations (EDGAR) at§§ 76.563 - 76.569
require that your agency use a restricted indirect cost rate for the Part C program. The
cost principles contained in the Office of Management and Budget (0MB) Circular A-87
also apply. See Attachment E to A-87.
For computational purposes, the unrestricted rate must first be calculated, then
converted to the restricted rate by removing certain items from the indirect cost pool
and placing them in the direct cost base. This results in a lower rate to claim indirect
cost reimbursement under restricted rate programs.
Please contact your cognizant Federal agency to determine the proper restricted rate
for this program. For your information the cognizant Federal agency is typically the
awarding party that contributes the most Federal funding to your agency. Please verify
this designation with your finance office. In this regard, your agency will be expected to
provide your cognizant Federal agency with a restricted indirect cost rate proposal for
this program, using the enclosed guidance. These agreements are usually negotiated
annually.
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Some agencies may use a cost allocation plan/methodology in lieu of an indirect cost
rate to charge out administrative costs. In this situation, please carefully review your
Part C application, to ensure that indirect costs, which are unallowable in a "restricted
setting," are not charged directly to the program.
After your agency has received an approved restricted indirect cost rate, provide this
Office with a copy of that approved agreement, as soon as possible to ensure your
State's ability to charge indirect costs to your State's Part C grant.
If you have further questions related to this memorandum, please contact Bobbi
Stettner-Eaton - (202) 205-8828 or Joleta Reynolds - (202) 205-5507.
Enclosures: EDGAR §§76.563 - 76.569
0MB Circular A-87
Computational guidance

Special Note: The content formerly under OMB Circular A-87 is now in the Uniform Guidance
Subpart E (Cost Principles). The content formerly under Part 80 is now in the Uniform Guidance
Subpart D (Post Award Requirements).
https://www.ecfr.gov/current/title-2/subtitle-A/chapter-II/part-200?toc=1

Restricted Rates- Overview
Background
Restricted indirect cost rates are used under awards that have "supplement not supplant"
requirements. The restricted rates implement a "supplanting" bar for indirect cost claims.
Certain costs that otherwise might be allowable under the Office of Management and
Budget Circulars are not accepted in a restricted setting, because they would be incurred
and/or financed with or without Federal influence.
When the concept of "Restricted Rates" was first introduced about 25 years ago, the
conversion from Unrestricted to Restricted rates was fairly simple. The Occupancy and
Maintenance (O&M) costs were removed from the Unrestricted pool and placed in the
base.
In the 1980s, after the U.S. Office of Education was made a separate cabinet department,
the regulations were revised and made a part of the Education Department General
Administrative Regulations (EDGAR). Title 34 of the Code ofFederal Regulations,
Chapter 76, Paragraphs 560-569 (34 CFR 76.560-569) contains the current Restricted
Rate requirements.
The current formula for Restricted Rates at 34 CFR 76.564(a) is as follows:
Restricted Rate= (General Management Costs+ Fixed Costs) divided by
(Other Expenditures).

A. "General Management" Costs.
These are defined by 34 CFR 76.565(a) as "costs that are for the direction and control of
the grantee's affairs that are organization-wide." These exclude costs that are "limited to
one activity, one component ofthe grantee, one subject, one phase of operation, or other
single responsibility."
"General Management" include costs of performing service functions described at 34
CFR 76.565(b) such as:
·
I.
2.
3.

Accounting.
Payroll Preparation.
Personnel Management.

Pursuant to 34 CFR 76.565 (c), "r,eneral Management" costs do nm include:
1.

Divisional administration limited to one component of the grantee.

2.

The grantee's governing body (e.g., Board of Directors).

3.

The grantee's chief executive officer's compensation.

4.

The compensation of the chief executive officer of the grantee's "components."

5.

Costs of operation of the immediate offices of the above.

A "component" is, on the organizational structure, one tier below the chief executive
officer and her/his deputy.
In essence, indirect costs under Restricted Rates are limited to those service functions that
provide services for the direction and control of the recipient. They do no include costs
which are for direct program activitie3. In other words, all costs which are for the
performance of the organization's mission are considered 12.iGg for the purpose of
calculating the Restricted Rate. Restricted indirect costs are those that are for manaaina
the organization, subject to the limitations at 34 CFR 76.565(c).

B.

Fixed Charges.

These are defined by 34 CFR 76.566 as fringe benefits and related costs for allowable
Restricted Indirect personnel.
C.

Other Expenditures.

These are defined by 34 CFR 76.567(a) to include all base charges for direct program
activities. They also include unallowable occupancy and maintenance, as well as
personnel and related costs made unallowable by 34 CFR 76.565(c).
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(2)a Equipment or supplies to be used for any of the activitiesa
specified. in paragraph \a) (1) of this section.
(3)a Corts_truction, remodeling, repair, operation, or maintenance ofa
any facility
part of a facility to be used for any of the
specified in pa
raph (a) (1) of this section.
(4)a An activit of· a school or department of divinity.
section, school or department of dia
means
(b)a As used inat
an institution or a com nent of an institution whose pr ram is
specifically for the educa ·on of students to:
/
(1)a Prepare them to ente into a religious voca.,t-1'.on; ora
(2)a Prepare them to teach t ological subjec /a
(Authority: 20 U.S.C. 122le-3, 3474,

(a))

Sec. 76.533
No State or subgrantee may :s its grant
subgrant for acquisition
of real property or for constrion unless speci{_ically permitted by
the authorizing statute
ementing regulationS--,for the program.
·,,
(Authority: 20 U.S.C. 1
3474, and 6511(a))a
Sec. 76.534

restricted.
subgrantee may count tuition and fees collected
meeting matching, cost sharing, or
a program.

(Authority: 20 U.S.C. 122le-3, 3474, and 65ll(a))
Indirect Cost Rates
Sec. 76.560

General indirect cost rates; exceptions.

(a)a The differences between direct and indirect costs and thea
principles for determining the general indirect cost rate that a grantee
may use for grants under most programs are specified in the cost
principles for-(1)a Institutions of higher education, at 34 CFR 74.27;
(2)a Hospitals, at 34 CFR 74.27;
(3)a Other nonprofit organizations, at 34 CFR 74.27;a
(4)a Commercial (for-profit) organizations, at 34 CFR 74.27; anda
(5)a State and local governments and federally-recognized Indiana
tribal organizations, at 34 CFR 80.22.
(b)a A grantee must have a current indirect cost rate agreement toa
charge indirect costs to a grant. To obtain an indirect cost rate, a
grantee must submit an indirect cost proposal to its cognizant agency
and negotiate an indirect cost rate agreement.
(cl The Secretary may establish a temporary indirect cost rate for a
grantee that does not have an indirect cost rate agreement with its
cognizant agency.
(d)a The Secretary accepts an indirect cost rate negotiated by aa
grantee's cognizant agency, but may establish a restricted indirect cost
rate for a grantee to satisfy the statutory requirements of certain
programs administered by the Department.
(Authority: 20 U.S.C. 122le-3, 3474, and 65ll(a))
[57 FR 30341, July 8, 1992, as amended at 59 FR 59582, Nov. 17, 1994)
Sec. 76.561

Approval of indirect cost rates.

(a)a If the Department of Education is the cognizant agency, thea
Secretary approves an indirect cost rate for a State agency and for a
subgrantee other than a local educational agency. For the purposes of
this section, the term local educational agency does not include a State
agency.
(b)a Each State educational agency, on the basis of a plan approved
by the Secretary, shall approve an indirect cost rate for each local
educational agency that requests it to do so. These rates may be for

http://fiwebgate.access.gpo.gov/cgi-bin/get-cfr.cgi
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periods longer chan a year if rates are sufficiently stable to justify a
longer period.
(c) The Secretary generally approves indirect cost rate agreements
annually. Indirect cost rate agreements may be approved for periods
longer than a year if the Secretary determines that rates
[ [Page 165 l l
will be sufficiently stable to justify a longer rate period.
(Authority: 20 U.S.C. 122le-3, 3474, and 65ll(a))
[59 FR 59583, Nov. 17, 1994]
Sec. 76.563

Restricted indirect cost rate--programs covered.

Sections 76.564 through 76.569 apply to agencies of State and local
governments that are grantees under programs with a statutory
requirement prohibiting the use of Federal funds to supplant non-Federal
funds, and to their subgrantees under these programs.
(Authority: 20 U.S.C. 122le-3, 3474, and 65ll(a))
[59 FR 59583, Nov. 17, 1994]
Sec. 76.564

Restricted indirect cost rate--formula.

(a) An indirect cost rate for a grant covered by Sec. 76.563 or 34
CFR 75.563 is det~rmined by the following formula:
Restricted indirect cost rate &equals;
costs) <divide> (Other expenditures)

(General management costs+ Fixed

(bl General management costs, fixed costs, and other expenditures
must be determined under Secs. 76.565 through 76.567.
(c) Under the programs covered by Sec. 76.563, a subgrantee of an
agency of a State or a local government (as those terms are defined in
34 CFR 80.3) or a grantee subject to 34 CFR 75.563 that is not a State
or local government agency may use-(1) An indirect cost rate computed under paragraph (a) of this
section; or
(2) An indirect cost rate of eight percent unless the Secretary
determines that the subgrantee or grantee would have a lower rate under
paragraph (a) of this section.
(d) Indirect costs that are unrecovered as a result of these
restrictions may not be charged directly, used to satisfy matching or
cost-sharing requirements, or charged to another Federal award.
(Authority: 20 U.S.C. 122le-3(a) (1), 283l(a), 2974(b), and 3474)
[59 FR 59583, Nov. 17, 1994]
Sec. 76.565

General management costs--restricted rate.

(a) As used in Sec. 76.564, general management costs means the costs
of activities that are for the direction and control of the grantee's
affairs that are organization-wide. An activity is not organization-wide
if it is limited to one activity, one component of the grantee, one
subject, one phase of operations, or other single responsibility.
(b) General management costs include the costs of performing a
service function, such as accounting, payroll preparation, or personnel
management, that is normally at the grantee's level even if the function
is physically located elsewhere for convenience or better management.
The term also includes certain occupancy and space maintenance costs as
determined under Sec. 76.568.
(c) The term does not include expenditures for-(1) Divisional administration that is limited to one component of
the grantee;
(2) The governing body of the grantee;
(3) Compensation of the chief executive officer of the grantee;
(4) Compensation of the chief executive officer of any component of

http://frwebgate.access.gpo.gov/c gi-bin/ get-cfr.cgi
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the grantee; and
(5) Operation of the immediate offices of these officers.
(d) For purposes of this section-(1) The chief executive officer of the grantee is the individual who
is the head of the executive office of the grantee and exercises overall
responsibility for the operation and management of the organization. The
chief executive officer's immediate office includes any deputy chief
executive officer or similar officer along with immediate support staff
of these individuals. The term does not include the governing body of
the grantee, such as a board or a similar elected or appointed governing
body; and
(2) Components of the grantee are those organizational units
supervised directly or indirectly by the chief executive officer. These
organizational units generally exist one management level below the
executive office of the grantee. The term does not include the office of
the chief executive officer or a
[ [Page 166] l
deputy chief executive officer or similar position.
(Authority: 20 u.s.c. 122le-3(a) (1), 2831(a), 2974(b), and 3474)
[59 FR 59583, Nov. 17,
Sec. 76.566

:'..994]

Fixed costs--restricted rate.

As used in Sec. 76.564, fixed costs means contributions of the
grantee to frfnge benefits and similar costs, but only those associated
with salaries and wages that are charged as indirect costs, including-
(a) Retirement, including State, county, or local retirement funds,
Social Security, and pension payments;
(b) Unemployment compensation payments; and
(c) Property, employee, health, and liability insurance.
(Authority: 20 u.s.c. 1221e-3(a) (1), 283l(a), 2974(b), and 3474)
[59 FR 59583, Nov. 17, 1994]
Sec. 76.567

Other expenditures--restricted rate.

(a) As used in Sec. 76.564, other expenditures means the grantee's
total expenditures for its federally- and non-federally-funded
activities in the most recent year for which data are available. The
term also includes direct occupancy and space maintenance costs as
determined under Sec. 76.568 and costs related to the chief executive
officers of the grantee and components of the grantee and their offices
(see Sec. 76.565(c) and (d)).
(b) The term does not include-(1) General management costs determined under Sec. 76.565;
(2) Fixed costs determined under Sec. 76.566;
(3) Subgrants;
(4) Capital outlay;
(5) Debt service;
(6) Fines and penalties;
(7) Contingencies; and
(8) Election expenses. However, the term does include election
expenses that result from elections required by an applicable Federal
statute.
(Authority: 20 u.s.c. 1221e-3 (a) (1), 2831(a), 2974(b), and 3474)
[59 FR 59583, Nov. 17, 1994]
Sec. 76.568

Occupancy and space maintenance costs--restricted rate.

(a) As used in the calculation of a restricted indirect cost rate,
occupancy and space maintenance costs means such costs as-(1) Building costs whether owned or rented;
(2) Janitorial services and supplies;
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11/24/98

WAIS Document Retrieval

Page 5 of 12

(3) Building, grounds, and parking lot maintenance;
(4) Guard services;
(5) Light, heat, and power;
(6) Depreciation, use allowances, and amortization; and
(7) All other related space costs.
(b) Occupancy and space maintenance costs associated with
organization-wide service functions (accounting, payroll, personnel) may
be included as general management costs if a space allocation or use
study supports the allocation.
(c) Occupancy and space maintenance costs associated with functions
that are not organization-wide must be included with other expenditures
in the indirect cost formula. These costs may be charged directly to
affected programs only to the extent that statutory supplanting
prohibitions are not violated. This reimbursement must be approved in
advance by the Secretary.
(Authority: 20 U.S.C. 122le-3(a) (1), 283l(a), 2974(b), and 3474)
(59 FR 59584, Nov. 17, 1994]
Sec. 76.569

Using the restricted indirect cost rate.

(a) Under the programs referenced in Sec. 76.563, the maximum amount
of indirect costs under a grant is determined by the following formula:
Indirect costs=(Restricted indirect cost rate) x (Total direct costs of
the grant minus capital outlays, subgrants, and other distorting or
unallowable items as specified in the grantee's indirect cost rate
agreement)
(b) If a grantee uses a restricted indirect cost rate, the general
management and fixed costs covered by that rate
[ [Page 167] l
must be excluded by the grantee from the direct costs it charges to the
grant.
(Authority: 20 U.S.C. 122le-3(a) (1), 283l(a), 2974(b), and 3474)
(59 FR 59584, Nov. 17, 1994]
Sec. 76.580

Coordination with other activities.

A State and a subgrantee shall, to the extent possible, coordinate
each of its projects with other activities that are in the same
geographic area served by the project and that serve similar purposes
and target groups.
(Authority: 20 U.S.C. 122le-3, 2890, and 3474)
(45 FR 22517, Apr. 3, 1980. Redesignated at 45 FR 77368, Nov. 21, 1980,
as amended at 57 FR 30341, July 8, 1992]
Evaluation
Sec. 76.591

by a gra
evaluation

A grantee shall
Secretary.

the program by the
and 6511 (a))

(Authority: 20 U.S.C. 122le-3,

1992]

(45 FR 86298, Dec. 30, 1980, as
Sec. 76.592 Federal
subgrantee

ee.

-satisfying requirement

or

·on.

If a State or a su
in a Federal evaluation
program, the Secret
may determine that the State or subgrantee meets
the evaluation re irements of the program.
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OFFICE OF MANAGEMENT AND

BUDGET
Cost Principles for State, Local and
Indian Tribal Governments
AGENCY: Office of Management and

Budget.

·

ACTION: Final Revision to 0MB Circular

A-87, "Cost Principles for State, Local
and Indian Tribal Governments".
SUMMARY: An interagency task force was
established to review existing cost
principles for Federal awards to State
and local governments. The tuk force
studied Inspector General reports and
recommendations, solicited suggestions
for changes to the Circular froin State
and local governments, and compared
for consistency the provisions of other
Office of Management and Budget cost
principles covering non-profit
organizations and universities. Proposed
revisions reflecting the results of those
efforts were published on October 12,
1988 (53 FR 40352-10367) and August
19, 1993 (58 FR 44212-44234). The
extensive comments received on these
proposed revisions, discussions with
interested groups, and other related
developments were considered in
developing this final revision.
DATES: Agencies shall issue codified
regulations to implement the provisions
of this Circular by September 1, 1995.
ADDRESSES: Office of Management and
Budget, Office of Federal Financial
Management, Financial Standards and
Reporting Branch, Room 6025, New
Executive Office Building, Washington,
DC 20503. For a copy of the revised
Circular, contact Office of
Administration, Publications Office,
Room 2200, New Executive Office
Building. Washington, DC 20503, or
telephone (202)395-7332.

0MB also considered the National
Performance Review's recommendations
to reduce paperwork and red tape.
Changt..: were made to the Circular to
streamline the cost negotiation process
and defer to State and local accounting
procedures whenever possible. Also, the
policy guides in the Circular were
amended to, provide that Federal
agencies should work with States or
localities which wish to test alternative
mechanisms for paying costs for
administering Federal programs.
Section B presents a summary of the
major public comments grouped by
subject and a response to each
comment. Other changes have been
made to increase clarity and readability.
Section C addresses procurement issues.
Section D discusses the Federal
Acquisition Streamlining Act of 1994.
B. Public Comments and R•poDSN

Basic Circular
Comment: The policy subsection
states that "no provision for profit or
increment above allowable cost is .
intended." This statement is cum,ntly
contained in the Circular, but it is
different from that contained in other
0MB cost principles circulars and is
literally incorrect. This seems to say no
profit or increment above cost is
permitted.
Response: This sentence wu changed
to conform with the other 0MB cost
principles circulars. There is no policy
change intended by this change.

General Principles for Determining
Allowable Costs-Attachment A
Comment: The requirement in the

buic guidelines that "a cost may not be
usigned to a Federal award u a direct
cost if any other cost incurred for the
same purpose in lilc.e circumstances has
been allocated to a Federal award u an
FOR FURTHER INFORMATION CONTACT:
indirect cost" appears to be too
Non-Federal organizations should
expansive and should be clarified.
contact the organization's cognizant
Response: There is no policy change
Federal funding agency.Federal
intended from that in the existing
agencies should contact Gilbert H. Tran, Circular. The wording in the
Financial Standards and Reporting
consistency provision wu changed to
Branch, Office of Federal Financial
make it clear that all costs incurred for
Management, Office of Management and the same purpose in lilc.e circumstances
Budget, telephone: (202)395-3993.
are either direct costs only or indirect
costs only with respect to final cost
SUPPLEMENTARY INFORMATION:
objectives (e.g., grants). No final cost
A. Background
objective shall have allocated to it u an
The Office of Management and Budget indirect cost any cost if other costs
(0MB) received about 200 comments
incurred for the same purpose. in like
from governmental units, Federal
circumstances, have been included u a
agencies, professional organizations and direct cost of that or any other final cost
others in response to the Federal
objective. For example. a grantee
Register notice of August 19, 1993 (58
normally allocates all travel as an
FR 44212). All comments were
indirect cost. For purposes of a new
considered in developing this final
grant proposal, the grantee intends to
revision.
allocate the travel costs of p~rsonnel

whose time is accounted for as direct
labor directly to the grant. Since travel
costs of personnel whose time is
accounted for as direct labor working ot
other grants are costs which are
incurred for the same purpose, these
costs may no longer be included within
indirect cost pools for purposes of
allocation to any other grant.
Comment: The Circular lists the
market price of comparable goods or
services as one test of reasonableness.
This statement may cause problems for
State agencies that are required to make
purchases fro!Jl State-wide contracts.
Response: 0MB recognizes that
market fluctuations may result in a Stat11
paying higher prices on State-wide
contracts. However, significant
differences between State prices and
market prices should be analyzed. For
example, Federal awards should not be
paying higher prices for State awards
based on geographical preferences.
Comment: The prohibition against
shifting costs allocable to a particular
Federal award or other cost objective to
other Federal awards needs to be
clarified. Governmental units should
not be precluded from shifting
allowable cost in accordance with
program agreements.
Response: This section wu expandec:l
to recognize that there are instances
when it may be appropriate for
governmental units to transfer costs
from one cost objective to another cost
objective.
Comment: It is not logical to require
governmental units to allocate indirect
costs to all activities including donated
services.
Response: The Circular is designed to
provide that Federal awards bear their
fair share of costs. If non-Federal
activities use donated services that
require a substantial amount of support
costs, it would be inequitable to charge
these costs to Federal awards.
Comment: The section on applicable
aedits needs to be clarified.
Response: The language in this
section has been revised to remove
inappropriate examples of applicable
aedits and references to program
income which are covered by the grant!
management common rule.

Selected Items of Cost-Attachment B
Advertising and Public Relations Costs
Comment: Clarify the allowability of
certain public relations type costs, such
u job fairs and activities to promote
ridership on public transportation.
Response: The allowability of these
types of costs depends upon the
circumstances surrounding the
individual case. In detennining whether
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retirement health benefit costs should
and related expenses. In the revised
Circular, this provision is now found lt
be deleted.
Response: This requirement was
section 14.b.
deleted. Pension costs and post
In this revision, 0MB has added a
retirement health benefit costs
provision at section 14.a. This
detennined in accordance with
provision, which was in the proposal
Generally Accepted Accounting
simply restates the currently-applicat le.
Audit Services
Principles (GAAP) and the provisions of statutory restrictions in 10 U.S.C.
the Circular will be allowable. For
Comment: The Circular limits the
2324(k).
contracts covered under Cost
allowability of audit costs to single
Depreciation
and Use Allowances
Accounting Standards (CAS), CAS 412
audits and does not provide
and 413 promulgated by the Cost
Comment: It is unclear if a use cha1ge
reimbursement for audits of a less
Accounting Standards Board shall
can be charged while an asset is in
comprehensive nature.
service.
Response: This section was revised to establish the allocability of pension
Response: The Circular now provic.es
costs.
allow the costs of other audits.
Comment: The current principles
that a reasonable use allowance may )e
Automatic Electronic Data Processing
applicable to support of personnel costs negotiated for fully depreciated asset;;
have worked well and require no
therefore, 0MB believes a reasonable
Comment: The requirement for
use allowance could be negotiated fo:
governmental units to amortize the costs change.
Response:
0MB
believes
additional
an
asset for as long as the asset is in
associated with the development and
guidance is necessary. Federal agencies
service.
testing of automated systems would
have found that the absence of sufficient
Comment: It is not clear whether
impose an unreasonable financial and
guidance on documentation to support
accelerated depreciation is allowed.
administrative burden on the
Response: The preferred method 01·
salaries charged to Federal awards has
governmental units.
depreciation
is the straight line meth :id.
caused
numerous
audit
findings
and
Response: 0MB eliminated the
However,
other
methods may be usecl
resulted
in
endless
wasted
hows
of
requirement for governmental units to
when
there
is
evidence
that an asset ·Nill
negotiation
between
Federal
agencies
amortize the costs of dev.,loping and
be used up faster in the earlier portion
and governmental units. Based on the
testing automt1ted systems until a
of its useful life. ·
comments received, 0MB made a
uniform Federal policy covering all
Comment: The estimated useful lh es
number of changes to the requirements
types of recipients of Federal awards
of equipment and buildings used to
in
this
section
of
the
Circular
to
clarify
can be developed.
compute use allowances should be
and simplify Federal requirements for
Compensation for Personnel Services
documenting salaries charged to Federal shortened.
Response: No changes were made.
awards.
·
Comment: The potential paperwork
Governmental units have the option ::,f
_burdens associated with accounting for
Defense and Prosecution of Criminal
claiming depreciation which is usuaJy
employee leave payments and accruals
and Civil Proceedings, and Claims .
based on the actual life of the asset.
could be substantial.
Comment: It is not clear why clasus
Comment: 0MB proposed to
Response: This section was simplified substantially a.mend the provisions on
of assets needed to be determined 011 a
by modifying many of the prescriptive
State-wide, local-wide, or Tribal-wic e
the allowability of legal and related
accounting rules for leave.
expenses. In the 1981 version of the
basis.
Comment: Interest cost associated
Response: This section was amenc .ed
Circular, this provision is found at
with pension contributions should be
to say classes of assets shall be
Attachment B. section 16 (46 FR 9552).
allowed if the governmental unit's
determined on the same bases used lor
In the latest proposal, the proposed
contributions are delayed.
revisions were at Attachment B, section the governmental unit's financial
Response: References to interest
statements.
14 (58 FR 44222).
payments were deleted. However,
State and local governments
Equipment
and Other Capital
language was inserted into the Circular
contended that the proposed revisions
Expenditures
to make it clear that Federal
on the allowability of legal and related
reimbursement of pension cost must be
Comment: The capitalization !eve for
expenses would be unfair and would
adjusted when the governmental unit's
equipment seems to be arbitrarily lo.v.
deny them due process.
payments to the fund are late. The
The criterion of $25,000, which is
State and local governments also
adjustment should compensate for the
recognized by the Department of He Lith
objected to the specific proposed
additional cost becaUIII of the timing of revisions dealing with legal proceedings and Human Services (HHS), might be
the charges to the Federal Government
more appropriate.
'based on the M"ljor Fraud Act and the
Response: The $5000 criterir:n is ici
and the governmental unit's
Federal Acquisition Regulation (48 CFR
line with capitalization levels used hy
contribution to the pension fund.
31.205-47) in Attachment B, sections
government contractors and others. 'rhe
Comment: Governmental units should 14.a. through f. State and local
HHS criterion is limited to equipme it
not be required to use separate cost
governments contended that those
used on a few very large programs
allocation procedures for classes of
provisions are ambiguous, inconsistent
where equipment purchases are a very
employees that experience different
and overly broad. In addition, these
small percentage of total program costs.
actuarial gains and losses (e.g., police
commenters argued that the provisions
For CAS-covered contracts subject t11
and fire departments).
were designed for commercial
Response: This requirement was
contractors and should not be applied to "full coverage", the threshold for
equipment is $1500 as established
deleted from the Circular.
grants.
under CAS 404.
Response:
After
reviewing
the
Comment: The requirement that a
Comment: Clarify the term "articl!"
comments on the proposed revisions.
governmental unit obtain Federal
as used in the definition of equipmE nt.
0MB decided not to amend the current
approval for changing its method for
The Circular defines equipment "as
provision on the allowability of legal
detennining pension and postFederal awards should participate in
these types of costs, the recipient should
consider how similar types of costs are
charged, and whether there is a direct
benefit to Federal awards resulting from
these costs.
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~========================~being an article of nonexpendable
property."
Response: The definition of "capital
expenditure" was added to further
define the term "equipment." However,
if further guidance is needed in this
area, governmental units should follow
their own accounting practices when
defining equipment.
Comment: It is not clear what is
meant by "The total acquisition costs
are not allowable as indirect costs
during the period acquired."
Response: This section was clarified.
It now says that capital expenditures
which are not authorized to be charged
directly to an award may be recovered
through use allowances or depreciation.
Comment: The impact of depreciation
as proposed in the Circular would shift
costs to the governmental unit, not make
any provision for the time value of
money, inaease administrative costs to
track resulting depreciation schedules,
and erode the partner relationship
between Federal agencies ~d
governmental units.
Response: The accounting treatment
for depreciation as prescribed by the
Circular is based on GAAP. Further, the
provisions ensure that the Federal
Government pays its fair share of costs,
including interest on financing.

which the Federal Government
partici;~ted in the financing.

not on pre-revision debt (47 FR 33658).
In 1994, in a proposed revision to
Circular A-122, "Cost Principles for
Insurance and Indemnification
Non-Profit Organizations," 0MB
Comment: It is not apparent why
proposed to allow interest debt issued t)
provisions for liabilities, which do not
acquire buildings and equipment, but
become payable for more than one year
not on pre-revision debt (59 FR 49091).
after a self insurance provision is made,
In view of the fact that pre-revision
are limited to the discounted value of
debt was incurred with full knowledge
the liability.
of the cost policy that was in effect at
Response: This requirement is
that time, 0MB does not believe that
designed to cover only those cases
grantees should expect the Federal
where the amount of the liability is firm Government to allow interest on this
or reasonably certain. This provision
debt without such a decision being cost.
helps to avoid excessive reserve
justified from the Federal Government'i
balances for the current fiscal year. It
perspective. 0MB believes the Federal
limits current year premiums to the
Government should only allow intere$t
present value of the future (known or
on pre-revision debt when the cost of
reasonably certain) liability. When that
maintaining dual records on pre
future liability becomes due, prior years revision and post-revision assets and
premiums plus earnings (i.e., interest or related debt (all or a portion of these
investment income) from those
recordkeeping costs are chargeable to
premiums will be available to satisfy
the Federal programs as administrative
that debt.
costs) is less than the interest cost on
Comment: The Circular states that
pre-revision debt.
self-insurance reserves must be based on
With respect to debt incurred to
purchase buildings, 0MB believes that
10und actuarial pJindples using the
the cost of maintaining dual records is
most likely assumptions. Thia seems to
cost-justified in view of the limited
be an attempt to limit sound: actuarial
number of buildings and debt iuues for
principles.
Rnponse: This language was not
which separate records would have to
be maintained, and the substantial
intended to restrict sound actuarial
principles. The language was changed to interest cost associated with long term
clarify that sound actuarial aaumptions debt used to finance buildings. Thus, as
Fund Raising and Investment
0MB has previously explained,
should recognize actual put, u well as
Management Costs
"[a)applying the new rules to old
probable future, events when
Comment: It is not clear whether costs determining premiums and reserve
buildings would appear to provide a
related to raising funds from employees levels.
windfall recovery, and might drive up
within an organization for charitable
..,verhead costs of federally assisted
Interest
programs" (47 FR 33658, also see 45 FR
activities, such u the United Way,
Comment: Interest expense should be 27363).
would be allowable since the Circular
Equipment acquired by State and
allowable not only for building
disallows fund raising costs.
local governments (except computers),
modifications, u provided in the 1981
Response: Generally, the prohibition
while substantial in terms of the. numbe ~
on fund raising activities covered by the revision of Circular A-67, but also for
Circular is for those activities where the acquisitions of equipment made prior to of pieces, is relatively nominal in cost
the issuance date of the revised Circular. and has a relatively short life span. As
governmental unit raises funds for its
The proposed provision is objectionable a result, the outstanding inte1est on deb•
own use. Incidental fund raising from
iuued to finance this equipment is
becaUM it would require dual records
an organization's own employees for
ntlatively nominal. Moreover, State and
and impose an unreasonable and
charitable organizations, such u the
local governments would still bear the
unnecessary administrative burden on
United Way, is considered part of
major share of the financing costs, even
State and local governments.
normal operating expenses and,
if pre-revision debt were allowable. By
Responu: The provision was
therefore, allowable.
rewritten to allow interest expense paid contrast, the cost of maintaining dual
Gains and Losses on Disposition of
records for a large number of items and
or incurred on or 1.1"ter the revised
Depreciable Property and Other Capital
Circular's effective date to be charRed to related debt would likely be substantial.
Assets and Substantial Relocation of
Given the different balance between
Federal awards for existing u welf u
Federal Programs
administrative and interest costs, 0MB
newly-acquired equipment.
Historically, 0MB has not allowed
Comment: The provisions which
has decided that, in this instance, the
interest on debt issued prior to the
would require governmental units to
ad.m.ini8trative costs associated with
effective date of an interest policy
reimburse the Federal Government
maintaining separate records to track
revision (pre-revision debt). In 1980,
when Federal awards were relocated
pre-revision and post-revision debt is
from facilities where the Federal
0MB allowed State and local
not cost-justifiable from the Federal
Government participated in the
governments interest on debt issued to
Government's perspective.
The basis for the allowance of pre•
acquire buildings, but not on pre·
financing is inappropriate.
Response: This section was amended. revision debt (45 FR 27363). In 1982, in revision debt for equipment of State and
local governments is consistent with the
It now requires governmental units to
a revision to Circular A-21, "Cost
obtain prior approval from the cognizant Principles for Educational Institutions," basis for OMB's treatment of such debt
for educational institutions (in 1982)
agency for substantial relocations of
0MB allowed interest on debt issued to
and OMB's proposed treatment of such
Federal awards from buildings for
acquire buildings and equipment, but
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debt for non-profit organizations (in
1994). The cost of equipment acquired
by educational institutions and non•
profit organizations through debt
financing can be significant (e.g., over
$650,000 for x-ray crystallography .
equipment. $348,000 for a vantage flow
cytometer for high speed cell analysis,
and $265,000 for an electron
microscope). Equipment of this type and
related debt has a longer life. and in
turn, significantly higher interest cost.
Moreover. as with buildings. there are
only a limited number of pieces of such
equipment, which reduces the
administrative costs of dual records.
Given the amount of interest involved in
the financing of tht!se assets compared
with the relatively nominal
administrative burden associated with
maintaining dual records. 0MB believes
the cost of maintaining dual records is
justifiable.
Comment: The requirement for a
governmental unit to document. as part
of its decisionmaking process, that
capital leasing is the n:.ost economical
option does not belong in Circular A-:87.

Response: The requirement for lease
analysis as part of the governmental
unit's decisionmaking process and its
proper documentation is addressed in
the Gr1mts Management Common Rule
u..,der Section __.36(b)(4). This
requirement is not addressed in Circular
A-87.

Comment: Governmental units would
not recover their full costs because of
provisions in the Circular which
provide that a credit is due the Federal
Government when Federal payments for
interest, depreciation. use charges and
other contributions for building use
exceed the interest and principal
payments made by the government
(positive cash flow).
Response: 0MB deleted the
provisions in the Circular which would
require credits under the conditions
described above. However,
governmental units will be required to
negotiate the amount of allowable
interest whenever cash payments
(interest, use allowances, depreciation
and contributions) exceed governmental
unit cash payments and other
governmental unit contributions. 0MB
wi!l study this matter further to ensure
fai. and equitable policies are
established for the States and the
Federal Government.
Memberships, Subsc:riptions. and
Proiessional Activities

Comment: Membership costs in some
civic and community organizations
should be allowable when the purpose

is to promote services provided by the
Federal award.
_qtJsponse: The language has been
revised to allow memberships in civic
and community organizations as a direct
cost with the prior approval of the
Federal awar~ng agency.
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government taxes. or changes in tax
policy. that disproportionate Iv affoct a
federally-funded program. Under 1he
Circular. such taxes are unallowat le.
(As explained in the next commec t-and
response. where a Federal statute
prescribes a different treatment fo:·
taxes. that statute controls.)
Professional Service Costs
For example, a tax would
Comment: Simplify the section on
disproportionately affect a Federa.
professional service costs by eliminating program if the tax were defined or
the factors to consider in determining
applied so that it was imposed on: y in
the allowability of professional service
connection with that program, or 1>nly
costs.
in connection with Federal programs
Response: Eight subsections listing
generally. Another example would be if
the factors were deleted.
a sales tax were imposed on a good or
service that in practice is used sol,ily or
Proposal Costs
disproportionately in connection •vith
Comment: It is not clear why proposal Federal programs. These example1: are
costs should normally be treated as
for illustration, and are not meant to be
indirect costs and allocated to all
exclusive. Whether a particular ta,. or
activities. Such costs should be treated
change in tax policy, would
as direct costs if they can be identified
disproportionately affect a Fed£'ra
with a specific award.
program will have to be determinE d
Response: 0MB added a provision to
based on a review of the tax and tl 1e
allow governmental units to charge
Federal programs in question.
proposal costs directly to a Federal
When a governmental unit pays a tax
to itself, that self-assessed tax is nt 1t a
award with the prior approval of the
true cost to the governmental unit
Federal awarding agency.
Especially where a self-assessed tax
Taxes
disproportionately affects a Feden,l
Comment: If 0MB adopts the
program.it is not appropriate for ttle
proposed revision affecting sales tax
governmental unit to be able to
reimbursement, the revision should
characterize that tax as a "cost" of its
become effective at some later date to
participation in the Federal progr~m. U
such disproportionate. self-assess1 d
allow time to change State and local
taxes were treated as allowable, e, en
laws.
Response: 0MB agrees that there
though they disproportionately aflect
should be a phase-in period. The
Federal programs. governmental units
could define or apply taxes in sud1 a
Circular allows governmental units
way that their net impact would l.rgel}'
three years to rhase-in the change.
Comment: I the sales tax proposal
be to increase the Federal Govemnent's
were adopted, it would become a
contribution, rather than to raise
burden to separately account for State
revenues from the taxpayer. To tho
sales taxes paid on Federal grant
extent that making such taxes
unallowable would result in a loss of
purchases.
Response: The Circular allows
Federal assistance awards, the Cir1 :ular
allows three years for government, 11
reasonable approximations to be used
units to phase-out any existing taxes
where the identification of the actual
that disproportionately affect Federal
amount of unallowed taxes would
programs. (For the larger formula 1:rant
require an inordinate amount of effort.
Comment: State sales taxes should be programs, the disallowance of suC:1
taxes would not result in any loss ,f
allowable when a governmental unit is
in a position that makes exclusion
Federal assistance awards: the fun is
administratively impossible. i.e., when
which r.re now used to pay self-asi.essed
employees in travel status must pay
taxes could be used to further the
sales taxes upon receipt of goods and
objectives of the Federal assistancn. l
Comment: The proposed revision on
services.
sales taxes is directly contrary to tie
Response: States should attempt a
legislative intent of Public Law 10 zreasonable approximation.
234, "Medicaid Voluntary Contributions
Comment: Some State and local
and Provider Specific Tax Amend; nents
governments and Indian Tribal
of 1991." The proposal should be
governments would lose substantial
revised to preclude its application to
amounts of revenue jf sales taxes were
broad-based health c;are related 18):es
not chargeable to purchases made in
connection with federally-funded
pnid by public entities.
Response: The Circular would not
programs.
take precedence over a statute. If art\·
Response: The intention cf the tax
stc1tute specifically pre5c;-ibes poli ;ies
provision is to address State or local
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~====~==~====~~===~~~~-a larger reserve in exceptional cases
when approved by the cognizant
Feder"!.! agency.
Comment: The Circular should not
restrict governmental units from
engaging an accounting firm to prepare
an indirect cost proposal and then
engaging the same firm to make
subsequent audits.
Response: This provision was deleted
from the Circular. This issue will be
addressed as part of 0MB policy
changes to other 0MB grants
management circulars.
Comment: What are the criteria 0MB
uses for making cognizant assignments
and for defining "major governments"?
Response: 0MB is in the process of
reviewing the cognizant assignments for
govern.mental units. Only governmental
units receiving substantial amounts of
direct Federal assistance will be
assigned a Federal cognizant agency, and
be required to submit plans to those
cognizant agencies. Because the mix of
Federal awards has changed so much
since the last list was issued, 0MB
needs to develop a new dollar criterion
for defining "major."
Comment: States and other prime
grantees should not be required to
monitor subrecipient cost allocation
plans and/or negotiate sub-recipient
indirect costs.
Response: The grants management
common rule requires governmental.
units to monitor subawards to assure
compliance with applicable Federal
requirements. These requirements
include compliance with the cost
principles. In those cases where the
subrecipient does not receive any
Travel Costs
Federal awards directly from the
Comment: Airfare costs in excess of
Federal Government, Federal agencies
the lowest available commercial
would not have any direct responsibility
discount fare are unallowable. With
for negotiating indirect costs.
today's confusing array of super savers
Comment: Attachment C, Section E
and fare wars, the burden involved in
states that "The documentation
proving the lowest airfaze would be
requirements in this section may be
considerable.
·
Response: The travel provisions \\'918 modified, expanded, or reduced by the
cognizant agency on a case-by-case
changed to say travel costs in excess of
basis."
This specific sentence might
the customary standard (coach or
allow a Federal cognizant agency to
equivalent) airfare are unallowable.
unreasonably and •..utilaterally expand
State/Local-Wide Central Service Cost
the documentation requirements.
Allocation Plans--Attachment C
Response: Federal agencies should
Comment: Working capital reserves in have the flexibility to obtain additional
data, when necessary. However, 0MB
many cases should not be limited to 60
agrees that this type of request should
days cash expense,. Time consuming
be the exception rather than the rule.
collections, uneven usage levels, and
Comment: Documentation for internal
unanticipated demand for services are
service funds seems excessive since
some of the reasons for authorizing a
these areas are audited..This
larger reserve.
documentation is more appropriately
Response: 0MB believes the 60 day
included in a State or local
reserve should provide the flexibility
government's financial statements and
required by most funds to operate from
work papers for the fiscal year rather
one billing cycle to the next. However,
the Circular was amended to provide for than in the entitv's cost allocation plan.

and specific requirements that differ
from the Circular, the statu:e will
govern.
.
Comment: State sales taxes collected
by another level of government should
be exempt from the provisions of the
Circular.
Response: As noted above, the
Circular's disallowance is directed at
self-assessed taxes. Thus, if a local
government receives an award directly
from the Federal Government. and pays
a State sales tax on purchases made in
connection with that award, the tax is
an allowable cost. (However, as
previously noted. the Circular does not
restrict the authority of Federal agencies
to identifv taxes where Federal
participation is inappropriate.)
However, if the local government does
not receive the award directly from the
Federal Government, but instead
receives the award indirectly by virtue
of a State pass-through, then the sales
tax that the local government pays the
Statt! is in reality a self-assessed tax,
which would be unallowable if the tax
disproportionate 1,y affects a Federal
program.
Comment: It is not clear whether the
prohibition on payment of sales taxes
applies to out-of-state sales tax.
Response: Since they are not se1!
assessed, taxes assessed by other States,
or political subdivisions of other States,
are not unallowable under the Circular.
(However, as previously noted. the
Circular does not restrict the authority
of Federal agencies to identify taxes
where Federal participation is
inappropriate.)

Response: 0MB amended this secncn
to require only the largest funds to
submit data. If the required data are
included in the governmental unit's
financial statements. submission of t.!:in
financial statements to the Federal
cognizant agency will meet the
requirements of the Circular.
Comment: 0MB proposed to add
provisions requiring the certification cf
cost allocation plans and of indirect cc st
rates (see preamble (58 FR 44218);
Attachment C, Section E.4 (SB FR
44229); Attachment D, Section D.3 (58
FR 44230-31); and Attachment E,
Section D.3 (58 FR 44233)). States
objected to the inclusion of the phrase
"under penalty of perjury" in the
proposed certification. They contende1l
that the phrase is unnecessary.
Response: 0MB has decided to ame1 ,d
the Circular to add the proposed
certifications, but 0MB has accepted tJ1e
commenters' suggestion that the phraso
"under penalty of perjury" not be
included in the certifications. 0MB
believes that, when the Federal
Government is dealing with State and
local governments, it is unnecessary to
require that the certifying government
official sign a certification stating that it
is made "under penalty of perjury."
State and local officials should not
conclude, however, that the omission cf
the phrase "under penalty of perjury"
means that no potential legal liability i:1
associated with a certification's
submission. In this regard, note the
provision in Federal law imposing
criminal penalties for "false, fictitious
or fraudulent statements or
representations" (18 U.S.C. 1001). The
Department of Justice is responsible for
enforcing this provision (and other law,
regarding false statements and claims).
0MB expresses no opinion concerning
the potential legal liabilities that are
associated with making the
certifications in the revised Circular.
Comment: Restricting the authority tc 1
reopen Central Service Plans to the
Federal cogn.i?nt agency is inequitable.
Response: This section was clianged
to state that agreements may be subject
to reopening only if the agreemen·. is
subsequently found to violate a statute
or the information upon which the pla:c
was negotiated is later found to be
materially incomplete or inaccurate.
Comment: GA.AP for State and local
governments do not require internal
service activities to be accounted for
and reported in proprietary accounts.
Response: The requirement for
internal service activities to be
accounted for in proprietary accounts
was deleted.
Comment: Remove the requirement
that a carry forwnrci aclj•istment is not
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permitted for a central service activity
that was not included in the approved
plan.
Response: The carry forward
technique was intended to pennit
adjustments for differences between
actual and estimated costs of services
included in a cost allocation plan. It was·
not intended to shift the entire cost of
an activity excluded from the year of the·
plan to a future year. There may be
circumstances where a change to the
plan should be considered (e.g., the
service did not exist when the plan was
established and was initiated during the
year covered by the plan). This type of
amendment should modify the plan
itself and would not be handled through
a carry forward adjustment.
Comment: Adjustments of billed
services do not provide a workable
solution for the larger central services of
the States. The dollar limitation of
$50.000 for making adjustments through
allocated central services is too low.
·
Response: This sectiou was rewritten
to provide govcnunental units more
options and flexibility in making
adjustments to Federal awards.
Public Assistance Cost Allocation
Plans-Attachment D
Comment: The public assistance cost
allocation plans are narrative
descriptions of cost allocation
procedures rather than allocations of
actual costs. The provisions dealing
with refunds or adjustments related to
unallowable costs and the certification
of cost allowability do not appear
appropriate.
Response: The certification and the
provisions dealing with refunds and
adjustments w«ue deleted.
State and Local Indirect Cost Rate
Proposals-Attachment E

C. Procurement Issues

Se'v,:1ral procurement issues arose
during the Federal Government's
internal review process. This section
clarifies the procurement issues.
Effective Date for Governmental Units
With Predetermined Rates Beyond
September 1. 1995
·

-
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seeking public comment on the
proposed revisions.
John B. Arthur,
Associate Director for Administration.

Executive Office of The President
Office of Management and Budget
Washington, DC 20503
May 4. 1995.
Circular No. A-87 Revised

To ~e Heads of Executive Departments a: 1d

For a governmental unit that already
Establishments
has established indirect cost rates
From: Alice M. Rivlin. Director
beyond September 1, 1995, the effective Subject: C:OSt Principles for State. Local, and
date of the revised Circular shall be at
Indian Tribal ~vernments
the start of the next accounting period
1. Purpose. This Circular establishes
beginning on or after September 1, 1995, principles and standards for determining
for which the governmental unit has not costs for F11deral awards carried out thru1.gh
yet established a predetermined indirect grants. cost reimbunement contracts. anc
other agreements with State and local
cost rate.
governments and federally-recogni1.ed In iian
Depreciation Method{s) for GAS
Covered Contracts
CAS--::overed contracts subject to "full
coverage"' under CASS shall follow the
standards promulgated by CASS in the
computation of depreciation.
A.llowability of Interest Expenses for
GAS-Covered Contracts
For contracts subject to CAS 414 (48
CFR 9903.414, cost of money as an
element of the cost of.capital), and CAS
417 (48 CFR 9903.417, cost of money as
an element of the cost of capital assets
under construction), the imputed cost r~
money determined allocable in
accordance with CAS 414 and 417 may
be claimed as an allowable cost. When
cost of money is claimed, interest shall
not be an allowable direct or indirect
cost under such contracts.
D. Federal Acquisition Streamline Act

The Federal Acquisition Str11amJining
Comment: The Circular is silent on
Act (FASA) of 1994, enacted on October
the time period for use of predetermined 13, 1994, amended Section 306(e) of the
rates.
Federal Property and Administrative
Response: The Circular was amended Services Act of 1949 (41 U.S.C. 256,
Public Law 103-355, Section 2151, 108
to encourage the use of indirect cost
Stat. 3309-12), to specify certain items
rates for a period of two to four years.
Comment: Governmental units should of costs as not allowable under Federal
covered contracts. 0MB is undertaking
notify the Federal Government of any
a review of these FASA provisions, for
accounting changes that might make it
the purpose of determining whether the
necessary to renegotiate the
unallowable cost provisions of Cizcular
predetermined rate.
A-87, and ofOMB's other cost
Response: A provision was added to
principles circulars, should be amended
the certification which requires the
in light of the FASA provisions on
governmental unit to notify the Federal
unallowable costs. If 0MB ultimately
Government of any accounting changes
concludes that amendments may be
that would effect the application of the
appropriate, 0MB will issue a proposal
predetermined ratt!.

tribal governments (governmental units).
2. Authority. This Circular is issued ur1cier
the authority of the Budget and Accounti og
Act of 1921. as amended: the Booget and·
Accounting Procedures Act of 1950. as
amended: the Chief Financial Officers Act of
1990; Reorganization Plan No. 2 of 1970; and
Executive Order No. 11541 ("Prnaibina the
Duties of the Office of Management and
Budget and the Domestic Policy Council in
the Executive Office of the President").
3. BacJcsround. An interagency task folce
wu Ntablished In 1987 to review exiltiJ: g
cost principln for Federal awards to Stale,
local, and Indian tribal governments. Th,,
task force studied Inspector General repc rts
and recommendations. solicited suggestions
for changes to the Circular from
governmental units. and compared for
consistency the provisions of other OMJ3 cost
principles circulan covering non-profit
organizations and universities. A proposed
revised Circular reflecting the results of hose
efforts was isNed on October 12. 1988, and
August 19, 1993. Extensive comments 01 L the
proposed reyi1ions, discussions with intm,st
groups. and related d~velopments were
considered in developing this revision.
4. Rescissions. This Circular rescinds ,md
supersedes Circular A-87. issued January 15,
1981.
5. Policy. This Circular establishes
principlet and standards to provide a

uniform approach for determining costs and
to promote effective program delivery,
efficiency, and better relationships between
governmental units and the FederrJ
Government The principles are for
determining allowable costs only. They are
not intended to identify the circumstances or
to dictate the extent of Federal and
ln:'!.mmental unit participation in the
dn& of a particular Federal award.
Provision for profit or other increment above
cost is outside the scope of this Circular
8. Definitions. Definition~ cf key tenn,
used in this Circular are contained in
Attachment A. Section B.
7. Required Action. Agencies responsible
for administering programs that involve cost
reimbursement contracts. grants. and otl1er
agreements with governmental units sh, ll
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issue codified regulations to implement the
provisions of this Circular and its
Attachments by September 1, 1995.
8. 0MB Responsibilities. The Office of
Management and Budget (0MB) will review
agency regulations and implementation of
·
this Circular. and will p_rovide policy
interpretations and assistance to insure
effective and efficient implementation. Any
exceptions will be subject to approval by
0MB. Exceptions will only be made in
particular cases where adequate justification
is presented.
9. Information Contact. Further
information concerning this Circular may be
obtained by contacting the Office of Federal
Financial Management, Financial Standards
and Reporting Branch, Office of Management
and Budget. Washington. DC 20503,
telephone 202-395-3993.
10. Policv Review Date. 0MB Circular A87 will have a policy review three years from
the date of issuance.
11. Effective Date. This Circular is effective
u follows:
-For costs charged indirectly or otherwiH
covered by the cost allocation plans
described in Attachments C. D and E. this
revision shall be applied to cost allocation
plans and indirect cost prop-:isaJs
submitted or prepared for a &ovemmental
unit's fiscal year that begins on or after
September 1, 1995.
-For other costs, this revision shall be
applied to all awards or amendments,
including continuation or renewal awards,
made on or after September 1, 1995.

0MB Circular No. A-87-Cost
Principles for State, Local and Indian
Tribal Governments
Table or Contents
Attachment A~neral Principles for
Detl!nnining Allowable Costs
Attachment 8-Selected Items of Cost
Attachment C-State/Local-Wide c.entral
Service Cost Allocation Plans
Attachment 0-Public Assistance Cost
Allocation Plans
Attachment E-State and Local Indi.rect Cost
Rate Proposals

Attachment A-General Principles for
Determining Allowable Costs
Table of Contents
A. Purpo,e and Scope
1. Objectives
2. Policy guides
1. Application
B. Definitions
1. Approval or authorization of tbe
awarding or cognizant Federal agency
.:. Award
3. Awarding agency
4. C-entral service cost allocation plan
5. Claim
6. Cognizant agl!ncy
7. Common rule
8. Contract
9. Cost
10. Cost alloc,Hion plan
11. Cost cbjectiv11
12. Federally-recogni:i:c?d Indian tribal
government
13. Governmental unit

14. Grantee department or agency
15. Indirect cost rate proposal
16. 1..cv;sl government
17. Public assistance cost eilocation plan
18. State
C. Basic Guidelines
1. Factors affecting allowability of costs
2. Rlfasonable costs
3. Allocable costs
4. Applicable credits
D. Composition of Cost
1. Total cost
2. Classification of costs
E. Di.rect Costs
1. General
2. Application
3. Minor items
F. Indirect Costs
1. General
2. Cost allocation plans and indi.rect cost
proposals
3. Limitation on indirect or administrative

techniques may be necessary to assure
proper and efficient administration of
Federal awards.
b. Federal a•Hincies should work with
States or localities which wish to test
alternative mechanisms for paying costi
for administering Federal programs. Th,i
Office of Management and Budget
(0MB) encourages Federal agencies to
test fee-for-service alternatives as a
replacement for CWTent cost
reimbursement payment methods in
response to the National Performance
Review's (NPR) recommendation. The
NPR recommended the fee-for-service
approach to reduce the burden
associated with maintaining systems fo1
charging administrative costs to Federa:
programs and preparing and approving
cost allocation plans. This approach
costs
should also increase incentives for
G. lnteragency Services
administrative efficiencies and impro've
H. Required Certifications
outcomes.
3. Application.
A. Purpose and Scope
a. These principles will be applied b;
1. Objectives. This Attachment
all Federal agencies in determining
establishes principles for determining
costs incurred by governmental units
the allowable costs incurred by State,
under Federal award$ (including
local, and federally-recognized Indian
subawards) except those with (1)
tribal governments (governmental units) Publicly-financed educational
under grants, cost reimbursement
institutions subject to 0MB Circular Acontracts. and other agreements with the 21, "Cost Principles for Educational
Federal Government (collectively
Institutions," and (2) programs
referred to in this Circular as "Federal
administered by publicly-owned
awards"). The principles are for the
hospitals and other providers of medic.al
purpose of cost determination and are
care that are subject to requirements
not intended to identifv the
promulgated by the sponsoring F~deral
circumstances or dictate the extent of
agencies. However, this Circular does
Federal or governmental unit
apply to all central service and
participation in the financing of a
department/agency costs that are
particular program or project. The
allocated or billed to those educational
principles are designed to provide that
institutions, hospitals, and other
providers of medical care or services by
Federal awards bear their fair share of
other State and local government
cost recognized under these principles
except where restricted or prohibited by departments and agencies.
b. All subawards are subject to those
law. Provision for profit or other
Federal cost principles applicable to tht,
increment above cost is outside the
particular organization concerned.
scope of this Circular.
Thus, ifa subaward is to a governmental
2. Policy guides.
unit (other than a college, university or
a. The application of these principles
hospital), this Circular shall apply; if a
is based on the fundamental premises
subaward is to a commercia~
that:
organization, the cost principles
(1) Governmental units are
applicable to commerc.:ial urganizatiur.s
responsible for the efficient and
effective adminisLation of Federal
shall apply; if a subaward is to a c::illege
awards through the application of sound or university, Circular A-21 shall apply:
if a subaward is to a hospital, the cost
management practices.
(2) Governmental units assume
principles used by the Federal awardin.
responsibility for administering Federal agency for awards to hospitals :;hall
funds in a manner consistent with
apply, subject to the provisions of
subsection A.3.a. of this Attachmer:t; .;f
underlying agreements, program
objectives, and the terms and conditions a subaward is to some other non-profit
organization, Circular A-122, "Cost
of the Federal award.
(3) Each governmental unit. in
Principles for Non-Profit
recognition of its own unique
Organizations," shall applv.
c. These principles shalf be used as a
combination of staff. facilities, and
guide in the pricing of fixed price
experience. will have the primary
arrangements where costs are used iu
responsibility for employing whatever
determininl! the appropriate price
form of organization and management
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======~=======~~======~d. Where a Federal contract awarded
to a governmental unit incorporates a
Cost Accounting Standards (CAS)
clause, the requirements ofthatclause
shall apply. In such cases~th•
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
costs under CAS-covered contracts. The
agreement shall indicate that 0MB
Circular A~7 requirements will be
applied to other Federal awards: In all
cases, only one set of records needs to
be maintained by the govern.mental unit.

B. Definitions
1. "Approval or authorization of the
awarding or cognizant Federal asency"
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. If tb.e costs are
covered by a State/local-Hide cost
allocation plan or an indirect cost
proposal, approval of the plan
constitutes the approval.
2. "Award" means grants, cost
reimbursement contracts and other
agreements between a State, local and
Indian tribal government and the
Federal Government.
3. "Awarding agency" means (a) with
respect to a grant, cooperative
agreement, or cost reimbursement
contract, the Federal agency, and (b)
with respect to a subaward, the party
that awarded the subaward.
4. "Central service cost allocation
plan" means the 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 to its departments and
agencies. The costs of these services
may be allocated or billed to usen.
5. "Claim" meana a written demand
or written assertion by the governmental
unit or granter seeking, u a matter of
right. the payment of money in a sum
certain, the adjustment or interpretation
of award tenns. or other relief arising
under or relating to the award. A
voucher. invoice or other routine
request for payment that is not a dispute
when submitted is not a claim. Appeals,
such as those filed by a governmental
unit in response to questioned audit
costs. are not considered claims until a
final management decision is made by
the Federal awarding agency.
6. "Cognizant agency" means the
Federal agency responsible for
reviewing. negotiating, and approving

cost allocation plans or indirect cost
proposals developed under this Circular
on b..half of all Federal agencies. 0MB
publishes a listing of cognizant
agencies.
7. "Common Rule" mems the
"Uniform AdministratiYe Requirements
for Grants an9 Cooperative Agreements
to State and Local Governments; Final
Rule" originally issued at 53 FR 80348103 (March 11, 1988). Other common
rules will be referred to by their specific
titles.
8. "Contract" means a mutually
binding legal relationship obligatin,rth•
seller to furnish the supplies or services
(including construction) and the buyer
to pay for them. It includes all types of
commitments that obligate the
government to an expenditure of
appropriated funds and that, except u
otherwise authorized. are in writing. In
addition to bilateral instruments,
contracts include (but are not limited
to): awards and notices ofawards; job
orders or task orders issued under basic
ordering agreements; letter contracts;
orders, such u purchase orders, under
which the contract becomes effective by
written acceptance or performance; and,
bilateral contract modifications.
Contracts do not include grants and
cooperative agreements covered by 31
U.S.C. 6301 et seq.
9. "Cost" means an.amount u
determined on a cash, accrual, or other
buis acceptable to the Federal awarding
or cognizant agency. It does not include
transfers to a general or similar fund.
10. "Cost allocation plan" means
central 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 activity for which cost
data are needed and for which costs are
incurred.
12. "Federally-recognized Indian
tribal government" means the governing
body or a governmental agency of any
Indian tribe, baud. nation, or other
organized group or community
(including any native village u defined
in Section 3 of the Alaska Native Claims
Settlement Act. 85 Stat. 688) certified by
the Secretary of the Interior as eligible
for the special programs and services
provided through the Bureau of Indian
Affairs.
13. "Governmental lililit" means the
entire State, local. or federally
recognized Indian tribal government,
including any component thereof.
Components of governmental units may
function independently of the

govern.mental unit in accordance wit o
the term of the award.
14. "Grantee department or ageag"
means the component of a State, locd.
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 proposal"
means the documentation prepared 1,y a
governmental unit or component thereof
to substantiate its request for the
establishment of an indirect cost ratE as
described in Attachment E.of this
Cilcular.
16. "Local government" means a
county, municipality, city, town,
township, local public authority, scl: ool
district, special district. intrastate
district, council of governments
(whether or not incorporated as a no 1profit corporation under State law), 1.ny
other regional or interstate govemmE nt
entity, or any agency or instrumentality
of a local government.
17. "Public usistance cost allocation
plan" means a narrative description >f
the procedures that will be used in
identifying, measuring and allocatina all
administrative costs to all of the
program• administered or supervisec, by
State public assistance agencies u
described in Attachment D of this
Circular.
18. "State" means any of the severtl
States of the United States, the District
of Columbia, the Commonwealth of
Puerto Rico, any territory or possession
of the United States, or any agency o ·
instrumentality ofa State exclu!!ive cf
local governments.
C. Buie Guidelines

1. Factors affecting allowability of

costs. To be allowable under Federal
awards, costs must meet the followii: g
general criteria:
a. Be necessary and reasonable for
proper and efficient performance anc I
administration of Federal awards.
b. Be allocable to Federal awards
under the provisions of this Circular.
c. Be authorized or not prohibited
under State or local laws or regulations.
d. Conform to any limitatiom. or
exclusions set forth in these principl !IS,
Federal laws, terms and conditions of
the Federal award, or other governin: C
regulations as to types or amounts of
cost items.
e. Be consistent with policies.
regulations, and procedures that app .y
uniformly to both Federal awards anil
other activities of the governmental
unit.
f. Be accorded consistent treatmenl. A
cost may not be assigned to a Federal
award as a direct cost if anv other coi:t
incurred for the same purp.ose in like
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Federal award as an indirect cost.
g. Except as otherwise provided for in
this Circular, be determined in
accordance with generally accepted
accounting principles.
h. Not be included as a cost or used
to meet cost sharing or matching
requirements of any other Federal award
in either the current or a prior period,
except as spec:f.cally provided by
Federal law or regulation.
i. Be the net of all applicable credits.
j. Be adequately documented.
2. Reasonable costs. A cost is
reasonable if, in its nature and amount,
it does not exceed that which would be
incurred by a prudent person under the
circumstances prevailing at the time 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
determining reasonableness of a given
cost. consideration shall be given to:
a. Whether the cost is o! a type
generally recog:lized as ordinary and
necessary for the operation of the
governmental unit or the performance of
the Federal award.
b. The restraints or requirements
imposed by such factors as: sound
business practices; arms length
bargaining; Federal, State and other
laws and regulations; and, terms and
conditions of the Federal award.
c. Market prices for comparable goods
or services.
d. Whether the individuals concerned
acted with prudence in the
circumstances considering their
responsibilities to the governmental
unit. its employees, the public at large.
and the Federal Government.
e. Significant deviations from the
established practices of the
governmental unit which may
unjustifiably increase the Federal
award's cost.
3. Allocable costs.
a. A cost is allocable to a particular
cost objective if the goods or services
involved are chargeable or assignable to
such cost objective in accordance with
relative benefits received.
b. All activities which benefit from
the governmental unit's indirect cost,
including unallowable 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 cost objective under
the principles provided for in this
Circular may not be charged to other
Federal awards to overcome fund
deficiencies. to avoid restrictions
imposed by law or terms of the Federal

awards, or for other reasons. However,
this prohibition would not preclude
goven.:nental units from shifting costs
that are allowable under two or more
awards in accordance with existing
program agreements.
d. Where an accumulation of indirect
costs will ultimately result in charges to
a Federal award. a tost allocation plan
will be required as described in
Attachments C, D. and E.
4. Applicable credits.
a. Applicable credits refer to those
receipts or reduction of expenditure
type transactions that offset or reduce
expense items allocable to Federal
awards as direct or indirect costs.
Examples of such transactions are:
purchase discounts, rebates or
allowances. recoveries or indemnities
on losses. insurance refunds or rebates,
and adjustments of overpayments or
erroneous charges. To the extent that
such credits accruing to or received by
the governmental unit relate to
allowable costs, they shall be credited to
the Federal award either as a cost
reduction or cash refund. as
appropriate.
b. In some instances, the amounts
received from the Federal Government
to finance activities or service
operations of the governmental unit
should be treated as applicable credits.
Specifically. the concept of netting such
credit items (including any am11unts
used to meet cost sharing or matching
requirements) should be recognized in
determining the rates or amounts to be
charged to Federal awards. (See
Attachment B. item 15, "Depreciation
and use allowances," for areas of
potential application in the matter of
Federal financing of activities.)

E. Direct Costs

1. General. Direct costs are those tha
canoe identified specifically with a
particular final cost objective.
2. Application. Typical direct costs
chargeable to Federal awards are:
a. Compensation of employees for tlte
time devoted and identified specifically
to the performance of those awards.
b. Cost of materials acquired.
consumed. or expended specifically for
the purpose of those awards.
c. Equipment and other approved
capital expenditures.
d. Travel expenses inc~d
specifically to carry out the award.
3. Minor items. Any direct cost of a
minor amount may be treated as an
indirect cost for reasons of practicalit~•
where such accounting treatment for
that item of cost is consistently applied
to all cost objectives.

F. Indirect Costs

1. General. Indirect costs are those: [a)
incurred for a common or joint purpo: ;e
benefiting more than one cost objecti,i e,
and (b) not readily assignable to the cost
objectives specifically benefitted,
without effort disproportionate to the
results achieved. The term "indirect
costs," as used herein. applies to costn
of this type originating in the grantee
department, as well as those incWTed by
other departments in supplying goods. .
services. and facilities. To facilitate
equitable distribution of indirect
expenses to the cost objectives served it
may be necessary to establish a numbir
of pools of indirect costs within a
governmental unit department or in
other agencies providing services to a
governmental unit department. Ind.ire ::t
cost pools should be distributed to
benefitted cost objectives on bases thst
D. Composition of Cost
will produce an equitable result in
1. Total cost. The total cost of Federal. consideration of relative benefits
derived.
awards is comprised of the allowable
2. Cost allocation plans and indirect
direct cost of the program, plus its
cost proposals. Requirements for
allocable portion of allowable indirect
development and submission of cost
. costs, less applicable credits.
allocation plans and indirect co!'t rate
2. ClassificatiCIII of costs. There is no
proposals are contained in Attachmerts
universal rule for classifying certain
C, D. andE.
costs as either direct or indirect under
3. Limitation on indirect or
every accounting system. A cost may be
administrative costs.
direct with respect to some specific
a. 1n addition to restrictions contair .ed
service or function, but indirect with
in this Circular, there may be laws th,.t
respect to the Federal award or other
further limit the amount of
final cost objective. Therefore. it is
administrative or indirect cost allowei.
essential that each item of cost be
b. Amounts not recoverable as
treated consistently in-like
indirect costs or administrative costs
circumstances either as a direct or an
under one Federal award may not be
indirect cost. Guidelines for
shifted to another Federal award. unlnss
determining direct and indirect costs
charged to Federal awards are provided specifically authorized by Federal
legislation :ir regulation.
in the sec..t1ons that follow.
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Attachment B-Selected Items of Cost
Table cf Contents
1. Accounting
2. Advertising and public relations costs
3. Advisory councils
4. Alcoholic beverages
5. Audit services ·
6. Automatic electronic data proce,sing
7. Bad debts
8. Bonding costs
9. Budgeting
10. Communications
11. Compensation for personnel services
a. General
b. Reasonableness
c. Unallowable costs
d. Fringe benefits
e. Pension plan costs
f. Post-retinlment health benefits
g. Severance pay
h. Support of salaries and wages
i. Donated services
12. Contingencies
13. Contributions and donations
14. Defense and prosecution of criminal and
civil proceedings, and claims
15. Depreciation and use allowances
16. Disbursing service
17. Employea morale, health. and wel(J11'9
costs
18. Entertainment
19. Equipment and other capital
expenditures
20. Fines and penalties
21. Fund raising and investment management
costs
22. Gains and losses on disposition of
depreciable property and other capital
assets and substantial relocation of
Federal programs
23. General government expenses
24. Idle facilities and idle capacity
25. Insurance and indemnification
26. Interest
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these sections is not intended to imply
that it is either allowable or
The cost of services provided by one
unallowable; rather. determination of
agency to another within the
allowability in each case should be
governmental unit may include
based on the treatment or standards
allowable direct costs of the service plus
provided for similar or related items o'
a pro rate share of indirect costs. A
cost.
standard indirect cost allowance equal
1. Accounting. The cost of
to ten percent of the direct salary and
establishing and maintaining accounti og
wage cost of providing the service
and other information systems is
(excluding overtime, shift premiums,
allowable.
and fringe benefits) may be used in lieu
2. Advertising and public relations
of determining the actual indirect costs
costs.
of the service. These services do not
a. The term "advertising costs" means
the costs of advertising media and
include centralized services included in
corollary administrative costs.
central service cost allocation plans as
Advertising media include magazines,
described in Attachment C.
newspapers, radio and television
H. Required Certifications
programs, direct mail, exhibits, and tl: e
like.
Each cost allocation plan or indirect
b. The term "public relations"
cost rate proposal required by
includes community relations and
Attachments C and E must comply with
means those activities dedicated to
the following:
maintaining the image of the
1. No proposal to establish a cost
governmental unit or maintaining or
allocation plan or an indirect cost rate.
promoting understanding and favorat le
whether submWed to a Fe:leral
relations with the community or public
cognizant agency or mllintained on file
at large or any segment of the public.
by the governmental unit, shall be
c. Advertising costs are allowable
acceptable unless such costs have been
only when incurred for the recruitme 1t
of personnel, the procurement of goods
certified by the governmental unit using
and services. the disposal of surplus
the Certificate of Cost Allocation Plan or
materials. and any other specific
Certificate of Indirect Costs as set forth
purposes necessary to meet the
in Attachments C and E. The certificate
requirements of the Federal award.
must be signed on behalf of the
Advertising costs associated with the
governmental unit by an individual at a
disposal of surplus materials are not
level no lower than chief financial
allowable where all disposal costs llI'l t
officer of the governmental unit that
reimbursed based on a standard rate 115
submits the proposal or component
specified in the grants management
covered by the proposal.
27. Lobbying
common rule.
28. Maintenance, operations. and repairs
2. No cost allocation plan or indirect
d. Public relations costs are allow a )le
29.
Materials
and
supplies
cost rate shall be approved by the
when:
30.
Memberships,
subscriptions,
and
Federal Government unless the plan or
(1) Specifically required by the
professional activities
rate proposal has been certified. Where
Federal award and then only as a dir,tct
31. Motor pools
it is necessary to establish a cost
cost;
32. Pre-award costs
allocation plan or an indirect cost rate
33. Professional service costs
(2) Incurred to communicate with ·he
and the governmental unit bas not
34. Proposal costs
public and press pertaining to specif .c
35. Publication and printing costs·
submitted a certified proposal for
activities or accomplishments that result
36. Rearrangements and alterations
establishing such a plan or rate in
from performance of the Federal award
37. Reconversion costs
accordance with the requirements. the
and then only u a direct cost; or
38. Rental costs
Federal Government may either
(3) Necessary to conduct general
39. Taxes
disallow all indinct costs or unilaterally 40. Training
liaison with news media and
establish such a plan or rate. Such a
government public relations officers, to
41. Travel costs
plan or rate may be based upon audited 42. Underrecovery of costs under Federal
the extent that such activities ue
agreements
historical data or such other data that
limited to communication and liaiso o
have been furnished to the cognizant
necessary to keep the public informed
Sections 1 through 42 provide
on matters of public concem. such a 1
Federal agency and for which it can be
principles to be applied in establishing
notices of Federal contract/grant
demonstrated that all unallowable costs the allowability or unallowability of
awards. financial matters, etc.
have been excluded. When a cost
certain items of cost. These principles
e. Unallowable advertising and public
allocation plan or indirect cost rate is
apply whether a cost is treated as direct
relations costs include the following:
unilaterally established by the Federal
or indirect. A cost is allowable for
(1) All advertising and public
Government because of failure of the
Federal reimbursement only to the
relations costs other than as specifie :l in
governmental unit to submit a certified
extent of benefits received by Federal
subsections c. and d.;
awards and its conformance with the
proposal. the plan or rate established
(2) Except as otherwise permitted by
general policies and principles stated in
will be set to ensure that potentially
these
cost principles. costs of
Attachment
A
to
this
Circular.
Failure
to
unallowable costs will not be
conventions, meetings. or other eve1Lts
mention a particular item of cost in
reimbursed.
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governmental unit including:
(a) Costs of displays, demonstrations,
and exhibits;
(b) Costs of meeting rooms, hospitality
suites. and other special facilities used
in conjunction with shows and other
special events; and
(c) Salaries and wages of employees
engaged in setting up and displaying
exhibits, making dt!inonstrations, and
providing briefings~
(3) Costs of promotional items and
memorabilia, including models, gifts,
and souvenirs; and
(4) Costs of advertising and public
relations designed solely to promote the
governmental unit.
3. Advisory councils. Costs incurred
by advisory councils or committees are
allowable as a direct cost where
authorized by the Federal awarding
agency or as an indirect cost where
allocable to Federal awards.
4. Alcoholic beverages. Costs of
alcoholic beverages are u::allowable.
S. Audit services. The costs of audits
are allowable provided that the audits
were performed in accordance with the
Single Audit Act, as implemented by
Circular A-128, "Audits of State and
Local Governments." Generally, the
percentage of costs charged to Federal
awards for a single audit shall not
exceed the percentage derived by
dividing Federal funds expended by
total funds expended by the recipient or
subrecipient (including program
matching funds) during the fiscal year.
The percentage may be exceeded only if
appropriate documentation
demonstrates higher actual costs.
Other audit costs are allowable if
specifically approved by the awarding
or cognizant agency as a direct cost to
an award or included as an indirect cost
in a cost allocation plan or rate.
6. Automatic electronic data
processing. The cost of data proc:esaing
services is allowable (but see section 19,
Equipment and other capital
expenditures).
7. Bad debts. Any 109181 arising from
uncollectible accounts and other claims,
and related costs, are unallowable
unless provided for in Federal prosram
award regulations.
8. Bonding costs. Costs of bonding
employees and officials are allowable to
the extent that such bonding is in
accordance with sound business
practice.
9. Budgeting. Costs incurred for the
development, preparation, presentation,
and execution of budgets are allowable.
10. Communications. Costs of
telephone. mail. messenger. and similar
communication services are allowable.

11. Compensation for personnel
servires.
a. General. Compensation for
personnel services includes all
remuneration. paid currently or
accrued. for services rendered during
the period of performance under Federal
awards, including but not necessarily
limited to wages, salaries, and fringe
benefits. The costs of such
compensation are allowable to the
extent that they satisfy the specific
requirements of this Circular, and that
the total compensation for individual
employees:
(1) Is reasonable for the services
rendered and conforms to the
established policy of the governmental
unit consistently applied to both
Federal and non-Federal activities;
(2) Follows an appointment made in
accordance with a governmental unit's
laws and rules and meets merit system
or other requirements required by
Federal law, where applicable; and
(3) Is determined ana supported as
provided in subsection h.
b. Reasonableness. Compensation for
employees engaged in work on Federal
awards will be considered reasonable to
the extent that it is consistent with that
paid for similar work in other activities
of the governmental unit. In cases where
the kinds of employees required. for
Federal awards are not found in the
other activities of the governmental
unit, compensation will be considered
reasonable to the extent that it is
comparable to that paid for similar work
in the labor market in which the
employing government competes for the
kind of employees involved.
Compensation surveys providing data
representative of the labor market
involved will be an acceptable basis for
evaluating reasonableness.
c. 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
com1>ensation.
d. Fringe benefits.
(1) Fringe bent-iits are allowances and
services provided by employers to their
employees as compensation in addition
to regular salaries and wages. Fringe
benefits include, but are not limited to,
the costs of leave, employee insurance,
pensions. and unemployment benefit
plans. Except as provided elsewhere in
these principles, the costs of fringe
benefits are allowable.to the extent that
the benefits are reasonable and are
required by law, governmental unit
employee agreement, or an established
policy of the governmental unit.
(2) The cost of fringe benefits in the
form of regular compensation paid to

employees during periods of authorizod
absences from the job, such as for
annual leave, sick leave, holidays. cm.rt
leave. military leave, and other simila:
benefits, are allowable if: (a) they are
provided under established written
leave policies; (b) the costs are equitably
allocated to all related activities,
including Federal awards; and, (c) the
accounting basis (cash or accrual)
selected for costing each type of leave is
consistently followed by the
governmental unit.
(3) When a governmental unit uses
the cash basis of accounting, the cost 11f
leave is recognized in the period that
the leave is taken and paid for.
Payments for unused leave when an
employee retires or terminates
employment are allowable in the year of
payment provided they are allocated Is
a general administrative expense to al: ·
activities of the governmental unit or
comronent. .
(4 The accrual basis may be only
used for those types of leave for whicl1
a liability as defined by Generally
Accepted Accounting Principles
(GAAP) exists when the leave is earned.
When a governmental unit uses the
accrual basis of accounting, in
accordance with GAAP, allowable Iea,e
costs are the lesser of the amount
accrued or funded.
(5) The cost of fringe benefits in the
form of employer contributions or
expenses for social security; employet
life, health, unemployment. and
worker's compensation insurance
(except as indicated in section 25,
Insurance and indemnification);
pension plan costs (see subsection e.);
and other similar benefits are allowab .e,
provided such benefits are granted
under established written policies. Su ::h
benefits, whether treated as indirect
costs or as direct costs, shall be
allocated to Federal awards and all
other activities in a manner consisten1
with the pattern of benefits attributable
to the individuals or group(s) of
employees whose salaries and wages 1.re
chargeable to such Federal awards ancl
other activities.
e. Pension plan costs. Pension plan
costs may be computed using a pay-as
you-go method or an acceptable
actuarial cost method in accordance
with established written policies of th:1
governmental unit.
(1) For pension plans financed on a
pay-as-you-go method, allowable cost1 i
will be limited to those representing
actua'. payments to retirees or their

beneficiaries.

(2) Pension costs calculated using an
actuarial cost-based method recognized
by GAAP are allowable for a given fiscal
year if they are funded for that year
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~===============~~=======~within six months after the end of that
year. Costs 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 extension of the six month
period if an appropriate adjustment is
made to compensate for the timing of
the charges to the Federal Government
and related Federal reimbursement and·.
the governmental unit's contribution to
the pension fund. Adjustments may be
made by cash refund or other equitable
procedures to compensate the Federal
Government for the time value of
Federal reimbursements in excess of
contributions to the pension fund.
(3) .Amounts funded by the
governmental unit in excess of the
actuarially determined amount for a
fiscal year may be used as the
governmental unit's contribution in
future periods.
(4) When a governmental unit
converts to an acceptable actuarial cost
method, u defined by GAAP, and funds
pension costs in accordiatce 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 earnings thereon) which
revert or inure to the governmental unit
in the form of a refund, withdrawal, or
otheraedit.
f. Post-retirement health benefits.
Post-retirement health benefits (PRHB)
refers to costs of health insurance or
health services not included in a
pension plan covered by subsection e.
for retirees and their spouses,
dependents, and survivors. PRHB costs
may be computed using a pay-u-you-go
method or an acceptable actuarial cost
method in accordance with established
written polices of the governmental
uniL
(1) For PRHB financed on a pay u
you-go method, allowable costs will be
limited to those repntNDting actual
payments to retinea or their
beneficiaries.
(2) PRHB costs calculated using an
actuarial cost method recognized by
GAAP are allowable if they are funded
for that year within six months after the
end of that year. Costs funded after the
six month period (or a later period
agreed to by the cognizant agency) are
allowable in the year funded. The
cognizant agency may agree to an
extension of the six month period if an
appropriate adjustment is made to
compensate for the timing of the charges
to the Federal Government and related
Federal reimbursements and the

governmental unit's contributions to the
PRHB fund. Adjustments may be made
by cash refund, reduction in current
year's PRHB costs, or other equitable
procedures to compensate the Federal
Government for the time value of
Federal reimbursements in excess of
contributions to the PRHB fund.
(3) .Amounts funded in excess of the
actul!,rially determined amount for a
fiscal year may be used u the
government's contribution in a future
period.
(4) When a governmental unit
converts to an acceptable actuarial 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 GMP, or, ifno such GAAP period
exists, over a period negotiated with the
cognizant agency.
(5) To be allowable in the current
year, the PRHB costs must be paid either
to:
(a) An insurer or other benefit
provider u current year costs or
premiums, or
(b) An insurer or trustee to maintain
a trust fund or reserve for the sole
purpose of providing post-retirement
benefits to retirees and other
beneficiaries.
(6) The Federal Government shall
receive an equitable share of any
amounts of previously allowed post
retirement benefit costs (including
earnings thereon) which revert or inure
to the governmental unit in the form of
a refund, withdrawal, or other aedit.
g. Snerance pay.
(1) Payments in addition to regular
salaries and wages made to workers
whose employment is being terminated
are allowable to the extent that, in each
case, they are required by (a) law, (b)
employer-employee agreement, or (cl
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 severance pay_
will be considered on a case-by-case
buis and is allowable only if approved
by the cognizant Federal agency.
h. Support of salaries and wages.
These standards regarding time
distribution are in addition to the
standards for payroll 9ocwnentation.
(1) Charges to Federal awards for
salaries and wages, whether treated as
direct or indirect costs, will be based on
payrolls documented in accordance
with generally accepted practice of the
governmental unit and approved by a

responsible offidal(s) of the
governmental unit.
(2) No further documentation is
required for the salaries and wages c,f
employees who work in a single indirect
cost activity.
(3) Where employees are expectec: to
work solely on a single Federal awa :d
or cost objective, charges for their
salaries and wages will be supported by
periodic certifications that the
employees worked solely on that
program for the period covered by tl Le
certification. These certifications wi U be
prepared at least semi-annually and will
be signed by the employee or
supervisory official having first ban, i
knowledge of the work performed b:, the
employee.
(4) Where employees work on
multiple activities or cost objectives, a
distribution of their salaries or wages
will be supported by personnel acti, ity
reports or equivalent documentatiot ·
which meets the standards in subsec :tion
(5)unless a statistical sampling systum
(see subsection (6)) or other substitute
system has been approved by the
cognizant Federal agency. Such
docwnentary support will be requu,d
where employees work on:
(a) More than one Federal award,
(b) A Federal award and a non
Federal award,
(c) An indirect cost activity and a
direct cost activity,
(d) Two or more indirect activitie1
which are allocated using different
allocation hues, or
(e) An unallowable activity 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-hct
distribution of the actual activity of, tach
em_ployee,
(b) They must account for the tota..
activity for which each employee is
compensated,
(c) They must be prepared at least
monthly and must coincide with ono or
more pay periods, and
(d) They must be signed by the
employee.
(e) Budget estimates or other
distribution percentages determined
before the services are performed do not
qualify as support for charges to Fed,,ral
awards but may be used for interim
accounting purposes. provided that:
(i) The governmental unit's system for
establishing the estimates produces
reasonable approximations of the
activity actually performed:
(ii) At least quarterly, comparisom of
actual costs to budgeted distribution;
based on the monthly activity report i
are made. Costs charged to Federal
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awards to reflect adjustments made u a
result of the activity actually performed
may be recorded annually if the
quarterly comparisons show the
differences between budgeted and
actual costs are less than ten percent;
and
(iii) The budget estimates or other
distribution percentages are revised at
least quarter1y, if necessary, to reflect
changed circumstances.
(6) Substitute systems for allocating
salaries and wages to Federal awards
may be used in place of activity reports.
These systems are subject to approval if
required by the cognizant agency. Such
systems may include, but anr not
limited to, random moment samplin1,
case counts, or other quantifiable
measures of employee effort.
(a) Substitute systems which \188
sampling methods (primarily for Aid to
Families with Dependent Cluldren
(AFDC), Medicaid, and other public
usistance programs) must meet
acceptable statistical sampling
standards including:
(i) The sampling univeJW must
include all of the employees whose
salaries and wages are to be allocated
based on sample results except u
provided in sublection (c);
Ui) The entire time period involved
must be covered by the sample; and
(iii) The results must be statistically
valid and applied to 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.
(cl Less than full compliance with the
statistical sampling standards noted in
subsection (a) may be accepted by the
cognizant agency if it concludes that the
amounts to be allocated to Federal
awards will be minimal, or if it
concludes that the system proposed by
the governmental unit will result in
lower costs to Federal awards than a
system which complies with the
standards.
(7) Salaries and wages of employees
used in meeting coat abaring or
matching requirementa of Federal
awards must be supported in the same
manner as those claimed as allowable
costs under Federal awards.
i. Donated services.
(1) Donated or volunteer services may
be furnished to a governmental unit 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
to meet cost sharing or matching

requirements in accordance with the
provisions of the Common Rule.
(2) "'he value of donated services
utilized in the performance of a direct
cost activity shall, when material in
amoqnt, be considered in the
determination of the governmental
unit's indirectcosta orrate(s) and,
accordingly, shall be allocated a
proportionate sh&nt of applicable .
indirect costs.
(3) To the extent feasible, donated
se·rvices will be supported by the same
methods uaed by the governmental unit
to support the allocability of regular

office equipment, computer equipmer t,
etc.) except as provided in subsection g.
Except for enterprise funds and intern al
service funds that are included as par1
of a State/local cost allocation plan,
classes of assets shall be determined c n
the same basis used for the govemmeut
wide financial statements.
b. The computation of depreciation or
use allowances shall be based on the
acquisition cost of the assets involved.
Where actual cost-records have not been
maintained, a reasonable estimate oftbe
original acquisition cost may be used.
The value of an asset donated to the
personnel services.
_
governmental unit by an unrelated thJ rd
12. Continpnci•. Contribution.a to a
party shall be its fair market value at t be
contingency reserve or any similar
time of donation. Governmental or
provision made for eventa the
quasi-governmental 011anizations
occurrence of which cannot be foretold
located within the same State shall nc t
with certainty u to time, or intensity, or be considered unrelated third parties ror
with an assurance of their happening,
this purpose.
an unallowable. The term "contingency
c. The computation of depreciation or
reserve" excludes self-insurance
\188 allowances will exclude:
reserves (see subsection 25.c.), pension
(1) The cost of land;
plan 1"898rves (see subeection 11.e.), and
(2) Any portion of the cost of
post-retirement bealth and other benefit buildings and equipment borne by or
reserves (see subeection 11.f.) computed donated by the Federal Government
using acceptable actuarial cost methoda. imtspective ofwbere title wu originaUy
13. Contribution• and donation•.
vested or where it presently resides; a a.d
Contributions and donation.a, including
(3) Any portion of the coet of
cash, property, and services, by
.
buildings and equipment contributed by
governmental units to others, regardleu or for the governmental unit, or a rela :ed
of the recipient. an unallowable.
donor organization, in satisfaction of I l
14. Defense and prosecution of
matching requirement.
criminal and civil pTOCHdings, and
d. Where the use allowance methocl is
claims.
a. The following costs are unallowable followed, the use allowance for
buildings and improvements (includt 1g
for contracts covered by 10 U.S.C.
2324(k), "Allowable costa under defense land improvements, such as paved
parking areu, fences, and sidewalks)
contracts."
will be computed at an annual rate nc t
(1) Costs incurred in defense of any
exceeding two percent of acquisition
civil or criminal fraud proceeding or
costs. The use allowance for equipmnt
similar proceeding (including filing of
false certification brought by the United will be computed at an annual rate nc t
exceeding 61f:s percent of acquisition
States where the contractor is found
liable or has pleaded nolo contendere to cost. When the use allowance method is
uaed for buildings, the entire buildin@
a charge of fraud or similar proceeding
(including filing of a false certification). must be treated u a single asset: the
building's components (e.g., plumbin11
(2) Costs incurred by a contractor in
system, heating and air condition, etc )
connection with any criminal, civil or
administrative proceedings commenced cannot be segregated from the building's
shell. The two percent limitation,
by the United States or a State to the
however, need not be applied to
extent provided in 10 U.S.C. 2324(k).
equipment which is merely attached or
b. Legal expenses required in the
futened to the building but not
administration of Federal programs are
permanently fixed to it and which is
allowable. Legal expenses for
uaed u furnishings or decorations or :or
prosecution of claims against the
specialized purposes (e.g., dentist chairs
Federal Government are unallowable.
15. Depreciation and use allowances. and dental treatment units, counters,
laboratory benches bolted to the floor
a. Depreciation and use allowances
dishwashers, modular furniture,
are means of allocating the cost of fixed
carpeting. etc.). Such equipment will t>e
assets to periods benefjtting from asset
considered as not being permanently
use. Compensation for the use of fixed
fixed to the building if it can be
assets on hand may be made through
removed without the destruction of, c r
depreciation or use allowances. A
need for costly or extensive alterationi
combination of the two methods may
or repairs, to the building or the
not be used in connection with a single
equipment. Equipment that meets these
class of fixed assets (e.g., buildings,
1
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equipment use allowance limitation.
e. Where the depreciation method is
followed. the period of useful service
(useful life) established in each case for
usable capital assets must take into
consideration such factors u type of
construction, nature of the equipment
used, historical usage patterns,
technological developments, and the ·
renewal and replacement policies of the
governmental unit followed for the
individual items or classes of assets
involved. In the absence of clear
evidence indicating that the expected
consumption of the asset will be
significantly greater in the early
portions than in the later portions of its
useful life. the straight line method of
depreciation shall be used. Depreciation
methods once used shall not be changed
unless approved by the Federal
cognizant or awarding agency. When the
depreciation method is introduced for
application to an asset previously
subject to a use allowance, the annual
depreciation charge thereon may not
exceed the amount that wuuld have
resulted had thti depreciation method
been in efl'ect from the date of
acquisiticm of the asset. The
combination of use allowances and
depreciation applicable to the asset
shall not exceed the total acquisition
cost of the uset or fair market value at
time of donation.
f. When the depreciation method is
used for buildings, a building'.s shell
may be segregated from the major
component of the building (e.g.,
plumbing system, heating, and air
conditioning system, etc.) and each
major component depreciated over its
estimated useful life, or the entire
building (Le., the shell and all
components) may be treated u a lingle
asset and depreciated over a sfngle
useful life.
g. A reasonable use allowance may be
negotiated for any assets that are
considered to be fully depreciated, after
taking into consideration the amount of
depreciation previously c:harsed to the
government. the estimated uaful life
fl'lmaioiog at the time of negotiation, the
effect of any increued maintenance
charges, deaeased efBdency due to age,
and any other factors pertinent to the
utilization of the asset for the purpose
contemplated.
h. Charges for use allowances or
depreciation must be supported by
adequate property records. Physical
inventories must be taken at least once
every two years (a statistical sampling
approach is acceptable) to ensure that
assets 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
amounc of depreciation taken each
period must also be maintained.
16. Disbursing semce. The cost of
disbursing funds by the Treasurer or
other designated officer is allowable.
17. Employee morale, health, and
welfare costs. The costs of health or
first-aid clinics and/or infirmaries,
recreational facilities, employN
counseling services, employ"
information publications, and any
related expenses incurred in accordance
with a governmental unit's policy are
allowable. Income generated from any of
these activities will be offset against

expenses.
18. Entertainment. Costs of
entertainment, including amusement.
diversion, and social activities and any
costs directly associated with such costs
(such u tickets to ahowa or sports
events, meals. lodging, rentals,
transportation, and gratuities) are
unallowable.
19. Equipment and other capital
expenditures.
a. Aa used in this section the
following term• have the meanings u
set forth below:
·
(1) "Capital expenditure" means the
cost of the asset including the cost to
put it in place. Capital expenditure for
equipment means the net invoice price
of the equipment, including the cost of
any modification.a, attachments,
acceuories, or auxiliary apparatus
necessary to make it usable for the
purpose for which it ia acquired.
Ancillary charges, such u taxes, duty,
protective in tranait insurance, &eight,
and installation may be included in, or
excluded from, capital expenditure cost
in accordance with the governmental
unit's regular accounting practices.
. (2) "Equipment" means an article of
nonexpendable, tangible personal
property having a useful life of more
than one year and an acquisition cost
which equals the lHNr of (aj the
capitalization level established by the
governmental unit for financial
statement purpo~. or (b) $5000.
(3) "Other capital usets" mean
buildings, land, and improvements to
buildings or land that materially
increue their value or useful life.
_b. Capital expenditures which are not
charged directly to a Federal award may
be recovered through use allowances or
depreciation on buildings, capital
improvements, and equipment (see
section 15). See also section 38 for
allowability of rental costs for buildings
and equipment.
.
.
c. Capital expenditures for eqwpment,
including replacement equipment, other

capital assets, and improvements which
materially increase the value or usefuJ
life of equipment or other capital asseis
are allowable as a direct cost when
approved by the awarding agency.
Federal &warding agencies are
authorized at their option to waive or
delegate this approval requirement.
d. Items of equipment with an
acquisition cost of less than S5000 are
considered to be supplies and are
allowable u direct costs of Federal
awards without specific awarding

agency approval.
e. The ~ortized portion of any
equipment written off u a result of a
change in capitalization levels may be
recovered by (1) continuing to claim the
otherwise allowable use allowances 01 ·
depreciation charges on the equipmeilt
or by (2) amortizing the amount to be
written off over a period of years
negotiated with the cognizant agency.
f. When replacing equipment
purchased in whole or in part with
Federal funds, the govern.mental unit
may UM the equipment to be replaced
u a trad•in or sell the property and uae
the proceed.I to offset the cost of the
replacement property.
20. Finn and penalties. Fines,
penalties, damages, and other
settlements resulting from violations ( >r
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 u a result of
compliance with specific provisions or
the Federal award or written
instructions by the awarding agency
authorizing in advance such payment!.
21. Fund raising and investment
management com.
L Costs of organized fund raising,
including financial campaigns,
solicitation of gifts and bequests, and
similar expenses incurred to raise
capital or obtain contributions are
unallowable, regardless of the purpOSE
for which the funds will be used.
b. Costs of investment counsel and
staff and similar expenses incumtd to
enhance income from investments are
unallowable. However, such cosu
associated with investments covering
pension, self-insurance, or other funcu
which include Federal participation
allowed by this Circular are allowable
c. Fund raising and investment
activities shall be allocated an
appropriate share of indirect a>sts unc er
the conditions described in subsectioll
C.3.b. of Attachment A.
22. Gains and losses on disposition ,>f
depreciable property and oth~r capita
assets and substantial relocation of
Federal programs.
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a. (1) Gains and losses on the sale,
retirement. or other disposition of
depreciable property shall be included
in the year in which they occur as
credits or charges to the asset cost
grouping(s) in which the property was
included. The amount of the gain or loss
to be included as a credit or charge to
the appropriate asset cost grouping(■)
shall be the difference between the
amount realized on the property and the
undepreciated basis of the property.
(2) Gains and !oases on the
disposition of depreciable property shall
not be recognized as a separate credit or
charge under the following conditions:
(a) The gain or lea is proceued
through a depreciation account and ia
reflected in the depreciation allowable
under sections 15 and 19.
(b) The property is given in exchange
as part of the pure.base price of a similar
item and the gain or loss is taken into
account in determining the depreciation
cost basis of the new item.
(c) A loss results from the failure to
maintain permissible insU;:ance, except
as otherwise provided in subsection
25.d.
(d) Compensation for the use of the
property was provided through use
allowances in lieu of depreciation.
b. Substantial 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 amount of the Federal participation
in the financing, and the depreciation
charged to date may require negotiation
of space charges for Federal awards.
c. Gains or losses of any nature arising
from the sale or exchange of property
other than the property covered in
subsection a., e.g., land or included in
the fair market value used in any
adjustment resulting from a relocation
of Federal awards covered in subsection
b. shall be excluded in computing
Federal award costa.
23. Generol government apenses.
a. The general costs of government are
unallowable (except as provided in
section 41). These include:
(1) Salaries and expenses of the Office
of the Governor of a State or the chief
executive of a political subdivision or
the chief executives of federally
recognized Indian tribal governments;
(2) Salaries and other expenses of
State legislatures, tribal councils, or
similar local governmental bodies, such
as county supervisors, city councils,
school boards, etc., whether incurred for
purposes of legislation or executive
direction;

(3) Cost of the judiciary branch of a
govemment:
(4) Cost of prosecutorial activities
unless treate'd as a direct cost to a
specific program when authorized by
program regulations (however, this does
not preclude the allowability of other
legal activities of the Attorney General);

are allowable for a reasonable period or

time, ordinarily not to exceed one year.
depending on the initiative taken to use.
lease, or dispose of such facilities.
c. The costs of idle capacity are
normal costs of doing business and are
a factor in the normal fluctuations of
usage or indirect cost ratl!s from perio< t
and
to period. Such costs are allowable,
(5) Other general types of government provided that the capacity is reasonably
services normally provided to the
anticipated to be necessary or was
general public, such u fire and police,
originally reasonable and is not subjec:
unless provided. for u a direct cost in
to reduction or elimination by use on
p~renlations.
other Federal awards, subletting,
b. For fecferally-recngnimd Indian
renting, or sale, in acx:ordance with
tribal government. and Councils Of
sound business, economic, or security
Government. (COGs), the portion of
practices. Widespread idle capacity
salaries and expenses directly
throughout an entire facility or among a
attributable to man.aging and operating
group of useta having substantially th,,
Federal programs by the chief executive same function may be considered idle
and his staff is allowable.
facilities.
24. Idle facilities and idle capacity.
25. Insurance and indemnification.
a. As used in this 18Ction the
a. Costs of insurance required or
following terms have the meaninp set
approved and maintained, pursuant to
forth below:
the Federal award, are allowable.
(1) "Facilities" means land and
b. Costs of other insurance in
buildings or any portion thereof,
connection with the general conduct or
equipment individually or collectively,
activities are allowable subject to the
or any other tangible capital uset,
following limitations:
.
(1) Types and extent and cost of
wherever located, and whether owned
coverage are in accordance with the
or leased by the governmental unit.
(2) "Idle facilities" means completely
governmental unit's policy and sound
unused facilities that are exceu to the
busineu practice.
(2) Costs of insurance or of
governmental unit's current needs.
(3) "Idle capacity" means the unused
contributions to any reserve covering
capacity of partially uNd facilities. It ia the risk of loss of, or damage to, Fed.en .1
Government property are unallowable
the difference between (a) that which a
facility could achieve under.too percent except to the extent that the awarding
agency hu specifically required or
operating time on a one-shift basis less
operating interruptions resulting from
approved such C08ts.
c. Actual losses which could have
time lost for repairs, setups,
been covered by permissible insurance
unsatisfactory materials, and other
(through a self-insurance program or
normal delays and (b) the extent to
otherwise) are unallowable, unless
which the facility wu actually used to
expressly provided for in the Federal
meet demands during the accounting
award or u described below. However,
period. A multi-shift buia should be
used if it can be shown that this amount the Federal Government will participa1.e
of usage would normally be expected for in actual losses of a self insurance funcl
that are in excess of reserves. Costs
the type of facility involved.
incurred because of losses not covered
(4) "Cost of idle facilities or idle
under nominal deductible insurance
capacity" means costs such u
coverage provided in keeping with
maintenance, repair, housing, rent, and
sound management practice, and miner
other related costs, e.g., insurance,
losses not covered by insurance, such 11S
interest, and dep!'tidation or use
spoilage, breakage, and disappearance c,f
allowances.
small hand tools, which occur in the
b. The costs of idle facilitiea are
ordinary course of operations, are
unallowable except to the extent that:
(1) They are necessary to meet
allowable.
d. Contributions to a reserve for
fluctuations in workload; or
(2) Although not necessary to meet
certain self-insurance programs
fluctuations in workload, they were
including workers compensation,
-necessary when acquired and are now
unemployment compensation, and
severance pay are allowable subject to
idle because of changes in program
the following provisions:
requirements, efforts ta achieve more
(1) The type of coverage and the
economical operations, reorganization,
extent of coverage and the rates and
termination, or other causes which
premiums would have been allowed
could not have been reasonably
had insurance (including reinsurance)
foreseen. Under the exception stated in
been purchased to cover the risks.
this subsection, costs of idle facilities
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reasonably estimated self-insured
·
liabilities. which do not become payable
for more than one year after.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 factors u the
governmental unit's settlement rate for
thos«r liabilities a.ud it& investment rate
of return.
(2) Earnings or investment income·on
reserves must be a-edited to those
reserva
(3) Contributions to reS8!V8I must be
based on sound actuarial principles
using historical experience and
reasonable assumptions. Reserve levels
must be analyzed and updated at leut
biennially for each major risk being
insured and take into account any;
reinsurance, coinsurance, etc. Reserve
levels related to employee-related
coverages will normally be limited to
the value of claims (a) submitted and
adjudicated but not paid, (b) aubmitted
but not adjudicated, and (c) incurred but
not submitted. Reserve levels in excess
of the amounts based on the above must
be identified and justified in the cost
allocation plan or indirect cost rate
proposal.
(4) Accounting records, actuarial
studies, and cost allocations.(or billings)
must recognize any significant
differences due to types of insured risk
and losses generated by the various
insured activities or agencies of the
governmental unit. If individual
departments or agencies of the
governmental unit experience
significantly different l«JVels of claims
for a particular risk, those difference•
are to be recognized by the use of
separate allocations or other techniques
resulting in an equitable allocation.
(5) Whenever funds are transferred.
&om a 1elf-insuram:e reserve to other
accounts (e.g., general fund), refunds
shall be made to the Federal
Government for its share of funds
transferred, including earned or
imputed interest &om the date of
transfer.
e. Actual claims paid to or on behalf
of employees or former employees for
workers' compensation, unemployment
compensation, severance pay, and
similar employee benefits (e.g..
subsection 11.f. for post retirement
health benefits), are allowable in the
year of payment provided (1) the
governmental unit follows a consistent
costing policy and (2) they are allocated
as a general administrative expense to
all activities of the governmental unit.

f. Insurance refunds shall be credited
against insurance costs in the year the
refund is received.
8· Indemnification _inclu_des ~ g
the g~vemmental umt against liabilities
to third persons ~d other losses not .
compensated by insurance or othel'Wl88.
The Federal Government is obligated to
indemnify the governmental unit only
to the extent expressly provided for in
the Federal award, except u provided
in subsection d.
h. Costs commercial insurance that
protects against the c~sts of the
contractor for correction of the
contractor's own defects in materials or
workmanship are imallowable..
26. Interest
a. Costs incurmd for interest on
borrowed capital or the UN of a
governmental unit's own funds,
however repre1ented, are unallowable
except u specifically provided in
subsection b. or authorized by Federal
legislation.
b. Financing costs (including interest)
paid or incwred on or after the effective
date of this Circular associated with. the
otherwise allowable costs of building
acquisition, construction, or fabrication,
reconstruction or remodeliq completed
on or after October 1, 1980 is -.llowable,
subject to the conditions in (1H4).
Financing costs (including interest) paid
or incumtd on or after the effective date
of this Circular usoc:iated with
otherwise allowable costs of equipment
is allowable, subject to the conditions in

of

(1H4).
(1) The financing is provided (&om
other than tax or user fee sources) by a

bona fide third party external to the
governmental unit;
(2) The·usets are used in 1upport of
Federal awards;
(3) Earnings on debt service reserve
funds or interest earned on borrowed
funds pending payment of the
construction or acquisition..costs are
used to offlet the current period'• cost ·
or the capitalized interest, u
appropriate. Earnings subject to being·
reported to the Federal Intemal Revenue
Service under arbitrage requirements are
excludable.
(4) Governmental units will negotiate
the amount of allowable interest
whenever cash payments·(interest,
depreciation, use allowances, and
contributions) exceed the govammental
unit's cash payments and other
contributions attributable to that portion
of real property used for Federal awards.
27. Lobbying. The cost of certain
influencing activities associated with
obtaining grants, contracts, cooperative
agreements. or loans is an unallowable
cost. Lobbying with respect to certain
grants. contracts, cooperative

agreements, and loans shall be govern, id
by the common rule,."New Restrictiot.s
on Lobbying" published at 55 FR 673f
(February 26, 1990), including
definitions, and the Office of
Management and Budget "Government·
wide Guidance. for New Restrictions o l
Lobbying" and notices published at 5~
FR 52306 (December 20, 1989), 55 FR
24540 0une 15, 1990), and 57 FR 177~
0anuary 15, 1992), respectively.
28. Maizltenance; operations, and
repairs. Unless prohibited by law, the
cost of utilities, insurance, security,
janitorial services, elevator service,
upkeep of grounds, necessary
maintenance, normal repain and
alterations, and the like are allowable :o
the extent that they: (1) keep property
(including Federal property, unless
otherwi• provided for) in an efficient
operating condition, (2) do not add to
the permanent value of property or
appreciably prolong its intended.life,
and (3) are not otherwise included in
rental or other charges ior space. Cosu
which add to the permanent value of
propeny or •~~ably prolong its
intended life
be treated u capita
expenditures (see sections 15 and 19).
29. Materials and supplies. The cost
of materials and supplies is allowable.
Purchases should be charged at their
actual prices after deducting all cash
discounts, trade discounts, rebate&, an, i
allowances received. Withdrawals &o11
general stores or stockrooms should bE
charged at cost under any recognized
method of pricing, consistently applie, i.
Incoming transportation charges are a
proper part of materials and supply
costs.
30. Membenhips, subscriptions, anc ·
professional activities.
a. Costs of the governmental unit's
memberships in business, technical, ai 1d
prof93sional organizations are
allowable.
b. Costs ofthegovemmental unit's
subscriftions to business, professional,
and tee nical periodicals are allowabl11.
c. Costs of meetings and conferences
where the primary purpose is the
dissemination of technical infomtatior.
including meals, transportation, tental
of mffting facilities, and other
incidental costs are allowable.
d. Costs of membership in civic and
community, social organizations are
allowable u a direct cost with the
approval of the Federal awarding
agency.
e. Costs of membership in
organizations substantially engaged in
lobbying are unallowable.
31. Motor pools. The costs of a servic:e
organization which provides
automobiles to user governmental units
at a mileage or fixed rate and/or
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provides vehicle maintenance,
inspection, and repair services are
allowable.
·
32. Pre-award costs. Pre-award costs
are those incurred prior to the effective
date of the award directly pursuant to
the negotiation and in anticipation of
the award where such costs are
necessary to comply with the proposed
delivery schedule or period of
performance. Such costs are allowable
'Jnly to the extent that they would have
been allowable if incurred after the date
of the award and only with the written
approval of the awarding agency.·
33. Professional sennce costs.
a. Cost of professional and consultant
services rendered by persons or
organizations that are members of a
particular profession or possess a
special skill, whether or not officers or
employees of the governmental unit, are
allowable, subject to section 14 when
:-easonable in relation to the services
rendered and when not contingent upon
recovery of the costs from the Federal
Government.
b. Retainer fees supportf'd by
,widence of bona fide services available
or rendered are allowable.
34. Proposal costs. Costs of preparing
proposals for potential Federal awards
are allowable. Proposal costs should
normally be treated u indirect costs and
should be allocated to all activities of
the governmental unit utilizing the cost
allocation plan and indirect cost rate
proposal. However, proposal costs may
be charged directly to Federal awards
with the prior approval of the Federal
awarding agency.
35. Publication and printing costs.
?ublication costs, including the costs of
printing (including the processes of
::om position, plate-making, pn,ss work,
and binding. and the end products
?reduced by such processes),
distribution, promotion, mailing, and
general handling are allowable.
36. Rearrangements and alterations.
Costs incuned for ordinary and normal
rearrangement and alteration of facilities
are allowable. Special arrangements and
alterations costs incurred specifically
for a Federal award are allqwable with
the prior approval of the Federal
awarding agency.
3 7. Reconversion 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
costs related to normal wear and tear,
are allowable.
38. Rental costs.
a. Subject to the limitations described
in subsections b. through d. of this
sct.:tion. rental costs are allowable to the

extent that the rates are reuonable in
40. Training. The cost of training
light of such factors u: rental costs of
provided for employee development i!
com!)'lrable property, if any; market
allowable.
conditions in the area; alternatives
41. Travel ce,s:S.
a. General. Travel costs are allowabl ~
available; and, the type. life expectancy.
condition, and value of the property
for expenses for transportation, lodgin~.
subsistence, and related items incurre1I
leased.
by employees traveling on official
b. Rental costs under sale and
business. Such costs may be charged c n
leaseback arrangements are allowable
an actual cost basis, on a per diem or
only up to the amount that would be
mileage basis in lieu of actual costs
allowed had the governmental unit
incurred, or on a combination of the•
continued to own the property.
c. Rental costs under less-than-arms · two, provided the method used is
applied to an entire trip, and results it.
length leases are allowable only up to
charges consistent with those normall-r
the amount that would be allowed had
allowed in like circumstances in non-·
title to the property vested in the
federally-sponsored activities.
governmental unit. For this purpose,
Notwithstanding the provisions of
less-than-arms-length leases include,
section 23, travel costs of officials
but are not limited to, those where:
covered by that section. when
(1) One party to the lease is able to
specifically related to Federal awards,
control or substantially influence the
are allowable with the prior approval ,>f
actions of the other;
a granter agency.
(2) Both parties
parts of the same
b. Lodging and subsistence. Costs
governmental unit; or
incurred by employees and officers fo1 ·
(3) The governmental unit creates an
travel, including costs of lodging, other
authority or similar entity to acquire
subsistence, and incidental expenses,
and lease the facilities to the
shall be considered reasonable and
governmental unit and other parties.
allowable only to the extent such cost.I.
d. Rental costs under leases which are do not exceed charges normally allowod
required to be treated as capital leases
by the governmental unit in its regul&J
under GAAP are allowable only up to
operations u a result of the
the amount that would be allowed had
governmental unit's policy. In the
the governmental unit purchased the
absence of a written governmental unit
property on the date the lease agreement policy regarding travel costs, the rates
was executed. This amount would
and amounts established under
include expenses such as depreciation
subchapter I of Chapter 57 of Title 5,
or use allowance, maintenance, and
United States Code "Travel and
insurance. The provisions of Financial
Subsistence Expenses; Mileage
Accounting Standards Board Statement Allowances," or by the Administrator of
13 shall be used to determine whether
General Services, or the President (or
a lease is a capital lease. Interest costs
his designee) pursuant to any provisions
related to capital leases are allowable to of such subchapter shall be used as
the extent they meet the criteria in
guidance for travel under Federal
section 26.
awards (41 U.S.C. 420, "Travel
39. Taxe•.
Expenses of Government Contractors").
a. Taxes that a governmental unit is
c. Commercial air travel. Airfare cm ts
legally required to pay are allowable,
in excess of the customary standard
except for self-usessed taxes that
(coach or equivalent) airfare, are
disproportionately affect Federal
unallowable except when such
programs or changes in tax policies that. accommodations would: require
circuitous routing, require travel duri.11g
disproportionately affect Federal
programs. This provision becomes
unreasonable hours, excessively prolong
effective for taxes paid during the
travel, greatly increase the duration of
governmental unit's first fiscal year that the flight, n,sult in increased cost that
begins on or after January 1, 1998, and
would offset tnnsportation savings, 01 ·
offer accommodations not reasonably
applies thereafter.
adequate for the medical needs of the
b. Gasoline taxes, motor vehicle fees,
and other taxes that are in effect user . traveler. Where a governmental unit can
fees for benefits provided to the Federal reasonably demonstrate to the awardiug
agency either the nonavailability of
Government are allowable.
c. This provision does not restrict the customary standard airfare or Federal
authority of Federal agencies to identify Government contract airfare for
individual trips or, on an overall buis.
taxes where Federal patticipation is
that it is the governmental unit's
inappropriate. Where the identification
practice to make routine use of such
of the amount of unallowable taxes
airfare. specific determinations of
would require an inordinate amount of
nonavailability will generally not be
effort, the cognizant agency may accept
questioned by the Federal Govemmen I.
a reasonable approximation thereof.
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unless a pattern of avoidance is
detected. However, in order for airfare
costs in exceu of the customary
standard commercial a.irfant to be
allowable, e.g., use of first-clasa airfare,
the governmental unit must justify and
document on a case-by-cue basis the
applicable condition(s) set forth above.
d. Air travel by other than commercial
carrier. Cost of travel by governmental ·
unit-owned, -leased. or -chartered
aircraft, as used in this section, includes
·the cost of lease, charter, operation
(including personnel costs),
maintenance, depreciation; interest,
insurance, and other related costs. C:Osts
of travel via governmental unit-owned,
-leased, or -chartered aircraft are
unallowable to the extent they exceed
the cost of allowable commercial air
travel, as provided for in subsection c.
42. Underrecovery of costs under
Federal agreements. Any exce• costs
over the Federal contribution under one
award agreement are unallowable under
other award agreements.
Table ofCcmteabl
A. General

B. Definitions
1. Billed central Nrvicet
2. Allocated central services
3. Agency or operating agency
C. Scope of the Central Service Coat
Allocation Plans
D. Submission Requinments
E. Documentation Requinments for
Submitted Plans
1. General
2. Allocated central services
3. Billed servicn
L

General

b. Internal Nrvice funds
c. Self-in1urance funds
d. Fringe benefits
44. Requind certification
F. Negotiation and Approval of Central
Service Plans
C. Other Policin
1. BUled central ■ervice activities
2. Working capita.I reaervn
3. Carry-forward adjultmutl of allocated
central service C09tl
4. Adjustments of billed central servica
5. Records retaDtiOD
e. Appeals
7. 0MB UliltaDc:e

A.General
l. Most governmental units provide
certain services, such u motor pools,
computer centers, purchasing,
accounting, etc., to operating agencies
on a centralized basis. Since federally
supported awards are performed within
the individual operating agencies, there
needs to be a process whereby these
central service costs can be identified
and assigned to benefitted activities on
a reasonable and consistent basis. The
central service cost allocation plan
provides that process. All costs and

other data used to distribute the costs
included in the plan should be
supp.;rted by formal accounting and
other records that will support the
propriety of the costs assigned to
Federal awards.
2. Guidelines and illustrations of
central serviE:e cost allocation plans are
provided in a brochure published by the
Department of Health ·and Human
Services entitled "A Guide for State and
Local Government Agencies: Cost
Principles and Procedures for
Establishing Cost Allocation Plans and
Indirect C:Ost Rates for Grants and
Contracts with the Federal
Govemmenl" A copy of this brochure
may be obtained from the
Superintendent of Documents, U.S.
Government Printing Office.
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service costs to the estimated costs used
for either the most recently completecl
year or the year immediately precedillg
the most recently completed year.
2.Eachlocalgovernmentthatbas
been designated as a "major local
government" by the Office of
Management and Budget (0MB) is ali,o
required to submit a plan to its
cognizant agency annually. 0MB
periodically lists major local
governments in the Federal R.egister.
3. All other local governments
claiming central service costs must
develop a plan in accordance with tht
requirements described in this Circular
and maintain the plan and related
supporting documentation for audit.
These local governments are not
required to submit their plans for
Federal approval unless they are
specifically requested to do so by the
cognizant agency. Where a local
governmen~ only receives funds as a
sub-recipient, the primary recipient "irill
be responsible for negotiating indirect
cost rates and/or monitoring the sub-·
recipient's plan.
4. All central service cost allocatioi 1
plans will be prepared and, when
required, submitted within six months
prior to the beginning of each of the
governmental unit's fiscal years in
which it proposes to claim central
aervice costs. Extensions may be gru.ted
by the cognizant agency on a case-by•
cue basis.

B. Deftnitions
l. "Billed central services" means
central services that
billed to
benefitted agencies and/or programs on
an individual fee-for-service or similar
basis. Typical example, of billed central
services include computer services,
transportation services, insurance, and
fringe benefits.
2. "Allocated central servic•" means
central services that benefit operating
agencies but are not billed to the
agencies on a fee-for-service or similar
basis. These costs are allocated to
benefitted agencies on some reasonable
basis. Examples of such services might
include general accounting, personnel
E. Documentation R.equirementa for
administration, purchasing, etc.
Submitted Plans
3. "Agency or operating agency"
The documentation requirements
means an organizational unit or sub
described
in this section may be
division within a governmental unit that
modified, expanded, or reduced by the
is responsible for the performance or
administration of awards or activities of cognizant agency on a case-by-case
basis. For example, the requirements
the governmental unil
may be reduced for those central
C. Scope of the Central Service Cost
services which have little or no impi ct
Allocation Plam
on Federal awards. Conversely, if a
review of a plan indicates that certai; 1
The central service cost allocation
additional information is needed, an :i
plan will include all central 1ervice
will likely be needed in future years, it
costs that will be claimed (either u a
may be routinely requested in future
billed or an allocated cost) under
Federal awards and will be documented plan submissions. Items marked with an
asterisk(•) should be submitted onlr
as desaibed in section E. c:o■ts of
once; subsequent plans should mere .y
central services omitted from the plan
indicate any changes since the last plan.
will not be reimbursed.
1. ~neral. All proposed plans must
D. Submission llequiremmala
be accompanied by the following: IUl
l. Each State will submit a plan to the organization chart sufficiently detailtd
to show operations including the ceutral
Department of Health and Human.
Services for each year in which it claims service activities of the State/local
government whether or not they are
central service costs under Federal
shown u benefiting from central service
awards. The plan should include (a) a
functions; a copy of the Compreben.t ive
projection of the next year's allocated
Annual Financial Report (or a copy uf
central service cost (based either on
the Executive Budget if budgeted conts
actual costs for the most recently
completed year or the budget projection are being proposed) to support the
allowable costs of each central servi1 :e
for the coming year), and (b) a
reconciliation of actual allocated central activity included in the plan: and. a
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certification (see subsection 4.) that the
plan was prepared in accordance with
this Circular, contains only allowable
costs, and wu prepared in a manner
that treated similar costs consistently
among the various Federal awards and
between Federal and non-Federal
awards/activities.
2. Allocated central services. For each
allocated central service, the plan must
also include .:he following: a brief
description of the service•, an
identification of the unit 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 to benefitted
agencies, and a summary schedule
showing the allocation of each service to
the specific benefitted agencies. If any
self-insurance funds or fringe benefits
costs are treated u allocated (rather
than billed) central services,
documentation discussed in subsections
3.b. and c. shall also be included.
3. Billed services.
a. General. The information described
below shall be provided for all billed
central services, including internal
service funds, self-insurance funds, and
fringe benefit funds.
b. Internal service funds.
(1) For each internal service fund or
similar activity with an operating
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 governmental unit's accounting
system; a revenue/expenses statement,
with revenues broken out by source,
e.g., regular billings, interest earned,
etc.; a listing of all non-operating
transfers (as defined by Generally
Accepted Accounting Principles
(GAAP)) into and out of the fund: a
description of the procedures
(methodology) used to charge the costs
of each service to users, including how
billing rates are determined; a schedule
of current rates; and, a schedule
comparing total revenues (including
imputed revenues) generated by the
service to the allowable coats of the
service, as determined under this
Circular, with an explanation of how
variances will be handled.
(2) Revenues shall consist of all
revenues generated by the service,
including unbilled and uncollected
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 with these users
shall be provided. Expenses shall be
broken out by object cost categories
(e.g., salaries, supplies, etc.).

c. Self-insurance funds. For each self
insurance fund, the plan shall include:
thP '1.i.nd balance sheet; a statement of
revenue and expenses including a
summary of billings and claims paid by
agency; a listing of all non-operating
transfers into and out of the fund; the
type(s) of risk(s) covered by the fund
(e.g., automobile liability, workers'
compensation, etc.); an explanation of
bow the level of fund contributions are
determined, including a copy of the
current actuarial report (with the
actuarial assumptions used) if the
contributions are determined on an
actuarial basis; and, a desaiption of the
procedures used to charge or allocate
fund contributions to benefitted
activities. Reserve levels in excess of
claims (1) submitted and adjudicated
but not paid, (2) submitted but not
adjudicated, and (3) incurred but not
submitted must be identified and
explai.ned.
d. Fringe benefits. For fringe benefit
costs, the plan shall include: a listing of
fringe benefits/rovided to covered
employees, an the overall annual cost
of each type of benefit; current fringe
benefit policies•; and procedures used
to charge or allocate the costs of the
benefits to benefitted activities. In
addition, for pension and post•
retirement health insurance plans, the
following information shall be provided:
the governmental unit's funding
policies, e.g.. legislative bills, trust
agreements, or State-mandated
contribution rules, if different from
actuarially determined rates; the '
pension plan's costs accrued for the
year: the amount funded, and date(s) of
funding; a copy of the current actuarial
report (including the actuarial
assumptions); the plan trustee's report:
and, a schedule from the activity
showing the value of the interest cost
associated with late funding.
4. RequinHl certification. Each central
service cost allocation plan will be
accompanied by a certification in the
following form:
Certi8c:ate of Coal Alloc:atioa Plu
This is to certih' that I have reviewed the
COit allocation plan submitted herewith and
to the best ofmy knowledge and belief:
(1) All costs included in this propoaal
[identify datel to establish cost allocations or
billings for [identify period covered by planl
are allowable in accordance with the
requirement, ofOMB Circular A-67, "O:lst
Principles for State and Local Govemmeat,,"
and the Federal award(s) to which they
apply. Uaallowable cost.I have been adjusted
for in allocating costs as indicated in the cost
allocation plan.
(2) All costs included in this proposal are
properly allocable to Federal awards on the
basis of a beneficial or causal relationship
between the expenses incurred a.nd the

awards to which they are allocated in
accordance with applicable ~ui.rementl.
F11'1ber, the same cos ti that have been tr, 11ted
u indirect costs have not been claimed as
direct costs. Similar types of costs have teen
accounted for consistently.
I declare that the foregGing is true and
correct.
Governmental Unit
Signature _ _ _ _ _ _ _ __

Name of Official

Title
Date of Execution

F. Negotiation and Approval ofCen1ral
Semce Plans
1. All proposed central service co1t
allocation plans that are required to Je
submitted will be reviewed, negotiated.,
and approved by the Federal cognizi.nt
agency on a timely basis. The cogniunt
agency will review the proposal witlLi.n
six months of receipt of the proposal
and either negotiate/approve the
proposal or advise the governmental
unit of the additional documentatioz ~
needed to support/evaluate the
proposed plan or the changes requu,id
to make the proposal acceptable. OD :e
an agreement with the governmental
unit bu been reached, the agnemen,
will be accepted and used by all Fed aral
agencies, unless prohibited or limite:l
by statute. Where a Federal funding
agency has reuon to believe that spe dal
operating factors affecting its awards
necessitate special consideration, tho
funding agency will, prior to the tim ,
the plans are negotiated, notify the
cognizant agency.
2. The results of each negotiation
shall be formalized in a written
agreement between the cognizant
agency and the governmental unit. Tllis
agreement will be subject to re-opening
if the agreement is subsequently fow1d
to violate a statute or the informatioi.
upon which the plan was negotiated is
later found to be materially incomplute
or inaccurate. The results of the
negotiation shall be made available t l
all Federal agencies for their use.
3. Negotiated cost allocation plans
based on a proposal later founc. to h.e ve
included costs that: (a) are unallowahle
(i) as specified by law or regulation, ii)
as identified in Attachment B of this
Circular, or (iii) by the terms and
conditions of Federal awards, or (b) ure
unallowable because they are clearly not
allocable to Federal awards, shall be
adjusted, or a refund shall be made at
the option of the Federal cognizant
agency. These adjustments or refunds
are designed to correct the plans and do
not constitute a reopening of the
negotiation.

Federal Itegister / Vol. 60, No. 95 / Wednesday, May 17, 1995 / Notices
G. Other Policin
1. Billed central service activitia.
F.ach billed central service activity must
separately accounl far all revenu•
(including imputed revenues) generated
by the service, expenses incurred to
furnish the service, and proflt/lou.
2. Working capital reserves. lntemal
service funds are dependent upon a
reasonable level of working capital
reserve to operate from one billing cycle
to the next. Charges by an internal
service activity to provide for the
establishment and maintenance of a
reuonable level of working capital
reserve, in addition to the lull recovuy
of costs, are allowable. A working
capital reserve u part of retained
earnings of up to 60 days cash expenses
for normal operating purposes is
considered reuonable. A working
capital reserve exceeding 60 days may
be approved by the cogniz.ant Federal
agen9' in exceptional cases.
3. Garry-forward adjustments of
allocated central service costs.
Allocated central service costs are
usually negotiated and approved for a
future fiscal year on a "fixed with carry•
forward" basis. Under thi, procedure,
the fixed amounts for the future year
covered by agreement are not subject to
adjustment for that year. However,
when the actual costs of the year
involved become known, the differences
between the fixed amounts previously
approved and the actual costs will be
carried forward and used u an
adjustment to the fixed amounts
established for a later year. This "carry•
forward" procedure applies to all
central services whose costs were fixed
in the approved plan. However, a carry
forward adjustment is not permitted. for
a central service activity that wu not
included in the approved plan, or for
unallowable costs that must be
reimbursed immediately.
4. Adjustments of billed central
services. Billing rates u,ed to chuR9
Federal awards shall be bued on the
estimated costs of providing the
services, includins an Ntimate of the
allocable central service a,ata. A
comparison of the 1'9'Venue generated by
each billed service (includins 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 to the Federal
Government for the Federal share of the
adjustment. (b) credits to the amounts
charged to the individual programs, (c)
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adjustments to future billing rates, or (d) B.Definitiou
adji.a':ments to allocated central service
1. "State public assistance agency"
costs. Adjustments to allocated central
means a State agency administering or
services will not be permitted where the supervising the administration of one or
total amount of the adjustment for a
more public asaistance programs
particular service (Federal share and
operated by the State as identified in
non-Federal) share exceeds $500,000.
Subpart E of 45 CFR Part 95. For the
5. Records mention. All central
purpose of this Attachment, these
service cost allocation plans and related programs include all programs
documentation used u a buis for
administered by the State public
claiming costs under Federal awards
usistance agency.
must be retained for audit in accordance
2. "State public assistance agency
with the records retention requirements costs" means all costs iDcuJTed by, or
contained in the Common Rule.
allocable Jo, the State public usistan1 :e
6. App«Jh. U a dhpute ari. . in the
agency, except expenditures for
nesotiation of a plan between the
financial uaistanc:e, medical vendor
cognizant asency and the governmental payments, food stamps, and payments
unit, the dispute shall be re10lved in
for services and goods provided directly
accordance with the appeals procedures to prosram recipients.
of the cognizant apncy.
C.Pollcy
• 7. 0MB assistance. To the extent that
problem. are encountered among the
State public uaistance agencies wi. LI
Federal agencies and/or governmental
develop, document and implement, and
units in connection with the negotiation the Federal Government will review,
and approval procesa, 0MB will lend
negotiate, and approve, public
ulistance, u required, to resolve such
ulistance cost allocation plans in
problems in a timely IIWUler.
accordance with Subpart E of 45 CFR
Part 95. The plan will include all
Attacbmat 0-Publlc Auistance c..t
programs administered by the State
Allocation Plana
public assistance agency. Where a letter
TableofCcwdwtw
of approval or disapproval is
A. General
transmitted to a State public usistan1 :e
e. Deflnitiom
agency in accordance with Subpart E,
1. State public aaiatanca agency
the letter will apply to all Federal
2. State public aai1tance agency e01ts
asenci• and prosrams. The remainili g
C. Policy
sections of this Attachment (except fc ,r
D. Submi11lon, Documentation, ud
the requirement £or certification)
Approval of Public Aaiatmca Catt
summarize the provisions of Subpart E
Allocation Plus
E. Review of Implementation of Approved
of 45 CFR Part 95.
Plam
D. Submiuion, Documentation, and
F. Unallowable Costs
Appronl of Public Auiatance c..t
A.General
Allocation Plam
Federally-financed prosrams
1. State public usistance agenci• ,11'8
administered by State public assistance required to promptly submit
agencies are funded predominately by
amendments to the cost allocation pl m
the Department of Health and Human
to HHS for review and approval.
Services (HHS). In support of its
2. Under the coordination process
stewardship requirements, HHS bu
outlined in subsection E, affected
published requirements for the
Federal qenci• will review all new
development, documentation,
plans and plan amendments and
submission, negotiation, and approval
provide comments, u appropriate, tc
of public assistance cost allocation
HHS. The effective date of the plan or
plans in Subpart E of 45 CFR Part 95.
plan amendment will be the tint day of
All administrative costs (direct and
the quarter following the submission of
indirect) are normally charged to
the plan or amendment, unless anotll er
Federal awards by implementing the
date is specifically approved by HHS,
public assistance cost allocation plan.
HHS, u the cosnizant agency acting >n
This Attachment extends these
behalf of all affected Federal agencieu,
will, u necessary, conduct negotiatic ,ns
requirements to all Federal apncies
whose prosrams are administered by a
with the State public assistance agen -:y
State public assistance asency. Major
and will inform the State agency of the
federally-financed programs typically
action taken on the plan or plan
administered by State public assistance
amendment.
asencies include: Aid to Families with
E. llm~ of Implementation of
Dependent Children, Medicaid, Food
Approved Plans
Stamps. Child Support Enforcement.
t. Since public assistance cost
Adoption Assistance and Foster Care,
allocation plans are of a narrative
and Social Services Block Grant.
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~~~~~~~~~~~~~~~~~~nature. the review during the plan
approval process consists of evaluating
the appropriateneu of the proposed
groupings of costs (coat centen) and the
related allocation bases. & such, the
,.._
Fed e ral ~vernment needs 10me
assurance that the cost allocation plan
has been implemented u approved.
This is accomplished by reviews by the
funding agencies, single audits, or
audits conducted by the cognizant audit
agency.
2. Wbere inappropriate charges
affecting more than one funding qency
are identified, the cogniDDt HHS cost
negotiation office will be adviled and
will take the lead in reeolving the
inue(s) u provided for in Subpart E of
45 CFJ. Part 95.
3. U a diapute ariMS in the negotiation
of a plan or !rom a d.isallowance
·
involving two or mont funding agencies,
the dispute shall be resolved in
accordance with the appeala procedurn
set out in 45 CFJ. Part 75. Disputes
involving only one funding apncy will
be resolved in accordanc, with the
funding agency's appeal process.
4. To the extent that problema ue
encountered among the Federal -agencies
and/or governmental units in
.
connection with the negotiation and
approval procesa, the Office of
·
Management and Budget will lend
assistance, as required, to resolve such.
problems in a timely manner.

F. U11allowaltle c.ta
Claims developed under af!:ved
cost allocation plans will be
d on
allowable costs u identified in this
Circular. Whens unallowable costs have
been claimed and reimbursed, they will
· be refunded to the program that
reimbursed the unallowable cost using
one of the following methods: (a) a cuh
refund, (b) offset to a subsequent claim,
or (c) credits to the amounts charged to
individual awards.
Attachment E-State uul Local IDdincl
Cost ltate Propoaa)I
Table ofColdads
A. General
a. Definitions
1. Indirect COit rate propoaa1
2. IndinK:t cost rate
3. indinK:t 0011t pool
4. Bue
s. Predetermined rate
6. Fixed rate
7. Provisional rate
B. Final rate
9. Base period
C. Allocation of Indirect Q)sts and
Determination of Indirect Cost Rates
1. General
z. Simplified method
3. Multiple allocation base method

4. Special Indirect cost ratee
D. Submis1ion and Doc:umeDtation of

Proposal■

0:..1bmiuion of indirect COit rate
proposal, •
· ·
2. Documentation ofpropo■all
3. Required certification
E. Negotiation and Approval of RatN
F. Other Policies ·
1. Fringe benefit rates
2. Billed Nl'Yices provided by the grant..
aaency
.,
.
3. lndirec:t 001t allocations not utinl rates
4. Appeal,
..
.
5. Q,Uectiom of unallowahle CDeta anci
enoneou, payaentl
·
1.

e. 0MB aailtuca
A. GeMnl
1. Indirect costs are thON tllat have
been incurred for common or joint .
pwpoees. Theae costa benefit more than
one cost objective and cannot be J'9Nily
identified with a particular final coat .
objective without effort disproportionate
to the results achieved. AAer direct
.
costs have been determined anti ..
usigned directly to Federal awarda and
other activities u .appropriate, indirect
costs ue thoee remaining to be allocated
· to benefitted coat objectives. A coat may
not be allocatedJQ_a Federal award u
a indirect cost if any other coat
incurred for the same purpoee. in lib
circumstances, bas been assigned to a
Federal award u a direct cost.
2. Indirect costa iDclude (a) tbe
indirect costs originating in each
department or agency of the
governmental unit carrying out Federal
awards and (b) the costl of central
governmental services distributed
through the central service coat .
allocation plan (u deeaibed in'' ·•
Attachment C) and not otherwise trated
u direct costs.
3. Indirect costs ue normally charged
to Federal awards by the UN of an
indirect cost rate. A separate indirect
cost rate(s) is usually neceuuy for each
department or agency of the
governmental unit d•iming indirect
costs under Federal awarda. Guidelin•
and illuatrationa of indirect cost
proposals are provided in a brochure
published by the Department of Health
and Human Services entitled "A Guidefor State and Local Government
Agencies: Cost Principln and
Procedures for Establishing Cost
Allocation Plans and Indirect Cost Rates
for Granu and Contracta with the
Federal Government." A copy ofthia
brochure may be obtained from the
Superintendent of Documents, U.S.
Government Printing Office.
4. Because of the diverse
characteristics and accounting practices
of governmental units. the types of costs
which may be classified as indirect

costs cannot be specified in all
situations. However, typical exampl11S of
indirect costs may include certain State/
local-wide central service costs, gen1 ral
administration of the grantee
·
department or agency,· accounting llII d
personnel services.performed within the
grantee department or agency,
depreciation or use allowances on
buildings and equipment, the costs cf ·
operating and maintaiJ?.ng facilities, etc.
5. Thia Attachment does not apply to
State public usiatmce agencies. These
agencies should-refer instead to
Attachment D.
■.DebitieM

1. "Indirect cost rate proposal" DM!lms
the documentation prepared by a
governmental unit or subdivision
thereof to substantiate its request for the
ntablishment of an indirect coet ratl.
2. "Indirect coat rate" is a device for
determining in a reasonable manner :he
proportion of indirect costs each
program should bear. Jt 1a the ratio
(.expressed u a percentap) of the
indirect costs to a direct cOlt bue.
3. ''lnciirect coet pool" ia tu
accumulated costs that jointly benel:
two ar more programs or other coat
objectives.
. . . .. .
4. ''Bue" meam the accumulated
direct costa (normally either total db ICt
lalarin and wages or total direct coal a
exclusive of any extraordinary or
distorting expenditures) used to
distribute indirect costs to individU&J
Federal awards. The direct cost bue
Nlected should result in each award
bearing a fair share of the indirect 001 It.I
in reasonable relation to the benefits
received from the costs.
5. "Predetermined rate" means an
incJirec:t coat rate, applicable to a
specified current or future period.
umally the governmental unit's bca,
·year.This rate is hued on an estimatt
of the costs to be incurntd during the
period. Except under very unumal
circumttancea, a predetermined rate :•
not subject to adjustmenL (Because or
legal constraints, predetermined met,
are not permitted for Federal contract a:
they may, however, be used for if811tJ1
or cooperative agreements.)
Predetermined rates may not be u.Nd by
governmental units that have not
submitted and negotiated the rate with
the copiwlt agency. In view of the
potential advantages offered by this
procedure, negotiation of predetermi.l aed
rates for indinct costs for a period of
two to four yean should be the norm in
those situations where the cost
experience and other pertinent facts
available are deemed sufficient to
enable the parties involved to reach an
informed judgment as to the probable
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level of indirect costs during the
ensuing accounting periods.
6. "Fixed rate" means an indirect coat
?ate which has the same characteristics
u a predetermined rate, except that the
difference between the estimated costs
and the actual, allowable costs of the
period covered by the rate ia carried
forward u an adjustment to the rate
computation of a subsequent period.
7. "Provisional rate" means a
temporary indirect cost rate applicable
to a specified period which is used for
funding, interim reimbursement, and
reporting indirect coata on Federal
awards pending the establishment of a
"final" rate for that period.
a. "Final rate" means an indirect cOlt
rate applicable to a specified put period
which is based on the actual allowable
costs of the period. A final audited rate
ii not subject to adjustmenL
9. "Bue period" for the allocation of
indirect costs is the period in which
such costs are incurred and
accumulated for allocation to activities
performed. in that period. 11le bue
period normally should coincide with
the governmental unit's fiacal year, but
in any event, shall be ao selected u to
avoid inequities in the allocation of
costs.

C. Allocation of Indinct Com ud
Determination of lDclirec:t Coat llates
1. c.tnera/.
a. Where a governmental unit's
department or agency has only one
major function, or where all its major
functions benefit from the indirect costs
to approximately the same degree, the
allocation of indirect cOltl and the
computation of an indirect cOlt rate may
be accompliahed through simplified
allocation procedUNI u dncribed in
subsection 2.
b. Where a governmental unit's
department or agency hu wnral major
functions which benefit from its indinct
cmta in varying degreea, the allocation
of indirect C0ltl may require the
ac::cwnulation of aucb c:mta iDto separate
cost groupinp which th• an allocated
individually to beneltted functions by
means of a bue which belt m8UU181
the relative degrN of bemflt. The
indirect costs allocated to each functian
are then distributed to individual
awards and other activities iDcluded in
that function by meana of an indJnct
cost rate{s).
·
c. Specific methods for allocating
indirect C0ltl and computing indirect
cost rates along with the conditions
under which each method should be
used are described in subsections 2, 3
and 4.
2. Simplified method.

a. Where a grantee agency's major .
functions benefit from its indirect coats
to appr.)ximately the same degree, the
allocation of indirect costs may be
accomplished by (1) claaaifying the .
grantee agency's total costs for the base
period u either direct or indirect, and . .
(2) dividing the total allowable indirect
tosts (net of applicable credits) by an
equitable distribution base. The result of
this process is an indirect cOlt rate
which ia used to distribute indirect
costs to individual Federal awarda. The
rate should be expreaaed u the
percentage which the total amount of
allowable indirect C0ltl bean to the
base selected. Thia method should also
be used where a governmental unit's
department or agency hu only 0ll8 .
major function encompuaing a number
of individual projects or activities, and
may be used where the level of Federal
awards to that department or agency is
nlatively small. .
·
. b. Both the direct coats and the
indirect cOltl shall exclude capital
expenditures and.unallowable COit.i.
However, unallowable costs must be
included in the direct COltl if thay
represent activities to which indirect
costs are pro~ly allocable.
c. The c1iatiibution bue may be (1)
total direct COits (excluding capital
expenditures and other distortiq items.
such u pua,-through funds, major
...
aubcontracta, etc.), (2) direct aalari•
and wages. or (3) another base which
results in an equitable distribution.
3. Multiple tillocation ba#mllthod.
a. Where a grantee agency's indirect
cosu benefit its major functions iD
varying degrees, such costs shall be
.
accwnulated into •parate COil
. .
groupinp. F.ach groupiq shall then be
allocatea individually to benefltted
functions by mnm of I base which best
meuures the relative benefits.
. b. The cOlt groupinp should be
atabllahed ao u to permit the
allocation of each grouping Oil the buts
ofbenelts provided to the majar
functions. F.ach grouping should
conatituta a pool of axpemes that are of
lib cbancter in tmma of the .fundiana
•they benefit and ill tar:ma of:th• .
.
allocation base which best meuura the
relative benefits provided to each
function. '1be number of separata
groupinp should be held within
practical limits, taking into
CIODlideration the materiality of the
amounts involved and the degrN of
precision needed.
c. Actual conditions must be taken
into account in selecting the bue to be
used in allocating the expemes in each
grouping to benefitted functions. When
an allocation can be made by
usignment of a cost grouping directly to

the function benefitted, the allocation
shall be made in that manner. When th1,
expenses in a grouping are more general
in nature, the ~ llocation should be mad t
through the use of a selected bue whid 1
produces results that are equitable to
both the Federal Government and the
governmental unit. ID general, any cost
element or related factor associated wit ti
the govemmental unit's activities is
potentially adaptable for use u an
allocation base provided that: (1) it can
readily be expressed in terms of dollan
or other quantitative measures (total
direct coats, direct salaries and wages,
staff hours applied, square feet used,
hours of usage, number of documents
proceued, population served, and the
lib), and (2) it is common to the
benefitted functions during the base
pes:iod.
. ·
.
d. Except where a special indirect co st
rate{a) is required in accordance with
aubeection 4, the separate groupings of
indirect COits allocated to •ch major
function shall be aggregated and t?Ntet I
u a common pool for that function. Tha
COit.i in the common pool shall then be
dimibuted to individual Federal awuc la
included in that function by UN of a
lingle indirect cOlt rate.
e. '1be dlltribution bue med in
computing the indirect cost rata for • h
function may be (1) total direct com .
(excludiD1 capital expenditures and
other distorting items such u pusthrough funds, major aubcoutracta, etc.),
(2) direct salaries and wages, ar (3)
another base which results in an
equitable distribution. An indirect a.
rate should be developed for each
separate indirect cOlt pool developed.
The rate in each cue should be stated
u the percentage relationship betwNII
the particular indirect cOlt pool and tha
dimibution bue identified with that
pool .
·
.
.t. Special indirect cod rates.
L ID some instances, a single iDdinc t
cost rate for all activities of a grantN
department or agency or for each major
function of the agency may not be
appropriate. It may not tab into
account thoee different facton which
may subltantially affec:t Ule indiract •
COits applicable to a :particular P."OFU :a
or group of programa. The .factors may
include the physical locatioa of the
work. the level of edrniniatntive
support required. the natunt of the
fadliti• or other NIOUJ'ml employed.
th• organizational arrangemanta Uled. ar
any cambiDation thereof. When a
parti~ award is carried out in an
euvironment which appears to genera1 e
a significantly different level of ind.ire :t
costs, provisions should be made far ■
eeparate indirect cost pool applicable to
that award. The separate indir9ct cost
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~~~=~~~~~~=~====~===~~=~pool should be develoi,ed during the
the Department of the Interior (its
(1) All COit.i Included ID thi1 propoeal
(identify date) to establlah billing or final
coune of the regular allocation proceu, cognizant Federal agency).
iudirect coat proposals must be
Indirect costl rat• for [identify period
and the separate indirect cost rate
developed (and, when required,
c:ovend by rate) an allowable in accordai: ce
resulting therefrom should be med,
submitted) within six months after the
with the requi.remantl of the Federal awai d(1)
provided that: (1) the rate diffen
unit's fiKal
to which they apply and 0MB Circular A··
significantly from the rate which would close of the oovernmental
et
17. "Cott Princlpl• for State and Local
have been developed under subsectiom year, unless an exception is approved by Governments." Unallowable com have iun
adiuated for ID allocating costa u IDdicau d
2. and 3., and (2) the award to which the the cognizant Federal agency. If the
.
rate would apply ia material in amounL propoeed central service coat allocation ID the cost allocation plan.
plan for the same period bu not been ·
(Z) All 001t1 IDclucied ID thia propoaal 1111
b. Although this Circular adopt, the
concept of the full allocation of indirect approved by that time, the indirect cost properly allocable to Federal a'W'U'IU on ti ia
proposal may be prepared includiq an . buil of• beneftcial or causal ralationabip
costs, there are some Federal statutes
amount
for central services that ii bued between the expeD.111 UICUfflld and the
which restrict the reimbunement of
on the latest federally-approved central
apwementl to which they are allocateci ID
certain indirect costs. Where such
ICC0l'dance with applicable reqwnmenta.
Further, the Ami 001t1 that have been tn11ted
restrictions exia, it may be neceseuy·to •rrice coat allocation plan. The ·
difference between theN central·•rrice u IDdinct 001t1 llave not been claimed u
develop a special rate for the alfected
amount, and the amount, ultimately
d1nct 001t1. Similar type9 of mm have bliea
award. Where a "rntricted rate" ii
required, the procedure for developing a approved will be compensated for by an accaunted fvr conmc.ntly and the Feden I
adjustment in a su~ent per.loci · ·
ConrDIDIDt will be notifted of any
non-restricted rate will be u,ed except
2. Documentation or propoau,. The
accountina chana• that would affect the
for the additional step of the elimination
following shall be in uded with eacll
pnciet9rmiaed rate.
•
from the indirect coat pool th01e coats
indirect coat propoul: .
.- . . .
I declare that the lio1'9101Dg ui true and
for which the law prohibit,
carrec:t.
.
.
·a. The rates pro'POled, including ·
reimbursement.
_____ Govemmeatal Unit
subsidiary work lheeU and other
relevant data, croa referenced and ·
Slgaatun - - - - - - - - D.
&M 0.C....tatiea el
reconciled to the flomdal data noted in Name of OfBcial _ _ _ _ _ __
Pnpwala
subtection b. Allocated central •mce
nt1e
1. Submiaion ofintiirr:t co.irate·
costs will be supported by the IUIIIID&ry Date oi Exacution: _ _ _ _ __
propoNls.
.
table included in the approved central
E. N_.M•tiea ...a .a---•al efhtai
L All departments or agendes of the
.. serrice coat allocation plan. Thia
··
...•-rr· governmental unit desiring to claim
summary table ii not required to be
1. Indirect coat rates. will be revin eel.
· indirect coata under Federal awuda
submitted with the lDdirect cmt
negotiated, and approved by the · · ·
must prepare an indirect COil rate
propoaal if the central service cmt
-; · angniua~ Federal agency on a timelJ
proposal and related documentation to . allocation plan for the same &seal year
buia. Once a rate bu been qreed upon.
support th01e ~ - The propoul and - bu been approved by the captaat ~ · it will be acoepted and used by all
-·
related documentation must be mained apncy and is available to the funding
Federal qencies unlesa prohibited OJ'
for audit in accordance with the records -.ncy.
..
·. - .- ·
limited by statute. Where a Federal
retention requirement, contained in the . b. A copy of the flli.tadal data
funding •ncy bu reuon·to believe
Common Rule.
·
(Bnancial statementa, compn,hen.sive
that special operating facton aJfectln I _
b. A governmental unit for which a
umual Bnandal report, UBCUtive ·
ita awards neoesaitate special in.direct.
cogniz.ant agency uaigmnent bu been
budgets, accounting reports, etc.) upon
cost nta, the funding agency will, p: :ior
specifically designated must submit ita
which the rate is based. Adfustmmta
to the time the rates are negotiated,
indirect coat rate proposal to ita .. ··
resulting from the 111e ofuna_udited data notify th. cnpl:rut Federal agency.
cognizant agency. The Office of
will be recognized, where appropriate, ··
2. the UN of predetermined rates, it
Management and Budget (0MB) will
by the Federal caplz:aat agency in a
allowed, ii encouraged where the
periodically publish l.iaof
. . .•
aubseQuent propoaal.
· - -:
· cop.mnt agency bu reuonable ·
governmental unit, identifyiug the
c. Tfie approximate amount of direct
usurance bued on put experience ind
·
reliable projection of the grantee
appropriate Federal copizant qencl•. bue costs incwred under Federal
agency's COits, that the rate is not liki tly
The cognizaDt agency for all
iwards. These costs should be broken
out between salaries and waget and
governmental unita or qend• not -·
to exceed a rate baed on actual coat.I.
other direct coata.
Long-tenn ..-menu u.tiliziDg
·
identified by 0MB will &e determmed
d. A chart showing the orsanizational predetermined rates extendiq overt wo
hued OD the Federal apncy providing
structure of the agency during the
··. -~- or more years an encounged, where
the largest amount of Federal funds. In
period for which the propol&l applies,
appropriate.
. ·
.
·
these cues, a ~ental unit must
along with a functional statement(s) . · • 3. The result, of each negotiation
develop an in
cmt propoal in
noting the duties and/or respomibWties shall be formalizl,d in a written
accordance with the nquiremeDta of
agreement between the copizant
this Circular and maintain the propoal of all units that comprise the agency.
agency .and the govemmental uniL T. :ail
(Once this ia submitted, only n,vi1iom
and related supporting documentation
need be submitted with subeequent
agreement will be subject to re-open.I 111
for audit. These governmental unita ue
if the agreement ii subsequently fow:.d
·
•
not required to submit their proposala - propc,Al,.)
· to violate a statute, or the lnfonnatiou
3. &,quired certification. Each
unlesa they are speciflcally requmted to
indirect cost rate proposal shall be
upon which the plan wu negotiated ia
do 10 by the cogniz.ant agency. Where a
accompanied by a certification in the
later found to be materially incomplete
local government only receives funds u
following form:
·
or inaccurate. The agreed upon rates
a sub-recipient, the primary recipient
will be responsible for negotiatuig and/
Certificata of Indirect Coau
shall be made available to all Federal
____. th
agencies for their use.
or monitoring the sub-recipient's plan.
1
ha
Thil ii to certify that
ve ntviewwu e
4. Refunds shall be made if propos 11s
c. Each Indian tribal government
Indirect cost rate proposal submitted
are later found to have included costs
desiring reimbursement of indirect costs herewith and to the belt ofmy knowledge
that (a) are unallowable (i) as specifi1 d
must submit its indirect cost proposal to and belief:

a.

~-=-
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======================~==by law or regulation, (ii) u identified in
Attachment B ofthis Circular, or (iii) by

the terms and conditions of Federal
awards, or (b) are unallowable because
they are clearly not allocable to Federal
awards. These adjustments or refunds
will be made regardless of the type of
rate negotiated (predetermined; !inal,
fixed, or proviaional).

F.Otlaer-Pelic:ia
1. Fringe benefit rates. If overall friqe
benefit rates are not approved for the
governmental unit u part of the central
•rvice coat allocation plan, these rates
will be reviewed, negotiated and
approved for individual grantee
agencies during the indirect cost
negotiation process. In these cues, a
propoeed &inge benefit rate
computation should accompany the
indirect cost proposal. If &inge benefit
rates are not used at the grantee agency

level (i.e., the agency specifically
identifies &inge benefit costa to
individual employees), the
governmental unit shculd so advile the
cognizant 81J8Dcy.

2. Billed services provided by the
grantee agency. In some cues,
governmental units provide and bill for .
1ervices similar to those covered by
central service cost allocation plans
(e.g., computer centen). Where this .
occurs; the governmental unit should be
guided by the requirements in
Attachment C relatin.8 to the
development of billiq rates and
documentation requirements, and
should advi1e the cx,pina~ apncy of
any billed aervioea. Reviews of theN
types of Mrvices (including reviews of
costing/billing methodology, profits or
losees, etc.) will be made on a cue-by
c:ase buis u wuranted by the
drcumstances involved.
3. Indirect cost allocations not awn,
rates. In certain situations, a
governmental unit, because of the
natuze of its awards, may be required to
develop a cost allocation plan that
distributes indirect (and, in some cues,
direct) costs to the specific funding
sources. In these cues, a narrstive cost
allocation methodology should be

developed, documented, main taint 1d for
audit, or submitted, as appropriate to
the cognizant agency for review,
negotiation, and approval.
4. Appeals. If a dispute arises in a
negotiation of an indirect cost rate (or
other rate) between the cognizant
agency and the governmental unit, the
dispute shall be resolved in accordance
with the appeals procedures of the
cngninat. agency.
5. Collection of unallowable cosi s and
erroneous payments. Costs specifi• :ally
identified u unallowable and clwged
to Federal awards either directly o '.
indirectly will be refunded (inclu~ ing
interest chargeable in accordancewith
applicable Federal agency regulati1 >ns).
8. 0MB assistance. To the extenl that
problems are encountered among t tie
Federal agencies and/or governme:1tal
units in connection with the negotiation
and approval process, 0MB will lend
usistance, u required, to resolve I uch
problems in a timely manner.
[Flt Doc. 95-11851 Filed 5-15-95; 1:4! am}
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