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Education. and Welfare a formal statewide cost allocation plan for central support
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involvement in the department. This brochure describes. in general terms. the
processes of indirect cost rate determination and presents instructions for the
submission of rate proposals. Appended are Bureau of the Budget Circular A-87.
Principles for Determining Costs Applicable to Grants and Contracts with State and
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DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE

WASHINGTON, D.C. 20201 .

OFFICE OF THE SECRETARY

Gentlemen:

In January 1968, we dip tributed copies of a brochure entitled "A Guide for State and Local
Government AgenciesEstablishing Indirect Cost Rates for Research Grants and Contracts
with the Department of Health, Education, and Welfare."
At the time that this brochure was distributed we were cooperating closely with the Bureau
of the Budget in developing a broader set of principles for determining the costs of all grants
and contracts with States and local governments. These principles have since been developed
and incorporated in Budget Bureau Circular A-87, a copy of which has been made a
part of this brochure. The new principles conform substantially to those incorporated in our
earlier brochure except that they apply not only to research but to all other work.
Circular A-87 provides that the principles which it contains will be applied by Federal
agencies at the earliest practicable date but not later than January 1, 1969, with respect to
State governments and January 1, 1970, with respect to local governments. The January 1,
1969, date has been extended by the Budget Bureau to July 1, 1969. Accordingly, this bro-
chure pertains only to State governments. A companion brochure will be subsequently devel-
oped for local governments.

This brochure provides guidance on the procedures to be followed by State governments in
seeking to recover the costs of services provided by cent! service type activities to grantee
State departments and the indirect costs of grantee State departments. It is important to
note that as a prerequisite to such recovery, States must develop and submit to the Depart-
ment a formal State-wide cost allocation plan for central support services. A formal plan
for allocating indirect costs of each grantee department must also be submitted to that Fed-
eral agency which has the predominant dollar involvement in the department. The De-
partment of Health, Education, and Welfare will approve indirect cost proposals for
State departments of health, education, and public assistance. Sample proposal formats are
also included in the brochure.

In order to carry out the provisions of Circular A-87, an interagency committee has been
established with representation from all of the major Federal agencies that make grant cr
contract awards to the States. A counterpart committee has also been appointed by the
National Association of State Budget Officers to work with us. The cooperation and sup-
port of both of these committees has contributed materially to the development of this bro-
chure. These committees will continue to function in order to ensure effective coordination
among the involved Federal agencies and the States in handling this indirect cost activity.
I am confident that this constructive working relationship will make it possible to fully
realize the objectives of Circular A-87.

j.
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Sincerely yours,

James F. Kelly
Assistant Secretary, Comptroller



Department of Health, Education, and Welfare

A GUIDE FOR ESTABLISHING COST ALLOCATION PLANS AND INDIRECT
COST RATES FOR HEALTH, EDUCATION AND WELFARE GRANTS AND

CONTRACTS

PREFACE

Budget Bureau Circular A-87 establishes uniform principles for determining the costs of
grants and contracts to States and localities. The Circular also provides that Federally as-
sisted programs shall bear. in addition to direct costs, their fair share of indirect costs ex-
cept where restricted or prohibited by law. Federal agencies were directed to implement the
principles with respect to States by January 1, 1969 (this was subsequently extended to July
1, 1969), and with respect to localities by January 1, 1970. The Department of Health, Edu-
cation, and Welfare has been designated as the representative Federal agency for auditing
and negotiating central State allocation plans for the cost of support or service type activ-
ities. Circular A-87 urges Federal agencies to cooperate in establishing similar lead agency
arrangements for approving indirect costs of State departments that conduct Federally
supported activities.

Two committees, a Federal interagency coordinating committee and a committee of e
National Association of State Budget Officers have been established to pursue those actions
necessary to ensure effective implementation of the provisions of Circular A-87 and to achieve
the necessary degree of coordination among concerned Federal and State personnel.

Within the Department of Health, Education, and Welfare all functions related to the ap-
proval of cost allocation plans and the establishment of indire "t cost rates for non-profit
organizations are assigned to the Division of Grants Administration Policy of the Office
of the Assistant Secretary, Comptroller.

The Division was given these responsibilities in August 1966, to simplify through cen-
tralization, the processes of rate review and negotiation and thus to serve more directly and
efficiently organizations performing under grants or contracts with any of the Department's
operating agencies.

The centralization of the processes of rate review and negotiation within the Department
of Health, Education, and Welfare and the assignment of negotiating responsibilities by
Budget Bureau Circular A-87 involve two procedures of immediate significance to States that
wish to claim indirect costs against Federal grants and contracts.

1. States are expected to develop a cost allocation plan for distributing the costs of serv-
ices provided to operating departments or agencies, such as the health department, by
other organizations within the State, such as central audit or central motor pool. When
the distribution of such costs to the various operating departments has been approved
by the Department of Health, Education, and Welfare they will not be subject to ques-
tion when indirect costs of the individual operating departments are reviewed by
other Federal agencies.*

*Circular A-87 provides that such cost will be accepted ". unless an agency determines that the approved
plan would result in significant inequitable or improper charges to programs for which it is responsible."



2. Each State department or agency which receives Federal support in the form of
1 grants or contracts, will be required to submit an indirect cost proposal for the distribu-

tion of administrative or general type costs to all of its activities. A single annual nego-
tiation will be required to obtain approval of this proposal for application to all
Federally sponsored activities. The Federal agency designated to act on behalf of the
Federal Government in such negotiations will be that agency which provides the largest
amount of Federal support to the State agency or department.

This brochure describes general terms the processes of indirect cost rate determination
and presents instructions for the submission of rate proposals by the States.

Section I contains general information on indirect cost rate determination and on the sig-
nificance of Circular A-87.

Section II sets out guidelines for preparation of State-wide cost allocation plans and State
department or agency indirect cost proposals.

Section III contains, in question and answer form, additional guidance on the questions
most likely to arise in interpreting the cost principles contained in Section IV.

Section IV contains Bureau of the Budget Circular A-87 "Principles for Determining Costs
Applicable to Grants and Contracts with State and Local Governments," sample cost alloca-
tion plan formats, sample negotiation agreements, suggested bases of distribution, sample
certification forms as well as the criteria used to determine the assigned negotiation respon-
sibilities or Federal agencies.

vi
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SECTION IGENERAL INFORMATIONTHE SIGNIFICANCE
OF CIRCULAR A-87

Federal agencies are for the first time
governed by a uniform set of standards for
reimbursing costs applicable to grants and
contracts awarded to States. Budget Bureau
Circular A-87 is the product of a study un-
dertaken by the Budget Bureau, in coopera-
tion with Federal agencies, as a result of
concerns expressed by the States over the
lack of uniformity among Federal agencies
in allowing costs incurred under Federally
supported programs, particularly costs of an
indirect nature.

The Departmeni, of Health, Education, and
Welfare recognizes the difficulties that can
occur when an organization or agency re-
ceiving grant support from two or more
sponsoring Federal agencies is confronted
by differing cost reimbursement policies.
Accordingly, the Department strongly en-
dorses the establishment under Circular A-
87 of uniform reimbursement standards and
a mechanism for avoiding duplicate negotia-
tions of indirect costs on the part of State
agencies and departments with their several
Federal sponsors. This result coincides with
efforts undertaken within the Department
over the past several years to regularize the
cost reimbursement practices of its constitu-
ent agencies.

The Department recognizes too, that costs
are both direct and indirect and that the
determination of indirect costs is a matter
of critical importance in the administration
of Federal-State programs. For this reason
it wishes to encourage the fullest under-
standing of statutory, procedural or other
requirements in relation to costing, believ-
ing that such understanding will facilitate
the administration of programs that are of
great importance to the Department, to the
States, and to the Nation.

Budget Bureau Circular A-87What it
Means

Budget Bureau Circular A-87 establishes
uniform Government-wide guidelines for

R.

1

identifying costs under grants and contracts
to States. The Circular is designed to pro-
vide that Federally assisted programs bear
their fair share of costs except where re-
stricted or prohibited by law. It removes
several restrictions that had formerly been
prevalent in the cost reimbursement policies
of Federal sponsors, by providing that, ex-
cept where otherwise restricted by the Cir-
cular:

(1) All 'ndirect costs of the grantee State
department are allowable providing
they are necessary for the efficient
conduct of the grant program.
A necessary cost of a grant program
is allowable regardless of where it is
incurred within the State complex.
The costs of services provided by cen-
tral service type agencies to grantee
State departments are allowable and
need not be supported by a transfer
of funds between the departments in-
volved.

Circular A-87 seeks to create greater uni-
formity and to promote efficiency and bet-
ter relationships among grantees and Fed-
eral agencies. However, it is important to
note what the provisions of Circular A-87
do not do :

(1) They do not specify a particular
form of organization, management
technique, or method of account-
ing, as a condition of cost reim-
bursement under Federal grants or
contracts ; however, this is not to
preclude bilateral agreements reached
between State agencies and the Fed-
eral government on organizational
arrangement or personnel placement ;

(2) They do not identify the circumstances
or dictate the extent of Federal and
State participation in the financing
of a particular grant. Matching re-
quirements of the various Federal

(2)

(3)



programs are unaffected by Circular
A-87 and where authorizing pro-
gram legislation contains exRlicit re-
strictions on the reimbursement of
particular costs, such restrictions are
similarly unaffected;

(3) They do not allow the reimbursement
of costs of general State government.
Costs of general State government
are not explicitly defined in the Cir-
cular but costs such as the salaries
and expenses of the State legislature
are listed as unallowable and consid-
ered to fall into this category.

Awarding Indirect Costs

An application for a project grant or con-
tract, or in the case of a mandatory or
formula grant, the submission of a State
plan, usually involves a request by the
prospective recipient for both direct
indirect costs.

The indirect costs of a program are those
costs not readily identifiable with the pro-
gram itself but nevertheless incurred by
the Stateas in the operation and main-
tenance of buildings or in the payment of
utilities costs or administrative salaries
for the joint benefit of the program and of
other activities carried on by the organiza-
tion. Indirect costs include the costs incurred
by both a State agency performing under
a grant or contract and by a State agency
providing central services.

In theory all such costs might be charged
directly. Practical difficulties, however, pre-
clude such an approach. Therefore, Circular
A-87 provides for the reimbursement of
these costs through the mechanism of an in-
direct cost rate. An indirect cost rate is sim-
ply a device for determining fairly and con-
veniently within the boundaries of sound
administrative principle, what proportion of
such general expenses each program should
bear. It is the ratio between the total indi-
rect expenses and some direct cost base,
commonly either direct salaries and wages
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or total direct costs, exclusive of any ex-
traordinary or distorting expenditures such
as capital assets, major subcontracts, alter-
ations and renovations, etc.

The indirect cost rate is the end product
of a series of cost apportionments distribut-
ing costs which jointy benefit two or more
State activities or programs, to those activi-
ties or programs in some reasonable relation
to the benefits derived by them. Circular A-
87 requires that the distributions, and the
techniques used to make the distributions,
be evidenced by the submission of a con-
solidated State-wide cost allocation plan
for each State, and an indirect cost pro-
posal for each State agency carrying on
Federally sponsored activities.

In order to recover indirect costs, a con-
solidated State-wide cost allocation plan and
an indirect cost proposal for each State
agency carrying on Federally sponsored ac-
tivities must be submitted to the Federal Gov-
ernment annually. These plans and propos-
als form the basis for agreements between
the State and the Federal Government setting
forth the indirect costs which may be
charged to Federally supported programs. In
turn, these agreements constitute authority
to Federal agencies making awards to States
to reimburse indirect costs under their pro-
grams (unless otherwise restricted by law).
The absence of an agreement signifies that
a claim for indirect cost has not been estab-
lished by the State in accordance with Cir-
cular A-87 and will act to preclude the recog-
nition of such costs as a charge to Federally
supported programs.

The Cost Allocation Plans
Costs incurred by the State in connection

with programs sponsored by the Federal
Government are allowable whether incurred
by the State agency which receives the Fed-
eral award or by another agency which pro-
vides supportive services to the recipient
agency. Cost allocation plans are the means
by which such costs can be identified in a
logical and uniform manner for reimburse.:
ment under Federal grants and contracts.



There are two types of cost allocation
plans. The first covers the distribution of
the cost of support services provided to
State grantee or contractor agencies by
other State agencies and is referred to as
the consolidated State-wide cost allocation
plan. The second covers the distribution of
the costs within an individual grantee or
contractor agency, including the costs of
Services allocated to it under the consoli-
dated State-wide cost allocation plan, to all
work performed by that agency. This second
'type of cost allocation plan is commonly re-
ferred to as an indirect cost rate proposal.

These plans are explained further in Sec-
tion IL

Federal Coordination for Rate Determination

Responsibility has been assigned to the
Department of Health, Education, and Wel-
fare, as the agency with the greatest inter-
est in grants at the State level, for the
approval and audit of consolidated State-
wide cost allocation plans. This approval
will authorize the inclusion of central serv-
ice type support costs in the indirect cost
proposals of individual State agencies that
are the recipients of Federal awards. A sin-
gle Federal agency is responsible for ap-
proval of the indirect cost proposal of each
State agency. Responsibility lies with that
Federal agency having the maximum dollar
interest, (See Section IV, Appendix 6). State
agencies should prepare their indirect cost
proposals in accordance with the instruc-
tions of the responsible Federal agency. This
GUIDE constitutes instructions for the use
of those State agencies for which the De-
partment of Health, Education, and Welfare
is responsible.

A formal negotiation agreement will be
executed by a representative of the State
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and a : epresentative of the Department of
Health, Education, and Welfare to signify the
establishment of an approved consolidated
State-wide cost allocation plan. This agree-
ment will be distributed to other Federal
agencies that sponsor programs carried on
by the State and will permit them to accept
the costs contained in the consolidated State-
wide cost allocation plan which are distrib-
uted to the programs they sponsor.

Similarly, each State agency will execute
a formal negotiation agreement, for The in-
direct costs incurred by that State agency,
with the Federal agency that is responsible
for approving its indirect cost proposal (see
Section IV, Appendix 7.a. & 7.b.). The indi-
rect cost negotiation agreement will also be
distributed to all sponsoring Federal agen-
cies and will be binding on them.

The Department of Health, Education, and
Welfare and other responsible Federal agen-
cies which negotiate on behalf of the Fed-
eral Government will coordinate their re-
view and negotiation activities with the
other Federal agencies as appropriate.
When a formal negotiation is conducted (as
contrasted with a negotiation by correspond-
ence or telephone), representatives of the
other Federal agencies may participate in
the negotiation conference.

Statutory Limitations

Some Federal grants are subject to laws
that limit the amount of indirect costs that
may be allowed. When the amount allowable
under a statutory limitation is less than the
amount otherwise allocable as indirect costs,
the amount not recoverable as indirect costs
under a grant may not be shifted to an-
other. Federal grant or contract.



SECTION II-GUIDELINES FOR PREPARING A CONSOLIDATED
STATE-WIDE COST ALLOCATION PLAN AND INDIRECT

COST RATE PROPOSALS

CONSOLIDATED STATE-WIDE COST ALLOCATION PLAN

Plan Requirements

State agencies commonly render various
supportive services to each other, i.e. facili-
ties, motor pool, legal counsel, procurement,
personnel administration, data processing,
etc. In some instances these services are
provided without charge to the recipient
agency ; in other instances an inter-agency
charge is made. The Department of Health,
Education, and Welfare will recognize such
costs whether or not a charge to the recipi-
ent agency is actually made, provided that :

a. the services provided and their related
costs are documented and can be sup-
ported, and

b. the services provided are necessary to
the efficient conduct of Federal grants
and contracts, and

c. the provider and recipient agencies are
not separate legal entities (i.e., a State
agency and a non-State agency), and

d. the costs are permitted under Bureau
of the Budget Circular 4-87, and

e. Charges to the Federal grants and con-
tracts are made in conformance with
a consolidated State-wide cost alloca-
tion plan approved by the Department
of Health, Education, and Welfare.

The costs of supporting agency services
are generally treated as indirect costs and
added to the indirect costs generated at each
State department or agency. However, if
special services are provided to specific pro-
grams by supporting agencies, rather than
general services, then the special services
may be treated as direct program costs. See
Section IV, Appendix 2, Exhibit D, for an
illustration. To support claims for support
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agency services by each State Department
or agency, the State Budget Officer or other
authorized State official must submit for
approval a consolidated State-wide cost al-
location plan prepared in accordance with
Bureau of the Budget Circular A-87, "Prin-
ciples for Determining Costs Applicable to
Grants and Contracts with State and Local
Governments" (see Section IV, Appendix 1).
A sample consolidated State-wide cost allo-
cation plan is presented in Section IV, Ap-
pendix 2.

The plan must contain (but need not be
limited to) : the nature and amount of the
services provided and their relevance to Gov-
ernment projects, the items of expense in-
cluded in the cost, the methods used to dis-
tribute cost, the identification of the State
agency rendering the services, and the iden-
tification of the State agency(s) receiving
the services. It must also contain a State
organizational chart that shows both the
State-wide organizations rendering service
and all non-central State departments,
whether or not they are reflected as benefit-
ing from central services in the State-wide
cost allocation plan. A State organizational
chart must accompany the first consolidated
State-wide cost allocation plan submitted.
Subsequent year plans need only show
changes to the organizational chart initially
submitted. The consolidated plan must also
be certified by the State Budget Officer or
other_ authorized State official (see Section
IV, Appendix 3).

There are four basic steps in the prepa-
ration of a plan:

(1) Identification of the costs of each
type of service to be claimed, as de-
fined in Attachment A, Section G.1.
of the cost principles.



(2) Determination of the method for al-
locating each type of service to users.

(3) Mathematical allocation of these costs
to the user agencies.

(4) Summarization of the amounts allo-
cated into a single, formal, compre-
hensive State-wide plan.

The completed plan should be submitted
to the Department of Health, Education, and
Welfare for approval. The Department will
analyze the plan to determine that (a) the
cost of central State services have been dis-
tributed to all benefiting State activities,
(b) the distribution is based on a methods)
which is reasonably indicative of the amount
of services provided, (c) the services pro-
vided are necessary to the successful con-
duct of Federal programs, (d) the level of
costs incurred are reasonable, and (e) the
costs claimed are otherwise allowable in ac-
cordance with Circular A-87.

On the basis of this review the Department
will take one of the following actions:

(1) It will find the plan acceptable as a
basis for provisionally funding Fed-
eral programs, but will require the
submission of additional data or re-
quire an audit prior to reaching a
final agreement with the State on the
actual amount of costs which may be
charged to Federal programs.

(2) It will find the plan fully acceptable
and will enter into an agreement with
the State on the amount of costs
which may be charged to Federal pro-
grams. Such an agreement is not sub-
ject to revision at a later date unless
it is found to result in a major in-
equity to the State or the Federal
Government, and both parties are
willing to reopen the negotiation.

A plan may be found to be fully ac-
ceptable either before or after the
completion of the State fiscal year to
which it applies. In the former in-
stance, the costs are considered to be
predetermined, and a predetermined
negotiation agreement is formalized.
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In the latter instance, the costs are
considered to be finalized, and a final
negotiation agreement is formalized.
In both instances the amounts agreed
to are fixed.

(3) It will determine that the plan is in-
complete or otherwise unacceptable.
In such instances, the State organiza-
tion which submitted the plan will
be advised by telephone or in writing
of the reasons why the plan is unac-
ceptable. The Department will coop-
erate fully to assist the State in de-
veloping an acceptable plan.

Provisional and Final Agreements

Since full year costs do not become known
until the end of a State fiscal year, the De-
partment of Health, Education, and Welfare
may approve State-wide costs on a provi-
sional basis using either: (1) a prior year's
actual costs, (2) projected costs for the fis-
cal year under consideration, or (3) a com-
bination of historical costs and projected
costs. The tabuluation below illustrates the
procedure to be followed by the State for
the first year under Circular A-87 assuming
the State prepares its proposal sometime dur-
ing the period from January 1, 1969 to June
30, 1969.

PROVISIONAL STATE-WIDE COSTS
FOR THE STATE FISCAL YEAR

July 1, 1969June 30, 1970

may be based on one of
the following methods:

(1) USE A PRIOR YEAR'S
ACTUAL COSTSIN THIS
CASE USEJuly 1, 1967
June 30, 1968 COSTS

or

(2) USE PROJECTED COSTS
FOR THE FISCAL YEAR
UNDER CONSIDERATION
July 1, 1969June 30, 1970

or



(3) USE A COMBINATION OF
HISTORICAL COSTS AND
PROJECTED COSTS
USE MOST RECENT AC-
TUAL COSTS July 1, 1968
January 31, 1969,

PLUS PROJECTED COSTS
February 1, 1969June 30,
1969.

Projected costs must be adequately sup-
ported. Within six months after the end of
the State's fiscal year a revised State-wide
plan must be submitted using actual costs.

REFERRING TO THE TABULA-
TION ABOVE, THE STATE
MUST SUBMIT BEFORE Decem-
ber 31, 1970, A STATE-WIDE
PLAN OF ACTUAL COSTS IN-
CURRED FOR THE FISCAL
YEAR July 1, 1969June 30, 1970.

The plan containing the actual costs for
the period July 1, 1969June 30, 1970 will
be used by the Department of Health, Edu-
cation and Welfare as a basis for negotiat-
ing FINAL costs for this period. These final
costs may also be used as provisional costs
for the next period, from July 1, 1970 to
June 30,1971.

AT THIS POINT, THE PROCE-
DURE REPEATS. WITHIN SIX
(6) MONTHS AFTER June 30,
1971, THE GRANTEE MUST
SUBMIT A STATE-WIDE PLAN
OF ACTUAL COSTS FOR THE
FISCAL YEAR July 1, 1970
June 30, 1971.

Since the use of provisional costs which
are subsequently adjusted to actual costs en-
tails additional administrative effort for
both the States and the Federal Government,
the use of predetermined agreements are en-
couraged where the circumstances warrant
their use.
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Predetermined Agreements

A predetermined agreement is used to for-
malize an advance understanding between
the State and the Department of Health, Ed-
ucation, and Welfare on the final amounts
that will be apportioned during a future
period. It is not generally subject to subse-
quent adjustment. It represents amounts
that are negotiated prior to the period when
the actual costs are known. A predetermined
agreement may be subject to revision, -how-
ever, if changes are made in the methods of
accounting that were used as a basis for
predetermination. Predetermined agree-
ments are used where the cost experience
and other pertinent facts available are
deemed sufficient to enable the Federal Gov-
ernment and the State to reach an informed
judgment as to the probable level of costs
to be incurred so that the amount allowed
is not likely to exceed the actual cost.

In the tabulation shown in the preceding
sub-section on Provisional and Final Agree-
ments, the State-wide cost allocation plan
submitted during the period from January
1, 1969 to June 30, 1969, to be used for the
fiscal year July 1, 1969June 30, 1970,
might serve as a basis for predetermining
final amounts for that fiscal year. However,
since predetermination relies extensively on
historical data, it may not be feasible to
utilize this technique until sufficient histori-
cal experience has been developed. Where
it can be used however, predetermination
avoids the administrative difficulties and
uncertainties of fund availability inherent
in the process of establishing provisional or
funding rates, and subsequently adjusting
those amounts based on actual cost experi-
ence.

In addition, the Department encourages
the use of predetermined amounts with
provisions for "carrying" or "rolling" for-
ward into a subsequent fiscal year, the dif-
ference between the predetermined amounts
and the subsequently determined actual
amounts of the period that was predeter-
mined. This procedure will not be appli-



cable to those States whose budget appropri-
ation process precludes this approach.

Submission of Plan

All State-wide cost allocation plans will
be negotiated by the Department of Health,
Education, and Welfare and will be binding
on other Federal agencies. Plans should be
submitted to :

Division of Grants Administration
Policy

Office of the Assistant Secretary,
Comptroller

Department of Health, Education, and
Welfare

330 Independence Avenue, S.W.
Washington, D.C. 20201

A State-wide cost allocation plan must be
submitted annually, within six months after
the last day of the State's fiscal year. It is
essential that plans be submitted in a timely
fashion. Awards made after a State-wide
plan becomes due will not provide for the
recovery of State-wide indirect costs. Any
State-wide indirect costs claimed against
awards already made will be subject to dis-
allowance.

INDIRECT COST RATE PROPOSALS

eral programs, (d) the level of costs in-
curred are reasonable, (e) costs for central
State services are charged in conformance
with the State-wide cost allocation plan as
approved by the Department of Health, Edu-
cation and Welfare, and (f) the costs
claimed are otherwise allowable in accord-
ance with Circular A-87.

On the basis of this review the Depart-
ment will take one of the following actions :

Basic Process
The total operating costs of State depart-

ments performing Federally supported pro-
grams consist of two basic categories of
costdirect and indirect. Direct costs are
those which can be identified with a single
program or activity and are specifically re-
imbursed as such. Indirect costs (or over-
head) are those costs of a State depart-
ment which jointly benefit two or more pro-
grams or activities. Indirect costs also in-
clude that proportionate share of the cost
of central State services distributed to a
State department via the State-wide cost
allocation plan. Indirect costs are reim-
bursed by the mechanism of an indirect
cost rate, that is, they are expressed as a
percentage of some direct cost base and ap-
plied to each program or project award by
multiplying the rate by the base costs
charged to the award.

The indirect cost rate is developed annu-
ally by the State and submitted to the De-
partment of Health, Education and Welfare
in the form of an indirect cost rate pro-
posal. As with the State-wide cost allocation
plan, the Department will analyze the pro-
posal to determine that (a) all activities of
the State department have been considered,
(b) the distribution of indirect costs is
bated on a method(s) which is reasonably
indicative of the amount of services pro-
vided, (c) the services provided are neces-
sary to the successful conduct of the Fed-
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(1) It will find the proposal acceptable
as a basis for provisionally funding
Federal programs, but will require
the submission of additional data or
require an audit prior to reaching a
final agreement with the State on the
actual rate at which indirect costs
may be charged to Federal programs.

(2) It will find the proposal fully ac-
ceptable and will enter into an agree-
ment with the State on the rate at
which indirect costs may be charged
to Federal programs. Such an agree-
ment is not subject to revision at a
later date unless it is found to result
in a major inequity to the State or
the Federal Government, and both
parties are willing to reopen the ne-
gotiation.

A proposal may be found to be fully
acceptable either before or after the
completion, of the State fiscal year to



(3)

which it applies. In the former in-
stance, the rate is considered to be
predetermined, and a predetermined
negotiation agreement is formalized.
In the latter instance, the rate is con-
sidered to be finalized and a final ne-
gotiation agreement is formalized. In
both instances the rate agreed to is
fixed.

It will determine that the pro-
posal is incomplete or otherwise un-
acceptable. In such instances, the
State organization which submitted
the proposal will be advised by tele-
phone or in writing of the reasons
why the proposal is unacceptable. The
Department will cooperate fully to as-
sist the State in developing an ac-
ceptable proposal.

Provisional and Final Rates

Since full year costs do not become known
until the end of a State department's fiscal
year, the Department of Health, Education,
and Welfare may approve a State depart-
ment's costs on a provisional basis using
either: (1) a prior year's actual costs, (2)
projected costs for the fiscal year under con-
sideration, or (3) a combination of histori-
cal costs and projected costs. The tabulation
below illustrates the procedure to be fol-
lowed by a State department for the first
year under Circular A-87 assuming the
State department prepares its proposal some-
time during the period from January 1, 1969
to June 30, 1969.

PROVISIONAL INDIRECT COST
RATE(S) FOR A STATE DEPART-

MENT'S FISCAL YEAR
July 1, 1969June 30, 1970

may be based on one of
the following -methods:

(1) USE A PRIOR YEAR'S
ACTUAL COSTSIN THIS
CASE, USE July 1, 1967
June 30, 1968 COSTS

or
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(2) USE PROJECTED COSTS
FOR THE FISCAL YEAR
UNDER CONSIDERATION
July 1, 1969June 30, 1970

or

(3) USE A COMBINATION OF
HISTORICAL COSTS AND
PROJECTED COSTS
USE MOST RECENT AC-
TUAL COSTS July 1, 1968
January 31, 1969,
PLUS PROJECTED COSTS
February 1, 1969June 30,
1969

Projected costs must be adequately sup-
ported. Within four months after the State-
wide cost allocation plan has been approved
by the Department of Health, Education
and Welfare, a revised indirect cost rate
proposal must be submitted using actual
costs.

REFERRING TO THE TABU-
LATION ABOVE, A STATE DE-
PARTMENT MUST SUBMIT BE-
FORE April 30, 1971, AN INDI-
RECT COST RATE PROPOSAL
OF ACTUAL COSTS INCURRED
FOR THE FISCAL YEAR July
1, 1969June 30, 1970

The proposal containing the actual costs
for the period July 1, 1969June 30, 1970,
will be used by the Department of Health,
Education, and Welfare as a basis for nego-
tiating a FINAL rate for this period. The
final rate may also be used as a provisional
rate for the next period, from July 1, 1970
to June 30, 1971.

AT THIS POINT, THE PROCE-
DURE REPEATS. WITHIN FOUR
MONTHS AFTER THE DEPART-
MENT OF HEALTH, EDUCA-
TION AND WELFARE AP-
PROVES THE STATE-WIDE
COST ALLOCATION PLAN FOR
THE FISCAL YEAR July 1, 1970
June 30, 1971, A STATE DE-



PARTMENT MUST SUBMIT AN
INDIRECT COST RATE PRO-
POSAL FOR THE FISCAL YEAR
July 1, 1970June 30, 1971

Since the use of a provisional rate which
is subsequently adjusted to an actual rate
entails additional administrative effort for
both the States and the Federal Govern-
ment, the use of predetermined agreements
are encouraged where the circumstances
warrant their use.

Predetermined Rates

A predetermined rate is one which is agreed
to in advance by a State department and
the Department of Health, Education and
Welfare, as representing the final rate that
will be effective during a future period. It
is not generally subject to subsequent ad-
justment. It is a rate which is negotiated
prior to the period when the actual costs
are known. A predetermined rate may be
subject to revision, however, if changes are
made in the methods of accounting that
were used as a basis for predetermination.
Predetermined rates are used where the
cost experience and other pertinent facts
available are deemed sufficient to enable
the Federal Government and the State to
reach an informed judgment as to the prob-
able level of costs to be incurred so that
the rate allowed is not likely to exceed the
actual rate.

In the tabulation shown in the preceding
sub-section on Provisional and Final Rates,
the indirect cost rate proposal submitted
during the period from January 1, 1969 to
June 30, 1969, to be used for the fiscal year
July 1, 1969June 30, 1970, might serve
as a basis for predetermining final rates
for that fiscal year. However, since prede-
termination relies extensively on historical
data, it may not be feasible to utilize this
technique until sufficient historical experi-
ence has been developed. Where it can be
used however, predetermination avoids the
administrative difficulties and uncertainties
of fund availability inherent in the process
of establishing provisional or funding rates,
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and subsequently adjusting those rates based
on actual cost experience.

In addition, the Department encourages
the use of predetermined rates with pro-
visions for "carrying" or "rolling" forward
into a subsequent fiscal year, the difference
between the amounts reimbursed using the
predetermined rate and the amounts which
would have been reimbursed had the actual
rate been known for the period that was
predetermined. This procedure of making
prior year adjustments in future years will
not be applicable to those States whose budg-
et appropriation process precludes this ap-
proach.

Methods of Calculation

Because of the wide variety of situations
to which they apply, the cost principles in
Section IV, Appendix 1, describe the meth-
ods of developing indirect cost rates in
somewhat general terms. It is possible, how-
ever, to group these methods into two broad
categories, depending on whether a single
base or more than one base is used to dis-
tribute the various elements of indirect
costs. In all cases, costs of services provided
by other agencies without charge to the
grantee department may be allocated to
Federally sponsored projects and programs
to the extent that they are supported by an
approved consolidated State-wide cost allo-
cation plan. The State agency shall prepare
and submit an indirect cost proposal in ac-
cordance with the instructions of the Fed-
eral agency having the maximum dollar
interest. The instructions in this Guide
must be used by State agencies where the
Department of Health, Education, and Wel-
fare has the maximum dollar interest.

Use of multiple rate method
Under this method, indirect costs are ini-

tially grouped into various functional cate-
gories or pools, such as General Administra-
tion, Divisional Administration, Building Oc-
cupancy Costs, etc. Each pool of costs is then
distributed to, or divided among, the benefit-
ing Divisions and Bureaus of a State depart-



meet or agency by means of a base which
best measures the relative degree of benefit
which these activities derive from that pool.
Careful judgment° is required to establish
the appropriate number of pools, giving
consideration to the materiality of the
amounts involved.

This method involves four basic steps:
1. Establishment of functional cost

groupings (pools) to separate broad
categories of indirect costs which ben-
efit the divisions and bureaus of a
State department or agency, in sgnifi-
cantly different proportions.

2. Selection of an appropriate dish.' u-
tion base for each pool of indirect
costs. See Section IV, Appendix 5 for
examples of distribution bases.

3. Distribution of each indirect cost pool
to the activities in its base.

4. Calculation of an indirect cost rate
for each division and bureau of a
State department or agency by relat-
ing the indirect costs allocated to each
division or bureau by that division's
or bureau's base. Rate bases in com-
mon use include but are not limited to:
a. total direct salaries and wages ;
b. total direct salaries and wages plus

applicable fringe benefits;

c. total direct costs, less capital ex-
penditures.

Use of short or simplified methods
In many instances, Federal and State ac-

tivities conducted by State agencies benefit
to relatively the same degree from the func-
tions which generate indirect costs. This is
particularly true when the Federal activity
is not substantial in amount. Under these
circumstances it is not necessary to make a
series of indirect cost distributions. Instead
indirect costs may be defined to include only
those services which benefit Federal activi-ties exclusively or jointly with other activi-
ties and a single rate may be developed.
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These methods involve three basic steps:
1. Adjusting the total costs, including

those charged to a Federally spon-
sored activity, by eliminating costs de-
fined in the principles as either unal-
lowable or as capital expenditures.

2. Classifying the remaining costs as
either direct or indirect.

3. Computing the rate by dividing total
indirect costs by total direct costs, or
elements thereof.

Sample Proposals and the Cost Principles
Three sample formats of indirect cost

proposals are presented in Section IV, Ap-
pendix 2. The three indirect cost proposal
formats are identified as : (a) the short
method, (b) the similified method, and (c)
the multiple rate method. These samples are
intended merely to illustrate the mechanics
of proposal preparation in some of the most
commonly encountered situations, and they
normally will require adaptation to actual
circumstances of individual agencies. Only
one indirect cost proposal is required for
each State agency which is a recipient of
Federal awards.

Use of Special Rates

The Department of Health, Education and
Welfare prefers the use of a single, com-
posite rate applicable to all Federal grants
and contracts awarded to a particular
agency. When, however, the use of
such a rate is demonstrably inequitable
or may result in a significantly inappropri-
ate distribution of indirect costs to certain
organizational units or activities of the
agency, and subsequently to Federal pro-
grams, multiple rates should be developed.

The appropriateness of multiple rates for
certain organizations depends on whether
the unitsuch as the separate laboratory
or off-site activityuses, as fully as do other
units, the services comprising the organi-
zation's indirect cost pool.



The use of multiple rates may be indi-
cated, for example, if an activity is so situ-
atedeither geographically or organization-
allythat services normally included in the
organization's indirect cost pool are charged
to the activity as direct costs. The intent in
this case is to avoid the distortion that
would result if services to the activity,
charged directly to its projects, also were
charged through the indirect cost rate.

Supporting Documentation
The submission of each indirect cost rate

proposal must be accompanied by the fol-
lowing supporting documentation:

(1) A certification by a responsible State
department or State agency official
that the proposal has been prepared
in accordance with applicable regu-
lations. The sample format in Section
IV, Appendix 4, should be used for
this purpose.

(2) A copy of financial statements pre-
pared by either certified public ac-
countants or State auditors. If these
are not available, proposals should be
accompanied by any financial docu-
ments generated either by the State
agency or higher tier State agency
which can be used to substantiate the
authenticity of the amounts proposed.

(3) A listing of all Federal grants and
contracts awarded to the State agency,
the amount of Federal and non-Fed-
eral funds involved under each
award, and an identification of the
Federal agencies.

Rate Alternatives for Grants
In the case of grants, the Depart-

ment of Health, Education, and Welfare
permits certain alternatives in the selection
of the method by which final rates are to
be applied in computing the amount of indi-
rect costs to be reimbursed under each
grant, specifying only that the rate or rates
be applied consistently to all grants during
the stated periods. These alternatives are
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only applicable to grants; they are not ap-
plicable to contracts. Thus the grantee may
choose one of the following methods :

1. The rate established for the fiscal year
in which the grant budget year begins
is applied to the entire grant budget
year. (For example, a final rate of
14% has been established for the pe-
riod July 1, 1969 to June 30, 1970.
A grant began on January 1, 1970.
The 14% rate is applied despite the
fact that six months of the grant
budget year fall in a period for which
a different rate may be applicable.)
This method is the simplest to apply
and is preferred by the Department.

2. The rate established for the fiscal pe-
riod in which the preponderance (in
time) of the grant budget year occurs
is applied to the entire grant budget
year. (For example, a final rate of 14%
has been established for the period of
July 1, 1969 to June 30, 1970. A rate
of 12% has been established for the
period July 1, 1970 to June 30, 1971.
A grant which had an effective date of
March 1, 1970 would use the 12%
rate because eight months of the grant
budget year fell in the period during
which the 12 % rate applied.)

3. The rates established for the periods
in which direct expenditures are ac-
tually made is applied to those expendi-
tures. (For example, a final rate of
14% has been established for the pe-
riod July 1, 1969 to June 30, 1970. A
rate of 12% has been established for
the period July 1, 1970 to June 30,
1971. A grant for $50,000 and asso-
ciated indirect costs was awarded ef-
fective March 1, 1970 and $30,000 of
direct costs were expended by June
30, 1970. The rate of 14% would be
applied to the $30,000 and the 12%
rate would apply to the $20,000 spent
during the last nine months of the
grant year.) This method produces the
most accurate results but involves the
greatest amount of administrative ef-
fort.



These alternatives offer maximum flexi-
bility in the application of rates. Whatever
the method selected, however, its consistent
application to all project grants is expected.
Grantees are requested to indicate the meth-
od selected when submitting their indirect
cost proposals. Any subsequent change of
methods will require prior approval of the
Division of Grants Administration Policy.

Cost reimbursement type contracts will
continue to use the rates established for the
periods in which the direct contract ex-
penditures are made, as in the third alter-
native above.

Submission of Plans

All State department indirect cost pro-
posals for which the Department of Health,
Education, and Welfare is responsible should
be submitted to:
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Division of Grants Administration Policy
Office of the Assistant Secretary, Comp-

troller
Department of Health, Education, and

Welfare
880 Independence Avenue, S.W.
Washington, D.C. 20201

An annual indirect cost proposal must be
submitted by each State Department that
claims indirect costs on Federally supported
programs. The proposal must be submitted
within four months after the State-wide cost
allocation plan has been approved by the
Department of Health, Education and Wel-
fare. It is essential that proposals be sub-
mitted in a timely fashion. Awards made
after a proposal becomes due will not provide
for the recovery of indirect costs for the
period of delinquency and indirect costs
claimed against awards already made will
be subject to disallowance.



SECTION III-QUESTIONS AND ANSWERS

Q. IS THE PUBLICATION OASC-4 "A
GUIDE FOR STATE AND LOCAL AGEN-
CIES" PREVIOUSLY ISSUED BY THE
DEPARTMENT OF HEALTH, EDUCA-
TION, AND WELFARE STILL APPLICA-
BLE?

A. No, effective July 1, 1969, publication
OASC-4 is superseded by this brochure.

Q. ON JANUARY 1, 1969, WILL CIRCU-
LAR A-87 BE MANDATORY FOR USE
BY BOTH STATES AND BY LOCAL GOV-
ERNMENTS?

A. No. Bureau of the Budget Circular A-
87 states that it will be effective beginning
January 1, 1969 for States and January 1,
1970 for localities. However, the Bureau of
the Budget has deferred the effective date
for States until July 1, 1969. The prescribed
effective date for localities remains January
1, 1970.

Q. IF CIRCULAR A-87 DOES NOT BE-
COME MANDATORY FOR USE BY LO-
CAL GOVERNMENTS UNTIL JANUARY
1, 1970 AND PUBLICATION OASC-4 IS
NO LONGER APPLICABLE TO STATES,
WHAT COST PRINCIPLES MAY BE
USED BY LOCAL GOVERNMENTS
PRIOR TO JANUARY 1, 1970?

A. Local governments should continue to
use those Federal agency regulations that
were in effect prior to Circular A-87, for
determining costs applicable to grants and
contracts other than research grants and
contracts. Circular A-87 should be used by
local governments on research agreements
beginning July 1, 1969.

Q. THE PRINCIPLES STATE THAT
THEY WILL BE APPLIED TO STATES
AT THE EARLIEST PRACTICABLE
DATE BUT NOT LATER THAN THE EF-
FECTIVE DATE OF JANUARY 1, 1969.
HOW WILL THE EFFECTIVE DATE BE
INTERPRETED?
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A. States may submit to the Federal gov-
ernment beginning on January 1, 1969,
their State-wide cost allocation plans and in-
direct cost proposals. The indirect costs ap-
proved pursuant to these plans may be ap-
plied beginning July 1, 1969 to Federal
programs.

Q. TO WHAT DOES THE EXPRESSION
"COST ALLOCATION PLAN" REFER?

A. A cost allocation plan refers to a docu-
ment that identifies, accumulates, and dis-
tributes allowable costs under grants and
contracts and identifies the allocation meth-
ods used for such distribution. It refers to
both the State-wide cost allocation plan
which is used to allocate the costs of cen-
tral State services to benefiting State de-
partments, as well as the individual cost
allocation plans submitted by each of the
State departments performing under grants
and contracts, which allocate the costs of
services incurred within the department.
These latter plans, submitted by individual
State departments are more commonly re-
ferred to as "indirect cost proposals." They
include both the State department's own in-
direct costs as well as the allocated costs of
central State services.

Q. WHO IS RESPONSIBLE FOR THE
SUBMISSION OF STATE-WIDE COST
ALLOCATION PLANS AND INDIRECT
COST PROPOSALS?

A. It is the responsibility of each State to
prepare and submit a timely State-wide cost
allocation plan and indirect cost proposals.
States should coordinate the submission of
their plans through the individual who has
been designated by the State Budget Officer
as liaison with the Department of Health,
Education, and Welfare.

Q. IS A STATE-WIDE COST ALLOCA-
TION PLAN TO BE SUBMITTED WITH A
PROJECT APPLICATION?



A. No, Circular A-87 has designated the
Department of Health, Education, and Wel-
fare as the responsible Federal agency for
the negotiation and approval of a State-wide
cost allocation plan. Within the Department,
this function has been assigned to the Di-
vision of Grants Administration Policy. State
wide cost allocation plans should be directed
to this Division by the States no later than
six (6) months after the end of a State's
fiscal year.

Q. HOW WILL A NEGOTIATED AND
APPROVED STATE-WIDE PLAN BE
USED?

A. Once a plan is approved by the Depart-
ment of Health, Education, and Welfare,
States will be permitted to include these
approved costs as part of and in addition
to, the indirect costs that have been in-
curred by each of the individual State de-
partments benefited. Similarly, approved in-
dividual State departments' indirect cost
proposals will be used as a basis for reim-
bursing those State departments for those
indirect costs incurred for the benefit of
grants and contracts performed in those de-
partments, to the extent that appropriated
funds are available.

Q. MUST A STATE SUBMIT A STATE-
WIDE COST ALLOCATION PLAN?

A. The submission of a State-wide cost
allocation plan is only required where a
State wishes to recover the costs of central
services that benefit Federal programs con-
ducted in or by State departments. A State-
wide cost allocation plan is not required if a
State elects not to make a claim for recov-
ery of central service type costs against
Federal awards.

Q. HOW WILL THE STATE AND
OTHER FEDERAL AGENCIES BE NOTI-
FIED OF AN APPROVED STATE-WIDE
COST ALLOCATION PLAN ?

A. The Department of Health, Education,
and Welfare will reduce to writing, in the
form of a negotiation agreement, the re-
sults of the negotiation it has concluded
with State authorities. The agreement will
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be signed by bot71 the Department and the
State and will be distributed to other Fed-
eral agencies. A negotiation agreement will
be issued for each fiscal year and will
include amounts or percentages that have
been agreed to as allowable to benefiting
State departments and includable in the
various State departments' indirect cost pro-
posals.

Q. MAY ANOTHER FEDERAL AGEN-
CY QUESTION THE COSTS INCLUDED
IN THE STATE-WIDE COST ALLOCA-
TION PLAN APPROVED BY THE DE-
PARTMENT OF HEALTH, EDUCATION,
AND WELFARE?

A. The Department of Health, Education
and Welfare will coordinate the approval of
State-wide plans with the other Federal
agencies affected. Accordingly, Federal agen-
cies will accept as part of the costs of a
particular State agency, those costs repre-
sented as State-wide costs provided they are
in accord with the amounts set out in the
negotiation agreement signed by the State
and the Department of Health, Education
and Welfare.

Q. THE SAMPLE FORMATS ILLUS-
TRATE ONE (1) METHOD OF COMPUT-
ING A STATE-WIDE COST ALLOCA-
TION PLAN AND THREE (3) METHODS
FOR COMPUTING AN INDIRECT COST
RATE FOR STATE DEPARTMENTS. IS
THE STATE RESTRICTED TO THESE
BASIC METHODS?

A. The State should use the State-wide
cost allocation plan in the sample format.
A format materially different than provided
in the sample may be used only if prior
approval is obtained from the Department
of Health, Education, and Welfare. Less de-
tail than that shown in the sample format
will not be acceptable. The Department of
Health, Education, and Welfare will recog-
nize any of the three indirect cost proposal
formats indicated as being applicable to a
particular State department as long as the
method selected gives effect to statutory

I



requirements of the various Federal pro-
grams performed in that department. A
State need not use the same format for all
State departments and may elect the for-
mat which in each case is most appropriate
to the department.

Q. ARE THERE ANY CRITICAL AREAS
THAT STATES SHOULD GIVE PARTICU-
LAR EMPHASIS TO IN THE DEVELOP-
MENT OP A STATE-WIDE COST ALLO-
CATION PLAN AND IN THE PREPARA-
TION OF INDIVIDUAL INDIRECT COST
PROPOSALS?

A. Many Federal programs currently per-
mit as direct program costs, costs which in
the normal sense would be construed as in-
direct costs. States should develop their
State-wide cost allocation plans and indirect
cost proposals in a manner that gives proper
accounting effect to the direct costing of
indirect type costs on those Federal pro-
grams that permit this practice, so as to
avoid duplication of charges through indi-
rect cost allocations.

Q. HOW CAN A STATE DISTINGUISH
BETWEEN A DIRECT PROGRAM COST
AND AN INDIRECT PROGRAM COST?

A. There is no universal rule for classify-
ing costs as direct or indirect. However,
/once a State makes an election and treats
'a given cost as direct or indirect it must
apply that treatment consistently and may
not change during the fiscal year. Generally
speaking, a direct cost is one that is
incurred specifically for one activity. Indi-
rect costs are of a more general nature and
are incurred for the benefit of sev-
eral activities. Consequently, some allocation
technique must be used to distribute these
indirect costs to the several direct functions
benefited.

Q. CIRCULAR A-87 STATES THAT DE-
PRECIATION OR USE ALLOWANCES
ARE PERMITTED BASED ON ACQUISI-
TION COST AND THAT ACQUISITION
COST MAY BE BASED ON A REASON-
ABLE ESTIMATE IF ACTUAL COST REC-
ORDS HAVE NOT BEEN MAINTAINED.
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IN LIEU THEREOF, IS SOME OTHER
METHOD ARRIVED AT VIA AN ESTI-
MATION PROCESS ACCEPTABLE FOR
INCLUSION IN THE COST REIMBURSE-
MENT PLAN SUCH AS A LOCAL SQUARE
FOOT CONSTRUCTION COST TIMES
SQUARE FEET IN USE OR A RATIO OF
DOLLAR VALUE OF EQUIPMENT RE-
QUIRED PER EMPLOYEE ?

A. No, methods other than those cited in
the Circular will not be permitted for pur-
poses of computing depreciation or use al-
lowance.

Q. MUST THE INDIRECT COST PRO-
POSALS BE PREPARED CENTRALLY
FOR EACH STATE DEPARTMENT PER-
FORMING UNDER FEDERAL GRANT
PROGRAMS ?

A. These is no requirement that indirect
cost proposals be prepared by any particular
State organization. Proposals may be pre-
pared by each of the State departments per-
forming under Federal grants or they may be
prepared in a central State office. However,
while the State-wide cost allocation plan
need not be prepared centrally, it must be
submitted as a single document.

Q. HOW WILL THE FEDERAL GOV-
ERNMENT ASSURE ITSELF THAT BOTH
THE STATE-WIDE COST ALLOCATION
PLAN AND THE INDIRECT COST PRO-
POSALS HAVE BEEN PROPERLY PRE-
PARED?

A. The Federal Government will review
each State-wide cost nilocation plan and
indirect cost proposal submitted to assure
itself that the plans and proposals have
been prepared properly. State budget officers
or other authorized State representatives
will be required to certify to the correct-
ness of the State-wide cost allocation plan.
A responsible State department official will
be required to certify to the correctness of
each of the indirect cost proposals. In addi-
tion, State-wide cost allocation plans and



indirect cost proposals will be subject to
audit.

Q. HOW WILL THE DEPARTMENT OF
HEALTH, EDUCATION, AND WELFARE
NOTIFY OTHER FEDERAL AGENCIES
CONCERNED, OF THE INDIRECT COST
RATE (S) IT HAS ESTABLISHED FOR
ANY ONE STATE DEPARTMENT?

A. As with the State-wide cost allocation
plan, the Department of Health, Education,
and Welfare will issue a negotiation agree-
ment setting forth the agreement reached
with the State department concerned. Nor-
mally, the agreement will be expressed as a
percentage of direct costs or some element
thereof. Copies of the agreement will be
furnished to the other Federal agencies
affected.

Q. WILL AN INDIRECT COST RATE (S)
ESTABLISHED FOR A STATE DEPART-
MENT BY THE DEPARTMENT OF
HEALTH, EDUCATION, AND WELFARE
BE ACCEPTED BY OTHER FEDERAL
AGENCIES THAT HAVE ACTIVE PRO-
GRAMS WITH THE SAME STATE DE-
PARTMENT?

A. Federal agencies have determined which
Federal agency will have negotiation respon-
sibility at a State department where more
than one Federal agency has active pro-
grams. Generally, that Federal agency with
the predominant interest in terms of pro-
gram dollars will be the cognizant Federal
agency. This means that the Department
of Health, Education, and Welfare will deter-
mine indirect cost rates for all Federal pro-
grams at State departments where the De-
partment has the predominant dollar inter-
est. In making such determinations the
Department will coordinate its activities
with the other Federal agencies affected
to the extent deemed necessary prior
to reaching an agreement with the State
department concerned.

Q. WHAT IS AN INDIRECT COST
RATE ?
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A. The indirect cost rate is a means of
expressing the ratio of costs that have been
incurred and which benefit many activities
(numerator) to the total costs, or some ele-
ment(s) thereof, of the direct activities ben-
efited (denominator). It is also commonly
referred to as "overhead." Once determined,
the rate is used to determine grantee indi-
rect cost entitlement. The entitlement is ac-
complished by multiplying the indirect cost
rate percentage by the direct costs of each
program. The direct costs of each program
against which the percentage is ap-
plied must be of the same type that were
included in the denominator to arrive at the
percentage.

Q. WHICH FEDERAL AGENCY WILL
BE RESPONSIBLE FOR THE AUDIT OF
COSTS OF PROGRAMS ADMINISTERED
BY STATE GOVERNMENTS UNDER
GRANTS FROM AND CONTRACTS WITH
THE FEDERAL GOVERNMENT?

A. The Department of Health, Education,
and Welfare will be responsible for the au-
dit of costs resulting from a State-wide
cost allocation plan, the results of which
will be accepted by other Federal agencies.
At the grantee department level, Federal
agencies will work toward the objective
,(also expressed in Bureau of the Budget Cir-
cular A-73) of designating a single Federal
agency, the one with predominant interest,
which will have responsibility for audit of
costs resulting from departmental indirect
cost proposals.

Q. WILL THE INDIRECT COSTS AR-
RIVED AT BY THE APPLICATION OF
THE INDIRECT COST RATE PERCENT-
AGE BE REIMBURSED TO STATES?

A. These indirect costs will be reimbursed
to States to the extent that appropriated
funds are available.

Q. ON WHAT FISCAL YEAR COSTS
SHOULD THE STATE-WIDE COST ALLO-
CATION PLAN BE BASED?

A. The first State-wide cost allocation
plan may be submitted after January 1,
1969. It will be applicable for the State's



fiscal year which begins in 1969 ; in most
cases this will be July 1, 1969. Since the
actual costs that will be incurred for the
fiscal year beginning July 1, 1969, will not
become known until June 30, 1970 at the
earliest, the State-wide cost allocation plan
submitted after January 1, 1969 will have
to be based on costs other than those that
will actually be incurred from July 1, 1969
to June 30, 1970. Normally, costs approved
for use during any period of time that do
not represent actual costs incurred within
that time period are: (1) approved on a pro-
visional basis, that is, they represent costs
approved on a temporary basis until actu-
ally incurred costs become known or, (2)
they are predetermined, that is, they become
final rates for the period July 1, 1969June
30, 1970 prior to the inception of that period.
Differences in amounts allocable to Federal
grants and grants resulting from the use of
predetermined rates and subsequently deter-
mined actual rates may be "rolled" forward
into a subsequent fiscal period. Conse-
quently, for the first State-wide cost alloca-
tion plan submitted after January 1, 1969,
for use during the period from July 1, 1969 to
June 30, 1970, a State will be submitting
costs on a provisional basis or on a prede-
termined basis with a "roll-forward" pro-
vision. The costs used to project may be either
(1) the actual costs incurred for the most re-
cently completed fiscal year, which in the
example above, would be the fiscal year
ended June 30, 1968, or (2) actual costs
incurred for the period from July 1, 1968
to December 31, 1968 plus projected costs
for the period January 1, 1969 to June 30,
1969, or (3) projected costs for the period
July 1, 1969 to June 30, 1970. A State-wide
cost allocation plan must be submitted once
every year if a State wishes to recover the
costs of central services that benefit Federal
programs.

Q. CIRCULAR A-87 STATES THAT IT
DOES NOT APPLY TO GRANTS AND
CONTRACTS WITH (A) PUBLICLY FI-
NANCED EDUCATIONAL INSTITU-
TIONS SUBJECT TO BUREAU OF THE
BUDGET CIRCULAR NO. A-21, AND (B)
PUBLICLY OWNED HOSPITALS AND
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OTHER PROVIDERS OF MEDICAL CARE
SUBJECT TO REQUIREMENTS PROMUL-
GATED BY THE SPONSORING FEDER-
AL AGENCIES. WHAT IS THE INTENT
OF THIS STATEMENT AND HOW DOES
IT AFFECT THE REIMBURSEMENT OF
COSTS?

A. Costs applicable to grants and con-
tracts with publicly financed educational
institutions are governed by Bureau of the
Budget Circular No. A-21. That Circular
does not specifically comment on costs that
benefit a publicly financed educational in-
stitution but which have been incurred else-
where within a State complex. These type
costs can be recognized within the basic
considerations of allowable and allocable
costs set out in Circular A-21. Consequently,
the State-wide cost allocation plan should
include distributions of allocable costs to
State educational institutions. These costs,
once approved by the Department of Health,
Education, and Welfare, may be added to
other educational indirect costs and allo-
cated to Federal grants and contracts utiliz-
ing the cost principles of Circular A-21. The
application of indirect costs to some grants
and contracts may, however, be subject to
statutory and administrative restrictions.
The same conditions apply to both State or-
ganizations administering medical care pro-
grams and State organizations providing
medical care under Federal programs. While
these programs may be governed by other
cost requirements promulgated by the spon-
soring Federal agencies, there should be
added to those costs an allocable share of
State-wide costs determined to be acceptable
by the Department of Health, Education,
and Welfare in accordance with Circular
A-87.

Q. WHAT SUPPORTING DOCUMENTA-
TION SHOULD BE SUBMITTED WITH
THE STATE-WIDE COST ALLOCATION
PLAN?

A. State-wide cost allocation plans must
be supported by a State organizational chart
that shows both the State-wide organiza-
tions rendering service and all State De-
partments receiving service. Only changes



to organizational structure need be submit-
ted in subsequent years. In addition, the
plan must be certified by the State Budget
Officer or other authorized State Official.
The plan itself should, as a minimum, con-
tain (1) the nature of the services provided
and their relevance to Government projects,
(2) the items of expense to be included in
the cost, (3) the methods to be used in dis-
tributing cost, and (4) identification of both
the State agencies rendering the service and
receiving the service.

Q. WHAT SUPPORTING DOCUMENTA-
TION SHOULD BE SUBMITTED WITH
AN INDIRECT COST PROPOSAL?

A. Each proposal should be accompanied
by (1) a certification by a State depart-
ment official, (2) a copy of financial state-
ments or documents which can be used to
substantiate the authenticity of the amounts
proposed, and (3) a listing of other Fed-
eral agencies affected by an indirect cost
rate determination for the State agency and
the amount of program funds involved for
these other Federal agencies.

Q. ATTACHMENT B, SECTION C OF
THE CIRCULAR IDENTIFIES COSTS
THAT ARE ALLOWABLE WITH AP-
PROVAL OF THE GRANTOR AGENCY.
IS APPROVAL NECESSARY WHEN THE
STATE TREATS THESE COSTS AS INDI-
RECT COSTS?

A. To the extent that costs in Attachment
J, Section C of the Circular are treated as
indirect costs by a State, negotiation of the
State-wide cost allocation plan and indirect
cost proposal(s) by the responsible Federal
agency for negotiation shall constitute ap-
proval of the Section C costs included in
the plan(s). Where Section C costs are to
be treated as direct grant program costs by
the State, necessary approval must be ob-
tained from Federal grant program person-
nel responsible for program accomplishment.
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States should strive for consistent treat-
ment of these costs to the maximum degree
possible. Within the confines of program
needs, Department of Health, Education and
Welfare grant program personnel will be
encouraged to facilitate State endeavors to
accomplish this end.

Q. SOME GRANT PROGRAMS ARE
AWARDED TO THE OFFICE OF THE
GOVERNOR OF A STATE. ARE THESE
GRANTS PRECLUDED FOM RECOVER-
ING INDIRECT COSTS UNDER ATTACH-
MENT B, SECTION D.6., OF THE CIRCU-
LAR?

A. The general expenses required to carry
out the overall responsibilities of State gov-
ernment are unallowable. Attachment B,
Section D.6. of the Circular identifies Gov-
ernor's expenses as a general expense of
government and therefore an unallowable
cost. However, if in addition to general ex-
penses, the Offi -e of the Governor incurs
special, identifiable expenses pursuant to
Federal grants and contracts actually ad-
ministered by the Governor's office, then the
special expenses are allowable costs if they
otherwise meet the standards of allowabil-
ity provided in the Circular.

Q. WHERE CAN STATES RECEIVE
ADDITIONAL INFORMATION OR CLAR-
IFICATION ON THE IMPLEMENTATION
OF CIRCUTAR A-87?

A. The staff of the Division of Grants Ad-
ministration Policy, Office of the Assistant
Secretary, Comptroller, Department of
Health, Education, and Welfare, are pre-
pared to answer questions of State govern-
ment personnel affected by or involved in
the implementation of Circular A-87, and
to render assistance to the extent resources
allow. Questions should be directed to the
Cost Policy and Rate Negotiation Branch,
telephone number: area code 201, 962-6661.
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APPENDIX 1
EXECUTIVE OFFICE OF THE PRESIDENT

Bureau of the Budget
Washington, D.C. 20508

CIRCULAR NO. A-87

TO THE HEADS OF EXECUTIVE DEPARTMENTS AND ESTABLISHMENTS

SUBJECT : Principles for determining costs applicable to grants and contracts with State
and local governments

1. Purpose. This Circular promulgates principles and standards for determining costs ap-
plicable to grants and contracts with State and local governments. They are designed to
provide the basis for a uniform approach to the problem of determining costs and to pro-
mote efficiency and better relationships between grantees and their Federal counterparts.

2. Coverage. This Circular applies to all Federal agencies responsible for administering
programs that involve grants and contracts with State and local governments. However,
it does not apply to grants ald contracts with (a) publicly financed educational institu-
tions subject to Bureau of the Budget Circular No. A-21, and (b) publicly owned hos-
pitals and other providers of medical care subject to requirements promulgated by the
sponsoring Federal agencies. Any other exceptions will be approved by the Bureau of the
Budget in particular cases where adequate justification is presented.

3. Cost principles. The principles to be followed in determining costs are set forth in At-
tachment A. Standards with respect to the allowability of selected items of cost are set
forth in Attachment B.

4. Effective date. The principles will be applied at the earliest practicable date but not
later than January 1,1969,' with respect to State governments and January 1, 1970, with
respect to local governments. This arrangement will permit prompt implementation in
programs where that is possible, but also allow time for study and development of neces-
sary procedures in more complex programs.

Attachments

*The Bureau of the Budget has revised this date to July 1, 1969.

1(1/20

PHILLIP S. HUGHES
Acting Director
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ATTACHMENT A
Circular No. A-87

PRINCIPLES FOR DETERMINING
COSTS APPLICABLE TO GRANTS AND CONTRACTS

WITH STATE AND LOCAL GOVERNMENTS

A. Purpose and scope.
1. Objectives. This Attachment sets forth

principles for determining the allowable costs
of programs administered by State and local
governments under grants from and con-
tracts with the Federal Government. The
principles are for the purpose of cost deter-
mination and are not intended to identify
the circumstances or dictate the extent of
Federal and State or local participation in
the financing of a particular grant. They are
designed to provide that federally assisted
programs bear their fair share of costs
recognized under these principles, except
where restricted or prohibited by law. No
provision for profit or other increment above
cost is intended.

2. Policy guides. The application of these
principles is based on the fundamental prem-
ises that:

a. State and local governments are re-
sponsible for the efficient and effective ad-
ministration of grant and contract programs
through the application of sound manage-
ment practices.

b. The grantee or contractor assumes
the responsibility for seeing that Federally
assisted program funds have been expended
and accounted for consistent with underlying
agreements and program objectives.

c. Each grantee or contractor organi-
zation, in recognition of its own unique com-
bination of staff facilities and experience,
will have the primary responsibility for em-
ploying whatever form of organization and
management techniques may be necessary to
assure proper and efficient administration.

3. Application. These principles will be
applied by all Federal agencies in determin-
ing costs incurred by State and local govern-
ments under Federal grants and cost reim-
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bursement type contracts (including sub-
grants and subcontracts) except those with
(a) publicly financed educational institutions
subject to Bureau of the Budget Circular
A-21, and (b) publicly owned hospitals and
other providers of medical care subject to
requirements promulgated by the sponsoring
Federal agencies.

B. Definitions.
1. Approval or authorization of the grant-

or Federal agency means documentation evi-
dencing consent prior to incurring specific
cost.

2. Cost allocation plan means the docu-
mentation identifying, accumulating, and dis-
tributing allowable costs under grants and
contracts together with the allocation meth-
ods used.

3. Cost, as used herein, means cost as
determined on a cash, accrual, or other basis
acceptable to the Federal grantor agency as
a discharge of the grantee's accountability
for Federal funds.

4. Cost objective means a pool, center, or
area established for the accumulation of cost.
Such areas include organizational units, func-
tions, objects or items of expense, as well as
ultimate cost objectives including specific
grants, projects, contracts, and other ac-
tivities.

5. Federal agency means any department,
agency, commission, or instrumentality in
the executive branch of the Federal Govern-
ment which makes grants to or contracts
with State or local governments.

6. Grant means an agreement between
the Federal Government and a State or local
government whereby the Federal Govern-
ment provides funds or aid in kind to carry
out specified programs, services, or activities.



The principles and policies stated in this
Circular as applicable to grants in general
also apply to any Federally sponsored cost
reimbursement type of agreement performed
by a State or local government, including con-
tracts, subcontracts and subgrants.

7. Grant program means those activities
and operations of the grantee which are nec-
essary to carry out the purposes of the grant,
including any portion of the program fi-
nanced by the grantee.

8. Grantee means the department or agen-
cy of State or local government which is
responsible for administration of the grant.

9. Local unit means any political subdi-
vision of government below the State level.

10. Other State or local agencies means
departm-nts or agencies of the State or local
unit which provide goods, facilities, and
services to a grantee.

11. Services, as used herein, means goods
and facilities, as well as services.

12. Supporting services means auxiliary
functions necessary to sustain the direct
effort involved in administering a grant pro-
gram or an activity providing service to the
grant program. These services may be cen-
tralized in the grantee department or in
some other agency, and include procurement,
payroll, personnel functions, maintenance
and operation of space, data processing, ac-
counting, budgeting, auditing, mail and mes-
senger service, and the like.

C. Basic guidelines.
1. Factors affecting allowability of costs.

To be allowable under a grant program, costs
must meet the following general criteria:

a. Be necessary and reasonable for
proper and efficient administration of the
grant program, be allocable thereto under
these principles, and, except as specifically
provided herein, not be a general expense
required to carry out the overall responsibili-
ties of State or local governments.

b. Be authorized or not prohibited un-
der State or local laws or regulations.
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c. Conform to any limitations or ex-
clusions set forth in these principles, Federal
laws, or other governing limitations as to
types or amounts of cost items.

d. Be consistent with policies, regula-
tions, and procedures that apply uniformly
to both Federally assisted and other activities
of the unit of government of which the
grantee is a part.

e. Be accorded consistent treatment
through application of generally accepted ac-
counting principles appropriate to the cir-
cumstances.

f. Not be allocable to or included as a
cost of any other Federally financed program
in either the current or a prior period.

g. Be net of all applicable credits.

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

cost objective to the extent of benefits re-
ceived by such objective.

b. Any cost allocable to a particular
grant or cost objective under the principles
provided for in this Circular may not be
shifted to other Federal grant programs to
overcome fund deficiencies, avoid restrictions
imposed by law or grant agreements, or for
other reasons.

e. Where an allocation of joint cost
will ultimately result in charges to a grant
program, an allocation plan will be required
as prescribed in section J.

3. Applicable credits.
a. Applicable credits refer to those

receipts or reduction of expenditure-type
transactions which offset or reduce expense
items allocable to grants as direct or indirect
costs. Examples of such transactions are:
purchase discounts; rebates or allowances;
recoveries or indemnities on losses; sale of
publications, equipment, and scrap; income
from personal or incidental services; and
adjilstments of overpayments or erroneous
charges.

b. Applicable credits may also arise
when Federal funds are received or are avail-
able from sources other than the grant pro-
gram involved to finance operations or capital
items of the grantee. This includes costs



arising from the use or depreciation of items
donated or financed by the Federal Govern-
ment to fulfill matching requirements under
another grant program. These types of
credits should likewise be used to reduce re-
lated expenditures in determining the rates
or amounts applicable to a given grant.

D. Composition of cost.
1. Total cost. The total cost of a grant

program is comprised of the allowable direct
cost incident to its performance, plus its al-
locable portion of allowable indirect costs,
less applicable credits.

2. Classification of costs. There is no uni-
versal rule for classifying certain costs as
either direct or indirect under every ac-
counting system. A cost may be direct with
respect to some specific service or function,
but indirect with respect to the grant or
other ultimate cost objective. It is essential
therefore that each item of cost be treated
consistently either as a direct or an indirect
cost. Specific guides for determining direct
and indirect costs allocable under grant pro-
grams are provided in the sections which
follow.

E. Direct costs.
1. General. 'Direct costs are those that

can be identified specifically with a particu-
lar cost objective. These costs may be charged
directly to grants, contracts, or to other pro-
grams against which costs are finally lodged.
Direct costs may also be charged to cost ob-
jectives used for the accumulation of costs
pending distribution in due course to grants
and other ultimate cost objectives.

2. Application. Typical direct costs
chargeable to grant programs are:

a. Compensation of employees for the
time and effort devoted specifically to the
execution of grant programs.

b. Cost of materials acquired, con-
sumed, or expended specifically for the pur-
pose of the grant.

c. Equipment and other. approved cap-
ital expenditures.
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d. Other items of expense incurred
specifically to carry out the grant agreement.

e. Services furnished specifically for the
grant program by other agencies, provided
such charges are consistent with criteria out-
lined in Section G. of these principles.

F. Indirect costs.
1. General. Indirect costs are those (a)

incurred for a common or joint purpose
benefiting more than one cost objective, and
(b) not readily assignable to the cost objec-
tives specifically benefited, without effort dis-
proportionate to the results achieved. The
term "indirect costs," as used herein, applies
to costs of this type originating in the
grantee department, as well as those in-
curred by other departments in supplying
goods, services, and facilities, to the grantee
department. To facilitate equitable distribu-
tion of indirect expenses to the cost objec-
tives served, it may be necessary to establish
a number of pools of indirect cost within a
grantee department or in other agencies pro-
viding services to a grantee department. In-
direct cost pools should be distributed to
benefiting cost objectives on bases which
will produce an equitable result in considera-
tion of relative benefits derived.

2. Grantee departmental indirect costs.
All grantee departmental indirect costs, in-
cluding the various levels of supervision, are
eligible for allocation to grant programs pro-
vided they meet the conditions set forth in
this Circular. In lieu of determining the
actual amount of grantee departmental in-
direct cost allocable to a grant program, the
following methods may be used:

a. Predetermined fixed rates for in-
direct costs. A predetermined fixed rate for
computing indirect costs applicable to a
grant may be negotiated annually in situa-
tions where the cost experience and other
pertinent facts available are deemed sufficient
to enable the contracting parties to reach an
informed judgment (1) as to the probable
level of indirect costs in the grantee depart-
ment during the period to be covered by the
negotiated rate, and (2) that the amount



f.

allowable under the predetermined rate
would not exceed actual indirect costs.

b. Negotiated lump sum for overhead.
A negotiated fixed amount in lieu of indirect
costs may be appropriate under circum-
stances where the benefits derived from a
grantee department's indirect services can-
not be readily determined as in the case of
small, self-contained or isolated activity.
When this method is used, a determination
should be made that the amount negotiated
will be approximately the same as the actual
indirect cost that may be incurred. Such
amounts negotiated in lieu of indirect costs
will be treated as an offset to total indirect
expenses of the grantee department before
allocation to remaining activities. The base
on which such remaining expenses are allo-
cated should be appropriately adjusted.

3. Limitation on indirect costs.
a. Federal grants may be subject to

laws that limit the amount of indirect cost
that may be allowed. Agencies that sponsor
grants of this type will establish procedures
which will assure that the amount actually
allowed for indirect costs under each such
grant does not exceed the maximum allow-
able under the statutory limitation or the
amount otherwise allowable under this Cir-
cular, whichever is the smaller.

b. When the amount allowable under
a statutory limitation is less than the amount
otherwise allocable as indirect costs under
this Circular, the amount not recoverable as
indirect costs under a grant may not be
shifted to another Federally sponsored grant
program or contract.

G. Cost incurred by agencies other than the
grantee.

1. General. The cost of service provided
by other agencies may only include allowable
direct costs of the service plus a prorata
share of allowable supporting costs (section
B.12.) and supervision directly required in
performing the service, but not supervision
of a general nature such as that provided
by the head of a department and his staff
assistants not directly involved in operations.
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However, supervision by the head of a de-
partment or agency whose sole function is
providing the service furnished would be an
eligible cost. Supporting costs include those
furnished by other units of the supplying
department or by other agencies.

2. Alternative methods of determining
indirect cost. In lieu of determining actual
indirect cost related to a particular service
furnished by another agency, either of the
following alternative methods may be used
provided only one method is used for a spe-
cific service during the fiscal year involved.

a. Standard indirect rate. An amount
equal to ten percent of direct labor cost in
providing the service performed by another
State agency (excluding overtime, shift, or
holiday premiums and fringe benefits) may
be allowed in lieu of actual allowable in-
direct cost for that service.

b. Predetermined fixed rate. A prede-
termined fixed rate for indirect cost of the
unit or activity providing service may be
negotiated as set forth in section F.2.a.

H. Cost incurred by grantee department for
others.

1. General. The principles provided in
section G. will also be used in determining
the cost of services provided by the grantee
department to another agency.

J. Cost allocation plan.
1. General. A plan for allocation of costs

will be required to support the distribution
of any joint costs related to the grant pro-
gram. All costs included in the plan will be
supported by formal accounting records
which will substantiate the propriety of
eventual charges.

2. Requirements. The allocation plan of
the grantee department should cover all joint
costs of the department as well as costs to
be allocated under plans of other agencies
or organizational units which are to be in-
cluded in the costs of Federally sponsored
programs. The cost allocation plans of all
the agencies rendering services to the



grantee department, to the extent feasible,
should be presented in a single document.
The allocation plan should contain, but not
necessarily be limited to, the following:

a. The nature and extent of services
provided and their relevance to the Federally
sponsored programs.

b. The items of expense to be included.
c. The methods to be used in distribut-

ing cost.

3. Approval of cost allocation plan. The
allocation plan for a given cost area or ob-
jective will serve all the Federal agencies in-
volved.

a. At the State level, the Department
of Health, Education, and Welfare will be
responsible for the negotiation and approval
of the cost allocation plans for central sup-
port services to grant programs. The ap-
proved plans will be accepted by other Fed-
eral agencies, unless an agency determines
that the approved plan would result in sig-
nificant inequitable or improper charges to

programs for which it is responsible. The
Department of Health, Education, and Wel-
fare will collaborate with the other Federal
agencies concerned in the development of
guidance material concerning the cost allo-
cation plan and in the negotiation and ap-
proval of the plan. It will also collaborate
with the States concerning procedures for
the administration of the cost allocation
plan. The Department of Health, Education,
and Welfare will be responsible for the audit
of costs resulting from the cost allocation
plan, the results of which will be accepted
by other Federal agencies.

b. At the grantee department level in
a State, and for local governments, Federal
agencies will work towards the objective of
designating a single Federal agency, the one
with predominant interest, which will have
responsibility similar to that set forth in a.
above for the negotiation and approval of
the cost allocation plan and for the audit of
costs.
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ATTACHMENT B
Circular No. A-87

STANDARDS FOR SELECTED ITEMS OF COST

A. Purpose and applicability.
1. Objective. This Attachment provides

standards for determining the allowability
of selected items of cost.

2. Application. These standards will ap-
ply irrespective of whether a particular item
of cost is treated as direct or indirect cost.
Failure to mention a particular item of cost
in the standards is not intended to imply
that it is either allowable or unallowable,
rather determination of allowability in each
case should be based on the treatment of
standards provided for similar or related
items of cost. The allowability of the selected
items of cost is subject to the general pol-
icies and principles stated in Attachment A
of this Circular.

B. Allowable costs.
1. Accounting. The cost of establishing

and maintaining accounting and other in-
formation systems required for the manage-
ment of grant programs is allowable. This
includes cost incurred by central service
agencies for these purposes. The cost of
maintaining central accounting records re-
quired for overall State or local government
purposes, such as appropriation and fund
accounts by the Treasurer, Comptroller, or
similar officials, is considered to be a general
expense of government and is not allowable.

2. Advertising. Advertising media in-
cludes newspapers, magazines, radio and
television programs, direct mail, trade
papers, and the like. The advertising costs
allowable are those which are solely for:

a. Recruitment of personnel required
for the grant program.

b. Solicitation of bids for the procure-
ment of goods and services required.

c. Disposal of scrap or surplus mate-
rials acquired in the performance of the
grant agreement.

31

d. Other purposes specifically provided
for in the grant agreement.

3. Advisory councils. Costs incurred by
State advisory councils or committees estab-
lished pursuant to Federal requirements to
carry out grant programs are allowable. The
cost of like organizations is allowable when
provided for in the grant agreement.

4. Audit service. The cost of audits neces-
sary for the administration and management
of functions related to grant programs is
allowable.

5. Bonding. Costs of premiums on bonds
covering employees who handle grantee
agency funds are allowable.

6. Budgeting. Costs incurred for the de-
velopment, preparation, presentation, and
execution of budgets are allowable. Costs for
services of a central budget office are gen-
erally not allowable since these, are costs of
general government. However, where em-
ployees of the central budget office actively
participate in the grantee agency's budget
process, the cost of identifiable services is
allowable.

7. Building lease management. The ad-
ministrative cost for lease management
which includes review of lease proposals,
maintenance of a list of ava:iable property
for lease, and related activities is allowable.

8. Central stores. The cost of maintain-
ing and operating a central stores organiza-
tion for supplies, equipment, and materials
used either directly or indirectly for grant
programs is allowable.

9. Communications. Communication costs
incurred for telephone calls or service, tele-
graph, teletype service, wide area telephone
service (WATS), centrex, telpak (tie lines),
postage, messenger service and similar ex-
penses are allowable.



10. Compensation for personal services.
a. General. Compensation for personal

services includes all remuneration, paid cur-
rently or accrued, for services rendered dur-
ing the period of performance under the
grant agreement, including but not neces-
sarily limited to wages, salaries, and sup-
plementary compensation and benefits (sec-
tion B.13.). The costs of such compensation
are allowable to the extent that total com-
pensation for individual employees: (1) is
reasonable for the services rendered, (2)
follows an appointment made in accordance
with State or local government laws and
rules and which meets Federal merit sys-
tem or other requirements, where applicable;
and (3) is determined and supported as pro-
vided in b. below. Compensation for em-
ployees engaged in Federally assisted activ-
ities will be considered reasonable to the
extent that it is consistent with that paid for
similar work in other activities of the State
or local government. In cases where the kinds
of employees required for the Federally as-
sisted activities are not found in the other
activities of the State or local government,
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. Com-
pensation surveys providing data representa-
tive of the labor market involved will be an
acceptable basis for evaluating reasonable-
ness.

b. Payroll and distribution of time.
Amounts charged to grant programs for per-
sonal services, regardless of whether treated
as direct or indirect costs, will be based on
payrolls documented and approved in ac-
cordance with generally accepted practice of
the State or local agency. Payrolls must be
supported by time and attendance or equiva-
lent records for individual employees. Sal-
aries and wages of employees chargeable to
more than one grant program or other cost
objective will be supported by appropriate
time distribution records. The method used
should produce an equitable distribution of
time and effort.
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11. Depreciation and use allowances.
a. Grantees may be compensated for

the use of buildings, capital improvements,
and equipment through use allowances or
depreciation. Use allowances are the means
of providing compensation in lieu of depre-
ciation or other equivalent costs. However,
a combination of the two methods may not
be used in connection with a single class of
fixed assets.

b. The computation of depreciation or
use allowance will be based on acquisition
cost. Where actual cost records have not
been maintained, a reasonable estimate of
the original acquisition cost may be used in
the computation. The computation will ex-
clude the cost or any portion of the cost of
buildings and equipment donated or borne
directly or indirectly by the Federal Govern-
ment through charges to Federal grant pro-
grams or otherwise, irrespective of where
title was originally vested or where it pres-
ently resides. In addition, the computation
will also exclude the cost of land. Deprecia-
tion or a use allowance on idle or excess faci-
lities is not allowable, except when specific-
ally authorized by the grantor Federal
agency

Where the depreciation method is
followed, adequate property records must be
maintained, and any generally accepted
method of computing depreciation may be
used. However, the method of computing de-
preciation must be consistently applied for
any specific asset or class of assets for all
affected federally sponsored programs and
must result in equitable charges considering
the extent of the use of the assets for the
benefit of such programs.

d. In lieu of depreciation, a use allow-
ance for buildings and improvements may
be computed at an annual rate not exceeding
two percent of acquisition cost. The use
allowance for equipment (excluding items
properly capitalized as building cost) will
be computed at an annual rate not exceeding
six and two-thirds percent of acquisition
cost of usable equipment.

e. No depreciation or use charge may
be allowed on any assets that would be con-



sidered as fully depreciated, provided, how-
ever, that reasonable use charges may be
negotiated for any such assets if warranted
after taking into consideration the cost of
the facility or item involved, the estimated
useful life remaining at time of negotiation,
the effect of any increased maintenance
charges or decreased efficiency due to age,
and any other factors pertinent to the util-
ization of the facility or item for the purpose
contemplated.

12. Disbursing service. The cost of dis-
bursing grant program funds by the Treas-
urer or other designated officer is allowable.
Disbursing services cover the processing of
checks or warrants, from preparation to
redemption, including the necessary records
of accountability and reconciliation of such
records with related cash accounts.

13. Employee fringe benefits. Costs iden-
tified under a. and b. below are allowable to
the extent that total compensation for em-
ployees is reasonable as defined in section
B.10.

a. Employee benefits in the form of
regular compensation paid to employees
during periods of authorized absences from
the job, such as for annual leave, sick leave,
court leave, military leave, and the like, if
they are: (1) provided pursuant to an ap-
proved leave system, and (2) the cost thereof
is equitably allocated to all related activities,
including grant programs.

b. Employee benefits in the form of
employers' contribution or expenses for social
security, employees' life and health insur-
ance plans, unemployment insurance cover-
age, workmen's compensation insurance,
pension plans, severance pay, and the like,
provided such benefits are granted under
approved plans and are distributed equitably
to grant programs and to other activities.

14. Employee morale, health and welfare
costs. The costs of health or first-aid clinics
and/or infirmaries, recreational facilities,
employees' counseling services, employee in-
formation publications, and any related ex-
penses incurred in accordance with general
State or local policy, are allowable. Income

33

generated from any of these activities will
be offset against expenses.

15. Exhibits. Costs of exhibits relating
specifically to the grant programs are allow-
able.

16. Legal expenses. The cost of legal ex-
penses required in the administration of
grant programs is allowable. Legal services
furnished by the chief legal officer of a State
or local government or his staff solely for
the purpose of discharging his general re-
sponsibilities as legal officer are unallowable.
Legal expenses for the prosecution of claims
against the Federal Government are un-
allowable.

17. Maintenance and repair. Costs in-
curred for necessary maintenance, repair,
or upkeep of property which neither add to
the permanent value of the property nor ap-
preciably prolong its intended life, but keep
it in an efficient operating condition, are
allowable.

18. Materials and supplies. The cost of
materials and supplies necessary to carry
out the grant programs is allowable. Pur-
chases made specifically for the grant pro-
gram should be charged thereto at their

7.:tual prices after deducting all cash dis-
counts, trade discounts, rebates, and allow-
ances received by the grantee. Withdrawals
from general stores or stockrooms should
be charged at cost under any recognized
method of pricing consistently applied. In-
coming transportation charges are a proper
part of material cost.

19. Memberships, subscriptions and pro-
fessional activities.

a. Memberships. The cost of member-
ship in civic, business, technical and profes-
sional organizations is allowable provided:
(1) the benefit from the membership is re-
lated to the grant program, (2) the expendi-
ture is for agency membership, (3) the cost
of the membership is reasonably related to
the value of the services or benefits received,
and (4) the expenditure is not for member-
ship in an organization which devotes a sub-
stantial part of its activities to influencing
legislation.



b. Reference material. The cost of
books, and subscriptions to civic, business,
professional, and technical periodicals is al-
lowable when related to the grant program.

c. Meetings and conferences. Costs are
allowable when the primary purpose of the
meeting is the dissemination of technical in-
formation relating to the grant program
and they are consistent with regular prac-
tices followed for other activities of the
grantee.

20. Motor pools. The costs of a service
organization which provides automobiles to
user grantee agencies at a mileage or fixed
rate and/or provides vehicle maintenance,
inspection and repair services are allowable.

21. Payroll preparation. The cost of pre-
paring payrolls and maintaining necessary
related wage records is allowable.

22. Personnel administration. Costs for
the recruitment, examination, certification,
classification, training, establishment of pay
standards and related activities for grant
programs, are allowable.

23. Printing and reproduction. Cost for
printing and reproduction services necessary
for grant administration, including but not
limited to forms, reports, manuals, and in-
formational literature, are allowable. Publi-
cation costs of reports or other media relat-
ing to grant program accomplishments or
results are allowable when provided for in
the grant agreement.

24. Procurement service. The cost of pro-
curement service, including solicitation of
bids, preparation and award of contracts,
and all phases of contract administration in
providing goods, facilities and services for
grant programs, is allowable.

25. Taxes. 7n general, taxes or payments
in lieu of taxes which the grantee agency is
legally required to pay are allowable.

26. Training and education. The cost of
in-service training, customarily provided for
employee development which directly or in-
directly benefits grant programs is allowable.
Out-of-service training involving extended
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periods of time is allowable only when spe-
cifically authorized by the grantor agency.,

27. Transportation. Costs incurred for
freight, cartage, express, postage and other
transportation costs relating either to goods
purchased, delivered, or moved from one
location to another are allowable.

28. Travel. Travel costs are allowable for
expenses for transportation, lodging, sub-
sistence, and related items incurred by em-
ployees who are in travel status on official
business incident to a grant program. Such
costs may be charged on an actual basis, on
a per diem or mileage basis in lieu of actual
costs incurred, or on a combination of the
two, provided the method used is applied to
an entire trip, and results in charges con-
sistent with those normally allowed in like
circumstances in nonfederally sponsored ac-
tivities. The difference in cost between first-
class air accommodations and less-than-first-
class air accommodations is unallowable ex-
cept when less-than-first-class air accommo-
dations are not reasonably available.

C. Costs allowable with approval of grantor
a;jencj.

1. Automatic data processing. The cost of
data processing services to grant programs
is allowable. This cost may include rental of
equipment or depreciation on grantee-owned
equipment. The acquisition of equipment,
whether by outright purchase, rental-pur-
chase agreement or other method of pur-
chase, is allowably only upon specific prior
approval of the grantor Federal agency as
provided under the selected item for capital
expenditures.

2. Building space and related facilities.
The cost of space in privately or publicly
owned buildings used for the benefit of the
grant program is allowable subject to the
conditions stated below. The total cost of
space, whether in a privately or publicly
owned building, may not exceed the rental
cost of comparable space and facilities in a
privately owned building in the same local-
ity. The cost of space procured for grant



program usage may not be charged to the
program for periods of nonoccupancy, with-
out authorization of the grantor Federal
agency.

a. Rental cost. The rental cost of space
in a privately owned building is allowable.

b. Maintenance and operation. The cost
of utilities, insurance, security, janitorial
services, elevator service, upkeep of grounds,
normal repairs and alterations and the like,
are allowable to the extent they are not
otherwise included in rental or other charges
for space.

c. Rearrangements and alterations.
Cost incurred for rearrangement and altera-
tion of facilities required specifically for the
grant program or those that materially in-
crease the value or useful life of the facil-
ities (section C.3.) are allowable when
specifically approved by the grantor agency.

d. Depreciation and use allowances on
publicly owned buildings. These costs are
allowable as provided in section B.11.

e. Occupancy of space under rental-
purchase or lease with option-to-purchase
agreement. The cost of space procured under
such arrangements is allowable when specifi-
cally approved by the Federal grantor
agency.

3. Capital expenditures. The cost of fa-
cilities, equipment, other capital assets, and
repairs which materially increase the value
or useful life of capital assets is allowable
when such procurement is specifically ap
proved by the Federal grantor agency. When
assets acquired with Federal grant funds are
(a) sold, (b) no longer available for use in
a federally sponsored program, or (c) used
for purposes not authorized by the grantor
agency, the Federal grantor agency's equity
in the asset will be refunded in the same
proportion as Federal participation in its
cost. In case any assets are traded on new
items, only the net cost of the newly ac-
quired assets is allowable.

4. Insurance and indemnification.
a. Costs of insurance required, or ap-

proved and maintained pursuant to the grant
agreement, is allowable.
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b. Costs of other insurance in connec-
tion with the general conduct of activities
is allowable subject to the following limita-
tions:

(1) Types and extent and cost of
coverage will be in accordance with general
State or local government policy and sound
business practice.

(2) Costs of insurance or of con-
tributions to any reserve covering the risk
of loss of, or damage to, Federal Govern-
ment property is unallowable except to the
extent that the grantor agency has specifi-
cally required or approved such costs.

c. Contributions to a reserve for a self-
insurance program approved by the Federal
grantor agency are allowable to the extent
that the type of coverage, extent of coverage,
and the rates and premiums would have been
allowed had insurance been purchased to
cover the risks.

d. Actual losses which could have been
covered by permissible insurance (through
an approved self-insurance program or
otherwise) are unallowable unless expressly
provided for in the grant agreement. How-
ever, costs incurred because of losses not
covered under nominal deductible insurance
coverage provided in keeping with sound
management practice, and minor losses not
covered by insurance, such as spoilage,
breakage and disappearance of small hand
tools which occur in the ordinary course of
operations, are allowable.

e. Indemnification includes securing
the grantee against liabilities to third per-
sons and other losses not compensated by in-
surance or otherwise. The Government is
obligated to indemnify the grantee only to
the extent expressly provided for in the
grant agreement, except as provided in d.
above.

5. Management studies. The cost of man-
agement studies to improve the effectiveness
and efficiency of grant management for on-
going programs is allowable except that the
cost of studies performed by agencies other
than the grantee department or outside con-
sultants is allowable only when authorized
by the Federal grantor agency.



6. Preagreement costs. Costs incurred
prior to the effective date of the grant or
contract, whether or not they would have
been allowable thereunder if incurred after
such date, are allowable when specifically
provided for in the grant agreement.

7. Professional services. Cost of profes-
sional services rendered by individuals or
organizations not a part of the grantee de-
partment is allowable subject to such prior
authorization as may be required by the
Federal grantor agency.

8. Proposal costs. Costs of preparing pro-
posals on potential Federal Government
grant agreements are allowable when specif-
ically provided for in the grant agreement.

D. Unallowable costs.
1. Bad debts. Any losses arising from

uncollectible accounts and other claims, and
related costs, are unallowable.

2. Contingencies. Contributions to a con-
tingency reserve or any similar provision for
unforeseen events are unallowable.

3. Contributions and donations. Unallow-
able.

4. Entertainment. Costs of amusements,
social activities, and incidental costs relating
thereto, such as meals, beverages, lodgings,
rentals, transportation, and gratuities, are
unallowable.

5. Fines and penalties. Costs resulting
from violations of, or failure to comply with
Federal, State and local laws and regulations
are unallowable.

6. Governor's expenses. The salaries and
expenses of the Office of the Governor of a
State or the chief executive of a political sub-
division are considered a cost of general
State or local government and are unallow-
able.

7. Interest and other financial costs. In-
terest on borrowings (however represented),
bond discounts, cost of financing and refi-
nancing operations, and legal and profes-
sional fees paid in connection therewith, are
unallowable except when authorized by Fed-
eral legislation.

8. Legislative expenses. Salaries and
other expenses of the State legislature or
similar local governmental bodies such as
county supervisors, city councils, school
boards, etc., whether incurred for purposes
of legislation or executive direction, are un-
allowable.

9. Underrecovery of costs under grant
agreements. Any excess of cost over the
Federal contribution under one grant agree-
ment is unallowable under other grant agree-
ments.
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DESCRIPTION OF EXHIBIT A
Exhibit A illustrates the distribution of Departmental Costs into the categories (1) In.direct Costs and, (2) Expenditures For All Other Purposes, after eliminating costs for Exelusions and Expenditures Not Allowable, such as capital expenditures. Under the shortmethod of Exhibit A, where indirect costs cannot be identified at the Division or Bureaulevel, all costs are treated as direct costs. The simplified method of Exhibit B may be usedwhere indirect costs at the Division or Bureau level can be identified.

EXHIBIT A
SAMPLE INDIRECT COST PROPOSAL FORMAT-SHORT METHOD*

STATE X
DEPARTMENT OF HEALTH

FOR THE YEAR ENDED JUNE 80, I9---

Divisions/Bureaus

Costs In-
curred By

Other State
Agencies

Departmental Costs (c)

Exclusions
(a)

Expendi-
tures Not
Allowable

(b)
Indirect

Costa
Expenditures
For All Other

Purpose.
Total

Environmental Health
$160,000 $8,971,000 $4,121,000

Maternal and Child Health
40,000 6,197,000 6,287,000

Occupational Health
6,000 287,000 298,000

Chronic Diseases
27,000 8,676,000 8,602,000

Vital Statistics
16,000 2,680,000(f) 2,645,000

Preventable Diseases
10,000 450,000 460,000

Solid Waste Disposal
102,000 971,000 1,079.000

Dental Health
8,000 415,000 418,000

Grants and Subsidies to Localities
$22,600,000

22.500,000
$22,500,000 $363,000 $18,496,000 $41,849,000Departmental Indirect Costs

Office of the Commissioner
$288,100 $288,100

Financial Management
236.600 286,600

Operation and Maintenance of Plant
895.900 996,900

Administrative Services
126,400 126,400

Equipment Use Charges
96,800 08.800

Building Use Charges
167,600 167.600Total Departmental Costs (d)

$22,500,000 $853,000 $1,799,900 $18,496,000 $48,149,900Services Furnished (But Not Billed)
By Other State Agencies (e)
Accounting Services

$86,000
86,000 86,000

Personnel Administration
9,000

9.000 9,000
Centralized Purchasing

21,000
21,000 21,000$116,000

$22,600,000 $363,000 81,915,900 $18,496,000 $48,264,900

EXHIBIT A-Explanatory Notes(a) In this example, it is assumed that grants and subsidies tolocalities do not. constitute costs and do not generate sig-nificant direct and/or indirect costs. However, if thegrantee iraurs c significant amount of direct and/or in-direct costs in administering the grants and subsidies tolocalities, then this function should be assessed for itsequitable share of those costs.
(b) The Expenditmcs Not Allowable represent costs of capitalexpeditures and other costs which are unallowable in accord-ance with the cost principles and should be excluded fromthe computation of the indirect cost rate. However, indirectcosts should be allocated to Expenditures Not Allowable forthose expenditures that either generated or benefited fromthe indirect costs where the dollar effect is sufficiently mate-rial to warrant such allocation.
(c) Under the short method, a determination is first made as towhich functions are direct functions (illustrated under the

heading Divisions/Bureaus) and which functions are indirectfunctions (illustrated under the heading Departmental In-direct Costs). Within the heading Divisions/Bureaus, allcosts are treated as direct costs since indirect costs cannotbe identified.
(d) Total Departmental Costs should be reconciled to and ac-companied by a copy of the financial statements of thegrantee agency.
(e) The costs of Services Furnished (But Not Billed) By OtherState Agencies must be in agreement with the amountsshown on the Consolidated State-Wide Cost Allocation Plan-Exhibit D. In this illustration, costs of $116,000 allocatedfrom the Consolidated State-Wide Cost Allocation Planrepresent coats that are allocable to the entire Department.
(f) This amount includes $53,000 for data processing ServicesFurnished (And Billed) By Other State Agencies for pro-grams within the Division of Vital Statistics. See Exhibit D.*This is a sample only and is not intended to prescribe methods of chaming costs, Amounts may be rounded off to the nearest $100.

38



DESCRIPTION OF EXHIBIT A-1

The totals from Exhibit A are brought forward to this Exhibit. This indirect cost rate
is expressed as a percentage resulting from the ratio of allowable indirect costs ($1,915,900)
to allowable expenditures for all other purposes ($18,496,000). In the example set forth in

Exhibit A, this produces an indirect cost rate of 10.4%, applicable to total direct costs, less

capital expenditures.

EXHIBIT A-1

SAMPLE INDIRECT COST RATE PROPOSAL FORMAT-SHORT METHOD*

STATE X
DEPARTMENT OF HEALTH

FOR THE YEAR ENDED JUNE 80, I9---

TOTALS (Exhibit A)

Less: Exclusions Expenditures
and Expenditures Indirect for All

Total Not Allowable Costs Other Purposes

$48.264,900 $22,858,000 $1,916,900 $18,496,000

(A) (B)

Computation of Indirect Cost Rate

(A) + (B) m 11a5292 = Indirect Cost Rate of 10.4% of total direct costs less capital expenditures
$18,490,000

*This Is sample only and is not intended to prescribe methods of charging costa.
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DESCRIPTION OF EXHIBIT B

Exhibit B illustrates the distribution of Departmental Costs into the categories (1) In-direct Costs and (2), Expenditures for All Other Purposes, after eliminating costs for Ex-clusions and Expenditures Not Allowable, such as capital expenditures. Exhibit B differsfrom Exhibit A in that recognition is given to the indirect costs within each Division orBureau. Under, the short method of Exhibit A, where indirect costs cannot be identifiedat the Division or Bureau level, all costs are treated as direct costs. Under the Simplifiedmethod shown in this Exhibit, indirect costs can be identified at the Division or Bureaulevel, and are so indicated.

EXHIBIT B
SAMPLE INDIRECT COST PROPOSAL FORMAT-SIMPLIFIED METHOD*

STATE X
DEPARTMENT OF HEALTH

FOR THE YEAR ENDED JUNE 30, 19___

Divisiems/Bureaus

Costs In-
curred By

Other State
Agencies

Departmental . Costs (c)

Exclusions
(a)

Expendi-
tures Not
Allowable

(b)
Indirect

Costs
Expenditures
For All Other

Purposes
Total

Environmental Health $160,000 $176,000 $3,796,000 $4,121,000Mitiernal and Child Health 40,000 844,000 6,863,000 6,287,000Occupational Health 6,000 47,000 240,000 293,000Chronic Diseases
27,000 172,000 8,408,000 8,602,000Vital Statistics
16,000 147,000 2,488,000(f) 2,646,000Preventable Diseases
10,000 13,000 487,000 460,000Solid Waste Disposal

102,000 67,000 904,000 1,078,000Dental Health
3,000 24,000 891,000 418,000Grants and Subsidies to Localities $22,600,000 22,600,000

$22,600,000 $363,000 $1,489,000 $17,0, 7,000 $41,849,000
Departmental indirect Costa

Office of the Commissioner
288,100 288,100Financial Management
286,600 286,600Operation and Maintenance of Plant
895,900 895,900Administrative Services
126,400 126,400Equipment Use Charges
96,800 96,300Building Use Charges

167,600 157,600Total Departmental Costs (d) $22,600,000 $853,000 $8,288,900 $17,007,000 $48,148,900
Services Furnished (But Not Billed)

By Other State Agencies (e)
Accounting Services $86,000 86,000 86,000Personnel Administration 9,000 9,000 9,000Centralized Purchasing 21,000 21,000 21,000

$116,000

$22,600,000 $353,000 $8,404,900 $17,007,000 $43,264,900

EXHIBIT B-Explanatory Notes
(a) L, this example, it is assumed that grants and subsidies tolocalities do not constitute costs and do not generate signifi-cant direct and/or indirect costs. However, if the granteeincurs a significant amount of direct and/or indirect costsin administering the grants and subsidies to localities, thenthis function should be assessed for its equitable share ofthose costs.
(b) The Expenditures Not Allowable represent costs of capitalexpenditures and other costs which are unallowable in ac-cordance with the cost principles and should be excludedfrom the computation of the indirect cost rate. However, in-direct costs should be allocated to Expenditures Not Allow-able for those expenditures that either generated or benefitedfrom the indirect costs where the dollar effect is sufficientlymaterial to warrant such allocation.
(c) Under the simplified method, a determination is first madeas to which functions are direct functions (illustrated underthe heading Divisions/Bureaus) and which functions areindirect functions (illustrated under the heading Depart-mental Indirect Costs). Within the heading Divisions/

Bureaus, costs are identified as either (1) Indirect Costs,
or as (2) Expenditures For All Other Purposes, after elimi-nating Exclusions and Expenditures Not Allowable. Anexample of a division or bureau indirect cost may, forinstance, in the Environmental Health Division, include suchcosts as salaries and expenses of the Division Head, theAssistant Division Head, and their secretaries, as well asthe salaries and expense of other sub-units performing staffor service functions within the Division.

(d) Total Departmental Costs should be reconciled to and ac-companied by a copy of the financial statements of thegrantee agency.
(e) The costs of Services Furnished (But Not Billed) By OtherState Agencies must be in agreement with the amountsshown on the Consolidated State-Wide Cost Allocation Plan-Exhibit D. In this illustration, costs of $116,000 allocatedfrom the Consolidated State-Wide Cost Allocation Planrepresent costs that are allocable to the entire Department.(f) This amount includes $63,000 for data processing ServicesFurnished (And Billed) By Other State Agencies for pro-grams within the Division of Vital Statistics. See Exhibit D.This is a sample only and is not intended to prescribe methods of charging costs. Amounts may be rounded off to the nearest $100.
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DESCRIPTION OF EXHIBIT B-1

The totals from Exhibit B are brought forward to this Exhibit. The indirect cost rate is
expressed as a percentage resulting from the ratio of allowable indirect costs ($3,404,900)
to allowable expenditures for all other purposes ($17,007,000). In the example set forth
in Exhibit B this produces an indirect cost rate of 20.0%, applicable to total direct costs,
less capital expenditures.

EXHIBIT B-1

SAMPLE INDIRECT COST RATE PROPOSAL FORMAT-SIMPLIFIED METHOD*
ST!,TE X

DEPARTMENT OF HEALTH
FOR THE YEAR ENDED JUNE 80, 19--

Less: Exclusions Expenditures
and Expenditures Indirect for All

Total Not Allowable Costa Other Purposes

TOTALS (Exhibit B) $48,284,900 $22,868.000 $8,404,900 $17,007,000

(A)

Computation of Indirect Coat Rate

(A) -4-
(B) =

$8,404,900
$17,007,000

Indirect Cost Rate of 20% of total direct costs less capital expenditures
sviToo

*This is a 'amp!' only and is not intended to prescribe methods of charging costa.

DESCRIPTION OF EXHIBIT C

Exhibit C illustrates the distribution of indirect costs to functional Divisions or Bureausin order to determine separate indirect cost rates applicable to each Division/Bureau.This distribution method permits more definitive costing in those instances where operatingdifferences between Divisions/Bureaus are material in amount and would warrant the ad-ditional computations necessary.
This computation recognizes indirect costs of (1) each Division and Bureau, (2) theDepartment, as well as the cost of Services Furnished (But Not Billed) By Other StateAgencies. These indirect costs are allocated to the functional Divisions/Bureaus on baseswhich most fairly give effect to either those Divisions/Bureaus that generated the costor those Divisions/Bureaus that benefit from the cost. Indirect costs of the Divisions/Bureaus, if identified, need not be allocated since they are already recorded as indirectcosts of their respective Divisions/Bureaus. For example, accounting services furnished byother State agencies may be allocated to the Divisions/Bureaus based on the total directcosts incurred by the Divisions/Bureaus, while personnel administration may be allocatedon a base of direct salaries and wages.
Indirect costs allocated from the Department and from other agencies are added to in-direct costs incurred by each of the functional Divisions/Bureaus to arrive at total in-direct costs for each of the Divisions/Bureaus. A rate is then developed for each of thefunctional Divisions/Bureaus by relating the indirect costs to the direct salaries and wagesor total direct costs, excluding capital expenditures, for each of the Divisions/Bureaus.
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DESCRIPTION OF EXHIBIT C-1

The total indirect costs developed for each of the Divisions/Bureaus are brought for-
ward to this Exhibit. The ratio of indirect costs to direct salaries and wages or indirect
costs to total direct costs less capital expenditures for each of the Divisions and Bureaus
is used to arrive at indirect cost rates (expressed as percentages). For example, the En-
vironmental Health Division has accumulated indirect costs of $435,400 (Column A) and
direct salaries and wages of $1,610,000 (Column B). The ratio of Column A to Column B
results in an indirect cost rate of 27.07( . This exhibit shows rates developed for
each Division/Bureau on two bases, direct salaries and wages and total direct costs less
capital expenditures. Rates should generally be submitted on one base only, using that
base which results in a more equitable distribution of indirect costs to direct activities.

EXHIBIT C-1

SAMPLE INDIRECT COST RATE FORMAT-MULTIPLE RATE METHOD*
STATE X

DEPARTMENT OF HEALTH
FOR THE YEAR ENDED JUNE 30, 19--

Divisions/Bureaus
Total Indirect
Expenses (c)

Direct Salaries
& Wages

All Other
Direct Costs
Less Capital
Expendtures

Total Direct
Costs Less
Capital

Expenditures

Indirect Cost Rate (b)
Direct

Salaries
& Wages

Direct Costs Less
Capital

Expenditures

(A) (B) (C) (A =B) (A =C)

Environmental Health $ 485,400 $ 1,610,000 $2,186,000 $ 3,796,000 27.0% 11.5%
Maternal & Child Health 1,743,300 4,550,000 803,000 5,353,000 38.3% 32.6%
Occupational Health 89,100 143,000 97,000 240,000 62.3% 37.1%
Chronic Diseases 473,400 2,484,000 919,000 3,403,000 19.1% 13.9%
Vital Statistics 883,800 1,764,000 719,000 (a) 2,483,000 21.8% 15.5%
Preventable Diseases 57,200 243,000 194,000 437,000 23.5% 13.1%
Solid Waste Disposal 155,000 804,000 100,000 904,000 19.3% 17.1%
Dental Health 67,700 258,000 133,000 391,000 26.2% 17.8%

$3,404,900 $11,856,000 $5,151,000 $17,007,000

EXHIBIT C-1--EXPLANATORY NOTES

(a) This amount includes $53,000 for data processing services furnished (and billed) by other State agencies for programs within the
Division of Vital Statistics. See Exhibit D.

(b) Only one method should generally be selected by the Department of Health. The two methods shown are merely illustrative, which-
ever method is selected should generally be used for all Divisions/Bureaus.

(c) Brought forward from Exhibit C.

This is a sample only and is not intended to prescribe methods of charging costs. Amounts may be rounded off to the nearest $100.
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DESCRIPTION OF EXHIBIT D

This Exhibit illustrates a summary of a Consolidated State-Wide Cost Allocation Plan. It
consists of two parts:

(1) Special services to specific programs-summarizing the allocation of costs which have
been treated as direct charges to individual programs or projects, and

(2) General Services-summarizing the allocations of costs which lend themselves to treat-
ment as indirect costs

The amounts allocable to the Department, of Health are carried forward to Exhibits A, B
and C, where they are combined with the Department of Health's own expenditures in com-
puting its indirect cost rate (s) .

Only a few of the many possible service costs have been shown in this Exhibit. A State
government cost allocation plan may include any other service costs which are allow-
able under the cost principles, and for which cLcumentation can be provided.

Each type of cost claimed should be supported by appropriate schedules and other docu-
mentations sufficient to provide a reasonable basis for acceptance. Because of space limita-
tions, an illustration (Exhibit E) has been provided in this brochure for only one type of cost
-Centralized Purchasing Services, furnished by the State Public Buildings and Supply
Agency.

EXHIBIT D

SAMPLE FORMAT OF CONSOLIDATED STATE-WIDE COST ALLOCATION PLAN
SUMMARY OF PLAN

STATE X
FOR THE YEAR ENDED JUNE 80, 19___

Name of Agency
Furnishing Services and

Type of Service
Supporting

Schedule

State Agencies Receiving Services From Other Agencies (a)
Department DepartmentDepartment Department All

of Health of Education of
H

al other Total
ealth
Ment

Wal

of Socielfare

Special Services to Specific Programs
(b) $58,000 $20,000 $25,000 $105,000 $203,000Bureau of Data Processing (Data

Processing of a Non-Administrative
Nature)

Other (b) $75,000 60,000 _..____ 165,000 800,000

$58,000 $75,000 $80,000 $25,000 $270,000 $503,000

General Services
'' EXHIBIT $21,000 $130,000 $15,000 $18,000 $189,000 $328,000Public Buildings and Supply Agency

(Centralized Purchasing) E
Civil Service Administration (b) 9,000 30,000 3,000 5,000 90,000 137,000

(Personnel Administration)
State Comptroller (Accounting (b) 86,000 158,000 47.000 36,000 874,000 696,000

Services, incl. Payrolls.
Disbursing, etc.)

$116,000 $313,000 $65,000 $59,000 $603,000 $1,156,000

(a) Separate column headings are needed only for those Departments or other organizational units which are recipients of federal
grants and contracts. However, identification of the other departments should be included in the documentation supporting each
type of service claimed.

(b) Because of space limitations, an illustration has been provided in this brochure only for the allocation of centralized purchasing
services furnished by the state's purchasing agency.

*This is a sample only and is not intended to prescribe methods of charging costs. Amounts may be rounded off to the nearest $100.
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DESCRIPTION OF EXHIBIT E

This Exhibit illustrates the support for the allocation of centralized purchasing services in-cluded in Exhibit D.
Part 1 shows the costs of the Public Buildings and Supply Agency which furnishes the pur-

chasing service to all other State agencies. In addition, this agency is responsible for the de-
sign and construction of all State buildings. Only the costs directly associated with the pur-
chasing (and related distribution) function are considered allowable (i.e., Division of Pur-
chasing and Division of Supply Distribution) .

Part 2 shows the allocation of the $323,000 of allowable cost, in proportion to the dollar
value of the supplies requisitioned during the year. Other bases for distribution may be used if
more appropriate. Documentation of the percentage allocations should be submitted as partof the plan.

EXHIBIT E
SAMPLE FORMAT OF CONSOLIDATED STATE-WIDE COST ALLOCATION PLAN

CENTRALIZED PURCHASING SERVICES
PUBLIC BUILDINGS AND SUPPLY AGENCY

STATE X
FOR THE YEAR ENDED JUNE 80, 19..

Total Not
Allowable Allowable

Part 1Costs To Be Allocated
$100,000

150,000
800,000

3150,000
178,000

Office of the Commissioner $100,000Division of Supply Distribution 150,000Division of Purchasing 173,000Division of Building Design I!0,000
Division of Construction .300.000

Total $873,000 $650,000 $828,000

Part 2Allocation of Costa

Allocation

BasisDollar value of supplies requisitioned
Agency

Department of Health
___I___

6.5% $21,000Department of Education 40.2 180,000Department of Mental Health 4.6 16,000Department of Social Welfare 6.6 18,000Department of Highways 10.8 88,600Department of Natural Resources 2.7 8,600Department of Agriculture 5.0 16,600Department of Commerce 8.2 10,600Department of Motor Vehicles 2.2 7,000Department of Labor 8.8 10,600Other Executive Departments 14.9 48,000Legislative .6 1,600Judiciary 1.0 8,000
Total 100.0% $828,000

This is a sample only and is not intended to prescribe methods of charging costs. Amounts may be rounded off to the nearest $100.
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APPENDIX 8

SAMPLE FORM

CERTIFICATION BY STATE BUDGET OFFICER OR OTHER
RESPONSIBLE STATE OFFICIAL--STATE-WIDE COST

ALLOCATION PLAN

I hereby certify that the information contained in the

State-wide cost allocation plan for the fiscal year ended

(Name of State)

(Month-date-year)

is correct and that the State of has authorized me,
(Name of State)

as its representative, to file this plan. I further certify that a consistent approach has
been followed in treating a given type of cost as direct or indirect and that in no case
have costs charged as direct to Federal programs been included in the indirect costs re-
flected in the plan which I have submitted.

Signature

Title

Date
APPENDIX 4

SAMPLE FORM

CERTIFICATION BY A STATE DEPARTMENT OR
STATE AGENCY OFFICIALINDIRECT COST PROPOSAL

I hereby certify that the information contained in the .

(Name of State Dept. or Agency)
is correctindirect cost proposal for the fiscal year ended

(Month-date-year)
and that I am authorized to file this proposal. I further certify that procedures were
utilized (a) to prevent costs from being allocated to Federal programs as indirect costs
that have already been treated as direct program costs. (b) to assure that consistent treat-
ment was accorded similar costs, and (c) to assure that costs have not been treated as in-
direct costs of Federal programs inconsistent with statutory restrictions governing those
programs.

Signature

Title

Date

7/11 g



APPENDIX 5

SUGGESTED BASES FOR COST DISTRIBUTION

Following are suggested bases for distributing joint costs of certain central-type serv-

ices to State departments or agencies and to projects and programs utilizing these serv-

des. The suggested bases are not mandatory for use if they are not suitable for the

particular services involved. Any method of distribution can be used which will produce an
equitable distribution of cost. In selecting one method over another, consideration should
be given to the additional effort required to achieve a greater degree of accuracy.

Type of Service

Accounting

Auditing
Budgeting

Building lease management
Data processing
Disbursing service
Employees retirement system administration

Insurance management service
Legal Services
Mail and messenger service

Motor pool costs including automotive man-
agement

Office machine and equipment maintenance
repairs

Office space use and related costs (heat,
light, janitor service, etc.)

Organization and management services

Payroll services
Personnel administration

Printing and reproduction

Procurement service

Local telephone

Health services
Fidelity bonding program

Suggested Bases for Allocation
Total dollar volume or number of trans-

actions processed.
Direct audit hours.
Direct hours of identifiable services of em-

ployees of central budget.
Number of leases.
Machine hours.
Number of checks warrants issued.
Dollar contributions to fund or number of

employees contributing.
Dollar value of insurance premiums.
Direct hours.
Number of documents handled or employees

served.
Miles driven and/or days used.

Direct hours.
4er

Sq. ft. of space occupied.

Direct hours.
4 Number of employees.

Number of employees or salaries and wages.

Direct hours, job basis, pages printed, etc.

Total dollar volume or number of trans-
actions processed.

Number of telephone instruments.

Number of employees.

Employees subject to bond.
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APPENDIX 6

FEDERAL AGENCIES AND THEIR NEGOTIATION COGNIZANCE ASSIGNMENTS
The Department of Health, Education, and Welfare is the Federal agency responsiblefor the approval of State-wide cost allocation plans. Amounts (or rates) approved by theDepartment of Health, Education, and Welfare for apportionment to State operating de-partments conducting Federally supported programs will be recognized by all Federalagencies in the determination of State operating department costs chargeable against Fede-ral programs.

A separate publication is available listing those State agencies where the Department ofHealth, Education and Welfare is responsible for the negotiation of indirect costs of thatState's operating departments. This publication may be obtained from the Division of GrantsAdministration Policy at the address shown below. Federal agency responsibility will be de-termined on the basis of the greatest dollar amount of Federal funds received by a State inits fiscal year. State organizations receiving Federal grants and contracts requiring indirectcost determinations which are not listed in the separate publication of the Department ofHealth, Education and Welfare, should contact the Federal agency from which it has re-ceived the greatest dollar amount of grants and contracts (for the most current State fiscalyear) for assistance. In determining which Federal agency has cognizance, the State shouldmake a determination based on Federal funds received by a State department or agencyincluding that department's or agency's lower tier divisions and bureaus. Changes in cogniz-ance brought about by changes in dollar volume of activity by Federal agencies should bebrought to the attention of the concerned Federal agencies. In the Department of Health,Education, and Welfare, the office responsible for indirect cost determinations is the Divisionof Grants Administration Policy, Office of the Assistant Secretary, Comptroller, 330 Inde-pendence Avenue, S.W., Washington, D.C. 20201. Addresses of other Federal agencies arelisted below:

Chief
Finance Division
Federal Highway Administration
U.S. Department of Transportation
1717 H Street, N.W.
Washington, D.C. 20591

Deputy Director
Office of Budget and Finance
U.S. Department o Agriculture
14th and Independence Avenue, S. W.
Washington, D.C. 20250

Program Management Division
ComriMnity Action Program, Room 536
Office of Program Operations
Office of Economic Opportunity
1200-19th Street, N.W.
Washington, D.C. 20506

Assistant Manpower Administrator
for Administration

Manpower Administration
U.S. Denartinsint, T

Director
Program Operations Division
Urban Management Assistance

Administration
Room 7220A

U.S. Department of 'Housing and
Urban Development

7th and D Street, S.W.
Washington, D.C. 20410
Director
Office of Management Inspection and Audit
U.S. Department of Justice
10th and Constitution Avenue, N.W.
Washington, D.C. 20530
Chief
Financial Assistance Policy Division
Office of the Secretary, Room 5816A
U.S. Department of Commerce
14th and Constitution Avenue, N.W.
Washington, D.C. 20230

Director of Audit
Office of Civil Defense, Room 1C-514
Office of the Seerptnrii



APPENDIX 7.a.

NOTICE OF PROVISIONAL ACCEPTANCE OF
INDIRECT COST RATE(S) *

STATE DEPARTMENT/AGENCY:
Department of Health
State of
City, State

DATE March 21, 1969

FILING REF.: This replaces
Notice dated:

Not .4pplicable,

SUBJECT : Indirect cost rate(s) for use on grants and contracts with the Department of
Health, Education, and Welfare.

SECTION I: This Section shall be used for funding indirect costs on current grants
and contracts. The rate(s) cited below was based on an indirect cost pro-
posal dated ___Eetruary_24._196.9_1arzthe _HE. _same 30, .1969.

Effective Period
Type From To Rate Locations

Provisional 7/1/69 Until 10.4% All
Amended

Applicable
To

All Programs

(a) Base: Total direct costs, less costs of equipment, major
alterations, renovation of premises, and hospitalization.

Treatment of Fringe Benefits: Only vacations, holidays and sick
leave pay applicable to direct salaries and wages are treated as
direct costs. All other fringe benefits are treated as indirect
costs.

SECTION II: This Section shall be used for processing indirect cost rates on public
vouchers and reports of expenditures.

Type

Provisional 7/1/69

Effective Period
From To Rate Locations

Until 10.4% All
Amended

Applicable
To

All Programs

(a) Base: Total direct costs, less costs of equipment, major
alterations, renovation of premises, and hospitalization.

Treatment of Fringe Benefits: Only vacations, holidays and sick
leave pay applicable to direct salaries and wages are treated as
direct costs. All other fringe benefits are treated as indirect
costs.

For purposes of determining indirect costs to be applied to grant reports
of expenditures, utilizing rates cited in this Section, the grantee elects
Alternative cited in Section III.

*This is a sample. It has been completed for illustrative purposes only. This document is completed and
signed by the Department of Health, Education, and Welfare, pursuant to negotiations conducted with
the grantee. The Notice is only used to establish a provisional rate where final or predetermined rates have
not previously been iegotiated. Once a final or predetermined rate is established, this form is discontinued;
it is replaced by the sample Negotiation Agreement form shown on Appendix 7.b.
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SECTION III: Rate Alternatives

The following rate alternatives are for use on grants only, and are not applicable to
contracts. The application of the rates in Section II to contracts will be governed by theprovisions of each contract. The alternatives cited in Section II together with the ap-plicable rate cited in Section II shall be applied consistently to all DHEVV grants.
Alternative 1. The rate established for the fiscal period in which the grant budget year
begins will be applied to the entire grant budget year.
Alternative 2. The rate established for that fiscal period in which the preponderance (in
time) of the grant budget year occurs will be applied to the entire grant budget year. Ifthe budget year falls equally in two rate periods, the rate of the earlier period will be used.
Alternative 3. The rates established for the periods in which direct expenditures areactually made will be applied to those expenditures.

SECTION IV: General
A. LIMITATIONS : Use of the rate (s) contained in this agreement is subject to anyapplicable statutory or administrative limitations. Acceptance of the rate(s) agreedto herein is predicated upon the conditions: (1) that no costs other than those in-curred by the grantee/contractor were included in its indirect cost rate proposal andthat such costs are legal obligations of the grantee/contractor, (2) that the same coststhat have been treated as indirect costs have not been claimed as direct costs, and(3) that similar types of costs have been accorded consistent treatment.
B. NOTIFICATION TO FEDERAL AGENCIES: Copies of this document may be pro-vided to other Federal offices as a means of notifying them of the agreement ca.itainedherein.
C. SPECIAL REMARKS: None

a

ignature)
Nathaniel H. Karol, Director
Division of Grants Administration Policy
Negotiated by Arthur M. Saunders
Telephone 202 96 23275
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APPENDIX 7.b.

NEGOTIATION AGREEMENTINDIRECT COST RATE(S) *

STATE DEPARTMENT /AGENCY: DATE._ _November_ 28_,. _1969_ _

Department of Education
State of
City, State

FILING REF.: This replaces
Negotiation Agreement
dated S_tPt..Q111bgr__.9,._1965_.

SUBJECT: Indirect cost rate(s) for use on grants and contracts with the Department of
Health, Education, and Welfare.

SECTION I: This Section shall be used for funding indirect costs on current grants
and contracts. The rate(s) cited below was based on an indirect cost pro-
posal dated _Qctober_ .134_ 1969.. tor _t he_ 17E. 41une_30_0_1969 __

Effective Period Applicable

Type From To Rate Locations To

Provisional 7/1/69 Until 20.9% All All Programs

Amended

(a) Base: Direct salaries and wages including applicable fringe

benefits.

Treatment of Fringe Benefits: Fringe benefits applicable to direct

salaries and wages are treated as direct costs.

SECTION II: This Section shall be used for processing indirect cost rates on public
vouchers and reports of expenditures.

Effective Period Applicable

Type From To Rate Locations To

Final 7/1/68' 6/30/69 19.4% All All Programs

Provisional 7/1/69 Until 20.9% All All Programs

Amended

(a) Base: Direct salaries and wages including applicable fringe

benefits.

Treatment of Fringe Benefits: Fringe benefits applicable to direct

salaries and wages are treated as direct costs.

For purposes of determining indirect costs to be applied to grant reports
of expenditures, utilizing rates cited in this Section, the grantee elects
Alternative 1 cited in Section III.

*This is a sample. It has been completed for illustrative purposes only. This document is completed by the
Department of Health, Education, and Welfare, pursuant to negotiations conducted with the grantee. It is
signed by both the Department and the grantee. This agreement contains a history of past years' final
and predetermined rates as well as current rates.
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SECTION III: Rate Alternatives
The following rate alternatives are for use on grants only, and are not applicable to
contracts. The application of the rates in Section II to conk ,cts will be governed by the
provisions of each contract. The alternatives cited in Section II together with the ap-
plicable rate cited in Section II shall be applied consistently to all DHEW grants.
Alternative 1. The rate established for the fiscal period in which the grant budget year
begins will be applied to the entire grant budget year.
Alternative 2. The rate established for the fiscal period in which the preponderance (in
time) of the grant budget year occurs will be applied to the entire grant budget year. If
the budget year falls equally in two rate periods, the rate of the earlier period will be used.
Alternative 3. The rates established for the periods in which direct expenditures are
actually made will be applied to those expenditures.

SECTION IV: General
A. LIMITATIONS : Use of the rate (s) contained in this agreement is subject to any

applicable statutory or administrative (imitations. Acceptance of the rate (s) agreed
to herein is predicated upon the conditions: (1) that no costs other than those in-
curred by the grantee/contractor were included in its indirect cost rate proposal and
that such costs are legal obligations of the grantee/cortractor, (2) that the same costs
that have been treated as indirect costs have not been claimed as direct costs, and
(3) that similar types of costs have been accorded consistent treatment.

B. ACCOUNTING CHANGES : if a predetermined rate (s) is contained in this agree-
ment it is based on the accounting system in effect at the time the proposal was
submitted. Changes to the method of accounting, including but not limited to, changes
in charging a particular type of cost from indirect to direct, require the prior approval
of the Director of Grants Administration Policy, DHEW. Failure to obtain such ap-
proval may result in subsequent audit disallowances.

C. NOTIFICATION TO FEDERAL AGENCIES: Copies of this document may be pro-
vided to other Federal offices as a means of notifying them of the agreement contained
herein.

D. SPECIAL REMARKS : None

ACCEPTANCE:
Grantee Department of Education ( Signature 1

Nathaniel H. Karol, Director
Division of Grants Administration Policy

By ta_i_gnatuxe) Date 114106_9
Name

_C_Qmmi.s.s.inne_r_of_Esinc_aittga__ Negotiated by John L. Franklin

Title

Date
1243/69 Telephone 202 96 23275 26661
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APPENDIX 7.c.

NOTICE OF PROVISIONAL ACCEPTANCE OF STATE-WIDE COST ALLOCATIONS*

Date_ __Apr _

St ate

City, State FILING REF.: This replaces
Notice dated:

Not Apia I c.able_

Pursuant to Attachment A, Section J.3.a. of Bureau of the Budget Circular No. A-87,
the Department of Health, Education, and Welfare has provisionally approved
the costs listed below, based on a State-wide cost allocation plan for the State of

. These amounts were based on ____UlifiLtt_6/30./..68..___ costs
(indicate fiscal_neriqd)

and are to be treated as provisional costs for the State's fiscal year ended
The approved central support services may be included as part of the costs of the State
departments or agencies indicated for further allocation to Federal grants and contracts
being performed at these State departments or agencies. These costs are subject to revision
when actual costs have been determined, at which time a negotiation agreement will be is-
sued.

State Department
or Agency
Benefited

(a) Dept . of
Health

Type of Support
Service Cost
Distributed

Centralized
Purchasing

Personnel
Administration

Accounting
Services

Basis of
Distribution

Dollar value of
supplies
requisitioned

Amount

$ 80,000

No. of 17,000
employees

Various methods 120,000
depending on type
of accourtIng
service

$217,000

(b) Other departments with Federal grants and contracts would be listed
but have been omitted in this sample form because of space limitations.

LIMITATIONS : Use of the amounts contained in this agreement is subject to any applicable
statutory limitations. Acceptance of the amounts agreed to herein is predicated upon the
conditions: (1) that no costs other than those incurred by the State were included in its
State-wide cost allocation plan proposal and that such costs are legal obligations of the State,
(2) that the same costs that have been treated as indirect costs have not been claimed as di-
rect costs on Federal programs, and (3) that similar types of costs have been accorded con-
sistent treatment.
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it

NOTIFICATION TO FEDERAL AGENCIES: Copies of this document will be provided to
other Federal offices as a means of notifying them of the agreement contained herein.

S i&nature
Nathaniel H. Karol, Director
Division of Grants Administration Policy
Department of Health, Education and Welfare
Negotiated by _ _ _ _ _ A._ _M... _S =stela.
Telephone 202 96 23275

*This is a sample. It has been completed for illustrative purposes only. This document is completed and
signed by the Department of Health, Education, and Welfare pursuant to negotiations conducted with the
State. The Notice is only used to establish provisional amounts of indirect costs where final or predeter-
mined amounts have not previously been negotiated. Once final or predetermined amounts are established,
this form is discontinued; it is replaced by the sample form of Appendix 7.d.
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APPENDIX 7.d.

NEGOTIATION AGREEMENT OF STATE-WIDE COST ALLOCATIONS*

Date October 9, 1970

State
City, State FILING REF.: This replaces

Negotiation Agreement
dated October 241 1969

Pursuant to Attachment A, Section J.3.a. of Bureau of the Budget Circular No. A-87,
the Department of Health, Education, and Welfare has approved the final

(final or predetermined)

costs listed below, based on a State-wide cost allocation plan for the State of
These amounts were based on ______7111_6_9_=_6'.311/2C1 costs and are to be treated as

(indicate fiscal period)
for the State's fiscal year ended 6/30/79 . The

(final or predetermined)
approved central support services may be included as part of the costs of the State depart-

ments or agencies indicated for further allocation to Federal grants and contracts being per-

formed at these State departments or agencies.

State Department
or Agency
Benefited

(a) Dept. of
Health

Type of Support
Service Cost
Distributed

Centralized
Purchasing

Personnel
Administration

Accounting
Services

Basis of
Distribution

Dollar value of
supplies
requisitioned

Amount

$ 74,500

No. of 17,700

employees

Various methods 117,800

depending on type

of accounting
service

$210,000

(b) Other departments with Federal grants and contracts would be listed

but have been omitted in this sample form because of space limitations.

LIMITATIONS : Use of the amounts contained in this agreement is subject to any applicable

statutory limitations. Acceptance of the amounts agreed to herein is predicated upon the

conditions: (1) that no costs other than those incurred by the State were included in its
State-wide cost allocation plan proposal and that such costs are legal obligations of the State,

(2) that the same costs that have been treated as indirect costs have not been claimed as di-

rect costs on Federal programs, and (3) that similar types of costs have been accorded con-

sistent treatment.
ACCOUNTING CHANGES : If predetermined amounts are contained in this agreement, they

are based on the accounting system in effect at the time the proposal was submitted. Changes

to the method of accounting, including but not limited to, changes in charging a particular

type of cost from indirect to direct, require the prior approval of the Director of Grants
Administration Policy, Department of Health, Education and Welfare. Failure to obtain
such approval may result in subsequent audit disallowances.
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NOTIFICATION TO FEDERAL AGENCIES: Copies of this document will be provided to
other Federal offices as a means of notifying them of the agreement contained herein.

ACCEPTANCE:

State of
By (Signature)

Name

_State Budgat.._Qtficer
Title

ia/3,6_120

(Signature)

Nathaniel H. Karol, Director
Division of Grants Administration Policy
Department of Health, Education and Welfare
Date 10Z23170

Negotiated by lar1_,S, Rutin_

Telephone 202 96 26661
Date

*This is a sample. It has been completed for illustrative purposes only. This document is completed by the
Department of Health, Education, and Welfare pursuant to negotiations conducted with the State. It is
signed by both the State and the Department of Health, Education, and Welfare, and shows final or pre-
determined amounts. Additional language may be included to show the provisional amounts for use there-
after, if appropriate.

OFFICE OF THE ASSISTANT SECRETARY, COMPTROLLER

CI,RIZENTLY EFFECTIVE INDIRECT COST AND GRANT
POLICY PUBLICATIONS*

GRANTS ADMINISTRATIONDepartment Staff Manual

OASC-1 A GUIDE FOR EDUCATIONAL INSTITUTIONSEstab-
lishing Indirect Cost Rates for Research Grants and Con-
tracts with the Department of Health, Education, and
Welfare

OASC-3 A GUIDE FOR HOSPITALSEstablishing Indirect Cost
Rates for Research Grants and Contracts with the De-
partment of Health, Education and Welfare

OA SC-5 A GUIDE FOR NON-PROFIT INSTITUTIONSEstab-
lishing Indirect Cost Rates for Research Grants and Con-
tracts with the Department of Health, Education, and
Welfare

*Al! of these publications are available for sale by the Superintendent of Documents,
U.S. Government Printing Office, Washington, D.C. 20402.

Prepared By:
Division of Grants Administration Policy
Washington, D.C. 20201
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