ALASKA LEBEGLsLALTURE oFEA LAk CSHMLULLTEDE  / QUBJECE 'L LS 8o /2
2 SCOM4 o: SENATE SPECIAL COMM. ON ALCOHQLISM 1977-78



ingtitution from engaging in their duties or pursuving their studies
at such institution.

Subgranting and Contracting of Grant-Supported
Effort (Chapter PHS:1-430)

None of the principal activities of the grant-supported effort
shall be subgranted or contracted cut to another organization
without specific prior approval by PHS. Where the intention to
award subgrants or contracts is made known a: the time of appli-
cation, this approval may be considered granted if these activities
are funded as proposed. Subsequent to award, the grantee must
request PHS approval as detailed in Prior Approval of Use of
Grant Funds Including Rebudgeting undir this section.

All such arrangements must be formalized in a contract or
other written agreement Letween the parties involved. The con-
tract or agreement must, at a minimun, state the activities to be
performed, the tinie schedule, the grant policies and requirements
that are applicable to the subgrantee, contractor, or other second-
ary recipient (“flowthrough” requirements), other policies and
procedures to be followed, the dollar limitation of the agreement,
and the cost principles to be used in determining what costs, both
direct and indirect, are to be allowed. The contract or other writ-
ten agreement must not affect the grantee's overall responsibility
for the direction of the project and accountability to the Govern-
ment.

This section applies o principal aclivities of a grant but does
not apply to contracts within a grant for the routine purchase of
supplies, materials, equipment, or general support services,

Third-Party Reimbursement and Other Sources of Health
Services Funding (412 CFR 50, Subpart A)

Those project grants supported under programs for the delivery
of health gervices specified in the Health Services 'unding Regula-
tiong (42 CFR 50, Subpart A) are expected to develop, to the ex-
tent possible, independence from PIS grant support, Therefore,
these projecty will be enconraged and assisted in the development
and use of alternate funding sources to supplement or supplant
PHS support where possible. These funding sources include third-
party payors, other available Federal, State, local, and privale
funds, and beneficinvies who are able to pay. The Iealth Services
Funding regulalions require as a condition of award that each
project subject to these regulations establish a plan to (1) insti-
tute sound financinl management procedures so that it can recover
to the maximum extent feasible third-party revenues Lo which it
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is entitled as a result of services provided, {(2) garner all other
available Federal, State, local, and private funds, and (3) charge
beneficiaries according to their ability to pay for services provided
without creating a barrier to those services.

Where third-party payors, including Government agencies, are
authorized or under legal obligation to pay all or a portion of
charges for health care services, all such sources must be billed
for covered services and every effort must be made to obtain pay-
ment, The grantee must have an operative procedure for identi-
fying all persons served who are eligible for third party reim-
bursement.

Where a significant percentage of the cost of care and services
provided by the project is to be reimbursed by a third party, there
should be a written agreement with such third party.

These regulations should be consulted for applicability and
additional details concerning project requirements and evaluation
criteria.

Waiver of Single State Agency Requirement

Upon request of the Governor or other appropriate executive
or legislative authority of the State responsible for determining
or revising the organizational structure of State government, the
Secretary of HEW may waive the requirement of authorizing
legislation that a single State ageney or multimember board or
commission must administer or supervise any grant program
(sec. 204 of the Intergovernmental Cooperation Act of 1968). The
request must adequately show that such provision prevents the
establishment of the most effective and efficient organizational
arrangements within the State government. The Secretary or his
designee may approve other State administrative structures or
arrangements provided the objectives of the Federal statutes
authorizing the grant program will not be endangered by the use
of such other State structures or arrangements.
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APPENDIX

U.S. DEPARTMENT OF HEALTH, EDUCATION, AND

WELFARE

Regional Offices

Region Address Telephone
I Regional Health (617) 223-6827
Administrator

IT

[11

1Y

John F. Kennedy
Federal Bldg.
Government Center

Boston,

Massachusetts
02203

Regional Health
Administrator

26 Tederal Plaza,
Room 1005

New York, New
York 10007

Regional Health
Administrator

Post Oflice Box
13716

Philadelphia,
Pennsylvania
19101

Regional Health
Administrator

b0 Tth St., N.It.,
Room 866

Atlanta, Georgia
30323

(212) 264-2560

(215) 696-6637

(404) 526-5007

States in Region

Connecticut,
Maine,
Massachusetts,
New Hampshire,
Rhode Island,
Vermont

New Jersey, New
York, Puerto
Rico, Virgin
Islands

Delaware,
District of
Columbia,
Maryland,
Pennsylvania,
Virginia,
West Virginia

Alabama, Florida,
Georgia,
Kentucky,
Mississippi,
North Carolina,
South Carolina,
Tennessee
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VI

VII

VIII

92

Regional Health
Administrator
300 South Wacker

Drive
26th Floor
Chicago, Illinois
60606

Regional Health
Administrator
1200 Main Tower
Building
Dallas, Texas

75202

Regional Health
Administrator

601 East 12th Street

Kansas City,
Missouri 64106

Regional Health
Administrator
9017 Iederal Office

Building
19th & Stout Streets
Denver, Colorado
80202

Regional Health
Administrator
50 United Nations

Plaza
San Francisco,
California 94102

Regrional Health
Administrator
1321 Sccond Avenue
Seattle, Washington

98101

(712) 353-1385

(214) 655-3879

(816) 374-3291

(303) 837-4461

(415) 556-5810

(206) 442-0430

Illinois, Indiana,
Michigan,
Minnesota,
Ohio, Wisconsin

Arkansas,
Louisiuna,
New Mexico,
Oklahoma,
Texas

Towa, Kansas,
Missouri,
Nebraska

Colorado,
Montana,
North Dakota,
South Dakota,
Utah, Wyoming

Arizona, Californis,
Hawaii, Nevada,
American Samoa,
Guam, Trust
Territory

Alaska, Idaho,
Oregnn,
Washington
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Departmant ¢! Heslth, Educetion, snd Wellere

A GUIDE FOR NON-PROFIT INSTITUTIONS

PREFACE

The Department of Health, Education, and Welfare recognizes that careful determination of costs Is
essentisl to the continued vigor of Its programs conducted under grants aid contracts In non-profit
Institutions.

The Department recognizes, too, that there are both direct and indirect costs and that the determination of
Indirect costs is a matter of critical Importance In the sp i pro'sct relationship. For this reason, it
wishes to encourage the fullest understanding of statutory, procedural, cr other requirements in relation to
costing, believing that such understanding will facilitata the adminlistration of prog that are of great
importance to the Department, to the institutions performing them and to the nation,

Within the Depart nent, responsibility for the development snd Issuance of cost policies applicable to grants
and contracts conducted st non-profit Institutions is assigned to the Division of Financial Management
Standards and Procedures, Office of the Assistant Secretary, Comptroller, Czntralization of the cost policy
function within that Division ensures the contlnual evolvement of a uniform set of cost principles
applicable to all grants and contracts awarded by any of the Department’s agancies,

Responsibility for reviewing and negotlating indirect cost, fringe benefit, and other special rates for grants
and contracts Is delegated to the Regional Comptroller in esch of ten Departmentsl regional offices. Each
Regionsl Comptroller is resporsible for the determination of Indirect cost, {ringe benelit, and other special
rates for those non-profit institutions located within the geographical confines of his region that receive
Department grants snd contracts, The rates determined by the Reglonal Comptroller will be used by all of
the Department’s agencies in determining the amount of Indirect costs, fringe benefits, and other special
costs applicable to its grants and contracts,

This gulde, In addition to containing the cost princlples which apply to DHEW grants and contracts
performed In non-profit institutions, describes In general torms the process of indirect cost rate
determinations and sets forth Instructions for the submission of rate proposals by grantees and contractors.

Section | contsins Information on basic considerations Involved In rate determination and on Departmental
views and practices,

Section 11 sets forth guidelines for preparation of an Indirect cost rate propotal,
Sectlon (1] sets forth guldelines for preparation of fringe benefit and other speclal rate proposals,

Sectlon |V contalns the DHEW cost principles applicable to non-profit Institutions other than educational
Institutions, hospitals, end State and local government agancles,

Sectlon V Ins ple Indirect cost rate proposal formats, a gulde for the use of fixed rates with carry
forward, a sample summary Indirect cost sett!sment sheet and a sample negotlation sgreement,

This brochure Is published as an ald to non-profit Institutions to help them become aware of and
understand DHEW requirements, The contents of the brochure ore authoritative and reflect DHEW policy
In summary form In effact as of the date of lssuance,

Hawever, policies and procedures change and Institutions performing under DHEW grants and contracts are
cautioned to refer to the Department’s officlal policles contalned In the DHEW Grants Adminlstration
Manual, the DHEW Procurement Manual, and the appropriste DHEW regulations es the ultimate
suthoritative policy documents, Thay may be purchased from the Government Printing Office, Washington,
D.C. 20402,

vil
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SECTION I-INDIPECT COSTS AND DHEW

The Nature of Indirect Costs

Indirect costs are those costs of an Institution which sra
not readily identifiable with » particular project or
activity but nevertheless sre necessary to the general
operation of the institution and the conduct of its
sctivities, The costs of operating and maintalning bulld-
Ings, grounds, and equipment, depreciation, adml..istra-
tive salarles, o 1 teleph expenses, g I travel,
and supplies expenses are types of expenses ususlly
considered as indirect costs.

In theory, all such costs might be charged directly;
practical difficulties, however, preclude such an ap-
proach, Therefore, they are usually grouped Into »
common pool(s) and distributed to thosa Institutional
sctivities benefited through a cost allocation process.
The end product of this sllocation process Is an Indirect
cost rate(s) which Is then applied to Individual grant and
contract awards to determine the smnunt of indirect
costs chargeable to the awards,

Indirect Cost Rates

An Indirect cost rate, then, Is simply a device for
determining fairly and exp~itiously, within the bound:
wrles of sound sdministrative principles, that proportion
of an institution’s Indirect costs each of its projects or
ectivitles, including grants and contracts, shiould bear,

The indirect cost rate Is the ratio, exprossed o3 8
parcentage, between the Indirect costs and a direct cost
base, commonly elther direct salaries and wages or total
direct costs exclusive of capital expenditures snd other
distorting base costs, An Indirect cost rate is established
on the basiz of an Indires? cost proposal submitted by a
non-profit Institution to the DHEW Office of the
Reglonal Comptroller for the region In which the
Institution Is located. A listing ol Reglonal Compiroller
offices appears Iater In this Section, Indirect costs ara
reimbursed to an Institution based on Its established
rale, subject to administrative and logisiative limitations,
m part of the costs of Individual grants and contracts
awarded by the Department,

Provivlonsl

A provisional Indirect cost rate Is n tamporary rats. |y
Is used by Dupartment of Health, Education, and
Welfare awarding agencles as a basis for estimating
and funding the amount of Indirect costs applicable
to a geant or conteact untll attusl Indirect costs can
be determined snd a final Incdirect cost rate estaly

lished. Provisional indirect cost rates are subject to
adjustment at some future date. A provisional rate is
used to comptte indirect costs on grant applications
end contract proposals and on grant reports of
expenditures and contract public vouchers pending
the development of a rate based on an institution’s
actual costs during the period of grant or contract
perlormance, Mormally, en Institution's last final
Indirect cost rate is used as its current provisional
rate. For example, a final indirect cost rate estab-
lished for the period July 1, 1973 through June 30,
1974 would alro be used as the provisional indirect
cost mate beginning July 1, 1974, However, If &
significant change in the type or level of an Institu-
tlon’s activities is anticipated, the pravisionsl indirect
cost rate should be based on » projection of the
ensuing perlod's activity,

Finel

A final Indirect cost rate is established after an
Institution's actual costs for a given accounting period
{narmally Its fiscal year) are known. Once estab-
lished, & final Indirect cost rate ls not subject to
odjustment, The final indirect cost rate Is used to
adjust the costs reposted through use of provisional
Indirect cost rates on gront reports of expenditures
and contract public vouchers. Methods of adjustment
are described In Section V, Appendix 2,

Pradetermined

A predotermined indirect cost rate Is & pormanent
rate, negotiated and agreed \o for & specilied future
perlod, usually one year, Such rates are estadlished
when there Is reasonsble msurance, normally based
on exparience and a rellabla projection of an Institu-
tion's probable level of sctivity, that the rate agresd
to will approzimate the Institution’s sctual rate,
Except In very unusual circumstances, a pre-
dotermined lidirect cost rate Is not subject to
ndjustment. Prodetermined Indirect cost rates may
only be used where the Institution petforms solely
untler geants, It eannot be used where the Institution
porforms solely under contracts or performs under
bath grants and contracts,

Fined Rate With Carry:Forward

A fined o with earry-lorward provision has char-
nctorlstics of both the provisional rate and the pre-
dotarmined Indirect cost rate, A rate Is computed and
lixed for a specifiod futwre period based on an
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estimate of that future period’s level of operations.
The rate s not subject to adjustment. However, when
the actusl costs of that period are known, the
difference Letween the estimated costs und the actusl
costs iy carrled forward as an adjustment to @
subsaquent period for which a rate is established. The
sdjustment cannot be made in the fiscal period
Iimmediately following because the fixed rate for the
Immediaiely following fiscal pariod will already have
been determined. An ~djustment generally will be
carrled forward to the sezond or third fiscal period
following the period belng adjusted. A fixed rate
should be selected that will most closely approximate
the actus rate 1o be incurred. An accurate forecast
will confine carry-lorward amounts to minimal dif-
ferences. Carry-forward procedures sre described in
Section V, Appendix 4.

Ap lm Rates to Grants and Contracts
Awarded by DHEW

e Department of Health, Education, antd Welfare
rds hundreds of grants and contracts annually to
ores of Institutions. The awards are genenlly for a
petlod of one year but that year does not usually
oincide with a recipient institution's fiscal year, When a
owant of contract perlod does not colncide with the
nstitution's fiscal year, two indirect cost rates are used,
for each of the Institution’s fiscal years in wh'"h the
award Is performed. For example, assume that final rates
of 35% and 30% have beon established for the two fiscal
perlods ending June 30, 1873 and June 30, 1974,
respectively, and that a one-yeer grait that Inclutes
$50,000 for direct salarles and wages was awarded
elfectiva March 1, 1973, 11 $30,L.0 of the direct salnties
and wages were expanded by June 30, 1973 and $20,000
during the last alght manths of the grant year, the 36%
tate would be spplied to the $30,000 and the 30% rate
would spply to the $20,000.

Statutory and Administrative Limitations

A few DHEW programs hava leglsletive or sdministrative
fimitations on the amount of Indirect costs which can be
reimbursed.

Indlrect costs applicable to grants awarded under pro-
gams having Iegal prohibitions or limitatlons ara ralm-
bursed In accordance with tha legal restrlctions,

Indirect costs ara not rolmbursed on followships and
smllar awards under which Federsl linanclng s »x-
clusively in the form of fixed unts or the published
tultlon rates of sn Institutlon, on construction grants, of
on stalfing granty.

Indirect costs on training awatds are limited to the lesser
of an Institution’s actual costs or @% of total allowalile
direct costs,
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Some grants programs, notsbly research, hesve cost
sharing requirements. An Institution may satisfy lts
requirements through Indirect costs. For example, If an
institution had to cost share an amount of $50,000
under & given grant and the amount of indirect costs,
computed vis the indirect cost rate, applicable to that
grant was $75,000, the Institution could sathsfy its cost
sharing by walving reimbursement of all but $25,000 of
its indirect cost entitlement.

Requirement for Submission of Indirect
Cost Proposals

Each Institution claiming reimbursement for indirect
costs must submit an indirect cost rate propossl to
document how it derlved the rate(s) It used to compute
Its claim,

The fallure of an institution 1o submit timely proposals
may resull in the dissllowance of costs oreviously
swarded. Further, swards made durlng a period for
which an Institution does not have s current Indlrect
cost rate will not include an smount for indirect costs. If
a rale i subsequently established, based on the late
submission of an indirect cost proposal, Indirect costs on
DHEW awards will be provided only for the period
beginning with tha first day of the month In which tha
proposal iy submitted.

The Department recognizes that occaslonally, ex-
tenuating clrcumstances may preclude compliance with
the time pariod within which proposals must be sub-
mitted. When the due date for submission of proposals
cannot be mat, a formal rem for an extansion, stating
the reasons, should be mada to tha Reglonsl Comptrolier
plor to the due date, |1 the rerquest Is approved and tha
proposal Is subsequently submitted In accordanen with
the conditlons al approval, no penalty will ba assossed.

Indlrect cost proposals nead not ba submitted 11

1. An Institution has walved Indlrect cost entitlement
on Its grants or contiacty,

2. An Institution Is awarded only tiaining swards
sublact to an Indirect cost limitation of 8% of
total direct costs ond its Indirect cost rate axceeds
that limitstion,

Proposals should e sent 1o tha approprlate RMeglonal
Comptroller,® Dapoartment of Health, Education, vl
Wellare nt the followlng addressas:

*The Neglonal Comptioliar s olikclally thlad the Anhitant
Tegonal Director for Financial Mansgement.

Regional Comptroller’s Address

John Fitzgerald Kennedy Federal Building
Government Center
Boston, Massachusetts 02203

Federal Office Bullding
26 Federal Plaza
New York, New York 10007

Federsl Office Building
3535 Markat Street
P.O. Box 13716
Philadelphia, Pa. 18101

Peachtree-Seventh Bullding
B0 Seventh Street, N.E.
Atlanta, Georgia 30223

Federal Office Building
300 S. Wackar Drive
Chicage, 1llinols 80607

Fedaral Office Bullding
1114 Commerce Street
Dalles, Texas 75202

Fedaral Office Bullding
001 East 12th Street
Kansas City, Missourl 64108

Federal Offica Bullding
1961 Stout Street
Denver, Colorado 00202

Foderal Qffice Building
60 Fulton Streat
San Franclsco, Calliornia 04102

Arcada Bullding .
1321 Second Avenue
Seattlo, Wamhington 08101

An Institution that has not previously establishad an
Indirect cott rate with tha Departmant must submit It
Initisl proposel to the spproprlate Oflice of tha Reglonal
Comptroller | {istaly after belng notified that an
swnrd providing reimbursement for Indirect costs will be
madke. Whera possible, this proposal should be submitted
prlor to the date of the awatd, and, In no evant, Inter
than three manths after such date, I Inltial proposals ara
submitied within the three month patlod, Indiroct costs
will be relmbised for the full award year, 1T Initial
proposals are not submitied within the three month
parlod, Inditect costs will ba Iriavocably lost for all
months elor 1o the month that the Indirect cost
proposal Is submitted. The proposal, which will be used

e T AR T

For Institutions Located In

Connecticut, Maine, Massachusetts, New ) lampshire, Rhode
Island, Vermont

New Jersey, New York, Canada, luerto Rico, Virgin
Islands, England, Belrut

Delaware, Maryland, Pennsylv=vz, Washington, D.C., West
Virginia, Vieginia

Alobama, Florids, Georgia, Kentucky, Mississippl, North
Carollns, South Carolina, Tennessee

inols, Indlana, Michigan, Minnesota, Ohia, Wisconsin

Arksnses, Loulsiane, Texas, New Mexico, Oklahoma

lows, Kansas, Missouri, Nebrasks

Colorado, Montana, North Dakots, South Dakots, Utah,
Wyoming

Amatlcan  Samon, Arlzons, Callfornla, Guam, Hawall,
Novatla, Wake Island Trust Terltorles of Pocilic Istands

Alasks, Idaho, Qregon, Washington

to establish a rate 1o parmit funding under the awnrd,
should normally be bmad on the Instiution’s actual
costs for Ms most recontly completed flscal yenr,
However, Il the Institution Is sware of factors that sre
expected to result In a signilicant chiange In the rate
durlng the fiscol year during which the sward Is to be
partormed, the proposal should be besed on the pro-
Jectad costs of that yaar.

An Institution that has praviously established an Indirect
cont ratels) with tha Department muit submit a new
proposal 1o the appropeigie Office of the Raglonal
Comptroller within six months after the close of each
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year in vhich a grant or contract s performed. The
of rate(s) reflected In the propossl and the fiscal
s) on which it should be based will be governed by
fic circumstances involved:

If & provisional rate(s) was previously established
for the most recently completed fiscal year, the
proposal must reflect (1) & final rate(s) for the
completed year based on the actusl costs of that
year, and (2) a fMxed, predetermined, or pro-
visional rate(s) for the subsequent year. Normally,
the rate(s) for the subsequent year should be based
on sctual costs for the most recently completed
year. However, if the Institution is aware of lactors
that 51¢ expected to result in a significant change
In the rate{s) durlng the subsequent year, the rate
computation must be based on projected costs of
that yaer,

1¥ a fixed or predetermined rate(s) was previously
Atablished, the proposal must reflect a rate(s) for
the fiscal year immedintely following the year
covered by the last negotiation. This rate (s} should
be boied on the actusl costs for the most recently
complated year, or, If the factors described in "'a."
above e present, projected costs for the fiscal
year coverned by the rate(s).

proposal should be prepared in sccordance with the
Relines set forth In Section I1. It should be accom-
fed by the followling supparting data:

. A copy ol the sudited financial statemants for the
fiscsl year on which the proposal Is based,
cross-/eferenced and reconciled to the proposal,

a, The totel amount of dimect costs Incurred by
the Institution under all Federal grants and
contracts except comtruction grants, duting the
fiscal year on which the proposal Is based,

b, The total « =zt salarles and wages or totsl
direct coste incuited under Federsl grants and
contracts that are Included In tha bae for tate
calculation purposes, If more than one rate &
proposed, provide the espproptiata  smount
Inclitcded In eech rate baso, Dlect salarles and
wages or totsl direct costs incurrad under grants
end contracts which limit Indirect cost relmburse.
ment thould ba so Indicatad amdd shown separately
from the smounts Incurred under othar geants and
contracts,

LIt wy offslte or other specinl ratels) Is belng
propoied, tha following Information should be
submitted with tha Indirect cost proposals

o A remonably pracie, comprahensive statement
of the chrcumstances under which sctivities are

comsidered offsite, where possible, In terms
of: (1) ownership of the facilities In which the
sclivities are conducted; or (2) distance of the
sctivities from the Instiiution's principal
placels) of business; o° {3) geographical loca-
tion of tha activitier "« (4) a combination of
ownership, distance - location,

b. The treatment accorded prolects partially per-
formed off-site.

c. A listing of specific off-site facilities or loca-
tiors. (This Is not required if the number of
such facilities or locations exceeds ten.)

Coordination Among Federal Agencies

Many Institutions that receive granti and contracts from
DHEW slso receive awards from other Federal Depart-
ments or agencles. These other Federal agencies establish
Indirect cost rates with the Institution for use on their
grants and contracts that may be appropriate for use on
DHEW awards as well. The DHEW Reglonal Comptroller
will determine If rates established by other Federal
sgencles are sppropriate for use on DHEW awards.

It the Institution has established a rate(s) with another
Federal agency it should submit to the DHEW Reglonal
Comptroller a copy of the negotistion agreement issued
by the other Federal agency at the time It submits Its
Indirect cost proposal 1o the Regional Comptroller. In
these cases, the Reglonal Comptroller will coordinate Its
negotlations with those of the other Federal agency,

Formalization and Dissemination of
Indirect Cost Rate Agreements

A Negotlation Agreement, DHEW Form NA-1(N) (See
Sectlon V, Appendix 3} Is used by DHEW to lormalize
the results of a rate negotistion and to di I those
results to parsonnel within the Department of Health,
Education, and Welfare end to other Federal ngencies
rasponsi™'e for the award snd settlement of grants and
contracts. The Agreement Iy signed by an authorized
rapresontative of the Institution and by a designated
reprosentative of the Reglonsl Comptroller. Coples of
the agreement are duplicated and distributed to the
varlous conceined partles,

Awnrd and Sattlemeant of Indirect Costs

Subjrct to any restrictions on the recovery of Indirect
costs for & particutar program, Indirect costs will be
swardnd using the latest estabilished Indirect cost rato
applicable 1o the perdod ol parformance of the award.
An Institutlon seeklng relmbursement of Indlrect costs
on a proposac grant or contiact should show the amount
recjunstod In Ity grant application or contract proposal,

The smount reque:tsd should be computed using the
Indirect cost rate reflected in the institutlon’s mo
recent negotiation agreement. The rate itself, should be
cited in the ap; iication or proposal.

Commanly, grent applications and contract proposals
need to be submitted far in advance of the date of
award. In the Interim, indirect cost rates which were
current at the date of zpplication or proposal may be
superseded by more current rates as of the date of
award. Whet this occurs, DHEW swarding sgencles will
use the negotiated Indirzct cost rate in elfect when the
sward Is made. Institutions which have not established a
current Indirect cost rate with the Reglonal Comptroller
at the time s grant or contract s awarded will not be
awscded Indirect costs until a rate has been established,
Whete the indirect cost proposal has not been submitied
on time, and 8 rate is established after the sward Is
made, Indirect costs will be recognized only for the
petlod beginning from the first day of the month In
which the indirect cost proposal Is submitted.

When Indirect costs are awarded on the basis of o
provislonsl rate, adjustimenis to the Indirect costs
swarded will not be made until a final rate reflecting an
Institution’s actual costs Is rztablished, sometime sfter
completion of the institution’s fiscal year, Occasionaliy,
because of unforeseen major fluctuations In an Institu:
tlon's activities, revision of the established provisional
Indirect cost rate may be necessary. But even In such
cases, Interlm adjustments generally will not be made to
awerds already made unless the net effect of the rate
revision on all DHEW grants and contracts alfected
exceeds elther $100,000 or 20% of the total costs of
the grants/contracts to which the ralz applies,

Adjustments to grants and contract public vouchers
resulting from the linalization of Indirect cost rates for
periods when provisional Indirect cost rate veers used
must be Inltiated by the grantea/contractor Institution,
A summary report of expenditures sheet, for use In
sdjusting all siected DHEW grants, Is presenied In
Section V, Appendix 2 of this brochure, This y
must be submitted, within one yenr after the date of
sxecution of the Negotistlon Agresmant, to the Indlrect
Cost Management Sectlon, Office of Financlal Manage-
ment, Natlonal Institutes of Health, Bathesds, Mary-
landd 20014, Adjustments to public vouchers must be In
accordance with the Department’s procurement roguln:
tlons,

Disputes

On rare oceaslons, the DHEW Reglonal Comptioller and
an Institution may not ba able to reach ngreement on
what constitutes an acceplable Indirect cost rata(s), In
that event, the Reglonal Comptroller will make o
unilateral determination of the iatals) deemed accopt:
able to tha Department and will natify the Instliutlon ot

that determination, The Institution may appeal the
determination in accordance with either the Depart-
ment's Grants Appeals Regulatiun (46 CFR, Part 16)
and Impl ling proced or the special and g |
provisions of alfected contracts, if any, but not both,

The Reglonal Comptroller will notify the institution af
Its right to appesl and the procedures to follow upon
request by the institution. Notification will also be given
al the time the Institution is advised of the Regionsl
Comptraller's unilataral determination.

Community Action Agencias
Genen|

Community Action Agencies (CAA) have generally
established their accounting systems in conformance
with Office of Economic Opportunity guidelines, Those
guldelines contained a chart of accounts and account
descriptions which tended to maxiinize direct charging
to programs md to minimize amounts treated as indirect
costs, Under that system, generalized sdministrative
costs (Section 221, Economic Opportunity Act of 1964,
2t amended) were accumulated in an account designated
03 01, ndminlstration, Charges 1o thls account s well as
charges to accounts designated 02, 03, and 04, program
development, CAA plainning, snd CAA avaluation, re-
spectively, were reilmbursed directly and entlirely by
OEQ using funds specifically provided for that purpose.
Hence, CAA's had no need for and were not relmbursed
for their Indirect costs through the usual rate mechanism
by other Federal agencies that also made awards 10
CAA's, While this arrangement may have been satisfac
*toty in the past, the transfer of programs from OEO to
other Fedeinl sgencias, changes in the level of Federal
funding of thosa programs, and the uncertain status of
future OEQ funding has savercly complicated the situa-
tion, 1t Is probable that In the future, Community
Action Agencles will need to be less rellant on OFEQ for
recovery of its sUministrativa costs and will need 1o
rocover those costs agalnst sponsors of Individual pro-
wams. Tha best procedure for dolng this s through the
establishmant and use of an Indlrect cost rate. However,
whether or not a rate Is necessary will depend upon
whather (a) OEO or its successar organization continues
to rolmburse CAA sdminlstrative costs through direct
funding, and (b) the level of funds eppropriated for
Individual CAA programs transfarred to DHMEW and
other Fedaral spenclas from OFO, To the oxtent possible
without detriment 1o short tarm progimm aceomplish-
mant, DHEW will follow Its ganeral policy of relmburs:
Ing tull indirect costs on grants and contiacts that it
mwards, However, sppropelation constraliits may require
limitatiom ot oxceptions 1o the genaral polley lor
specilic progrems or in glven sltuations, Therelore, until
such time s uniform Faderal policles are established and
lollowsd by all major Fedaral funding sgencles, CAA"s
se advited to seok counsel from the appropriate




Regional Comptroller's office on whether an indlrect
cost rate is necessary, and if so, how to compute it

Determining Costs

Federal agencies which award grants and contracts to
Community Action agencies differ in the types of costs
they sce willing to reimburse, Therefore, CAA's will
usually find that a costing system which results In
maximum direct costing, such as that contained in the
Standerds of Accounting and Financial Reporting lor
Voluntary Health and Welfare Organizations, published
by the National Health Council and the National Social
Welfare Assembly, is especially suitable. Appendix s
Exhibit C—Direct Allocation Method, of SectionV
iMusteated In this brochure is compatible with that
method, The coste identified In that Exhibit as general
and sdministrative are those costs previously identified
by OEQ s Section 221-01 costs. It does not include
Sectlon 22 (-02, 03, or D4 costs. Thesa costs if incurred,
must be trested as direct costs and ere subject fo
programmatic evaluation as to need and benefit to
Individual programs.

Donated or In-Kind Goods end Services

Donated services must be recognized for indirect cost
rate computation purposes when the following circum-
stances exist: (1) The services performed are a normal
part of a program or supporting service and would
otherwise be performed by salaried personnel, (2) the
orgenization exerclses control over the employment and
dutles of the donors of the service, and (3) the organiza-
tion has a clearly measurable basis for the smount.

The value of donated services I not allowsble ss o
relmbursable direct or indirect cost. Howevcr, the value
of donated services or goods utl'ized in the performance
of a direct cost activity shall be considered In the
determination of the Indirect cost rate(s) and, sccord-
ingly, shall be sllocated a proportionate share uf indirect
cosls.

With one exception, the value of donated goods also Is
not sllowsble ss » reimbursable direct or indirect cost.
Depreciation or a use nllowsnce on asets donated by
third parties is sllowsble but subject to eny restrictions
contained In parsgraph G.10. of the cost principles
contalned in Section |V of this brochure.
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SECTION 11-GUIDELINES FOR PREPARING INDIRECT COST PROPOSALS

Mathods o Calculation

Because of the w Jde variety of situations to which they
spply, the cost principles in Section |V describe the
development of 'ndirect cost rates In somewhat general
terms. There are, however, three basic techniques In
general use for distr buting (prorating) the various types
of Indirect costs. Vhese are known as the simplified
method, the multiple distribution base method, and the
direct sllocation method.

Simplified Method

This method is used whers all of an institution’s direct
program activities receive services from all of its indirect
or sdministrative activities in approximately the same
degree, or where the smount of Federal funds received
by an Institution s not mateyial in relation to its other
opersting revenue, or where the institution has only a
single direct function or activity with multiple sources of
funding.

Under this method, it Is not necessary 1o make » series
of Indirect cost distributions, Instead, an institution
simply categorizes each of its activities as either direct or
Indirect and 8 single rate is computed by relating the
costs assoclated with its Indirect activities {o the costs
assoclated with lts direct activities,

There ore three basic steps Involved in this method:

1. The segregation of the Institution’s activities and
their costs as either direct or Indirect. The costs
ara taken from the Institution’s financlal state-
ments,

2. The elimination of capital expenditures and unal-
lowable costs, However, note paragraph C.2. of
Sectlon IV,

3. The computation of the rate by dividing the
adjusted Indirect costs by a ratn base. The rate
base may be the direct costs identified In steps 1
and 2, or an colement thereof, such as direct
salarles and wages or direct salarlos and wages plus
applicable fringe banefits,

Multiple Distribution Base Method
This method Iy used when an Institution's direct ac-

tivities do not all benalit from its Indirect sctivitios to
the same relative degree,

Under this method, indirect costs are Initially grouped
into varlous functional categories, or pools, such as
General Administration, Building Ocoupancy, etc. Each
pool is then distributed to direct institutional activities
by means of a base which best measures the relative
degree of benefit which each activity derives from that
pool. Careful [udgment Is required 1o establish the
appropriate number of pools, giving consideration o
whether the dollar amounts involved are sulficient to
warrant separate pools,

The method involves six baslc steps:

1. Scaregation of the institution’s activities and thelr
costs as direct sctivities and Indirect activities.

2. The elimination of capital expenditures and unal-
lowable costs. Howevar, note paragraph C.2, of
Section 1V,

A, Further segregation of the indirect sctivities Into
functional cost groupings (pools) which benelit
the institution’s various direct activities in signifi-
cantly different proportions.

4. Selection of an sppropriate distribution base for
cach pool of Indirect costs, in accordance with the
criterla In paragraph D.2,, of Section IV,

6, Distribution of each Indirect cost pool to those
activities ropresented In lts distribution base,

8. Calculstion of the Indirect cost rate(s) by totaling
the amounts distributed to each activity in step 4
end dividing by a rate base as described in step 3
of the simplified method.

Direct Allocation Method

Many non-profit Institutions, particularly voluntery
health and vrelfare agencies, elact to direct charge thelr
programs for all costs except those specifically iden-
tifiable with general administration functions and fund
ralsing. Such Institutions typlcelly segregate thelr ex-
penditures Into:

1. General and administeative costs,
2. Fund ralsing, nnd

3, Other direct programs and activities.

To the maximum extent practical, they Identily esch
expenditure speclfically with one of these functions.




15 such as occupancy, telephone services, etc,,
lly cannot be specifically Identitied to a glven
or sctivity, sre prorated as direct costs to each
actlons benefited on 8 consistent and rational
)y & base most appropriate to the Joint cost(s)
rated.

hod, properly implemented, produces aecurate
1 grants and contracts. Under this method the
osts of the Institution sre simply the residue of
ated costs classified as general and administra-
indirect cost rate Iz computed by dividing the
ind administrative costs by s rate base as
! In the previously noted methods. The direct
1 method must be used by those intitutions
g the Standards of Accounting and Financisl
+ for Voluntary Heaith snd Welfsre Organizs-
n reporting to non-Federal agencles.

Proposals and the Cost Principles

woposal formats are presented In Appendix L
Intended merely to illustrate the mechanics of
preparation In some of the most common

3 and they normally will require adaptation to

| eircumstances of individual institutions.
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The Principles for Determining Costs Applicable to
Grants snd Contracts with Non-Profit Institutions sre
presented In Section 1V,

Substantiation of Indirect Costs on
Training Awards

Depertment policy currently limits the recovery ol
indirect costs on training awards to the lesser of actusl
Indirect costs or Indirect costs comjuted at B% of total
direct costs. To avoid the imposition ol unnecessary
sdministrative burdens on Institutions, the submission of
& formal Indirect cost proposal from imstitutions which
have only training awards subject to the limitation, will
not normally pa required. However, Institutions must
have documentation avallable to permit verification by a
representative of DHEW that its sctusl rate equsls of
exceeds the B% limitation.

Whare the Institution’s calculation results In an indirect
cost rate of less than 8% of total direct costs, & formal
Indlrect cost propossl must be submitted to the Offlce
of the Reglonal Comptroller.

SECTION I1I-FRINGE BENEFIT AND OTHER SPECIAL RATES

Fringe Benefit and Other Special Rates
Frings Benelits

Fringe benefits are sllowances and services provided by
an Institution to Its employees a3 compensation In
addition to regular wages and salaries. It also includes
payments made by an employer on behalf of employees,
Costs of frings benefits are allowable:

8. To the extent required by law,

b. To the extent required by employer-employee
agreement, :

¢, Provided that benelits are granied in accordance
with established institutional policies,

d. If together with all other compensation pald to an
employee Is reasonable in amount, and

e Provided they sre absorbed by all institutions!
functlons and activities in 8 manner consistent
with the pattern of benefits accruing to the
Individuals or groups of employees whose salaries
end weges are included In each function or
activity,

There ore many types of fringe henelits, Among tle
most common are pay for vacation, sick, and military
leave, holidays, snd contributions by the employer for
social security, employee health and life Insurance,
workmen'’s compensation, and pension plans, The treat-
ment ol filnge benefis vary from Institution to Institu-
tion. Some Institutions treat sll fringe berefits =
indirect costs. Others treat some fringe benefits as direct
costs and others as Indirect costs, The Department of
Health, Education, ond Wellare will recognize these
varlations of trestment [l they otherwise meet the
requirements for allowahility listed nbove.

The direct costing of lringe benefits moy be accom-
plished by ldentilying the specific cost of each fringe
benefit of each Individusl employee and allocating that
cost to each profect or activity in proportion to the time
or effort that an employee charges to It, Practical
difficulties usunlly precluda this spproach, however,
Instead, Institutions normoally accumulate the costs
rasociated with fringe benefits In ohe or more cost
grouplngs, These cost groupings are then tistributed 1o
tonefiting direct activities and projetts In proportion to

the direct salaries and wages charged to those sctivities
#nd projects through a fringe benefit rate(s).

A fringe benefit rate(s) may be used to assess individusl
Federal grants and contracts for the fringe benefits
spplicable to charged direct salaries and wages,

Institutions which charge Federal grants or contracts for
fringe benefits must substantiate tho amount claimed. If
fringe benefits are treated as indirect costs, the docu-
mentation must be submitted as part of the indirect cost
proposal, |1 fringe benefits are treated as direct costs, »
fringe benefit proposal will be required when requested
by the Regional Comptroller, The proposals, when re-
quested, must be submitted yearly and should sccom-
pany the Institution’s Indirect cost proposal that Is
submitted to the Office of the Regional Comptroller
st the address listed elsewhere In this brochure. The
Office of the Regional Comptrolier will evaluate the
Institution’s fringe benelit proposal and negotiate a
rotels) for use on Federal programs. The negotiated
fringe benefit rate(s) will be shown on the same negotla-
tion agreement used for Indirect costs.

The fringe benelit proposal should contain sufficient
Information on each benelit, each base used to distribute
the cost, and on adjustments to prior years' costs, to
allow the Federal negotistor to meke an Informed
evalustion of the proposal. Existing written fringe
benelit policles should be submitted together with an
Institution’s initlal proposal, Therealter, only policy
changes need be submitted with subsequent proposals.
Institutions whose fringe benefits Include pension costs
must submit & copy of the pension plan(s) together with
pertinent actuatial reports, If any, with their Initisl
proposal. Therealter only changes to the plan(s) and
current actuarial reports need be submitted, Tha Infor
matlon submitted must describe the class of employees
covered, employea vesting rights, whather the plan Is
coniributory or non-contributory, defined contribution
or delined benelit, and the treatment of:

() Past service pension costs,

{b) Roalized and unreslized galns and losses on
pension fund Investments,

l¢) Funding policles and practlces Including the
actuarlal or other basis for the ameount funded.




Specisl Cort Centens

Many Institutions operate compuler, animal care or
other servica centers, units or facilities whose output Is
susceptible of messurement on & workload or other
quentitative basis. The costs assoclated with these units
or facilities, wire materisl in smount, should be set
aside s o weparate cost grouping and charged to activities
and projects In proportion to services rendered. Com-
monly, wich charges are made through hourly rates or
service fees, The cost of these centers includes thelr

direct costs [staff, supplles, supervision, travel, etc) and
their proportionate share of Indirect costs. Institutions
must be preg ared 1o substantiste their charges for special
secvice centers through the submission of @ cost pro-
posal,

The Regionsl Comptroller for the region In which an
jnstitute Is located has been designated as the responsible
official for the approval of service center. charges.
Institutions should submit their proposals to the Re-
gional Comptrolier at his request.

SECTION IV

PRINCIPLES FOR DETERMINING COSTS APPLICABLE TO
GRANTS AND CONTRACTS WITH NON-PROFIT INSTITUTIONS

(For grants, these principles sre cited In Section 74.174, Subtitle A of 45 CFR, Part 74, Subpart Q. The
Dhl:rl :lim';ﬂ“ valll be Incorporated by reference in the general provisions of esch DHEW contract to which
they spply.,.

NOTE

The peinciples cantalnad haraln were In allect as of the publication date of the brochure, The principles srm wbject to
change, howaver, and !lm'l-pmﬁl Institutions sce advised 1o It the ofliclal policie of the Depaitment s contained In
tha Code of Federsl Magulatl the HEW P Megulations snd the DHEW Granw Adminhitration Menual,

Non-prolit Intitutions may siso tesdily sscertaln If revisions heve been made st sny point In time by contacting the Y
of the Meglonsl Comptroller lkted In Section |,

Ding t of Heslth, E<ucation, snd Wellate ... Olfice ol tha Secretmy
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PRINCIPLES FOR DETERMINING COSTS APPLICABLE TO
GRANTS AND CONTRACTS WITH NON-PROFIT INSTITUTIONS

A. PURPOSE AND SCOPE
1. Objectives

This document provides principles for determin-
ing the costs spplicable to grants and contracls awarded
by the Department of Health, Education, and Welfare
and performed by non-profit organizations other than
educational institutions, hospitals end State and local
Government organizations. These principles are confined
to the sbject of cost determination and make no
attempt to identify the clrcuiastances or dictate the
extent of agency and institutional participation in the
financing of a particular project. The principles are
designed 1o provide recognition of the full allocated
costs of work under generally accepted accounting
principles. No provision for profit or other Increment
abova cost Is provided for in these principlos.

2. Definition of Non-Profit Institution

{8} A non-profit institution for purposes of this
document Iy any corparation, foundation, trust, associa-
tlon, cooperative or other organization other than
(i} educational Institutions, (ii) hospitals and [ill) Staie
and local Governmantal agencles, buresus or depari-
ments, which Is operated primarlly for sciontific, educa-
tional, service, charitable, or similar purposes in the
public Interest, which Is not organized primarily for
profit and which uses oll income exceeding costs to
maintaln, Improve and/or expand its operations.

The charter or other legally binding authority for
tha existence of the Institution must provide that no
part of the net earnings, propertles or other assets of the
Institutlon, on 'ssolutlon or otherwise, shall Inure to
the benefit of any private person or Individual Including
any membor, employee, officer, director or trustee of
the Institution, and that, on liquidation or dissolution all
prapertios and assets remalning after providing for all
dabts and obligations shall b disteibuted and pald over
to such other fund, foundation or other organization
formed and operated as a non-profit Institution, as
delined hareln, ss the Doard of Directors or Trustees
may dotormine. Instiiuztions which have recelved tax
examptions as non-profit Instiwtions from the US,
Intarnal Nevoiue Service shall be considorod to have met
the criter!a of this delinition, !

() For purposes ol this document, the terms
non-proflit and not-for-profit as thoy are teseriptively

applied to instltutions shall be considered synonymous
provided the requirements of 2 (a) are met.

3 Policy Guides

The successful spplication of these principles
requires development of mutual understanding between
representatives of non-profit institutions and of the
Federal Government as 1o their scope, applicability, and
interpretation. 11 is recognized that the arrangements for
agency and Institutional participation in the financing of
a project are properly subject to negotiation between the
agency snd the institution concerned in accordance with
such Government-wide criteria as may be spplicsble,
that each institution should be expected to employ
sound mansgoment practice in the fulfiliment of lts
obligation, and that each granteo or contractor organiza-
tion In recognition of its own utlque combination of
stall, facilities and experience should be responsible for
employing whatever form of organization and manage-
ment lechniques as may be necessmy (o assuro proper
rificient administration,

4. Application

These principles shall b applied In determining
cost incurred In the performance of all grants and
cost-relmbursemant type contracts awarded by the
Department of Health, Education, and Wellare, The
peinciples shall also apply to cost-reimbursement type
contracts performed under DHEW grants and cost-
roimbursement type subcontracts and shall bo used es a
guide In the pricing of fixed price contracts and
subic ts. The principles do not apply 1o construc:
llon grants or controcts,

B, BASIC CONSIDERATIONS

1. Composition of Totsl Cont

Tha total cost of a contract or grant Is the sum of
tha allowabln direct and Indirect costs aliocable to the
geont/contract less any applicabile credits. In pscortaining
what constitutes costs, any generally accepted account-
Ing method of determining or estimating costs that s
vquitable undar the cirgumstances may be used,

2. Facton Affecting Allownbility of Costs

Fectors to hoe considered In determining the
allowabillty of individusl items of cost Include




(a) reasonableness, (b) allocabllity, (c) application of
those generally acceptet! accounting principles and prac-
tices appropriate to tha particulsr circumstances, and
{d) any limitations or exclusions set forth in this
document or otherwise Included in the crant/contract as
1o types or amounts of zost items,

3. Definition of Retsonableness

A cost [s reasoneble if, in Its nature or amount, It
doos not exceed that which would ba Incurred by an
ordinarlly prudent persan In the conduct of competitive
business, The question of the remonableness of specific
costs must be scrutinized with particulsr care in connec-
tion with Institutions or separate divisions thereof which
may not be subject to effective competitive restraints,
What s ressonable depinds upon a varlety of considera-
tions and circumstances involving both the nature snd
smount of the cost in question. In determining the
reasunableness of a given cost, consideration shall be
given 10!

(8) Whether ths cost Is of a type penerally
recognized as ordinary and necessary for the operation
of the institution or the performance of the grant/
contract,

(b} The restralins or requirements Imposed by
such factors as generzlly eccepted sound business prac:
tices, srms length bargaining, Federal and State laws and
regulntions, and grant/contract terms and specifications;

{e) The action that a prudent businessman would
take In the clrcumstancas, considering hls rasponsiblilitles
to the public at Iacge, thoe Governmant, his employees,
his clients, shareholders or members and the fulliliment
of the purposes for which the Instiiution was organized;
and

(d} Significant daviations from the established
practices of the Instituth n which may unjustifiably
Increase the grant/contract costs,

4. Definition of Allocabllity

A cost Is sllocable If It Is assignable or chargeabls
1o a particular cost objective, such ss a giant/contract,
project, product, service, process, or other major nce
tivity, In accordance with thae ralative benelits recelved
or other oguitable relationship. Subjoct to the foregoing,
a cost Is allocable o a Govarnment grantfeontract If (i

{a) 15 Incurrec specifically for the grant/contract;
(b} Benelits Loth the grant/contract and other

work and can be istributed to them In reasonable
proportlon to the benefiis recelved; or
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[c) Is necessary to the overall operation of the
institution, although a direct relationship to any par-
ticular cost objecti/e cannot be shown.

Where an ornlnlntlt'm utllizes the Standards of
Accounting and Financial Reporting for Voluntary
Health and Welfare Organizations {or comparable gen-
erally accepted accounting standards peculiar to Its
particular organizational structure or activity) to sllocate
costs to non-HEW supported activities It must also use
such standsrds to allocate costs to HEW grants/
contracts,

5 Applicable Credits

The term spplicable credits refers to those receipt
or negative expenditure types of transactions which
operate to offset or reduce expense ltems that sre
sllocable to grants or contracts as diract or indirect
costs. Typical examples of such transactions ere: pur-
chase discounts, rebates or allowances: recoveries or
Indemnities on losses; sales of scrap or Incidental
services; and adjustments of overpayments or srroneous
charges. The applicable portion of any income, rebate,
sllowance, and other credit relsting to sny allowable
cost, received by or sccruing to the grantee/contractor
shall ba credited to the Government elther as s cost
reduction or Ly cash refund, as sppropeiate.

C. DIRECT COSTS

1. A direct cost Is any cost which can be identified
specifically with a particular cost objective, Direct costs
are not limited to items which sre incorporated in the
end product as materiel or labor. Costs Identified
specifically with the grant/contract sre direct costs of
tha grant/contract and may be chargr? directly thereto.
Costs Identified specifically with other work of the
Institutlon are direct costs of that work and ara not to
e charged to the grant/contract either directly or
Incllrectly, ltems charged ns direct cost to Government
supported projects must be charged In a uniform manner
to all othar work of the Institution In order to preclude
an overcharge to the Government as a result of the
Government’s participation In the Indirect cost pool.
Conversaly, where the Institution’s established accoumt-
Ing system pravides lor the treatmant of certain ltems of
cost ay direct costs of the Institution, then the same
ftoms must be considered direct costs to Gavarnment:
supported profects and may not be Included In the
Inclirect cost pool,

2. Certaln types ol cost, or costs sssociated with
certain activities are not relmbursable as a chaige 10 a
DHEW grant/contract, These unoliowable costs or ac-
tivities sre identified In Sectlon G. Even though =
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particular activity or cost Is desig s u e
for purposes of computing costs charged to Government
work, It nonetheless must be treated as s direct cost or
activity if a portion of the Institution’s indirect cost (as
defined in Section D} is properly allocable to it. The
amount of indirect cost allncated must be in accordance
with the principles set forn, in Section D-2. In general,
an unallowable institutional activity shall be treated as a
direct function when it (1) includes salaries of personnel,
(2) occupies space, and (3) is serviced by an indirect cost
group’ng{s), Thus the costs associated with the following
types of activities when normal or necessary to an
Institution’s primary mizssion shall be treated as direct
costs:

{a) Malntenance of membership rolls, subscriptions,
publications and related functions.

{b) Providing services and information to members,
leglslative or administrative bodies or the public.

{c) Promotion, lohbying and other farms of public
relations,

{d) Meetings and conferences nxcept those held to
conduct the general administration of the institution.

{e) Fund raksing.

{f) Malntenance, protection and Investment of spe-
clnl funds not used in aperation of Institutions.

{g) Administrstion of group benelits on behalf of
membaers or clients Including lite snd hospital insurance,
annulty or retivement plans, financlal ald, ete.

{h) Other aciivities performed primarily as a service
to a membershiip, clients, or the publie,

3. This definition shall be applied to oll Items of cost
of slymificont amount unless the Institution demonstrates
that the application of any different current practice
achioves substantlally the same results, Dlrect cost itoms
of miner amount may be distributed ns Indirect costs as
pravided In Section D,

D. INDII €CT COETS

1. An Indiroct cost Is one which, breousa of lts
Incurrence for common or Joint objoctives, 1s not readily
subject to trestment as & direct cost. Minor direct cost
ltems may be considered to be Indiroct costs for reasons
ol practicality, Alter direct costs have been determined
and charged directly to the grant/contiact or other work
ns appropelate, indirect costs are those remalning to be
sllocated 1o the soveral closses of work, The overall
objective ol the sllocation process is to distribute the
Indirect costs of the Institution to Its various major

Actlvities or cost objectives In reasonable proportlons
with the benefits provided 1o those activitles or cost
objective, Because of the diverse natures and purposes of
organizaticns falling within the definition ol a non-profit
organization, It is Impractical to specifically identify
those functions which constiute major activities for
purposes of identifying and distributing Indirect costs.
Such identification will be dependent upan an Institu-
tion's purposa-in-being, the services it renders to the
public, its clients and/or members, the amount of effort
devoted to fund ralsing activities, public relations, and
membership activities, etc. (See Section C-2),

2. Indirect costs shall be accumuilated by logical cost
groupings with due consideration of the reasons for
incurring the costs. Each grouping should be determined
50 & o permit distribution of the grouping on the basls
of the benelits accruing to the several cost nbfectives.
Sub-grouping may be required where thaes is no single
equitable distribution base for all *e elements of cost
comprising a group, Actual cacditions must be teken
Into account in selecting 1!z method or base to be used
In distributing the expenses assembled under cach of the
Individual cost proupings established to applicable cost
objectives. "Where a distribution can ba made by assign-
ment of a cost grouping directly to the area benefited,
tha distribution should be made in that manner, Where
the expenses under a cost grouping are more general in
nature, the distribution to the cost objectives should be
made through usa of a selected base which will produce
results which are equitable to both the Gavernment and
the Institution. In general, any cost element or cost-
related foctor associated with the institution's work Is
potentiolly adaptable for uso as a distribution base
provided (1) It can readily be expressed in terms of
dollars or other quantitative measure (total direct
expenditures, direct salaries, man-hours applied, square
feet utilized, hours of usago, mumber of documents
processed, population served, and the llke); and (2) It Is
commen fo the cost objectives during the base poriod.
The essentlal consideration In selection of the distribu-
tion base In each Instance Is that It be the one best sulted
for asslgning the pool of costs to the cost objectives In
accord with the rolative benellts derived; the traceabls
cause and affect relationship; or logic and reason, where
nolther beneflt nor couse and eflect relationship Is
determinable,

3. The number and composition of the groupings
should be governed by peactical considerations and
should bo sueh as not to complicate unduly the
allocation where substantially the same results sre
achleved through less procise methods,

4. A base perlod for distribution of Indirect costs s
the period during which such costs sre Incurred snd
sccumitlated for disteibution to work performed within
that period, The basa petlod normally should colnclde
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with the fiscal year established by the institution, but in
any eveni the base period should be so selected as to
avold Inequities In the diziribution of costs.

E. DETERMiNATION AND APPLICATION OF
IND!RECT COST RATE OR RATES

1. Indirect cost pook

(s} Subject to (b} below, indireet costs sllocable
to an Institution’s direct functions should be treated as a
common pool, and the costs in such common pool
should then be distributed to the Individual projects
beneliting therefrom by use of a single rate.

{b) In some Instances o single rate lor use across
the board on all activities at an Institution may not be
appropriate, since It would not take Into account those
different environmental factors which may affect sub-
stantially the indirect costs applicable to a8 particular
segment of work at the institution, For this purposs, 8
perticular segment of work may be that performed
under s single grant/contract or it may consist of work
under s group of grants/contracts performed in a
common environment. The environmental factors are
not limited to the physical location of the work, Othar
important factors are the level of the administrative
support required, the nature of the facllities or other
resources employed, the scientific disciplines or tech-
nical tklils involved, the organizationnl arrangements
used, or any combination thereol, Where & particular
segment of work |s performed within an environment
which sppears to generate s significantly different level
of Indirect costs, provision should ba made for a separate
indirect cost pool spplicable to such work, The separste
indirect cost pool should be developed during the course
of the regular distribution process, and the separate
Indirect cost rate resulting therefrom should bo utilized
provided it Is determined that (1) such Indirect cost rate
differs significantly from that which would hova been
obtained under (a) above, and (2) the volume of work to
which such rate would spply Is material In relation to
other activity at the Institution,

2 The distribution base. Indirect costs should be
distributed to each applicable project on the basls of
direct salarios and wages, total direct costy or other basis
which results In an equitable distribution. For this
purpose, an [ndirect cost rate should be determined for
each of the sparale Indirect cost pools developed
pursiant to Section E.1, The rate In each case should be
stated as the percentsge which the smount of the
rarticular Indirect cost pool Is of the base solected.

F. APPLICATION OF PRINCIPLES AND
PROCEDURES

1. Costs shall be sllowed to the extent that they are
ressonable (ses B.3) allocable (se2 0,4) and determined
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10 be allowable in view of the other factors set forth in
paragraph B,2. and Section G. These criteria apply to all
of the selected Items of cost which follow not-
withstanding that particular guidance Is provided In
connection with certain specific items for emphesis or
clarity.

2 Costs of all subcontracts under » grant or cost-
reimbursement type contract are subject 1o those Fed-
eral cost rsgulations and policies appropriate to the
subcontract involved, Thus, if the subcontract Is for
supplies or services with 3 non-profit Institution other
than sn educational Institution, hospital, or State and
local Governmental unit this document would epply; If
the subcontract is for supplies or services with a
commercial orgenization, Federal Procurement Reguls-
tion Part 1,152 would apply; If the subcontract Is with
an educationsl institution, Buresu of the Budget Clrcular
A-21 (Federal Procurement Regulation Part 1,15.3)
would spply; If the subcantract is with » hosplital, the
Department of Health, Education, and Welfara's Cost
Principlss for Hospitals would spply; etc,

3. Selected items of cost nre treated In Sectlon G,
However, Section G doms no cover every element of
cost and every situation that right arlse in a partlcular
case. Failure to treat any Item of cost In Section G Is not
intended to Imply thal it Is either sllowable or unallow-
able. With respect to all items, whether or not specif-
Ically covered, determination of allowabllity shell be
based on the principles and standords set lorth in this
document and, where appropriate, the treatment of
similar or related selected ltems.

G. GENERAL STANDARDS FOR SELECTED =
ITEMS OF COST

Sections G-1 through G-48 provide standards to be
spplied in esteblishing the sllowability of certaln items
irvolved in determining costs. These standards should
apply Irrespective of whether & particular ltem of cost Is
proporly treated as diract cost or Indirect cost, Fallure to
meantion a particular item of cost In the standmeds Is ot
Intended to Imply that Is Is sither allowsble or unallow-
able; rather determination ns to sllowability in ench case
should be based on the treatment or standards provided
for dmilar or related iters of cost, In case of a
discrepancy between the provisions of a specific grant/
contract and the applicable stendards’ provided, the
provisions of the grant/cantract shall govern, Under any
glven grant/cantract the reasonableness and afllocabllity
ol certaln items of coits may be difflcult to determine,
This Is particularly true In connection with non-profit
Institutions which are so diverse In nature and not
subject to effective competitive restralnts, 1n order 10
avold possibla subsequent disallowsnce or dispute based
on unreasonahleness or nonallpcabllity, It Is Important
that Institutions entering into grants or contracts with
the Governme i1 seeic agreement In sdvance of the

Incurrence of special or unususl costs In categories where
reasonableness or allocability are difficult to determine.
Such sction may aiso be initiated by the Government.
Examples of costs on which advance agreements may be
particularly important are:

1. Compensation for persanal services;

2. Consultant fees;

3. Deferred maintenance costs;

4, Excess facllity costs;

6."Materlels, services and supplies sold between

organizations or divisions under common con-

trol;

Pre-award costs;

Publication and public Information costs;

. Royalties;

. Tralning and educational costs;

. Travel costs, as related to speclal or mass
personnel movement, and to the class of air-
travel sccommodations allowable;

11. Use charge for fully depreciated cssets;

12. Depreciation or use charge on assets donated to

the institutlon by third parties.

(=N--N--E -}
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1. Advertiting costs

(a) Advertlsing costs mean the costs of advertis-
Ing media and corollary edministrative costs, Advertising
media include magszine, newspapers, radio and tele-
vision programs, direct mail, trade papers, outdoor
advertising, dealer cards and window displays, conven-
tlons, exhlbits, free goods and samples, and the like.

{b) The only sdvertising costs allowable are those
which are solely for (1) the recrultment of personnel
roquired for the performance by the Institution of
obligations arising un-er the grant/contract, when con-
sidered In conjunctiun with all other recrultment costs,
1 set forth In G,36; (2) the procurement of scarce ltems
for the performsnce of the grant/contract or (3) the
disposal of scrap or surplus materlels acquired In the
performance of the project. Costs of this nature, If
Incurred for mora than one Government award or for
both Government work and other work ol the Institu-
tion, wre allowable to the extent that the principles In
Paragraph D-3, B-4, and Sectlon D are olserved.

2. Bad Debts
Bad debts, Including losses (whather actual or
eitimated) arlsing from uncollectible customors’ sc-
counts and other clalms, related costs, and related legal
costs, ara unallownble,
3 Bidding or Propossl Costs

Bldding or proposad costs ara the Immodists costs

and non-Government contracts or projects or spplice-
tions for financial assistance under Federal grant and
contract programs, including development of sclentillc,
engineering and cost data necessary to support the
instiwtion’s bids, proposals or applications. Bidding
costs of the current accounting period are allowable as
part of the indirect cost pool. Costs of past accounting
periods are unallowable. Bidding costs do not Include
any of those costs described in Section G-16 and G-30.

4. Bonding Costs

(a) Bonding costs arise when the Government
requires assurance against financial loss to lself or
others by reason of the sct or default of the grantee/
contractor, They arlse also In Instances whers the
grantee/contractor requiras similar assurance, Included
#re such bonds as bid, performance, payment, advance
payment, Infringament, and fidelity bonds.

{b) Costs of bonding required pursuant to the
terms of the grant/contract aro allowable,

(c) Costs of bonding required by the grantee/
contractor In the general conduct of its operations sre
allowsble to the extent that such bonding Is in accord-
snce with “ound business practice and the rates and
premiums are reasonable under the circumstances.

6. Chvil Defensa Costs

(s) Civil defense costs are those Incurred In
planning for, and the protection of life and propert
against, the possible effects of y attack. R bl
costs of clvil defense measures (Including costs In excess
of normal plant protection costs, first-ald treining and
supplies, fire fighting tralning and equip 1, posting of
additional exit notices and directions, and other =p-
proved civil defense measures) undertaken on the Institu-
tlon's premlses pursuant to suggestions or requirements
of civil defense authorities are allowable when allocsted
to all work of the Institution,

(bl Costs of caplial assets under (a) above are
allowable through depreciation or use charges In sccord-
ance with G-10.

(e} Contributlons to local civil defense funds and
projocts aro unsllowa! le.

8. Compensation for Parsonal Services

{n) Dafinitfan, Compensatlon for personal rerv-
Iees Includes all remuneration paid currently or accrued
In whatover form and whether pald immediately or
teferred lor servicos rendered by employees of the
Institution during the perlod of grant/contract per:

of preparing bids or proposals on potentlal G
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for It Includes, but Is not limited to, salary,




wapes, directo;s' and executive committee members’
fees, bonuses, Incentive awerds, employee Insurance,
fringz benefits, and contributlons to pension, snnuity,
und mansgement employes incentive compensation

plas.

(L) Aflowability. Except as otherwise specifically
pravided 1 this subsection, the costs of compensation
for personal ceivices are to be trested as allowable to the
extent that:

{1) Compensation is pald In accordance with
policy, programs, and procedures that effectively relate
individual compensation to the individual's contributlon
to the performance of grant or contract work, result in
internally consistent treatment of employees in like
sltuatlons, and effectively relate compensation pald
within the organization to that paid for simlilar services
outside the organization;

(2) Total compensation of Individual em-
ployees Is reasonable for the services rendered; and

{3) Costs are not In excess of thoss cosis
which ere allowable by the Internal Revenue Code and
regulations thereunder.

{¢) Reasonableness

(1) When the Institution Is predominantly
engaged In activities other than those sponsored by the
Federal Government, compensation for employces on
Federally-sponsored work will be considered reasonable
to the extent that it Is consistent with that paid for
similar work in the Institution's other activities;

(™) When the Institution Is predominantly
engaged In Federally-sponsored activities, and In cases
where the kind of employees required for the Federally-
sponsored sctivities are not found In the Institutlon’s
other activitios, compensation for employees on
Federally-sponsored work will be considered reasonnble
to the extent that it is comparable 10 that pald for
similar work In the labor markets In which the institu-
tion competes for the kind of employees Involved,

(d) Review and Approval of Compensation of
Indivickial Employees In determining the reasonableness
of compensation, the compensation of each Individunl
employees normally need not be subject to review and
spproval. Reviews end approvals of individuals need be
made only In thosa cases In which a general review
reveals smounts or types of compensation which appear
unreasonable or otherwisa out of line.

(n) Special Considerations In Determining Al-
lowabllity. Certain conditlons require speclal considern:
tlon and possible limitation os to allowabillty for grant
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and contract cost purposes where amounts 3ppear
excessive. Among such conditions are the following:

{1) Campensation to share helders, members,
trustees, directors, associates, officers or members of the
Immediate families thereof, or -to persons who are
contractually commitied to acquire a substantial finan-
clal interest in the enterprise. Determination should be
mede that such compensation is reasonable for the
actual personal services rendered rather than a distribu-
tion of earnings in excess of costs.

(2) Any change in an Institution’s compensa-
tion policy resulting In a substantial increase in the
institution’s level of compensation, particularly when it
was concurrent with an increase in the ratio of Govern-
ment awerds to other business, or any change in the
treatment of allowability of specific types of compensa-
tion dus to changes in Government policy.

{3) The institution's activities are such that
its compensation levels sre nol subject to the restraints
normelly occurring In the conduct of competitive
businass.

(1) Notwithstanding any other provisions of this
subsection, costs of compensation are nat allowsble to
the extent that they result from provisions of labor-
managsmunt agreements that, ss applled to work In the
performance of Government grants or contracts are
determined to ba unreasonable either because they are
unwarrantod by the character and circumstances of the
work or becauss they sre discriminatory against the
Government. The application of the provisions of a
Isbor-mansgement agreement designed 1o apply to a
given sat of circumstances and conditions of employ-
mant (for exnmple, work Imvolving extremely hazardous
activities or work not requiring recurrent use of over-
time) Is unwarranted when opplisd to a Government
orant or contract Involving significantly different clrcum-
stances and conditions of employment, (for example,
work Involving less hazardous actlvities or work con-
tinually requiring use of overtime). It Is discriminatory
against the Government [f It results in Individusl
parsonnel tion (In whatever form or name) In
axcoss of that belng pald for similar non-Government
work under coinparable circumstances. Disallowance of
costs will not be made under this subparagraph unless:

{1} The institution has bean permitted an
opportunity to Justily the costs; and

(2) Due considoration has buwen glven to
whether thera are unusual conditions pertaining to the
Govarnmant work which imposo burdans, hardships, or
hazards on the Institution’s employees, for whic* com-
pensation that might otherwlse nppear unronsonable Is
tequired to attract and hold necassary personnal.

(g} (1) In sddition to the general requirements
set forth in (a) through (1) of this subsection, certain
forms of compensation are subject to further require-
ments as specified in (2) through (9) below.

(2) Salaries and wapes

Salaries and wages for current services
Include gross compensation paid to employees In the
form of cash, products, or services, and are allowable,
However, see G.25 as it relates to compensation for
overtime.

(3) Incentive Compensation

Incentive compensation to employees
based on cost reduction, or efficient performance,
suggestion awards, safety swards, etc, are sllowabls to
the extent that the overall compensation Is determined
to be ressonable end such costs are paid or accrued
pursusnt to an agreement entered Into In good faith
between the Institution and the employees before the
sarvices wera rendered, or pursuant to an established
plan followed by the Institution so consistently as to
Imply, In effect, an agreement to make such payment,
Awards, and incentive compensation when deferred are
sllowable to the extent provided In (4) below.

(4) Delerred Compensation

(a) As used hereln, deferred compensa-
tion includes all remuneration, In whatever form, for
which the employes Is not pald untll after the lapse of a
stated perlod of years or the occurrence of other events
a3 provided In the plons; except that it does not Include
normal end of accounting period accruals for regular
salarles end wapes. It Includes (I) contributions to
pension and annulty plans, (i) contributions to disabll-
ty, withdrawal, Insurance, survivorship, and similar
benelit plans, and (ill) other deferred compensation,

(b} Daferred compensation Is allowable
to the oxtent that (I} except for past service pension and
retirement costs, It Is for services rendared durlng the
gant/contract perlod; (11} It Is, togather with oll other
compemation pald to the employee, reasonable In
amount; (Ill) it Is pald pursuant to an agreemment entered
Into In good faith between the Institutlon and its
employees before the services are rendered, or purauant
to an established plan followed by the institution so
consistently as to limply, in effect, an agreament to make
such payments; (iv) the benelits of the plan are vested In
thu employeas or thelr designated heneliciaries and no
part of the deferred compensation reverts to the
employer Institution; (vl In the case of pmt service
pension costs, It Is amortized over o period of ten years
or more; and {vi) for n plan which Is subject to approval
by the Intoral Nevenue Service, It falls within the
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criteria and standards of the Intemal Revenue Code and
the regulations of the Internal Revenue Service,

{c) In determining the cost of deferred
compensation allowable under the grant or contract,
appropriote adjustments shall be made for credits or
gins, Including those arising out of both normal and
abnormsl employee turmover, or any other contingencies
that can result In a forfeiture by employees of such
deferred compensation, Adjustments shall be mada only
for forfeitures which directly or indirectly Inure to the
benefit of the institution; forfeitures which inure to the
benefits of other employees covered by a deferred
compensation plan with no reduction in the institution's
costs will not normally give rise to an adjustment In
grant/contract costs, Adjustments for normal employee
turnover shall be based on the institution's experience
and on foreseesble prospects, and shall be rellected in
the amount of cost currently allowable. Such adjust-
ments will be unnecessary 1o the extent that the
institution can demonstrate that its contributions take
Into account normal forfeltures, Adjustments for possi-
ble future abnormal forfeitures shall be effected accord-
ing to the following rules:

(i) Abnormal forfeltures that are
foreseeable and which can be currontly evaluated with
reasonable sccuracy, by actuarial or other sound com-
putation shall be reflected by an adjustment of currant
costs otherwise sllowable; and

{liy  Abnormal forfeltures, not within
(i) ahove, may be made the subject of agreement
between the Government and the Institution either as to
an equitable sdjustment or a method of determining
such adjustment,

(d) In  determining whether delerred
compensation Is for services rendared during the agree-
ment perlod or Is for future services, consideration shall
ba given to conditions imposed upon eveniusl payment,
such as requirements of continued employment, consul-
tatlon after ratirement, and covensnis not to compete,

{5) Fringe Benefits

Fringe benefits are allowances and sery-
lees provided by the Instltution to its employees =
compensation In additlon to regular wages and salaries,
Costs of fringe benoflts, such as pay for vacatiom,
holldays, sick leave, milltary leave, omployee Insurance,
and supplemental unemployment benefit plans are al-
lowalde to tha extent required by law, employatem-
ployee agreement, o an ostablished policy of the
Institution,




{6) Severance pay. See G.40,

{7) Training and education expenses. See

(8) Location allowamices,

5C

{a) "Location ’
called “supplemental pay"” or “Incentive pay'’, are
compensation in sddition 1o normsl wages or salaries
and are paid by institutions to especially compensate or
Induce employees to undertake or continue work at
locatioms which may be lsolsted or In an unfovorable
environment, Location sllowances Include extra wage or
salery payments in the form of station sllowances,
extended per diom, or milesge payments for daily
commuting; they also include such benefits as Institu-

tion-furnished housing. Payment of location allowsnces’

shall be allowed ms costs under grants snd cost-reim-
bursement type contracts, or recognized In pricing
fixed-price type contracts, only with prior spproval In
writl . » from the swarding sgency and only wheare and so
long as the isolation or unfavorable environment of the
slte makes such payments necessary to the sccomplish-
ment of the work without unscceptable delays, Whether
the site Is so Isolated, or Its environment Is so unfsvor-
able, m 1o require location allowances is to be deter-
mined in the light of (a) its location and climate; (b) the
evallability end adequacy of housing within ressonable
commuting distance; and (c) the availabllity and ade-
quacy of education, recreational, medical, and hospits!
Iacilities, Tha extent to which compensation includes
locetion sllowences Is to be determined by comparing It
with (a) the Institution’s normal compensation policy,
Including pay scales at Its principal operating locations;
{b) pay scales of other organizstiors snd concerns
operating at or nesr the site; and (c) compensation paid
by other concerns within the same field for similar
services elsewhere,

(b) Locations for which locatlon allow-
ances e pald shall be reviewed at least once a year to
detormine her such all #s should continue to
be sllowed.

(D) Support of Selarles and Wages

(a) Direct chnrges for professlonals must
be supported I:y PULLTH

(1} an adequate appolmtment and
workload distribution system, sccompanied by monthly
reviews performed by responalble ofticlals and a report-
ing of any significont change In workload distribution of
eoch professional (i,n,, an tlon raparting systam) or

(1) » monthly aftar-the-fact certilica-
tion systam which will require persons In supervisory

positions having firsthand knowledge of the services
performed to report the distribution of effort {le., &
positive reporting system). Such reports must account
for the total sslaried effort of the persons covered.
Conseruently, a system which provides for the reporting
only of elfort applicable to federally-sponsored activities
Is not acceptable.

(b) Direct charges for salaries and wages
of non-professionals will be supported by time and
sttendance and payroll distribution records.

(c) Allowsble indirect persons! services
costs will be supported by the imstitution's sccounting
system meintained In eccordance with generaliy ac-
cepted Institutional practices. Where a comprehensive
accounting system Joes not exist, the institution should
make periodic surveys no less frequently than snnually
to wpport the Indirect personal services costs for
Inclusion in the overhesd pool. Such supporting docu-
mentation must be retalned for subsequent review by
Government represantatives

7. Copital Expenditures. The costs of equipment
bulldings, and repalrs which materlally Incrense the value
or usaful life of bulldings or equipment, are unallowable
except a3 provided for In the grant/contract,

8. Contingencles

{a] A contingency Is a possible future event or
condltion arlsing from presently known or unknown
causes, the outcome of which Is Indetarminable st the
prasent time,

(b} In historical costing, contingencles sre not
normally present since such costing deals with costs
which have been Incurred and recorded on the Imtitu-
tion's books Accordingly, contingencies sre ganerally
unaljowable for histarical costing purposes. Howaver, In
some cases, as for axampde, terminations, a contingancy
lactor may be recognized which Is applicable to a past
perlod to give recognition to minor umettled factors In
the Interest of ex paditious settlement.

(e} In connection with estimates of future costs,
tontingancles fall Into two categories:

(1) Thows which may arlse from presently
known and existing conditlons, the effects of which are
lornsenable within reasonable limits of sccurscy; e.0.,
penslon funds, sick loava and vacation sccruals, ate, In
weh sltuations whare they axist, contingancles of this
category ara to be Inclutded In the estimates of future
tost 50 a3 to provide the best estimate of performance
rosts; and

12) Those which may arlsue from prosently
known or unknown conditions, the effect of which

cannot be measured so precisely as to provide equitable
results to the institution and to the Government; e.g.,
results of pending litigation, and other general business
risks. Contingencies of this category are to be excluded
from cost estimates under the several items ol cost, but
should be disclosed separately, including the basis upon
which the contingency is computed in order to facilitate
the negotiation of appropriate contractual coverage (see,
for example, G-17, G-21, and G-40).

9. Contrit and Donati

(a) Contributions and donations by the grantee/
contractor are unallowsble,

(b) The value of donated services or goods
provided by Individual volunteers or members of volun-
teer organizations is not an allowable cost; however, the
falr market value of donoted services or goods utilized in
the performance ol a direct cost activity as defined In
C.1 and C.2 shall be comsidered in the determination of
the Indirect cost ratels) and, accordingly, shall be
allocated a praportionate share of Indirect cont,

10. Depreciation and Use Allowances

{a) Institutions may be compensated for the use
of bulldings, capital improvements and usable equipment
on hand through deprecistion or use sllowances. De-
preclation Is a charge to current operations which
distributes the cost of a tanglble capital mssset, less
estimated residual value, over the estimated uselul life of
the asset in a systamatic and logical manner. It does not
Imvolve » process of valustion, Useful life has raforence
to the prospective period of economic usefulness in the
particular Institution’s operations s distingulshed from
physical life. Use allowsnces are the mesns of sllowing
compensation when depreciation or other equivalent
costa are not consldered.

{b) Depreciation or & use allowance on sssels
donatod by third partles Is allowable. However, any
limitations on the smount of depreciation which would
have spplied to the donar as o 1esult of restrictions
contalned In this Sectlon shall also apply to tha raciplent
organization.

{e) Due consideration will be glven to
Government-furnished facllitios wtllized by the Instity.
tlon whan computing use allowances and/or dopraciation
It the Government-furplshed facllities nre matarial In
amount, Computation of the .use nallowance and/or
dopreciation will exclude both the cost or any portlon of
the cost of grounds, bulldings and equipment borna by
or donnted Ly the Federal Gavornmant, lrrespective of
whara title was orlginally vested or whore It peasantly
rosides, and secondly, the cost of grounds, Capltal
exponditures for lond  Improvaments  (paved mrens,
fences, streots, sldewalks, utllity condults, and similae
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improvements not already included in the cost of
bulldings) are allowable provided the systematic amortl-
zation of such capital expenditures has been provided In
the Institution’s books of account, based on reasonable
determinations of the probable wseful lives of the
individual {tems involved, and the share allocated to the
grant or contract is developed from the amount thus
amortized for the base period involved,

(d) Normal depreciation on an institution's
plant, equipment, and other capital facilities, except as
excluded by (d) below, is an allowable element of cost
provided that the amount thereof is computed:

{1) Upon & property cost basis which could
have been used hy the Institution for Federal Income
Tox purpases, had such institution been subject to the
payment of income tax; and

{2) By the consistent application to the
mssols concerned of any generally accepted accounting
meathod, and subject to the limitations of the Internal
Revenue Code of 1954 as amended, Including—

{a) The straight line method;

{b) The declining balance method, using
n rate nol exceeding twica the rate which would hava
been used had the annual allowanca been computed
under the method described In (&) above;

{c) The sum-of-the-years-digits method;
and

{d} Any other consistent methed pro-
ductive of an annual sllowance which, when added to all
allowances lor the period commencing with the use of
tha proporty and Including the current year, dies not
during the lirst two-thirds of the useful life of the
property oxceed the total of such allowancrs which
would have been used had such allowances been com-
puted under the mathod describod in (b) above,

(e) Where the deprociation method Is
followsd, adequate property records must ba maln.
tnined. The perlod of usalul sarvica (vervice life) estaby
lished In osch case for usablo capltal mssnts must bo
dotermined on a renlistic basls which takes Into con
sideration such factors as type of construction, nature of
the equipment usad, technolagleal devel ts In the
particular aroa, nnt the renavial nnd replacament pollcles
followsd lor the Individusl ltams or classes of assets
Involved, Where the depraciation method Is Introduced
for applieation to assels acquired In prior years, the
annunl charges theraliom must not axceed the amounts
that would have rosulted had the depreciation method
boen In effect from the date of acquisition ol such
nssats,




(1) Depreciation on Idle or excess facill-
ties shall not be allowed except on such facilities as are
reasonably necessary for standby purposes. (See G.13).

{g) Where an instilution elects lo go on
a depreciation basis for a particular class of assets, no
depreciation, rental or use charge may be allowed on any
such sssets that would be viewed es fully deprecisted;
provided, however, that reasonable use charges may be
negotiated for any such assets |f warranted aftur taking
Into consideration the cost of the facility or Item
Involved, the estimated useful life remaining at time of
negotlation, the actual replacument policy followed In
the light of service lives used for calculating deprecie-
tion, the elfect of any Increased malntenance charges or
dacreased officlency due to age, and any other factors
pertinent to the utilization of the facllity or itern for the

purposs contemplated,

(h) Where the usa sllowance method In
followed, the use allowance for bulldings and improve:
ments will be computed at an annual rata not exceeding
two percant of acquisition cost. The use atlowance for
equipment will be,computed st an annual rate nol
exceeding slx and two-thirds percent of acquisition cost
ol usable equipment In thosa cases where the Institution
mainteins current records with respect to such equip-
ment on hand, Whera the Institution’s recards reflect
only the cost (sctusl or estimated) of the otiginal
complomem ol equipment, the use allowance will be
computed at on annual ratenot exceeding ten parcent of
such cost, Origlnal complement lar this purpose means
the complement of equipment Initlally placed In build-
Ings to patform the functions currently being purformed
In such buildings; however, where a permanent change In
tha function of a building takes place, a redetermination
of the originol complement of equipment may be mads
t that tine to establish a pew orijinal complament. In
thosa cases where no aquipment incords are maintalned,
tha Institution will Justify a rensonable astimate of the
acquisitlon cost of usabla equipment which may be used
to computa tha use sllowance at an annual rate not
exconding six and two-thirds percant of such estimate.

(i) Cepreclation andfor use charges
should usually be allocated to all sctivities as an indirect
cosl,

11, Employes Morala, Hoalth, Welfare Costs
and Credits

{(n) Employae morale, health and wellna sctivi-
tlot ore those services or banefits provided by the
Instlutlon to Its employees to Improve working condl-
tlons, smployer-employes rolatlons, employes morale
ard employee parformance. Such activitles Include
house publications, fiealth or first-ald clinies, racreation,
aniployoe counseling sorvicos and, for the purpote of this

pwagraph, food snd dormitory services. Food and
dormitory services Include operating or furnishing faciil-
ties for cafeterias, dinlng rooms, canteens, lunch wagons,
vending machines, living accommodstions or similar
types of services for the institution’s employees at or
near its Tacilities.

{b) Except as limited by (c] below, the ag-
gregate of costs incurred on sccount of all activities
mentioned in (a) above, less income generated by all
such activitles Is allowable 1o the extent that the net
amount s reasonable,

{c) Losses from the operation of food and
dormitory services may be included as cost incurred
under [b) above, only If the Institution’s objective Is to
operate such services on a brosk-even basls. Losses
wstalned because food services or lodging accommoda-
tlons ere furnished without charge or at prices or rates
whith obwiously would not be conductive to sccony
plishment of the sbove objective, are not allowable,
except that a loss may be allowed to the extent the
Institution can demonstrate that unusual clrcumsiances
exist [e.g., (1) where the Institution must provide food or
dormitory servicos at remole locstions where adequate
commerclal facilities are not ressonably avallabla or
(il) where It Is pecessary to operate a facility at a lower
volume than tha facliity could economically support)
such that, even with efflcisnt management, operation of
tha services an a broak-even basls would require charging
Inordinstely high pelces or prices or rates higher than
thosa charget) by commercial establishments offering the
saima services In the same geographical arces,

{d) In those situations where the Instiwution has
an arrangament suthorlzing an employee mssociation lo
provide or operate a service such as vending machines In
the Institution’s plant, and retaln the profits derlved
therefrom, such profits shall be treated In the same
manner as Il the Instiutlon wora providing the service
(but soa (o)),

(e} Contributions by tha Institution to an em-
ployes organization, Including funds set over from
vending machine rocolpty or simlilar sources, may he
Includad a5 cost Incutted under (b} above only to the
axtent that the Institution demonstiates that an equiva-
lont amount of tha costi Incurred by tha employeo
organlzation would ba allowable 1 Incurred by the
Institutlon dirocily.

12. Entartainment Costs

Costs of amusamant, diversion, soclal activitles,
coramonials, and Incidantal costs ralating therato, such
a1 moals, lodging, rentals, transportation, and gratulties,
ar unallowable (but see G-11 and G-43),

13, Excem FacHity Costs

{a) As used In this paragraph, the words and
phrases defined in this subparagraph (a) shall have the
meanings set forth below.

(1) Facilities means plant or any portion
thereof (inclusive of land integral to the operation);
equipment Individually or collectively; or any other
tanglble capital asset, wherever localed, and whather
owned or leased by the Institetion,

(2) Idle Facllities means completely unused
facilities that are excess to the Institution’s current
needs.

(3) Idle Capacity mesns the unused cs-
pacity of partlally used facllitios. It is the difference
between that which a facllity could achieve under 100
percent operating time on a one shift basis® less
operating Interruptions resulting from time lost for
rapalrs, satups, unsatisfactor; materlals, and other nor-
mal delays, and the extent to which the facility was
mtually used to meet demands during the accounting
period.

{4) Costs of Idle Facilities or Idle Capacity
sre costs such as maintenance, repalr, housing. rent, and
other reloted costs, e.g., proparty taxes, Insurance, and
deprecistion,

{b) The cost of Idle facilities ara unallowable
excopt 10 the extent that:

(il they are necessary to meet fluclustions
In workload; or

{li} although not necessary to meel fluctua-
tlons In workload, they were necossary when acguired
and sro now Idla beocouss of changes In program
raquiramants, grantea/contractor alforts o produce
more economleally, reorganization, terminatlon, or
other causes which could nol have been roasonsbly
foreseon,

Under tha exception stated In (1) of this
subpatagraph (b), costs of idle facllitias are sllowsble for
a tansonable perlod of time, ordinarlly not 1o exceed one
year, depending upon tha Inltintlve taken to use, loase,
or disposn of such facllitles (but soe G.42(b) and {e}).

{e) The costs of ldin enpacity are normal costs
of dolng business and me a factor In the normal

* A multipla shilt basiy may be used If It can ba shown that this
amauint of usage could narmally be axpecisd lor the type of la-
cllity Ivarlvmd,

fluctuations of usage or overhead rates from period to
period. Such costs are allowable, provided the capacity s
reasonably anticlpated to be necessary or was originally
reasonable end Is not subject to reduction or elimination
by subletting, renting. or sale, in accordance with sound
business, economics, or security practices. Widesptead
idle capacity throughout an entire planl or among a
group of assets having substantially the same function
may be |dle facilitles.

14, Fines and Penulties
Costs of fines and penalties resulting from
violation of, or fallure of the institution to comply with,
Federal, State, and locel laws and regulations are
unallowable except when incurred as a result of compll-
ance with specific provisions of the grant or contrect
instructions In writing from the awarding agency.
16, Fringe Benefits
See G-6-(g)-(5).

18. Independent N h and Developme

{3} An Institution's Independent research and
development (IR&D) Is that research and development
which Is not sponsored by the Government of a
non-Government organizstion or agency under » grant/
contract or other arrangement,

{b) Baslc rtesearch, for the purpose of this
document, is that type of research which ks directed
towaird Increase of knowledge within a particulsr disel
pline, In such research, the primary slm of the Investigs-
tor Is a fuller knowledge or understanding of the subject
under study, mther than sny practical spplicstion
thereof, Applied roscarch, for the purpose of this
document conslsts of that type of elfort which (1)
normally derived lrom the rosults of basic research, but
may not be severable from the related basic resenrch,
(2) attempts to datermine and oxpand the potantialities
ol new sclontific discoverles or Improvements In tech:
nology, matarlels, processes, mathods, devices, and
technlques, and (3) attemplts to “advance the stete of
the art."” Applled research, does not Include any such
elforts when thelr principal alm Is tha design, develop-
ment, or test of specific artlcles or services to bie oflered
for wle, which are within the delinition of the term
davelopmant ns deflned In (c) below, Census rosearch,
for the purpose ol this document, s that type of ac 'vity
o 1 10 the compliation ond Interpretation of statls
tleal and other analyticnl Information acquired through
survay (e.g Interview, circularization of questionnairesl,
olsarvations or lrom books, tieatlses, artlcles or other
sources relative to speclilically deflned activitles, occur:
rences or conditlons for the purpose of sccomplishing
soman sclentiic ond,




{c) “Development” Is the systematic use of
scientific knowledge which is directed toward the
production of, or improvements In, useful products to
meet specilic performance requirements, but exclusive
of manufacturing and production engineering.

{d) Independent research and development will
be treated In a manner consistent with the treatment of
spomored research and development. Accordingly, an
institution’s | A & D shall be allocated its proportionate
share of Indirect costs on the ssme basis that Indirect
costs are allocated to spomored research and develop-
ment

{e)} The cost of an institution's | R & DO,
Including its proportionate share of indirect costs, Is
unallowable.

17. Insurance snd Indemnification

{a) Insurance includes Insurance which the in-
stitution Is required to carry, or which Is approved,
under the terms of the grant or contract snd any other
Insurance which the institution maintalns In connectlon
with the general conduct of Its business.

{1} Costs of Insurance required or approved,
and maintained, pursuant to the grant or contract are
sllowable,

(2) Costs of other Insurance maintained by
the Institution In connection with the generel conduct of
its business are allowable subject to the following
limitations:

(a) Types and extent ol coveraga shall
be in accordance with sound business practice and the
rates and promiums shall be reasonable under the
circumstances;

(b) Costs allowed for businoss Interrup-
tion or other simllsr Insurance shall ba limited to
exclude coverage of prolit;

e} Costs of Inwronce or of any provi-
vlon for o raserve covering tho 1k of loss of or dmmage
to Governmant property arn allowable only to the
extent that tha Institution is labla for such loss or
damaga and such Insurance or reserve toes not cover loys
or damage which results from willful misconduct or lnck
ol good falth on the part of any ol the Insthution's
trusteey, direclors or ofllcers, or other equivalent ropre-
santatives, who hos supaivision or direction of (i) all or
substantially all of the Institution’s business, or (11} all or
substantislly all of the Instlwstion's operations at any
one soparala locatlon In which the grant or contract is
belng petformed, or who are specilically Idantilied as the
projact director In the project or otherwise primarlly
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responsible for the direction and/or execution of the
project supported by the grant or contract.

(d) Provisions for & reserve under an
spproved self-insurance program eare allowable to the
extenl that types of coverage, extent of coverage, and
the rates and premiums would heave been allowed had
insurance been purchased to cover the risks; and

{¢] Costs of Insurance on the lives of
trustees, cHicers, or other employees holding positions
of similar responsiblliities sre allowable only to the
extent that the insurance represents additional com-
pensation. (Ses G-6).

(3] Actual losses which could have been
covered by permissible Insurance (through an approved
salf-Insurance program or otherwise) sre unallowable
unless expressly provided for In the grant or contract,
except:

{a] Costs Incurrad because of losses not
covered under nominal deductible Insurance coverage
provided in keeping with sound business practice, sre
allowable; and

{b) Minor losses not covered by In-
surance, such as spollage, braakage, nnd disappearance of
supplies, which occur In the ordinary course of dolng
business, sre allowable,

(b} Indemnification includes securing the In-
stitution against lisbllitles to third persons and any other
loss or damage, nol P ted by Insurance or
olherwlise, The Government Is obligated to idemnify the
Institution only to the extent expressly provided In (a)
(3 mbove,

18, Interest and Other Financlal Costs

{a) Costs incurred for Interest on borrowed
coplial or temporary usa of endc t funds, |
represanled, are unallowable,

{b) Costs of organlzed lund ralsing, Inclutling
linancinl campalgns, endowment drives, solicitation of
nifts and bequests, and similar expenses Incurred solely
to ralsu capital or ohtaln contributinns, are unallowable,

{c) Costs of Investment counsel and stnll and
similar expenses Incurred solaly to enhance Incoma from
Ivestmants are unnllownable,

{d] Whera substantinal affort or tima Is dovotod
to fund ralsing and Investmant activitios s doscribed In
(b} nnd (¢) In relation to other functlons ol an
Institution, such activitios sholl be considered as a major
sctivity of the Institution and shall be allocated Its share

of indirect costs in accordance with Section D, (See also
c-2).

19, Labor Relations Costs

Costs incurred in malintaining satisfactory re-
latlons between the Institution and its employees,
including costs of labor management committees, em-
ployee publications, and other related activities, are
allowable,

20, Loses on Other Granis or Contracty

Any excess of costs over Income on any grant or
contract Is unallowable as a cost of any other grant or
contract,

21. Maintenance and Repair Costs

{a) Costs necessary for the upkeep of property
{including Government proparty unless otherwisa pro-
vided for), which nelther add to the permanent value of
the property nor opprecisbly prolong its Intended life,
but keep It In an efficient operating conditlon, are to be
trested ns follows (but soe G-10):

{1} Normsl malmensnce and repair costs
nre allowsble:

' {2) Extrsordinary maintenance and repair
costs are allowable, provided such sre allocated to the
petlods 1o which applicable for purposes of determining
grant or contract costs.

(b) Expenditures for plant and equipment, In-
cluding rehabilitation thereol, which, according to gen-
erally sccepted sccounting principles as spplied undar
the institution’s established pollcy, should be capitalized
and subjected to depreclation, nre allowable only on a
depreciation basls,

22. Materiels Corts

(a) The cost ol consumable supplles, serum,
thugs, fabrlcated parts and other materiels necessary o
corry out the objectives ol a grant or contract, whether
purchased outside or manulactured by the Institution
ara nllowsbls subject to tha provisions (b) through (o)
below, The cost may Include such collateral ltems ns
Inboumd transportation and Intransit Insuranco,

In computing thesa costs consideration will
ba plven 10 ronsonable overruns, spollage, or defoctive
work |l consistant with the nature of the projoct belng
performed and the recognlzed practice of the Industry,

{b) Costs of materiel shall bo suitably sdjusted
for applicabla portions of Income and olher credits,
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including svailsble trade and cash discounts, refunds,
rebates, sllowances, and credits for scrap and salvage and
materiel returned to vendors. Such Income and other
credits shall either be credited directly 1o the cost of the
materlel involved or be allocated (as credits) to indirect
costs. However, where the institution can demonstrate
that failure to take cash discounts was due to ressonsble
circumstances, such lost discounts need rot be so
credited,

e} Reasonable adjustments arising from dif-
ferences between periodic physical Inventories and book
Inventorles may be included in arriving at costs, provided
auch adjustments relata to the period of performance of
the grant or contract.

{dl When the materlels are purchased specif-
feally for and Identifiable solely with performance under
a grant or contract, the actusl purchess cost thereofl
should be charged 10 that grant or contract, If materlel is
Issued from stores, any generally recognized method of
pricing such materlel Is acceptable If that method Is
cansistently applied and the results are equitable. When
estimates of materlel costs to be incurred in the future
are required, either current market price or sntlclpated
scquisition cost may he used, but the basis of pricing
must be disclosed.

(e} Allowance for all materlels, supplies ard
servicos which are sold or transferred between any
division, subsidlary or affiliote of the institution under a
common coi.trol shall be on the basls of cost Incurred In
accordance «vith these principles, except that when it s
the established practice of the transferring organization
to price Interorganization transfers of materiels, supplles
and services st other than cost for non-Government
work of the Institution or any division, subsidisry or
affilinte of the Institution under a common control,
allowance may bo at a price when:

(1) It Is or Is based on an "established
catolog or market price of commerclal Items sold In
substantial quentitios to the genoral public”; or

(20 1t Is the result of "adequate price
compatitlon” and Is the price at which an award was
mada to the affilisted organl after obtalnl
aquotations on an equal basls from such organization and
one or more outsido sources which normally produce the
Item or Its equivalent In significant quantity;

provided that In elther casa:

(1) The price Is not In excess of the
transforor’s current sales price to his most lavored
customer (Including any division, subsldlary or alflliate
of tha Insthtution under a common control) for » like
quantity under comparsbilo conditions, and




{2) The price is not determined to be
unreasonable by the awarding sgency;

The price determined in eccordance
with (1) above should be adjusted, when sppropriste, to
reflect the quantities being procured and may be
adjusted upward or downwsrd 1o reflect the actual cost
of any modifications necessary becsuse of grant or
contract requireinents,

23, Organizstion Costs

Expenditures, such as Incorporation fees, attor-
ney's fees, accountant's fees, brokers' fees, fees to
promoters and organlzers, in connection with (a) organi-
zation or reorganization of a business, or (b) raising
capltal, sre unsliowable unless specified otherwise In the
grant or contract,

24, Other Buslness Expenses

Included in this item are such recurring expenses
8s preparstion and publication of reports 1o members
end | , preparation end submissior of required
reports and forms 1o taxing and other regulslory bodies;
and Incidental costs of directors and committes meet-
ings. The sbove and similar costs are allowable when
alloented un an equitable basis,

25. Overtime, Extrs-Pay Shift and Multl-Shift
Premiums

Premiums for overtime, extra-pay shifts, and
multhshift work are allownble only to the extent
approved by the awarding agancy except:

{a) When necessary to cope with emerguncies,
such s those resulting from sccidents, natural disasters,
Ixeaskdowns of production equipment, or occasional
production botilenecks of a sporadic nature;

{b) When by indirect Isbor employees such as
those performing duties In connection with administra-
tlon, protection, trangporiation, maintenance, stantlby
plant protection, oparation of utllities, or accounting;

{e) In the performance of tests, laboratory
procedures, or other similar operations which are con-
tinuous In nature and cannot rassonably be Interrupted

or otherwlse completml; or

{d) When lower overall cost to the Guvernment
will result,

Overtimie premiums amd shilt premiums moy be
considered proper for approval when determined in
wrlting by the awarding agency that approval;
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{a) Is necessary to meet delivery or performance
schedules, end such schedules are determined to be
extended to the maximum consistent with esseni’'al
program objectives;

(b) Is necessary to make up for delays which are
beyond the control and without the fault or negligence
of the institution;

{c) Is necessary to eliminate foreseeable bottle-
necks of an extended nature which cannot be eliminated
In any other way,

Approvals should ordinarily be prospective, but
may be retroactive where justified by the circumstances.
Such spprovals may be for an individua! grant-or
contract project, or program, or for a division, depart-
ment, or branch, as most practicable.

Overtime for which overtime premiums would
be at Government expense should not be epproved
under an sward where the institution Is elready ob-
ligated, without the right to additional compensation, to
meet the required delivery date.

Whers overtime premiums or shift premiums are
being pald at Government expense In connection with
the performance ol a Government grant or contract; the
continued need therefor should be subject to periodic
review by the awarding agency.

26. Patent and Copyright Costs

Costs of preparing disclosures, reports, and other
documents required by the grant/contract ond of search-
Ing the art to the exient necessary ‘to moke smuch
disclosures, are allowable. In sccordance with the condi-
tions of the grant or contract relating to patents or
copyrights, costs of preparing documents and any other
costs, In connection with the llling of a patent applica-
tion or copyright where title Is conveyed to the
Government, are allowable, Howaver, similar costs In-
curredd In connection with patents or copyrights where
title Is not conveyed 1o the Government are unallowable.
(See G-39)

27. Porslon Plams
(See G-B{g)-(4))
28. Plant Protection Costs
Costs ol items such as (a) wages, unlforms, and
equipment of personnel engaged in plant protection,
(b) depreciation on plant pratection caplital assets, and

(e} necossary expenses 1o comply with securlty require-
maonts aro allowable,

29, Plant Reconversion Costs

Plant reconversion costs are those incurred In
the restoration or rehabilitation of the institutions’
facilities to approximately the same condition existing
Immediately prior 10 the commencement of the grant or
contract work, fair wear and tear excepted. Reconver-
sion cosls are unallowable except for the cost of
removing Government property and the restoration or
rehabilitation costs caused by such remaval, However, in
special circumstances where equity so dictates, addi-
tional costs may be allowed to the extent agreed upon in
writing before the costs are Incurred. Whenever such
costs are given consideration, care should be exerclsed to
avold duplication through allowance as contingencies, as
sdditional profit or fee, or in other grants or contrac:-.

30. Pre-Award Costs

Pre-award costs are those Incurred prior to the
effective date of the grant or contract directly pursuant
to the negotiation and in anticipation of the award of
the grent or contract where such Incurrence is necessary
to comply with the proposed delivery schedule or perlod
of performance. Such costs are allowable only to the
extent that they would have been allowable If incurred
alter the date of the award and only with the prior
written approval of the awarding agancy.

31, Professional Service Conts-Legal, Accounting,
Sclentific and Other

(8} Costs of prolessional services rendered by
the members of a pardcular profession who are nat
employees of the Institution are allowable, subject to
(b), {c) and (d) below, when reasonable in relation to the
services rendered, (but see G-23)

{b) Foctors to be Idered In deter
nllawability of costs in a particular ease Include:

Ining the

(1) the nature and scope of the sorvico
rendered In rolotlon to the service required;

(2) the necessity of contracting for the
szrvice consideting the Institution’s capabliity In the
particular area;

(3) the past pattern of such costs, par-
ticularly In yeors prlor to the award of Government
work:

(4) the impact of Government work on the
Institution’s business {i.e., what new problems hive
arlsen);

(6] whather tho proportion of Gavernment
work 1o the Institution's total business Is such as to
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influence the institution In favor of incurring the cost,
particularly where the services rendered are not of o
continuing nature and have little relationship to work
under Government grants/contracts:

(6] whether the service can be performed
more economically by employment rather then by
contracling;

(7) the qualifications of the individual or
concern rendering the service and the customary fees
charged, especially on non-government grants/contracts:

(8) adequacy of .the contractual agreement
for tha service (e.g., description of the service, estimale
of time required, rate of compensation; Jermination
mrovisions),

{c) Retainer fees to be allowable must be
reasonably supported by evidence of hana fide services
available or rendered,

(d) Costs of legal, sccounting, and consulting
service, and related costs, incurred in connection with
organization and reorganization, defense of antl-trust
suits, and the prosecution of claims against the Govern-
ment, are unallowable. Costs of legal, accounting, and
consulting services, and rolated eosts, incurred In connec:
tion with patent or copyright infringement litlgation, are
unallowable unless otherwise provided for in the grant or
conlract,

32. Profits and Losses on Disposition of Plant,
Equipmant, or Other Capital Assets

Prolits or losses of any nature arlsing from the
sale or exchange of plant, equipment, or other capital
assets, Including sale or exchange of aither short or long
term Investments, shall be excluded In compurting grant
or contract costs,

33. Public Information Sarvices Costs

Public information services cost Includes the
cost assoclated with promotions, public relations, pam-
phlets, news roleases, and other forms of Information
services, Such costs are normally Incurred to:

(o) Inform or Instruct Individunls, groups or the
general public about health or socinl problems.

{b) Interest individusls or groups in pacticipat.
Ing In & service program of the Institution,

{e) Provide stewardship reports to State and
local Government agencles, henalactor Toundations and
assoclations, ole.

—




(d) Appeal for funds,

(e) Disseminate the results of sponsored end
non-spansored research or other sctivity to the sclentific
community.

To the extent that the costs incurred for any of
these purposes arce identifiable with a particular cost
objective they should be charged to the objective to
which they relate.

If thess costs are not Identifiable with a par-
ticular cost objective they should be alloceted m
indirect costs to sl major activities of the Institution
except that costs related to fund raising sppeals are
unallowshle as costs of grants and contracts.

Public Information service costs sre unallowable
#s » direct cost of grants and contracts unless formally
approved by the awarding agency.

34, Publication end Printing Costs

Publication costs Include the costs of printing
lincluding the processes of composition, plate-making,
press work, binding and the end products produced by
wch processes), distribution, promotion, mailing and
general handling

Publication costs are unalloviable as a direct cost
of grants and contracts unless formally approved by the
awarding agency,

35. Rearrangemant and Alterstion Costs

Costs incurred for ordinary or normal resrrange-
ment and alteration of facilities are allowable. Special
srrangement and alteration costs Incurred specifically for
the project are allowable when written approval has been
given in adh by the fing egancy.

38. Recrultment Costy

{2) Subject to (b), (¢) and (d} of the G-36, and
provided that the size of the stall recrulted and
mainteined Is In keeping with workload requirements,
cotts of help-wantad advertising, operating costs of an
employment olfice necessary to secure and maintaln an
sdequate labor Torce, costs ol opernting an aptitude and
educatlonal testing progeam, troval costs of employees
while engaged In recrulting personnol, and travel costs of
spplicants for Interviews for prospective employment ara
sllowsble to the extent that such costs are Incurred
pursuant to a well mahaged recrultment progeam, Where
the Institution uses employment agoncles, costs not In
cess ol standard commarclel rates for such services are
slowable,

(b} In publications, costs of help-wanted adver-
tising thet (1) Includes color, (2) includes advertising
materiel for other than recruitment purposes, or (3) Is
excessive In size (taking Into consideration recrultment
purposes for which Intended and normal business prac-
tices 'n this respect) are unallowsble,

{c) Costs of (1) helpwanted advertising and
(2) excessive salaries, fringe benefits, and speciel emolu-
ments that have been offered to prospective employees,
designed to sttract personnel from another Institution
performing as grantee or contractor to the Government,
or In excess of the standard practices in compaerable
Institutions; are unailowabhle,

(d) Where relocation costs incurred Incident to
recruitment of a new employee have been allowed elther
#s an ollocable direct or Indirect cost end the newly
hired employee resigns for reasons within his control
within twelve months after hire, the Institution shall be
required to refund or credit such relocation costs to the
Government,

37. Relocation Costs

(a) Relocation costs, for the purpose of this
document, are costs Incldent to the permanent change of
duty essignment {for an Indefinite perlod, or for s stated
period of no less then 12 months) of an existing
employee or upon recruitment of a new smployee,
These costs may Include, but are not limited to cost of
(i} transportation ol the employee, members of his
immediate family and his household and personsl effects
to the new location; (Il} finding & new home, such as
advance trips by employees and spouses 1o locate Iiving
quarters and lemporery lodging during the transition
period; (ill) closing costs (L.e., brokerage fees, legal lees,
sppraisal fees, etc.), Incident to the dispositlon of
housing: (i) other necessary and reasonable expenses
normally Incident to relocation, such as cost of cancel-
ling an unexpired lease, disconnecting or relnstalling
household appliances, and purchase of Insurance agalnst
dsmnges 1o personal property; (v) loss on sale of homa;
and (vi) scquisition of a home In & new location (le,,
brokeraga fees, legal lees, appraisal fees, etc.).

{b) Subject to (c) below, relocation costs of the
typa covered In (o) (1), (1), (I}, ond (v} above are
ollowable, provided (I} the move Is for tha benefit of the
employer; (i) relmbursement Is In accordance with an
established policy or practice consistently followed by
the employer, and such policy or practice Is designed to
motivate employees to relocate promptly and econom:
feally; (HI) the costs are not othervlsa unallowable under
the provisions of G-36 or any other poaragraph of this
cocument, and (Iv) amounts to be relmbursed shall pot
exceed the employea’s actual (or ressonably estimated)
expenses,

(c) Costs otherwise allowable under (b) above
are subject to the following additional provi-
slons: (i) the transition period for incurrence of costs of
tha type covered in (8] (ii) above shall be kept 1o the
minimum number of days necessary under the clrcum.
stances, but shall not, In any event, exceed a cumulative
total of 30 days Including advance trip time; and
{ii) allowance for cost of the type covered in (a) (iil)
sbove shall not exceed B% of the sales price of the
praperty sold, Costs of the type covered In (a) (i) and
(iv} above are sllowable only in connection with the
relocation of existing employees, and are not allowable
for newly recruited employees.

{d) Costs of the type covered In (8) (v) and (vi)
above are not allowable,

38, Rental Cotts (Including Sale snd Loaseback
of Facilities) i

(a) Rental costs of land, building, and equifi-
ment and other personal property are nllowable if the
rates are reasonable In light of such factors as rental
costs of comparable facilities and market conditlons in
the area, the type, life expectancy, condition, and value
of the facilities leased, options avallable, and other
provisions of the rental agreement, Application of these
factors, In situations where rentals are extensively used,
may Irvolve among other considerations, comparison ol
rentsl costs with the amount which the institution
would have received had it owned the facilities.

(b) Cherges In the nature of rent between
plants, divisions, or organizations under common control
are allowable In the extent such charges do not exceed
the normal costs of ownership, such as depreciation,
taxes, b e, and maint : provided thst no port
of such cosis shall duplicate any other allowed costs,

{c) Unless otherwise specifically provided in the
granl or contract, renlal costs spesilied in sale ond
leaseback agreements, Incurred by Institutions through
selling plant facilltles to Investment organizations, such
as insurance companies, assoclite Institutlons, or to
peivate Investors, and concurrently lsasing back the same
focliities, are allowahle only to the extent that such
rentals do not exceed the smount which the grantee/
contractor would have recelved had it rotalned legal title
1o the Iacilitles.

(d) Rentals for tand, bullding and equipmont
and other personal property owned by affllinted organt.
ntlons including corporations or by stockholders, mem-
bars, directors, trustees, oflicers or other key personnel
of the Institutlon or their familles vither directly or
through corporations, trusts or other similar arrango-
ments in which they hold a more than token Interest aro
ollowable only 1o the extent that such rentals do not

n

exceed the smount the institution would have received
had legal title to the facilitles been vested in it

(e} The allowability of rental costs under unex-
pired leases in connection with terminations is treated In
G-42(e).

39. Royalties and Other Costs for Use of Patents
and Copyrights

(a) Royalties on a patent or copyright or
amortization of the cost of acquiring by purchase a
copyright, patent or rigits thereto, necessary for the
proper performance of the grant or contract applicable
to grant products or processes, are allowable unless:

(1) The Government has & license or the
right to free use of the patent;

[2) The potent or copyright has been ad-
Judicated 10 be invalid, or has been administratively
determined to be invalid;

{3) The patent or copyright is considered to
be unenforcesble; or

{4) The patent or copyright Is expired.

(b} Speclal core should be exercised in determin-
Ing reasonableness whera the royalties may have been
arrived ot as a resull of less than arm's length bargalning;
0.9.:

{1) Royalties paid to persons, Including
corporations, alfilizted with the Institution;

(2) Royalties psld to unaffiliated parties,
Including corporations, under on sgreement entered into
In contemplation that a Government grant or contract
would be swarded; or

{3) Royaltles pald under an agresment en-
tored Into nfter the sward of the gront or contract,

{c) In ony cose Involving & patent or copyright
formerly owned by the Institution, the smount of
roynity allowed should not exceed the cost which would
hove beon allowed hod the Institution rotained title
tharato,

A0, Severance Pay

[n) Severnnce pay, nlso commonly referred to as
dismlssal wagos, Is & payment in addition to regular
salnrles and woges, by Institutions to workers whose
employment Is belng torminated. Costs of sovorance pay
wo allowable only to the extent that, In each case, It Is
ronuired by (1) law, {2) employer-employes sgreement,




(3) established policy that constitutes, in effect, an
implied sgreement on the institution’s part, or (4) cir-
cumstance of the particular employment.

. (b) Costs of severance payments are divided into
two categories as follows:

{1} Actual normal turnover severance pay-
ments shall be allocated to all work performed In the
Institution's facilities; or, where the institution provides
for accrual of pay for normal severances such method
will be scceptable If the amount of the accrual is
ressonable In light of payments sctually made for
normal severances over a representatlve past perlod, and
If amounts acc.Jed are allocated 1o all work performed
In the institution's facilities; and

{2) Abnormal or mass severance pay s of
such a conjectural nature that measurement of costs by
means of an accrual will not achleve equity to both
parties. Thus accruals for this purpose are not allowsble,
However, the Government recognizes its obligation to
participate, 1o the extent of its fair share, In any specific
payment. Thus, allowability will be considered on a case
by case basis in the event of occurrence,

41, Taxes

{a) Taxes are certaln charges levied by Federal,
State, or local Governments, They do not Include fines
and penalties except as otherwisa provided hereln. In
general, taxes which the Institution Is required to pay
and which ere pald or occrued in sccordance with
generally accepted occounting principles are allowabla,
except for:

(1) Federal income taxes and similar levies
against income of the institution derived from nctivities
unrelated to the project supported by tho grant or
contract.

(2} Toxes in connectlon with linancing,
refinancing, or re’ur ding operations {sne G-18).

{3] Tm s fiom which exemptions are avall-
able to the institution directly or avallable to the
Institution basad on an exemptlon afforded the Govern
ment except when the swarding agency determines that
the sdministrative burden Incldent to obtalning the
exemption outwelghts the carresponding banalits sccru-
Ing to the Government;

{4) Spoclal assessments on land which repre-
wnt caplial Improvements; and

(5) Taxes on nmny category of properly
which is used solaly In connection with work other than
on Government grants or contracts, (Taxes on property

used solely in connectlon with either non-Government
or Government work should be considered directly
applicable to the respective category of work unless the
amounts Involved are insignificant or comparable results
would otherwise be obtained,)

{b) Taxes otherwise allowable under paragraph
(s} of this section, but upon which a claim of illegality
or efroneous sssessment exists, are allowable provided
the Institution, prior to payment of such taxes:

(1) Promptly requests instructions from the
mwarding agency concerning such taxes, and

(2) Takes all action directed by the award-
ing agency arising out of subparagraph (1) of this
paragraph or an independent decision of the Govern-
ment as to the existence of a claim of llegality or
erroneous mssessment, including cooperation with and
lfor the benefit of the Government to (1} determine the
ilegality of such assessment, or (i) secure a refund of
such taxes.

Reasonable costs of any such actlon under-
taken by the Institution at the direction or with the
concurrence of the awarding spency ere sllowable,
Interest and penalties incurred by an institution by
reason of the non-payment of any tax at the direction of
the awarding agency or by reason of the fallure of the
awarding agency to lssue timely direction after prompt
request therefor, are also allowable.

{c) Any relund of taxes, Interest, or penalties,
shd any payment to the Institution of interest thereon,
attributable to taxes, Interest, or penalties which were
nllowed s project costs, shall be credited or paid to the
Government In the manner directed by the Government,
provided any Interest actually pald or credited tn an
Institutlon incldent to a refund of tax, Interest or
penalty shall ba pald or credited to the Government only
"to the extent thet such Intorest accrued over the period
during which the institution had been reimbursed by the
Government for the taxes, Interest or penalties.

42. Termination Costs

Grants ond contracts termilnations gencrally glve
tise to the Incurrence of costs, or tha need for special
treatment of costs, which would not have arisen had the
project not bhoen terminnted. Cost principles covering
these Items are set forth below. They nte to be used in
conjunctlon with tha remainder of this document In
termination situations,

{a) Common ltems

Tha cost of ltems reasonably usalile on the
Institutlan’s other work shall not be allowabile unless the

Institution submits evidence that it could not retain such
flems at cost without sustaining a loss. In deciding
whether such items are reasonably usable on other work
of the institution, the awarding agency should consider
the Institution's plans and orders for current and
scheduled production. Contemporantous purchases of
common ltems by the institution shall be regarded as
evidence that such items are reasonably ussble on the
Institution’s other work. Any acceptance of common
Items as allocable to the terminated portion of the
project should be limited to the extent that the
guantities of such items on hand, in transit, and on order
are In excess of the reasonable quantitative requirements
of other work,

{b) Costs continuing after termination

If In = particular case, despite all reasonable
elforts by the Institution certain costs cannol be
discontinued immediately after the effective date of
termination, such costs are generally allowable within
tha limitations set forth In this document, except that
any such costs continuing after termination due to the
negligent or willful failure of the Institution to discon-
tinue such costs shall be considered unallowable,

{c) Initial costs

Initial costs, Including starting load and
preparatory costs, are allowable, subject to the follow-

Ing:

{1) Starting load costs are costs ol a non-
recurring nature mising In the eorly stages of operation,
Irvestigation or production and not fully absorbed
becauss of the termination. Such costs may Include the
cost of labor and materiel, and relnted Indirect cost
attributabie to such factors ns:

(a) Excessive spollage resulting from
Inexperlenced labor;

() Idle time and subnormal production
occasloned by testing and changing methods of process:
Inp;

{e) Employee tralning; and

{d) Unfomiliarity or lack of experience
with the product, materlals, manufacturing processes
il technlgues,

{2) Propniatory costs mre costs fncurred In
preparing 1o perform the terminated project including
costs of initial plant rearrangement andd alterations,
managemant sl persannel organization, production
planning and simlinr activities, but excluding special
machinary and equipment and starting load costs,

{3) If inltial costs are claimed and have not
been segregated on the Instltution's books, segregation
for settlement purposes shall be made from cost reports
and schedules which reflect the high unit cost incurred
during the early stages of the project.

(4) When the settlement proposal Is on the
Inventory basis, initial costs should normally be allo-
cated on the basis of total end items called for by the
project Immediately prior to termination; however, if
the project includes end items of a diverse nature, some
other equitable basls may be used, such as machine or
labor hours.

{5) When initial costs are included in the
settlement propossl as e direct charge, such costs shall
not also be Included in overhead.

(6) Initlal costs attributable to only ona
project shall not be sllocated to other projects.

(d) Loss of useful value

Loss of useful value of special tooling and
speclal machinery and equipment is generally allowable
i

(1) Such special tooling, machinery or
equipment Is not reasonably capable of use in the other
wotk of the Institution;

{2) The interest of the Governmant |s pro-
tected by transfer of litle or by other means deemed
appropriate by the awarding sgency and

{3) The loss of useful value ns to any one
terminated project Is limited to that portion of the
scaulsition cost which bears tha same ratio to the total
acquisition cost as the terminated portion of the project
baais to the entlre terminated project and other Govein-
ment projects for which the special tooling and special
machinery and egulpment was scquired.

{e}) Rontal costs

Rental costs under unexpired lenses are
generally allowable where clently <hown 1o have been
reasonably necessary for the performance of the termi-
nated projuct loss the resldunt value of such loases, If:

(1) The amount of such rental clalined doas
not cxceed the reasonable use value of the proparty
leased for the perlod of the prolect and such further
parind as may be reasonable; and

(2) Tha Institution makes oll ronsonshle
offoits to terminate, msign, settls, or otherwlse reduce
the cout of such lease,
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There also may be included the cost of
slterations of such leased property, provided such
alterations were necessary for the performance of the
project, snd of reasonable restoration required by the
provisions of the lease,

(1) Settlement expenses

Setilement expenses including the following
sie generally allowable:

44, Tralning and Educationsl Cotts

{a) The costs of training courses taken by a
bona fide employee to acquire basic skills which he
should bring to the Job or to qualify » person for dutles
other than those related to an institution's poals are
unollowable,

{b) Costs of on the Job training end par-time
education, st an undergraduate or postgraduate college
level, relasted to the Job requirements of bona fide

{1) Accounting, legal, clerical, and
costs ressonably necessary for—

(a) The preparaticn and presentation to
swarding agency of settlernent claimis and supporting
data with respect to the terminated portion of the
project, and

(b) The termination and settlement of
subcontracts; and

(2) Reasonable costs lor the storape, trans-
poristion, protection, and disposition of property ac-
quired or produced for the project.

{g) Subcontractor clalms

Subconttactor claims, including the al-
locable portion ol claims which are common o the
project and 1o othar work of the Institution ara genarally
allowable,

43, Trade, Business, Technlcnl, and Professionsl
Activity Coaty

(8) Membeiships
This category inclisdes costs of mambarships
Iin trade, business, technical, and professional organiza-
tlons. Such costs are allowable,
(b} Subseriptions
This ltem Includes cost of subseriptions 1o
trade, business, professional, or technical perlodicaly.
Such costs are allowable,

(e) Maatings sndd conleronces

This ltem Includes costs of meals, transpor-
tatlon, rental ol facliities for maotings, and costs
Incldental thetato, when the piimary puipose of the
Incurrence af such costs s the dissemination of technlcal
Information or stimulation of production, Such costs are
sllowabls,

, identified In (1) through (5] below, are

ﬂl;wn'tvle.

[1) Training materiels;

(2} Texibooks;
" (3) Fres charged by the educational instltu-
tion:

{4) Tultion charged by the educational In-
stitution, or In lleu of tuition, Instructors’ salaries and
tha related shore of indirect cost of the educational
Institution to the extent that the sum thereol is not in
excess of the twitlon which would have been pald Lo the
partlc!pating educational Institution; and

(8) Stralght-time compensation of each em-
ployea for time spent attending classes during working
hours not in excess of 168 hours per year where
clrcumstances do not permit the oparation of classes or
stiendance at classes after regular working hours.

{c) Costs of tuition, leas, tralning materials and
textbooks (but not subsistence, salary, or any other
emol 8) In¢ lon with full time sclentific and
medical echication st a post-graduste (but not undar.
raduate) college level related o the job requirements of
bana lide-employees for a total period not to exceed one
school year for each employee so tralned, are allowable
when approved In wrlting by the awarding agency.

{d) Grants to edueational or walning Institu-
tlons, Including the donation ol facllities or other
moperties, scholarships, or lellowships, sre conidered
contiibutions and ere unallowabile,

A6, Trensportation Costs

Transportation costs Include fielght, express,
cattage, and pastape charges telating elther 1o goods
purchased, In process, or delivered. Thesa costs are
allowable. When such costs can roadily bo identified with
the ltems Involved, they may be directly costed as
transportation cotts or added 1o the cost of such llerms
[wea G-22).

Where identification with the materials recelved
cannot readily be made, inbound transportation costs
may be charged to the appropriate Indirect cost sccounts

it the [nstitution foll [] Istent, equitable pro-
cedure In this respect. Outbound freight, if reimbursable
under the terms of the grant or contract shall be treated
as & direct cost,

48, Travel Corth

(s} Travel costs include costs of transportation,
lodging, subsistence, and Incidental expenses, Incurred
by Institution personnel in a travel status while on
oHiclal business.

(b) Travel costs may be based upon sctual costs
Incurred, or on a per diem of mileage basls In lieu of
sctusl costs, or on = combination of the iwo, provided
the method used does not result In sn unressonable
charge, The dilference In cost batween first-class and less
than first-class alr sccommodiations Is unallowsbls sx-
cept whon less than first-class alr accommodations are

36

not ressonably available to meet necessary misslon
requirements, such »s where less than first-class sccom-
madstions would (1) require circultous routing, (2) re-
quire travel during unreasonable hours, (3) greatly In-
crease the duration of the flight, (4) result In additional
costs which would offset the transportation savings, ot
(5) offer accommodations which ara not reasonably
sdequate for the medical needs of the traveler.

{c) Travel costs Incurred in the normal course of
overall sdministration of the business sre sllowable and
shall be treated a3 Indirect costs,

(d) Travel costs directly attributable to specific
gant or conlract performance are allowable snd may be
charged to the grant or contract in sccordance with the
principle of direct costing (see Section C).

() Costs of parsonnel movement of a special or
mats nature sre sliowable only when asuthorlzed or
approved In wrlting by the sponsoring sgency.
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APFENDIX 1

SAMPLE INDIRECT COST RATE PROPOSAL FORMATS

1. Simplified Method
Exhibit A-Summary of Direct and Indirect Costs . . ... P e A
Exhibit A-1.-Cemputation of Indirect Cost Rate . .....,.. e sl
2. Multiple Distribution Base Method
Exhibit B-Summary of Direct and Indirect Costs .. .................

Exhibit B-1-Distribution of Indirect Costs .........0vvvrenrnnnnnn.

3. Direct Allocation Method

Exhibit C—Analysis of Functional Expenditures ...............0... .

Exhibit C-1-Computation of Indirect Cost Rate ... .00vvvsvnnnnnn...
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EXHIBIT A
SAMPLE INDIRECT COST RATE FROPOSAL FORMAT - SIMPLIFIED METHOD*
A NON-PROFIT INSTITUTION
SUMMARY OF DIRECT AND INDIRECT COSTS
FOR THE YEAR ENDED
Less: Exclusiony
Towd Direct Indirect Névés
Coma Caoited Other Comn Cotts
Expenditurn
General {Unrestricred] Funde
General snd Administrative Coan!
SalarimandWems .. ... i e a e $130L O - - - smooo -
Equipment & Other Cmni E:mlwn 5,00 5,000 - - (]
FregmBanelits . . ... vv v v rens Sy 4 125,000 - - - mmo (1]
OthirBrpanies .. ...cvouvusnannns 100,000 - $20,000 - 10,000 (L]}
DEpocation ., ..o eavisnssnsasar s 20,000 - 5,000 - 15,000 i
Occupancy Cowm:
L S S YRR CouE 70,000 - - - 70,000 =
Equipment snd Othey Capitsl Expenditures . . . 5,000 5,000 - - - "
Othir Expensen . . . s i S 50,000 - - - - 50,000 -
Public Ilelations and Fund Rmmq 2
Selaticond Wages . .. ... .. ... 90,000 - - $90 000 - "1
Othir Expenses J0.000 - - 20,000 - %)
Direct Programs fInct, Community m Publlc
Inforination Services, etc,):
Saluties snd W, y 900,000 - - 900,000 - -
Equ pment and Othar I':mni Expenditures | . . 15,000 15,000 - - - "
OthirEApentes .. .coov v vrvansesis 380,000 - - 380,000 - -
Gran“s, Contracts, and Other Restrictod Funds
{inei. Reswarchl
T T L P 300,000 - - 300,000 - -
Eqquipment and Other Capitel Expenditures . . . 40,000 40,000 - - - 1
Chaiges for ingirert Cont eimbunemant to
Genersl Funds. . . . . . W A .o 60,000 - 80,000 - " ]
Othir Expansen |, . ., . 100,000 - - 100,000 - -
TOERK 5w iy ol o w v T T ] 8 $2,420,000 $66,000 $05,000 51,800,000 $400,000 -
| Equipenent and other capitsl expenditures, wuch ss major rencvellom and sitarations, sre exciuded from tha rats computation becsuse they diston cont allocatkon.
F1n thiv illustration, it i assumed that sil fringe benefits (sxcept vacation, sck lsave, and holldeys) sre trested i y by the | a1 indirect costa, and thet none sre
charged dirsctly,
3The $:10,000 of axcluded costs consints of various categorim of lloweldes siuch as | penes, antertal h | k #1C, 10 which indlrect conts are
not sllocab e, per Pare. C.2 of the Cost Principles.
The $5,000 of depveciati duced s the " bde 10 sesaty p with Federal funds, or on sesett used (or cont tharing purposw.

fPublic relstiont and fund reising coms represent unaliowstie sctivities (o which indirsct costs are allocable, in scoordance with Para, €.2 of the Cost Principles iind ars theretors
clasailind = divect con

$Chargus for Inol cont rel sement 10 the | lon's genersl fund (often called Apolied Overtissd) “sarned” during the yesr, and wave computed by
applying the current Indirect cost rate (o the sppropeie direct cont |ilmln'n it periodio intervali, This in effect sccomplishes & transfer of funds from the grant or coniract sc-

counts ta the genersl fund, and (s 8 widely used q P H o In order 10 compute the sctusl Indirect cost rate for the yesr, such tremfers shou ki be reversed in
the proposl,

*This is & wenple only, and s not ded 10 pr sthods for charging costs.




EXPLANATION OF EXHIBIT A-1

SAMPLE INDIRECT COST RATE PROPOSAL FORMAT
SIMPLIFIED METHOD

The column totals from Exhibit A sre brought forward to this Exhiblt. Indirect costs ($460,000) sre divided
by direct costs ($1,800,000) to produce the rate of 26,6%. This rate s expressed as » percentage of total direct
conls, less capital expenditures.

I considered maore sppropriate, the rate could be expressed as o percenta.2? of direct salaries end wages. To
do this, indirect costs would be divided by only the ralarles snd wages Included in total direct costs. For example,
the salaries and wages shown I the direct costs column of Exhibit A Is $1,290,000. Dividing this amount into the
indirect costs of $480,000 on the tame Exhibit would result in sn Indirect cost rate of 35.7%.

Because all fringe benefits were treated as Indirect costs In this sample proposal, there should be no direct
charges for fringe benefits on the grants snd contracts to which the rate spplies,

EXHIBIT A-1
SAMPLE INDIRECT COST NATE PROPOSAL FORMAT - SIMPLIFIED METHOD*
A NON-FROFIT INSTITUTION
COMPUTATION OF INDIRECT COST RATE
FOR THE YEAR ENDED

Lems: Exclusions
Totsd Direct Indirect
Comn Capliad Coms Cosns
Expenditures Dibae
Totshs [ExhibltB) . ..... es e $2,420,000 $65,000 $95,000 $1,600,000 $£480.000
— r——— === FETTTTET

Ramw Computation

(Al +(0) = ﬂ% = 25.8% of 1o1sl dirset conts lewt capital axpenditures,

" Thiv iy & wemple ooly, snd ls not i bodd 10 P it hode af cherglng costy,

e

EXPLANATION OF EXHIBIT B
SAMPLE INDIRECT COST PROPOSAL FORMAT
MULTIPLE DISTRIBUTICN BASE METHOD

This Exhibit iliustrates the computation of an Indirect cost ratels) for an Institution with two or more direct
program activities which do not ell receive services or benetits from Its Indirect activities to the sama relative degree.
The total costs of a multiple activity organization are first grouped Into the broad cetegories of direct and indirect
costs, The pools of indirect costs are further grouped according to the direct programs/activities they service, le.,
Community Services Activities, Fund Ralsing, and Research. (For purposes of this illustration, sssume thet the
Federally sponsored research is Included in the Research sctivity.)

Before this grouping s made, capitsl expenditures and certain unsllowsble costs are eliminated in columns 2
and 3. In addition, an adjustment is made In the fourth column so that the treatment of fringe benefits in the
propossl may be consistent with the Institution’s treatment of fringe benefits for Research. (This adjustment would
not be necessary for Institutions which consistently trest all fringe benefits as Indirect costs, as in Exhibit A, or
which allocate fringe benefits on their books to all activities or tunctions, as in Exhibit C,)

The fifth column shows the adjusted figures for each cost conter. Noto that, at a result of the adjustment made
In column 4, each line item In column B now Includes Its share of fringe benefits,

The rext throe columns show the adjusted Indirect cost pools grouped according to the distribution method
chosen. The lsst column shows the adjusted direct costs of each of the Institution's functions.

See Exhibit B-1 for the actual distribution of the Indirect costs and Exhibit B-2 for the computation of the
Indirect cost rates for Research,
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EXHIBIT B
SAMPLE INDIRECT COST RATE PROPOSAL FORMAT-MULTIPLE DISTRIBUTION BASE METHOD*®
: A NON-PROFIT INSTITUTION

SUMMARY OF DIRECT AND INDIRECT CZ2T5

FOR THE YEAR ENDED

Totsl Cosa Ct:lw Lews: Adjustme - Adjusted Indirect Costs o Be Distributsd on —
Iowebi Fring: T
Books Expmgi. | Ugowseln | eiPanc  Tow | Towl [ fioor | Neof | Com
tures® . irect Space Employees
Fringe Benefits . . ... oovvvvrnna- ! $500,000 1$500,000" =
General & Administrative Costs . . . .. . 500,000 1$10,000) ¥ ($40,000) 41,000 491,000 $491,000 - - -
Occupsncy Costs . . .o oo v v vns 750,000 15,000 - 59,000 504,000 = $B04,000 - -
DEDrOCiBtion . . ...y eanin i aaann 200,000 - * |25,000) - 175,000 - 175,000 - -
Lom on Employee Cateteria . ... .... % 25,000 - - 9,500 34,500 = - $34,500 5
Direct Costs of Community Service
ACHVItion .. ..ovnoniaiainn 1 4,000,000 (50,000 - 352,500 4,302,500 - - = $4,302,500
Direct Coxtsof Fund Raming . . . .. ... 500,000 - - 38,000 538,000 - - - 538,000
Dirsct Custsof Resemreh. , . .. ..., .. 1,500,000 180,000) - - 1,420,000 - - - 1,420,000
$7,975,000 (5145,000) ($65,000) - §7,765000 $491,000 $979,000 $34,500 $8,260,500
'This smount includes all fringe benefits incurred by the institution except thoss soplicable 1o direct salaries of R fringe benelits are d in thisill
1o hava been charged 1y 10 the proj snd are ded in the $1,500,000 shown a= direct costy,

1The Iows on Emoloyee Cafetena is the net ligure sfier offietting cateteria income,
Jincluced in this smount sre thoss Types of unallowable costs (0 which indirect costs e sllocable, in accordance wath Pars. C. 2 of the Cost Principles.

4Only current diture should be wd in devel g indirect cost rates. Thersfore, equipment and othar capitsl items are sxcduded.
*These unailowabls costs inciude such iterm ms interest expense, anter 1, charitable . 81c., 10 which paragraph C. 2 of the Com Pri is nat
"The excluded is the deprecistion stributeble 1o smsers financed from Federsl funde, or on asaets used for cost sharing purpases,

7Tni. dji i ¥ lo intai y of
above,] The $500,000 is cistributed in proportion 10 all other wiaries snd weges, o loliowe:

ent, ince only the resserch projects have besn charged directly for their shere of frings benalits (See note 1,

Catereris 80,000 19 9500
Community Services 3,000,000 70.5 352,500
Fund Asising 325,000 1.6 38,000
$4,255,000 100.0% $500,000
*This in 8 sample only, #nd is not intended to prescriby methods for cherging cost.
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Direct

No. of

Employees

Fioor

Space

Indirect Costs to Be Distributed on

Tom!

Dirsct

CILZTS
igjusted

Towd

Costa

of Frinzs
Benmefin:

Adjustme

EXHIBITE

Lens:
Unailowabie

A NON-PROFIT INSTITUTION
FOR THE YEAR ENDED

Less:
Caprial
£ xnench-

SUMMARY OF DIRECT AND INDIRECT

Sooks

Towdl Corm

$B04,000
175,000

491,000 5491,000

004,000
175.000
34,500

($500.00C
59,0C7

* (340,000)
* (25.000)

1510.000)
(5,000}

$34,500
$491,000 %979,000 $34,500 $8,260,500

4,202,500
538.000
1,420,000

57,765,000

41,000
9.5C0
352,500
38,000

565,000

15145,000)

$£7.975.000

SAMPLE INDIRECT COST RATE PACPOSAL FORMAT-MULTIPLE DISTSIEUTION BASE METHOD*®

. e e
Genersl & Agmenittranve Cota .

Fringe

ACTrwt®S . .. .oc.aca .
Oirect Comtsof FundRaming ., ... ...

Direcs Conts of Resraren. .

Carect Cotts of Commumty Sernce

Lou on Emoloyee Catetera . . .

-
=

is not

from Feasval funds, or on auets used for cost sharing purposss.
t, since only the resesrch projects have been charged directly for thaer shere of fringe benefits (Seenote 1,

iv 1o msen fi

sy of tr

sbove.) The 5500.000 is cistnbuted 1n DOPOMIGN 10 all GTher salanes snd weges, a1 lollowa:

o

#:ouid be comudered in developang indirect codt rates. Therefors. equipment and other capital items 2re exciuded.

" v 10

ez unalicweble costs mcluce SUCh 11eTTE m AIETIIT SYpenW, entertmament, chantable contnbutions, eic., to which parsgrach C. 2 of the Cost Princi

"This amount mctudes ail fringe benefits incurred by the institution except those soplicabie to direct 1aianes of resesrch, Resesrch fringe benatits sre sssumed in this illustration
| e BMOUNT exchuded it the oeor

12 have been cherged cirectly 10 e DrojecTs and are incluced in the 51,500,000 shown as direct coItI.

Jtncluced in ©vs amOUNT are thous Types of unalicwable carmt o which indirect cotts are allocable, in sccordance with Para. C. 2 of the Cost Principles.

* Oty current expends tures

IThe ioes on Employee Cafetena i the net figure after affsetnng cafetenia income.

[
.

Fringe Berefits

100.0%

Percent

54,255,000

Generst & Adminmtrative

"Tha n 3 samoie ondy, and 15 POt intended o prescriba methods for chergng cor.

EXPLANATION OF EXHIBIT B1

This Exhibit demonstrates how groups of Indirect costs {ss developad In Exhibit B) may be distributed to the
Institution’s several functions, using for each group te mathod of spporti most appropriste to it

The first three col show the distribution of general and administrative costs, totaling $481,000, beted on
totel direct costs exclusive of capitsl expenditures and sny other direct costs that would dittort the allocetion of
Indirect costy, for each of the Institution’s functions,

The next three columm distilbute $978,000 of pancy costs snd depreciation, based on square feet of
Nloor space occupled by the direct sctivities,

Tha seventh, sighth snd ninth columns dittribute the loss on smployees® cafeteria based on the number of
smployees to whom the caleteris ls ordinarily svailable. This would usually include sll employees stationed st the
organization’s main facllity at which the cafeterin Is located.

These groupings and methods of spportl are shown only m lilustrations, Other grouplngs and methods
of apportionment may be tsed, I more sppropriste to the actusl circurmtances of & given non-profit Imtitution,

EXMIBIT B
SAMPLE INDIRECT COST RATE PROPOSAL FTORMAT - MULTIPLE DISTRIDUTION BASE METHODD*
A NONFPROFIT INSTITUTION
DISTRIBUTION OF INDIRECT COSTS

FOR THE YEAR ENDED —.

Ganeral snd Adminivtrathes Conte Oecupency and Depweciation Lo on Employees Calaterls Tols
Indirect
Taisl Dintritution Disvribution Number of Dirtrlbution | "oy
Porcent | of Indirect | Sauses feut | Porernt | of tnaiener | MU0 00 | pane | of Indiises
Divect smpi Divrributed
Com b Coms "
Couny Canp

Communlty Services |, | 54,302,500 6a 2 3337418 48,000 L] $54),400 643 71.57 120,702 951,577
Fund Ashing . . .. 538,000 860 47,710 8.000 10 97,000 B 1.14 1 h ] 140,518
Pesemtch . ... ... 1,420,000 2268 11,380 24,000 0 793,700 142 nam 7348 412,404
Tord .. vsvis 10,260,500 100 00 $401,000 b0, 000 o0 979,000 100 100 00 $34.500 81,504 500
[——— 35—

I Thesa smounts sre net of caplisl sxpandiiures and sny other direct coats thal wodd dlatost the ﬁ incatlon of Indlisct conir.

"Thisha

semphe only, snd l not Intended 1o preseribe mathods for charging coste.
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EXPLANATION OF EXHIBIT B-2

This Exhiblt shows how separate rates for an activity (research) conducted at sn Institution's main facillty
(orsite) and st remota locations (off-site) may be developed. The mssuinption is made that occupancy costs have
baan cherged clrel:tlv to the olfsite research projects, In the form of rent. In sddition, It Is essumed that the
smployees statloned ot off-site locations do not use the employees’ cafeteria to any significant extant,

A rate component is computed for esch of the three Indiract cost groups spplicable to resesrch, The smounts
vrara taken directly from Exhibit 8-1, Since General and Adminkstrative costs ($111,350) are allocsble to sll resesrch
projects, the base for the rate component Includes sll direct research salaries and wages ($994,000), This results In s
rats component of 11.2%. Occupancy and Depreciation ($203,700) and the Loss of Employee Cafeteria ($7,345)
#re relgted only 1o the on-site direct ressarch salaries and wages, resulting In rate components of 38,7% snd .8%
revpactively,

The on-site research rate, 48.8%, Is the sum of all three rate components. The off-site rate, 11.2%, Is simply the
General and Administrative rate component.

These rates are all expressed s percentages of direct research selaries and wages. Other rate bases, such m
direct research sularles and wages plus applicable fringe benalits, or totel direct resesrch costs less capital
expenditures, may be used If more appropriate,

11 there were no off-site ressarch, or if tha smount of ofl-site resaarch wera relatively small, s 1ingle composite
rate for oll research projects would be developed by relating total research Indirect costs to the single rate base
chosen,

This Exhibit reflects the development of the research Indirect cost pool ond rete only. Should an Indirect cost
rate be required for either Community Services or Fund Ralsing, simlilar schedules shou'd be 1 substituting
the distributions to each of the functions as reflected In Schadule B-1,

Ep

EXHIBITB.2
SAMPLE INDIRECT COST RATE PROPOSAL FORMAT - MULTIPLE-DISTRIBUTION BASE METHOD*
A NON-PROFIT INSTITUTION
COMPUTATION OF INDIRECT COBT RATES FOR RESEARCH
FOR THE Yf AR ENDED

e e A AN R R e '

Indiect Corts Distibuted | Direct Rlesesrch Salprles
I “
10 A ch and Wages a.-'f' Oreslte Rate Off-gite Rate
Genaral and Administrsthe Comte . .....00. 111,2% $904,0007 11.2% 11.2%
0 y and Deprachation . . .oovviinias 01,700 800,0007 .7 .
Low en Employess’ Calaierle ... ...0uuu.e 1,348 800,000? i ]
Yol svuoaenosancosnsnnsssnvses $412,404 48.% 1.5

Vinchides wvecatlonn, sick leave, snd holldeys (Note: |1 sny other Tiings benelits e 10 be Included In the rete base, detalis should be
e ool |

1The $994,000 direct jesenrch minries snd wepes used In the eslculation ol the Qmaral Admin! ve fila Includes bath

on-slte snd offalte mlarles snd weges. Off-slte direct resserch calnries nd woges of $104,000 se not Ineludqlln tha base Inr eslculation of
the Oocupancy rin' Depreclation snd Los on Employess’ Caleter's rate componsnts s axplalned sbove.

*Thie it 8 sempl - only, and ls not § fed 1o p L hode lor cherging coste

EXPLANATION OF EXHIBIT C
SAMPLE INDIRECT COST PROPOSAL FORMAT - DIRECT ALLOCATION METHOD

The proposal farmat ilfustrated In this Exhibit s sultable for those non-profit Institutions which elect to
charge directly to their programs and activities all costs except those Identifiable with the general administration and
fund raising functions, The system used by such Institutions Is described In Section 11 of this brochure, under the
heading “'Direct Allocation Method.” For [llustration purposes, assume that Federally sponsored programs are
Included In the Research sctivity.

The first column lic*s sll expenditures made by the institution, whether from general or restricted funds, In the
second column, capital expeifitures and those types of unallowable costs to which indirect costs are not sliocable
(per para. C.2. of the (lost Principles) are ded The r ining costs are distributed into columns that {dentify
Genersl sand Administ-stive Expenses, Fund Raising expenses, and e:perlm of each of the Institution’s direct
progrsms and sctlvities. The classification into these categories may ordinarily be tsken directly from the
imstitution's financisl statements, Community Action Agencles must reduce the costs that have been distributed to
the column for Genevsl and Administrative Exp by eny funds recelved under Section 221, Economic
Opportunity Act of 1964, as amended, which were required to be sccounted for by the Office of Economic
Opportunity ss Account 01 fund.

The column totaly sre carried to Exhibit C-1 for the computation of the indirect cost rate.

The methodology Ilustrated by this method must be followed by those institutions which use the Sranderds
of Accounting and Firanclsl Reporting for Voluntary Health snd Welifsre Organirations when reporting to
non-ledersl agencles,




direct costs, less capital expenditures.
and Administrative expenses ($62,200)

. Economic Opportunity Act of 1964, as amended,

expenses and all other costs are taken directly from Exhibit C.
which were required to be accounted for by the Office of Economic Opportunity as Account 01 funds.

are divided by the total of All Cther Costs ($637,900), resulting in

pressed as a percentage of total

However, if the institution is a Community Action Agency, then the General

must first be reduced by any funds received under Section 221

ssed as a percentage of direct salaries and wages, by using as the

denominator of the rate computation only the salaries and wages included in the $637,900 of All Other Costs.

EXPLANATION OF EXHIBIT C-1

The totals for General and Administrative
As in Exhibit A-1, the rate could be expre:

General and Administrative expenses ($62,200)
an indirect cost rate of 9.8% This rate is ex

g

EXHIBIT C-1
A NON-PROFIT INSTITUTION

COMPUTATION OF INDIRECT COST RATE
FOR THE YEAR ENDED

SAMFPLE INDIRECT COST RATE PROPOSAL FORMAT - DIRECT ALLOCATION METHOD®

Program A

Program B

All Other Cose

$312.240
70,055

637,900

101,525
154,080

g
..mw
gi
..ﬂ
L4

Indirect Cost Rate

must reduce the Genersl end Administrative Expenses total by sny sllowable costs borne

= 0.8% of tote! direct costs, lens capits! expenditures

Ity Actldn Ag

$62,200
$637,900

LT

by Section 221, Economic Opportunity Act of 1964, a3 smended, which wers required to be sccounted for by the Office of

Economic Opportunity ss Account 01 funds,
*This is & semple only, snd Is not intended to prescribs methods for charging cotty
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Fund
Aaising

Awsearch
Program

All Other Costa

§85 'EREREESE

gu.— ]

Genersl and

EXHIBITC
sions and

Lem: Eaxciu-

A NON-PROFIT INSTITUTION

FOR THE YEAR ENDED

Expends-
Turss—All
Funde

ANALYSIS OF FUNCTIONAL EXPENDITURES
Towml

4,750
d with other

$154,080

and not
ic Opportunity Act of 1964, =

$101,525

$70,055

$312,240
under S

ing swarcs must be shown = & sep

i

4 s82.200

ived from the Federsl Government and ather spomsors would be shown in an appropriste

T

$158,000
and grants

£E53.100
with

SAMPLE INDIRECT COST RATE PROPOSAL FORMAT- DIRECT ALLOCATION METHOD*

-1

Membershio Dues and Support Payments . . .

sl Fees and C.
Awearch and Grants

Health snd Ret
Supplies . . . vuvaeen

fie At

Subscriptions and Reference Publications . .

e

Locsl Trensooraton

Conferences, Conventions, Mestings, and Msjor Trips

Oumde Printing, Art YWork

Teiechone and Teiegraoh
Postage and Shippng . .

Payroll Taxes, ete. . . . .

E

-
(-]

Egquipment and OMlFiud Aszety

for by the Office of Economic Opportunity a3 Account 01 funds.

) of the “All Other Costs™

The cost
must recuce the Genersl and Administretive Expenses towl by any funds

_'
to be

y Action Ag

(such as
vouch were 1

Fmﬂvmm

! These sre unaiiowsdie corTs 1o winch indirect cotts &re not allocable, in sccordance wath Pare. C. 2. of the Cost Princliples.

ZCapital axpenditures should be exciuoed from the iNndirect co4T rAte COMpUTINON,
ITha amount (8presents swerct and granta made by the nomprofit institution to others. It dost NOt represent awerds and grants received by the non-profit institution from the

Towd
C

4

“This i1 samoss only, and is noT intenced to prescribe mathads for charging cosm.

Miscellaneous . . .. ccuoeveans
Fecersl Government and other

Entertasnment . . . . ..ca i
intere3t ......

EXPLANATION OF EXHIBIT C-1

The totals for General snd Administrative expenses and all other costs are taken directly from Exhibit C.
General and Administrative expenses ($62,200) are divided by the tota! of All Other Costs ($637,800), resulting In
an Indirect cost rate of 9.8%. This rate is expressed as a percentage of total direct costs, less capital expenditures,
However, If the institution Is a Community Action Agency, then the General and Administrative expenss ($62,200)
must first be reduced by any funds recelved under Section 221, Economic Opportunity Act of 1964, as amended,
which weie required to be accounted fnr by the Office of Economic Opportunity as Account 01 funds.

As In Exhiblt A-1, the rate could be expressed as a percentage of direct salaries and wages, by using #s the
denominator of the rate computation only the salaries and wages Included In the $637,900 of All Other Costs.

EXHIBITC
SAMPLE INDIRECT COST NATE PROPOSAL FORMAT - DINECT ALLOCATION METHOD"
A NON-FROFIT INSTITUTION

COMPUTATION OF INDIRECT COST RATE

FOR THE YEAR ENDED
Genersl and Administrative Expenset , , . . oo vvun v nann N A K YR T 1362,200
1A)
All Other Conta
ProgremA ...cvvnvvsvanas I B R R LR S R $£312,240
PRI % £.000% 5 Sw p i a allecd v IR BT K R e g o 70,065
i I A S NS e Ot o R Rt S A 101,525
POl RO & i oot i se s aphnisn s @ sl s e R Py 164,080 637,000
L]
Indireet Cont Mate
. 362,200 _
A+B W 5.8% of 10tel direct costs, lew capltal sxpanditures
ICo Ity Actlon Agencles must 1educe the G ! and Adminhtrmive E total by sny allowable costa borne

by Sectlon 221, Economic Opportunity Act of 1964, sy smended, which ware requited to b sceounted lor by the Offica of
Econamic Opportunity s Account 01 funds,

"This I s ssmple only, and v not | jed 10§ It haods for charging ensia,
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APPENDIX 2

PROCEIURES FOR SETTLEMENT
OF INDIREI}T COSTS ON DHEW PROJECT
GRANTS WI/H FINAL NEGOTIATED RATES
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APPENDIX 2

PROCEDURES FOR SETTLEMENT OF INDIRECT
COSTS ON DHEW PROJECT GRANTS WITH FINAL NEGOTIATED RATES

Introduction

The purpose of this Appendix is o define procedures for implementing requirements of Chapter 8-150 ol the
UHEW Grants Adminisirstion Manual. The chapter relates to the sward and settlement of Indirect costs on
DHEW project grants and the method for effecting setilement of claims for unrecovered indirect costs resulting
from the establishment of final negotiated rates. Institutions receiving grant support from the Department of
Health, Education, and Wellare must abide by these procedures in the preparation and submission of the
Summary Report of Expenditure Adjustment Sheets so that the review, validation and subsequent settiement of
submissions may be accomplished in a timely manner,

Giants to be Reported

A. When a final Indirect cost rate Is established, the grantee Institution Is expected 1o Initlate any adjustments
resulting therefrom. Reference should be made to the subsequent section of this Appendix, Method ol
Raporting, to determine the procedures to be used in identifying grants requiring edjustment. All project
grants governed by a final Indirect cost rate negotlation agresment shall be reported whether an adjustment Is
due or not, Upward adjustiments will not ba considered If a final Report of Expenditures has not been
previously submitted,

Certaln research grants are subject 1o statutory or administrative limitations as Indicated:

1. Grants with award dates from July 1, 1885 through October 17, 1965 are limited to sctual Indirect costs
of 20% ol TOC, whichever Is the lesser. The limitation Is sffective only for the budget period of the
award. Related continuation grants will follow the policy stated in paragraph B.3. below,

2. Continuation and competing new and renewal grants awsrded October 18, 1985 through February 28,
1968 are limited to 00% of aclual indirect costs or 20% of 1otal direct costs, whichever Is the lesser,

3. Continuation grants related to projects, the initial year of which was awarded prlor to March 1, 1066,
shall be limited to the lesser of 80% of actual Indirect costs or 20% of total direct costs, 1t should be
noted that the award date, not the start date ol the budget perlod, Is controlling for purposes of
determining the applicable time period.

A, Grants that received a reduced Indirect cost award due 1o the sbsence of a negotiated Indirect cost rate

ngreement will have adjustments computed on a pro ata basls subject to the numbar of inonths Indirect
costs was sllowed,

C. Insthutions with fixed or predetermined rates may still be eligible for settlement under these procedures. The
alterin for deteimining settlement eligibility Is basad upon the grantea recoiving full Indirect cost entitiernent
for each qualified grant using the spproptiate negotinted rates for the grant perlod involved, 1T full indirect
costs have not been received, then the summary listings should be completed and submitted In accordance
with the procedures contained In this Appendix,

Perlod to be Reported

Grantees shiall use the Summary Adjustmant Sheet for all grant budget years beglaning on or alter July 1, 1005,
Adjusiments shall be reported for terminal years of gronts as well as preceding yenis, Separnte Summary

Adjustinent Sheats sholl be submitted tor each Faderal fiscal year and will contaln grants applicablo to that year
only,

Mathod of Raporting

A, AN projoct grants will be listed on the Summary Report of Expendltures Adjustment Sheet In accordance
witli the formiat shown In the sttached Appendix 2a, A separato adjustment sheat will bo prepared for each
Agency lor sach Federal liscal year showing only those grants having a budgat pariod start within that liscal

year, Granta shall bo arranged In mumerlcal order by transaction numbar, Whan more than ono 1ate appllas to

the samae grant budget year, the teport data applicable to sach rate ussd must ha thown on soparate lines ol

the same page. Expenditures are to be shown to the nearest whole dallar by rounding upwarls for $.50 or
above and dropping amounts of $.49 or less. The columns headed “IC Adjustment,” “Cast Shar'ng” and “Net
IC Adjustment” shall be totalled for e2ch Agency. As a further ald In identifying information reqiiested under
the summary report headings, explanatory foolnotes have been included on the sample report form.

. To assist grantee institutions in reporting project grants and expedite the processing of Summary Report of

Expenditures Adjustment Sheets, the National Institutes of Health will provlde separate labulated lists by
Federal fiscal year of NIH grants and grants from certain other org s of the Public
Health Service subject to adjustment. Listings from this source will be forwarded and will be in the same
format as Appendix 2a. Sufficient space will be provided benesth each heading for Insertion of required data,
The grantee may return reproduced coples of this form as its completed submission, Due to the possibilities
of omissions occurring in such listings, the responsibility for reporting all project grants remains with the
grantee. It will also be the responsibility of the grantee Institution 1o propare separate adfustment sheets for
each DHEW agency not represented on the tabulated lists provided to it by NIH,

Accountability of Sattiement Funds

A, When validation (by DHEW Agency) of the Summary Report of Expenditures Adj 1t Sheets for each

fiscal year or series of fiscal years has been accomplished, the resulting payment or collection of funds for all
DHEW Agencies will be handled through the Office of Financlal Management, Mational Institutes of Healtlh,
A single Treasury Check or Bill of Collection will be sent to each grantee Institution based upon the net total
dollars of indirect cost adjustments submitted and approved. All financial transactions will be processed
outside the Departmental Federal Assistonce Finsncing Systam rather then through normal grant
payment/collection procedures. Therefore, to maintain o reconciling balance with grant funds previously
received from DHEW, grantee Institutions are Instructed to charge an sccount other than the original grant

account with any Indirect cost settloment funds received or dishursed. Supplemental award notices will not be
issued for upward adjustments.

. Alter the adjustment sheet Is wbmitted, neither Increases nor decresses In indirect costs due 1o the

application of finsl negotinted rates are to be rellected In any way on Individual Report of Expenditures

previously submitted and/or processed. Adjustments 1o direct costs will continue to be reported In the usual
manner, in

Transmittel Requirements

A.

When linal Indirect cost rates aro negotiated, the DHEW Office of the Reglonal Comptroller will remind
groantens of the requirement 1o submit a Summary Neport ol Expenditures Adjustment Sheet within one (1)
yoar from the date ol execution of the negotlation nagreement. Il Summmy Repor| of Expenditures

Adjustment Sheels are not received within the time limitation, upwerd sdjustment of Indirect costs will not
be considared,

. Tha granten will prepare an original and two (2] coplos of the Summory Adjustment Report, cortily to the

accuracy and completeness ol the data reported, and forward to the lTollowing address:

Deparimant of Health, Education, and Wellare
National Institutes of Haalth

Oflice of Financial Managoment

Indirect Cost Management Soction

Bullding 31, Room B100O7

Dothasda, Maryland 20014

Acknowledgameant will hé sent the grontee Inatitution upon recelpt of thalr subimission, Coplas of thae

Summary Adjustmant Report will ba distributed by NIH to the applicalile Reglonal Audit Oflice and to each
awnrding Agoncy.

« Direct Inquiry regarding the subject material contalned heroln may be made by contacting the Indirect Cost

Management Section on (301) 490.6316,




APPENDIX 28
SUMMARY REPORT OF EXPENDITURES
ADAISTMENT BHEET
Inetvon Vacious VERaw Alwnative 18
Addrens __ Anywhere, US.A, A jpurtromon Period (Fed. Fisoad Yearl 7/1/85-6/20/68
T shoi Niibes Grant Number & Grant Budget Period Allowable Cont Brse Final 1/C Rate Allowabie | 1/C Paid Ve Cost Netl/C
. A Governing Dalx From [ To TOC | saw 1DC % I_ saw.% | |CAmount |Per ROE | Adjustment | Sharing | Adjustment
(&) 2 13 4 (8} {:1] "
Nationad |nsti-
tutet of Health
{a}  01-010000 1-RO1-HE-10000-01 B/1/65 TI31/68 $20,000 38,000 40.00 $3.200 32,400 $800 0 $800
18} 02020000 5.A01.HE2000002° ies 2nm/ey 20,000 8,000 |90%x 30.00) 2,180 3,800 (1,440) 0 11,4400
GD V1/85%
(C! 01.030000 1-R01-AM-80000-01 4f1/68 /e 20,000 8,900 80,00 4,800 3,200 1,600 8O 1520
Nk 01.031000 1-ROT-AM.40000-01 12/1/65 11/30/88 20 000 8,000 0.00 4,000 4,000 -0 -0 -0
(E}  01.040000 1-A01-AM-50000-01 5/1/68 430/87 20,000 8,000 40,00 3200 4,000 800} (40} {760}
T s1e0 540 $120
R il — ===
NOTES:

G | - Prepere ] sheat lor sach Agency (Office of Education, NIH, SRS, atc.], Show smounts 1o nasrest whole dollar.

(1) Obsin ber {rom sward t; arrangs in numerical order by flve digits of transaction number,

{2) Governing Date - For continuing projects for which the original swerd wes meds before Merch 1, 1965, indicats besic awerd date,

(3] Aecord sllowabls cost bass chargesble to grent; |f bese differsnt fram TDC or S&W, state the formula used.

(4) Show s line entry for sach difterent indirect cost ram used for e grant.

{§) Tha sliowsble IC smount for grants subject to statutory or administrative limitations should show only the sllowesble up 1o tha limitation, The sl {e amount
in thewa instences should be footnoted and expisined.

(6] RAwcord smount of indirect coat paid 1o your lmumliun-mmnn the annual report of expenditures,

{7) 1! cost sharing waes refiected in previous indirect cost to enter in this column by multiplying dolisrs of |C adjustrment x cost sharing rate.
Disregard this column if an institutional cost sharing mathod is used rether ‘than cost sharing by individusl grant fer the period indicated.

(8) Rate sivernative J is mandstory for use on all grents swerded after July 1, 1971, Rate siternative 3 masns that the indi cout rates iished for trie period In which
direct expenditures are sctusily mede sre soplied to those i 'I'Tm masn that sech grant budget yeer Lhat does not coincide with a grantes’s fiscel yrer will
slways heve two indirect cost retes applicable to esch grant budget yesr, Prior to July 1, 1971, grentees couid slsa elect 1o use either Rate alternstiva 2 or 1, Rate
sirernative 2 required that the | coet rate d for the fiscul period in which the preponderence (in time) of the grant budget yesr occurmed was applied to
the entire grant budget yeer. Rate siternativa 1 required that the indirect cost rate extablished for the fiscal year in which the grant budget yesr begen be sopliesd to the

) Prowsiona J0% S&W was finailzed at 40% S&W (IC 1 20% TOC)

(A) Provisionsl rate of 30% was finsllzed at amount using finel rete is less than $ | hersby certity that the above information s true,

8 ;;o:i:l::: -s?w?rmsu.w._ finalized at 30% SA&W (20/20 policy sopiles, claim limited 1o SO% x o R ate 10 the beer of my knowl ad

IC) Provisional ram of 40% S&W wee finalized at 0% S&W (cost shared through indlvidusl cost sharing that s pendi tures repored hive been made in sccofdance
sgreemant - 5% of tots project cownl, with appropsiaie grant policies.

(D] Provisional rate of 80% SAW wea finslized st 70% S&W (90/20 policy spplies, clalm limited 10 20% TDC), '

(E] Provisional rate of 50% S&W wes finalized at 40% SAW (con shered 5% through individusl cost
sharing sgreement), Signaturs & Title Date

&
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APPENDIX 2a
SUMMARY REPORT OF EXPENDITURES
ADJUSTMENT SHEET

Manous 1€ Aam Al 118}
Addrems  Anywhers US A Adpstrment Pericd (Fed. Fiscel Year) 7/1/65-6/30/66

Transaction Number

Grant Number & I Grant Bucget Period Allowstie Cont Bam Final 1/C Rate Allowsbile 1/C Paid We Cont Netl/C

Goverang Oatr ™ From | To Toc | saw TOC % ! saw-% | /CAmount |Per ROE | Adjustiment | Sharing | Adjustment
(1 a (e} 14) s 8 n
Nauaned Inmm-
tutes of Healty
(Al 01-010000 1-RO1-HE-10000-01 a/es 1731788 $20,000 $8.000 40.00 £3,200 $2,400 380G 50 5800
18) 02-020000 SROM-HE.20000-02 Y166 e 20,000 8,000 1 90%x 30.000 2.180 3,800 11,4400 -0 (1.440)
GD 31185
Q1 01-030000 1-A01-AM-£0000-01 4/1/88 yaver 20,000 RrX 60.00 4,800 3,200 1,600 BO 1520
N} 01031000 1-ADY-AM-40000-01 1211/65 11/30/68 20 000 8,000 20.00 4,000 4,000 “0- -0- -0
(E} 01 0a0000 1-A01-AM-50000-01 5/1/68 430/87 20,000 8,000 40.00 1,200 4,000 |BO0) (40} 17601
3160 £a0 5120
— s =t
NOTES:

Genersl - Prepare srparsm adjustment sheet for each Agency (Otfics of Education, NIH, SRS, ste.). Show smounts 1o nearest whole dollar,

in
k)
&7
141
i5)

18
in

[A)
-1

D)
{E}

Obmmn nu from sward armanga in numerical order by five digits of transection number,

Ge-nrmng Dm For continuing projects for which te ongnal sward was meds befors March 1, 1966, indicate basic ywerd dats.
cont bane 10 grant; if base cifferent from TOC or SAW, 1tata te formuls used,

Showuinmﬂm ‘ﬂrumdiﬂmhndunn:nﬂrl. used lnr;g‘m.

The sil Ic for grant ub 1o Y or

in twse imsmnces should be foototed and expleined.

Ascord smount of indirect cost pasd 10 YOUT INFTUTUGON &8 SAOWN oN the snual report of expend tures.

if coat snaring wes reflected in previous indirect cost clsimed, 10 entar in this column by multiplying doliars of IC adjustmant x cost sharing rate,

would show only ™he 1] ble up 10 the limitation. The silowabi:

Disregard tin col it mn 1 cost is used rether than cost sharing by individual grant for the period indicated.
Aate siternative 3 is mencstory for use on all anm awarded shvr July 1, 1971, Rete siternative 3 means that the indirect cost rates sstablished for te period in which
direct expenditures sre actualy made are vrd 10 those Thurhnr-mmmtwwumnmwtcmmmwlmnwm:lu:-! yeur will

alvays Nave fwo indirect Cost rates 200l icabie 10 sach grant budget yeer, Prior to July 1, 1971, grentees could alsa elsct 10 use sither Aare siternative 2 or 1, Rame
stemative 2 required that the indirect cost rate sstablished for the fiscal period In which m-m«ilntlmlafmlrmrlwnplvwmrndw-uulmd:o
the entre grant budget yesr, Aate & 1 reg that the indi cost rate d for the fiscal year in which the grant budget yesr begen be sppiied 1o the
entire grant budget yeer.

Provisional rate of 30% SEW v finalized st 40% S&W (IC amount using Hinsl rate is less then 20% TDC).
Prowisional rate of 50% S&W was finslized »1 30% S&W (90/20 policy soplies, cesm limited to 50% x
finel reme = SAW),

Proviuonal rem of 40% SAW wea finslized st 60% SAW (cost shared

| heretry certify hat tha sbowe information is Tue,
compiete and accurate 10 the bea of my knowiedge and

oh individusl cont shari hat ex Jenditures reportad haws Deen made in accordence

agresment - 5% of total promct cosal, with sooropriste grant policies

Provisonal rate of BO% SAW was finslized st 70% S&W (90/20 policy scplie, clsim lunited to 20% TDC. !

Provisonal rete of 50% SAW was finalized at 40% SAW (com shared 5% through individuasl cost

sharing sgresmen ), h.nlﬂrb Dsta
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NEGOTIATION AGREEMENT SECTION 1l: Genaral

A. LIMITATIONS: Use of the ratels) c Ined in this agr Is subject to any statutory or sdministrative
NON-PROFIT INSTITUTIONS Himitati snd is spplicable to a given grant or contract only to the extent that fundy sre svailable.
Date August 23, 1976 Acceptance of the rale(s) sgreed to hereln is predicated on the conditions: (1] that no costs other than those
Incurred by the Gi /C were Included In Its Indi cost pool c1 linally sccepted and that such
costs sro legal obligations of the Grantee/Contractor and allowsble under the governing cost principles,
PESTSYEIVION; - Camimiuami for Actiediiatug of FILING HEF,: This replaces (2] thet the same costs that have been treated as indirect costs are not claimed as direct costy, (3) that similar
dosmppeheonadiinbie Negotistion Agraement types of costs have been accorded consistent accounting & . 4nd 14) that the Information provided by
SH30= M Sheuas :i:l‘:d 14,1074 the Grantee/Contractor which was used a5 # basls for scceptance of the rate(s) agreed to herein is not

Chicaga, Hiinals 60638 Bugunt 3,973 subsequently found ta be materlally incomplete or Insccursto,
B. ACCOUNTING CHANGES: If a fixed or pred Ined ratels) I ined in this »g , it Is based on
The Indirect cost rate(s) contained herein Is for uss on grants and contracts with the Department of the accounting system In slfect at the time the proposal was prepared and the ag was neg d

Haalth, Education, snd Wellare subject 1o tha conditions contalned In Section 11 Changes to the method of sceounting for costs which aflect the smount of reimbursement resulting from the

use of thls ratels) require the prior spproval c* the office responsible for negotiating the rate(s) on behalf of

" : DHEW. Such change: Include but sre not limited 10 changes In the charging of » particular 1ype of cost from
SEEVIONS RATES ! Indirect to direct. Failure to obtain such approval may result In sub cost disall et
Etfective Pariod . Lol 5%'&'!! 1 C. FIXED RATES: If a fixed rate Iy 1 In this sge . 1t 1t based on an estimate of the costs which
Type From To Rate’ pcetions P ‘ will be Incurred during the perlod 1o which the rate spplies. When the sctusl costs for such perlod have been
12/3113 16.86% Al All Programs ) ined, an adj will be made In & subseq gotistlon to ¢ for the difference
Final :;:g: s i 17.4% Al All Programs batween those costs used 1o establish the fixed rate and sctusl costs.
Final .
Provislonal 11115 Untit Amended 17.4% L A Pogtems i D. REIMBURSEMENT: Indirect cost relmbursement on oll DHEW swards made subsequent 1o June 30, 1971
oA AT will be determined based upon the Indirect cost rates established for the fiscal petiod In which the applicable
*Base: Total direct salarles and wager 9 lringe direct expenditures are Incurred. For grants swarded prior 10 7/1/71 the Institution slected rate sl I
number 3.

Trestment of Fringr Benelits: Fringe banelits spplicable to direct salaties snd wagas are treated #3 direct
costs. E. NOTIFICATION TO FEDERAL AGENCIES: Coples of this document may be provided to other Federal
- offices a1 a means of notllylng them of the sgreement contalned hereln,
F. SPECIAL RFMARKS: None

By the Department of Health, Education,

By the Institution Wellaie

F’ )??m&',é/u It

Raymond L. Sikes hn J. Hamnien
Name Tame
President Reglonal Comptroller
Title Titie
1 September 1, 1976 Saptember 7, 1076
Date Date
Negotlated by _Willlam A, Ledorer
NA-1(N) e Telephone_(317) 2537401

an
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APPENDIX 4

GUIDELINES FOR USE IN ESTABLISHING FIXED
INDIRECT COST RATES WITH CARRY-FORWARD PROVISION

The guidelines set forth herein shall govern the establishment of fixed Indirect cost rates utilizing a carry-forward
provision. They are s comprehensive s possible at this time; in the event, however, of situations not specifically
covered herein, the Institution should request clarification from the appropriate Department of Health,
Educatlon, and Welfare Reglonal Comptroller cited In Section |. This guideline Is mesnt to describe tha
procedures for effecting the Carry-Forward Provision and to Identify situstions [not necessarily all situstions)
under which application of the Carry-Forward Previslon would not by appropriate. The guideline is not meant to
Imply thst the use of the Carry-Forward Provision Is mandstory alther on the Federasl Government or the
@antee/contractor institution,

I. The Carry-Forward Provision shall not be used as a device the purpase of which Is to transfer unrecovered
costs under one or more contracts and grants to other contracts und grants,

1. An Indirect cost rate(s) with s Carry-Forward Provision will not be utilized when all or a substantlal portion
of the Federal grants/contracts which provide for Indirect cost relmbursement to an Institution will expire
or be tarminated before the Carry-Forward can be effected.

Indirect cost rates with Carry-Forward Provision will be negotisted only for periods colncldent with an
Institution’s fiscal year,

IV, For purposes of computing under or over recovery In a glven rate perlod It will be assumed that
relmbursement of Indirect costs for that perlod was made st the fixed rate Irrespectiva of actual dollar
recovery, (NOTE: In unusual cases the dollar recovery may exceed the fixed rate recovery; the principles

still apply.)
V. The Carry-Forward will be accomplished by application of the lollowing formula:
(ab=c)~db=¢'
Whern:
= Fixed rate estrblished for a given fiscal perlod
= Diract cost baso exparlenced durlng the fixed rate perlod
= Dollar smount of Carry-Forward from prior pariod

= Dollar amount of Carry-Forward lor next negotiated perlod
d = Negotlatod actual rate for the glven fiscal porlod covered by rata (a).

Lo O -

Exampla:

1) Given that in FY 1073, the yeer prlor to the Initial year In which this Carry-Forward procadure Is 1o ba
utilized, institution XYZ exporienced an sciual Indirect cost tate of A% of direct salarlos and
wagos: total indirect costs of $3,200,000 + total diract salarles snd wages ol $8,000,000,

In the absence of data Indicating a material change In the Institution’s level of operations durlng Its next
liscal yoar, It s sgreed that the 40% rate will be fixed, with Coarry-Forward Provislon, for the
Insthtution's FY 1074 and, to maximize the adminlstiative ndvantages of the procedura the peiiod of
applicabllity Iy mxtended through the Institution’s FY 1076,

fio

R i e

2) Sometime after June 30, 1974, it is determined that the Institution’s actual rate for its FY 1974 was
43% of direct salaries and wages: total Indirect costs of $4,300,000+ total direct salary and wages of
$10,000,000. To determine the Carry-Forward smount the aforementioned formula s applied:

{ab=c) ~db = ¢!

Substituting: (40% X $10,000,000 - 0) — 43% X $10,000,000 = ¢
Simplifying $4,000,000 - $4,300,000 = —$300,000

Since the minus sign Indicates an underrecovery of $300,000 b

i ¥ the Institution during fiscal 1974, the
$300,000 is added 1o the previously determined pool of $4,300,000. The resultant rate of AG%
l“.&m.MOISTO,m.DNl Is fixed for the Instiution’s FY 1876, (NOTE: Since fiscal 1975 has already
been fixed it Is not possible 1o reopen the rate lor that year),

3 S;:r::lln:t li;tal;'.lum:], 1975 it Is determined that the Institution’s actual rate for its FY 1975 was 41%
Of direct sslaries snd wages: total Indirect costs of $3,690,000+ total direct salarl
$0,000,000. Again applying the formula: e g A

(ab =) = db = ¢
(40% X $9,000,000 - 0) —41% X $5,000,000 = ¢’
$3,600,000 - $3,680,000 ~ ~$90,000
Again, the Institution has an u
e e e S Bt
tince the base yoor, 1873, had no Carrv-F'nrwud :»blnm-mn11‘.“”“;“”‘I SHRAWEND L I ot Yo g
4) ﬁ::ll:::.n:!’nr .;r.l:’n:‘ ::D 1.878 It Is datermined that the Imtltnllnp‘l actual inte for FY 1076 was 30% of
ooty e 'ppm:o ::.:.:olr:l:l:?' costs of $3,627,000+ total Indliect solaries and wages of
(ab=¢) ~ dh = ¢
(16% X $9,300,000 - $300,000) - 30% X $0,300,000 = ¢!
($4,278,000 - $300,000) - $3,027,000 = ¢'
$3,078,000 — $3,627,000 « 1$351,000

In fiscal 1978 the Institution had an overrecovor
y of $361,000. Thus, a fixed mte of 36.2%
($3,622,000 ~ 351,000 divided by the $9,300,000 basae) It establishng for the Inatitutlon’s F ¢ 1970,

It Ix Impottant to understand that ¢ bacomes ¢ In the pariod during which the dollars ary carrled
Ill‘ir\-'wnn:! and that ¢ Is always exprossed as » dollar amoufit. The Iatter is necersary since the Hase will
novitably vary from period to patlod and consequently the differentisl If exprosied as a peicentage
rathar than a dollar smount would produce a distortlon,

vi 3: . general mile, the Inst actusl ate (adjusted for ony Carry-Forward from a tlor perlod) agreed ta by the

"» J;llﬂmm of Health, Fducation, and Whlfara Reglonal Comptralier and the Institution will b used s the

: ’::: ul'ntu fm“thn next Illip;al;lmi future perlod, However, whers there Is knowledge that an Instituslon's
operations or mix of Foderal sipport will matetlally change dur!  sucl ) f

duly considerad Iny establishing tha fixed rato, s 4 oG
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. In the event that an Institution hes » multiple rate structure developed on discrete beses, recovery will be
assumed to be st the appropriate fixed rate agsinst the corresponding base. The fixing of rates under a given 3. The FYE 6/30/74 carry forward Is computed,
rate structure in @ given yesr shall not preclude m Ister combination of such rates, or, conversely,
establishment of further discrete rates, for future periods. Gy
Dit. Base Forward
VIIl. When the actual rate for a period Is found to materlally vary from the rate which was fixed for that period, [ Fixed Negotiated (cl {dl (cIx(d]
and the resulting dollar variation Is so grest as to causa an unressoneble distortion in the next rate perlod’s . s ¥ _
overheod pool, the varlation may be carried forward to the next two rate perlods. However, this procedure 0"-?!1& Rate . 24% 26% % $10,000,000 $200,000
may not be used If Its ultimate effect will be the intensification of varisnces in future periods. i P‘:fl'uﬂﬂ g:!rl;:;pal’clbla -
LT Oy, 17 1 $10,000,000 100,000
IX, With respect to those institutions which currently have predetermined Indirect cost rates (only applicable On-Site Rate 40% 3% _Elbl $10,000,000 ﬂaml}
whera grants only have been swarded), the Carry-Forward Provision shall not be utllized until the beginning — =
of the Institution’s fiscal yesr following the terminal date of the predetermined rate period. In the event (a) The $300,000 underrecovery Is cartled forward to FYE 8/30/76 and used in determining the FYE
that the terminal date of the predetermined rate period does not colncide with the end of the Institution's 6/30/78 lixed rate.
regular fiscel year, the application of the Carry-Forward Provision will only be effective sgainst the bﬂla.
costs Incutred from the terminal date of the predetermined rate period until the end of the Institution’s i (b} The difference between the fixed and negotiated on-site rate spplied to the negotiated base to arrive
regular flscal yeor, In any succeading yesrs In which the terminal date s different from the fix:al yoer ot the carry forward essumes that recovery was made ot the on-site rate,
ending date, the bases will bo adjusted sccordingly. As s matter of policy, fixed rates will only be i 4
established lor periods colncident with the Institution’s fiscal yesr. « Aflixed rate is determined for FYE 6/30/78 prior to the beginning of that fiscal year,
X, To preclude Inequities to the Government and the Institution, and Institution may not changa its costing A Nepotioted Carry
pr :
procedures (Inchiding Its classilication of costs s direct or Indirect) without the written approval of the ) for Forwerd Fixed Rate
Department of Haalth, Education, snd Welfare Reglonal Comptroller. Such change(s) should preferably be I FYE 6/30/74 from for
made elfective at the beginning of a fixed rate perlod; If effective st a diffarent time, the Department of A = S EYE 6/30/74 Total FYE 6/30/76
Health, Education, and Wellare shall not be, but the Institution may be lisble for sny difference In risulting ] Ot-Sit 554 S e
. kel ,600,000 $200,000
- Portion of rate/ $ 2,800,000 28%
X1. In the event an off:site or other specisl rale is determined as s derivative of the on-slte rate (1.e. the rate Is | pool '“m‘"“b“ fo
determined by eliminating solected elements of the Indirect cost pool without establishing a corresponding t Dogis te only __ 1,700,000 100,000 1,800,000 18
discrete basa), It will ba assumed that rocovery was made st tho on-site rate. The cory lorward should be 1 nSite $43 00,000 $300,000 § 74,600,000 6%
1’ " : . — 1 -_—
computed a1 follows ] Basa _s__l__'_m $10,000,000
1. Fixed ratos with corry forward provision are sgreed to for the first time for the Institution’s FY 1074, In {a) FYE 6/30/74 data need
tha sbsence of data indicating s material change In the Institution’s level of operations from FY 1873 1o h current data must b:“not M.m::".mq"{ cunm]t c:"’ 'm'; be used where avallsble. However, more
FY 1874 It is further agreed that the fixed rates for FY 1374 will bo based on FY 1073 experienes, 3 and for the on-site pocl, ¥ . s In terms of dollors for the base, for the off-site pool
Fixed Rates for FYE 6/30/74 : & Sowelnt e G300, e actudd cut
y : et lor FYE 6/30/78 are negotlat well-
salary and woge base for [YE 6/30/76. egotiated as-well-as the total direct
On-Slte nlﬂ'l_-
ol = Nagotlated Rates and Base for FYE 6/30/76
2 Somatime alter 0/30/74, tha sctual rates for FYE 6/30/74 are nogotinted as-well-as tha total direct Rate Pool
sailary and wage base for FYE 0/30/74, = L9 Base
OnSlte .
Negotlated Rates and Base for FYE 6/30/74 . sy ;:: gg:g.gg::*:
* - 24,90,
fae Lool Bose Bate . $0,300,000
On-§lte 21, $4.300,000(n) ] {a) Sama ns footnota (a) under 2, shova,
Of1-Slta 20% $2,000,000(n)
Base $10,000,000{n)
(8} In negotiating sctual mtes for FYE 6/30/74, greement must slso ba resched on a negotiated base,
Tha negotinted basa samount Is nesdnd to determine the catry forwsrd smount, It Is not necmsary lo |
know Indlvidunlly negotlated elaments that make up elther the on-site or olfslte pool. The |
negotiated poolt for onslita and off-site are determined by applylng the negotiated rates to tha |
negotiated beu, In this llustration, the negotiated paols are only needed It FYE 6/30/74 negotinted |
daie Is used in the compuintion of lixed rates for FY'E 8/30/78,
02 63




@& The FYE 8/30/76 carry forward {s computed.

Grantee Received Granitee Should Have Recelved
In FYE 6/30/76 in FYE 6/30/76
Fixed FY 1976 Indirect FYE 1974 Total Camry
FRate Base Costs Carry Forward WNegotisted Indirect Costs Forwerd
Off-Site 28% $9,300,000 $2,604,000 £200,000 £2,045,000 $2,246,000 (5358,000)
Portion of rate/
pool spplicsble
to Onsiteonly  18% $0,300,000 _1,674,000 100,000 1,681,000 1,681,000 7,000
On-Site 6% $9,300000 $4278,000(b) 3300000 33,627,000 $3,927,000 ($351,000)(s)

{a) The $351,000 overrecovery Is carried forward to FYE 6/30/78 nnd used In determining the FYE
6/30/78 fixed rate.

(b} It haa been assumed that recovery was made at the on-site rate.
7. These computations have been restructured to [llustrate 8 carry forward process that begen In FYE

6/30/74 and tha fiscal years that ware subsequently sfected by the Initisl fixing of the Indirect cost
rate. A similer cycle would have been Initiated for the FYE 8/30/76 snd subsequent years,

L)
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Part A—Aid to Families With Dependent Children

Apprnpriation

lﬁ“"

Section 401. For the purpose of encournging the care of dependent’
children in their own homes or in the homes of relatives by enabling .\
each State to furnish financial assistance and rehabilitation and other

services, as far as practicable under the conditions in such State, to &7,

needy dependent children and Lhe parents or relatives with whom

they are living to help maintain and strengthen family life and to . &

help such parents or relatives to attain or retain capability for the.

maximum self-support and personal independence consistent with the
maintenance of continuing parental rare and protection, there is hereby
authorized to be appropriated for each fiscal year a sum sufficient to
carry ont the purposes of this part. The sums made availnble under
thig section shall be used for making payments to States which have
submitted, and had approved by the Secretary of Health, Education,

and Welfare, State plans for aid and services to needy families with
children. -

~“State Plans for Aid nnd Services to Needy Families With
Children

Sec. 402, (a) A State plan for aid and services to needy families
with children must—

(1) provide that it shull be in effect in all political subdivisions.
of the State, and, if administered by them, be mandatory upon them;

(2) provide for financinl participation hy the State; '

(8) either provide for the establishment or designation of a :ungla
State agency to administer the plan, or provide for the establishment
or designation of a single State agency to supervise the administration
of the plan;

! Thiw table of contents doen not appear in the law,
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~ (4) provide for granting an opportunity for a fair hearing before

the State agency to any individual whose claim for aid to families with

dependent children is demed or is not acted upon with reasonable
_ promptnessa; . -

(5) provide such methods of' administration (including after
January 1, 1940, methods relating to the establishment and mainte-
nance of personnel standards on a merit basis, except that the Secre-
tary shall exercise no authority with respect to the selection, tenure of
office, and compensation of any individual employed in accordance
with such methods) as are found by the Secretary to be necessary for
the proper and efficient operation of the plan; and !

(8) provide that the State agency will make such reports, in
such form and containing such information, as the Secretary may
from time to time require; and comply with such provisions as the
Secretary may from time to time find necessary to assure the correct-
ness and verification of such reports;

(7) except as may be otherwise provided in clause (8), provide
that the State agency shall, in determining need, take into considera-
tion any other income and resources of any child or relative claiming
aid to families with dependent children, or of any other individual
(living in the same home as such child and relative) whose needs the
State determines should be considered in determining the need of the
child or relative rlaiming such aid, as well as any expenses reasonably
attributable to the earning of any such income; *

!In the case of Guam, Puerto Rlco, and the Virgin Islands, Section 402(a)(3) remds
a3 followe

"(8) previde (A) such' raethods of admivistration (lacluding after January 1, 1940,
methods reinting to the estnblishiment and malntenance of pernonnel standnrds on a merit
banrls, excapt thnt the Secratary shall exercine no avtharity with respect to the selection,
tenure of office, and compensation of any Individual employed In nccordance with such
methode) as are fonnd by the Secretary to be necensary for the proper and eficlent oper-
atlom of the plan, and (B) for the training and efMective use of pnld subprofeasionsl staf,
with particular emphasls on the full-time or part-time employment of reclplents and
other persons of low Income, as community servicea nides, In the administration of the
plan and for the nse of nonpald or partiaily pald voluntesrs In a soclal service volunteer
program In providing services to applicants and reciplents and in asaisting any advinory
cominittess established by the Stata agency; and",

' P L. D0-248, rec. 248(c), providen:

“Effective July 1, 10060, naitber the provisions of clauses (A) throogh (C) of section
402(n) (7) of such Act an In effect Lefore the enactment of thls Act nor the provisions
of sectiom 402(a)(8) of woch Azt as amandsd by sectiom 202(b) of this Act shall apply
In the case of Paecto Rico, the Virgin Islands, or Guam. Effective no Inter than July 1,
1072, the State plans of Nuerto Rico, the Virzin Iulands, and Guam approved under sec-
tion 402 of such Aet shall provide for the disregarding of Income In making the deter-
minatHow under: sectiom 402(a) (T) of ruch Act In amounts (agreed to betwoen the Secre-
tnry and the) State sgencies Involved) mfciuntly lower than the amounts specified In
section 402(a) (8) of such’ Act to reflect approjriately thw applicabla differences In Income
lovelnt - . .

PL M? (1A lOl(cHl}. provides:

“Notwithatandiag the provisions of section 402/n) of the Social Security Act, in addttion
to the nmounts required to ba disrecarded under clansy (8)Y(A) of auch sectior, there In
Impossd the requirement (And- the Stute plmw shall be deemed Lo Include the reqoirement)
that fwe'the 15 months beginning July 1. 1978, In ma'uug the determination under clanse
(7). the:Btate agency shall with respect to any montn In such rear and In addition to the
amounts remired to be disregarded under clanse (8) (A), disregard amounts payable under
nectlon 407(a) (1)."
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(8) provide that, in making the determination under clause (7)),
the State agzency—
(A) shall with respect to any month disregard— !

(i) all of the earned income of each dependent child re-
ceiving aid to families with dependent children who is (as
determined by the State in accordance with standards pre-
scribed by the Secretary) a full-time student or part-time

- student who is not a full-time employee attending a school,
college, or university, or a course of vocational or technical
training designed to fit him for gainful employment, and

(ii) in the case of earned income of a dependent child not
included under clause (i), a relative receiving such aid, and
any other individual (living in the same home as such rela-
tive and child) whose needs are tuken into account in making
such determination, the first $30 of the total of such earned
income for such month plus one-third of the remainder of
such income for such month (except that the provisions of
this clause (ii) shall not apply to earned income derived from
participation on a project maintained under the programs

, established by section 432(h) (2) and (3));and
(B) (i) may, subject to the limitations prescribed by the
Secretary, permit all or any portion of the earned or other income
I. to be set aside for future identifinble needs of a dependent child,
l and (ii) may, hefore disregarding the amounts referred to in sub-
‘ paragraph (A) and clause (i) of this subparagraph, disregard
not more than $5 per month of any income; except that, with
respect to any month, the State ngency shall not disregard any
earned income (other than income referred to in subparagraph
(B)) of—
(C) any one of the persons specified in clause (ii) of subpara-
graph (A) if such person— '
(i) terminated his employment or reduced his earned in-
come without good cause within such period (of not less than
30 days) preceding such month as may be preseribed by the
Secretary; or
(ii) refused without good cause, within such period pre-
ceding such month ns may be prescribed by the Secretary, to
-accept employment in which he is able to engage which is
offered through the public employment offices of the State. or
is otherwiso offered hy an employer if the offer of such em-
ployer is determined by the State or locnl agency administer-
ing the State plan, after notification by him, to be a bona fide
offer of employment; or
(D) any of such parsons specified in clanse (ii) of subpara-
graph (A) if with respect to such month the income of the’ per-

d
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sons so specified (within the meaning of clause (7)) was in excess
of their need as determined by the State agency pursuant to

.. clause (7) (without regard to clause (8) ), unless, for any one of
the four months preceding such montl, the needs of such person
were met by the furnishing of aid under the plan;*

= (9) provide safeguards which restrict the use of disclosure of

.-'I‘._.

o)
oy
<

s
fodes LY m

information concerning applicants or recipients to purposes directly

. ‘connected with (A) the administration of the plan of the State ap-

proved under this part, the plan or program of the State under part

©_ B.C, or D o8 this titlo or under title T, X, KTV, XVI, XIX, or XX,

or the sup-dlemental security income program established by title X VT,
(B) any investigation, prosecution, or criminal or civil proceeding,
conducted in connection with the administration of any such plan or

.. .program, and (C) the administration of any other Federal or fed-

erally assigned program which provides assistance, in cash or in kind,
or services, directly to individuals on the basis of need ; and the safe-
guards so provided shall prohibit disclosure, to any committee or a
legislative body, of any information which identifies by name or
address any such applicant or recipient ; 2
- (10) provide, effective July 1, 1951, that all individuals wishing to
make application for aid to families with dependent children shall
have opportunity to do so, and that aid to families with dependent
children shall, subject to paragraphs (25) and (26), be furnished with
reasonable promptness to'all eligible individuals; ?

(11) provide for prompt notics (including the transmittal of all

“relevant information) to the State child support collection agency

(established pursuant to part D of this title) of the furnishing of aid
to families with dependent children with respect to a child who has
been deserted or nbandoned by a parent (including a child born out of
wedlock without regard to whether the paternity of such child has
been established) ; *

(12) provide, effective October 1, 1950, that no aid will be fur-
nished any individual under the plan with respect to any period with

‘respect to which he is receiving old-age assistance under the State
- plan approved under section 2 of this Act; “H
~.1.(13) [Repealed].*
" " (14) [Repealed].*

~ (15) provideas part of the program of the State for the provision of
services under title XX (A) for the development of a program, for

+ - emch appropriate relativa and dependent child receiving aid 1:nder the

plan and for each appropriate individual (living in the same home as a

* - relative and child receiving such aid) whose needs are taken into ac-

count in making the determination under clause (7), for preventing

1 Boe also sectiom 101(¢) (1) of Public Law 83-847.

"Hection 402(a) (D) wan amended by Public Lawn 93-84T7 and D4-R8,

* Hectlons 402(a) (10) and 402(n) (11) were amended by Public Law 03-647.
¢ Bee tootnote 1 on page 212,
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or reducing the incidence of births out of wedlock and otherwise
strengthening family life, and for implementing such program by
assuring that in all appropriate cases (including minors who can be
considered to be sexually active) family planning services are offered
to them and are provided promptly (directly or under arrangements
with others) to all individuals voluntarily requesting such services,
but acceptance of family planning services provided under the plan
shall be voluntary on the part of such members and individuals and
shall not be a prerequisite to eligibility for or the receipt of any other
service under the plan; and (B) to the extent that services provided
under this clause or clause (14) are furnished by the staff of the State
agency or the Jocal agency administering the State plan in cach of the
political subdivisions of the State, for the establishment of a single
organizational unit in such State or local agency, as the case may be,
responsible for the furnishing of such services: !

(16) provide that where the State agency has reason to believe that
the home in which a relative and child receiving aid reside is unsuit-
able for the child because of the neglect. abuse, or exploitation of such
child it shall bring such condition to the attention of the appropriate
court or law enforcement agencies in the State, providing such data
with respect to the situation it may have;

(17) [Repealed].

(18) [Repealed].

(19) provide—

'In the case of Guam, Puerto Rleo, and the Virgin Islands, section 402(a) (13), (14),
and (15) read as (ollows:

“(13) provide n description of the services which the State ngency makes avallnble
fo maintaln and strengthen family life for chlldren, Including a descriotinn of the rtepm
taken to assure, in the provislon of such services. maximum utilization of other agen-
cles providing simllar or relnted services:

"(14) provide for the development and npplication of o program for suech fnmily serv.
lees ns defloed In sectlon 406(d) and child welfare services, ag defined In <actlon 405,
for ench c' {14 amd relative who recelves alil ta famllles with dependent chiliiren and
ench apprenciate Individeal (living In the same home as a relative and <hilo recelring
such ald whose needs are taken Inta neeount In making the determination under clause
§7)), a3 may ba necessary In the lght of the partleninr home conditions and ather needs
of such ehlld, relative. and Indivlinals, In order to assiat such child, relative, and In-
dividuals to attaln or retaln capabllity for self-«upnort and care awl In order to mala-
tain and steensthon family e and to foster child development ;

"(13) provide (A) for the development of a program, for each approprinte relativa nnd
tependent child recelving ald nnder the plan and for each np~ronrinte Individual (living
In the same home ns a relative and ehlld recelving sueh ald) whose geeds are tnken Into
neconnt In mnking the determination under clause (7), for praventfig or reducing the
Incldence of hirths out of wedlock and otherwine atrengthenlng famlly life, and for
Implementing such program by azsuving that In all npproprinte cases (Ineluding minors
who can he ransidered to be sexunlly active) family planning rervices nre offersd to
them and are provided promptly (directly or under nrrangements with othera) to all
Indlvidunls voluntarily requesting aneh serviees, hnt neceptance of family planning
services provided wnider the plan shall ba valuntary on the pnret of such members nand
Individuale and shall oot ba a prerequisite to #Hgibility for or the receipt of nny .other
service under the plan: and (D) to the extent that services provided under this clause
or clause (14) are furnished hy the staff of the State ngency or the local agency ad-
ministering the State plan In ench of the political subdivislons of the State, for the
estahlishment of a «lncle organivational unit In such State or local agency, ag the cane
may be, responaible for the furnlshing of such service:".




(A) that every individual. as a condition of eligibility for and
under this part, shall register for manpower services, training,

- and employment as provided by regulations of the Secretary of

Labor, unless such individual is—

(1) a child who is under age 16 or attending school full
time; - &

(ii) a person who is ill, incapacitated, or of advanced age;
. (iii) a person so remote from a work incentive project
that his effective participation is precluded ;

(iv) a person whose presence in the home is required be-
cause of illness or incapacity of another member of the house-
hold ; > :

(v) a mother or other relative of a child under the age of
six who is caring for the child; or

(vi) the mother or other female caretaker of a child, if
the father or another adult male relative is in the home and
not excluded by clause (i). (ii), (iii), or (iv) of this subpara-
graph (unless he has failed to register as 1 :quired by this
subparagraph, or has been found by the Secretary of Labor
under section 433(g) to have refused without good cause to
participate under & work incentive program or accept
employment as described in subparagraph (F) of this
paragraph) ;

and that any individual referred to in clause (v) shall be advised
of her option to register, if she so desires, pursuant to this para-
graph, and shall be informed of the child care services (if any)
which will be available to her in the event she should decide so
to register;

(B) that aid under the plan will not be denied by reason of
such registration or the individual’s certification to the Secretary
of Labor under subparagraph (G) of this paragraph, or by
reason of an individual’s participation on a project under the
program estublished by section 432(b) (2) or (3) ;

(C) for arrongements to assure that there will be made a
non-Federal contribution to the work incentive programs estab-
lished by part C by appropriate ngencies of the State or private
organizations of 10 per centum of the cost of such programs, as
specified in section 435(b) :

(D) that (i) training incentives authorized under section
434, and income derived from a special work project under the

_program established by section 432(b) (3) shall be disregarded

in determining the needs of an individual under section 402(a)
(7), and (ii) in determining such individual’s needs the addi-
tional expenses attributable to his participation in a program
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cotablished by section 432(b) (2) or (3) shall be taken jne
account; '

(E) [Repealed].
(F) that if and for so long as any child, relative, or individua] H
(certified to the Secretary of Labor pursuant to subparagraph i,

consistent with the purposes of such part C, or to have refused

’ without gzood cause to‘accepl: employment in which he isableto * L
eng .ge which is offered through the public employment offices of i
the State, or is otherwise offered by an employer if the offer of 3
such employer is determined, after notification by him, to be a é
bona fide offer of employment—

(i) if the relative makes such refusal, such relative’s :
needs shall not be taken into account in making the deter-
mination under clause (7), and aid for any dependent child
in the family in the form of payments of the type described -
in section 406(b) (2) (which in such a case shall be without. * =
regard to clauses (A) through (E) thereof) or sectior, 408
will be made

(ii) aid with respect to a dependent child will be denied
if a child who is the only child receiving aid in the family
makes such refusal ;

(ili) if there is more than one child receiving aid in
the family, nid for any such child will be denied (and his
needs will not be taken into account in making the deter-
mination under clause (7)) if that child makes such refusal;

' and
(iv) if such individual makes such refusal, such individ-
. ual’s needs shall not he taken into account in making the
determination nunder clause (7) ;
except that the State agency shall for a period of sixty days, make
payments of the type deseribed in section 408(b) (2) (without
regard to clauses (A) through (E) thereof) on behal.of the rela-
tive specified in clanse (i), or continue aid in the cese of a child
specified in clause (ii) or (iii), or take the individual’s needs into °
account in the case of an individuul specified in clause (iv), but
only if during such period such child, relative, or individual ac-
cepts counseling or other services (which the State agency shall
make available to snch child, relative, or individual) nimed at
persunding such relative, child, or individual, as the case may be,
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to participate in such progrum in accordance with the determina-
tion of the Secretary of Labor; and

(G) that the State ugency will have in cffect a special prograin
which (i) will be administered by a separate administrative unit _
and the emiployees of which will, to the maximum extent feasible,
perform services only in connection with the administration of
such program, (ii) will provide (through arrangements with
others or otherwise) for individuals who have been registered
pursuant to subparagraph (), in accordance with the order of
priority listed in section 433(a), such health, vocational rehabili-
tation, counseling, child care, and other socinl nnd supportive
services ns are necessary to enable such individuals to accept em-
ployment or receive manpower training provided under part C,
and will, when arrangements have been made to provide necessary
supportive services, including child care, certify to the Secretary
of Labor those individuals who are ready for employment or train.
ing under part C, (iii) will participate in the development of
operational and employability plans under section 433 (b) ; and
(iv) provides for purposes of clause (ii), that, when more than
one kind of child care is available, the mother may choose the type,
but she may not refuse to accept child care services if they are
available;

(20) effective July 1, 1960, provide for aid to families with de-
pendent children in the form of foster care in aceordance with section

‘ 408;
‘ (21) [Repealed].
7 (22) [Repealed].

(23) provide that by July 1, 1969, the amounts used by the State to
determine the needs of individuals will have been adjusted to reflect
fully changes in living costs since such amouuts were established, and
any maximums that the State imposes on the amonnt of nid paid to

j families will have been proportionately adjusted ;

J (21) provide that if an individual is receivine benefits under title

, XVTI, then, for the period for which such benefits are received. such

r individual shall not be regnrded as n member of o family for purposes
of determining the amount of the benefits of the family under this title
and his income and resources shall not be counted as income and
resources of a family under this titie:

(25) provide (A) that, as a condition of eligibility under the plan,
ench applicant for or recipient of aid shall furnish to the State ngency
his social security nccount number (or numbers, if he has mors than
one such number), and (B) that such State agency shall utilize such
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account numbers, in addition to any other means of identification it

*may determine to employ in the administration of such plan;! 3
(26) provide that, as a condition of eligibility for aid, each applicant <

or recipient will be required—

(A) to ussign the State any rights to support from any other- -~

person such applicant may have (1) in his own behalf or in behalf
of any other family member for whom the applicant is applying

for cr receiving aid, and (ii) which have accrued at the time such °

assignment is executed,

(B) to cooperate with the State (i) in establishing the pater-
nity of a child born out of wedlock with respect to whom aid is-

claimed, and (ii) in obtaining support payments for such appli-
cant and for a-child with respect to whom such aid is claimed, or
in obtaining any other payments or property due such applicant
or such child, unless (in either case) such applicant or recipient is.
found to have good cause for refusing to cooperate as determined
by the State agency in accordance with standards prescribed by
the Sccretary, which standards shall take into consideration the
best interests of the child on whose behalf aid is claimed; and
that, 1f the relative with whom a child is living is found to be
ineligible because of failure to comply with the requirements of
subparagraphs (A) and (B) of this paragraph, any aid for wh, h
such child is eligible will be provided in the form of protective
payments as described in section 406(b) (2) (without regard to
subparagraphs (A) tarough (E) of such section) ;' *

(27) provide, that the State has in effect a plan approved under
part D and operate a child support program in conformity with such
plan;and '?

(28) provide that, in determining the amount of aid to which an
eligible family is entitled, any portion of the amounts collected in any
particular month as child su pport pursuant to a plan approved under
furt D, and retained by the State under section 457, which (under the
State plan approved under this part as in etiect both during July 1975
and during that particular month) would not have caused a recluction
in the amount of aid paid to the family if such amounts had been paid
directly to the family, shall be ndded to the amount of.aid otherwise
payable to such family under thp State plan approved under this part.t

(b) The Secretary shall approve any plan which fulfills the condi-
tions specified in subsection (), except that he shall not approve any
plan which imposes as a condition of eligibility for aid to families

' Sectione 402(n) (25), 402(n) (28), and 402(n) 127} wern added by Public Law 03-84T,

! Hectlon m‘.!inn:.‘sl was amended by Dublle law 04-8K8. Sem also sectlons 201 (a),
2111!'!::. And 208¢d) of Poblle Law 94-58 peinted In thia document on pp, 108 and 700

* Jectlon 402(n) (27) wan amended by Public Law B4-BA, See wlso section 201 (a) of
Publie Law D4-8K,

‘ Section 402 (a) (28) added br Publie Law 04-H8,
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with dependent children a residence requirement which denies aid
with-respect to any child residing in the State (1) who has resided in
the State for one year immediately preceding the application for such
aid, or (2) who was born: within one year immediately preceding the
lppl.lmhon, if the- parent or other relative with whom the child is liv-
ing: uas realded in: the Stnta for one year 1mmedutely preceding the
birthe::- 2

(¢) The Secntnry aha.ll on the basis of l'ua review of the reports
received fromr the States under clause (15) of subsection (a), compile
such dats as he'believes necessary and from' time to time publish his
findings as to the effectiveness of the programs developed and admin-
istered by the States under such clause. The Secretary shall annually
report to the Congrees. {with the first such report being made on or
§ before July 1, 1970) on the programs developed and administered by
each States under such clause (15).

Payment to States

See. 403.' (a) From the sums approprinted thercfor, the Secre-
tary of the Treasury shall pay to each State which has an approved
plan for aid and services to needy families with children, for each
quarter, beginning with the quarter commencing October 1, 1958—

(1) in the case of anmy State other than Puerto Rico, the Virgin
Islands, and Guam, an amount equal to the sum of the following
: proportions of the total amounts expended during such quarter
j a8 aid to families with dependent children under the State plan
’ (including  expenditures for premiums under part B of title
XVIII for individuals who are recipients of money payments un-
der such plan and other insurance premiums for medical or any

other type of remedial care or the cost thereof)—

(A) five-sixths of such expenditures, not counting so much
of any expenditure with respect to any month as exceeds the
product of $18 multiplied by the total number of recipients
of aid to families with dependent, children for such month
(which total number, for purposes of this subsection, means
(i) the number of individuals with respect to whom such aid
in the form of money payments is paid for such month, plus

~ (ii) the number of other individuals with respect to whom

expenditures were made in such month ag aid to families with

dependent children in the form of medical or any other type

of remedial carey plus (iii) the number of individuals, not

. ~ counted under clause (i) or (ii), with respect to whom pay-
* ments described in section 406(b) (2) are made in such month

! Sew also section 308 of P,l. 94-364 which Is printrd In this document ou page B48,

M4m o-T-14
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and included as expenditures for purposes of this paragraph. *
~ or'paragraph (2)) ;plus s e ioii o TR AR
(B) the Federal percentage of the amount. by which sueh -’
expenditures exceed the maximum - which, may be: counted, - .
under clause (A); not counting so- much of any expénditure %
with: respeet to any month as exceeds (1) the product of $3% %
multiplied by the total number of recipients of aid to fumilied, .. =
with dependent children (other than sach aid in:the form: %)
of foster care). for such month, plus (ii). the product of $1067H
r “+ .. multiplied by-'tha:t‘&il_fnumbei'af.rmipienia of aid to familjemy 5
| with dependent children:in the form: of: foster care: for such - .
; -month; and 3 2T ARy ey R : S el IR
I (2) in the case of Puerto Rico, the Virgin Islands, and Guam; . -2
an amount equal to one-half of the total of the sums expended. .:
during such quarter as aid to families with dependent.children- !
| under the State plan (including expenditures for premiums under. -
part B of Title XVIII for individuals who are recipients of,
money payments under such plan and other insurance premiums:
for medical or any other type of remedial care or the cost thereof)...
not counting so much of any expendituro with respect to any:.
month as exceeds $18 multiplied by the total number of recipients, "*.
| of such aid for such month; and * b vy
(3) in the case of any State, an amount equal to the sum of
the following proportions of the total amounts expended during,_
such quarter as found necessary by the Secretary of Health, Edu- .
cation, and Welfare for the proper and efficient administration
of the State plan— ,
(A) 75 per centum of so much of such expenditures as are
for the training (including both short- and long-term train-
[ ing at educational institutions through grants to such insti-
' -z~ tutions or by direct financial nssistance to students enrolled "
in such institutions) of personnal employed or preparing for
employment by the State agency or by the local agency
administering the plan in the political subdivision, and
(B) one-half of the remainder of such expendifures,
except. that no pnyment shall -be made with. respect to amonnts ax--
pended in connection with the provision of any service described .
in section 2002(n) (1) of this Act other than services the provision of

o) o

s

PP AR W i 8

58/ 90

bl

PR

T
—

_.,‘ . _
g A g o Y S
R T 1 VA kAT

! Pursuant to aco. B of the Aet of Apetl: 1D, 1030~ (A€ Stak: 44; 47), the Bncrotary uf the
Treasury muat alro. pay ta the States, in addition to'the amonnts prodnced by sec, 408(a)
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which is: required. by. section 402(..) (19). to: be- included in the pln.n
afthesm ml"' "‘::'-_ TH IOy Gl Lt el v-n;_---.;..{. TR S R

(4): [Repéaled]. Lo oty il Aol S

lInnﬂleeln efm l‘mto Bl:o. nd tho V’lru!n illlldl. neﬂu IOS(&)(S) nl.dr

as follews :°: = ”"" i LA
(3} In the case. ot m luh._m mt tquxl to un-uun of- the- rounwlnl- propor-
tions. of the: toinl ameurts  expended during, such Quarter. as found necessary by the-
Secretary- of Nealth,- m:ulu. and \l‘tlhn for tht pruw. nnd tﬂdut ldninllmﬂu
of the Btate plan— . .. Y
(A 75 per mntmu ‘of ‘5o mneh of such umdmnu as are fnr-- >
L) oupref the sarvices: described. in: clauses. (14) asd- (18) of section mm
7 Whigh: are- - 2rovided. to any. chlld.or relutive who. is. receiving atd ‘umder the: plan,
N to any’ ctha Individunl (living in the: umrbomc as such relntive and child)
Zwhosi: nésds: are taken: Into acrount ln mmm the: dettrmhanow under clause

(7) of such secties,.
~(iIr afty of the services described in clnum (14] ud uz; nl' uetmr 402(a)
~ i whicfi“arve’ provided .to- any: child or relative who:ls applying: fov ald to familles
with. dependent. children or who, with'n such peried or periods as' the.Seers-
tary may pr-eribe h:u been or s likely ln h!ﬂlml an u-plluml: for or reciplent

of swch nid,

(i) the: t.u.lnlnr [lndudln: both sbart- I.Ild. Ionptam t'u!nln; nt edoes-
ticoal' institntiens: through: grants: to gash Inntitutions or’' by direet Sumancial
asditasce. to students enrolled In such.institutions): of perzonnel employed or
preparing for employment by tha State agemcy or by Uu Iﬂul agency, adminie-
tertng the pla.n in the political subdivision.

& “(B) one-half of the.remainder of sech expenditores. - g
"“The services referred to In subparagraph (A) shall {nelude only—
“(C) serviesm provided: by the staff’ of the State agency; or of the loeal’ uuq
adminjstering. tha Btate plan in: the polltical subditisien: Preeidsd, That ne funds
. autborised. under- this. part shall be avallable for Sirvice defined as Yocational re-
habilitztion’ services under the Voestional Rehabilitation Aet (1) whieh are avallable
to lodlividualy im need:of them: wader programs for thelr rehabilifation carried on
under.a. Stnte plan approved under such Act; or (11) which the State sgancy or agso-
cles: sdministering or supervising ths sdministration of the- State-plam approved
under sueli.Act’ are.nble. and willlag to. provide If reimburesd. for: the. cost thereef
pursuant to agreement under subparagraph (D), If provided by such staff, and
“{D) undér conditions which shall be prescribed Ly the Becretary, services which
in the judgment of the Binte aganey cannot be nas economically or as efectivaly pro-
vided by the staff of such State or local agency and are not otherwise ressonably
nvallable to individunls In need of them, and which are provided, porsuant to, agree-
inent with. the State agency, by the State Health nuthority or the State agency or
agencies administering or supecvising the administratiom of the Stata plan for Yoca-
. tiemal rebabiiitation servises. appreved under the Vocational Rebabllitation Aet or by
: any othar Btate agency which' the Becrutary may determine to be appropriate (whether
provided by ita staff or by contraet with publie (local) or momprofit private ageacies) ;
except that services described in clanse (11} of subparagriiph (C) hereof may be provided
only pursuant to agreement. with such State agency or igsncles administering or supaer-
vising the admimistration of the Stata plan far vocational rshabilitation services so
approved ; and exvept that, to the axtsat specified ¥ the |feeretary, child-welfars services,
family planning servicss, and family ssrvices may be privided from sources oibar tham
those referred: te-im sabparsgrapha (C) asd (D). The portiom of tha amount expended
for admintstraties’ of  the Biate plam te which mabparagraph:(A) applfes and thd portioa
thereof to which. sabparagraph (B) appliss shall.be detsimined In accordance with such
methods and procedures as may be permitted by the Secietary,”.
Bection 748(D)F of ‘the Bocir) Security Amendments ot 1967 alse applles:
“({b) Netwithstandlag subparagraphs, (A) and. (B} of. section 403(a)(3). af such
Act. (ax amended this Act), the rate wpeeified in: syeh subparagraphs In the case of
Puerto. Rice, th.l"lrﬂn ll.lnd.n. amd Qoam, unll te 60 p-rcutnu (rathse tham
150!“9-!«‘.‘-!!-) ey pe R, it
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(5) in the case of any State, an amount equal to 50 per centum - -
of the totsl amount expended under the State plan daring sueh ;3
. quarter’ as emergency assistance to needy families:with clnldm:.ﬂ
The number of individuals with respect to whom payments. . de= s
scribed in saction 408(b)(2) are made for any month, who: mag: hiﬁ
included a8 recipients of aid to: families with dependent chiildren-for; ~
purposes of paragraph (1) or (2), may not exceed 10 per eentnm of
the number of other recipients of aid to families with dependent ¢hil:
dren. for such month.. In computing such 10. percent, .there lhlll;:ot
be taken into: account md.lwdua.!s ‘with® respect to. whom such- pay=
ments are mads for any month in accordance with mchon-ioz(n) (19]
(F) or section 402(a) (28).* <
(b) The melhod of cumputmg lnd paymg such mnounb lhl.ll l;ah :
as follows:. W

-

(1) The Secretary of Henlth,, Educntmn, and Welfnra uhnll,'._-j
prior to the beginning of each quarter, estimate the amount-to--
be.paid to the State for such quarter under the provisions: of -
subsection (a), such. estimate to be based on (A) a report filed: "

-

by the State containing its: estimste of the total sum to be. ax-'; T

-----

pended in such quarter in accordance with the - jvisions of such 5
subsectionand statiny the amount appropriatea or made available -7
by the Stat and its political subdivisions for such. expmd.ituru“ﬂ’:.j-
_in' such quarrters; and if such amount ie less than the State’s pro---: 'iﬁ
. ... portionate share of the total sum of such estimatsd expenditures,
" the source or sources from-which the differsnce-is-expected to-be:”
. derived, (B). records showing the number of dependent children 2
in' the State, and (C) such other mvustlg-ntmn as ‘the’ Secmtnry
may find necessary. . :
(2) The Secretary of Haalth Edwcat:on, and Welfam shsll
then certify to the Secretary of . tho Treasury the amount so esti-
mated by the Secretary of Health, Education; and Welfare; (A) -
2+ reduced or increased, as the-case may bs, by any sum by which the: '~
Secretary of Heslth, Education, and Welfare finds that his esti- |
mate for any prior quarter was greator or less than the amount
whiich should have been paid to the-State for such quarter, and' -
_ (B) reduced by a sum.equivalent to.the pro rats. Sare to which. -
the Urited Slatesis equitably entitled; as detsrmined by the Sec-
retary of Health, Edncation, and Welfare, of the net amount re-
covered during any prior quarter by’ the Stnte’or-any political
qubdivision thereof with respect to-nid to families. w:&xdapmdmt :
children- furnished under the State plan; except that snch in-
creases or reductions shall not be mads to the extent that such

HE R
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1 Section 408 (a) was anended by Public Law 94-88.
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sums: have been applied to make the amount certified for any

- prior quarter greater or: less than the amount estimated by the

.. Secretary of Health, Educ:t.mn,— and Welfare for such prior

: qun.rter. :

.« (3): The Slm'etary-ofths Treasury shall thereupon, through

_ the Fiscal Service of the Treasury Department and prior to audit:

.-or settlement by:the General Accounting Office, pay to the State,

8t the time or times fixed by the Secretary of Health, Educl.twn,
. and Welfare, the amount so certified. -

(c), Notwithstanding any other provision of this Act, the Federal
sluu'n of assistance payments under this part shall be reduced with
mspoctto any State for any fiscal year after June 30, 1973, by one per-
centage point for each percentage point by which the number of indi-
viduals certified under the program of such State established pursuant

. to section 402(.4) (19) (G), to the local employment office of the Stata

28 being ready for employment or training under part C, is less than 15
per centum of the average number of individuals in such State who,
during such year, are required to be registered pursuant to section
402(a) (19) (A).

-(d) (1) Notwithstanding subparagraph  (A) of subsection (a)(3)
the rate specified in snch subparagraph shal be 90 per centum (rather
than 75 per centum) with respect to-social and supportive services pro-
vided pursuant to section 402(a) (19) (G).

(2) Of the sums authorized by section 401 to be appropriated for
tha fiscal year endir ¢ June 30, 1973, not more than $750,000,000 shall
be appropriated to the Seeret.nry for payments with respect t« services:
to which paragraph (1) applies: '

(o) [Repealed].*

(£) Notwithstanding any other provision of this section, the
amonnt payable to any State under this part for quarters in a fiscal
year shall with respect to quarters in fiscal years beginning after
June 30, 1973, be reduced by 1 per centum (calculated without regard
to any reduction under section 403(g)) of such amount if such State—

(1) in the immediately preceding fiscal year failed to carry
out the provisions of section 402(a) (15) (B) as pertain to requir-
ing the offering and a.rrange.mnnt for pmn&uon of f:umly plul-
ning services; or e _ £

'In the case of Goam, Puerto Rico, and the 'ﬂl'll.n Ialands, section 403(e) l'udl ll
follown :

“(e) Notwithatanding any other provislon ot subsectfon (a), with respect; to eXpans
tures (urinhg auy calendar: quarter Legiuning after December 31, 197X (as found »
1ary by the Secretary for the proper ani eficleat administratiom of’ the: plan). wh’
attribntable to the offering, urrangiag, and farnishing, directly or on & ©3nt”
of family planaing services and’ suppiies, the amcant pl;lblr to: lnl’ 3"”
part shall be 00 per cemtum of sueh expemsitmrwm:™ ' -+~
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: (2) in the immediately ﬁrweding fiscal year (but; in the case.
-2"."of the fiscal year beginning July I, 1972, only considering the third.

and fourth quarters thereof), failed to carry out the provisions of

sectivn 402(a) (15) (B) of the Social Security Act with: ‘respect .
:'-to any individual who, within such:pericd or periods‘as the Secre-

tn.ry may prescribe, has been an applicant for or recipient-of aid

- to- families with dependent children lmder th& plnn of the State
approved under this part. B

(g) Notwithstanding any other  provision:: of this- section, the-

amount paynble to-any State under this'; t for quarters'in- s fiscal : -
year-shnll with: respect to: quarters in ﬁﬂ:m years beginning after -

June 30, 1974, be reduced by 1 per centum (calculated without regard

to any reduction under section 403(f)) of such amount if such Stnte
fails to—

(1) inform all families. in the State receiving aid to families:

with dependent children under the plan of the State approved

v

St s

Rt
e Tateand

under this part of the availability of child health screen.ing serv-:

ices under the plan of such State approved under title XIX, -

(2) pmwde or arrange for the provision of such acrmung :

services in all cuses where they are requested, or

*(8) nrrange for (directly or through referral to appmpnlt.a ;
ng\mcles, organizations, or individuals) corrective treatment the
need for which is disclosed by such child health screening services.

(h) Notwithstanding any other provigsion of this Act, the. amount . ;
payable to any State under this part for quarters in a fiscal yearshall' ’

with respect to quarters beginning after December 31, 1976, be reduced-
by 5 per centum of such amount if such Stata is found by the Secre-
tnry as the result of the annual andit to have failed to have an effective
program meeting the requirements of section 402(a) (27) in any fiscal
year beginning after September 30, 1976 (but, in the case of the fiscal

vear beginning October 1, 1976, only considering the second, third,.
ind fourth quarters thereof).

Operation of State Plans |

Sec. 404. (n) Tn the rnse of anv State plan for :;i&‘nnd services
to needy families with children which has been npproved by the Sec-
retary of Henlth, Education, and Welfare, if the Secretary, nfter rea-
sonable- notice and. opportunity for hearing to the State agency ad-
ministering or supervising the administration of such plan, finds—

(1) that the plan has been so changed as to impose any resi--
dence requirement prohibited by section 402(b), or that in the

. administration of the plan any such prohibited requirement is.

imposed, with the knowledge of such State agency, in a substan-
tial number of cases; or
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_ (2) that in the administration of the plan there is a failure to
comply substantially. with any-provision required by section 402
() to be included in the plan;

* the Secretary shall notify such State agency that further payments

will' not.be made to the State (or, in his discretion, that payments will
be limited- to categories under or. parts of the State plan not affected
by such failure; until the Secretary is satisfied that such prohibited
requirement i no longer so imposed, and that there is no longer any
such- failure te comply. Until he is so satisfied he shall make no fur-
ther payments to such State (or shall limit. payments to categories
under or parts of the State plan not affected by such failure).

(b) No payment to which a State is otherwise entitled under this
title for any period before September 1, 1962, shall be withheld by
reason of any action taken pursuant to a State statute which requires
that aid be denied under the State plan approved under this part with
respect to a child because of the conditions in the home in which the
child resides; nor shall any such payment be withheld for any period
beginning on or after such dote by reason of any action taken pursu-
ant to such a statute if provision is otherwise made pursuant to a State
statute for adequate care and assistance with respect to such child.

(¢) No State shall be found, prior to January 1, 1977, to have
foiled substantially to comply with the requirements of section 402.
(a) (27) if,in the judgment of the Secretary, such State is making a
good faith effort to implement the program required by such section.

(d) After December 31, 1978, in the case of any State which is
found to have failed substantially to comply with the requirements of
section 402(a) (27), the reduction in any amount payable to such State
required to be imposed under section 403 (h) shall be imposed in lien
of any reduction, with respect to such failure, which would otherwise
be required to be imposed under this section.

Use of Paymeﬁts for Benefit of Child

Sec. 405. Whenever the State agency has renson to believe that
any payments of aid to families with dependent children made with
respect to a child are not being or miay not be use(l in the best interests
of the child, the State.agency may provide for such counseling and
gnidance services. with respect to the use of such payments and the
management of other funds by tha: relative receiving such payments
ns it deems ndvisable in order to assure use.of such payments in-the
best interosts of such.child, and may provide for udvising such relative
that continued failure.to so usesuch payments will result in substitu-
tion therefor of protective payments as. provided under section 406
(b) (2), or in seeking appointment of u guardian or legal representa-
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tive as provided in section 1111, or in the imposition of criminal or
civil penalties authorized under State law if it is determined by a
court of competent jurisdiction that such relative is not using or has
not used for the benefit of the child any such. payments made for that

purpose; and. the provision of such services or advice by the State:

agency (or the taking of the action specified in such advice) shall not
serve.as a basig for withholding: funds from such State under section

404 and shall not prevent such payments with respect to such child " .

from being considered aid. to families with dependent children.
" Definitions

Sec. 406. TWhen used in this part— -

(8) The term “dependent child” means a needy child (1) who has
been deprived of parental support or care by reason of the death, con-
tinued absence from the home, or physical or mental incapacity of a
parent, and who is living with his father, mother, grandfather, grand-
mother, brother, sister, stepf ather, stepmother, stepbrother, stepsister,
uncle, aunt, first consin, nepheyw, or niece in a place of residence main-

tained by one or more of such relatives as his or their own home, and
(2) who is (A) under the age of eighteen, o (B) under the age of

twenty-one and (as determined by the Stato in accordance with

standards prescribed by the Secretary) a student regularl; attending
a’ school, college, or university, or regularly attending a course of
vocational or technical training designed to fit him for gainful
employment ;

(b) The term “aid to families with dependent children” means

money payments with respect to, or (if provided in or after the third
month before the month in whish the recipient makes application for
nid) medical care in behalf of o¢ any type of remedial care recognized
under State law in behalf of, n “lependent child or dependent children,
and includes (1) money paymients or medical care or any type of

/- remedial caro recognized under State law to meet the needs of the

relative with whom any dependent child is living (and the spouse of
such relative if living with him) and if such relative is the child’s
parent and the child is a dependent child by reason of the physical or
mental incapacity of;a. parent or is a dependent cHild under section
407), and (2) payments with reapect to any dependent child (includ-
ing payments to meet the neeis of the relative, and the reletive’s
spouse, with whom such child fs living; and the needs of any other

individual living in the snmo home if such needs are takoen into sccount

in. making the determination nnder section 402(a) (7)) which do not
meot the preceding requirements of this subsection. but which would
meet such requirements except that seh payments are made to-another
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individual who (as determined in accordance with standards prescribed
by the Secretary) is interested in or concerned with the welfare of
such child or relative, or are made on behalf of such. child or relative
directly to a person furnishing food, living: accommodations, or other
goods, services, or items to or for such child, relative or other in-
dividusl, but only with respect to o State whose State plan approval
under section 402 includes: provision for— :

(A) determination by the State agency that the reiative of the
child with 1espect to whom such payments are made has such
inability to manage funds thet making payments to him' would
be contrary to the welfare of the child and, therefore, it is neces-
sary to provide such aid with respect to such child and relative
through payments described in this clause (2) ;

(B) undertaking and continuing special efforts to develop
greater ability on the part of the relative to manage funds in
such inanner as to protect the welfare of the family;

- (C) periodic reviesw by such State agency of the determination
under clause (A) to ascertain whether conditions justifying such
determination still exist, with provision for termination of such
payments if they do not and for seeking judicial appointment of
8 guardian. or other legal representative, as described in section
1111, if and when it nppears that the need for such payments is
continuing, or is likely to continue, beyond a period specified
by the Secretary;

(D) aid in the form of foster home care in behalf of children
described in section 408(a) ; and

(E) opportunity for a fair hearing before the State agency on
the determination referred to in clause (A) for any individual
with respect to whom it is made;

(¢) The term “relative with whom any dependent child ig living”
menns the individual who is one of the relatives specified in subsection
(2) and with whom such child is living, (within the meaning of such
subsection) in n place of residence maintained by such individual
(himself or together with any ono or more of the other relntives so
specified) ns his (or their) own home.

(d) [Repealed].?®

(e) (1) The term “emerjzency assistance to needy families with chil-
dren” menns any of the following, furnished for a period not in ex-
cess of 30 days in any iZ-month period, in the case of a needy child

'l the case- of (uam; Puerto Rles, and the Virgin Islamds, section 408(d) reads as
follavn ; . ; . J

"“(d) The term ‘family. services’ meanw services lo a family or any member thereof for
the purpowes of preserving,. rehabilitating; reuniting, or stresgthening the family, znd
Such other services as will assist miembers of o family to sttaln or retain capabllity for
the maximum self-support and personal Independence.’”.
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nnder the age of 21, who is (or, within such period as may be specified"

. by the Secretary, has been)‘living with any of the relatives specified;3

- in-subsection (a) (1) in'a place of residence maintained by one or more-;
~ of such relatives as his or their own home, but only where such child;}

is without available resources, the payments, ' roly ',

&F® necessary. to avoid destitution of such child or to provide living ¢

arrangements-in a.home for such child;, and such destitution or need:. y
r livi : arise because such ch

good cause to accept

e e N e b R R
(A) money payments, payments in kind, or such other pay-~%
" "ments as the State agency may specify with respect to, or medical i
care or any other type of remedial care recognized under State
law on behalf: of, such child or any other member of the house-

4
v
X
Y
v

-

hold in which he is living, and ' 2
. (B) such services as may be specified by the Secretary; * g
but only with respect to a State whose State plan approved under sec-
tion 402 includes provision for such assistance. i
(2) Emergency assistance us authorized under paragraph (1) may- E
be provided under the conditions specified in such paragraph to mi- -
‘grant workers with families in the’ State or in such part or parts: =3
thereof as the State shall designate. ' : IR
(f) Notwithstanding the provisions of subsection (b), the term “aid d
to families with dependent children” does not mean payments with, -{
respect to a parent (or other individnal whose needs such State deter-" -
miues should be considered in. determining the need of the child or
relative claiming aid under the plan of such State approved under this -’
part) of a child who fails to cooperate with any agency or official of

the State in obtaining such support payments for such
in thig snbsectj

Dependent Children of Unemployed Fathers {5
Sec. 407. (a) The term “dependent child” shall. ng{withstand-
ing section 406 (x), include a needy child who meets the ‘reqllirc_lmntti;i
of section 406(n) (2), who has been deprived of parental support or+
care by reason of the nnemployment. (as determined in nccordance,
with standards preseribed by the Secretary)’ of his father; and who i
i8 living with any of the re' ‘ives specified: in section*406 (a) (1): i 25
A place of resideice maintained by one or more of such relotives ag < '3
his (ortheir) own home. A T T e g T e T e
(b) The- provisions of subsertion: ( a) shall by applicable to s State
if the State’s plan approved under section 402—
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(1) requires the payment of aid to families with dependent
children: with respect to.a. dependent child as defined in subsection
(a) when— .. -
(A) such: c]n]d’& fat.her has not been employed (as deter~
mined in accordance with the standarda prescribed by the Sec-
retary): for at least 30 days prior to the receipt of such aid,
; (B): such-father has not without good cause, within sach
' period. (of not less than 30 days) as may be prescribed by the
Secretary, refused a bona fide offer of employment or training
, . for employment, and’ _
| (C)(}} such father hmﬂ or more qunrtem of work (as
' defined in subsection (d)(1)) in any 13-calendar-quarter
peried ending within one year prior to the application for
such. aid or. (ii). he received unemployment: compensation
_under an unemployment compensation law of a State or of
the United States, or he was qualified (within the meaning of
subsection (d)(3)) for unemployment compensation under
the unemployment compensation law of the State, within one
year priorto.the applicu!,ion for such aid ; and
. (2). provides— . ‘ '
(A) for such assurances as will satisfy I;ho Secretary that
| fathers of dependent children as defined in subsection (a)
will be certified to the Secretary of Labor as: provided in
section 402(11.) (19) within. thirty days after receipt of aid
. with respect to such children;

(B). for. entering into cooperative arrangements with the
State agency responsible for administering or supervising the
administration of vocational education in the State, designed
Lo assure maximum utilization of available public vocational
educntion services and facilities in the State in order to
encourage ‘the retraining of mdmdunla capable of being

: retramed
‘ (C) for the denial of md to families with dependent chil-
dren to any child or relative specified in subsection (a)—
‘ : .. (1).if and for so long as such child’s father, unless
exempt under section 402(a) (19) (A), is not registered
- pursuant to such section for.the work incentive program
. established under part C of this title, or, if he is exempt
‘under.such. section. by reason. of clause- (iii) thereof or
-+ “. nosuch program in: which he can effectively participate
| .+ 'has been established.or provided under section 432(5), is
. . not mglstered w:th tha pubhc employment offices in the
! . State; and”
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(ii) with respect to any week for which such child’®

father qualifies for unemployment compensation und

an unemployment compensation law of a State or of f

- United States, but refuses to-apply for or accept
unemployment compensation: and '

~ =" (D). for the reduction of the aid to families with depe
ent children otherwise payahle to any child or relative Spect-

fied in subsection ‘(a)- by the amount of ary enemployment

compensation that such child’s father reccives under-an un-%:

employment compensation law of a State or-of the United

() Notwithstanding any other provisions of this section, expendi--*$
tures pursuant to this section shall be excluded from aid to fami]fm{'ﬂ
with dependent children (A) where euch expenditnres are made under. ;
the plan with respect to any dependent child as defined in subsection’ =
(a), (i) for any part of the 30-day period referred to in subparagraph - *;

(A) of subsection (b) (1), or (ii) for any period prior to the time

when the father sntisfies snbparagraph (B) of such subsection, and
(B) if, and for ns long as, no action is talen (after the 30-day period
referred to in paragraph (A) of subsection (b) (2)), under the pro-
gram therein specified, to certify such father to the Secretary of Labor
pursuant to section 402 (a) ( 19). _ 3

-"(d) For purposes of this section——

(1) the term “quarter of work” with respect to any individual -
me~ns & calendar quarter in which such individunl received ecarned -
income of not less than $50 (or which is a “quarter of coverage” -
a8 ‘defined in section 213(a) (2)), or in which such individual
participated in a community worl and training program under

section 400 or any other work and training program subject to the

limitations in section 409, or the work incentive program estab-

lished under part C;

(2) the term “calendar quarter” means a period of 3 consecu- =

tive: calendar months ending on March 31, June 30, Septem-
ber 30, or Decemher 31:and
(3) an individunl shall, for purposes of section 407(b) (1) (C),
be deemed qualified for unemployment compensation under the
State’s unemployment. compensation law if—
(A) he would have been eligibile to receive such unemploy-
 ment compensation upon filing application, or
(B) he performed work not covered under such law and

‘auch work; if'it had been covered, would (together with any
' Subsection (b) (2) was amended by section 50T (m) of I'.Lu 04-004.
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covered work he performed) have mnade him eligible to
i receive such unemployment compensation upon filing

application.®.
| . (e) The Secretary of Health, Education. and Welfare and the
Secretary of Labor shall jointly enter into an agreement with each
State which is able and willing to do so for the purpose of (1)
simplifying the procedures to be followed by unemployed fathers and
other unemployed persons in such State in registering pursuant to
section 402(n) (19) for the work inceriive program established by
part C of this title and in registering wills public employment offices
(under this section and otherwise) or in connection with applications
for unemployment compensation, by redceing the number of locations
or agencies where such persons must go in order to register for such
programs and in connection with such applications. and (2) pro-
viding where possible for a single registration satisfying this section
and the requirements of both the work incentive program and the
applicable unemployment compensation laws.?

Federal Payments for Foster Home Care of Dependent Children

Sec. 408. Effective for the period beginning May 1,1961—

(a) The term “dependent child” shall, notwithstanding section
406(a), also include a child (1) who would meet the requirements of
such section 408(n) or of section 407, except for his removal after
April 30, 1961, from the home of o relative (specified in such section
406(n) ) as a result of a judicial determination to the effect that con-
tinuation therein would be contrary to the welfare of such child, (2)
whose placement and care are the responsibility of (A) the State or
local agency administering the State plan approved under section
402, or (B) any other public agency with whom the State ngency ad-
ministering or supervising the administration of such State plan has
made an agreement which ig still in effect and which includes provi-
sion for nssuring development of a plan, satisfactory to such State
ngency, ‘or such child as provided in parngraph (f)(1) and such
other provisions as.may be necessary to assure accomplishment of the
' objectives of the State plan approved under section 402, (3) who has
been placed in a foster family home or child-care institution as a re-
sult of such determination, and (4) who (A) received aid under such
State plan in or for the month in which court proceedings leading to
such determination were initiated, or (B) (i) would have received
such aid in or for such month if application had been made therefor,

——

! Paragraph 13; was amended by section 507 (b) of P L. 94068,
! Subsection (e) was added by section BOT(d) of P.L. 924068,
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or (i in the case of a child who had heen living with a relativis
speci 1 in section 408(a) within six months prior to the month ig:
whicl, such proceedings were initiated, would. have received such aigil
in or or such month if in such- month he had been living with (andg

remov=d from the home of) such a te]mve and: appllcntlon had beesiy
made :herefors : A BVE ¥

( b) tha term: “md bo famlha mth dependent chudﬂm" shn]l o -"- B3

child described in rm'ag-rnph (a) of this section— i3,
(1) in:the foster family home of any individual, whether t
payment therefor s made: to: such individual or to a- publxc nr,
nonpmﬁt private child-placement or-child-care apency, or ;1
(2) in a child-care institution, whether the payment therefnh
is made to such institution or to a public or nonprofit prnnt&, &
child-placement or child-care agency. but snbject to limitations: "d-
prescribed by the Secretary with a view to including as “aid- tw’
families with dependent children” in the case of such foster cares
in such institutions only those items which are included in such
term in the czse of foster care in the foster family homa of a.n'
individual; 35
(c) the number of individnals cmmted undor clnuse (A.} of aw-
tion 403(a) (1) for any month shall include individuals (not oﬂla:.',\
wise included under such clanse) with respect to whom et.pendltnru, %
were made in such month as aid to families with dependent clu]dren R
in the form of foster care; and TR 8

(d) services described in parngraph (f) (2) of this section shall bl.
considered as pnrt of the administration of the State plan for purpom'e
of section 403 (n) (3); Lt
but onlv with respect to n State whose State plan approved lmder
section 402— -

(o) includes aid for any child dnscr:bad in pnrnrrraph (n) nf thu,i

i-'ﬂ'-ﬁ.‘.&
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section, and ' N
7 (#) inclndes provision for (1) deﬂ-lnpment of n plnn for ench mch:
child (including periodie review of the necessity for the child’s being.
in n foster family home or child-care institution) to assuze that;
he receives proper care and that services are provideq which are de-,
signed to improve the conditions in the home from which he was re-; 3
moved or to otherwise make possible his being placed in the home of as .«
relative specified in section 406(a), and. (2) nse by the State or local. -
ngency administering the State plan, to the mazimum extent: practi-
cable, in placing such n child in a foster fnmlly home or child-care
institution, of the services of employees, of the State pubhc-welfnm

-
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