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PRCOPOSED ADDITION TO THE ALASKA ADMINISTRATION GO0E;
REGARDING GRANTING & CONTRACTING PROCEDURES WITH ALASKAN
NON-PROHT ORGANIZATIONS,

(AS PREPARED BY THE NON-PROHAT FINANCIAL ASSOCIATION QN 12/5/80)
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COVERACE Except for those programs for which alternative
procedures are set forth by regulation and/or statute, the
provisions of this chapter apply to all grants and contracts
issued by the appropriate departments to nonprofit corporations
who operate or desire to operate health and social services,
education and similar grants and contracts on behalf of the State
of Alaska.

DEVIATION. A state or federal regulation or statute addressing a
particular program which deviates from the provisions of his
chapter shall have precedence over the provisions of this cha

ELIGIBLE APPLICANTS. Application nmay be nede under this chapter
by a Non-profit corporation incorporated in the State of Alaska or
otherwise registered to do business within Alaska, the State of
Alarka or a political subdivision of the State of Alaska and its
agencies, or the University of Alaska. An applicant shall show
proof of non-profit status by submitting with their application
their certification of status from the Department of
Administration.

LETTERS CGF INTENT TO APPLY AND APPLICATIONS. Letters of intent to
apply and applications for grants and contracts under this chapter
must be on the appropriate standard forms as provided by the
Department of Administration.

APPLICATION PROCEDURE- On a yearly basis, departments will
publicly announce through Alaskan news media and in letters to
other appropriate agencies the availability of Letter of Intent
forms and grant application forms and the beginning of the

S1-
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application process for grants and contracts under this chapter.
The public announcement will specify whether an applicant shall
submit a one-year or a two-year plan. A prospective applicant
shall submit a completed Letter of Intent form to the appropriate
granting agency. The granting/contracting agency will provide
application forms and instructions to each organization which,
before the deadline established for receipt of Letters of Intent,
submits a Letter of Intent. In order to be considered for
funding, an application must contain the complete information
which the department requires on the application forms and must be
submitted by the deadline set forth in section .060 of this
chapter.

APPLICATION DEADLINES. A letter of intent must be returned to the
granting agency bearing a postmark or an-airline receipt stamp of
no later than the January 4 immediately preceding the period for
which application for funds is nmade. An application must be
returned to the granting/contracting agency bearing a postmark or
an airline receipt stamp of no later than March 1 immediately
preceding the period for which application for funds is made. A
Letter of Intent or an application not returned to the appropriate
granting agency postmarked or airline receipt stamped on or before
the department's established application deadlines ney be denied
consideration for funding. An applicant denied funding due to
late filing may appeal the decision under section .27(* o this
chapter.

REVIEW CF LETTER CF INTENT AND CF APPLICATION.

(@ All letters of intent to apply will be forwarded by the
department to the State Clearinghouse in the Office of the
Governor for a State Clearinghouse Review and to the appropriate
state advisory board for information purposes. The purpose of the
Clearinghouse review is to enhance coordination of governmental
funding and to eliminate conflict and duplication anong projects
at local, areawide, and state levels. The State Clearinghouse
will distribute each Letter of Intent to other interested agencies
and organizations, for the geographical area for which services
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are proposed in the Letter of Intent. These agencies and
organizations will have 24 days to comment, as allowed in a
routine State Clearinghouse Review. Any comment received on a
Letter of Intent by the State Clearinghouse will be forwarded to
the department and to the applicant.

(b) The State Clearinghouse may, on its owan behalf or on the
behalf of interested agencies and organizations, request a copy of
the complete application for review and comment; the request must
be received by the department on or before the application
submission deadline (March 1). The appropriate granting agency
will submit the requested applications to the State Clearinghouse.
Any comrents resulting from such a review must be received by the
department on or before May 10 immediately preceding the period
for which the application for funds vs nmade. For the purpose of
information exchange, the appropriate granting agency will send a
copy of every grant application face sheet to the State
Clearinghouse regardless of whether the Clearinghouse received a
complete application for review.

(c) The appropriate granting agency will conduct a review of each
submitted application, based on established review criteria (see
section .080 of this chapter), and will submit the application to
the appropriate  state advisory board for review and
recommendation. The appropriate granting agency will submit to
the commissioner the granting agency's recommendation and
justification, the appropriate state advisory board's
recommendation a 1 justification, and any coments received from
other agencies and organizations through the Clearinghouse review.

(d) The commissioner will nmeke the final decision on award of
grants no later than 15 days after the Governor signs into law the
final state budget for the fiscal year for which applications have
been mede or upon availability of funds, whichever first occurs.
In cases where the Governor has not signed into law the final
state budget by July 1 of the fiscal year for which applications



have been made, provision for grant extensions of limited duration
my be nmede .t the discretion of the commissioner. The
commissioner's award decisions will be based on due consideration
of the recommendation of the granting agency, and all other
advisory recommendations, established department review criteria,
priorities in the various state plans, applicable categorical
state plans, and the statutory requirements of state (and, where
applicable, federal or local) law and regulations.

(e) The commissioner may, at his/her discretion, decide to award
to a prospective grantee an amount which is moreor less than the
total funding requested. In this case the department will
initiate negotiations to revise the prospective grantee's budget
@ inflect the proposed total award and to revise, if necessary,
the program scope. These negotiations must be completed prior to
the grant award. The granting agency will notify the chairperson
of the appropriate state advisory board, if any, of the outcome of
the negotiations.

(f) Fao; department granting or contracting programs arising from
federal funds, the appropriate state agency will review and
approve or disapprove the applications of applicants competing for
grants and contracts containing these federal funds, in accordance
with the appropriate Public Law. The review will be conducted
within the time frame established for such review in subsection

(c).

(99 In the case in which the appropriate governing board
disapproves an application covered under this section, if the
commissioner wishes to use federal funds for a °rant to the
disapproved applicant, the commissioner must seek from the
Governor a review of the agency decision. If the Governor
conducts such a review, he/she will require the department's
planning and development unit to conment on the governing board's
decision. The Governor, after taking into consideration the
department's planning and development units comments, if any, may,



.080

at his/her discretion, make the federal funds of this section
available for funding of the affected application, notwithstanding
the disapproval of the governing board. Each such decision by the
Governor to make funds available will Dbe submitted to the
appropriate governing board and the department®s planning and
development wunit and will <contain a _detailed statement of the
reasons for the decision. If the Governor decides to make federal
funding available for grant award to the affected applicant, the
commissioner will negotiate any necessary budget or program
changes according to subsection (e) of this section and will
notify the applicant of the grant award as specified in section

.090 of this chapter.

CRITERIA FCR APPLICATION REMEW. In addition to any criteria
established by statue or regulation for a particular granting
agency, the following general criteria will be rated in the review
of an application for funding recommendations to the commissioner.

(1) justification of need for services, including the
identification of target population and geographic area to be
served;

(2) previous experience in providing the sare or similar
services;

(3) acceptance of the applicant organization by the community
or communities *in which it proposes to provide services;
(4) appropriateness and measurability of program objectives;
(5) feasibility of plan for providing services;

(6) efforts to coordinate with other appropriate
organizations;

(7) reasonableness ol budget:,

(8) compatibility of service proposal with the department's
goals and objectives and planning documents;

(9) a reasonable training plan  providing adequate
justification for needed training, if any;

(10) a service evaluation strategy;



.090

(11l status of audits and resolution of audit exceptions, if
any, Tfor applicants which have previously been awarded grant
funds by the department;

(12; any other reasonable criteria applicable to a specific
program or service.

NOTIFICATION G ANVARD

(@) When the commissioner has nmede the grant award decisions,
each successful applicant will be sent a notice of intent to award
a grant contingent upon negotiation of its budget and any
concomitant program revirions, if necessary.

(b) Notification of Grant Award forms will be sent to each
approved grantee after availability of funds has been determined
and the grantee budget h;s been negotiated.

l.c) The grantee must sign the Notice of Grant Award to indicate
acceptance of the terms and conditions set forth in the signed
application, the Grant Anard form, and this chapter; this signed
Notice of Grant Award will constitute a contract between the
parties.

(d) The department will send a written notice to each successful
and unsuccessful applicant within 15 days after the final decision
has been made to approve, disapprove, defer or otherwise not to
fund the application.

equal BVPLOYWENT OPFGKTI /Mty .

(a) The grantee may not discriminate against any employee or
applicant for employment because of race, religion, color,
national origin, or because of age, physical handicap, sex, or
marital status, changes in marital status, pregnancy, or
parenthood when the reasonable demands tf the position do not
require distinction on the basis of age, physical, handicap, sex,
or marital status, changes in marital status, pregnancy, or
parenthood. The grantee shall take affirmative action to insure



that the applicants are employed and that employees are treated
during employment without regard to their race, color, religion,
national origin, ancestry, age, sex, or marital status. This
action must include, but need not be limited to, the following:
employment, upgrading, demotion, transfer, recruitment or
recruitment advertising, layoff or termination, rates of pay, or
other forms of compensation, and selection for training including
apprenticeship. The grantee shall post for training including
apprenticeship. The grantee shall post in conspicuous places,
available to employees and applicants for employment, notices

setting out the provisions of this subsection.

(b) The grantee shall state, in all solicitations of
advertisements for employees to work on State of Alaska grant
jobs, that it is an equal opportunity employer and that all
qualified applicants will receive consideration for employment
without regard to race, religion, color, national origin, age,
physical handicap, sex, or marital status.

(c) The grantee shallsend to each labor union or representative
of workers with whichthe grantee has a collective bargaining
agreement or other contract or understanding, a notice advising
the labor union or workers' representative of the grantee's
commitments to Equal. Employment Opportunity and post copies of the
notice in conspicuous places available to all employees and
applicants for employment.

(d) The grantee shallinclude the provisions of this section in
every contract, and shall require the inclusion of these
provisions in every contract entered into by any of its
subcontractors so that those provisions will be binding upon each
subcontractor. For the purpose of including those provisions in
any construction, maintenance, or service contract or subcontract,
as required by this grant, "subgrantee™ and "contractee™ nay be
changed to reflect appropriately the name or designation of the
parties of the subcontract or contract.
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(e) The grantee shall cooperate fully with the Civil Rights
Coordinator for the funding department, who seeks to deal with
problems of unlawful discrimination and all other state efforts to
guarantee fair employment practices under this grant and to comply
with all requests and directions from ¢he Office of Civil Rights,
Region v and the State Commission on Huren Rights or any of its
officers or agents relating to prevention of discriminatory
employment practices. Full cooperation includes but is not
limited to, being witnesses in any proceeding involving questions
of unlawful discrimination, if that is requested by any official
or agency of the State of Alaska; permitting employees of the
grantee to be witnesses or complainants in any proceeding
involving questions of unlawful discrimination, if that is
requested by any official or agency of the State of Alaska;
participating in meetings; submitting periodic reports on the
equal employment aspects of present and future employment;
assisting in inspection of the grantee's facilities; and promptly
complying with all state directives considered essential by any
office or agency of thr State of Alaska to insure compliance with
all federal and state laws, regulations, and polices pertaining to
the prevention of discriminatory employment practices.

() Failure to comply with Fguar. Employment Opportunity
requirements constitutes a material breach of this grant.

CIVIL RGHTS CF CLIENTS.

(@) The grantee shall comply fully vitli Title VI of the Civil
Rights Act of ic64 and Section 504 of the Rehabilitation Act of
1973, and the policy and procedure for implementation of Title Vi
and Section 504. The grantee shall, make no distinction or
discrimination  against client, recipient, applicant, or
b.neficiary of the department's federally assisted programs on the
basis of sex, race, color, national origin, or handicap. No
client, recipient, applicant, or beneficiary of these federally
assisted programs will be excluded from participation in, be
denied the benefits of, or be otherwise subjected to



discrimination under any program or activity for which the

department has responsibility.

(b) Distinction on the grounds of sex, race, color, national
origin, or handicap includes:

(@) any type of segregation, separate or different treatment,
or other discrimination on that ground;

(Zz) the imposition of any admission, enrollment, quota
eligibility, or other requirement or condition which individuals
must meet in order to be provided any service or other benefit
under the program or to be afforded an opportunity to participate
in the program, if the sex, r3ce, color, national origin, or
handicap of individuals is considered in determining whether they
meet any such requirement or condition.

(c) The grantee shall comply with procedures furnished by the
departments for processing of complaints alleging discrimination
on the basis of sex, race, color, national origin, or handicap.

120 DURATION. Grant funds will be committed for only one fiscal year.
In sone cases an applicant will be required to submit a two-year
plan which specifies program goals and objectives, service
strategies and a budget for a two-year period. The appropriate
granting agency will specify in its announcement of request for
grant applications whether an applicant should submit a one- or
two-year plan witli its application. |If the applicant submitting a
two-year plan is awarded a grant, the department will commit funds
for the first year of the grant and will, at its discretion,
approve the second year funding contingent upon legislative
appropriation of funds and tiie grantee's satisfactory performanr :
during the first grant year. A judgment of satisfactory
performance will be based on the factors of compliance with grant
terms and conditions, financial and administrative respom.-jility
and satisfactory progress toward program goals and objectives.
The department will notify the gr..ntee of intent to continue or
discontinue funding for the second grant year 90 days prici to the
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beginning of that year. The official Notification of Award will
be sent to the approved grantee after the availability of funds
has been determined.

COSTS.  The categories shoan in Appendix A & B are generally
allowable categories of costs. Any other proposed costs mast have
prior approval from the department. Cost categories should follow
the sare  guidelinesas specified in the Federal Guide for
Non-Profit Institutions AVC 74-4 or OMB circular A-122 (Appendix A
& B).

INDIRECT COSTS.

(@) The department will accept a federally negotiated indirect
cost rate as an accurate reflection of the cost of the items
included under such a rate.

(b) The allowable indirect cost rate must be the sanre as
authorized in the federally approved indirect cost rate document.

(c) Wen a state grtmt would materially affect the federal
indirect cost rate, tie applicant shall notify the federal
government at the time it mekes application for the state grant
and shall provide evidence to the granting agenc\ that the fedeial
indirect cost rate has been adjusted, if required, prior to the
conclusion of the grant.

(d) For purposes of receiving grants-in-aid funds from thu
department, only the most current federally negotiated indirect
cost rate in existence at the time the award is nede will be
accepted in the computation of the total grant award. That amount
allocated for indirect costs in a grant award is considered part
of the grant award and not an addition to it. Ay increase or
decreasein federally negotiated indirect cost rates made
subsequent to the original award will be allowed and paid.

-10-



(e) The grant applicant desiring approval of indirect costs must
have in his possession a federally apptoved negotiated indirect
cost rate and include in his application a copy of the negotiated
federal indirect cost agreement indicating the rate, period of
applicability, and all pertinent backup documentation.

(f) The grant award agreement must include a provision wherein
the grantee agrees to meke available to the state and appropriate
local government, if any, upon request, all federal audit data
relative to indirect costs paid by the federal government.

(@) An applicant which does not have a federally negotiated
indirect cost rate is not precluded from including allowable
administrative costs in its application budget as direct costs.
The applicant shall document the proposed costs in its budget
justification narrative. Cost categories relating to indirect
costs will meg. the gquidelines as defined in BAVC 74-4 or OMB
circular A-122. (Appendix A &B).

(h; (1) Certain Federal fundsthat are "passed through™ the State
(eg. CETA DXE Weatherization, etc.) contain statutory
limitations on the amount of indirect costs allowable under
those funds. |If the State deems that these services are
valuable to Alaskan citizens and that the appropriate
providers would be one or more of the non-profit eorpou.tions,
it is in the State's interest to insure that the programs are
administered in the sane fashion as other programs entrusted
to the non-profit; therefore, the Stai 11 provide the
additional administrative funds neccssar the non-profit
corporation”) to accept the program(s).

SBAONTRACTING. The grantee may subcontract portions of the
activities required by the grantee only when the following
conditions are met:

(1) project funds are provided to another individual or
organization to carry out the purposes for which the grant wes
mede; and

-11-
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(2) the original grantee organization retains administrative
and financial responsibility over the activity and the funds; and
(3) prior departmental approval is obtained.

PAYWENTS.  Payments will be nmade by one of two systems, according
to how the contract has been negotiated.

(1) ADVANCE PAYWWENTS. Whereby a portion of the alloted funds .
are disbursed automatically to the grantee according to an
approved schedule.

(2) LETTER OF CREDIT SYSTEM Whereby grantee draws doan a
supply of monies according to agency requirements and guidelines
of the State letter of credit system.

170 REPORTING REQUREVENTS. The grantee shall submit on specified

forms, on dates established by the approp:'** granting agency,
reports pertaining to finance and program performance and any
other reports required by the granting agency. Failure to submit
reports in a timely manner nay result in the withholding of
payment to the grantee by the granting agency. Withholding of
payment to the grantee is appealable under section .270 of this
chapter. Financial reports shall be submitted on standard forms
developed by the Department of Administration.

180 GRANT-RELATED FROGRAM INCOME.

(@) Records of the receipt and disposition of grant-related
income shall be maintained by the grantee in accord with section
210 of this chapter.

(> With the exception of the grant-related income used as a
permanent fund, all grant-related income generated in a given
grant period must be expended within the grant period unless prior
written approval is received from the granting agency.
Grant-related income must not be used for costs which would be
otherwise unallowable under the terms and conditions of the grant.

-12-
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(c) If the terms and conditions of the grant do not specify
disposition of grant-related income, the grantee shall obtain

prior approval from the granting agency for the desired option.

(d) Procedures governing dispositionof assets will be
established by the department as set forth by section .240 of this
chapter.

AUDIT REQUIREIVENTS,

(a) For state-initiated audits, any authorized state representa-
tive, or federal or local government representative in cases where
-he grant includes federal or local funds, will have access to any
books, documents, papers, and records cf a grantee (or subcontrac-
tor) when it is determined that access tothis information is
necessary for the purposes of program/fiscal audit. The State or
Federal agency is required to give the grantee at least 30 days
prior written notice of the scheduled audit. The state granting
agency will make audit information available to the appropriate
state advisory board, if any. The grantee organization shall
respond to audit reports questioning allowability of costs within
90 dayr after receiving written notice, or such costs ney be
disallowed by the appropriate granting agency. The final
determination must he made, in writing, within 9° days following
the grantee organizations' audit response. A final decision by
the granting agency to disallow grantee costs is appealable under
section .270 of this chapter. Refunds to the state as a result of
audit disallowances must be mnmede in accordance with the
department's fiscal procedures.

(b) An independent audit must be initiated by the grantee to
ascertain effectiveness of financial management. The audit must
be scheduled annually. (Costs of grantee-initiated audits arc
allowable as part of the approved grantee budget, as specified in
section .140 and Appendix A & 1L of this chapter.)

13-



(c) The grantee or any of 1its duly authorized representatives
will have access to anybooks, documents, papers, and records of
the subcontractor when it isdetermined that access to this
information is necessary for purposes of fiscal audit, upon 30-day

notification to grantee.

200 MONTORING AND EVALUATION. The appropriate granting agency may,
at its discretion, visit the work-site of the grantee or
subcontractor to monitor and evaluate project performance and
progress, upon reasonable notification to the grantee.

210 RETENTION OF REQORDS  The grantee/subcontractor shall retain all
grant/subcontract records for a period of three years with the
following qualifications:

(1) Records must be retained beyond-three years if an audit,
has not been performed, is inprogress or when audit findings,
litigations or claims involving such records are pending.

(2) Records for non-expendable personal property acquired by
the grantee/subcontractor must be retained for three years after
the final disposition.

(3) The three year retention requirements do not apply to
records transferred to or maintained by the department. The
department nmay request transfer of grant records, at its oan
expense, to the custody of the department at any Lime during the
three year retention period when it is determined that such
records possess long-term retention value. The department will
meke arrangements with the grantee to retain records that an
continually needed for joint access.

A) The retention period for each year's records is from the
date of submission ol the annual or final financial status report
or its equivalent.

22°  CHANGES IN APPROVED GRANTEE PROGRAM
(a) A grantee proposing to alter the service plan of the program
from the terms and conditions of the application and grant award
must submit the proposed changes in writing to the appropriate

-14-



granting agency for prior approval. Within 30 days from the date
of receipt of a request for approval, the granting agency will
review and notify the grantee of its decision in writing.

(b) Requests for necessary changes to program beginning or
completion dates shall be submitted to the appropriate granting
agency in writing for approval, the granting agency will review
the request and notify the grantee of its decision. Expenses
incurred prior to the official beginning and/or beyond the
official completion dates are not allowable unless specified in
the grant award and authorized in writing by the appropriate
granting agency.

(c) (1) The grantee is permitted to re-budget between budget
categories within the total budget of tL_ program to meet
unanticipated expenditures necessary to the successful
continuation or completion of the program, provided the purpose
for such expenditures is allowable under the terms of the grant.
Except as in subsection (2) below, prior approval must be obtained
in writing from the appropriate granting agency on the
re-budgeting of amounts which exceed 10% of each budget category.
Re-budgeting between direct costs and indirect costs is allowable.
When re-budgeting involves grant-related income, see section .180.

(2) In accordance 'with 45 CFR 74.105, any grantee awarded a
department grant containing federal funds nay re-budget its funds
without prior approval as necessary to fulfill the purpose of the
grant.

acceptable PURCHASING PRACTICES AND PROCEDURES.

(a) Each grantee must establish uniform and acceptable purchasing
practices and procedures covering Lhe procurement of goods and
services. Within the purview of acceptable purchasing procedures
the following conditions must apply:

(@) On all purchases of non-expendable property having an

unit costs of $500 or more, or a contract in like amount, three

-15-
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competitive price quotations from potential suppliers are
required. |f competitive quotes are not obtainable, a sole source
agreement must be approved by the granting agency within 15 days.
(2) Written records of price quotations shall be retained

three years under section .210 of this chapter and shall include:

(A) specifications,

(B) suppliers’ names and addresses, ard

(C) the price(s) quoted.

(b) Grantees are authorized and encourage. to purchase
non-expendable office furniture, office supplies and other
expendable commodities from State of Alaska Contract Award
Vendors. Upon request, the department Supply Officer will furnish
grantees with the names and addresses of approved Contract Award
Vendors.

PROPERTY MANACHEVENT.

(@) If the grantee is allowed to acquire an interest in real
property with the grant funds, the grantee must negotiate property
management terms with the appropriate granting agency. |If the
grantee organization wishes +¢0 purchase non-expendable personal
property to facilitate the successful completion of the grant
program, the cost of such property must be included in the total
approved grantee budget or approved amendments thereto.

(b)  Acquisition cost must include the cost of the unit of
non-expendable personal property plus the cost of any necessary
accessories. Ancillary charges sucli as  duty, taxes,
trinsportation, protective in-transit insurance, and installation
fees shall be included in or excluded from such cost in accordance
with the grantee's regular accounting practices.

(c) Title to non-expendable personal property shall vest in the
grantee organization upon acquisition, subject to the condition
that the appropriate granting 2gency shall have the right to

-16-
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transfer title to such property to the state or to a designated
third party so long as all of the following requirements are met:

(1) The property had a unit acquisition cost of $500 or more.

(2) The granting agency right to transfer title to property
acquired by the grantee was not waived at the time of award under
the terms and conditions of the grant.

(3) Either the grantee no longer has need for the property in
the program for which it wis acquired, or the grant-supported
program is being transferred to another grantee organization.

(4) The action to exercise this right may be taken at any
time, but no later than 120 days following the completion or
termination of the grant or the date of an appeal decision, if
applicable, whichever is later. Action to exercise this right
includes notification to the grantee of the intent to transfer,
although the actual transfer of property- need not necessarily be

completed bef"> e the close of the above-specified 120-day period.

(d) Except when the appropriate granting agency has exercised the
right totransfer title as provided in subsection (c) above,
non-expendable personal property acquired under a grant oust be
treated as follows:

(1) The grants : shall retain such property in the grant
program so long as property is needed to aid in the successful
accomplishment of the grant program purpose(s). During the time
that such property is held for use under the grant program for
which itwas acquired, the grantee shall nmeke the property
available for use on other state-sponsored activities so long as
the grantee determines that this outside use does not interfere
with the grant program. The grantee shall use the property in
connection with other state-sponsored activities in the following
order of priority:

(A) cJier department activities;
(B) other state agencies'activities.

(2) Wmen the grantee ro longer hasneed for such property in
any of its state-assisted activities, the property nay be used for

17-



the grantee®"s own official activities with written approval by the

grantor.

(3) If the grantee has no further need for non-expendable
personal property purchased under the grant, disposition of such
property shall be made as follows:

(A) If the property had an acquisition cost of $500
or nmore per unit, thegrantee shall request disposition
instructions from the department through the appropriate granting
agency.

(B) If the grantee is instructed to ship the
property elsewhere, the grantee will be reimbursed by the state
for any shipping costs incurred.

(e) The grantee shall maintain accurate-property records as well
aj effectiveinventory, control, and maintenance procedures for
non-expendable personal property:

(1) Property records for non-expendable personal property
acquired under the grant must be retained for three years after
the finaldisposition of the property or appropriate reimbursement
of the state, under section .210 of this chapter. These records
shall include, at least, the following information:

(A) a description of the property.

(B) the manufacturer's serial number or other
identification number;

(C) the grant program under which the property wes
acquired;

(D) the acquisition date aid cost of the property;

x) the location, use and condition of the

property, and the date such .information wes recorded; and

(2) A control, system must be in effect to insure adequate
safeguards to prevent loss, damage or theft of non-expendable
personalproperty.Any loss, damege or theft must be investigated
and fully documented.



250 SUSPENSION AND TERMINATION.

(a) Whena grantee has failed to complywith the terms and
conditions of a grant, the department may, after 30 days written
notice, suspend the grant. The department shall allow the payment
of previously obligated necessary costs during the period of
suspension, provided these costs .are otherwise allowable.
Suspension will remain in effect until the grantee has taken
corrective action or give assurance of corrective action
satisfactory to the department or until the department terminates
the grant. Suspension is appealable to the department under
section .270 of this chapter.

"~ A grant may be terminated, in whole or in part, prior to the
completion date by the department for the failure of the grantee
to comply with the terms and conditions of the grant. The
department will promptly notify the grantee in writing, stating
the reasons for termination, the effective date (after 30 days
from receipt of notice) and the portion to be terminated in the
case of partial termination. Termination for cause is appealable
under section .270 of this chapter.

(2) A grant ney be terminated, in whole or in part, prior to
thecompletion date by the department with the consent of the
grantee, in which case both parties will agree upon termination
conditions, including effective date and the portion to be
terminated in the case of nnrtinl termination.

(3) A grant may be terminated, in whole or in part, prior to
the completion date by the grantee, wupon 30 day written
notification to the department setting forth the reasons for
termination, the effective date, and the portion to be terminated
in the case of partial terminal ion.

(¢) In all cases of grant termination, payments to the grantee or
recovery of state funds tothe department shall be nede in
accordance with the legal rights and liabilities of both the
grantee and the department. The grantee shall not incur new

19-
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obligations against a terminated grant or the terminated portion
of a grant after the effective date of termination of the grant.
The department shall allow full credit to the grantee for the
state share of obligations properly incurred prior to termination.

STATE SAVBD HARMLESS. The grantee shall hold and save the state,
its officers, agents, and employees, harmless from liability of
any nature or kind, including costs and expenses, for or on
account of any or all suits or danmeges of any character whatever
resulting from injuries or damage sustained by a person or persons
working under the grant or subcontract or receiving services under
the grant or subcontract or dameges sustained by property by
virtue of any act or omission of the grantee not specifically
directed by the state or its duly authorized agents.

APPEALS PROCEDURES

(@) An applicant or grantee dissatisfied with an adverse
administrative action or decision involving deadlines for Letter
of Intent or grant application, grant award, payment procedures,
and/or grant suspension or termination nmay appeal that action or

decision.

(b) The appellant shall submit, within 15 days of receipt of
notification of department action, a written request to the
commissioner for hearing.

(c) The appeal for hearing will be reviewed by the commissioner,
and the aggrieved applicant or grantee will be advised within 15
days whether the appeal has been accepted or rejected and, if
rejected, the reason(s) for that action.

(d) If the appeal for hearing is accepted, the commissioner will

appoint a hearing officer, and a hearing will be scheduled as soon
as practicable, but -not later than 20 days after acceptance.

-20-
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(e) AIll interested parties wishing to be heard at that hearing
should submit a written brief of their statement to the hearing
officer not later than 24 hours prior to the hour of the hearing.

(f) The hearing officer will submit a transcript of the hearing,
ail written testimony, and his/her written recommendation to the
commissioner, who will render the final decision on the appeal.

DEFINITIONS. Unless the context indicates otherwise, in this
chapter:

(1) "department” means the state department administering
the state or federal funds;

(2) "commissioner" means the commissioner of the department
administering the state or federal funds;

(3) "non-profit corporation™ neans'a corporation no part of
the income or profit of which is distributable to its members,
directors or officers;

(4) T"appropriate granting program" or ‘granting program’
means a program within the department for administration of funds
for the type of services the applicant or grantee proposes to
provide;

(5) Tappropriate granting tgcncy" or 'granting agency' means
the agency within the department which administers the appropriate
granting program;

(6) "grant” neans an award of financial or direct assistance
0 an eligible recipent under a program that provides for such
assistance based on review and approval of an application, plan or
other ‘iocument(s) setting forth a proposed activity program;

(7) "grantee" or "grantee organization" neans the
organization, agency or other legally accountable e-city that
receives a grant; ,

(8) "program period™ or "grant period" neans the time period
of which the grantee has been awarded funds;

(9) "State Clearinghouse” neans the office located in Lite
Office of the Governor which oversees a process through which
state agencies, local governments, areawide planning agencies, and
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other interested reviewers neke comment on projects that impact
their area of expertise and jurisdiction;

(10) "final state budget’ means the total budget for the
government of the State of Alaska for a given fiscal year which
has been approved by the state legislature and signed into law by
th' governor;

(11) "real property"” neans land, land improvements,
structures and appurtenances thereto, excluding moveable machinery
and equipment;

(12) "personal property” means property of any kind except
real property;

(13) "non-expendable personal property"” means an article of
tangible personal property (generally equipment) that is complete
in itself, is of a durable nature, and has an expected useful life
of more than one year, and has a unit acquisition cost of $500 or
more; or intangible personal property such as patents, inventions
and copyrights.

(14) "grant-related program income” rmeans any income
egenerated by grant-supported activities; such income includes but
is not limited to proceeds from the sale of products or services
such as laborato.-y tests or computer time, payments received ftom
patients or third parties for services provided under a project,
fees received for personal services performed in connection with
and during the period of the grant-supported activity, proceeds
from the sale of assets purchased with project funds, and
royalties from copyrights or publications developed under a
grant-supported project.

(15) “"state advisory board or council® means an advisory
board of persons appointed by the governor or commissioner to
serve in an advisory capacity for a certain granting program.

(16) "true lease" neans a lease which does not meet any one
of the following four criteria.

(A) ownership is transferred to the lessee (in the
lease) by the end of the ?-ase term;

(B) a bargain price option to buy the property is in the
lease;



(C©) the lease term is 75 percent or nmore of the
estimated economic life of the property; and

(D) the present value of the rentals is 90 percent or
more of the fair market value of the leased property (minus
investment tax credit if retained by the lessor); the valuation
date for this purpose is the date of the lease agreement or
commitment, if earlier.

(17) "approval’ means written agreement or permission to
proceed, signed by an authorized official of the granting agency,
in response to a written request from the grantee or applicant for
approval of a proposed grantee or applicant action.

(18) "General Government contract” nmeans the employment
contract negotiated by the State of Alaska with its employees in
the General Government Unit represented by the Alaska Public
Employees Association.
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PART 255- COST PRINCIPLES APPLI—
CABLE TO GRANTS AND CONTRACTS
WITH STATE AND LOCAL GOVERN-—
MENTS

See.
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Appendixes.
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Appendix A—Principles fer aetcrmrnlng
costs applicable to grants and contracts wit
sta’o and local governments.
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of cost.

AuTithirr: Executive Order 11717 t'B
FR 12315, May 11, 19733e

Source: 39 FR 27133, July 25, 1974, unless
otherwise noted.

§ 255.1

This part establishes principles and
standards for determining costs appli-
cable to grants and contracts with State
and local governments.

§ 255.2

The President by Executive Order
11717 transferred the functions covered
by this part from the Office of Manage-
ment and Budget to the General Services
Administration. This part is therefore Is-
sued as ft replacement for previous Office
of Management nnd Budget Circular No.
A-B7. No substantive changes > ve been
made.

§ 255.3

Tills part provides principles for de-
termining the allowable costs of pro-
grams administered by State and local
governments under grants from and
contracts with the Federal Government.
They are designed to provide t* " basis
for a uniform approach to the problem
of determining costs and to promt,le
efficiency nnd belter relationships be-
Iween grantees and the Federal Govern-
ment. The principles are for determin-
ing costs only anti lire not Intended to
Identify the circumstances nor to dictate
the extent of Federal nnd State or local
participation It the financing of a par-
Hcular project. They arc designed to pro-
vide ttiat federally assisted programs
bear their fair share of costs recognized
under these principles except where re-
stricted or prohibited by 1»\ No provi-
sion for profit or other incrciu >it above
cost Is Intended.

2591
299
299.3
2504
2595
2550

Purpose.

Supersession.

Policy intent.

§ 255.4 Applicability anil scope.

fa) The provisions of llils part apply to
nil Federal agencies responsible for ad-
ministering programs that involve gratiLs
and contracts with State and local
governments,

(b) ILs provisions do not apply to
grants and contracts with:

(t) Publicly financed educational In-
stitutions subject to the provisions of
Part 254. and

(2) Publicly owned hospitals and other
providers of medical care subject to re-

quirei 3nts promulgated by the sponsor-
ing Feueral agencies.

Any other exceptions will be approved
by the General Services Administration
in particular cases where adequate justi-
fication is presented.

§ 255.5

The principles and related policy
guides are set lonti in the appendixes,
which are:

Appendixes.

A pendrx A—Principles é” determrnr,ng
Sctdas 1d %RH 833 e toedTa ts nnd contracts wit

spendrx B— Standards for selected Items
o(C
§ 255.6

Further information concerning tliis
part may be obtained by contacting:

% Eral ervi engA? inistration (AMF)
ep 0 e I

Inquiries.

TAT, FTS 202 343-1747
Avpendtx A
AP
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gaule to Grants and Contracts
tate and Local Governments
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Amendment toAttachment B,

paragraph B.28

Travel. (Add the following sentence at
the end of the paragraph.)
"Notwithstanding the provisions of
Attachment D, paragraphs D.G. and 8..
travel costs of <fficials covered by those
paragraphs, \ uen specifically related to

01 man- grant programs, are allowable with the

prior approval of the Federal funding
agency."

Amendment to Attachment B,

paragraph C.2a
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Amendment toAttachment B,

paragraph C.D.7
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OFFrE OF MANAGEMENT AND
BUDGET

Federal Agencies Responsible for
Approval of Cost Allocation Plans and
Other Cost Proposals of State and
Local Governments

February 19.1980.

summary: This notice transmits an
update”. list of Federal agency
assignments for administering OMB
Circular 74-4. "Cost Principles
Applicable to Grants and Contracts
With Slate and Local Governments."

OMF Circular 74-4 c/ablished
principles and standards 'or determining
the allowable costs of programs
administered by State and local
governments. The Circular also provides
instructions and guidance for the
negotiation, approval, and audit of cost
allocation plans, and indirect cost
proposals.

The following list shows the
responsible Fedcra,' agency assigned to
carry out these provisions of the
Circular.

This list docs not pri vide cognizant
agency assignments for carrying out the
provisions of Attachment P, Circular A -
102. "Audit Requirements for State and
Local Governments."” Such a list is
currently under development ,nd will be
issued in the near future.

FOR FURTHEH INFORMATION C INTACT:
Jack Sheehan, Financial Management
Branch. Office of Management nnd
Budget, washingtc  O.C. 20103 (202)
395-3993.

John |. Lordan.

Chief. Financial Manapimcnt Branch.

Federal Agencies Responsible for Audit
and Approval of Cost Allocation Pirns
and Other Cost Proposals of State and
Local Governments

A Listing by Slates
Table of Contents

Part I—General Information

Part Il—Federal Agencies Responsible for the
Audit and Approval of Statewide Cust
Allocation Plans

Part Ill—Federal Agencies Responsible for
the Audit and Approval of Slate Agency
und Local Government Cosl Allocution
Pluns

Part IV—Federal Agencies Responsible for
the Audit and Approval of Cost Allocution
Plans for School DisIncts and Special
Districts

Part V—Addresses <‘ Federal Offices to
Contact Regardini "’-c Requirements of
OMD Circular 74

Part [=General' .ormatlon

OMB Clrculur 74-4 establishes
uniform principles for determining coats
of federally assisted programs carried

out by State and local governments. It
provides for 'ecognilion of central
service costs, identifies the major types
of costs normally incurred, and
classifies them as to allowability. It also
provides ror the development of
necessary instructions related to the
determination of indirect costs and
makes it possible for indirect costs to be
charged against a Federal program
without a transfer of funds between the
grantee departments involved. It
requires States and localities charging
indirect costs to substantiate them
through the preparation of cost
allocation plans.

All States, the District of Columbia,
Puerto Rico, and ether territc iies are
required to submit their cost allocation
plans to a designated Federal agency for
prior approval. Local governments are
not required to submit their cost
allocation plans for approval unless
asked to do so by the designated
Federal agency. It is. however, the
responsibility of the local government
seeking reimbursement of its indirect
costs to prepare and retain a plan even
though not asked to submit one.

Circular 74-4 provides that a listing of
Federal agencies assigned responsibility
for the audit and approval of State and
local cost plans be maintained by the
Federal Government. Parts 11, Ill, and IV
constitute that listing. All States are
included, as are all State agencies,
school districts, and those special
districts that arc expected to have
substantial dealings with the Federal
government. Counties, municipalities,
and townships that had populations in
excess of 50,000 arc also included.

Part V contains lhc addresses of
Federal offices that should be contacted
for additional information and guidance.
Those State departments und local units
of government not listed should contact
the Federal agency pruviding them the
most funds for information and
guidance. In the determination of\ iat
Federal funds should be considered for
this purpose do not include Federal
funds which nre not normally burdened
with overhead, such ns major
subcontracts, funds received .,y a State
but immediately passed through to a
local government, and funds received by
a local government which are
immediately passed through to a
subgrantce.

Pa t Il—Federal Agencies Responsible
the Audit nnd Approval ot Statewide Coa>
Allocation Plans

50 Stales, The District of Columbia and
Puerto Rico: Department of Health,
Education. 4 Welfare

American Samoa: Department of Interior

Cuam: Department of Inierior

FMC 74-46

Trust Territory of the Pacific Islands:
Department of Interior ,
Virgin Islands: Department of Interior

Part lll—Federal Agencies Responsible for

the Audit and Approval of State Agency

I%rI]d Local Government Cost Allocation
ans
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Opportunit
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OFFICE OF MANAGEMENT AND
BUDGET

ClroiHar A-122, "Cost Principles (or
Nonprofit Organizations™

dgency. office of Management and
Budget.

action: Final Policy.

June 27.191)0

To The Heads of Executive
Departments and Establishments

Subject: Cosl principles for nonprofit
organizations.

1. Purpose. This Circular establishes
principles for determining costs of
grants, contracts und other agreements
with nonprofit organizatuins, It does not
apply to colleges and universities which
arc covered by Circular A-2T, State,
locnl, and federally recognized Indian
tribal governments which are covered
by Circular 74-4; or hospitals. The
principles are designed to provide that
the Federal Government bear its fair
sh ire of costs except where restricted ot
prohibited by law. The principles do not
attempt to prcscribe'Mhe extent of cosl
sharing or matching on'grnnts, contracts,
or other agreements. However, such cost
sharing or matching shall no! be
accomplished I>.rough arbitrary
limitations on individual cost elements
by Federal agencies. Provision for profit
or other increment above cost is outside
the scope v.. this Circular.

2. Supersession. This Circular
supersedes cost principles issued by
individual agencies for nonprofit
organization.

3. Applicability, a. These principles
shall be used by all Federal agencies in
determining the costs of work performed
by nonprofit organizations under grants,
cooperative agreements, cost
reimbursement contracts, nnd other
contracts in which costs nre used in
pricing, administration, or settlement.
All of these instruments are hereafter
referred to as awards. Tito principles do
not apply to awards under which an
organization is not required to account
to the Government for actual costs
incurred.

b. All cost reimbursement subuwards
(suhgrants, subcontracts, etc.) are
subject to those Federal cosl principles
applicable to the particular organization
concerned. Thus, if n subaward is to a
nonprofit organization, this Circular
shall apply; if a'subawurd is to a
commercial organization, the cosl
principles applicable to commercial
concerns shall apply: if a subuward is to
a college or university. Circular A-21
shall apply: if asui tward is to a Stale.

local, or federally reodgnizod Indian*'
tribal government, Circular 744 sbdll
apply.

4. Definitions, a. "Nonprofit
organization" means any corporation,
trust, association, cooperative, or other
organization which (lj is operated
primarily for scientific, educational,
service, charitable, or similar purposes
in the public interest; (2) is not
organized primarily for profit; and (3)
uses its net proceeds.to maintain,
improve, and/or expand its operatic s.
For this purpose, the term "nonprofit
organization™ excludes (i) colleges and
universities; (ii) hospitals; (iii) State,
local, and federally recognized Indian
tribal governments: and (iv) those
nonprofit organizations which arc
excluded from coveragr of t/iis Circular
in accordance with paragraph 5 below.

b. "Priorapproval"mean, securing
th'." awarding agcrcy's permission
advance to incur cost for those items
that nre designated as requiring prior
approval by the Circular. Generally this
permission will be in writing. Where an
item of cost requiring prior approval is
specified in the budget of an .award,
appioval of the budget constitutes
approval of that cost.

b. Exclusion ofsome nonprofit
organizations. Some nonprofit
organizations, because of their size and
nature of operations, can be considered
to be similar to commercial concerns for
purpose of applicability of cost
principles. Such nonprofit organizations
shall operate under Federal cost
principles applicable to commercial
concerns. A listing of these
organizations is contained in
Attachment C. Other organizations ma
be added from time to time.

6. Responsibilities. Agencies
responsible for administering programs
that involve awards to nonprofit
organizations shall implement the
provisions of this Circular. Upon
request, implementing instruction ‘hall
be furnished lo Die Office of
Mnnugement nnd Duuget. Agencies shall
designate a liaison official to serve us
tlie agency representative on matters
relating to the implementation of this
Circular. The name and titlo of suen
representative shall be furnished to the
Office of Management and Budget
within 30 days of the date of this
Circular.

7. Attachments. The principles and
related policy guides are set forth in the
following Attachments:

Attachment A—General Principles

Attachment B—Selected Items of Cost

Attachment C— Nonprofit
Organizations Not Subject tpThis
Circulur

A-122:1

appendix ||

S. Requests for exceptions. The Office
of Management and Budget may grant
exceptions to the requirements of this
Circular when permissible under
existing law. However, in the interest of
achieving maximum uniformity,
exceptions will be permitted only in
highly unusual circumstances.

o. Effective Date. The provisions of
this Circular are effective immediately.
Implementation shall be phased in by
incorporating the provisions into new
awards made after the start of the
organization’s next fiscal year. For
existing awards the new principles may
he applied if an organization and the
cognizant Federal agency agree. Earlier
implementation, or a delay in
implementation of individual provisions
is also permitted by mutual agreement
between an organization and the
cognizant Federal agency.

0. INQUITIES. Further information
concerning this Circular may be
obtained by contacting the Financial
Management Branch. Budget Review
Division, Office of Management and
Budget, Washington, D.C. 20503,
telephone (202) 395-5773.-

James T. Mclintyre. Jr..
Director.

JCircu!  No. A-122)
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General Principles
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Attachment A
General Principles

A lluSiC considerations.

1. Lu 'position uftototcosts The totul C'st
of no award is the sum of It.e allowable
direct und allocable indirect coais less uny
applicable crejits.

2. Factors offeeling cilnvability of costs.
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To be allowable under an awai u, cjsts must
meet the following general criteria:

a. Be rea6onab.e for the performance of the
award and be allocable thereto under these
principles.

b. Conform to any limitations or exclusions
set forth in these principles or in the award
as to types or amount of cosl hums.

c. Be consistent with policies and
procedures that apply uniformly to bolh
federally financed and other activi* ts of the
organization.

d. Be accorded consistent treatment.

e. Be determined in accordance with
generally accepted accounting principles.

f. Not be included as a cost or used to meet
cost sharing or matching requirements or any
other federally financed program in either the
current or a prior period.

d. Be adequately documented.

3. Reasonable costa. A cost is reasonable
if. in its nature or amount, if'does not exceed
Ihal which would be Incurred by a prudent
person under the circumstances prevailing at
the lime the decis.in was made to incur the
costs. The qucstior of the rejsonubleness.of
specific costs must be scrutinized with
particu 'x care in connection with
organizations or separate divisions thereof
which receive the preponderance of their
support from awards made by Federal
agencies. In determining the renson.ibleness
of agiven cost, consideration shall be given
to:

a. Whether the cost is of a typo generally
recognized as ordinary and necessary for (he
operation or the organization or the
performance of the award.

b. The restraints or requirements imposed
by such Tudors us generally acc opted sour.il
business practices, arms length bargaining,
Federal nnd State laws and regulations, nnd
terms nnd conditions of the aw ird.

c. Whether the inriividhuls concerned nctod
with prudence in the circumsti ncus,
considering their responsibilities lo thu
organization, its members, employees, and
clients, the public at large, and the
Government,

d. Significant deviations from Ihc
established practices of the organizidmn
which may unjustifiably increase tin uwurd
costs.

4. Allocable costs.

ii. A cost is allocable to a particular cost
objective, such us u grant, project, service, nr
oilier activity, in uccordunca wd" 'lie relative
benefits received. A cost is olio. ,,,.e to a
Government uwurd if it is treated
consistently with other costs incurred for t!)o
same purpose in like circumstances nmt if it:

(1) Is incuned specifically for the awont.

(2) Benefits both the award anil other work
and cun be distributed in reasonable
proportion to the benefits teceived.

(3) Is necessary in the overall operation of
the organiz.itum, although a direct
relationship to any particular cosl objective
cannot be shown.

b. Any cost allocable to u particular award

or other cost objective under these principles
may not be shifted u? other Federal nvvimls to
overcome funding deficiencies, nr In avoid
restrictions imposed by luw or by the terms
of the award.

S. Applicable credits.

a. The term applicable credits refers to
those receipts, or reduction of expenditures
which operate to offset or reduce expanses
items that are allocable to awards as direct
or indirect costs. Typical examples of such
transactions are: purchase discounts, rebates
or allowances, recoveries or indemnities on
losses, insurance refunds, and adjustments of
overpayments or erroneous charges. To the
extent that such credits accruing or received
by the organization relate lo allowable cost
they shall be credited to the Government
cither us a cost r Juc'.ion or cash refund os
appropriate.

b. In some instances, the amounts received
form the Federal Government to finance
organizational activities or service operations
should be treated as applicable credits.
Specifically, the concept of netting such
credit items against related expenditures
should be applied by the organizaton in
dcterraing the rates or amounts lo be
organization in determining the rales or
amaounts tobe charged to  ‘cral awards
for services rendered whei ver the facilities
or other resources used in providing such
services have been financed directly, in
whole or in part, by Federal funds.

a(e) For rules covering prograxt income
(i.e., gross income earned from federally
supported activities) sec Attachment D of
OMB Circular A-110.

B Advance and underslant ings. Under any

given award the reaeonabltncss and
allucability or certain items of costs may be
difficult to determine. Tin's larticulnrly Irua in
connection with orgiznlionn that receive a
preponderance of their support from Federal
agencies. In order to avoid subsequent

di allowance or dispute b.,scd no

often desirable !o seek a written agreement
wilb the cognizum or lwarding ogency in
advance of the incurrence of special nr
unusal cosls. The absence of an advance
agreement on any element nf cost will not. in
itself, effect 110 reasonableness nr
nlincnbility of that element.

3. Direct Crsts

1 Direct costs nre those that can be
identified specifically wdli a particular final
cast objective: l.e., a particular award,
project, service, nr other direct activity of an
organization. However, a cost may not he
assigned to an award as 1l direct cost if aity
other cost incurred for the same purpose, In
like circumstance, lair, been allocated tn an
award as an indirect cost. Cost identified
specifically with awards are direct cost of the
awards and are to be assigned directly
(hereto. Cost identified specifically with other
final cost objectives of the organization are
direct costs of those cost o ijeclives and me
not to tie assigned to other awards directly or
indirectly.

2 Any direct cnsl oT n minor amount may
tin treated as an indirect cost nfor reasons nf
practicality where the nrcount treatment for
such cost is consistently applied to all final
cnsl objectives.

3 Tho cost of certain activities nre not
allowable as charges lo ledaiat awards (setl
i.ir eMin p'r,, fund raising costs in paragraph

A1222

21 of Attachment B). However, even though /
these costs are unallowable for purposes of |
computing charges to Federal awards, they \
nonetheless must be treated as direct cost for
purposes of determining Indirect cost rates
and be allocated their share of the
organization’s indirect costs if they represent
activities which (1) include the salai.os of
personnel, (2) occupy spice, and (3) benefit
from the organization's indirect costs.

4. The cosls of activities performed
primarily as a service to members, clients, or
the general public when significant nnd
necessary to the organization's mission must
be treated ns direct co6ls when or not
allowable and be allocated an equitable
share of indirect costs. Some examples of
these types of activities include:

a. Maintenance of membership rolls,
subscriptions, publications, ond rclutcd
functions.

b. Providing services and information to
members, legislative or administrative
bodies, or the public.

c. Promotion, lobbying, nnd other forms of
public relations.

d. Meetings and conferences except those
held lo conduct the genera! administration of
the organization.

3. Mainlcnacne, protection, and Investment

of special funds not used in operation of (he
orgur.ization.

f. Administration of group benefits on
bchclf of members or clients Including life
and hospital insurance, annuity or retirement
plans, fii.ar.clnl aid. etc.

C. Indirect Cost. |

1 Indirect t ists are those that have been
incurred for 1 >mmon or |olr.l objectives nmt
cu.reot be readily, identified with a particular
final ci s! ohective. Direct cost of minor
umctr ts may be treated os indirect cosls
under .'ha conditions described In paragraph
B 2. above. After direct costs have been
determined a,.d nssiyiicd uireclly to nwards
ur v,".;cr v.-rk os appropriate, Indirect costs
are those ren, lining lo In; allocated to
benefiting cost objectives. A cost may not liu
iillncntud to an award us an indirect cost if
any other cosl incui.vxi for the snmo purpose,
in like circumstances, tins been assigned (0
un award as a direct coat.

2. Because of the diverse cliarnctnristica
mul accounting practices ot nonprofit
organizations, il is nut possible I. specify the
1j pi s of cost wililr.It muy be classified as
Indirect cost in ail situation. However, typical
csamples of indirect cnsl for many nonprofit
organizations may include depreciation or
use allowances o> buildings nnd equipment,
the costs of opetating and maintaining
facilities, ami general administration and
general expenses, such as the salaries and
ex (tenses of executive officers, personnel
administration, ami accounting.

D. Allocation ofIndirect Cosl ond
Dr'crniinatian of Indirect CostRules.

t, Ceneral.

a Where a nonprofit organization lias only

ora: major function, or where all its major
functions benefit from (Is indirect costs to
approximately the same degree, thu
allocation of indirect cosls and the
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computation of an indirect cost rute any be
accomplished through simplified allocation
procedures as doscribed in paragraph 2
below.

b. Where an organization has several major
functions which benefit from its indirect costs
in varying degrees, allocation of indirect
costs may require the accumulation of such
costs into separate cost groupings which then
are allocated individually to benefiting
functions by means of a base which best
measures the relative degree of benefit. The
indirect costs allocated to each function arc
then distributed to individual awards and
other activities included in that dunction by
means of an indirect cost ratc(s).

c. The determination of what constitutes an
organization's major functions will depend on
its purpose in being: the types of services it
renders to (he public, its clients, and its
members; and the amount of effort il devotes
to such activities as fund rals.ng, public
Information and membership activities.

d. Specific methods for allocating indirect
ensts and computing indirect cost rntcs along
wijlh the conditions under which each method
should be used are described in paragraphs 2
through 5 below.

C. The base period for the allocation of
indirect costs is Ihc period in which such
costn are incurred and accumulated for
allocution wo work performed in that period.
The base period normally should coincide
with (he organization's fiscal your, Imt in any
evnt. shall be so selected ns to HV0
Inequities in the allocation of the coats.

2 Simplified allocution method.

a. Where an organization's major functions
benefit from its indirect co3ls to
approximately the same degre. Ihc allocation
of indirect costs may be accomplished by (i)
separating the organization's total cosls for
the base period os cither direct or indirect,
and (ii| dividing the total allowable indirect
r Sls (net nf applicable credits) by an
equitable distribution base. The result or this
process is an indirect cost rule which is used
to distribute indirect cosls to Individual
aWalIs, The rule should be expressed us the
percentage which die total amount of
allowable indirect costs bears to the base
selected. This method should alos be used
wlieru an organization bos only one major
function unci'. issuing u number of
individual projects or activities, and may lie
used where tho level of federal awards to an
organization is relatively small,

b. both the direct costs und din indirect
cosls sImil exclude cupiitri expenditures and
unallowable cosls. However, unallowable
r.osls which represent activities must lie
included In the direct costs under the
conditions described in paragraph II..1. above.

c. Tim distribution base may lie total direct
costs (excluding capital expenditures and
other distorting items, such ,.s major
subcontracts or suhgror.tu). direct salaries
and wages, or other base which results In an
equitable distribution. The ulstrihulion base
shall generally exclude pa.ticipan' import
costs us defined in paragraph |i of
Attachment It .

d Kvi'egt where a <nee:u! ralf[s| is
required in acconiuni.e ivnh paragraph t).5

below. theindirect coBl rate developed, trader
the above principlesit applicable lo all
awards at the organization. 41a special
rate(s) is required, appropriato modifications
shall be made in order lo develop the special
rate(s).

3. Multiple allocation base mothod.

a. Where an organization's indirect costa
benefit its major functions in varying degrees,
auch costs shall be accumulated into scpnrale
cost groupings. Each grouping shail then be
allocated individually to benefiting functions
by means of a base which best measures the
relative benefits.

b. The groupings shall be established so as
to permit the allocation of each grouping on
the basis of benefits provided lo the major
[unctions. Each grouping should constitute a
pool of expenses that arc of like charnctcr-in
terms of the functions they benefit and in
terms of the allocation base which best
measure the relative benefits providd to each
function. The number of separate groupings
should be held within practical limits, taking
Into consideration the materiality of Ihc
amounts involved and the degree of precision
desired.

c. Actual conditions muBt be taken into
account in selecting the base to be used in
nltocnling the expenses in each grouping to
benefit!";;; functions. When an allocation can
br made by assignment of a cost grouping
d rcctly to the function benefited, the
allocation shall be made in that manor
Whc.i the expenses In a grouping are more
general in nature, the allocation should be
made through the use of a selected base
which produces results Ihal are equitable to
both tho Government nnd the organization. In
general, any cost element or cost related
factor associuluJ with tho organization's
work is potentially adoptnblo for use as an
allocation ".lasc provided (i) It can readily bo
exprensr i In terms of dollars or other
giianlitat vc measures (total direct costs,
direct salaries and wages, stuff hoars applied,
square fuel used hours of image, number of
documents processed, population served, and
thu like) and (li) it is common lo the
benefiting functions daring the base period.

d. Except where a special indirect r]S!
rale(s) is required In accordance v.ilh
paragraph 0.5. below, the separate groupings
of indirect costs allocated lo each major
function shall be ngregnted and treated us n
common pool for that functiun. The coals in
the common pool shall then lie distributed In
fmlivisual nwnrs included in tluil function by
lent of n single Indirect cnsl rale.

e. Tlie distribution base used in computing
Il o indirect cosl rale for each function limy
bo total direct costs (excluding capital
i .pendihires and other distorting items such

major subcontracts und subgrnnls). direct
salaries und wages, or other use which
results in an equitable distribution. 'I'lie
distribution base shall generally exclude
participant support cosls as defined iri
paragraph Z.I, Attachment It. An Indirect cost
rate should lie developed fir each separate
indirect cnsl pool developed. The rate in each
case should be slated us the pen.milage
which the amount nf the particular indirect
cost pool is of the distribution base identified
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with that pool

4. Direct allocation method.

a. Some nonprofit organizations, treat all
costs as direct costs expect general
administration and general expenses. These
organizations generally separate their costs
into thro basic categories: (i) General
administration and general expenses, (ii)
fund raising, and (iii) other direct functions
(including projects performed under Federal
awards). Joint costs, such as depreciation,
rental costs, operation ond maintenance of
facilities, telephone expenses, and the like
arc prorated indivisually as direct cost to
each category and to each award, or other
activity using a base most appropriate to the
particular cost being prorated.

b. This method is acceptable provided each
joint cost is prorated using a base which
accurately measures the benefits provided to
each award or other activity. The bases must
be established in accordance with rcsonable
criteria, and be supported by current data.
This method is compalible with the
Standards of Accounting and Financial
Reporting for Voluntary Health and Welfare
Organizations issued jointly by the National
Health Council, Inc.. the National Assembly
jf Voluntary Health and Social Welfare
Organizations, nnd the United Way of
America.

c. Under this method, indirect costs consist
eclusively of general administration and
general expenses. In all other respects, the
organization's Indirect cost rntcss shnl be
computed in the same manner as that
described in paragraph D.2 above.

5'Special indirect cost rules. In sumo
Instances, a single Indirect cost rule for alll
activities of nn organization or for each mnjor
function of the organization ay not be
Appropriate, si -0it would not take into
account thosu different factors which may
substantially offecl f.,e indirect costs
applicable to a particular segment of work
For this purpose, a particular segment or
work, for I! 's purpos". n part ular segment
of wink may lie that performed under u single
award or it may consist of work under a
grout) of awards performed in u common
environment, the factors may include thu
physical location of tho work, tip level of
administrative support required, the nature of
(lie facilities or order resources employed, the
scientific disciplines or technical skills
involved, llie organizational arrangements
used, or any combination thereof. When a
particular segment nf work is perfntmed in on
environment which appears to generate n
significantly different level nf indirect costs,
provisions should be made fora separate
indirect cost pool applicable to such work.
Thu separate indirect cnsl pool should bu
developed during tliu course of the regular
allocation process, and the separate Indirect
cost rate resulting therefrom should bu used
pro ided il is determined that (i) tlie rate
differs significantly from that which would
have been obtained under paragraph 112, 3,
und 4 above, nnd (ii) tlie volume of work lo
who li the rule would apply is o.alerial.

E. Negotiation and Approval of Indirect Cost
Hates.
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1. Definitions. As used in this section, tlie
following terms have the meanings set forth
below:

a. "Cognizant ogency" mea?.s the Federal
agency responsible for negotiating and
approving indirect cost rates for a nonprofit
organization on behalf of all Federal
agencies.

b. "Predetermined rate" means an indirect
cost rate, applicable to a specified current or
future period, usually the organization's fiscal
year. The rate is based on an estimate of the
costs to be incurred during the period. A
predetermined rate is not subject to
adjustment.

c. "Fixed rate" means en indirect cost rale
which has the same charur'?1'sties as a
predetermined rate, excep ..at the difference
between the estimated costs and the actual
costs of the period covered by the rate is
carried forward an adjustment to the rate
computation or a subsequent period.

d. "Final rote" means an indirect cost rate
applicable to u specified past period which is
based on the actual costs of the period. A
final rate is not subject to adjustment.

C. "Provisional rule” or billing rate means a

temporary indirect cost rate applicable to a
specified period which is used for funding,
interim reimbu* emcnl, ond reporting indirect
costs on awards pending the establishment

a rate for the period.

f. "Indirect cost proposal” means the
documentation prepared by an organ! _.ii i
to substantiate its claim for the
reimbursement of indirect costs. This
proposal provides the basis for the review
and negotiation leading to the establishment
of an organization's indirect cosl rate.

g. "Cost objective" moans a function,
organizational subdivision, contract, grant, or
other work unit for which cost duln urc
desired and fi r which provision is made to
accumulate nr d measure tho cc-'. of
processes, projects, |obs nnd capitalized
projects.

2. Negotiation amiapproval of rotes,

a. Unless different arrangements are
agreed to by thu agencies concerned, the
Federol agency with the largest dollar value
of awards with an organization will lui
designated us the cognizant agency (or the
negotiation und upprovul of indirect cnsl

es and, whuru necessary, other rates such

fringe benefit and computer charge-out

is. Once mi agency Is assigned cognizance

Ji particular nonprofit organization, the
assignment v u not ho clicngod unless there
Is a major long-term shift in thu dollar vnluiuo
of the Federal awards to the organization. All
concerned Federal agencies shall bu given tho
opportunity to pi" icipatn In the negotiation
process, but nfter u rate lias Inum agreed
upon it will lie accepted by all Federal
agencies. When u Federa agency has reason
to heliovo that special operating factors
affecting its awards necessitate special
Indirect cost rales in accordance with
paragraph U.5 above, Il will, prior to the lime
thu rules are negotiated, notify thu cognizant
ngcncy.

b, A nonprofit organization which has nut
previously established an indirect cost rate
with a Federal agency shall after thu
organization is advised that an award will he

made and, in no event, later than three
months after the effective date of the award.

c. Organizations that have previously
established indirect cost rotes must submit a
new indirect cost proposal lo the cognizant
agency within six months after the close of
each fiscal year.

d. A predetermined rote may be negotiated
for use on t wards where there is reasonable
assurance, based on past experience and
reliable projection of lhc organization's costs,
that the rate is not likely to exceed a rale
based on the organization's actual costs.

e. Fixed rates may be negotiated where
predetermined rates are not considered
appropriate. A fixed rate, however, shall not
be negotiated if (i) all or a suhsluntiul portion
of the organization's awards arc expected to
expire before the carry-forward adjustment
can be made: (ii) the mix of Government and
non-government work at the organization is
too erratic to permit on equitable carry-
forward adjustment: or (iii) the organization's
operations fluctuate significantly from year to
year.

f. Provisional und final rotes shall be
negotiated .whero neither predetermined nor
fixed rules ere appropriate.

g. The results of each negotiation shall be
formalized in a written agreement between
the cognizant agency and the nonprofit
organization. The cognizant agency shall
distribute copies of lhc ugrcement toall
concerned Federal agencies.

h. If a dispute arises in a negotiation of on
indirect cost tuie between the cognizant
agency nnd the nonprofit organization, the
dispute shall bu resolved in accordance with
the appeals procedures of thu cognizant
agency.

1. To lhc extent that problems ure
encountered among the Federal agencies in
connection with the nego'Intion und approval
process, the Office of Mur ugement and
Budget will lead assistance ns required lo
resolve such problems in a timely manner.
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Selected Items of Cost

Paragraphs 1 through 50 provide principles
to be applied in establishing the allowability
of certuln Items of cost. Tliusc principles
apply whether a cost is treated ns direct or
Indirect. Failure to mention n particular llum
of cost Is not intended to imply that It is
unallowable; rather determination ns to
allowability in uach case should be bused on
tho treatment or principles provided for
similar i >rrelated itcmn of cost.

1. Advertising costs.

it. Advertising casts mean the costs nf
media services and associated costs. Media
advertising includes magazines, newspapers,
radio and television programs, direct mail,
exhibits, and the like.

b. The only advertising costs allowablo are
those which are solely fur (i) tho recruitment
of personnel when considered in conjunction
with all other rucndimenl coats, as set forth
in paragraph 40; (ii) the procurement of goods
and services; (iiij the disposal of surplus
materials acquired in the peiforiuance of lliu
award except when organizations ure
reimbursed for disposals at d predetermined
nimmnt in accordance with Attachment N of
OMI) Circular A-110; or (lv) specific
requirements of dm award.

2 llod debts. Bad debts, including losses
(w' etluir ncluul or o&mmted) arising from
uncollectible accounts and other claims,
related collection costs, and relabel legal
cosls. nre unnlluwnhlu.

3 lhdundproimsol(X'sls. (reserved)

4 Ponding costs.
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a. Bonding costs arise when the
Government requires assurance against
finunc:-] loss to itself or others by reason of
the aci or default of ihc organization. They
arise also in instances where 'he organization
requires similar assurance, included are such
bonds as bid. performance, payment,
advance payment, infringement, and fidelity
buuos.

o. Costs of bonding required pursuant to
the tern's of the award are allowable.

c. Costs of bonding required by the
organization in tho general conduct of its
operations arc allowable to the extent that
such bonding is in accordance with sound
business practice end the rates and premiums
are reasonable under the circumstances.

5. Communication coats. Costs incurred for
telephone sendees, local and long distance
telephone culls, telegrams, radiograms,
postage nnd the like, nre allowable.

0. Compensation for personal services.

a Definition. Compensation for personal
services includes nil compensation paid
currently or accrued by the organization for
services of employees rendered during the
period of the nward (except os otherwise
provided In paragraph g. below). It Includes,
but is not limited to, salaries, wngos,
director's nnd executive committee member's
fees, incentive nwurds. fringe benefits,
pension plnn costs, allowances foroff-sltc
pay. incentive pay, location allowances,
hardship pay, nml cost of living differentials.

1), Allowability. Except ns otherwise
specifically provided in this paragraph the
costs of such compensation ure allowable to
the extent that:

(t) Total compensation to iildividoat
employees I» reasonable for the services
rendered mid conforms lo the established
policy of tho organization consistently
applied to both Government and ucul-
Gnvernnient activities; nnd

(It) Charges to awards wintt' -r (mated ns
direct or indirect routs ure determined nnd
supported n\ required in tins paragraph.

(i, lonsonohleni'ss.

(1) When tlie organization in predominantly
engaged in activities other than those
sponsored by the Government, cumpnnsntion
for employees on Gnvnrnmiuil-spnnsnred
work will bn considered reasonable to the
extent llinl 11 Is consistent with that paid for
similar work in tlie ntg.iniznlum's other
activities.

(2) When the organization in predominantly
engaged in Government sponsored activities
ami iu Cases where (lie kind of employees
required lor the Government activities are
not louml in the organization's oilier
nctlvitles, cumpunaiitinn for employees on
Covemmimt-spnnsnnid work will lie
criMimlerml ronsnnuhin to the extent llinl it In
comparable In dial pant fur similar work in
the labor markets in wideli the organization
competes for the kind ol employees involved.

d. Special considerations in determining
ollowobdity. Certain conditions reqidic
special consideration anil possible liiintninins
in determining costs under Federal invents
where iimniinls or types of comgemmlinn
appear unreasonable. Among such conditions
lire the billowing:

(11 Compensation to tnmnbei s of tinnprtilil

organizations, trustees, directors, associates,
officers, or the immediate families thereof.
Determination should be made that such
compensation is reasonable for the actual
personal services rendered rather than a
distribution of earnings in excess of costs.

(2) Any change in nn organization's
compensation policy resulting in a
substantial increase in the organization's
level of compensation, particularly when it
was concurrent with nn increuse in the ratio
of Government awards to other uctivitics of
the organization or any chnnge in the
treatment of allownbility of specific types of
compensation due lo changes in Government
policy.

C. Unallowable costs. Costs which are
unallowable under other paragraphs of this
Attachment shall not be allowable under this
paragraph solely on the basis that they
constitute personal compensation.

f. Fringe benefits.

(1) Fringe benefits in lhc form of regular
compensation pnid to employees during
periods of authorized absences from the job.
such as vacation Icuvc. sick leave, military
leave, nnd the like, nre allowable provided
such costs arc absorbed by all orgsnizalion
activities in proportion to the relative amount
of time or effort actually devoted lo each.

(2) Fringe benefits In the form of employer
contributions or expenses for social security,
employee insurance, workmen's
compensation insurance, pension plan costs
(see paragraph g. below), nnd the like, are
allowable provided such benefits are grunted
(n accordance with established written
organization policies. Such benefits whether
treated ns indirect costs or ns direct costs,
shall bn distributed lo particular nwurds and
other nativities In i manner consistent with
the pattern of benefits accruing In the
Individuals or group of employees whose
salaries and wages are chargeable to such
awards and other activities.

(3)|n) Provisions for n reserve under a self-
insurance program for unemployment
unrig ,niatlou or workmen's compensation
ure allowabbt to the extent that the
provisions represent reasonable estimates of
tim liabilities for such compensation, and the
types ol coverage, extent ol coverage, ami
rules and premiums would have been
allowable had insurance Item) purchased In
cover the links. However, provisions lor self-
insured liabilities which do not become
payable (or more then one year after the
provision is merle shall not exceed the
pranunl video of the liability.

(li) Where no organization follows a
comiiuluut polcy ol expensing actual
payments to, or on behnlf of, nupluyvus or
former employees for unemployment
compensation or workmen's crunpunxnlion.
micli payments nre allowable in the year of
payment with the prior approval of the
awarding agency provided they are allocated
lo all activities of the organization.

(4) Costs of Insurance on the lives ol
trustees, officers, or other employees holding
positions of similar responsibility are
allowable only lo the extent Hint the
insurance represents additional
com a nsiitinti. The costs of such insurance
wbeii (lie organization is named as
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beneficiary are unallowable.

g. Pension plan costs.

(1) Costs of the organization’s pension plan
which are incurred in accordance with the
established policies of the organization are
allowable, provided:

(a) Such policies meet the test of
reasonableness;

(b) The methods of cost allocation are not
discriminatory;

fc) The cost essigned to each fiscal year is
determined in accordance with generally
accepted accounting principles as prescribed
in Accounting Principles Board Opinion No. 8
issued by the American Institute of Certified
Public Accountants; end

(d) The costs assigned to a given fiscal year
ere funded for all plan participants within six
months after the end of Ihal year. However,
increases to normul and past service pension
costs caused by a delay in funding the
nctuarinl liability beyond 30 days after each
quarter of the year to which such costs arc
assignable arc unallowable.

(2) Pension plan termination insurance
premiums paid pursuant to the Employee
Retirement Income Security Act of 1074 (Pub.
L. 93-400) arc allowable. Late payment
charges on such premiums nre unallowable.

(3) Excise taxes on accumulated funding
deficiencies nml other penalties imposed
under the Employee Retirement Income
Security Act are unallowable.

h. Incentive compensation. Incentive
compensation to employees based on cosl
reduction, or efficient performance,
suggestion awards, safely awards, etc.. ara
allowable to the extent that the overall
compensation is determined to bo reasonable
ond such cosls nre pnid or accrued pursuunl
lo an agreement entered Into In good faith
between the organization and Ihc employees
before the services were rendered, or
pursuant to an established plan followed by
<ho organization so consistently as to imply.
In effect, nn agreement to make such
payment.

L. Overtime, extra pay shift, and inultishift
premiums. See paragraph 27.

). Severance pay. See paragraph 44,

k. Training ond education costs. See
paragraph 40.

1 .Support ofsalaries nml wages.

(1) Charges to awards for salaries and
wages, whether treated as direct costs or
Indirect costs, will bn based on documented
payrolls approved by a responsible olficial(s)
of the organization. Tho distribution of
salaries and wages lo awards must lie
supported by persomiul activity reports as
prescribed in subparagraph (2) below, except
when a substi'ute system lias been approved
In writing by the the cognizant agency. (See
paragraph Iv.2 of Attachment A)

(2) Reports reflecting the distribution of
activity of each employee must be
maintained for all staff member.*
(professionals and iiniiprnfessioiiulx) whose
compensation is charged, in whole or iu purl,
directly to awards, hi addition, in order to
support the allocation of indirect costs, such
repoits must also he maintained fur other
employees whose work involves two or more
functions or uctivitics if n distribution of their
compensation between such functions or
activities Is needed ill the determination of
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the organization's indirect cost rate(s) (e.g.,
en employee engaged pait-'ime in indirect
cost activities and part-time in a direct
function). Reports maintained by nonprofit
organizations to satisfy these requirements
must meet the following standards:

(@ The reports must reflect an after-the-
fact determination of the actual activity of
each employee. Budget estimates (i.e.,
estimates determined before the services are
performed) do not qualify as support for
charges to awards.

(bj Each report must account for the total
activity for which employees are
compensated and which is required in
fulfillment of their obligations to the
organization.

(c) The reports must be signed by the
individual employee, or by a responsible
supervisory official having first hand
knowledge of tho activities performed by the
employee, that the distribution of activity
represents a reasonable estimate of the
oclual work performed by the employee
during the periods covered by the reports.

(d) The reports must be prepared at least
monthly and must coincide with one or more
pay puriads.

3 Charges for the salaries ond wages of
nonprofcs9ional employees, in addition to the
supporting documentation described in
siihpnragruphs (1) and (2) above, must also
bo supported by records indicating tho total
number of hours worked each day
maintained in conformance with Department
of Labor regulations implementing the Fair
Labor Standards Art (2!) CFR Purl 510). For
this purpose, tho term "nonprofcssioual
employco” shall have the soma meaning us
"nonexempt employee," under thu Fair Labor
Standards Act.

(1) Salaries and wages of employers used
himaetiiifi cast sharing or nntcliinr
requirements on awards tnus.' ha Biyi)ori'd In
the same manner us salaries n. d wage*
claimed for reimbursement from awarding
agancioa.

7. Contingency provisions. Contributions to

n contingency r setve or uny similar
provision made for events the occurrence of
which cannot lie foretold witli certainty as lo
lime, nlenslly, or with an assurance of their
huppi sting, are unallowable. The term

"conl, agency reserve" excludes r.elf-
Insurance reserves (see paragraph 0.f.(3) and
111a(;’), 1); pension funds (nee paragraph

0 (it)); ni.tl reserves fur normal severance puy
(see parsgraph 44.(b)(1).

II. Contributions. Contributions nml
donations by tlie organization to others are
unallowable,

il. Depreciation and use allowances.

a Compensation fur the use of buildings,
other cugilal improvements, ami equipment
or: baud may lie made through use
allowances or depreciation. However, except
as provided in paragraph f. below u
cumbioatioii of die two methods may not be
used in cimnm.ifon will: ii single class of
fixei! assets [e g . h oldings, office equipment,
con uter equipment, etc.).

h. Hie cumpt.iiitnm of use allowances or
fLprecinlion shall lie bused on the
m qUISItIIIII cost of the assets involved, The
iicuuisition cost of an asset donated lo the

organization by a third party shall be its fair
market value at the time of the donation.

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

(1) The cost of land;

(2) Any portion of the cosl of buildings and
equipment borne by or donated by the
Federal Government irrespective of where
title was originally vested or where it
presently resides; and

(3) Any portion of the cost of buildings and
equipment contributed by or for the
organization in satisfaction of a statutory
matching retirement.

d. Where the use allowance method is
followed, the use allowance for buildings and
improvement (including land improvements
such as paved parking areas, fences, ond
sidewalks) will be computed at an annual
rate ,,ot exceeding two percent of acquisition
cost. The use allowance for equipment will
be computed at an annual rate not exceeding
six and two-thirds percent of acquisition cost.
When the U9e nllowancc method Is used for
buildings, the entire building must be treated
as a single asset; the building’s components
(e.g. plumbing system, heating und nir
conditioning, etc.) cannot be scgrcgutcd from
the building's shell. The two percent
limitation, however, need not be applied to
equipment which is merely attached or
fastened to the building but not permanently
fixed lo It and which i9 used as furnishings or
decorations or lor specialized purposes (e.g.,
dentist chairs and dental treatment units,
counters, laboratory benches bolted to tho
flonr, dishwashers, carpeting, etc.). Such
equipment will be considered as not being
permanently fixed to the building if it can be
removed without tho need for costly or
extensive alterations or repairs lo the
building or the equipment. Equipment that
meets these criteria will be subject to thu six
nnd two-thirds percent equipment use
ullowunce limitat'on.

u. Where depreciation method is followed,

the period of useful service (useful life)
established in each rose for usable capital
assets must ake Into consideration such
factors ns type of construction, nature uf the
equipment used, technological developments
to the pnrticular program area, und the
renewal and replacement policies followed
for the the Individual items or classes of
nasals involved. The method of depreciation
used In assign the cost of an nsect (or group
of assets) to accounting periods shall reflect
tlie pattern of consumption of ".he asset
during its useful life. In the iilisem <of clear
evidence indicating that the expected
consumption ol die asset will lie significantly
greater nr lessor in the early port'uns of its
useful life llm.i iu the later port...as, the
ntraighl-lini! method shall lie presumed In lie
the appropriate method. Depreciation
methods once used shall not be changed
unless approved in advance by the cognizant
| ot'ei.d agency. When the depreciation
method is introduced for apphralum to assets
previously sulgecl to i use allowance, the
combination ol use allowances and
depreciation applicable In such assets must
not exceed tin: toiiil acquisition cost of the
assets. When the depreeiatinn method is used
t"i buildings, a building's shell mav bu
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segregated from each building component
(e.g.. plumbing system, heating, and air
conditioning system, etc.) and each item
depreciated over its estima’'cd useful life; or
the entire building (i.e., the shell and all
components) ir ay be treated as a single asset
and depreciated over a single useful life.

f. When the depreciation method is used
for a particular class of assets, no
depreciation may be allowed on any such
assets that, under paragraph c. above, would
be viewed as fully depreciated. However, a
reasonable use allowance may be negotiated
for such assets if warranted after taking into
consideration the amount of depreciation
previously charged to the Government, the
estimated useful life remaining at time of
negotiation, the effect of any increased
maintenance charges or decreased efficiency
due to age. and any other factors pertinent to
the utilization of the asset for the purpose
conlemplated.

g. Charges for use ullowuncc9 or
depreciation must be supported by adequate
property records ond physical inventories
must be taken at least once every two years
(a statistical sampling basis is acceptable) to
ensure that assets exist and are usable und
needed, When the depreciation method is
followed, adequate depreciation records
indicating the amount of depreciation taken
each period must also be maintained.

10. Donations

n. Services received.

(1) Donated or volunteer services may bo
furnished lo mi organization by professional
nnd lechnicul personnel, consultants, and
other skilled and unskilled labor. Tho voluc
of these services is not reimbursable either os
a direct or indirect cost.

(2) The value of donated services utilized
in the performance of a direct cnsl activity
shall be considered in the determination of
the organization's indirect cost ratc(s) und,
ntxoidingly. shall bu allocated a
proportionate share of applicable indirect
costs when the following circumstances exist;

(a) The aggregate v.dun of the services Is
material;

(b) The services are supported by n
significant iniiouiil of lint indirect costs
incurred by the iirg.ini ration:

(c) Thu direct cost iic'ivity ir not pursued
primarily (or the benefit of the Federal
Government.

(3) In thosn Instances where there is no
basis for determining the fair market value of
the services rendered, the recipient and thu
cognizant agency shall negotiate an
appropriate allocation of indirect cost to the
services.

(4) Whole donated services directly benefit
a project supported by an award, the indirect
costs allocated to the services w.Il bu
considered as a part of the total costs of thu
project. Such indirect costs may be
reimbursed under tlie award nr used lo meet
cost sharing or matching requirements.

(fi) The value of the donated services may
be used to meet cost sharing or matching
requirements under conditions described in
Attachment K. OMB Circular No. A-110.
Where donated services ate treated as
indirect costs, indirect cost rates will
separate the value of tin. Lmulii, is so that

C
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reimbursement will not be made.
Z (6) Fair market value of donated services
n shall be computed as follows:

(a) Ralesfor volunteer services. Rates for
volunteers shall be consistent with those
regular rates paid for similar work in other
activities of the organization. In cases where
the kinds of skills involved are not found in
the other activities of the organization, the
rates used shall be consistent with those paid
for similar work in the labor market in which
the organization competes for such skills.

(b) Services donated by other
organizations. When an employer donates
tlie services of an employee, these services
shall be valued at the employee's regular rate
of pay (exclusive of fringe benefits and
indirect costs) provided the services are in
the same skill for which the employee is
normally [ ,id. If the services are not in the
same skill for which the employee is normally
paid, fair market value shall be computed in
accordance widi subparagraph (a) above.

b. Goods and space.

(1) Donated goods; i.e., expendable
personal property/supplies, and donated uso
of space may be furnished (o an organization.
The value of the goods and space Is not
reimbursable either as a direct or indirect
cost.

(2) The value of the donations may bo used
lo meet cost sharing or matching share
requirements under the conditions described
In Attachment F, OMD Circular No, A-110.
Thu value of tho donations shall bo
determined in accordance with Attachment
E. Where donations arc treated as indirect
cosls, Indirect cost rales will separate (hy
value of the donations so that reimbursement
will not ba mode.

11. Employee morale, health, and welfare,
casts and credits. The costs of house
publications, health or first-aid clinics, and/
or infirmaries, recreational activities,
employees' counseling services, and other
expenses incurred in accordance with the
orgunlzution’s established practice or custom
for the improvement of working conditions,
employer-uinployeu relations, employee
morale, und employee performance are
allowable. Such costs will be cqullubiy
apportioned In nil activities of the
organization. Income generated from any of
these activities will be credited to the cosl
thereof unless such income has been
Irrevocably net over lo employee welfare
organizations.

12. Entertainment cosls. Costs of
amusement, diversion, social activities,
ceremonials, und costs relating thereto, such
as meals, lodging, rentals, transportation, nnd
gratuities urn unallowable (but see
paragraphs 11 and 25).

13. Equipment ond other capital
expenditures.

a As used in this paragraph, thu following
lunn&huvc llio.untuning? Bei forth below:

(Ij "Equipment™ meson an article of
nonexpendable lungihlc personal property
huving e useful life ol more than two years
and nn acquisition cost of $500 or more per
unit. An organization may use its own
definition provided that it ut least includes all
nonexpendable tangible personal properly us
defined herein.

(2) "Acquiiition cost" means the net
invoice unit price of an item of equipment,
including the cost of any modifications,
attachments, accessories, or auxiliary
apparatus necessary to make it usable for the
purpose for which It is acquired. Ancillary
charges, such as laxes. duly, protective in-
transit insurance, freight, and installation
shall be included in or excluded from
acquisition cost in accordance with the
organization's regular written accounting
practices.

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

(4) "General purpose equipment" means
equipment which is usable for other than
research, medical, scientific, or technical
activities, whether or not special
modifications are needed to make them
suitable for a particular purpose. Examples of
general purpose equipment include office
equipment und furnishings, air conditioning
equipment, reproduction and printing
equipment, motor vehicles, und automatic
data processing equipment.

b. (1) Capital expenditures for general
purpose equipment nre unallowable ns a
direct cost except with the prior approval of
the awarding agency.

2 Capital expenditures for special purpose

equipment are allowable ns direct costs
providod that items with a unit cost of $1000
or more have the prior approval of the
awarding agency.

c. Capital expenditures for land or
buildings arc unallowable ns u direct cost
except with the prior approval of the
nwnrd'rg agency.

d. Capital expenditures for improvements
lo land, buildings, or equipment wl  h
materially increase their value or i>. -fid life
are unallowable as a direct cost except with
'V prior approval of the awarding agency.

C. Equipment and other capital
expenditures are unallowable us indirect
costs. However, see paragraph it for
allowability of use allowances or
depreciation nn buildings, capital
improvements, and equipment. Also, see
paragraph 42 | > allowability of rental costs
for land, buildings, and equipment.

14. Finns nnd penalties. Cosls of fine» and
penalties resulting from violations of, or
failure of the organization to comply with
Federal, State, and local laws and regulations
nre unallowable except when Incurred as a
result of compliance with specific provisions
of an award or instructions in writing from
the uwurding agency.

15. Fringe benefits. See paragraph 0. f.

1@ Idle facilities and idle capacity.

a As used in this paragraph the fallowing
to'nis have the meanings set forth below:

(2) "Facilities" means land and buildings or
nny portion thereof, equipment individually
or collectively, or any other tangible capital
asset, wherever located, nnd whether owned
nr leaned liy the organization.

(2) "1d!,! facilities" means completely
unused facilities that are excess to the
organization's current needs.

I'li "Idle capacity" means the unused
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capacity of partially used facilities. It is ths
difference between that which a facility
could achieve under 100 per cent operating
time on a one-shift basis less operating
interruptions resulting from time lost for*
repairs, setups, unsatisfactory materials, and
other normal delays, and the extent to which
the facility was actually used to meet
demands during the accounting period. A
multishift basis may be used if it can be
shown that this amount of usage could
normally be expected for the type of facility
involved.

(4) “Costs of idle fadUlics or idle capacity"
means costs such 3 maintenance, repair,
housing, rent, ami other related costa: e.g.,
property taxes, insurance, und depreciation
or use allowances.

b. The costa of idle facilities are
unallowable except to the extent that:

1) They are unnecessary to meet
fluctuations in workload; or

(2j Although not necessary to meet
fluctuations in workload, they were
necessary when acquired and are now idle
because of changes in program requirements,
efforts lo achieve more economical
operations, reorganization. termination, or
other causes which could not have been
reasonably foreseen. Under die exception
slated in this subparagraph, costs of idle
facilities are allowable for 0 reasonable
period of time, ordinarily not to exceed one
year, depending upon die initiative taken to
use, lease, or dispose of sudi facilities (hot
sec paragraphs 47,b. and d.).

c. The costs of Idle capacity are normal
costs of doing business and ore a factor in the
normal fluctuations of usage or indirect cost
rales from period lo period. Such costs are
allowable, provided the capacity is
reasonably anticipated to lie necessary or
was originally reasonable nnd is subject to
reduction or elimination by seblotling,
renting, or sale, in accordance with sound
business, economics, or security practices.
Widespread idle capacity throughout an
entire facility or among a group of assets
having substantially the same function may
be idle facilities.

17.1'd '‘p.mdcnt research and develapme.nl

[Itui;orvi:d|.
I, Insurance nnd indemnification.
a. Insurance Includes Insurance which the

organization is required to carry, or which is
approved, under the terms ol the award and
any other insurance which the organization
maintains in connection with tlie general
conduct of its operations. This paragraph
dona not apply to insurance which represents
fringe benefits for employees (see paragraph
tif and 6 gf!)).

(1) Cosls of insurance required or
approved, and maintained, pursuant to the
award are allow,il le.

(2) Costs of other insurance maintained by
the organization in connection wish (he
general conduct of its operations are
allowable subject to the following limitations.

(€] Types and extent of coverage shall be
in accordance with sound business practice
und the rates and premiums shall bu
reasonable under the circumstances.

(b] Costs allowed for business interruption
or oilier similar insurance shall be limited to
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exclude coverage of management fees.

(c) Costs of insurance or of any provisions
for a reserve covering the risk of loss or
damage to Government properly are
allowable only to the extent that the
organization is liable for such less or damage.

(J) Provisions for a reserve under a self-
insurance program are allowable lo the
extent that types of coverage, extent of
coverage, rates, ahd premiums would have
been allowed had insurance been purchased
to cover the risks. However, provision for
known or reasonably estimated self-insured
liabilities, which do not become payable for
more than one year after the provision is
made shall not exceed the present value of
the liability.

(e) Costs of insurance on the lives of
trustees, officers, or other employees holding
positions of similar responsibilities are
allowable only to the extent lhal the
insurance represents additional
compensation (see paragraph 8). The cost of
such insurance when the organization is
identified as the beneficiary is unallowable.

3) Actual losses which could hove been
covered by permissible insurance (through
the purchase of insurance or o self-insurance
program) are unallowable unless expressly
provided for in the award, except:

(a) Costs incurred because of losses not
covered under nominal deductible insurance
coverage provided in keeping with sound
business practice are allowable.

(b) Minor losses not covered by insurance,
such os spoilage, breakage, and
disappearance of supplies, which occur in the
ordinary course of operations, nre allowable.

b. Indemnification includes securing the
organization against liabilities to third
persons nnd any other loss or damage, not
compensated by insurance or otherwise. The
Government is obligated to indemnify the
organization only to the extent expressly
provided in the award.

19. Interest, fund raising, and investment
management casts.

a. Costs incurred for interest on borrowed
capital or temporary use of endowment
funds, however represented, nre unallowable.

li. Costs of organized fund raising,
including financial campaigns, endowment
drives, solicitation of gifts and bequests, nnd
similar expenses incurred solely to raise
capital or obtain contributions arc
unallowable.

c. Conts of investment counsel and staff
und similar expenses incurred solely to
enhance income from Investments nre
unallowable,

d. Fund raising nnd investment activities
shall be allocated an appropriate share of
indirect costs under the conditions described
in paragraph B of Attachment A.

20.l.cbur relations casts. Costs incurred in
miiintn ling satisfactory relations between
the organization and its employees, including
costs of lulior management committees,
employee publications, and other related
activities are allowable.

21 Lasses on other awants. Any excess of
costs over Income on any award is
unallowable an n cost of sny other owanl.
This includes, but is not limited to. the
organization's contributed portion by reason

of cosl sharing agreements or any
undcrrecovenes through negotiation of lump
sums for. or ceilings on, indirect costs.

22. Maintenance and repair cost: Costs
incurred for necessary maintenanci, repair,
or upkeep cf buildings and equipment
(including Government property unless
otherwise provided for) which neither add to
the permanent value of die property nor
appreciably prolong its intended life, but
keep it In an efficient operating condition, are
allowable. Costs incurred for improvements
whith add to the permanent value of the
buildings and equipment or appreciably
prolong their intended life shall be treated as
capital expenditures (see paragraph 13).

20. Materials and supplies. The costs of
materials and supplies necessary to carry out
an award are allowable. Such costs should be
charged at their actual prices after deducting
all cash discounts, trade discounts, rebates,
and allowances received by the organization.
Withdrawals from geneta) stores or
stockrooms should be charged at cost under
any recognized method of pricing
consistently applied. Incoming transportation
charges may be a proper part of material
cost. Materials and supplies chargedas a
direct cost should include only the materials
ond supplies actually used for the
performance of the contract or grant, and due
credit should be given for any excess
materials or supplies retnined, or returned to
vendors.

21 Meetings, conferences.

a. Cosls associated with the conduct of
meetings, and conferences, ond include the
cost of renting facilities, meals, speakers'
fees, und the like. But see paragraph 12,
Entertainment costs, and paragraph 29.
Participant support costs.

b. To the extent thnt these costs ure
identifiable with a particular cosl objective,
they should be charged to that objective. fS:o
paragraph B. of Attachment A.) These costs
arc allowable provided thnt they meet the
general tests of allowable, shown in
Attachment A to this Circular.

c. Cosls of meetings ar.d conferences held
lo conduct the general administration of the
organization nre allowable.

25. Memberships, subscriptions, and
professional activity costs.

n. Costs of the organization's membership
In civic, business, technical and professional
organizations are allowable.

h. Cosls of the organization's subscriptions

In civic, business, professior.nl, and technical
periodicals are allowable.

C. Cosls ol attendance at meetings and
conferences, sponsored by others when the
primary purpose is the dissemination of
technical information, are allowable. This
Includes cosls of meuls, transportation, and
other Items incidental to such attendance.

20. Organization costs. Expenditure?, such
us incorporation fees, brokers' fees? fees In
promoters, organizers or management
consultants, attorneys, accountants, nr
Investment counselors, whether or not
t:n;lilnyet.'s of the organization, in comieclimi
with establishment or reorganization of un
organization, are unallowable except with
prioi Ippruval of the awarding agency.

27. Overtime, extra pay shift, und
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multishift premiums. Premiums for overtime,
extra-pay shifts, and multishifl work are
nliowublo uni> with the prior approval of the
awarding agency except:

a. When uecesiMry lo cope with
emergencies, such as iliose resulting front
H rni .-ta, natural disasters, breakdowns or
equipment, or occasional operational
baltlcr.eriks of a sporadic nature.

b When employees are performing indirect
functions such as administration,
rr.uinlenancc. or accounting.

(o In d:o performance of tests, laboratory
procedures, or other simiiur operations which
are com.noons in nature and cannot
reasonably be interrupted or otherwise
cutnplc.rad.

d Wh?n lower overall cost to the
Government will result.

20. Pa; charges in professionaljournals.
Page charges for professional journal
publications arc allowable as a necessary
part of research costs, where:

a. The research papers report work
supported by the Government; and

b. The charges are levied impartially on all
research papers published by the journal;

'whether or no; by Government-sponsored
uiilhnrs.
m 29. Participant support costs. Participant
support costs uro direct costs for items such
as stipends or subsistence allowances, travel
nlluwancrs. and registration fees paid lo or
on behalf of participants or trainees (but not
employees) in connection with meetings,
conferences, symposia, or training projects.
These cosls ure allowable with the prior
upprovul of the awarding agency.

30.l'utcul cosls.

a Costs or (i) preparing disclosures,
reports, and other documents required by the
award and uf searching the art to the extend
necessary to make such disclosures, (ii)
preparing documents and any other patent
costs in connection with the filing nnd
prosecution of a United states patent
application where title or royalty-free license
is required by the Government to he
conveyed to the Government, and (iii) general
counseling services relating to patent und
copyright multeis, such us advice on patent
and copyright lows, regulations, clauses, and
employee agreements arc allowable (but see
paragraph 34),

h Gust of preparing disclosures, reports,
and olhci documents and of searching the art
to the extent necessary to make disclosures,
If mil required by the award, ere
unallowable. Costs in connection with (i)
tiling and prosecuting any foreign patent
application, or (>i) any United fit.itcs patent
application, where the uwurd dues not
require conveying title nr a royalty free
liceiisu to the Government, are unallowable
(also see paragraph -til).

3L Pension plaits. See paragraph ft g

32. Plant security costs Necessary
expenses incurred to comply with
Government security requirements or for
facilities protection, including wages,
uuifoinia. and equipment .ifpersonnel ate
allowable-

33. Prenwnrdcosts. Rd. w:* | ore
limse incurred prior to the effective ila uo'
tint award directly pursuant to the
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negotiation and in anticipation of the award
where such costs is necessary to comply with
tlie proposed delivery schedule or period of
performance. Such cosls are allowable only
to die extent that the) vould have been
ailovvable if incurred ofter the dato of the
civd'fl ur.d only with the written approval of
the-awarding agency.

34 Professional sen'ice cosls.

a. Costs of professional and consultant
services rendered by persons who are
members of a particular profession or possess
a special skill, and who are not officers or
employees of the organization, are allowable,
subject lo b, c. and d, of this paragraph when
reasonable in relation lo the services
rendered and when not contingent upon
recovery of the costs from the Government.

b. In delerming the allowability of costs in
a particular case, no single factor or any
special combination of factors is necessarily
determinative. However, the following
factors arc relevant:

ft) The nature and scope of (he service
rendered in relation to the service required.

(2) The necessity of contracting for the
service, considering the organization's
capability in the particular area.

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

(4) The impact of Government awards on
the organization's business (i.e., whai new
problems have arisen).

(5) Woollier the proportion of Government
work lo tlie organization's total business is
such as to influence the organization in favor
of incurring the cosl. particularly where the
services rendered ure not of u continuing
nature nnd have little relationship to work
under Government grants nnd contracts.

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

(7) The qualifications of the individual nr
concern rendering the service nnd the
customary fees charged, especially on non-
Government awards.

(ft) Adequacy of the contractual agreement
for the service (e.g., description of the service,
estimate of lime required, rale of
compensation, and terminal! m provisions).

n. In addition to the factors in paragraph >
above, retainer fees to the allowable must tin
supported by evidence of bona fide services
available or rendered.

d. Cost of legal, accounting, nml consulting

services, nnd related costs incurred in
connection with defense of antitrust sultJ,
nnd the prosecution of claims again..! lhc
Government, uni unallowable. Costs of legal,
accounting and consulting services, and
minted Mists. Incurred 11connection with
patent infringement litigation, organization
ami reorganization are unallowable imle.su
otherwise provided for in the award (hat sen
paragraph 47e).

3li. I'mfits and lasses an disposition of
iloprrcitddr property or nliter ttopilnl assets.

a (1) Gains and louse m sale, retirement,

rir otliei disposition ol ocq ecialile property
shall he included In the year in which they
occur us credits or ehnrges to cost grnuptng(s)
In which the depreciation applicable to such
property was included. The amount nf the

gain or loss to be included as a credit or
charge to (he appropriate cost grouping(s)
stroll be the diirercnce between the amount
realized on the properly and the
undepreciated basis of the properly.

()] Gains and losses on the disposition of
depreciable property shall not be recognized
ns a separate credit or charge under the
following conditions.

(a) The gain or loss is processed through u
depreciation reserve account and is reflected
in the depreciation allowable under
paragraph 9.

(b) The property is given in exchange as
part of the purchase price of a similar item
mid the gain or loss ia taken into account in
tie ermining the depreciation cost basis of the
new item.

(c) A loss results fioin the failure to
maintain permissible Insurance, except ub
otherwise provided in paragraph 10.a.(3).

(d) Compensation for the use of the
properly was provided through use
allowances in lieu of depreciation in
accordance with paragraph 9.

(e) Gains and losses arising from mass or
extraordinary sales, retirements, or other
dispositions she!” be considered on a cusc-
by cuse basis.

b. Cuius or Ins: cs of any nature arising
from the sale or exchange of property other
than the property covered in paragraph a
ntiovc shall be excluded in computing award-
costs.

30. Public information service cosls.

o. Public information service costs include
the cosl associated with pamphlets, news
releases, und other forni9 of information
services. Such costs arc normally Incurred to:

(t) inform or Instruct Individuals, groups, or
the general public.

(2) Interest individuals or groups In
participating in a service program of the
oignnizntiun.

(3) Disseminate lhc results of rponsorcd
and nonsponsored activities.

ii. Public Information service costs ure
allowable os direct costs with the prior
approval of the awarding agency. Such cosls
nre unallowable ns indirect costs.

37. Pnbfication and punting cosls.

ii. I’lihlicalion costs include the costs of
printing (including the processes of
composition, plate r..iking, press work,
binding, nnd the end products produced by
mu h processes), distribution, promotion,
mailing, and general handling.

h. If these costs are not identifiable with a

particular cast objective, they should he
allocated as indirect costs to all benefiting
activities of tho organiznt'.in.

c. Publication ami printing costs are
tmidlowahln anilirerl costs except witli the
prior approval of the awarding agency.

d. The cost uf page charges m journals is
addressed paragraph 21

30. lirtirrnngcmerl anil alteration costs.
Costs incurred for ordinary or normal
rearrangement und alteration ol facilities are
allowable. Special arrangement and
alteration costs incurred specifically for the
project are allowable with the prior approval
nf the awarding agency.

3> Reconversion cosls. Costs incurred In
tho restoration or rehabilitation of the
organbentton'a fadlltina to approximately the
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same condition existing immediately prior to
commencement or Government awards, fair
wear and tear excepted, are allowable.

40, Recruiting costs. The following
recruiting costs are allowable: cost of "help
wanted" advertising, operating costs of an
employment office, costs of operating an
educational testing program, travel expenses
including food and lodging of employees
while engaged in recruiting personnel, travel
costs of applicants for interviews for
prospective employment, and relocation cobis
incurred incident to recruitment of new
employees (see paragraph 41c). Where the
organization uses employment agencies,
costs not in excess of standard commercial
rates for such services are allowable.

41. Relocation costs.

a. Relocation costs are cost9 incident to the
permanent change of duty assignment (for an
indefinite period or for a stated period of not
less than 12 months) of on existing cmplc yee
or upon recruitment of a new employee.
Relocation costs are allowable, subject tc the
limitation described In paragraphs b, c, a >dd.
below, provided that:

(1) Tlie move Is for the benefit of tho
employer.

(2) Reimbursement to the employee is in
accordance with an established written
policy consistently followed by the employer.

3) The reimbursement does not exceed tlie
employee's actual (or reasonably estimated )
expenses.

b. Allowable relocation costs for current
employees are limited to the following:

(2) Thu costs of transportation of the
employee, members of Ins immediate family
nnd liis household, and personal effects to tlie
new locution.

(2) lljo coslj of finding t new home, such
as advance trips by employees and spouses
to locate livir.g quarters and temporary
lodging during the transition period, up to n
maximum period of 30 doys, includim,
advance trip time.

Closing costs, such ns brokerage, legal,
and ur. rnisid fees, incident to tho disposition
nf the employee's former home. These costs,
together with those described in (4) below,
uro limited to O per cent of the sales prico of
the employee's former home.

(4) The continuing costs of ownership of
the vacant former homo after the settlement
or lease date of thu employee's new
permanent homo, such as maintenance or
buildings and g.oiuuls (exclusive of fixing up
expenses), utilities, luxes, uiul properly
Insurancu.

(5) Other necessary und reasonable
expenses normally incident to relocation,
siie.ti as thu costs of cancellie't an unexpired
lease, disconnecting und reinstalling
household appliances, and purchasing
insurance against loss uf or damages to
persnnul property. The cost of cancelling nil
uncxplrud lease is limited to three times the
monthly rentuL

c. Allowuble relocation costs fur new
employees aro limited to those described in
(1) and (2) of paragraph b. ubovo. When
relocation costs incurred incident to the
recruitment of new cmployuua have buuu
allowed either us a direct or indirect cosl and
tho employee resigns fur reasons within his
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control within 12 months after hire, the
organization shall refund or credit the
Government for its share of the cost
However, the costs of travel to an overseas
location shall be considered travel costs in
accordance with paragraph 50 and not
relocation costs for the purpose of this
paragraph if dependents are not permitted ot
the location for any reason and the costs do
rot include costs of transporting household
t,jods.

d. The following costs related to relocation
are unallowable:

(1) Fees and other costs associated with
acquiring a new home.

(2) A loss on the sale of a former home.

(3) Continuing mortgage principal and
interest payments on a home being sold.

(4) Income taxes paid by on employee
related to reimbursed relocation costs.

42. Rental costs.

a. Subject to the limitations described in
paragraphs b. through d. of this paragraph,
rental costs are allowable lo the extent that
the rates arc reasonable in light of such
factors as: rental costs of comparable
property, if any; market conditions in the
area; alternatives available; and the type, life
expectancy, condition, and value of the
properly leased.

b. Rental costs under sule and leaseback
arrangements nre allowable only up to the
amount thnt would be nllcwcd had the
organization continued to own the property.

c. Renlul cosls under less-thun-lcnglh
lenses arc allowable only up to the amount
that would be allowed hod title to the
property vested in the organization. For this
purpose, a IcsB-thnn-arms-lcngth lease is one
under which one party to the lenso agreement
is able to control or substantially influence
the actions of the other. Such leases include,
but nre not limited to those between (1)
divisions of nn organization; (ii) organizations
under common control through common
olficers, directors, or members; nnd (iil) nn
organization nnd a director, trustee, officer,
or key employee of the organization or his
immediate family either directly or through
corporations, trusts, or similar arrangements
in which they hold n controlling Interest.

d. Rentni costa unde.' leasus which create n
material equity In the loused properly ure
allowable only up to the amount that would
lie allowed hud the organization puichased
the property uu the date the lease agreement
was executed; e.g., depreciation or use
allowances, maintenance, taxes, insurance
but excluding interest expense und other
unallowable costs. For this purpose, ii
material equity in the property exists if
lease in nnncnncululde or is cuncohdile only
upon the occurrence uf some remote
contingency and lias one or inure ol lhe
following characteristics:

(1) The organization has the right In
lurcliuse thu property fc a price whi .It at the
leg'iimng of the lease appears to ho
substantially less than the ptolialile air
mnikcl value at the time il is permitted lo
purchase the propeity (commonly culled n
lease with a bargain purchase option);

(2) Title lo the property pusses to thu
organization at some lime during or ufter the
lease period:

(:t) The term of the lease (initial term plus

periods covered by bargain renewal options,

if any) is equal to 75 per cent or more of the
economic life of the leased property; i.e., the
period the property Is expected to be
economically usable by one or more users.

43 Royalties and other costsfor use of
pa> eamand copyrights. .

a. | yalties on o patent or copyright or
amortization of the cost of acqumng by
?urchase a copyright, patent, or rights

here! " necessary for The proper performance
of the at.ard are allowable unless:

_ ﬁ[) The Government has a license or the
right to free use of the patent or copyright.

12) The patent or copyright has been
adjudicated to be invalid, or has been
admlnlstratlvely{ determined to be invalid.

3) The patent or copyright is considered to
be ungnforceable. o

4) The patent or copyright is expired.

. Special care should be exercised in
determining reasonableness where the
royalties may have been arrived at as a result
of’less then drm's Jength bargam,mq; eg.

(1) Royalties paid to persons, including .
corporations, affiliated with the organization.
_(2) Royalties paid to unaffiliated parties,
including corporations, under an agreement
entered into In contemplation that a
Government award would bo made,

&3) Royalties paid under an agreement
entered Into after an award is made to an
organization, ,

C. In any case Involvmg a patent or
copyright Tormerly owned by the
organize™ ,n, the amount of royally allowed
should ..ot exceed the cost which would have
been allowed hud Inc organization retained
title thereto.

44. Severance pay.

a. Severance pay. also commonly referred
to as dismissal wages, is a paymerit in
nddilinn to reqularsalaries nrid wages, by
organizations to workers whoso employment
Is being terminated. Cosls of severance pay
are allowable ong to the extent 1iat in each
cn;ie. ilis required by | _law, (II) employer-
employee_agreement |.i] established policy
that constituites, in effect, an Implied
agreement on the organization's pan, or (Ivz
circumstances of the particular employment.
_1). Cosls of bov sranee payments aredivided
into two categoric ax follows:

(1) Actual normal trunover severance. .
payments shall lie allocated lo all activities;
or, where Ihe organization provides for n
rol.erve (or normal sever.nu on such method
will he acceptable if the charge to current
operations IS re isonat.le in light of payments
actually made for normal severances Qver a
rep.esentutive past period, anil if nmoiijit.s
char%ed are allocated to all activities ol the
organization. ,

_[2) Aliiiojiii.il or mass severance pay is of
sin h a conjectural nuliue that measurement
nf cnills by means of an accrual will net
achieve equity lo both parlies. Thus, accruals
for this purpose are not allowable, However,
the Government recognizes its obligation to
participate In the extént of Its fair Share, in
any specific payment Thus, allowability will
he'consjdered 0n a cuse-hy-case basis in the
event ol occurrence.

45, Specialized service facilities. =~

a Tﬁe costs uf services provided liy hiclily
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complex or specialized facilities operated by
the organization, such as electronic
computers and wind tunnels, are allowable
provided the charges for the services meet
the conditions of either b. or c. of this
paragraph and, in addition, take into account
any items of income or Federal financing that
qualify as applicable credits under paragraph
A.5. of Attachment A.

b. The costs of such services, when
material, must be charged directly to
applicable awards based on actual usage of
the services on the basis of a schedule of
rates or established methodology that (i) does
not discriminate against federally supported
activities of (he organization, including usage
by Ihe organization for internal purposes, and
(ii) is designed to recover only the aggregate
costs of the services. The costs of each
service shall consist normally of bolh its
direct costs nnd its allocable share of all
indirect costs. Advance agreements pursuant
to paragraph A.6. of Attachment A are
particularly important in this situation.

c. Where lhe costs incurred for a service
arc not material, they may be nllocuted as
Indirect cosls.

J,1 Taxes.

a In general, taxes which the organization
-.s required to pay and which are paid or
accrued in accordance with generally
accepted accounting principles, nnd
payments made lo local governments in lieu
of taxes which arc commensurate with Ihe
local government services received ure
nlinwuhle, except for (1) taxes from which
exemptions arc uvailublc to the organization
directly or which ore available to ||.j
organization based on an exemption afforded
the Government nnd in lhe latter case when
the awarding agency makes available tho
necessary exemption -crlificjtuR, (ii) special
assessments on land which represent cupilal
improvements, and (iii) Federal income taxes.

h. Any refund cf taxes, ami any payment to
the organization of Interest thereon, which
went allowed as nward costs, will be
credited either as a cos reduction nr cash
refund, as appropriate, It, 'lie Government,

47. Termination costs. Termination of
iiwai'tl'i generally give rise lo Ihe incurrencn
of costs, oi the need for special treatment of
costs, which would not have arisen had thu
aw iril not been terminated. Cost principles
covering I'.ase Items are set forth billow,
They are to lie used In conjunction with the
other provisions u( this Circular in
termiii iliun situations.

a Common items. ';, 1cosl ol in ms
reasonably usable on the orgaiiizatiuii'r. ulher
walk shill not lie allowable unless the
organization submits evidence that it would
not retain such items lit cost without
sustaining a loss. In deciding whether such
items are reasonably usald oil other wutk uf
die organization. Ihe awarding agency should
rounder Ihe organization's plans and aiders

cui'lenl ami scheduled activity.
Contemporaneous purchases of common
items by |he organization shall be regarded
as evidence lhal such items are reasonably
usable on Ihe organization's other work. Any
acceptance of common items as allocable to
the terminated portion oi die award shall bu
limited to die extent that the quantities of
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such items on hand, in transit and on order
are in excess of the reasonable quantitative
requirements of otherwork.
. Costs continuing after termination. If In

a Partlcular case, deSpite all reasonable
efforts l%y téle organization, certain costs
cannot be discontinued Immediately after the
effective date of termination, such costs are
?ener,aII}/ allowable within the limitations set
orth in this Circular, except that any such
costs contmum_ﬂ after termination dde to tho
negligent or willfu| failure of the organization
to diScontinue such costs shall be
unalowablf.

¢. L0Ss ofuseful value, Loss of useful value
of special toollnqﬁ machinery and e%mpment
wb.-h was not charged to the award as a
ca-.1al expenditure s generally allowable if

(", Such special tooling, machinery, or
eq pm. tis not reasonably capable of uso in
the other work of tb' organization.

(»t The Interesty  gGovernment is
prr .cted by transfer of title or |-y other
means deemed appropriate by the awurding

a-r Iy
d.%ntal Costs. Rental costs under
uruxaired leases are %enerall allowuble
W -0re clgaarla/ shown ? have beep
rc. scnubly necessary tor the periormance of
Ihe terminated award less the residual value
0; such leases. If (i) the amount of such rental
claimed does not exceed the reasonable use
valae of the property leased for the period of
the award and such'further period as may be
rl-.or...ble, and FII) the organization makes
all reasonable efforts to términate, assign
settle, or otherwise reduco ihe cost of stich
leiino. There also may he Included the cost of
alterations of such leased property, provided
such ilterntions were necessary for the
performance of the award, and"of reasonable
restoration required by the provisions uf Ihe

lease,

e. Settlement expense*, Settlement
expenses including the tblowing are
generally allowable: _ o

(L] Accounting, legal, clerical, and similar
Costs reasonably neCessary for:

[a| Hie preparation und presentation to
awarding agency of settlement claims and
suppcrting datu with respect to [hn
terminated portion of the award, uulest Ihe
leimiitatinnis for default, (See paragra[th 4a
oféttachment L OMR Circular No.’A-110;
an

Hll Hie termination im/ settlement of
suf.twards,

(2) Reasonable costu_for the storage, .
transportation, protectjon, und disposition of
property provided tiy the Government or
acquired or produced fur the award; except
when grantees are reimbursed for dis|Kisais
ill. predetermined amount in accordance
witli Attachment N of QMU Circular A-110.

(3) Indirect cosls related la salaries and
wngel incurred as settlement expenses in
subparagraph! (,p unit (2) of lliia Raraqrﬁﬁh.
Normally, such indirect costs shall he'limited
lo Inoge’ benefits, occupancy coil, and
|mm8 late supervision. ,

£ CAUMS s e v sunonarss  ClaIMS under
subawards, including the allocable portion of
claims which are common to the award, ami
lo other work of the organization ate
generally allowable. An appropriate share of
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the or%anlzatlon's indirect exPense may he
allocated to the amount of settlements with
subcontractor/subgrantees; provided that the
amount allocated is otherwise consistent
with the basic guidelines contained in
Attachment A. The indirect expense so, .
allocated shall exclude the same and similar
costs claimed directly or indirectly as
settlement ex ens%s. .

48, Training and education costs.

a. Costs of preparation and maintenance of
a program of instruction including but not
limited to on-the-job, classroom, and.
apprenticeship training, designed to increase
ihe vocational effectiveness 0f employees,
Including training materials, textbooks,
salaries or wages of trainees (excluding
overtime compensation which might arise
therefrom), and FI) salaries of the director of
training and statt'when tha training program
is conducted by the or%anlzatmn: or (ii)
tuition and fees when tho training Is Jn'an
Institytion n it operated by the organization,
aro allowable. = _

b, Costs of part-time education, at an
_unde(rjgraduate or p,ostgraduate college level,
inclu mq_t,hat provided at tho organization's
own facilities, are allowahlo only when the
course or d_e%ree pursued is relative tc the
field in which the employee is now working
or ia}%it—egsttg)nably bo expected to work, and

are
1) Training materials.

Textbooks. , _

'(3] Fees charges by tlie educational

Institution. _

__(4) Tuition charged by the educational

institution, or In [ieu of tuition, Instructors

salaries nnd the related share of indirect

costs of the educational Institution to tha

extent that the sum thereofis not in excess of

tlie tujtion which would hnve ben paid 'a tha

participating educational Institution.

5) Salariés and related costs of instructors
wltu are employees of tha organization.

0) Straqht-t,lme compensation of each
employee Tor time spent attending classes
during” working hours not in excess of 150
hours per yenr and ulily lo the uxtont that
circumstances do not permit the OPeratlon of
classes or attendance ut classes arter reqular
workin hows: otherwise such compensation
IS utinlluwahle. o _

¢. Costs of tuition, fees, training materials,
and luxitiooks (Imt not suhilstuncn, sala_rP(, or
anY other emoluments) in connection wlili
full-time education, mcIudm_g, that Prowded at
the organization's own facilities, ut a
FostPraduate (but not undergraduate) college
evel are e awable only when the course gr

egree pursued Is related to the field In which
the'employee Is now working or may
reasonably be expected to work, and unly
where the’ensti receive the prior ap{)r_ov,e! of
the awarding agency, Such costs ant limited
to the costs attributable to a total pnnod not
to exceed one school year for each employee
EO traine .Au unusualcases the period may

e extended.

d. Gouts of attendance of up.to, to weeks
per employee per year at specialized
Program*,spemflcally designed to enhance
ile effectiveness "f execyfives or managers
or ii prepare employees for such positions
are ulluwalile. Suchcosts include enrollment

Ii liltil
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fees, training materials, textbooks and
related charges, employees’ salaries,
subsistence, and travel Costs allowable
under this paragraph do not Include those for
courses that aré part: of a degree-oriented
curriculum, which are allowable only (o the
extent set forth in b. and c. above.

e. . Maintenance expense, and normal
depreciation or fair rental, on facilities
owned or leased by "he organization for
training purposes am allowable to the extent
set forth In paragraphs 9. 22. and 42

L Contributions or dopations to _
educational or training Institutions. Including
the donation of facilities or other properties,
and scholarships or fellowships, are
unaIIow%bIe., i i o

. Trainjn education costs in excess 0
thgse olherwis ,eﬂ?owa l1e under paragraphs

..and c. of this ?ar@%raph may be allowed
with prior approval of'Ine awarding agency.
To be considered for approval, the
organization must demonstrate that such
COSts are consistently incurred pursuant to an
established training and education pro?ram,
and Lhat the course or degree pursued is
relative to tho field in which the employes is
?ow Wi?rkmg or may reasonably be expected

0 WOrK. . _

49, Transportation costs. Transportation
costs include freight, express, cartage, and
postage charges relating either to goods
putxhusud. In process, or delivered. These
cosls aro allowable. When such costs can
readily bo Identified with the Items Involved,
they muy be directly charged as
transportation casts or added to the cost of
such Items (see paragraph 2T). Where,
[dentification with the materials received
cannot readily be mudc. transportation costs
maY be charged to the appropriate Indirect
cost accounts If tha organlzg ion, follows a
consistent, equitable procedure in this
respect.

0. Travel costs.

a.  Travel costs are the expenses tor
transportation, Iodgtr(llg subsistence, nnd
related |tems incurreq by emg_loyees who aro
In travel status on official busingss of the
oigiiniziltion. Travel cosls urr allowable
su Aect to para%[a h? ), throu%h_e. below,
whén they'are directly uttnuymlile to specific
work ynder an award or are incurred in the
normal course of administration of thu
organization.

. Such costs muy hr charged on an actual
basis, on a per dlrin or mileage basis in llou
o$ actual costs Incurred, or off a combination
of llie two, provided Ihe method used results
Iy charges consistent wiih those normally
allowed by the organization in its regular
operations. | , ,

.G The difference in cosl between first-class
air accommodations und less than first-clnss
air accommodations is unullowuhla except
when less than first-class uir
accommodations are not reunouubly
avallable to meet necessary mission .
requirements, such as where less than first-
class.accommodatigns would (i) re?uwe_
circuitous routing, (11) require trave dunngg
unreasonable hours, (iii) greatly Increase the
duration of tha ﬂlght (|v2 result in additional
costs which would offset the transportation
savings, or (v) otfer accommodations which

Federal (bants Miinaijemeni Handbook



Office of Management and Budget Circular A-122 (6/27/80)

needs of Ihe

are not ressonebly adequate for tremedical
cL Necessary anE reasonable costa of

family movements and personnel movements

ofa special or mess nature are allowable,
pursuant to paragraphs 40 and 41, subject to

allocation on the basis of work or time period

benefited when appropriate. Advance
agreements are partlcularIY important

e.  Direct charges for
allowable onIY when the travelhas received
prior approval of the awarding agency. Each
separate foreign trip must be approved. For
purposes of this provision, foreign travel is
defined as any travel outside of Canada and
the United States and its territories and,
Fossesslons. However, for an or%amzanon_
ocated in forelgn countries, the
travel" means fravel outside that country.

(Circular No. A-122)
Attachment C

Nonprofit Organizations not Subject to this
Circular

Aerospace Corporation. EI Scgundo.
California, . o _

Arﬁl(_)nn_e Univenities Association, Chicago,

ingis N

Assoclated Universities, Incorporated.
Washln%ton._D.C._ _

Associated Universities for Research nnd
Astronomy. Tucson. Arizona ,

Atomic Casualty Commission. Washington.

D.
Butteﬁle Memarial 'nstltutc. Hondquurtcred In

Columbus. Ohio

{rookhaven National Laboratory, Upton,
New York ,

Center for EnerE%y and Environment!:!
Research (CEER), (University of Puerto

Rico
Comm%nwealth of Puerto Rico. Charles Stark

Draper Laboratorx, Incorporated
Cambnd?e Massachusetts. Comparative
Animul Rescurch Laborator%( ARL)
(University of Tennessee), Oakridge,
Tennessee ) -
Environmental Institute of Michigan, Ann
Arbor, M|c_h’%an ,
Har.ford Environmental Health Foundation,
Rlchland.Washm?ton, o
UT Research Institute, Chicago, lllinois
Ins\}!tulu,for Defense Analy3|s. Arlington.
irginia

Institute of Cas Techno_lo%y, Chicago. lllinojs

Midwest Research Institute, Headquartered
in Kansas City. Missouri
Mitre CorEoratlon. Radford. Massachusetts
Montana
Instityte, Inc., (MEKDI), Uuttc. Montana
National Radiological AStronomy
QbBervutory, Green Bank, West VIFEII] S
Oakridge Ausociated Universities. Oukriily.
Tennessee , ,
Project Manngem,.” Corporation, Oakridge,
ennessee . , o
Rand Corporation. . Monica. California
Research Triangle Insu.. 0. Research
Triangle Park; North Cu.ollnu

Riverside Research Institute New York, Now

or
Sandla Corporation. Albuquerque. New
Mexico

Grants Management Advisory Sotvice

ore|Pn travel costs are

erm "foreign

nergy Research and Development

SaArﬂelameeseardw Irstitute, Birmingham,

ama

S(J_tFMJ\estReseardw Irstitute, San Atonia,
exas

R Interraticral . Menlo Park, Calliformia

Syracuse Research Corporation. Syracuse,
New York

Uhiversities Research Association.

hi I&I)ms ion for Atmospheri
arsities ion ric
Research. Boulder, Colorado

| icnel Acceleration Lab).
noorporated (\ati ion Lab)

t Insurance Companies such as Blue -

and Blue Snield Oranizations

Other norprofTt orgenizatians as negotiiated
es.

with awarding
FR Doe. 80-30Z70fllvd 7-7-a0c <01
UIM2 COQe 3110-02-11

Hditorial Corrections t©
OMB A-122

OFFICE OF MANAGEMENT AND
BUDGET

Circular A-122,"“Cost Principles 1<y
Nonprofit Organizations"; Correction

agency: Office of Management nnd
Budget. . _
action: Finnl policy correction.

summary: This notice corrects errors in
tho printing of cost principles for
nonprofil grganizations. (45 FR <10022
July 0. 1300).

TOR FURTHER INFORMATION CONTACT:
Pulincr Mnrcnntonio, Financial
Management Branch, Office of .
Mana%ement and Budg]et Washington,
D.C. 2050:i, (202) 305-4773,

+ Pago 46022. column 2 the second
Parngmpit 1, change Paragraph 5
"Compensation for Personnel Services"
to Pasa rafh 0, _

+ Page 40022, column 2 tin; second
Para%raph 2, change Paragraﬁh 0
"Contingencies" to Para%rap .

« Page 46022. column’3:
Paragraph 4, charbqe Paragraph 31,
"Equipment nnd Other Capital
Expenditures” to Paragragh 13.

. ParagraPh 0, change Paragraph 2fl
"Meetings" lo Paragraph 24.

* Pardgraph 0, chan?e Paragraph 27.
"Organization Costs" fo Paragraph 2§J.

«“Paragraph 7. change Para(l;raph 0
"Page chargea in Professtional Journals”
o PaPragrap r21(1| h h 37

« Paragraph'l), change paragra
"Public Ir%forpmahon Segrwge Cg.slg" to
Paragraph 30.

* Paragraph !2, change Para%raph 43
"Rental Costs" to Paragraph 42. .

* Paragraph flu: in the Comill line, add
"up" between the words "only" and
"10"; in the sixth line change “they" to

* Para raPh 10. change Paragraph 51
"Travel Costs” to Paragraph 50.

March 1981
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+ Page 46024, column 3aragraph
4(a)(2) after "benefits received™ ada *,

or".

« Page 46025, column 1 Paragraph B3,
change the reference "Paragragl)h 1 of
Attachment B" to “Paragraph 19 of
Attachment B.

+ Page 46026, column 1 Paragraph
4a.iii, In the sixth line, change "direct
cost"” to "direct costs."

« Page 46026, column 2 Paragraph
Ele, change "establishment of a rate" to
"establishment of a final4gte."

« Page 46026, column aragfraph
E2b, in'the third line add the following
after "a Federal agency shall"—"submit
Its initial indirect Cost proposal
|mmed|atelé/.”

« Page 46027. column 3aragraph
(3){a), change "workmen's
compensatjon” to “workere'
compensation."

« Page 46020. column J Paragraph
Qf3(b), [the second line of column 1)
change "Workmen's compi .isation™ to
"workers' compensation.

+ Page 46030, column paragraph
24b., the sixth line, change "allowable"
to "allowability".

Daniel F. Mann, _
Dudgct and Management Officer.

s «m|

DILLISO COOE 1110-06M

Circular A-122,"Cost Principles for
Nonprofit Organizations”

Correction

In FR Doc. (11-20270, appearing at
Ba e 4(5022 in Ihc issue of Tuesday, July
1010, the following changes should be

made;

1. On poqu 40024, column three, thu
second sentence iu_paragrajih A.5.).
should road, "Specifically, tlie concept
of netting such credit items against
related expendilurcs should [ie applied
by the organization in determining thu
rmtua or amounts to bu chargud to
Fudural awards for services rendered
whenever the fncilitics or other
resources usud in providing such ,
services have been financéd directly, in
whole or in part, by Federal funds."

2.0n png,. <1(504, column three, the
second coi, pletc sentence in paragraph
A0. tihould read, "This is particularly
true iu connection with organizations
that receive ag)reponderanc_e of their
sugport from Federal agencies."

.0n pa?e 46025, column onu,
paragraph 1J.2. should read, "2. Any
direct cost of u minor amount may be
treated as an indirect cost for reasons of
Practmaht* where Ihc a,ccountm(t]
reatment Tor such cosl is consistently
applied to all final cost objectives."

Federal Grants Manayoinent Handbook



4. 0n page 46025, column one,
paragraph B.4.f. should read, *f.
Administration of group benefits on
behalf of members or clients including
life and hospital insurance, annuity or
retirement plans, financial aid, etc."

5.0n page 46025, column two, the first
sentence in paragraph D.l.e. should
read, 'Tlie base period for the allocation
of indirect costs Is the period in which
such costs are incurred and accumulated
for allocation to work performed in that

eriod.
P 6. On page 46026, column one, the

second sentence in paragraph D.3.d

should read, “The costs in tho common
pool shall then be distributed to

Individual awards included in that
fU{lCIIOﬂ by use of a single indirect cost
rate."

7. 0n page 46C20. column one, the first
sentence in _aragraph D.3.e. should
read, "The distribution based used in
computing the indirect cost rate for each
function may be total direct costs
(excluding capital expenditures and
other distorting items such 0» major
subcontracts and subgrunts), direct
snlurics and wages, or other base which
results in an equitable distribution.”

0. On page 46020, column one. the first
and second sentences in paragraph
D.4.a. should road, "Some nonprofit
organizations treat all costs as direct
costs except general administration and
general expenses.These organizations'
%en_erally separate their costs into three

asic categories: * * *"

9. On page 40020, the last sentence in
column one (extending to column two),
in paragraph D.5. should read, "Thu
factors may include the physical
location or'the work, the level of
administrative support required, (he
nature of the facilities or other resources
emﬁlo_yed, the scientific disciplines or
technical skills involved, thu
organizational arrangements used, or
any combination thereof."

10. On page 40020, column three,
paragrth V2.1 should read, "L To tho
extent that problems are encountered
among the Federal agencies in
connection with Die negotiation and
?/Pproval process, the Office of

anagement and Budget will lend
assistance ns required to resolve such
problems in a timely manner"

11, On page .+, column oneg, the
introductory text of paradgraph 10.1). and
paragraph 10.b.(I) should read, "b. The
costa of idle facilities arc unallowable
except lo the extent that: (1) They are
necessary to meet fluctuations in
workloador".

12. On page 40030, column one. the
second sentence in paragraph 10.c.

Grants Management Advisory Service

»" Office of Management and Budget Circular A-122 (6/27/80)

should read, “Such costs are allowable,
provided the capacity is reasonably
anticipated to be necessary or was
onglnaIIY_ reasonable and is not subge,ct
to reduction or elimination by subletting,
renting, or sale, in accordance with
sound husiness, economics or security
practices."

13. On page 46031, second column,
Earagraph 34.c. should read, “In addition
0 the factors in paraPraph b. above,
retainer fees to be allowable must be
supported by evidence of bona fide-
services available or rendered.”

DUX1HQ CODE 1S05-01-M

March 1981



APPENDIX 111

C ertification of a Non-Profit Corporation's ability
to administer grants and/or contracts from the State
of Alaska.

A. A ll organizations submitting applications for State
funding wunder the provisions in this chapter shall
establish a Certification of E lig ib ility for Funding
w ith the Department of Administration. The original
certification inform ation shall be submitted to the

Department of Administration when the letter of intent
(see section .040 of this <chapter) is sent to the fund-
ing department.

B . The certification information shall include the
follow ing:

1) The corporation's Articles of Incorporation as
file d w ith the State Department of Commerce;

2) The corporation's by-laws;
3) A copy of the IRS tax-status determination le tter;
4) A copy of the current Personnel Policies and

Procedures;

5) A letter from an independent CPA certifying that
the corporation's accounting system provides ade-
quate internal controls to allow reasonable
assurance as to the safeguarding of assets and
the reliability of financial records for preparing
financial statements and maintaining accountability
for assets;

6) Proof of adequate lia b ility and bonding insurance;

7) A list of key management personnel including the
contact person for any questions on the certification
of inform ation.

C. This certification is to be reviewed and renewed
annually by tlie Department of Administration wupon
submission by the corporation of one of the follow ing:

1) A statement that nothing has occurred to m aterially
change the previously submitted inform ation.
2) A statement (with appropriate documentation)

indicating what changes have occurred since
the prior certification.

D. This C ertification process is to be performed annually
through the Department of Administration and is intended
to be in lie u of sim ilar requests and certification on
the part of individual departments. Any verification

or certification related strictly to programmatic areas
shall continue to be part of tlie application process as
defined in this chapter.
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COMMITTEE REPORT

HOUSE
6713701 FURTHER: %
0)
7 0
Date
Mr. Speaker:
The Commi ttee on ; has had
"."euy Act rciclL.ii..;” to state aid 1 . niuuieipalicies For capital project.;
dilld pTOVit INIE- 201 cit. 0.-ZCCtIX ew <w't.Li,
under consideration and reports it back as follow s:
[ 1 do pass [ 1 donot pass
[ 1] do pass with attached amendments(s)
[ ] same title
[ 1 replace with CS for [ J new title
and recommends

[ 1 AND attaches a "Letter of Intent” [ 1 New Fiscal Note
[ 1 reports it back without recommendation
[ 1 referred tot h e Committee
MEMBERS SIGNING MEMBERS HAVING
DO PASS OTHER RECOMMENDATIONS:

_L_

/[ 7/

|

CHATRMAN

H 60 (Rev. 3/81) ]



AMENDMENT

TO: HB 616 By Metcalfe

Page 2, lines 21 - 24:
Delete all material and insert:
"Appropriations to the account shall be distributed as authorized in
AS 29.96.010."

Page 3, lines 4-15:
Delete all material and insert:
M Sec. 2. This Act takes effect July 1, 1982."



TO:

Page

Page

Page

Page

Page

AMENDMENT #3

HB 618 By Metcalfe

1, line 15:
Delete nat the discretion of the municipality” and insert "approved by
the voters in accordance with (e) of this section”

2, line 6:
After "spent" insert "if approved ov Jie voters"

2, line 8;
After "project" insert "approved by the voters"

2, line 1L
After "purpose" insert "and that has been approved by the voters in
accordance with (e) of this section”

2, following line 11, insert:

“(e) Before money from an entitlement under this section may be
used for a capital proj' -it, the qualified voters of the municipality
must approve the proposed capital project at a regular or special
election held for the purpose. Each proposed capital project shall be
submitted to the voters and voted on separately from other proposed

capital projects, except that construction of more than one facility to



be used for identical purposes may be submitted to the voters as one
proposed capital project. At the same time that b proposed capital
project is submitted to the voters the question shall be submitted
whether, if the proposed capital project is not approved, money from an
entitlement under this section planned to be used for the proposed
capital project shall be

(1) reserved for use on another capital project; or

(2) used to pay bonded indebtedness of the municipality that
has been previously approved by the vcters and is outstanding on the
date of the election held under this section."”



"However, money from an entitlement may not be obligated for a capital

project until it Has been " ) the municibality.r 7 ==

"JL&



TO:

Page

Page

Page

Page

Page

AMENDMENT #1

HB 618 By Metcalfe

1, line 15:
Delete "at the discretion of the municipality” and insert "approved by

the voters in accordance with (e) of this section”

2, line 6:

After "spent" insert "if approved by the voters"”

2, line 8:

After "project™ insert "approved by the voters"”

2; line 11:
After "purpose™ insert "and that has been approved by the voters in

accordance with (e) of this section”

2, following line 11, insert:

"(e) Before money from an entitlement under this section may be
used for a capital project, the qualified voters of the municipality
must approve the proposed capital project at a regular or special
election held for the purpose. Each proposed capital project shall be

submitted to the voters and voted on separately from other proposed

capital projects, except that construction of more than one facility to



be used for identical purposes may be submitted to the voters as one

capital project.”



Honorable Ray Metcalfe
Representative

Alaska State Legislature
Committee on State Affairs

600 W 41st Street, Suite 201A
Anchorage, Alaska 99503

Dear Representative Metcalfe:

On behalf of the City of Kodiak, | would like to express
support of House Bill 618 and HJR 66. By pa_ssa?_e_o these
items of proposed legislation, Alaska municipalities would
g'eatly benefit and receive funding assistance on a perman-
ent basis for capital, projects. As | am sure you are prob-
ably aware, the construction costs of capital projects and
Improvements have been increasing at a very rapid rate,
especially in Kodiak. Consequently, some ver){ necessary
capital projects do not materialize due to a lack of funds
to accomplish same. Our community is growing; however, due
to increased costs, it is becoming more difficult to provide
for and meet the needs of growth and development. With this
in mind, the Kodiak City Council passed and approved Resolu-
tion 56-81, copy enclosed, supfortlng House Bill 618 at
their meeting of November 30, 1981.

If tha City of Kodiak can offer further support or input on
these pieces of legislation, please do not hesitate to
contact me.

Sincerely,

CITY JOFL KODIAK

wilKiam C. BIVIN
City Manager

WCB/LKG/tnw
Enclosure

POST o m c e BOX 1397. kODIrtk .v n 99615 PHOne (907) 486 3QQ4



CITY OF KODIAK
RESOLUTION 56-81

A RESOLUTION OF THE CITY OF KODIAK EXPRESSING SUPPORT OF
HOUSE BILL 618, “STATE AID TO MUNICIPALITIES FOR CAPITAL PROJECTS".

WHEREAS, the passage of House Bill 618 would allocate funds
to Alaskan municipalities for capital projects computed in
accordance with the stated formula for entitlement; and

WHEREAS, funds for the program outlined in HB 618 would -be
made available through the passage of HIJR 66 proposing an amendment
to the Constitution of the State of Alaska which would dedicate on
a permanent basis the proceeds from an increase in the State
severance tax on oil or gas production to all organized municipali-
ties on an equal per capita basis for municipal purposes; and
I WHEREAS, construction costs for capital projects throughout
I!Alaska and, more specifically, Kodiak, have increased at a very
jrapid rate.

NOW, THEREFORE, BE IT RESOLVED by the Kodiak City Council that
Iithe City of Kodiak hereby expresses support of House Bill 618, "An |
Act relating to State aid to municipalities for capital projects”,
‘and encourages passage of

PASSED AND APPROVED 1981.

CITY OF KODIAK



HAINES BOROUGH

P.0O. BOX H
HAINES, ALASKA 99827

September 24, 1981

The Honorable Ray Metcalfe
Chairman House State Affairs
Committee

Interim Office

600 W. 41st, Suite 20.1A
Anchorage, Ak. 99503

Dear Representative Metcalfe,

Thank you for giving me an opportunity to comment on House
Bill 618.

At first reading the bill seems to be fair to everyone since the
distribution of funds is based on population. However, 1in rethinking
through this bill, together with the results | have seen with our
funding of the Dankworth Bill, 1 see things a little differently -
at least from the point of view of the small municipality.

Let me use the Hajnes Borough as an example. We have a population
of 687 outside of the City limits. If the full Dankworth funu_ were
to be paid, we would have received only $687,000. This is not enough
for many kinds of capital improvements. Currently we are building
a swimming pool at 1.7 million and a new school at Mosquito Lake
at 1.5 million. It so happened we were able to use our Dankworth
funds to add a locker and shower room to the swimming pool already
under construction. Otherwise, it would have been hard to find
use for the approximately $367,000 which was the Haines Borough®s
entitlement.

One suggestion 1 have for your bill would be a method to allow
a municipality to accumulate several years of payments until they
have enough for a major capital improvement project. Either tho
municipality or tlie State could put the yearly funds on deposit
to accumulate interest, thus, speeding, up the time frame for the
project to begin.



Page Two
Representative Metcalfe ieptember 24,

Another fault I find with, the bill at least as it applies,
to the Haines Borough, is that all pf the money we collect for
those who live outside the city goes for educational facilities
that are used by all - both those in the city and those outside
the city. However, the city spends its money for the benefit of
the city residents only. Thi~ is a very difficult problem and
at present | see no way to .resolye it.

I believe others,especially those in small municipalities,

should have an opportunity to voice their views at a public
hearing.

Sincerely yours,

R. E. Henderson
Mayor



even inAlaska!

22 October 1981

Rep. Ray Metcalfe, Chairman
House State Affairs Committee
600 W. 41st Avenue Suite 201A
Anchorage, Alaska 99503

Re: House Bill 612

Dear Ray:

The City of Whittier supports the gereral
concept of House Bill 618. However, it would be more
equitable for the formula suggested for A.S.
829.96.010(b) to read as follows:

/A - (M X N xW))
- Xx P+ M = entitlement

TP
where
M = some minimum allowance regardless of
population. (The state may wish to require

that this minimum allowance be matched by
the municipality for eligibility.)

N = the number of eligible municipalities



mis-

Page 2
Letter to P.ep. Ray Metcalfe - 22 October 1981

W= a weighting factor less than or equal  to
one determined by the expectancy of meeting
of qualifications for entitlement to any
po’tion of the minimum allowance which may
require matching or some other minimum
qualification.

And where all other variables are the same
as set forth in House Bill 618 as introduced
on 23 June 1981.

The reason for this need for a change is that
population is not the only proxy for the need of a
community for capital ‘improvement. In fact,
population could well be inequitable for small
communities where the demonstrated benefit per caf)ltal
improvement dollar per person is less than for large
population centers.

_ The minimum figure would be relatively
inconsequential for a large municipality but could
make a big difference for a small community.

Sincerely,

* J

George E. Weiss, Whittier City Manager

cc. Senator Mike Colletta
Whittier City Council o
Planning and” Zoning Commission



fITY OF SKAGWAf

GATEWAY TO THE GOLD RUSH OF “98>~
P.0.BOX 415  SKAGWAY. ALASKA 99840

October 5, 1981

Representative Ray Metcalfe, Chairman
House State Affairs Committee

600 W. 41st/Suite 201A

Anchorage, Alaska 99503

Dear Representative Metcalfe:

The Skagway City Council discussed HB618 "State Aid to Munici—
palities for Capital Projects™ at its October 1, 1931 meeting.
After some discussion, the Council voted to support public
hearings on HB618. The Council-recognizes the greater flexability
and ease with which funds a ™ "-g»ft "out onto tl-e streets" when
planned and administered locally rather than at the State level.
However, there was some concern that smaller communities might
be forgotten concerning the very large capital projects 1if too
many funds are administered locally. Also, there is some
sentiment that a differential cost-of-construction factor

should be added to the distribution formula reflecting the very
high capital projects cost iIn the bush communities. At any rate,
Skagway supports the holding of public hearings on HB618 in
order that these issues might be discussed.

Sincerely,

Skip Elliott
City Manager

fc"ffps*
Wp



P.0. 80X 281 -NOME, ALASKA 99762
TELEPHONE (907) 443-5242

September 14, 1981

Representative Ray Metcalfe
Committee on State Affairs
600 W 41st, Suite 201A
Anchorage, Alaska 99503

Dear Representative Metcalfe:
Thank you for sending me a copy of HB 618.

I have one comment 1°d like to make regarding your bill. Sec.
29.96.020 Determination of Population., is according to the
latest figures of the Federal Census. As you arc aware, those
figures are wrong 1in many areas of the State. They are already
a year and a half old and will be completely wrong within
several years.

The City of Nome and other cities and boroughs arc working on
a new census with strict criteria designed by the Dept, of
Community Regional Affairs.

I would suggest that all future legislation be tied to the Federal
census or an updated census approved by the State.

Thank you for the opportunity to comment.
Sincerely,

Ivan L. Widom

City Manager

cc: Senator Ferguson

Representative Fuller
Mayor & Council



Matanuska-Susitna Borough
BOX B. PALMER. ALASKA 99645 e PHONE 745-3246

BOROUGH ASSEMBLY

October 15, 1981

Representative Ray Metcalf, Chairman
House State Affairs Committee

600 West 41st Street

Anchorage, Alaska 99503

Dear Representative Metcalf:

_ ~Thank you very much for furnishing the Matanuska-Susitna Borough
\éwth_ ctogles of "House Bill 618 "State Aid 'to Municipalities for Capital
rojects”,

_ Your bill would be an improvement over the current law in that it
gives local governments greater control over local government capital
Bro;ects within their geographic boundaries. This means that we can plan
pDetter, the public can participate in the development of our capital
improvement program more effectlvely and we will be able to schedule waork
better. Further, it would reduce the chances of a veto by the governor on
a sthecmc project which may be high on the priorities of the local govern-
ment.

The formula contained in this bill should provide more equality
between urban and remote areas of the State which does not always exist
under the current law. As you are aware, urban areas many times fare less
?etnerously than do remote areas of the State in capital improvement legis-
ation.

The language in Section 2 of the bill affecting Alaska Statute
29.96.030 is an improvement over current law as it makes the appropriation
of funds to municipalities mandatory rather than permissive.

. This legislation, although it provides several improvements over
existing law, nonetheless leaves local governments with the dilemma of
belnl? able to proHect in a reasonable manner the income that will be
available to them from the State for constructing capital projects. This
Is particularly critical where the capital ﬁrOJeCtS are large enou%h that
they |0?IC§||y should be constructed in phases that span more than one
year. [t is “desirable that a method be achieved to afford local govern-
ments the ability to project their income for capital purposes for a few
years _in advance. his would then  allow local governments to plan
effectively and to budget their capital dollars in a manner that is
((:iolnlsmtent with achieving maximum benefits to their citizens from those
ol lars.

We note that your bill permits local governments to pass through
funds to a non-profit corporation for public purposes of tlie non-profit



corporation. This is similar to SB 168. Different municipal attorneys

have interpreted this language in different ways. Some have said that this

language grants powers to local governments to carry on, through the non—
profit corporation, functions which they could not otherwise carry out.

Others say it is not a grant of an additional power. This ambiguity should

be eliminated.

Ke will be very interested in public hearings on this piece of
legislation if response to your correspondence 1is sufficient to generate
those public hearings. Again, thank you for your consideration in mailing
us advance copies of this bill.

The Assembly has reviewed this letter and has asked that these
comments be furnished to you.

Sincerely,

A ot v .

Ronald L. Larson
Borough Mayor
GT:er

cc: Borough Manager
Finance Department
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Representative Ray Metcalfe, Chair
House State Affairs Committee

600 W 41st., Suite 201A
Anchorage, AK 99503

Dear Representative Metcalfe:

We have had the opportunity to review proposed HB 618, and it gave rise to a
couple of comments and quéstions.

First, Cordova stronﬁly disa%rees with basing the population figures on the
"latest figures of the U.S. Bureau of Census." These figures were collected
by individuals making $5.35/hour in a bush community where the averagie watt;e IS
near $12f.00/hour and the results uf the census, again, proves you get wha

you pay for.

This summer, the City conducted a census under the direction of the State
Demographer using the same criteria as the U.S. Census enumerators  used, and
the population figures increased = from 1879 to 2223. Those figures donot
take into account the influx of fishing-generated personnel which our community
must provide services for over a 4 to 6 month period. The Alaska Mumm?al
Le_a?ue will sponsor a bill, to correct this inequity, which we hope you too
will sponsor. | have dwelled at Iengzth onthe subject of determining population
as this is the very heart of the matter of the proposed formula.

Secon; , why shouldn't severance tax on coal be included in Section 4? Within
the next several years, coal exports may approach oil and gas.

Section 1.(3)[d] pass,throu_%h to non-profits hothers me. Almost anyone can form
a non-profit corporation with any benevolent sounding name including sPln-off

0f Ion?*reco nized service or?anlzatlons. These shak%/ non-profits could very
well glean off a great deal of State dollars before they are put out ot business.
f| sugghestbe_lltlher much tighter language or elimination of non-profit organization
rom the bill.

Also, Section 1 (c) should be revised to resolution only. Ordinances are
cumbersome and must be incorporated in the codified codes of the municipalities.

With these changes, | believe the bill has considerable merit in dedicating a

portion of the Severance tax for the funding of capital projects. As | understand,
municipalities would still be able to go to the legislature for specific capital

projects.
If | can be of further assistance, please call.

Very truly yours.

- _Rent* ity Manager



Unique m even inAlaska!

22 October 1981

Rep. Ray Metcalfe, Chairman
House State Affairs Committee
600 W. 41st Avenue Suite 201A
Anchorage, Alaska 99503

Re: House Bill 618
Dear Ray:

The City of Whittier supports the general

concept of House Bill 618. However, it would be more

equitable for the formula suggested for A.S.
829.96.010(b) to read as follows:

X P+ M = entitlement

where
M = some minimum allowance regardless of
population. (The state may wish to require
that this minimum allowance be matched by
the municipality for eligibility.)

N = the number of eligible municipalities

P.0. Box 608 Whittier. Alaska 99693 (907) 472-2327
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W = a weighting factor less than or equal to
one determined by the expectancy of meeting
of qualifications for entitlement to any
portion of the minimum allowance which may
require matching or some other minimum
qualification.

And where all other variables are the same
as set forth in House Bill 618 as introduced
on 23 June 1981.

The reason for this need for a change 113 that
population is not the only proxy for the need of a
community for capital 1improvement. In fact,
population could well be inequitable for small
communities where the demonstrated benefit per capital
improvement dollar per person 1is less than for large
population centers.

The minimum figure would be relatively
inconsequential for a large municipality but could
make a big difference for a small community.

Sincerely

George 1 ; _anager

cc: Senator Mike Colletta
Whittier City Council
Planning and Zoning Commission



Matanuska-Susitna Borough
BOX B. PALMER. ALASKA 99645 < PHONE 745-3246

BOROUGH ASSEMBLY

October 15, 1981

Representative Ray Metcalf, Chairman
House State Affairs Committee

600 West 41st Street

Anchorage, Alaska 99503

Dear Representative Metcalf:

, _ Thank you veré_much for furnishing the Matanuska-Susitna Borough
with copigé of "HouSe Bill 618 "State Aid to Wunicepalities for Capitaf

Projects".

_ Your bill would be an improvement over the current law in that it
gives local governments greater control over local government capital
BrO{ects within their geographic boundaries. This means that we can plan
petter, the public can TDparticipate in the development of our capital
improvement program more effectlvely and we will be able to schedule work
better.  Further, it would reduce fthe chances of a veto by the governor on
a spt)emflc project which may be high on the priorities of the local govern-
ment.

The formula contained in this bill should provide more equality
between urban and remote areas of the State which does not always exist
under the current law. As you are aware, urban areas many times fare less
?etn_erously than do remote areas of the State in capital improvement legis-
ation,

The language in Section 2 of the biII_affectin? Alaska Statute
29.96.030 is an improvement over current law as it makes the appropriation
of funds to municipalities mandatory rather than permissive.

o This legislation, although it provides several |mProvements over
existing law, nonetheless leaves local governments with the dilr"~,a of
bem_gi able to pro#ect in a reasonable manner the income that will be
available to them from the State for constructing capital projects. This
Is particularly critical where the capital projects are large enough that
they logically should be constructed in phases that span “mere than one
year. It is ‘desirable that a method be achieved to afford local govern-
ments the ability to 1prIOJect their income for capital purposes for a few
years in advance. his would then allow local governments to plan
effectively and to budget their capital dollars in a manner that is
3o|n|3|stent with achieving maximum benefits to their citizens from those
el lars.

We note that your bill permits local governments to pass through
funds to . non-profit Corporation for public purposes of the non-profit



corporation. This is similar to SB 168. Different municipal attorneys
have interpreted this language in different ways. Some have said that this
language grants powers to local g_overnments to carry on, through the non-
Broflt corporation, functions which they could not otherwise carry out.
bthelr.s Saytlé Is not a grant of an additional power. This ambiguity “should
e eliminated.

~ We will be very interested in public headln?s_ on this piece of
legislation if response to your correspondence is sufficient to generate
those public hearings. .Agaln, thank you for your consideration in mailing
us advance copies of this bill.

The Assembly has reviewed this letter and has asked that these
comments be furnished to you.

Sincerely,

Rohhld L. Larson
Borough Mayor

Gl:er

cc. Borough Manager
Finance Department



Matanuska-Susitna Borough
BOX B. PALMER. ALASKA 99645 <« PHONE 7415-4801

DEPARTMENT OF ADMINISTRATION
February 18, 198?

The Honorable Ray Metcalfe
Representative

State of Alaska

Juneau, Alaska 99811 _

Re: House Bill 618

Dear Ray:

I wanted you to know that your labors on behalf of local government
finance are not unappreciated.

We, in the Matanuska-Susitna Borough, have studied HB 618. Several

of us, who are on the Legislative Policy Committee of the Alaska
Muri.cipal League, have spent quite a bit of time on it. The people

on the Legislative Policy Committee are Assemblypersons Edna Armstrong,
Robert Barry, and myself.

We have not seen fit to comment on HB 618 at this time, because we
wanted first to see what type of position the Board of Directors of

the Alaska Municipal League might take with respect to the bill. If
the AML"s views are close to ours, we would subscribe to the AML posi—
tion.

I was surprised at tne amount of consensus which was readily achieved

at the Legislative Policy Committee with respect to your bill. Just
about everybody,who had occasion to sp:ak on th*5 bill, through that

it was a good bill. There were representatives from small rural com—
munities in ouv group and they had a particular interest in Senate Bill
129 introduced by Senators Sturgelewski anil Stimpson. Nearly all of

us who came from non-rural situations, thought that Senate Bill 129

was aimed at the unorganized borough and even with respect to unorganized
boroughs was probably not an appropriate vehicle for communities like
Cordova, Valdez, Dillingham, etc.

KD FEB 221982



The Honorable Ray Metcalfe
February 18, 1962
-2-

So, basically, our committee was looking at two different approaches
to revenue sharing -- one that would cc/er the boroughs and cities
and the other which would cover native villages.

Per Capita Distribution of Capital Improvement Monies

"Speaking for myself; and perhaps not for the Assembly of the Matanuska-
Susi.tna Borough, I am skeptical of any revenue sharing measure approach
that does not depend largely on per capita distribution. -Here, in the
Matanuska-Susitna Borough, we have about five percent of the State"s
population and, under the terms of your bill, would receive about five
percent of the state revenue sharing money. | do not think that this
is too far off, if roads are handled as a separate program as they have
been in the past.

Assessed Valuation (Tax Base) Per Capita

One adjustment to your formula that was generally favored by members

of Te Legislative Policy Committee was an adjustment to reflect
assessed valuation per capita. This adjustment would reduce revenue
sharing for local governments having a very large tax base per capita
generally in the form of oil wells, the Alaska pipeline, feeder lines,
oil platforms, tanks, oil loading facilities, bunkhouses, refineries,
etc. and would give more to the local governments with a low assessed
valuation per capita, such as a local government which has very little
industry or little commercial development. The Municipality of Anchorage,
which has very little industry, but a substantial amount of major com—
mercial development, would probably be right in the middle with an ad—
justment of this kind. The attached article from the February 15, 1982
DAILYNEWS on "Kenai Peninsula War Rages Over Rich Nikiski Oil Tax Base"
highlights some of the factors that enter a tax base calculation.

Cost of Construction Difference

The Legislative Policy Committee also agreed that the formula for
distribution of capital improvement grants should be adjusted to
reflect differences in costs of construction in various parts of
Alaska. This 1is probably in deference to some of the members present
from remote areas of Alaska.



The Honorable Ray Metcalfe
February 18, 1982
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I can express some personal opinions about this type of adjustment,
which may or may not express the sense of the Matanuska-Susitna
Borough.

To begin with, 1 greatly dislike anything that complicates the basic
per capita distribution formula, because, in my opinion, complications
to the formula obscures the mechanics of what is actually happening

in the distribution of State monies for capital improvements. Just

as a matter of principle, the fewer adjustments to a per capita formula,
the better.

Secondly, there are numerous measures for determining whether things
are balancing out in urban and semi urban areas versus rural areas.
Until this balancing out has been tested out, | would question whether
there should be major differences in the amount of money distributed
according to region based upon differences in construction costs.

For example, 1 know that locally we pay a minimum of twenty percent

of the cost of constructing our school buildings (maybe this will go
down to ten percent after this legislative session), while this parti—
cular burden does not fall upon second class cities or REAAs.

Similarly, 1 know that there are certain types of sewer and water pro—
jects which, 1f constructed in an area like Matanuska-Susitna Borough,
would be partially paid for by local tax dollars, while the same type
of facilities would be State funded in a second class city.

And, finally, 1 believe that you now have available to you recent
statistics as to amounts of monies distributed per capita by the

State 1in various regions of the State for capital improvements.

These statistics, reflecting previous State expenditures for capital
improvements, would tell you whether the State programs taken together
have caused an imbalance in spending in one region versus another re—
gion. Obviously, any figures of this kind have to be taken with a
grain of salt. For example, | would hate to see a 41 million dollar
appropriation for a State Adult Camp at Sutton be showing up as a per
capita distribution of State capital improvements monies to Matanuska-
Susitna Borough residents. Nor, would I want to see a 20 million dollar
appropriation for upgrading th™ Glenn Highway shown as a state distri—
bution of capital 1iir; ovement monies among residents of the Matanuska-
Susitna Borough. 1™m sure that Sitka would have similar sentiments
regarding a state investment in a fish hatchery on Baranof Isla id.
There are some numbers that simply should not be cranked into an equa—
tion applicable to local governments.



The Honorable Ray Metcalfe

February 18, 1982
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Census Adjustments

Everyone in the Legislative Policy Committee agreed that a muni—
cipality should get an adjustment in its population in any year
using th ue procedure as 1is currently used for revenue sharing.

Constitutional Amendments to Dedicate State Monies for Local Government
Purposes

I know that you personally attach considerable importance to the passage
of a constitutional amendment authorizing dedication of State revenues

to a local government capital improvement fund. 1 can fully understand
why you attach importance to such an amendment. Ever since | was Governor
Egan®s Executive Assistant in the early 19601s | had thought that there
was an imbalance in investment of State revenues between the type of in—
vestment typically made at the local government level and the type of
investment typically made by a State. |1 had always thought that the
State of Alaska attached too little importance to such tfimgs as local
service roads, sewer systems, water systems, municipal park lands, etc.
However, |1 do believe that, if a bill like HB 618 were passed and pro—
perly funded during the first year that it takes effect™a precedent

would be set which subsequert sessions of the legislature would respect.
The reason why 1 think that subsequent legislatures would adequately

fund the local government capital improvement program is that | believe
that the planning and the quality of the local government capital improve—
ments would be such as to convince the legislature that this is a good
use of State monies. 1 know that in this Borough we intend to be res—
ponsible in the way we determine priorities and invest our capital im—
provement monies. Maybe, somewhere down the road, things will get off
track, in which case, the legislature would be well advised to look

at the system they have established and decide to handle things on a
different basis than a continued dedication of State revenues in the
manner contemplated by the constitutional amendment.

I"'m pleased that you are pursuing HB 618 and are seeking comment. If,
after you have received comment from the Alaska Municipal League Board

of Directors, you still want some comment from the Assembly of the
Matanuska-Susitna Borough, let me know, and I will submit any questions
you may have to the Assembly so they can respond. They are knowledgebale



