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The Policy Committee of the Upper Midwest Regicnal

Interstate Project saw a need to inform the State Education Agencies
(SEAs) concerning the implications of federal program indirect costs.
The Indirect Cost Workshop was established to develop communication
concerning the problems between the United States Office of Education
(USOE) , SEAs, and several SEAs that have USOE-approved plans for
indirect costs. The information gained through the workshop was to
assist the SEAs in completing preparations for their Indirect cost
System before the deadline of June 30, 1973. The document begins by
reproducing Federal Circular No. A-87 which sets forth principles for
determining the allovable costs of programs administered by State and
local governments under grants from and contracts with the Federal
Government., The Michigan Indirect Cost Plan and the forms used in
that plan are considered next. The document concludes by exawining
the federal view of program Indirect Costs and by considering
Indirect Cost problems as viewed by centralized State administrative
services and the local education agency. (Author/DN)
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Introduction

The Policy Committee of the Upper Midwest Regional [nterstate Project
saw a need to inform the SEAs concerningvthe implications of federal program
Indirect Costs. The Indirect Cost Workshop was established to develop
communication concerning the problems hetween the USOE, SEAs and several
SEAs that have USOE - apprpved plans for Indirect Costs. The information
gained through the workshop was to assist the SEAs in completing preparation:

for their Indirect Cost System before the deadline of June 30, 1973.

Robb L. Shanks

Interstate Project Director
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APPENDIX 1

EXISCUTIVE OFFICE OF THE PRESIDENT
Bureau of the Budget
Washington, D.C. 20508

May 9, 1968 CIRCULAR NO. A-87

TO THE HEADS OF EXECUTIVE DEPARTMENTS AND ESTABLISHMENTS

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

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

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

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

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

PHILLIP S. HUGHES
Acting Director

Attachments

*The Bureau of the Budget has revised this date to July 1, 1969,
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ATTACHMENT A
Circular No. A-87

PRINCIPLES FOR DETERMINING
COSTS APPLICALBLE TO GRANTS AND CONTRACTS
WITH STATE AND LOCAL GOVERNMENTS

A. Purpose and scope.

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

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

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

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

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

3. Application. These principles will be
applied by all Federal agencies in determin-
ing costs incurred by State and local govern-
ments under Federal grants and cost reim-

bursement type contracts (including sub-
grants and subcontracts) except those with
(a) publicly financed educational institutions
subjest to Bureau of the Budget Circular
A-21, and (b) publicly owned hospitals and
other providers of medical care subject to
requirements promulgated by the sponsoring
FFederal agencies.

B. Definitions.

1. Approval or authorization of the grant-
or Federal agency means documentation evi-
dencing consent prior to incurring specific
cost.

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

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

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

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

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



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

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

8. Grantee means the department or agen-
cy of State o1 local government which is
responsible for administration of the grant.

9. Local wnit means any political subdi-
vision of government below the State tevel.

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

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

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

C. Basic guidelines.

1. Factors affecting allowability of costs.
To be allowable under a grant program, costs
must meet the following general criteria:

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

b. Be authotized or not prohibited un-
der State or local laws or yegulations,

c. Conform to any limitations or ex-
clusions set forth in these principles, Federal
taws, or other governing limitations as to
types or amounts of cost items.

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

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

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

£. Be net of all appiicable credits.

2. Allocable costs.

a. A cost is allocable to a particular
cost objective to the extent of benefits re-
ceived by such objective.

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

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

3. Applicable credits.

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

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



arising from the use or depreciation of items
donated or tinanced by the Federal Govern-
ment to fultill matching requirements under
anather grant progrum. These types of
credits should likewise be used to reduce re-
luted expenditures in determining the rates
or amotints applicable to a given grant.

D. Compbsition of cost,

1. Total cost. The total cost of a grant
program is comprised of the allowable direct
cost incident to its performance, plus its al-
locable portion of ailowable indirect costs,
less applicable credits.

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

E. Direct costs.

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

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

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

costs

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

¢. Equipment and other approved cap-
ital expenditures.

d. Other items of expense incurred
specifically to carry out the grant agreament,

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

¥ Indirect costs.

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

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

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



allowable  under  the  predetermined
would not exceed actual fndirect costs,

rate

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

3. Limitation on indireet costs.

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

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

G. Cost incurred by agencies other than the
grantee. )

1. General., The cost of service provided
by other agencies may only include allowable
direct costs of the service plus a prorata
share of allowable supporting costs (section
B.12,) and supervision directly required in
performing the service, but not supervision
of a general nature such as that provided
by the head of a department and his staff
assistants not directly involved in operations.

However, supervision by the head of a de-
partnient or agency whose sole functlon is
providing the service furnished would be an
cligible vost. Supporting costs include those
furnished by other units of the supplying
department or by othier agencies.

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

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

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

H. Cost incurred by grantee department for
others.

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

J. Cost allocation plan.

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

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



grantee department, to the extent feasille,
should be presented in a single doctiment.
The allocation plan should contain, hut not
necessarily be limiled to, the following:

a. The nature and extent of services
provided and thely relevance to the [Federally
sponsored programs,

b, The items of expense to be included.

¢. The methods to be used in distribut-
ing cost,

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

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

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

b. At the grantee department level in
a State, and for local governments, Federal
agencies will work towards the objective of
designating a single Federal agency, the one
with predominant interest, which will have
responsibility similar to that set forth in a.
above for the negotiation and approval of
the cost allocation plan and for the audit of
costs.

Il
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ATTACHMENT B
Circular No. A-87

STANDARDS FOR SELECTED ITEMS OF COST

A. Purpose and applicability,

1. Qbjective. This Attachment provides
standards for determining the allowability
of selected items of cost.

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

B. Allowable cnsts.

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

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

a. Recruitment of personnel required
for the grant program.

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

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

\

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

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

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

6. Bonding. Costs of premiums oh bonds
covering employees who handle grantee
agency funds are allowable,

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

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

8. Central stores. The cost of maintain-
ing and operating a central stores organiza-

tion for supplies, equipment, and materials

used either dircctly or indirectly for grant
programs is allowable.

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



Q

ERIC

Aruitoxt provided by Eic:

10, Compensution for personal scirviecs,
a. General, Compensation for personal
services includes all remuneration, paid cur-
rently or acerued, for services rendered dur-
ing the period of performance under the
grant agrecement, including Lt not neces-
sarily limited to wages, salarvies, and sup-
plementary compensation and bencfits (xec-
tion B.13.). The ¢osts of such compensation
are allowable te the extent that total com-
penzation for individual employees: (1) is
reasonable for the services rendered, (32)
follows an appointment made in accordance
with State or local government laws and
rales and which meets Federal merit sys-
tem or other requirements, where applicable:
and (3) is determined and supported as pro-
vided in b. below, Compensation for em-
ployees engaged in Federally assisted activ-
ities will be considered reasonable to the
extent that it is conxistent with that paid for
similar work in other uactivities of the State
or local government. In cases where the kinds
of employees required for the Federally as-
sisted activities are not found in the other
activities of the State or local government,
compensation will be considered reasonable
to the extent that it is comparable to that

paid for similar work in the labor market in’

which the employing governnient competes
for the kind of employees involved. Com-
pensation surveys providing data representa-
tive of the labor market involved will be an
acceptable basis for evaluating reasonable-
ness.

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

11, Depreciation and use allowances.

a. Grantees may be compensated for
the use of buildings, capital improvements,
and equipinent through use allowances or
depreciation. Use allowances arve the neans
of providing compensation in tieu of depre-
ciation o1 other equivalent costs, [fowever,
@ combination of the two methods may not
be used in connection with a single elass of
fixed assets.

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

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

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

e. No depreciation or use charge may
be allowed on any assets that would be con-
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sidered ax fully depyecinted, provided, how.
ever, that reasonable use charges may be
negotinted for any such assets if warranted
after taking into consideration the cost of
the facility o itan involved, the estimated
uxefud life remaining ot time of negotiation,
the eftect of any  increased maintenance
charges or decreased efliciency due to age,
and any other factors pertinent to the util-
ization of the facility or item for the purpose
contemplated.

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

13. E'miployee fringe benefits, Costs iden-
tifled under a. and L. below are allowable to
the extent that total compensation for em-
plovees is reasonable as defined in section
B.10.

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

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

4. Ewmployee morale, health and u elfare
costs. The costs of health or first-aid clinics
and. or infirmaries, recreational facilities,
employees’ counseling services, emplovee in-
formation publications, and auy related ex-
penses incurred in accordance with general
State or local policy, are allowable. Income

Q
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gonerated from any of these activities will
be offsetl against expenses.

15, Exhilits, Costs of exhibits relating
specifically to the grant programs are allow-
able, ’

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

- allowable.

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

18. Materials and supplies. The cost of
materials and supplies necessary to carry
out the grant programs is allowable. Pur-
chases made specifically for the grant pro-
gram should be charged thereto at their
actual prices after deducting all cash dis-
counts, trade discounts, rebates, and allow-
ances received by the grantee, Withdrawals
from general stores or stockrooms should
be charged at cost under any recognized
method of pricing consistently applied. In-
coming transportation charges are a proper
part of material cost.

19. Memberships, subscriptions and pro-
fessional activities.

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

c. Medlings and conferences. Costs are
allowable when the primary purpose of the
nteeting is the disseniination of techniecal in-
formation relating to the grant program
and they are consistent with regular prac-
tices followed for other activities of the
grantee.

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

“inspection and repair services are allowable.

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

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

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

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

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

26. Training and ecducation. The cost of
in-service training, customarily provided for
employee development which directly or in-
directly benefits grant programs is allowable.

Out-of-service training involving extended .

periods of time i¢ allowable only when spe-
cifically authorized by the grantor agency.

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

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

C. Costs allowable with upproval of grantor
agency.

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

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



program usage msy not be charged {o the
program for perinds of nonoccupancy, with-
out authorization of the grantor FFederal
agency.

a. Rental cost. The rental cost of space
in a privately owned building i{s allowable.

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

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

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

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

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

4. Insurance and indemnification,
a. Costs of insurance required, or ap-
proved and maintained pursuant to the grant
agreement, is allowable.

b. Cosis of other insurance in connec-
tion with the general conduct of aclivities
is allowable subject to the following limita-
tions:

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

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

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

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

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

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



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

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

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

D. Unallowuble costs.

1. Bad debts. Any losses avising from
uncollectible accounts and other claims, and
related costs, are unallowable.

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

3. Contributions and donations, Unallow-
able.

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

[

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

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

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

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

9. Underrecovery of costs under grant
agreements. Any excess of cost over the
Federal contribution under one grant agree-
ment is unallowable under other grant agree-
ments.



APPENDIX 2

SAMPLE COST ALLOCATION PLAN FORMATS

1, Indirect Cost Proposal (Grantee Department)
Exhibit A-Short Method ====cawu- ———m e ———————
Exhibit B-Simplified Method =--c-cemceccncccancana

Exhibit C-Multiple Rate Method ~=~-c-ccmrcccccccan

2. Consolidated State-Wide Cost Allocation Plan
Exhibit D-Summary of Plan ~-eeececcmcnccnccnmancax"

Exhibit E-Sample Agency Plan (Centralized
Purchasing Services) --=--- ———————————
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\ DESCRIPTION OIF EXHIBIT A

Lxhibit A illustrates the distribution of Departmental Costs into the categories (1) In.
divect Costs wnd. (2) Expenditures For All Other Purposes, after eliminating costs for Ex-
clusions and  Eixpenditures Not Allowable, such as capital expenditures. Under the short
method of Exhibit A, where indivedt costs cannot be identified st the Division or Bureau
level, all cost= are treated as direct costs, The simplitied method of 1xhibit B may be used
where inditect eosts ut the Division or Bureau level can be identitied.

EXHIBIT A
SAMPLE INDIRECT COST PROPOSAL FORMAT-SHORT METHOD?

STATE X

DEPARTMENT OF HEALTH

FOR THE YEAR ENDED JUNE 80, 19...

Depsitnental Costs {¢)

Coslad lg- £ a
curred By . xpendis
Other State "-*C(':5;|°“‘ tures Not Indirect g;‘!’;"'?%‘:!‘;: Total
Agencies Allg:)nbte Costs Purposes
L‘L‘v‘n‘onnﬂﬂurcaul
Envivenemental Health $150,000 $3,971.000 $4,121,000
Maternal and Child Health \ ,197,000 6,287,000
Oceupatiuna) Health 6,000 281,000 203,000
Chronle Diseases 21,000 3,676,000 3,602,000
Vital Statistics 15,000 2,680,000(¢) £,848,000
Preventable Discases 10,000 ,00 480,
Salid Waste Disposal 102,000 971,000 1,078,000
Dental Health 000 415,000 418,
Grants and Subsidies to Localities $22,500,000 22,600,000
$22,500,000 $3563,000 $18,496,000 $41,849,000
Departmental Indirect Costs
Office of the Conimissioner $288,100 $288,100
Financial Management 235,600 235,600
Operation and Maintenance of Plant 895,000 896,900
Administiative Services 126,400 326,400
Equipment Use Charges 06,300 8,300
Building Use Charges 157,600 167,600
Total Departmental Costs (d) $22,500,000  $353,000  $1,799,000  $18.496,000 43,148,900
Srrviccs Furnished (But Not Billed)
Ry Other State Agencies (e)
Acvcounting Services $86,000 86,000 88,000
Personnel Adminlstration 9,000 9,000 9,000
Centralized Purchasing 21,000 21,000 21,000
§116,000
$22,5600,000 $353,000 $1,915,900 $18,496,000 $43.264.900

EXHIBIT A—Explanatory Notea

(a) In thls example. it is nssumed that giants and subsidies to
h:gyhrin N .l_u rot o constivite costa and do pot geneinte sige
nitieant ditcet andor dndiccet cos's. However. §f the

hewling Divisions/Bureaus) and which functions are {ndirect
functions (illustrated under the heading Departmental In.
divect Uusts), Within the heading Divislons/Bureaus, all

ntec an s sivnifieart amount of divect and/or in. cosls are treated as direct costs since Indirect costs cannot
ceb casts Inadainistering the giants and subsidies to be {dentified.
lovalitirs, tlen 'hix functlon shoald he pssessod for fts

{d) Total Depaitmental Costs should be reconciled to and ac-
companied by a copy of the financial statements of the
The Expenditures Not Allowable reDresent costs of capital giantee agency,
exreditures and other costs which are ynallowable in accord- (e) The costs of Services Furnished (Liut Not Billed) By Other
ance with the rost pinstples and should be excluded from State Agencles must be {n agreement with the amounts
the computat-nr of the inditect cost rate, Howevet, $ndirect shown un the Consclidated State-Wide Cost Allocation Plan—
costs should be a'ncated to Expenditures Not Allswable for Fxhibit D, In this illustration, costa of $116,000 allocated
those expenditures that either ®ererated or benefited from from the Consolidated State-Wide Coat Allocation Plan
the inditect costs wheie the dollar effect is sufficlently mate- represent costs that are allocable to the entire Department,

tinl to wairant such altocation. This amount includes $53,000 for data processing Services
Furnished (And Billed] By Other State Agencies for pro-
frams within the Division of Vital Statistics. See Exhibit D,

cauitable shate f those costs.

(L

if

(e} Under the shiit methed, a determination is fivst made as to
which funetions nie direct functions (illustrated under the

*Thix ix 2 sample ndy and is 1ot intended to prescribe mothods of charging costs. Amounts may be rounded off to the nearest $200.
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DESCRIPTION OF EXHIBIT A-1

The totals from Exhibit A ave brought forward to this Iixhibil. This indirect cost rata
is expressed as a percentage resulting from the ratio of allowable indirect costs ($1,915,900)
to allowable expenditures for all other purposes (318,186,000). In the example set forth in
Ixhibit A, this produces an indirect cost rate of 10,47, applicable to total direct costs, less
capital expenditures,

EXHIBIT A-1
SAMPLE INDIRECT COST RATE PROPOSAL FORMAT-SHORT METHOD®
STATE X
DEPARTMENT OF HEALTH
FOR THE YEAR ENDED JUNE 80, 19_.

Lesst Exclusions Expenditures
and Expenditures Indirect for
Total Not Allowable Coats Qther Purposes
TOTALS [(Exhibit A) $43,264,900 $22,868,000 $1,918900 $18,¢96,000
(A) (B)

Computation of Indirect Cost Rate

(A) + (B) = ':‘3':% = Indirect Cont Rate of 10.4%% of tota! direct costs less capital expenditares

*This {s & sample only and {s not fntended lo Prescribe methods of charging costs.
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DESCRIPTION OF EXIIIBIT B

Exhibit B illustrates the distribution of Departmental Costs into the categories (1) In-
direct Costs and (2), Expenditures for All Other Purposes, after eliminating costs for kx-
clustons and Expenditures Not Allowahle, such as capital expenditures. Exhibit B differs
from Exhibit A in that recognition is given to the indirect costs within each Division or
Bureau. Under the sliort method of Fxhibit A, where indirect costs cannot be identified
at the Division or Bureau level, all costs are treated as direct costs, Under the Simplified
method shown in this Exhibit, indivect costs can be identitied at the Division or Bureau

level, and are so indicated.

EXHKIBIT B
SAMPLE INDIRECT COST PROI'OSAL FORMAT.SIMPLIFIED METHOD®
STATE X
DEPARTMENT OF HEALTH
FOR THE YEAR ENDED JUNE 30, 19...

Departmental Costs (c)

Cootld IE- E 5
eurred By xpendis
Other State Exclusions  tures Not Indirect g:,?mfgxg Tota)
Agencien (a) Allczwbr)ab]e Costs Purpoaes
Divieions/Bureaus
Environmental Health $150,000 $175.000 $3,796,000 44,121,000
Maternal and Child Health 0 844,000 §,363,000 6,237,000
Occupational Health 6,000 47,500 240,000 293,000
Chronic Diseases 27,000 192,000 9,403,000 02,000
Vital Statistics 15,000 147,000 2,483,000(1) 2,645,000
Preventable Diseases 10,000 13,000 437,000 £0,0
Solid Waste Disbusal 102,000 7,600 904,000 1,073,000
Dental Health 3,000 24,000 891,000 418,000
Grants and Subsidles to Localitles $22,500,000 22,600,000
$22,5600,000 $353,000 $1,483,000 $17,007,000 $41,349,000
Departmental Indircct Costs
Office of the Commissioner 288,100 288,100
Financial Mnnngemento 215,600 235,600
Operation and Maintenance of Plant 895,900 895,900
Administrative Services 126,400 126.400
Equipment Use Charges 06,300 96,800
Building Use Charges 157,600 157,600
Total Departmental Coats (d) $22,600,000 $353,000 $3,288,900 $11,007,000 $43,148.900
Services Furnished (But Not Billed)
By Other State Agencies (¢)
Acrnunting Services $86,000 86,000 86,000
To.sonnel Administration 2,0 $,000 $.000
Centralized Purchasing 21,000 21,000 21,000
' $116,000
T __$22500,000  $353,000 83,404,900 $17,007,000 $43,264,900

EXHIBIT B-—Explanatory Notes

(8) In this 2xample, it is assumed that grants and subsidies to
localities do not constitute costs and do not generate slgnifi-
cant direct and/or fndirect costs. However, if the Erantee
fncurs a significant amount of direct and/or indirect costs
in administering the grants and subsidies to localities, then
this function should be assessed for its equitable share of
those costs.

(b) The Expenditures Not Allowable represent coats of capital
expenditures and other costs which are unailowable in ac-
cordance with the cost principles and should be excluded
from the computation of the indirect cost rate. However, in-
direct costs should be ailocated to Expenditures Not Allow-
able for those expenditures that either generated or benefited
from the Indirect costs where the dollar effect is sufficlently
materis} to warrant sych allocation.

(c) Under the simplified method, s determination is first made
a3 to which funcitans are direct functions (fllustrated under
the heading Divisicns/Bureaus) and which functions are
Indirect functions (ilivstrated under the heading Depart-
mental Indirect Costs). Within the beading Divisions/

Bureaus, costs are Identified as either (1) Indirect Costs,
or as (2) Expenditures For All Other Purposes, after elimi-
nating  Exclusions and Expenditures Not Allowable, An
example of a division or buresu indirect cost may, for
instance, in the Environmental Health Division, include such
costs Rs salarfes and expenses of the Division Head, the
Assistant Division Head, and their secretaties, as well as
the salaries and expense of other sub-units performing staft
or servlce functions within the Divislon,

(d) Tota! Departmental Costs should be reconciled to and ac-
companied by a copy of the finaucial gtatements of the
grantee Agency.

(e) The costs of Services Furnished (But Not Billed) Hy Othey
State Agencles must be in agreement with the amounts
shown on the Consolidated State-Wide Cost Allocation Plan—
Exhibit D. In this illustration, costs of $116,000 allocated
from the Consolidated State-Wide Cost Allocation Plan
represent costs that are allocable to the entire Department.

(f) This amount includes $53,000 for data processing Services
Furnished (And Billed) By Other State Agencles for pro-
grams within the Division of Vital Statistics. See Exhibit D,

*This is & sample only and s not Intended to prescribe methods of charging costs. Amounts may be rounded off to the neavest $100.



DESCRIPTION OF EXHIBIT B-1

The totals from Exhibit B are brought forward to this Exhibit. The indirect cost rate is
expressed as a percemtage tesulting from the ratio of allowable indirect costs (£3,404,900)
to allowable expenditures for all other purposes ($17,007,000). In the example set forth
in Lxhibit 3 this produces an indirect cost rate of 20.07¢, applicable to total direct costs,
less capital expenditures,

EXRIBIT B-1
SAMPLE INDIRECT CO3T RATE PROPOSAL FORMAT-SIMPLIFIED METHOQD¢
STATE X
DEPARTMENT OF HEALTH
FOR THE YFAR ENDED JUNE 80, 19...

Less: Exclusions Expenditures
and Exxendituru Indirect or
Total Not Allowable Coeta Other Purposes
TOTALS (Exhibit B) $49,264,900 $22,853,000 $3,404,800 $17,001,000
(A) (B)

Computation of Indircet Cost Rate

(A) + (B) =—.:-:-;2;-:% = Indirect Coat Rate of 20% of total direct conts less capital expenditures

*This is a sample only and is not intended to preseribe methods of charging costa,
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DESCRIPTION OF EXHIBIT C

Exhibit C illustrates the distribution of indirect costs to functional Divisions or Bureaus
in order to determine separate indirect cost rates applicable to each Division/Bureau.
This distribution method permits more definitive costing in those instances where operating
ditferences between Divisions/Bureaus are material ‘n amount and would warrant the ad-
ditional computations necessary.

This computation recognizes indirect costs of (1) each Division and Bureau, (2) the
Department, as well as the cost of Services Furnisiied (But Not Rilled) By Other State
Agencies. These indirect costs are allocated to the functional Divisions/Bureaus on bases
which most fairly give effect to either those Divisions/Bureaus that generated the cost
or those Divisions/Bureaus that benefit from the cust. Indirect costs of the Divisions/
Bureaus, if identified, need not be allocated since they are already recorded as indirect
costs of their respective Divislons/Bureaus. For example, accounting services furnished by
other State agencies may be allocated to the Divisions/Bureaus based on the total direct
costs incurred by the Divisions/Bureaus, while personnel administration may be allocated
on a base of direct salaries and wages.

Indirect .costs allocated from-the Department and from other agencles are added to in-
direct costs incurred by each of the functional Divisions/Bureaus to arrive at total in-
direct costs for each of the Divisions/Bureaus. A rate Is then developed for each of the
functional Divisions/Bureaus by relating the indirect costs to the direct salaries and wages
or total direct costs, excluding capital expenditures, for each of the Divisions/Bureaus.



"001S INIWIU I3 03 JJO PIPUNOI Iq Awm =) Y ‘meoo Yup
"BOIIRIOMY UORIPPY T3 JTWLINA O0F (LMWL ANUIAPIS ¥ 30T> ILYOP P PrW KO 1.8:8&-58

) .vqaﬁc.suﬁamgo»n A?Em%zﬁnv PoQefuIn] S04 (1) Wod (W)
%%%8?35&5&«5%%&%&«2@

En%gggﬁibugigggéﬁv
VREOINAN] MRS Q) 03 IARO(T M IR MICO JTIENAN UwJ UORWOY

0D IPLM-NMS PAREPIOSUC) A WOy PREOYT O0O'9IIS JO MO ‘aonwasuly

e T Q IPPESH T Umoue el UWoRIOY 180D IPIM-NNS PREPIOO) AT WoLy

UINQ dawy PHod P pue uoy

q: %%isiﬁgaﬁﬂih—glniﬁlé
L Jano £Q POLSPUM ERIJALM JURUNKCDY (8)
“BoRwov %R—auglsghﬂe_uﬁiﬁﬂ!ﬁvuo;—sa

‘pruaazd SjdwIes aqy U] PROAWOD Iq 0} NI I VO RWIPS [VLNTA § AWY PIDOM
UORWIOE {ons JO WU ] J] SUOMMAD MORLSIUIIPE 20 DAL JA[O 0 PRwITY
¥ YOOF ‘SUQISIAIP DAL [ViuIUnIAID
WMD) vy / UORALT [WUOF J qowo 03 p OT[® 3Iw M80D) IDAITPUY [MuUATURuedIT (P)

-uonwlopv

[PUORPPE Y3 JURLIVA. 0} [PUNWWL ARUItdPOw J0u §1 PVIPS Je[Op A “pIIuIedrd
wduFe N UY pANNduIod I 0} WIEI AT U0 IR [T ¥ IANY PINOM LoD
<Of[¥ YOS JO NNl [} JI SUOINIAID JARRNETUIWDY PU¥ AL [VUIUNIRCIPp M 2pWW

PP Mt WUAlY MWIS JAN0 A (PPN ION INH) PAHEIRING WOLAIIY JO B8O Y, (F) UIq FAWYy PINOO SINALYE 293 JO UOTWIO[E LX) Y “NEMINY/UOINAIQ [WuoRIuny

QWA /SOIMAL] [WUOHOUN] Yo 01 PHRIOME 9] 03 SIOLALI
ZURUNOIOE JO JUNOUS ) I$ AMLLIE O} pien ¥ TORWIO JO POMIMN W), “UOISIAL(]
QUWPH MUsunOiauy 243 03 00Z'61$ JO UonwIOfTe Uw Uy wmsA (%ZLZZ X 000°988)
PIYFILING S2NALIE JUnUn0IOs 3 03 PIdde (9678°7T-=000"200°L1$/000°96L°CS) OnIwx

SIUL 000°96L°TS JO |IOD AP w07 7:8... Y BOEIAL] QEH [FIUMTUOIATT P 390 I
° ’Eo&v—-ﬁ’igggig«u

aqy Jopun ANQUIHAAS DU IHQUUONNAL TE PRIVPS UMM PID SMWQ UOPWIO[E UL ()

FI9ANg Y3 JOF 3900 IDAMP 03 I Iz - p dax Lap 31
Raugs ) uwno) ‘1-J Nqyxyg 903 .@vu.-—v 33 30 Wveq 24} Uo ENEANY /FUOISIAY]
@ S0PN Lroqeueidiy-—) QAT

006'20PSt —0—  —0— —~v— —0-- —0— —0— —0— —0—= —0— 006°Y07°SS
[T
000°68Y'1$
(q)
woL'ly 00979 001°§ 0oLz 00X' 1T 008'S 00y 00T 15+ 0002 000"
000°93L 00t 000°91 009's 000t 00r'e 009"y 009°Z 009 009°Y 000°29
00Z'L9 00¥'L 008’y 009°Z 008°12 008’ 003 006 003 0022 000°SL
G08'C8S 0oLZY 001°3¢ 008'ST. 006°EL 000°8 1 00Z°28 006°Z 0081 00S°ST 000°L¥1
00r'SLY 009°L9 0ot’6y 009°92 Q00°EIY 006°6L 00921 005" 006°1 00Z°LL 000°ZL1
0or6s 0oL’y 0062 005°1L 001°92 009y 208 00L 001 00%'L 000°LY
0OR'EYLL 00L°06 0006 005°'8Y 006°128 008°16 008°6L ©09'9 009'S 001°LZ 000°¥¥8
00Y°sty $  00TY9 000°Z¢ 002°LY 000°L8 00£°91 00r'0Y 0088 00Z°1 00Z'61 000°qLL 8§

(00T'882)8 001°882 Iy ‘Jg Mol
(009°9c2) S 009987 BB, ¥ TS 32
(00y°921)$ 00¥°9Z1 wie P IS g
(006°968) S 006°¢68 33 bS
1005°L91) 8 009°L91 3 bS
(005°96)8 00£'96 § JuMWAINdY Jo das(y
000911 ¢

pauontEnba
{000'12)8 000°12 wadng zo g
(000°8) ¢ €00°6 2Bep F VS Pag

q) {w)

suadxy wao) YO JWAN uwd wWpy AXC wBulpung 3 < d - 110D g
Pasrpul uun LAY @8 A SANOUIBY 85 Sa1puy
TvioL, (q) (p) wn1w0) M wdag] o D :Z v S uoﬁo ™ox, vonwoqy

“T6I 0% ANNSL QAUNT YVIA IHL A0
HITVIH A0 ININLIVIAQ
X FLVLS
«JOHIIN ALV TIALIOAN—IVIHOL TVYSOdOAd ISOD JLOTAIANI IAINVS
2 LIRIEX3

Qoua 01 PHMIWIOE W RDUAly MWMS IO A (PN ION Ing) pAguUANng EdaLg (3)
TWUNG/UGITAL] [SUORIUDF QoS JO
1900 3292ppU) W0} SM JO WORWNAWD I} Uf POPRIFU] A€ [AY] JUMTUIINAR] 9Q3 IV

}A0O VANPUI Pus WRNIBY NS AN A9 (pmH uz INg) paguuany eaNAlg (q)
UOIIRIIUIE 3800 JO Janewdur

m™orang

il gt
3 =PIKDG puw YUID

WY [Mudmuotauy

morqng
JIUCIRRIUWOD T O IIWO
JudWIFwu e [WOuUNUL
SIS SAFROSUIWPY
Iduwuay
-UJBl puw uonwiadQg
wEIvyd aen Xurppng
WRITYD N Judwdinby
R0 o4ipu] yuIwandI

Moy-qng

BuEvyaang pIasiwuID

sonwONuiupy [FUvotIag

SDAIIG  JunUNONY

(J) sanouady remg

4320 Ag (pang 0N
Ing) piysuiny sanaisg

25




O

ERIC

Aruitoxt provided by Eic:

DESCRIPTION OF EXHIBIT C-1

The total indivect costs developed for each of the Divisions Bureaus are brought for-
ward to this lixhibit, "The ratio of Indirect costs to direct salavies and wages or indirect
costs to total direct costs less capital expenditures for cachi ot the Divisions and Bureaus
is used to arrive at indivect cost rates (expressed as percentages). For example, the En-
vironmental Health Division has accumulated indirect costs of $135,400 (Column A) and
divect =alaries and wages of $1,610,000 (Column B). The ratio of Column A to Column B
vesults in an indirect cost rate of 27.0¢«. This exhibit shows rates developed for
each Division/Burean on two bases, direct salaries and wages and total ditect eosts less
capital expenditures. Rates should generally be submitted on one base only, using that
base which results in a nmore equitable distribution of indirect costs to direct activitics.

EXHIBIT C-1
SAMPLE JNDIRECT COST NATE FUORMALMULTIPLE RATE METHOD®
STATE X
DEPARTMENT OF HEALTH
FOR THE YEAR ENDED JUNE 30. 19

Indiveet Cast Rate (b)

All Other Tota] Direct Direct  Direct Costs Less
Direct Costs Costa Loss Salaries Capital
Total Indirect Diirect Salaries Lexs Capital Capitat & Wages Expenditures

Divisions/Bureaus Expenses (¢) & Wages Expendtuyes Expenditures .
(A) (B) {C) (A+B) (A= C)

Environmental Health § 435,400 $ 1,610,000 $2,186,000 $ 3.996.000 27.0% 1n.68%
Maternal & Child Health 1,742,300 4,550,000 803,000 5.353,u00 38.3¢% 32.6%
Occupational Elealth 89,100 143,000 97,000 240,000 62.3% 31.1%
Chronle Diseases 473,400 2,484,000 918,000 3,403,000 19.19 13.9%
Vital Statistics 383,800 1,764,000 79,000(s) 2,453,000 21.8% 18.8%
Preventable Diseases 57,200 243,000 144,000 437,000 23.5% 13.1%
Solid Waste Disposal 155,000 804,000 100,000 904,000 19,3% 11.1%
Dental Health 67,700 258,000 133,000 301,000 26.2% 12.3%

£3,404,900 $11,856,000 _$5,151,000 $17,007.000

EXHIBIT C-1—EXPLANATORY NOTES

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

(b} Only one methud should generally be selected by the Department of Health, The two methods shown ave merely itlustrative, which-
ever method {s selected should generally be used for all Divisicns/Buvesus.

(¢) Brought forward from Exhibit C,

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

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

(1) Special services to specific programs—summarizing the allocation of costs which have

been treated as direct charges to individual programs or projects, and

(2) General Services—summarizing the allocatfons of costs which lend themselves to treat-

ment as indirect costs

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

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

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

gency.

EXHIBIT D
SAMPLE FORMAT OF CONSOLIDATED STATE-WIDE COST ALLOCATION PLAN®
SUMMARY OF PLAN
STATE X
FOR THE YEAR ENDED JUNE 80, 19...

State Agencles Receiving Services From Other Agencles (a)

Name of Agency

Furnishing Services and Subporting ... iment Department Department Depsrtment n
Tyve of Service Schedule CPHIRE" of Education °‘;n¢d:12hw oWGSI?:}-‘J other - Total
Special Services to Specifie Proprams
Bureau of Data Processing (Data 1Y) $88,000 ... $£0,000 $25,000 $108,000 $203,000
grotcau)lnl of a Non-Administrative
ature
Otker )y $78,000 60,000 ... 165,000 300,000
$83,000 $15.000 $80,000 $25,000 $270,000 $503,000
General Services
Public Buildings nng Supply Ageney EXHIBIT $21,000 $180,000 $15.000 $18,000 $189,000 $528,000
{Centralired Purchasing)
Civil Service Administration (b) 9,000 80,000 8,000 8,000 90,000 137.000
(Personnel Administration)
State Comptroller (Accounting (b) 86,000 168,000 47,000 26,000 $74,000 £96,000
Services, incl. Payrolls,
Disbursing, ete.)
. $116,000 $318,000 $65,000 $59,000 $603,500 $1,166,000

(&) Sepsrste column headings sre needed only for those Departments or other organizational units which are recipients of federal
grants and contracts. However, identificatlon ol the other departments should be included in the documentation supporting esach
type of service claimed.

(b) Because of space limitationa, an iilustration has been provided in this brochure only for the allocation of centralized purchasing
services furnished by the atate’s purchasing sgency.

$This {s s sample only and is not intended to prescribe methods of charging coets. Amounts may be rounded off to the nearest $100.

RIC

Aruitoxt provided by Eic:
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Aruitoxt provided by Eic:

DESCRIPTION OF EXHIBIT E

This Exhibit illustrates the support for the allocation of centralized purchasing services in-

cluded in Exhibit D,

Part 1 shows the costs of the Public Buildings and Supply Agency which furnishes the put-
chasing service to all other State agencies. In addition, this agency is responsible for the de-
sign and construction of al)l State buildings. Only the costs divectly associated with the pur-
chasing (and refated distribution) function are considered allowable (i.e., Division of Pur-

chasing and Division of Supply Distribution).

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

of the plan.

EXHIBIT E

SAMPLE FORMAT OF CONSOLIDATED STATE-WIDE COST ALLOCATION PLAN®
CENTRALIZED FURCHASING SERVICES
PUBLIC BUILDINGS AND SUPPLY AGENCY

STATE X
FOR THE YEAR ENDED JUNE 30, 19..
Not
Totsl Allowable Allowable
Part 1--Coste To Be Allocated '

Oftice of the Cummissioner $100,000 $100,000 0 _......
Disision of Supply Distribution 150,000 - . $150,000
Divisiub of Purchasing 173,000 ... 173,000
Division of Building Design 160,000 180,000 ...l
Division of Constructlon 300,000 300,000 L.la...

Total $573,000 $550.000 $323,000

Part 2—-Alorrtion of Costs

Rasis—Dollar value of supplies requisitioned

AZency % Allocation
Department of Health 6.6% $21.000
Department of Education 40.2 180,000
Department of Mental Health 4.8 18.000
Depaitment of Socia)l Welfare 5.8 18,000
Department of Highways 10.3 83,800
Department of Natural Resources 21 ,800
Department of Agriculture 5.0 16,800
Department of Commerce 8.2 10.800
Department of Motor.Vehicles 2.2 4009
Department of Labor LX | 10,800
Other Evxecutive Departments 149 48.000
Legislative B 1,500
Judiclary 1,0 8,000

Total 100.0% 328,000

¢This Is » sample only and is not intended to prescribe methods of charging costs, Amounts may be rounded off 0 the nesrest $100.



APPENDIX 3
SAMPLE FORM

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

I hereby certity that the information contained in the

State-wide cost allocation plan for the fiscal year ended

(Month-date-year)
_____________________________________ has authorized me,
(Name of State)
as its representative, to file this plan. I further certify that a consistent approach has
been followed in treating a given tyne of cost as direct or indirect and that in no case
have costs charged as divect to Federal programs been included in the indirect costs re-
flected in the plan which I have submitted.

is correct and that the State of

29




APPENDIX 3
SAMPLE FORM

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

[ hereby certify that the information contained in the .

State-wide cost allocation plan for the fiscal year ended

is corvect and that the Stateof _. ... ... Ceee o+ iiiae. .- has authorized me,
{Name of State)

as its representative, to file this plan. 1 further certify that a consistent approach has

been followed in treating a given type of cost as direct or indirect and that in no case

have costs charged as direct to Federal programs been included {n the indirect costs re-

flected in the plan which I have submittad.




APPENDIX b

SUGGESTED BASKES FOR COST DISTRIBUTION

Following are suggested bases for distributing joint costs of certain central-type serv-
ices to State departments or agencies and to projects and programs utilizing these serv-
cies. The supgested bases are not mandatory for use if they are not suitable for the
particular services involved. Any method of distribution can be used which will produce an
equitable distribution of cost. In selecting one method over another, consideration should
be given to the additional effort required to achieve a greater degree of accuracy.

Type of Service
Accounting

Auditing
Budgeting

Building lease management

Data processing

Disbursing service

Employees retirement system administration

Insurance management service
Legal Services
Mail and messenger service

Motor pool costs including automotive man-
agement

Office machine and equipment maintenance
repairs

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

Organization and management services
Payroll services
Personnel administration

Printing and reproduction
Procurement service

Local telephone
Health services
Fidelity bonding program

Suggested Bases for Allocation

Total dollar volume or number of trans-
actions processed.

Direct audit hours.

Direct hours of identifiable services of em-
ployees of central budget.

Number of leases.
Machine hours.
Number of checks or warrants issued.

Dollar contributions to fund or number of
employees contributing.

Dollar value of insurance premiums,
Direct hours,

Number of documents handled or employees
served.

Miles driven and/or days used.
Direct hours,
Sq. ft. of space occupied.

Direct hours.

Number of employees.

Number of employees or salaries and wages.
Direct hours, job basis, pages printed, etc.

Total do'lar volume or number of trans-
actions processed.

Number of telephone instruments.
Number of employees.
Employees subject to bond.

3



APPENDIX 6
FEDERAL AGENCIES AND THEIR NEGOTIATION COGNIZANCE ASSIGNMENTS

The Department of MHealth, Education, and Welfare is the Federal agency responsible
for the approval of State-wide cost allocation plans. Amounts (or rates) approved by the
Department of Health, ISducation, and Weifare for apportionment to State operating de-
partments conducting Federally supported programs will he recognized by all Federal
agencies in the determination of State operating department costs chargeable against Fede-
ral programs,

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

Chief Director
Finance Division Program Operations Division
Federal Highway Administration Urban Management Assistance
U.S. Department of Transportation Administration
1717 H Street, N.W. Room 7220A
Washington, D.C. 20591 U.S. Department of Housing and
Urban Development

) 7th and D Street, S.W.
Deputy Director Washington, D.C. 20410
Office of Budget and Finance .
U.S. Department of Agriculture Director . .
14th and Independence Avenue, S. W. Office of Management Inspection and Audit
Washington, D.C. 20250 U.S. Department of Justice

10th and Constitution Avenue, N. W

Washington, D.C. £0530
Program Management Division Chief '
Community Action Program, Room 536 Financial Assistance Policy Division
Office of Program Operations Office of the Secretary. Room 5818A
Office of Economic Opportunity U.S. Department of Commerce
1200-19th Street, N.W. . 14th and Constitution Avenue, N.W,
Washington, D.C. 20506 Washington, D.C. 20230



Assistant Manpower Administrator
for Administration

Manpower Administration

U.S. Department of Labor

14th and Constitution Avenue, N.W.,

Washington, D.C, 20210

Attention: Circular A-87 Liaison

Assistant Director

Contract and Audit Operations

Office of Survey and Review, Room 65226
U.S. Department of Interior

18th & C Street, N.W.

Washington, D.C, 20240

Director of Audit

Office of Civil Defense, Room 1C-b14
Oftice of the Secretary of the Army
Department of Defense

The Pentagon

Washington, D.C. 20310
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Indirect Cost Materials and Responses from
Michigan Department of Education

Mr. Earl Hopps
Supervisor of Accounting Program
Question: The application of indirect cost rates can vary from the past
funding of activities of a state department., What are the fedaral recom-
mendations for easing or allowing a timely transition from a direct charge

basis to an indirect cost method?

Rssgonsei

Most of us operate under the appropriations of our respective state
legislatures., Operations which originally were self-operating organi-
zational entities may have over a period of time been incorporated in
part into centralized functional organizational units which, when
subject to an indirect cost approach, appear to be carrying a dis-
proportionate share of the financial cost. Adjustments incorporated
intc the budget process may require 18 to 24 months to be reflected

into appropriations. The problems one might expect include:

1) The informing of organizational units that they must reduce their

program budget because of administrative indirect cost assignment.

'2) The processing of revised budget data which may require greazer
state funding for some organizational units while corresponding

reductions may be non-existent.

3) Convincing the management policy groups (legislative, adminis-
trative) that such realignments are essential despite the financial
realities of expanding demands and lessening fund availability from

both state and federal sources.

Q : 1/57




In view of the federal implementation date of July 1, 1972, it would
appear that the only solution is one of minimizing the cost remaining
fo the indirect cost centers by the greatest utilization of direct
cost agsignuent even though these costs may be functionally assignable
ag -indirect costs; i.e,, subsidiary grant record maintenance costs may

be identified as specific programs,

Question: Discuss the '"roll forward" adjustment.

Response ;

The Department has been granted fixed rates for fiscal 1973. The
fixed rate in the agreement is based on an estimate of the costs
which will be incurred during the period for which the rate applieé.
When the actual costs for such period have been determined, an adjust-
ment will be made in the negotiation following such determination to
compensate for the difference batween that cost used to establish the
fixed rate and that which would have been used if the actual costs

were known at the time.

The attached example demonstrates the roll forward adjustment. The
negotiated rate for 1972 is corrected to actual by the adjustment of

the 1974 rate.

Question: Why are some LEA programs funded with a restricted rate while

others carry their full share of indirect costs?

Response !
The 1969 amendments to Public Law 91-230, Section 4146b, states:

"The Commissioner shall permit local educational agencies

to use organized and systematic approaches in determining




ROLL FORWARD COMPUTATION

Fixed Rate Per Negotiation:

Actual Experience for Accounting Period:

Direct Costs
Net Allowable {ndirect Costs

Recovery of Indirect Costs:

Actual for Accounting Period
Estimated per Negative Fixed Rate

Under {Over) Recovery

Adjusted Indirect Costs:

Actual for Accounting Period
Under {Over) Recovery
Deletion of 2 yeers Prior Roll Forward Adjustment

Totat Indirect Cost

Adjusted Rate:

Adjusted Rate = Total Indirect Cost -
Actual Direct Cost

Adjusted Rate =

FY 72 FY 73 EY 74 FY 75
10% 10% 11.3%" 9.9%
$4938,795 $4,880450 $5,110526 $5,075,200
526,430 486,675 644,428 637,000
526,430 486,675 644,428 537,000
493,880 488,045 677,480 502,445
32,650 {1,370) (3,061) 34,655
626,430 486,676 544,428 537,000
32,650 (1,370) (33,061} 34,666
0- 0- 32,650 {1,370)
$ 668,080 §$ 486305 § 643917 $ 670,185
$ 558080 §$ 485305 $ E43917 $ 670,185
$4,938,795 $4,880,450 $5,110,626 $5,075,200
11.3%" 9.9% 10.6% 11.2%
{Appliedto (Appliedto (Appliedto  (Applied to
FY 74) FY 76) FY 76) FY 77)

*The actual rate for FY 1972 was 10.656%. Therefore we under recovered the indirect cost by 0.65% (10.656% --
10.0%}. In praposing our indirect rate for FY 1974 we make up for this deficiency by adding the 0.65% to the
actual 10.65% Indirect Rate thereby proposing a rate of 11.3% for FY 1974,




cost allocation, measurement, and report . ., . that such
approaches are consistent with criteria prescribed by the
comptroller general of the United States . , ,"
Circular A-87 established principles designed to provide that
federally assisted programs bear their fair share of costs recognized

under these principles except where restricted or prohibited by law.

The Elementary an. Secondary Educétion Act, Title I, requires that:
"Federal funds made available under this title will be so
used as to (i) supplement and . . . increase the level of
funds . . , (11) in no case, as to supplant such funds from
non-federal sources , ., ."
This is the justification used to develop the two types of rates:
1) Restricted
2) Unrestricted
The unrestricted rates are applicable to those programs which do not

contain the supplement-supplant language.

Question: Uhat provisions are being incorporated in the revisions to

Handbook II to facilitate the development of indirect cost rates for LEA's?

Response:

Handbook II incorporates provisicns which allow greater analysis of
cost data and the establishuwent of cost centers. Illowever, it does not
dnclude provision to accumulate distribution units and, therefore;
becomes basically an actual cost system. Any miznual of this type must
be ger:ral in design to accommodate the vast differences in the
abilities or organizations which will use it. Consequently, it would
be extremely improbable that the manual contain any specific material

regarding indirect cost development.




Chapter VI*, Indirect Costs and Proration, is a new addition to
Handbook II and should assist local school districts in the areas of
indirect cost identification and allocation., The draft dated June,
1972, 1is the last 1 have seen, and I do not know the current status of

this handbook,

*Page 142

Question: What phases of school activity are considered indirect cost
pools? For instance, would an assistant auperintendent for curriculum be
a part of a direct cost pool or an indirect cost pool? Discuss other

central office operations!

Responge :

The basic criteria to be applied when reviewing central office oper-
ations would be the determination of the scope of responsibility
assigned to the position under review. A curriculum director with
district wide responsibility would be included within the indirect cost
category, whereas a central projects curriculum position would require

the direct assignment to the specific central programs,

A review of the common titles assigned to positions in central admin~

istration in Michigan has produced three categories:

1) Those that would fall into an indirect cost eligible to restricted

and non~restricted,
2) Indirect cocsis assignable to indirect only, and

3) The direct or indirect with the requirement that there be benefits

to grants and contracts,
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CENTRAL ADMINISTRATIVE

Direct

Elementary Coordinator

Director Guidance

Athletic Director

Instruction

Elementary Education

Vocational Technical

Cafeterias

Pupil Personnel

Special Prograns

Fine Arts

Director Community Education

Outdoor Center

Community School Coordinator

Consumer Education

Instructional Materials

Libraries

Recreation

Human Relations

Elementary Consultant

Grant Programs

Special Education

Curriculum

Transportation

Reading

Food Service

Director Music

Title I1I

Attendance Officer

Legislation & Federal Projects

Associate Consultant

Audio Visual

Dean of College

Adult and Vocational Education

Adult and Continuing Education

Special Project Coordinator

State-Federal Affairs

Intormation Services

Publications and Parent Group
Relations

Public Relations

Information and Communication

Comaunity Relations
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POSITIONS

Indirect

General Operatiouns

Buginess Affairs

Pessunnel

Assiuntant Superintendent (Generasl)
Administrative Assistant
Director of Building & Grounds
Elementary Business & Personnel
Finance

Research .

Deputy Superintendent
Controller

Finance & Accounting

Building & Grounds

Accountant

Physical Plant

Purchasing Agent

Facilities and Service
Maintenance

Research and Development
Ground Superintendent

Budget and Purchasing

Regearch & Testing Service
Employee Relations

School Plant Planning
Purchasing & Supply Management
Data Research Director
Custodial Services

Business & Finance

Office Manager

Business Adninistration

Data Processing

Treasurer & Comptroller
Engineering & Operations

Plant Construction & Rehabilitation
Regearch & Evaluation

Buyer

Oparating Services

Systems Programmer

Labor Relation
Planner-Expediter

Indirect Cost ~ Restricted and Unrestricted

Indirect Cost - Unrestricted Only

Diract or Indirect - Requirement to be indirect
that there be benefits to
grants and contracts
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Questiont! How would a situation where a part-time administrator in the

business office and a part-time teacher be handled in an indirect cost rate.

Resgonse:

To accommodate a gituation of this kind, the person would be direct
costed into the two major categories of teacher and administrator in
accordance with the amount of time spent in each activity. The added
activity would then be incorporated into the indirect cost category
and the teaching portion of the time would be charged direct. Each

would be included in the development of the indirect cost rate,

Question: What is the significance of the term "district wide activity" in

the area of central office administration?

Response !
"District wide activity" becomes the basic criteria which is applied
to the positions in central office administration when determining
. whether the position or activity is asaignable as direct or indirect
cost. The current Handbook II uses the term "system wide activity"
and 1s not confined to one school, subjecf, or narrow phase of school

i

activity.

In the revision of landbook 1II, activities performed by assistants,
such as deputies, associate, and assistant superintendents, in general
direction and management of all affairs of the school syetem are
considered under the function General Administration - Office of the

Superintendent.

Those not having "district wide activity" must be associated with their

specific function.




Questiont When a rate is a predetermined fixed rate and the rate based on

actual costs would be less, would there be some adjustment made for the

difference?

Response !
The response to this question was covered under question 5} and of
course, the difference between the fixed rate and the actual costs
would become an element of the roll forward adjustment. Therefore,

this would become important in the development of a subsequent year's

rate.




MICHIGAN DEPARTMENT OF EDUCATION
Department Services
Lansing, Michigan 48902

INDIRECT COST RATE INSTRUCTIONS

General

An indirect cost rate is used to determine the amount of indirect costs each
program should bear. Generally, it is the ratio of indirect costs to direct
costs based upon the actual expenditures of a local educational agency recorded
in accordance with recommended accounting principles for school districts, i.e.,
the modified accrual or full accrual basis of accounting. The recovery of
indirect costs incurred by.a federally funded program must be accomplished by

a rate or percentage method in those programs in which indirect costs are
eligible expenditures. The use of an indirect cost rate is allowable in those
state programs which provide for the recovery of such costs. In addition,
indirect costs determined by the rate method may be considered as the local
agency's contribution in those Federal and State programs which require a local
effort, '

The indirect costs of a program are those costs not readily identified with a
specific program but, nevertheless, are incurred by the local educational
agency for the joint benefit of all programs. In terms of the Finance Account~
ing Manual for Michigan School Districts, Bulletin 1022, they include, with
cectain legal exclusions, Administration, Operation, Maintenance and Fixed
Charges,

Utilization is made by applying the appropriate rate as determined from the
computation schedule to the direct costs of the program, see example., However,
during the budgeting process it must be remembered that use of the rate does
not increase the amount of the grant.

The financial data from which the rates are computed is taken from the school
district's audited Annual Financial Report, DS-4169 (Form B), The time required
for the audit and preparation of Form B is such that the rate is computed from
the audited expenditures of the second preceding fiscal year to that in which

the rate is applicable. For example, the rate computed from the Form B for the
year ended June 30, 1971 is the rate which will be in use during the year begin-
ning July 1, 1972 and ending June 30, 1973. Programs which extend beyond June 30
are required to adopt the rate approved for the fiscal year in which that portion
of the program is operated. The fiscal year to which the rate applies is indicate
in the heading of rate computation Form (RO 415), the rate is applicable during
that fiscal perind only. In addition, programs operated in any ons fiscal year
may apply only the approved rate.

The legislation governing certain federally funded programs requires that
federal funds "supplement and in no case supplant" local.efforts, For these
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restricted o prams this has been interpreted to mean that only the costs of
district wide activities, namely administration and selected Fixed Charges,
are eligible as indirect costs for rate.computation putposes., The most common
restricted programs, administered by the State agency, in which indirect coste
are tecoverable are: E,S.E.A, Titios I, I11, VI and “c~caticnal Education -
Title I,B., Indirect costs of these piugrams may be vecevered only at the rate
corputed for restricted programs, Column A, of the computation schedule.

In addition, there are programs which prohibit or limit the recovery of indirect
costs, If there is a question in this regard it is suggested that reference

be made to the program guidelines or that the Department of Education be
contacted,

Costs must be treated consistently (i,e., expenditures which are considered
indirect for rate computation purpose may not be considered a direct program
cost). For example, of two or more positions of similar responsibility, such
as administrative assistants, accountants or office managers exist, all
positions at that level must be classified as either direct or indirect, For
example, if an administrative assictant is 1eported on Form B as 2100 Adminis-
tration, (indirect), all other Administrative Assistants must be classified
only as an indirect cost in the 2100 account services, The principal physical
location of personnel does not necessarily identify the correct expenditure
classification (Instruction, Administration, etc,) however, the project
expenditure classification must be consistent with that of the Form B,

Your indirect cost rate may be found at the bottom of the attached Indirect
Cost Rate Computation for Local School Districts, RO 415,

The rates are computed as follows:

Unrestricted Col. B = Rate
tol. C
Restricted Col., A = Rate

Col. C + Col, B - Col, A

(In the restricted programs, the unallowed indirect costs are,
in effect, considered direct costs.)

In general, records and other supporting documentation must be retained for 5
years after the close of the fiscal year in which the expenditure was made or
until notified that the records are no longer needed, The exception to this
is that records involved in a Department of Health, Education and Welfare
audit claim shall be reatined until that claim has been resolved.




Budgeting For An Indirect Cost Rate

Restricted Programs

Approved Grant $20,000
Indirect Cost Rate 3.06%
Direct Costs $19,406

The $19,406 is computed by dividing $20,000 by 1.0306 (indirect cost rate plus
100%). $19,406 f{s the maximum amount that can be budgeted for direct costs if
maximum indirect charges are budgeted and the total grant is applied for.

A sample E.S.E.A. Title I budget, utilizing the indirect cost rate, might be
as follows:

200 Instruction $15,256
400 Health 750
500 Transportation 500
800 Fixed Charges 1,650
900 Food Servicas 750
1100 Community Services 500
Indirect Costs ($19,406 x 3,06%) 594
$20,000

Unrestrictéd Programs

Approved Grant $20,000
Indirect Cost Rate 26.40%
Direct Costs $15,823

The $15,823 is computed by dividing $20,000 by 1.2640 (tofal indirect cost
rate plus 100%). ‘

A sample unrestricted program budget using separate indirect rates might be
as follows:

Instruction $12,173
Attendance 1,000
Transportation 800

2 Fixed Charges 1,350
Food Service 500
Indirect Cost 4,177
$20,000
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When a budget for a project (with an applicable restricted or unrestricted
rate) includes a line item for capital outlay, the computation of the amount
available for direct program costs must be preceded by a reduction of the
amount of capital outlay from the grant amount:

Approved Grant $20,000
Capital Outlay 2,000
Indirect Cost Rate 26,407
Divect Costs $14,241

The $14,241 is computed by subtracting the capital outlay from the approved
grant and dividing $18,000 by 1,2640 (total indirect cost rate plus 100%).

ADJUSTMENTS
Instructions Por Completing DS-4513

Circular A-87 provides that the salaries of Assistant Superintendents for
general administration, the cost of operating their offices (secretary and
clerical salaxies, office supplies and other) and those fiinge benefits, such

as employee insurances,, that are attendant with eligible indirect costs may be
considered indirect costs fér rate computation purposes. In addition, the costs
of food supplies may be excluded from direct costs which reduces the formula
denominator thereby improving the rate,

The Annual Financial Report (Form B), upon which the computed rate is based,
does not provide data sufficient to identify these allowable adjustments.
Therefore, all reported amounts in the following Form B line items have been
consldered direct or unallowable in the rate computation:

Indirect Costs Direct Total

Restricted Unrestricted Costs Costs
2112 Salaries of Supt. Ass't, $ $ $XX $ XX
2128 Salaries - Sec. & Clerical XX XX
2140 Total Supplies XX XX
2160 Total Other XX XX
2783 Insurance (Fringe Benefits) XX XX
3056 TFood for Food Service XX XX

To receive adjustment, the local agency must complete Form DS-4513 and return
to the Michigan Department of Education, Department Services, Box 420, Lansing,
Michigan 48902, Notification of the adjusted rate will be made by the
Department. The originally computed rate must be utilized until such time as
notification of the adjusted rate is received,



Explanation: Enter only the eligible expenditures reported in the
identified Form B line items as follows:

2112 Salaries of Ass't., Supt,(s) ‘ ’

2128 Salaries Sec, & Clerical Identifiable with eligible indirect

2140 Office Supplies costs, Excludes costs attributable

2160 Other to the Supt's activities, such as
the full time salary or prorated
portion of his secretary,

2783 Fixed Charges ~ Insurance
(Fringe Benefits) identifiable
with salaries in the respective
columns,

COSTS TO BE INCLUDED - ACCOUNT 2112 and 2128

A. Unrestricted indirect costs include those positions related to general
administration of the school excluding costs attributable to the position
of the superintendent and his activities, such as the full time salary or
proracsd portion of his secretary's position. Those positions involving
accounting budgeting, payroll, personnel, purchasing, employee and public
relations, etc, Do not report administrative positions (assistant super-
intendents and directors) as indirect costs that involve the direction and
supervision of such functions as instruction, guidance, attendance, transpor-
tation, community services and student services. Secretarial and clerical
employees supporting the latter positions musgt not be included in the indirect
classification of cost. The costs of this latter group - assistant super-
intendents, directors and support employees - must be cleassified as direct
chacges, As such, their charges would have to be identified to cost objectives
based on documented time and effort studies,

B. Two additional administrative positions must be excluded from the computation
of the restricted rate ~ administrators and support staf{ involved in the
maintenance and operation function,

COSTS TO BE INCLUDED - ACCOUNT 2140 and 2160

Include only those costs identifiable with the eligible postions noted above
with the unrestricted and restricted indirect costs,

COSTS TO BE INCLUDED - ACCOUNT 2783

Include only those Insurance (fringe benefits) identifiable with eligible
positions noted above with the unrestricted and restricted positions in the
respective columns.

COSTS TO BE INCLUDED - ACCOUNT 3056

Food for Food Service (cost of food supplies)

1f you have any questions, please contact the Program Control Unit, Department of
Education, 1020 South Washington Avenue, Lansing, Michigan, Phone (517) 373-3350.
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Michigan Department of Education
10/72 Department Services

PROGRAM CONTROL UNIT
Box 420 Lansing, Michigan 48%02

FISCAL YEAR 1972-13 INDIRECT COST RATE ADJUSTMENTS

Legal Name of School District District Code No. Telephone — Area Code/Local No,
EOU ATIé)NAL .
AGENCY Address oy Zip Code

MAILING INSTRUCTIONS: Return ONE copy by JANUARY 30 . 1973 to the STATE address indicated above.

INDIRECT COSTS
AﬁgT' ACCOUNT DESCRIPTION Restricted Urrestricted DIRECT COSTS
) A 8 c
ASSIgTANT SUPERINTENDENT(S) SR E
Nl a. Salaries ({(See below®) .
2128 b. Secretarial and Clerical Salaries
2140 c. Office Supplies

2160 d. Other

FIXED CHARGES -INSURANCE (Fringe Benefits)
2733 (Assoclated with Indirect Salarles ONLY)
3086 FOOD FOR FOOD SERVICE

(Deducted from direct costs for rate computation purposes)

TOTAL ADJUSTMENTS

*List positions incfuded in the adjustmenrt to Account 2112. Complete list on back of this form if additional space is necessary.

ASSISTANT SUPERINTENDENT{(S)
Titte of Position F.T.E. Positions

CERTIFL{CATION: | certify that the above adjustments are true and correct to the best of my knowledge.

Superintendent or
Date Authorlzed Official

(Signature)

Type Name

Title

Contact Person Talephone

{Area Code/{L ocal No.}

Q 0

ERIC

Aruitoxt provided by Eic:




1.

2.
3.

4,
5.

Utilize annual financial statement information on

Michigan LEA Orienting Procedure

Department,

Prepare LEA tentative rates.

Information to LEAs!

a.

b.

C,

Proposed rate schedule;

Explanation of indirect cost and rate
development;

Schedule of regional meetings.

Regional presentation.

Sample LEA process:

a.
bl

cl

Original rate;
Adjustment form;

Adjusted rates.

file with the
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DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE
OFFICE OF THE SECRETARY

WASHINGTON, D.C. 2020!

Septenber 28, 1972

Honorable John W. Porter

Superintendent of Public Instruction

State of Michigan

Department of Fducation -
Lansing, Michigan 48902

Dear S\pe_rintendent Porter:

This letter formalizes understandings reached between menbers of your
staff and George J. Wolff relative to the Michigan State Department

of Education approving indirect ocost proposals of the Michigan Local
Education Agencies,

The Michigan State Superintendent of Public Instruction or his
designated representative within the Michigan State Department of
Education is hereby delegated authority to negotiate indirect ocost
rates with local eduwation agencies of the State of Michigan in
conformance with the plan submitted to and approved by my office and
with Office of Management and Budget Circular A-87. The rates so
established will be used by the local education agencies to measure
total program costs and serve as the basis for requesting indirect
costs on Federal programs.

Oonsistent with the requirements of Circular A-87, plans approved by the
Michigan State Department of Education will be subject to review by my
office. It is anticipated that the Department of Health, Education and
Welfare Audit Agency will select local education agencies for audit
review to determine that the cost plans have been prepared and used in
acoordance with this delegation of authority. A copy of the plan for

the Michigan State Departrment of Education to approve indirect cost

rates for local education agencies as approved by my office is attached,

The plan is subject to pericdic revisions to acoormodate changes in
regulations or the acoounting systems of local education agencies., Revisions
to the plan, if necessary, will be the result of a coordinated effort by

the Michigan Department of Education and the Department of Health, Education
and Welfare Audit Agency, office of Education and my office.



Page 2 ~ tonorable John W, Porter
Superintendent of Public Instruction
State of Michigan
Department of Education

Please note your concurrence with the content of this letter and your
a tance of this delegation of autharity by ocountersigning the
ogﬁr\il of this letter and returning it to me retaining a copy for
your files,

Sincerely yours,

Henry G. Kirschenmann, Jr.

Director, Division of Cost Policy
and Negotiation

Office of Grant Adninigtration Policy

Accepted by the Michigan Department of Education:

fdohn W. Porter
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MICHIGAN DEPARTMENT OF EDUCATION
Department Services
Lansing, Michigan 48902

INDIRECT COST RATE INSTRUCTIONS
General

An indirect cost rate is used to determine the amount of indirect costs
each program should bear. Generally, it is the ratio of indirect costs to
direct costs, The recovery of indirect costs incurred by a federally
funded program must be accomplished by a rate or percentage method in
those programs in which indirect costs are eligible expenditures., The use
of an indirect cost rate is allowable in those state programs which pro-
vide for the recovery of such costs. In addition, indirect costs deter-
mined by the rate method may be considered as the local agency's contri-
bution in those Federal and State programs which require a local effort.

The indirect costs of a program are those costs not readily identified with

a specific program but, nevertheless, are incurred by the local educational
agency for the joint benefit of all programs. In terms of the State School
Accounting Manual, Bulletin 1022, they include, with certain legal exclusions,
Administration, Operation, Maintenance and Fixed Charges.

Utilization is made by applying the appropriate rate as determined from the
computation schedule to the direct costs of the program, gsee example.
However, during the budgeting process it must be remembered tliat use of the
rate does not increase the amount of the grant.

The financial data, upon which the rates are based, is taken from the most
recent Annual Financial Report, DS~4169 (Form B)., Therefore, the data does
not reflect the actual rate of the current period. An adjustment for over
or under recovery of current year indirect costs will be made in a sub-~
sequent year.

The legislation goveruing certain federally funded programs requires that
federal funds "supplement and in no case supplant” local efforts. For
these restricted programs this has been interpreted to mean that only the
coats of district wide activities, namely Admihistration and selected Fixed
Charges, are eligible as {ndirect costs for rate computation purposes. The
most common restricted programs, administered by the State agency, in which
indirect costs are recoverable are: E.S.E.A., Titles I, I1I, VI and
Vocational Education - Title I,B, Indirect costs of these programs may be
recovered only at the rate computed for restricted programs, Colum A, of
the computation schedule. In addition, there are programs which prohibit
or limit the recovery of indirect costs. If there is a question in this
regard it is suggested that reference be made to the program guidelines or
that the Department of Education be contacted.

It is requested that costs be classified consistently, i.e., expenditures
which are considered indirect costs for rate computation purposes may not
be considered direct program costs without a corresponding adjustment to
.the rate, Contact the Michigan Department of Education regarding adjust-
ments for which there is no provision in these instructions,



In general, records and other supporting documentation must be retained for
5 years after the close of the fiscal year in which the expenditure was made
or util notified that the records are no longer needed. The exception to
this 1s that records involved in a Department of iealth, Education and’
Welfare audit claim shall be retained until that claim has been resolved.

The rates are computed as follows!

Unrestricted Col, B = Rate
Col, C '
Restricted Col, A - Rate

Col. C + Col. B - Col. A

(In the restricted programs, the unallowed indirect costs are,
in effect, considered direct costs.)

Circular A~87 provides that the salaries of Assistant Superintendents and
the cost of operating the Assistant Superintendents' offices (secretary and
clerical salaries, office supplies and other) may be considered indirect
costs for rate computation purposes. Also includible are.those fringe
benefits, such as employee insurance, that are attendant with eligible
indirect costs. The Annual Financial Report (Form B), upon which the com-
puted rate is based, does not provide data sufficient to identify these
allowable indirect costs., Therefore, all reported amounts in the following
Form B line items have been considered direct or unallowable in the rate
computation?

Indirect Costs Direct Total

Restricted Unrestricted Costs Costse

2112 salaries of Supt. Ass't, $ Xx $ XX
2128 sSalaries - Sec. & Clerical XX XX
2140 Total Supplies XX XX
2160 Total Other XX XX
2783 1Insurance (Fringe Benefits) XX XX

Provision is made for the recognition of these costs at the bottom of the
rate computation form, as follows:

Column A Column B Column C Column D

Adjustments
Asgistant Superintendent
2112 Ssalaries $ $ ARARAARE  Rhkhhhhh
2128 Secretarial and Clerical RAkhhkkkk Ahkhkkhkk
Salaries AkAkAhhkk Ahkkhkhhkk
2140 oOffice Supplies AAkhAkhhh  AAkARAkAA
2160 oOther ARAARRAR  hAAkAkAA
2786 Fixed Charges AARARAAL AhkhkRAAAR
(Fringe Benefits) AhkRAkRkAR hihkkhhhk
TOTAL ADJUSTMENTS $ $
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Explanation: Enter only the eligible expenditures reported in the identi~
fied Form B3 line items as follows:

2112 Salaries of Ass't., Supt.(s)

2128 Salaries Sec. & Clerical === Identifiable with eligible indirect

2140 Office Supplies ]- costs, Excludes costs attributable

2160 Other ——— to the Supt.'s activities, such as
the full time salary or prorated

portion of his secretary.
2787 Fixed Charges - Fringe Benefits

identifiable with salaries in
the respective columns.

To receive adjustment, the local agency must complete the adjustment
gsection and return the report with adjustments to the Department, Program
Control Unit of the Accounting Program. Notification of the adjusted rate
will be made by the Department. The originally computed rate must be
utilized until such time as notification of the adjusted rate is received.

Budgeting For An Indirect Cost Rate

Regtricted Programs

Approved Grant $ 20,000
Indirect Cost Rates
Administration 2.31%
*Data Processing Charges .75 . 3.06%
Direct Costs $ 19,406

*NOTEt For budgeting and reporting purposes, the rental of data processing
equipment 18 congidered to be an adminiatrative_cost.

Direct Indirect Total
Administration $ (415,823 x 2.48 ) $§ 392 §
(515,823 x .70%) 111» 503
Instruction 12,173 12,173
Attendance 1,000 1,000
Transportation 800 8§00
Operation of Plant (815,823 x 13.56%) 2,145 2,145
Maintenance (515,823 x 5.73%) 907 907
Fixed Charges: .
FICA Retirement 1,350 1,350
Indirect - Insurance (515,823 x 3.932) 622 622
Food Service 500 500
$15,823 $ 4,177 $20,000

S —————

* Data Processing




If you have any questions, please contact the Program Control Unit,
Department of Education, 1020 South Washington Avenue, Lansing, Michigan,

The $19,406 is computed by dividing $20,000 by 1.0306 (indirect cost rate
plus 100%). $19,406 is the maximum amount that can be budgeted for direct
costs if maximum indirect charges are budgeted and the total grant is
applied for.

A sample E,S.E.A. Title I budget, utilizing the indirect cost rate, might
be as follows:

100 Administration $ 250
200 Instruction 15,006
400 Health 750
500 Transportation 500
800 Fixed Charges 1,650
900 Food Services 750
1100 Community Services 500
Indirect Costs (19,406 x 3.06%) 594
$ 20,000
Unrestricted Programs
Approved Grant $ 20,000
* indirect Cost Rates
Administration 2.48%
Operation of Plant 13.56
Yaintenance 5.73
Insurance 3.93
bData Processing Charges .70 26,40%
Direct Costs $ 15,823

The $15,823 is computed by dividing $20,000 by 1,2640 (total indirect cost
rate plus 1007%). The indirect costs, budgeted at a maximum of $4,177
(815,823 x 26.40%), may be reported as a single item as in the example for
restricted programs.

A sample unrestricted program budget using separate indirect rates mipght be
as follows:
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MICHIGAN DEPARTMENT OF EDUCATION
Department Services
Lansing, Michigan 48902

INDIRECT COST RATE INSTRUCTIONS

General

An indirect cost rate is used to determine the amount of indirect costs each
program should bear, Generally, it 1s the ratio of indirect costs to direct
costs based upon the actual expenditures of a local educational agency recorded
in accordance with recommended accounting principles for school districts, 1i,e.,
the modified accrual or full accrual basis of accounting. The recovery of
indirect costs incurred by a federally funded program must be accomplished by

a rate or percentage method in those programs in which indirect costs are
eligible expenditures, The use of an indirect cost rate is allowable in those
state programs which provide for the recovery of such costs, In addition,
1ndirect costs determined by the rate method may be considered as the local
agency's contribution in those Federal and State programs which require a local
effort,

The indirect costs of a program are those costs not readily identified with a
specific program but, nevertheless, are incurred by the local educational
agency for the joint benefit of all programs. ‘In terms of the Finafice Accouat-
ing Manual for Michigan School Districts, Bulletin 1022, they include, with
certain legal exclusions, Administration, Operation, Maintenance and Fixed
Charges,

Utilization is made by applying the appropriate rate as determined from the
computation schedule to the direct costs of the program, see example. However,
during the budgeting process it must be remembered that use of the rate does
not increase the amount of the grant.

The financial data from which the rates are computed is taken from the school
district's audited Annual Financial Report, D5-4169 (Form B), The time required
for the audit and preparation of Form B i8 such that the rate 18 computed from
the audited expenditures of the second preceding fiscal year to that in which

the rate is applicable, For example, the rate computed from the Form B for the
year ended June 30, 1971 is the rate which will be in use during the year begin-
ning July 1, 1972 and ending June 30, 1973. Programs which extend beyond June 30
are required to adopt the rate approved for the fiscal year in which that portion
of the program is operated. The fiscal year to which the rate applies is indicated
" in the heading of rate computation Form (RO 415), the rate is applicable during
that fiscal period only. In addition, programs operated in any one fiscal year
may apply only the approved rate.

The legislation governing certain federally funded programs requires that
federal funds ''‘supplement and in no case supplant" local.efforts. Por these
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restricted programs this has been interpreted to mean that only the costs of"
district wide activities, namely Administration and selected Fixed Charges,
are eligible as indirect costs for rate.computation purposes. The most common
restricted programs, administered by the State agency, in which indirect costs
are recoverable are: E.S.E.A, Titles I, III, VI and Vocational Education -
Title I,B., ‘Indirect costs of these programs may be recovered only at the rate
computed for restricted programs, Column A, of the computation schedule,

In addition, there are programs which prohibit or 1limit the recovery of indirect
costs, If there is a question in this regard it is suggested that reference

be made to the program guidelines or that the Department of Education be
contacted, :

Costs must be treated consistently (i.e,, expenditures which are considered
indirect for rate computation purpose may not be considered a direct program
cost), For axample, of two or more positions of similar responsibility, such
as administrative assistants, accountants or office managers exist, all
positions at that level must be classified as either direct or indirect, For
example, 1f an administrative assistant is reported on Form B as 2100 Adminis-
tration, (indirect), all other Administrative Assistants must be classified
only as an indirect cost in the 2100 account services, The principal physical
location of personnel does not necessarily identify the correct expenditure
classification (Instruction, Administration, etc,) however, the project
expenditure classification must be consistent with that of the Form B,

Your indirect cost rate may be found at the bottom uf tiie attached Indircect
Cost Rate Computation for Local School Districts, RO 415,

The rates are computed as follows:

Unrestricted Col, B = Rate
Col, C
Restricted Col, A = Rate

CO].. C + Colo B - COl. A

(In the restricted programs, the unallowed indirect costs are,
in effect, considered direct costs,)

In general, records and other supporting documentation must be retained for 5
years after the close of the fiscal year in which the expenditure was made or
until notified that the records are no longer needed, The exception to this
1s that records involved in a Department of Health, Education and Welfare
audit claim shall be retained until that claim has been resolved.




Budgeting For An Indirect Cost Rate

Restricted Programs

Approved Grant $20,000
Indirect Cost Rate 3.06%
Direct Costs $19,406

The $19,406 is computed by dividing $20,000 by 1.0306 (indirect cost rate plus
169%). $19,406 is the maximum amount that can be budgeted for direct costs if
maximum indirect charges are budgeted and the total grant is applied for.,

A sample E,S,E.A. Title I budget, utilizing the indirect cost rate, might be
as follows:

200 Instruction $15,256
400 Health 750
500 Transportation 500
800 Fixed Charges 1,650
900 Food Services 150
1100 Comunity Services 500
Indirect Costs ($19,406 x 3,06%) 594
$20,000

Unrestrictéd Programs

Approved Grant $20,000
Indirect Cost Rate 26,407
Direct Costs $15,823

The $15,823 is computed by dividing $20,000 by 1.2640 (total indirect cost
rate plus 100%). ‘

A sample unrestricted program budget using separate indirect rates uight be
as follows:

Instruction $12,173
Attendance 1,000
Transportation 800
Fixed Charges 1,350
Food Service 500
Indirect Cost 4,177

$20,000
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When a budget for a project (with an applicable restricted or unrestricted
rate) includes a line item for capital outlay, the computation of the amount
available for direct program costs must be preceded by a reduction of the
amount of capital outlay from the grant amount:

Approved Grant $20,000
Capital Outlay 2,000
Indirect Cost Rate 26,40%
Direct Costs $14,241

The $14,241 1s computed by subtracting the capital outlay from the approved
grant and dividing $18,000 by 1,2640 (total indirect cost rate plus 100%),

ADJUSTMENTS
Instructions Por Completing DS-4513

Circular A-87 provides that the salaries of Assistant Superintendents for
general administration, the cost of operating their offices (secretary and
clerical salaries, office supplies and other) and those fringe benefits, such

as employee insurances, that are attendant with eligible indirect costs may be
considered indirect costs fer rate computation purposes. In addition, the costs
of food supplies wmay be excluded from direct costs which reduces the formula
denoninator thereby improving the rate,

The Annual Financial Report (Form B), upon which the computed rate is based,
does not provide data sufficient to¢ identify these allowable adjustments,
Therefore, all reported amounts in the following Form B line items have been
considered direct or unallowable in the rate computation:

Indirect Costs Direct Total

Restricted Unrestricted Costs Costs
2112 Salaries of Supt, Ass't, $ $ $XX $XX
2128 Salaries - Sec. & Clerical XX XX
2140 Total Supplies XX XX
2160 Total Other . XX XX
2783 Insurance (Fringe Benefits) XX XX
3056 Food for Food Service XX XX

To receive adjustment, the local agency must complete Form DS=-4513 and return
to the Michigan Department of Education, Department Services, Box 420, Lansing,
Michigan 48902, Notification of the adjusted rate will be made by the
Department. The originally computed rate must be utilized until such time as
notification of the adjusted rate is received.



Explanation: Enter only the eligible expenditures reported in the
identified Form B line items as follows:

2112 Salaries of Ass't, Supt.(s)

2128 Salaries Sec, & Clerical Identifiable with eligible indirect

2140 Office Supplies costs, Excludes costs attributable

2160 Other to the Supt's activities, such as
the full time salary or prorated
portion of his secretary,

2783 Fixed Charges = Insurance
(Fringe Benefits) identifiable
with salaries in the respective
columns,

COSTS TO BE INCLUDED - ACCOUNT 2112 and 2128

A, Unrestricted indirect costs include those positions related to general
administration of the school excluding costs attributable to the position
of the superintendent and his activities, such as the full time salary or
prorated portion of his secretary's position, Those positions involving
accounting budgeting, payroll, personnel, purchasing, employee and public
relations, etc, Do not report administrative positions (assistant super-
intendents and directors) as indirect costs that involve the direction and

© supervision of such functions as instruction, guidance, attendance, transpor=-

tation, community services and student services, Secretarial and clerical
employees supporting the latter positions must not be included in the indirect
classification of cost. The costs of this latter group - assistant super-
intendents, directors and support employees = must be classified as direct
charges., As such, their charges would have to be identificd to cost.objective
based on documented time and effort studies.

B, 7Two additional administrative positions must be excluded from the computation
of the restricted rate - administrators and support staff involved in the
maintenance and operation function,

COSTS TO BE INCLUDED ~ ACCOUNT 2140 and 2160

Include only those costs identifiable with the eligible postions noted above
with the unrestricted and restricted indirect costs,

COSTS TO BE INCLUDED - ACCOUNT 2783

Include only those Insurance (fringe benefits) identifiable with eligible
positions noted above with the unrestricted and restricted positions in the
respective columns.

COSTS TO BE INCLUDED - ACCOUNT 3056

Food for Food Service (cost of food supplies)

If you have any questions, please contact the Program Control Unit, Department of
Education, 1020 South Washington Avenue, Lansing, Michigan, Phone (517) 373-3350.
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Repional Vresentation

Over the pasL five or six years school district officials have complained
that they have increased costs because of federal programs that they could
not recover because they could not document the additional costs. These
meetings are to present a method by which these costs can be documented

without having to make time and effort studies for divect charges.

The presentation will be divided into four parts:
General information
The adjustment for rate types
Rate computation

Budgeting with the rate

All districts have received in the latter part of December an unadjusted
rate sheet, an adjustment form and a set of general instructions for com=

pletion of the adjustment form.

You may note some inconsistencies in the method of identifying those costs
which are direct and indirect and the method in computing the rate but it

is not possible to explain them.

The rate will be mandatory for recovery of general administrative costs

after July 1, 1973.

Rates can be used this year if a school district chooses. The advantage to
the use of the rate 1s that once a rate has been anproved, the necessity for
time/effort studies to substantiate general administrative costs will not be

necessary.

An important point to remember though is that no extra funds are available
to reimburse districts when the rate is used., The reimbursement comes cut

of the regular grant award.



REGIONAL MEETINGS ON INDIRECT COSTS FOR FEDERAL & STATE PROGRAMS

Mason-9:30 a.m,
January 3, Ingham
Intermediate Office
Conference Area, 2630 W,
Howell Road
Bay City-9:00 a,m, January 8 <}
Bay-Arenac Intermediate Office 0
4228 Two Mile Road ——
Flint-2:00 p.m. January 8 ".'.rm N
Genesee Intermediate Office Nk " rn
2413 Maple Avenue ._,'._...._'f._....
Muskegon-9:00 a,m, January 9 i
Muskegon Intermediate Office i '
630 Harvey Street T Tl
Crand Ragids-2:00 p.m, January 9 ECARTN |
Kent Intermediate Office !
2650 E, Beltline, S,E,
Portage-9:00 a,m. January 10
Kalamazoo Intermediate Office
1819 E. Milham Road
Jackson-2:00 p.t1, January 10
Jackson Intermediate Office
2301 E, Michigan Ave,
Traverse City-9:00 a,m, January 11
Traverse Bay Intermediate Office
2325 8. Garfield Road
Roscommon~-2:00 p.m, January 11
Kirtland Community College Auditori-
um, F-97 N. of St, Helen
Mt, Clemens-9:00 a.m. January 12 I

........ L.
ias T RaEr AtmoTa

VAN BUREN

&Y™

Macomb Intermediate Office T PR Y

44001 Garfield Road Geanesj O ST

Pontiac-2:00 p.m. January 12 i i i

Oakland School's Kiva

2100 Pontiac Lake Road

Belleville-9:00 a.m, January 16 14, Marquette-1:00 p.m, January 16

Van Buren Public High School Auditorium Northern Michigan University

501 W, Columbia bDon Bottom University Center-Erie koom

Ann Arbor-2:00 p,m. January 16

Washtenaw Intermediate Office

1819 S. Wager Road Any Questions Regarding These Meetings,
Contact Program Control Unit (517) 373-3350
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GENERAL

An outcome of the Elementary and Secondary Education Amendments of 1969,
Public Law 91-230, Section 4146b, was the establishment of a procedure to
recover indirect costa, In that section it provides:

"The Commissioner shall permit local educational agencies

to use organized and systematic approaches in determining

cost allocation, measurement and reporting . . « that suéh

approaches are consistent with criteria prescribed by the

Comptroller General of the United States o + ."

The guideline for this procedure is Bureau of the Budget Circular A-87,

which 18 a part of A Guide for Local Government Agencies - Establishing Cost

Proposals for Grants and Contracts with the Federal Government 0ASC-8.

A~87 establishes principles designed to provide that federally assisted
programs bear their fair share of costs recognized under these principles

except where restricted or prohibited by law. The establishment in an in-~

direct cost rate does not dictate the extent of federal participation in

the financing of a particular grant. An indirect cost rate is a device for

determining in a reasonable manner what proportion of general expenses each

program should bear.

However, there is no universal rule for classifying certain costs as either
direct or indirect under every accounting system:. A cost may be direct
with respect to some specific service or function but indirect with respect
to thé grant or other ultimate cost objective. It is essential, therefore,
that each item of cost be treated consistenély either as a direct or an
indirect cost. Specific guides for determining direct and indirect costs

a

allocable under grant programs are provided later.



The basic factors affecting the allowability of indirect costs are:

1) The costs must be necessary and reasonable for proper and
efficient administration of the grant program and not be a general
expense required to carry out the overall responsibilities of the
school district, This is interpreted to exclude the costs of
boards of education, district superintendents, and building

principals, etc.

2) The costs must conform to any limitation or exclusion set forth

in the principles of A-87, federal and state laws and regulations.

3) The cost must not be allocable to or included as a cost of any

other federally financed program.
On the subject of allocation of costs, the following should be considered:

1) A cost is allocable to a particular cost objective to the extent
of benefits received by guch cost objective. A cost objective
is defined as a pool, center, or area established for the
accumulation of cost. Such areas include organizational units and
functions, as well as ultimate cost objectives including specific

grants, projects, contracts, and other activities.

2) Any costs allocable to a particular grant or cost objective under
the principles of A-87 may not be shifted to other federal grant
programs to overcome fund deficliencies, avoid restrictions imposed

by law or grant agreements, or for other reasons.

Direct costs are those that can be readily identified with a particular

cost objective, These costs may be charged directly to grants and contracts.
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Indirect costs are those {(a) incurred for a common or joint purpose
benefiting more than one cost objective, and (b) not readily assignable to
Athe cost objectives specifically benefited without effort disproportionate
to the results achieved, The term "indirect costs' applies to costs in~
curred by the school district for goods, services, and facilities and not

readily assignable tn a cost objective.

Federal grants may be subject to laws that limit the amount of fndirect
costs that may be allowed. Agencies that sponsor grants of this type will
establish procedures which will assure that the amount actually allowed
for indirect costs under each such grant does not exceed the maximum
allowable under the statutory limitation or the amount otherwise allowable,

whichever 1s the smaller.

The Office of Education has developed a policy on indirect costs established
by the Office of Management and Budget (OMB) in Circular A-87 and the
relationship of the Circular to grant programs administered by state educa-
tional agencies (SEA), The state department has been delegated the
authority to negotiate and approve indirect cost rates for local educational
agencies (LEA). Under the terms of the agreement with DHEW, and indirect
cost rate is the ratio of expenditures for general administration to the
total of all other expenditures exprecsed as a percentage. Examples of
general administrative expenditures are payroll, personnel, purchasing,
accounting, maintenance and operations, budgeting, auditing, etc. It does
not include expenditures for the Board of Education or other school district
governing body, for the compensation of the chlef administrative officer

of the school district or of individual schools, or for the operation of
their immediate offices. Such expenditures, although unalloﬁnble, must be

included in the direct cost base for computation purposes. Thosge positions

relating directly to {nstruction or special services such as attendance,




health, transportation, operation of plunt, maintenance of plant, community

services and student services, although identified to central administration,

must be charged directly to the specific cost objective benefited. The

treatment and application of classes of expenditures in terms of direct and

indirect cost should be consistent throughout the analysis of costs.
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ADJUSY LT FORM

The basic development of the rate is accomplished by segregating costs
as reported on the Fornm B, Annual Financial Report, into two categories =~
direct and indirect. The following expenditure account series are

classified as direct costa:

Account Series

Instruction 1100 - 1900
Attendance 2200
Health Services ', 2300
Trangportation Services 2400
Conmunity Services 2900
Student Services 3000

The balance of the expenditure account series is classified in various

ways within the individual account series. In the administration series of
accounts (2100), the board of education and superintendent position with
their related personnel and other costs are unallowable as indirect costs.

For computation purpose they are included in the direct category.

The disposition of assisant superintendent(s) and related staff costs is
based on the activity of the assistant(s). If it is classified as general
administrative, it falls in the indirect category. If the assistant super-
intendent's activity is limited in scope to one of the direct cost
activities, his costs will fall in the direct category; i.e., assistant
superintendent for elementary instruction, assistant superintendent for
instruction, assistant superintendent for special education, director of

food services, director of transportation.




If the assiatant superintendent's activity is related to business admin-
istration, personnel, maintenance and operation of plant, etc., then the
costs are considered indirect. The related support personnel and oiher

costs would also be categorized as indirect.

Audit costs, if billed by the audit firm to the grant or contvact, are
allowable as a direct charge. This ruling was made subsequent to the
preparation of Form 4513. 1f you choose to recover these costs on a direct
charge basis, an adjustment for total audit costs should be noted on the

back of the form so a correction of the indirect costs can be made,

In the account series 2700, Fixad Charges, the interest on loans is excluded
from both categories of costs (2785). Rental of land and building should

be categorized direct or iadirect according to the function served (2784).
Other fixed charges (2786) are categorized as direct costs. The fringe
benefit accounts (2781, 2782, 2783) are associated with the salaries
generating thems Therefore, they are both direct and indirect costs.

Rental of data processing equipment (2787) is an indirect cost.

Replacement of equipment costs in the maintenance account series must be
direct charged. Therefors, in the computation of the rate this type of

expenditure 1s assigned to the direct cost category.

The capital outlay series of accounts are dropped from the computation

completely.

Under the food service class of expenditure, the amount expended for food
should be removed from the computation.

-
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RATE TYPES

There are two types of indirect cost classifications to be considered -
unrestricted indirect and restricted indirect. The restricted indirect
rate {8 the result of legislation and r«-gulations within each of the grant
programs, Elementary and Secondary Education Act Title I requires that:

"Pederal funds made available under this title will be so

used as to (1) supplement and . ., . increase the level of

funds , . . (11) in no case, as to supplant such funds from

non-federal sources « . "

The mere fact that certain categories of costs are listed as allowable

in OMB Circular A-87 does not mean that Title I should bear a portion of
all such costs which are incurred by a school district unless (1) some
relationship can be shown between those costs and the Title I program, and
(2) Title I funds do not supplant non-federal funds; i.e., do not pay for

costs that would otherwise be borne by state and local funds.

Based on the above points, the Office of Education has removed mainte-
nance and operation costs from the indirect rate in the supplement - supplant
grants. This particular situation brings out the point that OMB Circular

A-87 1s restricted by grant legislation and regulations.

The unrestricted rate is used with grants and contracts that do not have
the supplement/supplant language in their controliing regulation and guide-

lines.

In all cases no rate used is permitted unless a provision is contained in

the grant or contract for its allowance.




BUDGETING

To use the rate in budgeting for a Title I project you determine the amount
of the grant available to you, The rate is determined from your final rate
sheet, Add the direct cost of the program as 100% and the rate as final
computed. Divide the amount of the grant by this sum and you will have

determined the amount of funds available for direct program costs.

Factst
Grant Award $105,000
Direct Coat (No
Capital Outlay) 1002
Indirect Rate 5X

Computation:

Sum: 100% 4+ 5% - 1,05
105,000 - 1.05 =  $100,000
Check: Program

Direct Cost 100,000
52 Indirect Rate + 5,000
Grant Award $105,000

There is no requirement that a district use its full rate. The full rate

computation sets the maximum limit of indirect costs available.

Administrative costs are to be recovered by the indirect xate method on a

mandatory basis as of July 1, 1973,

There has been confusion in prior periods as to what constitutes adminiu-
trative costs. Project directors, although considered administrators of
the program, are actually to be classified under the line iten of expen=-
ditures "Instruction." Administration as a line item on a budget form and

indirect costs are interchangeable térms in this instance.
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One caution! Do not apply the rate to budgeted capital outlay. The
amount available for programs, if the maximum rate allowable is used, is
determined by subtracting capital outlay from the grant award and then

going through the previously noted computation.




RATE COMPUTATION

The rate computation after all classes of expenditures have been categorized
into direct, indi:act, and/or eliminated becomes a ratio expressed as a

percentage!

Unrestricted Indirect Rate
Column B = 2 Rate
Columnn C

Restricted Indirect Rate

Column A = % Rete
Column C 4+ Column B = Column A

The loc§1 school district will initially receive a preliminary unadjusted
rate which is based on the district's Form B and an indirect cost rate
adjustment schedule Form DS=4513, The preliminary rate sheet wili reflect
all variable items as direct costs. The Form B does not provide data
sufficient to identify all allowable indirect costs. A school district can
accept the computed rate by sending back the adjustment form with no
corrections. This will signify acceptance. If a district chooses, it may
make the adjustments which have been discussed and which are noted in the
instructions to accompany the forms. The adjustments are returned to the
Department of Education and the appropriate corrections are made and final

rates are computed. These rates will be returned to the school district.

The total cost of a grant program is comprised of the allowable direct
cost incident to its perforiance plus its allocable portion of allowable

indirect costs less applicable credits.

When filing a final expenditure report, the school district should apply

the approved rate to the actual expenditures (excluding capital outlay)

7



to determine amount of recoverable indirect cost. Do not confuse budgeted
indirect costs with actual recoverable indirect costs, Remember the amounts
of costs recoverable must fall within the grant amount -- capital outlay +

other direct costs + indirect costs should not exceed ths grant.

Any errors in digtribution of costs in the Form B ghould be corrected when
filing the adjustment schedule Form DS-4513. If adjustments involve other
expenditures than provided on the form, please attach a separate sheet with
the amounts and an explanition. Consistent treatment of kinds of expen~
ditures is a must. You cannot charge a bookkeeper in one case as a direct

cost on a project and an indirect cost on Form B in another case.

The costs reflected in the rate computation are subject to audit as a

responsibility of the Department, It is anticipated that DHEW Audit Agency
will select local education agencies for audit review to determine that the
cost plana have been prepared and used in accordance with the delegation of

authority and that costs are treated consistently.
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22XX
23xX
24xX
29X
30xx
31xx
32%X

Exhibit |1

FORM B

DIRECT COSTS

INSTRUCTON:

1100
1200
1300
1400
1500
1600
1900

Elementary
Secondary

Special Education
Summer School
Adult Education
Community College
Unclassified

ATTENDANCE

HEALTH SERVICES
TRANSPORTATION
COMMUNITY SERVICES
FOOD SERVICES

BOOK STORE

STUDENT BODY ACT



Exhibit 111

FORM B

INDIRECT COSTS

21xx ADMINISTRATION: Consists of those activities which
have as thelr purpose the general regulation, direction, and
control of the affairs of the school district that are systemwide
and not confined to one schoo!, subject, or narrow phase of
school activity.

POSITIONS ALLOWABLE as INDIRECT

General Administration

Personnel

Accounting and Finance

Budgeting

Purchasing

Administration of Bldg. and Grnds. (Unrestricted)
Centralized Research (Benefit to Contracts Grants)
Data Processing

POS ITIONS UNALLOWABLE as INDIRECT

Subject or Function Coordinator or Director (Instruct.)
Cafeteria

Community School Coordinator

Instructional Materials

Libraries

Transportation

State/Federal Special Projects Coordinator

Information and Publication Services

Public or Community Relations

Legislative
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Exhibit IV

FORM B

INDIRECT COSTS

The following two cost categories are excluded when computing the
restricted indirect rate because of the ''supplement not supplant"
language.

25xx OPERATION OF PLANT  Consists of the house-
keeping activities concerned with keeping the physical
plant open and ready for use. These costs are allowed
as an indirect costs when computing an unrestricted
rate.

26xx MAINTENANCE OF PLANT  Consists of those
activities that are concerned with keeping the grounds,
buildings, and equipment at their original condition of
completeness or efficiency, either through repairs or
by replacements of property (anything less than replace-
ment of a total building). These costs are allowed as indirect
costs when computing an unrestricted rate. The cost of
replacement of equipment in this category must be direct
charged to a grant or contract,




Exhibit V

21xx FIXED CHARGES: Are expenditures of a generally
recurrent nature which are not readily allocable to other

expendlture accounts.

INDIRECT COSTS: Fringe benefit insurances associated with
positions included in the indirect cost category should be
recorded in Column A and/or B of the adjustment sheet where

appropriate.

o Rental of Data Processing Equipment {2787)
DIRECT COSTS:

¢ Other Insurances

o Rental of Land and Buildings (2784)
® Other Fixed Charges (2786)

EXCLUS ION:
o Intereston Short-Term Loans (2785)
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Exhibit VI

054513

Michigan Department of €ducation
10/72

Department Sarvices
PROGRAM CONTROL UNIT
Box 420 Lansing, Michigan 48902

FISCAL YEAR 1972—-73 INDIRECT COST RATE ADJUSTMENTS

tegal Name of Schoo! District District Code No. Telephone-Area CodefLocal No,
EDUCATIONAL
AGENCY Addeess v

City 2ip Code

MAILING INSTRUCTIONS: Return ONE copy by JANUARY 30, 1973 to the STATE address indicated above.

ACCT INDIRECT COSTS
NO. ACCOUNT DESCRIPTIOH Restricted Unrestricted | DIRECT COSTS
A B [

ASSISTANT SUPERINTENDENTIS)

2112 a. Salaries {See below*)

2128 b. Secretaria) and Clerical Salarigs

2140 c. Office Supplies

2160 d. Other

2783 FIXE D CHARG ES—-INSURANCE (Fringe Benefits)
{Associated with Indirect Salaries ONLY)
FOOD FOR FOCQD SERVIC

2056 OODFQ D SERVICE

{Deducted from direct costs for rate computation purposes)

TOTAL ADJUSTMENTS : $ $

=

*List positions included in the adjustment to Account 2112, Complete list on back of this form if additional space is necassary.
ASSISTANT SUPERINTENDENTIS)

Title of Position F.T.E. Positions

CERTIFICATION: | certify that the above adjustments are true and correct to the bast of my knowledge.

Form B errors should be noted on the back of this form. Audit cost correction figure should be noted on back of form if
costs are directly billed for grants and contracts. Move total audit cost from indirect to direct.

Q R4
ERIC

Aruitoxt provided by Eic:




Exhibit VII

RATE COMPUTATION

ADJUSTMENTS FROM FORM #4513
COLUMN A -

COLUMN B =
COLUMNC -

TOTALS FROM RATE COMPUTATION SHEET #R0415

Column A Column B Column C Column D
Indirect Costs Direct Total
Rest. | Unrest. Costs Costs
**TOTAL
PRELIM. RATE % %
ADJUSTMENTS
ADJUST. TOTAL
ADJUST. RATE % %

Column A Column B
Col.C + {Col. B — A} Column C
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Exhibit VI

RATE COMPUTATION

ADJUSTMENTS FROM FORM #4513

COLUMN A = $500 — Insurance applicable to restricted pos.

COLUMN B = $800 — insurance applicable to unrestricted pos. {Includes Col. A — $500}
COLUMN C = $200 — Food costs

TOTALS FROM RATE COMPUTATION SHEET #RO415

LS

Column A Column 8 Column C Column D
Indirect Costs Direct Total
Rest. [ Unrest. Costs Costs
**TOTAL $1,000 $2,000 $20,000 $20,600
PRELIM. RATE 5 % 10 %
ADJUSTMENTS +500 +800 —1,000
ADJUST. TOTAL $1,500 $2,800 $19,000 $20,600
ADJUST. RATE 7.39 % 14.74 %
Y\ .
Column A Column B

Col.C+{Col.B - A) Column C
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EXHIBIT XI

DS-451) Hichigan Departmant of Education
10772 Departmant Services

PROGRAM CONTROL UNIT
Box 420 Lansing, Michigan 48902

FISCAL YEAR (872~13 INDIRECT COST RATE ANUSTMENTS

Legal Name of School District Oistrict Code No, -

Telephone — Area Code/Local No,

EDU%ATISNAL —
Address City Zip Code

MAILING INSTRUCTIONS: Raturn ONE copy by JANUARY 30, 1973 to the STATE address Indlcated above.

NDIREET EOSTS

AﬁCT- ACCOUNT DESCRIPTION

:!!15‘ ANT SUPERINTE NDENT(S)

2012 Salaries (See betow?)

DIRECT COSTS

2128 b. Secratarial and Clerical Salarles

2140 c. Oftice Supplies

2140 d. Other

FIXED CHARGES -INSURANCE (Fringe Bsnelits)
(Associated with Indirect Salaries ONLY)

F00D FOR FOOD SERVICE
{Deducted from direct costs for rate computation purposes)

TOTAL ADJUSTMENTS

2783

3086

$126,7k0

sList positions Included in the adjustment to Account 2112, Complete list on back of this form If additional space Is necessary.

ASSISTANT SUPERINTENDENT(S)
Title of Position F.T.E. Positions

Assistant Superintendent -

General Adainistration 1.0

CERTIFICATION: | certify that the above adjustments are true and correct to the best of my knowledge.

Superintendent or

Date Authorized Officlal (Signature)

Type Name

Title

Contact Person Telephone

(Area Code/Local No.)

O 4%9-BK-33L8 89
IC




Indirect Cost SEA-LEA from the
Federal Viewpoint
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Indirect Costs ~ SEA-LEA From The
Federal Viewpoint

<

Mr. William Gately, Deputy Chief
State and Lc¢cal Branch
Division of Cost Policy and Negotiations
Office of Grant Administration Policy

We have various branches of the Division of Grant Administration Policy,.
one of which is the state and local branch. I am Deputy Chief of the state
and local branch., Incidentally, the handout which you have here says
Appendix 1 A-87., This 1is not just A~87, it was copled from our QAC 6 which
incorporates A-87 and includes some exhibits in Appendii 2 and so forth,
All of this material is included in the Division of Grant Administration
Policy booklet 0AC 6, A-87 is only Appendix 1,

Let me make a comment on the original hopes as we go along and see wl;othcr
they worked out or not. One of the first attempts was to establish some
uniform standards of allowability of reimbursement for overhead costs., The
best way to explore would be to see what was happening under the present
method because I think some parts have hgé very little change and the
Department is still using the old m@thod 1h which you attempt to specifically
identify indirect costs for a particularﬁproject. 1t 18 immediately apparent
that there are a lot of disadvantages of doing things this way., There 1is

a lack of uniformity, you don't have any guidelines, you run into a federal
grants managements man who says I'1l allow the accounting, but I wouldn't
allow personnei. The next man says I will allow personnel but I won't allow
accounting., There is no uniformity. It is an arbitrar; negotiation when
you are Chief of a program. You have to do it. If you have 25 programs

you have to negotiate indirect costa 25 times instead of once. It also

@~ 63




presupposes a degree of sophistication in the accounting on the part of
program people who are the grants management specialists in the federal
government and the contracting officers which many times just doesn't exist,
A program manager in a state department may be able to get more or less
indirect costs depending upon his knowledge and depending on the knowledge
of the person with whom he is dealing on the federal side of the fence.

Due to the lack of coordination among state personnel, some of them get
cost and others wouldn't get cost. We hoped they wouldn't recover more than
100X but that was a possibility too. Invariably, under this method. from
our experience, you recover less in the way of indirect cost by this direct
identification then you would have if you used an indivrect cost rate. That
imnediately becomes apparent because those of‘you who have uséd the rate
have found out that now the total part of the program is more than what it
wag before when you tried to identify it. It immediately became apparent
that we weren't charging enough. We forgot about this item and that item
and some other items or we knew that they should have been allocated. We
couldn't try to identify how much should be allocated to each particular
program and therefore, we were not ahble to do so and we did not attempt to

do so.

Now by using an indirect cost rate or rates we have come up with a number
of pools or one group of pools of indirect costs and by using a rate we
know how much 1s applicable for each program theoretically, It did have
some advantages.. The advantages that we did have were probably familiaxr-
ities 1like a comfortable old shoe, everybody knew what they were doing.

You hate to change. You don't know what this stuff about the indirect cost
rate is. What are they talking about? I don't know what they are talking
about, Why don't we continue the way we were doing it before. Also the

program people on the federal side, they liked the old method better



because they had better control over it, They could see exactly what was
going in there. llow they get an indirect cost rate and say well my God
vhat is going into that rate. Look at that - 25%. What in the world is
that? And we tell them, well it is really noné of your business. We
negotiated the rate, We don't exactly say that because we might get fired
if we got a little too fresh with them. Eventually that is what we attempt
to do. We establish the rate and once that rate has been established, tov
the extent that there are no statutory limitations and to the extent that
there is funding available, that rate has to be accepted by all progran

people, by all grants management officers, and by all contracting officers.

Now we don't have much in the way of statutory limitations. We have the

1% in Titie 1 and we have a few others. As Ron Reguly has pointed out the
big stumbling block is lack of funding and there is'no use in my standing

up here and telling you that just because you got an indirect cost rate

you are going to get in every case more money than you got before. It just
isn't true. In most cases, the vast majority of cases, you will get the
money. The reason you will not get any more money is that there just 1sn't
any money there. If they had $100,000.00 to give you last year and you

" used up that $100,000.00, we can't give you $110,000.00 this year because we
just don't have it. 1If the program personnel or a grants management
specialist tells you we realize your rate is 20% and we gave you $100,000.00
last year, even though now under the new method of costing, you are taking
out some types of cost that 18 a recognized line item'because of the over~
head rate. By abplying the overhead rate to these new direct costs, you
come up with a larger amount. It is now $110,000.00, that is &ll very

good. We know it ig true. We can't give it to you because all we have

1s $100,000.00.
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I can't agree with Ron that in most cases they haven't been able to recover
anything. 1 think this is very hard for me to believ; that even in Ron's
state that nothing was recovered or recoverable., If you sit back and let
the program people tell you that we've got the money and we don't have any
statutory limitations but we think that rate is too high. Or we've got ;n
administratiQe manual that says all we can give you is 8%, If you let them
tell you that, and you don't complain about it to us, to our office if it
is an HLW program, to OMB if it is a non~HEW program and for that period

of time that's how long you are going to continue losing out on indirect
cosés. We don't know about it unless you tell us about it. We do not give
out the money. All we do is establish the rates. If you don't get the
money you think you are entitlad to, because of some arbitrary decision on
the part of grants management persons or contracting officer, the only way
you get that money is to let us know about it., If you don't let us know,
you will never get it. So if you continue to sit back and do nothirg,
allow them to tell you this when there 1s not justification for it, then

you have nobody but yourself to blame for that,

Let me summarize this way, even if you never got another penny by using the
indirect cost rate, 1 think it is to your advantage to do so becsuse it is
a good management tool. It is easier to do it. Why try to identify in-
direct costs, if you have 20 programs, why try to do it 20 times. It is bad
enough to identify the direct costs 20 times, why do it for the indirect.

If you can find an easy way out by using a rate, you do it one time, one
individual where he happens to be and that is the end of it. Thea you just
use that rate. So I think it is a whole lot easf®r if there wasn't another
time involved in {t. It is a little tough the first time, but it is not

as tough as you think it is. You don't have to use multiple rates. As Ron

pointed out, we were z0ing on that band wagon when Joe was there. lle loved



nultiple rates hut George Wolff is now the Chief and he dogsn't love then.,
We will accept single rates. Sécondly. you may be able to use it in some
cases if you are short of matching, you could use the indirect costs for
matching, Third, 1f you have new prograns, 1 wéuld certainly apply for {it.
I think it would be to your advantage to do so. Fourth, from a negative
standpoint, 1if you don't do it, you may sometime in the future find your=-
self getting nothing for indirect costs, so as we pointed out there are

problems involved in that. llopefully, we can resolve them.
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PROBLEMS OF INDIRECL COSTS AS VIEWED BY CENTRALIZED
STATFE. ADMINISTRATIVE SERVICES

By Don Holl, Coordinator of Federal-Stace Relations
Wisconsin Department of Administration
Madison, Wisconsin

Many of you are probably aware of what the Consolidated Statewide Indirect
Cost Allocation Plan is and how it is prepared but permit me to quickly
recap so we all have a common base of knowledge and definition,

State Agencies commonly render various supportive types of services to

other agencies, such as facilities, motor pools, persounnel management
purchasing etc. 1In Wisconsin most of these supportive services are supplied
by our Department of Administration. Some Supportive Services are billed
directly to state agencies. The costs of central support services are
generally treated as indirect costs and can be (as recognized by A-87) added
to the indirect costs generated within a specific State agency - grantee's
own shop.

In order to document or support the clalms of central support costs, the
State Budget agency must compile} and submit for federal approval, a state-
wide cost allocation plan which delineates the nature and amount of the
services provided and relevance to federal projects, the items of expense
included in the cost, the methods used to distribute the costs, statements
of atate operating procedures for support and descriptions of State organ-
ization,

There are four basic steps in the preparation of a plant

1. Identification of the costs of each type of service to be claimed (as
defined in attachment A, Section G.l of the cost principles.)

2, Determination of the method for allocating each type of service to users.
3. Mathematical allocation of these costs to the user agencies.

4, Summarization of the amounts allocated into a single, formal, comprehensive
state-wide plan,

The complete package is then negotiated with HEW, Any provisional costs
involved are approved and the actual costs approved are also nubject to a
subsequent audit by an HEW team. The C,A.P. {8 an annual plen and subject
to annual review and renewal-update.

Costs to all central support services furnished by the State Averages $11
million. The non-billed costs incurred by central agencies which are
necessary for the efficient conduct of federal grant programs are distributed
to grantee state agencies in an amount indicative of the amount of services
provided. The billed services amount to more than half of all gservices -
about 6 million out of the 11 million. The remaining 5 million is the actual
meat of the Cost allocation plan,
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In the organization of Wisconsin State Government each of the central service
activities makes avallable its services to each department, including the
department in which it {s organized, as 1f 1t were an autonomous service
agency. For example, the Department of Administration is billed for printing
production in the same manner as any other state agency. The Department of
Administration also submits to the same procedures to hire for a position

in the classified gervice as other state agencies, To avold making alloc-
ations from one activity to another activity and an allocation back again in
the Department of Administration, a pro rata portion based on the number of
classified positions in allowable activities (660) to the total number of
positions in the department (842) is deducted from the allocation base., This
type of procedure is followed for other activities in the Department of
Administration: central stores, personnel management, state purchasing,
printing procurement, central mail services, and the state records center.
Thease represent the activities for which no charge is made for processing.

After the completion of the total package, including negotiation, audit and
the insertion of CAP data elements into each grantee¢ agency =~ we could
anticipate about $5 to 600,000 potential return for the central services.
The grantee's own share of (their indirect costs) or percentage of grants

$ earned is retained by the grantee agency. The pro rata share attributable
to the central services (vis CAP) is returned to the state general fund

and represents a savings. Thus while A-87 does not create a profit, it does
have the potential for creating some savings in state costs.

That about covers the preparation and mechanics of the statewide Cost
Allocation Plan. '

Here's where the problems begin. The overall concept of A-~87 18 excellent
but unfortunately principles expressed lead many of us to expectations
considerably higher than reality. Let's fact it, the entire purpose of
going through the difficult exercise of indirect cost plan preparations,
is to acquire money - savings - returns on an investwment.

The Problem of Debt service as related to operations costs,
A-87 does not recognize debt service costs:

Our concern is best demonstrated in the matter of "renting" office space to
federally funded programs (reimbursed in total or inm part) which are housed
in gtate owned office facilities. Let me explain how the process works in
Wisconsin,

First of all, over the years Wisconsin has consistently analyzed and proved
that atate ownership of office facilities is the most economical way for
the state to provide for its office space needs. Basically, this ig due

to the fact that the state, as owner, is exempted from property taxes, it
can borrow money at lower interest rates, and it is not involved in a
profit return, as is the private sector. Whether or not these are fair

or desirable factors is a matter of philosophy. . .but when considered
strictly from the cost standpoint as a customer of large amounts of space,



they are real and nrovable. 1In addition, state constructed and owned space
can be designed specificallv for the purpose for which it is to be uged and
will meet the high standards of material and workmanship which we impose on
ourselves as the design and construction agency. Consequently, our goal
continues to be that of housing all state agency administered programs
(including those funded by the federal government) in gstate owned and
constructed facilities,

For the past geveral years, due to the abnormal need we have experienced

in the 60's and 70's for higher education facilities, hospitals, correctional
ingtitutions, and ever-expanding needs for office facilities, we have not

been able to meet these demands from current revenues, but rather have
borrowed for construction and have capitalized the facilities over twenty

to thirty year periods. Up until 1967, because of a constitutional re-
striction on "general obligation" bonding, we were forced to use the building
corporation borrowing device; however, in 1967 the voters of Wisconsin amended
the constitution to provide for general obligation bonding which is the

system of funding we currently use.

Wisconsin statutes require the State Building Commission to establish a
"rental rate' for all state owned office facilities so as to recover all
costs of operating the building, including principal and interest payments
on the debt borrowed to construct the building, maintenance, heating,
utilities, cleaning, snow removal, security, etc. FEach state agency is
billed at that rate for the number of square feet of occupancy. When the
building is fully capitalized, the principal and interest portion of the
rental rate for that particular building is eliminated,

Consequently, for the federal government to disallow the interest part of
the rental cost for federally funded programs is to arbitrarily reject one
of the actual and real costs of carrying out the program., It is no more
logical to refuse to pay the interest cost than it is to disallow the
cleaning cost or maintenance or insurance. . .yet these are 311 recognized
and allowable costs.

What is particularly mystifying is that the A-87 guidelines permit allowance
of the full rental cost, if the activity is housed in a privately owned
facility when the rate there (if the owner is going to stay in business)
includes interest (at a considerably higher rate than the state pays)

plus property taxes and profit.

The practical result of this is that the property manager (in our case the
Wisconsin Department of Administration) who is held responsible for
recovering his total costs, including interest, will, of necessity, give
occupancy preference in state owned buildings to state funded programs
forcing federally funded activities to locate elsewhere., When viewed from
the total management and program responsibilities of a given state admin-
istrator (who may well te administering both state and federally funded
programs in his agency) this tvpe of space assignment policy is most
undesirable and can lead to duplication of staffing functions, inefficiency,
confusion to the public, and-less productivity than could otherwise be
expected.
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Our expetience has proven that it i{s more costly to lease private space
than to “rent' state owned buildings, including interest costs. Decisions
to lease or to purchase are admittedly not always baged simply on cost

due to exigencies or other program expediting needs, However, on the

basis of over all policy development and long term fiscal economy, interest
cost reimbursement is a factor which is vegularly recognized by state
agency grantees.

We strongly urge a federal policy change which will recognize interest as
a normal cost of program administration which should be reimbursable in the
general philosophy of the A-87 concepts,

The most mystifying part of the entire A-87 concept is the conflict of
policy between two areas of the federal government, The Executive portion
of federal government embraces the cost recognition principles of A-87

but the Legislative portion of government - Congress - does not appear to
have ever heard of it! (That lack of communication is of course, now new,)
The point is that unless the Executive Agencies and OMB can induce or
educate Congress to recognize the principles of A-87, we have little hope
for A-87 to become a fully adequate wmeans of realizing significant savings
through indirect cost rate recognition,

Let me explain that statement more clearly. 1 am talking about the "moment
of truth" when after agonizing efforts to arrive at indirect costs and
negotiate cost,rates, you discover that these rates can not be applied

to some of your federsl aid grants and more often than not, the ratcs
cannot be applied to the larger (Big Money) grants. This is when the
impact of two lines in the objectives statement contained in Circular

A-87 really hits home. '"They are designed to provide that federally assisted
programs bear their fair share of costs recognized under these principles,
except when restricted or prohibited by law." 1In the word "law'" lies the
root of our problem.with Congress, Because all too often the federal law
which created the grant program specifies by formula the total dollars
available to each state, or specifies.hard dollar matching, the Congressional
mandate effectively precludes practical application of A-87. In the case
of formula grants (which specifies maximum federal dollar assistance) the
grantee could presumably use part of the federal dollars to reimburse for
indirect costs by merely reducing the funds available for direct program
operation ~ this Peter vs Paul syndrome is generally unpopular and an
undesirable alternative for most grantee officials. In gome formula grants
matching amounts are specified, while other programs laws permit the hard
match to be reduced to serve as an aqualizer for approved indirect costs,
but this option 1{s inconsistently applied and not to be relied upon,

The advent of Circular A-102 which standardizes many grant procedures,
including definitions of matching funds, should help remove much of the
present ambiguity related to the matching funds situation.

I recall back in early 1969 when we were first being introduced to old

No, 87, when the states first expressed some of our doubts to Nate Karol,
Hank Kirschenmann and others, we asked - Where's the money coming from?
(Sounds like a commercial for Household Finance Corporation). At that time
they candidly admitted there was not any new money available nor was

there any magic pot at the end of the rainbow. However, we were encouraged
to enter into the arduous indir~ct cost plan process with the view that



‘ while immediate benefits right be minor, in the long pull added benefits could

accrue, The Executive agencles, especially HEW proposed to use the data
assembled from each State as backup and documentation to take to Congress to
demonstrate the need for increased program appropriations -~ especially
appropriations which would be for program needs plus indirect cost
reimbursment,

In all fairness to HEW, they may have made a concerted effort in this regard
to educate Congress. But to the best of my knowledge, I am not aware of any
evidence to this effect. With the wealth of indirect cost data now
available it is not unreasornable to assume that an estimate of national
indirect cost reimbursement could be made and this information then trans-
mitted vigorously to the appropriate Committees of Congress, Legislation for
new or renewable programs could be constructed to reflect both program-
matical and indirect cost funding, so that presently enunciated executive
policy can soon become a workable, equitable national policy.

It 18 my view that the A-87 principles, while conceived in the best of intentions
have resulted in some discrimanatory practices which have produced gross
inequities in the grant in aid systems,

Recommended action - Insistence upon response for national policy
- Through your grantor agenciles
- Through the Federal Regional Council
- Through Congressional delegations
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Problems of Federal Funded Indirect Costs

from the LFA Viewpoint

Mr. Fred K. Holt, Superintendent
Janesville Public Schools
Janesville, Wisconsin

1 hope that I can be of some help to you and your deliberations at the
state and federal levels. I understand that I am the only one here who is

in a local district assignment.

1 am intrigued with that OMB title. In our community, the public would

probably say that means "the officer of much bologna" reflecting an attitude

ltoward administration and administrative costs either direct or indirect.

Or the kids might say he is that '0ld Manager of Bureaucracy' or some other
such use of those letters. 1 am always intrigued with the alphabet soup
that comes out of various places including Washington. 1I'll have to admit,
1 among other colleagues in school administration, have a difficult time
keeping up with all these létters; what they mean and how theylinterrelate.
and I am sure that my fellow superintendents all over the country recognize
that the situation might be one way this week as charted so beautifully,
but next week it might be quite different. There are a number of changes
coming to us every week correcting what we interpreted the week before or
two weeks before and, believe me, the people on our staff who have the
degree of expertise that we are able to provide with reductions because of

budget cut~backs, devote considerable time to federal program coordination.

In our case coordination is handled by a man who wears two hats, one as

Federal Program Coordinator, the other as Local Vocational Education

Coordinator. For him to keep on top of all that is neceasary for a system
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like ours and to do the job i1s a tivnendous task. We need more expért lelp
than we can provide and 1 am very happy every time anything comes to my

desk, to give it to him so that he can interpret it. When Robb gave me

a 30-page document to look at and a week later I only completed 12 pages of
it, I had this young man read it over and give me the essence that I could
use, We were both rather confused. I have learned a great deal today and
I appreciate being here. 1 hope I can transmit some of what has been going

on to other Wisconsin communities as well as to our own district,

We had a board meeting last night, during which we were discussing how to
cut $497,000 out of a budget of about 13.5 million, and all the points of
view that nine different board members had were in evidence. On the whole
everything came out quite well., In Wisconsin, we are facing some difficult
financial problems. I am sure everyone that comes from a different state
has simflar kinds of experiences. Having worked at the local level at one
time or another, you are aware of how difficult it is to face up to the
economic problems you have with a political gtructure that you must maneuver

within and still try to get the job done.

I think I am speaking for most superintendents, when we examine the vocab-
ulary used in all the documents that make up state and federal programs and
directives, we want to be sure we understand that vocabulary, and interpret
it to our own unique situations. This morning in the interchange that you
people had, you were talking in a language that is somewhat foreign to
those of us who aren't close to the situation. When we get into the field
of indirect costs toward which this conference is directed, I can tell you

that local educational agencies, as 1 see them anyway, are confused and are



not sure just what can be justified in the way of time, money, equipment

and supplies, or anything else you might relate to indirect costs,

I might point out to you who don't live in Wisconsin that we have 441
school districts., There are 359 of these districts which are K-~12, 59 are
K-8, and the other 13 are 9-12. Different types of districts present '
problems at the state level. Each one of these districts has 1its own
unique problem in terms of what it will or will not do in seeking support
through the state department of federal funds available for programs that
aée worthwhile, I can recall in the early days when this all came about,

being one of several superintendents in Wisconsin who went to Washington to

meet President Johnson and get the initial directives oy explanations of the

title programs that were being put into effect at that time. I can assure
you when I came back with the assignment to report to our Wisconsin Assoc~
iation of School District Administrators what I had learned, I had a
difficult time putting it down in a manner what would be easily understood
by people who had relatively little experience with this kind of thing., I
think, honestly, that those of us who lived with it and worked with {t
since 1964-65 up to the present time, have not by any mrans clarified all
of our confusion, particularly when there seems to be rapid change in the

way in which the programs are administered and directives issued.

Be that as it may, I would like to point out that as far as indirect costs
are concerned, we have made some tentative efforts to include them in any
proposal we make. Right now in Janesville we have approximately $250,000
in federal aid programs in operation, either apprcved or pending approval.
By no means do I think all are going to be funded. We are concerned first

of all with what is going to be permitted on direct costs in programs




that require matching funds or a cuitain percentage of local funds;
especially thos¢ programs that become available after our budget has been
adopted. We constantly ask ourselves are we going to be able to provide
local funds or aren't we, within the limitations of a budget which has
little or no contingency. In terus of direct and indirect costs, we find
we are trying to provide funds for programs after the federal dollars have
been initiated and after so called seed money has been used up as we learn

from the state department when we make our initial request.

There was a time when we felt there is no point in wasting our time or
efforts on anything but Title I because that happened to be the largest
amount of money returned to Wisconsin. 1In case you don't know it,
Wisconsin has a long historical tradition of anti~federal aid and anti-~
federal control. We still have tﬁat feeling in evidence. A community such
as mine is quite conservative. I have board members who would just aa soon
have nothing to do with any federal money but at the same time are willing
to admit, when 1 press them, that the only way that we got some of our
school buildings back in the 30's was WPA. Thank the Lord that boards

back in those days were at least wise enough to accept federal funds with
relatively few regulations in building those buildings. That kind of

basic philosophy in the minds of the people with whom you work and the
community in which you live, has a lot to do with whether or not you, as an
administrator trying to get the most value for youngsters from a progran
that ha; to do with federal support, can determine what's logical and what's

reasonable and what we can expect to do.

g When we do meet with defeat or have a rejection of a proposal on which ve ,[

.spent a lot of time, we ask vas it time wasted or did we 1earn something

”,»:;thatwwill help us the next tine around. So in the area of indirecc costs, ‘f fﬁf*




some of the difficulties that we have encountered will determine the accept-
ability or what is logical to include for what is called supervision or
administration. We fear that if we try to put into a proposal more money
then we think might be acceptable for the administrative or subervisory
aspect of the total program, it is going to be rejected. In our experience,
some of these indirect cost requests have been denied. .Basically, I think
we should be sure that what we can get is devoted to the welfare of children
who are in need of programs that federal projects will permit, whether 1t

is Title III or Title I, Title II, or Title VI; whatever it might be.

We had an experience with the Omnibus Crime Bill last yedar. This is the
best example 1 can think of, where we tried to analyze clerical, maintenance
of plant, operation and administrative costs, as well as the input of ‘a
variety of staff members who helped develop what we thought was a pretty
sound program and for which we had a lot of encouragement from the people
in the Justice Department of Madison., We were told to do all you can to
implement it. We had a few more people work on it; time was consumed;
paper was consumed, as well as hours of consultation. We were quite con-
fident that we were going to get approval. Everything was fine until it
came right down to the last analysis when the Boar& of Review decided that
the long standing reputation of Janesville as being a wealthy community
meant that you can't justify this kind of a program even though 1t wap‘
aimed at juvenile delinquency in certain parts of our district. The
disappointment and the blow to the morale of the staff members who devoted
8o much time and effort was obvious. They vere reluctant thereafter to

work with any kind of federal proposal. particularly 1f 1ndirect costs were‘f

']*involved.~




'627hf”sucCess£ul.

Those indirect costs that we thoupht vere important in that particular
project included the portion of time of people {n our staff, the in-kind
aspects of tlie program that were legitimate 1in our Judgment at least., We
had confidence that our overall proposal for the direct and indirect costs’
in this project made sense, and to teceive a Very negative rejection was a

discouragement,

_I will have to admit that we are still optimistio enough to think that we l:'
‘have other projects that are worthy of state approval, that meet the federal
;guidelines. and in which we are incorporating gsome indirect costa as part
’of the proposal But I think you will agree that in most every community
‘and every Board of Education, there is a reluctance now, more than ever o
tbefore. ‘to permit very much being allocated to "administration" whatevertilih
: ithat term might cover.k when we present a proposal and break it down to the
, Board of Education, repreaentatives of both ¢ity and rural people. you can f'
-,jnot he1p but sense a reluctance to ahow that we have some indirect admin-:;
B istrative costa that are logical to this program for which we ought to get~l'

some return. ‘The immediate feeling 1s 1if you are going to put that much

'”“ey in a tequest for "adminiatration" 1t muat be that ve aren t going to i

do all we should be able to do directly for the youngsters involved. We :

B kare going to have to. cut down somewhere on supplies and equipment, salariea; ;;,_*

: uof people who are directly asaigned to it, whether a 402 project. a 902
o kproject. or 1002' whatever it might be. Thia creates difficulty just in Hi"

"f‘_selling it, trying to make a political sell‘ but so far we haVe been very

Right n:‘"’e,must prove that we need an ecology project4 one




Apparently, the propusals were prepared well cnough and the communication
was accurate enough for the members of the State Department who have the
authority to determine whether or not they are approved, All we have to

find out now is are they going to be funded,

if Mr, Nixon follows the trend towards cutting down on programs that are to

be funded out of HEW our chances probably now are less than they were a few
years ago to get the funding which we have been looking forward to en- |
k'fkthusissticaliy.’ This uncertainty casts pessimism and cynioismkin the minds

of sil ofkus at the local level, Why,shouid we bother 1f e are going to run
into that politicsldmsneuver to cut back on what is best for kids all over

hthe country and to build only on the poiiticsl level for the things that

k xewin votes? Why should we spend our time when there are so many other

d',things that win votes? Why should we spend our time when there are 80 msny
k’other things that our rather limited staff at the centrgl office can devote
ditself to? There is no question~in anybody 8 mind that you take peop1e~off
other functions in your system if you are really going to provide the kind

of document, the method of evsluation. and all that is required in one of .

d'i 'these proposals to get it approved. We csn't do it just overnight; ve can-~~ ‘

k.not do it with one person alone; we nust have team effort., You must ca11

- on a cross-section of skilis within your staff to put it together and see

fvﬁto it thst it is acceptsble in the hope thst it wi11 be spproved snd

"d 'secondly, thst it is going to be funded.




in getting all projects developed to the point that they are approvable and
hopefully funded, We are wondering how much we can request of any kind of
expense related to staff or other legitimate expense that will be acceptable,
We gee what 1s happening in other states who receive a much greater share

of federal dollars from Washington than Wisconsin ever did or will,

Let's look back at the past seven years and see what has been accomplished.
I think we can be proud of the fact that our efforts in getting sone
Title I programs into a basic reading, central type program in our
elemehtary schools has paid some real dividends for youngsters. I dea't
think we would have been successful without the fnput of federal dollars
from Title 1. The development of the team teaching, multi-unit, in-
dividually guided instrnction program at the‘elewantary level started with
Ford Foundation funding, but was picked up through Title III and expanded.
It might not have reached the point it is today, (and it is very enthu-
slastically received in our community) had we not had the help from funds
in Title III. We have madekptogress because of NDEA, the Vocational
Educational Act, Title II and Title VI, So we have to look at the positive
~ side of what has been gained in spite of our reluctance and our resistance
towards some of the requirements that have been so carefully outlined at
the state level for us to comply with at the loeal IeVel. We have tried to
point out to our taxpayers who have been waving that flag at ue, blaming
ithe schools for everything that relates to higher taxes, that in WIsconsin
: 60 1/27 of the tax dollar goes to federal government. 23 1/22 goes to the

- state government, 8 92 goes to schools, and 6, 92 goes for municipalities.~;fo1;f-

o ;f5 We show that the state supported munictpal services in Janesvllle to the

' ’of“59 sz, and for achools only 30.47.. 'rhe person who ‘kis' compl




burden of support for elementary and secondary education, does not stop to
compare his property tax with the amount of money he is sending to

~Washington, or to Madison.

The School Board Convention, for which 1 leave shortly, to chaperone some
board members tonight and tomorrow at Milwaukee, will again take up the
difficult problem of how to influence the Wisconsin legislature to provide
a greater share of suppor: from the state rather than from property taxes,
This is a difficult problem, as’you well know in your state, although I

an aware of the fact there are some states that are not faced with the

problem to the extent that we are,

Well, gentiemen, 1 donft want to prolong this unnecessarily, i know the
‘mind will absorb no more than the seat will endure and I would like to
suggest that there are good reasons why we at the local level try to keep
after ressonsble programs with district, state, and federal support. I
think the Sirgt_concern on the part of those of us who are closer to the
needs of the youngsters in our owm unique situation, end our staff and all
their,needs will be to answer the question: Will what we try to do with '
: directkor indirect costs actualiy prove to be of help to our kids? Lord
'knows there are areas in which we need to improve and to provide thst kind
7of educational experience that we are not able to do now. econQLZi it is
going to broaden the perspectives offour professionsl and nonsprofessional

‘staff (we use a 1ot of non-professionsls) regarding what federal support

:ff*and state support can do for 1ocal educationsl prograns? we hsve seen soms

kresults,of this thtough internal operations where people at the level of

e learning thstfthere;ﬁrf;ﬁ‘feé



that can provide the finances to sec them through, Third, it is important
to get some of our federal tax moaey back, and a great deal goes to
Washington from Janesville, a Genera] lotors city. We can use it for good
purposes, Fourth, we need a united effort of school districts in our state
to give the Department of Public Instruction help to justify the programs
at the state level such as Title V and prove to the legisldture, or anybody
else who asks, that these programs are needed and desirable, 1t is our
obligation to help the state department who in turn helps us. This kind of
team effort is so vital. And fifth, we need better support from our
various publics, The best exahple of strong support is the people who are
vitally interested in the handicapped; parents who recognize that some of
 the thinga we have been able to do for the hand{capped are happening
because of increased federal and state support. The mandate to ptovdde
education for all children, ages 3 to 21, covering pre-school, as well as
post liigh school education-~from the very active support of parent groups
is evident. It i{s that great American tradition of parents wanting more

for their youngsters than they themselves experienced,

I think each local district needs to continually assess its total program
- and needs to perpetuate a restless discontent of its staff, of its board,
of its community. By that 1 mean a refusal to be complacent, Each district
‘ needa 1ts honeet share of state and federal monies available for both
direct and indirectfcosts. We must not sit back and do nothing and - become

a complacent School district, for nobody will thank us for that in the 1ong =

S run. .

:‘57~I have tried to do all that Robb suggested that I do 1n explaining the




ST COPY AVAILABLE
the language means, that it relates to a program in which we have a specitic
interest. We must understand direct and indirect costs that are applicable
to each of our proposals., We must have enough optimism, at least as I see
it, to make sure that we are going to influence not only our state
legislature, but our congressmen as well, that we need to continue to
cooperate and give support to HEW, the Office of Education; break down the
red tape to the extent possible. try to simplify our language, and come up
with the program that will be applicable to our own commimities. By no
means am I so naive as to think that you can even predict the percentage of
success you are going to have in the effort you make to outline the cross-

‘elements, to interpret national aspects of all that is involved.

- Young people, to whom all of this ia directed, are intercsted and are as
you probably recognize, more conversive with what is going on these days

' than‘we were at their age. Hhen‘I get into some of these classrooms such
ss‘social probleﬁs,;snd they are talkihg about federsl gupport and how it
‘applies to our community, I an quite amazed at the research they have done.
I hsve‘learned'things from my own youngsters in this regard that have been
'mostrencoursging. At the same tipe there is that note of critieism and |
doubt that reflects their parents attitude because of the problems we face
‘and the rejections we have had. If our main focus is going to be on
children and youth, let's keep externally alert to their moods and what 1is

best for them in the changing times in which we find ourselves.

;;i,il chink sometimes ve get so mjred in the intricacies of msneuvering for

orin‘ the sdministratiVe detail tha’ _;e lose sight of our basic s




method so we can get results for children within the economic, political,
and social structure in which we operate in this country in gpite of the

tendency to go overboard with vocabulary in trying to coﬁmunicate.

Together we have to keep at it and try to do a better job,




Appendix

1. Schedule of the Indirect Cost Workshop

2. Indirect Cost Topics Assigned to the Workshop Speakers for Discussion
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Federally Funded - Indirect Costs SEA - LEA

I am listing some points below which should be discussed by Mr. Hopps, Mr. Reguly,
Mr. Holt and Mr. Gately in their speeches. These points are derived from the
concerns of SEA Fiscal Offictals. This is not a comprehensive list but merely
gome points that have come to my attention.

I am therefore requesting that each individual discuss the suggested points listed
under his name. This is not meant to be a limitation of points discussed.

Partial 1ist of points suggested for Mr. Gately

1. The original objectives of A-87 should be reviewed to see if they are being‘
met and if they are worthwhile objectives. At one time these were glven ass

a. Establish uniform standards of allowability of reimbursement of over-
head (indirect) costs.

b. 1Identify the full costs of federal programs, both direct costs and
indirect costs., :

¢. Ensure that federal programs'bea: their fair share of the costs,
d. Simplify intergovernmental relations.
2. Clarification of the "supplement and not supplant” provision is needed,
An investigation of the ramifications of making the provision uniform for -

all federal programs for both the LEA's and SEA's is needed if a morass
of administrative detail is to be avoided, ,

Partial 1ia§'of’points suagesteq fot M?F Reﬁu1Z

1. The role of various divisions within an SEA in the preparation of plans’
for the SEA and approval of LEA plans needs to be explored., It appears
that some states are following a plan whereby one division is preparing
the indirect cost allocation plan for the SEA and another:division is

'he recommended pattern of development within

approving plans for LEA's, The
a state agency needs to be explored.

2. How much staff is needed to instruct, confer and approve plans for LEA's?

~ This question may need to be divided into two parts, to include staff :
~ for the initial development period of approximately two to three years
~ and staff for future years beyond that, - T
3. What procedures must an LEA follow in obtaining approvals to utilize indirect




Partial list of points sugpgested for Mr. Hopps

1.

3.

4,

5.
6.

7.
8,

9.

10,

‘11,

12,

What steps are necessary when reorganization is implemented which changes
the application base to which the rates are applied in an SEA?

When applying A-87 to State Departments, what criteria are developed in
establishing cost centers which are applicable to organizational structures
vs. functional activities as they relate to the following:

a, Administrative general
b. Administrative Grants
¢. Inter-governmental Administrative General

The application of indirect cost rates can vary from the past funding of
activities of a state department.  What are the federal recommendations

for easing or allowing a timely transition from a direct charge basis to
an overhead method?

What methods are suggested to be uged to distribute costs in view of the
crudeness of the act of cost accounting in government,

Discuss the "roll forward" adjustment.
What is the mandatory date for using indirect costs at the LEA level?

Why are some LFA programs funded with a restricted rate while others
carry their full share of indirect costs?

What provisions are being incorporated’in the revisions to Handbook II to
facilitate the development of indirect cost rates for LEA's?

What phases of school activity are considered indirect cost pools? For
instance, would an assistant superintendent for curriculum be a part of a

~direct cost pool or an indirect cost pool? Discuss,other central office

operations.

"How would a situation where a part- time administrator in the business

office and a part- time teacher be handled in an indirect cost rate?

What is the significance of the term "district wide activity" in the area
of central office administration?

when a rate is a predetermined fixed rate and the rate based on actusl
“costs would be 1ess, would there be some adjustment made f0r the difference?




Partial 1list of points suppested for Mr. Holt

1.

The difficulties that LEA's are likely to encounter should be explored.
Presumably the preparation of one indirect cost allocation plan for a
small school district will involve many difficulties in preparation

and justification before acceptance 1is gained from the SEA, The type
of help needed and available to LEA's should be explored.

Explore the man hours expended to prepare an iﬁdirect cost plan in
relation to the amount of return gained. Does indirect cost become
feasible for the typical public school system?

Robb L. Shanks
Interstate Project Director




