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Preface
Background

At the Single Audit Managers Forum (SAMF) committee meeting in October 1997, the
SAMF agreed that a committee should be formed to address concerns with standard cost
principles for expenditure of tax payer funds included in Uniform Grant Management Standards
(UGMS) and Office of Management and Budget Circular A-87 (OMB-87) terms. Specificaly,
the concerns related to the ability of State agenciesto provide clear and consstent guidance to
those who receive funding under state contracts and to hold funded entities accountable. Where
OMB A-87 and UGMS require "reasonable and necessary” costs, application by funding
entities has been incong stent.

To address thisissue and consigtent indirect cost plan review, two committees were formed
comprising the following Sate agencies. Texas Natura Resource Conservation Commission,
Texas Workforce Commission, Texas Council on Alcohol and Drug Abuse, Texas Department
of Transportation, the Governor's Office, the State Auditor's Office, Texas Department of
Aging, the Texas State Comptraller of Public Accounts, Texas Department of Menta Hedlth
and Mentd Retardation, and the Texas Department of Housing and Community Affars.

Development of Proceduresand Guidelines

These state agencies have developed both a process for interagency review and approva of
indirect cost plans as well as definitions of A-87's "reasonable and necessary” in an indirect cost
environment. However, to further conastency and accountability, funding agencies should
encourage al recipients to use these guiddines to the greatest extent possible for a direct cost

purpose, as well.

These definitions are detailed in the following " Texas Naturd Resource Conservation
Commission Allowable Expenditure Guiddines.” The guidelines provide a atewide definition
of "reasonable and necessary" as used in OMB A-87 and as applied to state funds through the
Uniform Grants Management Standards. They are intended to improve state-funded contract
compliance by applying clearly defined "reasonable and necessary™ criteria consstently among
state agencies.



Guidelinesfor Cost Expenditures

"Reasonable and necessary™ use of public fundsisfarly wel established by state expenditure
guidelines. That isto say, that taxpayers have, over time, influenced the standards for use of
taxpayer funds that are adhered to by state agencies and by the payment rules established by
the Texas State Comptroller of Public Accounts. Therefore, entities who receive taxpayer funds
through state agencies should aso adhere to smilar expenditure standards.



TEXASNATURAL RESOURCE CONSERVATION COMMISSION
ALLOWABLE EXPENDITURE GUIDELINES

These guidelines do not preempt any loca government expenditure guidelines, for example, that
isfarly condstent with state expenditure guiddines. However the god of this effort isto define
as clearly as possible, expectations for the expenditure of state funds. Nor do these guiddines
make federd circulars or regulations related to cost alow ability more restrictive.

Applicability

These guidelines should be used for state funds, federa pass-through funds and the
expenditures of contractors funded by either state or federa pass-through funds.



ATTACHMENT A - Generd Principles for Determining Allowable Cogts
A. Purpose and Scope

1. Objectives. This attachment establishes principles for determining the alowable costs
incurred by State, local, and federdly-recognized Indian triba governments
(governmenta units) under grants, contracts, [these principles apply to cost
reimbursement as well as other type of payment agreements, "cost reimbursement” has
been gricken only to avoid a possible interpretation limiting the types of contracts
covered.] and other agreements with the federal and state government (collectively
referred to in this Circular as "Federd awards'). The principles are for the purpose of
cost determination and are not intended to identify the circumstances or dictate the extent
of Federd or governmentd unit participation in the financing of a particular program or
project. The principles are designed to provide that Federd and state awards bear their
fair share of cost recognized under these principles except where restricted or prohibited
by law. Provision for profit or other increment above cost is outside the scope of this
Circular.

2. Policy guides.
a. The gpplication of these principles is based on the fundamenta premises that:

(1) Governmentd units are responsible for the efficient and effective adminigration of
Federd and state awards through the gpplication of sound management practices.

(2) Governmentd units assume responsibility for administering Federal and state funds
in amanner congstent with underlying agreements, program objectives, and the
terms and conditions of the Federal and state award.

(3) Each governmentd unit, in recognition of its own unique combination of gaff,
fadilities, and experience, will have the primary responghility for employing
whatever form of organization and management techniques may be necessary to
assure proper and efficient administration of Federd and state awards.

b. Federa agencies should work with States or locaities which wish to test dternative
mechanisms for paying cogts for administering Federd programs. The Office of
Management and Budget (OMB) encourages Federa agencies to test fee-for-service
aternatives as a replacement for current cost-reimbursement payment methodsin
response to the Nationa Performance Review's (NPR) recommendation. The NPR
recommended the fee-for-service approach to reduce the burden associated with
maintaining sysems for charging adminigrative coss to Federd programs and
preparing and approving cost alocation plans. This approach should aso increase
incentives for adminidrative efficiencies and improve outcomes.
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3. Application.

a These principleswill be gpplied by dl Federd and state agencies in determining costs
incurred by governmenta units under Federal and state awards (including subawards)
except those with (1) Publicly-financed educationd ingtitutions subject to OMB
Circular A-21, "Cogt Principles for Educationd Ingtitutions,”" and (2) programs
administered by publicly-owned hospitals and other providers of medica care that
are subject to requirements promulgated by the sponsoring Federa agencies.
However, this Circular does gpply to al central service and department/agency costs
that are allocated or hilled to those educationa ingtitutions, hospitals, and other
providers of medical care or services by other State and local government
departments and agencies.

b. All subawards are subject to those Federa cost principles applicable to the
particular organization concerned. Thus, if a subaward is to a governmenta unit
(other than a college, university, or hospitd), this Circular shdl apply; if asubaward is
to acommercia organization, the cost principles gpplicable to commercid
organizations shdl apply; if asubaward isto a college or universty, Circular A-21
shdl apply; if asubaward isto a hospital, the cost principles used by the Federa
awarding agency for awards to hospitas shdl apply, subject to the provisions of
subsection A.3.a. of this Attachment; if a subaward is to some other non-profit
organization, Circular A -122, "Cogt Principles for Non-Profit Organizations,” shall

apply.

c. These principles shdl be used as aguide in the pricing of fixed price arrangements
where costs are used in determining the gppropriate price.

d. Where aFederd or state contract awarded to a governmenta unit incorporates a
Cost Accounting Standards (CAS) clause, the requirements of that clause shdl apply.
In such cases, the governmentd unit and the cognizant Federd agency or state
grantor agency shd| establish an gppropriate advance agreement on how the
governmenta unit will comply with gpplicable CAS requirements when estimating,
accumulating and reporting costs under CAS-covered contracts. The agreement shall
indicate that OMB Circular A-87 requirements will be gpplied to other Federa or
date awards. In al cases, only one set of records needs to be maintained by the
governmentd unit.

B. Definitions.

1. "Approvd or authorization of the awarding or cognizant Federal agency” means
documentation evidencing consent prior to incurring a specific cod. If such costs are
specifically identified in a Federd award document, gpprova of the document congtitutes
approval of the cogts. If the cogts are covered by a Statefl ocal-wide cost
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alocation plan or an indirect cost proposd, gpprova of the plan congtitutes approval.

. "Award" means grants, contracts, [these principles gpply to cost reimbursement as well
as other types of payment agreements; "cost reimbursement” has been stricken to avoid
apossible interpretation limiting the type of contracts covered.] and other agreements
between a State, locd and Indian triba government and the Federd or state
governmertt.

. "Awarding agency” means (a) with respect to a grant, coopertive agreement, or
contract, [these principles apply to cost rembursement as well as other types of payment
agreements; "cost reimbursement” has been dricken to avoid a possible interpretation
limiting the type of contracts covered.], the Federd or state agency, and (b ) with
respect to a subaward, the party that awarded the subaward.

."Centrd sarvice cogt dlocation plan” means the documentation identifying, accumulating,
and dlocating or developing billing rates based on the alowable costs of services
provided by a governmentd unit on a centraized basis to its departments and agencies.
The cogts of these services may be dlocated or billed to users.

. "Clam" means awritten demand or written assertion by the governmenta unit or grantor
seeking, as amater of right, the payment of money in asum certain, the adjustment or
interpretation of award terms, or other relief arisng under or relating to the award. A
voucher, invoice or other routine request for payment that is not a dispute when
submitted is not aclam. Appeds, such as those filed by a governmental unit in response
to questioned audit cogts, are not consdered clams until afind management decison is
made by the Federd or state awarding agency.

. "Cognizant agency" means the Federa agency responsible for reviewing, negotiating, and
gpproving cost alocation plans or indirect cost proposals developed under this Circular
on behdf of dl Federd agencies. OMB publishes alisting of cognizant agencies. [See
"date Sngle audit coordinating agency”]

. "Common Rule" means the "Uniform Adminigrative Requirements for Grants and
Cooperdtive Agreements to State and Loca Governments, Find Rule” origindly issued
at 53 FR 8034-8103 (March 11, 1988). Other common rules will be referred to by
their specific titles. Some federa agencies have guiddines that deviate from the common
rule, either by statutory requirement or by specid authorization from the Office of
Management and Budget. In addition, some state agencies may have variances required
by statute that apply to nonprofits and others.

. "Contract” means a mutudly binding legd rdaionship obligating the sdler to furnish the
supplies or sarvices (including congruction) and the buyer to pay for them. It includes dl
types of commitments that obligate the government to an expenditure of gppropriated
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funds and that, except as otherwise authorized, are in writing. In addition to bilaterd
instruments, contracts include (but are not limited to): awards and notices of awards; job
orders or task orders issued under basic ordering agreements; |etter contracts; orders,
such as purchase orders, under which the contract becomes effective by written
acceptance or performance; and, bilatera contract modifications. Procurement contracts
do not include grants and cooperative agreements covered by 31 U.S.C. 6301 et seq.
or by the Uniform Grant Management Standards.

9. "Cod" means an amount as determined on a cash, accrud, or other basis acceptable to
the Federd or state awarding cognizant agency. It does not include transfersto agenerd
or smilar fund.

10. "Cost dlocation plan” means central service cost dlocation plan, public assistance cost
dlocation plan, and indirect cost rate proposd. Each of these terms are further defined in
this section.

11. "Cost objective’ means afunction, organizationa subdivision, contract, grant, or other
activity for which cost data are needed and for which costs are incurred.

12. "Documentation” means records that verify grant expenditure amounts and their
gppropriateness to grant funds. (See C. Basic Guidelines (1)(j) definition of "adequately
documented”)

13. "Federdly-recognized Indian triba government” means the governing body or a
governmenta agency of any Indian tribe, band, nation, or other organized group or
community (including any netive village as defined in Section 3 of the Alaska Native
Claims Settlement Act, 85 Stat. 688) certified by the Secretary of the Interior as eligible
for the specid programs and services provided through the Bureau of Indian Affairs.

14. "Governmentd unit" means the entire State, locd, palitica subdivison, or federdly
recognized Indian tribal government, including any component thereof. Components of
governmenta units may function independently of the governmenta unit in accordance
with the term of the award. [Section 783.003(3) of the Texas Government Code
specificaly excludes schoal digtricts and other specid purpose digtricts from UGMS.
However, some date agencies have extended UGMS by rule to certain categories of
recipients which are not specificaly excluded by the satute.]

15. "Grant" means an award of financid assstance, including cooperative agreements, in the
form of money, property in lieu of money, or other financia assistance paid or furnished
by the ate or federd government to carry out a program in accordance with rules,
regulations and guidance provided by the grantor agency. The term does not include
technicd assstance which provide services instead of money, or assstance in the form of
revenue sharing, loans, loan guarantees, interest subsidies, insurance, or other direct
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gppropriations. Also, the term does not include assistance, such as afellowship or other
lump sum award, for which the grantee is not required to account. See the State Single
Audit Circular, sec. _ 210(b), (c) and (d) for guidance in differentiating between grants
and procurement. Sec.  210(b) of that circular lists the following characteristics, which
may be present in whole or part, of a grantee organization:

The receiving organization:
(1) Determineswho is eligible to receive what date or federd financia assstance;

(2) Has its performance measured against whether the objectives of the state or federa
program are met;

(3) Has respongbility for programmetic decison making;

(4) Hasresponghility for adherence to applicable state or federd program compliance
requirements; and

(5) Uses the state or federd fundsto carry out a program of the organization as
compared to providing goods or services for aprogram of the pass-through entity.

Section __2.10( d) points out that "There may be unusua circumstances or exceptions
to the listed characterigtics. In making the determination of whether a subrecipient or
vendor relaionship exigts, the substance of the relationship is more important than the
form of the agreement. It is not expected that al of the characteristics will be present and
judgement should be used in determining whether an entity isa subrecipient or a
vendor."

16. "Grantee department or agency” means the component of a State, locd, or federally
recognized Indian tribal government which is responsible for the performance or
adminigration of al or some part of a Federa or state award. The grantee isthe entire
legd entity even if only aparticular component of the entity is designated in the grant
award document.

17. "Indirect codt rate proposa™ means the documentation prepared by a governmenta unit
or component thereof to substantiate its request for the establishment of an indirect cost
rate as described in Attachment E of the Circular.

18. "Locd government” means a county, municipdity, city, town, township, loca public
authority, school didtrict, specid didtrict, intrastate didtrict, council of governments
(whether or not incorporated as a non-profit corporation under State law), any other
regiond or interstate government entity, or any agency or instrumentdity of alocd
government. [Section 783.003(3) of the Texas Government Code specificaly excludes
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school didtricts and other specid purpose digtricts from UGMS)]

19. "Public assistance cogt dlocation plan™ means a narrative description of the procedures
that will be used in identifying, measuring and dlocating al administrative costs to dl of
the programs administered or supervised by State public assistance agencies as
described in Attachment D of this Circular.

20. "Sate' means any of the several States of the United States, the Didtrict of Columbia,
the Commonweslth of Puerto Rico, any territory or possession of the United States, or
any agency or indrumentaity of a State exclusive of locd governments.

21. "State sngle audit coordinating agency™ means the state agency designated by the
governor's office to coordinate Single audits of state subrecipients required by the
Uniform Grant Management Standards and the State of Texas Single Audit Circular.
Generdly, the state agency which provides the most funding is designated asthe
coordinating agency. The state sngle audit coordinating agency is responsible for
assuring satisfactory and timely audit coverage, providing technica assistance and
liaison, conducting desk reviews of audit reports, notifying other affected agencies of
irregularities, advising a subrecipient if its audit does not meet sSngle audit requirements,
coordinating additiona audits and following up on audit findings applicable to its own,
but not other affected agencies, programs. A sate single audit coordinating agency may,
but is not required to, review and approve an assigned grantee'sindirect cost plan. A
detailed ligting of the Sate Single audit coordinating agency’ s respongbilities appears a
sec. 400, State of Texas Single Audit Circular.

22. " Subcontractor" means a purveyor of goods or services engaged by a primary
contractor to provide goods, services, or both through a procurement relationship
generaly available to any purchaser for a sated price. Although such goods or services
may contribute to carrying out some portion of a scope of services for which grant funds
are expended, they congtitute procurement, and are not subject to the requirements set
forth in these Standards for grantees and subgrantees (see State of Texas Single Audit
Circular, sec. _.210 (c) and (d).

C. Badc Guiddines

1. Factors affecting alowability of costs. To be dlowable under Federd or sate awards,
cogs must meet the following generd criteria

a Be necessary and reasonable for proper and efficient performance and administration
of Federal or state awards. A necessary cost is an expenditurethat must be
incurred by the grantee or recipient in order to achieveits stated objective.

b. Be dlocable to Federd or state awards under the provisions of this Circular.
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c. Be authorized or not prohibited under State or locd laws or regulations.

d. Conform to any limitations or exclusons st forth in these principles, Federd or date
laws, terms and conditions of the Federd or State award, or other governing
regulations as to types or amounts of cost items.

e. Be consggtent with policies, regulaions, and procedures that apply uniformly to both
Federd or state awards and other activities of the governmental unit.

f. Be accorded consistent treatment. A cost may not be assigned to a Federd or State
award asadirect cogt if any other cost incurred for the same purposein like
circumstances has been alocated to the Federal or state award as an indirect cost.

0. Except as otherwise provided for in this Circular, be determined in accordance with
generdly accepted accounting principles.

h. Not beincluded as a cost or used to meet cost sharing or matching requirements of
any other Federal or state award in either the current or a prior period, except as
specificaly provided by Federd or state law or regulation.

i. Bethe net of dl gpplicable credits.

j. Be adequately documented. Documentation required may include, but is not limited to,
travel records, time sheets, invoices, contracts, mileage records, billing records,
telephone bills and other documentation that verifies the expenditure amount and
appropriateness to the grant.

2. Reasonable costs. A cost isreasonableif, in its nature and amount, it does not exceed
that which would be incurred by a prudent person under the circumstances prevailing a
the time the decison was made to incur the cost. The question of reasonablenessis
particularly important when governmental units or components are predominantly sate
or federaly-funded. In determining reasonableness of a given cod, consderation shdl be

given to:

a Whether the cost is of atype generaly recognized as ordinary and necessary for the
operation of the governmenta unit or the performance of the Federd or state award.

b. The restraints or requirements imposed by such factors as: sound business practices,
arms length bargaining; Federa, State and other laws and regulations; and, terms and
conditions of the Federd or state award.

c. Market prices for comparable goods or services.



d. Whether the individuas concerned acted with prudence in the circumstances
congdering their respongbilities to the governmentd unit, its employees, the public a
large, and the state or Federal Government.

e. Significant deviations from the established practices of the governmenta unit which
may unjustifiably increase the Federd or state award's cost.

3. Allocable codts.

a A cog isdlocableto aparticular cost objective if the goods or servicesinvolved are
chargeable or assignable to such cost objective in accordance with relative benefits
received.

b. All activities which benefit from the governmenta unit's indirect cog, including
unalowable activities and services donated to the governmenta unit by third parties,
will recelve an gppropriate dlocation of indirect costs. [For example, the fair market
vaue of volunteer services contributed to a project need to be included in the
dlocation. Undlowable cogts have to be included to ensure that the grantor agency
does not pay a disproportionate share of project costs by having such costs "backed
out" prior to alocating costs among funding sources]

c. Any cost dlocable to a particular Federd or state award or cost objective under the
principles provided for in this Circular may not be charged to other Federd or Sate
awards to overcome fund deficiencies, to avoid redtrictions imposed by law or terms
of the Federd or state awards, or for other reasons. However, this prohibition would
not preclude governmentd units from shifting cogts that are alowable under two or
more awards in accordance with existing program agreements.

d. Where an accumulation of indirect costs will ultimately result in chargesto a Federd
or date award, a cost alocation plan will be required as described in Attachments C,
D,and E.

4. Applicable credits.

a Applicable credits refer to those receipts or reduction of expenditure-type
transactions that offset or reduce expense items alocable to Federa or state awards
asdirect or indirect costs. Examples of such transactions are: purchase discounts,
rebates or allowances, recoveries or indemnities on losses, insurance refunds or
rebates, and adjustments of overpayments or erroneous charges. To the extent that
such credits accruing to or received by the governmentd unit relate to dlowable
costs, they shdl be credited to the Federa or State award either as a cost reduction
or cash refund, as appropriate.
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b. In some instances, the amounts received from the state or Federal Government to
finance activities or service operations of the governmenta unit should be treated as
applicable credits.

Specificdly, the concept of netting such credit items (including any amounts used to meet
cost sharing or matching requirements) should be recognized in determining the rates or
amounts to be charged to Federal or State awards. (See Attachment B, item 15,
"Depreciation and use dlowances,” for areas of potentid application in the matter of
Federd or gate financing of activities))

D. Composition of Cost

1. Totd cost. Thetotd cost of Federal and state awards is comprised of the dlowable
direct cost of the program, plusits allocable portion of dlowable indirect cogts, less
gpplicable credits.

2. Classfication of cogts. Thereis no universal rulefor classfying certain cods as ether
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 the Federd or Sate awvard
or other final cost objective. Therefore, it is essentid that each item of cost be treated
conggtently in like circumstances ether as adirect or an indirect cost. Guidelines for

determining direct and indirect costs charged to Federd or state awards are provided in
the sections that follow.

E. Direct Costs

1. Generd. Direct costs are those that can be identified specificaly with a particular fina
cost objective.

2. Application. Typica direct costs chargeable to Federd or state awards are:

a Compensation of employees for the time devoted and identified specificadly to the
performance of those awards.

b. Cost of materias acquired, consumed, or expended specificaly for the purpose of
those awards.

¢. Equipment and other approva capita expenditures.
d. Travel expensesincurred specifically to carry out the award.

3. Minor items. Any direct cost of aminor amount may be treated as an indirect cost for
reasons of practicaity where such accounting trestment for that item of cost is
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consistently applied to al cost objectives.
F. Indirect Costs

1. Generd. Indirect costs are those: (a) incurred for a common or joint purpose benefiting
more than one cost objective, and (b)) not readily assgnable to the cost objectives
specificaly benefited, without effort disproportionate to the results achieved. The term
"indirect costs," as used herein, gppliesto codts of this type originating in the grantee
department, as well asthose incurred by other departments in supplying goods, services,
and facilities. To facilitate equitable digtribution of indirect expenses to the cost
objectives served, it may be necessary to establish a number of pools of indirect costs
within an entity or in other agencies providing services to an entity. Indirect cost pools
should be distributed to benefited cost objectives on bases that will produce an equitable
result in condderation of relative benefits derived.

2. Codt dlocation plans and indirect cost proposals. Requirements for development and
submission of cost dlocation plans and indirect cost rate proposals are contained in
Attachments C, D, and E.

3. Limitation on indirect or administrative coss.

a In addition to redtrictions contained in this Circular, there may be laws that further limit
the amount of adminigtrative or indirect cost alowed.

b. Amounts not recoverable as indirect costs or administrative costs under one Federd
or sate award may not be shifted to another Federd or state award, unless
specificaly authorized by Federd or Sate legidation or regulation.

G. Interagency Services

The cost of services provided by one agency to another within the governmenta unit may
include alowable direct cogts of the service plus a pro rate share of indirect costs. A
standard indirect cost dlowance equa to ten percent of the direct sdlary and wage cost of
providing the service ( excluding overtime, shift premiums, and fringe benefits) may be used
in lieu of determining the actud indirect costs of the service. These services do not include
centralized servicesincluded in centra service cost dlocation plans as described in
Attachment C.
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H. Required Certifications

Each cogt dlocation plan or indirect cost rate proposd required by Attachments C and E must
comply with the following:

1. No proposd to establish a cost adlocation plan or an indirect cost rate, whether submitted to
aFederd cognizant agency, state sSingle audit coordinating agency or other agency designated
by the governor's office or maintained on file by the governmenta unit, shdl be acceptable
unless such costs have been certified by the governmentd unit using the Certificate of Cost
Allocation Plan or Certificate of Indirect Costs as set forth in Attachments C and E. The
certificate must be sgned on behdf of the governmenta unit by an individud at alevel no

lower than chief financid officer of the governmenta unit that submits the proposa or
component covered by the proposal.

2. No cogt dlocation plan or indirect cost rate shal be approved by the Federa Government,
date single audit coordinating agency or other agency designated by the governor's office,
unless the plan or rate proposa has been certified. Where it is necessary to establish a cost
alocation plan or an indirect cost rate and the grantee has not submitted a certified proposal
for establishing such a plan or rate in accordance with the requirements, the Federa
Government, state Single audit coordinating agency or other agency designated by the
governor's office may either disalow al indirect costs or unilateraly establish such aplan or
rate. Such aplan or rate may be based upon audited historical data or such other data that
have been furnished to the cognizant Federd agency, state single audit coordinating agency or
other agency designated by the governor's office and for which it can be demondtrated that al
unallowable costs have been excluded. When a cost dlocation plan or indirect codt rateis
unilaterdly established by the Federa Government, state single audit coordinating agency or
other agency designated by the governor's office because of falure of the grantee to submit a
certified proposd, the plan or rate established will be set to ensure that potentially unallowable
costs will not be rembursed.

13



ATTACHMENT B - Selected Items of Cost

Sections 1 through 44 provide principles to be gpplied in establishing the dlow ability or
undlowability of certain items of cost. These principles gpply whether a cost is treated as direct
or indirect. A cost isdlowable for Federd or state reimbursement only to the extent of benefits
recelved by Federd or state awvards and its conformance with the genera policies and
principles stated in Attachment A, of the Uniform Grant Management Standards, Cost
Principles Section. Failure to mention a particular item of cost in these sections is not intended
to imply that it is ether dlowable or undlowable; rather, determination of dlowability in each
case should be based on the treatment or standards provided for smilar or related items of
cost.

1. Accounting. The cost of establishing and maintaining accounting and other information
sysemsisdlowable.

2. Advertisng and public relations codts.

a Theterm "advertising costs' means the costs of advertisng media and corollary
adminigrative cogs. Advertisng mediainclude magazines, newspapers, radio and
televison programs, direct mail, exhibits, and the like.

b. Theterm "public rdations’ includes community reations and means those activities
dedicated to maintaining the image of the governmenta unit or maintaining or promating
understanding and favorable relations with the community or public at large or any
segment of the public.

c. Advertising costs are dlowable only when incurred for the recruitment of personnel, the
procurement of goods and services, the disposal of surplus materids, and any other
specific purposes directly related to the purpose(s) of the program receiving grant
assistance necessary to meet the requirements of the Federa or Sate award. Advertising
costs associated with the disposa of surplus materids are not dlowable where dll
disposa costs are reimbursed based on a standard rate as specified in the grants
management common rule.

Advertising required by programs may be allowable as direct costs, depending on
the program contractual agreement, availability of fundsor laws.

d. Public relations cogts are dlowable when:
(2) Specificaly required by the Federa or state award and then only as direct cost;

(2) Incurred to communicate with the public and press pertaining to specific activities or
accomplishments that result from performance of the Federal or state award and then
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only as adirect cost; or

(3) Necessary to conduct generd liaison with news media and government public
relations officers, to the extent that such activities are limited to communication and
liai son necessary to keep the public informed on matters of public concern, such as
notices of Federd or state contract/grant awards, financia matters, etc.

e. Undlowable advertising and public rdations costs include the following:

(2) All advertisng and public reations costs other than as specified in subsections . and
d;

(2) Except as otherwise permitted by these cost principles, costs of conventions,
meetings, or other events related to other activities of the governmenta unit including:

(& Codts of displays, demongtrations, and exhibits;

(b) Costs of meseting rooms, hospitdity suites, and other specids facilities used
in conjunction with shows and other specia events; and

(c) Sdaries and wages of employees engaged in setting up and displaying
exhibits, making demongtrations, and providing briefings;

(3) Codgs of promationd items and memorabilia, including modds, gifts, and souvenirs,
and

(4) Codts of advertisng and public relations designed solely to promote the
governmentd unit.

(5) Codsof publicizing or directing attention to any individud officid or employee of any
agency of the state government (Article IX, Sec. 6, Generd Appropriations Act
1995).

(6) Cogts associated with influencing the outcome of any election, or the passage or
defeat of any legidative measure.

3. Advisory councils. Costs incurred by advisory councils or committees are dlowable asa
direct cost where authorized by the Federd or sate awarding agency or as indirect cost where
alocable to Federal or date awards. Article 6252-33, VTCS, contains detailed provisons
relaing to state agency advisory committees. State agencies should review these provisons as
well as check appropriation’s act riders and genera provisions to ensue they meet the statutory
requirements and that expenditures for advisory committees are authorized prior to making such
expenditures.



4. Alcoholic beverages. Costs of dcohoalic beverages are undlowable. Travel expense must
not include any alcohalic bever age costs.

5. Audit services. The cogts of audits are alowable provided that the audits were performed in
accordance with the Single Audit Act, asimplemented by Circular A-133, " Audits of State
and Loca Governments' and the State of Texas Single Audit Circular for gate funds.
Generdly, the percentage derived by dividing Federd or state funds expended by total funds
expended by the recipient or subrecipient (including program matching funds) during the fisca
year. The percentage may be exceeded only if appropriate documentation demongtrates higher
actual cogts.

Other audit cogs are dlowable if specificaly approved by the awarding or cognizant agency as
adirect cost to an award or included as an indirect cost in acogt dlocation plan or rate. As
with any professional services, procurement of audit services must comply with state
procurement procedures.

6. Automatic electronic data processing. The cost of data processing servicesis alowable (but
See section 20, equipment and other capital expenditures, for additiona guiddines).

7. Bad debts. Any losses (whether actual or estimated) arisng from uncollectible accounts
and other claims, and related costs (such as collection and legal costs), are undlowable
unless provided for in Federd or state program award regulations.

8. Bonding costs. Costs of bonding employees and officials are dlowable to the extent that such
bonding is in accordance with sound business practice and theratesand premiumsare
compar ableto smilar organization in Smilar circumstances.

9. Budgeting. Costs incurred for the devel opment, preparation, presentation, and execution of
budgets are dlowable.

10. Communicetions. Costs of telephone, mail, messenger, and Smilar communication services
are dlowable. Allocation of communication costs must be based on actual costs or
benefit received, properly documented, and consistently applied.

11. Compensation for personnel services.

a. Generd. Compensation for personnd servicesincludes dl remuneration, paid currently
or accrued, for services rendered during the period of performance under Federd or
date awards, including but not necessarily limited to wages, sdaries, and fringe benefits.
The cogts of such compensation are dlowable to the extent that they satisfy the specific
requirements of the Circular, and that the tota compensation for individua employees.
(2) Isreasonable for the services rendered and conforms to the established policy of the
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governmenta unit consstently gpplied to both Federal and non-Federd activities,

(2) Follows an appointment made in accordance with a governmentd unit's laws and
rules and meets merit system or other requirements required by Federd or State law,
where gpplicable; and

(3) Is determined and supported as provided in subsection h.

b. Reasonableness. Compensation for employees engaged in work on Federd or Sate
awards will be congdered reasonable to the extent that it is congstent with that paid for
samilar work in other activities or the governmenta unit. In cases where the kinds of
employees required for Federd or state awards are not found in the other activities of
the governmenta unit, compensation will be considered reasonable to the extent thet it is
comparable to that paid for smilar work in the labor market in which the employing
government competes for the kind of employees involved. Compensation surveys
providing data representative of the labor market involved will be an acceptable basis for
evauating reasonableness.

c¢. Undlowable costs. Costs which are unalowable under other sections of these principles
shal not be alowable under this section solely on the basis that they congtitute personndl

compensation.
d. Fringe benefits.

(2) Fringe benefits are allowances and services provided by employersto their
employees as compensation in addition to regular sdaries and wages. Fringe benefits
include, but are not limited to, the cogts of leave, employee insurance, pensions, and
unemployment benefit plans. Except as provided e sawhere in these principles, the
cods of fringe benefits are alowable to the extent that the benefits are reasonable and
are required by law, governmentd unit-employee agreement, or an established policy
of the governmenta unit.

(2) The cot of fringe benefitsin the form of regular compensation paid to employees
during periods of authorized absences from the job, such asfor annud leave, sck
leave, holidays, court leave, military leave, and other Smilar benefits, are dlowable if:
(8) they are provided under established written leave policies; (b ) the costs are
equitably alocated to al related activities, including Federd or state awards; and,
(c)the accounting basi's (cash or accrual) sdlected for costing each type of leaveis
congstently followed by the governmenta unit.

(3) When agovernmental unit uses the cash basis of accounting, the cost of leaveis
recognized in the period that the leave is taken and paid for. Payments for unused

leave when an employee retires or terminates employment are dlowable in the year of
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payment provided they are dlocated as a generd adminidrative expense to al
activities of the governmenta unit or component.

(4) The accrud basis may be used only for those types of leave for which aliability as
defined by Generdly Accepted Accounting Principles (GAAP) exists when the leave
is earned. When a governmenta unit uses the accrua basis of accounting, in
accordance with GAAP, alowable leave costs are the lesser of the amount accrued
or funded.

(5) The cost of fringe benefitsin the form of employer contributions or expenses for
socid security; employee life, health, unemployment, and worker's compensation
insurance (except asindicated in section 26, Insurance and indemnification); pension
plan costs (See subsection e.); and other smilar benefits are dlowable, provided such
benefits are granted under established written policies. Such benefits, whether treated
asindirect costs or as direct costs, shal be alocated to Federal or Sate awards and
al other activitiesin amanner condstent with the pattern of benefits attributable to the
individuas or group(s) of employees whose salaries and wages are chargeable to
such Federd or state awards and other activities.

e. Penson plan costs. Pension plan cogts are dlowable for bona fide plans established
under state or federd law. Pension plan costs may be computed using a pay-as-you-go
method or an acceptable actuaria cost method in accordance with established written
policies of the governmenta unit. Such policies must meet the test of
reasonableness as compar ed with those of like entities and fall within Internal
Revenue Service approved guidelines.

(2) For pension plans financed on a pay-as-you-go method, alowable costs will be
limited to those representing actua payments to retirees or their beneficiaries.

(2) Penson cogts caculated using an actuaria cost-based method recognized by GAAP
are dlowable for agiven fiscd year if they are funded for that year within Sx months
after the end of that year. Costs funded after the Sx month period (or alater period
agreed to by the cognizant agency) are dlowable in the year funded.

The cognizant agency, sate single audit coordinating agency or other agency designated
by the governor's office may agree to an extenson of the Sx month period if an
gppropriate adjustment is made to compensate for the timing of the chargesto the
Federd Government or state government and related Federad or state reimbursement
and the governmentd unit's contribution to the pension fund.

Adjustments may be made by cash refund or other equitable procedures to compensate
the Federd Government or state government for the time value of Federa or Sate
reimbursements in excess of contributions to the penson fund.
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(3) Amounts funded by the governmental unit in excess of the actuaridly determined
amount for afiscd year may be used as the governmentd unit's contribution in future
periods.

(4) When agovernmental unit converts to an acceptable actuaria cost method, as
defined by GAAP, and funds pension costs in accordance with this method, the
unfunded ligbility at the time of converson shdl be dlowable if amortized over a
period of years in accordance with GAAP .

(5) The Federd Government and state grantor agencies will receive an equitable share
of any previoudy alowed penson costs (including earnings thereon) which revert or
inure to the governmentd unit in the form of arefund, withdrawal, or other credit.

f. Post-retirement hedth benefits. Pogt-retirement health benefits (PRHB) refers to costs of
health insurance or hedlth services not included in a pension plan covered by subsection
e. for retirees and their spouses, dependents, and survivors. PRHB costs may be
computed using a pay-as-you-go method to an acceptable actuarial cost method in
accordance with established mitten policies of the governmenta unit.

(2) For PRHB financed on a pay-as-you-go method, alowable costs will be limited to
those representing actua paymentsto retirees or their beneficiaries.

(2) PRHB costs caculated using an actuaria cost method recognized by GAAP are
dlowableif they are funded for that year within six months after the end of that year.
Costs funded after the sx month period ( or alater period agreed to by the cognizant
agency) are dlowable in the year funded. The cognizant agency, state Sngle audit
coordinating agency or other agency designated by the governor's office may agreeto
an extenson of the Sx month period if an gppropriate adjustment is made to
compensate for the timing of the charges to the Federal Government or state
government and related Federa or state rembursements and the governmentd unit's
contributions to the PRHB fund. Adjustments may be made by cash refund, reduction
in current years PRHB costs, or other equitable procedures to compensate the
Federd Government for the time value of Federa reimbursements in excess of
contributions to the PRHB fund.

(3) Amounts funded in excess of the actuaridly determined amount for afisca year may
be used as the government's contribution in a future period.

(4) When agovernmenta unit converts to an acceptable actuaria cost method and funds
PRHB costs in accordance with this method, the initid unfunded ligbility attributable
to prior years shdl be dlowable if amortized over a period of years in accordance
with GAAP, and, if no such GAAP period exists, over a period negotiated with the

cognizant agency.



(5) To be dlowable in the current year, the PRHB costs must be paid either to:
(@ Aninsurer or other benefit provider as current year costs or premiums, or

(b) Aninsurer or trustee to maintain atrust fund or reserve for the sole purpose of
providing post-retirement benefits to retirees and other beneficiaries.

(6) The Federd Government or the state grantor agency shall receive an equitable share
of any amounts of previoudy alowed pogt-retirement benefit costs (including earnings
thereon) which revert or inure to the governmenta unit in the form of arefund,
withdrawal, or other credit.

g. Severance pay.

(1) Payments in addition to regular salaries and wages made to workers whose
employment is being terminated are dlowable to the extent that, in each case, they
are required by (a) law, (b)) employer-employee agreement, or (C) written policy
established prior to the separation.

(2) Severance payments (but not accruals) associated with norma turnover are
dlowable. Such payments shdl be dlocated to dl activities of the governmenta unit
asan indirect cost.

(3) Abnormal or mass severance pay will be considered on a case-by-case bassand is
dlowable only if gpproved by the cognizant Federa agency or Sate grantor agency.

h. Support of salaries and wages. These Standards regarding time distribution arein
addition to the standards for payroll documentation.

(1) Chargesto Federa or state awards for salaries and wages, whether treated as direct
or indirect costs, will be based on payrolls documented in accordance with generally
accepted practice of the governmenta unit and gpproved by aresponsible officid(s)
of the governmenta unit.

(2) No further documentation is required for the salaries and wages of employees who
work in asngleindirect cost activity.

(3) Where employees are expected to work solely on asingle Federa or state award or
cost objective, charges for their salaries and wages will be supported by periodic
certifications that the employees worked soldly on that program for the period
covered by the certification. These certifications will be prepared a least semiannualy
and will be sgned by the employee or supervisory officid having first hand knowledge
of the work performed by the employee.
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(4) Where employees work on multiple activities or cost objectives, a distribution of
their sdlaries or wages will be supported by personnd activity reports or equivaent
documentation which meets the standards in subsection (5) unless a atistical
sampling system (see subsection (6)) or other substitute system has been approved
by the cognizant Federd agency or state awarding agency. Such documentary
support will be required where employees work on:

(8 Morethan one Federal or state award,
(b) A Federd award and a non-Federd award, including a state award,
(c) Anindirect cogt activity and adirect cost activity,

(d) Two or more indirect activities which are dlocated usng different location bases,
or

(e) An undlowable activity and adirect or indirect cost activity.

(5) Personnd activity reports or equivaent documentation must meet the following
standards:

(@ They must reflect an after-the-fact digtribution of the actud activity of each
employee,

(b) They must account for the total activity for which each employee is compensated,

(©)They must be prepared at least monthly and must coincide with one or more pay
periods, and

(d) They must be sgned by the employee and the supervisory officid having firs hand
knowledge of the work performed by the employee. The employee's signature is
not required in the event the employee cannot be reached due to termination of
employment, lack of forwarding address, desth or other documented reason.

(€) Budget estimates or other distribution percentages determined before the services
are performed do not qualify as support for charges to Federal or state awards
but may be used for interim accounting purposes, provided that:

(i) The governmentd unit's system for establishing the estimates produces
reasonable gpproximations of the activity actudly performed,

(i) At least quarterly, comparisons of actua coststo budgeted distributions
based on the monthly activity reports are made. Costs charged to Federal or
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state awards to reflect adjustments made as aresult of the activity performed
may be recorded annudly if the quarterly comparisons show the differences
between budgeted and actual costs are less than ten percent; and

(iii) The budget estimates or other distribution percentages are revised at least
quarterly, if necessary, to reflect changed circumstances.

(6) Substitute systems for dlocating saaries and wagesto Federd or state awards may
be used in place of activity reports. These systems are subject to approval if required
by the cognizant agency, state Sngle audit coordinating agency or other agency
designated by the governor's office. Such systems may include, but are not limited to,
random moment sampling, case counts, or other quantifiable measures of employee
effort.

(8 Subdtitute systems which use sampling methods (primarily for Aid to Families with
Dependent Children (AFDC), Medicaid, and other public assistance programs)
must meet acceptable datisticd sampling sandards including:

(1) The sampling universe must include dl of the employees whose sdlaries and
wages are to be dlocated based on sample results except as provided in
subsection (C);

(i) The entire time period involved must be covered by the sample; and
(i) The results must be gatidticaly valid and gpplied to the period being sampled.

(b) Allocating charges for the sampled employees supervisors, clerical and support
staffs, based on the results of the sampled employees, will be acceptable.

(¢) Lessthan full compliance with the Satigticd sampling standards noted in
subsection (a) may be accepted by the cognizant agency or state Single audit
coordinaing agency or other agency designated by the governor's office if it
concludes that the amounts to be alocated to Federa awards will be minimal, or
if it concludes that the system proposed by the governmenta unit will result in
lower costs to Federd or state awards than a system which complies with the
standards.

(7) Sdaries and wages of employees used in meeting cost sharing or matching
requirements of Federa or state awards must be supported in the same manner as
those claimed as dlowable costs under Federa or state awards.

i. Donated sarvices.



(1) Donated or volunteer services may be furnished to a governmenta unit by
professond and technica personnel, consultants, and other skilled and unskilled
labor. The value of these servicesis not reimbursable either asa direct or indirect
cost. However, the value of donated services may be used to meet cost sharing or
matching requirements in accordance with the provisions of the Common Rule. The
vaue placed on donated services must be documented to the satisfaction of the
awarding agency prior to being accepted as match or for other financia purposes,
and must be reasonable.

Donated services shal be considered reasonable to the extent they are congstent with
the vaue placed on smilar work or in other activities of the grantee or sub-recipient. In
cases where the kinds of services required to carry out a state award are not found in
the other activities of the grantee or subrecipient, compensation will be consdered
reasonable to the extent that it is comparable to that paid for smilar work in the [abor
market in which the employing grantee or subrecipient competes for the kind of services
involved. Surveys providing data representative of the services involved will be an
acceptable basis for evaluating reasonableness.

(2) The value of donated services utilized in the performance of a direct cost activity
ghdl, when materid in amount, be considered in the determination of the
governmenta unit'sindirect cogts or rate(s) and, accordingly, shall be dlocated a
proportionate share of applicable indirect costs.

(3) To the extent feasible, donated services will be supported by the same methods used
by the governmenta unit to support the dlocability of regular personnel services.

12. Congruction. No congtruction is alowed without the prior written gpprova of the awarding
agency.

13. Contingencies. Contributions to a contingency reserve or any Smilar provision made for
events the occurrence of which cannot be foretold with certainty as to time, intengity, or with
an assurance if their happening, are undlowable. The term "contingency reserve' excludes sdf-
insurance reserves (see subsection 26.c.), pension plan reserves (see subsection 11.e.), post-
retirement health and other benefits reserves (see subsection 11.f.) computed using ten
acceptable actuarial cost methods, and such other funds as may be required or permitted in

writing by the awarding agency.

14. Contributions and donations. Contributions and donations, including cash, property, and
sarvices, by governmentd units to others, regardless of the recipient, are unalowable.

15. Defense and prosecution of criminal and civil proceedings, and clams.
a Thefollowing costs are undlowable for contracts covered by 10 U.S.C. 2324(k),
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" Allowable costs under defense contracts.”

(1) Codtsincurred in defense of any civil or crimina fraud proceeding or smilar
proceeding (including filing of false certification brought by the United States where
the contractor is found liable or has pleaded nolo contendere to a charge of fraud or
amilar proceeding including filing of afdse certification).

(2) Cogtsincurred by a contractor in connection with any crimind, civil or administretive
proceedings commenced by the United States or a State to the extent provided in 10
U.S.C. 2324(k).

b. Legal expensesrequired in the administration of Federd or Sate programs are allowable.
Legd expenses for prosecution of claims againgt the Federd Government are
unalowable.

16. Depreciation and use alowances.

a Depreciation and use dlowances are means of alocating the cost of fixed assetsto
periods benefiting from asset use. Compensation for the use of fixed assets on hand may
be made through depreciation or use dlowances. A combination of the two methods
may not be used in connection with asingle class of fixed assets  (e.g., buildings, office
equipment, computer equipment, etc.) accept as provided in subsection g. Except for
enterprise funds and internal service funds that are included as part of a State/local cost
alocation plan, classes of assets shall be determined on the same basis used for the
government-wide financia statements.

b. The computation of depreciation or use alowances shall be based on the acquisition cost
of the assets involved. Where actua cost records have not been maintained, a
reasonable estimate of the origind acquisition cost may be used. The value of an asset
donated to the governmental unit by an unrdated third party shal beitsfair market vaue
at the time of donation. Governmenta or quasi-governmenta organizations located
within the same State shdl not be considered unrelated third parties for this purpose.

¢. The computation of depreciation or use alowances will exclude:
(1) The cost of land;
(2) Any portion of the cost of buildings and equipment borne by or donated by the
Federd Government or state irrespective of wheretitle was origindly vested or

where it presently resides; and

(3) Any portion of the cost of buildings and equipment contributed by or for the
governmenta unit, or arelated donor organization, in satisfaction of amatching
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requiremen.

d. Where the use dlowance method is followed, the use alowance for buildings and
improvements (including land improvements, such as paved parking aress, fences, and
sdewaks) will be computed a an annua rate not exceeding two percent of acquistion
costs. The use dlowance for equipment will be computed a an annud rate not
exceeding six and two-thirds percent (6 and 2/3) of acquisition cost. When the use
alowance method is used for buildings, the entire building must be trested asasingle
ast; the building's components (e.g., plumbing system, heeting and air condition, etc.)
cannot be segregated from the building's shell. The two percent limitation, however,
need not be gpplied to equipment which is merdly attached or fastened to the building
but not permanently fixed to it and which is used as furnishings or decorations or for
specialized purposes (e.g., dentist chairs and dental treatment units, counters, laboratory
benches bolted to the floor, dishwashers, modular furniture, carpeting, etc.). Such
equipment will be considered as not being permanently fixed to the building if it can be
removed without the destruction of, or need for costly or extensive dterations or repairs,
to the building or the equipment. Equipment that meets these criteriawill be subject to
the 6 and 2/3 percent equipment use dlowance limitations. Thisis equivalent to a 15-
year useful life depreciation schedule.

e. Where the depreciation method is followed, the period of useful service (useful life)
established in each case for usable capital assets must take into consideration such
factors astype of construction, nature of the equipment used, historical usage patterns,
technologica developments, and the renewa and replacement policies of the
governmenta unit followed for the individud items or classes of assatsinvolved. Inthe
absence of clear evidence indicating that the expected consumption of the asset will be
sgnificantly greater in the early portions than in the later portions of its useful life, the
graight line method of depreciation shall be used. Depreciation methods once used shdl
not be changed unless approved by the Federd cognizant or awarding agency, State
single audit coordinating agency or other agency designated by the governor's office for
indirect cost plans or Sate awarding agency for bilateral financid assstance
relationships. When the depreciation method is introduced for application to an asset
previoudy subject to a use dlowance, the annua depreciation charge thereon may not
exceed the amount that would have resulted had the depreciation method been in effect
from the date of acquisition of the asset. The combination of use alowances and
depreciation gpplicable to the asset shal not exceed the totd acquisition cost of the asset
or fair market value at time of donation.

f. When the depreciation method is used for buildings, a building's shel may be segregated
from the mgor component of the building (e.g., plumbing system, heeting, and air
conditioning system, etc.) and each mgjor component depreciated over its estimated
useful life, or the entire building (i.e., the shell and dl components) may be trested asa
sngle asset and depreciated over asingle use life. Adequate depr eciation recor ds
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indicating the amount of depreciation taken each period must also be
maintained.

In the case of the buildings, the basis shall be the acquisition cost plusthe cost of
any capital improvements. Capital improvementsto the building in years
subsequent to the building's original purchase year shall be capitalized and
depreciated separ ately.

Thebasis, or value for depreciation purposes, shall be the acquisition cost of the
equipment. The acquisition cost of the equipment shall not includeinterest or any
other chargesthat do not impact the cost of the asset. Shipping, installation, setup
fees and other costs necessary to get an asset " up and running”" may be added to
the basis of the asset for allowable depreciation purposes. Capital improvements
arematerial renovations (or improvements) that have a useful life greater that one
year and have not been expended or charged to a grant. Capital improvementsfor
assets other than buildings, shall be capitalized and depreciated separ ately.

Thedepreciablelife of these capital improvements shall bethat of the remaining
life of the building or the actual life of the improvement, whichever isgreater.

It shall be the responsibility of the recipient to verify the cost, depreciable bas's,
and year of purchase, identification number, and to maintain documentation of the
same for monitoring and/or audit verification.

1. Depreciablelivesfor indirect cost pool purposes

In addition to the requirements established by the Uniform Grant M anagement
Standar ds stated above, the following guidelines addressing depr eciable lives
should be consider ed. These additional guidelines are intended to further
consistency among or ganizations.

— |f only one class of assets (other than real property) isrecorded on the
financial statements, then the useful life of the assetswill be actual average life,
but not lessthan 15 years.

— |f the assets are classified as separ ate classes on the financial statement,
then the useful lives shall be established as actual lives of the assets, but not
lessthan the useful livesindicated on the table below.

Useful Life Property Includes:

5Year Property Automobiles, Buses and Trucks, Computers and Peripheral
Equipment, and Property used in resear ch and experimentation
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15 Year Property Office Furniture and Fixtures

15 Year Property Office Equipment ( other than computers)

10 Year Property Water Transportation Equipment
(including boats, bar ges, tugs, etc. )

Useful Life Property Includes:
Best Estimate of Useful Non-residential Real Property, Office
Life Buildings, and Schools

g. A reasonable use dlowance may be negotiated for any assets that are consdered to be
fully depreciated, after taking into congderation the amount of depreciation previoudy
charged to the government, the estimated useful life remaining at the time of negotiation,
the effect of any increased maintenance charges, decreased efficiency due to age, and
any other factors pertinent to the utilization of the asset for the purpose contemplated.

h. Charges for use alowances or depreciation must be supported by adequate property
records. Physical inventories must be taken at least once every two years (a Satistical
sampling approach is acceptable) to ensure that assets exist, and are in use.
Governmenta units will manage equipment in accordance with State laws and
procedures. When the depreciation method is followed, depreciation records indicating
the amount of depreciation taken each period must aso be maintained.

17. Dishursing service. The cost of disbursing funds by the treasurer or other designated officer
isdlowable.

18. Employee morae, hedth, and wefare costs. The costs of hedth or firgt-aid clinics and/or
infirmaries, recreationd facilities, employee counsding services, employee information
publications, and any related expenses incurred in accordance with a governmentd unit's
policy are dlowable. Income generated from any of these activities will be offset against
expenses.

a. Thiscosts must be incurred in accordance with the gover nmental unit's policy
and provide the above benefitsto all employees. In addition, the objective of this
type of costsisto improve working conditions, employer -employee relations,
employee moral, employee performance and health.

b. Acceptable recreational facilities are those facilities intended to promote health
maintenance. Facilities that require a restricted member ship and/or their main

objectiveisto provide social activitiesamong the members, such as social clubs,
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country clubs, are not allowable costs.

c. Incidental costsincurred in acceptable recreational facilities such as. bever ages,
food, clothing, or late charges are not allowed.

d. Cost isequitably apportioned to all activities of the organization. Income
generated from any of these activitieswill be offset against the cost.

19. Entertainment. Codts of entertainment, including amusement, diversion, socid activities, and
banquets, and any costs directly associated with such costs (such as tickets to shows or
sports events, medls, lodging, rentals, trangportation, and gratuities) are unalowable, unless
such costs are incurred for components of a program approved by the grantor agency and are
directly related to the program’ s purpose. I n that case, the cost must be charged asdirect
costs.

Cost of food, beverage, or food service provided in the subrecipients officeis
unallowable.

20. Equipment and other capita expenditures.
a Asused in this section the following terms have the meanings as set forth below:

(2) "Capita expenditure’ means the cost of the asset including the cost to put it in place.
Capita expenditure for equipment means the net invoice price of the equipment,
including the cost of any modifications, attachments, accessories, or auxiliary
gpparatus necessary to make it usable for the purpose for which it is acquired.

Ancillary charges, such astaxes, duty, protective in trangt insurance, freight, and
ingalation may be included in, or excluded from, capita expenditure cost in
accordance with the governmenta unit's regular accounting practices.

(2) "Equipment” means an article of nonexpendable, tangible persond property having a
useful life of more than one year and an acquistion cost which equalsthe lesser of ()
the capitaization level established by the governmentd unit for financia statement
purposes, or (b) $1,000.

(3) "Other capitd assets' mean buildings, land, and improvements to buildings or land
that materidly increases their vaue or useful life.

b. Capital expenditures which are not charged directly to a Federa or state award may be
recovered through use alowances or depreciation in buildings, capital improvements,
and equipment (see section 16). See dso section 38 for dlow ability of rentd costs for
buildings and equipment.
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c. Capitd expenditures for equipment, including replacement equipment, other capitd
assts, and improvements which materidly increase the value or useful life of equipment
or other capital assets are alowable as adirect cost when approved by the awarding

agency.

Federa and state awarding agencies are authorized a their option to waive or delegate this
gpprova requirement.

d. Items of equipment with an acquisition cost of less than $1,000 (or subsequent threshold
established by state law) are considered to be supplies and are alowable as direct costs
of Federd pass-through or state awards without specific awarding agency approval.

e. The unamortized portion of any equipment written off as aresult of achangein
capitdization levels may be recovered by (1) continuing to claim the otherwise dlowable
use alowances or depreciation charges on the equipment or by (2) amortizing the
amount to be written off over a period of years negotiated with the cognizant agency.

f. When replacing equipment purchased in whole or in part with Federd or state funds, the
governmenta unit may use the equipment to be replaced as atrade-in or sdl the
property and use the proceeds to offset the cost of the replacement property. In
addition, subject to the prior written approva of the state awarding agency, a
capitdization fund may be established to fund the acquigition of replacement or improved
equipment.

Recipients must adher e to the state procurement requirements established in the
Uniform Grant Management Standards, Grant Administration Section, Subpart C
(36) Procurement, during the acquisition process to ensur e reasonable cost.

21. Fines and pendlties. Fines, pendties, damages, and other settlements resulting from
violations ( or dleged violations) of, or failure of the governmenta unit to comply with,
Federd, State, loca, or Indian tribal laws and regulations are unallowable except when
incurred as aresult of compliance with specific provisons of the Federd or state award or
written ingtructions by the awarding agency authorizing in advance such payments.

22. Fund raising and investment management coss.

a. Codts of orgenized fund raising, induding financid campaigns, solicitation of gifts and
bequests, and smilar expenses incurred to raise capitd or obtain contributions are
unallowable, regardless of the purpose for which the funds will be used.

b. Costs of investment counsd and staff and similar expenses incurred to enhance income
from investments are unalowable. However, such costs associated with investments
covering pension, saf-insurance, or other funds which include Federd or state
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participation alowed by this Circular are dlowable.

¢. Fund raising and investment activities shall be alocated an appropriate share of indirect
costs under the conditions described in subsection C.3.b. of Attachment A.

23. Gains and losses on disposition of depreciable property and other capital assets and
subgtantia relocation of Federd or Sate programs.

a. (1) Gainsand losses on the sdle, retirement, or other disposition of depreciable property
shall be included in the year in which they occur as credits or charges to the asset cost
grouping(s) in which the property was included. The amount of the gain or lossto be
included as a credit or charge to the appropriate asset cost grouping(s) shdl be the
difference between the amount redlized on the property and the undepreciated basis of

the property.

(2) Gains and losses on the disposition of depreciable property shal not be recognized
as a separate credit or charge under the following conditions:

(@ Thegain or lossis processed through a depreciation account and is reflected in
the depreciation alowable under sections 16 and 20.

(b) The property is given in exchange as part of the purchase price of asmilar item
and the gain or lossis taken into account in determining the depreciation cost
badis of the new item.

(©) A lossreaults from the falure to maintain permissible insurance, except as
otherwise provided in subsection 26.d.

(d) Compensation for the use of the property was provided through use dlowancesin
lieu of depreciation.

b. Substantia relocation of Federd or state award from a facility where the Federd
Government or dtate participated in the financing to another facility prior to the expiration
of the useful life of the financed facility requires Federd or state agency approvd. The
extent of the relocation, the amount of the Federa or sate participation in the financing,
and the depreciation charged to date may require negotiation of space charges for
Federa or state awards.

c. Gains or losses of any nature arising from the sale or exchange of property other than the
property covered in subsection a, e.g., land or included in the fair market vaue used in
any adjustment resulting from arelocation of Federa or state awards covered in
subsection b. shdl be excluded in computing Federa or State award cogts.
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24. Generd government expenses.

a The genera costs of government are unallowable (except as provided in section 43).

Theeinclude

(1) Salaries and expenses of the Office of the Governor of a State or the chief executive
of apolitical subdivision or the chief executives of federaly-recognized Indian triba
governments,

(2) Sdaries and other expenses of State legidatures, triba councils, or smilar local
governmental bodies, such as county supervisors, city councils, school boards, etc.,
whether incurred for purposes of legidation or executive direction;

(3) Codt of the judiciary branch of a government;

(4) Cost of prosecutorid activities unless treated as adirect cost to a specific program
when authorized by program regulations (however, this does not preclude the
dlowahility of other legd activities of the Attorney Generd); and

(5) Other generd types of government services normdly provided to the generd public,
such asfire and police, unless provided for as adirect cost in program regulations.

b. For federdly-recognized Indian triba governments and Councils of Governments
(COGS), the portion of sdaries and expenses directly attributable to managing and
operating Federd or ate programs by the chief executive and his staff is dlowable.

25. Idlefacilities and idle capacity.
a Asusad in this section the following terms have the meanings set forth below:

(1) "Fecilities" means land and buildings or any portion thereof, equipment individualy or
collectively, or any other tangible capital asset, wherever located, and whether owned
or leased by the governmenta unit.

(2) "Idlefacilities’ means completdy unused facilities that are excess to the governmentd
unit's current needs.

(3) "Idle capacity” means the unused capacity of partidly used facilities. It isthe
difference between (a) that which afacility could achieve under 100 percent
operating time on a one-shift basis |ess operating interruptions resulting from time lost
for repairs, setups, unsatisfactory materials, and other norma delays and (b) the
extent to which the facility was actualy used to meet demands during the accounting
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period. A multi-shift basis should be used if it can be shown that this amount of usage
would normaly be expected for the type of facility involved.

(4) "Cod of idlefacilities or idle capacity” means costs Such as maintenance, repair,
housing, rent, and other related costs, e.g., insurance, interest, and depreciation or
use alowances.

b. The costs of idle facilities are unallowable except to the extent that:
(1) They are necessary to meet fluctuations in workload; or

(2) Although not necessary to meet fluctuationsin workload, they were necessary when
acquired and are now idle because of changes in program requirements, effortsto
achieve more economical operations, reorganization, termination, or other causes
which could not have reasonably been foreseen. Under the exception stated in this
subsection, costs of idle facilities are alowable for areasonable period of time,
ordinarily not to exceed one year, depending on the initigtive tekento use, lease, or
dispose of such facilities If therecipient anticipatesincurring costs of idle
facilitiesfor morethan six months, the recipient must include this cost in the
indirect cost plan showing an explanation of the actions taken to minimize or
eliminate theidlefacility costs.

c. The codts of idle capacity are normal costs of doing business and are afactor in the
normd fluctuations of usage or indirect cost rates from period to period. Such costs are
alowable, provided that the capacity is reasonably anticipated to be necessary or was
originaly reasonable and is not subject to reduction or eimination by use on other
Federa or state awards, subletting, renting, or sale, in accordance with sound business,
€conomic, or security practices.

Widespread idle capacity throughout an entire facility or among a group of assets having
subgtantialy the same function may be consdered idle facilities.

26. Insurance and indemnification.

a. Costs of insurance required or gpproved and maintained, pursuant to the Federd or State
award, are allowable.

b. Cods of other insurance in connection with the generd conduct of activities are
dlowable subject to the following limitations.

(1) Types and extent and cost of coverage are in accordance with the governmental
unit's policy and sound business practice.
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(2) Codts of insurance or of contributions to any reserve covering therisk of loss of, or
damage to, Federd Government or state property are unalowable except to the
extent that the awarding agency has specificaly required or approved such cogs.

¢. Actud losses which could have been covered by permissible insurance (through a sdif-
Insurance program or otherwise) are undlowable, unless expresdy provided for in the
Federal or state award or as described below. However, the Federa Government will
participate in actual losses of a sdf insurance fund that are in excess of reserves.

Costsincurred because of losses not covered under nomind deductible insurance coverage
provided in keeping with sound management practice, and minor losses not covered by
insurance, such as spoilage, breskage, and disgppearance of smal hand tools, which occur
in the ordinary course of operations, are alowable. However, if such losses result in an
aggregate loss of $1,000 or more within a twelve month period, the grantee or subrecipient
may be required to reimburse the grantor agency.

d. Contributions to areserve for certain sdf-insurance programs including workers
compensation, unemployment compensation, and severance pay are alowable subject to
the following provisons.

(1) Thetype of coverage and the extent of coverage and the rates and premiums would
have been dlowed had insurance (including reinsurance) been purchased to cover the
risks. However, provison for known or reasonably estimated sdf-insured liabilities,
which do not become payable for more than one year after the provison is made,
shall not exceed the discounted present value of the liability. The rate used for
discounting the ligbility must be determined by giving congderation to such factors as
the governmental unit's settlement rate for those liabilities and itsinvestment rate of
return.

(2) Earnings or investment income on reserves must be credited to those reserves.

(3) Contributions to reserves must be based on sound actuaria principles using historical
experience and reasonable assumptions.

Reserve levels must be andlyzed and updated &t least biennialy for each mgor risk being
insured and taken into account any reinsurance, coinsurance, etc. Reserve levelsrelated
to employee-rdated coverages will normaly be limited to the value of dams (a)
submitted and adjudicated but not paid, (b) submitted but not adjudicated, and (¢)
incurred but not submitted. Reserve levels in excess of the amounts based on the above
must be identified and justified in the cost alocation plan or indirect cost rate proposa.

(4) Accounting records, actuaria studies, and cost dlocations (or billings) must
recognize any significant differences due to types of insured risk and losses generated
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by the various insured activities or agencies of the governmentd unit. If individua
departments or agencies of the governmenta unit experience sgnificantly different
levels of clamsfor aparticular risk, those differences are to be recognized by the use
of separate dlocations or other techniques resulting in an equitable alocation.

(5) Whenever funds are transferred from a saf-insurance reserve to other accounts (e.g.
generd fund), refunds shal be made to the Federd Government or state for its share
of funds transferred, including earned or imputed interest from the date of tranfer.

(6) All transactions must comply with state law.

e. Actud clams paid to or on behalf of employees or former employees for workers,
compensation, unemployment compensation, severance pay, and smilar employee
benefits ( e.g., subsection 11.f. for post retirement hedth benefits), are dlowable in the
year of payment provided (1) the governmenta unit follows a consstent costing policy
and (2) they are dlocated as a generd adminigtrative expense to dl activities of the
governmentd unit. The state awarding agency may require that copies of clams paid be
submitted for review prior to dlowing recovery of codts.

f. Insurance refunds shdl be credited againgt insurance costs in the year the refund is
received.

0. Indemnification includes securing the governmenta unit againg liabilities to third persons
and other losses not compensated by insurance or otherwise. The Federd Government
or daeis obligated to indemnify the governmentd unit only to the extent expresdy
provided for in the Federd or state award, except as provided in subsection d.

h. Costs of commercid insurance that protects againgt the costs of the contractor for
correction of the contractor's own defects in materias or workmanship are unalowable.

i. Costs of insurance on thelives of trustees, officers, or other employees holding
positions of smilar responsbility are unallowable if the organization is named as
the beneficiary.

27. Interest.

a Cogtsincurred for interest on borrowed capital or the use of agovernmenta unit's own
funds, however represented, are unallowable except as specifically provided in
subsection b. or authorized by Federd or state legidation.

b. Financing codts (including interest) paid or incurred on or after the effective date of the
Circular asociated with the otherwise alowable costs of building acquigtion,
construction, or fabrication, reconstruction or remodeling completed on or after October
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1, 1980 is dlowable, subject to the conditionsin (1)-(4). Financing codts (including
interest) paid or incurred on or after the effective date of this Circular associated with
otherwise alowable costs of equipment is alowable, subject to the conditionsin (1)-(4).

(2) Thefinancing is provided (from other than tax or user fee sources) by abonafide
third party externd to the governmentd unit;

(2) The assets are used in support of Federd or state awards,

(3) Earnings on debt service reserve funds or interest earned on borrowed funds pending
payment of the congtruction or acquisition costs are used to offset the current period's
cost or the capitaized interest, as gppropriate. Earnings subject to being reported to
the Federa Interna Revenue Service under arbitrage requirements are excusable.

(4) Governmentd units will negotiate the amount of alowable interest whenever cash
payments (interest, depreciation, use alowances, and contributions) exceed the
governmenta unit's cash payments and other contributions attributable to that portion
of real property used for Federd or state awards.

28. Lobbying. The cost of certain influencing activities associated with obtaining grants,
contracts, cooperative agreements, or loans is an undlowable cost. Lobbying with respect to
certain grants, contracts, cooperative agreements, and loans shal be governed by the common
rule, "New Redtrictions on Lobbying” published at 55 FR 6736 (February 26, 1990), including
definitions, and the Office of Management and Budget " Government-wide Guidance for New
Restrictions on Lobbying" and notices published at 54 FR 52306 (December 20, 1989), 55
FR 24540 (June 15, 1990), and FR 1772 (January 15, 1992), respectively.

a. Costs paid from grant funds associated with the following activitiesare
unallowable:

1. Attemptsto influence the outcomes of any federal, state, or local eection,
referendum, legidation, initiative, or smilar procedure, through in kind or cash
contributions, endowments, publicity, or similar activity. Personnel travel or other
costs of employees or board membersfor thistype of activity isalso unallowable;
2. Egtablishing, administrating, contributing to, or paying the expenses of a political
party, campaign, political action committee, or other organization influencing the
outcomes of elections,

a. Any attempt to influence:

1. Theintroduction of federal or state legidation, or
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2. The enactment or modification of any pending federal or state legidation
through communication with any member/employee or Congress/'state
legidature, or with any gover nment official/employee in connection with a
decision to sign or veto enrolled legidation, by preparing, distributing, or
using publicity/propaganda, or by urging members of the general public or any
segment thereof to contribute to or to participate in any mass demonstration,
mar ch, rally, fund-raising drive, lobbying campaign or letter writing or
telephone campaign, or

3. Legidative liaison activities, including attendance at legidative sessions or
committee hearings, gathering information regarding legidation, coor dinating
the communication of board membersand other organization memberswith a
member/employee of the Congress/state legidature, and analyzing the effects
of legidation, when such activitiesare carried on in support of or in knowing
preparation for an effort to engage in unallowable lobbying.

29. Maintenance, operations, and repairs. Unless prohibited by law, the cost of utilities,
insurance, security, janitoria services, eevator service, upkeep of grounds, necessary
maintenance, norma repairs and dterations, and the like are alowable to the extent that they:
(1) keep property (including Federd property, unless otherwise provided for) in an efficient
operating condition, (2) do not add to the permanent value of property or gppreciably prolong
itsintended life, and (3) are not otherwise included in rental or other charges for space. Costs
which add to the permanent vaue of property or gppreciably prolong its intended life shal be
treated as capita expenditures (see sections 16 and 20).

30. Materids and supplies. The cost of materials and suppliesis dlowable. Purchases should
be charged at their actua prices after deducting al cash discounts, trade discounts, rebates,
and alowances received. Withdrawas from genera stores or stockrooms should be charged
a cogt under any recognized method of pricing, consistently applied. Incoming transportation
charges are a proper part of materias and supply costs.

31. Memberships, subscriptions, and professiond activities.
a Codts of the governmentd unit's memberships in business, technica, and professond
organizations are dlowable. However, the following limitations shall be followed to

ensure the member ship costs are consistent with other organizations, are
reasonable, and allowable:

1. Recipients must select the lowest level of member ship available to obtain the
necessary benefits. Benefits of the membership asit relatesto all or specific
programs must be identified and documented.

2. Additional charges, such as special assessments and initiatives, must be
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direct billed if program specific or included in indirect costsif they benefit all
programs.

3. Costs of member ship in organizations substantially engaged in lobbying are
unallowable. Except as authorized by law no funds shall be expended in
payment of member ship duesto an organization on behalf of therecipient or
an employee of an recipient if the organization paysall or part of the salary of
aperson required to register under Chapter 305, Government Code.

b. Costs of the governmental unit's subscriptions to business, professona and technica
periodicas are dlowable.

c. Costs of meetings and conferences where the primary purpose is the dissemination of
technicd information, including medls, transportation, renta of meeting facilities, and
other incidental costs are allowable. These costs must meet the general tests of
allowability and the applicable travel cost regulations.

d. Cogts of membership in civic and community, socid organizations are dlowable asa
direct cogt with the approvd of the Federa or state awarding agency.

e. Cods of membership in organizations substantialy engaged in lobbying are unalowable.

32. Motor pools. The cods of a service organization which provides automobiles to user
governmenta units a amileage or fixed rate and/or provides vehicle maintenance, inspection,
and repair services are dlowable.

33. Pre-award costs. Pre-award costs are those incurred prior to the effective date of the
award directly pursuant to the negotiation and in anticipation of the award where such costs
are necessary to comply with the propped delivery schedule or period of performance. Such
costs are dlowable only to the extent that they would have been dlowableif incurred after the
date of the award and only with written gpprova of the awarding agency. The approval shall
specify the period allowed for incurring costs and the type of costs allowed.

34. Professiona and consultant service codts.

a Cog of professona and consultant services rendered by persons or organizations that
are members of a particular profession or possess a speciad skill, whether or not officers
or employees of the governmenta unit, are alowable, subject to section 15 when
reasonable in relation to the services rendered and when not contingent upon recovery
of the costs from the Federa Government. State agencies should see Chapter 2254,
Texas Government Code, for detailed provisions related to selection of consultants and
professond services.
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b. Retainer fees supported by evidence of bona fide services available or rendered are
dlowable.

In determining the allowability of professional service costs, no single factor or any
gpecial combination of factorsis necessarily determinative. However, the following

factorsareréeevant:

(1) The nature and scope of the servicerendered in relation to the service
required;

(2) The qualifications of theindividual or concern rendering the service;

(3) The necessity of contracting for the service considering the organization's
capability in the particular aresas;

(4) The past pattern of such costs; particularly in theyearsprior to receiving
state awards,

(5) Whether the services can be performed more economically by direct
employment rather than contracting; and

(6) To ensurereasonable costs, the contractual and consultant services must be
procured following the state procurement guidelines requirements established
in the Uniform Grant Management Standar ds, Grant Administration Section,
Subpart C (36) Procurement.

In addition, the signed contract controls how payments are made. For example, if
consultants are budgeted on an hourly rate, documentation of time and effort shall
includethat rate structure. To simply describe the servicesor products delivered at
the end of the contract period isnot sufficient. If the intent isto cost the final
product, the budget line-item and the consultant agreement shall be structured to
reflect that intent. In addition, costs of retainer feesto the allowable professional
service provider must be supported by evidence of bona fide services available or
rendered.

Costs of hiring non-employee accountants, consultants, and lawyer sto dispute
funding agency audits, reviews or monitoring reports shall require approval from
the funding program or oversight agency. Such costs shall be considered direct
costsand are not allowable asindirect costs.

35. Proposal costs. Costs of preparing proposals for potential Federal or state awards are
alowable. Proposa costs should normally be treated as indirect costs and should be allocated
to dl activities of the governmenta unit utilizing the cost dlocation plan and indirect codt rate
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proposal. However, proposa costs may be charged directly to Federa or state awards with
the prior approva of the Federd or state awarding agency.

36. Publication and printing cogts. Publication cogts, including the cogts of printing (including
the processes of composition, plate-making, press work, and binding, and the end products
produced by such processes), digtribution, promotion, mailing, and generd handling are
dlowable.

37. Rearrangements and aterations. Costs incurred for ordinary and norma rearrangement and
dteration of facilities are dlowable.

Specia arrangements and dterations costs incurred specificaly for some Federd or Sate
awards are alowable with the prior approval of the Federa or state awarding agency.

38. Reconverson cogts. Cogtsincurred in the restoration or rehabilitation of the governmental
unit's facilities to goproximatdly the same condition existing immediately prior to
commencement of Federa or state awards, less costs related to norma wear and tear, are
alowable subject to prior gpprova of the awarding agency.

39. Rentdl codts.

a Subject to the limitations described in subsections b. through d. of this section, rental
costs are alowabl e to the extent that the rates are reasonable in light of such factors as.
renta costs of comparable property, if any; market conditionsin the areg; dternatives
available; and, the type, life expectancy, condition, and vaue of the property leased.
Rationale for rental choices must be properly documented.

b. Rentd costs under sale and leaseback arrangements are alowable only up to the amount
that would be dlowed had the governmenta unit continued to own the property.

C. Renta cogts under lessthan-arms-length leases are alowable only up to the amount that
would be alowed had the title to the property vested in the governmental unit. For this
purpose, less-than-arms-length leases include, but are not limited to, those where:

(1) One party to the leaseis able to control or substantialy influence the actions of the
other;

(2) Both parties are parts of the same governmentd unit; or

(3) The governmentd unit creates an authority or smilar entity to acquire and lease
facilities to the governmenta unit and other parties.

d. Rental costs under leases which are required to be treated as capital leases under GAAP
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are dlowable only up to the amount that would be alowed had the governmentd unit
purchased the property on the date the lease agreement was executed. This amount
would include expenses such as depreciation or use alowance, maintenance, and
insurance. The provisons of Financia Accounting Standards Board Statement 13 shall
be used to determine whether alease is a capita lease. Interest costs related to capital
leases are dlowable to the extent they meet the criteriain section 27.

40. Security depodits. Outlays for security deposits (e.g., rent, utilities, equipment rental) when
required to carry out an authorized program are alowable. These outlays will be shown as
"assats' until returned to the grantee. Any fund returned to guarantee or sub-recipient shall be
treated as program income in the year recovered.

41. Taxes.

a Taxesthat agovernment unit is legaly required to pay are dlowable, except for sdif-
assesd taxes that disproportionately affect Federa programs or changesin tax policies
that disproportionately affect Federd programs. This provision becomes effective for
taxes paid during the governmenta unit' sfirst fiscal year that begins on or after January
1, 1998, and applies thereafter.

b. Gasoline taxes, motor vehicle taxes, and other taxes that are in effect user feesfor
benefits provided to the State or Federd Government are dlowable.

c. Thisprovison does not restrict the authority of Federa agencies to identify taxes where
Federd participation is ingppropriate. Where the identification of the amount of
unalowable taxes would require an inordinate amount of effort, the cognizant agency
may accept a reasonable approximation thereof.

42. Training. The codts of training provided for employee development is dlowable.

a. In reviewing training cost, the following factor s should be considered to ensure
cost reasonableness and consistency:

1. Thetraining or education costs are consistently incurred pursuant to an
established training and education program, and,;

2. The course or degree pursued, if applicable, isrelated to thefield in which the
employee is now working or may reasonably be expected to work.

Cogs of preparation and maintenance of an instruction program including but not
limited to on-the-job, classroom, and apprenticeship training, designed for
vocational effectiveness of employees, are allowable. These costs may include
training materials, text books, salaries or wages of trainees. They may also include
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training materials, salaries of the director of the training and staff when the
training program is conducted by the organization; or tuition and feeswhen the
training isan ingtitution not operated by the or ganization.

Costs of part-time education at an undergraduate or postgraduate college level,
including that provided at the organization's own facilities, are allowable only when
the course or degree pursued isrelativeto thefield in which the employee is now
working or may reasonably be expected to work. These costs arelimited to the
following:

1. Training materials,
2. Textbooks;

3. Fees charged by the educational institution such as college, junior college, or
univer sities;

4. Tuition charged by the educational ingtitution, or in lieu of tuition, instructors
salariesand therelated share of indirect costs of the educational institution to
the extent that the sum thereof isnot in excess of the tuition which would
have been paid to the participating educational ingtitution; and

5. Salaries and related costs of instructorswho are employees of the
organization;

6. When obtaining training other than from an educational institution, recipients
shall use state procurement rules stated in the Uniform Grant M anagement
Standards, Grant Administration Section, Subpart C (36) Procurement.

43. Travel codts.

a Generd. Travel cogts are dlowable for expenses for trangportation, lodging, subsistence,
and rdlated items incurred by employees traveling on officid business Funds expended
for travel should be used judicioudy, and only for the public purpose tar geted by
the grant or contract. Such costs may be charged on an actua cost basis, on a per
diem mileage bagisin lieu of actud costs incurred, or on a combination of the two,
provided the method used is applied to an entire trip, and results in charges cons stent
with those normaly adlowed in like circumgatancesin non-federdly and non-dtate-
sponsored activities unless state law prescribes otherwise. Notwithstanding the
provisons of Section 24, travel costs of officias covered by that section, when
specificaly related to Federd or state awards, are adlowable with the prior gpprova of a
grantor agency.
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b. Lodging and subsistence. Codtsincurred by employees and officersfor travel, including
costs of lodging, other subsistence, and incidental expenses, shall be considered
reasonable and alowable only to the extent such costs do not exceed charges normally
dlowed by the governmenta unit in its regular operations as aresult of the governmental
unit's palicy. (That is, the grantee's policies). In the absence of awritten
governmentd unit policy regarding travel codts, the rates and amounts established under
subchapter 1 of Chapter 57 of Title 5, United States Code "Travel and Subsistence
Expenses, Mileage Allowances," or by the Administrator of Generd Services, or the
President (or his designee) pursuant to any provisions of such subchapter or as
otherwise directed by state law shdl be used as guidance for travel under Federal and
state awards (41 U.S.C. 420, "Travel Expenses of Government Contractors').

The governmental unit travel policy shall observerestriction similar to the State of
Texas Travel Allowance Guide.

State travel regulations set limitations on reimbur sements that should be followed
when reimbur sement is made from state grant or contract funds.

a. Lodging and mealswithin the State of Texas. Reimbursement isto be based on
actual expenses but may not exceed the State of Texas Travel Allowance Guide.

b. Lodging and meal when traveling outside of the State of Texas. Reimbur sement
isto be based on actual expenses but may not exceed the maximum established
in the federal General Services Administration travel regulations.

c. Mileagerates are also established by the State of Texas Travel Allowance
Guide and the federal General Service Administration travel regulations.

Thissametrave provison should be used for board members.

In the event the director or therecipient agency deter mines on a case-by-case
basisthat unique circumstances cause lodging or meal expensesto exceed the
state or federal maximums, the director may authorize an employeeto be

reimbur sed an amount above the stated limit, but not to exceed actual, documented
costs.

c. Commercid air travel. Airfare cogtsin excess of the customary standard ( coach or
equivaent) arfare, are unallowable except when such accommodations would: require
circuitous routing, require travel during unreasonable hours, excessively prolong trave,
greatly increase the duration of the flight, result in increased cost that would offset,
trangportation savings, or offer accommodations not reasonably adequate for the
medica needs of the traveler. Where a governmenta unit can reasonably demondrate to
the awarding agency either the nonavailability of cusomary standard airfare or Federd
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or state government contract airfare for individud trips or, on an overdl basis, thet it is
the governmenta unit's practice to make routine use of such arfare, specific
determinations of nonavailability will generdly not be questioned by the Federd
Government or state awarding agency, unless a pattern of avoidance is detected.
However, in order for airfare costs in excess of the customary standard commercid
arfareto be dlowable, eg., use of firg-class arfare, the governmenta unit must justify
and document on a case-by-case basis the applicable condition(s) set forth above.

d. Air travel by other than commercia carrier. Cost of travel by governmenta unit-owned,
leased, or chartered aircraft, as used in this section, includes the cost of lease, charter,
operation (including personnd costs), maintenance, depreciation, interest, insurance, and
other related costs. Costs of travel via governmenta unit-owned, -leased, or -chartered
arcraft are undlowabl e to the extent they exceed the cost of alowable commercid air
travel, as provided for in Subsection c.

e. Board Member Activitiesand Travel Cost.

Board member activitiesand travel costs are allowable chargesto the indirect cost
pool if thetravel costsareincurred in compliance with the regulation above.

In addition to thetravel costsregulation, the following criteria should be applied in
determining if the cost isreasonable and necessary:

1. The activity or event provides specific benefits, and is necessary for the efficient
adminigtration of the programs. The necessary criteria will consder whether the
activity isrequired for the board member to fulfill hisor her responsbilities.
Thismust be documented on the supporting documentation, and;

2. The cost of attending the activity or event isreasonable.

44, Under recovery of costs under Federa or state agreements. Any excess costs over the
Federd or state contribution under one award agreement are undlowable under other award
agreements.

45, Other Unallowable Costs

a. Goods and servicesfor personal use and housing and living expenses of a
recipient's officersare unallowable.

b. Organization-fur nished automobiles

1. Costs associated with the business use of or ganization-fur nished automaobiles
are allowable cogtsif therecipients comply with the following requirements:
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a. The cost of the automobile isreasonable. A reasonably priced automobile
will be considered onethat costslessthat the I nternal Revenue Service
definition of luxury vehicles. In the deter mination of reasonableness, the
General Service Commission rulesregarding purchase or lease of
automobiles should also be considered.

b. Business useis properly documented by mileage logs. Mileage log
documentation shall show the portion of the cost attributable to business
and personal use. Theselogs shall be used to deter mine the_allowable
portion of the automobiletotal cost.

c. Costs associated with the per sonal use of or ganization-fur nished
automobiles are not allowed.

c. Cost associated with the personal use of or ganization-furnished automobiles are
not allowed.

d. Relocation Costs
1. Thefollowing recruiting costs are allowable:

a. Reimbur sement for fees and other costs associated with acquiring a new
home;

b. Reimbursement for loss on the sale of a former home;

c. Reimbursement for continuing mortgage principal and interest paymentson
a house being sold; and

d. Reimbursement for income taxes paid by an employee related to
reimbur sed relocation costs;
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