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1.1 Purpose. The purpose of this manual is to provide policies and.
procedures necessary for the ‘Bureau to establish and maintain a formal- pro-
cess for responding to audit reports which includes follow-up corrective
action. This directive applies to audits performed by the Office of Inspec—
: tor General (O0IG), "independent public: accountants under cognlzant 3531gn—
“ments of the 0IG, and the General Accounting O0ffice (GAO). : :

1.2 Authority. This manual is issued pursuant to the provisions of the
Inspector General Act of 1978 (92 Stat. 1101); The Single Audit Act of 1984
(Pub. L. 98-502); 0ffice of Management and Budget (OMB) Circulars = A-50,
A-73 A-128, A~110 and A-123; the Supplemental Appropriations and Rescissions
Act of 1980 (Pub. L. 96-304); Parts 360 and 361 of the Department Manual;

43 CFR Part ‘12 and authority delegated to the Assistant Secretary - Indian
Affairs in accordance with 209 DM 8. ) .

1.3 Policy. It is the policy of the Bureau of Indian Affairs to give prompt
and objective consideration to the findings, recommendations, and suggestions
contained in audit reports., All reports will be addressed in accordance with
this policy by the offices responsible for the programs, functiouns, and acti-
vities addréssed in-the audit reports. All time constraints shall “be consis-
tent with legislative and/or Executive mandates and with Bureau requirements.
Failure to implement and inforce standards of performance for audlt resolution
shall result in appropriate personnel actions. - :

1.4 References. The following information should be referenced when guid-
ance is needed to process audit reports. e

A, Inspeétor General Act of 1978. This Act establishes objectives to
promote economy, efficiency, and effectiveness in the administration of
programs and operations of the Department of the Interior; to prevent and
detect waste, fraud, abuse, and mismanagement in such programs and opera—
tions; and to keep the Secretary and Congress informed about problems and
deficiencies relating to the administration of such programs as well as the
necessity for corrective actions,.

B, Office of Management and Budget Circular A-50. This OMB Circular
provides the policies and procedures for use by Executive Agenclies when
considering audit reports prepared by the organizations identified in l.l of
this Manual. These OMB policies and procedures define and outline the follow—
up and tracking required on audit recommendations. In accordance with this
circular, the Bureau is expected to provide timely and objective consideration
of and action on audit findings and recommendations within six months of
issuance.

C. Office of Management and Budget Circular A-73. This circular sets
forth policies to be followed during the conduct of an audit of Federal opera~
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tions and programs. Its objectives are to promote improved audit practices,
achieve more efficient use of audit staff, improve coordination of audits, and
require the application of audit standards issued by the Cowmptroller General.

, D. Single Audit Act Of 1984 {(Pub., L. 98-502). This law establishes the
_ audit.requirements for State, local and Indian tribal governments that receive
Federal assistance. It requires that financial and compliance audits of organi-
.zations receiving  federal.. assistance be made by independent  auditors on an
entity-wide basis rather than on an individual grant or contract award basis.

E. Office of Management and Budget Circular A-128. This Circular is pur-
suant to Public Law, 98-502. It establishes audit requirements for State and
local governments that receive Federal aid, and defines Federal responsibili-
ties for implementing and monitoring those requirements.

F. 43 CFR Part 12. This regulation defines. the Department's responsi-
bility for monitoring and implementing Public Law 98-502 and OMB Circular
A-128.

G. Office of Management and Budget Circular A-123. This Circular sets
the standards for internal controls and directs each Federal agency to review
and update its present system of control, and provides for periodic reviews
thereafter by entities not directly involved with .the agency's business. It
should be noted that internal audits are not a substitute for internal control
. responsibilities of Bureau programs and operatiomns. Administrators shall con-
tinue to provide adequate organization, policy, day-~to-day operating proce-
dures and administrative reviews.

H. Departmental Manual Part 360, Departmental Audits. These instructions
provide guidelines and procedures for implementing the duties and responsi-
bilities -for audits of programs and operations of the Department, as required
by the Imspector General Act of 1978. - - :

I. Departmental Manual Part 361, Audit Followup. This directive imple-
ments the provisions of OMB Circular A-50. It provides policies and procedures
for use by Departmental organizations when responding to audit rteports issued
by the Inspector General.

1.5 Types of Audits

A. FExternal Audits. These are audits of non-Bureau activities, such as
non—-federal programs conducted by governments, contractors, grantees, conces—
sioners, and lessees. It also includes audits of revenue produciog activities
such as mineral leasing, timber sales, and other sources of income generated
from public or trust lands. These reports are classified according to their
purpose and include: Interim and Final Cost Audits; Indirect Cost Proposal
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Audits; Preaward Audits; A-128 Attachment P Audits; Contractor Claims and
Costs Incurred Audits; Post Award Audits; and Contract Price Proposal Audits.
Further explanation and definition of the contractual audits may be . found in
Title 41 of the Code of Federal Regulations. Draft reports are not issued for
external audits. The Bureau has 90 days to respond to the flndings and
recommendations contained in the external audit report._ o -

B. Internal Audit Reports. These are audits of- specific Bureau pro-
grams, activities, and functions conducted by the O0IG to furnish information
on the effectiveness, efficiency and economy of Bureau programs; to determine
if programs are conducted in ecompliance with laws, regulations, and Department
or Bureau policies, and to determine if financial operations are properly
conducted., Internal reports are usually i1ssued in two phases., The auditor
usually issues a draft report for comments before issuing the final .report.
The Bureau is usually given 30 days to respond to a draft report. After .the
QIG reviews the Bureau's response to the draft audit report, the final audit
report is issued. The final report refleets any corrections, revisions,
additions and -.deletions provided in the Bureau's response. ~The Bureau has
60 days to respond to the findings and recommendations contained in the final
audit report. ' '

C. General Accounting Office (GAD) Audits. This is a special type of
internal audit that is performed and issued by the GA0O to the Department.
The Bureau's role is normally to provide comments to the Department on issues

‘that affect the Bureau and thereafter -comply with the -directions issued by

the Department. Part 361 of the Department Manual fully outlines the audit
process and responsibilities. o _—

1.6 Definitions. The following definitions are applicable to Bureau audit
reports. - . . -

A, Closed Audit. An audit is clésed éfter the 0IG ihfbrmé the Bureau
that it agrees that all findings and recommendations are implemented.

B. Collateral Respondent. The collateral respondent is an of fiical who
provides remarks to the lead respondent to address aspects of the audit for
which it has responsibility. ‘

C. Cognizant Audit Agency. The Federal agency that is assigﬁed audit
responsibility by the OMB for a particular recipient organization.

D. Implementation of Corrective Actions. The implementation of correc—
tive actions occurs when the Bureau actually takes certain actions to resolve
the audit.
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E. Lead Respondent, The lead respondent is the official assigned
primary responsibility to prepare the Bureau's response to the audit report.
This individual is held accountable for providing -a timely and comprehensive
document that is prepared in the format outlined in Section 2 of this manual.

F. Resolved Audit. An audit is resolved after the OIG/PBA has reviewed
the Bureau's audit response and has agreed with the Bureau that all fiondings
and recommendations are adequately addressed. This does not necessarily mean
that all® actions taken to resolve the findings and recommendations have been
completed, but only that the Bureau has agreed to take the action.

1.7 Responsibilities.

A. Assistant Secretary — Indian Affairs. The Assistant Secretary -
Indian Affalrs through the Bureau Audit Liaison Officer is respomsible for
Bureauwide audit policies and procedures.

B. Audit Liaison Officer. The Deputy to the Assistant Secretary -
Indian Affairs (Operations) is the Bureau Audit Liaison Officer (ALO). The
Audit Liaison Officer: :

(1) Designates lead and collateral respondents for preparation of
thg‘Bureau‘s response Lo specific audit reports.

(2) Assures that the performance standards for all appropriate
management officials contain factors that reflect accountability for resolv-—
-ing resolving audit and implementing corrective actiom in accordance with
the policy stated in 1.3 above. :

(3 Provides semiannual rteports to the Assistant Secretary -
Policy, Budget and Administration on the status of all unresolved audit
recommendations over six months old. .

(4) Provides for periodic analysis of audit recommendatiouns, reso~
lution, and corrective actiom, to determine trends and problems, and toO
recommend solutions.

(5) Provides for periodic evaluations of whether the audit follow—
up system results in efficlent, prompt, and proper resolution and corrective

action on audit recommendations.

C. Lead Respondent. The designated lead respondent:

(1) Secures comments from other organizations, as required.
(2) Prepares the Audit Response {see Section 2) and attaches the

appropriate support documentation, e.g., Findings and Determinations and
Bill for Collection.
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(3) Transmits the response for external audits directly to the OIG
provided the report has not been referred to the Office of Policy, Budget
and Administration for resolution. See Illustration 1 for a sample trans-
mittal memorandum.

(4) Prepares the transmittal memorandum for signature of the
Deputy to the Assistant Secretary = Indian Affairs (Operations) forwarding
the audit response to the appropriate agency for all internal reports and for
external reports that have been referred to the Office of Policy, Budget and
Administration for resolutioun. See Illustration 2 for a sample memorandum.

(5) Ensures audits are answered by the dates established by the
audit agency or the Audit Liaisom Officer.

(6) Provides quarterly audit status reports by the last day of the
quarter, beginning with September 30, 1986, (See Section 3.1A). Form BIA-1403
will be used to provide the data.

(7) Provides a. semiannual report to the Audit Liaison Officer
covering the status of all audits in the implementation phase, resolved but
not closed (See Section 3.1B). Form BIA-1404 will be used for the report.

D. Collateral Respondent. The collateral respondent provides sub—
stantive and timely comments and supporting documentation to the lead
respondent by the date established by the Audit Liaison Officer or lead
respondent. If the collateral respondent is asked to provide input to
specific findings and recommendations he/she will follow the instructions
contained in Section 2., Negative responses are required if the collateral
respondent has no input.
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2. RESPONSE PROCEDURES

2.1 Audit Response Form BIA-1402.

A. The Form BIA-1402 (See Illustration 5) is the document used to
address audit recommendations contained in the report. For recommendations
contained in Preward Contracts Audits and all Contract Claim Audits see
Section 2.2 below. The form must include a verbatim statement of each
recommendation followed by a statement of concurrence oOr NONCONCUITENce.

(1) When the respondent concurs, the corrective action plan for
each recommendation must be recorded. The response must contain a concise
statement fully addressing each recommendation. The plan must include the
name of the Bureau official responsible for implementation or certification,
and the projected completion date. If the action has been completed, the
form must reflect the action officer's name and the date the action was
completed. -

{(2) When the res pondent' does not concur, the form must reflect
the specific reasons for nonconcurrence and supporting documentation must
be attached.

B. An example of a completed Form BIA-1402 is included in the Illus-—
tration. Reproduction of Form BIA-1402 for local use is authorized.

C. Documentation. Supporting documentation is important and copies
of any correspondence, form, or document pertinent to the audit should be
attached to the audit response form as appropriate to clarify the response.

2.2 Response to Preaward Contract Audits and Cost Claim Audits. The re-
sponse must include a copy of the agreement made between the contracting
officer and the contractor. In addition, these reports must include coples
of the negotiated memorandum or a notice that the claim has been withdrawn
or submitted tc the Board of Contract Appeals.
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3. REPORTS

3.1 Reporting Requirement.

A, Unresolved Audit Report. This report is required of all designated
lead respondents who have not received notification from the O0IG or the
Deputy to the Assistant Secretary =~ Indian Affairs (Operations) that the
audit is resolved. The report must reflect the status of the audit as of the
last day of each report quarter, beginning with the September 30, 1986 report.
The report must be submitted to the Audit Liaison Officer on Fomm BIA-1403
(Illustration 3) no later than the fifth day after the end of the quarter.
The reproduction of Form BIA-1403 for local use is authorized. An example
of a completed report form is included in the Illlustration.

B. Semiannual Audit Report. This is a status report of all audit
findings, recommendations and proposed actions that have been accepted by
0IG or PBA and Bureau management, The report must be submitted on Form
BIA-1404 (see Illustration 4). A sample of a completed form is included
in the Illustration. The report is due to the Audit Liaison Officer by
April 1 and October 1 of each year. The report will be consolidated by the
Audit Liaison Officer to provide the Office of Policy, Budget and
Administration the Bureau's Semiannual Status Report.

Release 14-4, 9/26/86



DATE:

REPLY TO

ATTNOF:

SUBJECT:

TO:

14 BIAM
Illustration 1

"UNITED STATES GOVERNMENT

swer nemorandum

Response to Audit Report
Report No.

Appropriate Regional QIG Office

This is in response to your {date of auditor's memorandum transmitting

audit for response) memorandum concerning the above cited audit.

The Bureau's response to the above cited audit is attached. I trust this

information will resolve the audit. -

{Area Director's signature)

Attachments
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Ililustration 2

United States Department of the Interior

BUREAU OF INDIAN AFFAIRS
WASHINGTON, D.C. 20245

IN REPLY REFER TO:

- SAMPLE

Memorandum

To: Assistant Inspector General for Audits or
Office of Policy, Budget and Administration

From: Deputy to the Assistant Secretary — Indian Affairs (Operations)
Subject: Response to Audit Report, " {Subject of Audit) "y
Report No. .

This is in response to your (date of Auditor's memorandum transmitting audit
for response) memorandum concerning the above cited audit.

The Bureau's response, as provided for by the (name of Area 0ffice)
Area Office Director is attached., I trust this information will resolve
the audit.

Attachments
(attach audit response form and support NOTE: Use for internal audits
documents) and external audits that have

been forwarded to PBA for resol-
ution/implementation '
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United States Department of the Interior i
OFFICE OF THE SECRETA?{SX—""'” - o

Washington, D.C. 20240 o IR IR IR
August 29, 1997

Memorandum

To: All Holders of the Indian Affairs Manual

From: Deputy Assistant Secretary - Indian Affairs

Subject: Indian Affairs Manual Release 97-03: Part 5, Management Accountability and

Chapters 1 and 2 of Part 40, Law Enforcement

This release of the Indian Affairs Manual contains four chapters of Part 5, Management
Accountability. The first two chapters; Audits of Indian Affairs Operations and Single Audits, replace
14 BIAM, Audits, which is rescinded in its entirety. The other two chapters, Management Controls
and Annual Assurance Statements are new material. Only editorial corrections were received in
response to the exposure draft of this Part.

Also transmitted with this release are Chapters 1 and 2 of Part 40, Law Enforcement. The following
changes are made to the Law Enforcement chapters which were issued July 29, 1997;

1. 40 TAM 1.2 (C). Corrects the address for the Office of Law Enforcement Services.

2. 401AM 1.4, Amends the last sentence to more closely mirror language contained in
Law Enforcement regulations.

3. 40 IAM 2.18(B). Corrects a typographical error.

4, 40 IAM 2.19. Changes the time frame for submitting a written report on the Use of
Force from “three hours of the officer’s return to the police department” to “ within 24 hours after
the incident.” Also added is a requirement that the supervisor comply with Departmental
requirements on reporting the use of force. Those departmental requirements are proposed to be
included 1n 90 TAM 1, which is currently out in exposure draft.

s/ Michael J, Anderson
Deputy Assistant Secretary - Indian Affairs

s “EMEN

7Y ASSURAD



Supplemcents

98 STAT. 2334 PUBLIC LAW 98-502—0OCT. 19, 1984
ter, the Comptroller General shall, at the earliest practicable date,
notify in writing—
(1) the committee that reported such bill or resolution; and
“(2XA) the Committee on Governmental Affairs of the Senate
{in the case of a bill or resolution reported by a committee of the
Senate); or
“(B) the Committee on Government Operations of the House
of Representatives (in the case of a bill or resolution reported by
a committee of the House of Representatives).

31 USC 7307 “§ 7507, Effective date; report

“ta) This chapter shall apply to any State or local government
with respect to any of its fiscal years which begin after December 31,
1984,

(b} The Director, on or before May 1, 1987, and annually thereaf-
ter, shall submit to each House of Congress a report on eperations
under this chapter. Each such report shall specifically identify each
Federal agency or State or local government which 1s failing to
comply with this chapter.”.

Tennesses (b) The provisions of this Act shall not diminish or otherwise

}\3?‘:-‘ affect the authority of the Tennessee Valley Authority to conduct its

1 L.;é"."- own audits of any matter involving funds disbursed bv the Tennes-
skl .

note. see Valley Authority.

(¢) The table of chapters for subtitle V of title 31, United States
Code, ts amended by inserting after the item relating to chapter 73
the following new item:

*15. Requirements for Single Audith ..o ciees ceeceicenee. 10017,

Approved QOctober 19, 1984.

LEGISLATIVE HISTORY-S. 1510 (H.R. 4821

HOUSE REPORT No. 98-708 accompanying H.R. 482] Comm on Government
Operations).
SENATE REPORT No. 98-234 1Comm. on Governmental Affaire:
CONGRESSIONAL RECORD:
Vol. 129 11983): Nov 2, considered and passed Senate
Vol. 130 119841 Mayv 15, H.R. 482! considered and passed House; S 1310.
amended. passed in lieu.
Oct. 3. Senate concurred in House amendments with amend-
ments.
Oct 1, House concurred in Senate amendments




Filing Instructions:
Remove:

0 IAM 2, Index, Issued 07/29/97
14 BIAM, Audits

40 TAM 1, Authority and Responsnblhtles Issued 07/29/97
40 1AM 2, Law Enforcement Standards, Issued 07/29/97

Insert:

0 IAM 2, Index (1 page)
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5 TAM 2, Single Audits (6 pages and 3 Ilustrations)
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COMMENTS ON PART 5

NOTE: The following comments were received after the closing date and after the |IAM had
been put in the final clearance process. Although no changes were made to Part 5 as a
result of these comments, the points raised are discussed below.

Comment

Chapter 1: Audits of Indian Affairs
Operations:

1.20 Audit Close Qut: Clarification as to
when an audit is resolved versus when it
is closed should be provided. However,
the Office of Inspector General does not
routinely notify the agency when an audit
is closed. This creates a problem when
the audit files are to be properly disposed
of. The General Records Schedule and
the current 16 BIAM both indicate that the
records can be disposed of when the
audit is closed. Therefore, unless there
is some notification as to when the audit
is closed, the records cannot be disposed
of. (This same comment was made with
respect to section 2.14, Closure of
Audits.)

Chapter 2, Single Audits

2.9 (B). It should be the responsibility of
the awarding official to make the
management decision on behalf of the
Bureau of Indian Affairs, therefore, this
section should be deleted. (This same
comment was made with respect to
2.14(A)(1), Closure of Audits.)

Besponse

An audit is resolved when the OIG and
Indian Affairs agree upon the actions
needed to implement any
recommendations contained in the audit
report. The OIG transfers responsibility
for tracking impiementation of audit
recommendations to the Assistant
Secretary - PMB. Neither of these offices
employ the term close out: the O1G uses
“resolution” and PMB “removes the audits
from the tracking system.”

With respect to the records system, The
BIA records schedule is presently
undergoing revision. We have advised
the records officer that the OIG is the
“office of record” for all audits which are
issued in Interior. The BIA records
schedule will be revised to reflect that the
audits we receive are for working files
only and that they may be disposed of.

A number of offices rely on the assistance
of Audit and Evaluation in the resolution
of Single Audits and the OIG has found
the present practice to be appropriate.
The decision still rests with the awarding
official as to whether the ALO will act on
behalf of the awarding official in this .
process.



11AM 3
ilustration 1

United States Department of the Interior

BUREAU OF INDIAN AFFAIRS
Washington, D.C. 20240

Memorandum
To: All Holders of the Indian Affairs Manual
From: Deputy Commissioner of Indian Affairs

Subject:  Transmittal of Indian Affairs Manual Part 5, Management Accountability

This Indian Affairs Manual release includes chapters 1 through 5 of Part 5, Management
Accountability. The release provides information and guidance in the following areas: (1) audits of
BIA operations which are conducted by the Office of Inspector General or the General Accounting
Office; (2) resolution of findings or questioned costs identified by certified public accountants who
audit tribal grantees and contractors; (3) compliance with OMB Circular A-123, Management
Accountability; (4) special requirements associated with tracking and correction of mission critical
weaknesses; and (5) development and preparation of the annual assurance statement required by the
Federal Managers Financial Integrity Act. :

Chapters 1 and 2 replace 14 BIAM, Audits, which is rescinded in its entirety. Chapters 3, 4, and 5
are new material.

Deputy Commissioner of Indian Affairs

Filing Instructions:

Remove: 14 BIAM, Audits

Insert: 5 1AM, Management Accountability
Chapter 1, Audits of Internal Operations
Chapter 2, Audits of Contractors/Grantees
Chapter 3, Management Controls
Chapter 4, Mission Critical Weaknesses
Chapter 5, Annual Assurance Statement

Issued: 06/27/97 |AM Release #97-01 Replaces: 1 BIAM
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INDIAN AFFAIRS MANUAL

Part, 5 A Management Accountability
Chapter: 1 Audits of Indian Affairs Operations Page 1

1.1 Purpose. ‘The purpose of this chapter is to provide guidance on the development of audit
plans, coordination of audit assignments, and resolution of audit findings for those audits of Indian

Affairs operations conducted by the Office of Inspector General (OIG) or the General Accounting
Office (GAQ).

1.2 Authority.
A.  Title 5§ U.S.C,, Appendix, Inspector General Act (P.L. 95-452), as amended;
B. Title 31 U.S.C. §§701-720, General Accounting Office; and
C. Title 31 U.S.C. §§ 901-903, Chief Financial Officers Act.
1.3 Guidance.
A. Office of Management and Budget (OMB) Circulars:
(1) A-50, Audit Followup; and
(2) A-123, Managemént Accountability and Control.
B. Departmental Manual:
(1) Part 360, Audit Policy; and
(2) Part 361, Audit Followup.
1.4 Policy. It is the policy of Indian Affairs to work cooperatively with auditors; to give prompt and

objective consideration to the findings and recommendations contained in audit reports; to follow

through, if necessary, with appropriate corrective actions; and to report, as required, on all of the
above.

1.5 Designation of Audit Liaison Officer. As required by 360 DM 1.4(C), the Director, Office of
Audit and Evaluation, is designated as the Audit Liaison Officer for Indian Affairs.

1.6 Responsibilities.
A. Al Senior Executives in Indian Affairs:
(1)  Contribute to the audit planning process;

(2) Ensure that auditors have access to all documents, reports, and other information
that may be requested during an audit of programs or activities within the Executive’'s area of
responsibility;

(3) Provide complete and timely responses to all assigned audit reports;

(4) Ensure that plans prepared to implement audit recommendations will result in
correction of identified deficiency and that such plans are reasonable in terms of personnel and
financial resource requirements;

Issued: 08/29/97 IAM Release #97-03 Replaces: 14 BIAM



INDIAN AFFAIRS MANUAL

Part: 5 Management Accountability
Chapter: 1 Audits of Indian Affairs Operations Page 2

(5) Establish responsibility for implementation of corrective actions and monitor
progress toward accomplishment of such actions; and

(8) Report, when requested, on the status of corrective actions.

B. Audit Liaison Officer:
(1)  Consolidates input from Indian Affairs’ officials for the audit work plan;
(2) Coordinates and facilitates audit assignments;

(3) Provides assistance in responding to audit reports, formulating corrective action
plans, implementing such plans, and reporiing thereon;

(4) Establishes and maintains an automated system to provide management
information on audit status; and

(5) Disseminates audit plans and audit reports throughout the organization.

1.7 Development of OIG Audit Workplan. Annually, the OIG provides an opportunity for Indian
Affairs officials to identify audit objectives in order to promote efficiency and economy in Federal
operations, and to ensure programs are operated in compliance with laws and regulations. Indian
Affairs executives are encouraged to work with the OIG in the planning process to identify those
audit areas which would provide information needed by management to improve operations.
Requests may include:

A. Intemmal Audits which are audits of programs and activities operated directly by Indian
Affairs;

B. Audits of Self-Determination Contractors/Grantees/Compactors which are audits o.f
programs operated by a tribe or tribal organization through a contract, grant, or compact which
supplement the audits performed under the Single Audit Act:

C. Audits of Commercial or Buy-Indian Contractors, such as:

(1) Preaward audits;

(2)  Audits of contractor's claims resulting from change orders or requests for equitable
adjustment;

(3) Audits of contract termination settlement proposals; or

(4) Audits of costs incurred under a cost reimbursable contract.
1.8 Distribution of the OIG Audit Workplan. Once the OIG has completed the Audit Workplan,
copies are provided to the Audit Liaison Officer for distribution within Indian Affairs. While the

workplan is subject to change, this publication provides initial notice as to the programs and activities
scheduled for audit during the fiscal year.

Issued: 08/29/97 IAM Release #97-03 Replaces: 14 BIAM



INDIAN AFFAIRS MANUAL

Part: 5 Management Accountability _
Chapter: 1 , Audits of Indian Affairs Operations Page 3

1.9 GAO. The GAO is the investigative arm of the Congress and is charged with examining all
matters relating to the receipt and disbursement of public funds. The majority of GAO reviews are
made in response to specific congressional requests.

A. GAO Surveys. GAO frequently uses questionnaires to collect data from a number of
different departments. Generally, GAO relies on the information provided by the departments and
does not independently verify the accuracy of the submitted data. These surveys result in reports
to Congress, but do not include recommendations to the individual departments.

B. Other GAO Assignments are conducted as traditional audits and generally foliow the
processes outlined below.

1.10 Notification Letters. The initiation of an audit begins with a notification letter identifying the
purpose and scope of the audit, and the sites the auditors intend to visit. OIG notification letters are
sent to the Assistant Secretary - Indian Affairs while GAQ letters are sent to the Director, Office of
Financial Management, Department of the Interior. A copy is provided to the Audit Liaison Officer
who notifies the appropriate Indian Affairs officials of the audit.

1.11 Entrance Conference. The auditors normally request an enfrance conference to discuss the
scope of the audit, o identify certain background material that may be of assistance in conducting
the audit, and to provide an estimate of the duration of the audit.

1.12 Interim Briefings and Reports. [ndian Affairs officials may be briefed during the course of
the audit on the results to date, including tentative audit findings and recommendations. When there
are significant findings of fraud or mismanagement, the auditors may issue a special report to

management, prior to completion of the entire audit, so that management can take immediate action
to correct the situation.

1.13 Exit Conference. Upon completion of the audit, an exit conference is held with appropriate
Indian Affairs officials to provide an opportunity to discuss the tentative findings and
recommendations. The auditors may provide a preliminary draft report prior to the exit conference
or present an oral briefing of the results of the audit. The purpose of the exit conference is to ensure
that the information in the draft report is accurate and complete and to provide management's initial
comments on the tentative findings and recommendations. Every effort should be made to identify
any and all areas of disagreement at this time.

1.14 Draft Audit Report. Subsequent to the exit conference, the auditors will issue a draft audit
report. ’

A. OIG Draft Reports Without Recommendations do not require a formal response
although Indian Affairs officials are provided an opportunity to submit comments.

B. OIG Draft Repérts With Recommendations require a formal response from the
Assistant Secretary - Indian Affairs within 45 days of release of the draft report.

C. GAO Surveys are usually provided directly to the office which supplied the data so that
officials may ensure that GAO is accurately reporting the information as provided. The turn-around
time is generally less than one week.

D. Other GAO Assignments for which Indian Affairs comments are requested require a
response within 10 days. The comments may be provided orally or in writing and must be

Issued: 08/29/97 IAM Reilease #97-03 Replaces: 14 BIAM
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Part: 5 Management Accountiability
Chapter: 1 Audits of Indian Affairs Operations Page 4

coordinated at the Departmental level. The ALO will work with the appropriate Indian Affairs
executive(s) to determine whether oral or written comments should be provided.

1.15 Response to OIG Draft Audit Report. The response to the draft audit report is prepared in

memorandum format for signature by the Assistant Secretary - Indian Affairs and should contain the
following:

A. A general discussion in the same sequence of the audit report detailing any
misstatements or areas of significant disagresment with the substance of the report and providing
a context for the responses to the specific recommendations contained in the audit report.

B. The audit recommendations.followed by the Indian Affairs' response to each. Each
response should begin with one of the statements listed below followed by an explanation of the
actions that indian Affairs has taken or proposes to take in response to the recommendation.

(1) The [*Bureau” or organization which is subject of audit] concurs.
(2) The {"Bureau” or organization which is subject of audit] does not concur.
{3) The ["Bureau” or organization which is subject of audit] partially concurs.

C.  For any audit recommendation which has already been implemented, the response will
provide documentation of such implementation.

D. For any audit recommendation with which indian Affairs concurs that has not been
implemented, the response is to specifically identify what action will be taken, the name and title of

the individual(s) responsible for implementation, and the targei date for completion of the
implementing action(s).

E. Forany classification of monetary amounts (Funds fo be Put to Better Use or Potential
Additional Revenues), the response should either indicate agreement, or it should provide the
reasons for disputing the amounts so classified.

1.16 Final OIG Audit Report. The final audit report will include the auditor's reply to Indian Affairs
comments and identify recommendations that are resolved and implemented; resolved, but not
implemented; and unresolved. Unresolved issues are to be reconsidered by the Assistant Secretary
- Indian Affairs, and a follow-up response is required.

1.17 Response to Final OIG Audit Report. if a response to a final audit report is required, the
response should provide the information requested by the OIG in the report appendix entitled “Status
of Audit Report Recommendations.” The response is written in memorandum format for signature
by the Assistant Secretary - indian Affairs.

1.18 Audit Resolufion. |f any recommendations remain unresolved or there is disagreement
between the OIG and Indian Affairs about the agency’s management decision, the report will be
referred to the Assistant Secretary - Policy, Management and Budget (PMB) to render a decision for
the Department. Meetings generally provide the forum for reaching final decisions on unresolved
recommendations. Formal notification of the Departmental decision is provided to the Assistant
Secretary - Indian Affairs.

1.19 Audit Followup. Both OIG and GAO audits remain open until all agreed actions have been

Issued: 08/29/97 IAM Release #97-03 Replaces: 14 BIAM
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Chapter: 1 Audits of Indian Affairs Operations Page 5

implemented. These audits are tracked in the office of the Assistant Secretary - PMB and regular
reports on the status of implementation actions is required. Executives should strive to have all
recommendations completely implemented within six months of the issuance of the final audit.
Some particularly complex or costly implementation actions may be scheduled over longer periods
of time. Should that be the case, executives should regularly review the planned actions to
determine if changed circumstances warrant modifications to the initial plans. [f changes are
required, the executive should contact the ALO to arange for discussions with the auditors.

1.20 Audit Close Out. As recommendations are implemented, the ALO is to be notified so that a
report can be made to the Assistant Secretary - PMB.

Issued: 08/29/97 |IAM Release #97-03 - Replaces: 14 BIAM
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Part: 5 Management Accountability
Chapter: 2 Single Audits : Page 1

2.1 Purpose. The pumose of this chapler is to provide policies and procedures to be followed for
resolution and close out of single audits.

2.2 Authority.
A. Title 5 U.8.C,, Appendix, Inspector General Act (P.L. 95-452), as amended,;

B. Title 25 U.5.C. §450 et seq., Indian Self-Determination and Education Assistance Act
(P.L. 93-638), as amended,;

C. Title 25 U.S.C. §2501 et seq., Tribally Controlled School Grants;
D. Title 31 U.S.C,, Chapter 75, Requirements for Single Audits;

E. Title 25 CFR, Part 900, Contracts under the Indian Self-Determination and Education
Assistance Act; and

F. Title 43 CFR, Part 12, Administrative and Audit Requirements and Cost Principles for
Assistance Programs.

2.3 Guidance.
A.  Office of Management and Budget (OMB) Circulars:
(1)  A-50, Audit Followup;
(2) A-102, Grants and Cooperative Agreements with State and Local Governments;

(3) A-110, Uniform Administrative Requirements for Grants and Other Agreements
with Institutions of Higher Education, Hospitals, and Other Non-Profit Organizations;

(4) A-128, Audits of State and Local Governments {applies to audits for fiscal periods
beginning on or before June 30, 1986); and

(5) A-133, Audits of States, Local Governments, and Non-Profit Organizations
(applies to audits for fiscal periods beginning after June 30, 1896, and for prior periods for some
tribal organizations which are organized as nonprofit organizations).
B. Departmental Manual:
(1) Part 360, Departmental Audits; and
(2) Part 361, Audit Followup.

C. Catalog of Federal Domestic Assistance

2.4 Policy. itis the policy of Indian Affairs to provide timely resolution of single audit reports; to
provide technical assistance to grantees; and to report, as required, to other Departmental offices.

Issued: 08/29/97 IAM Release #97-03 ) Replaces: 14 BIAM
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2.5 Handbook. The “Single Audit Resolution Handbook” is available from:

Office of Audit and Evaluation or Office of Audit and Evaluation
1849 C Street NW, Mail Stop 2559 MIB P.C. Box 25007, D-119
Washington, D.C. 20240 Denver, CO 80225-0007
(202) 208-1916 (303) 236-9787

2.6 Training. The Office of Audit and Evaluation provides training for Federal, tribal, and school

employees on the Single Audit process. Contact either of the offices above for additional
information.

2.7 Definitions.

A. Awarding Officials include Contracting Officers; Education Line Officers; and others
who have been delegated authority {0 award Self-Determination contracts, Self-Govemance
compacts, or other grant assistance on behalf of the Secretary.

B. Grantee, as used in this chapter, includes tribes, tribal organizations, tribal consortia,
and school boards which receive funding from Indian Affairs under a Self-Determination contract or
grant, a Self-Govemance compact, or any other authorized grant pregram, such as the Indian Child
Welfare Act or the Tribally Controlied Community Colleges Act.

C. Disallowed Cost means a questioned cost identified by the auditor that the awarding
offictal determines should not have been charged to the Federal financial assistance program.

D. Federal Financial Assistance includes assistance that grantees receive or administer
in the form of grants, loans, loan guarantees, property (including donated surplus property),
cooperative agreements, interest subsidies, insurance, direct appropriations, and other assistance.

E. Findings and Determination (F&D) means an awarding official’s writfen decision as to
~ whether the audit findings have been addressed satisfactorily and whether questioned costs have
been reinstated or-disallowed.

F. Management Decision means the determination by an Indian Affairs official that actions
taken, or proposed to be taken, by the grantee will correct the deficiencies cited in the audit.

G. Questioned Cost means a cost that is questioned by the auditor because of an alleged
violation of a provision of a law, regulation, contract, grant, cooperative agreement, or other
agreement or document governing the expenditure of funds; a finding that, at the lime of the audit,
such cost is not supported by adequate documentation; or a finding that the expenditure of funds for
the intended purpose is unnecessary or unreasonabie.

H. Reinstated Cost means a questioned cost that an Indian Affairs official has determined
is an allowable charge to a Federal financial assistance program.

L. Resolved Audit means that the Office of Inspector General (OIG) has accepted the
management decision concerning the audit findings.

Issued: 08/29/97 IAM Release #97-03 Replaces: 14 BIAM
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J. Single Audit means an audit of the grantee's financial statements and the Federal
awards which is conducted by an independent audit organization pursuant to the Single Audit Act,

K. Sustained Cost is another term for a disallowed cost.
2.8 Responsibilities.
A.  Audit Liaison Officer (ALO):

(1). Provides required reports to designated Departmental officials on the status of
unresolved audits and uncoilected audit debt;

(2) Provides assistance to awarding officials in resolving and closing single audits;

(3) Ensures that the Catalog of Federal Domestic Assistance contalns current,
accurate information for all Indian Affairs Federal financial assistance programs;

(4) Provides training and other technical assistance to grantees and to Federal
employees as required or requested; and

(5) Establishes and maintains an automated tracking system to provide management
information on the status of all single audits.

B. Director, Office of Self-Govermance, Director, Office of Indian Education Programs,
and Area Directors:

(1) Ensure timely resolution of single audits referred by the OIG; and

{2) Take appropriate action when audit findings indicate significant management
problems or material weaknesses which put Federal resources in jeopardy, when disallowed costs
have not been repaid, or when an audit has not been performed within the prescribed time;

C. Award’ing Officials:

(1) Resolve single audit reports and prepare management decisions within 90 days
of the date the audit was issued by the OIG;

(2) Determine allowability of questioned costs;

(3) Request that the Division of Accounting Management issue a bill for collection, if
applicable;

(4) Offer to assist grantees in developing corrective action plans if there are findings
of non-compliance or internal control weaknesses; and

{5) Identify issues requiring technical assistance and request such assistance.

Issued: 08/29/97 IAM Release #97-03 Replaces: 14 BIAM
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D. Chief, Division of Accounting Management:

(1)  Issues bills for collection and performs other required debt collection activities, as
necessary, for audit related debf; and

(2) Submits monthly report on audit-related debts to the ALO.

2.9 Audits Referred to Indian Affairs For Resolution.

A. Awarding Officials are to:

- (1) Review available information provided in the grantee's response to the audit, or
in contract or grant files, or in reports of on-site Indian Affairs’ reviews, or any other relevant data
to determine if the audit can be resolved with the information at hand. In some cases, the awarding
official may be able to make determinations about questioned costs based on the grantee’s response
contained in the audit report.

(2) Request additional information if the audit lacks a response from the grantee or
if the awarding official determines that other supporting material is required. The awarding official
is to contact the grantee within fourteen (14) calendar days of receipt of the audit. The letter should
request a response from the grantee within thirty (30) calendar days.

(3) Make a Management Decision. Failure of the grantee to provide documents
supporting the expenditure of Federal funds for questioned items does not relieve the awarding

official of the responsibility for issuing a management decision on the allowability of such questioned
costs.

(a) If all questioned costs are reinstated and all findings are resolved, the
awarding official will notify the OIG by memorandum, with copy to the grantee, and recommend that
the audit be closed. If an F&D is issued, a copy should be provided to the OIG. As shown in

lHlustration 1, however, it is not necessary to prepare an F&D if there are no unresolved findings or
disallowed costs. .

(b) If some or all of the questioned costs are disallowed, the awarding official
will issue a formal notice to the grantee, by certified mail, of the findings and determination and of
the grantee's appeal rights under 25 CFR 2, 25 CFR 900, and 43 CFR 4 (lllustration 2). The OIG
will be nolified of the management decision by memorandum, attaching a copy of the F&D
(Nlustration 3). At the same time, a request to issue a Bill for Collection should be sent to the
Division of Accounting Management.

B. The ALO, with the concurrence of the awarding official, may make a management
decision on behalf of indian Affairs when no costs are disallowed and when all findings have been
satisfactorily addressed by the grantee. Copies of the ALO’s memorandum to the OIG will be
provided to the awarding official and to the grantee.

2,10 Collection of Disallowed Costs. Cnce the awarding official has determined that certain costs
are disallowed, these amounts are debts owed by the grantee. The audit cannot be closed until final
disposition of the debt. Depending upon the circumstances and the decision of the awarding official,
audit related debt may be resolved:
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A. By apayment from the grantee’s general fund to the grantee’s Federal funds of the
disallowed amount if the underlying award agreement is still open. In this case, no funds are
remitted to the Bureau of Indian Affairs. The awarding official is to provide documentation of the
financial transfer to the ALO.

B. By payment from the grantee to the Bureau of Indian Affairs. The check or money
order will be immediately forwarded to the Division of Accounting Management with a field receipt
identifying the amount as repayment of disallowed costs related to the specific audit, citing the
contract or grant number, and identifying the fiscal year and program to which the funds should be
credited.

2,11 Reinstatement of Previously Disallowed Costs. Subsequent to the awarding official's
decision to disallow costs, the grantee may provide additional information which is sufficient for the
awarding official to determine that some or ali of the previously disallowed costs should be
reinstated. In situations such as this, the awarding official should issue a revised F&D, provide a
copy to the ALO, and request that the Division of Accounting Management revise or cancel the Bill
for Collection as appropriate.

2.12 Compromise of Audit Related Debt.

A. The Assistant Secretary - Indian Affairs may reduce, forgive, or authorize the write-off
of audit related debt when the total amount owed by the grantee is less than $5,000. Note: The
$5,000 limit includes all debt owed by the grantee to Indian Affairs, not just the amount owed
under one audit. A request to the Assistant Secretary should be submitted through the cognizant
Area Director, Director, Office of Indian Education Programs, or Director, Office of Seif-Governance.
The request should include sufficient information concerning the financial resources of the grantee
for the Assistant Secretary to render an informed decision. |If the debt is reduced or forgiven, a copy
of the decision memorandum should be provided immediately to the Division of Accounting
Management.

B. The Solicitor and Regional Solicitors may reduce or forgive audit related debts when
the total indebtedness of the grantee does not exceed $100,000.

C. The Department of Justice has sole jurisdiction to compromise debts in excess of
$100,000.

2.13 Time Limitation. Disallowed costs may not be billed or collected if the F&D is issued more
than 365 calendar days following receipt of the single audit by the QOIG.

2.14 Closure of Audits.

A. Audits With No Outstanding Disallowed Costs. Management decisions on single
audits are reviewed by the OIG. If the response is acceptable, the OIG provides notification to the
official who made the management decision.

(1)  Ifthe ALO made the management decision, the OIG provides the awarding official
with a copy of the memorandum to the ALO. The awarding official is to provide a copy to the
grantee.
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(2)  If the awarding official made the management decision, the OIG provides the ALO
with a copy of the memorandum to the awarding official. The awarding official is to provide a copy
of the OIG memorandum to the grantee.

B.  Audits With Disallowed Costs. Resolved audits with outstanding disallowed costs are

referred by the OIG to the Assistant Secretary - Policy, Management and Budget (PMB) for tracking
of collection efforts.

(1) Documentation of coliection, compromise, or reinstatement of disallowed costs
must be provided to PMB through the ALO.

(2) PMB provides notification to the ALO that the audit has been closed and the ALO
will forward that information to the awarding official.

C. Audits Lacking a Timely Management Decision. Single audits for which the
awarding official has not made a management decision within 120 calendar days of issuance by the
OIG are referred to PMB for resoiution. The management decision memorandum for these audits
must be sent through the ALO to PMB. If PMB determines the management decision to be
acceptable, notification is provided to the ALO who will forward the information to the awarding

official. If there are outstanding disallowed costs, the audit is tracked for collection as described
above.

2.15 Unresolved Single Audits. While the responsibility for a determination regarding questioned
costs rests with the awarding official, the resolution of compliance or internal control findings requires
positive action on the part of the grantee. In a situation where the grantee fails to take action
necessary to resolve material audit findings, the audit remains unresolved and the awarding official
will offer technical assistance to the grantee. In serious situations, the awarding official may also
consider the options of limiting drawdowns, contract declination, or contract reassumption as
authorized in statute and regulations.
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United States Department of the Interior

BUREAU OF INDIAN AFFAIRS

June 30, 1997

Memorandum
To: Director, External Audits
Office of Inspector General

From: BIA Awarding Official

Subject:  Single Audit of the New Tribe of Indians for the Fiscal Year Ended September 30, 1995,
Report No. 97-A-300.

The subject audit report, issued on April 10, 1997, contained 6 findings and questioned costs of
$22,000 for the Bureau of Indian Affairs to resolve.

I have reviewed the subject report and the Tribe’s response included in the report. I have also
reviewed the contract/grant files, discussed the findings with the grantee, and obtained documentation
for the questioned costs. It is my determination that the findings are all resolved and that the
questioned costs are allowable under the contract and are reinstated.

[If the determination is based on information other than that included in the audit report, include a
response to each of the findings stating the basis for the determination.]

It is my recommendation that the subject audit should be closed.

cc. New Tribe of Indians
Audit Liaison Officer
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United States Department of the Interior

BUREAU OF INDIAN AFFAIRS

June 30, 1997

......... , Chairperson
New Tribe of Indians
Atlanta, Georgia

Dear Chairperson:

Enclosed is a copy of the Findings and Determination which reflects a final decision of the
Contracting Officer (or Awarding Official) with respect to the Single Audit Report on the New Tribe
of Indians for the Fiscal Year Ended September 30, 1995 (Report No. 97-A-300 issued April 10,
1997.

You have a right to dispute any information contained in the Contracting Officer's final decision.
Should you elect to file an appeal, the following appeal notice is hereby provided:

APPEAL NOTICE
This is a final decision of the Contracting Officer (or Awarding Official). You may appeal this
decision to the Interior Board of Contract Appeals, 4015 Wilson Boulevard, Arlington, VA 22203.
The Interior Board of Contract Appeals (IBCA) is the authorized representative of the Secretary of
the Interior with jurisdiction to hear and determine appeals relating to contracts (or grants) made by
any Bureau or Office of the Department of the Interior.

If you decide to appeal, you must mail or otherwise furnish a written notice of appeal to the IBCA
within 90 days of receipt of this decision and provide a copy to the Contracting Officer (or Awarding
Official) from whose decision the appeal is taken. The notice of appeal must indicate that an appeal
is intended, reference this decision, and identify the contract number and the audit report number.

If you appeal to the IBCA, you may, solely at your election, proceed under the Board's small claims
procedure for claims of $50,000 or less or its accelerated procedure for ¢claims of $100,000 or less.

Instead of appealing to the IBCA, you may bring an action directly in the U.S. Claims Court within
12 months of the date you receive this decision.

Sincerely,

"Awarding Official"

cc:  Audit Liaison Officer
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FINDINGS AND DETERMINATION (F&D)
FOR
SINGLE AUDIT REPORT
Contractor: New Tribe of Indians
Atlanta, GA
Telephone (...)........
Audit Report No.: 97-A-300
Audit Period: Fiscal Year Ended September 30, 1995

Awarding Official: Name
Bureau of Indian Affairs
Area/Agency office
Telephone (...).........

Intr tion

The Single Audit Act and Office of Management and Budget (OMB) Circular A-128 (or A-133)
establish audit requirements for Tribal governments that receive Federal financial assistance. In
compliance with these requirements, the New Tribe of Indians had an independent audit conducted
for Fiscal Year 1995 by ....., Certified Public Accountant, in accordance with the Government
Auditing Standards. The audit was submitted to the Department of the Interior’s Office of Inspector
General. The audit contained six (6) findings and questioned costs which totaling $22,000. The
Office of Inspector General forwarded copies of the audit to the Awarding Official on April 10, 1997,
for resolution.

Findings
The auditor identified the following areas of non-compliance with internal control procedures:

Finding No. 1: Personnel files were not kept in a secure location in accordance with Privacy Act
requirements.

Finding No. 2: Property records were not maintained as required by fiscal procedures manual.

Finding No. 3. Some purchase orders did not include two signatures as required in the Tribe’s fiscal
procedures manual.

Finding No. 5: Bank accounts were not reconciled monthly.
Tribe’s Response: By letter dated May 25, 1997, the Tribe states that they have corrected the internal

control issues by hiring a trained accountant and a Tribal coordinator who have years of experience
working with Indian programs. All internal control procedures are currently being followed.
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Questioned Costs

The auditor identified the following questioned costs:
Finding No. 4:  The Tribe made payments for penalties and interest in the amount of $12,000.

Tribe’s response: By letter dated May 25, 1997, the Tribe states that they are actively pursuing the
collection of loans, and that unallowable expenditures such as interest will be covered from non-
Federal sources.

Finding No. 6: Certain per diem and expense reports lacked backup and documentation and there was
no evidence of approval before payment. The amount of questioned costs was $10,000.

Tribe’s response: By letter dated May 25, 1997, the Tribe provided copies of receipts, tickets, and
approval letters to support the $10,000 in questioned costs.

Determination

I have reviewed the Auditor’s findings-and the tribe’s responses regarding the internal control issues
and determined them to be acceptable.

[ have also reviewed the Tribe’s documentation for $10,000 in questioned costs related to per diem

and expense reports and have determined them to be allowable costs. Therefore, the questioned costs
of $10,000 are reinstated.

Interest and penalties are unallowable costs, The audit finding is sustained and the amount of
he Tri h 1

$12,000 is to be refunded by the Tribe to the Government
“Name”, Awarding Official Date

Warrant # (if applicable)
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United States Department of the Interior

BUREAU OF INDIAN AFFAIRS

June 30, 1997

Memorandum

To: Director, External Audits
Office of Inspector General

From: BIA Awarding Official

Subject:  Single Audit of the New Tribe of Indians for the Fiscal Year Ended September 30, 1995
Report No. 97-A-300.

The subject audit report, issued on Apnl 10, 1997, contained six fmdmgs and questioned costs of
$22,000 for the Bureau of Indian Affairs to resolve.

I have reviewed the subject report and the Tribe’s response included in the report. I have also
reviewed the contract/grant files and discussed the findings with the grantee. It is my determination
that the internal control findings are all resolved. Based on documentation provided by the grantee,
I have reinstated $10,000 of the questioned costs. The attached Findings and Determination notified

the grantee that $12,000 of the questioned costs were disallowed and must be refunded to the

Government.

Attachment

c¢. New Tribe of Indians
Audit Liaison Officer

[
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3.1 Purpose. The purpose of this chapter is to issue guidance to agency managers on ensuring
the accountability and effectiveness of Federal programs and operations by establishing
management controls, assessing them periodically, revising controls when necessary, and reporting
weaknesses in management controls when indicated.

3.2 Authority.

A.  Title 31 U.S.C. §3512, Federal Managers’ Financial Integrity Act (FMFIA), P.L. 97-255,
B. Title 31 U.S.C. §901, Chief Financial Officers (CFO) Act, P.L. 101-576, as amended.
C. Title 5 U.S.C., Appendix, Inspector General Act, P.L. 95-452, as amended.

D. Title 31 U.S.C.§ 3512, Accounting and Auditing Act of 1950, as amended.

E. Title 31 U.S.C. §1341, Antideficiency Act

3.3 Guidance.

A.  Office of Management and Budget (OMB) Circular A-123, Management Accountability
and Control.

B. Departmental Manual Part 340, Management Control Systems.

3.4 Designation of Management Control Coordinator. As required by 340 DM 1.4(G), thé

Director, Office of Audit and Evaluation, is the designated Management Control Coordinator for
indian Affairs.

3.5 Responsibilifies.

A. Managers.

(1)  Establish, maintain, monitor, evaluate, and improve on systems of controls to help
ensure that program objectives are met and that Government resources are used efficiently and
effectively for their intended purpose;

(2) Develop plans to correct identified weaknesses and ensure that such plans are
implemented; and

(3) Report, as required, on implementation actions to correct any internal control
deficiencies which have been declared material weaknesses.

B. All Indian Affairs Employees are to report identified weaknesses in controls to the
person responsible for the function or activity involved, and to the supervisory level immediately
above the person directly responsible.

C. Executives:

(1) Determine, on an annual basis, which programs or functions should be subject to
a formal review in order to supplement management’s judgment as to the adequacy of the
management controls;

(2) Report annually on the adequacy of controls in their organization;
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(3) Review and approve plans prepared to correct identified material weaknesses
within their area of responsibility; and

(4) Provide the oversight and support necessary to ensure that corrective action plans
are completed within the time frame identified in the plan.

D. Management Control Coordinator:

(1) Provides technical assistance {o Indian Affairs organizations in assessing
management controls, reporiing the results of reviews, developing corrective action plans, and
imptementing corrective actions;

(2) Coordinates the submission of required reports on control evaluations and
implementation of corrective actions for identified material weaknesses; and

(3) Assists senior management in evaluating identified weaknesses to determine if
reporting outside of Indian Affairs is indicated.

3.6 Management Controls. Management controls are the organization, policies, and procedures
used to ensure that:

A. Programs achieve their intended results;

B. Resources are used consistent with the agency’s mission;,

C. Resources are protected from waste, fraud, and mismanagement,

D. Laws and regulations are followed; and

E. Reliable and timely information is maintained, reported, and used for decision-making.

3.7 Management Control Standards
A. General Management Control Standards.

(1) Compliance with Law. All program operations, obligations and costs must comply
with applicable law and regulation. Resources should be efficiently and effectively allocated for duly
authorized purposes.

(2) Reasonable Assurance and Safeguards. Management controls must provide
reasonable assurance that assets are safeguarded against waste, loss, unauthorized use, and
misappropriation. Management controls should be logical, applicable, reasonably complete, and
effective and efficient in accomplishing management objectives.

{3) Integrity, Competence, and Aftitude. Managers and employees must have
personal integrity and are obligated fo support the ethics programs in their agencies. The spirit of
the Standards of Ethical Conduct requires that they develop and implement effective management
controls and maintain a level of competence that allows them to accomplish their assigned duties.
Effective communication within and between offices is encouraged.

B. Specific Management Control Standards.

(1) Delegation of Authority and Organization. Managers should ensuré that
appropriate authority, responsibility and accountability are defined and delegated to accomplish the
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mission of the organization, and that an appropriate organizational structure is established to
effectively carry out program responsibilities. To the extent possible, controls and related decision-
making authority should be in the hands of line managers and staff.

(2) Separation of Duties and Supervision. Key duties and responsibilities in
authorizing, processing, recording, and reviewing official agency transactions should be separated
among individuals. Managers should exercise appropriate oversight to ensure individuals do not
exceed or abuse their assigned authorities.

{3) Access to and Accountability for Resources. Access to resources and records
should be limited to authorized individuals, and accountability for the custody and use of resources
should be assigned and maintained.

(4) Recording and Documentation. Transactions should be promptly recorded,
properly classified, and accounted for in order to prepare timely accounts and reliable financial and
other reports. The documentation for transactions, management controls, and other significant
eventis must be clear and readily available for examination.

(5) Resolution of Audit Findings and Other Deficiencies. Managers should
promptly evaluate and determine proper actions in response to known deficiencies, reported audit
and other findings, and related recommendations. Managers should complete, within established
time frames, all actions that correct or otherwise resolve the appropriate matters brought to
management's attention.

3.8 Assessment of Management Controls. I is not necessary to establish a separate process
to assess the effectiveness of management controls. During the course of daily operations,
problems are often identified that indicate controls are not working as intended, and adjustments are
made to comrect the problem. The results of the required administrative procedures (such as annual
property inventories or performance appraisals), internal management or program reviews, and OIG
or GAO audits can also provide managers with a basis for assessing controls. The following list of
questions should be considered by managers in making an assessment:

A.  Are position descriptions accurate?

B. Does the organization structure provide for appropriate levels of accountability,
supervision, and separation of duties?

C. Were performance standards established and performance appraisais completed?

D.  Did the annual physical inventory of real properly and capitalized personal property
identify problems in the accurate recording of property, in the disposal process, or in safeguarding
the property?

E. Are payments rejected because of a failure to enter obligational data?
F. How many requests to record undisclosed obligations are submitted by the office?

G. Are all items on the undelivered orders report valid obligations, or should any of them
be deobligated?

Issued; 08/29/97 [AM Release #97-03 New



INDIAN AFFAIRS MANUAL

Part: 5 Management Accountability
Chapter: 3 Management Controls Page 4
H. Is accurate information readily available to assess the performance of program

responsibilities?
l Are there frequent complaints about the level of service being provided?

J. Have all recommendations contained in internal reviews or in audits conducted by the
OIG or GAO been implemented?

3.9 Reporting by Employees and Managers. Management control deficiencies identified in the
course of daily operations or as a result of management reviews will be reported through the chain
of command to the individual responsible for the function or activity involved, and to the immediate
supervisor of the individual responsible for the function or activity. This process enables more senior
levels of management to provide needed support or oversight for taking corrective actions. Where
findings cut across organizational boundaries, the reporting will cross over as well and be directed
to a sufficiently high level to ensure appropriate action.

3.10 Identification of Potential Material Weaknesses. A material weakness is a deficiency that
the Secretary of the Interior determines to be of sufficient importance to warrant reporting to the
President and to the Congress.

A. Assessment of importance. Once responsibility for corecting the management control
deficiency has been established, the next higher management level {which has already been

apprised of the problem) determines whether a condition is sufficiently serious to warrant further
reporting up the management chain. In making this decision, the manager should consider the

following guestions:

{1) Could this problem lead to a serious injury or loss of life?

(2) Even if the problem is fixed in my part of the organization, is there a good
possibility that the same problem may exist in other parts of the organization (the office, the area,
the bureau, the department)?

(3) Either before or after the deficiency is corrected, is there a possibility that higher
levels of management may get questions from Congress or the media about the problem?

(4) Is it going to take more than three months to correct the deficiency?

(5) Was there a significant loss of government property? |s there the potentiai for a
significant property loss?

(6) Was there a significant loss of money -- either through misuse of appropriated
funds or under collection of revenues? [s there the potential for a significant loss?

(7) Were laws broken or regulations ignored?

(8) Could the department have any potential Iiabi[ity to employees or to third parties
as a result of the deficiency?

{9) Were there ethical violations by employees or managers?

(10) Was inaccurate information reported upon which management or third parties
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based decisions?

B. Further Reporting. If the answer to any one of the questions above is "yes,” further
‘reporting is generally indicated.

C. Form of Reporting. Weaknesses reported to the Commissioner, the Director, Office
of Indian Education Programs, or the Assistant Secretary - Indian Affairs should be written and a
copy of the report should be provided to the Office of Audit and Evaluation.

3.11 Declaration of Material Weakness.

A.  Assistant Secretary - Indian Affairs. Based upon the information reported by the
Deputy Commissioner, the Director, Office of Indian Education Programs, and the directors of the
staff offices reporting fo the Assistant Secretary, the Assistant Secretary will determine if any internal
control weaknesses are of sufficient importance to warrant reporting to the Depadment 5
Management Control and Audit Follow Up Council.

B. The Management Control and Audit Follow Up Council reviews information submitted
by the Assistant Secretaries and makes recommendations to the Secretary on deficiencies that meet
the criteria for being declared material weaknesses.

3.12 Corrective Action Plans. Many weakness identified in daily operafions can be satisfactorily
addressed and corrected without the development of a formal plan. In other cases, however, plans
are advisable or required.

A, Development of a Corrective Action Plan is Advised When:

(1) Responsibilities are split among organizations; or
(2) Implementation will extend beyond one month.

B. Development of a Corrective Action Plan is Required When:

(1) Requested by a manager or executive; or
(2) A material weakness has been declared.

3.13 Implementation Actions. Indian Affairs is required to provide semi-annual reports to the
Department on implementation of actions necessary to correct identified material weaknesses. The

Management Control Coordinator wili work with the responsible offices in the preparation and
submission of these reports.

Issued; 08/29/97 IAM Release #97-03 New



INDIAN AFFAIRS MANUAL

Part: 5 Management Accountability
Chapter. 4 Annual Assurance Statements Page 1

4.1 Purpose. This chapter describes the procedures and assigns responsibilities for preparation
of Annual Assurance Statements for Indian Affairs.

4.2 Authority. Title 31 U.S.C. §3512, Federal Managers' Financial Integrity Act (FMFIA), P.L. 97-
255,

4.3 Guidance.

A. Office of Management and Budget (OMB) Circular A-123, Management Accountability
and Control, June 21, 1995;

B. Departmental Manual Part 340, Management Control Systems; and
C. Indian Affairs Manual, Part 5, Chapter 3, Management Controls

4.4 Requirements, FMFIA requires the head of each executive agency to prepare an annual
statement on the adequacy of the systems of internal accounting and administrative controls. The
Secretary of the Department of the Interior (Secretary) provides a “Statement of Assurance” to the
President and to the Congress on the effectiveness of management controls within the Department.
The Secretary’s statement is based upon assurance statements provided by bureau and office
directors, through the cognizant assistant secretary.

4.5 Responsibilities. The following officials are responsible for the submission of annual
assurance statements:

A. Commissioner of Indian Affairs will provide assurance for Bureau of Indian Affairs
programs and operations other than Education based on personal knowledge and on the information
provided by the following:

(1)  Area Directors and Central Office Directors {other than Education) will provide to
the Deputy Commissioner an assessment of the effectiveness of management controls within their
area of responsibility. Directors will also provide a brief explanation of the basis for this judgment,
including the results of any management control reviews conducted during the year, and a
paragraph which describes the staff, funding (cther than that obligated for Indian Self-Determination
contracts and grants), and service population.

(2) Director, Office of Audit and Evaluation will provide the Deputy Commissioner with
relevant information on audits conducted by the Office of Inspector General and the General
Accounting Office and summary information about single audits conducted for tribes and tribal
organizations which receive Federal financial assistance from Indian Affairs.

B. Director, Office of Indian Education Programs, will provide assurance for the Office

of Indian Education Programs. The Director may require input from Education Line Officers or other
OIEP officials.

C. Director, Office of Self-Governance, will provide assurance for programs and functions
administered by the Office of Seif-Governance.
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D. Director, Office of American Indian Trust, will provide assurance for the Office of
American Indian Trust.

E. Director, Office of Audit and Evaluation, will provide assurance for the Office of Audit
and Evaluation.

4.6 Basis for Assurance. Managers may supplement their own judgment gained from daily

operation of programs and systems with information derived from any of the sources discussed in
Chapter 3 of this Manual Part.

4.7 Reasonable Assurance means that there is a satisfactory level of confidence that controls
are in place and working efficiently and effectively to achieve program objectives and Government
resources are safeguarded given considerations of cost, benefit, and risk.
4.8 Format. Suggested formats are provided for the following:

A. Statements from Area Directors and Central Office Directors: Hlustration 1;
Statement from the Commissioner: lliustration 2;
Statement from Director, Office of Indian Education Programs: lllustration 3;

Statement from Director, Office of Self-Governance: Illustration 4;

Statement from Director, Office of American Indian Trust: llustration 5; and

T m o 0 W

Statement from the Director, Office of Audit and Evaluation: {llustration 6.

4.9 Due Dates,

A.  October 15: Bureau and office statements due to the Assistant Secretary - Policy,
Management and Budget, with concurrence of the Assistant Secretary.

B. October 8: Commissioner's Statement and Statements from the Directors of Indian
Education Programs, American Indian Trust, Audit and Evaluation, and Self-Governance due to the
Office of Audit and Evaluation.

C. September 30: Statements from Area Directors and Central Office Directors due to the
Commissioner, and statements from OIEP officials, if required, due to the Director, Office of Indian
Education Programs.

4.10 Technical Assistance and Coordination of Statements.

A. Technical Assistance in preparing statements for any of the responsible officials is
available from the Office of Audit and Evaluation.

B. Coordination of the statements for submission to the Commissioner, Assistant
Secretary and Secretary is necessary. Therefore, all Directors' statements should be mailed to the

attention of the Director, Office of Audit and Evaluation, 1849 "C" Street, NW, MS 2559-MIB,
Washington, DC 20240.
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Memorandum

To: Assistant Secretary - Policy, Management, and Budget
(Attention: Office of Financial Management)

Through: Assistant Secretary - Indian Affairs
From: Commissioner of Indian Affairs
Subject:  FY 1996 Annual Assurance Statement on Management Controls

The Bureau of Indian Affairs has completed an assessment of its systems of management,
administrative and financial controls in accordance with the standards and guidelines established
by the Federal Managers’ Financial Integrity Act (FMFIA) and the Office of Management and Budget.
The objectives of this assessment were to ensure that:

programs achieved their intended results; .

resources were used consistent with agency mission;

resources are protected from waste, fraud, and mismanagement;

laws and regulations are followed;

reliable and timely information is maintained, reported, and used for decision-making.

In performing the assessment, the Bureau relied on the knowledge and experience management has
gained from daily operation of its programs and systems of management, administrative and financial
controls, and information obtained from management control reviews, OIG and GAO audits, program
reviews, evaluations and studies, audits of financial statements, performance plans and reports, and

other information. The scope of the assessment was broad enough to support the following
conclusions.

Statements of Assurance by BIA Directors:

The Bureau provides a wide-range of services directly, or through self-determination contract, grant,
and self-governance compact agreements with tribal governments and organizations, to over 1.2
million Indian, Eskimo, and Ateut residents in 31 states. In addition, the Bureau administers more
than 54 million acres of land owned by tribes, individual Indians, and the Federal Government. The
program services and trust responsibilities are managed through 12 area offices, 83 agency offices,
and nine other field locations.

In FY 1995, the Bureau obligated over $1.2 billion for its program operations and awarded $1 billion
to tribal organizations under self-determination and self-governance agreements. These amounts
included $421 milfion in program funds allocated from other federal agencies. During FY 1996, the
Bureau is administering nearly $2.5 billion in total resources, of which an estimated $1.3 billion is for
direct operations and support services to tribes that do not receive contracts, grants, or compacts.
The Bureau is expected to have about 10,600 employees at the end of the fiscal year.
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Assurance statements have been received from nine Senior Executives in the BIA who together
manage 4,616 employees and annual budgets of $650 million. When combined with the Offices of

“Indian Education Programs, Self-Govemnance, American Indian Trust, and Audit and Evaluation, the
assurance statements for FY 1996 cover $936 million, or 70 percent of the funds available for
Bureau operations, and 8,846 employees, or 93 percent of total indian Affairs' staffing. These
assurance statements do not identify any problems of material concern in the systems of
management, administrative, and financial controls, with the exception of the material weaknesses
in BIA operations which have been previously disclosed.

OIG and GAO Audits and Reports on BIA Operations:

During FY 1996, the General Accounting Office issued four reports based in part on information
provided by BIA: Profile of Indian Gaming; Survey of Telecommunications Costs; Support for
international Organizations; and Land Ownership, Acreage, Management, and Use of Federal Lands.
In each instance, BIA had the information requested and provided it in a timely manner.

Four final audits and two draft audits of BIA operations were issued by the Office of Inspector
General in FY 1996. Two of the final audits contained no recommendations for BIA management:
Firefighter Payroll in the Albuguerque Area Office and the Principal Financial Statements for FY
1995. The audits of the Road Construction Program and of Indian irrigation Projects had a total of
20 recommendations. All of these recommendations were resolved with the OIG. Implementation
of the seven corrective actions in the Road Construction program is scheduled for FY 1997. While
implementation of the 13 irrigation project recommendations will require several years, in FY 1996
the BIA began the first-ever organized, systematic review and reconciliation of the financial data on
irrigation projects. None of the draft or final audits identified any material weaknesses in BIA
operations that had not been previously disclosed.

Material Weaknesses:

Since 1993, the Bureau has taken effective actions fo eliminate 12 of the 17 long-standing
weaknesses that had been previously identified by the Department. During FY 1996, the BIA
completed actions to correct problems in Personal Property Management that had been noted in
1992. Significant progress has been made on Irrigation Operations and Maintenance, which was
first identified as a material problem twelve years ago, so that final corrective actions will be
completed by December 1998. Final corrective actions will occur in October 1997 on the Acquisition
Management Program, which was listed as a material weakness in 1989. Several additional years
will be required to resolve material weaknesses in Debt Collection (1987), Records Management
(1991), and Real Property Management and Accounting (1995). ‘

The corrective action reporls for pending material weaknesses are attached. The existence of these
material weaknesses does not prevent the Bureau from providing reasonable assurance on the
effectiveness of its management controls as a whole.

Based on the results of the assessment and except for the material weaknesses noted, | conclude
that the Bureau's systems of management, administrative and financial controls provide reasonable
assurance that the objectives of the FMFIA have been achieved and that the Bureau's financial
systems generally conform o government wide principles, standards and related requirements.

Attachment
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Memorandum

To: Assistant Secretary - Policy, Management and Budget
Through:  Assistant Secretary - Indian Affairs

From: Director, Office of Indian Education Programs
Subject:  Management Accountability and Control

The Federal Managers Financial integrity Act (FMFIA) requires an annual report on the effectiveness
of the management control systems which are to provide reasonable assurance that: (1) programs
achieve their intended result; (2) resources are-used in a manner consistent with the Bureau’s
mission; (3) resources are protected from waste, fraud, and mismanagement; (4) taws and
regulations are followed; and (5) reliable and timely information is maintained, reported, and used
for decision-making.

During the 1995-96 academic year, the Office of Indian Education Programs (OIEP) operated 83
elementary and secondary schools, six dormitories, the Haskell Indian Nations University, and the
Southwestern Indian Polytechnic Institute and funded an additional 98 schools and dormitories
operated by tribes under grant or contract. O\EP also provided funding for technical assistance and
endowments to 24 Tribally Controlled Community Colleges. In Fiscal Year 1996, the OIEP
administered $502 million in appropriations made to the Bureau of Indian Affairs and $78 million that
was allocated from the U.S. Department of Education. Staffing for OIEP and Bureau-operated
schools was 5,200 Federal employees.

| conclude that the Office of Indian Education Programs systems of management, administrative,
and financial controls provide reasonable assurance that the objectives of the FMFIA have been
achieved. This statement is based upon management's knowledge of day-to-day operations,
monthly reviews of summary fund status reports, periodic reviews with school superintendents and
Education Line Officers, review of position descriptions, and adherence to performance appraisal
requirements as well as two internal audits. One of those two audits was an Office of inspector
General report which is closed and contained no findings. The other was a General Accounting
Office information réport. Furthermore, all Bureau-operated schools received annual accreditation
by state and/or regionat education organizations.
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Memorandum

To: Assistant Secretary - Policy, Management and Budget
{Attention: Office of Financial Management)

Through: Assistant Secretary - Indian Affairs
From: Director, Office of Self-Governance
Subject:  Management Accountability and Control

The Federal Managers' Financial Integrity Act requires an annual report on the effectiveness of the
management control systems which are to provide reasonable assurance that: (1) programs achieve
their intended result; (2) resources are used in a manner consistent with the Office’s mission; (3)
resources are protected from waste, fraud, and mismanagement; (4) laws and regulations are
followed; and (5) reliable and timely information is maintained, reporied, and used for decision-
making.

The Office of Self-Governance administered over $150 million in financial assistance to 180
federally-recognized tribes under 53 compact agreements during FY 1996. The Office also provided
policy guidance and oversight for negotiations between the BIA and sslf-governance tribes on 62
annual funding agreements to be implemented in FY 1997. In FY 1996, the Office had a staff of
eight professional and administrative personnel and a total budget of $1,211,000, exclusive of
amounts provided under self-governance annual funding agreements.

The Office reviewed 44 single audits which were submitted by 36 of the Self-Governance
compactors. The Of these audits, 43 percent contained no findings or questioned costs. The
remainder of the audits identified 93 compliance or internal control findings and questioned costs of
$23,245. All findings and questioned costs have been satisfactorily resolved. We have contacted
those tribes which are delinquent in submitting the required audits and have been assured that the
reports will be provided within six months.

| conclude that the Office’s systems of management, administrative, and financial controls provide
reasonable assurance that the objectives of the FMFIA have been achieved, except for the timely
submission of reports required under section 405 of the Indian Seff-Determination and Education
Assistance Act. Section 405 requires a report to Congress on the costs and benefits of self-
governance by January 1 of each year. The FY 1995 annual report has heen delayed by the
additional time needed to negotiate the methodology with the Self-Governance Rutemaking
Committee in conjunction with the regulations being developed for the Tribal Self-Governance
Program. Section 403 also requires that each annual funding agreement with a self-governance
tribe be submitted for review by the Congress no later than 90 days before the effective date of the
agreement. In several instances, FY 1996 agreements were not finalized within this time frame
hecause of protracted negotiations.

This assurance statement is based upon my knowledge of day-to-day operations, monthly reviews
of summary fund status reports, review of position descriptions, adherence to performance appraisal
requirements, an annual inventory of personal properly, and a review of tribal audits.
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Memorandum

To: Assistant Secretary - Policy, Management and Budget
(Attention: Office of Financial Management)

7 Through: Assistant Secretary - Indian Affairs
From: Director, Office of Audit and Evaluation
Subject:  Management Accountability and Control

The Federal Managers’ Financial Integrity Act requires an annual report on the effectiveness of the
management control systems which are to provide reasonable assurance that: (1) programs achieve
their intended result; (2) resources are used in-a manner consistent with the Office’s mission; (3)
resources are protected from waste, fraud, and mismanagement; (4) laws and requlations are
followed; and (5) reliable and timely information is maintained, reported, and used for decision-
making. '

The Office of Audit and Evaluation provides technical advice and assistance to the Bureau of Indian
Affairs and the Office of Self-Govemnance in the resolution of audit findings related to their programs,
including annual audit reports submitted by tribal governments, schools, and organizations that
receive federal financial assistance. In FY 1996, the Office had a staff of 13 professional and
administrative personnel and a total budget of $1,398,000.

[ conclude that the Office’s systems of management, administrative, and financial controls provide
reasonable assurance that the objectives of the FMFIA have been achieved. This statement is based
upon my knowledge of day-to-day operations, availability of appropriate manuals and regulations,
review of position descriptions, adherence to performance appraisal requirements, monthly reviews
of budget and accounting reports, and an annual inventory of personal property.

In FY 1995, the Bureau and the Office of Self-Govemance awarded over $1 billion under self-
determination contract, grant, and self-governance compact agreements. Federal funds were
provided to 449 tribes and 97 schools are operated by tribes or tribal organizations. Through August
1996, 388 audit reports were received from grantees and tribal contractors, as required under the
Single Audit Act of 1984, covering FY 1995 and prior fiscal years. Of the 388 audits, 160 reports
(41 percent) contained no adverse findings. Another 156 reports with a combined 804 audit findings
were successfully resolved, although collection action is pending on ten of these. The BIA made the
required management decisions on all audits with findings or questioned costs within the 180 day
period prescribed by Departmental policy. Of the remaining audits, the OIG is presently reviewing
BIA’s management decisions on 17, and BIA management decisions are pending on 57.

During 1998, BIA awarding officials have disallowed $121,000 of grant and contract expenditures
charged to Federal funds in prior fiscal years. This represents only cne-tenth of one percent (.01
percent) of annual BIA awards to tribes and tribal organizations.

Based upon these audit results, the Department has reasonable assurance that the federal financial

assistance provided by the BIA to tribes and tribal organizations is protected from waste, fraud, and
abuse.
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1. GENERAL

1.1 EPurpose. The purpose of this manual is to provide policies
and procedures to be followed for audit response,. resclution, and
close=ocut.

1.2 Authority. This manual is issued pursuant to the Inspector
General Act of 1978 (P.L. 95=-452); The Single Audit Act of 1984
(P.L. 98-502); Office of Management and Budget (OMB) Circulars A-
50, A-110, A-123, and A-128; Parts 360 and 361 of the Department
Manual; 43 CFR Part 12; and the authority delegated to the
Assistant Secretary - Indian Affairs in accordance with 209 DM sg.
These documents shall be maintained as references in Bureau of
Indian Affairs' offices having responsibilities for audits.

1.3 Policy. It is the policy of the Bureau of Indian Affairs to
provide timely resolution of external audit reports; to give
prompt and objective consideration to the findings and
recommendations contained in internal audit reports; to follow
through, if necessary, with appropriate corrective actions; and
to report, as required, on all of the above. )

1.4 Definitions.

A. Closed Audjt means that the Office of Inspector General
(OIG), or the Office of Policy, Management and Budget (PMB) if
the audit has been referred, notifies the Bureau that it agrees.
that all findings and recommendations are resolved and .
implemented, including the collection, write-off or reinstatement
of any disallowed costs. '

B. Digallowed Cost means a cost that is questioned by
auditors that management has subsequently sustained or agreed

should not be charged to the Government.

C. Management means the agency official to whom an audit
report is addressed. For internal audits, the agency official is
the Assistant Secretary or Bureau Director. For external audits,
the agency official is the contracting officer or grants awarding
official within whose purview the subject matter of the audit
falls.

D. ugngggggn;_nggigign means the evaluation by management

of the findings and recommendations included in an audit report
and the issuance cof a final decision by OIG or PMB concerning
management's response to such findings and recommendations,
inecluding actions determined to be necessary.

E. Questjoned Cost means a cost that is qugstioned_by the
OIG or other audit entity because of an alleged violation of a

e M m a ee el
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p-Ovision of a law, regulation, contract, grant, cooperative
agreement, or other agreement or document governing the
expenditure of funds; a finding that, a2t the time of the audit,
such cost is not supported by adequate documentation; or a

finding that the expenditure of funds for the intended purpose is
unnecessary or unreasonable. ’

F. Reinstated Cost means a questioned cost that management
determines is allowable and, therefore, the contractor does not
owe the government.

G. Resglved Audit means that stage of a recommendation in
which a determination of actions to be taken has been rendered
and accepted by management, the OIG, and the Office of Policy,
Management and Budget (PMB).

1.5 es o udjits.

A, External Audits. These are audits of non-Federal

organizations or commercial exterprises that are referred to the
Bureau of Indian Affairs for resolution. The largest number are
those required by the Single Audit Act of 1984 and OMB Circular
A-128. These audits are required of tribes or tribal .
organizations receiving Federal financial assistance (grants,
self-determination contracts, or self-governance compacts). The
audits are performed by independent certified public accountants
and cover financial operations, internal controls, and compliance
with Federal statutes and regulations. Other external audits are
conducted by the OIG or other Federal auditors of costs claimed
by commercial businesses having a contractual relationship with
the Bureau of Indian Affairs.

B. Internal Audits. These are audits of Bureau operations
performed either by the O0ffice of Inspector General (0IG) or the
General Accounting Office (GAC). Bureau administrative
functions, including oversight of self-determination awards,
program operations, and audits performed under the Chief '
Financial Officers Act fall within the scope of internal audits.
The purpose of the audits is to provide information on the
effectiveness, efficiency, and economy of Bureau programs; to
determine if the programs are conducted in compliance with lays,
regulations, and Department or Bureau policies; and to determine
if financial operations are properly conducted.

1.6 Responsibilities.
A. Assistant Secretarv - Indian Affairs. The Assistant

Secretary - Indian Affairs (Assistant Secretary) through the
Audit Liaison Officer (ALO) is responsible for the development
and oversight of Bureauwide audit policies and procedures. The

SIFTALN FTRMIER R VA L S T IS R T e it SRS t x tea o TId ev pani i  ee
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Assistant Secretary also ensures that the performance standards
for all appropriate senior management officials contain factors
that reflect accountability for resolving audits and for
implementing corrective action plans.

B. Audit Ljaison Offjicer. The Director, Office of Audit
and Evaluation, is the Assistant Secretary's Audit Liaison
Officer. The Audit Liaison Officer:

(1) Designates Bureau or Departmental officials
responsible for preparation of the Assistant Secretary's response
to internal audit reports.

(2) Provides semiannual reports to designated
Departmental officials on the status of unresolved audit
recommendations.

(3) Provides periodic analysis of audit .
recommendations, resolution, and corrective actions, to determine
trends and problems, and to recommend solutions.

(4) Provides assistance to Bureau management in
responding to audits, formulating corrective action plans,
implementing such plans, and reporting thereon.

(5) Serves as coordinator for OIG and GAO audits,
attends entrance and exit conferences, is the contact for annual
audit plans, and mediates disputes. :

(6) Conducts validation studies to ensure that
corrective actions have been implemented and have corrected the
problems noted in the audit findings.

(7) Establishes and maintains an automated tracking
system to provide management information on the status of all
open internal and external audits.

C. ﬂg:ggg_ﬂi;gg;g;g. Bureau Central Office Directors and
Area Directors:

(1) Designate an audit coordinator to serve as the
primary point of contact with the ALO.

(2) Ensure timely resolution of external andits
referred by the 0IG.

(3) Ensure the preparation of timely, complete
responses to internal audits referred by the ALO.

(4) Ensure that corrective action plans related to

BIAM Release 9501, 4/28/95
Replaces Release 14-4, 9/26/86
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(a) Will resclve the identified weakness.

' (b) Are reasonable in terms of personnel and
financial resources required for implementation.

(c) Identify responsible officials.

(d) Are completed within the specified time
frame.

D. Audit Coordinators. The audit coordinators are

designated by Central Office and Area Directors to:

(1) Monitor the status of external audit resolution,
internal audit responses, and corrective action plan
implementation in order to provide timely notification of
progress and problems tc the Director.

(2} Provide information to be included in the
semiannual report on audit follow-up to the ALO within the
degignated time frame and in such format as may be required.

(3) Identify issues requiring technical assistance
from the ALO and request such assistance through the Director.

(4) Designate personnel resﬁonsible for pfeparing
audit responses.

E. Awarding Officials. Awarding officials include

Contracting Officers, Education Line Officers, and others who
have been delegated authority to award contracts or grants to®t
tribes, tribal organizations, and individuals. Awarding
officials:

(1) Resolve external audit reports referred by the 0IG
and prepare management decisions.

(2) Resolve issues of questioned costs identified
through internal audit reports.

(3) Update the information contained in the audit
tracking system at those locations where the system 1is
oparational.

F. isi o countj . The Division of
Accounting Management:

(1) Issues Bills for Collection and demand lgtters for

BIAM Release 9501, 4/28/95
Replaces Release 14-4, 9/26/86
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audit related debt.

(2) Submits the required audit-related debt collection
reports to the ALO through the audit tracking system.

(3) Coordinates with awarding officials on the
preparation of Claims Collection Litigation Reports, when
required. _

(4) Prepares requests to write-off uncollectible
audit-related debt for approval by appropriate officials.

BIAM Release 9501, 4/28/95
Replaces Release 14-4, 9/26/86
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2. CATERNAL AUDITS

2.1 Notification. The oIg provides written notification to the
cognizant awarding official transmitting a single audit
(Illustration 1). A copy of this notification is provided to the
ALO. The notification may state that there are no findings or
questioned costs to be resolved. In that case, no further action
is required. In other instances, there may be findings but no
questioned costs; guestioned costs, but no other findings; or
both findings and questioned costs. A response from the
contractor or grantee may be included in the audit report.

2.2 Audits With Findings but No Questioned Costs. Unless

otherwise requested by the cognizant Director, the ALO shall
review audits with findings but no questioned costs to determine
if the response contained in the audit report is adequate. If
the response is deemed adegquate to resolve the audit, the ALO
shall so notify the 0IG by memorandum and recommend that the
audit be closed. A copy of the memorandum shall be sent to the
cognizant awarding official {(Illustration 2). If the ALO does
not recommend closure based upon the response, the ALO shall
notify the cognizant awarding official that the audit requires
action by the awarding official to resolve the findings
(Illustration 3),. : '

2.3 Audits With Questioned Costs and/or Unresolved Findings.
All audits with questioned costs, unresolved findings, or both
require final action by the awarding official within ninety
calendar days of issuance of the audit notification by the oIgG.
In resolving the audit, the awarding official shall take one of
the following actions:

A. Audit Resolution Based on Available Information. The
_-__—__'_'—_-_-_—___-___ 1

awarding official reviews the response contained in the audit
report, the contract or grant files, and other available
information to determine if the audit can be resolved with the
information at hand. In some cases, the awarding official may be
able to make determinations about questioned costs based on the
Tribe's response to the audit. TIf the findings can be resolved,
the awarding official shall provide the contractor or grantee
with the findings and determinations and notify the 0IG by
memorandum attaching a copy of the findings and determinations,
and recommending that the audit be closed. A copy of the
memorandum shall be provided to the contractor or grantee
(Illustration 4). : .

B. Requests for Additional Information. If the audit lacks

a response from the contractor or grantee or if the awa;qing
official determines that additicnal information is required, the
awarding official shall contact the contractor or

BIAM Release 9501, 4/28/95
Replaces Release 14-4, 9/26/86
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granctee within Zourteszn ¢ i, calendar Zays ci receipt of the
audit from the OIG or the ALO. The lettaer shall reqguest a
response from the contractor or grantee within thirty (20)
calendar days (Illustration 5). Failure of the contractor or
grantee to provide a response to Support the expenditure of funds
for questioned items does not relieve the awarding official of
the responsibility for issuing findings and determinations on the
allowability of such questiocned costs.

(1) If all questioned costs are reinstated and all
findings are resolved based upon the response, the awarding
aofficial shall provide the contractor or grantee with the
findings and determinations and notify the OIG by memorandum,
attaching a copy of the findings and determinations, and
recommending that the audit be closed (Illustration 6).

(2) If some or all of the questioned costs are
disallowed, the awarding official shall notify the contractor or
grantee of the findings and determinations and of their appeal
rights. The OIG shall be notified by memorandum, attaching a .
.copy of the findings and determinations, of the resolution of the
-audit and the disallowance of certain questioned costs

(Illustration 7). Any appeal of the awvarding official's decision
must be filed with the Interior Board of Contract Appeals within

30 days after receipt of the decision, in accordance with 43 CFR

4 and 25 CFR 2.

2.4 Collection of Disallowed Costs. Once the awarding official
has determined that certain costs are disallowed, these amounts

become due and payable to the Bureau. While the audit findings

and questioned costs may be resolved, the audit cannot be closed
until final disposition of the debt. Audit related debt may be

resalved:

A. By payment from the contractor or grantee without the
issuance of a Bill for collection (BFC) . Based upon the findings
and determinations, the contractor or grantee may remit a check
or money order payable to the Bureau of Indian Affairs. The
check or money order shall be immediately forwarded to the
Division of Accounting Management with a field receipt
identifying the amount as repayment of disallowed costs related
to the specific audit.

B. By payment following receipt of a BFC. If the
contractor or grantee does not make payment within five (5)
calendar days following notification of disallowed costs, the
awarding official shall immediately request. that the Division of
Accounting Management issue a Bill for Collection (Illustration
8). Further actions following the issuance of a BFC are governed
by the Debt Collection Act and 42 BIAM.

BIAM Release 9501, 4/28/95
Replaces Release 14-4, 9/26/86
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C. 3y zfministrative offset. In this instance, the
government withholds money otherwise payable to the contractor or
grantee to satisfy the debt owed to the government.

2.5 Resolution and Closure o dits. 'Responses to external
audits are reviewed by the 0IG. If the response is acceptable,
the OIG agrees to close the audit by memorandum to awarding
official or to the Audit Liaisen Officer (Illustration 9).

2.6 Resolution and Closure of Overdue Audits. External audits
for which the awarding official has not issued a management
decision within 120 calendar days of issuance are referred by the
OIG to the Assistant Secretary - Policy, Management and Budget
(PMB) for resolution. Resolved audits with outstanding
disallowed costs are also referred for the tracking of collection
action. The OIG provides the ALO with a copy of the memorandum
referring the audit to PMB (Illustration 10). The audit
resclution and closure procedures for overdue audits are the same
as described above with the following exceptions:

A. The memorandum detailing the resolution of the audit
findings or the collection of disallowed costs shall be sent
through the ALO to PMB (Illustration 11). If PMB considers the
resolution acceptable, they agree by memorandum to close the
audit and remove it from the tracking system (Illustration 12),

B. Disallowed costs may not be collected if the findings
and determinations are issued more than 365 calendar days
following receipt of the single audit by the 0IG.

2.7 Corrective Action Plans. The cognizant tribal official's
response to an audit issued pursuant to the Single Audit Act of
1984 should include a plan for corrective action to eliminate
findings of non-compliance findings or internal control
weaknesses or a statement describing the corrective actions
already taken or the reason that corrective action is not
necessary.

2.8 e e its: While the responsibility for
resolution of questioned costs rests with the awarding official,
the resolution of compliance or internal control findings
requires positive action on the part of the contractor or _
grantee. In a situation where the contractor or grantee fails to
take action necessary to resolve material audit findings, the
audit remains unresolved and the awarding offici»1 =hall consider
the options of contract declination or the rescission of contract
or grant authority as provided in the Indian Education and Self-
Determination Act, P.L. 93-638, as amended.

BIAM Release 9501, 4/28/95
Replaces Release 144, 9/26/86
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5. INTERNAL AUDITS

3.1 Notification. The internal audit cycle begins with a
notification to the ALO from the OIG or GAO (hereinafter referred
to as auditors) of their intention to audit specific areas of
Bureau operations. The ALO shall notify the appropriate
Department and/or Bureau Director(s) of the initiation of the
audit. The process described below pertains toc audits conducted
by the QIG. GAO audits have wide variations in process,
procedures, time frames, and requirements for response. These
audits, therefore, will be handled on a case~by-case basis.

3.2 Entrance Conference. The auditors normally request an
entrance conference to discuss the scope of the audit, to
identify certain background material that may be of assistance in
conducting the audit, and to provide an estimate of the duration
of the audit. The ALO coordinates the scheduling of the entrance
conference,

3.3 Interim Report. Occasionally during the course of an audit,
significant findings of fraud, waste, abuse, or mismanagement may
surface. In this case, the auditors will prepare a special
report for management, prior to the completion of the entire
audit, so that management.can take immediate action to correct
the situation. Formal written responses are not required at this
time. :

3.4 Exit Conference. A preliminary draft audit report may be
provided to the Bureau prior to the exit conference, or the
auditors may provide only an oral report of their findings and
cenclusions. Bureau officials should use the information gained
from the exit conference to begin preparation of the Bureau
response to the audit.

3.5 Draft Audit Report. Sonetime following the exit conference,
the auditors will issue a draft audit report requesting a formal
response from the Assistant Secretary - Indian Affairs within|
thirty (30) calendar days. The ALO shall provide the appropriate
Director a copy of the audit report and a memorandum cutlining
the response requirements.

3.6 Responsé to Draft Audit Report. The response to the draft

audit report shall be prepared in memorandum format for signature
by the Assistant Secretary ~ Indian Affairs (Illustraplon 13),
and shall contain the following:

A. A general discussion in the same segquence of the audit
report detailing any areas of disagreement with the substance of
the report and providing a context for the responses to the
specific recommendations contained in the audit report.

BIAM Release 9501, 4/28/95
Replaces Release 14-4, 9/26/86
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2. Tha verbatim audit recommendat-pns followecd by the
Bureau's response to each. Each response should begin with one
of the statements listed below followed by an explanation of the
response.

(1) The Bureau concurs.
(2) The Bureau does not concur.
(3) The Bureau partially concurs.

C. For any audit recommendation which has already been
implemented, the response shall provide documentation of ' such
implementation.

D. For any audit recommendation with which the Bureau
concurs that has not been implemented, the response shall
specifically identify what action will be taken, the
individual(s) responsible for implementation, and the target date
for completion of the implementing action(s).

3.7 Extension of Due Date. At times, there are valid reasons
why the response cannot be submitted within the established time
frame. If the response will not be submitted by the due date,
the audit coordinator should notify the ALO to alert the 0IG. If
the response will be more than ten (10) days late, the
responsible Director shall prepare a memorandum to the 0IG,
through the ALO, requesting an extension. Inordinate delays in
the Bureau's response will result in the issuance of a final
audit report without the benefit of Bureau comments.

3.8 Fipal Audit Report. The final audit report will identify
recommendations that have been resolved and implemented;
resolved, but not implemented; and any unresclved issues.
Unresolved issues are to be reconsidered by the Assistant
Secretary - Indian Affairs, and a follow up response is required.

3.9 Response to Final Audit Report. If a response to the draft

audit report was not provided, the steps outlined above shall be
followed in responding to the final audit report. If there was a
response to the draft audit report, the response to the final
audit report is limited to addressing any unresolved findings and
providing documentation on implementation actions that have been
completed since the response to the draft audit report. The
response is written in memorandum format for signature by the
Assistant Secretary - Indian Affairs.

3.10 Corrective Action Plans. Those individualg identifie@ in
_the audit response as responsible for implementing corrective
actions shall submit a corrective action plan through their audit

BIAM Release 9501, 4/28/95
Replaces Release 14-4, 9/26/86
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Internal Audits

coordinator to the ALO within ten (10) working days of the final
audit response. If the plan is to correct an identified material
weakness, the ALO shall forward a copy of the plan to PMB. The
corrective action plan shall include sufficient detail of the
steps involved and time frames required to implement the
necessary actions so as to allow for accurate reporting of
progress to management. The ALO shall provide technical
assistance in preparing the plans at the request of responsible
officials.

3.11 Audit Resolution. If any recommendations remain unresolved
or resolved but not implemented following submission of the
Assistant Secretary's response to the final audit report, the 0OIG
refers such recommendations to PMB for resolution or for tracking
of implementation. Meetings provide the forum for final
decisions on unrsclved recommendations. Formal notification of
the decision of the Assistant Secretary - Policy, Management and
Budget is provided to the Assistant Secretary - Indian Affairs.

BIAM Release 9501, 4/28/95
Replaces Release 14-4, 9/26/86
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AUDITS
Reporting Reguirements

4. REPORTING REQUIREMENTS

4.1 Corrective Actions. As soon as final corrective action has
been taken to implement recommendations contained in internal
audits, the responsible official shall provide written
notification and documentation to the ALO through the audit
coordinator. Interim reporting on progress on corrective actions
is required at the end of each quarter of the fiscal year. If
target implementation dates are not met, written justification of
the reasons for the slippage and revised completion dates shall
accompany the quarterly report.

4.2 Consolidation of Reports. The ALO shall be responsible for
the timely submission of consclidated Bureauwide reports to PMB.

4.3 Report to Congress. A semi-annual report to Congress is
prepared containing specific and detailed information on the
status of final action on audit reports. The report is compiled
by PMB based upon information submitted by the various bureaus.

BIAM Release 9501, 4/28/95
Replaces Release 14-4, 9/26/86
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SAMPLE
August 30, 1995
Memorandum
To: Awarding Official
....Area/Agency/Organization, Bureau of Indian Affairs

From: Director, External Audits

Subject: Single Audit of the New Tribe of Indians for the Fiscal
Year Ended September 30, 1594, Report No. 95-A-300.

The subject audit report, which we received on August 4, 1995,was
issued in accordance with the provisions of the Single Audit Act
of 1984 and Office of Management and Budget Circular A-128. The

audit was performed by ....., Certified Public Accountant. Based
on our review, we concluded that the report meets the reporting

. requirements of the Act and Circular A-128.

The schedule of Federal financial assistance is on pages 25-28.
The compliance reports are on pages 30 through 35. The internal
control reports are on pages 40 through 45. The report contains
8 current year findings with 892 i uestioned costs for the
Bureau of Indian Affairs to resolve.

Please review the findings and the contractor's (grantee's)
response to determine if the steps taken or planned will correct
the deficiencies reported. If you determine that the steps will
not correct the deficiencies, you should advise the contractor
(grantee) of the additional steps needed to be taken.

As required by the Departmental Manual (360 DM 5.3), plea;e
provide us with a written response concerning the resolution of
the findings and questioned costs by November 30, 1995.

If further information is needed, please contact Mr...... at
(703) 235-3061.

Attachment

cc: Audit Liaison Officer (Office of Audit and Evaluation)
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Finding
Number

1

2

- 14 BIAM

Illustration 1
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Attachment

NEW TRIBE OF INDIANS

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
for the Year Ended September 30, 1994

Page
Number

56
57
g9

63

72

75

80

85

Em F W g T M AT Ird F o T % ek e b v e e mmrm e

Finding
Personnel Files
Property Management
Purchase Orders

Payment made for penalties and
interest

Accounting records were not
posted or reconciled timely

Certain per diem and expense
reports lacked receipts or backup
and had no evidence of

approval before payment.

Lack of Separation of Duties

Reconciliation of Actual Cash
Receipts

Questioned

Costs

$11,892
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SAMPLE
September 20, 1995

Memorandum

To: BIA Awarding Official

From: Director, Office of Audit and Evaluation

Subject: Single Audit of the First Tribe of Indians for the
Fiscal Year Ended September 30, 1994, Report No. 95-A-
462.

We have reviewed the subject audit and are unable to recommend’

. Glosure of the audit findings with the information available in

the audit report and the contractor/grantee's response.
Specifically, the contractor/grantee!s response did not address
the finding related to property management. '

Please work with the contractor/grantee to resolve this finding.
If we can be- of assistance, you can contact ...... of my staff on
(202) 208-191s.

[NOTE: The Audit and Evaluation analyst may subatitute a phone
contact for this memorandum depending on praference of the area
office and the individual.])
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SAMPLE

September 20, 1995

Memorandum

To: Director, External Audits
Office of Inspector General

From: Director, Office of Audit and Evaluation

Subject: Single Audit of the 0ld Tribe of Indians for the Fiscal
Year Ended September 30, 1994, Report No. 95-A-500.

The subject audit report, issued on September 15, 1995, contained
two findings and no questioned costs. We have reviewed the
report and the tribe's response which was included with the
audit.

The first finding related to inadequate separation of duties in
payroll processing. The tribe indicates that the administrative
officer now reviews the payroll records prepared by the payroll
clerk prior to processing. The second finding stated that of 20
quarterly reports required, two were filed late. As the two late
reports were filed within three and five days of the original due
date, we do not consider this finding to be material.

Based upon the foregoing, we recommend that the findings be
considered resolved and that the audit be closed.

cc: BIA Awarding official
0ld Tribe of Indians

Rl
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[N REPLY REFER TO:

SAMPLE

Qctober 10, 1995

Memorandum

To: Director, External Audits
Office of Inspector General

From: BIA Awarding Official

Subject: Single Audit of the New Tribe of Indians for the Fiscal
Year Ended September 30, 1994, Report No. 95-A-300.

I have reviewed the subject single audit report, the tribe's
response which was included with the audit report, contract/grant
files, and other relevant information. It is my determination
that the findings are all resolved.

The contractor/grantee has hired a full-time administrator/
business manager to address the internal control findings
numbered 1, 2, 3, 5, 7, and 8 in the audit report. The tribe has
presented receipts to document the questioned costs, and it is my
determination that the costs should be reinstated.

I recommend that the subject audit be closed.

cc: Audit Liaison Officer (Office of Audit & Evaluation)
New Tribe of Indians
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IN REPLY REFER TO

SAMPLE

October 15, 1995

cesesee+., Chairpersocn
New Tribe of Indians
Atlanta, Georgia

Dear Chairperson:

I have reviewed a copy of the Single Audit of the New Tribe of
Indians for the Fiscal Year Ended September 30, 1994, (Report No.
95-A-300 issued August 30, 1995) which was conducted at your
request by ...., CPA.

Additicnal information is necessary for me to make a
determination about allowability of costs questioned by the
auditor and whether other findings have been resolved. Please
provide responses and documentation as described below. Your
response 1s needed as scon as possible, but no later than
November 10, 1995.

[List the findings you can't resolve.]

[List any questioned costs and identify what type of
documentation you feel would adequately support the cost. If you
suspect that the cost will be unallowable, you should so state at
this point and tell them why you consider it unallowable. Offer
them the opportunity teo justify the cost or to clear up any
misunderstandings. ]

If you have questions about this request or need assistance in
preparing your response, you may contact me on (...) .......

Sincerely,

Awarding Offiz*-"

cc: Audit Liaison Officer (Office of Audit & Evaluation)

- *
iy
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SAMPLE
November 20, 1995
Memorandum
To: Director, External Audits

Office of Inspector General
From: BIA Awarding Official

Subject: Single Audit of the New Tribe of Indians for the Fiscal
Year Ended September 30, 1994, Report No. 95-A-300.

I have reviewed the subject single audit and the tribe's response
which is attached. Based on the documentation they provided, I
have determined that all of the findings are resolved and that
the questioned costs are allowable and should be reinstated: It
is my recommendation that the subject audit be closed.

[You should provide specific detail for each finding and
questioned cost for your own records and as a means of notifying
the tribe as to your determination. As the avarding official you
are responsible for your decisions related to resolution of the
audit. This detail protects you as well as the
contractor/grantee. ]

cc: Chairperson, New Tribe of Indians )
Audit Liaison Officer (Office of Audit & Evaluation)

B e S
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+IN REPLY REFER TO

SAMPLE

November 30, 1995

Certified Mail - Return Receipt Requested

...... +++, Chairperson
New Tribe of Indians
Atlanta, Georgia 00001

Dear Chairperson:

Enclosed is a copy of the Findings and Determination which
reflects a final decision of the Contracting Officer (or Awarding
Official) in respect to the Single Audit Report on the New Tribe
of Indians for the Fiscal Year' Ended September 30, 1994 (Report
No. 95-A-300, which was received by the Office of Inspecto;
General on August 4, 1995, and issued to the Bureau of Indian
Affairs on August 30, 1995.

You have a right to dispute any information contained in the
Contracting Officer's final decision. Should you elect to file
an appeal, the following appeal notice is hereby provided:

APPEAT, NOTICE
This is a final decision of the Contracting Officer (or Awarding
Official). You may appeal this decision to the Interior Board of

Contract Appeals, 4015 Wilson Boulevard, Arlington, VA 22203.

The Interior Board of Contract Appeals (IBCA) is the authorized
representative of the Secretary of the Interior with jurisdiction
to hear and determine appeals relating to contracts (or grapts)
made by any Bureau or Office of the Department of the Interior.

If you decide to appeal,. you must mail or otherwise furnish‘a
written notice of appeal to the IBCA within 30 days of receipt of
this decision and provide a copy to the Contracting Officer (or
Awarding Official) from whose decision the appeal is taken. The
notice of appeal must indicate that an appeal is intended and
must reference this decision and the identifying contract number.

- v e e ey rrme M 3 " cx om - e w
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If you appeal to the Board of Contract Appeals, you may, solely
at your election, proceed under the Board's small claims
procedure for claims of $10,000 or less or itz accelerated
procedure for claims of $50,000 or less. Instead of appealing to
the Board of Contract Appeals, you may bring an action directly
in the U.s. Claims Court within 12 months of “he date you receive
this decision.

Sincerely,

"Awarding Official"®

Enclosure

cc: Audit Liaison Officer (Denver, Office of Audit & Evaluation)
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DETERMIKATICN AND FINDINGS
FOR
SINGLE AUDIT REPORT

Contractor: New Tribe of Indians
{Address]
Atlanta, Ga
Telephone (...} .e.eo.. .e
Audit No.: 95-A-300
Audit Period: Fiscal Year Ended September 30, 1994
Awarding Official: "Name"

Bureau of Indian Affairs
Area/Agency Office
Atlanta, GA

Telephone (...) cv.....

Iptroduction

The Single Audit Act of 1984 and Office of Management and Budget
(OMB) Circular A-128 establish audit requirements for tribal -
governments that receive Federal assistance. In compliance with
these requirements, the New Tribe of Indians had an independent
audit conducted for fiscal year 1994 by ....., Certified Public
Accountant, in accordance with the Government Auditing Standards.
The audit was submitted to the Department of the Interior's
Office of Inspector General. The audit contained eight (8)
findings and two (2) questioned costs which totalled $11,892.

The Office of the Inspector General received the audit report on
August 4, 1995, and forwarded copies of the audit to the Awvarding
Official on August 30, 1395, for resolution.

Findings

The auditor identified the following findings as not in
compliance with internal control procedures,

Finding No. 1: Personnel Files were not kept in a secure
location in accordance with Privacy Act requirements.

Finding No. 2: Property records were not maintained as required
by fiscal procedures manual.

Finding No. 3: Some Purchase Orders did not include two
signatures as required in the tribe's fiscal procedures manual.

Finding No. 5: etc. etc. etc. etc.
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Triba’'s Responss: BY lettsr Zatad Nevember '3, 1995, the Tribe
states that they have corrected the internal control issues by
hiring a trained accountant and a tribal coordinator who have
Yyears of experience working with Indian programs. All internal
control procedures are currently being followed.

Questioned Costs

The auditor identified the following questioned costs:

Finding No. 4: The tribe made payments for penalties and
interest in the amount of $6,642 and charged the costs to the Law
Enforcement contract.

Tribe's response: By letter dated November 15, 1995, the tripe
states that in the future interest and penalty assessements will
be charged to non-federal funds.

Finding No. 6: Certain per diem and expense reports lacked
backup and documentation and had nc evidence of approval prior tc
payment. The amount of questioned costs was $5,250.

Tribe's response: By letter dated November 15, 1995, the tribe
provided copies of receipts, tickets, and approval letters to
.support the $5,250 in questioned costs.

Determination

I have reviewed the Auditor's findings and the tribe's responses
regarding the internal contreol issues and determined them to be
acceptable.

I have also reviewed the tribe's documentation for $5,250 in
questioned costs related toc per diem and expense reports and have
determined them to be allowable costs. Therefore, the questioned
costs of $5,250 are reinstated.

Pursuant to 25 C Chapte Pa 276 endj D(5 ald
7 interest and penalties are unallowable costs. The audit

finding is sustained and_the amount of $6,642 is to be refunded
by the tribe to the Government.

....... ., Awarding Official Date
Warrant # (if applicable)
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SAMPLE

December 5, 199%
Memorandum

To: Division of Accounting Management
Accounts Receivable and Collection Branch
(Attention: Linda Wilson)
From: BIA Awarding Official
Subject: Request for Collection Action
Please issue a Bill for Collection in the sum of
$6,642.00 to the New Tribe of Indians, Atlanta, ]
Georgia 00001, for Single Audit No. 95-A=-300 (received
August 5, 1995),.
The attached Findings and Determination is the basis

for this collection action. The refund should be
credited to:

S00001-94-39420

If you have questions, you may contact me on (XxX)

Attachment

cc: Audit Liaison Officer (Office of Audit and Evaluation)
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SAMPLE
October 7, 1995
Memorandunm
To: Director, Office of Audit and Evaluation
From: Assistant Director for Siﬁgle Audits

Subject: Resolution of Single Audit Report on the 0ld Tribe of
Indians for the Fiscal Year Ended September 30, 1994,
Report No. 95-A-500, Issued on September 15, 1995

We reviewed your September 20, 1995 response on the_resolut@on of
the two findings and no questioned costs in the subject audit

report. Based on the contractor/grantee's proposed actions, we
consider the audit resolved.

cc: BIA Awarding Official
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SAMPLE

December 20, 1985

Memorandum

To: Assistant Secretary - Policy, Management and Budget
(Attention: Departmental Audit Coordination Officer)

From: Director, External Audits

Subject: Referral of Single Audit Report on the New Tribe af
Indians for the Fiscal Year Ended September 30, 1994
(No. 95-A-300), Issued on August 30, 199S.

In accordance with the Departmental Manual (361 DM 1), questioned
costs of $6,642 in the subject report are being referred to you
for tracking of collection action. The report contained
questioned costs of $11,892 of which $5,250 has been reinstated.

-The Bureau of Indian Affairs' December 17, 1995, response was

sufficient for us to consider the report's 8 findings resolved
and $6,642 in questioned costs disallowed.

If further information is needed regarding this referral, please
contact Ms...... at (703) 235-3061.

cc: BIA Awarding Official )
Audit Liaison Officer (Office of Audit and Evaluation)
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SAMPLE

January 15, 1996

Memorandum

Tos Assistant Secretary - Policy, Management and Budget
Office of Financial Management
(Attention: cCharlene Hutchinson)

Through: Director, Office of Audit and Evaluation
From: BIA Awarding Official

Subject: Single Audit of the New Tribe of Indians for the Fiscal
Year Ended September 30, 1994, Report No. 95-A-300.

The subject audit was referred to you for tracking of collection
of $6,642 disallowed costs on December 20, 1994.

A bill for collection was issued by the Division of Accounting
Management on December 10, 1995 and the tribe paid by chgcg
number 555123 on December 20, 1995. [If the awarding official has
access to the Bureau's accounting system, attach a screen print
showing the collection transaction.]

Based upon the repayment of disallowed costs, I request that the
subject audit be closed.

cc: Chairperson, New Tribe of Indians
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SAMPLE

January 30, 1996

Memorandum
To: Director =~ External Audits
Office of Inspector General
From: Chief, Division of Management Control and Audit
Followup

Office of Financial Management

Subject: Single Audit of the New Tribe of Indians for the Fiscal
Year Ended September 30, 1994, Report No. 95-A-300

The subject audit report, issued August 20, 1995, was referred by

the Office of Inspector General for tracking of collection costs
on December 20, 1995.

We have received the Bureau of Indian Affairs' response providing
evidence of collection of $6,642 in disallowed costs.
Accordingly, we consider this report to be closed.

cc: Director, Office of Audit and Evaluation
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SAMPLE
November 15, 1995 3En 5.,
~ 2995
Memorandum o '
To: Assistant Inspector General for Audits
From: Assistant Secretary - Indian Affairs

Subject: [Draft or Final] Audit Report on "Name of Report",
[Assignment Number or Report Number)

The subject audit addressed whether the .... program was being
operated efficiently and effectively in support of the tribes in
the .... Area. [Provide any additional information which would
clarify the report or which would show why statements contained
in the report are incorrect. This section may be very brief if
there is no disagreement with the content of the report, or it
may extend for several pages if there are serious concerns with
the the report or the conclusions reached in the report. ]

Recommendation A.1: [Quote the auditor's recommendation. ]

Response: ["The Bureau concurs." OR "The Bureau does'not

concur." OR "The Bureau partially concurs." - use the appropriate
statement. ] '

If we concur and the recommended action has already been takgn,
the response should sc indicate and documentation of the action
should be included as an attachment.

If we concur but the recommended action has not yet.been takenf
the name and title of the official responsible for implementation
along with the scheduled completion date is to be included.

If we do not concur, a reason must be given.

If we partially concur, an explanation of actionslwe propose as
opposed to those recommended in the audit report is to be
included.

Recommendation A.2." [Repeat the above for each recommendation
contained in the report. ]

Response: [Repeat the above for each response. ]
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United States Department of the Interior
BUREAU OF INDIAN AFFAIRS
WASHINGTON, D.C. 20245

IN REPLY REI'ER TO:

14 BIAM Release &
Septenber 26, 1986

RECEIVED

Memorandum MAR o0 19@7
REANDF IDIAN AFFAIRS
EHEE FUNDS MGHT.
To: Holders of 14 BIAM
From: Deputy to the Assistant Secretary - Indlan Affairs (Operations)

Subject: Audits

This release redefines duties, responsibilities, and procedures for the
management of audit resoclution in the Bureau of Indian Affairs, 14 BIAM

Audits.

Filing Insttuctions:

(a) Remove superseded material:
14 BIAM Release 3 (Dated 3/27/80) {4 sheets)

(b) Insert new material transmitted:
14 BIAM Release 4 (Dated 9/26/86) (17 sheets)

(¢) Pen—and-ink changes:
None
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AUDITS
General

1. GENERAL

1.1 Purpose. The purpose of this manual is to provide policies and
procedures necessary for the Bureau to establish and maintain a formal pro-—
cess for responding to audit reports which includes follow-up corrective
action. This directive applies to audits performed by the Office of Inspec—
tor General (0IG), independent public accountants under cognizant assign-
ments of the 0IG, and the General Accounting Office (GAO),

1.2 Authority. This manual 1s issued pursuant to the provisions of the
Inspector General Act of 1978 (92 Stat. 1101); The Single Audit Act of 1984
(Pub. L. 98-502); Office of Management and Budget (OMB) Circulars A-50,
A-73 A-128, A-110 and A-123; the Supplemental Appropriations and Rescissions
Act of 1980 (Pub. L. 96-304); Parts 360 and 361 of the Department Manual;
43 CFR Part 12 and authority delegated to the Assistant Secretary — Indian
Affairs in accordance with 209 DM 8.

1.3 Policy. It is the policy of the Bureau of Indian Affairs to give prompt
and objective consideration to the findings, recommendations, and suggestions
contained in audit reports. All reports will be addressed in accordance with
this policy by the offices responsible for the programs, functions, and acti-
vities addressed in the audit reports. All time constraints shall be consis—
tent with legislative and/or Executive mandates and with Bureau requirements.
Failure to implement and inforce standards of performance for audit resolution
shall result in appropriate personnel actions.

1.4 References. The following information should be referenced when guid-
ance is needed to process audit reports.

A. Inspector General Act of 1978. This Act establishes objectives to
promote economy, efficiency, and effectiveness in the administration of
programs and operations of the Department of the Interior; to prevent and
detect waste, fraud, abuse, and mismanagement in such programs and opera-
tions; and to keep the Secretary and Congress informed about problems and
deficiencies relating to the administration of such programs as well as the
necessity for corrective actions,

B. Office of Management and Budget Circular A—-50, This OMB Circular
provides the policies and procedures for use by Executive Agencies when
considering audit reports prepared by the organizations identified in 1.1 of
this Manual. These OMB policies and procedures define and outline the follow—
up and tracking required on audit recommendations. In accordance with this
cirecular, the Bureau is expected to provide timely and objective consideration
of and action on audit findings and recommendations within six months of
issuance.

C. Office of Management and Budget Circular A-73., This eircular sets
forth policies to be followed during the conduct of an audit of Federal opera—

Release 14-4, 9/26/86
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AUDITS
General

tions and programs. Its objectives are to promote improved audit practices,
achieve more efficient use of audit staff, improve coordination of audits, and
require the application of audit standards issued by the Comptroller General.

D. Single Audit Act Of 1984 (Pub. L. 98-502). This law establishes the
audit requirements for State, local and Tndian tribal govermments that receive
Federal assistance. It requires that financial and compliance audits of organi-
zations receiving federal assistance be made by independent auditors on an
entity-wide basis rather than on an individual grant or contract award basis.

E. Office of Management and Budget Circular A-128. This Circular is pur-—
suant to Public Law 98~502, It establishes audit requirements for State and
local governments that receive Federal aid, and defines Federal responsibili-
ties for implementing and monitoring those requirements.

F., 43 CFR Part 12, This regulation defines the Department's responsi-
bility for monitoring and implementing Public TLaw 98-502 and OMB Circular
A-128,

G. Office of Management and Budget Circular A-123. This Circulaxr sets
the standards for internal controls and directs each Federal agency to review
and update its present system of control, and provides for periodic reviews
thereafter by entities not directly involved with the agency's business. It
should be noted that internal audits are not a substitute for intermal control
responsibilities of Bureau programs and operations. Administrators shall con-
tinue to provide adequate organization, policy, day-to-day operating proce-
dures and administrative reviews.

H. Departmental Manual Part 360, Departmental Audits. These instructions
provide guidelines and procedures for implementing the duties and responsi-—
bilities for audits of programs and operations of the Department, as required
by the Inspector General Act of 1978.

I. Departmental Manual Part 361, Audit Followup. This directive imple-
ments the provisions of OMB Circular A-50. It provides policies and procedures
for use by Departmental organizations when responding to audit reports issued
by the Inspector General.

1.5 Types of Audits

A, External Audits, These are audits of non—-Bureau activities, such as
non-federal programs conducted by governments, contractors, grantees, conces—
gioners, and lessees, It also includes audits of revenue producing activities
such as mineral leasing, timber sales, and other sources of income generated
from public or trust lands. These reports are classified according to their
purpose and include: Interim and Final Cost Audits; Indirect Cost Proposal
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Audits; Preaward Audits; A-128 Attachment P Audits; Countractor Claims and
Costs Incurred Audits; Post Award Audits; and Contract Price Proposal Audits.
Further explanation and definition of the contractual audits may be found in
Title 41 of the Code of Federal Regulations. Draft reports are not issued for
external audits. The Bureau has 90 days to respond to the findings and
recommendations contained in the external audit report.

B. Internal Audit Reports. These are audits of specific Bureau pro-
grams, activities, and functions conducted by the 0IG to furnish information
on the effectiveness, efficiency and economy of Bureau programs; tc determine
if programs are conducted in compliance with laws, regulations, and Department
or Bureau policies, and to determine 1f financial operations are properly
conducted. Internal reports are usually issued in two phases. The auditor
usually issues a draft report for comments before i1ssuing the final report.
The Bureau is usually given 30 days to respond to a draft report. After the
0IG reviews the Bureau's response to the draft audit report, the final audit
report is dissued. The final report reflects any corrections, revisions,
additions and deletions provided in the Bureau's response. The Bureau has
60 days to respond to the findings and recommendations contained in the final
audit report.

C. Genmeral Accounting Office (GAO)} Audits. This is a special type of
internal audit that is performed and issued by the GAO to the Department.
The Bureau's role is normally to provide comments to the Department on issues
that affect the Bureau and thereafter comply with the directions issued by
the Department. Part 361 of the Department Manual fully outlines the audit
process and responsibilities.

1.6 Definitions. The following definitions are applicable to Bureau audit
reports.,

A, Closed Audit. An audit is closed after the 0IG informs the Bureau
that it agrees that all findings and recommendations are implemented.

B. Collateral Respondent. The collateral respondent is an offiical who
provides remarks to the lead respondent to address aspects of the audit for
which it has responsibility.

C. Cognizant Audit Agency. The Federal agency that is assigned audit
responsibility by the OMB for a particular recipient organization.

D. Implementation of Corrective Actions. The implementation of correc—
tive actions occurs when the Bureau actually takes certain actions to resolve
the audito
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E. Lead Respondent. The lead respondent 1is the official agsigned
primary responsibllity to prepare the Bureau's response to the audit report.
This individual is held accountable for providing a timely and comprehensive
document that is prepared in the format outlined in Section 2 of this manual,

F. Resolved Audit. An audit is resoclved after the 0IG/PBA has reviewed
the Bureau's audit response and has agreed with the Bureau that all findings
and recommendations are adequately addressed. This does not necessarily mean
that all actions takem to resolve the findings and recommendations have been
completed, but only that the Bureau has agreed to take the actiom,

1.7 Responsibilities.

A. Assistant Secretary — Indian Affairs. The Assistant Secretary -
Indian Affairs through the Bureau Audit Liaison Officer is responsible for
Bureauwide audit policies and procedures.

B. Audit Liaison Officer. The Deputy to the Assistant Secretary -
Indian Affairs (Operations) is the Bureau Audit Liaison Officer (ALO). The
Audit Liaison Officer:

(1) Designates lead and collateral respondents for preparation of
the Bureau's response to specific audit reports.

(2) Assures that the performance standards for all appropriate
managemenf officials contain factors that reflect accountability for resolv—
ing resolving audit and implementing corrective action in accordance with
the policy stated in 1.3 above.

(3) Provides semiannual reports to the Assistant Secretary -
Policy, Budget and Administration on the status of all unresoclved audit
recommendations over six months old.

(4) Provides for perlodic analysis of audit recommendations, reso-
lution, and corrective action, to determine trends and problems, and to
recommend solutions.

(5) Provides for periodic evaluations of whether the audit follow—
up system results in efficient, prompt, and proper resclution and corrective

action on audit recommendations.

C. Lead Respondent. The designated lead respondent:

{1) Secures comments from other organizations, as required.
(2) Prepares the Audit Response (see Section 2) and attaches the

appropriate support documentation, e.g., Findings and Determinations and
Bill for Collection.
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{3) Transmlts the response for external audits directly to the 0IG
provided the report has not been referred to the Office of Policy, Budget
and Administration for resolution. See Illustration 1 for a sample trans-—
mittal memorandum.

(4) Prepares the transmittal memorandum for signature of the
Deputy to the Assistant Secretary - Indian Affairs (Operations) forwarding
the audit response to the appropriate agency for all internal reports and for
external reports that have been referred to the 0ffice of Policy, Budget and
Administration for resclution. See Illustration 2 for a sample memorandum.

(5) Eusures audits are answered by the dates established by the
audit agency or the Audit Liaison Officer.

(6) Provides quarterly audit status reports by the last day of the
quarter, beginning with September 30, 1986, (See Section 3.1A). Form BTA-1403
will be used to provide the data.

(7) Provides a semianmual report to the Audit Liaison Officer
covering the status of all audits in the implementation phase, resolved but
not closed (See Section 3.1B). Form BIA-1404 will be used for the report.

D. Collateral Respondent. The collateral respondent provides sub-—
stantive and timely comments and supporting documentation to the Ilead
respondent by the date established by the Audit Liaison Officer or lead
respondent., If the collateral respondent is asked to provide input to
specific findings and recommendations he/she will follow the instructions
contalned in Section 2, Negative responses are required if the collateral
respondent has no input.
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2. RESPONSE PROCEDURES

2.1 Audit Response Form BIA-1402.

A, The Form BIA-1402 (See Tllustration 5) 1s the document used to
address audit recommendations contained in the report. For recommendations
contained in Preward Contracts Audits and all Contract Claim Audits see
Section 2.2 below. The form must include a verbatim statement of each
recommendation followed by a statement of concurrence or nonconcurrence.

(1) When the respoundent concurs, the corrective action plan for
each recommendation must be recorded. The response must contain a concise
statement fully addressing each recommendation. The plan must include the
name of the Bureau official responsible for implementation or certification,
and the projected completion date. If the action has been completed, the
form must reflect the action officer's name and the date the action was
completed.

{2) When the respondent does not cohcur, the form must reflect
the specific reasons for nonconcurrence and supporting documentation must
be attached.

B. An example of a completed Form BIA-1402 is included in the Illus-
tration. Reproduction of Form BTA-1402 for local use is authorized.

C. Documentation. Supporting documentation is dimportant and copies
of any correspondence, form, or document pertinent to the audit should be
attached to the audit response form as appropriate to clarify the response.

2.2 Response to Preaward Contract Audits and Cost Claim Audits. The re—
sponse must include a copy of the agreement made between the contracting
officer and the contractor. In addition, these reports must include copies
of the negotiated memorandum or a notice that the claim has been withdrawn
or submitted te the Board of Contract Appeals.
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3. REPORTS

3.1 Reporting Requirement.

A, TUnresolved Audit Report. This report is regquired of all designated
lead respondents who have not receilved notification from the O0IG or the
Deputy to the Assistant Secretary - Indian Affairs (Operations) that the
audit is resolved. The report must refleect the status of the audit as of the
last day of each report quarter, beginning with the September 30, 1986 report.
The report must be submitted to the Audit Liaison Officer on Form BIA-1403
{Illustration 3) no later tham the fifth day after the end of the quarter.
The reproduction of Form BIA-1403 for local use is authorized. An example
of a completed report form is included in the Illustration.

B. Semiannual Audit Report. This 1is a status report of all audit
findings, recommendations and proposed actioms that have been accepted by
0IG or PBA and Bureau management., The report must be submitted on Form
BTA-1404 (see Illustration 4). A sample of a completed form is included
in the Illustration. The report 1s due to the Audit Liaison Officer by
April 1 and October 1 of each year. The report will be comsolidated by the
Audit Liaison Officer to provide the Office of Policy, Budget and
Administration the Bureau's Semiannual Status Report.
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UNITED STATES GOVERNMENT

e emorandum

DATE:

REPLY TO
ATTNOF:

SUBJECT:  Response to Audit Report
Report No.

TO*  Appropriate Regional 0IG Office

This is in response to your (date of auditor's memorandum transmitting

audit for response) memorandum concerning the above cited audit.

The Bureau's response to the above cited audit is attached, I trust this

information will resolve the agudit.

(Area Director's signature)

Attachments

Release 14-4, 9/26/86
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United States Department of the Interior
BUREAU OF INDIAN AFFAIRS
WASHINGTON, D.C. 20245

IN REPLY REFER TO:

SAMPLE

Memorandum

To: Assistant Inspector General for Audits or
Office of Policy, Budget and Administration

From: Deputy to the Assistant Secretary — Indian Affairs (Operations)
Subject: Response to Audit Report, " (Subject of Audit) Yy
Report No. _ _ .

This is in response to your {date of Auditor's memorandum transmitting audit
for response) memorandum concerning the above cited audit.

The Bureau's response, as provided for by the (name of Area Office)
Area Office Director is attached. I trust this information will resolve
the audit,.

Attachments
(attach audit response form and support NOTE: Use for internal audits
documents) _ and external audits that have

been forwarded to PBA for resol-
ution/implementation
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EXECUTIVE OFFICE OF THE PRESIDENT - ; \0\
OFFICE OF MANAGEMENT AND BUDGET [}}l\
_ WASHINGTON, D.C. 205 aﬁy ,v
)
THE DIRECTOR May 4, 19395

.W
Circular No. A-87
Revised

TO THE HEADS OF EXECUTIVE DEPARTMENTS AND ESTABLISHMENTS

TROM: Alice M. Rivlin
Director

SUBJECT: Cost Principles for State, Local, and Indian Tribal
Governments ‘

l. Purpose. This Circular establishes principles and standards
for determining costs for Federal awards carried out through
grants, cost reimbursement contracts, and other agreements with
State and local governments and federally-recognized Indian
tribal governments (governmmental units).

2. Authoritg. This Circular is issued under the authority of
the Budget and Accounting Act of 1921, as amended: the Budget and
Accounting Procedures Act of 1950, as amended; the Chief
Financial Officers Act of 1990; Reorganization Plan No. 2 of
1970; and Executive Order No. 11541 ("Prescribing the Duties of
the Office of Management and Budget and the Domestic Policy
Council in the Executive Qffice of the President”).

3. Background. An interagency task force was established in
1987 To review existing cost principles for. Federal awards to
State, local, and Indian tribal governments. The task force
studied Inspector General reports and recommendations, solicited
suggestions for changes to the Clrcular from governmental units,
and .compared for consistency the provisions of other OMB cost
principles circulara covering non-profit organizations and _
universities. A proposed revised Circular reflecting the results
of those efforts was issued on October 12, 1988, and August 18,
1993. Extensive comments on the proposed revisions, discussions
with interest groups, and related developments were considered in
developing this revision.

4. Rescissions. This Circular rescinds and supersedes Circular
A-B87, issued January 15, 1881.

5. Policy. This Circular establishes principles and standards
to provide a uniform approach for determining costs and to
promote effective program delivery, efficiency, and better
relationships between governmental units and the Federal
Government. The principles are for determining allowable costs
only. They are not intended te identify the circumstances or to
dictate the extent of Federal and .governmental unit participation



in the financing of a particular Federal award. Provision for
profit or other increment above cost is outside the scope of this

Circular.

6. Definitions. Definitions of key terms used in this Circul:
are containea 1in Attachment A, Section B.

7.  Reauired Action. Agencies responsible for administering
programs that involve COSt reimbursement CORTIACLS, grants, and
other agreements with governmental units shall issue codified
regulations to implement the provisions of this Circular and its

Attachments by September 1, 19895.

B. OMB Responsibilities. The Office of Management and Budget
(OMB) wi Teview agency regulations and implementation of this
Circular, and will prc—.de policy interpretations and assistance
to insure effective and efficient implementation. Any exceptions
will be subject to approval by CQMB. Exceptions will only be made
in particular cases where adequate justification is presented.

9. Information Contact. Further information concerning this
Circular may be obtaln: by contacting the Office of Federal
Financial Management, 1} ~eial Standards and Reporting Branch,
Office of Management ana ~.:7°t, Washington, DC 20503, telephone
202-395-39893. ' -

10. Policy Review Date. OMB Circular A-87 will have a policy
. review three years from the date of issuance.

11. Effective Date. This Circular is effective as follows:

- For costs charged indirectly or otherwise covered by
" the cost allocation plans described in Attachments C, D
and E, this revision shall be applied to cost
allocation plans and indirect cost proposals submitted
or prepared for a governmental unit's fiscal year that
begins on or after September 1, 1895.

- For oth»~ ~~3, this revision shall be applied to all

awards or .. ‘ments, including continpation or renewal
awards, made .an or after September 1, 1935.

Attachments
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2. Cost allocation plans and indirect cost proposals
3. Limitation ‘on indirect or administrative costs

G. Interagency Services
H. Required Certifications

A. Purpose and Scope

1. Objectives. This Attachment establishes principles for
determining the allowable costs incurred by State, local, and
federally-recognized Indian tribal governments (governmental
units) under grants, cost reimbursement contracts, and other
agreements with the Federal Government (collectively referred to
in this Circular as "Federal awards"). The principles are for
the purpose of cost determination and are not intended to
identify the circumstances or dictate the extent of Federal or
goverrmental unit participation in the financing of a particular
program or project. The principles are designed to provide that
Federal 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 gquides.

a. The application of these principles is based on the
fundamental premises that:

1. Governmental units are responsible for the
efficient and effective administration of Federal awards through
the application of sound management practices.

2. Governmental units assume responsibility. for
administering Federal funds in a manner consistent with
underlying agreements, program objectives, and the terms and
conditions of the Federal award.

3. Bach governmental unit, in recognition of its own
unique combination of staff, facilities, and experience, will
have the primary responsibility for employing whatever form of
organization and management technicques may be necessary to assure
proper and efficient administration of Federal awards.

b. Federal agencies should work with States or localities
which wish to test alternative mechanisms for paying costs for
administering Federal programs. The Qffice of Management and
Budget (OMB) encourages Federal agencies to test fee-for-service
alternatives as a replacement for current cost-reimbursement
payment methods in response to the National Performance Review's
(NPR) recommendation. The NPR recommended the fee-for-service
approach to reduce the burden associated with maintaining systems

2



for charging administrative costs to Federal programs and
preparing and approving cost allocation plans. This approach
should also increase incentives for administrative efficiencies

and improve outcomes.

3. Application.

- a. These principles will be applied by all Federal
agencies in determining cests incurred by governmental units
under Federal awards (including subawards) except .those with (1)
publicly-financed educational institutions subject to OMB
Circular A-21, "Cost Principles for Educational Institutions,”
and (2) programs administered by publicly-owned hospitals and
other providers of medical care that are subject to requirements
promulgated by the sponsoring Federal agencies. However, this
Circular does apply to all central service and department/agency
costs that are allocated or billed to those educational .
institutions, 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 Federal cost
principles applicable to the particular organization concerned.
Thus, if a subaward is to a governmental unit {other than a )
college, university or hospital), this Circular shall apply; if a
subaward is to a commercial organization, the cost principles
applicable to commercial organizations shall apply:; if a subaward
is to a college or university, Circular A-21 shall apply; if a
subaward is to a hospital, the cost principles used by the
Federal awarding agency for awards to hospitals shall 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, "Cost Principles for Non~Profit
Organizations," shall apply. '

o C. These principles shall be used as a guide in the
pricing of fixed price arrangements where costs are used i
determining the appropriate -price. '

d. Where a Federal contract awarded to a governmental
unit incorporates a Cost Accounting Standards (CAS) clause, the
requirements of that clause shall apply. In such cases, the
governmental unit and the cognizant Federal agency shall
establish an appropriate advance agreement on how the
governmental unit will comply with applicable CAS requirements
when estimating, accumulating and reporting costs under CAS-
covered contracts. The agreement shall indicate that OMB
Circular A-87 requirements will be applied to other Federal
awards. 1In all cases, only one set of records needs to be
maintained by the governmental unit.



B, Definitions

1. "Approval or authorization of the_awarding or cognizant
Federal agency” means documentation evidencing consent prior to
incurring a specific cost. If such costs are specifically
identified in a Federal award document, approval of the document
constitutes approval of the costs. If the costs are covered by a
state/local-wide cost allocation plan or an indirect cost

proposal, approval of the plan constitutes the approval.

2. "Award" means grants, cost. reimbursement contracts and
other agreements between a State, local and Indian tribal
government and the Federal Government. :

3. "Awarding agency" means (a) with respect to a grant,
cooperative agreement, Or COSt reimbursement contract, ‘the
Federal agency, and (b) with respect to a subaward, the party
that awarded the subaward. : -

4. rcentral service cost allocation plan” means the
documentation identifying, accumulating, and allocating or
developing billing rates based on the allowable costs of services
provided by a governmental unit on a centralized basis to its
departments and agencies. The costs of these services may be
allocated or billed to users.

S. "claim” means a written demand or written assertion by
the governmental unit or grantor seeking, as a matter of right,
the payment of money in a sum certain, the adjustment or
interpretation of award terms, or other relief arising under or
relating to the award. A voucher, invoice or other routine
request for payment that is not a dispute when submitted is not a
claim. Appeals, such as those filed by a governmental unit in
response to questioned audit costs, are not considered claims
until a final management decision is made by- the Federal awarding
agency. .

6. "Cognizant agency" means the Federal agency responsible
for reviewing, negotiating, and approving cost allocation plans
or indirect cost proposals developed under this Gircular on
behalf of all Federal agencies. OMB publishes a listing of
cognizant agencies. . .

7. "Common Rule™ means the "Uniform Administrative
Requirements for Grants and Cooperative Agreements to State and
Local Governments:; Final Rule” originally issued at 53 FR 8034-
8103 (March 11, 1988). Other common rules will be referred to by
their specific titles.

8. "Contract” means a mutually binding legal relationship
obligating the seller to furnish the supplies or services
(including construction} and the buyer to pay for them. It
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includes all types of commitments that cbligate the government to
an expenditure of appropriated funds and that, except as
otherwise authorized, are in writing. In addition to bhilateral
instruments, contracts include (but are not limited to): awards
and notices of awards; 3job orders or task orders issued under
basic ordering agreements: letter contracts; orders, such as
purchase orders, under which the contract becomes effective by
written acceptance or performance; and, bilateral contract _
modifications. Contracts do not include grants and cooperative
agreements covered by 31 U.S5.C., 6301 et seq.

9. "Cost™ means an amount as determined on a cash,
accrual, or other basis acceptable to the Federal awarding or
cognizant agency. It does not include transfers to a general or

similar fund.

10. "Cost allocation plan™ means central service cost
allocation-plan, public assistance cost allocation plan, and
indirect cost rate proposal. Each of these terms are further

defined in this section.

11. "Cost objective™ means a function, organizational
subdivision, contract, grant, or other activity for which cost
data are needed and for which costs are incurred.

- 12. "Federally-recognized Indian tribal government” means
the governing body or a governmental agency of any Indian tribe,
band, nation, or other organized group or community (including
any native 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 special programs and service
provided through the Bureau of Indian Affairs.

13. "Governmental unit” means the entire State, local, or
federally-recognized Indian tribal government, including any
component thereof. Components of governmental units may function
independently of the governmental unit in accordance with the
term of the award. '

14. "Grantee department or agency" means the component of a
State, local, or federally-recognized Indian tribal government
which is responsible for the performance or administration of all
or some part of a Federal award.

15. "Indirect cost rate proposal” means the documentation
prepared by a governmental unit or compenent therecf to
substantiate its request for the establishment of an indirect
cost rate as described in.Attachment E of this Circular.

'16. "Local government” means a county, municipality, city,
town, township, local public authority, school district, special
district, intrastate district, council of governments {whether or

S
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not inceorporated as a non-profit corperation under State law),
any other regional or interstate government entity, ©r any agency
or instrumentality of a local government.

17. T"public assistance cost allocation plan" means a
narrative description of the procedures that will be used in
identifying, measuring and allocating all administrative costs to
all of the programs administered or supervised by State public
assistance agencies as described in Attachment D of this

Circular.

18. "State” means any of the several States of the United
States, the District of Ccolumbia, the Commonwealth of Puerto
Rico, any territory or possession of the United States, ©or any
agency or instrumentality of a State exclusive of local

governments.

C. Basic Guidelines

1. Factors affecting allowability of costs. To be
allowable under Federal awards, costs must meet the following
general criteria: '

. a. Be necessary and reasonable for .proper and
efficient performance and administration of Federal awards.

b. Be allocable to Federal awards under the
provisions of this Circular.

c. Be authorized or not prohibited under State or
local laws or regulations.

. - d. Conform to any limitations or exclusions set forth
in these principles, Federal laws, terms and conditions of the
Federal award, or other governing regulations as to types Or
amounts of cost items. :

e. Be consistent with policies, regulations, and _
pro;e@u;es that apply uniformly to both Federal awards and other
activities of the governmental unit. '

. f. Be accorded consistent treatment. A cost may not
be assigned to a Federal award as a direct cost if any other cost
incurred for the same purpese in like circumstances has been
allocated to the Federal award as an indirect cost.

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

_ h. Not be included as a cost or used to meet cost
sharing or matching requirements of any other Federal award in
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either the current or a prior period, except as specifically
provided by Federal J1aw or regulation.

i. Be the net of all applicable credits.

3. Be adequately documented.

2. Reasonable costs. A cost is reasonable if, in its
nature and amount, it does not exceed that which would be
incurred by a prudent person under the circumstances prevailing
at the time the decision was made to incur the cost. The
question of reasonableness is particularly ;mportant when
governmental units or components are predominately federally-
funded. In determining reasonableness of a given cosrt,
consideration shall be given to:

a. Whether the cost is of a type generally recognized
as ordinary and necessary for the cperation of the governmmental
unit or the performance of the Federal award. : ~ '

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

c. Market prices for comparable goods or services.

d. Whether the individuals concerned acted with
prudence in the circumstances considering their responsibilities
to the governmental unit, its employees, the public at large, -and
the Federal Government.

e. Significant deviations from the established
practices of the governmental unit which may unjustifiably
increase the Federal award's cost.

3. Allocable costs.

a. A cost is allocable to a particular cost objective
if the goods or services involved are chargeable or assignable to
such cost objective in accordance with relative benefits
received. _ .

b. All activities which benefit from the governmental
unit's indirect cost, including unallowable activities and
services donated to the governmental unit by third parties, will
receive an appropriate allocation of indirect.costs.

c. Any cost allocable to a particular Federal award
or cost objective under the principles provided for in this
Circular may not be charged to other Federal awards to overcome
fund deficiencies, to aveid restrictions imposed by law
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or terms of the Federal awards, or for other reasons. However,
this prohibition would not preclude govermmental units from
shifting costs that are allowable under two or more awards in

accordance with existing program agreements.

d. Where an accumulation of indirect costs will

ultimately result in charges to a Federal award, a cost
allocation 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 allocable to Federal awards as direct 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 governmental unit relate to allowable costs,
they shall be credited to the Federal award either as a cost
reduction or cash refund, as appropriate.

: b. In some instances, the amounts received from the
Federal Government to finance activities or service operations of
the governmental unit should be treated as applicable credits.
Specifically, 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 awards. (See Attachment B, item
15, "Depreciation. and use allowances," for areas of potential
application in the matter of Federal financing of activities.)

D. Composition of Cost

1. Total cost. The total cost of Federal awards is
comprised of the allowable direct cost of the program, plus its
allocable portion of allowable indirect costs, less applicable
credits. ' ,

2. Classification of costs. There is no universal rule
for classifying certain costs as either direct or indirect under
every accounting system. A cost may be direct with respect to
some specific service or function, but indirect with respect to
the Federal award or other final cost objective. Therefore, it
is essential that each item of cost be treated consistently in
like circumstances either as a direct or an indirect cost.
Guidelines for determining direct and indirect costs charged to
Federal awards are provided in the sections that follow.



E. Direct Costs

1. General. Direct costs are those that can be identified
specifically with a particular final cost cbjective.

2. Application. Typical direct costs chargeable to
Federal awards are:

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

b. Cost of materials acquired, consumed, or expended .
specifically for the purpose of those awards.

c. Equipment and other approved capital expenditures.

d. Travel expenses incurred specifically to carry out
the award. .

3. Minor items. Any direct cost cf a minor amount may be
treated as an indirect cost for reasons of practicality where
such accounting treatment for that item of cost is consistently
applied to all cost objectives.

F. Indirect Costs

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

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

3. Limitation on indirect or administrative costs.

a. In addition to . restrictions contained in this
Circular, there may be laws that further limit the amount of
administrative or indirect cost allowed.
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b. Amounts not recoverable as indirect costs or
administrative costs under one Federal award may not be shifted
to another Federal award, unless specifically authorized by
Federal legislation or regulation.

G. Interagency Services. The cost of services prqvlded by one
agency to anotner within the governmental unit may include
allowable direct costs of the service plus a pro rate share of
indirect costs. A standard indirect cost allowance equal to ten
percent of the direct salary and wage cost of providing the
service (excluding overtime, shift premiums, and fringe benefits)
may be used in lieu of determining the actual indirect costs of
the service. These services do not include-.centralized services:
included in central service cost allocation plans as described in

Attachment C.

H. Required Certifications. Each cost allocation plan or :
indirect cost rate proposal required by Attachments C and E must
comply with the following: : - :

1. No proposal to establish a cost allocation plan or an
indirect cost rate, whether submitted to a Federal cognizant
agency or maintained on file by the governmental unit, shall be
acceptable unless such costs have been certified by the
governmental 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 signed on behalf of the
governmental unit by an individual at a level no lower than chief
financial officer of the governmental unit that submits the
proposal or component covered by the proposal.

2. No cost allocation plan or indirect cost rate shall be
approved by the Federal Government unless the plan or rate
proposal has been certified. Where it is necessary to establish
a cost allocation plan or an indirect cost rate and the
governmental unit has not submitted a certified proposal for
establishing such a plan or rate in accordance with the
requirements, the Federal Government may either disallow all
indirect costs or unilaterally establish such a plan or rate.
Such a plan or rate may be based upon audited historical data or
such other data that have been furnished to the cognizant Federal
agency and for which it can be demonstrated that all unallowable
costs have been excluded. When a cost allocation plan or
indirect cost rate is unilaterally established by the Federal
Government because of failure of the governmental unit to submit
a certified proposal, the plan or rate established will be set to
ensure that potentially unallowable costs will not be reimbursed.
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Circular No. A-87
Attachment B

SELECTED ITEMS OQF COST

TABLE OF CONTENTS

1. Accounting '
2. Advertising and public relations costs
3. Advisory councils
4. Alccholic beverages
5. Audit services .
6. Automatic electronic data processing
7. Bad debts
8. Bonding costs
9. Budgeting
10. Communications
.11. Compensation for personnel services
a. General ‘
b. Reasonableness
c. Unallowable costs
d. Fringe benefits
e. Pension plan costs
f. Post-retirement health benefits
g. Severance Pay
h. Support of salaries and wages
i. Donated Services
12. Contingencies |,
13. Contributions and donations
14. Defense and prosecution of criminal and civil proceedings,
and claims -
15. Depreciation and use allowances
16. Disbursing service
17. Employee morale, health, and welfare costs
18. Entertainment '
19. Equipment and other capital expenditures
20. Fines and penalties
21. Fund raising and investment management costs
22. Gains and losses on disposition of depreciable property and
other capital assets and substantial relocation of Federal
programs.
23. General government expenses
24. Idle facilities and idle capacity
25. Insurance and indemnification
26. Interest
27. Lobbying
28. Maintenance, operations, and repairs
29, Materials and s'pplies
30. Memberships, su.scriptions, and professional activities
. 31. Motor pools
32. Pre-award costs
" 33. Professional service costs



34. Proposal costs

35, Publication and printing COStS
36. Rearrangements and alterations
37. Reconversion costs

38. Rental costs

38. Taxes

40. Training

41, Travel costs
42. Underrecovery of costs under Federal agreements

Sections 1 through 42 provide principles to be applied in
establishing the allowability or unallowability of certain items
of cost. These principles apply whether a CoOSt 1S treated as '
direct or indirect. A cost is allowable for Federal
reimbursement only to the extent of benefits received by Federal
‘awards and its conformance with the general policies and '
principles stated in Attachment A to this Circular. Failure to
mention a particular item of cost in these sections is not
intended to imply that it is either allowable or unallowable:
rather, determination of allowability in each case should be
based on the treatment or standards provided for similar or
related items of cost.

1. Accounting. The cost of establishing and maintaining
accounting and other information systems is allowable.

2. Advertising and public relations costs.

a. The term "advertising costs" means the costs of
advertising media and corollary administrative costs. :
Advertising media include magazines, newspapers, radio and
television programs, direct mail, exhibits, and the like.

b. The term "public relations™ includes community
relations and means those activities dedicated to maintaining the
image of the governmental unit or maintaining or promoting
understanding and favorable relations with the community or
public at large or any segment of the public.

c. Advertising costs are allowable only when incurred for
the recruitment of personnel, the preocurement of goods and
services, the disposal of surplus materials, and any other
specific purposes necessary to meet the requirements of the
Federal award. Advertising costs associated with the disposal of
surplus materials are not allowable where all disposal costs are
reimbursed based on a standard rate as specified in the grants
management common rule. '

'd. Public relations costs are allowable when:

(1) Specifically required by the Federal award and then
only as a direct cost: .



(2} Incurred to communicate with the public and press
pertaining to specific activities or accomplishments that result
from performance of the Federal award and then only as a direct

cost, or

{3) Necessary to conduct general liaison with news
media and government public relations officers, to the extent
that such activities are limited to communication and liaison
necessary to keep the public informed on matters of public
concern, such as notices of Federal contract/grant awarcds,

financial matters, etc.

e. Unallowable advertising and public relations costs
include the following:

(i) All advertising and public relations costs oﬁher
than as specified in subsections c. and d.;

{2) Except as otherwise permitted by these cost
‘principles, costs of conventions, meetings, Or other events
related to other activities of the governmental unit including:

(a) Costs of displays, demonstrations, and
exhibits; -

(b) Costs of meeting rooms, hospitality suites,
and other special facilities used in conjunction with shows and
other special events; and

(c) Salaries and wages of employees engaged in
setting up and displaying exhibits, making demonstrations, and
providing briefings:;

(3) Costs of promotional items and memorabilia,
including models, gifts, and souvenirs; and

{4) Costs of advertising and public relations designed
solely to promote the governmental unit.

3. Advisory councils. Costs incurred by advisgry councils or
committees are allowable as a direct cost where authorized by the
Federal awarding agency or as an indirect cost where allocable to
Federal awards.

4. Alcocholic beveraaes. éosts of alcocholic beverages are
unallowable.

5. Audit services. The costs of audits are allowable provided
that the audits were performed in accordance with the Single
Audit Act, as implemented by Circular A-12B, "Audits of State and
Local Governments."” Generally, the percentage of costs charged
to Federal awards for a single audit shall not exceed the
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percentage derived by dividing Federal funds expended Dby total
funds expended by the recipient or sgbrec;plent {including
program matching funds) during the fiscal year. The percentage
may be exceeded only if appropriate documentation demonstrates

higher actual costs.

Other audit costs are allowable if.specifically approved by
the. awarding or cognizant agency as a direct cost to an award or
included as an indirect cost in a cost allocation plan or rate.

6. Automatic electronic data processing. - The cost of data
processing services 1S allowable (but see section 18, Equipment
and other capital expenditures).

7. Bad debts. Any losses arising from uncellectible accounts
and other claims, and related costs, are unallowable unless
provided for in Federal program award regulations.

B. Bonding costs. Costs of bonding employees and offiéials are
allowable to the extent that such bonding is in accordance with
sound business practice.

5. Budgeting. Costs incurred for the development, preparation,
presentation, and execution of budgets are allowable.

10. Communications. Costs of telephone, mail, messenger, and
similar communication services are allowable.

11. Compensation for personnel services.

a. General. Compensation for personnel services includes
all remuneration, paid currently or accrued, for services
rendered during the period of performance under Federal awards,
including but not necessarily limited to wages, salaries, and
fringe benefits. The costs of such compensation are allowable to
the extent that they satisfy the specific requirements of this
Circular, and that the total compensation. for individual
employees: ' - :

(1} 1Is reasonable for the services rendered and
conforms to the established policy of the governmental unit
consistently applied. to both Federal and non-Federal activities;

{2) Follows an appointment made in accordance with a
governmental unit's laws and rules and meets merit system or
other requirements required by Federal.law, where applicable; and

(3) 1Is determined and supported as provided in
subsection h.

b. Reasonableness. Compensation for employees engaged in
work on Federal awards will be considered reasonable to the
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extent that it is consistent with that paid for similar work in
other activities of the governmental unit. In cases where the
kinds of employees required for Federal awards are not found in
the other activities of the governmental unit, compensaticn wil
be considered reasonable to the extent that 1t 1s comparable to
that paid for similar work in the labor_market in which the
employing government competes for the kind of egplcyees inveolved.
Compensation surveys providing data representative of the labor
market involved will be an acceptable basis for evaluating

reasonableness.

c. Unallowable costs. Costs which are unallowable under
other sections of these principles shall not be allowable under
this section solely on the basis that they constitute personnel

compensation.
d. Fringe benefits.

. (1) Fringe benefits are allowances and services
provided by employers to their employees as compensation in
addition to regqular salaries and wages. Fringe benefits include,
but are not limited to, the costs of leave, employee insurance,
pensions, and unemployment benefit plans. Except as provided
elsewhere in these principles, the costs of fringe benefits are
allowable to the extent that the benefits are reasonable and are
recquired by.law, governmental unit-employee agreement, Or an
established policy of the governmental unit.

(2) The cost of fringe benefits in the form of regula
compensation paid to employees during periods of authorized
absences from the job, such as for annual leave, sick leave,
holidays, court leave, military leave, and other similar
benefits, are allowable if: (a) they are provided under
established written leave policies; (b) the costs are equitably
allocated to all related activities, including Federal awards:
and, (c} the accounting basis (cash or. accrual) selected for
costing each type of leave is consistently followed by the
governmental unit. : :

(3) When a governmental unit uses the cash basis of
accounting, the cost of leave is recognized in the periecd that
the leave is taken and paid for. Payments for unused leave when
an employee retires or terminates employment are allowable in the
year of payment provided they are allocated as a general
administrative expense to all activities of the governmental unit
or component.

{4) The accrual basis may be only used for those types
of leave for which a liability as defined by Generally Accepted
Accounting Principles (GARP) exists when the leave is earned.
When a governmental unit uses the accrual basis of accounting, in
accordance with GRAP, allowable leave costs are the lesser of the
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amount accrued or funﬁeQ.

(§) The cost of fringe benefits in the form of
employer contributions or expenses for social securlty; emplovee
life, health, unemployment, and worker's compensation lnsurance
{except as indicated in section 25, Insurance and
indemnification}; pension plan costs (see subsection e.): and
other similar benefits are allowable, provided such benefits are
granted under established written policies. Such benefits,
wnether treated as indirect costs or as direct costs, shall be
allocated to Federal awards and all other activities in a manner
consistent with the pattern of benefits attributable to the )
individuals or group(s) of employees whose salaries and wages are
chargeable to such Federal awards and other activities.

e. Pension plan costs may be computed using a pay-as-you-
go method or an acceptable actuarial cost method in accordance

with established written policies of the governmental unit.

(1) For pension plans financed on a pay-as—you-go
method, allowable costs will be limited to those representing

actual payments to retirees or their beneficiaries.

{2} Pension costs calculated using an actuarial cost-
based method recognized by GAARP are allowable for a given fiscal
year if they are funded for that year within six months after the
end of that vyear. Costs funded after the six month period (or a
later pericd agreed to by the cognizant agency) are allowable in
the year funded. . The cognizant agency may agree to an extension
of the six month period if an appropriate adjustment is made to
compensate for the timing of the charges to the Federal
Govermment and related Federal reimbursement and the governmental
unit's contribution to the pension fund. Adjustments may be made
by cash refund or other equitable procedures to compensate the
Federal Government for the time value of Federal reimbursements
in excess of contributions to the pension fund.

(3) Amounts funded by the governmental unit in excess
of the actuarially determined amount for a fiscal year may be
used as the governmental unit's contribution in future periods.

(4) When a governmental unit converts to an acceptable
actuarial cost method, as defined by GAAP, and funds pension
costs in accordance with this method, the unfunded liability at
the time of conversion shall be allowable if amortized over a
period of years in accordance with GAAP.

(5) The Federal Government shall receive an equitable
share of any previously allowed pension costs {including earmings
thereon) which revert or inure to the governmental unit in the
form of a refund, withdrawal, or other credit.



f. Post-retirement health benefits. Post-retirement
health benefits (PRHE)- refers to costs of health insurance or
health services not included in a pensicn 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 or an acceptable actuarial cost method in accordance witi
established written polices of the governmental unit.

(1) For PRHB financed on a pay as-you-go method,
allowable costs will be limited to those representing actual
payments to retirees or their beneficiaries. .

(2) PRHB costs calculated using an actuarial cost
method recognized by GAAP are allowable if they are funded for
that year within six months after the end of that year. Costs
funded after the six month period (or a later period agreed to by
the cognizant agency) are allowable in the year funded. The
cognizant agency may agree to an extension of the six month
period if an appropriate adjustment is made to compensate’ for the
timing of the charges to the Federal Government and related
Federal reimbursements and the governmental unit's contributions
+o the PRHB fund. Adjustments may be made by cash refund,
reduction in current year's PRHB costs, or other equitable
procedures to compensate the Federal Government for the time
valuefof Federal reimbursements in excess of contributions to the
PRHE fund. . )

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

{4) When a governmental unit converts to an acceptabls
actuarial cost method and funds PRHB costs in accordance with
this method, the initial unfunded liability attributable to prior
years shall be allowable if amortized over a period of years in
accordance with GAAP, or, if no such GAAP period exists, over a
period negotiated with the cognizant agency.

(5) To be allowable in the current year, the PRHB
costs must be paid either to: '

(a) An insurer or other benefit provider as
current year costs or premiums, Or

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

(6) The Federal Government shall receive an equitable
share of any amounts of previously allowed post-retirement
benefit costs (including earnings thereon) which revert or inure
to the governmental unit in the form of a refund, withdrawal, or
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other credit.
g. Severance pay.

{1) Payments in addition to regular salaries and wages
made to workers whose employment is being terminated are
allowable to the extent that, in each case, they are required by
(a) law, (b) employer-employee agreement, or (c) established

written policy.

(2) Severance payments {(but not accruals) associated
with normal turnover are allowable. Such payments_shall be
allocated to all activities of the governmental unit as an

indirect cost.

(3) Abnormal or mass severance pay will be considered
on a case-by-case basis and is allowable only if approved by the
cognizant Federal agency. ' -

h. Support of salaries and wages. These standards
regarding time distribution are in addition to the standards for

payroll documentation.

. (1) Charges to Federal 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 governmental unit and approved by a responsible
official(s) of. the governmental unit.

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

{3) Where employees are expected to wark solely on a
single Federal award or cost objective, charges for their
salaries and wages will be supported by pericdic certifications
that the employees worked solely on that program for the period
covered by the certification. These certifications will be
prepared at least semi-annually and will be signed by the
employee or supervisory official having first hand knowledge of
the work performed by the employee.

{4) Where employees work on multiple activities or
cost objectives, a distribution of their salaries or wages will
be supported by personnel activity reports or equivalent
documentation which meets the standards in subsection {35} unless
a statistical sampling system (see subsection (6)) or other
substitute system has been approved by the cognizant Federal
agency. Such documentary support will be required where
employees work on:



(a) More than one Federal award,
(b} A Federal award and a non-Federal award,

{¢) An indirect cost activity and a direct cost
activity,

(d) Two or more indirect activities which are
allocated using -different allocation bases, or

: {e) An unallowable activity and a direct or
indirect cost activity.

(5} Personnel activity reports or equivalent
documentation must meet the following standards:

(a) They must reflect an after-—the-fact
distribution of the actual activity of each employee,

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

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

‘{d) They must be signed by the employee.

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

{i) The governmental unit's system for
establishing the estimates produces reasonable approximations of
the activity actually performed;

{ii) At least quarterly, comparisons of
actual costs to budgeted distributions based on the monthly
activity reports are made. Costs charged to Federal awards to
reflect adjustments made as a result of the activity actually
performed may be recorded annually 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, 1if
necessary, to reflect changed circumstances.

, (6) Substitute systems for allocating salaries and
wages to Federal awards may be used in place of activity reports.
These systems are subject to approval if required by the
cognizant agency. Such systems may include, but are not limited
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to, random moment sampling, case counts, or other quantifiable
measures of employee -‘effort.

(a) Substitute systems which use sampling methods
(primarily for Aid to Families with Dependent Children (AFDC),
Medicaid, and other public assistance programs) must meet
acceptable statistical sampling standards including:

(i) The sampling universe must include all of
the employees whose salaries and wages are to be allocated based
on sample results except as provided in subsection (c):

({i) The entire time period involved must be
covered by the sample; and

(1ii) The results must be statistically valid
and applied 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.

(c). Less than full compliance with the
statistical sampling standards noted in subsection (a} may be
accepted by the cognizant agency if it concludes that the amounts
to be allocated ‘to Federal awards will be minimal, or if it
concludes that the system proposed by the governmental unit will.
result in lower costs to Federal awards than a system which
complies with the standards.

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

i. Donated services.

(1) Donated or volunteer services may be furnished to
a governmmental unit by professional and technical personnel,
consultants, and other skilled and unskilled labor. The value of
these services is not reimbursable either as a direct or indirect
cost. However, the value of donated services may be used to meet
cost sharing or matching requirements in accerdance with the
provisions of the Common Rule.

(2} The value of dcnated services utilized in the
performance of a direct cost activity,.shall, when material in
amount, be considered in the determination of the governmental
unit's indirect costs or rate(s) and, accordingly, shall be
allocated a proportionate share of applicable indirect costs.

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

12. Contingencies. Contributions to a contingency reserve or
any similar provision made for events the occurrence of which
cannot be foretold with certainty as to time, or intensity, o<
with an assurance of their happening, are unallowable. The term
"contingency reserve" excludes self-insurance reserves (sge
subsection 25.c.), pension plan reserves (see subsection .l.e.},
and post-retirement health and other benefit reserves (see
subsection 11.f.) computed using acceptable actuarial cost

methods.

13. Contributions and donations. Contributions and - donations,
inecluding cash, property, and services, by govermmental units tO
others, regardless of the recipient, are unallowable. :

14. Defense and prosecution of criminal and civil proceedings,
and claims. B

a. The following costs are unallowable for contracts
covered by 10 U.S.C. 2324(k), "Allowable costs under defense

contra;ts."

. (1} Costs incurred in defense of any civil or criminal
fraud proceeding or similar 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 similar proceeding (including filing of a false
certification).

(2) . Costs incurred by a contractor in connection witi.
any criminal, civil or administrative proceedings commenced by
the United States or a State to the extent provided in 10 U.S5.C.
2324 (k). - ' .

" b. Legal expenses required in the administration of
Federal programs are allowable. Legal expenses for prosecution
of claims against the Federal Government are unallowable.

15, Depreciation and use allowances.

~ a. Depreciation and use allowances are means of allocating
the cost of fixed assets to periods benefitting £rom asset use.
Compensation for the use of fixed assets on hand may be made
through depreciation or use allowances. A combination of the two
methods may not be used in connection with a single class of
‘fixed assets (e.g., buildings, office equipment, computer
equipment, etc.) except as provided in subsection g. Except for
enterprise funds and internal service funds that are included as
part of a State/local cost allocation plan, classes of assets
shall be determined on the same basis used for the government-
wide financial statements.
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b. The computaticn of depreciation or use allowances shall:
pe based on the acquisition cost of the assets involved. Where
actual cost records have not been maintained, a reasonable
estimate of the original accquisition cost may be used. The value
of an asset donated to the goveinmental unit by an unrelated
third party -shall be its .fair market value at the time of
donation. Governmental or quasi-qovernmental organizations
jocated within the same State shall not be considered unrelated

third parties for this purpcse.

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

(1) The cost of land:

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

and

(3) Any portion of .the cost of buildings and equipment
contributed by or for the govermmental unit, or a related donor
organization, in satisfaction of a matching requirement.

d. . Where the use allowance method is followed, the use
allowance for buildings and improvements (including land
improvements, such as paved parking areas, fences, and sidewalks)
will be computed at an annual rate not exceeding two percent of
acquisition costs. The use allowance for equipment will be
computed at an annual rate not exceeding 6 2/3 percent of
acquisition cost. ' When the use allowance method is used for
buildings,. the entire building must be treated as a single asset;
the building's components (e.g., plumbing system, heating and air
condition, etc.) cannot be segregated from the building's shell.
The two percent limitation, however, need not be applied to
equipment which is merely attached or fastened to the building
but not permanently f£ixed 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 alterations or repairs, to the
building or the equipment. Equipment that meets these criteria
will be subject to the € 2/3 percent egquipment use allowance
limitation. .

e. Where the depraciation method is followed, the period
of useful service (useful life) established in each case for
usable capital assets must take into consideration such factors
as type of construction, nature of the egquipment used, historical
usage patterns, technological developments, and the renewal and
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replacement policies of the governmental unit followed for the
individual items or-classes of assets involved. 1In the absence
of clear evidence indicating that the expected consumption of the
asset will ' be significantly greater in the early portiens thar
the later portions of its useful 1life, the straight line methc

of depreciation shall be used. Depreciation methods once used
shall not be changed unless approved by the Federal cognizant or
awarding agency. When the depreciation method is introduced for
application to an asset previously subject to a use allowance,
the annual 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 allowances and depreciation applicable to the asset shall
not exceed the total 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 shell may be segregated from the major component of
the builaing (e.g., plumbing system, heating, and air
conditioning system, etc.) and each major component depreciated
over its estimated useful life, or the entire building (i.e., the
shell and all components) may be treated as a single asset and
depreciated over a single useful life.

g. . A reasonable use allowance may be negotiated for any
assets that are considered to be fully depreciated, after taking
into consideration the amount of depreciation previously 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 factor.
pertinent to the utilization.of the asset for the purpose
contemplated.

h. Charges for use allowances or depreciation must be
supported by adequate property records. Physical inventories
must be taken at  least once. every two years (a statistical
sampling approach is acceptable) to ensure that assets exist, and
are in use. Governmental 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 also be maintained.

16. Disbursing service. The cost of disbursing funds by the
Treasurer or otner designated officer is allowable, ‘

17. Emplovee morale, health, and welfare costs. The costs of
health or first-aid clinics and/or infirmaries, recreational
facilities, employee counseling services, employee information
publications, and any related expenses incurred in accorszance
with a governmental unit's policy are allowanle. Income
generated from any of these activities will be offset against
expenses. '

13



18. Entertainment. Costs of entertainment, including amusemenz,
diversion, and social activities and any cOSts directly
associated with such costs (such as tickets to shows Or sSports
events, meals, lodging, rentals, transportation, and gratuities)
are unallowable.

19. Ecuipment and other capital expendicures.

a. As used in this section the following terms have the
meanings as set forth below:

(1) "Capital expenditure”™ means the cost of the asset
including the cost to put it in place. Capital expenditure for
equipment means the net invoice price of the equipment, including
the cost of any modifications, attachments, accessories, or
auxiliary apparatus necessary to make it usable for the purpose
for which it is acquired. Ancillary charges, such as taxes,
duty, protective in transit insurance, freight, and installation
may be included in, or excluded from, capital expenditure cost in
accordance with the governmental unit's regular accounting
practices.

(2) "Equipment”.means an article of nonexpendable,
tangible personal property having a useful life of more than one
year and an acquisition cost which equals the lesser of (a) the
capitalization level established by the governmental unit for
financial statement purposes, or (b) $5000.

_ {3) "Other capital assets” mean buildings, land, and
improvements to buildings or land that materially increase their
value or useful life.

b. Capital expenditures which are not charged directly to
a Federal award may be recovered through use allowances or
depreciation on buildings, capital improvements, and equipment
(see section 15). See also section 3B for allowability of rental
costs for buildings and equipment.

c. Capital expenditures for equipment, including
replacement equipment, other capital assets, and improvements
which materially increase the value or useful life of equipment
or other capital assets are allowable as a direct cost when
approved by the awarding agency. Federal awarding agencies are
authorized at their option to waive or delegate this approval
requirement.

d. Items of equipment with an acgquisition cost of less
than $S000 are considered to be supplies and are allowable as
direct costs of Federal awards without specific awarding agency
approval.
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e. The unamortized porticon of any equipment written off as
a result of a change’in capitalization levels may be recovered by
(1) econtinuing to claim the otherwise allowable use a;lqwances or
depreciation charges on the equ:pment 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 Federal funds, the governmental unit may use the equizment
to be replaced as a trade-in or sell the property and use the
proceeds to cffset the cost of the replacement property.

70. Fines and penalties. Fines, penalties, damages, and other =

settlements resulting from violations (or alleged violations) of,
or failure of the governmental unit to comply with, Federal,
State, local, or Indian tribal laws and regulations are
unallowable except when incurred as a result of compliance with
specific provisions of the Federal award or written instructions
by the awarding agency authorizing in advance such payments.

21. Fund raising and investment management costs.

a. Costs of organized fund raising, including financial
campaigns, solicitation of gifts and bequests, and similar
expenses incurred to raise capital or obtain contributions are
unallowable, regardless of the purpose for which the funds will
be used. -

b. Costs of investment counsel and staff and similar
expenses incurred to. enhance income from investments are
unallowable. However, such costs associated with investments
covering pension, self-insurance, or other funds which include
Federal participation allowed by this Circular are allowable.

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

22. Gains and losses on disposition of depreciable property and
Oothar capital assets and substantial relocaticn of Federal

prodgrams.

a. (1) Gains and losses on the sale, 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 c- loss to be included as a credit or charge to the
appropriz.: asset cost grouping(s) shall be the difference
petween tne amount realized on the property and the undepreciated
basis of the property.
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(2} Gains and losses on the disposition of depreciable
property shall not be recognized as a separate credit or charge
under the following conditions:

(a) The gain or loss is processed tnroggh a
depreciation account and is reflected in the depreciation
allowable under sections 15 and 19.

(b} The property is given in exchange as part of
the purchase price of a similar item and the gain or loss is

_taken into account in determining the depreciation cost basis of

the new item.

(¢) A loss results from the failure to maintain
permissible insurance, except as otherwise provided in subsection

25.d.

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

b. Substantial relocation of Federal awards from a
facility where the Federal Government participated in the
financing to another facility prior to the expiration of the
useful life of the financed facility requires Federal agency
approval. The extent of the relocation, the amount of the
Federal participation in the financing, and the depreciation
charged to date may require negotiation of space charges for
Federal 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 wvalue
used in any adjustment resulting from a relocation of Federal
awards covered in subsection b. shall be excluded in computing
Federal award costs.

23. General government expenses.

a. The general costs of government are unallowable (gxcépt
as provided in section 41). These include:

(1) Salaries and expenses of the 0ffice of the
Governor of a State or.the chief executive of a political
subdivision or the chief executives of federally-recognized
Indian tribal governments:;

(2) Salaries and other expenses of State legislatures,
tribal councils, or similar local governmental bodies, such as
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county supervisors, city councils, school boards, etc., whether
incurred for purposes’ bf legislation or executive direcztion;

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

(4) Cost of prosecutorial activities unless trezted as
a direct cost to a specific program when authorized by program
regulations (however, this does not preclude the allowability oI~
other legal activities of the Attorney General); and

(5) Other general types of government sgrvices ‘
normally provided to the general public, such.as fire and police,
unless provided for as a direct cost in program requlations. .

b. For federally-recognized Indian tribal governments and
Councils Of Governments {(COGs), the portion of salaries and
expenses directly attributable to managing and.operatlng Federal
programs by the chief executive and his staff is allowable.

24. 1Idle facilities and idle capacity.

a. As used in this section the following terms have the
meanings set forth below:

‘(1) "Facilities™ means land and buildings or any
portion thereof, equipment individually or collectively, or any
other tangible capital asset, wherever located, and whether owned
or leased by the governmental unit.

(2) "Idle facilities™ means completely unused
facilities that are excess to the governmental unit's current
needs. : )

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

(4) "Cost of idle facilities or idle capacity” means
costs such as maintenance, repair, housing, rent, and other )
related costs, e.g., insurance, interest, and depreciation or use
allowances.

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

. {2) Although not necessary to meet fluctuations in
workload, they were necessary when acquired and are now id}e
because of changes in program requirements, efforts Lo achieve
more economical operations, reorganization, termination, or other
causes which could not have been reasonably foreseen. Under the
exception stated in this subsection, costs of idle facilities are
allowable for a reasonable period of time, ordinarily not to
exceed one year, depending on the initiative taken to use, lease,
or dispose of such facilities.

c. The costs of idle capacity are normal costs of doing
business and are a factor in the normal fluctuations of usage or
indirect cost rates from period to period. Such costs are
allowable, provided that the capacity is reasonably anticipated
to be necessary or was originally reasonable and is not subject
to reduction or elimination by use on other Federal awards,
subletting, renting, or sale, in accordance with sound business,
economic, Or security practices. Widespread idle capacity
throughout an entire facility or among a group of assets having
substantially the same function may be considered idle
facilities.

25. Insurance and indemnification.

a. Costs of insurance required or approved and maintained,
pursuant to the Federal award, are allowable.

b. Costs of other insurance in connection with the general
conduct of activities are allowable 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.

{2} Costs of insurance or of contributions to any
reserve covering the risk of loss of, or damage to, Federal
Government property are unallowable except to the extent that the
awarding agency has specifically required or approved such costs.

c. Actual losses which could have been covered by
permissible insurance {through a self-insurance program or
otherwise) are unallowable, unless expressly provided for in the
Federal award or as described below. However, the Federal
Government will participate in actual losses of a self insurance
fund that are in excess of reserves. Costs incurred because of
losses not covered under nominal deductible insurance coverage
provided in keeping with sound management practice, and minor
losses not covered by insurance, such as spoilage, breakage, and
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disappearance of small hand tools, which cuzur in the ordinary
course of operations; are allowable.

d. Contributions to a reserve for certain self-insurance
programs including workers compensati-~ unemployment
compensation, and severance pay are a.--w~abl. sSubject to the
following provisions: '

(1) The type of coverage and the extent of coverage
and the rates and premiums would have been allowed had insurance
(including reinsurance) been purchased to ccver the risks.
However, provision for known or reascnably estimated self—lnsured
liabilities, which do not become payable for more than one year
after the provision is made, shall not exceed the discounted
present value of the liability. The rate used for discounting
the liability must be determined by giving consideration to such
factors as the governmental unit's settlement rate for these
liabilities and its investment 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
actuarial principles using historical experience and reasonable
assumptions. Reserve levels must be analyzed and updated at
least biennially for each major risk being insured and take into
account any reinsurance, coinsurance, etc. Reserve levels
related to employee-related coverages will normally be limited to
the value of claims (a) submitted and adjudicated but not paid,
(b} submitted but not adjudicated, and (c) incurred but not
submitted. Reserve levels in excess of the amounts based on the
above must be identified and justified in the cost allocation
pPlan or indirect cost rate proposal.

(4) Accounting records, actuarial studies, and cost
allocations (or billings) must recognize any significant
differences due to types of insured risk and losses generated by
the various insured activities or agencies of the governmental
unit. If individual departments or agencies of the governmental
unit experience significantly different levels of claims for a
particular risk, those differences are to be recognized by the
use of separate allocations or other techniques resulting in an
equitable allocation.

(5) Whenever. funds are transferred from a sel®-
insurance reserve to other accounts (e.g., general fund), refunds
shall be made to the Federal Government for its share of funds
transferred, including earmed or imputed interest from the date
of transfer.

. €. Actual claims paid to or on behalf of employees or
former employees for workers' compensation, unemployment
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compensation, severance pay, and similar employee.benefits (e.g.,
subsection 11.f. for post retirement health benefits), are
allowable in the year of payment provided (1) the governmental
unit follows a consistent costing policy and (2) they are
allocated as a general administrative expense to all activities

of the governmental unit.

£f. Insurance refunds shall be credited against insurance
costs in the year the refund 1is received.

g. Indemnification includes securing the governmental unit
against liabilities to third persons and other losses not o
compensated by insurance oOr otherwise. The Federal Government 15
obligated to indemnify the governmental unit only to the extent
expressly provided for in the Federal award, except as provided
- in subsection d. :

h. Costs of commercial insurance that protects against the
costs of the contractor for correction of the contractor's own
defects in materials or workmanship are unallowable.

26. Interest.

a. Costs incurred for interest on borrowed capital or the
use of a governmental unit's own funds, however represented, are
unallowable except as specifically provided in subsection b. or
authorized by Federal legislation.

b. Financing costs (including interest) paid or incurred
on or after the effective date of this Circular associated with
the otherwise allowable costs of building acquisition,
construction, or fabrication, reconstruction or remodeling
completed on or after October 1, 1980 is allowable, subject to
the conditions in (1)-(4). Financing costs (including-interest)
paid or incurred on or after the effective date of this Circular
associated with otherwise allowable costs of equipment is
allowable, subject to the conditions in (1)-{(4).

(1) The financing is provided (from other than tax or
user fee sources) by a bona fide third party external to the
governmental unit; . :

{2} The assets are used in support of Federal awards;

(3) Earnings on debt. service reserve funds or interest
earned on borrowed funds pending payment of the construction or
acquisition costs are used to offset the current period's cost or
the capitalized interest, as appropriate. Earnings subject to
being reported to the Federal Internal Revenue Service under
arbitrage requirements are excludable.
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(4) Governmental units will negotiate the amount of
allowable interest whenever cash payments (interest,
depreciation, ‘use allowances, and contributions) exceed the
governmental unit's cash payments and other contributions
attributable to that portion of real property used for Federal

awards.

27. Lobbving. The cost of certain influencing activ;ties
associated with obtaining grants, contracts, cpoperative
agreements, or loans is an unallowable cost. Lobbying with
respect to certain grants, contracts, cooperative agreements, and
loans shall be governed by the common rule, "New Restrictions on
Lobbying" published at 55 FR 6736 (February 26, 19390), including
definitions, and the Office of Management and Budget "Government-
wide Guidance for New Restrictions on Lobbying" and notices
published at 34 FR 52306 (December 20, 13883}, 55 FR 24540 (June
15, 1990), and 57 FR 1772 {January 15, 1992), respectively.

28. Maintenance, operations and repairs. Unless prohibited by
law, the cost ol Gtilities, insurance, security, janitorial
services, elevator service, upkeep of grounds, necessary
maintenance, normal repairs and alterations, and the like are
allowable to the extent that they: (1) keep property (including
Federal property, unless otherwise provided for) in an efficient
operating condition, (2) do not add to the permanent value of
property or appreciably prolong its intended life, and (3} are
not otherwise included in rental or other charges for space. )
Costs which add to the permanent value of property or appreciably
prolong- its intended 1ife shall be treated as capital
expenditures (see sections 13 and 19).

29, Materials and supplies. The cost of materials and supplies
is allowable. Purchases should be charged at their actual prices
after deducting all cash discounts, trade discounts, rebates, anc
allowances received. Withdrawals from general stores or
stockrooms should be charged at cost-under any recognized method
of pricing, consistently applied. Incoming transportation
charges are a proper part of materials and supply costs.

30. Memberships, subscriptions, and professional activities.

a. Costs of the governmental unit's memberships in
business, technical, and professional organizations are
allowable.

b. Costs of the governmental unit's subscriptions to
business, professional, and technical periodicals are allowable.

c. Costs of meetings and conferences where the primary
purpose is the dissemination of technical information, including
meals, transportation, rental of meeting facilities, and other
incidental costs are allowable. ‘
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d. Costs of membership in civic and community, social
organizations are allowable as a direct cost with the approval of

the Federal awarding agency.

e. Costs of membership in crganizations substantially
engaged in lobbying are unallowable.

3]1.. Motor pools. The costs' af a service organization_which
provides automapiles to user governmeptal units at a mileage oT
fixed rate and/or provides vehicle maintenance, inspection, and
repair services are allowable. :

32. Pre-award costs. Pre-award costs are those incurred prior
+o 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 proposed delivery schedule or period
of performance. Such costs are allowable only to the extent that
they would have been allowable if incurred after the date of the
award and only with the written approval of the awarding agency.

33. Professional service costs.

a. Cost of professional and consultant services rendered
by persons or organizations that are members of a particular
profession or possess a special skill, whether or not officers’or
employees of the governmental unit, are allowable, subject to
section 14 when reasonable in relation to the services rendered
and when not contingent upon recovery of the costs from the
Federal Government.

b. Retainer fees supported by evidenée of bona fide
services available or rendered are allowable.

34. Provosal costs. Costs of preparing proposals for potential
Federal awards are allowable. Proposal costs should normally be
treated as indirect costs and should be allocated to all
activities of the governmental unit utilizing the cost allocation
plan and indirect cost rate proposal. However, proposal costs
may be charged directly to Federal awards with the prior approval
of the Federal awarding agency. ‘ ' '

35. Publication and printing costs. Publication costs,
including the costs of printing (including the processes of
composition, plate-making, press work, and binding, and the end
products produced by such processes), distribution, preomotion,
mailing, and general handling are allowable.

36. Rearrangements and alterations. Costs incurred for ordinary
and normal rearrangement and aiteration of facilities are
allowable. Special arrangements and alterations costs incurred
specifically for a Federal award are allowable with the prior
approval of the Federal awarding agency. :
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37. Reconversicn costs. Costs incurred in the rgstoration or
rehabllitation of the governmental unit's facilities to
approximately the same condition existing immediately prior to
commencement of Federal awards, less costs related to normal we:

and tear, are allowable.

38. Rental costs.

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

b. Rental costs under sale and leaseback arrangements are
allowable only up to the amount that would be allowed had the
governmental unit continued to own the property. .

c. Rental costs under less-than-arms-length leases are
allowable only up to the amount that would be allowed had 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: o

(1) One party to the lease is able to control or
substantially influence the actions of the other’

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

(3) The govermnmental unit creates an authorit? or
similar entity to acquire and lease the facilities to the
governmental unit and other parties. '

d. Rental costs under leases which are required to be
treated as capital leases under GARAP are allowable only up to the
amount that would.be allowed had the governmental unit purchased -
the property on the date the lease agreement was executed. This
amount would include expenses such as depreciation or use
allowance, maintenance, and insurance. The provisions of
Financial Accounting Standards Board Statement 13 shall be used
to determine whether a lease is a capital lease. 1Interest costs
related to capital leases are allowable to the extent they meet
the criteria in section 26.

‘39, Taxes.

a. Taxes that a governmental unit is legall: required to
pay are allowable, except for self-assessed taxes that
disproportionately affect Federal programs or changes in tax
policies that disproportionately affect Federal programs. This
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provision becomes effective for taxes paid during the
governmental unit's-first fiscal year that begins on ar after

January 1, 1998, and applies thereafter.

b. Gasoline taxes, motor vehicle fees, and cther taxes
that are in effect user fees for benefits provided to the Federal

Government are allowable.

c. This provision does not restrict the authority of _
Federal agencies to identify taxes where Federal participation 1s
inappropriate. Where the identification of the amount of
unallowable taxes would require an inordinate amount of effort,
the cognizant agency may accept a reascnable approximation

thereof.

40. Training. The cost of training provided for employee
development 1s allowable.

41. Travel costs.

a. General. Travel costs are allowable for expenses for
transportation, lodging, subsistence, and related items incurred
by employees traveling on official business. Such costs may be
charged on an actual cost basis, on a per diem -or mileage basis
in lieu of actual costs incurred, or on a combination of the two,
provided the method used is applied to an entire trip, and
results in charges consistent with those normally allowed in like
circumstances in non-federally-sponsored activities.
Notwithstanding the provisions of section 23, travel costs of
officials covered by that section, when specifically related to
Federal awards, are allowable with the prior approval of a
grantor agency.

b. Lodaing and subsistence. Costs incurred by employees
and officers for travel, i1ncluding coOStS of lodging, other
subsistence, and incidental expenses, shall be considered
reasonable and allowable only to the extent such costs do not
exceed charges normally allowed by the governmental unit in its
reqular cperations as a result of the governmental unit's policy.
In the absence of a written governmental unit policy regarding
travel costs, the rates and amounts established ‘under subchapter
I of Chapter 57 of Title 5, United States Code "Travel and
Subsistence Expenses; Mileage Allowances,” or by the
Administrator of General Services, or the President (or his
designee) pursuant to any provisions of such subchapter shall be
used as guidance for travel under Federal awards (41 U.S.C. 420,
nrravel Expenses of Government Contractors”).

c. Commercizl air travel. Airfare costs in excess of the
customary standard (coach or equivalent) airfare, are unallowable
except when such accommodations would: require circuitous
routing, require travel during unreasonable hours, excessively
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prolong travel, greatly increase the duration of the flight,
result in increased-cost that would offset transportation
savings, or offer accommodations not reasonably adequate fpr tF-
medical needs of the traveler. Where a governmental unit can
reasonably demonstrate to the awarding agency either the
nonavailability of customary standard airfare or Federal
Government contract airfare for individual trips or, on an
overall basis, that it is the governmental unit's practice to
make routine use of such airfare, specific determinations of
nonavailability will generally not be questioned by the Federal
Government, unless a pattern of avoidance is detected. However,
in order for airfare costs in excess of the customary standard
commercial airfare to be allowable, e.g., use of first-class
airfare, the governmental unit must justify and document on a
case-by-case basis the applicable condition(s) set forth above.

d. Adlr travel by other than commercial carrier. Cost
of travel by governmental unit-ownea, -—-leased, or -chartered
aircraft, as used in this section, includes the cost of lease,
charter, operation (including perscnnel costs), maintenance,
depreciation, interest, insurance, and other related costs. Costs
of travel via governmental unit-owned, -leased, or -chartered
aircraft are unallowable .to the extent they exceed the cost of
allowable commercial air travel, as provided for in subsection c.

42. Underrecovery of costs under Federal agreements. Any excess
costs over the Federal contribution under one award agreement are
unallowable under other award agreements.
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A. General.

1. Most governmental units provide certain services, such
as motor pools, computer centers, purchasing, accounting, etc.,
to operating agencies on a centralized basis. Since federally-
supported awards are performed within the individual operating
agencies, there needs to be a process whereby these central
service costs can be identified and assigned to benefitted
activities on a reasonable. and consistent basis. The central
service cost allocation plan provides that process. All costs
and other data used to-distribute the costs included in the plan



should be supported by formal accounting and other rececrds that
will support the propriety of the costs assigned to Federal

awards.

2. Guidelines and illustrations cf central -z-vice cost
allocation plans are provided in a brochure published by the
Department of Health and Human Services entitled "A Guide Zor
State and Local Governcent Agencies: Cost Principles and
Procedures for Establishing Cost Allocation Plans and Ind-rect
Cost Rates for Grants and Contracts with the Federal Government.”®
A copy of this brochure may be obtained from the Superintendent
of Documents, U.S. Government Printing Office.

B. Definitions.

1. "Billed central services" means central services that
are billed to benefitted agencies and/or programs on an
individual fee-for-service or similar basis. Typical examples of
billed central services include computer services, transportation
services, insurance, and fringe benefits.

2. "Allocated central services™ means central services
that benefit operating agencies but are not billed to the
agencies on a fee-for-service or similar basis. These costs are
allocated to benefitted agencies on some reasonable basis-.
Examples of such services might include general accounting,
personnel administration, purchasing, etc. ’

3. "Agency or cperating agency” means an organizational
unit or sub-division within a govermmental unit that is
responsible for the performance or administration of awards or
activities of the governmental unit.

cC. Scove of the Central Service Cost Allocation Plans. The
central service cost allocation plan will include ail central
service costs that will be claimed (either as a billed or an
allocated cost) under Federal awards and will be documented as
described in section E. Costs of central services omitted from
tae plan will not be reimbursed.

D. Submission Requirements.

1. Each State will submit a plan to the Department of
Health and Human Services for each year in which it claims
central service costs under Federal awards. The plan should
include {a) a projection of the next vear's allocated central
service cost (based either on actual costs for the most recently
completed year or the budget projection for the coming year), and
(b) a reconciliation of actual allocated central service costs to
the estimated costs used for either the most recently completed
year or the year immediately preceding the most recently
completed year.
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2. . Bach local government that has been designated as a
"major local government” by the Office of Management and Budget
{OMB) is also required to submit a plan to its cogmnizant agency
annually. OMB periodically lists major local governments in the
Federal Register.

3. A1l other local governments claiming central service
costs must develop a plan in accordance with the requirements
described in this Circular and maintain the plan and related
supporting documentation for audit. These local governments are
not required to submit their plans for Federal approval unless
they are specifically regquested to do so by .the cognizant agency.
Where .2 local government only receives funds as a sub-recipient,
the primary recipient will be responsible for negotiating
indirect cost rates and/or monitoring the sub-recipient's plan.

4. All central service cost allocation plans will be
prepared and, when required, submitted within six months prior to
the beginning of each of the governmental unit's fiscal years in
which it proposes to claim central service costs. Extensions may
be granted by the cognizant agency on a case-by-case basis.

E. Documentation Regquirements for Submitted Plans. The
documentation requirements described in this section may be
modified, expanded, or reduced by the cognizant agency on a case-
by-case basis. 'For example, the requirements may be reduced for
those central services which have little or nec impact on Federal
awards. Conversely, if a review of a plan indicates that certain
additional information is needed, and will likely be needed in
future years, it may be routinely requested.in future plan
submissions. .Items marked with an asterisk (*) should be
submitted.only once; subsequent plans should merely indicate any
changes since the last plan.

1. General. All proposed plans must be accompanied by the
following: an organization chart sufficiently detailed to show
operations including the central service activities of the
State/local government whether or not they are shown as
benefiting from central service functions; a copy of the
Comprehensive Annual Financial Report (or a copy of the Executive
Budget if budgeted costs are being proposed) to support the
allowable costs of each central service activity included in the
plan; and, a certification (see subsection 4.) that the plan was
prepared in accordance with this Circular, contains only
allowable costs, and was prepared in a manner that treated
similar costs consistently among the various Federal awards and
between Federal and non-Federal awards/activities.

2. Allocated central services. For each allocated central
service, the plan must also include the following: a brief
description of the service*, an identification ¢f the unit
rendering the service and the operating agencies receiving the
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service, the items of expense included in the cost of the
service, the method used to distribute the cost of the service to
benefitted agencies, and a summary schedule showing the _
allocation of each service to the specific penefltted agencies.
If any self-insurance funds or fringe benefits costs are treated
as allocated (rather than pilled) central SEIVICES,.dOCumEntaClon
discussed in subsections 3.D. and c. shall also be included.

‘3. Billed services.

a. General. The information described below shall be

provided for all billed central services, including ipternal
service funds, self-insurance funds, and fringe benefit funds.

b. Internal service funds.

’ (1) For each internal service fund or similar
activity with an operating pudget of $5 million or more, the plan
.shall include: a brief description of each service; a balance
sheet for each fund based on individual accounts contained in the
governmental unit's accounting system; a revenue/expenses
statement, with revenues broken out by source, e.g., regular
billings, interest. earned, etc.; a listing of all non-operating
transfers (as defined by Generally Accepted Accounting Principles
(GAAP)) into and out of the fund; a description of the procedures
(methodology) used to charge the costs of each service to users,
including how billing rates are determined; a schedule of current
rates; and, a schedule comparing total revenues (including
imputed revenues) generated by the service to the allowable cost:
of the service, as determined under this Circular, with an
explanation of how variances will be handled.

(2) Revenues shall consist of all revenues
generated by the service, including unbilled and uncollected
revenues. If some users were not billed for the services (or
were not billed at the full rate for that class of users), a
schedule showing the full® imputed revenues associated with these
users shall be provided. Expenses shall be broken out by -object
cost categories (e.g., salaries, supplies, etc.) .

’ c. Self-insurance funds. For each self-insurance
fund, the plan shall include: the fund balance sheet; a
statement of revenue and expenses including a summary of billings
and claims paid by agency; a listing of all non-operating
transfers into and out of the fund:; the type(s) of risk(s)
covered by the fund (e.g., automobile liability, workers'
compensation, etc.); an explanation of how the level of fund
contributions are determined, including a copy of the current
actuarial report (with the actuarial assumptions nused) if the
contributions are determined on an actuarial basis; and, a
description of the procedures used toO charge or allocate fund
contributions to benefitted activities. Reserve levels in excess
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of claims (1) submitted and adjudicated but not paid, (2)
submitted but not adjudicated, and (3) incurred but neot submitted

must be identified and explained.

d. Fringe benefits. For fringe benefit costs, the
plan shall include: a listing of fringe benefits provided to
covered employees, and the overall annual cost of each type of
benefit:; current fringe benefit policies*; and procedures used to
charge or allocate the costs of the benefits to benefitted
activities. In addition, for pension and post-retirement health
insurance plans, the following information shall be provided: the
governmental unit's funding policies, e.g., legislative bills,
trust agreements, or State-mandated contribution rules, if
different from actuarially determined rates; the pension plan's
costs accrued for the year; the amount funded, and date(s) of
funding; a copy of the current actuarial report (including the
actuarial assumptions); the plan trustee's report; and, a
schedule from the activity showing the value of the interest cost
associated with late funding. '

4. Required certification. Each central service cost
allocation plan will be accompanied by a certification in the
following form:
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CERTIFICATE OF COST ALLOCARTICH PLAN

This is to certify that I have reviewed the cost allocatio
plan submitted herewith and to the best of my knowledge and

belief:

(1) All costs incliuded in this preopcsal [identify Qate] to
establish cost allocations or billings for [{identify period
covered by plan} are allowable in accordance with the
requirements of OMB Circular A-B87, "Cost Principles for State and
Local Governments,” and the Federal award(s} to which they apply.
Unallowable costs have been adjusted for in allocating costs as
indicated in the cost allocation plan.

(2} All costs included in this proposal are properly
allocable to Federal awards on the basis of a beneficial or
causal relationship between the expenses incurred and the awards
to which they are allocated in accordance with applicable :
requirements. Further, the same costs that have been treated as

- indirect costs have not been claimed as direct costs. Similar

types of costs have been accounted for consistently.
I declare that the foregoing is true and correct.

Governmental Unit:

Signature:

Name of Official:

Title:

Date of Execution:

F. Negotiation and Approval of Central Service Plans.

1. All proposed central service cost allocation plans that
are required to be submitted will be reviewed, negotiated, and
approved by the Federal cognizant agency on a timely basis. The
cognizant agency will review the proposal within six months of
receipt of the proposal and either negotiate/approve the proposal
or advise the gov-rmmental unit of the additional documentation
needed to supports/evaluate the proposed plan or the changes
required to make the proposal acceptable. Once an agreement with
the governmental unit has been reached, the agreement will be
accepted and used by all Federal agencies, unless prohibited or
limited by statute. Where a Federal funding agency has reason to
believe that special operating factors affecting its awards
necessitate special consideration, the funding agency will, prior
to the time the plans are negotiated, notify the cognizant
agency. .




2. The results bf each negotiation shall be formalized in
a written agreement"between the cognizant agency and the _
governmental unit. This agreement will be subject to re-opening
if the agreement is subsequently found to violate a statute or
the information upon which the plan was negotiated is later found
to be materially incomplete or inaccurate. The results qf the
negotiation shall be made available to all Federal agencies for

their use.

- 3. Negotiated cost allocation plans based on a proposal
later found to have included costs that: {a) are unallowable (i)
as specified by law or regulation, (ii) .as identified in
Attachment B of this Circular, or (iii) by the terms and
conditions of Federal awards, or (b) are unallowable because they
are clearly not allocable to Federal awards, shall be adjusted,
or a refund shall be made at the option of the Federal cognizant
agency. These adjustments or refunds are designed to correct the
plans and do not constitute a reopening of the negotiation.

G. Other Policies.

1. Billed central service activities. Each billed central
service activity must separately account for all revenues
(including imputed revenues) generated by the service, expenses
incurred te furnish the service, and profit/loss.’ .

2. Working capital reserves. Internal service funds are
dependent upon a reasonable level of working capital reserve to
operate from one billing cycle to the next. Charges by an
internal service activity to provide for the establishment and
maintenance of a reasonable level of working capital reserve, in
addition to the full recovery of costs, are allowable. A working
capital reserve as part of retained earnings of up to 60 days
cash expenses for normal operating purposes is considered
reasonable. A working capital reserve exceeding 60 days may be
approved by the cognizant Federal agency in exceptional cases.

3. Carry-forward adjustments of allocated central service
costs. Allocated central service costs are usually negotiated
and-approved for a future fiscal year on a "fixed with carry-
forward"” basis. Under this procedure, the fixed amounts for the
future year covered by agreement are not subject to adjustment
for that year. However, when the actual costs of the year
involved become known, the differences between the fixed amounts
previously approved and the actual costs will be carried forward
and used as an adjustment to the fixed amounts established for a
later year. This "carry-forward" procedure applies to all
central services whose costs were fixed in the approved plan.
However, a carry-forward adjustment is not permitted, for a
central ‘service activity that was not included in the approved
plan, or for unallowable costs that must be reimbursed
immediately. '



4. Adjustments of billed central services. Billing rates
used to charge Federal awards shall be based on the estimated
costs of providing the services, including an estimate cf the
allocable central service costs.

A comparison of the revenue generated by each billed service
(including total revenues whether or not billed or collected) to
the actual allowable co:sts of the service will be made at least
annually, and an adjustment will be made for the difference
petween the revenue and the allowable costs. These adjustments
will be made through one of the following adjustment methods:

(a) a cash refund to the Federal Government for the Federal share.
of the adjustment, (b} credits to the amounts charged tO the :
individual programs, (c! adjustments to future billing rates, OT
(d) .adjustments to allocated central service costs. Adjustments
to allocated central services will not be permitted where the
total amount of the adjustment for a particular service (Federal
share and non-Federal) share exceeds $500, 000. _

5. Records retention. All central service cost allocation
plans and related documentation used as a basis for claiming
costs under Federal awards must be retained for audit in

accordance with the records retention regquirements contained in
the .Common Rule. '

6. Appeals. If a dispute arises in the negotiation of a
plan between the cognizant agency and the governmental unit, the
dispute shall be resolved in accordance with the appeals
procedures of the cognizant agency.

7. OMB: assistance. To the extent that problems are
encountered among the Federal agencies and/or govermmental units
in connection with the negotiation and approval process, OMB will
lend assistance, as required, to resolve such problems in a '
timely manner.
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TABLE OF CONTENTS
A. General

B. Definitions
1. State public assistance agency
2. State public assistance agency COStS

c. Policy

D. Submiésion, Documentation, and Approval of Public Assistance
Cost Allocation Plans .
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A. General. Federally-financed programs administered by State
public assistance.agencies are funded predominately by the
Department of Health and Human Services (HHS). " In support of its
stewardship requirements, HHS has published requirements for the
development, documentation, submission, negotiation, and approval
of public assistance cost allocation plans in Subpart E of 45 CEFR
Part 95. All administrative costs (direct and indirect) are
normally charged to Federal awards by implementing the public
assistance cost allocation plan. This Attachment extends these
requirements to all Federal agencies whose programs are
administered by a State public assistance agency. Major
federally-financed programs typically administered by State
public assistance agencies include: Aid to Families with
Dependent Children, Medicaid, Food Stamps, Child Support
Enforcement, Adoption Assistance and Foster Care, and Social
Services Block Grant. '

B. Definitions.

1. "State public assistance agency” means a State agency
administering or supervising the administration of cne or more
public assistance programs operated by the State as identified in
Subpart E of 45 CFR Part 95. For the purpose of this Attachment,
these programs include .all programs administered by the State
public assistance agency. .

2. "State public assistance agency costs” means all costs
incurred by, or allocable to, the State public assistance agency,
except expenditures for financial assistance, medical vendor
payments, food stamps, and payments for services and goods
provided directly to program recipients.
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C. Policv. State public assistance agencies will develop,
document and implement, and the Federal Government will review,
negotiate, and approve, public assistance COSt allocation plans
in accordance with Suppart E of 45 CFR Part 95. The plan will
include all programs administered by the 3State public assistance
agency. Where a letter of approval or disapproval 1s transmitted
to a State public assistance agency in accprdance with Subpart E,
the letter will apply to all Federal agencies and programs. The
remaining sections of this Attachment (except for the requirement
for certification) summarize the provisions of Subpart E of 45

CFR Part 95.

D. Submission, Documéntation, and Roproval of Public Assistance
Cost Allocation Plans.

-1, State public assistance agencies are_required to
promptly submit amendments to the cost allocation plan to HHS for
review and approval. .

2. Under the coordination procCess outlined in subsection
E, affected Federal agencies will review all new plans and plan
amendments and provide comments, as appropriate, to HHS. The
effective date of the plan or plan amendment will be the first
day of the quarter following the submission of -the plan or
amendment, unless another date is specifically approved by HHS.
HHS, as the cognizant agency acting on behalf of all affected
Federal agencies, will, as necessary, conduct negotiations with
the State public assistance agency and will inform the State
agency of the action taken on the plan or plan amendment.

E. Review'of Inplementation of Approved Plans.

1. Since public assistance cost allocation plans are of a
narrative nature, the review during the plan approval process
consists of evaluating the appropriateness of the proposed
groupings of costs (cost centers) and the related allocation
bases.. As such, the Federzl Government needs some assurance that
the cost allocation plan has been implemented as approved. This
is accomplished by reviews by the funding agencies, single
audits, or audits conducted by the cognizant audit agency.

. 2. Where inappropriate charges affecting more than one
funding agency are identified, the cognizant HHS cost negotiation
office will be advised and will take the lead in resolving the
issue(s) as provided for in Subpart E of 45 CFR Part 953.

3. If a dispute arises in the negotiation of a plan or
from a disallowance involving two Or more funding agencies, the
dispute shall be resolved in accordance with che appeals
procedures set out in 45 CFR Part 75. Disputes inveolving only one
funding agency will be resolved in accordance with the funding
agency's appeal process.
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4. To the extent that problems are encountered among the
Federal agencies angfor governmental units in connection with the
negotiation and approval process, the Office of Management and
Budget will lend assistance, a3 required, to resoclve such
problems in a timely manner.

F. Claims developed under approved cost allocation plans will
pe based on allowable costs 'as identified in this Circular.
Where unallowable costs have been claimed and reimbursed, they
will be refunded to the program that reimbursed the unallowable
cost using one of the following methods: (a) a cash refund, (b)
offset to a subsequent claim, or (c) credits to the amounts
charged to individual awards. :
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A. General.

1. Indirect costs are those that have been incurred for
common or joint purposes.. These costs -benefit more than one cost
objective and cannot be readily identified with a particular
final cost objective without effort disproportiocnate to the
results achieved. After direct costs have been determined and
assigned directly to Federal awards and other activities as
appropriate, indirect costs are those remaining to be allocated
to benefitted cost objectives. A cost may nct be allocated to.a
Federal award as an indirect ceost if any other cost incurred fc



the same purpose, in like circumstances, has been assigned to a
Federal award as a direct cost.

2. Indirect costs include (a) the indirect costs _
originating in each department Or agency of the governmental unit
carrying out Federal awards and (b) the costs of central
governmental services distributed through the central service
cost allocation plan (as described in Attachment C) and not
otherwise treated as direct costs.

3. Indirect costs are normally charged to Federal awards
by the use of an indirect cost rate. A.separate indirect cost )
rate (s} is usually necessary for each department or agency of the
governmental unit claiming indirect costs under Federal awards.
Guidelines and illustrations of indirect cost propeosals are
provided in a brochure published by the Department of Health and
Human Services entitled "A-Guide for State and Local Government
Agencies: Cost Principles and Procedures for Establishing -Cost
Allocation Plans and Indirect Cost Rates for Grants and Contracts
with the Federal Government.” A copy of this brochure may be
obtained from the Superintendent of Documents, U.S. Government
Printing Office. |

q, Because of the diverse characteristics and accounting
practices of governmental units, the types of costs which may be
classified as indirect costs cannot be specified in all
situations. However, typical examples of indirect costs may
include certain State/local-wide central service costs, general
administration of the grantee department or agency, accounting
and personnel services performed within the grantee department 0T
agency, depreciation or use allowances on buildings and .
equipment, the costs of operating and maintaining facilities,
etc. .

5. This Attachment does not apply to State public
assistance agencies. These agencies should refer instead to
Attachment D.

B. Definitions.

1. "Indirect cost rate proposal®™ means the documentation
prepared by a governmental unit or subdivision thereof to
substantiate its request for the establishment of an indirect
cost rate.

2. rIndirect cost rate” is a device for determining in a
reasonable manner the proportion of indirect costs each program
should bear. It is the ratio (expressed as a percentage) of the
indirect costs to a direct cost base. '

3. rIndirect cost pool™ is the accumulated costs that
jointly benefit two or more programs OI other cost objectives.
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4. "Base” means the accumunlated direct CoStS (normally
either total direct-salaries and wages oI total direct costs
exclusive of any extraordinary or distorting expenditures) used
to distribute indirect costs tO individual Federal awards. The
direct cost base selected should result in each award bearing a
fair share of the indirect costs in reasonable relation to the
menefits received from the costs.

5. "predetermined rate"” means an indirect cost rate,
applicable to a specified current or future period, usually the
governmental unit's fiscal year. This rate is based on an
estimate of the costs to be incurred during the period. Except
under very unusual circumstances, a predetermined rate is not
‘subject to adjustment. (Because of legal constraints,
predetermined rates are not permitted for Federal contracts: they
may, however, be. used for grants or cooperative agreements. )
Predetermined rates may not be used by governmental .units that
have not submitted and negotiated the rate with the cognizant
agency. In view of the potential advantages offered by this
procedure, negotiatiocn of predetermined rates for indirect costs
for a period of two te four years should be the norm in those
situations where the cost experience and other pertinent facts
available are deemed sufficient to enable the parties involved to
reach an informed judgment as to the probable level of indirect
costs during the ensuing accounting periods.

6. "rixed rate” means an indirect cost rate which has the
same characteristics as 3 predetermined rate, except that the
difference between the estimated costs and the actual, allowable
costs of the period.covered by the rate is carried forward as an
adjustment to the rate computation of a subsequent period.

7. ° "Provisional rate” means a temporary indirect cost rate
applicable to a specified period which is used for funding,
interim reimbursement, and reporting indirect costs on Federal
awa:dz.pending the establishment of -a "final"™ rate for that
period.

8. "Final rate"” means an indirect cost rate applicable to
a specified past periocd which is based on the actual allowable
costs of the period. A final audited rate is not gubject to
adjustment.

S. "Base period"” for the allccation of indirect costs is
the period in which such costs are incurred and accumulated for
allocation to activities performed in that period. The Dbase
period normally should coincide with the governmental unit's
fiscal year, but in any event, shall be so selected as to avoid
inequities in the allocation of costs.



cC. Allocation of Indirect Costs and Determination of Indirect
Cost Rates. -

1. General.

: a. Where a governmental unit's department Or agency
has only one major function, oI where all its major functions
benefit from the indirect costs to approximately the same degree,
the allocation of indirect cOStS and the computation‘of an
indirect cost rate may be accomplished through simplified
allocation procedures as described in subsection Z.

b. Where a governmental unit's department or agency '
has several major functions which benefit from its indirect costs
in varying degrees, the allocation of indirect costs may require
the accumulation of such costs into separate cCOst grouplngs which
then are allocated individually to benefitted functions by means
of a base which best measures the relative degree of benefit.

The indirect costs allocated to each function are then
distributed to individual awards and other activities included iIn
that function by means of an indirect cost rate(s).

c. Specific methods for allocating indirect costs and
computing indirect cost rates along with the conditions under
which each method should be used are described in subsections 2,
3 and 4. T _

2. Simplified method.

a. Where a grantee agency's major functions benefit
from its indirect costs to approximately the same degree, the
allocation of indirect costs may be accomplished by (1)}
classifying the grantee agency's total costs for the base period
as either direct or indirect, and (2) dividing the total
allowable indirect costs (net of applicable credits} by an
equitable distribution base. - The result of this process is an
indirect cost rate which is used to distribute indirect costs to
individual Federal awards.. The rate should be expressed .as the
percentage which the total amount of allowable indirect costs
bears to the base selected. This method should also be used
where a governmental unit's department or agency has only one
mzjor function encompassing a number of individual projects or
activities, and may be used where the level of Federal awards to
that department or agency is relatively small.

b. Both the direct costs and the indirect costs shall
exclude capital expenditures and unallowable costs. However,
unallowable costs must be included in the direct costs if they
represent activities to which indirect costs are properly
allocable.



c. The distribution base may be (1) total direct
costs (excluding capital expenditures and other distorting items,
such as pass-through funds, major subcontracts, etc.), (2) direct
salaries and wages, or (3) another base which results in an

equitable distribution.
3. Multiple allocation base method.

a. Where a grantee agency's indirect costs benefit
its major functions in varying degrees, such costs shall be
accumulated into separate cCost groupings. Each grouping shall
then be allocated individually to pbenefitted functions by means
of a base which best measures the relative benefits.

b. The cost groupings- should be established so as to
permit the allocation of each grouping on the basis of benefits
provided to the major functions. Each grouplng should constitute
a pool of expenses that are of like character in terms of the
functions they benefit and in terms of the allocation base which
best measures the relative benefits provided to each function.
The number of separate groupings should be held within practical
limits, taking into consideration the materiality of the amounts
involved and the degree of precision needed.

C. Actual conditions must be taken into account in
selecting the base to be used in allocating the expenses in each
grouping to benefitted functions. When an allocation can be made
by assignment of a cost grouping directly to the function
benefitted, the allocation shall be made in that manner. When
the expenses in a grouping are more general in nature, the
allocation should be made through the use of a selected base
which produces results that are equitable to both the Federal
Government and the governmental unit. In general, any cost
element or related factor associated with the governmental unit's
activities is potentially adaptable for use as an allocation base
provided that: (1) it can readily be expressed in terms of
dollars or other quantitative measures (total direct costs,
direct salaries and wages, staff hours applied, square feet used,
hours of usage, number of documents processed, population served,
and the like), and {2) it is common to the benefitted functions
during the base period.

d. Except where a special indirect cost rate{s) is
required in accordance with subsection 4, the separate groupings
of indirect costs allocated to each major function shall be
aggregated and treated as a common pool for that function. The
costs in the common pool shall then be distributed to individual
Federal awards included in that function by use of a single
indirect cost rate.

. e. The distribution base used in computing the
indirect cost rate for each function may be (1) total direct
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costs (excluding capitzl expenditures and other distorting i;ems
such as pass-through funds, major subcontracts, etc.), (2) direc:
salaries and wages, or (3) another base which results in an
equitable -distribution. An indirect cost rate should be
developed for each separate indirect cost pool developed. The _
rate in each case should be stated as the percentage relationship
between the particular indirect cost pool and the distribution
base identified with that pool.

4. Special indirect cost rates.

a. In some instances, a single indirect cost rate for
all activities of a grantee department or agency or for each )
major function of the agency may not be appropriate. It may not
take into account those different factors which may substantially
affect the indirect costs applicable to a particular program or
group of programs. The factors may include the physical location
of the work, the level of administrative support required, the
nature of the facilities or other resources employed, the
organizational arrangements used, or any combination thereof.
When a particular award is carried out 1in an environment which
appears to generate a significantly different level of indirect
costs, provisions should be made for a separate indirect cost
pool applicable to that award. The separate indirect cost pool
should be developed during the course of the regular allocation
process, and the separate indirect cost rate resulting therefrom
should be used, provided that: (1} the rate differs
significantly from the rate which would have been developed under
subsections 2. and 3., and (2) the award to which the rate would
apply is material in amount.

' b. Although this Circular adopts the concept of the
full allocation of indirect costs, there are some Federal
statutes which restrict the reimbursement of certain indirect
costs. Where such restrictions exist, it may be necessary to
develop a special rate for the affected award. Where a )
"restricted rate"™ is required, the procedure for developing a
non-restricted rate will be used except for the additional step
of the elimination from the indirect cost pool those costs for
which the law prohibits reimbursement. :

D. Submission and Documentation of Proposals.

1, Submission of indirect cost rate proposals.

a. All departments or agencies of the governmental
unit desiring to claim indirect costs under Federal awards must
prepare an indirect cost rate proposal and related documentation
to support those costs. The proposal and related documentation
must be retained for audit in accordance with the records
retention requirements contained in the Common Rule.



b. A governmental unit for which a cognizant agency
assignment has been -specifically designated must submit its
indirect cost rate proposal to its cognizant agency. The fo;ce
of Management and Budget (OMB} will period;cally publlsh l;;ts of
governmental units identifying the approprilate Federal cognizan”
agencies. The cognizant agency for all gover;mental units or
agencies not identified by OMB will be determined based onlthe
Federal agency providing the largest amount of Fe@ergl furds. In
these cases, a governmental unit must develop an 1nd1:gct sost
proposal in.accordance with the requirements of this Circular and
maintain the proposal and related supporting documentation for
audit. These governmental units are not required to submit their
proposals unless they are specifically requested to dq so by the
cognizant agency. Where 2 local government only receives funds
as a sub-recipient, the primary recipient will be responsible for
negotiating and/or monitering the sub-recipient's plan.

_ c. Each Indian tribal government desiring  _
reimbursement of indirect costs must submit its indirect cost
- proposal to the Department of the Interior (its cognizant Federzl

agency) .

d. Indirect cost proposals must be developed (and,
when required, submitted) within six months after the close of
the governmental unit's fiscal year, unless an exception is
approved by the cognizant Federal agency. If the proposed
central service cost allocation plan for the same period has not
been approved by that time, the indirect cost proposal may be
prepared including an amount for central services that is based
on the latest federally-approved central service cost allocation
plan. The difference between these central service amounts and
t* asmounts ultimately approved will be compensated for by an

.tment in a subsequent period.

2. Documentation of proposals. The following shall be
-acluded with each indirect cost proposal:

a. The rates proposed, including subsidiary work
sheets and other relevant data, cross referenced and reconciled
to the financial data noted in subsection b. Allocated central
service costs will be supported by the summary table included in
the approved central service cost allocation plan. This summary
table is not required to be submitted with the indirect cost
proposal if the central service cost allocation plan for the same
fiscal year has been approved by the cognizant agency and 1is
available to the funding agency.

b. A copy of the financial data (financial
statements, comprehensive annual financial »eport, executive
budgets, accounting reports, etc.) upon whicn che rate is based.
Adjustments resulting from the use of unaudited data will be
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recognized, where appropriate, by the Federal cognizant agency in
a subsequent proposal:

c. The approximate amount of direct base costs
incurred under Federal awards. These costs should be broken out
between salaries and wages and other direct costs.

d. A chart showing the crganizational structure of
the agency during the period for which the proposal applies,
along with a functional statement(s) noting the duties and/or
responsibilities of all units that comprise the agency. (Once
this is submitted, only revisions need he submitted with
subsequent proposals.)

3. Required certification. Each indirect cost rate
groposal shall be accompanied by a certification in the following
orm:



CERTIFICATE OF INDIRECT COSTS

This is to certify that I have reviewed the indirect cost
rate proposal submitted herewith and to the best of my knowledge

and belief:

(1) All costs included in this proposal [identify
date] to establish billing or final indirect costs rates for
[identify period covered by rate] are allowable in accordance
with the requirements of the Federal award(s) to which they apply
and OMB Circular A-87, "Cost Principles for State and Local
Governments." Unallowable costs have been adjusted for in
allocating costs as indicated in the cost allocation plan.

(2) All costs included in this proposal are properly
allocable to Federal awards on the basis of a beneficial or
causal relationship between the expenses incurred and the
agreements to which they are allocated in accordance with.
applicable reguirements. Further, the same costs that have been
treated as indirect costs have not been claimed as direct costs.
S