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_PREFACE_

This brochure is a guide for nonprofit organizations subject to the
provisions of Office of Management and Budget (OMB) Circular A-122 to
assist in understanding the concept of indirect cost rates and to help
in preparing indirect cost rate proposals for Federal grants. The
guidelines apply to most situations for nonprofit organizations.

Section I provides general Lnformatzon on the nature
of indirect costs and indirect cost rates.

Section I1 provides guidelines far preparxng an indirect
cost proposal.

Section III provides guidelines for submission of an indirect
cost proposal.

Appendix 1 provides a sample indirect cost proposal format.

Appendix 2 provides the information needed from the
organization to support an ‘indirect cost rate proposal
and EPA's_ evaluation. . -

Appendix 3 inc¢ludes revision to OMB Circular A-122, "Cost
Principles for Nonprofit Organizations"™, to clarify
'requfrements for maintenance and access.to records for
costs associated with legislative lobbylng and political:
activities.

Appendix 4 includes OMB Circular A 122, "Cost Principles
for Nonproflt Organizations”. .

Appendix b includes a sample form of a certification by
an authorized organization officxal..



SECTION 1 - Indirect Costs - General Information

Nature of Indirect Costs

Indirect costs are joint or common costs benefiting more than one B
program and not readily identifiable with a specific program. Rent,
heat, light, power, accounting, payroll, persannel, and administration ’
are costs typically censidered indirect costs.

Indirect Costs on EPA Grants

If indirect costs are proposed on a grant, the means by which the
indirect cost are estimated must be supported by either, (1) a federally
approved indirect cost agreement effective for the period of performance
of the grant or, (2) an indirect cost proposal which supports the
indirect costs proposed. .

Indirect Cost Rate

The easiest means to determine the amount of common or joint costs to be
borne by each program is to use an indirect cost rate. An indirect cost
rate is computed by grouping joint or common costs into a pool and
dividing the pool by a cost. base common to all programs. The result is
an indirfect cost rate. The rate is applied to the base costs of a
program to determine the share of indirect cost to be allocated to that
program.

An indirect cost rate is not a percentage that is guessed at. It is a
logical means to determine the amount of joint or common costs each
program should bear. . The rate is computed using accounting data (budget -
or actual) of the organization and a base that approximates benefits
received from the indirect cost pool.

Indirect costs are reimbursed based on an organization's indirect cost
rate, subject to any statutory or administrative limitations, OMB
Circular A-122 "Cost Principles for Nonprofit Organizations", dr the
Environmental Protection Agency grant regulations.

Provisianal Rate

A provisional indirect cost rate is an estimated rate established to
permit funding and reporting indirect costs pending establishment of a
final rate. The estimated rate may be based on actual costs of .the most
recently completed fiscal year or budgets. But, in any case, the
provisional rate should be calculated using the best estimate of what is »
expected to be incurred during the performance periocd of the grant.

Final Rate ) L.

A final indirect cost rate is a permanent rate established after actual
costs for a specific period (usually a fiscal year) are known. Final
rates are used to adjust indirect costs initially claimed based on
provisional rates. .
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SECTION II - Preparation of an Indirect Cost Proposal

There ig no single method to prepare an indirect cost rate proposal.’

-.There are as many methods as accounting systems. However, there are

several basic steps that must be followed in all cases. These steps.
are: ) : ’

t. Determine the Accounting Data. The first step in preparing an
indirect cost rate proposal is to decide on the accounting data’ to use
for estimating the indirect cost rate: historical costs or budgetary
data.  For estimating future rates, the data selected should approximate
the costs’that will be incurred during the performance of the grant.

‘2. Classify Costs. Once the accounting basis for estimating the
rate is selected, the-next.and most difficult step is to analyze each
element of cost and decide which costs are indirect and which are
direct. Because of the diverse characteristics and accounting practices.
of nonprofit organizations, it is' not possible to specify the types of
cost which may be classified as indirect in all situations. But, there
are two fundamental concepts to keep in mind when classifying costs: 1)

"indirect costs are joint or common costs and 2) costs must be treated

consistently.

Indirect costs.are costs-incurred for common or jointfpurposes"and
cannot be readily identified to a particular final'gbst objective such
as a Federal grant. Office rent or general accounting are good and

obviocus examples of joint or common costs that cannot be easily

identified to a specific program. Personnel administration and office
supplies are other examples of joint or common cost=s.
p .

It is imperative to treat cost consistently for all .programs and
activities of the organization. If a cost is treated as a direct cost
for the Federal program, the same type of cost.incurred for another
program should be treated as a direct cost to that program. For
example, if long distance telephone costs are direct charged to Federal
Grant $#1, long distance telephone costs of other programs should be
classified as direct costs, and not 'included in the indirect cost pool.
(However, long distance telephone cost associated with allowable -

-administrative efforts can be classified as an indirect cost. Sge

Footnote 1.}

P e B I R

1All administrative costs could be classified as joint or common costs.
However, some efforts which may be considered administrative by the
organization, are not allowable or allocable to Federal programs.

Functions such as fund raising, services to members and clients or

services to the general public when significant and necessary to the
mission of the organization, are not indirect costs allocable.to Federal
programs and must be classified as direct cost in accordance with OMB

Circular A-122.




Local telephone cost would be very difficult to identify:'directly
to a specific program without-a lot of effort or without dedicating
phones to specific.programs,'neither'of.which seems very practical. So,
in most*situations, all local telephone costs should be classified as oo
indirect costs.. ’

"Thus, telephone cost is broken down between local and long
distance. Since local telephone costs would be difficult and
impractical to direct charge to all pregrams, all local telephone costs
are classified as indirect and allocated-  to all programs - a consistent
treatment. Long distance calls are identified to specific programs and
administration where the calls were in support of allowable
administrative efforts - also a consistent treatment. An analysis
similar to the one done on teiephdne costs should be performed for each
element of cost to determine direct/indirect classification.

3. Select the Allocation Base. After all costs have been
¢lassified as direct or indirect, the next step is to select the
allocation base. The allocation base should provide a reasonable
approximation of the benefits received by a program from the -costs of
the functions and services in the indirect cost pool. We prefer an
allocation base of salaries and wages. Our experience has shown that
most functions and services which comprise the cost in an indirect cost
poocl henefit people. Therefore, a base that is a factor of people, such
as =alaries and wages, usually is a fair and equitable base. Total
direct cost bases tend to overallocate indirect costs to large dollar,
non-personnel costé_such as subcontractis and travel, while the functions
and services in the indirect cost pool do not provide benefits to the
same degree. This does not mean that other bases may not be used. If a
- base other than salaries and wages is demonstrated by the -organization
to be more eguitable, that base may be used.

4. Calculate the Rate. . The final step is to divide the indirect

cost pool by the allocation base and the result is the indirect cost
rate. Appendix ] is a detailed example of a suggested method for
computing an indirect cost rate. It is only an example and not ‘a
prescribed method. Your proposal should fit your accounting system.
However, this method will fit most situations and provide an excellent
means to compute an indirect cost rate.
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"In addition, .the indirect cdst rate proposal must contain a

SECTION III - Submission of an Indirect Cost Proposal

K}

General

The indirect cost proposal, or evidence -that the proposal was appréved
by a Federal agency, should be submitted with the grant application. An

. indirect cost proposal documents how the organization develops and

applies its indirect cost rate. All claims for indirect costs must be
supported by an indiréct cost rate proposal. Organizations that do not
prepare indirect cost proposals risk losing their claims for indirect
costs. The indirect cost rate proposal will be used to establish a rate
for funding indirect costs under the grant. Guidelines on the 4
preparation of an indirect cost proposal are provided in Section II.

Supporting Documentation

The estimated indirect costs and allocation base must be supported by
either the accounting history {actual costs), budgeted costs, or a
combination of both. If the estimated indirect costs are based on .
actual costs.for the most recently completed fiscal year, the proposal .
mist be accompanied by, and be cross-referenced and reconciled to, the
organization's audited financial statements which account for all.
activities. When audited financial statements are not available, the

~organization should use the accounting records. If the estimated

indirect costs are based on the organization's budget, the budget and
financial statement for the most recently completed fiscal year must be
submitted with the proposal.

certification by an authorized organization official that the proposal
has been prepared in accordance with Office of Management and Budget

" Circular A-122 (see Appendix 5).

Appendix 2 contains a detailed list of the information and documéntation
that should be submitted with an indirect cost rate proposal. - :
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Elements of Cost:

.

Salaries & Wages
Fringe. Benefits
Office Rental

Repairs % Maint. -
Materials
“Supplies

Telephone
Frofessional Serv.
Subcontract

Interest

fad Debt .
Entertatnment Expense
mwmmm and Fenalties
Donations
Depreciation

{ther Expenses

Total Costs

Less Indirect Cost Adjustment:
Interest .

Bad Debt

Entertainment Expense .
Fines and Fenalties

Donations R
Fublic Informaticon

Total Indirect Costs

The allocation base for total allowable mnnwamnﬁ costs (B) is total direct

.

Computation of indirect cost rate of 93.7% is $710,000 (B} divided by $750,000 (A),
# The notes on the following pages give detailed information of the items,

salaries and wages (A},

SAMPLE THOIRECT COST FROPOSAL FORMAT AFPENDIX §
TOTAL EXFENDITURES FOR THE ORGANIZATION
. DIRECT ~ COSTS
— , ) Total

Total  Program frogram Frooram  Program  Federal . Federal  Federal Fund - Total Indirect

Costs No. 1 No, 2 No. 3 No. 4 Grant 1 Grant 2 Grant 3  FRaising  Direct Costs Notew
Note 8

$1,000,000  $125,000  $100,000  $50,000 75,000 430,000  $100,000  $200,000  $50,000 $750,000 A $250,000 2
300,000 . . ) 300,000 3
100,000 . i 100,000 4
25,000 . ‘ . 25,000 ]
18,000 1,000 1,300 1,000 5,000 2,000 1,000 3,000 1,500 16,000 2,000 5
15, 000 . 15,000 4
8,300 500 1,000 500 1,000 500 2,000 5,900 3,000 b
- 591,000 2,000 5,000 10,000 3,000 2,000 10,000 3,000 10,000 49,000 2,000 3
160,000 50,000 25,000 - 30,000 20,000 10,000 15,000 10,000 160,000 3
© 5,000 5,000 7
T 2,000 2,000 7
3,000 3,000 7
* 2,000 : : 2,000 7
4,000 _ 4,000 7
10,000 : 10,000 9

. 5,000 . ) 5,000
,$1,708,500  $178,500  $132,500  $61,000 $115,000  $74,500 $122,0600  $223,500.  $73,500  $980,500  $728,000 i
- o 5,000 7
. : 2,000 7
) : 3,000 7
. 2,000 7
. - . - _ , 4,000 7
: . : . . 2,000 7

: B $710,000
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Sa : .

Notes:

1. For this example, the amounts are taken from the organization’s

. independently audited financial statements. Expenditures reflect the
purpose for which costs shown under total expenditures were incurred.
They may be identified from (a) the Statement of Functional. Expenses
which is frequently included with the financial statements, (b) the
accounting records maintained by the organization, or (¢) an analysis of
the costs in relation to the operation of the organization.

2. B8alaries and wages, whethér treated as direct costs or indirect
costs, will be based on documented payrolls approved by a responsible
official of the organization. The distribution of salaries and wages to
Federal grants must be supported by personnel activity reports, such as
time sheets, to account for all actual work performed for which the
employees are compensated. Also, indirect salaries and wages must be
supported by personnel activity reports where the employees performed a .
combination of indirect cost and direct cost activities.  Salaries and
wages for employees performing all indirect cost activities, such as
administration, accounting, etc., are classified as indirect costs. For
example, no accounting costs will -be treated as direct costs to grants
or other activities since these costs are tredated as indirect costs.

3. Fringe beggfits paid by an organization for their employees could
consist of paid vacations, holidays and sick leave, health and life
insurance, FICA, workmen's compensation, and retirement. Fringe
benefits, in this illustration, are all treated as indirect cost.
However, fringe benefits may be allocated based on a fringe benefit rate
and distributed on the basis of salaries and wages (excluding costs for
vacations, holidays and sick leave). .

4. In this illustration, all costs for office .rental, repairs and
maintenance, and supplies are classified as.indirect costs.

5. Specific identification (e.g., requisitions, purchase orders)
. procedures are used as the basis for charging these costs to
benefiting activities (including Federal grants).

6. The cost of long distance calls are charged directly to,benefiting
activities (projects/programs, Federal grants, and indirect

functions). When any costs for long distance calls are specificadlly
identified as direct costs to Federal grants, all other costs for long.
distance calls would not be classified as indirect costs since this
would be an inconsistent treatment of costs. Therefcore, if the cost
of long distance call are identified as direct costs to Federal .
grants, all other costs for long distance calls must be specifically

A~




APPENDIX 1

Notes:

identified to other projects/programs. and indirect functions to be
consistent in the treatment of costs. If records are not maintained
for identifying the direct costs, the total costs for all long
distance calls would be classified as indirect. -Cost of local calls '
and monthly service charges are classified as indirect costs.

7. These. adjustments eliminate unallowable costs identified in OMB
Circular A-122 from the indirect cost pool. Examples of unallowable
costs include interest expense, entertainment expense, lobbying, bad
debts or allowarices for. doubtful accounts, fines and penalties, losses
on ‘Federal or non-Federal projects, provisions for contingencies, and
charitable contributions. ‘ : : .

8. Includes labor, fringe benefits and other costs associated with
fund raising, public relations and maintenance of membership rolls.
These types of costs are not allocable to Federal programs and must be
~classified as direct costs in accordancé with OMB Circular A-122.

9..0nly current expenditures should be considered in developing
indirect cost rates. Therefore, capital expenditures (e.qg.,
alteration and improvement costs) should be removed from the indirect
cost poo;t "However, the organization may include depreciation or use
" allowance ‘associated with those assets in accordance with Circular A-
122. . . B ' S

-
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.2. A copy of the organization's fiscal ye%r budget if'this is the basis
for the indirect cost rate proposal along with a reconciliation of the

.4. A schedule of indirect salaries. The schedule should include job-

'6. A certification by an authorized organizationiofficial that -the ~.

APPENDIX 2

.

INFORMATION/DOCUMENTATION NEEDED FROM THE NONPROFIT ORGANIZATION

The nonprofiﬁ drganization willineed to submit the following
information or documentation to support the indirect cost rate
proposed: .

1. A copy of the organization's most recently audited financial
statements if this is the basis for the indirect cost rate proposal
along with a reconciliation of the proposal to the audited financial
statements, in total and by cost center.

proposal to the Buﬂget. A copy of the most recently audited financial
statements may be requested for EPA’'s evaluation of .the budget.

3. A list of grants active during. the indirect cost rate proposal
period and a copy of the budget data for the grant application. The
grants should be identified by purpose, amount, period covered and
numbers assigned by the Federal agency. Indicate if the grants provide
for payment of indirect casts.

title, amount and brief description of duties. Some salaries may need-
to be allocated between direct and indirect -activities. The amount
allocated to each activity or function should be identified alcong with
description of the direct and indirect duties, shown separately,-
should be provided. :

5. - A schedule of frlnge ‘benefits and payroll taxes by type and
amount. Explain the methaod by which fringe benefits are
charge/allocated: to activities (project/programs, Federal grants, ‘and
indirect functions).

indirect cost proposal has been prepared in accordance with Office
of Management and Budget Circular A-122 (see. Appendix 5). ’ ~

~







APPENDIX 1

EXECUTIVE OFFICE OF THE PRESIDENT

OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 20803

. _'nay 19, 1987

_ . CIRCULAR NO. A-122, Revised
. oo Transmittal Memorandum No. 2

TO THE HEADS OF EXECUTIVE DEPARTMENTS .AND AGENCIES

SUBJECT: Cost Principles for ﬁonprofft Orgahizations_

This memorandum revises OMB Circular A-122, "Cost Principles
' for Nonprofit Organizations, to clarify requirements for
maintenance and access to records for costs associated with
legislative lobbying and political activities.
In attachment B, section B2l, "Lobbying," paragraph c.(4) is
revised as follows: : ‘ :
c.(4) Time logs. calendars, or similar records shall not
be required to be created for purposes of complying with this
section during any particular calendar month when: (1) the
employee engages in lobbying (as defined in paragraphs (a)
and (b) above) 25 percent or less of the employee's
compensated hours of employment during that calendar month,
and (2) within the preceding five-year period, the
organization has not materially misstated allowable or
unallowable costs of any nature, including legislative
1obby1ng costs. When conditions (1) and (2) above are met,
organizations are not required to establish records to
support the allowability of claimed costs in addition to
records already required or maintained. -Also, when :
"conditions (1) and (2) above are met, .the absence of time
logs, calendars, or similar records will not serve as a basis
for disallowing costs by contesting estimates of lobbying
time spent by employees during a calendar month.
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Federal Register / Vol. 48, No. 83 / Friday. April 27, 1984 / Natices
————————————————— —
OFFICE OF MANAGEMENT AND B. Flrst Amendment with the paiicies thet govern the
8UDGET C. Internal Revenue Code organization's other expenditures.

' : Emﬁ“g,"é:ﬂ:,‘;,:'m The disallowance of lobbying costs in
Clrcular A-122; Cost Principies for Current Lobbywng Restrictions this revision is comparabis to the
Nonprofit Organizatione="Lobbying F. The Praposed Revision Was Net disallowance by Clreular A=122 of other
Revisicn Sufficiendy Restrictive costs which are aot reimbursed on
INCTE: This reprint incorporates corrections  VIL Analysis of Comments and Resulting gounds of public policy. such as
that are published in the Fedaral Register of to Pro .dv.m mm"ms expenses and

Tussday, May 8. 1984.]

aagner: Office of Management and
Budget. Executive Qffics of the
Prasident. .

AcTion: Publication of Revision to the
Circular,

SUMMARY: This notics sets forth the final-
version of the Office of Management -
and Budget's (OMB) “Lobbying” )
revision to Circular A-122, “Cost
Principles for Nonprofit Organizations.”
The revison makes unailowable for
Federal reimbursement the costa
associated with most kinds of lobbying
and polidcal activities. but does not
restrict lobbying or political activities
peid for with non-Federal funds.

A paraile] revision is being made to
the Federal Acquisition Regulaton
(FAR] to cover all defanse and civilian
contractors. The PAR rsvision appears
on the pages immediately following the
Clreular A~122 revision.

EPVECTIVE DATE This revision will
becoms effective May 29. 1984. The
revision will affect only grants,
contracts, and other agresments entared
igto after the effective dats. Existing -
gTants. contracts, and cther agreements
wiil not be affected. Agency contracts
and regulations will incorparete these
provisions o the same extent and in the
same manner as they do other
provisicas of Clrcular A-122 -

FOR FURTHER INFORMATION CONTACT:
john J. Lordan. Financial Management
Branch. Office of Management and
Budget. Washington, D.C. 20503. (202)
395-4823.

SUPPLIMENTARY INFORMATION: The

sttachad taxt sets forth the fnal

language for the revision to Clreular A~

122 that was proposed on November 3,

1583. 48 FR 50880-50874. Significant

modificatons have besn made to the

proposed language after & thorough

revisw of the approximately 93,800

pubtic comments recsived and extensive

discussions with the General

Accounting Cffice and cognizant

Congressional committaas.

Table of Contants

L Background of Circutar A-122

{1 History of the Revision

[ Summary of the Ravision

V. Sigmficant Changes from November
Proposal

V. Purpose of the Revision
Vi Princpal Qbjections to the Proposal
A Legai Authority

A Uneilowable Lobbying—subparsgraph a

8 Elsctionrering—sactions a(1) and a(3)

C. Attempts To [afluence Legislatione
sections a(3} and a(4) '

D. Lepsiauve Liaison—section a(3)

E Excapdons to Unailowabis Lobbying=—
subparagraph b .

F. Lagpsiadve Requests for Tachnical and
Factuai Information—section b(1)

G. State Lavei Lobbying Related to
Performance of Geant or Cantructe—
sectian b(2)

H Lobbying Authorized by Statute—
section b(3} -

L Excaptions Delsted from November
Proposal .

]. Accountng Treatment of Unallowsble
Costea—subparsgraph ¢

K. Indirect Cost Rate Proposai-=sscion

(1)
L Certtfication Requirement—section <(2}
M. Recordkeeping—sections c{3) and c¢)
N. Administrative Restrictions on
o Amu::::on (%) .
. Paragrap umbering Provision
VUL Paperwork Reductica Act
Considsrations
X Eaforcament
X Designation as a “Non-Major” Ruls

L Background of Circular A-122

Clreular A-122, “Cost Principles for
Nonprofit Organizations.” establishes
uniform rules for determining the costs
of grants, conzacts, and other
sgresments. Like other OMB cost
principle circulars [or state and local
governments and sducational
nstitudons, Clreular A-122is e - ,
mansgement directive addressed to the
heads of Federal departments and -
agenciey and constitutes the legal basis
by which they define allowable and
unallowabls costs and how such costs
are cajculated.

Clrcular A=122 was first issued in Junse
1980. It was developed by an
intersgency team chosen fom the major
grant-malang agencies and led by OMB.
Before issuancs. public commaents were
sought and received, and consultations
were held with the General Accounting
Offics. The vost principles built upen
accounting rules previously in use by
Federal agencies in their dealings with .
nonprofit organizatons. The Cleculss
standardized and simplified those mies.
In general. the Circular provides that, to
be recovered from the Federal
government. costs incurred by graniess
and contractors must be necessary,
ressonsble. and reiated to the lederaily-
spongaced activity. [n addidon. coats
must be legal. proper. and consistent

- 12 -

satertainment. in each of these
instances. s determination has been
made that it would not be appropriate or
cost-efficient to permit Federal 1ax
doilars to be used for these purposes. [n
any event. it should be noted that
iobbying costs are currenty
unsilowable: a9 indicated throughout.
this revision is intended o clarify and
maks more uniform the meaning and
spplication of that bar.

IL History of the Ravision
On January 24. 1983, OMB pubiished a

" proposal to revise Circular A-122's

treatment of the costs of labbying
activities by defining as unailowable the
costs of advocacy activities performed
by Federal nonprofit grantees and
contractors with appropriated funds. 48
FR 3348-3351. Following publication,
OMB recsived approximately 44,300
comments from the public. from
noaprofit and commercial organizations
and from government agencies.
Approximatsly 16.500 comments
opposed the proposed revisicn. and
spproximately 31,800 supported it Many
of the comments opposing the revision
expressed support for the genersl
principle that Fedsral tax doilars shouid
ot be used for lobbying and related
purposes. but ocbjected that the

sais contained in the fanuary 1983

. notice wouid disrupt the [eqtimate

actvities of Federal nonprofit grantees
and contracters. On the other hand,
many of the supporting comments ,
suggested a need for controis
significantly more restrictive than those
proposed. .

In order to permit furthere study of the
issues raised by these comments, OMB
withdrew the january 1983 proposai at
the end of the ¢5-day public comment
period. In the intervening months, OMB
conducted numarous discussions with
aonprofit organizatons, busineas

. groups. trade associations. the General

Accounting Office, and interested
Committees of the Congress and their
stails. After further consideration of the
comments and discussions. OMB
published a second proposal on
November 3. 1983, 10 revise the
Clreular's cost standards. The
November proposal represented a
fundamental revision of the ariginal
January proposal as a resuit of the
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lengthy diaicgue between OMS and

_ affected groups.

The most important changes from ‘he
January proposal were: -

* Adoption of an allocation method of
accounting for the conts of lobbying and
related activities:

* A more limited definition of
unallowable cosis: and

* Clarificauons and [imits on
reporting and recorckeeping
requirements 13 the spant ¢i-the
Paperwark Reduczion Act.

The November 1983 proposai initiaily
provided for a 45-day sublic comment
penod. 48 FR 50860-308741. As-a result of
the interest shown by the public and -
Congress and the large voiume of
comments received by OMB. the

comment penod was extended for thirty -
days unul January 13 1994. 48 FR 58483 -
58464. .

By the end of the cublic comment
penod. OMB had reczivea some 93.800
separate comments, Of ‘hese. some
87.500 {93.3%) favored the proposed
revision without further changes: some
4.173 (4.5%) opposed the revision or

" sought further modifications: and some

1.925 (2.0%) did not cleariy =xpress
either support or criticism. These totals

- inctude only individually mailed

comments: utk packages of lerters, -
including form letters and petitiona,
were counted as single comments.

In finslizing the revision, OMB has
carefuily reviewed each of the :
comments received. The November
proposal has been further amended in
several significant respects. and the
final version addresses many of the
concemns raised by the cnitical
comments. OMB also has conducied
extensive discussions with interested
=embers of Congress and their s:affs.
partcularly members of the House
Govemment Operations Committee and
the Senate Subcommitiee on
Intergovernmental Reiations: Prior to
pubiication of the Navember proposal,
OMB had met extensively with
Committee staff 10 review their
concerns. and severai major
modifications were made to the
proposal to accommodate their
suggestions. OMB has condnued ‘o mest
with the Committes staffs during the
pubiic comment period and. foilowing
development of the final language of the
revision. OMB has reviewed this
language with the Committees on
several occasions. In additon, OMB has
met with the General Accounting Office
at various stages of the process and is
authorized to state that the Comptroller
General believes that OMB has the clear
legal authonity to issue the Circular
amendment published today, and that
he suppors it,

0. Summary of the Ravision

The revision amends Clrcular A~-122
to define certain lobbying activities by
nonprofit Federal grantees and
contractors as unallowable costs which
cannot be paid for with Federal funds.
The most significant provisions makes
costs of the [ollowing activities
unailowabie: '

¢ Federal, state or local electioneering
and support of such entities as campaign
orgamuzations and political action
committees:

¢ Most direct lobbying of Congress
and. with the exceptions noted below.
state ieqisiatures. to influence

-+ legastation;

* Lodbying of the E.xecuuvo Branch in
connection with decisions to sign or
veto ercolled legisiation: :

» Efforts to ugiizie state or local
cfﬁdais io lobby Congress or state
legisiarures:

¢ Grasstoots lobbying concerning
either Federal or state legislaton: and

* Lagisiative liaison activities in
support of unallowabie lubbying
activities.

The revision is connderably less
encompassing than the eariier proposals
and the current regulations of other
agencies governing for-profit ’
conractors. in that it does not cover:

* Lobbying at the local [avel.

(unallowable under both the Federal

Acqguisition Reguiation {FAR) and the
Defense Acquisition Reguladon (DAR} -
supplement to the FAR);

¢+ Lobbying to influence state
legislation. in order to directly reduce
the cost of performing the grant or
contract. or to avoid impsiring the
orgaruzation’s autharity to do se
(covered under the current FAR, DAR
supplement, and the January 1983
arapasal):

+ Lobbying in the form of a tschmcll
and factuai presentation o Congress or
state legisiatures. a? their request
(unailowable under the current DAR
supplement %o the FAR);

» Contacts with Exacutive Branch
officials otber than lobbying for the veto
or signis -xg of enrviled bills (covered:
under the january 1983 propossl): and

. Lob'eyi.ng on regulatory actions
{covered under the [anuary 1983 ‘
praposai].

in particular. ‘he revision will make
unallowabie only the pornon of costs
attributabie to iobbying (the
“sllocation™ approach)=—not. 2s i the
january 1983 proposal. enrire cost items
used in part for politicai advocacy (the
so-cailed “tainting” approach). .

The revision will provide relief trom

- paperwork and audit burdens for

noaprofit organizations (and. under a

- 13 -

simultaneous change being made in the
FAR. for government contractors). For
exampie. indirect cost employees (such
as executive directors) will not de
required to maintain time logs or
calendacs {for the porgon of their time
treated as an indirect cost) if they cerufy
in good faith that they spend iess than
25% of their work time in defined .
lobbying activities. Moreover. Lo clear
standards provided by the revision will
prove of substantial benefit to noaprofit
srantees in audit zitvations 5y reducing
the resources aecessary ic rasaive .
whether Federal *:nds were sgent on

-unalloweaie activiies.

The penaities for iciating e
revision will be the same as for any

other cost pruncipie in CMB Circudar A« - .,
122. The standard remedy 15 c2covery of

the misspent money. Io cases of serous -

. abuse, however, the grant ur conract

may be suspended ¢ 2rminaied. I the
recipient Jay be ueparTea I3m
receiving jurther Federai gans or
contracts for a caraia jenod.

IV. Significant Changes From the
November Proposal

After review of the comments
submitted during the commen: period.

- OMB has made further significant

changes to the revision. ATong the most
noteworthy amendmants are the
following:

1. The definjtional :erm “'oobying and
related nctivities” 1a3 been chonged to
“lobbying.”

Numercus commenters expra:sed
concern that the term “reiated

. activities” could be used in e future to’

expand the scope of unallowsabie
icivities beyond what is e‘pucxdy
defined as unaliowable: Tais was not
OMB's intent. which was Jereiy to use
the most appropriate term {or describing
the unailowable acdvities. which
include eiecticneering and activities
supporting unailowaoie :0GoYIng, a3
well as what is normaily thougar of as
“lobbying.”

“The onginal term {3r the ac‘rvmes
defined as unallowabie (i *=e [anuary.
1983 proposal) was “paiitical advocacy.”
That term was changed to “edoning and
related activities” in the Novemoer
proposal and has now been revised ‘o

“lobbying.” Deletion af the term “reiated

activities" does not affect the continuing
disallowance of “costs associated mth”
unallowable lobbying—including thése
activities undertaken to facilitate that
lobkying. .

2. The restrictions on direct
legisiative lobdying and grassroots
lobbying have been ciarified ia cover
attampts to influence “the inircduction
of legisiation” and “the ensciment or
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modification of * * * pending )
legisiotion. " Sections a(3) and a(4).
This change makas more precise the
‘scope of the activities disailowed, and
.conforms to the [RS definition of
lobbying. ’
. 3. The “legisiative liaison” provision
has been mode less restrictive, and
- clarified. Secton a(S).
- In the November proposal, all
legisiative liaison was deemed to be
unallowabie unless it did not relats to
otherwise unallowable activides.-
Commesters compiained that this
section was bowh too confusing, decause
it employed a double aegative, and too

C .

resgictive. Section a($) has been revised .

to clarify that legislative lisison is .
unsiiowsble only “when such activities
are carried on in supportaforin -~
knowing preparation for an effort to
sngage in unallowsbie lobbying.” as
defined in the revision. .

4. The axcaption for providing
assistance in response (o a “specific
written request” as been broadened to
facilitaie easier usage and has been-.
narrowed in other raspects. Section b(1).

Thae fipal version has been broadened
by deleting the “specific written .
request” requirement and permitting
oral requests. if properly documented:
allowing “cognizant staff members” (in i
addition to Congressmen) to maka such
requests; and making Congressional
Record notices sufficient to invoke the
excsption.

The exception also bas besn

nmmdincminmpmby!iﬂﬂns

it to information derived from grant or
contract performancs that is conveyed
in “hearing testimony, statemeitts or
latters” and requested by legislative
sourcss; requiring presentations to be
“technicsi and factyal.” and further

that the information is “readily
obtainable and can be readily put o’

-deliverabie form.” Further, the use.of the
.| major loophoies.

term “technicai and factuai
presentation” avoids use of the ‘
excaption whenever technical and =
factyai information is provided in any
manner of lobbying presentation and
likewise avoids the requirement that
brief advocacy conclusions following
technical and factual presentations
require separate accountings and
wances. : N
The costs of travel. lodging or meals
invelved in lobbying actvities which
would otberwise be unsilowsble under
the terma of section 2{3) are nonetheiess
mads allowabls if expended for the
- purpose-of offering Congressional -
hearing testimony puryuant to writtsn
request of the Committee’s Chairman or
Ranking Minority Member for a
technical and factual presentation.

8. The state wasver clouse in the sidits
lobbying excaption has been deieted
and the scope of the exception clarified.
Section b(2). : -

The staté waiver clause was added to
the November 1983 notice in response %o
concerns raised by some nonprofit
organizations. R would have permitted
states to make allowable al} state
lobbying by their subgrantees. Upon
furtber review, howevar. the clause wa
determined to be confusing and o
superflyous. Further, under none of -
Circular A~122's ather 50 cost categories
do states have the right to averride

Federal cost standards.
Twao significant clarifying changes
have been made in-new section b(2). - -

First, the “lobbying” covered by the
excaption bas been explicitly limited to
lobbying made unallowable by section
8(3); thus. for example. grassroots
lobbying (covered under section a(4))
does nct come within the exception.
Second, the exception haa been
rewordad to apply to efforts to inQuence
state legislation affecting an o
organization's authority to performa .
grant, contract, or other agreemant, and
sfforts to reducs the costs to the
arganizacion of such performancs. The
original language. applying to sn
organization's “ability” to perform the

" graat contact, of other agreemant, was

deemed too broad.

6. The exception for “activity in .
connection with an employss's service
as an electad or appointed official or
member cf g governmental advi
board” was deieted. Section c{3) in

~ November proposal.

This provision was put {n the January
1883 proposal to prevent pert-time
government officials from being subject

" to complete non-reimbursement as a

rssult of the “tainting” princtple. Since
the allocation method is now used. the
exception is irreiovant and would open

7. The "disclosure™ requirement
relating to the indirect cost rate

. proposal has been clarified end

explicitly tied to axisting accounting

" guidefines. Secton <(1).

The November proposal had required
a statement “dentifying by category,
costs attributable in whole or in part to
lobbying" and “stating how they are .

" accountad for.” . .
* Section c{1) now simply requirss that

total lobbying costs “be separstely

.identified” in the indirect costrate. .
‘proposal and trested consistently with
" other unaliowabls activity costs, ss

required by the operative Circular A=122
accounting provision. ‘

8, The Circular A=122 certification
requirement has been changed to

conform to the Defanse and GSA
November 1983 propoaul. Section ¢(2).
The November propossl's.cartification
requirement pertains to the “Flaancial
Status Report.” which is prepared ca an
individual grant basis. However, most
lobbying activities are accounted for in
an entity’s indirect costs, which are
calcuisted on an organization.wide
basis, Thus, the appropriate place ic
certify such costs (s in the indirect Cos?
Rate Proposal. as required under the

Defense 1nd GSA (FAR) apprwach, The .

fina] versica 2as been changed to cetiec:
this fact.

9. The ianguage expiuining he "i5%
Rule” excaption for racerdkesping fau-

-been clarified. Sectino ci4l.

Some commenters said Latl &
annual period the 25% neie <oversd
reatad retrosclvity nracians, in viat
intengive iate-yes: icboying souid

semove the nue s paperwors Mot ins,

for persons who nad dceviousiy _
egtimated that the 25% trigger wouia a0t
be excasded Other commen:cre saig it
was uncisar whether ths <is w1 10 Je
based on 40-hour weeks or the actual
hours worked. o reszonae. itha dhrase -
“25% of the time” hus Jesn ;evised to
“25% of his compensated huurs of
smployment during that calsndar
month.” '

V. Purposs of the Revision

As sat forth at greeter length in the

preambles to the january ana Novemter -

notices, the purpose of this revisicn is i3
astablish compreharsive, governraeni.

wide cost principles o ensure that

nanprofit Federal grantees and . .
contractors do 0ot tse agprovricied
fuands {or lobbying activitias. This

principle is achieved by dlseilowing 1: N

recovery of lobbying costs in a Danaer
consistent with the restmant uadst

Clreular A-122 of cther cosia which are .

disallowed on grounds of public poife.
{n adopting this revision, OMB does oo
intand to discourags or penalize )

nonprofit arganizations Som conducdng .

lobbying efforts with their cwn ron- .
Federal funds. The sole prapcse or *his
revision is ta require that thoge 11z
be paid for ‘vith funds raised Tom e
sources and to ensurs that the Feds:al,
governmernt does not subsidiza suca .
lobbying activities with apgropriatad
funds. In addition, this revision seeks,
for tha sake of sud!iors and auditees
both, to clarify definitions and thessby
to make the current provisiors against
use of funds for lobbying purposes both
easier to comply with and to a;x;fnm.
In recent years. Congress and the
Comptroiler General have rezognized
that the use of Feders! monies by
grantses and contractors 'o engase in

“
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lobbying !s wnappropnate. The
voluminous comments OMB received on
the revision demonstrats that there is
little disagreement an this score. Use of
appropnated funds for lobbying diverts
scarce resources from the purpose for
which the grant or contract was
awarded. By permutting such a use of its
funds. the government subsidizes the
lobbying efforts of its contractars and
grantees. This improperly distorty the
political process, by favoring the
political expression-of some——
arganizations with contracts or grantse-
relative to others. who must conduct
their political expression at their own
expense.

Government subsidization of certain
participants the debats over legislative
outcomes may conTradict important
principles of goverzment neutrality in
politicai debate, and use of Federsai
funds for private iobbying can give the
appearaace of Federal support of one
political position over another. As the
comments indicate, subsidizing such
lobbywng can create misunderstanding’
and interfere with the neutal, i
sonpartisan adminjstration of Federaily-
funded programs. The revision seeks to
avoid the appearance that, by awarding
Federal grants. contracts. or other
agreements to organizations engsged in
political advecacy on particular sides of
public issues, the government has
endorsed. fostered. or “prescribe{d] (as]
orthodox” a partdcular view on-such
issues, West Virginia State Board of
Education v. Barnetta, 319 U.S. 824, 848
{1343}

Requiring grantees and coatractors to
bear the costs of their own lobbying
etforts does not infringe upon their
constitutional rights. No person or group
has a First Amendment right to receive
government funding for political
expression. As the Suprema Court has
recently emphasized in a unanimoys
apwnion. Tee speech does not mean
subnidized speech The Federal
government “is oot required by the First
Amendcment to subsidize lobbying. * ~*
Ve 3gain reject the ‘notion that the First
Amendment rights are somehow not
fuly realized uniess they are subsidized
Jy ke State.”™ Regan v. Taxation with
Reoresentation of Washington, 103 5.Ct.
1997. 2001 (1983).

In recent years. the problem of the use
of ‘axpayer funds for lobbying purposes
has become of increasing concern. and
steps aave been taken int a variety of
different contexts to address the
probiem. There has been increasing
public concern that limijted grant and
contract resources should not be used in
projects that involve political
organizing.

Cangress has respondaed to this
problem by sdopting numerous
appropriations restrictions to address
some of the zmore flagrant abuses and
probloms raised by lobbying activities
with Federal funds. Indeed. over the
past ten years, some 40-30 riders have
buen attached to appropristions.bitls to
address diffsrent aspects of the problem.
These appropriations riders use many
different formulations. but have as a
common slement prohibiting the use of
appropriated funds fer publicity or
propaganda purposes designed to
suppert or defeat légisiation. The
agencies affected by specific
appropriations riders inciude Defense,
the District of Columbia. the Legal
Services Corporation. and agencies

‘covered by the State-justice-Commerce

Appropriations Acts. For example. the
cuwrrent Labor-HHS-Education-Related
Agencies Appropriations Act. deaiing
with ageacies that dispense the large
proportion of grant funds, reads as
{ollows:

No part of any appropriation mmnnd ia
this Act shall be used to pay the salary or
expenses of any grant or coatract recipient or
agency scting for such recipient to engage in
any activity designed to nnfluence legaiation
or appropriations pending before the
Congress. (Section $08. Pub. L. 38-139.)

_ This pravision has been consttued by
the Justics Department to extend the
ban on grantes activities significantly
beyond the conduct of “grassroots”
campaigns. Morsover. as to many of the
appropriations riders which prohibit
agencies from using public funds for

- their own lobying activities. clear

policies regarding grantee and’
contractor expenditures for lobbying

‘may be nseded in order for the agencies

aot to be in violetion. sibeit indirect, of
their statutory restrictdons. Enforcement
of these appropristions provisions, and
of the consensus principile that Federal
funds should not be used ta support
lobbying activitias, kas proved to be
very difficuit. because of the abseacs of
any cloar definitions or standards for
determining which activities by grantees
and contractors violats the lobbying
restrictions.

Furthermore. when audits are
undertaken. the lack of ciear standards
imposes substantial burdens on the
grantees. Auditors can have great
discretion and significant leverage over
the grantees in negotistions to determine
which factors should be included in
allowable costs. [f auditors decide to
inquire into lobbying activities,
nonprofit entities can be compelled to
provide elaborate factual backup fom
their records to refuts any cleims that
may be raised. In light of the enormous

expansion of (nspector Genersi staffs
and the sensitivity of this issue.
significantly more auditing activity can
reasonably be expected in this area in
the future. Accordingly. the current
practices do not serve the current need
ta assure that Federal funds are not
used for lobbying purposes and. as well.
impose potentially hesvy burdens on
agencies, their auditors and the
nonprofit entities themselves,

As the [nvestgauons Subccmmirtee si |
the House Armed Services Commurtee
recently coacluded:

{Tihere is a deficency in the
appropriations acts’ prohibudon of ‘obbym.g
with appropristed funds. A review of the
legisiative history of the publicity-
propagaads approprianons acts resmclons
provides no definition of the criticai terms
‘publicity’ and 'precegande.’ Thus. there
appears o Ds 00 {irm disanchion Jerween e
conduct which is permissibie and that whuea
is prohibited. Thus the clear signai from
Congress through the appropnstons iaws
and other actions 2as not been Tansiated
into sffective management controls.

[n the commerciai fieid. several steps

. recently have been taken to facilitate

the need to be sure thet Federal funds
are not used for loobying. For exampie:

¢ Ou Decamber 18, 1981. the
Deparmient of Defense issued revisions
to its Defense Acquisition Regulation
{DAR), addressing for the first time the
issue of lobbying activities. and making
certain such costs. unanowaole under
Dslanse conracts.

* On April 27, 1582 and October 22,
1082, Defense further toughened its ruies
disailowing lobbying costs by .
eliminating certain exceptions from
coverage.

* On May 28, 1982. NASA usued a
new cast principie in the NASA .
Procurement Regulatan (NASAPR),
making certain lobbying costs

" unallowable for NASA:conuactérs.

+ On November 2, 1982, the General

~ Services Administration issued a new

cost principle in the Federal
Procursment Regulation (FPR) making
certain lobbying costs unailowabie for
civilian agency contracts with
commercial organizations.

s On April 1. 1684, the three sets of
cost principles that had governed
Federsl conaacty—the DAR, FFR and
NASAPR—wers replaced by the new
Federal Acquisition Reguladon (FAR).
The FAR is the product of severa] years
of intar-agency negotiations tc create a
uniform set of guidelines for all Federal
contractors. The procurement agencies
are required ‘o use the cew FAR
ngullaon except in.those cases where
they issue a formal deviacon o a
specified FAR section. The FAR adopted
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the former FPR lobbying cost principls.
The Defenss Acquisition Regulation
Council, however, issued a deviation so
that the former DAR lobbying cost
principie condnues o be operative for
Defense contraciors.

These initiatives, 2owever, affect only
defense and civilian congacts with
comumercial entities. No generally
applicable cost peinciple has been
1ssued to cover the Federal funding of
lobbying under concracts and grants to
nonprofit organizations. These entities,
bowevaer. are in the same positon with
fespect to most Federal government cost
guidelines as profit-mmaking grantees and
contractors, and the comments received
by OMB clearly and overwhelmingly
support the view that the same (oboyng
cost principles should likewise appiy to
them. Therefore, in keeping with sound
management practces. it is upportant
that t2e lobbying cost principies be
extended !0 these nanprofit entities and
harmounized, to the maximum extent
practicabie, with the principles aiready
applicable to commercial concarmas.

Given the vagueness of the existing
A-122 standards. the need for a ciear
cost principle on lobbying for nenprofit
grantaes was addressed explicitly by the
Comptrolier Ceneral in September 1982,
after a GAQ investigation of whether
funds under Title X of the Public Haaith
Services Act were used to finance
iobbying activities or abortion-related
actvities: .

Claar Federal guidance is needed both to
ensure that Title X program funds are oot
used {or iobbnng and to preciude
IBNeCessAry coamoversy over whether
Funtees are viclsting Federal restnictions.
The move o revise and J1cke more specific
dhe cost pnnc:pies epplicable to olf Federal
groncses 's the appropriqe mechanism o '
gciueve :hese enas. GAQ/HRD-32-108 (Sept.
24, 1982) at 27 (emphans added).

Thus revision thus addresses the major
area o which Federal cost principles
Rave got vet been adoptad to ensure
that appropriated funds are oot used %
subsidize (obbying by Federal grantees
and contractors. This revision is
intended to provide lines of demarcation
10 that conprofit entities can know in
advance waat is allowabie. The revision
pratects their First Amendment rights
and in significant respects strongly
advances their interests. By giving
nonprofit enttiss clear guidance and
limiting the bookkeeping work that can
be required to refute an auditor's claim
of unallowable costs, the revision
removes a potentally ssvere burden
from these entities. especiaily the
smaller and less well financed groups. In
addition. although the revision cannot
rescive in advance every problem which
may arise in this compiex feld. 2

mechanism has been provided by which
noaprofits may obtain advance rulings
whether certain costs are unallowable.

The ravision is similar in critical
raspects to the current Defenss and FAR
ptocurement reguiations, aithougb--as
noted elsewhere in this prembie—
provisions added in the past two years
to the cost principies governing all
Federal contractors are far more
reatrictive than the revision adoped
here. Since parailei revisions are bewng
issued far Circuiar A-122 and FAR sets
of cost pnncipies. the present initiative
guarantees uniformity of lobbying cost
ruies for both nonprofit and profit-
making recipients of Federal funds. This
principle of uniformity has been urged
by Congressional commenters and by
the GAO.

VL Principal Objsctions to the Proposal
A. Lagal Authority

Numerous commenters suggested that
OMB lacks authority to issue this
revision to Circular A-122, Most of these
comments appear to have been based
upon a report of the Congressional
Resserch Service, which suggestad that
this might be a patential legal issuye but
ultimately reached no conclusion on the
matter. OMB. supported by the
Comptroller General, heiieves that its
legal authority to issue the amendment
is clear,

The respoansibility for implementing
grant programs, including the power of
administration. has been delegated by
Congress to the various grant- and
contract-making agencies. [t kas long
beeg settled that tha Federal
government may impose terms and
coaditions upon grants and contracty it
awards, including those given to State or
local government instrumentalities. See,
&.g.. King v. Smith. 382 U.S. 309 {1968).
Accordingiv. those agencies have the
direct legal authority to establish cost
principies and. prior to the late 1970s.
did so in a piecemeal fashion without
coordinated government-wide

standarda.

OMB's legal authority for establishing
cost principies derives from the
President's constitudonai authority to
“take care that the laws be faithfully
executed.” U.S. Constitution. Artcle I,
Section 3: his authority under section
205{a) of the Federal Property and
Administrative Services Act. 40 U.S.C.

486(a}; and from the general supervisary

respongibilities over the Executive
Branch vested by Congress in the
President and in OMB. In particuiar. in
its capacity as the President's managing
agent for the Executive Branch. OMB is
authborized by 31 U.S.C. 1111(2) to assist
the President ia improving economy and

16

efficiency throughout the government by
developing plans for the improved
organization, coordination. and
management of the Executive Branch.
This revision constitutes an effort to
develop government-wide cost
priaciples that are unifors, to the
maximum extent practicable. and treat
suularly situated orgasuzations alike.

The President ass:gned responsibulity
for rants managemen: ‘o CMB by
Execugve Order No. 11541 {Juiy 1, 1970},
pursuant 1o Reorganization Plan No. 2 of
1970, $ U.S.C. App. Subsequeniy. Zracts
management authority was Tansierred
to GSA by Executive Order No. 11717
(May 9. 1973) and transferred back to
OMB by Executive Order Na. 11893
{December 31. 1975). Reievant statutory
authorities include section 209 of the
Budget and Accounting Act of 1921, 31
U.8.C. 1111(1}; and section 104 of the
Budget and Accounting Procedures Act
of 1958, 31 U.5.C. 1111(2). Under these
and other generzi managemen:
authorities, OMB may deveiop plans for
implementing better management warth
“a view to efficient and economical
service” and may issue supplementary
interpretatve guidelines 'to promote
consistent and efficient use of
procurement contracts. gragat
agreements, and cooperative
agreements.”

In its capacity of axercising the
President's general managemen:
functians over the Executive Branch.
OMB has the power to supervise and
direct the managemen: aczivities of
Federal agencies. OMB has issued a
serias of Circuiars over the years in
discharging these delegated
responsibilities, and these Circulars
serve as cae of the primary means of
informing the agencies how to exercise
their authority in administratdve. and
managerial matters. The cost principies
set forth in Circular A-122 exemplify .
OMB's traditional budget and
management policy authority.

OMB Circulars are binding upon the
Executive agenciss as a marter of
Presidential policy. Agencies. in tumn.
incorporate the provisions and
requirements of applicable OMB
Cizculars into grant and contract
agreements through regulations. grant or
contract terms, or gther means. [n this
manner. the Circular provisions become
legally binding upen contractors and
graotees, [ndeed. pravisians of OMB
Circulars have been heid legaily
applicable to grantees even when the
grant-making agency has not explicitly
implemented the Circular. Qongar
Corporation v. Metropolitan Atlanta
Rapid Transit Authority. 441 F. Supp.
1188. 1172 (N.D. Ga. 1977]. :
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This revision, like the cost principles
disallowing advertsing, fundraising, -
entertainment. and investipent
management costs. is directly related to
the efficient and economical -

adorunistration of grants, contracts, and

other agreements. By prohxbmng the use
of grant and contract menies for

" icbbying {uniess specifically authorized

by statute). funds can be directed
toward their proper uses, thereby
achieving greater public benefit. As the
Comsprroiler Generai has noted. "“The
cost principles applicable to all Federal

- grantees is the appropniate mechanism

t0 achieve these ends [of ensuring that
pogram funds are not used for
lobbying].” GAQ/HRD-82-108
{September 24. 1982), at 27.

As noted. the Comptroller General -
believes that OMB has the clear legai . .
authority to issue the Circular
amendment published today. and
supports it.

8. First Aptendment Cam:demuana

Some commenters suggested that the
revision might. under certain

- circumstances, be construed as imposing

unconstitutional burdens on First
Amendment freedoms of spesch,
association. and the right to petition -
Congress. Most of these objections
appear to follow, in large measure, an
analysis of the proposed revision
prepared by the Congressional Research
Service (CRS) which. as indicated. noted
that constitutional questions might be -
raised but ultimately did not conclude
that ths proposal was unconstitutional
in any respect. Constitutionai objections
to the revised November proposal were
sharply reduced. apparently in response
to the May 1583 decision of the Supreme
Court \n Regan v. Taxation With
Representation of Washington, 103 S.

Ct. 1997. That case resmphasized that
sonprofit entities do not bave a First
Amendment right o have their political
advocacy actvities subsidized by the
Federal government and essentially
satsfies the principal consttutional
concerns raised ducing the comment -
period. OMB. however. has carefully
reviewed the comments and, where
umprovetnents in parasing couid be

-made 10 eliminate ambiguity or provide

ciax;ry approprate coanges havc besn
made

Intent Underiying the Circular. Some
commenters suggestad that the revision
was the product of an unconatitutional -
discriminstory purpose. an alleged
intent to “defund the lefL.” Assuming.
arguendo. that the ajlegation is relevant
as a matter of law in overriding the
actual effect of the revision. this coacern
is without foundation. As more fully.
expluncd in the November 1983 nctics,

. the intent behind the revision is

nondiscriminatory. and its effects are
politically neutral. It is designed. as s
matter of sound management practics.
to extand to noaprofit grantees and
contzactors a cost reimbursement policy
already applicable to similerly situsted
prafit-making entitiss. The revision is
intended only to easure that Federal

- funds are not used to subsidize lobbying

eiforts. The revision is content neutrai
and is not inteaded “to discourage or in
any way penaiize organizadons for
lobbying afforts canducted with their
own funds.” 48 FR at 50860. -
Furthermore. nothing in these neutrai
accounting principias provides any basis

" for concam that they will be applied in

anything but an impardal, objective
fashion. Accordingly, the revision
passes conattutonal muster. Regan v.
Taxation With Representation of
Washington, 103 S, CL 1997, 2002-2003.
Overbreadth. Some commenters
claimed that the revision viciates the
First Amendment because its provisions
are overbroad end not drafted
“precisely” and “carrowly” snough. For
example, the League of Women Vouars

. expressed concern that the languege of

tho revision somehow might require
“disclosures conceraing the source of
funds [or private lobbying and cartain
other political activities,” in violadon of
its freedom of associston and right of
privacy. -
Upaa review of the comments, OMB
beligves that the "overbreadth” claims
are defective. This is particuiarly so in
light of the eiimination of the so-called
“tainting” theory, uader which Federal
reimbursement would have been
dissllowed for the entire cost of any
suppiies, equipment, or services of
aouproflt organization used even
pardally for lobbying or edvocacy
activities. The Novembaer proposal and
this fnaj version have dropped the
“tainting” spproach in favor of & much
more narrawly crafted “sllocation”
approach, in which only the actual

. amounts expsnded are deemed

unailowsble—an amendment that more
than satisfiss all overbreadth concerns.
Moreover, this ailegaton appiies with
greater force to the current, vague bar in
the Clircular and to the statutory bm
earlier noted.

Vagueness. Other commenters
suggestad that the proposed revision
was impermissibly vague. For example.
the National Education Association
contanded that “'be revised proposal is
so ambiguous and vegue that
orgenizations would not know how ta
comply with them and OMB couid
interpret them arbitrarily and apply -
them unequally,” and the American

. advancs

Friends Seevice Committee alleged that
“{t}hia (proposal) will tend to chiil
advocacy efforts of organizations for
fear of jeopardizing Federal grants and
contracts.” Some commenters. including
the League of Women Voters. aiso
claimed that the propossi leaves

- nonprofits with no better guidance on

unailoweble costs than before.

Upon review of the comments, OMB
finds these claims wholly unpersuasive.
As noted above. the management
consideration driving this revision is the
desire to provide a clear, uniform
definition of unsllowable activitias, so
that grantees and contractors will know
what is expected of them and can
conform their conduct to the guidelines.

. and so that agencies and auditors will

have more explicit standards to which
ta refer than are now avaiiabie. The
suggestions about vagueness are wholly
speculative and without any real Sasis.
However. in order to avoid any possible
ambiguity and provide explicit guidance
to aonprofit entities. the final revision
has been revised in severai respects,
and s section-by-section explanation of
the operstion of the revision provided.
In partcular. as described in detail
below, the proposed definitional phrase
“lobbying and related activities” has
been changed to “lobbying." and the
standard “costs agsociated with” term
has been used to ciarify application of -
subparagraphs & and b. Finally, section
{c)(8) of the propoul provides for
tion procedures
between agencies and grantees, which -
should further assist in the development
of a fair evolutionary process of
implementing the final revision and its
objective of limiting Federal
subsidization of lobbying.
Recordkeeping. Finally, some
commentery suggested that the
revision's reporting and recordkeeping
fequirements somehow would burden ot
chiil the First Amendment rights of
nonprofit entitiss. These recordkeeping
requirements comply fuily. however,
with the Supreme Court's decision in
Regan, see 3103 5. CL at 2000 0.8, and are
coasistent with accepted accounting .
principies. [n fact. they constitute cna of
the major factors which eliminates any
alleged potendal for “unfettered .
administradve discretion” about which |
other commenters, notably CRS.
objected. These requirements have been
intentionally made /#3s onerous and far
more explici. than those provided by
OMB management circulars in other
circumstancas (or other rypes of costs.
See the current Circular A-122, and
Circular A=110: “Uniform
Administrative Requirements™ for
nonprofit organizations, and compare
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with section ¢(4) of the revision. As
aoted above. one of OMB's primary
goals bas been to reduce the burden on
nonproflt entities during the dudit
procass and ‘o reduce the amount of
Sookkeepung matenal auditers may
demand in challenging the allowability
of ‘heir loboywng costs.

The revision simpiy requires nooproflt
entities 10 “maintain adequate records
tc demoastrate that the detarmination of
costs as being allowabie or unallowsbie
pursuant to paragrapa B21 complies
with the requiremests of this Circular.”
The paragraph does nat cail for separste
.establishment of the iobbying and non-
lobbying actvities of an ennty. (ndeed.
in the case of indirect-cost employees .
who spead 25% or {ess of their time
engagng in lobbying, there is o
requirement that they maintain dme
logs. caiendars, or sunilar records. The
grantee or conmactor in such instancas.
axercises full discretion aver its
recordkeeping activities.

{2 sum, the cecordkeeping
requirements are lawful. reasonable,
and by no means burdensome relative to
other unailowabls cost activities.

C Relationskip With Internal Reveaus.
Code Provisioas :

Soma commenters suggestad that the
Circular A~122 revision was not
ascessary because ths intsrnal Revenue
Code's restrictions regarding
“influencing legisiation” by 501(c)(3)
organizations already provide sufficient
protecton against lobbying abuss.
Others claimed that the revision could
creats confusion or geedlessly increase
the paperwork burden op grantees and
conmactors already reguisted by the
Code provisicas. Neither of these
argumagts i valid.

The lobbying restrictions of the
nternai Revenue Code and Cireular A~

- 122 serve eatrely different functions.
The Caode has no direct bearing oa
preventing the use of grantes funds for
lobbying purposes. hecsuse it governs
only the use of privats funds and does
not concern the use of Federal monies.
The sole purpose of the Code provisions
is to define the character and status of
organizations that will be sattied to
favorable tax Teatment As long as
lobbying expenditures do not exceed &
certain porton of its revesues, an
organization is eligible for tax-exempt
status under the Code (assuming it also
mneets the qualifying tests in other
areas}. The Code's lobbying provisions
determine only whether an organization
is sufficiently devotad to a public
purpose to justify preferential tax
Testment

The Code doee not address the
distinct queston of whethar Federal

grant monies should be used to
reimburse lobbying costs—the sole
problem addressed by the Clreular A-
122 cost standards. The Code's lobbying
provisions thus do aot presmpt or
otherwise make unnecessary the
promulgation of cost standards in this
ares. Indeed. the fact that the Code’s
lobbying provisions do not address the
use of grant monies for lobbying has
been implicitly cecognized by Congress
on aumercus occasiona through
appropriation bill riders prohibiting such
expenditures. See. 2.g.. Pub. L 97-377,
section 508: Pub. L. 96-74. section 807.

.. .The fact that certain expenditures by.-

nonprofit organizations are lawfui under
the Code does not mear that Federal
Fant monijes should be speat far those
purposes. For example. the Code does
ot prohibit tax-exempt arganizations
from spending their revenues on
advertdsing or entertainment. Circular.
A=122, however, allows only certain
advertising costs. and disallows all
satertainment costs. from
reimbursement from Federal awards.
Moreover, the Code does nat preclude
additional conditions from being
imposed an tax-exsmpt organizatons.
for example, Section 503 of the Code
denies tax-exempt status in certain
instances to organizations using their
revenues for the private gain of
controtling individuais. That provision
does not prevent-dissllowancs of the
use of Federal grant mozies for the.
advancement of private partisan or
financial interests. This point is perhaps
best highiighted by the fact that aothing
in the Cog‘: would pmo:ﬁ sciaat;w
grantess from spending ail o grant
funds for lobbying purposes.

Similarly, the fact that the Code and
other provisions of law regulate
lobbying sctivities of business firms -
{e... 28 U.3.C. 182(e); Federal Electian
Campaign Act. 2 U.S.C. 431-458) does
not mean that there should be no
provisions in the FAR regarding such
actvities. Some members of the
business community suggested that any
provigions in Circular A-122 regarding
the unallowability of lobbying
expenditures should be superseded by
definitions of lobbying set forth in the
Federal Regulation of Lobbying Act, 2
U.S.C. 281-270. The commenters have
cited no authority, however. to support
the view that the Code. Jobbyist
regiatration laws, or any other statutes
obviats the propristy of the
government’s assuring that Federal
grant and contract funds are spent only
for suthorized purposes and. to the
degree feasible. that thay be used !0
provide direct gooda and services to
intended beneficiaries.

Although the Code and Circular A=122

" lobbying provisions serve different.
purposes. in practice the information-
and accounting practices necessary to
satisfy these two authorities largeiy
overlap so that it will generally be
possible for bath provisions to aperate
barmoniousiy. The Cods provides a set
of operationas! principles with which -
oonprofit organizations are aiready
familiar. Thus. wherever possibie. :he
final revision brings Circular A~122 into
areater conformity with those sections
of the Code dealing with sonprofit
entiies. Where differences remaimn,
Circuler A-122 is generally narrower in
its appiication than the Code—and often
far narrower, Thus. aonpraiit entities
shouid be able to adkere 15 the lobbying
cost standard using existing accounting
and bookkeeping systems.

While some commenters argued that
Circujar A-122 as revised would requure
all sonprofits to mawntain muitiple sets
of books, no commentar was aole to
speafy why simuitaneous compliance
with the Code and A~122 required such
double recordkeeping. As discussed in
the section concerning Paperwork
Reduction Act consideratons. a -
nonprofit organization maintaining
adequate financial records should be
able to comply fully with information
requests from the Internal Ravenue
Service or its granting Federal agency.
Further. section c(4) of the revision
effactively exompts aimost ail
employees (those that spend less than
25% of their time on unailowable

(r
.

- lobbying activities) from any

requirements 10 keep time loge.
calendars, or similar records relating to
indirect cost time.

D. Rastricting the Flow of Information

Maany of the critical aonprofit
commenters asserted that it iy crucial
for them to be atlowed to “sducate”
policymaiaers on pending legisiation,
and that the revision wil] impede their
testimony and other assistance to
legisiators, by restricting the use of
Federal grant and contract funds for
lobbytng activities. The National
Educadon Assocaton. {or example.
alleged that “the proposed revisions
would have an adverse effect on the
government and on nonprofit
organizations through discouraging
communication with Congress aad .
disallowing activities that are vitally-
important to aonprofit organizations.”
Most such commenters seemed o
premise their comments an the ground K
that the propasal would prevent them
fom even attending legisiadve heanngs
or analyring legisiation. Qthery claumed
that, should Federal funds aot be
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manser in which legislators could
receive their valuable information.
" OMEB has repestsdiy stated that the

* only effect of the revision is intended to

prevent Federal funds being expended
for lobbying purposes. and that nothing
in the revision limits the ability of
nonprofit entities to lobby with their
own funds. OMB has made every effort
to clarify the terms of the revisica 30 as
to eliminate such miscanceptions about
the scope of what is unallowabis.
Hence. varicus language changes have
been made in the revision, especislly in
sections a(3) and b{3) It was never
intendaed. {or example, that funding for
all attendancs at legislative Bearings
would be proscribed. but only that that -
funding for attsndance connected with
or in knowing preparation for a lobbying
effort would be preciuded. The final
version removes any doubt oa this
SCore.

The revision will not restrict the
legitmate low of factual informadon
requested by the legislators. who are in -
the best position o know what thay
need to discharge their functions in our
system of government. Even in the
coatext of contractor and grantes
lobbying. section 5(1) has been designed
10 avoid such interference with formal
cougressional hearing and normal
informational interchange procasses.

E Evidence of Confusion Regarding
Current Lobbying Restricticas ¢

V4

Several commenters argued that too
few instances of the use of Federal
funds for lobbying activities had been
cited to justfy the revision. However, as
coted in the November proposai. the _
sumber of adjudicated violations was
limiteq by enforcement difficulties, not
necessarly an absence of abuses. .
Before the revision. it has been very -
difficuit for auditors to obtain evidence

" of outnght violanons or fraud that could

be prosecutad. or of mistakes in
applicagon. so they could be corrected.
Such items were typically carried on the
Sooka as part of an organization's
indirect costs, and aot broken out by
category.

ile varicus statutes mandate that
taxpayer funds not be used for iobbying
on .egislation and electoneering and
while there is clear policy consensus .
that no Federai funds should be spent
for thess purposes. the Inspectors
General have reported that effective
auditing of the uss of Federal funds for
lobbying is not possible under the
existing Circular. For example, Charles
Dempsey, HUD's Inspector General and
Cbairman of the Prevention Committes
of the President's Council on Integrity

_and Efficiency, has stated that:

the use of Federsl funds for lobbying
pumposes is possible under the current OMSB
Circular A«123. Marvover. we do not bellsve
that, given the cwrent Circular. it is possibie
to know or atherwise tssesy the exteat to -
which Federal kunds are used for lobbying

purposes.

Howaever, sven with the current
suditing difficulties. s umber of
instances have besn uncovered in which
there is. at a munimum. confusion on the
part of agencias and grantaes as to
allowable and unallowable costs in the
area of lobbying. Examples include:

+ A Department of Education grantae
under the Women's Educational Equity
Act Program recently conducted a two-
day conference in Washington, D.C.
According to the coaferencs program,
one afternoon was largely devated to a
discussion of "political action and
participation.” The other afterncon was
devoted in ity entirety to “a visit to
Capitol Hill and meeting with
legislaters.” The program itseif noted
that the conferencs had been funded by
the Department of Education. .

¢ A September 1982 GAQ study of
grantees under Title X of the Public
Health Sarvica Act audited
represantasive grantses, and found that
soma incurred “expanses that, in our
opinion. raised questions as to
adherenca with Federal labbying
restrictions.” GAO/HRD-82-108.

¢ GAOQ found that a mass
transportation grastee prepared and
distribured & newsietter, a portion of
which urged its readers to write to the
Congrasa to suppart continued funding . -
of & “Pecple Movar Project.” The agency
was deemed responaible for not
informing its grantees that expenditures
of grant funds for this purpase were aot
permissidie. (B~202 973, Novsmber 3.
1881.)

As noted, the GAQ in September 1982,
recommended & cost circular revision oa
lobbying. And, as further noted. the
current revison has been prepared in
active consultatian with the GAO.
which supports it. The revision will aow
make it possible for the Federal
government to better ensure that
appropriated monies resch their proper
objective, whils limiting the amount of
documentation suditors may demand
from nonprofit entities in auditing and
negotiating situations. Similarly, for the
flrst ime, organizations will have
clarified respensibilities and incentives
for proper documentaton, which will
benefit both the private sector and the
government. ©o-

‘membership organizstion of state

. the Novembar proposal such as schaol

.covered. including bills, appropriations,

" ot reldted activittes: and (3) debar any

Sufficiently Restrictive

Many commenters argued that the
propased revision was not sufficiently
restrictive to curb abuses in this area.
For example. the American Legisiative
Exchange Council. the largest individual

legisiatory. argued that the revised
propasal would not achieve the
necessary fundamental reforms. “There
is a remendous concern across the
counuy that some groups are using
Federal dollars to advance their owa
narrow politicai interests before
Congress and State legislatures * * °
wa believe these reguiations should be
stronger in requiring a swict accountng
of Federul grant money.”

Similarty. Taxpayers for Less _
Covernment recommended broadening -
the definition of unallowabie loboying 10
include the lobbying of several types of
government entities not covered under

boards and independent regulstory
commissions. [t also recommendad that
all forms of legisiation be explicitly

declerations, ratifications and calls for
conventions. It also contended that
“fcjourt cases on any of these areas
should also be proaibited with the use af
tax funds: if a group has & legal dispute,
the taxpayer should not have to
underwrite the extansive litigation
process.”

The Stockholder Soversignty Sociaty
advocated several changes to tighten the
revidion: (1) Assess doybie or eble
damages against violators: (2] debar
viclators from participating for five
years in the particular program from
which funds were diverted for lobbying

parent subsidiary, or other controlled
organization of violators. -

Many other commenters cpposed the
amission of local level lobbying from the
revision, contending thst there is.no °
radonal basis for fnding one levei of
lobbying (local) when another (Federal)
is mads unailowable. Many also argued
that the revised Circuiar should reflect
the principle of "presmption.” For -
example, the United States Business and
Industrial Council statad “{njonprofit
orgsnizations should be required to
choose between political activism and
Federal subsidies. Preemption would
altow nonprofits to lobby. but enly on
condition that they disavow Federal
funds.” Such an approach would be far
more restrictive than OMB's [aauary
1883 propasal.

Braddock Publications srgued that
with adoption of the allocstion metbod.
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the'25% recordkeeping rule created an
unfortunate loophole. “A "10% rule’
would be more reasonable and would
still address the concerns of those
groups which lobby very little.”

OMB has carefully considered but not
accepted these suggestions. [n OMB's
judgment, the November 1983 revision,
as modified in this final publication,
constitutes & major, workable
management initiative which represents

- the best achievable compromise among

. ‘he interested partes, while fully

protecting their interests. OMB also

considered and rejected more extensive
“sunshine” provisions which would
have called for full disclosure by
recipient organizations of detailed

" information concerning their personnel

" public policy positions. affiliations of

officers and directors, publications. and
other such information. OMB believes
such reporung requirements wouid
exceed those necessary !0 achieve the
purposs of this revision to ensure thet
Federally appropriated funds are not
used for lobbying activities by grantess
and contractors.

VIL Anslysis of Comments and
Rasulting Changes to Proposal

The revision creates a new paragraph
in Attachment B o Circular A-122, t0 be
cailed “B21 Lobbying.” Paragraph B21
consists of thres subparagraphs, which
in turn ¢oatain a total of thirteen
sections., '
A. Unallowabis Lobbying—
Subparagraph a

Enforcement of the current restrictions
on tax-funded lobbying bas been
hampered by the lack of a clear
definition of what activities are
unallowable. [n constructng the
definitons and standards in this
revision, OMB has drawn whars
appropriate upon experience with the
{ntemai Ravenue Code. statutory .
provisions, Defense, GSA. and NASA
procurement reguiatons. and similar
authorities. Great care has besen takas to
avoid prohibiting reimbursement for
actvities that are legitimately necessary
to fulfill the purposes of a grant or
conract - )

Subparagraph a defines five
catsgories of lobbying activities that are
unaliowable for reimburyement [t
should be read in conjunction with
subparagraph b. which establishes
excaotions o these provisions.

8} 5!oc:ionun}u—$cctians a(1)and
a(2) _

Section a(1) makes unailowable
certain eiectioneering activities at the
Federsl, state. or local levels, {t applies
both to referenda. initiatives and similar

campaigns. .as well as to elections of
candidates to office, The restrictions
should he familias to nonprofit
organizaticns, since they are prohibited
by 28 U.S.C 301(c)(3). This section is
narrower than the Code in one respect.
however. becausa it is confined to
“contributions. endorsements, publicity,
or similar activity,” while the Cade
broadly prohibits “participat(ing] or
interven[ing]. directly or

indirectly® * *." '

Section a(2) makes unaillowable the
financial or administrative support of
political entities—including political
parties. campaigns, political action
committees, or other organizations-for
the purpose of influencing elections. -
Thus, it bars indirect support of
elsctioneering activities through
intermediaries. This section also follows
the definition of disqualifying activities

- under the [nternal Revenue Code.

Very faw commentars disagreed with
the principle that use of Federal funds
for electioneering and political activities
should be disallowed. Soms. however.
argued against the “disailowance of
costs associated with participation in

" referenda. injtiatives, and similar

procedures.” For instancs, the Catholic
Social Service of Santa Clara asserted
that lobbying expenditures should be
allowabie if incurred for an edycational
purpose. OMB agrees that the cost of
educational activitiss should be
allowabls if thay are educational end
nothing more. But if the activities go
further than helping persons accumulats
data or comprehend ils meaning, and
invalve partisan political activity or
steps designed to influenca the outcoms
of an slection. they constitute activity
that shouid not receive Federal funding.
The American Jewish Coagress also
argued that section a(1) would severely
restrict political campaign involvement
by organizations classified under the
internal Revernue Code as 391(c)(4) -
groups. which face minimal restrictions
as to their political invoivement. As
aoted abova, the Code's resuictons
serve mereiy {0 classify organizations
for purposes of taxability. By contrast,
the cost principies established through
Cireular A=122—inciuding this
revision—define permissable uses of
Federal graat aor conwract money,
without regard to the organization’s tax
status. The revision does not in any
respect limit an organization's right to

- engeage in campaign activities with its

own funds.
C. Attempts To Influence Lagisiation—
Sections af3) and af4)

Section a(3) makes unallowabie the .
costs of attempts to influencs Federal or
state legisiation through contacts with

government officials. This section . .
confines the reach of unallowable
lobbying to legistative decisionmaking.
and does not apply to Executive Branch’
lobbying, with the exception of attempts
to influence s decision to sign or veto
legislation. and attempts to use state
and local oificials as conduits for
grantee and contractor lobbyirg of
Congress or state legislatures. The

coverage of section af3) is more limited .

than the current prolubitions in the
{nternai Revenue Code. and the FAR. in
that it does not apply 10 legislauve
lobbying at the locai level (e.g.. matters
such as obtaining zoning caanges, poiice
protection, or permits}. Since there is no
rigocous separation between legislative
and executive guthority at the [ocal
level. it would be difficuit to coaswruc: or
enforce & rule regarding legislative
lobbying at that level.

Efforts to influence state and local
officials to accomplisit the lobbnng
activities defined in section a(3)-are
likewise unailowable. Thus, the Federai
govermnment will ot reimburse an
organization f{or the cost of meedng with
mayors ar city council representatives if
the purpose is tc convincs them to lobby
the Congress for legislaton that the
grantes or contractor favors.

The commaents raised few objections
to the basic soundness of the
proscripdons in section a(3), aithough
some argued that the broad coverage of
the January 1963 proposai was more
appropriate than the more-limited scope

_of the November proposal. The

Canservative Caucus suggestad that the
costs of attempts to influence
rulemakings {as well as legislation) and
of locai level lobbying should be added
to the list of unallowsbie activities.
Stmiiarly, the Fairness Committee
argued that reimbursement should not
be ellowed for any Executive Branch
lobbying. and not simply decisions to
sign or veto legislation. After careful
consideration. OMB has decided not to
expand the scope of this section.
Rulemskings frequently have direct
implications for a grantee’s technical
performancs of its award. Furthermore.
recipiant orgenizatons are jikeiy 1o
require reguiar contacts with Execunve
oficials in the ordinary course of
managing and performing the terms.of
the grant or congact. As stated above,
this is even maore certain o be the case
at the iocal level. The granting or
witholding of Exsacutive consent o a bill

" is ap integrsl part of the legisiative

procsss. however. so that thia limitation
on Executive lobbying is approptiate.
One commenter. the Concho Valley
Center for Human Development, ~ -
objected that "prohibiting lobbying at

Pl
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the state level would interfere with
business that is more appropriately the
purview of the stete legislature.” Ampie
allowance is Dade in sectiod b(2) of this
revision for activities at the state isvel
affecting the aythority of an entity or the
costs of performing Federal grants or
contracts. Likewise. as recogntized in
section b(3), specific grant or contract
provisions may. pufsuant o Federal
statutory law. make allowable cartain
lobbying wath grant or contract funds.
Apart from these excepuons, it is not the
business of the Federal Government to
sybsidize iobbying of state legisiatures.
Section a(4) deals with grass roots

. lobbying, and is applicable only to grass

roots campaigns concerning legisiation.
Similar provisions are found in many
appropriations riders and have been
interpreted and applied by GAO on
many occasions. The definiticn of grass
roats lobbying in section a4}, however,
is less inclusive than that of the [aternal
Revenue Code. It is limited to efforts to
obtain concerted actions oa the part of
the public and, uniike tha Cods. it does
ot include atteropts “to affect the
opinions of the general public,” if such
attempts are not intended or designed in
such fashion as to have the reasonably
foreseeabie consequenca of leading to
concerted ac%ion. 28 U.S.C.
4911{d}(1}{A). The narrower reach of this
section is consistent with GAQ's
interpretation of the prohibitions in
appropriations riders on the use of funds
for “publicity or propaganda.” See, o.g.,
Comp. Gen. Op, B-20297% (Nov. 3, 198'1)

it was suggested that use of the term
“legislation pending.” in sections a(3)
and a(4) of the proposal. was ambiguous
and questioned whether that phrase
applied culy to bills formally introduced
before a deliberative assembly, or
included legislation in the procsss of
development. (g response to that
concern, these sections have been
amended to specify that they apply
when the activity in question constitutes
ag-attempt to influencs either “the
introduction of Federal or state
legislaton” or “the ensctnent or
nodification of any pending Federal or -
state legisiation.” This language.
especially when considered in
conjunction with tha phrase “costs
associated with” which commencas
subparagraph a. should clarify that the
costa of preparing, instgating or urging
Icgshuon not yet formally introduced

are just.as unailowabie as lobbying with

regard to bills that have already been -
introduced.

Several comeutcrs. including CARE

and the Natonal Association of
Manufacturers, exprassed concarn that
costs of an activity not originaily *

' intended to promote legulauvu

advocacy might be dissllowed. after the
fact, if it ware later discovered that thu
activity or its proximate effects did in .
fact lend to the development and
promulgation of legislation. The revision
addresses this proolem. The limitation
on "costs associsted with * * * any -
attempt to influence * * * legisiation.”

as used in sections a(3) and a(4).
inciudes costs which support o
facilitate pursuing or deveioping
legislation befors its formal
introduction. However, the key phrase
in the final version of sections a(3) and
a(4) is “attempt to.” This phrase requires
intent or conduct with the reasonably

- foreseeable consequence of initiating

legislative acdon. or to support or -
facilitate such ongoing action. in order
for its actions to be categorized as
“unallowable.”

The language of sections a(3) and a(4) -

has been amended in minor respects so
that it tracks more closeiy thoss
provisions of the Internai Revenue Code
which establish the sctivities that
constituts “{nfluencing legislation.”
Section a(3) tracks 28 U.S.C.
4911(d)(1)(B), which prohibits “an

attempt to influencs any [Fedcnl. stats .

or local} legislation through
communication with any member or

‘employes of a legislative body. or with

any government official or employee
who may pu'dapatc in the {formulstion
of the legislation.” Similariy, section a(4)
follows 28 U.S.C 4811(d)(1)(A), which
defines * mﬁmmg legisiation” to
include “any attempt to influence any
[Federal. state. or locai] legislation
through any attempt to affect the
opinions of the genersd public or any
segment thomf As previously noted.
sections &(3) and a(4) ars narrower than
the comparable Code provisions in
several respects.

D. Legisiative Licison—section a(5)

Secticn &(5) makes unallowable the
cost of legislative liaison activities when
they are in furtherance of unailowsble
activities s defined in sections s(1)={4).

* Whils a key purpese of an

organization’'s “‘egislative liaison”
activity may be 0 direct and prepars for
what bas been defined in this revision
as unallowabis lobbying, it may also
sarve other functions that this revision

* does not make unallowable. By contrast,
-under the current Defense Department

Supplement to the FAR, o/ lcgulnivo
liaison activities are desamed
unallowsbis.

OMB received more tochmal .
comments on this section than any other
part of the propasal. Some commanters
argued that. since the [nternal Revenue
Code does not disallow “legislative

eison" for purposes of determining
organizations’ tux-exempt status, neither
should Circular A«122 However, the IRS
does not exempt legislative lisison
activities from trestment as lobbying—it
merely does not recognize legislative
lisison as a separste category of
lobbying. Legislative liaison sctivities
which. in the language of section a(5).
were “in support of or in knowing
preparation [or an effort to engage in”
unallowable lobbying” would be
covered by the [RS bar. [n any event,
howaever, and as discussed above, the
revision {s concerned ot with
detarmining the tax status of entities.
but with the proper use of Federal funds
by recipient crganizagons. Use of the
term “legisistive lizison” in section
&(S}=—in its present. narrow sense~—can
now not excuse of mask lobbying
activitiés by grantees or contractors.

. Many other commenters argued that
the proposed section a(3} was
ambiguous. [ particular, they objected
that the compound effect of probibitng
“legislative lisison” contributing to
support "lobbying and relatad activity"
was vague, and that the proposel was
diffcult to coastrue because it employed
4 double negadve—that is. all
“legisiative lisison” costs were
unailowable uniess the activity was
unsrelsted to lobbying. The final version
of section a(3) has been revised to

. sccommodate thase concerns. The new

language provides that “legisiative
ltaison” is unsilowabia only “when such
activities are carried an in support of or
in knowing prepasation for an effort to
engege in unallowabie lobbying.”

The “inowing preparation”

. requirement in the fnal revison should

avoid unintended retroactivity problems
by not permitting auditors ta
automatically dissilow legisiative
lisison costs in every instance where
they are associated with later efforts at
lobbying. While responsibility for
eoubluhma the allowsbility of costs
rests, here as in all aspects of cost
reimbursement, with-the parties seeking
it. the “knowing preparstion” standard
of section a(3) is & particularty {avorable
cae for grantess and contractors. Thus.
only those legisiative liaison activities
which, from their iming and subject
mattsr, can reasonably be inferred to

have had a clearly [orseesble link with

iater lobbying fall within the “knawing
preparation” standard of section a(3).
Finally. it skould be noted in’
connection with section a(3) that the
term "costs associated with.” which
commences subparagraph a. is lully
appiicable. This means that the
proscription in section a(5) extends not

" only to costs directly attributable to
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performing a “legislative laison”
activity, but also to costs that support or
facilitate its performancs, Likewise, the
technical status of a pisce of legislation
(i.e.. whather it is formally introduced,
referred or enrclled} is not dispositive of
the issue whether ths costs of
“legisiative liaison activities” are
unaiiowable within the meaning of
section a(3).

£ Exceptions to Unallowgbie
Lobbying-=Subparagraph &
Subparagraph b contains three

exceptions to activities disallowed
under subparagraph a. The

subparagraph does not necessarily maks.

the costs of these activities alfowable;
allowability or unallowability of such
coats will be detarmined by the terms of
the grant. contract, or other agreement
involved. Circular A=122 does not
authorize costs or axpenditures; it

merely limits the sllowability of costs or

expenditures.

Some commenters noted that the use
of the term “not unallowabie” in the
intraductory clause to this subparsgraph
in the November proposal might indicate
a fine legal distinction which grassroots
volunteers would be ualikely to
comprehand or which would lead to
needless confusion. For clarity, the
introduction of subparagraph b has
sccordingly besn modified to provide
that “the following activities are
excepted from the coverage of
subparagraph a.” For this reason.
activities which are not defined as
lobbying by subparagraph a. ¢.g.
informational communications by
orgenizations with its mambers or the
distribution by organizatons of
aonpartisan analyses, are 2ot set forth
a8 separate sections of subparagraph b,
To the extent that those, or any other
activitdes, otherwise fall within the
definitional terms of any sectica of
subparagreph a, they are desmed
unallowabie uniess they fail within the
exceptions defined by subparagraph b.

F. Legisiative Requests for Tachnicai
and Factual [nformation—Section 1}
Section b{1) exempts from
subparagraph a techaical and factual
presentacions to a legislative audience
* 00 a topic directly related to grant or
contract performance and offerad upon
a documented request. even though the
presentation would otherwise consttute
uzallowable lobbying. Sincs contacts
with legislative sources are got made
unaliowsbis in the first place unless
they are for purposes of influencing
legislation. this exception is relevant
ounly to thase legislative-contacts mads
unailowable under section a(3). The
exception is meant to fulfill the specific

informational needs of legisiatures, and

membsers and staffs thareof, and has

.been revised extensively to reflect

concerns expressed in the comments
and by members of the interested.
Congressional committess.

The term “technicai advice or
assistance.” used in the November 1983
proposai to define the scope of the
sxception. has been changed to provide
that costs of rendering “technicsl and
factusl presentation of information”
may be excepted. The term “factual”
was added after “technical” to clarify
that. to be reimbursable. the services
rendered in a section b(1) situatdon must
be overridingly informzational in purpose
and conteat. and not advocatory.
However, the fact that an advocatory
conclusion is reached does not in itself
make the presentation unaliowable. As
previously indicated, this excaption will
avoid separate accountings and
disailowancas for each kemnel of
information provided in a lobbying
effort. and will restrict the exception to
“presantaton{s|” which are in fact and
which would be clearly seen as
“technical and factual® in charscter. ---
This change will allow and advocatory

conclusion to be communicated with no -

diull.io:;mu for the time and cﬂnnm
involved in preparing or communica

the conclusion. provided of course that it
claarly and natursily flows from the
technical and factual data presented.
and is 2 distinctly minor aspect of the
overall presentaton. [n addition, the
lobbying effort excapted by section b(1)
is confined to information on a topic
directly relatad to the petformance of a
grant. contract or other sgresment.

A requirement that the presentation of
such information is to be provided
throygh “hearing tesdmony, statementa
or letters” alac has been added to the
scope provision. in response to a

ssionai suggestion. This change
belps clarify that, with the exception of
travel. meais and lodging costs in
connection with a(3) lobbying, such
information aeed not necassarily be
tendered in formal testimeny to fall
within this exception.

Discuasions with Congressional staffs
revealsd concerns that legislators’ -
routine business of informarion

- gatbering in connection with he

drafting bills and other legislative
functions might be hampered if the types
of requests sufficient to invoke the
section b(1) excepton did not include
oral requests, especiaily by tslephone.
Accordingly, the condition that the
request be “writtan” has been changed
to & requirement that it be .
“documented.” The final verston of
section b(1) de-emphasizes the necessity

for stringent request documentation
requirements. The section also now
states explicitly that the technical
information excaption is invoked by
notices in the Congressional Record
requesting testimony or statements for
the record at regqularly scheduled
hearings. Some persons suggested that
some of the routine information-
gathering functions of the legisiative
bodies might be disrupted if such.
nodcss and responses to them were not
specificaily inciuded in section b(1]. As
indicated below. for its costs to be
excapted, the presentation must not only
be of & “technical and factuai” nature.
but must also be “resdily cbtainable
and can be readily put in deliversble
form.”

Severai commenters expressed
uncertainty about the requirement that.
to fall within the excapdon. technical
advice or asssiance to legistatve
bodies must be “in response to &
specific © ° " request.” The term
“specific” has therefore been deieted
from this Bnai version of section b(1).
This change does not affect the
underiying intent that requests sufficient
to invoke this exception must be bona
[ide, may not be open-ended or
indeterminate, and must not be made for
the purpose of circumventicg the
subparsgraph a restrictions.

Section b(1} now requires that the
request for informadon be “made by the
recipient mamber, legisiative body or
subdivision. ot a cognizant staff member
thereof,” This language. articulating a
condition implicit in the November 1983
version. makes explicit that the person
or committee requesting the information
should be the recipient, so that. for
exampie. a request by one smployee of
the legislative branch could not be
advanced as justification for allowiog
the coats of a lobbying mailing to each
Member of Congress. . ’

The term “cognizant staff membes”
has been inserted in response to

onal comments that the
Novembar 1583 language might tequire
personal attention by legisistors to each
request for factual or technicai
infarmation. Linking the request from a
staff member to that person’s -
“cognizance” of the matters for which
the information is sought is intended to
ensure that the request is & bong fide
request for informatan of & truly factual
and technical asture, not atherwise:
readily available ta the legislators. .

When the sbave changes ware made
to greatly ease the implementation of
the excsption. it became necsssary o
put some limit on the costs that grantees

-and contractors couid charge the

Federai government when undertaking

a
*
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such iobbying. With the elimination of
the requirement for a written request,
and the addition of the provision
allowing Congressional Record notices
0 suifice for providing such information
at government expense. a corresponding
potenual was created for unduly

" substantiai Federal financing of )

lobbying.
In order to ensure that the information

and its preparation are the true bases of
the cost. section b(1) has been revised to
require that the response must be
information that “is readily cbtainable
and can be put in readily deliverable
form.” {This provision is intended to
restrict and relate to the costs of
acgquisition and delivery of information.
not the time invoived in responding to_
requests.) Provision of such assistance
justifies invoking the exception only
when the information is known or
obtainable-—and in suchk form——as to be
readily produced and delivered. The
section 0(1) exception was included in
order that legisiatars could draw on the
expertse and data possessad by

- noaprofit organizations—even while

offered as part of a lobbying effort. This
section, however, does no¢ justify paying
for research projects or otherwise .
incurring significant charges to grants or
contracts to develop information not
readily at hand, . -

Likewisa, in order to limit Federal
payment for lobbying to technical and
facrual presentadons most likely to
produce expert information not readily
obtainable sisewhere. the further
requirement has been added that the
presentagon be linked ‘0 informasicn
“derived from the performancs of a

grant, contract or other agreement.”-This -

provision permits the excaption to be
inveked for information not only dcriv_ed
from grants or contracts presently in
effect but also information an topics
directly related to grant or contract
performance. Noaetheless. 3 direct
nexus between tha topic of a grant. .
conwract of other agreement and the
technical and factual presentation will
be required 1o be shown.

While the revision seeks to maximize
the free flow of information from
Federai fund recipients to Cangress, this
does oot mean to allow graat funds to
pay for lobbying trips to Washington
simply because part of that trip was:
devoted to delivering information to a
staff member. or dehvermg essentially
upsolicited statements or testimony to a
Committee hearing.

To deal with this problem. the
revision provides that Federally-
reimbursable costs under this exception
could not include travei. lodging or mesi
costs. except when incurred for the

' purpose of providing Committee hearing-

testimony upon written request for a
technical and factual presentation. To
help ensure that the Federal ﬁmncms of
lobbying trips to Waahington is limited
to those which Congress deems
Recassary to ity decision-making, the
revision provides that these othsrwise
restrictsd coasts (travel, lodging and
meals) can only be “incurred to offer
testimosy at a regularly scheduled
Congressionsl hesring pursvant t> a
written request for such presencation

. made by the Chairman or Ranking

Minority Member of the Committes or
Subcommittee conducting such hearing.”
To the degres possibie. the cost of
providing informaton requested by
legislators should be paid for out of the
legisiative budget. Both houses of the
Congress have rules providing for -
payment of expenses relating to
Congressionai testimony. (See. Senate
Resolution $38, 38=2; House Rule 35.)
The American Civil Liberties Union
challenged the entire section b(1)
exception on the grounds that linking
the exception to a speciai legislative
invitaton constitutas an impermissible
regulation of free speech on the basis of
content. The reimbursement provisions
set forth in section b{1) do nat
discriminate against any person's
speech but turn instead on the type of
assistance rendered. Under Regan, the
Supreme Court has ruled that no entity
bas a right to have its speach subsidized
with Federal fupnds. Thus. it is
constitutional to establish general cost

- guidelines to clarify the types of

lobbying for which the government will
provide reimbursement. Indeed. this

:section is based upon a similer

provision in the Internal Revenue Cods.
It bears repeating that nothing in this
revision probibits grantees or
contractors from conduycting any form of
lobbying or making any kind of-
communication to Congress they wish.
;:nl::' as they do so with their own.

G. State Lavel Lobbying Relatad to
Performance of Gnmr or Contract—
Section b(2) . .
Section b(2) uempu lobbying
otherwise unailoweble under section
a(3) to influence state legislaton in

" order'to directly reduce the cost or to
- avoid impairment of the organization's

authority to perform a grant. contract. or
other agreement. Such lobbying is
permitted because it can directly benefit

-the Federal government by helping

minimize the costs of award
performance. The exception does riot.
bowever, permit the use of Federal
funds to lobby state legisiatures to
promots an organization's ideclogical

‘objectives mrcly because those

. bills that would raise smpioyes’ salanes-and

" Washington Post, March 8, 1884. pp. CL C3.]

objectives are consonant with the
purposes of the grant or contract.

A primary concern for severa]
national organizations that commented
on this proposai was the probiem of
determining how closely legisiation
must directly affect the performance of 2
grant or cantract in order to fall withia
the proposed exception. A related
concern was the possibility that an

" aetivity could serve aultiple purpases.

some of which would and some of which -
wouid not “directly reiate” to the
organization's grant mission.

[n the final version. the term “directly
affecting” has been deieted. and other
changes mide to the language to clarify
the precise scope of the exception. Thus. -

_the lobbying affected by the excepton s

specified to be-only that made
unallowabie by section a(3).
Additionally, the phrase “at the state
levei" was deleted in javor of the
greater clarity provided by the phrase
“tq influence state legislation.” Finally.
the phrase “or reieted activity”
after"lobbying” has been dropped.
consistant with changes throughout the
revision.

.The most significant substantive
change made to this section was.
deletion of the phrase "ability of the
organization.” which seversal
commentars argued was far toa broad.
For exampie, the “ability of the ’
organizatios” to perform a grant,
contract, ar other agreement could be
construed to include those secondary.
tangential. or specuistive aspects of the
activity that the November 1983
preamble indicated did not fit properly
within the exception. 48 FR at 5088S.
OMB has deieted this language and
replaced it with a referencs tc an
crganization’s basic “authority” to
perform the activity, thus eliminating the
potentially overhbroad appiications that
could be associated with the term
“ability.” The potsntial {or such abuse is
made svident by the incident described
below: ‘

ANNAPOLLS, March ?—Administretors of
two community-based programs ‘or the )
mentally retarded led severai bundred ziients
in & demonstrauon hare today in support of

exampt their organizations from state
procurement laws * * *

{The demonscration or:unzcr} said that all
pasrticipants in today's demcnsaation had
been “educated intensively" sbout ‘he resses
for the demonstration and had elected to
come. although soms might have forgotten 2y
the time they artived. besaid * * °

Demonstration organizers defended the
tactic saying the biils, if epproved. wili
directly affect the clients by improving ‘be
quality of care they recaive * * * [See.
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Under the Novcmber 1983 proposal. a )

streined argument could be made under
the concept of “ability to perform” that
the lobbying on the bills described
above should fit within the exemption—
a wholly unintended and inappropriate
result. By focusing on an organization’s
“authonty” wnstead of its “ability” to
perform, the tevised language should
sliminate any confusion as to what was
intended by the sxception. Moreover, by
modifying the reference to “cost” to
include oniv cast reductions. the revised
'anguage precludes lobbying for higher
salaries and reilects the point made in
the November 1983 preamble. that the
excepton is intended to allow lobbying
for lower costs or better performance of
- grants or contracts. Thesa changes
guarantee that the anly lobbying costs
retmbursable under the exception wiil
be those that relate o the organization's
direct performance of the grant or
contract in the most cost-eifcient
manner passible. or its very authority to
perform the grant or contract
A state weiver clause was added to
the November 1983 notice in response to
concarns raised by some noanprofit
organizations. That clausa would have
permitted states to make Federally
reimbursabie the costy of all state
lobbying by their Fedsrally-funded
subgrantees. Upon further review,
howaever, the clause was determined to
be superfluous, and potentially
troublesome for several reasons. Some
serprofit commenters found the
exception confusingy subject to partisan
politicai pressures, and a aeedless cause
of complexity for grant rules. Under
soae of Circular A-122's other 50 cost
categories do states have the right to
determing which costs will be sligibie
for Federal reimbursement. Furthermors,
any .obbm *to influence State
legislaton in order t0 directly reduce the
<ost. or to avoid matefial impairment of
the organization's authority to perform
the grant. contract or other agreement.”
is already excepted by the remainder of
sacgon b{2}.

H. Lobbying Authorized by Statute—
Section 5(3)

Section b{3} exempts any activity
specificaily authorized by statute to be
undertaken with funds from Federal
grants, contracts, or other agreements.
This techaical secticn reflects that the
provisions of this Circular do not
override statutory law. Only minor
wording changes-~with no change of
substance-~were made from the -
wording of this provision in the
November proposal.

L Exceptions Deleted from November
Proposal

Section c{2)in the November 1983
proposai specified that communications
with Executive Branch officials would
not be unallowable. with two exceptions
now set out in section a(d): {1) To
influence a decision to sign or veto
legislation. or {2} to influence state or
local officials to serve as conduits for
unailowebls lobbying activities. This
section had been inserted solely for the
swpose of clanfying that the only
Exscutive Branch communications
reguiated by the revision are those
relating to signing or votmns legisiation,
or serving as a lobbyin; conduit.

On the other hand. it is not intended
that proseriptions should be created by
implicatioa from the fact that a type of
actvity is not specifically excepted in
subparagraph b. Hence, section ¢{2} has
been omittad entireiy, sincs the only
Executive Branch cantacts unailowsble
in the first place are those dealing with
a decision to sign or veto enrollad hills,
as specified in section a(3). As indicated
by the new language introducing

" subparagraph b, the final version of the

subparagraph contains only exceptions
to activities which are otherwise
unallowabls.

Secton c(3) of the November proposal
aiso haa been deieted. since other
provisions of the revision make it

superfluous. This section concerned the *

spplication of the "tainting” principle of
the Janury proposal which was
eliminated in the November proposal
and cepiaced by the current proportional
“allocadon” principie. The inclusica of
section ¢(3) in the November ravision

- was inadvertent and has been corrected.

/. Accounting Treatment of Unallowable
Costy==Subparagraph c.

As with the Federal Acquisition
Regulation and as is already the case
under Clreular A~122's generai rules for
unailowable costs, the costs identified
a9 unailowable by this revision include
oot only costs of the direct activity itself
but also the costs of other activities
supportng that actvity. For example, if 2
lobbyist spends four hours lobbying the
Congress and an additional eight hours
in study, coasultation. and presparation
for tha lobying. the full twelve hours.
with the cost of any support servicas
and any other costs attributabla to the
lobbying activity, are disallowed.

As emphasized in the comment
published with the text of the November
proposai. oniy the partion of thoss cost
itema allocable to the lobbying activity
is unallowabie. Thus. if an employee
spends 80% of his time on lobbying
activities and 40% on Federal graat

activities, 40% of the salary may be
allocated to the grant. This approach is
consistent with the FAR lobbying cost
treamment provision. as well as with the
traditional accounting method of
prorating costs between allowable and
unallowable activities. - .:
OMB considered and rejected an
alternative method of allocating costs of
items used for both lobbying activities
and grant or contract purposes, namely,
the concept that no Federal money can
be used to pay for any porton of 3 cost
itam used for lobbwing activities: {1} In
any way. ot {2} over 3% of the time. The
OMB proposal published in fanuary 1983
followed this stricter approach.
Commenters argued that it would
increase the cost of performing Federal
grants and contracts by effectively
requiring them to separate their
lobbying activities from their graat or
contract activities and could also lead ro
inefficient dupiicstion of equipment ana
fagilities. They also argued hat it wouid
burden the First Amendment rights of
contractors and grantees because
engaging ig lobbying activities could
result in otherwise legitimate costs
being disailowed. As set forth in the
November notice. OMB has adopted 3
different approach which aileviates
these concerns and serves the goai of
assuring government neutrality by
disallowing reimbursement of Fedsrally
appropristed funds used for certain

types of labbying.

K. Indirect Cost Rate Proposai—seciion
&(1)

Subparagraph ¢ establishes an
administrative framework for the averall
revision. Secticn c(1} follows current
cost allocation principlies familiar to
grantees and contractors and
sstablishes a general format similar ‘o
that now applicable to comparable
unallowable activities.

lndirect cost rats negotiations are
conducted hetween an organization and
a single cognizant agency oo an
organization-by-organization. rather
than on a graat-by-grant basis. This
approach saves sgencies and recipient
organizations considerable time and
effort in cases where the organizanon
receives more thap one granat ar
contract. The revision has been modified
to ceflect this approach. Further. sscton

o;

in:

-¢(1) follows existing accounting pracuce

and emphasizes that lobbying costs
must be identified and desit vath - “
appropriately, in accordance with the
Clreular's indirect cost rate provisions.

Although very few commenters .
criticized section c{1), some-inciuding s
Congressionai sources——expressed .
concemn that the November nropasai’s |
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language could be broadly mterpreted

by agency auditors. Further, they

suggested that lobbying costs. because
of their political nature, should be
subject to only very limited-if any
disclosure.

The purpose of section ¢{1) was
simply to require accounting information
necessary for the government to
calculate the reimbursement of indirect.
{(ovethead) costs. Such information is
already made availabie to auditors .
through exisung recordkeeping

requirements in Circulars A-122 and A- -

110.

However. to clarify OMB's intent to -
cequest only the minimum amount of
accounting data to comply with existing
accounting guidelines, OMB has
rewritten section c{1) following
consuitation with GAQ and
Congressional staffs. In essence. only
the minimal informatiox that is needed
for the caicuiation of Federally-.
reimbursed overhead costs is now
required. and organizations are
completely exempt from this section if
they do not seek such Federsl
reimbursement.

The new section c(1} says that only
the tota/ lobbying costs must.be
identified in the indirect cost rate

" proposal. This will allay concarns of
. nonprofit groups that separate

accountings and disclosures were
mandated for each of the five
component definitions of lobbying set
forth in sections a{1)-a(S5). Moreover.
since this information is made necessary
only for indirect cost calculations in
order t0 avoid Federal subsidization of
the iobbying process. this sentence also
explicitly makes clear that no such
disclosure is required by the revision
uniess the grantee seaks reimbursement
for indirect costs. (Sea also. Internal
Revenue Service Form 990, requiring

. lobbying cost disclosure, which many

nonprofit organizations now submit.}
in comparison with the November
proposal. the new section c{1) sharply
reduces the accounting data requested.
eliminates language that some thought
gave agencies too much discretion in
requesting information. and explicitly
tes the Teatment of lobbying costs to
existing Circular A-122 raquirements.
The November propossl’'s requirement
of “a'statement. identifying by category.

_costs attributable in whole or in pagt” to
lobbying. as weil as the requirement of a.

statement of "how (lobbying costs) are
accounted far.” have been deieted.
. When the existing Circular A-122

accounting requirements are reviewed in.

conjuncticn with the uniguely lenient
recordkeeping treatment provided for
lobbying in section c{4} of the revision. it
becomes ciear that such information is

,thb minimum necessary to achisve ‘nn

acceptabie level of accounting integrity,
and that the overall recordkeeping
required {or lobbying costs is much less
than that required for any other type of
aillowabie or unailowabie cost. -

It should of course be noted that the
stated requirement that organizations’
must “separately identify” their total
lobbying costs cannot be construed to
limit auditors or indirect cost analysts
from requiring more detailed
breakdowns when such.information
would normaily be required under
existing indirect cost rate proposal
guidelines. See. &.g.. the Departmrent of
Health and Human Servicss’ “Guide for
Nonprofit Organizations” (May 1983) at
73 (Sample [ndirect Cost Proposal
Format—Direct Allocation Method).
Additionaily. if auditors suspect that an
organization may have misstated its -
unallowable lobbying costs. they ars not
constrained Eom requesting any data
normaily accessible under Circulars A=
122 and A-110, as long a3 such data
does not {all under the recordkeaping

" axemption provided in section c(4).

Section c{1) follows existing Circular
A~122 requirements that provide for the
general disclosure of the costs spent on
anallowable activities. This requirement
is aecessary so that when the
government caiculates the amount of an
organization’s indirect costs (/8.
overhead) that it will pay, it does not
include the costs of unailowable
activities that the organization bappens
to account for as indirect costs.
Paragraph B.J of the existing
Attachment A to Clrculu A=122 now
requires this:

The costs of certain activitdes ere net
sllowable aa charges to Federsl awards (see,
for example. fund raising costs i paragraph
19 of Attachment B). However. sven though
these costs are unallowable for purpcses of
computing charges 1o Federal awaids, they
nonetheiess muast be treated as direct costs
for purposes of determining indirect cost

“rates and be sllocated their share of the.

organizadon's indirect costs if they represent
activities which: (1) Inciude the salaries of
personnel. (2] occupy spacs. and (3) benefit
from the arganization's indirect costa. -

Soms parsons argued that
unallowable costs need ot be reported,
since they are not Federally reimbursed.
However. it is impossible for the
government to properly detefmine the

" exteat to which it shouid pay for an

organization’s indirect costs uniess it
can determine what portion of the
organization’s total indirect costs are
from ailowable activities,"and what
portion are unallowabis. Such geatment
is currentiy required under Circular A-
122's Attachment A, Secfon D:

“Allocation of Indirect Costs and
Datermination of Indirect Cost Rates.”
Further, some persons argued that the
disclasure requirement should expressiy
authorize that initfal submissions in
indirect cost rate proposals set {orth an
aggregated figure representing both
lobbying and other unsllowsbie costs.
Such an nppro-dx would codify the

. current practices of most (but. it should

be pointed out. not all) grantees. a not
unsurprising fact in light of the
vagueness of the current standard and
the relative lack of audit resources
applied to determining whether !obbying

" activitias are supported by Fedaral

grants and contracts. There is agreement
that auditors wouid be able to obrain
and would indeed require disaggregated
information on lobbying costs if they
engage in specific auditing of lobbying
disailowances.

In weighing this proposal against
agency auditors’ concerns that detailed
hreakdowns of jobbying costs are
critical to proper cost ansiyses. OMB
has resoived 10 require that only the
total amount of lobbying costs be
initially disclosed in the indirect cost
rate propossl. OMB has determined that
it would make no sense to rely on
varying and what would aimost
certainiy be inconsistent initiatives of
individual suditors. regional offices and
agencies to inquire, a8 & matter of
standard practice. into whether lobbying”
activities are being improperty
subsidized through indirect cost

- sllocations—or to rely on random audits

to scenmplish this purpose. Thus, the
final revision requires. consistant with _
paragraph B.J of Attachment A snd ata-
level of specificity lass than that
generally ptowdad for fundraising
activities. f.0.. disclosure only of a total
lump sum lobbying cost figure. .
Disclosure of such a figure will give
auditors a basis for further inquiry into
lobbying cost estimates set forth in
particular indirect cost rate propoeals.
and will provide a level of detail that
actually would be minimally required in
avery instance in whick an auditor
seeks 0 determine whether Federal
subsidization of lobbying is taking place
through the overhesd mechanism. Given
the 25% rule which makes more difficuit

"auditor dissllowances of lobbying

estimates, this balanced compromise—
and reduction in the level of detail
called for in the November 1983
proposal—is in OMB’s judgmenta .
minimal requirement consistent with the

'C;l:cular's accounting guidelines.
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l& gcmﬁcwon Requirement—Section

The requirement ia section a(2) of the
Navember 1983 proposal, that
certification sccompany the Financial
Status Report. has been changed in the
final version to a requirsment that

. cartificsdon accompany an

organization's anncai indirect cast rate
proposal. Since a Financial Status
Report is required for each grant that an
organization has. while an organization
must flle only one indirect cost rate
proposal per year to cover all of its
grants. this change reduces paperwork
and administrative effort. X

Further, lobbying expenses are
usuaily inciuded in indirect costs. which
are calcuiated ou an organization-wide
basis. Consequently, the appropriats
place to certily such costs is in the
annual indirect cost rate proposal, as
required undsr the Defense and GSA
proposed tevisions. In addition. moet
future audits will be “single audits” of
all Federal funds received by the
grantes, 30 there will be less smphasis
on the Financial Status Report and more
on the indirect cost rate proposal.

?}MMW‘ ons ¢(3) and
[} .
- Documentation of the amounta of
allowable and unaliowabls costs )
became a nacassity when the method of
cost reatment was changed from total
dissilowancs of cost items parttally
involved i lobbying (the [anuary 1983 .
proposal) to the typical “ailocation” cost
treatment. The principsl aitemative
considered by OMB was to adopt the
documsntation philosophy of the
" restrictions on lobbying in the prior
Defense. GSA, and NASA procurement
reguistions, /.¢. {0 place the burden on
the grantee or the contractor to prove in
ail instances the sppropriataness of a
cost. This approach, while consistent
with the cost principles in genersl,
would entail an implied burden on some
indirect cost employees to maintain
records (time logs. calendars. or the liks)
to establish the proportion of their tims
spent on lobbying. This would be of
partcular concarn far high level officials
of grantses and contractars who, in the
ordinary course of business, may engage
int only a small amount of lobbying.
OMB (along with Defense. GSA. and
NASA) will therefore allow grantess
and contractors to certify in good faith
the amount of their employae’s time
attributable to lobbying activitias.

No detailed recordkseping
requirements bave been included in this
revision, as these requirements are
generaily set forth for all nonprofit
organizations in OMB Circular A-110:

. *Grants tnd Agreements with

Institutions of Higher Education,
Hospitals, and Other Noaprofit
ot US Clrwlul.:?\"
Requirements” (See. o.4., -
110, Attachments C and F.) That C;I;whr
generally requires grantees, inter glia, to
keep for a period of three years, ‘
“[f]inancial records. supparting
documents, statistical records, and all
other records pertinent to (grants},” aad
to accass for audit purposes “pertinent
boaks. documents, papers and records
of * * ° recipient organizations.”
Section c{3) restates the general rule
far cost documentation. but is modified
by section c{4), which provides that for
the purposes of complying with this
revision, employees are not required to
prepare ot maintain dme logs.
calendars. or similar records to
document the portion of their time
treatad as an indirect cost. This means
that the agency and auditor must reiy on
the empioyes’s good-faith estimates of
time spent in lobbying, or upon other
evidence not otherwise preciuded. As
noted sarlier, the absancs of time logs or
comparable records for indirect cost
time not kept pursuant to the discretion
of the grantse or contrsctor will not
serve as a basis for auditors
claims of allowabie costs by
contesting utallowabls lobbying Ume
estimates excapt in two distinet
situations: frst. where the empioywe
spends no& than zss= of hila
compensatead hours of smp t
during a mouth lobbying m
where & material misstatement of costs
has been found within the preceding lve
yeurs. This avoids the necessity of
employess who engage in only
incidental lobbying having to sccount

for all of their tima to Federal agencies. .

Morever, by making sach calendar
month as independent, operstive period
under section c(4), problems of
retroactivity are avoided by persons
unexpectedly required to engage in
Intengive lobbying during the lattar
portions of a larger operative pariod
such as a calendar year. Alternatively,
persons in intenstve lobbying
activities during the earlier portions of
such a longer operztive pertod will not
lose the protection of secticn c{4] during
lattar months of the longer period when
lcbbying sctivi below the 25%
trigger. However.'it should be stressed

" that in the exemption from “records

which are not kept.,” the primary sense
‘of the word "kapt” was “created.” Thus.
records that would otherwise be kept in
the ordinary course of business cannot
be destroyed aimpiy to avoid sudit
inspection merely becausas they are not
required under this exemption.

For two significant reasons, the last
sentence of this section, as proposed in
the November 1583 version, has been
deleted. It stated:

Agency guidance regarding the extant aand
oature of d':‘wnuuon required pursuant to <
subparagraph [c|(3) shall be reviewed under <
the criteria of the Paperwark Reducticn Act.
10 ensure thet requirements are the least
burdensome necessary ‘o satisfy the .
objectives of this subparagraph. o

Commenters questioned why, if such a
provision was necessery in the first
place. other laws. such as the
Regulatory Flexibility Act. were not
included. Such a refersncs to
compliance. with existing laws is not
necessary, and the referencs to the _
Paperwork Reduction Act was included
to eraphasize OMB’s commitment that
the sprit of this law be followed in the
revision's implementation.

Morever, the Department of Health
and Human Services noted that the,
sentence could have been read to give
agenciss the mandate to develop their
own regulations. As thers is 0o reason
for agencies to deviats from or add to
the Clroular A-122 guidsiines and as
agency deviations could result in
multiple rules for nonprofit sntities—en
autcome not intended by OMB and one
whick wouid creats the potential for
wm::-‘-thh enforcamaent and excessive
pa| sentence was
eliminated from the fnal version.

N. Administrative Restrictions on
Agencies—Section ¢(3)}

Section (8] requires agencies lo
establish procadures for advancs
resolution of definitional issues arising
under this revision. This will alleviate
the irevitable problems of interpretation
at the margin and will avoid

ing organizations from
engaging in borderline activities merely
becsuse the application of the -
provisions may be uncertain.

Section c{3) is not intended ta impose
ot authorize OMB micromanagement of
agenciss which award grants or
contracts. Agencies typically have
msethods of resolving disagreements or
differsnces with their grantees and’
contractory. and such methods shail be
deemed adequate to mest the
requirements of section ¢{$). unlese
OMB ceview of such procedures
determines that changes are aecessary
to comply with the intent of this section. <

O. Parograph Renumbering Provision

Puragraph 2 renumbers parsgraphs
B21 through BS0Q of Circuiar A-122's } g
Attachment B, Sincs the cost items <
covered under Attachment B are
aumbered in alphabstcal order.
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“Lobbying" is appropriately designated -

a8 paragraph 821, nacessitating the
renumbering of former paragraphs B21
through B50 as B22 through BS1. .
VT Paperwork Reduction Act
Considerations

The November notice invited

“comments about the appropniateness of .

collection of information requirements

. in this proposai” to be submitted to.

OMB's Office of Information and
Regquiatory Affawrs. Forty-three such
comments were recaived. Of these.

twenty expressed general concems.

_sumalar to those of other commenters but- -
- taised 1o specific paperwork burden

issues. .

‘The rwenty-three other commenters
followed. airnost vechbatm, points raised
by the Canter for Non-Profit

‘Corporations. These alleged that a

“substantial incresss” in paperwork
would resuit from the recocdkeeping
mandated by Circular A-122, The®
commenters asserted that the additional
paperwork burden would oceur to: (1)
Meet requirements for the annual
indirect cost proposal. and (2) maintain

. the recards required to demonstrate that

costs are allowable or unallowable.
However, by establishing uniform and
well-defined guideiines for lobbying -
costs, and by explicitly restricting the .
paperwork that auditors can require for
documentation of such costs, this
revision may significanty reduce the net
paperwark burden to which grantees are
now legally subject. Claarly, some
grantees may avoid the existing
psperwark requirements by ignoring the

. multiple~—and oftern vague-—sets of

lobbying reimbursement restrictions that
have been issued by the varicus
agenciss. and likewise ignore the
#xisting accounting ruies in Circular A~

. 122 regarding treatment of such costs.

Suchk non-compliance may currentiy
exist in part because government
suditoes have found it difficult to
efBciently enforce the myriad of vague
reszictions on lobbying costs. With the

. ¢lear guidelines provided by this = -

revision. ageacy and audit enforcament
will increase. Those grantees already in
compliance wath the differing sats of
reswictions will enjoy a much-reduced
paperwork Surden; those who have. -

-previously ignored thasé restrictions will
find that non-compliancs is more likeiy

10 be questioned by governmant
auditors. .
Moreover. regardless of whether
grantees currently choose 0 adhers to
existing rules on labbying. most
routinely maintain detpiled books
regarding their expenditures. Annual

" financial planning by the nonprofit ityelf

and filing requirements of the Internal

Revenue Servics already raqmn
mainteneacs of detailed records.
[n generai, Circular A-122 will not *

require employees to keep a second set -

of books. &.g., time logs, to record
lobbying. In fact. most employees who
engage in lobbying are explicitly
exempted from any requirsments to
keep time'logs or other similar
documents. This is because most
iobbying is done by indirect cost {e.5..

" headguarters staff] employees. and

section c(4) states that employees who
cartify that they spend less than 25% of

their compensated time [obbying do not .

have to keep such records documenting
that portion of their time thatis treated
a3 an indirect cost. Since employees
whose time is charged directly o
contracts already must keep such
records. no special rule for direct cost
time is necessary.

The 23 critics of the revision also
submitted identical comments to the

effect that "[t)ax dollars will be diverted
. o unnecsssary paperwork and

needlessly drawn away from the
purpose of the organizations by these
requirements.” As discussed above, the
fact that the revision decreases. in
general, axisting paperwork
requirements will reduce the current
recordkeeping costs incurred to comply
with existing restrictions. )

Soms comumenters argued that
differing Internal Revenue Code and

Circular A=122 standards would rsquire -

maintenancs of two sets of financial
bocks. No commenters were able to
specify any situation in which & detailed
sat of expenditure records for lobbying
would not provide sufficient information
to serve the filing or audit requirements
of the Internal Ravenue Service as weil
as those of the various grant or

. contracting agencies implementing the

revision. h
OMB will review all agency
information burden requests to
implement Circular A-122 according to
the standards of the Paperwork
Reduction Act. None of the comments

-'OMB roceived from agencies mentioned

any specific concemn over a possible
increase in paperworic.

[X. Enforcament
Circular A~122 is s mansgsment’

- directive to Federai agencies

establishing cost principles foruse in -
connection with grants and contracts
with nonprofit organizatioas. [t does not
contain its own enforcement
mechaniam, though its terms are
incorporatad in grants and contracts
through agency reguiations or grant
insttuments. The degres and aature of
enforcement of these anti-lobbying

provisions will depend, thers{ore. on
operstional experience and competing
demands on enforcement resources.

1. Voluntary compiiance. The bedrock
for enforcing these provisions is
voluntary compliance by grantees and
contractars. In the past, restrictions on

" the use of Federal funds for lobbying

have been inadequately communicated
and defined. Neither agencies nor
recipient orgamuzations devoted much
attention to them. This revision is
expected to improve ompliance

-significantly by:

-« Defining unailowable activities so
that organizatians ¢an comply in good
faith: and

» Providing occasions (indirect cost
rate negotiations) in which responasidle
officiais of the grantes or contractor will
focus specificaily on the issue of the
organization's compliance.

To asast organizations in complying.
agencies are to be prepared to resolve
definitiona] questions concerning
potential expenditures in advance. Thus
procedure should reduce the inevitable
difficulty of interpretations at the -
oargin.

. 2 Sanctions. OMB considered and
rejected as too stringent a penaity -
provision which wouid require-the
ceturn to the Federal government of all
grant ot contract funds received by a
nonprofit organization found to be using
Federal funds to engage in lobbying.
[nstead. penaities for violating this
revision are the same as for violations of
existing Circular A~122 provisions. The
principal sanction in the event of minor
or unintenronai viclations is cost
recovery, i.a., the Federal agency will
obtain reimbursement from the
contractor or grantee of misspent funds.
[n more serious cases. conwracts and
graats can he suspended or terminated.
or coatractors and grantses can be |
debarred from further awards. The
availabiity of these sanctions for
violating the snti-lobbying cestrictions
of appropriations legislation has been
confirmed by the Qffice of Legal -
Counsel of the Departnant of Justice.

3. Audits, Contractors and grantees
are currently subject to audit
requirements. and to the possbility of
aundit by agency lnspactors General or
ths Comptrolisr General: howaver. only
rarely havo audits focused on
compliancs with anti-lobbying
provisions due to the difficuity of

- determining proper adherencs to a

myriad of ffequently vague restrictions.
After uniform cost principles are
promulgated. it will become possible for
uniform and effectve sudit enforcament
to take place. Stratified audits and other
strategios can be used to create an
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incantive for greater compliance among
all grantess and contractors.
Alternatively, promulgsting a defined
set of rules can and will serve-as a
protection against audit harassment. .
and will and should make for fairer and
simpler audits for grantees and
contractory. This should be of particular
benefit tc smailer grantees and
contractors who lack the means and
support staff to contend with audits
under the vague. ambigucus. and diverse
rules now in effect. With expanded
Inspectar General and agency audit
staffs now in place. the protections
afforded by the propcsal are manifest.

X. Designation as “Noa-Major” Rule

OMB Circulars are not “rules” within
the meaning of the Administrative
Procedures Act gr Exacutive Order No.
12291. Instead, they ire management
directives by which OMB. on behaif of
the President. inscucts Executive
Branch entities how 0 exercise thair
authority in matters subject to agency
discretion. Even if the Circular were
considered & “rule.” however. OMB has
determined that the revision to Circular
A~122 would not qualify as a “major
rule” under the criteria as listed in
Exacutive Order No. 12291, which
defines a “major rule” as "any
regulation that is likely to result in:

{1) An annual effect on the economy
of $100 million or more:

{2) A major increase in casts or prices
for consumers, individuai industries.
Federal, state, or local government .
agencies. ot geographic regions: or

(3) Significant adverse effects on
compatition, empioyment, investment,

‘productivity, innovation, or on the
ability of United States-based
enterprises to compets with foreign-
based enterprises in domaestic or export
markets.

The principal effect of the revision
will be to ensure that Federa] grant
funds are used for the purposes for
wiuch they were intended. and not to
faciiitate lobbying acdvities. As noted
above, cucrrent fnaancial coatrol
procsdures do not permit an accurate
estimats of the amount of tax dollars
now diverted to lobbying efforts by
grantees and contractars. Whether large
or smail. correction of this problem will
producs a net gain o the intended
beneficiaries of Federal programs. The
costs to be considered are primarily
accounting and recordkeeping costs for
grantees and contraciors, as well as
Federal agencies. These additional
costs, however. are minimai in both
absalute and relative terms. Indeed. in
many instances, the revisions shouid
reduce audit and compiiance costs.
Furthermors. much of the accounting

work that the revision requires is’
already mandated by other sections of
Clrcular A-122, Clreular A-110, or other
provisions of law. :

lssuad in Washington. D.C.. April 23, 1984
Candice C. Bryant, i
Deputy Associate Director for
Administration.

1. [nsert & new paragraph in
Attachment B, as follows: “B21
Lobbying”

a. Notwithstanding other provisions of
this Circular. costs associated with the
following activities are unallowable:

2.(1) Attempts to influence the
outcomes of any Federal, State. or local
election, referendum, initiative, or
similar procedure. through in kind or
cash contributions. endorsements,
publicity. or similar actvity: -

a.(2) Establishing, administering,
contributing to. or paying the expenses

. of a poiitical party. campaign. poiitical

action committes, or other organization
established (ar the purpase of
influencing tha gutcomes of elections;

a.(3) Any attempt to influence: (i) The
introduction of Federal or state :
legisiation: ot (ii) the enactment or
modification of any peading Federal or
state legislation through communication
with any member or employes of the
Congress or state legislsture (including
efforts w0 influence State or local
officials to engage ixr similar lobbying
activity}, or with any government
official or amplayee in connegtion with
a decision to sign or veto enrolled
legislatdon:

a.(4) Any attempt to influence: (i) The
introduction of Federal or state
legislation: or (ii} the enactment or
modification of any pending Federal or
state lagislation by preparing,
distributing or using publicity or
propaganda, or by urging members of
the ganeral public or any segment
thereof to.contribute to of participate in
any mass demonstration. march, rally,
fundraising drive. lobbying campaign or
letter writing or telephone campaign; or

2.(3) Legislative lizison activities,
including attendancs at legislatdve
sessions or committee hearings,
gathering information regarding
legislation. and analyning the effect of
legislation, when such activities are
carried on in support of or in knowing
preparation for an affort to engage in
unaljowable lobbying.

b. The following activities are
excepted from the coverage of
subparagraph a:

b.(1) Providing a technical and factual
presentation of information on & topic
directly related to the performance of a
grant, contract or other agreement
through hearing testimony, statsments

28

or letters to the Congress or a state
legisiature, or subdivision. member. o -
cognizant staff member thereof, in:
response to & dacumentsd request
(Including & Cangressional Record
notice requesting tastimony or
statements for the record at a regularly .
scheduled hearing} made by the
recipient memoer. legisiative body or
subdivision, or a cognizant steff member
thereof: provided such information is
teadily obtainable and can be readily
out in deiiverable form: and further
provided that costs under this section
Ilor travel, lodging or meals are
unallowable uniess incurred to offer
testimony at a reguiariy scheduled
Congressional hearing pursuant to a
written request for such presentation
made by the Cheirman or Ranking °
Minority Member of the Committee or
Subcommiltee conducting such hearing.

b.{2] Any lobbying made unallowable
bv sectioa a.(3} to influence State
legisiation in order to directly reduce the
cost, or to avoid material impairment of
the organization’s autbority to perform
the grant. contract. or other agreement.

b.(3) Any activity specifically
authorized by stahute to be undertaken
with funds from the graat. contract, or
other agreement.

(1) When an organization seeks
reimbursement for indirect costs. total

(o

113
(3

. lobbying caosts shall be separately

identified in the indirect cost rata
proposal. and thereafter reated as other
unatlowsble activity costs in ’
accordance with the procedures of
paragraph B3 of Attachment A.

¢.(2) Organizations shail submit as
part of their anaual indirect cost tate
proposal a certification that the
requirements and standards of this
paragraph have been complied with.

¢.(3) Organizations shall maintain
adequate records to demonstrate that
the determinavon of casts as being
allowable or unallowable pursuant to
paragraph B2t complies with the
requirements of this Circular.

c.(4) Time logs. calendars. or similar
records documenting the portion of an
empioyee's time that is treated as an
indirect cost shall not be required for the
purposes of complying with
subparagraph c. and the absence of such
records which are not kept pursuaat to
the discretion of the grantes or
contractor, will not serve as a basis for
disallowing claims of allowable costs by
coatesting estimates of unailowahis
lobbying time spent by employees
during any caiendar month unless: (i)
The employee engages in lobbying. as e
defined in subparagraphs a and b, more
than 28% of his compenasated hours of
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procedures for resolving in advance, in
consultation with OMB. any significant

: quelunu ot disagresments concerning

interpretation of this Circular; provided,
howsver, that this shall not be construed
to prevent a contractor ot grantee from

. ,gialer / Vol. 49, No. 83 / Friday, April . -1984 / Notices
" C—
employment dnrina that calendar month:  the interpretation or appHcation of contesting the lawfulness of such o
ot (ii) the organization has materially =  paragraph B2l. Any such advance determination.
misstated allowabls or unallowable ‘resclution shall be binding in any 2 Renumber subsequent paragraphs
costs within the preceding five year subsequant settiements. audits or of Attachment B.
period. investigntions with respect to that GraBt 1y 0y ge12000 Mliid iatest 246 amt
c.{S} Agencies shail cstlblish or contract for purposes of .

(NOTE: This reprint incorporates corrections
that are published in the Federal Register of
Tuesday. May & 1984.|

SRLING COOE 1110-01-i
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DEPARTMENT OF DEFENSE int this Federa] Acquisition Clecular is {4} Aoy attempt to influsace (i) the
-affective July 1, 1984, intoduction of Federal or state -
QGENERAL SERVICES Patricia Q. Schoeul, legislaton. or (ii} the enactment or
ADMINISTRATION Acting Adprinistrator achnmu'Scmau. modification of any pending Federal or
. 8. - Evans, state legisiation by preparing, - :
NATIONAL AERONAUTICS AND Assistant Administrator for Procurement. distributing or using publicity or .
SPACE ADMINISTRATION Mary Aaa Gillsecs. propaganda. or by urging members of %
Deputy Under Secretary of Defanse the general public or ady segment
48 CFR Part 31 (Acquisition Management). . thereof to contribute to or participate in
Federsl Acquisition Circular (FAC) any mass demoasiration. march. rally.
(uous Acourton s s8] 34 s Fedes Scqinton ooy omiona ity
Federal Acquisition Reguistion Regulation (FAR) 83 specified below. () Legislative ligison actvities.

{NOTE: This repnnt incorporaies corrections
that are published in the Fedaral Register of
Tuesday, May 8, 1984.}

AGEnciES: Deparment of Defense
{DoD). General Services Administration
{GSA). Nationai Aeronautics and Space
Administration (NASA).

ACTION: Final rule.

SUMMARY: This Fedaral Acquisition
Circular (FAC) amends the Federal
Acqusition Regulation (FAR) with
respect to ths lobbying cost principle in
the FAR subpart that covers contract
cost principies in contracts with -
commercial organizations.

EPPRCTIVE OATE: July 1. 1984

FOR FURTHER INFORMATION CONTACT:
Roger M. Schwartz. Director. FAR
Secretariat. Room 4041, GS Building,
Washington. D.C. 20408, Telephone (202)
S23=4735.

SUPPLEMENTARY INFORMATION: The
Qffice of Management and Budget’
{OMB) has directed that the agencies
implement the intent and substance of
the OMB Circular A~122 lobbying cost
principie in FAR Subpart 31.2, Contacts
with Commercial Organizations.
Accordingly, the lobbying cost principie
in OMB Circular A~122 has beeg edited
and coaformed o FAR format The
revised cost principie in FAC 842
defines unallowabla lobbying cost
activity in a manner consistent with the
OMB dircular.
List of Subjects in 8 CFR Part 71 -
Goverzment procurement.
Roger M. Scawartz, .
Director, FAR Secretarot. - .
Apnil 28, 1984,

Federal Acquisition Clreviar

{Number 84-2]

Unieses otherwise specified, all
Federal Acquisition Reguiation (FAR)
and other directive material contained

The foilowing is 3 summary of the
amendment: ’

ltem [=Lobbying Costs

The Office of Management and Budget
{OMB) has directed that the agencies
implement the :ntent and substance of
the OMB Circular A-122 lobbying coat
principle in FAR Subpart 31.2, Contracts
with Commercial Organizations.
Accordingiy, the lobbying cost principie
in OMB Circular A~122 has been edited
and conformed to FAR format The cost
principis iz FAR 31.205-22 is revisad to
define unailowabls lobbying cost
actlvity in & manner consistent with the
OMB cireuiar.

Therefore, 48 CFR is amended as sot
farth below.

Authority: 40 U.S.C. 486{c): Chaptar 137, 10
U.S.Cand 42 U.S.C 24583(c).

PART 31—CONTRACT COST
PRINCIPLES AND PROCEDURES

1. Subsection 31.208-22 'u.raviud to
read as follows:

31308-22 Lobbying costa.

(a) Costs associated with the
foillowing activities are unallowable:

{1) Attempts to influence the cutcomes
of any Federal. State, or local election.
refsrendum, initiative, or similar
procedure, through io kind or cash
contributions. endorsements, publicity.
or similar 2cdvities: ‘

(2) Establishing, admm.\atmng.
contributing to. or paying the axpensass
of a political party, campaign. political
action committee. or other crganization
established for the purpose of
influencing the outcomes of electicns:

{3} Any attempt to influenca (i) the

introduction of Federal or state
legistation, or (ii) the enactment or
modification of any pending Federal or
state legisiation through communication
with any member or empioyee of the
Congress or state legislature {including
efforts to influenca state or iocal
officials to engage in similar lobbying
actvity), or witk any government
official or employee in connectdon with
a decision to sign or veto eapolled
legisiation:

including attendance at legisiative
sesgions or committee hearings.
gathering information regarding
legisiation. and anaiyzing the erfect of
legislation. when such activities are
carried on in support of or in knowing
praparation for an effort to engage in
unallowsble activities.

(b] The following activities are
axcapted from the coverage of {a) above:

(1) Providing & technicai and factual
presentstion of informaton on a topic
directly telated to the performance of &
contract through hearing testimony,
statements or letters to the Congress or
a state legislature. or subdivisicn,
member. or cognizant staff member
thereof. in response to 8 documented
request (including a.Congressionai
Record notice requesting testimony or

. statements for the record at a reguiarly
- scheduled hearing) made by the

racipient member. legisladve body or
subdivision. or a cognizant staff member
thersof: pravided such information is
readily obtainable and can be readily
put in deliverabie form: and further
provided that costs under this section
for transportation, lodging or meals are
unallowable uniess incurred for the
purpose of offering tastimony at a
reguiarly scheduled Congressional
hearing purscant to a written request for
such presentation made by the
Chairman or Ranking Minority Member
aof the Committee or Subcommittee
conducting such hearing.

(2) Any lobbying made unallowsble

* by (a)(3) above to influencs state

legislation in order to direcily *sduce
contract cost, or 0 svoid matenal
impairment of the contractor's au:homy
to perform the contract.

{3) Any activity specifically
authorized by statute tc be undmaken
with funds from the contract.

(c} When a contractor seeks
reimbursement for indirect costs, total

lobbying costs shail be separately -».
idendfied in the indirect cost rate .
propasal. and thereafter treated as other
unallowable activity costs.

(d) Contractors shail submit as part of >

their annuasl indirect coat rate propasals
a cartification that the requirements and
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standards of this subsection have been subsection, and the absencs of such allowsble or unslicowable costs within
compiied with. records which are not kept pursuant to the preceding five year period.

{e) Contractors shall maintain the discretion of the contrsctor will not (3) Existing procedures should be
adequate records to demonstrats that serve as a baasis for disallowing utilized to resolve in advance any -

the certification of casts aa being
-allowsble or unallowable pursuant to
this subsection complies with the
requirements of this subsection. .

{f] Time logs. calendars, or similar
records documesting the portion of an
empioyee’s time that is treated 28 an
indirect cast shail aot be required for the

A purposes of complying with this

allowabls costs by contesting estimates
of unallowable lobbying tima spent by
empioyess during any caiendar month
unless: (1) the employes engages in
labbying, as defined in (a) and (b)
above. more than 25% of the emplayes's
compensated hours of employment
during that calendar month: or (2} the
organization has materially misstated

significant questons or disagreements
concerning the interpretation or
appiication of this subsection.

m h 24011042 Pliod =300 10298 smi

[NOTE: This reprint !ncotpéntn corrections

that are published in the Federal Register of
Tuesday. May 8. 1384.)

SRLSN COOE S835=8 14
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APPENDIX .

Tuesday
July 8, 1980

.| Nots: This reprint incorperates
| carrections pubiished at 48 FR 1718§,
Tuesday, March 17, 1981, b

~ Part Il

Office of o
Management and
Budget

Clrcular A=122, “Cost Principles tor
. Nonprofit Organizations”

* OriginAl A-izz
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OFFICE OF MANAGEMENT AND . public comments. The more significant cognizant agency and the recipient to
SUOGET cAhang:;. to thAo bagit:’ Circylar and gego!iate when there 13 no basis for

“ itachment A include: etermining the fair market value of the
mﬂt"‘u “Cost Principies for 1. Paragraph 2. “Supersession” was services rendered, and to permit indirect
Nonprofit Organizstions added to the basic Circular to make it costs allocated to donated services to be

{Note: This reprint incorporsies corrections
published st 46 FR 17185, Tuesday. March 17,
1881.]

Agancy: Office of Management and
Budget.

acmion: Final Policy.”

suMMARY: This notice advises of a new
OMB Circular dealing with principles for
determining costs of grants, contracts.
and other agreements with nonprofit
organizations. .

The Circular is the product of an
interagency review conducted overa .
two-year period. Its purpose is to
provide a set.of cost principles to
replace existing principles issued by
individual agencies. These have often
contained varying and conflicting
requirements. and created confusion
among agency administrators. suditors,
and nonprofit officials. The new Circular
will provide a uniform approach to the
problem of determining costs, and
promote efficiency and better
understanding between recipients and
the Federal Government.
erracTivE OATE: The Circular becomes
sffective on issuance.

FOR FURTHER INFORMATION CONTACT:
Paimer A. Marcantonio. Financial
Management Branch, Office of
Management and Budget. Washington,
D.C. 20503, (202) 395-4773.
SUPPLEMENTANY INFORMATION: Befdre
the Circular became final there was
extensive coordination with the affected
nonprofit organizations, professional
sssociations, Federal agencies and
others. All interested persons were
given an opportunity to comment on the
proposed Circular through informal
consultations and a notice in the Federal
Register. In response (0 our requests for
comment. we received about 100 letters
from Federal agencies, nonprofit
organizations, associations, and other
interestied members of the public. These
comments were considered in the final
version of the Circular. There follows a

- summaty of the major comments and the
action taken on each.

in addition to the changes described.
other changes have been made to
improve the clarity and readability of
the Circular. To the extent possible, we
have iried to make the language of this
Circular consistent with that of cost
principles for educationai institutions
{Circular A-21), and State and local
governments {Circular 74-4).

Summary of Significant Changes:

Set forth are changes that have been
made in the finat Circular as a result of

clear that this Circular supersedes cost
principles issued by individual agencies.

2. Paragraph 4 of the basic Circular
has been amended to make it clear that
the absence of an advance agreement on
any element of cost will not in itself
affect the reasonableness of allocability
of that element. Also, this paragraph
was amended to make it clear that
where an item of cost requiring prior
spproval is specified in the budget,
spproval of the budget constitutes
approval of the cost.

3. Paragraph 5 of the basic Circular
has been changed to remove any doubt
as to which nonprofit organizations
would not be covered by the Circular.
Now. Appendix C to the Circular lists all

-exciusions.

4. Paragraph 8 was added to the basic
Circular 10 permit Federal agencies to
request exceptions from the .
requirements of the Circular.

S. Paragraph E.2. was added to
Attachment A to cover the negotiation
and approval of indirect cost rates, and
to provide for cognizance arrangements.

The more significant changes to'
Attachment B to the Circular include:

1. Paragraph 6, Compensation for
Personal Services, was modified to:

a. Permit Federal agencies 10 accept a
substitute system for documen
personnel costs through means other
than personnel activity reports.

b. Clarify provisions covering the
allowability of costs for unemployment
compensation or workers'
compensalion, and costs of insurance
policies on the lives of trustees, officers,
or other employees.

c. Make unallowable any increased
costs of pension plans caused by
delayed funding.

d. Delete a paragraph desling with
review and approval of compensation of
individual employees.

2. Paragraph 7. Contingencies, was
changed to make it clear that the term
“contingency reserves” excludes self-
insurance reserves or pension funds.

3. Paragraph 10 was modified to
provide that the value of donated
services used in the performance of a
direct cost activity shall be allocated a
share of indirect cost only when (a) the
aggregate value of the service is
malerial, (b) the services are supported
by a significant amount of the indirect
cost incurred by the organization, and
(c} the direct cost activily is not pursued
primarily for the benefit of the Federal
Government. Provisions were also
added 1o this paragraph for the

~

33
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charged to en agreement or used 1o meet
cost sharing or matching requirements.
4. Paragraph 13, Equipment and Other
Capital Expenditures. was changed.
Capital equipment is now defined as .
having an acquisition cost of $500 and a G
useful life of more than two years. ‘ 3
S. Paragraph 24, Meetings,
Conferences. The prior approval
requirement for charging meetings and
conferences as a direct cost was
deleted. A sentence was added to make
it clear such costs were allowabie
provided they meet the criterion for the
allowability of cost shown in
Attachment A.
6. Paragrsph 268. Organization Costs.
was amended ta provide that
organization costs may be ailowable
when approved in writing by the
awarding agency.
7. Paragraph 28. Page Charges in
Professionai fournals, was revised to
provide that page charges may be
allowable.
8. Paragraph 38. Public Information
Service Costs, was madified to make
public information costs allowabie as
direct costs with awarding agency
approval.
9. Paragraph 42, Aental Costs. was
rewritten to:
8. Make it clear that rental costs
under leases which create a material
equity on the leased property are
allowable only up to the amount that the
organization would have-been allowed
had it purchased the property: e.g..
depreciation or use allowances.
maintenance. taxes. insurance, etc.
b. Clarify the criteria for material
equity leases. ,
10. Paragraph 50, Trave! Costs. was
amended to delete the prior approval
requirement for domestic travel. In
addition to the above..a number of
editorial changes were made to the
original document.

Suggested Changes Not Considered
Necessary. :

Comment. Several respondents
questioned the provision that, for “less
than arm's length" leases, rental costs
are allowable only up to the amount that
would be allowed had title to the 4
property been vested in the grantee
organization. In their opinion this rule
will result in unnecessary cost to the
Federal Government, since it would
encourage an organization to lease
space on the commercial market at a
higher rate.

I

13
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Respunse. The cost principles are

- designed to caver most situations:

however, there are always exceptions
that must be considered on a-case-by-
case basis. The Circular contains a

_provision for-Federal agencles to request

excepllons.

- Comment. Several’ respondems :
questioned why interest is not an
allowable cost. since it is an ordinary
and necessary cost of doing business.

Response. 1t has been a longstanding
poiicy not to recognize interest as a cost.
However. this poticy has recently been
revised for State and local governments
in Circular 74-4. with respect to the cost
of office space. The revision provides
that “rental” rates for publicly owned
buildings may be based on actual costs,
including depreciation, interest,
operation and maintenace costs, and

other allowable costs. This revision was -

under consideration for some time. It
was studied extensively by OMB. the
General Accounting Office and others,
and considerable analysis went into its
formulation. Suggestions for extending it
1o nonprofit organizations would have to
be examined with equal care. This has
not yet been done: and we were
reluctant to further delay issuance of
this Circular. ‘s,
Comment. Several respondents
questioned why public information costs
were not allowable as an indirect cost.
Response. Public information costs
are often direct services 1o an
organization's other programs. They are
allowable, however, as a direct charge

when they are within the scope of work .

of a particular agreement.

Comment. One respondent suggested
that smaller grantees be excluded from
complying with the Circular.

Response. Similar rules for the 50
selected items of cost would be needed
regardless of the size of the grantee. To
the extent possible, the Circular
pravides simplified methods for smaller
grantees.

Comment. One respondent said the
requirements of the Cost Accounting
Standards Board should be applied to
cover contracts with nonprofit T
organizations.

Response. [t is unlikely that the lype
of grantees covered by this Circular
would have contracts large enough to be
covered by the CASB. In the event that -

they do. however. the regulations of the _

CASB wouid apply. .

Comment. One respondent said the
ailocation of mdnrect cost to donated
services would pose a tremendous

- difficulty t0 the organization. The-

organization relies on a corps of.
approximately 8,000 committee members
to carry out obligations in response to
Covernment requegts. Thereis no

employer relationship in the
arrangements for this assistance, nor are
there commitiee members normally
reimbursed for such services. Further, it
was pointed out the committee members

-spend many thousands of hours outside

the organization’s premises conducting
research.

Response. It would appear that this
type of committee arrangement would
not be considered in the determination
of the organization's indirect cast rate
provided that Federal agreements do not
bear an unreasonable share of indirect
cost. However, the cognizant agency
will be responsible for evaluating the
allocation of indirect cost where there
are committee-type arrangements on a
case-by-case basis.

Comment. One respondent suggested
that wherever possible the language in
the Federal Procurement, Reguiations be
used for nonprofit organizations.

Response. The language in the Federa/
Procurement Regulotions was
designated primarily for commercial .
firms, and ia not necessarily well suited
to nonprofit organizations. At the
suggestion of the General Accounting
Office, the nonprofit cost principles
were writfen to conform as closely as
possible to those of educational
institutions {Circular A-21), and State
and local governments (Circular 74-4).
John |. Lordan,

Chis/f, Financial Management Branch. .

[Clrcular No. A-122]

fune 27, 1880

To The Heads of Executive
Departments and Establishments

Subject: Cost principles for nonprofit
organizations. -

1. Purpose. This Circular establishes
principles for determining costs of
grants, contracts and other agreements
with nonprofit organizations. It does not
apply to colleges and universities which
are covered by Circular A-21; State.
local, and federally recognized Indian -
tribal governments which are covered
by Circular 74—4; or hospitals. The
principles are designed to provide that
the Federal Government bear its fair -
share of costs except where restricted or
prohibited by law. The principles do not
attempt to prescribe the extent of cost
sharing or matching on grants, contracts,

or other agreements. However, such cost

sharing or matching shall not be
accomplished through arbitrary
limitations on individual cost elements

- by Federal agencies. Provision for profit _

or other increment above cost is outside
the scope of this Circular.

2. Supersession. This Circular
supersedes cost principles issued by

individual agencies for nonprofit
organization.

3. Applicability. a. These principles
shall be used by all Federal agencies in -
determining the costs of work performed
by nonprofit organizations under grants,
cooperative agreements, cost
reimbursement contracts, and aother
contracts in which costs are used in
pricing, administration. or settlement.

. All of these instruments are hereafter

referred to as awards. The principles do
not apply to awards under which an
organization is not required to account
to the Government for actual costs
incurred.

b. All cost reimbursement subawards
(subgrants, subcontracts. etc.} are
subject to those Federal cost principles
applicable to the particular organization

. concerned. Thus. if a subaward is to a

nonprofit organization, this Circular
shall apply:; if a subaward is to a
commercial organization. the cost
principles applicable to commerciai
concerns shall apply: if a subaward is to
a college or university, Circular A-21
shall apply: if a subaward is to a State,
local. or federally recognized Indian
tribal government, Circular 74—4 shall
apply.

4. Definitions. a. “Nenprofit
organization” means any corporation.
trust, association, cooperative. or other
organization which {1} is operated

_primarily for scientific, educational,

service, charitable, or similar purposes
in the public interest; (2} is not
organized primarily for profit: and (3)
uses its net proceeds to maintain,

-improve. and/or expand its operations.

For this purpose, the term “nonprofit
organization” excludes (i} colleges and
universities; (ii) hospitals: (iii) Staie,
locsal, and federally recognized Indian
tribal governments; and (iv) those-
nonprofit organizations which are
excluded from coverage of this Circular
in accordance with paragraph 5 below. -
b. “Prior approval” means securing
the awarding agency’s permission in
advance to incur cost for those items -
that are designated as requiring prior
approval by the Circular. Generally this
permission will be in writing. Where an
item of cost requiring prior approval is

-specified in the budget of an award.

-approval of the budget constitutes
approval of that cost.

5. Exclusion of some nonprofit
organizations. Some nonprofit
organizations, because of their size and

* nature of operations. can be considered

to be similar to commercial concerns for
purpose of applicability of cost
principles. Such nonprofit organizations
shall operate under Federal cost
principles applicable to commercial
concerns. A listing of these
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organizations is contained in
Auachment C. Other arganizations may
be added from time to time.

6. Responsibilities-Agencies
respongsible for administering programs
that involve awards to nonprofit
organizations shall implement the
provisions of this Circular. Upon
request. implementing instruction shall
be furnished to the Office of
Management and Budget. Agencies shall
designate a liaison officiai to serve as
the agency representalive on matters
relating to the implementation of this
Circular. The name and title of such
representative shall be fumished to the
Office of Management and Budget
within 30 days of the date of this
Circular.

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

Attachment A—General Principles

Attachment B-=Selected Items of Cost

Attachment C—Nonprofit
Organizations Not Subject to This
Circular

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

9. Effective Date. The provisions of -
this Circular are effective immediately.
Implementation shall be phased in by
incorparating the provisions into new
awards made after the start of the
organization's next fiscal year. For
existing awards the new principles may

" be applied if an organization.and the
cognizant Federal agency agree. Earlier
implementation, or a delay in
implementation of individual provisions
is also permitted by mutual agreement
between an organization and the

cognizant Federal agency.
10. /nquiries. Further information
concerning this Circular may be -

obtained by contacting the Financial
Management Branch. Budget Review
Division, Office of Management and
Budget, Washington, D.C. 20503,
telephone (202) 395-4773.

James T. Mcintyre, Jr..

Director.

|Circuiar No. A-122]

Altachment A

Genersl Principles
Table of Contents
A. Basic Considerations

1. Composition of total costs

2. Factors affecting allowability of costs
3. Reasonable costs

4. Allocable costs.

5. Appiicable credits
8. Advance understandings

B. Direct Costs
C. Indirect Costs

D. Allocation of Indirect Costs and
Determination of Indirect Cost Rates

1. General

2. Simplified allocation method

3. Multiple allocation base method
4. Direct allocation method

§. Special indirect cost rates

E. Negotiation and Approval of Indirect Cost
Rates

1. Definitions

2. Negotistions and approval of rates
(Circular No. A-122)

Attachment A
General Principles

A. Basic Considerations.

1. Composm'on of total cosis. The totai cost
of an award is the sum of the allowable
direct and allocable indirect costs less any
applicable credits. .

2. Factors affecting allowability of costs.
To be sllowable under an award. costs must
meet the following general criteria:

a. Be reasonable for the performance of the

award and be ailocable thereto under these -

principles.

b. Conform to any iimitations or exclusions
set forth in these principies or in the award
as to types or amount of cost items.

c. Be consistent with policies and
procedures that apply uniformly to both
l‘adenlly financed and other activities of the
organization.

d. Be accorded consistent treatment.

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

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

8 Be adequateiy documented.

3. Reasonable costs. A cost is reasonable
if. in ite nature or amount, it does not exceed
that which would be incurred by a prudent
person under the circumstances prevailing st
the time the decision was made to incur the
costs. The question of the reasonableness of
specific costs must be scrutinized with
particular care in connection with
organizationa or separate divisions thereof
which receive the preponderance of their
support from awarda made by Federsal
egencies. In determining the reasonableness”
of a given cost, consideration shal] be given
to:

a. Whaether the cost is of a type generally

ized as ordinary and aecessary for the
operation of the organization or the
performance of the award.

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

¢. Whether the individuals concerned acted
with prudence in the circumstances.
considering their responsibilities to the
vrgamzation, its members. employees, and

- 35 -

clients, the public at large, and the
Government.
d. Significant deviations from the
established practices of the organization N
which may unjustifi lbly increase the award <,
costs. b
4. Allocabie costs. . =
- a. A cost ia allocable to a particular cost
objective. such as a grant, project. service. or win
other activity. in accordance with the reiative ot
benefita received. A ccst is allocable o a 3
Government award if it is treated °
consistently with octher costs incurred for :he
same purpose in like circumatanzes and if i:
(1) Is incurred specifically for the award.
(2) Benefits both the award and other work
and can be distributed in reasonable
proportion to the benefits received. or
{3) Is necessary to the overall operation of
the organization. although a direct
relationship to any particuiar cast objective
cannot ba shown.
b. Any cost allocable to a particuiar award
or gther cost objective unaer in2se principres
may not be shifted to other Facaral awards o
overcome funding deficiencies. or to avoid
cestrictions imposed by iaw or oy the :erms
of the award.
5. Applicable credits.
a. The term spplicable credits refers i0
those receipts, or reduction of expenditures
which operate to offset or reduce expense
items that are allocable to awards as direct
or indirect costs. Typicai examples of such
transactions are: purchase discounts. rebates
or allowances, recoveries or indemnities on

. losses, insurance refunds. and adjustments of

overpayments or erroneous chargu To the
extent that such credits accruing or rereived
by the arganization reiate to atlowable cost
they shail be credited to the Government
either as a cost reduction or cash refund as
appropriate.

b. In some instances. the amounts receiveuy
from the Federal Government to finance
organizational activities or service operativns
should be treated as applicable credits.
Specificaily. the concept of netting such
cradit items against related expenditures
sktould be applied by the organization in
determining the rates or amounts to be
charged to Federal awards for services
rendered whenever the facilities or other
resources used in providing such services
have been financed directly. in whole or in
part, by Federal funds. -

(c) For rules covering program income
(i.e.. gross ihcome earned from federally -
supported activities) see Attachment D of
OMB Circular A-110.

8. Advance understandings. Under any
given award the reasonableness and
allocability of certain items of costs may be
difficult to determine. This is particularly true
in connection with organizations that receive
a preponderance of their support from e
Federal agencies. In order to avoid .
subsequent disallowance or dispute based on
unreasonableness or nonallocability. it is
often desirabie to seek a written agreement
with the cognizant or awarding agency in
advance of the incurrence of special or
unusuai costs. The absence of an advance
agreement on any element of cos: will not, in
itself, affect the reascnableness or
allocability of that element.

‘¢
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8. Direct Costs

1. Direct costs are those thai canbe
identified specificaily with a particular final
cost objective: i.e.. a particular award,
project. service. or other direct activity of an
organization. However. a cost may not be
assigned to an award af a direct cost il any
other cost incurred for the same purpose. in
like circumnstances. has.been sllocated to an
award us an indirect cost. Costs identified -
specifically with awards are direct costs of '
the awards and are lo be assigned directly
thereto. Custs identified specifically with
uther finul cost objectives of the organization
are direct costs of those cost objectives and
are not to be assigned to other awards

. directly or indirectly.

2. Any direct cost of a minor amount may
be ireated as an indirect cost for reasons of
practicality whaere the accounting treatment
for such cost is consistently applied to all
final cost objectives. -

3. The cost of certain activities are not

" allowable as charges to Federal awards (see,

_for example, fund raising costs in paragraph

19 of Attechment B). However, even though
these costs are unallowable for purposes of
computing charges to Federal awards, they
nonetheless must be trested as direct cost for
purposes of determining indirect cost rates
and:be allocated their share of the: -
organization's indirect costs if they represent’
activities which (1) include the salaries of
personnel, (2) occupy space. and (3) benefit
from the organization’s indirect costs.

4. The costs of activities performed
primarily as a service to members, clients, or
the general public when significant and
necesssty to the urganization's mission must
be trented as direct costs whether or not
allowable and be allocaied an equitable
share of indirect costs. Some exampies of
these types of activities include:

a. Maintenance of membership rolls.
subscriptions. publications. and teiated
functions.

b. Providing services and lnformanon o
members, legisiative or adnuruslnuvc
bodies. or the public.
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in like circ;mutancel. has been assigned to .

an award as a direct cost.

2. Because of the diverse characteristics.
and accounting practices of nonprofit
organizations, it is not possibie to specify the
types of costs which may be classified as
indirect cost in all situations. Howevar.
typical examples of indirect cost for many

. nonprolit organizations may include

depreciation or use allowances on buildings
and equipment, the coats of operating and
maintaining facilities, and general
administration and general expenses. such as
the salaries and expenses of executive

_officers, personnel administration. and

accounting.

D. Allocation of Indirect Costs and
Determination of Indirect Cost Rates.

1. Generual,

a. Where a nonprofit organization has only
one major function. or where all its major
functions benefit from its 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 paragraph 2
below.

b. Where an organization has severai major

'funcuon: which benefit from its indirect costs
" in varying degrees. allocation of indirect

costs may require the accumulation of such
costs into separate cost groupings which then

-are allocated, individually to benefiting

functions by means of a base which best -

. measures the relative degree of benefit. The.

indirect costs allocated to each function are
then distributed to individual awards and
other activities included in that function by
means of an indirect cost rate(s).

¢. The determination of what constitutes an
organization's major functions will dopand on
its purpose in being: the types of services it .
renders to the public. its clients; and its
members: and the amount of effort it devotes

. to such activities as fund raising, public

c. Promotion. lobbying. and other fomn of :

public-retations.
d. Meetings and conferences except those

held to conduct the general admtmalntion ol .

the organization.
3. Maintenance. protection, and investment

of speciai funds not used in opcnuon of thc

crganization.

{. Administration of group benefits on
behalf of members or clients including life
and hospital insurance. anauity or retirement
plans. financial aid, elc.

C. Indirect Cost.

1. Indirect costs are those that hlve bm
incurred for common or jéint objectives and
cannot be readily identified with a Patticular.
. final cost objective. Direct cost of minor

" ~»- amounts may be treated as indirect costs-:

under the conditions described in paragraph
B.2. above. After direct costs have been
determined and assigned directly to awards
or other work as appropriate, indirect costs
are those remaining to be gllocated to .
benefiting cost objectives.]A cost may not be
allocated to an award as an indirect cost if
any other cost incuired for the same purpose.

- information end membership activities.

d. Specific methods for allocating indirect
costs and computing indirect cost rates along
with the conditiona under which each method
should be used are described in paragraphs 2
through § below.

e. The base period for the allocation of
indirect costs is the period in.which such:
costs are incurred and accumulated for
allocation o work performed in that period.
The base period normally should coincide

with the organization's fiscal year, but in any

event. shall be so selected as to avoid
inequities in the allocation of the costs.

2. Simplified allocation method.

&, Where an organization's major fnncllona
benefit from its indirect costs to -

- approximately the same degree, the

altocation of indirect costs may be
accomplished by (i) separating the *

" organization's total costa for the base period

as either direct or indirect. and {ii) dividing
the total allowable indirect costs (net of
applicable credits) by an equitable .
distribution base. The resuit of this process is
an.indirect cost rate which is used to |

. distribute indirect costs to individual lwnr;in.
" 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 an organization has only one major’ .
function encompassing a numberof |
individual projects or activities, and may be
used where the level of Federal awards to an
organization is relatively small.

b. Both the direct costs and the indirect
coats shall exclude capital expenditures and
unallowable costs. However, unallowable
costs which represent activities must be
included in the direct costs under the
conditions described in paragraph B.3. above.

c. The distribution base may be total direct
costs (exciuding capitai expenditures and
other distorting items. such as major
subcontracts or subgrants), direct salaries
and wages. or other base which resuits in an
equitabie distribution. The distribution base
shall generally exclude participant support
costs as defined-in paragraph 29 of
Attachment B.  ~ _

d. Except where a special rate(s] is
required in accordance with paragraph D.3
below. the indirect cost rate developed under
the above principles is applicaole to aii
awards at the organization. f a speciai
rate(s) is requmd. appropriate modifications -
shall be made in order to develop the specxal
rate(s).

3. Multiple cllocation base method.

a. Where an organization's indirect costs -
benefit its major functions in varying degrees.
such costs shail be accumuiated into separate
cost groupings. Each grouping shall then be
atlocated individually 10 benefiting functions
by means of a base which best measures the
relative benefits.

b. The groupings shall be established so as
to permit the allocation of esch grouping on
the basis of benefits provided to the major
functions. Each grouping 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 beld within practical
limits, taking into consideration the
materiality of the amounts involved and the
degree of precision desired.

¢ Actual conditions must be taken into
account in selecting the base to be used in.
allocating the expenses in each grouping to
benefiting functions. When an allocation can:
be made by assignment of a cost grouping
directly to the function benefited. the
aliocation shail be mads in that manner. -
When the expenses in a grouping are more
general in nature. the allgcation should be

. made through the use of a seiected base

which produces results that are equitabie to
both the Government and the organization. in
general, any cost element or cost related
factor sssociated with the organization's
work is potentielly adaptable for.use as an -
allocation base provided (i) it can readily be
expressed in terms of dollars or other - -
quantitative measures (lotal direct costs.
direct salaries and wages. staff hours appiied.
square [eet used, hours of usage. number of
documents processed, population served, and
the like} and (ii} it is common to the -
benefiting functions during the base period.

d. Except where a special indirect cost .
rate(s) is required in accordance with
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vataggaph 1).5 helow. the separate groupings
of indirnet Loste allocated to wach major .
tunetion shell be sggreguted and treated as o
cammun pool for thai function.. The costs in
the common gool shall then be distributed to
individual 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 total direct costs (excluding capital
expenditures and other distorting items such
as major subcontracts and subgrants), direct
sataries and wages, or other base which
results in an equitable distribution. The
distribution base shall generally exclude
parucipant support costs as defined in
paragraph 29, Attachment B, An indirect cost
rate shouid be developed for 2ach separate
indirect cost pool developed. The rate in each
case should be stated as the percentage
which the amount of the particular indirect
cost poot is of the distribution base identified
wilh that pool.

4. Direct eiffocation method. :

4. Some nonprofit organizations. treat ail
costs as direct costs except general
administration and general expenses. These
organizations generally separate their costs
into three basic categories: {i) Gdneral
administration and general expenses, (ii)

" fund raising. and (iii) other direct functions
lincluding projects performed under Federai
awards]. [oint costs. such as depreciation,
rental costs. operation and maintenance of
facilities. teiephone expenses. and the like
are prorated individually as direct costs to
each category and to each award or other
activity using 8 base most appropriate to the
particular cost being prorated.

b. This method is acceptable provided each
joint cost is prorated using a base which
accurately measures the benefits provided to
each award or other activity. The bases-must
be established in accordance with reasonable
criteria, and be supported by current data.
This method is compatible with the
Standards of Accounting and Financial
Reporting for Voluntary Health and Welfare
Orgnnizations isaued jointly by the National
Health Council. inc.. the National Assembiy
of Voluntary Health and Social Welfare
Crganizations. and the United Way of
America.

<. Under this method. indirect costs consist
exclusively of general adminisiration and
general expenses. In ail other respects, the
organization’s indirect cost rates shall be
computed in the same manner as that
described in paragraph D.2 above.

5. Specicl indirect cost ratgs. In some .
instances. a single indirect cost rate for all
activities of an organization or for each major
function of the organization may not be
appropriate, since it would not take into
account those different factors which may
substantially affect the indirect costs
applicable to a particular segment of work.
For this purpose. a particular segment of
work may be that performed under a single
award or it may consist of work under a
group of awards performed in a common
environment. 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
scientific disciplines or technical skills

involved. the organizational arrangements
used, or any combination thereof. When a
purticular segment of work is-performed in an
environment which appears to generate a
significantly different level of indirect costs,
provisions should be made for a saparate
indirect cost pool applicable to such work.
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 it is determined that (i} the rate
differs significaritly fram that which would
have been obtained under paragraph D.2. 3,
and 4 above, and (i) the voiume of work to
which the rate would apply is material.

E. Negotiation and Approval of indirect Cos
Rates. .

1. Definitions. As used in this section. the
following terms have the meanings set forth
below:

a. “Cognizant agency” means the Federal
agency responsible for negotiating and
approving indirect cost rates for a nonprofit
organization on behalf of ail Federal
agencies.

b. “Predetermined rate” means an indirect
cost rate, applicabis to a specified current or
future period, usuaily the organization’s fiscal
year. The rate is based on an estimate of the
costs to be incurred during the period. A
predetermined rats is not subject to
adjustment.

c. "Fixed rate” means an indirect cost rate
which has the same characteristics as a
predetermined rats, except that the difference
between the sstimated costs and the actual
costs of the period covered by the rate is

carried forward as an adjustment to the rate *

computation of a subsequent period.

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

e. "Provisional rate” or billing rate means &
temporary indirect cost rate applicable to a
specified period which is used for funding,
interim reimbursement. and reporting indirect
costs on awards pending the establishment of
a final rate for the period. :

f. “Indirect cost proposal” means the
documentation prepared by an organization
to substantiate its claim for the
reimburssment of indirect costs. This
proposal provides the basis for the review
and negotiation leading to the eatablishment
of an organization's indirect cost rate.

8. “Cost objective” means a function.
organizational subdivision. contract, grant. or
other work unit for which cost daia are
desired and for which provision is made to
accumulate and measure the cost of
processes. projects, jobs and capitalized
projects.

2. Negotiation and approval of ratas.

a. Unless different arrangements are
agreed to by the agencies concerned. the
Federal agency with the largest doilar value
of awards with an organization will be
designated as the cognizant agency for the
negotiation and approval of indirect cost
rates and, where necessary. other rates such
as fringe benefit and computer charge-out
rates. Once an agency is assigned cognizance
for a particular nonprofit organization, the
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assignment will not be changed unless there

is a major long-term shift in the dollar volume
of the Federal awards to the organization. All
concerned Federal agencies shall be given the

-apportunity to participate in the negotiation

process, but after a rate has been agreed
upon it will be accepted by all Federal
agencies. When a Federal agency has reason
to believe that special operating factors
affecting its awards necessitate special
indiract cost rates in accordance with
paragraph D.5 above, it will. prior to the time
the rates are negotiated. notify the cognizant
agency.

b. A nonprofit organization which nas noi
previously established an indirect cost rate
with a Federal agency shall submit its instial
indirect cost proposai to the cognizant
agency. The proposal shall be submitted as
soon as possible after the organization is
advised that an award will be made and. in
no event. later than three months after the
effective date of the award,

c. Organizations that have previvusly
established indirect cost rates must submu: 3
new indirect cost proposal to the cognizant
agency within six months after the ciose of
each fiscal year.

d. A predetermined rate may be negotiated
for use on awards where there is reasonabie
assurance, based on past experience and
reliable projection of the organization's costs.
that the rate is not likely to exceed a rate
based on the organization's actuai costs.

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

f. Provisional and final rates shail be
negotiated where neither predetermined nor
fixed rates are appropriate. -

g- The resuits of each negotiation shall be
formalized in a written agreement between
the cognizant agency and the nonprofit
orgenization. The cognizant agency shail
distribute copies of the agreement to all
concerned Federal agencies.

h, If a dispute arises in a negotiation of an
indirect cost rate between the cognizant
agency and the nonprofit organization. the
dispute shail be resolved in accordance with
the appeais procedures of the cognizant ’
agency.

i. To the extent that probiems are
encountered among the Federal agencies in
connection with the negotiation and approval
process, the Offica of Management and
Budget will lend assistance as required to

- resolve such problems in a timely manner.

{Circuiar No. A-122}
Attachment B
Selected Rems of Cost

Table of Contents

1. Advertising costs
2. Bad debts
3. Bid and proposal costs {reserved) N
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4. Bonding costs

8. Cammunication costs

8. Comgensation for penonal services

7. Contingency provisions
8. Contributions

8. Depreciation and uu aklowams

10. Donations o

11. Employee marale. bulth lnd wall’arc -
" costs and credils

12. Entertainment costs ’

13. Equipment and other capml exyendltures

“14. Fines and penalties

1$. Fringe benefits

16. ldle facilities and idle capacny

17. Independent research and developmm
(reserved)

18. [nsurance and mdemmfcauon .

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

20. Lsbor relations costs . .

21. Losses on other awards . .

22. Maintenance and repair costs

23. Muterials and supplies

24. Meetings. conferences s

25, Memberships, subscriptions, and
professional activity costs

28. Orgenization costs

27. Overtime. extra-pay shift, and multilhlft
premiums

28. Page charges in profeuwnai |ourlmll

29. Participant support costs ..

30. Pstent costa

31. Pénsion plans - - -

32 Plant security costs )

33. Preawcrd costs -

34, Professional service costs : .

35. Profits and losses on disposition of .
depreciable property or ather npml
assets

36. Public information service cnm -

37. Publication and printing coste

38. Rearrangement and aiteration costs

39. Reconversion costs

40. Recruiting costs .

41. Relocation costs ) ,

42, Rental costs .

. 43. Royaities und other costs for use of .

putents and copyrights
44. Severance pay
45. Specialized service facilities

48. Tuxes - P

47. Termination costs

. 48. Training and education costs. o

49. Transportation costs .
50. Travel costs .

|Circular No. A-122]
Attechment B

‘Selected Items of Cost
Paragraphs 1 through 50 provide pnncaplcs‘ .

to be applied in establishing the allowability
of certain items of cost, These principles
apply whether a cost is treated as direct or
indirect. Failure to mention a particular item
of cost is not intended to imply thatitis

. unaliowable: rather determinationasto. =
ailowability in each case should be based on .

the treatment ot principles provided for
simitar.or related items of cost.

1. Advertising costs.

a. Advertising costs mean the costs of -
media services and associated costs. Media -

advertising inciudes magazines. newspapers..

radio and television programs. dlm:! mail, .
exhlblls. and the llke .

e

~ hardship pay. and cost of li

. .similar work in the omwuunn s other

b. The only advertising costs allowable are
those which are solsly for {i) the recruitment
of personnel when considered in conjunction
with ali other recruitment costs, as sat forth
in paragraph 40 (ii) the procurement of goods
and services: (iii) the disposal of surplus -
materiale scquired in the performance of the .
award excapt when organizations are -
reimbursed for disposals dt a predetermined -

" amount in accordance with Attachment N of.”
OMB Circular A-110; or (iv) specific.

requirements of the award.

2. Bad debts. Bad debts, lncludmg losses
{whether actual or estimated) arising from
uncollectible accounts and other claims.
related collection costa, and reiued legal
costs, are unatlowable.

3. Bid and proposal costs. (reserved)

- _4. Bonding coats.

" a; Bonding costs arise when the .
Government requires assurance against

-~ financial loss 10 itself or othars by reason of

the act or default of the organization: They .

‘arise also in instances where the organization
requires similar assurance. Included are such

bonds as bid. performance. payment.

. advance payment. infringement, and fidelity

bonds.

b. Costs of bonding required pursuant to
the terms of the award are allowable.

c. Costs of bonding required by the )
organization in the general conduct of its -

.operations are ailowaeble to the extent that

such bonding is in accordance with sound

- ‘business practice and the rates and- premiums

are reasonable under the circumstances.
-8. Communication costs. Costs incurred for

* --ielephone services. local and long distance
.+ telephone calls, telégrams, radiograms. -

postage and the like. ars ailowable.

6. Compensation for personal ssrvices. - "
© o Dofinm'on. Compensation for personal -
-sarvices includes all compensation paid

currently or accrued by the organization for
services of employees rendered during the

~. period of the award {except as otherwise
provided in paragraph g. below). it includes,

byt is not limited to. salaries. wages.
director's and executive committee member's
fees. incentive awards, fringe benefits.
pension plan costs, allowances for off-site
pay, incentive pay, location allowances.
d:ﬂmtu_ls. :

b. Allowability. Except as otherwise

specifically provided in this paragraph, the -

costs of such oompomauon are allowable to
the sxtent that:

(1] Total compensation ta mdmdul
employees is reasonabie for the services.
rendered and conforms to the established
policy of the organization consistently
applied to both Government and non-

_ Government activities; and

{2) Charges to awards whether treated as .
direct or indirect costs are determined and
supported as required in this paragraph.

¢. Reasonableness.

-{1}) When the organization is predominantly
engaged in activities other than thass
sponsored by the Government, compensation
for employees ca Government-sponsored
work will be considerad reasonable to the.
extent that it is consistent with that paid for
activities. . i

{2) When the orglniuuon is predominantly
engaged in Government-sponsored activities

and in cases whtm. the kind of emplovees

required for the Government activities are -

not found in the organization's other .
activities, compensation for employees on -
Government-sponsored work will be
considered reasonable to the extent that it is

comperabie to that paid for similar work.in -
- the labor markets in which.the organization
competes for the kind of employees invoived. *

-+ d. Special considerations in determining
a/lowab:my Certain conditions require

special consideration and possible limitations

in determining costs under Federal awards -
where amounts or types of compensation
appear unreasonable. Among such conditions
are the following: -

(1) Compensation to members of i nonprofit
organizations, lrustees. directors. aseociates.
officers. or the immediate families thereof. .
Determination shouid be made that such
compensation is reasonable for the actual
personasl services rendered rather than a
distribution of earnings in excess of costs.

- {2) Any change in an organization's:
compensation policy resultingina .
substantial increase in the organization's
.level of compensation. pnmculariy when 1t .
was concurrent with an increase in !he ralio

. of Government awards to other activities of

the organization or any change in the
treatment of allowability of specific types of

compensation due to changes in Government

poalicy.
e Unallowblo costs. Costs which are
- unallowabie under other paragraphs of this .

Attachment shall not be allowable under this’ .

paragraph solely on the basis that they
constitute personal compensation.
{. Fringe bensfits. .
(1) Fringe benefits in the form of regul:r
compensation paid to employees during
periods of authorized absences from the job.
such as vacation leave, sick ieave, military
"leave. and the like. are allowable provided

- such costs are sbserbed by sil organization
activities in proportion to the reiative amount’

of time or effort actually devoted to each.

{2) Fringe benefits in the form of empioyer
contributions or expenses for social security,
employes insurance, workmen’ s .
compensation insurance. pension plan costs
(see paragraph g below), and the like. are

allowable provided such benefits are granted -

in accordance with established written
orgsnization policies. Such benefits whether
treated as indirect costs or.as direct costs.
shall be distributed to particular awards and
other actlvitias in a manner consistent with
the pattern of benefits accruing to the
individuals or group of employees whose
-salaries and wages ars chargeable 1o such
awards and other activities. -
‘(3}{a} Provisions for 8 reserve under a seif-

insurance program for unemployment

compensation or workers' compensation are *

-allowable to the extent that the provisions.
represent ceasonable estimates of the
- liabilities for such compensation. and the

" types of coverage. extent of coverage. and

rates and premiums would have been
allowable had insurance been purchased to
cover the risks. However. provisions for self-
-insured liabilities which do not become
- payable for more than one year aftec the
provision is made shall not exceed the
present vaiue of the ilcbthty
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(b} Where an arganization follows a
consiatent policy of expensing actual
payments to. or on behaif of, smployees or
former smployees for unemployment
compensation or workers' compénsation.
such payments are allowable in the yesr of.
payment with the prior approval of the
swarding agency provided they are allocated
to all activities of the organization.

{4] Costs of insurancs on the lives of
trustees, officers, or other employess holdirg
positions of similar responsibility are
allowable oniy to the extent that the .
insurance represents additional
compensation. The costs of such insurance
when the organization is named as
beneficiary are unallowable.

8. Pension pilan costs.

{3) Costs of the organization’s pension plan
which are incurred in accordance with the,
established policies of the organization are
aliowable. provided:

{a) Such policies meet the test of
reasonableness; ’

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

(c) The cost ungned to each fiscal year is
determinad in accordance with generaily
accepted accounting principles as prescribed
in Accounting Principles Board Opinion No. 8
issued by the American Institute of Certified
Public Accountants: and

{d} The costa assigned to a given fiscal year
are funded for all plan participants within six
months after the end of that year. Howevar. .
incresses to normai and put service pcuuon
costs caused by & delay in funding the
actuariai liability bayond 30 days afier each -
quarter of the year to which such costs are
assignable are unallowable.

{2) Pension plan termination insurance
pramiums paid pursuant to the Employee .
Retirament income Security Act of 1974 (Pub.
L. 83-400) are allowsble. Late payment
charges on such premiums sre unallowable.

{3} Excise taxes on accumuiated funding
deficiencies and other penalties imposed
under the Employee Retirement Incoms
Security Act are unallowable.

h. incentive compensation. Incentive
compensation to empioyees based on cost
reduction, or efficient performance.
suggestion awards, safety awards, etc., are
ailowabis to the extent that the overail
compensation is determined 10 be reasonable
and such costs sfe paid or accrued pursuant
ic an agreement entered into in good faith
between the organization and the employees
before the services were rendared, or
pursuant to an established plan followed by

- the organization so consistently &s to imply,
in effect, an agreament to make such
payment.

i. Overtime. extra pay shift. and muitishift
pmmmm: See paragraph 27.

«j. Severance pay. See paragraph 4.

k. Tmmmg and education costs. Su

graph 48

l Support of sclaries and wages.

{1} Charges to awards for salaries and
wages. whether treated as direct costs or
indirect costs, will be based on documented
payrolls approved by a responsible official(s)
of the organization. The distribution of

salaties and wages to awards must be
supported by personnel activity reports as

prescribed in subparagraph (2) below. exclpt
when a substitute system has been approvad
in writing by the the cognizant agency. (See

- paragraph E.2 of Attachment A}

{2) Reports reflecting the distribution of
activity of each employee must be
maintained for all staff mambers

(professionals and nonprofessionals) whose ~

compensation is charged, in whole or in part.

. dirsctly to awards. In addition, ir order to

support the allocation of indirect costa, such
reports must also be maintained for other
employees whose work involves two or more
funcitons or activities if a distribution of their
compensation between such functions or
activities is needed in the determination of
the organization's indirect cost rate(s) (e.g..
an employee engaged part-time in indirect
cost activities and part-time in a direct
function). Reports maintsined by nonprofit
orgsnizations to satisfy these requirements
must meet the following standards:

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

(b) Each report must account for the total
activity for which employees are |
compensated and which is required in
fulfillment of their cbligations to the
organization.

‘(c) Tha reports must be signed by the
individual employee, or by a responsibie
supervisory official having first hand . .
knowiedge of the ectivities performed by the

- employee, that the distribution of activity

represenis a ressonsbie estimate of the
actual work performed by the employee
during the periods covered by the reports.
(d) The reports must be prepared at least
monthly and must coincide with one or more
pay periods.
(3) Charges for the salaries and. wages of -

nonprofessional employees, in addition to the

supporting documentation described in
subparagraphs (1} and (2) above, must also
be supportad by records indicating the total
number of hours worked ssch day .
maintained in conformance with Department
of Laber regulstions implementing the Fair
Labor Standards Act (29 CFR Part 518). For

- this purpase, the term "nouproiuctond :

employee” shall have the same mesning as

“nonexempt employes,” under the Fair Labor .

Standards Act.

(4) Salaries and wages of employees used
in meeting cost sharing or matching -
requiremants on awards must be supported in
the same mannsr as salaries and wages .
claimed for reimbursement from awarding

8. ’ .

7. Contingency provigions. Contributions to
a contingency reserve or any simi
provision made for events the occurrence of
which cannot be foretold with certainty as to
time, intensity, or with an assurance of their
happening. are unallowable. The term
“contingency resarve” excludes self-
insurance reserves (see paragraph 6.1.(3) and
18.4.(2){d)); pension funds {ses paragraph
6.(g)}; and reserves for normal severance pay
(see paragraph 44.(b){(12).

8. Contributions. Contributions and
donations by the organization to others are
unallowable.’
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9. Depreciation and use ailcwancu

8. Compensation [or the use of buildings.
other cepital improvements, and equipment
on hand may be made through use
allowances or depreciation. However, cxccpt
as provided in paragraph f. below a
combination of the two methods may not be

used in connection with a single class of
fixed assets (e.g.. bulldings, office equipment.
computer equipment, stc.).

b. The computation of uss sllowances or
depreciation shall be based on the”
acquisition cost of the assets involved. The
scquisition cost of an asset donated to the
organization by a third party shail be its 1air
markst value at the time of the donation.

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

(1) The cost of land;

(2) Any portion of the cost of ouxldmy and
equipment bomne by or donated by the
Federal Government irrespective of where -
title was originaily vested or where it
presentty resides: and ’

(3) Any portion of the cost of buildings and
2quipment contributed by or ior the
organization in satisfaction of a statutory
matching retirement.

d. Where the use aliowance method is
followed. the use allowsnce for buildings and
improvement (including land improvements

.such as paved parking areas, fences, and

sidewalks) will be computed at an annual
rate not exceeding two percent of acquisition
cost. The use ailowance for equipment wiil
be computed at an annuai rate not exceeding

six and two-thirds percent of acquisition cost.

When the use allowance method is used for
buildings. the entire building must be treatad
as a single asset: the building's components
(e.g- plumbing system. heating and air
conditioning, etc.) cannot be segregated from
the buiiding's sheil. The two percent
limitation, however, need not be applied to
equipment which is merely attached or
fastened to the building but not permanently
fixed to it and which is used as furnishings or
decorations or for specialized purposes {¢.g.,
dentist chairs and dental treatment units.
counters. laboratory benches bolted to the
floor. dishwashers. carpeting. etc.}). Sucn
equipment will be considered as not being
permanently fixed to the building if it can be
removed without the need for costly or
extensive alterations or repairs to the
building or the equipment. Equipment that

meets thess criteria will be subject to the six -

and two-thirds percent cqujpmlmt use
allowance limitation.

8. Where deprectanon method is followed
the period of useful service (useful life)
established in sach case for usable capital
assets must take into consideration such

factors as type of construction, nature of the -

equipment used, technological deveiopments
in the particular program area, and the -

. ranewal and replacement policies followed

for the the individual items or classes of
assets invalved. The method of depreciation
used to assign the cost of an asset (or group
of assets) to accounting periods-shall reflect
the paitern of consumption of the asset
during its useful life. In the absence of ciear
evidence indicsting thet the expected -
consumption of the asset wiil be significantly
greater or lesser in the early portions of 11

G
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wsefut Ul than i the fater portinns. the
straight-line method shall be presumed to be
the sppropriste method. Depreciation
methods once used shall not be changed

. unless approved in advance by the cognizant

Federal agency. When the depreciation -

method is introduced for application to assets.

‘previously subject 10 a use allowance, the .
combination of use allowances and
depreciation appiicable to such assets. fnust -
not exceed the total acquisition cost of the.
assets. When the depreciation method is used
for buildings. a building's shell may be
segregated from each building component
(e.g.. plumbing system. heating, and air
conditioning sysiem, etc.) and each item
depreciated over its estimated useful life: or
the entire building (i.e.. the sheli and all

- components} may be treated as a single asset

and degpreciated aver a singie useful life. .

- f. When the depreciation method is used
for a particular class of assets. ng
depreciation may be allowed on any such
4ssets that. under paragraph e, above. watild

- be viewed as fully depreciated. However. a
reasonabie use ailowance may be negotiated

for such assets if warranted after taking into
consideration the amount of depreciation
previously charged to the Government. the
estimated useful life remaining at lime of
negotiation, the effect of any increased
maintenance charges or decreased efficiency
due to age. and any other factors pertinent to
the utilization of the ssset for the purpose
contempiated.

g. Charges for use allowances or

* depreciation must be supported by adequtc

property records and physical inventories
must be taken at least once every two years
{» statistical sampling basis is acceptable) to
ensure that assets exiat and are usable and
needed. When the depreciation method is
followed. adequate depreciation records
indicating the amount of depreciation taken
each period must-also be maintained. = -

10. Donetions

a. Services recefved.

{1) Donated or volunteer services may be
furnished to an orgsnization by professional
and technical personael. consultants, and -
other skilled and unskilied labor. The value

of these services is not reimbursable either as

a direci or indirect cost.

{2) The value of donated services utilized
in the performance of a direct cast sctivity
shall be considered in the determination of
the organizalion's indirect cost rate{s} and,
accordingly. shall be allocateda -
proportionate share of applicable indirect
costs when the following circumstances exist:

{a} The aggregate vaiue of the services is
material

{b). The services are supported by a

- significant amount of the md:rec! costs

incurred by the organization:
{c) The direct cost activity is not pursued -
primarily for the benefit of the Federal

" Government. -

(3) In those instances where there is no
basis for determining the fair market vaiue of
the services rendered. the recipient and the
cognizant agency shail negotiate an
appropriate allocation of indirect cout to the
services.

{4) Where donated services du'ectly benefit .

a project supported by an award, the indirect

. indirect

costs allocated to the services will be
considered as a part of the total costs of the
project. Such indirect costs may be
reimbursed under the award or used to meet

- cost sharing or matching requirements.

{S) The value of the donated services may.
be used to meet cost sharing or matching
requirements under conditions described in.
Attachment E. OMB Circular No. A-110. -

‘Where donated services are treated as - -

indirect costs. indirect cost rates will -
separate the value of the donations so that .
reimbursement will not.be made.

(8) Fair market velue of donated services

- shall be computed as follows: . _

(a} Rates for volunteer services. Rates for
volunteers shall be consistent with-those -
regular rates paid for.similar work in other
activities of the organization. In cases where

the kinds of skills involved are not found in- _ -

the aother activities of the organization. the
rates used shall be consistent with those paid
for similar work in the labor market in which
the organization competes for such skills.

(b} Services donated by other
organizations. When an smployer donates
the services of an employee. these services
shail be vaiued at the employee's regular rate
of pay {exclusive of fringe benefits and
costs) provided the services are in.
the same skill tor which the employee is
normally paid. If the services are not in the
same skill for which the employee is normally -
paid, fair market valus shall be computed in

sccordance with subparagraph (a) above.

b. Goods and space.

(1)} Donated goods; i.e.. sxpendable .
personal property/suppliss. and donated use
of space may be furnished to an olgnmation.
The valus of the goods and space is not
reimbursable either as » dlnct or mdmct
cost.

{2) The vahie of the dmuom my be used
to meet cost sharing or matching share
requirements under the conditions described
in Attachment E, OMB Circular No. A-=110.
The value of the donations shail be
determined in accordance with Attachment

.E. Where donations are treated ae indirect

. ‘costs, indirect cost rates will separate the
-value of the donations %0 that reimbursement
will not be made, -

11. Employee morale. health, and welfare,
costs and credits. The costs of house
. publications, health or first-aid clinics. and/

" or infirmaries, recreational activities,

empioyees’ counseling services, and other
expenses {ncurred in accordance with the
orgenization’s established practice or custom
for the improvement of working conditions,
employer-cmployea reiations, employee
morale. and employee performance are .
_allowable. Such costs will be equitably

. “apportioned to all activitias of the

orgsnization. Income generated from any of
these activities will be credited to the cost
thereof uniess such income has been
irrevocably set over to employee mlfm
organizations.

12. Entertainment costs. Costs of - -
amusement. diversion. socisl activities, . -
ceremcnials, and costs releting thereto, such .
as meals, lodging, rentals. transportation, and

. gratuities are unallowsble (but see

paragrapha 11 and 25).
13. Equipment and other cap:ml
expenditures.

. Iransit insurance,
- shail be included in or exciuded irom

a. As used in this parunph the following
terms have the meanings set forth below:
(1) “Equipment” means an article of

- nonexpendable tangible personal property
-having a useful lifé of more than two years
“and an acquisition cost- ‘of $300 or more per

unit. An o tion may use its own .
definition provided that it at least includes alt
nonexpendable tangible personal propcrty as

_defined herein.

{2) “Acquisition cost” means the net
invoice unit price of an item of equipment,
including the cost of any modifications.
attachments, accesscries. or auxiliary
apparatus necessary to make it usable for the
purpose for which it is acquired. Ancﬂiary T
clnrgu. such as taxes, duty. protective in-
freight, and installation -

acquisition cost.in accordance with the . ~
organization’s regular written accounting
practices.

{3) “Special purpose equipment” means’
equipment which is usable only for tesearch.
medical. scientific, or technical activities. -
Examples of special purpose equipment
include microscopes, x-ray machines, qurgical
instruments. and spectrometers,

(4) "General purpose equipment” means
equipment which is usable (or other than -
research, medical, scientific. or technical . -
activities, whether or not special . .
modifications sre needed to make them

suitable for & particular purpose. Examples of .

general purpose equipment include office
equipment and furnishings. air conditioning
equipment, reproduction and printing )
equipment. motor vehicies, and nutomtic
data processing equipment.
b. (1} Capital expenditures for general
purpose equipment are unallowabie. as a
direct cost except wilh the prior apptvv.l c!
the awarding agen
(2) Capitai oxpcnditurcu for special purpose

equipment are allowable as direct costs
provided that items with a unit cost.of $1000
or more have the prior approvai of the = -
awarding agency. . .

¢. Capital expenditures for land or
buildings are unallowable as a direct cost
excapt with the prior approval of the

‘awarding g

gency.

d. Capital expenditures for improvements
to land. buildings. or equipment which -
materially increase their value or usefui life -
are unalfowabie as a direct cost except with

_ the prior approval of the awarding agency.

¢. Equipment and other capital
expenditures are unallowabie as indirect
costs, However. see paragraph 9 for
allowability of use sllowances.or
depreciation on buildings. capital

" improvements, and equipment. Also. see
. paragraph 42 for allowability of rental costa

for land. buildings, and equipment.
14. Fines and penglties. Costs of fines and

- penalties resulting from vioistions of, or

faiture of the organization to comply with
Federal, State, and iocal laws and regulations

-are unallowsble except when incurred as s

result of compliance with specific provisions
of an award or instructions in writing fmm
the awarding agency.

18, Fringe bcncfih. See paragraph 8. f.

18. /dle facilities and idle capacity.
" a.As used in this paragraph the following
terms have the meanings set forth below:
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(1} "Fucilities” meuns land and buildings or
uny portion thereol, equipment individually
ur collectively, or uny other tangibie copital
asset, wherever locaied. and whether owned
or leased by the organization. .

{2) "Idle facilities” messis completely
unused facilities thut are excess to the
argenization's curcent needs.

{3) "ldle capacity” means the unused
cupucity of partially used facilities. It is the
difference between that which a facility
cauld achieve under 100 per cent operating
time on & one-shift basis less operating
interruptions resuiting from iime loat for
repsirs. setups, unsalisfactory materials, and
other normal delays. and the extent to which

- the [acility was actuaily used to meet
demands during the accounting period. A
multishift basis may be used if it can be
shown that this amount of usage could '
normalily be expected for the type of facility
involved.

{4} "Costs of idle fnczlmes or idle capacity” -

means costs such as maintenance. repair,
housing, rent. and other related costs; e.g..
property taxes, insurance, and depreciation
or use allowances.

b. The costs of idle facilitiss are
unallowabie except to the extent thati:

(1) They are necessary co meet fluctuations
in workload: or

(2} Although not necessary 1o meet
fluctuations in workload. they were
necessary when acquired and are now idle
because of changes in program requirsments,
efforts to achieve more economical
operations, reorganization, termination, ot
other causes which could not have been
reasonably foreseen. Under the exception
steted in this subparagraph. costs of idle
facilities are allowable for s reasonable
period of time, ordinarily not to exceed one
year, depending upon the initiative taken to
use, lease, or dispose of such facilities (but
see paragraphs 47.0. and d.}.

¢. The costs of idle capacily are normal

costs of doing business and are 8 factor in the

normal fluctuations of usage ot indirect cost
rates from period to period. Such costs are
aliowable, provided the capacity is
reasonably anticipated to be necsesary or

was originally reesonable and is not subject
te reduction or elimination by subletting,
renting, or sale. in sccordance with sound
business. sconomics, or security practices.
Widespread idie capacity throughout an -
entire [acility or amtong a group of assets
having substantiaily the same function may
be idte facilities.

17. Independent research and deveiopment
[Reserved].

18. /nsurance and indemnification.

a. Insurance includes insurance which the
organization is required to carry, or which is
approved. under the terms of the award and
any other insursnce which the organization
maintains in connection with the general
conduct of its aperations. This paragraph
does not appiy to insucance which represents
fringe benefits for employees {see paragraph
6.f. and 8.3.(2)).

{1} Costs of insurance required or
approved. and maintained, pursuant to the
award are allowable.

{2] Costs of othet insurance maintained by
the organization in connection with the ~

general conduct of its operations are

allowable subject to the following limitations.

{u) Types and extent of coverage shsll be
in uccordance with sound business practice
and the rates and premiums shall be
reasonable under the circumstances.

{b) Costs allowed for business interruption

or other similar insurance shall be limited to
exclude coverage of management faes.

(c) Costs of insurance or of any provisions
for a resetve covering the risk of loss or
damage to Government property are
allowable only to the extent that the

organization is liable for such ioss or damage.

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

(€} Costs of insurance on the lives of
trustees, officers, or other employees holding
positions of similar responsibilities are
allowable oaly to the extent that the
insurance represents additional .
compensation {see paragraph 8). The cost of
such insurance when the organigation is
identified as the beneficiary is unallowabls.

{3) Actual losses which could have been
coverad by permissible insurence (through
the purchase of insurance or a self-insurance
program) are unallowable unless expressly
provided for in the award, except: -

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

{b} Minor losses not covered by insurance,
such as spoilage, breakage. and
disappearance of supplies, which occur in the
ordinary courss of operations, are allowable.

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

19, Intarest. fund raising and investment
management costs.

a. Cosis incurred for interest on borrowed
capital or temporary use of endowment

funds, however represented. are unallowable.

b. Costs of organized fund raising.
including financial campaigns, endowment
drives. solicitation of gifts and bequests, and
similar expenses incurred solely to raise
capital or obtain contributions are
unaliowsble.

¢ Costs of uwutmmt counsel and staff
and similar expenses incurred solely to

- enhance incoms from investments are

unallowable.

d. Fund raising and invastment activities
shail be allocated an appropriate share of
indirect costs under the conditions described
in paragraph B of Attachment A.

20. Labor reiations costs. Costs incurred in
maintaining satisfactory relations between
the organization and its empioyees, including
costs of labor management committees.

- 41 -

employee publications. and other reluted
activities ure sllowable.

21. l.osses un other uwards. Any excuss of
coats over income on any awsrd is
unaflowable as a cost of any other award.
This includes. but is not limited to, the
organization's contributed portion by resson
of cost sharing agreements or gay
underrecoveries through nagotistion of lump
sums for, or ceilings on, indirect costs.

22. Maintenance and repair costs. Costs
incurred for necessary maintenance, repair. o
or upkeep of buildings and equipment
{including Government property unleas
otherwise provided for} which neither add to
the permanent value of the property nor
appreciably prolong its intended life. but
keep it in an efficient operating condition, are
allowable. Costs incurred for improvements
which add to the permanent value of the
buildings and equipment or appreciably
prolong their intended life shail be tresled as
capital expenditures {see paragraph 13).

23. Materials and suppiies. The costs of
materiais and supplies necessary 1o carry out
an award are allowable. Such costs should be
charged at their actuai prices after deducting
all cash discounts. trade discounts. rebates.
and allowances received by the organizaiion.

Withdrawals from genera} stores or
stockrooms should be dm-gad at cost under '
any recognized method of pricing

consistently applied. incoming transportation
charges may be a proper part of material

cost. Materials and supplies charged as a
direct cost should include only the materials
and supplies actually used for the

performance of the contract or grant, and due
credit should be given for any exceas -
materials or suppiies retained. or returned to
vendors.

24. Mestings, conferences.

a. Costa associated with the conduct of
meetings and conferences, include the cost of
renting facilities, meals, speakers’ fees, and
the like. But see paregraph 12, Extertainment

[.*"'

®

- coats, and paragraph 29, Perticipant support

costs.
b. To the extent that these costs are
identifiable with a particuiar cast objective.
they should be charged io that objective. {See
parageaph B. of Attachment A.} These costs
are allowable provided that they meet the
general tests of allowability, shown in
Attachment A to this Circular.
¢. Costs of meetings and conferences held
to conduct the general administration of the
organization are allowable.
25. Memberships. subscriptions. and
professional activity costs.
a. Costs of the organization's membership
in civic. business, technical and professional.
organizations sre aliowable.
b. Costa of the organization's subscriptions
to civic. business, professional, and technical “ x
periodicais are aliowable. _
¢. Costs of attendance at meetings and “
conferences sponscred by others when the
primary purpose is the disseminstion of
technical information. are ailowable. This .
includes costs of meals, transportation, and o
other items incidental to such attendance.
28, Organization costs. Expenditures. such
as incorporation fees, brokers’ fees, fees to
promoters. organizers or management
consultants. attorneys. accouatants. or
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investment counselors. whether or not
employees of the organization, in connection
with establishment or reorganization of an
organization. are unallowable except w:th
prior approvael-of the awarding agency

27. Overtime, extra-pay shift-ond .
multishift premsiums. Premiums for overtime,
extra-pay shifts. and nvultishif! work are -
aliowable only with the prior lpprov:l of the
awarding agency except:

a. When necessary to cope with
emergencies. such as those resuiting from

.accidents, naturai disasters, breakdowns of
' equipment. or occasional opeu!ioml

boctlenecks of a sporadic nature.
b. When employees-are performing. indirect

" functions such-as administration, .

maintenance. or accounting. -
c. In the perfortnance of tests. laboratory.

procedures. or other similar operations which

are continuous in nature and canfnot
reagonably be interrupted or othcrwnu :
compieted.

d. When lower overall cost to the
Government will result. .

28. Page charges in pmfe:swnal Journals.
Page charges for professional journal -
publications are allowable as a necessary
part of ressarch costs, where:

a. The research papers report work
supported by the Government: and  ~ -.-

b. The charges are levied impartially on l"\_

research papers published by the journal,
whether or not by Govemmenl-opomnd
authors. |

29. Participent support costs. Par!iclplnt
support costs are direct costs for items such
as stipends or subsistence allowances, trave]
allowances, and registration fees paid.to or

on behalf of participants or trainees (but.not o

employees) in connection with meetings.
conferences. symposia, or training projects:
These costs are allowable with the prior
approval of the awarding aaency

30. Patent costs.

a. Costs of (i} preparing duclosun&.
reports. and other documents required by the
award and of seurching the art to the extend
necessery to meke such disciosures, (if) -
preparing documents and any other patent
costs in connection with the filing and
prosecution of a United states patent
application where title or royalty-free liame

- is required by tha Government to be. .
‘conveyed to the Government, and {iii) ;enml

counseling services relating 1o patent and .
copyright matters, such as advics on patent

- and copyright lawa, regulations. clauses. and-

empioyee agreements are allovuble {but uo

_Jparagraph 34)..

- -b. Cost of preparing diu:lctures. reports.

" and other documents and of searching theart.
to the extent necessary.to make dilclotuna.

if not required by the award, are ..
unailowabie. Costs in connection with (i}
filing. and prosecuting any foreign patent
application, or {ii} any United States patent
application, where the award does not

© . require conveying title or a royalty-free

license to the Gavernment, are unallowable
{also see paragraph 43).

31. Pension pians. See paragraph 6. g.

32. Plant security costs. Necessary
expenses incurred to comply with
Government security requirements or for
facilities protection, including wages..

uniforms, and equ:pment of personnel are
allowable.

- 33. Preaward costs. Preaward costs are
those incurred prior {0 the effective date of
the award directly pursuant to the
negotiation and in anticipation of the award
where such costs is necessary to comply with

-the proposed delivery schedule or period of .

performance. Such costs are allowable only
to the axtent that they would have been
ailowable if incurred after the date of the.

shall be included in the year in which they
occur as credits or charges to cost grouping{s}
‘in which the depreciation applicabile to such .
property was.included. The amount of the
g;morlm&lo be included as a creditor -

arge to the appropriate cost grouping(s)
shall be the difference between the amount
reslized on the property and the o
undepreciated basis of the property.

(2) Gaines and losses on the disposition of
depreciable property shall not be recognized

award and only with the written approval of - a3 & separate credit or charge under thc

the awarding agency.

34. Professionol service costs.

a. Costs of professional and consultant
services rendered by persons who are

‘members of a particular profession of possess

a special akill. and who are not officers or -
employeos of the organization, are allowable,
subject to b, ¢, and d, of this paragraph when
reasonable in celation to the services
rendered and when not contingent upon
recovery of the costs from the Government.
b. In determing the allowability of costs in

.. & particular case. no single factororany
special combination of factors is necessarily

determinative. However. the following

- factars are reiavant:

{1) The nature and scope of ths service
rendered in relation to the servics required.

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

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

[4) The impact of Goverament awards on
tha organizstion’s businesa (Le.. what new
problems have arisen).

(S) Whaether the proportion 6f Government:

work to the organization's total business is
such as to influence the arganization in favor
of i incurring the cost, particularly wlma the
services rendared are not of a con -
nature and have little relationship to work
under Government grants and contracts.

{8) Whether the service can be performed
more economically by direct employlmnt :
rather than contracting.

{?) The qualifications of the individual or
concern rundering the service and the .
customary fees charged. especially on non-
Covernment awards.

{8)'Adequacy of the coutncmll agresment -

for the service (v.g.. description of the sarvice,

" estimate of time required, rats of

compensation, and termination provisions}.
c. In addition to the factors in parsgraph b

above, retainer fees to be allowabls must be °
supported by evidence of bona fide services

available or rendered. -

d. Cost of legal. sccounting, and consulting
services, and reiated costs incurred in
connection with defenss of antitrust suits. -
and the prosecution of claims agsinst the
Government. are unallowable. Costs of legal.
accounting and consulting services, and
related coats. incurred in connection with
patent infringement litigation, organizatioh

- and reorganization, are unsilowabie uniess
-otherwise provided for in the award (but see

* paragraph 47e).

33. Profits and losses an disposition of
depreciable property or other capital assets.
&. (1) Gains and losses on sale, retirement,

-ar othar disposition of depreciable property

following conditions.”

(A}Thcglmorlou is procundthronsbn
depreciation reserve account and is reflected -
in the depreciation allowable uader
paragraph 9.

{b) The property is gwcu 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 hasis of the
new item.

(c} A loss results from the failure to
maintain permissible insurance. except as
atherwise provided in paragraph 18.2.(3)..

(d) Compensation for the use of the
property was provided througn use. -
allowances in lieu of depreciation in
accordance with paragraph 9. .

() Gains and losses arising from mass or -
extraordinary sales, retirements. or other. -
dispositions shail be considered on 2 case-
by-case basis.

b. Gains or losses of any nature arising-

_ from the sale or exchange of property other

" than the property covered in paragraph a.

above shall be cxcluded in computing award
costs. R

36. Public information service costs. )

a. Public information service costs include .
the cost associated with pamphlets, cews .
reieases, and other forms of information
services, Such costs are normally incurred to:

(1) Inform or instruct individuals. groups. or
the general public.

(2} Interest individuals or groups in
participating in a service prom of the
orgsnization.

{3) Disseminate the ruu!u of spomored

and nonsponsored activities.

b. Public information service costs are
nllmul:}a o?thnm &m with the sp‘r:; .
approv awarding agency. costs
are unalloweble as indirect costs. .

- 37. Publication and printing costs.

4. Publication costs include the costs of
printing (including the processes of
-composition. plate-making, press work.
binding, and the end products produced by .-
such processes}, distribution, promotion,
mailing, and generel handling.

b. If these costs are not identifiable with a
particular cost objective. they should be
. allocated as indirect costs to aii benefiting
- activities of the organization. -

¢. Publication snd printing costs are -
unallowsble as direct costs except with the
prior approval of the amrdm. agency

d. The cost of page chu'n in }onmalo is
addressed

38 Rearrangament m alteration costs.
Costs incurred for ordinary or normal :

rearrangement and alteration of Iacilities are
allowable. Specisl arrangement and
alteration costs incurred cmﬁally for the -
project are allowabls with the pnor approval

of the awarding agency.
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39 Reconversion costs. Costs incurred in
the restoration or rehabilitation of the
organization's facilities o approximately the
same condition existing immediately prior to
commencement of Covernment awerds, fair
wear and tear excepted. are sllowabie.

40. Recruiting costs. The following
fecruiting costs are sllowable: cost of “help
wanted” advertising. operating costs of an
employment office. costs of operating an
educational testing program. iravel expenses
including food and lodging of emplayees
while engaged in recruiting personnel, travel
costs of applicants for interviews for
prospective employment. and relocation costs
tncurred incident to recruitmenm of new
*  employees {see paragraph 41c). Where the
orgenization uses employment agencies,
costs not in excess of standard commercial
rates for such services are allowable.

41. Relocation costs.

a. Relocation coats are costs incident to the
permanent change of duty assignment (for an

indefinite period or for a stated period of not -

less than 12 months) of an existing employee
or upon tecruitment of a new employee.
Relocation costs are allowable. subject to the
limitation described in paragraphs b. c. and d,
below. provided that:

{1} The move is for the benefit of the
employer.

{2) Reimbursement to the smpioyee is in
accordance with an established written
policy cunsistently followed by the smployer.

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

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

{1) The costs of transportation of the
employee, members of his immediate family
and his household. and personal effects to the
new location.

{2) The costs of finding a new home, mch
as advance trips by empioyees and spouses
to locate living quarters and temporary
lodging during the transition period, up to a
maximum period of 30 days, including -

advance trip time,

(3) Closing costs, such as brokerage, legal,
and appraisal fees, incident to the disposition
of the empioyee’s former home. These costs,
together with those described in (4) below,
are limited to 8 per cent of the sales prics of
the employee's former home.

{4) The continuing costs of ownership of
the vacant former home after the settiement
or lease date of the employes’s new
permanent home. such as maintenance of
buildings and grounds (exciusive of fixing up
expengses), utilities, taxes, and property
insurance.

_{8) Other necessary and rauonab!o .
expenses normaily incident to relocation.
such as the costs of cancelling an unexpired
" lease. disconnecting and reinstalling
househoid appliances. and purchasing
insurance against loss of or damages to
personal property. The cost of cancelling an
unexpired lease is limited to three times the
monthly rental.

c. Allowable relocation costs for new
employees are limited to those described in
{1) and {2} of paragraph b. above. When
relocation costs incurred incident to the

-recruitment of new employees have been

allowed either as a direct of indirect cost and
the employee resigns for reasons within his
control within 12 months after hire. the
organization shall refund or credit the
Government for its share of the cost.
However, the costs of travel to an overseas
location shall be considered travel costs in
accordance with paragraph 50 and not
relocation costs for the purpose of this
paragraph if dependents are not permitted at

_ the location for any reason and the costs do

not include costs of transporting household

d. The following costs related to relocation
are unallowsble:
{1) Fees and other costs associated with

- acquiring a new home.

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

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

(4] Incomse taxes paid by an employee
related to reimbursed relocation costs.

42. Ranto] costs.

a. Subject ta the- linntanom described in
paragraphs b. through d. of this paragraph.
rental costs are allowable to the extent that
the rates are reasonable in light of such
factors as: rentai costs of comparahle
property. if any: market conditions in the
area; altemnatives available: and the type. life
expectancy, condition. and vaiue of the
property leased. :

b. Rental costs under saie and leassback
arrangements are allowable only up to the
amount that would be allowed had the
organization continued to own the property.

c Rental costs under less-than-length
leases are aliowable only up to the amount
that would be allowed had title to the
property vested in the organization. For this

purpose. a less-than-arms-length lease is one ’

under which one party to the leage agreement
is able to control or substantially influence
the actions of the other. Such leases inciude.
but are not limited to those between (i)
divisions of an organization: {ii) organizations
under common control through common
officers, directors. or members: and {iii) an
organization and a dirsctor. trustee, officer.
or key employee of the arganization or his
immediate family either directly or through
corporations. trusts. or similar arrangements
in which they hold a controlling interest.

d. Rental costs under leases which create a
material equity in the leased property are
sllowable only up to the amount that would
be allowed had the organization purchased
the property on the date the lease agresment
wage executed; o.g.. depreciation or use
allowances, maintenance. taxes. insurancs
but excluding interest expense and other
unatlowable costs. For this purpose. a

‘material equity in the property exists if the

lease in noncancelable or is cancelable only
upon the occurrence of some remote
contingency and has one or more of the
following characteristics:

{1) The organization has the right to
purchase the property for a price which at the
beginning of the lease appears to be
substantially less than the probable fair
market value at the time it is permitted to

_purchass the property (commonly called a

lease with a bargain purchase option);

(2} Title to the property passes to the
orgahization at some time during or after the
lease period;

{3) The term of the lease (initial term plus
penods covered by bargain renewal options,
if any) is equal to 73 per cent or more of the
economic life of the leased property: i.e.. the
period the property is expected to be
economically usable by one or more users.

43. Royualties and other costs for use of 5
patents and copyrights. . =

8. Royalties on & pstent or copyﬂght or
smortization of the cost of acquiring by
purchase a copyright, patent. or rights
thereto, necessary for the proper performance
of the awerd are sllowabie unless:

{1) The Government has s license or the
right to free use of the patent or copyright.

(2) The patent or copyright has been
adjudicated to be invalid. or has been
administratively determined to be invalid.

(3) The p.hnt or copyright is considered to
be unenforcaable.

{4} The patent or copyright is expired.

b. Special care should be exercised in
determining reasonabieness where the
royalties may have been arrived at as a result
of less then arm’s length bargaining; .g.:

(1) Royalties paid to persons. including

m

" corporationa. affiliated with the organization.

(2) Royaities paid to unaffiliated parties.
including corporations. under an agreement
entered into in contemplation that a
Government award would be made.
(3) Royalties paid under an agreement
eatered into after an cwud is made to an
organization.
c. In any case involving a patsnt or
copyright formerly owned by the
organization. the amount of royaity allowed
should not exceed the cost which wouid have
been allowed had the omuuuuon retained
title therato.
44. Severance pay.
a. Severance pay. also monly referred
to n dismissal wages, is a payment in
addition ta regular salaries and wages, by
organizations to workers whose employment
i» being terminated. Costs of severance pay
are allowable only to the extent that in each
casae, it is required by (i) law, (ii} employer-
employes agreement. (iii} estabiished policy
that constitutes, in effect, an implied
agreement on the organization’s part. or (iv}
circumstances of the particuiar employment.
b. Costs of severance payments are divided
into two categories as foliows:
(1) Actual normai turnover severance
payments shall be allocated to all activities:
ar, where the organization provides for a
reserve for normal severances such method
will be acceptable if the charge to current
operations is reasonable in light of payments
actually made for normal severances over a
representative past period. and if amounts
charged ars sllocated to all activities of the
organization.
(2) Abnormal or mass severance pay is of
such a conjectural nature that measurement
of costs by means of an accrusl will not : P
achisve equity to both parties. Thus. accruals
for this purpose are not allowable. However, 3
the Government recognizes its obligation to
participate to the extent of its fair share. in
any specific payment. Thus, allowability will
be considered on a case-by-case basis in the s
event of occurrence.
45. Specialized service facilities.
a. The costs of services provided by highiy
complex or specialized facilities operated by
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the organization. such as electronic
compulers and wind tunnels. are sllowable
provided the charges for the services meet
the conditions of either b. or ¢. of this
paragraph and. in addition, take inte account
any items of income or Feders! financing that
qualify as applicable credits under paragraph
A.S. of Attachment A.

b. The costs of such services, when
material. must be charged directiy to
applicable awards based on actual usage of
the services on the basis of a'scheduie of |
rates or established methodoiogy that (i) does
not discriminate against {ederally supported

activities of the organization. inciuding usage -

by the organization for internal purposes, and
{ii] is designed to recover only the aggregate
costs of the services. The costs of each
service shail consist normally of both its
direct costs and its allocable share of ali”
indirect costs. Advance agreements pursuant

" to paregraph A.8. of Attachment A are

particulariy important in this situation.

c. Where the costs incurred for a service
are not material. they may be allocated as
indirect costs.

46, Toxes.

a. In general. taxes which the organization
is required to pay and which are paid or
accrued in accordance with generally
accepted accounting principles. and
payments made to locai governments in lieu
of taxea which are commensurate with the
local government services received are .
aliowabie, except for (i) taxes from which
exemptions are available o the organization
directly or which are available to the
organization based on an exemption afforded
the Government and in the latter case when
the awarding agency makes available the
necessary exemplion certificates, {ii) special
assessments on land which represent capitsl
improvements. and (iii) Federal income taxes,

b. Aay refund of taxes, and any paymant to
the organization of interest thereon. which
were allowed as award costs, will be
credited either as a cost reduétion or cash
refund. as appropriate. to the Gavernment.

47. Termination costs. Tesmination of
awards generally give rise 10 the incurrence
of costs..or-the need for special treatment of

- costs, which would not have arisen had the -

award not been terminated. Cost principles
covering these items are set forth below.
They are to be used in conjunction with the
other provisions of this Circular in
termination situations.

a. Common items. The cost of items
reasonably usable on the organization's other
work shall not be ailowable unless the
organization submits evidence that it would
not retain such .items at cost without -
sustaining a loss. In deciding whether such
items are reasonably usable on other work of
the organization, the awarding agency should
consider the organization's plans and orders
for current and scheduled activity.
Contemporaneous purchases of common
items by the organization shail be regarded
as evidence that such items are reasonably
usable on the crganization’s other work. Any
acceptance of common itemas as allocable to
the terminated portion of the award shall be
limited to the extent that the quantities of
such items on hand. in tranait, and on order
are in excess of the reasonable quantitative
requirements of other work.

b. Costs continuing after termination. If in
a particular case. despite all reasonable’
efforta by the organization, certain costs
cannot be discontinued immodiately after the
effective date of termination, such costs are
generally allowable within the limitations set
forth in this Circular, except that any such
costs continuing after termination due to the
negligent or willful failure of the mtn.inuon
to discontinue such costs shall be.
unaliowable.

. ¢-Loss of useful vaiue. Loss of useful vaiue
of special tooling, machinery and equipment

which was not charged to the award as a
capital expenditure is generally allowable if;

(1} Such special tooling, machinery, or
equipment is not reasonably capable of use in
the other work of thé organization. :

(2) The interest of the Government is
protected by transfer of title or by other
means deemed appropriate by the awarding

' agency:

d. Rental costs. Rental costs under
unexpired leases are generally allowabls
where ciearly shown to have been
reasonably necessary for the performance of
the terminated award less the residual value
of such leases, if (i) the amount of such rentai
claimed does not exceed the reasonable use
value of the property leased for the period. of
the award and such further period as may be
reasonable, and {ii) the organization makes
gll reasonable efforts to terminate, assign, |
settle, or otherwise reduce the cost of such
lease. There also may be included the cost of
aiterations of such leased property. provided-
such alterations were necessary for the
performancs of the award. and of reasonable
;'uteraﬂon required by the provisions of the
eage. - .

- e. Settlement expanses. Settlement
expenses including the lollomng are .
generally allowable:

{1) Accounting, legal, clerical, and sinu]nr
costs reasonably necessary for:

(8} The preparation and presentation to
awarding agency of settlement claims and
supporting data with cespect to the.
terminated portion of the award, uniess the

termination is for default. (See paragraph ¢.a. .

of :ltachment L. OMB Circular No. A-110;
an

(b) The termination and settiement of
subawards. -

(2} Reasonable costs {or the storage.
transportation, protccﬂon. and disposition of
property provided by the Govemiment or
acquired or produced for the award: except
when grantees are reimbursed for disposals
a1 a predetermined amount in accordance
with Attachment-N of OMB Clrcular A~110.

{3) Indirect costs related to salaries and -
wages incurred as settiement expenses in
subparagraphs (1) and (2) of this paragraph.
Normally. such indirect costs shall be limited
to fringe benefits. accupancy cost. and
immediate supesvision.

f. Claims under subewards. Claims under
subawards, including the allocable portion of

- claims which are common to the award, and

to other work of the organization are

generally ailowable. An appropriate shars of

the organization's indirect. expense may be
allocated to the amount of settisments with

subcontractor/subgrantees: provided that the -

amount allocated is atherwise consistent

- &4 -

‘the awarding agen

with the basic guideiines contsined in
Attachment A, The indirect expense so .
ailocated shall exclude the same and similar
costs claimed directly or indirectly as
settiement expenses.

48. Training and education costs. - )

a. Coste of preparation and meintenance of
a program of instruction including but not
limited to on-the-job. ciassroom. and
apprenticeship training, designed to increase
the vocational eifectiveness of employees.
including training materials. textbooks,

. salaries or wages of trainees {excluding

overtime compensation which mght arise,
thfmml. and (i} salaries of the director of
training and steff when the training program
is conducted by the organization; or (i)
institution not operated by the organization.
are silowable.

b. Costs of part-time education. at an .
undergraduate or postgraduate college lsvel.
including that provided at the arganization's
own facilities, are allowable only when the.
course or degree pursued is relative to the
field in which the employee is now working
or may reasonably be uptcled to work, and
are limited to:

{1} Training materials.

{2} Textbooks.

(3] Faes charges by the educationsl .
institution.

-{4) Tuition clmged by the edneatiml
institution. or in liew of tuition. instructors’
salaries and the related share of indirect |
costs of the educational institution to the
extent that the sum thereof is not in excess of .
the tuition which would have ben paid to the
participating educational institation.

(5) Salaries and related costs of :!utructorl
who are employees of the organization..

{8) Straight-time compensation of each
employes for tima spent attending classes .

- during working hours not in excess of 158 -

hours per year and only to the extent that
circumatances do not permit the cperation of
classes or sttendance at classes after regular

- working hours; otherwise such compensation

is unatlowable.
¢. Costs of tuition. fees. training materials.
and textbooks (but not subsistence, saiary. or .

_ any other emoluments) in connection with

full-time education. including that provided at
the organization’s own facilities. at a
postgraduate (but not undergraduate) college
level, are allowable only when the conrse or
degree pursued is related to the Held in which
the employes is now working or may ;
reasonably be expected to work. and only
where the costs receive the prior approval of
cy. Such costs are limited
to the costs attributable to a total period not
to exceed one school year for each employee
so trained. in unusual cases the period may
be extended. ]

d. Costs of attendance of up to 16 weeks
per employes per year at specialized
programs specificaily designed to enhance .
the effectiveness of executives or managers

. or to prepare employees for such positions

are allowsble. Such costs include enroilment
fees, training materials. textbooks and
related charges. employees’ szisries,
subsistence. and travel, Costs allowable -
under this paragraph do not include those for
courses that are part of a degree-oriented
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curriculum, which are sllowabie only to the
extent set forth in 0. and c. above.

¢. Maintenance expense, and normal
depreciation ar fair rental. an facilities
owned or leased by the organization for
traiming purposes are allowable to the extent
set forth in paragraphs 9. 22, and 42

f. Coniributions or donations to
educationsl or treining institutions, including
the donation of facilities or other properties,
and scholurships or fellowships. ure’
unsilowsble.

§- Training end education coste in excess of
those otherwise allowable under paragraphs
b. and c. of this psragraph may be allowed
with prior spprovai of the awarding agency.
To be considered for appravai. the
organizationr must demonstrate that such
costs are consistently incurred pursuant to an
established training and education program.
and that the course or degiee pursued is
relative to the field in which the employes is
now '«orkms or may reasonably be expected
to work.

49. Transportation costs. Transportation
costs include freight, express. cartage. and
postage charges relating either to goods
purchased. in pracess. or delivered: Thess
costs are aliowabie. When such costs can
readily be identified with the items involved,
they may be directly charged as
transportation cosis or added to the cost of
such ilems (see paragraph 23). Where
identification with the materials received
cannot readily be made. transportation costs
may be churged to the appropriate indirect
cost accounis if the organization follows a
cansistent. squitable procedura in this
respect.

50. Travel costs.

a. Travel cosis are the axpenases for
transportation. lodging, subsistence, and:
related itemy incurred by employees who are
in travel status on official business of the
organization, Travel costs are ailowable
subject to paragraphs b, through e. below,
when they are directly attributable to specific
work under an award or are incurred in the
normal ¢course of administration of the
organization.

b. Such costs may be charged on an actual
basis. on a per diem or mileage basis in lieu
of actual costs incwrred, or on a combination
of the two. provided the method used results
in charges consisient with thaose normally
allowed by the orgenization in its regular
operations. :

c. The difference in cost between [irst-class
air accommodations and lass than first-class
air accommodations is unallowahle except
when less than first-class air
accommodations are not reasonably
available to meet necessary mission
requirements, such as where less than first-
class accommodations would (i) require
circuitous routing. (ii) require travel during
vnreasonable hours, {iii) greatly increase the
duration of the flight, (iv) result in additionat
costs which would ofiset the transportation
savings. or {v} offer accommodations which
are not reasonably adequate for the medical
needs of the traveier.

d. Necessary and reasonable costs of
family movements and personnel movements
of a special ar mass nature are allowabie.
pursuant to paragraphs 42 and 41, subject to

allocation on the basis of work or time period

benefited when sppropriate. Advance
agreements are particularly important.

e. Direct charges for foreign travesl costs are
allowable only when the travel has received
prior approval of the awarding sgency. Each
separate foreign trip must be epproved. For
purposss of this provision. foreign travel is
defined as sny travel outside of Canads and
the United States and ila territories and
possessions. However. for sn organization
located in foreign countries, the term “foreign
travel” means travel outside that country.

[Circular No. A-122]
Antachment C

Noaprofit Organizations not Subject to this
Circular

Aerospace Corporation, El Segundo,
California

Argonne Universities Associstion, Chicago,
Ullinoie

Associated Universitiss, Incorporated.
Washington. D.C. ’

Associated Universities for Research and
Astronomy, Tucson, Arizona

Atsnéi.c Casualty Commission. Washington,

Battelle Memorial Inatituts, Hudqumnd in
Columbus, Ohio

Brookhaven National Labarstory, Uptnn.
New York

Center for Energy and Environmental
Ressarch (CEER), (University of Puerto
Rico) Commonwealth of Puerto Rico

Charles Stark Draper Laboratory,
Incorparated. Cambridge. Massachusetts

Comparative Animal Research Laboratory
(CARL) .

(University of Tennessee), Oak Ridge.
Tennessee

Environmental Institute of Michigan, Ann
Arbor, Michigan

Hanford Environments] Health Foundation,
Richland, Washington

T Research Institute, Chicago. llingis

Institute for Defense Analysis, Arlington,
Virginia

Institute of Gas Technology, Chicago. lllinois '

Midwest Research Institute, Headquartered
in Kansas City, Missauri

Mitre Corporation. Bedford. Massachusetts

Montana Energy Ressarch and Development
Institute, inc.. (MERDI), Butte, Montans

National Radiologica! Astronomy
Observatory. Green Bank. West Virginis

Oak Ridge Associsted Universities. Oak
Ridge. Tennessee

Project Management Corporation, Oak Ridge,

Tennessee

Rand Corporation, Santa Monica, California

Research Triangle institute, Research
Triangle Park, North Carolina

River:kide Research Institute, New York. New
Yo

Sandia Corporation, Albuquerque, New
Mexico

Southern Research Institute, Birmingham,
Alabama

So_lrnhmt Research Institute, San Antonio,

axas

SRI {nternational, Menlo Park, California

Syracuse Ressarch Corporation, Syrneuu.
New York
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Universities Research Association.
Incorporated (National Acceleration Lab),
Argonne, Hlincis

Universities Corporation for Atmospheric
Research, Boulder. Colorado

Nonprofit Insurance Companies such a3 Blue
- Cross and Blue Shield Organizations

Other nonprofit organizations as negotmed
with awarding agencies,
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(Note: This reprint incorporates corrections

published at 48 FR 17183, Tuesday, March 17,
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" Budget Circular A-122. I.further:. certify: (1) that the same costs- that
-have been treated as indirect. costs have not. been-claimed as direct
-costs, (2). that simildr types of costs have been accorded consistent

organization which.was used as  ar basis for acceptance. of the—rate(s) is

. APFPENDIX &

. SAMPLE FORM-CERTIEICATION BY AN: AUTHORIZED
NONPROFIT ORGANIZATION OFFICIAL. -

I hereby certify that the*information contained in the 1nditect
cost.rate- proposal for-the fiscal year ended or ending; :
______________ _ __ and which is attached to: this

{Month/Date/Year)
certif1cation is prepared in conformance uith Office. of Management and.

accounting treatment, and. (3) that the information provided by -the

not subsegquently founad to be: materially- inaccurate. -

L T ' S . © (Signaturey: -

.(Némaﬂ

Ll T (Title)

(Name- of.. Organization)
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