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Introduction

The StateController's Office(SCO) has developed this handbook to assist California counties in the
understanding antthe application of the cost principlesd standardsstablished by thEederal Office

of Management and Budget Rules and Regulatiitie 2, Code of Federal RegulationsPart 200

(2 CFR Part 200fformer titles 2 CFR Part 225 an@MB A-87) for stateand local governments and
federallyrecognized Indian tribal governments (governmental unitsis handbook contains the latest
policies and procedures for the preparation and applicati@owhtywideCost Allocation Plans. It is
intended to be used in conjunction WZICFR ParR00and Assistant Secretary Management and Budget
Cost Principlesand Agreements with the Federal Government (ASMBOJ; issued by the Department

of Health and Human Services.

This handbook is effective for the fiscal yéBl) 201718 cost plan (based on FY 2016 actual costs).

Federal costing principles are intexdto apply to th&0 states and to thousands of local governmental
jurisdictions across the country. Consequently, the cost principles promulga2e@Hfy Part 20@re
designed to be generally applicable toralh-federal entitieor determining costfor federal awards
carried out througlgrants costreimbursementontracts, and any other agreements withféueral
government.

This handbook was developtrprovide guidanca interpretingthefederal cost principlesom 2 CFR
Part200 whernconsideringhefollowing two questions

1 Do the total costs accumulated focentralservice department reasonably reflect the value of
services provided by that department?

1 Do costs that are distributed and/or billed to each openag®ivingdepartent equitably reflect
the value of the services received by these departments?

This handbook is divided into four parts: Part I, Development, Approval, and Use of a Countywide Co
Plan; Part Il, Preparation Requirements for Cost Plans; Part Ill, Gweddlr Grant Reimbursement of
Space Costs; and Part IV, Guidelines for Grant Reimbursement of Self Insurance Program Costs. E;
part of this handbook is preceded by a separate table of contents and consists of several sections, exh
sample forms, ahglossaries.

The State Controller's Offices available to assistounties on any cost plan issues, questians
concerns. Comments and suggestionakivayswelcome A form is included at the back of this handbook
that may be used when formulatingitten correspondence. Please contact your c@sistysigned cost
plan analyst or write directly to ti@unty Cost Plans Un#tupervisor

State Controllero6s Office
Division of Accounting and Reporting

Local GovernmenPolicy Section

CountyCost Plas Unit, Suite 740

P.O. Box 942850

Sacramento, CA 94250



August 2016Revision: List of Substantive Changes

To deliver on the promise af 21stCentury government that is moeficient, effective and transparent,

the Office of Management and BudgéOMB) streamlinedthe federalgover nment 6s gui ¢
administrativerequirementscost principles, andaudit requirements fofederalawards. This final guidance
supersedes arsreamlines requirements from OMBrculars A 21, Ai 87, Ai 110, and A122 (whch have

been placed in OMBuidances); Circularsi®9, A 102, andAi 133; and the guidance in Circulai 30

on Single Audit Act followup. The new regulations will apply to the countywide qolstn based on the

actual cost®f the first fiscal year on or after December 26, 2(84. FY 201516 actual costs used in the

FY 201718 cost plan)Below are the major changes as a result@htéw guidance

1. Use Allowance

Effective December 26, 2014, use allowance is no longeailatle as a substitution for
depreciationThe effective date is the fiscal year after December 26, 2014 (fiscal yead 2017
cost plan based on FY 201% actual costs).

2 CFR Part 200 requires depreciation, rather than use allowance for recovercugtthef
buildings and equipment. Therefore, all FY 20 cost plans (based on actual costs for
FY 201516) nmust use the depreciation methadher than the use allowance method.

2. Conversion from Use Allowance to Depreciation

Before such a conversians mad e, compl ete details must be
Office, County Cost Plaginit, for review. Failure to do so may result in subseqnentapproval
of depreciation costs included in the countywide cost plan(s).

There are two importamints to consider when changing from a use allowance to a depreciation
system. First, the combination of use allowance and depreciation cannot exceed the acquisition
cost of the fixed assets. Secondly, as of the date of conversion, any asset whosieusa$ul
exceeded its original depreciable life, as measured from the date of acquisition, will be considered
fully depreciated. No further depreciation will be allowed.

With 2 CFRPart200 eliminating use allowance, switching to straight line depreniatill be
treated as an accounting method chaigefundswill be given to or taken from the county to
account for this change. Moving forwattljs accounting method changal only affect costs
that are claimable through future plans starting with the cost plan based cfhi&@adtfialcosts.
(See Section 324Depreciatio.

3. Software
Non-federal entitiesre allowedo be reimburseébr financing costassociatedavith patents and

computer softwaréhat are first acquired argdpitalized in accordance with GAARfiscal years
beginning on or after FY 20167 (See Section 2548llowable Financing Cosjs



4. Audit Services

The coss$ of the Single Audit were and continue to be allowable. Additionally, aguped
procedures for subecipient monitoring of subecipients not subject to the Single Audit Act was
and continues to be allowable. Language frof@7AAppendix B 4.b relating tother audit costs
was intentionally removed from the Uniform Guidaja® it violated the Single Audit A¢See
Sections 242@llowable Activitiesand 2440Jnallowable Costs and Activitigs
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Section 1100Responsibility for Cost Plans

1110: Cognizant
Agency Concept

1120: Assignment of
Cognizant Agencies

The current Ederal Office of Management and BudgetcGiar Title 2 Code

of Federal Regulation@ CFR Part 200)formerly known a2 CFR Part 225
and OMB A-87] is titled Uniform Administrative Requirements, Cost
Principles, and Audit Requirements for Federal Awafdss partestablishes
principlesandstandards to provide a uniform approach for determining costs
and to promote effective program deliveayd efficiency, as well ashetter
relationships between governmental units andféaeralgovernment. The
principles are for determining allowable coshnly. They are not intended to
identify the circumstances or to dictate the extent fefleral and
governmentalnit participation in the financing of a particufaderal award.
Provision for profit or other increment above cost is outside the scopis of t
part. All federal agencies apply the principles 2nCFR Part200 in
determining reimbursable costs incurrechoy-federalentitiesunder federal
awards andsubawards.2 CFR Part200 is availableat Policy Statements
The White House(http://www.ecfr.goy.

The termficognizant agena@yas used 2 CFR ParR00refers to any agency

that is responsible for reviewing, negotiating, and approving, on behalf of all
federal agencies, cost allocation plans or indirect cost proposals developed
under2 CFR Par200.

Under2 CFR Par200, theFederal Department of Health and Human Services
(DHHS) has cognizance for negotiated statewide cost allocation plans for all
50 states, the District of Columbia, and Puerto Rico.

In discharging its responsibilities as a principal cognizant agency, BHHS
Office of Audit Resolution and Cost Policy, in the Office of Grants and
Acquisition Management, developed brochure ASMBRQ;Cost Principles

and Procedures for Developing Cost Allocation Plans and Indirect Cost Rates
for Agreements with the Federal Governmertis brochure describes in
general terms the process of indirect cost determination, including guidance
on the prepration and submission of cost allocation proposals by state and
local governments.

This brochure is availabla https://rates.psc.gov/fims/dca/s&l.html

Unless different arrangements are agreed to by the condedesdl agencies,

the cognizant agency responsible for review and approval of local government
central service cost allocation plans isfisgeral agency with the largest dollar
value of totafederal awards (including pagsough funds). Cognizant agency
assignments do not change more frequently than dieryears. Based on


http://www.ecfr.gov/
https://rates.psc.gov/fms/dca/s&l.html

the preponderance of funding over the last several years, DHhtSn® the
federal cognizant agency for all California county cost allocation plans.

Governmental ung thathawe questions on cognizance should contact the
federal agencthat haghe major dollar involvement in thnfederale nt i t y 0 s
programs or tb Office of Federal Financial Management, Accountability,
Performance, and Reporting Branch, OMB, Washington, DC, 20503
telephone(202) 3953993 fittp://www.whitehousgov/OMB).

1130: Delegation The DHHS may delegate to a state the responsibility of approving local

of Cognizant government cost allocation plans. When a state is assigned delegated

Authority cognizance, it becomes the authorized representatiteedHHS and can
review, negotite and approve local government cost allocation plans on
behalf of that agency.

In December 1971the DHHS delegated cognizance authority for California
counties to the Director of the California &t&®epartment of Social Services
(DSS). In January 974, DHHS redelegated this authority to the California
State Controllgs Office, where it has remained. Inherent in this delegation is
authority to review, negotiate, and approve countywide cost allocation plans
for California counties in accordancetiv2 CFR ParR00. This delegation of
authority includes the responsibility to develop and disseminate information to
supplement existing cost plan instructipas well as the authority to review
and approve procedures and methodologies used by countaiselct billing

of central services. This authority does not include the responsibility for
approving indirect cost rate proposals (ICRPs) of county departments.

The StateCont r ol | ,eundérsts delégated cagnizance, acts on behalf
of the DHHS in cost plan matters. As the agency assigned cognizance for
California counties, the State Controles  Olfia$ thecaathority to modify,
expand, or reduc2 CFR Par200documentation requirements and to request
additional information related to sulited county cost plans.

1140: Cognizance At this time no agencys designated to act as the cognizant agency for all state

for State Agency grants and contracts. Currently, any state department reimbursing counties

Purposes with federal flowthrough funds must recognize and accept the countywide
cost allocation plan as approved by 8tateControlleés Office. In most cases
these departments accept the same plan for identifying and reimbursing the
costs associated with the Stateshare of thdederally funded program. In
some instances, state departments that have no federdahflongh funds also
accept the cost plan for indirect cost reimbursement purposes.

Some state departments dot mecognize costs approved by tlstate

Controlleis Office when reimbursing indirect costs related to their programs.
Until the Sta¢ Legislature passes the Governds Office issues resolution

10
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1150: Approval of
Cost Plans

1160: Cost Plans
Submittal
Timeframe

1170: Estimated
(Fixed) Cost
Plans

decreeing that all state agency secretaries will direct their departments to
accept countywide cost allocatiplans as approved by tBeateController's
Office for indirect cost reimbursement, this office does not have cognizance in
this area.

Countywide cost allocation plans have been submitted for review and approval
by the State Controllés Office sincel974 Since this time, each California
county has been required to have received from the State CoitrellerOf f i
either a provisionally or formally approved countywide cost allocation plan
before any indirect costs oirect billings for central support services may be
reimbursed by state and federal agencies.

All cost plans must be submitted to the State Conttoker Ot feastcsx
months prior to the fiscal year for wh the plans are to be usé@r example,
cost plans for fiscal yea(FY) 20142015 used the actual costs of the
2012201 3fiscal yearas estimated costand were required to be submitted to
the State Controllérs  Onoflatec than December 32013 (six months
before the date the plans became effective).

Any county wishing to submit a separate estimated (fixed) cost plan for use in
a forthcoming fiscal year must be aware of the following requirements

1 The application of acrosthe-board inflation factors is not to be
allowed in the preparation of estimated (fixed) cost plans used for
claiming.

1 The use of separate estimated (fixed) cost plans for use in claiming is
allowed, provided the county has receiyetbr written approval for
the use of this type of plan from the State Controller Qf f i c e

9 Estimated (fixed) cost plans are divethe State Controllérs Of f i
six months prior to the start of the fiscal year in which they are to be
used, unlessaritten request for an extension is received byState
Controlles Office, as described in Section 1180 of this handbook.

1 When a separate estimated (fixed) cost plan is prepared, the county
may use the appropriations adopted by the county board of sugervis
in the final budget adopted and approved for use in the current fiscal
year. Any salary and wage increases for the fiscal year in which the
plan will be used may be added to these appropriations if the increases
have been approved and adopted by thumigoboard of supervisors.

1 If the county wishes to add salary and wage increases to its estimated
(fixed) cost plan, it must describe its intention to do so in a letter to
the State Controllés Office requesting the use of separate estimated

11



plan. Minutes of the board of supervisors meeting that support the
amounts of any planned increases must be provided.

1 If the use of a separate estimated (fixed) cost plan is approved, an
actual (final) cost plan must be prepared and submitted to the State
Controlleis Office within six months of the close of the actual fiscal
year of use. Any differences between the estimated and actual costs
will be carried forward into a cost plan used in a future year.

For example, a county could have used the approved and adpptegriations

of theFY 20102011as an estimate for tiey 20112012 This estimate could

have been increased by the amounts of any negotiated salary and wage increase
taken place in thEY 20112012 as long as this increase had been approved and
adoped by the county board of supervisors prior to the casrdgmpletion of

the estimatedrY 2011-2012 cost plan. Actual costs fdfY 20112012 would

have been dui the State Controllés Office no later than December 31,120

1180: Requesting If a cost plan cannot be submitted to the State ContboBer Ofy | c e

a Deadline December 3%, an extension requesh the form of a letteexplaining the reasons

Extension the plan cannot be submitted by the due datest be submittedoy
November 3. If the stated reasons are acceptabla,e St at e Contr ol |
will send a letter approving axtension of the deadliné an extensiometter is
not received by November 8Qor if the justifications for the extension are not
reasonableanextensionmay notbe granted.

Timely preparation of the countywide cost plan ensures that reliable cost
information will be available for use in budget preparat®ost planprovides
information that is necessary for the preparation of departmental dhdwst
proposals, and it ensures that there will be no delay in the payment of claims
submitted by county departments for reimbursable costs.

1190: Failure to If, at the beginning of a fiscal year, a county has not submitted and received
Submit Cost Plan  approval for its cost plan for that year, there will be no basis for federal and state
reimbursement of indirect costs. The negotiation agreement by which a cost plan
is approvd also serves as the authorization for reimbursement of direct charges
for central support services. Tlaek of an appoved cost plan precludascounty
from receiving federal and state reimbursement for support services already
charged to grantee depagnis through the use of direct charges.

12



1195: Where to All countywide costallocationplans must be submitted to the State Contrller

Submit Office for approval prior to use. The mailing address is:
Countywide Cost
Allocation Plans StateController's Office

Division of Accounting and Reporting
Local GovernmenPolicy Section
County Cost PlasmUnit, Suite 740
P.O. Box 942850

Sacramento, CA 94250
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Section 1200: Cost Plan Development Concepts

1210: Direct Costs
Defined

1220: Indirect
Costs Defined

There are three types of costs experienced by any department in conducting
its operations: direct costs, indirect costs, and central service thesffist

step in developing a cost allocation plan is to examine the interrelatisnship
between the variousounty departments

Direct coss, as defined i2 CFR Par200, Section 200.413arecossthat can

be identified specifically with a particular final cost objectigeich as a
federal award, or other internally @xternally funded activity, or that can be
directly assigned to such activities relatively easily with a high degree of
accuracy2 CFR Par200, 200.413notes that typical direct costs chargeable
to federal awards are:

1. Compensation of employe@gho workon that award, their related fringe benefit
costs and

2. Cost of materials andther items of expense incurred for the Fedawedrd.

A grantee department may receive a service furnished specifically for a
particular grant function from anothéepartment. The allowable direct costs
associated with the department providing this service, plus a proportionate
share of the allowable supporting costs and supervision directly related to the
service, would be considered direct costs of the granteetohegud.

2 CFR Par200 Section 200.56defines indirect costs as those costs that are:

1. Incurred for a common or joirpurpose benefing more than one cost objective
and

2. Not readilyassignable to the cost objectivgsecifically benefied, without effort
disproportionate to the results achieved

This same sectioalsostates:

fiTo facilitate equitable distribution of indirect expenses to the cost objectives
served it may be necessary to establish a numbgools of indirec{F&A) costs
Indirect (F&A) cost pools should be distributed to berefit cost objectives on
bases that will produce an equitable result in consideration of relative benefits
derivedo

14



1230: Central
Services Costs
Defined

1240: Cost Plan
Defined

All county departments may receivieentral servicasfrom other county
departments2 CFR Part 20@ddresses billed central services and allocated
central services2 CFR Part200 Appendix V,Section B, provides the
following definitions

1. fBilledcentrd servicesd means centr tetlagesneasvi c
and/or programs on an individual fémr-service or a similar basis. Typical
examples of billedcentral services include computer services, transportation
services, insurance andrfge benefits.

2. Al l ocated central serviceso means cen
but are not billed to the agencies on afigeservice orasimilar basis. These costs
are allocated to benefid agencies on some reasonable basis. Exasngflsuch
services might include general accounting, personnel administration, purchasing,
and similar activities and support functions necessary to sustain the direct effort
involved in administering a grant program or an activity providing serviceeto th
grant program.

The examples diicentral servicasprovided are not alhclusive and should

not be construed to preclude other functions from being considered indirect
or central service Ordinarily, the functions mentioned above would be
centralized in a department or budget unit outside of the grantee depétment
organization structure.

Before indirect costs and central service charges may be claimed for
reimbursement by grantee department, there must be formal means of
accumulating and identifying these types of costs to all kéngfi
departments. Regardless of whether or not a county has a formal
comprehensive cost accounting system, the best method of accumarhating
identifying indirect costs is a cost allocation plan prepared in accordance with
the cost principles set fértin 2 CFR Part200 ASMB C-10, and this
handbook.

A cost plan identifies and assigns central service costs to hedefgencies

by a reasoable and consistent basis. All costs and other data used to distribute
the costs included in a cost allocation plan must be supported by formal
accounting records and other data that will corroborate the propriety and
accuracy of costs assigned to fedemstards. The centralservice cost
allocation plancontains the documentation identifying, accumulating, and
distributing allowable costs to operating departments, including grantee
departments, together with the allocation methods used.

15



1250: CostSummary/
Exhibit and
Accounting System
Interface

1260: Use of Cost
Summary/Exhibit

When the cost plan format issedfor identification of indirect and central
support service costs associated with the various operating and grantee
departments, the resulting product will be a cost sumrmarcost exhibit.
These two terms are synonymous and may be used interchangeably. A cost
exhibit or cost summary identifies the unbilled portion of indirect costs to the
departments that will receive services from the departments whose costs are
includedin the plan in the fiscal year that the plan addresses. Adjustments,
corrections, and other cost considerations that affect prior years can also be
includedin this exhibit.

The accounting system of the agency preparing a cost plan must be able to
track he actual costthat occur during each fiscal yedhis is necessary so

that the actual costs can be determined at a lateragatso thatany required
adjustmentsmadeto cost plan expenditure allocations in subsequent cost
planscan be identified

If a local governmentsgsa formal cost accounting system, the direct costs
accounted for by that system should be reported in a manner that reflects the
cost principles set forth i CFR Part 200ASMB C-10, and this handbook.

This formal cost accouirtg systemis intended to ensure that the resulting
identification of costs to all operating departments will be in accordance with
federal cost reimbursement principles.

Any claims made by a grantee department for intlicests should be based
upon the cost summary/exhibit. The cost summary/exhibit provides a basis
for charging users of county central services, including services to outside
agencies for example, auditing services provided by a county auditor
controller b a special district. Claims for reimbursement must include a
review of direct charges to the grantee departments in the county's accounting
system in order to avoid a situation in which a cost is considered as an indirect
cost allocated in the cost plas @&ell as a direct cost.

16



Exhibit 1201

Cost Summary/Exhibit
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Section 1300: Cost Plan Approval Process

1305: Supplemental
Information
Checklist

1310: Elements of
the Desk Review

The State Controlle s O thds i established a formal procedure for

consistent review of countywide cost allocation plahat includes a
combinationof both desk and field reviews

A desk review of a counfy costallocation plan will not begin until a

supplemental checklist (see Exhibit 1303) and all other required supporting

information have been received by the County CostsRlanit. In order to
make sure that the cost plan was prepared adequately and tretesibary

supporting documents were submitted, this checklist must be completed and
certified by the appropriate individuals. Any items in the checklist that are

answered in the negative must be
found at theend ofthe checklist.

Cost plans are received by the State Conti@ll@ffice and assigned to an
analyst, who is responsible for the review, negotiation, and approtaé of

costplan. Before any type of approval is issued, the costiplsmbjected to
a comprehensive desk review. The assigned analyst psréopreliminary
examination of each plan to ensure that:

1 The plan was received in accordance with the submission deadline

1 Allinformation listed on the Supplemental Information Checklist has

been submitted (see Exhibit 1303)

The desk review process includes, but is not limited to, the following

processes

1 Cost plan narratives are reviewed to ensure that they fully explai

development of each allowable cost (see Section 2160 Narratives).

f ul

1 The cost plan is compared to the financial statements containing the
actual costs upon which it was based. If the costs shown in the cost

plan do not agree with the financial statetserthe county must

prepare and include a reconciliation schedule explaining any

differences.

1 The allocation methodology and statistics are examined to ensure that

proper cost principles and procedures, as outlin@dGFR Part 200
ASMB C-10, and thihandbook, have been adhered to.

1 All revenues and other financing sources (e.g., interfund and
intrafund) generated by or imputed to each central support department
are reviewed to ensure that they have been properly applied to the

18
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appropriate expenditureBinancing resources that are not identifiable
to a particular operating department are applied before allocatien (off
thetop). If identifiable to one or more specific departments, they are
applied as a part of the allocation process (direct billed).

Further analysis will be undertaken to ensure that:

1 Each schedule, and the cost plan in its entirety, are mathematically
correct;

1 Inter-schedule postings are propeslymmarized

1 Carry-forwardhasbeen correctly computed (See Section 138%d
(Estimatel) with CarryForward; and

1 The cost summary/exhibit was properly prepared and is presentable
for distribution and use.

1315 Field Review Routinely or when deemed necessary as a result of the desk review process,
the analyst will contact the appropriate county official(s) in order to schedule
and perform difield reviewo The purpose of this type of review is to:

1 Verify the information supportinghe cost plan and resolve any
guestions that were noted in the desk review process;

1 Examine financial and statistical information and other supporting
documentation used to prepare the cost plan in order to verify that the
information is complete and acate and that the cost plan, as
presented, is both reasonable and equitable;

1 Review billing methods; and

1 Note and record any significant changes to the county government and
its accounting procedures.

1320: Review Letter/ After completing a desk review or a combination of a desk and field review,
Field Review Report the analyst summarigein a review letter or aeviewreport to the county,
all review findings and any questions that have not been resolved. If only a
desk reviewwas performeda revew letter will be used. If a desk and field
review was performeda reviewreportis sent to the appropriate county
official(s) requesting a response to the review report findings.
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Following are situations or examples of findingthat are typically
enmunteredduring a desk and field review:

1 If an item of cost is not questioned, it will be considered, based on
the information available to the analyst, acceptable as currently
presentep

1 Financial costs and/or statistical data that do not accurafédgt the
county® actual experienamay be identifiedIf the analyst believes
that the resulting allocations are not materially inaccurate enough to
warrant a revision of the coglan these items will be described and
the county advised that any assed procedural deficiencies must
be corrected in future yearand

1 Any financial costs and/or statistical data that are materially
inaccurate enough to warrant a revision of tost planwill be
described.

Based on the desk alod field review, thecountyds review letter or review
will contain one of the following overall decisions:

1 The cost plan is acceptable as submitted and approved as prepared,;
1 The cost plan is acceptable as submitted and approved, with non
material findings noted (a responge the findings is normally

required); or
9 The cost plan is not acceptable as submitted because of specifically
identified deficiencies. The cost plan must be revised to correct the

noted deficient areas before any type of approval will be issued.

1325: Timetable for Should the State Controliers O flefeimme that cost plan revisions or

Response to Field modifications to county practices and/or procedures are required, the county
Review Report must respond to thiendings in the field review repoxtithin the following
timelines

1. California counties must respond to the State Contisll@fficefield
review report within 30 days of the repaldte The response must
address each finding anecommendation with proposed solution to
correct anydentified deficiencies.

If it is determined that th€ountyds proposed solutions are acceptable,
the State Controllés Office will notify the county ofts decision by
letter. Furthermore, the county must submit a revised (corrected) cost
plan within 30days of this notificationWhen the revised cost plan is
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1330: Objection
Procedures

1335: The Determination
(Resolution/Conclusion)

received, it will be reviewed to ensure that all revisions have been
includedand that itmeet the approval requirements.

2. If a county does not respond to firdd review report within 30 days
of receipt, the State Controltsr Office will send the county a
reminder letter. The county must respond to the findings and
recommendations within 15 days from the date of this reminder letter.

Should a county fail to respong the end of the 8ay period the
State Controllgis Officemay deenit necessaryhatany approval of

the cost plan currently in effect may also be rescinded. The State
Controlled s  Odnfiorces these policies to ensure that the approval
process is kept withia 9Gday period from the datéhefield review
reportwasissued.

Objectionprocedures provide counties with an opportunity to challenge the
findings and recommendations developed by cost plan revie@ejection

to any findingsor recommendations should be included in the cdaiiytial
response to the State ContraieDffice field review report Theobjection
should be in one of the following formats, specifically addressing each
finding and associated recommendation to Wit county hasbjected

1 The finding is substantially correct, but the county proposes to
implement a solution that is different than the associated
recommendationilhe county must include the specific reasons for its
proposed solutign

1 The finding is substantially correct, but the county feels that any
required revisions will have an immaterial effect on grant programs.
Future cost plans will incorporate the associated recommendation(s)
or

1 Thefinding is not correct, and the county disputes the fin@ingnd
the associated recommendation(s).

In the case othe abovesituations, the county must provide the State
Controller's Office with documents, schedules, and oth&rmation
substantiatinghe vdidity and adequacy of the response.

Upon receipt of the coundyy response ta field review report, the State
Controlle® s  OWill begire a review and determination process. The
response to each findj and recommendation will be evaluatedétermine
appropriatenessf all cost plan policies and interpretations that were in effect
during the fiscal years that the cost plans were in use. All supporting
documentation will be reviewed to substantiate ¢ o unantappi\sal
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1340: Adjustments to
Prior-Year Cost Plans

One of the following decisions will be made for each item objectadthe
county's response

1 The reviewess finding and recommendation are sustained. The
county must implement the recommendation as it is stated

1 The revieweds finding is sustained. However, because any revisions
to the cost plan would be immaterial, no adjustments will be required
on the part of the county. The county must follow the procedures
identified in the recommendation in the preparation of future cost
plans or

1 The county'shon-approvalis sustained. The finding and associated
recommendation are removed.

The types of decisions cited above are representative of the majority of
decisions prepared by tisgateControlleiGs Office but are not alhclusive.

If a determination by the State Controles = Offequires a&djustments to
any cost plan dat#, will include a statementquestinghe county torevise

the cost plarin accordance with th&tateController's Office determination.
Any corrections resulting from required plan revisions must be identified in
the cost summary/exhibit of thevisedcost plan submitted to the State
Controlleb s Qf f i ce

Copies of the determination, revieand protest,will be provided to the
county and to DHHS.

All records that support cost plans are subje@udit andreview must be
retained until the audit or review is resolved. Tight of the State
Controller's Office to access any records not limited to any specific
retention period (see Section 21&%cord Retention Requirement3he
State Controllegd s  OWilf notaeguire any adjustments to plans already
formally approved, unless:

1 The county providednformation that was used as a basis for
preparation of all or part of a formalized cost plan that was
subsequently found to be materially incomplete or inaccurate and
resulted in a substantial inequity to either central support or operating
departments;

1 Changes are made to the organizational structure or accounting
methods of the county that materially affect the amount of
reimbursement resulting from the use of amounts approved in the cost
plan; or
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1345: The
Appeal Process

1350: Cost Plan
Adjustments

1355: Types
of Approvals

1360: Formal
Approval

1 The approved plan was not accurately implemented ophcdtion
of cost resulted from the use of the plan.

The appeal procesdlowsa county to request reconsideration of any review
findings or recommendations upheld by the State Contdoler Q Upon c e
receipt of adetermination package, the county should review the de(ssion
of the Stat e .Gthecounty dishgeeesinsth aByfpart ottlee
determination package, a formal request for review of thgs)emquestion
may be made to DHHS. Counties hagé days from the date of a
determination cover letter to submit a formal appeal to:

Department of Health and Human Services
Cost Allocation Services
907 7™ Street, Suite 4600
San Francisco, C/A4103

The State Controllés Office will make every effort to resolve
disagreements betwedself andcounties in a fair and equitable manner.
Counties should not overburden the appeal process by sending frivolous
protests to DHHS.

After a review hadbeen completed, adjustments may be required to correct
cost plan(s) that have been reviewed. The required adjustments must be
identified asfiprior year adjustmendsn the next cost plan submitted to the
State Controllef s  Ofbrfrevieweand approval.

The StateControlles Office currently issues formal and provisional cost
plan approvals. Each type of approval is distributed to all appropriate state
and federal grantor agencjes well as to the county.

An approval consists of a formal negotiation agreement signed [Stadhe
Controlles Officeandan authorized representative of the cou8gction |

of the Negotiation Agreement signifies that the county has followed all
applicable federal @hstate costing principles in preparing its cost allocation
plan. Additionally, the cost summary/exhibit attached to the approval reflects
the actual costs allocated to operating departments.

All federal grantor agencies accept and honor this formal iéigot
agreement when determining allowable costs for reimbursing the county.
State grantor agencies that distribute federalflor@ugh funds will, in the
absence of a specific agreement to the contrary, also accept and honor this
formal negotiation agement when determining allowable costs for
reimbursing a county. Both indirect central services costs and direct charges
associated with grants and contracts will be accepted.
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1365: Reliance upon  Formal cost plan approval signifiesathboth theStateControlles Office

Formal Approval and the county have accepted the plan costs as final costs for the applicable
fiscal year. Both parties are equally bound by the negotiation agreement and
are entitled to rely on the agreement, subject to its term<@mditions,
including any limitations recorded in the plan or the fdanegotiation
agreement. The pl@mapproved actual costs are considered to be closed and
not subject to any adjustments, either retroactively or by -¢arward to a
future year, urdss they violate a condition stated in Section 1340
Adjustments to Priecl¥ear Cost Plans

1370: Changes to Changes to the costs presented in formally approved cost plans will be
Formally Approved allowed only when a subsequent examinabomudit reveals inequities or
Cost Plans factual errors and the State Contrdlles O tletermines the amounts

involved to be material.

Approved costs are considered to be closed. No changes will be allowed
unless a compelling reason exists either in Istatute, or regulation that
requires the reopening of negotiations.

1375: Provisional Only the State Controllé Office representative has authority to sign a
Approval provisional agreement. A provisional approval is subject to later revision
pendinga subsequent revieand is otherwise&lenticalin all other respects
to a formal approval. It is distributed to, and must be used by, all federal and
state grantor agencies in reimbursing the county for the indirect costs
associated with its federally fued grants and contracts.

1380: Approval All proposed countywide cost allocation plans will be reviewed, negotiated,
Methodology and approved by the State Contraile©ffice on a timely basis. Plans will
be reviewed within six months of receipt. TBiate Controllgs Office will
notify the county of any additional information and/or documentation needed
or if changes are required in the county's prepared cost plan. After an
agreement with the county has been reached, the agreement will be accepted
ard used by all county agencies unless prohibited or limited by statute. If a
federal funding agency believes that special operating factors affecting its
awards necessitate special considerattmmthe funding agency must, prior
to the time the cost plarare negotiated, notify the State Contrdller Qf f i c e

1385: Fixed (Estimated) Allocated central service costs are usually negotiated and approved for the
with Carry -Forward following fiscal year on d&ifixed (estimated) with carrforwardd basis.
Unde this procedure, the fixed (estimated) amounts for the future year
covered by the agreement are not subject to adjustments for that year.
However, when the actual costs of the year involved become known, the
differences between the fixed (estimated) an®previously approved and
the actual costs will be carried forward and used as an adjustment to the fixed
(estimated) amounts established for a later year. Tasry-forwardd
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1390: Indirect Cost
Claiming: Amounts
vs. Rates

1395: Examples
of Approvals

procedure applies to all central services whose costs were fixed (estimated)
in the approved cost plan. A caffigrward adjustment is not permitted for a
centralserviceor operating activity that was not included in the approved
cost plan or for unallowable costs. When unallowable costs have been
claimed and reimbursed, they willebrefunded to the program that
reimbursed the unallowable cost using one of the following methods:

1 A cash refund,;
1 An offset to a subsequent claim; or
71 Credits to the amounts charged to individual awards.

The cost summaries/exhibits attached to formal and provisional negotiation
agreements contain only the unbilled amount of services and overhead
pertaining to the operating departments, céoryard, and other required
adjustments. The total amounigentified to each department are not
converted to departmentéindirect cost ratesand the State Controliér
Office will not approve any cost summary/exhibit containing such rates. If
the county wishes tasesuch rates in its claiming process, it mpsepare
departmental indirect cost rate proposals using the amounts identified on the
cost summary/exhibit and submit its proposals to the appropriate grantor
agencies. Major grant programs in California have established their indirect
cost claiming formts to recognize a dollar amount of indirect cost as
identified on the cost summaexhibit, as opposed to recognizing a rate that

is applied tasomeappropriate base.

Examples of formal and provisional negotiatemreements can be found in
Exhibits 1301 and 1302. These agreements share the following common
elements

Heading andIntroductory Paragraphs

The general heading identifies the type of approval, the date of issue by the
State Controllgs Office, and thecounty to which it is issued. A formal
negotiation agreement may be distinguished from a provisional agreement
by its heading and by the inclusion of a signature block signed by both a
county and a State Controlies  Orefresentative.

The paragraphmmediately following the heading identifies the fiscal years
covered by the agreement, and includes a statement to the effect that the Stat
Controlles Office either formally or provisionally approves, pursuant to

2 CFR Part 200a countywide cost allotan plan for use as an actual plan

for a given fiscal year. A provisional negotiation agreement will state that
there is a possibility of a future field review before the associated cost plan
can be granted formal approval.
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The secondparagraph contains statement concerning data processing
system costs.General data processing system costs that have a
countywide application are considered allowable for grant reimbursement
purposes. However, those costs that are applicable specifically to a
grantee departent may require the prior approval of the grantor agency
before being considered eligible for reimbursement.

Section |- Costs Distributed Through Countywide Cost Allocations

Section | of both a formal and provisional approval pertains to the cost
summary/exhibit. The cost summary/exhibit is attached to, and distributed
with, the approval to all concerned state and federal agencies. The cost
summary/exhibit is a compilation of all unbilled central and indirect
overhead costs allocated to the oparatiepartmentsThese costs are
approved as actual costs of a given fiscal year and are normally used as
the estimated costs for the fiscal year indicated. The amounts identified
on the cost summary/exhibit are to be included, along with the other costs
of a department, for further allocation to the grants and contracts being
performed by that department on a reimbursable basis.

Any differences between the amount cited on the cost summary/exhibit
and the actual costs of the fiscal year for which the sums®res as an
estimate will be considered in a subsequent negotiation agreement.

Section Il - Costs Distributed Through Billing or Transfer
Mechanisms

Section Il of either a formal or provisional negotiation agreement pertains
to central support or indéct overhead costs that are distributed through
billing mechanisms. The cost centers identified in this section have been
approved to charge for their services during the fiscal year. Billing
mechanisms and adjustment procedures have been approved in
accadance with the proper costing principles.

Any variances resulting from differences between billed costs and the

actual experience of a particular accounting period will be considered in
a subsequent approval.
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Section Il - Conditions

Section Il of either a formal or a provisional negotiation agreement
identifies the limitations and conditions under which the approval is
accepted for use for grant reimbursement purposes. Any conditions
included undefSection Il F. Special Remarkare mandatorgnd must

be implemented in the specified cost plan(s) by all agencies to which they

apply.

Section IV - Acceptance

Section IV of the formal approval constitutes the acceptance of the
approval by the county and the State Contréllsr QfFbrinal e
negotiation agreements will be considered approved wWesgreement

is signed by both the chief accounting officer of the county and an official
designated by t he  SRraisiomal ri@gotiation o | |
agreements are signed only by afficial designated by the State
Controlleo s Qf fi ce

This section also identifies tf&tateControlleiGs Office cost plan analyst
who negotiated the agreement with the county.
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Exhibit 1301

California State Controller

Negotiation Agreement
Countywide Cost Allocation Plan

County of Date:
California Filing Ref:

Pursuant toFederal Office of Management and Budget (OMB) Circlla€CFR Part 200the State
Controller's Office formally approves the Countywide Cost Allocation Plan as described in Section | for
use in the fiscal year. This approval is subject to the conditions contained in Section Ill.

Departmental indirect coproposals should clearly identify those costs that have been distributed through
Sections | and Il of this agreement in accordance with the guidelines of the responsible grantor agency for
that department. Further, data processing systems may be salygemmtor agency approval prior to the
reimbursement of certain costs allocated, billed, or cost applied from the Data Processing Department.

SECTION I: COSTS DISTRIBUTED THROUGH COUNTYWIDE COST ALLOCATIONS

Theindirect overhead and support servicetsdisted inCost Summary/Exhibit (attached) are formally

approved as actual costs for the fiscal year and as estimated costs for the fiscal
year on difixed with carryforwardd basis. These costs may be included asgsdhte costs of the county
departments indicated effective , for further allocation to federal grants and contracts

performed by the respective county departments.
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SECTION II: COSTS DISTRIBUTED THROUGH BILLING OR COST
TRANSFER MECHANISMS

1. Employee Fringe Benefits 12.
2 13.
3 14.
4 15.
5. 16.
6. 17.
7 18.
8 19.
9 20.
0 21.
1 22.

In addition to Section I, which provides for services furnished but not billed, the services listed above a
furnished and billed to state/local departments and agencies.

Direct charges from the above centers should be billed or cost applied in aceondidnthe procedures
established by the county as described in its Countywide Cost Allocation Plan and may be included
part of the costs of the county departments indicated in Section I.

SECTION Ill:  CONDITIONS

A. LIMITATIONS: Use of the amounts otained in this Negotiation Agreement are subject to any
statutory or administrative limitations and, when ultimately allocated to individual grants or contract:
through the indirect cost proposals of each county department, are applicable only tonthitbabdends

are available. Acceptance of the amounts agreed to herein is predicated on the cofiditlatsio costs
other than those incurred by the county were included for distribution in its Countywide Cost Allocatiot
Plan as finally accepted, @ithat such costs are legal obligations of the county and allowable under the
governing cost principles, (2) that similar types of costs have been accorded consistent account
treatment, and (3) that the information provided by the county that was sitleel l3asis for acceptance

of the amounts agreed to herein is not subsequently found to be materially incomplete or inaccurate.

B. CHANGES: Fixed amounts contained in this Negotiation Agreement are based on the organization
structure and the accountisgstem in effect at the time the proposal was submitted. Significant changes
in the organizational structure or changes in the method of accounting for costs that materially affect t
amount of reimbursement resulting from use of the amounts in this iblggotAgreement will require
prior approval of the authorized representative of the responsible negotiation agency. Failure to obt:
such approval may result in subsequent audit disallowances.
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C. FIXED AMOUNTS: The fixed amounts contained in Section | of this negotiation agreement are
based on an estimate of the costs that will be incurred during the period to which the amounts apply. When
the actual costs for this period are determined, any differences behedeed costs used as an estimate

and the actual costs will be considered in a subsequent agreement.

D. BILLED COSTS: Charges for the services cited in Section Il will be billed or cost applied in
accordance with the procedures established by the candtyecorded on the books of the cost center
providing the service. Such charges will be based on the actual allowable costs, as defined by OMB
Circular2 CFR 200 incurred by the cost center responsible for providing the service. Any differences
betweerthe billed allowable costs and the actual allowable costs for a particular accounting period will
be considered in a subsequent agreement.

E. NOTIFICATION TO STATE AND FEDERAL AGENCIES: Copies of this document will be
provided to other state and federgéacies as a means of notifying them of this approval.

F. SPECIAL REMARKS:

SECTION IV: ACCEPTANCE

COUNTY OF

CALIFORNIA STATE CONTROLLER

BY BY

Division of Accounting and Reporting

Name

Title
Date

Date Negotiated by
Telephone (916) XXXXXXX

cc: State and Federal Agencies

Attachment
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Exhibit 1302

California State Controller

Provisional Negotiation Agreement
Countywide Cost Allocation Plan

County of Date:
California Filing Ref:

Pursuant to federal Office of Management and Budget (OMB) Cir@l@FR Part200, the State
Controlles Office provsionally approves the Countywide Cost Allocation Plan as described in Section
| for use in the fiscal year. This provisional approval is subject to the conditions contained in
Section lll. A field examination may be necessary before the plabecgranted formal approval.

Departmental indirect cost proposals should clearly identify those costs that have been distributed throt
Sections | and Il of this agreement in accordance with the guidelines of the responsible grantor agency
that deparhent. Further, data processing systems may be subject to grantor agency approval prior to
reimbursement of certain costs allocated, billed, or cost applied from the Data Processing Department

SECTION I: COSTS DISTRIBUTED THROUGH COUNTYWIDE COST
ALLOCATIONS

The indirect overhead and support service costs listed if€dse Summary/Exhibit (attached) are

provisionally approved as actual costs for the fiscal year and as estimated costs for the
fiscal year on difixed with carryforwardd basis.These costs may be included as part of the
costs of the county departments indicated effective for further allocation to federal

grants and contracts performed by the respective county departments.
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SECTION II:  COSTS DISTRIBUTED THROUGH BILLING OR COST TRANSFER
MECHANISMS

Employee Fringe Benefits

CLO®wNO

1.
2.
3.
4
5 1

In addition to Section I, the services listed above are furnished and billed to state/local departments and
agencies.

Direct charges from the above centersustide billed or cost applied in accordance with the procedures
established by the county as described in its Countywide Cost Allocation Plan and may be included as
part of the costs of the county departments indicated in Section I.

SECTION Ill:  CONDITIONS

A. LIMITATIONS: Use of the amounts contained in this Provisional Approval are subject to any
statutory or administrative limitations and, when ultimately allocated to individual grants or contracts
through the indirect cost proposals of eagtirty department, are applicable only to the extent that funds

are available. Acceptance of the amounts agreed to herein is predicated on the cofiditlwatsio costs

other than those incurred by the county were included for distribution in its @adatZost Allocation

Plan as finally accepted, and that such costs are legal obligations of the county and allowable under the
governing cost principles; (2) that similar types of costs have been accorded consistent accounting
treatment; and (3) that theformation provided by the county that was used as the basis for acceptance
of the amounts agreed to herein is not subsequently found to be materially incomplete or inaccurate.

B. CHANGES: Fixed amounts contained in this Provisional Approval are basddeoorganizational
structure and the accounting system in effect at the time the proposal was submitted. Significant changes
in the organizational structure or changes in the method of accounting for costs that materially affect the
amount of reimbursemergsulting from use of the amounts in this Provisional Approval will require prior
approval of the authorized representative of the responsible negotiation agency. Failure to obtain such
approval may result in subsequent audit disallowances.

C. FIXED AMOU NTS: The fixed amounts contained in Section | of this Provisional Approval are based
on an estimate of the costs that will be incurred during the period to which the amounts apply. When the
actual costs for this period are determined, any differences émetive fixed costs used as an estimate

and the actual costs will be considered in a subsequent agreement.
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D. BILLED COSTS: Charges for the services cited in Section Il will be billed or cost applied in
accordance with the procedures established bydhetg and recorded on the books of the cost center
providing the service. Such charges will be based on the actual allowable costs, as defined by ON
Circular2 CFR 200 incurred by the cost center responsible for providing the service. Any differences
between the billed allowable costs and the actual allowable costs for a particular accounting period w
be considered in a subsequent agreement.

E. NOTIFICATION TO STATE AND FEDERAL AGENCIES: Copies of this document will be
provided to other state and federal agencies as a means of notifying them of this approval.

F. SPECIAL REMARKS:

CALIFORNIA STATE CONTROLLER

BY

Division of Accounting and Reporting

Date
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Exhibit 1303

Supplemental Information Checklist

County of
FY Countywide Cost Allocation Plan
Name of Preparer: Date Completed:
Email Address: Phone:

A completed checklist must accompany each cost allocation plan submitted to the State
Controller6 s Of f i aleng witls all @yuired documentation. All G(NOO answers must be
fully explained in the comments Section G at the end of this checklist or in a separate
document attached to the checklist.

Be advised that your cost plan submission is not complete until all required supplemental

materials listed in Section Aar e i n t he pos €astysCostPlan®Unit. SOStO 06 s
Plans are reviewed in the order that a completed submission is received.

A. The Following Items are Required to be Submitted:

Please indicate a (Yes) or (No) whether the following 12 Section A items are completed
and included with your cost plan.

Yes No

1. TheCost Plan Certification dated [] []
financial official.

2. The list of all social services/human services budget units claimed on  [] []
the administrative expense claim and Administrative Expense Claim
Certification dated and signed by the county staff member who is
responsible for filing claims for reimbursement of 2 CFR 200 indirect

costs.

3. A separate, unstapled, legible, consolidated schedule of allocated ] ]
costs (cost summary/exhibit) or soft copy emailed to the appropriate
analyst.

4. A narrative of significant changes from procedures as reported in the  [] ]

previous cost plan (i.e. elimination of a department).

5. A copy of the Final Adopted Budget included or posted on the county [ ] ]
website.

6. The documents used to reconcile the costs, expenditure transfers ] ]
(inter/intra fund), and revenues shown in the cost plan.
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10.

11.

12.

Cost Plan narratives (as outlined in the SCO Handbook of Cost Plan
Procedures for California Counties Section 2160) describing each
central support service, internal service fund, and self-insurance trust
fund.

(Please note that comprehensive up-to-date narratives provide considerable
assistance to the SCO, while providing additional support to your cost plan.)

The Comprehensive Annual Financial Report (CAFR) complete with
the notes to the financials.

A schedule for building space information detail acquisition/rental
cost of space acquired, leased, or rented.

Courts (Trial Court Funding Act of 1997):

The level of central support services provided to courts is consistent
with the level provided in previous years.

If no, please explain:

Direct Billings:

List all central service departments, including proprietary funds that
directly bill county departments:

List all central service departments that changed to or from direct
billing county departments:

If departments changed, the necessary adjustment, after the carry-
forward calculation, was made to this cost plan.

Yes

[

[

No

[
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B. For Counties with Central Support Internal Service Funds (ISEs):

If not applicable, check this box and leave the rest of Section B blank. ]
Yes No
1. Have you provided narratives for each ISF? [] []
2. Have you provided an analysis of working capital for each ISF and ] ]
supporting documentati?on of fAde:
3. Have you included explanations for all ISFs out of compliance with ] ]
OMB Circular 2 CFR Part 2000 60-day working capital rule?
4. Have you included the rate-setting methodologies for each ISF? ] ]
5 Have you included an exphanatnido [] []
outo from | SFs?
C. For Counties with Self-Insurance Programs:
If not applicable, check this box and leave the rest of Section C blank. ]
Yes No

1. Does the cost plan include a completed Exhibit 4401 (Self-Insurance ] ]
Data Sheet) for each self-insurance program?

2. Does the cost plan include copies of your most recent Actuarial Yes No
Report for each major self-insurance program (General Liability, ] ]
Workers @ompensation, and Unemployment at a minimum)?

3. Have any Trial Courtsopt ed out of t-mmrame® unt  [] ]
programs?

If yes, which programs:
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How are the Incurred But Not Re|
the courts being handled in your insurance premium charges?

D. For 1937 Act County Retirement Systems:

If not applicable, check this box and leave the rest of Section D blank. ]
Yes No

1. Does the cost plan include a Certificate of Actuarial Assumption, [] []
dated and signed by a responsible county official, on excess
reserves of the pension trust funds?

2. Does the cost plan contain a narrative providing information on the ] ]
pension contribution rates with a description on how the
administrative costs of the retirement system are charged to the
departments administering federal programs?

Note: Under the 1937 Act, the Retirement Board may elect to pay for administrative costs from the earnings
of the pension trust fund. If these costs are paid by the retirement fund, they are included on the rates that are
billed directly to the departments. If the board does not elect this option, these costs are charged against the
county general fund and treated as an indirect cost in the cost allocation plan.
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E. For Counties that Issued Pension Obligation Bonds (POBS):

This section must be completed if the county has issued a POB during the year upon which
this cost plan is based, or if not previously reported.

If not applicable, check this box and leave the rest of Section E blank. ]
Yes No

1. Does the cost plan include a worksheet comparing the debt service ] ]
schedule of the POB to the amortization schedule of the Unfunded
Actuarial Accrued Liability (UAAL or UAL), the annual savings, and
total savings?

2. Does the cost plan include a certification that all proceeds were ] ]
deposited with the county retirement system and applied to the
systembébs UAAL?

3. Does the cost plan include an allocation worksheet or a detailed [] []
narrative describing the methodology used to charge departments for
the annual debt service payment between safety and general
employee groups?

Note: To charge departments for debt service, separate rates must be calculated for safety and
general employee groups in the same ratio as the UAAL.

F. For Counties that Have Refinanced POBs:

This section must be completed if the county has refinanced, restructured, or refunded
POBs.

If not applicable, check this box and leave the rest of Section F blank. ]
Yes No

1. Does the cost plan include a worksheet comparing the annual debt ] ]
service payment schedule of the new POB to the POB being
replaced, to supponmreguirgntedt2®d | ess

2. Does the cost plan include a certification that proceeds were [] []
deposited in the retirement system or documentation that provides
evidence that the proceeds were used to annul the old POB?

3. Does the cost plan include an allocation worksheet or a detailed ] ]
narrative describing the methodology used to charge departments
for the annual debt service payment between safety and general
employee groups?

Note: To charge departments for debt service, separate rates must be calculated for safety and
general employee groups in the same ratio as the UAAL.
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G. General Comments:
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Exhibit 1304

Certification of Refinanced/Restructured Pension Obligation Bonds

This is to certify that the County has issued Pension Obligation Bonds (POBs) and/or has
refinanced or restructured its POBs and is in compliance with the criteria as stated in the Office
of Management and Budget Letter dated January 31, 1994 and/or Department of Health and
Human Services letter dated February 13, 2003.

| declare that the foregoing is true and correct.

Signature: Date:

Name:

Title:

Phone:

Email:

Note: This certification must be signed by a chief accounting officer or an authorized deputy of the
county.
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Exhibit 1305

Certification of Administrative Expense Claims

List all social services/human services budget units claimed on the administrative expense
claim:

| certify that controls are in place to ensure cost plan charges that were actually billed during
the year are either applied to reduce allocated cost plan expenditures or are not claimed as
direct expenditures.

| declare that the foregoing is true and correct.

Signature: Date:

Name:

Title:

Phone:

Email:

Note: This certification must be signed by the county staff member responsible for filing claims for
reimbursement of 2 CFR Part 200 indirect costs.
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Desk Review

Exhibit 1306
Cost Plan Review
Process l
Field Yes No -
Review g
Field
Review

A

Revision

Required

No

Plan
Revised

Revised
Plan

Yes

A 4

Negotiation Agreement

Acceptable

v

Negotiation Agreement to theCounty

Agreement signed bythe County

Agreement Returned toState Controllerd6 s Of

Agreement Signed by Chief Deputy
State Controller

Formal Agreement sent out respective parties
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Section 1400County Cost Plan Preparation

1410: CostPlan
Coordinator

1420: Cost Plan
Certification

1430: Grants
Management
Coordinator

Two major factors should be considered when preparing a cost plan. First
because the accuracy and completeness of the cost allocations must L
maximized, the individual who is responsible for preparing the cost plan
should be familiar with the overall operats of the county and with how the
county's financial data is recorded. Second, the county's cost plan coordinato
should be an individual familiar with all grant programs in order for the
county to maximize reimbursements for indirect costs.

The cost plan coordinator should be an individual who is familiar with the
organizational structure and fiscal operations of all county departments. The
total value of indirect services received by county operating departments from
central support departments is identified through the cost plan. These value
must be offset by any direct charges imposed during the ydae.
completeness and accuracy of the cost plan is esseriaperly determine

the costs of central services. snaplete and accurate cost plan is essential to
budget preparation and ensures that the maximum valid reimbursable indirec
costs are claimed from the agencies that administer the ésugtsnt
programs. Experience has shown that the best person to @ierdire
recovery of indirect costs is usually a member of the cd@srdgcounting
department or an employee of a department that deals with the overall fisca
operations of the county.

A cost plan submitted to the &aControlled s  Orhustibe accompanied

by a certification that provides the information specifie@ i6FR Rrt 200
Appendix V, Section E4. The official responsible for the coui@yoverall
fiscal operations must sign this certification. In Californfas individual is

the chief accounting officer for the county, normally the county auditor (or
auditorcontroller), or an authorized deputy. The cost plan cannot be certified
by the cost plan coordinator unless that individual is also the county chief
accounting officer or that officé authorized deputy.

After the State Controllérs  Olfia$ appraved a county's cost plan, copies
of the approval and the attached cost summary/exhibit are mailed to the
county state and federal agencies. The couitygrants management
coordinator is responsible for instructing these agencies on the significance
and proper use of the cost plan. In many caies countgs grants
management coordinator also serves as theptansicoordinator.

County departments that receive reimbursements for their programs, as wel
as any departments that charge -goanty agencies for their services, will
find cost plan allocations to be especially useful. Cost plans allow a county to
maximize the recovery of indirect costs recorded in its cosplsummary
schedules/exhibits.
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1440: Grantee
Departments' Use
Of Cost Plan

1450: Indirect Costs
Used as Matching
Share

1460: NonGrantee
Departments' Use of
Cost Plan

The grants management coordinator should interview all county department
heads to determine if any of their programs are eligible for reimbursement.
After thee programdave been identified, each individual grant or contract
should be analyzed to determimbkichindirect costs are reimbursable. To aid

the grants management coordinator in this task, the Grants Management
Advisory Service in Washington, DC, ubplishes the Federal Grant
Management Handbook http://www.thompson.cojn This publication
outlines the entire grant management and accounting process, identifies those
federal departments having grant programs jaodides a monthly summary

of the latest current developments affecting federal grants.

Once reimbursable programs are identified, the grants management
coordinator should monitor the reimbursement process to ensure that
maximum reimbursements halseen received by the county for all program
costs, including indirect overhead. Additionally, any departments that charge
outside agencies for their services should be monitored to ensure that the
billing structures used recover all applicable costs, dioly indirect
overhead.

County departments receiving reimbursement for costs through federal and
state grants should use the codstgpproved cost plan in the grant claiming
process. Grant claims shdube prepared and submitted in accordance with
the applicable regulations and procedures established by the appropriate
grantor agencyThey should recognize and include the amounts identified to
the respective departments on the approved cost summabytexhi

Unless there is a specific agreement to the contrary, all federal grantor
agencies and state agencies with federal-flewugh funds must accept the
countywide cost allocation plan as approved by the State ContsdDéiice

and must reimbursadirect costs incurred by county grantee departments in
accordance with the approved cost summary/exhibit.

Some grant programs funded solely by the State of California do not entirely
recognize te amounts approved on the ceginmary/exhibit.

Some federal grants do tprovide funds for the reimbursement of indirect
costs. However, if these same grants require the coufityatecho a specified
portion of the overall costs of the grant pragrahenthe indirect overhead
costs identified in the cost plan can be included in the county's matching share.

Non-grantee departments charging for their servicesusathe cost plan in
determining their billing rate structures. If a department charges the public a
fee for a service it providethenthe board of supervisors should be aware of
the total cost of providing thosservices, including all applicable indirect
costs. This will allow the supervisors to establish fees at the appropriate level
to recover the true costs associated with the services pro&ded.if the
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1470: Full
Costing Plan

department is not charging a fee for the service, this concept can be employe
as a management foin identifying countywide overhead costs to all
applicable departments. Nagmnantee departments should note the cost
recovery limits set b CFR Part 20@nd, if necessary, adjust their costs to
recoveras much othe total cost of doing busineas posible

Although the cost plan as approved by the State ContmI@ffice includes

only those costs considered reimbursable for federal and state purposes und
the current cost principles, it is the best tool availablEctmmplish the task
described above. A county could prepari#ul costing plam to identify all
county overhead costs to the appropriate departments, including those cost
that are currently considered unallowable (e.g., general government costs). |
a method can be devised in which fie®st reimbursement plaand th&ifull
costing plae can be prepared simultaneously, while still allowing the
identification and approval of only the portion pertaining to grant
reimbursements, then the entire packagddcdme submitted to the State
Controller's Office for approval. Otherwise, ffifall costing plam should be
prepared separately and retained by the county for management purposes.
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Exhibit 1401

Certificate of Cost Allocation Plan

This is to certify that | have reviewed the cost allocation plan submitted herewith and to the best of
my knowledge and belief:

1. All costs included in this proposal dated to establish cost allocations
or billings for the fiscal year ended are allowable in accordance
with the requirements of 2 CFR Part 200, Uniform Administrative Requirements, Cost
Principles, and Audit Requirements for Federal Awards, and the Federal award(s) to which
they apply. Unallowable costs have been adjusted for in allocating costs as indicated in the
cost allocation plan.

2. All costs included in this proposal are properly allocable to Federal awards on the basis of a
beneficial or causal relationship between the expenses incurred and the Federal awards to
which they are allocated in accordance with applicable requirements. Further, the same
costs that have been treated as indirect costs have not been claimed as direct costs. Similar
types of costs have been accounted for consistently.

| declare that the foregoing is true and correct.

Governmental Unit

Signature

Name of Official

Title

Date of Execution
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Section 1500Audits

1510: Audit of
Formally Approved
Plans

1520: The Protest

1530: The
Determination

Authority to audit county cost plans usually lies with the federal agency
having cognizance for the approval of these plans. In California, BHHS
designee, the State ControlerOffice, is responsible for the audit and
approval of all 58 countywide costacation plans. The audits of cost plans
will be performed under the policies and procedures set fo2hdRR Part
200 ASMB C-10, this handbook, and any other guidance issued by DHHS
and the State Controli@rOffice in effect during the years the cplsins under
audit were in use.

If any county audit includes findings or recommendations that address or
apply to the counfs cost plan, a copy of the audit report and the cdsinty
reply to the report must be provided to the State Contésl@ificefor review

and comment. The State Controfle©ffice must also be advised if any prior
year cost plans considered to be outside of the retention period policy will
require adjustments.

The benefits of an audit are maximized if the audit recommendations are
available before a cost plan is granted formal approval. However, situations
may arise in whichaudits are performed on f@ostaudip (audit of an
approvedplan) basis. If a cost plathat has already been granted a formal
approval is audited, no adjustments will be made to the plan except in the
unusual circumstances outlined in Section 137anges to Formally
Approved Cost Plan®f this handbook, or when both parties agree toaeop
negotiations. Postudits of formally approved plans are generally useful only
to the extent that they result in the implementation of improved methodology
for future plans.

The protest constitutes the cougtyirst opportuniy to refute the exceptions
taken by cost plan auditors. Counties must respond, in the format prescribec
by the agency that conducted the audit, to all audit findings for all fiscal years
covered within the scope of the audit. It is the responsibilitye€tunty that

has been audited tprovide the State Controllérs O With ialt @udit
information, including audit protests, that pertains to its cost plans or to its
cost plan procedures.

When a countfs protest is receiek the State Controllérs  Olbeginsa@ e
determination process. Each cost plan finding and/or exception is studied tc
determine how appropriate the corresponding recommendation is in light of
the policies and interpretations fCFR Part 200ASMB C-10, and this
handbook that were in effect during the fiscal years the plans under audit were
in use. The countg response and any supporting documentation are reviewed
to substantiate issues of immateriality or incorrectness. A determination is
then developed for each item in the format specified in Section 1325
Timetable for Response to Field Review Repofithis handbook. Counties
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1540: Program Audits

1550: The Single
Audit Act

may appeal any review findings or recommendations upheld by the State
Controlle® s Qinfadcardance with Seoti 1345The Appeal Processf
this handbook.

Should the determination by the State Contréller Oihvblve adgustments

to cost plan data, the determination will contain a concluding statement to the
effect that the county must revise the actual coktbe fiscal years under
audit in accordance with the previously discussed determinations. Any
corrections resulting from required plan revisions should be identified on the
cost summary/exhibit of the next cost plan submitted to the State Coidroller
Office.

Copies of the determination packet contairgngiesof the audit, the protest,
and the determination, will be distributed to the county, the audit agency, and
DHHS.

In the course of their audits, program auditors rggmine the charges to
federal and state programs from the cost plan. The extent of their authority in
reviewing these charges is limited to determining whether or not these indirect
costs approved for use by the State Contdler Owefeiclaineed progrly

by the grantee department. Inherent in this examination is the necessity for
the program auditors to determine if any costs claimed directly by the grantee
were also claimed as an indirect cost via the cost plan.

If a county receives a program audgport containing an exception that
pertains to a claiming error, in most cases the cost plan will remain intact as
approved. Any required adjustments will be made on the claims submitted to
the grantor agency. If the same report contains an exceptiopetttains to

the preparation of the cost plan, the State Contsll@ffice should be
notified and will resolve the issue. Since more than one department or fiscal
year may be affected, at no time should the county and the grantor agency or
its auditors g#tempt to adjust any costs identified in the cost plan without first
notifying the State Controller's Office and receiving its concurrence.

The Single Audit Act is intended to establish uniform requirements for audits
of fedeal awards administered by néederal entities. It is designed to
promote the efficient and effective use of audit resources and to reduce the
burdens on state and local governments, Indian tribes, and nonprofit
organizationsThe Single Audit Actensureshat federal departments and
agencies, to the maximum extent practicable, rely upon and use audit work
done pursuant to Chapter 75 of Title 31, United St@tde, as amendel.
alsomakes audit requirements uniform for all types of grantees and stipulat
that government auditing standards are to be followed in all audits of state
and local governments conducted in accordance with the Act. The cognizant
agency for each audit is the federal agency designated to carry out single audit
responsibilities. Theversight agency for each audit is federal agency that
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provides the predominate amount of direct funding to a recipient not assignec
a cognizant agency for audit purposes. When there is no direct funding, the
federal agency providing the greatest amtaaf indirect funding is assigned
oversight responsibilities.

Under the provisions of the Single Audit Act, all federal agencies may use the
results of single audits as a base from which to perform grant and program
specific audit requirements.
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Section 2100Acceptable Cost Allocation Plans

2110: Claiming
Reimbursement

California recognizes and accepts two types of cost allocation plans. The first
type of cost plan over which the State ContraeDffice has cognizance
identifies and distributes overhead and central service costs that have been
incurred to provide services or benefits to all county departments. These
identified costs are assigned to all county departments, whether or not they
receve grants or perform contracts for the federal government or the State of
California. This type of plan is commonly referred to d@&@untywide cost
allocation plard

The second type of plan,fdepartmental indirect cost rate propasaks a
narrowerfocus than the countywide caaflocationplan. Plans of this type

are discussed i CFR Rrt 200 AppendixVIl. Departmental indirect cost

rate proposalglentify and distribute the overhead and administrative costs of
an operating department, includiogsts assigned to the department under the
countywide cost plan, to programs administered by the department. This type
of plan is not included as part of the countywide cost allocation pl&#R

Part 200, Appendix VII, Section D, states that all depantser agencies of

the governmental uniwishingto claim indirect costs undéederal awards
must prepare an indirect cost rate proposal and related documentation to
support those costs. A governmental department or agency unit that receives
more than $3%nillion in directfederal funding must submit its indirect cost
rate proposal to its cognizant agency for indirect costsfétieral agency
providing that local government department with the most direct Federal
funding). Other governmental departmentsagencies receiving less than
$35 millionin directfederal fundingnust develop an indirect cost proposal
and maintain the proposal and related supporting documentation for audit.
These government departments or agencies receiving less than $35imillion
direct federal fundingare not required to submit their indirect cost rate
proposals unless they are specifically requested to do so by the cognizant
agency for indirect costs.

The State Controllé Office approves countywide cost allocation plans only
as a method of assigning indirect costs for grant reimbursement purposes; it
has no cognizance over departmental indirect cost proposals.

Unless there is a specific formal agreement between a county unit and a grant
agency the only method by which California counties may claim
reimbursement for indirect and central service costs from grantor agencies is
through a countywide cost allocation plan that has been approved by the State
Controlles Office. Consequently, it is jportant that counties comply with

the cost principles i CFR Part 200ASMB C-10, and this handbook. Failure

to comply with these principles will, absent a specific agreement with a
particular grantor agency, preclude a county from recovering costarthat
legitimate charges to federal and state grants and contracts.
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2120: Acceptable In order to be acceptable for reimbursement, costs presented in the
Costs countywide cost allocation plan must:

l

Reflect the standards and policies containel@FR Pa 200 ASMB
C-10, and this handbogk

Be necessary and reasonable for proper and efficient performance anc
administration of federal awards;

Be allocable to federal awards under the provisioriZss@FR Part 200
Be authorized or not prohibited undgate or local law or regulations;

Conform to any limitations or exclusions set fortlRiI€CFR ParR00,
federal laws, terms and conditions of the federal award, or other
governing regulations as to types of amounts of cost items;

Be consistent with paties, regulations, and procedures that apply
uniformly to both federal awards and other activities of the
governmental unit;

Be accorded consistent treatment, i.e., a cost may not be assigned to
federal award as a direct cost if any other cost incdoethe same
purpose in like circumstances has been allocated to the federal awarc
as an indirect cost;

Be determined in accordance with generally accepted accounting
principles and/or governmental generally accepted accounting
principles except as otheisise provided for in 2 CFR Part 200, ASMB
C-10, or this handbook;

Not be included as a cost or used to meet-slating or matching
requirements of any other federal award in either the current or a prior
period, except as specifically provided for bgideal law or regulation;

Be an amount net of all applicable credits and direct charges for
services provided; and

Be adequately documented.
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2130: Required
Supporting
Documentation

2140: Cost Plan
Development

All countywide cost allocation plans must include the certification referred to
in Section1420Cost Plan Certificatiorof this handbook. An example of the
required certification is provided in Exhibit 1401.

The audited official financial records of tle®unty must support all cost
plans For California counties, the absolute minimum required documentation
consists of a budget that contains the final revenue and expenditure amounts
upon which the plan is based, plus the other documents requiredamntied
Supplemental Information Checklist (Exhibit 1303). If this budget is not
already on file with the State Controfles O fvHem the= cost plan is
submitted thena copy must be included with the cost plan. Any differences
between cost plan line itsmand corresponding line items recorded in the
budget must be fully reconciled in supporting documentation that
accompanies the cost plan.

By using the following steps, counties can ensure complete documentation
and properorganization in the development of their countywide cost
allocation plas:

1. Prepare a county organization chart that clearly shows county
operations, including central service activities. This chart must include
county central service and operating unésd must depict their
interrelationships. A copy of this chart must be initially provided to the
State Controllgs Office and an updated version forwarded when any
significant organizational changes occur.

2. Interview department managers to determine dhtepartments that
provide services to other county departmestainits. Any external
overhead that is applicable to all departments should also be identified
at this time.

3. Prepare narratives presenting the information described in Section
2160 for eachexternal overhead or support service item. These
narratives must be reviewed annually and revised as necessary to
ensure that each cost plan includes all county organizational and
procedural changes that may have occurred since the last cost plan filed
with the State Controll& Office.

4. Distribute each central service departn@@néxpenditures to the
departmerds cost pools, using percentages of effort applied or some
other rational bas. Any revenues and transfis that cannot be
readily attributed t@ specific department or agency must reduce cost
pool expenditures.
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2150: Identifying
Costs

2160: Narratives

5. Prepare detailed schedules for each cost pool, allocating the pooled
expenditures to all bendiitg departments and employing a rational
allocation basis. Any amounts billed or intrafimansferred to the user
departments must be deducted from the expenditures allocated to thes
departments.

6. Transfer the net allocations for each censalvicedepartment's cost
pools to a departmental summary cost schediilesummary exhibit
consoldates the departmént net external overhead and support
service costs allocated.

7. Carry the summary cost schedule information to the consolidated cost
schedules. Use one schedule to compare the total of all costs allocate:
to each operating departmenthvihe corresponding costs used in the
cost plan two years previously. Determine the giearry-forwardd
from these comparisons. Apply thisarry-forwardd amount, and any
other necessary adjustments, to the cost summaries allocated to eac
operating department to arrive at total allocated cost amounts.

8. Prepare a cost summary/exhil@dn this schedule, report and total the
net amounts allotted to each oferg department from each central
service department's cost allocation summary. Add the computed
ficarry-forwardd and any additional required adjustments to this total
to arrive at the total adjusted indirect costs that may be claimed by each
operating depament. The totals on theost summary/exhibit are the
amounts that may be claimed from federal and state grant programs a:
reimbursement of indirect costs for each cergeaVicedepartment.

The best method available fdentifying costs to the beneficiaries of the costs
incurred is through a formal cost accounting system. If such a system doe:
not exist, the only acceptable alternative is a cost allocation plan. When a cos
allocation plan is employed to apportion indireoststhe countyshould still

track the actual costs incurred during each fiscal y2aing sois necessary

in order for all estimated indirect costs claimed by grant programs through the
cost plan to be adjusted to actual costs flegrry-forwardd in future
accounting periods (see Section 2140, items 7 and 8 above).

Narratives are an integral part of the basis upon which the State Codgroller
Office approves cost plans. After a county has identified the overhead and
central servie programs that will be included in its cost plan, it must prepare
an extensive narrative concerning each item. These narratives facilitate in
depth reviews of plans and enable StateControlles Office to respond to
guestions from grantor agencies aubt plan auditors. The importance of
accurate and complete narratives in the cost plan cannot beropbiasized.
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The narrative for each central support service must include:

1 A description of the cost centers or functions within the service
departnent and a concise summary of the extent to which each of
these cost pools and/or function®yide services to other county
departments;

1 A description of the types of costs that are considered to be allowable,
an explanation of why these costs are allowable, and a discussion of
the method or methods used to separate allowable costs from those
costs considered to be unallowable;

1 A de<ription of the allocation methods used to distribute costs in each
cost pool and the source of the data used to distribute each cast pool
assigned expenditures; and

1 A description of the methodology used to identify any amounts billed
to the user deartments. The narrative for each schedule must include
a specific identification of each revenue, interfund, and intrafund
transfer received by the central support department whose
expenditures are being allocated. If any of these resource inflows has
not been used to reduce expenditure allocations, a complete
explanation must be provided.

The narrative for each centrakrvice Internal Service Fund (ISF) must
include:

1 A complete, concise description of the ISF, including the types of
costs incurredrad the type and extent of all services provided,;

1 A description of the components and methodology used to develop the
billing rates charged to the bertgfig departments, including the
treatment of the overhead and central support service costs that pertain
to thelSF;

1 A description of the accounting treatment used in clearing theasver
underbillings that may have resulted at fiscal yead,;

T Acopy of the | SF6s financi al stat
year, including the balance sheet, statement of cash flows, and
statement of revenues, expenses, and changes in net assets;

1 If not provided in the audited financial statements, a complealysis
of the net assets and any transfers out for each ISF; and
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2170: Documentation
for Reviews and/or
Audits

2180: Record
Retention
Requirements

1 Any additional information addressing ISFs required in other sections
of 2 CFR Part 200ASMB C-10, or this handbook.

The description of the ISF and the methodology used to develop billing rates
(seethe second and third bulletédbove) need be submitted only when any
information previously provided about that ISF chandgtswever, adited
financial statements, analysesneft assets, and explanations of transfers out
for each centraservice ISAnust be includedith the cost plarach year.

Whenever a countyds organizational
the organizational chart on file with the State Contr&l@ffice, cost plan
narratives must be accompanied with an updated organizational chart. The
organization chart should identify all county departments and illustrate their
interrelationships, whether or not they are included as a service department it
the cost plan.

Each cost allocation plan should cover a single fiscal year and be based o
the actual financial and statistical data for a given fiscal year. This data and
the narrativesdiscussed in the pvious sectioronstitute the documentation
necessary to support the cost plan and to substantiate its adequacy ar
accuracy. Each cost schedule will include within the plan, or attached to the
plan a supplementary schedule that clearly reconciles tloeaa#id costs,
revenues, and transfers in to county financial statements, as well as ¢
description of the allocation statistics used to distribute the costs to the
benefiting departments. Counties must maintain all cost plan supporting data
on file, as precribed in Section 218Record Retention Requirements

2 CFR Par00, Section200.333 states

Financial records, supporting documents, statistical records, and all other non
Federal entity records pertinent td-aderal award must be retained for a period of
three years from the date of submission of the final expenditure report or, for Federal
awards that are renewed quarterly or annually, from the date of the submission of the
quarterly or annual financial refgprespectively, as reported to the Federal awarding
agency or pasthrough entity in the case of a stdripient. Federal awarding
agencies and paglsrough entities must not impose any other record retention
requirements upon nefRederal entities.

The threeyear record retention perio@égpplies to all financial and
programmatic records, supporting documents, statistical records, and othe
records that pertain to each countywide cost allocation ptarthe purposes

of this handbook, this thregear peria begins on the date the State Controller
receives the countywide cost allocation plan supported by the records.

If any litigation, claim, negotiation, audior any other action involving the

records has started before the expiration of the tyweae peiod, all records
that may be reasonably assumed to be relevant must be retained unti

57



2190: Access Rights

2195: Summary

completion of the action and resolution of all issues that arise from it, or until
the end of the regular thrgear period, whichever is later. Records that
pertain toany nonrexpendable property upon which claims for federal
reimbursement have been made must be retained for three years after final
disposition of the properties.

Agencies that award grants, and the State Conti®l(@ffice in itscapacity

as the cognizant agency, have the right of access to any relevant books,
documents, papers, electronic data, and other records that are pertinent to the
cost plan in order to make audits, examinations, excerpts, and transcripts. The
rights of acces are not limited to the required retention period but continue
as long as these records are retained.

These guidelines constitute the record retention policy for cost allocation
plans only. Retention periods for financial, statistical, and other related
information for any grant program are not addressed here. The grantee should
contact the grantor agency and receive written permission before destroying
any records pertinent to a grant program.

In summary, adherence to the following ibasoncepts is vital when
preparing the countywide cost allocation plan

1 Complete knowledge of county organization is necessary, including
familiarity with county structure, activities and operations performed,
and the resources used to conduct county operations.

1 A working knowledge of federal requirements is desirablduding
the costing principles contained2nCFR Par200, ASMB C-10, and
this handbook, as well as any program regulations or limitations
established or imposed by grantor agencies

1 The ability to support the cost plan with complete and accurate
financial and statistical records is imperative. These records should be
the products of an accounting system that has installed a
comprehensive system of working checks and balances. Costs and
credits should be treated properly and consisteAtly. decisbns or
interpretations and the supporting rationale should be thoroughly
documented. A clear, comprehensible, and complete audit trail must
be maintained, linking the cost plan with all of the information used
in its preparation.
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Section 2200: Costs,Revenues, Reimbursements, and Other

2210: Allowable
Income (Revenue)

2215: Applicable
Credits

2220: Examples of
Applicable Credits

Credits

When developing the mechanisms that provide the data used in compiling
a cost plan, it is imperative that the actual costs included in the cost plan
are reconciled to the @aduancosis@as |1
shown in the countyds budget. A
must be included in the cost plan whenever the relationship between the
two is not apparent. The costs allocated through a cost plan must be ne
of all revenues, reimburseents, and other credits applicable to any
particular cost center.

Central service or program income may include income (revenue) from
fees for services performed, from the use or rental of real or personal
propertyand from the sale of real property, equipment, and/or personal
property. Income from taxes, special assessments, levies, fines, and othe
revenues may not be included unless such revenues are specifically
identified as program income in a grant agreenoenh federal agency
regulations.

Applicable credits refer to those receipts or reductmsxpenditure

type transactionshat offset or reducexpense itemsllocableto the
federal awards direct or indirect costs. Examples of such transactions
include: purchase discounts, rebates, or allowances; recoveries ol
indemnities on lossessurance refunds or rebatesid adjustments of
overpayments or erroneous charges

As indicatedn 2 CFR Part 200, Section 200.406, in some instances, the
amounts received from thiederal government to finance activities or
service operations of the ndederal entity should be treated as applicable
credits. Spaféically, the concept of netting such credit items (including
any amounts used to meet cost sharing or matching requirements) shouls
be recognized in determining the rates or amounts to be charged to the
federal award. (See Sections 200.436 Depreciation 200468
SpecializedService Facilities, for areas of potential application in the
matter of Federal financing activities.)

Prior to expenditure allocation, any particular credit or service that cannot
be attriluted directly to a specific bentging department or agency must

be deducted from the total costs of the department or cost center tha
provided the service. If a credit can be identified to a particular department
or agency, it should be deducted frome ttotal allocations to the
departments or agency. Following are examples
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A county maintains its workerso
State Workerso6 Compensation | nsu
reimbursements received from this fund would be used, pior t
allocation, to reduce the current premium chargesvever if the
reimbursements pertain to a portion of the premium chargad to
specificdepartment, such as public works, then the credit should

be applied only to that department.

For a fee, th&County AuditorCont r ol | er 6s staff ¢
for a local school district. This revenue should be deducted from
the cost centerds cost all ocati or

For a small charge per copy, county employees and the general
public may use county piocopy machines for personal business.

This revenue constitutes an incidental service and, prior to the
allocation process, amounts collected should be prorated to the
applicabl e depart ment 6s cost po
department s costs.

A ¢ o g@dplyicArts department allows one of its illustrators

to prepare drawings and illustrations for a monthly employee

union newsletter. The union pays for these services when they are
performed on county time and at county expense. The revenue
received wold be considered recompense for a personal service

and deducted from the total cost of the department prior to

allocation.

A county department conducts a conference pvide
information on new grant procedures and regulatiohise
attendees, gramtarticipants and subgrantees pay a registration
fee for attendance. All fees collected must be deducted from the
costs of the conference before reimbursement can be claimed from
the grantor agency.

Several automobiles have been purchased foruse mthe nt y 6 s
Social Services department using grantor agency and county
matching funds. Should some other grantee program use one of
the autos, this second program would not be able to claim
reimbursement from its grantor agency for the use or depreciation
of the car because it had already been acquired with federal and/or
matching funds. This would also be true if a service department
used one of these cars. Because these vehicles were acquired with
federal and other matching funds, a service department woutld

be able to include use or depreciation charges for these cars in the
total costs that it allocates to other departments.
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2230: Geneal Billing
Requirements

2235:Internal Service
Funds (ISFs)

1 A department has employees who are funded through a federally
reimbursed employment program. If this is a central services
departnent, reimbursed salaries and benefits must be removed
prior to allocation of the de
an operating department, previously reimbursed costs cannot be
included in any federal or state claim for reimbursement.

Counties must meet certain requirements in developing the billing
mechanisms for departments charging for services. Any ISF or central
service budget unit that bills for its services mpsbvide all of the
following:

1 A description of the types of services provided and their relevance
to federal and state programs conducted by the county;

1 The items of expense included in the cost of each service;
1 Identification of the departments that received services;

1 A concise and@mplete description of the method used to develop
the billing rate or rates used in charging for services;

1 A concise and complete description of the accounting treatment and
method of adjusting any over/unel@covered costs at fiscgbar
end and

1 A listing of all noroperating transfers into and out of the fund.

Unless approved in the current Cost Plan Negotiation Agreement concludec
between the county and the State Controller Q fcduntycdepartments
may not claim reimbursement for direct billingem grantor agencies.

Counties may directly charge operating department® fGFR Part 200
centralsupport services that have been allocated to them in the cost plan. If
these cost plan charges are not applied to reduce cost plan allocated cost
controls must be put in place to ensure that the amounts charged are no
claimed as direct costs on any grant claims for reimbursement. The practice
of directly chargin®2 CFR Part 20@llocations must be fully explained in
cost plan narratives.

Cost plans should treat proprietary funds as operating departments wher
allocating indirect costs. Governmental Accounting Standards Board
Statement Number 34 (GASB 34) identifies two types of proprietary funds
enterprise fads and internal service funds (ISFs). It notes that proprietary
fund reporting focuses on the determination of operating income, changes
in net assets (or cost recovery), financial position, and cash flows.
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2240: Adjusting ISF
Billing Rates

GASB 34 states thd6Fsmay be used to reporhyg activity that provides
goods or services to other funds, departments, or agencies of the primary
government and its component units, or to other governments, on-a cost
reimbursement basikSFsshould be used only if the reporting government

is the predminant participant in the activity. Otherwise, the activity should
be reported as an enterprise fund.

The charges by each ISF attempt to recover sufficient revenues to fund all
the costs associated with providing goods and/or services, including indirect
(allocated) costs. AISFG objective is not to make a profit but to recover,
over a period of time, the total costs of providing goods or services. The
S C OAcsounting Standards and Procedures@aunties Manualequires

ISF rates and billings for goods and services to be cost based, employing an
approved cost accounting and/or cost allocation system. Such a system will
supply information beyond that suppl
records but will recocile to those records. All users of an ISF should be
billed directly in order to ensure equitable charges to all units that have
received the ISFs goods or services. If all users are not equitably billed, the
fund must prepare a schedule reconciling daiiarges to the amounts that
should have been charged in an equitable system.

Each ISF should regularly prepare and examine its financial condition at
least midway through each fiscal year. If a material profit or loss is projected
for the end of the fis a | year , the fundds billin
during the year. An immaterial deficit or profit at yeard should be offset

by adjusting the billing rates for the following fiscal period. ISFs should not
produce any significant profit or loss iretfong run. An ISBs billing rates
should be designed to recover the entire cost of its operations, including the
indirect overhead and central support service costs identified in the cost
plan. These costs should be charged to and paid by the ISF as psrt
ongoing operations costs. All cost plans should treat ISFs as operating
departments when allocating indirect costs.

Each central service activity, including proprietary funds, must separately
account for all resurces received by the service (including imputed
resource gains), expenses incurred by the activity to furnish goods and
services, and profit and/or loss. The differences between assets and
liabilities are net assets. Net assets should be reported endaegories:
Ainvested in net assets, net of rel a:
Arestrictedo; and fAunrestricted. o0 Ne
only when constraints are placed upon them either externally, as imposed

by creditors, grantors, contributors, or laws or regulations of other
governments, or when imposed by law, through constitutional provisions or
enabling legislation.
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2245: |ISF Net Assets

Unrestricted net assets consist of net assets that do not meet the definitio
of Arestrictedd or Ainvested in c
of unrestricted net assets may
management of the ISF does not consider these assets to be available fi
general operations. In contrast testricted net assets, designated
unrestricted net assets are constrained internafily b y a fun
management, which may remove or modify the designations.

ISFs may include in their rates depreciation charges intended to recapture
the original cost o vehicle or other piece of equipment. Depreciation must
be charged straighine over a reasonable equipment life. Normally,
equipment life is determined by applying the Internal Revenue Service
Alternative Depreciation System (straigime) recovery peods.
Deviations from these recovery periods must be supported by detailed
analysis. Depreciation charges collected must be matched to the individua
items of equipment for which the depreciation was charged and must be
discontinued when an item of equipnt is fully depreciated. Amounts
collected as depreciation charges for an item of equipment must be made
available for expenditure when that piece of equipment is replaced or
removed from service. ISFs may impose a replacement charge in their rate
to conpensate for estimated increases in the cost of equipment purchasec
Replacement/inflationary charges may not be claimed for reimbursement
by grant departments. Amounts charged above the original cost of
equipment must be removed from the rates chargechid departments or
specifically identified to these departments so that they are not included in
requests for grant reimbursement. Estimated replacement/inflation charges
must be reevaluated and adjusted no less frequently than annually.

In addition tothe full recovery of costs, charges by an ISF may provide for
the establishment and maintenance of a reasonable level of working capita
reserve. Unrestricted, undesignated net assets up to the amount required
pay for 60 days of average cash expensescansidered a reasonable
working capital reserve. Each yeaounties must provide a thorough
analysis of the net assets held by each of their central service ISFs at the er
of the cost Qountessliosldfubyaepat thgireuarestricted

net assets and describe the portions of these assets that are designated
thatthe acceptability of each 18-working capital may be evaluated during
the desk review of the coynd®st plan. If an IS& working capital
chronically exceeds the amountasdished as allowable [&/CFR Par200,

the ISF will be deleted from Section Il, Costs Distributed Through Billing
or Cost Transfer Mechani sms, of t
grant agencies will no longer be authorized to claim reimbursement fo
charges that were imposed by that ISF. The rationale and methodology for
the designation of net assets must be fully supported and auditable.
Transfers, reclassifications, or expenditures of any central support net asset
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reported tathe SCO as reserveor designated for any purpose other than
the purposes for which these assets were designated or reserved must be
approved by th&tateCo nt r o | | €aurdys®st®fas Unit. e

For those fundsthat usemultiple billing rates, such as Information
Technology ISFs, a separate net asset and working capital reserve
calculation may be required for eadhlling rate or service. An
overall/average ISF working capital reserve may not be appropriate because
exces charges may occur in one billed service but undercharges may occur
in other billed services. In addition, various users dauseeach/all billed
services to the same extent. For example, an Information Technology ISF
should not overcharge Main Frame\gees in order to undercharge other
services within the ISF.

2250: ISF Loans An ISF may make loans only to other county funds, subject to the following
restrictions:

M The loan must be recorded as an account receivable in tlie ISF
financial records;

1 The loan must be repaid with interest, and the interest computed at
the same rate that the ISF could have earned had the loan not taken
place;

1 The period of the loan must not exceed 36 months;

1 The loan must not impact adversely on the &@SEurrent cash
requirements;

M The loan must be included in the measurement of thés I8$Sets
for any actuarial purposes; and

1 The loan agreement must include a clause that permits the ISF to
demand accelerated repayment of all or any part of the loan if its
cash requiments so dictate.

If a loan made by an ISF is not fully repaid by the end of the loan period, the
|l oan is regarded as a fibad debt o and
programs from the county general fund.

2255: Selflnsurance 2 CFRPart 200 Appendix V, Section E.3,aequires that counties provide

Funds the following information to the State Controller's Office whenever a self
insurance fund is included in a county cost plan or when departments or
agencies claim reimbursement for sedurance charges:
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2260: Distribution
Formula

i1 A fund balance sheet;

1 A statement of revenues, expenses, and changes in net fund asse
or fund equity, including a summary of billings and claims paid by
the fund,

1 Alisting of all noroperating transfers into and out of the fund;
1 Thetype or types of risks covered by the fund;

1 An explanation of how the level of fund contributiosdetermined,
including a copy of the current actuarial report (with the actuarial
assumptionsused if the contributions are edlermined on an
actuarialbasis and

91 A description of the procedures used to charge or allocate fund
contributions to benetiéd activities.

The board of supervisors of a county may, by resolutions, establish and
maintain a reserve account to insure against its liability olidbdgity of its
empl oyees for injuries or property
compensation laws, for casualkysses sustained by the county, and for
providing health and welfare benefits for its employees. Reserves maintainec
by county insirance funds may be no greater than the amounts recommendec
by the countybés actuaries. Contrib
actuarial principles using historical experience and reasonable assumptions
All insurance reserve levels must be gnatl and updated no less frequently
than once every two years.

Charges for liability and for work
and/or expenses must be distributed to departments/funds employing
combination of 6@ to 80% experience and 40% to 20% exposure for each
type of coverage. The loss history used each year should consist of losses fc
the five to seven most recent years and should be reviewed and updated :
least annually. Losses charged to departmenterafuids may be limited to

a maximum amount (capped) as long as these losses are treated uniformly ar
consistently. Please see Section 4280 Risk Managementdgeatfication

for further discussion.

Insurance reserve levels and loss histories shoutigitreed using claims:
1 Paid;
1 Submitted and adjudicated but not paid;

1 Submitted but not adjudicated; and
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2265: Probable
Incurred Liability

2270: Central Support
Budget Units

2275: Partial
Direct Billing

9 Incurred but not submitted (these amounts must be identified and
explained).

Claims submitted but not adjudicated and claims incurred but not submitted
should be recognized if it is determined that it is probable that a liability for
each such claim has been incurred and if the amount of the loss can be
reasonably estimated. If tleeis a potential range of losses for a clainen

the most likely amount of the loss should be selected. If no single amount
within a probable range of losses is most likely to odtemthe minimum

value in this range should be recorded as the exghémss. Informatia on
claims submitted but nadjudicatedand claims incurred but not submitted
must be reviewed and updated as additional information becomes available.

Central support budget units transfer thexpenditures completely or
partially to other budget units through direct charges. The residual unbilled
expenditures represent costs that have not been reimbursed and that can be
allocated in the cost plan, along with any indirect overhead associated with
the unit. Indirect overhead allocations should be based upon the original
charges to the user departments.

The methodologies used to develop the amounts charged to user departments
must be consistently applied to all departments charged.

There may be times when it is impractical to directly charge all user
departments. In such instances, partial direct billing is permitted for grant
reimbursement purposes. Costs must be equitably allocated to alktiremnefi
departments, @h amounts directly charged to any departments must be
applied to reduce the associated allocation to these departments. Over two or
more fiscal periods, no user department may be consistently and materially
overchargedIf any department, grantee or othessy is consistently and
materially overchargedhenthe county will be required to either revise its
method of developing charges to a methodology approved by the State
Controll erds Of fice or di scontinue
overcharges Mliresult in denial of claims for reimbursement for these direct
charges.

Federal costing principles prohibit costs allocable to one user department
from beingmovedto another user department.

Billing rate methodologies used should result in fair angitegle charges

that are consistently applied to all users of the service. No program or
department may be burdened with charges that are identifiable to other
programs or departments.

66



2280: Memo Billing

2290: Allowable
Necessary Costs

The specific relationship of billings betwean count yés cent |
operating departments is an area over which the State CoridtrellerOHas i ¢
cogni zance. Because fimemo billingo
duplication of recovery, the State Contralles  Ogrdhibits ies se.

Memo billing refers to the practice of one county department providing goods
or services to another and identifying the costs to the receiving departmen
only via interdepartmental correspondence. The goods or services may be @
a countywide supportature or used solely in the performance of a specific
element of a grant program. The absence of journal entries, recording the
transfer of costs, in the accounting records of either the servicing or the
receiving department distinguishes memo billingsrfrdirect billings or
intrafund transfers.

Memo billings become a matter of ¢
when goods and/or services are provided between a service and a grante
department. For example, the county Department of Collectionsesotiir

Amemo bills, 0 the county Family S
provided by the department of collections with a value of $50,000 during a
fiscal year . Family Support cl ai ms

When the cost plan fohé same fiscal year is prepared, the $50,000 will be
directly identified and included in the allocation of costs to Family Support.
No credit adjustments will be included in the Countywide Cost Allocation
Plan to offset this all ocatmoamt b aev
recorded in the accounting records. As a resultCFR Part200 costs
identified to Family Support in the cost summary/exhibit will include an
amount that has been previously claimed as a direct cost. This duplication is
unallowable fo grant reimbursement purposes.

The S C O éognizance, however, extends only to the matters addresged in
CFR Part200, ASMB C-10, this handbook, and associated principles and
policies. At times, other county operatingpadirtments may undertake various
functions of a grant program under a cooperative interagency, or
memorandum type of agreement. If these services relate directly to the gran
program, they should be considered direct costs of the total grant program
whetter or not they are billed to the grant department.

As long as these costs are recorded on the accounting records of the count
represent actual identified costs, are identified by a cost accounting system o
departmental indirect cost proposal, and/ersubstantiated by cost records,
they are acceptable as direct costs of the grant program. Such costs may
claimed for reimbursement regardless of the budget unit in which they are
recorded. The guiding standard is that the grantor agemayldfund the

costs associated with a particular grant program, not specifically the costs o
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a particular budget unit. A necessary cost of a grant program is allowable
regardless of where it is incurred within a county government organization.

2 CFR Part200 cost principles donot specify a particular form of
organization, management technique, or method of accounting as a condition
for cost reimbursement for federal grants and contracts. Consequently, the
accumulation and claiming of direct costs by recipient agerarie matters

that must be agreed upon between grantor and grantee agencies.
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Exhibit 2201

Cost Plan Terminology

Listed below are the definitions for a number of key words that could affect the preparation of a cost ple
For additional definitions, refer t& CFR Part 200Subpart A, Sectior200.1; 2 CFR Part 200
Appendix V, Section Band 2 CFR Part 20@ppendixVIl, SectionB.

Actual Year

Billing

Cost

Cost Accounting

Cost Accounting System

Cost Analysis

Cost Applied (Process)

Cost Ledger

Cost Plan Year

Cost Records

The fiscal year that reports the actual costs experienced by tHederal
entity.

The system whereby the costs of providing a particular service or benefit
are accumulated and charged to the receiving depattriund, or entity.

The assigned value of goods or services denominated in dollars.

The method of accounting that provides for the accumulation and
recording of all the elements of cost incurred to accomplish a purpose, to
carry on an activity or operation, or to complete a unit of work or a specific
job.

The term used to describe the system that provides for the implementatior
of cost accounting. Cost accounting systems may be manual, partly
automated, or fully automated.

The process of determining the cost of a particular operation or service by
analyzing the financial and cost records, but without formally recording
the results in cost ledgers, as in a cost accounting sySwshanalysis is

an essential component of cost allocation methodology.

Please see Intrafund Transfers.

The term used to describe the subsidiary record in which various
operations and/or services are posted in d&aith accounts should be
arranged and kept so that the results shown in them may be summarize:
in a control account. Cost records must be reconciled to and verified by a
control account or accounts in the general ledger and/or object
expenditure records.

The fiscal year that estimates costs based on the actual costs from
previousfiscal year.

All ledgers, supporting records, schedules, reports, invoices, vouchers,
and other records and documents that reflect the cost jgficfsojobs,
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Cost Unit

Departmental Indirect
Cost Rate Proposal
(ICP or ICRP)

Direct Billing

Direct Costs, Expenses,
and Expenditures

Expenditures

Expenses

Fiscal Year

production centers, processes, operations, products, services, or the costs
of any of the component parts.

The term used in cost accounting to designate the unit of product or

service whose cost is computed. These units are slectéhe purpose

of comparing the actual cost with a standard/budgeted cost or with actual
costs of units produced under different circumstances or at different

places and times.

The method used to distribute the countyw2déFR Par200 costs plus

departmental administrative costs to the various programs within a
departmentA rate is often applied to direct program costs

The process whereby one entity chargewther for the cost of

specifically identified goods or services. Direct billings may result in

revenues, interfund transactions, or intrafund transfers, depending on

whether the payments received for direct billings are received from non

governmental ageies, other governmental funds and agencies, or other
budget units that are included in the fund providing the goods and
services. The goods and/or services furnished and related income realized

must be completely documented. Any income from direct alifor

costs that are also allocated through the cost plan must be either credited
to the entities from which the income was derived or used to reduce total
cost plan expenditures.

Reductions in assets thataraceable to specific goods, services, units
programs, activities, or functions. Direct costs/expenses differ from

indirect costs/expenses. Indirect costs/expenses cannot be specifically
traced and must be allocated on some systematic and rational basis

Reductions in the net financial resources of a fund. This term is used to
describe the outflow of financial resources in a fund that employs the
modified accrual basis of accounting.

Outflows or other expending of assets or incgrof liabilities or
combination of both from delivering or producing goods, rendering

ser vi

the economigosition of entities and is used by funds that employ the

ces

, Oor carrying

accrual basis of accounting.

out other
operations during a set period. The term applies to activities that diminish

A fiscal year is an accounting period of 365 day$2consecutive

months that does not necessarily correspond to the calendar year

beginning on January'1The fiscal year is the established period of time

when
conclude.

an

organi zationodos

annual
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Flow of Economic
Resources

Flow of Total Financial
Resources

Indirect Costs
(Overhead)

Interfund Transactions

All assets available torzonfederal entityfor the purpose of providing
goods and services. Thitassification refers to the accrual basis of
accounting that is used by proprietary funds (internal service funds and
enterprise funds).

All of the monetary assets and monetary liabilities that arise from
operations. This measurement focus is used in modified accrual
government financial reporting.

The elements of cost necessary in the production of a good or service tha
are not directly traceable to the product or serMidsually these costs
relate to objects or expenditures that do not become an integral part of the
finished product or service, such as rent, heat, light, supplies, managemen
and supervision.

Transactions that occur between fundshef same government reporting
entity. They include:

1 Interfund Loans i Loans made by one fund to another.

1 Operating Transfersi All interfund transfers other than residual
equity transfers (e.g., legally authorized transfers from a fund
receiving revaue to the fund through which the resources are to
be expended

1 QuasiExternal Transactionsi Interfund transactions that would
be treated as revenues, expenditures, or expenses if they involvec
organizations external to tmenfederal entity Suchtransactions
include: payments in lieu of taxes from an enterprise fund to the
general fund; internal service fund billings to departments; routine
employer contributions to a pension trust fund; and routine service
charges for inspections, engineeringlitigs, or other services
provided by a department financed by one fund to a department
financed by another fund. In the funds involved, these transactions
should be accounted for as revenues, expenditures, or expenses.

1 Reimbursementsi Repayment of aounts remitted on behalf of
another party or interfund transactions that constitute
reimbursements of a fund or expend#s or expenses initially
made that properly apply to another fund. For exampe,
expenditureproperly chargeable to a special rewenfund is
initially made from the general fund and is subsequently
reimbursed. These transactions are recorded as expenditures o
expenses (as appropriate) in the reimbursing fund and as
reductions of the expenditures or expenses in the fund that is
reimbursed.

71



1 Residual Equity Transfers i Nonrecurring or noimoutine
transfers of equity between funds. For example, contribution of
enterprise fund or internal service fund capital by the general fund,
subsequent return of all of part of such contributiothéogeneral
fund, and transfers of residual balances or discontinued funds to
the general fund or a debt service fund.

Interfund Transfers Interfund transfers can be classified as belonging to one of two major
categories: operating transfers or residgglity transfers.

Intrafund Transfers Transactions between a primary government and its blended component
units, or transfers among the blended units of a government fund. This
handbook uses the term primarily to describe transfers between operating
and catral support budget units of the general fund. Intrafund transfers
are sometimes referred to as cost applida intrafund transfeprocess
consists of a transfer of all or par
units in the same governmental ¢yfund. This is accomplished by
reducing expenditures in budget units to which the expenditures were
originally charged and increasing the corresponding expenditures in other
budget units of the same fund to which these expenditures actually apply.
Intrafund transfers that are a consequence of direct charges for services
must be clearly and completely describe and accounted for by budget unit,
so they may be properly applied to cost allocations.

Memo Billing Values assigned to goods and services thatmtenr ecor ded on a
accounting records. The value of the goods or services provided by one
department to another is indicated by interdepartmental communication;
however, the charge is not recorded in the general journal, the expenditure
ledgers, oin any other accounting record. The State Contdler Of f i c e
does not permit costs supported by memo billings to be applied in any
aspect of cost plan preparation or application. If these billings are used
internally for some purpose other than cost asegnt between central
support service and operating departments, they must be supported by cost
analysis and detailed cost records.

Program Cost A cost associated with providing a particular service or activity. Program
costs may be direct or indireé.program cost:

1 Increases in the net current assets of a government type fund, from
other than expenditure refunds, capital contributions, operating
transfers, and residual equity transfers. General-ferg debt
proceeds and transfers in are classifiedast her f i nanci ng
rather than revenues.
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1 Increases in the net total assets of a pragyéype fund, from other
than expense refunds, capital contributions, operating transfers, and
residual equity transfers.

Unit Cost The cost of producing anit of product or rendering a unit of services
(e.g., the cost of performing a tunp on one sedan).

Work Unit The term used to describe a fixed quantity that will consistently measure

work effort expended in the performance of an activity or the ptamuc
of a good.
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Section 2300Allowable Compensation for Personnel Services

Allowable compensation for personnel services is extensively addressed
in 2 CFR Part 200Section200.430 and ASMB CG10, Part 3, items3-5
through 324, as well as in this hdbook.

Allowable grant program costs for personnel services are comprised of
costs directly associated with the program and costs indirectly associated
with the program through the central support service departments
identified in the countywide cost aftation plan.

2310: Required 2 CFR Part 2005ection 200.43@iscusses the supporting documentation
Supporting requirements of charges claimed for salaries and wages. It imposes the
Documentation condition that charges to federal awards for salaries and wages, whether

treated as direct or indirect costs, be based on payrolls documented in
accordance with the generally accepted accounting practice abthe
federal entityand approved by a responsible official or responsible
officials of thenonfederal entity All salaries and wages included in the
cost plan must meet this minimum requisarh Additionally, because
counties havenany different grant programs, each set of grant regulations
should be reviewed to determine if there are additional payroll or time
documentation requirements.

Charges for the salaries and wages of employeesingodolely on a
single federal award or cost objective must be supported, at a minimum
by periodic certifications that the employee worked only on that program
for the period covered by the certification. These certifications must be
prepared at least serannually and must be signed by the employee and
a supervisory official having firdtand knowledge of the work performed
by the employee.

Employees who work exclusively in a single indirect cost pool must each

sign their normal payroll documentatoB.ach e mpl oyeeds s
mu st formally approve t he empl oye
documentation is required for cost allocation purposes.

Exhibit 2301 provides examples of timeeporting requirements for
various personnel positions.

2320 Persomel When employees work on two or more activities or cost objectwelor

Activity Reports when their activities are directly identified or directly billed to particular
budget units or agencies, the distribution of their salaries or wages must
be syported by personnel activity reports.

Exhibit 2302is an example of a personnel activity report, completed daily
and summarized on a monthly basis. It tracks all time spent on projects of
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2330: Acceptable
Substitute Systems

a specific nature as well as those activities that are contirmuargyoing

by nature. Personnel activity reports may be maintained -either
electronically or manually. In all cases, to be acceptable as documentatior
for personnel services, all personnel activity reports must:

1 Reflect an aftethefact distribution of a ¢ h empl oyee:t
activity;

1 Account for the total activity for which each employee is
compensated,;

1 Provide full and complete substantiation of the distribution of effort
and support the imposition of any direct charges for services;

1 Be prepared atebst monthly, and fully account for the total labor
hours of each month;

1 Be signed and dated by the employee no later than the end of the pay
period that follows the pay period covered by the report; and

1 Document, by signature or initials and datkerthe-fact supervisory
review and approval of each activity report.

AEl ectronic signatureso are accef
time reporting can prove that only the actions of the individual preparing
a personnel activity report woulgroduce entries on that report or the
report includes a digital signature that identified a unique individual as the
preparer of the electronic report. Such reports require physical or unique
electronic documentation of supervisory review and approval.

Counties are encouraged to use a personnel activity reporting system, a
described above, for employees in all departments, including those
departments performing duties considered to be unallowable for grant
reimbursement purposes. Reporting in a formah s this is mandatory

for any employee who works on multiple activities or cost objectives,
whose activities are indirectly identified to a particular activity and/or
activities, or whose efforts are directly billed.

Substitute systems for allocated salaries and wages are acceptable if th
county can demonstrate that such substitutions are statistically valid and
if these substitute systems are
prior to being implemeed.
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In order to be statistically valid, statistical sampling requires that the
population selected for examination be a complete population. The
sampling must also meet the following requirements:

1 All employees whose salaries and wages are to be atbtat the
accounting period under examination must be included

1 The entireime period involved must be covered by the sample

1 The sampling units must be selected from the defined population so
that each sampling unit has a chance of being selected

1 There must be a known probability of selection

1 The sample must be selected randomly and apply to the period being
sampled (see ASMB-TO, Part3, Section 23);

1 The means of determining the sample size must be quantified; and
1 The sample results must bwthematically evaluated.

2340: Purpose of Direct charges, direct identification of effort, and allocation of

Documentation professional and nonprofessional salaries and wages in cost plans must be
supported as detailed Bections 2310 and 232RequiredSupporting
Documentation and Personnel Activity Reports, respectivdlye
fundamental purpose for this documentation of time applied is to obtain
the requisite specificity to ensure that efforts expended are accurately
identified to cost pools alfor individual departments and that charges for
services supplied are entirely supported. This is particularly important
when individuals work in departments that may perform both allowable
and unallowable functions, work on more thare tederal award, wrk
on both federal and nefederal awards, work on an indirect cost activity
and a direct cost activity, work on two or more indirect activities that are
allocated using different allocation bases, or work on an unallowable
activity and an allowable dire®r indirect cost activity. Additionally,
each cost plan schedul ebdés gener al
di stributed to the other cost pool s
salary and wages expenditures.

Any and all exceptions to thesastlards for cost plan and direct billing

time distribution documentation must be formally requested and approved
in advance by the State Controlleré
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2350: Summary

The above guidelines constitute the minimum substantiation required if
salay and wage information is to be included in cost plans approved by
theStateCont r ol |l er 6s Of fice. Counties
extensive documentation, in the form of 100% continuous time studies for
all activities. It is the prerogative of @acounty, however, to determine

if the costs of collecting the personnel service information exceeds the
reimbursement that will be realized from the inclusion of the costs of these
services in their cost plans or direct billings.
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Exhibit 2301

Examples of Time-Reporting Requirements

Department

Position

Minimally Acceptable
Time-Reporting Records

County Administrative Office

Audito-Control |l er

Audito-Control |l er

County

(@)}

Administrative Analyst working
only on budget issues for the
county departments

Accounting Technician providing

services only
Social Services Department

Accountant performing duties the
may be assigned to more than ol

cost pool

Couns el «Attorneywhose services are

directly charged or directly

t

identified to one or more county

departments

Payroll records documented i
accordance witlgenerally
accepted accounting standar
and approved by the

empl oyeeds su

Payroll records and certificate
completed at leastfter each
month period, signed by the
empl oyeeds su

Payroll records and aftéhe
fact personnel activity reports
prepared at least monyhl
accounting for total
reimbursed activity,
completely substantiating the
distribution of effort, signed
by the employee, and
approved by t
supervisor.

Payroll records and aftéhe
fact personnel activity reports
prepared at least monthly,
accounting for total
reimbursed activity,
completely substantiating the
distribution of effort, signed
by the employee, a@h
approved
supervisor.

by t
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Exhibit 2302

Sample Personnel Activity Report

Beg

8eg

Exhibit 2302
Sample
Personnel
Activity
Report
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Section 2400: Allowable and Allocable Support Services and
External Overhead Costs

The total costs of the operations of county departments are comprised of
direct and indirect costs. Allowable direct costs plus allowable indirect costs
net of all revenues, reimbursements, and credits make up the total costs that
may be reimbursed by feds and state governments. Allowable costs in
the context of a countywide cost allocation plan consist of the direct and
indirect costs that are considered to be eligible for reimbursement under the
provisions o CFR Part 200r that are specifically anbrized by the terms

of a particular federal or state grant. If a cost benefits a grant program and
can be identified to that program, it may be included with all other direct
costs of that program for grant reimbursement purposes unless it is
specifically prohibited or limited by law or other governing directive.
Indirect costs, although they may not be readily assignable to cost objectives
because they benefit more than one cost objective, must provide specific
benefit to each of the cost objectives taahithey are allocated.

2410: Classifying There are no universal rules for classifying costs as either direct or indirect.

Costs A cost may be direct with respect to some specific service or function and
may also be indirect with respect to a fed@award or some other final cost
pool. However, each item of cost should be treated consistently in like
circumstances either as a direct or an indirect cost.

2 CFR Part 20Appendix IV, Section A, Paragraphdefines indirect costs
as thoseosts:

1. Incurred for common or joirabjectives and
2. Cannot beeadilyidentified with a particular final cost objective.

The term Aindirect costs, o0 as used herein.
the grantee department, as well as those incurred by other departments in supplying
goods, services, and facilities. To facilitate equitable distribution of indirpetnses,

to the cost objectives served, it may be necessary to establish a nhumber of pools of
indirect costs within aonFederal entitydepartment or in other agencies providing
services to a governmental unit department. Indirect cost pools should riimutst

to benefited cost objectives on bases that will produce an equitable result in
consideration of relative benefits derived.

2420: Allowable Following are examples of some general county activities that constitute
Activities allowable expenditres for allocation

1 All phases of the budgeting process are considered allowable, including
preparation, presentation, and recording of the budget in the appropriate
account,as all phases are considered to be necessary for proper and
efficient costcontrol in accounting for grant programs.
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2430: Interpreting
Allowable Costs
and Activities

1 General accounting procedures, which include the costs of recording
expenditures in the accounting records and matching them against
appropriations, aranintegral part of maintaining central accounting
records ad are allowable. This is a component of internal control and is
necessary for the proper and efficient administration of gnagrams.

1 Audit services are allowable, provided the audits were performed in
accordance with the Single Audit Act. Generally, the percentage of costs
charged to federal awards for a single audit shall not exceed the
percentage derived by dividing federal funds exjsel by total funds
expended by the recipient or stéxipient (including programs matching
funds) during the fiscal year. This percentage may be exceeded only if
appropriate documentation demonstrates higher actual costs. Other audit
costs are allowablé they meet the criteriget forthin 2 CFR Part 200
Section 200.429n generalthe following areexamples of allowable
other audit costs

o0 The costs of auditing the financial statements for-Rederal
entities subject to the requirements of the Sidgldit.

0 A proportionate share of the cost of a financial statement audit,
including those performed under Generally Accepted
Governmental Auditing Standards (GAGAS), by an entity
exempted from the Single Audit

o Internal audit functions and its relatedstsihat are performed
to support the Single Audit, the financial statement audit, or
are part of the systems of internal controls required by 2 CFR
Part 200 Section 200.303The costs must be appropriately
allocated to the indirect cost pool in an indireost rate
proposal or cost allocation plan.

The costs of collecting the information supportimganountincluded in the

cost plan must be measured against the return that will be realized. Personni
preparing cost plans must explain in the narratikasaccompany each plan
why certain costs were treated allowable or unallowable.

Questions often arise as to what costs are allowable, what costs benefit gran
departments, and what activities should be considered as general governmer
Among the units where ambiguities may occur are the departments of the
county administrative offiee the auditorcontroller, the treasurdax
collector, and the county counsel. The following general guidelines may be
helpful when determining if various central support functiaresallowable.

Allowable costs are usually administrative or supportivenature and the
benefits associated with them flow into an organization, as descriB€&cHR
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2440: Unallowable
Costs and Activities

Part 200 Subpart EAllowable functions include activities that are required
by or provide specific benefits to federal and/or state programs or other county
departments. Some examples are:

1 Services provided in response to requests from other county
departments;

1 Reports to the county board of supervisors regarding the county
budget or county operations; and

1 Functions, identified by time studies, that direchgnefit grant
programs or are identified to departments or activities that are
necessary and reasonable for proper and efficient administration of
grant programs. These functions may be allocated to such programs
under principles outlined ia CFR Part 20, and constitute costs that
may be included in a countywide cost allocation plan. Details of
allowable costs are presente®i€FR Part 200Subpart E

Unallowable activities include activities not affected tne existence of
federal and/or state programs or the operation and administration of county
departments. These costs do not provide specific benefits to any cost
objectivesExamples are:

T
T

Services performed at the request of the board of supervisors;

Reports to the board regarding the effect of proposed operations on overall
county tax rates;

Activities that cannot be identified with a grant program and that do not
benefit any grant programs;

General functions that are required to carry out the dwesglonsibilities
of state or local governments but do not benefit any grant programs;

Purchase of alcoholic beverages;
Bad debts;

Contingencies

Contributions;

Defense and prosecution of criminal and civil proceedings and claims;
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2450: Factors
Affecting the
Allow ability of Costs

Depreciation ofand, any portion of buildings and equipment purchased
by grant funds, or any buildings and equipment acquired as a part of a
matching requirement;

Entertainment

Fund raising and investment management, generally;

General government expenses (B€eF-RPart 200 Section 200.444

Idle facilities and idle capacity;

Interest on funds not loaned by a bona fide third party

Lobbying;

Selfassessed taxes

The costs of audits that are not required by the Single Audit ACHR

Part 200 Subpart F, suchs, evaluating the effectiveness and efficiency
of a state or local government program (e.g. performance auatit$)

Audit services required by the state or local government to meet state or
local government requirements, rather thaa comply with the

requirements in 2 CFR Part 208ection 200.303 or 2 CFR Part 200
Subpart F.

Any excess costs over the federal contribution under one award agreemen
are unallowable under other award agreements.

The allowability of different expenditures will vary due to circumstances or
specific conditions of grant agreements. It is imperative2t@ER Part 200,
Subpart E ASMB C-10, and this handbook be carefully reviewed prior to
including any expenditure in the cost plan. Any questions about the
acceptability of any expenditure item or category should be resolved in
consultation with the State ControlieiOffice.

Many allowable costs included in the cost plan are readily identifiadiese t
departments that benefit from the service activity. Examples are:

T Utility costs and janitorial work charged to a county building and
allocated to building occupants using the number of square feet of
occupancy;
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1 Personnel costs distributed using thember of employees per
departmentand

1 Warrant processing costs allocated by the number of warrants.issued

2460: Allocable Some costs are not readily assigned. In general, these costs are incurred on

Costs behalf of the county and are allocable to particular cost objectives if the goods
or services involved are chargeable or assignable to these cost objectives in
proportion to theelative benefits received. Such costs must be allocated using
a base that reflects the service they provide. All activities that benefit from a
government al uni t 6s i ndirect cost s,
services donated to the governmentat by third parties, must receive an
appropriate allocation of indirect costs. Any cost allocable to a particular
federal award or cost objective under the principles provided far@fR
Part 200may not be charged to other federal awards to overcong fun
deficiencies, to avoid restrictions imposed by law or by terms of federal
awards, or for any other reasons. This prohibition does not preclude
governmental units from shifting costs that are allowable under two or more
awards in accordance with existingrogram agreementsWhen a
determination is made as to what base will be used to allocate costs, the
following points should be considered

1 The allocation base must reasonably reflect the level of service
received by all county departments bettigfy from the activity

1 There must be a direct causal relationship between the allocation base
used and the service provideohd

1 The allocation base must be auditable and supported by information
kept on file in the county.

2470: Choosing an It is difficult to prescribe specific bases to be used in allocating central support

Allocation Base service activities. Within the different California county organizational
structures, there exists a range of acceptable allocation bases for each service
activity, rangng from simple to complex. For example, the expense of cost
plan preparation is considered allowable for grant reimbursement purposes.
This activity benefits departments that claim or have a potential to claim
reimbursement for grant programs and depamtsi¢hat bill other county
departments, outside agencies, or the general public for services rendered.
Choosing an allocation bapermits the assignment of full operational costs,
including overhead, to various county departments. Allocation bases delecte
should reflect this service relationship and could include:
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2480: Summary

1 Proportionate allocation to all bendfig departments, including
general fund and ISF service departments, based upon benefits
identified in the cost plan base year period;

1 Allocation to all benefiting departments based upon total
departmental expenditures, adjusted to exclude fixed assets, flow
through funds, and large contracts;

1 Allocation to all central support service units, using total expenditures
adjusted to exclude fixed assetspwitthrough funds, and large
contracts; and

1 Allocation to all central support service units based upon actual time
spent in each central support service department.

All of the methods of assigning the costsprepae a cost plan constitute
appropriateallocation methodologies and serve to illustrate the complexities
involved in prescribing just one base to be used for allocations. What may be
an appropriate allocation base for one county with a comprehensive
accounting system may be too complex or cusdrme for use in a small
county with limited resources to capture and categorize data. The int&nt of
CFR Part 200s to provide a means of identifying the indirect and support
service costs related to grant programs without imposing upon grantees the
requirement to maintain formal cost accounting systems.

In summary, when an allocation base is required to distribute a given service
cost, a base should be selectasing statistical information, that can be
compiled without prohibitive asts and that provides a direct causal
relationship between the allocation method used and the expenditures
allocated.
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Section 2500Depreciation

Straightline depreciations the onlyacceptablenethod ofallocating the cost
of fixed assets to specific time periods in which the county benefits from the
use of the assets

2510: Depreciation Depreciation is used to allocate the cost of fixed assets throughout their useful
Defined life. Depreciatiormust be based on the actaatjuisitioncost of the asseind
not upon its replacement value. Accelerated depreciation is not allowed; only
straightline depreciation may be used. The useful life of any asset is that
established for the applicable classasisets in Internal Revenue Service
guidelines for straighline depreciation, unless a county can propose a
reasonable, objective, and independently derived alternative schedule.

2530: Depreciation EffectiveDecember 26, 2014ise allowance has been eliminated as a method
Conditions of allocating the cost of fixed asse#ny reference to use allowance is
providedfor informational purposesnly.

All assets of a single class must be treated in the same manner. Complete
property recordsnust support all depreciation charges. Physical inventories
must be taken at least every two years. Depreciation records must show
depreciation taken each period, the total amount of accumulated depreciation
charged, the useful life of each fixed assat] the remaining value of each
fixed asset. Depreciation may not be claimed for a fixed asset after the total
acquisition cost and the costs of any capitalized additions to the fixed asset
have been fully recoverethventory records must identify assetgghased

with federal funds. The federal government may not be charged for the use of
equipment it has purchasddepreciations discussed in Section 3240

2540: Allowable Non-federal entities can be reimbursed for financing costs associated with
Financing Costs patents and computer softwaequired on or after fiscal year 2018 and
capitalized in accordance with GAAHREinancing costs associated with
otherwise allowable costs of capital assate allowable (including interest)
if paid and incurred, and if the conditions below are met:

1 The financing is provided (from other than tax or user fee sources) by
a bona fide third party external to the government unit.

1 The assets are in support etleral awards

1 Earnings on debt service reserve funds or interest earned on costs
borrowed funds pending payment of the construction or acquisition
costs are wused to offset the curre
interest, as appropriate. Earnirsgdject to being reported to the federal
Internal Revenue Service under arbitrage requirementxahedable
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1 Nonfederalentities will negotiate the amount of allowable interest
whenever cash payments (interest, depreciation, and contributions)
exceedhe governmentau n i cash payments arathercontributions
attributable to the portion of real property usedféaleralawards
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Section2600:  Electronic Data Processing Grant Agency
Approval

State and federal financial participation in the acquisition of electronic data
processing (EDP) equipment, systems, and services specifically to grantee
agencies requires prior approval of the federal grantor agency. The
California Department of Social &&ces is the cognizant grantor agency
for all of the programs that it administers. Prior approval requirements for
the acquisition of EDP equipment, systems, and services purchased from
public/private vendors and/or consultants are found in Division 2Beof
Manual of Operations, Policies, and ProcedyrBgference DSS Manual
Letter No. 8901, dated April 1, 1989. It is the responsibility of the county
welfare department and the district attorney, family support division, to
secure the required approvéisough the Health and Human Services Data
Center (HHSDC), Project Approval Unit, in accordance with the guidelines
set forth in this section and current federal and state regulations.

EDP analysis, design, programmjiog implementation efforts diréad for

use in the administration of public welfare programs also requires prior
approval from HHSDC. The costs of these activities, if approved by
HHSDC and assigned a project number, must be billed directly to the county
welfare department for reimbursent purposes. The costs of all systems
development services provided directly to the county welfare system or to
the Child Support IV Program must be removed before being carried
forward to the Summary/Exhibit of Costs. These costs are not to be included
in the2 CFR Part 20@Exhibit of Costs and claimed as overhead. Costs
incurred for a system development effort that benefits more than a single
department, such as payroll and activity reporting system, should be
identified to the department responsible ooviding the system service
and distributed to all bendting departments, fundand agencies.

Because of the special requirements of the California Department of Social
Services for the reimbursement of grant department systems development
costs,it is necessary for each county to identify all systems development
work as a separate cost center. The costs of all systems development
services provided directly to the county welfare department or Child
Support IVD Program must be removed before betagried to the
Summary Exhibit of Costs.
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Section 3100Purpose and Intent

3110: History and
Background

Building space is considered a countywide resource regardless of the
method used to acquire the space (purchase, construction,deaset).
Accordingly, the StateCont rol | er 6s Of fi ce has
cognizant grantor agency responsible for the review and approval of all
space costs.

The purpose of Part Ill of this handbook is to summarize the rules and
regulations relating to space that have evolaetoth the federal and the
state level, and to provide guidelines for grant reimbursement of space costs
Exhibits 3101 and 310grovide a summary of reimbursement methods.

Prior to July 1, 1980, the approval to clagusts associated with space
occupied by county departments was essentially divided between two
grantor agency groups. Costs for space occupied by countywide service
departments and negrantee operating departments could be included in
the countywide costallocation plan for claiming. Approval of the
countywide cost plan implicitly included approval of the space costs
associated with these departments.

For space occupied by grantee departments and considered to be a dire
cost under the grant, a segi@ and more restrictive set of approval
procedurs wasused Each federal ostate grantor agency was responsible
for approving the space costs ass
Distinctions were made between countyned space and rented8ed
space. In most cases, rented/leased space required prior approval and had
be claimed as a direct cost, while countyned space was distributed
through the cost plan.

To further complicate matters, special agreements were often negotiatec
between the grantor agency and a county grantee department to allow for
the accelerated claiming of space costs, as opposed to using norma
depreciation or use allowance methods. This often resulted in confusion
when grantee departments submitted claims fonarsement of space
costs.Effective December 26, 2014, use allowance was eliminated as a
method of allocating the cost of fixed assets.

Responsibility for space approval was transferred by DHHS to the State
Controlle s O éffedtive duly 1, 1980Since that time, information
relating to the occupancy of space by county departments has been require
each time a countywide cost allocation plan is submitted. However, as with
all other costs approved under the principle2 6FR Part 20Qhere is oa
important caveat: acceptance of space costs by the State CobiteollelO f f i
establishesnly that those costs are approved for reimbursement under cost
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3120: References

principles. The actual reimbursement of costs claimed is subject to the
policies and availability ofunds from the individual grantor agencies.

Listed below are the referencesedin compiling the information in this
part of the handbook. These publications may prove useful to anyone
seeking more detailed information regardihg claiming of space costs.

1 2 CFR Part 200AppendicesV throughVll 1, relate to the recovery
of space costs

1 DHHS ASMB G10 addresses cost principles and procedures for
developing the cost allocation plan and indirect cost rates for
agreement with théederal government (see especially Sections 3
28 through 347);

1 The S C O &xcounting Standards and Procedures for Counties
Manual Chapter 11, presents the criteria for capital leases; Chapter
15 provides a detailed discussion oépital assets, includim
structures and improvemerind

1 Internal Revenue Service Publication 9460w to Depreciate

Property, discusses straigiine depreciation and provides property
class lives and recovery periods.
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Exhibit 3101

Summary of Reimbursement Methods for Capital Expenditures
County-Owned and Non-County-Owned Facilities

Capital Expenditures

Listed below are types of capital expenditures by category and applicable section of
guidelines.

Acquisitions Improvements

Purchase (Section 3220) Improvements (Section 3530)
Construction (Section 3220) Additions (Section 3530)
Donation and Surplus Property (Section 3230)

Capital Leases (Section 3330)
Interest (Section 3220)

Reimbursement Methods

1. The acquisition and capital improvement costs of county-owned facilities are
reimbursable using straight-line depreciation. (See Section 3240).

2. The cost of occupying space under a capital lease, the cost of capital improvements on
such facilities, and the costs of associated interest paid or incurred are reimbursable up
to amounts that would have been allowed had the county acquired ownership. (See
Section 3330).

3. The cost of capital improvements on facilities occupied under operating leases is
allowable for reimbursement when depreciated over the remaining life of the lease. The
resulting lease cost and amortized improvement costs cannot exceed the cost of
comparable space in other private sector buildings. (See Section 3530).
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Exhibit 3102

Summary of Reimbursement Methods for Ordinary Expenditures
County-Owned and Non-County-Owned Facilities

Ordinary Expenditures

Listed below are the types of ordinary expenditures and the applicable sections of the
guidelines.

Description
Alterations and Maintenance (Section 3540)

Interest and Expense (Section 3250)
Reimbursement Methods

1. Normal maintenance is treated as an annual operating cost and is allocable for
reimbursement in the year of expenditure.

2. Alterations and minor repairs are treated as annual operating costs and are eligible for
reimbursement in the year of expenditure to the extent they are not provided for in a rental
rate or lease/rental agreement. Social services agencies may claim reimbursement for
expenditure amounts approved in their proposed county administrative budget (PCAB)
for the year in question. If an alteration project exceeds the approved PCAB amount, then
the costs should be capitalized for county-owned buildings and amortized over the
remaining life of operating leases.

3. Interest paid or incurred and other financing costs associated with building acquisition

may qualify for reimbursement under an interest amortization/rental rate. (See Section
3220 and 3250).
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Section 3200Characteristics of County-Owned Facilities

3210: County
Owned
Space Costs

3220: Acquisition
Costs

Facilities include buildings (offices, storage, jails, museums), special use
facilities (auditoriums, convention centers), parking lots, parks, airports,
public works facilities (sewage, water treatment), and naédacilities
(hospitals, clinics, emergency centers).

Countyowned facilities are facilities that are owned by the county,
purchased or constructed by the county, or acquired through a capital lease
an exercise of a joint powers agreement, and/or foomatf a nonprofit
entity.

Countyowned facilities may be acquired through many different methods,
including purchase, transfer, legsgrchase, donation, construction, surplus
property acquisition, and capital lease.

The costs of fixed assets may be allocated to the period hedafiing
depreciation Straightline depreciationmust be used for buildings and
improvements (including land improvements such as paved parking areas
fences, and sidewalkd)ased onthe acqtsition costs plus capitalized
improvements. Where a financing agreement is used to acquire a building,
the interest expense may be eligible for reimbursement (See Section 3250)

The cost of structures and improvements incladiesxpenditures incurred
in connection with their acquisition, including the following:

1 Purchase price or construction cost;

1 Accident or injury cost during construction

1 Fixtures attached,;

1 Payment of damages resulting from construction;

1T Archifees;ct s o

1 Insurance expenses during construction;

1 Cost of permits and licenses;

1 Interest expense during construction (see Section 3250); and

f Landscaping and sidewal k const
construction and necessary for the use of thielibg.
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3230: Facilities
Acquired by Transfer,
Donation, or Surplus
Acquisition

The following costs are unallowable under cost principles and must be
excludedfrom acquisition costs:

1 Any cost, or portion of cost, of a facility borne directly or indirectly
by the federal or state government; and

1 The following costs associated with land: purchase price,
condemnation fees, appraisal and negotiation fees, clearing land use,
title search fees, demolishing or removing structures, costs of
consents, and filing costs.

Acquisition costs must be reduced by:

1 Amounts receive for the sale of salvage from materials charged
against the construction;

9 Discounts, allowances, and rebates secured; and

1 Amounts recovered through surrender of liability and casualty
insurance.

The interest expense associated with financing a bujldimge the building

is occupied, should not be capitalized as a part of the acquisition costs.
Under specified conditions, however, this interest is eligible for
reimbursement as an annual expense as a rental rate system/cortemnent
Section 3410).

When assets are transferred between funds, (e.g., between an ISF and the
general fund), Chapter 15 of th® C O AAscounting Standards and
Procedures Manuatlictates that such transexts be regarded as taking
place between independent financial entities.

When examining this interfund transfer of facilites from a grant
reimbursement perspective, the federal government views the entire county

as one distinct governmental entity. Thasis for reimbursement of a

facility acquired by an operating fund and later sold or transferred to a
proprietary fund is the original cost to the county, plus the actual costs of

any capital improvements. Reimbursement cannot be arbitrarily increased
byrecording of the asset at a Afair ma
is greater than the cost recorded in the records of the fund transferring the

property.

The ST O Ascountirgand Procedures ManuaChapter 15, Section 12,1

states that faciiies donated to the county from external sources should be
recorded at their estimated fair market value on the date they are accepted
by the board of supervisors. Purchases of governmental surplus property at
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3240: Depreciation

nominal prices below market value are in ghrhations and should be so
valued.

In many caseghe federal government will have participated in the cost of
constructing a facility that is being transferred, donated, or purchased at &
bargain price by a county, or reconstructed as a result of ahdisaister.

As the federal government can participate in these costs in many different
ways, it is difficult to develop and apply a general set of rules for valyation
and each case must be examined on its own merits. To determine ar
appropriate acquisdn cost for grant reimbursement purposes, the State
Controller's Office, County Cost Plas Unit should be provided with
complete details of the transaction.

Depreciation is the method for allocating the cogtxad assets tperiods
benefiting from asset us&ffective the fiscal year after December 26,
2014, use allowance is no longer available as a substitution for
depreciation.

2 CFR Part 200, Section 200.436, provides that thefedaralentity may

be compensated for éhuse of its buildigs, capital improvements,
equpment, and software projects capitalized in accordance with GAAP,
provided that they are used, needed inthefeod e r al ent i t y 0 s
properly allocated téederal awards. Such compensationstbe made by
computing depreciation.

Depreciation is computed applyitige following rules

1 The computation is based on capitalized costsefisat! in Section
3530, and supported by actual cost records efndd in Section
355Q If actual cost recordsave not been maintained or cannot be
reconstructed for a particular facility, a reasonable estimate of the
total acquisition costs may be used. All such estimates must be
entered into, and reflected on
future authentiity. The State Controller's Office must be contacted
regarding the procedures for determining estimated acquisition cost.

1 Physical inventories of all fixed assets must be performed at least
every two years to ensure that assets on which deprediaisbeen
taken existsand are in use. The inventory records and any associated
depreciation records must be available for review with all other
records that support the cost plan.

1 Records maintained on county buildings must include a listing of
the occupant{sof each building and report the square footage used
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by each occupant of any building that has more than a single
occupant.

1 Adequate property records must be maintained. These records
include depreciation schedules for each facility. The schedules may
bepart of a formal accounting system or may be supplements to the
countywide cost allocation plan.

Straightline depreciation is the only acceptable method that may be used to
allocate the costs of county fixed assets over their useful life unless the
county is able to present clear and convincing proof that the expected
consumption of an asset will be considerably greater in the earlier portion
rather than the later portion of its useful life. Useful life should be based on
a useful life study for the fddy including such factors as site location, type

of construction, and utility to the county given a normal schedule of
maintenance but without major renovation.

Once implemented, depreciation methods may not be changed unless the
change is approved byd State Controllé Office, as the cognizant
agency.2 CFR Part 200Section 200.436 (d) (59tates thawherethe
depreciation method is introduced to replace the use allowance method,
depreciation must be computed as if the asset had been deprecatias o
entire life (i.e. from the date the asset was acquired and ready for use to the
date of disposal or withdrawal from service). The total amount of use
allowance and depreciation for an asset (including imputed depreciation
applicable to periods pnioto the conversion from the use allowance
method, as well as, depreciation after the conversion) may not exceed the
total acquisition cost of the asset.

The county must choose the depreciation method for a single class of asset
(e.g., generapurpose ofite structures). As defined in Exhibit 3501, Space
Terminology, the single class of assets for buildings in a county is broadly
defined as all buildings, including any appurtenant structures or
improvements in connection with these buildings.

Special usdacilities, (e.g., waste or water treatment plants or parks) may
be considered a separate class of assets for the purposes of implementing
this section.

Depreciation on fixed assets that are considered excess or idle, or for
facilities that arenot occupied, may not be charged against grant programs
without specific authorization from the grantor agency. Questions regarding
this topic should be a Office€sustyeGbstt o t h-
Plars Unit.
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3250: Interest Expense

Any claim for reimbursement that wiksult in cost recovery that exceeds
actual cost is unreasonable and unallowable and no further depreciation ma
be claimed. Requests for exceptions to this policy must be fully documented
and submitted t o Offick@ungtCast RlamUdibfort r o
specific approval (See ASMB-00, Part3, Section 334).

Revenue received in connection with activities associated with a facility,
such as rented space, parking fees, or vendor stands will be treated unde
the applicable credit rule @CFR P& 200, Section 200.406see handbook
Section 2210 Allowable Incom@&evenug].

All space costs claimed through depreciationstbe claimed through the
countywide cost allocation plan.

Under2 CFR Part 2005ection 200.44%inancing costs (including interest)
incurred or paid on or after September 1, 1995, associated with the
otherwise allowable costs of building acquisition, construction, fabrication,
reconstruction, or remodeling completed on or after October 1980 are
allowable. This section also allows financing costs (including interest)
incurred or paid after September 1, 1995, associated with otherwise
allowable costs of equipment. The actual interest expense either paid ol
accrued by a county may be claimed for reimbuneset through the use of

an interest amortization/rental rate system based on actual costs. Interes
amortization is dicussed in Section 3400

Effective December 26, 2014or nonfederal entity fiscal years beginning

on or after January 1, 20li6tangible assets include patents and computer

software. For software development projects, only interest attributable to
the portion of the project costs capitalized in accordance with GAAP is
allowable.

The condition placed upon the allowability aterest costs for a publicly
owned building is that it must be newly occupied on or after October 1,
1980.Following are examples

1 Non-grantee department, prior to October 1, 1980, desupg
countyowned building. Subsequent to that date, the building is
vacated and reoccupied by grantee departments. Interest costs ar
not eligible as a rental rate componesthe building was occupied
prior to October 1, 1980

1 A countyowned building isacquired prior to October 1, 1980, but
remains unoccupied until after that date. Interest costs are an
allowable component in the rental raésthe building was newly
occupied on or after October 1, 1980
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1 Arented (norcounty) building is occupied bygantee department
prior to October 1, 1980. Subsequent to that ,dtte county
purchases the building, making it comatyned. Even though the
building was occupied prior to October 1, 1980, it did not meet the
test of publicly ownedbecausdat was renéd. Therefore, interest
costs are an allowable component in the rental estide building
became a publicly owned facility, amthsnewly occupied as such
after October 1, 1980.

Reimbursement may be claimed for interest costs incurred on a building
acquired under a lease required to be treated as a capital lease under
governmental generally accepted accounting principles, a sale and
leaseback arrangement, or a ldsmrarmslength lease agreement in
accordance wit CFR Par200, Section 200.465

In the case of capital leases, the lease is treated as an installment purchase
of the propertyAs installment purchases invariably require the payment of
interest, an imputed interest expense would be allowable under this type of
lease. The amount of inteteexpense should be determined from the
information in the lease agreement and/or information obtained from the
lesser. If this is not possible, the interest expense should be based on the
interest rate charged to the county in similar borrowing arrangsr(erithe

time of the lease executian)

Rental costs under sale and leaseback arrangements are allowable only up
to the amount that would be allowed had the governmental unit continued
to own the property.

Under a lesshanarmslength lease, the propgris treated as though the
lessee instead of the lessor had purchased it. If the lessor incurs an interest
expense in purchasing the propethenthis expense would be considered

as an expense of the lessee and would be allowable.

If a building qualifes unde2 CFR Part 200Section 200.44%the interest
expense incurred during the construction of the building (or other period
needed to get the building ready for use) is an allowable component of the
total capitalized cost of the building. This intérespense, along with other
capitalized costs of the building, should be claimed as a component of
depreciationf the building was newly occupied on or after October 1, 1980.

Interest costs incurred or paid for the acquisition of land acquired in
connection with the acquisition of a building after June 30, 1996, are
allowable. Interest on the acquisition of land by itself is not allowable.
Principal payments for the acquisition of land are unallowable.
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When part of the financing costs of a builgliis charged to the federal
government, either directly or through the cost plan, the federal government
must also participate in any income earned by the county that is related tc
that financing. If a county finances a building by issuing bonds andsets u
a sinking fund to retire the bonds, the income earned by the sinking fund
must be offset against the interest expense. Interest amortization and rente
rate computations arestiussed in Section 3400
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Section 3300Characteristics of County-LeasedFacilities

3310: CountyLeased
Space Costs

3320: Reimbursement
Methodsi Operating
Lease Agreements

A lease agreement conveys property rights for a specific period of time.
Countyleased facilities include facilities obtained on a mewtimonth

basis and those obtained by an operating lease. Although actual title to a
facility is not transfered by a lease arrangement, each lease agreement
should be evaluated to determine if the agreement should be treated as an
in-substance purchase. Cost plan coordinators should be especially aware
that renewal of a lease may result in a total lease teamstequal to 75%

or more of the estimated economic life of the leased property, a situation
that would require that the lease be cajpiéal. See Section 3330r the
conditions that require that a lease be classified as a capital lease.

2 CFR Part 200Section 200.465states that rental costs are allowable to
the extent that the rates are reasonable in light of such factoesta$ costs

of comparable property, if any; market conditions in the area; alternatives
available; and the type, life expectancy, condition, and value of the property
leased. There are many different types of leasing arrangements, including
the following:

1 Monthly rentaj

1 Annual rental/lease

1 Lease with option to purchgse

1 Capitalleases/lease purchases

1 Saleandleaseback arrangemensnd
1 Lessthanarmslength lease

Monthly rentals and annual rentals/leases meet the criteria for operating
leases under th€ C O &ccaunting Standards and Procedures Manual
Chapter 11, and Section 11.17. Under an ordinary rental/tzadract, one

party (the less@rconveys property to another (the county) for a specified
rent. The county acquires no interest in the property beyondghieof

usage during the term of the lease or rental agreement. Neither an asset nor
an obligation is recorded for operating leases. Rental payments are
recognized as expenditures. Only lease payments made for operating leases
may be claimed for grantirebursement purposes.

Reimbursement for the costs of space occupied under straight lease or rental
agreements is allowable to the extent that costs are reasonable in relation to
the rental costs of comparable space in privately owned buildings in the
samelocality. Monthto-month rental arrangements should be limited to
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3330: Reimbursement
Methodsi Capital
Leases

emergency or other shedrm occupancy situationasthey can be more
expensive than annual rental agreements.

Prior approval is not required to claim reimbursement for operating lease
costs, but the costs must be within comparable resiad éee Section 3310

for requirements Rental rate information operating lease costs may be
claimed as direct costs when paid from the grantee budget unit. If paid from
a central appropriatiorthe mstsmust be included in the countywide cost
allocation plan.

Leasepurchases, certain leases with option to purchase, and material equity
leases are, according to t8eC O Acgounting Standards arffrocedures
Manual deemed to represent substantially all of the benefits and risks
incidentl to ownership of the property and are considered capital leases. A
capital lease is, for the most part, viewed as an installment purchase rathe
than the rental gfroperty and should be accounted for as the acquisition of
an asset and the incurrence of an obligation by the lessee.

National Council on Governmental Accounting Standards Number 5
requires that governments follow the capital lease accounting andmgport
standards established by Financial Accounting Standards Board Statemer
13 (FASB13). FASB13 requires that a lease be capitalized if angof

the following criteria are characteristics of the lease transaction during the
fixed, norcancelable termfdhe lease

1 The lease transfers ownership of the property to the lessee by the
end of the lease term

1 The lease contains a bargain purchase option.

1 The lease term, including bargain renewal options at inception, is
substantially (75% or more) equaltte estimated economic life of
the leased property, including earlier years of use. This criterion is
not applicable when the beginning of the lease term falls within the
last 25% of the total estimated economic life of the leased property.

1 The present Vae of the minimum lease payments at the beginning
of the lease term, excluding executory costs and profits thereon to
be paid by the lesser, is 90% or more of the fair value of the property
at the inception of the lease. This criterion cannot be usedéaise
that begins within the last 25% of the original estimated economic
life of the leased property.
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FASB-98 defines a lease term as the fixed-nancelable term of the lease
plus any of the following periods:

1 A period for which failure to renewhe lease imposes a penalty on
the lessee in an amount such that, at the inception of the lease,
renewal appears to be reasonably assured

T A period covered by a bargain pu
option to purchase the leased property at a seifiity low price that
makes the exercise of the option relatively certain

1 A period in which penalties are imposed in an amount that, at the
inception of the lease, reasonably assures the renewal of the lease by
the lessee

1 A period covered by ordinaryenewal options, during which a
guarantee by the | essee of t he |
indirectly related to the leased property is expected to be in effect or
a loan from the lessee to the lessor that is directly or indirectly
related to the leasl property is expected to be outstanding

91 A period covered by ordinary renewal options preceding the date on
which a bargain purchase is exercisable

1 A period that represents renewals or extensions of the lease at the
| essor 6s o pt ileasatermidamwotextend heyonhdhhe
date of a bargain purchase option.

Under a lesshanarmslength lease, one party to the lease agreement is able
to control or substantially influence the operating and financial policies of
the other party. Such leaseslude, but are not limited to, those between
(1) divisions of an organizatior2) organizations under common control
through common officers, directors, membensd (3) an organization and

a director, trustee, officer, or key employee of the orgapizair his/her
family, either directly or through corporations, trusts or similar
arrangements in which they hold a controlling interest.

A government relategarty transaction may arise between a state or local
government and a public authority. A pubd&iathority is created to raise
funds through the issuance of debt, the proceeds of which will be used to
purchase or construct fixed assets. These assets may be leased by the public
authority to the state or local governmental unit, with title passingeo t
governmental unit at the end of the lease term.
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3335: Sale and
Leaseback

3340: Allowability
of Leases

The accounting treatment of lease between a state or local government an
a public authority is dependent on whether the public authority is part of the
overall governmental reporting entity or subjeot its managerial or
financial control.

Under a salandleaseback arrangement, property owned by an

organization is sold to and leased from another organization or individual.
The property sold and any related liabilities elieminated from the seller

| esseedbs accounting records and a
leaseback is recognized by the seléssee.

Reimbursement for capital leases is available as follows

1 Rental (lase) costs for capital leases are allowable only up to the
amount that would be allowed under applicable cost pileshad
the county purchased the property on the date the lease agreemer
was executed (e.g., depreciation, maintenance, taxes, inswgtmgce,
but excluding unallowable costs)

1 Rental (lease) costs under leagéh-optionto-purchase
agreements that meet the criteria of a capital lease are allowable a:
specified in the paragraph above. Otherwise, they are reimbursable
as operating leaseprovided approval is received from the State
Controlles Office to do sp

1 Rental (lease) costs under salatleaseback arrangements are
allowable only up to the amount that would be allowed under
applicable cost principles had the county continued toa the
property and

1 Rental (lease) costs under ldsanarmslength leases are
allowable only up to the amount that would be allowed under
applicable cost principles had title to the property vested in the
county.

Interest or other financing costs awmallowable in determining the
acquisition cost of a facility, except as provided for in Section 3250.
However, they are allowable for reimbursement purposes when included in
rental rates computed under specified conditions. See Section 3410 for ¢
discussdn of rentalrates and Section 342Z0r a discussion of interest
expense. The costs of facilities under capital leases are to be claimec
through the countywide cost allocation plan.

105



Section 3400i1nterest

Interest expenses incurred or paid aftmrilding occupancy for the
acquisition of construction of a building may be expensed over the life of

the financing instrument. Allowable interest may be expensed as it is paid

or amortized, or it may be expensed on a strdightbasis. The method by
which such amortization has been effec
rate system.o0o Interest amortizati on
system that results in charges based on actual costs regardless of whether
the costs are treated as direcinalirect costs and regardless of whether the
costs are billed to user departments or are allocated through a cost allocation
plan. Any costs included in an interest amortization/rental rate schedule
may not be charged or allocated elsewhere. Exhibit 3#0Yides a
comprehensive example of a rental rate system computation.

3410: Rental Rate Interest expenses incurred or paid after building occupancy for the

Components acquisition of construction of a building may be expensed over the life of
the finarting instrument. Interest expense must be computed on amounts
actually paid or incurred for building purchase or construc\amntal rate
system is defined as any acceptable costing system that results in charges
based on actual costs, regardless ofthdrehe costs are treated as direct or
indirect costs and regardless of whether the costs are billed to user
departments or are allocated through a cost allocation pllay.costs
included in a rental rate computation may not be charged or allocated

elsewhere.
3420: Rental Rate Depreciation expense may be included in the rate computations for building
Charges cost. The acquisition costs or construction costs must be fully supported.

The following elements can be included in rental rate charges Wwagaite
based on costs that were actually incurred or paid:

1 If a countyowned facility was occupied on or after October 1, 1980,
t he annual i nterest charges for f
or purchase may be included in the rate computation.atheal
interest paid or incurred by the county on a purchase contract or
capitalized construction costs less any interest credits, where
applicable, may be included in the rental rate charges.

1 Interest paid for the acquisition of land when the land wgsieed
in connection with the acquisition of a building after July 1, 1996,
is allowable per ASMB €10, Section 33.

1 Interest payable over the life of the financing agreement must be
supported by an interest amortization schedule.
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3430: Approval
Requirements for
Rental Rates

1 The issuance cost @ bond, which consists of professional fees,
selling commissions, printing costs, etc., should be identified on the
statement that presents the details of the proceeds of issuance. Issu
costs may be amortized over the term of the financing agreement on
a straightline basis and included as a component of rental rate
computations.

1 Any premium or discount on the financing instrument is identified
on the statement that shows the breakdown of proceeds of the
issuance. A premium or discount may be amortizext the term of
the financing agreement on a straijhe basis and included as a
component of the rental rate computation.

1 Bond reserves can be included in a financing instrument for
unforeseen or underestimated costs. These reserves are identified o
the statement that presents the details of issuance proceeds. Onl
that portion of the contingency that is actually expended toward the
facility may be amortized over the term of the financing agreement
on a straightine basis and included as a componenthef rental
rate computations.

Recurring costs of servicing a building, such as maintenance fees/expense:
related administrative costs, taxes, and insurance, are allowable and may b
charged directly to benetitg departments or allocated to these
depatments through the cost plan. If not included in the rental rate, these
costs can be included in the countywide cost plan for further allocation to
the occupying departments.

The bond reserve portion of the proceeds from a bond sale is retained by th
institution that is designated as trustee for the lender. This fund is to be use
for payment of principle and interest should the county be unable to make &
payment. Any unused portion of the reserve fund will be used to make the
final payments on the debih either case, the bond reserve is used to make
principal and interest payments and represents a source of loan repaymen
The reserve fund and its prorated share of interest expense are not eligibl
for inclusion in the rental rate computation for reurdement purposes.

Costs claimed on the basis of rental rate systems that included interest an
financing charges no longer require prior approval from the State
Controlled s Q f Howewee, all countiesmust maintain complete,
comprehensive cost information on file supporting rental rates for buildings
used by central support and grant departments. All rental rates claimed in
countywide cost plans must be fully described in the narrative that prefaces
thespace or building use section of the cost plan.
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Rental rates and the associated costs of new buildings occupied by central
support and grant departments are examined durin® 1GeO dost plan
analyst reviews. These reviews include verification thatcapitalized
expenditures are fully supported and accurately reflect the costs of
procuring or purchasing buildings and preparing them for occupancy, that
these costs have been correctly capitalized, that recovery of these
capitalized costs is in accordaneégh 2 CFR Part200, and that all cost
amortization schedules are correct.

Counties may expense or amortize interest, as they prefer, for the
acquisition of buildings and related land, construction or fabrication,
reconstruction, or remodeling subjecthe criteria, as stated hCFR Part

200, Section 200149, and ASMB C10, Section 33.

Once a rental rate schedule has been used to assign building costs in a
countywide cost allocation plan, the same schedule must be consistently
used for the life othe associated buildinginless the State Controller's
Office determines that the rental charges should be modified or abolished.
Costs based on estimated rental rates may be billed to the occupants of the
associated buildings but these estimated charges must be adjusted|to actua
costs, based on finalized rental rates presented in the countywide cost plan.
A rental rate may be increased by 2% for the value of documented capital
improvements to a building.
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Exhibit 3401
Comprehensive Rental Rate Computations

The following chart is an example of a comprehensive rental rate computation for a county
welfare department. In this example, the county purchased a 20,000-square-foot building for use

as the departmentds main office. The -ybaubohdd i ng
This example demonstrates how the costs of the building, bond issue components, and interest
expense are included as rental rate charges. The cost of land is unallowable under the cost
principles; however, interest paid on the acquisition of land is allowable. The bond reserve
component is not a cost to the county and, therefore, it is not included in the rental rate. Interest
expense related to the bond reserve is also excluded.

Acquisition Cost

Building and Architect Expenses 1,113,854 91.01%Allowable
Land 110,000 8.99% Unallowable
Total Acquisition Costs 1,223,854 100.00%

Straight Line Depreciation:

Building Costs and Architect Expenses 1,113,854
+ 30 years (*)
Allowable annual straight line depreciation claimable amount 37,128

(*) - Please refer to your county's depreciation policy for building depreciation.
Computation of Annual Allowable Costs and Percentage Factors (Example)

Proceeds of Bond Issue:

Total Allowable Unallowable

Building Cost 1,095,319 1,095,319
Architect Expenses 18,535 18,535
Total Building Costs 1,113,854 1,113,854
Bond Discount 45,771 41,656 4,115
Bond Issue Costs:

Attorney Fees 26,118

Bond Printing Fees 3,592

Financial Consulting 36,382

Bank Trustee Fees 6,919
Total Bond Costs 73,011 66,447 6,564
Land Cost 110,000 110,00C
Bond Reserve Fund 172,390 172,39C
Other 19,974 19,974
Total Proceeds of Bond Issue $1,535,000 $1,221,957 $313,043
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The discount and issue costs are distributed to the Allowable and the Unallowable columns using
the percentages that building costs and land costs constitute of total building and land costs
(91.01% and 8.99%). The allowable portions of the discount costs and issue costs will be
recovered on a straight-line basis over the 20-year term of the bonds; ($41,656 + $66,447)/20
years = $5,405 per year.

Amortized Monthly | $ Cost
Year | Annual Depreciation Discount and | Claimable Claimable | per Sq.
Interest Issue Costs Costg Costs Foof

1 $135,485 $37,128 $5,405 $178,018]  $14,835 $8.90
2 133,295 37,128 5,405 175,828 14,652 8.79
3 130,740 37,128 5,405 173,273 14,439 8.66
4 128,185 37,128 5,405 170,718 14,227 8.54
5 125,265 37,128 5,405 167,798 13,983 8.39
6 121,890 37,128 5,405 164,423 13,702 8.22
7 118,403 37,128 5,405 160,936 13,411 8.05
8 114,403 37,128 5,405 156,936 13,078 7.85
9 109,865 37,128 5,405 152398 12,700 7.62
10 104,765 37,128 5,405 147,298 12,275 7.36
11 99,110 37,128 5,405 141,643 11,804 7.08
12 92,880 37,128 5,405 135,413 11,284 6.77
13 86,130 37,128 5,405 128,663 10,722 6.43
14 78,395 37,128 5,405 120,928 10,077 6.05
15 70,115 37,128 5,405 112,648 9,387 5.63
16 60,915 37,128 5,405 103,448 8,621 5.17
17 50,685 37,128 5,405 93218 7,768 4.66
18 39,525 37,128 5,405 82,058 6,838 4.10
19 27,435 37,128 5,405 69,968 5,831 3.50
20 14,44 37,128 5,405 56,948 4,746 2.85
Total $1,841,900 $108,100 $2,692561

21-30 0 37,128 0 37,128 3,094 1.86

1 This example assumes a debt that is incurred at the beginning of the first fiscal year. In cases where debt is
incurred at some other point of the fiscal year, interest and amortized costs would have to be prorated for the first
and final year of the debt financing.

Building interest is allowable for county-owned facilities occupied on or after October 1, 1980.

Interest paid after July 1, 1996, for the acquisition of land is allowable per ASMB C-10, Section 3-43.

Allowable interest costs may be computed as incurred or straight line ($1,841,900/20 =$92,095).

2 Total costs that may be claimed for the year are the sum of the allowable interest costs, the amortized allowable
bond discount and issue costs, and depreciation on the total cost of the building.

3 In this example, the total useable square feet occupied by all of the residents of the building is assumed to be

20,000 square feet. The costs per square foot may be used to distribute total yearly building costs to each
occupant of the building.
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Section 3500Space Costs Approval

3510: Refinancing

3520: Grantor Agency
Special Agreements

3530: Capitalized
Improvement Costs

Approval of the countywide cost plan incorporates approval for grant
reimbursement purposes of all space costs that are included in the cost plar

The sections of this handbodkat follow address areas of space costs
reimbursement methods.

If a county elects to refinance the debt used to finance construction of county
buildings, it can be reimbursed only up to the original amapproved.

For example, a Rental Rate Schedule that is amortized over 20 years has bet
approved for $12 million (this includes interest expense, issuanceaoaists
depreciatiop The county has been reimbursed a total of $3 million during
the pasthreeyears. If the county refinances, it can be reimbursed at the new
rate as long as the future reimbursements (including interest expense
issuance costnd depreciationdo not exceed $9 million.

If, due to the refinancing, future reimbursements exck®dnillion (the
remaining amount approved in the original rental rate) the county would be
responsible for the additional costs.

If future reimbursements are less than $9 millikenthe savings must be
proportionally shared with all participating grgatograms. For example, if
the refinancing requires $8 million in reimbursable costs, only this $8 million
will be reimbursed.

If a county has received past approval from a grantor agency to claim spact
costs uder a negotiated special agreem#mnthe county must continue to
claim in accordance with that agreement until it expires, or until the
conditions set forth in the agreement change. At this time, the State
Controlles Office should be contacted forrtluer instructions.

Chapter 15, Section 180 of the S C O AAscounting Standards and
Procedures Manuatlefines capital expenditures incurred on fixed assets
after their original acquisitian

I Capitalizedexpenditures are defined as expenditures that materially add to the
value or the utility of property or appreciably extend its life. The cost of capitalized
expenditures should be added to the book value of the asset where the original cos
of a componenteing improved can be specifically identified. This original amount
should be written off and the new cost capitalized. Capitalized expenditures are
occasion referred to as betterments. The decision as to whether an expenditure
should be capitalizechall be made by an evaluation of engineering, physical, or
other relevant factors apart from cost.

1 Additions are new and separate units or extensions of existing units and are
considered to be capital assets. As with betterments, the test of signibande
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be applied. Additions and improvements to infrastructure assets should be
capitalized.

Costs associated with capitalized improvements for ceowtyed facilities,

or with facilities acquired under a capital lease, are allowable for
reimbursement wh capitalizedexpendituresand claimed throughormal
depreciationin the countywide cost allocation plan. No prior approval is
required for reimbursementCounties that routinely compute annual
depreciation for all countgwned buildings must deprecidtes cost of any
capital improvements over the remaining useful life of the building if a
capital improvement appreciably extends the useful life of the building, the
extended period should be used.

The costs associated with capital improvements on fasilitccupied under

an operating lease should be depreciated over the remaining period of the
lease. The resulting monthly lease cost plus amortized improvement costs
must not exceed the rental costs of comparable space in a privately owned
facility. The cainty must obtain new documentation on comparable rental
rates, as desibed in Section 356@p ensure that the total costs claimed for
the improved leased building do not exceed the costs of space in privately
owned buildings.

No prior approval is requed for reimbursement, but new capital
improvements should be disclosed and described in the narrative for the
space schedule. Future field reviews and/or audits will determine whether
improvements were both necessary and reasonable.

Capital improvementsosts on operating leases may be claimed as direct
costs only if paid directly from a g
grantee. Otherwise, they must be claimed through the countywide cost
allocation plan. If billed, they must be adjusted to adtughe plan.

When making capital improvements to a facility occupied under an operating
lease, the county must ensure that the improvement is both necessary and
reasonable for the proper and efficient administration of the grant program
because of the liited period available for the use and benefit of the
improvement.
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3540: Alteration and
Maintenance

3550: Documentation
Requirements for
Claimed Space Costs

3560: Comparable
Space Costs

Chapter 15, Section 180 of the S C O AAscounting Standards and
Procedures Manualefines alterations and maintenance as follows

1 Maintenances defined as expenditures that neither materially add to the value of
property nor appreciably prolong its life, but merely keep it in an ordinary efficient
operating condition. Maintenance costs shall not be capitakzet

1 Alterations are changé@sthe physical structure or arrangement of fixed assets that
do not qualify as an increase in fixed asset value under the preceding definitions of
betterments and additions. Alterations shall not be capitalized.

Normal maintenance costs on couotyned or rented facilities are
allowable for reimbursement in the year of expenditure to the extent that they
are not otherwise included in rent or other charges for space. Maintenance
costs may be claimed through the countywide cost plan, or as direct costs i
bil | ed or paid directly from the ¢
required for reimbursement of maintenance costs.

Alteration costs on courdywned or rented facilities that will benefit the
operation of a grant program must be coordinated with theizant agency

for that grant. Alteration and maintenance costs that are not classified as
capital improvements may be claimed through the countywide cost
allocation plan. Expenditures that are directly chargeable to federal awards
may be billedtoorpaidi rect |l y from the grante

If an alteration or a maintenance project substantially increases the capacity
value, operating efficiency, or useful life of an asthenthe associated costs
must be capitalized and recovered through depienia

Complete documentation on the costs of space claimed against federal o
state grants is required to be maintained on file in the county, regardless o
the method of claiming. Thdocumentation may take the form of contracts,
lease agreements, board resolutions, and any other information necessary 1
describe the facility and the conditions of occupancy. This supporting
material must be retained as long as the facility is occupyedobinty
departments and for a period of three full years after the facility has been
vacated.

Although all space costs claimed must be within comparable rental amounts
space occupied under operating lease or rental ragrée or rental rate
systems is subject to an additional requirement. For each facility leased,
rented, or claimed under a rental rate, three comparable rents must be
obtained and the rate for the facility under consideration must be within the
range of tlese rates, taking into consideration such factors as market
conditions in the arealternatives availabjeand the type, life expectancy,
condition, and value of the property. This condition also applies to the
renewal of existing operating leases or @ased costs due to leasehold
improvements.

113



A comparable rental rate is the rate that would be charged foreonity
owned building or parking lot that would suit the intended purposes if
occupied by the county. The comparable building should be icadidn
suitable to the grantee program and be similar in size (square footage),
construction, and cost per square foot (including maintenance, utilities, and
any applicable taxes). The existence of a single rent that is significantly
higher than others ithe same locality would not have a bearing on the
claiming, asit should be treated as an aberration and excluded from the
comparable rent study.

Comparable rental rates are required for cost comparison purposes only, and
the facilities do not need to macant. The comparison is to be retained in
county files for those buildings rented/leased after January 1, 1979, and is to
adhere to the following rules

1 Counties must obtain three comparable rates for privately owned
space in the same general localife following information must
be obtained for each comparable address: monthly rent ancosht
per square foot/or per parking spaetether services are included
in the rateand the number of parking spaces available.

1 If the county states that theaee no comparable facilities, it should
obtain an estimate of rental rates by a certified real estate appraiser.

1 The cost per square foot of a building, including maintenance,
utilities, alterations, taxes, etc., may not materially exceed the cost of
the highest comparable in order for the cost to be appropriate for
state/federal financial participation.

3570: Cost Plan In order for cost plan approvals to be processed on a timely basis, the
Requirements for following informationmust be submitted annually, either as part of the cost
Claiming Space Costs ~ plan or as a supplement submitted with the cost plan

1 A narrative of the methods and procedures used to determine and
distribute all space costs being claimed for reimbursement, whether
direct billed,allocated, or claimed as a direct expense or negotiated
cost.

1 A cost summary schedule for all space costs associated with eounty
owned buildings or capital leases allocated through the cost plan,
using depreciation or a negotiated special agreement.

1 A cost summary schedule for all space costs associated with rented

space where the rents are paid by a central budget unit and then billed
or allocated to the occupying departments. The allocations of
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3580: Inquiry
Information

allowable rent must be offset by all rent billed to theupants.
Allowable rent excludes rental payments on a capital lease facility.

Detail schedules supporting the summary schedules requirtr lsecond
and third bulletabove must be on file and available for review in the county.

Whenrentispaiddiréecl y from a grant recipie
as a direct cost, supplemental information listing any special claiming
agreements negotiated with grantor agencies, including expiration dates an:
descriptions of the methagsedfor claiming (cost plarallocation or direct
cost) must be available for review.
If the need arisefr a nonfederal entityto submit information concerning
the acquisition or alteration of a building, the following topics should be
addressed.
Current Facility
Background:

1 Address, size, and type of construction.

1 Date, cost, and method of acquisition by county.

0 Procedures used to claim reimbursement for the acquisition
costs.

o Grant recipientés date of occ

o ldentification of other departments also occupying space in this
facility.

o Estimate of the remaining useful life of the facility, given a
normal maintenance and repair schedule.

Date, cost, and types of past improvements to the facility

1 Method ofpayment for and procedures to claim reimbursement of
the costs of improvements.

T Granteeds share of i mprovement

1 Estimate of the remaining useful life of the improvements.
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Supporting information:

1 Copies of the lease agreement where the faddlityased, rented, or
acquired under a leagirchase agreement.

1 Copies of any special claiming agreements issued by the California
Department of Social Services (previously Benefit Payments) for
reimbursement purposes.

Project Proposal: Alteration of Existing Facility or Acquisition of New
Facility

1 Description of the project, including start and completion dates
an estimate of total cost.

1 Identification and description of project costghe following areas:

o Minor renovations and alterations existing space, where
applicable

o Major renovation of existing space and additions of new
space, where applicable

o Modifications and additions to existing utilities required as a
result of the addition

o Parking lot and landscaping costs associatedtivéiproject
0 Acquisition/construction costs or lease costs of a new facility.

1 Copies of any schematic drawings that will be wuseful in
understanding the scope of the project.

1 An estimate of the useful life of the improvements on the new
facility.

1 Whenthe proposal entails altering an existing facility, an estimate of
how many more years the grantee departments will be able to use this
facility after completion of the proposed project.

1 The proposed method of funding the cost of the project, independent
of the reimbursement available from the State.

1 Copies of three current comparable rental rates for private space in
the same general area.
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3590: Summary of
Space Approval
Requirements

Approval of the countywide cost plan by the State Contisll@fice
incorporates approval for grant reimbursement purposes of all space cost
that are included in the cost plan. Prior approval for the acquisition of a new
facility through purchase, constructjanr a capital lease that is to be claimed
through depreaition is not required. Notification to the State Contréller
Office of a pending acquisition will help to avoid a delay in cost plan
approval or revision to a prepared cost plan.

Prior approval by the State Contr
reimbursement for the costs of an operating lease. However, the costs mus
be within comparable rental rates.

1 Approval from the reimbursing grantor agency is required prior to
claiming when computing depreciation on idle or excess facilities for
a period ofnonoccupancy by a grantee department, or facilities
considered fully depreciated.

1 Approval prior to claiming is required from the State Controller's
Office when the county intends to claim the lease payments of a
leasepurchase or geasewith-optionto-purchase/renew agreement
that the county interprets as operating lease.

Any questions regarding space approval or related subjects should be
addressed to:

State Controllerb6s Office
Division of Accounting and Reporting

Local GovernmenPolicy Section

CountyCost Plas Unit, Suite 740

P.O. Box 942850

Sacramento, CA 94250
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Abatement

Acquisition Cost

Additions

Alteration

Betterment

Capital assets

Exhibit 3501
Space Terminology
The following terms are used in theant reimbursement process.

A refund of the unearned portion of fedevaktate participation or equity

in the cost of a building on which claiming has been accelerated faster
than normally allowed under depreciation. The amount of abatement can
be the amount of participation less the earned used allowance or
depreciation, withever is applicable. Or, the abatement can represent a
return in equity in the facility.

The actual cost of the building, exclusive of the cost or any portion of the
cost of the building donated or borne directly or indirectly by tdera
government or through charges to federal grant programs or otherwise
irrespective of where title was originally vested or where it presently
resides. In addition, acquisition cost excludes the cost of land and interest.
Where actual cost records hawet been maintained, a reasonable
estimate of the original acquisition cost may be used in the computation.

Additions are new and separate units or extensions of existing units to
increase square footage. The entire cost of an addition isdrasa fixed
asset where a significant betterment or capitalized expenditure has
occurred.

Changes in the physical structure or arrangement of a facility (fixed asset),
the cost of which does not qualify as an increase in fixed asset vakre und
the definitions of betterments and additions. Alteration costs may not be
capitalized.

Replacement of a unit of an existing structure by an improved or superior
unit, resulting in a more productive, efficient, or longjeed property.
Significant betterments are added to the value of the property improved.

Capital assets mearangible or intangible assets used in operations
having a useful life of more than one year which are capitalized in
accordance with Generally Accepted Accounting Principles (GAAP)
Capital assets include:

1 Land, buildings (facilities), equipment, andtdhectual property (including
software) whether acquired by purchase, construction, manufacturepleabase,
exchange, or through capital leases; and

I Additions, improvements, modifications, replacements, rearrangements,

reinstallations, renovations alterations to capital assets that materially increase
their value or useful life (not ordinary repairs and maintenance).
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Cognizant Agency

Depreciation

Donated Facilities

Fixed Assets

Fixtures

Fully Depreciated Facility

Grant Agency

Grantor Agency

Idle Facility

The agency having the responsibility and authority to review, negotiate,
and approve the procedures and costgifant reimbursement. The State
Controlles Office has been designated by DHHS as cognizant agency
for space costs reimbursement.

Depreciation is used to allocate the costs of fixed assets throughout theil
useful life. The basis of accountingr depreciable fixed assets is
capitalized costsincluding all of the normal expenditures reqdir®
prepare these assets for use. All fixed asset costs must be fully supporte:
by property records. The useful life of any fixed asset will be that
estabished for the applicable class of fixed assets in the Internal Revenue
Service guidelines for straighihe depreciation2 CFR Part 20Gtates,

il n t he absence of cl ear evi de
consumption of the asset will be greater inghaey portions than in the
later portions of its useful life, the straight line method of depreciation
will be usk@.adA?ASMBAThe straight
to be the only acceptable method because it is extremely difficult to
demonstratethat the expected consumption of an asset will be
significantly greater in earlier

Facilities donated to the county. They should be recorded at their fair
market value as of the date of the gift. Fac#itaesignated as surplus
property of another governmental entity and purchased by the county at
nomi nal prices far bel ow the f a
donations and should be valued as such.

Tangible assets of significant valbhaving a utility that extends beyond
the year of acquisition.

Permanent attachments to structures. Fixtures are not intended to be
removed; they function as part of the structure.

Any facility whose useful life has egeded its depreciable life, as
measured from the date of acquisition (or alteration). Full depreciation
applies to facilities whose total actual cost has been recovered through the
application of depreciation expense

The ultimate user of gnt funds. Examples include the county in general
or a specific county department, suchalfare.

The state or federal agencies that are the ultimate source of grant funds
DHHS is an example.

An unoccupied or unusdalilding, or a portion of unoccupied or unused
space within a building.
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Land (Cost of)

Maintenance

Modulars

Reconstruction

Renovation

Rental Rate System

Single Class of Assets

Structures and
Improvements (Facilities)

Useful Life

The investment, held in fee title, in real estate other than structures and
improvements and land acquired for street, road, and flood control
purposes.

Expenditures that neither materially add to the value of a facility nor
appreciably prolong its life, but merely keep it in an ordinary, efficient
operating condition. Maintenance costs are not capitalized.

Normaly, buildings manufactured at anethlocation and transported
either assembled or unassembled to the location where they will be
utilized. They are then placed on some form of foundation and connected
to water, sewer, and power lines. If previously specifically approved by
the State Contiterés Office, modulars may be treated as a separate class
of fixed assets and depreciated on a straight line basis over a gietdd
years or more.

Major or extraordinary renovation resulting in a significant betterment to
a facility.

Major or extraordinary construction or reconstruction of a facility, the
entire cost of which is treated as a significant betterment and added to the
cost of the facility (capitalized).

Any acceptable costing system that resuh charges based on actual
costs, regardless of whether the costs are treated as direct or indirect costs
and regardless of whether the costs are billed to users or allocated through
a cost allocation plan. Rental rate charges may include building
depreiation, interest (qualified), bond issuance expenses, utilities,
janitorial services, security, parking, etc.

Broadly defined, all buildings, including any appurtenant structures or
improvements in connection with the buildings

Any special use facilities such as waste treatment plants, water treatment
plants, parks, etc., may be considered as separate classes of assets, with
depreciation computed without regard to the method chosen for the
general class of office buildings.

Physical properties of a permanent nature: for example, buildings,
structural attachments, storage tanks, reservoirs, and parking areas.
Sidewalks, treesand driveways in connection with the structures are
recognizedd the extent that they are necessary for the use of the facility.

That period of life from the date a facility is purchased, constructed, or
altered to the date the facility is no longer efficiently useable without
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renovation (the latter came determined by independent appraisal). The

period of useful service or useful life established for each facility must
include such factors as type of construction, nature of facility use, site
location, etc.
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Section 41001nsurance Costs

4110: Definition
of Insurance

4120: Types of
Insurance Coverage

4130: Definition of
Self-Insurance

Section 22 of the Insurance Code of the State of California defines insurance
as fAéa contract whereby one undertake
damage, or I|liability arising from a ¢c¢

Sect on 23 of the same code states, iThe
another by insurance is the insurer, and the person indemnified is the
i nsured. o

I ndustry use of the term fAinsuranceo
financing risk by transferring it to a professional risk bearer (insurance
company) or to a pool of homogeneous
means an uncertainty of loss or injury. In other words, a county or local
government is trading a known sum obmey (insurance premium) for an

unknown sum (the loss paid by the insurance company).

Typically, insurance coverage found in California counties covers various
exposures to financial loss. Following are examples

Tort Liability Losses i Torts are wrongful acts, injuries, or damages, not
involving breach of contract, for which a civil action may be brought. Tort
losses include general and automobile liability and medical malpractice.

Property Lossi Property lossesclude loss of use and damage to owned
or leased property from such hazards as fire, earthquake, flood, explosions,
and theft.

EmployeeRelated Lossesi Employeer el at ed | osses i ncl
compensation and various employsnefit coverages suchs anedical
dental, life, disability, vision, and unemployment compensation.

Protection from such financial loss may be obtained by the purchase of a
policy or policies from private insurance companies.

It has been @ommon practice for the purchases of insurance to retain a
certain amount of the risk through the use of deductibles. In this manner, a
county can reduce insurance premiums by agreeing to participate in the
payment of losses in some predetermined fashimrecent years, the
insurance premiums for a variety of local government coverages have
increased, forcing counties to retain more and more of previously transferred
risk through the use of higher deductibles. In many cases, this has led to
situationsin which counties retain all but the greatest amounts of risk,
covering these amounts with excess or umbigfi@ insurance policies.
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4140: Insurance
Pooling

4150: Selfinsurance
Programs

This retention of risk has come to be known as-isslirancetodayself-
insuranceis common in the risk managemeptograms of California
counties. For the purposes of this handbook, the terrinselfance means
the selfretention (nortransfer) of risk in accordance with sound insurance
principles, including resource planning and reservation.

Under an insurance pooling arrangement, a county enters into-pgavets
agreement with other local governmental entities, usually with other
counties, cities, or special districts in the same geopolitical area or of similar
economic size. Tése arrangements can be for the purposes of commonly
insuring all participants for just one category of insurance, such as employee
benefits, or for many types of insurance. An example of the latter is the
Trindel Insurance Fund, whose members consist affania counties.
Trindel provides workerso compens
damage insurance for its members.

Insurance pooling arrangements operate in much the same manner as risk
management works in a county. The pool provides foradskinistration,
claims adjustment, legal services, loss payments, purchase of excess
insurance policies, and all other activities related to the operation of a
comprehensive insurance program.

Selfinsurance programs araseparable from risk management. For
example, some of the functions necessary to operate ansalénce
program are identical to those required in risk management. A statement of
purpose program administration, including safety, claims, and legalegrvic
coordination, and cost savings analysis are all integral parts of both risk
management and setfsurance administration. Other elements that enter
into the administration of selfisurance programs are methods of funding
and cost distribution to ben#ing departments.

The following statement, authored by Gregory Trout and published in
Bull eti nl m#s3ur amSel fLi ability EXpos.!
County Supervisoros Associati on 0
summary of a selinsuranceprogram and its interrelationship with the risk
management concept

A self-insurance program is, in effect, a governmental insurance company and performs
the same functions as a commercial insurer. It administers its plan, pays claims, secures
legal deénse, provides safety inspection services, sets premiums, and achieves a spreac
of risk, keeping in mind that the principal goal of the $e$urance program is to
protect the entityds assets from the ri
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4160: Insurance Loans may be made from insurance funds only to other county funds and
Loans under the same criteria imposed for loans fiSfs (see Section 22b®uch
loans may be made only if:

T The | oan is recorded as an amount
financial records;

1 The loan is repaid with interest computed at the same rate that the
insurance fund could have earned had the loan not taken place;

1 The period of the loan does not exceed 36 months;

1 The loan does not impact adversely on the insuramced 6 s cur r en
cash requirements;

T The | oan i s included in the measu
assets for any actuarial purposes; and

1 The loan agreement includes a clause that permits the insurance fund
to demand accelerated repayment of all or anygfahe loan if its
cash requirements so dictate.

If a loan made by an insurance fund is not fully paid back by the end of the
| oan period, the | oan is regarded as
rebate from the county general fund to all grangpams.

4170 Comments on For public entities, selinsuring as opposed to purchasing insurgream

Self-Insurance provide several advantages. Because of the recent changes in the attitude
concerning the immunity of governmental entities from latgsinsurance
premiums from private carriers have increased dramatichllyin partto
increased court awards. The entire premium dollar is not used for payment
of losses. Expenses for taxes, asset acquisition, and general operations, as
well as an in@ment for profit and contingency, are all built into the premium
charge. By selfinsuring, local governments can save some of the premium
dollars that are not used for loss of payment and general operations.
Additionally, the amounts previously used to pagmiums can be invested,
with the interest earnings used to further reduce thdrselfance program
COsSts.

Another advantage to seffsurance is the improved loss and claims control
that can be realized by the implementation of an effective safetyloss
prevention program. Under seifsurance programs, the responsibility of
losses, and all costs associated with them, can be assigned directly to the
departmental managers who can effectively control the risks involved. In this
manner, the countymanagers and personnel take an active role in
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4180: Definition of
Non-Insurance for
Grant Reimbursement
Purposes

implementing safety and loss prevention programs, reducing overall
program costs to the county.

The process of becoming saéiured presents several obstacles that require
the strict attention of those persoresponsible for establishing the self
insurance program. Moving from a highly insured position to one of self
insurance should be a calculated, dtggstep process. Consideration should

be given to the transfer of responsibility from a decentralizedadipn to

the risk manager. Current lessporting systems should be evaluated for
efficiency and effectiveness where they exist, and developed where they do
not exist. The coordination of information and policy coverage with existing
carriers can resultn minimal disruption in insurance coverage while
producing the potential for cost savings in becomingisslired.

A county is considered nansured if it elects not to purchasesurance or
establish a selihsurance program for a particular type of coverage but
instead chooses to finance any losses through current or special budget
appropriations, bond issues, or other spisthemoment financing.
Payments of losses under suahsystem will not be eligible for grant
reimbursement purposes except where specifically provided for in a grant
agreement.
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Section 4200Risk Management

4210: Identifying
the Costs of Risk

Prior to the widespread use of sgl§urance, it was necessary for a county
to select and acquirdne particular combination of insurance policies that
offered the greatest protection for the leastount of moneylnsurance
administration claims adjustment, loss funding and payment, and legal
services were left for the insurance company to handleeMenyas a county
retains more, or allof the risk in each insurance category, county
management must now perform, all or in part, functions previously
performed by insurance companies.

A risk management program deals with the evaluation of pure vilesifer
insurable or uninsurable) and devises the best methods to treat them. A risk
managermust decideon the best method of handling each type of risk
exposure, whether i$ the purchase of insurance or some other techrifjue

risk financing or reduatin; an insurance manager primarily concentrates on
managing the insurance policies purchased by the county.

Risk management is a comprehensive managerial challenge covering all
aspects of the insurance field. The staémbersin a risk management
departnent arefrequently involved in such tasks as risk evaluation safety
programs, claims adjusting, legal services coordination, property protection
programs, insurance policy evaluation, and many other related areas.
Because of the many functions involved,istdesirable for counties to
centralize their risk management activities.

The risk management concept dictates that certain categories of expense be
considered as the true costs of risk. The categories listed shamvidbe

dealt with by the county when establishing and operating arselfance
program.

1 Risk Management Administration i As detailed in Section 4220
Risk Management and Sdiisurance Program Elements, all
administrative functions formerly provide¢ Imsurance companies
now need to be provided by either county staff and/or contracts with
industry specialists.

1 Loss Prevention Costsi The risk management concept for self
insurance programs dictates that the county be dedicated to an active
program ofloss reduction by reducing its exposures to loss. The
safety and loss prevention programs effectively implemented by the
risk manager and the county staff will lead to reductions in the overall
costs of the selinsurance program.

1 Uninsured Lossesi The level of uninsured losses, including loss
expense costs, is that level of risk that the county chooses 10 self
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retain. The chief financial officer and the risk manager generally
determine this level, after consideration of how unbudgeted losses
would affect the countyds present
general, the county should retain all risks to the maximum tolerable
level. Beyond this level, excess insurance needs to be purchased to
provide protection in the event of a catastrophic.loss

1 Insurance Premiums i The payment of insurance premiums
represents a method of funding losses for coverage for which the
county chooses not to seffsure.

4220: Risk Management Certain elements are necessary for the effective operation ofinsetince

and SelfInsurance program. The followinglist was summarized from interviews with risk

Program Elements managers as well as from articles and publications covering the field of
governmental selinsurance. Thelist represents that combination of
elements necessary for a county to establish and operate a model risk
management and seifsurance program.

All self-insurance programs must be operated in conjunction with a
comprehensive risk management program estaad by the county board

of supervisors. All functions previously performed by an insurance company
should now be provided by either the county staff or through contracts with
industry specialists.

A risk management policy statement should be issuedrlgldefining to all
levels of the county the objectives of the risk management program. This
statement must include:

1 The goals of the risk management program

1 Authority and responsibility of the risk manager

1 Coordination of the risk management acdies

1 Guidelines on risk management through the use of deductibles or
selfinsurance

1 The centralization of insurance responsibilitiasd

1 Support of the risk management philosophy of loss reduction and
prevention at all levels of the county.

The county should employ the services of an individual familiar with the
aspects of managing risk. If the county does not employ a risk manager, the
services of a risk management firm may be engaged to provide assistance ir
establishing and operating thelfsinsurance program. Additionally, the
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county staff should receive formal training in the aspects of managing risk,
in orderto provide for the coordination of risk management responsibility.

At a minimum, the county must provide the following admnaitte
functions and bear the associated costs:

1 Risk analysis through actuarial studies and/or loss reporting systems;
1 Claims adjusting (ifhouse or contract);

1 Claims auditing (irfhouse or contract);

1 Legal,

1 Loss control programs; and

1 Other administrve functions, such as those that deal with financial
support for salaries, supplies, training, space, and other overhead.

As a part of administrative loss control procedures, a county should

i mpl ement programs to act iovriekifrym r ed u c e
accidental loss, in accordanagth its Risk Management Policytatement.

These programs should include:

1 Employee safety programs and emergency procedures;

1 The development of loss control programs to reduce third party
claims; and

1 The develpment of loss reporting systems to highlight areas for
further risk reduction efforts.

The county should determine the maximum tolerable level of losses it can
financially afford. Losses beyond this point should be covered through the
purchase of excess insurandde insurance market should be evaluated
periodicallyto determine if it is ma cost effective to purchase insurance
below the maximum selietention level or to selhsure. Excess insurance
should be purchased to provide protection above maximunresetftion
level.
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4230: Reserve
Development

4240: Reserves for
Catastrophic Losses

4250: Reserves for
Incurred Losses

As each selinsurance prgram is established, the county must develop and
monitor reserve accounts for each distinct category of potential loss. If
reserve accounts are not establ i sh
each loss category, supplemental schedules must be ima¢htiaat provide

this information.

Reserve accounts or accrued expenses should be:
1 Established by actuarial studies or evaluations of loss histories;
1 Discounted for payment in future periods; and

1 Adjustedno less frequently than annually to reflect the most current
information.

This reserve represents the count
they occur. Excess insurance is usually purchased in conjunatiornhis

ability to fund losses per occurrence as well as total aggregated losses. This
reserve should be established with both a maximum and a minimum level,
as defined below.

1 Maximum Level T A realistic estimate must be developed of the
maximum losseghat the county could incur in a fiscal year. When
the maximum reserve level is fully caBinded, charges to users for
the reserve should be reduced or suspended until the reserve
approaches the minimum level.

1 Minimum Level i A realistic estimate of theninimum amount the
county needs to cover losses as they occur and still provide financial
security to the selinsurance program is also required. When the cash
balances fall to the minimum reserve level, reserve charges to users
should be reestablishedr increased to provide additional reserve
protection.

This reserve iIis directly related t
types of claims listed below. These reserves should be monitored and
adjusted nodss frequently than annually to ensure that funds for loss
payment are being reserved i n ac
expectations of loss payments. Reserve requirements are established base
on the following categories

71 Claims settled but not pad 7 The amount of loss is settled but the claim
has not yet been paid.
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1 Claims reported but not settledi A claim has been filed for a loss but
an estimate must be developed concerning the potential loss payment.
The estimate can be based on:

o The maximumamount the county could be held liable for upon
settlement or award; or

0 The realistic amount the county will be required to pay upon
settlement or award.

1 Reserve for incurred but not reported (IBNR) lossess GASB-10

defines I BNR claims as fAclaims for i
have not yet been reported to the governmental entity, public entity risk
pool, or reinsurer.o IBNR claims i nc¢

o Known loss events expected to be presented lateaiasssl
o Unknown loss events expected to become claamd
o Expected future developments on claims already reported.

Reports should be prepared at least annually for eaeimsetince program.
These reports should include a reconciliation of reservadexersus loss
payments.

4260: Funding Insurance reserves should be funded with cash and/or investments to provide
Insurance Reserves for payment for losses. When funding for reserves is directly charged or
allocated to grant programs, the followiregjuirements are mandatory

1 All reserves must be segregated in restricted accounts or accounted
for separately and used exclusively for the purposes for which they
were intended. If the money accumulated in aissifirance reserve
is usedfor other purposeghena credit in the same amount as the
Areserve reductiondo must be applie
in the selfinsurance program. If the entire reserve reduction occurs
in one yearthenall of the credit must be applied im® year or, in
unusual circumstances, amortized over a period negotiated with the
State Controllerb6s Office.

1 All reserves should be invested in intereatning accounts with
interest accruing to the setfsurance program, as mandated by
Section 25263 othe Government Code of the State of California.
Interest earnings can be used for payment of administrative costs and
loss payments, and they should generate rate reductions in charges to
users after the maximum reserve levels have been reached.
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4270:Rate
Development

Counties should have the following points foremost in mind when
developing rates to charge the participants in theisglirance program

1 Reserves should be funded through rate charges to users, accumulating
over a period of time.

T A Apremi umo shoul d H&Hnsuratcee caefooyfi.e..d f
l'iability, workersd, compensati or
0 Risk-management administrative costs;

0 The cost of excess insurance premiums; and

o The amounts required to maintaicé category of reserve at
a safe level. Establishing this requires monitoring the actual
losses from claims payments and claim accruals and
monitoring payments from and contributions and/or
adjustments to each reserve by, at a minimum, worksheet
analysis.

Rates should be developed to charge the user departments for their share o
the fAipremium. 0 Rates should reflec

1 A factor for loss experience (sometimes referred to as actualiloss)
provision should be made to charge some podf@elfinsurance costs
on the basis of actual loss experience. Loss histories should be developec
and maintained by the risk manager and adjusted annually. In order to
mai ntain a Arolling averageo eactlt
be eliminaed while losses from the most recent year are added. Five
years is the minimum lodsstory period that should be used for this
moving average, and a maximum period of seven to ten years is
recommended. From 70% to 80% of each insurance premium should be
allocated based on experience. Losses charged to departments and/o
funds may be limited to a maximum amount (capped) as long as the
losses are treated uniformly and consiste(she the following section
for further discussion).

1 A factor for loss expose (sometimes referred to as rigk)provision
should be made to charge 20% to 30% of each type ehselfance cost
on the basis of the countybs expc«

1 The exposure rate should be applied to a base that best measures th
exposureFollowing are examples

o Forworkes éompensation and unemployment, the salaries
of the individuals covered usually serves as a readily

133



4280: Risk Management
Cost Identification

identifiable base. Provision should be made, however, to
include those volunteers and other individuals included
under this coverage who do not receive payment for their
services.

o Benefit programs generally relate directly to the number of
individuals covered.

o Liability is a complex issue. Consideration must be given
to departmental activity in relation to the coupbpulation,
number of personnel employed, budget size, total payroll,
square footage of occupied space or grounds area, or other
reasonable exposure measures that contribute to the amount
of liability risk related to a department. The number of
employeeslane is not an acceptable allocation base for the
distribution of general liability insurance; the number of
employees can be used in conjunction with other data to
distribute these costs.

The rates used to charge the costs of eachrselfance prograrshould be
reviewed at least annually and adjusted when needed to reflect changes in
the cost of providing insurance.

Thetotal costs of the risk management program should be reviewed at least
annually and adjusted when needed to reflect changes ioshefproviding
insurance.

After the total costs of the risk management program have been accumulated,
some means of identifying these costs to the participating funds,
departments, and programs mbst developed. The following three rules
should be applied

1 Reasonablenest The cost identification system should be based on
common sense and be defended with a rational, logical argument.
The allocation base used must have a causal relationship beheeen
cost of coverage and the benefit received.

1 Consistencyi Whatever method of cost identification is chosen, it
should be consistently applied, not only during the year but between
fiscal years as well.

1 Experience vs. Exposurei Assigning the greater portion of
insurance costs to the departments that have actually sustained losses
ensures that these losses are matched to insurance costs. This practice
encourages the application of departmental loss management
practices and faltiates the identification of operations and
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4285: Experience
vs. Exposure

4290: Risks of
Exceeding Maximum
Tolerable Selflnsurance
Levels

procedures that should be addressed by the risk manager. This
distribution of insurance cost by experience alone, howdwes not

take into consideration that, although a department may not have
incurred a los, it still participated in the exposure to potential losses.
This is especially true for coverage with the same nature as general
liability, where all county departments have potential to incur losses.
Thus the exposure factor plays an important rolethe overall
development of an insurance cost identification system.

When a county is developing its cost identification, allocation, and billing
procedures for insurance purpodés, county should rely on past experience

to develop the division between exposure and experience, as described
above. I f a countyodos | oss experier
one of the insuraneeonsulting firms specializing in this area. The
consulting firm could set up a setfsurance operation that includes the
means of developing charges to the participating departments. Initially, the
division between the experience and exposure factors could be arbitrarily
determined. As the countyds flimes s h
the emphasis on historical losses could shift the weighting of this division
towards the experience factor.

If possible, a county should initially establish the experience/exposure
division at 50/50. After five years of loss history, a 70/30gion favoring
experience may be determined as being more realistic. After ten years of loss
history, approximately 80% of the annual premium charge would be based
on the average loss history, with 20% of the annual premium distributed on
the exposure to pential losses.

Because each countyds | oss experie
unique, the State Controlers  Odoésinat attempt to dictate an absolute
ratio that must be used in dividing total insurance program costs between
exposureoverage and loss experience. However, due consideration must be
given to the exposure factor. Once the ratio between experience and exposure
is established, any changes in these percentages must be made gradually ar
must be based upon analysis of infotima provided by the loss histories.

A local government may exceed the maximum tolerable risk retention level,
beyond which uninsured losses will impair its financial stability. This
possibility is not purely hypothetigahctual situations of this nature have
already occurred across the United States. It is essential that all losses
anticipated as being retained be within the financial capacity of the entity,
given its various capitand operating requirements. Additionally, layers of
insurance above the se#tained levels should be provided so that the risk

of loss is greater than the entity is capable of absorbing (catastrophic) is
transferred to a carrier outside of the entitlye Tailure to have reserves for
loss contingencies or at least the ability to finance such losses from current
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appropriations or by borrowing, and the failure to obtain coverage above
retained selnsured levels, effectively results in an unflended or
unfunded insurance program.
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Section 4300Accounting for SelfInsurance Programs

4310: Reserves and
ReserveAccounting

4320: 2 CFR Part 200
Insurance Guidelines

Once a county has determined that the use ofrsgifance program will be
cost effective, a method must be chosen to account for the program. Before
the use of selinsurarte, most insurance premiums were paid out of either
the general fund or a specific fund for which the insurance coverage was
purchasedAs self-insurance may cover more than one fucahsideration
must be given not only to accounting for all of the costsach selinsurance
program but also to identifying the costs to the various funds and departments
Il ncluded in the programb6s coverage

TheS C O Acsounting Standards and Procedures for Counties Mamisk
ManagementChapter 22, addresses the subjeof accounting for self
insurance programs. This chapter recommends the use of an internal servic
fund to account for the total cost of any saurance program, whether the
county is wholly or partially selinsured.

Section 426Mf this handbook requires catastrophic reserves, incurred loss
reserves, anehcurred but not reporteiBNR) reserves to be funded with
cad and/or investments to providier the payment of losses. The use of an
internal servicednd by itself denotes that the moneys collected in the fund
have been designated for smfurance purposes. Net assets that are
accumulated in accordance with a current (within the previous two years)
study prepared by an independent actuarial consughemtld be reported as
restricted. From an accounting standpoint, reserves can be reflected withir
the equity section of the balance
assets, whichever is appropriate to the circumstances. This is particularly
apdicable to the funds that are set aside for catastrophic protection, since sucl
funds may not be routinely accounted for on an accrual basis. Conversely, if
an annual accrual is established for either incurred loss expense or incurre
but not reported lossxpense, it is not necessary to restrict a corresponding
portion of net assets.

The State Controllés Office will review county insurance funds in order to
determine if accrued liabilities and/or restricted net assets are within funding
levels recommeratl by independent actuaries. Insurance funds whose
reserves exceed actuarially derived levels will be required to reduce these
levels by adjusting their rates or by proportionally refunding their excess
reserves to all of the entities that have been asd@ssurance charges by the
fund. The conditions that a county must satisfy if their grant programs are to
participate in county insurance programs are summanz8edtion 4410

The guidelines dealing with snrance are contained i CFR Part 200

Section 200.447Ansurance and Indemnification. Subparagraph a. of this
section states, ARCosts of i nsur an
pursuant to the Feder al award t@r e
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