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Fiscal Basic Training 3

Course Overview: Welcome! This course provides foundational financial information for Council members and staff working with budgets and cost allocations.
This course will focus on the following:
· Cost principles
· Allowability of costs 
· Ensuring compliance 
· Council budget requirements 
· Allocation of staff expenses 
Course Objectives
During this course you will:
1. Examine cost principles, including standards for allowability and cost accounting treatment.
2. Describe tests related to the allowability of costs: reasonable, allocable, consistent, conforming.
3. Identify methods to ensure compliance with cost allowance guidelines.
4. State how council budgets are categorized and proportioned.

Lesson 1: General Information
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Jodi: “Before we begin, let’s cover some general information about funding.”
DD Council Funds:
· Must be used within a limited time.
· Must be used for specific allowable costs.
Designated State Agency (DSA) staff, Council Staff, and any sub-recipients must ensure that federal and non-federal (match) funds are used for allowable costs to comply with funding requirements.
(!) NOTE: The term “sub-recipients” refers to entities awarded funding by the Council.

Lesson 2: What Are Cost Principles?
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1. Cost principles are general standards for the allowability of costs (75.403)
2. These standards provide detailed guidance for direct and indirect costs (75.402, 75.405)
3. Cost principles set allowability principles for selected items of cost (75.404)
4. The applicability of a particular set of cost principles depends on the type of organization making the expenditure
5. Cost principles meet standards for financial management systems (45 CFR Subpart D, 75.302)

Jodi: “A particular set of cost principles may be different depending on the type of organization making the expenditure. Let’s take a quick look at an example to see how cost principles vary depending on the organization.”
EXAMPLE: A non-profit organization receiving a sub-award from a State recipient would be subject to the cost principles for non-profit organizations, while the State would be subject to the cost principles for States, local governments, and Indian tribal governments.
(!)IMPORTANT NOTE: Recipients can use their own accounting systems, policies, and procedures to implement the cost principle requirements as long as the standards prescribed in 45 CFR for financial management systems are met (see “Financial Management” 75.302).
Lesson 3: The Four Tests
As a recipient of federal funds,  it is your responsibility to:
· Monitor the use of funds to determine if budget expenditures are allowable, allocable, reasonable, and consistent.
·  Be knowledgeable of the requirements for allowability of costs.
· Ensure any sub-recipients are aware of the requirements (if you serve as a pass-through entity)
. [image: The Four Tests
• Allowable (Conformance): Expenditure is permitted and not specifically prohibited.
• Allocable: Traceable to specific activities of the grant project.
• Consistent: Assignment of costs to cost objectives.
• Reasonable: Cost that would be incurred by a prudent person; necessary for the grant’s performance.

]

Budget expenditures must be:
· Allowable (Conformance): Expenditure is permitted and not specifically prohibited.
· 45 CFR 75 (Section 75.420) indicates some examples of costs that are unallowable: hospitality suites, promotional items and memorabilia, gifts, and souvenirs, alcoholic beverages, entertainment, amusement, and social activities, fundraising, and lobbying costs.  
· Allocable: Traceable to specific activities of the grant project.
· Consistent: Assignment of costs to cost objectives.
· Reasonable: Cost that would be incurred by a prudent person; necessary for the grant’s performance.
* Reference – 45 CFR 75; §75.403 Factors affecting allowability of costs
Example: Here is a common one:  Meeting room space costs for a training activity/program.  Meeting room space is reasonable after Council staff compares different meeting space fees to determine a reasonable rate, and is necessary to implement the activity, is consistently assigned to internal cost objectives, is allocable because it can be traced to a specific activity in the State plan, is conforms (or is allowable) and supported by 45 CFR 75 (Section 75.432) "rental of facilities".
Another example is paying for project staff.  Project staff costs are reasonable after Council staff determine if the rate of pay is consistent for other people in similar positions, and is necessary for the project or activity to be implemented, is consistently assigned to internal cost objectives, and is allocable because it can be traced to a project/activity in the State plan, and confirms (is allowable) and supported by 45 CFR 75 (Section 75.430) "compensation".
· 

Topic 1: Reasonable vs. Allocable

Jodi: “There are specific questions you can use to help determine if a cost is reasonable and allocable. Let’s review some of these questions that can be used when applying the “Four Tests” for allowability of costs.” 
	 Reasonable Cost-  45 CFR 75 §75.404
	Allocable Cost –  75 §75.405

	
	

	Is the cost recognized as ordinary and necessary for proper and efficient performance of the Council?
	Are the costs chargeable or assignable to the Council award with relative benefits received?  

	Are sound business practices being followed that adhere to federal, state, and other laws and regulations as terms and conditions of the federal award?
	Was the cost incurred specifically for the Council award?  

	Are the costs in line with market prices for similar goods and services for the geographic area?
	Was there a benefit to the Council?  

	Are there deviations from established practices and policies that may increase costs?
	Was the cost necessary to the overall operation of the Council?  

	
	



· What is a “Prudent Person”?
· [image: person]
· “A reasonably prudent person is an individual who uses good judgment and common sense in handling practical matters. The actions of a person exercising common sense in a similar situation are the guide in determining whether an individual’s actions were reasonable.”
· Subpart E of 45 CFR 75 includes basic considerations of cost, direct and indirect costs, and general provisions for selected items of cost. This section is very helpful when DD Council staff is trying to determine if a cost is allowable.
· Jodi: “Now that we’ve learned about determining allowability of cost, how do we ensure that DD Council staff and sub-recipients are meeting compliance for federal funding? Select the next topic below to continue.”
Topic 2: Recommendations to Ensure Compliance
Jodi: “ For DD Councils and their staff, knowledge about allowable costs apply to all aspects of Federal funds.  If your Council is a “grant-maker”, it is important to take steps to create an environment to ensure compliance by sub-recipients. Providing information and resources to ensure sub-recipients are making allowable expenditures with the federal dollar is critical to maintaining compliance.  Across the country, DD Council staff engage in common activities to help sub-recipients understand allowable expenses when implementing a DD Council project or activity.  Let’s take a look at how DD Councils provide this information to sub-recipients.”
Pre-proposal training sessions:
This training is often conducted in conjunction with a Request for Proposal or Call for Investment “release” by a Council.
Council staff typically review elements of the proposal in terms of what the Council desires to achieve from the investment. Councils also typically review the proposal forms, formats, and budget elements.
[image: text, icon]
Council staff should provide information about resources, including:
· Developing a budget and budget narrative
· Cost principles
· Limitations the Council is putting forth (like computers)
· Information about the four “tests” to ensure the sub-recipient understands the  allowability of costs: are the costs necessary, reasonable, allocable, and allowable
Post-award training :
A time to ensure sub-recipients are aware of where to find information, know the Council policies and procedures, and understand what will happen if an unallowable expense is submitted. 
Council staff should provide information and resources regarding Council expectations of the following:
· The invoice process and procedure; including the timing of invoices monthly/quarterly
· Staff review and approval process, including the timeline
· Procedure for invoices with errors: when the math does not calculate or an invoiced item is not reflected in the line-item budget
· Educate sub-recipients about the consequences for submitting unallowable expenses (other than the obvious – which is not paying for the item; staff actions may include contacting the sub-recipient and discussing the problem, indicating a risk level “warning” or “flag” will be noted)
· Monitoring process

Jodi: “DD Councils have monitoring processes and activities to help ensure that sub-recipients are meeting compliance for funding. Select “Mark Complete” below to learn more about the Council’s monitoring process.”

Topic 3: Council Compliance Monitoring Process
What processes can be used to monitor sub-recipient compliance?
Desk reviews:
This compliance measure for no-risk or low-risk sub-recipients is often used by DD Council staff. A desk review is less expensive to conduct as there are no associated travel costs for Council staff. Often, desk reviews are randomly assigned and conducted periodically during the project or activity time period. 
The desk review general process includes a request for:
· Copies of all receipts and match documentation for a randomly selected invoice from a sub-recipient, or
· All receipts and match documentation for each invoice submitted
On-site Monitoring:
A common activity of the DD Council is on-site monitoring conducted at the sub-recipient's location. This includes a review of all original receipts and match documentation for each federal expense to ensure compliance with allowability.
Other Activities:
Examples of measures DD Councils take to ensure sub-recipient compliance:
Requiring that sub-recipients sign assurances as an attachment with a formal agreement or contract – an assurance item would focus on allowability and cost-principle adherence. 
Creating a training curriculum for sub-recipients with a post-test and requiring them to earn a certain score to demonstrate their knowledge of cost principles, invoice completion, monitoring, and other Council sub-recipient processes.
Lesson 4: Additional Council Costs

Jodi: “Now that we’ve learned about allowable costs for projects, what about costs for Council members such as travel, meals, and incentives? Let’s take a look at how the Council should process these items of cost. Select the first topic below to continue.”
Topic 1: Travel Management
Jodi: “DD Councils may have projects and trainings in many different regions. What if I need to travel for a project or conference? Are Council members allowed to travel? If so, under what circumstances? And how is allowability determined?”
Determining allowability of travel:
Travel is allowable as a direct cost when it will benefit the project or program. To determine if travel is allowed, follow these guidelines:
· Apply the four tests – is the travel allowable with federal dollars?
· Check for any restrictions or limitations.
· (Council Travel) Ask: Is it necessary and reasonable for the DD Council Grant award overall performance?
· (Sub-recipient Travel) Ask: is it necessary and reasonable for the project/ activity?
Travel expenses paid with federal funds must be:
· Allowable (permitted and not explicitly prohibited)
· Necessary and reasonable for grant award performance
· Treated consistently with travel paid for by the organization
· Adequately documented
· Allocable
· Directly project-related
· Proportionally distributed, when necessary
· Aligned with market prices and goods for the geographic area
· Reasonable to a prudent person
(!) Important: Councils must be able to document how the Council benefited from the travel. For example, a council member may travel to a conference to gain knowledge. The council would be expected to document how the conference contributed to the Council achieving the 5-year goals/objectives.
Travel Policy:
Councils should have a travel policy – or formally adopt the State travel policy and apply the policy consistently.   The DD Act indicates that Councils can support Council staff and member travel AS DETERMINED IN COUNCIL POLICY (Section 125(c)(8)).
Jodi: “DD Councils have policies for traveling expenses that are allowable for project performance and grant awards, but what about other activities? Select “Mark Complete” below to learn about other activities (such as meetings and conferences) that may have costs approved for Council members.”
Topic 2: Council Meetings and Activities
The DD Act has specific language that includes reimbursing and paying stipends to Council members, as well as supporting Council member and staff travel — AS DETERMINED BY COUNCIL POLICY (this is why policies are so important!)
· DD Act – Section 125(c)(8)(ii)(I – III): Allowable in accordance with applicable program regulations.
· As determined by Council Policy: Councils can also pay for childcare and personal care assistance services. Pay a stipend to a member if wages must be forfeited to participate. Support Council member travel is included.
Conferences

Sponsors and hosts of conferences must manage and coordinate all aspects of them. The following costs are considered allowable:
· Facility Rental Fees
· Speakers’ fees
· Costs of meals and refreshments
· Local transportation
· Dependent care resources
· Other items (unless restricted)
* * Advertising and fundraising are not allowable costs.
The 45 CFR 75 (75.432) is where you can find specific information on “Conferences”.
45 CFR 75 (75.432)
(!) Important: Councils must exercise discretion and judgment to ensure costs are appropriate, necessary, and managed to minimize costs to the Council award.
Lesson 5: Council Budgets

Jodi: “We’ve learned about the allowability of costs for projects, travel, and other items, but is there an annual limit for these costs? Does the Council have a budget for expenses? Select the first topic below to get answers to these questions.”
Topic 1: Establishing a Council Budget
There are two major reasons Councils should develop annual budgets:
Required Federal Reporting:
· Federal Financial Reports and the Program Performance Reports are annual reports; developing and implementing an annual budget for the annual award assists staff with developing and meeting reporting requirements.
DD Act Council Member Requirement:
· The DD Act requires members to develop, implement, and monitor the budget with the amounts paid to the State/Territory to fund and implement programs, projects, and activities (part of the Council’s 5-year-plan) carried out by the Council.
5-Year Plan & the Annual Work Plan:
  For each year of the 5-year plan, Council staff develop an annual work plan that details key activities planned for the fiscal year.
· State plan activities should be reflected in the annual budget.
Topic 2: Statutory Requirements
Jodi, “I know that the Council must spend a certain amount of the annual grant award on State plan projects and activities. What are the requirements, and how much can be spent on Council activities unrelated to the State plan?
Statutory Requirements:
· No less than 70% of the annual grant award can be spent on activities of the State plan.
· No more than 30% of the annual grant award can be spent on administrative costs.
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	State plan projects/activities
(no less than 70% of the annual award amount).
	Costs can be identified specifically with a sub-award, project or program, service, or other organizational activity or directly assigned to activities in the 5-year State plan with high accuracy. Grants, Contracts, Interagency Agreements

	Administrative/ General Management
(no more than 30% of the annual award amount)
	DSA reimbursement (up to 50,000 or 5% of the annual award amount, whichever is less).   General Operation Costs include things like: Salaries, benefits, rent, phone, and other communications, utilities, computers, equipment, and other data processing costs. Council member and staff travel, Council meetings (all costs) dues and subscriptions, conferences, fees, supplies, professional services, maintenance  


Topic 3: Monitoring the Budget & Project Periods
Jodi: “I’ve heard some of the Council members mention the terms “budget periods” and “project periods”, but I’m not sure what the terms mean.”
The Budget Period  (24 months) is the obligation timeframe for the award.
The Project Period (24 months) is the amount of time the Council has to get work for a project or activity completed (sometimes referred to as the “period of performance”).
Why Monitor and Measure the Budget & Project Periods?
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There are two main reasons Councils must monitor and manage the budget and project period:
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To increase the Council’s ability to implement planned activities, and create positive impacts for people with DD, their families, people working in systems, and others in the community.
[image: Green checkmark in a circle]
Reduce the risk of funds being reverted to the general treasury and no longer available to the Council.
Topic 4: Budget Timeframes
Jodi: “ Let’s take a look at the timeframes Council staff should be aware of to effectively manage and monitor the budget.”
Timeframes for a standard grant award year:
1. The award begins on the first day of the federal fiscal year of the award (October 1st).
2. Budget period (24 months) same as the obligation period.
3. Project period (24 months)- the amount of time to “do the work”.
4. Liquidation must occur by the 36th month.

(!) IMPORTANT: Liquidation is the time when Councils pay for work done during a project period. Liquidation occurs in the last 12 months of the grant award and NO work can be completed during this time.

*Note: The De-obligation occurs when unused money is from a previously obligated amount (for example, sub-grantee projects or activities).
Example:
Fiscal Award Year 2021:
The award began on October 1, 2021.
The budget period began on October 1, 2021. 
The project period began on October 1, 2021
The budget period will end on September 30, 2023 (this means all contracts, grants, and agreements must be in place by September 30, 2023).
The project period also ends on September 30, 2023. This means all work must be finished by September 30, 2023.
The liquidation period ends on September 30, 2024. This means you can pay bills for expenses incurred during the budget period.
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Topic 5: Effective Budget Management
Four Basic Steps to Effective Budget Management
There are four basic steps that Councils can use to effectively manage the budget:
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Step 1:
Establish actual position of budgeted items.

–Review each budgeted amount minus the actual expenses.

– Adjust for outstanding expenses (invoices that may have been submitted but not paid).

–  If you have a designated state agency, you may need to get financial reports to help establish the actual position. Let DSA staff know what you need and by when so they can provide the information.
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Step 2:
Compare actual position with the budget and calculate the difference.

-Compare your actual position with the budget (what really happened financially vs. what was planned).

–  Show differences in a variety of ways to help people understand actual vs. planned information (charts, graphs, percentages, etc.).
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Step 3:

Determine why there may be a difference.

-Know about problems or delays in spending  funds. Sometimes grantees have problems, such as staffing issues, need to prioritize other tasks & activities, delays in finalizing a contract or grant, or a grantee is slow in invoicing.   Sometimes it is a “budget miss” – this means the budget that was funded was either too high or too low.
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Step 4:
Act.

-Inform leadership (your supervisor) and the Council of the information you learned. 
-One of the DD Act responsibilities of the Council is to approve, develop, and monitor the budget implementation. This step allows the Council to de-obligate and re-obligate money to other projects and activities during an open budget and project period, and avoid having funds reverted back to the general treasury.
Topic 6: Budget FAQs
Q: What does de-obligate and re-obligate mean?
A: It starts with obligation, a legal promise to pay for something. For example, when a Council obligates money to a project or activity through something like a grant, contract, or agreement. Should the project not start, is slow to start, or is not performing and spending the funds for the work, the Council can de-obligate those funds.  This entails ending the formal agreement for that work and returning the promised funds to the general budget so that the Council can re-obligate the funds to another project or activity. When Councils monitor the budget regularly, they can see where spending is slow. This monitoring allows the Council to make additional decisions so that funding can be placed and used within the budget and project period.

Q: Does the award begin on October 1st even when we do not get our Notice of Award or access to full funding after October 1?
A: Yes. Budget and project periods begin on the award’s first day of the fiscal year. There are no adjustments for a delay in receiving notice of award or in the case of continuing resolutions. Additionally, there are no adjustments to the budget, project, and liquidation periods if you have a state policy that restricts advertising funds available until a notice of award is received.

Q: If you cannot budget the annual grant award, do you need to review the plan and add activities to the annual work plan?
A: If you don’t have enough state plan activities to use the federal funds, this could be an opportunity to increase activities so that federal funds are used.

Q: If your budget exceeds the federal funds provided, do you need to review the plan and reduce activities included in the annual work plan?
A: As your plan is operationalized, sometimes further prioritization is needed when paying for the activities. If you have too many activities planned, this may be an opportunity for the Council to refine and prioritize the planned work.

Q: Should we budget the entire grant award each year?
A: Yes! Congress provides funding so that you can implement your State plan. Budgeting the entire amount ensures you use all the available funding and are not at risk of reverting funds.
For more information about Council budgets, please visit: https://itacchelp.org/financial-info/

Lesson 6: Council Staff Allocations
Jodi:  “The Council budget has requirements for how much of the award must be spent on state activities and how much can be spent on Council administrative costs. As a Council member, how do we allocate these costs, and how should they be documented? Select the first topic below to get answers to these questions.”
Topic 1: Allocations to Administrative and State Plan Activities
Allocations to Administrative & State Plan Activities
· In the case of projects undertaken by the DD Council or DD Council staff to implement State Plan Activities, the Federal share of the cost of all such projects may be not more than 100 percent of the aggregate necessary costs of such activities (§126(a)(3)).
· There is no match requirement for those activities undertaken by the DD Council (or staff) to implement the State plan.
· Why is this important?
                    – Reduces match required for total federal DD funds available to the DD Council.
                    – Reduces the non-federal share.
When Council staff members take up activities or projects to implement the state plan, an allocation of time must be determined.
How are allocations determined?
Jodi: “So, time allocations must be made for Councils staff members working on activities or projects that implement the state plan. What methods should the Council use to determine these allocations?
Councils can use 1 of 2 methods to help them determine time allocations for personnel expenses:
· Position Review: 
· Reviews the tasks of the position, not the position title
· Determines what percentage of time is being dedicated to state plan projects or activities.
· Time Study:
· Establishes standard times to calculate overall time spent on administrative and state plan activities.
· Detailed, hour-by-hour review of time actually spent on state plan activities for an employee (for a period of time - typically one or 2 weeks).  
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(!) Using a selected method consistently throughout the federal fiscal year is important.
Topic 2: Documenting Staff Allocations
How are staff allocations documented?
Documentation for personnel expenses must be based on records that accurately reflect the work performed.
· Time and attendance or equivalent records for all employees
· Time distribution records for employees whose compensation is chargeable to more than one cost objective (administrative and state plan activity).
                    – Percentages from position audit or time study applied to timesheet or online       
                      -Payroll system – (coding to each area)
Reference:  45 CFR 75 §75.430 (i) Standards for documentation of personnel expenses:
Lesson 7: Resources

ITACC Website https://itacchelp.org/financial-info/ 
HHS Grants Policy Statement, Part II https://itacchelp.org/hhs-grants-policy-statement-part-ii-cost-considerations-ii-24/ 
State Allocation Tables for DD Councils https://itacchelp.org/state-allocation-tables-for-dd-councils/ 
 45 CFR 1326 https://itacchelp.org/45-cfr-1326/ 
DD Act (English) https://itacchelp.org/link-to-dd-act-in-english/ 
DD Act (Spanish) https://itacchelp.org/link-to-dd-act-in-spanish/ 

Lesson 8: FAQs

Jodi: “Council members often have questions about DD Council policies, procedures, and standards. Here are some of the more frequently asked financial questions.”

FAQs:
Q: Can we purchase supplies for our Council members to participate in meetings? 
A:Yes, but these costs must come from the administrative portion of the budget and be necessary and reasonable.
 Q: Can federal funds be used for advertising and public relations?
A: It depends on the cost. 45 CFR 75, Section 75.421 provides information on the allowable and unallowable costs associated with advertising and public relations.
Q: Can the Council or a sub-recipient of the Council purchase gift cards or offer small financial incentives to people participating in a Council project or activity?
 A:Gift cards and other financial incentives are not allowable with Federal funds. However, participant support costs are allowable.
45 CFR 75.456 allows Participant Support costs as defined in 75.2. These expenses are allowable with the prior approval of the HHS awarding agency.
Participant support costs are defined as direct costs for items such as stipends or subsistence allowances, travel allowances, and registration fees paid to or on behalf of participants or trainees (but not employees) in connection with conference or training projects.
When in-person events are not possible, participant support costs are minimal.  The Council should continue to work with the sub-recipient on other ways to use the funds to support their work.  For example, consider using resources to film/record training sessions that can be placed on a website for on-demand use.  Consider using self-advocates, family members, and people from diverse backgrounds as speakers for the recorded session or as an “editorial group” to review the materials. Also, consider paying them for their work! Use funds to translate the training sessions (consider language interpretation, sign language interpretation, and closed captioning for the recording and any written materials).  
Q: Is it allowable for a Council sub-grantee to purchase a laptop computer last 30-days of their project?
A:All purchases (including laptop computers) paid for with federal dollars must be necessary to implement the project. The sub-grantee should justify the laptop was necessary and reasonable for the performance of the Federal award (in other words, the project implementation). 45 CFR 75, Subpart E – Cost Principles, Section 75.403 (b) Factors affecting allowability of costs provide additional information.
Q: Can we ask our Council sub-grantees to provide copies for expenses they have included on a request for reimbursement invoice?
A:YES!  45 CFR 75, Section 75.352  requires the Council to monitor the activities of the sub-recipient as necessary to ensure the sub-award is used for authorized purposes and is in compliance with Federal law, regulations, and the terms and conditions of the sub-award.
Q: What regulations support purchasing gift cards with basic DD Council grant award money?
A:Gift cards (gifts) and other financial incentives are not allowable with Council Federal funds. Because prepaid cards are considered “cash equivalents,” their use cannot be controlled, and their purchase does not meet the necessary and reasonable standard required by federal regulations.
Q: Who do I contact for Payment Management System questions?
A:The PMS Help Desk number is 1-877-614-5533 or https://pms.psc.gov/support/help-desk.html
Q: One of our grantees wants to copyright work that we funded through a Council sub-grant award. Are we allowed to do this?
A:Yes, DD Councils may copyright any work developed or acquired under the federal grant award, and intellectual property paid for with federal funds rests with the DD Council.  We have a TA brief on this topic titled “Intellectual Property and Copyright Information for Councils on Developmental Disabilities”.
 

Q:  We have a sub-grantee that charged a registration fee for a training activity we paid for.  I know this is program income, but are there restrictions on how that income must be used?
A:Yes.  Money earned by this sub-grantee must be used to cover the current costs of the project/activity that is funded by Council funds.  Program income is to be used to reduce the federal share of the project’s cost and should not be used as a match for the project/activity. Instead, it should be used to reduce the federal share of the cost.  We have a TA brief on this topic titled “Program Income and Councils on Developmental Disabilities”.

Time
Q:  One of our disability partners is holding an event and asked us to purchase a table in exchange for a half-page ad promoting the Council. Is this allowable?
A:No. This would not be allowable because purchasing a table (with dinner) is unnecessary, and solely promoting the Council is not allowable. However, it is allowable to communicate activities or accomplishments resulting from the 
Federal award’s performance.  Said activities or accomplishments should be considered necessary as part of the outreach effort for the Federal award and program outreach to meet the requirements of the Federal award.
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