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DSS Fiscal Manual

Sections copied that relate to Cost of Space

SECTION II-A ALLOWABLE COST - GENERAL INFORMATION

The Department policy covering the allowability of costs is based upon OMB Circular No. A-87 

5. Cost of Space that is essential to agency functions is a proper charge. Such charges may take the

form of:

          a. rental and service and maintenance costs in leased/rented buildings (from private owners or

          other public agencies); or

          b. costs of service and maintenance in county owned buildings (or provider agency owned

          buildings). The standards for allowable costs in OMB Circular A-87 for depreciation and use

          allowances and building space and related facilities apply. 

11. Lease-Purchase Agreements
     A lease of personal property with an option to purchase the property is subject to the laws and contracting  requirements mentioned under FORMAL BIDDING, INFORMAL BIDDING, and LOW VALUE PURCHASES. The total estimated expenditure determines which of these types of purchases/contracts applies to the lease-purchase. 

     For accounting purposes, lease-purchase agreements are recorded as purchases of fixed

     assets with the related incurring of debt. 

     Counties are cautioned that they may not enter into a lease-with-option-to-purchase without complying

     with the applicable bidding requirements. Such a lease-option agreement must be let to contract after

     complying with the competitive bidding rules, even though the rental payments will be credited toward the purchase price should the option be exercised at some later date. 

     Counties are further cautioned that, in awarding a contract for the purchase of equipment, they may not

     take into consideration the terms of a lease with a lessor under which the county can be given credit (on

     the purchase price of the equipment) for amounts already paid the lessor. 

     And finally, counties may not claim State/Federal Financial Participation in that portion of the

     total amount of a lease agreement that exceeds the amount that the leased equipment could

     have been purchased for at the outset. 

     Lease/Rental Agreements

     Competitive bidding is required based on the amounts indicated in items 3 and 4 of VIII A-2-1, even if the equipment is already on site on a rental or lease arrangement. 

12. Other Allowable Items of Cost

b. Insurance on facilities.
c. Allocated costs for county central supporting services (Indirect Cost) provided a county-wide

          cost allocation plan has been prepared and is on file.
SECTION II-D COST OF SPACE 

The Division of Social Services does not currently engage in the approval of cost-of-space 

agreements, nor does it require claimants to secure three letters of comparable rent. Nevertheless, 

counties are reminded of the federal requirement that the total cost of space, whether in a privately or publicly owned building, may not exceed the rental cost of comparable space and facilities in a privately owned building in the same locality. Effective July 1, 1984 the State's method of implementing this requirement is as follows: (a) for publicly owned buildings, reimbursement is limited to no more than the actual cost; (b) for rented or leased space, either competitive procurement is required or justification for a sole source is required. 

l. Rent and/or Service and Maintenance in Leased/Rented Buildings (from private owners or other public agencies) 

     A copy of the signed lease agreement executed in accordance with N.C. General Statute l59 

     must be kept on file. Unless specifically authorized to do so by the County Board of Commissioners, 

     DSS directors may not sign leases for facilities. 

     Costs are allowable if documented and if the following procurement procedures are followed: 

     If the expenditure of funds during the lease period (or for one year, whichever is longer) exceeds $20,000, formal bidding procedures must be followed (advertising, receiving of sealed bids, etc.). A new lease or a renewal would both require formal bidding if the lease/rental cost exceeds $20,000. 

If the amount of the rental/lease is from $5,000 to $20,000, an informal bidding process is required (quotations from vendors on price and availability may be solicited by phone, letter or similar methods). 

------------ 

The occupancy of a building under a rental-purchase or a lease with option to purchase agreement is

allowable only with prior approval of the federal grantor agency. The county would need to submit their plan to the Division for review and forwarding to the federal office for approval. No financial participation is available for these agreements prior to the receipt of written approval from the federal grantor. 

Also under rental-purchase or a lease with option to purchase agreement, reimbursement is limited to the amount allowable if the building had been purchased outright.
SECTION III-B REPORTING ADMINISTRATIVE COSTS - DSS-1571 PART II

Administrative costs must be reported based on the current system your county now uses. 

(c) The exception to this instruction applies to Code 310 General Administrative Support and Code 311

     Indirect Administrative Support. Amounts entered in these codes will be distributed to all programs rather than being directly charged. Code 311 will include items that are not in direct support of workers efforts.

     Examples of costs assigned to this code are advertising cost; retiree benefits; membership fees,

     subscriptions; publications of a general nature and non-rental Indirect Cost from the Indirect Cost Plan

     previously report as Indirect Cost in Code 310. Code 310 will include items which are in direct support of workers efforts. Examples of costs assigned to this code are rent; phone; postage; equipment rental;

     printing charges; building depreciation; capital outlay equipment; Indirect Cost (rental related not reported in Code 311); and professional services including interpreters, and doctors fees for providing testimonies on behalf of clients.

OMB Circular A-87

Sections copied that relate to Cost of Space

15. Depreciation and use allowances. 

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

financial statements. 

Note: For example, see table listing Useful Life of various asset types at:

    http://www.irs.ustreas.gov/forms_pubs/graphics/13081f31.gif
b. The computation of depreciation or use allowances shall be based on the acquisition cost of the assets involved. Where actual cost records have not been maintained, a reasonable estimate of the original acquisition cost may be used. The value of an asset donated to the governmental unit by an unrelated third party shall be its fair market value at the time of donation.

Governmental or quasi-governmental organizations located within the same State shall not be considered unrelated third parties for this purpose. 

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

(1) The cost of land; 

(2) Any portion of the cost of buildings and equipment borne by or donated by the Federal Government irrespective of where

title was originally vested or where it presently resides; and 

(3) Any portion of the cost of buildings and equipment contributed by or for the governmental unit, or a related donor

organization, in satisfaction of a matching requirement. 

d. Where the use allowance method is followed, the use allowance for buildings and improvements (including land

improvements, such as paved parking areas, fences, and sidewalks) will be computed at an annual rate not exceeding two

percent of acquisition costs. The use allowance for equipment will be computed at an annual rate not exceeding 6 2/3 percent

of acquisition cost. When the use allowance method is used for buildings, the entire building must be treated as a single asset;

the building's components (e.g., plumbing system, heating and air condition, etc.) cannot be segregated from the building's shell.

The two percent limitation, however, need not be applied to equipment which is merely attached or fastened to the building but

not permanently fixed to it and which is used as furnishings or decorations or for specialized purposes (e.g., dentist chairs and

dental treatment units, counters, laboratory benches bolted to the floor, dishwashers, modular furniture, carpeting, etc.). Such

equipment will be considered as not being permanently fixed to the building if it can be removed without the destruction of, or

need for costly or extensive alterations or repairs, to the building or the equipment. Equipment that meets these criteria will be

subject to the 6\2/3\ percent equipment use allowance limitation. 

e. Where the depreciation method is followed, the period of useful service (useful life) established in each case for usable

capital assets must take into consideration such factors as type of construction, nature of the equipment used, historical usage

patterns, technological developments, and the renewal and replacement policies of the governmental unit followed for the

individual items or classes of assets involved. In the absence of clear evidence indicating that the expected consumption of the

asset will be significantly greater in the early portions than in the later portions of its useful life, the straight line method of

depreciation shall be used. Depreciation methods once used shall not be changed unless approved by the Federal cognizant or

awarding agency. When the depreciation method is introduced for application to an asset previously subject to a use allowance,

the annual depreciation charge thereon may not exceed the amount that would have resulted had the depreciation method been

in effect from the date of acquisition of the asset. The combination of use allowances and depreciation applicable to the asset

shall not exceed the total acquisition cost of the asset or fair market value at time of donation. 

f. When the depreciation method is used for buildings, a building's shell may be segregated from the major component of the

building (e.g., plumbing system, heating, and air conditioning system, etc.) and each major component depreciated over its

estimated useful life, or the entire building (i.e., the shell and all components) may be treated as a single asset and depreciated

over a single useful life. 

g. A reasonable use allowance may be negotiated for any assets that are considered to be fully depreciated, after taking into

consideration the amount of depreciation previously charged to the government, the estimated useful life remaining at the time of

negotiation, the effect of any increased maintenance charges, decreased efficiency due to age, and any other factors pertinent to

the utilization of the asset for the purpose contemplated. 

h. Charges for use allowances or depreciation must be supported by adequate property records. Physical inventories must be

taken at least once every two years (a statistical sampling approach is acceptable) to ensure that assets exist, and are in use.

Governmental units will manage equipment in accordance with State laws and procedures. When the depreciation method is

followed, depreciation records indicating the amount of depreciation taken each period must also be maintained. 

http://info.dhhs.state.nc.us/olm/manuals/ooc/fsc/man/FSCs2-03.htm#P295_29445 

3. Financial participation is available in the cost of providing parking facilities under the policies applicable to all other joint administrative costs. Participation in such expenses would include the costs of providing parking facilities which are of benefit to both the staff of the social services and contract provider agencies, and to persons who may need to visit the office of the social services department on official business. Parking facilities (for the purpose of financial participation) include the rental, construction, or purchase of 

garages and parking lots, excluding the cost of land. For purchase and construction of a parking 

facility, the amount claimed must be limited to annual depreciation or use allowance that is calculated 

using an actual cost basis. However, if expenditures for parking facilities are incurred in connection with the purchase or construction of office space, they will be considered as costs of occupancy of the building for purposes of Federal financial participation under the principles governing the costs of office space. 

19. Equipment and other capital expenditures. 

a. As used in this section the following terms have the meanings as set forth below: 

(1) ``Capital expenditure'' means the cost of the asset including the cost to put it in place. Capital expenditure for equipment

means the net invoice price of the equipment, including the cost of any modifications, attachments, accessories, or auxiliary

apparatus necessary to make it usable for the purpose for which it is acquired. Ancillary charges, such as taxes, duty, protective

in transit insurance, freight, and installation may be included in, or excluded from, capital expenditure cost in accordance with

the governmental unit's regular accounting practices. 

(2) ``Equipment'' means an article of nonexpendable, tangible personal property having a useful life of more than one year and

an acquisition cost which equals the lesser of (a) the capitalization level established by the governmental unit for financial

statement purposes, or (b) $5,000. 

(3) ``Other capital assets'' mean buildings, land, and improvements to buildings or land that materially increase their value or

useful life. 

b. Capital expenditures which are not charged directly to a Federal award may be recovered through use allowances or

depreciation on buildings, capital improvements, and equipment (see section 15). See also section 38 for allowability of rental

costs for buildings and equipment. 

c. Capital expenditures for equipment, including replacement equipment, other capital assets, and improvements which

materially increase the value or useful life of equipment or other capital assets are allowable as a direct cost when approved by

the awarding agency. Federal awarding agencies are authorized at their option to waive or delegate this approval requirement. 

d. Items of equipment with an acquisition cost of less than $5,000 are considered to be supplies and are allowable as direct

costs of Federal awards without specific awarding agency approval. 

e. The unamortized portion of any equipment written off as a result of a change in capitalization levels may be recovered by (1)

continuing to claim the otherwise allowable use allowances or depreciation charges on the equipment or by (2) amortizing the

amount to be written off over a period of years negotiated with the cognizant agency. 

f. When replacing equipment purchased in whole or in part with Federal funds, the governmental unit may use the equipment to

be replaced as a trade-in or sell the property and use the proceeds to offset the cost of the replacement property. 

26. Interest. 

a. Costs incurred for interest on borrowed capital or the use of a governmental unit's own funds, however represented, are

unallowable except as specifically provided in subsection b. or authorized by Federal legislation. 

b. Financing costs (including interest) paid or incurred on or after the effective date of this Circular associated with the

otherwise allowable costs of building acquisition, construction, or fabrication, reconstruction or remodeling completed on or

after October 1, 1980 is allowable, subject to the conditions in (1)-(4). Financing costs (including interest) paid or incurred on

or after the effective date of this Circular associated with otherwise allowable costs of equipment is allowable, subject to the

conditions in (1)-(4). 

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

unit; 

(2) The assets are used in support of Federal awards; 

(3) Earnings on debt service reserve funds or interest earned on borrowed funds pending payment of the construction or

acquisition costs are used to offset the current period's cost or the capitalized interest, as appropriate. Earnings subject to being

reported to the Federal Internal Revenue Service under arbitrage requirements are excludable. 

(4) Governmental units will negotiate the amount of allowable interest whenever cash payments (interest, depreciation, use

allowances, and contributions) exceed the governmental unit's cash payments and other contributions attributable to that portion

of real property used for Federal awards. 

28. Maintenance, operations, and repairs.
 Unless prohibited by law, the cost of utilities, insurance, security, janitorial

services, elevator service, upkeep of grounds, necessary maintenance, normal repairs and alterations, and the like are allowable

to the extent that they: (1) keep property (including Federal property, unless otherwise provided for) in an efficient operating

condition, (2) do not add to the permanent value of property or appreciably prolong its intended life, and (3) are not otherwise

included in rental or other charges for space. Costs which add to the permanent value of property or appreciably prolong its

intended life shall be treated as capital expenditures (see sections 15 and 19).

38. Rental costs. 

a. Subject to the limitations described in subsections b. through d. of this section, rental costs are allowable to the extent that

the rates are reasonable in light of such factors as: rental costs of comparable property, if any; market conditions in the area;

alternatives available; and, the type, life expectancy, condition, and value of the property leased. 

b. Rental costs under sale and leaseback arrangements are allowable only up to the amount that would be allowed had the

governmental unit continued to own the property. 

c. Rental costs under less-than-arms-length leases are allowable only up to the amount that would be allowed had title to the

property vested in the governmental unit. For this purpose, less-than-arms-length leases include, but are not limited to, those

where: 

(1) One party to the lease is able to control or substantially influence the actions of the other; 

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

(3) The governmental unit creates an authority or similar entity to acquire and lease the facilities to the governmental unit and

other parties. 

d. Rental costs under leases which are required to be treated as capital leases under GAAP are allowable only up to the

amount that would be allowed had the governmental unit purchased the property on the date the lease agreement was

executed. This amount would include expenses such as depreciation or use allowance, maintenance, and insurance. The

provisions of Financial Accounting Standards Board Statement 13 shall be used to determine whether a lease is a capital lease.

Interest costs related to capital leases are allowable to the extent they meet the criteria in section 26. 

A. General 

1. Indirect costs are those that have been incurred for common or joint purposes. These costs benefit more than one cost

objective and cannot be readily identified with a particular final cost objective without effort disproportionate to the results

achieved. After direct costs have been determined and assigned directly to Federal awards and other activities as appropriate,

indirect costs are those remaining to be allocated to benefitted cost objectives. A cost may not be allocated to a Federal award

as an indirect cost if any other cost incurred for the same purpose, in like circumstances, has been assigned to a Federal award

as a direct cost. 

2. Indirect costs include (a) the indirect costs originating in each department or agency of the governmental unit carrying out

Federal awards and (b) the costs of central governmental services distributed through the central service cost allocation plan (as

described in Attachment C) and not otherwise treated as direct costs. 

3. Indirect costs are normally charged to Federal awards by the use of an indirect cost rate. A separate indirect cost rate(s) is

usually necessary for each department or agency of the governmental unit claiming indirect costs under Federal awards.

Guidelines and illustrations of indirect cost proposals are provided in a brochure published by the Department of Health and

Human Services entitled ``A Guide for State and Local Government Agencies: Cost Principles and Procedures for Establishing

Cost Allocation Plans and Indirect Cost Rates for Grants and Contracts with the Federal Government.'' A copy of this

brochure may be obtained from the Superintendent of Documents, U.S. Government Printing Office. 

4. Because of the diverse characteristics and accounting practices of governmental units, the types of costs which may be

classified as indirect costs cannot be specified in all situations. However, typical examples of indirect costs may include certain

State/local-wide central service costs, general administration of the grantee department or agency, accounting and personnel

services performed within the grantee department or agency, depreciation or use allowances on buildings and equipment, the

costs of operating and maintaining facilities, etc. 

Emails, Q/A’s
Things to think about: (Phil Lassiter, LBL) Look at how you plan to finance the building.  Local Governmental Commission is a great contact. County Managers usually know those folks.  Remember Bid requirements.  Lease-purchase is a bit tricky for counties.  There is some information in the fiscal manual.  They cannot buy land and claim that amount for reimbursement. 

I have been told depreciation schedules on buildings are/can be done by the architect and they usually break

out the building itself from the HVAC (heating , AC, plumbing, wiring). (Similar to what Tim McKinnie is offering in letter)…Remember contents of the building.

Q:   I have the booklet - Fiscal Policies Governing Federal and State 

       Participation in Cost of Space for County DSS Facilities -- dated May 1, 

       1988.  On page 4 at the bottom it says FFP varies by program ... and 

       among counties because of spending in excess of allocations and the 

       amounts expended on county only programs.....How would I determine what 

       part of this expense would be eligible for state and federal 

       participation? 

A:   Refer to fiscal report XS335 and take an annual average or at least look at several months to get an          average percentage of administrative reimbursement for your agency.

Subject:   …….Building Costs

        Date:               Wed, 02 Feb 2000 08:38:16 -0500

        From:              Jim Knight <Jim.Knight@ncmail.net>

 Organization:               N.C. Dept. of Health and Human Services

           To:               Kathy Lockamy <Kathy.Lockamy@ncmail.net>

          CC:               Karen Anderson <Karen.Anderson@ncmail.net>, Jane Johnson <Jane.Johnson@ncmail.net>,              Pat Adcock <Pat.Adcock@ncmail.net>, Phil Lassiter <Phil.Lassiter@ncmail.net>,              Gary Fuquay <Gary.Fuquay@ncmail.net>, Tina Pickett <Tina.Pickett@ncmail.net>

After having our federal financial person investigate the questions you asked, I can give you the following

additional guidance: 

1.  The county should begin depreciation when the building is first occupied using the cost at that point as the basis for depreciation. As additional costs are incurred, the county may add these costs to the depreciation schedule and recalculate the monthly amount based on the new costs and the remaining life of the building.  The DSS may only claim that portion of the monthly depreciation that relates to the space they occupy (for example; if the building is 60,000 square feet and they move in and only occupy 30,000 square feet to begin, then they may only claim 50% of the depreciation costs for those months that they occupy this percentage.  The rest will not be an allowable charge to the DSS at all).  {IMPORTANT NOTE:  A monthly depreciation charge must NOT exceed the cost of similar rental space in the area!!!!} 

2.  Architect's fees may be included in the cost of the building.  The other costs you asked about (underwriter's fees, credit rating fees, etc.) are costs of issuing the bonds and should be handled the same way the county handles these whenever they issue bonds, etc.  If they normally charge this to overall county administration and distribute the costs to all county agencies through their Indirect Cost Plan, then that is what they need to do with these. 

3.  Interest payments may be claimed when paid {to the extent that they apply to the portion of the building

that the DSS occupies ( like the example above, if they only occupy 30,000 square feet of a 60,000 square foot building, then the may only claim 50% of the interest paid). 

4.  The ADP equipment may be expensed for those items that have a unit cost of $5,000 or less, but this charge must be reduced by the remaining "value" of  DSS equipment which is less than five years old that is not being used in the new building.  For instance, if a $5,000 DSS computer is three years old (and previously claimed for reimbursement) and it is not going to be used in the new building, then the expensing of the new equipment will have to be reduced by $2,000 [$5,000 x 2 years remaining] for this item. 

Question:

-------- Original Message -------- 

          Subject:                   New DSS Building
             Date:                   Fri, 05 Nov 1999 16:29:51 -0500

            From:                   Kathy Lockamy <Kathy.Lockamy@ncmail.net>

     Organization:                   N.C. Dept. of Health and Human Services

               To:                   Jim Knight <Jim.Knight@ncmail.net>,Tina Pickett <Tina.Pickett@ncmail.net>,Karen Anderson                  <Karen.Anderson@ncmail.net>,Phil Lassiter <Phil.Lassiter@ncmail.net>,Pat Adcock                  <Pat.Adcock@ncmail.net>,Jane Johnson <Jane.Johnson@ncmail.net>

A county is scheduled to move into their new DSS facility…. The building is expected to cost approximately $23 -26 million.  The furniture/equipment budget is 4 1/2  million.  Jim, you and I have discussed previously the county's options of cost allocation, expensing, etc.  Back in 1980 when they moved into their last new building, they were required to write a letter to the regional office and identify the final costs - they submitted a DSS 1278 form…The state then forwarded  approval to them along with a depreciation schedule for the building.  I can't find anything in writing to direct them in this process.  Jim, I know that you are working on a product for new buildings, major renovations, etc., but I need guidance.  Is this still the procedure or does the county finance establish the depreciation schedule 

Answer:

Jim Knight wrote: 

I do not believe the Controller's Office has a requirement to  approve the new space.  I believe at one time Al Thompson was reviewing county DSS's plans for facilities to approve whether they met the state guidelines or not.  Does the county have a question about what is in the Fiscal Manual related to cost of space?  The primary principle is that the cost of space must not exceed what the rental cost for similar space in the same area would be.  There are several places in the Manual that address both new construction and renovation.  (See above copied sections.)
Question:

Phil Lassiter wrote: Jim, I have a couple of counties getting ready to do new buildings.  A meeting is set on Friday to discuss funding options.  I have reviewed the fiscal manual not a whole lot in the manual.  They are looking at a lease purchase at present.  If I am reading the manual correctly  the following has to occur. They must write to Raleigh for approval, must meet bid requirements, not cost more than if a regular purchase, lease amount broken down to monthly amount on the 1571 (principle and interest), no depreciation schedules, cannot pay for land..  Anything else or IS their more? second if they build from scratch, Direct purchase  Bid requirements on building,  Depreciate over 45 years unless "expert says less), can break out shell from HVAC (electrical, plumbing, heat and air), expert gives schedule.  Show depreciation on building monthly, interest on loan for period of loan as monthly amount. Cannot buy land.

Any other reference points and help would be appreciated


Answer:

Date: Mon, 17 May 1999 16:39:43 -0400

From: Jim Knight <Jim.Knight@ncmail.net>

Organization: N.C. Dept. of Health and Human Services

To: Phil Lassiter <phil.lassiter@ncmail.net>

CC: Karen Anderson <kanderson@dhr.state.nc.us>,Gary Fuquay

<GFUQUAY@dhr.state.nc.us>

References: <37407705.8DE47876@ncmail.net>

Probably the biggest thing is the monthly amount MUST NOT be more than what they would be charged for the same type space in that general area (location).

Question:

-------- Original Message --------

Subject: cost of space

Date: Thursday, March 25, 1999 11:55AM

From: Jane Johnson

To: Jim Knight; Karen Anderson

Cc: Patricia Adcock; Bill Upchurch; Kathy Lockamy; Phil Lassiter

A County is planning to add on to their existing building. It is an old building, and they no longer show any depreciation cost on the original structure. They added on to it in 1980, and they are depreciating that addition for 45 years, ending around 2025.  If they add on again, do they have to depreciate the second addition another 45 years, even though it is attached to a much older building? Would they need an architect's statement to shorten the life of the addition and send that with a request to the Controller?

Answer:
Subject: RE: cost of space

Date: Mon, 29 Mar 1999 09:52:00 -0500

From: Jim Knight <Jknight@dhr.state.nc.us>

To: Jane Johnson <Jane.Johnson@ncmail.net>, Karen

Anderson<kanderson@dhr.state.nc.us>

CC: Gary Fuquay <GFUQUAY@dhr.state.nc.us>, Tina

Pickett<Tpickett2@dhr.state.nc.us>, Bill Upchurch

<Bill.Upchurch@ncmail.net>, Kathy Lockamy <KLOCKAMY@dhr.state.nc.us>,

Patricia Adcock<PADCOCK@dhr.state.nc.us>, Phil Lassiter

<PLASSITER@dhr.state.nc.us>

Jane, the answer is not quite so simple.  The first rule that must be considered is that the monthly cost of space charges can not exceed the prevailing rate for similar space in the general area.  The next thing is to consider what the useful life of the current building is and whether the addition(s) extend its useful life.  The additions should be depreciated over the remaining useful life of the building but can not exceed the

first rule.  If the calculation shows that the depreciation exceeds the first rule above, then the excess is non-reimbursable.  It would never hurt to have what is done backed up by "expert" analysis, like an architect.   If you have some expert's backup, it helps if there were any dispute with the feds. 

