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§-10-30 (Continuad)

F.

Prigr

Reguirem

The policies contained in this Chapter do not affact the provislons of applicable OSM cost
principles requiring recipients to obtaln prior approval of cenain types of leasing
arangemants. These policies, however, will be followad in determining the extent to which
the rental costs under such arrangemants may be charged to OSM grants and cooperative
agresments.

Prior approval of leases in addition to those spectfied In the cost principles wil not be
required. However, In order to avoid possible future cost disallowances, recipients are
sncouraged to consult with the Federal assistance unit and reach an advance understanding
with the agency prior to the allowabllity of the rental costs to be paid under the lease.
where possible, this should ba dons prior to tha award of the grant to which the rental costs
will be charged. Similarly, ¥ the rental costs are to be treated as indirect costs, the recipient
shoutd consult with the approprate Federal cognizant agency grior to entering into the
leasing arrangement if it 15 unsure about the amount of such costs that can be inchuded in
is indirect cost podl.  Sea Chapter 8-100.
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CHAPTER 6-60
CHARGES FOR FACILITIES PURCHASED OR CONSTRUCTED BY
STATE AND LOCAL GOVERNMENTS

5-60-00 Furpose
05 Background
10 Applicabllity
30 Follcy

6-60-00 PURPOSE

The purposa of this Chapter is to prescribe the conditions under which each of two methods far
detarming the allowalble costs of a capital asset will be used and to establish OSM's policy governing
the allowabiity of the costs of land when the capltal expendlture method is used.

6-60-05 BACKGROLIND

A

O5SM's cost principles for State and local governments adheres to GMB Circular A-87. OMB Gircular
A-BT provides two methods for determining the allowable costs of a capital asset:

1, Under Clrcular A-87, the State or locality may charge the costs of the assets to Federally-
suppored programs through depreciation or use allowances,

2 Under Circular A-87, the State ot focality may charge the costs to the programs as a capital
expenditura if tha expenditurs is specifically approved by OSM.

The prinlglpal difference between these two methods relates to the period of time over which the
costs of the assels are charged to Federally-supported programs.  Under the depreciation - use
alowance methods, a partion of the costs is charged to the programs (Usually as an indirect cost}
each year over a perind of years corresponding to the useful fife of the asset. Conversely, under
the capltal expenditure methad, the entirg cost of the asset is charged to the programs as a direct
cost at the time of purchase or construction. In addition, under the depreciation - use allowance
method, the costs of land are speciflcally unallowable, while under the capital expenditure method,
the allowabllity of the costs of land is not specified in the cost pringlples.
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CHARGES FOR FACILITIES PURCHASED OR CONSTRUCTED BY
STATE AND LOCAL GOVERNMENTS
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g-63-30

{Continued)

Problems have been encountered in determining which of these two methods is appropriate for
detarmining the allowable costs of facllities purchased or constructed by State or locaf governments
under grants (other than construction grants or cooperative agreements} awarded to them by OSM.
APPLICABILITY

frants and Cooperative Adreament Covered

Noncanstruction grants awarded to State and local government agencigs are subject o tha cost
principles in Circular A-87.

Tyne of Proparty Covered

The Chapter applies to facilities purchased or constructed by State and local governments. It does
not apply to (a) facilities that are leased by a State or local government, (b) aguipment (whether
leased or purchased) or (c} alterations and renovations of faciliies. OSM's palicies govesning the
aliowability of charges for leased facilities and equipment are contained in Chapler B-10. O5M's
palicies on atterations and renovatians are contained in Chapter 1-44.

POLICY

ost analyses are to be performed to determine whether lease, purchase, ar construction i5the most
enst efective course of actian: Tha procedure for conducting a cost analysis is presented in
Chapter 1-44.

Depraclation - Use Allowance Meth

Except as otherwise provided in paragraph 6-60-30B, the allowable costs of faciities purchased or
constructed by State and local governments will be determined in accordance with the Depraciation

- use alowance mathod described in Clreular A-B7.

Capital Expanditure Method

1. The costs of a facility purchased or constructed by a State or local gavernment may be
charged to O$M grants as a capital expenditure only when ak of the conditions listed below
arg meat.
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6-60-30 [Continued)

It these conditions are met, the total cost of the facility, including tha cost of land, s
allowable.

a.

The charge |s not prohibited by iaw.

The facility ig belng specifically purchased or constructad to ba used exclusivaly i
the performance of an D5M supported program, or several Federally supparted
programs, inciuded among which is an OSM supported program; and the facility
is expected to be neaded for this purpose on a long-term basls,

Accomplishment of program objectives requlres the purchase or construction of the
facility. A general purpose facility will not meat this condition if the faciiity is being
purchased or constructed because of the need for additional space resulting from
the expansion of programs supported by State or local funds or the expansion of
Fedarally-supported programs that are currently housad in facilities that also house
State or {ocal programs.

The facility is not already owned by the State or locality, This regquirement doas not
apply to land already owned by the State or locality if the land was purchased
sontemplation of constructing a building(s) which meeats the requirements of this
Section.

The QSM unit responsible for issuing a grant or cooperatlve agreement cansants
to the use of this mathod and apgroval is obtained from the OSM unit pricr to
purchasa or construction. f mora than one Federal program is to be performed
in the facility, all agencies responsible for administering the programs must approve
the use of the method. Approval gricr 1o the purchase of land will not be required
if the land is purchased in contemnplation of constructing a building(s) which mests
the requirements of this Secticn. In these cases, approval must be obtained pricr
to constructing the bullding(s).

2. If all of the conditions specified in subparagraph §-60-30B.1 have been met for the
bullding{s] and other land improvements but have not been met for the land, this method
may be used for the building(s) and other land improvements.

FEDERAL ASSISTANCE MANUAL



BAGE 4
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5.80-30 (Continued)

When thls method 1s used, the full cost of the facllity may be charged lo the affected
programis) at the time of purchase or

construction: or the costs may ba charged to the programs over any pericd of ime agreed
upon batween the State or locality and the Federal assistance unit. If more than one
Federal agency is involved, all such agencles and the recipient must agree on a unilorim
perlad guring which the costs will be charged 1o the programs and a uniform method of
appertioning the cost of the facility among the programs.

The use of thls method may require the establishment of a special indirect cost rate
appiicable to the program(s) conducted in the faciity, Therefore, when this method is used
far programs that provide for the reimbursement of indirect cost, the Federal assistance
unit must notify the approprlate Federal cognizant agency before using the Stale or local
agency's published indiract cost rale. {See Chapter 6-100)

If the facility is later sold or used for purpases not authorized by GSM, the State or local
government will be accountable 1o the Federal Government for the Federal Interest in the
facllity. Frocedures for satlsfying this accountability requiremnent are set forth in Sircular A-
g7,

o. Interest and Diher Fingneing Costs

The policles contained in thizs Chapter do not affect the provisions of the cost principles which
stipulate that interest expense and other financing costs are umaliowable. (Cricutar A-87) Therefars,
regardless of the mathod used In determining the allowable costs of facilities. such costs will exslude
interast expeansa and cther financing costs associated with the facilities.

vl 20
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CHAPTER 6-70
PROJECTION OF COST DISALLOWANCES RESULTING FROM
SYSTEMS DEFICIENCIES REPORTED BY AULDIT

6-70-00 Purpose
05 Background
10 Apglicatsility
20 Pallcy
a0 Unallowed Costs
40 Effective Date

6-70-00 FURPOSE

The purpose of this E:hapter is 1o establish a consistent O5M policy an the projection of cost
disallowances to perlods befare and after a system defleiency is found by auditors,

6-70-05 BACKGROLUIND

Audit repans Issued, or approved, by the DOl Audht Agency frequently cite deficiencies in an
crganization’s overall management system which ralse questions about the propriety of cosls
charged to OSM awards. Examples of thesa deflcisncles include inadequate payroll distribution
systermns, ungocumented cost transfers and the like. Since the deficiencies relate to the
organization’s overall operations rathar than to specifls grants or cooperative agreements, Lheir
impact on charges t¢ the awards is often difficult to determine.

§-70-10 APPLICABILITY

Y The provisions of this chapter are intended solely as internal instructions to O5M staff and shalk not
be includad directly or by reference in the terms and conditions of grant awards.

B. Except as otherwise provided in paragraph C of this section, this chapter applies to:

1. Audhlt findings which cite deficlencias in & reciplent's managerment system and which rasult
In a dollar settlemant an an organization-wide basls; and

2. {ther findings which involve the use of statistical sampling or other projectlan techniques
In detarmining dollar setttements.
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e The chapter doea not apply to:
1. Findings on commaerclal {"for profit®y crganizations; or

2. Sltuations invobving fraud or deliberate misreprasentations of facts by a recipient,

5-70-20 BROLICY

When deficlencies in an organization's management system are reported by audit, primary emphasis
shall be placed on ensuring that the dificiancies are adeguately corrected. |f cost disallowances are
mada. they shall be limited 10 costs incurred during (a) the organization's three fiscal years
immediately preceding the starting date of the audit, and (b} subsequent perlods up 1o the dale the
deficlencles are comracted.

mple

Date audit staned - December 12, 1982

Organizatlon's fiscal year - Juiy 1 to June 30

Date daficlencies corrected -- July 1, 18583

Limitation on cost disallowances -- July 1, 1979 1o June 230, 1583

6-70-30 UNALLOWED COSTS

Unaliowed costs are discussed In OMB Circular A-87.

Bad debts.

Contingenclaes.

Contributions and donations.

Entertalnment.

Fines and Panaltles.

Giovarnor's expenses,

Interest and other financlal costs.

Legislative expenses.

Underrecovery of costs under grant agreements.
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CHAPTER 6-100
ESTABLISHMENT OF INDIRECT COST RATES

6-100-00 Pumpose

b5 Background

10 Applicabillty

3 Folicy

40 Naormal Procedures for Establishing
Indirect Cost Rates

&0 Special Pracedures for Certain
Recipients

6-100-00 PURFOSE

The purpose of this Chapter |s to prescribe OSM’s basic policies and proceduras governing the
establlshment of indirect cost rates,

6-100-05 BACKGROUND

A Indiract costs are the costs incurred by an organization that are not readily identifiable with a
paricular project or program bt are nevertheless necessary 1o the operation of the arganization
and the performanca of its programs. The costs of operating and maintalning facilities, depreclation
and administrative salaries are examples of the types of costs that are usually treated as indirect
costs.

B In theory, all such costs might be charged directly. Practical difficulties, however, will normally
preclude this approach. They are therefore grouped into a common pool{s) and distributed to the
organizatlon's program through a cost allocation process. The end product of this allocation
process s an indirect cost rate (or rates) which |s then applied to individual grant awards 1o
detarmine the amount of Indirect costs chargeabls to the awards.

6-160-10 APPLICABILITY

This Chapter applles to all OSM grants and cooperative agreements which provide for the
reimbursement of indirect costs. This chapter |s applicable to each organization that receives an
O5M grant or coopeérative agreement,
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ESTABLISHMENT OF INDIRECT COST RATES

5-100-30 POLICY

A

Submission of Proposals

Except as otherwise provided in paragraph 8-100-50A, a claim for the retmbursement of indirect
costs under grants awarded by OSM must be supponed by the timely submlission of an indirect cost
proposal for each flscal year of the recipient in which such costs are claimed. Recipients that fail
to comply with this requirement will be deemed as not having a currently effactive indirect cost rate.
In the absence of this rate, fulure grants awarded to the grantee will not provide for the
reimbrurserment of Indirect costs. If a rate is subsequently established, based on the late subraission
of an indirect cost proposal, indiract cost reimbursement will be Himited 1o the indirect cost applicable
to the period subsequent to the date the proposal is submitted. Failure to submit a timely proposal
may atsn result in the disallowance of Indirect costa previously reimbursed based on the use of 4
provisional Indirect cost rate.

Praparation of Proposals

Guidance on the preparation of indirect cost proposals |s provided in the foilowing informaticonal
brochuras which can ba obtained from tha LS. Government Printing Office.

OASC-1 (Revised} - A Guide tor Calleges & Univarsities - Caost Principles and Procedures for
Establishing indirect Cost and Other Rates for Grants and Contracts with the Department of Health,
Education, and Weltare.

SASC-10 - A Guide for State and Local Governmeant Agancies - Cost Principles and Procedures for
Establishing Cost Afiocation Plans and Indlrect Cost Rates for Grants and Contracts with the Federal
Savernment,

Additional guidance on the preparation of Indirect cost proposals can be obtained from the Federal
cognizant agency or the Office of the Inspector Genaral Raglonal Office. The address and States
covered by each Office of the Inspector Genaral Regional Cfice are contalned in Exhibit $6-1410-
1.

Helmbursermant of Indlrect Costs

Indirect cost reimbursement wilt be based on Indlrect cost rates establisherd by the Faderal cognizant
agency.

Basic Negotlation Policies

lndirect cost rates will be negotiated between the reciplent and the Federal cognlzant agency.

Fm
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6-100-30 {Continued)
E. rant
1. Except as otherwise provided in subparagraph 2 of this paragraph, recipients will be

responsible for negotlating appropriata indirect cost rates with subrecipiants and cost-type
contractors (hereafter collectively referrad to as "grantees”) awarded funds under OSM
grants. Such negotiations will be based on the OSM cost principles applicabls 1o the
subgrantee (Ses Chapter 6-00). The procedures followed by the recipient in conducting the
negotlations will be sublect to review and audit by, ot on behalf of OSM. If the recipient
requires assistance In connection with the negotiations, it should request such assistance
from the Faderal cognizant agency.

2. Recipients will not be reguired 1o negotiate indirect cost rales with subgrantees if any of the
foliowing conditions exists:

a. The subgrantee does not provide for the reimbursement of indirect costs.

s} The subgrantes is also a direct reciplent of OSM grants or contracts and |s required
t0 negotlate indirect cost rates directly with the Federal cognizant agency. n these
cases, the Federal cognizant agency will negotiate Indirect cost rates applicable 10
all OSM supported activitles, including those conducted under subgrants. However,
although the recipient will not be primarily responsitie for these negotiations, & may
participate in the negotiations if OSM or the reciplent considers such participation
necessary or desirable.

6-100-40 NORMAL P EDURES FOR ESTABLISHING INDIRECT C RATES
A ubmigsi Froposal

1. An organization that has not previously established an indirect cost rate with the Federal
cognizant agency must submit ts inltial indirect cost proposal ta the appropriale Federal
cognizant agency immediately after being notified that a grant providing for the
reimbursement of indirect costs wil be awarded. The proposal, which will be used to
establish & rate to permit funding of Indirect costs under the award, should normally be
based on the organization's actual costs for Its most recently completed fiscal year.
However, if the arganizatlon ls aware of factors that are expected to rasult in a significant
chenge in the tate for the fiscal year during which the grant is to be performed, the proposal
must be based an projected costs for that year,
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ESTABLISHMENT OF INDIRECT COST RATES

8-100-40 {Continued)

2.

Crrganizations that have previously establishad indirect cost rates with the Federal cognizant
agency must submit a new indiract cost proposal to the appropriate Federal cognizant
agency within six months after the close of aach fiscal year. The type of rate(s) reflected
In the proposal and the fiscal year{s) on which it should be based will be governed by the
speciiic circumstances invohved,

a it a provisional rate was praviously established for the most recently completed fiscal
yoar, the proposal must refiect (1) a final rate for the completed year basad on the
actual costs of that year, and (2) a fixed, predstermined, or provisional rate for the
subsequent year.

Normally, the rate far the subseguent year shauld also be based on Lhe actual costs
of the most recently completed yaar. However, if the organization is awarg of
tactors that are expected to result in a significant change In the rate during the
subseguant year, the rate computation must be based on projected costs of that
WaAr,

b, If & fixed or predetarmined rate was previcusly established, the proposal must reflact
a fixed, predetermined, or provisional far the fiscal year immediately following the
year covered by the last negotlation.  This rate should be based on the actual costs
of the most recently complated year.

The reclpient arpanization’s initial proposal as well as each succeeding proposal must be
accompanied by, and ba cross-refaeranced and reconcited to, its independemly audited
financial statements for the fiscal year on which the proposal is based. 1F independently
sudited statements are not available, the recipient should cantact the Federal cognizant
agency to determine what other financial documants will be acceptable to substartate the
amounts reflacted in the proposal {e.q., Internal financial statements},

If a reciplent organization is unable to submit a proposal by the prescribed due date. it may
reguest an extension of time from the Federal cognlzant agency. The request must contain
a Justification for the extension and must specify the date the proposal will be submitted,
Such requests wlll normally be approved only whar they are submitted on or before the due
date of the proposal,
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ESTABLISHMENT OF INDIRECT COST RATES

PAGE §
6-100-40 (Continued)
B. Megotiati Rat
1. The Fedaral cognizant agency will raview the indirect cost proposals submitted by reclpignt

organizations and, based onthese reviews, will negotiste appropriate indirect cost ral :s with
the organizations. If an audit is deemed necessary, the Federal cognizant agency wil
contact the reciplent to establish an audit date.

2 The resulls of each negotiation will be formaiized by a Negotiation Agreement signed by the
appropriate cognizant agency official and an authorized representative of the reciplent.

3. whaers possible, disputes arising in the negotiation of indirect cost rates will be resolved in
accordanca with informal appeal procedures established in the inspector General's Regional
Offices. Disputes that cannot be resolved at the State Office |evel will be resclved in
accardance with the procedure contained In the Department’s grant appeals regulations.

. Dissemination of Rate Informatign
1, A copy of each Negotiation Agreement will be forwarded by the cognizant agency to the

Assistant Director, Budget and Administration, OSM. The Dlvision of Financial Management
will reproduce and distribute copies of the Agreements 1o the Federal Assistance Lnits.

2, An index listing the mast current Negotlation Agreement with each recipient will be published
and distributed by the OSM Division of Financial Management.

0. Matification

OSM will notify those recipient crganizations which have not previously established indirect cost
rates with the cognizant agency that they must establish such rates with the approptiate Federal
cognizant agency if they wish to clalm indirect cost reimbursement under OSM grants. This
notification wil be made immediately after the agency has detarmined that a grant providing for tha
reimbursernent of Indirect costs will be awarded. In the event that an organization submits its
proposal to OSM, the office wlll transmit the proposal and supporting dosuments to the appropriate
Federal cognizant agsncy.
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ESTABLISHMENT OF INDIRECT COST RATES

6-100-50 SPECIAL PROCEDURES FOR CERTAIN RECIPIENTS

Al

Local Gowernment Agenclas

Locai government agencies (other than iocal educatlon agencies) are not required to subrmit
their indirect cost proposais unless they are specifically requestsc by the cognizant Federal
regoiiation zgeney. The specific procedures that a local government should follow in
establishing its indirect cost rates are Indicated below:

a, Lecal government agencies that are not required to submit their proposals will
establlsh thelr rates in accordance with the procedures described in subparagraph
2 through 4 of paragraph £-100-50A.

b. Local education agencies will ilsllow the proceduras described in paragraph 6-100-
50B8.
C. Local government agencies that are requested to submit their proposais Lo Fedaral

agencies other than DO wlll follow the procedures in paragraph 6-108-50C.

d. l_ocal government agencles that are required to submit their proposals to an C¥ice
of the inspector General Regionat Olfice will establish their rates in accordance with
the normal rate negotiation procedures described in Section 6.100-40.

Local government agencies that are not requlred to submit indirect cost proposals must
nevarthelass substantiate thelr ¢lalms for indirect eost reimbursement. This substantiation
must be in the form of an indirect cost rate computation. as described in the brochire A
Guide for State and Local Government Agencies” [OASC-10}, for each fiscal year of the
agency in which direct cost reimbursement is claimed. The computaton along with the
supporting dogumentation described in the brochure must be available as of the time the
clairm is made and must be retained by the local governmant agency for posaible audit by,
or on behalf of, the Department. The retention period shall be in accordance with the
OSM’s records retention regulations (Section 42 of the Common Rulel.

Where an audit of a local government agency's indirect cost computatan results in a
disagreement getwsen the agency and the auditor, the disagreement will be resalved by the
congnlzant Federal negotiation agency.

Local Education Agencies

Loca! education agencies {LEA's) will submit their indfrect cost propasals to their State department
of edircation. The State department of education will be rezponsibie for reviewing the proposals and

FEB 26 pgo
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6-100-508. (Contlnued)

negotiating appropriate predstermined or fixed rates with the LEA's in conformance with speciat
agreements entered Into between OSM and each Siate. The agreed upon rates will be forwarded
to the Assistant Director Budget and Administration, OSM, for distribution 10 the Field Director's
Offices.

. Negotiation nizance Asslgned to Qther Federal nei

V¥hen a Federal agency other than DO) has been assigned Indirect cost negotlation far an instilution
of higher educatlon ar a State or iocal government agency under OMB Circulars A-21 or A-87 . the
recipient msut submit its proposals and establish its rates with the cognizant agency in accordance
with the policles and procedures of that agency. The results of the cognizant agency's negotiation
will be provided to other Federal agencies upon request. '
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EXHIBIT XB-100-1
PAGE 8

Reglonal Offica
Eastern

Central
Westarn

DOI CFFICE OF THE INSPECTOR GEMNERAL

Ofiice of thg Inspector General Address

LS. Department of the Interior
Office of Inspector General
Ballston Towers No. t

80D N. Quincy Steet,

Room 401

Adington, VA 22217
{Teiephone 703-235-1513)

U.S. Department of the Interior
Office of Inspector General
134 Unign Bhvd., Suite 510
Lakawood, CO 806228
(Telephone 303-234-2121)

LS. Department of the Interior
Office of [nspector General
Room W2400

2800 Coltage Way
Sacramento, CA 95825
(Tetephona 916-484-4874)

For Grantess Locaterd in:

Alabama, Connecticut,
Celaware, Florida,
Georgia, Winais,
Indiana, Kentuchy.
Maryland, Massachusetts,
Maine, Michigan,
Mississippi,

NMew Hampshire,

New Jersey,

Mew York, North Carding,
Ohio, Pennsylvania.
Rhode Island,

Sowh Carclina,
Tennessee, Yermant,
Yirginia, ¥est Virginia,
Wisconsin

Arkanzas, Colorado,
lowa, Kansas,
Louislana, Minnesota,
MNebraska, New Mexico,
MNorth Dakota, Oklahoma,
South Dakota, Texas,
Wyoming

&laska, Artzona,
Californla, Hawsai,
dahea, Monrana,
Nevada, Cragon,
Ltah, Washington
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CHAPTER 6-150
AEIMBURSEMENT OF INDIRECT COSTS

6-150-00 Purpose
10 Applicabiity
20 Palicy
30 Application of Indlrect Cost Rales
40 Raimbursement of Indirect Costs

6-150-00 PURFOSE

The purpose of thls Chapter is to prescribe OSM's policies and procedures governing the
relmbursement of indirect costs.

6-150-10 APPLICABILITY

This Chapter applles to all OSM grants and cooperative agreements.

6-150-20 POLICY

A

All grants awarded by QSM will provide for the full relmbursement of indirect costs applicable to the
grants.

Indirect cost reimbursement will be prohibited on grants to indlviduals.

1. Indirect cost reimbursement on grants and cooperative agreements awarded under
pragrams with legal prohibitions or limitations agalnst the relmbursemant of indirect costs
will be made In accordance with the legal restrictions.

2 Lirmitations or prohibltions against the full reimbursement of indirect costs in addition to
those described above will be regarded as policy deviations:

Wwhen & reciplent wishes to provide cost shating or matching In the indirect cost calegory, the
indirect cost rate will be applled to the entlre direct cost base amount and OSM willl reimburse lts
fractional share of the total,

Indirect cost relmbursement wil be based on the indirect cost rates established by the Federal
cognizant agency. Reciplents who fall te submit timely Indirect cost proposals in accordance with
tha requiresment of Chapter 6-100 will be deemed &s not having a currentiy effective indirect cost rate
and will not be reimbursed for indirect costs In future grants awarded by QSM. It a rate is
subsequently established, based on the iate submission of an indirect cost proposal, indirect cost
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REIMBURSEMENT OF INDIRECT COSTS

6-160-20D. (Continued)

reimbursament will be limited to the indirect costs applicabie to the period subsequent to the date
the proposal is submitted.

When a provisional Indirect cost rate is used for interim reimbursemant of indirect costs, such costs
will be adjusted upward or downward, as appropriate, when a permanent rate (e, final,
predatermined or fixed) is established. If the recipient fails to establish the permanent rate. Llhe
indirect costs previcusly reimbursed based on the provisional rate will be disallowed.

6-150-30 APPLICATION OF INDIRECT CQST RATES

A

The dollar amount of indirect costs applicable to a given grant-supparted praject o program will
be determined by mutiplying tha appropriate indirect cost rate(s) by the direct cost base of the
project or program. 1f the girect costs used in computing the project’s or program's indirect cost
base are borne entirely by the grant, the full amount of indirect costs applicable lo the projact of
program may be charged to the grant {except where the grant Is subjectto a [imiration or prohibtiae
described in Sectlon 6-150-20). However, if the recipient provides a matching or cost sharing
contribution in a direct cost categary used in computing the direct cost base, the indirect costs
applicable to the contributed direct costs may not be charged to the grant o cooparative
agreement. (The indirect costs applicable to the contributed direct costs may, however, be counted
as part of the recipient’s total contribution — See Chapter 1-400.) Simllafly, if the matching or cost
sharing arrangemant requires the reciplent ta share in the tatal costs of the project or program on
a pro-rata basis. the percentage of Fedaral participation in the project's or program’s indirect costs
will be the same as the percantage of Federal particlpation in its direct costs.

in applylng indirect costs rates to Individual grants. the rates established far the periods in which
the direct costs are actually incurred under the grants will be applied to those costs. Conseguently,
when a grant budget period does not coincide with the recipient’s fiscal year it will be necessary 0
use two rates in computing the amaunt of indirest costs applicable to the grant fi.e., the rafas
established for the two fiscal years during which the grant was performed).

Example

Rateg for fiscal year anding June 30, 1980 -- 35%
Rate for fiscal year ending June 20, 1981 - 30%
Grant perlod -- March 1, 1980 to February 28, 1921

Diract base costs incurred under the grant:
March 1, 1980 to June 30, 1380 -- $30.000
July 1, 19837 to February 28, 1981 - $20,000

FEDERAL ASSISTANCE MANUAL

-



REIMBURSEMENT OF INDIRECT COSTS

PAGE 3
£-140-30B. (Continued)
Application of Rates:
35% X $30,000 = $10,500
30% X $20,000 = 3 £.000
Total Indirect
Costs.......... $16500
. A single rate may be used for purposes of awarding Indiract costs on grants that do not coincide

with a recipient’s fiscal year If the resultant amount does not differ significantly from the amount that
would have been awarded had two rates been used. (n these casas, the rate covering the earlier
fiscal year should normally be used. Final settlement, however, will be based on the rates
established for the two fiscal years during which the grant was performed.

o The selection of the rate(s) and the direct cost base wil be based on the Irformation contained in
the Negotiation Agreement published by the Federal cognizant agency. The physical and/or
administrative environment of the activities covered by each rate will be indicated in the “Lacations”
column of the Agreement.

§-150-40 REIMBURSEMENT QF INDIRECT COSTS

Fach recipient request for indirect costs funds for a new grant or cooperative agreament or
additlanal indirect cost funds for an existing gramt or cooperative agreement, will be accompanied
by a copy of the current approved Indirect Gost Negotiation Agrasment. Raguests received without
a copy of tha Negotiation Agreement atiached will not be authorized for an indirect cost
reimbursement. indirect cost reimbursement will be Initiated by OSM when a current, signed
Negotiation Agreement is received from the reclplent.

FEDERAL ASSISTANGCE MANLUAL
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EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE QF MANAGEMENT AMND BUDGET
WABHINGTON, D.C. Zoma
October 29, 1992

THE DIRECTOR

CIRCULAR NO. A-94
Ravised
Transmittal Memorandum No. &4

TC THE HEADS COF EXECUTIVE DEPARTMENTS AND ESTABLISHMENTS

SUBJECT: Guidelines and Discount Rates for Benefit-Cost Analysis
of Fedesral Programs

Circular A-94 provides guidance on benefit-cost, cost-
effectiveness, and lease-purchase analysis tc be used by agencies
in evaluating Federal activities. It includes updated guidance
on the discount rates to be used in evaluating activities whose
benefits and costs are distributed over time. It alsec contains
expanded guidance on the measurement of benefits and costs,
treatment of uncertainty, and rslated issues. This guldance must
be followed in all analyses submitted to OMB in support of
legislative and budget prograns.

This Circular replaces and rescinds OMB Circular No. A-94,
*Dismpunt Rates to be Used in Evaluating Time-Distributed Costs
and Benefits," dated March 27, 1972. It alsc replaces Circular
No. A=104, "Evaluating lLeases of Capital Assets," dated June 1,
1986, which was rescinded previously.

'/FL/LN\../\ Da.,w_..__
Richard Carman
Director

Attachment






CIRCULAR NO. A=54
Revised
(Transmittal Memo NH&. 643

MEMORANDUM FOR HEADS COF EXECUTIVE DEFARTMENTS AND ESTABLISHMENTS

SUBJECT: Guidelines and Discount Rates for Benefit-Cost Analysis
of Federal Prograns

Table of Contents
Eage

1. Purpcse Z
2. Rescigsion !
3, Authority P
4. Scope 2
5. General Principles 3

a. Nst Fresent Valus and REslated Outcome Meapures

b, Cost-Effectiveness Analysis

¢. Elements of Banefit-Cost or Cost-Effectiveness

Analysis

6. Idantifying and Measuring Benefits and Coste 5

a. Identifying Benefits and Costs
b. Meaguring Benefite and Costs
7. Treatment of Inflation ?
a. Real or Nominal Values
b. Recommanded Inflation Assumption
8. Discount Rate Policy E
a. Real versus Nominal Diecount Rates
b. PFublic Investment and Regulatory Analyses
c. Copt-Effectiveness, Lease-Purchase, Internal
Governmant Investment, and Asset Sale Analyses
9. Treatment of Uncertainty 1z
a. Charactsrizing Uncertainty
b. Expected Values
c. Sensitivity Analysis
d. Other Adjustments for Uncertainty
10. Incidence and Distriputicnal Effects 13
a. Alternative Classifications
b. Economic Incidence
11. Special Guidance for Public Invastment Analysis 14
a. Ahnalysis of Excess Burdens
E. Excaptions
12. Special Guidance for Ragulatory Impact Analyeis 14
13. Special Guidance for Lease-Purchase Analysis 1s
a. Coverage
bB. Required Justification for Leases
c. Analytical Requirements and Definitions

14. Related Guidance 19
15. Implementation 13
1&. Effactive Date 15
17. Intarpretaticn 20

Appendix A: Definitions of Terms

Appendix B: Additional Guidance for Dimcounting

Appendix C: Discount Rates for Cost-Effectivensas, Laase-
FPurchase, and Ralated Analysss



-2 =

1. Purpops. The goal of this Circular is to promote efficient
resource allocation through well-informed decisionmaking by the
Federal Governzent. It provides ganeral guidance for conducting
benefit-cost and cost-effectiveness analyses. It alsc provides
specific guidance on the discount rates to be used in svaluating
Federal programs whoee benefits and costs are distributed over
time. The general guidance will serve as a checklist of whether
an agency has cocnsidered and properly dealt with all the elements
for sound benefit-cost and cost-effectiveness analyses.

2. Resciwpion. This Circular replaces and rescinds Office of
Management and Budget (OME) Circular No. A-94, "Digcount Rateg to
Be Used in Evaluating Time-Distributed Cogts &nd Benefite," dated
March 27, 1972, and Circular Ko, A-104, "Evaluating Leases of
Capita}l Assets,” dated June 1, 1986, which has been rescinded.
Leage-purchase analysis is only appreopriate after a decisicn has
been made to acquire the services of an asset, Guidance for
leagse-purchase analyeis is provided in Section 8.e¢.(2) and
Section 13.

3. Autherjty. This Circular is issued under the authority of
31 U.5.C. Section 111l and the Budget and Accounting Act of 1921,
as amended,

4. Beope. This Circular does not suparsede agancy practices
which are prescribed by or pursuant to law, Executive Ordsr, or
other relevant Circulars. The Circular‘s guidelines are sug-
gested for use in the intarnal planning of Executive Branch
agencies. The guidelines must be followed in all analyses
submitted to CME in support of legislative and budget programs in
compliance with OME Circulars No. A-11, "Preparaticn and Submig-
sion of Annual Budget Estimates,™ and No. A-1%, "Legislative
Coordination and Clearafice.® Thege guidelines pust alsc be
followed in providing estimates submitted to OMBE in compliance
with Executive Order No. 12291, "Fedaral Requlation,™ and the
President’s April 2%, 1992 memorandum requiring benefit-cost
analysis for certain legislative proposals,

a. Aside from the exceptions listed bslow, the guidelines in
this Circular apply teo any analyeig used to =zupport Govern-
pent decisions to initiate, ranew, or expand programs or
projects which would resgult in a series of measurable bene-
fits or costs extending for three or more years intc the
future. The Circular applies specifically te:

(1} Benefit-cost or cost-effectivensss analysis of Federal
programs or peolicies.

{2) ERegulatory impact analysis.



-3 =
{3) Analysis of decigions whether to leass or purchase.
{4) Asset valuation and sale analysis.

b. Specifically exempted from the scope of this Circular are
decisions concerning:

(1) Water rasource projects (guidance for which is the
approved v
e

W
Ipplepentation Studiasg).

(2} The acguisition of commercial-type services by Govern-
nment or contractor operation {guidance for which is OMB
Circular Ho. A~76).

{(3) Federal energy managerment programs (guidance for which
can be found in the Federal Regigter of January 25,
1990, and November 20, 1990).

c. This Circular applies to all agancies of the Executive
Branch of the Federal Government. It doss not apply to the
Government of the Distriet of Columbia or to non-Faderal
recipiente of loans, contracts or grante. Recipients are
encouraged, however, to follow the guidelines provided here
when preparing analyses in support of Federal activities.

d. For small projects which share similar characteristics,
agencies ars sncouraged to conduct ganeric atudies and to
avoid duplication of effort in carrying out economic
analyeis.

5. gsperal Principles. Denefit-cost analysis is recommended as
the technique to use in a formal sconomic analysis of Government

programe ©or projects. cCoat-effectiveness analysis is a less com-
prehensive technigue, but it can be appropriate vhen the banefits
from competing alternatives are the same or where a pelicy
decision has been made that the benefits must be provided,
(Appendix A provides a glossary of technical terms used in this
Circular; technical terms ars bolded when they first appear.)

a. JMst Prepent ¥Yalue and Reluted Outcope Measures. The
standard criterion for deciding vhether a Covernmant progran
can be justifiesd on economic principles is net pressnt valus
== the discounted ponetized valus of axpectad nat benefits
{l.e., banefits minus costs). Net prssent value is computed
by assigning monstary valuss to banefits and costs, dis-
counting future benefits and costs using an appropriate
discount rate, and subtracting the sum total of discounted
cogts from the sum total of discounted benefits. Discount-
ing benefite and coste transforms gains and losses occurring



in different time periods tc a common unit of measurement.
Frograms with positive net present value increase sccial
rescurces and are generally preferred. FPrograms with
negative net present value should generally be avoided.
(Section 8 considers discounting issues in more detail.)

Although net present value is not always computable {and it
does not usually reflect effects on income distribution),
efforts to measure it can produce useful insights even when
the monetary values of mome benefits or costs cannot be
deternmined. In these casas:

(1) A gopprehensive enumeration of the different types of
benefits and costs, monetized or not, can be helpful in
identifying the full range of progran effects.

t2) Quantifying benetits and costs isg werthwhile, even when
it is not feagible to assign monetary values; phvsical

Eeasyrerents may be possible and useful.
Other pummary effectiveness measures can provide useful

supplementary information to net present value, and analysts
are sncouraged to report them alsc. Examples include the
nurber of injuries prevented per dollar of cost (both
measured in present value terms) or a project’s internal
rate of return.

- ctiv . A program is cost-effective
if, on the basis of 1lifa cycle cost analysis of competing
alternatives, it is determined to have the lowest costs
expressed in present value terms for a given amocunt of
banefits. Cost-effectiveness analysis is appreopriate when-
ever it is unnecessary or impractical to consider the dollar
value cof the benefits provided by the alternatives under
consideration. This is the case whenever {i} sach altar-
native has the same annual benefits expressed in menetary
terzs; or (ii) mach alternative has the same annual seffacts,
but dellar values cannot be assigned to their benefits.
Analysis of alternative defense systems often falls in this
category.

Cost-effectivensess analysis can alsc be used te compare
programe with identical costs but differing banefits. In
this case, the decision criterion is the discounted present
value of benefits. The alternative program with the largest

‘benefits would normally be favored.

Elements of Pepefit-Copt or Copt-Effectiveness Apalysis.
(1) pPeligy Ratiopale. The raticnale for the Government

progran beiny examined should be clearly stated in the
analyeis. Programs may be justified on afficiency
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grounds where they address market failure, such as
public goods and externalities. They may aleo be
Justified where they improve the sfficiency of the .
Government’s internal operations, such as cost-saving
investnants,

(2) Explicit Assumptions. Analyses should be axplicit
about the underlying assumptions used to arrive at
estimates of future benefits and costs. In the case of
public health programs, for example, it nay be neces-
sary to make assumptions about the number of fyuture
beneficiaries, the intensity of service, and the rate
of increase in medical prices. The analysis should
include a statement of the assumptions, the rationale
behind them, and a review of their etrengths and weak-
nesses. Key data and results, such as ysar-by-year
estimates of benefits and costs, should be raported to
promote independent analysis and raview.

(3} Evaluatiop of Alternatives. Analyses should also
consider altarnative means of achieving program
objectives by examining differant program gcales,
AQifferent pethods of provision, and different degrees
ef Government involvement. For example, in avaluating
28 decision to acquire a capital asset, the analysis
should generally consider: (i) doing nothing; (ii)
direct purchase; (iii) upgrading, renovating, sharing,
or convarting axisting Government property; or {iv)
leasing or ceontracting for services.

(4) Yerification. Retrospective studies to determine
whether anticipated benefits and costs have been
realized are potentially valuable. Such studies can be
used to determine necessary corrections in existing
pregrams, and to improve future estivates of bensfits
and costs in these programs or relatez ones.

Agancies should have a plan for periodic, results-
orianted svaluation of program effectivensss. They
should alsc discuss the results of relavant svaluation
studiss vhen proposing reauvthorizations or increasad
prograz funding.

G, [ » Analyses
should include comprehensive astimates of the axpescted benefits
and costs to gociety based on astablished definitions and prac-
tices for program and policy svaluation. &Social net benefits,
and not the banafits and costs to the Faderal Government, should
be the basis for evaluating Government programs or policies that
have effects on private citizens or other levels of Government.
Social benefits and costs can differ from private benefits and
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costs as measured in the marketplace because of imperfections
arising frem: (i) externsl sconcmies or diseccnomies whare
actions by ons party impose benafits or costs on other groups
that are not compensated in the market place; (il) monopcoly power
that distorts the relationship betwsen marginal costs and market
prices; and (iii) taxes or subsidies.

a. JIdsptifving Benefits apd Costs. Both intangible and tan-
gible benefits and costs should be recognized. The relevant
cost concept is broader than private-secter preoduction and
compliance costs or Government cash expenditures. Costs
should raflect ths opportunity cost of any resources usad,
measured by the return to those resources in their most
productive application elsewhere. Below Ars sons quidelines
to consider whan identifying benefits and costs.

(1) Ipcrementa) Bepefitw and Copip. Calculation of net

present value should be based on incremental benefits
and costs. Bunk costa and realized benefits should be
ignored. Past experience is relevant only in helping
to estimate what the value of future benefits and costs
might be. Analyses should take particular care to
identify the extent to which a poiicy such &5 a subsidy
prograsm promotes substitutes for activities of a
similar nature that would occur without tha policy.
Either diesplaced activities should be axplicitly
recorded as costeé or only incremental gains should be
recorded as benefite of the policy.

{2) Intersctjive Effscts. Possible interactions between the
benefits and costs being analyzed and other Government
activities should be considered. For exapple, peolicies
affecting agricultural output should reflact real
economic values, as opposed to subsidized prices.

{3) Interpatiopnal Effects. Analyses should focus on

benefits and costs accruing to the citizens cof the
United States in determining net present value. Where
programs or projects have effects outside the United
States, these effscts should be reported saparatsly.

(4) Trahefers. There are no sconomic gains from a pure
transfer paymant because the benefits to those who
receive such a transfer are matched by the costs borne
by those who pay feor it. Therefors, transfers should
be excludad from the calculation of net present value.
Trancfers that arise as 2 rasult of the progras or
project being analyzed should ba identified as such,
howaver, and their distributional effects discuseed.

It should alsc be recognized that a transfer program
may have benafites that are lessé than the program’s real
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econcmic costs due to inefficiencies that can arise in
the program’s delivery of benefite and financing.

b.  Neasuripg Benefits and Coste. The principle of willingness-

to=-pay provides an aggrsgate smeasure of what individuals are
willing to forgo to obtain a given banefit. Market prices
provide an invaluable starting point for measuring willing-
negs~to-pay, but prices scmetizes do not adequately reflect
the trus valua of a good tc sccisty. Externalities, monop-
oly power, and taxec or subsidies can distort markat prices.

Taxes, for example, usually create an sxcess burden that
represents a net loss to society. (The appropriate methed
for recognizing this excess burden in public investment
analyees is discussed in Section 11.} In other cases,
market prices do not exist for a relesvant benefit or cost.
When market prices are distorted or unavailakble, othar
methods of valuing benefits may have to be employed.
Megasures derived Irom actual market bahavior are preferrad
when thay are avajlable.

(1) . Consumers would
generally be willing to pay more than the market price
rather than go entirely without a good they consume.
The sconcmist’s concept of consumsr surplus msapures
the axtra value consumers derive from their consumpticn
compared with the value measured at market prices.

When it can be determined, consumer surplus provides
the best measure of the total benefit to society from a
Government program or project. Consumer surplus can
scnxetimes be calculated by using econcmetric methods to
sstimate consumer demand.

(2) Indirect Meswures of Bepefits apd Copts. Willingness-
to-pay can scmetimes be estimated indirectly through
changes in l&nd valuas, variations in wage ratss, or
other mathods. Such methoda are most reliable when
they are based oh actua] market transactions. Measures
should be consistent with basic economic principles and
should be replicable,

(3) Multiplier Effects. Generally, analyses should treat
rasources ae if they were likely to be fully amployed.

Employment or output multipliers that purpert to
measure the sacondary effscts of government axpendi-
tures on snploymant and output should not be included
in maasured social bsnefits or costs.

7. Ireatment of Inflistion., Future inflation is highly uncer-
tain. Analysts should aveid having to make an assumption about
the gensral rate of inflation whenevar possible.
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a. Eeal or Nomipal ¥aluss. Economlic analyses are often most
readily accopplished uging real or constant-dollar values,
i.e., by measuring benefits and costs in units of stable
purchasing power. (Such sstipates may rsflact expected
future changes in relative prices, howvever, vhere there iz a
reagcnable bagis for astimating such changes.) However,
vhere future benefits and costs are given in nominal terms,
i.e., in terms of the future purchasing power of the dollar,
the analysis should use these values rather than cenvert
them to constant dollars as, for example, in the case of
lease-purchase analyeis.

Nominal and rea)l values pust not be combined in the came
analysis. Logical consistency reguires that analysis be
conducted either in constant dellars or in terms of nominal
values. This may require converting some nominal values to
real values, or vice versa,

b. Recommanded Inflatiop Assumptioen. When a2 gensral inflation

assumpticon is needed, the rate of increase in the Gross
Domestic Product deflator from the Administration’s economic
apsumptions for the period of the analysis is recoammended.
For preojects or programs that extend beyond the six~year
budget horizen, the inflation assumpption can be extended by
using the inflation rate for tha sixth year of the budget
forecast., The Administration’s economic forecast is updated
twice annually, at the time the budget is published in Janu-
ary or February and at the time of the Mid-Ssssicn Review of
the Pudget in July. Alternative inflation estimates, baged
on credible private sector forecasts, may be used for
sansitivity analyeis.

8. Rimceunt Rate Folicy. In erder to compute net present

value, it is necessary to discount future benefits and costs.
This discounting reflects the time valus of money. Benefits and
costs are worth more if thay are experienced sooner. All future
benefits and coste, including nonmonetized benefits and costs,
ehould be discounted., The higher the discount rate, the lower is
the present value of future cash flows. For typical investments,
with coets concentrated in early periods and benefits folleowing
in later periods, raising the discount rate tands to reduce the
nat prasenht valus, (Technical guidance on discounting and a table
of discount factoers are provided in Appendix B.)

a. Res)l versus Nogipal Discount Rates. The proper digcount
rate to use depends on whether the banafits and costs are
measured in rsal or nominal terms.

{1) A real discount rate that has been adjusted to elimi-
nate the effect of sxpected inflation should be used to
discount constant-deollar or real benefits and costs. A



b.

raal discount rate can be apprnximﬁt-d by subtracting
sxpacted inflation from a nominal intaerast rate,

(2) A nominal discount rate that reflects expected infla-
tion should be used to discount nominal benefits and
costs. Market interest rates are nominal interest
rates in this sense.

e_Inv - - Thea guidance in
this secticn applies tc benefit-cost analyses of public
investmente and regulatory programs that provide benafits
and costs to the general publiec. Guidance related te cost-
effectivenacss analysis of internal planning decisions of the
Federal Governmant is provided in Section 8.c.

In general, public investmente and regqulations displace both
private jinvestment and consumption. To account for this
displacement and to promote efficient investment and regu-
latory policies, the following guidance should be observed:

{1) Base-Cage Analysip. Constant-dollar benefit-cost
analyses of propesed investments and regulations should
report net present value and other cutcomes determined
using a real discount rate of 7 percent. This rate
approximates the marginal pretax rate of return on an
average investment in the private sector in recent
years. Significant changes in this rate will be Te-
flected in future updates of this Circular.

{2) Otber Diwsount Ratep. Analyses should ahow the sensi-
tivity of the discounted nat present valus and other
outcomes to variations in the discount rate, The im-
pertance of thase alternative calculstions will depend
on the specific economic characteristics of the program
under analysis. For axample, in analyzing a requlatory
proposal whose main cost is to reduce business invest-
mant, net present value should alsc ba calculated using
a4 higher discount rate than 7 percent.

Analyses may include among the reportsd outcomss the
ipternal rate of return impliad by the stream of
banefits and costs. The internal rate of return is the
discount rate that sets the net prasent valus of the
program or projsct to zero. While the internal rate of
raturn does not generally provids an accaptable deci-
sicn criterion, it does provide useful information,
particularly when budgets are constrained or there is
uncertainty about the appropriate discount rate.

{3} Using the shadev price of capltal to value benafits and
coats is the analytically preferred msans of capturing
the effects of Government projects on rasource
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allecation in the private sector. To use this method
accurately, the analyst must be able to compute how the
benefits and costs of a progran or project affect the
allocation of private consumption and investoent. OMB
concurrence is required if this method is used in place
of the base case discount rate.

ctiv ] - [ v
| . The Treasury’s

borrowing rates should ba used as discount rates in the
following casas:

(1)

(2)

(3}

« Analyses that inveolve
constant-dollar costs should use the resal Treasury
berrowing rate on marketable securities of comparable
maturity toc the period of analysis. This rate is com-
puted using the Administration’s economic assumptions
for the budget, which are published in January of each
year. A table of discount rates based on the expected
interest rates for the first year of the budget fore-
tast is presented in Appendix € of this Circular.
Appendix C is updated annually and is available upcn
request from OMP. Real Treasury rates are obtained by
removing expected inflation over the period of analysis
from nominal Treasury interest rates. (Analyses that
invelve nominal costs should use neminal Treasury rates
for discounting, as degcribed in the following para-

graph.)

- . Analyses of nominal lease
payments should use the nozminal Treasury beorrowing rate
cn marketable securities of comparable maturity to the
pericd of analysis. Nominal Treasury borrowing rates
should be taken from the sconomic assumptions for the
budget. A table of discount rates based on these as-
sumpticns is presented in Appendix € of this Circular,
which is updated annually. (Constant dollar lease-
purchase analyass should use the reasl Traasury
borrowing rate, described in the preceding paragraph.)

. Sche Federal
investments provide *"internal" banefits which take the
form cof increassd Federal reavanues or decraased Federal
costs. An example would be an investment in an energy-
efficient building systam that reduces Faderal
operating costs. Unlike the case of a Fedarally funded
highway (which provides “axternal® benefits tco society
as a wvhole), it is appropriate to calculate such a
project’s net present value using a comparable-maturity
Treasury rate as a discount rate. The rate used may be
either nominal or real, depending on how benefits and
costs are maasured.

-
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Some Faderal activities provide a mix of both Faderal
cost savings and external sccial benefits. For
exanple, Fedsral investmants in information technology
can produce Federal savings in the form of lower
administrative costs and axternal social banefits in
the form of faster claims processing., The net prasent
value of such investments should bs evaluated with the
7 percant resal discount rate discussed in Section 38.b.
unless the analysis is able to allocata the
investment’s costs batween provision of Federal cost
savinge and sxtarnal social banafits. Whers such an
allocation is possible, Federal cost savings and their
associated investment costs may be discounted at the
Treasury rate, vhils the extarnal social bensfits and
their associated investmant costs should be discounted
at tha 7 percent real rate.

Asset Sals Avslymie. Analysis of pessible ascet sales
should reflect the following:

{a) The net present value toc the Faderal Government of
helding an asset is best measurasd by discounting
its future sarnings streax using a Treasury rate.
The rate ucad may be either nozninal or real,
depending on how sarnings are msasurasd.

(k) Analyses of Governnment asset valuas should
explicitly deduct the cost of expacted defaults or
delays in payment from projected cash flows, along
with Government sdministrative costs. Such
analyses should also consider explicitly the preb-
abilities of events that would cause the asset to
become nonfunctional, impalred or obsolete, 2s
well as probabilities of events that would
increase asset value.

(¢) Analysas of possible asset sales should assess the
gain in social efficiency that can result when a
Governmant asset is subject to market discipline
and private incentives. Even though a Govarnmant
apset may be used more efficiently in the private
sector, potential private-sector purchasers will
generally discount such an assat’s sarnings at a
rate in axcess of tha Treasury rate, in part, due
to the cost of bearing risk. When therae is
evidence that Government asseats can be used more
afficiently in the private sector, valuation
analyses for thess asssts should include sensi-
tivity comparisons that discount the returns from
such asssts with the rate of interest sarned by
assats of pimilar riskiness in the private sector.
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9. Tregtwent of CUneprtajpty. Estimates of benefits and costs
are typically uncertain bacause of imprecision in both underlying
data and modeling assumptions. Bacause such uncertainty is basic
to many analyses, its effects should be analyzed and reported,
Useful informaticn in such & report would include the key socurces
of uncertainty; axpected value estimates of outcomes; the senci-
tivity of results to important sources of uncsrtainty; and, where
possible, the probakility distributions of benefits, costs, and
net benefite.

a. Sharscterising Uncertalnty. Analyses should attenpt to
characterize the sources and natura of uncertajinty.
Ideally, probability distributions of potsntial benefits,
costs, and net benefits should be presented. It should be
recognized that many phahomena that are trsated as deter-
ministic or certain are, in fact, uncertain. In analyzing
uncertain data, objective estimates of probabilities should
be used whenever possible. Market data, such as private
insurance payments or interest rate differentials, may be
useful in identifying and estimating relevant risks. Sto-
chastic gimulation methods can be useful for analyzing such
phenomena and developing insights into the relevant
probability distributions. In any case, the basig for the
probabjlity distribution assumptions should be reported.
Any limitatjons of the analysis because of uncertainty or
biases surrounding data or assumptions should be discussed.

b. Expacted Valuge. The expected values of the distributicons
of benefits, costs, and net benefits can be obtained by
weighting each cutcome by its probability of occurrence, and
then summing across all potential cutcomes., If sstimated
benefits, costs, and net benefits are characterized by peoint
estimates rather than as probabhility distributions, the
expected value (an unbiasad estimate) is the appropriate
estimate for use.

Estimates that differ from expectad values {such as worst-
case estimates} may be previded in addition to sxpected
values, bhut the rationale for such estimates must be clearly
presented. For any such estimate, the analysis should iden-
tify the nature and magnitude of any bjas. For sxanple,
studies of papt activities have documanted tendencies for
cost growth beyond initial expectations; analyses should
consider whathar past experience suggests that initial
estimates of benafits or costs are optimistic.

c. densitivity Analysis. Majeor assumptions should be varied

and net present value and cther outcomes recomputed to
detarmine how sansitive outcomes ars to changes in the
aspunptions. The assumpticns that daserve the most atten-
tion will depend on the dominant benefit and cost slaments
and the areas of greatest uncertainty of the prograr being
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analyzad. For sxample, in analyzing a retiresent program,
one would consider changes in the number of beneficiaries,
future wage growth, inflstion, and the discount rate. 1In
general, sensitivity analysis should be considered for esgti-
Bates of: (i) benefits and costs; (ii) the discount rate;
{iii) the general inflation rate; and (iv) distributional
assumptions. Models used in the analysis should ba well
documented and, where possible, avsilable to facilitate
indspendent raview.

d. . The absclute varjability
of a rieky outcome can be xuch less signiflcant than its
correalation with other significant determinants of social
welfare, such as real national income. In general, vari-
ations in the discount rate are not the appropriate methed
ef adjusting net pressnt value for the special risks of
particular projects. In scme cases, it may ba possible to
estimate certainty-sguivaleants which involve adjusting
uncertain expected values to account for risk.

16. Inecidence and Distributiona]l Effects. The principle of
paximizing net pressnt valus of banefits is based on the pranice
that gainers could fully compersate tha losers and still be
better off. The presence or absence of such compansation should
be indicated in the analysis. When benefits and costs have sig-
nificant distributional affects, these effscts should be analyzed
and discussed, along with the analysis of net prassent valus,
(This will not ugually be the case for cost-affectiveness
analysis where the scope of Government activity {s not changing.)

a. Alternative Classifications. PDistributional effects nay ke
analyzed by grouping individuals or houssholds according to
income class (e.g., income guintiles), geographical region,
or demographic group (e.q., age). Other classificstions,
such as by industry or occupation, may be appropriate in
Bole Circumstances.

Analysis should aim at idantifying the relevant gainers and
ioserg from policy decisions. Effects on the preexisting
assignment of property rights by the program under analysis
should be reported. Where a policy is intended to benefit a
specified subgroup of the populaticn, such as the peor, the
analysis should coneider how effactive the policy is in
reaching its targeted group.

b. Econpmic Incidence. Individuale or houssholds are the ulti-
mate racipients of income; business snterprises are merely
intermediaries. Analysas of distribution should identify
eccnomic incidenocs, or how costs and benefits are ultimately
borne by households cor individuals.
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Determining econcmic incidence can be diffjicult because
benefite and costs are often redistributed in unintended and
unexpected ways. For axample, a subsidy for the productiocn
of a commedity will usually raise the incomes of the com-
podity’s suppliere, but it can also benefit consumers of the
commodity through lower prices and reduce the incomss for
suppliers of competing products. A subsidy also raises the
value of specialized resources used in the production of the
subsidized commodity. As the subsidy is incorporated in
asset values, its distributional effects can change.

11. gpecial Gujdapce for Public Ipvestment Analyeis. This gui-
dance applies only to public investments with social benefits
apart from dacreased Federal costs. It is not required for cost-
effectivensss or lease-purchase analyses. Eecauss taxes gener-
ally distort relative prices, they impcse a burden in excess of
the revenues they raise. Recent studies of the U.S. tax system
suggest a range of values for the marginal excess burden, of
which a reasonable estimate is 25 cents per dollar of revenue,

a. ADslysis of Excess Burdens. The presentaticn of rasults for
public investmants that are not justified on cost-maving
grounds should include a supplementary analysis with a 25
percent excess burden. Thus, in such analyses, coats in the
form of public expenditures should be multiplied by a factor
of 1,25 and net pressnt value recomputed.

b. Exceptiony. Where specific information clearly suggests
that the excess burden is lower (cr higher) than 25 percent,
analyses may use a different figure. When a differsnt
figure is used an explanation should be provided for it. An
example of such an exception is an investment funded by user
charges that function like market prices; in this case the
excess burden would be zerc. Another example would be a
project that provides both cost savings to the Fadaral
Governnent and external social benefits. If it is possible
to make a guantitative determinaticn of the portion eof this
project’s costs that give rise to Federal savings, that
portion of the costs may be axempted from multiplication by
the factor of 1.25,

12. gSpecial Guidance for Regulatory Ippact MAlYls. Additicnal

guidance for analysis of regulatory pelicies ls provided in Requ-
o i which is published

annually by OMB., {S5ee "Regulatory Impact Analysis Guidanca,"

Appendix V of '

for April 1, 1991 to March 31, 199%2.)
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13, gpesisl guidapce for Lesse-Purchase Anslvsis. The special
guidance in this ssction does not apply to the decision teo
acgquire the use of an asset. 1In deciding that, the agency should
conduct a banafit-cost analysis, if pessible. Only after the
deacision to acquire the services of an asset has been nade is
there a nead to analyzs the decision vhether to lease or
purchase.

a. Coverige. The Clrcular applies only when both of the
following tests of applicability are satisfied:

(1) The lease-purchase analysis concerns a capital asset,
(including durable goods, egquipment, buildings, facil-
ities, ingtallations, or land) which:

{a) Ie leased to the Federal Government for a term of
three or more YEBArs; oI,

{b] Is new, with an economic life of less than three
vears, and leased to the Federal Government for a
terz of 75 percent or more of the economic life of
the asset; or,

(e} Is built for the express purpose of being lsased
to the Federal Government; or,

{d}) Is leased tc the Federal Government and clearly
has no alternative commercial use {m.g., a
epecial-purpose government installaticen).

{2} The lsase-purchase analysis concerns a capital asset or
a group of related assets whose total fair market value
axcesds 51 millicn.

b. Regquired Justification for Leases. All leases of capital

assets must be Jjuftified as preferable tc direct government
purchase and ownership. This can be done in one of three
WAYS!

{1} By conducting a separate lease-purchase analysis. This
is the only acceptable methed for major acquisitions.
A lease represents a majer acqguisition if:

{a) The acguisition repressnts & separate line-item in
the agency’s budget;

{b) The agency or OMBE determines the acquisition is a
mador one; or

{¢) The total purchase price of the asset or group of
assets to be lsased would axceed $500 million.



(2}

(3)
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By conducting periodic lease-purchase analyses of re-
currant decisions to lease gimilar assets used for the
same genera) purpose. Such analyses would apply to the
entire clase of assets, OMB approval should be sought
in determining the scope of any such geheric analysis.

By adcpting a formal policy for smaller leasas and
submitting that policy to the OMB for approval.
Fellowing such a policy should generally result in the
same lease-purchase decisions as would conducting
separate lease-purchase analyses. Before adopting the
pelicy, it should be demonstrated that:

(&) The leases in gueation would generally result in
substantial savings to the Government that could
not be realized on a purchase;

(b) The leases are sc small or o short-term as to
make separate lease-purchase analysis impractica);
and

{c} Leases of different types are scorsd consistently
with the instructions in Appandices B and C of OMB
Circular Neo. aA-11.

1 [} nd + Whenever a Federal

agency needs to acquire the use of a capital asget, it
should do %0 in the way that is least axpensive for the
Government as a whole.

(1}

(2)

(3}

Life Cy¥cle Cogt. lLeage-purchase analyses should

compare the net discounted present value of the life-
Cycle cost of leasing with the full costs of buying or
constructing an identical asset., The full costs of
buying include the asaet’s purchase price plus the net
discounted present valua of any relevant ancillary
sarvices connected with the purchase. (Guidance on the
discount rate tc use for lsase-purchase analysim ie
preovided in Section 8.c.)

Beonomie Life. For purposes of lease-purchase ahaly-
sie, the econcmic life of an asset is its remaining

physical or productive lifetime. It bagins when the
asset is acquired and ends when the asset iz retired
from service. The sconomic life is frequently not the
sate as the useful life for tax purpcaes,

Purchease Price. The purchase price of the asset for

purpeses of lesase-purchese analyeis is ites fair market

value, defined as the price a willing buyer could rsa-

sonably expect to pay a willing seller in a competitive
market to acquire the asset.

‘-



(4)

(S)
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(2} In the case of property that is already owned by
the Federal Govarnment or that has been donated or
acquired by condemnation, an imputed purchase
price should be sstimated. (Guidance on making
imputations is provided in Section 13.¢.(6).)

(b} If public land is used for the site of the asset,
the imputed market wvalue of the land should be
added to the purchase price.

(¢} The asset’s sstimated residual value, as of the
end of the period of analysis, should be subtract-
ad from its purchase price. (Guidance on estimat-
ing residual value is provided in Section
13.¢.(7).)

Zaxep. In analyzing the cogt of & lease, the normal
payment of taxes on the lessor’s income from tha lsase
should not be subtracted from the lease costs since the
hormal payzent of taxes will ales be reflected in the
purchase cost. The cost to the Treasury of special tax
benefite, if any, associated with the lease should be
added to the cost of the lease. Exanples of such tax
banefits might include highly accelerated depreciaticn
allowances or tax-free financing.

Ancillary Services. If the terme of the leass include
ancillary servicas provided by the lessor, the present
valus of tha cost of obtaining these services separ-
ately should be added to the purchase price. Such
costs may ba excluded if they are estimated to be the
sare for both lsase and purchase alternatives or too
small to affect the comparison., Examples of ancillary
services include:

{a) All costs associated with acquiring the property
and preparing it for use, including construction,
installation, site, design, and management CoOStE.

(b} Repair and improvement costs (if included in lease
payments}. :

{(c) Operation and maintenance coste (1f included in
lsase payments).

(d} Imputed proparty taxes (excluding foreign property
taxes on overseas acguisitionas sxcept where actu-
ally palgd). The imputad taxes approximate the
costs of providing municipal services such as
watar, seawage, and pclice and fire protection.
{Ees Saction (&) below.)
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(e) Imputed insurance premjumg. (See Section (&)
below.)

(¢) Estimating Imputed Coptp. Cartain costs associated
with the Federal purchase of an asset may not invelve a
direct monetary payment. Some of these imputed costs
Eay be estinated as followe:

{a}) Furcbase Price. An imputed purchase price for an
asset that is already owned by the Federal Govern-

nent or vhich has been acguired by donation or
condemnation should be baged on the fair market
value of ximilar properties that have been traded
on commercial markets in the same or gimilar
localitiss., The same method should be followed in
estimating the imputed value of any Federal land
used as a site for the aeset.

(b) RIODErty Taxss. Inputed proparty taxes may be
estimated in two ways.

(1) Determine the property tax rate and assessed
{taxakle} value for comparakhle property in
the intended locality. If thers is no basis
on which to estimate future changes in tax
rates or asgessed values, the firet-year tax
rate and assessed valus {(inflation adjusted
for each subseguent year) can be applied to
all years. Multiply the assessed value by
the tax rate to determine the annual imputa-
tion for proparty taxes.

{(ii) As an alternative to step (i) above, obtain
an estimate of the current lccal effactive
property tax rate from the Building Owners
and’ Managerse Associatieon’s Regicnal Exchange
Reporte. Multiply the fair market value of
the Government-owned property (inflation
adjusted for each year) by the effective tax
rate,

{c) Insurance Prexiuxs. Determine local estimates of

standard commarcial coverage for similar property
fron the Building Ownars and Managers Associa-
tion’s Regional)l Exchange Reports.

{7) BResidual Valus. A proparty’s residual value is an
astimate of the price that the property could be scld
for at the snd of the pericd of the lease-purchase
analysis, measured in discounted prasent value terms.
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{a) The recommended way to astimate residual value is
to determine what similar, comparably aged prop-
erty is currently selling for in commercial
narkets.

(b} Altsrhatively, book estimates of the resale valus
¢f usad property way be available from industry or
Government BOuUrcas.

{c) Assesgad valuas of similar, comparably aged prop-
ertias daternined for property tax purposes may
alec be used.

(8} Repsval Opticons. In determining the term of a lease,
all renewal options shall be added to the initial lease
pericd.

14. PBelated Guidabcs.

a. OMB Circular No, A-11, "Preparation and Submission of Annual
Budget Estimates.”

b. OMB Circular No. A-19, "lLegiglative Coordination and
Clearance."

c. OME Circular No. A-70, "federal Credit Pelicy."

d. OMB Circular No. A-76, "Performance of Commercial
Activitjes,®

e. OMB Circular Nec. A-109, "Policies to Be Followed in the
Aoquisition of Major Systems.®

£. OMB Circular No. A=-130, "Managsmant of Federal Infeormation
Rescurces."

g. "Joint OMB and Tressury Guidelines to the Department of
Defense Covering Lease or Charter Arrangements for Aircraft
and Naval Vessels."

h. Executive Order 12291, "Federal Regulation."

i. "Regulatery Inmpact-Analysis Guidance,” in Regqulatery Proqram

. "Federal Energy Management and Planning Programs; Life Cycie
Cost Methodology and Procedurss,™ Federal Register, Vel. 55,
Ko. 17, January 25, 1990, and Vol. 55, No. 224, November 20,
1950.

k. Presidential Memcrandum of April 29, 1992, "Banefits and
Costs of Lagislative Proposals."®

15. ZIpplementstiopn. Economic analyses submitted to OMB will be
Teviewed for conformity with items 5 to 13 in this Circular

through the Circular No. A-11, budget justification and submis-
sion process, and Circular No. A-19, legislative review process.

16¢. REffective Date. This Circular is effective immediately.
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17. Interpretation. Questions concerning interpretation of this
Circular should be addressed tc the Office of Economic Policy,

Office of Management and Budget (202-395-5871) or, in the case of
regulatory issues and analyeis, to the Office of Information and

Ragulatory Affairs {202-3195+4E52).



APPENDIX A

DEYINITION OF TERMB

fit=— == A systamatic quantitative method of
agsessing the desirability of Government preojects or policies
vhen it is important to take a long view of future effects and a
broad view of possible side«affacts.

Capital Asget -- Tangible property, including durable goods,
equipment, buildings, installations, and land.

Certainty-eguivalent =- A certain (i.s., nonrandom)} oytcome that

an individual values egually t¢ an uncertain ocutcome. For a
risk-averse individual, the certainty-sgquivalent for an uncertain
set cof benefits may be less than the mathematical axpectation of
the outcome; for example, an individual may value a 50-50 chance
of winning $100 or 50 as only $45. Analogously, & risk-averse
individual may have a certainty eguivalent for an uncertain set
of costs that is larger in magnitucde than the mathematical
sxpectation of costs.

Cost-Effectivenese Analysis -- A systematic quantitativa method
for comparing the costs of alterpative means of achieving the
same piream of benefits or a given objective.

== The maximum sum of money a consumer would be
willing te pay te consume a given amocunt of a good, less the
amount actually paid. It is represented graphically by the area
between the demand curve and the price line in a disgram repre-
senting the consumer’s demand for the good as a function of its
price,
Riscount Rate -- The interest rate used in calculating the
present valus cof expected yearly benefite and costs.

Riscount Fagtor =-- The factor that translates expected benefits
or coets in any given future year into present value tarma. The
discount facter is equal to 1/¢{1 + i)' where i is the interest
rate and t is is the number of yesars from the date of initiation
for the program or pelicy until the given future yesar.

Excess Burden -- Unless a tax ig imposed in the form of a lump-
sum unrelated te econcmic activity, such as a head tax, {t will
affect sccnonic decisicns on the xmargin. Departures from eco-
nemic efficiancy resulting from the distorting effect of taxes
are called sxcess burdens, because they digadvantage soclety
without adding tc Treasury receipts. This concept is also
scmetimas referred to ag dsadweight loss.



== A direct sffect, sither posi-
tive or negative, on someone’s profit or welfare arising as a by-
product of some other person’s or firm’s activity. Aleo referred
to as neighborhood or spillover effects, or axternalities for
short.

Incidence ~- The ultimate distributional effect of a tax, expend-
iture, or regulatecry program.

Inflation ~- The proportionate rate of change in the general
pPrice level, as opposed to the proportionate increass in a
specific price. Inflation is usually measured by & broad-basad
Price ipdex, such as the implicit defiator for Gross Domestic
Froduct or the Consumer Price Index.

== The discount rate that aste the net
present value cof the stream of net benefits egqua) to zerc. The
internal rate of return may have multiple values whan tha stream
of net benefits alternates from negative te positive more than
once.

Life Cvcle Cost -- The overall estimated cost for a particular
program alternative over the time period corraspending to the
life of the program including direct and indirect initial costs
plus any periodic or continuing costs of opsration and
maintanance.

Multiplier -~ The ratic between the direct sffect on cutput or
employment and the full effect, including the affects of second
order rounds or spending. Multiplier effects greater than 1.0
require the existence of inveluntary unemployment.

Net Present Valye ~- The difference between the discounted
present value of benefits and the discounted present value of
costs.

Nominal Valuyes == Econamic'units measured in terms of purchasing
power of the date in gquasticn. A nominal valua reflects the
effects of general price inflation.

== An interest rate that is not adjusted to
remove the saffects of actual or expected inflation. Market
interest rates ares generalily nominal interest rates.

-- The maxizum worth of a gocd or input among
possible altearnative uses.

=~ Economic unita wmeasursd in
terns of constant purchasing power. A real value is not affacted
by general price inflation. Real values can be sstimatad by
deflating nominal valuee with a general price index, such as the
implicit deflator for Gross Domestic Product or the Consumer
Price Index.



Rea) Interest Rate —- An interest rate that has pbeen adjusted to
remcve the effect of expected or actual inflation. Real interest
rates can be approximated by subtracting the sxpected cr actual
inflation rate from a nominal interest rate. (A precise sstimate
can be obtained by dividing one plus the nominal interest rate by
cne plus the expected or actual inflation rate, and subtracting
one from the resulting quotient.)

BEelative Price == A price ratio between two goods as, for
example, the ratio of the price of snergy tc the price of
sgquipnent.

w =~ An estimate of what the price of a good or input
would be in the absence of market distortions, such as exter-
nalities or taxes. For sxarnple, the shadow price of capital is
the present value of the soclal returns to capital (befcre
corporate income taxes) ceasured in units of consumption,

Sunk Cost =~ A cost incurred in the past that will not be
affected by any present or future decision. Sunk costs should be
ignored in determining whether a new investment is worthwhile.

Iransfer Faypent =-- A payment of money or goods. A pure transfer
is unrelatecd to the provieion of any goods or services in

exchangs. Such paymente alter the distribution of income, but do
not directly affect ths allocation of resources on the margin.

Ireasury Rates -- Rates of interest con marketable Treasury debt,
Such debt is issued in maturities ranging from %1 days to 30
¥YBATS.

Willingness to Pay ~— The maximpum amount an individual would be
willing to give up in order to secure a change in the previsien
cf a good or service.






APPENDII 2
ADDITIORAL GUIDANCE FOR DIBCOUNTING

1. ganple Format for Dipcountipg Deferred Costs and Benefite

Aspume a 10~year prograz which will commit the Government to the
strearm of real (or constant-dollar) sxpenditures appearing in
column (2) of the table below and which will result in a series
of real banefits appearing in column (3). The discount factor
for a 7 percent discount rate i shown in column {(4). Ths
present value cost for sach of the 10 years is calculated by
sultiplying eolumn (2) by column {(4); the present value banefit
for sach of the 10 years ls calculated by multiplying celumn (3)
by column (4}. The present valuss of costs and benefits are
presented in columns (5) and (&) respectively.

Present Present
Year since value of value of
initiation, Expectsd Expected Digcount costs benefits
rensval or yearly yearly tactors Col, 2 x Col. 3 x

expansion ___cost  _benefit Lor 7% _Co)l. 4000 _Col. 4
(1} {2) {3} (4) {5} (6}

1 $10.00 $ 0.00 0.%346 $ 9.35 S .00
2 20.00 0.00 0.8734 17.47 Q.00
3 30.00 5.00 0.8163 24.49 4.08
4 30.00 10.00 0.762% 22.8%9 7.83
5 20.00 30.00 D.7130 14,26 21.39
é 10.00 40.00 0.6663 6.65 26.65
7 5.00 40.00 0.6227 3,11 24.91
8 .00 40.00 D.5820 2.91 23.28
& 5.00 40 00 D.54238 2.72 21.76
10 £.00 2%.00 0.5083 2.54 12.71
Total £106.40 $142.41

HBOTE: The discount factor is calculated as 1/(1 + 1i}' where 1 is
the interest rate (.07} and t ig the year.

The sum of column (5) is the total present value of costs and ths
sup of column (&) is the total present valus ¢f benefits. Net
present value ig $36.01, the differenca between the sun of
discounted benefite and the sum of dixcounted costs.

2_ - - -

The discount factors presented in the table above are calculated
on the implicit assumption that costs and benefits occur as
lupp-sums at year-end. When costs and benefits cccur in a steady



stream, applying mid-year discount factors is more appropriate.

For instance, the first cost in the table may be estipated to

occur after six months, rather than at the end of one year to
approximate better a steady stream of costs and benefits occur-

ring over the first year, Similarly, it may be assumed that all -’
other coets and benefits are advanced six months to approximate

better a continuing steady flow.

The present values of costs and benefits computed from the table
above can be converted to a mid-year discounting basis by
multipiying them by 1.0344 (the square reot of 1.07). Thus, if
the above example were converted to a mid-year basis, the present
value of costs would be $110.06, the present value of banefits
would be $147.31, and the net present value would ba $37.25.

3. tiv [=1-]
Parcept
Year since Beginning-
Initiation, Year-end Mid=-year ocf=-yaar
Renewal ar Discount Diseount Discount
_Expansion _Factors _Factors -factorg
1 0.9346 0.96867 1.0000
2 0.B734 0.903% 0.9346
2 0.8163 O.B444 0.87214
4 D.7629 Q.785) D.BLlE3
B G.7130 0D.7375 00,7625
-] 0.88£&2 0.68%3 0.7130
7 0.6227 0.6442 0.6&63 -
8 0.5820 0.6020 0.6227
g 0.54359 0.5&82€ 0.5820
10 0D.50E3 0.5£58 0.5429
il 0.4751 0.4914 0.5083
12 0.4440 0.45%3 0.4751
13 T.41580 D.42%82 C.4440
14 . 0.3878 D.4012 0.4150
i5 0.3624 0.37449 0.,3878
1& D.JI3E? 0.3504 B.l624
17 0.3166 G.3275 0.21387
1s 0.295% 0.30&0 0.3166
19 0.27E6E C.2860 0.295%
20 0.2584 D,2673 D.2765
21 0.2415% D.2458 0.2524
22 0.2257% 0.2335 D.2415
23 0.2109 0.2182 0,2257
24 0.1571 0.2039 0.210%
25 f.1842 e.150¢€ G.1971
26 0.1722 0.1781 0.18472
27 0.1809 G.1658% 0.1722
28 0.1504 D.1556 D.160%
29 D.1406 0.1454 0.31504
A0 0.1314 0.135% 0.1408



APFENDIX C

DIBCOUNT RATEE FOR COBT-EFFECTIVENESS, LEAAE PURCHAEP,
AND RELATED ANALYBER

v . This appendix is updated annually at the time
of the President’'s budget submission to Congress. This version
of the appendix is valid only through February, 1993. Updates of
this appendix will be available upon request from the Office of
Economic Pelicy in OMB (202-395-328]1). Copies of the appendix
and the Circular may alsc he obtained from the OMBE Publications
Office {202-385-7332).

Momipal Piscoupt Retes. Nominal interest rates based on the

economic assunptions from the Fiscal Year 1993 Budget are
presented in the table below. These nominal rates ars to be used
for discounting nominal flowe, as in lease-purchase analysic.

terest i u ]
of Bpecified Maturities {ip percent)
==year 2-¥ear I=-Year il-Year J0-Yaar
6.1 5.5 6.7 7.0 7.1

Analvses of programs with terms different from those prasanted
above may use a linear interpclation. For example, a four~year
project can be evaluated with a 6.3 percsnt nominal rate. Pro-
grams with durations longer than 30 years may use the 30-yesar
interest rate.

al tas. Real interest rates based on the economic
assumpticns from the Fiscal Year 1993 Budget are presented below.
These real rates are to be used for discounting real (constant-
dollar) flows, as in cost-effectiveaness analysis. :

o [} 4

of Specified Meturities (in percent)
A-¥ear  S-Year Z=Ygar A0=Year 30-Year
2.7 3.1 3.3 3.6 3.8

Analyses of programs with terms different from those presented
above may use a linear interpolation. For axample, a four-ysar
project can be evaluated with a 2.9 percant real rats. Programs
with durations longer than 30 years may use tha 10-ysar interest
rate.






