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To:
Chief Fiscal Officers, MMARS Liaisons
From:
Martin J. Benison, Comptroller


Jeffrey A. Simon, Massachusetts Recovery & Reinvestment Office
Date:
September 24, 2009

Re:
ARRA Administrative Cost Recovery

The American Recovery and Reinvestment Act (ARRA) provides for recoupment of up to 0.5% of ARRA funds for central administrative costs.  The purpose of this memo is to provide agencies with information about how those charges will be assessed against ARRA grants in MMARS.  

Section 32 of Chapter 30 of the Acts of 2009 authorized the Secretary of Administration and Finance to deposit administrative funds in a central account.  Secretary Kirwan issued a memo on July 1, 2009, alerting agencies to set aside 0.5% of their ARRA grants for central administrative costs.  On August 10, 2009, the Commonwealth received provisional approval from the United States Department of Health and Human Services, Division of Cost Allocation (HHS-DCA) for our plan to recover ARRA administrative costs.  
How Administrative Charges will be Assessed

In order to ensure that sufficient funds are set aside for administrative costs, ANF will encumber them through an IE in the coming weeks.  The initial encumbrance will be for 0.40% of the overall grant amount, adjusted for FY09 expenditures.  As additional grants are received or central budget plans change, an adjustment may be made to the base percentage, and the encumbrance will be adjusted accordingly.  It is our intent to not cause that encumbrance to exceed 0.40% of the overall grant value.  For example:

	Grant Award Amount
	$1,000,000

	Less: FY09 Activity
	 (100,000)

	Remainder
	$900,000

	IE processed by ANF
	$3,600


Beginning in October, ANF will bill agencies on a quarterly basis for actual administrative costs incurred in the prior quarter, pro-rated across all of the ARRA awards.  The charges will then trigger cost recovery to occur in the next grant billing cycle for each program charged.  If new awards are received or existing awards are adjusted upward, encumbrances will be established or adjusted, respectively.

If an ARRA account has an ISA in place, each buyer account will be assigned the 0.40% value.  If a parent department wishes the charges to be recovered as if the IE’s were assigned to the parent budget line instead, they should contact Regina Scalley, the chief finance officer for ANF.  If future ISA’s are processed, departments should assume that the parent will fund the full value of the 0.40% administrative charge.
Outline of MMARS Transactions
Per the agreement with HHS – DCA, a chargeback will be established by the Executive Office for Administration and Finance (ANF).  The steps to this are as follows:

1. ANF is authorized as a Seller Department for the ARRA chargeback, and will establish the MMARS Chart of Account Elements to support the chargeback billing process (Internal Vendor code, revenue source code).
2. ANF will create an IE Shell for each ARRA account in the amount of the overall chargeback estimate, listed in Appendix A.
3. Each ARRA Agency must complete the IE Shell with the proper programmatic information.
4. ANF will review the IE Shell for completeness and accuracy.
5. ANF will create an ITI transaction quarterly to accomplish two tasks:  

· To identify your agency’s accounting information, and 

· To provide the amount of the bill.

6. Then quarterly your agency will generate and process an Internal Transaction Agreement (ITA) transaction from the ITI to make the actual payment.  

7. As new ARRA accounts are established, or existing awards are adjusted, ANF will establish or adjust an IE Shell for 0.4% of the overall award, and steps 3 through 6 will be followed.  

Limitations

The HHS-DCA agreement included a set of limitations.  Administrative charges are subject to federal statutory limitations that apply to a given grant, contract or other agreement to the extent funds are available.  Since the July 1st memo directed agencies to set aside 0.5% before earmarking funds for other purposes, there should be limited instances where funds are no longer available.  Agencies that believe there is a federal statutory limitation on recovery of these funds within ARRA only, must provide that specific language to Jeffrey Simon at the PMO no later than Friday, October 16, 2009.  Administrative guidance from federal agencies does not have as much standing as federal statute within ARRA or guidance from OMB.  

Certain grant programs will not be charged administrative recovery as funds are passed through to non-Commonwealth entities.  
Reporting

All reporting under section 1512 will be captured centrally by ANF.  If agencies will need additional information on administrative spending for programmatic reports to their federal agencies, please alert Jennifer Hewitt at the PMO.  These charges will be subject to single audit.
Budget

The administrative oversight budget totals $16,525,000.  The current overall anticipated awards to Massachusetts agencies are estimated at $6.3 billion, which are reduced to $5.0 billion when FY09 activity, primarily from FMAP and local aid education payments, is factored out.

	Expenditure Area
	FY10
	FY11

	Office of Infrastructure Investment
	$825,000
	$690,000

	IT for Reporting
	1,550,000
	

	IT Capital Costs – Grants Tracking and Servers*
	2,885,000
	

	Additional Oversight Functions
	
	

	OSD, Comptroller, Secretariat Staff
	1,240,000
	450,000

	AG, IG, Auditor, KPMG
	1,600,000
	1,280,000

	Other consultants and staffing
	1,450,000
	625,000

	Additional Compliance Work
	750,000
	750,000

	Fringe/Indirect
	1,490,000
	940,000

	Total Budget
	$11,790,000
	$4,735,000


* 
Capital costs are not currently approved for inclusion in the administrative budget.  All 50 states requested a waiver from OMB to allow for accelerated cost recovery on capital, which is looking favorable.  If the waiver is denied, the 0.40% encumbrance will be reduced accordingly.

Enc: Appendix A - Initial Encumbrance Amounts for ARRA Oversight and Administration Costs
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