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The purpose of this Notice of Instruction is to provide area agencies on aging (AAAs) with guidance for paying staff “bonuses” or incentive compensation and appropriate documentation in the administrative budget.  The department will require certain criteria are met in accordance with the Federal Office of Management and Budget (OMB).





Circular No. A-122 of the OMB establishes principles for determining costs of grants, contracts and other agreements with non-profit organizations.  Since the AAA are non-profits and the department administers programs that award funds to the AAAs, the provisions of the Circular apply.  Specifically, incentive compensation is addressed in the section, “Cost Principles for Non-Profit Organizations, 7. Attachment B., Selected Items of Cost 7. Compensation for Personal Services.”  





Section 7.i., states, “Incentive compensation to employees based on cost reduction, or efficient performance, suggestion awards, safety awards, etc., are allowable to the extent that the overall compensation is determined to be reasonable and such costs are paid or accrued pursuant to an agreement entered into in good faith between the organization and the employees before the services were rendered, or pursuant to an established plan followed by the organization so consistently as to imply, in effect, an agreement to make such payment.”





In carrying out the requirements of the Circular, the department requires that AAAs: 





have board-approved policies for payment of “bonuses” that are consistent with the federal guidelines for payment of “incentive awards;” 


make their policies available, and fair to all employees and establish clear criteria for earning individual or group awards (or “bonuses”); and 


include the potential bonus or award sum in the area plan contract module, administrative budget.  The administrative budget must be updated throughout the area plan year and cycle, as any changes to AAA budgets occur.  Updates to the area plan must be submitted to the contract manager for review and approval.  The goal is to have the administrative budgets of the AAAs reflect actual spending as closely as possible.  





Since implementation of this notice is effective upon issuance, area plan comments provided by the department will address the bonus line item in the 2007 administrative budget.  Should you have questions or need clarification regarding the implementation of this notice, please contact your contract manager.

















