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State pays out its own funds for Fed-
eral assistance program purposes to 
the day Federal funds are credited to a 
State bank account. 

(2) If a State pays out its own funds 
for Federal assistance program pur-
poses without obligational authority, 
the Federal Program Agency will incur 
an interest liability if obligational au-
thority subsequently is established. 
However, if the lack of obligational au-
thority is the result of the failure of 
the State to comply with a Federal 
Program Agency requirement estab-
lished by statute, regulation, or agree-
ment, interest liability may be denied. 
A Federal interest liability will accrue 
from the day a State pays out its own 
funds for Federal assistance program 
purposes to the day Federal funds are 
credited to a State bank account. 

(3) If a State pays out its own funds 
prior to the day a Federal Program 
Agency officially notifies the State in 
writing that a discretionary grant 
project is approved, the Federal Pro-
gram Agency does not incur an interest 
liability, notwithstanding any other 
provision of this section. 

(4) If a State pays out its own funds 
prior to the availability of Federal 
funds authorized or appropriated for a 
future Federal fiscal year, the Federal 
Program Agency does not incur an in-
terest liability, notwithstanding any 
other provision of this section. 

(5) If a State fails to request funds 
timely as set forth in § 205.29, or other-
wise fails to apply a funding technique 
properly, we may deny any resulting 
Federal interest liability, notwith-
standing any other provision of this 
section. 

(b) Federal Program Agency pro-
grams that have specific payment 
dates set by the Federal Program 
Agency that create interest liabilities 
are subject to this part. 

(c) States must adhere to Federal 
Program Agency disbursement sched-
ules when requesting funds. Notwith-
standing any other provision of this 
section, we may deny a State’s claim 
for Federal interest liability for the pe-
riod prior to a late drawdown request. 
States must time their funds drawdown 
so that it does not create Federal in-
terest liability. The drawdown request 
must allow the Federal Program Agen-

cy sufficient time to meet its disburse-
ment schedule. If the Federal Program 
Agency does not make a timely payout 
in accordance with the terms of the 
Treasury-State agreement, a State 
may submit a claim for interest liabil-
ity. 

§ 205.15 When does State interest li-
ability accrue? 

(a) General rule. State interest liabil-
ity may accrue if Federal funds are re-
ceived by a State prior to the day the 
State pays out the funds for Federal 
assistance program purposes. State in-
terest liability accrues from the day 
Federal funds are credited to a State 
account to the day the State pays out 
the Federal funds for Federal assist-
ance program purposes. 

(b) Refunds. (1) A State incurs inter-
est liability on refunds of Federal funds 
from the day the refund is credited to 
a State account to the day the refund 
is either paid out for Federal assist-
ance program purposes or credited to 
the Federal government. 

(2) We and a State may agree, in a 
Treasury-State agreement, that a 
State does not incur an interest liabil-
ity on refunds in refund transactions 
under $50,000. 

(c) Exception to the general rule. A 
State does not incur an interest liabil-
ity to the Federal government if a Fed-
eral statute requires the State to re-
tain or use for Federal assistance pro-
gram purposes the interest earned on 
Federal funds, notwithstanding any 
other provision in this section. 

(d) Mandatory matching of Federal 
funds. In programs utilizing mandatory 
matching of Federal funds with State 
funds, a State must not arbitrarily as-
sign its earliest costs to the Federal 
government. A State incurs interest li-
abilities if it draws Federal funds in ad-
vance and/or in excess of the required 
proportion of agreed upon levels of 
State contributions in programs uti-
lizing mandatory matching of Federal 
funds with State funds. 

§ 205.16 What special rules apply to 
Federal assistance programs and 
projects funded by the Federal 
Highway Trust Fund? 

The following applies to Federal as-
sistance programs and projects funded 
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out of the Federal Highway Trust 
Fund, notwithstanding any other pro-
vision of this part: 

(a) A State must request funds at 
least weekly for current project costs, 
or Federal interest liability will not 
accrue prior to the day a State submits 
a request for funds. 

(b) If a State pays out its own funds 
in the absence of a project agreement 
or in excess of the Federal obligation 
in a project agreement, the Federal 
Program Agency will not incur an in-
terest liability. 

§ 205.17 Are funds transfers delayed by 
automated payment systems restric-
tions based on the size and timing 
of the drawdown request subject to 
this part? 

Funds transfers delayed due to pay-
ment processes that automatically re-
ject drawdown requests that fall out-
side a pre-determined set of parameters 
are subject to this part. 

§ 205.18 Are administrative costs sub-
ject to this part? 

(a) A State and FMS may agree, in a 
Treasury-State agreement, to the fol-
lowing funding conventions for indirect 
costs and administrative costs: 

(1) The State will draw down a pro-
rated amount of administrative costs 
on the date of the State payday. For 
example, the State would draw one- 
third of its quarterly administrative 
costs if payroll is monthly, or one- 
sixth of its quarterly administrative 
costs if payroll is semi-monthly. 

(2) If an indirect cost rate is applied 
to a program, the State will include a 
proportionate share of the indirect cost 
allowance on each drawdown by apply-
ing the indirect cost rate to the appro-
priate direct costs on each drawdown. 

(3) If costs must be allocated to var-
ious programs pursuant to a labor dis-
tribution or other system under an ap-
proved cost allocation plan, the State 
will draw down funds to meet cash out-
lay requirements based on the most re-
cent, certified cost allocations, with 
subsequent adjustments made pursuant 
to the actual allocation of costs. 

(b) Notwithstanding any other provi-
sion of this part, no interest liabilities 
will be incurred or calculated for indi-
rect costs and administrative costs, 
provided the funding conventions de-

scribed in paragraph (a) of this section 
are properly applied. 

§ 205.19 How is interest calculated? 
(a) A State must calculate Federal 

interest liabilities and State interest 
liabilities for each Federal assistance 
program subject to this subpart A. 

(b) The interest rate for all interest 
liabilities for each Federal assistance 
program subject to this subpart A is 
the annualized rate equal to the aver-
age equivalent yields of 13-week Treas-
ury Bills auctioned during a State’s fis-
cal year. We provide this rate to each 
State. 

(c) A State must calculate and report 
interest liabilities on the basis of its 
fiscal year. A State must ensure that 
its interest calculations are auditable 
and retain a record of the calculations. 

(d) As set forth in § 205.9, a Treasury- 
State agreement must include the 
method a State uses to calculate and 
document interest liabilities. 

(e) A State may use actual data, a 
clearance pattern, or statistical sam-
pling to calculate interest. A clearance 
pattern used to calculate interest must 
meet the standards of § 205.20. If a State 
uses statistical sampling to calculate 
interest, the State must sample trans-
actions separately for each Federal as-
sistance program subject to this sub-
part A. Each sample must be represent-
ative of the pool of transactions and be 
of sufficient size to accurately rep-
resent the flow of Federal funds under 
the Federal assistance program, includ-
ing seasonal or other periodic vari-
ations. 

(f) For the first year in which a Fed-
eral assistance program is covered in a 
Treasury-State agreement, funds 
transfers that occur prior to the first 
day of the State’s fiscal year must not 
be included in interest calculations and 
are not subject to the interest liability 
provisions of this part. 

§ 205.20 What is a clearance pattern? 
States use clearance patterns to 

project when funds are paid out, given 
a known dollar amount and a known 
date of disbursement. A State must en-
sure that clearance patterns meet the 
following standards: 

(a) A clearance pattern must be 
auditable. 
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