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W

hen an employee separates from service (e.g., retires or terminates), the LEA may incur costs associated with the separation in addition to the employee's regular salary and benefits for the final pay period. These additional separation costs can be categorized as "normal" and "abnormal or mass." While most separation costs can be charged to the same goal and function as the employee's regular salary, special treatment may be required for the resource and object.
Normal Separation Costs

Normal separation costs include items such as pay for accumulated unused leave or routine severance pay authorized by governing board policy. These normal separation costs are charged to the same goal, function, and object as the employee's regular salary. However, special consideration must be given to the resource.
Federal guidelines prohibit charging normal separation costs directly to a federal program; rather, an unrestricted resource (0000–1999) must be used. State programs may have similar restrictions. 
Optional Adjustment to the Indirect Cost Pool

Federal guidelines and California's indirect cost plan allow that normal separation costs that would have been charged to a restricted resource but in keeping with federal guidelines are instead charged to an unrestricted resource may be included in the LEA's indirect cost pool. LEAs that choose to do this will manually identify and enter the costs during calculation of the indirect cost rate (see Procedure 915, Indirect Cost Rate).  

Example 1: Normal Separation Costs for Employees Funded from an Unrestricted Resource
A general education teacher leaves the district. In addition to receiving regular pay for the final pay period, the teacher also receives payment for accumulated unused leave. Since the teacher's position was funded from an unrestricted resource, both the regular salary for the final pay period and the payment for accumulated unused leave can be charged to the same resource, goal, function, and object as the teacher's regular salary:
	Fund
	Resource
	Project Year
	Goal
	Function
	Object
	School

	01
	0000
	0
	1110
	1000
	1100
	000


· Fund 01 is the General Fund.

· Resource 0000 is Unrestricted.

· Project Year is not applicable in this example.

· Goal 1110 is Regular Education, K–12. 

· Function 1000 is Instruction.

· Object 1100 is Certificated Teachers' Salaries.
· School is not required.

Example 2: Normal Separation Costs for an Employee Funded from a Federal Resource
An instructional aide retires from a federal Title I position. The amounts paid to the aide at separation include regular salary for the final pay period, plus normal separation costs for accumulated unused leave. Since federal guidelines prohibit charging separation costs directly to the program, the regular salary for the final pay period can be charged to the same resource, goal, function, and object as the aide's regular salary, but the separation costs must be charged to an unrestricted resource:
	Regular Salary Costs:

	Fund
	Resource
	Project Year
	Goal
	Function
	Object
	School

	01
	3010
	0
	1110
	1000
	2100
	000


	Normal Separation Costs:

	Fund
	Resource
	Project Year
	Goal
	Function
	Object
	School

	01
	0000
	0
	1110
	1000
	2100
	000


· Fund 01 is the General Fund.
· Resource 3010 is NCLB, Title I, Part A; Resource 0000 is Unrestricted.
· Project Year is not applicable in this example.
· Goal 1110 is Regular Education, K–12. 
· Function 1000 is Instruction.
· Object 2100 is Classified Instructional Salaries.
· School is not required.
Because the normal separation costs were charged to an unrestricted resource rather than to the employee's regular restricted resource, the LEA will have the option during the indirect cost rate calculation to manually include the costs in the indirect cost pool.
Example 3: Leave Is Used Before Separation Occurs
An employee working in a federal program retires on June 30, and uses up his accumulated leave time during the period(s) leading up to retirement.
In this example, special coding is not required. The leave is charged to the same resource, goal, function, and object as the employee's regular salary. This is because federal guidelines provide that costs of leave taken during authorized absences from the job are allowable to the extent the leave is reasonable and required by law, and is consistent with employer–employee agreement or established policy of the LEA (refer to Office of Management and Budget [OMB] Circular A‑87 Section 8[d][1]).
Abnormal or Mass Separation Costs

Costs resulting from actions taken by an LEA to influence employees to terminate their employment earlier than they normally would have are considered abnormal or mass separation costs. The most common examples of these costs include early retirement incentives offered in the form of additional pay or added benefits (e.g., a Golden Handshake) and severance packages negotiated to effect termination. 
Abnormal or mass separation costs generally may not be charged to a federal program either as a direct or indirect cost. State programs may have similar restrictions. Note that in very limited circumstances, such as when a federal program is eliminated, an exception may be made to this rule. However, prior approval by the federal government is required (such requests should be submitted via the CDE). 

Abnormal or mass separation costs may be charged to the same goal and function, and possibly the same object, as the employee's regular salary, but absent an approved exception, they must be charged to an unrestricted resource (0000–1999).
Required Adjustment to the Indirect Cost Pool

Unless prior federal approval has been obtained, abnormal or mass separation costs may not be charged to a federal program, either directly or indirectly. Because of this, in addition to using an unrestricted resource, LEAs must also ensure that the costs are excluded from the indirect cost pool. To do this, where there are abnormal or mass separation costs relating to employees charged to indirect activities (Function 7200, Other General Administration, and Function 7700, Centralized Data Processing), LEAs must manually identify and exclude them during calculation of the indirect cost rate (see Procedure 915, Indirect Cost Rate).
Example 1: Teachers Receive Enhanced Pension Benefits in Exchange for Early Retirement

Teachers are offered 2 extra years of retirement service credit in exchange for early retirement (e.g., a Golden Handshake) and a teacher working in a federal special education program accepts the offer. The benefit cost can be charged to the employee's regular goal and function, along with an object for Golden Handshake, but because it is a federal program and this is an abnormal or mass separation cost, the resource must be unrestricted (0000–1999):

	Fund
	Resource
	Project Year
	Goal
	Function
	Object
	School

	01
	0000
	0
	5770
	1110
	3901
	000


· Fund 01 is the General Fund.
· Resource 0000 is Unrestricted.
· Project Year is not applicable in this example.
· Goal 5770 is Special Education, Ages 5–22 Nonseverely Disabled. 

· Function 1110 is Special Education: Separate Classes.
· Object 3901 is Other Benefits, Certificated Positions. 
· School is not required.

Example 2: Downsizing of Fiscal Services Staff Effects an Early Separation
An LEA is considering downsizing its fiscal services staff. Employees in the accounting office are offered a 2‑month salary severance package in exchange for voluntary termination of employment, and one accepts the offer. Since this position is already being coded to an unrestricted resource, the costs of the 2-month salary severance package can be charged to the employee's regular resource, goal, function, and object: 

	Fund
	Resource
	Project Year
	Goal
	Function
	Object
	School

	01
	0000
	0
	0000
	7200
	2400
	000


· Fund 01 is the General Fund.
· Resource 0000 is Unrestricted.
· Project Year is not applicable in this example.
· Goal 0000 is Undistributed. 

· Function 7200 is Other General Administration.
· Object 2400 is Clerical, Technical, and Office Staff Salaries. 
· School is not required.
However, because abnormal separation costs may not be included in the indirect cost pool, and this employee's costs are charged to a function within the pool, the LEA must manually exclude these costs during calculation of the indirect cost rate (see Procedure 915, Indirect Cost Rate).
Example 3: A Federally Funded Teacher Accepts a Salary Bonus in Exchange for Early Retirement

Teachers are offered a 2-month salary bonus in exchange for early retirement, and a teacher working in a federal Title III program accepts the offer. Because this salary bonus is an abnormal or mass separation cost, it cannot be charged to a federal program; rather, it must be coded to an unrestricted resource:

	Fund
	Resource
	Project Year
	Goal
	Function
	Object
	School

	01
	0000
	0
	4760
	1000
	1100
	000


· Fund 01 is the General Fund.
· Resource 0000 is Unrestricted.
· Project Year is not applicable in this example.
· Goal 4760 is Bilingual. 

· Function 1000 is Instruction.
· Object 1100 is Certificated Teachers' Salaries. 
· School is not required.
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