
CONTRACT FOR SOCIAL SERVICES 

31443 
THIS CONTRACT FOR SOCIAL SERVICES (this “Contract”) is made and 

entered, in duplicate, as of October 29, 2009 for reference purposes only, pursuant to a 

minute order adopted by the City Council of the City of Long Beach at its meeting on 

October 13, 2009, by and between MENTAL HEALTH AMERICA OF LOS ANGELES, a 

California nonprofit corporation (“Organization”), with offices located at 100 W. Broadway, 

Suite 5010, Long Beach, California 90802, and the CITY OF LONG BEACH, a municipal 

corporation (the “City”). 

WHEREAS, the City has received a grant from the U.S. Department of 

Housing and Urban Development (“HUD”) for a program to provide human and social 

services to very low, low and moderate income residents of the City; and 

WHEREAS, as part of the Grant Agreement (“Grant Agreement”), the City 

is required to enter into subcontracts with organizations that provide human and social 

services to very low, low and moderate income residents of the City and the City has 

selected Organization as a sub-recipient of grant funds; and 

WHEREAS, Organization provides human or social services to very low, 

low and moderate income residents of the City; and 

WHEREAS, the City wishes to support these services by providing Social 

Service Grant Program funds; and 

WHEREAS, the City Council has authorized the City Manager to enter into 

a contract with Organization that provides the grant funding within a maximum amount 

and program accountability by the City; and 

WHEREAS, Organization agrees to perform services and to provide the 

City with the information and supporting documentation required herein; 

NOW, THEREFORE, in consideration of the terms and conditions 

contained in the Contract, the parties agree as follows: 

Section 1. The above recitals are true and correct and are incorporated 
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in the Contract. 

Section 2. 

A. Organization shall provide human or social services to very 

low, low and moderate income residents of the City in accordance with Attachment 

“A entitled “Statement of Work”, Attachment “B” entitled “Budget”, Attachment “C” 

entitled “Office of Management Budget (OMB) Circular A-I 1 O”, Attachment “D” 

entitled OMB Circular A-I 22”, Attachment “E” entitled “OMB Circular A-I 33”, 

Attachment “F” entitled “Health Information in Compliance with the Health 

Insurance Portability and Accountability Act of 1996 Agreement”, Attachment “G” 

entitled “Certification of Debarment”, and Attachment “H” entitled “Certification of 

Lobbying”, all of which are attached hereto and incorporated by reference, and the 

City of Long Beach Grants Monitoring Guidelines, which has been separately 

provided to Organization and is incorporated by this reference. 

B. Organization shall adhere to all policies, procedures, rules 

and regulations established by HUD and sources including but not limited to the 

OMB Circulars, Code of Federal Regulations, United States Codes, City of Long 

Beach Grants Monitoring Guidelines, this Contract, the City’s contract with HUD 

for the funds dispersed under this Contract, the Request for Proposal (“RFP”), 

Organization’s proposal in response to the RFP, and all Information Bulletins 

issued by the City’s Department of Community Development, Neighborhood 

Services Bureau. In addition to and without in any way limiting the foregoing, 

Organization shall comply with all laws and regulations set forth in 24 CFR Part 

570. 

Section 3. The terms of this Contract shall commence at midnight on 

October 1, 2009, and, unless sooner terminated as provided herein, shall terminate at 

11 5 9  p.m. September 30, 2010. 

Section 4. 

A. Organization shall affirmatively and aggressively use its best 
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efforts to seek and obtain all possible outside funding and in-kind cash match at a 

dollar for dollar rate of funds received from the City under this Contract. Further, 

Organization shall maintain cash reserves equivalent to three (3) months of 

funding necessary to provide services under this Contract. 

B. Total disbursements made to Organization under this Contract 

by the City shall not exceed Fourteen Thousand Dollars ($14,000.00) over the 

term of this Contract. These funds shall be used to provide services within the 

City of Long Beach. Upon execution of this Contract, the City shall disburse the 

funds payable hereunder in due course of payments following receipt from 

Organization of billing statements in a form approved by the City showing 

expenditures and costs identified in Attachment “B”. 

C. The City shall pay to Organization the amounts specified in 

Attachment “B” for the categories, criteria and rates established in that 

Attachment. Organization may, with the prior written approval of the Director of 

the City’s Department of Community Development, Neighborhood Services 

Bureau, or his designee, make adjustments within and among the categories of 

expenditures in Attachment “B” and modify the performance to be rendered 

hereunder stated in Attachment “A; provided, however, that such adjustment(s) in 

expenditures shall not cause the amount of the total budget stated in Attachment 

“B” to be exceeded. 

D. Organization shall prepare quarterly invoices and submit them 

to the City within fifteen (15) days after the end of the quarter in which 

Organization provided services. Organization shall attach cancelled checks and 

other documentation supporting the charges and the amount of required matching 

funds to each invoice. Failure to submit an invoice and its accompanying 

documentation within the 15-day period may result in late payment or no payment 

from the City. Submission of incorrect invoices with ineligible/inallocable expenses 

or inadequate documentation shall result in a Disallowed Cost Report. The 
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Disallowed Cost Report is intended to provide detail to Organization for the 

purpose of communicating disallowed costs due to reasons of insufficient source 

documentation, ineligible expenses, exceeded line items, and other similar 

reasons. In the event that an item is disallowed in the invoice, Organization will be 

permitted to resubmit the disallowed costs along with adequate source 

documentation, other eligible expenses, and the like in the next invoice. The City 

reserves the right to refuse payment of an invoice (a) received by it thirty (30) days 

after Organization provided the services relating to that invoice; (b) including 

inallocable or ineligible expenses; or (c) for the unauthorized expense of funds 

requiring written approval for budget changes or modifications. 

E. Within thirty (30) days of the date of this Contract first stated 

herein, Organization shall submit to the City invoices, cancelled checks and other 

documentation supporting the charges incurred and required matching funds for all 

expenses incurred prior to the date of this Contract and related to this grant of 

funds. 

F. No later than fifteen (15) days after the completion of each 

twelve-month period (“Operational Year”) during the term of this Contract, 

Organization shall submit to the City a final invoice, scope of work, and Capers 

certified by one of Organization’s officers or by its Executive Director. The City 

reserves the right to refuse payment of any outstanding invoice if Organization 

fails to submit a final invoice and reports within fifteen (15) days of the end of the 

Operational Year. 

G. If the City is unable to draw down funds from HUD for 

reimbursement to Organization due to failure of Organization to submit required 

fiscal and programmatic documents within fifteen (15) days after the end of the 

Operational Year, the City cannot guarantee payment to Organization. The City 

will not be obligated to pay Organization for costs incurred unless HUD releases 

funds to the City. For this reason, failure of Organization to submit the final invoice 
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and reports within fifteen (15) days after the end of the Operational Year may 

result in loss of reimbursement of funds. 

H. The City reserves the right to withhold payment of an invoice 

pending satisfactory completion of an audit, as determined by the City in its sole 

discretion, or Organization’s cure of a breach of or noncompliance with this 

Contract, as determined by the City in its sole discretion, after being notified of 

such breach by the City. 

I. All reimbursement by the City is contingent upon the City’s 

receipt of funds from HUD. The City reserves the right to refuse payment of an 

invoice until such time as it receives funds from HUD sufficient to cover the 

expenses in the invoice. 

Section 5. 

A. Organization’s records relating to the performance of this 

Contract shall be kept in accordance with generally accepted accounting principles 

and in the manner prescribed by the City. Organization’s records shall be current 

and complete. The City and HUD, and their respective representatives, shall have 

the right to examine, copy, inspect, extract from, and audit financial and other 

records related, directly or indirectly, to this Contract during Organization’s normal 

business hours to include announced and unannounced site visits during the term 

of the Contract and thereafter. If examination of these financial and other records 

by the City and/or HUD reveals that Organization has not used these grant funds 

for the purposes and on the conditions stated in this Contract, then Organization 

covenants, agrees to and shall immediately repay all or that portion of the grant 

funds which were improperly used. If Organization is unable to repay all or that 

portion of the grant funds, then City will terminate all activities of Organization 

under this Contract and pursue appropriate legal action to collect the funds. 

Alternatively, to the extent the City has been refusing payment of any invoices, the 

City may continue to withhold such funds equal to the amount of improperly used 
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grant funds, regardless of whether the funds being withheld by the City were 

improperly used. 

B. In addition, Organization shall provide any information that the 

City Auditor and other City representatives require in order to monitor and evaluate 

Organization's performance hereunder. The City reserves the right to review and 

request copies of all documentation related, directly or indirectly, to the program 

funded by this Contract, including by way of example but not limited to case files, 

program files, policies and procedures. Organization shall provide all reports, 

documents or information requested by the City within three (3) days after receipt 

of a written or oral request from a City representative, unless a longer period of 

time is otherwise expressly stated by said representative. 

C. If Organization spends $500,000 or more in Federal funds in 

an Operational Year, then Organization shall submit an audit report to the City in 

accordance with OMB Circular A-I33 no later than thirty (30) days after receipt of 

the audit report from Organization's auditor or no later than nine (9) months after 

the end of the Operational Year, whichever is earlier. If Organization spends less 

than $500,000 in Federal grant funds in an Operational Year, submission of the 

audit report is optional. 

Section 6. 

A. In the performance of this Contract, Organization shall not 

discriminate against any employee, applicant for employment or service, or 

subcontractor because of race, color, religion, national origin, sex, sexual 

orientation, gender identity, AIDS, AIDS related condition, age, disability or 

handicap. Organization shall take affirmative action to assure that applicants are 

employed or served, and that employees and applicants are treated during 

employment or services without regard to these categories. Such action shall 

include but not be limited to the following: employment, upgrading, demotion or 

transfer; recruitment or recruitment advertising; lay-off or termination; rates of pay 
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or other forms of compensation; and selection for training, including 

apprenticeship. 

B. Organization shall permit access by the City or any other 

agency of the County, State or Federal governments to Organization’s records of 

employment, employment advertisements, application forms and other pertinent 

data and records for the purpose of investigation to ascertain compliance with the 

fair employment practices provisions of this Contract. 

Section 7. 

A. In performing services hereunder, Organization is and shall 

act as an independent contractor and not as an employee, representative or agent 

of the City. Organization’s obligations to and authority from the City are solely as 

prescribed herein. Organization expressly warrants that it will not, at any time, 

hold itself out or represent that Organization or any of its agents, volunteers, 

subscribers, members, officers or employees are in any manner officials, 

employees or agents of the City. Organization shall not have any authority to bind 

the City for any purpose. 

B. Organization acknowledges and agrees that (a) the City will 

not withhold taxes of any kind from Organization’s compensation; (b) the City will 

not secure workers’ compensation or pay unemployment insurance to, for or on 

Organization’s behalf; and (c) the City will not provide and Organization and 

Organization’s employees are not entitled to any of the usual and customary 

rights, benefits or privileges of City employees. 

Section 8. This Contract contemplates the personal services of 

Organization and Organization’s employees. Organization shall not delegate its duties or 

assign its rights hereunder, or any interest herein or any portion hereof, without the prior 

written consent of the City. Any attempted assignment or delegation shall be void, and 

any assignee or delegate shall acquire no right or interest by reason of such attempted 

assignment or delegation. 
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Section 9. Organization shall indemnify and hold harmless the City, its 

Boards, Commissions, and their officials, employees and agents (collectively in this 

Section “City”) against any and all liability, claims, demands, damage, causes of action, 

proceedings, penalties, loss, costs and expenses (including attorney’s fees, court costs, 

and expert and witness fees) (collectively “Claims” or Individually “Claim”) arising, directly 

or indirectly, out of any negligent act or omission of Organization, its officers, employees, 

agents, subcontractors or anyone under Organization’s control (collectively “Indemnitor”), 

breach of this Contract by Organization, misrepresentation or willful misconduct by 

Indemnitor, and Claims by any employee of Indemnitor relating in any way to workers’ 

compensation. Independent of the duty to indemnify and as a free-standing duty on the 

part of Organization, Organization shall defend the City and shall continue such defense 

until the Claim is resolved, whether by settlement, judgment or otherwise. Organization 

shall notify the City of any Claim within ten (IO) days. Likewise, the City shall notify 

Organization of any Claim, shall tender the defense of such Claim to Organization, and 

shall assist Organization, as may be reasonably requested, in such defense. 

Section I O .  

A. Organization shall procure and maintain at Organization’s 

expense (which expense may be submitted to the City for reimbursement from 

grant funds allocated to Organization if itemized on Attachment “6”) for the 

duration of this Contract the following insurance and bond against claims for 

injuries to persons or damage to property that may arise from or in connection with 

the performance of this Contract by Organization, its agents, representatives, 

employees, volunteers or subcontractors. 

(1) Commercial general liability insurance (equivalent in 

scope to IS0 form CG 00 01 11 85 or CG 00 01 11 88) in an amount not 

less than One Million Dollars ($1,000,000) per occurrence and Two Million 

Dollars ($2,000,000) general aggregate. Such coverage shall include but 

not be limited to broad form contractual liability, cross liability, independent 
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contractors liability, and products and completed operations liability. The 

City, its Boards and Commission, and their officials, employees and agents 

shall be named as additional insureds by endorsement (on City’s 

endorsement form or on an endorsement equivalent in scope to IS0 form 

CG 20 10 11 85 or CG 20 26 11 85), and this insurance shall contain no 

special limitations on the scope of protection given to the City, its Boards 

and Commissions and their officials, employees and agents. 

(2) Workers’ Compensation insurance as required by the 

California Labor Code. 

(3) Employer’s liability insurance in an amount not less 

than One Million Dollars ($1,000,000) per claim. 

(4) Professional liability or errors and omissions insurance 

in an amount not less than One Million Dollars ($1,000,000) per claim. 

(5) Commercial automobile liability insurance (equivalent 

in scope to IS0 form CA 00 01 06 92), covering Auto Symbol 1 (Any Auto) 

in an amount not less than Five Hundred Thousand Dollars ($500,000) 

combined single limit per accident. 

(6) Blanket Honesty Bond in an amount equal to at least 

fifty percent (50%) of the total amount to be disbursed to Organization 

hereunder or Twenty-five Thousand Dollars ($25,000), whichever is less, to 

safeguard the proper handling of funds by employees, agents or 

representatives of Organization who sign as the maker of checks or drafts 

or in any manner authorize the disbursement or expenditure of said funds. 

If delivering services to minors, seniors, or persons with disabilities, 

Organization’s Commercial General Liability insurance shall not exclude coverage for 

abuse and molestation. If Organization is unable to provide abuse and molestation 

coverage, it can request a waiver of this coverage from the City. The City’s Risk 

Manager will consider waiving the requirement if Organization can demonstrate to the 
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satisfaction of the City's Risk Manager that Organization has no exposure, that the 

coverage is unavailable or that the coverage is unaffordable. If a request for a waiver is 

desired, Organization must submit a signed document on Organization's letterhead to the 

Director of the City's Department of Community Development, Neighborhood Services 

Bureau, who will forward it to the City's Risk Manager, providing reasons why the 

insurance coverage should be waived. Waivers will be considered on a case by case 

basis. 

B. Any self-insurance program, self-insured retention or 

deductible must be separately approved in writing by the City's Risk Manager or 

hidher designee and shall protect the City, its Boards and Commissions, and their 

officials, employees and agents in the same manner and to the same extent as 

they would have been protected had the policy or policies not contained retention 

or deductible provisions. Each insurance policy shall be endorsed to state that 

coverage shall not be reduced, non-renewed or canceled except after thirty (30) 

days prior written notice to the City, and shall be primary and not contributing to 

any other insurance or self-insurance maintained by the City. Organization shall 

notify the City in writing within five (5) days after any insurance required herein has 

been voided by the insurer or cancelled by the insured. 

C. Organization shall require that all contractors and 

subcontractors that Organization uses in the performance of services hereunder 

maintain insurance in compliance with this Section unless otherwise agreed in 

writing by the City's Risk Manager or hidher designee. 

D. Prior to the start of performance or payment of first invoice, 

Organization shall deliver to the City certificates of insurance and required 

endorsements for approval as to sufficiency and form. The certificate and 

endorsements for each insurance policy shall contain the original signature of a 

person authorized by that insurer to bind coverage on its behalf. In addition, 

Organization shall, within thirty (30) days prior to expiration of the insurance 
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required herein, furnish to the City certificates of insurance and endorsements 

evidencing renewal of such insurance. The City reserves the right to require 

complete certified copies of all policies of Organization and Organization’s 

contractors and subcontractors, at any time. Organization shall make available to 

the City’s Risk Manager or hidher designee during normal business hours all 

books, records and other information relating to the insurance coverage required 

he rein . 

E. Any modification or waiver of the insurance requirements 

herein shall only be made with the approval of the City’s Risk Manager or hidher 

designee. Not more frequently than once a year, the City’s Risk Manager or 

hidher designee may require that Organization, Organization’s contractors and 

subcontractors change the amount, scope or types of coverages required herein if, 

in his or her sole opinion, the amount, scope or types of coverages herein are not 

adequate. 

F. The procuring or existence of insurance shall not be 

construed or deemed as a limitation on liability relating to Organization’s 

performance or as full performance of or compliance with the indemnification 

provisions of this Contract. 

Section 11. 

A. Organization shall comply with all requirements of the City’s 

Municipal Code relating to building code standards in undertaking any activities or 

renovations using grant funds. 

B. Organization shall not commence services until the City’s 

Department of Community Development, Neighborhood Services Bureau has 

completed an environmental review under 24 CFR Part 58.43(a), and Organization 

shall not commence such services until the City informs Organization of the 

completion and conditions of said environmental review. 

C. Organization shall provide reports as required by the City and 
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HUD and as required herein. 

D. In addition to, and not in substitution for, other terms of this 

Contract regarding the provision of services, Organization shall not: 

(1) Represent that it is, or may be deemed to be, a 

religious or denominational institution or organization or an organization 

operated for religious purposes that is supervised or controlled by or in 

connection with a religious or denominational institution or organization. 

(2) In connection with costs of its services hereunder, 

engage in the following conduct: 

(a) discriminate against any employee or applicant 

for employment on the basis of religion; 

(b) discriminate against any person seeking housing 

or related supportive services only on the basis of religion or limit 

such services or give preference to persons on the basis of religion; 

(c) provide religious instruction or counseling, 

conduct religious worship or services, engage in religious 

proselytizing, or exert other religious influence in the provision of 

services or the use of facilities and furnishings; 

(3) The portion of the facility used for housing or 

supportive services only assisted in whole or in part under this Contract or 

in which services are provided that are assisted under this Contract shall 

contain no sectarian religious symbols or decorations. 

E. Organization shall provide human or social services to very 

low, low and moderate income residents of the City with assistance in obtaining: 

(1) Appropriate supportive services, including transitional 

housing, permanent housing, physical health treatment, mental health 

treatment, counseling, supervision and other services essential for 

achieving independent living; and 
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(2) Other federal, state and local private assistance 

available for such individuals, including mainstream resources. 

F. Organization certifies that it will comply with all documents, 

policies, procedures, rules, regulations and codes identified in Sections 2 and 11 

of this Contract, and such other requirements as may from time to time be 

promulgated by HUD. 

G. Organization shall execute a Certification Regarding 

Debarment in the form shown on Attachment “G”. 

H. Organization shall execute a Certification Regarding Lobbying 

in the form shown in Attachment “H”. 

Section 12. Organization certifies that it has established a Drug-Free 

Awareness Program in compliance with Government Code Section 8355, that it has 

given a copy of said Program to each employee who performs services hereunder, that 

compliance with the Program is a condition of employment, and that it has published a 

statement notifying employees that unlawful manufacture, distribution, dispensation, 

possession or use of a controlled substance is prohibited and action will be taken for 

violation. 

Section 13. The City shall facilitate the submission of all reports required 

by HUD based on information submitted by Organization to the City. The City shall act 

as the primary contact for Organization to HUD for services provided under this Contract. 

The City shall facilitate directly to HUD the submission of any information related to all 

financial and programmatic matters in this Contract, including but not limited to 

reimbursements of grant funds, requests for changes to Organizations’ budget, requests 

for changes to Organization’s application for grant funds and requests for changes to 

Organization’s Technical Submission. 

Section 14. All notices required hereunder shall be in writing and 

personally delivered or deposited in the U.S. Postal Service, certified mail, return receipt 

requested, to the City at 444 W. Ocean Blvd., Suite 1700, Long Beach, California 90802 
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Attn: Manager, Department of Community Development, Neighborhood Services Bureau, 

and to Organization at the address first stated herein. Notice shall be deemed given on 

the date personal delivery is made or the date shown on the return receipt, whichever is 

earlier. Notice of change of address shall be given in the same manner as stated herein 

for other notices. 

Section 15. The City Manager or hislher designee is authorized to 

administer this Contract and all related matters, and any decision of the City Manager or 

designee in connection herewith shall be final. 

Section 16. Organization shall have the right to terminate this Contract at 

any time for any reason by giving thirty (30) days' prior notice of termination to the City, 

and the City shall have the right to terminate all or any part of this Contract at any time for 

any reason or no reason by giving five (5) days' prior notice to Organization. If either 

party terminates this Contract, all funds held by Organization under this Contract which 

have not been spent on the date of termination shall be returned to the City. 

Section 17. This Contract, including all exhibits and attachments hereto, 

constitutes the entire understanding of the parties and supersedes all other agreements, 

oral or written, with respect to the subject matter herein. This Contract shall not be 

amended, nor any provision or breach hereof waived, except in writing by the parties that 

expressly refers to this Contract. 

Section 18. The acceptance of any service or payment of any money by 

the City shall not operate as a waiver of any provision of this Contract, or of any right to 

damages or indemnity stated herein. The waiver of any breach of this Contract shall not 

constitute a waiver of any other or subsequent breach of this Contract. 

Section 19. This Contract shall be governed by and construed pursuant to 

the laws of the State of California, without regard to conflicts of law principles. 

Section 20. In the event of any conflict or ambiguity between this Contract 

and one or more attachments, the provisions of this Contract shall govern. 

Ill 
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IN WITNESS WHEREOF, the parties have caused this document to be duly 

executed with all formalities required by law as of the date first stated above. 

20f1 

2007  

MENTAL HEALTH AMERICA OF LOS 
ANGELES, a California nonprofit 

Type or Print Name 
B d > - , h M J  &. A,& 

(fJ Secretary 
\ /t& I d  k3, se caf,s-# 

Type or Print Name 

“Organization” 

CITY OF LONG BEACH, a municipal 
corporation 

. Assistant City Manager 
BY 

f 
e 

City Manager 
Jrc 9 2ocF) 

eleclJmcueWuANT 
to8ECTIoN901 of ‘City” V 

This Contract is approved as to form on 
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ATTACHMENT “C” 



PARTS 200-214 [RESERVED]

PART 215-UNIFORM ADMINISTRA-
TIVE REQUIREMENTS FOR GRANTS
AND AGREEMENTS WITH INSTITU-
TIONS OF HIGHER EDUCATION,
HOSPITALS, AND OTHER NON-
PROFIT ORGANIZATIONS (OMB
CIRCULAR A-110)

Sec
21-L About this part

Subpart /,-General

215 . : Purpose .
2 Definitions .

71 .: .3 FSfeC1 on Ctrie' rssnances .
215 4 Deviations .
215 .5 Sunawards .

SuDpat B-Pie-Award Requirements

215.10 Purpose .
21211. Pre-award policies .
215 12 Parsers for applying for Federal assist-

ance .
215.13 Denarment and suspension .
21514 Speo:al award conditions .
215 .15 Metric sys en: of measurement .
213.16 Resource Conservation and Recovery

Lot .
215.17 Ce :ficatlons and representations .

Subpart C-Post-Award Requirements

Frfililiot l AND YROGRAN MP-NtOE1,4ENT

215.20 Purpose of financial and program
m: nagement.

215 .2' Standards for financ •.al management
s111 ern:

216.22 Payment
2-7," 3 Cost sharing or ma„anmg .
215_14 Progran ; Income .
2_5 .25 Revision of budget and program

plans
21.5.26 Non-Filers: audits .
2_f, costs .
215 .28 Period of availabllit, of nor .
215-29 Condrt:onal exemptions .

PROPER-3 STANDARDS

2:5.30 Purpose of property standards .
21511 Insurance coverage
215.32 Real property .
215.3E Fedesaiil-oweled and exempt prop-

erty .
2 .5.34 Ecuipment
2115 .32 Supplies and osner espenoaole prop

3

	

r property .
1 petty trust relac enslap

YPOv0i:E10ENr SflNi,ARbL

15.46 Purpose of prwmnmen standards
215 .9 : RecipientrespuosiliCt .e5

42 Coues of condom .
215.43 Competition .

2

211.44 Procurement procedures .
215 .9E Cost art price analysis .
215.4E Procurement recorde .
216 .95 Contract adrninistraclm:
15 .9E Contract provisions-

REPORTS AWL RECORDS

215.50 Purpose of reports ant records-
216 .51 Monltonng and reporting program

performance .
215 .52 F1narcia',reporting .
215 .51 hetention and access requirement :

for records .

TE,RIM3IAT1OI4 sENL ENFORCEesoc

215.60 Purpose o: termination and enforce
rent

215,61 Termination .
210.62 Enforcement .

Subpart 0-After-the-Award Requirements

215.70 Purpose .
215 .71 Closeout procedures .
211.72 Subsequent adjustments and

tinuing responsipilitles .
215,72 Collection of amounts CUE .
L?PENnn: .°. To PAR7 215,-COHTS .ACT Paced .

S10NE

RuTnortiTY'. 31 U .S .C . 503 33 C .S .C . 11'_1, 4'-
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$ 215 .0 About this part .

(a) Purpose . This part contains (IMP
guscarice',c Federal agencies or. the ad-
m1nlEWatOn of grants Lo and agree-
rCients with lnstltutlons of higher edu-
cation . iiospita' and other non-profit
organisations . The guidance sets forth
stanoards for obtalrrlng corlsIster10y
and uniform' :}' In -,ere agencies' admin-
istratlon of :nose -ran -, E and agree -
aients

(0) Appiicco'tiag . C) Excep: as prc-
vlded herein, the standards se( forth in
this part. applscahie tc a1! . _derrl
agencies .

	

any statute Speclfl'G_-$
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§215 .1

p sc :dhair po

	

ce•du. neonat-n
that d. .

	

n•om ;he standards
.;rcvi(led m

	

s part, the provisionsfof
ciie statute small govern .

:'he provisions of subparts A
:hrough I) of this part shall he applied
fly Fadnral agencies to recipients- Re-
clpieuCs shall apply the provisions of
chose subparts to subrecipients per-
forming substantive work under grants
and agreements that are passed
through or awarded by the primary re-
cipient, if such subrecipients are orga-
nizations described in paragraph (a) of
this section .
(3) This part does not apply to grants,

contracts, or other agreements be-
tween the Federal Government and
units of State or local governments
covered by OMB Circular A-102,
'3rants and Cooperative Agreements
vnth State and Local Governments" I

and the Federal agencies' grants man-
agement common rule (see §215 .5)
which standardize the administrative
requirements Federal agencies impose
on State and local grantees . In addi-
tion, subawards and contracts to State
or local governments are not covered
by this part . However, this part applies
to subav,'ards made by State and local
governments to organizations covered
by this part .
(4) Federal agencies may apply the

provisions of subparts A through D of
this part to commercial organizations,
foreign governments, organizations
under the jurisdiction of foreign gov-
ernments, and international organiza-
tions .
(c) 0AMB responsibilities . OMB is re-

sponsible for :
(1) Issuing and maintaining the guid-

ance in this part,
(2) Interpreting the policy require-

ments in this part and providing assist-
ance to ensure effective and efficient
implementation .
(3) Reviewing Federal agency regula-

tions implementing the guidance in
this part, as required by Executive
Order 12666 .
(4) Granting any deviations to Fed-

eral agencies from the guidance 1n this
part, as provided in §215 .4. Exceptions
will only be made in particular cases

+See 5 CFR 1310 .9 for availability of OMB
circulars .
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. .ere ales

	

nt;flo	n

	

pre-
sensed .
(5) Conducting broad r, .ersighe o`

government-wide eompliaric'. with bin
guidancee in this part .

(r1 ) Federal neency raspon,ribiiitiss . :she
head of each Federal agency that
awards and administers grants arid
agreements subject to the guidance in
this part Is responsible for :
(1) Implementing the guidance in

subparts A through D of this part by
adopting the language in those sub-
parts unless different provisions are re-
quired by Federal statute or are ap-
proved by OMB .
(2) Ensuring that the agency's com-

ponents and subcomponents comply
with the agency's implementation :If
the guidance in subparts A through Ii
of this part .
(3) Requesting approval from OMB

for deviations from the guidance in
subparts A through D of this part in
situations where the guidance requires
that approval .
(4) Performing other functions speci-

fied in this part,
(e) Relationship to previous issuance .

The guidance in this part previously
was issued as OMB Circular A-110 . Sub-
parts A through D of this part contain
the guidance that was in the attach-
ment to the OMB circular. Appendix A
to this part contains the guidance that
was in the appendix to the attachment .

(f) Information Contact . Further infor-
mation concerning this part may be ob-
tained by contacting the Office of Fed-
eral Financial Management, Office of
Management and Budget, Washington,
DC 20503, telephone (202) 395-3993 .

(g) Termination Review Date . This part
will have a policy review three years
from the date of issuance,

Subpart A-General

§215 .1 Purpose .
This part establishes uniform admin-

istrative requirements for Federal
grants and agreements awarded to in-
stitutions of higher education, hos-
pitals, and other non-profit organiza-
tions. Federal awarding agencies shalll
riot impose additional or inconsistent
requirements, except as provided in
§ 215 .4, and § 215 .14 or unless specifically

A TACHiI"LF)f . C
2
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toe States are aisa su[,ect tC' State ie-
ouiremente

t 2.15 .2 Definitions .
Accrued exper.duures means ri,e

_arges incurred by the recipient Our-
a,€ a g.ver- period requiring the prov :-
sior'o' hinds for :

il . Goods and other tangible property
received ;

(2, Services performed by employees,
con tractors ! subrecipients, and other
payees; and,
(3) Other amounts becoming owed

under programs for which no current
services or performance is required .

(b ) Accrued Income means the sum of
;j) Earnings during a given period

from
'I, Services performed by the recipf-

ent.and
(ii) Goods and other tangible prop-

erty delivered to purchasers, acid
(2) Amounts becoming owed to the

recipient for which no current services
or performance is required by the re-
cipient .
(c) Acquisition cost of equipment means

the net invoice price of the equipment .
including t'he cost of modifications, at-
tachments, accessories, or auxiliary
apparatus necessary to make the prop-
erty usable for the purpose for which it
was acquired . Other charges, such as
the cost o`f installation, transportation,
taxes, duty or protective in-transit in-
surance, shall be included or exoicded
from the unit acaursitior, cost in ac-
cordance with the recipient's regular
accounting practices .

(d ) Advance means a payment made
by Treasury check or other appropriate
payment mechanism to a recipient
upon its request either before outlays
are made by the recipient or through
toe use of predeterm: nod payment
schedules .

Aluurd means financial2 assistance
coat provides support or stimulation to
accomplish a public purpose . Awards
include grants and other agreements In
the form, o` money or property in lieu
of moneyy by the Federal Government
Lc ar. e1 :gi ie recipient . The term does
DO, rticrnde'e tecnnicai assistance .
w11'-Cr, proviOe= services instead o

'y Line LL -naiviouaiE anal C011tracts
if are requires 00 LIE entered into

and admimsterec uruer prooureroent
lawsE and regulations .

(f ) Cask, cortribunont means the re-
eipiert's cas , outlay', rneiumng the
outlay of money contriouted to the re-
cipient oy emro parties .
(g) Ctoseoui means the process -by

which a Federal awarding agency de-
te°mznes that all applicable adm n,5
'native actions and all required work of
the award have been completed by the
recipient and Federal awarding agency .
(h) Contract means a procurement

contract under an award or subaward,
and a procurement subcontract under a
recipient's or subrecipient's contract .

(i Cost sharing or matching means
that portion of project or program
costs not borne by the Federal Govern-
ment .
(j) Date c; completion means the date

on which all work under an award is
completed or the date on the award
document, or any supplement or
amenament thereto . on which Federal
sponsorship ends .

(k) Disallowed costs means those
charges to an award that the Federal
awarding agency determines to be un-
allowable . in aocordanoe with the ap-
plicable Federal cost prncipies or
other terms and conditions contained
is the aware
(11 Equipment means tangible non-

expendable personal property including
exempt property charged directly
the award having a useful life 0`' more
than one year and an aequi5ition cost
of SE,000 or more per unit . Howeverr
consistent with recipient policy . lower
limits mar be established .
(m; Exeess Property means property

under the control of any Federal
awarding agency that, as deterrrdnec
by the head thereof. i s no longer re-
quired for its needs or the discharge of
Its responsibilities-

(n) Erempi pruper(v means vngioie
personal property acquired ir. whole or
fr- part with Federal funds, v-nere the

Federal awarding agency has statutory
autlonty Lo vest trio
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§ 2 15 .2

.7lhoui further colination Lo the Fed-
oral Government . An example of -
ornot property authority is contained
in the Federal Grant and Cooperative
Agreement Act (31 U-S-C- 6306), for
property acquired under an award 1 0
conducti basic or applied research by a
non-profit institution of higher edu-
cation or non-profit organization
whose principal purpose is conducting
scientific research .
(o) Federal awarding agency means

the Federal agency that provides an
award to the recipient .

(p) Federal funds authorized means the
total amount of Federal funds obli-
gated by the Federal Government for
use by the recipient . This amount may
include any authorized carryover of un-
obligated funds from prior funding pe-
riods when permitted by agency regula-
tions or agency implementing instruc-
tions .
(q) Federal share of real property,

equipment, or supplies means that per-
centage of the property's acquisition
costs and any improvement expendi-
tures paid with Federal funds .

(r) Funding period means the period of
time when Federal funding is available
for obligation by the recipient .

(s) Intangible property and debt instru-
ments means, but is not limited to,
trademarks, copyrights, patents and
patent applications and such property
as loans, notes and other debt instru-
ments, lease agreements, stock and
other instruments of property owner-
ship, whether considered tangible or in-
tangible .
(t) Obligations means the amounts of

orders placed, contracts and grants
awarded, services received and similar
transactions during a given period that
require payment by the recipient dur-
ing the same or a future period .

(u) Outlays or expenditures means
charges made to the project or pro-
gram. They may be reported on a cash
or accrual basis . For reports prepared
on a cash basis, outlays are the sum of
cash disbursements for direct charges
for goods and services, the amount of
indirect expense charged, the value of
third party in-kind contributions ap-
plied and the amount of cash advances
and payments made to subrecipients .
For reports prepared on an accrual
basis, outlays are the sum of cash dis-
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horsen-ients for direct coa-ges for goods
and services, the amount of indirect ex-
pense incurred, the value of in-kind
contributions applied, and the net in-
crease for decrease) in the amounts
owed by the recipient for goods and
other property received, for services
performed by employees, contractors,
subrecipients and other payees and
other amounts becoming owed under
programs for which no current services
or performance are required .

(v) Personal property means property
of any kind except real property . It
may be tangible, having physical exist-
ence, or intangible, having no physical
existence, such as copyrights, patents,
or securities .
(w) Prior approval means written ap-

proval by an authorized official evi-
dencing prior consent .

(r-) Program income means gross in-
come earned by the recipient that is di-
rectly generated by a supported activ-
ity or earned as a result of the award
(see exclusions in §215 .24(e) and (h)) .
Program income includes, but is not
limited to, income from fees for serv-
ices performed, the use or rental of real
or personal property acquired under
federally-funded projects, the sale of
commodities or items fabricated under
an award, license fees and royalties on
patents and copyrights, and interest on
loans made with award funds. Interest
earned on advances of Federal funds is
not program income . Except as other-
wise provided in Federal awarding
agency regulations or the terms and
conditions of the award, program in-
come does not Include the receipt of
principal on loans, rebates, credits, dis-
counts, etc ., or interest earned on any
of them .

(y) Project costs means all allowable
costs, as set forth in the applicable
Federal cost principles, incurred by a
recipient and the value of the contribu-
tions made by third parties in accom-
plishing the objectives of the award
during the project period .

(z) Project period means the period es-
tablished in the award document dur-
ing which Federal sponsorship begins
and ends .
(as.) Property means, unless otherwise

stated, real property, equipment, in-
tangible property and debt instru-
ments .

ATTACHMENT . . C,
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80,ucer
rno, aole nmcn.nerv ant equipment .

.oc Ren47nenl roead.s a. orgartoatiut:
reseveng financial assistance directly
from Federal awarding agencies to
carry oat a proieot m program The
,,e:n, includes public and private mstl-
ta;,nons of higne7 education- public and
private hospitals, and other quasi-pub-
he and m_ invade non-profit organizations
such as but not limited tc, community
action agencies, research institutes,
educational associations, ana health
centers . The term may include com-
mercial organ:zaticns.foreign or inter-
national organizations (such as agen-
cies of the United Nations) which are
recipients, subrecipients, or contrac-
tors or subcontractors of recipients or
subrecipients at the discretion of the
Federal awarding agency . The term
does not include government-owned
contractor-operated facilities or re-
search centers providing continued
support for mission-oriented, large-
scale programs that are government-
owned or controlled, or are designated
as federally-funded research and devel-
opment centers

,ad) Research and development means
all research. activities, both basic and
applied, and all development activities
that are supported at universities, col-
leges, and ther non-profit mstiit-
Lions "Pesearoo is defined as a sys-
tematic study directed toward fuller
scientific knowledge or understanding
o'. the subject studied . 'Development''
is the systematic use of knowledge and
understanding gained from research di-
rectec toward the production of useful
materials device; . systemse or meth-
ods . including design and development
of prototypes and processes . The term
research also includes activities in-
volving the training of individuals in
research technique ; where such activi-
ties utilse the same facilities as other
research and development activities
and where such activitiess are not in-
cludes in the instruction function,
;eel Small awa-d; means a grant or

cooperative agreement hot exceeding
the mah purchase tnreshcid fixed at
4. J.S.G. (currently r25,000, .

;=f Suoaward means ar. award of f!-
canc_al assistance in the form of

G

T

eagrhae scnarec .mers or ei- a. suc-
ree.Lient to a aOwer tier sucreclpier,t .
he tent includes fir n ,aw ass sauce

wne7 providec oy a-,

	

agreement
,ever, it the agreement s palled a _._-

tract, nut Gees not include procu 'e-
ment of good; and services nor noes n
_nelnde any ferry, o'tassistance which i_
excluded from the nefinition o'.
"aware' In y216 2(e,
(rg; Sub-ec:Pier. : ?nears the legal ent -

ty to which a suhaward is made and
which is accountable to the recipient
for the use of the funds provided . The
term May include foreign o- inter-
national organizations (such as agen-
cies of the United Nations) at the dis-
cretion of the Federal awarding agen-
cy .

I

(hh) Supplees means aP personal prop-
erty excluding equipment, mtaxi Die
property, and dent instr•:ments a, at-
fined in this section, and inventions of
a contractor conceived or first actualli
reduced to practice in the performance
of work under a funding agreement
"subject inventions"), as defined ir. 37
CFP part

401, "Rights to Invention=- by Nonprofit Organizations ant
Small Business Firms Under Govern
ment Grants, Contracts, and Coopera-
tive Agreements ."

(ii) Suspension means an action by a
Federal awarding agency that tempo-
rarily withdraws Federal sponsorship
under an award. pending corrective ac-
tion by the recipient or pending a deci-
sion to terminate the award by the
Federal awarding agency- Suspension
of an award is a separate action from
suspension under Federa_ agency regu-
lations implementing E .O . 12549 (51 FR
6370, 2 CFR, 1986 Conn ., T. 1B9) and B C .
1268E (54 FR. 34131, 3 C?R . 1989 Comp . . p .
235). 'Denarment and Suspension .'

(n) Termmatton means the cancella-
ciot of Federal SeehSDrsh-:pe in whole or
in part, under an agreement at any
time prior to the Gate of completion .

(ilk) Third party ir5-Ytna contributiens
means the value of non-cash contribu-
tions provided by non-Federal third
parties . Third party rn-rind contrior-
tiens gray be in the form of real prop-
erty, equipment . supplies and other ex-
pendable property, and the value
goods ant serviceE directly benefiting



project. of p„og: am
')i' Omnquiaa.ted obligation ss for finan-

-Ial reports prepared on a cash 'oasis,
means the amount of obligations in-
curred by the recipient that have not
'neon paid . For reports prepared on an
accrued expenditure basis, they rep-
resent the amount of obligations in-
curred by the recipient for which an
outlay has not been recorded .
(mm) Unohfigated balance means the

portion of the funds authorized by the
Federal awarding agency that has not
been obligated by the recipient and is
determined by deducting the cumu-
lative obligations from the cumulative
funds authorized .

(nn) Uarecovered indirect cost means
the difference between the amount
awarded and the amount which could
have been awarded under the recipi-
ent's approved negotiated indirect cost
rate .

(oo) Wsrlcing capital advance means a
procedure whereby funds are advanced
to the recipient to cover its estimated
disbursement needs for a given initial
period .

§ 216 .3 Effect on other issuances .
For awards subject to this part, all

administrative requirements of codi-
fied program regulations, program
manuals, handbooks and other non-
regulatory materials which are incon-
sistent with the requirements of this
part shall be superseded, except to the
extent they are required by statute, or
authorized in accordance with the devi-
ations provision in §215 .4 .

§ 215 .4 Deviations .
The Office of Management and Budg-

et (OMB) may grant exceptions for
classes of grants or recipients subject
to the requirements of this part when
exceptions are not prohibited by stat-
ute. However, in the interest of max-
imum uniformity, exceptions from the
requirements of this part shall be per-
mitted only in unusual circumstances .
Federal awarding agencies may apply
:pore restrictive requirements to a
class of recipients when approved by
OMB. Federal awarding agencies may
apply less restrictive requirements
when awarding small awards, except
for those requirements which are stat-
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oiorv . fbxc .p loos on A ose-o'
basis may also oe made b y Federal
awarding agencies .

o . Subewards .
Unless sections of this part specifi-

cally exclude subrecipients from cov-
erage, the provisions of this part shall
be applied to subrecipients performing
work under awards if such subrecipi-
ents are institutions of higher edu-
cation, hospitals or other non-profit, or-
ganizations. State and local govern-
ment subrecipients are subject to the
provisions of regulations implementing
the grants management common rule,
"Uniform Administrative Require-
ments for Grants and Cooperative
Agreements to State and Local Gov-
ernments," published at 7 CFR parts
3015 and 3016, 10 CFR part 600, 13 CFR
part 143. 15 CFR part 24, 20 CFR part
437, 22 CFR part 135, 24 CFR parts 44, 85,
111 . 511, 570, 571, 575, 590, 850, 882, 905,
941, 968, 970, and 990, 28 CFR part 66, 29
CPR parts 97 and 1470, 32 CFR part 278 .
34 CPR parts 74 and 80, 36 CFR part
1207, 38 CFR part 43, 40 CPR parts 30, 31,
and 33, 43 CPR part 12, 44 CFR part 13,
45 CPR parts 74, 92, 602, 1157, 1174, 1183,
1234, and 2015, and 49 CPR part 18 .
[69 FR 26281, May 11, 2004, as amended at 70
FR 51880, Aug . 31, 20051

Subpart B-Pre-Award
Requirements

k215.10 Purpose.
Sections 215.11 through 215 .17 pre-

scribe forms and instructions and other
pre-award matters to be used in apply-
ing for Federal awards .

§215 .11 Pre-award policies .
(a) Use of Grants and Cooperative

Agreements, and Contracts . In each in-
stance, the Federal awarding agency
shall decide on the appropriate award
instrument (i .e ., grant, cooperative
agreement, or contract), The Federal
Grant and Cooperative Agreement Act
(31 U .S .C. 6301-08) governs the use of
grants, cooperative agreements and
contracts . A grant or cooperative
agreement shall be used only whet the
principal purpose big transaction is to
accomplish a public purpose of support
or stimulation authorized by Federal

ATTACHMENT . . ~__
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~'suustantia involvement "E elpettec tale parties who are ieuarrec, sn6-
oetween the executive agency arc the pendec or otherwise excluded roar not
Pate, local government, nr other re- oe participants or principals _n Federal
inmost wner, carrying out the activity assistance av:ards and subawarcs, anc
r;onternp'lated m the agreement .' Con- in certain contracts under those
tracts shall be used when the principal awards and subawards .
purpose is acquisition of property or

	

lit FE 51879, Pug s'. 20051
services for the direct benefit or use of
tae Federal Government .

	

$21514 Special award conditions .
lb) Public Notice and Priority Set- If an applicant or recipient- has a his-

sing. Federal awarding agencies shay, tory of poor performance, is not finan-
notify the public of its intended fund- dally stable, has a management
in€ priorities for discretionary grant

	

-

	

.} ..
tom that does not meet the standards

programsE unless funding priorities are prescrioed in this part, has not con-
established by Federal statutee farmed to the terms and conditions of

5215 .12 Forms for applying for Fed- a previous award, or is not otherwise
oral assistance.

	

responsible . Federal awarding agencies
may impose additional requirements as

(al Federal awarding agencies shall needed, provided that such applicant or
comply with the applicable report recipient is notified in writing as to,
clearance requirements of 5 CFR part the nature of the additional require-
1320 . "Controlling Paperwork Burdens ments, the reason why the additional
on the Public,' with regard to all requirements are being imposed, the
forms used by the Federal awarding nature of the corrective action needed,
agency is place of or as a supplement the time allowed for completing the
to the Standard Form 424 (SF-424) se- corrective actions, and the method for
ries,

	

requesting reconsideration of the addi-
(b) Applicants shall use the SF-425 tional requirements imposed . Any spe-

series or those forms and instructions cial conditions shall be promptly r -
prescribec by the Federal awarding moved once the c,,d--tions that
agency .

	

prompted them have been corrected -
(c) For Federal programs covered by

11,C) 22272, "Intergovernmental Review $215 .15 Metric system of measure-
of Federal Programs," (47 FE 30959, 3

	

went
CFR. 1982 Comp ., p . 197) the applicant The Metric Carvers= Actt as
shall complete the appropriate sections amended by the Omnibus Trade and
of the SF-424 (Application for Federal Competitiveness Act (15 U .S .C. 205 ; de-
Assistance) indicating whether the ap- Glares that the metric system is the
placation was subject to review by the preferred measurement system for U.S -
State Single Point of Contact (SPCC); trade and commnerce . The Act requires
The name and address of the SPOC for each: Federal agency to establish a date
a particular State can be obtained from or dates in consultation wits the Sec-
the Federal awarding agency or the retary of Commerce, when the metric
Cataiog of Federal Domestic AssistanceE system of measurement will be used in
The SPOC shall advise the applicant the agency's procurements . grants. and
whether tie program for which applica- other business-related activrtres . Met-
rics is made has beer selected by that re implementation may take longer
State for review-

	

where the use of the system is initially
,d,• Federal awarding agencies that do impractical or likely ao cause signifi-

not use the SF-424 form should ihdi- cant inefficiencies ir, the accomplish-
..ate whether the application is sub)eet ment of federally-funded activitiesf
ec review by the State under E.0. 12372- Federal awarding agencies shell follow

215 .13 Debarment and us

	

the provisions of E .O. 12770, ''Metric
5

	

sion.

	

Prc-Pens

	

Usage in Feaerai Government
Federa: awarding agencies and re- grams" (66' FR 35801 . 3 --FR, 1991 Cmng .,

cipients shall comely with Federal p. 553)

4s
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X215,16 Resource Conservation and data to performance data and develop
Recovery Act .

	

unit cost information whenever prat
Under the Act, any State agency or ticall

agency of a political subdivision of a

	

l

	

ec,npient5 financial management
s„ sums shall provide for the managementState which is using appropriated Fed-ftUowmir

oral funds must comply with section (1) Accurate, current and complete
5002 . Section 6002 requires that pr-f- disclosure of the financial results of
erence he given in procurement pro- each federally-sponsored project or
grams to the purchase of specific prod- program in accordance with the report, -
u ots containing recycled materials ing requirements set forth in §215 .52 . If
identified in guidelines developed by a Federal awarding agency requires re-
the Environmental Protection Agency porting on an accrual basis from a re-
(EPA) (40 CFR parts 247-254) . Accord- cipient that maintains its records or,
ingly . State and local institutions of other than an accrual basis, the recipi-
higher education, hospitals, and non- ent shall not be required to establish
profit organizations that receive direct an accrual accounting system . These
Federal awards or other Federal funds recipients may develop such accrual
shall give preference in their procure- data for Its reports on the basis of an
ment programs funded with Federal analysis of the documentation on hand .
funds to the purchase of recycled prod- (2) Records that identify adequately
ucts pursuant to the EPA guidelines .

	

the source and application of funds for
federally-sponsored activities . These

j215.17 Certifications and representa- records shall contain information her-
tions .

	

taining to Federal awards, authoriza-
Unless prohibited by statute or codi- Lions, obligations, unobligated bal-

fied regulation, each Federal awarding ances, assets, outlays, income and In-
agency is authorized and encouraged to terest .
allow recipients to submit certifi-

	

(3) Effective control over and ac-
cations and representations required countability for all funds, property and
by statute, executive order, or regula- other assets . Recipients shall ade-
tion on an annual basis, if the recipi- quately safeguard all such assets and
ents have ongoing and continuing rela- assure they are used solely for author-
tionships with the agency . Annual car- ized purposes .
tifications and representations shall be

	

(4) Comparison of outlays with budg-
signed by responsible officials with the et amounts for each award, Whenever
authority to ensure recipients' oomph- appropriate, financial

	

information
ance with the pertinent requirements .

	

should be related to performance and
unit cost data .

Subpart C-Post Award

	

(5) Written procedures to minimize
Requirements

	

the time elapsing between the transfer
of funds to the recipient from the U .S .

FINANCIAL AND PROGRAM MANAGEMENT Treasury and the issuance or redernp-
tion of checks, warrants or payments

§215 .20 Purpose of financial and pro- by other means for program purposes
gram management .

	

by the recipient . To the extent that the
Sections 215.21 through 215 .28 pre- provisions of the cash Management Im-

scribe standards for financial manage- provement Act (CMIA) (Pub . L . 101-453)
ment systems, methods for making govern, payment methods of State,
payments and rules for : satisfying cost agencies, instrumentalities . and fiscal
sharing and matching requirements, agents shall be consistent with CA4IA
accounting for program income, budget Treasury-State Agreements or the
revision approvals, making audits, de- CMIA default procedures codified at 31
termlning allowability of cost, and es- CFR part 205, "Withdrawal of Cash
tablishing fund availability .

	

from the Treasury for Advances under
Federal Grant and Other Programs .''

1215 .21 Standards for financial man- (6) Written procedures for deter-
agement systems .

	

mining the reasonableness, allocability
(a) Federal awarding agencies shall and allowability of costs in accordance

require recipients to relate financial with the provisions of the applicable

46
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.. er_cris
.:rib Condlt'-blit o' the award

., P_c .;ovnting e Oo rcc .ncicolng Cost
.counting reeoror that are sunpo tech!

cv sourcedocunienbatiOf .
,o Where the Federal Government

guarantee° or insures the repayment of
money borrowed Dy the remplent- the
Federal awarding agency . at its discre-
tion, may require adequate bonding
and insurance if the bonding and insur-
ance requirements of the recipient ace
not deemed adequate to protect the in-
terest of trot Federal Government -

(d ; The Federal awarding agency may
require adequate fidelity bond coverage
where the recipient lacks sufficient
coverage to protect the Federal Gov-
ernmer.t s irterest .
(e, vWhere bonds are required in the

situations described above, the bonds
shall be ooramed from companies hold-
ing certificates of authority as accept-
able sureties, as prescribed in 31 CFR
part 223 . "Surety Companies Doing
Business WAT, Ins United States-"

§215.22 Payment .
(a) Payment methods shall minimize

the time elapsing between the transfer
of funds from the United States Treas-
ury and the issuance or redemption of
checks, warrants, or payment by other
means by the recipients . Payment
methods of State agencies or iristru-
nientalities shay. be consistent with
Treasury-State C1t1 -_A agreements or
default procedures codified at 31 OFF
part 205 .

nj Recipients are to be paid i ad-
vance, provided they maintain or oem-
castrate tine willrngnese to maintain :
%1) Written procedures that minimize

tike time elapsing between the transfer
of funds and disbursement by the re-
cipientt and

gr

(2, Financial management systems
L%at meet the standards for fund con-
trol and accountability as established
it ¢215 .21 . Cash advances to a recipient
or, anization shall be limited to the
minimum amounts needed and be
timed to be in accordance with tie ac-
tual. immemate cash requirements of
the i ecipient organization in carrying
out toe purpose of the approved pro-
am or project. The timing and
ount o cash advances shalll be as

cl
^m
ose as is adnnnstaa~ ee_y feasicle tc

521 .22

~ . a otu ourse-ncut_ or tine reorp_-
ent organtca0 :or: : - mreot pcograrr. o r

u elect, costs and Lire proportio- :0,„e
share of any allowable iridn'eot cosLEI
to) Whenever possloie, advances male

be consolidated tc cover anticipated
cast needs for a' awards mace by the
Federal awarding agency to the recipi-
ent .
Q; Advance payment mechanisms on-

crude, but are not limited to, Treasury
sheen and electronic funds transfer .
(2S Advance payment mechanisms are

subject to 3I OFF part 205 .
(3) Recipients shall be authorized tc

submit requests for advances and reim-
bursements at least n,cntnly when
electronic fund transfers are not used .
(d) Requests for Treasury cheek ad-

vance payment shall be submitted on
SF-274 "Request for Advance or Reim-
bursement," or other forms as may be
authorized by OIJ_B . This form is not to
be used when Treasury check advance
payments are made to the recipient
automatically through the use of a pre-
determined payment schedule or d pre-
cluded by special Federal awarding
agency instructions for electronic
funds transfer .
(e) Peinfbursement is the preferred

method when the requirements in
§21G12(b) cannot be rnet . Federal
awarding agencies may also use this

method on any construction agree-
ment, or if the major portion of the
construction project -is accomplished
through private market financing or
Federal loans, and the Federal assist-
ance constitutes a minor portion of '!is
project .

' i When the reimbursement method
is used, the Federal awardin€ agency
shall mane payment within 30 days
after receipt of the billing, unless the
billing is improper .

(2 ; Recipients shall be authorized to
submit request for reimbursement at
least monthly when electronic funds
transfers are not used .

(f) If a recipient cannot meet the cri-
teria for advance payments and the
Federal awarding agency has deter-
mined that reimbursement not fea-
siDie because the recipient lacks sufd'i-
cient working cap tal, one Federal
awarding agency may provide cash on a
working capita: advance basis. Jnder
this procedure . the Federal awarding

A7~ACH)i
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:ncv

	

udvcnr c .sh ,- the .
pienl, to cover its est .mated d:snurse-

ment needs for an initial period gen-
erally geared to the awardee's dis-
'nirsing cyr,le . Thereafter, the Federal
awarding agency shall reimburse the
recipient for its actual cash disburse-
ments . The working capital advance
method of payment shall not be used
for recipients unwilling or unable to
provide timely advances to their sub-
recipienr. to meet the suhreclptent's ao-
tual cash disbursements .
(g) To the extent available, recipi-

ents shall disburse funds available from
repayments to and interest earned on a
revolving fund, program income, re-
bates, refunds, contract settlements,
audit recoveries and Interest earned on
such funds before requesting additional
cash payments .

(h) Unless otherwise required by stat-
ute, Federal awarding agencies shall
not withhold payments for proper
charges made by recipients it any time
during the project period unless para-
graphs (h)(1) or (2) of this section
apply .
(1) A recipient has failed to comply

with the project objectives, the terms
and conditions of the award, or Federal
reporting requirements .
(2) The recipient or subrecipient is

delinquent in a debt to the United
States as defined in OMB Circular A-
129, "Managing Federal Credit Pro-
grams." Under such conditions, the
Federal awarding agency may, upon
reasonable notice, inform the recipient
that payments shall not be made for
obligations incurred after a specified
date until the conditions are corrected
or the indebtedness to the Federal Gov-
ernment is liquidated .
(I) Standards governing the use of

banks and other institutions as deposi-
tories of funds advanced under awards
are as follows .

(1) Except for situations described in
paragraph (i)(2) of this section, Federal
awarding agencies shall not require
separate depository accounts for funds
provided to a recipient or establish any
eligibility requirements for deposi-
tories for funds provided to a recipient .
However, recipients must be able to ac-
count for the receipt, obligation and
expenditure of funds .
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o f F ederal funds shall be
deposited and maintained in insured
accounts whenever possible .
(1) Consistent with the national goal

of expanding the opportunities for
women-owned and minority-owned
business enterprises, recipients .shall he
encouraged to use women-owned and
minority-owned banks (a bank which is
owned at least 50 percent by women or
minority group members) .
(k) Recipients shall maintain ad-

vances of Federal funds in interest
bearing accounts, unless paragraphs
(k)(1) . (2) or (3) of this section apply .
(1) The recipient receives less than

$120,000 in Federal awards per year .
(2) The best reasonably available in-

terest hearing account would not be ex-
pected to earn interest in excess of $250
per year on Federal cash balances .
(3) The depository would require an

average or minimum balance so high
that it would not be feasible within the
expected Federal and non-Federal cash
resources .
(1) For those entities where CMIA

and its implementing regulations at 31
CFR part 205 do not apply, interest
earned on Federal advances deposited
in interest bearing accounts shall be
remitted annually to Department of
Health and Human Services, Payment
Management System, Rockville, MD
20852. Interest amounts up to $250 per
year may be retained by the recipient
for administrative expense. State uni-
versities and hospitals shall comply
with CMIA, as it pertains to interest . if
an entity subject to CMIA uses its own
funds to pay pre-award costs for discre-
tionary awards without prior written
approval from the Federal awarding
agency, it waives its right to recover
the interest under CMIA .
(m) Except as noted elsewhere in this

part, only the following forms shall he
authorized for the recipients in re-
questing advances and reimburse-
ments. Federal agencies shall not re-
quire more than an original and two
copies of these forms,
(1) SF-270, Request for Advance or

Reimbursement. Each Federal award-
ing agency shall adopt the SF-270 as a
standard form for all nonconstruction
programs when electronic funds trans-
fer or predetermined advance methods

I ATTACHMENT
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ing
,a io_rr: u- co struotlon programs :n

it en of the SF-271, "Outlay E .eport and
Recuest for Reimbursement for Con-
-meuction Programs .'
12 . SF-271, Outlay Report and He-

ques: for Reimbursement for,-or,
Each Federal awarding

agency shall adopt the SF-271 as the
standard form tc be used for requesting
reimbursement for construction Pro-
grains . However, a Federal awarding
agency may substitute the SF-270
'when the Federal awarding agency de-
termines that it provides adeouate in-
formation to meet Federal needs .

215.23 Cost sharing or matching .
(a, All contributions, including cash

and third party iii-kind, shall be ac-
cepted as part of the recipient `s cost
sharing or matching when such con-
tributions meet all of the following orl-
teria .
(I) Are verifiable from the recipient's

records .
(2 Are not included as contributions

for any other federally-assisted project
or program .
(3) Are necessary and reasonable for

proper and efficient accomplishment of
project or program objectives .
(9) Are allowable under the apphca-

o:e cost principles
(5j Are not paid by the Federal Gov-

ernment under anotner award, except
v -here authorized by Federal statute to
be used for cost sharing or matching .
(6) Are provided for in the approved

budget when required by the Federal
awarding agency -
(7) Conform to other provisions of

this part, as applicable .
(b) unrecovered indirect costs may be

included as part of Gust sharing or
matching only with the prior approval
of the Federal awarding agency .

;.e) Values for recipient contributions
of services and property shall be estab-
iished ii accordance with the applica-
ble cost principles . I f a Federal award-
ing agency authorizes recipients to do-
nate buildings or land for construction'
facilities acquisition projects or long-
term use, the value of the donated
property' for cost- sharing or matching
so,)! be tee lesser of paragraphs
or f2 o this section

c

c 21 E.21

"oe o

	

-

	

r d tine restart :
o' re s vperLy cur-uec it the

r siptent's .;ctntm- records s.'. the
t_me of uct atior-
(2, The current :air market value

However, wner mere is suffioueni )us-
tufucatior-, the Federal awarding agen-
cy may approve site use o' the current
fair market valus of the donated prop-
erty- ever. if it exceeds the certified
value at the time of donation tc the
project .

(d ; Volunteer services furnished by
professional and technical personnel,
consultants, and other skilled and un-
skilled labor may be counted as cost
sharing or matching i the service is an
integral and necessary part of an ap-
proved project or program . Pates for
volunteer services snall be consistent
with those paid for similar work in the
recipient's organization- 1n those in-
stances in which the required skills are
not fount in the recipient organization .
rates shall be consistent with those
paid for similar work in the labor mar-
ket in which the recipient competes for
the kind of services involved . In either
case, paid fringe benefits that are rea-
sonable, allowable, and allocable say
be Included in the valuation .
(e) When an employer other than the

recipient furnishes the seroaces of an
employee. these services shall be val-
ued at the employee's regular rate of
pay !plus an amount of fringe benefits
that are reasonable, allowable, and ai-
looable, out exclusive of overhead
costs), provided these seridces are in
the same skill for which the employee
is normally paid .
(f) Donated supplies may include

such items as expendable equipment,
office supplies, laboratory supplies or
workshop and classroom supplies .
Value assessed to donated supplies in-
cluded in one cost sharing or matching
share shall be reasonable and shall not
exceed the fair market value of the
property a, the time of the donation .

(g) The method used for determining
cost sharing or matching for donated
equipmentt buildings and land for
which title passes to the recipient may
differ according to the purpose of the
award, paragraphs Cg)( : ; or (2; of thus
section apply .

if the purpose of the av, and is to
'assist the recipient in the acquisition
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§ 215 .24

of equipmenU, cuiidings o 'and,
total value of the donated property
may no claimed as cost, sharing or
matching
'2) ft the purpose of the award is to

support activities that require the use
of equipment, buildings or land, nor-
mally only depreciation or use charges
for equipment and buildings may he
made . However, the full value of equip-
ment or other capital assets and fair
rental charges for land may be allowed,
provided that the Federal awarding
agency has approved the charges .
(h) The value of donated property

shall be determined In accordance with
the usual accounting policies of the re-
cipient, with the following qualifica-
tions .
(1) The value of donated land and

buildings shall not exceed its fair mar-
ket value at the time of donation to
the recipient as established by an inde-
pendent appraiser (e .g ., certified real
property appraiser or General Services
Administration representative) and
certified by a responsible official of the
recipient .

(2) The value of donated equipment
shall not exceed the fair market value
of equipment of the same age and con-
dition at the time of donation .

(3) The value of donated space shall
not exceed the fair rental value of com-
parable space as established by an Inde-
pendent appraisal of comparable space
and facilities in a privately-owned
building in the same locality .
(4) The value of loaned equipment

shall not exceed its fair rental value .
(5) The following requirements per-

tain to the recipient's supporting
records for in-kind contributions from
third parties .
(I) Volunteer services shall be docu-

mented and, to the extent feasible, sup-
ported by the same methods used by
the recipient for its own employees .
(ii) The basis for determining the

valuation for personal service, mate-
rial, equipment, buildings and land
shall be documented .

§215.24 Program income .
(a) Federal awarding agencies shall

apply the standards set forth in this
section in requiring recipient organiza-
tions to account for program income

50
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. .,_aced to projects financed Iri whole or
in part with Federal funds_
lb) Except as provided in paragraph

(ii) of this section, program income
earned during the project period shall
be retained by the recipient and, ni ac-
cordance with Federal awarding agency
regulations or the terms and condi-
tions of the award, shall be used in one
or more of the ways listed in the fol-
lowing .
(1) Added to funds committed to the

project by the Federal awarding agency
and recipient and used to further eligi-
ble project or program objectives .
(2) Used to finance the non-Federal

share of the project or program .
(3) Deducted from the total project or

program allowable cost in determining
the net allowable costs on which the
Federal share of costs is based .
(c) When an agency authorizes the

disposition of program income as de-
scribed in paragraphs (b)(1) or (b)(2) of
this section, program income in excess
of any limits stipulated shall be used in
accordance with paragraph (h)(3) of
this section .
(d) In the event that the Federal

awarding agency does not specify in its
regulations or the terms and condi-
tions of the award how program income
is to be used, paragraph (h)(3) of this
section shall apply automatically to
all projects or programs except re-
search. For awards that support re-
search, paragraph (b)(1) of this section
shall apply automatically unless the
awarding agency indicates in the terms
and conditions another alternative on
the award or the recipient is subject to
special award conditions, as indicated
in § 215 .14 .
(e) Unless Federal awarding agency

regulations or the terms and condi-
tions of the award provide otherwise,
recipients shall have no obligation to
the Federal Government regarding pro-
gram income earned after the end of
the project period .
(f) If authorized by Federal awarding

agency regulations or the terms and
conditions of the award, costs incident
to the generation of program income
may he deducted from gross income to
determine program income, provided
these costs have not been charged to
the award .

1
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:7r' Unless Feder awarding ageocj;
regcla.tios or ca, terms and condition
of the award provide otherwise, recipi-
ents snall nave no ool'-gallon to the
Federal Government with respect Lc
program income earned from license
lees and royalties for copyrighted ma-

_. patientss patent applications,
tracernarLS ., and inventions produced
under an award. However. Patent ant
Trademark Amendments (35 L .S .C . 187
apply to inventions made under an ex-
perimental developmental, or research
award .

215.25 Revision of budget and pro'
gram plans .

(a, The -budget plan is the financial
expression of the project or program as
approved during the award process- It
may include either the Federal and
nor.-Federal share, or only the Federa'
share, depending upon Federal award-
lng agency requirements . It shall be re-
lated to performance for program eval-
uation purposes whenever appropriate .

cc, Recipients are required to report
deviations from budget and program
plans, and request prior approvals for
budget and program plan revisions, in
accordance with this section .

(c'. For nonconstruction awards, re-
cipients shall request prior approvals
from Federal- awarding agencies for one
or more of the following program or
budget related reasons .
(1 Change in the scope or the ooleo-

etce of the project or program (even if
there he tic associated budget revision
requiring prior written approval),

l2 . Change in a key person specified
the application or aware document .
3 ; The absence for more than three

monthsror a 2c percent reduction in
time devotec to the pro)ect, by the ap-
proved project director or principal in-
vestigator

(4) The need for additional Federal
undir

5, The transfer of amounts budgeted
for indirect cysts to absort increases en
direct costs, or vice versa . if approval
_ required by the Fede_a', awarding
a€ency .

E 2 15 .2'5

plicabie .
2 CUR part 220. ''Cost Pr ncrples

for Education nstrcu ona"CME Cir-
cLiar A-211''

to 2 CFR par! 234 "Cost Principles
for 1FOn Profit G-gamzatrons (OMb Cr-
Gala: A-1221''
(iii, 45 CFR part 74, Pppendx E,

'Principles for Determining Costs- Ap-
plicacie to Research and Developmen','
under Grants and Contracts w:ti Hos-
pitals,' and
(iv) 4E CFR part. 31, "Contract Cost

Principless and Procedures .''
(7) The transfer of funds allotted ion

training allowances enireot payment to
trainees) to other categories of ex-
Dense .
(B) Unless described in the applica-

tion and funded in the approves
awards, the subaward, transfer or con-
tracting out of any work under an
award. This provision does not apply to
the purchase of supplies, material,
equipment or general support services .
(d) No other prior approval require-

ments for specific items may be un-
posed unless a deviation has been ap-
proved by 0MR-
(e) Except for requirements listed in

paragraphs (c)(1) and (c)(4) of this sec-
tion, Federal. awarding agencies are an-
tnori2ed, at their option, to waive cos,-
relaf,ed and administrative prior wrut-
ten approvals required by 2 CPR parts
22U and 230 (OMB Circulars A-21 and A-
'_22) . Such waivers may include author-
izing recipients to do any one or more
of the following .
(1) Incur pre-award costs 90 calendar

days prior to award or more than 90
calendar nayss oath the prior approval
of the Federal awarding agency All
pre-av:arc costs are incurred at the re-
cipients risk (h .e-, the Federal award-
ing agency is under no obligation to re-
imburse such posts if for any reason
the recipient does not receive an aware
or if the award is less than anticipated
and inadequate to hovel such costs .
(2. Initiate a One-tint extension of

the expiration date of the award of ap
to 12 months urreess one or mere 0', toe
foLcwing condition- apply For or:e-
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ime e ii.ecsions, the recipient must nn-
t:fv lace Federal awarding agency in
wining with the supporting reasons
a.nd revised expiration date at least 1 .0
dcvs before the expiration date speci-
fied in the award- This one-time exten-
sion may not he exercised merely for
the purpose of using unobligated bal
antes .

(1) The terms and conditions of award
prohibit the extension .

(Ii) The extension requires additional
Federal funds .

(111) The extension involves any
change In the approved objectives or
scope of the project .
(3) Carry forward unobligated bal-

ances to subsequent funding periods .
(4) For awards that support research,

unless the Federal awarding agency
provides otherwise in the award or in
the agency's regulations, the prior ap-
proval requirements described in this
paragraph (e) are automatically waived
(i .e ., recipients need not obtain such
prior approvals) unless one of the con-
ditions included in paragraph (e)(2) ap-
plies .

(f) The Federal awarding agency
may, at its option, restrict the transfer
of funds among direct cost categories
or programs, functions and activities
for awards in which the Federal share
of the project exceeds $100,000 and the
cumulative amount of such transfers
exceeds or is expected to exceed 10 per-
cent of the total budget as last ap-
proved by the Federal awarding agen-
cy. No Federal awarding agency shall
permit a transfer that would cause any
Federal appropriation or part thereof
to be used for purposes other than
those consistent with the original
in-tent of the appropriation .
(g) All other changes to nonconstruc-

tion budgets, except for the changes de-
scribed in paragraph (j) of this section .
do not require prior approval .
(h) For construction awards, recipi-

ents shall request prior written ap-
proval promptly from Federal awarding
agencies for budget revisions whenever
paragraphs (h)(1), (2) or (3) of this sec-
tion apply .
(I) The revision results from changes

in the scope or the objective of the
project or program .
(2) The need arises for additional

Federal funds to complete the project .

52
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(3i A revision is desired which in-
volves speclhc posts for which prior
written approval requirements may nn
Imposed consistent with applicaule
OMB cost principles listed in §215 .7
O) No other prior approval require-

ments for specific items may be im-
posed unless a . deviation has been ap-
proved by OMB .
(j) When a Federal awarding agency

makes an award that provides support
for both construction and nonconstruc-
tion work, the Federal awarding agen-
cy may require the recipient to request
prior approval from the Federal award-
ing agency before making any fund or
budget transfers between the two types
of work supported .
(k) For both construction and non-

construction awards, Federal awarding
agencies shall require recipients to no-
tify the Federal awarding agency in
writing promptly whenever the amount
of Federal authorized funds is expected
to exceed the needs of the recipient for
the project period by more than $5000
or five percent of the Federal award,
whichever is greater. This notification
shall not be required if an application
for additional funding is submitted for
a continuation award .
(1) When requesting approval for

budget revisions, recipients shall use
the budget forms that were used in the,
application unless the Federal award-
ing agency indicates a letter of request
suffices .
(m) Within 30 calendar days from the

date of receipt of the request for budg-
et revisions, Federal awarding agencies
shall review the request and notify the
recipient whether the budget revisions
have been approved . If the revision is
still under consideration at the end of
30 calendar days, the Federal awarding
agency shall inform the recipient in
writing of the date when the recipient
may expect the decision .
[69 FR 26281, May 11, 2004 . as amended at 70
FR 51880, Aug . 31, 2005)

§215 .26 Non-Federal audits,
(a) Recipients and subreripients that

are institutions of higher education or
other non-profit organizations (includ-
ing hospitals) shall be subject to the
audit requirements contained in the
Single Audit Act Amendments of 1996
(31 U .B .C. 7501-7507) and revised OMB
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be sabieot to the audit requirements
contained in cue Single Audi : Act
roendments of 1996 (31- L.SC . '50l-
7307 ; and revised GMB Circu'_ 6-139 .
Audits e'. States, Local Governments,

arid lion-Profit Organizations
in, For-profit hospitals not covered

.'y the audit provisions of revised 0MB
Crcular A-133 shall be subject Lo the
audit requirements of the Federal
awarding agencies .

(di Co,,mercial organizations shall
be subject Lc the audit requirements of
the Federal awarding agency or the
prime recipient as incorporated into
the award document .

(21527 Allowable costs .
For each kind of recipient, there is &

set of Federal principles for deter-
mining allowable costs . Alowability of
costs shall be determined in aocord-
ance with the cost principles applicable
cc the entity mc-airing the costs. Thus .
allocability of costs incurred by State,
kcal or federally-recognized Indian
tribal governments is determined in
accordance with the provisions of 2
CFP part 225, "Cost Principles for
State, Local, and Indian Tribal Govern-
ments fOMB Circular A-85 .' The allow -
abil-.ty of costs incurred by non-profit
organizations is determined in accord-
ance with the provisions of 2 CFB part
230, ''Cost Principles for 1N0,-Profit Or-
ganizations (OMB Circular A 122) .' The
allowability of costs incurred oy insti-
tutions of higher education is deter-
mined in accordance with the provi-
sions of 2 CFR part 220, ''Cost Prin-
ciples for Educational Institutions
(OMB Circular A-21) .'' The allowahllity
of costs incurred by hospitals is deter-
mined in accordance with the provi-
sions of Appendix E of 45 GEE par, 74,
''Principles for Determining Costs Ap-
plicaoie to Research and Development
Unoer Grants and Contracts with Bos-
pitalb-" Toe alowability of costs in-
curred by commercial organizations
and those non-profit organizations list-
ed .1 . Attacnment C to 'Circular A-l2`2 is
ceterrr. •. r.ee in accordance Will the pra-

(21028 Period of avaiiabiit, of foods .
'Where a icnding pe :'loc is specified, a

recipient may charge tic the grant only
aiov:abie costs resulting from. obliga-
tions lncurrec during the funding pe
rind and any pre-award costs author-
ized oy ine Federa_ awarding agency

f 21529 Conditional exemptions .
(a) OMB authorizes conditional ex-

emptlor from 01YIB administrative re-
quirements and cost principles circu-
lars for certain Federal programs with
statutorily-authorized

	

consolidated
planning and consolidated administrae
tive funding, that are ioentified oy a
Federal agency and approved by the
head of the Executive department or
establishment . A Federal agency shall
consult with OMB during its consider-
ation of whether to grant such an ex-
emption
(b) To promote efficiency in State

and local program administration .r
when Federal non-entitlement pro-
grams with common. purposes have spe-
cific statutorily-authorized consoli-
dated planning and consolidated ad-
ministrative funding and where most of
the State agency's resources come
from non-Federal sources, Federal
agencies may exempt these covered
State-administered, __ tittement
grant programs from^ certain OMB
grants management requirements . The
exemptions would be from :
(ll The requirements in 2 CFE part

225, ''Cost Principles for State . Local,
and Indian Tribal Governments (OMB
Circular A-87)" other than the
allocability of costs provisions that are
contained in subsection C .3 of Appendix
A tc that part;
(2) The requirements 2 CFE part

220, "Cost Principles for Educational
Institutions (C)MB Circular A-2i)"
other than the allocability of costs pro-
visions that are contained ir: paragraph
C .9 in section C of the Appendix: to that
part
(3) The requ irements in. 2 ONE part

230. ''Cost Principles for Non-Profit 0r-
gamzatiuns ;OME Circular A-
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§ 2) 5 .30

o, costs pro--
Thatthat are in paragraph A.4 in

section =' of Appendix A to that part :
'4) The administrative requirements

previsions of part 215 (OMB Circular A-
110 . "Uniform Administrative Require-
ments for Grants and Agreements with
Institutions of Higher Education, Hos-
pitals, and Other Non-Profit Organiza-
tions,"), and
(5) The agencies' grants management

common rule (see § 215 .5),
(c) When a Federal agency provides

this flexibility, as a prerequisite to a
State's exercising this option, a State
must adopt its own written fiscal and
administrative requirements for ex-
pending and accounting for all funds,
which are consistent with the provi-
sions of 2 CFR part 225, "Cost Prin-
ciples for State, Local, and Indian
Tribal Governments (OMB Circular A-
3^)" and extend such policies to all sub-
recipients, These fiscal and administra-
tive requirements must be sufficiently
specific to ensure that: funds are used
in compliance with all applicable Fed-
eral statutory and regulatory provi-
sions, costs are reasonable and nec-
essary for operating these programs,
and funds are not be used for general
expenses required to carry out other
responsibilities of a State or its sub-
recipients .
[ee FR 26281, May 11, 2004, as amended at 70

FR.51581, Aug . 31, 2005]

PROPERTY STANDARDS

§215.30 Purpose of property .stand-
ards .

Sections 215 .31 through 215 .37 set
forth uniform standards governing
management and disposition of prop-
erty furnished by the Federal Govern-
ment whose cost was charged to a
project supported by a Federal award .
Federal awarding agencies shall re-
quire recipients to observe these stand-
ards under awards and shall not impose
additional requirements, unless specifi-
cally required by Federal statute . The
recipient may use its own property
management standards and procedures
provided it observes the provisions of
§215 .31 through §215-37 .

51
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8 '15 ..41 Insurance coverage .
Recipients shall, a-t a minimum, pro-

vide the equivalent insurance coverage
for real property and equipment ac-
quired with Federal funds as provided
to property owned by the recipient
Federally-owned property need not. b e
insured unless required by the terms
and conditions of the award .

§215.32 Real property .
Each Federal awarding agency shall

prescribe requirements for recipients
concerning the use and disposition of
real property acquired in whole or in
part under awards . Unless otherwise
provided by statute, such require-
ments, at a minimum, shall contain
the following .
(a) Title to real property shall vest in

the recipient subject to the condition
that the recipient shall use the real
property for the authorized purpose of
the project as long as it is needed and
shall not encumber the property with-
out approval of the Federal awarding
agency .

(b) The recipient shall obtain written
approval by the Federal awarding agen-
cy for the use of real property in other
federally-sponsored projects when the
recipient determines that the property
is no longer needed for the purpose of
the original project. Use in other
projects shall be limited to those under
federally-sponsored projects ( : .e .,
awards) or programs that have pu.^-
poses consistent with those authorized
for support by the Federal awarding
agency,
(c) When the real property is no

longer needed as provided in para-
graphs (a) and (b) of this section, the
recipient shall request disposition in-
structions from the Federal awarding
agency or its successor Federal award-
ing agency . The Federal awarding
agency shall observe one or more of the
following disposition instructions .
(1) The recipient may be permitted to

retain title without further obligation
to the Federal Government after it
compensates the Federal Government
for that percentage of the current fair
market value of the property attrib-
utable to the Federal participation in
the project .

ATTACHMENT _ .-.-
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~i,e ieu,pisi_t may be ¢:reset t_
Lt< the property under gu:oe :' ie : l^_0-
v_ded by tiie Federal- awar dm_ agency'
arc pay the Feces'- Government for
:shat percentage of the current fair
marcet vaine of the property attno-
utable to the Federal participation in
the pro)ect :after deducting aetua . aria
reasonable selling and fix-up expenses .
_'4 any, iron ; the sales proceeds, . When
the recipient is authorized or requires
to sell the property- proper sales tic oee-
auree shah be established that provide
for competition to the extent prao-
doable and result in the highest pos-
slole return -

(3) The recipient may be directed to
transfer title to the property to the
Federal Government or to an ehgtoie
third party provided that, in soon
cases, the recipient stall be entitled to
compensation for its attributable per-
centage of the current fair marcet
value of the property .

§215.33 Federally'-owned and exempt
property .

(a) Federally-owned Property . (1) Title
to federally-owned property remains
vested in tie Federal Government . Pe-
ciprents shall submit annually an in-
ventory listing of federally-owned
property :n their custody to the Fed-
eral awarding agency . Upon completion
of the award or when the property is no
longer needed, the recipient shat re-
port the property to the Federal. award-
ing agency for further Federal agency
utilization .
(2) 15 the Federal awarding agency

has no further need for the property- ,
shall be declared excess and reporter to
the Genera; Services Admi .̂istration ..
unless the Federal awarding agency
has statutory authority to dispose of
!he property by alternative methods
e . a ., the authority provided by the
Federal Teohnologv Transfer Act (15
ti .S .C. 3716 (1)) to donate research
equipment to ednoational and non-prof-

organizations in accordance with
E-0, 12821, "lmproiung Mathematics
and Science Education in Support of
the National. Education Goals' (57 FR
54285, 3 CFF., 1992 Comp-, p . 322)) F-p-
propriate instruct--en", 51-al) oe issued

the recipient of the Federa- awarc-
agency

§ 2 . . .34

p : p=u;,c-r; 7,i ei. icatm,crv
L r _- .,.y e the F r 'e a . av'a rding:
agency hot the option o vest title t_
property acqured w,tn Federal fume
IT, the recipienti wit ooul further oohga-
tion to the Feaeral Governn-,ent a_ .,,
under conditions the Federal awareu,g
agency' coneicers appropriate. Soon
property is "exempt property " S:ma1c
a Federal avarding agency not estao-
lish conditions, title to exempt prop-
erty upon acquisition shall vest rr the
recipient without further obligation,
too Federal Government

5215.34 Equipment .
(a) Title to equipment acquired by a

recipient with Federal funds shall vest
in the recipient, subject to conditions
of this section,
(b) The recipient shat not use equip-

ment acquired with Federal funds to
provide services to non-Federal outside
organizations for a fee that is lose than
private companies charge for equiva-
lent services, unless specifically au-
thorized by Federal statute, for as long
ae the Federal Government retains an
interest in the equipment,
(e) The recipient shall use toe equip-

ment in the project or program for
which it was acquired as long as need-
ed, whether or not the project or pro-
gram continues to be supported by Fed-
eral funds and shall not enoumber the
property without approval Of the Fed-
eral awarding agency When no in-e,
needed for the original project or pro-
gram, the recipient shall use 'the equip-
ment in connection with its other fed-
erally-sponsored activities, in the fall-
lowing arbor o` priority

(-_) Activities sponsored by the Fec-
era: awarding agency whioi funded the
original pro)ect, then
;2) Activities sponsorec by other Fed-

era- awarding agencies
1d) During the time that equipment

is used on the project or program for
which it was acquired, toe recipient
shall make it available for use on other
projects or programs rf such other use
will nut interfere with the wore on the
project or program for which the ecuip-
ment was originally acquied . First
preference for such other use shall be
given to other proleote or programs
sponsored by the Federal awarding
agency that fcnancea t.,e egotprnent .
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, . .md pre erence -1~ ise givon c, . --ocos between rm.nritles _, .e .
protects or programs sponsored ny mined by the physical inspection and
other Federal awarding agencies . If the those shown in the accounting records
equipment is owned by the Federal shall be investigated to determine the
Government, use on other activities causes of the difference . The recipient
not, sponsored by the Federal Govern- :;hall, In connection with the Inven-
ment shall he permissible if authorized wry, verify the existence, current uti-
by ,he Federal awarding agency User Itaation, and continued need for the
charges shall be treated as program in- equipment .
come .

	

(4) A control system shall be in effect
e) When acquiring replacement to insure adequate safeguards to pre-

equipment, the recipient may use the vent loss, damage, or theft of the
equipment to he replaced as trade-in or equipment . Any loss, damage, or theft
sell the equipment and use the pro- of equipment shall be investigated and
seeds to offset the costs of the replace- fully documented ; If the equipment was
ment equipment subject to the ap- owned by the Federal Government, the
proval of the Federal awarding agency, recipient shall promptly notify the
(f) The recipient's property manage- Federal awarding agency .

ment standards for equipment acquired (5) Adequate maintenance procedures
with Federal funds and federally-owned shall be implemented to keep the
equipment shall include all of the fol- equipment in good condition .
(owing :

	

(6) Where the recipient is authorized
(1) Equipment records shall be main- or required to sell the equipment, prop-

er sales procedures shall be establishedfollowing information,

	

which provide for competition to the(i) A description of the equipment .
(ii) Manufacturer's serial number

	

extent practicable and result in the,
model number . Federal stock number, highest possible return .
national stock number, or other identi-

	

(g) When the recipient no longer
fication number .

	

needs the equipment, the equipment
(iii) Source of the equipment, includ- may be used for other activities in ac-

ing the award number .

	

cordance with the following standards .
(iv) Whether title vests in the recipi- For equipment with a current per unit

ent or the Federal Government .

	

fair market value of $5000 or more, the
(v) Acquisition date (or date re- recipient may retain the equipment for

ceived, if the equipment was furnished other uses provided that compensation
by the Federal Government) and cost .

	

is made to the original Federal award-
(vi) Information from which one can ing agency or its successor . The

calculate the percentage of Federal amount of compensation shall be com-
participation in the cost of the equip- puted by applying the percentage of
pent (not applicable to equipment fur- Federal participation in the cost of the
nished by the Federal Government) .

	

original project or program to the cur-
(vii) Location and condition of the rent fair market value of the equip-

equipment and the date the informs- ment . If the recipient has no need for
ton was reported .

	

the, equipment, the recipient shall re-
(viii) Unit acquisition cost .

	

quest disposition instructions from the
(ix) Ultimate disposition data, in- Federal awarding agency . The Federal

cluding date of disposal and sales price awarding agency shall determine
or the method used to determine cur- whether the equipment can be used to
rent fair market value where a recipi- meet the agency's requirements . If no
ent compensates the Federal awarding requirement exists within that agency,
agency for its sharee

	

the availability of the equipment shall
(2) Equipment owned by the Federal be reported to the General Services Ad-

Government shall be identified to indi- ministration by the Federal awarding
cate Federal ownershipp

	

agency to determine whether a require-
(3) A physical inventory of equipment meat for the equipment exists in other

shall be taken and the results rec- Federal agencies . The Federal award-
onciled with the equipment records at ing agency shall issue instructions to
least once every two years . Any dif- the recipient no later than 120 calendar

56
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cffte

	

- etil i

	

req
.bc

	

g 7
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er_.
so instructed or Ii dnspostiolt

instr'uctlorss are nut iSstea within r20
errca- aaVE after the -recipients re-

quest, tic recipient shall sell the
equipment ano rermcurse the Federa,
awarding agency an amount computed
by app-ymg to the sales proceeds the
percentage of Federal participation in
the cost of the original project or pro-
gram. Hovwever, the recipient shall be
permitted to deduct and retain from.
the Federal share 5506 or ten percent of
the proceeds, whichever is toss, in- the
recipienni selling and handling ex-
penses-
f2) If the recipient is instructed to

ship the equipment elsewhere, the re-
cipient shall be reimbursed by the Fed-
eral Government by an amount which
is computed by applying the percent-
age of the recipient's participation in
the cost of the original project or pro-
gram to the current fair market value
of the equipment, plus any reasonable
shipping or interim storage costs in-
curred
(3) If the recipient is instructed to

otherwise dispose o` the equipment, the
recipient shall be reimbursed by the
Federal awarding agency for such costs
incurred in its disposition. .

(4) The Federal awarding agency may
reserve the right to transfer the title
to the Federal Government or to a
third party named by the Federal Gov-
ernment when such third party is cth-
erwse eligible under exist-rig stataaes .
Such transfer shall be subject to the
following standards .
(i) The equipment shall be appro-

priately identified in the award or oth-
erwise made kitcwri to the recipient in
writing
(ii) The Federal awarding agency

shall issue disposition instructions
within 12C calendar days after receipt
of a final inventcrv . Title final inven-
tory shall list all equipment acquired
with grant funds and federally-owned
egcipinent . If the Federal awarding
agency fails to issue disposition in-
structions within the 120 calendar i ay
period, the recipient shall apply the
standards of this section, as appro-
en ate .

,n3I Wen the Federal awarding
agency exercises

	

tc tare title,

J^

2'13 .36

pry siu

	

o- :eeer

	

.,qu., .
melt

1215 .35 Supplies and other expend-
able property .

;a : Title to supplies and other ex--
pendaoie propery srsah vast in the re-
cipient upon: acgmstion . I` there ie a
residual inventory o1 unused supplies
exceeding 15000 in total aggregate
value upon termination or acmpretion
of the project, or program and the sup-
plies are not needed for any other fed-
erally-sponsored project of program,
the recipient shall retain the supplies
for use on non-Federal sponsored a_-
tivities or sell them, but shall, In e-
then case, compensate the Federal Gov-
ernment for its share . The amount of
compensation shall be computed in the
same manner as for equipment .

(b) The recipient shall not use sup-
plies acquired with Federal funds to
provide services to non-Federal outside
organizations for a fee that is less than
private companies charge for equiva-
lent services, unless specifically au-
thorized by Federal statute as long as
the Federal Government retains at in-
terest ii the supplies .

S 215 .36 Intangible property .

(a) The recipient may copyright any
work that is subject to copyright and
was developer. or for which ownership
was purchased, under an award . The
Federal awarding ageney(ies, reserve a
royalty-free, nonexclusive and irrev-
ocable right to reproauce, publish, or
otherwise use the work for Federal pur-
poses, and tc authorize others to de so .

(br Recipients are subject to applica-
-bie regulations governing patents and
inventions, including government-wide
regulations issued by the Department
of Commerce at 37 OFF part 901.
''Rights to Inventions Made by lccn-
profit Organizations and Small Busi-
ness Firms Under Government Grants,
Contracts and Cooperative Agree-
ments ."

(cl The Federal Government bas tine
right to

(Ii Du -.air, reproduce, publish ar omn-
erwise use the bats firs', produced
once : ar, award .

,I-T7 CHN,GNT- . .L
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Ausho-:ze others to reaeIve . repro- 'B) A :Federal agene, publidly and of-
iuce publish, or otherwise is, such i oily cites the rese h findings in
tiara for Federal purposes

	

support of an agency action that has
d, ;1 ; In addition, in response to a

	

the force and effect of ia.w .
fete-.dom of Information Act (FOIA) re- 'iii) Used by the Federal 3overnmenl,
quest : for research data relating to pub- in developing an agency action that
fished rcsoarch findings produced under has the force and effect of law is de-
z.n award brat was used by the Federal fined as when an agency paulicly and
Government in developing an agency officially cites the research findings in
action that has the force and effect of support of an agency action that has
law, the Federal awarding agency shall the force and effect of law .request, and the recipient shall pro- (e) Title to intangible property andvide, within a reasonable time, the re- debt Instruments acquired under an
search data so that they can be made award or subaward vests upon acquisi-available to the public through the pro-
cedures established under the FOIA. If lion in the recipient . The recipient
the Federal awarding agency obtains shall use that property for the origi-
the research data solely in response to nally-authorised purpose, and the re-
a FOIA request, the agency may charge cipient shall not encumber the prop-
the requester a reasonable fee equaling erty without approval of the Federal
the full incremental cost of obtaining awarding agency . When no longer need-
the research data . This fee should re- ed for the originally authorized pur-
flect costs incurred by the agency, the pose, disposition of the intangible prop-
recipient, and the applicable subrecipi- erty shall occur in accordance with the
ents. This fee is in addition to any fees

	

provisions of §215 .34(g) .
the agency may assess under the FOIA [69 FR 26281, May 11, 2004 . as amended at 70
(5 U .S .O . 552(a)(4)(A)) .

	

FR 51881, Aug, 31, 2005)
(2) The following definitions apply

for purposes of paragraph (d) of this § 215 .37 Property trust relationship .
section :

	

Real property, equipment, intangible
(i) Research data is defined as the re- property and debt instruments that are

corded 'actual material commonly ac- acquired or improved with Federal
cepted In the scientific community as funds shall be held in trust by the re-
necessary to validate research findings, cipient as trustee for the beneficiaries
but not any of the following

: scientificanalyses, drafts of scientific
pi
pi- of the project or program under which

pers, plans for future research, peer re- the property was acquired or imp . oved,
views, or communications with col- Agencies may require recipients to
leagues. This "recorded" material ex- record liens or other appropriate no-
eludes physical objects (e .g ., laboratory tiees of record to indicate that per-
samples) . Research data also do not in- sonal or real property has been an-
eludee

	

quired or improved with Federal funds
(A) Trade secrets, commercial infer- and that use and disposition conditions

mation, materials necessary to be held apply to the property .
confidential by a researcher until they Picoovur,ncFNT STANDARDSare published, or similar information
which is protected under law; and

	

t215 .40 Purpose

	

of

	

procurement(B) Personnel and medical informa-

	

standards.
tion and similar information the dis-
closure of which would constitute a Sections 215 .41 through 215 .48 set
clearly unwarranted invasion of per- forth standards for use by recipients in
sonal privacy, such as information that establishing procedures for the pro-
c.culd 'De used to identify a particular ourement of supplies and other expend-
person in a research study . able property, equipment, real property
(ii) Published is defined as either and other services with Federal funds .

when : These standards are furnished to en-
(A) Research findings are published sure that such materials and services

in a peer-reviewed scientific or tech- are obtained in an effective manner
nical journal ; or

	

and in compliance with the provisions

58
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Feaera'. s .. „_ ant er:-
ecoti

	

.uest 1<L aooiaonai proo

	

-
i eat star n'arns Or requtTemer Weal
cc imposed by the Federal awarding
agencies aloof, reclpieT:LS, unless Sue-
U1i!Oaily r'egnlreo by' Fenera) statute Or

216 .41 Recipient responsibilities .
The standards contained in this sec-

tion do not relieve the recipient of the
contractual responsi Dili ties arising
under its contract(s) . The recipient is
Line responsible authority, without is-
oourse to the Fenera! awarding agency,
regarding tee settlement and satisfac-
tion of all contractual and admnnistra-
tive issues arising out of proaurernents
enterec into In support of an aware or
other agreement. This includes dis-
putes, claims, protests of award, source
evaluation or other matters of a con-
tractual nature . Matters concerning
violation of statute are to be referred
to such Federal . State or local author-
ity as may have proper jurisdictionn

t 215 .42 Codes of conduct .
Toe recipient shall maintain written

standards of conduct governing due
performance of its employees engaged
_n tee award and administration of
contracts. No employee, officer, or
..gent shall_ participate in tile selection,
award, or administration of a contract
supported by Fedora! funds if a real or
apparent conflict of interest wouio be
involved . Suet: a conflict would arise
when the employee, officer, or agent,
any member of his or her immediate
family, his or her partner, or an orga-
nizatton which employs or rs about to
employ ant' of the parties indicated
herein, has a financial or other interest
in the firm selected for an award- The
officers. employees, and agents of the
recipient shall neither solicit nor ac-
cept gratuities, favors- or anytrang of
monetary value from contractors, or
paroles to subagreements . However, re-
cipients may set standards for situa-
tions in which the financial interest is
not substantial or the gift is an unso-
_icited item of nominal value- The
s retards o :' conduct shall provide for
disc phnary actions to be applied for
io atiohs of snob standards by cffi-

employeess or agents of the re-
cipient

s

5910 .49 Competition .
procu exent t

	

.;mans F
be ':noceteo : a

	

to p'ovloe
„c toe rnax.mvrn extent ,rracti-ca- . open_
oral nee Competition. The rec_plenl
shall be alert to organizational
Alc;ts o` interest as well as ncnwmpet .
tive practices among contractors that
may' restrict or ehmirate competitior
Or otherwise restrain trade . In order to
ensure objective contractor perform
doles and eliminate unfair competitive
advantage, contractors that develop or
draft specifications, requirements .
statements o` work . invitations for
bids and/or reouests for proposals shall
be excluded from competing for such
procurements. Awards shall be made Lc
the bidder or offeror whose bid or offer
is responsive to the solicitationn and
most advantageous to the recipient
price, quality and other factors consid-
ered . Solicitations shall clearly set
forth all requirements that the bidder
Or ofieror shall fulfill in order for the
bid o: offer to be evaluated by the re-
cipient. Any and all bids or offers may
be rejected when it is in the recipient'st
interest to do so .

k215.44 Procurement procedures .
(a) 611 recipients shall establish write

ten procurement procedures These
procedures shall provide for . at a Ian,
imum, that paragraphs (a)(1), (2) and
(3) of this section apply .
(1) Recipients avoid purchasing un-

necessary items .
(2) Where appropriate, an analysis is

made of lease and purchase alter-
natives to determine which would be
the most economical arid praotlca. pO-
ourement for the Federal Government .
(3) Solicitatio :s for goods and serv-

:oes provide for all of the following .
(ij P_ clear one accurate description

of the technical requirements for the
material, product or service to be pro-
cured, lr. competitive procurements"
such a description shall not contain
features which unduly restrict corn-
petition
(ii) Requirements which the bidder:

offeror must fulfill and all other fac-
tors to be used in er'altating bids o-'
proposals .
(fir A aescnptior--. whenever prat

requirements -n
terms of functions tc De fie:foninet o

executive omen ar icpproveo nyl)1,11,
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.t.^s ar
minimum acceptable standards .
"iv, The specific features of "'orand

name or equal'' descriptions that bid-
ders are required to meet when such
items are included in the solicitation .

;v ; The acceptance, to the extent
practicable and economically feasible,
of products and services dimensioned in
the metric system of measurement .
(vi) Preference, to the extent prac-

ticable and economically feasible, for
products and services that conserve
natural resources and protect the envi-
ronment and are energy efficient .
(b) Positive efforts shall be made by

recipients to utilize small businesses,
minority-owned firms, and women's
business enterprises, whenever pos-
sible . Recipients of Federal awards
shall take all of the following steps to
further this goal .
(1) Ensure that small businesses, mi-

nority-owned firms, and women's busi-
ness enterprises are need to the fullest
extent practicable .
(2) Make Information on forthcoming

opportunities available and arrange
time frames for purchases and con-
tracts to encourage and facilitate par-
ticipation by small businesses, minor-
ity-owned firms, and women's business
enterprises .
(3) Consider in the contract process

whether firms competing for larger
contracts intend to subcontract with
small businesses, minority-owned
firms, and women's business enter-
prises .
(4) Encourage contracting with con-

sortiums of small businesses, minority-
owned firms and women's business en-
terprises when a contract is too large
for one of these firms to handle Individ-
ually .
(5) Use the services and assistance, as

appropriate, of such organizations as
the Small Business Administration and
the Department of Commerce's Minor-
ity Business Development Agency in
the solicitation and utilization of
small businesses, minority-owned firms
and women's business enterprises .
(c) The type of procuring instruments

used (e .c ., fixed price contracts, cost re-
imbursable contracts, purchase orders,
and incentive contracts) shall be deter-
mined by the recipient but shall be ap-

60

2 CFR Ch . It (1-1-06 Edition)

propriate for the part_ u .ar procure-
ment and for promoting the bast .mer-
est of the program or pioleet involved .
The "cost-plus-a-percentage-cf-eosG"
or "percentage of construction cost"
methods of contracting shall not, be
used .

(d) Contracts shall lie made only with
responsible contractors who possess
the potential ability to perform suc-
cessfully under the terms and condi-
tions of the proposed procurement .
Consideration shall he given to such
matters as contractor integrity, record
of past performance, financial and
technical resources or accessibility to
other necessary resources . In certain
circumstances, contracts with certain
parties are restricted by agencies' im-
plementation of E .O . 12549 and 12689 .
"Debarment and Suspension ."

(e) Recipients shall, on request, make
available for the Federal awarding
agency, pre-award review and procure-
ment documents, such as request for
proposals or invitations for bids, inde-
pendent cost estimates, etc ., when any
of the following conditions apply .
(1) A recipient's procurement proce-

dures or operation falls to comply with
the procurement standards in the Fed-
eral awarding agency's implementation
of this part .
(2) The procurement is expected to

exceed the small purchase threshold
fixed at 41 U.S .C. 403 (11) (currently
525,000) and is to be awarded without
competition or only one bid or offer is
received in response to a solicitation .
(3) The procurement, which is ex-

pected to exceed the small purchase
threshold, specifies a "brand name"
product .
(4) The proposed award over the

small purchase threshold is to be
awarded to other than the apparent
low bidder under a sealed bid procure-
ment .
(5) A proposed contract modification

changes the scope of a contract or in-
creases the contract amount by more
than the amount of the small purchase
threshold .

?; 215 .45 Cost and price analysis.
Some form of cost or price analysis

shall be made and documented in the
procurement files in connection with

1
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S'2i0 .de Procurement records .
Procurement records and flies for

purchases ce excess of the small pur-
chase threshold shall include the fol-
iowin€ at a minimum.

(al basis for contractor selection ;
(h ; Justification for lacl: of competi-

tion when competitive bids or offers
are not obtained, and

(c; Basis for award cost or price_

2215.47 Contract administration .
A system for contract administration:

shall be maintained to ensure con-
tractor conformance with the term=,
conditions and specifications of the
contract and to ensure adequate and
timely follow up of all purchases . Re-
cipients shall evaluate contractor per-
formance and document, as appro-
priate, whether contractors have met
the terms, conditions and specifica-
tiUns of one contract_

L215.48 Contract provisions.
The recipient shall include, in addi-

tion tc provisions to define a sound and
complete agreement, the following pro-
visions in all contracts . The following
provisions shall also be applied to sub-
contracts

,:a ; Contracts in excess of the small
purchase threshold shall contain con-
tractual provisions or conditions that
allow for administrative, contractual,
or legall remedies tnn instances in which

contractor violates or breaches the
contract terms, and provide for suer.
remedial actions as may be appro-
priate

(b) All contracts in excess of the
small purchase threshold shall contain
suftanie provisions for termination by
the recipient, including the manner by
which termination shall be effected
and the basis for settlement, la. auds-
tion . such contracts shall describe Bon-
Ohoes under which the contract may
be terminated for default as well as

c

§ 2'S.4E
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the contract
n _ra ; .ed hecau •e o' droop tances

:eeend the

	

o' e contractor .
Except as ctnerwise requhree uy-

., ., tote, an av:arc

	

requires
:contract''-n gt-ng Or 3L000noracting : fc

construction or facility -mprovemenue
shah provide for the recipient to fol :ow
Sts own requirements relating to 015
guaranteese performance wilds, said
payment bonds unless the oonstructfor:
contract or subcontract exceeds
$100,000 . For those contracts or sub-
contracts exceeding 3100,000, the Fed-
eral awarding agency may accept tae
tonmng policy ant requirements of tile
recipient, provided the Federal award-
ing agency has made a determination
that the Federal Government's interest
is adequately protected . If such a de-
termination has not been made, the
minimum requirements shall be as fol-
tows .
(1) A bid guarantee from each bidder

equivalent to five percent of the bid
price . The "bid guarantee" shall con-
sist of a firm commitment such as a
bid bond . certified check, or other ne-
gotiabie instrument accompanying a
bid as assurance that the -bidder shall_
upon acceptance of his bid, execute
such contractual documents as may be
required within the time specified .
(2, A performance bond on the part of

the contractor for 100 percent of the
contract price. A "performance bone"
is one executed in connection with a
contract tc secure fulfillment of all the
contractor's obligations under such
contract
(3, A payment bond on the part of the

contractor for 100 percentt of the con-
tract price . A "payment bond" is one
executed in connection with a contract
to assure payment as required by stat-
ute of all persons supplying labor and
material in the execution of the work
provided for in the contract .

1°-i Were bonds are required in tie
situations described herein, the bonds
shall be obtained from companies hold-
ing certificateE of authority a€ accept
able sureties pursuant to 31 CFR part
223, "Surety Companies Doing Business
witi''. tale United States_"

(d~ All negotiated contracts (except
those for less than- one small purchase
threshold, awarded 'or- recipients shah
s:eicde a provision tc the effect that
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§ 2 ,5 .50

she recipient the Federal awarding
agency, the Oornpcrolier General of the
Dntted States, or any of their duly au-
tnorized repreaentat,ives, shall have ac-
cess to any hooks, documents, papers
and records of the contractor which are
directly pertinent to a specific pro-
gram for the purpose of making audits,
examinations, excerpts and tran-
scriptions .
(e) All contracts . including small

purchases, awarded by recipients and
their contractors shall contain the pro-
curement provisions of appendix A to
this part, as applicable .

REPORTS AND RECORDS

§ 215 .50 Purpose of reports

	

and
records .

Sections 215 .51 through 215 .53 set
forth the procedures for monitoring
and reporting on the recipient's finan-
cial and program performance and the
necessary standard reporting forms .
They also set forth record retention re-
quirements .

215.51 Monitoring and reporting pro-
gram performance.

(a) Recipients are responsible for
managing and monitoring each project,
program, subaward, function or activ-
ity supported by the award . Recipients
shall monitor subawards to ensure sub-
recipients have met the audit require-
ments as delineated in §215 .26 .
(h) The Federal awarding agency

shall prescribe the frequency with
which the performance reports shall be
submitted. Except as provided in
§215 .51(f), performance reports shall
not be required more frequently than
quarterly or, less frequently than an-
nually . Annual reports shall be due 90
calendar days after the grant year ;
quarterly or semi-annual reports shall
be due 30 days after the reporting pe-
riod. The Federal awarding agency may
require annual reports before the anni-
versary dates of multiple year awards
in lieu of these requirements . The final
performance reports are due 90 cal-
endar days after the expiration or ter-
mination of the award .

(c) If inappropriate, a final technical
or performance report shall not be re-
quired after completion of the project .

62
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id) When regnired, dorrnance re-
ports shall generally contain, for each
award, brief information on each of the
following .
<l) A comparison of actual accom-

plishments with the goals and objec-
tives established for the period, the
findings of the investigator, or both .
Whenever appropriate and the output
of programs or projects can be readily
quantified, such quantitative data
should be related to cost data . for com-
putation of unit costs .
(2) Reasons why established goals

were not met, if appropriate .
(3) Other pertinent information in-

cluding, when appropriate, analysis
and explanation of cost overruns or
high unit costs .

(e) Recipients shall not be required to
submit more than the original and two
copies of performance reports .
(f) Recipients shall immediately no-

tify the Federal awarding agency of de-
velopments that have a significant im-
pact on the award-supported activities .
Also, notification shall be given in the
case of problems, delays, or adverse
conditions which materially impair the
ability to meet the objectives of the
award. This notification shall include a
statement of the action taken or con-
templated, and any assistance needed
to resolve the situation .
(g) Federal awarding agencies nay

make site visits, as needed .
(h) Federal awarding agencies shall

comply with clearance requirements of
5 CFR part 1320 when requesting per-
formance data from recipients,

§21 .9.52 Financial reporting .
(a) The following forms or such other

forms as may be approved by OMB are
authorized for obtaining financial in-
formation from recipients .
(1) SF-269 or SF-269A, Financial Sta-

tus Report .
(i) Each Federal awarding agency

shall require recipients to use the SF-
269 or SF-269A to report the status of
funds for all nonconstruction projects
or programs . A Federal awarding agen-
cy may, however, have the option of
not requiring the SF-269 or SF-269A
when the SF-270, Request for Advance
or Reimbursement, or SF-272, Report
of Federal Cash Transactions, is deter-
mined to provide adequate Information

ATTACHMENT c	I
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IT) Federal awarding agencies map
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LA) When monthly advances do not
i) The Federal awarding agency exceed $2c,000 per recipient, prarded
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(C) When the electronic payment
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mechanisms provide adequate data -

(iv) The Federal awarding agency (b ) When the Federal awarding agen-

shall require recipients to submit the cy needs additional 'information or

SF-269 or SF-269f_ (an original and no more frequent reports, wne follov,dng

more titan two copies; no later than 30 snal be reserved,

days after the end of each specified re- :1) When additional information IS

porting period for quarery and semi- needed to comply with Legislative re-
annual reports, and 90 ' c -alendar days quirements, Federal awarding agencies

for annual and final reports . Exten- shall issue mstruotions to require re
si one of reporting due eaten may be ap- mpiente to submit such information
proves by the Federal awarding agency under the "Remarks" section, of she re-

-upon request of the recipient .

	

porn.
(2) SF-272. Report of Federal Cash

	

(21 When a Federal awaramg agency
TransactionsE

	

determines that a recipients account-
(i) when funds are advanced to re- mg system Goes not meet the sLandarus

crments the Federal awarding agency m 42'-t2l. aedrtronar permanent infor-
shaF require each recipient to submit matron to further monitor awards may
the SF-272 and, when neoessary its be obtained upon written notice LC the
continuation sheet, SF-272a . The Fed- recipient until such time as the system
era: awarding agency shall use this re- Is brought up to standard . The Federal
port to monitor cash advanced to re- awarding agency, in obtaining this rr.-
cip.ents and tc obtain disbursement in- formation, shall comply with report
formation for each agreement with the clearance requirements of 6 OFF rt
recipients .

	

1320 .
(ri) Federal awarding agencies may (3 Federal awarding agencies are en .

require forecasts of Federal cash re- oonraged to shade out any hoe item or:
quirements in the "Remarks" section any report if not necessaryf
of tire report .

	

(4, Federal awarding agencies map
iii,; When practical and deemed nec- accept the identical information from

essary, Federal awarding agencies may the recipients in mar ntne readable for-
req •u'ire recipients to report in the mat or computer prir_touts or elec-
F.emarks" section the amount of cash tromc outputs rn lien of prescrmed for'

acs arcs . I wen: ed to excess of free

ATTACHMENT . . .-



§ 215 .53

?edera: .. _ing agencies ntt
Jrnvaie ton-outer 7 ; Outputs
6c raciplenr,s when such expedites or
inntrItoten ;to he a.oeuracy of report-

6215.53 Retention and access require-
eeents for records .

(a) This section sets forth require-
Tents for record retention and access
to records for awards to recipients .
Federal awarding agencies shall not
rmpose any other record retention or
access requirements upon recipients .
(b) Financial records, supporting doc-

uments, statistical records, and all
other records pertinent to an award
shall be retained for a period of three
years from the date of submission of
the final expenditure report or, for
awards that are renewed quarterly or
annually, from the date of the submis-
sion of the quarterly or annual finan-
cial report, as authorized by the Fed-
er al awarding agency . The only excep-
tions are the following .

(I) If any litigation, claim, or audit is
started before the expiration of the 3-
year period, the records shall be re-
tained until all litigation, claims or
audit findings involving the records
have been resolved and final action
taken .
(2) Records for real property and

equipment acquired with Federal funds
shall be retained for 3 years after final
disposition .

(3) When records are transferred to or
maintained by the Federal awarding
agency, the 3-year retention require-
ment is not applicable to the recipient .

(4) Indirect cost rate proposals, cost
allocations plans, etc . as specified in
§215 .53(8) .
(c) Copies of original records may be

substituted for the original records if
authorized by the Federal awarding
agency .
(d) The Federal awarding agency

shall request transfer of certain
records to its custody from recipients
when it determines that the records
possess long term retention value .
However, in order to avoid duplicate
recordkeeping, a Federal awarding
agency may make arrangements for re-
cipients to retain any records that are
continuously needed for joint use .

64

2 CFR Ch . 11 (1-1-0b Edition)

'e ; The F'+deral awarding agency, the
Inspection General, Comptroller +en-
eral of the United States, or any ci
their duly authorized representatives,
have the right of timely and unre-
stricted access to any hooks . docu-
ments . papers, or other records of
cipients that are pertinent to the
awards, in order to make audits, er.-
aminatlons, excerpts, transcripts and
copies of such documents . This right
also includes timely and reasonable ac-
cess to a recipient's personnel for the
purpose of interview and discussion re-
lated to such documents . The rights of
access In this paragraph are not lim-
ited to the required retention period,
but shall last as long as records are re-
tained .
(f) Unless required by statute, no

Federal awarding agency shall place
restrictions on recipients that limit
public access to the records of recipi-
ents that are pertinent to an award, ex-
cept when the Federal awarding agency
can demonstrate that such records
shall be kept confidential and would
have been exempted from disclosure
pursuant to the Freedom of Informa-
tion Act (5 U .S .C . 552) If the records
had belonged to the Federal awarding
agency .

(g) Indirect cost rate proposals, cost al-
locations plans, etc. Paragraphs (g)(1)
and (g)(2) of this section apply to tine
following types of documents, and their
supporting records : indirect cost rate
computations or proposals, cost alloca-
tion plans, and any similar accounting
computations of the rate at which a
particular group of costs is chargeable
(such as computer usage chargeback
rates or composite fringe benefit
rates)

(1) If submitted for negotiation . If the
recipient submits to the Federal
awarding agency or the subrecipient
submits to the recipient the proposal,
plan, or other computation to form the
basis for negotiation of the rate, then
the 3-year retention period for its sup-
porting records starts on the date of
such submission .

(2) If not submitted for negotiation . If
the recipient is not required to submit
to the Federal awarding agency or the
subrecipient is not required to .submit
to the recipient the proposal, plan, or
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1•EnMItT1O1 • SNL ENFOLOEMMENT

t 215.60 Purpose of termination and
enforcement .

Sections 215.61 and 21E-62 set forth
uniform suspension terminaton acid
enforcement procedures .

S 215.61 Termination
G wards may be Germinated in

whale or in part only if paragraphs
!a)(1), (2) or (3) o` this section apply .

( 1 ) By the Federal awarding agency,
if a recipient materially fails to com-
ply with the terms and conditions of an
award .

(2) By the Federal awarding agency
with the consent of the recipient, in
which case the two parties shall agree
upon the termination conditions, in-
cluding the effective date and, in the
case of partial termination, the portion
to be terminated .

(3) By the recipient upon sending to
the Federal awaraing agency written
notification setting forth the reasons
for such termination, the effective
date . and, cr. the case of partial terini-
nation .. the portion to be terminated .
However, if the Federal, awarding ager-
cy determines in the case of partial
termination that the reduced or modi-
fied portior of the gra`,tt will not ac-
complish the purposes fur which the
grant was made, it may terminate the
grant in its entirety under either para-
graphs taxi) or (2) of this section .
(b) If costs are allowed under an

award, the responsibilities of the re-
cipert referred to in 12x5 .71(a), includ-
ing those for property management as
applicable, shall be considered in the
termination of the award, and provi-
sion shah be made for continuing re-
sponsibilities of the recipient after tea-
^onatiOn as appropriate

¢216.62 Enforcement,
a FemedsesJo-rcncgmpiior,.;e I are-
Jient material y :a las tc Co l,. , with

7
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A ee_- a) 6 acute .
regulation. assurar;5t appi,eatior- .
-iotrce 0 1 wardL the Federal awarding
a€enc" may . i n addition a :r Dels ll'
any Of the speClal oOrrdltions outnribC
ii, [,21E .15 . Lake one or more of the iof-
t( wlng actions, as appropriate a the
mrcnmstmlces-

(_') Temporarily withhold caah pay-
rnerrtE pending Correction of the ael-
ciency oy the recipient 01 more severe
enforcement action by the Federal
awarding agency .

.'2) Disallow (that is, deny both use of
funds and any applicable matching
credit for) all or part of the cost of the
activity or action not ir- compliance .
(3) Wholly or partly suspend or t_ .-

icmate the current award
14) Withhold further awards for the

project or program .
(5) Take other remedies that may be

legally available .
(b) Hearings and appealsK in taking an

enforcement action, the awarding
agency shall provide the recipient an
opportunity for hearing, appeal, or
other administrative proceeding to
which the recipient is entitled under
any statute or regulation applicable to
the action involved .

c) Effects of suspension and sermi-
natior,- Costs of a recipient resulting
from obligations incurred by the re-
cipient during a suspension or after
termination of an award are not allow-
ails unless the awarding agency ex-
pressly actnoriies them in the notice
of suspension or termination or subse-
quently . Other recipient costs during
suspension or after termination whirl :
are necessary and not reasouab'v
avo;dable are allowable if paragraphs
(c)(1 ; and ;2) of this section apply .
(1 The costs result from obligations

which were properly incurred by the re-
cipient before the effective date of sus-
pension or termination, are not in an-
ticipation of it, and in the case of a ter-
mination, are noncancetlable .

t

(2i The costs would be allowable if
the award were -at suspended or e2-
pired normahy at the end of the fund-
ing period in which the termination
akes effeCt-
(d) Feiaisos~ship tc deburmen'. andpension_

The enforcement remedies
ra ntifled n this s 'lion . -ncioding
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s.nd net matt on . (I 0 001:
i ide recipient from being subject
to deharment and suspension under
:')s 12549 and 12609 and the Federal
,warding agency implementing regula-
ticns (see 5215 13) .

Subpart D-After-the-Award
Requirements

1215.70 Purpose .
Sections 215 .71 through 215 .73 contain

closeout procedures and other proce-
dures for subsequent disallowances and
adjustments .

§215.71 Closeout procedures,
(a) Recipients shall submit, within 90

calendar days after the date of comple-
tion of the award, all financial, per-
formance, and other reports as required
by the terms and conditions of the
award . The Federal awarding agency
may approve extensions when re-
quested by the recipient .
(b) Unless the Federal awarding agen-

cy authorizes an extension, a recipient
shall liquidate all obligations incurred
under the award not later than 90 cal-
endar days after the funding period or
the date of completion as specified in
the terms and conditions of the award
or in agency implementing instruc-
tions,
(c) The Federal awarding agency

shall make prompt payments to a re-
cipient for allowable reimbursable
costs under the award being closed out .
(d) The recipient shall promptly re-

fund any balances of unobligated cash
that the Federal awarding agency has
advanced or paid and that is not au-
thorized to be retained by the recipient
for use in other projects . 0MB Circular
A-129 governs unreturned amounts that
become delinquent debts .
(e) When authorized by the terms and

conditions of the award, the Federal
awarding agency shall make a settle-
ment for any upward or downward ad-
justments to the Federal share of costs
after closeout reports are received .
(f) The recipient shall account for

any real and personal property ac-
quired with Federal funds or received
from the Federal Government in ac-
cordance with §215.31 through §215 .37 .
(g) in the event a final audit has not

been performed prior to the closeout of
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ar award . the Federal awarding agency
shall retain the right to recover ari a. -
propriate amount after fully consid-
ering the recommendations on die-
allowed costs resulting from the final
audit .

5215.72 Subsequent adjustments and
continuing responsibilities .

(a) The closeout of an award does not
affect any of the following :
(1) The right of the Federal awarding

agency to disallow costs and recover
funds on the basis of aa later audit or
other review .
(2) The obligation of the recipient to

return any funds due as a result of
later refunds, corrections, or other
transactions .

(3) Audit requirements in §215 .26-
(4) Property management require-

ments in §215.31 through §215.37 .
(5) Records retention as required in

§ 215,53 .
(b) After closeout of an award, a rela-

tionship created under an award may
be modified or ended in whole or in
part with the consent of the Federal
awarding agency and the recipient,
provided the responsibilities of the re-
cipient referred to in paragraph (a) of
this section, including those for prop-
erty management as applicable, are
considered and provisions made for
continuing responsibilities of the re-
cipient, as appropriate .
[69 FR 25281, May 11 . 2004, as amended at 70
FR 51881, Aug . 31, 2005)

§ 215.73 Collection of amounts due .
(a) Any funds paid to a recipient in

excess of the amount to which the re-
cipient is finally determined to be enti-
tled under the terms and conditions of
the award constitute a debt to the Fed-
eral Government . If not paid within a
reasonable period after the demand for
payment, the Federal awarding agency
may reduce the debt by paragraphs
(a)(I), (2) or (3) of this section .
(1) Making an administrative offset

against other requests for reimburse-
ments .
(2) Withholding advance payments

otherwise due to the recipient,
(3) Taking other action permitted by

statute .
(b) Except as otherwise provided by

law, the Federal awarding agency shall
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All contracts 'awaloed cl' a reel plant '-r,
ciudin€ srr.2li purult ae - stab, contact. the
ioiIowlne' provIsion_ ae app-rcable :

- . Equal bmplopsneni Opporcunfcy-All con-
tracts shall contain a provision requiring
compliance wits E .0 . 11246, "Equal Employ-
ment Opportunity" (30 FP 12319 . 12935, 2
CPA, 196L196E Comp ., p . 339), aE amended by
E .O 11375, ''Amending Executive Order 1124E
E.eiatmg to Equal Employment Oppor-
tunlty .' and as supplemented by reg'iatrons
at 41 CFF. part 60, 'Office o' F'eaerai COL-
traci Compliance Programs, Equal Employ-
ment Opportunity, Department of Labor .'

2 . Copeland "And-Picuaack" Act (1E C .S .C .
674 and 46 U .S-C . 276c)-All contracts and sub-
gran ts in excess of 32000 for construction or
repair awarded by recipients and subreclp-
ents shall include a provision for compliance
tint, the Copeland 'Anti-Ylekbeck'' Act (lE
U .E C 874 ;, as supplemented by Department
of Labor regulations (25 CFE part 9, "Con-
tractors ant Suhoontracnors on Public Build-
ing or Frond Work Financed 11, Whole or in
Part -by Loans or Grants from the :United
States'') . - he Act provides that each con-
tractor or subreciprent shall to pronlbitec
'IOU, inducing, by any meansE any person
employed it the cons rootiot, completion, or
repair of public workt to give up any part of
the compensation to winch he is otherwise
entitled . The recipient shall report all sus-
pected or reported violation, to the Federal
awarding agency

G L¢vis-bacon Ac :, as amended (40 L' .E C .
2764 to u-7rWner required by Federal pro-
gram legislator. a1i construction contracts
awarded by the recipients add subrecipicots
of more than 52000 shat include a provision
for compliance with the Davm-Baser, hot (40

S.C 276a to a-7 ; and as supplemented by
Department of Labor reguiatlons (29 CFR
par"- 5, "Labor Standard : Provisions Appltca-
Ole to Contracts Governing Federally Fi-
nanced' and Assisted Construct,ofl") Under
this Act, contractors snal) bE required to pay
wages Lc laborers and meohanloE at a rate
not less then the minimum wages specified
m a wage determination made by the SEC-
retary' o` Labor . in addition- contractor:
shat . b e required to pay wages not less than
once a week . The recipient shall place a copy
or the current prevailing wage debermlnation
issued by the Department of Labor En pact .
solicitation and the award o` a contract shall
be conm-eloneC upon the acceptance of toe
wage eetermirawer: . The recipient shat re-
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let ; 'b .nc"G

AC : ,4C L-c .'O . 3) -JJJi-Vii ere applicable all
contracts awarded oy recipients it. excess of
52J00 if)]' Construction contracts and In . C-

oess o' 12500 is , other contract: tout . m'ac'es
Lift empioyn.ent o: mecna.nics or sacorere
snap include a provision for c,n,phance wit':
section: 102 and 107 of the Contract Fore
Hours and Safety Standa E t (4t C£ .C
33',-323), at supplemented oy `_fepartmen : of
Labor regulamonc (25 1-TL Pan, 6C Under sec-
tion 102 o` the Act, each contractor steal- be
required to compute the wages of every me
ohanto and laborer Or the n= of a standir :
work week of 4L Boors . Work 11, excess of the
standard work weed is permissiblE provIdeo
that the worrier is compensated a. a rate of
not less than 11/, times the oasis, rate o' par'
Seer all tours worked it excess of 4( hours in
the work week . Section 10 of the pies L ap-
plicable to construction work and provides
that- no laborer o mechanic small be required
to worn in sun'ounnlngs cc under wo^King
conditions which are unsanitary, hazardous
or dangerous- These requirements at not
apply tc the purchase : of suppliesTor male

als. or articles ordmarily available on the
open market . or contracts 'Or transportation
Or transmoSSIOL of maelligence

5 . Ripest to invennioo Made Under c con-
,,ac: or Apreemene-Contracts or agreements
for the performance of experimental, dcvel-
opmentai .tn research work shall provide for
the rights of the Federal Government and
the recipient in any resulting invention it
accordance with 37 CFB part 401, 'Rights tc
Invention . Blade b6' Nonprofit Organizations
and Small Business Fvms Under Govern-
ment Grants, Contracts and Cooperative
Agreements," and any implementin€ reguia-
tons issued b5 the awarding agency .

6 . Clean An Act (42 C .E .C . 7401 et net, ccd

U

the Federal Water Pollution Control Act (J3
.S .C . 126) et seq-), as amcnded-Contracts

and subgrants of amounts In excess of
1100,000 slat contain a provision that e
quires the recipient to agree to comply with
al: applicable standards, orders or reguia-
tions issued pursuant to the Clear Air Act
142 U .E C . 740' el seg .o and the Federal Water
Pollution Control Act as amended (3i' .S .C .
1251 e : sect Violations shall be reported tc
the Federal awarding agency and the ED -
gionai Office of the Envlronmenta . Protec-
ticr. Agency (EPA) .
77 byrd Ant-Lobbvm.c Ammamenl (3) U .S .C

: .:52)-Contractors who apply or tad for a-t
award of 3104,000 or more shall the the re-
quired certification . Leon men certifies to
the tier above that it. will not and r.at not
used Federa'] appropriates funs to pays any
person or erganicatior.fo: infloenciug m at
tempting to influence at officer o- employee
of any agency,a member o' Congress- officer
o: employee o' CongressL m at employee of a
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Inernhe ; of Oong:'SS In connertlen "rite ph
laming any Federal cmura.ctt, grant or any
other award :covered oy 31 U .S-C 1352 Each
tier shall also disclose any lobbying with
non-Federal funds that takes place In con-
section with obtaining any Federal award .
Such disclosures are forwarded from tlet in
tier up to the recipient .

8 . Debarment and Suspension (Z 0 s 12549
and i2589i-A contract award with an
amount expected to equal or exceed 525 .000
and certain other contract awards ;see 2 CFR
180 .220) shall not he made to parties listed on
the government-wide Excluded Parties List
System, In accordance with the OMB guide-
lines at 2 CFR part 100 that implement E .Os
12649 (3 CFR, 1986 Comp., p . 189) and 12689 (3
CFR, 1989 Comp., p- 235), "Debarment and
Suspension ." The Excluded Parties List Sys-
tem contains the names of parties debarred,
suspended, or otherwise excluded by agen-
des, as well as parties declared ineligible
under statutory or regulatory authority
other than E .0 . 2549 .

I69 FR 26281, May 11, 2004, as amended at 70
FR 51879, Aug . 31, 20051

PARTS 216-219 [RESERVED]

PART 220-COST PRINCIPLES FOR
EDUCATIONAL INSTITUTIONS
(OMB CIRCULAR A-21)

Sec .
220.5 Purpose .
220.10 Scope .
220 .15 Policy .
220 .20 Applicability .
220 .25 OMB responsibilities .
220 .30 Federal agency responsibilities .
220 .35 Effective date of changes .
220 .40 Relationship to previous issuance .
22045 Information contact .

APPSNDD: A TO PART 220-PRINCIPLDS FOR DE-
TERMn1INO COSTS APPLICABLE TO GRANTS,
CONTRACTS, AND OTHER AGREEMENTS WITH
EDUOATiONAL INSTITUTIONS

AUTHORITY: 31 U .S .C . 503'. 31 U .S .C . 1111', 41
U .S .C . 405 : Reorganization Plan No . 2 of 1970 :
E .0 . 11541, 35 FR 10737, 3 CFR, 1966-1970, p .
939 .

SOURCE 70 FR. 51881, Aug . 31, 2005, unless
otherwise noted .

§220.5 Purpose.

This part establishes principles for
determining costs applicable to grants,
contracts, and other agreements with
educational institutions .

68

2 CFR Ch. II (1-1-Ce Edition)

132(1 .10 Soope .

the principles in this par ;. deal with
the subject of cost determination, and
make no attempt to identify the cir-
cumstances or dictate the elftent of
agency and institutional participation
in he financing of a particular pro) oat .
PTOVfSloll icr' profit or Other illcremcot
,bore cost lo outside the elope of this
Dart

§220.15 Policy,

The principles in this part are de-
signed to provide that the Federal Gov-
ernment bear its fair share of total
costs, determined in accordance with
generally accepted accounting prin-
ciples, except where restricted or pro-
hibited by law. Agencies are not ex-
pected to place additional restrictions
on individual items of cost. The suc-
cessful application of cost accounting
principles requires development of mu-
tual understanding between represent-
atives of educational institutions and
of the Federal Government as to their
scope, implementation, and interpreta-
tion .

§220.20 Applicability .

(a) All Federal agencies that sponsor
research and development, training,
and other work at educational institu-
tions shall apply the provisions of Ap-
pendix A to this part in determining
the costs incurred for such work . The
principles shall also be used as a guide
in the pricing of fixed price or lump
sum agreements .
(b) Each federal agency that awards

defense-related contracts to a Feder-
ally Funded Research and Development
Center (FFRDC) associated with an
educational institution shall require
the FFRDC to comply with the Cost
Accounting Standards and with the
rules and regulations issued by the
Cost Accounting Standards Board and
set forth in 47 CFR. part 99 .

§220.25 OMB responsibilities .

OMB is responsible for.
(a) Issuing and maintaining the guid-

ance In this part .
(b) Interpreting the policy require-

ments in this part and providing assist-
ance to ensure effective and efficient
implementation,

IATTACHMENT	
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TO TAE HEADS OF E).ECU =','E UEPAPTHEOTC AND EST=BIISHMENTS

SU5JECC : Cost Principles for Non-Pro__t Oroanizatior:s

_ . Purpose . This Circular establishes principles for oetermrnlng costs of

grants, contracts ano otner agreements with non-profit organizations . It does

not apply to colleges and universities which are covered by Office of Management
and Budget (OMB) Circular 1-21, "Cost Principles for Educational Institutions" ;
State, local, and federally-recognized Indian tribal governments which are
covered by WE Circular 1-67, "Cost Principles for State, Local, and Indian
Tribal Governments" ; or hospitals . The principles are designed to provide that
the Federal Government bear its fair share of costs except where restricted or
prohibited by law . The principles do riot attempt to prescribe the extent of
cost snaring or matching on grants, contracts, or other agreements . However,
such cost sharing or matching shall not be accomplished through arbitrary
limitations on individual cost elements by Federal agencies- Provision for
profit or other increment above cost is outside the scope of this Circular .

2 . Supersession . This Circular supersedes cost principles issued by individual
agencies for non-profit organizations .

3 . Applicability .

a . These principles shall be used by all Federal agencies in determining
the costs of work performed by non-profit organizations under grants,
cooperative agreements, cost reimbursement contracts, and other contracts in
which costs are used in pricing, administration, or settlement .

	

All of these
instruments are hereafter referred to as awards . The principles do not apply to
awards under which an organization is not required to account to the Federal
Government for actual costs incurred .

b . Ell cost reimbursement subawards (subgrants, subcontracts, etc .) are
subject to those Federal cost principles applicable to the particular
organization concerned . Thus, if a subaward is to a non-profit organization,
this Circular shall apply ; if a subaward is to a commercial organization, the
cost principles applicable to commercial concerns shall apply ; if a subaward is
to a college or university, Circular E-21 shall apply ; if a subaward is to a
State, local, or federally-recognizes Indian tribal government, Circular 1-67
shall apply .

Revised May 7.6, 2004
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rGan:Zatior. rne.an5
o rgan-=anon . . ._

is operated Drimarll';

	

sC_er.__

	

etUta=
lar purposes

	

the

	

ss

_s no- organized primarily for profit ; and

uses -, Is net proceeds to maintain, improve, and/or expand its
operations . For this purpose, the term "non-profit organization" excludes (ii
colleges and universities ; (ii) hospitals ; (iii.) State, local, and ffederaily-
recognized Indian tribal governments ; and (iv) -hose -
non-profit organizations which are excluded from coverage of this Circular in
accordance with paragraph 5 .

b . Prior approval means securing the awarding agency's permission in
advance to incur cost for those items that are designated as requiring prior
approval by the Circular . Generally this permission will be in writing . Where
an item of cost requiring prior approval is specified in the budget of an award,
approval of the budget constitutes approval of that cost .

5 . Exclusion of some non-profit organizations . Some non-profit organizations,
because of their size and nature of operations, can be considered to be similar
to commercial concerns for purpose of applicability of cost principles . Such
non-profit organizations shall operate under Federal cost principles applicable
to commercial concerns . A listing of these organizations is contained in
Attachment C . Other organizations may be added from time to time .

6 . Responsibilities . Agencies responsible for administering programs that
involve awards to non-profit organizations shall implement the provisions of
this Circular . Upon request, implementing instruction shall be furnished to
OMB . Agencies shall designate a liaison official to serve as the agency
representative on matters relating to the implementation of this Circular . The
name and title of such representative shall be furnished to OMB within 30 days
of the date of this Circular .

7 . Attachments . The principles and related policy guides are set forth in the
following Attachments :

Attachment A - General Principles

Attachment B - Selected Items of Cost

Attachment C - Non-Profit Organizations Not Subject To This Circular

8 . Requests for exceptions . 0MB may grant exceptions to the requirements of
this Circular when permissible under existing law . However, in the interest of
achieving maximum uniformity, exceptions will be permitted only in highly
unusual circumstances .

9 . Effective Date . The provisions of this Circular are effective immediately .
Implementation shall be phased in by incorporating the provisions into new
awards made after the start of the organization's next fiscal year . For
existing awards, the new principles may be applied if an organization and the
cognizant Federal agency agree . Earlier implementation, or a delay in
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ATTACHMENT A
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total osts

ii.owahlitry

Reasonable costs

4 .

	

P.11.Gr_ab1 costs

Applicable credits

6 . Advance understandings

Conditional exemptions

B . Direct Costs

C . Indirect Costs

D . Allocation a Indirect Costs and Determination o_ Indirect ost Rates

1 .

	

General

2 . Simplified allocation method

Multiple allocation base method

Direct allocation method

5 . Special indirect cost rates
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cos=
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r_c__s .

Factrs affecting . . ._owabii_- of _osts . To oe a lowa . .i ur:o_7 an
:o :n Twist meet the ~ ti lowin4 aerle_al ___rerla :

a . Be __ascr:anie for _ne performance of

	

award and be
under these pcincip :.es .

b .

	

Conform to any ]ini :aLions or exclusions set forth it - ' : es:e
p ; ant pies or in the award as to types or amount of cost items .

, . . Be consistent with policies and procedures that apply uniform
to both federally-financed and other activities of the organization .

d . Be accorded coraistent treatment .

e . Be determined in accordance with generally accepted accounting
principles IG .AAP) .

f . Not be included as a cost or used to meet cost sharing or
matching requirements of any other f ederally-financed program in either the
current or a prior period .

g . Be adequately documented .

3 . Reasonable costs . A cost is reasonable if, an its nature or amount,
it does not exceed that which would be incurred by a prudent person under the
circumstances prevailing at the time the decision was made to incur the costs .
The question of the reasonableness of specific costs must be scrutinized with
particular care in connection with organizations or separate divisions thereof
which receive the preponderance of their supportt from awards made by Federal
agencies . In determining the reasonableness of a given cost, consideration
shall be given to :

a . whether the cost is of a type generally recognized as ordinary
and necessary for the operation of the organization or the performance of the
award .

6
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_
orgarization which may ur- -j ustifiably increase =he award costs .

4 . Allocarle costs .

a . FA cost is allocable to a particular cost objective, such as a
grant, contract, project, service, or other activity, in accordance with the
relative benefits received . A cost is allocable to a Federa l award if it is
treated consistently with other costs incurred for the same purpose in l-ke
Circumstances and if it :

(1) Is incurred specifically for the award .

(2) Benefits both the award and other work and can be
distributed in reasonable proportion to the benefits received, or

(3) Is necessary to the overall operation of the organization,
although a direct relationship to any particular cost objective cannot be shown .

b . Any cost allocable to a particular award or other cost objective
under these principles may not be shifted to other Federal awards to overcome
funding deficiencies, or to avoid restrictions imposed by law or by the terms of
the award .

5 . Applicable credits .

a . The term applicable credits refers to those receipts, or
reduction of expenditures which operate to offset or reduce expense items that
are allocable to awards as direct or indirect costs_ Typical examples oz such
transactions are : purchase discounts, rebates or allowances, recoveries or
indemnities on losses, insurance refunds, and adjustments of overpayments or
erroneous charges . To the extent that such credits accruing or received by the
organization relate to allowable cost, they shall be credited to the Federal
Government either as a cost reduction or cash refund, as appropriate .

b . In some instances, the amounts received from the Federal
Government to finance organizational activities or service operations should be
treated as applicable credits . Specifically, the concept of netting such credit
items against related expenditures should be applied by the organization in
determining the rates or amounts to be charged to Federal awards for services
rendered whenever the facilities or other resources used in providing such
services have been financed directly, in whole or in part, by Federal funds .

For rules covering program income (i .e ., gross income earned
from federally-supported activities) see Sec .

	

.24 of Office of Management and
Budget (OMB) Circular P-110, "Uniform Admir_istrative Requirements for Grants and
Agreements with Institutions of Higher Education, Hospitals, and Other Non-
profit Organizations ."
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conneczior. wit,n nrgan__ations that receive a preponderance
support from Federal agencies .

	

order to avoid subsequent
nce or dispute based or unreasonableness or nona_locability, -_
table too see', a wr-rten agreement with the cognizant or awarding
advance of the incu .-rence of special or unusual costs . 'he absence of

(Fdv;,nce agreement on any element of cost will not, in

	

u

	

affect the
_~,asunableness

	

allocability of that element .

Tonrli 'Lanai exemptions .

a . OMB authorizes conditional exemption from ONE administrative
requirements and cost principles circulars for certain Federal programs with
statutorily-authorized consolidated planning and consolidated administrative
funding, that are identified by a Federal agency and approved by the head of
the Executive department or establishment . A Federal agency shall . consult with
,)MB during its consideration of whether to grant such an exemption .

b . To promote efficiency in State and local program administration,
when Federal non-entitlement programs with common purposes have specific
statutorily-authorized consolidated planning and consolidated administrative
funding and where most of the State agency's resources come from non-Federal
sources, Federal agencies may exempt these covered State-administered, non-
entitlement grant programs from certain OM grants management requirements . The
exemptions would be from all but the allocability of costs provisions of OMB
Circulars A-87 (Attachment A, subsection C .3), "Cost Principles for State,
Local, and Indian Tribal Governments," A-21 (Section C, subpart 4), "Cost
Principles for Educational Institutions," and A-122 (Attachment A, subsection
A .-), "Cost Principles for Non-Profit Organizations," and from all of the
administrative requirements provisions of OMB Circular A-110, "Uniform
Administrative Requirements for Grants and Agreements with Institutions of
Higher Education, Hospitals, and Other Non-Profit Organizations," and the
agencies' grants management common rule .

c . When a Federal agency provides this flexibility, as a
prerequisite to a State's exercising this option, a State must adopt its own
written fiscal and administrative requirements for expending and accounting for
all funds, which are consistent with the provisions of OMB Circular A-B7, and
extend such policies to all subrecipients . These fiscal and administrative
requirements must be sufficiently specific to ensure that : funds are used in
compliance with all applicable Federal statutory and regulatory provisions,
costs are reasonable and necessary for operating these programs, and funds are
not be used for general expenses required to carry out other responsibilities of
a State or its subrecipients .

B . Direct Costs

1 . Direct costs are those that can be identified specifically with a
particular final cost objective, i .e ., a particular award, project, service, or
other direct activity of an organization . However, a costt may not be assigned
to an award as a direct cost if any other cost incurred for the same purpose, in
like circumstance, has been allocated to an award as an indirect cost . Costs
identified specifically with awards are direct costs of the awards and are to be
assigned directly thereto . Costs identified specifically with other final cost
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Federal
awards

	

c-, for example, -ur.dra-sine costs in Gragraph

	

o' z, tacnmsr~t z_,?. .
However, even trough these costs are unallowanlefor purposes of computing
charges _c Federal awards, they nonetheless must be treated as direct costs for
purposes of determining indirect cost _rates and be allocated the-r share of -he
organ-zation'a indirect costs if they represent activities which (1) include the
salaries of personnel, (2) occupy space, and (3) benefit from the organ-zation's
indirect costs .

4 . The costs of activities performed primarily as a service to members,
clients, or the general public when significant and necessary to the
organization's mission must be treated as direct costs whether or not allowable
and be allocated an equitable share of indirect costs . Some examples of these
types of activities include :

Maintenance of membership rolls, subscriptions, publications,
and related a

.

b . Providing services and information to members, legislative or
administrative bodies, or the public .

c . Promotion, lobbying, and other forms of public relations .

d . Meetings and conferences except those held to conduct the
general administration of the organization .

e . Maintenance, protection, and investment of special funds not
used in operation of the organization .

f . Administration of group benefits on behalf of members or
clients, including life and hospital insurance, annuity or retirement plans,
financial aid, etc .

C . Indirect Costs

1 . Indirect costs are those that have been incurred for common or io_nt
objectives and cannot be readily identified with a particular final cost
objective . Direct cost of minor amounts may be treated as indirect costs under
the conditions described in subparagraph B .2 . After direct costs have been
determined and assigned directly to awards or other work as appropriate,
indirect costs are those remaining to be allocated to benefiting cost
objectives . H cost may not be allocated to an award as an indirect costt if any
other cost incurred for the same purpose, in like circumstances, has been
assigned to an award as a direct cost .

2 . Because of the diverse characteristics and accounting practices of
non-profit organizations, it is not possible to specify the types of cost which
may be classified as indirect cost in all situations . However, typical examples
of indirect cost for many non-profit organizations may include depreciation or
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is defined as depreciation and
use a :-iowances on buildings, equipment and capital improvement, interest on

. . .::o' : weed with certain buildings, equipment and capital improvements, and
opera .̀;i.or.s and maintenance expenses . "P:dministrat_ion" is defined as genera_
adrn ni.stration and general expenses such as the director's office, accounting,
personnel., library expenses and all other types off expenditures not listed
specif .Lcally under one of the subcategories of "Facilities" (including cross
allocations from other pools, where applicable) .

	

See indirect cost rate
ceporti.og requirements in subparagraphs D .2 .e and D .3 .g .

F,11o~.atior~ of Indirect Costs and Determination of Indirect Cost Rates

1 .

	

General .

a . Where a non-profit organization has only one major function, or
where all its major functions benefit from its indirect costs to approximately
the same degree, the allocation of indirect costs and the computation of an
indirect cost rate may be accomplished through simplified allocation procedures,
as described in subparagraph 2 .

b . Where an organization has several major functions which benefit
from its indirect costs in varying degrees, allocation of indirect costs may
require the accumulation of such costs into separate cost groupings which then
are allocated individually to benefiting functions by means of a base which best
measures the relative degree of benefit . The indirect costs allocated to each
function are then distributed to individual awards and other activitiess included
in that function by means of an indirect cost rate(s) .

C, The determination of what constitutes an organization's major
functions will depend on its purpose in being ; the types of services it renders
to the public, its clients, and its members ; and the amount of effort it devotes
to such activities as fundraising, public information and membership activities .

d . Specific methods for allocating indirect costs and computing
indirect cost rates along with the conditions under which each method should be
used are described in subparagraphs 2 through 5 .

e . The base period for the allocation of indirect costs is the
period in which such costs are incurred and accumulated for allocation to work
performed in that period . The base period normally should coincide with the
organization's fiscal year but, in any event, shall be so selected as to avoid
inequities in the allocation of the costs .

2 . Simplified allocation method .

a . Where an organization's major functions benefit from its
indirect costs to approximately the same degree, the allocation of indirect
costs may be accomplished by (i) separating the organization's total costs for
the base period as either direct or indirect, and (ii) dividing the total
allowable indirect costs (net of applicable credits) by an equitable
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represent activities must be included in the direct costs under the conditions
desor reed hr subparagraph B .3 .

C . The distribution base May be total cirect costs (excluding
capital expenditures and other distorting items, such as major subcontracts or
subgrants), direct salaries and wages, or other base which results in an
eouitable distribution . The distribution base shall generally exclude
participant support costs as definea in paragraph 32 of Attachment B .

d . Except where a special rate(s) is required in accordance with
subparagraph 5, the indirect cost rate developed under the above principles is
applicable to all awards at the organization . If a special rate(s) is required,
appropriate modifications shall be made in order to develop the special rate(s) .

e . For an organization that receives more than $10 million in
Federal funding of direct costs in a fiscal year, a breakout of the indirect
cost component into two broad categories, Facilities and Administration as
defined in subparagraph C .3, is required . The rate in each case shall be stated
as the percentage which the amount of the particular indirect cost category
(i .e ., Facilities or Administration) is of the distribution base identified with
that category .

3 . Multiple allocation base method

a . General . Where an organization's indirect costs benefit its
major functions in varying degrees, indirect costs shall be accumulated into
separate cost groupings, as described in subparagraph b . Each grouping shall
then be allocated individually to benefitting functions by means of a base which
best measures the relative benefits . The default allocation bases by cost pool
are described in subparagraph c .

b . Identification of indirect costs . Cost groupings shall be
established so as to permit the allocation of each grouping on the basis of
benefits provided to the major functions . Each grouping shall constitute a pool
of expenses that are of like character in terms of functions they benefit and in
terms of the allocation base which best measures the relative benefits provided
to each function . The groupings are classified within the two broad categories :
"Facilities" and "Administration," as described in subparagraph C .3 . The
indirect cost pools are defined as follows :

(1) Depreciation and use allowances . The expenses under this
heading are the portion of the costs of the organization's buildings, capital
improvements to land and buildings, and equipment which are computed in
accordance with paragraph 11 of Attachment B ("Depreciation and use
allowances") .

11
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They include expenses normally incurred for such items as :
~1Dn for a ll and utility services ; repairs and ordinary or normal altera*_ions c • .
nu .u.di :~gs, furniture and equipment ; care of grounds ; maintenance and operr, :ion
off b ui.lair.g s and other plant _facilities ; security ; earthquake and disaster
preparedness ; environmental safety ; hazardous waste disposal ; property,
I-1abrJ.i .̀.y and other .nsuratce relating to proper

	

space and capital
facii .i.ty planning and management; and, central receiving . The operation and
ma :i.rntenance expenses category shall also include its allocable share of fringe
henefit costs, depreciation and use allowances, and interest costs .

(4) General administration and general expenses . The expenses
under chin heading are those that have been incurred for the overall general
executive and administrative offices of the organization and other expenses of a
general nature which do not relate solely to any major function of the
organization . This category shall also include its allocable share of fringe
benefit costs, operation and maintenance expense, depreciation and use
allowances, and interest costs . Examples of this category include central.
offices, such as the director's office, the office of finance, business
services, budget and planning, personnel, safety and risk management, generall
counsel, management information systems, and library costs .

In developing this cost pool, special care should be exercised to ensure that
costs incurred for the same purpose in like circumstances are treated
consistently as either direct or indirect costs . For example, salaries of
technical staff, project supplies, project publication, telephone toll charges,
computer costs, travel costs, and specialized services costs shall be treated as
direct costs wherever identifiable to a particular program . The salaries and
wages of administrative and pooled clerical staff should normally be treated as
indirect costs . Direct charging of these costs may be appropriate where a major
project or activity explicitly requires and budgets for administrative or
clerical services and other individuals involved can be identified with the
program or activity . Items such as office supplies, postage, local telephone
costs, periodicals and memberships should normally be treated as indirect costs .

c . Allocation bases . Actual conditions shall be taken into account
in selecting the base to be used in allocating the expenses in each grouping to
benefitting functions . The essential consideration in selecting a method or a
base is that it is the one best suited for assigning the pool of costs to cost
objectives in accordance with benefits derived ; a traceable cause and effect
relationship ; or logic and reason, where neither the cause nor the effect of the
relationship is determinable . When an allocation can be made by assignment of a
cost grouping directly to the function benefited, the allocation shall be made
in that manner . When the expenses in a cost grouping are more general in nature,
the allocation shall be made through the use of a selected base which produces
results that are equitable to both the Federal Government and the organization .
The distribution shall be made in accordance with the bases described herein
unless it can be demonstrated that the use of a different base would result in a
more equitable allocation of the costs, or that a - more readily available base
would not increase the costs charged to sponsored awards . The results of
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exci' .ely in The conduct of a single function, and on capita_ improvements and

_ .=Pant USES in snob •uiid_ngs, snail be ass igned that unction.

b) Depreciation or use allowances on buildings used fc_
more than one function, and on capital improvements and equipment used in such
buildings, shall no allocated to the individual functions performed in each
building on the basis of usable square feet of space, excluding common areas,
such as hallways, stairwells, and restrooms .

(c) Depreciation or use allowances on buildings, capital
improvements and equipment related space (e .g

	

individual rooms, and
laboratories) used jointly by more than one function (as determined by the users
of the space) shall be treated as follows . The cost of each jointly used unit
of space shall be allocated to the benefitting functions on the basis of :

(i) the employees and other users on a full-time
equivalent (FTE) basis or salaries and wages of those individual functions
benefitting from the use of that spacer or

(ii) organization-wide employee FTEs or salaries
and wages applicable to the benefitting functions of the organization-

(d) Depreciation or use allowances on certain capital
improvements to land, such as paved parking areas, fences, sidewalks, and the
like, not included in the cost of buildings, shall be allocated to user
categories on a FTE basis and distributed to major functions in proportion to
the salaries and wages of all employees applicable to the functions .

(2) Interest . Interest costs shall be allocated in the same
manner as the depreciation or use allowances on the buildings, equipment and
capital equipments to which the interest relates-

(3) Operation and maintenance expenses . operation and
maintenance expenses shall be allocated in the same manner as the depreciation
and use allowances .

(4) General administration and general expenses . General
administration and general expenses shall be allocated to benefitting functions
based on modified total direct costs (MTDC), as described in subparagraph D .3 .f .
The expenses included in this category could be grouped first according to major
functions of the organization to which they render services or provide benefits .
The aggregate expenses of each group shall then be allocated to benefitting
functions based or MTDC .

d . Order of distribution .

(1) Indirect cost categories consisting of depreciation and
use allowances, -interest, operation and maintenance, and general administration

13
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result in a more equitable allocation of costs . -._ a cross allocation

	

used,
an appropriate modification to the composition of the indirect cost ca~eao_ :i.ec~.

required .

Application of indirect cost rate or rates . Except where a
special indirect cost rate(s) is required in accordance with subparagraph D .5,
the separate groupings of indirect costs allocated to each major function shall
be aggregated and treated as a common pool for that function . The costs in the
common pool shall then be distributed to individual awards included in that
function by use of a single indirect cost rate .

f . Distribution basis . indirect costs shall be distributed to
applicable sponsored awards and other benefitting activities within each major
function on the basis of MTDC . MTDC consists of all salaries and wages, fringe
benefits, materials and supplies, services, travel, and subgrants and
subcontracts up to the first $25,000 of each suhgrant or subcontract (regardless
of the period covered by the subgrant or subcontract) . Equipment, capital
expenditures, charges for patient care, rental costs and the portion in excess
of $25,000 shall be excluded from MTDC . Participant support costs shall
generally be excluded from MTDC . Other items may only be excluded when the
Federal cost cognizant agency determines that an exclusion is necessary to avoid
a serious inequity in the distribution of indirect costs .

g . Individual Rate Components . An indirect cost rate shall be
determined for each separate indirect cost pool developed . The rate in each
case shall be stated as the percentage which the amount of the particular
indirect cost pool is of the distribution base identified with that pool . Each
indirect cost rate negotiation or determination agreement shall include
development of the rate for each indirect cost pool as well as the overall
indirect cost rate . The indirect cost pools shall be classified within two
broad categories : "Facilities" and "Administration," as described in
subparagraph C .3 .

Direct allocation method .

a . Some non-profit organizations treat all costs as direct costs
except general administration and general expenses . These organizations
generally separate their costs into three basic categories : (i) General
administration and general expenses, (ii) fundraising, and (iii) other direct
functions (including projects performed under Federal awards) . Joint costs,
such as depreciation, rental costs, operation and maintenance of facilities,
telephone expenses, and the like are prorated individually as direct costs to
each category and to each award or other activity using a base most appropriate
to the particular cost being prorated .

b . This method is acceptable, provided each joint cost is prorated
using a base which accurately measures the benefits provided to each award or

14
ATTACHMENT

PAGE -.J4 . . . . OF . .

	

. . . . PAGES



mitt cce

	

_ ___ S

	

to e c
uc

	

or~ ar._e
__

	

data
_aide t._~ou nC ant -ndn

	

rt rc

	

oiunta -e-_r'

	

We.)-
carons _°scar

	

to .r.a N ..a_ ~oenc_', _

	

hs`_lon._
?a .clnLly

	

cicnt-

	

___.r ar,c So _a_ We-

	

Organizations

	

r,e Jutted

4a.- o` i-JIIer_ca .

Jnc°T cr:_s me_nod, -nc_rest costs cor's_st exclcsivel ..- C oeneral
aarr r - s_ra or. ant n_ne_al _ xpenses .

	

lr. a_- other respects, the c_ sai _tabor: 'r .
_nc - -ect cost rates sna-1 De computee ~n Inc same manner as teat aes_-iced in
suoparagrapn

Special indirect cost rates . In some instances, a single indirect
castrate or all activities of an organization or for each major function of
the organization nay not be appropriate, since it would not take into account
_hose different factors which may substantially affect the indirect costs
applicable to a particular segment of work . For this purpose, a particular
segment of work may be that performed under a single award or it may consist of
work under a group of awards performed in a common environment . These factors
may include the physical location of the work, the level of administrative
support required, the nature of the facilities or other resources employed, the
scientific disciplines or technical skills involved, the o-ganizational
arrangements used, or any combination thereof .

	

When a particular segment of
work is performed in an environment which appears to generate a significantly
different level of indirect costs, provisions should be made for a separate
ndirect cost pool applicable to such work . The separate indirect cost pool
should be developed during the course of the regular allocation process, and the
separate indirect cost rate resulting therefrom should be used, provided it IS
determined that (i) the rate differs significantly from that which would have
been obtained under subparagraphs 2, 3, and 4, and (ii) the volume of work to
which the rate would apply is material .

E . Negotiation and Approval of Indirect Cost Rates

1 . Definitions . As used in this section, the following terms nave the
meanings set
forth below :

a . Cognizant agency means the Federal agency responsible for
negotiating and approving indirect cost rates for a non-profit organization on
behalf of all Federal agencies .

b . Predetermined rate means an indirect cost rate, applicable to a
specified current or future period, usually the organization's fiscal year . The
rate is based on an estimate of the costs to be incurred during the period . A
predetermined rate is not subject to adjustment .

c . Fixed rate means an indirect cost rate which has the same
charac`eristics as a predetermined rate, except that the difference between the
estimated costs and the actual costs of the period covered by the rate is
carried forward as an adjustment to the rate computation of a subsequent period .

d . Final rate means an indirect cost rate applicable to a specified
past period which is based on the actual costs of the period . A final rate
not subject to adjustment .

15
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Negotiation and approval of rates .

a . Unless different arrangements are agreed to by the agencies
concerned, the Federal agency with the largest dollar value of awards with an
organization will be designated as the cognizant agency for the negotiation and
approval of the indirect cost rates and, where necessary, other rates such as
fringe benefit and computer charge-out rates . Once an agency is assigned
cognizance for a particular non-profit organization, the assignment will not be
changed unless there is a major long-term shift in the dollar volume of the
Federal awards to the organization .

	

A11 concerned Federal agencies shall be
given the opportunity to participate in the negotiation process but, after a
rate has been agreedd upon, it will be accepted by all Federal agencies .

	

When a
Federal agency has reason to believe 'hat special operating factors affecting
its awards necessitate special indirect cost rates in accordance with
subparagraph D .S, it will, prior to the time the rates are negotiated, notify
the cognizant agency .

b . A non-profit organization which has not previously established
an indirect cost rate with a Federal agency shall submit its initial indirect
cost proposal immediately after the organization is advised that an award will
be made and, in no event, later than three months after the effective date of
the award .

c . Organizations that have previously established indirect cost
rates must submit a new indirect cost proposal to the cognizant agency within
six months after the close of each fiscal year .

d . A predetermined rate may be negotiated for use on awards where
there is reasonable assurance, based on past experience and reliable projection
of the organization's costs, that the rate is not likely to exceed a rate based
on the organization's actual costs .

e . Fixed rates may be negotiated where predetermined rates are not
considered appropriate . A fixed rate, however, shall not be negotiated if (i)
all or a substantial portion of the organization's awards are expected to expire
before the carry-forward adjustment can be made ; (ii) the mix of Federal and
non-Federal work at the organization is too erratic to permit an equitable
carry-forward adjustment ; or (iii) the organization's operations fluctuate
significantly from year to year .

f . Provisional and final rates shall be negotiated where neither
predetermined nor fixed rates are appropriate .
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5 r)r _. .,

"or; ; :- of Contents

Advertising and pub a- rations
dvisory counc_1s

Alcoholic beverages
Audit costs and related services
Bad debts
Bonding costs
Communi.c:ation costs
Compensation for personal services

9 .

	

Contingency provisions
n0 .

	

Defense and prosecution of criminal and

	

~_oceed=r,a

	

c.a-is, appear
and patent infringement

17 .

	

Depreciation and use al-iowance- :.
12 .

	

Donations and contributions
13 .

	

Employee morale, health, and welfare cost ;
14 .

	

Entertainment costs
15 .

	

Equipment and other capital expenditures
16 .

	

Fines and penalties
17 .

	

Fund raising and investment management costs
18 .

	

Gains and losses on depreciable assets
i.9 .

	

Goods or services for personal use
20 .

	

Housing and personal living expenses
21 .

	

Idle facilities and idle capacity
22 .

	

Insurance and indemnification
23 .

	

Interest
24 .

	

Labor relations costs
25 .

	

Lobbying
26 .

	

Losses on other sponsored agreements or contracts
27 .

	

Maintenance and repair costs
28 .

	

Materials and supplies costs
29 .

	

Meetings and conferences
30 .

	

Memberships, subscriptions, and professional act-'i-y costs
31 .

	

Organization costs
32 .

	

Page charges in professional journals
33 .

	

Participant support costs
34 .

	

Patent costs
35 .

	

Plant and homeland security costs
36 .

	

Pre-agreement costs
37 .

	

Professional services costs
38 .

	

Publication and printing costs
39 .

	

Rearrangement and alteration costs
40 .

	

Reconversion costs
41 .

	

Recruiting costs
42 .

	

Relocation costs
43 .

	

Rental costs of buildings and equipment
44 .

	

Royalties and other costs for use of patents and copyrights
45 .

	

Selling and marketing
46 .

	

Specialized service facilities
47 .

	

Taxes
48 .

	

Termination costs applicable to sponsored agreements

18
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Adver_wsinq and public relations costs .

a . The term advertising costs means me costs of advertising media and
corollary adm'.nistrati.ve costs . Advertis_ng media include magazines,
newspapers, radio and television, direct mail ., exhibits, electron : c or computer :
transmittals, and the like .

b . The term public relations includes community relations and means those
activities dedicated to maintaining the image of the non-profit organization or
maintaining or promoting understanding and favorable relations with the
community or public at large or any segment of the public,

c . The only allowable advertising costs are those which are solely for :

(1) The recruitment of personnel required for the performance by the
non-profit organization of obligations arising under a Federal award ,see also,
Attachment B, paragraph 41, Recruiting costs, and paragraph 42, Relocation
costs) ;

(2 ; The procurement of goods and services for the performance a
Federal award ;

(3) The disposal of scrap or surplus materials acquired in the
performance of a Federal award except when non-profit organizations are
reimbursed for disposal costs at a predetermined amount ; or

(4) Other specific purposes necessary to meet the requirements of
the Federal award .

d . The only allowable public relations costs are :

(1) Costs specifically required by the Federal award ;

(2) Costs of communicating with the public and press pertaining to
specific activities or accomplishments which result from performance of Federal
awards (these costs are considered necessary as part of the outreach effort for
the Federal award) ; or

(3) Costs of conducting general liaison with news media and
government public relations officers, to the extent that such activities are
limited to communication and liaison necessary keep the public informed on
matters of public concern, such as notices of Federal contract/grant awards,
financial matters, etc .

20
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d, and _ ;

Costs of meetings, conventions, convocations, or other events
related no ocher activities of the non-proiit organization, including :

(a) Costs of displays, demonstrations, and exhibits ;

(b) Costs of meeting rooms, hospitality suites, and other
special facilities used in conjunction with snows and other special events ; and

(c) Salaries and wages of employees engaged in setting up and
displaying exhibits, making demonstrations, and providing briefings ;

(3) Costs of promotional items and memorabilia, including models,
gifts, and souvenirs ;

(4) Costs of advertising and public relations designed solely to
promote the non-profit organization .

2 . Advisory Councils

Costs incurred by advisory councils or committees are allowable as a direct cost
where authorized by the Federal awarding agency or as an indirect cost where
allocable to Federal awards .

Alcoholic beverages . Costs of alcoholic beverages are unallowable .

4 . Audit costs and related services

a The costs of audits required by , and performed in accordance with, the
Single Audit Act, as -implemented by Circular A-133, "Audits of States, Local
Governments, and Non-Profit Organizations" are allowable . Also see 31 CSC
"7505(b) and section 230 ("Audit Costs") of Circular A-133 .

b . Other audit costs are allowable if included in an indirect cost rate,
proposal, or if specifically approved by the awarding agency as a direct cost to
an award .

c . The cost of agreed-upon procedures engagements to monitor subrecipients who
are exempted from A-133 under section 200(d) are allowable, subject to the
conditions listed in A-133, section 230 (b)(2) .
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Bondino cos-s arise when the Federal Government requires assurance
_~nancial loss

	

i-self or others by reason of the ac`_ or defau,_
non-p ofit organ_zation . They arise also in instances here -he non-corn ::

requires similar assurance . Included are such bonds as bid,
p fo manse, payment, advance payment_, infringement, and fidelity bonds .

Costs of bonding required pursuant to the terms of the award are
allowable .

Costs of bonding required by the non-profit organization in the
genera) . conduct of its operations are allowable to the extent that such bond'_nq

in accordance with sound business practice and the rates and premiums a r .
reasonable under the circumstances .

-7 . Communication costs . Costs incurred for telephone services, local and long
distance telephone calls, telegrams, postage, messenger, electronic or computer
transmi`_tal services and the like are allowable .

8 . Compensation for personal services .

a . De`fini`tion . Compensation for personal services includes all
compensation paid currently or accrued by the organization for services of
employees rendered during the period of the award (except as otherwise provided
in subparagraph h) .

	

It includes, but is not limited to, salaries, wages,
director's and executive committee member's fees, incentive awards, fringe
benefits, pension plan costs, allowances for off-site pay, incentive pay,
location allowances, hardship pay, and cost of living differentials .

b . Allowability . Except as otherwise specifically provided in this
paragraph, the costs of such compensation are allowable to the extent that :

(1) Total compensation to individual employees is reasonable for the
services rendered and conforms to the established policy of the organization
consistently applied to both Federal and non-Federal activities ; and

(2) Charges to awards whether treated as direct or indirect costs
are determined and supported as required in this paragraph .

c . Reasonableness .

(1) When the organization is predominantly engaged in activities
other than thosee sponsored by the Federal Government, compensation for employees
on federally-sponsored work will be considered reasonable to the extent that it
is consistent with that paid for similar work in the organization's other
activities .

(2) When the organization is predominantly engaged in federally-
sponsored activities and in cases where the kind of employees required for the
Federal activities are not found in the organization's other activities,
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urine_ Federal awards where amounts or .'-.goes of compensation appear
unreasonable. Pmiooc such c n dition are the

following:

Compensation to members of non-profit organizations, trustees,
directors, associates, officers, or the -immediate families _hereof .
Determination should be mace that such compensation is reasonable for toe actua_
personal services rendered rather than a distribution of earnings in excess of
costs .

(2) Any change in an organization's compensation policy resulting in
a substantial increase in the organization's level of compensation, particularly
when it was concurrent with an increase in the ratio of Federal awards to other
activities of the organization or any change in the treatment of allowability of
specific types of compensation due to changes in Federal policy .

e . Unallowable costs . Costs which are unallowable under other paragraphs
of this Attachment shall not be allowable under this paragraph solely on the
basis that they constitute personal compensation .

f. Overtime, extra-pay shift, and multi-shift premiums . Premiums for
overtime, extra-pay shifts, and multi-shift work are allowable only with the
prior approval of the awarding agency except :

(1) When necessary to cope with emergencies, such as those resulting_
from accidents, natural disasters, breakdowns of equipment, or occasional
operational bottlenecks of a sporadic nature .

(2) When employees are performing indirect functions, such as
administration, maintenance, or accounting .

(3) In the performance of tests, laboratory procedures, or other
similar operations which are continuous in nature and cannot reasonably be
interrupted or otherwise completed .

9

(4) When lower overall cost to the Federal Government will result .

Fringe benefits .

23

(1) Fringe benefits in the form of regular compensation paid to
employees during periods of authorized absences from the job, such as vacation
leave, sick leave, military leave, and the like, are allowable, provided such
costs are absorbed by all organization activities in proportion to the relative
amount of time or effort actually devoted to each .

(2) Fringe benefits in the form of employer contributions or
expenses for social security, employee insurance, workmen's compensation
insurance, pension plan costs (see subparagraph h), and the like, are allowable,
provided such benefits are granted in accordance with established written
organization policies . Such benefits whether treated as indirect costs or as
direct costs, shall be distributed to particular awards and other activities in



wag-_

	

gedol-

	

. . u : a-

	

ann
ac

	

(ties .

a reS-r' ;e Under a self- ~ ::surance rJcraml
T

	

ern; _ •ryrnent

	

an.r-. 7srr_i.on or wo :.i ._

	

nperi;a

	

r)n are_

	

-owar

	

to the
tria'_ the proimlsior :s represent r easonable estimates of the liab-l_tle . .
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nremrum.s would have been allowable had insurance been purchased to cover the
_1suC.> However, aro;:isions for self-insured liabilities which do riot become
pa y,i,te ,.̀or more than one year after she provision is made snail riot exceed

value of the liability .

[o) Where an organization follows a consistent policy of
expensing actual payments to, or on behalf of, employees or former employees for
unemployment compensation or workers' compensation, such payments arc allowable
in the year of payment with the prior approval of the awarding agency, provided
they are allocated to all activities of the organization .

(4) Costs of insurance on the lives of trustees, officers, or other
employees holding positions of similar responsibility are allowable only to the
extent that the insurance represents additional compensation . The costs of such
insurance when the organization is named as beneficiary are unallowable .

h . Organization-furnished automobiles . That portion of the cost of
organization-furnished automobiles that relates to personal use by employees
(including transportation to and from work) is unallowable as fringe benefit or
indirect costs regardless of whether the cost is reported as taxable income to
the employees . These costs are allowable as direct costs to sponsored award
when necessary for the performance of the sponsored award and approved by
awarding agencies .

i . Pension plan costs .

(1) Costs of the organization's pension plan which are incurred irl
accordance with the established policies of the organization are allowable,
provided :

(a) Such policies meet the test of reasonableness ;

(b( The methods of cost allocation are not discriminatory ;

(c) The cost assigned to each fiscal year is determined in
accordance with generally accepted accounting principles (GAAP), as prescribed
in Accounting Principles Board Opinion No . 8 issued by the American Institute of
Certified Public Accountants ; and

(d) The costs assigned to a given fiscal year are funded for
all plan participants within six months after the end of that year . However,
increases to normal and past service pension costs caused by a delay in funding
the actuarial liability beyond 30 days after each quarterr of the year to which
such costs are assignable are unallowable .

(2) Pension plan termination insurance premiums paid pursuant to the
Employee Retirement Income Security Act (ERISA) of 1974 (Pub . L . 93-406) are
allowable . Late payment charges on such premiums are unallowable .

24 ATTACHMENT

PAGE __.2 _. OF _ SS PAGES



cumtla_._ _u„_znc o`--

_r,c_ert ve comoenset~or, . Incent ve cominensa_ion -c emoicv s based
_eeacc 7. p _ "__n o __czmance, Suggest-or awarsri . _ owarcs,

s

ev - , are ' iowanle to the extent chat toe overall cornoer:savo_T __ aeon-mined so
be reasonable and such costs are pain or accrued pursuant to an agreement
_ .,te__c -Ante in good latch between the organization and the employees before the
ere,___ were rendered, or pursuant an _ _ablishu :_an followed ny toe
organ zatioo so consistently as to imply, in effect, an agreement to make such
payment .

Severance pay .
,_) Severance pay, also commonly referred to as dismissal wages,

a payment in addition to regular salaries and wages, by organizations to workers
whose employment is being terminated . Costs of severance pay are allowable only
to the extent that in each case, it is required by

(a) law,
(b) employer-employee agreement,
c) established policy that constitutes, in effect, an implied

agreement on the organization's part, or
(d) circumstances of the particular employment .

(2) Costs of severance payments are divided into two categories as
follows :

(a) Actual normal turnover severance payments shall be
allocated to all activities ; or, where the organization provides for a reserve
for normal severances, such method will be acceptable if the charge to current
operations is reasonable in light of payments actually made for normal
severances over a representative past period,, and if amounts charged are
allocated to all activities of the organization .

(b) Abnormal or mass severance pay is of such a conjectural
nature that measurement of costs by means of an accrual will not achieve equity
to both parties . Thus, accruals for this purpose are not allowable . However, the
Federal Government recognizes its obligation to participate, to the extent of
its `_air share, in any specific payment . Thus, allowability will be considered
on a case-by-case basis in the event or occurrence .

(c) Costs incurred in certain severance pay packages (commonly
known as "a golden parachute" payment) which are in an amount in excess of the
normal severance pay paid by the organization to an employee upon termination of
employment and are paid to the employee contingent upon a change in management
control over, or ownership of, the organization's assets are unallowable .

(d) Severance payments to foreign nationals employed by the
organization outside the United States, to the extent that the amount exceeds
the customary or prevailing practices forr the organization in the United States
are unallowable, unless they are necessary for the performance of Federal
programs and approved by awarding agencies .

(e) Severance payments to foreign nationals employed by the
organization outside the United States due to the termination of the foreign
national as a result of the closing of, or curtailment of activities by, the
organization in that country, are unallowable, unless they are necessary for the_
performance of Federal programs and approved by awarding agencies .
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Charges in awards for salaries and wages, whether __sated as
Dr indirect costs, will be based on documented payrolls approved hr

responsible official(s) of the organization . The distribution of salaries and
wage ; to awards must be supported by personnel activity reports, as prescribed

subparagraph (2), except when a substitute system nas been approved in
wrir ng ny the cognizant agency . (See subparagraph E .2 of Attachment A .)

.

	

Reports reflecting the distrcbutio, of activity of each wmp :uvee
must be maintained for all staff members (professionals and nonprofessionair,
whose compensation is charged, in whole or in part, directly to awards .
addition, in order to support the allocation of indirect costs, such reports
must also be maintained for other employees whose work involves two or more
functions or activities if a distribution of their compensation between such
functions or activities is needed in the determination of the organization's
indirect cost rate(s) (e .g ., an employee engaged part-time in indirect cost
activities and part-time in a direct function) . Reports maintained by non-
profit organizations to satisfy these requirements must meet the following
standards :

(a) The reports must reflect an after-.the-fact determination
of the actual activity of each employee . Budget estimates (i .e ., estimates
determined before the services are performed) do riot qualify as support for
charges to awards .

(b) Each report must account for the total activity for which
employees are compensated and which is required in fulfillment of their
obligations to the organization .

(c) The reports must be signed by the individual employee,
by a responsible supervisory official having first hand knowledge of the
activities performed by the employee, that the distribution of activity
represents a reasonable estimate of the actual work performed by the employee
during the periods covered by the reports .

(d) The reports must be prepared at least monthly and must
coincide with one or more pay periods .

(3) Charges for the salaries and wages of nonprofessional employees,
in addition to the supporting documentation described in subparagraphs (1) and
(2), must also be supported by records indicating the total number of hours
worked each day maintained in conformance with Department of Labor regulations
implementing the Fair Labor Standards Act (FLSA) (29 CPR Part 516) . For this
purpose, the term "nonprofessional employee" shall have the same meaning as
"nonexempt employee," under FLSA .

(4) Salaries and wages of employees used in meeting cost sharing or
matching requirements on awards must be supported in the same manner as salaries
and wages claimed for reimbursement from awarding agencies .

9 . Contingency provisions . Contributions to a contingency reserve or any
similar provision made for events the occurrence of which cannot be foretold
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a . Definitions .
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(1) Conviction, as used herein, means a judgment of a conviction of
a

criminal
offense oy any court of competent lurlsdictlon, whether entered upon

as a verdict or a plea, including a conviction due to a plea of no Ic contendere .

(2) Costs include, but are not limited to, admrnsstrative and
clerical expenses ; the cost of legal services, whether performed by in-house or
private counsel ; and the costs of the services of accountants, consultants, or
others retained by the organization to assist it ; costs of employees, officers
and trustees, and any similar costs incurred before, during, and after
commencement of a judicial or administrative proceeding that bears a direct
relationship to the proceedings .

(3) Fraud, as used herein, means (i) acts of fraud corruption or
attempts to defraud the Federal Government or to corrupt its agents, (it) acts
that constitute a cause for debarment or suspension (as specified in agency
regulations), and (iii) acts which violate the False Claims Act, 31 U .S .C .,
sections 3729-3731, or the Anti-Kickback Act, 41 U .S .C ., sections 51 and 54 .

(4) Penalty does not include restitution, re :.mbursement, or
compensatory damages .

(5) Proceeding includes an investigation .

b .

	

(1) Except as otherwise described herein, costs incurred in
connection with any criminal, civil or administrative proceeding (including
filing of a false certification) commenced by the Federal Government, or a
State, local or foreign government, are not allowable if the proceeding : (1)
relates to a violation of, or failure to comply with, a Federal, State, local or
foreign statute or regulation by the organization (including its agents and
employees), and (2) results in any of the following dispositions :

(a) In a criminal proceeding, a conviction .

b) In a civil or administrative proceeding involving an
allegation of fraud or similar misconduct, a determination of organizational
liability .

(c) In the case of anyy civil or administrative proceeding, the
imposition of a monetary penalty .

(d) A final decision by an appropriate Federal official to
debar or suspend the organization, to rescind or void an award, or to termsnate
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r shown in subparagraph o.'1).

__ a proceed_ng referred to in subparagraph b is commenced by the
Government and is resolved ny consent or compromise pursuant cc : so

agreement entered into by the organization and the Federal Government, then -.h
rants incurred by the organization in connection with such proceedings that are
otherwise not allowable under subparagraph b may be allowed to the extent
specifically provided in such agreement .

d .

	

If a proceeding referred to in subparagraph b is commenced by a State,
local or foreign government, the authorized Federal official may allow the costs
incurred by the organization for such proceedings, if such authorized official
determines that the costs were incurred as a result of (1) a specific term or
condition of a federally-sponsored award, or (2) specific written direction of
an authorized official of the sponsoring agency .

e . Costs incurred in connection with proceedings described in
subparagraph b, but which are not made unallowable by that subparagraph, may be
allowed by the Federal Government, but only to the extent that :

(1) The costs are reasonable in relation to the activities required
to deall with the proceeding and the underlying cause of action ;

(2) Payment of the costs incurred, as allowable and allocable cos s
is not prohibited by any other provision(s) of the sponsored award ;

(3) The costs are not otherwise recovered from the Federal
Government or a third party, either directly as a result of the proceeding or
otherwise ; and,

(4) The percentage of costs allowed does not exceed the percentage
determined by an authorized Federal official to be appropriate, considering the
complexity of the litigation, generally accepted principles governing the award
of legal fees in civil actions involving the United States as a party, and such
other factors as may be appropriate . Such percentage shall not exceed 80
percent . However, if an agreement reached under subparagraph c has explicitly
considered this 80 percent limitation and permitted a higher percentage, then
the full amount of costs resulting from that agreement shall be allowable .

f . Costs incurred by the organization in connection with the defense of
suits brought by its employees or ex-employees under section 2 of the Major
Fraud Act of 1988 (Pub . L . 100-700), including the cost of all relief necessary
to make such employee whole, where the organization was found liable or settled,
are unallowable .

g . Costs of legal, accounting, and consultant services, and related
costs, incurred in connection with defense against Federal Government claims or

28 ATTACHMENT	

PAGE . .24 OF ._SS. . . PAGES



DL

	

o

..` .~

	

-' a ollntrng,

	

d cor u :taO servi

	

ant
_ncurred _o connection 'witn pa . ._

	

_n--- .IOement _ ___ =ion,
Tuna ,Wable unless t r __w:s prov oeo =

	

oe spo7 sore,. warn_

_.,Sts wnich may he unallowable under this paragraph, incluc' -_n9
associate .. os~ , h a~ be segregated and accounted ,r or The

organ za--in separately . During the per.dency

	

any proceedong

	

oy
sanparagraphs b and f, the Federal Government shall generally withhold pa '~mer.t
of such costs . However, i£ in the best interests of the Federal Government,
Fede-al Government may provide for conditiona__ payment upon provision of
adequate security, or other adequate assurance, and agreements by the
organization to repay all unallowable costs, plus interest, if the costs are
subsequently determined to be unallowable .

Depreciation: and use allowances .

a . Compensation for the use of buildings, other capital improvements, and
equipment on hand may be made through use allowance or depreciation . However,
except as provided in Attachment B, paragraph f, a combination of the two
methods may not be used in connection with a single class of fixed assets (e .g .,
buildings, office equipment, computer equipment, etc .) .

b . The computation of use allowances or depreciation shall be based on the
acquisition cost of the assets involved . The acquisition cost of an asset
donated to the non-profit organization by a third party shall be its fair market
value at the time of the donation .

The computation of use allowances or depreciation will exclude :

(I) The cost of land ;

(2) Any portion of the cost of buildings and equipment borne by or
donated by the Federal Government irrespective of where title was originally
vested or where it presently resides ; and

(3) Any portion of the cost of buildings and equipment contributed
by or for the non-profit organization in satisfaction of a statutory matching
requirement .

d . Where depreciation method is followed, the period of useful service
(useful life) established in each case for usable capital assets must take into
consideration such factors as type of construction, nature of the equipment
used, technological developments in the particular program area, and the renewal
and replacement policies followed for the individual items or classes of assets
involved . The method of depreciation used to assign the cost of an asset (or
group of assets) to accounting periods shall reflect the pattern of consumption
of the asset during its useful life .

In the absence of clear evidence indicating that the expected consumption of the
asset will be significantly greater or lesser in the early portions of its
useful life than in the later portions, the straight-line method shall be
presumed to be the appropriate method .

Depreciation methods once used shall not be changed unless approved in advance
by the cognizant Federal agency . When the depreciation method is introduced for
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unVo . life ; or :he entire building (i .e .' toe shell and all comyo,eots) may M
nry»cYd as a single asset and depreciated over a single useful I~fe .

f . When the depreciation method is used for a particular class of asset;,
no Upreciat :on may be allowed an any such assets that, under subparagraph d,
°ouJd On viewed as fully depreciated . However, a reasonable use allowance may
be negotiated for such assets if warranted after tal-ing into consideration the
amount of depreciation previously charged to the FederK Government, the
estimated useful life remaining at time of negotiation, the effect of any
increased maintenance charges or decreased efficiency due to age, and any other
factors pertinent to the otilinaAon of the asset for the purpose contemplated .

g . Where the use allowance method is followed, the use allowance for
buildings and improvement (including land improvements, such as paved parking
areas, fences, and sidewalks) will be computed at an annual rate not exceeding
two percent of acquisition cost .

The use allowance for equipment will be computed at an annual rate not exceeding
six and two-thirds percent of acquisition cost . When the use allowance method is
used for buildings, the entire building must be treated as a single asset ; the
building's components (e .g ., plumbing system, heating and air conditioning,
etc .) cannot be segregated from the building's shell .

The two percent limitation, however, need not be applied to equipment which is
merely attached or fastened to the building but not permanently fixed to it and
which is used as furnishings or decorations or for specialized purposes <e .g_
dentist chairs and dental treatment units, counters, laboratory benches bolted
to the floor, dishwashers, modular furniture, carpeting, etc .) . Such equipment
will be considered as not being permanently fixed to the building if it can be
removed without the need for costly or extensive alterations or repairs to the
building or the equipment . Equipment that meets these criteria will be subject
to the 6 2/3 percent equipment use allowance limitation .

h . Charges for use allowances or depreciation must be supported by
adequate property records and physical inventories must be taken a least once
every two years (a statistical sampling basis is acceptable) to ensure that
assets exist and are usable and needed . When the depreciation method is
followed, adequate depreciation records indicating the amount of depreciation
taken each period must also be maintained .

12 . Donations and contributions .

a . Contributions or donations rendered . Contributions or donations,
including cash, property, and services, made by the organization regardless of
the recipient, are unallowable .

b . Donated services received :
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't;vi-v shall, when ma __ial in amount be considered in the
de.rminatio_n of the non-prof_r organisation's indirect costs or rates) and,
accordingly, shall ne allocated a proportionate snare of applicable indirect
costs when the following exist :

a) The aggregate value of the services is material ;

(b) The services are supported by a significant amount of the
indirect costs incurred by the non-profit organization ; and

(c) The direct cost activity is not pursued primarily for the
benefit of the Federal Government .

(3) In those instances where there is no basis for determining the
`air market value of the services rendered, the recipient and the cognizant
agency shall negotiate an appropriate allocation of indirect cost to the
services .

(4) Where donated services directly benefit a project supported by
an award, the indirect costs allocated to the services will be considered as a
part of the total costs of the project . Such indirect costs may be reimbursed
under the award or used to meet cost sharing or matching requirements .

(5) The value of the donated services may be used to meet cost
sharing or matching requirements under conditions described in Sec . _ .23 of
Circular A-110 . Where donated services are treated as indirect costs, indirect
cost rates will separate the value of the donations so that reimbursement will
not be made .

c . Donated goods or space .

(1) Donated goods ; i .e ., expendable personal property/supplies, and
donated use of space may be furnished to a non-profit organization . The value of
the goods and space is not reimbursable either as a direct or indirect cost .

(2) Tne value of the donations may be used to meet cost sharing or
matching share requirements under the conditions described in Circular A-110 .
Where donations are treated as indirect costs, indirect cost rates will separate
the value of the donations so `_hat reimbursement will not be made .

Employee morale, health, and welfare costs .
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.Such costs will s_ equtrab'v apport-ones to all2 activates of toe , on-
Organization . Income generated from any of these activities viii be

to the cost thereof unless such. income has been irrevocably set over t . .
nmp.lny-e welfare organ-=atinns .

F.n •. ertarnment costs . Costs of entertainment including amusement,
etsc-on, and social activities and any costs directly associated witY rush

costs .such as tickets _ shows or sports events, meals, lodging, renta
transpnrtab oo, and gratuities) are unallowable .

Equipment and other capital expenditures .

a . For purposes of this subparagraph, the following definitions apply :

(I) Capital Expenditures" means expenditures for the acquisition
cost of capital assets (equipment, buildings, land), or expenditures to make
improvements to capital assets that materially increase their value or useful
life . Acquisition cost means the cost of the asset including the cost to put l -
ip place . Acquisition cost for equipment, for example, means the net invoice
price of the equipment, including the cost of any modifications, attachments,
accessories, or auxiliary apparatus necessary to make it usable for the purpose
for which it is acquired . Ancillary charges, such as taxes, duty, protective in
transit insurance, freight, and installation may be included in, or excluded
from the acquisition cost in accordance with the non-profit organization's
regular accounting practices .

(2) "Equipment" means an article of nonexpendable, tangible personal
property having a useful life of more than one year and an acquisition cost
which equals or exceeds the lesser of the capitalization level established by
the non-profit organization for financial statement purposes, or $5000 .

(3) "Special purpose equipment" means equipment which is used only
for research, medical, scientific, or other technical activities . Examples of
special purpose equipment include microscopes, x-ray machines, surgical
instruments, and spectrometers .

(4) "General purpose equipment" means equipment, which is not
limited to research, medical, scientific or other technical activities . Examples
include office equipment and furnishings, modular offices, telephone networks,
information technology equipment and systems, air conditioning equipment,
reproduction and printing equipment, and motor vehicles .

b . The following rules of allowability shall apply to equipment and other
capital expenditures :
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the prior approval of the awarding agency

4) When approved as a orrect charge pursuant to paragraph 15-b . i 1 ),

(2), and (li above, capital expenditures will oe charged in the period in whicr,
the expenditure is incurred, or as otherwise determined appropr^_ate by and
negotiated with the awarding agency .

(5) Equipment and other capital expenditures are unallowable as
indirect costs . However, see Attachment B, paragraph 11 ., Depreciation and use
allowance, for rules on the allowability of use allowances or depreciation on
buildings, capital improvements, and equipment . Also, see Attachment B,
paragraph 43 ., Rental costs of buildings and equipment, for rules on the
allowability of rental costs for land, buildings, and equipment .

!6) The unamort -_zed portion of any equipment written off as a result
of a change in capitalization levels may be recovered by continuing to claim the
otherwise allowable use allowances or depreciation on the equipment, or by
amortizing the amount to be written off over a period of years negotiated with
the cognizant agency .

16 . Fines and penalties . Costs of fines and penalties resulting from
violations of, or failure of the organization to comply with Federal, State, and
local laws and regulations are unallowable except when incurred as a result of
compliance with specific provisions of an award or instructions in writing from
the awarding agency .

17 . Fund raising and investment management costs .

a . Costs of organized fund raising, including financial campaigns,
endowment drives, solicitation of gifts and bequests, and similar expenses
incurred solely to raise capital or obtain contributions are unallowable .

b . Costs of investment counsel and staff and similar expenses incurred
solely to enhance income from investments are unallowable .

c . Fund raising and investment activities shall be allocated an
appropriate share of indirect costs under the conditions described in
subparagraph B .3 of Attachment A .

18 . Gains and losses on depreciable assets .

a .

	

(1) Gains and losses on sale, retirement, or other disposition of
depreciable property shall be included in the year in which they occur as
credits or charges to cost grouping(s) in which the depreciation applicable to
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of a similar Item and the gain or loss is taken into account in

determi.r:i.nq the depreciation cost basis of the new .item .

(c) P, loss results from the failure to maintain permissible
insurance, except as otherwise provided in Attachment B, paragraph 22 .

(d) Compensation for the use of the property was provided
through use allowances in lieu of depreciation in accordance with paragraph 9 .

(e) Gains and losses arising from mass or extraordinary sales,
retirements, or other dispositions shall be considered on a case-by-case basis .

b . Gains or losses of any nature arising from the sale or exchange of
property other than the property covered in subparagraph a shall be excluded in
computing award costs .

19 . Goods or services for personal use . Costs of goods or services for
personas use of tie organization's employees are unallowable regardless of
whether thecost is reported as taxable income to the employees .

20 . Housing and personal living expenses .

a . Costs of housing (e .g ., depreciation, maintenance, utilities,
furnishings, rent, etc .), housing allowances and personal living expenses for/of
the organization's officers are unallowable as fringe benefit or indirect costs
regardless of whether the cost is reported as taxable income to the employees .
These costs are allowable as direct costs to sponsored award when necessary for
the performance of the sponsored award and approved by awarding agencies .

b . The term "officers" includes current and past officers and employees .

21 . Idle facilities and idle capacity .

a . As used in this section the following terms have the meanings set forth
below :

(1) "Facilities" means land and buildings or any portion thereof,
equipment individually or collectively, or any other tangible capital asset,
wherever located, and whether owned or leased by the non-profit organization .
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property taxes and depreciation or use allowances .

h . The costs of idle facilities are unallowable except to the extent that :

(1) They are necessary to meet fluctuations in workload ; or

(2) Although not necessary to meet fluctuations in workload, they
were necessary when acquired and are now idle because of changes in program
requirements, efforts to achieve more economical operations, reorganization,
termination, or other causes which could not have been reasonably foreseen .
Under the exception stated in this subparagraph, costs of idle facilities are
allowable for a reasonable period of time, ordinarily not to exceed one year,
depending on the initiative taken to use, lease, or dispose of such facilities .

c . The costs of idle capacity are normal costs of doing business and are a
factor in the normal fluctuations of usage or indirectt cost rates from period to
period . Such costs are allowable, provided that the capacity is reasonably
anticipated to be necessary or was originally reasonable and is not subject to
reduction or elimination by use on other Federal awards, subletting, renting, o_
sale, in accordance with sound business, economic, or security practices .
Widespread idle capacity throughout an entire facility or among a group of
assets having substantially the same function may be considered idle facilities .

22 . Insurance and indemnification-

a . Insurance includes insurance which the organization is required to
carry, or which is approved, under the terms of the award and any other
insurance which the organization maintains in connection with the general
conduct of its operations . This paragraph does not apply to insurance which
represents fringe benefits for employees (see subparagraphs 8 .g and 8 .1(2)) .

(1) Costs of insurance required orr approved, and maintained,
pursuant to the award are allowable .

(2) Costs of other insurance maintainedd by the organization in
connection with the general conduct of its operations are allowable subject to
the fall-owing limitations :

(a) Types and extent of coverage shall be in accordance with
sound business practice and the rates and premiums shall be reasonable under the
circumstances .
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(d . Provisions for a reserve under a self-insurance crograg,
are allowable to we extent trat types of coverage, extent of coverage, rates,
end premiums would nave oeen allowed had insurance been purchased to cover the
risks . However, provision for known or reasonably estimated self-insured

m ahinimen, whicp do not become payable for more than one year after _he
pro"ns,orl is made, Snail not exceed the present value of the

W Costs of insurance on the lives of trustees, officers, nu
other employees nold .ng positions of similar respons :Wlities are allowable only
to the extent that the insurance represents additional compensation (see
subparagraph B .q(41 1 , The cost of such insurance when the organization is
identif2ed as the benefic_i .ary is unallowable .

(f) Insurance against defects . Costs of insurance with
respect to any costs incurred to correct defects in the organization's materials
or workmanship are unallowable .

(g) Medical liability (malpractice) insurance . Medical
liability insurance is an allowable cost of Federal research programs only to
the extent that the Federal research programs involve human subjects or training
of participants in research techniques . Medical liability insurance costs shall
be treated as a direct cost and shall be assigned to individual projects based
on the manner in which the insurer allocates the risk to the population covered
ny the insurance .

(3) Actual losses which could have been covered by permissible
insurance (through the purchase of insurance or a self-insurance program) are
unallowable unless expressly provided for in the award, except :

(a) Costs incurred because of losses not covered under nominal
deductible insurance coverage provided in keeping with sound business practice
are allowable .

(b) Minor losses not covered by insurance, such as spoilage,
breakage, and disappearance of supplies, which occur in the ordinary course of
operations, are allowable .

b . Indemnification includes securing the organization against liabilities
to third persons and any other loss or damage, not compensated by insurance or
otherwise . The Federal Government is obligated to indemnify the organization
only to the extent expressly provided in the award .

23 . Interest .

a . Costs incurred for interest on borrowed capital, temporary use of
endowment funds, or the use of the non-profit organization's own funds, however
represented, are unallowable . However, interest on debt incurred after
September 29, 1995 to acquire or replace capital assets (including

36 ATTACHMENT ----	

PAGE . . .

	

PAGES



. .-clue

	

renovations ant
alterations

	

„__r over 4iC mill-or: where toe Fed a_ Government ..
° mnursem nr __ e , _cted `_o equal or exceed 4C percent of an asset _

	

the
N-o_fi=

	

- aniza on r

	

p-

	

_c the acqus~tion

	

replacement

	

the
a _ as e- ~ si, `us_-ii or. teat demona_es -_n& nee ccr th a_ _oty _r:

the conduct o_` federally-sponsored activities . Upon request, _he needs
just -1_`ica_ion must be provided to the Federal agency with cost cognizance
authority as a prerequisite to the continued allowanility of interest or, debt
anc depreciation -elated to the facility . The needs justification for the
acqutsition of a facility should include, at a minimum, the following :

(a) A statement of purpose and justification for facility
acquisition or replacement

(b) A statement as to why current facilities are riot adequate

(c) A statement of planned future use of the facility

(d) A description of the financing agreement to be arranged
for the facility

)e) A summary of the building contract with estimated cost
information and statement of source and use of funds

(f) A schedule of planned occupancy dates

(2) For facilities costing over $500,000, the non-profit
organization prepares, prior to the acquisition or replacement of the facility,
a lease/purchase analysis in accordance with the provisions of Sec .

	

.30
through

	

.37 of Circular A-110, which shows that a financed purchase or capital
lease is less costly to the organization than other leasing alternatives, on a
net present value basis . Discount rates used should be equal to the non-profit
organization's anticipated interest rates and should be no higher than the fair
market rate available to the non-profit organization from an unrelated ("arm's
length") third-party . The lease/purchase analysis shall include a comparison of
the net present value of the projected total cost comparisons of both
alternat i ves over the period the asset is expected to be used by the non-profit
organization . The cost comparisons associated with purchasing the facility shay_
include the estimated purchase price, anticipated operating and maintenance
costs (including property taxes, if applicable) not included in the debt
financing, less any estimated asset salvage value at the end of the period
defined above . The cost comparison for a capital lease shall include the
estimated total lease payments, any estimated bargain purchase option, operating
and maintenance costs, and taxes riot included in the capital leasing
arrangement, less any estimated credits due under the lease at the end of the
period defined above . Projected operating lease costs shall be based on the
anticipated cost of leasing comparable facilities at fair market rates under
rental agreements that would be renewed or reestablished over the period defined
above, and any expected maintenance costs and allowable property taxes to be
borne by the non-profit organization directly or as part of the lease
arrangement .
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(5i Reimbursements are limited to the -, east costly a .ternative based~
or '-he total cost analysis required under subparagraph 'o) . For example, _f an
op,rat,rig ;ease is determined to be less costly than purchasing through . debt
fin-rnc ; .nq, then reimbursement is limited to the amount determined if leasing had
been used . In all cases where a _lease/purchase analysis is performed, Federal
re :.mb'ursement shall be based noon the least expensive a).ternat .ve .

(oi Nor,-profit organizations are also subject to the folloori.ng
conditions.

(a) Interest on debt incurred to finance or refinance assets
acquired before or reacquired after September 29, 1995, is not allowable .

(b) Interest attributable to fully depreciated assets is
unallowable .

(c) For debt arrangements over $1 million, unless the non-
profit organization makes an initial equity contribution to the asset purchase
of 25 percent or more, non-profit organizations shall reduce claims for interest
expense by an amount equal to imputed interest earnings on excess cash flow,
which is to be calculated as follows . Annually, non-profit organizations shall
prepare a cumulative (from the inception of the project) report of monthly cash
flows that includes inflows and outflows, regardless of the funding source .
Inflows consist of depreciation expense, amortization of capitalized
construction interest, and annual interest expense . For cash flow calculations,
the annual inflow figures shall be divided by the number of months in the year
(usually 12) that the building is in service for monthly amounts . Outflows
consist of initial equity contributions, debt principal payments (less the pro
rata share attributable to the unallowable costs of land) and interest payments .
Where cumulative inflows exceed cumulative outflows, interest shall be
calculated on the excess inflows for that period and be treated as a reduction
to allowable interest expense . The rate of interest to be used to compute
earnings on excess cash flows shall be the three month Treasury Bill closing
rate as of the last business day of that month .

(d) Substantial relocation of federally-sponsored activities
from a facility financed by indebtedness, the cost of which was funded in whole
or part through Federal reimbursements, to another facility prior to the
expiration of a period of 20 years requires notice to the Federal cognizant
agency . The extent of the relocation,, the amount of the Federal participation in
the financing, and the depreciation and interest charged to date may require
negotiation and/or downward adjustments of replacement space charged to Federal
programs in the future .

(e) The allowable costs to acquire facilities and equipment
are limited to a fair market value available to the non-profit organization from
an unrelated ("arm's length") third party .
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(i) Re-acquired assets means assets nets by _ne non-profit
organizatior! prier to September 29, 199` that have agairi come to be held by
the organization, whetner through repurchase or refinancing . It does not include
assets acquired to replace cider assets .

(2) Initial equity contribution means the amount or value of
contributions made by non-profit organizations for the acquisition of the asset
o- prior to occupancy of facilities .

(3) Asset costs means the capitalizable costs of an asset, including
construction costs, acquisition costs, and other such costs capitalized in
accordance with GEAP .

24 .

	

Labor relations costs . Costs incurred in maintaining satisfactory
relations between the organization and its employees, including costs of labor
management committees, employee publications, and other related activities are
allowable .

25 .

	

Lobbying .

a . Notwithstanding other provisions of this Circular, costs associated
with the following activities are unallowable :

(1) Attempts to influence the outcomes of any Federal, State, or
local election, referendum, initiative, or s-_milar procedure, through in kind or
cash contributions, endorsements, publicity, or similar activity ;

(2) Establishing, administering, contributing to, or paying the
expenses of a political party, campaign, political action committee, or other
organization established for the purpose of influencing the outcomes of
elections ;

(3) Any attempt to influence : (i) The -introduction of Federal or
State legislation ; or (ii) the enactment or modification of any pending Federal
or State legislation through communication with any member or employee of the
Congress or State legislature (including efforts to influence State or local
officials to engage in similar lobbying activity), or with any Government
official or employee in connection with a decision to sign or veto enrolled
legislation ;

(4) Any attempt to influence : (i) The -introduction of Federal or
State leg-slator_ ; or (ii) the enactment or modification of any pending Federal
or State legislation by preparing, distributing, or using publicity or
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The following activities are excepted from -he coverage of
qunwwrwrapn a :

Providing a technical and factual presentation of information 7r:

a topic directly related to the performance of a grant, contract or other
agreement through hearing testimony, statements or letters to the Congress or a
State Legislature, or subdivision, member, or cognizant staff member -hereof, in
response to a documented request including a Congressional Record notice
requesting testimony or statements for the record at a regularly scheduled
hearing) made by the recipient member, legislative body or subdivision, or a
cognizant staff member thereof ; provided such information is readily obtainable
and can be readily put in deliverable form ; and further provided that costs
under this section for travel, lodging or meals are unallowable unless incurred
to offer testimony at a regularly scheduled Congressional hearing pursuant to a
written request for such presentation made by the Chairman or Ranking Minority
Member of the Committee or Subcommittee conducting such hearing .

(2) Any lobbying made unallowable by subparagraph a(3) to influence
State legislation in order to directly reduce the cost, or to avoid material
impairment of the organization's authority to perform the grant, contract, or
other agreement .

(3) Any activity specifically authorized by statute to he undertai:en
with funds from the grant, contract, or other agreement .

C .

	

(1) When an organization seeks reimbursement for Indirect costs,
total lobbying costs shall be separately identified in the indirect cost rate
proposal, and thereafter treated as other unallowable activity costs in
accordance with the procedures of subparagraph B .3 of Attachment A .

(2) Organizations shall submit, as part of the annual indirect cost
rate proposal, a certification that the requirements and standards of this
paragraph have been complied with .

(3) Organizations shall maintain adequate records to demonstrate
that the determination of costs as being allowable or unallowable pursuant to
paragraph 25 complies with the requirements of this Circular .

(4) Time logs, calendars, or similar records shall not be required
to be created for purposes of complying with this paragraph during any
particular calendar month when : (1) the employee engages in lobbying (as defined
in subparagraphs (a) and (b)) 25 percent or less of the employee's compensated
hours of employment during that calendar month, and (2) within the preceding
five-year period, the organization has not materially misstated allowable or
unallowable costs of any nature, including legislative lobbying costs . When
conditions (1) and (2) are met, organizations are not required to establish
records to support the allowabliliy of claimed costs in addition to records
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provided, nowever, that t7ris shall not be construed to prevent a contractor or
grantee from contesting _he _awfulness of such a determination .

d .

	

Executive lobbying costs . Costs incurred in attempting to
improperly influence either directly or indirectly, an employee or officer of
the Executive Branch of the Federal Government to give consideration or to act
regarding a sponsored agreement or a regulatory matter are unallowable . improper
influence means any influence that induces or tends to induce a Federal employee
or officer to give consideration or to act regarding a federally-sponsored
agreement or regulatory matter on any basis other than the merits of the matter .

26 .

	

Losses on other sponsored agreements or contracts . Any excess of costs
over income on any award is unallowable as a cost of any other award . This
includes, but is not limited to, the organization's contributed portion by
reason of cost sharing agreements or any under-recoveries through negotiation of
lump sums for, or ceilings on, indirect costs .

27 . Maintenance and repair costs . Costs incurred for necessary maintenance,
repair, or upkeep of buildings and equipment (including Federal property unless
otherwise provided for) which neither add to the permanent value of the property
nor appreciably prolong its intended life, but keep it in an efficient operating
condition, are allowable . Costs incurred for improvements which add to the
permanent value of the buildings and equipment or appreciably prolong their
intended life shall be treated as capital expenditures (see paragraph 15) .

28 . Materials and supplies costs .

a . Costs incurred for materials, supplies, and fabricated parts necessary
to carry out a Federal award are allowable .

b . Purchased materials and supplies shall be charged at their actual
prices, net of applicable credits . Withdrawals from general stores or
stockrooms should be charged at their actual net cost under any recognized
method of pricing inventory withdrawals, consistently applied . Incoming
transportation charges are a proper part of materials and supplies costs .

c . Only materials and supplies actually used for the performance of a
Federal award may be charged as direct costs .

d . Where federally-donated or furnished materials are used in performing
the Federal award, such materials will be used without charge .
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and professional organizations are allowable .

Costs of the non-profit organiza`ion's subscriptions to nusiness,
cs :tips], and technical periodicals are allowable .

_ . Costs of membership in any civic or community organization are
allowable with prior approval by Federal cognizant agency .

d . Costs of membership in any country club or social or dining club or
organization are unallowable .

3]. . Organization costs . Expenditures, such as incorporation fees, brokers'
fees, fees to promoters, organizers or management consultants, attorneys,
accountants, or investment counselors, whether or not employees of the
organization, in connection with establishment or reorganization of an
organization, are unallowable except with prior approval of the awarding agency .

32 . Page charges in professional journals . Page charges for professional
journal publications are allowable as a necessary part of research costs, where :

a . The research papers report work supported by the Federal Government ;
and

b . The charges are levied impartially on all research papers published by
the journal, whether or not by federally-sponsored authors .

33 . Participant support costs . Participant support costs are direct costs for
items such as stipends or subsistence allowances, travel allowances, and
registration fees paid to or on behalf of participants or trainees (but not
employees) in connection with meetings, conferences, symposia, or training
projects . These costs are allowable with the prior approval of the awarding
agency .

34 . Patent costs .

a . The following costs relating to patent and copyright matters are
allowable : (i) cost of preparing disclosures, reports, and other documents
required by the Federal award and of searching the art to the extent necessary
to make such disclosures ; (ii) cost of preparing documents and any other patent
costs in connection with the filing and prosecution of a United states patent
application where title or royalty-free license is required by the Federal
Government to be conveyed to the Federal Government ; and (iii) general
counseling services relating to patent and copyright matters, such as advice on
patent and copyright laws, regulations, clauses, and employee agreements (hut
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,2) Costs in connection w_ --t, £il-ng and prosecuting any foreign
patent_ application, or any United States patent application, where the Federal
award does not require conveying title or a royalty-free license to the Federal
Government (but see paragraph 95 ., Royalties and other costs for use of patents
and copyrights) .

3`- Plant and homeland security costs . Necessary and reasonable expenses
incurred for routine and homeland security to protect facilities, personnel, and
work products are allowable . Such costs include, but are not limited to, wages
and uniforms of personnel engaged in security activities ; equipment ; barriers ;
contractual security services ; consultants ; etc . Capital expenditures for
homeland and plant security purposes are sutject to paragraph 15 ., Equipment and
other capital expenditures, of this Circular-

36 . Pre-agreement costs . Pre-award costs are those incurred prior to the
effective date of the award directly pursuant to the negotiation and in
anticipation of the award where such costs are necessary to comply with the
proposed delivery schedule or period of performance . Such costs are allowable
only to the extent that they would have been allowable if incurred after the
date of the award and only with the written approval of the awarding agency .

37 . Professional services costs .

a . Costs of professional and consultant services r endered by persons who
are members of a particular profession or possess a special skill, and who are
not officers or employees of the non-profit organization, are allowable, subject
to subparagraphs b and c when reasonable in relation to the services rendered
and when not contingent upon recovery of the costs from the Federal Government .

In addition, legal and related services are limited under Attachment B,
paragraph 10 .

b . In determining the allowabi_ity of costs in a particular case, no
single factor or any special combination of factors is necessarily
determinative . however, the following factors are relevant :

(1) The nature and scope of the service renderedd in relation to the
service required .

(2) The necessity of contractingg for the service, considering the
non-profit organization's capability in the particular area .

(_) The past pattern of such costs, particularly in the years prior
to Federal awards .
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38 . Publication and printing costs .

a . Publication costs include the costs of printing (including the
processes of composition, plate-making, press work, binding, and the end
products produced by such processes), distribution, promotion, mailing, and
general handling . Publication costs also include page charges in professional
publications .

b . If these costs are not identifiable with a particular cost objective,
they should be allocated as indirect costs all benefiting activities of `_he
non-profit organization .

c . Page charges for professional journal publications are allowable as a
necessary part of research costs where :

(1) The research papers report work supported by the Federal
Government : and

(2) The charges are levied impartially on all research papers
published by the journal, whether or not by federally-sponsored authors .

39 . Rearrangement and alteration costs . Costs incurred for ordinary or normal
rearrangement and alteration of facilities are allowable . Special arrangement
and alteration costs incurred specifically for the project are allowable with
the prior approval of the awarding agency .

40 . Reconversion costs . Costs incurred in the restoration or rehabilitation of
the non-profit organization's facilities to approximately the same condition
existing immediately prior to commencement of Federal awards, less costs related
to normal wear and tear, are allowable .
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engaged in recruiting personnel, ''travel costs of applicants for in e views for
prospective employment, and relocation costs incurred incident to recruitment o_
new employees, are allowable to the extent that such costs are incurred pursuant
to a well-managed recruitment program . Where the organization uses empio_vment
agencies, costs that are not in excess of standard commercial rates for such
services are allowable .

b . In publications, costs of help wanted advertising that includes color,
inc-uses advertising material for other than recruitment purposes, or is
excessive in size (taking into consideration recruitment purposes for which
intended and normal organizational practices in this respect), are unallowable .

_ . Costs of help wanted advertising, special emoluments, fringe benefits,
and salary allowances incurred to attract professional personnel from other
organizations that do not meet the test of reasonableness or do not conform with
the established practices of the organization, are unallowable .

d . Where relocation costs incurred incident to recruitment of a new
employee have been allowed either as an allocable direct or indirect cost, and
the newly hired employee resigns 'or reasons within his control within twelve
months after being hired, the organization will be required to refund or credit
such relocation costs to the Federal Government .

42 . Relocation costs .

a . Relocation costs are costs incident to the permanent change of duty
assignment (for an indefinite period or for a stated period of not less than 12
months) of an existing employee or upon recruitment of a new employee .
Relocation costs are allowable, subject to the limitation described in
subparagraphs b, c, and d, provided that :

(1) The move is for the benefit of the employer .

(2) Reimbursement to the employee is in accordance with an
established written policy consistently followed by the employer .

(3) The reimbursement does not exceed the employee's actual (or
reasonably estimated) expenses .

b . Allowable relocation costs for current employees are limited to the
following :

(1) The costs of transportation of the employee, members of his
immediate family and his household, and personal effects to the new location .
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former home .

The continuing costs of owne r s hip sf the vacant former home
a .`-.__ '_he iettlement or lease date of - he employee's new permanent home, such
maintenance of buildings and grounds (exclusive of faxing up expenses),
w .al ties, taxes, and property insurance .

(5) Other necessary and reasonable expenses normally incident to
relocation, such. as the costs of canceling an unexpired lease, disconnecting and
reinstalling household appliances, and purchasing insurance against loss of or
damages to personal property . The cost of canceling an unexpired lease is
limited to three times the monthly rental .

c . Allowable relocation costs for new employees are limited to those
described in (1) and (2) of subparagraph b . When relocation costs incurred
incident to the recruitment of new employees have been allowed either as a
direct or indirect cost and the employee resigns for reasons within his control
within 12 months after hire, the organization shall refund or credit the Federal
Government for its share of the cost . However, the costs of travel to an
overseas location shall be considered travel costs in accordance with paragraph
50 and not relocation costs for the purpose of this paragraph if dependents are
riot permitted at the location for any reason and the costs do not include costs
of transporting household goods .

d

	

The following costs related to relocation are unallowable :

(1) Fees and other costs a ssociated with acquiring a new home .

(2) A loss on the sale of a former home .

(3) Continuing mortgage principal and interest payments on a home
being sold .

(4) Income taxes paid by an employee related to reimbursed
relocation costs .

43 . Rental costs of buildings and equipment .

a . Subject to the limitations described in subparagraphs b . through d . of
this paragraph 43, rental costs are allowable to the extent that the rates are
reasonable in light of such factors as : rental costs of comparable property, if
any ; market conditions in the area ; alternatives available ; and, the type, life
expectancy, condition, and value of the property leased . Rental arrangements
should be reviewed periodically to determine if circumstances have changed and
other options are available .

b . Rental costs under "sale and lease back" arrangements are allowable
only up to the amount that would be allowed had the non-profit organization
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non-profit orga^-cacions under eorauor control
through common officers, directors, or members ; and (iii ; a non-Prof_i
organization and a director, trustee, officer, or key employee of the non-profit
organization or his immediate family, either directly or through corpo-ations,
trusts, or similar arrangements in which they hold a controlling interest . For
example, a non-profit_ organization may establish a separate corporation for toe
sole purpose of owning property and leasing it back to the non-profit
organization .

d . Rental costs under leases which are required to be treated as capital
leases under GAAU are allowable only up to the amount (as explained in
subpa-agraph b) that would be allowed had the non-profit organization purchased
the property on the date the lease agreement was executed . The provisions of
Financial Accounting Standards Board Statement 13, Accounting for Leases, shall
be used to determine whether a lease is a capital lease . Interest costs related
to capital leases are allowable to the extent they meet the criteria in
subparagraph 23 . Unallowable costs include amounts paid for profit, management
fees, and taxes that would not have been incurred had the non-profit
organization purchased the facility .

44 . Royalties and other costs for use of patents and copyrights .

a . Royalties on a patent or copyright or amortization of the cost of
acquiring by purchase a copyright, patent, or rights thereto, necessary for the
proper performance of the award are allowable unless :

(1) The Federal Government has a license or the right to free use of
the patent or copyright .

(2) The patent or copyright has been adjudicated to be invalid, or
has been administratively determined to be invalid .

(3) The patent or copyright is considered to be unenforceable .

(4) The patent or copyright is expired .

b . Special care should be exercised in determining reasonableness where
the royalties may have arrived at as a result of less-than-arm's- llength
bargaining, e .g . :

(1) Royalties paid to persons, including corporations, affiliated
with the non-profit organization .

(2) Royalties paid to unaffiliated parties, including corporations,
under an agreement entered into in contemplation that a Federal award would be
made .
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selling and maoe:"g . Costs of selling and marketing any products or
services f the non-profit ura,an-L'ation are unallowable funless allowed under
Attachment B, paragraph 1 . as allowable public relations cost . However, these
coots are allowable as direct costs, with prior approval by awarding agencies,
when they are necessary for the performance of 'Federal programs .

Specialized service facilities .

A . The costs of services provided by highly complex or specialized
facilities operated by the non-profit organization, such as computers, wind
tunnels, and reacr.ors are allowable, provided the charges for the services meet
the conditions of either 46 b . or c . and, in addition, cake into account any
items of income or Federal financing that qualify as applicable credits under
Attachment A, subparagraph A .5 . of this Circular .

b . The costs of such services, when material, must be charged directly to
applicable awards based on actual usage of the services on the basis of a
schedule of rates or established methodology that (i) does not discriminate
against federally-supported activities of the non-profit organization, including
usage by the non-profit organization for internal purposes, and (ii) is designed
to recover only the aggregate costs of the services . The costs of each service
shall consist normally of both its direct costs and its allocable share of all
indirect costs . Rates shall be adjusted at least biennially, and shall take
into consideration over/under applied costs of the previous period(s) .

c . Where the costs incurred for a service are not material, they may be
allocated as indirect costs .

d . Under some extraordinary circumstances, where it is in the best
interest of the Federal Government and the institution to establish alternative
costing arrangements, such arrangements may be worked out with the cognizant
Federal agency .

41 .

	

Taxes .

a . In general, taxes which the organization is required to pay and which
are paid or accrued in accordance with GAAP, and payments made to local
governments in lieu of taxes which are commensurate with the local government
services received are allowable, except for (i) taxes from which exemptions are
available to the organization directly or which are available to the
organization based on an exemption afforded the Federal Government and in the
latter case when the awarding agency makes available the necessary exemption
certificates, (ii) special assessments on land which represent capital
improvements, and (iii) Federal income taxes .

b . Any refund of taxes, and any payment to the organization of interest
thereon, which were allowed as award costs, will be credited either as a cost
reduction or cash refund, as appropriate, to the Federal Government .

48

	

ATTACHMENT ---

PAGE

	

OF -5.5 . . . . PAGES



SE .

	

-_rm-

	

-_o- costs a pp ta__e

	

s0onsp _ . ae-_ . meats .
___m . . mo t-rn.

	

awards gene

	

_

	

s -_se __ _he _,,curl ence of _ _

	

the
to n _t-

	

e_-a- treatment G cosT

	

wnicr,, wou_c nut nave arises. r- n toe

	

dera -_
awe r,o*- r0eel, ermines-ed . Cps : inc-pies cover -ing _nese reins ale set fo
b_lov. . Tre, are to na used in conjunction v

	

the otner provision .

	

cn .s
Circular -n __rmar,atson s__Qa io_ .a .

a - Tne cost of items --aasonauly usable on the non-pro_fit al ganiraticr.'s
other wont: snail not be allowable unless one non-profit organization submits
evidence that -t would not retain such items at cost without sustaining a loss .
'_n deciding whether such items are reasonably usable on other work of the non-
profit organization, the awarding agency should consider the non-profit
organization's plans and orders for current and scheduled activity .

Contemporaneous purchases of common items by the non-profit organization shall
be regarded as evidence that such items are reasonably usable on the non-profit
organization's other work . Any acceptance of common items as allocable to the
terminated portion of the Federal award shall be limited to the extent that the
quantities of such items on hand, in transit, and on order are in excess of the
reasonable quantitative requirements of other work .

b . If in a particular case, despite all reasonable efforts by the non-
profit organization, certain costs cannot be discontinued immediately after the
effective date of termination, such costs are generally allowable within the
limitations set forth in this Circular, except that any such costs continuing
after termination due to the negligent or willful failure of the non-profit
organization to discontinue such costs shall be unallowable .

c- loss of useful value of special tooling, machinery, and is generally
allowable if :

(1 ; Such special tooling, special machinery, or equipment is not
reasonably capable of use in the other work of the non-profit organization,

(2) The interest of the Federal government is protected by transfer
of title or by other means deemed appropriate by the awarding agency, and

(3) The loss of useful value for any one terminated Federal award is
limited to that portion of the acquisition cost which bears the same ratio to
the total acquisition cost as the terminated portion of the Federal award bears
to the entire terminated Federal award and other Federal awards for which the
special tooling, special machinery, or equipment was acquired .

d . Rental costs under unexpired leases are generally allowable where
clearly shown to have been reasonably necessary for the performance of the
terminated Federal award less the residual value of such leases, if :

(1) the amount of such rental claimed does not exceed the reasonable
use value of the property leased for the period of the Federal award and such
further period as may be reasonable, and

(2) the non-profit organization makes all reasonable efforts to
terminate, assign, settle, or otherwise reduce the cost of such lease . There
also may be included the cost of alterations of such leased property, provided
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Federal award, unless the termination _s for default (see Subpart .61.61 o'_
ruler ),,-110 ; ; and

(n) The termination and settlement of suoawards .

(2) Reasonable costs for the storage, transportation, protection,
and disposition of property provided by the Federal Government or acquired or
produced for the Federal award, except when grantees or contractors are
reimbursed for disposals at a predetermined amount in accordance with Subparts

.32 through

	

.37 of Circular A-110 .

(3) Indirect costs related to salaries and wages incurred as
settlement expenses in subparagraphs (1) and (2) . Normally, such indirect costs
shallI he limited to fringe benefits, occupancy cost, and immediate supervision .

f . Claims under sub awards, including the allocable portion of claims
which are common to the Federal award, and to other work of the non-profit
organization are generally allowable .

An appropriate share of the non-profit organization's indirect expense may be
allocated `_o the amount of settlements with subcontractors and/or subgrantees,
provided that the amount allocated is otherwise consistent with the basic
guidelines contained in Attachment A . The indirect expense so allocated shall
exclude the same and similar costs claimed directly or indirectly as settlement
expenses .

49 . Training costs .

a . Costs of preparation and maintenance of a program of instruction
including but not limited to on-the-job, classroom, and apprenticeship training,
designed to increase the vocational effectiveness of employees, including
training materials, textbooks, salaries or wages of trainees (excluding overtime
compensation which might arise therefrom), and (i) salaries of the director of
training and staff when the training program is conducted by the organization ;
or (ii) tuition and fees when the training is in an institution not operated by
the organization, are allowable .

b . Costs of part-time education, at an undergraduate or post-graduate
college level, including that provided at the organization's own facilities, are
allowable only when the course or degree pursued is relative to the field in
which the employee is now working or may reasonably be expected to work, and are
limited to :

(1) Training materials .

(2) Textbooks .
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(6) Straight-time compensation of each employee for time spent
attending classes during working hours not in excess of 156 pours per year and
only to tine extent that circumstances do not permit the operation of classes or
attendance at classes after regular working nours ; otherwise, such compensation
is unallowable .

c . Costs of tuition, fees, training materials, and textbooks but not
subsistence, salary, or any other emoluments) in connection with full-time
education, including that provided at the organization's own facilities, at a
post-graduate (but not undergraduate) college level, are allowable only when the
course or degree pursued is related to the field in which the employee is now
working or may reasonably be expected to work, and only where the costs receive
the prior approval of the awarding agency . Such costs are limited to the costs
attributable to a total period not to exceed one school year for each employee
so trained . In unusual cases the period may be extended .

d . Costs of attendance of up to 16 weeks per employee per year at
specialized programs specifically designed to enhance the effectiveness of
executives or managers or to prepare employees for such positions are allowable .
Such costs include enrollment fees, training materials, textbooks and related
charges, employees' salaries, subsistence, and travel . Costs allowable under
this paragraph do not include those for courses that are part of a degree-
oriented curriculum, which are allowable only to the extent set forth in
subparagraphs b and c-

a_ Maintenance expense, and normal depreciation or fair rental, on
facilities owned or leased by the organization for training purposes are
allowable to the extent set forth in paragraphs 11, 27, and 50 .

f . Contributions or donations to educational or training institutions,
including the donation of facilities or other properties, and scholarships or
fellowships, are unallowable .

g . Training and education costs in excess of those otherwise allowable
under subparagraphs b and c may be allowed with prior approval of the awarding
agency . To be considered for approval, the organization must demonstrate that
such costs are consistently incurred pursuant to an established training and
education program, and that the course or degree pursued is relative to the
field in which the employee is now working_ or may reasonably be expected to
work .

50 . Transportation costs . Transportation costs include freight, express,
cartage, and postage charges relating either t_o goods purchased, in process, or
delivered . These costs are allowable . When such costs can readily be identified
with the items involved, they may be directly charged as transportation costs or
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General . Travel costs are the expenses for tra .^.sportation, iodglng,
su> ; .: ._, .ence, and ..elated _terns incurred by employees who are

	

travell status or.
obusiness of the non-p-ofit organization . Such costs may be charged on
an ac`:uaitcost basis, on a per diem or mileage basis in lieu of actuall costs
incurred, or on a combination of the two, provided the method used is app _.eci t .
an entire trip and not to selected days of the trip, and results in charges
consistent with those normally allowed in like circumstances in '_he non-profit
organization's non-federally-sponsored activities .

h . Lodging and subsistence. Costs incurred by employees and officers for
travel, including costs of lodging, other subsistence, and incidental expenses,
shall be considered reasonable and allowable only to the extent such costs do
not exceed charges normally allowed by the non-profit organization in its
regular operations as the result of the non-profit organization's written travel
policy . In the absence of an acceptable, written non-profit organization policy
regarding travel costs, the rates and amounts established under subchapter I of
Chapter 57, Title 5, United States Code ("Travel and Subsistence Expenses ;
Mileage Allowances") , or by the Administrator of General Services, or by the
President (or his or her designee) pursuant to any provisions of such subchapter
shall apply to travel under Federal awards (48 CFR 31 .205-46(a)) .

c . Commercial air travel .

(1) Airfare costs in excess of the customary standard commercial
airfare (coach or equivalent) , Federal Government contract airfare (where
authorized and available) , or the lowest commercial discount airfare are
unallowable except when such accommodations would :

	

(a) require circuitous
routing ; (b) require travel during unreasonable hours ; (c) excessively prolong
travel ; (d) result in additional costs that would offset the transportation
savings ; or (e) offer accommodations not reasonably adequate for the traveler's
medical needs . The non-profit organization must justify and document these
conditions on a case-by-case basis in order for the use of first-class airfare
to be allowable in such cases .

(2) Unless a pattern of avoidance is detected, the Federal
Government will generally not question a non-profit organization's
determinations that customary standard airfare or other discount airfare is
unavailable for specific trips if the non-profit organization can demonstrate
either of the following : (a) that such airfare was not available in the
specific case ; or (b) that it is the non-profit organization's overall practice
to make routine use of such airfare .

d . Air travel by otter than commercial carrier . Costs of travel by non-
profit organization-owned, -leased, or -chartered aircraft include the cost of
lease, charter, operation (including personnel costs), maintenance,,
depreciation, insurance, and other related costs . The portion of such costs
that exceeds the cost of allowable commercial air travel, as provided for in
subparagraph] c ., is unallowable .
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!\ovanc.- .echno .. qgy„ institute SAT!), _ .,ariestcr:, Soutn Car .,

	

a

Aerospace E] Segundo, California

American Institutes of kesearch iAIR ;, Washington D . C .

Argonne

	

Chicago, ,.Ilino_s

Atomic Casual^v Commission, Washington, D .C .

Battelle Memorial Tnscitute, Headquarcered in Columbus, Ohio

Brookhaven National Laboratory, Upton, New Yorr .

Charles >tarr. Draper Laboratory, incorporated, Cambridge, Massachusetts

CNA Corporation (CNAC), Alexandria, Virginia

Environmental institute of Michigan, Ann Arbor, Michigan

Georgia institute of Technology/Georgia Tech Applied Research :orporation/
Georgia Tech Research Institute, Atlanta, Georgia

Hanford Environmental Health Foundation, Richland, Washington

QT Research institute, Chicago, Illinois .

Institute of Gas Technology, Chicago, 11]inois

Institute for Defense Analysis, Alexandria, Virginia

LMI, McLean, Virginia

Mitre Corporation, Bedford, Massachusetts

Mitretek Systems, Inc ., Falls Church, Virginia

National Radiological Astronomy Observatory, Green Bank, West Virginia

National Renewable Energy Laboratory, Golden, Colorado

Oak Ridge Associated Universities, Oak Ridge, Tennessee

Rand Corporation, Santa Monica, California

Research Triangle Institute, Research Triangle Park, North Carolina

Riverside Research Institute, New York, New York

South Carolina Research Authority (SCRA), Charleston, South Carolina
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Urban Institute, Wasaington D .C .

Non-profit insurance companies, such as blue Cross and Blue Shield Organizations

other non-profit organizations as negotiated with awardingg agencies
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Audits Of States, Loci! Governments, and Non-P'-oi_t Organ=rations

Pcrnose . This rt_rcular is =slued pur tuant .G to e Single Audit P,ct of-
a P .L . 9E-EG2, and the Single Audit Act Amendments of 1996, P .L_ 104-156_
sets forth standards for obtaining consistency and uniformity among Federal_

agencies for the audit of States, local- governments, and non-profit
orgarr_zat -_ons expending Federal awards.

2 . Authority . Circular A-133 is issued under the authority of sections
503, "_112, and 7501 et seq . of 'title 32, United States Code, and Executive
Orders 8246 and 11541-

3 .

	

RescissionandSuversession . This circular rescinds Circular A-128,
"Audits of State and Local Governments," issued April 12, 2985, and supersedes
the prior Circular A-123, "Audits of Institutions of Higher Education and
Other Non-Profit Institutions," issued April 22, '_996 . For effective dates,
see paragraph 10 .

4 .

	

Policy . Except as provided herein, he standards set forth in this
Circular shall be applied by all Federal agencies . If any statute
specifically prescribes policies or specific requirements that differ from the
standards provided herein, the provisions of the subsequent statute shall
govern .

Federal agencies shall apply the provisions of the sections of this
Circular to non-Federal entities, whether they are recipients expending
Federal awards received directly from Federal awarding agencies, or are
subrecipients expending Federal awards received from a pass-through entity (a
recipient or another subrecipientt) .

This Circular does not apply to non-U .S . based entities expending
Federal awards received either directly as a recipient or indirectly as a
subrecipient .

5 .

	

Definitions . The definitions of key terms used in this Circular are
contained in to

	

.105 in the Attachment to this Circular .

6 .

	

Required Fiction . The specific requirements and responsibilities of
Federal agencies and non-Federal entities are set forth in the Attachment to
this Circular . Federal agencies
making awards to non-Federal entities, either directly or indirectly, shall
adopt the language in the Circular in codified regulations as provided in
Section 10 (below), unless different provisions are required by Federal
statute or are approved by the Office of !+Management and Budget (OMB) .

7

	

OME Responsibilities . OMB will review Federal agency regulations and
implementation of this Circular, and will provide interpretations of policy
requi-ements and assistance to ensure urr:'_orm, effective and efficient
implementation .

8 . information Contact . Further information concerning Circular A-133 may
be obtained by contacting the Financial Standards and Reporting Branch, Office
of Federal Financial Management, Office of Management and Budget, 1ashington,
DC 20503, telephone (202) 395-3993 .
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9- .105

	

Definitions .

Audit_ e means any non-Federal entity that expends Federal awards which
must De 6"i'ed cnd-_r -his part .

standards for cntain_ng consistency and uniformity
the audit of nor-Federal entities e)-pending Federal

Auditor means an audi .tor, that is a public accountant or a Federal,
State or local government audit organization, which meets the general
standards specified in generally accepted government auditing standards
(SAGAS) . The term auditor does not include internal auditors of non-profit
organizations .

Audit finding means deficiencies which the auditor is required by
-.510(a) to report in the schedule of findings and questioned costs .

CFDA number means the number assigned to a Federal program in the
Catalog of Federal Domestic Assistance (CFDA) .

Cluster of programs means a grouping of closely related programs that
share common compliance requirements . The types of clusters of programs are
research and development (R&D), student financial aid (SPA), and other
clusters . -Other clusters" are as defined by the Office of Management and
Budget (OMB) in the compliance supplement or as designated by a State for
Federal awards the State provides to its subrecipients that meet the
definition of a cluster of programs . When designating an "other cluster," a
state shall identify the Federal awards included in the cluster and advise the
subrecipients of compliance requirements applicable to the cluster, consistent
with §

	

.400(d)(1) and 5___ .400(MQ), respectively . A cluster of programs
shall be considered as one program for determining major programs, as
described in 5,520, and, with the exception of R&D as described in
§_ .200(c) , whether a program-specific audit may be elected .

Cognizant agency for audit means the Federal agency designated to carry
out the responsibilities described in §_ .400(a) .

Compliance sunrl-ment refers to the Circular A-113 Compliance
Sunvlement, included as Appendix B to Circular A-133, or such documents as
OMB or its designee may issue to replace it . This document is available from
the Government Printing Office, Superintendent of Documents, Washington, DC
20402-9325 .

	

1

Corrective action means action taken by the audicee that :

(1) Corrects identified deficiencies ;

(2) Produces recommended improvements ; or

(3) Demonstrates that audit findings are either invalid or do not
warrant auditee action .

Federalagency has the same meaning as the term agency in Section 551(1)
of title 5, United States Code .

Federal award means Federal financial assistance and Federal cost-
reimbursement contracts that non-Federal entities receive directly from
Federal awarding agencies or indirectly from pass-through entities . A does
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en'__.ties
receive or administer in tae form of grants, loans, loan guarantees, property
(including donated surplus property), cooperativee agreements, interest
subsidies, insurance, food commodities, direct .appropriations, and other
assistance, but does not include amounts received as reimbursement for
services renderec tc individuals as described in S

	

.205(h) and S

	

._05(i) .

Federal program means :

(1)

	

All Federal awards to a non-Federal-entity assigned a single
number in the CFDA .

(2)

	

When no CFDA number is assigned, all Federal awards from the same
agency made for the same purpose should be combined and considered one
program .

(3)

	

Notwithstanding paragraphs (1) and (2) of this definition, a
cluster of programs . The types of clusters of programs are :

(a)

	

Research and development (R&D) ;

(ii) Student financial aid (SFA) ; and

(iii) "Other clusters," as described in the definition ofcluster
of programs in this section .

GAGAS means generally accepted government auditingstandards issued by
the Comptroller General of the United States," which are applicable to
financial audits .

Generally accented accountinq principles has the meaning specified in
generally accepted auditing standards issued by the American Institute of
Certified Public Accountants (AICPA)_

Indian tribe means any Indian tribe, band, nation, or -other organized
group or community, including any Alaskan Native village or regional or
village corporation (as defined in, or established under, the Alaskan Native
Claims Settlement Act) that is recognizedd by the United States .s as eligible for
the special programs and services provided by the United States to Indians
because of their statuss as Indians .

Internal control means a process,, effected by an ent_ity's management and
other personnel, designed to provide reasonable assurance regarding - the
achievement of objectives in the following categories :

(1)

	

Effectiveness and efficiencyy of op

C2)

	

Reliability of financial reporting ;; and

(3)- . Compliance with applicable laws and regulations .

Internal control pertaininq to the compliance requirements for Federal
programs (,Internal control over.. Federal programs) means a process--effected by
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tv's manaoemen- and otner personnel--9es:gned :c, pr^-, ; _o- easctap~-
c	':anCe regarding the achievement o'- the fo :_owlngg onject'_ves °o- Federal
D cn : ams

Transactions are properly recorded and accounted _or to :

Permit the preparation of re able financi

	

statements and
Federal reports ;

	

-

	

_

.1i) Maintain accountability over assets ; and

(iii) Demonstrate compliance with laws, regulations, and other
comc :_ance requirements ;

(2)

	

Transactions are executed in compliance with :

(i) Laws, regulations, and the provisions of contracts or grant
agreements that could have a direct and material effect on a Federall program ;
and

(ii) Any other laws and regulations that are identified in tae
compliance supplement ; and

(3),

	

Funds, property, and other assets are safeguarded against loss
from unauthorized use or disposition .

Loan means a Federal loan or loan guarantee received or administered by
a non-Federal entity .

Local government means any unit of local government within a State,
including a county, borough, municipality, city, town, township, parish, local
public authority, special district, school district, intrastate district,
council of governments, and any other instrumentality of local government .

Malorprogram means a Federal program determined by the auditor to be a
major program in accordance with §_ .520 or a program identified as a major
program by a Federal agency or pass-through entity in accordance with
§-. 215(c) .

Management decision means the evaluation by the Federal awarding agency
or pass-through entity of the audit findings and corrective action plan and
the issuance of a written decision as to what corrective action is necessary .

Non-Federal entity means a State, local government, or non-profit
organization .

Non-profit organization means :

(1) any corporation, trust, association, cooperative, or other
organization that :

(i)

	

Is operated primarily for scientific, educational, service,
charitable, or similar purposes in the public interest ;

(ii) is not organized primarily for profit ; and

(iii) Uses its net proceeds to maintain, improve, or expand its
operations ; and

(2)

	

The term non-profit organization includes non-profit institutions
of higher education and hospitals .
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_

	

_ dent . O	o_ Management
ant Juoa t

version' aoenCV =v_audit means one Federal award_nc_ agency __,at
provides „he predominant amount G direct funding Lo a 'p-en' i _assigned
a cognizant agency for audit- Whern there is no direct `undinc, tie Federal
agency with the pr edominant _noireci funding shall assume the o:,ers_GnL
esponsib-il- ies. The duties the oversight agency for auciL are deS orbed
an §- . ?D0(b) .

Effective July 26, 2003, the following is added to this definition :
R Federal agency with oversight_ for an audited may reassign oversight to
another Federal agency which provides substantial funding and agrees to
be the oversight agency for audit . Within 30 dayss after any
reassignment, both the old and the new oversight agency for audit shall
notify the auditee, and, if known, the auditor of the reassignment .'

Pass-thrduon entity means a non-Federal entity that provides a Federal
award to a subrecipient to carry outr a Federal program .

Frooram-specific audit means an audit of one Federal program as provided
for in §

	

.2D0(c) and §-.235 .

Questioned cost_ means a cost that is questioned by the auditor because
of an audit finding :

(1)

	

Which resulted -from a violation or possible violation of a
provision of a law, regulation, contract, grant, cooperative agreement, or
other agreement or document governing the use of Federal funds, including`
funds used to match Federal -funds ;

(2 .)

	

Where thee costs, at the time or he audit,- are not supported by
adequate documentation ; or

(3)

	

Where the costs incurred appear unreasonable and do-not reflect
the actions a prudent person would take in the circumstances .

Recipient means a non-Federal entity .y that expends Federal. awards
received directly from „a Federal awarding agency To carry out a- Federal
program .

Research and -development (R&D) means all research activities, bothh basic
and applied, --and all development activities that are performed by a non-
Federal entity . Research is defined as a 'systematic study directed toward
fuller . ScientificYnowledge or understanding of the subject studied .- The term
research also includes activities Involving the training of individuals in
research techniques.E where such actrvi'ties utilize the same facilities as other
research and development activities and where such activities aree not included
in the instruction function, Development is the systematic use of knowledge
and understanding gained from research directed toward the production . of - -
useful- materials, devices, systems, orr methods,, including design -and
development of prototypes and processes .

'Sincle . .audit means an audit' which .includes - both the entity's financial
statements and the . Federal awards as described in § ' .500 :

State means any State of the United States, the District of Columbia,
tne. Commonwealth-: of .Puerto.:Rioo„ the Virgin Islands, Guam, American Samoa, the
Commonwealth.-of the Northern Mariana Islands, and the Trust Territory of the
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-umerr_ai_

	

_

	

, ar . mu_t	: .,

	

-.
w' _'"1 .,a_ governTL°_ri .L .

	

___ons, and a

	

lan ,.rope as
J°d -r.

	

3 :7' ._"0 .

.. .`_udent Pinancoal id !SF?.1 -nciides _hose programs of general student
lance, such as _hose authorized by T	7 of *_he Higher Education Act

.355, as amended, i20 O .S .C . 1070 _ _sea .) which is administered by the
0 .

	

)eoar`_ment of Education, and similar programs provided by other Federal
agencies .

	

does not include programs which provide fellowships or similar
'	-al awards to students on a competitive basis,

	

for Spec ;_fied S tudies or
: :. .search .

Subrecinient means a non-Federal entity that expends Federal awards
received from a pass-through entity to carry out a Federal program, but does
not include an individual that is a beneficiary of such a program . A
subrecipient may also be a recipient of other Federal awards directly from a
Federal awarding agency . Guidance on dis r.nquishing between a subrecipient
and a vendor is provided in §

	

.210 .

Typesofcompliancerequirements refers to the types of compliance
requirements listed in the compliance supplement . Examples include :
activities allowed or unallowed ; allowable costs/cost principles ; cash
management ; eligibility ; matching, level of effort, earmarking ; and,

Vendor means a dealer, distributor, merchant, or other seller providing
goods or services that are required for the conduct of a Federal program .
These goods or services mayy he for an organization's own use or for the use of
beneficiaries of the Federal program . Additional guidance on distinguishing
between a subrecipient and a vendor is provided in §`.210 .

Subpart B--Audits
§-. 200

	

Audit requirements .

(a)

	

Audit required . Non-Federal entities that expend $300,000
(5500,000 for fiscal years ending after December 31, 2003) or more in a year
in Federal awards shall have a single or program-specific audit conducted for
that year in accordance with the provisions of this part . Guidance on
determining Federal awards expended is provided in §-.205 .

(b) Single audit . Non-Federal entities that expend $300,000 ($500,000
for fiscal years ending after December 31, 2003) or more in a year in Federal
awards shall have a single audit conducted in accordance with § .500 except
when they elect to have a program-specific audit conducted in accordance with
paragraph (c) of this section .

(c)

	

Program-specific audit election . When an auditee expends Federal
awards under only one Federal program (excluding R&D) and the Federal
program's laws, regulations, or grant agreements do not require a financial
statement audit of the auditee, the auditee may elect to have a program-
specific audit conducted in accordance with §_.235 . A program-specific
audit may not be elected for R&D unless all of the Federal awards expended
were received from the same Federal agency, or the same Federal agency and the
same pass-through entity, and that Federal agency, or pass-through entity in
the case of a subrecipient, approves in advance a program-specific audit .

(d)

	

Exemption when Federal awards expended are less than $300,000
(5500,000for fiscalyearsendingafter December 31, 2003) . Non-Federal

8

reporting .

	

`
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_ece .aL .o Fnnoed	and DeVf_C'pment '.=enters ir7FDC' .
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en,,, . auci=ee that owr __ opera a FFRUC may . c coca:
•

	

F.JJ a_ ara _-._-t} p -urposes o _hy_ par_ .

S .205 Bas ---s for determining Faderai . .awards expended .

Leterm`rino Federal awards expended . The determination o

	

hen an
award is expendee should be based on when -he activi'_y related to the award
occurs . Generally, the activity pertains to events that require the non-
Federal entity to comply with laws, regula t_ons, and the provisions of
contracts or grant agreements, such as :: expenditure/expense transactions
associates 'with grants, cost-reimbursement contracts, coop=erative agreements,
and direct appropriiat_ions ; the disbursement of funds passed through to
subrecipient_s ; the use of loan : proceeds under loan and loan guarantee
programs ; the receipt of property ; the receipt of surplus property ; the
receipt or use of program income the distribution or consumption of food
commodities ; the disbursement of amounts entitling the non-Federal entity to
an interest subsidy ; and, the periodwhen insurance is in force .

(b)

	

Loan and loan Guarantees (loans) . Since the Federal Government is
at risk for loans until the debt is repaid, the following guidelines shall be
used to calculate the value of Federal awards expended under loan programs,
except as noted in paragraphs (c) and (d) of this section :

(1)

	

Value of new loans -made or received during the . fiscal year ;
pius

(2)

	

Balance of loans from previous years _for which the
Federal

Government imposes continuing compliance requirements ; plus

(3)

	

Any interest subsidy, cash, or administrative cost allowance
-eceived .

!c)

	

Loan and loan guarantees {loans) at institutions of hioher
education . When loans are made to students of an institution of higher
education but the institution does not make the loans, then only the value of
loans made during the year shall be considered Federal awards expended in that
year. The balance of loans for previous . years iss riot included as Federal
awards expended because the lender accounts for the prior balances .

(d)

	

Prior loan and loan guarantees (loans) . Loans, the proceeds of
which were received and expended in prior-years,, are not considered Federal
awards expended under this part when the laws, regulations, and the provisions
of contracts or grant_ agreements pertaining to such loans impose no continuing
compliance requirements other than to repay the loans_

(e)

	

Endowment funds . Thecumulative balance of Federal awards for
endowment_ funds which are federally restricted are considered awards expended
in each year in which the funds are still restricted .

(f)-: Free rent . Free rent received by itself is not considered a
Federal award expended under this part . - However, free rent received as part
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aud_t under
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alucno nor:-cash a_ . .__s_ance .

	

Federal non-cash assistance, sum : as
- .od -amps food crnunoc____s donated trope_=y, or donated sun
r_1 -;e valued

	

fair market value at the t_me

	

rece-pt

	

the
iue provided bv~_oe ..edera : agency .

Med care . Medi .are payments to a non-Federal entity _fo arnvi.d :ag
	i

	

rile _nd'_ :iduals

	

_ not Co^ dared

Medicaid . Medicaid payments to a subrecipient for provid ..nc
patient care services to Medicaid eligible individuals are not considered
Federal awards expended under this part unless a State requires the funds to
be treated as Federal awards expended because reimbursement is on a cost-
reimbursement basis .

(j)

	

Certain loansprovidedbytheNationalCredit union
4dmini.strati.on . For purposes of this part, loans made from the National
Credit Union Share Insurance Fund and the Central Liquidity Facility chat are
funded by contributions from insured institutions are not considered Federal
awards expended .

9 .210

	

Subrecipient and vendor determinations .

(a)

	

General . An auditee may be a recipient, a subrecipient, and a
vendor . Federal awards expended as a recipient or a subrecipient would be
subject to audit under this part . The payments received for goods or services
provided as a vendor would not be considered Federal awards . The guidance in
paragraphs (b) and (c) of this section should be considered in determining
whether payments constitute a Federal award or a payment for goods and
services .

(b)

	

Federal award . Characteristics indicative of a Federal award
received by a subrecipient are when the organization :

(1)

	

Determines who is eligible to receive what Federal financial
assistance ;

(2)

	

Has its performance measured against whether the objectives
of the Federal program are met ;

(3)

	

Has responsibility for programmatic decision making ;

(4)

	

Has responsibility for adherence to applicable Federal
program compliance requirements ; and

(5)

	

Uses the Federal funds to carry out a program of the
organization as compared to providing goods or services for a program of the
pass-through entity .

(c)

	

Payment for aoods and services . Characteristics indicative of a
payment for goods and services received by a vendor are when the organization ;

(,1)

	

Provides the goods and services within normal business
operations ;

10
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opera o
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CGnip:_dn .̂E requirements Uf the Federal
orograr .2

,di

	

Use of iudomentinmaYincpet=_retina*_ion . There may be unusual
c-rcunstarr_es or exceptions to one listeel cha_ac*_<_r-_s_ics .

	

_n making th e
determination of whether a suorecipient or_ vendor relationship exists, the
substance of the relationship is more important than the form of the
agreement . It is riot expected that all of the characteristics will be present
and judgment should be used in determining whether an entity is a subrecipient
or vendor .

cry to the

For-profit subrecipient . Since this part does not apply to fcr-
prof_t subrecipient_s, thee pass-through entity is responsible for establishing
requirements, as necessary, ., to ensure compliance by for-profit subrecipients .
The contract with the for-profit subrecipient should describe applicable
compliance requirements and the for-profit subrecipient's compliance
responsibility . Methodss to ensure compliance for Federal awards made to for-
profit subrecipients may include pre-award audits, monitoring during the
contract, and post-award audits .

(f) Compliance forvendors . In most cases, the
auditee's compliance responsibility for vendors is only to ensure that the
procurement, receipt,:-and-payment for goods and services comply with laws,
regulations, and the provisions of contracts or grant agreements :' Program
compliance requirements normally do not pass through to vendors . However, the
auditee is responsiblefor ensuring compliance for vendor transactions which
are structured s uch that the vendor is responsible for program dompliance or
the vendor's records must be reviewed to determine program compliance . .A1so,
when these vendor transactions relate to a major program, the scope of the
audit shall include determining whether these t-ransactions are in compliance
with laws, regulations, and the provisions of contracts or grant agreements .

§-.215

	

Relation to other audit requirements .

(a)

	

Audit under this cart in lieu of other audits : An audit made in
accordance with this part shall be in lieu of any financial audit required
under individual Federal awards . To the extent this audit meets a Federal
agency's needs, it shall rely upon and use such audits . The provisions off
this part neither limit the authority of Federal agencies, including their . .
Inspectors General, or GAOO no conduct or arrange for additional audits (e .g .,
financial audits, performance audits, evaluations, inspections, or reviews)
nor authcrize any auditee to constrain . Federal agencies from carrying out
additional audits . Any` additional audits shall be planned and performed in
such a way as to build upon work performed by other auditors . .

(b)

	

Federal aoencv to pay for additional audits . A Fed _al agency
thatt conductss or contracts for additional audits shall, consistent with other
lappl-cable -Laws and regulations, arrange for funding the full cost of such
additional audits .'
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a .xiited as a major program using the r_"?,-based audit approach described _n
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520 and, if no`_, the _.s__ma`.ed incremental cost . The Federal agency
o- •nnnt'

	

corfi.rm c to ::he audite whether _t wants the rogram
a,id,'-ed as a major n-ogram .

	

if the Program 15 _o be aud .'..ed _ :, a mai,~r
program based upon tnl.s Federal agency request, acid the Federal agency agrees
tc pay the full incremental _csts, then the audi`__o_ shall have the program
audited as a major program . A pass-through entity may use the provisions of
,.his paragraph for a subrecip :.ent .

§- . 220

	

Frequency of audits .

Except for the provisions for biennial audits provided In paragraphs (a)
and (b) of this section, audits required by this part shall be performed
annually . Any biennial audit shall cover both years within the biennial
period .

(a)

	

A State or local government that is required by constitution or
statute, in effect on January 1, 1987, to undergo its audits less frequently .
than annually, is permitted to undergo its audits pursuant to this part
biennially . This requirement must still be in effect for the biennial period
under audit .

(b)

	

Any non-profit organization that had biennial audits for all
biennial periods ending between July 1, 1992, and January 1, 1995, is
permitted to undergo its audits pursuant to this part biennially .

.225

	

Sanctions .

No audit costs may be charged to Federal awards when audits required by
this part have not been made or have been made but not in accordance with this
part . In cases of continued inability or unwillingness to have an audit
conducted in accordance with this part, Federal agencies and pass-through
entities shall take appropriate action using sanctions such as :

(a) Withholding a percentage of Federal awards until the audit is
completed satisfactorily ;

(b) Withholding or disallowing overhead costs ;

(c) Suspending Federal awards until the audit is conducted ; or

(d) Terminating the Federal award .

§-.230

	

Audit costs .

(a)

	

Allowable costs . Unless prohibited by law, the cost of audits
made in accordance with the provisions of this part are allowable charges to
Federal awards . The charges may be considered a direct cost or an allocated
indirect cost, as determined in accordance with the provisions of applicable
OMB cost principles circulars, the Federal Acquisition Regulation (FAR) (48
CFR parts 30 and 31), or other applicable cost principles or regulations .

12
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-thro - gi ; ent__y from cra-g_rrg Fec'ral awards for the CCSt o_ limited scope
audits to monitors its subrecipients in accordance with F,-. 400(d) (3),
provided the subrecipient does not cave a single audit . For purposes of tans
art, limited scope audits only induce agreed-upon procedures engagements
conducted fir, accordance with either the F :cPA's generally accepted auditing
standards or attestation s tandards, that are paid for and arranged by a pass-
through entity and address only one or more of the following types of
compliance -equirements : activities allowed or unallowed ; allowable
costs/cost principles ; eligibility ; matching, level of effort, earmarking ;
and ; reporting .

0 .235

	

Program-specific audits .

(a)

	

Program-snecific audit guide available . . In many cases, a program-
specific audit guide will be available to provide specific guidance to the
auditor with respect to internal control, compliance requirements, suggested
audit procedures, and audit reporting requirements . The-auditor-should
contact the Office of Inspector General of the . Federal agency to determine
whether such a guide is available . When a current program-specific audit
guide is available, the auditor shall follow GAGAS and the guide when
performing a program-specific audit .

(b)

	

Program-specific audit guide not available : (1) When a program-
specific audit guide is not available, the auditee and - auditor -shall have
basically the same responsibilities for the Federal program as they would have
for an audit of a major program in a single audit .

(2)

	

The auditee shall prepare the financial statement(s) for the
Federal program that includes, at a minimum, a schedule of expenditures of
Federal awards for the program and notes that describe the _significant
accounting policies used inpreparing the schedule,, aa summaryy schedule of
prior audit findings -consistent with the requirementss of §

	

:315(b), and a
corrective action plan consistent with thee requirements of §_ . :315(c) ;

(3) The auditor shall :

(i)

	

Perform an audit of the financial statement(s) for the
Federal program in accordance with GAGAS ; .

(1i) Obtain an understanding of internal control and
perform tests of nternal control over the Federal program consistent with the
requirements of §_ .500(c) for a major program ; . .

(iii) Perform procedures too determine whether the auditee :
has compiled with laws, regulations, and the provisions of contracts or grant
agreements that could have a direct and material effect on the Federal program
Consistent with the requirements of § .500(d) for a major program; and
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The auditor's report (s) may ce in the form of either
romr , ined or separate reports and may be organized differently from the manner
preqnnned in this section . The auditor's .sport' .., shall state that the audit
was conducted in accordance with this cart and inc'l'ude the following :

(i ) An opinion (or disclaimer of opinion) as to whether
the financial statement(s) of the Federal program is presented fairly in all
material respects in conformity with the stated accounting policies ;

(ii) A report on internal control related to the Federal
program, which shall describe the scope of testing of internal control and the
results of the tests ;

(iii) A report on compliance which includes an opinion (or
disclaimer of opinion) as to whether the auditee complied with laws,
regulations, and the provisions of contracts or grant agreements which could
have a direct and material effect on the Federal program ; and

(iv) A schedule of findings and questioned costs for the
Federal program that includes a summary of the auditor's results relative to
the Federal program in a format consistent with § .505(d)(1) and findings
and questioned costs consistent with the requirements of §, .505(d)(3) .

(c)

	

Report submission for nrogram-specific audits .
(1) The audit shall be completed and the reporting required by paragraph
(c) (2) or (c) (3) of this section submitted within the earlier of 30 days after
receipt of the auditor's report(s), or nine months afterr the end of the audit
period, unless a longer period is agreed to in advance by the Federal agency
that provided the funding or a different period is specified in a program-
specific audit guide . (However, for fiscal years beginning on or before June
30, 1998, the audit shall be completed and the required reporting shall be
submitted within the earlier of 30 days after receipt of the auditor's
report(s), or 13 months after the end of the audit period, unless a different
period is specified in a program-specific audit guide .) Unless restricted by
law or regulation, the auditee shall make report copies available for public
inspection .

(2)

	

When a program-specific audit guide is available, the
auditee shall submit to the Federal clearinghouse designated by OMB the data
collection form prepared in accordance with i

	

.320(b), as applicable to a
program-specific audit, and the

'
reporting required by the program-specific

audit guide to be retained as an archival copy . Also, the auditee shall
submit to the Federal awarding agency or pass-through entity the reporting
required by the program-specific audit guide .

(3)

	

When a program-specific audit guide is not available, the
reporting package for a program-specific audit shall consist of the financial
statement(s) of the Federal program, a summary schedule of prior audit
findings, and a corrective action plan as described in paragraph (b) (2) of
this section, and the auditor's report(s) described in paragraph (b) (4) of
this section . The data collection form prepared in accordance with

14
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-
requirements of §_ .320(e)(2) . A suhrecipient may submit a copy of thee
reporting package to the pass-tthrough entity to comply with this notification
requirement .

(d)

	

Other sections of this part may avol\' --' Prog-am-specific audits
are sub:ect to §_.100 through §

	

.215(b),- .§= 220 tnrougn §

	

.230,
§_.300 through

	

.305, §

	

.315, § .- .320(f) through §_ .320(j), §_ .400
tnrough §-.405, §

	

.510 through

	

and other referenced provisions
of this part unless contrary to the provisions of this section, a program-
specific audit guide, or program laws and . - regulations .

Subpart C--Auditees
§_.300

	

Auditee responsibilities .

The auditee shall :

(a)

	

Identify, in its accounts, all Federal awards received and
expended and the Federal programs under which they were received :' Fede_ral . . -
programm and sward identification shall rinclude, ; as :;applicable, .tne CFDA titlee
and .d number, award number and year, name of, the Federal agency, and . name of the
pass-through-.entity .

(b)

	

Maintain internal control over Federal p ograms that provides .s
reasonable assurance that the auditee is -"managing .
Federal awards in compliance with laws, regulations,- and the provisions off
contracts or grant agreements that could have a' material effect.: on each . ofits

(c)

	

Comply' with laws,, regulations, andd

	

e

	

ovrsions"of contracts or
clan agreements related to each of its . Federal programs .

(d)

	

Prepare appropriate financial ..:statements, including the schedule'
of expenditures of Federal awards in accordance -.with §--310, .

(e)

	

Ensuree that the audits required by thiss part are properly
performed and submitted when due . When extensions to the :e report submission
due' date required by . .§- .320(a).

	

.are granted by'the cognizant .or : .:oversight . .
agency for audit:, promptly notify the FEaeral clearinghouse designated by ;OMB,
and each pass-through entity providing Federal awards of the extension .

(f)

	

Follow up and take corrective action on audit fsnd_ngs, the -w ing
preparation of a--summary schedt;le of pr_cr audit findings and a corrective
action plan in, adcdrdance with §_.315(b) and §-.315(c), respectively .

§

	

.30.5_ .

	

Auditor select-4 0n .

Federal programs .
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Audi__'- .	,curement .

	

:n - :[o :rar_7; :;

	

-_
i = .s rocu ::men= standaros prescrlned

	

-.i_

	

-. Wai":agement :~^LTUn
(nercinaf.-er _e-erred to as the "A-102 Common Rule"" oublisned March Ii,

i8P , and amended kerll 19, 199

	

_r.se_- app .̂at__.__ CFR __ta_ton :

	

Circular
'10, `Jniform k.dminist •_ ative Requirements f ._ Grants and Agreements

of Eigher Ecucation, Hospitals and Other 1107n-Pro_ .it
Organizations,' or the FAR (48 .-FR part 42,, as applicablee (OMB C_rcula_ are_
available from the Office of Administration, Publications office, room 2200,
wow Executive Office Building, Washington, DC 20503) . Whenever possible,
auditees shall make positive efforts to utilize small businesses, minority-
owned 'firms, and women's business enterprises, in procuring audit services as
stated in the P.-102 Common Rule, OfrTB Circular A-110, or the FAR (48 -_FR part
42), as applicable . In requesting proposals for audit services, the
objectives and scope of the audit should be made clear . Factors to he
considered in evaluating each proposal for audit services include the
responsiveness to the request for proposal, relevant experience, availability
of staff with professional qualifications and technical abilities, the results
of external quality control reviews, and price .

(b)

	

Restriction on auditor preparing indirect cost proposals . An
auditor who prepares the indirect cost proposal or cost allocation plan may
not also be selected to perform the audit required by this part when the
indirect costs recovered by the auditee during the prior year exceeded $1
million . This restriction applies to the base year used in the preparation of
the indirect cost proposal or cost allocation plan and any subsequent years in
which the resulting indirect cost agreement or cost allocation plan is used to
recover costs . To minimize any disruption in existing contracts fox audit
services, this paragraph applies to audits of fiscal years beginning after
June 30, 1998 .

(c)

	

Use of Federal auditors . Federal auditors may perform all or part
of the work required under this part if they comply fully with the
requirements of this part .

6

	

.310

	

Financial statements .

(a)

	

Financial statements . The auditee shall prepare financial
statements that reflect its financial position, results of operations or
changes in net assets, and, where appropriate, cash flows for the fiscal year
audited . The financial statements shall be for the same organizational unit
and fiscal year that is chosen to meet the requirements of this part .
However, organization-wide financial statements may also include departments,
agencies, and other organizational units that have separate audits in
accordance with S` .500(a) and prepare separate financial statements .

(b)

	

Schedule of expenditures of Federal awards . The auditee shall
also prepare a schedule of expenditures of Federal awards for the period
covered by the auditee's financial statements . While not required, the
auditee may choose to provide information requested by Federal awarding
agencies and pass-through entities to make the schedule easier to use, For
example, when a Federal program has multiple award years, the auditee may list
the amount of Federal awards expended for each award year separately . At a
minimum, the schedule shall :

(1)

	

List individual Federal programs by Federal agency . For
Federal programs included in a cluster of programs, list individual Federal
programs within a cluster of programs . For R&D, total Federal awards expended
shall be shown either by individual award or by Federal agency and major
subdivision within the Federal agency . For example, the National Institutes
of Health is a major subdivision in the Department of Health and Human
Services .
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For Fed'-- awards

	

ec as c surge ___ namE
pass- rrougi= en ry anc _cent =yino garner a_ 'ores - -

	

as

	

__ ugc
_ .y snail

	

nclu:ied .

(~1

	

P'_- O":ice

	

_al- Federal awards expended for each -ode - ldua_
Federal p-ogran, and the CFO?-- number or other identifying numnes wren _nE CFLF
r.*_crmatron _s not available

Induce notes that descr •-ne _he _ign-_'_=_an*_ accoun_cng
Used In prepar_n ga toe scriedo_e .

(5)

	

- the extent practical, pass-through entities should
t entity in the schedule the total amount provided to subrecipiants from each
Federal program .

	

.

(6)

	

include, 1n either the schedule Or a note to the schedule,
the value of the Federal awards expended" in the form of nor-cash assistance,
the amount of insurance in effect during the year, and loans or loan
guarantees.s outstanding at year end . While not required, it is preferable to
present_ this information in the schedule` .

§

	

.315

	

Audit findings follow-up .

(a)

	

General . The auditee`is responsible for follow-up and corrective
action on all audit findings . As part of this responsibility, the auditee
shall prepare a summary schedule of prior' audit:findings . The auditee shall
also prepare a corrective action plan for current year audit findings . The- .e
summary schedule of prior audit findings and the corrective action ,_plann shall
include the reference numbers the auditor assigns to audit findings under
5

	

.510(c), . Since thee summary schedule may include audit findings from :m
multiple years, . .it shall include the fiscal year inwhich the finding . .
initially occurred .

(b) - -Summary schedule of°Prior' audit £indings . The summaryschedule of
prior audit findings shall' report the status of all audit findings included in
the prior audit's schedule of findings and questionedd costs relative-to -
Federal awards . The summary schedule shall also include audit .t findingss
reportedd in the prior audit's summary,,y schedule of prior audit findings except
audit findings listed as corrected in accordance with paragraph . (b)(1) of this
section, or no longer valid or not warranting further action in accordance
with paragraph (b)(4)) of this section: .

(,1) When audit findings were fully corrected, the summary
schedule need only list the audit findings and state that corrective action
was taken .-

(2)

	

When audit findings were not Correctedor wereonly
partially corrected, the summary schedule shall describe the planned
corrective . .: action as well as any partial corrective action taken .

(3)

	

When corrective action taken' is significantly different from
correctivee action previously reported in a corrective action plan or in the
Federal` agency'a or pass-through entity s management_ decision,- the summary
schedule shall provide an explanation

(4)

	

When the auditee believes the audit findings are no longer
valid or do not warrant further action,, the reasons for this position shall - be
describedin the summary schedule . A valid reason for considering an audit
finding as not warranting further action is that all of the following have
occu_red

	

-

(a)

	

Two years havePassed since the audit report in which
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-ne occur=red was suom==_ed

	

the -e :iera-

	

ca ear:nohouse :

(ii) The Federal agency or pass-through =_nti= i not
7J-cc ]y liow=ng up with the auditee on the audit _"-ending ; and

i

	

A manaoement decision was not issued .

1 c)

	

Corrective action clan . At the completion of the audit, -ne
audi-ee shall prepare a corrective action plan to address each audit finding
:.ncluded in the current y=ar auditor's reports . The corrective action plan
:dial : provide the name !s) of the contact persons) responsible for corrective
action, the corrective action planned, and :he anticipated completion date .
If the audit== does not agree with the audit . findings or relieves corrective
action is not required, then the corrective action plan shall include an
explanation and specific reasons .

5 .320

	

Report submission .

(a)

	

General . The audit shall be completed and the data collection
form described in paragraph (b) of this section and reporting package
described in paragraph (c) of this section shall be submitted within the
earlier of 30 days after receipt of the auditor's report(s), or nine months
after the end of the audit period, unless a longer period is agreed to in
advance by the cognizant or oversight agency for audit . (However, for fiscal
years beginning on or before June 30, 1998, the audit shall be completed and
the data collection form and reporting package shall be submitted within the
earlier of 30 days after receipt of the auditor's report(s), or 13 months
after the end of the audit period .) Unless restricted by law or regulation,
the auditee shall make copies available for public inspection .

(b)

	

Data Collection . (1) The auditee shall submit a data collection
form which states whether the audit was completed in accordance with this part
and provides information about the auditee, its Federal programs, and the
results of the audit . The form shall be approved by OMB, available from the
Federal clearinghouse designated by OMB, and include data elements similar to
those presented in this paragraph . A senior level representative of the
auditee (e .g ., State controller, director of finance, chief executive officer,
or chief financial officer) shall sign a statement to be included as part of
the form certifying that : the auditee complied with the requirements of this
part, the form was prepared in accordance with this part (and the instructions
accompanying the form), and thee information included in the form, in its
entirety, are accurate and complete .

(2)

	

The data collection form shall include the following data
elements :

(i)

	

The type of report the auditor issued on the financial statements of
the auditee (i .e ., unqualified opinion, qualified opinion, adverse
opinion, or disclaimer of opinion) .

( 1) Where applicable, a statement that reportable conditions in internal
control were disclosed by the audit of the financial statements and
whether any such conditions were material weaknesses .

(iii)

	

A statement as to whether the audit disclosed any noncompliance which
is material to the financial statements of the auditee .

(iv) Where applicable, a statement that reportable conditions in internal
control over major programs were disclosed by the audit and whether
any such conditions were material weaknesses .

(v)

	

The type of report the auditor issued on compliance for major

18
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O O ac.-seprograms
OL'n_on . . . .

	

__a_IIiar o_

}

	

o_ _he Federal awarding agencies w._co w___
_ne _epo___ng package pursuant cc c_ 20(d)(2)

	

JMD ____~_ar
A

., or no statement as tc whether the auditee qual

	

d as a
sry aud .-ee under S	.530 of JN)5 Circular 7-.-

	

-' .

The dollar threshold used to distungursh between Type 1, and Type B
programs as defined in §

	

.520(b) of OMB Circular F-123 .

(ix)

	

The Cataloc of Federal Domestic Assistance (=DA) number or each
Federal program, as applicable .

The name of each Federal program and Identification of each major
program . Individual programs within a cluster of programs should be
listed in the same levelof detail as they are listed in the schedule
of expenditures of Federal awards .

(xi)

	

The amount of expenditures in the schedule of expenditures o Federal
awards associated with each Federal program .

(xii)

	

For each Federal program, a yes or no statement as to whether there
are audit findings in eachh of the following types of compliance
requirements and the total amount off any questioned costs :

(A)

	

Activities allowed or unallowed .
(B)

	

Allowable - costs/cost principles .
(C)

	

Cash management .
(D)

	

Davis-Bacon Act .
(E)

	

Eligibility .
(F)

	

Equipment and real property management .
(G)

	

Matching, level of effort, earmarking .
(F,)

	

Periodof availability of Federal funds .
(I)

	

Procurement and suspension and debarment .
(J)

	

Program Income .
(K)

	

Real property acquisition and relocation'
(L)

	

Reporting .
(M)

	

Subrecipient monitoring . .
(N)

	

Special' tests `and provisions .

Aud_tee Name, Employer Identification Number(s), Name and Title of
Certifying Official, Telephone Dumber, Signature, and Date .

Auditor Name, Name and Title of Contact Person, Auditor ..Address,
Auditor Telephone Number, Signature, and Date .

Whether the auditee has either a cognizant or oversight',agency for
audit .

(rvi)

	

The name of the cognizant o oversight agency for audit determined _
accordance with 5

	

. -400(a) and ~ . . .400(b), respectively . . . :

(3)

	

Using the information- included in the reporting package._ .,
described in paragraph (c) of this section, the auditor- shall complete the
applicable sections of the form . The auditor shall sign a statement to be
included as part of the data collection form that indicates, at a minimum, the
source of the information__ included in the form, the auditor's responsibility
for the information, that the form is not a substitute for the reporting
package described .n paragraph (c) of this section, and that the content of

sistance .

ATTACHMENT . ., : . '	

PAGE; . ._ l	OF . 3PAGES



ne term _s i :.m._ed __

	

data. e e
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Renort_nonaci:aoe . The reporting package shall -.,elude the :

Financial statements and schedule of expenditures of
=_derai awa s Jis ussed ir. §- . 3"_0 (a) and §_ 310(b), respectively ;

`2)

	

lummary schedule of prior audit findings discussed in
§

	

.315 (b)

.3)

	

Auditor ' .s :eport's) discussed in §- .505 ; and

!s)

	

Corrective action plan discussed in §- . 315(c) .

(d)

	

Submission to clearinghouse . All auditees shall submit to the
Federal clearinghouse designated by OMB the data collection form described in
naragraoh (b) of this section and one copy of the reporting package described
:.n paragraph (c) of this section for :

(1)

	

The Federal clearinghouse to retain as an archival copy ;
and

(2)

	

Each Federal awarding agency when the schedule of findings
and questioned costs disclosed audit findings relating to Federal awards that
the Federal awarding agency provided directly or the summary schedule of prior
audit findings reported the status of any audit findings relating to Federal
awards that the Federal awarding agency provided directly .

(e)

	

Additional submission by subrecinients . (1) In addition to the
requirements discussed in paragraph (d) of this section, auditees that are
also subrecipients shall submit to each pass-through entity one copy of the
reporting package described in paragraph (c) of this section for each pass-
through entity when the schedule of findings and questioned costs disclosed
audit -findings relating to Federal awards that the pass-through entity
provided or the summary schedule of prior audit findings reported the status
of any audit findings relating to Federal awards that the pass-through entity
provided .

(2)

	

Instead of submitting the reporting package to a pass-
through entity, when a subrecipient is not required to submit a reporting
package to a pass-through entity pursuant to paragraph (e) (1) of this section,
the subrecipient shall provide written notification to the pass-through entity
that : an audit of the subrecipient was conducted in accordance with this part
(including the period covered by the audit and the name, amount, and ^FDAA
number of the Federal award(s) provided by the pass-through entity) ; the
schedule of findings and questioned costs disclosed no audit findings relating
to the Federal award(s) that the pass-through entity provided ; and, the
summary schedule of prior audit findings did not report on the status of any
audit findings relating to the Federal award(s) that the pass-through entity
provided, A subrecipient may submit a copy of the reporting package described
in paragraph (c) of this section to a pass-through entity to comply with this
notification requirement .

(f)

	

Requests for report copies . In response to requests by a Federal
agency or pass-through entity, auditees shall submit the appropriate copies of
the reporting package described in paragraph (c) of this section and, if
requested, a copy of any management letters issued by the auditor .

(g) Report retention requirements . Auditees shall keep one copy of
the data collection form described in paragraph (b) of this section and one
copy of the reporting packagedescribed in paragraph (c) of this section on
file for three years from the date of submission to the Federal clearinghouse

20
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sunn_ ::S_G-sat -tie for c t_hreE -c-_ _rom tar- of __~ 1p_

__ccrinQhause_res0OPS -~7__-1_es- The Feaera . clearinghpuse
ny ONE shall distribute the reporting packages received in

accordance with paragraph (d) (2) of =h_s section and S

	

.235(c) (3) to
ant- cable Federal awarding agencies, main*_ais a data base of completed
audits, prcvide appropriate information to Federal agencies, and fdL ow ap
with known auditees which have not submitted the reou_red data collection
force a.w report rag paoi;,ages .

Clearinghouse address . The address of the Federal clearinghouse
currently designated by ONE is Federal Audit Clearinghouse, Bureau of the
Census, 1 201 E . iota Street, - Jeffersonville, IN 47132 .

.j)

	

Electronic filing . Nothing in this part shall preclude electronic
submissions to the Federal clearinghouse in such manner as may be approved by
ONE . With OME approval, the Federal clearinghouse may pilot test methods of
electronic submissions .

Subpart D--Federal Agencies and Pass-Through Entities
§

	

400

	

Responsibilities .

a) Cognizant agency for audit responsibilities . Recipients expending
more than $25 million (.°,50 million for fiscal years ending after December 31,
2003) a year in Federal awards shall have a cognizant agency for audit . The
designated cognizant agency 'or audit shall be the Federal awarding agency
that provides the predominant amount of direct funding to a recipient unless
OMB makes aa specific cognizant agency for audit assignment .

Following is effective for fiscal years ending on or before December 31, 2003
To provide for continuity of cognizance, the determination of the predominant
amount of direct funding shall be based upon direct Federal awards expended inn
the recipient's fiscal years` ending in 1995, 2000, 2005, and every fifthh year
thereafter . For example, audit cognizance for periods ending, in 1997 through -
20D0 will be determined based on Federal awards expended in 1995 :- (However, .
for States and local governments that expend more than $25 million a year- .in-
Federal awards and have previously assigned cognizant agencies for audit, the
requirements of this paragraph are not effective until fiscal years "'beginning
after June 30, 2000 .,), . .

Following is effective for fiscal years ending after December. :31,,.2003 :
The determination of the predominant amount of direct funding shall be based
upon direct_ Federal awards expended in the recipent 's fiscal years ending in
2004, 2009, 2014,, and every fifth year thereafter . For example :, audit
cognizance for periods ending in 2006 through 2010 will be determined basedon
Federal awards expended in 2004 . (However, for 2001 through 2005,the
cognizant agency for audit is determined based on the -predominant amount of
direct Federal awards expended, in the recipient's fiscal year, ending .:in ,2000) .

Notwithstanding the manner in which audit cognizance is determined, a Federal
awarding agency with cognizance for an auditee may reassign cognizance to

	

-
another Federal awarding agency which provides substantial direct funding and
agrees to be the cognizantt agency for audit . Within 30 days after any
reassignment, both the oldd and the new cognizant agency for audit shall-no*_ify
the auditee, and, if known, .; the auditor of the reassignment- The cognizant'
agency for audit shall :

(1)

	

.-.Providee technical audit advice and liaisonn to and tees and
auditors .

(2)

	

riderauditee requests for extensions o the report

21
ATTACHMENT ._ e-

GE Z - of 33 , -PAGES-



,.1iam : -.date

	

eguired by §	. 1 2D (a)

	

coat. -_tan- acenc -j

	

auc.
.. . .aria _or wood cause .ma"

	

dr,

Obtain or conduct quality control reviews of selected
made cv non-Fed_rai auditors, and. provide the results, when

app .-~nriate, to other interested orgar.izations .

(4)

	

Promptly inform other affected Federal agencies and
appropriate Federal law enforcement officials of any direct reporting by the
auditee or its auditor of irregularities or illegal acts, as required by GAGAS

laws and regulations .

(5)

	

Advise the auditor arid, where appropriate, the auditee of
any deficiencies found in the audits when the deficiencies require corrective
action by the auditor . When advised of deficiencies, the auditee shall work
with the auditor to take corrective action . If corrective action is not
taken, the cognizant agency for audit shall notify the auditor, the auditee,
and applicable Federal awarding agencies and pass-through entities of the
facts and make recommendations for follow-up action . Major inadequacies or
repetitive substandard performance by auditors shall be referred to
appropriate State licensing agencies and professional bodies for disciplinary
action .

(6)

	

Coordinate, to the extent practical, audits or reviews
made by or for Federal agencies that are in addition to the audits made
pursuant to this part, so that the additional audits or reviews build upon
audits performed in accordance with this part .

(7)

	

Coordinate a management decision for audit findings that
affect the Federal programs of more than one agency .

(8)

	

Coordinate the audit work and reporting responsibilities
among auditors to achieve the most cost-effective audit .

(9)

	

For biennial audits permitted under S

	

.220, consider
auditee requests to qualify as a low-risk auditee under §_ .530(a) .

(b)

	

Oversight agency for audit responsibilities . An auditee which
does not have a designated cognizant agency for audit will be under the
general oversight of the Federal agency determined in accordance with
§_.105 . The oversight agency for audit :

(1)

	

shall provide technical advice to auditees and auditors as
requested,

(2)

	

May assume all or some of the responsibilities normally
performed by a cognizant agency for audit .

(c)

	

Federal awarding agency responsibilities . The Federal awarding
agency shall perform the followingfor the Federal awards it makes :

(1)

	

Identify Federal awards made by informing each recipient
of the CFDA title and number, award name and number, award year, and if the
award is for R&D . When some of this information is not available, the Federal
agency shall provide information necessary to clearly describe the Federal
award .

(2)

	

Advise recipients of requirements imposed on them by
Federal laws, regulations, and the provisions of contracts or grant
agreements .

(3)

	

Ensure that audits are completed and reports are received

22
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Assign a person respoasinle

	

Lrov.-d_ng annual updates
c£ =lie corn lance supplement to OME .

Pass-througr: entity restonsibilities . A pass-through entity shall
_crm th following for the Federal awards it makes :

Identify Federal awards made by informing each"
subrecipient of CFDA title and number, award name and number, award year,
the award is R&D, and name of Federal agency . When some of this information
as not available, the pass-through entity shall provide the best informationn
avai -lable to describe the Federal award .

(2)

	

Advise subrecipients of requirements . imposed "on them' by
Federal laws, regulations, and the provisions of contracts or grant agreements
as well as, any supplemental requirements imposed by the pass-through entity .

(3)

	

Monitor the activities of subrecip_ents',as necessary to
ensure that Federal awards are used for authorized purposes in compliance with
laws, regulations, and the provisions of contracts or grant agreements and
that perfor-mance goals are achieved .

	

" .

(4) Ensure that subrecipients expending $300,000 ($500,000 for
fiscal years ending after December 31, 2003) or more, in Federal awards during
the subrecipient's fiscal year have met the audit requirements of this part"
for that fiscal year .

(5) issue a management decision on audit findings within say,
months after receipt of the subrecipient's audit reportt and ensure_ that the
subrecipientt takes appropriate and timely corrective action .

	

"

(6)

	

Consider whether subrecipient audits necessitate
adjustment of the pass-through entity's own records .

(7-) - Require each subrecipient to permitt the pass-through
entity and auditors too have access to the records and .d financial statemen s a_
necessary for the pass-through entity to comply' with this part .

5	.405

	

Management decision .

(a)

	

General . The management decision shall clearly state whether or
not the audit-fending, is sustained, the reasons • for the decision, and the
expected auditee action to repay disallowed costs, make financial ad :ustments
or take other action . If the auditee has not completed corrective action, .`a
timetable fox, follow-up should be given . .. Prior' to issuing the management
decision, the Federal agency or pass-through entity may' tequ-est
additional information or documentation from the"auditee-d:: including a request
for audttor assurance related to the documentation, as- a =way of mitigating
disallowed costs . The management decision should describe any appeal processs
available o the auditee .

(b)

	

Federal 'adencv :, As provided in -4- . 400(a)(7), the cognizant
agency for audit shall be responsible for coorinating

	

management decision .
-.Pr audit *_ndrigs that affect the programs of more than one Federal agency .

__ri,e

	

manner anc _ .
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C) Pass-through entity . As nro-iided in 5 .400(d)(5), the nass-
hrough entity shall be responsible for making the management decision -
o-audit findings that re -_ate to Federal awards it makes to subrecipien's .

'd)

	

Time requirements . The entity responsible for making the
management decision shall do so within six months of receipt of the audit
report . Corrective action should be initiated within six months after

receipt

of ;.he audit report and proceed as rapidly as possible

(e)

	

Reference numbers . Management decisions shall include the
reference numbers the auditor assigned to each audit finding in accordance
with 5

	

.510(c) .

Subpart E--Auditors
§	.500

	

Scope of audit .

(a)

	

General . The audit shall be conducted in accordance with GAGAS .
The audit shall cover the entire operations of the auditee ; or, at the option
of the auditee, such audit shall include a series of audits that cover
departments, agencies, and other organizational units which expended or
otherwise administered Federal awards during such fiscal year, provided that
each such audit shall encompass the financial statements and schedule of
expenditures of Federal awards for each such department, agency, and other
organizational unit, which shall be considered to be a non-Federal entity .
The financial statements and schedule of expenditures of Federal awards shall
be for the same fiscal year .

(b)

	

Financial statements . The auditor shall determine whether the
financial statements of the auditee are presented fairly in all material
respects in conformity with generally accepted accounting principles . The
auditor shall also determine whether the schedule of expenditures of Federal
awards is presented fairly in all material respects in relation to the
auditee's financial statements taken as a whole .

(c)

	

internal control . (1) In addition to the requirements of GAGAS,
the auditor shall perform procedures to obtain an understanding of internal
control over Federal programs sufficient to plan the audit to support a low
assessed level of control risk for major programs .

(2)

	

Except as provided in paragraph (c) (3) of this section.,
the auditor shall :

(i)

	

Plan the testing of internal control over major
programs to support a low assessed level of control risk for the assertions
relevant to the compliance requirements for each major program ; and

(ii)

	

Perform testing of internal control as planned in
paragraph (c) (2) (i) of this section .

(3)

	

When internal control over some or all of the compliance
requirements for a major programm are likely to be ineffective in preventing or
detecting noncompliance, the planning and performing of testing described in
paragraph (e) (2) of this section are not required for those compliance
requirements . However, the auditor shall report a reportable condition
(including whether any such condition is a material weakness) in accordance
with 5

	

.510, assess the related control risk at the maximum, and consider
whetheradditional compliance tests are required because of ineffective
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a

	

and material effect on cacti of Jis major programs .

_)

	

The principal compliance requirements applicable tc most
Feoe-al rrograms and the comtlian

	

-eou_rements of the _aroest Feoe-al
pr cprarn_= a re inc'_uded in the coin;, an te supplement .

(3)

	

For the compliancee requirements related to Federal
programs contained in the compliance supplement, an audit of these compliance
requirements will meet the requirements.s of this part .. Where there have been
changes to the compliance requirements and the changes are not reflected in
the compliance supplement, the auditor shall --determine the current compliance
requirements and modify the audit procedures accordingly . For those Federal
programs not covered in the compliance supplement, the auditor should use the
types of compliance requirements contained : in the compliance supplement a
guidance for identifying the types of compliance requirements to test, and
determine the requirements governingg the Federal, program by reviewing the .
provisions of contracts and grant agreements and the laws and regulations
referred to in such contracts and grant agreements .

(a) The compliance testing shall include tests of transactions
andd such other auditing procedures necessary to provide the auditor sufficient
evidence to support an opinion on compliance .

(e_)

	

Audit follow-up . The auditor shall follow-up on prior audit
findings, perform procedures to assess the reasonableness of the summary
schedule of prior audit findings prepared by the auditee in accordance with
.§_ . 315(b), and report, as a current year ;:r audit finding, when the auditor
cocludes that the summary-schedule of prior audit findings materially
misrepresents thee status of any prior eudit .finding . The auditor shall
perform audit follow-up procedures regardless of whether a prior audit finding
relates to a major program in the current year : .

(f)

	

Data Cc llection Form . As r'~qtired in S . _320(b)( .3) ., the auditor
shall complete and sign specified sections of 'the data collection form .

§

	

.505

	

Audit reporting .

The auditor's report(s) may be in she form of either combined or
separate reports and may be organizeddifferently from the manner presented __n
this section . . .. The auditor's report(s) .) shall statethat the audit was .s
conducted in accordance with this part and include the following!

(a)

	

An opinion (or disclaimer off opinion) as to whether the financial
statements are presented fairly in all material respects in conformity with
generally accepted accounting principles and an.'-opinion :- (or disclaimer_ off
opinion) as to whether the schedule of expendituress of Federal awards is :
presented fairly in all material respects in`relationcto the financial : . ;
statementss taken as a whole .

(b)

	

A report on internal control related to the financial statements
and major programs . This report shall describe the scope of testing of
internal control and the results of the tests and where applicable, refer to
the separate schedule of findings and questioned costs described : :in paragraph
(d) of this section .

(c)

	

A report on compliance with laws, regulations, and the provisions
of contracts or grant agreements, noncompliance with which could have a
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floe
ar optni . : . :or d-scla-mer of 0t_:-or: as to wnetner toe auditee complied warn
laws, eaolations, and the p_-oaisions of contracts

	

grant agreements w-ac_'
could have

	

direct and material effect on each major program, and, where
aun .,rah ;.e, refer _o the separate schedule of findings and questioned costs
described :.n paragraph (d) this section .

(dl

	

P. schedule of findings and questioned costs which shat : S.nclcde
the following three components :

I].)

	

PA summary of the auditor's results which shall include

!i)

	

The tyre of report the auditor issued on the
financial. statements of the auditee (i .e ., unqualified opinion, qualified
opinion, adverse opinion, or disclaimer of opinion) ;

(ii)

	

Where applicable, a statement that reportable
conditions in internal control were disclosed by the audit of the financial
statements and whether any such conditions were material weaknesses ;

(iii) A statement as to whether the audit disclosed any
noncompliance which is material to the financial statements of the auditee ;

(iv)

	

Where applicable, a statement that reportable
conditions in internal control over major programs were disclosed by the audit
and whether any such conditions were material weaknesses ;

(v)

	

The type of report the auditor issued on compliance
for major programs (i .e ., unqualified opinion, qualified opinion, adverse
opinion, or disclaimer of opinion) ;

(vi)

	

A statement as to whether the audit disclosed any
audit findings which the auditor is required to report under 9-.510(a) ;

(vii) An identification of major programs ;

(viii)The dollar threshold used to distinguish between
Type A and Type B programs, as described in 5_ .520(b) ; and

(ix)

	

A statement as to whether the auditee qualified as
a low-risk auditee under 5

	

.530 .

(2)

	

Findings relaxing to the financial statements which are
required to be reported in accordance with GAGAS .

(3)

	

Findings and -questioned costs for Federal awards which
shall include audit findings as defined in 5_ .510(a) .

(i)

	

Audit findings (e .g ., internal control findings,
compliance findings, questioned costs, or fraud) which relate to the same
issue should be presented as a single audit finding . Where practical, audit
findings should be organized by `'Federal agency or pass-through entity .

(ii)

	

Audit findings which relate to both the financial
statements and Federal awards, as reported under paragraphs (d) (2) and (d) (3)
of this section, respectively, should be reported in both sections of the
schedule . However, the reporting in one section of the schedule may be in
summary form with a reference to a detailed reporting in the other section of
the schedule .

5

	

.510

	

Audit findings .
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ending and qu~s:lLonec cost

Reportable conditions to internal control over major
programs . The audi'tor's d _rmtnationo whether a de`iciency -_ . -internal
control s a reportable condition for tine purpose of .f repcrt_ng an audit
rd-rig is _n relation t .,

	

type of compliance r=_auirement for a major program
or an audit obje rive id n -Ied -_n ine comp ,lance supplement : The auditor
snal icentifv repor*_ahle conc_t o s which are_ . _nd_vidually or cumulatively
material weaknesses .

(2)

	

Material noncompliance with the provisions of laws,
regulations, contracts, or grant agreements related to a major program . The
auditor's determination of whether a noncompliance with the provisions of
laws, regulations, contracts, or grant agreements is material for the purpose
of reporting an audit finding

c
in relation to a type .e of compliance .

requirement for a major program or an audit objective identified in the
compliance supplement .

(3)" Known questioned-costs - costs-whichare greater than $10,000 for
a type of compliance requirement for a-amajor i program . . .Known questioned costs
are those specifically identified by the auditor : In evaluatingg the effect` of
questioned costs on the opinion on compliance, the auditor considers the best
estimate of total costs questioned (likely questioned costs), not just the
questioned costs specifically identified (known questioned-costs) . The
auditor shall also report known questioned costs when likely questioned costs
are greater than $10,000 for a type of compliance requirement for a major
program . In reporting questioned costs, the auditor shall include information
to provide proper perspective f-or judging the prevalence_e and consequences of
the questioned costs .

of

	

Known questioned costs which are greater than $20,000 for
a Federal program Which iss not audited `as aa major, program ."Except fo4 .audit
follow-up, the auditor is nor requiredi>under this part-to-perform audit .
procedures for such a Federal program ; therefore, the auditor will normally
not find questioned costs for a program which, is not audited as . _a major:
program .. However, if the auditor does become aware of questioned costs for a .
Federall program which is nott audited as :,a major program (e g , .; :as,part of
audit follow.-up or other audit procedures) and the Ynokn'. auesc oned costs are
greater than $10,00C, then the auditor shall report this as, an-audit finding .

(5) . The circumstances concerning, why the auditor's report on
compliance forr major .r programs s' otlrer'tlian, an-unqualified opin on, nrl ess
such circi lmstances are otherwise, reported as audit -f indings in the schedulee of
findings and .d questioned costs for Federal awards . .

(6)

	

Known fraud affecting a Federal award, unless such fraud
is otherwise., reported as an audit fiiding_in the schedule of-findings and
questionedd costs for Federal awards This paragraph does not require the
auditor to make an additional reporting when the auditor confirms that the" .e
fraudd was reported. outside of the auditor's reports under thee:,direct,reporting
requirements of"GAGAS :.

(7

	

Instances where the results: of audit, follow-up procedures
disclosed that the summary schedule of prioraudit findings prepared by the
auditee inn accordance with 5 . -115(b) mate - all misrepresents-' thee status off
any prior audit finding .

,b) 	editfindino detail

	

Audit f ndings shall be presented
suff-cient'detail for `the auditee to prepare a corrective action plan and take
correative,dtion. and, for Federal agencies - and pass-through - entities to arrive
at a„..managecient_.decis).on Theme"follow-ng speci lc information shall be
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aid--._ __nd_ngs :

Federa : program and spe fi Federal award identi .,.ca-ior.
.n- .~ .^, : n? the CF DP. title and number, Federal award number and year, name of
Federal agency, and name of the applicable pass-through entity. When
=nformaticn, such as the CFDP. tip e and number or Federal award number, a_s not
avai=able, the auditor shall provide the best information available to
describe the Federal award .

(2)

	

-he

	

_ter, or specific requirement upon which the audit
1

	

g i based, _.,_1udingstatutory, regulatory, or other citation .

(3)

	

The condition found, including facts that support -he
deficiency identified in the audit finding .

(4)

	

Identification of questioned costs and how they were
computed .

(5)

	

Information to provide prover perspective for judging the
prevalence and consequences of the audit findings, such as whether the audit
findings represent an isolated instance or a systemic problem . Where
appropriate, instances identified shall be related to the universe and the
number of cases examined and be quantified in terms of dollar value .

(6)

	

The possible asserted effect to provide sufficient
information to the auditee and Federal agency, or pass-through entity in the
case of a subrecipient, to permit them to determine the cause and effect to
facilitate prompt and proper corrective action .

(')

	

Recommendations to prevent future occurrences of the
deficiency identified in the audit finding .

(8)

	

Views of responsible officials of the auditee when there
is disagreement with the audit findings, to the extent practical .

(c)

	

Reference numbers . Each audit finding in the schedule of findings
and questioned costs shall include a reference number to allow for easy
referencing of the audit findings during follow-up .

5_.515

	

Audit working papers .

(a)

	

Retention of workino papers . The auditor shall retain working
papers and reports for a minimum of three years after the date of issuance of
the auditor's report(s) to the auditee, unless the auditor is notified in
writing by the cognizant agency for audit, oversight agency for audit, or
pass-through entity to extend the retention period . When the auditor is aware
that the Federal awarding agency, pass-through entity, or auditee is
contesting an audit finding, the auditor shall contact the parties contesting
the audit finding for guidance prior to destruction of the working papers and
reports .

(b)

	

Access to working papers . Audit working papers shall be made
available upon request to the cognizant or oversight agency for audit or its
designee, a Federal agency providing direct or indirect funding, or GAO at the
completion of the audit, as part of a quality review, to resolve audit
findings, or to carry out oversight responsibilities consistent with the
purposes of this part . Access to working papers includes the right of Federal
agencies to obtain copies of working papers, as is reasonable and necessary .
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Major program: aeterudna_.io

General . Th_ auditor .ail use - -si tamed. approach .

	

rmine
wr_--t, 7-de-al programs are major"programs, Tci= risk-based approachshall

F
n= ode c on _de'-at_or- if

	

Current and prior aud"_ experience , .oversight by
eaera_ agencies and pass-through entities, anc the inherent r isk of the

Fed=_ral program . The process in paragraphs (h) uhrougb ~a)

	

this section
ana__ be ?G_10'Jied .

I

	

-rep 	The aud_Lor shall _den_-_„ _he _ rger Federal
programs, which shall be labeled Type -A programs- Type k Programs are defined
as Federal programs with Federal awards expended during the audit period
exceedinc the larger of :

(i)

	

$300,000 or three' percent ( 03) of total Federal
awards expended in the case of an auditee for which total Federal awardss
expended equal or exceed $300,000 but are less than or equal to .$100 million .

(ii)

	

$3 million or three-tenths of one percent ( .003) of
total Federal awards expended in the case of an auditee for which total
Federal awards expended exceed $100 million but are less than or equal to $10
billion .

(iii)

	

$30 million or 15 hundredths of one percent .( .0015)
of total Federal awards expended in the case of an auditte for which total
Federal awards expended exceed $1D billion .

(2)

	

Federal programs not labeled Type A under paragraph (b) (1)
of this section shall be labeled Type B programs .

(3)

	

The inclusion of large loan and loan guarantees (loans)
should not result in the exclusion of other programs as Type F programs, When
a Federal program providing loans significantly affects the number or size of
Type A programs, the auditor shall consider this Federal program as a Type A.A

program and exclude its values inn determining other Type A programs .

(4)

	

For biennial audits permitted under §

	

.220, he
determination of Type A and Type B programs shall be basedupon the Federal
awards expended during the two-year period .'

(c)

	

Stan 2 . (1) The auditor' shall identify Type A programs which .h are
low-risk . For a Type A program to be considered low-risk, it shall have ;e been
audited as a major program in, at least one of the two most recent audit
periods (in the most recent audit period in 'the case of a biennial audit),
and, in the most recent audit period, it shall have had no audit findi_nqs
under S

	

.510(a) . However, the auditor, may usee judgment and oonsider that
audit findings from questioned costs under §

	

.510 (a) (3) and 5

	

.5105(a),(4),
fraudunder §" .510(a)(6), and audit follow-up for the summary schedule of
prior audit findings under s

	

.510 (a) (7) do not preclude the Type A program
from being low-risk . The auditor shall consider : the criteria' in § •,:-525 :(c),
§_ ..525(4)-(1), §

	

_525(d)(2),, and ., §_,52 .5(a)(3) the resultss of audit,
folow-up whetherany changes ; in personnel or systems affecting a Type;A
program have significantly-increased risks and apply professional, judgment in
determining whether a Type A program is low-risk . "

'(2)

	

Notwithstanding paragraph ,(c) :(1) of this section, Or may
approve a Federal awarding agency's request -that a Type -A program at certain,
recipients may not be considered low-risk . For example, it may, be necessary
for a large Type A program to be audited ass major each year at particular
recipients to allow the Federal' agency. t o comply with the Government
-Management P.eform Act of 7994 (31 U .S .C . 3515) . The Federal agency shall
notify-.the -recipientt and,,, if-;known, the auditor at least_ 180 days prior to the
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Sten 	The audio- shat

	

Type S programs which are
gig-- ;.sk using processional judgment and the criteria in 5 .525 . However,

snouli the auditor s e

	

Option 2 under Step 4 ;paragraph (e) (2) U) (B) of
this section), the auditor is not required to identify more high-risk Type B
n°-grams than the number of low-risk Type A programs . Except for known
reportable conditions _n-nternal control, or compliance problems as discussed
in §

	

.525(b)(1), §

	

.525(b)(2), and §

	

.525(c)(1), a single criteria in
§_ .525 would seldomcause a Type B program to be considered high-risk .

2)

	

The auditor is not expected to perform risk assessments or.
__laci -ieJ.y small Federal Programs . Therefor

	

the auditor- is only required to
perform risk assessments on Type B programs --hat exceed the larger of :

(i)

	

$100,000 or three-tenths of one percent ( .003) of
total_ Federal awards expended when the auditee has less than or equal to $100
million in total Federal awards expended .

(ii)

	

$300,000 or three-hundredths of one percent ( .D003)
of total Federal awards expended when the auditee has more than $100 million
.n total Federal awards expended .

(e)

	

Step 4 . At a minimum, the auditor shall audit all of the
following as major programs :

(1)

	

All Type A programs, except the auditor may exclude any
Type A programs identified as low-risk under Step 2 (paragraph (c) (1) of this
section) .

(2) (i)

	

High-risk Type B programs as identified under
either of the following two options :

(A) Option 1 . At least one half of the Type B
programs identified as high-risk under Step 3 (paragraph (d) of this section),
except this paragraph (e) (2) (1) (A) does not require the auditor to audit more
high-risk Type B programs than the number of low-risk Type A programs
identified as low-risk under Step 2 .

(B) Option 2 . One high-risk Type B program for
each Type A program identified as low-risk under Step 2 .

(ii)

	

When identifying which high-risk Type B programs to
audit as major under either Option 1 or 2 in paragraph (a) (2) (1) (A) or (B),
the auditor is encouraged to use an approach which provides an opportunity for
different high-risk Type B programs to be audited as major over a period of
time .

(3)

	

Such additional programs as may be necessary to comply
with the percentage of coverage rule discussed in paragraph (f) of this
section . This paragraph (e) (3) may require the auditor to audit more programs
as major than the number of Type A programs .

(f)

	

Percentaqe of coveraqe rule . The auditor shall audit as major
programs Federal programs with Federal awards expended that, in the aggregate,
encompass at least 50 percent of total Federal awards expended . If the
auditee meets the criteria in §

	

.530 for a low-risk auditee, the auditor
need only audit as major programsFederal programs with Federal awards
expended that, in the aggregate, encompass at least 25 percent of total
Federal awards expended .

(g)

	

Documentation of risk . The auditor shall document in the working

3 0
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_r°c __

	

_. . oe-=rm___na majo_ programs .

.r„ Audito__ -udamenn- Wrier the major program betermr_nat-on was
performed and documented in accordance wit , _i part, *_he auditor' . judgment
r and-y--no the r_sl;-based approacr: no de _rrene major orog_ams sn i! be
presumed correct . Challenges by Federal agencies and 's_-through en_ties
shall only be for lea-ly improper use of the guta n_eVincthis part . However,
Fede-a_ ag ncieo .anc pass-'_hrougk mit , as may provide -anoitc s gu ^ante about
_h

	

:sk of a particular Federal program arid the auditor shall con ider this
q dance _n oeterrr.ln'_ng major programs ir. audits not yet ,omp_eted .

Deviation from use ofriskcriteria- For first-year audits,

	

ea
auditor may elect to determine major programs as all Type AA programs pluss any .
Type E programs as necessary to meet the percentage of coverage_ rule discussed
in paragraph (f) of this section . under this option, thee auditor would not be
required to perform the procedures discussed in paragraphs (a),,. (a) ,, and (e)
of this section .

(1)

	

A first-year audit is the first year the entity is audited
under this part orthe first yearr of a change of auditors . .

(2)

	

To ensure that a .frequent change of auditors_ would not -
preclude audit of high-risk Type E programs, this election for first-yearr
audits may not be used by an auditee more than once in every three years .

.525

	

Criteria for Federal program risk .

(a)

	

General . The auditor's determination should be based on an
overall evaluation : ofethe. risk, of noncompliance occurring which could be
material to the Federal program. The auditor shall use-auditor-judgment and
consider criteria, such as described in paragraphs (b)', '(c) ., and (d) of this
section, to identify 'risk in Federal programs . Also, as part of the risk
analysis, the auditor may wish to discuss aa particular Federal program with
auditee management and the Federal agency or pass-through errtity^

(b)

	

Current and prior audit experience . (1) " weaknesses .s in internal
control over Federal programs would indicate higher risk, Consideration
should be given to the control environment over Federal.{programs and such
factors as the expectation of management's adherence to applicable ;, laws and
regulations and the : provisions of contracts and grant agreements and the
competence and experience of personnel who adm'_nister the , Federal programs .

A Federal program administered under multiple
internal control structures may have higher risk- When assessing risk-in a
large single audit, the auditor shall consider whether weaknesses are isolated
in a"single operating unit- (e . g ., one college campus) or pervasive throughout
the entity .

	

-

(ii)

	

When significant parts of a Federal program are,
passed through to subrecipients, a weak system for monitoring subrecipients :
would indicate higher risk .

(iii) The extent to which computer processing is used ,~to
administer Federal programs, aswe'll as the complexity of th_at :processing,
should be considered by the auditor in assessing risk . l ew i -arid 'recently
modified computer systems may also indicate risk .

(2)

	

Prior audit findings would indicate higher ris ,
particularly_ when t he situations identified in the audit 'findings could have a
significant impact on a. Federal program or have not beer, corrected .

3)

	

Federall programs not recently audited as major p
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, c)

	

Oversight exercised by Federal aoencies and pass-through entities .
Crvers ght exercised by Federal agencies or pass-through entities could

end :.-ate - sk . For example, recent monitoring or ocher reviews performed by
an oversight entity which disclosed no significant problems wou l d indicate_
sower risk . However, monitoring which disclosed significant problems wowed
indicate higher risk .

'2)

	

Federal aoencies, with the concurrence of OMB, may
:.denticy Federal programs which are higher risk . OMB plans to provide th_s
identification in the compliance supplement .

(d)

	

Inherent risk of the Federal program .

	

(1) The nature of a
Federal program may indicate risk . Consideration should be given to the
complexity of the program and the extent to which the Federal program
contracts for goods and services . For example, Federal programs that disburse
funds through third party contracts or have eligibility criteria may be of
higher risk . Federal programs primarily involving staff payroll costs may
have a high-risk for time and effort reporting, but otherwise be at low-risk .

(2)

	

The phase of a Federal program in its life cycle at the
Federal agency may indicate risk . For example, a new Federal program with new
or interim regulations may have higher risk than an established program with
time-tested regulations . Also, significant changes in Federal programs, laws,
regulations, or the provisions of contracts or grant agreements may increase
risk .

(3)

	

The phase of a Federal program in its life cycle at the
auditee may indicate risk . For example, during the first and last years that
an auditee participates in a Federal program, the risk may be higher due to
start-up or closeout of program activities and staff .

(4)

	

Type B programs with larger Federal awards expended would
be of higher risk than programs with substantially smaller Federal awards
expended .

§

	

.530

	

Criteria for a low-risk auditee .

An auditee which meets all of the following conditions for each of the
preceding two years (or, in the case of biennial audits, preceding two audit
periods) shall qualify as a low-risk auditee and be eligible for reduced audit
coverage in accordance with §_ .520 :

(a)

	

Single audits were performed on an annual basis in accordance with
the provisions of this part . A non-Federal entity that has biennial audits
does not qualify as a low-risk auditee, unless agreed to in advance by the
cognizant or oversight agency forr audit .

(b)

	

The auditor's opinions on the financial statements and the
schedule of expenditures of Federal awards were unqualified . However, the
cognizant or oversight agency for audit may judge that an opinion
qualification does not affect the management of Federal awards and provide a
waiver .

(c)

	

There were no deficiencies in internal control which were
identified as material weaknesses under the requirements of GALAS . However,
the cognizant or oversight agency for audit may judge that any identified
material weaknesses do not affect the management of Federal awards and provide
a waiver .

3 2
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(3)

	

Known or i_yely questioned doses that exceed

	

v_ percent

of the to_a Federal awards. expended for a Type

	

program during the year .

Appendix A to Part _ - Data Collection Form '.Form SF-SAC)
[insert SF-SAC aft_ . finalized)

Appendix B to Part - - Circular P.-ill Compliance Supplement
Note : Pro-aisional OMB Circular A-133 Compliance Supplement is available
from the Office of Administration, Publications Office, room 2200, New
Executive Office Building, Washington, DC 20503 .
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Health Information In Compliance With The Health Insurance Portability
And Accountability Act Of 1996 (HIPAA)
BUSINESS ASSOCIATE AGREEMENT

THIS BUSINESS ASSOCIATE AGREEMENT ("Agreement") is made and entered as of October 1,
2009 by and between	Nl~'TA- t-. HCAL.(- 1 ~~0Ucof (	
[corporation, partnership, dba], whose business address is :	

(hereinafter referred to as "Business Associate"),
and the CITY OF LONG BEACH, a municipal corporation (hereinafter referred to as "City" or
"Covered Entry") .

WHEREAS, the City has a Department of Health that provides a multitude of health care and
related services ; and

WHEREAS, in the course of providing health care and related services the City obtains
protected health information ; and

WHEREAS, Business Associate performs particular duties and/or provides particular services
to the City; and

WHEREAS, the City wishes to disclose some information to Business Associate, some of
which may contain protected health information ; and

WHEREAS, the City and Business Associate intend to protect the privacy and provide for the
security of protected health information incompliance with the Health insurance Portability and
Accountability Act of 1996 ("HIPAA") and regulations promulgated thereunder by the U .S. Department
of Health and Human Services and other applicable laws, including, but not limited to Title 45, Section
164 .504(e) of the Code of Federal Regulation .
NOW,

THEREFORE, in consideration of the mutual terms covenants, and conditions in this
Agreement, the parties agree as follows :
1 . DEFINITIONS . Terms used, but not otherwise defined, in this Agreement shall have the same

meaning as those terms in the Privacy Rule codified in Title 45, Sections 160-164 of the Code
of Regulations .

2 .

	

OBLIGATIONS AND ACTIVITIES OF BUSINESS ASSOCIATE .
a . Non-disclosure . Business Associate agrees to not use or disclose protected health

information other than as permitted or required by the Agreement or as required by law .
b . Safeguards . Business Associate agrees to use appropriate safeguards to prevent use of

disclosure of the protected health information
c. Mitigation . Business Associate agrees to mitigate, to the extent practicable, any harmful

effect that is known to Business Associate of a use or disclosure of protected health
information by Business Associate in violation of the requirements of this Agreement .

d . Reporting of disclosures . Business Associate agrees to report to Covered Entity any use or
disclosure of the protected health information not provided for by this Agreement of which it
becomes aware .

e. Business Associate's Agents . Business Associate agrees to ensure that any agent,
including a subcontractor, to whom it provides protected health information received from,
or created or received by Business Associate on behalf of Covered Entity agrees to the
same restrictions and conditions that apply through this Agreement to Business Associate
with respect to such information .

f. Availability of Information to City . Business Associate agrees to provide prompt access to
protected health information in a designated record set to Covered Entity or, as directed by
Covered Entity, to an individual upon Covered Entity's request in order to meet the
requirements under 45 CFR § 164 .524 .
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g . Amendment of Protected Health Information Business Associate agrees to promptly make
any amendment(s) to protected health information in a designated record set that the
Covered Entity directs or agrees to pursuant to 45 CFR § 164 .526 at the request of
Covered Entity or an individual .

h . Internal Practices, Business Associate agrees to make internal practices, books and
records, including policies and procedures and protected health information, relating to the
use and disclosure of protected health information received from, or created or received by
Business Associate on behalf of, covered entity available to the Secretary of the U .S .
Department of Health and Human Services for purposes of the Secretary determining the
business Associate's compliance with the privacy rule .

i . Reporting of Disclosures . Business Associate agrees to document such disclosures of
protected health information and information related to such disclosures as would be
required for the City to respond to a request by an individual for an accounting of
disclosures of protected health information in accordance with 45 CFR § 164 .528 .

j . Availability of Information to Covered Entity. Business Associate agrees to promptly
provide to covered Entity or an individual information collected in accordance with section
2(i) of this agreement, to permit Covered Entity to respond to a request by an individual for
an accounting of disclosures of protected health information in accordance with 45 CFR
§164.528 .

3 .

	

PERMITTED USES AND DISCLOSURES BY BUSINESS ASSOCIATE .
Except as otherwise limited in this Agreement, business Associate may use or disclose
protected health information to perform functions, activities, or services for, or on behalf of,
Covered Entity as specified in this Agreement, provided that such use or disclosure would not
violate the Privacy Rule if done by Covered Entity or the minimum necessary policies and
procedures of the Covered Entity . The specific use and disclosure provisions are as follows :
a . Except as otherwise limited in this Agreement, Business Associate may use protected

health information for the proper management and administration of the business
Associate .

b . Except as otherwise limited in this Agreement, Business Associate may disclose protected
health information for the proper management and administration of the Business
Associate, provided that disclosures are required by law, or Business Associate obtains
reasonable assurances from the person to whom the information is disclosed that it will
remain confidential and used or further disclosed only as required by law or for the purpose
for which it was disclosed to the person, and the person notifies the business associate of
any instances of which it is aware in which the confidentiality of the information has been
breached .

c . Except as otherwise limited in this Agreement, Business Associate may use protected
health information to provide data aggregation services to covered entity as permitted by 42
CFR § 164 .504(e)(2)(i)(B) .

d . Business Associate may use protected health information to report violations of law to
appropriate federal and state authorities, consistent with § 164 .502(j)(1) .

4 .

	

OBLIGATIONS OF COVERED ENTITY .
a . Notification of Limitations in Notice of Privacy Practices . Covered Entity shall notify

Business Associate of any limitations(s) in its notice of privacy practices of covered entity in
accordance with 45 CFR § 164 .520, to the extent that such limitation may affect Business
Associate's use or disclosure of protected health information .

b . Notification of Change or Revocation of Permission . Covered entity shall notify business
Associate of Any changes in, or revocation of permission by individual to use or disclose
protected health information to the extent that such changes may affect Business
Associate's use or disclosure of protected health information .
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c . Notification of Restrictions . Covered Entity shall notify Business Associate of any
restriction to the use or disclosure of protected health information that Covered Entity has
agreed to in accordance with 45 CFR § 164 .522, to the extent that such restriction may
effect Business Associate's use or disclosure of protected health information .

5 .

	

PERMISSIBLE REQUEST BY COVERED ENTITY .
Covered Entity shall not request Business Associate to use or disclose protected health
information in any manner that would not be permissible under the Privacy Rule if done by
Covered Entity, except that this restriction is not intended and shall not be construed to limit
Business Associate's capacity to use or disclose protected health information for the proper
management and administration of the Business Associate or to provide data aggregation
services to Covered Entity as provided for an expressly permitted under Section 3 (a), (b), and
(c) of this Agreement .

6 .

	

TERM AND TERMINATION .
a. Term. The term of this Agreement shall be effective upon execution, and shall terminate

when all of the protected health information provided by Covered Entity to Business
Associate, or created or received by business Associate on behalf of Covered Entity, is
destroyed or returned to Covered Entity, or, if it is infeasible to return or destroy protected
health information, protections are extended to such information, in accordance with the
termination provisions in this Section .

b . Termination for Cause . Upon Covered Entity's knowledge of a material breach by
Business Associate, Covered Entity shall either :

1 . Provide and opportunity for Business Associate to cure the breach or end the violation and
terminate this Agreement if Business Associate does not cure the breach or end the
violation within the time specified by Covered Entity ;

2 . Immediately terminate this Agreement if Business Associate has breached a material term
of this Agreement and cure is not possible ; or

3 . If neither termination nor cure is feasible, Covered Entity shall report the violation to the
Secretary .

c . Effect of Termination .
1 . Except as provided in paragraph (2) of the Section, upon termination of this Agreement

for any reason, Business Associate shall return or destroy all protected health
information received from covered Entity, or created or received by Business Associate
on behalf of Covered Entity . This provision shall apply to protected health information
that is in the possession of subcontractors or agents of business Associate . Business
Associate shall retain no copies of the protected health information .

2 . In the event that Business Associate determines that returning or destroying the
protected health information is infeasible, Business Associate shall provide to Covered
Entity notification of the conditions that make return or destruction infeasible and shall
extend the protections of this Agreement to such protected health information and limit
further uses and disclosures of such protected health information to those purposes that
make the return or destruction infeasible, for so long as business Associate maintains
such protected health information .

7 .

	

ASSISTANCE INLITIGATION OR ADMINISTRATIVE PROCEDDINGS .
Business Associate shall make itself and any subcontractors, employees, or agents assisting
Business Associate in the performance of its obligations under this Agreement with the
Covered Entity, available to Covered Entity, at no cost to Covered Entity to testify as witnesses
or otherwise, in the event of litigation administrative proceedings commenced against Covered
Entity, its directors, officers, or employees base on a claimed violation of HIPAA, the HIPAA
regulations or other laws relating to security or privacy, except where Business Associate or its
subcontractors,

	

employees or agents

	

are

	

named

	

as

	

an

	

adverse

	

party .
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8 .

	

MISCELLANEOUS
a . References . A reference in this Agreement to a section in the Privacy Rule means the

section as in effect or as amended .
b . Amendment. The parties agree to take such action as in necessary to amend this

Agreement from time to time as is necessary for covered entity to comply with the
requirements of the Privacy Rule and the Health Insurance Portability and Accountability
Act of 1996 . Amendments must be in writing and signed by the parties to the Agreement .

c . Survival. The respective rights and obligations or Business Associate under Section 6(c) of
the Agreement shall survive the termination of this Agreement .

d . Interpretation . Any ambiguity in this Agreement shall be resolved to permit Covered Entity
to comply with the Privacy Rule .

9 . LAW . This Agreement shall be governed by and construed pursuant to federal law and the
laws of the State of California (except those provisions of California law pertaining to conflicts
of laws). Business Associate shall comply with all laws, ordinances, rules and regulations of
all federal, state and local governmental authorities .

10 . ENTIRE AGREEMENT. This Agreement, including Exhibits, constitutes the entire
understanding between the parties and supersedes all other agreements, oral or written, with
respect to the subject matter herein .

11 . INDEMITY. Business Associate shall protect, defend, indemnify and hold City, its officials,
employees, and agents (collectively in this Section referred to as "City") harmless from and
against any and all claims, demands, causes or action, losses, damages, and liabilities,
whether or not reduced to judgment, which may be asserted against City arising from or
attributable to or caused directly or indirectly by Business Associate, Business Associate's
employees, or agents in the performance of the duties under this Agreement or any alleged
negligent or intentional act, omission or misrepresentation by Business Associate, Business
Associate's employees or agents, which act, omission or misrepresentation is connected in
any way with performance of the duties under this Agreement . If it is necessary for purposes
of resisting, adjusting, compromising, settling, or defending any claim, demand, cause of
action, loss, damage, or liability, or of enforcing this provision, for city to incur or to pay any
expense or cost, including attorney's fees or court cost, Business Associate agrees to and
shall reimburse City within a reasonable time . Business Associate shall give City notice of any
claim, demand, cause or actions, loss, damage or liability within ten (10) calendar days .

12 . AMBIGUITY . In the event of any conflict or ambiguity in this Agreement, such ambiguity shall
be resolved in favor of a meaning that complies and is consistent with HIPAA, HIPAA
Regulations and California law .

13 . COSTS . If there is any legal proceeding between the parties to enforce or interpret this
Agreement or to protect or establish any rights or remedies hereunder, the prevailing party
shall be entitled to its costs and expenses, including reasonable attorney's fees and court
costs, including appeals .

14 . NOTICES . Any notice or approval required hereunder by either party shall be in writing and
personally delivered or deposited in the U . S . Postal Service, first class, postage prepaid,
address to Business Associate at the address first stated herein, and to the City at 444 W .
Ocean Blvd ., Ste. 1700, Long Beach, California 90802, Attention : Neighborhood Services
Bureau Manager, Community Development Department . Notice of change of address shall be
given in the same manner as stated herein for the other notices . Notice shall be deemed given
on the date deposited in the mail or on the date personal delivery is made, whichever first
occurs .
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15 . WAIVER . The acceptance of any services or the payment of any money by City shall not
operate as a waiver of any provision of this Agreement, or of any right to damages or
indemnity stated in this Agreement . The waiver of any breach of this Agreement shall not
constitute a waiver of any other or subsequent breach of this Agreement .

16 . CONTINUATION . Termination or expiration of this Agreement shall not affect rights or
liabilities of the parties which accrued pursuant to Sections 7, 12, and 14 prior to termination or
expiration of this Agreement, sand shall not extinguish any warranties hereunder .

17 . ADVERTISING . Business Associate shall not use the name of City, its officials or employees
in any advertising or solicitation for business, nor as a reference, without the prior approval of
the city Manager or designee .

18 . THIRD PARTY BENEFICIARY . This Agreement is intended by the parties to benefit
themselves only and is not in any way intended or designed to or entered for the purpose of
creating any benefit or right for any person or entity of any kind that is not a party to this
Agreement.

IN WITNESS WHEREOF, the parties hereto have caused these presents to be duly executed with all
of the formalities required by law as of the date first stated herein :

//y , 20 e7

2GD

The foregoing Agreement is here
20

a

(Name of Business Associate)

(corporation, partnership, individual)

(person legally allowed to bind organization)

Title : Ire-S/%o/4r$c/cT'c(9

son legally allowed to bind organization)

Title : Se.c.w -17:	
tf

CITY OF LONG BEACH, a municipal corporation

-~

	

Assistant City Manager
Z> v	20jGq

	

By:	 EXECUTED PURSUANT
City

	

ager or designee

	

Tn SECTION 301 OF
THE GiY CHARTER

"C it

approved as to form this	- ark day of

ROBERT E . SHANNON,
City Attorney or designee

By :

	

~~
Deputy
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CERTIFICATION REGARDING DEBARMENT

By signing and submitting this document, the recipient of federal assistance funds is providing the
certification as set out below :

1 . The certification in this clause is a material representation of fact upon which reliance was
placed when this transaction was entered into . If it is later determined that the recipient of
federal assistance funds knowingly rendered an erroneous certification, in addition to other
remedies available to the Federal Government, the department or agency with which this
transaction originated may pursue available remedies, including suspension and/or
debarment .

2 . The recipient of Federal assistance funds shall provide immediate written notice to the
person to which this agreement is entered, if any time the recipient of Federal Assistance
funds learns that its certification was erroneous, when submitted or has become erroneous
by reason of changed circumstance .

3 . The terms "covered transaction", "debarred", "suspended," "ineligible," "lower tier covered
transaction," "participant," "person," " primary covered transaction," "principal," "proposal,"
and "voluntarily excluded," as used in this clause, have the meanings set out in the
Definitions and Coverage sections of rules implementing Executive Order 12549 .

4 . The recipient of Federal assistance funds agrees by submitting this document that it shall
not knowingly enter into any lower tier covered transaction with a person who is debarred,
suspended, declared ineligible, or voluntarily excluded from participation in this covered
transaction, unless authorized by the departmental or agency with which this transaction
originated .

5. The recipient of Federal assistance funds further agrees by submitting this document that it
will include the clause titled "Certification Regarding Debarment, Suspension, Ineligibility
and Voluntary Exclusion - Lower Tier Covered Transactions," without modification, in all
lower tier covered transactions and in all solicitations for lower tier covered transactions .

6 . A participant in a covered transaction may rely upon a certification of participant in a lower
tier covered transaction that it is not debarred, suspended, ineligible, or voluntarily
excluded from the covered transaction, unless it knows that the certification is erroneous-
A participant may decide the method and frequency by which it determines the eligibility of
its principals . Each participant may but is not required to, check the list of parties excluded
from procurement or non- procurement programs .

7 . Nothing contained in the foregoing shall be constructed to require establishment of a
system of records in order to render in good faith the certification required by this clause .
The knowledge and information of a participant is not required to exceed that which is
normally possessed by a prudent person in the ordinary course of business dealings .
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8 . Except for transactions authorized under paragraph 4 of these instructions, if a participant
in a covered transaction knowingly enters into a lower tier covered transaction with a
person who is suspended, debarred, ineligible, or voluntarily excluded from participation in
this transaction, in addition to other remedies available to the Federal Government, the
department or agency with which the transaction originated may pursue available
remedies, including suspension and/or debarment .

The regulations implementing Executive Order 12549, Debarment and Suspension, 24 CFR Part
24 Section 24 .510 Participants' Responsibilities require this certification :

The recipient of Federal assistance funds certifies that neither it nor its principals are
presently debarred, suspended, proposed for debarment, declared ineligible or
voluntarily excluded from participation in this transaction by any Federal department or
agency .

2 . Where the recipient of Federal assistance funds is unable to certify to any of the
statements in this certification, such participants shall attach an explanation to this
document.

Agreement Number:	Contract Agency :	

Name and Title of Authorized Representative	

Signature
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CERTIFICATION REGARDING LOBBYING

Contractor(s) and lobbyist firm(s), as defined in the Los Angeles County code Chapter 2 .160 (ordinance 93-0031),
retained by the Contractor, shall fully comply with the requirements as set forth in said County Code . The
contractor must also certify in writing that it is familiar with the Los Angeles County Code Chapter 2 .160 and that
all persons acting on behalf of the Contractor will comply with the County Code .

Failure on the part of the Contractor and/or Lobbyist to fully comply with the County's Lobbyist requirement shall
constitute a material breach of the contract upon which the City of Long Beach may immediately terminate this
contract and the contractor shall be liable for civil action .

The Contractor is prohibited by the Department of Interior and Related Agencies Appropriations Act, known as the
Byrd Amendments, and the Housing and Urban Development Code of Federal Regulations 24 part 87, from using
federally appropriated funds for the purpose of influencing or attempting to influence an officer or employee of any
agency, a Member of Congress, and office or attempting to influence an officer or employee of any agency, a
Member of Congress, and office or employee of Congress, any employee of a Member of Congress in connection
with the awarding of any Federal contract, the making of any federal grant, loan or cooperative agreement, and
any extension, continuation, renewal, amendment or modification of said documents .

The Contractor must certify in writing that they are familiar with the Federal Lobbyist Requirements and that all
persons and/or subcontractors acting on behalf of the Contractor will comply with the Lobbyist requirements .

Failure on the part of the contractor or persons/subcontractors acting on behalf of the Contractor to fully comply
with Federal Lobbyist Requirements shall be subject to civil penalties . The undersigned certifies, to the best of
his/her knowledge and belief, that :

No Federal appropriated funds have been paid or will be paid, by or on behalf of the undersigned, to any
person for influencing or attempting to influence an officer or employee of an agency, a Member of
Congress, an officer or employee of Congress, or an employee of a Member of Congress in connection
with the awarding of any Federal contract, the making of any Federal grant, loan or cooperative
agreement, and any extension, continuation, renewal, amendment or modification of said documents .

If any funds other than Federal appropriated funds have been paid or will be paid to any person for
influencing or attempting to influence an officer or employee of any agency, a Member of Congress, an
officer or employee of Congress, or an employee of a Member of Congress in connection with the Federal
contract, grant, loan, or cooperative agreement, the undersigned shall complete and submit Standard
Form - LLL "Disclosure Form to Report Lobbying" in accordance with its instructions .

The undersigned shall require that the language of this certification be included in the award documents
for all sub-awards at all tiers (including subcontracts, sub-grants, and contracts under grants, loans, and
cooperative agreements) and that all sub-recipients shall certify and disclose accordingly .

This certification is a material representation of fact upon which reliance was placed when this transaction
was made or entered into . Submission of this certification is a prerequisite for making or entering into this
transaction imposed by Section 1352 Title 31, U .S . Code . Any person who fails to file the required
certification shall be subject to a civil penalty of not less that $10,000 and not more that $100,000 for each
such failure .

Agreement Number :	Contract Agency :

Name

	

d Title of

	

entative :
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