
CONTRACT FOR SUPPORTIVE HOUSING 

30577 
THIS CONTRACT FOR SUPPORTIVE HOUSING (this "Contract") is made 

and entered into, in duplicate, as of January 15, 2008 for reference purposes only, 

pursuant to a minute order adopted by the City Council of the City of Long Beach at its 

meeting on December 18, 2007, by and between PATH VENTURES, a nonprofit 

California corporation, with offices located at 2346 Cotner Avenue, Los Angeles, 

California 9$64 ("Organization"), and the CITY OF LONG BEACH, a municipal 

corporation (the "City"). 

0 

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

Housing and Urban Development ("HUD") for a program called "Continuum of Care 

Homeless Assistance" which deals with the needs of the homeless; and 

WHEREAS, Organization provides transitional housing, permanent 

housing, human or social services to low-income and homeless residents; and 

WHEREAS, as part of the 2006 Supportive Housing Grant Agreement 

("Grant Agreement") the City is required to enter into subcontracts with organizations that 

provide housing and supportive services to the homeless and the City has selected 

Organization as a sub-recipient of grant 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; 

NOW, THEREFORE, in consideration of the terms and conditions 

contained herein, the parties agree as follows: 

Section 1. The above recitals are true and correct and the Grant 

Agreement is incorporated herein by this reference. Organization shall comply fully 

with the Grant Agreement. 

Section 2. 

A. Organization shall provide supportive services in conjunction 
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with housing, outreach and assessment, transitional housing and supportive 

services, and permanent housing or permanent supportive housing to meet the 

long-term needs of the homeless in accordance with the Grant Agreement, 

Attachment “A” entitled “Standard Annual Program Report (“APR) Goals”, 

Attachment “B“ entitled “Budget“, Attachment “C” entitled “Logic Model”, 

Attachment ‘ID” entitled “Compliance with Federal Regulations“, Attachment “E” 

entitled “Office of Management and Budget (“OMB”) Circular A-I 1 0”, Attachment 

“F” entitled OMB Circular A-I 22”, Attachment “G” entitled “OM6 Circular A-I 33”, 

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

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

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

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

the HUD Supportive Housing Program (SHP”) Desk Guide and the City of Long 

Beach Grants Monitoring Guidelines, both of which have been separately provided 

to Organization and are incorporated by this reference. 

B. Organization shall be responsible for adherence to all policies, 

procedures, rules and regulations as noted in sources including but not limited to 

the SHP Desk Guide, HUD Continuum of Care SuperNOFA (Notice of Funding 

Availability), OMB Circulars, Code of Federal Regulations, United States Codes, 

City of Long Beach Grants Monitoring Guidelines, this Contract, the Grant 

Agreement, the Request for Proposal (“RFP”) and Organization’s proposal in 

response to the RFP. 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 

583. 

Section 3. The term of this Contract shall commence at midnight 

on November 1, 2007, and, unless sooner terminated as provided herein, shall 

terminate at 11 5 9  p.m. on April 31, 2009. 

Section 4. 
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A. Organization shall affirmatively and aggressively use its best 

efforts to seek and obtain all possible outside funding and mainstream resources 

available to continue the services identified in 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 One Hundred Thirty-Five Thousand One Hundred 

Sixty-Two Dollars ($1 35,162.00) over the term of this Contract. Upon execution of 

this Contract, the City shall disburse 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 Health and Human Services, 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) shall not cause the amount of the total 

budget stated in Attachment "B" to be exceeded. 

D. Organization shall prepare monthly invoices and submit them 

to the City within fifteen (1 5) days after the end of the month 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 from the City. Submission of 

incorrect invoices or inadequate documentation shall result in the suspension of 

payment from the City. The City reserves the right to refuse payment of an invoice 

(a) received by it thirty (30) days after Organization provided the services relating 
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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. Each calendar quarter Organization shall, no later than fifteen 

(I 5) days after the end of each quarter, submit to the City copies of cancelled 

checks and other documents supporting the charges and required matching funds 

in the invoices submitted during the previous quarter. 

G. The City closes its fiscal year during the months of August 

and September; Organization acknowledges and agrees that the City's payment of 

invoices will be slightly slower during that time. 

H. No later than thirty (30) days after the completion of each 

twelve-month period ("Operational Year") during the term of this Contract (and the 

first Operational Year shall begin on the date of the first invoice from 

Organization), Organization shall submit to the City a final invoice and APR 

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 or certified APR within thirty (30) days of the end of 

the Operational Year. 

I. 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 thirty (30) 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 
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funds to the City. For this reason, failure of Organization to submit the final invoice 

and certified APR within thirty (30) days after the end of the Operational Year may 

result in loss of reimbursement of funds. 

J. 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 this Contract, as determined by 

the City in its sole discretion, after being notified of such breach by the City. 

K. 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 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 the 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 the representative. 

C. Organization shall participate in the City’s Homeless 

Management Information System (HMIS) and obtain funding to ensure 

participation. Organization shall ensure implementation, operation and 

maintenance necessary for participation throughout the term of this Contract. 

Further, Organization shall enter data into the HMIS system on a regular basis (at 

least weekly) and in a timely manner. 

D. 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-I 33 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 
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orientation, AIDS, HIV Status, 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; layoff or termination; rates of pay 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 in this Contract. 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 
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Organization and Organization’s employees. Organization shall not delegate its 

duties or assign its rights under this Contract, or any interest in it or any portion of it, 

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 the attempted assignment or delegation. 

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 ( I O )  days. Likewise, the City shall notify Organization of any Claim, shall 

tender the defense of the 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 “B”) 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, 
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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 

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 the 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 Commission, 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 

9 
ARB:@ A0840283 
L:\Apps\CtyLaw32\WPDocs\DOI AP00A00118360. DOC 



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 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 Health and 

Human Services, 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 Commission, 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 under this 

Contract maintain insurance in compliance with this Section unless otherwise 

agreed in writing by the City’s Risk Manager or hidher designee. 
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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 this insurance, 

furnish to the City certificates of insurance and endorsements evidencing renewal 

of the 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 herein. 

E. Any modification or waiver of these insurance requirements 

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 if, in his or her 

sole opinion, the amount, scope, or types of coverages are not adequate. 

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. 

F. 

Section 11. 

A. Organization certifies that, if grant funds are used for 

renovation or conversion of the building for which the grant funds will be used, 

then the building must be maintained as a shelter for or provide supportive 

services to homeless individuals for not less than ten (IO) years nor more than 

twenty (20) years according to a written determination delivered to Organization by 
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the City, and such determination shall state when the applicable period of time 

shall commence and terminate in accordance with 24 CFR Part 583.305. 

B. Organization certifies that the building for which the grant 

funds will be used for supportive services, assessment and/or homeless 

prevention services shall be maintained as a shelter or provider of programs for 

homeless individuals during the term of this Contract. 

C. 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. 

D. Organization shall not commence services until the City's 

Planning and Building Department has completed an environmental review under 

24 CFR Part 58, and Organization shall not commence such services until the City 

informs Organization of the completion and conditions of said environmental 

review. 

E. Organization shall provide reports as required by the City and 

HUD and as required in this Contract and applicable laws and regulations. 

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

Contract regarding the provision of services or the payment of operating costs for 

supportive services only or housing pursuant to 24 CFR Part 583, 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 services hereunder, engage 

in the following conduct: 

(a) discriminate against any employee or applicant 

for employment on the basis of religion; 
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(b) discriminate against any person seeking housing 

or related supportive services only on the basis of religion and will 

not 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) In 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, contain 

sectarian religious symbols or decorations. 

G. Organization shall provide homeless individuals and/or 

families 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 

(2) Other Federal, State, and local private assistance 

available for such individuals, including mainstream resources. 

H. 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 from time to time may be 

promulgated by HUD. 

I. Organization shall execute a Certification Regarding 

Debarment in the form shown on Attachment "I". 

J. Organization shall execute a Certification Regarding Lobbying 

in the form shown on Attachment "J". 
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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 

Organization’s budget, requests for changes to Organization’s application for grant 

funds and requests for changes to Organization’s Technical Submission. 

Section 14. All notices given under this Contract shall be in writing 

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

receipt requested, to the City at 2525 Grand Avenue, Long Beach, California 90815 

Attn: Manager, Bureau of Human and Social Services, and to Organization at the 

address first stated above. 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 for other notices. 

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

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

or hidher designee in connection with this Contract 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 
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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. 

Section 18. 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 19. 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 20. 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 21. In the event of any conflict or ambiguity between this 

Contract and one or more attachments, the provisions of this Contract shall govern. 
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IN WITNESS WHEREOF, the parties have signed this document with all 

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

PATH VENTURES, a non-profit California 
corporation 

/ ,2008 

E , \ e e v \  D & C A ,  c k. 
5 ecr g -f- 0- r 4 

Type or Print Name 

Title 
“Organization” 

CITY OF LONG BEACH, a municipal 
corporation 

,2008 
BY &< SSS 3. J’pbN’I 

City Manager 
IcmHmMm msym 

“Citv” Td SWTION 3Ql OF 2-77t CITY CIWMWER. 
This Contract is approved as to form on ,2008. 

ROBERT E. SHANNON, City Attorney - 
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Attachment “A” 



STANDARDIZED APR GOALS FOR LONG BEACH CoC 
Transitional Housing (TH) Projects 

Residential Stability: 

70% of participants who complete the program will be placed permanent housing upon 
exit from the program. 

Increased Skills or Income: 

45% of combined total eligible participants will obtain increased income from 
mainstream health and human services programs (government benefits such as Medicare, 
Medicaid, County Mental Health Services, Veterans benefits, GR, SSI, SSDI, TANF, 
Food Stamps, etc.) and/or of employable participants will obtain and maintain 
employment or be enrolled in vocational training in preparation for securing employment 
upon exit from the program. 

Greater Self-Determination: 

70 % of participants will achieve at least one of the goals stated in their case plan upon 
exit from the program. 

70 % of participants will establish increased social support through community resources 
to achieve greater independence upon exit from the Transitional Housing project. 



Attachment “B” 
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Attach m e n t " D" 



PI. 583 24 CFR Ch. V (4-1-05 Wition) 

583.405. Program changes. 
583.410 . Obliga~ion and deobl igat~on or funds 

AUTHOruTv- 42 u.s.C 11389 and 3535(d). 

SoURC&: 58 F R  13871. Mar. 15. 1933. unless 
otherwise noted. 

submitted jn response t o  the  most re  
cently published notice of fund avail- 
ability and select applications for fund- 
jng with the deobligated funds Such 
selectjons would be  made i n  accordance 
.wjth the selection process descrjbed in 
.5582.220 or this part. Any selection: 
made using deobligated funds will. be 
subjecL t o  applicable appropriation ac t  
requirements governing the  use of 
deobligated funding authority. 
(Approved by the Offlce of Management and 
Budget under control number 2506-01 18) 
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Subparj A-General 

g 583.1 Purpose and scope. 
(a) Genera/. The Supportive Housing 

Program is authorized hy  t l t le  IV of 
the Stewart B. McKinney Homeless As-  
sistance Act (the McKinney Act) (42 
U.S.C. 11381-13389). The Supportive 
Housing program is designed t o  pro- 
mote t h e  development of supportive 
housing a n d ,  supportive services, in- 
cluding innovative approaches to assist 
homeless persons in t h e  transition 
from homelessness, and t o  promote t h e  
provision of supportjve housing to 
homeless persons t o  enable them t o  
live as independently as possible. 

(b) Components. Funds under this p a r t  
may be used for: 

(1) Transitional housing t o  faci l i ta te .  
t h e  movement of homeless individuals 
and families t o  permanent housing: 

(2) Permanent housing tha t  provides 
long-term housing for hameless persons 
with disabilities; 

(3) Housing tha t  is, ‘or is par t  of, a 
particularly innovatjve project for, or 
alternative methods of, meeting the  
immediate and long-term needs of 
iomeless persons: or 

( 4 )  Supportive services for homeless 
iersons not provjded in conjunction 
vith supportive housing. 

58 F R  13871. Mar 15. 1993, as smended at GI 
’R 51175, Sept. 30. JgSGl 

583.5 Definitions. 
A5 used in  this part: 
Appllcanl IS defined in section 422(1) 

r t h e  IvlcKinney Act (42 U . S . C .  
1382(1)). For purposes o l  this defini- 
ion. governmental e n t i t i e s  include 
Jose t h a t  have genei-a1 g o v e r n m e n t a l  
> w e n  (such as a city or county), as 
ell as those tha t  have limiterl o r  spe- 
ai powers (such as  public huusing 
Zencies). 
CUJJXJ~jd~tf?d,rJ~an means the plari t l la t  
jurisdjctjon prepares and  s u b m i ~ s  t o  
UD in  accordance w i t h  24 CFR par t  
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102(a)(4j of the Housing and Commu, 
n j t y  Development Act of 1974 (42 U.S.C 
5302(a)(1)). In general, metropolitan cit- 
ies are those cities tha t  are eligible for 
a n  entitlement grant under 21 CFR 
p a r t  570, subpart D. 

New construction means t h e  building 
of a structure where none existed or an 
addition to an existing structure that  
increases the  floor area by more than 
:of? percent. 

operating costs is oefined in section 
422(5) or the McKinney Act (42 U.S.C 
11382(5)) 

Outpatien( health services is defined in 
section 422(6) of the McKinney Act (42 
U . S  C. 11382(6)). 

Permanent housrng for homeless persons 
witn disabilities is defined in section 
424(c) of the McKinney Act (42 G.S.C. 
I1384(c)). 

Private nonproflt organization 15 de- 
fined in section 422(7) (A) ,  (E), and (D) 
of the McJ(inney Act (42 U.S.C. ll3R%l7) 
(Aj, (B), and (D)) The organization 
must also have a functioning account- 
ing system t h a t  is operated in accord- 
ance with generally accepted account- 
ing principles, or designate an ent i ty  
tha t  will rnajntain a functioning ac- 
counting system for the organization 
i r i  accordance with generally aczepted 
accounting principles. 

Ofc of Ass1 Secy., Comm. Planning, Develop., HUD 5 583. I O O  

Dart of /rillla/ occupancy means the Prqlect is deflned i n  sections 4 2 2 ( 8 )  
da1.c r.hal I:hc supportive housing is in,- and 424(d)  of the McKinney ACT: (4% 
C i i \ l l ~  ncciipied by a homeless person U.S.C. 11382(8), 11384(d)). 
for whom HUD provides assistance lieclplent 1s defined in section 422(9) of 
ui~dct 11-11.5 par t  If the assistance is for t h r  McICinney ACL (12 U.S c. 11382(9)). 
a n  cxiscing homeless facility, the daw Rei-rabllltatjon means the improve- 
OT /nil id occupancj/ is . the  date that rrient or repair of a n  existing s t ructure  
services arc first: provided to  the resi- or an addition to a n  existing s t ruc ture  
dents of supportjve housing wjth fund. tha t  does n o t  increase the, floor area by 
ing under this part, mnre than I00 percent. Rehabllftation 

[Jar? nf /nitla/ semlce proi/lslon means does not include minor or routine re- 
t h e  date thaL supportive services are pairs. 
initially provided wJth funds under this .!?are 1s der1nr.d In section 122(11) of 
parr to hometess persons who do  not the M c K i n n e ~  A c t  (42 U.S.C. 11382(11)). 
reside in supportive housing. This defi- SuPPorfjve hous'nb' is defined In set- 
nition applies only to projects funded tior) 42d(a) of the Mcf(iMeY Act (42 
under this part t h a t  do not provide sup- US.c .  11384(a)) 

Supportive services is defined in  sec- portive housing. 
D,sabjjjty is defined in sect,on 4 2 2 p )  tion 425 of the Mclcinney Act (42 U.S.C.  

of the McKinney Act (42 U.S.C. Transftional housing is defined in  sec- 1 I382(2)). 
Homeless person means an individual 

or fami ly  that is described in section 
103 of the M c ~ i n n e y  Act (42 U,S.C, 

t ion 424(b) of the McKinney Act (42 
U.S.C. 11384b)). See also5583,3°0u). 

Trfbe is defined in section 102 of t h e  
Housing and Community Development 

Urban counfy is defined in section 

11 302) 
Metrooolican cltv is defined in section Of '.'.'. 5302). 

102(a)(6j of thk Housing and Commu- 
nity Development Act of 1971 (42 U.S.C. 
5302(a)(6)). In general, urban counties 
are those counties that are eligible for 
an entjtlement grant under 24 CFR 
part 570, subpart D.  
[GI FR 51 175. Sept 3 D .  19961 

Subpart 8-Assistance Provided 
6583.100 Types and uses of assistance. 

(a) Grant assfstance. Assistance in t h e  
form of grants is available for acquisi- 
tion of structures. rehabiljtation of 
structures. acquisition and rehabillta- 
tion of structures. new construction, 
leasing. operating costs for supportive 
housing. and,supportive services; as de- 
scribed in §§SSU.lOS through 582.125. Ap- 
plfcants may apply for mare than one 
t y p e  of assistance. 

(h) U.FE.S ofgranl  assistance. Grant 2s- 
sisrance rriay h e  used to: 

(1) Establish new supportive housing 
facilities or new facilities to providr. 
supportj ve ser\rices; 

(2) Expand existing facilities in order 
to increase the  number of homeless 
persons served; 

f3) Bring existing facilities up t o  a 
level tha t  meets State and local gnv- 
ernment health and safety standards: 

24 9 
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(4) Provide additional supportive and rehabilltation costs, grants of 
more than J200,flOO. bur not more t h a n  
S4OU,OOO, may be available. 

services jor -residents -or  .supportive 
housing or for homeless persons noL re- 
siding in  supportive housing; 

ilj! properties currently leased by the (a) Use. HUD will g ran t  funds t o  re- 
applicant for use as a homeless facility cipients t o  pay a.portion of the cost of 
under 21 CFR parL 291; and- new construction, including cost-effec- 

(G) Continue fundlng supportive hous- t jve energy measures and the cost of 
ing  where the recjpient has recejved land associated with t h a t  constructjon, 
funding under this part for leasing, for use in  the provision of supportive 
supportive services. or operating costs. housing. If rhe grant funds are used f o r  
(c) Structures used for multiple pur- new construction, the  applicant musi 

poses. Structures used t o  provide sup- demonstrate tha t  t h e  costs associated 
portive housing or supportive services with new construction are subs ta r -  
may also be used for other purposes, tially less than the .  costs associated 
except that  assistance under this part wjth rehabilitation or t h a t  there is a 
will be available only in  proportion t o  lack of available appropriate units tha t  
the  use of the structure for supportjve could be rehabilitated at a cost less  
housing or supportive services. than new construction. For purposes of 

(d) Technical assistance. HUD may this  cost comparison, costs associated 
offer technical assistance, as described with -rehabilitation or new construc- 
in 5583.14a. tion may include t h e  cost  of real prop- 
JSS FR 13871, Mar. 15. 1993. as amended at 59 erty acquisition. 

(b) Amount. The maximum grant FR 36891, July 19, 19941 
available for new construction is t h e  

9583.105 Grants for acquisition and lower of: 

(5) purchase E ~ U D - ~ , , , , ~ ~ ~  single ram. 6583.110 Grants for new constr-~ction. 

rehabilitation. (1) $400,000; or 
(a) Use. HUD will grant  funds t o  re- 

cipients to: 
(1) pay a portion of the  bf the  

acquisition of real propertjr selected by 
t h e  recioients for use in  the Drovision 

(2) The total cost of t h e  new COD- 
st ruct ion,  including t h e  .cost of land as- 
sociated with t h a t  construction, minus 
t h e  applicant's contribution toward t h e  
cost of same. 

of supportjve housing or sipportive 
services, including the  repayment of 
an)' outstanding debt on a loan made 
to  ourchase urouerty t h a t  has not been 

583*115 Grants for leasin& 
(a) General. HUD will provide g r m t s  

t o  pay (as described i n  $583.130 of this 
3 1 -  

use'd previousl~~ as  supportive houslng pa$for the actual costs of leasing a 
or for supportive services; 

(2) Pay a portion of t h e  cost of reha- 
biljtation ofstructures, including cast- 
effective energy measures, selected by 
the recipjents to provide supportive 
housing or supportive services; or 

(3) Pay a portion of t h e  cost of acqui- 
sition and rehabilitation of structures, 
as described in paragraphs (a)(,) and (2) 
of this section. 

(L) Aniourrr The maximurn grant 
available for acquisition, rehabilita- 
tion, OJ acquisition and rehabilitation 
IS the  lower of 

( 1  j $2DD,DOU, or 
(2) The rotal-cost of Lhe acquisirmn, 

rehabilitation, or acquisitjon and reha- 
hilitation minus t h e  applicant s curl- 
rribuLion toward the  cost. 

(c) Increased a m ~ u i ~ t s .  11-1 areas dcLer-- 
mincci by HUD t o  have high acquisitJon 
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st ructure  OJ s t ructures .  or por t ions  
thereof, used t o  provide supportive 
housing o r  supportive services for up to 
f ive years. 

(b) (1) Leasing strucIures. Where grants 
are used t o  pay rent for all or par t -  of 
structures, the rent paid m u s t  be rea- 
sonable i n  relation t o  rents beinE 
charged in t h e  area for cornparable 
space. In addition, t h e  rent paid may 
i30t exceed r e n ~  currently being 
charged by the same owner for com- 
parable space 

( 2 )  Leasing mdiv jduai  units .Where 
grants are used t o  pay rent for indi-  
vjdual housing units, t h e  rent pa id  
must be reasonable i r  relation 10 rents 
being charged for- comparable units. 
raking into account <lie location, SIZE, 
q p ,  qualit)r, amenities, facilities. and 
managemerit scrv~ccc  1r1 addition, rile 
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rcntr; may riot exceed rents currently 
I)r~rig charged hy the same owner for 
comparahlc unassisred unlts, and the 
portion or rents paid with grant funds 
rimy I 101 cxceed tJUD-determined fair 
market rents. Recipients may use  
grant funds in a n  amount up to one 
month 's  rent to pay the non-recipient 
l a n d l o r d  for any damages t o  leased 
units by homeless participants. 

158 T.'R IRR7I. Mar 15, 1993. as arneirded a1 59 
F R  3(i891. Juty 19. 19911 

6583.120 Grants for supportive serv- 

(a) General. HUD will provide grants 
to  pay (as described in 5583.130 of this 
part) for the actual costs of supportive 
services for homeless persons for up t o  
five years A11 or par t  of the supportive 
services may be provided direcrly by 
the  recipient or by arrangement with 
public or private service providers. 

Ib) Supportive services cosn. Costs as- 
sociated with providing supportive 
services include salaries paid to pro- 
viders of supportive services and any 
other  costs directly associated wi th  
prnviding such services. For a transi- 
tional housing project, supportive serv- 
ices costs also include the costs of s e w -  
ices provided t u  former residents of 
transitional housing to  assist their ad- 
justment  to independent living. Such 
services may be provided for up to six 
.months after they leave the transi- 
tional housing facility. 

ices costs. 

( 5 8  FR 13871. Mar 15. 1993. as amended at 59 
FR 3FB91, July 19. 1994) ' 

$583.125 Grants for operating costs. 

(a) General. HUD will provide grants 
t o  pay a portion (2s described in 

583.130) _of the  actual operating costs 
or supportive housing for up to five 
years. 

(b) Operating costs. Operating casts 
are rhose associated with the  day-to- 
day operation of the suppurtive ihous- 
i n g  They also include the actual ex-  
penses that a recipient incurs for con- 
ducting on-going assessments of the  
supportive services needed by residents 
and the availahihty of such services: 
reiccatiun assistance under 5 583.310. in- 
ciuding payments and services: a n d  in- 
surance 

I 
i 

F 

(c) Recipienr march r-egulrernent for op- 
erat/ng costs Assistance ~ O T  operat ing 
costs will be available For up to 75 per- - 
cent of t h e  total COSI. i n  each y e a r  of 
the grant  term T h r  recipient must p a y  
the percentage of !:he .actual operat ing 
costs not  funded by H U D  A t  the end of 
each operating year, t h e  recipient m u s t  
demonstrare that i t  has m e t  its m a t c h  
requirement of the costs for tha t  year. 

ISH FR 13871. Mar I S .  1993. as amended a t  61 
FR 51175. SepL 30. 19116: 65 FR 30D23. May 12. 
ZOOO) 

$683.130 Commitment of grunt 
amounts for leasing, fiupportivc 
services, and operating c o ~ t s .  

Upon execution of a grant agreement  
covering assistance for leasing. sup-  
portive services, or operating costs ,  
HUD will obligate amounts for a period 
not t o  exceed five operating years. The 
total amount obligated wiIl be equal t o  
an amount necessary for the  specified 
years of operation, less the recipient ' s  
share of operating costs 

[Approved by the Offlce of Management and 
Budget under O M 5  control numher ZS-OS-OllZ) 

159 FR 36891. J u l y  19. 1994J 

9 585.135 Administrative costs. 

(a) General. Up t o  five percent of any 
grant  awarded under this part may be 
used for the purpose of paying costs  of 
administerrng the assistance. 

(b) Adrninmratfve costs. Adrninistra- 
tjve costs include the costs associated 
with accounting for the use of grant 
funds, preparing reports for submission 
t o  HUE,  obtaining program audi t s ,  
similar coscs related t o  adminis ter ing 
the grant  after the award. 2nd s taff  sal- 
aries associated with these adminis t ra-  
tive costs. They do not include the 
x s t s  of carrying out  eligible ac t iv i t ies  
mder  $5583 105 through 583.125. 

58 FR !3R71. Mar 1 5 ,  1913. as amended at E 1  
YR 51175, Sept I O .  1!196) 

t 583.140 Tecbnical assistance. 

(a) Genera) HUD may set a s i d e  funds 
innually to provide technical assist- 
mce, either directly by tJUD s ta f f  o r  
ndirectly through c h i d - p a r t y  pro- 
,iders, for any supportive housing 
roject Th:s technical assistance is for 
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the purpose or promoting the  develop- (b) Faffli-based acrndlties. ( I )  Orgai~iza-  
men: of -supportive housing and sup- tjons thal  are religious or faith-based 
portive services as pari of a continuum are eligible. on the same .basis as any 
of care approach, including innovatjve other organization, t o  participate i n  
approaches to  .assist homeless persons thc  Supportive Housing Program. Nej  - 
ir)  the  transitjon from homelessness, ther the  Federaf goi'ernment noi- a 
and promoting the provision of sup- S ta te  or ]oca) government receiving 
portive housing t o  homeless persons t o  funds under Supportive Housing pro- 
enable them LO l ive as  independently as  grams shall discrjminate against an  or- 
possible. ganization on t h e  basis of the organiza- 

(b) Uses of techdcal assisfance. HUD tion's religjous character or affiliation. 
ma), use these funds t o  provide tech- (2) Organizations t h a t  are d i rec t ly  
nical assistance t o  prospective appli- funded under t h e  Supportive Housing 
cants, applicants, recipients, or other Program may not engage in inherent ly  
providers of supportive housing or s e n -  religious activities, such as worship, 
ices for homeless persons, for sup- religious instruction, or proselytiza- 
portive housing projects. The assist- tion as part of the programs or services  
ance may Include. but is not limited to ,  funded under this  part. If an organiza- 
writLen information such a s .  papers, tion conducts such activjties. t h e  ac- 
monographs, manuals, guides. and b o -  tjvitjes must be offered separately. in 
chures; person-to-person exchanges; t ime or location, from the'programs or 
and training and d a t e d  costs. services funded under this par t ,  and 

participation must be voluntary for the  
beneficiaries of the  HUD-funded pro-  

IC) SelectJon of provjders. From t ime 
t c ?  t ime, as HUD determines the  need, 
HUD may advertise and competitively 
select providers t o  deliver ~echnlca l  as- 
sistance HUD may enter into con 
tracts, g r a n t s ,  or cooperative agree 
ments, when necessary, t o  implement 
the technical assistance 
159 FR 36892, July 19. 1994) 

5; 583.145 Matchkg requirements. 
(a) General. The  recipient m u s ~  

match the funds provided by HUD Tor 
grants for acquisition, rehabilitation, 
and new construction with an equal 
amount of funds from other sources 

(b) Cash resources. The matching 
funds  must be cash resources provided 
t o  the project by one OJ more of the 
following: t h e  recipient, t h e  Federal 
governmenl, S ta te  and local govern- 
ments. a i d  prjvaw resources. 

(c) A4aintenance of efforf. Sta te  01- 

local government funds used in the 
malching contribution are subjecl t o  
t l ie  maintenance of errorL requirements 
clescribed a i  {583.15O(a) 

!,662.150 L i ~ t a t i o n s  O D  use of :issisl- 

(a) hdanfrnanm of cffwf. No ass:st- 
aince provided uiidei- this part (or any  
S m t e  or local pnvernmenr - f u n d s  used 
! o  suppiement this asslsrarice) may i j e  
used ~ C J  rcpiacr S:.ate OJ jocai iunas 
previouslj, used,  or designated [or GSC.  

t o  assist homeles: persons. 

ancc. 

grams or services. 
(3j A religious organization t h a t  par-  

ticipates in t h e  Supportive Housing 
Program will retain i ts  independence 
from Federal, State ,  and local govern- 
ments, a n d  may continue t o  car ry  ou t  
its mission, including the definition, 
practice, and expression of its religious 
beliefs. provided that  i t  does not  use di- 
rect Supportive Housing Program 
funds t o  suppori any inherently re l i -  
gious actjvities, such as worship. re l j -  
gious instruction, or proselytization. 
Among other things. faith-based orga- 
nizations may use space in their faci l j -  
ties t o  provide Supportive Housing 
Program-funded services, without re- 
moving religious ar t ,  icons, scr iptures ,  
or other religious symbols. In addi t ion,  
a Supportive Housing Program-Punded 
religious organization retains its au- 
thority over its internal governance, 
and jl may reLain religious terms i n  i ts  
organization's name, select i t s  board 
members on a religious basis, and in- 
clude religious references iri ir~s organj- 
zatioli's mission s ta tements  and o ther  
governing documents. 

( I )  An organization t h a t  participates 
in the Supportivr Housing Prugram 
shall noL, i I !  pruviding program ass i s t -  
ance ,  discriminale against a program 
beneficiary or prospective program 
h 1 7 d J C J a r j '  oi7 t h e  basi: or religion or 
religious Liclicf 
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( 5 )  Program funds may not be used 
101- t:l,)c acquisltfon, construction, or re- 
i i i I b i 1  lt.aLion of structures to the extent 
[ h a t  those structures are used Tor in- 
hcrcnrly religious activities Program 
rurd:; may be used for the acquisition, 
construction, or rehabilitation of 
structures only to  the extent: that  
those structures are used for con- 
ducting eligible activities under this 
part Where a structure is used for both 
eligible and inherently religious actlvl- 
ties, program funds may not exceed the 
cost or those portions of the  acquisi- 
tion, construction. or rehabilltation 
that  are attributable to  eligible activi- 
ties in accordance with the cost ac- 
counting requirements applicable to  
Supportive Housing Program funds in 
this part. Sanctuaries, chapels, or 
other  rooms that a Supportive Housing 
Program- funded religious congregation 
cses as its principal place of worship, 
however, are ineligible for Supportive 
Housing Program-funded improve- 
ments Disposition of real property 
after the term of the grant, or any 
change in use of t h e  property durrng 
the term of the grant, is subject tv  gov- 
ernment-wide regulations governing 
real property disposition (see 24 CFR 
par ts  84 and 85). 

(6)  I f  a State or local government vol- 
u n ~ a r i l y  contributes its own Funds t u  
supplement federally funded activities, 
rne Sta te  or local government has the 
opcion to segregate the  Federal funds 
or commingle them. However, i f  the  
Fonds arc commingled, this section ap- 
plies tu  all of the commingled funds. 

(c) Particpant conrrol of sfte. Where an 
applicant does not.propose t o  have con- 
trol of a site or sites but rather pro- 
poses t o  assist a homeless Family or in- 
dividual in obtaining a lease, which 
may include assistance with rent pay- 
ments and receiving supportive sen-  
ices, after which time the family or in- 
dividual remains i n  the same housing 
without  further assistance under this 
part, t h a t  appljcant may not request 
assistance for acquisition, rehabiiita- 
t i on ,  or new construction 

158 FR 13871, Mar. 1 5 .  1903. as amended a? 59 
FF 3F892. Ju ly  19. 1903; 68 FR 56407. Sept 30, 
ZU031 

5 583.155 Conisolidnted plan. 

(a) Appllcantr that are Srates or unlts 
o f  general local government The appli- 
cant mus l  have a I-IUD-approved corn. 
plete or abhrev~ated consolidated plan, 
i n  accordance with 21 CFR part 91, and 
must submit a certification t h a t  the 
application for funding is consistent 
wlth the FIUD-approved consolidated 
plan Funded applicants must  certify in 
a grant  agreemenl. that they are  fol- 
lowing rhe I-IUD-approved consolidated 
plan. 

(b) Applicantr that are noi Stares or 
unftr of general local government. The 
applicant must submit a certification 
by the jurisdiction in which t h e  pro- 
posed project will be located t h a t  the 
applicant's appiication for funding is 
consistent with the jurisdiction's HUD- 
approved consolidated plan. The cer- 
tification must be made by t h e  uni t  of 
general local government or t h e  State, 
In accordance with the consistency cer- 
tification provisions of the consoli- 
dated plan regulations, 24 CFR part  91, 
subpart F. 

(c) Indran riibes and the Insular Areas 
o f  C u m ,  the I i . 5  V J r p  Islands. Arncr- 
icari Samoa. and the Northern Marjana 
Islands. These entities are not required 
t o  have a consolidated pian o r  to  make 
consolidated plan ccrtifjcations. An ap- 
plication by an lndian tribe or other  
applicant for a project tha t  will be  10- 
cated on a reservation of an Indian 
tribe will not require a certification by 
the tribe or the State However. where 
an Indian tribe is the applicant for a 
project tha t  will not be located on a 
reservatlon, the requirement for a cer- 
tification under paragraph (b) of thls .  
section will apply. 

(d) Timing of consolidated pian certffl- 
cation subrnrssions Unless otherwise set 
forth i n  the  NOFA, the required certifi- 
cation t h a t  the application for funding 
IS consistent with the FIUD-approvetl 
consolidated plan must he subinitted 
by the  furidirlg application sui3missior) 
deadlme announced in tlte NOFA 

11% FR 16380. Mar 3a. 19951 
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Subport C-Applicafion and Grant for a project under t l m  part, or corn- 
mit or expend MUD or local funds for 
such d J R j b k  artivJries under this  part, Award Process 

t 583,200 Application and grant aw'ud. 
When funds are made available lor 

assistance. HUD w ~ l l  publlsh a notice 
of funding availabillty (NOFA) in  the  
FEDERAL REGISTER, in accordance with 
t h e  requirements or 21 CFR part 4 HUD 
wi I I  review and screen appiications i n  
accordance with the requirements in 
section 426 of the McKinney Act (42 
U.S.C. 11386) and the guidelines, rating 
crjterja, and procedures published in 
the  NOFA. 
1151 FR 51176, Sept. 30. 19961 

5 583.230 Environmental review. 
(a) Activities under this part are sub- 

jec t  t o  HUD environmental regulations 
in part 56 of this title, except tha t  HUE 
will perform an environmental review 
in accordance with part 50 of this  t i t le  
prior t o  its approval of any  condi- 
rionally selected applications for Fis- 
cal Year 2000 a n d  prior years t h a t  were 
received directly from private non- 
profjt entities and governmental en t i -  
ries with special or limited purpose 
powers. For activities under a grant  
that  generally would .be subject t o  re- 
view under part 58, HUD may make a 
finding in accordance with 558. l l (d)  a n d  
may itself perform the  environmental 
review under the provisions of par t  50 
of this  title i f  the recipient objects in 
writing t o  the responsible entity's per- 
forming the review under part 58 .  Irre- 
spective of whether the  responsible en- 
t i ty  in accord with part 58  (or HUD in 
accord with part 50) performs the en\+ 
ronmentai review, the recipient shall 
supply all available. relevant iiiforma- 
t ion  riecessary for tlie responsible enti- 
ty (or  I-IUD, if applicable) t o  perform 
lor each property any en\Gronmental 
review required b)r this par t .  The re- 
cipjent also shall carry out  mILigating 
ineasures required by the r e s ~ ~ o n s i l ~ l e  
entity (or HUD. il applicable) or  select 
a1 ternate eligible property H U D  may 
eliminate from considerarion any  a p  
plicatiori t l i a ~  would require an Envi- 
ronmental  Impact Statement (EIS) 

(b) T h e  recipion~, its project parlricrs 
and their contracLors ma)' no1 acquire, 
rehabilitaLc. convert. leasc, repair, d ~ s -  
pose of, demcilisli or constriict prc)per~y 

I 

1 

?' 

254 

until tlii responsible e n t ~ t y  (as defined 
In 558 2 of this t ~ t l e )  ha5 completed t h e  
environmental review procedures re 
quired by part 58 and t h e  environ- 
mental certification and RROF have  
been approved or HUD has performed 
an environmental review under par t  50 
and t h e  rec lp~ent  has received HUD ap- 
proval of the  property HUD will not 
release grant funds if t h e  recipient or 
any other par ty  commits gran t  funds 
(i.e., incurs any  costs or expenditures 
t o  be paid or reimbursed with such 
funds) before t h e  recjpient submits and 
HUD approves its RROF (where such 
submission is required). 
168 FR 56131, Sept. 29. 20031 

6 583.235 Renewal grants. 
(a) General. Grants made under .this 

part, and grants  made under subt i t les  
C and D [the Supportive Housing Dem- 
onstration and SAFAH, respectively) of 
the Stewart B. McKinney Homeless k s -  
sistance Act as in effect before October 
28, 1992, may be renewed on a non- 
competitive basis to continue ongoing 
leasing, operations, and supportive 
servi.ces for additional years beyond 
the initial funding period. To be con- 
sidered for renewal funding for leasing, 
operating costs, or supportive services, 
recipients must  submit a request for  
such funding i n  the form specifjed by 
HUD, must meet the requirements of 
this par t ,  and must submit requests  
within the  t ime period established by 
HUD. 

(ti) Assistance available. The f i rs t  re- 
newal will be for a period of t ime not 
to exceed t h e  difference between the 
end 01 t l ~ e  inItIal runding period and 
t e n  years from the  date of i.nitial occu- 
oancy or the  d a l e  or initial service pro- 
vision, as applicable. Any subsequent 
.enewal w i l l  be lor a period of time n o t  
.o exceed fivc years. kssistance during 
:ach year of t h e  I-encwal period, s u b -  
ect t o  maintenance of effort require- 
n e n ~ s  under $583.IiO(a) may be for: 

(1) Up LO 50 percent of the actual op- 
r a t i n g  and  leasing costs iri t h e  final 
'ear ol t h e  initial funding perjod, 
(2) Up to t h e  amount of HUD assist- 

nce ioi- supporLivc' services 11-1 t h e  final 
'ear u l  [lie initial lundlng period; arid 

. ... . 
~..  . .  
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(3) An allowance for COST increases. 
( c )  FlLlD review. ( I )  H U D  will review 

tl ,c reqtiest for renewal and will evalu- 
a1.c t h e  recipient's perrorrnance i n  pre- 
vious years against the plans and goals 
esl.ablished in the initial application 
lor assistance, a5 amended HUD will 
approve the request Tor renewal unless 
the recipient proposes to serve a popu- 
lation that is not homeiess. or the re- 
cipient has not shown adequate 
progress as evidenced by an unaccept- 
ably slow expenditure of funds, or the 
recipient has been unsuccessful in as- 
sisting participants in achieving and 
maintaining independent living. In de- 
termining the recipient's success in as- 
sisting participants to  achieve and 
maintain independent living, consider- 
ation will be given to  the level and 
type of problems of participants. For 
recipients wtth a poor record of SUC. 

cess, HUD will also consider the  recipi- 
ent's willingness to accept technical 
assistance and t o  make changes sug- 
gested by technical assistance pro- 
viders Other factors which will affect 
HUD's decision t o  approve a renewal 
request include the  following: a con- 
rinuing history of inadequate financial 
management accounting practjces. in- 
dications of mismanagement on the  
part of the recipient, a drastic reduc- 
tion IT? the population served by the re- 
cipient. program changes made by the  
recrpient without prior HUD approval, 
and loss of project site. 

(2) HUU reserves the right t o  reject a 
request from any -organization with an 
outstandmg obligation to  HUD t h a t  i s  
in arrears or for which a payment 
schedule has not been agreed Lo. or 
whose response t o  an audit finding is 
overdue or unsatisfactory. 

(3) HUD will notify the recipient in 
writing that the  request has b- pen ap- 
proved or disapproved 
(Approved by the  ORlce of Management and 
Budget under control number 25O[i-U11Z) 

Subpart D-Program Requirements 
!I 563.300 Genernl operation. 

(a) State and local requirementx. Each 
recipient of assistance under this part 
must provide housing or services Lhat 
are In compliarice with all applicable. 
Start- and local liousing codes, licens- 
ing requirements. and any other re- 

quirements in the jurisdiction in  which 
the project is located regarding t h e  
condition of t h e  structure and the op- 
eratjon of thc housing or services 

(b) Mablrablllry standards. Except for 
such variatlons as are proposed by the 
recipient and approved by HUD. sup- 
portive housing must meet t h e  fol- 
lowing requirements: 

(1) Structure and materials. The s t iuc-  
tures must be structuralJy sound s o  a s  
not to pose any threat to the heal th  
and safety a i  the occupants and so as 
t o  protect t h e  residents from the  ele- 
ments 

(2) Access. The housing must he acces- 
sible and capable of being utilized 
without unauthorized use of other  pri- 
vate properries. Structures must pro- 
vide al ternate  means of egress in case 
of fire. 

(3) Space a n d  securfty. Each resident 
must  be afforded adequate space and 
security for themselves and their be- 
longings. Each resident must be pro- 
vided ar acceptable place t o  sleep. 

(4) Inferjor air quallry. Every room o r  
space must  be provided with natural  or 
mechanical ventilation. S t ruc tures  
must be  free of pollutants in the  a i r  a t  
levels t h a t  threaten the  health of resi- 
dents. 

(5) Water supply. The water supply 
must be free from contamination. 

(fi) Santtary facilltles. Residents m u s t  
have access to  sufficient sani tary fa- 
cilities t h a t  are in proper operating 
condition, may he used in privacy, and .  
are  adequate for personal cleanliness 
and the  disposal of human waste. 

(7) Thermal environment. The housing 
must have adequate heating and/or 
cooling facilities in  proper operating 
condition. 

(E) Illumjnarjon and elerrrjcfry. T h e  
housing must  have adequate natural  o r  
artificial illumination to permit nor- 
mal indoor activities and t u  support  
the health and safety or  residents. Suf-  
ficient electrical sources mus t  be pro- 
vided t o  permit use of essential clec- 
trical appliances while assuring safety 
from fire. 

(9) Food preparation and refuse dis- 
oosal P.11 food preparation areas must 
contain suitable space and equipment 
to store, prepare, and serve food i n  a 
j a n j t a p  manner. 
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(10) Sanllary condlllon. The housing for HU13 approval t o  otherwise consul t  
and any equipment must be mainta~ned wixh lionieless or lormer-l)f homeless 
in sani tary condition. persons 111 considering and m a k i n g  

(11) Fire salecy. (i) Each u n i ~  must in- policies and decisions. See also 
clude a t  least one batteryoperated or 
hard-wired srnolte detector. in proper (2) Each recjpient of assistance under 
working condition, on each occupied this  part must, t o  the maximum exten1 
level of t h e  unit. Smoke detectors practicable, involve homeless indivjd- 
must be located, t o  the extent prac- uals and families, through employ- 
ticable, in a hallway adjacent t o  a bed- ment ,  volunteer services, or otherwise, 
room. If the unit is occupied by hear- in constructing, rehabiljtating, m a i n -  
ing-impaired persons, smoke detectors taining, and operating the project a n d  
must have an alarm system designed , i n  providing supportive services.for t h e  
for hearing-impaired persons in -each project. 
bedroom occupied by a hearing-im- (g) Records and repor&. Each recipient  
pajred person. of assistance under this part mus t  k e e p  

any records and make any reports (in- 
must be equipped with a sufficient cluding those pertaining t o  race, e t h -  
number. but not less than one for each nicity, gender, and disability s t a t u s  

data) t h a t  HUD may require within t h e  

5 583.330(e) 

(ij) The public areas of all housing 

area, of battery-operated or hard-wired 
smoke detectors. Public areas Include, 
but are not limited to, laundry rooms, 
cornrnuniry rooms, day care centers, 
hallways, stairwells, and other com- 
mon areas. 

(c) Meals. Each recipient of assist- 
ance under this part who provides sup- 
portive housing for homeless persons 
with disabilities must provide meals or 
meal preparation facilities for resi- 
dents. 

(d) Ongojng asressment of supportive 
services. Each recipient of assistance 
under this  part must conduct an ongo- 
ing assessment of the  supportive serv- 
ices required by t h e  residents of the 
project and the availability of such 
services. and make adjustments as ap- 
propriate. 

(e) Xesjdenntial supervjsjon. Each re- 
cipient of assistance under this part 
must provide residential supervision as 
necessary t o  facilitate the adequate 
provision of supportive services to  the 
residencs or the Jiousing tliroughoul 
the term of the commitment t o  operate 
suppor t jve  housing. Residential super- 
vision may includc the employment of 
a full- or part-time residential super- 
visor with sufficient Itnowledge to pro- 
vide or t o  supervise the provision of 
supportive services to the residencs. 

(fJ f'arfmpation o//lorne/ess persons. ( I )  
Each recipient niust provjdr for ilhe 
. ~ ~ a r t i c i p a ~ j o n  or homcless persons as re- 
quired in section 42G(g) o r  .Lhc McKin- 
m y  Act  ( 4 2  U.S.C. 1138(i(g)) This ire- 
quirernent is wajved i f  a n  applicant 1s 
unable  IO rmeL it and  prcscnts a plan 

timeframe required: 
(h) Confidenfjallty. Each recipient  

t h a t  provides family violence preven-  
tion or trearment services m u s t  de- 
velop and implement procedures t o  en- 
sure: 

(1) The confidentiality of records per-  
ta ining to  any individual services; and 

(2) That  t h e  address or location of 
any project assisted will not be m a d e  
public, except with written authoriza-  
tion of the person or persons respon- 
sible for the  operation of the prqject. 

(i) Termination of housing assistance. 
The recipient may terminate assist- 
ance t o  a participant who violates pro- 
gram requirements Recipients should 
terminate  assistance only j n  t h e  m o s t  
severe cases. Recipients may resume 
assistance t o  a participant whose as- 
sistance was previously terminated. 1n 
terminating assistance t o  a part ic i -  
pant .  the  recipient must provide a for- 
mal process that  recognizes t h e  r igh ts  
of individuals receiving assistance t o  
d u e  process of law. This process, a i  a 
minimum, must consist of. 

( I )  !"Itten notice t o  the par t ic ipant  
conta~ning  a d e a r  statement of the  
reasons Tor termination; 
(2) k revicw of the  decision. in which 

the  par~icipant  is given 1 1 1 ~  oppor- 
tuni ty  L O  present wrjtten or oral objec- 
tions before a person ortier t h a n  t h e  
person (or a subordiriaLc of tha t  person) 
~ ~ l i o  made 01 approvecl th r  tern-iinarion 
Aecisron: a n d  

(3) Prornnl written i i o ~ i c ~ '  01 C l i e  fjrial 
jecisiori t o  L ~ C '  participant. 

. . . 

i. 
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( j )  Linrlfarron of stay in rrans/tiona/ 585.310 Displacement, relocation, arid 
I J ~ M S J ~ I ~  A homeless indivjdual or fam- 
i l y  may rerrialn i n  transltional housing (a) Mjnimrzjng drsplacement. Con- 
for  ;J p-iot i  longer than 24 months, if Slstent with ti-tc otlTer goals and ohjec- 
I)crrnaircni J i w s i n g  for the individual rives or t h i s  part ,  recipients musi as -  
or lamily has noi. been located or i f  the  su re  t h a t  they have taken all reason- 
individual or family requires addi- able steps t o  minimize the djsplace- 
tionai Lime to prepare for independent ment ol persons (Taniilies, individuals, 
living However, HUD may discontinue businesses, nonprofit organizations. 
assistance for a transltional housing and farms) as  2 result of supportive 
project i f  more than half or the home- housing assisted m d e r  this Part. 
jess lndfviduals famjlies remain (b) Relocation assisrance for d~splaced 

persons A displaced person (defined i n  that projecL longer than 21 months 

patient health services provided by the provided re'ocation at the 
recipient be approved as appro- ievels described in, and in accordance 

with, the requirements of t h e  Uniform 
P l a t e  by HUD and the Department Of Relocation k s i s t a n c e  and Real Prop- 
Hea l th  and Human er ty  Acquisition Policies Ac t  of 1970 
"pori receipt Of  an that (urn) (42 u.S,C, 4601-4655) and imple. 
proposes the provision of outpatient meriting regulations a t  49 CFR part: 24. 
health services, HUD will consult with (c) ~~~l property acqujs~t,on re,+jre- 
"S with respect t o  the appropriate- ments. The  acquisition of real property 
ness of the proposed services. for supportjve housing is subject t o  the 

[I) Annual assurances. Recipients who U r n  and t h e  requirements described i n  
receive assistance only for leasing. op- 49 CFR par t  24,  subpart B. 
erating costs or supportive services ( d )  ResponsibfMy of recjpzenr (I) The 
costs must provide an annual assur- recipient mus t  certify (j.e., provide as- 
aiice lor each year such assistance is surance of compliance) that  i t  will 
received that the  project will he oper- comply with t h e  URA, the regulations 
axed Tor the purpose specified in the  ap- a t  49 CFF par t  24. and the requirements 
nlication of this sectron. arid must ensure such 

acquisition. 

(10 Oufpaljpnf health .rervjces. ~ L l t -  paragraph (0 of th i s  section) be 

158 FR 13871, Mar 15 1993. a: amended a i  59 sions. 
FR 31iR92, .luly 19. 111%: G I  F R  51176, Sepc:. 30. (2) The cost o f  required relocatJon as- 
19961 sistance is an eligible Proiect cost in  

6583.305 Term of commitment; repay- 
ment of grants; prevention of undue 
benefits. 

(a) Term of commtrrnent and conversion. 
Recipients must agree .to operate the 
housing or provide supportive services 
in accordance with this part and with 
sections 123 (b)( l )  and (h)(3) of t h e  
McItinney Act (42 U.S C. 113831b)(l). 
11383(h) (3)). 

ibj R e p a p e m  o f  granf and preivmtion 
of undue benefits. In accordance with 
section 423(c) of t h e  McICinney Act ( 4 2  
U S.C 11383(c)), HUD will require re- 
cipients t o  repay the grant unless HUD 
has authorixed conversion of the 
project under section 423(b)f3)  of the 
MrKinnejI Act  142 li.S.C. !1383(b)(3)). 

[GI FR 51776. Sept '30 139GJ 

the  same m a n n e r a n d  t o  <he same ex- 
tent  as other  project costs Such costs 
also may be paid for with local public 
funds or funds  available from other 
sources 

(3) The recipient must maintain 
records in suffjcient detail t o  dem- 
onstrate compliance witk provisions of 
this  section. 

(e )  Appeals. A person who disagrees 
wi th  the recipient's determination con- 
cerning Cherher the person qualifies as 
a ' displaced person," & t h e  amount of 
relocation assistance for which the per-  
son is eligible. may file a written ap- 
peal of t h a t  determination with the  re- 
cipien;. A low-income person who is 
dissatisfied w i i h  t h e  recipjent's deter- 
mination on his or her appeal may suh- 
mit  a wri t ten request for review of t h a t  
determination t o  the HU3 field office 

cIu.._,__ .,.. -.-* .- ,.. ..c- 
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(I) Dellnition of displaced person. ( I )  does not return t o  the buildingkom- 
F o r  purposes ol this s e c ~ i o n ,  t h e  terrn 
“displaced person” means a person (A) A tenant is not offered payment  
(family. individual, busiiiess, nonprofit for all rea5Oflabk oul-or-pocJtet ex- 
organizatiorl, or farm) that  moves from penses incurred in connecEion with t h e  
real property, or moves personal prop- temporary relocation, or 
e r t y  from real property permanently as (B) Other conditions of the  tern- 
a direcL result of acquisition, rehabilj- porary relocation are  not  reasonable. 
ta t ion,  OJ demolition for supportive (v) A tenant of a dwelling who moves 
housing projects assisted under this from the buiidinE/comPlex Perma- 
par t .  The term “displaced person” in- nently after he or she has been re-  
clpdes. but may not be limited t o :  quired t o  move t o  another u n i t  in  the 

plex. if either: 

(1) ,+ that permanently s ame  building/compIex. Af either: 
from the rea] property af ter  the prop- 
e r ty  owner (or person in control of the 

t o  renew an expiring lease in order t o  

location assistance, if the move occurs ’ not reasonab’e. 

mi ts  to HUD the  application or applj. 

project site. 
(ii) h y  person, including 2 person 

who moves before the  d a t e  described in 

recipient or HuD determines that the 
displacement resulted directly from ac- 
.quisi tion, rehabilitation, or demolition 
for t h e  assisted project. 

(A) The tenant i5  not offered reim- 
bursement lor 

with the move; Or 
issues a vacate or refuses pocket expenses incurred in connection 

evade t h e  responSibi1ity t o  provide re- Other conditions Of the lRoVe are 

on or after the date t h e  sub- (2) Notwithscanding the Provision5 of 

cation amendment designating the son does not qualify as a “displaced 
paragraph ( f ) ( l )  of t l l j ~  section, a per- 

person” (and is not eligible f o r  reloca- 
tion assistance under t h e  URA or this 
section)’ ’’I 

rious or repeated violarion of the  t e r m s  
a n d  conditions of the lease or  occu- 
pancy agreement, violation of applica- 
ble Federal. S ta te ,  or local or t r ibal  
law, OJ other good cause, and HUD de- 

dertalten for the purpose of evading t h e  

ance: 

- 

paragraph (f)(J)(j) of th i s  section, i f t h e  (’1 The person has been evicted for se- 

(iii) A tenant-occupmr of a dwelling termines t h a t  t h e  eviction was not un. 
who permanently from the 

t h e  “initiation of negotiations’’ (see 

move-occurs before t h e  tenant has been after submission of the  appli- 
provided written notice offering him OJ cation and, before signing .a lease and 

cupy a suitable. decent, safe and sanl- not,ce of the  project, i ts  pas- 

comple& under  reasonable terms and may be displaced, temporarily 
conditions.  Of the relocated, or suffer a rent increase) and 
Project such  Jea50nable terms and the fact tha t  t h e  person would not 
conditions must include a monthly qualify as a “displaced person” (or for 
rem and estimated average monthly any under this set. 

ut-ility costs t h a t  do not exceed the  
greatci- or. (iii) The person is ineligible under 49  

CFFi 24.2(g)(Z): 01- 
t h e  iliitiation Of negotiations and esri- (I\ ,)  HUD determjries tha t  tile person 
rriaterl average utility costs. or was not displaced as a direct result of 

(I?) 30 percent of gross household In- acquisition, rehabilitation. or dernoll- 
come. I f  t h e  initial rent is a t  or near  t i o i l  lor L I E  project 
the maximum. there musL be a reason- (3) Tile recipient may request, a i  any 
able basis for concluding at  the l ime t lme ,  HUD’s determination of whcther 
t h e  project I:; initiated that f u t u r e  rent a displacement’ is or would be covered 
iircreasec will  be modest. under this section 

(IV) b, Ie i ianl  or a dwelling w l ~ o  is re- (E) i ief ini(lnn of jnhaljou oP negolia- 
quired Lo relocate Lemporaril),, b u t  Lion.: For purposes O f  deLerniining the 

buildlng’complex On Or 

Paragraph (g) Of this section) if the 

the date Of obligation t o  provide relocation assis t -  

(ij) The person moved into the  prop. 

her the opportunit>’ to lease OC- commencing occupancy, was provided 

tar), dwelli13g in the Same building/ sible impact on the person (e.g., t h e  

t ion),  i f t h e  projecL is approved; 

(A) Thc wnant’s nronthly rent before 
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formula for compiiting t h e  replacement 
housing assistance t o  be provided to  a 
residential tenant displaced as  a direct 
result of privately undertaken rehabili- 
tation, demoljtion, OJ acquisition of 
t h e  real property, the te rm "initiation 
of' negotiations" means t h e  executiori 
o f  the  agreement between the recipient 
and H U D  

(h) Uefinltjon of project. For purposes 
of this .section, the ferm "project" 
means an underraking paid for jn 
who le  or in part wlth assistance under 
this part Two .or more actjvlties that 
are integrally related, each essential to  
the others, are considered a single 
pro.jecr, whether OJ not all component 
activities receive assistance under this 
par i .  

158 F R  13871. Mar 15. 1993, as. amended a t  5s 
FR 36892. .July 19. 19941 

9 583.315 Resident rent. 
(aj Calculaoon of resident rent. Each 

resident of supportive housing may be 
required t o  pay as rent  a n  amount de- 
termined by the recipient which may 
not exceed the highest of: 

(1) 30 percent of the  family's monthly 
adjusted income (adjustment factors 
include the number of people in the 
Family, age of family members, medical 
expenses and child care expenses). The 
calculation or the family's monthly ad- 
~ u s t e d  income must include the  ex- 
pense deductions provided in  24 CFR 
5.GlI/a), and for persons with disabil- 
ities, the calculation of t h e  family's 
morithiy adjusted ir.come also must in- 
clude the disallowance of earned in- 
come as provided in 24 CFR 5 .617 .  if ap- 
plicable: 

(2) I D  percent of the  familj( 's monthly 

(3) If the family is receiving pa)'- 
m e n s  Tor welfare assistance from a 
public agency arid a part of the pay- 
ments, adjusted in accordance with the 
family's actual housing costs, is spe- 
cifically designated by ,the agency t o  
meet the family's housing costs, t h e  
por t im of the payment t h a t  is des- 
ignated for housing costs. 

(b) Use oirent Resident rent  may be 
used in the operation of t h e  project or 
ma)' be reserved, in wh-ole or in part, t o  
assist residents of transitional housing 
i n  moving t o  permanent housing 

. gross income: or 

I 

L 

(c) Fees. In addition EO resident rent. 
recipients may charge residents rea- 
sonable fees for services not  paid with 
grant funds 
(511 FR I3R71. M a r  15.  lDn3 .  as amended a t  59 
FR 3 l i R g Z .  .July 19. 1994. 56 FR G225, Jan 19. 
2001 1 

6 553.320 Site control. 
(a) Sfre conrrol. (1) Where grant funds 

will be used for acquisltion, rehabiljta- 
tion. or new construction to  provide 
supportive housing or supportive s e r v -  
ices, o ~ -  w h e w  grant  f u n d s  will be used 
for operating costs of supportive hous- 
ing, or where grant  funds wjll be used  
to provide supportive services' except 
where an applicant will provide serv- 
ices a t  sites not operated by the  applj- 
cant, a n  applicant must demonstrate 
site control before HUD will execute a 
grant agreement (e.g., through a deed, 
lease. executed contract of sale). If 
such sire control is not demonstrated 
within one year after initial notifica- 
tion of the award of assistance under 
this pa r t ,  the grant  will be deobligated 
as provided in paragraph (c) of this sec-  
tion 

(2) Where grant funds will be used to 
lease all or part of a structure to pro- 
vide supportive housing or supportive 
services, OJ where grant funds wiIl be 
used to lease individual housing un i t s  
for homeless persons who will eventu- 
ally control the  unfts, site control need 
not be demonstrated. 

fb)  Slre change. ( I )  A recipient may 
obtain ownership or control uf a salt- 
able s i te  different irom the one speci- 
fied in its application Retention of an 
assistance award is subject to the new 
site's meeting all requirements under 
this par t  for suitable sites. 

(2) If the acquisition, rehabilitation, 
acquisition and rehabilitation, or new 
construction costs for the substitute 
site are  greater than tlie amount of t h e  
%rant awarded for the site specified in 
:he application, the  recipient must pro- 
~ i d e  for all additional costs If the  re- 
Iipient is unable to demonstrate to 
-1UD tha t  i t  is able t o  provide for the  
iifference in costs, FIUD may 
ieobligate the  award of assistarice. 
, (c) Failure ro obtajn site control WJthin 

ine year. HUD will recapture or 
leobligate any award for assistarice 
d e r  th i s  par t  if the reclpierir is not  in 
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control of a suitable s i t e  before the ex- 
pjration or one year after initial notifj- 
cation of an award. 

struction accesslbility requirements of 
the Fair f-lousing ACL and sectiorl 501i of 
the Reliabilitation Act or 1973. and the 
reasona bl e accommodation and r eha - 

8583.325 Nondiscrimination and e q u d  bjJjtatjon accessjbilitj, re9ulremenrs of 
section 501 as follows: opportunity requirerncnts. 

(a) General. Idotwithstanding the per- ( I )  Al l  new construction must meet  
missibjlity of proposals t h a i  serve des- the accessibility requirements of 24 
ignated populations of disabled home- CFR 11.22 and. as applicable. 24 CFR 
less persons, recipients serving a des- 100.205. 
ignared population of disabled home- [z) Projecrs in which costs of reha-  
less persons are required. within the bilitation are 75 percent or more of t h e  
designated population, t o  comply with replacement cost of the building m u s t  
these requirements for nondiscrimina- meet the  requirements of 24 C F R  
tion on the basis of race. color, reli- e.Z3(a). Other rehabilitation must meet 
gion, sex, national origin. age. familial the requirements of 24 CFR B.Z3(b). 
status. and djsability. 

(b) Nondjscrjmjnat,on and equal oppor. 1 5 ~  FR 1 3 ~ 7 1 .  Mar. 15. 1493, as amended a t  59 
F R  33894, J u n e  30. 1994; GI FR 5210. Feb. 9. 

tunlry requiremen&. The nondiscrimina- 1996; 61 FR 51176. Sept. 30, 199GJ 
tion and equal opportunity' require- 
ments set at Part Of this 4583.330 Applicability of other Federal 
apply to  this program. The Indian Civil 
Rights k c r  I25 U.S.C. 1301 et seq.) ap- 

requirements. 

plies t o  tribes when they exercise their 
powers of self-government, a n d  t o  In- 
d i m  housing authorities (1Hb.s) when 

In addition t' the requirements set 
Of assistance forth in 24 CFR part 5* 

provjded under-rhis part 
established by the exercise of such 
powers. When an IHA is -established ments: 
under Stare law, the  applicability of 

with the  following Federal require- 

(a) Flood insurance. (1) The Flood Dis- 
the Indian Civil Rights Act will be de-  
termined on a case-by-case basis. 
Projects subject to  t h e  Indian Civil 
Rights Act must be developed and oper- 
ated i n  compliance with i t s  provisions 
and all implementing HUD require- 
ments, insread of title VI and t h e  Fair 
Housing Act and their implementing 
regulations. 

IC) Procedures. (I) If the  procedures 
that  the recipient inrends t o  use to  
make known the availabiljty of the 
supportive housing are  unlikely t o  
reach persons of any  particular race, 
color-, religior~, sex, age, national ori- 
gin. familial status. or handicap who 
may qualiry Cor admission t o  the  hous- 
ing. t h e  recipient must cs~abl js l i  addj- 
tionzi) procedures thaL will ensure tha t  
such persons can obtain information 
coliuerning a\:aiJahilj t y  of t h e  I~ousing. 

(2)  The recipient must a d o p ~  proce- 
dures LO make  available information 
oti t h e  existence and locarjons of facili- 
Lies and services that are accessiLJr t o  
persons w j t l i  a h a n d ~ c a p  and maintain 
evidence ol in-iplemen:ation of flie prw 
cedures .  

(d )  Accossibji/tj~ i-equirenimiirs. The re-  
c i p i e i i l  must comply wi th  ?.tie new' coim 

ziiu 

aster Protection Act  of 1973 (42 U.S.C. 
4001-4128) prohibits the approval of ap- 
plications for assistance for acquisItjon 
or construction (including renabilita- 
tion) for supportive housing located in  
an area identified by the Federal Emer-  
gency Management Agency (FEtvlkJ as 
having special flood hazards, unless: 

(i) The community i n  which t h e  area 
is situated is participating in t h e  Na- 
tional Flood Insurance Program (see 4 4  
CFR parts 59 through 79).  or less than 
a year has passed since FEMA notifica- 
tion regarding such hazards: and 

(ii) Flood insurance is obtained a s  a 
condition of approval or the  applica- 
Lion. 

(2 )  Applicants with supportive lious- 
ing located in an area identified by 
FElvlk as hailing special flood hazards 
arid receiving assistance lor acquisition 
or construction (~ncludirig rchabi l i ta-  
tion) are responsible Lor assuring tha t  
nood insurance under L I E  JJational 
Flood Insurance Program js ohtained 
and main ta~ned .  

Ib) The Coastal Earrier i?~soui-ccs 
k c i  01 1982 (16 U . S . C  3501 el seq. )  m a y  
apply t o  proposals under this par t .  de- 
pending 017 thL' ZtSSi5LtInCtA rEt)UE'Sted 

. ..  - .  

2) 
13 : /Id, ' ,  . . .. i . ' . , -  . . . . .  I 
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ic)  A p p J ~ m h / l ~ y  of OA4E Clrcuiars The 5 503.R(lOll) does no1 constirutce a con- 
rmlicies. guirlelines, and requirements nicr of  inf erest 
o f  OMR Clrcu la r  No A-87 (Cost Prin- (2) Upon the written request of the  
c ip les  Applicable to  Grants, Contracts recipient. H U D  m a y  grant an exception 
and O t h e r  Ap-eements with S t a w  and t.o t h e  provisions of paragraph ( e ) ( ] )  of 
I..ocal Governments) and 21  CFR part AS t h i s  section on a case-by-case basis 
app ly  t~ t h e  award, acceptance, and when I t  rlci.ermine:. that the exception 
USI? ol  assistance under the program by will serve 1.0 further the purposes of 
govcmrniencal entlties, and O M B  Cir- che program and the effective and eff'i- 
cular Nos. A-I10  (Grants and Coopera- cient administration of the recipient's 
t i v e  Agreements w i t h  Institutions of project An exception may be consid- 
Higher. Education, Hospitals, and Other ered only after the  recipient has pro- 
Nonprofit Organizations) and A-122 vided the following. 
(Cost Princjples Appljcable to Granrs, (i). For S t a t e s  and other govern- 
Contracts arid Other Agreements with mental entlties. a discloswe of the na- 
Nonprofit Institutioris) apply t o  the ac- t u r e  of the  conflict. accompanied by an 
ceptance and use of assistance by pri- assurance t h a t  there has been public 
vate nonprofit organizations, except disclosure of t h e  conflict and a descrip- 
where inconsistent with the provisions tjon of how t h e  public disclosure was 
of the McKinney Act, other Federal made, and 
s ta tutes ,  or this part (Copies of OlvLB (ii) For  all recipients, an opinion of 
Circulars may be obtained from E.O.P. the  recipient's a t torney t h a t  the  inter- 
Publications, room 2200, New Executive est for whlch rhe exception is sought 
Office Building, Washington, DC 2.0503, would not violate State o r  local law. 
relephone (202) 395-7332. [This is not a (3) In determining whether t o  grant a 
roll-free number,) There is a limit of requested exception after the recipient 
t w o  free copies. has satjsfact.orily met the requirement 

( d )  Lead-based paint. T h e  Lead-Based of paragraph (e)(2) of thls section. HUD 
Paint Poisoning Preventlon Act (42 will consider t he  cumulative effect of 
U . 5  C 1821-4846], the  Residential Lrrad- the following facrors. where applicable: 
Based Paint Hazard Reduction Act of (j) Whether t h e  exception would pro- 
1992 (42 U.S.C 4851-4856), and Imple- vide a significant cost benefit or ari es- 
menting regulations a t  part 35, sub-  sential degree of expertise to  the 
parts A. B. J, K ,  and R of thls t i t le  projecr which would otherwise not be 
apply to  activities under.thjs program. available. 

( e )  Confljcfs of inrerest. (1) In addition (ii) Whether t h e  person affected is a 
r G  t he  conflicr of interesr requjrsrnents member OF a group or class of eligible 
in 21 CFR part  85, no person who 1s an persons and t h e  exception will permit 
employee, agent, consultant, officer, or such person t o  receive generally the  
elected or appointed official of the re. Same interests or benefits a5 are being 
cipient and who exercises or has exer- made available or provided t o  the 
cised any functions or responsibilities group or class; 
w i t h  respect t o  assisted .activities, or (iii) Whether t h e  affected person has 
who is iri a position to  participate in  a withdrawn from his or her functions or 
decisionmai.;ing process or gain inside responsibilities, or t h e  decisionmaking 
information with regard t o  such activj- process with respect t o  the specific as- 
ties, may obtain a personal or finaiicial sisted activity i n  question; 
interest or benefit from the activjty, OJ ( i v )  Whether the interest or benefit 
have an interest in any contract. sub-  was present before the affected person 
contract, or agreement w i t h  respect was i n  21 position as descrihed in  para- 
thereto. or t h e  proceeds thereunder, ei- graph (e ) (1 )  of t h i s  section; 
rher for himself or herself or for those (v) Wherher undue hardship wi l l  re 
w i t h  whom he or she has family or sult either t u  t h e  recipient or the per- 
ousiness ties, during his OJ her tenure son affected when weigiied against the 
07 for one pear thereafter. Participa- public interest  served by avoiding t h e  
t jon by homeless individuals who also prohjbited conflict. and 
are participants under the  pmgram in [vi) Any other  relevant consider- 
polic), or decisionmaking under ations 
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[fi AudJr. The linancial maiiagement 
systems used by recipients under this 
program must provide for audits iri ac. 
cordance wlth 24 CFR part 44 or part 45. 
as applicable. HUD I T I ~ ~  perform OJ re- 
.quire addltional audits as it finds nec- 
essary or appropriate. 

(g) Davis-Bacon Act. The  provisions 
of  the Davis-Bacon Act do not apply t o  
this program 

(58 FR 13871. Mar. 15. 1993. as amended at  G1 
F R  5211, Feb. 9 .  1996; 64 F R  50226. Sept .  1 5 ,  
19991 

24 CFR Ch. \I (4-1-05 Edition) 

must be ful ly  documented in t h e  recipi- 
en t ' s  records. 

JSS F R  13871, Mar. 1 5 .  1993. as amended 81 GI 
FR 51 176, SepL. 30, I99G) 

6 583.410 Obligation and deobligdion 

. (a) Obljgafion of funds. When HUD and 
t h e  applicanr execute a grant agree- 
ment ,  funds are obligated to cover t h e  
amount of the approved assistance 
under subpart E of this  part. The re- 
cipient will be expected t o  carry o u t  
t h e  supportjve housing or supportive 
services activities as proposed i n  t h e  
application. 

(b) increases. After t h e  initial obliga- 
t ion of funds, HUD will not m a k e  revi- 
sions to  increase t h e  amount obligated. 

(c) Deobligatjon. (1) HUD m a y  
deobligate all or parrs of grants for ac- 
quisition, rehabilitation. acquisition 
and rehabilitation, or new construc- 
tion: 

(i) If t h e  actual total  cost of acquisi- 
tion, rehabilitation. acquisition and re- 
habiliration, or new construction is 
less than t h e  total cost anticipated in 
:he application: or 

[ii) If proposed activities f o r  which 
-unding was approved are not begun 
within three months or resjdents d o  
iot .begin t o  occupy t h e  facility within 
line months after grant  execution. 

(2) HUD may deobligate the amounts  
or annual leasing costs, operating 
osts or supportlve services in a n y  
ear: 
( i )  If the actual leasing costs. oper- 

t ing costs OJ supportive services f o r  
nat year are less than thc t o t a l  cost  
nticipated in the application; or 
(ii) If the  proposed supportive hous- 

ig operations are not begun within 
iree months after the units are avail- 
,le for occupant)!. 
(3) The grant agreement m a y  s e t  
rth in detail other circums~ances 
>der which Iunds may be deohl iga~ed,  
id other sanctions may-bc imposcd. 
( 4 )  MUU may: 
(i) Readvertise t h e  availabilit>T of 
nds t h a t  have been deobligated under 
is section i n  a notice of f u n d  avail- 
i l i t y  under  s 583.200, or 
'ii) /.ward deobligated funds t o  applj- 
Lions previously submitied in re- 
311s~' 1.0 tile most reccn:ly p u b l i s h e d  

of funds. 

' 

Subparl E-Administration 
5 583.400 Grant agreement. 

[a) General. The d u t y  t o  provjde sup- 
portive housing or supportive services 
in accordance with t h e  requirements of 
this part will be incorporated in a 
grant agreement executed by HUD and 
the  recipient. 

(b) Enforcemen!. HUD will enforce the  
obligations in the gran t  agreement 
through such action as may be appro- 
priate, including repa_ment  of funds 
thar  have already been disbursed t o  t h e  
reci pi en t . 

5 563.405 Program changes. 

(a) HUD approval. (1) A recipient may 
not make any significant changes to  an 
approved program without prior HUD 
approval. Significant changes include, 
but are not limited to, a change in t h e  
recipient, a change in the  project s i te ,  
additions or deletions in the types of 
activities IisLed in 5563.100 of this part 
approved for the program or a shift of 
more than I O  percent of funds from one 
approved type of activity Lo another, 
and a change in the category of partici- 
pants to  be served Depending on the  
nature of t h e  change. HUD may require 
a new certification of consistency with 
t h e  consolidatcd plan (see s583.155) 
(2) Approval ior changes is contin- 

gent upon the application ranking re- 
maining high enough after the ap- 
proved change LO have been cornpetj- 
LiveJ)' selected Tor luriding i n  tlie year 
the  applimtion was selected 
(5) Dorunimlafion of nrhw changes, 

A n y  changes t o  ai, approved program 
that d o  no! r equ i r e  [irJor )-IUD apprnval 
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,,olii:p or [und availability, and ac- SOURCE GI1 FR 9737. FEb 21, 19% unless 
c:nr-dance wlth  subparc C of this part  

PART 585-YOUTHBUILD PROGRAM Subpart A-General 

Subpari A-General 

5 e c  
Sa5 I Authorll.,y 
585.2 Program purpose 
585.3  Program components 
56'5 1 r)clinltlons. 

Subpart E (Reserved] 

Subpart C-Youthbulld Planning Gr 

585.201 Purpose. 
585.201. Award Iimlts. 
5R5.%03 Crant term 
585.204 Locatlonal considerations 
565.205 Ellglble actlvities, 

B 585.1 Aiithority 
(a) General The Youthbuild program 

is authorized under subtltle D of t l t l e  
IV of t h e  National AFrordable Housing 
Act (12 U.S.C Roll), as added by  section 
IF4 of' t h e  Housing and Communlty De- 
velopment Act or 1992 (Pub. L .  102-550). 

[b) Aurhorfry restriction No provision 
of the  Youthbuild program may be con- 
strued t o  authorize any agency, officer, 
or employee of the Unl ted  States co cx- 
ercise any direction, supervisiori, or 
control over the  curriculum, program 
OF instruction, administration. or per- 
sonnel of any educational institution. 

.ants 

Subpart D-Youfhbuild Implementation 
Grants 

585.301 Purpose. 
581.302 Award limits. 
585.303 Grant term. 
585.304 L.ocatlonal considerations 
585.305 Eligible act ivl ties. 
S8S.ROG Designation of' costs 
581.307 Envlronrnental procedures ant1 

standards. 
sX.308 Relocation asslsrance and real prop- 

erty acquisition. 
585.309 Project-related rescrlctmns applica- 

ble to Youthbuild residential rental 
housing. 

585.310 Project-related restricttons applica- 
ole t o  Youthbulld transltional housfng 
tor the homeless. 

583.311 Project-related restrlctions appllca- 
hle t o  Youthbulid homeownership hous- 
ing. 

585.312 Wages. laoor standards, and non- 
discrimination 

58S.313 Labor standards. 

Subporl €-Administration 

585.401 Recordkeeplng by reclpients. 
585 402 Grant  agreement. 
565 403 Reporting requirements 
585.404 Program changes. 
585.405 
585 406 Falth-based actlvitles. 

Subpar) &Applicability of Other Federal 
Requirements 

AppliCatlDn of OME Cjrcuiars 

Obligation and deobligatlon 0 1  funds 

585 501 
.iI35.502 CerLlFicatlons 
585.503 Confllct  of interest. 
585.504 Use of rkiiarred, suspended, or ineli 

gl ble cnntiacrors. 
.4UTHORTY 42 u.s.c 3535[d) and 8011 

school, or school system. or over t h e  
selection of library resources. text- 
books, or other printed or published in- 
structional materials used by any rdu-  
cational instirution or school system 
participating in a-Youthbuild program 

4 585.2 Program purpose. 
The purposes of the Youthbuild pro- 

gram are set out  in section 451 of t h e  
National Affordable Housing A c t  142 
U.S.C 12899) ("NAHA") 

IF1 FR 52187. Ocr 1 I W G ]  

5 585.3 Program components. 
A Youthbuild impleulentation pro- 

gram uses comprehensive and mult i -  
disciplinary approaches designed t o  
prepare young adults who have dropped 
ou t  of high school for educational and 
employment opportunities by employ- 
ing them a5 construction trainees on 
work s i t e s  for housing designated for 
homeless persons and low- and very 
low-income families. A Youthbuild 
planning grant  is designed t o  give re- 
cipients sufficient time and financial 
resources t o  develop a comprehensive 
Youthbuild program that can be effec- 
t ive ly  Implemented. Youthbuild pro- 
grams must contain the three compo- 
n e n t s  described in paragraphs (a). (b) 
and (d) of this  section. Other actlvities 
described in paragraph (c) of this sec- 
t ion a re  optional: 

(a) Educational servlcex, including: 
(1 )  Services and activities designed t o  

meet the  basic educational needs of 

253 
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CII{CULAR NO. H-122 
Revised May 10, 2004 

SUBJECT: Cost Prit-iciples for N o n - P r o f i t  Organizations 

1. Purpose. This Circular establishes principles for determining costs of 
grants, contracts and other agreements with non-profit organizations. It does 
not apply to colleges and universities which are covered by Office of Management 
and Budget (OlW3) Circular A-21, "Cost Principles for Educational Insticutions"; 
State, local, and federally-recognized Indian tribal governments which are 
covered by OMB Circular A-87, "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 not attempt to prescribe the extent of 
cost sharing 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. P L 1 l  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. All 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, 
chis Circular shall apply; if a subaward is to a commercial organization, the 
cost principles applicable to commercial concerns shall apply; if a subaward is 
t-o a college or university, Circular P,-21 shall apply; if a subaward is to a 
State, local, OL- federally-recognized Indian tribal government, Circular A-87 
shall apply. 

I 
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( l i  j.s operated p r i m a r i l y  f o r  s c i e n c A f l c ,  ; : d u c a t i 3 n i i l ,  ssrvice, 
 char^ table, C)T similar purposes 1.n the p u b 1 . i ~  interest. 

(2; 1.s not  organized primarily for profit; and 

( 3 )  uses its net proceeds fco maintain, improvs, and/or expand its 
operations I For this purpose, the term "non-profit organization" excludes (1) 
colleges and universities; (ii) hospitals; (iii) State, local, and federally- 
recognized 1nd;an tribal governments; and (iv) those 
non-prof it organhzations which are excluded from coverage of this CI.rcul.ar i n  
accordance wxth 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 i n  writing. Where 
an item of cost requiring prior approval is specified in the budget of a n  award, 
approval of the budget constitutes approval of that cost. 

5. Exclusion of some non-profit organizations. Some non-profit organizations, 
b e c a u s e  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-profi t organizations shall operate under Federal cost principles applicable 
to commercial concerns. P, 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 
invol.vo awards to non-profit organizations shall implement the provisions of 
this Circular. Upon request, implementing instruction s h a l l  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 representativo shall be furnished to OMB within 30 days 
of the date of this Circular. 

7 .  Attachments. T h e  principles and related policy guides are set f o r t h  in the 
following Attachments: 

A +  icd~hment i - A - General Principles 

Attachment B - Selected Items of Cost 

Attachment C - Non-Profit Organizations Not Subject To T h i s  Circular 

8. R e q u e s t s  for exceptions. OME may grant exceptions to the requirements Of 
this Circular when permissible under existing law. However, in the interest of 
a c h i e v i n g  maximum uniformity, exceptions dill b e  permitted only in highly 
unusual circumstan~es. 

9 .  E f f e c t i v e  3ate T h e  provisions of this Circular ~ i e  effective immediately 
Implementation shall be phased J n by incorporating the provisions into new 
awards made after tne start of the organization's n e x t  fiscal y e a r  For 
existing awards, the new principles may be applied if d n  organization and the 
cognizant Feneral agency agree. Earlier implementation, or d delay i n  
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ATTACHMENT i i  

C L r c u l a r  No. P-122 

G X N E  RAL PR TNC: J ?:>E', 

Talsi e of C o r ~ t e n ~ . . s  

A .  3 d . s ~  c: Corrsl[~ei-;lti:ir!s 

1 . C2vrnposi t- .Lori of t .otal. costs 

2. I7 ' i t c : to~:~  ai L e c t i . n q  allowability s f  costs 

3 .  Xeasonable co.';t:s 

4 . AI. l o c a b l  e c o ~ t s  

5. Rppllcabie c r e d i t s  

6 .  Advance understandings 

7 .  CondJ.  tj onal exemptions 

E. Direc t  Costs 

C. Ind i r ec t  C o s t s  

n. A 1 3 o c a t I o n  3f Indirect C3sts  arid Determlnatioc of ! n d l r e C t  Ccst Rates 

I . General 

2 .  3 i r n p J  . L ~ J  ed a l l o c a t i o n  rnetrlcjd 

I:. Iviul t i p l e  allocatycn base metnod 

4. D i r e c t  a l l o c a t i o n  me thod  

5. Special indirect c c s t  races 

1 . .. E . .. . . . . I . -.._ ~ -- 
; -: -. 
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ATTACHMEEIT A 
C l r ~ x l a ~ .  No. A - 1 2 2  

i; ElJE RAL P R J 1\1 C T PLCS 

2. Fiic:tors a f f e c t i n g  a l l o w ~ ~ b i i i t y  of costs. To b e  a l lowable  under itri 
~ i w a r t l ,  costs m u s t  meet t h e  f o l l n w i n g  genera l  c r i t e r i a :  

;I .  Be r easonab le  f o r  t he  performance o f  the award a n d  be d l lo~:a1- j le  
L h e i - ~  to ilnder t h e s e  p r i n c i p l e s .  

k .  Conform t o  any l i r n i t a t l o n s  o r  excl~usions set forth in t h e s e  
p r i n c i p l e s  o r  L n  t he  award ds t o  z y p ~ s  or  amount o f  cost  ~ t o m s .  

d .  Be accorded coris i -s tent  t rea tment  

e .  BE' determ: ried i n  accordance w i t h  genera l ly  accepted acmuntLng 
plinciples ( G A A P ) .  

f .  Not be inc luded  dS a cos t  o r  used t o  meet c o s t  sha r ing  o r  
march ing  requi rements  of a n y  other f e d e r a l l y - f i n a n c e d  program i n  e l  Ener trio 
c u r r e n t  o r  a p r i o r  p e r i o d .  

9. B e  adequa te ly  documented 

3 .  ReasonaDle costs. A cas t  is reasoriabie i f ,  In  I t s  n a t u r e  or  amoun:, 
it does n o t  exceed t h a t  w h i c h  would be incu r red  b y  a prudent person urider t he  
c i r c u m s t a n c e s  p r e v a i l i n g  a t  t h e  t ime t h e  dec;r ion was made t o  incur t h e  costs. 
T h e  q u e s t i o n  of  t he  reasoriab!.eness of s p e c i f i c  c o s t s  must be scrutinised w j t n  
particular c a r e  i n  connec t ion  with o r g a n i z a t i o n s  or  separa te  d i v i s i o n s  t r le reof  
which r e c e i v e  the  preponderance of t h e i r  suppor t  from a w a r d s  made by F e d e r a l  
a g e n c i e s .  I n  de te rmining  r -hs  reasonableness  of  a given c o s t ,  cons ide ra t ion  
shall be g iven  t o :  

a .  Whether t h e  cost is of a type  g e n e r a l l y  recogniz5d ds ord-nary 
and n e c e s s a r y  f o r  the  operation o f  :he organizatior, or t h e  perfozmance of  t h o  
award .  

_I.__r__._. . .. . ~ ... .. .. ...-l_eCI- 
... i + .t .._.. .. 
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12. The r e s t r a i n t s  o r  r eau i . r e rnen t s  xoposed by s u c h  € a c t o r s  as 
general  ! accep: ed sound bus iness  p r a c t i c e s ,  arms l e n g t h  ba rga in ing ,  Federa l  arid 
3tat . t  1dWs arid 1 e g u l a t i o n s ,  and terms and c o n d i t i o n s  of t he  award. 

c. Whether t h e  i r i d i v i d t ~ ~ l s  concerried a c t e d  with pruderice i n  t l - i t  
ciroumsrailces,  cons ider ing  t h e i r  r e s p o n s i b i l i t i  cs  t o  tire o r g a n i z a t i o n ,  i t s  
rriernbers, employees,  and c l i e n t s ,  t he  p u b l i c  a t  l a r g e ,  and the F e d e r a l  
Government. 

d .  S i g n i f i c a n t  d e v i a t i o n s  from t h e  e s t a b l i s h e d  p r a c t i c e s  of t h e  
o rgan iza t ion  w h j c h  may u n j u s t i f i a b l y  i n c r e a s e  t h e  award c o s t s .  

4 .  A l locab le  c o s t s .  

a .  A c o s t  i s  a l l o c a b l e  t o  a p a r t i c u l a r  c o s t  o b j e c t i v e ,  such  as  a 
g r a n t ,  c o n t r a c t ,  p r o j e c t ,  s e r v i c e ,  o r  o t h e r  a c t i v i t y ,  i n  accordance w i t h  t h e  
r e l a t i v e  b e n e f i t s  r ece ived .  A c o s t  i s  a l l o c a b l e  t o  a Federal  award i f  i t  i s  
t r e a t e d  c o n s i s t e n t l y  with o t h e r  c o s t s  i n c u r r e d  f o r  t h e  same purpose i n  l i k e  
c i rcumstances  and i f  i t :  

(1) Is i n c u r r e d  s p e c i f i c a l l y  f o r  t h e  award. 

( 2 )  Bene f i t s  both t h e  award and o t h e r  work and can be 
d i s t r i b u L e d  i n  reasonable  p r o p o r t i o n  t o  t h e  b e n e f i t s  r ece ived ,  o r  

( 3 )  I s  necessa ry  t o  t h e  o v e r a l l  o p e r a t i o n  of t h e  o r g a n i z a t i o n ,  
a l t h o u g h  a d i r e c t  r e l a t i o n s h i p  t o  any p a r t i c u l a r  c o s t  o b j e c t i v e  c a n n o t  be  shown. 

b .  Any  cost a l l o c a b l e  t o  a p a r t i c u l a r  award o r  o t h e r  c o s t  o b l e c t i v e  
under t h e s e  p r i n c i p l e s  may not  be s h i f t e d  t o  o t h e r  F e d e r a l  awards t o  overcome 
funding d e f i c i e n c i e s ,  o r  t o  avoid r e s t r i c t i o n s  imposed by law o r  by  t h e  t e r m s  of 
t h e  award 

5 .  Appl icable  c r e d i t s .  

a .  The term a p p l i c a b l e  c r e d i t s  r e f e r s  t o  t h o s e  r e c e i p t s ,  or 
r educ t ion  of expendi tures  which o p e r a t e  t o  o f f s e t  or reduce  expense i t e m s  t h a t  
are a l l o c a b l e  t o  awards a s  d i rec t  o r  i n d i r e c t  c o s t s .  Typica l  examples  of such  
t r a n s a c t i o n s  are: purchzse d i s c o u n t s ,  r e b a t e s  or a l lowances ,  r e c o v e r i e s  o r  
i ndemni t i e s  on l o s s e s ,  i n su rance  r e funds ,  and ad lus tmen t s  of overpayments  o r  
e r roneous  c h a r g e s .  T o  t h e  e x t e n t  t h a t  such c r e d i t s  a c c r u i n g  o r  r e c e i v e d  by  t h e  
o rgan iza t ion  r e l a t e  t o  a l lowable  c o s t ,  they  s h a l l  be c r e d i t e d  t o  t h e  F e d e r a l  
Government e i t h e r  a s  a c o s t  r educ t ion  o r  cash  r e fund ,  a s  a p p r o p r i a t e .  

b .  I n  some i n s t a n c e s ,  t h e  amounts r e c e i v e d  from t h e  F e d e r a l  
Government t o  f i nance  o r g a n i z a t i o n a l  a c t i v i t i e s  o r  s e r v i c e  o p e r a t i o n s  s h o u l d  be 
treated ils a p p l i c a b l e  c r e d i t s .  S p e c i f i c a l l y ,  t h e  concept  of n e t t i n g  such  c r e d i t  
items aga ins t  r e l a t e d  expendi tures  shou1.d be a p p l i e d  by t h e  o r g a n i z a t i o n  i n  
de te rmining  t h e  r a t e s  o r  amounts t o  be charged  t o  Fede ra l  awards for s e r v i c e s  
rendered whenever t h e  f a c i l i t j  es  01- o t h e r  r e s o u r c e s  used  i n  p r o v i d i n g  s u c h  
s e r v i c e s  h a v e  been f inanced  d i r e c t l y ,  i n  whole or i .n p a r t ,  by Fede ra l  f u n d s .  

c .  For r u l e s  cover ing  program income (i . e . ,  gross  income e a r n e d  
from f ede ra l ly - suppor t ed  a c t i v i t i e s )  s ee  S e c .  _ _  2 4  of  O f f i c e  of Management and 
Budget (One) C j . r c u i a r  A-110, "O:iiforn~ A d m i n i s t r a t i v e  Requirements f o r  G r a n t s  arid 
Agreements w i t h  I n s t i t u t i o n s  of Higher Educa t ion ,  H c s p i t a l s ,  and O t h e r  Idon- 
Pro f i t O r  g a n .i 7. a t i. on s . " 

7 



6. Advance understandings. Under any given award, the rea.sonablericss ill](; 

a! . locab~Li ty of certain i:ems of costs may ne difficul: to de-ermine. T h i s  J s 
p a r  Li ruLar Ly true J.II zonnection w i t h  organizations that rece: 'le ii preponderance 
of t h e i . 1  support from Federal agencies. In order to avoid su::sequent 
d i s a !  1.owaricc ar dispu:.e bc;sed on unreasonabl.eness or nonal1o:Jbi l  icy, it Ls 
o f t e n  desLrals1.e to seek a w:-.~tten agreement with the cognizanr  or awarding 
agency in advance of the incurrence of special or unusuai COSTS. The abscnce of 
an advance agreement on any el.ement of cost will not, in itso-f, affect che 
reasonabl.eness or allocabili t y  of that element. 

7. Condi tional exemptions 

a .  3MB authorizes conditional exemption from OMB administrati ve 
requirements and cost principles circulars f o r  cfirt-ain Federd! programs w i t h  
s t. a t II tor i I. y - a 11 tho r i zed con so 1 i da t ed p 1 annin g and con so 1 i da t ed a dmi n i s t r a t L v e 
funding, that are identified by a Federal agency and approved by the head of 
the Executive department or establishment. A Federal agency shall consult w i t h  
OMR durinq i t s  consioeration of whether to grant such an exemption. 

b. To promote effi.ci.ency iri State and local program a d m i n i . s t r a t i . o n ,  
when Federal non-entitlement programs with common purposes nave speciEic 
statutorily- authorized consolidated planning and consol idated administ rat ive 
funding and where most of the State agency's resources come from non-Federal 
snui-ces, Federal agencies may exempt these covered State-administered, non- 
entitlement grant programs from certain OMB grants management requirements. The 
exemptions would be from all but the allocability of c o s t s  provisions of OMB 
Circulars A-87 (Attachment A, subsection C . 3 ) ,  "Cost Principles fo r  State, 
Local, and Indian Tribal Governments," A-21 (Section C, subpart 4 1 ,  "Cost 
Principles for Educational Institutions, I' and A-122 (Attachment A, subsection 
A. 4 1 ,  "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 1nstj.tutions of 
Eigher Education, Hospitals, and C)ther Non-Profit Organizatjons, '' and t h e  
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 - 8 7 ,  and 
P-xtend such policies to a l l  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 o f  
a State or its subrecipients. 

B. Direct Costs 

1. Direct c o s t s  are those that can be identified specifically with a 
particular final cost objective, i.e., a particular award, project, service, or 
ozher direct activity of an organization. However, a cost may not be assigned 
to an award as a direct cost if any other cost incurred f o r  :he same purpose, in 
l i k e  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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2 .  A n y  d i rec t  COSL of it mirioi- amount may be t r e a c e d  a s  an I n d i r e c t  C C J S ~  

f o r  r t a s o n s  of prac iLlca l l  ty where t h e  account ing  t r ea tmen t  for  such cost 11. 

corisist.eriLly appl ied  to z i 3  f i r la1 c o s t  o b j e c t i v e s .  

3 .  ? ' l i t -  c o s r  of  c e r t a i r i  a c t i v i t i e s  a r e  riot a l l o w a b l e  a s  cl-iaryes t o  Ft.der;i 
awards ( s e e ,  for example, f u n d r a i s i n g  c o s t s  i n  pa rag raph  3 7  o f  At tachment  E) . 
However, even though these  c o s t s  a r e  unal lowable f o r  purposes  of computing 
charges  t o  Federa l  awards, rhey nonet l ie less  m u s t  be t r e a t e d  a s  d i r e c t  c o s t s  for 
purposes  of  determining i n d i r e c t  c o s t  r a t e s  and be a l l o c a t e d  t h e i r  s h a r e  of t h e  
o r g a n i z a t i o n ' s  i n d i r e c t  c o s t s  i f  they  r ep resen t  a c t i v i t i e s  w h i c h  (1) i n c l u d e  t h e  
salaries of personnel ,  (2) occupy  space ,  and ( 3 )  b e n e f i t  frorri t h e  o r g a n i z a t i o n ' s  
i n d i r e c t  c o s t s .  

4 .  The c o s t s  of a c t i v i t i e s  performed p r i m a r i l y  a s  a s e r v i c e  t o  members, 
c l i e n t s ,  o r  t he  general  p u b l i c  when s i g n i f i c a n t  and necessa ry  t o  t h e  
o r g a n i z a c i o n ' s  mission m u s t  be  t r e a t e d  a s  d i r e c t  c o s t s  whether or n o t  a l l o w a b l e  
and be a l l o c a t e d  an e q u i t a b l e  s h a r e  of i n d i r e c t  c o s t s .  Some examples of t h e s e  
types  of a c t i v i t i e s  i n c l u d e :  

a .  Maintenance of membership r o l l s ,  s u b s c r i p t i o n s ,  p u b l i c a t i o n s ,  
and r e l a t e d  f u n c t i o n s .  

b .  Providing s e r v i c e s  and in fo rma t ion  t o  members, l e g i s l a t i v e  o r  . 
administrative bodies, or  t h e  public. 

c .  Promotion, l obby ing ,  and o t h e r  forms  of p u b l i c  r e l a t i o n s  

d .  Meetings and conferences  except  t h o s e  h e l d  t o  conduct  t h e  
gene ra l  a d m i n i s t r a t i o n  of t h e  o r g a n i z a t i o n .  

e .  Maintenance, p r o t e c t i o n ,  and inves tmen t  of s p e c l a l  f u n d s  n o t  
used i n  o p e r a t i o n  of Ehe o rgan izaE ion .  

f .  Adminis t ra t ion  of group b e n e f i t s  on b e h a l f  of members o r  
c l i e n t s ,  i n c l u d i n g  l i f e  and h o s p i t a l  i n su rance ,  a n n u i t y  o r  r e t i r e m e n t  p l a n s ,  
financial a i d ,  e t c .  

C .  I n d i r e c t  Cos t s  

1 .  I n d i r e c t  c o s t s  a r e  t h o s e  t h a t  have been i n c u r r e d  f o r  common or  j o i n t  
o b j e c t i v e s  and cannot be r e a d i l y  i d e n t i f i e d  w i t h  a p a r t i c u l a r  f i n a l  c o s t  
o b j e c t i v e .  D i rec t  c o s t  of minor amounts may be t r e a t e d  a s  i n d i r e c t  c o s t s  unde r  
t h e  c o n d i t i o n s  descr ibed  i n  subparagraph B .  2. A f t e r  d i r e c t  cost-s have been  
detprmined and assigned d i r e c t l y  t o  awards o r  o t h e r  w o r k  a s  a p p r o p r i a t e ,  
i n d i r e c t  c o s t s  a r e  ~ l i o s e  remaining t o  be a l l o c a t e d  t o  b e n e f i t i n g  c o s t  
o b j e c t i v e s .  h cos t  may  no t  be a l l o c a t e d  ~ C J  an award a s  an i n d i r e c t  c o s t  i f  a n y  
o ther  cos t  i ncu r red  f o r  t h e  same purpose,  i n  l i k e  c i r cums tances ,  has  been 
assigned t o  an award a s  a d i r e c t  c o s t .  

2 .  Eecause of tlle d i v e r s e  c h a r a c t e r i s t i c s  and account ing  p r a c t i c e s  of 
non-p ro f i t  o rgan iza t ions ,  i t  is  not  possible t o  s p e c i f y  t h e  types  of cost w l i i c h  
may be  c l a s s i f i e d  a 5  i n d i r e c t  c o s t  i n  all s i t u a t . i o n s .  However, tyFi.ca1 examples  
of i n d i r e c t  c o s t  foi- m a n y  n o n - p r o f i t  o r g a n i z a t i o n s  may i n c l u d e  d e p r e c i a t i o n  o r  



use ri 1 J o w a n c : e s  o n  build!.nc;s and equipment, the c o s t s  of opera:ing and 
m a i  rir~ai.niriq f a c i l i t i e s ,  drid g e n e r a l  admin i s t r a t ion  a n d  general  expp.:;es, s u c h  a s  
the sal  a1-i es and expens;s :if execu t ive  o f f i c e r s ,  p: r s o n n e i  admi.r i is t ra t ion,  and 
a c (IC) u r! t i  ri g 

3 .  !rtd.irect. cos:..? s h a l l  be  c l a s s i f i e d  w i t t i i r !  t w o  broad c a t e g o r i e s :  
rdc:.I.i.t..ie.-" and "Aamir!!.stration. " " F a c l l i t i e s "  i r :  defined a s  depreciation and 

u s e  a1 1 obJal;zes on hui ldLngs,  equipment and c a p i t a l  improvement, i n t e r e s t  an d e b t  
ass : )c~ a t ed  w j . t h  c e r t a i n  b u i l d i n g s ,  equipment and c z p i t a l  improvements, a n d  
o p e r a  t i .ons arid maintenance expenses .  "Administrat;on" i s  de f ined  a s  general  
adin? n i s t r a t i o n  and genera l  expenses  such a s  the  d i r e c t o r ' s  o f f i c e ,  account inq ,  
p e r s o n r i e l ,  l i b r a r y  expenses arid a1.l o the r  types  of expendi tures  not l i s t e d  
. s p e c i f i c a l l y  under one of ?he subca tegor i e s  of " F a c i l i t i e s "  ( inc lud ing  cross  
a l loca t . i on .5  from o the r  p o o l s ,  where a p p l i c a b l e ) .  See i n d i r e c t  cos t  r a t e  
1-epoirtj.rig requirements  i n  subparagraphs D .2 . e  and 1'1. 3 . q .  

1 ,  .-. . 

rJ .  AlJ.oca::ion of I n d i r e c t  Costs and Determination of Ind i r ec t  Cost Rates 

I .  Gene ra l .  

a Where a non-p ro f i t  o rqanizd t ion  h d ?  only one malor func t ion ,  o r  
w h e r e  a l l  J t s  major f u n c t i o n s  b e n e f i t  from i t s  i n d i r e c t  c o s t s  t o  approximately 
t h e  yam0 d e g r e e ,  t he  a l i o c a t i o n  of i n d i r e c t  c o s t s  and the computation of an 
I nd i  r e c t  C C J S ~  r a t e  may be accomplisned through s i m p l i f i e d  a l l o c a t i o n  procedures ,  
as d e s c r i b e d  i n  subparagraph 2. 

b .  Where an o r g a n i z a t i o n  has s e v e r a l  major func t ions  which b e n e f i t  
f rom i t s  i n d i r e c t  c o s t s  i n  va ry ing  degrees ,  a l l o c a E i o n  of i n d i r e c t  c o s t s  may 
r e q u j - r e  the accumulation of such c o s t s  i n t o  s e p a r a t e  c o s t  groupings which then 
a r e  a l - l o c a t e d  i n d i v i d u a l l y  t o  b e n e f i t i n g  f u n c t i o x s  by means of a base which bes t  
measure:: t h e  r e l a t i v e  degree  of b e n e f i t .  The i n d i r e c t  costs a l l o c a t e d  t o  each 
f u n c t i o n  a r e  t h e n  d i s t r i b u t e d  t o  i n d i v i d u a l  awards and o the r  a c t i v i t i e s  inc luded  
A I '  t h a t  f u n c t i o n  by means of  an i n d i r e c t  c o s t  ratpis). 

c. The de te rmina t ion  of what c o n s t i t u t e s  an o r g a n i z a t i o n ' s  major 
f u n c t i o n s  w 1 L i i  depend on i t s  purpose  i n  being;  t h e  types  o f  s e r v i c e s  i t  r ende r s  
t o  t h e  pubiic, i t s  c l i e n t s ,  and i t s  members; and t i le amount 3f e f f o r t  i t  devotes  
Y O  such  a c t i v i t i e s  a s  f u n d r a i s i n g ,  pub l i c  i n fo rma t ion  and membership a c t i v i t i e s .  

d .  S p e c i f i c  methods f o r  a l l o c a t i n g  i n d i r e c t  cos t s  and computing 
i n d . i r e c t  c c s t  r a t e s  a long w i t h  t h e  cond i t ions  under which each method skiouid be 
u s e d  a r e  d e s c r i b e d  i n  subparagraphs  2 through 5 .  

e .  The base p e r i o d  f o r  t h e  a l l o c a t i o n  of i n d i r e c t  c o s t s  1s t h e  
p e r i o d  i n  which such c o s t s  a r e  i n c u r r e d  and accumulated for a l l o c a t i o n  t o  work 
performed i n  t h a t  pe r iod .  The base  per iod  normal ly  should co inc ide  w i t h  t h e  
o r g a n i z a t i o n ' s  f i s c a l  year  b u t ,  i n  any even t ,  s h a l l  be s o  s e l e c t e d  a s  t o  avoid 
i n e q u i t i e s  i n  t h e  a l l o c a t i o n  o f  t h e  c o s t s .  

2 .  S i m p l i f i e d  a l l o c a t i o n  method 

a .  Where a n  o r g a n i z a t i o n ' s  major f u n c t i o n s  b e n e f i t  from i t s  
i n d i r e c t  c o s t s  t o  approximate ly  t h e  same degree ,  t h e  a l l o c a t i o n  of i n d i r e c t  
costs may be  accomplished by (i) s e p a r a t i n g  t h e  o r g a n i z a t i o n ' s  t o t a l  c o s t s  f o r  
t h e  b a s e  p e r i 3 d  as  e i t h e r  d i r e c t  o r  i n d i r e c t ,  and ( i i)  d i v i d i n g  the  t o t a l  
a l l o w a b l e  i n c i i r e c t  c o s t s  ( n e t  o f  a p p l i c a b l e  c r e d i t s )  by an equitable 
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d i s t i - i h u t i o n  k ~ a s e .  TJ le  rc : : :u l t  of t h i z  p rocess  i s  ari i n d i r e c t  C O C L  i - a t e  w h i c i l  i s  
used to d i s L r i b u t e  i n d i i - e c !  cc1st.s to i i id iv idua l  awards .  ?'ne r a r e  s l i o u l d  t3e 
expj-essrd a:, t l>e  perceiitayt. w h i c h  tlie r o t a 1  amount of illowablt i i td l rec t  c o s t s  
hea r s  t o  tie base s e i e c t e d  T h i s  method should a l s o  b e  used wlie;-c. an  
o i -gan~xat ior i  !has only  G I I ~  rnajor f u n c t i o n  encompassing o nuniher c ) i  i n d . i v i d u & l  
~ ~ C ~ J ~ C L S  01- a c t i v i t i e s ,  arid may be used where the level  of Federal awards t o  an 
oi-garlizatiori is r e l a t i v e ?  y s m a l l .  

h .  B o t h  t h e  d i r e c t  c o s t s  arid t h e  i n d i r e c t  c o s t s  s h a l l  e x c l u d e  
c a p i t a l  expend i tu re s  and una l lowable  c o s t s .  However, unal lowable c o s t s  wlij .ch 
r e p r e s e n t  a c t i v i t i e s  must be inc luded  i n  t h e  d i r e c t  c o s t s  under the c o n d i t i o n s  
desc r ibed  i n  subparagraph B. 3 .  

c .  The d i s t r i b u t i o n  base  may be t o t a l  d i r e c t  c o s t s  ( e x c l u d i n g  
c a p i t a l  expend i tu re s  and o t h e r  d i s t o r t i n g  i t ems ,  s u c h  a s  major s u b c o n t r a c t s  o r  
s u b g r a n t s ) ,  d i r e c t  s a l a r i e s  and wages, or o t h e r  base  which r e s u l t s  i n  a n  
e q u i t a b l e  d i s t r i b u t i o n .  The d i s t r i b u t i o n  base s h a l l  g e n e r a l l y  e x c l u d e  
p a r t i c i p a n t  suppor t  c o s t s  a s  d e f i n e d  i n  paragraph  3 2  of  Attachment B .  

d .  Except where a s p e c i a l  r a t e ( s )  is r e q u i r e d  i n  acco rdance  w i t h  
Subparagraph 5, t he  i n d i r e c t  c o s t  r a t e  developed under t h e  above p r i n c i p l e s  is 
a p p l i c a b l e  t o  a l l  awards a t  t h e  o r g a n i z a t i o n .  If a special  r a t e ( s )  i s  r e q u i r e d ,  
a p p r o p r i a t e  modi f ica t ions  s h a l l  be made i n  o rde r  t o  deve lop  the  s p e c i a l  r a t e ( s ) .  

e .  For an o r g a n i z a t i o n  t h a t  r e c e i v e s  more t h a n  $ 1 0  m i l l i o n  i n  
Federal  funding  of d i r e c t  c o s t s  i n  a f i s c a l  yea r ,  a b reakou t  of t h e  i n d i r e c t  
c o s t  component i n t o  t w o  broad c a t e g o r i e s ,  F a c i l i t i e s  and A d m i n i s t r a t i o n  a s  
de f ined  i n  subparagraph C . 3 ,  i s  r e q u i r e d .  The r a t e  i n  each case  shall be s t a t e d  
a s  t h e  percentage.  which the  amount of t h e  p a r t i c u l a r  i n d i r e c t  c o s t  c a t e g o r y  
( i . e . ,  F a c i l i t i e s  o r  Admin i s t r a t ion )  i s  of the  d i s t r i b u t i o n  base i d e n t i f i e d  with 
t h a t  c a t e g o r y .  

3 .  Mul t ip l e  a l l o c a t i o n  base  method 

a .  General .  Where an o r g a n i z a t i o n ' s  i n d i r e c t  c o s t s  b e n e f i t  its 
major f u n c t i o n s  i n  varying degrees ,  i n d i r e c t  c o s t s  s h a l l  be accumula ted  i n t o  
s e p a r a t e  c o s t  groupings,  a s  d e s c r i b e d  i n  subparagraph  b .  Each g r o u p i n g  s h a l l  
then be a l l o c a t e d  i n d i v i d u a l l y  t o  b e n e f i t t i n g  f u n c t i o n s  by means of a base  which 
bes t  measures the  r e l a t i v e  b e n e f i t s .  The d e f a u l t  a l l o c a t i o n  b a s e s  by c o s t  pool 
are  d e s c r i b e d  i n  subparagraph c. 

h. I d e n t i f i c a t i o n  of i n d i r e c t  c o s t s .  Cos t  groupings  s h a l l  be 
e s t a b l i s h e d  s o  a s  t o  permit  t h e  a l l o c a t i o n  of  each  grouping  on t h e  b a s i s  of 
b e n e f i t s  p rovided  t o  t he  major  f u n c t i o n s .  Each g roup ing  s h a l l  c o n s t i t u t e  a pool 
of expenses t h a t  a r e  of l i k e  c h a r a c t e r  i n  terms of  f u n c t i o n s  t h e y  b e n e f i t  and i n  
terms of t h e  a l l o c a t i o n  Lase which best rrieasures t h e  r e l a t i v e  b e n e f i t s  p r o v i d e d  
t o  each f u n c t i o n .  The groupings a r e  c l a s s i f i e d  w i t h i n  the two broad c a t e g o r i e s :  
" E ' a c i l i t i e s "  and "Adminis t ra t ion ,  " a s  d e s c r i b e d  in subparagraph  C .  3. The 
i n d i r e c t  c o s t  pools  a r e  de f ined  a s  follows: 

[ 1 )  Deprec ia t ion  and use  a l lowances .  'The expenses  under  t h i s  
heading a r e  t h e  por t ion  of  t h e  c o s t s  of t h e  o r g a n i z a t i o n ' s  b u i l d i n g s ,  c a p i t a l  
improvements t o  l a n d  a n d  hu i ld i r iy s ,  and equipment which a r e  computed i n  
accordance w i t h  paragraph 11 of Httachment B ( " D e p r e c i a t i o n  and u s e  
a l lowances")  . 
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(21 I n t e r e s t .  I n t e r e s t  on debt  assoc ia ted  w i r h  cer:ain 
D ~ J J  ] d i n g s ,  r-qriiprrient aind c .ap i t s1  improv::ments d r e  computed i n  accordance with 
p a r a g r a p h  2 3  of Attachment E! ( " In te i -es l  ' I )  . 

(3) Operatdon arid niaAritenance expenses.  The expenses under 
t h i s  headLnq a r e  those  t h a t .  have been ,ncurred f o r  t h e  admin i s t r a t ion ,  
o p e r a t i o n ,  maintenance,  preservatJ .on,  and p r o t e c t i o n  o f  the o r g a n i z a t i o n ' s  
phys i  c;il 71 a , i t .  T h e y  1 .nc1  ude expenses riormally incu r red  f o r  s u c h  i t ems  as :  
j d n i  t o r i d  arid u t i ? j . t y  s e r v i c e s ;  r e p a i r s  and o r d i n a r y  or normal a l t e r a t J .ons  of 
nui.l.d:.ngs, f u r n i t u r e  and equipment;  ca r?  of  grounds;  maintenance and ope ra t i~on  
of b u i l d i n g s  and o t h e r  p l a n t  f a c i l i t i e s ;  s e c u r i t y ;  earEhguake and d i s a s t e r  
p r e p a r e d n e s s ;  environmental  s a f e t y ;  hazardous waste  d isposa l ;  p rope r ty ,  
l i a b i l i t y  arid o t h e r  i n su rance  r e l a t i n g  t o  p r o p e r t y ;  space and c a p i t a l  l e a s i n g ;  
f a c i  1 1  1:y p1 anning and management; and, c e n t r a l  r ece iv ing .  The ope ra t ion  and 
maiin~-.erlance expenses  ca t egory  s h a l l  a l s o  i n c l u d e  i t s  a l locable  s h a r e  of f r i n g e  
b e n e f i t .  costs, d e p r e c i a t i o n  and use a l lowances ,  and i n t e r e s t  c o s t s .  

( 4 )  General  admin i s t r a t ion  and genera l  expenses .  The expenses 
under  t h i s  headj.ng a r e  those  t h a t  have been i n c u r r e d  f o r  t h e  o v e r a l l  genera l  
e x e c u t i v e  and a d m i n i s t r a t j v e  o f f i c e s  of t he  o rgan iza t ion  and o t h e r  expenses of  a 
g e n e r d l  n a t u r e  which do no t  r e l a t e  s o l e l y  t o  any major funct ion of t he  
o r g a n i z a t i o n .  T h i s  ca t egory  s h a l l  a l s o  i n c l u d e  i t s  a l locab le  sha re  of f r i n g e  
b e n e f i t  c o s t s ,  ope ra t ion  and maintenance expense ,  deprec ia t ion  and use 
a l l o w a n c e s ,  and i n t e r e s t  c o s t s .  Examples of t h i s  category i n c l u d e  c e n t r a l  
o f f j - c e s ,  s u c h  as t he  d i r e c t o r ' s  o f f i c e ,  t h e  o f f i c e  of f inance,  bus iness  
s e r v i c e s ,  budget and p l ann ing ,  personnel ,  s a f e t y  and risk management, genera l  
c o u n s e l ,  management in fo rma t ion  systems, and l i b r a r y  costs .  

I n  d e v e l o p i n g  t h i s  c o s t  p o o l ,  s p e c i a l  c a r e  shou ld  be exercised t o  ensure  t h a t  
c o s t s  i n c u r r e d  for t h e  same purpose i n  l i k e  ci rcumstances a r e  t r e a t e d  
c o n s i s t e n t l y  a s  e i t h e r  d i r e c t  o r  i n d i r e c t  c o s t s .  For example, s a l a r i e s  of 
LechnJ-cal  s t a f f ,  p r o j e c t  s u p p l i e s ,  p r o j e c t  p u b l i c a t i o n ,  te lephone t o l l  charges ,  
computer  c o s t s ,  t r a v e l  c o s t s ,  and s p e c i a l i z e d  s e r v i c e s  cos t s  s h a l l  be t r e a t e d  a s  
d i r - e c t  C O S ~ S  wherever i d . o r J t i f i a b l e  t o  a p a r t i c u l a r  program. The s a l a r i e s  and 
wages of a d m i n i s t r a t i v e  and pooled c l e r i c a l  s t a f f  snould normally be t r e a t e d  iis 
i n d i r e c t  c o s t s .  D i rec t  cha rg ing  of  t hese  c o s t s  may ue appropr i a t e  where a ma:lor 
p r o j e c t  o r  a c t i v i t y  e x p l i c i t l y  r equ i r e s  and budgets  f o r  a d m i n i s t r a t i v e  o r  
c l e r i c a l  s e r v i c e s  and o t h e r  i n d i v i d u a l s  i nvo lved  can be i d e n t i f i e d  with t h e  
program or a c t i v i t y .  I tems  such a s  o f f i c e  s u p p l i e s ,  postage,  l o c a l  te lephone 
c o s t s ,  p e r i o d i c a l s  and memberships should normal ly  be t r ea t ed  as i n d i r e c t  c o s t s .  

c .  A l l o c a t i o n  b a s e s .  Actual c o n d i t i o n s  shal l  be taken i n t o  accounr: 
ir i  s e i e c t i n g  t h e  base  t o  be used i n  a l l o c a t i n g  t h e  expenses i n  each grouping t c j  

b e n e f i t t i n g  f u n c t i o n s .  T h e  e s s e n t i a l  c o n s i d e r a t i o n  i n  s e l e c t i n g  a method o r  a 
b a s e  i s  t h a t  i t  i s  t h e  one b e s t  s u i t e d  f o r  a s s i g n i n g  the pool  of cos ts  t o  cos t  
o b j e c t i v e s  i n  accordance  w i t h  b e n e f i t s  d e r i v e d ;  a t r aceab le  cause and e f f e c t  
r e l a t i o n s h i p ;  o r  l o g i c  and r eason ,  where n e i t h e r  t h e  cause nor  t h e  e f f e c r  of  t h e  
r e l a t i o n s h i p  i s  d e t e r m i n a b l e .  When an a l l o c a t i o n  can be made by assignment of a 
c o s t  g roup ing  d i r e c t l y  t o  t h e  func t ion  b e n e f i t e d ,  t h e  a l l o c a t i o n  s h a l l  be made 
i n  t h a t  manner.  When the expenses  i n  a c o s t  g rouping  are  more g e n e r a l  i n  n a t u r e ,  
t h e  a l l o c a t i o n  s h a l l  be made through t h e  use  of a se lec ted  base  which produces 
r e s u l t s  t h a t  a r e  e q u i t a b l e  t.o both t h e  Federa l  Government and t h e  o rgan iza t ion .  
The d i s t r i b u t i o n  s h a l l  be made i n  accordance w i t h  t h e  bases d e s c r i b e d  here in  
u n l e s s  i t  can be demonst ra ted  t h a t  t he  use  of a d i f f e r e n t  base  
more e q u i t a b l e  a l l o c a t i o n  of t h e  c o s t s ,  o r  t h a t  a more r e a d i l y  
dould n o t  i n c r e a s e  t h e  c o s t s  charged t o  sponsored  awards The 

would r e s u l t  in a 
a v a i l a b l e  base  

r e s u l t s  of 
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( a )  Deprec ia t ion  01 u s e  a1iow;lnct.s 011 I m i J d i i r y s  u sed  
e ~ c l u s i v e l y  1 1 1  t l i e  conduct of a s i n g l e  fu i ic t ion ,  and on c a p i t a l  improvements  and 
equipment used i n  such b u i l d i n g s ,  s h a l l  13e ass igned  t o  t l i a t  f u n c t i o n .  

( b )  Deprec ia t ion  01 use a l lowances  on b u i l d i n g s  used  for  
more than  one func t ion ,  and on c a p i t a l  improvenients and equipment used  in such 
b u i l d i n g s ,  s h a l l  be a l l o c a t e d  t o  t h e  i n d i v i d u a l  f u n c t i o n s  performed i n  each  
b u i l d i n g  on  the bas i s  of  u s a b l e  squa re  f e e t  of space ,  excluding common a r e a s ,  
s u c h  a s  ha l lwavs ,  s t a i r w e l l s ,  and r e s t rooms .  

( c )  Deprec ia t ion  o r  use a l lowances  on b u i l d i n g s ,  c a p i t a l  
improvements and equipment r e l a t e d  space  ( e .  g .  , i n d i v i d u a l  rooms, and 
l a b o r a t o r i e s )  used j o i n t l y  by more than  one f u n c t i o n  ( a s  determined by t h e  u s e r s  
of t h e  space )  shall be t r e a t e d  a s  follows. The c o s t  of  each j o i n t l y  used  u n i t  
of space  s h a l l  be a l l o c a t e d  t o  t h e  b e n e f i t t i n g  f u n c t i o n s  on the  b a s i s  o f :  

(i) t h e  employees and o t h e r  users on a f u l l - t i m e  
equ iva len t  (FTE) b a s i s  o r  s a l a r i e s  and wages of t h o s e  i n d i v i d u a l  f u n c t i o n s  
b e n e f i t t i n g  from the use of t h a t  space ;  o r  

(ii) organiza t ion-wide  employee FTEs o r  s a l a r i e s  
and wages app l i cab le  t o  t h e  b e n e f i t t i n g  f u n c t i o n s  of the o r g a n i z a t i o n .  

( d )  Deprec ia t ion  o r  use  a l lowances  on c e r t a i n  c a p i t a l  
improvements t o  land, such as  paved pa rk ing  a r e a s ,  f e n c e s ,  s idewa lks ,  and  t h e  
l i k e ,  no t  inc luded  i n  t he  c o s t  of b u i l d i n g s ,  shall be a l l o c a t e d  t o  u s e r  
c a t e g o r i e s  on  a FTE b a s i s  and d i s t r i b u t e d  t o  major f u n c t i o n s  i n  p r o p o r t i o n  t o  
t h e  s a l a r i e s  and wages of a l l  employees a p p l i c a b l e  t o  t h e  f u n c t i o n s .  

( 2 )  I n t e r e s t .  I n t e r e s t  c o s t s  s h a l l  be a l l o c a t e d  i n  t h e  s a m e  
manner a s  t h e  dep rec i a t ion  o r  use a l lowances  on t h e  b u i l d i n g s ,  equipment  and 
c a p i t a l  equipments t o  which t h e  i n t e r e s t  r e l a t e s .  

( 3 )  Opera t ion  and maintenance expenses .  Opera t ion  and  
maintenance expenses s h a l l  be a l l o c a t e d  i n  t h e  same manner a s  che d e p r e c i a t i o n  
and u s e  a l lowances .  

1 4 1  General a d m i n i s t r a t i o n  and g e n e r a l  expenses .  G e n e r a l  
a d m i n i s t r a t i o n  and  general  expenses  s h a l l  be a l l o c a t e d  t o  b e n e f i t t i n g  f u n c t i o n s  
based on modified t o t a l  d i r e c t  costs (MTDC), as d e s c r i b e d  i n  subpa rag raph  D . 3 . f .  
The  expenses  included i n  t h i s  ca t egory  could  be grouped f i r s t  a c c o r d i n g  t o  major  
f u n c t i o n s  of  t h e  o rgan iza t ion  t o  which they  r ende r  s e r v i c e s  o r  provide b e n e f i t s .  
The aggrega te  expenses  of each group s h a l l  then  he a l l o c s t e d  t o  k e n e f i t t i n y  
f u n c t i o n s  based oil MTDC. 

d .  Order oi distribution. 

(1  :I I n d i r e c t  c o s t  c a t e g o r i e s  C O n S l S K i ! , q  of d e p r e c i a t i o n  and 
use a l lowances ,  in te r t i sc ,  o p e r a t i o r  and main tenance ,  and qeiieral  a c t m i n i s t r a t i o n  
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( 2 )  NormaJ~ly,  a n  i n d i r e c t  c o s t  category w l > . l  be corrsidered 
c;lc)sed o n c e  i t  has  been a l l : , ca t ed  to other  c o s t  ob lec t ives ,  and cos t ,S  shaJ.1 no: 
b e  subseyuen:tly a l l o c a t e d  t o  i t .  However, a c r o s s  a l loca t io :~  o f  c o s t s  between 
two o r  more i n d i r e c t  c o s t s  c a t e g o r ~ e s  could be used i f  such a l l o c a t i o n  will 
resu1 . t  in a more e q u i t a b l e  a l l o c a t i o n  of c o s t s .  I f  a c r c s s  a l loca t i . on  i s  used, 
an  a p p r n p r i a  t e  mod i f i ca t ion  to t he  composition of t h e  ind i r ec t  c o s t  c a t e g o r i e s  
3.5 r e q u j . r e d .  

e .  A p p I . ~ c a t i o n  of i x d i r e c t  c o s t  r a t e  o r  r a t e s .  Except where a 
s p e c i a l  i n d i r e c t  cos t  r a t e  ( s )  i s  requi red  i n  accordance w i t h  subparagraph U .  5 ,  
t h e  s e p a r a t e  g r o u p L r i g s  o f  ~ n d : i r e c t  c o s t s  a l l o c a t e d  t o  each major f u n c t i o n  sha1.l 
be a g g r e g a t e d  and t r e a t e d  a s  a common pool  f o r  t h a t  functiori. The C U S ~ S  in Che 
common pool s h a l l  then be d i s t r i b u t e d  t o  i n d i v i d u a l  a w a r d s  inc luded  i n  t ha t  
f u n c t i o n  b y  use of  a s i n g l e  ind i rec t .  c o s t  r a t e .  

f ,  D i s t r i b u t i o n  basi.5. I n d i r e c t  c o s t s  sha l l  be d i s t r i b u t e d  t o  
a p p l i c a b l e  sponsored awards and o t h e r  b e n e f i t t i n g  a c t i v i t i e s  w i th in  each major 
f u n c t i o n  on the  b a s i s  of MTDC.  MTDC c o n s i s t s  of  a l l  s a l a r i e s  and wages, f r i n g e  
b e n e f i t s ,  m a t e r i a l s  and s u p p l i e s ,  s e r v i c e s ,  t r a v e l ,  and subgrants  arid 
s u b c o n t r a c t s  up t o  the  f i r s :  $ 2 5 , 0 0 0  of each subgran t  o r  subcontxact  ( r e g a r d l e s s  
of  t h e  p e r i o d  covered by t h e  suhgrant  o r  s u b c o n t r a c t ) .  Equipment, c a p i t a l  
e x p e n d i t u r e s ,  charges  f o r  p a t i e n t  c a r e ,  r e n t a l  c o s t s  and the  p o r t i o n  i n  excess  
of $25,000 s h a l l  be excluded from MTDC. P a r t i c i p a n t  support Costs  shall 
g e n e r a l l y  be excluded from MTDC. Other i t ems  may only be excluded when the  
F e d e r a l  c o s t  cognizant  agency de termines  t h a t  an exclusion i s  necessa ry  to avoid 
a s e r i o u s  i n e q u i t y  i n  t h e  d i s t r i b u t i o n  of i n d i r e c t  c o s t s .  

g .  I n d i v i d u a l  Rate Components. An i n d i r e c t  cos t  r a t e  s h a l l  be 
d e t e r m i n e d  f o r  each s e p a r a t e  i n d i r e c t  cos t  pool  developed. The r a t e  i n  each 
c a s e  shall be s t a t e d  a s  t h e  percentage  w h i c h  the amount o f  t h e  p a r t i c u l a r  
i n d i r e c t  c o s t  pool is of t h e  d - i s t r i b u t i o n  base  i d e n t i f i s d  w i t h  t h a t  ?oo l .  Each 
i n d i r e c t  c o s t  r a t e  n e g o t i a t i o n  or  de te rmina t ion  agreement skia.11 i n c l u d e  
deve lopmen t  o f  t h e  r a t e  f o r  each i n d i r e c t  c o s t  poo l  a s  w e l l  a s  t h e  o v e r a l l  
i n d i r e c t  c o s t  r a t e .  The i n d i r e c t  c o s t  pools  s h a l l  be c l a s s i f i e d  wi:hin t w o  
broad  c a t e g o r i e s :  " F a c i l i t i e s "  and "Admin i s t r a t ion ,  " as descr ibed  i n  
s u b p a r a g r a p h  C . 3 .  

4 .  D3.rect a l l o c a t i o n  method 

a .  Some n o n - p r o f i t  o r g a n i z a t i o n s  t r e a t  a l l  cos t s  a s  d i r e c t  c o s t s  
e x c e p t  g e n e r a l  a d m i n i s t r a t i o n  ancl genera l  expenses .  These o r g a n i z a t i o n s  
g e n e r a l l y  s e p a r a t e  t h e i r  c o s t s  i n t o  t h r e e  b a s i c  c a t e g o r i e s :  (i) General  
a d m i n i s t r a t i o n  a n d  gene ra l  expenses ,  ( i l l  f u n d r a i s i n g ,  and iiii) o t h e r  d i r e c t  
f u n c t i o n s  ( i n c l u d i n g  p r o j e c t s  performed under F e d e r a l  awards) . J o i n t  c o s t s ,  
s u c h  a s  d e p r e c i a t i o n ,  r e n t a l  c o s t s ,  ope ra t ion  ancl maintenance of  f a c i l i t i e s ,  
t e l e p h o n e  expenses ,  arid t h e  Like a r e  p r o r a t e d  i r id iv idua l iy  a s  d i r e c t  c o s t s  t o  
each  c a t e g o r y  arid t o  each award G T  o t h e r  a c t i v i t y  u s i n g  a bdse most a p p r o p r i a t e  
t o  the p a r t i c u l a z  c o s t  be ing  p r o r a t e d .  

b .  T h i s  method i s  accep tab le ,  p r o v i d e d  each I o i n t  cos t  i s  p ro ra t ed  
u s i n g  a base  w h i c h  a c c u r a t e l y  measures t h e  b e n e f i t s  provided to each award or  
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c .  Under  t h i s  rrtethod, i n d i r e c r  c o s ~ s  cons3 st exclusively of ger i e r t i l  
a d m i n i s t r a t i o n  and genera l  expenses .  I n  a l l  o t h e r  r e s p e c t s ,  the o r g a n i z a t i o n ' s  
i n d i r e c t  c o s t  r z t e s  s h a l l  be computed i n  t t ie  same manner as t h a t  d e s c r i b e d  i n  
subparagraph 2 .  

5. S p e c i a l  i n d i r e c t  c o s t  r a t e s .  I n  some i n s t a n c e s ,  a s i n g l e  i n d i r e c t  
c o s t  r a t e  f o r  a l l  a c t i v i t i e s  of an o r g a n i z a t i o n  01- f o r  each major f u n c t i o n  of 
t h e  o r g a n i z a t i o n  may not be a p p r o p r i a t e ,  s i n c e  i t  wou1.d not  t a k e  i n t o  a c c o u n t  
those  d i f f e r e n t  f a c t o r s  which may s u b s t a n t i a l l y  a f f e c t  t h e  i n d i r e c t  c o s t s  
a p p l i c a b l e  t o  a p a r t i c u l a r  segment of work. For t h i s  purpose,  a p a r t i c u l a r  
segment of work may be t h a t  performed under a s i n g l e  award o r  it may c o n s i s t  o f  
w o r k  under a group of awards performed i n  a common environment .  These  f a c t o r s  
may i n c l u d e  the  phys ica l  l o c a t i o n  of t h e  .work, t h e  l e v e l  of a d m i n i s t r a t i v e  
suppor t  r e q u i r e d ,  the  n a t u r e  of t h e  f a c i l i t i e s  o r  o t h e r  r e sources  employed,  t h e  
s c i e n t i f i c  d i s c i p l i n e s  o r  t e c h n i c a l  s k i l l s  i nvo lved ,  t h e  o r g a n i z a t i o n a l  
a r rangements  used, o r  a n y  combinat ion t h e r e o f .  When a p a r t i c u l a r  segment  of  
work i s  performed i n  an environment which appea r s  t o  g e n e r a t e  a s i g n i f i c a n t l y  
d i f f e r e n t  l e v e l  of i n d i r e c t  c o s t s ,  p r o v i s i o n s  shou ld  be made f o r  a s e p a r a t e  
i n d i r e c t  c o s t  pool a p p l i c a b l e  t o  such work. The s e p a r a t e  i n d i r e c t  c o s t  pool ' 

should  be developed ducing t h e  cour se  of t h e  r e g u l a r  a l l o c a t i o n  p r o c e s s ,  and  t h e  
s e p a r a t e  i n d i r e c t  cos t  r a t e  r e s u l t i n g  theref rom s h o u l d  be used, p r o v i d e d  i t  i s  
determined t h a t  ( i )  the  r a t e  d i f f e r s  s i g n i f i c a n t l y  from t h a t  which would have  
been o b t a i n e d  under subparagraphs 2 ,  3 ,  and 4, and (ii) r h e  volume of work t o  
which t h e  r a t e  would apply i s  m a t e r i a l .  

E .  Nego t i a t ion  and Approval of I n d i r e c t  Cost  Ra te s  

1. D e f i n i t i o n s .  2 s  used i n  r h i s  sec:ion, t h e  fo l lowing  t e r m s  have  t h e  
meanings set 
f o r t h  below: 

a .  Cognizant agency means t h e  F e d e r a l  agency r e s p o n s i b l e  f o r  
negoEia t ing  a n d  approving i n d i r e c t  c o s t  r a t e s  f o r  a non-p ro f i t  o r g a n i z a t i o n  on 
beha l f  of a l l  Federal  a g e n c i e s .  

b .  Predetermined r a t e  means an i n d i r e c t  c o s t  r a t e ,  a p p l i c a b l e  t o  a 
s p e c i f i e d  c u r r e n t  o r  f u t u r e  p e r i o d ,  u s u a l l y  t h e  o r g a n i z a t i o n ' s  f i s c a l  y e a r .  T h e  
r a t e  i s  based on an e s t i m a t e  of t h e  c o s t s  t o  be i n c u r r e d  du r ing  t h e  p e r i o d .  A 
prede termined  r a t e  i s  no t  s u b j e c t  t o  ad jus tment .  

c .  Fixed r a t e  means an indirec: t  c o s t  r a t e  w h i c h  lias t h e  same 
c h a r a c t e r i s t i c s  a s  a predetermined r a t e ,  except  t h a t  the d i f f e r e n c e  between t h e  
e s t ima ted  c o s t s  and the a c t u a l  c o s t s  of t h e  p e r i o d  covered  by t h e  r a t e  i s  
c a r r i e d  forward a s  an adjustment  t o  t h e  r a t e  cornputbtion of  a subsequen t  peri .od.  

d .  Final  r a t e  means an i n d i r e c t  cost r a t e  a p p l i c a b i e  t o  a s p e c i f i e d  
1.3ast pe r iod  which i s  based o n  t h e  a c t u a l  c o s t s  of the p e r i o d .  A f i n a l  r a t e  i s  
not s u b i e c t  t o  adjustment .  
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e .  ":)visional r a t e  o r  b j . j l . ing  r a t e  nrearis a iemporary  ind . i rec t  coz t  
r a t e  appLicab1.e to a s p e c i i ' i e d  per.Lod which 1.s I J S ~ ~ ? '  for fu : :d ing ,  i n t e r i m  
: -?xnbursernent ,  and  r e p o r t i r i q  L n d i r e c t  c o s t s  or1 awards  ?end-nq t h e  e s t a b l i s h m e n t  
o f  a Ejnal r a t e  fo:- t h e  period 

f .  1nrl-i.rect c o s t  proposal means t h e  documenta-.ion p r e p a r e d  by an 
~ ~ ~ Z I T U Z ? I ~ J . O ~ ~  to s i J !bs t an t i a t e  : t:; cl a1.m f o r  t h e  re-rbursernent of i n d i r e c t  c : i s t s  
T h i s  p r o p o s a l  p r o v i d e s  t h e  bai ; js  f o r  t he  review a n d  negot i  ition l e a d i n g  t c i  t h e  
e s t a h l i s h m e n t  of a:2 o r g a n i z a t i o n ' s  ~ . n d i r e c ;  cos t  r i t e .  

g .  C o s t  o b j e c t i v e  means a f u n c t i o n ,  o r g a n i z a t , . o n a l  subdivision, 
contract., q r a n t ,  o r  o t h e r  work u n i t  f o r  which c o s t  d a t a  a r?  d e s i r e d  and f o r  
whrch  provis ior i  1s made t o  a c c u m u l a t e  and measu re  t h e  cos[ of p r o c e s s e s ,  
p r o j e c t s ,  ]c)ns and c a p i t a l i z e d  pro jec ts .  

2 .  N e g o t i a t i o n  and a p p r o v a l  of r a t e s  

a .  Un les s  d i f f e r e n t  a r r a n g e m e n t s  a r e  ag reed  t o  by t h e  a g e n c i e s  
c o n c e r n e d ,  t h e  F e d e r a l  agency  w i t h  t h e  l a r g e s t  d o l l a r  value o f  awards  w i t h  an 
O r g a n i z a t i o n  w i l l  be  d e s i g n a t e d  a s  t h e  c o g n i z a n t  agency  for t h e  n e g o t i a t i o n  and 
approval of  t h e  i n d i r e c t  c o s t  r a t e s  and ,  where n e c e s s a r y ,  o the r  r a t e s  such a s  
f r i n g e  b e n e f i t  and  computer c h a r g e - o u t  r a t e s .  Once an  agency is a s s i g n e d  
c o g n i z a n c e  f o r  a p a r t i c u l a r  n o n - p r o f i t  o r g a n i z a t i o n ,  the a s s ignmen t  w i l l  n o t  be 
c h a n g e d  u n l e s s  t h e r e  i s  a m a j o r  l ong- t e rm s h i f t  i n  t h e  d o l l a r  volume of t h e  
F e d e r a l  a w a r d s  t o  t h e  o r g a n i z a t i o n .  A l l  c o n c e r n e d  Fede ra l  a g e n c i e s  s h a l l  b e  
g i v e n  t h e  o p p o r t u n i t y  t o  p a r t i c i p a t e  i n  t h e  n e g o t i a t i o n  process b u t ,  a f t e r  a 
r a t e  has been a g r e e d  upon,  i t  w i l l  be  a c c e p t e d  by  a l l  Federa l  a g e n c i e s .  When a 
F e d e r a l  a g e n c y  h a s  r e a s o n  t o  b e l i e v e  t h a t  special  o p e r a t i n g  f a c t o r s  a f f e c t i n g  
i t s  awards n e c e s s i t a t e  s p e c i a l  i n d i r e c t  c o s t  r a t e s  i n  accordance  w i t h  
s u b p a r a g r a p h  D.5, i t  w i l l ,  p r i o r  t o  t h e  t i m e  t h e  r a t e s  a r e  n e g o t i a t e d ,  n o t i f y  
t h e  c o g n i z a n t  a g e n c y .  

b A n o n - p r o f i t  o r g a n i z a t i o n  vmich h a s  not  p r e v i o u s l y  e s t a b l i s h e d  
a n  i n d i r e c t  c o s t  r a z e  v ~ i t h  a F o d o r a l  agency  s h a l l  s u b m i t  its i n i t i a l  i n d i r e c t  
c o s t  p r o p o s a l  imn iea i a t e ly  a f t e r  t h e  o r g a n i z d t i o n  is adv i sed  t h a t  an  award will 
be made a n d ,  i n  n o  e v e n t ,  l a t e r  t h a n  th ree  months  a i t o r  t he  e f f e c t i v e  d a t e  o f  
t h e  award. 

c .  O r g a n i z a t i o n s  t h a t  h a v e  previously e s t a b l i s h e d  i n d i r e c t  cost  
rates m u s t  s u b m i t  a new i n d i r e c t  c o s t  p r o p o s a l  t o  t h e  cogn izan t  agency  w i t h i n  
s ix m o n t h s  a . f t e r  t h e  c l o s e  of each f i s c a l  y e a r .  

d .  A g r s d e t e r m i n e d  r a t e  may b e  n e g o t i a t e d  f o r  u s e  on awards where 
t h e r s  i s  r n a s o n a b l e  a s s u r a n c e ,  b a s e d  on p a s t  e x p e r i e n c e  and r e l i a b l e  p r o j e c t i o n  
of  t h e  o r g a n i z a t i o n ' s  costs ,  t h a t  t h e  r a t e  IS n o t  l i k e l y  t o  exceed  a r a r e  b a s e d  
o n  t h e  o r g a n i z a t i o n  ' s  a c t u a l  c o s t s .  

e .  E'ixed r a t e s  may b e  n e g o t i a t e d  where p rede te rmined  r a t e s  a r e  n o t  
c o n s i d e r e d  a p p r o p r i a t e .  A f i x e d  r a t e ,  however ,  s h a l l  n o t  be n e g o t i a t e d  i f  ( i )  
a l l  o r  a s u b s t a n t i a l  p o r t i o n  o f  t h e  o r g a n i z a t i o n ' s  awards a r e  e x p e c t e d  t o  e x p i r e  
before t h e  c a r r y - f o r w a r d  a d j u s t m e n t  can be  made; (ii) the m i x  of F e d e r a l  and  
n o n - F e d e r a l  work a t  t h e  o r g a n i z a t i o n  i s  t o o  e r r a t i c  t o  permi t  a n  e q u i t a b i e  
c a r r y  - f o r w a r d  
s i g n i f i c a n t l y  

€ 
p r e d e t e r m i n e d  

a d j u s t m e n t ;  or (iii) t h e  o r g a n i z a t i o n ' s  o p e r a t i o i t s  f1uc:uat-e 
f rom y e a r  t o  y e a r .  

P r o v i s i o n a l  a n d  f i n a l  r a t e s  s h a l l  b e  n e g o t i a t e d  
n o r  f i x e d  r a t e s  are  a p p r o p r i a t e .  

~-.-  - .  - 
I ' r  \ ; ] , o r - -  b 
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1 - 1  if a d i s p u t e  21i:;es i r l  a n e q o t i a t l o n  oi an i r id i l . ec t  COSI. rate 
betweer rile cognizant a y e r l u y  and t h e  I- on-profit o r g a n 1  z a t i o n ,  the d i s p u t e  s h a l l  
he resolved i i i  accordance w i . t h  tlie a p p e a l s  procedures of t h e  c o g n i z a n t  a g e n c y .  

1 T o  t h e  e x t e n t  t h d t  problems are e n c o u n t e r e d  among t h e  F e d e r a l  
agencies i r ~  c o n n e c t i o n  wi t l i  L h t  negotiation and approvdl  process, OMB will l e n d  
assistance as r e q u i i e d  LO r e s o l v e  s u c h  problems in a timely m a n n e r .  

j \-.,::,- s - '.(:;iPf 1 
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ATTACHMENT B 
Cir-u la r  No. ? - 1 1  

1 .  
2 .  
3 . 
4 .  
:3 . 
6. 
7 . 
ti 
5. 
10. 

1 1 .  
32. 
1 3 .  
1 . 4 .  
15. 
16. 
17. 
18. 
19. 
2 0 .  
2 1 .  
22. 
2 3 .  
24. 
2 5 .  
2 6 .  
27. 
28. 
2 9 .  
3 0 .  
3 1 .  
3 2 .  
3 3 .  
34. 
35. 
36. 
37. 
38. 
39. 
40. 
41. 
42. 
4 3 .  
44. 
45. 
4 6 .  
47. 
48. 

4 d v e r t i s i n g  and p u b l i c  r e l a t i o n s  costs 
Advisory counc i l s  
AI coho 1 i c beverages 
Audi t  c o s t s  and r e l a t e d  s e r v i c e s  
Bad d e b t s  
Bonding c o s t s  
Commun j ca  t I on c o s t s  
Compensati.on f o r  pe r sona l  c;ervi ce s  
Cont ingency provl.sLons 
Defense and prosecut ion  o f  c r l m l n ; l l  a n d  ::J V J  I ? rocesding .? ,  cJ.a~.nls,  a p p e a l s  
and  p a t e n t  infr ingement  
Deprec ia t ion  and use aJ.lowances 
Donat ions and co r i t r i bu t ions  
Employee morale ,  h e a l t h ,  arid we1 f a r e  co!:t.s 
En te r t a inmen t  cos t s  
Equipment and o the r  c a p i t a l  expendi ture->  
F i n e s  and p e n a l t i e s  
Fund r a i s i n g  and investment  management ::osts 
Gains  and l o s s e s  on d e p r e c i a b l e  a s s e t s  
Goods o r  s e r v i c e s  f o r  pe r sona l  use 
Housing and personal  l i v i n g  expenses 
I d l e  f a c i l i t i e s  and i d l e  c a p a c i t y  
I n s u r a n c e  and indemni f i ca t ion  
I n t e r e s t  
Labor  r e l a t i o n s  c o s t s  
Lobby i n  g 
Losses on o the r  sponsored aqreemen t s  o r  r o n t r a c t s  
Maintenance arid r e p a i r  c o r t s  
M a t e r i a i s  and s u p p l i e s  c o s t s  
M e e t i n g s  and conferences  
Memberships, s u b s c r i p t i o n s ,  and p r o f e s r l o n a l  activi: .y costs 
O r g a n i z a t i o n  c o s t s  
Page charges  i n  p r o f e s s i o n a l  j o u r n a l s  
P a r t i c i p a n t  support  c o s t s  
P a t e n t  c o s t s  
P l a n t  and homeland s e c u r i t y  c o s t s  
P r e - a g r  e erne n t cos t s 
P r o f e s s i o n a l  s e r v i c e s  c o s t s  
P u b l i c a t i o n  and p r i n t i n g  c o s t s  
Rearrangement and a l t e r a t i o n  c o s t s  
Reconversion c o s t s  
Rec ru iL ing  c o s t s  
R e l o c a t i o n  c o s t s  
R e n t a l  c o s t s  of b u i l d i n g s  and equipment 
R o y a l t i e s  and o the r  c o s t s  for u s e  o f  pa te r i t s  a n d  c,-);>j/r I gt ; tc ;  
Selling and 
S p e c i a l i z e d  
Taxes  
Termina t ion  

mar ke t i n  g 
s e r v i c e  f a c i l i t i e s  

costs a p p l i c a b l e  t o  spsnsored  agreements 

r-- - .- . 
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ATTACHMENT E! 
C i r cu la r  Id:). !r-122 

a .  T h e  !:erm advertlsinq c o s t s  means t h e  cos ts  of a d v e r t i s i n g  media arid 
corollary a d m i n i s t r a t i v e  c o s t s .  Adver t ]  sing med.ia J nclude magaz ines ,  
n e w s p a p e r s ,  r a d i o  and t e l e v i s i o n ,  d i r e c t  m a i l ,  e x h i b l . t s ,  e l e c t r o n i c  o r  computer 
t r a n s m i : t a l s ,  and t h e  l i k e .  

b. The t e rm p u b l i c  r e l a t i o n s  i n c l u d e s  commur-iity r e l a t i o n s  and mearts : h o s e  
a c t i v i t i e s  d e d i c a t e d  to m a l n t a i r i i n g  t h e  image o f  the  n c n - p r o f i t  o r q a n i z a t i o n  o r  
r n a i r i t a i r i ~ . n g  o r  p romot ing  u n d e r s t a n d i n g  and f a v o r a b l e  r e l a t i o r i s  W J  t h  t h e  
communJ.ty o r  p u b l i c  a t  l a r g e  o r  a n y  segment of the p u f i l i c .  

c .  T h e  o n l y  a l l o w a b l e  a d v e r t i s i n g  c o s t s  a r e  t h o s e  wb.icr! a r e  s c ; l e l y  for: 

(I) The r e c r u i t m e n t  of p e r s o n n e l  r e q u i r e d  for t h e  p e r f o r m a n c e  by :he 
non-proEi:  o r g a n i z a E i o n  o f  o b l i g a t i o n s  a r i s i n q  u n d e r  a F rde ra l  award  (See  also 
A t t a c h m e n t  8, p a r a g r a p h  4 1 ,  R e c r u i t i n g  ccsts ,  and  pa rag raph  4 2 ,  Re loCa t loP  
c o s t s )  ; 

i 2  
F e d e r a l  dward ;  

( 3  
p e r f o r m a n c e  o f  
r e i m b u r s e d  for 

T h e  p rozuremen t  of qocds and s e r v i c e s  fo: t h e  pe r fo rmance  of  il 

The disposal of s c r a p  o r  s u r p l u s  m a t e r i a l s  acquired i n  ttie 
a F e d e r a i  award e x c e p t  wheri rioii-profi? o r g a n i z a t i o n s  are 
d i s p o s a l  c o s t s  a t  a p r e d e t e r m i n e d  a m o u n t ;  or  

( 4 )  O t h e r  s p e c i f i c  p u r p o s e s  n e c e s s a r y  t o  meet the  r equ i r emen t :  of 
t h e  redera1 award .  

C i .  T h i  o ~ l y  a l l o w a b l e  public r e l a t i o n s  costs a r e :  

( 1 )  Costs s p e c i f i c a l l y  r e q u i r e d  by t h e  Federa l  award; 

( 2 )  Costs o f  communicating w i t h  t h e  p u b l i c  and p r e s s  p e r t a i n i n g  t o  
s p e c i f i c  a c t i v i t i e s  o r  accompl i shmen t s  w k i i c h  r e s u l t  iron! per fo rmance  of F e d e r a l  
awards ( t h e s e  cclsts a r e  ::onsidered necessa:-y as p a r t  of t h e  o u t r e a c h  e i f 3 r t  f o r  
The F e d e r a l  a w a r d ) ;  o r  

( 3 )  Costs of c o n d u c t i n g  g e n e r a l  l i a i s o n  w i t h  n v w s  m e d i a  a n d  
g o v e r n m e n t  p u b l i c  r e l a t i o n s  o f f i c e r s ,  t o  t h o  e x t e n t  t h a t  such a c t i v i t i e s  a r e  
l i m i t e d  t o  communication a n d  l i a i s o n  n e c e s s a r y  k e e p  t h e  p u b l i c  ir,fornied uri 
m a t t e r s  of public c o n c e r n ,  s u c h  a s  n o t i c e s  o f  F e d e r a l  c o n t r a c t / g r a n t  a w a r d s ,  
f i n a n c i a l  m a t t e r s ,  e t c .  
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(1) A 1 1  a d v e r t ~ s i n g  and pub l i c  r e l a r i o n s  cos~s o the i  ttian a s  
s l s e c i r i e d  in subparagraphs c ,  d ,  and e ;  

12) Costs  of nreet ings,  convent ions,  convocat ions ,  o r  o t h e r  e v e n t s  
r e l a t e d  t o  o t h e r  a c t i i r i t i e s  of t h e  non-prof i t  o rgar i iza t ior i ,  i n c l u d i n g :  

( a )  C o s t s  of d i s p l a y s ,  demons t r a t ions ,  and e x h i b i t s ;  

( b )  C o s t s  of  meet ing rooms, h o s p i t a l i t y  s u i t e s ,  and o t h e r  
s p e c i a l  f a c i l i t i e s  used in con junc t ion  w i t h  shows and o t h e r  s p e c i a l  e v e n t s ;  and 

( c )  S a l a r i e s  and wages of employees engaged i n  s e t t i n g  up and  
d i s p l a y i n g  e x h i b i t s ,  making demons t r a t ions ,  and p r o v i d i n g  b r i e f i n g s ;  

( 3 )  Costs  of p romot iona l  i tems and memorabi l ia ,  i n c l u d i n g  mode l s ,  
gifts, and souveni rs ;  

( 4 )  Costs  of a d v e r t i s i n g  and p u b l i c  r e l a t i o n s  des igned  s o l e l y  t o  
promote the non-pro i i t  o r g a n i z a t i o n .  

2 .  hdvisory  Counci ls  

C o s t s  i n c u r r e d  by advisory  c o u n c i l s  O K  committees a r e  a l lowab le  a s  a d i r e c t  cos t  
where a u t h o r i z e d  by the  F e d e r a l  awarding agency o r  as an i n d i r e c t  c o s t  where 
a l l o c a b l e  t o  Federal  awards. 

3 .  ?. lcoholic beverages.  C o s t s  of a l c o h o l i c  beve rages  a r e  una l lowable  

4 .  A u d i t  c o s t s  and r e l a t e d  s e r v i c e s  

a The c o s t s  of a u d i t s  r equ i r ed  by , and performed i n  accordance wi th ,  t h e  
S ingle  Audit Act, as implemented by C i r c u l a r  A-133, "Audits  of S t a t e s ,  L o c a l  
Governments, and Non-Profit Organ iza t ions"  a r e  a l l o w a b l e .  Also s e e  31 USC 
75051b) and s e c t i o n  230  ("Audit  Costs")  of C i r c u l a r  A-133. 

b .  Other aud.j t  c o s t s  a r e  a l l o w a b l e  i f  inc luded  i.n an indirect cos t  r a t e  
proposa l ,  o r  i f  s p e c i f i c a l l y  approved by the  awarding agency a s  a d i r e c t  cost  tc 
an award. 

c. The cos t  o f  agreed-upon p rocedures  engagements t o  monitor s u b z e c i p i e n t s  who 
a r e  exempted from A-133 under  sect j .on 2 0 0 ( d )  are a l l o w a b l e ,  s u b j e c t  to t h e  
cond.it ions l i s t e d  i n  A-1.33, s e c t i o n  230 ( b )  (2). 
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a .  Wond:.nq costs a r j . s e  when the Federal Government requ;ros assurance 
against f;ndricLal I.oss to :tself or ochers by reason of the act O L  default o: 
tile non-pro:lt organization. They arise also in instances where tne non-prof; C 
o r g a n i  z a t J o n  rc-qui-es s i m ~  lar assurance. included are such bonds a s  bid, 
performarir:e, pa.jmerii;, advance payment, infringement, and f 1  delity uondr ; .  

b Costs of bonding r equ i r ed  pursuant to the terms :if the award a r e  
a l l o w a t J l r  

c .  Costs of bonding required by the non-profiL organization in the 
qerieral conduct of i t s  operations are allowable to the extent tlhat such horiding 
is i n  accordance wjth sound business practice and the r a t e s  and premiums are 
reas0nabl.e under the cirzumstances. 

7 .  Communication costs. Costs incurred for telephone services, local arid l o n g  
distance telephone calls, telegrams, postage, messenger, electronic or computer 
trdnsmi tlal Services and tne like are allowable. 

8 . Compensation for personal services. 

a. Definition. Compensation for personal services incluaes ail 
compensation paid currently cir accrued by :he organization for services of 
employees rendered during the period of t h e  award (except as othtrwise provided 
in subparagraph h) It includes, but is not limited to, salaries, waqes, 
director's and executive commiztee member's fees, incentive awards, fringe 
D e r i e f i t s ,  pension p l a n  c o z z s ,  allowances for off-site pay, lncentjve pay, 
iocation aliowances, hardship pay, and cost of living differentiais. 

b. Allowability. Except as otherwise specifically provided i n  th i s  
paragraph, the costs of such compensation are allowable to the exte:it :ha:: 

( 1 )  Total compensation to individual employees is reasonanle foi the 
s?rvices rendered and conforms to the established p o l i c y  of che organization 
cansistently applied to both Federal and non-Federal activities; and 

(2) Charyes to awards whether treated as direct or indirect costs 
a z o  determined and supported as required in this paragraph. 

c. Reasonableness 

(1) When :he organization is predominantly engaged ir: activities 
other than those sponsored by the Federal Government , compensation for employees 
on federally-sponsored work will be consi.dered reasonable to the $,:tent that it 
is consistent with that p a i d  for similar work in the organization's other 
activities. 

12) When the organization is predominantly engaged  in federally- 
sponsored activities and in cases where the kind of employees required for the 
F n d e r a l  activities are not found in the organization's other activities, 
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ti. Spec ia l  c o n s i d e r a t i o r ~ s  i n  det t : - rn in ing  a i l o w a t i l i t y .  C:ertain 
: : o n d i t l o i ~ s  r e q u i r e  spec ia l  c o n s i d e r a t i o n  and p o s s i b l e  l i m i t a t i o n s  i n  deterrniriirig 
7:ost.s under  Fede ra l  awards where amount:; 01- cypes 01 cornpensation appear  
un reasona l~ le .  lirnong such c o n d i t i o n s  a r e  t h e  f o l l o w i n g :  

( 1 )  Compensation t o  members r,f non-p ro f i t  o r g a n i z a t i o n s ,  t ru s t ees ,  
d i r e c t o r s ,  a s s o c i a t e s ,  o f f i c e r s ,  o r  t h e  immediate f a m i l i e s  t he reo f  
be te rmina t ion  should be made t h a t  s u c h  compensation is redsonable  f o r  t n e  a c t u a l  
personal  s e r v i c e s  rendered r a t h e r  than  a d i s t r i b u t i o n  of ea rn ings  i n  excess  of 
c o s t s .  

( 2 )  A n y  change i n  an o rgan iza t ion  ' s compensation p o l i c y  r e s u l t i n g  in 
a s u b s t a n t i a l  i n c r e a s e  i n  t h e  o r g a n i z a t i o n ' s  l e v e l  of compensation, p a r t i c u l a r l r  
when i t  was concurren t  w i t h  a n  i n c r e a s e  i n  t h e  r a t i o  of Federal  awards t o  o t h e r  
a c t i v i t i e s  of t h e  o rgan iza t ion  o r  any change i n  t h e  t rea tment  of a l l o w a b i l i t y  of 
s p e c i f i c  t y p e s  of compensation due t o  changes i n  Fede ra l  po l i cy .  

e .  Unallowable c o s t s .  C o s t s  which a r e  una l lowable  under o t h e r  p a r a g r a p h s  
of t h i s  Attachment s h a l l  n o t  be  a l lowab le  under t h i s  paragraph solely on t h e  
b a s i s  Ehat t hey  c o n s t i t u t e  p e r s o n a l  compensation. 

f. Overtime, extra-pay s h i f t ,  and m u l t i - s h i f t  premiums. Premiums f o r  
overt ime,  ex t ra -pap  s h i f t s ,  and m u l t i - s h i f t  work a r e  a l lowable  o n l y  w i t h  t h e  
p r i o r  approval  o f  t he  awarding agency except :  

(1) When necessary  t o  cope wiEh emergencies ,  s u c h  a s  t h o s e  r e s u l t i n g  
from a c c i d e n t s ,  na tu ra l  d i s a s t e r s ,  breakdowns of equipment,  o r  o c c a s i o n a l  
o p e r a t i o n a l  bo t t l enecks  o f  a s p o r a d i c  na tu re .  

( 2 )  When employees are  performing i n d i r e c t  f u n c t i o n s ,  s u c h  a s  
a d m i n i s t r a t i o n ,  maintenance, o r  account ing .  

( 3 )  I n  t h e  performance of t e s t s ,  l a b o r a t o r y  procedures ,  o r  o t h e r  
similar o p e r a t i o n s  which a r e  con t inuous  i n  n a t u r e  and cannot  r easonab ly  be 
i n t e r r u p t e d  o r  otherwise comple ted .  

( 4 )  When lower o v e r a l l  c o s t  t o  t h e  F e d e r a l  Government w i l l  r e s u l t .  

g .  Fr inge  her ref i t s .  

(1) Fringe b e n e f i t s  i n  t h e  form of r e g u l a r  compensation pa id  t o  
employees du r ing  per iods of  a u t h o r i z e d  absences  from t h e  job ,  such  a s  v a c a t i o n  
leave ,  s i c ] :  l e a v e ,  m i l i t a r y  l e a v e ,  and the  l i k e ,  a r e  a l lowable ,  provided such 
c o s t s  a r e  absorbed by all o r g a n i z a t i o n  a c t i v i t i e s  i n  p ropor t ion  t o  the  r e l a t i v e  
amount o€ t i m e  o r  effo; t  a c t u a l l y  devoted t o  e a c h .  

( 2 )  Fringe b e n e f i t s  i n  t h e  forni of  employer  c o n t r i b u t i o n s  O X  

expenses for s o c i a l  s e c u r i t y ,  employee iristirarice, workmen ' s compensation 
in su rance ,  per:sioii plan costs ( s e e  subparagraph h ) ,  and the  l i k e ,  a r e  a l l o w a b l e ,  
provided such benef I t s  a r e  g r a n t e d  i n  accordance w i t h  e s t a b l i s h e d  w r i t t e n  
n ; g a n i z a t i o n  p o l i c i e s .  S u c h  b e n e f i t s  whetlher t i - ea t ed  2s i n d i r e c t  costs o r  a s  
di l -ect  costs, s h a i l  be d i s t i - ~ ~ b u t e d  t o  ~ m r t i c u l . a r  awards ainu o t h e r  a c t i v i t i e s  in 



i l  marine? consiz+,ent  w i t h  t r i p  p a t t e r n  of  b e n e f i t s  acci-ui:~y E O  t he  i n d i v i d u a i s  o r  
group cf ?mp.loyc?es whose s a l a r i e s  and wages a r e  ~ h a r g e , ! : ~ l . e  t o  such awards aird 
o t h e r  tJ: t . iVltles.  

(3) (a) P r r ) v i s j n n s  f o r  a r e se rve  under d se l f - in su rance  proqrdm 
for  url'-:-)mpJcjiym/ment compensatiori or workers ' cornp+nsatiorl a re  allowab1.e t o  t.h? 
e x t e n t  ! .hat  the  p rov i s ions  r ep resen t  reasonable  e s t ima-2s  of t h e  liabil> t . io r  :or 
such compensat ion,  and the  typFs of coverage,  e x t e n t  of coverage,, and ra t ss  arid 
p remium would  have beer1 a l lowable  had insurance  been zurchased t.o cover t h p  

r i sks .  However, p rov i s ions  f o r  s e l f - i n s u r e d  l i a b i l i t i e s  which do not  become 
payab le  f o r  mors than one year a f t e r  t h e  p rov i s ion  i s  zade s h a l l  no t  exceed t h e  
p r e s e n t  value of  t h e  l i a b i l i t y .  

(b) Where an o rgan iza t ion  fo l lows  a cons is ten t  p o l i c y  of 
experi:ji.rig a c t u a l  payments t o ,  o r  on  beha l f  o f ,  employees o r  former employees for  
urremp3.oynient compensation o r  workers ' compensati-on, such payments a r e  allowable 
in t h e  y e a r  of payment w i t h  t he  p r i o r  approval  of t h e  3warding agency,  provided 
t h e y  a r e  a l l o c a t e d  t o  a l l  a c t i v i t i e s  of t h e  o r g a n i z a t i o n .  

(4) Costs  o f  insurance  on the  l i v e s  of  t r u s t e e s ,  o f f i c e r s ,  or  other  
employees ho ld ing  positions of similar r e s p o n s i b i l i t y  a r e  a l lowable  o n l y  t o  the  
e x t e n t  t h a t  t he  j .nsurance r ep resen t s  a d d i t i o n a l  compensation. The c o s t s  oE such 
i n s u r a n c e  when the  organiza t i .on  is  named as b e n e f i c i a r y  are unal lowable .  

h .  Organ iza t ion - fu rn i shed  au tomobi les .  That  por t ion  o f  t h e  c o s t  of 
0 rgan iza t i . on - fu rn i shed  automobiles  t h a t  r e l a t e s  t o  personal  use by  employees 
(including t r a n s p o r t a t i o n  t o  and from work) i s  unallowable a s  f r i n g e  b e n e f i t  or  
i n d i r e c t  c o s t s  r e g a r d l e s s  of whether t h e  c o s t  is repor ted  as t a x a b l e  income t o  
t h e  employees.  These c o s t s  a r e  a l lowable  a s  d i r e c t  cos ts  t o  sponsored award 
when n e c e s s a r y  for t h e  performance of t h e  sponsorsd  award and approved b y  
awarding a g e n c i e s .  

1. Pension p lan  costs. 

(1)  Cos t s  of t he  o r g a n l z a t i o r , ' ~  pens ion  plan which a r e  incu r red  i n  
accordance w i z n  t he  e s t a b l i s h e d  p o l i c i e s  of the  organiLat ion  a r e  a l lowab le ,  
p rov ided  : 

( a )  S u c h  p o l i c i e s  meet t h e  t es t  of reasonableness;  

( b )  The methods of c o s t  a l l o c a t i o n  a r e  not  d i s c r i m i n a t o r y ;  

( c )  T h e  c o s t  ass igned  to each f i s c a l  year i s  determined 
accordance  w i t h  g e n e r a l l y  dccepted account ing  p r i n c i p i e s  [ GAAP) , a s  prescr ibed  
i n  Accounting P r i n c i p l e s  Board Opinion No. 8 i s s u e d  by the American I n s t i t u t e  of 
C e r t i f i e d  P u b l i c  Accountants ;  and 

(d) T h e  c o s t s  ass igned  t o  a g iven  f i s c a l  year are funded f o r  
a l l  plan p a r t i c i p a n t s  within six months a f t e r  t h e  end of  t h a t  y e a r .  However, 
i n c r e a s e s  t o  normal and p a s t  s e r v i c e  pension c o s t s  caused by a de l ay  i n  funding 
t h e  a c t u a r i a l  l i a b i l i t y  beyond 30 days a f t e r  each qua r t e r  o f  t h e  yea r  to  which 
s u c h  c o s t s  a r e  a s s ]  griab1.e a r e  una l lowable .  

( 2 )  Pension p lan  t e rmina t ion  i n s u r a n c e  premiums pa id  p u r s u a n t  t o  t h e  
Employee Ret i rement  Income S e c u r i t y  A c t  ( E R I S A )  of 1974 ( P u b .  L .  5 3 - 4 0 6 )  a r e  
a l l o w a b l e .  La te  payment charges  on s u c h  premiums a r e  unallowable.  

_I.., ,_ , . ~ . ..- . ._._...I -.'...-.--- 
€- ., ...:. 7' 

I 

24 



j . I r ~ c e n t i v e  compensa t ion ,  I r~ce r~c iv r  compeiisat.Lori t c j  employees Ir~ased 01.1 

c o s t  r e d u c t i o n ,  or e f f i c i e n t  performarice,  s ~ ~ g y e s t j o n  awards, s a f e t y  a w a r d s ,  
erc. , itre al lowable t o  t h e  e x t e n t  t h a t  the o v e r a l l  c;ompensation i s  de termi  rieti : o 

r easonab le  and such costs ai-e p a i d  or accrued  pursuant  LO an agreement 
en te red  into i n  good faj.tl-1 jje~:weel-i t h e  o rqan iza t iu t i  and c11e em,ployees befC11-e 1:Irc 
s e r v i c e s  were rendered, 01- pur suan t  t o  arl e s t a b l i s h e d  plan fol lowed ny t h e  
o rgan iza t ion  s o  c o n s i s t e n t l y  as to i m p l y ,  i n  e f f e c t ,  a n  agreement t o  make such 
payment. 

k. Severance pay. 
(1 )  Severance p a y ,  a l s o  commonly r e f e r r e d  t o  i s  d i s m i s s a l  wages, i s  

a payment i n  addi t ion  t o  r e g u l a r  s a i a r i e s  and wages, by o r g a n i z a t i o n s  t o  workers 
whose employment i s  being t e r m i n a t e d .  Cos ts  of severance  pay a r e  a l lowab le  only 
t o  t h e  e x t e n t  t h a t  i n  each c a s e ,  it i s  r e q u i r e d  by 

( a )  l aw ,  
(b) employer-employee agreement ,  
( c )  e s t a b l i s h e d  p o l i c y  t h a t  c o n s t i t u t e s ,  i n  e f f e c t ,  an i m p l i e d  

( d )  circumstances of t h e  p a r t i c u l a r  employment. 
agreement on  t h e  o r g a n i z a t i o n ' s  p a r t ,  o r  

( 2 )  C o s t s  of s e v e r a n c e  payments a r e  d iv ided  i n t o  t w o  c a t e g o r i e s  as  

( a )  Actua l  normal turnover  seve rance  payments s h a l l  be  
fo l lows  

a l l o c a t e d  t o  a l l  a c t i v i t i e s ;  o r ,  where t h e  o r q a n i z a t i o n  provides  for a r e s e r v e  
f o r  normal severances,  such meEhod w i l l  be a c c e p t a b l e  i f  t h e  charge  t o  c u r r e n t  
ope ra r ions  i s  reasonable  i n  l i g h t  of payments a c t u a l l y  made f o r  no rma l  
severances  over  a r e p r e s e n t a t i v e  p a s t  pe r iod ,  and i f  amounts charged a r e  
a l l o c a t e d  t o  a l l  a c t i v i t i e s  of  t h e  o r g a n i z a t i o n .  

( b )  Abnormal o r  mass severance  p a y  i s  of such a c o n j e c t u r a l  
n a t u r e  t h a t  measurement of costs by means of an a c c r u a l  w 1 l l  no t  a c h i e v e  e q u i r y  
t o  both p a r t i e s .  Thus ,  a c c r u a l s  f o r  t h i s  purpose  a r e  not  a l lowab le .  However, t h e  
Federal  Government recognizes  i t s  o b l i g a t i o n  t o  p a r t i c i p a t e ,  t o  t h e  e x t e n t  of 
i t s  f a i r  s h a r e ,  i n  any s p e c i f i c  payment. Thus, a l l o w a b i l i t y  w i l l  be  c o n s i d e r e d  
o n  a case-by-case bas i s  i n  t h e  event  o r  occur rence .  

( c )  Costs  i n c u r r e d  i n  c e r t a i n  seve rance  pay packages  (commonly 
known a s  " a  golden parachute"  payment) which a r e  i n  a n  amount i n  excess  of t h e  
normal severance  pay p a i d  by t h e  o r g a n i z a t i o n  t o  an employee upon termination o f  
empl0)ment and a r e  paid to t h e  employee c o n t i n g e n t  upon a change i n  management 
c o n t r o l  ove r ,  o r  ownership o f ,  t h e  o rgan iza t ion  ' s a s s e t s  a r e  una l lowab le .  

i d )  Severance payments t o  f o r e i g n  n a t i o n a l s  employed by t h e  
o rgan iza t ion  ou t s ide  t h e  Uni ted  S t a t e s ,  t o  t h e  e x t e n t  t h a t  t he  amount exceeds  
t h e  ccstornary os  preva i l ing  p r a c t i c e s  f o r  t h e  o r g a n i z a t i o n  i n  t h e  U n i t e d  S t a t e s  
a re  una l lowable ,  unless  t h e y  a r e  necessary  f o r  t h e  performance of Fede ra l  
pxograrrls and approved b y  awarding a g e n c i e s ,  

( e )  Severance payments t o  f o r e i g n  n a t i o n a l s  employed by t h e  
o rgan iza t ion  ou t s ide  the  United S t a t e s  due t o  t h e  t e rmina t ion  of t h e  f o r e l g n  
rr;Lional  a s  a ~esult of the c l o s i n g  o f ,  o r  c u r t a i l m e n t  of a c t i v i t i e s  hy, t he  
o rgan iza t ion  i n  t h a t  count ry ,  a r e  unallowable, unless the)' a r e  n e c e s s a r y  f o r  tne 
performance of Federal  programs and approved b y  a\.jardirig a g e n c i e s .  
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( 1  ) Charges to awards for saJari::s and wages, whether treated as 
d s r s  : c n s t - s  or indirect c o s t s ,  w i l l  be based OTI documented payrclls apprc~vec! by 
S re' :mr i s ih l e  offlcial ( s j  of the organization. The distribuzion of salaries and 
wage to awards  must be supported by personnel activity reports, as prescribed 
in s1':)paragraph (z), except when a substitute system has been approved in 

q by the cognizant agency. [See subparagraph E.2 of Attachment A . )  

(2) Reports reflecting the distribution cf activity of each employee 
must: be maintained for all staff members ( p r o f e s s i o n a l s  and nonprofessionals) 
w h o s t  compensation is charged, in whole or in part, directly to awards. In 
addJ.:-ion, I n  order to support the allocation of indirect costs, such reports 
must also be maintained f o r  other employees whose work involves two or more 
func+ ions or activities if a distribution of their compensation between such 
func-ions or ac t J .v . i  t~.es is rieeded in the determination of t h e  organization's 
indi:?ct cost r a t e  ( s )  ( e . ~ . ,  an employee erigaqed part-time in indirect c o s t  
acti-stles and part-tl-me in a direct functior!). Reports maintained by n o w  
prof? t orqanizat i.ons 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. Buaget estimates ( i . e . ,  estimates 
detezmined before the services are performed) do not qualify as support Cor 
c h a r q e s  to awards. 

(b) Each report must account for the total activity for which 
employees are compensated and which is required in fulfillment of their 
obliaations to the organization. 

(c) T h e  reports mEst be signed by the individual employee, o r  
by a responsible supervisory official having first hand knowledge of the 
a c t i v i t i e s  performed by the employee, that the distribuTion of activity 
represents a reasonable estimate of the actual work performed by the employee 
during ihe periods covered by the reports. 

(d l  The reports must be prepared at !east monthly and must 
co inc ide  with 3 n e  o r  more pay periods. 

(3) Charges for the salaries and wages of nonprofessional employees, 
in addition to the supporting documentation described i n  subparagraphs (1) and 
(2), must a l s o  be supported by records indicating the t o t a l  number of h o u r s  
worked each day maintained in conformance with Department of Labor regulations 
implementing the Fair Labor Standards Act (FLSA) (29 CTR ?art 516). For this 
purpose, the term "nonprofessional employee" shall have the same meaning as 
"nonexempt employee, " under FLSA. 

( 4 )  S a 1 a r i . o ~  and wages of employees used in meeting c c s t  sharing or 
m a t c h i n g  requirements on awards must be supported in the same mariner as salaries 
and LJages claimed f o r  reimbursement from awarding agenc2.e~. 

9. Contingency provisions. Contributions to a contingency reserve or  a n y  
similar provision made for events the occurrence of which cannot be foretold 
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1 0 .  Defense and prosecut ion  cjf c r imina l  and civil .  proceedings,  c l ~ ~ n i s ,  appea l s  
and p a t e n t  infr ingement .  

a .  D e f i n i t i o n s .  

(1)  Conviction, a s  used he re in ,  means a judgment o r  a c o n v i c t i o n  of  
a c r i m i n a l  o f f ense  by any c o u r t  of competent j u r i s d i c t i o n ,  wliether e n t e r e d  upori 
as a v e r d i c t  o r  a p l ea ,  i n c l u d i n g  a conv ic t ion  due t o  a p l ea  of no lo  c o n t e n d e r e .  

( 2 )  C o s t s  i n c l u d e ,  bu t  a r e  not l i m i t e d  t o ,  a d m i n i s t r a t i v e  and 
c le r ica l  expenses;  t he  c o s t  of l e g a l  s e r v i c e s ,  whether performed by in -house  o r  
p r i v a t e  counse l ;  and the  costs of the  s e r v i c e s  of accountants ,  c o n s u l t a n r s ,  o r  
o t h e r s  r e t a i n e d  by the o r g a n i z a t i o n  to a s s i s t  i t ;  c o s t s  of employees, o f f i c e r s  
and t r u s t e e s ,  and any s imi la r  c o s t s  i ncu r red  b e f o r e ,  dur ing ,  and a f t e r  
commencement of a j u d i c i a l  o r  adrr i inis t racive proceeding  t h a t  b e a r s  a d i r e c t  
r e l a t i o n s h i p  t o  the  p roceed ings .  

( 3 )  Fraud, as used  h e r e i n ,  means ( i)  a c t s  of f r aud  c o r r u p t i o n  o r  
a t t empt s  t o  defraud the  F e d e r a l  Government o r  t o  c o r r u p t  i t s  a g e n t s ,  (ii) a c t s  
t h a t  c o n s t i t u t e  a cause for  debarment o r  suspens ion  ( a s  s p e c i f i n d  i n  agency  
r e g u l a t i o n s ) ,  and (iii) a c t s  which v i o l a t e  t h e  F a l s e  Claims A c t ,  31 U . S . C . ,  
s e c t i o n s  3729-3731, o r  t h e  Anti-Kickback A c t ,  4 1  U.S.C. ,  s e c t i o n s  51 and 5 4 .  

( 4 )  Penalty does  n o t  i nc lude  r e s t i t u t i o n ,  reimbursement,  o r  
compensatory damages. 

( 5 )  Proceeding i n c l u d e s  an i n v e s t i g a t i o n .  

sj. (1) Except as o t h e r w i s e  desc r ibed  h e r e i n ,  c o s t s  i n c u r r e d  i n  
connec t ion  w i t h  any c r i m i n a l ,  c i v i l  o r  a d m i n i s t r a t i v e  proceeding  ( i n c l u d i n g  
f i l i n g  of a f a l s e  c e r t i f i c a t i o n )  commenced b ~ ,  t h e  Fede ra l  Government, o r  a 
S t a t e ,  ].oca1 o r  fore ign  government,  a r e  not  a l l o w a b l e  i f  t h e  p roceed ing :  (1) 
r e l a t e s  t o  a vi .olation of ,  o r  f a i l u r e  t o  comply w i t h ,  a Fede ra l ,  S t a t e ,  l o c a l  or 
f o r e i g n  s t a t u t e  or  r e g u l a t i o n  by t h e  o r g a n i z a t i o n  ( i n c l u d i n g  i ts  a g e n t s  and 
employees;, and 12) r e s u l t s  i n  a n y  of t h e  f o l l o w i n g  d i s p o s i t i o n s :  

( a )  I n  a c r i m i n a l  proceeding ,  a c o n v i c t i o n .  

(is) I n  a c i v i l  or a d m i n i s t r a t i v e  proceeding  i n v o l v i n g  a n  
a l l e g a t i o n  of f r a u d  o r  similar misconduct,  a de te rmina t ior i  of o r g a n i z a t i o n a l  
l i a l j i  l i ty . 

( c )  I n  t h e  case  of any c iv i1 .  o r  a d m i n i s t r a t i v e  p r o c e e d i n g ,  t k ~ f  
impos i t jon  of a monetary p e n a l t y .  

( d )  li f i n a l  d e c i s i o n  I iy  an a p p r o p r i a t e  Federa l  o f f i c i a l  t o  
dehar or  suspend t h e  o r g a n i z a t i o n ,  t o  r e s c i n d  o r  void an award, o r  t o  t e r m i n a t e  
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12) :f m o r e  t h a r i  one 7roceedLng involves  the same a l leged  
mi.sconduct ,  t h e  cor ; ts  of  a i J  suck proceedinqs  s h a l l  be unallowable i f  any one of 
them r e s u l t s  1.n one of t he  d i s p o : i t i o n s  s h o w n  i n  subparagraph b .  (1). 

c .  If d proceeding r e f e r r p d  to i n  subparagraph b is commenced by t n e  
F e d e r a l  Government and is resolved b y  consent  o r  compromise pursuant t o  an 
agreement  e n t e r e d  i n t o  by the  o r c a n i z a t i o n  and t h e  Federal  Government, ther: t he  
cos t s  i n c u r r e d  by t h e  o rgan iza t i cn  i n  connect ion w i r h  such proceedinqs t h a t  a r e  
o t h e r w i s e  not a l lowable  under subparagraph b may be allowed t o  the e x t e n t  
s p e c i f i c a l l y  provided i n  s u c h  agreement .  

d .  I f  a proceeding r e f e r r e d  t o  i n  subparagraph b is commenced b y  a S t a t e ,  
l o c a l  o r  f o r e i g n  government, the aui ihorized Federal  o f f i c i a l  may allow tho  c o s t s  
i n c u r r e d  b y  the o rgan iza t ion  f o r  s u c h  proceedings ,  i f  such au thor ized  o f f i c i a l  
d e t e r m i n e s  t h a t  t he  c o s t s  were i n c u r r e d  as a resu l t  o f  ( 1 )  a s p e c i f i c  term or 
c o n d i t i o n  of a federa l ly-sponsored  award, o r  (2) s p e c i f i c  wr i t t en  d i r e c t i o n  of 
an a u t h o r i z e d  off i .c i .a l  o f  t h e  spcjnsoring agency. 

e .  C o s t s  i ncu r red  i n  connec t ion  wi th  proceedings  descriDed i n  
subpa rag raph  b ,  bu t  which a r e  nor  made unal lowable by  tha t  subparagraph, may be 
a l lowed  b y  t h e  Federa l  Government, bu t  on ly  t o  t h e  ex ten t  t h a t :  

( 1 )  The c o s t s  a r e  r easonab le  i n  r e l a t i o n  to the  a c t i v i t i e s  r equ i r ed  
to dedl w i t h  t he  proceeding and the  unde r ly ing  cause  of ac t ion ;  

(2) Payment o f  t he  c o s t s  i n c u r r e d ,  as a l lowable  and a l l o c a b l e  c o s t s ,  
i s  n o t  p r o h i b i t e d  by any o the r  p r o v i s i o n ( s )  of t h e  sponsored award; 

[ 3 )  The c o s t s  a r e  not o t h e r w i s e  r e c o ~ r e r e d  f r o m  t h e  Federal  
Government or a t h i r d  p a r t y ,  eit- i t’r  d i r e c t l y  a s  a r e s u l t  cf t h e  proceeding r,r 
o t h e r w i s e ;  and, 

( 4 )  The  percentage of c o s t s  allowed does  riot exceed t h e  percentage  
d e t e r m i n e d  b y  a n  au tho r i zed  Federa l  o f f i c i a l  to be a p p r o p r i a t e ,  cons ide r ing  the  
complex i ty  of t he  l i t i g a t i o n ,  g e n e r a l l y  accepted  p r i n c i p l e s  governing the  award  
of l e g a l  f e e s  i n  c i v i l  a c t i o n s  i n v o l v i n g  t h e  United S t a t e s  as a p a r t y ,  and s u c h  
o t h e r  f a c t o r s  a s  may be a p p r o p r i a t e .  Such pe rcen tage  s h z l l  not exceed 8 0  
p e r c e n t .  However, i f  a n  agreement reached  under subparagraph c has e x p l i c i t l y  
c o n s i d e r e d  t h i s  ElcJ percent  l i r r , i t a t i o n  and pe rmi t t ed  a higher percentage,  t h e n  
t h e  f u l l  amount of c o s t s  r e s u l t i n g  from t h a t  agreement s h a l l  be a l lowable .  

f .  Cos t s  i ncu r red  by t h e  o r g a n i z a t i o n  i n  connect ion w i t h  t h e  defense  of 
s u i t s  b rough t  by i t s  employees or  ex-employees under  sec t ion  2 o f  t he  Major 
f r a u d  A c t  of 1988 ( P u b .  L .  100-?00), i n c l u d i n g  t h e  c o s t  o f  a l l  r e l ~ e f  necessary 
tG make such employee whole, where t h e  o r g a n i z a t i o n  was risurid liablc 07 settled, 
a r e  una l lowab le .  

g .  Cos ts  of  l e g a l ,  accoun t ing ,  and c o n s u l t a n t  s e r v i c e s ,  and r e l a t e d  
c c s t s ,  i n c u r r e d  i n  connec t ion  w i t h  d e f e n s e  agair :s t  Federa l  Goverrinient c la ims  or  
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hi. Cos t s  of legal, accoun t ing ,  and con:3ultari t  s e r v i c e s ,  arid r e l a t e d  
costs, i i icurlred i r i  connect ion w i t h  pa t en t  ~ n f i ~ ~ n g e m e n t  l i t i g a t i o n ,  a r e  
u i i a l l  cli&?iblc- u n l e s s  otlierwj.se provided for  in t fie spoilsored awards.  

J . .  Costs wfr i c f i  I G I ~  lie ufiol lowaDie undeJ- t h i s  parayraph ,  i n c l u d i n g  
d i r e c t l y  a s s o c i a t e d  c o s t s ,  s t i a l l  be seg rega ted  and accounted f o r  b}/ t h e  
o r g a n i z a t i o n  s e p a r a t e l y .  D u r i n g  t he  pendericy of arry proceeding  covered b y  
subparagraphs b and f , the Federa l  Government s h a l l  g e n e r a l l y  wi t l~ l io ld  payment 
of such c o s t s .  However, if i n  t h e  b e s t  i n t e r e s t s  of t he  Fede ra l  Government, t h e  
Federa! Government m a y  p rov ide  f o r  c o n d i t i o n a l  payment upon p r o v i s i o n  of 
adequate  s e c u r i t y ,  o r  o t h e r  adequate  a s s u r a n c e ,  and agreements  by t h e  
o r g a n i z a t i o n  t o  repay a l l  una l lowable  c o s t s ,  p l u s  i n t e r e s t ,  if t h e  c o s t s  a r e  
subsequent ly  determined t o  be una l lowable .  

11. Deprec ia t ion  and use a l lowances .  

a .  Compensation f o r  t h e  u s e  of b u i l d i n g s ,  o the r  c a p i t a l  improvements,  and  
equipment on hand may be made through u s e  a l lowance  01- d e p r e c i a t i o n .  However, 
except  a s  provided  i n  Attachment B ,  paragraph  f ,  a combination of t h e  two 
meLnods may n o t  be used i n  connec t ion  with a s i n g l e  c l a s s  of f i x e d  a s s e t s  ( e .  g .  I 
b u i l d i n g s ,  o f f i c e  equipment, computer equipment,  e t c .  ) . 

b .  The computation of  use  al lowances o r  d e p r e c i a t i o n  s h a l l  be based  on t h e  
a c q u i s i t i o n  c o s t  of t h e  a s s e t s  i nvo lved .  The a c q u i s i t i o n  c o s t  of an asse t  
donated t o  t h e  non-profi t  o r g a n i z a t i o n  by a t h i r d  p a r t y  s h a l l  be i t s  f a i r  m a r k e t  
v a l u e  a t  t h e  t ime of t h e  d o n a t i o n .  

c .  The cornputatiorr of use a l lowances  01 d e p r e c i a t i o n  w i l l  exc lude :  

(1) The cost of l and;  

( 2 )  Any p o r t i o n  of t h e  c o s t  of b u i l d i n g s  and equipment bo rne  by o r  
donated by t h e  Federal  Government i r r e s p e c t i v e  of where t i t l e  was o r i g i n a l l y  
ves ted  or where i t  p r e s e n t l y  r e s i d e s ;  and 

( 3 )  Any p o r t i o n  of  t h e  c o s t  of b u i l d i n g s  and equipment c o n t r i b u t e d  
by or f o r  t h e  non-p ro f i t  o r g a n i z a t i o n  i n  s a t i s f a c t i o n  of a s t a t u t o r y  ma tch ing  
requi rement .  

d .  Where dep rec i a t ion  method is fo l lowed ,  t h e  pe r iod  of u s e f u l  s e r v i c e  
( u s e f u l  l i f e )  e s t a b l i s h e d  i n  each c a s e  for u s a b l e  c a p i t a l  a s s e t s  m u s t  t a k e  i n t o  
c o n s i d e r a t i o n  s u c h  f a c t o r s  a s  type of c o n s t r u c t i o n ,  n a t u r e  of  t h e  equipment  
u s e d ,  t echno log ica l  developments i n  t h e  p a r t i c u l a r  program a r e a ,  and t h e  r enewa l  
and replacement  policies fo l lowed f o r  t he  i n d i v i d u a l  i t ems  or classes of a s s e t s  
i nvo lved .  The method of d e p r e c i a t i o n  used t o  a s s i g n  the  c o s t  of  an a s s e t  ( o r  
group of a s s e t s )  t o  account ing  p e r i o d s  s h a l l  r e f l e c t  t h e  p a t t e r n  of consumpt ion  
of  t.he dsset dur ing  i t s  usefu l  l i f e .  

I r i  tlre absence of c l e a r  ev idence  ind i ica t ing  t h a t  t h e  expec ted  consumption of t h e  
asset will be s i g n i f i c a r i t l y  g r e a t e r  o r  l e s s e r  i n  t he  e a r l y  p o r t i o n s  of i t s  
usefu l  life than 111 t h e  l a t e r  p o r t i o n s ,  the s t r a i g h t - l i n e  method s h a l l  be 
presumed t o  be t h e  a p p r o p r i a t e  method. 

Deprec ia t ion  methods once used shall not be changed u n l e s s  a p p r o v ~ d  1.n advance  
by t l io  cnyiiizarit Federal  agency ,  When t h e  d e p r e c i a t i o n  metriod IS i n t r o d u c e d  f o r  
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t - .  When t h e  depreciation nic"inod is used for bulldings, ;? building's shel.!. 
may b e  segreqated from each buil cling component (e . g . ,  plumbing system, hea:inc;, 
a n d  a i r  conditioning syst-em, e t c )  and each item depreciated aver its e.stj.mated 
u s e f u l  l i f e ;  or the oritire buiJd:ng ( i , e . ,  the shell arid a l l  componentsl may be 
treated a s  a s i n g l e  asset and depreciated over a single useE:~L life. 

f. When the depreciation method is used for a particular class of assets, 
no depreciation may be allowed 0'1 any such assets that, under subparagraph d, 
would he viewed as f u l i y  depreciated. However, a reasonable use allowance may 
be negotiated for such assets if warranted after taking into consideration the 
amount of depreciation previously charged to the Federal 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 utilization of the asset for the purpose contemplated 

g Where the U S P  allowance metnod is followed, the use allowance for 
suildings and improvement (including land improvements, s u c h  as paved pal  king 
areas, fences, and sidewalks) will be computed at an annual rdte not exceeding 
two percent of acquisition cost. 

T h e  use all.owance for equipment w i l l  be computed at an annual rate not exceeding 
six and two-thirds percent of acquisition cost. When the use allowance method is 
used f o r  b u i l d i n g s ,  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 t w o  percent limiration, 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 u s e d  as furnishings or deeorations or for specialized purposes ie.g., 
dentist chairs and dental Yreatment units, counters, laboratory benches bol.:ed 
to the f l o o r ,  dishwashers, modular furniture, carpeting, etc. . .Such equipmenr 
will be considered as not being permanently fixed to the building if 1.t can be 
removed w i t h o u t  t h e  need for costly or extensive alterations or repairs to :ne 
building 3r the equipment. Equipment that meets these criteria will be s u b l e c t  
to the 6 213 percent equipment use allowance limitation. 

h. Charges for use allowances o r  depreciation must be supported by 
adequate property records and physical inventories must be taken at least once 
every two years (a statistical sampling basis is acce2:able) to ensure that 
a.ssets 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 01- donations rendered. Contributions or donations, 
including cash, property, arid services, made by the organization, regard1 ess of 
the recipient, are unallowable. 

b. Donated services received: 

i .. . 
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i l l  Donated or volunteei-  services  may be i u r n i s l i e d  to a 1  

organiza t i -on  by pmofessional  and  te::nnic;ij pe r sonne l ,  c o n s u i t a n r s ,  drid o r h e r  
s k i l l e d  and u n s k i l l e d  l a b o r ,  Tlre va! ue of  tllest. s e r v i c e s  IS  not reirnbursabi e 
e l  thiei- a s  - a  d i r e c t  or i nd i r ec l ;  c o s t .  However, r!le value of donated s e ~ v i c e c .  r i i i iy  

be used tu meet cos t  sliarinq o r  matcl i i r ig  requi rements  in accordance w i t h  t h e  
C;ommori i < u l  e . 

( 2 ) T h e  value of  dona+ed s e r v i c e s  u t i l i z e d  i i - .  t h e  performance o f  a 
d i r e c t  cos t  a c t i v i t y  s h a l l ,  when m a t e r i a l  in amount, be considered i n  t h e  
deEerniinat.ior1 of t h e  non-prof i t  o rga i ! i za t io r ] ' s  i n d i r e c t  c o s t s  o r  r a t e  (s) a n d ,  
acco rd ing ly ,  s h a l l  be a l l o c a t e d  a p r o p o r t i o n a t e  sha re  of a p p l i c a b l e  i n d i r e c t  
coscs when t h e  fol lowing e x i s t  : 

( a )  The aggrega te  va lue  of t h e  s e r v i c e s  i s  m a t e r i a l ;  

[,b) The s e r v i c e s  a r e  suppor t ed  by  a s i g n i f i c a n t  amount of t h e  
i n d i r e c t  c o s t s  incur red  by t h e  non-p ro f i t  o r g a n i z a t i o n ;  and 

(c )  T h e  d i r e c t  c o s t  a c t i v i t y  is not pursued p r i m a r i l y  f o r  t h e  
b e n e f i t  of t h e  Federal  Government 

( 3 )  In those i n s t a n c e s  where t h e r e  is no basis f o r  d e t e r m i n i n g  t h e  
f a i r  market va lue  of t h e  s e r v i c e s  r ende red ,  t h e  r e c i p i e n t  and t h e  c o g n i z a n t  
agency s h a l l  n e g o t i a t e  an a p p r o p r i a t e  a l l o c a t i o n  of i n d i r e c t  c o s t  t o  t h e  
s e r n  ce  s 

( 4 )  Where donated  s e r v i c e s  d i r e c t l y  b e n e f i t  a p r o j e c t  s u p p o r t e d  by 
an award, t h e  i n d i r e c t  c o s t s  a l locaEed t o  t h e  s e r v i c e s  w i l l  be c o n s i d e r e d  a s  a 
p a r t  of t h e  t o t a l  c o s t s  of t h e  p r o j e c t .  Such i n d i r e c t  c o s t s  may be reimbursed 
under the  award or u s e d  t o  meet c o s t  s h a r i n g  o r  matching r equ i r emen t s .  

( 5 )  The v a l u e  of t h e  donated s e r v i c e s  may be used t o  meet c o s t  
s h a r i n g  o r  matching requi rements  under c o n d i t i o n s  desc r ibed  i n  Sec.- .23 of 
C i r c u l a r  P.-110. Where donated s e r v i c e s  a r e  t r e a t e d  a s  i n d i r e c t  c o s t s ,  i n d i r e c t  
cost r a t e s  will sepa ra t e  t h e  va lue  of the d o n a t i o n s  so t h a t  r e i m h r s e m e n t  dill 
not  be made. 

c. Donated goods o r  s p a c e .  

( 1 )  Donated goods; i. e . ,  expendable  pe r sona l  p r o p e r t y / s u p p l i e s ,  and  
donated use of space  may b e  fu rn i shed  t o  a non-p ro f i t  o r g a n i z a t i o n .  The v a l u e  of  
t h e  goods and  space i s  not  reimbursable e i t h e r  a s  a d i r e c t  o r  i n d i r e c t  c o s t .  

(2) The v a l u e  a€ t h e  dona t ions  m a y  IJe used t o  meet cost s h a r i n g  or 
matching share requirements  under t h e  c o n d i t i o n s  desc r ibed  i n  C i r c u l a r  &-I1 0. 
Where donat ions  a re  t r e a t e d  a s  i n d i r e c t  c o s t s ,  i n d i r e c t  c o s t  r a t e s  w i l l  separaLt -  
t h e  value of Ehe donat ions s o  t h a t  reimbursement will n o t  b e  made. 

3 3 ,  E m p l o y e e  n i o r z l e ,  h e a l t h ,  arid $ e l f a r e  c o s t s .  
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a. '"he costs of employee information publJ.c.~ti ons, health or first-ai rJ 
C I  2 nics &i!d/or  infirmari.es, recreat:oi,al a c t i v i  t i " s ,  employee counselinq 
services, aiid any other expenses Incurred in acco: dance with the non-prof; t 
c i r q a m z a t  . o n ' s  establj sihed p r a c t . i c e  o r  custom f o .  the improvement of wnrki r i q  
c o n d i  t io r : : . ,  empl.oyer-employee r e l a ? t i o n s ,  smpioyee moraie, and employee 
perf ormari-e a:-e al.towable. 

b. .']uch costs will be e-+-tahly apportioned to a i l  activities of t h e  n a n -  
profit orqanization. Income generated from any 0 5  these activities will be 
credJ.ted to the cost thereof unless such income has been irrevocably s e t  over to 
empl oyee I./el fare organizations. 

3 4 .  E l i t e l - t d i n m e n t  costs, C(J.YLS of entertainmen;, 1 n c l u d i n q  amusement, 
d i v e r s j o n ,  and social a c ~ i v i ~ i e s  arid any costs d i  zectly a s s o c i a t e d  with such 
costs ( s u c h  as  tickets to shows or sports events, meal s ,  1-odgirrg, rentals, 
t rsnsporta t ].on, arid g r a  tu i t.1. es ) are una1 1 owatjl e. 

1 5 .  Equipment and other capital expenditures. 

d .  For purposes of this subparagraph, the t o l l o w i r i g  definitions apply: 

(1) "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 c o s t  means the cost of the asset including the cost to put it 
i n  place. Acquisition cost for equipment, for example, means the net invoice 
price of rhe equipment, including the cost of any modifications, attachments, 
accessories, or auxiliary apparatus necessary to make it usable for t h e  purpose 
for which it is acquired. Ancillary charges, such as taxes, duty, protective i n  
transit insurance, freight, and installatlon may be included in, or excluded 
from the acquisition cost in accordance with the non-profit organization's 
regular accounting practices. 

(2) "Equipment" m e m s  an article of nonexpendable, tangibie personal 
property having a u s e f u l  life of  more than one year a n d  an acquisition cos t  
which equals or exceeds the lesser of the capitalization l e v e l  established by 
the non-profit organization for financial statement purposes, or $5000. 

(3) "Special purpose equipment" means equipment which 1s used only 
for research, medical, scientific, or other technical activities. Examples of 
special purpose equipment include microscope5, x-ray m a c h i n e s ,  surgical 
instruments, and spectrometers. 

(4 1 "General purpose equipment I' means equipment, which is not 
limited to research, medical, scienti-fic or other technical activities. Exampiss 
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 r u l e s  of a l l o w a b i l i t y  shall apply to ?quipmerit dnd o t h e r  
capital expenditures: 
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( 1 )  L'apj t;l e x p e n d i t u r e :  i o1  gerreral  purpose  ry i i l pn ic -n i ,  b u i l d i i i g s ,  
arid l and  arc: unaliowablr a s  d i r e c t  c t , a r g e s ,  except wherc. approven i r !  adva1ir:e b y  
L ~ F  awarding age i~cy .  

(2) Capi ta l  expendi t u ] - e r  f o r  speci ; l l  purpose equipmerit- a r e  a l l c ~ w a b l  e 
?IS d i rec t  C O S T S ,  provided t f l a t  item:, w i t l ,  a u n i t  cos'; of $5000 more l-iavt L n e  
prior ~ i p p r o v a l  of the awarding agency. 

( 3 )  Capi ta l  expenditure:, f o r  improvements t o  l and ,  S u i i d i n g s ,  (11- 

equipnierit w h i c h  m a t e r i a l l y  Inc rease  their  v d l u e  or u s e f u l  11 ie dre u n a l l o w a b l e  
a s  a d i r e c t  cos t  except w i t l l  t h e  prior approval  of the awarding dgency.  

( 4 )  When approved a s  a d i r e c t  charge  pursuant  t o  paragraph 1 5  . b .  (I), 
f 2 ) ,  and  ( 3 )  above, c a p i t a l  expend i tu re s  w i l l  be charged i n  t he  p e r l o d  i n  which 
the  expend i tu re  i s  i n c u r r e d ,  o r  a s  o therwise  determined a p p r o p r i a t e  by and  
n e g o t i a t e d  w i t h  t he  awarding agency.  

( 5 )  Equipment and o t h e r  c a p i t a l  expend i tu re s  a r e  una l iowable  a s  
i n d i r e c t  c o s t s .  However, s e e  Attachment E, paragraph 11 . ,  Deprec ia t ion  and U S E  

a l lowance,  €or  r u l e s  on t h e  a l l o w a b i l i t y  of use  a l lowances  o r  d e p r e c i a t i o n  on 
b u i l d i n g s ,  c a p i t a l  improvements, and equipment .  k l s o ,  s e e  Attachment B ,  
paragraph  4 3 . ,  Rental  c o s t s  of b u i l d i n g s  and equipment, f o r  r u l e s  on t h e  
a l l o w a b i l i t y  of  r e n t a l  c o s t s  € o r  land ,  b u i l d i n g s ,  and equipment.  

( 6 )  The unamort ized p o r t i o n  of any equipment w r i t t e n  o f f  a s  a r e s u l t  
of a change i n  c a p i t a l i z a t i o n  l e v e l s  may be recovered  by con t inu ing  t o  c l a i m  t h e  
o the rwise  a l lowable  use  a l lowances  or d e p r e c i a t i o n  on t h e  equipment, o r  b y  
amor t i z ing  t h e  amount t o  be wr ic t en  off over  a pe r iod  of yea r s  n e g o t i a t e d  with 
t h e  cogn izan t  agency. 

1 6 .  F ines  and p e n a l t i e s .  Cos t s  of f i n e s  and p e n a l t i e s  r e s u l t i n g  from 
v i o l a t i o n s  o f ,  o r  f a i l u r e  of t h e  o r g a n i z a t i o n  t o  comply w i t h  Fede ra l ,  S t a t e ,  and 
l o c a l  laws and r e g u l a t i o n s  a r e  unal lowable excep t  when i n c u r r e d  as  a r e s u l t  of 
compliance w i t h  s p e c i f i c  p r o v i s i o n s  of a n  award o r  i n s t r u c t i o n s  i n  w r i t i n g  f r o m  
the  awarding agency. 

17. Fund r a i s i n g  and inves tment  management c o s t s .  

a .  Cos ts  of organized  fund r a i s i n g ,  i n c l u d i n g  f i n a n c i a l  campaigns,  
endowment d r i v e s ,  s o l i c i t a t i o n  of g i f t s  and beques t s ,  and similar expenses  
incu r red  s o l e l y  t o  r a i s e  c a p i t a l  o r  o b t a i n  c o n t r i b u t i o n s  a r e  unallowab1.e. 

h .  Cos ts  of investment  counsel  and s t a f f  and s i m i l a r  expenses l n c u r r e d  
s o l e l y  t o  enhance income from inves tments  a r e  una l lowable .  

c .  Fund r a i s i n g  and  investment  a c t i v i t i e s  s h a l l  be a l l o c a t e d  an 
a p p r o p r i a t e  share  of i n d i r e c t  c o s t s  under t h e  c o n d i t i o n s  described i n  
subparagrap11 B .  3 of Rt t~chrnen t  A .  

18. G a i n s  and l o s s e s  o n  d e p r e c i a b l e  a s s e t s  

a .  ( 1 )  Gains and l o s s e s  on s a l e ,  retirement, o r  o t h e r  d j s p o s i t i o n  of 
deprec :&le  property shall he  inc luded  i n  ;he jlear i n  which i;hey occur  a s  
c r e d i t s  o r  charges  ;o cost grouping ( s )  in. w k i i c h  t h e  d e p r e c i a t i o n  applicable c o  
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.ziicf8 property was i n c l u d e d .  T h e  amourir ..f the q a ~ r l  o r  1.355 t o  be included a s  a 
: : ] :edi t  o r  cha rge  t o  t h e  a p p i o p r i e i e  zost ~ ~ i - o i i p i r i q  !s) shall be t h e  d i f f e r e n c e  
t,l-twec?n t h e  amount r eaJ . i zed  on ';tie prope: - ty  a n a  t h e  ur ideprec ia ted  basis o f  t h e  
; : - o p e r t y .  

( 2 )  Gains and l o s s e s  on t n e  riisposition sf d e p r e c i a b l e  p r o p e r t y  
: ; r i d 1  nil: b e  r ecoqn ized  a:; A s e p a r a t e  cred2t or  cha rge  under t h e  f o i l o w i n q  
': D n d J. t 1 0 11s : 

( a ]  T h e  Fain o r  l o s s  1,s p r u c e s s e d  through a d e p r e c i J E i o n  
~ c ~ o u n t  arid i s  r e f l e c t e d  in t h e  d e p r e c i a z i o n  a l l o w a b l e  under pa rag raph  I?. 

( b )  The p r o p e r t y  i s  g i v e n  i n  exchange  as  p a r t  of t h e  purchar;e 
p r i c e  of a simj.l.ar i t em and t h e  g a i n  o r  i o s s  i s  t a k e n  i n t o  a c c o u n t  i n  
tJt.tei:inj n i n q  t h e  d e p r e c r a t i o n  cost hasi.5 o f  t h e  n e w  j tern. 

(c l  A l o s s  r e s u l t s  from the f a i l u r e  to m a i n t a i n  p e r m i s s i b l e  
z n s u r a r r c e ,  excep; as o t h e r w i s e  p r o v i d e d  ~ . n  Attachment  B ,  pa rag raph  2 2 .  

( d )  Compensation f o r  the use  o f  t h e  properEy was p r o v i d e d  
t h r o u q h  u s e  a l lowances  i n  l i e u  o f  d e p r e c i a t i o n  i n  accordance  w i t h  p a r a g r a p h  9 

( e )  Ga ins  and l o s s e s  a r i s i n g  from mass or  e x t r a o r d i n a r y  s a l e s ,  
r e t i r e m e n t s ,  o r  o t h e r  d i s p o s l t i o n s  s h a l l  be c o n s i d e r e d  o n  a case-by-case  b a s i s .  

b .  G a i n s  o r  l o s s e s  of  any  n a t u r e  a z l s i n g  from t h e  s a l e  o r  exchange of 
p r o p e r t y  o t h e r  t h a n  t h e  p r o p e r t y  cove red  i n  s u b p a r a g r a p h  a s h a l l  be e x c l u d e d  i n  
c o m p u t i n g  award c o s t s .  

19. G C I D ~ S  o r  services f o r  p e r s o n a l  u s e .  C o s t s  of  goods  o r  s e r v i c e s  for 
personal use  of  t h e  o r g a n i z a r i o n ' s  employees  a r e  u n a l l o w a b l e  r e g a r d l e s s  of  
d t i e t h e r  t h e  c o s t  i s  r e p o r t e d  a s  t a x a b l e  income ~ C J  t h e  employees. 

20. ~ I G U s i n g  and  p e r s o n a l  l i v i n g  e x p s n s e s  

a .  C o s t s  of h o u s i n g  ( e  g , d e p r e c L a t ; 3 n ,  m a i n t e n a n c e ,  u t i l i t i e s ,  
f u r n i s h i n g s ,  r e n t ,  e t - .  ) , h o u s i n g  a l l o w a n z F s  and p e r s o n a l  l i v i n g  expenses  f o r / o f  
t h e  o r g a n i z a t i o n ' s  o f f i c e r s  a r e  u n a l l o w a b l e  a s  f r i n g e  b e n e f i t  o r  i n d i r e c t  costs 
r e g a r d l e s s  of  whether  t h e  cost  i s  r e p o r t e d  a s  t a x a b l e  income t h e  employees  
These c o s t s  a r e  a l lowar j l e  3s d i r e c r  costs Eo sponsol -ed  award w h s ~  n e c e s s a r y  for 
the p e r f o r m a n c e  of t h e  s p o n s o r e d  award  and  approved  by awarding  a g e n c i e s .  

b .  The term " o f f i c e r s "  i n c l u d e s  c u r r e n t  and p a s t  o f f i c e r s  and  employees .  

21. i d l e  f a c i l i t i e s  and i d l e  c a p a c i t y .  

a .  A s  used  i n  this s e c t i o n  the f o l l o w i n g  t e r m s  have t h e  meanings s e t  f o r t h  
below: 

(1)  " F a c i l i t i e s "  means land a n d  b u i l d i n g s  o r  a n y  portion t h e r e o f  I 
e q u i p m e n t  i n d i v i d u a l l y  o r  c o l l e c t i v e l y ,  o r  any  o t h e r  t a n g i b l e  cap1  t a l  a s s e t ,  
w h e r e v e r  l o c a t e d ,  and whe the r  owned or l e a s e d  by t h e  n o n - p r o f i t  o r y a n i z a t i o n .  
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( 3 )  " I d l e  c a p a c i t y "  means the unused c a p a c i t y  of p a r t i a l l y  used  
f a c i l i t . l e s .  I t  i s  tlie d i f f e r e n c e  Getween: ( a )  t h a t  wlr~:h a f a c i l i t y  c o u l d  
ach ieve  under 1 0 0  percent  operat i r iq  time on a one-shif  T I ja-is l e s s  o p e r a t i n g  
iIIEerl-UptiOIIS r e s u l t i n g  from t ime lost f o r  r e p a i r s ,  ser.ups,  u ~ ~ s a t l s f a c t o l ~ ~ ~  
m a t e r i a l s ,  and o the r  normal a e l a y s ;  and ( b j   lie e x ~ e n l .  t o  which t h e  f a c i l i  t)' was 
actuaJ.1)) used t o  meet demands duririg t h e  account ing  p e i i o d .  A m u l t i - s h i f t  b a s i s  
s h o u l d  be used i f  i t  can be sliown t h a t  t h i s  amount of usage would normal ly  he 
expec ted  f o r  t he  type of f a c i l i t y  involved .  

( 4 )  "Cost of i d l e  f a c i l i t i e s  or id1.e c a p a c i t y "  means c o s t s  such  as  
maintenance,  r e p a i r ,  hous ing ,  r e n t ,  and o t h e r  r e l a t e d  c o s t s ,  e .  g . ,  i n s u r a n c e ,  
i n L e r e s t ,  p rope r ty  taxes  and d e p r e c i a t i o n  or use a l lowances .  

b .  The c o s t s  o f  i d l e  f a c i l i t i e s  are unal lowable except  t o  the  e x t e n t  t h a t :  

(1) They a r e  n e c e s s a r y  t o  meet f l u c t u a t i o n s  i n  workload; o r  

(21 Although n o t  necessa ry  t o  meet f l u c t u a t i o n s  i n  workload, t h e y  
were necessa ry  when a c q u i r e d  and a r e  now i d l e  because of changes i n  program 
requ i r emen t s ,  e f f o r t s  t o  a c h i e v e  more economical o p e r a t i o n s ,  r e o r g a n i z a t i o n ,  
t e r m i n a t i o n ,  or o the r  c a u s e s  which could  not  have been reasonably  f o r e s e e n .  
Under t h e  except ion  s t a t e d  i n  t h i s  subparagraph ,  c o s t s  of i d l e  f a c i l i t i e s  a r e  
a l lowab le  f o r  a reasonable  p e r i o d  of t ime,  o r d i n a r i l y  not  t o  exceed one y e a r ,  
depending on the  i n i t i a t i v e  taken  t o  use ,  l e a s e ,  o r  d i s p o s e  of such f a c i l i t i e s .  

c .  The c o s t s  o f  i d l e  c a p a c i t y  a r e  normal c o s t s  of do ing  b u s i n e s s  and a re  a 
f a c t o r  i n  t h e  normal f l u c t u a t i o n s  of usage o r  i n d i r e c t  c o s t  r a t e s  from p e r i o d  t o  
p e r i o d .  Such c o s t s  a r e  a l l o w a b l e ,  p rovided  t h a t  t h e  c a p a c i t y  i s  r easonab ly  
a n t i c i p a t e d  t o  be necessary  o r  was o r i g i n a l l y  r easonab le  and i s  not  s u b j e c t  t o  
r e d u c t i o n  or e l imina t ion  by use  on o t h e r  Fede ra l  awards,  s u b l e t t i n g ,  r e n t i n g ,  o r  
s a l e ,  i n  accordance with sound bus iness ,  economic, o r  s e c u r i t y  p r a c t i c e s .  
Widespread i d l e  capac i ty  th roughou t  a n  e n t i r e  f a c i l i t y  o r  among a group of 
a s s e t s  having s u b s t a n t i a l l y  t h e  same f u n c t i o n  may be cons idered  i d l e  f a c i l i t i e s .  

2 2 .  In su rance  and i n d e m n i f i c a t i o n .  

a .  Insurance i n c l u d e s  i r isurapce which t h e  o r g a n i z a t i o n  i s  r e q u i r e d  t o  
c a r r y ,  o r  w h i c h  i s  approved, under t h e  terms of t h e  award a n d  any o t h e r  
i n su rance  which the  o r g a n i z a t i o n  m a i n t a i n s  i n  connec t ion  w i t h  t h e  g e n e r a l  
conduct of i t s  ope ra t ions .  T h i s  paragraph  does  not  apply  t o  in su rance  which 
r e p r e s e n t s  f r i n g e  b e n e f i t s  f o r  employees ( s e e  subparagraphs  8 . g  and 8 . i  (2) . 

(1) Costs of i n s u r a n c e  r e q u i r e d  o r  approved, and main ta ined ,  
pursuant  t o  t h e  award a r e  a l l o w a b l e .  

(2) C o s t s  of o t h e r  i n su rance  main ta ined  by t l ie o r g a n i z a t i o n  i n  
connect ion w i t h  the gene ra l  conduct of i ~ s  o p e r a t i o n s  a r e  a l lowable  s u b j e c t  to 
t h e  fo l lowing  I i r n i t a L l o r i s :  

( a )  Types and ex ten t  of coverage s h a l l  be i n  accordance  w i t h  
sound !.)usiness practice arid t-lie r a t e s  and premiums s h a l l  be reasonable  under  the 
c i r cums tances .  
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( c )  Cost : ;  c;f 1.11surance or of a n y  p r o v i s i o n s  f o r  a :-eServe 
c o v e r s n q  ttie r J . s k  of l o s s  D r  aamage to Federa.; p r o p e r t y  a re  a l l o w d b l ?  :~)n:y t o  
t h e  extent  'hat the o r g a n i z a t i o n  js l i a b ! e  f o r  s u c h  loss o r  damage. 

i d )  P r o v i s l o : ~ ~  f o r  a r e s e r v e  unde r  a s e l f - i n s u r a n c e  ??;ogram 
a r e  a l l o w a b l e  t o  t h e  e x t e n t  t h a t  t y p e s  of c o v e r a g e ,  ex ten t  of c o v e r a q e ,  r a t e s ,  
and premiums would have  been a l lowed  had i n s u r a n c e  been purchased  t o  r ave1  t h e  
r i s k s .  However, p r o v i s i o n  f o r  known o r  r e a s o n a b l y  e s t i m a t e d  s e l f - i r i s u r e d  
l ~ i a b i . l i . t i e s ,  w h i c h  do n o t  become payab le  € o r  more t h a n  one y e a r  a f t e r  c h e  
, c rov i s l . on  is made, s h a l l  n o t  exceed  t h e  p r e s e n t  v a l u e  of t h e  l i a S i l . i t y .  

( e )  C o s t s  of i n s u r a n c e  on t h e  l i v e s  of t r u s t e e s ,  officers, o r  
o t h e r  employees  h o l d i n g  p o s i t i o n s  of s i m i l a r  r e s p o n s i b i l i t i e s  a r e  a l l o w a b l e  o n l y  
to t h e  e x t e n t  t h a t  t h e  i n s u r a n c e  r e p r e s e n t s  a d d i t j o n a l  compensation ( s e e  
s u b p a r a g r a p h  8.9(4)). The c o s t  of s u c h  i n s u r a n c e  w h e n  t h e  o r g a n i z a t i o n  is 
i d e n t i  f l e d  a s  t h e  b e n e f i c i a r y  is u n a l l o w a b l e .  

if) i n s u r a n c e  against d e f e c t s .  Cos ts  of i n s u r a n c e  w> r h  
re-spect t o  any costs i n c u r r e d  t o  c o r r e c t  d e f e c t s  i n  t h e  o r g a n i z a t i o n ' s  materid1.s 
or workmanship  a r e  u n a l l o w a b l e .  

( g )  Medica l  l i a b i l i t y  ( m a l p r a c t i c e )  insurance.  Medical 
l i a b i l i t y  i n s u r a n c e  i s  an a l l o w a b l e  c o s t  of F e d e r a l  r e s e a r c h  programs o n l y  t o  
t h e  e x t e n t  t h a t  t h e  F e d e r a l  r e s e a r c h  p rograms  i n v o l v e  human s u b j e c t s  o r  t r a i n i n g  
of  p a r t i c i p a n t s  i n  r e s e a r c h  t e c h n i q u e s .  Medical l i a b i l i t y  i n s u r a n c e  c o s t s  shall 
be t r e a t e d  a s  a d i r ec t  c o s t  and  s h a l l  be  a s s i g n e d  t o  i n d i v i d u a l  p r o j e c t s  based 
o n  t h e  manner i n  which t h e  i n s u r e r  a l l o c a t e s  t h e  r i s k  t o  t h e  p o p u l a t i o n  cove red  
b y  t h e  i n s u r a n c e .  

( 3 )  A c t u a l  losses which c o u l d  have  b e e n  covered D y  p e r m i s s i b l e  
I n s u r a n c e  ( t h r o u g h  t h e  p u r c h a s e  o f  i n s u r a n c e  o r  a s e l f - i n s u r a n c e  program)  dre 
u n a 1  Lowable u n l e s s  e x p r e s s l y  p r o v i d e d  f o r  i n  t h e  award ,  e x c e p t :  

( a )  C o s t s  i n c u r r e d  b e c a u s e  o f  losses  not cove red  under  nominal 
d e d u c t i b l e  i n s u i a n c e  c o v e r a g e  p r o v i d e d  i n  k e e p i n g  w i t h  sound b u s ]  ness  p r a c t i c e  
a r e  a l l o w a b l e .  

(b) Minor losses  no t  c o v e r e d  by i n s u r a n c e ,  s u c h  as  s p o i l a g e ,  
a r e a k a g e ,  and d i s a p p e a r a n c e  of s u p p l i e s ,  which o c c u r  i n  t h e  o r d i n a r y  c o u r s e  of 
o p e r a t i o n s ,  a r e  a l l o w a b l e .  

b .  I n d e m n i f i c a t i o n  i n c l u d e s  s e c u r i n g  t h e  o r g a n i z a t i o n  a g a i n s t  l i a b i l i t i e s  
t o  t h i r d  p e r s o n s  a n d  a n y  o t h e r  l o s s  or damage, n o t  compensated b y  i n s u r a n c e  or 
o t h e r w i s e .  T h e  F e d e r a l  Government i s  o b l i g a t e d  t o  indemnify t h e  o r g a n i z a t i o n  
o n l y  t o  r h e  e x t e n t  expressly p r o v i d e d  i n  t h e  a w a r d .  

22. I n t e r e s t ,  

a .  Costs i n c u r r e d  for i n t e r e s t  on bo r rowed  c a p i t a l ,  t empora ry  use  of 
endowment f u n d s ,  o r  t h e  u s e  o f  t h e  n o n - p r o f i t  o r g a n i z a t i o n ' s  o w n  f u n d s ,  however 
r e p r e s e n t e d ,  a r e  u n a l l o w a b l e .  However, i n t e r e s t  on debt i n c u r r e d  a f t e r  
September 29, 1995  t o  a c q u i r e  o r  r e p l a c e  c a p i t a l  a s s e t s  ( i n c l u d i n g  
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( I  ) P'ox f a c i l i t i e s  a c q u i s i . t i o n s  [ e x c l u d i n g  ~ - e n o v ; l t i o n s  and 
a l t e ! . a t i o i - i s )  c o s t i n g  o v e r  $10 rn l l l i o r i  where ';he F e d e r a l  Govexnment ' s  
r e i r rbu r semen t  is expected L O  e q u a l  01- exceed  40 p e r c e n t  of ail a s s e t ' s  cosi . ,   he 
norJ- !7mi i t  o r g a n i z a t i o n  .prep&res,  p r i o r  to t l ie a c q u i s i r i o n  07 i e p l a c e m e n t  of t l - i e  
CapiLdl a s s e t  I s ) ,  a justification t h a t  demonstrates tlie need  for  t h e  f a c i l i T _ \ /  i r !  
t h e  c o n d u c t  of f ede ra l lg - spor r so i - ed  a c t i v i t i e s ,  Upon r e q u e s t ,  t h e  n e e d s  
j u s t l f l c a t i o n  m u s t  b e  p r o v i d e d  E O  t h e  Federal  agency  w i t h  c o s t  c o g n i z a n c e  
a u t h o r i t y  a s  a p r e r e q u i s i t e  t o  t h e  c o n t i n u e d  a l l o w a b i l i t y  of i n t e r e s t  on d e b t  
a n d  d e p r e c i a t i o n  r e l a t e d  t o  the f a c i l i t y .  The  needs j u s t i f i c a t i o n  f o r  the 
a c q u i s i t i o n  of a f a c i l i t y  s h o u l d  i r r c l u d e ,  a t  a minimum, t h e  f o l l o w i n g :  

( a )  A s t a t e m e n t  of p u r p o s e  and j u s t i f i c a t i o n  
a c q u i s i t i o n  or  r ep lacemen t  

( b )  P2 s t a t e m e n t  a s  t o  why c u r r e n t  f a c i l i t i e s  

( C )  A s t a t e m e n t  of p l a n n e d  f u t u r e  u s e  of t h e  

( d )  A descr ip t ion  of t h e  f i n a n c i n g  a g r e e m e n t  
€or t h e  facility 

f o r  f a c i l i t y  

a r e  n o t  a d e q u a t e  

f a c i l i t y  

t o  b e  a r r a n g e d  

( e )  A summary of t h e  b u i l d i n g  c o n t r a c t  w i t h  e s t i m a t e d  cost  
i n f o r m a t i o n  and s t a t e m e n t  of s o u r c e  a n d  u s e  oi funds  

( f )  A s c h e d u l e  of p l a n n e d  occupancy d a t e s  

(2) For f a c i l i t i e s  c o s t i n g  o v e r  $ 5 0 0 , 0 0 0 ,  t h e  n o n - p r o f i t  
o r g a n i z a t i o n  p r e p a r e s ,  p r i o r  t o  t h e  a c q u i s i t i o n  o r  replacement of t h e  f a c i l i t y ,  
a l e a s e / p u r c h a s e  a n a l y s i s  i n  a c c o r d a n c e  w i t h  t h e  p r o v i s i o n s  of Sec .  - . 30  
t h r o u g h  .31 of C i r c u l a r  A-110, which shows t h a t  a f i n a n c e d  p u r c h a s e  01 c a p i t a l  
l e a s e  i s l e s s  c o s t l y  t o  t h e  o r g a n i z a t i o n  t h a n  o t h e r  l e a s i n g  a l t e r n a t i v e s ,  on a 
n e t  p r e s e n t  v a l u e  b a s i s .  D i s c o u n t  r a t e s  u sed  s h o u l d  be e q u a l  t o  t h e  n o n - p r o f i t  
o r g a n i z a t i o n ' s  a n t i c i p a t e d  i n t e r e s t  r a t e s  and  s h o u l d  he n o  h i g h e r  t h a n  t h e  f a i r  
m a r k e t  r a t e  a v a i l a b l e  co t h e  n o n - p r o f i t  o r g a n i z a t i o n  f r o m  an u n r e l a t e d  ( " a r m ' s  
length") t h i r d - p a r t y .  The l e a s e l p u r c h a s e  a n a l y s i s  s h a l l  include a c o m p a r i s o n  of 
t h e  n e t  present v a l u e  of  t h e  p r o j e c t e d  t o t a l  c o s t  c o m p a r i s o n s  of b o t h  
a l t e r n a t i v e s  ove r  the p e r i o d  t h e  a s s e t  is e x p e c t e d  t o  be u s e d  by  t h e  n o n - p r o f i t  
o r g a n i z a t i o n .  The c o s t  c o m p a r i s o n s  a s s o c i a t e d  w i t h  p u r c h a s i n g  t h e  f a c i l i t y  s h a l l  
i n c l u d e  t h e  e s t i m a t e d  p u r c h a s e  p r i c e ,  a n t i c i p a t e d  o p e r a t i n g  and  n i a ln t enance  
c o s t s  ( i n c l u d i n g  p r o p e r t y  t a x e s ,  i f  a p p l i c a b l e )  n o t  i n c l u d e d  i n  t h e  d e b t  
f i n a n c i n g ,  l e s s  any e s t i m a t e d  a s s e t  s a l v a g e  v a l u e  a t  t h e  e n d  of t h e  p e r i o d  
d e f i n e d  above .  The c o s t  c o m p a r i s o n  f o r  a c a p i t a l  l e a s e  s h a l l  i r rc lude t h e  
e s t i m a t e d  t o t a l  l e a s e  paymen t s ,  any  e s t i m a t e d  b a r g a i n  p u r c h a s e  o p t i o n ,  o p e r a t i n g  
and m a i n t e n a n c e  c o s t s ,  and t a x e s  not  i n c l u d e d  i n  t h e  c a p i t a l  l e a s i n g  
a r r a n g e m e n t ,  l ess  any e s t i m a t e d  c r e d i t s  due  under  t h e  l e a s e  a t  t h e  end of t l ie 
p e r i o d  d e f i n e d  above.  Projected o p e r a t i n g  lease costs s h a l l  be  based on t h e  
a n t i c i p a t e d  c o s t  of  l e a s i n q  comparab le  f a c i l i t i e s  a t  f a i r  m a r k e t  r a t e s  u n d e r  
r e n t a l  ag reemen t s  t h a t  would he renewed o r  r e e s t a b l i s h e d  o v e r  t h e  p e r i o d  d e f i n e d  
above, and any expec ted  m a i n t e n a n c e  c o s t s  and  a l l o w a b l e  property t a x e s  t o  kje 
bo rne  b y  t h e  no r i -p ro f i t  o r y a n i z a t i o n  d i r e c t l y  01- a s  p a r t  o f  the l e a s e  
a r r  an gemen t . 

. 
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(31 T h e  d z t u a !  i n t e r e s t  cos t  claimed 1s  predica te3  upor' i n t e r e s t  
rat.c:s t h a t  a r e  no  h1.r;her than the f d i r  market r a t e  avai la t i ts  to the  non-p rc f i t  
r , i -qanizatIon from a n  un re l a t ed  ;"ami's j e n q t h " )  t h i r d  parky. 

( 4 )  I nve-;?merit e a r n i r i y s ,  i .ncludin9 i n t e r e s t  irlco:iie, on bond o r  Ioari 
p ! - .~ I - i r~pdJ ,  pending p-:yment o f  t h e  c o n s t r u c t i o n  o r  a c q u i s i t i a :  ~ O S ~ S ,  a r e  used t o  
r i f f . S e t  a1 lowable i . n t ~ . r e s t  cost. Arbi t rage  ear r , ings  reportak:l j  t o  trie in'i5rrtal 
Revenue Se rv ice  a rc  n o t  requi red  t o  be o f f s e t  a g a i n s t  a i lowa: , le  i n z e r e s t  c o s t s .  

(51 Reinhursements a r e  l i m i t e d  t o  t h e  leas t  c 0 s t . y  a l t e r n a t i v e  based 
o n  C i e  t o t a l  cos t  a n a l y s i s  r equ i r ed  under subparagraph ( b l .  ?or  example, i f  an 
ope ra t . i ng  l e a s e  is determined t o  be l e s s  c o s t l y  t h a n  purchasing through debt  
f j  riarrcJ.ng, ';hen reimbursement i s  l i m i t e d  t o  t h e  amount determined i f  leasing had 
heen userJ .  J r i  a i l  c a ses  where a l ea se /pu rchase  a n a l y s i s  i s  performed, Federal  
reiIT\hursenrent s h a l l  he based upon the  l e a s t  expens ive  alterriat-1 ve.  

(6) Non-profi t  o rgan iza t ions  a r e  al .so sub jec t  t o  the  i o 1  1 owing 
condiLions: 

( a )  I n t e r e s t  on debt  i n c u r r e d  t o  finance o r  r e f i n a n c e  asse;s 
acquired before or r eacqu i red  a.f;er September 2 9 ,  1 ' ! 9 5 ,  1 s  nnt a l lowab le .  

( b i  I n t e r e s t  a t t r i b u t a b l e  t o  f u l l y  deprecidted a s s e t s  i s  
unaJ lowabJp .  

(c) For debt  arrangements  ove r  $1 m i l l i o n ,  un less  t h e  non- 
p r o f i t  o r g a n i z a t i o n  makes an i n i t i a l  e q u i t y  c o n t r i b u t i o n  LO che a s s e t  purchase 
o f  2 5  p e r c e n t  o r  more, non-prof i t  o r g a n i z a t i o n s  s h a l l  reduce c la ims  f o r  i n t e r e s t  
expense  by an amount equal  to imputed i n t e r e s t  ea rn ings  on excess  cash  flow, 
which IS t o  be c a l c u l a t e d  a s  follows. Annual ly ,  non-profi t  a r g a n i z a t i o n s  s n a l i  
p r e p a r e  a cumulat ive ( f rom t h e  incep t ion  of t h e  p r o j e c t )  r epor t  of monthly casr! 
flows t h a t  i nc ludes  in f lows  and out f lows ,  r e g a r d l e s s  of the funding source .  
I n f l o w s  c o n s i s t  of d e p r e c i a t i o n  exper.se, a m o r t i z a t i o n  of  c a p i t a l i z e d  
c o n s t r u c t i o n  i n t e r e s t ,  and annual i n t e r e s t  expense .  For casn  f l o w  c a l c u l a t i o n s ,  
t h e  annua l  in f low f i g u r e s  s h a l l  be d iv ided  by t h e  number of months in t h e  yEar 
( u s u a l l y  121 t h a t  t h e  b u i l d i n g  is i n  s e r v i c e  f o r  monthly amounts. Outflows 
c o n s i s t  of i n i t i a l  e q u i t y  c o n t r i b u t i o n s ,  d e b t  p r i n c i p a l  pa'ments ! l e s s  t he  pro 
r a t a  s h a r e  a t t r i b u t a b l e  t o  t h e  unal lowable costs of land)  and  i n t e r e s t  payments. 
Where cumula t ive  inflows exceed cumulat ive o u t f l o w s ,  i n t e r e s t  s h a l l  be 
c a l c u l a t e d  3n t he  excess  inf lows  f o r  t h a t  p e r i o d  and be t r e a t e d  as a reduct ion  
t o  a l l o w a b l e  i n t e r e s t  expense.  The r a t e  o f  i n t e r e s t  t o  be used t o  compute 
e a r n i n g s  on excess  c a s h  f lows s h a l l  be t h e  t h r e e  month Treasury B i l l  c lo s ing  
r a t e  a s  of t h e  l a s t  b u s i n e s s  day of t h a t  month. 

( d )  S u b s t a n t i a l  r e l o c a t i o n  of  federa l ly-sponsored  a c t i v i t i e s  
f rom a f a c i l i t y  f inanced  by indebtedness ,  t h e  c o s t  o f  which was funded i n  whole 
o r  p n r t  through Federa l  reimbursements,  t o  a n o t h e r  f a c i l i t y  p r i o r  t o  the  
e x p i r a t i o n  of a p e r i o d  of 2 0  yea r s  r e q u i r e s  n o t i c e  t o  t h e  Federa l  cognizant  
agency .  The e x t e n t  of t h e  relocation, t h e  amount of the  Federal p a r t i c i p a t i o n  i n  
t h e  f i n a n c i n g ,  and t h e  d e p r e c i a t i o n  and i n t e r e s t  charged t o  d a t e  may r equ i r e  
n e g o t i a t i o n  and/or  downward ad jus tments  of rep lacement  space charged t o  Federal  
p rograms i n  t h e  f u t u r e .  

( e )  The a l lowab le  c o s t s  t o  a c q u i r e  f a c i l i t i e s  and equipment 
a r e  l i m i t e d  t o  a f a i r  m a r k e t  va lue  a v a i l a b l e  t o  t h e  non-profi t  o rgan iza t ion  from 
a n  u n r e l a t e d  ( " a r m ' s  1eng th" j  t h i r d  p a r t y .  

38 

<--- - 

i 



t). For rion-profit  oi-gaiiiza:i.ons sublect.  to " f u l l  c o ~ e ' z ~ q e ' ' '  u n d e r  :he Cost 
kccountirig S ta r idz rds  ( C A S )  a 5  deciried al; 48 CI'R 9 9 0 3 . 2 0 1 ;  t h e  i r , t c - i e s T  
a l l . o w a h i l i t y  provis ions  o f  subparagrapt! ij do not a p p l y .  Ins?  t a d ,  tlie-e 
orgar-i izatioris ' sponsored agi:eerrienLs a r e  sub jec t  t C J  CAS 4 1 L: (4C CFF: Y 5 0 3 .  4 1 4  ) , 
c u s t  c j i  money a s  an element of t i le cos t  of f a c l i i t i e s  cap l rz ! ,  sild C l i S  4 1 7  ( 4 8  
Ci7F. 9903. 4 1 7 ) ,  cost of ntorjey a s  ai! element of t l ie cost G f  c :ap l t ; . '~  ~ S S ~ L C  uridei-  
co r i s t ruc t ion .  

c .  Tlie fol lowing de f i r i j  t.ioris a r e  t c i  be used  f o r  purposes  of L h l S  

par-agraph : 

( 1 )  He-acquired a s s e t s  means a s s e t s  held by t h e  non-p ro f i t  
o r g a n i z a t i o n  p r i o r  t o  September 2 9 ,  1 9 9 5  t h a t  have agaLn come to he  h e l d  by 
t h e  o rgan iza t ion ,  whether through r epurchase  o r  r e f i n a n c i n g .  It does  n o t  i n c l u d e  
a s s e t s  acqui red  t o  r e p l a c e  o l d e r  a s s e t s .  

(2) I n i t i a l  e q u i t y  c o n t r i b u t i o n  means the  amount 01- v a l u e .  of 
c o n t r i b u t i o n s  made by  non-p ro f i t  o r g a n i z a t i o n s  f o r  t h e  a c q u i s i t i o n  of t h e  a s s e t  
o r  p r i o r  t o  occupancy of f a c i l i t i e s .  

( 3 )  Asset c o s t s  means t h e  c a p i t a l i z a b l e  c o s t s  of an a s s e t ,  i n c l u d i n g  
c o n s t r u c t i o n  c o s t s ,  a c q u i s i t i o n  c o s t s ,  and o t h e r  such c o s t s  c a p i t a l i z e d  i n  
accordance  w i t h  GAAP.  

2 4 .  Labor r e l a t i o n s  c o s t s .  Cos t s  i n c u r r e d  i n  ma in ta in ing  s a t i s f a c t o r y  
r e l a t i o n s  between t h e  o r g a n i z a t i o n  and i t s  employees, i nc lud ing  c o s t s  of l a b o r  
management committees, employee p u b l i c a t i o n s ,  and o t h e r  r e l a t e d  a c t i v i t i e s  a r e  
a l l o w a b l e ,  

2 5 .  Lobbying 

a .  Notwithstanding o t h e r  p r o v i s i o n s  of t h i s  C i r c u l a r ,  c o s t s  a s s o c i a t e d  
w i t h  t h e  fo l lowing  a c t i v i t i e s  a r e  una l lowable :  

(1) Attempts t o  i n f l u e n c e  t h e  outcomes of any Federa l ,  S t a t e ,  o r  
l o c a l  e l e c t i o n ,  referendum, i n i t i a t i v e ,  or s i m i l a r  p rocedure ,  through i n  kind o r  
cash  c o n t r i b u t i o n s ,  endorsements ,  p u b l i c i t y ,  o r  s i m i l a r  a c t i v i t y ;  

(2) E s t a b l i s h i n g ,  a d m i n i s t e r i n g ,  c o n t r i b u t i n g  t o ,  o r  p a y i n g  t h e  
expens.es of  a p o l i t i c a l  p a r t y ,  campaign, p o l i t i c a l  a c t i o n  conmi.t tee,  or o t h e r  
o r g a n i z a t i o n  e s t a b l i s h e d ' f o r  t h e  purpose  of i n f l u e n c i n g  t h e  outcomes of 
e l ec t  i o n s ;  

( 3 )  Any a t tempt  t o  i n f l u e n c e :  (i) The  i n t r o d u c t i o n  of  F e d e r a l  o r  
S t a t e  l e g i s l a t i o n ;  o r  ( i i)  t h e  enactment or m o d i f i c a t i o n  of any pending  Fede ra l  
o r  S t - s t e  l e g i s l a t i o n  through communication w i t h  any menher or employee o f  t h e  
Congress  o r  S t a t e  l e g i s l a t u r e  ( i n c l u d i n g  e f f o r t s  t o  i n f l u e n c e  S t a t e  o r  l o c a l  
ufflcidls t u  engage i n  similar lobbying  a c t i v i t y )  , o r  w i t h  any Governrncnt 
o f f i c i a l  o r  employee i n  connec t ion  w i t h  a d e c i s i o n  t o  s i g n  ur veto  e r i r o l l e d  
I e g i s l a t i o n ;  

( 4 )  A n y  a t tempt  t o  i n f l u e n c e :  ( I )  The i n t r u c i u c t i o n  of F e d e r a l  o r  
S t a t e  l e g i s l a t i o n ;  o r  ( i i )  t h e  enactment o i  mod i f i ca t ion  of any peridirig Federa l  
Or S t a t e  l eg i s l a t io r i  by p repa r ing ,  d i s t r i b u t i n g  o r  using pUt,l iCit\~ or 



propaganrlci, or by iirq?.ng members of t h e  g e n e r a ?  publ . tc  0:' any scqment C h e r r c r f  to 
c o n t r i h u t : u  tii C J ~  p a : - t . ~ . p a t - e  in any mass d e m o n s t i a t i o n ,  march, r a l l y ,  
f l u n d r a i . ~ ~  rig d r ? v e ,  13nkyj.ng campaign or 1ntt:er w r i t i n g  o r  t e l e p h z n e  campaign; o r  

1 5 ;  L e g i s l a t i v e  l i .aisori  a c r i v . ~ t i e s ,  , n c l u d i n g  a::endance a t  
I e g i s l . a t . :  ve  s e s s i o n s  o: committ.ee I l ea r ings ,  g a t h c r i n q  iriformatjori r ega rd ing  
L e g i s l a t i o n ,  arid a n a l y z i n g  tne  e f f i . c t  of ~.egis la : i .o r i ,  w e n  s u c h  a c t i v i t i e s  a r e  
C ? r r i . e d  Z J ~  i n  s u p p o r t  of 0: i n  knowing p r e p a r a t i o n  f o r  an e f f o r t  t o  engage l r  
un; l? lowaIr , le  lohby ;ng  

k ~ .  The f o l l o w i n g  a c t i v i t i e s  a r e  e x c e p t e d  from t h e  coverage  o f  
s u b p a r a g r a p h  a :  

( 1 )  P r o v i d i n g  a t e c h n i c a l  and f a c t u a l  p r e s e n t a t i o n  of informati .on on 
a t o p i c  d i r e c t l y  r e l a t e d  t o  t h e  pe r fo rmance  o f  a g r a n t ,  c o n t r a c t  o r  o t h e r  
a g r e e m e n t  t h r o u g h  h e a r i n g  t e s t i m o n y ,  s t a t e m e n t s  or J . e t t e r s  t o  t h e  Congress  o r  a 
S t a t e  l e g i s l a t u r e ,  o r  s u b d i v i s i o n ,  member, o r  c o g n i z a n t  s ta f f  member t h e r e o f ,  i n  
r e s p o n s e  t o  a documented r e q u e s t  [ i n c l u d i n g  a C o n g r e s s i o n a l  Record n o t i c e  
r e q u e s t i n g  t e s t i m o n y  o r  s t a t e m e n t s  for t h e  r e c o r d  a t  a r e g u l a r l y  schedu led  
h e a r i n g )  made by t h e  r e c i p i e n t  member, l e g i s l a t i v e  body or s u b d i v i s i o n ,  o r  a 
c o g n i z a n t  s t a f f  member t h e r e o f ;  p r o v ~  ded s u c h  ~ . n f o r m a t i o n  is r e a d i l y  o b t a i n a b l e  
a n d  c a n  t ie  r e a d i l y  p u t  Ln d e l i v e r a b l e  form;  and  T u r t h e r  provided  t h a t  c o s t s  
u n d e r  t h i s  s e c t i o n  f o r  t r a v e l ,  l o d g i n g  o r  m e a l ~ s  a r e  una l lowable  u n l e s s  i n c u r r e d  
t o  o f f e r  t e s t i m o n y  a t  a r e g u l a r l y  s c h e d u l e d  C o n g r e s s i o n a l  h e a r i n g  p u r s u a n t  t o  a 
w r J . t t e n  r e q u e s t  f o r  such  p r e s e n t a t i o n  made by  t h e  Chairman o r  Ranking M i n o r i t y  
Member of t h e  Committee or Subcommit tee  c o n d u c c i n g  such  h e a r i n g .  

( 2 )  Any l o b b y i n g  made u n a l l o w a b l e  by  subpa rag raph  a ( 3 )  t o  i n f l u e n c e  
S t a t e  l e g i s l a t i o n  i n  o r d e r  t o  d i r e c t l y  r e d u c e  t h e  cost, or t o  a v o i d  m a t e r i a l  
i m p a i r m e n t  of t h e  o r g a n i z a t i o n ' s  a u t h o r i t y  t o  p e r f o r m  the  g r a n t ,  c o n t r a c t ,  o r  
o c h e r  ag reemer i t .  

( 3 )  Any a c t i v i t y  s p e c i f i c a l l y  a u t n o r i z o d  by s:a~u!:e t o  be unde r t aken  
b i i t h  Eunas  f rom t h e  g r a n t ,  c o n t r a c t ,  or other a g r e e m e n t .  

C .  (1 i When an o r g a n i z a t i o n  seeks r e imbursemen t  for  i n d - i r e c t  c a s t s ,  
total lobbying  costs s h a l l  be s e p a r a t e l y  i d e n t i f i e d  i n  t h e  i n d i r e c t  c o s t  r a t e  
pi-3posa1, a n a  t h e r e a f t e r  t r e a t e d  as o t h e r  u n a l l o w a b l e  a c t i v i t y  c o s t s  i n  
a c c o r d a n c e  w i t h  t h e  p r o c e d u r e s  of s u b p a r a g r a p h  €3.3 of Attachment A .  

( 2 )  O r g a n i z a t i o n s  s h a l l  s u b m i t ,  a s  p a r r  of the  a n n u a l  i n d i r e c t  c o s t  
r a t e  p r o p o s a l ,  a c e r t i f i c a t i o n  t h a t  t n e  r e q u i r e m e n t s  and s t a n d a r d s  of t h i s  
p a r a g r a p h  h a v e  t e e n  compl i ed  w i t h .  

( 3 )  O r g a n i z a t i o n s  s h a l l  m a i n t a i n  a d e q u a t e  r eco rds  t o  demons t r a t e  
t h a t  the d e t e r m i n a r i o n  o f  c o s t s  a s  b e i n g  a l l o w a b l e  o r  una l l2wable  p u r s u a n t  t o  
p a r a q r a p h  25  c o m p l i e s  w i t h  tila r e q u i r e m e n t s  of  r h i s  C i r c u l a r .  

( 4 )  Time logs, c a l e n d a r s ,  o r  s i m i l a r  r e c o r d s  s h a l l  n o t  be r e q u i r e d  
t o  be c r e a t e d  f o r  p u r p o s e s  of  complying  b , l i t h  t h i s  pa rag raph  d u r i n g  a n y  
p a r t i c u l a r  c a l e n d a r  month when: (1) t h e  employee  engages  i n  l o b b y i n g  [ a s  d e f i n e d  
I n  s u b p a r a g r a p h s  ( a )  and  (b) ) 2 5  p e r c e n t  o r  l e s s  of t h e  employee ' s  compensated 
h o u r s  o f  employment d u r i n g  t h a t  c a l e n d a r  month ,  a n d  (2) with1.n t h e  p reced ing  
f i v e - y e a r  p e r i o d ,  r b e  o r g a n i z a t i o n  h a s  n o t  m a t e r i a l l y  m i s s t a t e d  a l l o w a b l e  o r  
u n a l l o w a b l e  C U S E S  of any n a t u r e ,  i n c l u d i n g  l e g i s l a t i v e  lobby ing  c o s t s .  When 
c o n d i t i o n s  (I) and ( 2 )  a r e  m e t ,  o r g a n i z a t i o n s  a r e  n o t  r e q u i r e d  t o  es tab l j . sn  
r e c o r d s  t o  s u p p o r t  t h e  a l l o w a b l i l i y  of c l a i m e d  c o s t s  i n  a d d i t i o n  t o  r e c o r d s  
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ali :eady r e q u i r e d  or mainta ined .  Also, when cond i t ions  [ I )  aricl (2) a r e  met,  Llie 
atrsenct. of t i . m e  l ogs ,  c a l e n d a r s ,  or s i m i l a r  records  will r i o t  : , E L - v ~  a s  a basis 
for d i sz i lowing   cos!^; b y  cor i tes t rng  e s t i m a t e s  of l o b h \ r i r i y  1 . i r i i i  spent by 
employees du i r i r ig  a c;ilendar montli 

(5) Agencies s h a l l  e s t a b l i s h  procedures  fox resc;l \ ' i r \ g  i n  &dvancr-, i n  
cor rsu l ta t ion  wi t t i  OIylb. a n y  s i g n i f  J can t  ques t ions  or disay;-eenlencs concernir t :~ tlie 
i ~ i t e r p ~ e t a t i o ~ i  o r  appIj  c a t i o i ~  of paragraph  2 5 .  A n y  such advarice r e s o l u t i o n  shall 
be b i i id i r~g  in any subsequent s e t t l e m e n t s ,  a u d i t s  o r  i r i ves t iya : .~  or:s wi r_h r e s p e c t  
to t h a t  g ran t  or con t rac t  for purposes  of i n t e r p r e t a t i o n  of t h i s  C i r c u l a r ;  
p rovided ,  however, t ha t  this s h a l l  n o t  be cons t rued  t o  prevent  a c o n t r a c t o r  or 
g r a n t e e  frorn con te s t ing  t h e  l awfu lness  of such a deterrniriatiori .  

d .  Execut ive lobbying c o s t s .  Cos ts  i ncu r red  i n  a t tempt ing  t o  
improper ly  i n f l u e n c e  e i t h e r  d i r e c t l y  or i n d i r e c t l y ,  an employee o r  o f f i c e r  of 
t h e  Execut ive  Branch of t h e  Fede ra l  Government t o  g ive  cons ide ra t ion  or t o  a c t  
r ega rd ing  a sponsored agreement or a r e g u l a t o r y  ma t t e r  a r e  una l lowable .  Improper 
i n f l u e n c e  means any i n f l u e n c e  t h a t  induces  o r  tends  t o  induce a F e d e r a l  employee 
o r  o f f i c e r  t o  g ive  cons ide ra t ion  o r  t o  a c t  r ega rd ing  a f ede ra l ly - sponsored  
agreement o r  r egu la to ry  m a t t e r  on a n y  b a s i s  o t h e r  than  the  m e r i t s  of t h e  m a t t e r .  

2 6 .  Losses on o t h e r  sponsored agreements  or  c o n t r a c t s .  Any e x c e s s  of c o s t s  
ove r  income on any award i s  una l lowable  a s  a cos t  of any o the r  award. Thls 
i n c l u d e s ,  bu t  i s  not  l i m i t e d  t o ,  t h e  o r g a n l z a t i o n ' s  con t r ibu ted  p o r t i o n  by 
r eason  of cos t  sha r ing  agreements  o r  any under - recover ies  through n e g o t i a t i o n  of 
l u m p  sums f o r ,  o r  c e i l i n g s  on, i n d i r e c t  c o s t s .  

2 7 .  Maintenance and r e p a i r  c o s t s .  C o s t s  i ncu r red  f o r  necessary  main tenance ,  
repa i r ,  o r  upkeep of bu i ld ings  and equipment ( i n c l u d i n g  Federal  p r o p e r t y  u n l e s s  
o the rwise  provided f o r )  which n e i t h e r  add t o  t h e  permanent va lue  of t h e  p r o p e r t y  
nor  apprec i ab ly  prolong irs i n t ended  l i f e ,  bu t  keep i t  i n  an e f f i c i e n t  o p e r a t i n g  
c o n d i t i o n ,  a r e  a l lowable .  Cos ts  i n c u r r e d  f o r  improvements which  add t o  t h e  
permanent va lue  of t h e  b u i l d i n g s  and equipment o r  apprec i ab ly  p r o l o n g  t h e i r  
i n t e n d e d  l i f e  s h a l l  be t r e a t e d  as  c a p i t a l  expend i tu re s  ( s e e  paragraph  1 5 ) .  

28.  Mate r i a l s  and s u p p l i e s  c o s t s  

a .  Costs  i ncu r red  f o r  m a t e r i a l s ,  s u p p l i e s ,  and f a b r i c a t e d  p a r t s  n e c e s s a r y  
t o  c a r r y  out  a Federal  award a r e  a l l o w a b l e .  

b. Purchased m a t e r i a l s  and s u p p l i e s  s h a l l  be charged a t  t h e i r  a c t u a l  
p r i c e s ,  n e t  of app l i cab le  c r e d i t s .  Withdrawals from gene ra l  s t o r e s  o r  
stockrooms should be charged a t  t h e i r  a c t u a l  net c o s t  under any r e c o g n i z e d  
method of p r i c i n g  inventory  wi thdrawals ,  c o n s i s t e n t l y  a p p l i e d .  Incoming 
t r a n s p o r t a t i o n  charges  a r e  a p roper  p a r t  of m a t e r i a l s  and s u p p l i e s  c o s t s .  

c .  O n l y  m a t e r i a l s  and s u p p l i e s  a c t u a l l y  used f o r  t h e  performance of a 
Fede ra l  awhrd may bP charged a s  d i r e c t  c o s t s .  

d .  Where federa l ly-donated  01 f u r n i s h e d  m a t e r i a l s  a r e  used i n  pe r fo rming  
t h e  Federa l  award, such m a t e r i a l s  will be used wi thout  clhar-ge. 

41 



d .  C o s t s  of t h e  n o n - p r o f i t  o r g a n i z a t i o n ' s  m e m e r s h i p  i n  b u s i n e s s ,  
t e c l l r l l c a l ,  arid p r o f e s s i o n a l  o r g a n i z a t i o n s  are  a l l o w a b l e .  

5 .  C o s t s  o f  t h e  n o n - p r o f i t  o r g a n i z a t i o n ' s  s u b s c r i p t i o n s  t o  b u s i n e s s ,  
p r g ? ~ e s s i  oncll., and t e c h n i c a l  p e r i o d i c a l ? ,  a r e  a l l o w a b l e .  

C .  C o s t s  of membership i n  any  c i v i c  o r  community o r g a n i z a t i o n  a r e  
a l l o w a b l e  w i t h  p r i o r  approva l  by  F e d e r a l  c o g n i z a n t  agency. 

d. C'0sY.s o f  membership i n  any c o u n t r y  c l u b  o r  s o c i a l  o r  d i n i n g  c l u b  or 
o r q a n i z a t i o n  a r e  u n a l l o w a b l e .  

3 1 .  O r g a n i z a t i o n  c:osts.  f : xpe r id i tu re s ,  such as i n c o r p o r a t i o n  fees ,  b r o k e r s '  
f e e s ,  f e e s  t o  p r o m o t e r s ,  o r g a n i z e r s  01 management c o n s u l t a n t s ,  a t t o r n e y s ,  
a c c o u n t a n t s ,  o r  i n v e s t m e n t  c o u n s e l o r s ,  whe the r  o r  n o t  employees of t h e  
o r g a n i z a t i o n ,  i n  c o n n e c t i o n  w i t h  e s t a b l i s h m e n t  o r  r e o r g a n i z a t i o n  of  an 
o r g a n i z a t i o n ,  a r e  u n a l l o w a b l e  e x c e p t  w i t h  p r i o r  a p p r o v a l  of t h e  awarding  agency .  

32. Page  c h a r g e s  i n  p r o f e s s i o n a l  l o u r r ! a l s .  Page c h a r g e s  fo r  p r o f e s s i o n a l  
j o u r n a l  p u b l i c a t i o n s  a r e  a l l o w a b l e  a s  a n e c e s s a r y  p a r t  of r e s e a r c h  ccsts, where :  

a .  The r e s e a r c h  p a p e r s  r e p o r t  work s u p p o r t e d  by t h e  F e d e r a l  Government; 
a n d  

b .  The c h a r g e s  a r e  l e v i e d  i m p a r t i a l l y  on a l l  r e sea rch  p a p e r s  p u b l i s h e d  by 
=he journal, w h e t h e r  or  n o t  by f e d e r a l  l y - sponsoxed  a u t h o r s .  

7 3  
d d .  P a r t i c i p a n t  s u p p o r t  c o s t s .  P a r t i c i p a n t  s u p p o r t  c o s t s  a r e  d i r e c t  c o s t s  f o r  
i t e m s  s u c h  as s t i p e n d s  o r  s u b s i s t e n c e  a l l o w a n c e s ,  t r a v e l  a l lowances ,  and 
r e g i s t r a t i o n  f e e s  p a i d  t o  or  on b e h a l f  3f p a r t i c i p a n t s  or  t r a i n e e s  ( b u t  no t  
e m p l o y e e s )  i n  c o n n e c t i o n  w i t h  m e e k i r i g r : ,  c o n f e r e n c e s ,  symposia, or t r a i n i n q  
p r c j e c t s .  These  c o s t s  a r e  a l l o w a b i e  w ~ t h  t h e  prioz approval  of t h e  awarding  
a g e n c y .  

3 4 .  P a t e n t  c o s t s .  

a .  The f o l l o w i n g  c o s t s  r e l a t i n g  t o  p a t e n t  a n d  c s p y r i g h t  m a t t e r s  a r e  
a l lowaDle :  (1) c o s t  o f  p r e p a r i n g  d i s c l o s u r e s ,  r e p o r t s ,  and o t h e r  documents 
r e q u i r e d  b y  t h e  Federal award and of s e a r c h i n g  the a r t  t o  t h e  e x t e n t  r i e c e s s a r ~ i  
t o  make s u c h  d i s c l o s u r e s ;  ( i . i )  c o s t  of p r e p a r i n g  documents and a n y  o t h e r  p a t e n t  
c o s t s  in conr iec t ior i  w i t h  t h e  f i l i n g  and  p r o s e c u t i o n  of a Uni ted  S t a t e s  p a t e n t  
a . p p l i c a t i o n  where t i t l e  or r o y a l t y - f r e e  l i c e n s e  i s  r e q u i r e d  b y  t h e  F e d e r a l  
Government  t o  be conveyed  t o  t h e  F e d e r a l  Government ;  and iiii) g e n e r a l  
c o u n s e l i n g  s e r v i c e s  r e l a t i n g  t o  p a t e n t  and  c o p y r i g h t  m a t t e r s ,  s u c h  as a d v j r e  on 
p a t e n t  and c o p y r i g h t  l a w s ,  r e g u l a t i o n s ,  clauses, a n d  employee ag reemen t s  ( n u t  

. . -. -. . 

E 
. . . . . . -. . . . . . 
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s e e  paragraphs  3 7 , ,  Professioi iaJ  . so~- i~ ices  c o s t s ,  aiid 44., Royal-cies arid otliel- 
c o s t s  f o r  Llse of pate1-irs and c o p y r ? g h t s ) .  

h. T h e  followii-IF; c o s t s  r e l a t e d  t o  pa t en t  and i o p y r i g h t  matr;er a r e  
una l lowat l  t : 

( 3 )  Cost  of p r e p a r i n g  d i s c l o s u r e s ,  r e p o r t s ,  and o t h e r  documents  and 
of searchlfrc;  the a r r  t o  the e x t e n t  r~ecessilry ~ C J  make d i s c l o s u r e s  no t  r e q u i r e d  b y  
the award 

(2) Costs  i n  connec t ion  w i t h  f i l i n g  and prosecut ing  any f o r e i g n  
p a t e n t  a p p l i c a t i o n ,  or any United S t a t e s  pa t en t  a p p l i c a t i o n ,  where t h e  F e d e r a l  
award does r iot  r e q u i r e  conveying t i t l e  OK a r o y a l t y - f r e e  l i c e n s e  t o  t h e  F e d e r a l  
Government [ b u t  s ee  paragraph 4 5 . ,  Roya l t i e s  and o t h e r  c o s t s  f o r  u s e  of p a r e n t s  
and c o p y r i g h t s ) .  

35 .  P l an t  and homeland s e c u r i t y  c o s t s .  Necessary and reasonable  e x p e n s e s  
i n c u r r e d  €o r  r o u t i n e  and homeland security t o  p r o t e c t  f a c i l i t i e s ,  p e r s o n n e l ,  and 
work produccs a r e  a l lowable .  Such costs i nc lude ,  b u t  a r e  not l i m i t e d  t o ,  wages 
and uniforms of personnel  engaged i n  securi ty  a c t i v i t i e s ;  equipment; barriers;  
c o n t r a c t u a l  s e c u r i t y  s e r v i c e s ;  c o n s u l t a n t s ;  e t c .  C a p i t a l  expend i tu re s  f o r  
homeland and p l a n t  s e c u r i t y  purposes  a r e  s u b j e c t  t o  paragraph 15., Equipment and 
o t h e r  c a p i t a l  expendi tures , .  of t h i s  C i r c u l a r .  

3 6 .  Pre-agreement c o s t s .  Pre-award c o s t s  a r e  t h o s e  incur red  p r i o r  t o  t h e  
e f f e c t i v e  d a t e  of the  award d i r e c t l y  pursuant  t o  t h e  nego t i a t ion  and i n  
a n t i c i p a t i o n  of  t h e  award where such casu a r e  necessa ry  t o  comply wlth t h e  
proposed d e l i v e r y  schedule o r  p e r i o d  of performance.  Such c o s t s  a r e  a l l o w a b l e  
on ly  t o  t h e  e x t e n t  t h a t  t h e y  would have been a l lowab le  i f  i ncu r red  a f t e r  t h e  
d a t e  of t he  award and only w i t h  t h e  w r i t t e n  approval  of t h e  awarding a g e n c y .  

3 7 .  P r o f e s s i o n a l  s e rv i ces  cos ts .  
-.. -_ 

a .  Cos ts  of  p r o f e s s i o n a l  and c o n s u l t a n t  s e r v i c e s  rendered by p e r s o n s  who 
are members of a p a r t i c u l a r  p r o f e s s i o n  o r  posses s  a s p e c i a l  s k i l l ,  and  who a r e  
n o t  o f f i c e r s  o r  employees of t h e  non-p ro f i t  o r g a n i z a t i o n ,  a r e  a l l o w a b l e ,  s u b j e c t  
t o  subparagraphs b and c when r e a s o n a b l e  i n  r e l a t i o n  t o  t h e  s e r v i c e s  r e n d e r e d  
and when not  cont ingent  upon r ecove ry  of t h e  c o s t s  from th.e Federa l  Government.  

I n  a d d i t i o n ,  l e g a l  and r e l a t e d  s e r v i c e s  a r e  l i m i t e d  under Attachment B ,  
paragraph 1 0 .  

b. I n  determining t h e  a l l o w a b i l i t y  of c o s t s  i n  a p a r t i c u l a r  case,  no 
s i n g l e  f a c t o r  o r  any s p e c i a l  combinat ion of f a c t o r s  is n e c e s s a r i l y  
de t e rmina t ive .  However, t h e  fo l lowing  f a c t o r s  are r e l e v a n t :  

(1) The na ture  and scope  of t h e  s e r v i c e  rendered i n  r e l a t i o n  t o  t h e  
s e r v i c e  r e q u i r e d .  

( 2 )  The n e c e s s i t y  of  c o n t r a c t i n g  f o r  t h e  s e r v i c e ,  cor l s ider ing  t h e  
non-prof i t  o r g a n i z a t i o n ' s  c a p a b i l i t y  i n  t h e  p a r t j . c u l a r  a i -ea .  

( 3 )  The pas t  p a t t e r n  of s u c h  costs, p a r t i c u l a r l y  in t he  years  p r i o r  
t o  Federal  awards.  
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( 5 j  W!iet:i-ier ! . k i t .  p r o p o r t i o n  of Federa:. work t o  t h e  n o n - p r i f i t  
C ~ i ~ q a r : i z a ! : i o r i ' s  ;o:ai 13u;~rieI;:; J.S s u c h  a s  t o  i n f l u o n r e  t h e  non-p ro f ]  t 
oi-gariiza';iorl i n  f a v o r  : ~ f  iri<.urr:ng t h e  cost, p a r t i c i i J  a r l y  where t h e  .;ervices 
Tendered  a r e  not o f  ;J cant i r i u i n g  n a t u r e  and have  1.1:'~Ie r e i a t i o n s n i r ,  ::J wori: 
unci%:- F e d e r a l  q r a n t s  and c o r ! t r a c t s .  

( 6 )  Whether t ne  s e r v i c e  can be  per fo rmed  more e c o n o m i c a l L y  b y  d - r e c t  
employmen t  r a t h e r  t h a n  c o n t r a c c i n g .  

( 7 )  The q u a l i f i c a t i o n s  of  t h e  i i i d iv i c lua l  or  concern r e r ide r ing  t h e  
s e r v j  ce a n d  t h e  ciist.omary f e e s  c h a r g e d ,  e s p e c i a l l y  on non-Federa l  a w a r d s .  

( 8 )  Adequacy o f  c h e  c o n t r s c t u a l  ag reemen t  f o r  t h e  s e r v i c e  i e . g . ,  
d e s c r i p t i o n  of t h e  s e r v ~ c e ,  e s t 1 . m a ~ e  of t ime  r e q u l ~ - t . d ,  r d t e  of. compensa t ion ,  and 
t e r m i n a t i o n  p r o v i s j o n s )  . 

(3. I n  a d d i t i o n  t o  t h e  f a c t o r s  i n  s u b p a r a g r a p h  b, r e t a i n e r  f e e s  t o  be 
d l l o w a b l e  must be s u p p o r t e d  by e v i d e n c e  of bond fJde Serv ices  a v a i l d b i e  o r  
r e n d e r e d  

3 8 .  Publication and p r i n t i n g  c o s t s  

a .  P u b l i c a t i o n  c o s t s  i n c l u d e  t h e  c o s t s  of p r i n t i n g  ( i n c l u d i n g  t h e  
processes of c o m p o s i t i o n ,  p l a t e - m a k i n g ,  p r e s s  work, b ind ing ,  and  t h e  end 
p r o d u c t s  p r o d u c e d  by such  p r o c e s s e s ) ,  d i s t r i b u t i o n ,  promotion, m a i l i n g ,  and 
gene ra l  l i a n d l i n g .  P u b l i c a t i o n  c o s t s  a1 so  i n c l u d e  p a g e  cha rges  in p r o f e s s i o n a l  
p u b l i c a t i o n s .  

D .  I f  t h e s e  c c s t s  a r e  not  i d e n t i f i a b l e  w i t h  a p a r t i c u l a r  c o s t  o b j e c t i v e ,  
t h e y  should j5e a l i o c a t e d  a s  i n d i r e c t  c o s t s  t o  a l l  b e n e f i t i n g  a c t i v i t j i e s  3 f  t h e  
n o n - p r o f i t  o r g a n i z a t i o n .  

c. P a g e  c h a r g e s  f o r  p r o f e s s i o n a l  j o u r n a l  puDlications a r e  a l l o w a b l e  a s  E: 

n e c e s s a r y  p a r t  of  r e s e a r c h  costs where: 

(1) The r e s e a r c h  p a p e r s  r e p o r t  work s u p p o r t e d  by t h e  F e d e r a l  
Gol rernment  : a n d  

(2) The c h a r g e s  a r e  l e v i e d  i m p a r t i a l J y  on a i l  i e sea rzh  pa?e:s 
published by t h e  j o u r n a l ,  % h e t h e =  or  no: by f e d e r a i l y - s p o n s o r e d  a u t h o r s .  

39. Rearrangemen:. and a l t e r a t i o n  c o s t s .  C o s t s  i n c u r r e d  f o r  o r d i n a r y  or  normal 
r e a r r a n g e m e n t  and a l t e r a t i o n  of f a c i l i t i e s  a r e  a l l o w a b l e .  Spezial ar rangement  
a n d  a l t e r a t i o n  costs  i n c u r r e d  s p e c i f i c a l l y  f o r  t h e  p r o l e c t  a r e  a l l o w a b l e  wi:h 
t h e  p r i o r  a p p r o v a l  3f t h e  a w a r d i n g  a g e n c y .  

4 0 .  R e c o n v e r s i o n  costs. C o s t s  i n c u r r e d  i n  t h e  r e s t o r a t i o n  o r  :-et,abi l i t a t ]  on of 
t h e  n o n - p r o f i t  o r g a n i z a t i o n ' s  f a c i l i t i e s  t o  a p p r o x i m a t e l y  t h e  same c o n d i t i o r i  
e x i s t i n g  immedia t e ly  p r i o r  t o  commencement o f  F e d e r z l  awards, l e s s  c o s t s  r e . l a tnd  
t o  n o r m a l  wear and t e a r ,  a r e  a l l o w a b l e .  



4 1 .  Rec ru i t i ng  c o s t s  

a .  Sub jec t  to subparagraphs Is, c ,  arid d ,  aria provided t h a t  t l ie s i z e  of 
che staff r e c r u i t e d  arid nia1ntained is  111 keeping wi t k  woi-kload reyui ren ien ts ,  
costs of "lielp wanted" a d v e r t i s i n g ,  opei-atl.ng cos t5  o f  an employment oil ' ice 
riecessa:-y L O  s ecu re  and ~iiiiin!-ai.~-i ai-, adequate s t a f f ,  costs of  opcirati.rig an 
a p t i t u d e  arid educa t iona l  t e s t i n g  program, t r a v e l  C O S L C  of employees w h i l e  
engaged i n  r e c r u i t i n g  pe r sonne l ,  t r a v e l  c o s t s  of a p p l i c a n t s  f o r  i n t e r v i e w s  i o 1  
p rospec t ive  employment, arid r e l o c a t i o n  c o s t s  i n c u r r e d  inc iden t  t o  r e c r u i t m e n t  of 
riew employees, a r e  a l lowable  t o  t h e  ex ten t  t h a t  such c o s t s  a r e  i n c u r r e d  p u r s u a n t  
to a well-managed recruicment  program. Where t h e  o rgan iza t ion  uses emp1o)ment 
ayenc ie s ,  c o s t s  t h a t  a r e  not  i n  excess  of s t anda rd  commercial r a t e s  foi- s u c h  
s e r v i c e s  a r e  a l lowable .  

Is. Irr p u b l i c a t i o n s ,  c o s t s  of  he lp  wanted a d v e r t i s i n g  t h a t  i n c l u d e s  c o l o r ,  
i n c l u d e s  a d v e r t i s i n g  m a t e r i a l  f o r  o t h e r  than r ec ru i tmen t  purposes ,  o r  i s  
excess ive  i n  s i z e  ( t ak ing  i n t o  cons ide ra t ion  recrui tmenr:  purposes f o r  which 
in tended  and normal o r g a n i z a t i o n a l  p r a c t i c e s  i n  t h i s  r e s p e c t ) ,  a r e  u n a l l o w a b l e .  

c .  Cos t s  of h e l p  wanted a d v e r t i s i n g ,  s p e c i a l  emoluments, f r i n g e  b e n e f i t s ,  
and s a l a r y  a l lowances  i n c u r r e d  t o  a t t r a c t  p r o f e s s i o n a l  personnel  from o t h e r  
o r g a n i z a t i o n s  t h a t  do not meet t h e  t e s t  of r easonab leness  o r  do not conform w i t h  
t h e  e s t a b l i s h e d  p r a c t i c e s  of t h e  o rgan iza t ion ,  a r e  u n d l o w a b l e .  

d .  Where r e loca t ion  c o s t s  i ncu r red  i n c i d e n t  t o  recru i tment  of a new 
employee have been allowed e i t h e r  a s  a n  a l l o c a b l e  d i r e c t  o r  i n d i r e c t  c o s t ,  and 
t h e  newly h i r e d  employee r e s i g n s  f o r  reasons  w i t h i n  h i s  c o n t r o l  w i t h i n  t w e l v e  
months a f t e r  be ing  h i r ed ,  t h e  o rgan iza t ion  w i l l  be r e q u i r e d  t o  re fund  or  c r e d i t  
such r e l o c a t i o n  c o s t s  t o  t h e  Federa l  Government. 

4 2 .  Reloca t ion  c o s t s .  

a .  Re loca t ion  c o s t s  a r e  costs i n c i d e n t  t o  t h e  permanenr: change of d u t y  
assignment ( f o r  a n  i n d e f i n i t e  pe r iod  o r  f o r  a s t a t e d  pe r iod  of not  less t h a n  1 2  
months) o f  an e x i s t i n g  employee o r  upon r ec ru i tmen t  of a new employee 
Reloca t ion  c o s t s  a r e  a l lowable ,  s u b j e c t  t o  t h e  l i m i t a t i o n  desc r ibed  i n  
subparagraphs h, c ,  a n d  d ,  p rovided  t h a t :  

i l l  The  move is f o r  t h e  b e n e f i t  of t h e  employer 

( 2 )  Reimbursement t o  t h e  employee i s  i n  accordance wlch a n  
e scab l i shed  w r i t t e n  po l i cy  c o n s l s t e n t l y  fol lowed by t h e  employer. 

( 3 )  The  reimbursement does n o t  exceed t h e  employee 's  a c t u a l  ( o r  
reasonably e s t i m a t e d )  expenses .  

b. Allowable r e l o c a t j o n  c o s t s  f o r  c u r r e n t  employees a r e  l i m i t e d  t o  t h e  
loll o w i n g  : 

(1)  The costs of t r a n s p o r t a t i o n  of the employee, members of h i s  
immediate fami ly  and h i s  houseliola', and pe r sona l  e f f e c t s  t o  t h e  neha l o c a t i o n  

I 
~ 

45 



( 4 )  The c o n t i n u i n g  c o s t s  of ownersh ip  or' t h e  vacant  fo rmer  home 
a f t e r  t l i c  s e t t l e m e n t  :)r l e a s e  d a t e  of- t h e  e m p l o y e e ' s  new permanent home, suzh a s  
n i d i  riteriarice oE b u i l d i n g s  and  g rounds  [ e x c l u s i v e  o f  f-Xing up z x p e n s e s i ,  
i i t - 1 1  itlor;, t a x e s ,  and p r o p e r t y  i n s u r a n c e .  

(5) Other  n e c e s s a r y  and r e a s o n a b l e  e x p e n s e s  normally i n c i d e n t  t o  
r e l o c a t ~ o n ,  s u c h  a s  t h e  costs of canceling an u n e x p i r e d  l e a s e ,  d i s c o n n e c t i n g  an3  
r e : n s t a l l i . n g  household  a p p l i a n c e s ,  a n d  p u r c h a s i n q  . ~ n ~ u r a ~ i c e  a g a i n s t  l o s s  of o r  
damaqes t o  p e r s o n a l  p r o p e r t y .  T h e  c o s t  o f  zarice:i.rig an unexpi red  lease i s  
l i m i t e d  t o  t h r e e  times t h e  month ly  r e n t a l .  

c .  Al1owahJ.r r e l o c ~ t i o n  c o s t s  f o r  new employees  a r e  l i m i t e d  t o  t h o s e  
Ciescribeci i n  ( 1 )  and (2) o f  s u b p a r a g r a p h  b .  When r e l o c a t i o n  c o s t s  i n c u r r e d  
i n c i d e n t  t o  t h e  r e c r u i t m e n t  of n e w  employees  have  b e e n  allowed e i t h e r  as  a 
d i r e c t  o r  i n d i r e c t  c o s t  and t h e  employee r e s i g n s  f o r  reasons  w i t h i n  his c o n t r o l  
w i t h i n  12 mont.hs a f t e r  h i r e ,  t h e  o r g a n i z a t i o n  s h a l l  r e f u n d  o r  c red i t  t h e  Fede ra l  
Governmen; for j t s  s h a r e  of t h e  c o s t .  However, rhe  costs of t r a v e l  t o  a n  
3 v e r s e a s  1 o c a t i o n  shall be c o n s i d e r e d  t r a v e l  costs i n  accordance w i t h  pa rag raph  
5 0  a n d  n o t  r e l o c a t i o n  costs f o r  t h e  p u r p o s e  of t h i s  paragraph  i f  d e p e n d e n t s  a r e  
not p e r m i t t e d  a t  Like l o c a t i o n  f o r  any  r e a s o n  and  Lhe c o s t s  d G  n o t  i n c l u d e  m s t s  
o f  c r a n s p o r t i n g  househo ld  goods.  

c l .  The f o l l a w i n g  c o s t s  r e l a t e d  t o  r e l o c a t i o n  a r e  una l lowab le :  

( 1  1 r o e s  and o t h e r  c o s t s  a s s o c i a t e d  s i t t i  acaui r inc j  a new home. 

( 3 ;  C.=n t inu ing  mor tgage  p r i n c i p a l  and i n t e r e s t  payments o n  a home 
b e i n g  sold. 

(4) Income t a x e s  p a i d  by an  employee r e l a t e d  t o  r e imbursed  
re iocaLic ,n  cos ts ,  

4 3 .  R e n t a l  cos t s  of b u i l d i n g s  arid equ ipmen t  

a. s ' ub j2c t  to t h e  l i m i t a t i o n s  d e s c r i b e d  i n  s u b p a r a g r a p h s  b.  Ehrough d .  of 
Ekls paragraph  43, r e n t a l  c o s t s  a r e  a l l o w a b l e  t c  the e x t e n t  t h a t  t h e  r a t e s  a r e  
L-easonab le  i n  l i g h c  of  such f a c t o r s  a s :  r e n t a l  costs of comparable p r o p e r t y ,  i f  
a n y ;  m a r k e t  c o n d i t i o n s  i n  the a r e s :  a l r e r r i a t i v e s  a v a i l a b l e ;  and,  t h e  t y p e ,  l i f e  
e x p e c t a n c y ,  c o n d i t i o n ,  and v a l u e  of t h e  p r o p e r t y  l e a s e d .  R e n t a l  a r r angemen t s  
s h o u l d  be reviewed periodically t o  d e t e r m i n e  i f  c i  r -cumstances  h s v p  changed and 
other o p t i a n s  a r e  available. 

b .  R e n t a l  c o s t s  under  " s a l e  and  l e a s e  back" arrangemenLs d i e  dlJowaijie 
only up to t h e  amount t h a t  would be a l l o w e d  had  tne non-p ro f , t  o r g d n i z a t i o ~  
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continued t o  own chE p r o p e r t y  This amount would i i i c l u d t  e - < p e n s e s  such a s  
d e p r e c i a L i o n  01- u s e  ,Allowaiict ,  rria;nteiiai~r:t, t a x e s ,  ;rid i r ~ s u ~ ~ i l i ~ c e .  

c .  Rental  costs under " l . ess - tna i -~-arn is - ie r~q ' i l i "  l e a s e s  a r e  a l l o w a b l e  o n l y  up 
to the amount ( a s  exriiaiined in subparagi-aph h .  of t h i s  parag?-aph 4 3 .  ) t h a t  would 
I l t  allowed had  t i t l e  co the prope r ty  ves ted  1.r) r h e  noii-psofii  o r g a n i z a t j o n .  For  
1.1-IJ s Purpcse, a J e s s  thail-arrris-lengtt! lease i c  one uridei- wfiich one FJartY t o  t h e  
lease agreement i s  aiJie t o  c o n r r o l  0 1 -  subs t an t . i a i ly  ~ n i l u e i i c e  the  a c t l o ~ i s  of t h e  
o t h e i .  S u c h  l e a s e s  ~ i i c i u d e ,  but are iiot limited t o  rhose between (1) divisions 
of o nori-prof i t  orgariizatiori;  ( i i )  non-p ro f i t  o rgan iza t ions  under common c o n t r o l  
through common o f f i c e r s ,  d i r e c t o r s ,  or  members; and ( i i i )  a r im-pro f i t  
o rgan iza t ion  and a d i r e c t o r ,  t r u s t e e ,  o f f i c e r ,  o r  key employee of t h e  n o l i - p r o f i t  
o rgan iza t ion  or  h i s  immediate fami ly ,  e iLher  d i r e c t l y  or  through c o r p o r a t i o n s ,  
t rus t s ,  o r  s i m i l a r  arrangements i n  which they  hold a c o n t r o l l i n g  i n t e r e s t .  F o r  
example, a non-prof i t  o rgan iza t ion  may e s t a b l i s h  a s epa ra t e  c o r p o r a t i o n  ,Cor t h e  
s o l e  purpose of owning p rope r ty  and l e a s i n g  i t  back t o  the  non-p ro f i t  
o r g a n i z a t i o n .  

d Ren ta l  c o s t s  under l e a s e s  which a r e  r e q u i r e d  t o  be t r e a t e d  a s  c a p i t a l  
l e a s e s  under GKHP a r e  a l lowable  only up t o  t h e  amount ( a s  exp la ined  i n  
subparagraph b )  t h a t  would be allowed had t h e  non-prof r t  o r g a n i z a t i o n  p u r c h a s e d  
t h e  proper ty  on t h e  da te  t h e  l e a s e  agreement was executed.  The p r o v i s i o n s  of 
F lnancia l  Accounting S tandards  Board Statement  1 3 ,  Accounting f o r  Leases ,  s h a l l  
be used t o  de te rmine  whether a l e a s e  i s  a c a p i t a l  l e a s e .  I n t e r e s t  c o s t s  r e l a r e d  
t o  c a p i t a l  l e a s e s  a r e  a l lowable  t o  t h e  e x t e n t  they  meet t he  c r i t e r i a  i n  
subparagraph 2 3 .  Unallowable c o s t s  i nc lude  amounts pa id  f o r  p r o f i t  , management 
f e e s ,  and t a x e s  t h a t  would not  have been i n c u r r e d  had the  non-p ro f i r  
o rgan iza t ion  purchased t h e  f a c i l i t y .  

4 4 .  Roya l t i e s  and o the r  c o s t s  f o r  use o f  p a t e n t s  and copyr igh t s  

a .  R o y a l t i e s  on a p a t e n t  o r  copyr igh t  o r  amor t i za t ion  of t h e  c o s t  of 
acqui r ing  by purchase a copyr igh t ,  p a t e n t ,  or r i g h t s  t h e r e t o ,  n e c e s s a r y  f o r  t h e  
P ~ O P P I  performance of t he  award a r e  a l lowab le  u n l e s s :  

( 1 )  T h e  Federal  Government has  a l i c e n s e  o r  t he  r i g h t  t o  f r e e  u s e  o f  
t h e  pa ten t  or  copyr igh t .  

( 2 )  The p a t e n t  o r  copyr ight  h a s  been ad jud ica t ed  t o  be i n v a l i d ,  o r  
has been a d m i n i s t r a t i v e l y  determined E O  be i n v a l i d .  

13) The p a t e n t  o r  copyr ight  i s  cons ide red  t o  be u n e n f o r c e a b l e .  

( 4 )  The pa ten t  o r  copyr ight  i s  exp i r ed  

b .  S p e c i a l  ca re  should be exe rc i sed  in determining  r e a s o n a b l e n e s s  where 
the r o y a l t i e s  may have a r r i v e d  a t  as a r e s u l t  of l e s s - t h a n - a r m ' s - l e n g t h  
bargairi iny,  e .  g . : 

(1) Royal t ies  p a i d  t o  pe r sons ,  i nc lud ing  c o r p o r a t i o n s ,  a f f i l i a t e d  
with the rlorr-profit o r q a n i z s t i o n .  

(2) R o p a ?  t.ies p a i d  t o  u n a f f i l i a t e d  p a r t i e s ,  i n c l u d i n g  c o r p o r a t i o n s ,  
under a n  agreement en tered  i n t o  i n  contempla t iun  L h a t  a Federal  award would be  
macle. 

- . - I , ,  .; , , , .. , . .  
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C .  i n  any  CS.SP l n v n l v i n g  a pa?.ei,: or c o p y x i q h t  fo rmer ly  owned by t h e  riorl- 
p:CjF.i t  o r g a n i z a t i o n ,  t h e  amount of rot;-_t.Ity a.llowec1 shou ld  nor exceed t h e  C O S :  

df! L C ~ I  w o i i  1 d have baeir a1 I owed h a d  the n o n - p r o f i t  o r g a n i z a t i o n  r e Z a i n e d  ti t1 e 
t h e r e t o .  

4.5. S e i l . ; n g  and m a r k e t i n g .  C o s t s  of  s e l l i n g  and marke t ing  any p r o d u c t s  o r  
s e r v i  c:es o f  t h e  n o n - p r o f i t  o r g a n i z a t i o n  a r e  u n a l l o w a b l e  (unless a l l o w e d  under 
Utytachment B ,  p a r a g r a p h  1. as a1lowah;e  p u b l i c  r e l a t i o n s  c o s t .  However, t i l es f  
cos t s  are dll .owable a s  d i rec t  c o s t s ,  w i t h  p r i o r  a p p r o v a l  by award ing  a g e n c i e s ,  
when t h e y  a r e  n e c e s s a r y  f o r  t h e  pe r fo rmance  of F e d e r a l  programs. 

4 6 .  Spec;  a l l z e d  s e r v i c e  f a c i - l i t i e s  

a .  The c o s t s  of s e r v i . c e s  p r o v i d e d  by h i g h l y  complex o r  s p e c i a l i z e d  
fac i1 . i  tj es  o p e r a t e d  by t h e  non-prof 1.t O r g a n i z a t i o n ,  s u c h  a s  c o m p u t e r s ,  wind 
t u n n e l s ,  and r e a c t o r s  a r e  a l l o w a b l e ,  p r o v i d e d  t h e  c h a r g e s  f o r  t h e  s e r v i c e s  meet 
t h e  c o n d i t i o n s  o f  e1 . ther  46 b.  or  c .  a n d ,  i n  addi\: i .on,  t ake  i n t o  a c c o u n t  any 
i t e m s  o f  income o r  F e d e r a l  E inanc ing  t h a t  q u a l i f y  a s  a p p l i c a b l e  c r e d i t s  under 
A t t a c h m e n t  A ,  s u b p a r a g r a p h  A. 5 .  of t h - s  C i r c u l a r .  

b .  The c o s t s  of such  s e r v i c e s ,  w h e n  m a t e r i a l ,  must be c h a r g e d  d l r e c t l y  t o  
soplicabJp awards  bdsed  on a c t u a l  u sage  of t h e  s e r v i c e s  on t h e  b a s i s  o f  a 
s c h e d u l e  of  r a t e s  o r  e s t a b l i s h e d  methodology t h a t  (I) does n o t  d i s c r i m i n a t e  
a g d i n s t  f e d e r a l l y - s u p p o r t e d  a c t i v i t i e s  of t h e  n o n - p r o f i t  o r g a n i z a t i o n ,  i n c l u d i n g  
u s a g e  by  t h e  n o n - p r o f i t  o r g a n i z a t i o n  f o r  i n t e r n a l  pu rposes ,  and (11) i s  aes igned  
to recover o n l y  t h e  a g g r e g a t e  costs of  t h e  s e r v i c e s .  The  c o s t s  of e a c h  s e r v i c e  
sh=i l  c o n s i s t  n o r m a l l y  o f  b o t h  i t s  d i r e c t  c o s t s  and  i t s  a l l o c a b l e  share  of a l l  
i n d i r e c t  c o s t s  P,dtes shzli be  a d l u s t e d  a t  L e a s t  b i e n n i a l l y ,  and  shall t a k e  
in?o cons 1 d e r a t i o n  o v e r / u n d f r  a p p l i e d  c o s t s  of t h e  p r e v i o u s  p e r i o d  (s) 

c .  Where t h e  c o s t s  i n c u r r e d  f o r  a s e r v i c e  a r e  n o t  m a t e r i a l ,  t h e y  may be 
a l l o c a t e d  as  i n d i r e c t  c o s t s .  

d.. i jnder some e x t r a o r d i n a r y  ~ I r c u m s t a n c e s ,  where i t  IS i n  t h e  b e s t  
i n t e r e s t  3f t h e  F e d e r a l  Governmen; anc! t h e  i n s t i t u x i o n  t o  e s t a b l i s h  a l t e r n a t - : , ?  
c o s t i n g  a r r a n g e m e n t s ,  s u c h  a r r a n g e m e n t s  may be worked o u t  w i t h  t h e  c o g n i z a n t  
F e o e r a l  a y e n c y .  

47. Taxes 

a .  I n  g e n e r a l ,  taxes which t h e  o r q a n i z a t i o n  i s  r e q u i r e d  t o  p a y  and  which 
a r e  p a i d  o r  a c c r u e d  i n  a c c o r d a n c e  w i t h  GAAP, and payments made :o l o c a l  
governmsnts i n  l i e u  of t axes  which a r e  commensura te  wi th  t h e  l o c a l  government 
s e r v i c e s  r e c e i v e d  a r e  zllowable, e x c e p t  for ( i )  t a x e s  from which exempt ions  a r e  
a v a i l a b l e  t o  :he o r g a n i z a t i o n  d i r e c t l y  or which a r e  a v a i l a b l e  t o  :he 
o r g a n i z a t i o n  b a s e d  on an exempt ion  a f f o r d e d  t h e  F e d e r a l  Government and  i n  t h e  
l a t t e r  case when t h e  award ing  agency  makes a v a i l a b l e  t h e  n e c e s s a r y  exempt ion  
c e r t i f i c a z e s ,  ( i i )  s p e c i a l .  a s s e s s m e n t s  on  l a n d  which  r e p r e s e n t  c a p i t a l  
Lrnprovements,  and  ( i i i )  F e d e r a l  income t a x e s .  

Is. Any r e f u n d  of  t a x e s ,  a n d  any  payment t o  t h e  o r g a n i z a t i o n  of  i n t e r e s t  
t h e r e o n ,  which were a l l o w e d  a s  award c o s t s ,  w i l l  be c r e d i t e d  e i t h e r  a s  a cost 
r e d u c t i o n  o r  ra . sh  r e f u n d ,  a s  a p p r o p r i a t e ,  t o  t h e  F e d e r a l  Government. 

.. . I _ _  .. !---. - . .. ._ . . 
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a .  T h e  c o s t  of i terns reasoiiaii].y usable on :.he non-prof: t o r g a n i z a r i o n  ' s 
o the r  work s h a l l  not be a l l o w a b l e  unless  t h e  non-prof i t  o r g a n i z a t i o n  submi t s  
evidence t h a t  i t  would not  r e t a i n  such items a t  cos t  without  s u s t a i n i n g  a loss. 
I n  dec id ing  whether such i t ems  a r e  reasonably usable  on o t h e r  w o r k  of t h e  non- 
p r o f i t  o r g a n i z a t i o n ,  the awarding agency should cons ide r  t h e  non-p ro f i t  
o r g a n i z a t i o n ' s  p lans  and o r d e r s  f o r  c u r r e n t  and scheduled a c t i v i t y .  

Contemporaneous purchases of common i tems by t h e  non-prof i t  o r g a n i z a t i o n  s h a l l  
be regarded a s  evidence t h a t  s u c h  i.terns a r e  reasonably  usab le  on t h e  n o n - p r o f i t  
o r g a n i z a t i o n ' s  o ther  work. Any acceptance of common items a s  a i l o c a b l e  t o  t h e  
terminated p o r t i o n  o f  t he  Fede ra l  award s n a l l  be l i m i t e d  t o  t h e  e x t e n t  c h a t  t h e  
q u a n t i t i e s  of such items on hand,  i n  t r a n s i t ,  and on o rde r  a r e  i n  excess  of t h e  
reasonable  q u a n t i t a t i v e  r equ i r emen t s  of o t h e r  work. 

b .  I f  i n  a p a r t i c u l a r  c a s e ,  d e s p i t e  a l l  reasonable  e f f o r t s  b y  t h e  non- 
p r o f i t  o r g a n i z a t i o n ,  c e r t a i n  c o s t s  cannot be d i scon t inued  immpdiately a f t e r  t h e  
e f f e c t i v e  d a t e  of t e rmina t ion ,  s u c h  c o s t s  a re  g e n e r a l l y  a l lowab le  within t h e  
l i m i t a t i o n s  s e t  f o r t h  i n  t h i s  C i r c u l a r ,  except  t h a t  any such  c o s t s  c o n t i n u i n g  
a f t e r  t e r m i n a t i o n  due t o  t h e  n e g l i g e n t  o r  w i l l f u l  f a i l u r e  o f  t h e  n o n - p r o f i t  
o rgan iza t ion  t o  d iscont inue  s u c h  c o s t s  s h a l l  be una l lowable .  

c .  L o s s  of u s e f u l  va lue  of s p e c i a l  t o o l i n g ,  machinery,  and i s  g e n e r a l l y  
a l lowable i f :  

(1) Such s p e c i a l  t o o l i n g ,  s p e c i a l  machinery,  or equipment i s  n o t  
reasonably capable  of use i n  t h e  o t h e r  work of t h e  non-p ro f i t  o r g a n i z a t i o n ,  

(2) The i n t e r e s t  of t h e  Federal  Government i s  p r o t e c t e d  by c r a n s f e r  
of t i t l e  o r  by o the r  means deemed a p p r o p r i a t e  by t h e  awarding agency, and 

( 3 )  The l o s s  of u s e f u l  value f o r  any one t e rmina ted  Federa l  award i s  
l i m i t e d  t o  t h a t  por t ion  of t h e  a c q u i s i t i o n  c o s t  which b e a r s  t he  same r a t i o  t o  
t h e  t o t a l  a c q u i s i t i o n  c o s t  a s  t h e  te rmina ted  p o r t i o n  of t h e  Federa l  award bears  
t o  the  e n t i r e  terminated Fede ra l  award and o t h e r  Federal  awards f o r  which t h e  
s p e c i a l  t o o l i n g ,  spec ia l  machinery,  or equipment was a c q u i r e d .  

d. Renta l  cosis under unexpired l e a s e s  a r e  g e n e r a l l y  a l lowab le  where 
c l e a r l y  shown t o  have been r easonab ly  necessary  f o r  t he  performance of t h e  
terminated Federa l  award  l e s s  che r e s i d u a l  va lue  of such l e a s e s ,  i f :  

(1)  the  amount o f  s u c h  r e n t a l  c la imed does not  exceed the  r e a s o n a b l e  
use  value of t h e  property l e a s e d  f o r  the  p e r i o d  of t h e  Federal award and such 
fur t i le r  perl.od a s  m a y  he r e a s o n a b l e ,  and 

( 2 )  the  non-p ro f i t  o rgan iza t ion  makes a l l  r e a s o n a h l r  e f f o r t s  t o  
te rmina te ,  a s s i g n ,  s e t t l e ,  o r  o the rwise  reduce t l ie cos t  of s u c h  l e a s e .  The re  
21.~0 may be i r r c l u d e d  t h e  cost of a l t e r a t i o n s  of such l e a s e d  p rope r ty ,  p r - o ~ ~ i d e d  
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[ a )  T h e  p i e p a r a t ~ o n  a n d  o r e s e n t a t i o n  t o  t h e  awarding  agency  3: 

setElerrient c l a i m s  and s u p p o r t i n g  d a t a  w i t h  r e s p e c t  t o  t h e  terminare0 p o r t i o n  c>f 
:he I ' e U e r a l  award, u n l e s s  t h e  t e r r n i n a t i 3 n  L S  f o r  d e f a u l t  ( s e e  Subpar t  -.61 of  
Circular i i . - 1 1 0 ) ;  and 

( b )  Tne t e r m i n a t i o n  and s e t t l e m e n t  of subawards.  

1 2 )  Reasonable  c o s t s  f o r  t h e  s t o r a g e ,  t r a n s p o r t a t l o n ,  p r o t e c t i o n ,  
and  d i spos i  t1.on of p r o p e r t y  provj-ded by t h e  Federa l .  Government o r  a c q u i r e d  or 
p r o d u c e d  f o r  t h e  F e d e r a l  award ,  e x c e p t  when g r a n t e e s  o r  c o n t r a c t o r s  a r e  
r e i m b u r s e d  f o r  d i s p o s a l s  a: a p r e d e t e r m i n e d  amount in accordance with S u b p a r t s  
- . 3 2  t h r o u g h  -- .37 of C i rcuJ . a r  A-110. 

13)  I n d i r e c t  c o s t s  r e l a t e d  t o  s a l a r i e s  and waqes i n c u r r e d  a s  
s e t t l e m e n t  e x p e n s e s  i n  s u b p a r a g r a p h s  :1) and ( 2 )  . Normally,  s u c h  i n d i r e c t  c o s t s  
s h a l l  h e  l i m i t e d  t o  f r i n g e  b e n e f i t s ,  occupancy  c o s t ,  and i m m e d i a t e  s u p e r v i - s i o n .  

f .  C l a i m s  unde r  sub awards ,  inc1ud:ng t h e  allocable p o r t i o n  o f  c l a i m s  
which  &re  common to t h e  F e d e r a l  award, and  t o  o t h e r  wozk of t h e  n o n - p r o f i t  
o r g a n i z a t i o n  a r e  g e n e r a l l y  a l l o w a b l e .  

An appropriate s h a r e  of t h e  n o n - p r o f i t  o r g a n i z a t i o n ' s  i n d i r e c t  expense  may be 
a l l o c a t e d  t o  t h e  amount o f  s e t t l e m e n t s  w i t h  s u b c o n t r a z t o r s  a n d / o r  s u b g r a n t e e s ,  
p r o v i d e d  t h a t  t h e  amount a l l o c a t e d  i s  o the rwise  c o n s i s t e n t  w i t h  t h e  b a s i c  
g u i d e l i r i e s  c o n t a i n e d  i n  At tachment  A .  The i n d i r e c t  expense  s o  a l - l o c a t e d  shall 
e x c l i l d e  :he s a m e  and s i m i l a r  costs  c l a i m e d  d i r e z t l y  o r  i n d i r e c t l y  a s  s e t t l emen :  
e x p e n s e s .  

4 3 .  T r a i n i n g  c o s t s .  

a .  C o s t s  of  p r e p a r a t i o n  and m a i n t e n a n c e  3f a program of i n s t r u c t i o n  
i n c l u d i n g  b u t  n o t  l i m i t - e d  t o  on - the - job ,  c l a s s m o m ,  and a p p r e n t i c e s h i p  t r a i r L i n g ,  
d e s i g n e d  t o  i n c r e a s e  t h e  v o c a t i o n a l  e f f e c t i v e n e s s  of employees,  i n c l u d i n g  
t r a i n i n g  m a t e r i a l s ,  t e x t b o o k s ,  s a l a r i e s  o r  wagqs o f  t r a i n e e s  ( e x c l u d i n g  o v e r t i m e  
c o m p e n s a t i o n  which might  arise t h e r e f r o m ! ,  arid ( i )  s a l a r i e s  of t h e  d i r e c t o r  of 
t r a i r . i n g  a n d  s t a f f  when t h e  c r a i n i n g  p rogram i s  conduc ted  by t h e  o r g a n i z a t i o n ;  
cir (11) t u l t i o n  and f e e s  when t h e  t r a i n i n g  i s  i n  a n  i n s t i t u t i o n  no t  o p e r a t e d  by 
the o r g a n i z a t i o n ,  a r e  a l l o w a b l e .  

5 .  Costs of  p a r t - t i m e  e d u c a t i o n ,  a t  an  u n d e r g r a d u a t e  o r  Fast-graduate 
c c l l e g e  level, i n c l u d i n g  t h a t  p r o v i d e d  a t  t h e  o r g a n i z a t i o n ' s  own f a c i l i t i e s ,  a r e  
a l l o w a b l e  only when :he c o u r s e  o r  d e g r e e  p u r s u e d  i s  r e l a t i v e  t o  t h e  f i e l d  i n  
which t h e  employee i s  now working  o r  may r e a s o n a b l y  be expec ted  t o  work, and are 
1 h i  t e d  t o : 

(1) Training m a t e r i a l s  

(2 1 T e x t b o o k s .  
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1 3 )  F e e s  charges  1 . j ~  t he  e:iucational i r i s t icu t ior i  

(4) Tuition charged  by t i ! :  educa t iona l  institution or, i n  l i e u  of 
t u i c i o n ,  i n s t c u c t o z s '  5 ; l l a r i e s  and L I I ~  i - e l a t e d  s h a r e  of i n d i r e c t  c o s t s  o f  t h e  
educational I n s r i t u t i o i i  LO i ~ h e  exterl; t l i a i l  t h e  sun1 rhereof  i s  riot i n  e x c e s s  o f  
t he  ~ u u i t i o n  which would h a v e  been p a j r ,  t o  tlie p a r t i c - p a t i  no educa t iona l  
i r i s c i  r . u t i o n  

(5) Sa la r i e s  and r e l a t e d  c o s t s  of i n s t r u c r o r s  who a r e  employees oi 
t he  o r g a n i z a t i o n .  

i 6) Stra ight - t ime compensa~iori  of each employee f o r  t ime s p e n t  
a t t e n d i n g  c l a s s e s  during working hours not i n  excess of 156 hours  p e r  y e a r  and 
only t o  t h e  ex ten t  t h a t  c i r cums tances  do not  permit t h e  o p e r a t i o n  of c l a s s e s  o r  
a t t endance  a t  c l a s ses  a f t e r  r e g u l a r  working hours;  o the rwise ,  s u c h  compensation 
i s  una l lowable .  

C .  Cos t s  of t u i t i o n ,  f e e s ,  t r a i n i n g  m a t e r i a l s ,  and t ex tbooks  ( b u t  n o t  
s u b s i s t e n c e ,  s a l a ry ,  o r  any o t h e r  emoluments) in connect ion w i t h  f u l l - t i m e  
educa t ion ,  i nc lud ing  t h a t  p rov ided  a t  t he  o r g a n i z a t i o n ' s  own f a c i l i t i e s ,  a t  a 
pos t -g radua te  (bu t  not unde rg radua te )  c o l l e g e  l e v e l ,  a r e  a l lowab le  only  when t h e  
course o r  deg ree  pursued i s  r e l a t e d  t o  che f i e l d  i n  which t h e  employee i s  now 
working o r  may reasonably be  expec ted  t o  work, and only  where t h e  c o s t s  r e c e i v e  
t h e  p r i o r  approval  of t he  awarding agency. Such c o s t s  a r e  l i m i t e d  t o  t h e  c o s t s  
a t t r i b u t a b l e  t o  a t o t a l  p e r i o d  n o t  t o  exceed one school  yea r  f o r  each employee 
S O  t r a i n e d .  I n  unusual c a s e s  t h e  pe r iod  may be extended.  

d .  Cos t s  of a t tendance  of up t o  1 6  weeks  per  employee p e r  year  a t  
s p e c i a l i z e d  programs s p e c i f i c a l l y  designed t o  enhance t h e  e f f e c t i v e n e s s  of 
execu t ives  o r  managers o r  t o  p r e p a r e  employees f o r  such p o s i t i o n s  a r e  a l l o w a h l e .  
Such  c o s t s  i nc lude  enrol lment  f e e s ,  r r a i n i n g  m a t e r i a l s ,  t e x t b o o k s  and r e l a t e d  
charges,  employees'  s a l a r i e s ,  s u b s i s t e n c e ,  and t r a v e l .  Cos t s  a l lowab le  under  
t h i s  paragraph  do n o t  i nc lude  t h o s e  f o r  cour ses  t h a t  a r e  p a r t  of a degree-  
o r i e n t e d  c u r r i c u l u m ,  which  a r e  a l lowable  on ly  t o  t h e  e x t e n t  s e t  f o r t h  i n  
subparagraphs b and c .  

e .  Maintenance expense,  and normal d e p r e c i a t i o n  o r  f a i r  r e n t a l ,  on 
f a c i l i t i e s  owned or l ea sed  by t h e  o r g a n i z a t i o n  f o r  t r a i n i n g  purposes  are 
al lowable t o  t h e  e x t e n t  s e t  f o r t h  i n  paragraphs 11, 27 ,  and 5 0 .  

f. Contr ibut ions  o r  dona t ions  t o  educa t ionz l  o r  c r a i n i n g  i n s t i t u t i o n s ,  
inc luding  t h e  donation of f a c i l i t i e s  o r  o t h e r  p r o p e r t i e s ,  and s c h o l a r s h i p s  o r  
f e l lowsh ips ,  a r e  unal lowable,  

g. T r a i n i n g  and educa t ion  c o s t s  i n  e x c e s s  of those  o t h e r w i s e  a l l o w a b l e  
under subparagraphs b and c m a y  be allowed w i t h  p r i o r  approval  of  t h e  awarding 
agency. To be considered for  approva l ,  t h e  o rgan iza t ion  m u s t  demonst ra te  t h a t  
s u c h  c o s t s  a r e  c o n s i s t e n t l y  i n c u r r e d  pursuant  t o  an e s t a b l i s h e d  t r a i n i n g  and 
educat ion program, and t h a t  the course  o r  deg ree  pursued is r e l a t i v e  t o  t h e  
f i e l d  i n  which t h e  employee i s  rioh' working or  may  reasonably  b e  expected t o  
w o  1-1:. 

50. Transpor t a t ion  c o s t s .  T ranspor t a t jon  c o s t s  i nc lude  f r e i g h t ,  exp res s ,  
ca r t age ,  and postage charges  r e l a t i n g  e i t l i e r  Lo goods purchased ,  i n  p r o c e s s ,  or 
de l ive red .  These costs a r e  a l l o w a b l e .  When such c o s t s  can r e a d i l y  be i d e n t i f i e d  
w i t h  t he  items i n w J  v e d ,  t )Je)? mdj l  h e  a i r e c t i ) /  d la rged  a5 t r a n s p o r t a t i o n  cos ts  O L  
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a .  Gene; 31. T r a v e l  costs a r e  t h e  expenses f o r  t r a n s p o r t a t i o n ,  l o d g i n g ,  
subsistence, arid r e l a t e d  iEems ~ n c u r r e d  by empioyaes  w!~:, a r e  i n  t r a v e l  s t a r u s  r , :  
O f f ~ c i a l  S u s ~ r i ~ l s s  o f  t h e  n o n - p r o f i t  o r g a n i z a t i o n .  Suc! cos ts  may be charqod o n  
a r i  a c t u a l  c o s t  b a s i s ,  on a p e r  d iem o r  m i l e a g e  basis ir, l i e u  of a c t u a l  costs 
i r r c u r r e d ,  o r  or' a c o m b i n a t i o n  of t h e  two, p r o v ~ . d e d  t h e  method used I S  a p p l i e d  to 
a n  e n E i r e  t r i p  and n o t  t o  s e l e c t e d  d a y s  of  the t r i p ,  arid r e s u l t s  i .n  c h a r g e s  
c o n s i s t e n t  w i t t i  t h o s e  n o r m a l l y  a l lowed  i n  L i k e  c i r c u m s t a n c e s  i n  the n o n - p r o f i t  
o r g a n i - z a t i o n '  s n o n - f e d e r a l !  y -sponsored  a c t i v i  t . ies,  

b. L o d g i n g  and s u b s i s t - e n c e  . C o s t s  ir icu:-red by employees and of fjcers f o r  
t r a v e l ,  i n c l u d i n g  c o s t s  o f  l o d g i n g ,  o t h e r  s u b s i s t e n c e ,  and  i n c i d e n t a l  e x p e n s e s ,  
s h a l l  be c o n s i d e r e d  r e a s o n a b l e  and a l l o w a b l e  o n l y  t o  t h e  e x t e n t  such  c o s t s  d o  
r i o t  e x c e e d  c h a r g e s  n o r m a l l y  a l l o w e d  hy t h e  r i o n - p r o f i t  o r g a n i z a t i o n  i n  j~ t s  
r e g u l a r  o p e r a t i o n s  a s  t h e  r e s u l t  o f  t h e  n o n - p r o f i t  o r g a n i z a t i o n ' s  w r i t t e n  t r a v e l  
p o l i c y .  In t h e  a b s e n c e  of  a n  a c c e p t a b l e ,  w r i t t e n  n o n - p r o f i t  o r g a n i z a t i o n  p o l l  cy 
r e g a r d i n g  t r a v e l  c o s t s ,  t h e  r a t e s  and amounts  e s t a b l i s h e d  under s u b c h a p t e r  I of 
C h a p t e r  5 7 ,  T i t l e  5, U n i t e d  S t a t e s  Code ( " T r a v e l  and  Subs i s t ence  Expenses ;  
Ml- leage  A l l o w a n c e s " ) ,  o r  b y  t h e  A d m i n i s t r a t o r  of Genera l  S e r v i c e s ,  o r  by :he 
P r e s i d e n t  (or his or h e r  d e s i g n e e )  p u r s u a n t  to a n y  p r o v i s i o n s  of s u c h  s u b c h a p t e r  
s h a l l  a p p l y  t o  t r a v e l  u n d e r  F e d e r a l  awards  (48 CFR 31.205-46(a)). 

c. Commercial  a i r  t r a v e l .  

(1) A i r f a r e  c o s t s  in e x c e s s  of t h e  cus tomary  s t a n d a r d  commercial  
si.r:are ( c o a c h  or e q u i v a l e n t ) ,  F e d e r a l  Government c o n t r a c t  a i r f a r e  (where 
a u t h o r i z e d  and a v a i l a b l e ) ,  or t h e  l o w e s t  commercial d i s c o u n t  a i r f a r e  a r e  
u r , a l l o w a b l e  e x c e p t  w h e n  such accommodations wou ld :  ( a )  r e q u i r e  c i r c u i t o u s  
r o u t i n g ;  !b) r s q u i r e  t r a v e l  during u n r e a s o n a b l e  hours;  (cl e x c e s s i v e l y  p r o l o n g  
: r a v e l ;  ( d )  r e s u l t  i n  a d d i t i o n a l  c o s t s  t h a t  would o f f s e t  the t r a n s p o r t a t i o n  
s a v i n g s ;  o r  ( D I o f f e r  accommodat ions  riot r easo r l ab1  ji adequa te  f o r  t h e  traveler's 
m e d i c a l  n e e d s .  T h e  n o n - p r o f i t  o r g a n i z a t i o n  m u s t  I u s t i f y  and document t h e s e  
c o n d i t i o n s  on a c z s e - b y - c a s e  basis i n  o r d e r  f o r  t h e  u s e  of f i z s t - c l a s s  a i r f a r e  
t o  b e  a l l o w a b l e  i n  s u c h  c a s e s .  

( 2 )  Un les s  a p a t t e r n  of a v o i d a n c e  i s  d e t e c t e d ,  t h e  F e d e r a l  
Government  w i l l  g e n e r a l l y  riot q u e s t i o n  a nnn-profit o r g a n i z a t i o n ' s  
d e t e r m i n a t i o n s  t h a t  c u s t o m a r y  s t a n d a r d  a i r f a r e  o r  o t h e r  d i s c o u n t  airfare is 
u n a v a i l a b l e  f o r  s p e c i f i c  t r i p s  i f  t h e  n o n - p r o f i t  o r g a n i z a t i o n  can d e m o n s t r a t e  
e i t h e r  of  the f o l l o w i n g :  (a . )  t h a t  such  a i r f a r e  was n o t  a v a i l a b l e  i n  t h e  
s p e c i f i c  c a s e ;  o r  ( b )  t h a t  i t  i s  t h e  n o n - p r o f i t  o r g a n i z a t i o n ' s  o v e r a l l  p r a c t i c e  
to m a k e  r o u t i n e  use o f  s u c h  a i r f a r e .  

d .  Air crave].  by o t h n r  t h a n  commerc ia l  c a r r i e r .  C o s t s  of t r a v e l  b y  non- 
2 r o f 1  t o rgan iza t io r i -owned ,  - l e a s e d ,  o r  - c h a r t e r e d  a i r c r a f t  l n c l u d a  t h e  c o s t  of 
l e a s e ,  c h a r t e r ,  o p e r a t i o n  ( i n c l u d Z n g  p e r s o n n e l  c o s t s ) ,  main tenance ,  
d e p r e c i a t i o n ,  i n s u r a n c e ,  a n d  o t h e r  r e l a t e d  c o s t s .  The p o r t j o n  of  s u r ~ h  costs 
t h a t  e x c e e d s  t h e  c o s t  of a l l . o w a b l e  commerc ia l  a i r  t r a v e l ,  a s  p r o v i d e d  f o r  i n  
s u b p a r a g r a p h ]  c., is u n a l l o w a b l e .  -__ 

! I 
..~. _. 

IC _._._...-.-. ...... ! 
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52. Trustees, ‘Travel  a i ~ d  subs is te r ice  costs o i  trustees (01- directors) a r e  
211 owable.  Tlie COSLS ai-e s u b j e c t  t o  r e s t r i c t i o n s  r e g a r d i n g  l o d u i n g ,  suhsistence 
a n d  a i r  t r a v e l  cos t s  provided Lri paragl-apli 5 1 .  

E-.. . .“. , I 



E n v i r o n m e n t a l  ! r i s t i : : u t c  of Mich.1 qan ,  &nn Arbor, MicFiigarI 

Gecji-gia 1ns l ; j . t u t e  of Techno logy /Geory ia  T ~ s h  Appsied Reskarch C o r p o r a t i c n i  
Geur gia Tech R e s e a r c h  Z n s r i t u t e ,  A t l a n t a ,  'Georg ia  

HanLord Znvironmental Heal. t h  Foundatisn, R i c h l a n d ,  Wash lnp t3 r .  

T7T R e s e a r z t ~  J n s t - t u t e ,  Chicaqo, T l i i n a l s  

M1 t r e  Ccrpcrat i o n ,  3ed io r d  , Mas  5 a C ~ U  se t ?. s 

M;trezek S y s t e m s ,  Z n c . ,  F ; . l l s  Cki ,L,rch,  : 'lrq:"i~ 

National R a d . i o l o g i c a 1  P.s t ronomy O b s e r v a t o r y ,  G r e e n  Sank, N o s t  V1ry:Lr:12 

R i v e r s i d e  Research Institute, N o w  York, NPW York 

S o u t h  C c r c l i n a  Research P . u t h o r i t y  (SCPA) , Z h a r l e s t o n .  SoutR Carcj l i r ia  



Sol; E h w e s t Re s c il r ch I I IS t i 7. ; J  :- e: , 

SRI I n t t - r n a t i o r i a i ,  Wenlo i .ari :< C a l i f o r n i a  

:;a n A n  ton i c , 'I E j :  i! s 

Ui-iivei-sities Research Associat J O I I ,  IrlcorporaEeci (Idatioiiai  Acce lero i ion  L a b )  , 
F?rgonri E, 7 1 i i r i c j i  s 

Urban I n s t i t u t e ,  Washington D . C  

Non-profit i r i su rance  companies, such a s  B l u e  Cross and Blue S h i e l d  0 r g a n i z a t . i  ~ I - I S  

O t h e r  n o n - p r o f ]  t o r g a n i z a t i o n s  a s  n e g o t i a t e d  w i t h  award inq  a g e n c i e s  
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C i r c u l a r  No. A-133 
H e v i B e d  t o  show changes published in the Federa l  Reg i s t e r  J u n e  2 7 ,  2OC3 

A u d i t s  of S t a t e s ,  Local Governments, and N o u - P r o f i t  0 r g a n l z a t i . 0 1 : ~  

St ibJECT: I-.udicc of S c a t e s ,  ~ o c a l  C;overnments, and  I.]ort-l>rof i t  Orga i i i . . a c ions  

1 .  Purpose. This C i r c u l a r  IS i s sued  pu r suan t  t o  t h e  S i n g l e  A u d i t  Ac.t of 
19114, P . L .  9 8 - 5 0 2 ,  and the Sing le  Audit Act Amendments of 1 9 9 6 ,  F . L .  l(14-156. 
It s e t s  forth standards for o b t a i n i n g  c o n s i s t e n c y  and uniformity dmOlJg  Federal 
agencies  f o r  t h e  aud i t  of S t a t e s ,  l o c a l  governments,  and n o n - p r o f i t  
o i -ganiza t  i ons  expending Federal  awards,  

2 .  A u t h o r i t v .  C i r cu la r  A-133 is  i s sued  under t h e  a u t h o r i t y  of s e c t i o n s  
5 0 3 ,  1111, and 7 5 0 1  et seq.  of 1;itle 3 1 ,  U n i t e d  S t a t e s  Code, and E x e c u t i v e  
Orders  , 8 2 4 8  and 11541. 

3.  Resc i s s ion  and Supe r ses s ion ,  This  C i r c u l a r  r e s c i n d s  C i r c u l a r  A-128,  
“Audi t s  of S t a t e  an6 Local Governments, I‘ i s s u e d  A p r i l  1 2 ,  1 9 8 5 ,  and s u p e r s e d e s  
the  p r i o r  C i r c u l a r  A-133, “Audi t s  of I n s t i t u t i o n s  of Higher  Educat ion and 
Other  Non-Prof i t  I n s t i t u t i o n s ,  I’ i s sued  A p r i l  2 2 ,  1 9 9 6 .  For e f f e c t i v e  d a t e s ,  
s e e  paragi-aph 10 

4 .  P o l i c y .  Except a s  provided h e r e i n ,  t h e  s t a n d a r d s  set f o r t h  i n  t h i s  
C i r c u l a r  s h a l l  be appl ied  by  a l l  Federal  a g e n c i e s .  I f  any s t a t u t e  
s p e c i f i c a l l y  p re sc r ibes  p o l i c i e s  or s p e c i f i c  requi rements  t h a t  d i f f e r  f r o m  t h e  
s t a n d a r d s  provided he re in ,  t h e  proxiisions of t h e  subsequent  s t a t u t e  shall 
govern.  

Fede ra l  agencies s h a l l  apply  the  p r o v i s i o n s  of the  s e c t i o n s  of th:s 
C i r c d a r  t o  non-Federal  e n t i t i e s ,  whether t h e y  are r e c i p i e n t s  expending 
Federa l  awards received d i r e c t l y  from Fede ra l  awarding agenc ie s ,  o r  a r e  
s u b r e c i p i e n t s  expending Federa l  awards r e c e i v e d  f r o m  a pass - through e n t i t y  ( a  
r e c i p i e n t  o r  another  s u b r e c i p i e n t ) .  

Th i s  Circulai-  does not  apply  to non-U. S . based e n t i t i e s  expending 
Federa l  awards received e i t h e r  d i r e c t l y  as a r e c i p i e n t  o r  i n d i r e c t l y  a s  a 
s u b r e c i p i  en  t . 

5 .  D e f i n i t i o n s .  The d e f i n i t i o n s  of key terms used i n  t h i s  C i r c u l a r  zre 
conta ined  i n  5- .10S  i n  t h e  Attachmsnt t o  t h i s  C i r c u l a r .  

6 .  Required Act ion.  The s p e c i f i c  r equ i r emen t s  and r e s p o n s i b i l i t i e s  o f  
Federa l  agenc ie s  and non-Federal  e n t i E i e s  a r e  s e t  f o r t h  i n  t h e  Attachmen= t o  
t h i s  C i r c u l a r .  Federa.1 agenc ie s  
making a w a r d s  t o  non-Federal  e n t i t i e s ,  e i t h e r  d i r e c t l y  o r  i n d i r e c t l y ,  s h a l l  
adopt t h e  language i n  t he  C i r c u l a r  i n  c o d i f i e d  r e g u l a t i o n s  a s  provided  i n  
Sec t ion  1 0  (below), unless d i f f e r e n t  p r o v i s i o n s  a r e  r e q u i r e d  b y  F e d e r a l  
s t a t u k e  01- a r e  approved by the O f f i c e  of Management and Budget (OME) . 

7 .  OMB H e s n o n s i b i l i t i e s  , OMB wi1.1 review Federa l  agency r e g u l a t i o n s  and  
implerriP-rita.iion of t h i s  C i r c u l a r ,  and will provide i n t e r p r e t a c i o n s  of pol icy 
r e q u j  I-enients and a s s i s t ance  t o  ensure  urlif o r m ,  e f f e c t i v e  and e f f i c i e n t  
implementat ion 

8 .  Information Contact.. Further in format ion  concern ing  C i r c u l a r  A -  133 m a y  
be obtained by contact ing t h e  F inanc ia l  S t a n d a r d s  and 
of  Federal Fjnancial  Management, Office of .Management 
DC 2 0 5 0 3 ,  t e lephone  (202) 395-3993  

Repoi-t i n g  Branch ,  O f f  ice 
and Budget, Washington, 

I 
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1 0 .  SCfective D a t e s .  The s t a n d a r d s  s e t  fo r t i :  i n  4- .400 of t h e  Attachment 
t o  :hi.!= C j r c u l a r ,  w h i c h  apg'ly i ? i i - e c t l y  t o  F'edei-a1 agencies ,  s h a l l  be ef f o c t i v e  
J u l y  2 , 1996, and s h a l l  a p p l y  to a u d i t s  of fiscal years beginning a f t e r  Jiirie 

3 0 ,  1 9 ' s h ,  except as otherwise  spezrfied i n  E- 1100 i a )  . 

The standards s e t  f o r t h  i n  t h i s  C i rcu la r  :hat Federal agencies sha1.l 
~ ~ F J I  y - 3  nori-Federal e n t i t i e s  s h a l l  be adopted by Federal aqencj.es i n  cod2.f ied 
reyulaLions not l a t e r  than 6 0  days  a f t e r  p u b l i c a t i o n  of t h i s  f i n a l  revisi .on 
i n  t h e  F e d e r a l  Register, so  t h a t  t h e y  w i l l  apply t o  audi ts  of f i s c a l  years  
b e g i n n i n g  a f t e r  June  3 0 ,  1 9 9 6 ,  w i t h  the exception t h a t  §- .305(b)  of t h e  
At tachment  a p p l i e s  t o  a u d i t s  of fiscal years beginning  a f t e r  June 3 0 ,  1998. 
T h e  requ.trements of Circular Ti-128, a l . t h o u g h  t he  C i r c u l a r  i s  r e sc inded ,  and 
t-he 2 990 vers ion  of C i r c u l a r  A - 1 . 3 3  i - e m a L n  in e f f e c t  f o r  a u d i t s  of f i s c a l  years  
k q ~ r i n i . n g  on o r  be fo re  June 3 0 ,  1 9 9 6 .  

The  r ev i s ions  publ ished i n  t h e  F e d e r a l  Regi s t e r  J u n e  2 7 ,  2 0 0 3 ,  are  
e f f e c t i v e  f o r  f i s c a l  years  ending a f t e r  December 3 1 ,  2 0 0 3 ,  and e a r l y  
impPemnntation i s  not permitted w j . t h  t ne  except ion  of the d e f i n i t i o n  of 
o v e r s ~ g h t  agency fo i -  audit w h i c h  1.s e f f e c t i v e  , J u l y  2 8 ,  2 0 0 3 .  

Augustine T .  Smvthe 
Acting Director 

ACtachment 
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5- .lo5 Definitions. 

Audi te t l  means any nor!- F’ede:ra. e p t i t y  that expends .?sdera: a w a r d s  w1hi.c;: 
m u s t  he  a u d i t e d  under  t r i i s  part. 

Auditor means a n  audjtor, t h a t  i s  a p u b l i c  accountant  o r  a F e d e r a l .  
5L:af;e or Jocal. government audr t o r g a n i z a t i o n ,  which meets the g e n e r a l  
st .ar idards spec; fied 1 . n  geneyiiJ 1 y a c c e p t e d  government auditing s t a n d a r d s  
( G A G A S )  . The term aud i  +GI- does no: 1.ncl ude  i n t t e r n a l  aurli.tors of n o n - p r o f i r  
<>rgi>n i 7.3 i o r i s  

Audi t  f indir iq  means d e f i c i e n z l e s  which t h e  a u d i t o r  1s requi red  by 
S-. 5 1 0  ( a )  t-o r e p o r t  In t h e  schedule  of f iindings and questLoned c o s t s .  

CFDA numbei- rrtearis ‘ i l 1 - s  nurntier a s s i g n e d  t o  J Federal program i n  i h u  
C a t a l  oq of Federal  Domestic Assi,stance ~ C F I J A )  

C l u s t e r  of Droqrams means a qrouping of c l o s e l y  r e l a t e d  programs t h a t  
share c o m m o n  compliance r e q u i r e m e n t s .  The t y p e s  of c l u s t e r s  of programs a r e  
research and development ( K h n ) ,  s t u d e n t  f i n a n c i a l  a i d  ISFA) ,  and o t h e r  
c l u s t e r s .  “Other  c l u s t e r s “  a r e  a s  d e f i n e d  by t h e  O f f i c e  of Management and 
Budget  ( O M E )  i r i  t h e  compliance supplement  or as des igna ted  by a S t a t e  f o r  
F e d e r a l  awards t h e  S t a t e  provides  t o  i t s  s u b r e c i p i e n t s  Lhat meet t h e  
d e f i n i t i o n  of a c l u s t e r  of programs. When d e s i g n a t i n g  an “ o t h e r  c l u s t e r , ”  a 
S t a t e  s h a l l  i d e n t i f y  t h e  Federal  awards i n c l u d e d  i n  t h e  c l u s t e r  and a d v i s e  t h e  
s u h r o c i . p l e n t s  of compl iance  requi rements  a p p l i c a b l e  t o  =he c l u s t e r ,  c o n s i s t e n t  
w i t h  S- .400(d )  (1) and §- .4OO(d)  ( 2 ) ,  r e s p e c t i v e l y .  A c l u s t e r  of programs 
s h a l l  be csnsidered as one program for  d e t e r m i n i n g  m a j o r  programs, a s  
desc r j . bed  i n  $ - . 5 2 0 ,  a n d ,  w i t h  the e x c e p t i o n  of R&D a s  descr ibed  i n  
$- .ZOO ( c )  , wheEher a p r o g r a m - s p e c i f i c  a u d i t  may be e l e c t e d .  

Coqnizant  aqency f o r  a u d i t  means t h e  Federa l  ageney des igna ted  to  c a r r y  
o u t  t h e  r e s p o n s i b i i i t i e s  d e s c r i b e d  iri §- .400 (a) . 

Compliance supplement  r e f e r s  t o  t h e  Cir-cu1a.r A-123 Zornpliance 
SupDlement ,  i n c l u d e d  a s  Appendix B t o  Ci rcu l .a r  A - 1 3 3 ,  o r  such documents as 
OMB or i t s  d e s i g n e e  may i s s u e  t o  r e p l a c e  i t .  T h i s  document is a v a i l a b l e  from 
t h e  Governmenc P r i n t i n g  O f f i c e ,  S u p e r l n t e n d e n t  of Documents, Washington, DC 
204  0 2  - 932 5 

C o r r e c t i v e  a c t i o n  means a c t i o n  t a k e n  by :he audi tee  t h a t .  

( 1 )  C o r r e c t s  identified d e f i c i e n c i e s ;  

12 ) Produces reccmmended j rrpr3vemenEs; o: 

( 3 )  Demonscrates t h a t  a u d i t  f i n d i n g s  a r e  e ~ i - h e r  i n v a l i d  o r  do not 
w a r r a n t  auditee a c t i o n  

Federal aaencl: has  the same meaning as  t h e  term aqencv  i n  s e c t i o n  55-i !I) 
o f  t i t l e  5 ,  Uni ted  ~ : t a - , e s  code. 

F e d e r a l  award means Federa l  f i n a n c i a 3  a s s i s t a n c e  and Federal cost - 
re imbursement  c o n t r a x s  t h a t  non-Federa l  e n t i t i e s  rece ive  d i r e c t l y  f rom 
F e d e r a l  awarding a g e n c i e s  o r  i n d i r e c t l y  from pass- through e n t i t i e s .  I t  does 
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noi: 1n-J ude pl-OCUl-€?menK c o n t r a c t s ,  undei- g r a n t s  VL- conti-act-s,  u s e d  t o  b u y  
g o d s  0: sei-vi ::es  iron^ vei ldoi is .  Amy a u d i . t c  of s::ch vendors  s h a l l  be cove red  
b!, tile Lei-iits and o o r i c i i t ~ o n ~ ~  of tile concJ-act . C ' G I ; L ~ - ~ C ~ S  t~ opera1.t F'eciei-al 
G ~ ~ v ~ r i i r t t e i ~ t  owiled, conizaczor opera ted  f a c i l i ~ l e s  ( G O C O s )  a re  excluded ii-onc c l ~ e  
! -qui ren lc-nr . s  of c h i s  p a r c  

Fecleral awardinc aqeilcy nt1;anc che  Feciei-~J ;!yeiicy tha t  provides  an a w a r d  
di ~ e c ~ l y  LO t l l p  r e c i l ~ ~ e i i t .  

F e d e r a l  f i n a n c i a l  a s s i s t a n c e  means a s s i s t a n c e  L h a t  non-Federal  e n t l  t i e s  
i-eceive or adminis te r  i n  tile form of g r a n t s ,  l o a n s ,  l oan  guarantees ,  p r o p e r t y  
(irrcludirig donated su rp lus  p rope r ty )  , coopera t ive  agreements,  i n : e r e s t  
s u b s i d i e s ,  insulrance, f o o d  commodities, d i r e c t  a p p r o p r i a t i o n s ,  and o the i -  
a s s i s t a n c e ,  but does not inc lude  amounts r ece ived  a s  reimbui-sement for 
s e r v i c e s  rendered t o  i n d i v i d u a l s  a s  desc r ibed  i n  5;- . 2 0 5 ( h )  and 5 - . 2 0 5 ( i ) .  

Federal Droai-am means : 

(1) All Federal awards t o  a non-Federal  e n t i t y  ass igned a s i n g l e  
number i n  the  CFDA. 

(2) When no  CFDA number i s  a s s i g n e d ,  a l l  Fede ra l  awards f r o m  the 
agency made for t he  same purpose should  be combined and considered one 
program 

( 3 )  Notwithstanding paragraphs  (1) and ( 2 )  of t h i s  d e f i n i t i o n ,  a 
c l u s t e r  of programs. The types of c l u s t e r s  of programs a r e :  

(i) Research and development ( R & D )  ; 

(ii) Student  f i n a n c i a l  a i d  ( S F A ) ;  and 

same 

(iii) "Other c l u s t e r s ,  I' 2s desc r ibed  i n  t h e  d e f i n i t i o n  of c l u s t e r  
of programs i n  t h i s  s e c t i o n .  

GAGAS means g e n e r a l l y  accepted  governmenc a u d i t i n g  s tandards  i s s u e d  by  
t h e  Comptrol ler  Generai of the  UniLed S t a k e s ,  which a r e  app l i cab le  t o  
f i n a n c i a l  a u d i t s  

Generallv acceDted account ing Dr inc iDles  h a s  t h e  meaning s p e c i f i e d  i n  
g e n e r a l l y  accepted a u d i t i n g  s t anda rds  i s s u e d  b y  t h e  American I n s t i t u t e  of 
C e r t i f i e d  Public Accountants (AICPP.)  . 

Indian t r i be 
group or  community , 
v i l l a y e  co rpora t ion  

means any Indian t r i b e ,  band,  n a t i o n ,  or o t h e r  o r g a n i z e d  
inc lud ing  any Alaskan Nat ive  v i l l a g e  or r eg iona l  or 
( a s  def ined  i n ,  o r  e s t a b l i s h e d  u n d e r ,  the Alaskan Native 

Claims Se t t iement  Act )  t h a t  is recognized  by the Uni ted  S t a t e s  a s  e l i g i b l e  € o r  
the  s p e c i a l  programs and s e r v i c e s  provided  by t h e  Un i t ed  S t a t e s  t o  I n d i a n s  
because of t h e i r  s t a t u s  a s  Indians 

I n t e r n a l  c o n t m l  means a p r o c e s s ,  e f f e c t e d  by an e n t i t ) ; ' s  management a n d  
o t h e r  pe r sonne l ,  designed to provide  r e a s o n a b l e  a s s u r a n c e  r e g a r d i n g  t h e  
achievement of o b j e c t i v e s  i n  the  €ollowirrq c a t e g o r i e s  : 

(1) Effec t iveness  and e f f i c i e n c y  of ope i - a t ions ;  

(2) K e l l a b l i i t y  of f i n a n c i a l  i-epoi-tirig; arid 

1 3 )  Compliance wI t h  z p p l i c a b l e  I.aws and r e g u l a t i o r i s  

I n t f r n a . 1  control w1-t  a i n i n g  t o  Lhe complianc.e i-equi.l-enienLs cos  Federal. 
TJT09rarr15 I ~ r i t ~ r i i a l  concrc.1 r3vei- Federa l  programs j means a process- - e f f e c t e d  by 
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an e n t i t y ' s  manaqement : ~ n d  o tne r  peroonric.? - - d e s ~ g n e d  t c  p r o v i d e  
i issurar ice  r e g a r d i n g  t h e  achi evemen: of tne fo:l.lowing ob ;ec t iveS  
p 1.- og r arris 

!I.) T r a n s a c t i o n s  axe Fropei - ly  :-?corded and accounted fs : .  ,.LO 

( J . ;  Permi; t h e  p r e p a r a t i o n  of r e l i a b l e  f i n a n c i a i  SEatements  arid 
F 'ed~: ra2  reports;  

(ii I M a i n r a i n  a c c o u n t a b i l i  c y  over asse ts ;  and 

(iii) Demonszra te  compl iance  w i t h  l a w s ,  r e g u l a t i o n s ,  and o t n e r  
compl Lance  r e q u i r e m e n t s  ; 

( 2 )  T r a n s a c t i o n s  a r c  execut-d i n  compl iance  w i t n  

( i. j L a w s ,  reuul a t  i o n s ,  and t h e  provisions o f  r o n t T i i c t s  or g r a n t  
aq!-eements t h a t :  c o u I d  h;Jve a d i r e c t  and  mat.erial e f f e c t  on a Federal program; 
a n d  

( i i i  An), o i h e r  1.aws and rPgu la t . i ons  t h a t  are i d e n t i f i e d  i n  t h e  
c o m p l i a n c e  supplsment  ; arid 

( 3  1 F'unds, p r o p e r t y ,  and ot.her a s s e t s  a r e  safeguarded  a g a i n s t  loss 
f r o m  u n a u t h o r i z e d  u s e  o r  d i s p o s i t i . o n .  

Loan means a Federal loan o r  loan g u a r a n t e e  r ece jvgd  GI a d m i n i s ~ e r e d  by 
a n o n - F e d e r a l  e n t i . t y .  

Local aovernrnent means any u n i t  of local  government w i t h i n  a S t a t e ,  
i n c l u d i n g  a c o u n t y ,  b o r o u g h ,  m u n i c i p a l i t y ,  c i t y ,  town, i ownsh ip ,  p a r i s h ,  i o z a l  
p u b l i c  a u t h o r i t y ,  s p e c i a l  d i s t r i c t ,  s c h o o l  d i s t r i c t ,  i n t r a s t a t e  d i s t l r ic t ,  
c o u n c i l  of gove rnmen t s ,  and any o t h e r  i n s t r u m e n t a l i t y  of l o c a l  gove rnmen t .  

Maior D r c m r a m  means a Federal  program d e t e r m i n e d  3 y  t h e  a u d i t o r  t o  he a 
m a j o r  program in a c c o r d a n c e  w i t h  §-.520 01 a program i d e n t i f i e d  a s  a m a j o i -  
pr0gra.m by  a F e d e r a l  a g e n c y  o r  p a s s - t h r o u g h  e n t i t y  i n  accordance w i t h  
§ - . 2 1 5  ( c )  

Manaaement d e c i s i o n  means t h e  e v a l u a t i o n  by  t h e  F2deral award ing  agency  
Gi pass-thraugh e n t i t y  s€ t h e  a u d i t  f i n d i n g s  arid c o r r e c t i v e  a c t i o n  p l a n  and 
t h e  i s s u a n c s  of a w r i t t e n  d e c i s i o n  as t o  what c o r r e c t i v e  acLion is  n e c e s s a r y .  

Non-Federa l  e n t i t y  means a S r a t e ,  local government, o r  non-p ro f  i t  
o r g a n i z a t i o n .  

N o r i - t x o f i t  o r q a n i z a t i o n  means: 

(1) any c o r p o r a t i o n ,  trusE, a s s o c i a t i o n ,  c o o p e r a t i v e ,  o r  o t h e r  
o r g a n i z a t i o n  t h a t :  

( i )  Is operated p r i m a r i l y  f o r  s c i e n t i f i c ,  e d u c a t i o n a l ,  s e r v i c e ,  
c h a r i t a b l e ,  o r  s imi la r  p u r p o s e s  i n  t h e  p u b l i c  i n t e r e s t ;  

(ii) I s  not oI-qacized primarily for prsfit; and 

(iii! Uses its neL p r o c e e d s  t o  m a i n t a i n ,  improve, o r  expand ts 
o p e r a . t i o n s  ; and 

( 2 )  The t e r m  non -prof i t  o r a a n i z a t i o n  i n c l u d e s  non-prof j t i n s t i  t u t  J oris 
of h i g h e r  e d u c a t i o n  and h o s p i t z l s .  
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- OlYB nica1i.c. t h e  L '> :ecu~ive  O f f i c e  of t l ~ c  P i -es idenL,  0 ce of Management 
an6  Budget. 

O v e r s i  aht  aqencv  foi- aucli t: mean? t h e  F e d e r a l  award ing  age!lcy r i a t  
]~roviOes rhe predomirianL amount oi d i  l - e c t  f u n d i n g  to a rec ip ie i i t  not a s s i g r ! e o  
a cognizant agency f o r  a u d i t .  When t i l e r e  i.s no  d i r e c t  fundI.ng, the F e d e r a l  
agency  wi t k  I;)le predorn inant  i n d i r e c t  r u n d i n g  shall assume t h e  e \ i t l - s l g h i  
responsibili~ies The duLies of t i le ovr:-sjght b y e ~ i c y  t o r  a u d i t  a r e  d e s c x i b e d  
in S p . 4 0 0 ( b )  

Effective J u l y  28, 2003, t h e  fc?lowing is added to t h i s  definition: 
k Federa l  agency w i t h  o v e r s i g h t  for a n  a u d i t e e  may r e a s s i g n  o v e r s i g h t  t o  
a n o t h e r  F e d e r a l  agency  which p r o v i d e s  s u b s t a n t i a l  f u n d i n g  and  a g r e e s  t o  
be the o v e r s i g h t  a g e n c y  for audit. Within  2 0  d a y s  a f t e r  an): 
r e a s s i g n m e n t ,  b o t h  t h e  old and t h e  new o v e r s i g h t  agency foi -  a u d i t  s h a l l  
n o t i f y  t h e  a u d i t e e ,  a n d ,  i f  Icnown, t h e  a u d i t o r  of t h e  r e a s s i g n m e n t .  " 

Pass - th rouah  e n t i t \ )  means a non-Fede ra l  e n t i t y  t h a t  p r o v i d e s  a F e d e r a l  
a w a r d  t o  a s u b r e c i p i e n t  t o  ca r ry  o u t  a F e d e r a l  p r o g r a m .  

Proqrarn-sDeci f ic  a u d i t  means an a u d i t  of one F e d e r a l  p rogram a s  p r o v i d e d  
for  i n  5-.200(c) and 5- .235.  

Oues t ioned  c o s t  means a c o s t  thari i s  q u e s t i o n e d  by r h e  a u d i t o r  b e c a u s e  
of an audit f i n d i n g :  

(1) Which r e s u l t e d  from a v i o l a t i o n  o r  p o s s i b l e  v i o l a t i o n  of a 
provision of a law, r e g u l a t i o n ,  c o n t r a c t ,  g r a n t ,  c o o p e r a t i v e  a g r e e m e n t ,  o r  
o t h e r  agreement  or document g o v e r n i n g  t h e  u s e  o f  F e d e r a l  f u n d s ,  i n c l u d i n g  
f u n d s  used  t o  match F e d e r a l  f u n d s ;  

(2) Where t h e  c o s t s ,  a t  ehe rime of t h e  a u d i t ,  a r e  n o t  s u p p o r t e d  by 
a d e q u a t e  documencat ion;  o r  

( 3 )  Where t h e  c o s t s  i n c u r r e d  a p p e a r  u n r e a s o n a b l e  and do n o t  r e f l e c t  
t h e  a c t i o n s  a p r u d e n t  p e r s o n  would t a k e  i n  t h e  c i r c u m s t a n c e s .  

R e c i p i e n t  means a n o n - F e d e r a l  e n t i t y  t h a t  expends  F e d e r a l  a w a r d s  
r e c e i v e d  d i r e c t l y  from i F e d e r a l  a w a r d i n g  agency  t o  c a r r y  o u t  a F e d e r z l  
p rogram.  

Researzh arid develorxnenr ( R L D )  means a l l  r e s e a r c h  a c t i v i t i e s ,  b o t h  b a s i c  
arid a p p l i e d ,  arid all development  a c t i v i t i e s  t h a t  a r e  pe r fo rmed  b y  a non-  
F e a e r a l  e n t i t y .  Research  i s  d e f i n e d  a s  a s y s t e m a t i c  s t u d y  d i r e c t e d  t o w a r d  
f u l l e r  s c i e n t i f i c  knowledge o r  u n d e r s t a n d i n g  of  t h e  s u b j e c t  s c u d i e d .  The t e r m  
rescai-ch also i n c l u d e s  a c t i v i t i e s  i n v o l v i n g  t h e  t r z i n i n g  of i n d i v i d u a l s  i n  
r e s e a r c h  xechn iques  where s u c h  a c r i v i t i e s  u t i l i z e  t h e  same f a c i l i t i e s  a s  o t h e r  
r e s e a r c h  and development a c t i v i t i e s  and where s u c h  a c t i v i t i e s  a r e  n o t  i n c l u d e d  
in t h e  i n s t r u c t i o n  f u n c t i o n ,  DeveloDment is t h e  s y s t e m a t i c  use  of knowledge  
and  u n d e r s t a n d i n p  g a i n e d  f rom r e s e a r c h  d i r e c t e d  t o w a r d  t h e  p r o d u c t i o n  o f  
u s e f u l  m a t e r i a l s ,  d e v i c e s ,  systems, o r  methods ,  i n c l  u d i r i g  d e s i g n  a n d  
deve l  opnien? o f  p r o t o t y p e s  and processes. 

S i i i q l e  a u d J t  means a n  a u d i t  whi.cl! i n c l u d e s  b ~ ~ t l i  tlhe e n t i t y ' s  f i n a n c i a l  
s t a t e m e n t s  and  the Feder;:l awards  a s  d e s c r i b e d  i n  5- .500.  

S t a t e  means a n y  S t a t e  o f  t h e  Uni . ted S t a t e s ,  t h e  D i s t r i c t  o f  Co!umllria, 
the  Conur ionwta l th  o f  P u e r t o  R i c o ,  t l ie  V i r g i n  IsJ  a n d s ,  Gkiam, PmeI-ican Samoa, L I i e  
Corrunoriwealth o f  tlie I \ i u r t h e r n  l qa r i ana  IF! ar ids ,  and  the T r u s t  Teri-it or)! o f  c h e  
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S u b r e c ~ . n i e n t  means a non-Fede ra l  e n t i t y  t h a t  expends Federa l  awards 
! - P C : P I  i r e d  from a p a s s - t h r o u g h  e n t i t y  t o  c a r r y  o u t  a Federal  program, b u t  doe's 
~ C J L  i n c l u d e  -in i n d i v i d u a l .  t h a t  is a b e n e f i c i a r y  of s u c h  a progrr3ni. ?. 
a u n r e c . i p ~ e n t .  may also b e  a r e c i p i e n t  o f  o t h e r  F e d e r a l  awards d i r e c t l y  from 3 
F e d e r a l .  awai-d:ng tigency . Gui.dance on d i s t i n g u i s h i n g  b e t w e e n  a subrecip I en: 
and ii v e n d o r  is p r o v i d e d  i n  S-.210. 

T y n e s  c o m ~ I i a n : : e  :-equi.reinents r e : e r s  Lo the :ypes of  complJ ance  
r e q u i  remer i t s  L i s t e d  i n   he compliarice supp lemen t .  E:x;impl.es inilude: 
d c * ; i v i t i  e s  a ;  lowed or una1.l.owed; al . lowab1 tl co ' t - s / cos '  p r i r i c ~ p l e s ;  c a s h  
managemen t ;  : . i i c ~ i b ~ ~ L i  t ,y; m a t c h i n y ,  i .pvel  c ~ i  ef for::, earmarkinq;  arid, 
r ' P p 3 r t  i n q .  

Vendor means a dea ; . e r ,  d i s c r i b u i o r ,  m e r c h a n t ,  (11 o t h e r  s e l l e r  p r o v i d i n g  
g o o d s  o r  s e r v i c e s  t h a t  a r e  r e q u i r e d  f o r  t h e  c o n d u c t  of a Fede ra l  p rogram.  
These  goods o r  s e r v i c e s  may be f o r  an  o r g a n i z a t i o n ' s  orin use or  f o r  t h e  u s e  of 
berief i c i a r i e s  of t h e  F e d e r a l  program.  A d d i t i o n a l  gu idance  on d i s t i n g u i s h i n g  
h n t w e e r i  a s u b r e c i p i e n t  and  a vendor i s  p r o v i d e d  i n  5 - -210. 
Subpart  E - - A u d i t s  
S - .  2 0 0  Audit rsquirements. 

( a ]  Aud i t  r eQui - . ed .  Non-Federal  e n t i t i e s  t h a i  expend 5 3 0 0 ,  000 
(S.500,OOO for f i s c a l  years e n d i n g  a f t e r  December 3 7 ,  2003) o r  more i n  a \'ear 

l r i  F e d e r a l  a.wards s h a l l  have a s i n g l e  o r  p r o g r a m - s p e c i f i c  a u d i t  conduc ted  f o r  
t r ; a t  y e a r  i n  a c c o r d a n c e  w i t h  t h e  p r o v i s i o n s  o f  this p a r t .  Guidance on 
det.-.rnt;riing F e d e r a l  a w a r d s  expended i s  p r o v i d e d  i n  S-.205. 

( b )  S i n a l e  a u d i t .  Non-Federa l  e n t i t i e s  t h a t  expend 5 3 0 0 , 0 0 0  ! $500 ,000  
f o r  F i s c a l  y e a r s  e n d i n g  a f t e r  December 31, 2 0 0 3 )  o r  m o r e  i n  a y e a r  i n  F e d e r a l  
a w a r d s  shaL1 have  a s i n g l e  a u d i t  conduc ted  i r i  a c c o r d a n c e  w i t h  §-.500 s x c e p t  
when t h e y  e l e c t  t o  hava  a p r o g r a m - s p e c i f i c  a u d i t  conduc ted  i n  acco rdance  w i t h  
p a r a g r a p h  ( 2 )  of  t h i s  s e c t i o n .  

(c) P r o q r a m - s p e c i f i c  a u d i t  e l e c t i o n .  Wher, a n  a u d i t e e  expends  Fede ra l  
a w a r r ' s  u n d e r  o n l y  one F e d s r a l  program ( e x c l u d i n g  R L D )  and t h e  F e d e r a l  
p r o g r a m ' s  l a w s ,  r e g u l a t i o n s ,  o r  g r a n t  a g r e e m e n t s  d o  no: r e q u i r e  a f i n a n c i a l  
s t a t e m e n r  a u d i t  o f  the a u d i t e e ,  t h e  a u d i t e e  m a y  e l e c t  to have a program- 
s p e c i f i c  audi.: c o n d u c t e d  i n  a c c o r d a n c e  w i t h  S - . 2 3 5 .  A p r o g r a m - s p e c i f i c  
a u d i t  may noc b e  e l e c t e d  f o r  RLD u n l e s s  a l l  of t h e  F e d e r a l  a w a r d s  exFended 
were r e c e i v e d  from :he same F e d e r a l  agency ,  o r  t h e  same FedeIal a g e n c y  arid t h e  
same p a s s - t h r o u g h  e n t i t y ,  and  t h a t  F e d e r a l  agenc)),  o r  pass-rhrough e n t i t y  - n  
t h e  c a s e  of a s u b r e c l p i e n t ,  app roves  in advance  a p r o g r a m - s p e c i f i c  audit. 

fd) ExemPtion when F e d e r a l  awards  expended a r e  less than S 3 0 0 ,  O(10 
/5500,000 for f i s c a l  y e a r s  e n d i n o  a f t e r  December 3 1 ,  2003). Non-Federal  
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S-. 205 Basis for d e t e r m L n i n g  F e d e r a l  a w a r d s  expended 

( a )  0etermii:incj Fedel-a1 award: e x w n d e d .  The d e t e r m i n a t i o n  of when a n  
award i s  expended sliould ~e b a s e d  on when t h e  a c t i v i t y  r e l a t . e d  t o  t h e  award  
o c c u r s .  G e n e r a l l y ,  t l i e  a c t i v i t y  p e r t a i n s  t o  e v e n t s  t h a t  r e q u i r e  the n o n -  
F e d e r a l  e n t i t y  t o  comply w i t h  l a w s ,  r e g u l a t i o n s ,  a n d  t h e  p r o v i s i o n s  of 
c o n t r a c t s  oi- g r a n t  ag reemen t s ,  s u c h  a s :  expenditure/e>:peris. .  t r a n s a c t i o n s  
a s s oci a t ed w i t h  g r  a n t s  , co s t - r e  imbur  s eme n t con t 1- a c t s , 
and d i l - e c t  a p p r o p r i a t i o n s ;  t h e  d i s b u r s e m e n t  o f  f u n d s  p a s s e d  t h r o u g h  t o  
s u b r e c i p i e n t s ;  :he use of l o a n  p r o c e e d s  under  i o a n  and  l o a n  g u a r a n t e e  
p rograms ;  t h e  r e c e i p t  of p i - o p e r t y ;  t h e  r e c e i p t  of s u r p l u s  p r o p e r t y ;  t h e  
r e c e i p t  o r  u s e  of pi-ogsam income; t h e  d i s t r i b u t i o n  cr consumpt ion  0 ;  f o o d  
commodities; c h e  d i sbur semen t  of  amounts  e n t i t l i n g  t h e  non-Fede ra l  e n t i t y  t o  
an F n E e r e s t  s u b s i d y ;  and, t h e  p e r i o d  wnen i n s u r a n c e  i s  i n  f o r c e .  

c oope 1- a t  i 17 e a a r e  erne n t s , 

ib) Loan and l o a n  q u a r a n t e e s  ( l o a n s ) .  S i n c e  the F e d e r a l  Government i s  
a t  r i s k  f o r  l o a n s  u n t i l  t h e  debs i s  r e p a i d ,  t h e  f o l l o w i n g  g u i d e l i n e s  s h a l l  be 
u s e d  LO calculate t h e  v a l u e  o f  F e d e r a l  awards  e x p e n d e d  under  l o a n  p r o g r a m s ,  
except a s  n o t e d  i n  p a r a g r a p h s  (c )  and  (d)  o f  C h i s  s e c t i o n :  

(1) V a l u e  of new l o a n s  made o r  r e c e i v e d  d u r i n g  t h e  f i s c a l  y e a r ;  
p l u s  

(2) Balance  of l o a n s  from p r e v i o u s  y e a r s  f o r  which t h e  Federal  
Government imposes c o n u n u i n g  c o m p l i a n c e  r e q u i r e m e n t s ;  p l u s  

( 3 )  A n y  i n t e r e s t  s u b s i d y ,  c a s h ,  o r  a d m i n i s r r a i l o e  cos t  a l l o w a n c e  
r e c e i v e d .  

IC)  Loan and l o a n  g u a r a n t e e s  ( l o a n s )  a t  i n s t i t u t i o n s  o f  h iqhe l -  
education. When l o a n s  a r e  made t o  s t u d e n t s  o f  a n  i n s t i t u t i o n  of h i g h e r  
e d u c a t i o n  buK t h e  i n s t i t u c i o n  d o e s  n o t  make t h e  l o a n s ,  t h e n  o n l y  the v z l u e  of  
l o a n s  made d u r i n g  t h e  y e a r  s h a l l  be c o n s i d e r e d  F e d e r a l  awards expended  i r i  t h a t  
y e a r .  T h e  b a l a n c e  of l o a n s  f o r  previous y e a r s  i s  n o t  i n c l u d e d  a s  F e d e r a l  
awards  expencied because  t h e  l e n d e r  a c c o u n t s  fo r  t h e  p r i o r  b a l a r i c e s .  

! d )  Prior l oan  and l o a n  g u a r a n t e e s  ( l o a n s )  . Loans ,  the p r o c e e d s  of 
d h ~ c h  were r e c e i v e d  and expended i n  pr io i - -years ,  a r e  n o t  c o n s i d e r e d  Fede ra3  
a w b r u s  expended under t h i s  p a n t  when t h e  l a w s ,  r e g u l a t i o n s ,  and  t h e  p i - o v i s i o n s  
of corilr-acts or g r a t  ag reemen t s  p e r t a i n i n g  t o  s u c h  i o a n s  impose no c o n t i n u i n g  
conrpl.i.zrict r cqu i i - emen t s  o t h e l  t h a n  to r e p a y  t h e  loans. 

I ? ]  Lndownterit f u n d s .  T h e  c u m u l a t i v e  l3al a n c e  of Peclera:l a w a r d s  f o r  
el~do~!iiieni f u n d s  w h i m  a i  e f e t i e : - a l iy  r e s t r i c t e d  a r e  ccii-isideTed abialrds expended  
i n  e a c h  y t a r  i n  whlch  t h e  f u n d s  a r e  s t i l l  r e s t r i c t e d .  
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i ?;I \ / a ]  111r10 r i o r ) - ~ i i ~ l i  a s s i s r . a n c : e ,  F e d e r a l  ririrr-cash a s s i . s t a n c e ,  suci-i i ~ i i  

, ! - P < '  ~ c n t ,  i o o d  stamp:;, f o o d  c o m m o d i t i e s ,  d o n a t e d  ;)r2per;y,  01' d o n a t e d  su:-p?.u:; 
i ~ : - r ~ p e i - t y ,  sb;a:J he irii1.ued at. f a i r  market v a l u e  a t  t n ?  r i m e  of !:eceip:. 0:- t n L 2  

c~.-;:;e::sed v a l u e  p r o v j  ded by t h e  F e d e r a l  acrency.  

! t i !  M e d i c a r e .  Medicare p a y m e n t s  fo a non-Fecle:al e n t i t y  f 0 1 -  p;ov I ri I r i q  
c,;i i : e n  I. :;ei-v.ices t o  M e d i c a r e  e l i g i t ;  e i n d i . v i d u a l s  a r e  n o t  c o n s i d e r e d  
F-dc!i:-cl! i l w d i - d s  e x p e n d e d  u n d e r  t h i s  p a r t .  

i I i M e d l  c a i d .  M e d i c a i d  p a y m e n t s  t o  a s u b r e c i p i e n t  f o r  providr rrq 
r ' t  c.a r? s e r v i c e s  to Medica . id  e l j  g j  bl  r? i n d j  v i d u a l ~ s  a r e  not corisi de I r d  

F'ede1-a.i awards e x p e n d e d  u n d e r  t h i s  p a r t  u n l e s s  a S t a ' i e  r e q u i r e s  Lhe f u n d s  !o 
O F s  tJ rc!ated a:; F e d e r a l  awards expended because reJ.mbursernent. .I.:; on a c o s !  - 
re i . m h i i  I- s e n i e n  t ha s I s . 

( 7 )  C e r t a i n  loans p r o v i d e d  D V  t h e  N a t i o n a l  C r e d i t  Union 
A d m i n i s t r a t i o n .  For  p u r p o s e s  o f  tl'l2.s pal-:, l o a n s  made from the  N a t i o i i a l  
C i - e d J  t' U n i o n  S h a r e  L r i s u r a n c e  F'urid a n d  t h e  C e n t r a l  L i q u i d ~ . t y  F'acili t y  t h a t  a i -e  
f u n d c t d  b y  cant-ributions from ; n s u r e d  ins;: :u t - ions  a r e  not consLdered F e d e r a l  
a w a r d s  e x p e n d e d .  

5-.210 Subrecipient and vendor determinations. 

( a )  G e n e r a l .  An a u d i t e e  may b e  a r e c i p i e n t ,  a s u b r e c i p i e n t ,  and  a 
v e n d o r .  F e d e r a l  a w a r d s  e x p e n d e d  a s  a r e c i p i e n t  o r  a s u b r e c i p i e n t  w o u l d  be 
s u b j e c t  t o  a u d i t  u n d e r  t h i s  p a r t .  T h e  p a y m e n t s  r e c e i v e d  f o r  goods o r  se rv ices  
pr -ov . ided  as a v e n d o r  w o u l d  n o t  b e  c o n s i d e r e d  F e d e r a l  aciards .  T h e  g u i d a n c e  i n  
p ~ i r d y r a p h s  (b) and (c) of =his s e c i i o n  s h o u l d  be c o n s i d e r e d  i n  d e t e r m i n i n g  
w h e t h e r  p a y m e n t s  c o c s t i t u t e  a F e d e r a l  award o r  a p a y m e n t  f o r  goods ans' 
.<erlii c e s .  

:2) Has i t s  p e z f o r m a n c e  mei l sured  against wnether ;ne o b l e c t i v e s  
cf t h e  F e d e r a l  p r o g r a m  a r e  m e t ;  

( 3 )  Has r e s p o n s i b i l i t y  f o r  p r o g r a m m a t i c  & = i s i o n  m a k i n g ;  

( 4 )  Has  r e s p o n s i b i l i t y  f o r  a d h e r e n c e  t o  a p p l i c a b l e  Teeciel-al 
p r o g r a m  c o m p l i a n c e  r e q u i r e m e n t s ;  a n d  

( 5 )  U s e s  t h e  F e d e r a l  f u n d s  t o  c a r r y  o u t  a program o f  t h e  
o r g a n i z a t i o n  a s  c o m p a r e d  t o  p r o v i d i n g  g o o d s  o r  s e r v i c e s  for a p r o g r a m  of t h e  
p a s s - t h r o u g h  e n t i t y .  

i c )  Payment f o r  qooas a.rid s e r v i c e s .  C h a r a c t e r i s t i c s  I n d i c a t i v e  of  a 
p a y m e n t  f o r  goods a n d  s e r v i c e s  r e c e - v e d  b y  a ver rdor  a r e  when t h o  o r y a n i z a t l o n '  

(1) Provides t h e  goods a n d  s e r v i . c e s  w i t h i n  normal b u s i n e s s  
o p e r a t i o n s ;  
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(5) Is n o t  s u l j i e c t  t o  c o m p l i a n c e  recj~i:~renii:i?ts c , i  t h e  F e d e r a l  
p rogram 

(d) U s e  of I u d a m e n t  i n  rnakincr 6etei : rninaCjori .  Tliei-e may be u n u s u & l  
c i r c u n i s t a n c e s  01- e x c e p t i o n s  t o  :Pie listed c h a r a c t e r i s t i c s .  I n  maJ:i.nq t h e  
aeterminstion of w h e t h e r  a s u b r e c i p i e n t  01' v e n d o i  r e i a t . 1  onship e x i s t s ,  the 
s u b s r a n c e  of t h c  r e l a t i o n s h i p  i s  more i m p o r E a n t  t h a n  t h ~  fornl of  t h e  
a g r e e m e n t .  I t  is n o t  e x p e c t e d  t h a t  a l l  of t h e  c h a r a c t e r i s t i c s  w i l l  be p r e s e n t  
and j u d g m e n t  s l iou ld  be u s e d  i n  d e t e r m i n i n g  w n e t l i e r  a n  e n t i t y  i s  a s u b r e c i p i e n t  
01 v e n d o r .  

( e l  F o r - u r o f i t  s u b r e c i D i e n t .  S i n c e  t h i s  p a r t  d o e s  n o t  app ly  t o  i o r -  
p r o f i t  s u b r e c i p i e n t s ,  t h e  p a s s - L h r o u g h  entity i s  r e s p o n s i b l e  for e s t a b l i s h i n g  
r e q u i r e m e n t s ,  as  n e c e s s a r y ,  t o  ensu re  c o m p l i a n c e  by f o r - p r o f i t  s u b r e c i p i e n t s  . 
The c o n t r a c t  wich  t h e  f o r - p r o f i t  s u b r e c i p i e n t  should d e s c r i b e  a p p l i c a b l e  
c o m p l i a n c e  r e q u i r e m e n t s  a n d  t h e  f o r - p r o f i r  s u b r e c i p i e n t ' s  compliance 
r e s p o n s i b i l i t y .  L4ethods t o  e n s u r e  c o m p l i a n c e  f o r  F e d e r a l  a w a r d s  m a d e  t o  f o r -  

c o n t r a c t ,  and p o s t - a w a r d  a u d i t s .  
p r o f i c  s u b r e c i p i e n t s  may i n c l u d e  p r e - a w a r d  a u d i t s ,  m o n i t o r i n g  d u r i n g  t h e  ..._ .. . 

(f) C o m u l i a n c e  r e s D o n s i b i l i t v  f o r  v e n d e r s .  I n  m o s t  r a s e s ,  t h e  
a u d i t e e  ' s c o m p l i a n c e  r e s p o n s i b i l i t y  f o r  v e n d o r s  is  o n l y  t o  e n s u r e  c h a t  che 
p r o c u r e m e n t ,  receipt,  a n d  p a y m e n t  f o r  g o o d s  a n d  se rv ices  c o m p i y  w i t h  laws,  
r e g u l a t i o n s ,  a n 6  t h e  p r o v i s i o n s  of c o n t r a c t s  o r  g r a n t  a g r e e m e n t s .  P r o g r a m  
c o m p l i a n c e  r e q u i r e m e n t s  n o r m a l l y  do n o t  p a s s  t h r o u g h  t o  v e n d o r s .  However, t h e  
a u d i . c e e  i s  r e s p o n s i b l e  f o r  e n s u r i n g  c o m p l i a n c e  f o r  v e n d o r  t r a n s a c t i o n s  which . .  
a r e  s t r u c t u r e d  s u c h  t h a t  t h e  v e n d o r  i s  r e s p o n s i b l e  f o r  p r o g r a m  c o m p l i a n c e  or'- 
rhe v e n d o r ' s  r e c o r d s  musr b e  r e v i e w e d  t o  d e c e r m n r  p r o g r a m  compl iance .  P J s G ,  
when t h e s e  v e n d o r  t r a n s a c t i o n s  r e l a t e  t o  a m a j o r  program, t h e  scope of t h e  
a u d i i  s h a l l  i n c l u d e  d e t e r m i n i n g  w h e t h e r  t h e s e  r r a n s a c t i o n s  a r e  i n  c o m p l i a n c e  
w i t h  l a w s ,  r e g u l a E i o n s ,  a n d  t h e  p r o v i s i o n s  o f  c o n t r a c t s  o r  g r a n t  a g r e e m e n t s .  

5-. 215 Relation to o t h e r  audit requirements 

( a )  I?ud.i t  u n d e r  t h i s  Dart i n  l i e u  of o t h e r  a u d i t s .  An a u d i t  made i n  
a c c o r d a n c e  w i t h  this p a r t  s h a l l  be i n  l i e u  of a n y  f i n a n c i a l  a u d i t  r e q u i r e d  
u n d e r  i n t i i v i d u a l  F e d e r a l  a w a r d s .  To t h e  e x r e n t  t h i s  a u d i t  meets a F e d e r a l  
a g e n c y ' s  n e e d s ,  ir s h a l l  r e l y  upon arid u s e  s u c h  a u d i t s .  The p r o v i s i o n s  of 
t h i s  p a r t  n e i t h e r  l i m i t  t h e  a u t h o r i t y  of F e d e r a l  a g e n c i e s ,  i n c l u d i n g  t h e i r  
11-isFectoi-s G e n e r a l ,  01- GHO t o  c o n d u c t  or a r r a i i y f  f o r  a d d i t i o n a l  a u d i t s  ( e  . g . ,  
f i n a n c i a 1 a u d i  t s , per i o  m a n  c e a u d i  t s , o I- r e 77 i ew s ) 
n o r  a u t h o r i z e  a n y  a u d i t e e  t o  c o n s t r a i n  F e d e r a l  a g e n c i e s  f r o m  c a r r y i n g  o u c  
a d d i t i o n 2 1  a u d i t s ,  A n y  a d d i t i v n z l  a u d i t s  s h a l l  be ii!.anried a n d  p e r f o r m e d  i n  
such i; way a s  t o  b u i l d  upon woi-k p e r f o r m e d  by o t r ! e r  a u d i t o r s .  

e17 a 1 u a t i o n  s , i n  spec t i or] s , 

( I : ) )  iiede?-i;i a o e n c v  t ~ o  pa\!  f o r  a d d i t i o n a l  a u c i i t s .  H F e d e r a l  aqenc:), 
t h a t  coilducts o r  c o n t r a c t s  for a d d i t i o n a l  a u d i t s  s h a l l ,  c u n s i s t e n c  b i ~ h  othel :  
avp l i cab !  e 1;lws a n d  r e g u l a t i o n s ,  a r r a n g e  f o r  f u n d i n g  t h e  f u l l  c o s t  cbf s u c l i  
a d d i t i o n a l  a u d i t s  



5-. 220 Frequency of a u d i t s .  

( s i  A S t a t e  o r  l o c a l  government  t h a t  is r e q u i r e d  b y  c o n s t i t u t j o ?  o r  
s L a t u t ~ ,  ~ r i  e f f e c t  o n  J a n u a r y  1 ,  1 9 8 7 ,  to u n d e r g o  its a u d i t s  l e s s  f r e q u e n t 1 . y  
t h a n  a n n u a l l y ,  i s  p e r m i t t e d  to u n d e r g o  i t s  a u d i t s  p u r s u a n t  t o  t h i s  par: 
biennially. This r e q u i r e m e n t  m u s t  s t i l l  be i r i  e f f e c t  f o r  t h e  b i e n n i a l  p e r i o d  
u n d e r  a u d i t .  

(bl Any n o n - p r o f i t  o r g a n i z a t i o n  t h a t  h a d  b i e n n i a l  a u d i t s  for all 
b.Leriri.tii1 p e r i o d s  Pr id ing  b e t w e e n  July 1, 1 9 9 2 ,  a n d  J a n u a r y  1, 1995, i s  
p e r m i t t e d  to u n d e r g o  i t s  a u d i t s  p u r s u a n t  t o  t h i s  p a r t  b i e n n i a l l y .  

5-. 2 2 5  Sanct ions .  

No a u d i t  c o s t s  may be c h a r g e d  t o  F e d e r a l  a w a r d s  when a u d i t s  requj.:ed by 
t h i s  p a r r  h a v e  not b e e n  made  O F  have  b e e n  made b u t  n o t  i n  a c c o r a a n c e  w i t h  c h i s  
part. L n  c a s e s  o f  c o n t i n u e d  i n a b i l i t y  o r  u n w i l l i a g n e s s  F.0 have  an  a u d l c  
c o n d u c t e d  in a c c o r d a n c e  w i t h  ttiis p a r t ,  " d e r a i  a g u n c l e s  and p a s s - t h r o u g h  
e r i t i t i e s  shall t a k e  a p p r o p r i a t e  a c t i o n  u s i n g  s a n c t i o n s  s u c h  a s :  

: a )  W i t h h o l d i n g  a percenraqe of  F e d e r a l  awards a n t i 1  tn? a u d i t  is 
c o m p l e t e d  s2:isfac:ozi! y ;  

(b) W i t h h o l d i n g  o r  d i s a l l o w i n g  o v e r h e a d  costs; 

(cl S u s p e n d i n g  F e d e r a l  a w a r d s  u n t i l  t h e  a u d i t  1 s  z z n d u c r e d ;  o r  

( d )  T e r m i n a t i n g  the F e d e r a l  award  

§-.230 Audit costs 

( a )  Allowairile costs. U n l e s s  p . r ~ h i h i t e d  b y  Law, t h e  cost of a u d i t s  
made i n  a c c o r d a n c e  w i t h  t h e  p r o v i s i o n s  of this p a r t  a r e  a l l o w a b l e  c h a y q n s  t o  
F e d e r a l  a w a r d s .  Tile ct larges  may be c o n s i d e r e d  a d i r e c t  cost o r  a n  al1:jca:;c.d 
i n d i r e c E  cost, as d e t e r m i n e d  i n  a c c o r d a n c e  w i t h  r h e  p r o v i s i o n s  o f  a p p l i c a b l e  
OMB c o s t  principles c ~ r c u l a r s ,  t h e  F e d e r a l  A c q u i s i t i g n  R e g u l a t i o n  ( FPlRl 148 
CFR paris 3 0  and 3 ? ) ,  o r  o t h e r  a p p l i c a b l e  cost p r i n c i p l e s  or r e g u l a t i o n s .  

... ~ 
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( 2 )  The c o s t  o_C auait111<! a n o i ~ F e d e r a l  e n l i ~ ) ’  wli3-cki  Jias Fedei-;iJ 
i l  b! c rienried of 1 er:; t l ia i i  $ 3 0 0 ,  000 (:‘500,, 0 0 0  f o r  f i s c a l  y e d ~ ~  e r l d i n g  a’rer 
l)ect3mk~ 3 1 ,  2003)  pel- yea r  arid is t h e r e b y  exempted u11dt.r S-.200 (d) from 
ha\’ i r iCJ an  a u d i t  conducted  undei- t h i s  p a r t ,  However, K ~ S  does  riot  p r o h i b i t  a 
p a s :  - t h r o u g k  e n t i t y  from c l r a rg ing  F e d e r a l  awdrds for t h e  c o s t  of l i i n i t e d  S C O ~ E  

a u d i  ts t o  monitor i t s  s u b r e c i p i e n t s  ir i  a c c o r d a n c e  w i t h  S-. 4 0 0  (d) (3), 
p r o y i d e d  the s u b r e c i p i e n t  d o e s  n o t  Ilave a s i n g l e  a u d i t .  For  p u r p o s e s  of  ~ h s  
p a r r  I i r n i i e d  scope a u d i t s  on1 i n c l u d e  agi-eed-upon p r o c e d u r e s  e n g a g e m e n t s  
coriducKed i n  accordance  \ . r i c h  e i t h e r  Elhe AICPA’ s g e n e r a l l y  a c c e p t e d  a u d i t i n g  
s t a n d a r d s  o r  a t t e s t a t i o n  s t a n d a r d s ,  t h a t  a r e  p a i d  for and a r r a n g e d  by a p a s s -  
t h r o u g h  e n t i t y  and  a d d r e s s  only o n e  o r  more of  t h e  f o l l o w i n g  t y p e s  G f  
c o m p l i a n c e  r equ i r emen t s  : a c t i v i t i e s  a l l o w e d  01- u n a l l o w e d ;  a l l o w a b l e  
c o s t s / c o s t  p r i n c i p l e s ;  e l i g i b i l i t y ;  m a t c h i n g ,  l e v e l  of e r f o r t ,  e a r m a r k i n g ;  
and ,  r e p o r t i n g .  

C .235 Program-specific a u d i t s .  - 

( a )  P roa ram-sDec i f i c  a u d i t  a u i d e  a v a i l a b l e .  I n  many c a s e s ,  a p rogram-  
s p e c i f i c  a u d i t  gu ide  w i l l  be a v a i l a b l e  t o  p r o v i d e  s p e c i f i c  g u i d a n c e  t o  t h e  
auditor w i t h  r e s p e c t  t o  i n t e r n a l  c o n t r o l ,  c o m p l i a n c e  r e q u i r e m e n t s ,  sugges t ed : ,  
a u d i t  p r o c e d u r e s ,  and a u d i t  r e p o r t i n g  r e q u i r e m e n t s .  The a u d i t o r  s h o u l d  
c o n t a c t  t h e  Off ice  o f  I n s p e c t o r  G e n e r a l  of t h e  F e d e r a l  agency t o  d e t e r m i n e  
whe the r  such  a g u i d e  i s  a v a i l a b l e .  When a c u r r e n t  p r o g r a m - s p e c i f i c  a u d i t  
g u i d e  i s  a v a i l a b l e ,  t h e  a u d i t o r  s h a l l  f o l l o w  GAGAS and  t h e  gu ide  when 
p e r f o r m i n g  a p r o g r a m - s p e c i f i c  a u d i t .  

(b) P r o a r a m - s n e c i f i c  a u d i t  a u i d e  n o t  a v a i l a b l e .  ( 1 )  When a program-  
s p e c i f i c  a u d i t  g u i d e  i s  n o t  a v a i l a b l e ,  t h e  a u d i t e e  and  aud ixor  s h d l  h a v e  
b a s i c 2 l l y  t h e  same r e s p o n s i b i l i t i e s  f o r  t h e  F e d e r a l  program a s  they  would  h a v e  
f o r  an a u d i t  of a major program i n  a s i n g l e  a u d i t .  

( 2 )  The a u d i t e e  s h a l l  p r e p a r e  t h e  f i n a n c i a l  s t a t e m e n t ( s )  f o r  t h e  
F e d e r a l  p rogram t h a t  i n c l u d e s ,  a t  a minimum, a s c h e d u l e  of e x p e n d i t u r e s  of 
F e d e r a l  awards  f o r  t h e  program and n o t e s  t h a t  d e s c r i b e  t h e  s i g n i f i c a n t  
a c c o u n r i n g  p o l i c i e s  used i n  p r e p a r i n g  t h e  s c h e d u l e ,  a summary s c h e d u l e  o f  
p r i o r  a u d i t  f i n d i n g s  c o n s i s t e n t  w i t h  t h e  r e q u i r e m e n t s  of §-.315(b), a n d  a 
coi-rective a c t i o n  p l a n  c o n s i s t e n t  w i t h  t h e  r e q u i r e m e n t s  of 5-. 315 (c) . 

( 3 )  ?‘he a u d i t o r  s h a l l :  

(1) Per fo rm an a u d i t  o f  t h e  f i n a n c i a l  s t a t e m e n t  (s) f o r  t h e  
redezr .1  program in accordance  w i t h  GAGAS, 

( i i )  O b t a i n  an u n d e r s t a n d i n g  o f  i n t e r n a l  c o n t r o l  a n d  
pel-form r e s t s  of i n t e r n a l  c o n t r o l  over t h e  F e d e r a l  p rog ram c o n s i s t e n t  w i t h  t h e  
: -equi rements  of 5-. 50@ (c) for a m a j o i  p’oqrarn; 

( i i i )  Per fo rm p r o c e d u r e s  t o  deLevniine wlietlier the a u d i t e e  
has  compl> e d  w i t h  l aws ,  r e g u l a t i o n s ,  and  t h e  p i - o v i s i o n s  of c o n t r a c t s  o r  g r a n t  
i iq:-eenients  r h o t  c u u l d  h a v e  a d i r e c t  arid m a t e r i a l  e f f e c t  on t h e  F e d e r a l  prograin  
c:ins.ist ent w i ~ h  tile iequirenien’is of S . 5 0 0  ( d )  f o r  a m a j c i r  p rogram;  arid __ 
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(1) A n  o p i n i o n  ( o r  d i s c l a i m e r  of opln lonl  a s  t~ w k l e t h e i -  
‘_i!c> f inar rc . id1  ~ ! ~ ~ i t e m e n t  ! s )  of t.he Federa l  program is presen t sd  f a i r l y  1.n d l  J 
rna:-.erial r e s p e c t s  i n  c o n f o r m i t y  w i t h  t h e  s t a t e d  accoun t ing  p o l i c i e s ;  

(LI) p ,  r e p o r t  on i n t e r n a l  C O r i t l - G l  r e l a t e d  t o  t h e  F e d e r d l  
plrogrdrri, w h , c h  :;halJ d e s c r i b e  t h e  scope o f  t e s t j . r i g  o f  i n t e r n a l  c o n t r o l  a n d  t h e  
re .su1 t s  o f  t h e  t e s t s ;  

!I J ) A r n n o r t  on c:ompli.anc;e w h i c h  i n c j  i ides d n  ~ ip~ . r i i o r !  (or 
d.~s!:J d J . m e r  o f  : > p ~ n i c ! r ! )  a ~ :  tc whe:her t h e  audi  t o e  ::omplled wi :h l a w s ,  
r e q u l  a t i o n s ,  d n d  :.he prov~:; ior i : j  of  c o n t r a c t s  o r  q r a n t  aqreernents w h i c h  c o u l d  
h a v e  a d i r e c t  and m a t e r - j . a l  e f f e c t  ori t h e  Fede ra l  p r o q r a n ;  arid 

( i v )  A s c h e d u l e  of f i n d i n g s  and  ques t ioned  c o s t s  f o r  :tie 
F e d e r a l  p rogram t h a t  i n c l u d e s  a summary of the a u d i t o r ’ s  r e s u l t s  r e l a t i v e  t o  
t h e  F e d e r a l  program i n  a f o r m a t  c o n s i s t e n t  w i t h  §-.505(d) (I) and f i n d i n g s  
a n d  q u e s t j  oned  c o s t s  c o n s i s t e n t  w i th  t h e  r e q u i r e m e n t s  of §-.505 (d) (3) . 

( c  j R e ~ ~ o r t  s i l b m i s s i o n  f o r  Droa ram-sDec i f i c  aud . i t s .  
( 1 )  The a u d i t  s h a l l  D e  comple t ed  and r h e  r e p o r t i n g  r e q u i r e d  by p a r a g r a p h  
(c) ( 2 )  o r  (c) (3) of t h i s  s e c t i o n  s u b m i t t e d  w i t h i n  t h e  e i r l i e r  of  30 d a y s  a f t e r  
r e c e i p t  o f  t h e  a u d i t n r ’ s  r e p o r t ( s ) ,  o r  n i n e  months a f t e r  t h e  end of t h e  a u d i t  
p e r J o d ,  u n j - e s s  a l o n g e r  p e r i o d  i s  ag reed  t o  i n  advance  b y  t h e  F e d e r a l  a g e n c y  
t h a t -  p r ~ v ~ . d e d  t h e  f u n d i n g  o r  a d i f f e r e n t  per iod  i s  s p e c i f i e d  i n  a program-  
s p e c i f i c  a u d i t  g c i d e .  (However ,  f o r  f i s c a l  y e a r s  beg inn ing  on o r  Defoi-e  Jurio 
3 0 ,  1 9 9 8 ,  t.he audil-. s h a l l  ne  completed and  t h e  r e q u i r e d  r e p o r t i n g  s h a l l  be 
s u b m i t t e d  w i ~ h i n  tne e a r l i e r  o f  30 d a y s  a f t e r  r e c e i p t  of t h e  a u d i t - o r ‘ s  
r e p o r t ( s )  , o r  13  monchs a . f t e r  t h e  end of t h e  aud . i t  p e r i o d ,  u n l e s s  a different 
p e r i o d  i s  s p e c i f i e d .  i n  a p r o g r a m - s p e c i f i c  a u d i t  g u i d e .  1 UnLess r e s t r i c t e d  D Y  
l a w  or reguiation, the a u d i t e e  s h a l l  make r e p o r t  c o p i e s  a v a i l a b l e  f o r  p u b l i c  
inspection. 

( 2 )  When a p r o g r a m - s p e c i f i c  aud3.t g u i d e  is a v a i l a b l e ,  t h e  
a u d i t e e  s h a l l  submit t o  ;he Federal c l e a r i n g h o u s e  d e s i g n a t e d  by OMB :he d a z a  
c o l l e c t i o n  form p r e p a r e d  i n  acco rdance  w i t h  5-.320(b), a s  a p p l i c a b l e  E O  a 
p r o g r a m - s p e c i f i c  a u d i t ,  and  t h e  r e p o r r i n g  r e q u i r e d  b y  the p z o g r a m - s p e c i f i c  
a u d i z  g u i d e  t o  be r e t a i n e d  a s  an a r c h i v a l  c o p y .  Also ,  t h e  a u d i t e e  s h a l l  
s u b m i t  t o  t h e  F e d e r a l  a w a r d i n g  agency o r  p a s s - t h r o u g h  e n t i t j i  t h e  r e p o r t i n g  
required by :he p r o g r a m - s p e c i F i c  a u d i t  g u i d e .  

. -  I) When a p r o q r a m - s p e c i f i c  audit g u i d e  i s  not a v a i l a b l e ,  the 
reportin? p a c k a g e  f o r  ;I p r o g r a m - s p e c i f i c  a u d i t  s h a l l  c o n s i s t  o f  t he  f i n a n c i a !  
s t a t e m e n t  (s) o f  t r ~ e  F e d e r a l  program, a summary s c h e d u l e  o f  p r i o r  a u d i t  
f i n d i n g s ,  a n d  a c o r r t l c t i  v e  a c t i o n  p l a n  a s  d e s c r i b e d  i n  pa rag raph  (b) ( 2 )  of 
t h i s  s e c t i o n ,  and t h e  a u d i t o r ’ s  report(s) d e s c r i b e d  i n  pa rag raph  (b) ( 4 )  of 
this s e c t i o n .  T h e  d a t a  c o l l e c t i o n  form p r e p a r e d  i n  accordance  w i t h  

14 



Subpart C - - k u d i t e e s  
S-. 3 0 0  A u d i t e e  responsibilities 

The audircee s h a l l .  

( a )  I d e n t i f y ,  i n  i t s  a c c o u n t s ,  a l l  F e d e r a l  awards  r e c e i v e d  a n d  
expended and t h e  F e d e r a l  p rog rams  u n d e r  which the) !  were r e c e i v e d .  F e d e r a l  
program and award i d e n t i f i c a t i o n  s h a l l  i n c l u d e ,  a s  a p p l i c a b l e ,  t h e  CFDP. t i t l e .  
and number, award number and y e a r ,  name of  t h e  F e d e r a l  agency ,  a n d  name of t h e  
p a s s - t h r o u g h  e n t i t y .  

(h) P i a i n t a i n  i n t e r n a l  c o n t r o l  o v e r  F e d e r a l  p rog rams  t h a t  p r o v i d e s  
r e a s o n a b l e  a s s u r a n c e  c h a t  ;he a u d i E e e  is managing  
F e d e r a i  awards  i n  compl i ance  w i t h  l a w s ,  r e g u l a t i o n s ,  and t h e  p r o v i s i o n s  of  
c o n t r a c t s  o r  g r a n t  ag reemen t s  t h a t  c o u l d  have  a m a t e r i a l  e f f e c t  on  e a c h  of  its 
F e d e r a l  p rog rams .  

(c) Csmply wi th  l a w s ,  regulations, and t h e  p r o v i s i o n s  of c o n t r a c t s  o r  
g z a n t  ag reemen t s  r e l a r e d  t o  e a c h  of  i t s  F e d e r a l  p r o g r a m s .  

( d )  P r e p a r e  a p p r o p r i a t e  f i n a n c i a l  s t a t e m e n t s ,  i n c l u d i n g  t h e  s c h e d u l e  
Of e x p e n d i t u r e s  of F e d e r a l  awards  i n  a c c o r d a n c e  w i t h  §-.310. 

( e )  Ensure  t h a t  t h e  a u d i t s  r e q u i r e d  by t h i s  p a r t  a r e  p r o p e r l y  
pel-formed and s u b m i t t e d  when d u e .  When e x t e n s i o n s  t o  t h e  r e p o r t  s u b m i s s i o n  
due d a t e  required hy $-.320(a) 
agency  f o r  a u d i t ,  proinptly i l o t i f y  t h e  F e d e r a l  c l e a r i n g h o u s e  d e s i g n a t e d  by 01% 
and each p a s s - r h r o u g h  ent i ty  p r o v i d i n g  F e d e r a l  awards  of t.11~ exrerisiori  . 

a r e  g r a n t e d  hy t h e  c o g n i z a n t  o r  o v e r s i g h t  

(f) Polloi , '  up  and t a k e  c o r r e c t i v e  a c t i o n  on audir f i n d i  r igs ,  ~ . r i c : lud i r ig  
prey jara t  ion of a surruiiary s c h e d u l e  o f  p r i o r  a u d i t  f i i i d i r rys  arid a c o r r e c t i v e  
a c t i o n  p l a n  i n  a c c o r d a n c e  w i i h  s-.315 (b) and s-. 315 ( c ) ,  r e s p e c t i v e l y .  

5 ,305 h u d i t o r  s e l e c t i o n  - 

I s  
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( ) ~ ~ I J U ~ I  t o r  pi:oc\:remnnt, 11, T,: u : r i r i q  i ~ t l i :  s ~ : - . J J  ::L::;, JLIdlt'2cs s k i a l l  

~7 (i-i-r-e.i.riaftej- refnrred t o  a s  the  "!1,-:02 i:orn;-,on RuIe"J pub l ; shed  Marci-) 1 1 ,  
i-:, o w  ' ne p : -ocurem%nt  st.aridards p re~c ! - i . ? t . d  ,')!I . ne: : ; r a n t s  Mc:n;iqement Cornmo:~ 

(3 U Ii t in , :  arricnded Api-  19, 1.99FJ [insert anprop:- a t e  CFT c i t a t ~ o n ] ,  C l r c u i a : -  

r i7 'L~. :LJ ' .  i oric; o f  Hiqher E:d\JCation, Hosp~tals and 3 t h t . r  I.lrJ~--Profit 
P -  J J 0 ,  ' 'Un~.f3rrn A c l r n L  t r a ! ; i ve  Etequiremsrits f o r  G r a n ~ s  ar id  kqreements w i t P  

r ) r q a n L z - r t 1 o n s , "  o , ~  t h e  FAR (48 CFF p a l - t  42), a s  a p p l i c a n l e  [OMB Circu la r s  a r e  
d v a i , a b ' %  from t h e  O f f i c e  o f  AdrninJ s t r d t ~ o n ,  Pu.  i ica;ioris o t f i c e ,  room 2200, 
b l e w  E x e ~ u t ~  va Of f i ce  Yuildinq,  Washington, DC 2 :  5C3) . Nhenever poss ib l e ,  
a u d i t e e f i  shal.: make p o s i t i v e  e f f o r t s  zo u t i l i z e  smal l  bus inesses ,  minor i ty-  
owned f i I - rns ,  and womenls bus iness  e n t e r p r i s e s ,  :a procuring a u d i t  s e rv i ces  ST. 
s t a t e d  i n  t h e  A - 1 0 2  Common Kule,  OMB C i r c u l a r  A-110, o r  t he  FAR ( 4 8  CFR part 
421, a s  appl . icab le .  I n  r eques t ing  p roposa l s  f o r  a u d i t  s e r v i c e s ,  the 
ODIec t jves  a n d  scope of t h e  a u d i t  should be made c l e a r .  Fac tors  t o  he 
c o n s i  del-ed i n  eva lua t ing  each proposal  f o r  aud i t  s e rv i ces  include the 
respons ;  veness  t o  the  r eques t  f o r  p roposa l ,  r e l e v a n t  expe r i ence ,  avai lah1 1 J CY 
of s t a f f  w i t h  p r o f e s s i o n a l  q u a l i f i c a t i o n s  and te,zhr, ical  a b i l i t i e s ,  t he  L - E S U I  t s  
o f  e x t e r n a l  qua1i:y c o n t r o l  reviews,  and p r i c e .  

( b )  R e s t r i c t i o n  on a u d i t o r  p repa r inq  i n d i r e c t  cost  p r o p o s a l s .  An 
auditor wha prepares  tne  i n d i r e c t  cos t  p roposa l  o r  cos t  a l i o c a t i o n  plan rnay 
n o t  also be se l ec t ed  t o  perform the  a u d i t  requi:ed by t h i s  p a r t  when the 
i n d i r e c t .  costs recovered by t h e  aud i t ee  du r ing  :,'le p r ior  year exceeded $1 
m i l l i o n .  This  res t r ic t .Lon applies t o  t he  base   ear used  i n  t h e  preparat:Lon of 
'ihe i n d i r e c t  cos t  p:-oposal o r  cos t  a l l o c a t i o n  p l a n  and any subsequent yea r s  i n  
which t h e  r e s u l t i n g  l n d i r e c t  cos t  agreement or c o s t  a l l o c a t i o n  plan i s  u s e d  t o  
I - E I C O V ~ T  c o s t s ,  To minimize any d i s r u p t i o n  i n  e x i s t i n g  c o n t r a c t s  f o r  aud i t  
s e r v i c e s ,  this paragraph a p p l i e s  t o  a u d i t s  of f ;seal years beginning a f t e r  
<June 3 0 ,  1998. 

(c) Use of Federa l  a u d i t o r s .  Federa l  a u d i t o r s  ma.y perform all 3r p a r t  
of t h e  work requi red  under t n i s  p a r t  i f  t h e y  comply fully w i t h  the  
requirements  of t h i s  p a r t .  

5-. 310 Financ ia l  statements. 

( a )  F inancia l  s t a t e m e n t s .  The audiT.ee s h a l l  prepare f inanc ia l  
s t a t e m e n t s  t h a t  r e f l e c t  i t s  f i r i anc ia l  p o s i t i o n ,  ~esulcs of opera t ions  01 
Changes i n  ne t  assets, and,  where a p p r o p r i a t e ,  cash  flows f o r  t he  fiscal year  
a u d j  L e d .  The f i n a n c i a l  s t a t emen t s  s h a l l  be fo.; che same o rgan iza t iona l  u n i t  
and  f i s z a l  y i a r  t h a t  i s  chosen t o  meet t he  requi rements  of this  p a r t .  
However, o rganiza t ion-wide  f i n a n c i a l  s t a t emen t s  may a l s o  i nc lude  departments, 
a-ger ic ies ,  and o the r  o r g a n i z a t i o n a l  u n i t s  t h a t  have sepa ra t e  a u d i t s  i n  
a c c o r d a n c e  w i t h  si-. 5 0 0  ( a )  and p repa re  s e p a r a t e  f i n a n c i a l  s t a t emen t s .  

( b )  Schedule of exDenditures  of Fede ra l  awards .  The audi ree  skiall 
a l s o  p r E p a r e  a schedule of expend i tu re s  of Federa l  awards f o r  t n e  per i2d 
covered Sy t he  aud i t ee  Is f i n a n c i a l  s t a t e m e n t s .  While not requi red ,  t h e  
a u d i t e e  may choose t o  p rov ide  informat ion  requesLed by Federal  awarding 
a g e n c i e s  and pass- through e n t i t i e s  t o  make t h e  schedule  e a s i e r  t o  u s e .  For 
example ;  when a Federal  program has m u l t i p l e  award years ,  t he  audi tee  m a y  list 
t h e  amount of Federal  a-wards expended f o r  each  award year s e p a r a t e l y .  A t  a 
minimum, t h e  schedule  s h a l l  : 

( 1 )  L i s t  i n d i v i d u a l  F e d e r a l  p r o g r a m s  by Federal agency. For 
F e d e r a l  programs included i n  a c l u s t e r  of programs,  list ind iv idua l  F'edera.1 
programs wi th in  J. c l u s t e r  of programs. For R & D ,  t o t a l  Federal  awards expended 
s h a l l  be shown e i t h e r  by i n d i v i d u a l  award o r  by Federal  agency and major 
subdivision with in  the  Federa l  agency. F o r  example,  the National I n s t i t u t e s  
of H e a l t h  is a major s u b d i v i s i o n  i n  t h e  Department of Health and Human 
S e  rvi ces 
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( 2 1  Fo! Federal awards r ece ived  a s  i, suhi-ecipi '  l i t ,  the riame of 
' i l i e  tmss-tlirvilql! ent I and i d e n t i f y i i i g  number a s r i g r ~ e d  h y  C I I ~  pzss-tnrougk 
e l - i t i C ) '  s h a l  1 ~ ) t  i r i c i i ~ d e d .  

[ 3 )  Prrivide t o t a l  Feder-a3 awards expenoed Loi- F dch i n d i v i d u a i  
Federal pi:ogram anti ! lie CI.'D.D. number ox othe2- i den? I f y i n g  num!i:'i- when t h e  CFI% 
i~n io i -ma t jo i~  i s  not a\: ; , i lable 

(4) Include no te s  t h a t  d e s c r i b e  t h e  s ig i i i f ican :  accoun t ing  
policies u s e d  i n  preparing the  s c h e d u l e .  

(5) To the e x t e n t  p r a c t i c a l ,  pas s - th rough  e n t i t j e s  should  
idenEify  i n  t h e  scheaiile t h e  t o t a l  amount p rov ided  t o  s u b r e c i p i e n t s  from each  
Federa l  program. 

( 6 )  Include,  i n  e i t h e r  the schedu le  01 a note t o  the s c h e d u l e ,  
t h e  va lue  of t h e  Federal awards expended i n  t h e  form of non-cash a s s i s t a n c e ,  
t h e  amount of insurance i n  e f f e c t  dur ing  t h e  year, and loans o r  loan  
gua ran tees  outs tanding  a t  year  end .  Whiie n o t  r e q u i r e d ,  i t  i s  p r e f e r a b l e  t o  
p r e s e n t  t h i s  information i n  t h e  schedu le .  

§-. 315 A u d i t  f i n d i n g s  fo l low-up.  

( a )  General .  The a u d i t e e  is r e s p o n s i b l e  f o r  follow-up and c o r r e c t i v e  
a c t i o n  on all a u d i t  f i n d i n g s .  A s  p a r t  of t h i s  r e s p o n s i b i l i t y ,  t h e  a u d i t e e  
s h a l l  p repa re  a summary schedule  of p r i o r  a u d i t  f i n d i n g s .  The a u d i t e e  s h a l l  
a l s o  prepa re  a co r rec t ive  a c t i o n  p l a n  f o r  c u r r e n t  year audi t  f i n d i n g s .  The 
summary schedule  of p r i o r  a u d i t  f i n d i n g s  and t h e  c o r r e c t i v e  a c t i o n  p l a n  shaIl  
inc lude  t h e  r e fe rence  numbers t h e  a u d i t o r  a s s i g n s  t o  audi t  f i n d i n g s  under  
I .510 ( c )  . Since the  summary schedule  may i n c l u d e  audi t  f i n d i n g s  from 
m E i p l e  y e a r s ,  it sha l l  i nc lude  t h e  f i s c a l  y e a r  i n  which the f i n d i n g  
i n i t i a l l y  occur red .  

( b )  Summary  schedule  of v r i o r  a u d i t  findinqs. The summary s c h e d u l e  of 
prior a u d i t  f i nd ings  s h a l l  r epor t  t h e  s t a t u s  of a l l  audi t  f i n d i n g s  i n c l u d e d  i n  
t h e  p r i o r  a u d i t  I s  schedule of f ind . ings  and q u e s t i o n e d  cos t s  r e l a t i v e  t o  
Federa l  awards.  The summary schedu le  s h a l l  a l s o  inc lude  audi t  f i n d i n g s  
r epor t ed  in t h e  p r i o r  a u d i t  I s summary schedu le  of p r i o r  audi t  f i n d i n g s  e x c e p t  
a u d i t  f i n d i n g s  l i s t e d  as  c o r r e c t e d  i n  accordance  w i t h  paragraph (b) (1) of t h i s  
s e c t i o n ,  o r  no longer  v a l i d  o r  n o t  warran t ing  f u n h e r  ac t ion  i n  accordance  
w i t h  paragraph (b )  ( 4 )  of t h i s  s e c t i o n .  

( 1 ) When a u d i t  f i n d i n g s  were f u l l y  co r rec t ed ,  t h e  summary 
schedule  need only  l i s t  t h e  audi- t  f i n d i n g s  and s t a t e  tha t  c o r r e c t i v e  a c t i o n  
was t aken .  

( 2 )  When a u d i t  f i n d i n g s  were n o t  c o r r e c t e d  o r  were on ly  
p a r t i a l l y  c o r r e c t e d ,  the summary sched.ule s h a . l l  d e s c r i b e  the  p lanned  
c o r r e c t i v e  a c t i o n  a s  well a s  any p a r t i a l  c o r r e c t i v e  ac t ion  t aken .  

( 3 )  When c o r r e c t i v e  a c t i o n  taken i s  s i g n i f i c a n t l y  d i f f e r e n t  from 
c o r r e c t i v e  action previous ly  reporced  i n  J. c o i - r e c t i v e  ac t ion  p l a n  or i n  t h e  
Federa l  agency Is o r  pass- through e n t i t y ' s  management dec i s ion ,  t h e  sumrnai-y 
schedkle  shall provide an e x p l a n a t i o n .  

( 4 )  When t h e  a u d i t e e  b e l i e v e s  t h e  a u d i t  i indir igs  are no l o n g e r  
v c i l i d  o r  do not warrant f u r t h e r  a c t i o n ,  t h e  reasons for t h i s  p o s i t i o n  s h a l l  be 
desci-ibed i n  the summary s c h e d u l e .  A valid r e a s o n  foi- cons ider ing  an a u d i t  
f i n d i n g  a s  not  warranting f u r t h e r  a c t i o n  i s  t h a t  a11 of tlle fo l lowiny  have  
oc c'u 1- Y ed : 

!j) Two y e a r s  have  passed s i n c e  the  audit r epor t  i n  which 

I -1 3'3 , 
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i .he C liidi riq occ:ii-red was ::uhmi [:Led t i  :.he i ' sdera !  c:! earirigiiouse.  

(1.1) The F2deral  s: Iency or pass- th rough enLj.ty is not  
::\!i:i-ent I ;; fo1low:ncj tip w j  i-1) tile aud1.t gn the audit finding; and 

iiii, I! mariagement ~ecision was not i s s u e d  

i c : !  Corrective action nlan. At the cornpietizn of the audit, the 
? ~ i l d ~  Lee s h a l l  prepare a corrective ac:ion plan to address each audit f;ndinq 
i i i c l . uded  i:? the current year auditor' I; reports The corrective action p l a n  
slial.1 provide the name (s) of the contact person (s) rosponsible for corzecti 
a c L j o n ,  tkie corrective action planned, and the anticipated completion da: .e .  
I f  t h e  audjtee does not agree with the audit findings or heiiaves co?:rec::Ive 
act] 3 n  is riot required, then the corrective action plan shall include an 
cxp3.anat i on and speci f c reasons 

B-. 3 2 0  Report submiaGion 

(a] General. The audit shall be completed and t h e  data collectson 
form described in paragraph ( b )  of t.his section and reporting package 
described in paragraph ( c )  of this section shall be subnitked wi.thin the 
earlier of 30 days after receipt of t h e  auditor's reportis), or nine months 
a t t . e r  the end of the audlt period, u n l e s s  a longer period is agreed t-o i r i  
advance by the cognizant or oversight agency for audit. (Hownvcr, for f1.scal 
years  beginning on or before June 30, 1998, the a u d i t  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 ahall submit a data collecCion 
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 t h e  audit. The form shall be approved by OMB, a.vailable frclm t h e  
Fede ra l  clearinghouse designated by OMB, and include data elements similar to 
those presented in this paragraph. A senior level representative of the 
audi.tee (e.g., State controller, director of finance, chief executive officer, 
or c h i e f  financial o f f i c e r )  shall sign a statement to be included as part of 
?he form certifying that: the auditee complied with the requirements 3f this 
part, the form was prepared in accordance with this part (and the instructions 
accompanying the form), and the information incl-uded 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 i s s u e d  on the financial stacemerits 311 
the auditee (i.e., unqualified opir,izn, qualified opinion, adverse 
opinion, or disclaimer zf opinion). 

(1-1 Where applicable, a statement that reportable conditions in internal 
control were disclosed by the audit 3 f  the financial statements and. 
whether any such conditions were material weaknesses. 

liii) A statement as to whether the a-udit disclosed any noncompliance which 
is material to t h e  financial statements of the auditee. 

( 1 v )  Where applicable, a statement that reportable conditions in interna.1 
control over major programs were disclosed by the audit and whether  
any such conditions were material weaknesses. 

(vi The tyge of report the auditor issued on compliance f o r  major 



(VI) i, l i s t  of tlie Federa l  awarding agencies which W A  1.1 r e c e i v e  a copy of 
[.lie r e p o r t i n g  package pui-suanl. L G  S-. li70 (d! ( 2 )  of OME C i r c u l a r  
A - 1 . 3 5  

( v i i  ) 11 yes o r  no s t a ~ e n l e n c  a s  t c )  wIiethe~- t h ~  Z L I C ? ~ L W  q u a l i f i e d  a s  a low 
risk aud i t ee  undel- 5 - . 5 3 0  ol O I ~ B  Cil-cuLai- 1.-133. 

( v i i i )  Tlie dollar th reshold  used t o  d i s t i n g u i s h  between Type k and T y p e  E: 
programs as  d e f i n e d  i n  5-, 5 2 0  ( L )  of OMB Circular  A - 1 3 3 .  

(ix) The Cataloq of Federa l  Domestic ~ s s i s t . a n c e  (CFDA) numbei- for e a c h  
Federa l  program, as a p p l i c a b l e .  

(XI The name of each Fede ra l  program and i d e n t i f i c a t i o n  of each ma jo r  
progi-am. Individual.  programs wi th in  a c l u s t e r  of programs s h o u l d  be  
l i s t e d  i n  the  same l e v e l  of  d e t a i l  a s  they  a r e  l i s t e d  i n  t h e  s c h e d u l e  
of expendi tures  of Fede ra l  awards. 

( x i )  The amount of expend i tu re s  i n  t he  schedu le  of expendi tures  of F e d e r a l  
awards a s soc ia t ed  wi th  each Federal  program.  

( x i i )  F o r  each  Federal  program, a yes o r  no s ta tement  as t o  whether there  
a r e  a u d i t  f i nd ings  i n  each of t h e  f o l l o w i n g  types of compliance 
requirements  and t h e  t o t a l  amount of any quest ioned c o s t s :  

A c t i v i t i e s  allowed o r  una l lowed.  
Allowable c o s t s / c o s t  p r i n c i p l e s .  
Cash management . 
Davis - Bacon A c t .  
E l i g j . b i l i t y .  
Equipment and r e a l  p r o p e r t y  management. 
Matching, l e v e l  of e f f o r t ,  earmarking.  
Period of a v a i l a b i l i t y  of Fede ra l  f u n d s .  
Procurement and suspension and debarment.  
Program income. 
Real p r o p e r t y  a c q u i s i t i o n  and r e l o c a t i o n  a s s i s t a n c e  
Report ing.  
Subrec ip i en t  moni tor ing .  
Spec ia l  t e s t s  and p r o v i s i o n s .  

( x i i i )  Auditee  Name, Employer I d e n t i f i c a t i o n  Number ( s J  , Name and T i t l e  of 
C e r t i f y i n g  O f f i c i a l ,  Telephone Number, S igna ru re ,  and Date .  

ixiv) Audi tor  Name, Name and T i t l e  of Contac t  Person,  Auditor  Addres s ,  
Audi tor  Telephone Number, S igna tu re ,  and Date 

( X V )  Whether t he  a u d i t e e  has  e i t h e r  a cogn izan t  o r  ove r s igh t  agency f o r  
a u d i t .  

(>:vi ) The name of the cogn izan t  01 o v e r s i g h t  agency f o r  audit:  d e t e r m i n e d  in 
accordance w i t h  5-.400 ( a )  and 5-.400 (b) , r e s p e c t i v e l y .  

( 3 )  Using t h e  info]-mat ion inc luded  i n  the  r e p o r t i n g  package 
described i n  17aragraph ( c )  of t h i s  s e c t i o n ,  t h e  a u d i t o r  s h a l l  complete t h e  
appl-icable s e c t i o n s  of t h e  form. The a u d i t o r  s h a l l  s ign  a s ta tement  t o  be 
~ n c l u d e d  as p a r t  of t h e  d a t a  c o l l e c t i o n  formi t h a t  i n d i c a t e s ,  a t  a minimum, t h e  
source of t h e  information incl.uded i n  t he  fo rm,  t.he a u d i t o r ' s  r e s p o n s i b i l i t y  
for ciie h f o r m a t  i o n ,  that. tlie fo rn i  i s  not a s u b s l i  t u t e  foi- t he  r e p o r t i n g  
p a c k a g e  desc r ihed  i n  paragraph  ( c )  of ~ f i i s  s e c t i o n ,  and t h a t  t h e  c o n t e n t  of 
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{ J I  Finarizlal statements and schp~ciul e oi "xpenditu-es of 
'" ,Ue??iJJ awards discussed !.n S__.310 ( a )  and 6-.310 (b), ~espect:.~el./, 

(2) Summa.;-? schedule of prior a u d l  t findinqs di S C U ; S Y ~  i r i  

E- , 3 1 5  (h) ; 

( r: 1 Auditor's report i s )  discussed in 505; and 

(4 i Correcrive action plan discussed in §-.315(c) 

( t l )  Submission tG ~Learinqhouse. All auditees shall submit t @  t h e  
I; 'e?deral cleai-ir ighouse designated by OMB the data collectlon form descri-bed i r i  
paragraph (b) of this secti.on and one copy of the reporting package desc:rit)t.d 
iri paragraph ( c )  of this section for. 

(1) The Federal clearinghouse to retain a s  an archival copy; 
arid 

(2) Each Federal awarding agency when the s c h e d u l e  of findings: 
and questioned cos:s disclosed audit findings relating to Federal awards that 
the Federal awarding agency provided directly or the summary schedule of prior 
audit fj.ndings reported the status of any audit findings relating to Federal 
awards that the FEtderal awarding agency provided directly. 

( e )  Additional submission by subreciwients. (1) In addizion to the 
requirements discussed in paragraph ( d )  of this section, auditees that are 
also subrecipients shall submit to each pass-through enLity one copy of the 
reporting package described in paragraph (c) of this section for each p a s s -  
Y-hrough entity when the schedule of findings and questioned costs disclosed 
audit findings relating to Federal awards th-at 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 3  Znstead of submitting the reporting package to a p a s s -  
through entity, when a subrecipient is n o t  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 a u d i t  of the subrecipient was conducted in accordance with this part 
(including :he period covered by the audit and the name, amount, arid CFDP. 
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 provJded; 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-thrmgh en2i:y 
provided. .4 subrecipient may submit a copy of the reporting package described 
in paragraph ( c )  of this seccion to J pass-fhrough 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 2 a c k a g e  described in paragraph (c) O E  this section and, if 
req.uested, 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 rsporting package described in pragraph ( c )  of chis section on 
file for three years from the date of submission to the Federal clearinghouse 
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c les ig i ia ted  by OME Pass-rlii:ougl; entiii ez shi.! 1 l t e ~ p  suhrecipienLs ' 
s u n ~ r ~ i ~ s i o ~ ~ s  on f i l e  f o r  ~ h r e - ~ .  y e a r s  fi-om d a t e  ol I rceip:  

!h! C'1 t a r i ~ q i i r ~ u s e  ~ - e s p o n s i b i l ?  ::j e s  . T h e  Fede ra l  ci ea.ringhouse 
desj gnatc- i l  DJ' OME s l i a l ]  d i s k : r i t u t e  t he  reporting p a c k a g e s  received i n  
aCm!^dallCP W J  L ~ J  r~a1ragrapI-1 ( d )  ( 2 )  of t1:1s sec t ion  a n d  Si-. 2 2 5  ( C )  ( 3 )  L O  
appl zahl t Federal  awarding agencies ,  rrialnraln il dat.3 b z s e  of completed 
audiis, provide approprj  3t.e i n fo rma~io r r  t u  F e d o r a l  agencies ,  arid i o i l o ~ ~  u p  
w i . t I 3  known a u d i t e e s  w h i c h  have not subriiitted t h e  r equ i r ed  d a t a  collec:iori 
f oriris arid reporLing packages 

(i I CI e a r l n q h o u s e  a d d r e s s .  The addres s  o€ the Federal  c lear i i ighouse  
c u r r e n t l y  des igna ted  by OME i s  Federal  Audit  Clear inghouse,  Bureau of t h e  
Census, 1 2 0 1  E;. i 0 t h  S t r e e t ,  J e f f e r s o n v i l l e ,  IN 4 7 1 3 2 .  

( 3 )  Electronic f i l i n q .  Nothing i n  t h i s  p a r t  s h a l l  preclude e l e c t r o n i c  
submissions t o  the Federal  c l ea r inghouse  i n  such manner as may be approved by 
OME. W i t h  OME approval, the Federa l  c l ea r inghouse  may p i l o t  test methods of 
e l e c t r o n i c  submissions.  

Subpart  D--Fedesal hgencies  and Pass-Through Entities 
§-.400 Responsibilities. 

( a )  Coanizant aqency for a u d i t  r e s p o n s i b i l i t i e s .  Rec ip i en t s  expending  
more than  $25  mi l l i on  ($50 million for f i s c a l  y e a r s  e n d i n g  a f t e r  D e c e m b e r  31, 
200.3) a y e a r  i n  Federal  awards shal l  have a cognizant  agency f o r  a u d i t .  The 
des igna ted  cognizant  agency for a u d i t  s h a l l  be t h e  Federal  awarding agency 
t h a t  provides  the predominant amount of d i r e c t  funding  t o  a r e c i p i e n t  u n l e s s  
OME makes  a s p e c i f i c  cognizant  agency for  a u d i t  ass ignment .  

Foliowing is e f f e c t i v e  for f i s c a l  y e a r s  ending  on or  before D e c e m b e r  31, 2003: 
To provide  f o r  c o n t i n u i t y  of cognizance ,  t h e  de t e rmina t ion  of t h e  predominant  
amount of d i r e c t  funding s h a l l  be based upon d i r e c t  Federal  awards expended i n  
t h e  r e c i p i e n t ' s  f i s c a l  y e a r s  ending  i n  1 9 9 5 ,  2 0 0 0 ,  2005,  and every  f i f t h  year 
t h e r e a f t e r .  For  example, a u d i t  cognizance f o r  p e r i o d s  ending i n  1997  through 
2 0 0 0  w i l l  be determined based o n  Federa l  awards expended i n  1 9 9 5 .  ( H s w e v e r ,  
f o r  S t a t e s  and l o c a l  governments t h a t  expend more than $ 2 5  m i l l i o n  a yea r  i n  
Federal  awards and have p s e v i c ~ u s l y  ass igned  cognizant  agencies  f o r  a u d i t ,  t h e  
requirements  of t h i s  paragraph  a r e  no t  e f f e c t i v e  u n t i l  f i s c a l  yea r s  beg inn ing  
a f t e r  June 3 0 ,  2 0 0 0 . )  

Following i s  e f f e c t i v e  for . f i s c a l  y e a r s  ending  after December  31 ,  2003: 
The de termina t ion  of t h e  predominant amount of di rec t  funding s h a l l  be  based  
upon d i rec t  Federal  awards expended i n  the r e c i p i e n t ' s  f i s ca l  yea r s  ending  i n  
2 0 0 4 ,  2 0 0 9 ,  2 0 1 4 ,  and  every  f i f t h  yea r  t h e r e a f t e r .  For example, a u d i t  
cognizance f o r  per iods  ending i n  2 0 0 6  through 2 0 1 0  w i l l  be determined based  on 
Federal  awards expended i n  2 0 0 4 .  (However, foi- 2 0 0 1  through 2 0 0 5 ,  t h e  
cognizant  agency for aud i t  is  determined based  on  t h e  predominant amount of 
d i r e c t  Fedei-al awards expended i n  t h e  r e c i p i e n t ' s  f i s c a l  year ending i n  2 0 0 0 ) .  

NotwiLhstanding Ehe manner i n  w h i c h  a u d i t  cognizance is determined,  a F e d e r a l  
awarding agency w i t h  cognizance for an a u d i t e e  may r e a s s i g n  cognizance t o  
another  Federa l  awarding agency which p rov ides  s u b s t a n t i a l  d i r e c t  f u n d i n g  and  
agrees t o  be t h e  cogni.zant agency for audit. Within 3 0  days a f t e r  any 
re%SSlgIIment,  both the o l d  and t h e  new cogn izan t  agency f o r  a u d i t  s h a l l  n o t i f y  
t-he a u d i t e e ,  and, i f  known, t h e  a u d i t o r  of the rEassignment . The cognizant  
agency fox audit- s h a l l :  

( 1 )  Pvovj  de I;echnlcal. aud i  t adv ice  and I . i a i s o n  t o  a u d i t e e s  a n d  
a u d i t c 1 r s  

( 2  1 Consli des a u d i t e e  ~ - e q u e s t s  for extensions t o  the report 
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m i l  y 51 I-dn t W:L o n s  Lor good cause 

I / J  ’, O b t a i n  or conduct quaiity control i--T-,riews of selected 
Fiud I ::c R I i l d L :  by rton-Fede:ra? auditors, arid ,~roxiide the r r ;u l . t s ,  when 
a r : p r o v ~ i a ; ~ ~ ,  t o  Dther LnLerested organizaLions 

(4 ’ Prompt! y inform other affected Fede:-a1 agencj-es and 
a7prop:riai:e Fecleral law enforcement officials of any d-rect reporting by the 
?iudj I -o.-  o r  I t s  auditor of irregularities 3r illegal acts, as regui:-ed by GAGAS 
O;- law:; arid 1-egulations. 

( 5 1  Advise the auditor and, where appropriate, the auditee of 
a n y  defjcjencjes found in the audits when the deficiencies require corrective 
act.i.on by trle auditor. When adviszd of deficiencies, the auditee slha1.1 work 
w i t h  t he  auditor to take corrective action. I f  correctve action 1.s not 
taken, the cogriizant agency for audit shall notify the audj-tor, the a u d i - t e e ,  
and appl.j.cable Federal awarding agencj.es and pass-through entities of the 
f a c t s  and make recommendations for follow-up accion. Major inadequacies 011 

repstitive substandard performance by auditors shal.1 be referred to 
app~opriate S t a t e  1I cencing agencies and professional hodJes for di.sci.plj.na:-y 
act ion 

( 6 )  Coordi.natc, 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 
a u d j  E s performed j.n accordance with this part. 

( 7 )  Coordinate a management decision for audit findings that 
a€fect the Federal programs of more tnan one agency. 

( 8 )  Coordinate the audit work and reporring responsibilities 
among auditors to achieve the most cost-effective audit. 

(9) Cor biennial audits permitted under 5-.220, ccrnsider 
auditee requests to qualify as a low-risk auditee under §- .530(a)  

(b) Oversiqht aqency for audit responsibilities. An auditee which 
do-s not have a designated cognizant agency for audit w i l l  be under the 
gnnei-a1 oversight of the Federal agency determined in accordance w i t h  
Sp.105. The oversight agency for audit: 

(1) Shall provide technical advlce to auditees and auditors as 
requested. 

(2) May assume all 3r some of the responsibilities normally 
perfgrrned by a zognizant agency for audit. 

( c j  Federal awardinq aqency resDonsibilities. The Federal awarding 
agency shall perform the following for the Federal awards it makes: 

(1) . Identify Federal awards made by informing each recipier,? 
of the CFDA titie and number, award name and number, award year, and if the 
award is f3r R&D. When some of this information is not avails-ble, the Federal 
agency shall provide information necessary to clearly describe the Federal 
award. 

( 2 )  Advise recipients af requirements imposed on them by 
Federal l a w s ,  regulatjnns, and the provisions of contracts cr grant 
agreements 

(31 Ensure that audits are completed a n d  reporrs are received 
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1 1 1  a tirrlelj, manner and in clccordarice v:i.Lli ~ 1 1 e  ~-equii-enients o€ this p a r r  

( 4  I I J~-ovide  techni  ca.1 advi L'E arid cou!:st.l tO audj  :.res a n d  
auGiEor5 a5 1-eCJuested. 

( 5 1  I s s u e  :, management c~ecicioi!  on a u d j  t findi.rigs v:;chi.n s i x  
iiiontlis a f t e r  r e c e i p l  of the a u d i t  r epor t  and ensure  t h a t  ;he recipi en: t a k e s  
~ p p ~ ~ p r l a t e  arid tirltrly cor?-ectrive e c t i  olj 

161 Assign a person r e spons ib l e  f o r  provid ing  annual upda te s  
of the compliance supplement t o  OMB. 

i d )  Pass-throuqh enti t v  resDonsibi l i t i e s  , k pass- througb e n t i t y  s h a l l  
perform the  following for the Federal. awards i t  makes: 

(1) I d e n t i f y  Federal  awards made by informing each 
s u b r e c i p i e n t  of CFDA t i t l e  and number, award.name and number, award year-, if  
t h e  award is  R&D, and name of Federal  a g e n c y  When some of t h i s  i n fo rma t ion  
is  not a v a i l a b l e ,  the pas s - th rough  e n t i t y  s h a l l  p rovide  tne  b e s t  i n fo rma t ion  
ava i  1 a b l e  t o  descr ibe  t h e  Federa l  award. 

( 2 )  Advise s u b r e c i p i e n t s  of requii-ements imposed o n  them by 
Federal  laws, r egu la t ions ,  and t h e  p r o v i s i o n s  of c o n t r a c t s  o r  g ran t  agreements ,  
as well a s  any supplemental  requi rements  imposed by  t h e  pass - through e n t i t y .  

( 3 )  Monitor t h e  a c t i v i t i e s  of s u b r e c i p i e n t s  as  necessa ry  t o  
ensure t h a t  Federal  awards are used f o r  au tho r i zed  purposes i n  compliance w i t h  
laws, r e g u l a t i o n s ,  and t h e  p r o v i s i o n s  of c o n t r a c t s  o r  g r a n t  agreements and 
Khat performance goals  are ach ieved .  

( 4  1 Ensure t h a t  s u b r e c i p i e n t s  expending $ 3 0 0 , 0 0 0  f $ i O O , O O O  for 
f i s c a l  years ending a f t e r  December 31, 2003) or more i n  Federal awards d u r i n g  
t h e  s u b r e c i p i e n t ' s  f i s c a l  year have met t h e  a u d i t  requi rements  of t h i s  p a r t  
f o r  t h a t  f i s c a l  year .  

( 5 )  I s s u e  a management d e c i s i o n  on a u d i t  f i n d i n g s  wizhin  s i x  
m3nths a f t e r  receipt of the s u b r e c i p i e n t ' s  a u d i t  r e p o r t  and ensure  t h a t  t h e  
s u b r e c i p i e n t  t akes  a p p r o p r i a t e  and t ime ly  c o r r e c t i v e  a c t i o n .  

( 6 )  Consider whether s u b r e c i p i e n t  a u d i t s  necess ica- te  
adjustment  of t h e  pass - through e n t i t y ' s  own r e c o r d s .  

( 7 )  Require each  s u b r e c i p i e n t  t o  permi t  t h e  pas s - th rough  
e n t i t y  and a u d i t o r s  t o  have access  t o  t h e  r eco rds  and f i n a n c i a l  s ta . tements  as  
necessary  for t h e  pass - through e n t i t y  t o  comply with this p r c .  

I-. 405  Management d e c i s i o n .  

( a )  G-neral ,  The management d e c i s i o n  s h a l l  c l e a r l y  s t a t e  whether  O X  
1 1 0 ~  t he  audi.t f ind ing  is s u s t a i n e d ,  t h e  reasons  for che d e c i s i o n ,  and t h e  
expected a u d i t e e  ac t ion  t o  repay  d isa l lowed c o s t s ,  make f i n a n c i a l  a d j u s t m e n t s ,  
01- t ake  othei- a c t i o n .  I f  t h e  a u d i t e e  h a s  not  completed c o r r e c t i v e  a c t i o n ,  a 
t ime tab le  for follow-up shou ld  be g i v e n .  PI-ior t o  i s s u i n g  t h e  management 
d e c i s i o n ,  the Federal agency 01- pass-  thz-ough entity may r eques t  
a d d i t i o n a l  information o r  dvcumentation from t h e  a u d i t e e ,  i nc lud ing  a r e q u e s t  
fo r  a u d i t o r  assurance r e l a t e d  t o  the  documentat ion,  as a way of m i t i g a t i n g  
d j  s a l  lowed costs. The management d e c i s i o n  s h o u l d  d e s c r i b e  any appeal process 
a v a i l a b l e  t o  the aud i t ee .  

(b) F e d e r a l  aqency. ?is provided i n  5__.400(a) ( 7 ) ,  t he  cognizant  
agency for a u d i t  s h a l l  be r e s p o n s i b l e  f o r  coord ina t ing  a management d e c i s i o n  
f~:- aud i t  f i n d i n g s  [hat a f f e c t  t h e  p r o g ~ - a n ~ s  of m D r e  t h a n  one Fedei-61 agenq. 
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/!s r>rotr.ided i r i  5 . 4 o O ( c )  { E ; )  , Peac!:;il awriru"ing agent:' z c  ? -e~pcx! i ;~G]e  :'IT 
; S F  i J . t I c j  a rriLllid,qeriient decision fo l -  f j . r i d , n g s  : aa t  i r e l a t e  Lo FederaJ a w a r d s  it 
rmI:%s t o  r ec ip i e r : t s ,  11.1 ternace ar~-ar~p-rnent . t ;  m a y  be made OK a case-by-case  
nar c by agreement among the Fedcird! a g e n c i . : s  concerned 

~ 

( C )  Pass-throuyh entity. i1.s p:r5v:ti2d in 5-.400 (d) ( 5 )  , t he  p a s s -  
t -hr  ->ugh nntiry shall b? responsible f o r  m a x i  ng the managemenr d e r i s i o n  for 
aur: ! t findings that relate t,o Federal award:; it makes to subrecipients . 

[d) Time resuirements, The entity responsib2.e fo r  making tne 
manigement decision shall do so within s i x  months of receipt of :h? s u d j !  
r?p'>rt. Corrt:c:tjve action s h o u l d  be initia-ed within s i x  months after i-ecej.nt. 
of : h e  a u d l :  report and proceed as r a p i d l y  as possible. 

( e )  Reiemnce numbers. Management decisions shall include the 
.-e [ s.2 *.cnce v > rturnhers t h e  auditor assigned to ed-h  audit f i n d i n g  1.r) accordanci 
wit:?, L-.SLO(c) 

Subpar t  E-  -Aud-l t o r s  
5-.500 Scope of audit. 

(a) General. The audit sh2J.J be co:iducted in accordance with GAC2I.S 
T h e  audit shall COVPJ: the entire o p e r a t ~ . o n s  of t h e  audi. tee;  or, a t  the <>pt.jr>n 
of :tie auditee, such audit st-la11 include a series of audits t h a t  covei- 
departments, agencies, and other organizational units w h i c h  expended or 
otherwise administered Federal awards during s u c h  fiscal year, provided t h a r  
each such audit shall encompass the financial statements and schedule of 
expenditures of Federal awards f o r  each sucn department, agency, and other 
organizational unit, which shall be considered to he a non-Federal entity. 
The financial statements and schedule of expenditures of Federal awards shall 
be =or the same fiscal year. 

(b) Financial statements. The auditor shall determine whether the 
financial. statements of the auditee ?.re presented fairly in all material 
res;s~cts in conformity with generally accepzed accounting principles. The 
auditor shall also determine whether the schedule of expenditures of F e d e r a l  
awards is presented fairly in all material respects in relatjon to the 
auclitee's financial statements taken as a whole. 

(cj Interna.3 control. (1) In addi-tion to the requirements of GAGI IS ,  
'_he auditor shall perf grm procedures to obtain an understanding Gf interndl 
corirrrol over Federal programs sufficient to plan the audit to support a l3w 
assessed level of control risk f o r  major programs. 

(2) Except as provided in paragraph ( c )  ( 3 )  of this section, 
the auditor sha.11.: 

(i) Plan the teszing of internal control over major 
prcqiarns P O  support a low assessed level of 2on t ro l  risk fo r  the ass5rLions 
relevant to the compliance requirements for each major program; and 

(ii) Perform testing 3f internal control as planned in 
paragra.ph ( c )  ( 2 )  (i) of this section. 

( 3 )  When internal control over some or a l l  of the compliance 
requiremencs for a major program axe likely to be ineffective in preventing or  
detecting noncompliance, the planning and performing of testing descsibed ~n 
paragraph ( c )  ( 2 )  of this section are not required fo r  those compliance 
requirements. However, the auditor shall report a reportable condition 
(including whether any such condition is a material weakness) in accordance 
with S-.510, assess the related control r i s k  at t h e  maximum, and consider 
whether additional compliance tests are required because of ineffective 
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i i i  t e r n a l  cont  ir-11 

( d j  C o m o l  I arice. (i) In a d d i t i  on t~ the  requivemenLs of G A G A S ,  t11e 
auditor s h a l l  :le';erniine whether the  a u d i  t.ee h a s  complied w i c l i  l aws ,  
i-egulaLions,  aiio the pi-ovlsioiis of coliL:-acts 01 qrant  agreements t h a t  may have 
a dii-ect-  and m;rte?-laj effec: on ea221 oi j t s  major pl-oyj-ams 

i il .' ' pl-iricipa] zompli anc t  requiremen-s a p p l i c a b l e  tc most 
Federal prograiiis and t h e  compliance requi rements  of L ~ I Y  l a r g e s t  FecierGl 
programs a r e  included i n  the compliance supplement .  

( 3 )  For t h e  compliance requi rements  r e l a t e d  t o  Federa l  
progranis contained i n  t h e  compliance supplement ,  an aud i t  of t h e s e  compl iance  
requi rements  w i l l  meet r h e  requirements  of t h i s  p a r t .  Where t h e r e  have been 
changes to t he  compliance requi rements  and t h e  changes a r e  not r e f l e c t e d  In 
t h e  compliance supplement, t h e  a u d i t o r  s h a l l  determine t h e  c u r r e n t  compl iance  
requi rements  arid modify t h e  a u d i t  p rocedures  accord ingly .  For t h o s e  Fede ra l  * 

programs n o t  covered in the compliance supplement ,  t h e  a u d i t o r  shou ld  u s e  t h e  
types of compliance requi rements  conta ined  i n  t he  compliance supplement  a s  
guidance for i d e n t i f y i n g  t h e  types  of  compliance requirements t o  t e s t ,  and 
determine the  requirements  governing t h e  Federa l  program by rev iewing  t h e  
p r o v i s i o n s  of con t r ac t s  and g r a n t  agreements  and the  l a w s  and r e g u l a t i o n s  
r e f e r r e d  t o  i n  such c o n t r a c t s  and g r a n t  agreements .  

( 4 )  The compliance t e s t i n g  s h a l l  include t e s t s  of t r a n s a c t i o n s  
and such ocher  audi t ing  procedures  necessa ry  t o  provide t h e  a u d i t o r  s u f f i c i e n t  
evidence t o  suppor t  an op in ion  on compliance.  

( e )  Audit f o l l o w - u p .  .The  a u d i t o r  s h a l l  fol low-up on p r i o r  a u d i t  
f i n d i n g s ,  perform procedures  t o  a s s e s s  t h e  reasonableness  of the summary 
schedule  of p r i o r  audi t  f i n d i n g s  prepared  by t h e  aud i t ee  i n  accordance  wi th  
§-.315 (b), and r e p o r t ,  as a c u r r e n t  y e a r  a u d i t  f i nd ing ,  when t h e  a u d i t o r  
concludes t h a t  t he  summary schedule  of p r i o r  a u d i t  f i nd ings  m a t e r i a l l y  
mis rep resen t s  t he  s t a t u s  of any p r i o r  a u d i t  f i n d i n g .  The a u d i t o r  s h a l l  
perform a u d i t  follow-up procedures  r e g a r d l e s s  of whether a p r i o r  a u d i t  f i n d i n g  
r e l a t e s  t o  a major program i n  t h e  c u r r e n t  year .  

i f )  Data Collectior! Form. As r e q u i r e d  i n  S- .320(b)  ( 3 ) ,  t h e  a u d i t o r  
s h a l l  complete and s ign s p e c i f i e d  s e c t i o n s  of t h e  da ta  c o l l e c t i o n  fo rm.  

Si-. 505 A u d i t  reporting. 

The a u d i t o r ' s  r e p o r t  (s)  may be i n  the form of e i t h e r  combined or 
sepaimte r e p o r t s  and ma.y be organized  d i f f e r e n t l y  from rhe  manner p r e s e n t e d  i n  
t h i s  s e c t i o n .  The a u d i t o r ' s  r e p o r ' i ( s )  s h a l l  s t a t e  t h a t  che audit w z s  
conducted i n  accordance wi th  t h i s  p a r t  and i n c l u d e  the fo l lowing:  

( a )  An opinion (or  d i s c l a i m e r  of o p i n i o n )  as  to whether t h e  f i n a n c i a l  
s t a t emen t s  a r e  presented f a i r l y  i n  a11 m a t e r i a l  r e s p e c t s  i n  conformi ty  w i t h  
g e n e r a l l y  accepted account ing p r i n c i p l e s  and a n  opinion ( o r  d i s c l a i m e r  of 
c p i n i o n )  a s  t o  whether t h e  schedule  of e x p e n d i t u r e s  of Federal  awards .is 
presented  f a i r l y  i n  a i l  m a t e r i a l  r e s p e c t s  in r e l a t i o n  tci t he  f i n a n c i a l  
s tacements  t a k e n  a s  a whole.  

( b )  A r epor t  on i n t e r n a l  C O n K r O l  1-elated to the  f i n a n c i a l  s t a t e r n e n t s  
and m a j o r  programs. This r e p o r t  s h a l l  d e s c r i b e  the  scope of t e s t i n g  of 
i n t e r n a l  c o n t r o l  and the results oi t r ~ ~  tes ts ,  and ,  where a p p l i c a b l e ,  I-efei' t o  
:tie s e p a r a t e  schedule  ~f f i n d i n g s  and ques t ioned  costs descr ibed  j n paragi-aph 
(d) of t h i s  s e c t i o n .  

(c) z? 1-epcrt on compliance w i t h  laws, r e g u l a t i o n s ,  arid t h e  proi.-isioris 
of c o n t r a c t s  01- g r a n t  agreements ,  n o n c o m p l i a n c e  wi rh whi cb could have a 
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.c: ai? ~k1e t j .~ ,c lnc  I ;i : : ~ a t e m ~ . r i t ~  ?h is  r - p o r r  s n a i l  also i nc! u d e  

1 a w ~ ,  r e q u :  a t i . o r i s ,  arid thP pro;. S I . O ~ I S  of contracts 0,- g:-ariE agreements L 
-0u.1.d havt, ~1 direct and mat .or ia  otfect on each malo:- program, and, whey.:. 

r Jes - i r jber l  1.3 parag:-aph ( d )  3f t : . ? . ~  secLion 
er to the s e p a r a - e  schedule 3f Eindings and questioned CCII?:; 

(d) A .sckr?duJ e of f jncl s and quesrioned costs  w n i c h  shall iricluds 
th? io!  low^ ng three components : 

( 1  1 A summary of t h e  auditor's results which shall mclude: 

!i) The zype of report the auditor issued or] the 
f )nar i c i . a l  .statements of the audj lee (i.e., unqualified opinion, quali:ied 
'ip 1 ri I on, adverse opinion, or disclaimer of opinion) ; 

(ii) Where applicable, a statement that reportable 
~ o n d ~  C j - o r i s  :n internal control were disclosed by the audit of the financial 
Stiirements and whether any such conditions were material wealinesses; 

(iii) P. statement as to whether the audit disclosed any 
r t o n o o r n p j  iar ice  wh.i.ch is rnateri.al C D  the financial statements of the auditee; 

( i v )  Where applicable, a statement that i-eport.atle 
condi t .Lor1 .s  i n  internal conti-01 over major programs were disclosed by the audit 
aiid whether any such conditions were material weaknesses; 

(V) The type of report the auditor issued on compliance 
ior n;a)o- programs (i, e. , unqualified opinion, qualified opinion, adverse 
opirij on, or disclaimer of opinion) ; 

(vi) 9. statement as to whether the audit disclosed any 
3ud.i t f i - n d i n q s  which the auditor is required to report under §-.510(a) ; 

(vii) An identification of major  programs; 

( v i i  i) The dollar threshold used to distinguish between 
T y p e  A and Type 9 progr-ams, as described in §-.520 ( b )  : and 

(ix) A statement as to whether tkie auditee qualified as 
a l a w  risk audj.tee urid.ei- §-.530. 

(2 i Findings relating to the E inancial stacements whicn 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 §-.510(a). 

ii) Audit findings (e. CJ . ,  internal contrgl findings, 
compliance findings, questioned costs, or fraud) which relate t3 the same 
issue should be presented as a single audit finding. Where practical, audit 
findings should be organized by Federa.1 agency 3r pass-through entity. 

(ii) Audit findings which relate to both the financial 
stacements and Federal awards, as reported under paragraphs (d) ( 2 )  and !d)  ( 3 )  
of this section, respectively, s h o u l d  be reported in both sections of the 
schedule. However, the reporting in one section of the schedule may be in 
summary fo rm with a reference to a detailed reporting in the ot.her s~ction Gf 
the schedule. 

'i; 5 .i10 Audit f ind ings .  __ 
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(2) . Mater ia i  noncompliance th t he  p rov i s ions  of l a w s ,  
r e g u l a t i o n s ,  conEracts ,  01- g r a n t  agreements r e l a t e d  t o  a majoi- prograni.  The 
a u d i t o r ’ s  de te rmina t ion  of whether a noncompliance v ! i t h  t h e  provisions of 
laws, r e g u l a t i o n s ,  c o n t r a c t s ,  01- g r a n t  agreements i s  ma te r i a l  for t h e  purpose  
of I -eport ing an aud i t  f i n d i n g  is i n  r e l a t i o n  t G  a t ype  of COmpliariCe 
requirement  for a major progi-am o r  an aud i t  o b j e c t i v e  i d e n t i f i e d  i n  t h e  
compiiance supplement.  

( 3 )  Yaown ques t ioned  costs which a r e  g r e a t e r  than $ 1 0 , 0 0 0  f o r  
a type of compliance requirement  f o r  a major program. Known q u e s t i o n e d  costs 
are Ehose s p e c i f i c a l l y  i d e n t i f i e d  by t h e  a u d i t o r .  I n  eva lua t ing  t h e  e f f e c t  of 
quesr ioned  c o s t s  on the  op in ion  on Compliance, t h e  a u d i t o r  c o n s i d e r s  the best 
e s t ima te  of t o t a l  c o s t s  ques t ioned  ( l i k e l y  ques t ioned  c o s t s ) ,  not  j u s t  t h e  
quesEioned c o s t s  s p e c i f i c a l l y  i d e n t i f i e d  (known ques t ioned  c o s t s )  . The 
a u d i t o r  s h a l l  a l s o  r epor t  known ques t ioned  costs when l i k e l y  q u e s t i o n e d  c o s t s  
a r e  g r e a t e r  than  $ 1 0 , 0 0 0  f o r  a type  of compliance requirement  f o r  a major  
program. I n  r epor t ing  ques t ioned  c o s t s ,  t h e  a u d i t o r  s h a l l  i n c l u d e  i n f o r m a t i o n  
t o  p rov ide  proper  p e r s p e c t i v e  foi- judging t h e  preva lence  and consequences of 
the  ques t ioned  costs.  

( 4 )  Yaown ques t ioned  c o s t s  which are g r e a t e r  than  S l 0 , O O O  for  
a Federal  program which i s  n o t  audi ted  as a major program. Except f o r  aildi: 
fol low-up,  t he  auditor is  n o t  r equ i r ed  under t h i s  par t  t o  perform a u d i t  
procedures  f o r  such a Federal program; t h e r e f o r e ,  che a u d i t o r  w i l l  no rma l ly  
not f i n d  ques t ioned  c o s t s  f o r  a program which is no t  aud i t ed  as a major  
program. However, i f  t h e  a u d i t o r  does become aware of ques t ioned  costs for .+a  
Federal  program which i s  no t  audi ted  a s  a major program ( e . g . ,  a s  pa r t  of 
audi t  fo l low-up or o the r  a u d i t  p rocedures)  and the 1:nown ques t ioned  costs are 
g r e a t z r  t h a n  $ 1 0 , 0 0 0 ,  t hen  t h e  a u d i t o r  s h a l l  r e p o r t  t h i s  as an a u d i t  f i n d i n g .  

( 5 )  The c i rcumstances  concerning why t h e  a u d i t o r ’ s  r e p o r t  on 
compliance for  major programs i s  o t h e r  than an u n q u a l i f i e d  op in ion ,  u n l e s s  
such c i rcumstances  a r e  o t h e r w i s e  r epor t ed  as  a u d i t  f i n d i n g s  i n  t h e  s c h e d u l e  of 
i i n d i n g s  and quest ioned costs fo r  Federa l  awa-ds.  

( 6 )  Known f r a u d  a f f e c t i n g  a Federa l  award, u n l e s s  s u c h  f r a u d  
i s  o the rwise  r epor t ed  as a n  a u d i t  f i n d i n g  i n  t h e  schedule  of f i n d i n g s  and 
quest ioned costs for Federal  awards.  This  paragraph  does not r e q u i r e  t h e  
a u d i t o r  t o  make an a d d i t i o n a l  r e p o r t i n g  when t h e  a u d i t o r  confirms t h a t  the  
fraud was reported o u t s i d e  of t h e  a u d i t o r ‘ s  reports under t h e  d i r e c t  r e p o r t i n g  
r e q u i r e m e n  t s of GAGAS. 

( 7 )  I n s t a n c e s  where the  r e s u 1 . t ~  of a u d i t  fol low-up p rocedures  
disclosed t h a t  the summary schedule  of p r i o r  a u d i t  f i n d i n g s  p repa red  by t h e  
aud i t ee  i n  accordance w i t h  g-. 3 1 5  ( b )  m a t e r i a l l y  mis rep resen t s  t h e  status of 
an)! prior a u d i t  f i n d i n g .  

(b) Audit f i nd ina  de+:.ail Audit  f i n d i n g s  shal l  be p r e s e n t e d  112 

s u f f i c i e n t  detail for the auditee LO prepa re  a c o r r e c t i v e  a c t i o n  p l a n  arid t a k e  
c o r r e c t i v e  a c t i o n  and lor Federa l  agencies  and p a s s - L h i - o u g h  e n t i t i e s  t ~ ;  a r r i v e  
a t  a management decision. The fo l lowing  spec- f1.c informat ion  s i l a l l  be 
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1 2 )  The criteria or specific reqiiizemc?nt upon which the aud1.r  
~ ~ i r i c i ~ . r 1 9  J.S based, including statutory, regulatory, or other ciLatiorr. 

1 3 )  The condition found, including facts that support the 
t l c f ~ c i c r i c y  identified in the a u d l t  finding. 

1 4 )  Identification of questioned costs and how they were 
computed. 

( 5 )  Informa-ion to provide proper perspective for judging the 
prevalence and consequences of -he audit findings, such as whether the audit 
fi.ndings represent an isolated instance or a syscemic problem. Where 
appropriate ~ instances identified shall he related to the un? verse and the 
number of cases examined and be quantified in terms of dollar value. 

( 6 )  The possible asserted effect to provide sufficient 
iiiforrnation 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. 

( 7 )  Recommendations to prevent future occurrenoes of the 
deficiency identified in the audit finding. 

( 8 )  Views of responsible officials of :he auditee when there 
1.c disagreement with the audit findings, to the extent practical. 

(c) Reference numbers. Each audit finding in the schedule of findings 
arid questioned costs shall include a reference number to allow for easy 
referencing of the audit findings during follow-up. 

E-. 515 Audit working papers .  

(a) Retention of workinq Dapers. The auditor s h a l l  retain working 
2apers and reports for a minimum of three years afier 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 €or audit, or 
pass-through entity to extend t h e  rstention period. When the audi:or is aware 
that the Federal awarding agency, pass-through entity, or auditee is 
contesting an audit finding, the auditor shall contact t h e  parries contesting 
the audit finding for guidance prior to destruction of the working papers and 
reports. 

(b) Access to workinq papers. Audit working papers shall be made 
available upon request to the cognizant or oversight agency f o r  audit or its 
designee, a Federal agency providing direct or indirect funding, or GAO at the 
completion of the audit, as part of a q u a - l i t y  review, to resolve audit 
findings, or to carry o u t  oversight responsibilities consistent with the 
purposes of this p a r t .  Access to working papers includes the right of Federal 
agencies to obtain c33ios of working papers, a s  is reasonable and necessai-y 

. .. ... . . (1 _. . ._ .~ ! 
i cz: . .  

... . . -  

2 8  



Ib) Step 1 .  ( 5 )  The a u d i t o r  s h a l l  iden:ify the l a r g e r  Feder-a1 
prog:rams, which shall be l a b e l e d  Type A programs. Type A programs are d e f i n e d  
as Federal  programs w i t h  Federa l  awards expended during the  a u d i t  p e r i o d  
exceeding t h e  l a r g e r  of: 

( i )  $ 3 0 0 .  0 0 0  01- t h r e e  pe rcen t  c . 0 3 )  of t o t a l  Federal 
awards expended i n  the  c a s e  of a11 a u d i t e e  for which toLal Federal  awards 
expended equal  or exceed $ 3 0 0 , 0 0 0  but a r e  l e s s  than or  e q u a l  to $100 million. 

( i i )  $3 m i l l i o n  o r  t h r e e - t e n t h s  of one percenc  ( . O O r j j  of 
t o t a l  Federal  awards expended i n  ;he c a s e  of an aud i t ee  f o r  which t o t a l  
Federa l  awards expended exceed $ 1 0 0  m i l l i o n  but  a r e  iess  than o r  equa l  t o  $ 1 0  
b i l l  i o n .  

( i i i )  $ 3 0  m i l l i o n  or 15  hundredths  of one p e r c e n t  ( . 0 0 1 5 )  
of t o t a l  Federal  awards expended in t h e  case  of an aud i t ee  for which t o t a l  
Federal  awards expended exceed $10 b i l l i o n .  

( 2 )  Federal  programs n o t  l a b e l e d  T p e  k under pa rag raph  (b) (1) 
of t h i s  s e c t i o n  shal l  be l a b e l e d  Type B programs. 

( 3 )  The i n c l u s i o n  of l a r g e  l o a n  and l o a n  guarantees  ( l o a n s )  
s h o u l d  not  r e s u l t  i n  t h e  exc lus ion  of o t h e r  programs as Type P. programs. When 
a Federal  program p rov id ing  l o a n s  s i g n i f i c a n t l y  a f f e c t s  t he  number o r  s i z e  of 
T y p e  A programs, the  a u d i t o r  s h a l l  c o n s i d e r  t h i s  Federal  program as a Type PA 
program and exclude i t s  v a l u e s  i n  de te rmining  o t h e r  Type A programs.  

( 4 )  For b i e n n i a l  a u d i t s  pe rmi t t ed  under g - . 2 2 0 ,  t h e  
de te rmina t ion  of Type I?. and Type E programs s h a l l  be based upon t h e  Federal  
awards  expended during t h e  two-year p e r i o d .  

( c )  Step 2 .  (1) The a u d i t o r  s h a l l  i d e n t i f y  Type k programs which a r e  
low-risk.  For a Type A program t o  be cons ide red  low- r i sk ,  i t  s h a l l  have been  
aud i t ed  as  a major program i n  a t  least  one of t h e  two most r ecen t  a .udi t  
pe r iods  ( i n  t he  most r e c e n t  a u d i t  p e r i o d  i n  t h e  r a s e  of a b i e n n i a l  a u d i t ) ,  
and, i n  t h e  most recent  a u d i t  p e r i o d ,  i t  s h a l l  have had no a u d i t  f i n d i n g s  
under §-.510 ( a )  , However, t h e  a u d i t o r  may use  judgment and c o n s i d e r  t h a t  
a u d i t  f i n d i n g s  from ques t ioned  c o s t s  under  §-.510(a) ( 3 )  and §-.510(a) ( 4 ) ,  
fraud under §-.510(a) ( 6 ) ,  and audit f o l l o w u p  f o r  the  summary s c h e d u l e  of 
p r i o r  a u d i t  f i nd ings  under §-.S10 ( a )  ( 7 )  do no t  prec lude  the  Type I. program 
from being l o w - r i s k  The a u d i t o r  shall c o n s i d e r :  t he  c r i t e r i a  i n  §-. 525 ( e )  , 
I.--- 5 2 5 ( d )  (I), Sp.52f ;  (a )  ( 2 )  , and 5 _ _ . 5 2 5  ( d )  ( 3 )  ; t he  resu l t s  of a u d i t  
fo l low-up;  whether any  changes i n  pe r sonne l  or systems a f f e c t i n g  a 'Type A 
program have s i g n i f i c a n t l y  inc reased  r i s k ;  and apply p ro fes s iona l  judgment i n  
de te rmining  whether a Type k program i s  l o w - r i s k .  

12) I J o t w J  t h s t a n d i n g  paragraph  ( c )  (1) of t h i s  s e c t i o n ,  01% may 
appi-nve a Federal awai-ding a g e n c y ' s  r e g u p s t  t h a t  a Type A program a t  certair? 
r e c i p i e n t s  may not be coiisider-ed low-risk. For example, It. may be n e c e s s a r y  
for a l a r g e  Type A program t o  be a u d i t e d  as major each yea.r a t  p a r t i c u l a i -  
r e c i p i e n t s  t o  allow tl ie Federal agency  t o  comply w i  t l i  t he  Government 
Management Refoi-m Act of 10514 ( 3 1  U S . C .  3515). The Federal  agency shzill 
n o t i f y  t h e  recI .pient  a n d ,  if Irnuwn, che  a u d i t o r  at . least  3 8 0  days prjoi-  to the 
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f ? i ~ f l  ci! t!ie i i . scaJ  y e d i -  LC: !)E aud. : ed of ;)ME' 7 app:-ovaJ.. 

(dl Step 3 ( 1  1 The audito: %ha!? idenr. . . f y  Type B p r o g r a m s  w h i r h  d?-e 
h ~ q h r i . s i <  using proresssonal ludgment and  :he c r - r e r i a  i n  fi-.525. tlowE:ve:-, 
. s l ~ o u l d  cite aud i to r  s e l e c t  Option 2 under Step 4 (paragraph (e) (2; (i) ( B )  of 
t h l s  sec t i .on) ,  the  audi tnl-  i s  not requii-ed t3 1.dentify more h jgh - r i sk  Typ? E 
p ~ o g r a m s  than the  numbel- of low-ris l t  Type A\ programs. Except foi-  known 
~-epo~- tak)  i e condi t ions  i ~ n  i n t e rna l .  cont ro l  o r  compliance problems as  discussed 
in 5-.525(b) (l), $--.525 (bi ( 2 ) ,  and g _ _ . 5 2 5  ( c l  (11, a s i n g l e  c . ~ i t ~ f r l a  i n  
S-_ . 5 2 5  would seldom cause  a Type B program t o  b=. considered hi.;ih-r;slc 

( 2 )  The a u d i t o r  i s  not expected to perform risk assessmenis on 
r c l  aCive - y small Federal  programs. The re fo re ,  t he  audi tor  i s  on1 y required t o  

O r i n  i isk assessments on Type B programs t h a t  exceed ;he larcler of: 

(1) $ i O O , 0 0 0  or t h r e e - t e n t h s  of one percent  ( . 0 0 3 1  :)f 
to:-.d F e d e r a l  awards expended when t h e  audi. tee h a s  less than 01: equal  t o  $ 3 0 0  
T J  1 1  j-on i n  t o t a l  Federal  awards expended 

(ii) $ 3 0 0 ,  O D D  or  three-hundredths  of one percent  ( 000:) 
of t o t a l  Federal  awards expended when the  a u d i t e e  has more t h a n  $ 1 0 0  mil.!jori 
i n  t Q L a 1  Federal awards expentled 

( e i  S tep  4 .  A t  ii minimum, t.he au t l i to r  sha l l  audit  a l l  of t l i e  
f o l l o w i n g  a s  major programs: 

(1) A l l  Type A programs, except  t h e  audi tor  may exclude a n y  
Type A programs i d e n t i f i e d  a s  low-risk under S tep  2 (paragraph ( c )  (1) of Lhls 
5: e c t 1. on ) 

(2) ( i )  High-r i sk  Type E programs as  i d e n t i f i e d  under 
e.i iher  of t h e  fol lowing two o p t i o n s :  

( A )  ODtion 1. A t  l e a s t  one half  of t he  Type 9 
programs i d e n t i f i e d  a s  h i g h - r i s k  under S tep  3 (paragraph ( d )  of t h i s  secLion! ,  
except  t h i s  paragraph (e) ( 2 )  (i) ( A )  does not r e q u i r e  t h e  a u d i t o r  t o  audit more 
h i g h - r i s k  Type E programs than  the  number sf l ow- r i sk  Type A programs 
i d e n t i f i e d  a s  low-risk under  S t e p  2 .  

( E )  ODtion 2 .  One h igh - r i sk  Type 8 prag-am f3r  
oach T j ~ e  P. program i d e n t i f i e d  a s  low-risk under S tep  2 

( i i )  When i d e n t i f y i n g  which h igh - r i sk  Type B programs t o  
a u d i t  as  major under e i t h e r  Option 1 o r  2 i n  p r a g r a p h  (e) ( 2 )  (i) ( A )  o r  ( B ) ,  
t h e  a u d i t o r  i s  encouraged t o  use ap, a?proach which provides an opportuni ty  f o r  
d i f f e r e n t  h i g h - r i s k  T y p ~  E programs t o  be a u d i t e d  a s  major over a period of 
c ime.  

( 3 )  Such a d d i t i x i a l  programs a s  may be neczssary t o  comply 
w i t h  t h e  percentage  of coverage r u l e  d i scussed  i n  paragraph ( f )  of t h i s  
s e c t i o n .  T h i s  paragraph (e) ( 3 )  may r e q u i r e  t h e  auditor to a u d i t  more programs 
as major  t h a n  the  number of Type A programs. 

( f )  Percentaae of coveraqe r u l e .  The a u d i t o r  s h a l l  a u d i t  2s major 
programs Federal programs w i t h  Federal  awards expended t h a t ,  i n  t he  aggregate ,  
encompass a t  l e a s t  5 0  pe rcen t  of t o t a l  Federal  awards expended. I f  the 
a u d i t e e  meets Khe c r i t . e r i a  in §-.530 f o r  a l ow- r i sk  a u d i t e e ,  the  audi to i :  
need only  a u d i t  as major programs Federal  programs w i t h  Federa l  awards 
expended t h a t ,  i n  the  aggrega te ,  encompass a t  l eas t  2 5  percent  of tota .1  
Fede ra l  awards expended 

( a )  _Documentation of r i s k .  The a u d i t o r  s h a l l  document i n  t h e  working 
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papers t h e  L - i s k  alia.! ,,c:!s p rocess  u s e d  i n  de"rniining major p: ograms . 

( 1 1 )  A u d i t o r ' . .  iudqrrient . When the  mzioi- program determinacion was 
periormed and documeii:ed in accordance with this p a r t ,  t he  audico? 's judgrnent 
i i i  appl y i n y  t h e  uis l : -based app-oach L O  decernilne ma ]or prograrris skial l  be 
presuroed c o r r e c t  Cilai  1 enges by Pede-2.l agencj .es  and p a s s -  through e n c i  L i e s  
s h a l l  o n l y  be ioi- ci-arly improper use of tlie gul.dance i n  t h J s  pal-t . I d c i w e v e r ,  
Federa l  agerlcj  e s  a n d  p a s s -  clirough e n t i t i e s  r rdy  p r o v i d t  audi';c!rs gii idance ahouL 
the -isk of a par t ic i ; :a r  Federal  program and the  auditor s h a l l  coi is ider  this 
guidance in determin!ny major programs i n  a u d i t s  no t  y e t  completed.  

(1) Deviatiors f r o m  use of risk c r i t e r i a .  For f i r s t - y e a r  a u d i t s ,  the 
a u d i t o r  may e l e c t  t u  de te rmine  major programs a s  a13 T y p e  k programs p l u s  any  
Type E programs a s  necessary  t o  meet t he  pe rcen tage  of coverage r u l e  d i s c u s s e d  
i n  paragraph  ( f )  of t f i i s  s e c t i o n .  Under t h i s  o p t i o n ,  t he  a u d i t o r  would riot be 
requii-ed t o  perform the procedures  d iscussed  i n  pal-agi-aphs ( c )  , ( a ) ,  and ( e )  
of this s e c t i o n .  

(1) A f i r s t - y e a r  audit is  t h e  f i r s t  year  the  e n t i t y  i s  a u d i t e d  
under t h i s  p a r t  or the f i r s t  year  of a change of a u d i t o r s .  

(21 To e n s u r e  t h a t  a f requent  change of a u d i t o r s  would n o t  
prec lude  a u d i t  of h i g h - r i s k  Type B programs, t h i s  e l e c t i o n  for f i r s t  - y e a r  
a u d i t s  may no t  be used by a n  a u d i t e e  more than  once i n  every t h r e e  y e a r s .  

§-.525 Criteria f o r  Federal program r i s k .  

( a )  Gene ra l .  The a u d i t o r ' s  de te rmina t ion  should be based on an 
o v e r a l l  e v a l u a t i o n  of che r i s k  of noncompliance occur r ing  which cou ld  be 
ma te r i a l  t o  t h e  Federal  program. The a u d i t o r  s h a l l  use a u d i t o r  judgment and 
cons ider  c r i t e r i a ,  such as  desc r ibed  i n  paragraphs  (b), ( c ) ,  and (d) of t h i s  
s e c t i o n ,  t o  i d e n t i f y  r i s k  i n  Federal  programs. Also, as p a r t  of t h e  r i s k  
a n a l y s i s ,  t h e  a u d i t o r  may wish t o  d i s c u s s  a p a r t i c u l a r  Federal  program wi th  
audicee management and t h e  Federal  agency o r  pass - through e n t i t y  . 

(b) Current  and o r i o r  a u d i t  exDer ience .  (1) Weaknesses i n  i n t e r n a l  
con t ro l  ove r  Federa l  programs would i n d i c a t e  h i g h e r  r i s k .  Cons idera t  ion 
should be g iven  t o  the  c o n t r o i  environment over Federa l  programs and s u c h  
f a c t o r s  as t h e  expec ta t ion  of management I s  adherence  t o  a p p l i c a b l e  laws and 
r e g u l a t i o n s  and t h e  p r o v i s i o n s  of c o n t r a c t s  and g r a n t  agreements and t h e  
compeLence and exper ience  of personnel  who a d m i n i s t e r  t he  Federa l  p rograms.  

( i )  A Federal  program adminis te red  under m u l t i p l e  
i n t e r n a l  c o n t r o l  s t r u c t u r e s  may have h igher  r i s k .  When a s ses s ing  r i s k  i n  a 
l a r g e  s i n g l e  a u d i t ,  the  a u d i t o r  s h a l l  cons ide r  whether weaknesses are i s o l a E e d  
i n  a s i n g l e  o p e r a t i n g  u n i t  ( e . g . ,  one c o l l e g e  campus) o r  pe rvas ive  th roughou t  
t he  e n t i t y .  

( i i)  When s i g n i f i c a n t  par ts  of a Federal  program a r e  
passed through t o  s u b r e c i p i e n t s ,  a weal: system f o r  monj t o r i n g  s u b r e c i p i e n t s  
would i n d i c a t e  higher r i s k .  

( i i l )  The ex ten t  t o  which computer processing i s  used  to 
admin i s t e r  Federal  programs, a s  we11 a s  t h e  compl.exity of t h a t  p r o c e s s i n g ,  
should be cons idered  by t h e  a u d i t o r  i n  a s s e s s i n g  r i s k .  New and r e c e n t l y  
modi f l e d  computer systems may a l .so i n d i c a t e  risk 

(2) P r i o r  a u d i t  f i nd ings  would i n d i c a t e  higher  1 - i s k ,  
p a r t i c u l a r l y  when the  s i t u a t i o n s  i d e n t i f i e d  i n  t h e  a u d i t  f i n d i n g s  cou ld  Iiave a 
s i g n i f i c a n t  impact on a Federal program or have no t  been correc~.ed 

(2) F'edei-al programs not J-ecentI) ,  aud i t ed  as  rna:joi- programs 
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may be o f  hjgher  r i s k  than !.'edeL-dJ ~rt '~;]-ams !-ecerit ly d u d i :  i-d 25 In.? IC)T S X l ~ l r a m S  

w i L h o u t  a u d j c  f i nd ings  

( c i  O v e r s j q h t  exerc:-sed by Pecf.::ral ayenc ie s  arid  ass- :hroirqh en!? tie:; 
i ,  Ove:-sJght exercised by Federal. aq t2nc ies  o r  pass-througn en~ities "uld 
i . r idi  ca:e r i s k .  For e;:ampl.e, recent. moriitoring o r  o t h e r  i-zsr~ews performed by 
a r i  oversigflt: e n t i t y  which d i sc losed  nc s i g n i f i c a n t  problems would i n d i - a t e  
1 ower r i s k .  However, monitor ing which d i s c l o s e d  s i g n i f i c a n t  problems v ~ o u l d  
I nd.! ~ d t e  h j g h e r  r i s k .  

12) Federa l .  agenc ie s ,  w i t h  t he  concurrence of OMB, rriay 
jder i t i f :y  Federal programs which a r e  higher r i s k .  OMB plars  to PI-0vJ.d.. t h : s  
1.denti.f i c a t i o n  i n  the  compl.~ance supp lmen t  . 

i d )  Inherent  risk of the  Federal  proqram. (1) The nacure O f  a 
FPderaL pi-ogram may i n d i c a t e  r i s k .  Consi.deration should be g iven  to the 
compl-ex-ity of  t he  program and the  ex ten t  t o  which t h e  Federal. program 
contracts f o r  goods and servi .ces  . For  example, Federal  programs t h a t  disburse 
f u n d s  through t h i r d  pa r ty  c o n t r a c t s  0:- have e l i g i b i l i t y  c r i t e r i a  may be of 
higher r i s k .  Federal  programs p r i m a r i l . ~  involv ing  s t a f f  p a y r o l l  costs may 
have a h?gki-r isk f o r  ti.me and e f f o r t  r epor t ing ,  bu t  otherwise be a t  low-r i sk .  

( 2 )  The phase of a Federal  program i n  i t s  l i f e  cyc.Le a t  t h c  
Fede ra l  agency may indj .cate  r i s k .  For example, a new Federal program w i t h  new 
or i n t e r i m  regu la t ions  may have higher  r i s k  than  an e s t ab l i shed  program w i t h  
t 1rrie-t.ested r e g u l a t i o n s .  AI s o ,  s i g n i f i c a n t  changes i n  Federal programs, laws, 
regulatJ.ori.C;, or the  provi.sions of c o n t r a c t s  o r  g r a n t  agreements may increase 
risk 

( 3 )  The phase of a Federal  program i n  its l i f e  cyc le  a t  the 
auditee may i n d i c a t e  r i s k .  For exampl5, dur ing  t h e  f i r s t  and l a s t  years  t h a t  
an a u d i t e e  p a r t i c i p a t e s  i n  a F e d e r a l  program, t h e  r i s k  may be n ighe r  due t o  
S t a r t  -up  o r  c loseout  of program a c c i v i t i e s  and s t a f f .  

( 4 )  Type E programs w i t h  l a r g e r  Federa l  awards expended would 
be of h ighe r  r i s k  than programs w i t h  s u b s t a n t i a l l y  smaller  Federal  awards 
expended.  

B-. 5 3 0  Criteria f o r  a l ow- r i sk  auditee. 

An a u d i t e e  w h i c h  meets a l l  of the fo l lowing  sondj t ions  f o r  each of Lhe 
p r e c e d i n g  two yea r s  ( o r ,  i n  t he  case of b i e n n i a l  a u d i t s ,  p rzceding  two aud i t  
p e r i o d s )  s h a l l  q u a l i f y  as a Low-risk a u d i t e e  and b- e l i g i b l e  for reduced aud i t  
cove rage  i n  accordance wi th  I-. 5 2 0  : 

( a )  S ing le  a u d i t s  were performed on an annual  b a s i s  i n  accordance w i L h  
t h e  p r o v i s i o n s  of t h i s  p a r t .  A non-Federal  e n t i t y  t h a t  has  b i e n n i a l  aud i t s  
does  no t  q u a l i f y  as a low- r i sk  a u d i t e e ,  unless agreed  t o  i n  advance by the  
cogcizant or ove r s igh t  agency f o r  audic. 

ib) The a u d i t o r ' s  op in ions  on the  f i n a n c i a l  s ta t sments  and the  
s c h e d u l e  of expendi tures  of Federal  awards were unqua l i f i ed .  However, the  
cogn izan t  ar over s igh t  agency f o r  aud i t  ma.y judge  t n a t  an op in ion  
qu : l i f i ca t ion  does not  a f f e c t  t he  management of Federa l  swards and provide a 
w a i v e r ,  

( c )  There were no de f i c i enc ie - s  i n  i n t e r n a l  control  which were 
i d e n t i f i e d  a s  ma te r i a l  weaknesses under t h e  requirements  of GAGAS. However, 
t h e  cogn izan t  o r  ove r s igh t  agency f 3 r  a u d i t  may judge  that  any i d e n t i f i e d  
m a t e r i a l  weaknesses do no t  a f f e c t  t h e  management of F e d c r a l  awards arid pr3vide 
a w a i v e r .  

3 2  



( 2 )  I\Joncc)riipl iance w i t k  clie p r o v i s i o n s  oi laws,  I - e g u l a ~ i o n s ,  
conr ; racts ,  or qranL agreeiriencs which have a m a t e r i a l  e f f e c t  on tiic Type P. 
program; or 

(;) Known or likely questioned costs that exceed f i v e  percent 
of the tocal Federal a w a r d s  expended for  a Type k program during the  y e a r .  

Appendix F? to P a r t  - - D a t a  Collection Form (Foi-~i SF-SAC) 
[insert SF-SAC after finalized] 

Appendix B to Part - - Circular I i - 1 3 3  Compliance Supplement 
Jdote: Prmisional OME Circular A-133 Compliance Supplement is available 
from the O f f i c e  of Administration, Publications Office, room 2200, New 
Executive O f f i c e  Building, Washington, DC 20503. 





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 

,20- by and between , a  
[corporation, partnership, dba], whose business address is 

referred to as “Business Associate”), and the CITY OF LONG BEACH, a municipal corporation 
(hereinafter referred to as “City” or “Covered Entity”). 

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 andlor 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 in compliance 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 Regulations. 
NOW, 

Agreement, the parties agree as follows: 
1. 

(hereinafter 

THEREFORE, in consideration of the mutual terms covenants, and conditions in this 

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 Federal Regulations. 
OBLIGATIONS AND ACTIVITIES OF BUSINESS ASSOCIATE. 2. 

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 or 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. 
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. 
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. 
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 § 164.52,4. 

e. 

f .  
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3. 

4. 

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. 
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 US. 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 

h. 

individual for an accounting of disclosures of protected health information 
accordance with 45 CFR § 164.528. 

j. Availability of Information to Covered Entity. Business Associate agrees 
promptly provide to Covered Entity or an individual information collected 
accordance with Section 2(i) of this Agreement, to permit Covered Entity 
respond to a request by an individual for an accounting of disclosures 
protected health information in accordance with 45 CFR § 164.528. 

PERMITTED USES AND DISCLOSURES BY BUSINESS ASSOCIATE. 

in 

to 
in 
to 
of 

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 Enfity. The specific use and disclosure provisions are as follows: 

Except as otherwise limited in this Agreement, Business Associate may use 
protected health information for the proper management and administration of 
the Business Associate. 
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. 
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). 
Business Associate may use protected health information to report violations of 
law to appropriate federal and state authorities, consistent with § 164.502(j)( 1 ). 

Notification of Limitations in Notice of Privacy Practices. Covered Entity shall 
notify Business Associate of any iimitation(s) in its notice of privacy practices of 
covered entity in accordance with 45 CFR 3 164.520, to the extent that such 
limitation may affect Business Associate’s use or disclosure of protected health 
information. 
Notification of Change or Revocation of Permission. Covered entity shall notify 
Business Associate of any changes in, or revocation of, _pe_r_r_nis.sion bv individual 

a. 

b. 

C. 

d. 

OBLIGATIONS OF COVERED ENTITY. 
a. 

b. 

- _ ,  I z 5- i 



5. 

6.  

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. 
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. 

C. 

PERMISSIBLE REQUESTS 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 and expressly permitted under Section 3 (a), (b), and (c) 
of this Agreement. 
TERM AND TERMINATION. 

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. 
Termination for Cause. Upon Covered Entity’s knowledge of a material breach 
by Business Associate, Covered Entity shall either: 
Provide an opportunity for Business Associate to cure the breach or end the 

a. 

b. 

1. 
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 are feasible, Covered Entity shall report the 
violation to the Secretary. 

C. Effect of Terminafion. 
1. Except as provided in paragraph (2) of this 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 

7. 

Associate shall retain no copies of the protectedhealth 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. 
ASSISTANCE IN LITIGATION OR ADMINISTRATIVE PROCEEDINGS. 
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 or administrative proceedings 
commenced against Covered Entity, its directors, officers, ,or employees based on a - r 



8 .  
a. 

b. 

C. 

d. 

9. 

10. 

11. 

12. 

13. 

14. 

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. 
MISCELLANEOUS 

References. A reference in this Agreement to a section in the Privacy Rule means 
the section as in effect or as amended. 
Amendment. The parties agree to take such action as is 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. 
Survival. The respective rights and obligations of Business Associate under Section 
6(c) of this Agreement shall survive the termination of this Agreement. 
interpretation. Any ambiguity in this Agreement shall be resolved to permit Covered 
Entity to comply with the Privacy Rule. 

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. 
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. 
INDEMNITY. 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 of 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 costs, Business Associate agrees to and shall 
reimburse City within a reasonable time. Business Associate shall give City notice of 
any claim, demand, cause of action, loss, damage or liability within ten ( I O )  calendar 
days. 
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. 
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 attorneys' fees 
and court costs, including appeals. 
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, addressed to Business Associate at the address first stated herein, and to the 
City at 333 West Ocean Boulevard, Long Beach, California 90802 Attention: Director, 
Health Department. Notice of change of address shall be given in the same manner as 
stated herein for other notices. Notice shall be deemed given on the date deposited in 

-. --n 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. 
CONTINUATION. Termination or expiration of this Agreement shall not affect rights or 
liabilities of the parties which accrued pursuant to Sections 7,?2 and 14 prior to 
termination or expiration of this Agreement, and shall not extinguish any warranties 
he re u n d e r . 
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. 
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. 

16. 

17. 

18. 

(corpohdion, paxnezhip, individual) 

(person legally allowed to bind organization) 
BY 

Title: A I ,  

(person legally allowed to bind organization) 
Title: S e e p C ? /  a p q  

BY L L W  -A. ~~ @ d A h k Q  $!& I ,20&.56 

2oszEJ 

ent is hereby approved as to form this /+%a, of 

ROBERT E. SHANNON, 
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CERTlFlCATlON REGARDING DEBARMENT 

By signing and submitting this document, the recipient o! federal assistance funds IS providing the 
certification as sei out below 

1 

2. 

3. 

4. 

5. 

6. 

7 

8 

The certification in this clause 15: a irratevial representation of facl upor] which reliance was 
placed when this transaction was entered into. If il is later determined thal the recipienf of 
lederal assistance funds knowingly rendered an erroneous certification, in addition to 
other remedies available to the Federal Government, the departmenl or agency with 
which this transaction originated may pursue available remedies, including suspension 
an dlo r deb a mi enl. 

The recipient of Federal assistance funds shall provide immediate written notice to the 
person to which this agreement is entered, if at 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. 

The terms “covered transaction”, ”debarred,” “suspended,” ”ineligible,” “tower 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. 

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. 

The recipienl 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. 

k participant in a covered transaction may rely upon a certification of participant in a lower 
tier covered transaction tha! i t  is not debarred, suspended, ineligible, or voluntarily 
excluded from the covered transaction, unless it knows that the certification is erroneous. 
H participant may decide the method and frequency by which it determines the eligibility of 
its principals. Each participant may, huf  is not required to, check the list of parties 
excluded from procurement or non-procurement programs. 

Nothing contained in the foregoing shall be construcled t o  require establishment of a 
system of records in order to render in good faith the cerlificatiori required by this clause. 
The knowledge and inlormatiori of a parlicipant is riot required to exceed that which is 
normally possessed by a prudent person in the ordinary course of business dealings. 

Except for transactions authoi-ized under Paragraph 4 of these inslructioris, if a participant 
in a covered transaction knowingly enters into a lower tier covered transaction with a 
person who is suspended, debarred, ineligihle, or voluntary excluded froin pailicipalion in 
this transaction, i n  addition to other remedies available to the Federal Government, the  
deparlment or agency with which the transaction originated may purse available 
I-e 111 edies , including suspension and/or de bar-me nt , 

. .  . .._-- 
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I The recipient of Federal assistance funds certifies that neither I t  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 

I 7 Where the  recipient of Federal assistance funds is unable to certify to arty of the 
statements in this certification, such participants shall attach a n  explanation to this 
document 

C o 9 tract Age 1-1 cy ,qg F"' .. n ... men1 Number. 

N a m e a n dd Tit I e of Authorized Re p re se n t a t i v$ : -- 



Attachment “I” 



C ERTl FI  C AT10 N REGARD1 N G LOB EYIN G 

C;ontractor(s) and lobbyist firm(s), as defined iri the Los Angeles County Code Chapier 2.160 
(ordiriaiice 93-D03?), retained by the Contractor, shall ~LJIJY corriply witl-1 the requirements as set fortt-i iin 
said County Code. The Contractor niusl also certify in writing that ti is familiar witth t h e  Los Angeles 
Counfy Code Chapter 2 I60  and thal all persons acting on behalf ol the Contractor will comply \wth the 
County Code. 

Failure an the part ol the Contractor andlor Lobbyis! in fdJy comply with the County's Lobbyist 
requiremen1 shall constilute a niater;al breach o i  ihe contract upon whch the City o i  Long Beach inay  
imn-rediately 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 Developmenl Code of Federal  
Regulations 24 part 87, from using federally approprialed funds for the purpose of influencing or 
attempting IO influence an officer or employee of any agency, a Member of Congress, an office or 
employee ol Congress, or 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 lhaf they are farnjljar with the Federal Lobbyist Requirements 
and that all persons andlor 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 
ceriifies, to the best of hislher knowledge and belief, that: 

1 

3. 

I 

No Federal appropriated funds have been paid or will be paid, by or on behaff 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 this 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 inslructions. 
The undersigned shall require that the language of this certification be included in the  award 
documents for all sub-awards at all fiers (including subcontracts, sub-grants, and contracts under 
grants, loans, and cooperative agreements) and that all sub-recipients shall certify and disclose 
accordmgl y. 
This certification is a material representation of fact upon which reliance was placed when this 
transaction was made or entered into. Submission of this cerlification is, a prerequisiie lor making 
or er-itering 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 no1 less than $10,000 and 
not more than $1 00,000 for each such lailure. 

4gr eemenl I\luinIxr Contraci Agency - 


